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A three-year Poverty Reduction and Growth Facility (PRGF) arrangement for
SDR 4 million was approved on August 12, 2002. The first tranche of SDR 574,000
was disbursed upon approval. SDR 571,000 will become available following the
completion of the first review. As set out in Appendix I, Attachment I, the forthcoming
second review is proposed to be linked to performance criteria for end-June 2003.

Rwandan troops withdrew from the Democratic Republic of the Congo (DRC)
following the Executive Board’s approval of the new PRGF arrangement. Following
a period of post-genocide stabilization, Rwanda is navigating a complicated political
transition. During 2003, this includes the adoption of a new constitution (at end-May),
followed by presidential and legislative elections (in November).

Performance under the PRGF-supported program has been encouraging. However,
poverty is pervasive, and the economy, which remains heavily dependent on rain-fed
agriculture and external assistance, 1s vulnerable to changes in climate and in
international developments.

The 2003 program supports critical operations envisaged under the PRSP—
including the transition to democracy and military demobilization—that are key to

| Rwanda’s future. With the domestic revenue base increasing and ordinary spending in
check, the fiscal base is set to move toward sustainability. Major legal and nstitutional
reforms will buttress the administration of public finances. The sale of a major
commercial bank will strengthen financial sector soundness. The implementation of
actions advised by a recent safeguards mission will strengthen central bank governance.
The government’s letter of intent (LOI) and memorandum of economic and financial
policies (MEFP) are presented in Appendix L
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I, INTRODUCTION'

1. In unprecedented circumstances, Rwanda is moving rapidly forward with a program
of nation building and economic development. During 2003, this includes the adeption of a
new constitution, followed by presidential and legislative elections. Following the
withdrawal of Rwandese troops from the Democratic Republic of the Congo (DRC) during
September—October 2002, the transition to a peace-oriented economy will be accelerated in
2003, with 28,432 soldiers slated for demobilization and 21,215 ex-combatants scheduled for
reintegration. Support to surviving victims of the 1994 genocide and for addressing the
mounting HIV/AIDS crisis will be continued, while the authorities proceed with the
expeditious implementation of their poverty reduction strategy.

2. During 2002, Rwanda’s performance under the Poverty Reduction and Growth Facil-
ity (PRGF) arrangement was broadly encouraging. GDP growth exceeded 9 percent; inflation
averaged 2 percent; and international reserves rose to over six months of import cover.

3. In December 2000, Rwanda reached the decision point under the enhanced
framework of the Heavily Indebted Poor Countries (HIPC) Initiative. The IMF and World
Bank have since been joined by other multilateral institutions and the Paris Club in granting
the requisite debt relief. Rwanda’s efforts to ensure the participation of all remaining
creditors in the HIPC Initiative are continuing, However, a number of non-Paris Club
creditors have not yet provided firm commitments.

4. Macroeconomic stability and extended debt relief will support Rwanda in
implementing its poverty reduction strategy, as presented in the poverty reduction strategy
paper (PRSP) of June 2002. A PRSP progress report is expected to be ready by end-

June 2003. In support of the PRSP, the current PRGF review targets strengthening revenue
mobilization, the administration of public finances, and the health of the banking sector.

! Discussions for the review were held in Kigali during February 12-27, 2003 by a staff team comprising
Kenneth Meyers (head-AFR), Harald Finger (AFR), lacovos Ioannou (PDR), and Gabriel Di Bella (EP-AFR)
and assisted by Abdikarim Farah, Resident Representative in Kigali. Laurean Rutayisire (Alternatc Executive
Dircetor) attended most meetings. The mission met with the Minister of Finance and Economic Planning

(Dr. Kaberuka), the Governor of the National Bank of Rwanda (Mr. Kanimba), various government officials,
representative of nongovernmental organizations, and members of the donor community, and it worked closely
with an overlapping World Bank team.

% The IMF, World Bank, European Union/European Investment Bank, African Development Bank, OPEC Fund,
and Paris Club creditors are delivering debt relief. The Tnternational Fund for Agricultural Development and
Arab Bank for Economic Development in Africa have committed themselves to providing debt relief at the
completion point, and the People’s Republic of China has agreed to provide debt relief as part of a broad
approach to Africa. Firm commitments have not yet been received from the Saudi Fund for Development, the
Abu Dhabi Fund for Development, or Libya.



II. RECENT ECONOMIC DEVELOPMENTS

Figure 1. Rwanda: Real GOP Growth, 1996-2003
5. Real GDP growth in 2002, estimated at (in percent)
9.4 percent, was driven by a construction boom and Subsistence agriculturo
climatic conditions that favored subsistence agriculture 20 |
(Table 1).% Real economic growth in the monetized
economy was less forceful (6.6 percent) because, outside 15
of construction, activities increased modestly (Figure 1).
Inflation, which averaged 2 percent, ended the year at 101
6.2 percent, as initially depressed food prices mounted in
response to the delayed onset of rains (Figure 2). During
2002, the Rwanda franc depreciated by 12 percent in real
terms, reflecting a continuing deterioration in the terms of 1996 1957 1998 1999 2000 2001 2002 2003
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trade (Figure 3). Sources: Rvandese authoritics; and Fund staff
estimates and projections

6. Most quantitative and structural performance Figure 2. Randa: CP1L Inflation, January 1999-
criteria for end-December 2002 were observed (MEFP, 5 "2 comprem doney
Appendix T, Attachment I, Tables 1 and 2). Two of the nine Locat food M
quantitative performance criteria for end-December were 1 e tses ] A
missed, however, reflecting unanticipated events that ] e
occurred late in the year and precluded substantial . / . .
adjustment by year’s end (para. 7, below). Tn addition, a third [/ M }C:Z’
performance criterion was missed (para. 10) as a result of ey \ Lay
an administrative lapse. The authorities request that the o | V7 Losaly prodsad goods ¥ ¥
nonobservance of these performance criteria be waived. \\/

-30 v T

The structural performance criterion on the 2003 budget \ '
) lan-99 Jan-G0 Jan-G1 Jan-02 Jun-43
was met, and substantial progress was made on the structural  Sowse: Ruandese eunorites

reform agenda (paras. 11-12), although some structural Fiure 3. Rvanda; Res Effective Exchange Race
. . . . and Tenns of Trade, [996-2002
benchmarks, including the monthly communication of data on 1998=100)
local government finances were missed due to capacity :‘“}
COI‘IStI'alﬂtS. 190 Real effective exchange rate
120 4
7. Government finances in 2002 were substantially in |
line with the program. However, the rapid withdrawal of o
Rwanda’s armed forces from the DRC during September— %0 ] Terms of Trads
October 2002 led to large unanticipated expenditures w ]
n

1956 1997 (998 1999 2000 2001 2002

Sources: Rwandese authorities; and Fund statf
estimates

¥ Real sector data estimates are preliminary—underlying surveys are neither comprehensive nor up-to-date.
However, they appear reliable enough to support a qualitative assessment of developments.



(1.3 percent of GDP). Excluding these outlays, the performance criterion on the domestic
fiscal deficit would have been met.* Domestic revenue increased by 0.8 percentage point of
GDP, exceeding the program target slightly, as stronger-than-expected income tax collections
more than offset shortfalls in indirect taxes and fee collection for government services

(Table 2). Expenditures (excluding outlays for the troop withdrawal) were marginally below
the programmed level, and recurrent spending in priority areas (as identified in the PRSP)
exceeded the floor set as a performance criterion.” However, the performance criterion for
the net reduction of domestic arrears was missed because a large payments float emerged
following the delay of an IDA disbursement to December 30, 2002. These arrears were
cleared at the beginning of 2003.

8. The performance criteria for reserve money, net foreign assets of the National
Bank of Rwanda (NBR) and net credit to government of the banking system at end-
December 2002 were met. However, broad money growth exceeded program targets, as
larger-than-projected net foreign exchange inflows to commercial banks were not fully
sterilized (Table 3). Implementation of monetary policy, during parts of the year, was
uneven—the 12-month growth rate of broad money having risen from 5.7 percent in June
2002 to 15.7 percent in October, with open market and treasury operations from November to
early-December 2002 moderating the expansion.

9. A deterioration (12 percent) in the terms of trade contributed to a further
weakening of Rwanda’s external balances in 2002 (Box 1). Largely reflecting a fall in
international market prices for coffee and coltan, merchandise exports declined by 28 percent
(in U.S. dollar terms, Table 4). Although imports were modestly lower than in 2001, the
external current account deficit before grants widened by 1.3 percentage points to

17.2 percent of GDP. This deficit was financed by external grants and loans, as well as by
bilateral rescheduling of Rwanda’s external obligations. With external budgetary assistance
exceeding program projections, gross official reserves increased by 0.5 month of imports to
the equivalent of 6.3 months of imports of goods and services.

4 The Auditor General is auditing the 2002 troop withdrawal operations as part of the 2002 audit of the Ministry
of Defense.

5 The end-December 2003 performance criterion for the domestic fiscal balance was adjusted upward as a result
of the deferral of some demobilization payments (RF 2.5 billion) to the first quarter of 2003. Given this, the
performance criterion on the domestic fiscal balance would still have been met, had the demobilization
expenditure been made on schedule.



Box 1. External Current Account Developments

A central objective of the current and previous PRGF programs has been the gradual reduction of
macroeconomic imbalances, including the large external current account deficit.

In line with this program objective, the external current account deficit (excluding official transfers)
declined from 19.3 to 15.9 percent, the lowest level in Rwanda’s post-genocide history. This downward
trend was reversed in 2002 and prospects for 2003 envisage a further deterioration.

The primary cause for the deterioration in the external current account deficit in 2002 was the decline in
export prices. Two of Rwanda’s main exports, coffee and coltan, experienced a decline in price by

32 percent and 52 percent, respectively, relative to 2001, These precipitous declines, in conjunction with
Rwanda’s limited export base (coffee, tea and coltan, accounted for three quarters of total exports in
2002) led to a 28 percent decline in merchandise export proceeds (coltan exports were down by

66 percent and coffee exports by 25 percent).

The deterioration in Rwanda’s export prices is not a recent phenomenon. Coffee prices have experienced
a continuous decline since 1998 and their level in 2002 is about one-fifth of that of 1997. Similarly,
coltan prices have declined by nearly 75 percent since 2000. What is differcnt in 2002, however, is that
export volumcs have also fallen sharply, by 17 percent. The decline in export volumes in 2002 is largely
due to the fall in coltan mining, reflecting developments in the international market.

The impact of the sharp decline in merchandise exports on the external current account has been
mitigated by a modest drop in merchandise imports. The reduction in imports is related primarily to the
exceptional food harvest which exerted a downward pressure on food imports. Lower import prices also
contributed to the decline in the import bill.

Developments in the invisibles account also contributed to the deterioration in the external current
account in 2002, mainly because of higher transportation costs. It should be noted, however, that data on
services and income are highly tentative.

All in all, Rwanda’s terms of trade index registered a 12 percent decline in 2002, on top of a 22 percent
decline in 2001. During the last five years, Rwanda has experienced double digit deterioration in the
terms of trade in all but one year.

Rwanda’s improvement in the external current account deficit over the medium term, in line with
program objectives, will be contingent on a noticeable improvement in the terms of trade. Furthermore,
unless efforts to expand and diversify the export base yield solid results, Rwanda’s external current
account will continue to remain susceptible to fluctuations in the terms of trade.

10.  Rwanda’s official external debt increased to an estimated US$1,4 billion in 2002,
given the new borrowing of US$92 million, including US$51 million in budget support from
IDA (Table 6).° New borrowing was highly concessional, in line with the performance
criterion set under the program. Thus, the increase in the ratio of the net present value {NPV)
of debt to exports (assuming unconditional delivery of assistance at the decision point), to an
estimated 197 percent, remained in line with projections made at the decision point (Box 2).
The Paris Club agreed to retroactively extend the consolidation period that ended on

§ Debt statistics quoted in this report, including the NPV of debt-to-exports calculations, are preliminary,
pending the completion of an updated debt sustainability analysis ahead of the completion point.



Box 2. Debt Sustainability

At the time of the decision point, Rwanda’s debt Rwanda: Debt and Export Projections Compared to the
sustainability position was recognized as precarious. Decision Point (DP) Scenario, 2000-03

There was agreement that Rwanda would not be in a
position to reach the sustainability tbreshold of 250
150 percent at the completion point, as Rwanda’s percent USD million
pressing economic and social needs would need to Debt to exports i/
be accommodated. Reflecting this, attainment of the
sustainability threshold was envisaged in 2008. 200

250

I Debt to exports (DP) 1/ 1 200
Developments during the interim period have been
more or less in line with the projections made at the
decision point. Borrowing levels during 2000-02
averaged US$83 million a year, compared with 150 ¢
1US$91 million assumed at the decision point. At the
same time, the three-year average for experts of
goods and services at end-2002 stood at US$146
million, compared with US$144 million projected at 100 . . . 100
the decision point. As a result, the NPV of debt-to- 2000 2001 2002 2003
exports ratio at end-2002 is estimated at 197 percent,
unchanged from the decision point projection.’

In 2003, the Rwandan authorities intend to borrow
US$76 million,” US$18 million more than had been
programmed under the PRGF. While the PRGF had Sources: Rwandese authorities, Decision Point Document
assumed that the authorities would forgo borrowing (EB&/00/265); and Fund staff estimales

even on concessional terms in order to improve their
debt sustainability position, the authorities have now
decided to take advantage of the grant element of such funds by accepting all budgetary loans with a
concessionality element above 50 percent. The targeted increase in official reserves in 2003 reflects this
development.

This strategy entails risks, especially against the background of Rwanda’s export outlook. The collapse of the
coltan market in 2001, and the fall in the prices of coffee and tea (Rwanda’s two main exports) by nearly

50 percent and 17 percent, respectively, led to a sharp drop in exports in 2002. As the coltan market is not
expected to recover, export prospects and, thus, the debt sustainability outlook remains worrisome.

Exports 2/ J 150

Exports (DP) 2/

1/ Net present value of debt to exports, percent (lhs)
2/ Exports of geods and services, USD million,
backward-looking three-year moving average (rhs)

Current projections indicate that, without any additional assistance at the completion point, the NPV of debt-to-
exports ratio will rise to 222 percent in 2003, after delivery of debt relief at the completion point. Furthermore,
the achievement of the debt sustainability threshold is currently forecast to be further delayed, falling below the
150 percent threshold in 2016, considerably beyond the time envisaged at the decision point. This deterioration
reflects, for the most part, downward revisions in exports of goods and services. If exports of goods and
services remained as projected at the decision point, the NPV of debt-to-exports ratio would fall below the

150 percent threshold in 2007, one year earlier than envisaged at the decision point.

! Preliminary estimate. A full debt sustainability analysis is under way, which may reveal a higher figure owing
to lower discount rates. The denominator of the debt-to-exports ratio is a three-year backward looking average.

2 Including a US$5.6 million loan disbursement from the OPEC Fund to deliver HIPC Initiative relief.

April 30, 2002 to end-June 2003, and the authorities intend to request a further extension of
the consolidation period until the completion point is reached. The authorities also requested
a further extension of the deadline for reaching bilateral agreements under the previous




rescheduling agreement with the Paris Club to May 31, 2003. Regarding external arrears,
small amounts of arrears to external creditors were accumulated (para. 10, MEFP), breaching
the associated performance criterion.’ Furthermore, disputed amounts owed to the Arab Bank
for Economic Development in Africa (BADEA) were settled in January 2003. ® Efforts to
reach bilateral agreements on comparable terms with non-Paris Club creditors are ongoing
and an agreement with the Kuwait Fund for Arab Economic Development was recently
signed (MEFP, para. 11). ’

1. While the health of the financial sector remains a major concern, important
progress was achieved in addressing weaknesses in 2002. NBR audits of commercial
banks were strengthened, and an actiont plan was established for improving loan recovery
{(paras. 13-14, MEFP). A contract for a World Bank-sponsored financial sector study was
awarded in April 2003, and implementation of the restructuring plan for the Banque
Commerciale du Rwanda (BCR) began in August 2002.

12. Progress was also made in strengthening the administration of the public
finances. Following an external study on government accounts, legislation was enacted to
prohibit off-budget operations, and extrabudgetary activities were brought on budget
(MEFP, paras. 17-18). Reporting on extrabudgetary income and expenditures, including
hospital and school revenue, was improved and is slated for inclusion in the 2004 budget. '
Trangparency was enhanced through the timely publication of data on government financial
operations, and the development of a comprehensive reporting system for the local
governments is under way.,

ITII. THE PROGRAM FOR 2003
A. Implementation of the Poverty Reduction Strategy

13.  Rwanda’s PRSP targets the reduction of poverty through operations in
agricultural and rural development, human resources, and infrastructure development.
The 2003 program supports this strategy through financial policies that will maintain
macroeconomic stability and reduce domestic and external macroeconomic imbalances. The
government revenue base and the administration of government operations will be enhanced.
The strengthening of the financial sector, along with structural reforms, will support
improved efficiency in the formal sector and foster market development. On poverty

7 External arrears accumulated amounting to USS43,000 were cleared within seven weeks.

# Following discussions with the Legal Department, the staff has not reported these amounts as arrears for
program purposes.

? The rescheduling covers arrcars and the outstanding stock of debt.

1 As extrabudgetary income and expenditure are projected to be roughly equal on aggregate, no significant
impact on the budgetary balance is projected.
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monitoring, the initial analysis from a core welfare indicator questionnaire with an
HIV/AIDS module is expected by end-June 2003. In addition, a new round of expenditure-
tracking surveys is to be carried out shortly by the Poverty Observatoire, with assistance
from the World Bank.

B. Macroeconomic Outlook

14. Conditions for economic growth in 2003 appear broadly favorable. Progress
toward regional peace, a projected modest increase in export prices, continued strength in the
construction sector, and good climatic conditions are expected to substantially compensate
for the impact of higher oil prices during the first part of the year. Real GDP growth in the
monetized sectors of the economy, led by construction (8 percent) and transportation

(7 percent), is projected to reach 4.2 percent. Overall GDP growth is forecast to slow to

3.2 percent in 2003 as, relative to the exceptional harvest in 2002, output in subsistence
agriculture will moderate. Inflation is targeted to average 4.7 percent, declining to 3 percent
by year’s end. With effective policy implementation and the expected donor support,
Rwanda’s gross official reserve position should reach 7.4 months of import cover.

C. Fiscal Policy and Management of Public Finances

15.  The structural (base) fiscal deficit is programmed to fall in 2003, in line with the
medium-term objectives of the PRGF arrangement.“ Excluding demobilization payments
deferred to early 2003, extraordinary one-off operations, and additions to the strategic ol
reserves (para. 18), the 2003 program targets a reduction in the base domestic fiscal deficit to
2.6 percent of GDP from 2.9 percent in 2002. The base overall fiscal deficit (before grants) is
targeted at 9.6 percent of GDP. Projected external grant inflows are expected to more than
cover financing needs (see Box 3).

16. The projected increase in domestic revenue in 2003 (to 13.4 percent of GDP, from
12.2 percent in 2002) corresponds to a durable strengthening of the tax base. In
particular, the full-year impact of tax measures introduced during the second half of 2002,
including the 3 percentage point increase in the value-added tax (VAT) rate, and the new
measures implemented in January 2003, including the introduction of an excise tax on
vehicle sales (MEFP, para. 27), are expected to generate a 1.2 percentage point increase in
the domestic tax base.

' “Base™ fiscal operations includes exceptional expenditures other than the one time outlays for the
constitutional referendum, presidential and legislative elections, one time health operations, additions to the
strategic oil reserves, and demobilization payments deferred from 2002 to early 2003. The composition of
exceptional cxpenditure is detailed in Table 3 of Appendix I, Attachment II. While substantial operations falling
under exceptional spending arc scheduled for completion by 2005, part of them, including assistance to victims
of the genocide and orphans, are expected to continue beyond that point.
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Box 3. Programming Fiscal Objectives

External grant and loan inflows to central government are projected to rise from 14.1 percent of GDP in 2002 to
16.6 percent in 2003. Current firm commitments for external inflows for 2004-5 average only 11.0 percent of
GDP.

Although the 2003 fiscal program provides substantial additional resources for transitional activities and capital
outlays, these do not fully exhaust the spike in external inflows. As a result, the government’s domestic
indcbtedness will fall this vear and, as a countcrpart, the official reserves of the central bank will temporarily
rise above the target range (see also Box 2).

The program for 2003 adjusts for this ycar’s projected assistance spike in the context of long-term objectives:
(i) moving core operations toward financial sustainability over the medium term; (if) supporting the political
and social transition; and (iii) financing economic development.

e Government operations move toward medium-term fiscal sustainability by strengthening the domestic
revenue base and improving the focus and administration of core government operations. Under the PRGF,
current operations will shift from a deficit of 3.3 percent of GDP in 2003 to balance in 2005.

o Spending on the political and social transition in 2003 will include the constitutional referendum, national
elections, the resolution of cases against those charged with genocide participation, and the demobilization
and reintegration of armed forces. Funding for these activities is projected to decline from 2.4 percent of
GDP this year to 0.2 percent in 2005;

¢ The 2003 budget includes 1.6 percentage points of GDP for domestically financed investment, including
capital transfers to local government and additions to the strategic petroleum reserve, and 6.1 percentage
points of GDP in foreign-financed capital spending. With this, central government capital outlays would
increase by 22 percent in 2003. In addition, bilateral direct grants to local government are projected to
increase from 0.4 percent of GDP in 2002, to 1.1 percent in 2003.

17. The base central government expenditure program for 2003 provides for a
substantial increase in priority spending, while limiting spending in other areas. Outlays
in the priority areas set out in the PRSP will increase by 17 percent, including a substantial
rise in funding for local development projects. In addition, allocations are increased for the
World Bank-led demobilization and reintegration program {on top of the 0.3 percent of GDP
in delayed payments from 2002), funding for victims of the 1994 genocide, and the
administration of the Gacaca program for resolving the vast backlog of charges against those
accused of participating in the genocide. At the same time, recurrent defense spending s
budgeted to decline by 0.3 percent of GDP in 2003, and nonpriority recurrent expenditures
outside of defense are programmed to decline by 0.5 percentage point of GDP, unless better-
than-projected domestic revenue collections create additional room under the targeted budget
ceiling.

18.  Budgeted 2003 allocations, outside the structural base, provide funding for the
constitutional referendum, presidential and parliamentary elections, and one-off
operations in the health sector.'? However, given the substantial cost of these activitics

2 Operations in 2003 also include RF 2.5 billion in demobilization spending deferred from 2002.
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(0.9 percent of GDP for the elections and 0.3 percent for the health services) and the
importance of reducing macroeconomic imbalances, the authorities would have to scale
down election costs and restructure other budgetary operations in nonpriority areas in order
to realize offsetting savings, if earmarked external grant financing fully covering the
programmed referendum and election cost is not received.'® In addition, in order to address
energy security concerns, additions to the strategic oil reserves will increase capital spending
by 0.4 percent of GDP,"" The 2003 program also provides for a 0.8 percent of GDP net
reduction in domestic arrears, with treasury accounts payable lowered to not more than

0.2 percent of GDP by end-2003.

19. The government has established an action plan for 2003 for enhancing financial
accountability and further strengthening the administration of public finances (MEFP,
paras. 38-46). The steps planned for 200305 include the comprehensive incorporation of
extrabudgetary activities in the 2004 budget and the improved management of government
bank accounts. Transparency in the clearance of outstanding domestic obligations will be
enhanced through the publication of lists detailing obligations scheduled for settlement.
Public debt management will remain a focus for improvement, and work will continue on the
establishment of a comprehensive reporting system for district government finances. The
legal framework will be strengthened, inter alia, by actions to reform the system of tax
exonerations {by end-June 2003) and by the preparation of financial instructions guiding the
administration of public finances (by end-July 2003). The Auditor General’s Office will audit
nine ministries in 2003, including the Ministries of Defense and Finance, and will continue to
expand its work program, with a goal of auditing every ministry annually, starting in 2005.

D. Monetary Policy and Financial Sector Issues

20. Monetary policy has been set with the objective of limiting inflation at end-2003
to 3 percent. On this basis, and taking into account the projected growth of the monetized
sector of the economy, the monetary program targets broad money growth of 8.0 percent,
compared with the 12.4 percent recorded during 2002. Allowing for adequate growth in
banking system credit to the nongovernment sector (including a 9.3 percent increase to the
private sector), and taking the reduction in banking system claims on government into
account, the net foreign assets of the banking system will increase significantly. With these
targets, and given an expected increase in the money multiplier following the restructuring of

1 Depending on the size of any shortfall in earmarked grant inflows, the authorities plan to distribute offsetting
reductions between civil nonpriority spending on goods and services, and transfers. Spending on priority
arrears, as set out in the PRSP, would not be reduced.

4 The authoritics have requested technical assistance from the World Bank on the management of these
reserves (MEFP, para. 27).
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the BCR, the monetary base is programmed to grow by 7.1 percent during 2003."° The
authorities will maintain a managed float of the foreign exchange system.16

21. Efforts are ongoing to strengthen the financial sector (MEFP, paras. 48-51). The
privatization of the BCR, scheduled for completion by end-September 2003, along with NBR
supervisory action over smaller banks and donor support for the restructuring of development
and microfinance institutions, is expected to substantially improve financial intermediation.
Banking soundness will be improved as a result of a recent interbank information-sharing
agreement on borrower risk. Legislation to help combat money laundering and the financing
of terrorist activities, in preparation, is slated for implementation by end-2003. At the same
time, the NBR plans to reinforce its accounting, analysis, and implementation capacity.
Actions in this regard will strengthen central bank transparency and accountability (para. 28)
and enhance the basis for monetary policy formulation. The authorities have also requested
an assessment under the Financial Sector Assessment Program.

E. External Sector and Program Financing

22, The external current account deficit is expected to deteriorate by 1.5 percentage
points of GDP to about 18.7 percent in 2003. Largely as a result of the modest firming in the
world prices of coffee and tea, merchandise exports are expected to register modest growth.
Nevertheless, given the increased oil prices during the first half of 2003, imports will rise at
an even faster rate, giving rise to a further deterioration in the trade balance. The deficit also
reflects one time oil imports equivalent to 0.4 percent of GDP, to be added to national
strategic reserves (as noted in para. 18).

23.  Projected foreign aid inflows (primarily from the European Union (EU), IDA, and
the United Kingdom) will more than cover the external current account deficit."’
Disbursements of grants and loans in 2003 are expected to total about US$380 million

(22 percent of GDP), US$50 million above the level in 2002. Given the increase in external
financing, short-term implementation constraints for new programs, and uncertainties about
future external inflows, gross international reserves are programmed (o rise to the equivalent
of 7.4 months of imports.

15 The reserve money target reflects a spike in reserve money during the last week of 2002 that raised the annual
growth rate for base money in 2002 to 11.9 percent at end-December. The performance criteria for reserve
money, as monitored, are computed as a center-weighted three-week average (Appendix I, Attachment TI,
paragraph 14).

16 Central bank intervention in the foreign exchange market is limited to supplying a predetermined amount of
foreign exchange to weekly auctions and to smoothing market disturbances that are unrelated to underlying
market fundamentals.

7 As noted in Boxes 2 and 3, part of the increased borrowing on highly concessional terms will be offset (in
terms of external debt sustainability) by an increase in official reserves equivalent to 3.3 percent of GDP.
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24, Progress in opening up Rwanda’s trade regime and efforts to strengthen the
operation of the foreign exchange system are continuing. The authorities have committed
themselves to entering the Common Market for Eastern and Southern Africa (COMESA) free
trade area (FTA), beginning in January 2004. The FTA is expected to be transformed into a
customs union by end-2004, with the adoption of a common external tariff. Rwanda
continues to maintain a market-determined foreign exchange system with weekly central
bank foreign exchange auctions, and NBR interventions are limited to countering
disturbances unrelated to market fundamentals, During 2002, the spread between the
exchange rates in the official and informal markets averaged 2.4 percent and did not exceed
2.5 percent after February (Figure 4).'®

F. Other Structural Issues

25. Structural reforms targeted under the 2003 program include the previously
noted steps to strengthen public finances and address weaknesses in the financial sector,
along with actions to improve governance. The program agenda is focused on steps that
are critical for ensuring sustainable and strong progress in achieving poverty reduction and
growth (Box 4).

26. The completion point under the enhanced HIPC Initiative is within reach.
Progress toward meeting the floating completion point triggers has been substantial (see
Box 5), and the authorities are preparing for their first annual progress report of
implementation of the full PRSP. With this, the completion point could be reached in the
second half of 2003.

27. The statistical base in Rwanda remains weak, but will be improved with the help
of Fund technical assistance. To this end, a multisector statistics mission, missions for
balance of payments and monetary statistics, and visits from the East Africa Regional
Technical Assistance Center (East AFRITAC) staff are scheduled during this year to initiate
the necessary improvements.

28. The authorities have started to implement the recommendations of a recent
safeguards assessment mission (see Appendix VII). In particular, they are committed to
requesting annual external audits of the NBR’s financial statements, energizing the NBR’s
internal auditing capabilities, improving documentation outlining the process of compiling
program data, formulating formal investment guidelines for foreign assets, and improving the
NBR’s accounting.

8 Rwanda accepted Article VIII, Sections 2, 3 and 4, in December 1998 and does not maintain restrictions on
corresponding current account transactions. The spread reportedly reflects the higher cost structure in the
official market.
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Box 4. Structural Conditionality

Coverage of structural cenditionality in the current program

For the sccond PRGF review, the program includes two structural performance criteria and seven
structural benchmarks (MEFP, Table 2). The performance criterion on the reform of tax exonerations,
exemptions and waivers was included in order to safeguard tax revenues, create a more transparent
business environment, and address potential governance issucs. The performance criterion on the
preparation of financial instructions and the benchmark on the submission of an organic budget law were
incorporated in order to ensure sound expenditure management policies. The benchmark on the reporting
of 2002 development expenditures is key to cstablishing a more complete understanding of Rwanda’s
macroeconomic situation. The benchmark on the implementation of a district reporting mechanism will
add to enhanced transparency in the fiscal sector and aims to follow up on a missed benchmark from the
first review (sce below). Similarly, the benchmarks on reforming the government bank accounts and on
issuing a Jist of overdue obligations scheduled for clearance this year will add te fiscal transparency as
well as to a more efficient use of scarce public resources. The benchmark on the privatization of BCR
was added to improve the functioning of the troubled financial sector. Finally, the benchmark focusing
on NBR procedures in monetary reporting was added to address findings of a recent FIN safeguards
assessment mission which recommended procedural changes aiming to reduce the risk of misreporting
(sec also Appendix VII).

Status of structural conditionality under the 2002 program

The authorities met all three prior actions set for the July 2002 Board meeting, and fulfilled the structural
performance criterion and three out of seven structural benchmarks for the first review (MEFP, Table 2).
Among the missed benchmarks, the commissioning of a financial sector study was implemented with a
four-month delay (MEFP, para. 13). The implementation of a mechanism for the reporting of borrowing
by the autonomous districts (MEFP, para. 16} has been delayed due to capacity constraints, but it is now
scheduled to be completed as part of the setup of a complete district reporting system by September
2003 (newly proposed benchmark). Substantial progress was made regarding the increased coverage of
the budget (MEFP, para. 17), and work in this area continues with the goal of completing it in the
context of the 2004 budget. Finally, there have been administrative constraints that led to delays in
issuing the tender for a study to prepare an action plan for loan recovery. These consiraints have, in the
meantime, been resolved. In the interest of streamlining program conditionality, no new measures have
been proposed regarding the latter two missed benchmarks.

Structural measures covered by World Bank lending and conditionality
The World Bank’s lending programs are aimed at improvements in the following areas:

s  Public finances: MTEF, poverty monitoring, capacity building at Ministry of Finance and Auditor
General’s Office;

« Financial sector: Improved loan recovery, atbitration center, credit unions (UBPR), housing
finance (CHR), privatization of the Bank of Kigali,

e Governance and the business environment: creation of commercial courts, National Tender
Board, strengthening the investment promotion authority (RIPA);

+ Regulations and privatization, including the transfer to the private sector of Rwandatel,
Electrogaz, and coffec and tea state factories.

+ Human resources: adoption of sector-wide approaches, immunization, health education, improved
access to health services.
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Box 5. Progress Toward the Floating Completion Point Under the HIPC Initiative

Rwanda’s first full PRSP, drafted during 2001, was issued aftcr some delays in June 2002. As key elements of
the poverty reduction strategy were already in place by the end of 2001, the 2002 budget reflected the PRSP
objectives, including the re-orientation of the public expenditure toward activities identified as priorities. A
progress report of the PRSP is currently being prepared, which is expected to be ready by June 2003. The rise in
central government priority spending since HIPC interim retief started in 2001 has exceeded increase in relief
flows, demonstrating the poverty focus of the government’s operations.

Rwanda has made substantial progress on the reforms that act as triggers for the floating Completion Point.
Nearly all triggers have already been met, and advances on the outstanding triggers have been significant.
Although slower than envisaged (see MEFP, para. 47), reforms in the tea sector have been advancing. The
privatization of two tea factoties is now planned to be completed in August 2003,

All of the triggers in the education sector have been met. Net primary school enrollment increased according to
target, and substantially more than required teacher training colleges became operational. A framework for
comumunity participation in support of primary and secondary education was established, and a capacity-
building program for the management of education at the central and decentralized levels is being implemented.

In the health sector, progress has been substantial, More than 50 percent of district health centers have been
equipped and fully staffed. A national plan to reduce morbidity and mortality due to malaria has been adopted
and its implementation has started, and a new national policy for reproductive health was adopted in 2002. A
national HIV/AIDS policy was adopted in February 2003.

Finally, an action plan to eliminate gender disparities is being implemented.

G. Program Monitoring

29.  Program monitoring will remain on a continuous basis. The second review will
reflect performance with respect to quantitative benchmarks for March 2003 and quantitative
performance criteria through end-June 2003. In addition, it will assess performance with
respect to two structural performance criteria and seven structural benchmarks through end-
September 2003." The attached technical memorandum of understanding (Appendix 1,
Attachment IT) details the design of the program, adjustment mechanisms, and terminology.

IV. STAFF APPRAISAL

30. Given Rwanda’s continued extensive poverty, rapid progress in poverty
reduction and sustainable improvements in economic growth remain critical. In this
regard, 2002 provided some encouraging developments, with the rapid growth in subsistence
agriculture delivering substantial relief to Rwanda’s poor. However, this should not detract
from the importance of quickly addressing economic vulnerabilities. In particular, Rwanda’s
limited economic diversification makes it susceptible to exogenous shocks, most
commitments of external program assistance are short term, and less favorable climatic
conditions could reverse gains in agriculture.

19 Tables 1 and 2 in the attached MEFP set out the complete structure of conditionality, and Box 4 explains the
macroeconomic relevance of the structural measures included in the program.
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31.  Following the achievement of political and social transition objectives, Rwanda
will have an opportunity to shift additional resources to sustainable poverty reduction
and employment generation. By 2005, resources equivalent to over 3 percentage points of
GDP, which are being devoted to exceptional operations in 2003, will become available for
regular economic activities. In the interim, economic policies should aim at maintaining
macroeconomic stability and addressing domestic and external imbalances and economic
diversification, including the exploitation of the quality-coffee niche and the development of
markets for nontraditional agricultural exports, as provided for in the PRSP.

32.  The authorities’ implementation of the 2002 program was broadly
commendable. In spite of significant delays in the disbursement of external assistance, the
deterioration in world market conditions, delayed rains toward year’s end, and unanticipated
security operations, program objectives were largely achieved. The authorities’ broad
adherence to the fiscal program was crucial in this respect. Substantial revenue measures
yielded an important and durable increase in the domestic revenue base, and expenditure
discipline was maintained. Nonetheless, improvements in budget planning and coordination
between the fiscal and monetary authorities could increase efficiency in the implementation
of government operations.

33.  The fiscal program for 2003 seeks to balance the need to strengthen the
structural (base) fiscal position against expanding operations aimed at poverty
reduction. Reflecting this, the program targets a limited increase in the base deficit. Along
with this, significant additional funding has been provided for critical activities foreseen
under the PRSP.

34.  The authorities should be credited for having met all monetary performance
criteria for December 2002, The consistency of policy implementation during the course of
the year would help to avoid intraperiod variations that undermine market confidence and
give rise to potentially destabilizing volatility. The NBR’s action plan for strengthening its
capacity for policy analysis and implementation, with Fund technical assistance, should help
address this problem.

35. The PRSP action plan for strengthening Rwanda’s external sustainability should
be given a high priority. The decline in merchandise exports in 2002 and the limited range
of offsetting policy responses highlight continuing risks in this area. The target for the
official reserves for 2003 seeks to provide a cushion in light of a spike in external assistance
within a context characterized by a lower level of firm long-term donor commitments.

36. The authorities have made progress in implementing their structural reform
agenda, although the pace has been slower than envisaged in some areas. In particular,
public debt management and the quality of economic and financial statistics remain
problematic. In this regard, capacity constraints play a critical role, and continued capacity-
building and technical assistance from the Fund and the donor community are crucial.
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37.  Rwanda’s financial sector remains a source of concern. Continuing progress in the
restructuring of the BCR and strong supervision of the whole financial sector are needed in
order to facilitate improvements, Fund technical support in the area of banking supervision,
together with an upcoming World Bank financial sector study and an assessment under the
FSAP will help develop a strategy to move forward in this area.

38.  Given Rwanda’s broadly satisfactory program performance and the government’s
policy intentions for 2003, including its renewed efforts to clear the domestic arrears and
strengthen the management of external debt service, the staff recommends that the
requested waivers for the nonobservance of the performance criteria on the domestic
fiscal deficit, the net accumulation of domestic arrears, and the accumulation of
external arrears be granted, and the first review under the PRGF arrangement be
completed.
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Figure 4. Rwanda; Selected Exchange Rates
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Figure 5. Rwanda: Selected Economic and Financial Indicators, 1995-2003
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Table 1. Rwanda; Sclected Economic and Financial Indicators, 1995-2005

1995 1996 1997 1998 1989 2000 2001 2082 2003 2004 2005
Prog. Est. Prog. Rev Prod.
{Annual percent changes, unless otherwise indicuted)
Cutput and prices
Real GDP growth 152 12.7 13.8 89 7.6 6.0 67 7.3 94 6.1 32 .0 6.0
GDF deflator 513 10.9 15.6 22 -3.5 33 0.2 b9 0.0 35 4.9 .7 27
Corsumer prices (period average) 48.2 134 1.7 68 -2.4 a9 34 240 2.0 30 4.7 30 30
Consuwmer prices {end of period} N4 87 16.6 -6.0 2.1 58 -0.2 30 4.2 30 .0 340 an
External sector
Export, fo.b (in U.S. dollars) 56.8 129 50.0 =310 -3.3 4.7 4.2 -16.9 -28.1 121 6.6 166 1.7
Tmports, fo.b (in U.5. dollars) -472 5.9 300 -1.8 -2.7 3.6 0.8 0.5 -bB 32 8.5 2.8 37
Export valume 213 39.4 1314 -89 128 19.7 369 -138 -1740 6.5 1.2 4.1 3.0
Tmport volume -49.8 48 1813 a3 -4.8 -l40 2.0 -4 -0.2 29 34 38 3.9
Nominal effective exchange rate {end of period; depreciation -} -54.8 3.8 12.3 -119 57 -12.3 3.4 -148
Rea! effective exchange rate {end of period; depreciation -] -39.7 86 26.3 -18.2 51 -89 -5.3 . -12.0
Terms of rade {dewerioration -) 22.6 -159 40,7 -15.2 -16.1 17 217 -4.5 -11.9 51 04 73 2.7
Government finance
Revenue 2834 0.5 47.3 3.7 -36 7.9 255 159 16.9 14.0 8.5 10.7 98
Total expenditure and net lending 161.3 Il 15.1 7.1 77 4.2 00 15.5 212 956 (R -37 51
Current expenditure 89.7 327 14.6 17.6 14.2 kR 204 16.6 15.2 73 20.7 -8 41
Money and credit 1/
Net domestic assets 2/ 32 =74 351 -6.9 1.3 -6.8 -3l t3 -52 -170
Domestic credit 2/ 153 -2.6 421 9.0 13.2 (TR 0.6 aq -8 -155
Government 2/ -34.4 28 18.8 N1 83 5.5 -4.8 -7 -i2.4 2012
Feunummy 2/ 497 0.2 233 85 48 0.4 34 7.6 835 4.7
Money and quasi money (M2) 737 52 47.5 -4.8 6.8 14.5 58 6.9 [2.4 B0
Reserve moncy 43,1 213 7.0 -4.7 133 -f.6 6.0 6.1 1.9 it
Velocity (ratio of GDP to M2; end of period) 53 &1 55 6.4 6.2 59 38 59 57 5.7
(Tn percent of GDP, unless otherwise indicared)
National inceme agceunts
Natiopal savings (excluding official ransfers) -5.7 -4.9 3.7 -2.2 0.s 1.2 25 1.8 17 35 1.2 26 4.6
OF which: private {including public enterprises) -0 -0 =27 -0.8 39 4.7 54 49 58 58 48 v 45
Gross investment 13.4 14.4 138 14.8 17.2 17.5 18.4 8.8 188 193 19.9 200 207
Of which: private (inciuding public enterprises) 53 31 55 50 109 1A L1.8 12.0 12.0 122 122 124 12.6
Government finance
Total revenue 6.8 93 1.4 10.5 99 97 14 12.2 12.2 12.7 134 13.6 13.7
Tota! expenditure and net lending 20.5 25 19.6 189 19.6 187 21.0 221 732 22.1 24.7 219 2.7
Capital expenditure 8.1 9.3 8.2 6.8 63 £.0 6.5 7.0 6.8 73 7.2 1 8.t
LCurrem expenditure 12.4 137 115 12.1 i3.3 1.6 14.2 152 15.0 4.8 167 14.1 13.5
Primary fiscal balance 3¢ -311 L8 0.3 0.0 -2.2 -0L.6 -0l -0.2 -1.6 n7 08 1.4 1.3
Domestic fisual balance 4/ -4.5 -19 -3 -1.3 -3.8 -1.6 27 -3.3 4.2 2.8 -4.4 -1.1 -5
Overal! balance {payment order)
Alter grants -24 -5.8 -2.5 =30 -4.0 0.7 -3 -1 -2.4 -0.6 09 0.7 1.2
Before grams -1a7 -132 -9.2 -83 9.7 -8.9 -9.5 -5.9 -110 -9.4 1.3 -82 -8.0
Rase deficit (beforc grants) 5/ -13.7 -132 -9.2 -8.3 9.7 -8.9 -9.5 -89 -9.6 -9.4 9.6 -8.2 -8.0
Brrernal secwr
External current account balance
Tnoluding official transfers -3l -6.7 -9.5 -9.6 -1.6 -5.0 -39 -3 -73 -lL.5 113 -123 -113
Excluding official wansfers -19.1 -19.3 -17.3 -L70 -16.7 -18.3 -15.% -17.0 -17.2 -158.7 -187 -174 -16.1
External debt (end of period) & 822 £0.4 6l.6 583 65.1 718 785 7312 812 66.8 &6.1 821 6.1
Met present value of external deb
{in percent of exports of geods and services) 7/ 628.6 638.2 6%1.5 636.6 1484 1738 1793 1903 197.4 203.3 22332 242.1 2366
Schrduled debt-service ratia after HIPC debt relicf
{in pereent of exponts of goods and services) 59.0 40.9 27.1 29.9 384 29.7 93 15.4 13.8 9.1 9.1 10.0 3.8
Groas reserves (in mwonths of imports of goods and services) 31 27 4.0 4.5 4.7 5.4 58 59 6.3 6.2 T4 69 6.0
{Tn millions of U.5. dollars, wnless otherwise indicated)
Overnll bulance of payments 512 -0.9 1.7 -12.8 -17.2 -38 24.4 -120.1 19.3 -108.6 -96.0 -l4L8 -13046
External arrcars 6l.5 7Y 973 431 54.1 6l.2 233 73 27.9 0.0 0.4 0 &0
External financing gap 8/ .0 0.0 0.0 0.0 0.} 0 0.3 0. 0.0 0.0 0o i)} .0
External debt (end of period) 6/ 1,063.0 LLILY 1,1379 1,159.3 1,256.5 1,300.5 1.336.1 1,295.1 1,409.6 1.268.4 14714 L4930 14717
Gross official rescrves 49.7 106.6 1534 169.5 1742 1946 212.1 22314 2416 2366 299.1 282.5 2449
Memorandum iterng:
Naminal GDP {in billions of Rwanda francs) 1/ 339.1 424.1 5583 6213 6449 7057 7543 2252 875.0 9064 §91.4 971.8 1,087.1
Nominal cxchange rate (period averuge; per U 8. dollar) 2621 6.3 N4 3123 3339 182.7 4430 475.4

Sources: Rwaindese authorities; and I'und staff estimates and projections,

1/ All oumbers are based on current exchange rates.
2f As & percent of the beginning-ot-period stouk of broad mancy

3/ Revenue excluding grants, minus current expenditure except interest due and exceptional expenditure, minus domestically financed capital expenditure

4/ Revenue excluding grants, ininus current expenditure (excluding cxterial interest), minus domestically financed capital expenditure and net lending.
5/ Dveralt deficit bofors grants, excluding in 2002 the expenditure for troops withdrawal, and excluding in 2003: forcign-financed earmarked expenditures for the constitutinpal referendum, nationa) elections, and enec-time health
spending; RF 2.3 billion spending on the demobilization and reintegration praject deferred from 2002; and BF 3.9 billion domestic capital expenditre for the strategic petroleum reacrve.
& After rescheduling, including arrears, rescheduling and new debt (including assumed project disbursemnents uver the mediumn term and budgetary disbursements for the pericd 2003-04). The data under the "Prog." and the

*Egt. Rev.” columns wri not comparsble since the former arc on a "disbursed” basts (as of end-2001)

changes in exchange rates.

while the latter incorporate assumplions abet projected loan disbursements. Data are preliminary and do not reflect

24 Preliminary estimales based on assumplions about new borrewing, pending a full debt sustainability analysis. The

data do not fake inw account fuctuations in exchange rates and CIRKs. For illustrative purposes, the nambers

are shawn as 3 HIPC Initiative assistance had been delivered unconditionally as of 1999 (data available at the time of the decision point). The exports denominator is suloulated using a three-year backward-looking average.

&/ Finanving gap after taking into account identified financing expected during the course of the yzar.



Table 2. Rwanda; Operations of the Central Govemment, 200103

mm 2002 1/ 2003 2004 2005
Sep. Dec, Mar. June: Sep. Rev. Rev
Prog, Est Prog. Est Rev. Rev. Rev. Prop. 17 Rev. P'roj. Proj.
(In billions of Rwanda francs)
Revenve and grante 148.2 1208 124.1 1735 1720 52.5 101.2 159.3 194.9 285 2387 2422
Toetal revenue B6.2 T4.4 723 100.7 161.2 3.1 57.6 B84 148 1194 1322 145.2
Tan revenne THA 67.3 &6 913 946 253 514 Bz.8 1674 1124 1251 1361
Direct taxes 4.5 nz 27 27.6 305 7.8 153 4.0 312 320 36.0 397
Taxes on goods and services 410 M5 .0 494 474 128 2715 426 5.7 58.2 64.0 69.3
Taxes on international frade 14.9 1.2 109 15.9 16.7 49 10.6 16.2 18.5 223 250 20
Nentax revenue 87 7.1 48 73 6.6 2K 42 56 15 7.0 71 92
Grants 1.9 46,5 S1.8 27 R 244 43.6 o RO 109.1 865 6.3
Budgetsry grunts 334 22.4 217 46.6 393 15.5 25.9 444 e FER) 4.1 50.5
Cifwhich: HIPC Iniliative assistance 0.6 8€ 54 107 121 24 5l 5.0 13% 116 158 193
Capital grants 28.1 1.1 24.1 321 3.5 89 17.7 266 354 54 404 45,5
Toinl expenditure and nai lending 158.1 1343 1338 182.6 1917 532 1zo 1661 2002 2205 2124 2295
Curenl enpendilure 1074 %13 8.5 125.2 1237 a7z 755 1123 1343 149.3 1369 1426
Of which: prionity 40,1 355 6.0 503 504 125 303 42.6 56.1 562 64.0 43
Wages and salaries 389 30.9 4 41.7 405 10.5 21.0 ns 42.3 421 43.8 48.2
Civil 248 192 18.3 261 M1 70 139 08 280 278 30,2 M6
Defense 162 1.7 121 15.5 16.5 kK] 72 0.8 14.3 143 136 138
Purchases of goods and services 29.4 .0 288 323 352 B8R 21.1 6.5 a1 3.6 a7 414
Civil 204 17.0 21.1 .3 3 5B 15.1 19.4 253 4.9 277 nz
Defense a0 70 7 a0 78 30 60 72 %] % 94 9.7
Interest payments 62 50 5 T.6 R’3 23 43 6.5 76 95 9.8 9.8
Dotnestic debt (dus) 13 0.5 1.0 22 2.1 0.6 1.1 1.6 23 2.13 3 23
Eatemal debt (duc) 30 41 42 54 6.2 7 32 49 53 731 75 3.5
Transfers 15.1 15.1 139 211 204 58 1.s 168 224 223 231 P
Exceptional enpenditure 177 16.2 1.3 P 12 08 176 07 279 4.5 211 153
Gfwiich: demobilizationTeintegrationfrzeducation 34 4.0 1o 6.0 ES 4.1 77 0.6 1.2 137 52 L1
ime-off: referendumyelections/bealth 00 0.0 0.0 o0 4.0 Lo 32 56 0.0 23 [EEH 90
Capital expendilure 5000 421 41.5 6.4 56.4 155 53 521 £4.9 69.0 s 5.0
Of which: priomity PRI} 10 0.0 2.4 1.0 0.2 L2 2.4 4.0 4.0 535 7.0
Dumestic 35 50 44 59 89 18 20 I 10.2 142 122 43
Cfwhich: Commen Development Fund {CDF) [Xi] L0 Q.0 a8 IO 4.2 i2 24 4.0 440 53 X
Stratepic petroleum reserve 00 0.0 00 K3 0.0 0 ig 15 .0 ig a0 0.0
Foreign 46,5 21 37t 49.5 495 133 27.3 41.0 347 4.7 &3 76
Met lending 0.6 0.9 .8 1.0 113 6 1.2 1.7 10 23 1.0 K3
Troops withdrawal [EXn 00 21 0.0 10.5 G0 0.0 .0 [} 0o 0.0 £.4
Condingent expenditore 2/ - 0.0 D.7 21 30
Civil nonpriarity goods and services 0 s 14 10
Civil nonprionity rnsfers 0.0 0.2 " 1.0
Primary balance 3/ 0.8 .6 =50 -1.2 -12.9 12 .0 22 59 1 4.0 135
Domestic fiscal balance 4 -204 -18.7 -20. -169 348 2.7 -23.9 3R -25.3 2351 -10.4 -5.2
Overall deficit (payment onler)
After grants e -134 94 4.1 <197 0.7 -10.8 £.5 53 B0 6.4 12.6
Before granis -1 500 616 £1.9 305 -25.l -54.4 -nT -853 -161.1 -80.1 243
Base deficit (before grmis) 5 -711.9 -55.9 -59.5 £1.9 Fo6 -24.1 -44.8 637 -85.3 -85.4 -8.1 -24.3
Adjusirnents 6/ -24.6 6.0 1.6 -13.2 16 -2.9 4.4 34 70 -21.9 -7.0 0.0
Change in arrears 7/ -317 50 -1 -2 -b7 5.4 4.3 43 -10 -215 1.0 X
Domestic -15.0 £.06 4.2 7R 39 59 %9 49 -1.0 79 -1.0 0.0
Entemal -16.7 X 2% -10.4 22 6.0 D4 4 00 -14.6 00 X
Noncore govemment accounts B LAl 0.0 2.3 0.0 19.0 -103 &4 -1.4 0.0 -127 0.0 ol
Transitory accounts 9/ L1 0.0 0.0 0.0 -13.3 133 13.3 13.3 20 133 0.0 0.6
Other & 10/ 0.3 0.0 0.0 0o 23 [EXe) 0.0 X+ 00 0o 0.0 oX ]
Discrepancy 11/ 27 0.0 -1.4 0.0 1.8 [EX03 0.0 e &0 0.0 0.0 na
Deficit {-} (cash basis) =373 -195 -T4 173 -16.1 -36 -15.2 -10.1 -122 -39 BRI 12.6
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Table 2. Rwanda: Qperations of the Central Government, 2001-03 (concluded)

2001 2002 1/ 2003 2004 2005
Sep. Dec. Mar. hme Sep. 00 Dee Rev. Rev,
Prog, Esl. Prog Tst. Rev. Rev. Rev, Prog, 1/ Rev. Proy. Proj.
{In biilions of Rwands francs}
Fmancing 37.3 194 74 213 16.1 37 152 16.1 12.2 139 0.6 1246
Foreign finencing {net) 40.9 5.3 EX 182 4.5 54 9.4 120 124 43.3 18.0 39
Dirawings 7 288 130 6.6 45.7 39 145 19.5 273 395 92 99
Budgetary loss 6.3 158 00 19.2 273 31 49 51 81 20.3 17.8 0.0
Project loans 184 13.0 13.0 174 15.0 48 .6 144 1%z 19.2 1ni 9.0
Amortization &2 BT 27 -122 -14.0 36 13 -11.0 -1s -14.7 -158 -174
Exceptionz] financing 15.4 52 1.2 13.8 248 1.1 23 35 0.6 18.9 47 4.5
Trxomestic financing 3.6 -5.8 2.0 169 -18.3 -7 57 1.8 L6 -29.8 -17.4 4.6
Bariking system (monetary survey) A7 -7.8 22 21 -16.0 -7 57 -8 .7 -29.3 -17.4 B.6
Nombank sector {incfuding, CSR repayment) 12/ 21 2.0 0.2 1.7 24 0 0e 0.0 an EUR) 144} 0.0
Fmancing gap (+} 0.0 [ 00 o0 0.0 &0 20 0.0 an 0.6 o0 0.0
{tn percent of GDP, unless otherwise mdicated)
Memorandunt ifems:
Revenue and grants 19.6 4.6 15.1 21.0 0.8 59 14 17.8 215 56 25 priy
Revenue, excluling grants 114 9.0 iR 122 12.2 3l 65 9.9 127 13.4 146 137
Revenue, excluding grmnis {percent of mimetized seclor GIYE) 212 16.5 no 59 123 186 PN 255 257
Total expenditure and ned lending 21.0 6.3 16.2 221 3.2 &0 12.5 136 21 M7 19 nz
Current expendilure 14.2 1 IR 152 15.0 42 a5 12.6 14.8 16.7 14 135
Of which: wage bill 52 a7 37 51 49 12 24 35 4.7 4.7 4.5 4.6
goods and serviecs 39 29 35 39 4.3 1.0 24 0 38 38 a3 39
defense/security 33 23 24 29 29 0F 1.3 0 .5 246 24 2.2
prionty expendituce (recurrent) 53 43 4.4 6.1 61 14 34 45 62 6.3 6.6 6.8
eaceplional expenditure 23 20 1.4 27 23 Lt 20 34 31 47 2 15
Capilal expenditure B 51 50 6.3 6.8 1.7 4.0 58 7 17 77 8.1
Domesiic fiscsl balmee =27 2.3 2.5 33 1.2 -1.1 =27 A6 -2.8 4.4 -1.1 05
Prirary batance 2/ 0.1 A1 0.6 0.2 -iB o1 2.5 0z 0.7 08 14 1.3
(rverall deficit {payment order)
After grants -1.3 -6 -12 -1 2.4 .1 -1.2 08 .6 0.9 07 B2
Before grants 2.5 -73 =15 4.9 -11.0 -I.8 6.1 -8.7 24 -1L3 &2 B
Before prants (percent of monetized sector GDP) -17.6 -14.1 -207 -53 -it4 -16.4 <213 -15.5 -14.9
Base deficit (before granis) 5/ 95 -7.3 -1.2 a9 46 27 5.0 74 G4 94 52 8.0
Nominal GDF (in billions of Rwanda francs} 1543 B252 B25.0 B25.2 250 Bu3 4 034 2334 006 4 2934 9719 1,057.1
Of whick: monetized seclors 407.2 437.7 437.7 4753 4733 4753 4753 5179 642
Searces: Rwandese aulhorities; snd ¥und staff estimates and projections.
1/ Program niumbers refer io EBS/02/122 (/5102)
2/ Manned 1o be executed only in case of sufficient additienal révenue. In this representation, contingent expenditures ane not calculated into current or total expenditure or the deficit measures.
% Definition excludes enceptional expenditures; defined as tofal revenue (excluding privatization proceeds} mims neninterest current expenditure (excluding exceplional expenditure) minus dormestically finenced capital expenditure. In
2002, the defmition inchides fhe cost of froops withdrawal.
4 Revenue excluding grants, rirus cuerent expenditure, d ically fi d capital e diture and net lending; excluding external infersst tn 2002, including the cost af iroops withdrwal
5 Overall deficit before grants, excluding in 2002 the expenditure for froops withdrawal, and excluding in 2003 forcign- financed earmarked expenditures fur the conslilutions! referenduim, national elections, and onetime heelth
spending; RF 2.5 billion spending on the demebilizakion and reinlepration project deferred from 2002’ and KF 3.9 billion domestic capilul expenditre for the stralegic petrolenm reserve
& A negative sign indicates an adjustment consistent with higher actuni expenditure on 2 cash basis than on 2 recorded pay ment order basis.
7/ A negative sign indicates a reduction. Arears are shown here in a fiseal accoumtfing sense, which may deviate from the definition of the techniea! ruemerandura of understznding (TMU) used for benchmarks and performance eriteria,
& A negative sign indicates net expenditure out of the norcore goverhmant eccounts.
97 A megative sipm indivates a net deposit buildap.
10 Main elements in 2001: changes in vault cash at the Rwanda Revenue Authority (RRAJ; 2002 use of a RF 1.9 billion loan disb tn settle obligations to extemal 5, and misceliansons comections for 1ack of synchromization

of coverage below line.
11/ A negative number implies & discrepaney that is consistent with underestimation of fnancing.
12/ C8R = Crisse Socizle du Rwanda.
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Table 3. Rwanda: Monetary Survey, 2000-03 1/

2000 2001 2002 2003
Est. Est. Sep. Dec. Mar, Jumn, Sep. Dec.
Est. Est. Prog. Prog. Prog. Prog.

{In billions of Rwanda francs}
Monetary authorities

Net [oreign assets 374 513 45.0 72.6 74.0 69.3 72.5 105.1
Foreign assets 82.1 97.1 94.3 124.7 126.7 123.0 126.7 159.3
Foreign liabilities 447 458 49.3 52.1 52,8 537 54.2 54.2

Net domestic asscts 0.3 -111 52 -27.6 -28.1 -22.7 -27.1 -57.0
Domcstic credit 232 12.8 16.5 2.6 3.1 2.1 -1.9 284

Government (net) 20,1 16.0 19.5 -5.2 -1.% 48 (13 -27.1
Claims 43.5 43.5 42.9 431 431 43.1 431 C 431
Of which: overdrait 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Deposits (excluding autonomous bodies) 23.4 275 234 48.2 449 382 433 70.2
Public nongovernment deposits (-) -1 -1.3 -0.8 -0.9 -0.9 -0.9 -0.9 0.9
Nongoverment credit 4.2 -1.9 -2.1 15 0.3 -1.8 -0.8 -0.4
Private sector 1.4 1.9 2.1 22 2.0 1.8 1.7 1.5
Public cnterprises 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Commercial banks 26 -39 -4.3 1.2 2.4 -3.7 -2.5 -2.0
Discount window 1.8 1.5 13 1.2 1.0 1.2 1.2 1.2
Money market (- = absorption) 0.8 -5.4 -5.7 -0.1 -3.4 -4.% 3.7 3.2
Other items (net; asset +} 2229 -24.0 -21.8 -25.0 -25.0 -24.8 -25.2 -28.6

Reserve money 2/ 377 40.2 398 449 439 46.5 45.3 48.1
Currency in circulation 22,6 25.8 24.5 28.0 26.7 283 26.9 30.3
Commercial bank reserves 12.3 10.7 12.2 13.2 15.5 14.5 14.7 14.2
Nonbank deposits 28 37 3.0 3.7 7 3.7 3.7 3.7

Of which: autonomous public agencies 1.5 1.1 0.5 1.0 1.0 1.0 1.0 1.0

Commercial banks

Net foreign assets 205 29.7 284 31.2 34.5 338 36.6 34.9
Foreign assets 329 343 37.2 39.1 42.6 41,9 44.8 43.1
Foreign liabilities 35 4.6 8.9 B0 8.1 8.1 82 8.3

Reserves 12.3 10.7 122 132 15.5 14.5 4.7 14.2
NER deposits 103 7.9 7.6 10.5 12.4 11.5 11.5 11.3

Required reserves 7.3 8.4 10.0 9.7 9.1 9.2 9.2 9.4
Excess reserves 24 -0.5 -2.3 0.8 33 23 23 1.9
Cash in vault 2.0 2.8 4.6 2.7 30 3.0 32 2.8

Net credit from NBR (rediscount; liability -) -2.6 39 43 -1.2 2.4 37 2.5 2.0

Domestic credit 73.7 78.2 814 93.7 88.0 £9.9 88.1 94.0
Central government (net) 3.5 1.9 0.6 7.1 1.8 2.9 0.3 -0.2

Credit 73 8.0 13.0 14.7 12.4 109 9.4 8.0
Deposits 37 6.1 124 7.6 10.6 8.0 9.1 8.2
Public enterprises 0.7 0.8 20 3.4 3.1 2.3 23 23
Private sector 69.4 75.5 78.8 83.3 83.1 84.8 854 91.9
Other items (net; asset +) -19.5 -22.8 -20.9 -23.6 -22.4 -22.8 226 -223
Deposits 933 99.6 105.5 113.3 117.9 119.1 119.3 122.7
Private 79.7 84.4 90.7 97.9 102.6 103.7 104.0 107.3

Public (nongovernment} 13.6 15.2 14.7 15.4 154 15.4 i5.4 15.4
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Table 3. Rwanda: Monetary Survey, 2000-03 1/ (concluded)

2000 2001 2002 2003
Est. Est. Sep. Dec. Mar, Jun. Sep. Dec.
Est. Est. Prog. Prog. Prog. Prog.
(In billions of Rwanda francs)
Monetary survey
Net foreign assets 66.9 8L.0 73.4 103.7 108.5 103.0 109.1 140.0
Net domestic assets 51.8 48.1 59.7 41.3 39.9 48.1 40.9 16.7
Domestic credit 94.2 94.9 102.3 90.0 §7.3 95.7 38.6 67.5
Central government {net) 236 17.9 201 1.9 -0.1 7.7 0.1 -274
Public nongovernment deposits (- -1.1 -1.3 -0.8 -0.9 -0.9 -0.9 -0.9 -0.9
Public enterpriscs 0.8 1.0 2.1 3.5 3.2 2.4 24 2.4
Private sector 70.9 77.4 80.9 85.5 85.1 86.6 87.1 93.4
Qther items (net; asset +) -42.4 -46.8 -42.6 -48.6 -47.4 47,7 -47.8 -50.8
Broad money 3/ 118.6 129.1 133.1 145.1 148.4 151.1 150.0 156.6
Currency in circulation 226 25.8 245 280 26.7 28.3 269 303
Deposits 96.1 103.3 108.5 117.0 121.7 122.8 123.1 126.4
Of which: foreign currency deposits 267 279 30.6 294 0.7 32.8 351 33.1
{Annual changes in percent of beginning-of-period broad money)
Net foreign assets 21.2 1.9 -3.5 17.6 3L5 239 268 25.0
Nct domestic assets -6.8 -3 10.8 -5.2 -15.7 -11.1 -14.1 -17.0
Domestic credit 0.8 0.6 9.2 -3.8 -8.9 -4.8 -10.3 -15.5
Government (net) 9.5 -4.8 5.2 -124 -17.3 -10.2 -15.0 -20.2
Economy 10.4 54 4.0 8.5 8.4 5.4 4.8 4.7
Other items (net; asset +) 7.6 -3.7 1.7 -1.4 -6.7 -0.3 38 -1.3
Broad money 14.5 8.8 7.3 12.4 16.0 12.8 12.7 8.0
(Annual percent changes)
Net toreign assets 49.0 21.1 -5.6 28.1 56.6 45.0 48.7 349
Net doimestic assets -11.9 -7 291 -14.1 -32.5 -23.6 =315 -59.6
Domeslic credit 0.9 0.8 12.5 -5.2 -li.6 -6.3 -13.4 -24.9
Government (nct} -29.6 -242 47.0 -89.3 -100.6 -64.0 -99.6 -1,525.8
Economy 18.0 a1 6.4 14.3 14.0 8.9 7.7 7.8
Other items (net; asset +) 227 10.4 -4.6 39 19.6 214 12.1 4.5
(In percent, unless otherwise indicated)

Memorandum items:
Currency/broad money ratio 19.0 200 18.4 19.3 13.0 18.7 7.9 19.3
Reserve money annual growth -6.6 6.6 1.4 1.9 4.4 12.6 13.9 7.1
Reserves/deposils 40.4 40.3 377 397 38.9 39.1 38.0 392
Money multiplier 3.1 32 33 32 32 32 33 33
Velocity of broad money (end-of-period) 59 5.8 5.7 5.7
Velocity of broad money (period average) 6.5 6.0 6.5 5.9
Net open position of the NBR (in RF billions) 36.5 51.2 42.5 69.9 74.0 66.6 69.8 102.4
Net open posilion of commercial banks (in RF billions) 3.7 1.9 0.3 4.3 34 3.6 42 43
Nominal GDP (in RF hillion} 705.7 754.3 8250 893.4

Source: Naticnal Bank of Rwanda (NER).

1/ All data are expressed in nominal terms.

2/ The definition of reserve money as performance criteria or structural benchmark differs from the definition used for the monetary program by
excluding the deposits of a defunct savings bank, import deposits, and dormant accounts. The performance criteria benchmark definition uses a

centered three-week average, while the program number is based on the last day of the period.

3/ Data for September 2002 exclude RF 5.5 billion private sector deposits that were exchanged for government promissory notes. This transaction was

reversed in October 2002.
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Tablc 4. Rwanda: Balance of Payments, 19952005
{inmillicna of T1.S. dellars, unless atherwise indicated}

1565 1906 1987 1998 1599 2000 2001 2002 2003 2004 2005
Prog. Eal. Prog. Rev. Proj.
plog.
Eapang, fab. 34 62.0 3.0 64.1 62.0 9.8 915 TS 673 87.0 7.8 794 RS.5
Ef which: coffes 8.8 432 45.3 281 26.5 223 194 116 14.6 3.8 16.8 10.9 222
lea 38 93 6 228 17.5 243 127 3.6 220 248 48 2712 %3
Tipoina, feb. 1941 213 4 2557 2483 AR 2379 2565 7 pl 2516 2608 2704
Trade balanze -143.7 -1513 SiB45 -181.8 -186.7 -150.1 -144.4 -17%0 -166.4 AT -1818 -181.4 181.9
Services (net) -1z7 F127R -145.6 -158.1 -143.0 -id1d -1283 -120.8 -136.7 -1201 -140.0 -145,0 -142.5
Tacome 47 -14.1 179 6.6 -4 -15.4 -23.8 -24.6 -18.1 254 4.3 -17.6 -12.6
G wheeh: imersal on public deht 1/ -l4.6 -13.7 -13.3 -124 -10.2 -133 =12 -12.2 -13.8 -11.6 REX -14.6 -14.3
Cucremt wransiera (et} 2/ 20 200.1 177 167.0 1937 268 9.9 124.0 1042 in6d 1527 1210 1209
Privare 158 6.5 Xl 18.3 18.2 110 217 3.0 M5 14 260 27.5 243
Public 2 7.2 176 1467 148.7 1758 205.6 171 100.0 1703 [P 126.8 1.5 9.7
Of which: HIPC prants 0.0 144 0o 0.0 0.0 wo 235 105 PAN:] o0 4.7 0.% &0
Currenr accoud: balance (including ofTicial rawafers) 23846 931 1763 -190.2 -147.5 5.2 -160.3 -2004 -1274 -2164 S1n34 -13.0 219
Lumrenl accow: balance (exchiding official wansfers) 4.5 -266.7 -390 -138.% -323.0 2958 -2 A 23014 2017 2082 3202 -3.65 3109
Copnal account 935 L] 11548 5.1 T0.5 728 670 638 663 T4 B7.8 75.5 Bl
Lapital tranafers LXE] 900 11539 5.1 0.8 T8 634 RER 663 743 E18 755 851
Trebt Forgiveness 0.0 G 0.0 1] [12¢) LX) 3.6 o0 0.0 o0 00 n.e LX)
Of which: principat not yet due forgiven 0o o0 0.0 0.0 (LX) 0.0 16 oo K1} o0 a0 [ LX)
Financial account -19.0 213 44,6 L8 64.4 327 783 114 T5.0 RER] %7 &.0 3.5
Dirac: invesinent Xl b3 6 71 1.7 B 3B 4% 2.5 iD 7 3 26
Puplic seesor capinal 259 34.6 4.8 465 522 i RY) 554 1t 62.% LIRSy 147 -Bd -147
Lmg-term borrowing 3/ 507 S1E 4.0 £R.9 B9 47.3 TR 373 923 40.2 ALE nz 181
Principal not yet due Tescheduled 4/ on a0 [tEN) 0.¢ [ 00 4] Ly 0.0 DB 6.7 ] o0
Scheduled amorization 57 248 19.2 232 224 347 26.4 194 6.2 9.4 303 28.0 06 nsz
Pringipal pot yet due 4 ot X1} co 0.0 o L0 124 no [ Lo 6.7 oo (3
Other capital & 470 -12.6 1z 21 104 T %1 4.5 95 183 122 113 157
Capizal and linancial account balancs T4.5 1133 160.5 146.6 1353 105 .6 452 0.2 413 107.3 375 Al.5 8.6
Frrors and mmissions 15.4 -2l 7e 0.8 -5.0 <191 205 [:EH 53 [ (L] 20 Do
Overall balance 5.2 0.8 1.7 -22.8 -172 38 244 1201 193 -108.6 980 -141.5 -130.6
Financing 512 D% -11.7 E 172 18 <244 -273 -1%.2 -1 -15.2 133 00
Change in vel (reign assets of NHR (increase - 48,7 -172 1% 1t 98 2251 -5 29.7 116 =556 133 30.0
Net credit rom the Fund 135 -13 128 0.8 ECNY] 1.5 58 0.0 0.1 -1 233 76
Diabursementa/purchanes 135 oo 161 20.3 251 121 -0.7 o7 14 1.6 16 1.6
Kepaymente/repurshaiey 1] 13 -4 8BS -111 -10A 6.5 4.7 1.3 16 4.9 -12
Change in other grosd officisl resseves (increase -) 485 Ryl -16.1 47 168 -214 -10.8 -1né -7 -85 3% 16.6 376
Change in other fereign liabslnies {increase +) BER -850 B2 B0 -7.3 =53 0.0 e 0.0 0.0 0o 0.0
Change im arreard (decrease ) 7 A5 18.1 -58.2 227 7.1 -37.8 -12.3 4.6 00 278 1] 0.0
Atcurmlation 14.% 18.1 130 .53 7.1 2.8 0.8 56 o6 0.0 i} 0.0
Reducuon w4 .0 732 %2 (1] 40.8 frek] 10 oo 7.8 1] .
Txceptional financing & s oo 712 7 &4 JB.6 0 5% 00 B3 .0 0.r
Caneellntion [:L] oo 17.0 ) 10 134 0.0 6 [ D& 0o 0.6
Sock of ameas L] 0.0 16.6 oo [ 12.8 0.0 o 0.0 0. 0.0 on
Current debt service oo 0o 1.2 A 10 K3 0.0 0é o0 né .0 an
Reacheduling od 0.0 538 88 55 5.2 o0 53 &0 17 0.0 6.0
Sioek of eears (Ei] 0.0 511 9.0 LR 1.8 ] Lo [An] 19 0.0 an
Current debt service 09 00 28 RR 55 14 ®o a3 (] 48 0.0 (L]
Financing need %/ on 0.0 oo 0.0 o oo pLi] 1474 [/zH] L20.2 2 12332
Tdentified financing o0 0.0 0.0 0.0 o oo oo 147.4 [u} 203 7.2 12312
Cirgena expocted oo 0.0 [} 0.0 0.¢ oo oo f4.0 0 934 1106 25.1
Of whick HIPC granta expersed L 0.0 oo 2.0 0.0 Q.0 00 12.4 L] 2.1 1.5 %7
Loans expeste] Lo 0.0 o oo 0.0 0.0 0o 236 L} 170 3R 333
Excepticral financing (assumed) 104 a0 & e} 0.0 0.6 oo 0.0 208 .0 o8 n? &7
Finaneing gap 11/ a0 .0 op 0o 0 an oo oD 0.0 oD oh 0.0
Memerandum items:
Curvent accoust: defieis (in persent of GDF)
Excluding official wanafers BEA -19.3 B~ -1ro -16.7 -16.3 -15.9 -1740 7.2 157 -1%.7 174 -16.1
Including rficial wansfers -3 6.7 8.8 58 16 -5 -5 -11.3 7.3 -4 -113 -12.3 -3
Grass official reserves en7 106.6 1534 1693 174.2 190.6 2121 2236 436 2366 2991 2825 449
Gross offizial reservea (in mentha of impeas
of gooda and services) 33 27 4.6 4.6 54 58 5.9 &3 6.2 14 6.9 &0
Overall batance {in percent of GOF) 40 01 0.8 -1 02 14 6.8 11 =57 56 B 6.7
Total external dex 12/ 1.0663.0 1,1119 11373 1,159.3 1300.5 1,336.1 1,295 14058 1,2p3.4 14714 1,493.0 14an 7
Total external det (in percent of GDP} £l 80.4 616 583 1.8 TES T2 812 66,3 861 82.2 T6.1
heduled debt sevvice ratio afer HIPC deb: relief 13/ S9.0 40.9 271 299 36 25.7 9.3 154 3] 3.1 9.1 100 5.2

‘Sources: Rwandese authorities; and Fund staff estimates and projections.

1/ Including interest due e the TMF.

2/ The diFerence between the 2002 programmed snd actual value of curvent transfers, ag well as the apparent drop in currem cransfers in 2003 and be

dighurand hudgetary and HIPC granis, and humanitatian and wechnical assigiance. Undishrsed budgetary amd HIPC grand are included in the financing need.
1/ Includes project |oana and budgetary foans that have already been disbursed. A US§5.6 nullion disbursement by the OPEC Pund, if used a8 expected 10 meet ougtanding debi-service obligaticna, will lead 1o a reducton in the NPV of debt by US52.3 ifien
4/ Tn 2003, representing e restrucraring of loans by the OPEC Fund. The resmructuring of ome guzh foam is par aof the HIPC relief granted by the OPEC Fund, Tequlting in an NPV reducion of US$2.44 million.

5/ Eachuding IMF.

&/ Other capital includes loug-term private capital, commercial credit, the change in the net foreign assets of comnereial banks, and uprecarded imperts,
7/ The program nssumes clearance of all suisnding arears (inchidmg arrears to non-Paria Club creditors) in 2063,

8/ Signed r duling and Ifatinn. Tenzaive rescheduling and

is included or ihe financing need.

9/ Includes budgetary prants and lows the: have been sortmiitted and expected to be digaursed during fhe course afthe curtent year.

10¢ Teative rescheduling by non-Pacta Clhub ovediters. For the years 2004-05, it alan includes assumed debt relie! by Pars Club creditors on Cologne temng,

period Following the completion point, the data for debl service due” will be rovised Lo reflest the effect of the stogk-of-debt operation
11/ The financing gap refers to e difference bewween the overall balaoce and the idemtified financing (actual and expecsed).

12/ Adter duling, including arrears, it

columns are nol comparable since the former are on & "disbursed” basis (25 of end-2001) while the: [atter incorporate assurmptione about projected loan disbursements. Duta are preliminary and do not reflect changes in exchange rates.

13/ In peveent of expocts of goods and services.

yond is due to the inzlugion of budget gramia in the financing need. Current trasless mclude

in thee form of flow Tescheduling, delivered afer the end of the current congolidation

heduling and new dett (the latter includes ossumed project disbursaneals ovet the medium temm and budgetary disbursemeits forthe period 2003-04}. The data undes the "Prog.” and the "Hst RevProg.”
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Table 5. Rwanda: Fiscal Impact of the HIPC Initiative, 2001-05

2001 2002 2003 2004 2005

HIPC assistance given (In billions of Rwandan francs)

Interest due before HIPC Initiative debt relief 1/ 44 5.2 6.4 7.5 7.5
HIPC Initiative relief on interest (as a result of stock-of-debt operation only) 0.0 0.0 0.6 0.6 0.6
Interest due after HIPC Initiative debt relicf 4.4 5.2 5.8 6.8 6.8
Amortization due before HIPC Initiative debt relief 1/ 7.6 12.1 12.8 15.8 17.4
HIPC Initiative relief on amortization (as a result of stock-of-debt operation only) 0.0 0.0 L3 1.4 1.8
Amortization due after HIPC Initiative debt relief 7.6 12.1 11.5 14.4 156
HIPC Initiative relief provided as grants 10.6 12.1 11.6 15.8 19.8
HIPC Tnitiative relief provided as exceptional financing 2/ 0.0 0.0 0.0 0.0 0.0
Total HIPC Initiative debt relief 10.6 12.1 13.5 17.9 222

Memorandum items:

Other donor flows 103.6 165.4 141.3 99.3 87.0
Total net external flows (net external financing less debt service due) 162.3 100.2 1356 94.3 84.4
Priority expenditures (In percent of GDP)
Baseline pre-HIPC Initiative debt-relief expenditure projections 4.0 4.0 4.0 4.0 4.0
Past-HIPC Initiative debt-relief expenditure projections 53 6.1 6.3 6.6 7.0
Memorandum items:
Revenue 11.4 12.2 134 13.6 13.7
Domestic debt 7.0 42 i9 35 33
Overall fiscal balance {excluding grants)
Before HIPC Initiative debt relief 9.5 -11.0 -11.3 -8.2 -8.0
After HIPC debt relief -9.5 -11.0 -11.2 -8.2 -1.9

Sources: Rwandesc authorities; and Fund staff estimates and projections.

1/ Bxcluding IMF. After traditional debt relief by bilateral creditors.
2/ The topping up to Cologne terms was delayed for administrative reasons during 2001-02.
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Table 6. Rwanda: External Public Debt and Debt Service, 1995-2005

{In millions of U.5. doliars, unless otherwise indicated; end of period)

1965 1996 1997 1648 1999 2000 2001 20H)2 2003 2064 20H)3
Est. Proj. Proj. Praj.
Total external debt vutstanding 1/ 1,063.0 1,11L9 1,i37.9 1,159,3 1,256.5 1,300.5 1,316.1 1,408.6 1,471.4 1,493.0 14717
Multifateral 8545 £99.2 927.4 1,073 1,089.8 1,1326 1,185.2 1,256.2 1,316.2 1,344.4 1,329.3
Of which: 1DA 00,7 520.1 55715 642.7 691.1 724 T67.4 8339 871.8 854 3927
IMF 26.3 242 0.4 56.4 759 B5.8 &4.3 84.9 #6.0 #2.6 73.1
Bifateral L84.6 193.4 201.4 142.1 166.1 167.4 1504 1529 1546 148.0 1414
Paris Club 2/ 8.6 943 83.7 572 710 740 74.1 755 76.7 732 70.0
Non-Paris Club %6.0 99.0 107.7 84.9 93l 94.3 T6.3 774 7.8 4.8 7.9
Commercial 3/ 19.5 19.3 ol 0.0 0.5 0.6 0.5 0.6 0.6 0.6 0.6
Debr service afler bilateral rescheduling 4/ 33.3 4.1 kA 332 437 44.4 186 4315 385 49.1 352
Principal 4.8 20.4 256 2146 34.8 335 273 323 26.2 345 4140
Interest 14.6 137 13.5 1.6 89 110 113 116 12.7 14.6 14.3
HIPC Initiative assistance a0 0.0 0.0 0.0 0.0 0.4 239 256 259 326 416
Multilatesal 1] 0.0 o0 0.0 0.0 k4] 239 256 222 297 362
Biluleral 5/ a0 a.0 0.0 0.0 .a 0.4 0.0 {14} a7 kR 4.4
Conunercial 0.0 0.0 0.0 0.0 0.0 0.0 0.0 .0 0.4 0.0 9.9
Debt service after HIPC Initiative assistance 4/ 383 4.l 35.1 332 413 44.4 14.7 18.3 13.0 13.5 14.7
Principal M43 0.4 5.6 216 34.8 35 10.4 13.5 8.8 10.9 109
[nterest 14.6 137 13.5 11.6 89 110 43 4.8 4.3 4.6 38
Mermorandutn items:
Totat deht slock (in percent of GIDP) X2 0.4 61.6 58.3 65.1 TR TH.S 812 #o.1 H2.2 6.1
Debt service alfler bilateral rescheduling {in percent of}
BExports of goods and services 59.0 409 P 99 384 299 246 331 27.0 al.6 332
Government revenue &/ 44.6 26.5 203 15.7 229 2532 19.8 207 17.0 19.9 0.8
Government cutrent expenditure and net lending i4.8 11.0 10.8 8.8 115 131 10.8 109 9.2 12.4 13.1
Debt service atter HIPC Initiative (in percent of)
Taports of poods and services 2.0 0.0 0.0 e XH 0.0 0.0 9.3 13.8 .l 0.0 -5
CGavernmend Tevenue B/ 0.0 0o 0.0 [T 0.0 0.0 7.5 8.6 5.7 6.3 5.5
Government current expenditure and net lending, 0.0 0.0 0.0 00 0.0 0. 4.1 45 ER! 3y 35
Net present value (NPV) of debt
{in percent of expons of goods and services) 7/ 6286 658.2 691.5 636.6 148.1 1738 179.3 1974 2222 2421 236.6

Sources: Rwandese uythorities; and Fond stall estimates and projections.

1/ After rescheduling, including arrears, rescheduling and new debt (including assumed project disbursements over the medivm term and budgetary disbursements for the period 2003-04).
Dara are preliminary, pending a full debt susiainability analysis, and do not reflect changes in exchange rates.

2/ Inglugdes the Alncan Development Bank, the A frican Development Fund, and the Nigeria Trust Fund.

2/ All Panis Club debt is pre-cutoff-date debl.

3/ Refers to loans by commercial creditors, which were guaranteed by Paris Club creditors.

4/ [ncluding IMF.

57 [nlerim assistance by Paris Club creditors was delayed Tor sdminislealive reasans during 2001-02. During 2003-05, ihe figures include the effect of a stock-of-debt uperation at the
completion point on debt service.

6/ Gxcluding grants,

7/ On 4 post-HIPC Tnitative basig and based on assumptions about expecied new borrowing. For illustrative purposes, the numbers nre shown as 0 HIPC Imitialive assisiance had been
delivered uncenditionally ns of 1994. The expurts denominatur is calenlated using a three- year backward-fooking average. Kumbers from 2000 onward are preliminary, pending a full debt
sustainability analysis, and do not take into account changes in exchange tates and CIRRs.
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Table 7. Rwanda: External Financing Requirement and Sources, 1995-2005
(In millions of U.S. dollars, unless otherwise indicated)

1995 1996 1997 1998 1599 2000 2001 2002 2003 2004 2005
Resource balance -267.4 -Z79.0 -330.0 -330.6 -329.8 -291.5 -268.7 -303.1 -3218 -326.4 -327.4
Exports goods and nonfactor services 66.6 835 144.0 111.0 113.1 149.6 157.1 132.7 143.8 155.4 166.3
Imports goods and nonfaclor services 334.0 362.5 474.0 461.7 442.9 441.1 426.8 4358 465.6 481.9 4937
Noninterest current account
(excluding official wansfers) 1/ -232.3 -253.0 -309.5 -326.5 -312.8 -282.5 -257.9 -284.1 -305.6 -302.0 -296.6
Scheduled inlerest -l4.6 -13.7 -13.5 -12.4 -10.2 -13.3 -12.6 -13.6 -l14.6 -14.6 -14.3
Capital and financial account 2/ =533 -51.6 A1 34 -27.5 -33.7 -25.9 -12.0 -19.8 -15.2 -14.5
Scheduled amortization -24.8 -19.2 -23.2 -22.4 -34.7 -26.4 -19.4 -25.4 -28.0 -29.6 -31.8
Other capital -28.6 324 313 25.8 72 =73 6.5 17.4 83 14.4 172
Increase in net official reserves (excluding IMF -) -60.3 -15.9 -47.2 -10.0 -10.7 =237 -26.7 -23.7 -53.5 16.6 37.6
IMF repurchases/repayments -3 -4 24 -B.5 -11.1 -10.6 -0.7 -1.6 -4.9 -92
Changes in arrears {decrease = =) 4.5 i8.1 17.5 -58.2 =27 7.1 -37.8 4.6 279
Extemal financing requirements -365.0 3174 -347.0 -406.0 3723 -357.3 -371.5 -335.5 -425.0 =320.0 =297.0
Dishursements; existing 365.0 317.4 347.0 328.8 J62.0 3509 324.1 3297 2373 150.2 194.8
Grauts (project and nonproject) o0t 263.0 262.6 2438 240.4 278.4 233.5 236.6 194.6 169.0 170.%
Project (public investment program; 93.5 G0.0 115.9 85.1 gta] 728 63.4 66,3 678 5.5 851
Nooproject 3/ 207.2 173.6 146.7 148.7 175.5 205.6 170.1 170.3 126.8 935 91.7
Loans (project and nonproject) 50.7 538 64.0 68.9 86.9 47.3 784 92.3 42.8 21.2 18.1
DA 356 43.8 572 511 61.6 37.8 52.5 77.1 24.9 14.1 12.0
Project 5.3 204 379 211 236 217 217 26.5 24.5 14.1 12.0
Nonproject 4/ 30.3 17.4 19.3 30.0 38.0 16.1 30.8 50.6 0.4
Other multilateral banks 151 10.0 6.8 17.8 253 9.5 25.9 15.3 17.9 7.1 6.0
Project 10.6 11.8 9.5 19.9 11.3 12.2 71 6.0
Nonproject [5.1 10.0 6.8 72 13.5 6.0 4.0 37
Purchases from IMF i35 20.5 16.1 293 25.1 12.1 0.7
Exceptional financing {signed) 712 9.7 6.4 386 59 83
Principal not yet due rescheduled 5/ B.R 6.7
Disbursements; expected 145.0 121.1 24.0
Grants L10.6 86.1 2.4
Project {public investnent program) 6/
Nonproject 110.6 86.1 924
Loans 328 333
1DA 26.8 333
Project {public investment program) 6/
Nonproject 26.8 33.3
Other multilateral banks (excluding TMT) 6.0
Project
Nonprojuct 6.0
Disbursements from IMF 7/ 1.6 1.6 L&
Exceptional financing (assumed) 277 8.7 82
Available financing 365.0 3174 347.0 406.0 3723 357.3 3715 3355 4250 320.0 297.0

Residual financing gap 8/

Sources: Rwandese authorities; and Fund staff estimates and projections.

I/ Excludes budgetary and ITTPC Initiative prants already disbursed, and humanitarian and technical assistance.

2/ Excludes project grants and loans and budgetary loans that have already been disbursed,

3/ Includes disbursed budgetary grants (including HIPC Initiative pranis), as well as grants in the foom of humanitarian and technical assistance. Budgetary grants (including HIPC Initiative

arants) not yet disbursed are listed under the category of expected financial support.

4/ Budgetary loans not yet disbursed are listed under the category of expected financial support.
5/ In 2003, it reflects the debt rescheduling agreement with the OPEC Pund.
&/ All project grants and loans are not programmed financing and hence they are recorded under the category of existing commitments.

7/ Includes expecled IMF disbursements under the current PRGF arrangement.

8/ A negative sign implies a financing gap.
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Tahle 8. Rwanda: Indicators of Capacity to Repay the Fund, 19982008 1/

{In millions of SDRs, unless otherwise indicated)

1998 1994 2000 2001 2002 2003 2004 2005 2006 2007 2008
Exst. Projections
-Fund credit cutstanding {end of period) 1/
In millicns of DM 40,1 553 65.9 67.1 62,5 62.4 60.0 54.5 44.0 316 19.1
In millions of U.5. dollars 36.4 75.9 85.8 84.3 84,9 #6.U 82.6 75.1 60.7 436 26.4
In percent of quota 67.4 &49.0 812 838 78.0 778 745 68.0 54.9 3835 239
Fund oblipations 29 7.3 9.5 9.1 57 1.6 4,0 7.1 10.8 12.6 126
Fund tolal charges and interests Ll i1 1.1 oR 0.5 0.4 0.4 0.4 0.4 02 2.1
Existing drawings L1 1.0 11 0% 0.8 0.4 0.4 0.4 03 02 0.1
Prospective drawings 0.0 0.1 0. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Fund total repayments/repurchases LR 6.2 8.4 83 52 12 36 6.7 10,5 124 1235
Existing drawings 1.8 6.2 8.4 8.3 52 1.2 EXi] 6.7 10.5 12.4 124
Prospective drawings 0.0 0.0 0.0 0.0 0.0 0.0 0.0 .0 00 0.0 0.1
Fund ¢redit outstanding (in percent of
exporis of goods and services) 508 67.1 574 53.7 64.0 59.8 531 45.1 34.1 23.0 10.9
total external debt 2/ 4.9 6.0 6.6 6.3 6.0 58 55 5.l 4.3 32 2.0
gross official reserves 333 33.6 45.0 3u8 349 27.8 285 28.8 22.0 15.1 9.2
Fund obligalions {in percent of
exports of goods and services) 37 3.8 83 7.3 58 .6 3.5 39 8.4 32 7.2
external debt service 2/ 10.9 19.5 28.9 235 i5.5 5.0 11.2 17.6 258 273 27.3
gross inketnational reserves Z4d 5.7 6.5 54 32 0.7 1.9 37 5.4 6.0 6.1
Memorandum items:
Exports of goods and services (in millions of U.8. dollars) 110 113.1 149.6 157.1 132.7 143.3 1554 166.3 L77.8 185.4 241.8
Gross official reserves (in moenths of imporls
of goods and services} 4.6 4.7 5.4 5.8 6.3 7.7 7.0 6.3 6.3 6.3 6.3

Sources: Rwandese authorities; and Fund staff estimates and projections.

1/ Including projected dishursements under the current Poverty Reduction and Growth Facility (PRGF) arrangement. All numibers are before HIPC Initiative assistance.

2/ After rescheduling.



-31- APPENDIX I

May 29, 2003

Mr. Horst Kéhler

Managing Director
International Monetary Fund
Washington, D.C. 20431
U.S.A.

Dear Mr. K&hler,

1. Faced with extraordinary challenges, Rwanda has taken significant, if initial, stndes
toward erecting the foundations for a future in which poverty will be eliminated. It is a
future in which the concerted efforts of an educated and healthy citizenry will substantially
and progressively improve national welfare and contribute to the peace and well being of
our region.

2. We are now engaged in an historic social and economic transformation. A national
referendum on the new constitution was held on May 26, 2003; it was overwhelmingly
endorsed by the population and is set to consolidate Rwanda as a fully fledged plural democ-
racy, with a guarantee of equal rights for all, a commitment to justice and social harmony,
and a dedication to removing the vestiges of sectarianism that gave rise to the 1994 genocide.

3. In concert with the new constitution, multi-party elections will be held for the
legislature and presidency during 2003. In striving to move forward with the process of
reconciliation the hearing of cases against those accused of complicity in the 1994 will be
expedited through the wide-scale implementation of the Gacaca traditional judicial process.
In moving forward on this, about 40,000 of the accused were released during January 2003.

4, The unilateral withdrawal of our armed forces from the Democratic Republic of
Congo in October 2002 demonstrated our commitment to peace in the Great Lakes Region.
In the months ahead we will continue with a program of demobilization and reintegration,
supported by the international community. This will free resources for poverty reduction,
reduce economic uncertainty and improve prospects for economic development. Rwanda
fully recognizes the critical role of a sound macroeconomy in achieving its economic and
social objectives, The PRSP issued in June 2002 and the PRGF approved by the International
Monetary Fund’s Executive Board in August 2002, set out clear economic and financial
objectives as well as the Government’s policies for their achievement. In the period since, we
have worked conscientiously and steadily toward the implementation of these policies.

5. The attached memorandum of economic and financial policies (MEFP) reviews the
implementation of the 2002 program and sets out the objectives and policies that the
government intends to pursue in 2003.
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6. In light of the progress achieved in the implementation of the program for 2002, and
given the supporting details provided in the MEFP, the Government of Rwanda requests a
waiver for the missed observance of the performance criteria for end-December 2002 on the
domestic fiscal balance, the net accumulation of domestic arrears, and the accumulation of
external arrears. The Government also requests a second disbursement under its PRGF
arrangement with the Fund in an amount equivalent to SDR 571 thousand, following
completion of the first review and the approval of the second annual arrangement by the
Fund’s Executive Board.

7. The Government of Rwanda will continue to provide the IMF with such information
as the Fund requires to assess Rwanda’s progress in implementing the policies described in
this letter and the accompanying MEFP. In addition, the Government will continue to consult
with the Fund on its economic and financial policies, in accord with the Fund’s policies and
practices on such consultations.

Yours sincerely,

/s/ /s/
Frangois Kanimba Donald Kaberuka
Governor Minister of Finance and
National Bank of Rwanda Economic Planning

Attachments: Memorandum of Economic and Financial Policies
Technical Memorandum of Understanding
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Memorandum of Econemic and Financial Policies
of the Government of Rwanda for 2003

I. PERFORMANCE UNDER THE 2002 PROGRAM

1. Performance, during 2002, under the first annual PRGF arrangement was broadly
satisfactory. Real GDP growth in 2002 is estimated to have expanded by 9.4 percent,
reflecting an exceptional harvest in subsistence crops and a boom in construction that more
than offset a decline in the growth rate for agricultural exports and manufacturing.! As a
result of rising prices for locally produced goods, the effects of rising world market prices for
petroleum products and, beginning at midyear, the pass through of the accelerated
depreciation of the Rwanda franc (see paragraph 8), the consumer price index at end-2002
was 6.2 percent, 3 percentage points above target. With this, year-average inflation amounted
to 2.0 percent.

2. Substantial progress was achieved toward the fiscal objectives under the 2002
program. Domestic revenue increased by 0.8 percentage points (to 12.2 percent of GDP),
following the increase of the VAT rate from 15 percent to 18 percent and realignment of
import tariff bands in July 2002, and the full implementation of tax stamps for cigarettes
during the third quarter of 2002. Revenue performance was also aided by improved
collections on profit taxes, including tax arrears. With regular domestic expenditures held
within programmed limits, the deficit on the domestic fiscal balance was held to RF 34.8
billion (4.2 percent of GDP), which would have met the adjusted performance criterion for
the domestic fiscal balance (see Table 2) in the absence of unanticipated outlays for the
withdrawal of troops from the Democratic Republic of the Congo (“DRC”, paragraph 3). The
performance criterion for recurrent priority spending was met and recurrent defense spending
(excluding the withdrawal) was held to 2.9 percent of GDP, down from 3.3 percent in 2001,
While the settlement of pre-2002 domestic arrears substantially exceeded the programmed
value for end-December 2002, the performance criterion on the net reduction of domestic
arrears was missed by 0.5 percent of GDP as the stock of bills payable for 2002 increased
substantially, in part, reflecting delays in the disbursement of external assistance.

3. During September—October 2002, the 38 battalions (about 23,000 soldiers) of the
Rwandese armed forces stationed in the Democratic Republic of the Congo (DRC) were
repositioned within the national borders, fully meeting Rwanda’s obligations under an
agreement reached with the DRC government in July 2002. The cost of the withdrawal and
directly related establishment of new defense facilities entailed an unanticipated expenditure
of RF 10.9 billion, largely for air evacuation, fuel, power generating equipment and camp
infrastructure. Despite the extremely tight calendar for the completion of this exercise, the
goods and services used were procured through the Military Tender Board and fully
documented, with outlays fully accounted in the government’s financial information system.

! Real growth in the nonsubsistence (monetary) sectors of the economy is estimated to have been about
6.6 percent.
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4. Despite continuing efforts to strengthen the administration of the foreign-financed
development budget (CEPEX), data on the implementation of foreign-financed development
expenditures for 2002 have not yet been compiled. Based on implementation of the
development program in line with the budget, the total deficit amounted to 11 percent of
GDP before grants, or 2.4 percent of GDP including grants.

5. In December 2002, the National Assembly approved the 2003 budget in conformance
with the structural performance criterion set for end-December 2002. In particular, the 2003
budget introduced an excise tax on cars, reformed the law on professional remuneration tax
{TPR), making salary and other allowances in cash and kind fully taxable under the TPR, and
returned the excise tax rate for beer to 57 percent.

0. The implementation of monetary policy during 2002 was complicated by a larger-
than-programmed expansion of credit to government during some parts of the year and the
continued weak state of the commercial banking sector (paragraphs 13 and 14).2 As the
annual growth rate of broad money rose from 5.7 percent in June 2002 to a peak of

15.7 percent in October (the September reserve money benchmark was missed by

13 percent), the NBR acted to tighten liquidity conditions through open market operations.
As a result, the interest rates on treasury bills and the central bank intervention rate rose from
9.7 percent in mid-September to 10 ¥ percent at end-November 2002 and remained at that
level for the rest of 2002. As action was taken to reduce bank reserves, commercial bank
holdings of government securities increased substantially during this period, and the
performance criterion for reserve money at end-December 2002 was met.

7. Despite the reining in of reserve money, monetary conditions remained overly liquid
at end-2002. The net foreign assets of the National Bank of Rwanda (NBR) rose to

RF 72.6 billion (US$142 million) at end-December, exceeding the adjusted program floor by
RF 1.7 billion (2.7 percent).” Net credit to government from the banking system, totaling

RF 0.9 billion at end-December 2002, met the performance criterion under the program
despite the unexpected outlays for troop withdrawals. Nonetheless, credit to the economy
grew by 14.3 percent—more than a full percentage point above the targeted level. As a result,
broad money grew by 12.4 percent (on an annual basis) during 2002—3.5 percentage points
above target, evaluated at current exchange rates.

8. The stronger-than-targeted expansion in monetary aggregates, along with weak export
performance (see below) contributed to growing pressure in the foreign exchange market
during the second half of 2002, The Rwanda franc/US$ exchange rate, which had depreciated

? Net credit to government remained, however, below the program ceiling at end-year.

* The performance criterion for end-December 2002, of RF 59.0 billion, at the program exchange rate of 457.9,
was adjusted upward by RF 4.2 billion, as a result of larger-than-projected external budgetary support inflows.
The NFA of the NBR evaluated at the program exchange rate was RF 64.9 billion.
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by 2.6 percent during the first half of 2002, weakened by 8.8 percent between mid-July and
end-December 2002, notwithstanding an increase in the amount of foreign exchange offered
by the central bank in its weekly auctions.

9. In the external sector, merchandise exports declined significantly, largely as a result
of a drop in international prices. Despite a small decline in imports, the external current
account deficit deteriorated by 1.3 percent of GDP to 17.2 percent.”. This deficit was
financed by grants and loans, as well as bilateral rescheduling. The net foreign assets of the
NBR at end-December 2002 totaled US$142 million—an increase of about US$30 million
from end-2001.

10.  During the course of 2002, Rwanda accumulated small amounts of external arrears

to the African Development Fund, in violation of the continuous performance criterion on
the nonaccumulation of (nonrescheduable) external arrears. In order to address avoid a
repetition of these developments, which resulted from an administrative error, an action plan
has been developed for strengthening the management of external debt service. In this regard,
external debt payment procedures will be reviewed in order to streamline and enhance
monitoring along the different stages of debt payment, including the authorization and
execution of payments.

11. Rwanda’s external debt amounted to US$ 1.4 billion (81 percent of GDP) at end-
2002. Given the heavy debt service burden associated with this stock, Rwanda continues to
depend on interim debt relief from its creditors. In this regard, Paris Club creditors, in
October 2002, decided to extend the consolidation period from May 1, 2002 to June 30, 2003
on the basis of Cologne terms. In addition, discussions arc underway with Paris Club
creditors for the signing of bilateral agreements under the previous rescheduling. The Paris
Club has been requested to extend the deadline for reaching bilateral agreements under that
rescheduling to May 31, 2003. Rwanda is also making efforts to reach rescheduling
agreements with its non-Paris Club creditors. An agreement with the Kuwait Fund was
signed on February 5, 2003, rescheduling the stock of debt including arrears.

12.  There has been progress in carrying out the agenda of structural measures adopted
under the program. In the area of privatization, a five-year management contract for the
electricity and gas parastatal, Electrogaz, was agreed in March 2003. Financial advisers have
been engaged to prepare for the sale of the public telecommunications company, Rwandatel,
with its offer for sale slated for December 2003. With respect to the tea-processor, Sorwathe,
the government offered for sale 13.4 percent of its share to a private investor and a further
10 percent to a farmer’s association. Two state-owned tea estates will be offered for sale by
end-August 2003 following the adoption of enabling legislation by the National Assembly,
and the privatization of three rice processors, and mining, printing, hotel, and livestock
enterprises are targeted by end-2003.

% Reflecting an upward revision in the data for 2001, the level of the deficit was roughly in line with program
projections
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13.  Substantial steps have been taken toward addressing problems in Rwanda’s financial
sector. With respect to the Banque Commerciale du Rwanda (BCR), following the approval
of a restructuring plan by the bank’s board of directors in August 2002 (a structural
benchmark for end-September 2002), actions were taken to substantially reduce operating
costs, enabling the bank to realize small operating surpluses in the ensuing months. BCR’s
external reference shareholder has been formally asked to participate in BCR’s
recapitalization,” and an action plan has been decided that will lead to the offer for sale of the
bank by end-June 2003.

14.  NBR bank supervisors conducted full audits of three banks during the second half of
2002 (a structural benchmark for end-December 2002). The NBR placed restrictions on the
operations of two commercial banks based on audit findings and increased ongoing
supf:rvision.6 In addition, the scope of NBR’s bank supervision was extended to microfinance
operations following the establishment of a Micro-Finance Supervision Unit in December,
2002. Accelerated loan recovery procedures (voie parée) were reinstated and associated
administrative constraints were resolved. As a result, loan recovery performance and
discipline in the financing sector improved substantially during 2002. The stock of
nonperforming loans decreased by 5.9 percentage points between end-2001 and end-2002,
and the rate of provisioning increased from 34.4 percent to 60.4 percent over that same
period.” In addition, in November 2002, the Banker’s Association agreed on an information
sharing arrangement under which a consolidated list of defaulting borrowets is circulated to
Rwanda’s commercial banks. A tender for a financial sector study aimed at improving the
performance of the financial sector and at developing capital markets, and addressing the
management of nonperforming loans, a structural benchmark for end-July 2002, was issued
in November 2002, as a result of administrative delays, partly related to the World Bank
tender procedures. On the basis of the tender an expert to implement the study was selected
in April, 2003.

15. New organigrams for civil servants in central government line ministries have been
established and are in the process of implementation. As a result two ministries have been
combined and the functions of others have been realigned. About 500 staff have been
redeployed, including from central government to newly decentralized units of government.
Following approval by Cabinet, a prime ministerial decree supporting a new legal framework
for the operations of the National Tender Board was issued on October 30, 2002. Following
the gazetting of the Prime Minister’s decree establishing the National Tender Board (NTB)
on April 1, 2003, the NTB was formally established. The Arbitration Center has been

* The Belgian regulatory authorities have been asked to assist in this effort.

¢ The combined deposit balances of these two banks accounted for 21.9 percent of the total for the commercial
banking system at end-December 2002,

7 Gross nonperforming loans constituted 39.4 percent of gross loans outstanding at end-2002.
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strengthened with the assistance of the Ministry of Justice and donors, and additional judges
have received further training in order to adequately staff the center. The restructuring of the
Social Retirement Fund (CSR) has, however, is still in progress.

16.  The reporting system of financial operations of the districts is in the process of being
implemented. In order to assure the soundness of their finances, the Ministry of Finance and
Economic Planning is requiring newly autonomous local administrations to request prior
authorization for borrowing. The government has requested technical assistance from the
IMF to support capacity building for the decentralization process. Efforts to strengthen the
administration of public finances have been significant. An inventory of the physical assets
of all central government line ministries, conducted by the Public Accounts Department is
under way and should be completed by end-September and work is progressing on a chart of
accounts for all units of government.

7. Substantial steps were taken in improving the monitoring and control of extra-
budgetary and off-budget activities identified in the recent independent study of government
bank accounts. Some key items, such as receipts of the National Tender Board and the
Privatization secretariat, were included into the 2003 fiscal reporting framework. The
Cabinet requested the submission of full budgets for compilation and inclusion into the 2003
budget from public institutions receiving extra-budgetary receipts in areas such as education
and health. However, as initial submissions from these institutions were incomplete, it was
decided to postpone the inclusion into the budget until the next budget phase. In addition, a
general clause was adopted within the 2003 finance law prohibiting the public administration
from incurring any extra-budgetary expenditures.

18.  Inthe areas of financial controls, transparency and accountability, considerable
headway has been made. In this regard, following the recommendations of a study on
government bank accounts completed during 2002, information was included in the 2003
budget, ensuring that the budget submission includes increased coverage on details on the
sources and uses of government funds. In addition, guidelines for the opening, closing and
monitoring of government bank accounts were fully enforced during 2002. Beginning on
October 30, 2002, data on quarterly fiscal operations for the preceding quarter were posted
on the Ministry of Economic Planning and Finance’s web-page, and are being regularly
updated. (December 2002 data were posted on February 15, 2003.) Finally, the office of the
Auditor General has continued to expand and broaden the scope of its activities. Audits of the
2001 accounts of 34 public sector entities including 10 ministries, along with 13 projects,
were completed during 2002, and submitted to the President, the Speaker of the National
Assembly, the Prime Minister the Chief Justice of the Supreme Court, and the Minister of
Finance on April 30, 2003. Legislation to granting public access to the audit reports of the
Auditor General (OAG) is being considered by the National Assembly.

II. THE MEDIUM-TERM STRATEGY

19, With about 90 percent of the population living in rural areas, where poverty is
widespread, the medium-term growth and poverty reduction strategy, as set out in the PRSP,
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focuses on agricultural and rural development, human resources, and infrastructure. This
strategy, which places heavy emphasis on the role of the private sector, is to be supported by
improved governance and strengthened institutions, a well-focused public expenditure pro-
gram, and a concerted effort to create an environment that will improve economic produc-
tivity, generate employment, and support rapid growth in the formal economy. In agriculture,
the PRSP targets an efficient use of fertilizer, largely through outreach and the development
of marketing networks, and aims at expanding the export base through the continued
privatization of the tea sector and a shift in coffee production to the specialty market.

20. A rapid strengthening of Rwanda’s macroeconomic sustainability figures prominently
in this strategy. A combination of factors, including the social and political transition,
security concerns, and weak international markets for Rwanda’s exports have contributed to
fiscal and external current account deficits (excluding grants) that continue at a high level, As
a consequence, Rwanda remains dependent on external grants and borrowing (which were
equivalent to 19 percent of GDP in 2002) to finance a substantial part of government current
operations and investment along with the activities of various nongovernmental organiza-
tions. As a substantial part of external financing commitments are short term, it is important
that both the domestic and the external imbalances be brought to a sustainable level.

21.  With key elements of the political and social transition nearing completion, total
expenditure and net lending will fall by about 3 percent of GDP during 2004-05, freeing
additional resources to support private sector growth. At the same time, Rwanda will take full
advantage of its entry into the COMESA free trade area, scheduled for January 2004, and
export opportunities provided under the Agricuitural Growth and Opportunity Act in
strengthening its external viability.

22, Based on this strategy, the medium-term macroeconomic objectives are to (i) achieve
annual real GDP growth of at least 6 percent; (ii) keep annual average inflation at 3 percent;
and (iii) maintain gross international reserves equivalent to at least six months of imports. As
Rwanda’s population growth rate is about 3 percent, these objectives would yield modest but
significant increases in per capita real income over the medium term.

III. THE ECONOMIC PROGRAM FOR 2003

23, The program for 2003 will aim to maintain macroeconomic stability while continuing
to implement the action plan for the PRSP. A particular challenge this year will be the
achievement of key elements in Rwanda’s political and social transition—including consti-
tutional reform, presidential and legislative elections, the resolution of most cases against
those alleged to have participated in the 1994 genocide through the Gacaca process and the
associated release of detainees, the implementation of a substantial part of the demobilization
program, and the continued decentralization of government—while setting the stage for
renewed investor confidence and freeing resources for investment in productive activities,
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24, The program for 2003 targets real GDP growth target of 3.2 percent®, annual average
inflation of 4.7 percent and, a rise in official reserves, based on a substantial increase in
projected external budgetary financing, to 7.4 months of imports.

A. Rebuilding the Nation and the Economy

25.  The reduction of poverty in Rwanda and the achievement of macroeconomic
objectives take into account the regeneration of Rwanda’s political and social fabric—an
effort that is a prerequisite for success under the PRSP. During January 2003, some 30,000
persons detained for activities related to the genocide were released pending the completion
of Gacaca judicial processes that will take action on the cases outstanding against some
110,000 accused, during 2003—04. Under the demobilization program a further 6,352 soldiers
will be demobilized during 2004, a projected 15,000 ex-FAR personnel will receive a
recognition of service allowance, and 21,468 ex-combatants returning from the DRC will be
reintegrated into local communities. Although delayed in order to accommodate continued
dialogue, the National Assembly and Cabinet have, as of end-April, 2003, agreed on a draft
constitution to be submitted for the consent of the public by referendum. This new
constitution will set the basis for the direct popular election of the executive and a bicameral
legislature. With this, elements of legal basis for key institutions of economic governance,
including the Office of the Auditor General and the appointment of key government officials,
will be established on a sound and durable basis.

B. Macroeconomic Policies
Fiscal policy

26.  The fiscal program for 2003 targets an overall deficit on “core” activities of

9.6 percent of GDP. Beyond this, the deficit will be raised by 1.1 percent of GDP to
accommodate 0.3 percent of GDP for 2002 demobilization outlays that were delayed from
2002 to early-January 2003 and nonrecurrent outlays that are detailed below, if additional
external grants for these purposes are forthcoming, and by a further 0.4 percent of GDP to
cover additions to the strategic petroleum reserve,.

27.  The continued strengthening of the revenue base is a key element of the fiscal pro-
gram. Domestic revenue will increase to 13.4 percent of GDP, from 12.2 percent in 2002, as
a result of relatively stronger nominal growth in monetary sector GDP, the full year impact of
the increase in the VAT rate to 18 percent, new tax measures introduced in the 2003 budget
and further improvements in the efficiency of the Rwanda Revenue Authority. Tax measures
taken under the 2003.budget include the broadening of the personal income tax base, the

¥ The associated growth rate for non-subsistence GDP is 4.2 percent. The drop in the 2003 growth target below
the medinm-term trajectory reflects, in large part, the impact of delayed rains on subsistence food production.
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extension of the product range subject to excise taxation (automobiles and powdered milk),
an increase in the excise tax rate on industrial beer from 40 percent to 57 percent, and
adjustments in the structure of taxes on international trade.

28.  Although the improvement in the revenue base will be substantial, and the core
expenditure program will remain within the limits initially foreseen under the PRGF,
exceptional spending for the constitutional referendum and elections and onetime outlays for
critical activities in the health sector will increase spending by 1.1 percent of GDP. In
addition, in order to address energy security concerns, 0.4 percent of GDP will be added to
the domestic investment budget to cover the purchase of petroleum products to be added to
strategic petroleum reserves.” With this, the domestic fiscal balance, including the additional
exceptional items and the demobilization spending delayed from 2002, will fall to 3.9 percent
of GDP, from 4.2 percent in 2002. The 2003 budget provides for a 17 percent increase in
allocations for priority programs (as identified in the PRSP) along with continued funding for
assistance to surviving victims of the genocide and Gacaca, among others. Outlays for
demobilization and reintegration as well as those for the reestablishment of peace and
stability in the region, will peak and support for higher education will continue at a
substantial level.

29.  In line with the PRSP strategy, foreign-financed capital expenditure is programmed to
increase by 10 ¥ percent, and given current revenue projections, total spending authorized
under the 2003 budget is 0.3 percent of GDP above the level consistent with the deficit target
set out in paragraph 26. Any revenue shortfalls would be offset by a reduction in
expenditures. Identified areas for such reductions include civil nonpriority goods and
services, and transfers.

30.  Regarding outstanding domestic obligations, given the impact of exceptional
spending on the fiscal stance, the large increase in the accounts payable at the treasury on
current operations at end-2002, and the higher-than-programmed settlement of pre-2002
arrears during 2002, the clearance of arrears in 2003 will focus, initially, on bringing the
payments float back to a normal level (i.e., no more than RF 2.5 billion by end-2003) before
continuing with the clearance of RF 1.5 billion (0.2 percent of GDP) in pre-2002 obligations.
Transparency in the prioritization of pre-2002 obligations will be enhanced through the
issuance, by end-June 2003, of a list of obligations scheduled for clearance during 2003."

9 The reserves will be managed under contract by private sector oil companies. The World Bank staff is
providing assistance in the development of permanent regulations governing the management of the reserves. In
the interim, sales from the reserves are subject to approval of a ministerial committee, when regular supply
channels have been significantly disrupted.

10 The list will set out amounts to be settled for salaries, goods and services (with details on payments to public
utility companies, other public enterprises and the social security fund), and overdue payments including
cumulating penalties for late payment (e.g., road contractors). The list will indicate which of these payments
have been authenticated by the Auditor General.
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Monetary policy

31 For 2003, in line with nominal GDP growth in the monetized sector, the target for
broad money growth has been set at 8.0 percent at current exchange rates. Targets for the
expansion of the monetary base have been set in line with the objectives for broad money.
Given the exceptional variability of reserve money during 2002, the National Bank of
Rwanda enhanced reporting and analysis to permit daily monitoring of movements in the
base.!! This will enable the NBR to promptly tighten liquidity conditions by increasing
treasury bill and deposit auction sales. In addition, through periodic adjustments, the discount
rate will be set at an appropriate level relative to the interbank market.

32.  The gross international reserves of the NBR increased by US$31.5 million, to the
equivalent of 6.3 months of import cover, at end-December 2002. It is expected that, during
2003, the government of Rwanda will receive a significant increase in inflows of grants and
loans. In order to keep the growth of credit in line with the program, the NBR will
accumulate US$55.5 million in the form of foreign reserves, while reducing the net credit to
the government by RF 21.9 billion. Partly against the background of a planned sizeable
reduction of the stock of government treasury bills held by the commercial banks (by

RF 6.7 billion), net credit to government of the banking system is programmed to be reduced
by a total of RF 29.3 billion.

33. Regarding the NBR’s foreign exchange transactions, the current system of auctions
will be improved, reflecting recommendations from a planned IMF technical assistance
mission, in order to reinforce transparency in exchange rate determination and to ensure that
deviations from the parallel market are kept to a minimum.

External sector

34.  The deficit on the external current account, excluding current official transfers, s
expected to rise to 18.7 percent of GDP in 2003, from 17.2 percent in 2002, This
deterioration is projected to result largely from an increase in imports of goods and services,
substantially associated with increased payments for petroleum for strategic reserves along
with growing service outlays related to higher external assistance. A modest improvement in
international prices and a robust growth of coffee and tea export volumes is projected in
2003, reflecting both the benefits of continuing privatization in the tea sector and efforts to
shift production to the specialty coffee market. In this regard, the prospect of a higher price
for quality coffee appears to have provided incentives to coffee farmers to shift their
production to high quality coffee. In support of this drive, 12 new washing stations, an
essential element in the processing of coffee beans, will open for the 2003 season. Ag large
inflows of external assistance (primarily from the EU, IDA and the UK) are expected to lead

' The variability of reserve money reflects, among other factors, the limited use of the interbank market, given
the soundness issues detailed in paragraphs 13-14.
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to substantial accumnulation of net foreign assets in 2003, policies have been designed to
ensure that, in these circumstances, macroeconomic stability is maintained and exchange rate
movements remain consistent with underlying fundamentals.

35.  Despite the continued substantial real depreciation of the Rwanda franc in recent
years, the high level of external current account deficit will continue to remain a concern
over the medium term. In light of this, a substantial effort is being devoted to expanding and
diversifying the export base, including through the intensified use of fertilizer to increase
yields in the production of export crops, and through the replenishment of Rwanda’s aging
tree inventory. The prospects of a return to stability in the Great Lakes region, in conjunction
with the continued implementation of prudent macroeconomic policies, will contribute to the
inflow of foreign investment which over the longer term will reduce the dependence of the
econonty on donor support.

36.  The decline in exports of goods and services is expected to have a negative effect on
already fragile debt sustainability indicators. Given this, action will be taken to meet the
floating triggers under the enhanced HIPC Initiative, in order to reach the completion point
and alleviate the heavy burden of the excessive external debt. To this end, work 1s in progress
on a PRSP progress report. At the same time, a prudent debt management policy will be
maintained, and new debts will be contracted only on highly concessional terms. Efforts to
reach bilateral agreements with Paris Club creditors on Cologne terms and to regularize
relations with all external creditors through the signing of rescheduling agreements on terms
comparable to those provided by the Paris Club will be intensified. We intend to request a
further extension of the consolidation period from the Paris Club creditors until the
completion point is reached. We will also strengthen efforts to ensure the participation of all
creditors in the HIPC Initiative.

C. Structural Policies
Decentralization

37.  The decision to progressively strengthen decentralized units of government has been
made in the context of the overall strategy to reduce poverty and with the aim of increasing
broad-based participation in the design, implementation and monitoring of projects and
programs at the grassroots level. This approach envisages the development of competent,
transparent and accountable local administrations and supporting economic planning
capacity. As part of this effort, the Council of Ministers, on October 15, 2002, appointed the
executive for the Community Development Fund (CDF), with responsibility for overseeing
and coordinating the administration of the development projected implemented at the district
level. Under the 2003 budget, RF 4 billion (0.4 percent of GDP) has been allocated for such
projects and programs, with additional direct assistance from official bilateral donors. These
programs and projects will, as in 2002, continue to reflect consultations between central
government ministries and the districts. Beginning in 2004, the National Assembly will be
provided with an evaluation of required improvements in the supporting legal framework and
an action plan to address identified problems, in particular, with respect to the equitable and
efficient allocation of resources across districts.
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Improving financial accountability and transparency

38.  Given the important role of open, transparent and accountable financial accounts in
ensuring that government operates efficiently and effectively, the action plan for further
strengthening economic governance will remain an important government priority in 2003.
In this regard, the Auditor General will conduct audits of 41 public sector entities during
2003, including the Ministry of Finance and Economic Planning and the Ministry of Defense,
7 additional ministries, and the Office of the President.'? In addition, as part of the drive to
extend the transparency of government financial operations, authorization for the publication
of the AG’s annual report is provided under the new draft constitution and publication is
expected to begin with the report for 2002. Similarly, the Ministry of Economic Planning and
Finance will continue to post quarterly data on government financial operations, in the GFS
format, with a one month lag.l In the area of government procurement, as a new public
procurement law will be sent to the National Assembly for consideration in September, 2003,
it is expected that reforms to public procurement will be fully implemented by end-
September, 2003. The office of the Auditor General is on track to continue expanding
according to its action plan, enabling it to audit all line ministries on an annual basis starting
in 2003,

Administration of public finances

39.  Actions to strengthen the administration of public finances and improve the
effectiveness and efficiency of government operations remain a priority. Objectives under the
action plan, recently developed with the assistance of IMF staff, include improving
accounting systems, setting in place appropriate monitoring and oversight mechanisms and
increasing the availability of information on government operations.

40.  Following the recommendations of the external study of the government’s bank
accounts (paragraph 18) and other technical assistance, an ambitious agenda has been set for
the period ahead. The government will continue in its endeavors to discontinue or bring on
budget all relevant operations and, beginning in 2004, the budget will include a statement of
tax expenditures associated with both existing and new policies included in the budget, a
statement of assets and liabilities of all levels of government, financial statements of public
enterprises, a statement of consolidated government equity holdings, a consolidated budget
of the districts, a fiscal risk assessment, and a list of all contingent liabilities.

12 Ag part of the audit of Ministry of Defense financial operations, the AG will verify the value of outlays for
the withdrawal of troops from the DRC during September-October 2002 and will seek to establish that this
spending followed appropriate procurement procedures, was adequately documented and accounted in the
government’s financial accounting system, and that corresponding payments fully extinguished related claims
of suppliers on government.

13 Due to technical difficultics, the posting of December 2002 data was delayed until February 15, 2003.
However, posting with the regular one month lag will resume with operations as of March 31, 2003 to be posted
by May 15, 2003,
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41.  The management of government bank accounts will be streamlined by the means of
devising and enforcing clear regulation for the operations of accounts, by reviewing the
account classification system, and by continued efforts to reduce the number of accounts
under operation. A task force has been established to implement this agenda and plans to
request that responsible government units provide complete and up-to-date information on
accounts in operation by August 30, 2003. Based on this information, the task force will
provide recommendations for the closure of accounts which are either dormant or operating
outside of controlling regulations by September 30, 2003. The task force will, furthermore,
develop a revised common account nomenclature, to assist in monitoring account movements
and, beginning with October 31, 2003, account managers will be required to send copies of
monthly bank statements to the Ministry of Economic Planning and Finance. In a related
effort, immediate steps will be taken to support the monthly reconciliation of balances on
government financial operations with the movements financing balances. To this end, the
results of a questionnaire requesting information on government bank accounts will be used
to identify those which should be generally classified as central government treasury
accounts and will, in addition, distinguish government imprest, single-signature project
accounts and joint government-donor accounts in the current monetary reporting system by
end-June 2003.

42.  The enhancement of the public accounts and internal audit mechanisms are key to the
improvement of the monitoring and control of public expenditures. An action plan in this
area has been developed, with the assistance of IMF staff and other partners. Among the
actions to be undertaken in this area will be the completion of an inventory of the physical
assets of the central government line ministries, which is now scheduled for completion by
end-September 2003, This will be subsequently expanded to cover government assets held by
provinces, public enterprises and joint development projects. In addition, a common
framework for charts of accounts for use by central and local government is under
consideration, and these accounts will be used for the preparation by end-December 2003 of
draft final central government accounts for 2002, subject to the availability of technical
assistance. At the provincial and district levels, the common chart of accounts will be
implemented by end-June 2004.

43,  Efforts to energize public debt monitoring will continue, with the second annual
phase of assistance from Debt Relief International (DRI) just having started. The
Government of Rwanda is determined to strengthen the management of its debt service in
order to preclude the accumulation of external arrears. In this regard, an action plan revising
administrative procedures and monitoring, including cocrdination between the Ministry of
Finance and Economic Planning and the central bank, has been developed and set in place.
Similarly, efforts to boost monitoring of the execution of the forei gn-financed development
budget continue, and CEPEX will submit a comprehensive analysis of execution in 2002 by
June 30, 2003, and will launch quarterly execution reports by September 30, 2003.

44.  As the increasing degree of fiscal decentralization has led to enhanced information
requirements, efforts will be undertaken to extend the computerized fiscal operations
reporting mechanism to all province administrations, and to put in place a reporting
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mechanism for the district operations. In this regard, borrowing by districts and communal
development projects will continue to require authorization from the Ministry of Economic
Planning and Finance, in support of centralized monitoring until a complete reporting system
has been put in place.

45.  The legal framework guiding the administration of public finances will continue to be
a key focal area. To this end, after the adoption of the new constitution, the administration
will facilitate the swift passage of the draft Organic Budget Law through the National As-
sembly. In any event a new organic budget law will be submitted to the National Assembly
not later than end-September 2003 subject to the availability of technical assistance. Revised
financial and accounting instructions, as provided for by the relevant laws, will be prepared
by end-July 2003. Furthermore, upon the adoption of the new constitution, the laws govern-
ing the Office of the Auditor General will be modified to provide for publication of the
annual audits, beginning with the Auditor General’s report for 2002,

46.  Efforts in the area of tax and customs administration will focus on improvements in
the customs administration software, upgrading the border posts, computerization of the tax
administration including a unified system of taxpayer identification numbers, and increasing
the audit activity of the Rwanda Revenue Authority. In addition, as the streamlining of the
system of tax exonerations and incentives under tax laws and investment agreements remains
a strong priority, the government has conducted, with the help of IMF technical assistance, a
review and analysis of tax exonerations and their legal characteristics. Reflecting the findings
of that review, the issuance of ad hoc tax exonerations has been suspended, pending the
adoption of revised legislation. Submission of revised investment and tax codes is planned to
take place before end-2003.1 Following the creation of a formal appeals process for
taxpayers, the establishment of a bill of taxpayers’ rights in 2002, and the creation of tax and
commercial chambers within the court system are being targeted in order to improve the legal
framework facilitating the development of increased private sector activity.

Improving efficiency—privatization and the economic environment

47. Privatization, apart from its direct beneficiary effects on the efficiency of Rwandese
enterprises, is expected to enable the government to focus its capacities on the provision of
public goods, such as education, health and social infrastructure. The Privatization Secretariat
will make substantial progress in realizing its objectives in 2003 and 2004. The management
contract for Electrogaz was signed by the government and the selected international company
by early May 2003. External consultants have written due diligence reports and presented
their strategy to the government for the privatization of Rwandatel, which is expected to be
brought to the point of sale in December 2003. In the tea sector, the law authorizing the
transfer of tea sector from the public domain to the private domain has been adopted by the
National Assembly. As a result, calls for tender for the first two tea units, Mulindi and

* The suspension of ad hoc tax exonerations excludes exonerations issued against taxes on government imports,
which do not entail a net revenue loss.
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Pfunda, will be issued shortly, which is a trigger for the floating completion point under the
HIPC initiative. The sale of one additional tea unit is expected in 2003, with calls for tender
for the remaining six units scheduled for 2004.

Financial sector reforms

48,  While some important steps have been taken toward resolving the problems of the
commercial banking sector (paragraphs 13 and 14), the portfolio of nonperforming loans
remains elevated and some banks are clearly distressed. Given this, the NBR will continue to
closely monitor the operations of troubled banks, both through intensified off-site reporting
and through periodic on-site audits, and will ensure that action plans are set in place to
redress their difficulties and that their operations follow prudential regulations. The NBR’s
bank supervision department is scheduled to conduct full audits of four commercial banks in
2003 and will expand its program to all banks during 2004.

49.  Following the resolution of issues regarding the terms of reference, a contract was
awarded during April, 2003 for a study to identify actions that will strengthen the
performance of the financial sector and develop Rwanda’s capital market. In addition, a
request has been made for the IMF and World Bank to jointly undertake an assessment of the
financial sector (FSAP) that, together with the findings of the financial sector study, will
provide an action plan for improving asset recovery while avoiding moral hazard or
additional calls on budgetary resources. In light of the delays, it is anticipated that an action
plan will be ready by end-December 2003, with implementation to begin in March 2004.

50.  The restructuring of the BCR is targeted for completion by end-September 2003,
Following the restructuring plan approved in 2002, investment documents were issued during
May 2003 and, following the identification of an approved list of investors, a tender for sale
of majority shares will be issued by end-June 2003. The 2003 budget allocates RF 5 billion
(0.6 percent of GDP) as the government’s contribution to the restructuring effort (of which,
only RF 1.3 billion will be in cash). The government subsequently funded an additional

RF 0.6 billion, in order to bring BCR’s capital position to zero. At the same time, the NBR is
continuing its efforts to seek cooperation of the reference shareholder in meeting its
contribution to the recapitalization.

51.  Regarding the development of legislation and corresponding institutional structure for
preventing money laundering and the financing of terrorist activities, Rwanda has joined a
regional association that has been formed to provide technical assistance and share
experience. Taking advantage of this, the drafting of required legislation is targeted for
completion by end-December 2003, with the establishment of an enforcement unit at the
NBR, staffed by trained personnel, planned for March 2004.

D. Safeguards

52. A February 2003 review of central bank’s external audit mechanism, legal structure
and independence, financial reporting, internal audit and internal controls found that the
central bank’s efforts to rebuild and strengthen the NBR’s safeguards and controls were
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encouraging. After a long hiatus, annual audits of the central bank’s financial statements for
1997-2001 were completed during May 2002 and initial steps to strengthen the NBR’s
internal audit mechanism are in progress.

53, Nonetheless, it is clear that there are areas in which the NBR’s safeguards could be
usefully improved. In this regard, an action plan has been developed that will establish a
formal policy for the conduct of annual external audits of central bank financial statements;
written procedures will be developed to ensure that monetary data used for program
monitoring purposes follow agreed definitions and are consistent with accounting records;
the NBR's Internal Audit Department will be made operational; a set of formal investment
guidelines for international reserves; strengthen accounting capacity; outstanding accounting
and control issues will be resolved; policies to limit the distribution of profits available for
distribution to realized amounts will be set; and procedures governing the appointment and
dismissal of senior officials will be strengthened. As part of this action plan, the Ministry of
Economic Planning and Finance began the tender process for the 2001 and 2002 external
audits of the NBR during March 2003. The appointment of the central bank’s Committee of
Auditors and establishment of standard procedures for the conduct of annual audits on were
completed by May 22, 2003. In line with this, the NBR’s Board is expected to resolve to
publish audited financial statements for the central bank within 4-6 months of the close of
the financial year.

IV. PROGRAM COORDINATION AND MONITORING

54.  The program for 2003 will be monitored on a continuous basis with quantitative and
structural performance criteria, benchmarks, and indicative targets. The second review will
reflect performance on quantitative benchmarks for March 2003, quantitative performance
criteria for end-JTune 2003, and structural benchmarks and performance criteria through
September 2003, and will be completed by mid-November 2003. The third review will
reflect performance on quantitative benchmarks for September 2003, quantitative
performance criteria for end-December 2003, and structural benchmarks and performance
criteria through end-March 2004, and will be completed by end-May 2004. A complete list of
quantitative and structural performance criteria, as well as structural benchmarks, is included
in Tables 1 and 2, respectively. The attached technical memorandum of understanding lays
out the details of program design and terminology.
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Rwanda: Quantitative Performance Criteria and Benchmarks 2002-03

{in billions of Rwanda francs, uniess otherwise indicated)

2002 2003 1/

Mar. Jun * Sep.**  Dec ™™ Mar**  Jun*** Sep.**  Dee ¥

Net foreign assels of the NBR {floor on stock) 2/ 3/

(Indicative rargets*; quantitative benchmarks**; and performance criteria on test dates**¥)

Actual {program exchange rate) 393 40.2 42,1 4.9
Adjusted program 393 30.9 63.2
Program - 130 50.9 59.0 731 67.7 70.3 101.0
Reserve money {ceiling on stock) 4/
Actual 423 40 43.2 41,6
Program - 40.3 izl 41.9 44.6 45.3 44.1 46.9
Net eredit to the government by the banking system (ceifing on stock) 5/
Actual 234 21 203 19
Adjusted program 192 L3 4.8
Program - 26.0 11.5 1¢.1 -0.1 77 0.1 =274
Datneatic fiscal balance {floor on cumulative flow gince Dec, 31} 6/
Actual -3.6 -12.7 -20.3 -34.8
Adjusied program -10.8 -15.7 -24.4
Program — -1L40 -187 -26.9 6.7 -23% -31.8 -39.1
Recurzent priotity spending (floor on cumulative flow sinee Dec. 31} 7/
Actual 10.2 234 36.0 304
Program - 217 35.5 50.3 12.5 303 426 56.2
New nenconcessional external debt (ceiling on flow) 8/
Agmal 0.0 0.0 6.0 0o "
Program 0.8 6.0 0.0 0.0 &0 0.0 0.0
Shori-term external debt (ceiling on stock) 9/
Aciual [tRH] 0.0 0.0 0.0 o
Program - 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Stock of outstanding nonreschedulable external arenrs (ceiling on stock) 10/ 13/
Aclual 0.0 o.n 0.0 0.8
Progran - 4.0 0.0 0.0 0.0 0.0 6.0 0.0
Net eccumulation of demestic arrears (ceiling on cumulative net accumulation since Dec. 31)
Actual 03 0.7 42 -39
Program - =20 -6.0 -7.8 -5.9 -£.9 -89 -1.4
(Indicaiive 1argets)
Broad maney (ceiling on stock) 12/
Acluat 1284 134.0 1331 145.1
Program - 133.1 136.8 140.5 148.0 150.4 8.9 155.4
Exceplional spending ([loor on cumulative flow since Dec. 31)
Actual 4.1 1.5 113 19.2
Adjusicd program - &2 i3.2 19.9
Program - 9.4 16.2 225 9.8 176 30.7 418
Memorandutn items:
Demobilization and reintegration expenditure
Aciual 0.7 0% 10 i4
Expectsd - 12 4.0 6.0 4.1 1.7 10.6 13.7
Giross accumulated bills payable
Actual 54 9.9 6.8 7.4
Expected - - -- - - 1.5 1.5 2.8
General budget support {in millions of U.S. dollars)
Received 6.8 azs 59.3 1314
Expecied 59 17.9 8l.4 128.2 M2 372 833 161.%
Farmarked budget support {in millions of U.5. dollars)
Received - -- - -
Expected - - - — 1.9 1.8 10.7 17.8
Saurces: Rwandese authorities; and Fund stafl estimates and projections.
1/ Proposed

2/ Net foreign asscts a9 defined in the technical memorandum of wnderstanding (TM1T).

3/ Evaluated at the following program exchange rates: For 2002, RF 457.9/U8$; for 2003, RF 511.9/U55

4/ The definition of reserve money changed in 2002, as specified in the TMU. From September 2002 three-week moving average around {he Jast Friday of the month,

5/ From June 2002: Includes financial balances of local government

& The domestic fiscal balance is defined as lotal revenue (exchading privatization procevds) minus current expenditure (excluding scheduled interest payments.
on external debt) minus domestically financed capital expenditure minus net lending. In 2002: includes the cost ol iroops withdrawal. In 2002, the domestic fiscal balance was adjusted upward

for shortfalls in expenditure on the demobilization and reintegration progrant.
7/ According (o the TMU, Definition of this aggregate changed in 2002,

8/ Ceiling on contracting or guaranteeing by the central governmenl, local governments, or the NBR of new nonconcessional external debt with original mamrity of more than one year.

The term debt shall be urderstuod as defined in the Executive Board decision Na, 6230-79/140) adopted August 3, 1979, as amended by Decision No. 11096-(95/100) of October 25, 1995.

and Decision No, 12274-(00/85) adopted Augnst 24, 2000, Debt rescheduling and reslructuring are excluded from the borrowing limits. Includes financial leases and other instruments giving

fise (o external liabilitics, contingen! or atherwise, on nenconcessional terms. In detcrmining the level of concessionality of these ubligations, the definition of concessional borrowing

shall apply, Concessional barrowing is defincd as having a grant element of 35 percent or more until Seplember 2000, and 50 percent or morc from December 2000 omward. For loans with a
maturity of at keast 15 years, the 10-year average commercial interest yeference rates (CIRRs) published by the OECD} should be used as the discount rate for assessing the level of concessionality,
while the 6-month average CIRRS should be used for loans with shorter matuzities. To both the 10-year and the 6-month averages, the following margins for differing repayment periods

should be added: 0.75 pereent for repayment periods of less than 15 years; 1 percent for 15-19 years; 1.15 percent for 20-29 years; and 1.25 percent for 30 years or mare,

9/ Ceiling on change in outstanding stock of cxternal debt {excluding normal impori-related credits) owed ar guaranteed by the central government, local government, or the NBR with

original maturity of up 1¢ and inciuding one year.

10/ This is u contitwous performanee criterion, implying that the stock of outstanding nonrescheduluble external arrears is expected 1o be constantly kepl al zero

throughout the program period.

11/ An OPEC Fund loan to cofinance, jointly with BADEA, the rehabilitation of three hydroelectric power stations has & grant element less than Lhe 50 percent requircd under the program,
The authorities ate resegotiating the terms of the BADEA loan to ensure that, jointly, the two loans meet the required concessionality threshold.

12/ Until December 2002; evaluated at curreni exchange rates; from March 2003: evalualed at the program exchange rate of RF 511.9/U85.

13/ At end-Scplomber 2002, there was a small amount of arrears outstanding (US50.04 million) te the African Development Fund {AFDF). These weee cleared in October 15, 2003,

BADEA has also cleimed inlerest arrears on amounts due

since December 2001. The authorities denied that any amounts were duc to BADEA and noted that BADEA had overcharged

them interest. The dispute was settled early in 2003 with the payment of the umounts demanded by BADEA. Since these amounts were under dispute during the course af the pragram,

staff after consultation with Legal, has not considercd them as arrears f0Y program purposes.
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Table 2. Rwanda: Proposal for Structural Conditionality Until the Third Review of the
PRGF-Supported Program, 2002-03

Action Timing Status’
» Ratify a revised 2002 budget in parliament reflecting the understandings 7/1/02 Prior action PRGF
reached during the program discussions; including the following e¢lemenis: (met)
o import tariff bands at 0, 5, 15, and 30 percent in line with initial CET;
o VAT rate increased from 15 percent to 17 percent; and
o reduction in the corporate income tax rate from 40 percent to 35 percent,
announced.
» Bring reserve money to or below indicative ceiling for end-June 2002, 6/30/02 Prior action PRGF”
{met)

o Issue guidelines determining qualification and priority for payment of 7/1/02 Prior action PRGF’
outstanding goverrunent obligations for payment, eliminating discretion. (met)

« Enact a budget for 2003, which specifically contains the following elements: 1/1/03 Structural performance
& excise tax on sales of new and used cars, with rates of 5, 10, and criterion

15 percent, depending on engine size (less than 1500 cc, 1500 ce to 2500 First review
cc, and above 2500 cc), on vehicle sales. {mct)
o reform the fax on professional remuneration (TPR) law to make all
salary allowances in cash and in kind fully subject to the TPR. Pass the
reform in form of an amended TPR law.
o Revoke the decrease in the beer excise tax rate and start collecting agam
at a rate of 57 percent, if revenue collection during June—October 2002
does nol meet the target sel out in the TMU.

» Finalize restructuring plan for a specified commercial bank consistent with 9/30/02 Structural benchmark

understandings with IMF staff. First review
(met)

s Start publishing statistics of government financial operations, following the 10/31/02 Structural benchmark

Government Finance Statistics (GFS) format, on a quarterly basis. First review
{met)

« Incorporate any extrabudgetary and off-budget projects and transactions 12/31/02 Structural benchmark
identified by the recent stocktaking exercise into the budget to the extent First review
appropriate. {not met/in progress)

12/31/02 Structural benchmark

e Develop and implement a mechanism to ensure that all borrowing by district
governments is reported (o the central government on a monthly basis,

e To improve the management of the large volume of nenperforming loans,
commission a comprehensive financial sector study, together with the
World Bank.

s Conduct full andits of three banks.

e Ensure that the National Bank of Rwanda, the Ministry of Finance and
Economic Planning, the Ministry of Justice, and the Bankers® Association
will jointly prepare an action plan to improve the legal environment to
facilitate stronger loan recovery.

e Ministry of Finance and Economic Planning to establish standard operating
procedures for the conduct of annual audits of the National Bank of
Rwanda.

Tenders to be
awarded no
later than
7131/02

12/31/02

12/31/02

5/31/03

First review

(not met/in progress)
Structural benchmark
First review

(not met/implemented in
November 2002)
Structural benchmark
First review

(met)

Structural benchmark
First review

(not met/in progress)

Prior action
. . 4
First review "
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Table 2. Rwanda: Proposal for Structural Conditionality Until the Third Review of the
PRGF-Supported Program, 200203

Action Timing Status'
o Complete a comprehensive review of all tax exonerations, exemptions and 6/30/03 Structural performance
incentives undet tax laws and investment agreements; and remove and/or criterion
modify such special treatment Second review
e Complete the report on implementation of the 2002 development budget 6/30/03 Structural benchmark
Second review
» Issue the tender for the sale of BCR 6/30/03 Structural benchmark
Sccond review
» Issuc list of overdue obligations scheduled for clearance during 2003 6/30/03 Structural benchmark
Second review”
» Prepare financial instructions in order to promote effective expenditure 7/31/03 Structural performance
control, criterion
Second review
» Establish written procedures to ensure that monetary data used for program 8/31/03 Structural benchmark
monitoring purposcs are in accordance with the TMU and can be Sccond review !
reconciled to the accounting records. External audit firm to complete,
subsequent to the completion of the audit of the NBR’s 2002 financial
statements, a review of the consistency between data reported to the IMF
and the audited financial statements.
o [ssue action plan for the closure of dormant accounts and accounts operating 9/30/03 Structural benchmark
outside of controlling regulations second review !
« Implement a monthly reporting mechanism for the financial operations of all 9/30/03 Structural benchmark
districts second review”
e Submit Organic Budget Law to parliament 9/30/03 Structural benchmark
Second review”
e Submit revised investment code to parliament, repealing indirect and direct 12/31/03 Structural performance
tax provisions of the code, excepting those of a purely administrative criterion
nature, and removing the discretionary authority of the Rwanda Investment Third review"
Promotion Agency o issue tax incentives.
# Operationalize the NBR’s Internal Audit Department by: Restricting the 12/31/03 Structural benchmark
Director’s responsibilities to internal audit matters; NBR Board adoption of Third review
an audit charter; the recruitment of two qualified and experienced intemal
audit staff members; the completion of an audit risk assessment of all NBR
operations; audit of program data as of September 30, 2003; and the
preparation of a plan for 2004 audit activities approved by the Governor,
o Issue financial instructions in order to promote effective expenditure control. 1/31/04 Structural performance
criterion
Third review
» Incorporation of tax incentives into the structure of the income tax, 3/31/04 Structural performance

applicable, in principle, to all taxpayers.

criterion
. . 4
Third review

T 'he disbursements of the second and third loan under the new PRGF arrangement are conditional upon completion of the first

and second reviews, respectively.

?Prior actions for publication of Executive Board documents for the decision on the August 2002 PRGEF.

3 Prior actions for publication of Executive Board documents for the completion of the first review.

* Newly proposed measure.
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Technical Memorandum of Understanding Between
the Government of Rwanda and the International Monetary Fund

May 9, 2003

1. This memorandum outlines the understandings between the Rwandese authorities and
the IMF mission with regard to the definitions of the quantitative and structural performance
criteria, and quantitative benchmarks and indicators for the three-year Poverty Reduction and
Growth Facility (PRGF) arrangement, It also sets out the modalities and data reporting
requirements for monitoring the program.’

2, Revisions to the definitions since the last version of the Technical Memorandum of
Understanding (TMU) have been made in the following areas: the domestic fiscal deficit;
exceptional expenditure; net credit to government; net foreign assets of the NBR; and the net
accumulation of domestic arrears.

I. TARGET VARIABLES UNDER THE PROGRAM
A. FExternal Budgetary Support

3. Definition: External budgetary support is defined as all official external grants to the
central government (including all expected or received HIPC Initiative-related grants) and
loans, except for grants and loans related to the development budget. In case a program 18
over financed (negative financing gap), programmed external budgetary support refers only
to that level of external budget support needed to close the financing gap to exactly zero at
the time of the agreement. Earmarked external budgetary support is defined as external
budgetary support whose utilization is limited to the following operations: the constitutional
referendum, legislative and presidential elections and one-off health operations. General
external budgetary support is defined as external budgetary support other than earmarked
external budgetary support.

4. Reporting requirement: Data on external budgetary support, separately detailing
general external budgetary support and earmarked external budgetary support will be
reported on a monthly basis.

B. Net Foreign Assets of the National Bank of Rwanda (NBR)

5. Definition: Net foreign assets of the NBR in Rwanda francs are defined, consistent
with the definition of the Special Data Dissemination Standards (SDDS) template, as external
assets readily available to, or controlled by, the National Bank of Rwanda (NBR) net of
external liabilities of the NBR. Pledged or otherwise encumbered reserves assets including,
but not limited to, reserve assets used as collateral or guarantee for third party external

! A summary of reporting requirements is provided in Table 1.
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liabilities, are to be excluded. Foreign assets and foreign liabilities in U.S. dollars are
converted to Rwanda francs by using the U.S. dollar/Rwanda franc program exchange rate.
Foreign assets and liabilities in other currencies are converted to U.S. dollars by using the
actual end-of-period U.S. dollar/currency exchange rate. Foreign liabilities include, inter alia,
use of IMF resources (CCFF and post-conflict emergency assistance purchases and
SAF/ESAF/PRGF disbursements).

6. Target and adjustments: The program sets a floor on net foreign assets of the NBR
(as a performance criterion or benchmark depending on the test date). In case of higher than
programmed inflows of general external budgetary support, excess amounts are targeted to
be saved as reserves. The program floor on net foreign assets will thus be increased by any
positive difference between actual and programmed general budgetary support inflows. In
case of lower than programmed inflows of general external budgetary support, as set out in
paragraph 3, reserves will be adjusted downwards, subject to a US$ 15 million ceiling on the
adjustor for end-June 2003 and end-September 2003, and a US$30 million ceiling on the
adjustor for end-December 2003. There is no adjustor for shortfalls in earmarked external
budgetary support. The performance criteria for NFA will be adjusted upward by the
difference between programmed spending for additions to the strategic petroleum reserve,
RF 3.9 billion, and the actual cost of petroleum products added to the reserves, evaluated at
the program exchange rate.

7. Reporting requirement: Data on foreign assets and foreign liabilities of the NBR
will be transmitted to the African Department of the IMF on a weekly basis within seven
days of the end of each week; data on external budgetary support will be transmitted on a
monthly basis within three weeks of the end of each month. Data on the NBR’s foreign
exchange liabilities to commercial banks (held as required reserves with the NBR) and the
exchange rate used for their conversion into Rwanda francs will be shown separately. Data
on volume, and cost of petroleum purchases for the strategic reserve, dates on which the
products were added to reserves, and total volume of petroleum products in the strategic
reserves stocks will be reported on a monthly basis.

C. Net Credit to Government (NCG)

8. Definition: Net credit to government from the banking system is defined as the
difference between:

(a) credit to government from the banking system, including credit to central
govemment, provinces and districts, outstanding central government debt
instruments; government debt to the NBR incurred as a result of the 1995 devaluation
(RF 9 billion) and the overdraft to the prewar government (RF 2 billion), and

(b) total government deposits with the banking system, including central
government (including the fund for assistance to genocide survivors), provinces and
districts, project accounts, counterpart funds, fonds publics affectés, and privatization
proceeds with the NBR. The central government comprises treasury and line
ministries.
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NCG is not affected by credit to or deposits of public enterprises and autonomous public
agencies.

9. Reclassifications: The reclassification described in Annex B (Staff Report; 12/19/00)
Appendix I)—for the reclassification of deposits with the NBR of the 15 newly identified
autonomous public agencies—affect net credit to the government from the banking system.

10.  Target and adjustments: The program sets a ceiling on NCG (as performance
criterion or benchmark). In case of higher than programmed inflows of general external
budgetary support, excess amounts are targeted to be saved as government deposits. The
program ceiling on NCG will thus be decreased by any positive difference between actual
and programmed general budgetary support inflows. In case of lower than programmed
inflows of general external budgetary support, the program ceiling on NCG will be increased
by the difference between actual and programmed inflows, subject to ceilings equivalent to
the value on the counterpart downward adjustor set out in paragraph 6. There is no adjustor
for shortfalls in earmarked external budgetary support. The NCG adjustor for budgetary
support will be evaluated in Rwanda francs at the prevailing central bank mid exchange rate.
The NCG ceiling will be adjusted downward by the difference between programmed
spending for additions to the strategic petroleum reserve, RF 3.9 billion, and the actual cost
of petroleum products added to the reserves, evaluated at the program exchange rate.

11. Reporting requirement: Data on net credit to central government (showing separa-
tely treasury bills and government bonds outstanding, other government debt, and central
government deposits) will be transmitted on a monthly basis within three weeks of the end of
each month. Deposits of the government with the NBR and with the commercial banks will
be separated from the deposits of the public enterprises and autonomous public agencies.

D. Reserve Money

12.  Definition: Reserve money for the monetary program is defined as currency in
circulation, reserves in deposit money banks (excluding National Bank of Rwanda (NBR)
borrowing from deposit money banks on the money market but including cash in vault held
by commercial banks), deposits of public enterprises (including Caisse Sociale de Rwanda
(CSR) and other autonomous public agencies (dépdts des établissements publics assimilés a
I’étaf), deposits of nonbank financial institutions, and deposits of the private sector (autres
sommes dues & la clientéle are included in reserve money).

13.  Corollary: Borrowing by the NBR from the commercial banks on the money market
will from now on be included under the net domestic assets of the NBR. More specifically,
borrowing by the NBR from the commercial banks on the money market will be netted out
from commercial bank borrowing from the NBR. However, for balances with respect to
deposit money banks, the money market balances of the NBR will only be excluded from
reserve money supply when they are excluded from use in meeting reserve requirements.
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14.  Definition: The definition of reserve money as performance criterion or benchmark
will exclude from the above definition the deposits of the Caisse d’Epargne du Rwanda
(C.E.R.} with the NBR, the import deposits placed at the NBR (cautions a !'imporiation),
and the dormant accounts. However, the import deposits are only excluded from this
definition up to a maximum amount of FR 150 million, and the maximum amount for the
deductible C.E.R. deposits is RF 1 billion. Reserve money will be computed as a centered
three-week average, including the last two weeks of a given month and the first week of the
following month.

15, Target and adjustments: The program sets a ceiling on reserve money (as
performance criterion or benchmark). If the required reserve ratio of the NBR 1s lowered, the
NBR will be expected to absorb the excess liquidity that this change creates. Therefore the
reserve money target of the NBR will be adjusted by the absolute change in the ratio times
the deposit base of the commercial banks.

16.  Reporting requirement: Data on reserve money will be transmitted to the African
Department of the IMF on a weekly basis within seven days of the end of each week. This
transmission will include a weekly balance sheet of the NBR which will show all items listed
above in the definitions of reserve money.

E. Broad Money

17.  Definition: Broad money is defined as the sum of currency in circulation, deposits in
commercial banks and nonbank deposits in the NBR.

18.  Target: There is no performance criterion or benchmark on broad money but given
its key influential role on inflation, it will be followed closely as an indicative target.

19.  Reporting requirement: The balance sheet of the NBR will be transmitted on a
weekly basis within seven days of the end of each week. The balance sheets of the
commercial banks, including the monetary survey, will be transmitted monthly within three
weeks of the end of each month. The monthly transmission will alse include a monthly
balance sheet for the NBR which will show all items shown also in the weekly balance sheet
for the NBR.

F. Ceiling on Contracting or Guaranteeing by the Central Government, Local
Governments, or the NBR of New Nonconcessional External Debt with Original
Maturity of More Than One Year

20.  Definition: This performance criterion applies to the contracting or guaranteeing by
the central government, local governments, or the NBR of new nonconcessional external debt
(as specified below) with original maturity of more than one year, including commitments
contracted or guaranteed for which value has not been received. The term debt shall be
understood as defined in the Executive Board decision No. 6230-(79/140) adopted August 3,
1979, as amended by Decision No. 11096-(95/100) of October 25, 1995 and Decision No.
12274-(00/85) adopted August 24, 2000. Debt rescheduling and restructuring are excluded
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from the criterion. Included are financial leases and other instruments giving rise to external
liabilities, contingent or otherwise, on nonconcessional terms. In determining the level of
concessionality of these obligations, the definition of concessional borrowing shall apply.
Concessional debt is defined as having a grant element of 50 percent or more. For loans with
a maturity of at least 15 years, the 10-year average commercial interest reference rates
(CIRRs) published by the OECD should be used as the discount rate for assessing the level of
concessionality, while the 6-month average CIRRs should be used for loans with shorter
maturities. To both the 10-year and the 6-month averages, the following margins for differing
repayment periods should be added: 0.75 percent for repayment periods of less than 15 years;
1 percent for 15-19 years; 1.15 percent for 20-29 years; and 1.25 percent for 30 years or
more. The performance criterion is defined to exclude the use of Fund resources.

21.  Reporting requirement: Details of all new external debt, including government
guarantees, will be provided on a monthly basis within three weeks of the end of each month.

G. Ceiling on Change in Outstanding Stock of External Debt, Owed or Guaranteed by
the Central Government, Local Governments, or the NBR with Original Maturity of
Up To and Including One Year

22.  Definition: The term “debt” has the meaning set forth in point No. 9 of the
Guidelines on Performance Criteria with respect to Foreign Debt adopted on August 24,
2000. Excluded from this performance criterion are normal import-related credits.

23.  Reporting requirement: Data on debt and guarantees by central government, local
governments, or NBR will be transmitted, with detailed explanations, on a monthly basis
within three weeks of the end of each month.

H. Domestic Fiscal Balance

24.  Definition: The domestic fiscal balance is defined as domestic revenue (excluding
grants and privatization proceeds) minus current expenditure (excluding external interest
due) and domestically financed capital expenditure on a payment order basis, minus net
lending.

25.  Target and adjustments: The program sets a ceiling on the domestic fiscal deficit,
i.e. a floor on the domestic fiscal balance (as performance criterion or benchmark). As an
adjustment, any shortfall in expenditure under the World Bank led demobilization and
reintegration program will be used to reduce the deficit target, i.e. will be added to the target
for the domestic fiscal balance. The deficit ceiling will be reduced by the Rwanda franc
equivalent of any shortfall in earmarked external budgetary support. In addition, the deficit
ceiling will be reduced by the amount of privatization revenue (recorded under net lending).
The ceiling for the domestic fiscal balance will be adjusted downward by the difference
between programmed spending for additions to the strategic petroleum reserve, RF 3.9
billion, and the actual cost of petroleum products added to the reserves, evaluated at the
program exchange rate.
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26.  Reporting requirement: Data on domestic revenue, current expenditure,
domestically financed capital expenditure and net lending will be transmitted, with detailed
explanations, on a monthly basis within four weeks of the end of each month.

I. Recurrent Priority Expenditure (Table 2)

27.  Definition: Central government recurrent priority expenditure is defined as the sum
of those outlays in the recurrent budget that the government has identified as priority
spending in line with the PRSP process. Table 2 provides the list of budget lines under this
definition.

28.  Target: The program sets a floor on recurrent priority expenditure (as performance
criterion or benchmark).

29.  Reporting requirement: Data on priority expenditure, at the same level of detail as
in Table 2 will be transmitted on a monthly basis within three weeks of the end of each
month.

J. Exceptional Expenditure (Table 3)

30.  Definition: Exceptional expenditure is defined as the sum of those outlays in the
recurrent budget that the government has identified as exceptional. Table 3 provides the list
of budget lines under this definition.

31.  Target and adjustments: As an indicative target, the program sets a floor on
exceptional expenditure. There will be a downward adjustment in case of shortfalls in
spending on the World Bank-led demobilization and reintegration program.

32.  Reporting requirement: Data on exceptional expenditure, at the same level of detail
as in Table 3, will be transmitted on a monthly basis within three weeks of the end of each
month.

K. Net Accumulation of Domestic Arrears

33,  Definitions: Net accumulation of arrears for any given calendar year is defined as the
difference between

gross accumulation of new domestic arrears within the calendar year of consideration,
cumulative from 1 Japuary to 31 December, as measured as the difference between
payment orders and actual payments, and

gross repayment during the calendar year of consideration of any arrears outstanding
at 31 December of the preceding year, including repayment of the preceding year’s
float and repayment of older arrears in accordance with the government guidelines.
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34, Target and adjustments: The program sets a ceiling on the net accumulation of
domestic arrears, with a negative target thus representing a floor on net repayment (as
performance criterion or benchmark). The ceiling will be reduced downward by the amount
that the excess of gross accumulated bills payable above RF 1.5 billion at end-June and end-
September 2003, and the excess above RF 2.5 billion at end-December 2003.

35.  Reporting requirement: Detailed data on repayment of domestic arrcars and the
remaining previous-year stock of arrears will be transmitted on a monthly basis within three
weeks of the end of each month,

L. Stock of Qutstanding Nonreschedulable External Arrears Owed by the Central
Government or the NBR

36.  Definition: Nonreschedulable external arrears are defined as the sum of arrears owed
by the central government or the NBR to multilateral creditors and, if any, nonreschedulable
arrears, to bilateral official and commercial creditors.

37. Target: The program sets a continuous performance criterion on the nonaccumulation
of nonreschedulable external arrears.

38.  Reporting requirement: Detailed information on repayment and/or refinancing
(including the terms of refinancing) of arrears will be transmitted on a quarterly basis within
three weeks of the end of each quarter. The Fund will be notified immediately in case of
incurrence of any nonreschedulable external arrears.

II. OTHER DATA REQUIREMENTS FOR PROGRAM MONITORING
A. Public Finance

39.  Reporting requirement: Monthly data on external budgetary support with a
breakdown of loans by creditor and grants by donor and domestic nonbank financing of the
budget (including treasury bills and government bonds held by the nonbank public) will be
transmitted on a monthly basis within three weeks of the end of each month; quarterly data
on the implementation of the development budget with detailed information on the sources of
financing will be transmitted on a quarterly basis within three weeks of the end of each
quarter; public sector external and domestic scheduled debt service and payments will be
transmitted on a monthly basis within three weeks of the end of each month. The Rwanda
Revenue Authority will transmit any updated census results of small and medium enterprises
(including the economic characteristics of these enterprises and their estimated annual sales).

B. Monetary Sector

40. Reporting requirement: The following data will be transmitted on a monthly basis
within three weeks of the end of the month: the individual balance sheet and consolidated
balance sheets of deposit money banks (situation monétaire des banques); the monetary
survey (situation monétaire intégrée); disaggregated data on “other items net” of the NBR
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and deposit money banks; required reserves and excess reserves of individual commercial
banks, showing separately foreign exchange held as required reserves with the NBR;
nonperforming loans of individual commercial banks; required and actual provisioning of
impaired assets for individual banks; capital adequacy ratio for individual commercial banks
and a weighted average for all commercial banks.*

C. Public Enterprises

41, Definition: The financial statements and bank deposits of the key public enterprises
(including Rwandatel, Electrogaz, Ocircafé, Ocirthé, and ONP) will be menitored under the
program.

42.  Reporting requirement: The financial accounts (including profit and loss accounts,
balance sheets, and annual reports when published) of key public enterprises (including
Rwandatel, Electrogaz, Ocircafé, Ocirthé, and ONP) will be transmitted to the African
Department of the Fund within four weeks on a semi-annual basis or as the accounts become
available. The statement of these enterprises’ bank deposits (bank by bank) will be
transmitted to the African Department of the Fund on a quarterly basis within four weeks of
the end of each month.

D. External Sector

43.  Reporting requirement: The following buying, selling, and average exchange rates
will be transmitted on a weekly basis within seven days of the end of each week:

(i) intervention exchange rates used in NBR's operations with the commercial banks; (ii) the
exchange rates used in interbank transactions among the commercial banks; (iii) the average
of (i) and (ii); (iv) the exchange rates for transaction in banknotes at the commercial banks;
(v) the same for foreign exchange bureaus; and (vi) the parallel (black) market exchange
rates. All these exchange rates will be calculated on the basis of daily buying and selling
rates; the average exchange rates will be calculated on the basis of a simple average of the
daily buying and selling rates. The NBR will report weekly on the difference between the
paraliel market rate (buying and selling) and the weighted weekly average rates of NBR
intervention in the interbank market for purchases and sales, respectively.

44.  The following data will be provided on a monthly basis within four weeks of the end
of each month:

. The amount of foreign exchange held by commercial banks with the NBR as required
reserves

2 Detailed data account by account on central government (including ministries), other public agencies, and
public enterprises accounts with the NBR and each commercial bank will be transmitted on a quarterly basis
within for 4 weeks of the cnd of the quarter.
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J net open foreign exchange position of each commercial bank and foreign exchange
bureau, and the calculation method,;
. foreign exchange intervention by the NBR on interbank market;
. imports, sales, and purchases of foreign exchange banknotes by commercial banks;
. sales and purchases of foreign exchange banknotes by foreign exchange bureaus.

Export and import data, including volumes and prices, will be transmitted on a monthly basis
within four weeks of the end of each month; other balance of payments data including the
data on services, official and private transfers, capital account transactions, and the
repatriation of export receipts will be transmitted on a quarterly basis within four weeks of
the end of each quarter.

E. Real Sector

45.  Reporting requirement: Monthly disaggregated consumer price indices for Kigali
(NBR), urban areas (Ministry of Finance), and rural areas (Ministry of Finance) will be
transmitted on a monthly basis within four weeks of the end of each month; any revisions to
gross domestic product by sector estimates will be transmitted within three weeks of the date
of revision.

F. Electronic Data Reporting

46.  Reporting requirement: The following data will, where feasible, be made available
through electronic format (Excel) and e-mailed to the Aftican Department of the Fund:

(1) Monetary data and exchange rates:

Monthly balance sheet of the NBR, summary balance sheet of the commercial
banks, individual balance sheets of the commercial banks, details of public
sector deposits with commercial banks, details of commercial banks’ loan
provisioning and capital adequacy, monthly data on foreign exchange
operations of commercial banks and the NBR, and net open foreign exchange
positions. These data will be transmitted within three weeks of the end of

the month.

Weekly balance sheet of the NBR will be transmitted within seven days of the
end of each week.

Weekly data on NBR interventions on the money market (appel d’offres) both
to inject and to absorb liquidity, including the maturity and the due date of the
transactions, the amounts offered, demanded, and allocated (by bank, in
millions of Rwanda francs), the maximum, minimum, marginal, and average
interest rates offered, and the interest payments (by bank, in Rwanda francs).
These data will be made available within seven days after the end of the week.
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L}

Weekly data on recourse to the discount window (prise en pension), including
the period of borrowing, the discount rate, and the amount (by bank, in
Rwanda francs). These data will be made available within seven days after the
end of the week.

Weekly update of the monthly treasury plan (plan de trésorérie) for foreign
exchange reserves at the NBR. These data will be made available within seven
days after the end of the week.

Weekly data on exchange rates, including foreign exchange auctions by the
NBR, the amount of foreign exchange offered, demanded, and allocated (by
commercial bank, in U.S. dollars and Rwanda francs), and the minimum,
maximum, marginal, and average exchange rate offered. These data will be
made available within seven days after the end of the week.

Daily balance by commercial bank of amounts cutstanding from money
market interventions to absorb liquidity (appel d offres—ponction), to inject
liquidity (appel d’offres—injection), under the discount window (prise en
pension) and any other credit facility of the NBR, respectively. These data
will be made available within seven days of the reported date.

Weekly balance of the subaccount for HIPC Initiative assistance from the
IMF at the NBR. The data will be provided within seven days of the end of
the week.

(i)  Fiscal “flash” report, including detailed lists of priority and exceptional
expenditure. These data will be transmitted within four weeks of the end of
the month.

(ili}  Detailed export and import data; and
(iv)  Detailed CPI data.

III. PROGRAM MONITORING COMMITTEE

" 47.  Definition: The Interministerial Technical Committee, composed of senior officials
of key ministries and the National Bank of Rwanda shall meet once a month and be
responsible for monitoring the performance under the program, informing the IMF staff
regularly about progress on program implementation, and transmitting supporting
information necessary for program monitoting.

48.  Reporting requirement: The names of the Interministerial Technical Committee
shall be communicated to the IMF no later than the date of submission of the authorities’
request for support of the three-year PRGF-supported program to the Executive Board of the
TMF o the start of a new annual arrangement, The Interministerial Technical Committee
shall provide to the IMF staff a progress report on the program implementation on a monthly
basis within four weeks of the end of each month.
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ANNEX B. RECLASSIFICATIONS

The following reclassification of data has been made to the monetary survey:

Reclassification of the deposits of 15 additional autonomous public agencies: In tables
presented by the IMF prior to November 5, 2000, deposits of the central government with the
NBR included deposits of 15 autonomous agencies. As of November 6, 2000 these deposits
will be itemized separately in a category called “public nongovernment deposits,” but will
still be included in the domestic credit of the NBR.
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Table 1. Rwanda: Summary of Reporting Requirements
Reporting
Status Variable or table rememes endotperiod  slociranically
covered
A, Monetary and Foreign Exchange
PC Net foreign assets NBR Weekly Seven days Yes
PC Reserve money Weekly Seven days Yes
PC Net credit to central government Monthly Three weeks Yes
Table Monthly balance sheet of the NBR Monthly Three weeks Yes
Table Summary balance sheet of the commercial banks Monthly Three weeks Yes
Table Individual balance sheets of the commercial banks Monthly Three weeks Yes
Table Details of public sector deposits with individual Quarterly Three weeks Yes
commercial banks
Table Details of commercial banks’ loan provisioning Monthly Three weeks Yes
and capital adequacy
Table Monthly data on foreign exchange operations of Monthly Three weeks Yes
commercial banks, the NBR, and foreign
exchange burcaus
Table Net open forcign exchange positions of Monthly Three weeks Yes
commercial banks and foreign exchange bureaus
Table Exchange rates Weekly Seven days Yes
B. Debt
PC New external government borrowing Monthly Three weeks
pPC Stock of short-term external government debt Monthly Three weeks
C. Fiscal
PC Domestic arrears (repayment of the end-of-year Monthly Three weeks Yes
stock of arrears and accumulation of new arrears)
PC External arrears o Yes
ov External budgetary support Monthly Three weeks Yes
Table Fiscal data (revenue, expf:ntditmc,z priority Monthly Three weeks Yes
expenditure, exceptional expenditure, wage bill)
Table Development budget implementation Quarterly Three weeks Yes
Table Scheduled debt service and payments Quarterly Four weeks Yes
D. Public enterprises
Table Public enterprises financial statements Semi-annual Four weeks
Table Public enterprises bank deposits Quarterly Four weeks
Table Estimated and actual tax payments of the public Quarterly Four weeks

enterprises
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Table 1. Rwanda: Summary of Reporting Requirements

Reporting
Status Variable or table Reporting delay fro}n Report d ata
frequency end of period  electronically
covered
E. Civil service
ov Size of the civil service {core civil service and Monthly Three weeks Yes
teachers)
F. Balance of payments
Table Export and imports Monthly Four weeks Yes
Table Detailed Balance of Payments Quarterly Four weeks
G. Prices
oV CPI Kigali (NBR), urban, and rural (Minecofin) Monthly Four weeks Yes

1/ The authorities will notify immediately the Fund in case of incurrence of any nonreschedulable external arrears.

2/ On commitment basis (engagement} and on payment order basis (ordonnancement); the provision of fiscal data is
based on the Aflash= reporting (aggregate and by ministry}.

PC = performance criterion or quantitative benchmark;
QI = quantitative indicator;
OV= other variable.
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Table 2. Rwanda: Recurrent and Capital Priority Expenditure, 2003

(In millions of Rwanda franes)

APPENDIX 1
ATTACHMENT II

2003

Internal affairs
National police services
Prisons

Agriculture
Agriculiural production
Livestock production
Forestry resources
Soil conservation and water systems managemenl
Agriculiura] extension and marketing

Commerce
Prometion of trade and commeree
Industrisl development and artisanal promotion
Export promotion

Education
Pre-primary and primary education
Secondary education
Tertiary education
Scientific and technological research
Tnstitutional support

Youth and Sporls
Youth mobilization
Cultural promotion
Research, acquisition, and conservation of (he national heritage

Health
Primary health care
Specialist care for major health problems
Development of heaith structures
Improvement in health management services

Transport and communication, energy and water resources
Development and modernization of communication infrastructures
Improvement in transport services
Rationalization and management ol urban lind
Development of transport infrastructure 2/

Energy

Water and sanitation

Mining and oiber geological programs
Methane gas unit

Gender
Support programs for promotien and development of women
Promation of gender in developenent
Promation of sosio-economic eguity

Public service
Civil service relorm
Employment and sociul seeurity promotien

Lands and resettfement
Land plarning and management
Planning and supervision ol housing amenilies
Conservation and protection of ihe envirnnment

Local government (exchuding exceptional expenditure)
Decentralization
Community development
Socinl reingertion
Pamily rehabilitalion
Mass education
Promotion of children's rights
Decentralization (disiricl iransfers in recurrent budget)
Common development find (district transfers in development budget) 3/

Provinces

4,739
4,103
636

2142
1,000
636
192
92
172

768

4
522
212

12,379
1,349
853
8,019
605
1,552

420

53
172
196

4,601
1,431
2,359
392
419

3313
340
208
113

2,275

45
150
BO
103

286
178
52
57

501
374
127

684
377
193
113

6,498
245
565

49
14
27
18
1,526
4,000

23416

Total recurrent
Total

56,196
60,196

Sowrce; Rwandesc authorities,

1/ All programs are classified as recurrent expenditures, except where macked.
2/ Includes Road Fund.
37 As part of capital expenditure,
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Table 3. Rwanda: Composition of Exceptional Expenditure, 2003

{In millions of Rwanda francs)

2003

Demobilization/Reintegration/Reinsertion

Supplies for prisoners

GACACA
GACACA Sensibilization, Ministry of Justice
Health insurance GACACA members
GACACA jurisdictions

Vietims of Genocide Fund (FARG)

Orphans assistance

Assistance to vulnerable groups

Reinsertion of vulnerable groups

Support to local initiatives (education)

Support to orphanages and ENA

Reinsertion of displaced groups from Gishwati

Reinsertion of street children

CFIM operation

Good governance commissions
Human Rights National Commission
Constitutional Commission
Commission for Unity and Reconciliation
Electoral Commission/Referendum/Elections
Office of the Ombudsman

Nationa! Commission for the Fight Against AIDS

Educational institutes
KIST (Kigali Institute for Science and Technology)
KHI
KIE

Special exceptional road works

Special exceptional health cxpenditure

Total

13,711
1,352

306
479
1,346
5,895
448
374

61
87
180
48

730
658
569

7,306
168
215

1,952

556
1,335
1,000
3,015

41,797

Source: Rwandese authorities.
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Rwanda: Fund Relations
As of March 31, 2002

Membership Status: Joined: 09/30/1963; Article VIII

General Resources Account: SDR million
Quota 80.10
Fund holdings of currency 80.11
Reserve position in Fund 0.00
SDR Department: SDR million
Net cumulative allocation 13.70
Holdings 21.45
Outstanding Purchases and Loans: SDR million
PRGF arrangements 62.45

Financial Arrangements:

Approval Expiration  Amount approved
Type date date (SDR million)
PRGF 08/12/2002  08/11/2005 4.00
ESAF/PRGF 06/24/1998  04/30/2002 71.40
SAF 04/24/1991  04/23/1994 30.66
Stand-by 10/31/1979  10/30/1980 5.00

APPENDIX I

% Quota
100.00

100.02
0.00

% Allocation

100.00
156.63

% Quota
77.97

Amount drawn
(SDR million)
0.57
61.88
8.76
0.00

Projected Obligations to Fund (SDR million; based on existing use of resources and

present holdings of SDRs):

Forthcoming
2003 2004 2005 2006 2007
Principal 1.19 3.57 6.66 10.47 12.38
Charges/Interest 0.31 0.30 0.28 0.24 0.18
Total 1.50 3.87 6.94 i0.71 12.56
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Implementation of HIPC Initiative:

Commitment of HIPC assistance
Decision point date

Assistance committed (end-1999 NPV terms)’
Total assistance (US$million)

Of which: Fund assistance (US$million)
(SDR equivalent in millions)

Completion point date

Delivery of Fund assistance (SDR million)

Amount disbursed
Interim assistance
Completion point

Additional disbursement of interest income?
Amount applied against member’s obligations
(cumulative)

VIII. Safeguards Assessments:

Enhanced
framework

12/22/2000

452.00
43.80
33.81

Floating

9.97
9.97

9.97

APPENDIX I1

Under the Fund’s Safeguards Assessment policy, the Banque Nationale du Rwanda (BNR) is
subject to a safeguards assessment under the PRGF arrangement. A Safeguards Assessment
was completed on April 14, 2003, and the proposed recommendations are being
implemented.

IX.

Exchange System:

On March 6, 1995, Rwanda adopted a market-determined exchange rate system. Before then,
the Rwanda franc was pegged to the SDR. On December 1998, Rwanda accepted the
obligations under Article VIIL, Sections 2, 3 and 4, requiring it to ensure that the exchange
rate is free of restrictions on making payments and transfers for current international
transactions. In 2001, a foreign exchange auction system was put in place with technical

' NPV terms at the decision point under the enhanced framework.

2 Under the enhanced framework, an additional disbursement is made at the completion point
corresponding to interest income earned on the amount committed at the decision point but
not disbursed during the interim period.
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assistance from MAE. Since February 7, 2001, auctions have been taking place on a weekly
basis.

X. Article IV Consultation;

Rwanda is on the revised 24-month consultation cycle. The Executive Board discussed the
staff report for the 2002 Article IV Consultation on July 24, 2002.

XI. FSAP Participation, ROSCs, and OFC Assessments:

To date, Rwanda has not participated in the Financial Sector Assessment Program (FSAP)
nor has had an Official Financial Center {OFC) assessment. A Report on Observance of
Standards and Codes on Fiscal Transparency (ROSC) is currently under preparation.

XII. Technical Assistance:

1999 FAD long-term experts, on tax policy, on budget preparation, and on treasury
management

1999 MAE long-term general advisor to governor of NBR

1999 MAE experts on banking supervision and foreign exchange market operations

2000 FAD experts on budget execution and on tax policy

2000 MAE experts on foreign exchange market operations, and banking supervision

2000 STA mission on money and banking statistics.

2000 STA mission on balance of payments statistics

2001 FAD experts on expenditure management and on tax policy

2001 FAD mission on tax policy

2001 MAE mission on foreign exchange policy, monetary policy, and banking supervision

2001 MAE expert on monetary policy implementation

2001 FAD mission on assessment of tracking of poverty reducing expenditure, and the

fiscal ROSC

2001 MAE expert on banking supervision

2002 FAD experts on expenditure management, and on tax policy (until mid-year)

2002 MAE expert on banking supervision (until November)

2002 MAE expert on monetary policy implementation

2002 AFRITAC East work plan mission

2003 AFRITAC East mission on statistical issues

2003 FAD mission on fiscal ROSC and budget management system

2003 FAD mission on reform of investment incentives and tax reform

XI1LL Resident Representatives:

M. Abdikarim Farah has been in Kigali as Resident Representative since January 2001,
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Rwanda: IMF-Bank Relations Annex
(As of April 15, 2003)

1. Since 1970, Rwanda has received 56 IDA credits and grants totaling US$1,228.6
million (US$30.5 million from a recent HIV/AIDS grant). The IFC has financed three loans
and two equity participations, and three other operations have already been approved.
Disbursements to date from IDA to Rwanda have totaled about US$882 million, with a total
undisbursed balance of U$$205.6 million. Rwanda’s current portfolio of eight credits
represents, as of January 2003, a total commitment value of US$271.3 million.

2. The IDA has financed projects in (i) infrastructure, particularly road construction and
maintenance; (i) agriculture, rural development, and forestry; (iii) social infrastructure,
including water supply and sanitation, health and population, and education and training;

(iv) private sector development, public enterprise reform, financial development, and
technical assistance; and (v) two policy-based quick-disbursing operations. During the
immediate post-genocide period, IDA financed two emergency budget support operations
and a social fund-type project, and restructured its prewar portfolio of investment projects to
meet the high-priority needs associated with the emergency and the transition from conflict
to development.

Adjustment lending/macroeconomic support

3. The first structural adjustment loan for Rwanda was approved in June 1991. In 1995
and 1997, the Bank approved two emergency recovery credits (US$50 million each) as
quick-disbursing budget support to assist in the rehabilitation and recovery efforts. In March
1999, an economic recovery credit (ERC) equivalent to US$75 million was approved to
support the economic reform efforts and the overall transition from conflict to peace. The
credit was disbursed in three tranches; the last one was at end-March 2001. The Board also
approved a supplement to the ERC in the equivalent of US$15 million in December 2000,
which was disbursed in full in March 2001. A Country Assistance Strategy (CAS) Progress
Report endorsed by the Board on June 29, 1999, reaffirmed Rwanda’s status as a special
case for exceptional international assistance to deal with its difficult sociopolitical and
economic challenges. A new CAS was presented to the Board in December 2002. Supported
by this new CAS, an Institutional Reform Credit (IRC) of US$85 million was approved, with
the first tranche of US$45 million disbursed in December 2002 to support the
implementation of the Government’s poverty reduction strategy as elaborated in the PRSP.

Infrastructure and private sector development

4. A number of Bank-supported infrastructure projects that closed recently helped to
strengthen capacity and rebuild infrastructure in post-genocide Rwanda. The Transport
Sector Project helped to reform sector policies, develop the planning capacity of the
government, improve road maintenance ability, and promote private sector activity in the
sector. The project supported main road construction, improved road maintenance, and
promotion of communal activities. The Second Communications Project, which closed on
June 30, 1999, promoted efficient communications through institutional reform and
investments. It sought to create autonomous, commercially oriented operating entities for the
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telecommunications and postal services, and to provide a regulatory framework to permit the
entry of the private sector into the telecommunications industry. The Energy Sector Project
helped to establish rational energy policies as the basis for efficient utilization of Rwanda’s
energy resources and provided a framework for private sector participation in the sector. The
Second Water Supply Project helped to repair damaged water supply systems, financed an
evaluation of the water needs in secondary cities, and rehabilitated rural water supply
systems. The Rural Water Supply and Sanitation, approved by the Board in June 2000,
will continue the activities of the Second Water Supply Project in a framework that
emphasizes greater community participation. The Bank is preparing new projects in
transport, energy, and urban infrastructure to continue the support of the closed projects.

5. The emphasis of the Bank’s support in the private sector has been on enabling the
establishment of a liberal institutional, legal, and pelicy environment to accelerate private
sector activity and enhance external competitiveness. In this vein, the Private Sector
Development Project, which closed in September 2000, sought to promote expansion of the
private sector through the provision of both incentives and means to engage in labor-
intensive, export-oriented activities within an improved economic and legal framework. A
follow-on project, the Competitiveness and Enterprise Development Project (CEDP),
was approved by the Board on April 19, 2001. CEDP will continue to support the reform of
the telecommunications sector and the privatization of the current telephone monopoly, and
will assist the government in privatizing the remaining state-owned enterprises. Furthermore,
a Rural Sector Support Project (RSSP), approved by Board in March 2001, will support
programs that increase agricultural productivity, develop rural agricultural and
nonagricultural enterprises, and promote farmers' organizations as agents for the adoption
and dissemination of new farming technologies.

Social sector

6. The Bank’s activities have been aimed at restoring social infrastructure and services
in the aftermath of the 1994 genocide through the Education Sector Project, approved in
1991, and the Health and Population Project, also approved in 1991. The Education Project
was finalized in June 2000, and on June 6, 2000 the Board approved a US$35 million
Human Resources Development Project (HRDP) aimed at improving quality and access to
education. The Health and Population Project supports the operation of six health districts,
the supply of essential drugs, a national information, education, and communications (IEC)
capacity, and the restructuring and decentralization of the National AIDS Control Program. A
US$7 million supplemental to this project was approved by the Board at end-2000 to
continue activities pending the design of a new project. The Community Reintegration and
Development Project (CRDP), approved in October 1998, has promoted community
reintegration and development through community participation. CRDP is strengthening the
capacity of local communities and the administration at the communal and national levels to
identify, design, and implement development projects. This has supported the
decentralization process. The Bank recently approved a grant of $30.5 million for HIV/AIDS
Prevention to support the fight against the pandemic. In addition, the HRDP, the RRSP and
the CEDP have HIV/AIDS components that are used to assist the relevant ministries spread
the message of prevention among their staff and clients. The Demobilization and
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Reintegration project, which was approved by the Board on April 25, 2002, is to help
demobilize and subsequently reintegrate ex-combatants into civilian life.

Conditionalities

The Bank is preparing a new policy-based credit to support the implementation of the PRSP.
The key objectives are to improve the effectiveness, efficiency and poverty impact of public
sector actions; improve the environment for private sector actions, and promote investments
in human development. The conditionalities for tranche releases include the preparation of a
financial accountability review and reform action plan, agreement on a plan for the continued
implementation of the MTEF, and on the composition and budget allocation to the PRSP
priority programs. Conditionality in the private sector development area include progress in
the privatization of Rwandatel and the tea factories, the establishment of a Multi sector
Regulatory Agency and of the coffee and tea boards, the installation of private management
at Blectrogaz, and restructuring/privatization of BCR.

World Bank staff

Questions may be referred to Kene Ezemenari (Tel. 202-458-5559) and Raju Kalidindi (Tel.
202-473-3200).
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Status of World Bank Group Operations in Rwanda

(As of April 15,2003)

A. Statement of IDA Credits

Status of Fiscal

Credit Year Purpose

Closed credits:
(46 credits closed)

Active credits:
2000 Agriculture and Rural Market

Development (LIL)
1999 Community Reintegration and Dev
2001 Competitiveness and Enterprise Dev

2000 Rural Water Supply and Sanitation
2001 Regional Trade Facility
2000 Human Resource Development
2001 Rural Sector Support Project
2002 Demobilization & Reintegration
2003 HIV/AIDS
2003 Institutional Reform Credit

Total: active projects:

Total approved amount®
Of which: repaid
Total held by the Bank and IDA

APPENDIX III
Original Credit
Amount in
USS$Million Undisbursed
(Less
Cancellations)
786.6 ! 0.00
5.0 2.14
5.00 0.18
40.82 35.37
20.00 18.51
7.50 5.72
35.00 28.56
48.00 46.72
25.00 22.60
30.50 30.49
85.00 41.54
271.3 231.90
1,228.6
68.6
835.5.90

B. Statement of IFC Investments in Rwanda

The IFC's pending commitments in Rwanda comprise those in Rwandacell, AEF Dreamland,

and AEF Highland, amounting to US$5.326 million.

' Includes two emergency recovery credits of US$50 million each, approved in 1995 and

1997, respectively, and fully disbursed.

2 Total approved amount, covering closed and active credits which also included

cancellations.
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APPENDIX III
Rwanda: Structural Measures in IMF and World Bank Programs
Measure 2003 2004
& Financial s Produce a plan for capacity building in public debt e Implement the Chart of Accounts reforms.
Administration monitoring and management. (IMF, ongoing) (6/30/2004, IMF)
» Ensure that all borrowing by district governments is reported ¢ Ensure that the Office of the Auditor
to the central government on a monthiy basis. (IMF, General audits every central Ministry from
ongoing) 2005 (20042005, IMF)

e Submit Organic Budget Law to Parliament. (IMF, 9/30/2003)

» Prepare financial instructions in order to promote effective
expenditure control. (IMF, 7/31/2003)

» Improve gathering of data on disbursements from donors and
expenditures on projects. (2002-03, IMF)

o Incorporate extrabudgetary and off-budget projects and
transactions into the budget. (Budget Law 2003, IMF)

» Expand materials provided to Parliament and public on
annual budget. (2003 and 2004 Budget Laws, IMF)

e Begin producing flash reports within 3 weeks of end-month,
functional classification of budget implementation, and
reports on development budget and province and district
implementation (2003, IMF)

» Improve expenditure reporting by implementing reporting
requirements for provinces and districts. (2003, IMF)

e Complete a comprehensive review of all tax exonerations,

exemptions and incentives and take appropriate reform
action (6/30/2003, IMF)

» Complete the report on implementation of the 2002
development budget (6/30/2003, IMF)

e Issue a list of overdue obligations scheduled for clearance
during 2003 (6/30/2003, IMF)

o Strengthen the MTEF approach by sharpening of objectives,
focusing on monitorable performance indicators, improving
budget classification, integrating the development and
recurrent budgets, and capacity building. (WB)

o Implement the MTEF, with a budget process with focus on
sharpening of objectives and monitorable indicators,
improve budget classification, integration of development
and recurrent budgets. (2003-2004, WB)

o Develop capacity and systems for monitoring trends in
poverty and social indicators. (WB)

» Strengthen the systems for monitoring budget inputs and
cutcomes and poverty impact. (WB)

e Take actions to build capacity in MINECOFIN, particularly
to arrest the rapid turnover of staff in the ministry. (2003—
2004, WB)

Governance + To make the tendering process more transparent, set up an
appeals board and the National Tender Commission will
include some members from civil society. Issue the decree
covering public tendering (2003, IMF)
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Rwanda; Structural Measures in IMF and World Bank Programs

Measure

2003

2004

Privatization

Private Sector
Development

 Publish progress report on PRSP implementation. (6/30/2003,
IMF)

e The Auditor General will audit the execution of the 2002
accounts of the demobilization/reintegration project. (2003,
IMF)

+ Establish a Code of Ethics for civil servants. {12/31/2003,
IMF)

« Develop a taxpayer appeals process and adopt a Bill of
Taxpayer Rights. (12/31/2003, IMF)

e Develop a systemn of public accounts and strengthen the
internal audit capacity. {(WB)

e Prepare and implement an action plan to improve financial
accountability. (WB)

» Strengthen the Office of the Auditor-General to carry out
independent audits of government agencies and promptly
and simultancously distribute its report to the authorities and
the general public. (WB}

» Adopt the National Tender Board Law. (WB)

» Adopt and make operational the Code of conduct for public
officials, and an agency to monitor and fight corruption
(anticorruption bureau.) (WB)

o Transfer and sell to the private sector, the holdings of
Rwandatel (the telephone monopoly) in Rwandacell (the
cellular phone company). (WB)

e Privatize Rwandatel. (WB)

» Split the current Electrogaz (water, gas, and electricity utility)
into two companies — gas, and water and electricity. (WB)

» Privatize the management of the new Electrogaz (water and
electricity) through a two-step process: a 3-5 year
performance-based management contract; and (ii) a long-
term concession lease arrangement. (WB)

e Privatize tea factories and estates and coffee processing
facilities. (2003-2004, WB)

» Strengthen the Arbitration Center and create commercial
tribunals in close collaboration with the private sector. (WB)

e Strengthen the Rwanda Investment Promotion Agency
(RIPA) to facilitate investments, promote exports and
business development, (WB)

 Revise and adopt the mining code to attract investors. (WB)

* Approval of the Private Sector Federation new statute. (WB)

e Fstablish an independent multi-sector utility regulator to

regulate the activities of the utilities (electricity, gas, water,
telephone). (WB)

e Privatize/liquidate the public gas company
once the private sector gas companies come
on stream. (WB)

» Complete the privatization/liquidation of the
remaining 40 state enterprises. (WB)
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Rwanda: Structural Measures in IMF and World Bank Programs

Measure 2003 2004

¢ Improve tax administration and customs procedures to reduce
transactions costs on the private sector. (2003, WB)

e Reform the legal environment for commerce to ensure the
respect and enforcement of contracts. Strengthen the
Arbitration Center and create commercial courts in close
collaboration with the private sector, (2003-2004, WB)

Financial Sector e Continued strengthening of bank supervision: recruitment e Begin carrying out on site inspection of all
Reform and training supervisors, reorganizing the supervision banks every year. (1/1/2004, IMF)
department, and computerizing the bank supervision
process. (Ongoing, IMF)
¢ Conduct full audits of four banks. (12/31/2003, IMF} e Implement the action plan to improve credit
information quality. (1/31/2004, IMF)

e Prepare an action to improve the legal framework for banking
and to facilitate improved loan recovery. (Ongoing, IMF)

e A comprehensive plan for the restructuring of CSR will be
adopted (Ongoing, IMF)

e A new accounting plan for commercial banks to be
implemented. (12/31/2003, IMF)

¢ Formulate an Action plan to address money laundering.
(2003, IMF)

e Establish a standard operating procedure to conduct annual
audits of the National Bank of Rwanda (NBR) (4/30/2003,
IMF)

e Bstablish written procedures to ensure that monetary data
used for program monitoring purposes are in accordance
with the TMU and can be reconciled to the accounting
records. (8/31/2003, IMF)

o Issue an action plan for the closure of dormant accounts and
accounts operating outside controlling regulations (9/30/03,
IMF)

e Operationalize the NBR’s Internal Audit Department by
restricting the Director’s responsibilities to internal audit
matters, the adoption of an audit charter, the recruitment of
experienced auditing staff, the completion of a risk
assessment of all NBR operations and the preparation of a
plan for 2004 audit activities (12/31/2003, IMF)

 Improvements in the process for recovery of NPLs, with
emphasis on strengthening the Arbitration center, and
consistently implementing the voie parée system. (WB)

» Privatize Bangue du Kigali (BK) and BCR. (WB)

» Recapitalize the Banque Populaire and strengthen supervision
of small and rural credit institutions. (WB)

e Conduct a financial sector study. (WB)
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Rwanda: Structural Measures in IMF and World Bank Programs

Measurc

2003

2004

Civil Service
Reform

Building Human
Resources

e Explore alternative mechanisms to providing long term real
estate and other loans in place of the proposed real cstate
restructuring scheme using CHR. (WB)

e Continue to improve the management and effectiveness of
the civil service per the recently adopted Public Service
Statute by:

« strengthening the instruments for effective control of the civil
service establishment,

» transparent recruitment, deployment, promotion, and
retrenchment of staff from the civil service, and for
managing the payroll,

e capacity building. (WB)

» Prepare and implement a plan to improve the compensation
of civil servants under the reviscd pay and grading structure
to enable the Government to attract and retain capable civil
servants. (WB)

o Adopt a sector-wide approach for capacity building
interventions. (WB)

e Increase the allocation of budget resources to the social
services to increase the share of social sector to at least 40
percent of the recurrent budget. (WB)

» Progressively increase the nonwage category of social sector
spending. (WB)

» Make preparations for the adoption of the sector-wide
approaches for the development of the health and educations
sectors. (WB)

» Make preparations for the adoption of the sector-wide gender
responsive approaches for the development of the health and
education sectors. (WB)

e Take measures to improve access of the population to health
services, particularly through the reduction of service fees.
(WB)

« Initiate implementation of the Comprehensive Legal Action
Plan to climinate gender disparities. (WB)

« Ensurc gender-responsive status of all key emerging areas of
new legislation /or legislative reform. (WB).

e Adopt and implement a new sirategy and gender responsive
multi-sector action plan for HIV/ATDS control, prevention
and treatment. (WB)

o Progressively replace tertiary level scholarships/bursaries by
student loans. (WB)

e Increase immunization campaigns and treatment programs
for tuberculosis and malaria. (WB)

» Promote health education. (WD)
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Rwanda: Structural Measures in IMF and World Bank Programs
Measure 2003 2004
Revitalizing ¢ Adopt a land law that provides security of tenure, gives
Agriculture women land inheritance and ownership rights, and improves

overall land use. (WB)

* Increase budget allocations and implementation capacity for
agricultural field services to provide access to by farmers to
extension services, market information, improved varieties
of seeds and appropriate improved inputs. {(WB)

« Implement the new regulatory structures that liberalize the
coffee and tea sectors and give private sector agents an
enhanced role in the regulation and promotion of the
industries. {(WB)

» Review and adjust upward the producer prices for tea. Put in
place a pricing mechanism for the adjustment of tea prices to
changes in world market prices and to reflect a premium for
high quality tea. (WB)
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Rwanda: Statistical Issues

L. The economic and financial database of Rwanda is weak, in part due to the
destruction caused by the 1994 war. Since then Rwanda has received considerable technical
assistance in rebuilding the country’s statistical database, and there has been some progress
in the collection and reporting of economic and financial statistics. The authoritics are fully
cooperative in providing data to the Fund. Rwanda has very few statistical publications, but
the authorities initiated in 1998, a new annual publication covering the main economic and
financial data since 1990. National accounts and price statistics, government finance, and
balance of payments statistics suffer from significant quality weaknesses. Monetary statistics
are adequate for surveillance and program monitoring, but their timeliness and quality need
to be further improved. Additional efforts are needed to improve statistics relevant for
banking supervision.

Real sector

2. The Statistics Directorate of the Ministry of Finance and Economic Planning
(MINECOFIN) prepares data on national accounts. After the 1994 war, the authorities
compiled national accounts data starting from 1990. Nevertheless, the quality of these data is
weak, reflecting shortages of human and material resources. While considerable effort was
made to improve the reliability of GDP estimates using the production approach, significant
weaknesses in data collection on expenditures and income remain. These weaknesses are
reflected in uncertainties regarding the composition of GDP and they complicate, in
particular, an adequate assessment of developments in savings and investment. The reliability
of national accounts estimates are further hampered by weak external sector statistics. In
2003, an East AFRITAC mission visited Kigali to advise the authorities on real sector
statistics issues, especially in the area of secondary sector statistics.

3. Monthly data on the consumer price index (CPI) are compiled by MINECOFIN. The
National Bank of Rwanda (NBR) also compiles a CPI for Kigali. In 1996, the MINECOFIN
started publishing a CPT for Kigali and urban and rural areas, based on a houschold income-
expenditure survey (HIES) conducted between 1982 and 1986. However, the quality of the
CPI is weak as it does not reflect changes in household consumption patterns since the base
period (March-June 1982). In 1996, a technical assistance mission from the Statistics
Department proposed measures to improve the quality of the CP], including the
implementation of a new HIES. The HIES has recently been completed, and work is now
under way to update the CP1 basket weights with a view to compiling a single price index for
Kigali.

4, Data on employment and wages are not collected, except for the central government
and for daily informal work.

5. Real sector data are reported regularly for publication in International Finance
Statistics (IFS), although with some lags, particularly for GDP estimates.
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Government finance statistics

6. The authorities transmit to the African Department detailed monthly data on revenue
and expenditure, with a lag of three-four weeks. These data are compiled by a flash-reporting
unit, which was established in 1996 within MINECOFIN with the assistance of the Fund. A
functional classification of government expenditure has been designed and was presented
with the 2003 budget. Within the economic classification, expenditures belonging to areas
identified by the PRSP as “priority areas” are clearly identifiable. The fiscal data do not
capture consistently capital expenditure (almost entirely foreign) because capital projects are
mainly carried out by line ministries outside the regular budget procedures. Efforts are under
way to integrate the development budget into the normal budgetary procedures. Fiscal data
have often shown a discrepancy between the deficit as recorded from above the line with that
derived from below the line (i.e., its financing). Together with Fund staff, the authorities
have made adjustments for changes in the balance of non-core government accounts, for
changes in cash in vault at the revenue authority, for accounting errors and for other factors.
In recent years, the remaining discrepancy has not exceeded 0.4 percent of GDP,

7. Selected aggregates on annual central government operations through 2002 have been
reported to the Statistics Department and are published in JFS. These data exhibit large
statistical discrepancies, mainly due to the time of recording of expenditures and the link
with financing data. No sub-annual data are reported to STA and government finance
statistics have been reported for the GFS Yearbook only through 1993.

Monetary statistics

8. The balance sheet of the NBR is transmitted to the African Department on a weekly
basis with a lag of one week, and the monetary survey and the balance sheets of commercial
banks are transmitted on a monthly basis with a lag of about four weeks. Detailed data on
interbank money market transactions are also provided upon request to mission staff. The
NBR established a working group to implement the recommendations of previous missions.
Following technical assistance from the Statistics Department, the government improved the
classification of monetary accounts. A monetary and financial statistics mission visited
Kigali in November 2000 and conducted an in-depth review of the monetary statistics
currently compiled by the NBR. The NBR is currently implementing these recommendations,
and has adopted in June 2002 an improved classification of the central bank balance sheet
accounts. Moreover, a MAE mission visited Kigali in June and July 2001 and left a number
of recommendations regarding the compilation of statistics needed for an effective banking
supervision. A resident MAE expert assisted the NBR between late 2001 and late 2002 in
improving the banking supervision statistics. Monetary data are reported separately to the
Statistics Department on a timely basis and published in /FS.

Balance of payments statistics

9. Foreign trade data are provided to Fund missions by the NBR. There are
inconsistencies between data reported by the NBR and data recorded by customs. There is
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also significant unrecorded trade, and information on invisible transactions is scarce. There
are indications of significant under recording of official external transfers, and data on the
level and composition of private flows are poor. In 1997, a technical assistance mission from
the Statistics Department assisted the anthorities in designing surveys aimed at improving the
collection of invisible transactions and private capital flows. A follow-up STA mission
visited Kigali late in September 2000. The mission made several recommendations regarding
the institutional setting of the NBR. These included ensuring an adequate number of well-
trained staff, providing instructions on balance of payments compilation methodology, and
securing a more effective administrative organization. Following the mission’s
recommendations, one NBR official has already participated in the IMF Institute balance of
payments statistics course in 2001. The mission’s other main recommendations were that

(1) the NBR adopts trade in goods data as produced by Customs rather than as compiled by
the Exchange-control department of the NBR; (2) the NBR encourage the commercial banks
to adopt a standard foreign exchange reporting form and provide the commercial banks with
commensurate automated reporting tools; and (3) the NBR implement the supplementary
surveys without delay since the enterprises register is now available. Regarding (1), the NBR
has collected all documents filed by border custom offices and is in the process of
incorporating their results in the BOP, Regarding (3), the NBR has recently begun making
use of such surveys in the compilation of BOP statistics.

10.  Annual balance of payments and quarterly import and export data are reported to
STA, albeit with some lags, and are published in IFS. Rwanda sent methodology notes
describing the compiling methods for balance of payments statistics which were inchuded in
Part 3 of the 2002 Balance of Payments Statistics Yearbook (BOPSY).

11. A database on external public debt is maintained by both MINECOFIN and the NBR.
The authorities have established a committee, composed of the staffs of the ministries of
Finance and Economic Planning and Foreign Affairs and the NBR, to monitor and collect
information on external public debt.



Rwanda: Core Statistical Indicators
(As of May 14, 2003)

Exchange | International Ceniral Reserve/ Broad [nterest Consumer | Exports/ Current Overall External Debt
Rates Reserves 5/ Bank Base Moncy Rales Price Imports Account Government GDP/GNP Pubtic Service
Batance Money Index Balance Balance 6/ Debt 7/ i
Sheet
Date of Latest Current 5£2/03 52703 5/2/03 303 3/03 3/03 1/03 2002 3/03 2002 1/ 12/02 1/ | 12/02 1/
Observation
Date Current 5/9/03 5/9/03 5/9/03 5403 303 5/03 5/03 2/03 5/03 2/03 2/03 2/03
Received
Frequency of Daily Weekly Weekly Weekly Monthly Monthly Monthly Monthly Annually Monthly Annually Annually Annually
Data
Semi- Semi- Semi- Semi-
Frequc_ncy of Weekly Weekly Weekly Weekly Monthly Monthly Monthly Manthly annually Monthly anmually annually annually
Reporting
Source of NBR 2/ NBR 2/ NBR 2/ NBR 2/ NBR 2/ NBR 2/ NBR 2/ NBR 2/ NER 2/ MFEP 3/ MFEP 3/ MFEP 3/ | MFEEP 3/
Update
Mode of - Facsimile/ | Facsimile/ | Facsimile/ | Facsimile/ | Facsimile/ | Facsimile/ | Facsimile/ Mainly Facsimile/ Mainly Mainly Mainly
- Facsimile/ o S - - o S o . o . . .
Reporting e-mail missions/ missions/ | missions/ | missions/ § missions/ missions! | missions/ during missions/ during during during
¢-mail e-mail e-mail e-mail e-mail e-mail e-mail missions ¢-mail missions missions missions
Confidentiality No 4 4f 4/ 4f No No - 4/ 4/ 4/ 4f 4f 4/
Frequency of Monthly Monthty Manthly Monthly Monthly Monthly Monthty Annually Annually Annually Annually Annually | Annually
publication
1/ Estimates.

2/ NBR = National Bank of Rwanda.

3/ MFEP = Ministry of Finance and Economic Planning.

4/ Preliminary data for staff use only; actual data are unrestricted.

5/ International Reserves refer to gross official reserve assets.

6/ The category Overall Government Balance refers to Central Government Balance.

7/ External public debt refers to external public debt owed or guaranteed by the central government, local governments or the National Bank of Rwanda. Normal import-

related credits are excluded. The term “debt” has the meaning set forth in point No. 9 of the Guidelines on Performance criteria with respect to foreign debt adopted on
August 24, 2000.
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Table 1, Rwanda: Health Sector Performance Indicators, 19972061 L/

APPENDIX V

1947 1598 1999 2008 2001
1. Number of curative consuliations at health centers; new cases 2,760,421 2233279 2,124719 20 1995122
2. Number of qualified physicians at hospitals 181 ¥ 144 148 148
2b, Number of qualified nurses 899 1,033 1,442 1,457
3n. Expenditure on medicines in district hospitals (millions of Rwanda Franes} 4/ 145.7
3b. Expenditure on medicines in health centers (mitlions of Rwanda Franct) 4/ 5/ 405.2
3¢, Expenditure for medicines on the budget (millions of Rwanda Francs) 3/ TG 2260 245.0 284.0
4a, Number of [unctional bealth centers 330 346 348 360 365
4bh, Number of fanctional hospitals kL) 28 29 33 33
5a. Number of fully equipped/staifed health centers 10/
5b. Number of fully equipped hospitals 10/
6. Number of medicatl and paramedical students enrofled in Kigali 3] 75 134

Tnstitute of Health (three-year program)

Source: Ministry of Health, National Health Information System

1/ Agreed hetween the authorities and Fund and World Bank staffs.
2/ Based on 92 percent of expected monthly reports in March 1995, 88 percent of expected monthly reperts in June 1939,

3/ In 1997, including 54 expatriates.

4 Tn 1997, from the Health Financing Study {Mindstry of Health, World Bank, and Etwde du Financemen: di Systéme de Santé, HERA, May 1993), In 1559, based on
reports from ten regional health centers (91 percent of expected repotts).

79 percent of expected monthly reparts in September 199% and 16 percent of expected menihly reports in December 1995,

S/ 1n 1999, the purchase of medicines was decentralized 8o as (o promere sost sharing; hospitals and health centers now manage their own purchases of drugs,



Table 2. Rwanda: Health Sector Key Performance Indicators, 19852000
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Indicator 1985-80 1991-94 1995-2000 Comments Source
Infant mortality rate 86 129 167 Both infant and under-5 mortality DHS I/
Under-5 mortality rate 141 218 196 rose during the mid-1990s and
{per 1000 live births) have declined since then
Maternal mortality ratio 611 1,611 1,071 This indicator remains high by any DHS
(per 100,000 live births) standard and reflects systemic
problems in the health system
Life expectancy at birth 46 40 HIV/AIDS has erased earlier gains UN Pop. Div. 2/
(years)
Contraceptive prevalence rate L0 2.0 34 Genocide/war experience reversed DHS
modern methods (percentage) earlier trend in family planning use
Total fertility rate 6.2 5.8 Most of the decline ¢an be attributed DHS
to decreases in proportion married
and in unions
Adult HIV prevalence rate 1.2 UNAIDS 3/
(percentage)
Immunization coverage Immunization coverage was DHS
BCG 4/ (percentage) 97.0 7.0 maintained for BCG, dipped for
DFPT3 5/ (percentage) 912 B6.0 DPT3, but declined overall (fully
Fully immunized 872 76.0 immunized) since the mid 1990s.
(perceniage) There are virtually no rich/poor
differentials in coverage rates.
Prenatal coverage 94.0 92.0 The country has succesded in DHS
at least | prenatal visit maintaining relatively high prenatal
(percentage} coverage rates, though continuity
of prenatal care is very low.
Deliveries assisted by health 26.0 310 In spite of the increase, most rural DHS

professional (percentage)

deliveries continue 1o be assisted by

traditional birth attendants.

1/ DHS: Demographic and Health Survey, Government of Rwanda.
2/ UN Pop. Div. : United Nations Population Division, Department of Economic and Social Affairs,

3/ UNAIDS: United Nations Joint Programme on HIV/AIDS.

4/ BCG: Tuberculosis Immunization.
5/ DPT3: Diphtheria Inmunization.
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Table 3. Rwanda: Education Performance Indicators, 1998-20G1 1/

1998 19499 2000 2001
Primary educatlon
Enrollment and completion {annual}
Total gross enrollment 2/ 1,270,731 (85%) 1,288,617 (88%) 1428703  (9T) 1475572 107
Male $35,765 () 644,430 (90%) 72,881 () 738,439
Female 634,968 .} 644,187 (87%;) 704,811 [} 737,833 ()
Comgpletion 3/ 60,361 (22%)
Transition to secondary education 4/ 12,503 (21%) (38%) (42%} 37%)
Number of qualified teachers (annual’schoa) term) 5/ 14,463 (47%) 11,541 (49%) 13,934 {53.2%) 17,995 (63%%)
Student-teacher ratio {annual'school term) 57 55 54 54
Student-qualified teacher ratiu {annual/school term) 121 112 102 82
Average number of books per pupil {annual) 0.56
Number uf ieachers trained through in-service traming (amual) &/ 2,568 AN 4,054
Number ol students enrolled at the 11 teacher training colleges
{three-year colleges) (annual) 7/ 2,369 3,512 4,400
‘Number of classes (annual} 30,866 36,534 39,045
Number of classrooms (annual) 23,395 24,844 17,339
Number of ¢lagsrooms constructed/extended {annusl) 89 114 214
TRepetition rate (in percent) 32 38 33 32
Drrop out tale {in percent) B/ 12 11 13 14
Percent passing nationa) exams 9/ 23 26
Secondary educatlon
Enroliment and completion {annual)
Tatal grass enrollment {rate) 2/ 50,340 (. 105,202 ) 125124 (123) 141,163 un
Male 45 054 (] 51,811 () 01,458 {..} 70,265 {2
Female 45,786 (o) 53,481 (. 63,666 [ 70,898 (W]
Complelion 3/ 10,500 {n)
Transition to higher education. 4/
Number of gualified teachers (annual/school teem) S/ §0/ LIS8  (31%) 1,584 (33%) 2,287 (43%) 2711 (50%)
Average number of books per cluss (annual)
Average number of bouks per pupil {annual)
Averuge number of teachers provided with teaching materials (annual)
Number of teachers trained through in-service training (annual) 6/ 236 B34
Numher of students enrelled for teacher fraining o1 the Kigali Institute
of Education (KIE) (four-year institute} (ammual) 299 00
Number of clagses (annual) 1,864
Numier of classrooms constructed'extended {aonual) 3 3
Higher education
Total gross enreliment 12,757 (19)

Source: Ministry of Education

1/ Agreed between the suthorities and Fund and World Baok stalli.
2/ In parenthezes, gross emrollment rate: number enrelled, regardless of age, divided by population i afficial primary school age in percent.
3/ Tn parentheses, completion rate: number of pupils in cohort reaching grade 6 divided by number o pupils erolled in first grade six ycara
before in percent.

! In parentheses, transition rate: number of pupils admilted in secondary schoals (higher education) divided by number of pupils
aurolled in grade 6 of primary (secondary) school in peroent,
5/ In pareniheses, in percent of total number of teachers.
6 In 1999, includes teachers attending 3-6 day trainng courses, The program for teacher training was initiated in 1994, and became fully
operational only in 1999,
7/ Belure 1999, primary school teachers were trained in secondary schools (data on number of Irainees unavailable).
8/ In 1999, estimate based on Butare and Kigali Ngali
9/ Figure provided by National Examinations Couneil.
107 Before 1999, includes both trained teachers with certificates and those with BAC (first two years of university); from 1999, includes
only trained teachers with certificales.
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Rwanda: Work Program—Proposed Phasing of Disbursements Under the PRGF

PRGF Arrangement, 2002-05

Amount
Date Description (In millions (In percent
of SDRs) of quota)

August 12, 2002 Thice-year arrangement approved
Angust 16, 2002 First disbursement 0.574 0.7
June 13, 2003 First review completed
June-03 Second disbursement 0.571 0.7
October-03 Second review completed
November-03 Third disbursement 0.571 0.7
May-04 Third review completed
May-04 Fourth disbursement 0.571 0.7
November-04 Fourth review completed
November-04 Fifth disbursement 0.571 0.7
May-05 Fifth review completed
May-05 Sixth disbursement 0.571 0.7
November-05 Sixth review completed
November-05 Seventh disbursement 0.571 0.7

Total 4.000 5.0
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Rwanda: Safeguards Assessment — Summary of Conclusions

A safeguards assessment of the NBR was completed in April 2003. The assessment received
full cooperation of the NBR, and an agreement was reached on a set of measures to remedy
identified vulnerabilities.

Vulnerabilities
The vulnerabilities identified included:

(i) The external audit mechanism needs strengthening to ensure that annual external
audits are conducted and the Committee of Auditors becomes fully operational

(i)  The newly established internal audit department requires additional resources to
become operational

(ili)  Procedural controls over the compilation of program monetary data require
strengthening, and

(iv)  Formal investment guidelines for the management of foreign reserves need to be
established

Remedies under program conditionality

The authorities agreed to the implementation of the priority measures proposed by the
safeguards assessment. They have started the tender process for the external audit of the
NBR’s 2001 and 2002 accounts. As a prior action under the PRGF, the Ministry of Finance
and Economic Planning committed to establish standard operating procedures for the conduct
of annual audits of the National Bank of Rwanda.

As a structural benchmark for the second review, the authorities are to establish written
procedures to ensure that monetary data used for program monitoring purposes are in
accordance with the TMU and can be reconciled to the accounting records. In addition, they
are to ensure that the external audit firm completes, subsequent to the completion of the audit
of the NBR’s 2002 financial statements, a review of the consistency between data reported to
the IMF and the audited financial statements.

As a structural benchmark for the third review, the NBR is to make operational its Internal
Audit Department by: restricting the Director’s responsibilities to internal audit matters;
NBR Board adoption of an audit charter; the recruitment of two qualified and experienced
internal audit staff members; the completion of an audit risk assessment of all NBR
operations; audit of program data as of September 30, 2003; and the preparation of a plan for
2004 audit activities approved by the Governor.
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Rwanda: Implementation Status of Actions to Strengthen Tracking of
Poverty-Reducing Public Spending

Actions

Timing
(SM)

Status
(FIII/
NS)*

Date
Achieved

Comments’

Actions to strengthen budget formulation

1

Clearly identify all programs in support of the
poverty reduction objective in line with the priorities
of the PRSP in the budget 2002, Clarify how these
programs relate to the concept of "social sector
spending” under the 2001 project.

FI

2002
budget

Refine the program/ subprogram classification,
including with a view toward achieving consistency
across ministries and agencies where feasible.

F1

2002
budget

Devise a method - possibly informally - to revise the
assignment of priority programs and poverty
reducing expenditures over time.

NS

Improve coverage for expenditures financed from
fees or other own or earmarked revenues of
ministries and agencies.

H|

To be completed in
2004 budget

Improve the operation of CEPEX

[¥4]

II

Continued development, and implementation of a
basic budgeting and reporting system for the
Districts that is consistent with consolidation into
general government, including own resources and
aid in kind.

II

Expand computerization (and associated {raining) to
allow easy reporting by provinces and districts in a
system integrated with the current SIBET system.

Z

I

8

Inteprate development budget and recurrent budget

1T

9

Improve macroeconomic in-housc forecasts

I

10

Continue the implementation of the MTEF

gwm

I

Actions to strengthen budget execution

11

Pass the organic budget law, and institute financial
instructions and guidelines (either as law or
instructions)

II

12

Pass the NTB legislation and formally adopt the
procurement guidelines.

I

13

Design of a full chart of accounts and
implementation of initial procedures to account and
report in line with it,

II

1

§=Shott term action; M=medium term action.

2 FI=fully implemented, II=Implementation initiated, NS=Not started.

3 Comments may explain any changes in the nature of proposed actions or changes to the timing of their
implementation.
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Rwanda: Implementation Status of Actions to Strengthen Tracking of
Poverty-Reducing Public Spending

Status

Actions EE];% (II:I Ié'g/ Ac%?etze d Comments®
14 | Strengthen Inspection Générale et Audit both in S 1|
terms of staffing and training
15 | Clarify the role of the internal audit units in S I
ministries, and their relation to the Inspection
Générale et Audit. Strengthen internal controls.
16 | Draft an internal audit manual S NS
17 | Ensure that administrative strengthening programs M T
for districts take place, and that all provinces/
districts are covered.
18 | Continued refinement and implementation of M II
accounting and reporting procedures
Actions to strengthen budget reporting
19 | Setup clear and easy reporting framework for S It Framework is in
programs identified as poverty reducing, i.e. in place for central
support of the objectives and priorities of the PRSP. govermment,
however not yet for
district
expenditure.
20 | Develop reporting framework on projects with dircet S 1
input from donors.
21 | Improve reporting on fees, earmarked revenues, and 5 I
other own revenues of ministries and agencics.
22 | Develop monthly or quarterly reporting framework S I
for decentralized (and deconcentrated) units.
23 | Clarify the roles of the Auditor General and the Cour S a To be finalized
des Comptes, minimizing duplication of work with new
Constitution,
Supreme Court
Law and Organic
Budget Law
24 | Change the law, so that the Auditor General reports S I
to parliament in the first instance instead of the
President.
25 | Pass legislation on the content, and timetable for the ) I To be part of
preparation, audit, and presentation of [inal accounts. Organic Budget
Law/Financial
Instructions
26 | Prepare final accounts in accordance with new 5 NS
legislation.
27 | Strengthen the Auditor General by increasing the M I

staffing levels to establishment, and continuing the
capacity strengthening programs.




Statement by the IMF Staff Representative
June 13, 2003

Since the issuance of the staff report, the authorities have informed the staff on the following
recent developments. These developments do not alter the thrust of the staff appraisal.

i. In a referendum held on May 26, 2003, a new constitution was approved, clearing the
way for presidential and legislative elections as early as August—September 2003. As of end-
May 2003, donor pledges to cover the cost of the referendum and elections amounted to
US$6.2 million, of which US$2.7 million have been disbursed.

2. As part of his audit of the 2002 operations of the Ministry of Defense, the Auditor
General has completed, in May 2003, a review of government spending associated with the
withdrawal of Rwandan troops from the Democratic Republic of the Congo. The review
confirmed that spending on activities directly related to the troop withdrawal, amounting to
RF 10.9 billion, followed budgetary regulations and was correctly registered in the
government accounts. Moreover, the associated goods and services were received and
suppliers were paid.

3. Reflecting the inconsistent rains at the start of the agricultural season, food prices rose
markedly during the first quarter of 2003, with the 12-month rate of increase reaching

14.5 percent in April 2003. Consumer price inflation was slightly above 8 percent over the
same period. It is expected that food prices and inflation will moderate substantially during
the next few months, as the food supply improves.

4. Central government finances through end-March 2003 were broadly in line with
program targets. Cumulative revenue collections amounted to 99 percent of the targeted
level, while total outlays were 0.3 percent of GDP lower than envisaged, largely because of
delays in the execution of exceptional expenditures. The quantitative benchmarks for end-
March 2003 for the domestic fiscal deficit, recurrent priority spending, and the net
accumulation (settlement) of domestic arrears appear to have been met.

5. During the first quarter of 2003, the central bank intervened to limit the impact on the
money supply of the increase in net credit to government from the banking system, both
through foreign exchange sales and open market operations. As a result, the quantitative
benchmark for reserve money at end-March 2003 was met. However, the benchmarks for net
foreign assets of the National Bank of Rwanda (NFA) and for the net banking system credit
to the government (NCG) were missed. While a full explanation for the higher-than-
programmed increase in NCG is not yet available, an unanticipated net reduction in
government obligations to the nonbank private sector, together with a slightly higher-than-
programmed net reduction in domestic arrears contributed to this outcome, as well as to the
shortfall in NFA, which was modest. Beginning in May, the central bank substantially
reduced its foreign exchange sales and preliminary information for early June suggests that



the end-June performance criterion for NFA is well within reach. The authorities have taken
steps to strengthen the management of government debt to the nonbank private sector and,
based on available data, the end-June performance criterion for NCG appears also to be
within reach.

6. While substantial progress has been made in negotiating bilateral agreements under
the Cologne flow rescheduling agreement signed last year, the authorities requested a further
extension of the deadline to enable the conclusion of all bilateral agreements with Paris Club
creditors. They have also requested an extension of the consolidation period for the Paris
Club rescheduling. The authorities have confirmed that as of May 31, 2003 there were no
outstanding nonreschedulable arrears, which is a continuous performance criterion.

7. To strengthen the administration of the central bank, and in line with
recommendations made by a recent Fund safeguards mission, on May 22, 2003, the Minister
of Finance issued instructions for the conduct of annual audits of the National Bank of
Rwanda (a prior action for completing the first review under the Poverty Reduction and
Growth Facility).
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IMF Completes Review Under Rwanda's PRGF Arrangement
and Approves US$810,000 Disbursement

The Executive Board of the International Monetary Fund (IMF) has completed the first review of
Rwanda’s economic performance under the Poverty Reduction and Growth Facility (PRGF)
arrangement. The Board also granted a waiver of performance criteria pertaining to the domestic
fiscal balance at end-December 2002 the net accumulation of domestic arrears and the non-
accumulation of nonreschedulable external arrears. As a result, Rwanda will be able to draw up
to SDR 571,000 (about US$810,000) under the arrangement immediately.

Rwanda’s PRGF arrangement was approved on July 24, 2002 (see Press Release No. 02/36), for
SDR 4 million (about US$5.6 million). So far, Rwanda has drawn SDR 574,000 (about
US$815,000) under the arrangement.

The PRGF is the most concessional facility for low income countries. It is intended that PRGF-
supported programs will in time be based on country-owned poverty reduction strategies adopted
in a participatory process involving civil society and development partners, and articulated in a
Poverty Reduction Strategy Paper (PRSP). This is intended to ensure that PRGF-supported
programs are consistent with a comprehensive framework for macroeconomic, structural, and
social policies to foster growth and reduce poverty. PRGF loans carry an annual interest rate of
0.5 percent and are repayable over 10 years with a 5 2-year grace period on principal.

In commenting on the Executive Board’s discussion on Rwanda, Eduardo Aninat, Deputy
Managing Director and Acting Chair, stated:

“Given Rwanda’s difficult social conditions, rapid progress in reducing poverty and achieving
sustainable economic growth remains critical. Developments during 2002 were encouraging:
strong growth in subsistence agriculture delivered substantial relief to Rwanda’s poor, inflation
was kept at a low level, and large inflows of external assistance helped strengthen the country’s
official reserves position. This performance reflected both a creditable policy implementation
and the impact of favorable climatic conditions. In particular, substantive revenue measures were
implemented that constitute an important step toward fiscal sustainability, and meaningful
actions were taken to strengthen the administration of the public finances and the banking sector.

Washington, D.C. 20431 » Telsphone 202-623-7100 » Fox 202-623-6772 » www.imf.org



Rwanda’s active contribution to the procurement of peace in the region will be important for
securing donor aid and improving the investment climate in the region.

“With a challenging social and political transition now under way, continued implementation of
strong policies is needed to maintain macroeconomic stability and to lay the foundations for
sustained economic growth and poverty reduction. Monetary policy will aim at keeping inflation
low in 2003. Fiscal policy will seek a further strengthening of the government’s domestic
revenue base, while providing resources to support exceptional operations--including elections
and continued demobilization of the military--and priority expenditures in critical social areas.
In addition, the 2003 program envisages additional measures to strengthen public financial
administration and to addresses weaknesses in the banking system.

“The continued support of the international community, through technical and financial
assistance, will be critical to Rwanda’s economic reconstruction. Prudent economic management
and satisfactory progress with structural reforms will facilitate such support. Much progress has
been made in implementing the structural reform agenda, but progress has been slow in some
areas mainly because of capacity constraints. High priority would need to be given to the
implementation of the policies set out in the Poverty Reduction Strategy Paper, particularly those
for boosting private investment and trade and diversifying the export base of the economy,” Mr.
Aninat said.



Statement by Damian Ondo Maifie, Executive Director for Rwanda
and Laurean Rutayisire, Alternate Executive Director
June 13, 2003

L Introduction

Our Rwandese authorities would like to express their appreciation to Fund management and
staff for their continuous assistance in their adjustment efforts and are thankful for the
support received from the international community in their fight against poverty. The
continued success of our authorities in implementing sound policies under the PRGF-
supported program has enabled Rwanda to achieve a strong economic performance in 2002.
Economic growth remained strong, inflation was contained and the external reserve situation
improved. Our authorities also made substantial progress in the first-year implementation of
the PRSP and implemented key conditions established for reaching the completion point
under the enhanced HIPC Initiative. Program implementation was in line with the program
targets, as most quantitative performance criteria for end-December 2002 were observed,
except three, namely the domestic fiscal deficit criterion, due to the cost of withdrawing
troops from the DRC; the net accumulation of domestic arrears criterion, following delays in
donor disbursement for budgetary support and; the criterion on the accumulation of extemal
arrears with one creditor, due to administrative capacity constraints. Most structural
performance criteria were also met and substantial progress was made on the structural
reform agenda. On the basis of their strong track record, their commitment to meeting the
program objectives, and corrective actions taken, our Rwandese authorities request waivers
for the nonobservance of the above-mentioned performance criteria.

On the political front, our authorities are moving forward with a program of nation-building
and reconciliation, which is a prerequisite for social and economic transformation and
includes notably the recent adoption of a new constitution to be followed later this year by
presidential and legislative elections. Other important measures have been taken, including
the recent release of persons suspected to have been involved in the genocide, the continued
implementation of the demobilization and reintegration program with the assistance of the
World Bank, the acceleration of the decentralization of government activities and the
establishment of key institutions of economic governance, such as the Office of the Auditor
General. The achievement of this process by 2005 will free additional resources for
investment in productive activities and poverty reduction.

Our authorities are committed to regional stability and any solution that can bring a lasting
peace. To this end, our authorities have continued to support the Lusaka Peace Treaty and the
2002 peace agreement between the Presidents of Rwanda and the DRC, and they

completely pulled back Rwandese troops from the DRC at the end of 2002.

Despite these achievements, Rwanda’s economic and social situation remains fragile, as
poverty remains widespread, the economy is heavily concentrated in a limited number of
agricultural exports and Rwanda is still dependent on external grants and borrowing to
finance a substantial part of government current and investment expenditure.



Our Rwandese authorities are aware that achieving the objective of strong and sustainable
growth to reduce poverty will require, in the long-term, diversifying the economy. With
about 90 percent of the population living in rural areas, where poverty is widespread, the
PRSP rightly focuses on agricultural and rural development, human resources and
infrastructure. In support of this strategy, our authorities will focus their efforts on
maintaining macroeconomic stability and addressing domestic and external imbalances and
economic diversification, so as to create an environment conducive to stronger productivity
and higher economic growth and employment.

II. Recent Economic Developments

Performance in 2002 was broadly satisfactory. On the macroeconomic front, real GDP
growth was strong, reflecting a construction boom and favorable agriculture harvest. The
year-average inflation was contained at 2 percent.

In the fiscal area, substantial progress was achieved. In the absence of unanticipated outlays
for the withdrawal of Rwanda’s troops from the DRC, the performance criterion on the
domestic fiscal deficit would have been met. Domestic revenue exceeded the program
targets, following improved tax and customs administration, the introduction of new taxes
and an increase in the existing taxes, notably VAT rates. Expenditures (excluding outlays for
troops *withdrawals) were marginally below the programmed level, and the performance
criterion for recurrent spending in priority areas was met. In line with the agreement reached
with the DRC in July 2002, our authorities have completely pulled back their troops within
Rwandan borders by withdrawing about 23,000 soldiers from the DRC, with unanticipated
costs of about RF10.9 billion. However, the performance criterion on the net reduction of
domestic arrears was missed, due to delays in the disbursement of external assistance. They
also continued their work with CEPEX, in order to strengthen the predictability and
coordination of external assistance, as well as its alignment with the budgetary cycle.

In the monetary area, faced with the larger-than programmed expansion of credit to
government during parts of the year, due to troop withdrawals from the DRC and a weak
banking sector, our authorities took steps to tighten liquidity conditions through open market
operations. Accordingly, they met at the end of December 2002, the performance criteria for
reserve money, net foreign assets of the National Bank of Rwanda (NBR), and net credit to
government of the banking system at end-December 2002. Nonetheless, due to increased
donor disbursement through commercial banks, as well as increasing credit to the economy,
broad money growth was above the program targets. As a result the Rwanda franc
depreciated against the US dollar despite the central bank’s intervention.

In the financial sector, our authorities took steps to improve the health of the banking sector,
including the implementation of the restructuring plan for the Banque Commerciale du
Rwanda (BCR) and the preparation of its privatization. The Banker’s Association also
decided to share information on defaulting borrowers on a consolidated basis. These efforts
were complemented with the strengthening of banking supervision, in particular the
completion of audits of commercial banks by the “Bangue Centrale du Rwanda” (BNR), the



extension of BNR supervision to microfinance operations and the reinstatement of
accelerated loan recovery procedures “voie parée”. As a result, the stock of nonperforming
loans was reduced and the rate of provisioning increased.

In the structural area, progress was made in strengthening the administration of public
finances. In this regard, our authorities enacted legislation to prohibit extra-budgetary and
off-budget operations, They also took steps to improve the reporting system of the districts
and improve capacity at the local level and enhance transparency through the timely
publication of data on government financial operations. In order to strengthen financial
controls, transparency and accountability in the management of public resources, our
authorities took steps to fully enforce guidelines for the opening, closing and monitoring of
government bank accounts and accelerate the audits of public entities by the Office of the
Auditor General (OAG), while enhancing legislation to grant public access to these audit
reports. In line with these efforts, the National Tender Board was formally established and
the Arbitration Center strengthened. As regards civil service reform, our authorities are
continuing to implement the new organigrams. On external arrears, our authorities have
developed an action plan to strengthen the management of external debt service, including a
comprehensive review of debt payment procedures from the authorization and execution of
payment. In the privatization area, progress has been made, with the five-year management
contract awarded for the electricity and parastatal company (Electrogaz), the hiring of
financial advisors to prepare the sale of the telecommunications company (Rwandatel) and
the preparation of the sale of two state-owned tea estates, three rice processors, as well as
mining, printing, hotels and livestock enterprises.

III. Medium-Term Program and Policies for 2003

For 2003, the main objective of our authorities is to maintain macroeconomic stability and
limit external imbalances, while continuing to support the implementation of the poverty
reduction strategy of the PRSP. To this end, they intend to improve public finances,
strengthen the financial sector and carry out their poverty reduction strategy through
operations in agricultural and rural development, human resources and infrastructure
development. Based on this strategy, our authorities” macroeconomic objectives for 2003 are
to achieve a real GDP growth of at least 3.2 percent, contain inflation at 4.7 percent and
increase the external reserve position to 7.4 months of imports.

Fiscal Policy

Consistent with the medium-term fiscal sustainability objectives, the fiscal program for 2003
seeks to reduce the structural fiscal deficit, while allowing for additional resources for
transitional activities, capital outlays and poverty reduction. These developments are made
possible by higher revenue collection and a substantial increase in external grant and loan
inflows. In this context, revenue mobilization is a key element in support of the attainment
of fiscal sustainability. Thus, our authorities will pursue their efforts to strengthen the
revenue base, through further strengthening tax and customs administration, notably by



improving the computerization of these administrations, upgrading the border posts and
increasing the audit activity of the Rwanda Revenue Authority.

Although our authorities will maintain the core expenditure program within the program
targets, overall expenditure will increase slightly. This reflects exceptional expenditure for
the constitutional referendum and elections, outlays to strengthen petroleum reserves,
spending delayed from 2002 and additional outlays in 2003 for demobilization and
reintegration and the establishment of peace in the region. In line with the PRSP, our
authorities will also increase spending for the priority sectors identified in the PRSP, and
outlays for assistance to the victims of the genocide, as well as foreign-financed capital
expenditure. Should the country experience any revenue shortfall, our authorities stand ready
to reduce non-priority expenditure accordingly. In order to offset, the higher-than
programmed settlement of domestic arrears experienced in 2002, our authorities intend to
focus on bringing payments float to a normal level and will set up mechanisms to ensure a
transparent payment of obligations.

Monetary Policy and Financial Sector Development

Monetary policy will aim at limiting inflation and appropriately building net foreign assets.
To this end, our authorities will contain broad money growth at a level close to that of
nominal GDP and further strengthen their monitoring of monetary developments. This will
involve the strengthening of BNR capacity for policy analysis and implementation, so as to
improve the effectiveness of monetary policy. Consistent with their fiscal objectives and
reasonable targets for credit growth to the private sector and based on the expected high
inflows of external financing, our authorities will continue to build up external reserves. A
comfortable reserve position will also help cushion against the risk of disorderly adjustment
of exchange rate caused by potential disruptions in foreign aid or further trade shocks.
Regarding foreign exchange policy, our authorities are well served with the managed
exchange rate system.

In the financial sector, building on progress achieved thus far, our authorities intend to
strengthen BNR supervision for both the banking and the microfinance sectors and to take
further steps to address the weaknesses in the banking sector. To this end, they will continue
to closely monitor the operations of troubled banks and intensify the completion of full audits
of commercial banks, while taking further steps to finalize the restructuring of BCR and
complete its privatization. They will also put in place within the Central Bank adequate
safeguards in the areas of control and governance.

As regards the prevention of money laundering and the financing of terrorism, our authorities
have joined a regional association to share experience on the development of legislation and
institutional framework to address this issue. In addition to these efforts, our authorities have
requested a FSAP, in order to explore ways to strengthen the financial sector, formulate a
strategy on the management of non performing loans and provide options regarding the
restructuring of the specialized housing bank (Caisse Hypothécaire du Rwanda), as a vehicle
for long term savings and investment.



Structural Reforms

In the structural area, the main objectives of our authorities are to improve economic
efficiency and governance, strengthen the administration of public finances and support the
decentralization of government, in order to reflect priorities identified in the PRSP.

As regards decentralization of government, our authorities will pursue the implementation of
their strategy at the provincial and district levels in the context of the overall strategy to
reduce poverty. As part of this effort, they have appointed the executive for the Community
Development Fund (CDF), with responsibility of overseeing and coordinating the
administration of the development projects implemented at the district level. At the same
time, they are taking steps to strengthen budget execution, improve reporting systems and
provide the training needed to strengthen the public accounting at the central government
ministries, provincial administration and district levels.

In the area of public finances, with the assistance of the Fund, our authorities will bolster
their efforts to further improve the effectiveness, transparency and accountability of
government operations. To this end, they have set up a task force to provide
recommendations for the closure of accounts operating outside of controlling regulations, and
develop a revised common account nomenclature, while helping improve the reconciliation

“and monitoring of these accounts. In support of these efforts, our authorities also intend to
increase the monitoring and control mechanisms of public resources through conducting a
thorough inventory of the physical assets at all levels of government and developing a
common framework for charts of accounts. These efforts will also entail the strengthening of
the reporting system at the province and district level and strict control of district borrowing
by the Ministry of Finance. In order to enhance public debt management, our authorities are
preparing an action plan aimed at improving coordination between the Ministry of Finance
and BNR, and enhancing the role of CEPEX in the monitoring of the foreign-financed
development budget.

Our authorities also intend to strengthen the legal framework governing the administration of
public finances. Following the adoption of the new constitution, which establishes the legal
basis for budget management, our authorities will accelerate the adoption of the Organic
Budget Law and the related regulations. Following the creation of a formal appeals process
for taxpayers, the establishment of a bill of taxpayers’ rights in 2002 and the creation of tax
and commercial chambers within the court system, our authorities are working toward the
establishment of tax and commercial chambers within the court system and the adoption of
new commercial and tax codes, in order to improve the legal environment for private sector
development.

Poverty Reduction and the Use of HIPC resources
Our authorities have successfully completed a participatory full PRSP, which focuses on the

‘a number of areas which are fully financed in the 2003 budget. The rise in social spending in
the priority areas since the HIPC interim relief started in 2001 exceeded the increase in relief



flows, reflecting the poverty focus of our authorities. Our authorities also made substantial
progress towards the completion point triggers under the HIPC Initiative. Nearly all the
triggers have already been met, despite some temporary delays, which seem now to have
been overcome, in the privatization of two tea factories. Our authorities have also stepped up
their efforts in the social sectors. All triggers in the education sector have been met and
substantial progress is being made in the health sector. Among others, net primary school
enrollment increased beyond targets, a gender action plan was finalized and measures to
eliminate all forms of discriminations against women were implemented. Qur authorities are
currently carrying out, with the help of the World Bank, a Poverty and Social Impact
Assessment that will help them refine their poverty reduction strategy.

IV. Conclusion

The continued implementation of sound economic policies under Fund-supported programs
has enabled Rwanda to achieve good economic and financial performance and lay out the
foundations for sustained economic growth, Despite these achievements, a number of
bottlenecks are to be addressed, in order to foster economic diversification and reduce
poverty. Our Rwandese authorities are determined to build on past progress and persevere in
their adjustment efforts, in order to implement this ambitious, but realistic program, so as to
reach the completion point under the Enhanced HIPC Initiative and create an environment
conducive to economic growth and poverty reduction. In this context, they are hopeful that
they can continue to rely on additional, predictable and timely international financial and
technical assistance. In view of the strong track record of our Rwandese authorities and their
renewed efforts to forcefully address the remaining weaknesses, we would like to request
Board’s approval for waivers for the nonobservance of the performance criteria, which our
authorities were not able to meet, due to constraints beyond their control, as well as Board’s
support for the completion of the first review under the PRGF.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

