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EXECUTIVE SUMMARY

Rwanda’s performance under the 2001 program under the PRGF was broadly
satisfactory. Quantitative performance criteria for end-December 2001 were
substantially met. Despite slippages in the structural reform schedule, achievements
in structural performance were substantial. Good performance in agriculture
contributed to real GDP growth estimated at 6.7 percent in 2001, while annual
average inflation remained subdued at 3.4 percent.

Fiscal performance exceeded program targets, as the revenue-to-GDP ratio exceeded
projections and overruns on current spending were minor. With lower-than-
anticipated project implementation rates, spending on the capital budget was limited,
and the overall fiscal deficit (excluding grants) was kept at 9.5 percent of GDP—
0.9 percentage point better than programmed. The fiscal performance in the first
quarter of 2002 suggests that the agreed year-end targets for 2002 are attainable.

Growth in monetary aggregates was faster than programmed in 2001 and during the
first quarter of 2002, as the central bank (NBR) delayed action. The NBR acted
aggressively in money markets to tighten liquidity conditions, beginning in

May 2002.

The situation of the banking system has remained precarious, with approximately
40 percent of all loans classified as nonperforming at end-2001. The authorities are
developing a restructuring plan to address the problems of a large bank. Once the
Fund staff has agreed on the appropriateness of the restructuring plan, the program
will be modified to reflect resource requirements.

The authorities have finalized a poverty reduction strategy paper (PRSP). The
program for 2002—03 supports the poverty reduction strategy formulated in that
document. Macroeconomic stability is a key fiscal objective, with emphasis on
augmenting the domestic revenue base. The structural reform agenda emphasizes
improvements in the financial administration and in governance and transparency, as
well as in the troubled financial sector and its supervision.

Rwanda’s financial program for 2002 and 2003 is fully financed by a mix of grants,
loans, and debt relief. Access to Fund resources is programimed at a nominal level of
5 percent over the three-year PRGF period, as financing has shifted to more
concessional loans and to grants in order to limit the deterioration in debt
sustainability indicators. Gross reserves are programmed to cover more than

5.9 months of imports, a level judged sufficient to weather most conceivable risks.
The authorities request additional interim relief under the enhanced HIPC Initiative.



I. INTRODUCTION

1. On December 22, 2000, the Executive Board approved Rwanda’s request for a third
annual arrangement under the Poverty Reduction and Growth Facility (PRGF) in an amount
equivalent to SDR 28.56 million (35.7 percent of quota), at which time the Board also
decided that Rwanda had reached the decision point under the enhanced Heavily Indebted
Poor Countries (HIPC) Initiative. On October 10, 2001, the Executive Board amended the
PRGF arrangement, extending the commitment period through April 30, 2002. The final
review was not, however, completed, as a result of delays in reaching agreement on the 2002
budget and the medium-term fiscal framework. The program expired with the last
semiannual drawing of SDR 9.52 million undisbursed, and interim relief under the HIPC
Initiative lapsed.

2. In their letter to the Managing Director (Appendix I), the authorities describe
objectives and policies through 2004 and request Executive Board approval for support of the
new three-year program under the PRGF arrangement, as well as for additional HIPC
Initiative interim relief through July 31, 2003." Access under the PRGF is limited to

5 percent of quota, as more concessional IDA resources will be used to accommodate the
larger budget deficits resulting from the implementation of critical transitional programs and
to limit the increase in the net present value (NPV) of debt-to-exports ratio. The
disbursement of the Fund’s second interim assistance will be SDR 0.838 million, covering
71.8 percent of Rwanda’s principal obligations falling due between August 1, 2002 and

July 31, 2003. A memorandum of economic and financial policies (MEFP) for 2002-04 is
included in Appendix I. Prior actions for issuance of documents to the Board, as well as
proposed structural performance criteria and benchmarks for the first two reviews, are set out
in Table 6 of the Attachment I, and the set of quantitative performance criteria and
benchmarks for the remainder of 2002 is presented in Table 5 of the Attachment [. A
technical memorandum of understanding (TMU) detailing the program targets and reporting
requirements is also attached to Appendix L.

3. The most recent Article TV consultation was concluded on December 20, 2000. At
that time, Directors commended Rwanda for having achieved a continued level of low
inflation and relatively robust economic growth but expressed concerns that macroeconomic
policy targets had been missed despite the remedial measures taken by the authorities.
Rwanda’s core economic data are largely adequate for program monitoring, although, as

' A mission to conduct the discussions visited Kigali during March 25-April 8, 2002. The
mission comprised Mr. Georgiou (AFR-head), Mr. Finger (AFR), Mr. Gottschalk (AFR-EP),
Mr. Ioannou (PDR), and Ms. Linares (AFR-Administrative Assistant), and was joined for
substantial parts by Mr. Fajgenbaum (AFR) and Mr. Meyers (AFR). Discussions were
completed in Washington during May 2—13, 2002. The staff team comprised Mr. Meyers
(AFR-head), Mr. Finger, Mr. Gottschalk, and Mr. loannou. Mr. Fajgenbaum participated
substantially in the discussions. Mr. Farah, the Fund’s Resident Representative in Kigali,
worked closely with the Fund teams on both occasions.



noted below, there remains ample room for improvement. Rwanda’s relations with the Fund
and the World Bank are summarized in Appendices II and I1I; statistical issues are described
in Appendix IV; selected social and demographic indicators are presented in Appendix V;
and on overview of actual and planned disbursements under the old and new PRGE-
supported programs is given in Appendix V1. The authorities’ poverty reduction strategy
paper (PRSP) along with the joint staff assessment (JSA) and statistical appendix are being
issued separately to the Board.

II. DEVELOPMENTS UNDER THE PROGRAM IN 2001
A, Security and Political Developments

4. The process of regularizing Rwanda’s social, political, and security relations has
proved to be extraordinarily complex. Eight years after being torn by genocidal spasms,
Rwanda is still confronting the formidable challenges of nation building—-creating
democratic institutions, reestablishing regular judicial processes, ensuring civil rights, and
consolidating domestic security. During 2001, local elections were held (up to the provincial
level), a commission charged with drafting a new constitution (for submission to popular
referendum in 2003) commenced work, and 258,000 judges were elected and began training
to conduct traditional (gacaca) courts to resolve the cases of more than 100,000 prisoners
accused of involvement in the genocide. A transition is also continuing in the area of civil
rights, and, in a test of the boundaries of freedom of expression and political dissent, former
President Pasteur Bizimungu and a number of his supporters were charged with threatening
state security and detained. Security remained a major issue—in May 2001, troops were
mobilized to face antigovernment rebels reportedly based near Rwanda’s borders. At the
same time, the government continued to back a rebel movement, the RCD-Goma, operating
in the eastern part of the Democratic Republic of the Congo. The RCD-Goma was not party
to an agreement between the Congolese government and Uganda-backed rebels, but efforts
are continuing to resolve this conflict.

B. Recent Economic and Financial Developments and Program Performance

5. Although the PRGF arrangement expired without the completion of the second
review under the third annual arrangement, significant progress was achieved under the
PRGF-supported program. Public administration was strengthened, and budgeting was
more tightly focused on supporting growth and reducing poverty. Under the program,
substantial action was taken to rebuild economic and social infrastructure, and government
intervention in the economy was reduced, including the elimination of exchange rate and
price controls and the taking of initial steps in privatization and trade liberalization. In 2001,
in line with the interim PRSP (I-PRSP) and backed by the international community,
postgenocide gains were consolidated. Building on this consolidation, a PRSP that places this
effort in a comprehensive medium-term framework has now been produced (PRSP to be
issued; and Section IV, below).

6. Performance under the 2001 program under the PRGF was broadly satisfactory.
Quantitative performance criteria for end-December 2001 were substantially met (8 out of 10



criteria).” Achievements in structural performance were also considerable—a system for
monitoring poverty-related spending was developed, a value-added tax (VAT) was
mtroduced, the National Bank of Rwanda (NBR) introduced weekly foreign exchange
auctions, the Office of the Auditor General was strengthened, tax audits and taxpayer
compliance were improved, a revised schedule of fees for government services was
introduced, arbitration awards were enforced, and initial steps were taken in offering

51 percent of Rwandatel (the telecommunications company) to a strategic investor. However,
a number of challenges remain—the Organic Budget Law and supporting financial
instructions will only come into effect next year (see para. 47), the review of tax waivers and
exonerations will be followed up by a more comprehensive analysis of exenerations under
investment agreements and law (para. 45), all salary allowances in cash and in kind are slated
to become subject to taxation with the 2003 budget, the collection performance on tax
assessments needs to be improved, and further strengthening of the courts system is needed.

C. Macroeconomic Performance, Policies, and Developments

7. Macroeconomic performance during 2001 was strong. Real GDP grew by

6.7 percent, as a favorable climate stimulated agricultural output and external transfers,
equivalent to 11.2 percent of GDP, spurred manufacturing, construction, transportation, and
communications activities {Table 1 and Figure 6). Despite weak intermational prices for
coffee and tea and plummeting prices for coltan in midyear, production for export also
contributed modestly to growth in Rwanda’s small (9 percent of GDP) export sector. With
food in increased supply, the agricultural component of the consumer price index fell, and at
end-2001, the consumer price index declined by 0.2 percent on an annual basis. Prices for
nonfood items, however, increased by 3.8 percent relative to end-2000.

8. With GDP growth robust, fiscal performance was stronger than envisaged in the
program. The revenue-to-GDP ratio rose from 9.7 percent in 2000 to 11.4 percent in 2001,
compared with a targeted 10.8 percent (Table 2). In this regard, collections of income taxes
and taxes on international trade were strong, and VATSs were on-target while nontax revenue
fell just short of the projected level. With only minor overruns on primary currcnt spending
(equivalent to 0.2 percent of GDP on goods and services and exceptional outlays ), and with
domestically financed capital expenditure on target at 0.5 percent of GDP, primary
expenditures amounted to 14 percent of GDP, and the primary deficit was limited to

? Issues related to concessionality of external borrowing and to external arrears are discussed
in para. 16.

? Exceptional outlays were related to spending on higher education and transitional items,
including support for victims of the genocide and orphans, the new constitutional
commission, and the election and training of judges for the gacaca courts.



2.7 percent of GDP.* The performance objective on social spending was met. As donor-
financed projects were at 6.2 percent of GDP,’ 0.7 percent of GDP below projection owing to
implementation delays, and as interest payments were equivalent to 0.8 percent of GDP, the
overall fiscal deficit (excluding grants) was equivalent to 9.5 percent of GDP—nearly

1 percentage point lower than targeted.

9. Including official grants and taking into account repayments of outstanding domestic
obligations (see para. 19), external arrears (see para. 16), and adjustments for movements in
government noncore accounts and transitory balances,” the deficit on government financial
operations on a cash basis amounted to a deficit of RF 36.5 billion (4.8 percent of GDP)
in 2001. With the receipt of RF 39.5 billion in external financing, including RF 16.3 billion
in budgetary loans, along with RF 2.1 billion in borrowing trom the nonbank private sector,
net government borrowing {rom the banking system was reduced by RF 5.1 billion

(0.7 percent of GDP).

10.  Fiscal performance in the first quarter of 2002 was consistent with achieving the
program targets set for end-2002. With collections generally on target, revenue amounted
to RF 25.1 billion (12.2 percent of GDP on an annualized basis). Savings on wages and
salaries during January—March 2002, resulting from unfilled civil service vacancies, and
limited transfers, were offset by accelerated spending on goods and services, including for
defense purposes. As expected, no external budgetary support (except for HIPC Initiative
interim relief grants) was received during the first quarter, and government operations were
financed, in part, by credit from the domestic banking system.

11.  Although the strong fiscal performance in 2001 led to a reduction in the banking
system’s net claims on government, broad money expanded by 10 percent during the
year—well beyond the 6.7 percent programmed. Largely fueled by foreign-assistance-
related foreign currency inflows, the net foreign assets of the banking system ended the year
at about US$18 million above the program target (equivalent to 7 percent of beginning-of-
period broad money) (Table 3). As the reduction in banking system credit to government
offset only part of the expansionary effect of this inflow, the NBR tightened monetary policy,
beginning in August 2001 with a 2% point increase of its rediscount rate to 13 percent; this
slowed credit expansion during the remainder of the year. Foreign exchange inflows during
the last quarter of the year were not, however, fully sterilized.

* An adjusted primary balance, excluding exceptional spending, was set as a performance
criterion for the 2001 program. The primary deficit under the program definition was
equivalent to 0.1 percent of GDP, 0.2 percentage point better than targeted.

> As reporting on foreign-financed investment is incomplete, capital outlays are estimates
derived from available information.

® Noncore government accounts comprise all accounts outside the treasury accounts. They
include ministerial imprest and project accounts.



12. An easing in the monetary stance during the early months of 2002 led to a
substantial expansion in the monetary base. With external budgetary transfers expected
mainly in the last quarter of 2002, the NBR provided net financing for government
operations through April 2002 amounting to RF 7.7 billion (5.8 percent of beginning-of-
period broad money). The effect of this action was compounded by lowering the rediscount
rate to 11.5 percent and by limiting the NBR’s intervention in the money market. [n view of
the sharp increase in reserve money, the NBR tightened its monetary policy at end-

May 2002, as it acted aggressively to withdraw liquidity from the system through the
issuance of 90-day government securities and through money market interventions, as well as
through the resetting of the rediscount rate to 13 percent on June 14, 2002.

13. In February 2001, the NBR introduced weekly foreign exchange auctions. The
auction system functioned smoothly throughout the year, as the divergence between the
exchange rate quoted by commereial banks and the informal market rate narrowing
substantially throughout the year to a 3 percent margin.

14. The situation of the banking system remained precarious in 2001, with approxi-
mately 40 percent of all loans classified as nonperforming at year’s end. After accounting
for required loan provisions, several banks did not, on occasion, meet the minimum capital
requirements.” Following a serious deterioration during 2001, the NBR placed one of these
banks under provisional control in April 2002.% Following the completion of an on-site
inspection, the NBR reached an agreement on the restructuring and recapitalization of
another bank—one of the largest commercial banks. Progress was made in strengthening the
NBR’s bank supervision department. Some progress was also made in addressing the
problems of a large microfinance institution, as a restructuring plan was developed with the
assistance of the World Bank.

15. The deterioration in the balance on external trade was limited to US$12 million
in 2001, as a sharp decline in export prices for tea (down by 16 percent) and coffee

(22 percent lower) was largely offset by export volume increases and falling petroleum prices
(Table 4). The larger trade deficit, however, was compensated for by a significant improve-
ment in the services balance that resulted from reductions in spending on embassies abroad
and lower technical assistance. The deficit on the external current account therefore
remained broadly unchanged at about 16 percent of GDP (excluding official transfers),
and 7 percent after such transfers. At the same time, a substantial improvement in capital and
financial inflows facilitated a US$21 million increase in gross official reserves.

" In addition, the aggregate solvency ratio at end-2001 was 7 percent, as two of the six
commercial banks did not meet the minimum ratio of 8 percent.

¥ The government holds just under 50 percent shareholding in this bank. The nonperforming
loans are linked both to credits extended prior to genocide and to real estate investments that
soured with the progressive reduction of nongovernmental organizations (NGQOs) and donor
presence at the end of the 1990s.



Box 1. Structural Conditionality

Status of structural conditionality under earlier programs

With the implementation of the reform of fees for governmental services, the authorities fully completed all but
two prior actions that remained outstanding under the program that expired at end-April 2002. The outstanding
actions arc the following: the stocktaking of government bank accounts and the transmittal to the Fund of
movements on extrabudgetary and off-budget accounts. Substantial progress has also becn made here—the
authorities engaged a private auditor to carry out the stocktaking and a preliminary study has been transmitted
to the Fund. A final study is in preparation.

Similarly, all but two of the structural performance criteria for the final review of the expired program have
been met. The issuing of financial instructions has been delayed into next year (see para. 47) given that the
revision of the Organic Budget Law, on which the instructions await, has been blocked duc to broader
constitutional concerns, Progress in the elimination of waivers and exemptions from import duties and taxes has
been considerable (see MEFP, para. 12}. A full review remains outstanding and is now scheduled to be
completed by June 2003,

Regarding structural benchmarks, the target for tax collection within one month of assessment was missed and
has since been dropped because it proved unrealistic in hindsight (MEFP, para. 13). Improvements in the tax
base of the {ax on professional remuneration were delayed—the authorities intend to implement the reform
effective January 2003. Deadlines for two other benchmarks, the cstablishment of a commercial court and a tax
court, as well as the privatization of Rwandatel, slipped as the timetable proved overly ambitious. Both
objectives are likely to be completed in 2004.

Coverage of structural conditionality in the current program

The program provides for three prior actions as conditions for the publication of Executive Board Documents;
one structural performance criterion for the first review; two structural performance criteria for the second
review, and seven structural benchmarks. Two of the prior actions—the enactment of a revised budget and
bringing the monetary base in line with the program objectives—are designed to cnsure the feasibility of
program implementation. The third prior action, the issuance of guidelines for the financial administration of
domestic obligations, is key to strengthening transparency in the process for clearing government domestic
arrears. The structural performance criteria relate to the 2003 budget, and the completion of commitments under
the 2001 program.

Of the seven structural benchmarks, four are directed at addressing problems in the precarious situation of the
banking system (paragraph 14) and will have a direct and significant impact on the macroeconomy. The
remaining three structural benchmarks are key steps to improve the financial administration: setting out that
reporting will be extended in line with the stepped-up decentralization will ensure monitorability in the fiscal
accounts; intcgration of extrabudgetary and off-budget activities into the budget will be key to improving
governance and follows up on a comprehensive study in this regard; and quarterly publication of financial
operations will be an important step towards improving transparency.”).

Relevant structural measures not included in the 200203 program, but covered by other agencies

«  privatization: specific steps toward the privatization of Rwandatel, two tea factories, and progress in
installing private management at Electrogaz {World Bank},

» administrative reform: preparation of a financial accountability action plan and the continued
implementation of the medium-term expenditure framework {(World Bank); and

= composition of spending: spending in the education, health, and agricultural sectors at agreed levels
(World Bank).
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16. Since the last Board discussion, Rwanda fell into arrears to the International Fund for
Agricultural Development (IFAD) (US80.2 million) and the Arab Bank for Economic
Development in Africa (BADEA) (US$1.3 million). In both cases, however, the arrears were
cleared within a six-week period and were explained as having resulted from lapses in
communication and administration that have now been addressed. In addition, in April 2002,
a loan was contracted with a multilateral creditor with a grant element of 45 percent. The
Rwandan authorities have since requested an extension in the maturity of the loan, in order to
bring it to the minimum concessionality threshold.

17.  With the balance of payments and domestic prices stable, the Rwanda franc
depreciated by 5 percent in real effective terms during 2001, following a 10 percent
depreciation in 2000 (Figure 5).

D. Governance and Structural Reforms

18. Substantial improvements were made in governance during 2001. The Office of
the Auditor General was strengthened, enabling it to complete the audits of the accounts for
2000 of 27 public sector entities including eight ministries, during 2001. In addition, the
audits of the accounts for 1999 of five ministries were discussed in a meeting of the
parliament’s Budget Committee that was open to all parliamentarians, with the press in
attendance.” Complementing this effort, public accountants (comptables publics) were
established in all line ministries during 2001, and they will begin filing quarterly reports
during 2003. The program structure of the budget clearly identifies poverty-related spending,
including designated priority programs reflecting the PRSP objectives, that facilitated the
monitoring of priority spending in 2001. Nonetheless, weaknesses in the integration of
capital and current budgets remain to be addressed through the strengthening of the CEPEX
system. The decentralization of the expenditure recording system will improve monitoring
capacity by allowing minisiries to directly follow their own accounts. In addition, substantial
action was taken to strengthen the system for public tenders (Appendix I, para. 9).

19.  Steps forward were also taken to address issues related to exceptional payments.
Regarding the large stock of domestic arrears accumulated, mainly during the time of the
genocide and the period immediately following, the Auditor General completed an
assessment of revised claim submissions, which amount to RF 40 billion (5.3 percent of
GDP) and reflect corrections for accounting errors and new claims; the Auditor General
found that RF 31 billion (4.1 percent of GDP) of the claims met regular tests for validation.
However, taking account of the extraordinary circumstances under which some obligations
were incurred, as well as the related loss of original documentation and social obligations, the
government relaxed qualification norms, and an interministerial Committee of Secretaries
General has recognized also other claims. Regarding spending on the reintegration of
armed groups returning from neighboring countries during 1999-2001, which was

® A parliamentary committee is reviewing the final report on the 2000 audits and access to
both the 1999 and 2000 reports will be opened to the public before year’s end.
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questioned in the Auditor General’s report on the 1999 accounts of the Ministry of Defense,
the authorities provided Fund staff with detailed expenditure data indicating that over
60,000 members of the former national army and other armed groups returned during the
period in question, with the inflow declining sharply during the second half of 2001.

20.  Structural reform efforts in fiscal administration were accompanied by
significant reforms in the financial sector. In February 2001, the NBR introduced weekly
foreign exchange auctions; these have functioned smoothly, as noted in para. 13. To improve
recovery on nonperforming loans collateralized by real estate guarantees, the Ministry of
Justice reinstated the voie parée (accelerated loan recovery procedure), which had been
suspended in 1997 owing to widespread abuse, as the authorities viewed the strengthening of
legal institutions to be sufficient to preclude the renewal of abuses. In addition, an arbitration
center has been made operational, and it has been granted legal status; banking supervision
by the NBR has improved; a training program, supported by a resident MAE expert, has
begun; and a review of lending procedures of commercial banks has been completed, with
remedial action planned to begin shortly.

21, While progress on privatization has been slower than envisaged, 12 companies were
privatized during 2001. Regarding Rwandatel, the telecommunications parastatal, an
advisor is being recruited to manage the privatization process over the next 15 months. Civil
service reform is also moving forward, and, with the implementation of the new
provincial organizational structure in process, redeployment within and between
provinces is expected to be completed by January 2003.

III. REPORT ON THE DISCUSSIONS

22. Rwanda has made significant progress in rebuilding its economic and financial
institutions and in reestablishing economic growth since the genocide. However, about

60 percent of the population lives below the poverty line, HIV/AIDs is endemic, private
sector investment is extremely limited, and the long-run macroeconomic stability remains to
be achieved. The authorities have now finalized a PRSP (PRSP to be issued; see Section [V)
that sets outs a coherent and comprehensive medium- to long-term strategy for alleviating
poverty, and achieving a high and sustainable rate of economic growth.

23.  Policy discussions
focused on accommodating the
substantial spending associated
with government social »
priorities, including for
demobilization, reintegration
and reeducation, gacaca courts, *¢
constitutional reform,
decentralization of government,
education assistance, and
assistance to victims of the o
genocide (see para. 30 and

Figure |, Rwanda  Exceplionsl Fissal Outlays, 1998-20004
{In persent nf GDF

LExeeptianul sxpenditure
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Source: Rwandese authorities, and Fund stoff estimates and projections.
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Figure 1). With spending on these activities set to increase substantially over the next two
years, the authorities had initially viewed that a widening of the fiscal deficit that would
occur in the absence of additional steps would be acceptable. Following extensive discus-
sions with Fund staff on the impact of larger prospective deficits on macroeconomic stability,
the authorities recognized that, unless steps were taken to adequately strengthen the domestic
resource base, the associated sharp increase in the fiscal deficit would pose a significant
threat to macroeconomic stability. At the same time, in financing the deficits, the authorities
risked a substantial deterioration in debt sustainability. In resolving these issues, the author-
ities identified revenue measures that constrained the expansion of the deficit and limited
access to PRGF resources, shifting extenal financing to more concessional IDA resources.

A. Medium-Term Outlook

24.  In line with the above-noted agenda, the medium-term macroeconomic objectives
under the program are to (i) achieve annual real GDP growth of at least 6 percent; (ii) limit
annual average inflation to 3 percent, or less; and (iii) maintain gross international reserves
equivalent to about six months of imports.

25.  For the next 12 months, the authorities have set fiscal and monetary policies in line
with these objectives and have developed a focused plan of structural measures that would
enable them to move forward expeditiously on the strategy set out in the PRSP.

26. Given Rwanda’s population growth rate of about 3 percent, these objectives would
yield modest but significant increases in per capita real income over the medium term. With
about 80 percent of the population living in rural areas, agriculture has been identified as the
key focus for productivity increases and related economic growth. Prospects for this sector
will benefit from the ongoing privatization of the tea industry, improvements in infrastruc-
ture, and further development of horticulture. In order to attain the economic growth
objectives, investment will need to rise by about 2 percentage points between 2001 and 2005.
Given Rwanda’s low saving rates, the role of foreign savings is expected to remain important
over the medium term. Nevertheless, improved soundness and competition in the banking
sector, continued privatization, especially in commercial agriculture, and gradual increases in
per capita income are expected to gradually raise private sector savings. In view of the
authorities” commitment to fiscal consolidation, government savings are also expected to
improve over the medium term. This improvement will largely derive from a strengthening
of the domestic revenue effort. In addition to specific revenue-raising measures—in the areas
of value-added and excise taxes—this will be achieved through the enlargement of the formal
economy and efficiency gains in tax administration.

27.  The design of the above-mentioned reforms in financial administration and the
prioritization of government expenditure take into account the protection of social
expenditure and the most vulnerable. In this context, the overall fiscal deficit (excluding
grants) is expected to decline from 9.5 percent of GDP in 2001 to 8 percent in 2004.
Similarly, the fiscal balance including grants is projected to tighten from a deficit of

1.1 percent of GDP in 2001 to a surplus of 0.1 percent in 2004.
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28. Over the medium term, external imbalances are expected to gradually fall. The
current account deficit, excluding
grants, is expected to decline
from 17 percent of GDP in 2002
to 13.5 percent in 2004. In
addition to the impact of prudent
macroeconomic policies, the
privatization program in the tea ;
sector and ongoing rehabilitation T
of the coffee sector is expected to st GUY: e e
strengthen the export base and
new export products will be
developed. Furthermore, -
Rwanda’s export capacity is
expected to improve in view of
the proposed structural reforms
1n the areas of economic and
physical infrastructure, tariffs,
and regional integration. The financing need during this period would amount to

US$125 million on average per year. Balance of payments support commitments from the
World Bank and debt relief from the enhanced HIPC Initiative are expected to cover the
financing needs. The narrowing of the external current deficit, combined with efforts to
substitute grants for loans, is expected to allow Rwanda to reduce the ratio of NPV of debt to
exports from 180 percent'® in 2001 to 150 percent by 2014 (see Figure 2 and Table 6).

frieure 2, Bwandu: Fiscal Deficit and N2V of Liebl, 1999-H 3
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B. The Program for 2002-03"!
Fiscal policies

29.  The authorities have targeted a limiting of the overall fiscal deficits to

9.9 percent of GDP in 2002 and to 9.4 percent in 2003. Corresponding to this objective,
the deficit on domestic fiscal operations'® will be limited to RF 26.9 billion (3.3 percent of
GDP) and RF 25.4 billion (2.8 percent of GDP) in 2002 and 2003, respectively. The fiscal

program aims to strengthen the revenue-to-GDP ratio to 12.2 percent of GDP in 2002 and

19 Reflecting the assumed delivery of unconditional HIPC Initiative assistance at the decision
point.

"' For monitoring purposes, the program period will be set from July 1, 2002 to June 30,
2003.

'2 The domestic fiscal balance is defined as the difference between revenue (excluding
grants) and the sum of current expenditure (excluding external interest payments),
domestically financed capital spending, and net lending.
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12.7 percent in 2003, a critical step toward achieving sustainability (Figure 3). Discussions
on suitable approaches for achieving these targets reflected the authorities’ recognition that,
following the substantial

measures taken in preceding . B o b

years, resistance to further
change was building. In order to
achieve this target, the VAT rate
will be raised from 15 percent to
17 percent, and customs duties
will be shifted, in line with
preliminary proposals for the et defiel,seeloding grants
common external tariff for the : ' o
Common Market for Eastern and - &
Southern Africa (COMESA) free
trade area, with effect from :
J'Llly 1: 2002. At that time, it will Sources: Rwasdose authorities., nd Fund staff cstimates and projeetions

be announced that the corporate 11 Shaded acea ndlcates projections

income tax rate will be reduced

from 40 percent to 35 percent. Beginning on January 1, 2003, the authorities will introduce a
new tax on the sale of new and used cars, subject all salary allowances, in cash and in kind,
to the tax on professional remuneration and, unless revenue improvements in performance
through October 2003 indicate objectives can be achieved without further rate action, return
the excise tax rate on beer to 57 percent.

159 1597 1938 Iy 20n LT 002 003 004

30. Budgeted spending in 2002 fully accommeodates the priority-spending program
outlined by the authorities and allows for real increases for government administration."
Priority spending is substantially expanded this year, to a large extent on account of the
government’s decentralization efforts. As of 2002, districts will receive substantially more
autonomy, and budgetary resources will be allocated to them on a systematic basis.
Budgetary allocations include transfers to the recurrent district budgets, as well as outlays for
the newly created Common Development Fund (CDF), which administers resources for
capital projects at the district level. Apart from the districts, provinces will administer a
larger share of public expenditure. Some priority programs, in areas such as internal affairs,
agriculture, and commerce, will receive substantially more funding as a result. The program
also accommodates virtually all proposed outlays under the exceptional spending label, with
increases mainly in support of stepped-up efforts in the areas of demobilization and
reintegration (see para. 48). In addition, the communal justice system has been revived to
address genocide-related cases (see MEFP, para. 27), and it will receive a substantial increase
in funding for administration of its first year of full operation. Funding for the newly created
AIDS Commission and the new Office of the Ombudsman, along with spending in areas such

13 The priority-spending program reflects the priority areas for poverty-related spending as
set out in the PRSP.
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as higher education, human rights, and national reconciliation promotion will also increase.
Moreover, the program provides RF 0.6 billion for humanitarian assistance for the victims of
the volcanic eruption at Goma in early 2002. Reflecting these increases, and given also
increases in general administration costs, total expenditure is budgeted to rise from

21 percent of GDP in 2001 to 22.1 percent in 2002, and is programmed to stay at that level in
2003. Current spending will increase by 1 percentage point of GDP (to 15.2 percent) in 2002
and grow broadly in line with nominal GDP in 2003. Budgeted capital expenditure, reflecting
capacity constraints on implementation, would increase from 6.6 percent of GDP in 2001 to
6.8 percent 1n 2002 and 7.2 percent in 2003. At the same time, the authorities have initiated
actions to improve capital expenditure planning, implementation, and monitoring.

31. The fiscal program provides for the continued settlement of cutstanding
domestic obligations and a reduction in domestic borrowing; in addition, it reflects
drawings on concessional external financing and BIPC Initiative debt relief. Net
payments on outstanding nonfinancial domestic obligations are budgeted at the equivalent of
about 1 percent of GDP in 2002 and 2003 (see MEFP, para. 3). At the same time, the
government’s borrowing from the domestic banking system will be reduced by 1.1 percent of
GDP in 2002, followed by a stabilization of domestic indebtedness in 2003.

Monetary and financial sector policies

32. The staff and the authorities were in agreement that menetary policy for 2002-03
should aim at limiting inflation and appropriately building net foreign assets. Given the
surge in monetary aggregates at )

end-2001, broad money growth [t i

in 2002, at about 7 percent, has been
targeted below nominal GDP »
growth, in order to avoid an

inflationary impulse (see Figure 4).
Based on this objective, growth -
targets for reserve money, assuming
a constant money multiplier, have
been set to anchor the monetary
program. The NBR will further ’
strengthen its monitoring of

monetary developments, including Ve wrm e e e wee e mes  aeer
through the development of weekly s Tl o nd T e sy

forecasts for reserve money. The

exchange rate will continue to be market determined.

33. The authorities are aiming their reforms in the financial sector at improving
banking system soundness. Policies supporting this objective include implementing an
accelerated loan recovery system, strengthening the capacity of the NBR’s banking
supervision department, and improving the capacity of the judicial system through, inter alia,
the establishment of commercial courts. Furthermore, in view of a recent review of
weaknesses in the lending procedures of banks, the NBR will, in consultation with the
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Bankers’ Association, develop a plan to enhance the quality of credit information and the
recovery of nonperforming loans. The IMF and the World Bank will provide technical
assistance for this effort, including through a Financial Sector Assessment Program (FSAP)
and financial sector review.

34.  The authorities are also acting aggressively to address the problems of a major
commercial bank in which the government is a major shareholder. In this regard, the
NBR recently appointed a new board of directors and management for the bank, which it
placed under the supervision of a provisional controller. Furthermore, the authorities have
contracted outside experts to advise on restructuring options for the bank and are consulting
with Fund and World Bank staffs on an appropriate action plan. Given the early stage of
work in addressing the problems of the bank, the fiscal program for 200203 does not
include provisions for the resolution of this situation. Policy commitments under the program
associated with the restructuring plan will be agreed with Fund staff in the period ahead.

35. The authorities have indicated their desire to strengthen their anti-money
laundering (AML) measures and to step up efforts to combat the financing of terrorism
(CFT). Their responses to a recent AML/CFT questionnaire, circulated by the IMF and the
subsequent analysis of these responses, indicate significant weaknesses in this area, which
the authorities have undertaken to address under their governance program. As a first step,
the NBR and the Ministry of Justice plan to develop jointly, with the assistance of AML
experts, a road map setting out required technical assistance and major milestones, In
addition, to ensure the proper use of Fund resources by the NBR, the authorities will put in
place within the NBR adequate safeguards in the areas of control and governance.

External sector policies

36.  Developments in the external sector under the program during 2002—03 will
largely reflect the impact of exogenous factors, including the plunge in the price for
coltan and the continued weakness in prices for coffee and tea. The external current
account deficit (excluding grants) is projected to widen from 16.4 percent of GDP in 2001 to
17 percent in 2002 and to decline to 15.7 percent in 2003. The overall balance of payments
deficit (excluding program grants) is expected to reach US$120 million and US$109 million
in 2002 and 2003, respectively. After taking into account the needed foreign exchange
reserve buildup of US$11 million in 2002, the remaining financing needs will be covered by
balance of payments support from the World Bank, IMF, United Kingdom, European Union,
Sweden, a multidonor fund for demobilization and reintegration, and debt relief from Paris
Club and non-Paris Club creditors. Regarding the Paris Club, the consolidation period, under
the May 2001 rescheduling agreement, expired in April 2002. It is assumed that additional
debt relief from Paris Club creditors on Cologne terms will be provided following approval
of the new PRGF arrangement. The deadline for completing bilateral agreements under the
previous rescheduling agreement has been extended to September 30, 2002.

37. At end-2001, Rwanda’s stock of debt is estimated to have been at about
US$1.3 billion (before HIPC Initiative relief), with an NPV of debt-to-exports ratio of
180 percent (after HIPC Initiative relief). About 89 percent of this debt is owed to



-17 -

multilateral creditors (Table 6), with the remainder divided between Paris Club and non-Paris
Club creditors. Largely reflecting lower exports than envisaged at the time of the decision
point, the ratio of the NPV of debt to exports, after the benefits of the enhanced HIPC
Initiative debt relief, would increase to 190 percent in 2002 and to 204 percent by 2003. This
ratio is expected to decline to 150 percent in 2014,

38. Rwanda’s outstanding credit to the Fund is estimated at US$84.3 million, or

83.8 percent of quota, in 2001 (Table 8). It is expected that Fund credit outstanding will
decline to 68 percent of quota by 2005. The amount represents 35 percent of exports of goods
and nonfactor services and about 28 percent of gross official reserves. Rwanda is expected to
service 1ts debt to the Fund without problems, given its past track record. The ability to repay
the Fund will be further enhanced by the proposed limitation on the contracting of new
nonconcessional loans, the provision of HIPC Initiative relief during the interim period and
after the completion point by the Fund and other creditors, and the projected gradual
reduction of the fiscal and external current account deficits. In this regard, the authorities are
requesting additional interim assistance from the Fund to cover part of their debt service
obligations in the period until July 2003, broadly the time at which the authorities are
expected to reach the completion point under the enhanced HIPC Initiative.

Trade and exchange rate policies

39, Rwanda agreed in April 2002 to join the Free Trade Area (FTA) under COMESA by
the end of 2004, following an assessment of the consequences of the tariff reduction program
on Rwanda's industry and fiscal operations. Rwanda has provided trade preferences to
reciprocating countries in the COMESA region. In 2002, Rwanda lowered its intra-
COMESA tariffs to 20 percent of the most-favored-nation (MFN) rates and agreed to reduce
themn further to 10 percent in 2003 and expects to phase them down to zero by January 2004.
The FTA is expected to be transformed into a customs union by end 2004 with the adoption
of a common external tariff. In July 2002, some MFN import tariffs will increase in line with
the preliminary proposal for COMESA's common external tariff, with bands at 0, 5, 15, and
30 percent. As a result, the average tariff rate is expected to rise from around 11 to

14 percent.

40.  Rwanda's trade regime is relatively open with a score of 3 on the trade
restrictiveness index score (in a scale of 10, with 10 indicating the most restrictiveness).
Rwanda has made some progress in reducing the level and dispersion of tariff rates and there
are currently no explicit nontariff barriers. Over the medium term, Rwanda's trade
restrictiveness index could be further reduced to 2 but the final outcome will depend to a
large extent on developments vis-a-vis COMESA, namely, the adoption of the common
external tariff.

41.  Rwanda's foreign exchange system is market determined with the NBR
occasionally intervening to smooth out disturbances. The formal foreign exchange market
in Rwanda is dominated by commercial banks and foreign exchange bureaus. Since

January 2001, weekly foreign exchange auctions for banks have been introduced, which
supply a predetermined amount of foreign exchange on a marginal price basis. Furthermore,
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exchange rate regulations have been liberalized to allow larger withdrawals from foreign
exchange accounts.

42.  The managed float exchange rate system is suitable for Rwanda given the country's
limited export base and the risks associated with capital flows over the longer term. Rwanda's
large current account deficit is financed largely through foreign donor support, including
loans. Given that donor support is subject to the risk of a sudden reversal and the ability to
contract more loans constrained by the already weak debt sustainability indicators, the
managed float system appears to be suitable for Rwanda's current circumstances. In light of
these factors, the further accumulation of reserves envisaged by monetary policy aims at
avoiding a disorderly adjustment in the exchange rate, caused by potential disruptions in
foreign aid or further terms of trade shocks.

43, The large current account deficit does not signal weaknesses in Rwanda's external
competitiveness caused by a misaligned exchange rate. In fact, the real effective exchange
rate (REER) has depreciated since 1999 and during the same period export volumes have
increased rapidly (albeit, for reasons not entirely related to enhanced competitiveness). While
Rwanda is a landlocked country and thus subject to higher transportation costs (MEFP,

para. 18), overall, external competitiveness does not appear to be adversely affected by the
current exchange rate system.

Structural reforms

44.  The authorities, building on recommendations from Fund technical assistance
missions, have set out a focused action plan for improving economic governance,
strengthening the administration of public finances, and supporting the
decentralization of government that reflects priorities identified in the PRSP. In
particular, the plan includes steps to improve budget administration, increase transparency
and accountability, strengthen economic institutions, and introduce the legislation and
regulations required to ensure efficient, rule-based governance (see MEFP, paras. 41 to 57).

43, To improve the comprehensiveness, efficiency, and transparency of the
administration of public finances, the authorities intend to introduce on July 1, 2002
explicit (written) guidelines determining eligibility and priority for payment of
outstanding domestic obligations (MEFP, para. 33). In addition, appropriate action will be
taken in following up on the study on extrabudgetary and off-budget accounts; a
comprehensive review of tax exonerations and incentives under tax laws and investment
agreements will be conducted; a mechanism for monitoring borrowing by district
governments, on a monthly basis, will be developed; and government financial data will be
published, following the Government Finance Statistics (GFS) format, on a monthly basis.

46.  The authorities have set out a number of actions that will be taken to improve
the government’s capacity to monitor and control expenditures during 2002-03.
These actions will include the government’s plans to expand the existing expenditure
management system to cover local levels, while improving the internal audit and public
accounting systems of all government levels. Special attention will be given to tracking
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poverty-related expenditure in all government levels, consistent with the commitments
under the enhanced HIPC Initiative. These steps will be accompanied by the establishment
of a reporting system to evaluate periodically the delivery of government policies as
proposed under the PRSP. In this context, the medium-term expenditure framework (MTEF)
will be extended to provide for wider consultation among all levels of government during
budget preparation. Moreover, parliament will deepen its involvement in this process. The
authorities also plan to further strengthen the Office of the Auditor General and to make
available to the public the audit reports for 1999 and 2000 by end-2002.

47. The authorities’ plans for establishing a clear legal basis and well-defined rules
and regulations for financial operations include the adoption of the Organic Budget
Law, the Law on Management of Public Accounts, and supporting financial regulations
and instructions. Conflicts between certain elements in these laws and other legislation
would be eliminated under the new constitution that is being drafted. However, if the
adoption of the new constitution is delayed, the government plans to submit to parliament
laws modified to contain those elements that are consistent with existing legislation by

June 30, 2003,

48.  Beyond fiscal administration and economic governance, the authorities plan to
expedite action on the agendas for demobilization and reintegration and civil service
reform. The demobilization and reintegration program, which is being supported by the
World Bank and other donors, will substantially reduce the size of the Rwandese army,
provide service allowances to returnees from the former armed forces, and assist former
members of armed groups in the Democratic Republic of the Congo (DRC) to retumn to
normal roles in socicty. In addition, some members of the militias operating in the DRC will
be integrated into the Rwandese army (see MEFP, para. 27). The demobilization and
reintegration program is being accelerated in order to improve the quality of the civil service
and the delivery of government services, as well as to consolidate national reconciliation and
support stability in the Great Lakes region. Program implementation will be safeguarded by a
monitoring mechanism set in place by the World Bank that will continuously track the
provision of assistance to ex-combatants and to provincial offices and communities. In
addition, ex-post surveys will be conducted regularly to verify the appropriateness of the end-
use of program funds, and regular financial reports will be prepared. The Office of the
Auditor General is planning to audit the 2002 accounts of this project as part of the work
program for next year. Reforms in the civil service area will include the completion of the
new civil service structure for the districts and the computerization of the human resource
management system.

49.  On other structural reforms, the authorities envisage the acceleration of the priva-
tization program and regional integration. In the period ahead, the authorities, in consultation
with World Bank staff, will complete the pilot privatization of tea factories, bring Rwandatel
(the telecommunications company} to the point of sale, and put Electrogaz (the electricity
and water company) under private sector management. These measures will go a long way
toward reducing the cost of doing business in Rwanda. Furthermore, the authorities plan to
develop a specific timetable for divesting government shares in the financial sector.
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IV. Tne PRSP PROCESS

50. Following a national consultative process, Rwanda published a PRSP (to be issued)
that is intended to form the basis of Rwanda’s national planning effort over the next decade
and provides a comprehensive framework for the coordinated action of communities, the
private sector, civil society, and external donors. The PRSP focuses on six broad areas: rural
development and agricultural transformation, human development, economic infrastructure,
governance, private sector development, and institutional capacity building. A joint
assessment of the PRSP by the World Bank and Fund staffs will be issued.

Box 2. Rationale and Social Impact of the Set of Revenue Measures
Value-added tax (VAT) increase in two steps from 15 percent to 18 percent

The VAT increase was chosen in part because it is a simple measure to implement. Eightcen months after the successful
introduction of the VAT, the revenue administration and the VAT-registered entities will be easily able to administer the
first step of the chosen rate increase. At the final level of 18 percent, to be reached in January 2004, Rwanda will be right on
the regional average. While the VAT is not a progressive tax per se, the negative social impact is nevertheless estimated to
be small, since the majority of trade among the rural poor, who can be largely characterized is dependent on subsistence
agriculmral activity, is not subject to the tax; however, some unavoidable impact will be felt, owing to the effect on
petroleum products and, thus, transportation.

Reducing the corporate income tax

With the reduction to 35 percent, the corporate income tax will also move to the regional average. The main objectives were
to reduce the incentive for tax evasion by applying the lower rate, as well as to put Rwanda on a level playing ficld with its
neighbuors regarding the attraction of foreign investment. As the corporate income tax applies only to businesses with annual
turnover of above RF 15 million, this measure will not directly affect the poor.

Reforming the tax on professional remuneration (TPR)

The TPR reform is envisaged to broaden the base of this tax, which largely applies to private scetor professionals and civil
servants. Fringe benefits, currently tax free, would be captured, along with ordinary salary. It is being considered that, at the
same time the base is broadened, the rate structure will be adjusted to be compatible with the corporate income tax rate. The
poor are not directly affected by the policy change since they fall below the income threshold for application of the TPR.

Adoption of the common external tariff structure of COMESA

Adjustment of the tariff structure to the common external tariff of COMESA was chosen as a revenue measure in the

broader context of Rwanda’s plans to fully join the free trade area of COMESA by 2004. In the long term, this poliey will

increase the markcet for Rwandan products and thus aliow for greater economies of scale and increase the country’s

attractiveness for foreign investment. The social impact of raising the tariffs will be limited, as Rwanda was a relatively

closed economy and its smali amount of imports is skewed toward intermediate and finished products. The negative impact

on the majority of the poor would thus not be pronounced, with the possible exception of the effect of the measurc on
imported petroleum and, thus, on transport,

| Reforming excise taxation

The authoritics have designed Rwanda's excise taxes to be highly progressive by applying them only to luxury products.
The increase in taxation on industrial beer and the introduction of a progressive excise tax on cars (differentiated by engine
size) will have; al the same time, these measures will generate very limited negative social impact valuable resources that
can be used for pro-poor spending, An excise tax on ¢cllular phones and airtime was considered, but its introduction was
postponed. While it was recognized to be a progressive tax measure, the fact that large parts of the country are not linked by
a fixed-line network and thus have to rely on wireless networks for telecommunications caused the Rwandan authoritics to
delay action.

51 The program for 2002—-03 provides for all priority spending identified by the
authorities. While the initial plans for 2002 included additional outlays for the next stage of
demobilization and the capital budget, the reductions reflected in the agreed fiscal program
are associated with administrative delays and capacity constraints unrelated to the program.
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The agreed revenue measures are unlikely to have a major negative social impact. In
supporting expanded, pro-poor spending, revenue measures were focused on progressive

taxes, where possible. Box 2 above provides a summary analysis of the impact of these
14
measures,

V. STAFF APPRAISAL

52. Operating under difficult conditions, Rwanda has made significant progress
toward creating a foundation for sustainable and robust economic growth and for a
reduction in poverty. The circumstances in which the policy reforms and institution
building have supported this progress have been extraordinary—encompassing a massive
reintegration effort, the establishment of safety nets for the surviving victims of the 1994
genocide, and the reconstitution of a national polity, including by seeking appropriate
resolutions in cases against those accused of genocide and by setting in place democratic
institutions. During 2001, the holding of local elections, the mitiation of work on a new
constitution, and the training of judges for gacaca courts will be built on the restored
macroeconomic stability and admimstrative strengthening achieved with PRGF-supported
programs during 1998-2002. While the search for a just and durable end to the security
situation continues, thereby redirecting resources that could otherwise be used to create
productive capacity, the government has embarked on an ambitious demobilization and
reintegration program supported by the World Bank and other donors.

53. Performance under the PRGF-supported program for 2001 was broadly
encouraging. GDP growth was strong, and inflation, partly reflecting good weather, was
limited, while the increase in official reserves was better than targeted. The observation of
quantitative performance criteria for end-December 2001 contributed to this strong
performance and reflects an important improvement in program implementation relative

to 2000. While some of the progress during 2001 and early 2002, including the stocktaking
of government accounts, the introduction of revised fees for government services,
improvements in the performance of the Rwanda Revenue Authority (RRA), completed
audits of key government ministries, the institution of new organizational structures for the
civil service, the adoption of a code for civil servants, and the strengthening of the National
Tender Board (NTB), was realized with substantial delays, these actions, taken together,
form a good record and a strong basis for moving forward.

54,  The program for 2002-03 supports the achievement of the growth and poverty
reduction objectives set out in the PRSP. In particular, a strengthened revenue effort under
the program provides resources to finance a critical stage in the authorities’ program of
nation building, while further moving government finances toward sustainability, as a limited
increase in the deficit on domestic operations in 2002 will be reversed in 2003. To achieve
the revenue targets, the program builds on the improved capacity of the RRA, raises the VAT

14 As noted in Box 1, fees for government services were revised in 2002. Although the
revisions applied to some education and health services, most fees are for nonsocial services.
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rate toward the regional average, and aligns tariff rates in a way that will facilitate full
integration into the COMESA free trade area and ensure consistency with the eventual
COMESA common external tariff. The improvement envisaged in revenue buoyancy is
appropriately ambitious and the expenditure program fully encompasses the priority actions
needed to achieve a social, political, and economic transformation. In this regard,
constitutional reform, the decentralization of government, and the concurrent strengthenin g
of governance represent one coherent bold step toward establishing a sustainable and
efficient foundation for the economy. At the same time, spending focused on gacaca courts,
demobilization and reintegration, reeducation, and assistance to genocide victims, addresses
critical social needs and moves strongly in the direction of poverty reduction, consistent
with the PRSP. The fiscal program provides for positive, although limited, real growth in
other spending.

55. The continued strengthening of government financial administration, which is
featured in the program for 200203, is critical for ensuring that resources are used
apprepriately and efficiently in realizing PRSP and program objectives. The
introduction of guidelines for determining the qualification of domestic liabilities for
settlement and the establishment of a submission deadline will be important steps in this
direction. Improvements in the process for establishing and monitoring government bank
accounts, the incorporation of off-budget accounts, the strengthening of the budgeting
process, the extension of the government accounting system to cover provincial and district
administrations, and enhancements in monitoring and controlling the capital budget will also
contribute importantly to strengthening the financial administration. Improved accountability
through the continued strengthening of the Office of the Auditor General and the publication
of audit reports and data on current government financial operations will also play a key role
in this effort.

56. Monetary policy during the program period is to be guided by the objective of
establishing low inflation as a norm. In light of the more rapid than targeted monetary
expansion during 2001, broad money growth in 2002 will be held below that for nominal
GDP. Attaining this objective, while ensuring the appropriate availability of credit to the
private sector, will be facilitated by a reduction in government indebtedness to the banking
system, supported by external inflows. Given the projected timing for external inflows, the
program entails a reduction in official reserves during the first part of 2002, along with the
extension of central bank financing to cover government operations. Given the associated
risks, the NBR will need to closely monitor liquidity movements in the system and move
aggressively to tighten conditions, primarily through intervention in the money market,
when needed.

57.  In these circumstances, prompt action to resolve the difficulties of the commercial
banking sector will be vital to the success of the program. Placing a seriously troubled
bank under the provisional control of the NBR was an important first step in safeguarding the
assets of that bank and limiting potential recourse to fiscal resources. The adoption of a
strategy to fully address the problems of the bank, in consultation with the World Bank and
Fund staffs, will set the stage for improving the overall efficiency of the banking sector. In
this regard, the NBR plans to improve banking supervision, enhance the quality of credit
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information available to banks, and strengthen the capacity of the judicial system are

welcome steps. To this end, the authorities are taking full advantage of the MAE resident
advisor posted at the NBR.

58. Although the current account deficit is projected to decline substantially over the
medium term, Rwanda’s extremely narrow export base and continued dependence on
external financing leave the external balance of payments highly vulnerable to external
shocks. The design of program policies, which limits inflation and links external financing to
a coherent and tightly focused transition program while maintaining appropriate exchange
rate determination, reflects the importance of ensuring that relative price shifts, including as a
result of externally financed demand for nontradables, do not undermine market incentives to
establish productive export-oriented activities. The diversification and expansion of the
export base will also be supported by privatization efforts, including to further develop
commercial coffee and tea operations.

59. While noting the authorities’ commitment to take necessary steps to eliminate

difficulties encountered in meeting debt service payments on a timely basis, the staff urges
the authorities to strengthen their debt management.

60. Rwanda maintains an exchange system free of restrictions on payments and
transfers for current international transactions. The current floating exchange rate system
has served the country well, given its exposure to terms of trade shocks and its limited
diversification of exports. The authorities are committed to intervening in the foreign
exchange market solely for the purpose of smoothing out market disturbances and not to
offset underlying market trends. The current level of the exchange rate is considered to be
broadly compatible with economic fundamentals, as reflected in part by the narrowing spread
with the informal market rate.

6l. Macroeconomic statistics suffer from many weaknesses, especially in the areas of
national accounts, government finance, and balance of payments. Although some initial steps
have been taken to address identified issues, further strengthening remains a priority. The
Fund has provided technical assistance as part of this effort, and additional assistance in the
fiscal area 1s being planned, including on tax policy.

62. The authorities have made progress toward the completion point triggers under
the HIPC Initiative. Macroeconomic performance has been satisfactory and a strong
program has been agreed for 2002—-03. While there have been some delays in the area of
structural reforms, the authorities, with the support of the World Bank, are expected to
finalize the pilot privatization of two tea factories in the near future. In the area of education,
the target for net primary school enrollment has been met, and 12 teacher-training colleges
are currently under construction. Community participation in support of primary and
secondary education is being implemented through the IDA-financed Community
Reintegration and Development Project. In the health sector, the authorities have surpassed
the minimum target for equipping district health centers. Under its national policy adepted in
2002, the government also identified the reduction of morbidity and mortality due to malaria
and HIV/AIDS, as well as the reduction of infant and maternal mortality as priorities in the
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health sector. The government has also made good progress in implementing the
coordination of public, private, and NGO health providers. Regarding gender, the
government has prepared a Gender Action Plan with priority programs for women in the
areas of education and health sectors. The government has also taken measures to eliminate
all forms of discrimination against wormen.

63. The authorities have presented an ambitious but realistic policy program, for
which they request support under a new three-year PRGF arrangement. Their strong
performance during 2001, together with the substantial progress on the structural reform
agenda, demonstrated a heightened level of commitment. The thorough discussions on the
program underscore the authorities’ desire to own the program and to implement it with
determination. The finalization of the accompanying PRSP provides the opportunity to place
the macroeconomic program in the context of a comprehensive strategy for achieving
Rwanda’s national objectives. Although there are risks associated with the complex and
ambitious social transformation planned for the period ahead, the fundamental importance of
these tasks clearly warrants their undertaking. With the sound implementation of its poverty
reduction and growth strategy, including the macroeconomic policies outlined in this
program, Rwanda is set to continue on a path of sustained and high economic growth and the
attainment of external viability.

64, The staff recommends the approval of the proposed three-year PRGF
arrangement in the amount of SDR 4 million. The limitation of access under the PRGF to
5 percent of quota reflects the availability of grants and highly concessional external credits,
which will complement the Fund resources in meeting Rwanda’s financing requirements.

65. The staff supports the authorities® request for additional interim assistance
under the HIPC Initiative, given the existence of satisfactory assurances by creditors,

66. The staff recommends that the next Article IV consultation with Rwanda be held on
the standard 12-month cycle.
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Figure 5. Rwanda: Exchange Rates
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Figure 6. Rwanda: Selected Economic and Financial Indicators, 1995-2001
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Table L. Rwanda:

7.

Selected Econemic and Financial Indieators, 1995-2004

1995 1996 1997 1998 1993 2000 2001 2002 2003 2004
Prog. Esl. Prog. Est. Kev. Tt Pragram
Prog.
(Armual percentage changes, utless olherwise indicated)
Quipul and prices
Real GDP growth 332 127 138 8.9 50 7.6 5i B0 4.2 &7 13 6.1 6.2
GDF deflator 511 10.% i56 22 0 3.5 L ) 43 0.2 1.9 35 37
Censumer prices {period averags) 48.2 13.4 1.7 &8 -5 24 4.0 19 4.0 A4 1.0 LN 30
Consumer prices (end of pericd) 384 87 1.6 -&.0) 5 2.1 6.5 LR &0 .2 i 30 30
Baternal secior
Eapor, Ffob. (in U3 dollars} 36.8 229 500 =30 136 -33 1.7 447 2.2 4.0 -l6.9 12.1 137
Imports, f.o.b. (in U.8, dallars) 47z v.2 30.1 TR -54 -7 9.5 pax -0 6.4 0= 3.2 26
Export volume 213 344 134 -0 251 128 122 19.7 ae 36.7 -13.8 6.5 5.2
Import volume 498 4.8 KL 33 8.6 4.5 35 -14.2 8o 1.0 -4 28 15
Nominal effective exchange rale {end of period; depreciation «) -54.R kR 122 -11.9 8.6 5.7 -9.3 -12.2 . 34
Jeal elfective exchange rate (end of peried; depreciation -} -7 8.6 209 -18.3 7.6 54 9.8 9.6 4.9 . .
Terms of trade (deteroration -} L6 -15.5 40,6 -152 -123 -16.1 =57 kL 1.5 S20L7 4.5 5.1 6.4
Govemment finance
TRevenie 2834 0.5 473 IEN) 1.6 RO 104 19 221 255 169 14.0 1113
Total expenditure and net Tending 151.3 A7l 151 | 17.¢ 77 5.4 4.2 4.7 0.0 155 9.4 g
Current expendidure a%.7 27 146 7.6 135 142 -4 38 18.8 204 L&6 13 -4
Money and credit 1/
Net doniastic assets 27 & 3.2 74 5 -6.0 10.3 19.0 0.4 -&.7 74 -1.8 13
Domestic eredit 20 3/ 5.3 “LB 42.1 9.9 . 12.9 14 £} 101 1.1 .7
Govemment 2/ 4 -34.4 <28 138 1o 1.0 8.0 -18 4.5 22 4.3 -1.0
Eeonoiny 2/ 49.7 0.2 L3 .9 5.6 4.8 1z 0.3 3 5.4 16
Money and quasi money (M2) 3.7 3.2 47,5 -39 50 b.8 6.3 14.4 6.7 10.0 &b
Teeserve monay 43.1 115 146 =1L 50 135 6.3 -4 4.6 8.1 6.3
Veloeity (mtio of GDT* to M2; end of peiod) 5a 4.1 55 [ 5.6 6.2 6.2 5.9 b.1 57 5.8
Interest rate (one-year savings deposits, in pereent, end of peried) 12.0 e 1.4 g . Lol u.7 1.6 10.2
{[n percent of GDP, unisss otherwise indicated)
National income aecounts
Mational savings (excluding official transfers) =56 4.9 -6 =22 -0.2 0.3 =11 12 1.2 2.0 1.8 3.5 6.3
Ofwhich:  privae (including public enterprises] 0.0 .10 2.6 0.8 2.0 33 1.5 4.2 4.3 4.9 4.9 5.8 6.5
Gross investment 134 144 138 14.8 156 17.2 15.7 17.5 17.1 18.4 158 19.3 198
Of which: privale (including public enlerprises) 53 51 55 8.0 B.0 10.9 2.0 (3 04) LR 118 12,0 122 124
Gavemment financs
Total reverue &8 .3 104 106 10.5 2.3 02 2.7 103 114 122 127 128
Total expenditurs and net lending 203 225 19.6 18,5 20 19.6 12,6 187 212 210 121 221 208
Capital expenditure Bl 9.3 8.z 6.3 7 6.4 R 5.0 T4 6.8 7.0 73 1.6
Current expenditure 124 132 1.5 121 1.6 133 126 126 137 4.2 15.2 14.8 123
Primary facal balancs 4/ =13 -1.% [PR) 0.0 0.7 -2.1 -0l 0.6 -0.3 -0 -0.2 07 1.2
Dromestic fiscal balance 5/ 4.3 -29 -3 -3 =33 38 -28 -2.48 A -2.7 23 -2.8 -3
Orverall balence {payment erder)
Ingluding grants -24 -5% =25 A0 -54 B =55 o1 -4.3 =11 =11 -0.6 0.f
Excluding prants =127 -13.2 %2 -3 9.8 -9.7 93 -89 -E0.4 -9.5 -39 2.4 -3.0
Enternal sector
External currend account balance
lucluding official transfers 6/ =30 -67 -9.5 4.6 -5.% -1.4 -84 -5.0 449 -6.5 -11.3 -5 -10.3
Excluding official transfers -19.0 -19.3 -17.4 -17.0 -15.8 -1e.? -16.8 -2 -15.8 164 -17.0 -15.7 -13.5
Exlemnal debl {end of periad) 7/ 83.2 80.4 Gl.6 583 612 653 TS T2 6.1 73 732 66.8 o7
Nel present value of exlernal debl
{in peroant of exports of poode and nonfactor services) 8/ 987.9 0.1 4231.5 388.3 148.1 t76.5 180.2 150.3 2035 210.7
Schedyled debt-service ratio
(i percent of exports of goods and nonfactor services) 590 409 271 335 4.6 . 338 7.4 314 27.4 266
Gross reserves (10 months of imports) 31 27 4.0 4.6 51 4.7 45 52 31 57 59 6.2 6.2
{In millions ef TLS. dollars, wnless afherwise indicuted)
Crverall balance of payments iz 0.9 1.7 SILE -1125 -172 -1223 -4.1 407 101 -1201 -108.6 -108.1
External armears 61.% TR 73 481 a.0 541 0.0 602 1X)] 123 73 0.0 L X
External financing gap % 0.0 0.6 nQq 00 145 6 0.0 143 4 0.n 608 0.0 0.0 0.0 X
Extzrnal debt (end of periad) 7 1,ma0 LINLe 1,179 1,159.3 1,254 L6168 1,375.2 1,305.1 1,346 8 13154 1,931 1,268.4 12445
Gross official reserves 5.7 | 6.5 1554 16%.5 183.5 1743 1748 190.6 186.6 2121 2236 2366 2415
Memarandum itene:
Nominzl GDP {in billions of Rwarxda frances) 1/ 3361 424.1 5583 6213 BT7.0 6449 6868 057 7746 754.3 8232 906.4 998.8
Nominel exchange rale (penod average: per U.S, dollary 6T E 206.5 3024 3123 30,5 3339 . 3857 443.0
Domestic debt (end of penod; wn petcent o GDP} 158 137 3 10.3 83 8.7 12 T 6.2 54 47

Sources: Rwandese puthorities; and statf estimates and progeclions.

1/ ALl numbets are based on eutrent exchange mtes.

2/ As a pereent of the begimung-of-period stock of broad money,
3 The 2001 pates of growth assine thal the excess external budgstacy support ab end-2000 would be ueed in ils entirety (o finance additional social expenditure

doring 2001.

4/ Revenue excluding prants: minus current eapenditure except inferest due und except excepliona] expenditure.
5/ Revenue sxcluding grants; minus current sxpenditure (easluding external interest}, domestically financed capital expenditure, and net lending.
&/ Tor program years: without ineorporating undishuresed budgetary grants
7/ After rescheduling. Om & disbursed basis, including arrears, rescheduling, and new debt.
8/ Tased on assumptions zbout expected new borrawing, For illnstrative purposes, (he numbers are showt as iTHIPC Inftiatlve sssistance had been delivared uncenditionally as of 1999, The exports
denomimator is calculated using a three-year backwand lecking avermge,

9/ Finarcing,

pap afler laking ints accouns identified financing expected during the course of the year
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‘Table 2. Rwanda: Operations of the Central Government, 1998-2004

199§ 1999 2000 20601 1/ 2002 2003

2004
Prog. Est. Mar. June Sep, Dec. Prog. Prisg.
Prel. Proj. Irog, Prog.
Est.
(In billions of Rwanda francs)

Revenue and grants 520 102.] 132.4 130.8 148.5 354 T8 120.8 173.5 194.9 2095
Total revenue 66.0 636 a8.7 836 K0.2 23] 48.5 744 1007 114.9 1275
Tax revenue 2.6 6.4 653 768 79.5 0.6 42 656 805 7.4 107.8
Direct taxes 183 15.8 18.5 229 24.5 7.0 14.1 212 7.6 30.4 4.2

Taxes on goods and services 285 336 352 40.7 41.0 1Ll 21.2 33.9 47,5 320 LS|
l'axes on inlemnational trade 15.8 1.0 11.6 132 141} 32 6.7 104 14.4 15.5 16.5
Nemtax revenue 34 2 33 11 6.7 4.5 0.4 7.1 7.8 75 8.0
Measures 0.0 0.0 IR .0 0.0 0.0 0.0 1.7 1.4 Q.5 12.2
Grants 350 385 63.7 46,9 633 17 24.4 46.5 127 80.0 K13
Budgetary grants 5.5 14.% 39.5 1.7 339 27 %3 224 40.6 4.6 40.9
Cif which : HIPC Initiative assistance [1X1} 0.0 0.0 1.0 10.6 2.7 49 8.6 10.7 139 7.9
Capital grans 25.5 237 242 a5 29.5 8.0 16.1 24.1 32,1 54 4in4
Total expenditure and net lending 2/ 1174 126.4 131.7 164.2 158.1 421 Ri.R 1343 1826 2042 208.0
Curret expenditure 753 86.0 §9.2 166.0 107.4 286 583 913 125.2 1343 132.5
Gf which : priority 17.5 25.1 28.5 4010 40.1 10.2 21.7 355 50.3 56,1 62.9
Wages and salanies 289 34.4 i6.A 3912 389 9.7 202 309 41.7 423 436
Civil 12.3 17.2 20,5 23.1 23K 5.7 12.4 19.2 26.] 28.0 300
Defense 16.6 17.2 16,1 16.2 162 4,0 78 1.7 15.5 143 13.6
Purchases of goods and services 255 6.8 3.9 283 294 9.0 16.4 24.0 323 34.] 362
Civil 14.9 17.0 6.1 19.4 20.4 5.8 103 17.0 24.3 253 6.8
Defense 0.6 9.8 T 8.8 9.0 3.2 fi.l 7.0 3.0 3 9.4

Intarest payments 5.7 5.4 6.5 6.6 6.2 1.7 33 5.0 16 7 7.
Domestic debt (due} 23 2.4 .0 1.& i3 0.2 0.6 0.9 2.2 23 23
External debd (duz) 14 248 4.5 50 50 1.4 27 4.1 14 53 5.1
Transfers 93 115 11.9 152 15.] 4.1 9.1 151 21.1 224 24.2
Exceptional expenditure 58 7.9 ila 16.7 177 4.1 9.4 6.2 225 279 21.0
Of which - demobilization/reintegration/teeducation B.5 1.9 18 37 34 0.7 1.2 4.0 6.0 1.2 52

Cupitul expenditre 42.3 40.8 42.0 56.8 S0.0 13.5 279 42,1 56.4 64.9 74.5
Of which : priarity oG 0.0 o 0.0 0.0 X1 0. 10 2.0 4.0 5.5
TNomestic 25 33 1.5 3.6 3.3 1.1 31 50 6.9 10.2 12.2
Of whick : Comoun Development Fund (CDF) 0.0 0.0 0.0 LRV} 4.0 [iXH 0.0 1.0 2.0 4.0 3.5

Foreign 398 KER] 4.3 332 46.5 12.4 24.8 37 49.5 34.7 2.3
Met lending -2 -04 0.5 1.4 0.6 0. 0.5 0.9 1.0 1.0 1.0
Primary balanee 3/ -3 -14.4 -4.3 -2.5 -0.8 1.3 -4 -0.46 -12 5.9 1.7
Daornestic fiscal balance 4/ -8.2 -24.4 -18.0 -22.1 -20.4 A -109 -18.7 =269 -253 -12.6

Overall deficit (payment order)

Including prants -1%4 -24.4 [tAr) -33.5 -B.3 -6.2 BEA -13.4 9.1 -5.3 1.3
Exvluding grants -51.4 -62.8 -63.1 -80.4 718 -16.9 2383 -59.9 -R1.9 -85.3 -&0.0
Adjustments 5/ -21.8 28 -4.3 -36.2 2253 -1.2 -2.0 -6.0 -18.2 -7.0 -7.0
Change in atrears 6/ =222 -2.0 12 -362 -A1.7 0.3 -2.0 -6.0 -18.2 -1.0 -T0
Damestic -1.9 -4.0 -1.9 -10.0 -150 0.3 -1.0 -6.10 -7.8 -7.0 -1.0
Extemal -18.3 2.0 3.0 262 -16.7 0.0 10 0. -10.4 0.0 oo
Nungore government accounts 7/ 7 0.8 inhn i 4.5 -0.7 0.0 0.0 0.0 0.0 .
Transitory accounts 5/ 0.0 (X)) 3.5 0.0 1.1 -0.8 0.0 0.0 0.0 0.0 0.0
Other 5/ 9 [IRH o 2.6 oo g [EX1] n0 non 0.0 0.0 0.
Discrepancy 10/ 1.3 3.3 -l 0.0 2.7 1.2 0.0 0.0 0.0 0.0 0.0
Deficit {-) (cash basis) -41.2 215 2.6 -69.7 -36.3 86 -16.0 -19.5 273 -12.2 5.1
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Table 2, Rwarnla: Operations of the Central Government, ] 998-2004 (zoncludad)

HWH 1S

1998 1559 2000 2002 2005 2004
Fst. Prog, Esi, Mar. June Sep. Dec Prog. Prog.
Prel. Proj. Preg. Prog.
Est.
{In billions of Rwanda francs)
Financing 41.2 175 2.4 39.1 14.5 8.6 16.0 15.4 27.3 12.2 5.7
Farzign finatcing (ne) 392 0.5 155 310 LR 2.4 6.3 253 382 129 9.2
Drawings 219 2.0 229 314 XN 4.3 8.7 288 36.6 173 4.5
Budgetary loans 1.6 172 6.5 13.4 163 0. +0 158 19.2 8.1 75
Projecr Inans 10.3 118 16.4 18.0 1o 43 8.7 13.0 174 19.2 17.6
Amortizarion -0 -1TR -10.4 -11.8 4.2 -1.7 ERS -8.7 -12.2 -14.5 -153
Bxceptional financing 242 33 3.0 11.] 15.4 0.8 34 52 138 [LX0] a0
Domestic financing 2.0 70 -12.9 82 A0 .l 9.7 -5.9 -10.5 -6 -8
Banking system (monetary survey) 117 1.0 7.8 -5.9 2.6 5.1 4.1 6.7 TR -9.1 -7 3.3
Gf whickh : HIPC Initiative sssistance subaccount 12/ . 3.8 4.8
Nenibarik sector (including, CSR repayment) 13/ Lo -0y -3.0 5.6 2.1 Z.0 3.0 2.0 -1.7 0.0 0.0
Financing gap (+) 0.6 0.0 3.0 05 0.0 0.0 0.0 o0 0.0 00 0.0
Memorandum items: {In percent of GI}F, unless vtherwise indicated)
Revenue and grenis 159 15§ 188 169 1.8 4.5 RE 14.6 210 215 210
Revenue, exclading grants 106 9.9 9.7 10.8 1ra n 3.9 2.0 122 1.7 12.8
Tatal expenditure and net lending 189 19.6 18.7 212 210 5.l 13 16.3 22.1 22.1 208
Current expenditure 12.1 133 12.6 137 14.2 s N 111 152 4.8 133
O which - wage bill 4.7 53 5.2 51 5.2 1.2 23 3.7 3.1 43 4.4
souds amd services 4.1 4.2 3.4 3.7 3.9 1.1 2.0 2.9 19 LR 36
defensesecurity 4.4 42 14 32 33 IR} 1.7 2.3 29 2.5 23
Of which: priority expendire (recurrent} 2.8 in 4.0 3.2 33 1.2 2.4 4.3 .l 6.2 6.3
exceptional expenditure 0.9 12 [N 22 2.3 0.5 11 2.0 2.7 2] 2.1
Capital expenditure 6% 6.3 6.0 1.3 6.6 1.6 3.4 3.l 0y 7.2 7.5
DNomestic fiscal balance -1.3 -1.8 2.6 -29 -2.7 -0.4 -1.3 -23 -3.3 -2.8 -L.3
Primaty balance
Including exceptional expendire -0.6 -2.6 =20 -2.0 -2.0 -0.2 -h¥ -l1.4 20 -1.3 0.3
Excluding exceptional expenditure .0 =212 EIR -0.3 -0l 2 0 -0.] 0.2 0.7 1.2
Overall deficit (payment order)
Ineluding grants =30 -1 0.1 4.3 -1.1 -0.8 -1.7 -1.8 -1.1 -0.6 0.1
Bxcluding grants -8.3 =93 89 -thd -9.3 -2, -4.6 -7.3 -0.9 9.4 -8.0
Nominal GDP (in billiens of Rwanda fiancs) 6213 644.9 087 7746 734.3 8252 825.2 8252 §25.2 06.4 993.8

Sourees: Rwandese authoriiies; and Fund staff est:mares and projections,

1/ Program numbers refer 1o EBS/01/169 (9726/01).

2/ Bapenditure figures for 1999 do not include arrears recently identified.

3/ Excluding exceptional sovial expemdilure, defined as total revenue {excluding privarization proceeds) minus nonititerest current expenditure minus domestically financed capital expenditure.
4/ Revenue excluding grants; minus current expenditure, domestically financed capital expenditure and net Tending; excluding exremal inrerest.

3/ A negative sign indivales an adjustment consistant with higher actual expenditure on a cash basis than on a tecorded payment order basis.

6/ A negative sign indicates a reduction. Arrears are shown here in a fiscal accounting sense, which may deviate from the definition nf the technical memowandum of understanding (TMU) uged
for benchimaiks and perfornence eriteria.

7/ A negative sign indicates net expenditure our of the noncore government accounts.

&/ A negative sign indicates o net deposit buildup.

9/ Main clements in 2000: the cotrection of an accounting errot involving RF 2.3 billion in European Union aid; changes in vault in cash at the Rwanda Revenue Authority (RRAY, and the
reimbursement of an unpaid transfer. In 2001: changes in vault cash at the RRA.

10/ A negative number implies a discrepancy that is consistent with underestimation of financing.

11¢ In 2000, net credit to government was redefined o exclude the accounts of autonomous public agencies.

12 Assistance froom PMF only.

13 CSR = Caisse Bociale du Rwanda,



Table 3. Rwanda: Monetary Survey, 1999-2002 |/

(I billions of Rwanda francs)

1999 2004 2001 2 20102
Dec. Dev Ddar, June Sep. Dec. Mar. Jun. Sen. Dec,
Prog. JELTH Prog. Esl. Rev. Lst, Rev, Cst. Prel. Prog. Prag. Prog.
Prog. Prog. Est.
Monclary authuritics
Ned (oreipgh assels 155 357 253 48.3 244 456 43 452 338 513 03 ELR)] 39 590
Foreign ussets 57.6 78.4 727 §9.2 1.3 84.5 9.0 Hd.4 7.5 9.1 #4.2 74 84.8 102.4
Foreign liakilities 3zl 42.0 47.4 409 49.0 359 s 3492 43.7 458 44.4 44.4 438 434
Nel dmnesiic assels 1449 2.1 13.5 -13.0 15.2 -1 =20 -3R ER:] -0 4.5 03 -107 -15.1
Daormestic eredit 3T 233 36.6 38 383 153 158 132 4.0 130 237 29.3 9.8 L]
Goveriument (net) 3035 20.2 297 4.9 29.7 14.3 159 1L1 228 16.2 213 24.5 114 7.1
Claims 0.7 43.5 46.8 43.5 6.8 45.1 43.5 46.2 435 435 455 4.5 43.5 43.5
CJf which: overdrall 732 20 4.2 00 372 1.7 X} 2.8 o0 0. 26 20 20 0.0
Depusils (excluding aulonamaus bodies) 202 233 171 ELE 11 30.8 7.6 351 206 273 243 244 335 364
Publie nongavernment deposits (-) -1 -1 -l -1 -lR -G -1k -8 -1l -1.3 =11 -11 -1l -£3
Wonpgovenument credit 20 4.2 8.7 0.0 104 Ly Lo 2.9 22 -2 35 59 0e 0.2
Privale $eclor 1.0 1.4 Lo L7 1.0 [R] .5 1.5 1.4 P9 1.9 1.5 1.5 1.5
Pyklic enterprises 0.2 ol a2 0.1 0.2 0.1 0.l 0.l LAl 0,1 0.1 0.1 ol 0.l
Commersial banks 18 26 73 -lE 9.2 [ 0.6 1.6 0.7 -3.9 1.5 43 -0.7 =14
Other itemns (net; asset +} -16.8 -21.2 -23.1 -174 -23.1 -18.4 -17.8 -19.0 -18.1 -230 -10.2 200 -5 =21.0
Reserve money 40.4 37.8 388 347 9.6 42,3 8.5 9.5 0.6 41.3 43.9 42.3 40.2 439
Curreney in eirculativn 214 226 230 224 134 24,7 233 2R 245 258 242 6.8 25.1 285
Commercial bank reserves 3/ 16.8 12.3 13.7 10.1 14.1 15.0 12.1 13.8 113 107 16.0 127 127 124
Monbink deposits 2.1 ki) 21 22 2.1 28 24 149 3.3 4.8 EN 2.8 2.4 LX)
Commercial banks
Net [oreign assets 16.9 281 26.0 295 263 253 271 26.6 285 297 295 2848 7.5 26.4
Foreign assels 8.7 315 28.3 3.6 285 Kl 324 305 338 343 kLN i 340 314
Foreign liabilities L& 3.3 2.2 7 12 5.2 53 3.9 53 4.6 &6 6.0 6.5 6.5
Reserves 168 12,2 137 101 141 1513 121 134 1.8 0.7 16.0 12.7 12.6 i24
NBR denosits 14.3 10.3 1D 7.5 1.5 12.3 9.0 10.9 23 7.9 t3.2 10.2 in2 1t
Required reserves 3/ 8.5 ER) 13 Ty 76 B6 &1 83 T8 5.4 By 8.2 87 86
Excess reserves 59 2.9 3.6 0.5 39 37 1.5 2.6 1.5 0.5 4.4 2.0 1.5 1.3
Cash in vault 23 2.0 2.6 246 248 7 23 23 13 2.8 18 35 24 2.3
Net credit from WBR {rediscount; habilily -) -1.8 -4 -1.3 1.8 9.2 0.0 0.0 -0 -0.7 3.9 -3 -4.3 07 1.4
Domestic oredit 64.2 4.3 69.4 7id 7.5 78,2 74.9 80.0 §3.7 9.4 778 858 857 (R
Central government (net) 37 4.1 26 43 26 a3 4.2 309 4.1 3.0 24 1.4 L4 1y
Credit 7.7 7.3 1.7 73 17 7.3 7.3 7.7 73 8.0 43 . 7.0 80
Deposits 4.0 31 52 28 52 4.0 30 i8 a1 5.0 7.2 i6 5.4 50
Public emerprises 0.7 t7 [EA0 L.l 07 1.1 08 1.0 0.7 0.8 7 0L 0y 0.9
Privawe sector 59.7 64.4 66.2 078 69.2 EER 74.8 752 8.9 75.5 14.0 816 874 859
Other itemns (net; asset =) -16.4 -19.4 -13.7 -18.9 138 -19.8 =210 =221 -24.03 -12.% =206 =200 =220 =220
Deposits 7 9226 83.0 96.4 897 o7 9g.7? 97.3 49.3 1007 1612 1030 1685 16840
Private 46.7 T8I 739 L] 753 &1 83.1 81.8 84.5 4.4 a4.1 85,7 91.0 90.3
Pubilic (nengovernment) 134 142 14.1 14.2 14.4 Li.e 17.6 15.7 14.9 164 17.1 173 17.5 17.7



N

Table 3. Rwanda: Monetary Survey, 1999-2002 1/ {concluded)

20012

jguy 2000 2040
Dec. Drec. Mar. Jung Sep. Dec Maur. Jun, Sep. Drac
Trop. Tst. Prog. Lt Fev, Est. Rev. Est. Prel. Prog. I'rog. Prog.
Prog. Prog. Lst.
Manetary survey
Net foreign agsots 42.4 83.9 51.3 783 507 710 a7.6 7.9 623 BL.O 58.8 6l.6 Th.4 834
Net domestic assels 60.9 34,3 618 427 64.5 552 575 311 64.9 504 60.3 70.9 it 542
1Yomestic credit 94,1 4.9 98,3 740 w3 493.5 46,3 821 106.9 463 190, 1104 1.2 97.1
Ceniral government {net) 34.2 43 3z 9.4 323 17.6 2.1 150 269 1%.2 234 254 il4 LN
Publi nongovernment depoyits (-) -8 -1l -4 -t QE -1.0 -0 -0.8 -1 -1.3 -1.1 -1.1 -1l -13
Public enterprises o0 0.8 0.0 1.2 09 12 1o i1 08 1.0 145 L0 1.0 Lo
Privatle secior 67 T 07.2 9.5 0.2 73.6 76.3 At 80.3 T4 EERS 351 8.4 874
CHher items {net; asset +} -31.2 -40.6 =367 =363 2370 -18.2 -38.8 411 -42.1 -43.9 =387 -40.0 -42.3 -3¢
Broad muney 1033 1182 113.1 1Z1.0 11532 126.2 1251 1239 127.2 131.3 1291 1326 136.0 139.5
Curency in circulation FAR] 220 23.0 214 234 247 235 224 24.5 238 4.2 208 251 2853
Deposits L3R 936 90.1 98.6 9.8 1015 1016 00,2 1027 105.5 104.9 1058 110.4 LG
Ofwitick: forcign currency deposity 15.4 255 255 26.7 260 257 278 282 285 279 253 276 27.0 26,4
et foreigh assets -5.4 0.7 B8 28.8 14.1 29.3 234 73 .19 14.5 -7.8 -T.4 53 3.3
et domestic uysels 1.1 6.2 2.2 -133 =73 -14.9 -6.§ -12.2 9.4 -3.4 14.5 124 53 2.9
Dumestie eredit 129 0.8 TE -11.0 -0.9 -8.2 -5.0 -8.7 10.2 1.l 173 13.8 6.4 07
Government (net} 1 9.6 4.2 =177 -19 -16.1 -14.1 -18.8 22 -4.3 1.5 6.0 -9 -74
Hewaumy 4.8 10.4 34 6.4 1.9 79 a1 161 RO 5.4 5.8 72 9.4 7.8
Other items (net; asset +) =17 7.2 =56 =23 6.4 -4,7 -1.2 =3.5 0.4 4.5 =20 -l.4 -1.] 2.2
Broad metiey 5.7 144 1.t 153 6.8 144 17.2 15.1 15 11 6.7 EX 1.6 6.2
Net foreign assets -1 50.4 8.7 1.9 115 818 SH4 6.1 34 26.8 -12.1 -132 4.1 54
Net domestic asgets 2L -10.8 4.5 -14.6 9.6 -23.0 -2 -28.7 207 -13 4l.l 254 128 7.3
Domestic credit 154 [ L -12.8 -0y -B.8 -5.2 -10.0 127 14 26.5 18.7 LR [IK)
Government {rel) 299 -18.9 154 -66.2 -3 -30.3 -42.7 -57.4 10.6 =210 1477 473 =240 -47.5
Econumy 8.5 18.0 FR (1N} 32 130 14.6 15.1 13.4 %1 10,1 12.0 149 13.0
Chher ifemns (nel; asset +) 5.4 224 14 7.0 19.0 24.1 33 335 23 13.1 9.4 4.6 33 6.3
temorandum items:
Curreney/broad maoney ratio 2R 19.1 20.3 18.5 203 193 1&.8 l&.6 19.3 9.7 187 202 LB.5 U4
Reserve morey anmuil growth 13.5 -4 9 -7 a9 14.7 &6 6.3 4.6 a1 6.2 =35 a0 6.2
Reserve muney {(PC/Structueal benchmark definition) 4/ 414 413
Reserves/deposits S0V 409 4.0 6.0 44.2 43.1 35.0 40.6 39.9 414 433 411 YR A6
Maney multiplier 2.6 il 9 35 14 3 132 31 1z 3.2 29 31 34 32
Velocity of broad moeney (end of period) 6.2 64 6.1 37 39
Velocity of broad money {period average) 6.9 0.3 . 6.3 L] 6.1
Nel vpen pusiticn of e NBR 2140 34.8 25.3 48,1 44 44.4 di).5 445 kLR ] 2 38.8 334 a0y 59.0
Net open position ef commercial banks 3.0 3.6 0.3 34 0.3 0g 0.7 0.8 [tAE] 14 i.5 (R 0.3 1)
Nominat GOF {in billions of Rwanda francs) 5449 M7 7746 7343 825.2

Source: National Bunk of Rwanda (NBR),

1/ December 1994 estimales sre caloulaled at the then-program exchange rate of $1=RF 130,35, December estimates for 2000 are calealated ar the then-propram exchange rate of $1-RF 411.0, Actusl and program
ligures for 2001 are calcutated at the 2001 program exchange rate of SI=RF 415.5, The December 2001 estimace and program figures for 2002 are caleuluted of the 2002 program eachange rale of SISRF 457.9.

2/ Progran numbers are based on EBS/00/264 (12/12/00); revised program numbers are Dased on EBSAI/165 (3726411).
3¢ The reserve requirement was reduced in July 1948 from 12 percent 1o 10 percerd, and from 10 pervent ta B percent in July 2000.
4! The definition of Teserve money ay performance eeitetion (PC) or stuetura] benchmark differs from the definition used for the monetary prageam by excluding the deposits of a delunet savings burk, import

depusits, and dormant accounts.
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Table 4. Rwanda: Balance of Payments, 1994-2004

(In millions uf TLY. dnllars, unless otherwise indicased)

149594

1595

1936 1967 1998

1994 2000 001 2002 2003 2004
Est. Prog.
Exports, f.ol. 322 50.4 62.0 230 64,1 az2.0 £5.8 P ey 87.0 2R.9
' which: caffze 17.4 JRA 432 453 281 6.5 225 9.4 b 280 ite
e 5.8 3.3 91 206 218 17.5 243 227 3.6 48 20.2
Tmnputs, foh. 6T 4 194.1 2133 774 2557 2483 2398 WL 256.5 2647 271.7
Trade balance 3352 -143.7 -151.3 -184.5 -191.5 -186.7 -150.1 -164.8 119D ST -172.8
Services (nel) -l05 & -123.7 -127.8 -145.6 -159.1 -143.0 -141.4 -1187 -120.8 -126.1 -108.Y
Tncome {net) -5.5 47 -14.1 -7y -f.b -1l.4 -154 -20.3 -24.5 <254 -20.4
Cfwhich- interest on public dehe 1/ -11e -14.6 -13.3 -13.5 -12.4 -10.2 -123 -12.2 -122 -116 -11.0
Current trarsfers {net) 391.7 230 200.1 77 167.0 1983 216.6 190.7 124.0 106.8 .5
Privae 44.% 158 26.5 5.0 183 18.2 110 7 230 244 250
Public 2/ 3472 207.2 173.6 146.7 1487 120.1 205.6 169.0 1019 825 65.5
) whick HIPC Inifialive grante . . 239 10.5
Currenl aceount balance {including offical ransfers) -54.6 -39.4 -93.1 -176.3 1902 -142.9 S92 -110.2 -200.4 2164 -210.6
Currenlaceount balance (excinding official transfers) 4018 -246.9 1667 -323.0 23389 -323.0 -295.8 -279.2 -i01.4 298 8 -276.2
Capital weenunl ay EEN] 0.0 1159 g5.1 0.9 42.0 0.1 688 743 32.9
Capital ransfers 6.4 93s 900 1159 5.1 0.9 62.0 66.5 68.8 743 Bz9
Theht fargiveness . . . 3.6
Ofwideh: principal nol yel due forgiven 356
Financial acconnt -3.5 -19.0 231 4.6 515 3.9 43.4 733 1.4 335 19.4
Direct investment . 20 2.2 26 7. 7 8.1 4.8 48 sk 57
Puhlic sector capital (iong term} -15.9 259 346 K 4h.5 51.8 316 509 1.1 16,0 kX
Long-tern borrowing 3/ 0 507 538 64.0 &68.9 86,9 581 153 373 40,2 349
Principa) not yet due, rescheduled . . -2
Scheduled amortization 4/ 2.9 248 19.2 232 24 352 25.6 208 26.2 vl 314
Frinwipal nat yet due 12.4
Othor cagital 57 12.4 ~47.0 -13.6 1.2 221 10.4 37 178 ] 185 10.3
Capilal and financial account balance 14 4.5 1133 160.5 146.6 1348 1654 143.4 802 1078 102.8
Errors and mnissions 7.2 164 =211 7.5 208 4.1 -19.2 =231
Qveral: ba.ance -44.1 512 2.8 .7 =228 -17.2 4.1 10.1 -1201 -108.6 -108.1
Financing 441 -2 19 -11.7 i 17.2 4.1 -10:1 -27.3 -lLe RIK]
Chunge in net foreign assets of cendral bank 3/ (inctease -} 2.0 -48.7 -17Z -29.2 13 1l EER -108 =50 =116 0.3
el credit from the Fund 6/ -13% 13 -181 -13.8 2208 -14.0 -1.3 bR 0.l 3.0
Dishursemenls/poichases 2135 -20.5 -1a.1 -29.3 -25.1 -2 i -4 -1.4
Repayments/repurchasee 1.3 2.4 2.4 &5 1.1 106 6.5 1.5 4.5
Change in grass official veserves (increase -) A7 -344 B =263 4.6 8.6 43 -10.8 -7 -3.4
Change in ulher fureign liahilities (imcrease +) 12,7 1.7 -1L.5 15.1 1.6 673 -4.4
Change in ammears (decrease -) 7/ 35.1 4.5 181 175 -58.2 =27 54 -37.% -223
Accutmlation 351 159 181 173 159 6.5 6.4 29 .
Reduclion 204 . - 32 82 1.0 408 213
Exceptional financing 8 2 97 8.4 136
Cancelialion 173 1.0 1.0 134
Stock of arrears 16.6 . 128
Current debt setviee 1.2 10 10 Gh
Rescheduling 538 5§ 1.5 252
Stack of arreurs 511 18
Current debt gervice 2R iE 7L 34
Finamcing need 5/ 1474 120.2 1083
Ofwhich: identified financing 147.4 120.2 108.5
Tnited Kingdom 277 277 204
Ewropean Unien 26.1 250 250
HIPC Initiativs gonls 124 291 3687
World Bank ia 17.0 154
Excepticnal financing {assumed) 10/ 29.8 9.8 9.0
Financing gap 117
Meruorandum items:
Current account defieit {in percent nf GDFP}
Excluding official wanafers =533 =191 -19.3 =173 -17.0 -187 -16.3 -16.4 -17.0 -15.7 ~13%
Tnoluding official wanefers -1.2 <31 6.7 9.5 94 74 -5 6.5 -113 -11.4 -163
(#ross offivial reserves 6/ j1.2 89.7 1666 ti34 169.5 1742 190.6 2121 2236 236.6 415
Gross offizial reserves (in months of imports of goods and services) 1/ 14 13 7 4.0 4.6 4.7 52 7 59 6.2 2
Overal: balance (in percent of GDF) 5.8 4.0 =00 n.é .11 08 -0.2 .4 6,8 =57 =53
Total external debt 10126 1,063.0 1118 1,122.9 1,1593 1,261.3 1,305.0 1.315.8 1,295.1 1,268.4 1,244 5
Total external debt (in percent of GDF) 134.4 17 804 41.6 583 653 21 173 732 46.8 607
Scheduled debt service (in percent of exports af goods and services) 6/ 723 590 4.8 27 i35 416 LR 274 34 ik 26.6
WEV of debi after HITC assistance (in percent of exports
of gocds and services) 12/ 1,362.6 G379 750.1 4218 3583 1411 176.5 1802 190.3 2035 2167

Sources: Rwandese authorities; and staff estiniales and projections,

L/ Tneluding interest due to the TMF.

2{ Includes project grants, dishursed boudgetary and HIPC grants, and humanitarian and technical assistence. Undisbursed budgetary and HTPC grants are ineluded in the financing noed
3/ Tnelndes preject loane and budgetary ‘vans that have already been disbursed. Undishursed budgetary assistance in the form of Inans is included in the financing need.

4/ Excluding TMF.

5/ Qiher capital includes long-lerm private capital, vormnereial credil, the change in the net fursign sssels o commercial hanks, and unrecorded imports

&/ Assuming a 5 percent access under the new PROGF ammangement.

7/ The program assumes clearance of all quiztanding arrears (inc'uding old arrears o non-Faris Club crediters} in 2002,
# Paris Club rescheduling un Culogne terns during 2001 was delayed for adminisrative reasons. The assuined exceprional financing by Fariz Club areditare during 2002 ie recorded in the financing need.
o/ Ineludes budgelary prants and Toans that have heen committed and are expected to be disbursed during the eourse of the year.
10¢ Treatnent of current debt service by the Paris Coub on Cologne terms and cormparab.e treatment by non-Faris Club creditors.
L1/ The financing gap refers to the difference between the sveral, balanze and ihs identified finanzing (acstna’ and expected)

12/ Baged on aysumplions about expecied new bummowing. For {ustrative purpescs, the summbers are shown ag if HIPC assistance had been delivered unconditionally as of 1999, The exports

denominator is ca'culated nsing a threo-year, baclkward-locking average.
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Table 5. Rwanda: Fiscal Impact of the HIPC Initiative, 2001-04

2001 2002 2003 2004

HIPC Initiative assistance given

Interest due before HIPC Initiative debt relief 1/

HIPC Initiative relief on interest (as a result of stock-of-debt operation only)

Interest due after HIPC Initiative debt relief

Amortization due before HIPC Initiative debt relief 1/

HIPC Initiative relief on amortization {as a result of stock-of-debt operation only}

Amortization due after HIPC Initiative debt relief

HIPC Initiative relief provided as grants
HIPC Initiative relief provided as exceptional financing

Total HIPC Initiative debt rclief

Memaorandum items:
Other donor tlows
Total net external flows (net external financing less debt service due)

Priority and exceptional government expenditures

Baseline pre-HIPC Initiative debt relief expenditure projections
Post-HIPC Initiative debt relief expenditure projections

Memorandum items:
Revenues
Domestic debt
Overall fiscal balance before HIPC Initiative debt relief
Overall fiscal balance after HIPC Initiative debt relief

(In billions of Rwanda francs)

5.0 5.4 53 5.1
0.0 0.0 0.7 0.7
5.0 5.4 4.6 4.4
9.2 12.2 14.5 15.3
0.0 0.0 3.0 26
9.2 i2.2 11.5 12.7
10.6 10.7 13.9 17.9
0.1 0.1 0.0 0.0
10.7 10.8 17.6 21.2
101.9 109.0 97.9 92.2
98.5 102.2 95.8 92.9
{In percent of GDP)

5.1 3.1 5.1 3.l
7.7 2.8 9.3 84
1.4 12.2 12.7 12.8
7.0 6.2 54 4.7
-9.5 -9.9 94 -8.0
-9.5 -9.9 -9.3 -1.9

2/ Average total social spending during 1998-2000 is 3.6 percent of GDP.

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

1/ Excludes IMF assistance.
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Table 6. Rwanda: External Public Debt and Debt Service, 1995-2004

(In milliens o U8, dollars, unless otherwise indicated; end of period)

1995

1996 1987 1598 1999 2000 20m 2002 2003 2004
Est. Proj. Proj. Proj.
‘T'otal external debt outstanding 1/ Lo6e30 L1119 L1379 L1593 132616 1,3051  1,3159  1,2878 12684  1.2445
Multilateral 3349 §09.2 9274 L0173 L0948 LI3T1 L1694 11424 11213 10956
Qf which: TDA 500.7 5201 557.5 642.7 6811 7235 714.8 043 692.3 679.5
IMT 26.3 24.2 40.4 564 759 838 84.3 8.1 78.1 752
Bilateral 188.6 193.4 2014 142.1 166.1 167.4 145.9 144.7 146.4 148.3
Parts Club 2/ 926 943 937 57.2 730 73.1 74.2 5.3 76.9 782
Nun-Paris Club 96.0 99.0 107.7 84.9 911 4.3 7.7 £9.2 69.5 T0.0
Commercial 3/ 19.3 ) 9.1 0.0 0.8 0.8 0.6 0.6 0.6 0.6
Debl service aller rescheduling 4/ 343 34.1 391 332 44.1 421 %0 375 KRN 378
Principal 24.8 204 236 20.8 339 292 274 252 224 268
Interest 14.6 13.7 13.5 124 10.2 129 12.2 122 11.6 11.0
Debt service after HIPC assistance 4/ 323 34.1 9.1 332 44.1 42.1 15.5 14.4 3.1 4.0
Principal 248 0.4 25.6 20.8 39 92 10.7 9.7 2.0 28
Interest 14.6 13.7 13.5 12.4 1.2 12.9 4.8 47 1.1 1.2
Memorandum 1tems:
Total debt stock (in percent of GDP} g2z 204 61.6 383 63.3 721 e 728 8.8 60.7
Debt service after rescheduling (in percent of)
Exports of goods and services 59.0 408 27.1 299 9.0 28.1 249 26.2 213 21.5
Government revenue 3/ 44.6 265 203 15.7 23.2 239 204 17.3 13.9 144
Government cutrent expenditure and net lending 148 110 1.8 R 1.7 12.5 1.1 9.6 8.0 3.9
Debt service atter HIPC {in percent of:)
Exports of goods and sarvices 0.0 0.0 00 .0 a.0 0.0 9.7 0.0 2.0 2.3
Government revenue 5/ 2.0 .0 0.0 4.0 0.0 0.0 8.0 5.7 1.3 1.5
Governmen! current expenditure and net lending 0.4 o0 0.0 iX1] 0.0 oo 43 37 0.7 (18]
Net present value (NPV) of debt
(in percent of exports of goods and services) &/ 987.9 790.1 423.5 588.3 148.1 176.5 1842 19013 203.5 2107

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

1/ On a disbursed basis, including arvears.
2/ All Paris Club debt is pre-cutoff-date debt.

3/ Refers to loans by commercial creditors that were guaramized by Paris Club creditors.

4/ Including IMF,
5/ Tixcluding grants.

6/ On a post-HIPC Initiative basis and based on assumptions sbout expecled new borrowing. For illustrative purposes, the numbers are shown as if HIPC Initiative
assistance had been delivered unconditionally as of 1999. The exports denominator is caleulated using a three-year, backward-looking average.



Tahle 7. Rwanda: External Financing Requirement and Sources, 1994-2004

{In millions of .S, dollars, unless otherwise indicated)

1994 1995 1996 1997 1968 1999 2000 20131 2002 2003 2004
Resource balance 4408 -287.4 -279.0 S350 EREIR] S320K -291.5 -280.6 -269.8 -297.8 -281.7
Expents goods and services 475 6.6 §3.5 1444 LI 115.1 149.6 159.2 143.0 P58} 1763
Tenports goods and services 488.3 3340 3625 4740 461.7 4420 441.1 439.8 4428 4558 458.0
Neninterest crrent avvonnt
(exeluding official manslers) 1/ -390.2 -23%3 -253.0 =395 -326.5 <1128 =230 -266.9 -289.2 -287.2 -265.2
Scheduled interest -6 -146 -13.7 -13.5 -12.4 -10.2 -12.9 -2z -12.2 -6 -118
Capital and financial account 2/ -34 -53.3 -5 8.1 34 2321 -14.0 -A6.3 -25.9 6.8 -153
Seheduled amortization 208 -24.8 -19.2 -232 -22.4 -35.2 -2Hh -200H <262 -30.3 314
Onher capital 125 -2R.8 -A2.4 313 258 3.0 -1.4 -9.5 .3 235 16.0
Increase in net official reserves (excluding IMF ) 8.0 -332 -18.5 -11.1 17.6 30,9 4.2 -8.3 -1LR -11.7 34
IMT repurchases/tepayments 1.3 2.4 z.4 8.5 1.1 IR 0.5 1.5 4.5
Chianges in arrears (decrease = -) 351 -4.5 181 17.5 -58.2 2.7 54 179 =223
FExtemnal financing requirements -3l -137.9 -4 -106.1 -3 -318.4 -3 -340.1 -353R -315.8 -29%.5
[Hsbursements-Existing RIN EXri] 3174 00,1 296.0 K7 .6 2987 206.4 187.0 1835
Grarwes (progect sid nonproject) 3541 a7 203168 262.0 2438 251.0 2676 2358 169.8 13568 14%8.6
Prigent {Public Investinent Program) 6.9 235 0.0 RN 951 709 62.0 665 68.8 743 2.9
Numprojeetd/ 3472 207.2 1736 146.7 148.7 18001 1036 169.0 101.0 825 65.6
Luans {prujecl and nonproject) 7.0 0.7 33.8 nd.0 68.9 30.9 581 753 473 402 349
DA 7.0 KRR 438 572 1.1 6l.6 38.1 56.5 249 68 233
Priyect 7.0 53 26.4 79 211 2.6 220 256 249 FLE] 233
Nanptoject 4/ RIVK) 17.4 19.3 0.0 3R.0 16.1 308
Other multilateral hanks 151 n.e A8 17.8 253 00 18R 124 . 116
Punject 1.6 118 0.0 12.8 124 134 11.6
Nougraject 15.1 10.0 6.8 7.2 135 6.0
Purchases frem IMF -3 -20.5 -16.1 2835 -25.1 -12.4 -0.7
Exceptional financing (signed) - - N 732 9.7 g4 386
Frincipal noi yet due rescheduled 5/ - RE
Disbursernents- Expected 1176 1104 99.4
Grams 765 93.4 84.0
Project (Public Investment Program) 6/ -
TMonproject - 765 93.4 &4.0
Louns . - 41.1 17.0 154
DA 336 17.0 15.4
Project (PIP) &/
Nonproject . - EEN(] 17.40
Other multilateral banks {excl, IMF) - 1.5
Project -
Nonproject Ts
Disbursements from IMF 7/ -la -14
Fxceptional financing (assurned) 29.8 0% 9.0
Available financing 3al.1 3379 3174 06,1 377 3184 308.] 346.1 3338 3157 290.5

Tesidual financing gap &

Sources: Rwandese authorities; and stati estimates and projections.

1/ Excludes budgetary and HIPC grants alrcady disbursed, and bumaniturian and technizal sasisance.

27 Excludes project grants and loans and budgetary [nans that have already been disbursed.

3/ Includes dishursed HIPE grants, as well as grants in the form of humanitarian and lechnical assistance, Budgetary and HIPC grams not yet disbursed are listed under the expected
financial support.

4 Budgetary loans not yet disbursed are listed under the expected financial suppot.

5/ Reflects the debt rescheduling agreernent with the Saudi Fund for Trevelopment.

6/ All project grants and loans are not programmed financing, and, hence, they are recorded under "existing disbursements”.

T Includes expected IMF dishursements under the new PRGF arrangement,

B/ A nepative sign implies a financing gap.
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Table 8. Rwanda: Indicators of Capacity to Repay the Fund, 1998-2006 1/

(In millions of SDRs, unless otherwise indicated)

1598 1599 2000 2001 2002 20Hp3 2004 2005 2006
Est. Projections
Fund credit outstanding (end of peried) 1/
In mitlions of SDRs 401 353 65.9 67.1 G2.5 62.4 600 54.3 44.0
In millions of U.S. dollars 56.4 75.9 858 843 7R.1 78.1 752 68.3 353
In percent of guota 67.4 69.0 822 218 7RO 77.9 74.9 65.0 54.9
Fund obligarions 2.9 7.3 u.s5 R 57 1.6 4.0 7.1 10.8
Fund total charges and interests 1.1 1.1 1t 0.8 0.5 0.4 4 0.4 .4
Existing drawings L1 1.0 1.1 08 0.5 04 0.4 0.4 0.3
Prospective drawings 0.0 0.1 0.0 0.0 0.0 34 0.0 0. 0.0
Fund total repayments/repurchases 1.8 62 8.4 83 532 1.2 3.6 6.7 10.5
Exlisting drawings 1.8 6.2 5.4 83 52 1.2 3o a7 0.3
P'rospective drawings 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Fund ¢redit outstanding in percent ol
Exports of goods and nonfactor services 50.8 67.1 37.4 33.0 4.6 49.5 2.7 34.8 254
Tolal external debt 2/ 4.9 6.0 6.0 6.4 6.0 6.2 6.0 56 473
Gross efficial reserves 333 43.6 45.0 39.8 34.9 330 3. 7.3 21,3
Fund obligaliens in percent of:
Expons of goods and nonfactor services 15 88 8.4 72 5.0 1.3 2.8 4.5 6.3
External debt service 2/ 11.8 226 298 29.1 15.8 4.7 10,7 16.7 24.2
Gross international reserves 24 57 6.5 5.4 3.2 0.9 2,1 3.6 53
Memorandum ems:
Exports of goods and nonfactor services (in millions of U.S. dollars) 116 113.1 145.6 156.2 143.0 158.0 176.3 196.6 2174
Gross official reserves (in months of imports of goods and
nenfactor services) 4.6 4.7 53 57 59 62 6.2 6.2 6.2

Sources: Rwandesc authenities; and Fund stall estimates and projections.

1/ Includes the prospective disbursements under the new three-year PRGF arrangement of SDR 4.0 million (3 percent of quota). All numbers are before HIPC assistance.

2/ After rescheduling.
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July 3, 2002

Mr. Horst Kéhler

Managing Director
International Monctary Fund
Washington, DC 20431
U.S.A.

Dear Mr. Kéhler,

1. Rwanda has strived over the past eight years to addressing the rent in the social fabric
and immense surge in poverty engendered by the genocide of 1994, The challenges faced in
this endeavor have no precedence in history. Nonetheless, our eventual success in providing
a better future for our nation is ineluctable.

2. Following the genocide in 1994, our immediate priorities were the restoration of
peace, the resettlement of the internally displaced and of returned refugees, the promotion of
national reconciliation, and the revival of the economy. In the interim, we have largely
succeeded in restoring peace and the vast majority of refugees have returned and resettled.
By end-1999, over three million internally displaced persons and refugees had been
permanently resettled.

3. We have set as our goals: reconstruction, national reconciliation, peace, stability,
good governance and poverty reduction. We have made some noteworthy achievements
toward those ends, including empowering the Rwandan people through a process of
decentralization and democratization. The National Assembly adopted a decentralization law
in November 2000 and local elections were held in March 2001. Judges, who will preside
over community-based judicial processes (Gacaca) to try those suspected of having
committed crimes, were elected in October 2001 and are currently being trained.

4, There 1s an extraordinary urgency in our actions to reduce poverty. The share of
households living below the poverty line, estimated at 53 percent in 1993, rose to 70 percent
in 1994 and, as some progress has been made, now stands at 60 percent. But, in addition to
the usual considerations in targeting poverty, for Rwanda a significant and rapid decline in
poverty will be a key element in securing national reconciliation; while creating new and
more productive employment is critical to creating a future for a generation of young that has
suffered beyond normal limits. We have finalized and issued a Poverty Reduction Strategy
Paper (PRSP), detailing priority objectives and an action plan for their achievement. This
PRSP focuses on the areas of rural development and agricultural transformation, human
resource development, economic infrastructure, governance, private sector development and
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institutional capacity building. The PRSP underpins our policy program for the period ahead,
including the macroeconomic and financial policies to be supported under a new arrangement
from the IMF.

5. During the next years, Rwanda will embark on a sweeping national transformation:
democracy will be rooted, including through a referendum on a new constitution and
elections at the national level during 2003, reconciliation critical to sustaining a common
national interest will be forged, and resources that had been claimed by conflict will be
turned to building a better future. The achievement of these goals will depend on steady and

efficient implementation of a coordinated action plan, whose key elements are set out in the
PRSP.

6. We recognize clearly that the achievement of our objectives will depend critically on
the establishment of a sound macroeconomic foundation. The three-year ESAI/PRGF
arrangement that was approved by the Fund’s Executive Board of Directors in June 1998,
and which was extended to end-April 2002, provided a framework for our efforts to that end.
Our record under that framework has been successful in broad terms. With successive years
of strong economic growth, in 2000 we were able to re-attain the real GDP level of 1990. We
plan to improve on that record in the period ahead. We have also made strides in checking
inflation and have substantially rebuilt official reserves. Despite our capacity limitations, we
have made progress in improving structural efficiency through reforms in the exchange and
trade regime, financial administration, tax policy, privatization and the civil service.

7. The Government, in collaboration with DfID, is currently carrying out a poverty and
social impact assessment (PSIA). We intend to discuss the findings of the PSIA with the staff
of the IMF and the World Bank and with other key stakeholders later this year. The PSIA
findings and subsequent discussions will be taken into account in reviewing possibilities for
accommodating supplemental grant income that may become available within the fiscal and
monetary policies set out in the attached MEFP.

8. The attached memorandum of economic and financial policies (MEFP) reviews the
implementation of the 2001 program and lays out the objectives and policies that the
government intends to pursue during 2002, and for the medium term. In support of these
objectives and policies, the Government of Rwanda requests the approval of a new three-year
PRGF arrangement with access in an amount equivalent to SDR 4 million (5 percent of
quota) and the extension of additional interim relief from the Fund to cover part of its debt
service obligations to the Fund during the period August 1, 2002 to July 31, 2003 under the
HIPC Initiative. We would therefore request the disbursement of a first loan in an amount
equivalent to SDR 574 thousand upon approval of the new PRGF arrangement. The
remaining SDR 3.426 million would be disbursed in six equal amounts equivalent to

SDR 571 thousand, each available upon completion a review. The limited access requested
reflects the foreign reserve cover already in place and the availability of complementary
concessional financing, We understand that consideration by the Executive Board of
Rwanda’s requests for approval of a follow-up PRGF arrangement will be subject to the
fulfillment of a number of prior actions, as indicated in the attached MEFP, Table 6.
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9. The Government of Rwanda will continue to provide the Fund with such information
as the Fund requires in assessing Rwanda’s progress in implementing the policies described
n this letter and the attached memorandum. Moreover, Rwanda will continue to consult with
the Fund on its economic and financial policies, in accordance 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
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Memorandum of Economic and Financial Policies
of the Government of Rwanda for 2002-04

I. PERFORMANCE UNDER THE 2001 PROGRAM

1. Rwanda’s economic performance during 2001 was broadly in line with the objectives
set under the PRGF-supported program. Favorable climatic conditions supported increased
agricultural production; income from coltan mining contributed to domestic demand,
especially in the first half of 2001 and, along with substantial external transfers, contributed
to growth in construction and services output. Overall, real GDP grew by 6.7 percent

during 2001, compared with the targeted 6 percent. Falling food prices, associated with
increased local supply following a drought in 2000, helped to moderate consumer price
increases. Accordingly, inflation fell from 3.9 percent in 2000 to an average of 3.4 percent

in 2001—some 0.4 percentage points above the program target. The external current account
deficit (excluding official transfers}, at 16.4 percent of GDP in 2001, was roughly unchanged
from the 2000 level largely as increased private sector saving was offset by an expansion in
the public investment. In the first quarter of 2002, preliminary information indicates that
mining receipts have contracted following a collapse in prices of coltan in mid-2001, while

export earnings from coffee and tea prices continue to limited by historically low
international market prices.

2. The fiscal outcome in 2001, as measured by the primary fiscal deficit, was 0.2 percent
of GDP better than programmed, as stronger-than-projected revenue collections more than
offset expenditurc overruns. Consistent with this, the overall fiscal deficit was limited to

9.5 percent of GDP, compared with the 10.4 percent target under the program, as spending
delays on foreign-financed capital expenditure added to gains on the current balance.
Receipts from income and profit taxes, international trade taxes, and excise taxes were higher
than projected reflecting, in part, improved tax administration. However, nontax revenue
collections, particularly from public enterprises, fell somewhat short of expectations. Given
the strong revenue performance, it was possible to increase public spending beyond the level
foreseen under the program while maintaining the agreed fiscal stance. There were some
increases in nonpriority spending due to a number of urgent demands including minor
overruns in military spending associated with the withdrawal of troops from the Democratic
Republic of the Congo (DRC). The performance criterion on social spending was met, with
social expenditure marginally higher than the program floor. The strong revenue performance

allowed for a modest increase in exceptional expenditure (0.2 percent of GDP), mostly for
tertiary education.

3. Payments to clear overdue government obligations during 2001 were equivalent to

2 percent of GDP, and exceeded the program target by 0.7 percent of GDP. Obligations
settled included remuneration due to teachers, local govermment employees, police and
soldiers (equivalent to 0.8 percent of GDP), and arrears for energy, petroleum, transport, the
tea parastatal and treasury bonds. At the same time, the stock of pre-2000 obligations
presented to the Auditor General for verification, rose from RF 27 billion (3.6 percent of
GDP) to over RF 40 billion (5.3 percent of GDP), as initial tallies were revised and new
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claims, reflecting the continued return of refugees and growing confidence in the process,
emerged. Following review, the Auditor General established that required documentation had
been submitted for RF 31 billion (3.7 percent of GDP) of the claims submitted. For the
remaining RF 10 billion, and other subsequent claims, for which some required
documentation is not available, the government has charged a committee of senior
administrators (the PRGF Committee) with establishing acceptable standards, reflecting
dislocations and losses in the period following the genocide. The government remains
committed to settle its arrears in an orderly manner and to take any steps necessary to avoid
the re-emergence of arrears in future.

4. Although a miscommunication regarding the payment schedule led to minor delays in
debt service payments during December 2001, commitments on avoiding new arrears on
external debt service have been substantially met, The government is continuing its efforts to

strengthen external debt management and intends to observe agreements reached with
external creditors.

5. Regarding monetary developments, the net foreign assets (NFA) of the National Bank
of Rwanda (NBR) at end-2001 exceeded the floor set under the program by over RF 7 billion
(0.5 months of imports). Reflecting both the strong fiscal performance and the impact of
grant inflows, net credit to government was substantially reduced, and more than met
program targets. With credit to the private sector growing by 9.1 percent, however, the fall in
the net domestic assets of the banking system did not fully offset net foreign inflows and

broad money grew by 10.0 percent (current exchange rates), exceeding the 6.6 percent
growth that had been targeted.

6. In moving to tighten monetary policy in the second half of 2001, an increase in the
discount rate by the NBR to tighten monetary conditions led to a substantial compression in
activity in the interbank market, reflecting a skewed liquidity position among banks. In
response, the NBR temporarily relaxed its policy stance while moving to address the
underlying issue. While this revitalized the interbank market, it led to a buildup in bank
reserves and thus to an expansion in reserve money, which is currently being addressed.

7. Regarding exchange rate developments, the Rwanda franc depreciated by 3.4 percent
in nominal effective terms n the official market in 2001, and by 4.9 percent in real effective
terms. The exchange rate premium in the parallel market trading remained below 5 percent
during most of 2001, indicating that the introduction in February 2001 of weekly foreign

exchange auctions by the NBR has led to improved efficiency and transparency in this
market.

8. There has been progress in carrying out the agenda of structural measures adopted
under the program (Box 1 and Table 1). The difficulty of the task at hand should not be
underestimated. Thus, despite strong commitment and concerted effort, work is still in
progress in some areas that were targeted for implementation, including the issuance of
financial instructions in accordance with the organic budget law, which is awaiting
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supporting legislation that will modify the roles of the Auditor General and of the Cours des
Comptes.

9.  Instrengthening public financial administration and its institutions we have made some
significant strides forward. A presidential decree issued on January 2, 2002 put the
arbitration center on a firm legal basis. A draft decree giving legal status to the National
Tender Board (NTB) was submitted to the cabinet for consideration on June 15, 2002 and is
expected to be issued by September 2002. This step caps a comprechensive training program
for decentralized tender boards in ministries, public institutions, provinces, and districts that
was completed in December 2001. The National Tender Board has started to monitor their
tendering activities to assure quality control. Financial and commercial courts, as specialized
chambers of the Provincial Court, will be put in place, beginning with pilots in Kigali,
Butare, and Ruhengeri, by December 2003.

0.  We have, similarly, taken some important steps towards improving financial controls,
transparency and accountability. An external audit group has submitted the draft of a
comprehensive study of government bank accounts to government. Detailed analysis of these
accounts has highlighted extrabudgetary and off-budget account movements, and has been
followed up by appropriate legal action. Off-budget receipts, including privatization proceeds
and revenue from frequency allocations, have been brought on budget, and the activities
funded from these sources are now allocated through the Treasury account.' During 2001,
public accountants were established in all line ministries, and will begin filing quarterly
reports during March 2003. A beginning has been made in developing a central government
internal audit system—some auditors have been put in place within the line ministries, and
with the help of the Auditor General’s office, a procedural manual has been developed and
some auditors have been trained.

11.  The office of the Auditor General has continued to expand and broaden the scope of
its activities. Audits of the 2000 accounts of 27 public sector entities, including 8 ministries,
were completed in December 2001 and submitted to the President, the Speaker of the
National Assembly, and the Chief Justice of the Supreme Court. A parliamentary committee
is currently reviewing the reports and it is expected that they will be discussed in a meeting
of the Budget Committee open to all parliamentarians and the public by end-September 2002.
The government will make access to audits of five ministries for 1999 by the Auditor
General’s Office freely available to the public before year-end.”

: Exceptions are limited to revenues collected for the road fund, which, although budgetary, are deposited in a
separate account at the BNR operated by the Treasury, and fces collected by hospitals and schools.

? Information that might compromise national defense will be obscured in the version of the audit of the

Ministry of Defense open to the public. A complete text version of the audit will be made available to key
stakeholders.
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12. Substantial headway has also been made in reinforcing revenue administration and in
eliminating departures from appropriate application of tax laws. Discretionary exemptions
from direct and indirect taxes, mainly to donors and NGOs, have been largely eliminated,
and a database has been established for tracking the tax expenditures from customs duties
and the VAT associated with the implementation of existing policies. In addition, procedures
are being implemented to verify that goods brought into Rwanda on a duty free basis under
existing policies are in fact used for the stated purposes.’

13.  The Rwanda Revenue Authority (RRA) significantly improved its performance
during 2001: targets for voluntary declaration and tax payment compliance rates for profit
taxation have improved (largely meeting a program benchmark), declaration rates for small
and medium-sized enterprises exceeded the target, and tax declarations of large companies
largely were on-track. The rate for profit tax collections within a month of assessment
lagged, however, behind the 50 percent target for much of the year due to legally established
payment periods, as well as capacity constraints of the public notary, which have now been
addressed. The reform of the personal income tax (TPR) has been further delayed, due to a
number of technical issues.

14.  On the expenditure side, a number of steps have been taken to strengthen budget
implementation and monitoring. However, the system is still in its initial stages and more
progress needs to be made. A circular is being prepared defining more specifically the scope
of work of the auditors and the procedural manual will soon undergo refinement. To improve
monitoring capacity, the expenditure recording system has been decentralized to central
government ministries allowing ministries to directly follow their own accounts.

15.  Civil service reform is advancing with the implementation of the new provincial
organigrams. Redeployment within each province has been completed, and redeployment
between provinces is expected to be completed with some delay in January 2003. Preparation
of organigrams for the districts is in the initial stages, and there will be a need to revisit the

central government organigrams to adequately reflect changes due to the decentralization
EXEICISE.

16.  While slower than had been envisaged, some gains have been registered in the
privatization agenda—12 companies were privatized in 2001. In addition, the government
has reached agreement with the World Bank on the privatization process for Rwandatel and
the recruitment of an advisor is under way. With this, it is estimated that Rwandatel’s
privatization will be completed in 15 months. An advisor was recruited for the pilot
privatization of the two tea factories, in collaboration with the World Bank in October 2001
and a call for bidders is expected shortly. Progress has been made toward putting Electrogaz,
the utility company, under private management: the pre-qualification phase for bidders has

3 Preliminary information indicates that some of the food entering Rwanda on a duty-free basis is ultimately
sold in domestic markets.
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been completed and five bidders have been short listed; and, as the terms of the management
contract have been agreed with the World Bank, it is expected that the bidding and
subsequent selection process can be completed by December 2002.

17. A number of significant landmarks were realized in financial sector structural reforms
(see Box 1). The Arbitration Center was granted legal person status in January 2002 and
began operations. To enable loan recovery from real estate guarantees, the Office of the
Public Notary was opened in accordance with the new civil service organigrams (cadres
organigues). At the same time, the accelerated loan recovery procedure (voie parée), which
had been suspended in 1997, was reinstated in November 2001. In microfinance, strategic
audits were completed for the UBP—the major microfinance agency—by March 2001 and a
restructuring plan was been agreed with the World Bank. While the government has decided,
in principle, to restart the CIHR (Caisse Hypothecaire du Rwanda), further action will reflect

the findings of a financial sector study that is being undertaken in collaboration with the
World Bank.

Box 1. Financial Sector Reforms Completed Under the 2000/01 Program

Planned

Action ) Implementation
Implementation

o The commercial banks to continue with the restructuring plans agreed [2/31/2000 On time
in the first half of 2000.

*  Conduct with MAE assistance a review of all banks lending 12/3172001 On time
procedures, and make recommendations to banks and implernent
them.

s The office of the public notary will be fully operational, in 873172001 On time
accordance with the new otrganigrams.

»  The diagnostic/strategic andit of the UBP—the major microfinance 12/31/2000 3/31/2001
vehicle in Rwanda

*  An agreement will be reached on an appropriate restructuring plan, in 3/31/2001 12/31/2001
consultation with the World Bank

e A new diagnostic audit of the Caisse Hypothéquaire du Rwanda 3/3172001 5/2312001
(CHR) and an action plan for CHR’s restructuring /privatization will
be adopted

18.  In the banking system, central bank supervisors found that about 40 percent of
outstanding loans from commercial banks at end-September 2001 were nonperforming and,
as a consequence, a number commercial banks will need to add to their capital. A substantial
share of the nonperforming loans, largely extended after 1994, are related to real estate
investments hurt by the scaling down of activities in Rwanda by NGOs and international aid
organizations, and transportation projects hit by the imposition of axle weight restrictions on
trucks transiting Tanzania and Kenya. However, the incidence of nonperforming loans in
other sectors suggests that additional factors may have contributed to the buildup in
problems, including a post-1994 decline in the effectiveness of the legal system in
commercial and banking matters that has undermined loan compliance and enforcement. In
light of this, efforts to address these problems wiil be sustained in the period ahead.
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19.  The first full Poverty Reduction Strategy Paper (PRSP) was issued on June 21, 2002,
building on wide consultations that were successfully held at the grass-roots level and on a
host of comments received after having widely circulated a full draft of the paper.

20.  Although some delays have been experienced, progress has been made in regularizing
relations and implementing agreements reached with external creditors. Outstanding arrears
(US$5.5 million) to the OPEC Fund were cleared during the last quarter of 2001, Regarding
the Paris Club agreement signed in May 2001, which provided for a topping up of debt relief
to Cologne terms, due to an administrative delay, payments have continued on the basis of
the Naples agreement signed in 1998 (with the exception of Austria, which informed the
authorities that any amounts paid would be deposited into a suspense account). Following the
resolution of these difficulties in mid-April 2002, a further extension of the deadline for the
conclusion of bilateral agreements has been requested. The Paris Club agreed to extend the
deadline for the conclusion of bilateral agreements to September 30, 2002 and we are
committed to concluding these negotiations by the revised deadline. We have also requested
an extension of the consolidation period from the Paris Club to enable the provision of debt
relief under Cologne terms. A decision by the Paris Club is pending, subject to approval of
the new PRGF arrangement by the Executive Board. As regards non-Paris Club creditors, an
agreement was reached with the People’s Republic of China in November 2001 providing for
the cancellation of its outstanding arrears, as well as for part of its remaining stock of debt,
amounting to US$16.3 million. We remain committed to reaching rescheduling agreements
with the remaining non-Paris Club creditors on terms that are at least as favorable as those
provided by the Paris Club creditors.

II. MEDIUM-TERM POLICY FRAMEWORK

21.  Strong economic growth and stable macroeconomic conditions are keystones i the
effort to transform the Rwandan economy. Increased productivity, the creation of an
educated, healthy, and fully employed workforce, and the progressive eradication of poverty
are our goals. In achieving these, the elements critical to supporting a dynamic, market-
oriented economy will be set firmly in place: (i) enabling public institutions, including a
commercial chamber in the court system, regulatory agencies, and strengthened government
financial administration; (ii) a well-focused public expenditure program supported by
sustainable revenue and financial policies (111) an energized private sector that will in¢lude
public enterprises slated for privatization; (iv) a sound and competitive banking system;

(iv) reliable and efficient utilities; and {v) rehabilitated economic infrastructure. This national
effort will be furtber strengthened by a progressive deepening of the regional economy,

including through our participation in COMESA and through other bilateral and multilateral
initiatives.

22.  Inline with this approach and given our population growth rate of 3 percent,
Rwanda’s macroeconomic policies will need to assure that real GDP grows by at least

6 percent a year, while keeping inflation in check (with an annual average of about

3 percent), the external current account improves steadily to a sustainable position, and
appropriate steps are taken to reduce vulnerability to shocks, including by maintaining an
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adequate level of gross official reserves. In this regard, the government aims to bring its debt

to a sustainable level by targeting a net present value (NPV) of debt-to-exports ratio of below
150 percent over the medium and long term.

23, Over the medium term, government saving will be strengthened substantially with the
overall fiscal deficit limited to 9.9 percent of GDP in 2002, and falling to 9.4 percent in 2003,
and 8.0 percent in 2004. Targeted improvements in public institutions, in the health and
competitiveness of the financial system, and in regional integration will progressively
improve the benefit accrued from moving from the informal to the formal sector and thus
extend the tax base and contribute to improved revenue collections, Added to this, revenue
measures and continued improvements in tax administration will contribute to strengthening
the government’s revenue base. Tax policy will be designed to be pro-poor and to facilitate
private sector development for growth and poverty reduction. Furthermore, following the
completion of transitional programs including Gacaca, demobilization, and decentralization,
associated spending will no longer be required and deficits will fall substantially. The
government, in collaboration with DfID, is currently carrying out a poverty and social impact
assessment (PSIA). We intend to discuss the findings of the PSIA with the staff of the IMF
and the World Bank and with other key stakeholders later this year. The PSIA findings and
subsequent discussions will be taken into account in reviewing possibilities for
accommodating supplemental grant income that may become available within the fiscal and
monetary policies set out in the following paragraphs.

24.  Improvements in the revenue base will be accompanied by increased efficiency and
refined prioritization in the expenditure program. Budget design, implementation,
monitoring, and reporting will be strengthened. In particular, budgeting will reflect the
priorities identified in the PRSP, encompass public expenditure management at the central,
province, and district level, and provide for necessary accountability.

25. A sound monetary program will accompany the fiscal program. While maintaining a
firm ceiling on the growth of broad money, monetary programs will also be consistent with
an ample expansion of credit to the private sector, and the maintenance of a comfortable
foreign reserve cover of six months of imports.

1. THE ECONOMIC PROGRAM FOR 2002

26. In line with the medium-term objectives outlined above, the program for 2002 aims at
avolding a further deterioration in the macroeconomic imbalances and taking further steps
toward poverty reduction. The macroeconomic targets are (i) achieving real GDP growth of
7.3 percent; (i1) limiting inflation to about 3 percent; and (iii) maintaining the gross
international reserves cover at about 5.9 months of imports.

A. National Transformation and the Economy

27. Key national initiatives toward decentralization, demobilization, and reconciliation
will set the context for the economic program for 2002. Under the demobilization
initiative, 20,000 soldiers will be demobilized by 2004, 15,000 ex-FAR personnel already in
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Rwanda will receive a recognition of service allowance, and 25,000 ex-combatants returning
from the Democratic Republic of the Congo will be reintegrated into the Rwandese society-—
5,000 of them into the army. In parallel, the total size of the armed forces will be
substantially reduced by 2005. The traditional court system, GACACA, will be re-established
on a major scale to promptly resolve, at the community level, the cases of more than 100,000
persons detained following the genocide, and prison conditions will be improved. Also
included in the initiatives will be the preparation of a new constitution and for national
democratic elections during 2003. Within this framework, and consistent with the policies set
out in the PRSP, resources will be refocused to productive activities and on creating a strong
economic base at the community level. This effort will build on the achievements noted in
section I of this memorandum, and be supported by the macroeconomic and structural
policies set out in the following sections.

28.  An established social safety net is critical to assuring the equitability and
sustainability of economic policies. At present, the safety net is targeted to the needs of
orphans and for assistance to the victims of the genocide. Transfers for the latter will be
funded through the Fund for the Victims of the Genocide, which will continue to receive a
budgetary allocation equal to 5 percent of domestic revenues. During 2002, the government
will conduct a systematic review of the resources required to provide basic support for
orphanages and orphans, and those required to meet its commitments to the victims of the
genocide. The full assessment will be provided to parliament, along with a report on
resources currently available to meet these needs, including from international donors.

B. Macroeconomic Policies
Fiscal policy

29.  The overall fiscal deficit of 9.9 percent of GDP targeted for 2002 balances the
resource requirements for implementing national initiatives and supporting core government
activities against the need to achieve macroeconomic stability in the near term and in
assuring sustainability over the medium and long term. As part of this effort, a limited
number of revenue measures will be implemented, following parliamentary ratification on
July 1, 2002: (i) in order to promote production, the government will announce that the
corporate income tax rate will be reduced from 40 percent to 35 percent; (it) at the same time,
the VAT rate will be increased from 15 percent to 17 percent—moving toward the regional
average and strengthening the revenue base; and (ii1) in line with the strategy of strong
regional economic relations, import tariff rates will be aligned with the preliminary proposal
for the COMESA common external tariff, with rates set of 0, 5, 15, and 30 percent.

30.  The revenue base will be further strengthened during 200304 by the introduction,
beginning on January 1, 2003, of a tax on in-kind benefits under the professional income tax,
and the introduction of an excise tax on new and used cars. In addition, in the event that
increased consumption levels during June—October 2002 do not credibly establish the
likelihood that excise tax objectives for 2003, as discussed with the Fund staff, will be
achieved, the excise tax rate for beer will be returned to the 2001 level with effect from
January 1, 2003. Additional steps required to achieve revenue objectives, including a
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possible further increase 1n the VAT rate or equivalent nontariff measures, will be
implemented beginning in 2004. These key measures will be supported by the continued
strengthening of the Rwanda Revenue Authority and complemented by a comprehensive
study of exemptions and incentives granted under the law and through investment
agreements. Any required modification to tax concessions, based on the findings of that
study, will be implemented as soon as feasible. A summary listing of core targeted policies
and administrative improvements can be found in Table 3 of this memorandum.

31. The strengthened income stream will allow government to implement its program of
social, priority, and exceptional spending,” as identified in the PRSP, and progressively
strengthen core government administration while meeting its fiscal targets. Reflecting the
positions set out in the PRSP, the new Common Development Fund—a fund earmarked for
capital projects identified and implemented at the district level, the road fund, and
expenditures for employment and social security promotion have been classified as priorities,
while central support services have been reduced in importance. Given the limited
admimstrative capacity at the district level, however, the CDF will be phased in more
gradually than initially planned. The budget also provides for funding activities key to nation
building: demobilization/reintegration, decentralization, and community reconciliation noted
in paragraph 27.

32.  Inthe area of capital expenditure, the government has reviewed the implementation
capacity of the investment budget in recent years and on that basis determined a realistic
target for such spending in 2002 and beyond, which 1s also consistent with the
macroeconomic goals under the program. The 2002 fiscal program will increase capital
expenditure to 6.8 percent of GDP, compared with an esiimated 6.6 percent for 2001. Such
outlays are expected to increase to 7.5 percent of GDP by 2004. In order to improve spending
efficiency, the government plans to strengthen the development coordination agency
(CEPEX) with the assistance of the World Bank.

33.  As the settlement of outstanding government obligations incurred prior to 2000 is an
important element in the overall strategy for establishing social unity and in restoring
financial solvency in key areas of the private sector, additional payments to clear such
obligations will continue during 2002-04. As the documentation normally required for
establishing the validity of some recognized claims has been lost, it has been necessary in
some cases to establish exceptional procedures for payments authorizations. In strengthening
those procedures, detailed policy guidelines have been developed that provide the basis for
determining the qualification and priority of claims for payment without discretion.
Beginning on July 1, 2002, authorizations to settle these domestic obligations will be based
solely on these guidelines. Furthermore, it has been decided that, in order to clearly establish

* The elements covered under these programs are spelled out in the accompanying Technical Memorandum of
Understanding.
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and limit the extent of pre-2000 obligations, June 30, 2003 will be set as a deadline for
lodging new claims.

Monetary policy

34, For 2002, the target for broad money growth has been set in line with nominal GDP
growth of 9.4 percent, while taking into account the larger-than-targeted money growth

in 2001. Targets for developments in the monetary base have been established in line with
this. As reserve money growth exceeded the target trajectory during the first quarter of 2002,
the NBR has recently tightened its stance, both through money market interventions and as
signaled through an increase in the discount rate, following a formula recently established by
the NBR, from 11.5 percent to 13 percent, on June 14, 2002. In this regard, the NBR will
quickly absorb excess hiquidity in banks in the period ahead in order to limit volatility in the
money multiplier and to maintain monetary control.

35.  The level of gross international reserves of the NBR attained at the end of 2001
corresponded to an import cover 5.7 months. In light of Rwanda’s continuing susceptibility
to external shocks and the volatility of aid flows, the NBR will aim to improve its net foreign
assets position by some US$16.5 million (0.4 months of import cover). In line with its
foreign exchange budget (plan de trésorerie), the NBR will adjust the volume of foreign
currency offered at its weekly foreign exchange auctions accordingly, and allow for the
necessary exchange rate adjustments to clear the market. Net credit to government provided
by the NBR will decline by RF 9 billion, 7 percent of beginning-of-period broad money, as
external financing will permit government to eliminate its overdraft and accumulate deposits
at the central bank. These policies are consistent with a 13 percent growth of credit to the
private sector.

36. Regarding the NBR’s foreign exchange transactions between auctions, the current
system of exchange rate determination will be reviewed with a view to ensuring that
deviations from the market rate are kept at a minimum.

External sector

37 The external current account deficit (excluding official transfers) is expected to
deteriorate slightly, reaching about 17.0 percent of GDP in 2002, This deterioration is for the
most part the result of a sharp reduction in mining receipts and the continued depressed
levels of coffee and tea prices in international markets, Over the medium term, the current
account deficit is expected to decline to about 13.5 percent of GDP by 2004, as a result of
fiscal consolidation, improved domestic productivity, and greater export capacity. Reflecting
the changing market incentives that will accompany the likely gradual reduction in aid
dependence and support the improvement in the current account balance, real exchange rate
adjustments are anticipated. Over the medium term, import growth will moderate, reflecting
some domestic substitution, and exports will diversify as a result of the regional trade
strategy. Rwanda reduced its import tariffs on COMESA products by 80 percent in

January 2002, and will enter the COMESA free trade area by the end of 2004.
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38. Trade diversification will be essential for attaining a lasting reduction in external
imbalances. Exports are expected to benefit from the gradual recovery of prices but, more
importantly, from new policy initiatives. The new strategy on coffee, currently under
preparation, envisages the gradual substitution of subsistence production with a market-based
system. Coffee quality will be improved through the construction of washing stations, higher
yielding varieties will be planted, and fertilizer use expanded, in conjunction with training for
farmers. Tea production will benefit from the privatization of tea factories. With coltan
exports, largely dependent on world market developments, subdued, the development of
horticulture including flowers, bananas, pulses, and tubers will contribute to the expansion.
With the return of peace to the region, tourism could also prove an important source of
foreign exchange.

39.  The authorities are working closely with creditors to assure necessary financing for
the macroeconomic program for 2002. In order to limit the deterioration in the NPV of debt-
to-exports ratio, grants and highly concessional credits will be substituted for loans
(including project loans) to the full extent possible. In any case, the commitment to contract
only concessional debt will remain in place. In this regard, the OPEC Fund has been asked to
extend the maturity of an already contracted loan in order to meet the agreed concessionality
threshold.

40.  The financing plan for 2002 assumes that budgetary grants, including HIPC interim
assistance, will be disbursed as expected and that rescheduling agreements will be reached
with all creditors. A request for additional interim assistance from the Fund is being
submitted together with the request for a new PRGF arrangement. The government has
regularized all nonreschedulable arrears to creditors, The government will redouble its efforts
to reach rescheduling agreements with all non-Paris Club bilateral creditors at terms which
are as favorable as thosc provided by the Paris Club creditors and to ensure the participation
of all creditors in the enhanced HIPC Initiative. Upon successful approval of the new PRGF
arrangement, the Paris Club will decide on whether to provide additional debt relief on
Cologne terms.

C. Enabling Public Institutions
Decentralization

41.  Decentralization of government to the provincial and district level will reinforce
accountability, refine the focus of government spending, and improve the delivery of public
services. The legal framework for fiscal decentralization was largely established

during 2000-01.° Additional legislation adopted in early 2002 established the revenue base
and financial management for district governments. As the full implementation of the

> Law No. 43/ 2000, Organization and Functioning of the Province; Law No. 04/2001, Organization and
Functioning of the District; Law No. 05/2001, Organization und Functioning of Urban Authorities; Law No.
07/2001, Organization and Functioning of the Town of Kigali.,
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framework will depend on cffective communication between levels of government and an
ongoing adaptation of responsibilities and resources, the central government is taking steps to
cnsure that provincial and district governments report the necessary information.

During 2002, the government will seek funding to extend the expenditure recording system
to the level of the provinces—where the system will also be available for use by District
governments. The central government will also give priority to obtaining financial support
for training needed to strengthen the public accounting and internal audit functions for
central government ministries, provincial administrations, and district governments.

42, For 2002, districts will provide provincial administrations with information on the
resources avatlable to them, and their respective expenditure requirements. Preparation of the
budget for 2003 will reflect consultations between the central government and the districts,
reconciling the expenditure requirements of the various districts with available resources,
including transfers from the central government. Beginning in 2004, representatives of the
various levels of government will jointly provide to parliament an assessment of the strengths
and weaknesses of the existing legal framework, and an assessment of the measures needed
to resolve outstanding problems, particularly as regards ensuring an equitable allocation of
resources across district governments.

Strengthening formal sector institutions and governance

43. Strengthening the legal framework and institutions is critical to extending the benefits
of formal sector participation and increasing productivity. To this end, the Ministry of Justice
is working to set in place a fully operational commercial court by 2003. In the near term, the

Ministry of Justice will strengthen the operational capacity of the Arbitration Center in order
to facilitate the settlement of commercial disputes. Having granted a status of legal person to

the Arbitration Center in 2001, training for judges 1s now under way.

Civil service reform

44, A well-organized, trained, and motivated civil service is essential for ensuring that
public resources are appropriately and cfficiently used and that public services are provided
promptly and at a good quality. In moving forward in the reform of the civil service, new
organigrams are being completed for the provincial level of government, and organigrams for
the district level will follow. We are similarly reviewing the organization of central line
ministries. Computerization of the complete human resource management process remains a
priority and the full integration of the information systems of the line different ministries has
been targeted for end-2002. Moreover, improving the quality of the civil service is a
government priority.

Administration of public finances

45. Initiatives to strengthen the administration of public finances aim at improving the
effectiveness and efficiency in the use of government resources and, by creating a reliable
system for monitoring and accountability, assuring that public finances are applied as

directed under the budget and the laws. Given this, a wide-ranging program of activities to
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enhance the transparency of government policies and practices, many of which also meet
government commitments under the HIPC Initiative to improve the capacity to track poverty-
related expenditures, is being undertaken at all levels of government.

46. As an immediate step in this direction, the government intends to follow up on
actions taken during 2001 and early-2002. In this regard, monitoring of government finances,
as reported in the monetary survey, will be reviewed and, if necessary, revised based on the
final report of the auditor on government bank accounts and off-budget account movements.
Any relevant additional off-budget revenue and spending identified under the study will be
brought into the 2003 budget. In the meantime, new guidelines for the opening, closing, and
monitoring of government bank accounts are being implemented.

47. Strengthening the legal framework that guides the administration of public finances
is, thus, a priority. As part of this effort, the government has completed a draft Organic
Budget Law; and a draft Law on the Management of the Public Accounts. A legal framework
supporting the operations of the National Tender Board, including procurement regulations,
has been submitted to the cabinet for consideration. A process to elaborate a new law on the
Supreme Court is in preparation and its adoption is expected by December 2002. With the
passage of this legislation, it is expected that the National Assembly would approve the
Organic Budget Law and the Law on the Management of Public Accounts by June 2003. In
the event that the needed legislation is delayed, modified laws containing those elements of
the Organic Budget Law and the Law on the Management of Public Accounts consistent with
existing legislation would be submitted to the National Assembly no later than June 2003.
Additional steps will be taken during 2002-03 to strengthen the legal framework, including
the development of draft legislation to create a formal appeals process for taxpayers, and a
comprehensive bill of taxpayer’s rights. The establishment of both a tax and commercial
chambers within the court system will be given priority during the program period and draft
legislation establishing the public accounting mechanisms and a public investment regulatory
framework will be presented to the Cabinet by June 2003. The latter will facilitate the
complete integration of the development and ordinary budgets by 2004.

48.  Further strengthening the activities of the Public Accounts and internal audit
functions (/nspecteur Géneral des Finances) are also critical for creating the capacity to
monitor and control expenditures. To this end, an inventory of assets will be completed for
all central government line ministrics by end-March 2003, subject to the availability of
technical assistance. This inventory will, subsequently, be expanded to capture government
assets held by provinces, public enterprises, and acquired as part of project implementation.6
In addition, building on work recently completed by the African Development Bank (A{DB),
a fully implemented chart of accounts for all central government agencies is being targeted

6 The census of government assets will not cover military assets, or land holdings where the legal status has not
been determined. Assets acquired as part of project implementation are to be auctioned off and the revenues
credited to the Treasury Account.
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for completion by end-2003, with similar accounts for provincial and district governments to
be ready by end-June 2004.

49.  These steps will also allow government to improve both the range and quality of
information on government activities available to the parliament and the public. To this end,
statistics of government financial operations will be published following the Government
Finance Statistics (GFS) format on a quarterly basis, beginning in October 2002, based on
September 2002 statistics. In addition, the budget for 2003 will be expanded to include
information on budget allocations and (estimated) expenditures for the two previous fiscal
years, consistent with established good practice. For 2003, budget materials available to
parliament and the public would include: (1) a staternent of tax expenditures associated with
both existing policies and any new policies included in the budget; (i) a functional
classification for past expenditures and those implied in the proposed budget; (it} a
preliminary statement of assets and liabilities for all levels of government; and (iv) financial
statements of public enterprises. For 2004, materials would be expanded to include (v) a
consolidated statement of the expenditure obligations, resources, and budgets of the
Provincial and District governments; (vi) a fiscal risk assessment; (vii) consolidated district
budgets; (viii) a statement of consolidated government equity holdings; (ix) integration of
current and capital budgets; and (x) a list of all contingent liabilities, including those arising
from the decentralization process. Achieving these objectives will be facilitated by technical
assistance from supporting partners, including the IMF.

50.  To avoid any accumulation of new arrears, the government is committed to further
improvements in the cash budgeting process. The budget for 2002 designates certain
expenditures—including those identified as important for poverty reduction as priority areas
to be protected from any compression of expenditures in the event of a shortfall in resources,
compared with amounts allocated in the budget. During 2002, the government will design
and implement a cash budget system consistent with these objectives, including quarterly
expenditure ceilings and commitment controls to aveid any accumulation of new arrears. In
addition, to assure that contingent liabilities are consistent with government priorities as set
out in the PRSP, with immediate effect, new government loan guarantees will be extended
only on the basis of loan-specific budget authorizations.

D. Energizing the Economy: Privatization, Utilities, Infrastructure, and
Regional Integration

51.  In close cooperation with the World Bank, the privatization secretariat will continue
to execute its existing privatization strategy. Entities targeted for privatization and/or private
management include the electric utility (Elecirogaz), telecommunications (Rwandatel), and
tea factories and estates. The privatization secretariat will also report on a monthly basis on
its privatization receipts and its use of funds.
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E. Financial Sector Reforms

52.  Strengthening financial sector institutions is another critical element in improving
productivity, extending the benefits of participation in the formal economy, and providing the
resources needed to finance emerging private sector initiatives at appropriately low cost (a
summary of core financial sector reforms is provided in Table 4). In particular, concerted
action 1s currently required to address the problems of Rwanda’s banking sector. Given the
difficult circumstances of Rwanda’s post-genocide recovery, a number of banks have
accumulated substantial nonperforming loans. This problem is particularly severe in the case
of one especially exposed bank. Recognizing the importance of promptly addressing this
bank’s problems, the NBR placed it under provisional control in May 2002 and appointed
external advisors to develop a plan for its restructuring by year-end. While the details of the
restructuring plan remain under development, the NBR-appointed controller has limited new
loans extended by that bank to any single borrower to no more than RF 50 million, with
effect from May 31, 2002 and external oversight has been strengthened in order to safeguard
the bank’s capital. The restructuring plan will be developed in consultation with the staffs of
the World Bank and the IMF and understandings on the appropriateness of proposed steps
would be reached with IMF staff before budgetary resources are committed. When the
restructuring plan for this bank has been developed, further policy commitments will be
agreed with IMF staff under the program.

53. Addressing the larger problem of nonperforming loans is critical to the establishment
of the conditions, including an appropriate legal framework for credit recovery, under which
the banking system will be able to provide credit widely and on reasonable terms. In light of
this, the NBR 1s discussing working with the Ministry of Finance, the Ministry of Justice, and
the Bankers’ Association to identify ways to improve loan recovery. In this regard, an Action
Plan detailing specific steps to be taken will be completed by December 2002, with
implementation to begin in January 2003.

54.  Presently, loan collection will be aided by the reinstatement of the accelerated loan
recovery procedure (voie pareé). It is expected that, given recent improvements in the
judicial system, past abuses of this procedure will not be repeated. In addition, the NBR 1s
strengthemng its Risks and Unpaid Debts Unit, which centralizes the credit information
related to delinquent borrowers, in order to improve the quality of credit information. In the
period ahead, the NBR will confer with the Bankers’ Association on ways in which
information on credit quality could be shared with commercial banks. The NBR intends to
fully explore possibilities for fostering loan compliance.

55. While the above mentioned measures focus on the strengthening of borrower
discipline, a financial sector study commissioned with the help of the World Bank aims at
exploring ways to strengthen the overall financial sector and to develop Rwanda’s capital
market. An important question to be addressed is how to proceed with the high level of
nonperforming loans in the banking system. The study will try to evaluate whether the
establishment of an asset recovery vehicle in some form would be appropriate. This question
will also be investigated within a Financial Sector Assessment Project jointly conducted by
the staff of the World Bank and the Fund. In this regard, it should be emphasized that such an
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asset recovery vehicle should aim to avoid causing moral hazard or burdening the budget. On
the basis of the studies noted above, a strategy to improve the management of the high
volume of nonperforming loans will be formulated by June 2003 and an Action Plan will be
in place by September 2003. Implementation of this plan is to begin in January 2004.
Regarding the development of Rwanda’s capital market, the financial sector study will
investigate—among other options—whether a specialized housing bank can make a
contribution toward accumulating long-term capital. Current plans to recapitalize the Caisse
Hypothecaire du Rwanda {CHR) and to convert it into a housing bank have been postponed
so that the results of this study can be reflected in decisions on moving forward.

36. Substantial progress has been made in the past year to strengthen banking supervision
in Rwanda. The NBR will build on this progress and conduct three full-scope examinations
in 2002 and another four in 2003. It is expected that at the end of December 2003, the present
training program conducted with the assistance of a MAE resident advisor will be completed
and that beginning in 2004 each bank will be subject to a full-scope examination each year.
During 2002, the off-site supervision process will also be strengthened significantly. The
scope of supervision will be extended to micro-finance operations and a Micro-Finance
Supervision Unit in the NBR will be established by December 2002. Regarding the ongoing
update of the prudential instructions, it is expected that in 2003 two new prudential
instructions are going to be 1ssued; one will specify the work required from independent
auditors of commercial banks and the other will specify the public disclosure of the
commercial banks’ financial information. In addition, a new accounting plan for commercial
banks is going to be developed, which is going to take effect in January 2004.

57.  As existing legislation and institutional structure for preventing money laundering
does not currently meet recently established guidelines, the government has requested
technical assistance in drafting adequate legislation, and in training and setting up an
enforcement unit at the NBR.

IV. PROGRAM COORDINATION AND MONITORING
Performance criteria, benchmarks, and reviews

58.  The program supported by the new three-year PRGF arrangement will be monitored
on a continuous basis with quantitative and structural performance criteria, benchmarks, and
indicative targets. The first review of the program will be based on quantitative benchmarks
at end-September 2002, quantitative performance criteria for end-December 2002 and a
structural performance criterion and structural benchmarks through January 1, 2003, and will
be carried out in conjunction with reaching understandings on a new budget for 2003 and on
a restructuring plan of a specified commercial bank. The second review will be based on
performance of quantitative benchmarks as of end-March 2003, to be set at the time of the
first review, and quantitative and structural performance criteria and benchmarks through
end-June 2003, and will be completed by mid-September 2003. Quantitative performance
criteria will include floors on net foreign assets of the NBR and on recurrent priority
spending as well as ceilings on reserve money, net credit to government by the banking
system, the domestic fiscal deficit, new non-concessional external debt, short-term external
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debt, the accumulation of new external payment arrears except for external arrears that are
subject to debt-rescheduling negotiations (to be monitored on a continuous basis), and on the
net accumulation of domestic arrears. All external borrowing except for the Fund
disbursements will be on concessional terms, defined as loans having a grant element of at
least 50 percent. A complete list of quantitative and structural performance criteria and
structural benchmarks is included in Tables 5 and 6, respectively. The attached Technical
Memorandum of Understanding lays out the details of program design and terminology.
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Table 1. Rwanda: Structural Reforms Undertaken Under the 2000/01 Program

Action

Timing

Civil service reform

Publish the prime ministerial decree of the cadres organigues.
Complete job descriptions and cadres organiques for all prefectures,
Enforee procedures for hiring of teachers, enforcing also qualification criteria.

Develop a plan for gradual increase of qualificd teachers and phasing out of
oceasionnels in line with enrollment and pupil-teacher targets.

Adopt civil servants’ code submitted {o parliament.

Complete the organigrams (cadres organigues) reform through:
o Cabinet approval of decentralized organigrams.

o  Completion of redeployment within each province,

o Provision for adequate resources for redeployment between ministries and
provinces.

Privatization

Establish a realistic timetable with the assistance of the World Bank for the
privatization of remaining companics in government’s privatization plan,

Budget preparation, implementation, monitoring, and control

Revise the RRA’s plan outlining improvements to be made in tax administration.
The plan should incorporate specific benchmarks and timetable for
implementation.

Ensure that regulations and procedures on enforcement of tax collection, as well as
suspension of enforcement, are strictly followed.

Develop a system for monitoring poverty-related expenditures on a monthly basis.

Ensure that adeguate reporting mechanisms and budgetary conirols are put in place
for monitoring the expenditure budgets of prefectures.

Governance

Complete the audiis of the 1999 accounts of the Ministries of Public Works,
Transport, and Communication; Energy, Water, and Natural Resources; Defense,
and Education.

Complete the audit of the 1999 accounts of the Ministry of Health.

Prepare a monitorable action plan for further strengthening the Auditor’s General
Offige, including inter alia by recrotting qualified staft and training and by
preparing u strategy and timetable for delivering a full audit of public accounts
anrnually.

To ensure transparency and fairness in the tendering process, there will be no
soliciting of bids only from the list maintaincd by the National Tender Board
(NTB).

Establish widely publicized and legally effective rules that exonerate the
government from paying for expenditure committed outside the existing financial
regulations.

11/30/2000 (Done 3/31/2001)
3/31/2001 (Done 5/11/2001)
11/1/2000 (Dene 1/15/2001)
3/31/2001 (Done 1/31/2001)

1172001 (Dene 7/2001) '

9/30/2001 (Done)
10/31/2001 (Done}
Budget Law 2002 (Done)

3/31/2001 (Done)

12/31/2000 (Done)

12/1/2000 (Done}

1/1/2001 {Done)
12/31/2001 (Pastly done) 2

12/1/2000 (Done 3/31/2001)

5/31/2001 (Done)
2/28/2001 (Done)

12/1/2000 (Donc)

3/31/2001 (Done)
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Table 1. Rwanda: Structural Reforms Undertaken Under the 2000/01 Program

Action Timing

»  To ensure transparency and faimness in the tendering process, the availability of the  5/31/2001 {Done 7/2001)
minutes of the NTB will be advertised in the tender annauncements.

s Sirengthen capacity at the NTB, line ministries, and loca! levels to adequately 0/30/2001 (Done 12/2001)
monitor, anatyze, and audit the tendering process, before decentralizing the
tendering process.

*  Submit the public accounts for 2000 to the Cours des Comptes. 9/30/2001 (Done 11/2001)
s  Tneorporate extrabudgelary projects and transactions, mcluding veluntary Budget Law 2002 (Done *)

contributicns to national defense and their use, into the budget.

' Passed by parliament but pending Supreme Court clearance and publication.
* Adequate reporting formats have been put in place—rcmaining steps arc addressed in Box 6

3 Voluntary contributions to national defense were brought into the revised 2001 budget. In addition, some extrabudgetary
and oftf-budget activities that were jdentificd by the audit reports for four ministries” 1999 accounts were brouglt into
the 2002 budget.
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Table 2. Rwanda: Financial Administration and Governance—Core Actions To Be Taken

During 200204

Actions Timing

Budget preparation, implementation, monitoring, and control

e  Confinue the process of capacity building in public debt monitoring and management with 12/31/2002
assistance from Debt Relief International (DRI}, with a view to producing 4 plan by end-
December 2002.

e Develop and implement a mechanism to ensure that all borrowing by district governments is 12/3172002*
reported to the central government on a monthly basis.

+  Adopt Organic Budget Law and Law on Management of Public Accounts 6/30/2003

»  Prepare financial instructions as provided for by the relevant laws in order to promote effective 6/30/2003
expenditure control, subject to the availability of technical assistance.

s Improve the capacity of CEPEX and line ministries to gather data on disbursements from donors 2002-03
and expenditures on projects.

*  Incorporate relevant extrabudgetary and off-budget projects and transactions identified by the Budget
stocktaking exercise into the budget to the extent apprapriate. Law 2003*

Expand materials provided to parliament and public on annual budget to include:

functional classification, financial statements for public enterprises, consolidated district budget,
statement of consolidated government equity holdings, and integrate recurrent and development
budgets.

* Improve budget meonitoring, producing flash reports within 3 weeks of end-month, functional
classitication of budget implementation on a quarterly basis, and quarterly reports on
development budget and province and district implementation.

In the area of expenditure reporting, implement and enforce reporting requirements for
provinces and districts, extend SIBET system to provinces and districts, subject to the
availability of external funding.

Implement the Chart of Accounts reforms for central government, line ministries, provinces, and
districts.

Complete a comprehensive review of all tax exonerations, exemptions and incentrves under tax
laws, and investment agreements; and remove and/or modify such special treatment based on
appropriate analysis.

*»  Modify the set of tax and import duty concessions in accordance with the findings of the study.
Governance
s Authorizations for settlement of domestic arrears will start to be based solely on explicitly

established guidelines—determining qualification and priority of payment of outstanding
government obligations—for payment without discretion.

s Start publishing statistics of government financial operations following the Government Finance
Statistics (GFS) format on a quarterly basis.

*  The Auditor General will initiate and complete the audits for the 2001 accounts of 9 line
ministries, three provinces, at least three disiricts and a number of foreign-financed development
prejects.

The Auditor General will inter alia audit the execution of the 2002 accounts of the
demobilization/reintegration project.

s  Continue the expansion of the Auditor General’s office with the goal to audit each line ministry
annually by 2005,

Issue the decree covering public tendering.

2003 budget*
2004 budget*

6/30/2002—
3/31/2003

6/30/2002-
1243172003

12/31/2003—

12/31/2004
6/30/2003 '

12/31/2003*

Ti1/2002%

10/30/2002%

12/31/2002%*

12/31/2003*
12/31/2005*

9/30/2002
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Table 2. Rwanda: Financial Administration and Governance-—Core Actions To Be Taken
During 200204

Actions Timing

o  To ensure transparency and faimess in the tendering process, an appeals board provided for by 6/30/2003
the law, will be set up with some members from civil society the National Tender Commission
will include some members from civil socicty.

*  [Issue the decree covering public tendering. 9/30/2002

s Putin place regulations applying to blacklisted suppliers of the government. 1243172002
e  Establish a Code of Ethics for civil servants, 12/31/2003%*
Other

»  Fstablish a Tribuna! dc Commerce and a Tribunal Fiscal. 12/31/2004
«  Develop a taxpayer appeals process and adopt a Bill of Taxpayer’s Rights. 12731/2003*
e  Publish progress report on PRSP implementation. 6/30/2003*

* New measure.

! Some steps toward the review of exemptions and waivers have been taken, and discretionary waivers and exemptions
have been eliminated. However, a full review of the existing body of legal provisions of waivers and exemptions along
with a timetable of their elimination is still pending.
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Table 3. Rwanda: Core Revenue Measures To Be Taken During 2002-04

Action Timing

Customs duty

«  Develop further the data managerent system of customs—with a goal to improve the 12/31/2003
usage of customs valuation data for enhancing the possibilities ol risk-based controls
and, ultimately, to increase revenuc performance.

»  Align the import tariff structure with the COMESA common external tarift structure and 7/0172002*
start collecting at the revised rates.

Income tax

*  Reform the tax on professional remuncration {TPR) law to make all salary allowances in 1/1/2003
cash and in-kind fully subject to TPR. Pass the reform in form of an amended TPR law
and start collecting according to the new law.

s Announce the reduction in the corporate income tax rate from 40 to 35 percent with 7/1/2002*
effect for the 2002 profits

*  Amend the corporate income tax law with a provision regarding thin capitalization in 12/31/2003
order to limit interest deductions.

Excises

*  Introduce and start collecting an excise tax on sales of new and used cars, applying 5, 1/1/2003*
10, and 15 percent of the sales price, respectively, on sales of vehicles with engine sizes
of less than 1500 cc, between 1500 cc and 2500 cc, and above 2500 ce.

»  Implement tax stamps for cigarettes. 713172002

»  Revoke the decrease in the beer cxeisc tax rate and start collecting again at a rate of 1/1/2003*
57 percent, if revenue collection during June—October 2002 does not meet target, as set
out in the, Techmcal Memorandum of Understanding

VAT

*  Raisc the rate of VAT from 15 to 17 percent and start collecting at the new rate 772002

Other measures

»  Complete the reform of the taxpayer identification numbers (TIN) that ensures that each 12/31/2002

business taxpayer is assigned a vnique identifiable number across the VAT, Tncome Tax
and Customs departments

* New measure.

! The scope of the measure was broadened. The original measure planned for 6/30/2001 was to submit the changed law to
parliament.
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Table 4. Rwanda: Core Financial Sector Reforms To Be Taken Under the 2002-04 Program

Action Timing
+  Continued strengthening of bank supervision: recruitment and training supervisors, Ongoing
reorganizing the supervision department, and computerizing the bank supervision
process
¢  Conduct full andits of three banks 2002
¢ Conduct fult audits of four banks 2003*
e  Begin carrying out on site inspection of all banks every year. 2004
»  Establishment of a Micro-Finance Supervision Unit 12/31/2003*
* A new accounting plan for commercial banks to be implemented 12/31/2003%*
»  Prepare an action plan to improve the legal framework for banking and to facilitate 12/31/2002
improved loan recovery
*  Conduct a financial sector study 10/30/2002
»  Restructuring plan for one identified commercial bank will be agreed with the 2002
World Bank and the TMFE.
e Implement the action plan to improve credit information quality 1/31/2004
e Strengthen capacity of Arbitration Center 2002-2004
*  Action plan to address money laundering to be formulated 3/31/2003
*  Anagreement will be reached on the treatment of government arrears to the Caisse 12/3172002
Sociale du Rwanda {CSR).
s A comprehensive plan for the restructuring of CSR will be adopted. 12/31/2002

* New measure.
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Table 5. Rwanda: Quantitative Performance Criteria and Benchmarks, 2001-03
(In hilligns of Rwanda francs, unless otherwise indicated)
2001 2002 2003
Mar*  Jun.**  Scp.*# Dec.* Mar. Jun.¥#*  Sep**  Dec* Mar*** Jun***
prel. Proj.

(Performance criteria on test dates®; quantitative benchmarks**; and indicative targets®**)
Net foreign assets of the NBR (floor on stock) 1/

Actual (program exchange rate) 48.3 45.6 45.2 46.6 393

Adjusted program 40.4 338 %4 39.0 - . -

Program 24.3 239 40.3 33.0 n.a. 33.0 309 59.0 586  52¢
Reserve moncey {ceiling on stoek) 2/

Actual 34.7 42.5 39.5 413 40.5

Program 388 39.6 38.5 39.6 n.a. 403 38.1 419 404 437
Net credit to the government by the banking system (ceiling on stock) 3/

Actual 9.4 17.6 15.0 19.2 234

Adjusted program 17.1 22.9 21.2 217

Program 333 328 20.3 27.1 n.a, 26.0 1.5 0.1 9.9 9.8
Damestic fiscal balance (floor on cumulative fow since the end of the previous year) 4/

Actual -0.5 -8.7 -13.0 2204 3.1

Adjusted program

Program n.a. -0 -18.7 -26.9 -6.3 127
Recurrent pricrity spending (floor on cumulative flow since end of previous vear) 5/

Actual 74 17.0 28.3 40.1 10.2

Program 6.0 14.5 283 40.0 n.a. 217 355 50.3 14.0 281
New nonconcessional external debt {ceiling on flow) 6/

Actual 0.0 0.0 0.0 9/

Program 0.0 0.0 0.0 0.0 n.a. 0.0 0.0 0.0 0.0 0.
Short-term external debt {ceiling on stock) 7/

Actual 0.0 0.0 0.0 0.0

Program 0.0 0.0 0.0 0.0 n.a. 0.0 0.0 0.0 0.0 0.C
Stock of outstanding nonreschedulable extemnal arrears (ceiling on stock) 8/

Actual 0.1 Il 0.0 0.6

Program 0.0 0.0 0.0 00 na 0.0 0.0 0.0 0.0 0.c
Net accumulation ol domestic arrears (ceiling on cumulative net accwmnulation since end of previous year)

Aclual -5.4 -3.8 -4.9 -15.0 >3

Program .0 00 -3.3 -L0.0 n.a. -2.0 -6.0 -7.8 -1.8 -3.3

{Indicative targets)
Broad moncy (cciling on stock)

Actual 1222 1278 1253 1313 1293

Program Mn.4. na na n.a. na. 1331 136.8 1405 1431 1462
Exceptional spending (floor on cumulative Nlow since end of previous year)

Aclual 33 8.1 12.9 17.7 4.1

Program n.a. n.a. n.a. n.a. n.a. 9.4 16.2 225 7.0 14.¢
Memorandum item:

Expected budgetary support {in millions of LI.S. dollars) n.a. n.d. n.d. n.a. 59 17.9 81.4 128.2 27.6 55.2

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

1/ Net forcign reserves are defined, for this purposc, consistent with the definition of the Special Data Dissemination Standard (SDDS}) template, as external assets readily
available to, or controfled by, the National Bank of Rwanda (NBR) net of external liabilities of the NBR. Pledged or otherwise encumbered reserves assets including, but
not limited Lo, reserve assets used as collateral or guarantee for third-party external liabilities are to be excluded.

2/ Until 2001 indicative target; from 2002 anward performance criterion/quantitative benchmark. The definition of reserve money changed in 2002, as specified in the
Technical Memerandum of Understanding (TMU).

3/ From December 2000 onward, the definition of net credit to government by the banking system has been changed te cxclude public nongovemmental deposits.

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

5/ According to the TMU. Delinition of this aggregate has changed each year.

6/ Ceiling on new nonconcessional external debt witk original maturity of more than one year, as defined in the TMU.

7/ Ceiling on change in outstanding stock of cxternal debt (excluding normal import-related credits) owed or guarantecd by the central government, local

government, or the NBR with original maturity of up to and including one year.

8/ This is a continueus performance criterion, implying that the stock of outstanding nonreschedulable external arrears is expected (o be constantly kept at zero throughout
the program period. in the past, the performance crilerion referred to the stock of nonreschedulable external arrears at the respective review dates and was complemented by
a continuous performance criterion on the nonaccumulation of new nonreschedulable arrears.

9/ An QPEC Fund disbursement was made in 2001:Q4, on the basis of a loan agreement signed in 1999. The loan met the concessionality requirement laid out in the TMU
at the time of the agreement, but not at the time of the disbursement. The issuc is awaiting clarilication from the Legal Department.
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Table 6. Rwanda: Proposed Structural Conditionality Until the Second Review of the
PRGF-Supported Program, 2002—03

Action

Timing

Status’

Ratify a revised 2002 budget in parliament reflecting the understandings
reached during the program discussions; including the following elements:
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 trom 40 percent to 35
percent, announced.

Bring reserve money to or below indicative ceiling for end-Tune 2002.

Issue guidelines determining qualification and priority for payment of
outstanding government obhgations for payment, climinating discretion.
Enacta budget for 2003, which specifically contains the following
elements:

o excise tax on sales of new and used cars, with rates of 5, 10, and
15 percent, depending on engine size (Yess than 1500 ¢, 1500 ¢ to
2500 cc, and above 2500 cc), on vehicle sales.

o reform the tax 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
again at a rate of 57 percent, if revenue collection during June
October 2002 does not meet the target set out in the TMU..

Finalize restructuring plan for a specified commercial bank consistent with

understandings with IMF staff.

Start publishing statistics of government financial operations, following the
Government Finance Statistics (GFS) format, on a quarteriy basis.

Incorporate any extrabudgetary and off-budget projects and transactions
identified by the recent stocktaking exercise into the budget to the extent
appropriate.

Develop and implement a mechanism to cnsurc that all borrowing by
district governments is reported to the central governmment on a monthly
basis.

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

Conduct {ull audits of three banks.

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.

Prepare financial instructions as provided for by the relevant laws in order
to promote effective expenditure control.

Complete a comprehensive review of all tax exonerations, exemnptions and
incentives under tax laws and investiment agreements; and remove and/or
modify such special treatment, based on appropriate analysis.

711402

6/30/02
7/1/02

1/8/03

9/30/02

16/31/02

12/31/02

12/31/02

Tenders to be
awarded no later than
7/31/02

12/31/02

12/31/02

731403

6/30/03

. .2
Prior action

. L2
Prior action

. .2
Prior action

Structural performance
criterion
first review

Structural benchmark
first review
Structural benchmark
first review

Structural benchmark
first review

Structural benchmark
first review

Structural benchmark
first review

Structural benchmark
first review
Structural benchmarlk
first review

Structural performance
criterion

second review
Structural performance
criterion

second review

' The disbursemncnts of the second and third loan under the new PRGF arrangement are conditional upon completion of the tirst and

second reviews, respectively.

? Prior actions for publication of Executive Board documents.
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Technical Memorandum of Understanding Between
the Government of Rwanda and the International Monetary Fund

July 3, 2002

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. There have been revisions since the last version of the Technical Memorandum of
Understanding (TMU). In the area of the monetary program, changes include newly set
performance criteria and benchmarks on reserve money replacing the previously set targets
on net domestic assets of the banking system; a new definition of reserve money and net
credit to government; and a changed adjustment mechanism. Changes to the fiscal program
include a new definition for the fiscal balance target and a changed adjustment mechanism.

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

3. Definition: External budgetary support is defined as ali official external grants
(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 is 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,

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

4, 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 avatlable to, or controlled by, the National Bank of Rwanda (NBR) net of
external liabilitics 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
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,

A summary of reporting requirements is provided in Table 1.
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use of IMF resources (CCFF and post-conflict emergency assistance purchases and
SAF/ESAF/PRGF disbursements).

5. 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 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 budgetary support inflows.

6. 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.

C. Net Credit to Government (NC()

7. 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
government, 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.

8. NCG is not affected by credit to or deposits of public enterprises and autonomous
public agencies.

9. Reclassifications: The reclassification described in Annex B (EBS/00/264, 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 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 budgetary support inflows.

11.  Reporting requirement: Data on net credit to central government (showing
separately treasury bills and government bonds outstanding, other government debt, and
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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
’état), deposits of nonbank financial institutions, and deposits of the private sector (autres
sommes dues a 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.

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 !’importation),
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). It the required reserve ratio of the NBR is 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 cach 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 non-bank deposits in the NBR.
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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 also include a monthly

balance sheet for the NBR which will show al! 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
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.
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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.

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 three 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 1s 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.
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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 January 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.

34, Target: 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).

35, Reporting requirement: Detailed data on repayment of domestic arrears 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 Outstanding 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 non-
accumulation 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.

1I. UNDERSTANDING ON LEVEL OF BEER EXCISE TAX RATE

39. The excise tax rate on beer will be raised to 57 percent effective January 1, 2003, in
case the amount of beer excise tax collection between 1 June and 31 October 2002 1s below
RF 3.0 billion.
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TII. OTHER DATA REQUIREMENTS FOR PROGRAM MONITORING
A. Public Finance

40. 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

41. 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
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.”

(. Public Enterprises

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

43. 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 scmi-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.

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 end of the quarter.
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D. External Sector

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

(1) 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 (1) and (i1); (iv) the cxchange 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
parallel market rate (buying and selling) and the weighted weekly average rates of NBR
mtervention in the interbank market for purchases and sales, respectively.

45.  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
TESErves
. 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.
46. 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 cach quarter.

E. Real Sector

47.  Reporting requirement: Monthly disaggregated consumer price indices for Kigali
(NBR), urban areas (Ministry of Finance), and rural areas (Minisiry 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.
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IV. ELECTRONIC DATA REPORTING

43.  Reporting requirement: The following data will, where feasible, be made available
through electronic format (Excel) and e-mailed to the African 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 datc 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.

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

(1i1) Detailed export and import data; and
(iv) Detailed CPI data.

V. PROGRAM MONITORING COMMITTEE

49.  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 staftf

regularly about progress on program implementation, and transmitting supporting
information necessary for program monitoring.

50. 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
IMF or 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 two weeks of the end of each month,

/s/ /s/
Frang¢ois Kanimba Donald Kaberuka
Governor Minister of Finance and

National Bank of Rwanda Economic Planning
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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 tabies
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

R . delav Report
Status Variable or Table eporting elay rorn data
Frequency end of period )
covered clectronically
A, Monetary and Foreign Exchange
PC Net foreign asscts 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 commereial 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 bureaus
Table Net open foreign exchange positions of Monthly Three weeks Yes
commereial banks and foreign exchange bureaus
Table Exchange rates Weekly Seven days Ycs
B. Debt
PC New external government borrowing Monthly Three weeks
PC 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)
BC External arrears L Yos
oV External budgetary support Monthly Three weeks Yes
Table Fiscal data (revenue, expenditure,” 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 Three 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
E. Civil service
ov Size of the civil service (core civil service and Monthly Three weeks Yes

teachers)
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Table 1. Rwanda: Summary of Reporting Requirements

Reporting

R . delay f Report
Status Variable or Table eporting clay Trom data
Frequency end of period ]
covered electronieally
F. Balance of payments
Table Export and imports Monthty Four weeks Yes
Table Detailed Balance of Payments Quarterly Four weeks
G. Prices
ov CPI Kigali (NBR), urban, and rural (Minccofin) Monthly Four weeks Yes

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

2/ On commitment basls (engagement) and on payment order basis (ordonnancement); the provision of fiscal data is
based on the Aflashz 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, 2002
(In millions of Rwanda francs)
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Internal attairs
National police services
FPrisons
Provinces 2/

Apricutture
Agnicultural production
Livestock production
borestry resources
Soil conservation and water systems management
Agricultural cxtension and marketing
Provinces 2/

Commerce
Promotion of trade and commerce
Industrial development and artisanal premotion
EBxport promotion
Provinces 2/

Education
I’re-primary and primary education
Secondary education
Tertiary education
Scientitic and technological research
Lnstitutional support
Provinces 2/

Youth and Sports
Y outh mobihizatien
Luitural premation
Vocational traming
Kesearch, acquisition, and conservation ot the nattonal heriage
Provinces 2/

Health
I'rimary health care
Specialist care tor major health problems
Development of healih structures
Improvement 1 health management services
Provinces 2/

I'manspert and Commumication
Development and medermzation ot commumcation imtrastructores
lmprovement i transport services
Rationahzation and management ot urban land
Deveiopment of ransport wntrastructure 3/
Provinces 25

render
Institutional support
Support programs tor promotion and development of women
Promotion of gender in development
Promotion of s0¢10-€conomic squity
Provinces 2/

Fublic service
Civil service retorm
Employment and soclal sccunty promotion

Lands and resetilement
Land planmng and management
Planmng and supervision ot housing amenities
Conservation and protection of the environment
Provinces 2/

Lecal government {excluding exceplional expenditure)
Decentralization
Community development
Social reinscriion
Family rehalitation
Mass education
Promotion ot children's rights
Frovinces 2/

Lrecentralization {district transters in recurrent budget)

Commaon development fund {district transfers i development budget) 4/

Energy and water resources
bnergy
Water and samtation
Mining and other geelogical programs
Methanc gas unit
Provinces 4/

41
269

27053
1,859
5459
8,119
463
yin
13,088

o

50
169
i74
153
143

5,438
754
1,680
101
1,153
1,748

2451
143
162

47
2,ueY
27

325
192
47

I
75

44K

Source: Rwandese authoritics.

1/ All programs are classified as recurrent expenditures, except where marked.
2/ Province sub-programs have been allocated to the major Ministry under cack program.

3/ Includes Road Fund.
4/ As part of capital expenditurc.



79 -

APPENDIX I
ATTACHMENT II

Table 3. Rwanda: Composition of Exceptional Expenditure, 2002

(In millions of Rwanda francs)

2002
Exceplional expenditure 22,510
Demobilization/Reintegration/Reinsertion 5,900
Supplies for prisoners 1,300
GACACA
GACACA Sensibilization, Ministry of Justice 50
Health insurance GACACA members 652
GACACA jurisdictions 1,343
Victims of Genocide Fund (FARG) 5,025
Orphans assistance 589
Assistance to vulnerable groups 93
Reinsertion of vulnerable groups 50
Support to local initiatives (education) 54
Support to orphanages and ENA 56
Reinsertion of displaced groups from Gishwati 50
Reinsertion of street children 100
CFIM operation 1
Good governance commissions
Human Rights National Commission 609
Constitutional Commission 630
Commission for Unity and Reconciliation 565
Electoral Commission 999
Office of the Ombudsman 174
National Commission [or the Fight Against AIDS 223
ISAR works 6
Educational institutes
KIST (Kigal Institutc for Science and Technology) 2,128
KHI 303
KIE 1,165
Printing flags and stamps 30
Ditfusion of new national hymn 10
Public education (educational and technical equipment) 120
Family and public cducation (cducational equipment) 4
National information system (technical equipment) 21
Defense of children's rights (technical equipment) 2
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Rwanda: Fund Relations
As of May 31, 2002

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

General Resources Account: SDR million
Quota 80.10
Fund holdings of currency 82.34
Reserve position in Fund 0.00
SDR Department: SDR million
Net cumulative allocation 13.70
Holdings 9.01
Outstanding Purchases and Loans: SDR million
PRGF arrangements 61.88
Credit Tranche 2,23

Financial Arrangements:

APPENDIX II

% Quota
100.0

102.8
0.0

% Allocation

100
65.79

% Quota
77.25
2.79

Approval Expiration  Amount approved Amount drawn
Type date date (SDR million) (SDR million}
ESAF/PRGF 06/24/1998  04/30/2002 71.40 61.88
SAF 04/24/1991  04/23/1994 30.66 8.76
Stand-by 10/31/1979  10/30/1980 5.00 0.00

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

present holdings of SDRs):

Forthcoming
2002 2003 2004 2005 2006
Principal 2.20 1.20 3.60 6.70 10.50
Charges/Interest 0.40 0.40 0.40 0.40 0.30
Total 2.60 1.60 4.00 7.10 10.80
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VIl. lmplementation of HIPC Initiative:

Enhanced
framework
Commitment of HIPC assistance

Decision point date 12/22/2000

Assistance committed (end-1999 NPV terms)1
Total assistance (US$ million) 452
Of which: Fund assistance (SDR million) 338

Completion point date Floating

Delivery of Fund assistance (SDR million)

Amount disbursed 9.1
Interim assistance 9.1
Completion point

Amount applied against member’s obligations

(cumulative) 8.99

VIII. Safeguards Assessments:

Under the Fund’s Safeguards Assessment policy, the Banque Nationale du Rwanda (BNR) is
subject to a safeguards assessment with respect to its proposed PRGF arrangement. An

assessment is underway and it is expected to be completed prior to the first review of a newly
approved PRGF arrangement.

IX.  Exchange Arrangements:

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 VIII, Sections 2, 3 and 4, requiring it to ensure that the exchange
rate 1s 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

assistance from MAE. Since February 7, 2001, auctions have been taking place on a weekly
basis.

' NPV terms at the decision point under the enhanced framework.
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X. Article IV Consultation:
Rwanda is on the standard 12-month consultation ¢ycle. The Executive Board discussed the

staff report for the 2000 Article IV Consultation (EBS/00/264;12/12/00) on December 20,
2000.

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 cxperts 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)

XIII. Resident Representatives:

Mr. Abdikarim Farah has been in Kigali as Resident Representative since January 2001.
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Rwanda: IMF-Bank Relations Annex
(As of May 2002)

1. Since 1970, Rwanda has received 59 IDA credits totaling approximately US$1,113.1
million. The IFC has financed three loans and two equity participations, with three other
operations approved.

2. The IDA has financed projects in (1) infrastructure, particularly road construction and
maintenance; (ii) 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
unmediate 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 of the emergency and the transition from conflict to development.
Disbursements to date from IDA to Rwanda have totaled about US$813.6 million, with a
total undisbursed balance of US$178.2 million. Rwanda’s current portfolio of nine credits
represents, as of May 2002, a total commitment value of US$212.9 million.

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 a
quick-disbursing budget support to assist in the rehabilitation and recovery efforts. In March
1999, an economic recovery credit (ERC) of the equivalent of US$75 million was approved
to support the economic reform efforts and the overall transition from conflict to peace and
development. The credit was disbursed its three tranches; the last one was disbursed in end-
March 2001, The Board also approved a supplemental to the ERC in the equivalent of US$15
million in December 2000. This was also 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 dcal
with its difficult sociopolitical and economic challenges. A new CAS, to be presented to the
Board by end July 2002, is under preparation.

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 road
maintenance. 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
telecommunications and postal services, and to provide a regulatory framework to permit the
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entry of the privatc scctor 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 provide a framework for private sector participation in the sector and
the Second Water Supply Project helped to repair damaged water supply systems, which
financed an evaluation of the water needs in secondary cities, and rehabilitated rural water
supply systems. A new project, Rural Water Supply and Sanitation, approved by the
Board in June 2000, will continue the activities of the Second Water Supply Projectin 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 policy 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 labot-
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
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

0. 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
closed 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 the activities of the project 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 is also preparing a fast-track HIV/AIDS Prevention
Project 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
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message of prevention among their staff and clients. The Demeobilization and 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 (iil) promote
investments in human development. The conditionalities for tranche releases include the
preparation of a financial accountability review and reform action plan, agreement with the
World Bank on a plan for the continued implementation of the MTEF, and the composition
and budget allocation to the PRSP priority programs. Conditionalites 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 the coffee and tea boards, the
installation of private management at Electrogaz, and restructuring/privatization of BCR

World Bank staff

Questions may be referred to Chukwuma Obidegwu (Tel. 202-473-9458) and Raju Kalidindi
(Tel. 202-473 3200)
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Status of World Bank Group Operations in Rwanda

(As of May 2002)
A. Statement of IDA Credits
Status of  Fiscal Purpose Original Credit
Credit Year Amount in US§
Million (Less
Cancellations)

Closed credits:
(50 credits closed) 761.95 !

Active credits:

2000 Agriculture and Rural Market 5.0
Development (LIL)

1999 Community Reintegration and Deyv 5.00

2001 Competitiveness and Enterprise Dev 40.82

1991 Health and Population 26.60

2000 Rural Water Supply and Sanitation 20.00

2001 Regional Trade Facility 7.50

2000 Human Resource Development 35.00

2001 Rural Sector Support Project 48.00

2002 Demobihzation & Reintegration 25.00

Total: active projects: 212.90
Total approved amount” 973.9
Of which: repaid 554
Total held by the Bank and IDA 726.6

B. Statement of IFC Investments in Rwanda

Undisbursed

3.98

3.01

1.66
38.22
4.93
17.82
5.47
28.86
45.10
25.00
170.27

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.

? Total approved amount, covering closed and active credits.



Rwanda: Structural Measures in IME and World Bank Programs

Measure 2002 2003 2004
. B} Produce a plan [or capacity building in public debt monitoring *  Adopt Organic Budget l.aw and Law on s Implement the Chart
Financial e
of Accounts reforms.

Administration

and management. (IMF, 12/31/2002)

Ensure that all borrowing by district gevernments is reported to
the central government on a monthly basis. ([MF, 12/31/2002)

Implement the MTEF, with a budget process that is
transparent and focuses on results. (WB)

Focus budget expenditures on key poverty reducing
budget programs in the priority areas identified m the
PRSP process (priority program areas (PPs)). Provide
real per capita and above average increases to the budget
allocations to the priority programs. Protect the
allocations to the PPs from cuts during the course of the
fiscal year. (WB)

Strengthen the capacity of the units in the line ministries
responsible for the implementation of the PPs. (WB)

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

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

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

Management of Public Accounts. (IMF, 6/30/2003)
(6/30/2004, TMF}

Prepare financial instructions in order to promole
effective expenditure control. (IMF, 6/30/2003)
Improve gathering of data on disbursements fram
donars and expenditures on projects. (2002-03,
IMF)

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

-LS-

Expand materials provided to Parliament and
public on annual budgel. (Budget Law 2003, IMF)

Begin producing flash reports within 3 weeks of
end-month, functional classification of hudget
implementation, and reports on development
budget and province and district implementation
(373172003, IMI)

Improve expenditure geporting by implementing,
reparting requirements for provinces and distriets.
(3/31/203, IMF)

Complete a comprehensive review of all tax
exonerations, exemptions and incentives.
(6/30/2003, IMF)

Medify the set of tax and import duty concessions
in accordance with the findings of the study.
(12/31/2003, IMF)

I XIANAddV



Rwanda: Structural Measures in IMIF and World Bank Programs

Measure

2002

2003 2004

Governance

Authorizations for settlement of domestic arrears will
start to be based solely on explicitly established
guidelines for payment without discretion. (7/1/2002,
IMF)

Start publishing statistics of government financial
operations following the GFS format on a quarterly basis.
(9/30/2002, IMF)

To make the tendering process more {ransparent, set up
an appeals board and the National Tender Commission
will include some members from civil society.
(9/30/2002, IMF)

Issue the decree covering public tendering. (9/30/2002,
IMF)

The Auditor General will inler alia initiatc and complete
the audits for the 2001 accounts of 9 line ministries, three
provinces, and at least three districts. (12/31/2002, IMF)

Issue the decree covering public tendering. (9/30/2002,
IMF)

Strenpthen 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)

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

The Auditor General will audit the execution
of the 2002 accounts of the
demobilization/reintegration project.
(12/31/2003, IMF)

_88_

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)

Develop a system of public accounts and
strengthen the intcrnal audit capacity. (WB)

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

HI XIANAddV



Rwanda: Structural Measures in IMF and World Bank Programs

Measure 2002

2003 2004

¢ Putin place repulations applying to blacklisted suppliers

of the government. (12/31/2002, IMF)

Privatization

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

Adopt the National Tender Board Law. (WB)

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

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

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
Electropaz (water and electricity) through a
twao-step process: a 3-3 year performance-
based management contract; and (ii) a long-
term concession lease arrangement. (WB)

_68_
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Rwanda: Structural Measures in IMF and World Bank Programs

Measure

2002

2003 2004

Private Sector
Development

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

Complete the privatization/liquidation of the
remaining 40 state enterprises. {(WB)

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

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

_06_

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

Reduce the company tax from 40 percent to 35
percent. (WB)

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

Establish an independent multi-sector utility
regulator to regulate the activities of the
utilities {electricity, gas, water, telephone).
(WB)

I XIANAddV



Rwanda: Structural Measures in IMF and World Bank Programs

Meagure

2002

2003

2004

Financial Scctor
Reform

Continued strengthening of bank supervision:
recruitment and training supervisors, reorganizing the
supervision department, and computerizing the bank
supervision process. (Ongoing, IMF)

Conduct full audits of threc banks. {12/31/2002, IMFE)

Prepare an action to improve the legal framework for
banking and to facilitate improved loan recovery.
(12/31/2602, IMF)

An agreement will be reached on the treatment of

government arrears Lo the Caisse Sociale du Rwanda
{CSR). (12/31/2002, IMF)

A comprehensive plan for the restructuring of CSR will
be adopted. (12/31/2002)

Restructure the Bangue Commercial du Rwanda (BCR).
(WB)

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

Conduct a financial sector study. (WB)

Conduct full audits of four banks.
(12/31/2003, IMF}

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

Formulate an Action plan to address money
laundering. (3/31/2003, IMF)

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

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

Begin carrying out
on site inspection
of all banks every
year. (1/1/2004,
IMF)

Implement the
action plan to
improve credit
information
quality. (1/31/2004,
IMF)

_'[6_
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Rwanda: Structural Measures in IMF and World Bank Programs

Measure 2002

2003

2004

¢  Explorc altemative mechanisms to providing long term
real estate and other loans in place of the proposed real
estate restructuring scheme using CHR. (WB)

Civil Service
Reform

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,

capacity building. (WB)

Design and implement a program to facilitate
the transition of retrenched civil servants into
the private sector. (WB)

Establish a Public Service Commission or
similar agency to manage the civil service
personnel and refortn processes. (WB)

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

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

_z6_
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Rwanda: Structural Measures in IMF and World Bank Programs

Measure

2003

2004

Building Human
Resources

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 non-wage categoery
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)

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 eliminate gender
disparities. (WB)

Ensure gender-responsive status of ail key
emerging areas of new legislation /or
legislative reform. (WB).

Adopt and implement a new strategy and
gender respensive multi-sector action plan for
HIV/AIDS control, prevention and treatment.
(WB)

_€6_
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Rwanda: Structural Measures in IMF and World Bank Programs

Mecasure

2003

2004

Revitalizing
Agriculture

Adopt a land law that provides security of
tenure, gives women land inheritance and
ownership rights, and improves overall land
use. (WB)

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

Privatize the coffec and tea proccssing plants.
(WB)

Implement the new regulatory structures that
liberalize the collee and tca seclors and give
private sector agents an enhanced role in the
regulation and promotion of the industries.
(WB)

Review and adjust upward the producer prices
{or 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)

_t,6_

[l XIANAddV



-95- APPENDIX IV

Rwanda: Statistical lssues

1. 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 progress was made in the
collection and reporting of economic and financial statistics. The authorities 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 nced to be made to improve statisties relevant for
banking supervision.

Real sector

2. The Statistics Directorate of the Mimistry of Finance and Economic Planning
(MINECQOFIN) 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. Efforts have been made to
improve measuring GDP using the production approach, but there are significant weaknesses
in data collection on expenditures and income. These weaknesses complicate in particular
adequate assessment of developments in savings and investment. The national accounts data
are further hampered by weak external sector statistics.

3. Monthly consumer price data are collected by MINECOFIN. The National Bank of
Rwanda (NBR) compiles separately a consumer price index for Kigali. In 1996, the
MINECOFIN started publishing consumer price indices for Kigali and urban and rural areas,
based on a household consumption survey conducted between 1982 and 1986. However, the
quality of consumer price statistics 1s weak, and the consumer price index does not reflect
changes in consumption patterns over the past decade. In 1996, a technical assistance mission
from the Statistics Department proposed measures to improve the quality of price statistics,
including the carrying out of a new household budget survey. This survey has been
completed, and work is under way to update the consumer price indices, with a view to
compile a single price index for Kigali.

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

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

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
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unit, which was established in 1996 within MINECOFIN with the assistance of thc Fund.
The functional classification of government expenditure is weak. 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. Fiscal data have
often shown a discrepancy between the deficit as recorded form above the line and 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 0.3 percent of GDP,

7. The implementation of functional classifications for recurrent and development
budgets was expected to lead to more comprehensive reporting of all government
expenditures. Reportedly, a functional classification has been implemented with the help of a
bridge table from the primary program classification. However, no reports with this
functional classification are currently being produced.

8. Selected aggregates on annual central government operations through 2001 have been
reported to the Statistics Department and are published in /FS. These data exhibit large
statistical discrepancies, mainly due to the time of recording of expenditure and the link with
financing data. No sub-annual data is reported to STA and government finance statistics have
been reported for the GFS Yearbook only through 1993,

Monetary statistics

9. 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. Morecover, 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 joined NBR in late 2001 and will assist 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

10. 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
also significant unrecorded trade, and information on invisible transactions is scarce. There
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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 authorities 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 BNR. These included ensuring an adequate number of well-
trained staff, providing instructions in balance of payments compilation methodology, and
securing a more effective administrative organization. Following the mission’s
recommendations one BNR 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 BNR adopts trade in goods data as produced by Customs rather than as compiled by
the Exchange-control department of the BNR; (2) the BNR 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 BNR 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.

11. 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 included in
Part 3 of the 2007 Balance of Payments Statistics Yearbook (BOPSY).

12. 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 menitor and collect
information on external public debt.



Rwanda: Core Statistical Indicators

(As of June 24, 2002)
) Central External
Lixchange International Bank Reserve/ Broad Interest Coasumer Exports/ Current Owverall Public
Rates Reserves Balance Base Money Money Rates Price Index Imports Account Government GDP/GNP Debt/Dcht
Sheet Balance Balance Service
Datc of Latest 3
Observation Current 5/24/02 5124002 5/24/02 3/02 4/02 402 12/01 12/01 1/ 3/02 2001 12/01 1/
Date‘ i Current 6/3/02 6/342 6/3/02 5/02 5402 6/02 5/02 4/02 5/02 4/02 4/02
Received
g';c;uency of Daily Weekly Weekly Weekly Monthly Monthly Monthly Manthly Annually Monthly Annually Annually
Frequency of Weekly Weekly Weekly Weekly Monthly Monthby Monthly Monthly Semi- Manthly Sermi- Senni-
Reporting annually annually annually
a‘l’;g:;‘” NBR 2/ NBR 2/ NBR 2/ NBR 2/ NBR 2/ NBR 2/ NBR 2/ NBR 2/ NBR 2/ MFEP 3/ MFEP 3/ MFEP 3/
L. . o . . L Facsimile/ . . . .
. I Facsimile/ Facsimiie/ Facsimile/ Facsimile/ Facsimile/ Facsimile/ R Mainly Facsimile/ Mainly Mainly
Mode of [acsimile/ o o S S o - missions/ . O . .
. X nissions/ missions/ missions/ missions/ missions/ missions/c- . during nuissions/ during during
Reporting e-mail . . . . . e-mail . . . .
¢-mail ¢-mail e-mail e-mail e-mail mail missions e-mail missions missions
Confidentiality No 44 4/ 4/ 4/ No No 4/ 4/ 4/ 4/ 4/
Frequency of ) Semi- Semi-
publication Monthly Monthly Mornthly Monthly Monthly Monthly Momihly Annually Annually Annually ansually annuafly

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.
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Table 1. Rwanda: Health Sector Performance Indicators, 1597-2001 1/

1997 1998 1999 2000 2001
1. Number of curative consultations at health centers; new cases 2,760,421 2,233,279 2,124,719 2/ 1,999,122
2a. Number of qualified physicians at hospitals 181 3/ 144 148 148
2b. Number of qualified nurses 899 1,033 1,442 1,457
Ja. Expenditure on medicines in district hospitals (millions of Rwanda Francs) 4/ 145.7
Ib. Expenditure on medicines in health centers (millions of Rwanda Francs) 4/ 5/ 405.2
3c. Eapenditure for medicines on the budget (millions of Rwanda Franes) 5/ 74 229 245 284 0
4a. Number of functional health centers 330 346 348 360 365
4b. Number of functional hospitals 33 28 29 13 33
5a. Number of fully equipped/staffied health centers 10/
$h. Number of tully equipped hespitals 10/
6. Number of medical and paramedical students enrelled in Kigali 31 75 134

Institute of Health (three-year program)

Source: Ministry of Health, National Health Information System

1/ Agresd between the authorities and Fund and World Bank staffs.

2/ Based on 92 percent of expected monthly reports in March 1999, 88 percent of expected monthly reports in June 1999,
79 percent of expected monthly reports in September 1999 and 16 percent of expected monthly reports in December 1999,

3/ In 1997, including 34 expatriates.

4/ 1In 1997, from the Health Financing Study (Ministry of Health, World Bunk, and Etude du Financement du System de Santé, HERA, May 1999). 1n 1999, based on

reports from ten regional health centers (91 percent of expected reports).
!

L

/ In 1999, the purchase of medicines was decentralized so as to promote cost sharing; hospitals and health centers now manage their own purchases of drugs.
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Table 2. Rwanda: Education Performance Indicators, 19982001 1/
1998 1999 2000
Primary education
Enrollment and completicn (annual)

Tuotal gross errollment 2/ 1,270,733 (8R%0) 1,288,617 (BR%) 1,431,692 (97%)
Male 635765 () 644,430 {90} 721,881 ()
Femals 634,968 (.} 64,187 (87%) 709,811 {..)

Completien 3 60,361 (22%)

Trausition tn secmdary education 4/ 12,503 {21%) {38%) R (42%)
Number of qualified teachers (ainual/school term) 5/ 10,463 (47%) 11,541 (49%) 13,934 {53.2%)
Student-teacher ratio {annuzl/schaol term) 57 55 54
Student-qualified teacher ratio (annual/school term} 121 12 2
Average number of hooks per class (anmal)

Average number of books per pupil (anmmal) 0.56

Average mumber of teachers provided with teaching materials {anmual}

Number of teachers trained through in-service training (annual) 6/ 2,568 7,116 4,004
Number of students enrofled at the 11 teacher training colleges

{three-year cnileges) (anmual) 7/ e 2,369 3,512
Number of classes (annual) 30,866 16,534
Number of classrooms {annual) . 23,395 24,844
Mumnber of classcooms construcied/sxtended (annual) g9 114
Repetition rate (in percent) 32 3é 38
Drop out rate {in percent) 8/ 12 n 13
Percent passing national exams 9 23 piss
Secondary education
Enrollment and completion (anmal)

Total gross envollinent {rate) 2/ 50,540 (.) 105,292 (.} 125124 {..)
Male 45,054 (...} 51,811 (.) 61,458 {..)
Female 45,786 (..} 53,481 (.) 63,666 L)

Compledion 3/ 10,500 (]

Transilinn to higher education 4/

Number of qualified teachers (annual/school term) 5/ 10/ 1,188 (31%) 1,544 (33540} 2,387 {43%)
Average munber of books per class (annual)
Average number of books per pupil (annual)
Averape manber of leachers provided with teaching materials (armual)
Nurnber of teachers trained (hrough m-service traning (annuat) 6/ 836 836
Number of students enrolled for {eacher traimng a¢ the Kigali nstitule
of Tducation (K1E) {four-year institute) (armual) 209
Number of classes (anmual)
Number of classrooms construcled/extended (anmal) 3

Source: Ministry of Education

1f Agreed between the authorilies and Fund and World Bank staffs.

2 ln parentheses, gross enrollment rate: munber enrolled, tegardless of age, divided by population in official primary scheolage in percent.
3/ In parentheses, completion Tate: number ol pupils in cohort reaching prade & divided by number of pupils enroiled in firstgrade six years
befores in percent.

4/ In parentheses, transition rate: number of pupils admitted in secondary schools (higher education} divided by number of pupils

entolled n grade 6 of primary (seerndary) school in pereent.

5/ In parentheses, i percent of total sumber of teachers.

6/ In 1999, includcs teachers attending 3-6 duy training courses. The program for {eacher trairing was initiated in 1998, andbecame fully
operational only in 1995,

7/ Before 1999, primary school teachers were trained in secondary schools (data on mumber of trainees unavailable).

8/ Tn 1999, estimate based on Butare and Kigah Ngal.

9 Figure provided by National Examinaticns Couneil.

16/ Before 1999, includes both tained fcachers with certificates and those with BAC (first two vears of umvarsﬂ_\,), from 1999, includes
omly trained teachers with certificates.
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Rwanda: Work Program—Poverty Reduction and Growth Facility, 1998-2002

Date

Description

Amount

(In millions

{In percent

of SDRs) of quota) 1/
June 24, 199§ Three-year arrangement approved 71.4 89.1
June 24, 1998 First annual arrangement approved 238 29.7
June 30, 1998 First loan 11.9 149
March 24, 1999 First review completed
March 31, 1999 Sccond loan 2/ 11.9 14.9
November 19, 1999 Second annual arrangement approved 23.8 29.7
November 29, 1999 First loan 9.5 11.9
July 31, 2000 First review
August 10, 2000 Second loan 9.5 11.9
November 18, 2000 Second annual arrangement expired 3/
Dceember 20, 2000 Third annual arrangement approved 4/ 5/ 28.6 35.7
December 29, 2000 First loan 9.5 11.9
October 10, 2001 First review completed 6/
October 11, 2001 Second loan 95 11.9

April 30, 2002

Third annual arrangement expired 7/

1/ The column puts the SDR amounts in relation to the new quota of SDR 80.1 million.
2/ Rwanda's quota was increascd from SDR 59.5 million to SDR 80.1 million effective March 4, 1999,

3/ The second annual arrangement expired with SDR 4.75 million undisbursed.
4/ Includes SDR 4.75 million rephased from second annual arrangement.
3/ Rwanda requested an extension of the commitment period of the three-year arrangement from

June 23, 2001 to January 31, 2002.

6/ Rwanda requested an extension of the commitment period of the three-year arrangement from

January 31, 2002 to April 30, 2002.

7/ The third annual arrangement expired with SDR 9.52 million undisbursed.



Rwanda: Work Program—Proposed Phasing of Disbursements Under the PRGF
PRGF Arrangement, 2002-05
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Amount
Date Description (In millions (In percent
of SDRs) of quota)

July 19, 2002 Three-year arrangement approved
July 24, 2002 First disbursement 0.574 0.7
May-03 First review completed
May-03 Second disbursement 0.571 0.7
September-03 Second review completed
September-03 Third dishursement 0.571 0.7
May-04 Third review complcted
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 (.571 0.7
November-05 Sixth review completed
November-035 Seventh disbursement 0.571 0.7

Total 4.000 5.0




Statement by the IMF Staff Representative
July 24, 2002

This statement provides information on economic developments that became available since
the issuance of the staff report on the 2002 Article IV consultation with Rwanda and requests
tor a new PRGF arrangement and for additional interim assistance under the Enhanced HIPC
Initiative (EBS/02/122; 7/5/02). These developments do not alter the thrust of the staff
appraisal.

Prior actions

l. The PRGF-supported program for 2002-03 included the ratification by parliament of
a budget in line with understandings reached during the program discussions; action to bring
reserve money to or below the indicative ceiling for end-June 2002; and the issuance of
guidelines determining qualification and priority for payment of outstanding government
obligations as prior actions upon which the issuance of the Board documents for the program
would be conditioned. As noted in the staff report (EBS/02/122, Box 1), the actions on the
budget and on reserve money were intended to ensure that program implementation was
feasible. The issuance of guidelines on payments on domestic obligations was key to
strengthening transparency in financial administration. All three of the conditions were met,
as required.

2. Regarding the revised budget for 2002, parliament, on July 2, 2002, ratified a budget
in line with program understandings. The budget includes agreed tax measures on import
tariff bands and announces a reduction in the corporate income tax rate from 40 to 35 percent,
In addition, the revised budget provides for an increase in the VAT rate from 15 percent to

18 percent—one percentage point higher than had been anticipated—which is expected to
generate an additional RF 1 billion (0.1 percent of GDP) in government revenue (above
program projections) during the remainder of 2002. At the same time, authorizations were
approved to cover wage increases associated with promotions in the armed forces

(RF 0.6 billion) and additional spending on goods and services. Overall, the budget as revised
maintains a domestic fiscal deficit equivalent to 3.3 percent of GDP and an overall deficit on
government financial operations (excluding grants) equivalent to 9.9 percent of GDP, as
envisaged in the program.

3. The guidelines setting out the basis for determining qualification and priority for the
payment of outstanding government domestic obligations were issued on June 28, 2002. The
guidelines, issued in the form of a ministerial instruction, instituted a committee charged with
the pricritization of obligations for payment based on a defined set of criteria. Under the
guidelines, the committee would submit payment recommendations to the Minister of
Finance and Economic Planning on a quarterly basis.

4, Recently, the National Bank of Rwanda (NBR) has acted to tighten liquidity in the
banking system significantly. In this regard, the NBR conducted a number of special treasury
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bill auctions and, by June 30, 2002, reserve money (program definition) had been brought to
RF 40 billion—RF 0.3 billion below the indicative target for that date.

Recent developments in government finances

5. Preliminary information suggests that the domestic fiscal deficit at end-June 2002 was
approximately RF 2.5 billion (0.3 percent of GDP) above the indicative target, as delayed
collections on nontax revenue and spending on goods and services more than offset higher-
than-projected tax revenue. As nontax revenue targets for the remainder of 2002 are expected
to be met and as increased spending through end-June reflected a shift in outlays from the
third quarter, fiscal performance remains largely in line with program objectives.

Program financing

6. At the Paris Club tour d'horizon of July 10, 2002, the Club could not agree on a new
Paris Club rescheduling for Rwanda due to the reservations expressed by one creditor who,
before being able to join the consensus, required the completion of a review by its agencies of
Rwanda's human rights record and military outlays. As a resuit, US$ 4.1 million in debt
rescheduling that had been included in program financing has not yet been approved.

7. However, the loss resulting from the exclusion of financing from debt rescheduling
has been more than offset by the effect of the depreciation of the U.S. dollar versus the euro
and the pound sterling in the period since the program was constructed using the revised
WEO rates issued on July 17, 2002, given that a substantial part of donor assistance to
Rwanda is euro and pound sterling denominated and expected to be disbursed toward the end
of 2002. As a result, the program remains fully financed.

8. Fund approval of the request for a new PRGF for Rwanda would facilitate
consideration of a new IDA credit by the World Bank’s Executive Board and support
disbursement of external assistance from other donors that is tied to Rwanda having a
program in place with the Fund. Disbursement of such assistance is critical to financing
government operations during the remainder of 2002, including the demobilization program,
gacaca courts, constitutional reform, and other key social initiatives.
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IMF Concludes 2002 Article IV Consultation with Rwanda

On July 24, 2002, the Executive Board of the International Monetary Fund (IMF) concluded the
Article IV consultation with Rwanda."

Background

Since the end of the war and genocide in 1994, Rwanda has made substantial progress in
rebuilding the country’s economic and social infrastructure, despite institutional capacity
constraints. After the immediate post-conflict recovery period, Rwanda’s economic performance
has remained strong. Real GDP grew 6.7 percent in 2001, as favorable weather conditions
stimulated agricultural output and external transfers, equivalent to 11.5 percent of GDP, spurred
manufacturing, construction, and transportation and communication activities. The current
account deficit (excluding grants) in 2001—at 16.4 percent of GDP roughly unchanged from
2002—was financed by continuing large external aid inflows. Consumer price inflation declined
to 3.4 percent in 2001 from 3.9 percent in 2000, helped by the favorable impact of increased
food supply on prices for agricultural products. Broad money growth in 2001, at 10 percent, was
largely fueled by foreign currency inflows. Helped by larger-than-anticipated foreign aid inflows,
the National Bank of Rwanda (NBR) increased its level of gross reserves to cover 5.7 months of
imports of goods and nonfactor services.

" Under Atrticle IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with
members, usually every year. A staff team visits the country, collects economic and financial
information, and discusses with officials the country's economic developments and policies. On
return to headquarters, the staff prepares a report, which forms the basis for discussion by the
Executive Board. At the conclusion of the discussion, the Managing Director, as Chairman of the
Board, summarizes the views of Executive Directors, and this summary is transmitted to the
country's authorities.

Washington, D.C. 20431 e Telephone 202-623-7100 e Fax 202-623-6772 « www.imf.org
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The fiscal performance in 2001 was encouraging. With stepped-up efforts in revenue collection,
the revenue-to-GDP ratio rose to 11.4 percent in 2001 from 9.7 percent in 2000. Reflecting a
lower-than-envisaged implementation rate of foreign-financed capital projects, the deficit was
limited to 9.5 percent (excluding grants), nearly one percentage point lower than targeted.

The government initiated a number of structural reforms in 2001. Among major achievements
were the development of a system for the monitoring of poverty-reducing spending, the
introduction of a value-added tax, the start of weekly foreign exchange auctions of the NBR, and
the strengthening of the Office of the Auditor General. However, partly due to capacity
constraints, some actions remain to be taken.

In 2002, the government will limit the overall fiscal deficit to below 9.9 percent of GDP.
Programmed spending includes outlays for demobilization and reintegration of army soldiers
and ex-combatants, stepped-up efforts at fiscal decentralization, and jurisdiction of genocide-
related trials. In order to accommodate these exceptional expenditures, revenue measures—
including an increase in the value-added tax rate to 18 percent from 15, and a harmonization of
the customs tariff structure to proposals for a common external tariff under the Common Market
for Eastern and Southern Africa (COMESA)—are being implemented. At the same time, the
corporate income tax is being reduced in an effort to harmonize the tax system with neighboring
countries.

Rwanda’s medium-term macroeconomic strategy is to gradually reduce the fiscal and current
account deficits, and to arrest the deterioration of the debt sustainability indicators. While
increasing macroeconomic stability, these policies are expected to also improve private sector
confidence, which will be critical to improving economic growth and reducing poverty. For 2003
and 2004, the government plans to limit the fiscal deficit to 9.4 and 8.0 percent of GDP,
respectively. During this period, expenditure in priority areas will continue to grow substantially,
while growth in other spending will be moderated. Revenue measures, such as the introduction
of an excise tax on cars and a reform of the personal income tax, will accompany the package.
The external current account deficit is projected to decline to 13.6 percent of GDP by 2004.

Rwanda’s economic program also contains a comprehensive structural reform agenda,
including substantial improvements in the administration of public finances, the promotion of
governmental transparency and accountability, and the strengthening of the financial sector and
its supervision.

Rwanda’s program is backed by its first full Poverty Reduction Strategy Paper (PRSP), issued
in June 2002, which builds on a broad-based consultative process. In the PRSP, Rwanda lays
out in detail its strategy for substantially reducing poverty. Rwanda can reach the completion
point under the enhanced HIPC Initiative in 2003.

Executive Board Assessment

Executive Directors commended the authorities’ progress, over the past year, in laying the
foundations for robust growth and poverty reduction under difficult conditions. Directors cited in
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this connection the major reintegration effort, the safety nets for survivors of the 1994 genocide,
the elections for local government, work on a new constitution, and the training of judges.

Directors stressed, equally, that sustained growth and enduring poverty reduction depend
crucially on a just and durable security settlement in Rwanda and more widely in the Great
Lakes region. Only in that setting can critically-needed advances in regional economic
integration be realized, and domestic resources in Rwanda be freed for productive use.
Directors therefore urged the authorities to pursue peace relentlessly. This would be crucial
also, in parallel with strong policy performance, to catalyze investor and donor support and
assure the financing of Rwanda’s program.

Directors laid particular emphasis on the need for fiscal transparency, including on defense
expenditures. They urged prompt action to establish effective expenditure tracking and financial
reporting systems, to be developed with direct World Bank engagement, so that the
demobilization and reintegration program would be subject to adequate monitoring and
accounting systems.

Directors noted that the progress achieved by the authorities over the past three years has
taken place in a setting of macroeconomic stability, and a progressive strengthening in
administrative capacity, under the PRGF programs. They viewed performance in 2001 as
broadly encouraging, with growth strong, inflation moderate—partly due to climatic conditions—
and an above-target rise in official reserves. Progress has been made with structural reforms—
such as the revised fees for public services; improved performance at the Rwanda Revenue
Authority (RRA); the auditing of public accounts transactions and of key ministries, as well as a
strengthening of the Office of the Auditor-General; a new civil service structure and code; and
strengthening of the national tender board. Taken together, these measures lay a strong basis
for moving forward.

Most Directors welcomed the authorities’ program for 2002-03 as underpinning the growth and
poverty reduction goals of the PRSP. A number of Directors, however, expressed strong
reservations as to whether the preconditions for a sustainable program were yet in place—
referring notably to risks arising from the security situation, and Rwanda’s implementation
capacity.

Directors stressed that macroeconomic stability is crucial for the attainment of sustained growth
and poverty reduction. A prudent fiscal stance is thus essential, to avoid a deterioration in debt
sustainability indicators beyond the projected levels. In this connection, most Directors were
encouraged by the limited rise in the deficit on domestic fiscal operations projected in 2002, and
the commitment to reverse this from 2003 onward.

Directors viewed success in the revenue effort under the program as critical—in this key phase
of nation-building—to secure financing consistent with continued stability. Recent increases in
the VAT rate to the regional average, and the adjustment of tariff rates in line with preliminary
COMESA proposals, were seen as contributing substantially to meeting revenue targets,
although further improvements to the capacity of the RRA remain essential.
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Directors praised the authorities’ expenditure program, which encompasses fully the priority
actions needed for social, political, and economic transformation. In this regard, they pointed to
constitutional reform, government decentralization, and the strengthening of governance as bold
steps toward a sustainable and efficient foundation for the economy. Spending on local
(gacaca) courts and on demobilization and reintegration, as well as assistance to genocide
victims, support critical poverty reduction goals in the PRSP, Directors noted. They laid
particular emphasis on the importance of reducing unproductive expenditure. Some Directors
questioned whether, in present circumstances, the authorities would be in a position to fully
implement these expenditure plans.

Directors stressed the need to continue strengthening public financial administration—which is
crucial for the appropriate and efficient use of resources in support of program goals. They
commended new eligibility guidelines for domestic liability claims, improved processes for
establishing and monitoring government bank accounts, and the incorporation of off-budget
accounts. They noted also the importance of continued reinforcement of the Office of the
Auditor-General, publication of audit reports and data on government financial operations, and
inclusion of the demobilization and reintegration accounts for 2002 in the program of the
Auditor-General’s Office.

Directors considered that the current floating exchange rate regime continues to serve Rwanda
well. They welcomed the authorities’ continuing commitment to establishing low inflation as a
norm. Directors urged the National Bank of Rwanda (NBR) to monitor closely liquidity
developments, and to tighten policy aggressively when needed.

Noting Rwanda’s extremely narrow export base, continued dependence on external financing,
and vulnerability to external shocks, Directors stressed that capital inflows and shifts in relative
prices must not be allowed to undermine market incentives for productive activities and
diversification of the economy. Directors also urged the authorities to strengthen their debt
management system. Several Directors stressed concerns about the lengthy period over which
Rwanda’s debt ratios are projected to decline to sustainable levels, and some emphasized that
the international community must continue to provide adequate financial assistance.

Directors expressed concern about the precarious health of the banking sector and urged
prompt action to deal with underlying issues. They called for a timely action plan, in consultation
with World Bank and Fund staff, to address problems in a commercial bank now under
provisional control of the NBR - to safeguard assets and limit the potential fiscal burden. They
welcomed the authorities’ interest in participating in the FSAP program.

Directors encouraged resolute movement forward with measures to combat money laundering
and financing for terrorism. They welcomed the authorities’ commitment to develop, with the
assistance of anti-money laundering experts, a road map setting out required technical
assistance and major milestones.

Directors noted that Rwanda’s macroeconomic statistics suffer from many weaknesses,
especially in the areas of national accounts, government finance, and balance of payments.
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While recognizing that some initial steps to address identified issues had been taken, they
stated that further strengthening remains a priority and advised the authorities to take
advantage of available technical assistance, including from the Fund, in the effort.

Public Information Notices (PINs) are issued, (i) at the request of a member country, following the
conclusion of the Article IV consultation for countries seeking to make known the views of the IMF to the
public. This action is intended to strengthen IMF surveillance over the economic policies of member
countries by increasing the transparency of the IMF's assessment of these policies; and (ii) following
policy discussions in the Executive Board at the decision of the Board.




Rwanda: Selected Economic and Financial Indicators
(In millions of U.S. dollars, unless otherwise indicated)

1994 1995 1996 1997 1998 1999 2000 2001

Domestic economy

Real GDP growth (annual percent change) -50.2 35.2 12.7 13.8 8.9 7.6 6.0 6.7
Consumer prices (end of period; annual
percent change) 64.4 38.4 8.7 16.6 -6.0 2.1 5.8 -0.2
External economy
Exports, f.0.b. 32.2 50.4 62.0 93.0 64.1 62.0 89.8 93.3
Current account balance -3994 -246.2 -266.8 -321.6 -339.0 -323.0 -295.8 -279.2
Capital account balance 6.9 93.5 90.0 115.9 95.1 70.9 62.0 70.1
Financial account balance -3.5 -19.0 23.3 44.6 51.5 63.9 43.4 73.3
Private capital (net) 124 450 -114 3.8 5.0 12.2 11.8 224
Public capital (net) -15.9 25.9 34.6 40.8 46.5 51.8 31.6 50.9
Capital and financial account balance 3.4 745 113.3 160.5 146.6 134.8 1054 1434
Current account balance, excluding official
transfers
(in percent of GDP) -530 -190 -193 -174 -170 -16.7 -16.3 -164
Change in real effective exchange
rate (in percent, + = appreciation) 519 -39.7 8.6 269 -18.3 54 -9.6 -4.9
Financial variables
Overall fiscal balance excluding grants -124  -13.7 -13.2 -9.2 -8.3 -9.7 -8.9 -9.5
(in percent of GDP)
Change in broad money (in percent) -6.5 73.7 8.2 47.5 -3.9 6.6 14.4 10.0
Interest rate (in percent) 1/ 9.0 12.0 11.0 11.4 10.0 10.1 11.6 10.2

Source: Rwandese authorities; and IMF staff estimates and projections.
1/ One-year savings deposits.
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IMF Approves a Three-Year, US$5 Million PRGF Arrangement for Rwanda

The Executive Board of the Intemational Monetary Fund (IMF) has approved a three-year
arrangement under the Poverty Reduction and Growth Facility (PRGF) for an amount equivalent
to SDR 4 million (US$ 5 million) for Rwanda. The Board determined that Rwanda's Poverty
Reduction Strategy Paper (PRSP) provides a sound basis for Fund concessional financial
assistance. As a result, Rwanda will be able to draw SDR 0.574 million (about US$ 0.76 million)
under the arrangement immediately.

The Board also approved additional interim assistance for Rwanda under the Enhanced Heavily
Indebted Poor Country Initiative of SDR 0.838 million (about US$1 million) to help Rwanda
meet its debt service payments on its existing debt to the IMF.

The PRGF 1s the IMF's 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
PRSP. This is to ensure that each PRGF-supported program is 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 vears
with a 5 Y;-year grace period on principal payments.

Following the Executive Board's discussion on Rwanda, Eduardo Aninat, Deputy Managing
Director and Acting Chairman, said:

"The authorities are to be commended for preparing a comprehensive PRSP, which lays out
Rwanda’s poverty reduction strategy following a broad consultative process with civil sociely
and the donor community. The PRSP provides the basis for guiding current and future
macroeconomic programs, and with its completion Rwanda has met one prerequisite for the
completion point under the enhanced HIPC Initiative, which is expected to be reached next year.

“Achieving sustainable growth and reducing poverty in the period ahead will depend crucially on
rapid progress in resolving the security situation in a just and durable manner—thus laying the
foundation for resources to be channeled toward building productive capacity. The authorities
are strongly encouraged, together with all parties in the Great Lakes region, to buttress progress

Washington, D.C. 20431 « Telephone 202-623-7100 « Fax 202-623-6772 » www.imf.org



toward peace and durable stability. This, together with strong policy performance, will be
essential to catalyze investor and donor support, and assure financing of Rwanda’s program.

“The three-year program that is to be supported under the PRGF is expected, in this setting, to
reinforce Rwanda’s progress toward macroeconomic sustainability, and to further strengthen its
economic and financial institutions. The fiscal program increases resources for poverty reduction
and for the promotion of peace and regional stability through an ambitious demobilization and
reintegration program; a constitutional referendum to strengthen democratic institutions;
initiation of national elections and the decentralization of the public administration; traditional
courts to resolve cases against those accused of genocide—as well as resources to support its
surviving victims.

“Given the tmportance of these initiatives, and in order to limit the rise in its debt burden and to
assure continued progress towards macroeconomic stability, Rwanda has undertaken a
significant effort to increase its domestic revenue base. Key measures include changes in tax
policy and revenue administration measures—effectively safeguarding the benefits denved from
the HIPC Initiative. In this regard, access to Fund resources has been limited to accommodate
mare concessional assistance.

“Rwanda’s strategy aims at visibly increasing public investment in human and physical capital
and at facilitating private sector savings and investment, and rapid economic growth paired with
low inflation. It includes an ambitious structural agenda, fostering improvements in the financial

administration and its transparency, enhancing governance, and advancing the financial sector
and its supervision.

“The Executive Board agreed to Rwanda’s request for an extension of interim relief under the
enhanced HIPC Initiative, endorsed Rwanda's PRSP as a sound basis for Fund concessional
financial assistance, and supported Rwanda's requests for a new three-year PRGF arrangement,”
Mr. Aninat said.



ANNEX

Recent Economic Development

Although the previous PRGF arrangement for Rwanda expired without the completion of the
seccond review under the third annual arrangement, significant progress was achieved under the
PRGF-supported program. Public administration was strengthened, and budgeting was more
tightly focused on supporting growth and reducing poverty. Under the program, substantial
action was taken to rebuild economic and sacial infrastructure, and government intervention in
the economy was reduced, including the elimination of exchange rate and price controls and the
taking of inittal steps in privatization and trade liberalization.

Macroeconomic performance during 2001 was strong. Real GDP grew by 6.7%, as a favorable
climate stimulated agricultural output and external transfers, equivalent to 11.2% of GDP,
spurred manufacturing, construction, transportation, and communications activities. With food
in increased supply, the agricultural component of the consumer price index fell, and at end-
2001, the consumer price index declined by 0.2% on an annual basis. Prices for nonfood items,
however, increased by 3.8% relative to end-2000. With GDP growth robust, fiscal performance
was stronger than envisaged in the program. The revenue-to-GDP ratio rose from 9.7% in 2000
to 11.4% in 2001, compared with a targeted 10.8%. With only minor overruns on primary
current spending and with domestically financed capital expenditure on target at 0.5% of GDP,
primary expenditures amounted to 14% of GDP, and the primary deficit was limited to 2.7% of
GDP. The performance objective on social spending was also met. As donor-financed projects
were at 6.2% of GDP, 0.7% of GDP below projection owing to implementation delays, and as
interest payments were equivalent to 0.8% of GDP, the overall fiscal deficit (excluding grants)
was equivalent to 9.5% of GDP—nearly 1 percentage point lower than targeted.

The deterioration in the balance on external trade was limited to US$12 million in 2001, as a
sharp decline in export prices for tea and coffee was largely offset by export volume increases
and falling petroleum prices. The larger trade deficit, however, was compensated for by a
significant improvement in the services balance that resulted from reductions in spending on
embassies abroad and lower technical assistance. The deficit on the external current account
therefore remained broadly unchanged at about 16% of GDP (excluding official transfers) and
7% after such transfers. With the balance of payments and domestic prices stable, the Rwanda
franc depreciated by 5% in real effective terms during 2001, following 10% depreciation in
2000.

Program Summary

The authorities have finalized a PRSP. The program for 2002-2003 supports the poverty
reduction strategy formulated in that document. Macroeconomic stability is a key fiscal
objective, with emphasis on augmenting the domestic revenue base. The structural reform
agenda emphasizes improvements in the financial administration and in governance and
transparency, as well as the troubled financial sector and its supervision.



The authorities have targeted a limiting of the overall fiscal deficits to 9.9% of GDP in 2002 and
to 9.4% in 2003. The fiscal program aims to strengthen the revenue-to-GDP ratio to 12.2% of
GDP in 2002 and 12.7% in 2003, a critical step toward achieving sustainability. The authorities
also agreed that monetary policy for 2002-2003 should aim at limiting inflation and
appropriately building net foreign assets. Given the surge in monetary aggregates at end-2001,
broad money growth in 2002, at about 7%, has been targeted below nominal GDP growth, in
order 1o avoid an inflationary impulse. The authorities are also aiming their reforms in the
financial sector at improving banking system soundness. Policies supporting this objective
include implementing an accelerated loan recovery system, strengthening the capacity of the
NBR’s banking supervision department, and improving the capacity of the judicial system
through, inter alia, the establishment of commercial courts.

Developments in the external sector under the program during 2002-2003 will largely reflect the
impact of exogenous factors, including the plunge in the price for coltan and the continued
weakness in prices for coffee and tea. The external current account deficit (excluding grants) is
projected to widen from 16.4% of GDP in 2001 to 17% in 2002 and to decline 15.7% in 2003.

The overall balance of payments deficit (excluding program grants) is expected to reach US$120
million and US$109 million in 2002 and 2003, respectively.

On the structural reforms, the authorities have set out a focused action plan for improving
economic governance, strengthening the administration of public finances, and supporting the
decentralization of government. In particular, the plan includes steps to improve budget
administration, increase transparency and accountability, strengthen economic institutions, and
introduce the legislation and regulations required to ensure efficient, rule-based governance.

Rwanda became a member of the IMF on September 30, 1963. Its quota is SDR 80.10 million

(about US$107 million), and its outstanding use of IMF credit currently totals SDR 63.3 million
(about US$84 million).



Rwanda: Selected Economic and Financial Indicators
(In millions of U.S. dollars, unless otherwise indicated)

1954 1995 1996 1997 1998 1999 2000 2001

Domestic economy

Real GDP growth (annual percent change) -50.2 35.2 12.7 13.8 8.9 7.6 6.0 6.7
Consumer Prices (end of period; annual percent change)  64.4 384 8.7 16.6 -6.0 2.1 58 -0.2
External economy
Exports, f.o.b. 32.2 504 62.0 93.0 64.1 62.0 898 933
Current account balance -3994 2462 -260.8 -321.6 -339.0 -323.0 -2958 -279.2
Capital account balance 6.9 93.5 90.0 1159 95.1 709 62.0 701
Financial account balance -3.5 -19.0 233 44.6 515 639 434 733
Private capital {net) 12.4 -45.0 -11.4 38 5.0 12.2 11.8 22.4
Public capital {net) -15.9 259 34.6 40.8 46.5 51.8 316 50.9
Capital and financial account balance 34 74.5 113.3 160.5 146.6 134.8 105.4 143.4
Current account balance, excluding official transfers
{in percent of GDP) =530 -19.0 -19.3 -174 170 -16.7 -163 -16.4
Change in real effective exchange
rate (in percent, + = appreciation) 519 -39.7 8.6 20.9 -18.3 5.4 -9.6 -49
Financial variables
Overall fiscal balance excluding grants -124 137 -13.2 8.2 -8.3 9.7 -8.9 9.5
(in percent of GDP)
Change in broad money (in percent) -6.5 73.7 82 47.5 -3.09 6.6 14.4 10.0
Interest rate (in percent) 1/ 9.0 12.0 11.0 11.4 10.0 10.1 11.6 10.2

Source: Rwandese authorities; and IMF staff estimates and projections.
1/ One-year savings deposits.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



