INTERNATIONAL MONETARY FUND

IMF Country Report No. 14/185

RWANDA

N FIRST REVIEW UNDER THE POLICY SUPPORT INSTRUMENT—
July 2014 STAFF REPORT; AND PRESS RELEASE

In the context of the first review under the Policy Support Instrument, the following
documents have been released and are included in this package:

e The Staff Report prepared by a staff team of the IMF for the Executive Board's
consideration on a lapse of time basis, following discussions that ended on April 6, 2014,
with the officials of Rwanda on economic developments and policies. Based on
information available at the time of these discussions, the staff report was completed on
May 13, 2014.

e A Press Release

The following documents have been or will be separately released.

Letter of Intent sent to the IMF by the authorities of Rwanda*
Memorandum of Economic and Financial Policies by the authorities of Rwanda*
Technical Memorandum of Understanding*

*Also included in Staff Report

The publication policy for staff reports and other documents allows for the deletion of
market-sensitive information.

Copies of this report are available to the public from

International Monetary Fund e Publication Services
PO Box 92780 e Washington, D.C. 20090
Telephone: (202) 623-7430 o Fax: (202) 623-7201
E-mail: publications@imf.org Web: http://www.imf.org
Price: $18.00 per printed copy

International Monetary Fund
Washington, D.C.

©2014 International Monetary Fund



INTERNATIONAL MONETARY FUND

RWANDA

] FIRST REVIEW UNDER THE POLICY SUPPORT INSTRUMENT

May 13, 2014

KEY ISSUES

Main challenges: Rwanda continues to face the challenge of sustaining high growth
while reducing its reliance on aid and preventing the build-up of imbalances. After
using foreign exchange reserves over the past few years to support the economy, the
room for maneuver is more limited and it will be important to rebuild policy buffers.

Outlook and risks: Growth is projected to increase to 6 percent in 2014, while inflation
is expected to remain well contained. Downside risks to the outlook center around
delays in government financed projects and a weak second season for agriculture.

Policy discussions focused on the short and medium-term economic challenges:

e In the short term, the need to support growth and preserve the level of foreign
reserves requires a cautious fiscal stance while maintaining priority spending and
leaving scope for private sector credit expansion. In the absence of inflationary
pressures, and faced with a binding balance of payments constraint, the monetary
stance is appropriate to prevent a build-up of pressures in the foreign exchange
market. Exchange rate flexibility would help preserve reserve buffers.

e In the medium term, the challenge will be the cost-effective financing of
development projects, and implementation of the government’s second Economic
Development and Poverty Reduction Strategy (EDPRS2). Mobilizing domestic
resources in support of the ambitious agenda embodied in the EDPRS2 will be
crucial. The significant scaling up of investment also requires careful project
selection and prioritization, with judicious recourse to non-concessional financing.
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Approved By Discussions were held in Kigali during March 25-April 6, 2014. The
Roger Nord (AFR) and mission comprised Messrs. Drummond (head), Thomas, Thakoor,
Dan Ghura (SPR) Monyela (all AFR), and Anthony (SPR). Ms. Farahbaksh, resident

representative, participated in the discussions and assisted the
mission. The mission met with Minister of Finance and Economic
Planning Gatete; National Bank of Rwanda Governor Rwangombwa;
other senior officials; and representatives of the private sector, civil
society, and development partners. The mission also gave a seminar
on the new PSIL.
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I THE CONTEXT

1. Rwanda continues to be affected by the reduction in budget support suffered during
FY12/13 and the resulting spillovers on the government’s investment program and the
services sector. Moreover, weak agricultural growth in the second half of 2013, resulted in the
weakest growth rate in a decade. The shock to foreign aid in FY12/13 also required the government
to use some of its foreign exchange reserves to cushion the impact on growth.

Outlook for Foreign Financing
(In percent of GDP)

2012/13 2013/14 2014/15 2015/16
Grants 7.9 9.1 9.5 7.4
Project loans 7.7 2.4 2.1 3.6
Of which : sovereign bond 5.5
Total 15.6 11.5 11.6 11.0
Excluding sovereign bond 10.1 11.5 11.6 11.0
2. The outlook for foreign grants suggests a rebound from the trough of almost

8 percent in 2012/13 to 9% percent of GDP by 2014/15. Early indications by donors suggest that
grant and loan commitments over the medium term will remain at around 11 percent of GDP.

3. The authorities are aware of the need for private sector led capital investments and
have identified some projects that are likely to require public support, either directly, or in
the form of guarantees. Having prioritized the projects and identified those that require non-
concessional financing, the authorities are requesting an increase in their borrowing room in the
coming fiscal year.

I RECENT DEVELOPMENTS

A. Growth and Inflation

4. The Rwandan economic activity slowed down significantly in 2013. Real GDP grew by
4.6 percent amid poor performance in the agricultural sector as well as delays in the disbursement
of budget support and the resulting spillovers on the government’s investment program and the
services sector (Table 1, and Figures 1 and 2). The latter accounts for about half of GDP. The real
GDP series has recently been rebased to 2011, but the exercise had limited effect on the level of
GDP which rose by 1 percent relative to earlier estimates (Box 1).

4 INTERNATIONAL MONETARY FUND
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Box 1. The Effects of Rebasing Gross Domestic Product

The National Statistics Institute of Rwanda rebased national accounts figures from 2006 to
2011 base prices.! A number of improvements were made since the previous benchmark. These
included the introduction of the intermediate consumption matrix, estimates of informal cross-
border trade, the development of new estimates for the construction sector, estimates of crop
production from the new Seasonal Agricultural Survey, including season C for the first time, and
better estimates for the output of the livestock sector including increases in stocks (capital
formation).

The restatement of gross domestic product figures in 2011 prices displayed very slight
changes in the growth rates prior to 2010, Real Gross Domestic Product; Percentage growth
but slower growth rates subsequently The

slower growth rates were in part the result of

the lower agricultural sector growth rates in . 2006 base year
2011 base prices, as its share accounts for 6
around a third of the total output. In terms of 4 ==—2011 base year
the level of output, the revisions raised 2
nominal GDP by less than 1 percent, 0

. . . 2007 2008 2009 2010 2011 2012 2013
considerably less than in many other countries

(see REO May 2013).

The rebasing indicated that agricultural and industrial sectors’ contributions to output for
the period 2006 to 2012 were less than the 2006 price based GDP suggested. The share of
the agricultural sector has also trended lower overtime, while the industrial sector displayed a
slightly upward bias. As a share of total output, services accounted for an average of 46 percent in
terms of the 2011 prices between 2006 and 2012 relative to 45 percent in 2006 prices over the
same period. Trends in services were mainly driven by the value added in the wholesale and retail
trade; and real estate and business services sub-sectors.

! Quarterly GDP data based on the updated prices will be released in June 2014

5. Inflation declined along with the slowdown in economic growth. The year-on-year
headline inflation stood at 3.6 percent in 2013, as food, energy and import prices decelerated
(Figure 2). Inflation in March 2014 continued to decline to reach 3.4 percent, partly reflecting that
domestic demand was yet to recover, and inflationary pressures, both domestic and external,
remained subdued.

B. BOP Developments

6. The current account improved considerably in 2013 and together with the Eurobond
issuance helped to raise the import cover to above four months. The improvement in the
current account resulted from a combination of strong export growth, mainly in mining, and flat
imports (Table 2). A number of foreign companies have recently invested in the mining sector and
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contributed to the surge in mining exports. The flat imports reflected the adverse effects of delays in
government-financed projects (especially the Kigali Convention Center) and weaknesses in private
consumption due to the slowdown. The rebound in public sector external grants also helped to
strengthen the current account.

C. Fiscal Developments

7. The fiscal position switched to a surplus in the second half of 2013. This reflected lower
wages and capital spending, and sharply lower net lending. Despite the slowdown in the economy,
total revenues were close to the initial target due to the larger than expected disbursements for
Rwanda'’s role in peace-keeping operations (Table 3). Moreover, grants were above initial
expectations due to a sharp increase in Global Fund disbursements. Overall spending was lower
than expected on account of delays in recruitments and in the implementation of capital projects,
although capital spending has surged relative to current spending in recent years (Figure 4). In
particular, net lending was sharply curtailed because of a slower pace in building the convention
center.

D. Monetary Policy, the Exchange Rate, and the Financial Sector

8. The NBR has maintained its policy rate unchanged at 7.5 percent since June 2013. The
NBR noted that inflationary pressures remained subdued and explained its unchanged policy stance
as driven primarily by a need to avoid pressures on the foreign exchange market that could result
from too rapid an increase in credit to the private sector (Figure 5). While market rates, particularly
at the level of interbank and government treasuries have been declining, lending rate rigidities in a
context of declining inflation have contributed to an increase in real rates (Figure 6). Credit to the
private sector slowed to 10.8 percent in 2013, after expanding by 34 percent in 2012. Reserve
money was in line with the target. Reflecting its commitment to greater exchange rate flexibility, the
NBR allowed the currency to be driven primarily by market conditions (Table 4). The Rwandan Franc
depreciated by 6.1 percent last year, following a depreciation of 6 percent in 2012. Pressures in the
foreign exchange market have subsided, and the spread between the official and market rates is
now below 2 percent.

9. The financial sector performance reflected the economic slowdown. Non-performing
loans (NPLs) peaked in the third quarter of 2013, reflecting the difficulty of businesses, particularly in
the services sector, to service their loans given the slowdown in government implemented projects
(Table 5). Additionally, the robust increase in credit in the previous two years had resulted in an
easing of lending standards, which contributed to the increase in NPLs in some banks. Overall
returns on assets and equity also declined in 2013. While the increase in NPLs was one factor, banks
faced higher financing conditions due to the increase in Treasury bill rates in the first half of 2013.
Banks had to increase their deposit rates in response and have now locked in these high rates until
mid-2014. One bank had managerial problems that resulted in a need for recapitalization.
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E. Program Performance

10. Compliance with the end-December quantitative criteria and structural benchmarks
was satisfactory. Except for the ceiling on non-concessional borrowing, all QAC were met (MEFP
Table 1). Non-observance of the NCB ceiling came about when the authorities allowed Rwandair to
contract a new foreign aircraft lease ($18.2 million) in February 2014. All indicative targets were met
except for the domestic debt ceiling. The slight breach of the domestic debt ceiling was associated
with delays in disbursing of donor financing. To avoid the recurrence of the non-observance of the
NCB ceiling, staff urged the authorities to further strengthen communication of borrowing plans
between parastatals and the Ministry of Finance, and between the government and the IMF to
improve program design. The five structural benchmarks scheduled for the first review (issuing
treasury bills with maturities of six months and above, publishing money market rates, gathering
high frequency data, plan for strengthening monetary and exchange rate operations, and
publication of quarterly inflation report) were all met (MEFP Table 2).

POLICY DISCUSSIONS

A. Outlook

11. The outlook is generally positive, but there is concern regarding the pace of the pick-
up. The growth weakness in 2013 is expected to be temporary because agricultural growth is
expected to be stronger this year on account of a favorable first (season A) harvest and an assessed
increase in agricultural acreage of about 5 percent. In addition, the expected catch up in
implementation of government projects should help return economic activity to more normal levels.
Moreover, private sector credit has recovered quite strongly (13 percent year-on-year in March). The
authorities have recently developed a leading indicator of the economy based on various high
frequency indicators and, although the indicator has picked up in the first three months of 2014, the
magnitude of the turn-around is slow (Figure 3).! Staff projects growth this year to reach 6 percent.
Inflation remains subdued and is expected to be around the central bank’s target of 5 percent by
the end of the year.

12. Short-term growth risks are heavily weighted to the downside, while the medium-
term outlook is more positive. Short-term risks are concentrated on agricultural output
developments and a slower than expected implementation of government financed projects. Over
the medium term, rising private sector interest in investing in Rwanda, including in the areas of
horticulture and food exports, could support export diversification, generate foreign exchange, and
help relieve the balance of payments constraint. Moreover, the government is actively increasing
arable land suitable for food crops and increasing the supply of improved seeds and fertilizer to
support strong agricultural growth going forward. Moreover, as the new electricity projects and

' The leading indicator of real activity includes beer, electricity and cement consumption, real VAT receipts and
imports, and export volume of commodities.
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secondary roads come on stream, this will support the industrial sector. Under these conditions, the
medium term growth rate of 7.5 percent is achievable, but there are clear risks in terms of private
sector engagement, the speed of export diversification and faltering agricultural harvests.

B. Economic Policies

13. The discussions focused on policies to support near-term growth, while preventing
the buildup of imbalances, and strengthening resilience to shocks. In light of the slowdown in
economic growth, the authorities intend to speed up their investment program, while putting in
place a prudent fiscal plan through the end of the year. On monetary policy, the NBR agreed on the
need to maintain exchange rate flexibility and prevent a build-up of pressures in the foreign
exchange market.

C. Fiscal Policy

14. Following the supplementary budget for FY2013/14, the estimate of the budget deficit
for the whole fiscal year is lower by ¥z percent of GDP to 4.5 percent of GDP. The
supplementary budget provided a slight expenditure boost in recurrent spending which was more
than offset by delays in net lending. Following the weaker expenditure profile in the first half of the
fiscal year associated with implementation delays, the supplementary budget confirmed a strong
boost in the second half to maintain the budget close to the original plan. Relative to the PS,
current spending (excluding exceptional spending) is projected to increase by about 0.3 percent of
GDP (subscriptions to international organizations, financial support for 20 year commemoration of
the genocide, and hosting of AfDB meetings), while additional expenditure has been budgeted for
the deployment of the peace keeping operation in CAR and additional troops for South Sudan

(0.7 percent of GDP). These increases are covered by additional donor budget support and
reimbursements for peace keeping operations. Delays in net lending reflect the postponement in
expenditures on the convention center to the second half of 2014.

15. The authorities argued that, on balance, they saw merit in having a cautious budget
for FY2014/15. Against the backdrop of the slowdown in growth relative to initial projections, the
budget is based on available resources to prevent pressures in the market for foreign exchange
through the high import content of public spending, and to limit the crowding out of credit to the
private sector. Expenditures are kept at about 30 percent of GDP, notwithstanding an increase of
1 percent of GDP in net lending mainly to finance the completion of the Kigali Convention Center
and export promotion activities. Expenditures are contained partly through the reversal in peace
keeping operations (-0.6 percent of GDP) and transfers (-0.2 percent of GDP). With the surge in
revenues associated with policy changes (see par 16), the budget deficit is projected to fall to
slightly below 3 percent of GDP. The authorities reiterated that if growth failed to pick-up as
expected during the year, they would revisit the fiscal stance at the time of the supplementary
budget for 2014/15 early next year, and provide additional support to the economy, if necessary.

16. One of the main building blocks of the PSI arrangement is the authorities’ desire to
raise the tax revenue ratio in relation to GDP. Rwanda's tax ratio was 14.2 percent in 2012/13 and
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under the PSI, the government has put in place a number of tax policy measures to raise the ratio
over time. The authorities expect to reach the initial milestone of the PSI by the end of this fiscal
year (a ratio of 14.9 percent of GDP compared to a target of 15.1 percent). The level of revenues is
slightly lower on account of lower economic growth. Standard estimates indicate that the tax
revenue ratio falls by 0.15 percent of GDP for each 1 percent of growth below potential and this
effect essentially explains the shortfall in the tax ratio for 2013/14.

17. The authorities indicated that gradual improvements are being made in tax collection.
The authorities expect to raise the tax revenue ratio by 0.9 percent of GDP in 2014/15 with

0.2 percent of GDP coming from the imposition of excise taxes on mobile airtime and the
introduction of a royalty tax on mining. The net tax increase in the next fiscal year is also supported
by the start of VAT collection from electronic billing machines just rolled out The main component
of the increase (0.5 percent of GDP) is the introduction of local authority tax collection at the central
government level because of earlier difficulties in collection at the local level. However, this tax
collection has no net effect on the fiscal balance because the equivalent amount is returned to local
authorities in transfers.

18. The tax momentum is expected to be carried through 2015/16 with the expected
introduction of a tax on agriculture and better yields from the property tax currently in place.
The projected yield of these measures is about 0.4 percent of GDP and, together with improvements
in VAT collection and the expansion of electronic billing machines, the increase in net taxes could
reach up to 1 percent of GDP in 2015/16. Staff has requested that the authorities produce a report
on their own tax measures by end June 2014 based on the findings of a recent Fund TA mission

(see Box 2).

D. Investment Plans and Debt Sustainability

19. The authorities have identified several investment projects in support of the EDPRS 2
objectives. These are mainly in the energy, water, housing and transportation sectors. On energy,
many businesses have identified lack of reliable electricity as a serious constraint to doing business.
Electricity costs are also much higher in Rwanda than in neighboring countries and the authorities
are determined to lower these costs by switching from expensive fuel to hydro and geothermal
generation. Part of this plan will come to fruition this year with the development of the Nyaborongo
hydro plant, but the authorities also intend to develop solar and methane energy. Power purchase
agreements have already been signed with some companies. Another priority area for the
government is the provision of affordable housing and this plan is being initiated in Kigali before
spreading to the rest of the country. Plans for a new airport are still ongoing, and the authorities are
in negotiations with interested parties while the larger regional projects such as the regional oil
pipeline and railway are still in their infancy.
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Box 2. Fund Recommendations on Taxing the Agricultural and Mining Sectors and Property

Despite recent weakness in economic activity, it is important to maintain the momentum on tax
collection in the face of a possible decline in foreign aid over the medium term. The authorities have
highlighted three areas of tax collection as having the potential for significant yields over the
medium term. These include taxing the agricultural sector, amending the current royalty tax regime
in mining, and expanding the fixed asset tax to cover all property in urban districts.

The agricultural sector comprises about a third of output in Rwanda and is not taxed. A recent Fund
tax mission suggests that the authorities should develop and implement a presumptive tax on
turnover in line with the existing 3 percent turnover tax and simplified graduated fee regime for
micro enterprises. The turnover tax would apply to turnover estimates above Rwf 360,000
(comparable to current estimates for micro enterprises). Data verification of individual farmers’ sales
to respective agricultural producer cooperatives (more than 3,000) could facilitate this policy
measure. FAD staff estimated that applying a 3 percent turnover tax to total agricultural turnover for
farms with more than 2 hectares could yield over Rwf 7 billion (about 0.2 percent of GDP in
FY2015/16).

On mining, the current royalty tax is appropriate but a number of amendments could be made to
reduce the erosion of the corporate tax base. The tax discount for mining companies should be
eliminated and avenues for erosion of corporate taxes such as transfer pricing, generous thin
capitalization rules, and lack of ring fencing should also be reviewed. The monitoring and auditing
of transactions between miners and traders should also be strengthened because it is an area with
considerable undocumented activity and is resulting in a loss of revenue to the government.

Over the medium term, the area with the largest potential for collecting tax revenue with the least
amount of economic distortions is property or land taxation. The fixed asset tax (FAT) currently in
place includes land and buildings and is based on the self-declaration of value by owners. However,
it is only assessed on properties with full title ownership and applies to only 3 percent of all parcels
in the country. It should be a key objective to increase the number of properties assessed under the
FAT and Fund staff recommend that all property within urban districts, in particular Kigali, become
liable to the FAT. There is a lack of capacity at both district and sector levels to administer the FAT
and therefore the administration could be centralized within a small Central Valuation Department
inside the Lands and Mapping Department. In terms of yield, if the urban properties currently paying
the land lease fee pay the FAT, the number of residents paying the FAT would increase by

135 percent, and the number of corporations would rise by almost 300 percent. The estimated yield
from this change would be 0.2 percent of GDP in FY2015/16 with higher yields projected over the
medium term.

20. Staff acknowledged the large investment needs of the government, and, in line with
Rwanda’s low risk of debt distress, proposed a new cumulative non-concessional borrowing
ceiling of $250 million for FY 2014/15. This would cover projects identified in the areas of water
and electricity and transport, while preserving space assuming new additional projects would come
on stream. The limit would provide much needed flexibility to the authorities and help avoid
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recurring small misses of the NCB limit. Moreover, it would still keep Rwanda at low risk of debt
distress as shown in the updated DSA analysis (see table 7 and figure 8).” Staff also underscored the
need for careful investment prioritization to contain fiscal risks (see also Box 3) and to maintain
space for large projects down the road.

Box 3. Fiscal Risks in Rwanda

Fiscal risks refer to the possibility that fiscal outcomes differ from projections. Operational
application of the concept thus encompasses the coverage of institutions, the frequency of
reporting, the timeliness of annual accounts, the quality of external audit, fiscal forecasting and
budgeting, and fiscal risk disclosure. Staff is enhancing its work on the potential sources of such
risks in Rwanda, and further results are expected over the coming year.

Rwanda has a strong institutional set up for fiscal reporting and management. Rwanda'’s
institutional coverage is at the general government level, the frequency of in-year reporting is on a
quarterly basis, and the fiscal accounts are based on the GFSM 2001. On fiscal reporting, it uses
gross budgeting, there is a regulated budget calendar with time for scrutiny and a supplementary
budget is required before new spending is allowed. Rwanda also requires quarterly reports from
sub-national governments and the authorization from the Minister of Finance for any borrowing by
sub-national units.

The significant scaling up of investment, including through PPPs, as part of the EDPRS2 can
be a source of budget pressure. While PPPs can reduce the initial amount of government outlays
in a context of declining donor resources, they do not entirely eliminate fiscal risks, particularly as
regard pricing and the materialization of contingent liabilities. At the same time, Rwanda is also
considering investment projects, including at the regional level that may require government
support, in the form of direct transfers or guarantees.

Fiscal risks also emanate from state owned enterprises. The main reasons for government
transfers to state owned enterprises are their investment needs and high costs of doing business.

e EWSA provides electricity and water and because of high electricity generation costs (over
50 percent diesel), the company has been a source of fiscal pressure and risks for the budget.
Going forward, however, the government expects cheaper sources of electricity generation to
come on stream, reflecting the significant investment expansion into hydropower that is taking
place as well as prospective cheaper hydro electricity import purchases from Ethiopia.

* Rwandair, the national airline, is trying to position itself as a regional carrier. Because of its small
size and the high cost of fuel, Rwandair is also a source of fiscal pressures and risks since it relies
on fiscal transfers, including to carry its investment plans, development strategy, and cash flow.

% The debt sustainability scenario in table 4 and figure 7 assumes that the full $250 million in external borrowing is
used in FY2014/15. In addition the analysis also assumes a phased nonconcessional borrowing of $750 million spread
out equally over 2016-18. This is consistent with the scenario of a phased borrowing program presented in the
request for a new PSI (IMF Country Report No. 13/372, pages 80-82)
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E. Monetary and Exchange Rate Policy

21. The authorities and staff agreed on the need to maintain the current monetary stance.
The monetary program for 2014 targets reserve and broad money growth at about 14.5 percent by
year-end. Growth in credit to the private sector is projected to pick up from 13 percent at end-
March 2014 to 16 percent at end-year. The authorities reiterated their commitment to greater
exchange rate flexibility to preserve policy buffers.

22. Measures aimed at improving functioning of the monetary framework and enhancing
the transmission mechanism have progressed as planned. The NBR has started the issuance of
treasury bills with longer maturities to absorb the excess liquidity and a bond issuance calendar for
2014 has been put in place. Following the issuance of an over-subscribed 3-year bond in early 2014,
three more quarterly issuances, with respective maturities of 5-, 7-, and 10- years are planned for
2014. Following a prolonged period of inactivity, trade on the secondary market restarted following
the issuance of the bond. The NBR is currently working on putting in place the architecture to
facilitate interbank transactions and build capacity among the staff of commercial banks based on
MCM TA recommendations and consistent with the objectives of the PSL The NBR also published its
first quarterly inflation report in early-April. The report aims to improve the communication of the
central bank with market participants as regard the formulation of monetary policy.

F. Financial Sector

23. Financial sector indicators reflected the impact of economic slowdown. Rising non-
performing loans as well as the resulting increase in banks’ financing costs resulted in decreases in
both returns to assets and equity. While the NPL situation has stabilized of late, there are significant
differences across the portfolios of various banks. The NBR remains confident that the ongoing
implementation of the guidelines issued to tackle NPLs late last year will have a positive impact in
the sector.

24, The legal and supervisory frameworks are being bolstered. The revised central bank law
will be submitted to parliament in the near future. It extends the supervisory reach of the central
bank to pension funds and insurances. Corresponding changes are also being made to the banking
law and the underlying regulations. The NBR now participates in cross-border bank supervisions.
New laws in the pipeline relate to deposit insurance, insurance, and pensions.

25. Efforts to foster financial inclusion and development are ongoing through the
implementation of the financial sector development plan. The capital markets authority is also
working on attracting more investors in the sector, including from the region. Regarding the
informal sector, plans to consolidate the SACCOs in one cooperative in 2015 remain on track.

G. Program Issues

26. MEFP Table 1 contains new end-June QACs and indicative targets for the second
review and indicative targets for end-December under the PSI. These are consistent with the
macroeconomic framework described in the report and with understandings reached with Fund
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staff. There are two differences with respect to the first review. First, the domestic revenue target
now excludes revenues from peace keeping operations because the timing of these reimbursements
to the government is beyond the authorities’ control. Second, the adjuster for domestic debt on
unused proceeds from use of the Eurobond has been eliminated because these proceeds will be
used to finance imports and therefore have a minimal bearing on domestic debt. In terms of
structural benchmarks for the rest of the year, these have remained in place with the addition of a
proposed benchmark on publishing quarterly reports of budget execution against annual fiscal
objectives on MINECOFIN's website (MEFP Table 2).

B STAFF APPRAISAL

27. The authorities are to be commended for their satisfactory performance under the PSI
despite weak economic growth. Program performance remained strong in the face of delays in the
disbursement of aid and the postponement of government financed projects. All but one QACs were
met (the non-concessional borrowing target was missed because of a small aircraft lease) and
performance on structural reforms was strong.

28. Growth is expected to pick up in 2014, but risks remain on the downside. Given
reduced policy buffers, the authorities are appropriately cautious in limiting domestic financing and
maintaining interest rates unchanged. Greater exchange rate flexibility has helped preserve import
cover at over 4 months of imports.

29. The framework for the FY2014/15 budget is in line with PSI objectives. It maintains
expenditures broadly flat in relation to GDP and mobilizes additional domestic revenues to support
the objectives of the poverty reduction strategy (EDPRS2). The budget also supports efforts to
complete delayed infrastructure projects. If economic growth falters, the authorities should consider
how best to support the economy in the context of the supplementary budget for FY2014/15.

30. The authorities are to be applauded for maintaining the plans for enhanced domestic
revenue mobilization in the face of weaker economic growth. Moreover, since the slowdown is
projected to be temporary and the revenue ratio remains low in an EAC context, the authorities are
encouraged to broaden the tax base over the next two years by adopting tax measures on
agricultural and property taxation. Publication of the size and impact of tax expenditures would also
support the revenue effort going forward.

31. Staff considers the current stance of monetary policy as appropriate and efforts to
bolster the legal and supervisory framework for banking are on the right track. The current
policy stance is consistent with the foreign exchange constraint and prospects for strong private
sector credit growth. The revised central bank law and the new banking law expand the supervisory
reach of the central bank and efforts aimed at reducing non performing loans are proceeding as
planned.
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32. The current PSI supports the authorities’ plans for increased infrastructure
investments in the areas of energy, water, housing and transportation. The understanding
reached on the borrowing limit through the end of FY2014/15 takes account of the fact that Rwanda
is currently at low risk of debt distress. Given the significant investment needs and limited availability
of concessional financing, staff underscores the need to carefully select and prioritize investment
projects to maintain space for the larger regional investments coming on stream at a later date.

33. Staff recommends the completion of the first review under the PSI. Staff supports the
waiver for the non-observance of the continuous QAC on non-concessional borrowing due to its
small size and corrective action has been taken by the authorities in terms of coordinating
investment plans between government agencies.
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Figure 1. Economic Developments Across the EAC

Real GDP growth
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Figure 2. Recent Performance

Growth has been resilient,until recently...
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Interational reserves remain adequate...
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Figure 3. Selected High Frequency Indicators of Economic Activity

Growthis pulling up following the weakness in 2013, but cement production and imports are still flat.
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Electricity consumption and VAT receipts have picked up, ...
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... as have mining exports as a result of strong investment.
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Figure 4. Fiscal Developments

...reflecting low grants compensated by a moderate

The fiscal deficit widened in 2012/13, ... pickup in revenue.
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Figure 5. Inflation Developments

Core and headline inflation have remained
stable...

Year-on-Year Change in CPI

e Headline
e Core (excl. fresh products and energy)

Tr T T T A NNNNNOOOOOOS
LA 5L OB OAELOE Q25 OE QA
<3208 <32088<32088
Domestic pump prices have increased
recently, ...
Change in domestic pump
| price (LHS)
I | A4
Change in
international
spot price in
RF(LHS)
I Historical 7
average (RHS)
Difference in
price level
(RHS)
T T T - T T ¥ NN A No®
& 5 & 5 B3 & & 5 & 5 B 9 4
< 3208 & <3 20 8¢
Import prices are expected to moderate in
2014, ...
L Year-on-Year Change in CPI:
Local vs. Imported Goods
e | 0cal goods
Imported goods
e Projected imported goods and
services (GEE)
/V\ﬁ\J\Ar/N\
v\ /
—
- - T T NN NN OO OO S TS
b D 2 4 20 2 4 50 2 a8 20 2
O & 3 0 o 8 5 O O &8 3 O O & S5 O
L=>=<<ZuL=<C<Z2L=2<C<Z2uw =<2z

Sources: IMF staff and Rwandan authorities' estimates.

(Domestic price to international price)

(Percent)

(Percent)

(Percent)

...owing to the recent moderation in food
prices.

L Year-on-Year Change in CPI

L e Headline
Food and non-alcoholic beverages
e Transport

Feb-11
Apr-11
Jun-11
Aug-11
Oct-11
Dec-11
Feb-12
Apr-12
Jun-12
Aug-12
Oct-12
Dec-12
Feb-13
Apr-13
Jun-13
Aug-13
Oct-13
Dec-13
Feb-14

.. and inflationary pressures from other CPI
components remain subdued.

rChange in Headline CPI

Contribution to Year-on-Year

Others
-2 [ Transport
B Housing, water, electricity, gas, and other fuels
4 - Food and non-alcoholic beverages
e Headline
-6
- - - - = - &N &N N N N N O™
& 5 £ 5 B 9 & 5 £ O B § o
< 3 208 & <3 22048 ¢
...as global food prices remain stable.
85
Year-on-Year Change in
Imported Food prices
65
e Domestic: imported food
45 = |nternational: food and beverage
International: cereals
25
] \
\
a_os==4
- - '-
-15 - -
-35
TrEEECTCTAANNNNNOOOOOOSTT T
L ELOBOLELOB QLKL QLD O
P<3208P<32088<3208L<32084

INTERNATIONAL MONETARY FUND 19




RWANDA

Figure 6. Monetary Developments

..T-bill rates have declined, reflecting
reduced demand from government.
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Broad money growth is flat.
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Sources: IMF staff and Rwandan authorities' estimates.
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Figure 7. Medium-Term Outlook

GDP growth is projected to retumn ... with inflation expected to rise toward
gradually to the trend growth, ... the authorities' target.
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Table 1. Selected Economic and Financial Indicators, 2009-18

Country Country
Report Report
Est. 137372 Est. 13/372 Proj.
2009 2010 2011 2012 2013 2013 2014 2014 2015 2016 2017 2018
(Percent changes; unless otherwise indicated)
Output and prices
Real GDP growth 6.2 6.3 7.5 7.3 6.6 4.6 7.5 6.0 6.7 7.5 7.5 7.5
Real GDP (per capita) 4.1 3.1 5.4 4.2 4.4 1.7 5.3 3.2 3.8 4.8 4.8 4.8
GDP deflator 9.8 4.2 9.1 6.2 5.9 5.2 6.1 6.1 5.2 6.4 6.3 5.6
Consumer prices (period average) 10.3 2.3 5.7 6.3 5.2 4.2 6.3 41 5.0 5.0 5.0 5.0
Consumer prices (end of period) 5.7 0.2 8.3 3.9 6.5 3.6 6.0 5.0 5.0 5.0 5.0 5.0
External sector
Export of goods, f.0.b. (U.S. dollars) -12.2 372 440 273 38.9 19.0 13.1 6.5 8.0 18.2 9.1 9.0
Imports of goods, f.o.b (U.S. dollars) 135 85 445 256 11.8 -5.9 52 16.0 3.6 7.4 2.7 6.9
Export volume 200 116 185 211 22.7 9.6 7.7 7.4 57 124 6.1 6.6
Import volume 172 24 189 13.0 11.0 3.0 72 17.0 58 10.7 2.7 6.9
Terms of trade (deterioration = -) 13.3 161 0.0 -55 124 18.8 71 0.0 4.4 8.4 2.8 2.2
Money and credit" 2
Net domestic assets 369 13.7 105 211.7 244 149 480 934 139 204 225 194
Domestic claims 8.9 235 8.0 87.8 18.4 4.3 30.8 46.8 9.2 141 163 14.8
Of which: Private sector 49 111 275 3438 126 10.8 139 16.0 105 133 156 14.2
Broad money (M2) 131 169 26.7 14.0 139 155 151 143 147 149 153 13.6
Reserve money 03 125 234 17.2 129 126 141 143 147 149 153 13.6
Velocity (GDP/M2; end of period) 56 53 4.9 4.9 4.9 4.7 4.8 4.6 4.5 4.5 4.4 4.4
(Percent of GDP)
National income accounts
National savings 59 57 4.0 5.4 4.8 8.2 7.5 84 102 115 125 139
Gross investment 232 227 229 244 236 244 249 272 273 267 264 26.8
Of which: private (including public enterprises) 13.3 11.8 10.7 124 10.5 11.0 10.8 13.3 136 139 142 144
Government finance®
Total revenue and grants 243 257 237 255 23.7 239 252 257 26.6 259 244 246
Revenue 16.0 125 13.2 144 159 16.0 164 166 17.2 185 188 19.2
Grants 9.3 131 105 111 7.9 7.9 8.8 9.1 9.5 7.4 5.6 5.4
Total expenditure and net lending 265 258 269 26.7 28.8 29.0 30.0 30.1 295 284 266 26.7
Capital expenditure 1.1 102 127 117 122 123 13.7 142 136 136 120 14.0
Current expenditure 146 147 13.6 149 13.6 13.8 141 152 142 139 136 153
Primary fiscal balance* 0.8 04 -28 0.7 44 44 42 37 22 -18 -15 -16
Overall fiscal balance (payment order)
After grants 22 -01 32 1.2 5.0 -51 49 44 29 25 22 24
Before grants -11.5 -13.2 -13.7 -12.3 -12.9 -13.0 -13.7 -135 -124 99 -78 -85
Public debt 26.2 275 333 254 28.7 29.7 277 291 283 284 282 289
External sector
External current account balance
Including official transfers 73 54 72 -114 -10.3  -7.2 -109 -121 -124 -100 -93 -8.6
Excluding official transfers -17.3 171 -18.8 -19.0 -18.8 -16.2 -17.4 -188 -17.1 -152 -13.9 -12.9
External debt (end of period) 145 145 178 17.0 20.8 215 214 227 243 248 239 230
Net present value of external debt
(Percent of exports of goods and senices) 86.9 774 91.5 934 90.0 90.9 100.1 100.7 956 88.9
Scheduled debt senvice ratio
(Percent of exports of goods and senices) 3.3 41 3.6 4.1 15.7 16.2 5.4 5.8 6.1 5.7 5.6 5.1
Gross reserves (months of imports of goods and senices)® 5.4 4.5 5.1 4.1 3.8 4.8 3.7 3.7 4.0 4.1 4.2 4.2
(Millions of U.S. dollars)
Gross reserves 742.2 813.3 1050.0 843.5 935511355 8955 895.5 1020.6 1126.1 1224.6 1318.3
Memorandum item:
Nominal GDP (billions of Rwanda francs) 2,960 3,280 3,846 4,382 4,926 4,819 5,618 5,401 6,086 6,929 7,918 8,912

Sources: Rw andan authorities and IMF staff estimates and projections.

' Projections are based on the program exchange rate of RWF 670.1 per U.S. dollar.
2 Figures for net domestic assets, domestic claims, domestic credit and private sector in Country Report 13/77 w ere in percent of broad money.

3 On afiscal-year basis (July—June). For example, the column ending in 2011 refers to FY2010/11.

4 Revenue excluding grants minus current expenditure except interest due and exceptional expenditure (AU peacekeeping expenditure and spending on demobilizing
and integrating militia groups) minus domestically financed capital expenditure.

5 Data from 2009 onw ard includes SDR allocation.

22 INTERNATIONAL MONETARY FUND




RWANDA

Table 2. Balance of Payments, 2009-18

(Millions of U.S. dollars, unless otherwise indicated)

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Est. Est. Est. Est. Proj. Proj. Proj. Proj. Proj. Proj.
Exports (f.0.b.), 235.0 3224 4642 590.8 703.0 748.7 808.9 955.8 1,042.7 1,136.4
Of which: coffee and tea 856 111.8 1385 126.6 110.4 113.3 1348 1341 1442 1541
Minerals 554 679 1514 136.1 225.7 2351 246.2 3054 329.8 360.2
Imports (f.0.b.) 999.2 1,084.0 1,565.8 1,967.0 1,851.5 2,147.4 2,225.0 2,389.1 2,454.0 2,624.3
Of which: capital goods 256.3 268.2 349.1 4714 476.9 5339 5719 7085 676.7 744.6
Energy goods 1225 158.2 259.2  289.1 307.6 3251 3289 3345 3464 3635
Trade balance -764.2 -761.5 -1,101.6 -1,376.2 -1,148.4 -1,398.7 -1,416.1 -1,433.3 -1,411.2 -1,487.9
Senvices (net) -181.6 -246.2 -187.0 -85.2 -1224 -1452 -116.4 -734 -141.3 -106.3
Of which: tourism receipts 1745 201.6 251.8 281.8 293.6 333.8 367.2 4395 5274 6223
Income -36.9 425 -51.8 -73.8 -1144  -139.3 -154.2 -148.7 -132.1 -134.0
Of which: interest on public debt? -7.3 -7.8 -8.1 9.2 -32.3 -38.7 412 483 -56.6 -66.7
Current transfers (net)® 600.0 7453 880.5 7225 847.8 7185 607.2 6985 697.8 7223
Private 79.7 90.7 1333 183.0 181.4 187.0 200.7 195.3 206.6 2289
Of which: remittance inflows 88.1 98.2 166.2 1753 161.8 167.8 1821 1987 209.4  230.3
Public 520.3 654.6 7472 5395 666.4 531.5 406.5 503.2 4912 4934
Of which: HIPC grants 5.2 4.5 45 4.8 5.2 5.4 5.4 5.4 5.4 5.3
Current account balance (incl. official transfers) -382.7 -305.0 -459.8 -812.8 -537.5 -964.7 -1,079.5 -956.9 -986.9 -1,006.0
Current account balance (excl. official transfers) -903.0 -959.6 -1,207.0 -1,352.3 -1,203.9 -1,496.2 -1,486.0 -1,460.2 -1,478.1 -1,499.4
Capital account 200.0 197.6 196.7 171.2 234.5 306.9 2369 266.7 233.1 2556
Project grants 200.0 197.6 196.7 171.2 234.5 306.9 2369 266.7 233.1 255.6
Financial account 327.5 2137 4858 411.2 538.7 420.2 970.5 7982 8542 8454
Direct investment 118.7 423 106.2 159.8 150.0 200.0 313.4 420.8 504.2 584.1
Public sector capital 182.1 621  311.8 110.4 420.6 177.6 4104 2353 1412 1335
Long-term borrowing* 88.8 732 3414 199.8 599.2 204.8 473.8 297.3 2049 1744
Scheduled amortization® 75 111 -29.6  -89.4  -178.7 -27.2 634 620 -636 -40.9
SDR allocation 100.7
Other capital® 26.8 109.3 67.9 141.0 -31.9 426 2467 1421 208.7 127.8
Capital and financial account balance 527.5 4114 6825 5825 773.2 7271 1,207.4 1,064.9 1,087.3 1,101.0
Errors and omissions 0.0 -352 14.7 24.8 58.1 0.0 0.0 0.0 0.0 0.0
Overall balance 1448 712 237.4 -205.5 293.8 -237.5 128.0 108.0 100.4 95.0
Financing -1448 -71.2 -237.4 2055 -293.8 237.5 -128.0 -108.0 -100.4  -95.0
Change in net foreign assets of NBR (increase -) -144.8 -71.2 -237.4 2055 -293.8 237.5 -128.0 -108.0 -100.4 -95.0
Net credit from the IMF 3.6 -0.1 -0.6 -1.0 -1.7 2.5 -2.9 2.4 -2.0 -1.3
Disbursements/purchases 3.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Repayments/repurchases 0.0 -0.1 -0.6 -1.0 -1.7 2.5 -2.9 2.4 -2.0 -1.3
Change in other gross official reserves (increase -) -145.8 -71.0 -236.7 206.6 -292.1 240.0 -125.1 -105.5 -98.4 -93.7
Change in other foreign liabilities (increase +) -2.6 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Change in arrears (decrease -) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Exceptional financing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Financing need 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Identified financing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Financing gap 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Memorandum items:
Current account deficit (percent of GDP)
Excluding official transfers 173 1741 -18.8  -19.0 -16.2 -18.8  -17.1 -15.2 139  -129
Including official transfers -7.3 -5.4 -7.2 -11.4 -7.2 -12.1 -12.4 -10.0 -9.3 -8.6
Gross official reserves (including SDR allocation) 742.2 813.3 1,050.0 843.5 1,135.5 895.5 1,020.6 1,126.1 1,224.6 1,318.3
Gross official reserves (months of prospective imports of G&S) 5.4 4.5 5.1 4.1 4.8 3.7 4.0 4.1 4.2 4.2
Gross official reserves (excluding unspent Eurobond receipts) 5.4 4.5 5.1 4.1 4.0 3.7 4.0 3.9 4.0 4.2
Using imports of goods c.i.f. less adjustments (authorities' definition)” 6.4 5.2 5.7 4.5 5.3 4.0 4.4 4.7 4.8 4.8
Ovwerall balance (percent of GDP) 2.8 1.3 3.7 2.9 3.9 -3.0 1.5 1.1 0.9 0.8
Grants (US$ million)® 511.8 611.3 691.2 669.3 640.2 740.1 7318 620.8 583.3 616.3
Of which: budgetary grants 339.7 4111 3950 370.9 302.5 337.2 368.7 3541 350.2 360.7

Sources: Rwandan authorities and IMF staff estimates and projections.

" From 2010 onward includes the results of the informal cross-border trade survey.

2 Including interest due to the IMF.

3 Current transfers include disbursed budgetary and HIPC grants and humanitarian and technical assistance.

“4Includes project and budgetary loans.
5 Excluding payments to the IMF.

5 Other capital includes long-term private capital, commercial credit, change in the net foreign assets of commercial banks, and unrecorded imports.
7 The BNR measures reserve adequacy using imports of goods c.i.f. excluding imports incurred from informal cross-border trade and other items not captured in custon
8 Government official transfers comprises budgetary grants and capital grants. Official transfers in the BOP includes grants and non-grant elements (e.g., transfers to tt

sector and humanitarian assistance).
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Table 3. Operations of the Central Government, Fiscal-Year Basis,' 2009/10-2017/18

2009/10  2010/11 201112 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18
Country
Report
13/141 Proj. Proj. Proj. Proj. Proj.
(Billions of Rwanda francs)
Revenue and grants 800.7 844.2 1,049.1 1,101.3 1,326.1 1,312.1 1,629.7 1,686.3 1,811.5 2,070.4
Total revenue 3914 471.7 591.7 736.4 863.2 849.0 986.0 1,204.7 1,397.3 1,617.6
Tax revenue 376.4 449.1 557.0 651.9 795.7 762.1 906.8 1,111.2 1,291.1 1,497.3
Direct taxes 148.8 175.8 2285 282.0 339.4 311.8 379.2 475.7 560.6 643.9
Of which: local government taxes 13.3 0.0 28.7 55.5 63.5 88.8
Taxes on goods and services 195.0 234.3 282.6 315.1 397.7 390.2 461.5 558.4 643.0 754.2
Taxes on international trade 326 39.0 459 54.8 58.7 60.1 66.1 77.2 875 99.2
Non-tax revenue 15.0 226 34.7 845 67.5 87.0 79.3 93.4 106.2 120.4
Of which : payments for peacekeeping operations 61.9 44.4 63.9 53.4 63.9 731 82.9
Grants 409.3 372.5 457.4 364.9 462.9 463.0 543.7 481.6 414.2 452.8
Budgetary grants 283.0 208.5 265.7 190.0 201.1 201.2 257.5 259.1 251.8 268.7
Capital grants 126.3 164.0 191.7 174.9 261.8 261.8 286.1 2225 162.4 184.1
Of which: Global Fund 78.0 64.3 49.7 49.7 81.6 95.8 87.7 99.4
Total expenditure and net lending 804.2 958.5 1,098.1 1,335.6 1,584.0 1,539.1 1,696.9 1,847.5 1,972.9 2,246.7
Current expenditure 459.2 485.3 614.1 633.9 7426 775.2 814.0 905.0 1,013.1 1,133.4
Wages and salaries 106.9 90.9 144.8 168.9 211.0 211.0 227.4 253.6 285.8 309.0
Purchases of goods and services 106.3 119.2 149.5 1231 133.3 133.3 144.3 160.9 181.4 205.6
Interest payments 14.7 15.2 18.4 30.7 36.8 36.8 41.4 46.6 52.6 59.6
Domestic debt 10.1 10.6 13.2 15.7 10.5 10.5 14.1 16.0 18.2 20.6
External debt 46 4.6 52 15.0 26.3 26.3 27.3 30.6 344 39.0
Of which : sovereign bond . 5.0 18.7 18.7 18.3 18.8 19.4 22.0
Transfers 179.6 193.2 225.6 230.8 289.2 289.2 3175 351.9 388.6 440.5
Exceptional expenditure 51.6 66.9 75.8 80.4 104.9 83.4 91.9 104.8 118.8
Capital expenditure 316.7 452.9 482.9 564.5 7237 723.7 782.2 884.6 891.3 1,035.6
Domestic 159.3 219.4 231.6 239.4 305.3 305.3 373.3 426.7 486.4 576.7
Foreign 167.4 2335 2513 325.1 418.4 418.4 408.9 457.9 404.9 459.0
Of which: Global Fund . 0.0 82.6 49.7 49.7 81.6 95.8 87.7 99.4
Net lending and privatization receipts 28.2 20.3 1.1 137.2 177 40.2 100.7 57.9 68.5 7.7
Priority spending 29 3.6 0.0
Of which : Kigali Convention Center 18.2 9.2 . 63.1 96.3 422 - - - -
Of which : RwandAir 45 25.0 345 27.0 -2.6 - - - -
Of which : Privatization receipts -21.8 -28.0 -5.1 - - - - -
Primary balance? 1.3 -99.1 -30.6 -203.6 -147.8 -190.2 -125.8 -114.6 -108.8 -116.7
Domestic fiscal balance® -250.7  -249.9 -249.9 -259.1 -254.1 -245.4 -274.6 -154.3 -136.3 -131.2
Overall deficit (payment order)
After grants -3.5 -114.3 -49.0 -234.3 -257.8 -227.0 -167.2 -161.2 -161.4 -176.3
Before grants -412.8 -486.8 -506.4 -599.2 -729.9 -690.1 -710.9 -642.8 -575.6 -629.1
Change in arrears® -11.2 -11.2 -13.7 -9.1 9.2 -9.2 -10.0 -11.4 -13.0 -14.7
Overall deficit (incl. grants, cash basis) -14.7 -125.5 -62.7 -243.4 -267.0 -236.2 -177.2 -172.6 -174.3 -191.0
Financing 16.3 125.5 56.8 218.6 267.0 236.2 177.2 172.6 174.3 191.0
Foreign financing (net) 26.1 81.8 95.0 338.6 109.5 109.5 107.6 216.5 2215 191.0
Drawings 31.1 89.9 104.7 354.1 1231 1231 122.8 235.4 2425 214.8
Project loans 311 69.5 51.3 337.9 1231 123.1 122.8 2354 2425 2148
Of which : sovereign bond 255.6 - - - - -
Amortization -5.0 -8.1 9.7 -15.5 -13.7 -13.7 -15.2 -18.9 -21.0 -23.8
Net domestic financing -9.8 43.6 -38.2 -120.0 157.6 126.8 69.6 -43.9 -47.1 0.0
Net credit from banking system 8.4 59.3 -15.4 -144.3 169.6 126.8 69.6 -43.9 -47.1 -53.4
Of which : sovereign bond -141.3 129.7 75.6 - - - -
Of which : Rwandair loan -32.5 -32.5 - - - -
Nonbank sector -18.2 56 -22.8 243 -12.0 - - - - -
Errors and omissions® 0.0 0.0 -5.9 -24.8 0.0 0.0 0.0 0.0 0.0 0.0
Memorandum items:
Priority spending 412.5 460.1 526.5 550.7 626.5

Sources: Rwandan authorities and IMF staff estimates and projections.
' Fiscal year runs from July to June.
2 Total revenue minus noninterest expenditure.

3 Total revenue minus current expenditure (excluding interest on external debt), domestically financed capital expenditure, and net lending.

* A negative sign indicates a reduction.
® A negative number implies an underestimate of financing.
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Table 3. Operations of the Central Government, Fiscal-Year Basis,' 2009/10-2017/18

(Concluded)
2009/10  2010/11 2011/12 201213 2013/14 2014/15 2015/16 2016/17 2017/18
Country
Report
Prel. 13/141 Proj. Proj. Proj. Proj. Proj.
(Percent of fiscal year GDP)
Revenue and grants 257 237 255 239 252 257 26.6 259 244 246
Total revenue 125 13.2 14.4 16.0 16.4 16.6 17.2 18.5 18.8 19.2
Tax revenue 121 12.6 13.5 14.2 15.1 14.9 15.8 171 17.4 17.8
Direct taxes 4.8 4.9 5.6 6.1 6.4 6.1 6.6 73 76 77
Of which: local government taxes 0.3 0.0 0.5 0.9 0.9 1.1
Taxes on goods and services 6.3 6.6 6.9 6.8 75 76 8.0 8.6 8.7 9.0
Taxes on international trade 1.0 1.1 1.1 1.2 1.1 1.2 1.2 12 12 1.2
Nontax revenue 0.5 0.6 0.8 1.8 1.3 17 14 14 1.4 14
Of which : payments for peacekeeping operations 1.3 0.8 1.2 0.9 1.0 1.0 1.0
Grants 13.1 10.5 111 7.9 8.8 9.1 9.5 74 5.6 54
Budgetary grants 9.1 5.9 6.5 4.1 3.8 3.9 4.5 4.0 3.4 3.2
Capital grants 4.0 4.6 4.7 3.8 5.0 5.1 5.0 34 22 22
Of which: Global Fund 1.9 1.4 0.9 1.0 1.4 1.5 1.2 1.2
Total expenditure and net lending 25.8 26.9 26.7 29.0 30.0 30.1 295 284 26.6 26.7
Current expenditure 14.7 13.6 14.9 13.8 14.1 15.2 14.2 13.9 13.6 13.5
Wages and salaries 34 2.6 35 37 4.0 4.1 4.0 3.9 3.8 3.7
Purchases of goods and services 3.4 3.3 3.6 27 25 26 25 25 24 24
Interest payments 0.5 0.4 04 0.7 0.7 0.7 0.7 0.7 0.7 0.7
Domestic debt 0.3 0.3 03 0.3 0.2 0.2 0.2 0.2 0.2 0.2
External debt 0.1 0.1 0.1 0.3 0.5 05 0.5 0.5 0.5 0.5
Of which: sovereign bond 0.1 0.4 0.4 0.3 0.3 0.3 0.3
Transfers 5.8 5.4 55 5.0 5.5 5.7 5.5 54 5.2 5.2
Exceptional expenditure 17 1.9 1.8 1.7 21 1.5 1.4 1.4 1.4
Capital expenditure 10.2 12.7 11.7 12.3 13.7 14.2 13.6 13.6 12.0 12.3
Domestic 5.1 6.2 5.6 5.2 5.8 6.0 6.5 6.6 6.6 6.9
Foreign 5.0 6.6 6.1 7.1 7.9 8.2 71 7.0 5.5 55
Of which: Global Fund 0.0 1.8 0.9 1.0 1.4 15 12 1.2
Net lending and privatization receipts 0.9 0.6 0.0 3.0 22 0.8 1.8 - 0.9 0.9
Of which : Kigali Convention Center 0.6 . 1.4 1.8 0.8 - - - -
Of which : RwandAir 0.1 0.7 0.8 0.6 -0.1 - - - -
Of which : Privatization receipts -0.6 -0.7 -0.1 - - - - -
Primary balance? 0.4 -2.8 -0.7 -4.4 -2.8 -3.7 -2.2 -1.8 -15 -14
Domestic fiscal balance® -8.0 -7.0 -6.1 -5.6 -4.8 -4.8 -4.8 -24 -1.8 -1.6
Overall deficit (payment order)
After grants -0.1 -3.2 -1.2 -5.1 -4.9 -4.4 -2.9 -2.5 -2.2 -2.1
Before grants -13.2 -13.7 -12.3 -13.0 -13.8 -13.5 -12.4 -9.9 -7.8 -7.5
Overall deficit (incl. grants, cash basis) -0.5 -3.5 -1.5 -5.3 -5.1 -4.6 -3.1 -2.7 -2.3 -2.3
Financing 0.5 3.5 14 4.7 5.1 4.6 3.1 27 23 23
Foreign financing (net) 0.8 23 23 7.4 21 21 1.9 3.3 3.0 23
Drawings 1.0 25 25 7.7 2.3 24 2.1 3.6 3.3 2.6
Project loans 1.0 2.0 1.2 7.3 24 21 3.6 3.3 2.6
Of which : sovereign bond 55 - - - - -
Amortization -0.2 -0.2 -0.2 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3
Net domestic financing -0.3 1.2 -0.9 -2.6 3.0 25 1.2 -0.7 - -
Nonbank sector -0.6 0.2 -0.6 - -0.2 0.0 - - - -
Errors and omissions® 0.0 0.0 -0.1 -0.5 0.0 0.0 - - - -
Memorandum items:
Priority spending 13.2 12.9 12.8 12.0 12.3
GDP (Billions of RwF ), FY basis 3,120 3,563 4,114 4,606 5,272 5,110 5,743 6,507 7,423 8,415

Sources: Rwandan authorities and IMF staff estimates and projections.
" Fiscal year runs from July to June.
2 Total revenue minus noninterest expenditure.

3 Total revenue minus current expenditure (excluding interest on external debt) , domestically financed capital expenditure, and net lending.

‘A negative sign indicates a reduction.

°A negative number implies an underestimate of financing.
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Table 4. Monetary Survey, 2010-14

2010 2011 2012 2013 2014
Dec Dec Dec Dec June Dec
Revised
Est Est Est Proj Proj Proj
Monetary authorities
Net Foreign Assets’ 414.8 563.8 457.1 634.4 519.7 516.3
Foreign assets 483.5 634.4 535.5 717.0 603.4 600.1
Of which: encumbered assets 24.2 44.2 - -
Foreign liabilities 68.6 70.5 78.4 82.6 83.8 83.8
Net domestic assets -283.9 4023 -267.8 -421.1 -289.2 -272.6
Domestic credit -231.2  -350.2 -218.7 -339.3  -207.4 -190.8
Government (net) -176.3  -261.6  -165.4 -303.7  -166.1 -166.8
Claims 57.9 38.7 38.6 38.6 38.6 38.6
Deposits (excluding autonomous bodies)2 234.2 300.4 204.0 342.2 204.7 205.4
Public nongovernment deposits (-) -0.8 -1.0 2.3 -4.7 -1.0 -1.0
Nongovernment credit -54.1 -87.5 -51.0 -30.9 -40.3 -23.0
Private sector 4.8 5.6 5.9 9.4 11.0 12.0
Public enterprises - - - - - -
Commercial banks -60.6 -94.9 -568.5 -40.3 -51.3 -35.0
Other items (net; asset +) -52.7 -52.3 -49.1 -81.8 -81.8 -81.8
Reserve money? 131.0 161.6 189.3 213.2 230.4 243.7
Currency in circulation 104.1 117.9 129.3 140.9 151.7 162.4
Commercial bank reserves 24.7 41.9 58.2 71.3 771 80.8
Nonbank deposits 2.2 1.7 1.8 1.0 1.7 0.4
Commercial banks 243.7
Net foreign assets 104.0 109.2 98.8 109.6 82.6 109.0
Foreign assets 146.8 157.3 149.9 206.1 177.6 204.0
Foreign liabilities 42.7 48.2 51.2 96.5 95.0 95.0
Reserves 38.3 57.1 80.5 95.6 103.8 110.0
NBR deposits 24.7 41.9 58.2 71.3 771 80.8
Required reserves 26.7 34.7 43.4 52.3 54.9 58.8
Excess reserves -2.0 7.2 14.8 19.0 22.2 221
Cash in vault 13.7 15.2 223 24.3 26.7 29.2
Net credit from NBR (rediscount; liability -) 60.6 94.9 58.5 40.3 51.3 35.0
Domestic credit 438.8 545.0 704.3 866.3 927.2 988.7
Government (net) 45.0 43.4 28.2 116.3 128.4 119.3
Credit 86.1 80.1 67.9 155.2 167.3 158.2
Deposits 41.0 36.7 39.7 38.9 38.9 38.9
Public enterprises 3.2 2.8 1.0 1.3 0.8 0.8
Private sector 390.6 498.8 675.1 748.8 797.9 868.5
Other items (net; asset +) -118.5 -130.3 -161.0 -201.4  -201.4 -201.4
Deposits 523.3 675.9 781.1 910.5 963.4  1,041.3
Private 453.9 576.1 670.8 751.0 830.4 908.3
Public (nongovernment) 69.4 99.8 110.3 159.5 133.0 133.0

Sources: National Bank of Rwanda (NBR) and IMF staff estimates and projections.

" For program purposes NFA from December 2011 onward are at program exchange rates.

2 Reserve money as an assessment criteria is measured as the average of the months in the quarter. The actual reserve

money is measured as the daily average of the three months in the quarter.
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Table 4. Monetary Survey, 2010-14
(Concluded)

2010 2011 2012 2013 2014
Dec Dec Dec Dec Jun Dec
Est Est Est Proj Proj Proj
Monetary survey
Net foreign assets’ 518.9 673.0 555.8 744.0 602.3 625.4
Net domestic assets 97.0 107.2 333.8 284.2 487.8 549.6
Domestic credit 268.2 289.8 543.8 567.3 771.0 832.8
Government (net) -131.3 -2183 -137.2 -187.4 -37.7 -47.5
Public nongovernment deposits (-) -0.8 -1.0 2.3 -4.7 -1.0 -1.0
Public enterprises 3.2 2.8 1.0 1.3 0.8 0.8
Private sector 397.1 506.3 681.0 758.2 808.9 880.5
Other items (net; asset +) -171.2  -182.6 -210.1 -283.2  -283.2 -283.2
Broad money 615.9 780.4 889.9 1,028.1 1,090.1 1,175.0
Currency in circulation 90.5 102.8 107.0 116.6 124.9 133.3
Deposits 525.5 677.6 782.9 911.5 965.1 1,041.7
Of which: foreign currency deposits 99.2 135.6 164.6 194.2 184.7 199.0
Contribution to broad money growth
Net foreign assets 14.6 25.0 -15.0 211 -4.2 -11.5
Net domestic assets 2.2 1.7 291 -5.6 17.4 25.8
Domestic credit 9.7 3.5 32.6 2.6 22.7 25.8
Gowvernment (net) 2.4 -14.1 10.4 -5.6 12.8 13.6
Economy 7.8 17.6 222 8.4 9.6 12.2
Other items (net; asset +) -7.4 -1.8 -3.5 -8.2 -5.3 -
Broad money 16.9 26.7 14.0 15.5 13.4 14.3
Annual growth
Net foreign assets 17.4 29.7 -17.4 33.9 -6.3 -15.9
Net domestic assets 13.7 10.5 211.7 -14.9 52.3 93.4
Domestic credit 23.5 8.0 87.8 4.3 39.5 46.8
Government (net) -8.7 66.2 -37.1 36.6 -76.6 -714.7
Economy 11.5 27.2 34.1 10.8 13.3 16.6
Credit to the private sector 11.1 27.5 34.8 11.3 13.0 16.1
Other items (net; asset +) 29.5 6.7 15.0 34.8 21.8 -
Memorandum items:
Currency/broad money ratio 14.7 13.2 12.0 11.3 11.5 11.3
Reserve money annual growth 12.5 23.4 17.2 12.6 13.8 14.3
Broad money annual growth 16.9 26.7 14.0 15.5 13.4 14.3
Reserves/deposits 25.0 23.9 24.2 23.4 23.9 23.4
Money multiplier 4.7 4.8 4.7 4.8 4.7 4.8
Velocity of broad money (end of period) 5.3 4.9 4.9 4.7 5.0 4.6
Velocity of broad money (average of period) 6.2 5.5 5.2 5.0 5.3 5.0
Net open position of the NBR (RWF billions) 414.8 563.8 457.1 625.8 512.4 516.3
Net open position of commercial banks (RWF billions) 5.6 -18.0 -48.2 -53.1 -54.8 109.0
Nominal GDP (RWF billions) 3,280 3,846 4,382 4,819 5,401 5,401

Sources: National Bank of Rwanda (NBR) and IMF staff estimates and projections.

" For program purposes NFA from December 2011 onward are at program exchange rates.

2 Reserve money as an assessment criteria is measured as the average of the months in the quarter. The actual reserve
money is measured as the daily average of the three months in the quarter.
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Table 5. Financial Soundness Indicators for Banking Sector, 2009-13

2009 2010 2011 2012 2013
Dec Dec Dec Dec Mar Jun Sep Dec
(Percent)
Capital adequacy
Regulatory capital to risk-weighted assets 244 24.7 25.0 23.9 24.6 23.2 23.0 23.1
Capital to assets 174 15.0 17.0 17.2 17.6 164 15.8 15.1
Off balance sheet items/total qualifying capital 1489 185.2 206.8 2333 244.5 309.0 296.6 404.9
Insider loans/core capital 152 6.7 5.7 3.6 6.8 4.1 42 42
Large exposure/core capital 50.4 54.7 36.6 41.9 37.5 40.2 459 56.3
Asset quality
NPLs/gross Loans 11.9 10.7 8.0 6.0 6.7 6.9 7.2 6.9
NPLs net/gross loans 10.0 9.2 6.2 54 5.9 32 6.5 6.0
Provisions/NPLs 58.7 50.7 50.8 53.6 49.0 54.8 50.3 53.0
Eaming assets/total asset 76.3 79.5 772 79.9 80.6 80.6 81.0 78.6
Large exposures/gross loans 12.0 12.9 9.8 9.3 8.4 9.1 9.9 11.6
Profitability and earnings
Return on average assets 1.0 1.9 22 22 2.5 2.1 1.7 1.5
Return on average equity 5.5 10.4 10.6 10.4 11.9 9.9 83 74
Net interest margin 9.5 9.4 9.7 9.6 10.0 10.0 9.5 9.4
Cost of deposits 2.3 2.6 2.3 29 35 35 3.8 3.8
Cost to income 89.3 83.8 80.8 81.0 783 81.7 84.0 852
Overhead to income 539 54.5 525 54.7 51.2 51.8 51.2 525
Liquidity
Short term gap 182 16.0 19.6 12.1 113 133 159 14.8
Liquid assets/total deposits 66.1 56.9 443 412 40.5 46.2 49.4 49.6
Interbank borrowings/total deposits 12.3 11.0 8.4 9.2 9.9 10.1 11.8 113
BNR borrowings/total deposits 0.8 - 0.1 0.1 0.1 0.1 - -
Gross loans/total deposits 82.1 78.0 79.5 91.9 92.5 87.4 88.3 86.4
Market sensitivity
Forex exposure/core capital 0.9 49 6.6 -0.3 -1.1 -9.9 -3.0 2.2
Forex loans/Forex deposits 2.8 0.4 53 44 5.1 6.9 8.0 8.3
Forexassets/Forex liabilities 99.0 103.4 111.0 78.7 93.2 79.0 88.9 87.3

Source: National Bank of Rwanda.
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Table 6. Millennium Development Goals

1990 1995 2000 2005 2010

Goal 1: Eradicate extreme poverty and hunger

Employment to population ratio, 15+, total (%) 88 87 85 84 85
Employment to population ratio, ages 15-24, total (%) 80 79 75 73 73
Income share held by lowest 20% - - 5 - -
Malnutrition prevalence, weight for age (% of children under 5) - 24 20 18 12
Poverty gap at $1.25 a day (PPP) (%) - - 37 - -
Poverty headcount ratio at $1.25 a day (PPP) (% of population) - - 75 - -
Goal 2: Achieve universal primary education
Literacy rate, youth female (% of females ages 15-24) - - 77 - 78
Literacy rate, youth male (% of males ages 15-24) - - 79 - 77
Primary completion rate, total (% of relevant age group) 45 - 23 40 70
Total enrollment, primary (% net) - - 78 80 99
Goal 3: Promote gender equality and empower women
Proportion of seats held by women in national parliaments (%) 17 - 26 49 56
Ratio of female to male primary enrollment (%) 98 - 97 103 102
Ratio of female to male secondary enrollment (%) 81 - 95 88 102
Ratio of female to male tertiary enrollment (%) 23 - - - 77
Goal 4: Reduce child mortality
Immunization, measles (% of children ages 12-23 months) 83 84 74 89 95
Mortality rate, infant (per 1,000 live births) 95 139 109 68 42
Mortality rate, under-5 (per 1,000) 156 275 183 108 60
Goal 5: Improve maternal health
Births attended by skilled health staff (% of total) - - 31 39 69
Contraceptive prevalence (% of women ages 15-49) - 14 13 17 52
Maternal mortality ratio (modeled estimate, per 100,000 live births) 910 1000 840 550 340
Pregnant women receiving prenatal care (%) - - 92 94 98
Goal 6: Combat HIV/AIDS, malaria, and other diseases
Children with fever receiving antimalarial drugs (% of children under age 5 with fever) - - 13 12 11
Incidence of tuberculosis (per 100,000 people) 291 514 326 181 106
Prevalence of HIV, total (% of population ages 15-49) 6 5 4 3 3
Tuberculosis case detection rate (%, all forms) 31 11 23 43 60
Goal 7: Ensure environmental sustainability
Forest area (% of land area) 13 - 14 16 18
Improved sanitation facilities (% of population with access) 32 39 47 54 60
Improved water source (% of population with access) 62 64 66 68 69
Terrestrial protected areas (% of total surface area) 10 10 10 10 10
Goal 8: Develop a global partnership for development
Net ODA received per capita (current USS) 40 123 38 61 95
Debt service (PPG and IMF only, % of exports, excluding workers' remittances) 11 20 25 4 3
Internet users (per 100 people) 0 0 0 1 8
Mobile cellular subscriptions (per 100 people) 0 0 0 2 33
Other
Fertility rate, total (births per woman) 7 6 6 5 5
GNI per capita, Atlas method (current USS) 350 220 230 260 510
GNI, Atlas method (current billion USS) 3 1 2 2 6
Life expectancy at birth, total (years) 33 30 47 52 55
Literacy rate, adult total (% of people ages 15 and above) - - 65 - 71
Trade (% of GDP) 20 31 31 37 41

Source: World Development Indicators.

INTERNATIONAL MONETARY FUND 29




0€

ANNd AYVLINOW TVYNOILYNYILNI

Table 7. External Debt Sustainability Framework Baseline Scenario, 2011-34"

Actual Historical ® Standard Projections
Average Deviation 2014-2019 2020-2034
2011 2012 2013 2014 2015 2016 2017 2018 2019 Average 2024 2034 Average
External debt (nominal) 1/ 16.1 21.0 26.4 27.2 29.0 32.0 33.1 33.4 30.7 28.1 19.3
of which: public and publicly guaranteed (PPG) 126 164 216 229 25.3 28.8 304 31.2 287 265 16.7
Change in external debt -0.6 4.9 5.4 0.8 1.8 3.0 11 0.4 -2.8 -0.6 -1.6
Identified net debt-creating flows 4.5 83 43 8.2 7.2 3.6 24 1.4 1.4 0.8 0.1
Non-interest current account deficit 6.8 11.0 6.5 4.2 4.3 11.5 117 9.3 8.6 8.0 8.1 7.5 6.3 7.1
Deficit in balance of goods and services 201 205 171 194 17.6 15.7 14.6 13.7 134 11.9 10.5
Exports 14.0 14.2 15.7 15.9 15.8 16.2 16.4 16.7 17.0 18.2 19.5
Imports 341 347 328 354 334 319 309 304 303 30.1 30.0
Net current transfers (negative = inflow) -13.7 -101 -114 -12.3 16 -9.0 -7.0 -7.3 -6.5 -6.2 -5.5 -5.2 -4.7 -5.1
of which: official -11.3 -7.6 -8.9 -6.7 -4.7 -5.2 -4.6 -4.2 -3.5 -3.2 -2.8
Other current account flows (negative = net inflow) 0.5 0.6 0.8 11 11 0.9 0.6 0.5 0.2 0.6 0.4
Net FDI (negative = inflow) -0.7 -1.5 -2.0 -1.2 0.8 -2.5 -3.6 -4.4 -4.7 -5.0 -5.1 -5.2 -5.2 -5.2
Endogenous debt dynamics 2/ -1.7  -1.2 -0.2 -0.8 -0.9 -1.3 -1.5 -1.6 -1.6 -1.4 -1.0
Contribution from nominal interest rate 04 0.4 0.7 0.7 0.7 0.7 0.6 0.6 0.7 0.5 0.4
Contribution from real GDP growth -1.1 -1.1 -0.9 -1.5 -1.7 -2.0 -2.2 -23 -23 -2.0 -1.4
Contribution from price and exchange rate changes -0.9 -0.6 0.0
Residual (3-4) 3/ -5.1 -3.3 1.1 -7.3 -5.4 -0.7 -1.3 -1.0 -4.1 -1.4 -1.7
of which: exceptional financing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
PV of external debt 4/ 176 187 20.1 227 238 244 223 20.0 124
In percent of exports 112.1 117.4 1279 140.2 1452 1460 1313 111.4 63.9
PV of PPG external debt - 128 14.4 16.4 19. 211 22.1 20.3 18.3 9.8
In percent of exports ... 817 90.5 104.3 120.6 128.9 132.3 119.6 102.0 50.5
In percent of government revenues ... 639 68.9 75.0 88.2 958 98.9 90.4 90.6 45.8
Debt service-to-exports ratio (in percent) 3.7 6.1 8.2 8.2 8.9 9.5 10.0 10.2 10.4 12.5 15.5
PPG debt service-to-exports ratio (in percent) 3.2 3.6 5.1 5.2 5.8 6.4 6.9 7.0 7.1 7.8 5.2
PPG debt service-to-revenue ratio (in percent) 2.2 2.6 4.0 4.0 4.2 4.7 5.1 5.2 5.4 6.9 4.7
Total gross financing need (Billions of U.S. dollars) 0.4 0.8 0.5 0.8 0.9 0.7 0.6 0.6 0.7 1.0 28
Non-interest current account deficit that stabilizes debt ratio 74 6.0 11 10.6 9.9 6.3 7.6 7.6 109 8.0 79
Key macroeconomic assumptions
Real GDP growth (in percent) 7.5 7.3 4.6 7.2 2.0 6.0 6.7 7.5 7.5 7.5 7.5 71 7.5 7.5 7.5
GDP deflator in US dollar terms (change in percent) 6.0 3.8 -0.1 5.8 4.8 0.6 25 28 3.2 17 17 21 2.0 2.0 2.0
Effective interest rate (percent) 5/ 24 3.0 3.5 20 13 2.7 2.9 26 22 2.1 22 25 21 23 22
Growth of exports of G&S (US dollar terms, in percent) 41.5 13.2 15.5 21.8 228 8.1 8.1 13.6 12.1 11.7 11.0 10.8 10.9 9.9 10.7
Growth of imports of G&S (US dollar terms, in percent) 33.1 133 -1.4 19.6 14.0 15.1 3.2 5.5 7.6 7.4 9.1 8.0 9.7 9.4 9.6
Grant element of new public sector borrowing (in percent) 113 225 18.2 17.4 12.8 20.7 17.2 31.5 421 411
Government revenues (excluding grants, in percent of GDP) 196 200 201 209 219 221 220 224 224 226 19.0 18.3
Aid flows (in Billions of US dollars) 7/ 0.3 0.7 0.8 0.5 0.5 0.5 0.4 0.4 0.3 0.9 1.2
of which: Grants 0.3 0.3 0.4 0.4 0.4 0.3 0.3 0.3 0.3 0.3 11
of which: Concessional loans 0.0 0.4 0.4 0.1 0.1 0.2 0.2 0.1 0.0 0.2 0.1
Grant-equivalent financing (in percent of GDP) 8/ 59 5.5 4.2 33 2.9 25 4.9 2.6 4.5
Grant-equivalent financing (in percent of external financing) 8/ 59.9 60.6 44.7 44.5 45.8 789 726 89.6 76.9
Memorandum items:
Nominal GDP (Billions of US dollars) 6.4 7.1 7.5 7.9 8.7 9.6 10.7 116 12.7 20.2 50.7
Nominal dollar GDP growth 139 113 4.5 6.6 9.4 10.5 10.9 9.3 9.4 9.3 9.7 9.7 9.7
PV of PPG external debt (in Billions of US dollars) 0.9 11 1.4 1.8 2.2 25 25 33 4.5
(PVt-PVt-1)/GDPt-1 (in percent) 28 3.5 51 38 3.0 0.1 3.0 13 -0.2 0.8
Gross workers' remittances (Billions of US dollars) 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.4 0.7
PV of PPG external debt (in percent of GDP + remittances) 126 14.1 16.1 19.1 20.7 217 19.9 18.0 9.7
PV of PPG external debt (in percent of exports + remittances) 718 79.9 920 107.0 1151 1183 107.2 91.8 46.7
Debt service of PPG external debt (in percent of exports + remittance 4.5 4.6 51 5.7 6.1 6.3 6.4 7.0 4.8

Sources: Rwandan authorities; and staff estimates and projections.

1/ Includes both public and private sector external debt.

2/ Derived as [r - g - p(1+g)]/(1+g+p+gp) times previous period debt ratio, with r = nominal interest rate; g = real GDP growth rate, and p = growth rate of GDP deflator in U.S. dollar terms.

3/ Includes exceptional financing (i.e., changes in arrears and debt relief); changes in gross foreign assets; and valuation adjustments. For projections also includes contribution from price and exchange rate

changes.

4/ Assumes that PV of private sector debt is equivalent to its face value.
5/ Current-year interest payments divided by previous period debt stock.
6/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability.

7/ Defined as grants, concessional loans, and debt relief.

8/ Grant-equivalent financing includes grants provided directly to the government and through new borrowing (difference between the face value and the PV of new debt).
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Scenarios, 2014-341
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1/ The most extreme stress test is the test that yields the highest ratio on or before 2024. In figure

b. it corresponds to a One-time depreciation shock; in c. to a Exports shock; in d. to a One-time
depreciation shock; in e. to a Exports shock and in figure f. to a One-time depreciation shock

Figure 8. Indicators of Public and Publicly Guaranteed External Debt under Alternative
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Appendix L. Letter of Intent

Kigali, Rwanda
April 25, 2014

Ms. Christine Lagarde
Managing Director
International Monetary Fund
700 19th Street, N.W.
Washington, D.C,, 20431

Dear Ms. Lagarde,

The attached memorandum of economic and financial policies (MEFP) is an update of the November
2013 MEFP and sets out the macroeconomic policies of the Rwandan government for the remainder
of fiscal year 2013/14 and fiscal year 2014/15. Due to adverse weather conditions that affected
agricultural production, spillovers associated with the aid shock and resulting delays in the
implementation of some major government financed projects, growth in 2013 slowed down to

4.6 percent. Inflation remained well contained throughout the year.

As described in the MEFP, all but one end-December 2013 quantitative assessment criteria (QAC)
were met; the continuous QAC on non-concessional borrowing was not observed when Rwandair
financed the lease of an airplane. All indicative targets, but one, have been met. The slight breach of
the domestic debt ceiling was the result of delays in disbursing donor financing deposited at the
central bank. Reflecting our commitment to the PSI objectives, all five structural benchmarks were

met.

In light of this satisfactory performance and its continued commitment to sound policies, the
Government requests the completion of the first review under the PSI. The Government also
requests a waiver for the non-observance of the QAC on non-concessional borrowing and reiterates
its commitment to reinforcing procedures regarding non-concessional borrowing by public entities.
These procedures require all public entities to consult early with and seek approval from the Ministry

of Finance and Economic Planning for the contracting of any external loans.
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The government believes that the policies and measures set forth in the MEFP will deliver the
objectives of the PSI-supported program but we will take any further measures that may become
appropriate for this purpose. The Government will consult with the IMF—at its own initiative or
whenever the Managing Director of the IMF requests such a consultation—before the adoption of

any such measures or changes to the policies described in the attached MEFP.

The government will provide the IMF with such information as the IMF may request in connection
with the progress made in implementing the economic and financial policies and achieving the
objectives of the program. It is expected that the second review will take place before end-
December 2014.

The Government of Rwanda authorizes the publication and distribution of this letter, its

attachments, and all reports prepared by the IMF staff.

Sincerely yours,

/s/ /s/
Claver Gatete John Rwangombwa
Minister of Finance and Economic Planning Governor, National Bank of Rwanda
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Attachment I. Memorandum of Economic and Financial
Policies—Update
April 25, 2014

1. This MEFP update reviews performance under the PSI-supported program through end-
December 2013 and discusses the macroeconomic outlook and policies for 2014 and FY2014/15.

It also describes quantitative and structural targets for end-June and end-December 2014. As in the
November 2013 MEFP, policy formulation in all areas will take Rwanda’s commitments to the East
African Community into account.

Recent Economic and Policy Performance

2. Introduction. Policy implementation in FY 2012/13 was complicated due to the suspension
of aid by some donors and delays in the approval of disbursements by others. While relations with
donors have since normalized, delays in budget support disbursements and a shortfall in project
grants resulted in cuts and postponements in public spending, particularly some major government
infrastructure projects. These developments together with adverse weather conditions which
affected agricultural output slowed down economic growth to 4.6 percent in 2013. Inflation
remained subdued throughout 2013 and further decelerated during the last quarter to 3.7 percent
at end December .This deceleration has continued in 2014 and at end March 2014 stood at

3.4 percent..

3. Growth. The slowdown in 2013 reflected a combination of the aid shock and adverse
weather conditions. Due to adverse weather, growth in the agriculture sector-at 3 percent-was the
same as in 2012. The spillover effects from the aid shock affected mostly the services sector, which
represents 45 percent of GDP. The sector registered growth of 4 percent, the lowest of the last
decade due to the combination of: (i) a slowdown in growth of credit to the private sector, itself
constrained by limited availability of foreign exchange, and (ii) contracted government spending

in the first half of 2013, which negatively affected domestic demand-total consumption fell

(-1 percent) and investment stagnated (1 percent). The industry sector recorded a solid growth of
11 percent led by construction activities and the beverage industry, while mining activities grew
41 percent.

4, Inflation. Inflation, both headline and core, was firmly contained with the former standing at
3.7 percent year-on-year in December and the latter at 3.8 percent. This reflected a combination of
lower imported inflation from the region, the reduction in fuel prices, and benign commodity prices.

5. External balance. On the external front, imports weakened partly due to the general
slowdown as well as delays in implementing some large investment projects that affected capital
and intermediate goods imports. The low growth in other current receipts, including tourism
receipts, was more than compensated by the doubling in mining sector exports. The favorable
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current account developments, facilitated by lower than expected imports, coupled with the unused
Eurobond proceeds helped to stabilize reserves at 4.8 months of imports.

6. Fiscal developments. Fiscal policy implementation was complicated by the delays in donor
disbursements. On the revenue side, lower tax revenue associated with the economic slowdown was
compensated by non-tax revenue due to one-off disbursements associated with a larger than
expected role for Rwanda in regional peace keeping operations. Global Fund disbursements were
also higher than projected resulting in total revenue and grants exceeding projections by about

1.5 percent of GDP. Domestic tax revenue collections, at 13.7 percent of GDP, were 0.6 percent of
GDP lower than the program target. This lower performance was more than offset by larger non tax
revenue collections. Reflecting the authorities’ commitment to fiscal discipline, both recurrent and
capital expenditure were adjusted following the aid shock to preserve the domestic finance target.
The wage bill was lower than expected due to delayed recruitment and capital expenditures were
also lower due to delays in the construction of the Kigali Convention Centre (KCC) and other
infrastructure projects, notably in energy and roads. Net lending was sharply curtailed as only a
small amount of the Eurobond proceeds was used for the KCC and Nyabarongo hydro-power
project. Furthermore the repayment of RWF 32.5 billion by Rwandair to the government curtailed
net lending. The combined effects resulted in the fiscal accounts recording a surplus for the first half
of the FY 2013/14 of 0.4 percent of GDP, compared to an initial deficit estimate of 4.8 percent of
GDP.

7. Monetary and exchange rate developments. The NBR has continued to focus on limiting
the risks from monetary inflation and anchoring inflationary expectations, while containing pressures
on the exchange rate. Following the end of the tightening cycle in June 2013, when the key policy
rate was reduced by 50 basis points, the policy rate has been left unchanged as credit to the private
sector increased in the second half of 2013, pushing up the demand for foreign exchange. Credit
growth to the private sector increased by 10.8 percent (year-on-year) compared to an initial
projection of 14.3 percent. The slowdown in credit growth reflected the broader deceleration in the
economy and commercial banks tightening lending criteria following increases in non-performing
loans, mostly in the services sector. The economic slowdown also contributed to a weakening of
imports. The exchange rate remained fundamentally market driven. A depreciation of 6.1 percent in
the Rwandan Franc contributed to reducing the spread that had arisen due to lower aid flows and
reduced NBR sales of foreign exchange. Regarding the monetary aggregates, broad money growth
increased by 15.5 percent in 2013. Net foreign assets were higher than targeted on account of
favorable current account developments and unspent proceeds of the Eurobond.

8. Program performance. Program performance under the new PSI has been strong. All but
one of the quantitative assessment criteria (QAC) for end-December 2013 (Table 1) were met. The
continuous QAC on non-concessional borrowing was not observed when Rwandair financed the
lease of an airplane. All the structural benchmarks associated with the review were met (Table 2).
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Macroeconomic Outlook and Policy for 2014 and FY2014/15

9. Economic growth will pick up in 2014 and inflation will remain contained. The
government considers the slowdown in growth in 2013 to be temporary. With the normalization in
aid flows and resumption of government infrastructure projects, a stronger outlook for the first
agricultural season, and the rebound in services sector momentum, the government expects growth
to recover to 6 percent in 2014. A growth of 5 percent in agriculture, led by food crops and an
increase in the area under cultivation, is expected to support the recovery. Regarding the industry
sector, growth is projected at 6 percent, compared to 11 percent in 2013. This is mainly due to many
private construction activities nearing completion. Nevertheless, construction will still have a positive
impact on the overall sector. Furthermore, the electricity and gas sub-sector will see much stronger
growth due to the addition of new power plants to the grid. Growth in the services sector is
expected to recover from 4 percent in 2013 to 7 percent in 2014. This is due to an upturn in
government consumption and credit growth as well as higher growth of agriculture impacting on
trade in services. The performance will be led primarily by wholesale and retail trade as well as by
real estate and business services sub sectors with growths of 8 percent and 4 percent in 2014.
Inflation will remain contained at 5 percent, in line with the NBR's target. This reflects both a
combination of subdued inflationary pressures and the monetary policy stance.

10. Regarding the external sector, the current account deficit is projected to deteriorate
from 7.2 percent of GDP in 2013 to 12.1 percent in 2014. This is due to the expected pickup in
economic activity resulting in an increase in infrastructure related imports that were postponed in
2013. Capital and intermediate goods imports will contribute to the rebound in imports thereby
contributing to a deterioration of the current account despite a robust export performance. The
increase in imports will be financed primarily by the unused Eurobond proceeds allocated to the
Kigali Convention Center and the Nyaborongo hydro project. Foreign reserves coverage will be
around 4 months of imports.

11. Notwithstanding the strong fiscal performance in the first half of FY 2013/14, the full
year fiscal position remains similar to that expected at the initiation of the PSI. This profile
assumes that revenues bounce back in the second half of the fiscal year, while grants remain at the
same level as projected. The original revenue ratio target of 15.1 percent of GDP is unlikely to be
fully met. This is partly because of delays in implementing some of the revenue measures, including
the excise on airtime, and weaker than expected royalty taxes. On the expenditure side, both current
and capital spending will rebound in the second half of the fiscal year, including from new hiring
and the implementation of delayed government investment projects. Overall expenditure, at

31.2 percent of GDP, is projected to be very similar to the initial program objectives.

12. The fiscal framework for FY2014/15 is built on conservative assumptions regarding
budget support and aims to sustain the domestic revenue mobilization efforts. Budget support
is expected to be around 9.5 percent of GDP. Given the continued uncertainty regarding long-term
donor engagement and the government’'s commitment to reducing its reliance on donor financing,
accelerating domestic revenue mobilization remains a key priority. By end-June 2014, we will assess
the proposed FAD recommendations on agriculture, mining, and property taxes and consider those
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that can be implemented within a defined time frame. Currently, these regimes are projected to be
introduced into the fiscal framework by FY2015/16. Combined with the taxes on agriculture, mining,
and property, the government will also consider additional revenue measures to generate an extra
0.4 percent of GDP in FY 2015/16. This will take the tax revenue collections to over 17 percent

of GDP.

13. Expenditures will increase in the FY 2014/15, but the overall deficit (including grants)
will decline. The expenditure composition is a reflection of the government’s policies aimed at
supporting growth and reprioritizing expenditure in a context of donor uncertainty. Total
expenditure and net lending is estimated at RWF 1696.9 billion (29.5 percent of GDP) compared to
RWF 1593.2 billion (31.2 percent of GDP) in FY 2013/14. The increase in nominal terms is driven by
increases in both recurrent and capital spending. Recurrent expenditure is estimated at RWF 814
billion showing an increase of RWF 38.8 billion compared to FY 2013/14. Spending on new
recruitments and transfers to the local government entities to compensate them for the revenue
collections surrendered to the central government account for the increase. Capital expenditure is
RWF 58.5 billion higher at RWF 782.2 billion. This is due to increased outlays for on-going energy
projects. The overall deficit (including grants) is expected to decline to 3.1 percent of GDP compared
to 5.3 percent of GDP in FY13/14. Net domestic cash finance of the 2014/15 budget is expected to
be around RWF 69.6 billion (1.2 percent of GDP). If the growth momentum weakens and the
rebound in revenue mobilization in the second half of FY 2013/14 does not materialize, the
government will finance the shortfall with additional domestic finance. However, it will ensure that
the additional finance does not “crowd out” the private sector.

14. Structural measures aimed at supporting the domestic revenue mobilization strategy
would be accelerated. The following measures are to be implemented on the revenue side