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Instructions:  You may use any material you believe necessary to answer each question, to include lecture notes, the recommended readings, or other materials.  You may not collaborate in any way with another student in this class.  The instructor reserves the right to give any student an oral exam in lieu of this written exam if collaboration is suspected.  The deadline for this exam is Thursday November 29, 2001 at 6pm.  You may email your answers before the deadline or present your completed exam in person.  The instructor will not accept exams that are turned in late.  

Read the quiz objective carefully.  You may conduct additional research on the country in question if you believe such additional research will provide additional breadth and depth to your response.  As with other examinations, the structure, content, and style of your answers will count in the determination of your final grade.  Clear, complete, and concise answers will be awarded higher grades than complete answers that are not concise or ambiguous.  Additional information included in your answer will be graded.  If there are questions, contact the instructor for immediate clarification.

The objective of this quiz is to provide you with an opportunity to make policy recommendations based upon the material presented in class and in the readings.  You should take time to read the supporting materials and to develop a series of recommendations.  You should also note that you probably will have many more recommendations that could be conceivably funded given the current resources of the Bank, thus you must prioritize and make recommendations for those programs that you believe will have the highest impact over time.  Write your policy memoranda as if you were going to present them in class (which you might).

Objective

As a recent graduate of MIIS, you have been hired by the African Development Bank Group (http://www.afdb.org/) to provide policy advice to the Bank’s lending division.  Your primary job is to recommend whether a country should receive loans, grants, debt restructuring, debt relief, or a combination of these policy instruments to facilitate the development of external trade and social infrastructure in the Bank’s member countries.  Your secondary job is to recommend where and how the policy instruments should be used, that is, should a country’s request to receive a combination of grants and debt restructuring assistance to facilitate the development of local health organizations receive a higher priority than another country’s request to receive assistance for the development of an diversified export sector.

The lending division has asked you to write a policy memorandum for the countries of Uganda and Tanzania in accordance with your primary and secondary jobs.  Using the information included in this quiz, you are to develop a two-page memorandum (maximum) for each country illustrating where the Bank could be of greatest assistance and where the Bank’s funds could complement the efforts of other international institutions.  Each memorandum should be single-spaced and supporting materials may be included as appendices, but appendices are not required or encouraged.  An executive summary of recommendations may be included.

Each policy memorandum should include a brief overview of macroeconomic, and if necessary, microeconomic, conditions that motivate the recommendations included in the rest of the document.  The memorandum should rely on the principles and discussion presented in class as a foundation for the policy recommendations.   For example,

Example 1:  As the macroeconomic environment has improved over the past year, the ability of the country to service its existing debt has also improved.  Debt-to-GDP ratios remain high relative to other countries of similar per-capita income, suggesting that debt service is reducing the growth potential of the country.  While outright debt relief may provide the country with a temporary increase in funds available, we are concerned that corruption and the lack of institutions may soon lead to an evaporation of the funds released by debt relief.  We therefore recommend, in concert with the countries poverty reduction strategy, that the Bank consider conditional debt relief supported by grants to improve institutions and reduce corruption.

Example 2:  The continuing deterioration in the country’s terms of trade has placed pressure on the country’s ability to maintain critical oil imports and the exchange rate.  We are concerned that if the deterioration of the country’s terms of trade continues, the country will be unable to import sufficient oil, leading to an energy shortage that could significantly impact the development of the infant capital-intensive industries.  We believe that diversification of the export sector is critical to the long-term growth prospects of the country and thus recommend the provision of low-interest loans and grants to assist in the development of the export sector and, if necessary, the importation of oil in the short-term. 

Data Sources and References

1. Uganda Data Obtained from the World Development Indicators at http://www.worldbank.org/data/countrydata/countrydata.html
2. Tanzania Data Obtained from the World Development Indicators at http://www.worldbank.org/data/countrydata/countrydata.html
3. Uganda Letter of Intent obtained at http://www.imf.org/external/np/loi/2001/uga/01/index.htm
4. Tanzania Letter of Intent obtained at http://www.imf.org/external/np/loi/2001/tza/02/index.htm

	  Uganda Data Profile 

	Click on the indicator to view a definition
1996
1999
2000
People 
Population, total 
19.7 million 
21.5 million 
22.1 million 
Population growth (annual %) 
2.9 
2.7 
2.7 
Population density (people per sq. km) 
98.9 
107.6 
110.5 
Life expectancy at birth (years) 
.. 
42.1 
.. 
Fertility rate, total (births per woman) 
.. 
6.4 
.. 
Mortality rate, infant (per 1,000 live births) 
.. 
88.3 
83.0 
Mortality rate, under-5 (per 1,000 live births) 
.. 
162.0 
161.0 
Malnutrition prevalence (% of children under 5) 
.. 
.. 
.. 
Urban population (% of total) 
12.8 
13.9 
14.2 
Rural population density (per sq. km of arable land) 
340.0 
.. 
.. 
Illiteracy rate, adult male (% of males 15+) 
25.5 
23.2 
22.4 
Illiteracy rate, adult female (% of females 15+) 
48.4 
44.5 
43.1 
School enrollment, primary (% net) 
.. 
.. 
.. 
School enrollment, secondary (% net) 
.. 
.. 
.. 
School enrollment, primary, female (% net) 
.. 
.. 
.. 
School enrollment, secondary, female (% net) 
.. 
.. 
.. 
Environment 
Surface area (sq. km) 
241.0 thousand 
241.0 thousand 
241.0 thousand 
Forest area (sq. km) 
.. 
.. 
41,900.0 
Annual deforestation (% of change) 
.. 
.. 
2.0 
Freshwater resources per capita (cubic meters) 
.. 
3,072.7 
.. 
CO2 emissions (metric tons per capita) 
0.1 
.. 
.. 
Improved water source, urban (% of urban population with access) 
.. 
.. 
72.0 
Improved sanitation facilities, urban (% of urban population with access) 
.. 
.. 
96.0 
Commercial energy use (kg of oil equivalent per capita) 
.. 
.. 
.. 
Electric power consumption per capita (kwh) 
.. 
.. 
.. 
Economy 
GNI, Atlas method (current US$) 
5.8 billion 
6.8 billion 
6.8 billion 
GNI per capita, Atlas method (current US$) 
290.0 
320.0 
310.0 
GDP (current $) 
6.0 billion 
6.4 billion 
6.2 billion 
GDP growth (annual %) 
9.1 
7.5 
5.0 
Inflation, GDP deflator (annual %) 
4.6 
4.5 
2.8 
Agriculture, value added (% of GDP) 
45.1 
44.4 
.. 
Industry, value added (% of GDP) 
16.2 
17.8 
.. 
Services, etc., value added (% of GDP) 
38.7 
37.8 
.. 
Exports of goods and services (% of GDP) 
12.0 
11.3 
.. 
Imports of goods and services (% of GDP) 
23.4 
23.0 
.. 
Gross capital formation (% of GDP) 
16.1 
16.4 
.. 
Current revenue, excluding grants (% of GDP) 
.. 
.. 
.. 
Overall budget deficit, including grants (% of GDP) 
.. 
.. 
.. 
Money and quasi money growth (annual %) 
19.3 
13.6 
18.1 
Technology and infrastructure 
Telephone mainlines (per 1,000 people) 
2.3 
2.6 
.. 
Telephone average cost of local call (US$ per three minutes) 
0.2 
0.2 
.. 
Personal computers (per 1,000 people) 
1.0 
2.5 
.. 
Internet hosts (per 10,000 people) 
0.0 
0.1 
0.1 
Paved roads (% of total) 
.. 
.. 
.. 
Aircraft departures 
900.0 
3,000.0 
.. 
Trade and finance 
Trade in goods as a share of PPP GDP (%) 
8.4 
7.4 
.. 
Trade in goods as a share of goods GDP (%) 
45.3 
44.2 
.. 
High-technology exports (% of manufactured exports) 
0.2 
10.7 
.. 
Net barter terms of trade (1995=100) 
80.2 
.. 
.. 
Foreign direct investment, net inflows in reporting country (WDI, current US$) 
121.0 million 
222.0 million 
.. 
Present value of debt (current US$) 
0.0 
1.7 billion 
.. 
Total debt service (current US$) 
149.4 million 
183.7 million 
.. 
Short-term debt outstanding (current US$) 
106.6 million 
140.9 million 
.. 
Aid per capita (current US$) 
34.2 
27.5 



	Tanzania Data Profile 

	Click on the indicator to view a definition
1996
1999
2000
People 
Population, total 
30.5 million 
32.9 million 
33.7 million 
Population growth (annual %) 
2.8 
2.4 
2.3 
Population density (people per sq. km) 
34.5 
37.3 
38.1 
Life expectancy at birth (years) 
.. 
45.0 
.. 
Fertility rate, total (births per woman) 
.. 
5.4 
.. 
Mortality rate, infant (per 1,000 live births) 
.. 
94.8 
.. 
Mortality rate, under-5 (per 1,000 live births) 
.. 
152.0 
.. 
Malnutrition prevalence (% of children under 5) 
30.6 
29.4 
.. 
Urban population (% of total) 
28.1 
31.7 
32.9 
Rural population density (per sq. km of arable land) 
584.6 
.. 
.. 
Illiteracy rate, adult male (% of males 15+) 
18.2 
16.0 
15.3 
Illiteracy rate, adult female (% of females 15+) 
38.8 
34.3 
32.9 
School enrollment, primary (% net) 
47.8 
.. 
.. 
School enrollment, secondary (% net) 
.. 
.. 
.. 
School enrollment, primary, female (% net) 
48.4 
.. 
.. 
School enrollment, secondary, female (% net) 
.. 
.. 
.. 
Environment 
Surface area (sq. km) 
945.1 thousand 
945.1 thousand 
945.1 thousand 
Forest area (sq. km) 
.. 
.. 
388.1 thousand 
Annual deforestation (% of change) 
.. 
.. 
0.2 
Freshwater resources per capita (cubic meters) 
.. 
2,703.3 
.. 
CO2 emissions (metric tons per capita) 
0.1 
.. 
.. 
Improved water source, urban (% of urban population with access) 
.. 
.. 
80.0 
Improved sanitation facilities, urban (% of urban population with access) 
.. 
.. 
98.0 
Commercial energy use (kg of oil equivalent per capita) 
460.3 
.. 
.. 
Electric power consumption per capita (kwh) 
58.8 
.. 
.. 
Economy 
GNI, Atlas method (current US$) 
5.6 billion 
8.5 billion 
9.3 billion 
GNI per capita, Atlas method (current US$) 
190.0 
260.0 
280.0 
GDP (current $) 
6.5 billion 
8.8 billion 
9.3 billion 
GDP growth (annual %) 
4.5 
4.7 
5.1 
Inflation, GDP deflator (annual %) 
19.3 
9.1 
8.7 
Agriculture, value added (% of GDP) 
48.0 
44.8 
.. 
Industry, value added (% of GDP) 
14.2 
15.4 
.. 
Services, etc., value added (% of GDP) 
37.8 
39.8 
.. 
Exports of goods and services (% of GDP) 
19.9 
13.3 
.. 
Imports of goods and services (% of GDP) 
31.9 
28.0 
.. 
Gross capital formation (% of GDP) 
16.3 
17.0 
.. 
Current revenue, excluding grants (% of GDP) 
.. 
.. 
.. 
Overall budget deficit, including grants (% of GDP) 
.. 
.. 
.. 
Money and quasi money growth (annual %) 
8.4 
18.6 
14.8 
Technology and infrastructure 
Telephone mainlines (per 1,000 people) 
3.0 
4.5 
.. 
Telephone average cost of local call (US$ per three minutes) 
0.1 
0.1 
.. 
Personal computers (per 1,000 people) 
.. 
2.4 
.. 
Internet hosts (per 10,000 people) 
0.0 
0.0 
0.2 
Paved roads (% of total) 
4.2 
.. 
.. 
Aircraft departures 
6,100.0 
5,000.0 
.. 
Trade and finance 
Trade in goods as a share of PPP GDP (%) 
14.6 
14.3 
.. 
Trade in goods as a share of goods GDP (%) 
50.5 
41.8 
.. 
High-technology exports (% of manufactured exports) 
.. 
5.9 
.. 
Net barter terms of trade (1995=100) 
97.8 
.. 
.. 
Foreign direct investment, net inflows in reporting country (WDI, current US$) 
150.1 million 
183.4 million 
.. 
Present value of debt (current US$) 
0.0 
4.6 billion 
.. 
Total debt service (current US$) 
271.4 million 
193.8 million 
.. 
Short-term debt outstanding (current US$) 
1.0 billion 
1.0 billion 
.. 
Aid per capita (current US$) 
28.8 
30.1 
.. 
Source: World Development Indicators database, July 2001 
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Uganda Letter of Intent
Kampala, March 9, 2001

Mr. Horst Köhler 
Managing Director 
International Monetary Fund 
700 19th Street NW
Washington, D.C. 20431 
U.S.A. 

Dear Mr. Köhler:

1. We recently held discussions with the Fund staff on the 2001 Article IV consultation and second review of the third annual arrangement under the Poverty Reduction and Growth Facility (PRGF) that was approved by the Executive Board on December 10, 1999. This letter reviews progress in implementing the 2000/01 program and sets out the policies to be pursued during the remainder of the fiscal year.

2. Almost all the quantitative performance criteria and benchmarks for end-September 2000 and end-December 2000 under the third annual arrangement under the PRGF were observed, except for the accumulation of unfunded outstanding commitments against nonwage recurrent expenditures (attached Table 1). This was primarily on account of the failure of two ministries (State House and the Judiciary) to control commitments.1 In addition, all the structural performance criteria for end-September 2000 were met. However, the benchmark relating to the study of the special protection accorded to the sugar and textile industries was missed. The study was undertaken in December 2000 and a report produced in January 2001. The end-December structural performance criterion on verification of nonwage expenditure arrears accumulated in 1999/2000 (July-June fiscal year) and the structural benchmark on removal of special protection for sugar and textile industries were not observed. Verification by the Auditor General of the nonwage recurrent expenditure arrears accumulated in 1999/2000 will be completed by end-April 2001. The protection accorded to the textile industry was removed in January 2001. However, as explained in paragraph 24 below, the removal of the protection accorded to the sugar industry has been delayed. The budget of the Uganda Revenue Authority (URA) will be augmented in the fourth quarter of 2001 following the appointment of a new Commissioner General. In addition, presentation to parliament of the new Financial Institutions Bill is now expected to take place by end-June 2001. Taking into account the nature of the nonobservance of the budgetary arrears performance criterion and the measures described in this letter, the government requests waivers for the end-September 2000 and end-December 2000 performance criteria that were missed. 

I. Developments in the first quarter of 2000/01
3. Implementation of the 2000/01 program has been taking place against a background of insecurity in some parts of the country and the subregion, the continued sharp drop in Uganda's terms of trade, and the presidential and parliamentary elections scheduled for March 2001 and June 2001, respectively. These factors have contributed to increased budgetary pressures and a drop in exports, thereby complicating economic management.

4 Real GDP is now projected to grow by 5.0 percent in 2000/01 compared with the 6.0 percent growth envisaged under the program, owing in large part to the effects of the sharp deterioration in the external terms of trade, which are projected to fall by a further 15.3 percent in 2000/01 in addition to the 14.0 percent drop sustained last year. Coffee export prices have dropped by 36 percent during the first half of 2000/01 compared with a year earlier, while oil prices have risen by about 9 percent during the same period. Mainly in response to the increase in petroleum import prices and the depreciation of the shilling, consumer price inflation has picked up, with headline and underlying inflation rising to 4.2 percent and 4.7 percent, respectively in the year to December 2000 from 1.9 percent and 2.9 percent, respectively in June 2000. Notwithstanding these developments, the government's financial program remained on track during the first half of the year.

5. Overall fiscal performance in the first half of 2000/01 was broadly as foreseen under the program. The overall fiscal deficit, before grants, amounted to 4.3 percent of GDP, with revenue totaling 5.6 percent of GDP and expenditure and net lending of 9.9 percent of GDP. The deficit was more than offset by inflows of donor budgetary support that resulted in a net repayment to the banking system of U Sh 98 billion. Bank financing was considerably lower than the December 2000 adjusted ceiling under the program.

6. In the six months to December 2000, total revenue was slightly below program expectations. Lower-than-expected collection of corporate tax, as well as excise and value-added tax (VAT) receipts from locally produced goods, was offset by higher-than-expected receipts of pay-as-you-earn (PAYE) tax, withholding tax, non-oil import duties, and VAT on locally produced services. Non-oil import duty collections benefited from the more depreciated Uganda shilling. Tax receipts from locally produced goods appear to have been dampened by the negative effects of the terms of trade shock and the exchange rate depreciation on domestic demand-based industry. Revenue from petroleum product taxes was also lower than the program projection, reflecting the negative influence on fuel consumption of the increase in prices of petroleum products. During the first six months of the fiscal year, retail prices of oil products rose by 9-12 percent.

7. Implementation of the measures envisaged for the first half of the year designed to strengthen revenue performance was mixed (attached Table 2). While a new Acting Commissioner General of the Uganda Revenue Authority (URA) was appointed in September and a draft operation plan was produced, the 2000/01 budget for the URA will not be augmented until the fourth quarter of the fiscal year, following the appointment of a Commissioner General; this action will lay the groundwork for a more aggressive revenue mobilization endeavor in 2001/02. The scheme for rewarding the authority a percentage of all revenue above the official target will be instituted in 2001/02. The amendments to the Customs Law to remove the provision for the granting of exemptions by the Minister of Finance and to introduce tougher penalties for smuggling, misdeclaration, and false documentation were not effected. Although the amendments were incorporated in the 2000 Finance Bill, parliament directed that the proposed amendments be effected in the context of a separate bill, which is now expected to be placed before parliament by end-June 2001.

8. In the six months ended December 2000, total expenditure and net lending amounted to U Sh 939 billion, with domestic outlays (recurrent expenditure plus locally funded development expenditure) of U Sh 644 billion and externally funded outlays of U Sh 302.8 billion. The government succeeded in containing domestic expenditure within the projected level through, among other measures, the implementation of the Commitment Control System (CCS), which has been extended to the development budget since October 2000. Notwithstanding the remarkable success of the CCS in reducing new nonwage recurrent expenditure arrears in 2000/01 when compared to previous years, overcommitments by ministries above cash releases amounted to U Sh 3.7 billion in the six months ended December 2000.

9. Reflecting the increased emphasis on the implementation of the Poverty Eradication Action Plan (PEAP), in the first half of 2000/01, budgetary releases under the Poverty Action Fund (PAF) were considerably higher than in the same period last year. Programs designed to improve the incomes of the poor accounted for about 11.2 percent of the PAF releases, with rural roads representing about 7 percent of total PAF releases. Expenditure on agriculture extension services was not substantial, owing to delays in phasing in the programs associated with the Plan for the Modernization of Agriculture (PMA). Expenditures on programs designed to improve the quality of life of the poor (primary health, water and sanitation, and primary education) more than doubled compared with the corresponding period last year, with releases for education accounting for about 62 percent of total PAF outlays. Releases for monitoring and accountability purposes represented about 4 percent of the total.

10. Broad money (M3) grew by 18 percent in the year to December 2000. M3 includes foreign currency-denominated deposits, which expanded by 26.1 percent, reflecting primarily hedging by the nonbank sector.2 The shift in the composition of monetary aggregates, as well as some instability in these aggregates has complicated the management of monetary policy, as the reliability of these aggregates as indicators of the stance of monetary conditions has weakened. Meanwhile, the monthly average interest rate on 91-day treasury bills fell from 18.4 percent in June 2000 to 13.4 percent in December 2000. Credit to the private sector rose by 19.8 percent in the 12 months to December 2000.

11. Although the underlying position of the banking sector has strengthened somewhat compared with a year earlier, the performance of a few banks remains weak. The liquidation of the four banks that were closed in 1998/99 is proceeding smoothly. However, problems have been encountered in recovering assets from three of the four banks, in part because the enforcement of the sale of mortgaged properties through the courts has moved slowly and because insider loans have been difficult to realize in the absence of collateral. In addition, liquidation costs have been very high. Following the successful resolution, under international arbitration, of the government of Uganda's claims against the previous owners of Uganda Commercial Bank Ltd. (UCBL), the government recently regained full possession of the UCBL. The financial position of the bank has strengthened as a result of the conservative credit policies followed by the Bank of Uganda (BOU) appointed management.

12. As noted above, the external sector has remained under substantial pressure in 2001/01 owing to the wilt disease, which has destroyed some coffee trees, and the sharp deterioration in the terms of trade. In the six months to December 2000, coffee export earnings dropped by 53 percent compared with the corresponding period last year. Imports have also been somewhat weaker than envisaged, reflecting in part the effects of the 7.8 percent depreciation of the shilling in nominal effective terms in the year to December 2000, as well as the lower real incomes arising from the decline in the terms of trade. In the first half of 2000/01, donor import support was about US$92 million higher than programmed, resulting in a buildup in net international reserves of the BOU of about US$87 million. When the adjustors built into the program are taken into account, foreign reserves were about US$30 million above the floor established under the program for end-December 2000. 

II. Policies for the Remainder of the 2000/01 Fiscal Year
13. The main challenges facing the government during the remainder of the fiscal year are the need to do the following: 

· strengthen institutional and implementation capacity, particularly at the local government level, to facilitate the achievement of the output and outcome targets under the PEAP set for the fiscal year; 

· minimize the crowding out of essential developmental expenditures in the face of weaker-than-budgeted revenue performance and increased expenditure pressures for general administrative services arising from the scheduled 2001 presidential and parliamentary elections, the increase in petroleum prices, and the depreciation of the exchange rate; 

· in the face of the sharp fall in the terms of trade during the past 18 months, conduct monetary policy in a manner consistent with the inflation objective under the program; and 

· maintain vigilance and take strong action to forestall a significant deterioration in the balance sheet positions of some of the banks. 

14. The overall fiscal deficit (excluding grants) is now projected to exceed the program projection for fiscal year 2000/01 as a whole by 1.0 percent of GDP, primarily on account of the effects of depreciation of the shilling on foreign-financed expenditure. The budgetary pressures arising from the shortfalls in revenue, higher-than-budgeted interest payments, and supplementary appropriations, including the elections, would be accommodated through the use of the contingency reserve and cuts in nonessential outlays. The deficit would be fully financed by external resources equivalent to 14.2 percent of GDP (including grants), permitting a buildup of government deposits with the central bank equivalent to 1.1 percent of GDP and a reduction of domestic nonbank claims on government of 1.7 percent of GDP.

15. On the basis of the current tax system, revenue is projected to total U Sh 1,093.4 billion (11.6 percent of GDP) in 2000/01, reflecting an increase of about 8 percent compared with 1999/2000. However, to help ensure the attainment of the revenue targets, the government has been implementing measures to strengthen tax administration. To reduce smuggling, the URA is securing the petrol transit corridor more effectively, sealing pumps, and auditing oil companies more frequently; also, it has introduced the biocoding of petroleum products. Moreover, surveillance over Lake Victoria has been intensified. In addition, the URA has closed bonded warehouses not complying with regulations and is auctioning goods that have been stored and for which no duties have been paid. In the period ahead, the URA is concentrating on implementing an information technology (IT) strategy, and on improving VAT collections by targeting individual enterprises and individuals, so as to prevent evasion by companies attempting to change themselves to remain below the VAT threshold. In the area of tax policy, the Ministry of Finance has formed a working group, which has been charged with the development of a medium-term strategy to strengthen the revenue effort. This group will also consider ways of raising nontax revenue collections, including appropriations-in-aid. In addition, it will consider the introduction of excise taxes on cellular airtime and taxes on interest income from treasury bills. Moreover, it has been decided to allow banks other than the UCB to collect taxes, thus improving revenue collection. 

16. Total expenditure and net lending in 2000/01, at the equivalent of 23.0 percent of GDP, would exceed the original program projection, reflecting mainly the effects of the more depreciated exchange rate on foreign-financed development expenditure and foreign interest payments The government is keenly aware that the utilization of the contingency reserve in the manner indicated above will expose important locally funded development expenditures to potential cuts in the event of shortfalls in revenue. Moreover, the resulting expenditure structure will differ somewhat from the PEAP objectives. The government views this development to be temporary, largely reflecting the need to fund the constitutionally mandated elections. The government intends to take steps, beginning in the next fiscal year, to ensure that essential development outlays are protected, including the placement of limits on the proportion of the contingency reserve that could be used to fund unanticipated nondevelopmental outlays.

17. The budget management system has been strengthened considerably in recent years, in part through the introduction of the CCS. Nevertheless, recurrent budget overcommitments remain. To enhance the operation of the CCS, the inspectorate department will be strengthened as soon as possible to facilitate the monthly audits of overcommitments, while arrears will be verified on a biannual basis by an independent body. In addition, the Minister of Finance will propose to the cabinet by end-June 2001 that the stiff penalties, already in place, for incorrect or misleading monthly returns, actually be applied following the verification of end-1999/2000 arrears. With regard to the inclusion under the CCS of the development budget, supplementary expenditures and lower-than-budgeted revenues will likely lead to cuts in expenditure releases relative to the budget. Strong action to prevent any further supplementary expenditures will be required to ensure that at least 70 percent of the budgeted amount is released, as announced in the context of the CCS.

18. As indicated above, on the basis of the performance during the first half of 2000/01, it will be difficult for Uganda to achieve some of the output and outcome indicators established under the PEAP for the fiscal year. In response to this situation, the government has already instituted several actions to address some of the constraints. Efforts to develop more effective feedback mechanisms to communicate with local authorities in the event of unsatisfactory performance or reports will be undertaken. To partially overcome the shortage of qualified teachers, the government has modified the entry requirements to the teaching services to permit secondary school graduates to join. In addition, the procedures for newly recruited government employees to access the payroll is being rationalized. Furthermore, in light of the experience to date in the implementation of the PEAP, a review of the feasibility of the targets in relation to the identified constraints is under consideration in the context of the PRSP Progress Report—poverty status report (PSR). The PSR is also reviewing the appropriateness of the current balance between programs designed to improve the living conditions of the poor and those aimed at raising their incomes. In addition, the criteria used to determine the eligibility of programs to be included in the PAF is under review.

19. In the context of the decentralization of government services, local governments are becoming the main providers of social services. However, the tracking of these activities, as well as the systematic accounting of funds extended to local authorities, have been problematic, in large part because local governments have not yet complied with the government's requirement to submit to the Ministry of Finance, Planning and Economic Development and Ministry of Local Government monthly accounts. Steps to sensitize districts with respect to the importance of strengthening accountability by local governments are under way, based on the recognition that a successful decentralization and an effective implementation of the PEAP will need to be supported by the development of an efficient mechanism to account for budgetary resources. In particular, workshops on the preparation of monthly accounts will be taken by accountants at the district and subcounty levels; the workshops will benefit from the PMA and Local Government Development Program (LGDP) funds. These workshops will include the participation of stakeholders, the Inspector General of Government, and the Accountant General. PMA and LGDP funds will not be released to subcounties until the backlog of monthly accounts are received. Future releases of these funds will depend on the receipt of monthly accounts, and the sanctions will include publication of noncompliant districts in the media. The Ministry of Finance has also initiated discussions with local governments and the donor community on the need to consolidate and reduce the multiplicity of bank accounts operated by the districts.

20. The main objective of monetary policy will remain the containment of underlying inflation (excluding food crop prices) at 5 percent. Broad money (M3) is projected to expand by 14 percent in 2000/01, and credit to the private sector is forecast to increase by 16 percent, an implicit 8 percent increase in the second half of the fiscal year. The BOU will continue to monitor a broad range of monetary aggregates to gauge liquidity conditions, and, if necessary, will stand ready to tighten monetary policy to achieve the inflation target. Present indications are that the pass-through of the higher-than-expected world petroleum prices to domestic retail fuel prices would not result in measured inflation in excess of 5 percent.

21. With regard to the financial sector, the BOU remains firmly committed to enforcing rigorously existing banking regulations and law. To this end, the BOU will endeavor to build up a multidisciplinary cadre of experts in bank supervision through the training of existing staff, partly with donor technical assistance, the recruitment of high-caliber experts, and implementation of a results-based human resource management policy. In this connection, the government has requested the IMF to provide a long-term resident advisor. The BOU will also work toward improving the governance of banks and ensuring their compliance with prudential regulations through (a) annual on-site inspections of all banks, with closer scrutiny and more frequent on-site follow-up examinations of problem banks; (b) strict enforcement of prudential regulations through the timely and effective implementation of sanctions on delinquent banks with a view to protecting BOU's credibility; (c) more rigorous and substantive vetting of banks on the occasion of the annual renewal of licenses, with continuous "fit-and-proper" testing of senior managers; and (d) promotion of the computerization of the banking industry. The BOU policy of providing liquidity support on a fully secured basis only to solvent banks has been reaffirmed: a bank in receipt of liquidity advances from the BOU that is subsequently discovered to be insolvent will have its operating license suspended. Presentation of the new Financial Institutions Bill to parliament will be postponed until the second half of 2001 to take account of the recommendations of the Commission of Enquiry on the failed banks and the final discussions with commercial banks. The government is committed to fully privatizing the UCBL in a transparent fashion. 

22. Uganda's balance of payments outlook continues to be dominated by the sharp decline in the terms of trade. Reflecting the worse-than-envisaged external environment the current account deficit (excluding grants) would, at 13.1 percent of GDP, be 2.2 percentage points of GDP wider than programmed. Exports are projected to fall by about 13.3 percent (as against the 10.1 percent increase envisaged under the program), largely on account of smaller coffee volumes and lower coffee prices. Total payments for imports are expected to remain at about the 1999/2000 level, as against the 6 percent growth projected under the program. In this connection, the increase in petroleum import prices is expected to be partially offset by smaller oil import volumes. Transfers, both private and official, are expected to be larger than programmed. As a result, the overall balance of payments would turn to a surplus, as against the deficit that was expected under the program.

23. The exchange rate will continue to be market determined. The BOU, in its role as the institution responsible for intermediating donor funds to the nongovernmental sectors, will not counter movements in the exchange rate that reflect changes in economic fundamentals, but remain committed to maintaining orderly conditions in the foreign exchange market. In this regard, the government has requested Fund technical assistance to review the conduct of monetary and exchange rate policy.

24. The government will continue its efforts to liberalize, simplify, and streamline its trade regime. Accordingly, it will eliminate the surcharge on beer by March 2001, and those on cigarettes and other tobacco products by June 2001. The existing discriminatory excises on selected imports will be phased out consistent with the framework for trade liberalization to be undertaken in the context of the East African Community (EAC). The government has already removed the special protection accorded to textiles. As regards sugar, the report on the study of the effects of protection underscores the significant social benefits provided by the industry. Eliminating the protection without putting in place mechanisms to ensure continuation of these benefits will entail considerable hardship for a significant portion of the population. The government, therefore, reaffirms its commitment to eliminate this protection at an early date, after adequate measures have been put in place to safeguard the social benefits provided by the industry.

25. On September 12, 2000, the Paris Club creditors agreed on the delivery of debt relief to Uganda, in the context of the Enhanced Initiative for Heavily Indebted Poor Countries (HIPC Initiative), by canceling 100 percent of pre-cutoff-date debt and 18 percent of post-cutoff-date debt. Debt-data reconciliation with five Paris Club creditors has already been finalized, and one bilateral agreement has been signed. Therefore, the government is requesting that the Paris Club extend the end-March 2001 deadline for the signing of all bilateral agreements. Moreover, the government has informed all non-Paris Club bilateral creditors of its commitment, in the context of the Paris Club framework, to secure debt relief on terms at least comparable to those provided by the Paris Club by writing to the representatives of these creditors in Uganda, as well as their Ministers of Finance and their representatives at the IMF Board. Among these creditors, an agreement has been reached with China only. With regard to multilateral creditors, apart from the IMF and the World Bank, which are already providing debt relief, final agreements with the Arab Bank for Economic Development in Africa and the African Development Bank have been reached. Negotiations with other multilateral creditors are ongoing. In line with its prudent debt- management strategy, the government will strictly adhere to its commitment not to contract any new nonconcessional external liabilities.

26. The government believes that the policies and measures described above are adequate for achieving the objectives of the program. Nevertheless, it stands ready to take any further measures that may be necessary for this purpose. Taking into account the nature of the nonobservance of the budgetary performance arrears and the policies and measures described in this letter, the government requests waivers for the nonobservance of the end-September and end-December 2000 performance criteria on the accumulation of new domestic budgetary arrears and the structural performance criterion on the verification of government arrears outstanding as of June 2000.

Yours sincerely,
/ s / 

 

Gerald M. Ssendaula
Minister of Finance

	Tanzania Letter of Intent

Mr. Horst Köhler
Managing Director
International Monetary Fund
Washington, D.C. 20431 

Dear Mr. Köhler: 

1.  Tanzania is implementing its program for poverty reduction and growth with support from the IMF through a three-year arrangement under the Poverty Reduction and Growth Facility (PRGF) extending to March 2003. The second periodic review under this arrangement was concluded by the Executive Board of the IMF on March 14, 2001. The present letter requests completion of the third review under the PRGF arrangement; to this end, it discusses progress in implementing the program since the beginning of 2001 and lays out the government's policy intentions and targets through mid-2002.


	I.  Recent Economic Performance and Policy Implementation 

2.  Recent macroeconomic developments remained broadly in line with the program objectives and targets. Real GDP growth, at 4.9 percent, was slightly lower than expected for 2000 (5.2 percent), while the 12-month rate of inflation declined as projected to 5.1 percent by June 2001. Gross official reserves amounted to US$983 million at end-June 2001, equivalent to five months of imports of goods and nonfactor services projected for 2001. The quantitative performance criteria for end-March 2001 for net domestic assets, net international reserves of the Bank of Tanzania (BoT), and net domestic financing of the government were observed with comfortable margins, and government revenue exceeded the respective benchmark. The quantitative benchmarks for end-June 2001 were also observed. The structural performance criteria on the reconciliation of the government's bank accounts with the BoT by end-March 2001 and with the commercial banks by end-June 2001 were observed, but the one on the completion of an audit of end-June 2000 budgetary arrears by March 2001 was not. This audit has now been completed, and we request a waiver for the nonobservance of this performance criterion. 

3.  Overall budgetary performance in fiscal year 2000/01 (July-June) was strong. Revenue reached the equivalent of 12.2 percent of GDP, about 0.4 percent higher than programmed, reflecting good performance across most taxes. Recurrent expenditures were 0.1 percent of GDP higher than programmed, largely because of higher interest costs. Meanwhile, allocations to the priority sectors--education, health, water, HIV/AIDS, roads, lands, and the judiciary--exceeded programmed projections for 2000/01 by 0.1 percent of GDP. In addition, funds were allocated to ensure that government ministries, departments, and agencies (MDAs) could clear identified arrears (particularly with respect to utilities) accumulated earlier in the fiscal year. The budget deficit (excluding grants and foreign-financed development expenditure) declined to 1.2 percent of GDP, compared with the program projection of 1.6 percent of GDP. 

4.  In recent months, following the abatement of strong upward pressure on the exchange rate, the focus of monetary policy has shifted to absorbing excess liquidity in the interest of holding inflation at a low single-digit level. The BoT effected this tightening of monetary policy in February 2001, after the 91-day treasury bill rate had declined to only 3 percent, by increasing the weekly tender size of treasury bills and selling foreign exchange. As a result, by June 2001 short-term interest rates had increased to 4.2 percent, and the growth of reserve money had been slowed to below the initial program projection. Nevertheless, the broad money aggregates M2 and M3 grew significantly faster than expected. 

5.  The deficit on the current account of the balance of payments declined to 9.1 percent of GDP in 2000, well below the program expectation of 15.9 percent, and also below the 12.1 percent realized in 1999. Traditional exports, expressed in U.S. dollar terms, were about 3 percent lower than in 1999, mainly on account of lower international commodity prices. Nontraditional exports, however, increased by more than 40 percent, mainly reflecting the coming on stream of new gold mines and a resumption of fish exports to European Union countries. Imports were slightly lower than in 1999 because of sharp declines in capital goods and food imports--after the completion of major investment projects in the mining sector and recovery from drought, respectively. The deficit on the services account declined because of lower imports and travel payments. Official transfers were larger than in 1999, but not by as much as expected. As a result of these developments, the overall balance of payments showed significant improvement over 1999 and the program for 2000. During the first six months of 2001, the external sector performance continued to improve, with the combined goods and services account recording a further reduction in the deficit compared with the corresponding period in 2000. The good performance of exports is largely explained by an increase in nontraditional exports of almost 50 percent, led by mineral exports, particularly gold. 

II.  Policies for Fiscal Year 2001/02 

A.  The Poverty Reduction Strategy 

6.  The policies laid out below have been formulated in line with the poverty reduction strategy paper (PRSP) adopted by the government in August 2000. We have prepared a report on the first year of implementation of the PRSP. In addition to highlighting the implementation record, this progress report includes a description of the new education and agricultural sector strategies, as well as a number of other elements missing from the original PRSP. A rural sector development strategy is under preparation and is expected to be completed before end-2001. The budget for 2001/02 has been formulated in line with the priorities and objectives of the PRSP and the new education and agricultural sector strategies. 

Maintaining macroeconomic stability and promoting private sector activity through structural reforms remain central to our poverty reduction strategy. Many of these reforms are supported by the World Bank and by other donors. 

B.  The Macroeconomic Framework 

7.  In view of the good rainfall in most areas of the country and the much shorter than expected duration of the power rationing, we have revised the projection for real GDP growth from 5.1 percent to 5.9 percent in 2001, and to 6.2 percent in 2002. Reflecting the impact of the depreciation of the exchange rate during the first half of 2001, we have revised the end-2001 inflation target from 4.5 percent to 4.8 percent, although we intend to maintain the target for 2002 at 4 percent. Taking into account recent developments and a favorable balance of payments outlook, we have raised the gross official reserves target for end-2001 to 5.1 months of imports of goods and nonfactor services projected for 2002. In view of the delay in completing the audit of budgetary arrears, we have carried over resources for their elimination from the last fiscal year and have set the government's net domestic financing targets for the remainder of 2001 accordingly. The exchange rate will continue to reflect market conditions, with the BoT intervening mainly to smooth seasonal fluctuations and meet its reserve target. 

C.  Fiscal Policies 

8.  Fiscal policy will remain geared toward maintaining macroeconomic stability, while raising expenditure allocations to priority sectors. Under the recently approved budget, the budget deficit for 2001/02 (excluding grants and foreign-financed development projects) is expected to increase to 3.1 percent of GDP. The revenue-to-GDP ratio is expected to be 12.2 percent, while government expenditure (excluding foreign-financed development expenditure) is budgeted to increase from 13.4 percent of GDP in 2000/01 to 15.3 percent in 2001/02. In the context of the medium-term civil service pay reform, we have increased the average wage by about 9 percent, which will allow for professional and senior staff a further reduction in the gap relative to compensation in the private sector. In addition, the total allocation for recurrent expenditures on the priority sectors has been increased by 29 percent. We have also, in the context of the medium-term expenditure framework and the updating of the PRSP, identified further expenditure programs that will be implemented in case additional resources become available. The budget includes a contingency allowance of 0.5 percent of GDP, including for the possible cost of retrenchment of parastatal employees. 

9.  The deficit is entirely financed by concessional foreign financing, including debt relief under the Initiative for Heavily Indebted Poor Countries (HIPC Initiative). Following the completion of an inventory of public sector domestic debt by November 2001, we intend to start paying down the parastatal debt that was taken over by the government. Privatization receipts--expected to amount to T Sh 20 billion in 2001/02--will be used to cover the costs of parastatal restructuring. We also intend to clear all audited arrears that had been outstanding at end-June 2000 (about T Sh 40 billion) by end-December 2001, an action that will constitute a performance criterion under the PRGF arrangement. 

10.  In the context of the budget for 2001/02, we made further progress with tax reform. The withholding tax on goods and services--which is deductible from the corporate income tax--was abolished for holders of a taxpayer identification number (TIN); in order to limit the revenue losses, we decided to maintain the tax for taxpayers who have not registered for the TIN. We have also increased excise taxes, introduced a new gaming tax, and eliminated the exemption from the value-added tax (VAT) for government purchases. These measures are expected to offset a revenue loss expected from a further reduction and rationalization of import tariff rates. Nevertheless, out of revenue considerations, we decided to maintain the housing levy and merge it with the vocational education training levy in order to improve compliance. Following the issuance of revised notices in August, control over tax exemptions for nongovernmental, religious, and charitable organizations has been strengthened. The exemption on fuel purchases for the electricity company, TANESCO, will be removed in the context of the rationalization of electricity tariffs currently in preparation. The elimination of the government exemption from customs and excise duties had to be postponed for one more year because spending units were not yet in a position to submit their budget proposal for 2001/02 on a tax-inclusive basis. However, all necessary steps are being taken to ensure that this situation will be rectified in time for the 2002/03 budget. In the area of tax administration, the unified tax appeals mechanism and the large-taxpayer unit are expected to start operations in September 2001. 

11.  We also made progress in strengthening expenditure management. Since the beginning of the fiscal year, government-spending units have been basing all their expenditures on local purchase orders (LPOs) generated by MDAs and their respective subtreasuries from the integrated financial management system (IFMS). As a result, all central government budgetary expenditure is now implemented through the system. The regulations under the new Public Finance Act became effective on July 2, 2001, and we have notified the public that the government will not honor any LPOs that are not generated by the IFMS. The budget for 2001/02 provides adequate funding for expenditures that have been a major source of arrears in recent years, including utility bills and expenditure on food (for schoolchildren, hospital patients, soldiers, and prisoners). As is the case with contributions to pension funds and interest costs, these expenditures are now considered first charges under the cash management system to avoid underfunding. These measures, as well as the generation by the IFMS of comprehensive monthly commitment, expenditure, and arrears monitoring reports from the start of the current fiscal year, should assist in preventing new expenditure arrears. The submission by the MDAs of cash-flow plans from October 2001 will further strengthen the cash management system. We intend to begin publishing quarterly budget execution reports drawn from the IFMS, starting with a report for the first quarter of 2001/02. This action will constitute a performance criterion under the PRGF arrangement. 

12.  With regard to increasing the comprehensiveness of the IFMS, the 12 revenue collection points of the Tanzania Revenue Authority (TRA) in Dar es Salaam were brought on-line during the month of July 2001. Training for staff operating the computerized system will be stepped up during 2001/02. We have rolled out IFMS to all regions, and all subtreasuries are now operating on the IFMS. We have also introduced commitment control in all spending units, both at the central level and in the regions. Various circulars and directives have been issued to spending units detailing procedures to be adopted in the procurement of goods and services using the IFMS. All balances in government bank accounts with the Bank of Tanzania and the commercial banks as of end-June 2000 were reconciled, and, since July 2001, large-volume bank accounts at the Bank of Tanzania have been reconciled on a weekly basis. The reconciliation process allowed 169 accounts of the more than 300 bank accounts with the Bank of Tanzania to be closed. 

13.  Our fiscal decentralization strategy will focus on a number of areas that will help promote increased harmonization and transparency of the operations of local governments. In this regard, we intend to develop a strategy and a timetable for harmonizing local government taxes; we will also review the possibility of having all levels of government adopt the same fiscal year. In order to increase accountability for the use of public funds, we will require local governments to submit quarterly reports of their revenue and expenditure; these will form the basis for a consolidated annual report on their operations, which will be published. In the meantime, we are giving publicity to the amounts and timing of budget transfers to local governments, as well as requiring local authorities to post their quarterly reports in a public location. 

D.  Monetary Policy and Financial Sector Reform 

14.  Monetary policy will continue to aim at keeping inflation in low single digits. The BoT will limit the growth of reserve money to a rate consistent with this objective. At the same time, the monetary program will allow credit to the private sector to grow commensurate with the expected growth in economic activity and further financial deepening. With a view to improving monetary policy operations, both the BoT and the Ministry of Finance will strengthen their capacity and cooperate closely in refining the framework for liquidity forecasting. 

15.  With regard to promoting the development of the financial sector, the proposed amendments to the Land Act to facilitate the use of land and real estate as collateral for bank lending will be considered by the government in the near future. In addition, work on establishing a credit information bureau and on modernizing the payment and settlement system is ongoing. We have further strengthened banking supervision by hiring more staff and have completed an up-to-date set of regulations with the issuance of a regulation on corporate governance of financial institutions. Draft regulations governing microfinance institutions are expected to be issued by end-2001 that will provide for their supervision on the basis of international best practices. 

E.  External Sector Issues 

16.  The budget for 2001/02 included a consolidation and reduction in import tariffs, involving a reduction in the number of nonzero bands from four to three. At the same time, all split import duty rates have been eliminated. Effective November 2001, we will start implementing a program of tariff reduction in the context of the Southern African Development Community (SADC) whereby import tariffs on 11 percent of our total trade with the member countries will be eliminated. Also negotiations leading to an East African Community (EAC) customs union are under way. Meanwhile, we are applying an 80 percent tariff discount on imports from EAC member countries. We expect to gradually reduce the top import tariff rate beginning with next year's budget, in harmony with our partners in the region. To address suspected dumping, we introduced earlier this year a registration requirement for importers of sugar and imposed suspended duties on selected commodities, in line with the regulations of the World Trade Organization (WTO). The justification for suspended duties on sensitive import items will be kept under review. 

17.  Tanzania is current on its external debt obligations. We have signed 8 of the 13 bilateral agreements under Paris Club VI and expect to sign the remaining agreements by October 2001. Among non-Paris Club official creditors, China has already signed an agreement, while Egypt and Kuwait have indicated their intention to provide debt relief in line with the HIPC Initiative. Together, these three creditors account for 24 percent of total non-Paris Club debt. We will continue to make efforts to negotiate rescheduling agreements with the remaining creditors. 

F.  Structural Reform 

18.  TANESCO's financial problems will be further aggravated by new financial obligations following the completion of the arbitration case concerning the costs of the Independent Power Tanzania Limited (IPTL) power plant. The ruling requires TANESCO to make monthly capacity payments of about US$2.8 million (0.4 percent of GDP on an annual basis), starting when the plant is ready for production, which is expected by October 2001. Under normal circumstances, there will only be limited use of IPTL's capacity for some years to come and, presently, TANESCO lacks the resources to make these payments, as well as to establish a T Sh 11 billion liquidity facility mandated under the IPTL contract. To address this situation, the government has taken a number of measures. First, it has reconstituted TANESCO's board and decided to engage a management company to strengthen its management, starting in November 2001. Second, the government will allow TANESCO to increase the average electricity tariff to accommodate partly the IPTL's financial requirements and compensate for inflation since the last increase in 1998; at the same time, TANESCO will revise the structure of the tariffs so as to reduce the high industrial rates. Third, TANESCO will strive to reach an agreement with the government of Zanzibar ensuring that henceforth the Zanzibar State Fuel and Power Corporation will pay its current obligations to TANESCO without delay and work toward a solution for its outstanding arrears to TANESCO. The above measures notwithstanding, TANESCO will require T Sh 26 billion in support from the budget during 2001/02. 

19.  To promote good governance and integrity, the government has prepared 26 ministerial anticorruption plans, based on the National Anti-Corruption Strategy. These plans foresee both "quick-wins" and medium-term actions. The government has started implementing quick-win actions that require little or no additional expenditure, such as effecting greater transparency in procurement practices. For medium-term actions, donor financing has been requested. The government will publish quarterly and annual progress reports and discuss them with donors and other stakeholders during 2001/02. The preparation of a new public service bill to facilitate performance monitoring and enhance accountability in the civil service is on track for submission to parliament by October 2001. The legal sector action plans are being finalized for adoption and implementation before the end of 2001. 

20.  We have been strengthening the macroeconomic and sociodemographic database, including by launching the poverty database in May 2001. Statistics is treated in the budget as a priority item. In this regard, the 2001/02 budget has adequately funded the preparation of a core set of macroeconomic statistics and the conduct of the 2002 population census. In addition, preparations are under way to submit a new Statistics Law to parliament by October 2001. The first metadata for Tanzania were recently posted on the IMF's General Data Dissemination System (GDDS) website. 

G.  Concluding Remarks 

21.  The government of Tanzania will continue to provide the IMF with such information as the IMF requires to assess Tanzania's progress in implementing the policies described in this letter. Moreover, we will continue to consult with the IMF on Tanzania's economic and financial policies in accordance with the IMF's policies on such consultations. Quantitative and structural performance criteria and benchmarks are set out in the attached Tables 1 and 2. The government requests that the quantitative performance criteria already established for September 2001 with respect to net domestic financing of the government, net domestic assets, and net international reserves of the Bank of Tanzania be modified as shown in Table 1. Compliance with the quantitative performance criteria for end-September 2001 and with the structural performance criteria for end-2001 will be determined in the context of the fourth review under the PRGF arrangement, to be completed by end-January 2002. Compliance with the quantitative performance criteria for end-March 2002 and with structural performance criteria to be specified at the time of the fourth review will be determined in the context of the fifth review under the PRGF arrangement to be completed by end-July 2002. The technical memorandum of understanding (TMU) of February 24, 2001 is replaced by the TMU attached to this letter. The government of Tanzania remains fully committed to the implementation of the economic and financial program supported by the PRGF arrangement. 

Sincerely yours, 

/s/ 



Basil Mramba (MP)
Minister for Finance


