e

.27 '392 10:54 QO0B USRID RWANDA SAYS MURAHD  TEL 250-74735 PD-—'ﬁ BC"Q_SB 3

L

LLatsitlearion UNCLASSIFIED -
A0 1Y T RN Ty T T T T e e e
696-0135 PAAD No. 69&—'1‘- :

ACINCY 10R S VRITay T T T e '--&ou -
INTEENAYIOvAL CLVELOFMENY

R PO

_RWANDA . SR
l ttiac@ut -
PAAD PROCRAM LSSISTANCE PRODUCTION AND NARKETING POLICY ~
& APPROYAL DOCUMENT REFORM (PMPR) PROGRAM (AEPRP)
TV o s s
A e
. —— e A 8 L
Scott M. Spangler, AA/AFR nla ) ;
] .O i~ -‘ ' _—— ey - — b0y v 2 e 8 e
oree Crghan iu tor, USAID/K $ 5.0 milldon.
TO Nt Yertw 7w
4 N 72-11X1014 ,
g 4L RLOVLBT(D 106 (Bum ‘uiat OB I T -
_3/#5.0 million | DFA S
vy, ¥ g'\,uomc 19 (ot lulnc.zv .Ilo-tzu(uvT [N TRE R ] e(;n;nv ’c.. .a u qnonutv l- !tl'utv o
Ieoin TRevan LXLT 1oaue o 9 - 2
" u--;%uu Tinswee® - L Quens /91 12/8 _.—_.L—Au ust 199[
none
s PLRWVICO IOLSCE ’ 1V EPTiniTED IOUNCE
138, oaly: Q._‘_.!
Limaped F.W,: Induntrigliped Countrins:
Fien Borld: Lecal;
Cash: ! EI n !“] I 1 on Orher. ,
Source Code: 935

W Wuwaby BEMSRINT OB . ;

The goal is to contribute to growth in employment and production injf
the medium term, To that end, the program purpose is to increass

competition in the short run, and subsequently production and'*
employment, in manufacturing and related sectors. B o

The program has four components: (1) policy reform; (2) resource
transfer in the form of cash transfer; (3) local currency gensrated .
from the resource transfer; and (4) technical aseiatanct £or"
program monitoring and institutional strengthening.

In order to achieve the program purpose, a set of policy reform
conditions were developed jointly with the Government of Rwanda.
The monies would be disbursed in two tranches of $15 million and“‘
#10 million, respectively, :

) Addxtxonal PMPR Program details are found on the attachcd“psgtss‘
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Block 18. Summary Description: RWANDA PRODUCTION AND
MAREKETING POLICY REFORM (PMPR) PROGRAM (696-0135) (continued)

DEVELOPMENT PROBLEM. It is becoming increasingly difficult for
Rwandans to find productive employment. On-farm employment
opportunities are limited. No exploitable areas remain and no
acceptable agricultural technologies, which could productively
use the growing labor supply, appear in hand. A landless labor
class is emerging as many farms can no longer be subdivided among
family members and still be feasible economic units. With
Africa's highest population density (1,100 people per square
kilometer of arable land), a high population growth rate (3.4
percent), and despite a generally conducive agricultural policy
framework, the sector's ability to provide new productive
employment opportunities does not appear encouraging.

In Rwanda, it is in the non-farm sectors where opportunities for
new employment exist. Unlike that for agriculture, the policy
framework facing non-farm sectors has been much less conducive to
growth, having been characterized as dirigist, quasi-
isolationist, and import substitution oriented. However, since
the Government of Rwanda (GOR) launched a comprehensive
structural adjustment program to reform its policy framework in
late 1990, prospects for increasing productive employment in
Rwanda's non-farm sectors of manufacturing and commerce have
improved significantly.

Rwanda's structural adjustment program has been developed with
support from the World Bank and IMF., At a recent donor meeting
in Paris, bilateral donors, including the U.S., pledged financial
support for Rwanda. 1Its reform program is replacing the dirigist
policies of the 1980s with market-oriented reforms,

The non-farm manufacturing and commerce sectors are the key
sectors adversely affected by the current economic and financial
crisis and distorted incentive structure. The manufacturing and
" commerce (including services) sectors are defined to include both
formal, i.e., registered, and informal, i.e., unregistered, firms
engaging in production and marketing activities., A considerable
body of analysis has concluded that Rwanda's current non-£farm
structure has evolved into its present state largely as the
result of government policies and administrative regulatory
mechanisms, These policies had the government directing and
controlling imports, investment, profit margins, price, movement
of labor, entry into business, and, just as importantly, exports.
Given Rwanda's land and population constraints, these sectors
have an important role to play. They can provide employment and
domestic value-added goods needed and desired by Rwandans and
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help diversify Rwanda's virtual dependency on coffee and tea
exports,

Program Goal and Purpose. The goal is to contribute to growth in
employment and production in the medium term. To that end, the
program purpose is to increase competition in the short run, and
subseguently production and employment, in manufacturing and
related sectors., The A,I.D. program is summarized in the logical
framework in Annex B,

Program Components. The program has four components: (1) policy
reform; (2) resource transfer in the form of cash transfer; (3)
local currency generated from the resource transfer; and (4)
technical assistance for program monitoring and institutional
strengthening.

(1) The policy reforms A.I.D. has identified firmly support
the Government of Rwanda's (GOR) own structural reform agenda and
form the core of policies which support the change to market-
driven signals in Rwanda's non-farm sectors., They address three
critical areas affecting the manufacturing and commerce sectors:
(a) the foreign exchange allocation and import system; (b) the
restrictive trade regime; and (c¢) the number of prices under
government control, These reforms are important interim steps in
the process of moving toward an economic environment with a less
restrictive import regime (an open general licensing system), a
more export-oriented outlook, and fewer government-fiated price
and profit margin controls. The A.I.D.,-supported reforms address
currently the key ‘constraints facing the manufacturing and
commerce sectors, as identified in Section III.B. above.

The proposed PMPR, together with institutional strengthening and
complementary measures identified in Rwanda's larger adjustment
program, can begin the restructuring of the distorted incentive
structure facing Rwanda's manufacturing and commerce sectors from
one that is responsive to government directives (the formal
segments) or repressed (the informal segments) by directives to
one that is less fettered by government and guided by market
forces.

(2) The proposed PMPR will provide a total of $25 million.,
It will be disbursed in two tranches, with $15 million for the
first tranche. The dollars will be disbursed in the form of cash
transfers., The dollar resources are provided to reduce real and
perceived risks and uncertainties associated with the change from
the current administratively-allocated import system to the
market- or price-driven system. Providing resources as a cash
transfer had signalled firmly to the GOR the USAID priority that
the new system be implemented in a transparent and non-
discriminatory fashion. How the new import licensing and foreign
exchange allocation system is actually implemented will be
crucial in determining the momentum of the GOR's overall
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stractural adjustment prograr and the private sector's confidence
in the reform program. Theilr assessment of the GOR's intent and
commitment will influence whether and how they will respond to
*he ¢changing incentive structure,

(3) Tre local currealy (23uivalent to $25 million)

generited by the dollar ::a'*‘ers will be used to help red
overament arrears to private sector manufacturers, commer

concerns (e.g., transporters) and other priva+e Suppliers,

r2duction of arrears will be a critical factor in boosting
business confidence and reducing some credit crunch,

)tﬂl

(4) The PMPR's monitoring and institutional str
component supbliements GOR and other donor efforts to
there is an on-going and timely monitoring and analysis
capability for overseeing and assessing the impact of the A.I.D.-
supported reforms and associated parts of the larger SAP on
competition, production and employment. It addresses two
weaknesses in the GOR's Structural Adjustment Program: the
absence of a vehicle to raoidly assess the evolving inpact of
policy changes, and the unsatisfactory record of collecting,
processing, and analyzing even small sets of survey data on a
timely basis., USAID support is to help identify, on a timely
basis, areas which could be implemented more rapidly or which
require modifications., 1In this manner, potential poroblems can te
identified and focused upon before they may become threatening to
the over-all adjustment program, It may also help to control and
dispel incorrect rumors and suppositions about the actual impact
of PMPR, as well as its converse, provide concrete information to
generate confidence in the new import system and the government's
commitment to structural adjustment. Just as importantly, this
component, while benefiting the GOR, will also benefit the
Mission. First, the base-line data collected can permit a better
assessment of the program's people-level impact. Second,
information collected during the life-of-program can help USAID
work with the GOR to correct problems as they are identified and
taxe advantage of emerging opportunities,

A Monitoring Unit will be established in the Ministry of Plan to
implement this PMPR program component, Given the overriding
importance of this component to ensuring the PMPR program's
impact is as envisaged, it is treated in a separate section (See
Section VI.). Technical assistance will be provided as neeiled to
support the implementation and further formulation of policy
reforms, as well as to strengthen institutions which support the
reform implementation, monitoring, and evaluation process.

Twelve months of funding for this component will come from an on-
going USAID policy reform project. Approximately $493,000 and
local currency eguivalent to $90,000 will be provided.
Thereafter, a new A.I.D. project will provide the funding. The
size of the project is projected to be $3.6 million and local
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currency to be equivalent to $566,000. This latter estimate does
not yet include in-kind contributions by the GOR.

Program Impact and Beneficiaries. The program impact and
beneficiaries are discussed in detail in Section VII and Annex F.
T-e ultimate beneficiaries will be:

-- rural and urban Rwandans who will have a greater supply
and variety of reguired and desired goods and services to
purchase, some at lower real prices; and subsequently

-- Rwandans who will be employed as a result of new
production activities, both for domestic and export markets,
in the restructuring manufacturing and commerce sectors.

Given Rwandan social structures, new employment will result in
part of the income earned being transferred to rural areas.
Linxages and the passing of assistance from non-farm workers back
to the farm through the extended family structures are very
strong traditional social structures., Rwanda's adegquate road
network, by sub-Saharan standards, and large number of traders
and rural merchants, will help ensure that the additional
production by the manufacturing sector will be marketed widely
throughout the country.

Women are also expected to benefit. If past experience in Rwanda
can be used as a guide, roughly one-fifth of all new businesses
created as a result of the reforms will be women-directed., Women
will account for roughly one-fifth of all new employment. Of the
women-directed enterprises, an overwhelming percentage (90
percent) of them can be expected to be small and micro
enterprises. About two-thirds of the women will begin activities
in commerce with most of the remainder being in small and micro
manufacturing activities,

The PMPR's people-level impact, particularly on employment and
output, can be more clearly seen by detailing the linkages
between the ultimate and intermediate beneficiaries., Additional
detail on the linkages can found in Annex G, Cases Studies.
Intermediate beneficiaries include currently efficient
manufactures and commercial concerns, importers, shopkeepers, and
transporters., They will benefit from non-discriminatory access
to foreign exchange, fewer constraints regarding the type of
items which can be imported, fewer price and margin controls.
Having greater freedom in making production and marketing
decisions is expected to stimulate efficient manufacturers to
increase employment and output in the first instance. Small
rural and urban shopkeepers, and transporters in the commercial
sector will benefit from a greater production which they can then
buy and sell., Ultimately, Rwanda's consumers will benefit from
having an increased supply of goods.
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To economize on the increased price of foreign exchange, these
firms are expected to seek out ways to take greater advantage of
local inputs. This would stimulate a second round effect on
enterprises heretofore benefiting little or not at all from
formal manufacturing activity. Based on their first round of
experience, manufacturers and commercial concerns can pbe expected
to increase their investment and, possibly, entry into different
product lines.

Importers of final consumer goods and intermediate goods have
bean constrained by government policies., They will benefit from
the PMPR-supported changes. They can be expected to try to
import more and different types of final goods, given the removal
of government regulations on the types and quantities of imports.
Goods whose import was tightly controlled include blankets,
plastic products, hoes, and other small agricultural implements.

Larger importers are expected to serve the needs of small and
informal sector enterprises who may not be large enough to
participate directly in the new import system. These smaller
producers will still benefit by obtaining access to needed
imported intermediate goods and then being able to transform them
domestically (i.e., adding local value-added). :

Another group of intermediate beneficiaries are those
manufacturers and commercial concerns who have been constrained
by government policy from trying to develop export markets for
their goods., While the impact of the program's export promotion
component will be very limited during the life of the PMPR, it
nevertheless can generate future benefits in terms of greater
employment and linkages with other local suppliers, and foreign
exchange earnings. As Rwanda becomes more supportive of exports,
the smaller transporters who have long crossed borders illegally
are expected to benefit in reduced operating costs. In some
cases, an export market may serve to help bring along the
development of domestic markets.

Groups Made Vulnerable by PMPR. It is important to differentiate
between those Rwandans who may be made vulnerable (a) by the
A.I.D. PMPR Program, (b) the GOR's overall Structural Adjustment
Program, and (c) those likely to be vulnerable regardless of the
presence of a reform program. The negative consequences of the
PMPR program's reforms will fall on groups traditionally
considered non-vulnerable: owners and employees of inefficient
larger formal firms (including parastatals) in the manufacturing
and commerce sectors, and to a minor extent civil servants,
Traditionally vulnerable groups, including the rural poor, are
expected to benefit from the A.I.D. supported reforms, as set
forth above,

The A.I.D.-supported reforms have been designed to lessen the
initial shock of the reforms, but not avoid their fundamental
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intent, in four ways. First, the reduction of GOR arrears to
private sector firms will largely benefit formal firms, some of
whom could be adversely affected by the PMPR. By having their
arrears reduced, they will receive a needed cash injection that
can be used to help them adjust. Second, the GOR has decided to
change slowly from a GOR managed exchange rate. Rather than jump
directly to a market-determined exchange rate, it is moving first
to an interim managed system so firms will not see the dramatic
exchange rate changes, hence changes in their costs of
production, as were seen in other reform programs. Third, the
GOR has decided to reserve 30 percent of all foreign exchange
allocated under the new system for essential goods (e.g., petrol,
0il, lubricants, pharmaceuticals, school supplies). Finally, the
PMPR has a monitoring component which is intended to rapidly
identify and assess the magnitude of impact, both negative and
positive, 1In the case of the former, the monitoring system can
give the GOR more time to respond and correct an adverse impact
which it believes to be unacceptable.

The last three measures can help ease the adverse effects of
reforms beyond those supported by the A,I.D. program. Since the
monitoring system can help identify potential problems, the
A.I.D. program could afford some assistance to groups vulnerable
for reasons other than the A,I.D. program. :

Policy Conditionality. 1In order to achieve the program purpose,
a set of policy reform conditions were developed jointly with the
Government of Rwanda. The monies would be disbursed in two
tranches of $15 million and $10 million, respectively.

Conditions Precedent to the Disbursement of the First Tranche,
Two conditions precedent to the disbursement of the first tranche
are proposed:

"Condition 1. The Government of Rwanda will have replaced the
existing administratively programmed foreign exchange allocation
and controlled import licensing system with an interim licensing
and allocation system that is responsive to market conditions and
has the following characteristics:

(a) the Government of Rwanda will publicly
announce the amount of foreign exchange available for
allocation in each period;

(b) firms and individuals submitting requests for
foreign exchange will pay at the time of filing a non-
refundable application fee equivalent to five percent
of the value of their request in local currency;

(c) if the requests exceed the available foreign

exchange, the Government of Rwanda will reduce
proportionately and non-discriminately by a factor
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egqual to the relationship between the overall
availability of foreign exchange and the total amount
requested;

(d) the Government of Rwanda will issue the
necessary documentation and approvals permitting those
who received foreign exchange to import without undue
delay; and

(e) the Government of Rwanda will publish each
month for public distribution the names of firms and
individuals who have requested foreign exchange under
the new system, how much and for which imports they
requested foreign exchange, and how much was allocated
to each requestor and for which imports."

"Condition 2., The Government of Rwanda will have:

{a) eliminated all controls on profit margins,
except for monopolies;

(b} abolished fixed prices and profit margins for
all goods and services, except for a limited number;
and

(c) replaced quantitative restrictions protecting
local industry with a reduced number of tariffs from
twenty-three to seven and reduced range of customs
duties and import surcharges from between zero and 250
percent to 10 and 100 percent."

Conditions Precedent to the Disbursement of the Second Tranche.
Three conditions precedent to the disbursement of the second
tranche are proposed:

"Condition 1. The Government of Rwanda will have c¢ontinued to
implement the new import system which has the characteristics
stipulated in Tranche 1., Condition 1. above; or will have
implemented an Open General Licensing (OGL) system.™

"Condition 2. The Government of Rwanda (GOR) will have initiated
a comprehensive review of its export promotion policies.,"

"condition 3. The Government of Rwanda will have reduced its
arrears to domestic creditors by at least the equivalent US$ 15
million (calculated at the time of signing the Agreement)."
Covenants. Two covenants are proposed:

"Covenant 1. The Government of Rwanda shall covenant

to take steps:
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(a) to implement an Open General Licensing System
for imports;

(b) to implement and reinforce, if necessary, its
capacity to monitor the operation of the new foreign
exchange allocation and liberal import licensing
system, with particular reference to its effect on the
manufacturing and commerce sectors and their linkages
with the rest of the economy; and

(c) to further reduce arrears to domestic
creditors by at least the equivalent of US$10 million
(calculated at the time of signing the Agreement).

"Covenant 2. The Government of Rwanda will meet with
USAID, as necessary, to discuss developments concerning
the implementation of the policy reforms, their impact,
and government's review of export promotion policies."

Disbursement Schedule., There are no set dates by which the GOR
must comply with the PMPR policy conditions. The GOR can
request, in writing, that A,I.D. release the funds when the GOR
believes it has fulfilled the relevant conditions. USAID, in
conjunction with the REDSO/ESA lawyer, will make the
determination as to whether the conditions have been fulfilled.
USAID estimates that the first tranche will be released in the
fourth quarter of FY 1991 and the second tranche by the start of
the second quarter of FY 1992,

Status of Negotiations, Changes suggested in the PAIP ECPR
guidance cable (State 210761, dated June 27, 1991) were discussed
with the GOR. 1Importantly, between the PAIP submission and the
start of the PAAD design, the GOR requested USAID to begin.
implementing the PMPR institutional strengthening and technical
assistance component as soon as possible, even before the PMPR
ProAg would be signed, Drafts of the Program Agreement,
Authorization, and Action Memorandum have been sent to REDSO/ESA
for RLA clearance, Similarly, to expedite the process, the GOR
has also begun reviewing a draft of the Program Agreement.

The Ministers of Plan, Foreign Affairs (in Rwanda, this Minister
signs all donor agreements), and a special Minister in the
President's Office have all indicated to USAID at various times,
the GOR's overall agreement with the PMPR, and their willingness
to proceed to the signing as soon as possible.
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EXECUTIVE SUMMARY

RWANDA PRODUCTION AND MARKETING POLICY REFORM (PMPR) PROGRAM
(696-0135)

DEVELOPMENT PROBLEM. It is becoming increasingly difficult for
Rwandans to find productive employment. On-farm employment
opportunities are limited. No exploitable areas remain and n
acceptable agricultural technologies, which could productively
use the growing labor supply, appear in hand., A landless labor
class is emerging as many farms can no longer be subdivided among
family members and still be feasible economic units. With
Africa's highest population density (1,100 people per square
kilometer of arable land), a high population growth rate (3.4
percent), and despite a generally conducive agricultural policy
framework, the sector's ability to provide new productive
employment opportunities does not appear encouraging.

In Rwanda, it is in the non-farm sectors where opportunities for
new employment exist, Unlike that for agriculture, the policy
framework facing non-farm sectors has been much less conducive to
growth, having been characterized as dirigist, gquasi-
isolationist, and import substitution oriented. However, since
the Government of Rwanda (GOR) launched a comprehensive
structural adjustment program to reform its policy framework in
late 1990, prospects for increasing productive employment in
Rwanda's non-farm sectors of manufacturing and commerce have
improved significantly.

Rwanda's structural adjustment program has been developed with
support from the World Bank and IMF. At a recent donor meeting
in Paris, bilateral donors, including the U.S., pledged financial
support for Rwanda. 1Its reform program is replacing the dirigist
policies of the 1980s with market-oriented reforms.

The non-farm manufacturing and commerce sectors are the key
sectors adversely affected by the current economic and financial
crisis and distorted incentive structure, The manufacturing and
commerce (including services) sectors are defined to include both
formal, i.e., registered, and informal, i.e., unregistered, firms
engaging in production and marketing activities. A considerable
body of analysis has concluded that Rwanda's current non-farm
structure has evolved into its present state largely as the
result of government policies and administrative regulatory
mechanisms. These policies had the government directing and
controlling imports, investment, profit margins, price, movement
of labor, entry into business, and, just as importantly, exports.
Given Rwanda's land and population constraints, these sectors
have an important role to play. They can provide employment and
domestic value-added goods needed and desired by Rwandans and
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help diversify Rwanda's virtual dependency on coffee and tea
exports,

Program Goal and Purpose. The goal is to contribute to growth in
emplovment and production in the medium term. To that end, the
projram purpose is to increase competition in the short run, and
subsequently production and employment, in manufacturing and
related sectors., The A.I.D. program is summarized in the logical
framework in Annex B,

Program Components, The program has four components: (1) policy
reform; (2) resource transfer in the form of cash transfer; (3)
local currency generated from the resource transfer; and (4)
technical assistance for program monitoring and institutional
strengthening.

(1) The policy reforms A.I.D, has identified firmly support
the Government of Rwanda's (GOR) own structural reform agenda and
form the core of policies which support the change to market-
driven signals in Rwanda's non-farm sectors. They address three
critical areas affecting the manufacturing and commerce sectors:
(a) the foreign exchange allocation and import system; (b) the
restrictive trade regime; and (c) the number of prices under
government control, These reforms are important interim steps in
the process of moving toward an economic environment with a less
restrictive import regime (an open general licensing system), a
more export-oriented outlook, and fewer government-fiated price
and profit margin controls. The A.I.D.-supported reforms address
currently the key constraints facing the manufacturing and
commerce sectors, as identified in Section III.B. above,

The proposed PMPR, together with institutional strengthening and
compiementary measures identified in Rwanda's larger adjustment
program, can begin the restructuring of the distorted incentive
structure facing Rwanda's manufacturing and commerce sectors from
one that is responsive to government directives (the formal
segments) or repressed (the informal segments) by directives to
one that is less fettered by government and guided by market
forces.

(2) The proposed PMPR will provide a total of $25 million.
It Wwill be disbursed in two tranches, with $15 million for the
first tranche. The dollars will be disbursed in the form of cash
transfers. The dollar resources are provided to reduce real and
perceived risks and uncertainties associated with the change from
the current administratively-allocated import system to the
market~ or price-driven system, Providing resources as a cash
transfer had signalled firmly to the GOR the USAID priority that
the new system be implemented in a transparent and non-
discriminatory fashion. How the new import licensing and foreign
exchange allocation system is actually implemented will be
crucial in determining the momentum of the GOR's overall
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structural adjustment program and the private sector's confidence
in the reform program. Their assessment of the GOR's intent and
commitment will influence whether and how they will respond to
the changing incentive structure,

(3) The local currency (eguivalent to $25 million)
generated by the dollar transfers will be used to help reduce
government arrears to private sector manufacturers, commercial
concerns (e.g., transporters) and other private suppliers. The
reduction of arrears will be a critical factor in boosting
business confidence and reducing some credit crunch.

(4) The PMPR's monitoring and institutional strengthening
component supplements GOR and other donor efforts to ensure that
there is an on-going and timely monitoring and analysis
capability for overseeing and assessing the impact of the A.I.D.-
supported reforms and associated parts of the larger SAP on
competition, production and employment. It addresses two
weaknesses in the GOR's Structural Adjustment Program: the
absence of a vehicle to rapidly assess the evolving impact of
policy changes, and the unsatisfactory record of collecting,
processing, and analyzing even small sets of survey data on a
timely basis., USAID support is to help identify, on a timely
basis, areas which could be implemented more rapidly or which
require modifications., 1In this manner, potential problems can be
identified and focused upon before they may become threatening to
the over-all adjustment program, It may also help to control and
dispel incorrect rumors and suppositions about the actual impact
of PMPR, as well as its converse, provide concrete information to
generate confidence in the new import system and the government's
commitment to structural adjustment., Just as importantly, this
component, while benefiting the GOR, will also benefit the
Mission. First, the base-line data collected can permit a better
assessment of the program's people-level impact. Second,
information collected during the life-of-program can help USAID
work with the GOR to correct problems as they are identified and
take advantage of emerging opportunities,

A Monitoring Unit will be established in the Ministry of Plan to
implement this PMPR program component, Given the overriding
importance of this component to ensuring the PMPR program's
impact is as envisaged, it is treated in a separate section (See
Section VI.). Technical assistance will be provided as needed to
support the implementation and further formulation of policy
reforms, as well as to strengthen institutions which support the
reform implementation, monitoring, and evaluation process.

Twelve months of funding for this component will come from an on-
going USAID policy reform project. Approximately $493,000 and
local currency equivalent to $90,000 will be provided.
Thereafter, a new A.I.D. project will provide the funding. The
size of the project is projected to be $3.6 million and local

vi \/.



currency to be equivalent to $566,000. This latter estimate does
not yet include in-kind contributions by the GOR.

Program Impact and Beneficiaries. The program impact and
peneficiaries are discussed in detail in Section VII and Annex F.
Tne ultimate beneficiaries will be:

-- rural and urban Rwandans who will have a greater supply
and variety of required and desired goods and services to
purchase, some at lower real prices; and subsequently

~-- Rwandans who will be employed as a result of new
production activities, both for domestic and export markets,
in the restructuring manufacturing and commerce sectors.

Given Rwandan social structures, new employment will result in
part of the income earned being transferred to rural areas.
Linkages and the passing of assistance from non-farm workers back
to the farm through the extended family structures are very
strong traditional social structures. Rwanda's adequate road
network, by sub-Saharan standards, and large number of traders
and rural merchants, will help ensure that the additional
production by the manufacturing sector will be marketed widely
throughout the country.

women are also expected to benefit., TIf past experience in Rwanda
can be used as a guide, roughly one-fifth of all new businesses
created as a result of the reforms will be women-directed. Women
will account for roughly one-fifth of all new employment. Of the
women-directed enterprises, an overwhelming percentage (90
percent) of them can be expected to be small and micro
enterprises. About two-thirds of the women will begin activities
in commerce with most of the remainder being in small and micro
manufacturing activities.

The PMPR's people-level impact, particularly on employment and
output, can be more clearly seen by detailing the linkages
between the ultimate and intermediate beneficiaries. Additional
detail on the linkages can found in Annex G, Cases Studies,
Intermediate beneficiaries include currently efficient
manufactures and commercial concerns, importers, shopkeepers, and
transporters., They will benefit from non-discriminatory access
to foreign exchange, fewer constraints regarding the type of
items which can be imported, fewer price and margin controls,
Having greater freedom in making production and marketing
decisions is expected to stimulate efficient manufacturers to
increase employment and output in the first instance. Small
rural and urban shopkeepers, and transporters in the commercial
sector will benefit from a greater production which they can then
buy and sell. Ultimately, Rwanda's consumers will benefit from
having an increased supply of goods.
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To economize on the increased price of foreign exchange, these
firms are expected to seek out ways to take greater advantage of
local inputs. This would stimulate a second round effect on
enterprises heretofore benefiting little or not at all from
formal manufacturing activity. Based on their first round of
experience, manufacturers and commercial concerns can be expected
to increase their investment and, possibly, entry into different
product lines,

Importers of final consumer goods and intermediate goods have
been constrained by government policies, They will benefit from
the PMPR-supported changes, They can be expected to try to
import more and different types of final goods, given the removal
of government regqulations on the types and gquantities of imports.
Goods whose import was tightly controlled include blankets,
plastic products, hoes, and other small agricultural implements,

Larger importers are expected to serve the needs of small and
informal sector enterprises who may not be large enough to:
participate directly in the new import system. These smaller
producers will still benefit by obtaining access to needed
imported intermediate goods and then being able to transform them
domestically (i.e., adding local value-added).

Another group of intermediate beneficiaries are those
manufacturers and commercial concerns who have been constrained
by government policy from trying to develop export markets for
their goods. While the impact of the program's export promotion
component will be very limited during the life of the PMPR, it
nevertheless can generate future benefits in terms of greater
employment and linkages with other local suppliers, and foreign
exchange earnings. As Rwanda becomes more supportive of exports,
the smaller transporters who have long crossed borders illegally
are expected to benefit in reduced operating costs. 1In some
cases, an export market may serve to help bring along the
development of domestic markets,

Groups Made Vulnerable by PMPR. It is important to differentiate
be-ween those Rwandans who may be made vulnerable (a) by the
A.I.D., PMPR Program, (b) the GOR's overall Structural Adjustment
~Program, and (c) those likely to be vulnerable regardless of the
presence of a reform program. The negative consequences of the
PMPR program's reforms will fall on groups traditionally
considered non-vulnerable: owners and employees of inefficient
larger formal firms (including parastatals) in the manufacturing
and commerce sectors, and to a minor extent civil servants,
Traditionally vulnerable groups, including the rural poor, are
expected to benefit from the A.I.D. supported reforms, as set
forth above,

The A.I.D.-supported reforms have been designed to lessen the
initial shock of the reforms, but not avoid their fundamental
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intent, in four ways. First, the reduction of GOR arrears to
private sector firms will largely benefit formal firms, some of
whom could be adversely affected by the PMPR. By having their
arrears reduced, they wWill receive a needed cash injection that
can be used to help them adijust., Second, the GOR has decided to
cnhange slowly from a GOR maniaged exchange rate. Rather than jump
directly to a market-determined exchange rate, it is moving first
to an interim managed system so firms will not see the dramatic
exchange rate changes, hence changes in their costs of
production, as were seen in other reform programs, Third, the
GOR has decided to reserve 30 percent of all foreign exchange
allocated under the new system for essential goods (e.g., petrol,
oil, lubricants, pharmaceuticals, school supplies). Finally, the
PMPR has a monitoring component which is intended to rapidly
identify and assess the magnitude of impact, both negative and
positive, 1In the case of the former, the monitoring system can
give the GOR more time to respond and correct an adverse impact
which 1t believes to be unacceptable,

The last three measures can help ease the adverse effects of
reforms beyond those supported by the A.I.D. program. Since the
moni-oring system can help identify potential problems, the
A.I.D. program could afford some assistance to groups vulnerable
for reasons other than the A.I.D. program,

Policy Conditionality. 1In order to achieve the program purpose,
a set of policy reform conditions were developed jointly with the
Government of Rwanda, The monies would be disbursed in two
tranches of $15 million and $10 million, respectively.

Conditions Precedent to the Disbursement of the Pirst Tranche.
Two conditions precedent to the disbursement of the first tranche
are proposed:

"Condition 1. The Government of Rwanda will have replaced the
existing administratively programmed foreign exchange allocation
and controlled import licensing system with an interim licensing
and allocation system that is responsive to market conditions and
has the following characteristics:

(a) the Government of Rwanda will publicly
announce the amount of foreign exchange available for
allocation in each period;

(b) firms and individuals submitting requests for
foreign exchange will pay at the time of filing a non-
refundable application fee equivalent to five percent
of the value of their reguest in local currency;

(c) if the requests exceed the available foreign

exchange, the Government of Rwanda will reduce
proportionately and non-discriminately by a factor
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eq4al to the relationship between the overall
availability of foreign exchange and the total amount
reguested;

(3d) the Government of Rwanda will issue the
necessary documentation and approvals permitting those
wno received foreign exchange to import without undue
delay; and

(e) the Government of Rwanda will publish each
month for public distribution the names of firms and
individuals who have requested foreign exchange under
the new system, how much and for which imports they
regquested foreign exchange, and how much was allocated
to each requestor and for which imports."

"Condition 2., The Government of Rwanda will have:

(a) eliminated all controls on profit margins,
except for monopolies;

(b) abolished fixed prices and profit margins for
all goods and services, except for a limited number;
and

(c) replaced quantitative restrictions protecting
local industry with a reduced number of tariffs from
twenty-three to seven and reduced range of customs
duties and import surcharges from between zero and 250
percent to 10 and 100 percent,"

Conditions Precedent to the Disbursement of the Second Tranche.
Three conditions precedent to the disbursement of the second
tranche are proposed:

"Condition 1. The Government of Rwanda will have continued to
implement the new import system which has the characteristics
stipulated in Tranche 1., Condition 1., above; or will have
implemented an Open General Licensing (OGL) system,"

"Condition 2. The Government of Rwanda (GOR) will have initiated
a comprehensive review of its export promotion policies.,"

"Condition 3. The Government of Rwanda will have reduced its
arrears to domestic creditors by at least the equivalent US$ 15
million (calculated at the time of signing the Agreement)."

1

Covenants. Two covenants are proposed:

"Covenant 1. The Government of Rwanda shall covenant
to take steps:
l O
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(a) to implement an Open General Licensing System
for imports;

(b) to implement and reinforce, if necessary, its
capacity to monitor the operation of the new foreign
exchange allocation and liberal import licensing
system, with particular reference to its effect on the
manufacturing and commerce sectors and their linkages
with the rest of the economy; and

(c) to further reduce arrears to domestic
creditors by at least the egquivalent of US$10 million
(calculated at the time of signing the Agreement).

"Covenant 2. The Government of Rwanda will meet with

JSAID, as necessary, to discuss developments concerning
the implementation of the policy reforms, their impact,
and government's review of export promotion policies,"

Disbursement Schedule. There are no set dates by which the GOR
must comply with the PMPR policy conditions. The GOR can
request, in writing, that A.,I.D. release the funds when the GOR
believes it has fulfilled the relevant conditions., USAID, in
conjunction with the REDSO/ESA lawyer, will make the
determination as to whether the conditions have been fulfilled.
USAID estimates that the first tranche will be released in the
fourth quarter of FY 1991 and the second tranche by the start of
the second quarter of FY 1992,

Status of Negotiations, Changes suggested in the PAIP ECPR
guidance cable (State 210761, dated June 27, 1991) were discussed
with the GOR. Importantly, between the PAIP submission and the
start of the PAAD design, the GOR requested USAID to begin
implementing the PMPR institutional strengthening and technical
assistance component as soon as possible, even before the PMPR
ProAg would be signed. Drafts of the Program Agreement,
Authorization, and Action Memorandum have been sent to REDSO/ESA
for RLA clearance., Similarly, to expedite the process, the GOR
has also begun reviewing a draft of the Program Agreement,

The Ministers of Plan, Foreign Affairs (in Rwanda, this Minister
signs all donor agreements), and a special Minister in the
President's Office have all indicated to USAID at various times,
the GOR's overall agreement with the PMPR, and their willingness
to proceed to the signing as soon as possible,.
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I. RWANDA'S LONG TERM DEVELOPMENT PROBLEM AND THIS AEPRP

It is becoming increasingly difficult for Rwandans to find
productive employment., On-farm employment opportunities are
limited., No exploitable areas remain and no acceptable
agricultural technologies, which coul? productively use the
growing labor supply, appear in hand. A landless labor class
is emerging as many farms can no longer be subdivided among
family members and still be feasible economic units., With
Africa's highest population density (1,100 people per square
kilometer of arable land), a high population growth rate (3.4
percent), and despite a generally conducive agricultural policy
framework, the sector's ability to provide new productive
employment opportunities does not appear encouraging.

In Rwanda, it is almost exclusively in the non-farm sector where
opportunities for new employment exist. Unlike that for
agriculture, the policy framework facing non-farm sectors has
been much less conducive to growth, having been characterized as
dirigist, quasi-isolationist, and import substitution oriented.
However, since the Government of Rwanda (GOR) launched
comprehensive structural adjustment program to reform its policy
framework in late 1990, prospects for increasing productive
employment in Rwanda's non-farm sector, manufacturing and
commerce, have improved significantly.

This AEPRP promotes increased competition in the short-run and
subsequently employment in Rwanda's non-farm sectors. It
provides financial support for the sustained implementation of
new policies that ameliorate key constraints to the operation of
market forces, in particular, the formal and informal
manufacturing and commerce sectors. The expected short-term
result is an increased supply of goods and services, with the
subsequent effects of increased employment,

1. BACKGROUND: RECENT DEVELOPMENT AND GOVERNMENT ACTIONS

A. Current Macroeconomic Situation and Rear -Term Outlook2

Rwanda's recent declining economic performance and financial
difficulties have been influenced by three major factors:

l"’I‘endenaces de la Production Agricole et Son Impact sur la
Securite Alimentaire®™ O. Ngarambe, Dr., G, Lassiter, and Dr. S.
Loveridge., Service des Enquetes et Statistiques Agricoles (SESA),
April 1989. [an USAID-funded project]

2Annex A summarizes Rwanda's and the GOR's economic and
financial information in tables.
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-- unfavorable weather conditions;

-- worsening terms of trade due to falling world coffee
prices; and

-- delayed macroeconomic adjustment by the GOR,

The war in October 1990 further aggravated the situation.
Unexpected military outlays increased the budget deficit,
significantly weakened the balance of payments position, and
resulted in a substantial increase in domestic arrears to private
suppliers and banks.

Real GDP stagnated in 1988 and declined by almost 6 percent in
1989, bringing it - to a level below that in 1983 (GOR, Pebruary
15, 1991). 1Inflation during this period averaged less than 4
percent per year, reflecting the effect of GOR price controls and
an appreciation of effective exchange rate. As a result of
adverse weather, agricultural output fell by 14 percent during
1988-1989,.

The economy's performance continued to worsen in 1990, especially
in the last quarter as a result of the war. Real GDP was
estimated to fall by 2 percent, despite a recovery in
agricultural exports. The volume of coffee exports had increased
by 60 percent over 1989 levels. Manufacturing, trade, tourism,

and transportation activities were most adversely affected by the
economic difficulties and the war.

Inflation began to pick up toward the second half of 1990, and is
projected to be much higher in 1991, in the order of 25 to 30
percent. The expected increase will result in part from the
GOR's implementation of its structural adjustment program and in
part due to the continued closure of Rwandan's main export and
import route through Uganda to Kenya's port of Mombasa. Rebel
activity has closed the Rwandan-Ugandan border. Overland imports
and exports must now go via Tanzania, which takes twice as long.
Transport costs were also dramatically higher, until the GOR
recently changed its policy to let Renyan and Ugandan ,
transporters deliver goods to Rwanda, as opposed to only Rwandan
transporters. The cost of transport through Tanzania has fallen
to only $20 per metric ton more than the average of $180 per
metric ton paid before the border closed.

1. Government Pinance,

By late 1990, the country's financial position reached a crisis
stage, The budget deficit rose substantially, from 7.3 percent
of GDP excluding grants (or 4.0 percent with grants) in 1989 to
11.7 percent (or 8.4 percent with grants) in 1990. The large
increase in the deficit was due, in part, to falling tax revenue,
but largely as a result of substantial increases in spending.



With the exceotion of the coffee export tax revenue, all tax
revenues {(i,e,, income and profits, excise and sales, and import
3uties) declined in 1990. Total revenue was 9 percent lower than
the previods year due to the decline in economic activity and
lower imports, On the expenditure side, total government
scending rose by more than 15 percent. 11 of the increase was
in current spending (30 percent)., Capital outlays actually fell
by 11 percent as project implementation slowed down noticeably.
The sharp increases in current spending are largely accounted for
by the increased security-related outlays, and by the large
transfer to the coffee sector. The latter went up from RWF 2
billion in 1989 to RwWf 4 billion in 1990.

The GOR also accumulated substantial domestic arrears, estimated
at RWF 5.3 billion (3.9 percent of GDP) at the end of fiscal
1990. The deficit was largely financed by the domestic banking
system, Net bank credit to the GOR rose by more than 20 percent.
The rest of the economy was squeezed as credit to non-government
entities fell by 3 percent. With net foreign assets declining
sharply toward the end of 1990, the money supply rose by only 5
percent,

2. Balance of Payments.

Between 1986 and 1989, the cumulative deterioration in Rwanda's
terms of trade amounted to approximately 40 percent. In 1990,
the terms of trade continued to deteriorate. Coffee and tea
prices, Rwanda's two principal export crops, were down
significantly. Coffee accounts for over three-quarters of
Rwanda's foreign exchange earnings and tea another fifth., The
export price of coffee fell by about 33 percent in 1990. The
impact on the balance of payments would have been worse had it
not been for a 60 percent increase in the volume exported. The
increased volume resulted from a good harvest and substantial
draw down of stocks, Other exports fell by about 12 percent.
The total value of exports stagnated in 1990 after a declining
steadily since 1986.

Imports, cons-rained by export earnings, lower capital inflows,
and restrictive import policy, continued to fall. Total imports
fell by 10 percent in 1990, with military imports rising sharply
at the expense of other imports. Total imports in 1990 were 20
cercent lower than the 1986 level in nominal SDR terms (SDR 172
million in 1990 as compared with SDR 221 million in 1986).
Tourism, another foreign exchange earning source, also went down
in 1990 because the conflict was centered near several of
Rwanda's main tourist attractions.

The current account deficit declined by about 10 percent in 1990;
it was estimated at SDR 73 million ($95 million). This was
mostly due to drastic cuts in imports. Total net capital inflows
in 1990 (SDR 25 million) was only half of the 1989 level., This
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ly due to the implementation slowdown of externally
rojects and partly because of much lower direct

. The latter was estimated at slightly more than SDR 4
cout one-third of the 1989 level.

Because of a nuch lower level of capital flows, the current
account deficit was largely financed by a draw down of foreign
exchanje reserves, Reserves were depleted by the end of 1990,
and external arrears accumulated, estimated at SDR 4,6 million.
Qutstanding external debt went up to almost 30 percent of GDP,
with debt service payments accounting for 18 percent of export
earnings.

3. Near-Term Outlook.

the next three years (1991-1993), the country's financial
ation will continue to be very fragile. Economic growth is
cted to be only one percent in 1991, rising to about 3.5

nt in 1992 and 1993, The annual inflation rate for 1991 is
ected to be more then 20 percent, partly as a result of the
recent Jdevaluation and lifting of price controls. As tightening
financial and income policies take hold, inflation is expected to
pe lower in 1992 and 1993,
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The balance of payments position will remain weak. Exports in
value terms are not expected to resume growth again until 1992
(currently projected at about 8 percent); they are estimated to
fall by 4 percent in 1991. 1Imports, with balance of payments
support from bilateral donors, the World Bank, IMF, and other
multilateral donors, are projected to grow by 1l percent in 1991,
The current account deficit for 1991 is expected to be about SDR
122 (%130 million). It is projected to fall modestly to about
SDR 95 million ($130 million) in 1993,

Capital inflows are projected to increase sharply because of
large anticipated external balance of payments assistance, Over
the next three years, the average annual capital inflows are
prolec-ed to be about SDR 115 million ($156 million). This
shou:ld be adequate for financing the current account deficit,
elininating the external arrears, and building up the foreign
exchange reserve position.

The budget deficit will continue to be high in 1991, estimated at
more than RwF 20 billion (about $160 million). It is expected to
ce reduced to RWF 17 billion and RwF 15 billion in 1992 and 1993
espectively, as military spending and transfers to the coffee
sector are reduced, other expenditure outlays contained, and
government revenue increased,
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GOR revenues are projected by the IMF to increase significantly
(32 percent in 1991, and by 67 percent between 1990 and 1993)
because of different reforms in tax policy and strengthening of
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tax administration, However, USAID has concluded that the
revenue projections are based on overly optimistic assumptions
ra23ardingy the tax reform impact on government revenue Jeneration,
Conseguen-ly, the projected budjet deficit given in the IMF
program 3nould be viewed as the best hopeful, but unlikely,
ouiLcome,

B3, The Government of Rwanda Response

The current economic and financial crisis reflects in part
unfavorable external and non-economic factors, in part structural
W=zaxknesses 1n the Rwandan economy, but also postponed
nacroeconomic adjustment in response to changing world market
conditzions. The economic decline, structural weaknesses, and
weaxenini fZinancial position were evident since the coffee price
collapse in 1987, Until 1990, the GOR chose to postpone
difficult macroeconomic and structural adjustment. 1Instead its
policy was one of "no adjustment,"™ This policy was financially
unsustainable, hence the resulting f£inancial crisis.

In 1989 the GOR approached the IMF and the Wworld Bank for
assistance. Between 1989 and 1991, a Policy Framework Paper
(pFP) for 1991-1993 was developed jointly with the GOR. The PF?
was approved in April 1991 by both international institutions.
It provides a policy framework for mobilizing external resources
in support of economic stabilization measures and structural
reforms,

Donors support the PFP. In the March 1991 special meeting in
Paris, bilateral donors committed over $120 million above their
regularly planned programs for Rwanda. These commitments covered
tne PFP's first year's financial gap. At the meeting, the 0U.S,
Government committed $20 million of FY (US) 1991 DFA AEPRP
monies.

In April 1991, the IMF agreed to a three-year $42 million (SDR
30.66 million) Structural Adjustment Facility (SAF) with Rwanda.
Tnis is the first IMF program since 1979, The first tranche of
SOR 3.76 is scheduled for disbursement in 1991.

Shortly after the IMF's action, the World Bank approved its First
Structural Adjustment Credit (FSAC) with Rwanda. This $90
million SAC was signed in July 1991 and will be disbursed in two
tranches, The first tranche and retroactive financing of imports
can amount to $73 million -- $55 million from the first tranche
and $18 million for retroactive financing. USAID expects the
World Bank to begin disbursement of the FSAC by October. The
second tranche is scheduled for disbursement in the first half of
1992.

[
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1. Structural Adjustment Program (SAP)

The Structural Adjustment Program adopted by the Rwandan
Goveramz2nt includes a number of macroecononic policies and
structural reforms. They represent a siznificant change from the
dirigist policies of the 1980s, because thev rely more on market
forces. The reforms are intended to (i) improve economic

efficiency, (ii) restore economic growth w.-h moderate inflation,
and (iii) return to a more sustainable goverament finance
situation and viable balance of payments position.

The 1991-1993 PFP outlines economic and financial stabilization
measures for addressing the current macroeconomic disequilibria
and correcting the major distortions in the incentive structure.
It also provides a foundation for dealing with the country's
longer -term structural constraints through a set of policy and
institutional changes. The objective of these changes are:

{(a) to foster an environment conducive to greater
private sector activity, economic efficiency and
international competitiveness;

(b) to rationalize the government budget,
institute budgetary reforms, and imprcve public sector
management, especially in public enterprise reforms;

(c) to address development constraints in
agriculture, human resources (e.g., population, health,
and education),

(d) to safeguard natural resources; and
(e) to develop a safety net to protect vulnzrable

groups which may be adversely affected during the
transition period of the adjustment program,

2. Phasing and Timing of Reforms
The 2TP? policy matrix with its implementation schedule 1is
attached as Annex A. Priority policy ar=as in the next 12 to 13
months are: (i) to address the macroeconomic and financial
imbalances, and (ii) to initiate reforms ian the country's
lncentive structure to enable the private sector to expand its
role in the economy. The latter set of reforms includes:

-~ adopting market-oriented policies toward foreign
exchange allocation, exchange rate,

-- 1liberalizing the trade regime,
-- decontrolling prices and profit margins, and
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-- reforming administrative procedures to reduce the cost
of doing business.

m structural and institutional reforms

Other lon r a
es throughout the PFP period, with period

ajopted i
revisions,

L

3 e
n 3

b
-
DN a

e

er
%

In discussions with USAID, the GOR has re-affirmed that the PF2's
schedule for econonic adjustment remains consistent with the
government's priorities., An intensive GOR review of progress is
scheduled for September -October, 1991, USAID support for that
revieWw has been requested by the GOR. Given the present economic
and financial situation, USAID has concluded that the PFP's first
vear's measures to bring about economic stability and restore
private sector confidence are indeed prerequisites for other
structural reforms. The PFP priority reform areas in
macroeconomic and financial policies together with reforms to
revitalize private enterprises (largely in manufacturing and
trade) are ambitious and will require external support in order
to be fully implemented,

3. USAID Input into the Reform Process

Previous USAID studies (e.g., PRIME, MAPS) have played an
important informative role in the gradual evolution of GOR policy
thinking. Specifically, PRIME studies on the negative effects of
regulatory measures protecting the manufacturing sector from
competition were widely discussed and instrumental in influencing
policy thinking. 1In the MAPS exercise, policy constraints in the
areas of imports, price controls, exchange rate and enterporise
rejistration procedures were clearly identified and discussed
with GOR policymakers.

In the current structural adjustment program, USAID has closely
monitored the GOR process surrounding the development of the new
foreign exchange allocation and import system and, in discussions
with the GOR, has emphasized the need for an open non-
discriminatory system administered by commercial banks.

4, Progress By Submission of AEPRP PAIP

Since late 1990, the Government of Rwanda has implemented several
0f the key macroeconomic policies., They include:

(a) a 40 percent devaluation of the Rwandan franc
to correct for the overvaluation;

(b) an adjustment in interest rates by raising the

minimum (one-year) deposit rate to 12 percent, maximum
lending rate to 19 percent, freeing all other rates on
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osits, and introducing a unified rediscount rate of
percent; and

orices dy an average

c) an increase am
< the actual cost to the

i
75 percent to

Although the need for an exchang=2 rate devaluation was the
subject of UJSAID, Worlid Bank, IM7, and other donor discussions
since the mid-1980s and during the GOR's PFP discussions with the
World Bank and IMF, the GOR took the devaluation action
unilaterally. The GOR has agreed to periodically re-assess the
correctness of the current exchanse rate with the IMF., The IMF
has indicated that it is pleased with the current rate and GOR

statements to make further adjustments, if corditions warrant.

Other key incentive measures called for in the PFP were being
discussed while this AEPRP's PAIP? was being prepared in April.
They include:
(a) an interim marxet-oriented foreign exchange
allocation system;

‘(b) quantitative impor*: restrictions were to be
lifted;

(c) a more rationalized and unified tariff system
with a reduced number of rates is being established;
and

(d) a de facto policy of'decontrolling prices and

profit margins is being pursued, and the government is
in the process of officially implementing the policy.

In May 1991, the GOR discussed the new policies, in particular
the interim foreign exchange allocation and import system, with
different parties in the private sector, such as industrial
irms, traders, importers, and bankers. The existing price and
profit margin controls have no- ceen enforced since late 19990.
In effect, a de facto price ani profit margin liberalization has

lready taken place. However, there is a need to
administratively repeal this law and make the liberalization de
jure, to bring certainty and transparency to the policy measure.
The GOR has begun working toward achieving this objective,
Presently, the legal measure formally removing price and profit
controls is before the nation's "Parliament," the Conseil
National de Developpement (CND), for final approval.

5. Progress Since Submission of PAIP.

Since the submission of the PAIP to AID/W, the GOR has continued
to take steps to implement the PFP, and in particular, several
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ctoral measures directly supported by the AIPRP (see Section
V.3), The GOR:
{a2) 1in May, reduced the maximum tariff rates from over
250 percent to 100 percent and reduced the number of
different rates down to ten;

(b) in June, began the interim foreign exchange
allocation system;

(c) in July, increased electricity rates by an
average of 50 percent and water rates by 50 percent;

(d) 1in July, approved (the CND) the new Public
Investment Program (PIP); and

(e) in July, raised the sales tax by two-thirds.

In early Aagust, Rwanda's Parliament approved the removal of
gquantitative import restrictions, de jure liberalization of the
price and profit controls, and law to reduce export taxes and
export controls. The exact text of the new laws, including the
new amendments and changes to the proposed language are not yet
availacle,

USAID firmly believes that measurable financial assistance
promised by the World Bank, IMF, and Rwanda's donors, combined
with the severity of its economic and financial crisis, has
helped the GOR decide to launch its structural adjustment
program.,

a. Performance of the New Import System. In
June, $20 million was made available under the new foreign
exchange and allocation system, of which $14 million (70 percent)
was reserved for general imports and $6 million (30 percent) for
essential imports. The results are summarized in Table 1.
Overall, Rwandan firms requested only $16.7 million, or 83
percent of what was available., Of the total requested, $12.3
million was for general goods and $4.4 million was for essential
goods. Unfortunately, $1.355 million was allocated for the
import of unspecified goods, whose nature cannot be determinred
without further information. USAID has raised this as an issue
with MINIPLAN in that it may not fulfill the GOR commitment to
transgarent government operations. Since the names of all the
importers in the unspecified category are listed, MINIPLAN has
indicated it will correct how the information is tabulated.
USAID is conducting a separate verification as to what was
approved for import.

—~
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Table 1. Foreign Exchan3je Allocation Under New I-cort System,
Jane 1991,

Amount Allocated rerzant of
Ts2 in US$ 000 Totzl Allocated
A, General Goods (1+2+3): 12,310 T3.8%
of whigch:
1. 1Intermediary Goods 7,228 23,3%
of which:
raw materials 5,960 35 .,Ft
durable goods 1,268 7.7
2. Final Goods 3,727 ~l.3%
3. Goods whose exact
nature is unclear 1,355 2.1
B. Essential Goods (1l+2): 4,378 c5.2%
of which:
1. Intermediate Goods 3,308 _3.8%
2. Final Goods 1,070 3.4%
Total Allocated: 16,6838 Slr.0%(a)
Allocated as Percent of
Available for Allocation 83.4 percent

(a) Totals may not add due to rounding.
Source: adapted from GOR report.

b. Government-Wide Review of Performance on SAP.
On Aagust 6, 1991, a three-day conference of sen::r GOR policy-
makers and bureaucrats began. Its multi-fold oblzztive is for
MINIPLAN, the coordinating ministry for the over :iP and donor
support for the SAP, to present the GOR's perforr:znce over the
past nine months and delineate where the country .35 going in the
next 12 months. The Minister of Plan also statec -hat progress
to date, as agreed with donors, was lagging in ce:rzain areas.
The conference was to determine where and why the-:z were
orociems, and to come to agreement on how to procz==d,

o

]

C. Government of Rwanda's Political Actions

This ASPR? is being implemented in a period of drznatic social
change in Rwanda. Not only has the GOR embarxed --on a wide-
sweeping economic liberalization program, but it ~2s also
embarxed on a fundamental political reform progrz=. Rwanda is
changing from a one party to a multi-party system, New political
parties have been formed. Elections have been scneduled., Over
fifty independent newspapers have sprung up in a c<suntry which
did not even have one daily paper a year ago. Plzns to remove

10
. RN
BEST AVAILABLE COPY )



2trnic information from identification cards and other official
records are being developed., In Rwanda, there is currently an
air of optimism combined with a large measure of concern for the
chanjes that lay ahead, which some have compared to that which
axist iis= o2fore its Independence,

49
[e8
.

S0R actions on both the economic and political fronts can be
viawed as its response to the wide-spread dissatisfaction of the
Iwandan peopie wWith the government's management of the country
and the demand for changes, both in the political and economic.

USAID consultants, part of the Mission's democratization
assessment, have concluded that the atmosphere for
democratization in Rwanda is favorable, but the process will
nevertheless be fitful. The commitment of the country's current
ieadership to democratization is questioned widely by Rwandans.
It is undeniable, however, that the process of political change
has started and has already gained considerable momentum. A
draconian reversal of the current measures would probably be
required to return Rwanda to a single party system, according to

-

JSAID's consuil-ants,

What the final form of Rwanda's economic and political systems
will be is, at present, difficult to predict. 1It remains unclear
whether the economic or political reforms will be altered by the
country's leadership so as to subtly nullify their original
intent. The risk of economic policy reversals is addressed by
the PMPR's emphasis on strengthening the GOR's institutional
capacity to monitor the program on a timely basis. It is
intended to help keep the GOR and USAID abreast of social and
institutional ramifications of the program as they evolve, At
the present time, indications point to a continued willingness to
change. While the USAID-supported "early warning" mechanism of
monitoring may identify unforeseen complications and subsequent
analyses may propose solutions in the spirit of liberalization,
the inevitable political calculus could still reject them. While
reduced, this risk cannot be eliminated. Nevertheless, a
successful AEPRP could have positive spill-over effects regarding
the GOR's credibility on democratization.

III, MANUPACTURING AND COMMERCE SECTORS ANALYSIS

A, Overview

The key non-farm sectors adversely affected by the current
economic and financial crisis and distorted incentive structure
have been manuafacturing and commerce (including services)
sectors. These sectors are defined to include both formal, i.e.,
registered, and informal, i.e., unregistered, firms engaging in
production and marketing. They are considered as a group
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c2c3ise, given the small size of Rwanda's market, treating each
s2piritely risks missing their commonalities. Indeed, survey
~2rx has revealed that a number of their problems, constraints,
ind policy issues are similar, Key elements of the GOR policy
framaworx regualating the private sector have adversely affected
23ch, and their linkages among onre other and with agriculture,
albei: to diifering degrees.

ne formal and more import dependent segments of manufacturing,
smmerce and services sectors have been adversely affected by the
Jrrent economic and financial crisis. A roughly calculation

sed on the PAAD survey suggests that employment in registered
mpanies may have dropped by upwards of 2,000 to 3,000 jobs

nce the 1989 MAPS exercise. This is not 1nconsequent1al.

tal employment in registered companies was estimated to be

ound 10,000 in 1986. Capacity utilization is believed to have
opped from around 50 percent in 1989 to between 20 to 30
rc

0O
ercent in 1991 for larger manufacturing firms.

Lfe] (Lun.lluo()() ()-l

Informal enterprises have also been adversely affected by the
Crisis since a significant number of them rely on imported inputs
or goods produced with imported components. Tailcrs rely on
spares for sewing machines, needles, cloth, thread. Shoe repair
and shine people need needles, thread, and polish. The vibrant
<sed clothing market is based entirely on imported clothes (and
the U.S.'s largest export to Rwanda). Car mechanics need
wrenches and spares. Small construction firms need saws, nails,
and otner building supplies. Similarly, reduced production by
larger firms also reduces their demand for intermediate goods and
services purchased from smaller formal and informal enterprises,
It also reduces the supply of goods purchased by smaller
enterprises as intermediate goods. Anecdotal evidence suggests
“nat the net result has been to reduce the likelihood of finding
croductive employment in small enterprise and informal
activities,

while the economic and financial crises have affected many firms
and the level of employment, they also have been affected by the
G2R's policy framework. Over the vears, it has distorted or
constrained the development of both the formal and informal
segjments and the possible linkajes between them., Similarly, it
has also resulted in reduced supplies of goods and higher prices
for both urban and rural consumers. Finally, the GOR policy
framework constrained produculon and marketing for export, and in
some areas, reduced the country's already limited export

capacity.

The analysis in this section is based primarily on studies
produced under the a USAID-funded PRIME project (696-0127), such
as Medium and Large Private Manufacturing Firms in Rwanda:
Diagnostic Study of Current Situation and Policy Impact, by A.
Ngirabatware, L. Murembya, and D. Mead, (Report No. 9, August
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33), and Analysis of Measures to Encourage Investment and

olovment, by Nguyen-Huu Khiem, (Report No. 6, December 1987):

e A7/MDI and USAID-funded MAPS Private Sector Diagnosis, by
SRI Interniational and J.E.Austin Associates, Inc. (December
1939), and an ILO-funded report, Survey of Artisan, Small and
Mediim Industries in Rwanda {October 1990). These source
cocuments were supplemented by other studies (e.g., IBRD
Industrial Sector, Financial Sector, Agricultural Sector reviews,
and so forth) and by discussions with knowledgeable people both
in and outside of the government. As part of the PAAD desijn, a
small survey was conducted to update certain data and information
on attitudes (See Annex F),

The surveys conducted as part of these studies have provided a
fairly representative picture of the non-farm sector, both formal
and informal, According to the GOR, there are roughly 7,000
registered firms in Rwanda., The 1988 PRIME study included firms
which together accounted for roughly 50 percent of all employment
in registered manufacturing firms, more than 50 percent of the
~otal value added by manufacturing sector, and over 8 percent of
GN2 1n 1987. The MAPS sample surveyed 260 firms, of which 130
were registered and 130 were not., Eight percent were large firms
(over $580,000 in fixed assets), 76 percent were small and micro
(less than $15,000 in fixed assets), the remainder were mediunm-
sized firms. =ighty-five percent were engaged in manufacturing,
commerce and services, and agro-industry activities., Roughly a
gquarter were women-directed. The ILO sample surveyed 700 firms,
of which 100 were registered and 600 were not. The ILO study
complemented the MAPS exercise by focusing on rural areas,
whereas MaPS focused on the capital and large regional towns.

The findings of the ILO survey supported those of the MAPS
exXxerZLrie,

The following subsections provide an analytical description of
the main non-farm production and marketing activities, including
(i) economic efficiency of major categories of private sector
activity, (ii) key economic incentives affecting their
verfornance, and (iii) policy implications. The emphasis is on
i2ntifying the principal private sector manufacturing, commerce,
and service activities, their direct relationship to employment,
consumers, and import and export activities, especially with
neighooring countries,

. Structure of Employment and Production Manufacturing and
ce Sectors

3
Commer

According to available national statistics, abstracted in Table
2, the manufacturing, commerce, and services sectors in Rwanda
represents about 56 percent of total Gross Domestic Product
(GDP) .

13



"3>le 2, Contribution to GDP by Sectoer

Sizes of Private and Public Enterorises, 1986,

Sector Share of GDP Private Share PpPuyblic Share
- - -~ - - l1n percent - - - - - - - ~ -

Agriculrure 42 95 5

Manufacturing 16 67 33

Commerce(a) 42 66 34

GDP 100 78 22

(a) Also includes services, transportation, finance,
(b) Percentages may not add due to rounding.
Source: adapted from MAPS, Volume ITI.

Rwandan firms are largely artisanal and small and medium-scale
enterprises (i.e., less than 3{ permanent employees or sales of
less than $385,000). In comparison, public enterprises are few
in number and larger than all but the largest registered private
firms.

Table 3 shows the structure of employment in the Rwandan economy,
excluding subsistence agriculture, which employs over 90 percent
of tne labor force. When subsistence agriculture is excluded,
manufacturing employs the largest number of people in the non-
farm sectors, In 1986, PRIME estimated that approximately
127,000 were employed in this sector, of which 92 percent were
employed in the informal sector,

Table 3. Estimated Structure of Non-Farm Employment in
Rwanda.

Sectors Formal Informal T»o:tal

- ~ - in percent - - -
Pormal Agriculture:(a)

Estates and Mining 18.9 20.0 19.5
Public:

Government 48 .9 0.0 22.2
Business:

Manufacturing 6.5 65.6 37.9

Commerce, including
construction, trans-
port, finance and
other services 25.7 13.9 16.4

TOTAL 100.0 100.0 ~03.0

(a) Excluded from table is subsistence agriculture category.
Source: Adapted from PRIME report number 6, December 1987, pp. 9,
11, and 53.



As a group, the non-farm sectors experienced a relatively rapid
growth (estimated at an annual average of between 3 and 5 percent
in real terms) during the growth period of 1980-87. This
contrasted with the declining rate of growth in agriculture,
which was bar=2ly over 1 percent per year during the same period.
The averaje annual dgrowth rate in the non-farm sectors declined
between 1987-89, to a reported 3-plus percent. As a resu.-,
during the 1950s, the non-farm sectors' relative share of GDD
rose 1n contrast to the declining share in agriculture.

1. Manufacturing.

As in most countries at Rwanda's stage of development,
manuifacturing is primarily agro-industrial -- processing of food
and beverages. Processing activities accounted for some 45
cercent of employment in manufacturing in 1980, 1In this sector,
public and mixed (private-~public) enterprises have historically
produced beer, cigarettes and soft drinks, while the private
sector has become active in the production of animal feed,
cookies, and candy. Outside the agro-industrial subsector, the
private sector is the most important actor in manufacturing,
whether in partnership with the GOR or on its own, accounting for
over three-guartars of all employment. Overall, the IMF -
estimated that private sector accounted for 67 percent of
manufacturing's contribution to GDP (see Table 2). The public
sector provides the remainder.

In volume terms, the manufacturing sector grew by about one-third
in between 1980 and 1986, averaging over 4 percent per year. 1In
“he 1983-1986 period, seventy-five new manufacturing firms were
created, of which sixty-seven were in the private sector.

3roadly speaking, three categories of small private enterprises
accounted for almost 40 percent of total value added in
manufacturing. They were traditional beverage producers,
tailors, and basket makers. Another 50 percent is accounted for
by roughly thirty formal manufacturing firms. MAPS estimated
that there may only be 100 manufacturing firms in Rwanda
employing more than 30 people each.

Tabvle 4 shows the trends and product composition in the sector.
The data on the 1984-88 period indicate rising trends for
industries, such as beer, sugar, paint, hoes, cloth and cement,
Whereas production of soap, blankets, shoes, and radios stagnated
or declined. Despite GOR efforts to broaden the manufacturing
pase, i.e., revised investment code, tax changes and credi:, the
sector remains to be dominated by agro-processing industries,

s
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Table 4., Production of Maior Manufactured Products,
19584-1988
Ttem 1984 1385 1986 1987 1988
2zzr (million bottles) 80.45 §87.44 88.90 89.00 97.00
wonalcoholic beverages
(million bottles) 43,33 49,96 56.32 65.00 60.26
S-zar (thousand tons) 1.68 3.34 2.44 4.73 4,77
S::p (thousand tons) 11.81 15,07 12.16 8.6 9.00
Pz.nt (thousand tons) 0.77 0.77 0.83 1,45 1.35
Czrrugated iron sheets
(thousands of tons) 7.38 19.72 10.75 8.63 9.24
€nzes (million pairs) 0.27 7.08 0.33 0.31 0.31
3.znkets (million
pieces) 0.46 0.48 0.39 0.35 0.48
RzI10 Recelvers
(tnousands) 6.16 11.68 9.86 10.51 0.58
Cizarettes (millions) 685.69 697.32 648.42 698.27 697.95
“ces (Thousand pieces) 234.35 743.42 529.79 800.00 825.15
Cloth (million yards) - 1.72 5.26 12.56 12.09
Cz2-ent (thousand
metric tons) 7.58 31.80 42.26 62.36 67.04

D . T T TR R N N T T e T e T T R A e e i e T T T N

a. Import Dependence of Large and
Medium-Sized FPirms. An important structural element of the
2w3andan manufacturing sector is a relatively high degree of
oort dependence, especially for large and medium manufacturing

firms., According to a USAID-funded study which included 24
oroduct groups and 34 firms in the sample, the (un-weighted)
avzrage of the import contents is estimated at 39 percent., For
tne 14 largest firms in the sample, the average was as high as 56
percent.

Tazle 5 shows the estimates of import contents for the 24 product
aroups included in the study. The data suggest that
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transformation of imported inputs is a significant activity in
the manufacturing sector, and that firms are highly dependent on
mported inputs. About two-thirds of the firms have value added

(contribution from domestic resources) between 30 to 50 percent,
and about 20 percent of them have value added of less than 20
cercent, Given the degree of import content, these figures are
surprisinily high and misleading. 1In reality, the situation
raflects a nigh costs of production because of high factor costs
(and/or low prodactivity), as well as high dearee of protection
{and indirect taxes) from imports. The latter allows firms to
continue supporting high production costs and higher prices, even
in cases wnere value added as measured by world prices is low.

Table 5, Estimates of the Import Content of Selected

Goods.

Item Import Content as a Percentage of Sales Price
Aluminum casseroles 93
vaseline 70
Galvanized sheets 69
Wire fencing 59
Barbed wire 58
foam rubber mattress 55
Wooden furniture 54
Radios 52
Tomato concentrates 50
Cloth (poly/cotton) 48
Candles 45
Plastic shoes 42
Metal! furniture 42
Toilet paper 41
Metal truck trailers 40
Rubber sandals 37
Leather shoes 30
School exercise books 30
Hoes 27
Cigarettes 26
Passion fruit juice 21
3eer 10
Chalk 9
Wheat flour 0

Sodrce: PRIME Report No. 9.
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b. Import Dependence of Small and Micro-
Enterprises. In Rwanda, the dependence of smaller enterprises on
imported goods is also significant, Twenty percent of small and
micro enterprises reported that 50 percent or more of their raw
materials and in-ermediate inputs, excluding labor, were imported
(See Table 6). While revealing, the 20 percent figure is felt to
pe low, The MAPS survey found that small and, particularly,
micro enterprises tended not to include domestically manufactured
goods that had a substantial import content.

Table 6. Percent of Firms Where Fifty Percent or
More of Their Inputs Were Imported Goods.

Small/Micro 20 %
Medium 37 %
Large 66 %

Source: MAPS, p. 35.

In any case, the data make clear that a large part of Rwanda's
manufacturing sector, regardless of size, is dependent on
imported goods, hence the GOR foreign exchange allocation and
import system., The performance of this system has a direct
impact on the operation Rwanda's manufacturing sector, the people
it employs, and the consumers of the products produced.

2., Commerce.

The major categories of commercial activities in Rwanda are small
shopkxeeping; restaurants and hotels; small transporters,
inciuding buses and taxis; personal services; tourism; larger
transporters; larger retail stores; and finance and insurance.
Overall, the rate of growth in commerce was slow during the 1980-

1986 period, averaging about 1 percent per year. The subsectors
of banking and insurance displayed slightly greater growth than
did trading or transport. Nevertheless, the numbers of
registered traders increased by 50 percent in the first half of
the 1980s to over 9,600. Reportedly, it reflected a growing
perception that more money is to be made in commerce than
manifacturing. Table 7 shows where the most value-added
originates within commerce. Ranked first are trading activities,
than government provided services, finance and insurance, and
finally transport.

Table 7. Value-Added in Commerce Sector, 1986.
Percent of

Category Sector's value Added
Snopxeeping, Hotels, Restaurants 45
Government services 32
finance, Insurance, and real estate 14
Transport 9

Total 100

Source: MAPS, p. 38.
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Wnile data indicating the import dependence of firms in the
Jommerce sector are not available separately, it can nonetheless
be inferred to be significant. Fuel is all imported. While fuel
is the basis for the transport subsector, it also affects
commerce's other subsectors. Shopkeepers see the price of fuel
in the price 0of joods they buy. Those goods, whether
domestically manufactured or imported as final goods also reflect
the cost of foreign exchange and how effectively the import
system operates, For example, GOR controls on the guantities of
hoes imported has the net effect of raising the price of hoes
made in Rwanda, raising the price of imported hoes, and reducing
the overall supply of hoes. Thus, shopkeepers selling hoes pay
more for their inventory (hence buy fewer), and ultimately the
consumer pays more. The losers from this policy are those
needing hoes, which in Rwanda means the majority of the
population, The primary Rwandan beneficiaries are the Rwandan
£irm producing hoes and small artisans manufacturing hoes with
scrap metal, Similar arguments exist for other goods demanded by
Rwandan consumers where the GOR has instituted import controls to
protect domestic import substitution industries. These include
blankets, plastic products, small agricultural implements, and
certain construction materials. Many are the very products
demanded oy Rwandans poorer consumers.

3. Capacity Utilization in Manufacturing and Commerce.

Another way of inferring the effect of the GOR's economic
policies, in particular the foreign exchange allocation and
import control, is to examine capacity utilization. A telling
characteristic of the manufacturing and commerce sectors is that
roughly half of all capacity is idle. There is, however,
consideraole diversity in the rate. Table 8 shows that in 1989,
regardless of firm size or whether they were formal or informal,
roughly 20 percent of the firms were operating at virtually full
capacity. More than half the firms surveyed operated at less
than 50 percent of capacity. Twenty percent of the firms were
operating at below 20 percent of capacity.

Table 8., Capacity Utilization by Firms Engaged in
Manufacturing and Commerce, by Size, 1989,

Capacity Utilization

Tirm Size x{25% 25-50% 50-75% x)»75%
-~ - - - - 1in percent - - - - -

5§ employees or less 24 25 36 15

6-20 employees 15 30 34 19

more than 20 employees 16 34 31 19

all sizes 20 27 35 18

Source: MAPS, p. 41.
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"ne effect of the economic crisis on Rwanda can be seen from the
decline in capacity utilization, In 1987, PRIME found that among
Large firms, nine percent were utilizing only a quarter or less
of their pacity. By the 1989 MAPS survey, this figure had
risen to sercent, The survey conducted as part of the PAAD
desizn su2gjests the figure has risen to perhaps as high as 30-40
percent as of mid-1991 (see Annex G). Low capacity utilization
has translated into reduced employment in most firms,
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4. Efficiency in Manufacturing and Commerce

Several measures of the economic efficiency of the manufacturing
industries have been estimated by a number of studies. Similar
analyses of efficiency are not available for the commercial
sector. For manufacturing, efficiency measures include the
levels of protection accorded to industries and domestic resource
cost (DRC) indicators. The DRC is a proximate indicator of the
sum of various policy-induced distortions in the cost structure
of affected enterprises,

Tables 9 and 10 summarize the results of industrial efficiency
assessment (DRC, effective and nominal rates of protection) from
Wworld Bank and USAID-funded studies. The results should be
interpreted with considerable caution primarily for two reasons.
First, the DRC measure is a static concept and therefore does oot
take into account the possibility of a manufacturing activity
becoming more efficient. For example, efficiency could improve
through economies of scale or improved management as a firm or
industry grows out of the infant stage, Second, there are data
limitations and there are definitional differences between the
Worlid Banx and USAID studies.,

With the above caveats, the tables suggest the following
important points, First, there are significant policy-induced
economic distortions and inefficiency in most of the
mandfacturing activities. Of the 15 manufacturing activities
included in the USAID-funded study, only two of them (beer and
toilet paper manufacturing) indicated that the activities
cons-itute efficient use of the country's resources, Of the 20
manufacturing activities analyzed by the World Bank, eight of
them (cigarettes, beer, mineral water, PVC tubes, macaroni, soap,
candy, and pomade) susgested efficient use of resources.
2arenthetically, cigarette manufacturing has been shown to be
inefficient by the USAID-funded study. This conclusion has been
further confirmed by USAID discussions with knowledgeable people
in country.
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Table 9., FEstimates of Domestic Resource Cost and Protection

Protection Rate

DOMESELC =ccemememe s e s m et ccmmananaae
Resource Cost Effective Nominal
Ratio (in %) (in %)

High Protection:

Tomato concentrated -1.80 -4303 103
Plastic shoes -1.28 969 111
Rubber sandals -0.96 1419 149
School exercise boocks -0,86 -1209 306
Wire fences -0.56 -300 159
3arbed wire -0.75 127 30
Galvanized sheets 0.15* 185 25
LLeather shoes 7.82 188 83
Cloth (poly-cotton) -4.30 103 37
Cigarettes -0.26 243 65
Modest Protection:

Wheat £lour 2.35 76 76
Hoes 1,79 38 30
Toilet paper 1.61* 4 27
Low Protection:

Foam rubber mattresses 0.68 36 13
Beer -0.53 -94 -91

Zxport activities:
Tea, at average world
price, 1987 0.99
Coffee, at average
wor:d price, 1987 1.18

* negative net foreign exchange savings and negative net domestic
resource costs,
Source: PRIME Report No. 9, p.43.

Note: Domestic Resource Cost = (DRL - DRM)/(FCM - FCL) * r,
where:
-- DRD is costs in domestic resources of domestic
production; ‘
-- DRM is costs in domestic resources of imported finished
product:
-- FCM is foreign exchange cost of imported finished
product;
-- FCD is foreign exchange cost of domestic production,
and
-- r 1s exchange rate,.

2 H



Tab.e 10. Estimates of Protection and Domestic Resource Tost

Rate of Protection Domestic Resource Cost

Nominal Effective Short run Long run
Hoes 10.0 17.0 0.30 0.98
Cement 142.0 1151.0 1.65 co
Corrazated iron 43.0 N -0.80 oo
Sugar 101.0 480.0 2.65 4.04
Cigarettes 56.0 68.0 0.15 0.27
3eer -39.0 -70.0 0.24 0.34
Mineral Water -58.0 -70.0 0.11 0.16
Fruit Juice 161.0 760.0 2.76 .
Cement (small scale)-5.0 -54.0 1.20 3.36
PVC Tubes 11.0 -11.0 0.28 0.62
Cookies 25.0 -8.0 9,83 21,79
Oxy3ien -56.0 -61.0 0.49 1.96
Acetylene 36.0 42.0 1.96 6.51
Macaroni 43.0 72.0 0.28 0.51
Soap 14.0 33.0 0.28 0.63
Candy 25.0 29.0 0.21 0.47
Pommande 25.0 38.0 0.20 0.46
Detarsen: 20.0 207.0 1.74 3.93
Blankets 42.0 19,0 0.71 1.00
Blankets (luxury) 74.0 51.0 1.77 2.53

Sourca: The World Bank: "Rwanda: Recent Economic Developments
and Policy Issues, p.30.

Note: DRC (short run) ={operating costs)/(value added
at world prices), DRC (long run) = (operating costs +
capital costs)/{(value added at world price). When both
snort-run and long-run DRCs are less than one, the
economic activity is economically viable; when both are
greater than one, the activity is not economically
viable. When the short-run DRC is greater than one,
bat the long-run DRC is less than one, the activity
should continue, if it is alr=zady in operation but no
additional investment should be maZe,

Second, there is a large dispersion of the rates of protection,
and differences between the nominal and effective rates, 1In the
UsainD-funded study, the effective rates of protection (ERP) range
from negative 4,300 percent to more than 900 percent, 1In the
World Bank study, they range from negative 70 percent to 1,150
percent. The nominal rates of protection (NRP) from the two
respective studies range from negative 90 percent to more than
300 percent, and from nearly negative 60 percent to 161 percent,
The large negative rates accorded to beer and mineral water
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lect substantial indirect taxes on them. In almost all cases
©R? is higher than the NRP,

"hird, activities accorded import protection by the GOR tend to
hive 3 nigh DRC. This 1s more clearly oporne out in -he World
3ank study. E=xamples include cement, corrujated iron, detergent,
suzar, cigarettes, plastic and leather shoes, and whea: flour.
Importantly, there are also protected manufacturing activities
wN.2h appear to be operating efficiently. Examples are hoes and
macaroni.

Tourtn, the DRC concept involves measuring the cost of domestic
resodrces required to save (or earn) one unit of foreign
2Xxchanje., A critical variable in this concept is the exchange
rate. Conseguently, the lack of competitiveness could be
attriputed to inappropriate exchange rate policy (more on this in
the next section).

Finally, the policy-induced economic distortions and inefficiency
in most of the manufacturing sector's activities have direct
spill-over implications for commerce activities, employment and
consumers, This can be seen in terms of higher prices and low
gquanti-ies of goods. Hence addressing these distortions can be
expected to have penefits for commerce as well.

5. Exports

In the manufacturing and commerce sectors, there are few firms
producing primarily for export, which is defined as more than
~alf of a firm's output or service being for export markets.

This is expected given the GOR's long-standing policy of
restricting exports of most commodities except coffee, tea, ani
some minerals. In MAPS, only 10 percent of large f£irms were
found to produce or serve primarily export markets. The
percentage dropped sharply to 3 percent and 1 percent for medium
and small/micro enterprises, respectively.

e figures underestimate the actual number of firms engaged in
rt activities. For example, several of the larger Kigali-

d importers of final an intermediate goods have indicated
b2tween 20 to 40 percent of their goods are re-exported by
ers and small transporters to neighboring countries, One
indicated that the development of several of its product lines
were shaped largely by consumer preferences in Zaire and Uganda.
Over 80 percent of small firms surveyed by MAPS identified
Rwanda's neignoors as their most profitable export market,

)2
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C. Key Current Constraints Tacing Manufacturing and
commerce

The major sets of factors influencing the performance 2f the
in 2C

maniafactur s2ctor includ=: (a) structural characteristics in
the sector, (b) macroeconomic manajement, and (<) government
policies and raegulations affecting the incentive structure.

There are otner sets of factors, but these are currently the most

important., As policy reforms are implemented, new sets of
factors will replace those currently identified as the most
important,

Structural constraints include the small size of the domestic
market, limited institutional and human resources capacity, and
Rwanda's land-locked location, which results in high transport
cost for imoorts and exporting. These constraints are associated
with the country's resource endowments, the size of the market,
and level of development., They can be changed relatively slowly
as the country develops and through long term investment,

Macroeconomic manacement, policy and regulatory constraints
affecting the sector's incentive structure, on the other hand,
are undar the government's control., They can be changed by the
government, Several studies mentioned above had concluded that
the government import substitution policy, its dirigist
interventions, and postponed macroeconomic adjustment have
shielded inefficient firms from competition and market forces,
and stunted the development of export markets. More
specifically, the major policy constraints affecting the
incentive structure of the manufacturing and commerce sectors
are:

(a) import policy;

{b) delayed macroeconomic adjustment,
particularly in the areas of balance of
payments management, exchange rate policy and
fiscal and monetary policies; and

(¢) goverament direct controls on prices,
business entry, and lapor practices.

The relative importance of these constraints corresponds with the
views of Rwanda's private sector. Table ll1 rank-orders the
factors having the most negative effects on commerce and
mandfacturing activities, as judged by those in the private
sector., Factors related primarily to the GOR's foreign exchange
allocation and import system have been underlined. A cursory
review of the table identifies the prominent role that the GOR's
allocation of foreign exchange and import licenses system has
been as a constraint to expanded private sector activity in
Rwanda,
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Tabple 11. Factors Having the Most Negative Effect on

3i1s3iness Performance, By Size of Business, 1989.

21n ST3z11 3nd Micro Medium Large

1. Taxes Zxchange Rate Import Licensing

2. Cost of Inputs Cost of Inputs Cost of Inputs
(incluadiing spares (including spares (including spares
and equipment) and raw materials and raw materials

3. Output Prices Access to Foreign Access to Foreign
(they would like Exchange (for Zxchange (for
to be able to sell spares and raw spares and raw
at nigher prices) materials) materials)

4, Availability of Imoort Licensing Competition (they
Inputs (1nclud%ng think therells too
spares and egquipment) much competition)

5. cost of Production Competition (they Exchange Rate
(related to cost feel there is too
of inputs, inc. much competition)
transport, and
access to credit)

Note: Factors related primarily to the GOR's foreign exchange

allocation and import system are underlined.

(11 BNe]

o f.
"1

() .

adapted from MAPS, p. 42, and discussions with MAPS
her.

A ™
O
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3usinesses in commerce and manufacturing both noted the problems
caused by the cost of transport and access to spares. In
addition, manufacturers tended to note problems caused by lack of
access to raw materials., Other second order constraints to
manufacturing and commerce identified by the private sector firms

édring the MAPS and other surveys are GOR efforts to control
prices and profit margins, and controls on entry into business
and controls on who can be hired,

Wnhnile the lack of credit, the unavailability of new production
technologies, and limited export opportunities were noted as
constraints by many types and sizes of pusinesses, they were
ranked after the above noted GOR policy constraints, If these
GOR-instituted constraints are removed, USAID fully expects
currently lower -order constraints, such as the limited access to
credi-, to become part of the set of "most binding" constraints
facing the expansion of Rwanda's private sector and greater
employment.
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1. Import Policy

ic strategy opursuded by the Rwandan Government for the

m2nt 9% the manafacturing sector i{s an impor:t substitdtion
and 11wat3j-100xing strategy. The major policy iastruments are
import licensing (gquantitative restrictions), tariffs and
adminiscratively determined foreign exchange allocation, The
combinazion of these policies over the years has resulted in
diszortion of economic incentives, misallocation of scarce
resources, biases against export activities, an inefficient
manufacturing sector, and stagnant economic performance. Th
import policy and the overvalued exchange rate pursued by the GOR
to date has re2sulted in inefficient use of foreign exchange by
those wno co2uld obtain it. The most damaging of these
protectionist measures are import prohibitions and non-market
determined foreign exchange allocation., Since the late 1989s,
foreign exchange has been allocated in an increasingly non-
transparent manner., Allegations as to the importance of
oolitical connections in order to receive foreign exchange had
vecome widespread, By most indications, they had some
foundation.

a. Licensing of All Imports. All imports
in Rwanda require a license from the Central Bank. Until the
mid-1930s, import licenses were Jranted routinely. However, with
the emerging balance of payments difficulty and lower foreign
exchange supply, the government adopted a system of import
licensing and administrative foreign exchange allocations. Under
this system, the Ministry of Commerce and Consumption (MINICOM)
determines the amount of each imported product. MINICOM controls
the quality and price of impor:s, and reduces or eliminates
imports which it deems unnecessary.

Licenses for imports which compete with local products are
granted oni:y to the extent that domestic supplies are deemed
inadequate, Imports of manufacturing inputs are accorded nigh
oriority and luxury imports are discouraged. Imports of 16
products are currently prohibited, Among them are blankets,
oplastic products, radios, small ajricultural implements, cement,
matches, and certain construction materials, These are products
consumed by people at all levels of income, rural or urban,

In practice, the process of granting of a license can take
several months or longer., Decisions aopear to be ad hoc and to
orotect inefficient firms from market forces, The slow pace of
approval and the length of time it takes to import Joods to
Rwanda combine to encourage investars to invest in overcapacity
at the start to avoid delays later when trying to expand
production,
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b. Import Tariffs. Imports were subject to
3 ranging from zero to 250 percant until end 1999, when
they wsre reduced, For the majority of commodities, the rates
n=.7 rani2 from 50 to 150 percent, In Jeneral, the rates

lowsr £or raw materials and capital goods, and nigher for
intarmz3iate and final goods. There are also product specific
taxes c¢n imports.,
The tariff (and import tax) regime has been for the most part
redanéznt in terms of protection of local industries. They were
already effectively protected by the import licensing and foreign
excnanze allocation system. The tariff regime is, however, more
impor-znt as a source of government revenue than taxes. 1I:
oprovideld betwean 13 and 22 percent of total government revenue
durins 1987-1990.

Cc. Bias Against Imports for Exports. The
import policy also worked against the development of any
produc:ion for export. The GOR priority has been on serving the
Jomestiz market, period, This limited the ability of firms to
take aivantage of economies of scale or using export markets to
develor Rwandan markets., Developing export markets to provide a
vent £5r surplus domestic production will be an important element
in the furtner development of Rwanda's commerce and manufacturing
3s2ctors, given the small domestic market. Reforming import
policy, compliemented by other policy changes, such as export-
related institutional strengthening, will be a first step toward
adiressing important constraints to export-oriented manufacturing
activities,

Potential candidates for export markets include agro-based
-Adus“:i-s, which available studies indicate have relatively low
DRCs., In general, products that are relatively high bulk and low
value cian be profitably exported to Rwanda's neighbors. For
examp:2, beer and locally-made foam mattresses are two Rwandan
produc :s for which there is a regional demand and which are too
expensive to ship in from other countries, such as Kenya or
=4rope.

2. GOR Macroeconomic Management

Two areas of macroeconomic managcement have important effects on
~he maniafacturing sector performance: exchange rate and fiscal
policies,

a. Exchange Rate. Until November 1990, the
exchanie rate as a policy instrument for managing the balance of
payments had not been actively used. 1In response to the excess
demand for foreign exchange, the GOR relied on non-price
mechanisms, such as import licensing and administrative
alloca-ion of foreign exchange. Over time, this has resulted in
an overvalued Rwandan franc. According to the IMF estimates, the
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Rwanidan franc appreciated in real terms by about 30 percent (in
for=ign currency with 1980 as the base) between 1980 and
September 1990, The appreciation was as high as nearly 60
percent during 1984-1985,

Witn the Rwandan franc devaluation by 40 percent in November
1990, the overvaluation has been significantly reduced. The
difference betwz2en the parallel market rate and the official rate
was estimated at 10-12 percent in April 1991. More recently, the
difference has risen to 40 percent., There are several possible
reasons explaining this rise., The most likely reasons seem to be
the thinness of market, the annual departure of expatriates
finishing contracts and selling excess RwF, a recent GOR
regjulation against allowing business travellers going abroad any
accass to foreizn exchange, and growing capital flight, a
negjative fallout from the October 1990 events.

The past overvalued currency has distorted the incentive
structure in favor of activities based on imported inputs; it
tended to put activities which relied more on local inputs at a
disadvantage. The overvalued exchange rate also reduced
profitability of Rwanda's actual or potential export activities,
As export capacity was further constrained by overvalued exchange
rate and foreign exchanje reserves reduced, the government
imposed quantitative restrictions and prohibitions of imports.

b. Piscal Policy. Another macroeconomic
constraint to the manufacturing and commerce activity has been
the multiplicity of taxes on enterprises and the financing of the
budset deficit, especially in recent years. The competing demand
for credit for deficit financing has compounded the limited
supply of funds (savings) available for private firms. The
ralative share of deficit financing from the domestic banking
sector has more than doubled -- from 15 percent in 1988 to 38
percent in 1990. There were also large arrears accumulated in
1990, estimated at RwF 5.3 billion by the IMF. The unsustainable
fiscal policy has aggravated the alre2ady limited credit
availability., Given the significant crowding out of credit, the
terns of lending became harder.

3. Direct Government Controls

The major regulatory policies that affect adversely the
manufacturing and commerce sectors are: (a) price and profit
margdins controls; and (b) controls on business entry and labor
practice

a. Price and Profit Margin Controls. The
government sets prices of goods and services by ministerial
decree, and controls profit margins of almost all commodities,
gach firm must report to the Ministry of Commerce the price at
which it sells items. Manufacturers and importers are allowed to
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have a profit margin of 15 percent at the wholesale level.,
Retailers are allowed a 25 percent markup. Prices are reportedly
calculated on a "cost-plus" pasis. The controls are intended to
Limit 2xcess 2rofits by monopolistcs., 1In practice, howevar, the
COSL-2l43 Systa2m encourases insfficlencies because it does not
oprovide incern:zives to reduce costs of produc-ion or seeking out
more efficient methods of production.

Tor ajricultuoral products, only official floor prices are set,
The agro-processing firms are expected to follow the official
€l0o0r prices, w#nich have generally been above border prices. The
£loor price pclicy has increased production cost to agro-
processing fizms that use local raw materials. As a result, the
20licy encourajes smuggling and the substitution of imported
inputs for iocal materials,

b. Controls on Business Entry and Labor
Practices. The GOR determines the number of firms in a given
industry by allowing only a limited number of new firms to
rezjister and £formally enter into business, The initial
jocimentation required includes a written detailed plan and
analysis of the projected business, including a detailed market
study, income statement, balance sheet, explanation of purpose,
method, tecnnology, inputs regquired, and so forth, PRIME has
identified a :total of seven different steps may be required for
aven the smallest of activities, Once the authorization is
given, there are other administrative procedures to follow with
several ministries and departments for the licensing and
registration of the business, For the diligent, the process can
take b2tween one and three years.

After the registration process is completed, the investor has to
obtain permission from the Ministry of Labor to hire (or fire)
any semi-skilled or skilled full-time workers, local or
expatriate, ©Potential employers are provided a list from which
to chose employees, First priority is given to c¢ivil service
emp.oyees, then parastatals, and lastly the private sector. 1In
practice, the system encourages ad hoc manipulations by
iniividuals.

These GOR policies do not accurately reflect the level of skill
and market research capabilities of Rwanda. 1In practice, they
nave effectively created artificial barriers to entry for
ooten-ial new firms and barriers to expansion by successful small
informal s2ctor (e.g., unregistered) firms. They thus act as a
disincentive for investment, stifle competition and reduce
efficiency in both manufacturing and commerce., Most importantly
for Rwanda, they have served to limit employment in non-farm
activities.
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Recent Major Reforms Affecting Manufacturing and
)

icated in Sections I.B. 3 and 4 apbove, the GOR has taxen
corzect several macroeconomic policy distortions, e.qg.,
change rate, as well as a number of policy constraints facing
*he mandafacturing and commerce sectors. It is clear, however,
that after the macro-economic reforms, sectoral reforms related
directly to the manufacturing and commerce are dominating the
first phase of the broader structural adjustment program, The
sectoral reforms are being implemented in a cautious manner.

1. The New Interim Import and Poreign Exchange
Allocation System.

It is an initial step in the right direction. The final
objective is the institution of an open general licensing system
and the progressive elimination of discretionary elements in the
allocation of foreign exchange. The interim system is initially
applicable to 70 percent of imports, The other 30 percent are
set aside for petroleum, pharmaceutical, and otner essential
commodities. The system involves a monthly announcement of a
specific amount of foreign exchange available for importers at a
given exchanje rate., Twenty million dollars of foreign exchinge
was made availaple in June and again in July. A non-refundaple 5
percent fee will be levied on the value of the license. 1If the
demand exceeds foreign exchange supply, the allocation for each
applicant will be reduced proportionately and non-discriminately.

The five-percent fee feature is intended to discourage over-
bidding. The effective rate to each importer will vary,
depending on the difference between the reguested and the actual
amount received. This gives some indication of the extent of the
overvaluation of the Rwandan franc., The interim system provides
policy-maxers an opportunity to test market reactions and to
adjust the exchange to gradually reach a market-clearing exchange
rate., It also allows the private sector to gauge the GOR's
commitment to reform,

It is important to note, that parliament has just passed (early
August) the new law, submitted by the President in June, that
reportedly repeals the law concerning quantitative import
controls. Once the new law is published, it becomes law.
Passage of this law is a pre-condition for the release of the
World Bank's credit's first tranche.

2. Tariff Reform.

In conjunction with the reform in the import licensing and
foreign exchange allocation system, the tariff structure has been
revised and adopted since the submission of the AEPRP's PAIP
document, It has Jjust (early August) reduced the number of
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tariff rates from more than 20 to 6 and reduced the maximunm
tar1ff rate from 250 percent to 100 percent, and raised the
ninam rate from zero to 10 percent, The purpose of the tariff
trictaring is to simplify and bring more uniformity to tne

£f system, 3efore impliementing them, the GOR discussed :the
in meetings with the private sector, which included
ialists, traders, and banxers, and received favorable
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3. Non-enforcement of Price and Profit
Controls.

The GOR has also purposely not enforced the law of price and
orofit margin controls, with the exception of a small number of
Joods and services, Tt still intends to move toward officially
repealing the law for most of the goods and services.

It is important to note, that parliament has just passed (early
August) the new law, submitted by the President in June,
repealing the existing law regarding price and profit controls.

4., Other Reforms Under Discussion.

Jther reforms -~ such as a one-stop business registration, tax
r2%orms, and lapor law reforms -- are still being discussed in
he ministries and parliament. These measures are nevertheless
likely to receive second priority when compared to operation of
the interim import system. It is still a subject of concern and
will likely influence the next steps the GOR takes on
implementing its structural adjustment program.

rf

IV. RATIONALE FOR PRODUCTION AND MARKETING POLICY REFORM (PMPR)
PROGRAM

A. USAID Program Strategy

J3AID proposes to focus the AEZPRP on correcting the distorted
ncentive structure facing Rwanda's formal and iaformal
anufacturing and commerce sectors, This structdre has had
dvarse effects on output, prices, and linkages to the rest of
ne economy, particularly on employment and on the efficient use
£ local and imported resources. A considerable body of
analysis, reviewed in Section II, has concluded that Rwanda's
cirrent manufacturing and commerce sectors have evolved into
their present state largely as the result of government policies
and administrative regulatory mechanisms. These policies have
the government directing and controlling imports, investment,
profit margins, prices, movement of labor, entry into business,
and, just as importantly, exports. These same policies have also
constrained the operations and growth prospects of Rwanda's
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informal manufacturing sector, and most impor-ant.y, off-farm
enployment,

The pProduction and Marketing Policy Relorm (2MPR; 2rogram policy
reforms are directed at helping to mitigate above -~oted
diszortions, The PMPR, togetner with institutiorzl strengthening
and conplementary measures identified in the Strcocs-aral

Adiu ustment Program (SAP) and the Policy Frameworx 2aper, can
oegin to restructure Rwanda's non-farm sector frc= one that is
responsive to government directives (i.e., registared firms ) and
reoressed by directives (i.e., unregistered firms' to one that is
less fettered by government and guided more by mzarcet forces,

Notwithstanding the major policy changes made and announced to
date as part of the GOR's promising reform prograx, rigorous and
sustained implementation of announced and planneé policy changes
are the prerequisites for adjusting the entire ncn-farm sector's
structure, The proposed revised incentives can hzve medium term
effects that include increased investment, emplov=2nt, and
supply, as well as more variety of goods, as demz-led by Rwandans
operating in the market place and by markets outside Rwanda.
Benefits from changing the policies supported by :z2ais program
will have spill-over effects into the agricultura. sector as
well.

Addressing manufacturing and commerce sectors' constraints will
directly support the GOR and USAID goal of establishing the
foundation for sustainable participatory economic 3rowth, It is
expected to be a type of growth that will be more efficient in
its utilization of resources (domestic and import24)., It is also
to be more diversified in terms of a better balance within
manufacturing, both formal and informal, and betws2n
manifacturing, commerce, and agriculture, The PM¥FR complements
other donor efforts to support the GOR's overall z£fort to adjust
the structure of the Rwandan economy. As noted i- Sections
IVv.D., several other sectors, such as agriculture, health,
financial markets, budgetary and fiscal matters, zre being
addressed in the context of other donor programs. Moreover,
several sectors are not ready for reform due to a lack of
consensus on the types of policy changes or the s:zacific
interventions needed (i.e., export promotion)., <Cn balance, there
exists a strong common recognition among donors 2-3 the GOR that
the policy constraints, to be addressed by the PM?>R, have become
among the most binding on the country's developmen: prospects,
This has become particularly evident since the GC? resolved its
other over-arching problem with a 40 percent devaliation (against
the SDR) of the Rwandan Franc in November 1990,

"
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Three important conclusions and assumptions underZie the PMPR
strategy. These have emerged from the analysis of Rwanda's
current difficulties in Section II. These assump:ions are:
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-- cconomic incentives created by past policies have =
a large part of the f£ormal manufacturing and commer
sectors increasingly in2f£ficient, dependent on
joverament fiats for survival, and unsustainable in
that it is neither generating sufficient export
earnings to finance its own needs nor contributing
materially to the larger needs of the country. These
policies have also constrained the operation of the
informal parts of both sectors and constrained growth
in off-farm employment.

ade
o)

-- Restructuring the incentives facing the manufacturing
and commerce sectors, both formal and informal, is
possible and necessary for diversifying the economy's
dependence on one export Crop, increasing the sector's
contribution to economic 3jrowth, and generating new
off-farm employment,

-- USAID's and other analyses have concluded that Rwanda
is at a point where changes in the policy framework are
required to increase the absorptive capacity for future
product-ion-oriented projects, particularly in
agricultuare. The likely impact of such projects
currently appears to be very limited. (This does ro:
include projects whose primary impact on production is
indirect, such as health and population activities.)

B. PMPR Program Rationale

section discusses the rationale for a focus on the

acturing and commerce sectors, a cash transfer program, and
se of PMPR's local currency to reduce GOR to the private

r

1. Pocus on Manufacturing and Commerce.

The manufacturing and commerce sectors were chosen because they
apoears to be the sectors most distorted by the GOR's current set
of esconomic policies, They are alsoc sectors that could be using
“he country's scarce foreign exchange resources more efficiently,
Furthermore, given Rwanda's land and population constraints, they
have an important role to play. Wi-h an estimated 80,000 new
workers becoming of working age (bestween 18 and 64) each vear,
these sectors can provide sorely-needed employment and domestic
valile-added goods needed and desired by Rwandans., An expanded
=andfacturing sector could also help divearsify Rwanda's virtual
dependency on coffee and tea exports,

In reviewing possible sectors within which policy change could be
identified and accomplished in a limited time period, USAID
examined the major Action Plan strategic objectives in family
planning, agriculture/natural resources, and the private sector.
These are also the sectors where USAID has an established entree
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with the GOR and a pbase of exparience, Tersely put, they were
not selected as the focus of this AEPRP either because they do
not face as serious a set of oolicy distortions as manufacturinag,
bacacse there are no serious policy conceras, Or because there Is
rnd consénsus within the GOR on the need for reform or tyvpes of
int=rvantions.

In family ovlanning, the oolicy fra ework is as positive as
conceivable in a country where family planning was fOtOldC° 10
ye2ars ago. In July 1990, the President announced the fol ing
50als to pe achieved by the year 2009:

-- reduce the population jrowth rate from 3.6 percent to
2,0 percent;

-- reduce the numvber of children per woman from 8.5 to
4.0; and

-- achieve a contraceptiva prevalence rate of 48.4 percent
instead of 11 percent,

Most striking is that national contraceptive prevalence rates
have doibied from S.% percent to 1l percent between the inception
of the USAID Action Plan in Peoruzary 1989 and early 1991, Such
dounling compares guite favorzbly with Kenya and Senegal, both of
which achlieved such doubling in 3 decade. Furthermore, there
appears to be a degree of diminished opposition to family
planning by the Catholic establishment, at least in terms of
tacit permission for clinics to provide family planning services.,
In summary, family planning policies are strongly positive, and
the operational response to such policies is becoming
increasingly evident.

The agriculture/natural resourc2 sector can be divided .in terms
of agricultural and environmental policies. The Mission's ASPAP
oroject has been monitoring acriculture sector policies £or the
past 8 years and has concludeé that, while certain aspects of
selected policies could be improved, the overall policy
constraints to further agricultural develooment are those found
outside agriculture., They have peen inappropriate macroeconomic
policies, When SAP implementazid>n is well underway, the Mission
will begin to re-examine agricuiltdre sector policies,

Regarding environmental policy, Rwanda has been strongly
supporzive of environmental activities., OQver the past two years
the GIJR has worked closely with the IBRD and USAID to develop a
national environmental strategy. This document was reviewed and
formally accepted as GOR's environmental action plan in July
1991, The GOR has already had one policy session with interested
donors. Indeed, USAID plans to provide $4-8 million to support
the implementation of new environmental policies in FY 1992.
Unfortunately, a detailed policy agenda is neither available

e X e]
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nor likely to contain specific policy changes which could

t03ay
ce completed under the proposed timing of this AEPRP.

Po0licies affectiny the private sector, as a whole, have been the
252:s of 3 significant number of studies financed under PRIME
since 1936. Many of these studies have contributed to the GOR,
I3R2, and IMF structural adjustment program as a whole. Indeed,
savaral PRIMZ proposals (e.g., increased labor mobility, reduced
bar:‘ers for starting businesses, and so forth) have become part
of the World 3ank's dialogue with the GOR. They were also
scolect of a Presidential Commission of Inquiry (1990), which was
Z:.nd=2d by PRIME. These policy changes are currently before
?ariliament and will continue to be part of PRIME's on-going
ool:ly dialogue, until passed and properly implemented. USAID
J22lleves it would be inappropriate to use this AEPRP as

"

leverage" to attain reforms to which the GOR has already given
its commitment., It is for these reasons and the analysis in

Section II. above that the focus on the manufacturing and
Zcmrarce sectors was selected.

T

2. Cash Transfer of Dollars.

In licht of Rwanda's continuing macroeconomic and financial
*Oﬁs:ra11ts and the current momentum for substantive economic
reform, program sector assistance not tied to projects can play a
significant role in mitigating the financial constraints and in
inp:ov11q the policy environment., Tnere is an element of
addi-ionality associated with this A,I.D, sector reform program,
Trhe Mission has maintained a dialogue with the GOR on policy
constraints confronting small, medium, and larger enterprises,

3 in the informal and formal manufacturing sector through
- n IME (Policy Reform Initiatives in Manufacturing and
Enclogmeqt) signed in 1985 and other activities (e.g., MAPS).
Tnat continuing effort, re-enforced by the size and potentially

3:i2x-disbursing nature of this program, has served to underscore
two messages to the GOR. They are:

(

r
]

}
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the importance placed on a sustained and non-
rlnlnatory implementation of its proposed import,
rt, and pricing policy reforms, and

i
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XDO
-- the importance placed on having the capacity to monitor
and evaluate continuously the adjustment program.

capacity can permit the early identification of unforeseen
lem3, and hopefully, extra time to develop responses in the
1t of the reform program, It will also aid in establishing
-line information against which program progress and impact
be objectively evaluated, both by the GOR and USAID.

e

3. Use of Local Currency Generations.
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D. experience in Senegal and elsewhere is showing,
g a government's arrears to its private sector is an
nt element to vitalizing the sector, PMPR's counterpart
11l 22 used to reduce government arrears to the domestic
ousiness sector. These arrears are currently about the
ejuivalent of US$ 42 million, of which 74 percent is owed

irectly to Rwandan businesses., The remaining 26 percent is owed
to commercial banks and non-bank institutions. Reduced arrears
will improve the cash positions of manufacturers and others, such
as transporters, and contribute to an increased supply of credit.
Given the financial sector and government fiscal reform measures
ajreed to with the IMF, the GOR should not be "crowding-out" the
private sector in the competition for credit. As in the past,
most of the credit to non-government bodies goes to the
manufacturing, then commerce sectors.

4. PMPR Sustainability.

The sustainability of this sectoral reform program will depend on
the way the GOR implements the reforms and the success of PMPR's
monitoring and analysis component, discussed in detail in Section
VI. It will also depend on the response of entrepreneurs, and
their willingness and ability to adapt to an incentives structure
guided by the market., While there will be dislocations in the
near term, the proposed reforms have been designed to be non-
discriminatory and to afford the inefficient segments of the
manufacturing and commerce sectors additional time to adjust, and
to reduce the likelihood of dramatic instability (e.g., in the
orice of foreign exchange, supply of credit, and so forth).

5. Program Risks

The Mission has become increasingly confident that the GOR will
begin implementing the program's policy reforms. Rwanda's
broader reform agenda, as outlined in the World Bank's Policy
Tramework Paper (PFP), was recently approved by the Bank's board.
Following the World Bank PFP approval, the IMF board approved a
Structural Adjustment Facility (SAF) for Rwanda. The World Banx
and IMF involvement in developing the GOR's SAP over the past
three years increases the chance, in USAID's assessment, that the
A.I.D,-supported reform measures will be implemented. GOR
consultations with the IBRD and IMF are fully expected to
continue into the foreseeable future,

Nonetheless, three risks remain. It remains unclear whether the
policies themselves will be reversed or altered so as to nullify
essentially their original intent., It is unclear whether the
economy can be sustained by coffee exports and donor assistance
until exports, hence foreign exchange earnings, increase., It
remains unclear how serious the need is for having a safety-net

i}
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ne GOR's overall structural adjustment program in place
the GOR undertakes any more reforms.
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J's overall SApP, of which the PMPR is a part, is Rwanda's
sotaole snift in development strategy since the early

. The risk of policy reversals is addressed by the

am's emphasis on strenjtheniniy the GOR's institutional

ity to monitor the program on a timely basis. While this
1y warning" mechanism may identify unforesesn complica-ions
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liveralization, the inevitable political calculus could still

raject them, While reduced, this risk cannot be eliminated. For
example, if the GOR budget deficit does not decrease as projected

oy the IMF, which USAID expects to be the case, it is difficult
to say ex ante how the GOR will respond.

The second risk also can be reduced but not eliminated. To its
credit, the GOR has recognized the limits of its past export
cpolicy (e.g., self-sufficiency to the point of being quasi-
isolationist). However, the necessary consensus on what to do
next has not yet been achieved within the GOR, or for that
matt=2r, among donors. The next step is to undertake analyses and
opilot test different export promotion schemes and policies. The
need for steady progress in this area is addressed by the
orogram's Conditions Precedent and technical assistance and
institutional strengthening component.

Third, while USAID has sought to address the possible negative
effects of the reforms it will support, the possible effects on
tne poor o0f the GOR's larger SAP are not yet fully understood.
The World 3ank has been working with other U.N. bodies to develop
various safety-net programs., Some will be funded as part of the
world Bank's First Structural Adjustment Creditc (SaC), dHowever,
based on USAID social analyses, the possible negative effects of
the reform program are likely to be concentrated in urban rather
than rural areas. Possible disruptions of urban linkages to the
raral sector (i.e., the flows of money and goods through family
ties) are less of a concern than risk of drought or the
con-inding structural malnutrition problem, =Zven a mild drought,
oy Rwandan standards, could disrupt the GOR's implementation
timetable., Awareness of the risk has led World Food Program
(WFP) to take the lead in mobilizing a mechanism whereby donors
contribute cash into a fund. When the need arises, WFP will use
the rescurces to buy food locally and regionally and transport 1t
to affected areas,

Other risks to the program are of a different order. First,
serious ethnic violence, which began in October 1990 and was
settled in early 1991 with a cease-fire and promises to move to a
multi-party system, are assumed to not flare up again. The GOR
response to the violence was pragmatic and encouraging. But
uncertainties remain. Talks with Rwandan rebels have not
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progressed suafficiently far to permit the opening of Rwanda's
mose important and efficient external transport route through
~13nda to the Kenya coast. As a result, continued military road
bloacks throughout Rwanda and tight movement controls on all
transport has alr2ady been identified by most ousiness
interviewed as the newest factor depressing the business
envizonment., Renewed fignting will cause increased military and
Security expenditures, At best, such a development would only
delay the GOR's SAD? implementation timetable. Another possible
gquarter from Wwhich problems could arise is the GOR's
democratization process,

finally, given Rwanda's continued dependence on export earnings
from coffee, it is hoped that there will be no significant
decrease in international coffee prices. 1If there is, there
could be insufficient foreign exchange to support the
implementation of the SAP. STABEX transfers, if authorized, are
not expected to be sufficient to cover all lost export earnings
from coffee,

C. Relationship to A.I.D. Country Strategy

The Mission will be submitting a Country Program Strategy 2lan in
the second quarter of FY 1992, At the present time, the Mission
con-inues to worx on having an impact on sustained, broad-based
increases in rural per capita income, reduced fertility rate, and
increased azricultural production, as discussed in its FY 1990-91
Action Plan (May 1989).

essence, to make progress on the Mission's goals, it has

ome necessary to support change in the non-ajricultural

tors. As concluded in Section II, the distorted incentive
ucture facing the off-farm sectors is a key culprit, If
cessful, the PMPR can contribute in the medium term to
ccessive improvements of Rwandan living standards in both rural
and uarban areas by increasing employment, consumption
opportunities (i.e., more and better quality goods at lower real
orices) and production opportunities (i.e., produce for export or
for domestic manufacturers with better linkages to the
acricultural sector).

n
e

U U U

While the PMPR has been designed to provide rapid and focused
support to key components of the GOR's SAP, the Mission will
continie £o seex changes in the country's economic environment
that will enible Rwandans to earn more income by producing,
transforming, and marketing goods more easily. 0On-going Mission
projects and activities, PRIME, Agricultural Survey and Policy
Analysis Project (ASPAP, 620-0126), and MAPS, will continue to
engaje the GOR on policy issues and were instrumental in helping
design this program. 1Indeed, as Section VI details, resources
from PRIME are being used to continue the dialogue on issues
regarding the PMPR.
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D. Other Donor Assistance.

Donor assistance plays a key role in financing the SAP, Indeed,
Jonor insistence for reform and promised support is generally
credited with having helped allay GOR concerns about embarking on
a development stratejy based on liberalization, At a special
meeting in March, chaired by the IBRD and UNDP, donors pledged
over $120 million for CY 1991. This sum is additional to that
already committed by donors through their on-going bilateral
programs, Total donor commitments to December 31, 1991 are
summarized in Table 12.

Table 12, Other Donor Assistance to SAP During CY 1991.

Donor/Institution commitment (in millions of US$)
-AFDSB 7.5
-Austria 6.5
~-Belgium 19.2
-Canada 10.0
-EEC 12.0
-france 12.7
-Germany 16.0
-Italy 5.0
-Japan ---
-0PEC 5.0
-Switzarland 7.0
-J.8. 20.0

Total Committed Us$ 120.9 million

Donors are expected to provide further support to the SAP's out-
year raquirements (i.e., 1992 and 1993) and as the GOR's PFP and
PIP are implemented., For example, the Worid Bank has already
planned a series of follow-on loans. The first SAC is to be
complemented by other sectoral adjustment operations. The next
phase is to be agro-industrial credit for coffee and tea.
According to a June Aide Memoire by the World Bank, the
ajricultural credi:t is projectel to be effective late 1992 or
early 1993. A public enterprise rehadilitation credit is also
planned. Continued IMF support is also expected, if tnhe GOR
continues to perform,
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V. PROGRAM DESCRIPTION

A. Program Goal and Purpose

The goal 1s to contribute to growth in employment and product.on
in the medium term, To that end, the program purpose is to
increase competition in the short run, and subsequently
production and employment, in manufacturing and related sectors.

B. Program Components

The program has four components: (1) policy reform: (2) resource
transfer in the form of cash transfer; (3) local currency
Jenerated from the resource transfer; and (4) technical
assistance for program monitoring and institutional
strengthening.

1. Policy Reforms Supported.

The policy reforms A.I.D. has identified firmly support the
Goverament of Rwanda's (GOR) own structural reform agenda and
form the core of policies which support the change to market-
driven signals in Rwanda's non-£farm sectors, They address three
critical areas affecting the manufacturing and commerce sectors:

(a) the foreign exchange allocation and import system;
(b) the restrictive trade regime; and
{c) the number of prices under government control.

These reforms are important interim steps in the process of
moving toward an economic¢ environment with a less restrictive
import regime (an open general licensing system), a more export-
oriented outlook, and fewer government-fiated price and profit
margin controls., The A,I.D.-supported reforms address currently
the key constraints facing the manufacturing and commerce

ors, as identified in Section III.3. above, The a,I.D.

act
rogram is summarized in the logical framework in Annex C.

S
oro
Other policy reform areas affecting the sector operformance, such
as exchange rate, privatization, tax and budget policy,
deregulations, labor market, and financial market have been or
are to be undertaken in phas2s as part of a World Bank's three-
vear *irst Structural Adjustment Credit (FSAC), planned sectoral
adjustment credits, and an IMF SAF,

a. Liberalization of Import and Poreign Exchange
Allocation System. The program supports the replacement of thae
present import programming system with a less restrictive foreign
exchange allocation and more liberal import licensing system. It
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purpdlse is to smooth the transition from the present system %to
the open general licensing (GSL) system,

This interim system nas been designed to transparently and non-
discriminazely allocate availadble foreign exchanjye in the 3tcsence
of knowini what the actual demand for foreign exchange will ce
once the system starts, or whether the current exchanje rate will

be able to equilibrate demand and supply. While the IMF :is
satisiled that the current exchange rate is reasonably correct,
further rate adjustments may be necessary. The GOR has agreed to
further rate adjustments to establish and maintain a market-
cleariny rate, if necessary and in consultation with the IMF.

The two months of experience (June and July) with the new import
system, where not all the available foreign exchange was demanded
by Rwandan importers, is still insufficient to conclude that the
RwE exchange rate needs to be appreciated. 1Indeed, as the PAAD
cases studies suggest, the currently low demand is due in part to
the newness of the system, and in part to suppressed demand
generally in the economy, The latter is associated with the
continued presence of military roadblocks throughout the country
and limits on in-country movements by people and transporters,
These will hopefully be lifted in the near future.

Regarding the current import guota controls (gquantitative
restrictions), the program supports GOR efforts to reduce the
number and range of customs duties and import surcharges.

During the initial phase of this liberalized import regime, a
limited number of "essential" imported goods (e.g., petroleunm
products, pharmaceutical products) will continue to be subject to
import programming in order to ensure an uninterrupted supply of
those goods on the domestic market., The GOR has agreed that the
value of these goods will not exceed 30 percent of total for=ign
exchange available for imports.

b. Lifting of Price and Profit Margin Controls.
rogram supports the GOR liberalizing of current price and
£it margins, including their outright removal. These changes
i help liberalize internal and external trade therebv further
oing to partially offset the inflationary impact of the
embar 1990 exchange rate adjustment,

o5
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Actions indicating that this policy change has been implemented
include the GOR continuing to do what it has announced as i+s
intention, but has not yet made de jure. That is, eliminate all
controls on profit margins, except for monopolies, such as
Electrogaz; abolish fixed prices for all goods and services,
except for a limited number.

c. Promotion of Exports. The program supports
the GOR in reviewing its export promotion policies. A higher
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This policy change will have been implemented when the GOR
launches a comprehensive study which analyzes constraints to
great2r exports by focusing on domestic factors within the
control of the government. Possible export promotion schemes to
be explored include eased export procedures, partial foreign
exchange retention accounts by exporters, reduced import duties
for exporters, and so forth, Pilot testing of schemes will be
encouraged by USAID.

2. Dollar Resource Transfer

The A,I.D. foreign exchange ($25 million) is provided to reduce
real and perceived risks and uncertainties associated wi-h the
chanjy2 from the current administratively-allocated import system
to the market- or price-driven system. How the new interim
foreizn exchange allocation/import system is actually
implemented, particularly when special interest groups lobby for
chanzes, will be crucial in determining the momentum of the GOR's
overall structural adjustment program and the private sector's
confidence in the SAP., Their assessment of the GOR's intent and
commi-ment will influence whether and how they will respond to
the changing incentive structure.

A.I.D. considered the C.I.P, mechanism as an alternative to cash
transfer, but decided against it at this time for the following
reasons. Providing resources as a cash transfer signals firmly
Lo 2ne GOR the USAID priority that the new system be implemented
in a transparent and non-discriminatory fashion. The cash
“ransfer mechanism permits rapid disbursement at a time when
Rwania is critically short of funds to suapport the implementation
of the new system. It is also an A,I.D., mechanism with which the
GOR is familiar, thus avoiding undue buriden on Rwanda's limited
ureaucracy. Finally, USAID does not currently have the staff to
implement a C.1.P. between signing and early CY 1992. ©Purchases
under a ¢.I.P., are likely to be small and therefore quite staff
intensive, since Rwanda imports less than $1 million per annum
from the United States. 1Indeed, a REDSO/ESA CMO assessment of
the potential market for U.S. goods in Rwanda in February 1991
concluded that, even with a C.I.P., imports from the United
States were unlikely to increase by more than US$ 2-3 million.

BEST AVAILABLE COPY 42 o 3)



3. Local Currency

Tne PM2R local currency will be used to reduce GOR arrears to
private domestic creditors, Such arrears currently total nearly
the egaivalent of $42 million. Most GOR arrears are to the
country's registered ("formal"™) manufacturers and commercial
pusinesses. Local currency generated oy this program will be
dsed first to help reduce arrears to private suppliers, then
nixed companies., Private suppliers are defined to include firms
where the government has no shareholder interest or is only a
minority shareholder., Priority for clearing outstanding Rwf
arrears will be given to suppliers of goods and services,
including financial services, Local currencies generated by 2MPR
will not be used to clear GOR arrears to state-owned enterporises,

The arrears reduction, in conjunction with continued GOR
adherence to fiscal and budget austerity measures agreed to witn
he IMF, should increase the amount of credit available to the
commercial sector in general, and improve cash flow in those
firms owed Rwandan francs by the GOR.,

Domestic arrears exceed the value of this program nearly three-
£0l1d. Several other donors, notably the Austrians and the
rench, are supporting the reduction of arrears. At this time,
USAID and the GOR expect to program all of this program's
counterpart funds to the reduction of the GOR's arrears to the
private sector.

4. Institutional Strengthening and Technical
Assistance

This component supplements GOR and other donor efforts to ensure
that there is an on-going and timely monitoring and analysis
capability for overseeing and assessing the impact of the A.I.D.-
supoorted reforms and associated parts of the larjer SAP on
competition, production and employment.

esses two weaknesses in the GOR's Structural Adjustment
: the absence of a vehicle to rapidly assess the evoiving
of policy changes, and the unsatisfactory record of
ing, processing, and analyzing even small sets of survey
a timely basis, USAID support is to help identify, on a
timely basis, areas which could be implemnented more rapidly or
wnhich reguire modifications. 1In this manner, potential problems
can pe identified and focused upon before they may become
threatening to the over-all adjustment program., It may also help
to control and quell incorrect rumors and suppositions about the
actual impact of PMPR, as well as its converse, provide concrete
information to generate confidence in the new import system and
the government's commitment to structural adjustment,

BEST AVAILABLE COPY 43 o\



Just as importantly, this component, while benefiting the GOR,
will also benefit the Mission. First, the base-line data °
collect2d can permit a better assessment of the program's people-
level impact, Second, information collected during the life-of-
program can nelp USAID work with the GOR to correct problems as
they are identified and take advantage of emerging opportunities,

A Monitoring Unit will be established in the Ministry of Plan to
inmplement this PMPR program component, Given the overriding
importance of this component to ensuring the PMPR program's
impact is as envisaged, it is treated in a separate section
below, How the Monitoring Unit will be organized, staffed, and
integrated with existing GOR structures and otner USAID and donor
technical assistance is detailed in the following section
(Sec=ion VIII).

At this juncture, however, it is useful to note2 that this
component will be funded for the next twelve months, both the
dollars and local currency, from the on-going USAID AEPRP
oroject, PRIMZ (696-0127). Also during the next twelve months,
the GOR and USAID will design a new project based on the
experience of implementing the institutional strengthening
component.,

C. Policy Change Outputs

The PMPR is to contribute to the sustained implementation of four
policy-related outputs:

(a) sustained implementation of the new import system,
(b) decontrolled prices and profit controls,

(c¢c) initiated study of export policy, and

(d) reduced GOR arrears to domestic creditors,

These outputs are directly linked to the PMPR's Conditions
Precedent to the disbursement of funds.

In addition to these four outputs, A.I.D., will continue to
require GOR progress in taking steps (a) to implement an Open
General Licensing System for imports, (b) to implement and
reinforce, if necessary, its capacity to monitor the operation of
the new foreign exchange allocation and liberal import licensing
system, with particular reference to its effect on the
manufacturing and commerce sectors and their linkages with the
rest of the economy, and (c) meet with USAID, as necessary, to
discuss developments concerning the implementation of the policy
reforms, their impact, and government's review of export
promotion policies.

14
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D. Tranches, Conditions Precedent and Covenants

1. Two Tranches

A, T1.D, will disourse the funds in two tranches, The first

tranche will be $15 million and the second $10 million.

earlier, all suppor:t for the technical and institutional

As noted

strengthening component Wwill be financed from PRIME, As such,
the costs and implementation plan regarding that component are

detailed in Section VI,

There are no set dates by which the GOR must comply with the
PMPR-specific conditions, Tne GOR can request, in writing, that
A.I.D. release the funds when the GOR believes it has satisfied

the relevant conditions, As detailed in Section VIII.C,

the

USAID, in conjunction with the REDSO/ESA lawyer, will make the
determination as to whether the conditions have been fulfilled.

2. Conditions Precedent to the Disbursement of the

FPirst Tranche.

There are two condi-ions precedent to the disbursement of the

first tranche, They are:

"Condition 1. The Government of Rwanda will have
replaced the existing administratively programmed
foreign exchange allocation and controlled import
licensing system with an interim licensing and
allocation system that is responsive to market
conditions anéd has the following characteristics:

(a) the Government of Rwanda will publicly

announce the amount of foreign exchange available for

allocation in 2ach period;

(b) firms and individuals submitting requests for
foreign exchange will pay at the time of filing a non-
refundable application fee equivalent to five percent

of the value of their request in local currency;

(c) if the requests exceed the available foreign

exchange, the Government of Rwanda will reduce

proportionately and non-discriminately by a factor

equal to the relationsnhip between the overall

availability of foreign exchange and the total amount

regquested;

(d) the Government of Rwanda will issue the

necessary documentation and approvals permitting those
who received foreign exchange to import without undue

delay; and
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(e) the Government of Rwanda will publish each
month for public distribution the names of firms and
individuals who have regquested foreign exchange under
the new system, how much and for which imports they
requested foreign exchange, and how mucn was allocated
to each regquestor and for which imports."

"Condition 2. The Goverament of Rwanda will have:

(a) eliminated all controls on profit margins,
except for monopolies;

(b) abolished fixed prices and profit margins for
all goods and services, except for a limited number;
and

(c) replaced quantitative restrictions protecting
local industry with a reduced number of tariffs from
twenty-three to seven and reduced range of customs
duties and import surcharges from between zero and 250
percent to 10 and 100 percent,"

Prices for monopolies and politically sensitive goods, such as
electricity, water, and beer will continue to be controlled by
the GOR. However, the prices will be set on the basis of cost-
recovery. As noted earlier, to that end, in July, the GOR raised
water and electricity rates by 50 percent each. After several
hizh-level sessions devoted solely to the price of beer, it was
raised, and then lowered when demand dropped dramatically.

3. Conditions Precedent to the Disbursement of the
Second Tranche.

There are three conditions precedent to the disbursement of the
second tranche. They are:

"Condition 1. The Goverament of Rwanda will have
continued to implement the new import system which has
the characteristics stipulated in Tranche 1., Condition
1. above; or will have implemented an Open General
Licensing (OGL) system."

"Condition 2. The Government of Rwanda (GOR) will have
initiated a comprehensive review o0f its export
promotion policies.,”

"Condition 3. The Government of Rwanda will have
reduced its arrears to domestic creditors by at least
the equivalent US$ 15 million (calculated at the time
of signing the Agreement)."
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4., Covenants
TWO covenants are proposed, They are;
"Jovenan: 1, The Goverament of Rwanda shall covenant
to take steps:

(a) to implement an Open General Licensing System
for imports;

(b) to implement and reinforce, if necessary, its
capacity to monitor the operation of the new foreign
exchange allocation and liberal import licensing
system, with particular reference to its effect on the
manufacturing and commerce sectors and their linkages
with the rest of the economny; and

(c) to further reduce arrears to domestic
creditors by at least the equivalent of US$10 million
(calculated at the time of signing the Agreement).

"Covenant 2. The Government of Rwanda will meet with

JSAID, as necessary, to discuss developments concerning
the imp.2mentation of the policy reforms, their impacet,
and government's review of export promotion policies."

E. Status of Negotiations

Durind the PAI? and PAAD preparation, the design team, including
the Mission Director, met GOR officials intimately familiar with
the SAP, including the Minister of Plan who has responsibility
for designing, negotiating and overseeing the SAP's
implementation, All components of the PMPR have been discussed
with the GOR: policy reforms, resource level, use of dollars and
counterpart funds, and the monitoring component.

Agreement in orinciple was obtained from the GOR on the PAIP
proposed Conditions Precedent and Covenants, tranches, and the
idea of support for institutional strengthening and technical
assistance to monitor the PM2R.

Changes suggested in the PAIP ECPR guidance cable (State 210761,
dated June 27, 1991) were discussed and accepted by the GOR.
Importantly, between the PAI? submission and the start of the
PAAD design, the GOR requested USAID to begin implementing the
PMPR institutional strengthening and technical assistance
component as soon as possible, even before the PMPR ProAg would
be signed.

Drafts of the Program Agreement, Authorization, and Action
Memorandum have been sent to REDSO/ESA for RLA clearance.

¥ o/
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Similarly, to expedite the process, the GOR has alsn begun
reviawing a draft of the Program Agreement,

The Ministers of Plan, Foreign Affairs (in Rwanda, this Minister
signs 3ll donor agreements), and a special Minister in the
President's Office have all indicated to USAID at virious times,
the GOR's overall agreement with the 2MPR, and their willinzness
to proceed to the signing.

P. Estimated Implementation Schedule

The following table presents the approximate dates by which JSAID
and the GOR expect to complete certain critical implementa:ion
actions, The schedule excludes tne Monitoring Component, which
has a separate schedule (see Table 14).
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Table 13, FEstimated Implementation Schedule 0of PMPR,

Ac=ion Action Agents cxpected Bv

PAAD submitted to AID/W USAID 12 Aug 91
Jrafs >2roAg, Authorization,
and action Memo submitted

0 REDSO/ESA RLA USAID 14 aAug 91
Draft ProAg submitted to GOR USAID 24 aug 91
PAAD approved AID/W 26 Aug 91
Draft ProAg, Authorization,

and Action Memo approved REDSO/ESA RLA 27 Aug 91
Draft ProAg approved by GOR GOR 27 Aug 91

Discussion of final changes
to ProAg USAID, GOR 30 Aug 91i

Authorization and ProAg
signed USAID, GOR 31 aug 91

Conditions Precedent to
ProAg and first tranche

fulfilled USAID, REDSO/ESA 10 Sep 91
RLA, GOR

First tranche released USAID, AID/W 25 Sep 91

Conditions Precedent to

second tranche fulfilled USAID, REDSO/ESA Dec 91
GOR

Secondé tranche released USAID, AID/W Dec 91

Interim AID Implementation

Review (a) USAID Aug 92

Final AID Evaluation (a) USAID Aug 93

{a) to be funded under planned Monito:ing\Unit croject.
A. End of Program Status

3y the end of the program, GOR progress on achieving the
program's dual purposes of reducing distortions in the economy by
increasing competition and private sector participation in
economic activity, and supporting the sustained implementation of
the new import system and complementary policy changes 1is
anticipated.

Fa)
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If the concept that the manufacturing and commarce sectors should
De responsive to market forces has been entrenched by the -
imp.emnentation of the program, the probability of a whole-scale
cevarsal of the GOR's structural adjustment program declines.,

The PMPR should then be considerad to have contributed to that
success. Changes could then be expected to continue to occur in
these sectors long after the program's PACD. Indeed, it is
unrealistic to expect that the sectors would have fully adjusted,
e.g., completed restructuring, to the altered policy environment
in one or even two yvears. In fact, in a market-driven economy,
the adjustment process 135 continuous,.

The program also will have contributed to contirnued GOR progress
on amplifying the specifics of how the OGL (Open General
Licensing), scheduled to be pu: in place mid-1992, will work.

As part of the institutional strengthening and technical
assistance component, the data collected should enable a detailed
assessment of its impact on:

-- increased availability and variety of goods produced
domestically and imported (with some being sold at lower real
orices);

-~--~ increased investment and employment in the formal
manufacturing sector;

--- increased linkages between the formal manufacturing
sector and other concerns, in terms of changes in the percentage
of inputs coming from local suppliers, in employment in related
business2s, and in investment; and

--- decreased level of GOR arrears to domestic creditors,
increased supply of credit from commercial banks, and its use by
the manufacturing sector.

The level of exports is not projected to have improved
dramatically by the end of the program, This is to be expected
given the lack of GOR consensus on how to change export policies,
Similarly, the export promotion study is not likely to be
completed by the program's end, The GOR's continued need for
foreign exchange and continued interest on the part of many
donors in helping develop Rwanda's export possibilities means
there will be continued pressure on and assistance for change,
Depending on PMPR's results, and the analyses enmerging from the
Mission's Country Program Strategy Plan exercise, USAID may
identify possible benefits from continuing NPA interventions.
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VI. MONITORING AND ASSESSMENT COMPONENT

A. Purpose and Outputs

Tre ourpdse 2f the A,I.D.-funded monitoring and assessment
component is to help keep GOR policy makers, donors, and the
orivate sector abreast of the evolving impact of structure
adjustnment measures by establishing a system that collects,
tracks, and analyses selected data in a timely manner. The
information presented will be selected to accurately represent
where the program is and is not achieving the desired impact b
focusing on what groups of people are winning and losing as a
result of the program,

The monitoring component will produce two outputs., First is the
development and frequent updating of a brief report based on a
table of impact indicators ("tableau de bord"). This report will
De supplemented by the information gathered from periodic and
special studies, The second output will be support for the
collection, 2n a quarterly basis, and analysis of a broader set
of data of social and economic data. It is envisaged that the
report and its distribution will serve as one forum for focusing
GOR, private sector, and donor attention on aspects of the PMPR
program which are not working as well as those parts which are
working well,

B., Organizational Structure

To attain these two outputs, a Monitoring Unit will be created.
The Unit's work plan will overseen by a Project Coordinating
committee, It will be comprised of:

o) President of the GOR SAP Monitoring Committee (who is now
also the Director General of Conjonture, MINIPLAN) and
Committee Chairperson;

o} Director General of Statistics, MINIPLAN;

o] The long term T.A. advisor and counterpart responsible for
the preparing the brief report;

o} 1 or 2 private sector representatives; and
o] a USAID representative,

Orjanizationally, the Unit will work through the Ministry of Plan
under the 'general supervisory direction of the Director General
of "Conjoncture," which translated is equivalent to "current
economic situation."”™ The Ministry of Plan has overall
tesponsibility for the GOR's SAP. The Director General is the
key GOR technocrat responsible for the overall Structural
Adjustment Program and the PMPR. He heads the SAP Monitoring
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Committee, a.k.a. "Committee de Suivi," which is the inter-
miniscerial group responsible for coordinating the implementition
and monitoring of the SAP.

The Moni-oring Unit will be conmprised of four contract staff,
Two 0f the Unit's staff will be long-t2rm expatriate technical
assistance and the other two will be long-term Rwandan technical
assistance, One expatriate advisor and Rwandan counterpart will
b2 responsible for developing and coordinating the production of
the brief report, drafting the terms of reference for the
periodic and other special studies to assess impact, and
overseeing the execution of the contracts. He/she and the
Rwandan counterpart will work closely with the Director General
of Conjoncture and report frequently to the Minister of Plan.
This expatriate advisor will also serve as the Unit's
Coordinator.

The otnher long-term expatriate advisor and Rwandan counterpart
will also work under general supervision of the Director General
of Conjonture. However, thev will be working on a daily basis
with the Chief of the Analysis Division., Together, the three
will oversee and help manage the GOR's guarterly survey of
econonic and social indicaters, which is carried out by the
Ministry of Plan's Directorate of Statistics,

In Rwanda, an organization unit who regquires survey data, in this
case the Directorate for Conjonture, generally workxs through that
ministry's statistical service, in this case the Ministry of
Plan's Directorate of Statistics. Conjonture's Analysis Division
has already revised an existing gquarterly survey, entitled the
"Trimestral," with the Directorate of Statistics. Changeas were
made with the input of two expatriate technical advisors in
Statistics, ©One is a3 specialist on economic data, the other on
social data. However, there have been difficulties in completing
the surveys, processing the information, and producing rasults.
In fac%, although the surveys have been undertaken, no guarterly
reoorts have been produced since 1980.

1. Mechanisms for Gathering Informaktion.

Afcer receiving concurrence from the Project Coordination
Commi-tee, the Monitoring Unit will gather information in three
different ways: from existing data sources and surveys; by
contracting with private firms, 1local and international; and by
small direct surveys by Monitoring Unit staff. The relationsnhip
between the Committee, the Unit, and mechanisms for collecting
information are summarized in Figure 1. below,

First, the Unit would utilize to the extent possible, data which
are already available in Rwanda, but frequently is neither being
utilized nor currently published., Much of the data collected in
Rwanda sits for long periods,
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Most of this information is macroeconomic in nature, but it also
includes detailed sector studies, surveys on employment and costs
of production by registered firms, and consumer prices and
availability of goods. This xind of information is already being
sathered by the GOR statistical services in MINIPLAN, or in other
ministries, such as the ministries of Commerce, Tinance, and

zry. Other existing sources include that collected by

te business associations and NGO's (Caritas, SERDI), as well
S ports funded by UNDP, World 3ank, USAID, and others. The
atter being relatively more concerned witnh the small and
informal parts of the Rwandan economy.

As part of this process, one long-term advisor and counterpart
and Chief of the Analysis Division will work to further adapt, as
necessary, the MINIPLAN quarterly survey and to coordinate with
the other GOR statistical services. This will fully occupy their
time. This is also expected that the Unit will work closely with
staff in MINIPLAN's Directorate of Statistics., Such a
collaborative relationship already exists between Conjonture and
Statistics staff, fueled in part by the fact that the D.G. of
Conjonture is of higher status than the D.G. of Statistics, and
that he was most recently the D.G. of Statistics.

Second, the monitoring unit would undertake their own rapid
appraisal similar to the one used for the case studies in Annex
F., These rapid appraisals would be conducted by the technical
advisor and Rwandan counterpart responsible for coordinating the
production of the brief report, Appraisals will be small (10-20
interviewees) and fast (about one week in duration). They serve
two purposes, First, they will provide rapid overview about some
aspect regarding the impact of structural adjustment on
businesses, employees, and consumers, Second, they will identify
issues requiring additional follow-up, either as part of the
guarterly survey or as a special study.

Third, the monitoring unit will work with Rwandan firms, NGOs,
and U.S.-based firms to undertake focused periodic and special
studies., The MINIPLAN has agreed to make heavier use of
consultants than it normally prefers for several reasons. 1Its
staff is already burdened with existing Jjob requirements, do not
have the technical qualifications, skills, or experience to do
the studies., It is also being to recognize that is not necessary
or possible to have staff that can do everything, particularly in
light of the GOR's continuing budget problems and hiring freeze,

Results from the on-going monitoring of key indicators and rapid
appraisals will serve as a guide as to which in-depth studies are
needed, For example, it is already clear that information
regarding the niches served by small and micro manufacturing
enterprises, both men- and women-directed, and how well they are
served by larjer importers of intermediate goods is scant, An
appraisal would survey such enterprises on their views regarding
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ct of the new import system on the availability of inputs
t. Depending on the results, a c¢ontract for a more in-
ndy coald ce commissioned to, for example, quantify how

e cenefitting, If problems are identified, the study

d dnntl_y them and propose solutlons. Dther projects, like

D's PRIMEZ project, could try to implement proposed solutions,
., Organize sessions between informal sactor manufacturars and
orters, and so forth, Studies to follow-up on a periodic

i3, for example, at six-month intervals for 18 months, would
also be commissioned, Then, if judged useful, they could be
adapted to oecome part of the study could be incorporated in the

guarterly MINIPLAN survey.

D QT {4y ¢t

O e
o

Another priority area of both the GOR and USAID is to analysis of
changes in the efficiency of Rwandan firms in the manufacturing
sector, as measured by NRP, ERP, DRCs. A study will construct a
consistent base-line data set drawn on similar earlier studies,
then update the analysis at the end of the PMPR's first year.
Another follow-on would be planned a year later.,

The intent is to gather data in an unbiased and unthreatening way
in order to make clear that the monitoring of private firas is
act confused with any of the government's regulatory activities,
such as taxation, The use of contractors, both those from the
Monitoring Unit itself or from contracted private firms, will
further help allay the private sector's concerns. Fortunately,
it also helps that MINIPLAN does not have any regulatory
responsibilities,

2. Distribution of Information,

The planned £low of information from the Unit is illustrated in
Figure 2 below, The Unit can be seen as gathering four types of
information: (i) macroeconomic data; (ii) manufacturing sector
data; (iii) commercial sector data; and (iv) consumer data.

The information gathered would be provided to the GOR Structural
Adjustment Monitoring Committee and private sector groups such as
the Association of Rwandan Manufacturers. It is intended that
the information serve as a useful forum for discussion betwsen
the GOR and the private sector throughout the program perind.

C. Monitoring Unit Implementation Plan
The Monitoring Unit implementation plan consists of a interim
phas2 which then will be developed into a separate project. The

interim phase will last no longer than 12 months. During that
period, the follow-on project will be designed by USAID and the
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Figure 2: Information Flow
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Initially, USAID's on-golng AZPRP project, PRIMZ (696-0127) will
be used to get PMPR's monitoring system f£inctioning., PRIMT is an
on-32in3y YUSAID project with the MINIPLAN whosa purpose is =0
oromote the development of small and medium private enterprises,
MINIPLAN and JSAID have agreed that it would be most expeditious
to use PRIME as the vehicle to jetting the Uni%t operating.

PRIME will provide dollars, local currency support, the part-time
services of PRIME's current long-term advisor and use of PRIME
facilities. This August, USAID and the GOR will amend PRIME to
add $493,000 for this component. The MINIPLAN and USAID have
agreed to use, as necessary, local currency generated from
PRIME's cash transfer program. Presently, there is more than the
equivalent of $3.S million available, although much less is
expected to be used. Given the similarity between the func:iions
and skills PRIME's current long-term advisor and the Monitoring
Unit's chief advisor, MINIPLAN and USAID agreed it would be
useful draw upon the PRIME advisor's availability, contacts, and
experience to get several appraisals and studies started, and
contract for the Unit's two Rwandan counterparts, MINIPLAN and
USAID have agreed to adjust the workload of PRIME's advisor to
release up to 40 percent of his time to the Monitoring Unit
activities,

In the meantime, the MINIPLAN and USAID will seek and evaluate
candidates for the Unit's two expatriate positions. Given the
importance of these positions, final candidates will first be
contracted on a short-term basis to work on a Monitoring Uanit
task., Depending on when they are finally selected, the long-term
ajvisors could be funded partially under the PRIME, and then be
funded under the planned follow-on project, subject to it being
approved and the availability of funds. Presently, the follow-on
project is envisaged to be for three years and have a life-of-
oroject (LOP) of $5.0 million.

During the interim period, the MU's administrative and logistical
arrangements will be provided for by PRIME and MINIPLAN, The
Monitoring Unit's chief advisor, if hired before the start of the
follow-on project, and his/her counterpart will be located at
PRIM=. The other two will pe located in MINIPLAN with the Chief
of the Analysis Division. ©During the design of the folliow-on
project, a decision on whether the two at 2RIMZI will be moved
into ministry-provided facilities or rent a separate facility.
The other two will remain in MINIPLAN, given that they will be
working very closely with the Directorate of Statistics,
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1. 1Illustrative Schedule of Monitoring Unit
Implementation Actions

Table 14, Estimated Implementation Schedule 0of the Monitoring

Activity Da-ze Action Agents
Selec-ion process for the

chief of the Monitoring

Unit (MU) begun 32 FY 91 GOR, USAID

PRIMT Amendment for additional
funding signed 43

‘M
<
Ve

GOR, USAID

Begin rapid aporaisals of impact of
the new import system on
meeting needs:
-- small and micro enterprises,
-- largje firms
-~ poorer consumers 40 FY 91 PRIME, GOR, USAID

Selection process begins for the
two Rwandan advisors and
second expatriate advisor 1Q

"
<

92 GOR, PRIME, USAID

3ased on results of aporaisals,
let one or two contracts for
focused studies 1Q FY 92 PRIME, USAID

Short-term Contract signed with
candidate for Chief of MU, %o assist
MINIPLAN in-house assessment of
varts of SAP in preparation for
ip-comings IBRD and IMF consaltation
visits 19 FY 32 GOR, PRIME, USAID

Develop PID for follow-on
MU project 19 FY 92 USAID, GOR,
REDSO/ESA (?)

325ed on subsequent appraisals,
_et one or two contracts for
focused studies 20 Y 92 PRIMZ, USAID

Develop PP for follow-on
project 20 FY 92 USAID, GOR,
REDSO/ESA (?)

Monitoring Unit ProAg signed 3Q FY 92 GOR, USAID
PIL No. 1 on Cps issued

and Monitoring Unit project

implementation begins 3Q FY 92 USAID

Ry
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Table 15. Summary Budget Estimates for Monitoring Component.

Funding Source/Budget Item FY 1992 FY 1993 FY 1994 FY 1995 TOTAL
033  RwrF '600 RwF 'Gad G3% Rwr '56G US$ RwF 000 uss RwF ‘000
PRIME (696-012T)
A. Long-term Techmcans(a)
1. Expa Aavisor, COP
short-term corsulrancy (1) 25,000 65 0 0 0 0 0 0 25,000 65
long-term contract 131,250 1,896 0 0 0 0 0 0 131,250 1,896
2. Expat Advisor
SNON-telm Corsultarcy (i) 25,600 85 0 0 0 0 0 0 25,000 65
long-term contract 131,250 1,896 0 0 0 0 0 0 131,250 1,896
3. Rwandan Economist(b) 0 1,120 0 0 0 0 0 0 0 1,120
4. Rwandan EConomist(b) 0 1,120 0 0 0 0 0 0 0 1,120
B. Studies
@ $30,000/person monthverpat
@ Rwif120,000/person monlviocal(d)
i. Export Policy Review/Promotion €0,000 960 0 0 0 0 60,000 960
2. iImpoi Newds of Shail ERlerpiises 36,660 560 0 0 0 0 30,000 950
3. Efficiency of Formal hanufactunng 30,000 720 0 0 0 0 30,000 720
4. Impat on SMAVMICTO Maluia tunrg
ard Commencal Enterpnses 30,000 960 0 0 0 ()] 0 30,000 960
5. Businiss EXpectalions 15,250 960 0 0 0 0 0 15,250 960
6. Impzct on Rural arel Urban Consumers 15,250 960 0 @ 0 0 0 15,250 960
Support for Rapid Assessments 0 960 0 0 0 0 0 ¢ 0 960
TOTAL from PRIME 493,000 11,682
69,859

(US$ equivt of Rw)
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Table 15. Summary Budget Estimates for Monitoring Component. (continued,..)

Ve6s

Funding Soarce/Budget ftem FY 1992 FY 1993 FY 1994 FY 1995 TOTAL
US§ RWF'Gid ©US§ RWF‘God  TGS§  RwF'066  US§  RwF ‘000 uss RwF 000
Muorstaring and Assessmert of
Palicy Refmms Project (696-0136)
(1ollow-on projpect for
Moriterirg Uity (c)
A. Lorg-term Technicans{a) 112,50 1,625 450,000 10,028 450,000 10,204 450,000 10,390 1,462,500 32,247
3. Equipment 1,500 6id 6,000 2,470 6,600 2,470 6,000 2,470 89,500 8,028
C. Stuties 0 0 300,000 13,840 315,000 4,240 200,000 4,000 815,000 22,080
D. Training 0 228,000 535 223,660 s 46,000 390 504,000 1,560
E. Owner Costs 60000 0 120000 0 100000 o 6000 0 340000 0
Sub-Total, Al Costs 244,000 2,243 1,104,000 26,923 1,099,000 12,499 164,000 17,250 3,211,000 63,915
F. Contirgercy and Inflatjon
(US$ @ 10% p.a; RWF @15% pa) 24,400 336 110,400 4,033 109,900 2,625 16,400 2,587 321,100 9,587
TOTAL far Projpct 3,532,100 73,502
(US$ equivi of Rwi)(e) 565,398

{a) Esumate inctudes money for prebminary short-term consultancy and partial funding of long-term contract. While USAID
will try t0 hire the advisors as PSCs, the estimate allows for an institutional contractor.
(b) Estimate consists of standard benefit package for local consultants, including slaray, rent, and transporn.

{c) Local costs will be part of GOR contribution.

(d) if an individual is not hired, a local RAwandan consuking fim, or NGO Wiay DE conifacied.
1

{e) Value of other GOR contributions, such as facilities, have not been include
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D. Kev :ndicators to be Tracked in the Tableau de 3ord

The primary emphasis of the USAID-supported system will be on the

ffects of the A.I.D.-supported reforms on manufacturing and
commercial sectors in terms of competition, business development,
oroduction, consumer issues, and employment., Most of the
selected indicators will be at the micro and sectoral level,
although some macro indicators will be monitored.

The rationale for this emphasis is that often the people-level
impact of structural adjustment is overlooked by focusing most of
the attention on macroeconomic indicators, In addition, in
Rwanda, most of the key macroeconomic indicators (e.g., balance
of vayments, exports, public finance, debt, GDP growth, domestic
savings, etc,) are already being gathered and closely watched by
the Rwandan authorities such as the Central Bank, Ministry of
Tinance and the Ministry of Planning, as well as by international
institutions such as the World Bank and the IMF,

In determining which indicators to track in the USaID-supported
monitoring effort, the emphasis was on identifying useful data
that 1is not currently being tracked by the GOR in its monitoring
orogram, Tne GOR is already tracking, with the World Banx and
IMF, a number of key macroeconomic variables, Thus, the
Monitoring Unit will not become too involved in that area unless
later asked to do so by the GOR.

The GOR is also implementing, with World Bank and UNDP
assistance, a "tapleau de bord" following key social and poverty
indicators. This assistance is provided as part of the Social
JDimensions of Adjustment (SDA) project. These indicators include
location of the poorest groups (income levels), nutritional
status of different segments of the populations, food
consumption, educational status, and so forth. Similar to the
macro data tracking, the USAID-sponsored Unit would only become
involved in this area to the extent that MINIPLAN and USAID
identify possible data not being covered in these areas, conclude
there is a need to do so, and determine that the other donor-
supoorted data collection and analysis activities will not be
able to make timely adjustments in their procedures.

To help determine which sector and macroeconomic data to track,
the process started with listing the key economic reforms and
traciny their impact on the groups with which USAID and the GOR
are concerned to see whether they are the desired results. The
suggested "tableau de bord" will serve as the starting point., It
is by no means exhaustive., Additional indicators may be added
and others dropped, as experience implementing the PMPR program
suggests.,

The xey indicators to be tracked along with their source and
frequency in the tableau below:

s
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Table 16.

Jata

Macroeconomic Data

1. Employment
total and
by sector(a)

2. CPI data
3. EXports
traditional

+ non-trad.

4, Foreign exchange
resarves

5. Foreign exchange
allocations

Business Develoopment

1. No, of registered
firms (Existing #

and 4 of new
approvals)

2. New iavestment
foreign and
national

3. Number and
value of SO=R
divestitures

quarterly

guarterly

annually

quarterly

monthly

quarterly

annually

bi-annually
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Suggested Tableau de Bord of Key Economic Indicators.

Ministry of
Public Service

Ministry of Plan,
Statistical Service
Central Bank

Central Bank

Central Bank
Ministry of Commerce

Ministry of Commerce

Ministry of Industry
Central Bank

Ministry of Finance



Table 16.... ¢continued

lw)
I\
T
|

Freguencyv of
Collection

23]

ormal Manufacturing Sector

1. Employment guarterly
sector and
firm level

2. Imported vs, quarterly
local raw
material use

3. Level of quarterly
sales(b)

4, Capacity quarterly
utilization

5. value added quarterly

6. Efficiency yearly
analyses
(DRCs etc)

7. Business quarterly

expectations or as demanded

Small Scale Industry

l. Employment quarterly
2. Imported vs. quarterly
local raw
material use
3. Capacity quarterly
utilization
4, Sales{(b) quarterly
5. Business quarterly

expectations or as demanded
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Source

Ministry of Industry
rapid appraisals
MINIPLAN Trimestral
rapid appraisals

MU focused study
MINIPLAN Trimestral

rapid appraisals
MINIPLAN Trimestral

rapid appraisals
MINIPLAN Trimestral

rapid appraisal

contract study

rapid appraisal
MINIPLAN Trimestral

rapid appraisals
contract studies

rapid appraisals
contract studies
rapid appraisals
rapid appraisails
contract studies

rapid appraisal
MINIPLAN Trimestral



Table 16, ... continued

Data

Commercial Sector

1, Employment
sector and
firm level
2. Sales(b)
3. Prices
4, Business
expectations
Consumers
1. Urban experiences
and expectations(a)
2. Rural experiences

and expectations(a)

Frequency of
Collection

quarterly

quarterly

quarterly

quarterly
or as demanded

quarterly
or as demanded

qguarterly
or as demanded

Source

Ministry of Commerce
rapid appraisal
contract studies
MINIPLAN Trimestral

rapid appraisal
MINIPLAN Trimestral

rapid appraisal
MINIPLAN Trimestral

rapid appraisal
MINIPLAN Trimestral

rapid appraisal
contract studies

rapid appraisal
contract studies

(a) in all cases, data on employment and management, experience
with reform and expectations, will be disaggregated by gender.
(b) information will be disaggregated to identify exports or
export-related services (transport).

In the following table,
time is presented to indicate the current starting point for the
tableau de bord:
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Table 17.

Data

Macroeconomic Data

l.

Employment
total and
by sector

CPI data

ExXports
traditional
+ non-trad,

Foreign exchange
reserves

Foreign exchange
allocations

Business Development

l.

No. of registered
firms (Existing ¢
and ¢ of new
approvals)

New investment
foreign and .
national

Number and
value of SOE
divestitures

1990-1991

Baseline

total employments=
3.43 m.

formal sector=
308.5 thous.

22% 7/90 to
7/91

traditional
exports '90
$233 m.

June '91
$ 46 m,

June '91 -
$ 16.9 m.

to be confirmed
1990 =
Frw 128m

9 divestitures
schedules for
1991
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Baseline Data for the Tableau de Bord

Source

Ministry of
Public Service

Ministry of Plan,
Statistical Service

Central Bank

Central Bank

Central Bank
Ministry of
Commerce

Ministry of Commerce

Ministry of Industry
Central Bank

Ministry of Finance




Tabie 17, Continued....

Formal Manuifacturing Sector

1. Employment
sector and
firm level

2. Imported vs.

local raw
material use

3. Level of
sales

4, Capacity
utilization

5. Value added

6. Efficiency
analyses
(DRCs etc)

Small Scale Industry

1. Employment

2. Imported vs.
local
material use

3. Capacity
utilization

4, Sales

Commercial Sector

1. Employment
sector and
firm level

2. Sales

3. Prices

11,241
empioyed

ave, of 60%
imported

90/91 -

30% down

on 1989

(70 to 100 m,
Frw.)

35% avenge
27% average
ERP ranges

-1209% to
1419%

118,00
80% local

63%

1-4 m, Frw

down 30% on 1989

down 25% on 1989

increased 50%

Ministry of Industry

rapid appraisals

rapid appraisals

rapid appraisals

rapid appraisal

PRIME report

Ministry of Industry

MAPS

SERDI

Ministry of Industry
rapid appraisal

Ministry of Commerce
rapid appraisal

rapid appraisal

rapid appraisal
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VII. PROGRAM IMPACT AND BENEPICIARIES

A. OQverview,

This section discusses the PMPR's projected social and economic
impact. A more detailed discussion is found Annex F, the Socio-
zconomic Assessment of Program Impact. The ultimate
beneficiaries will be:

-~ rural and urban Rwandans who will have a greater supply
and variety of required and desired goods and services
to purchase, some at lower real prices, and
subsequently

-- Rwandans who will be employed as a result of new
production activities, both for domestic and export
markets, in the restructuring manufacturing and
commerce sectors,

Given Rwandan social structures, new employment will result in
part of the income earned being transferred to rural areas.
Linkages and the passing of assistance from non-farm workers back
to the farm through the extended family structures are very
strong traditional social structures, Given Rwanda's adequate
road network, by sub-Saharan standards, and large number of
traders and rural merchants, the additional goods produced by the
manufacturing sector are fully expected to be distributed widely
tnroughout the country.

If past experience in Rwanda can be used as a rough guide, the
number of women-directed firms will also grow. Roughly one-fifth
of all new businesses will be women-directed and they will
account for roughly one-fifth of all new employment. Of the
women-directed enterprises, an overwhelming percentage (90
carcant) of them can be expected to be small and micro
enterprises, About two-thirds of the women will begin activities
in commerce with most of the remainder being in small and micro
manufacturing activities.

3, People-Level Impact.

The PMPR's "people-level™ impact, particularly on employment and
output, can be more clearly seen by detailing the linkages
between the ultimate and intermediate beneficiaries., Additional
detail on the linkages can found in Annex G, Cases Studies.
Intermediate beneficiaries include currently efficient
manufactures and commercial concerns, importers, shopkeepers, and
transporters,
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Currently efficient manufacturers, as measured by how efficiently
they make use of local and imported inputs (e.g., measured by
domestic resource cost -~ DRC -- analysis) have been constrained
by Jovernment policies, They will benefit from non-
discriminatory access to foreign exchange, fewer constraints
regarding the type of items which can be imported, fewer price
and margin controls., Having greater freedom in making production
and marketing decisions is expected to stimulate efficient
manufacturers to increase employment and output in the first
instance, Small rural and urban shopkeepers, and transporters in
the commercial sector will benefit from a greater production
which they can then buy and sell, Ultimately, Rwanda's consumers
will benefit from having an increased supply of goods.

To economize on the increased price of foreign exchange, these
firms are expected to seek out ways to take greater advantage of
1ocal inputs. This would stimulate a second round effect on
enterprises already benefiting a little or heretofore not at all
from formal manufacturing activity. Based on their first round
of experience, efficient manufacturers could be expected to
increase their investment and, possibly, entry into different
product lines,

Importers of final consumer goods and intermediate goods have
ceen constrained by government policies., They will benefit from
the AEPRP-supported changes. They can be expected to try to
import more and different types of final goods, given the removal
of government regulations on the types and quantities of imports.
Goods whose import was tightly controlled include blankets,
plastic products, hoes, and other small agricultural implements.
Small rural and urban shopkeepers, and transporters will benefit
from a greater supplies of goods to buy and sell, Rural and
uroan consumers of final goods will benefit from importers
increasing the availability of basic goods, and in some cases,
providing them at lower real prices., Shopkeepers and
transporters, most of whom are small, will also benefit from
having more goods to sell and transport. As noted earlier, these
goods are fully expected to be distributed widely.

Importers are expected to serve the needs of small and informal
sector enterprises who may not be large enough to participate
directly in the new import system. These smaller producers will
still benefit by obtaining access to needed imported intermediate
goods and then being able to transform them domestically (i.e.,
adding local value-added).

Presently inefficient manufacturers, as measured by a DRC, have
been protected by government policies. Nevertheless, they will
face the same opportunities to benefit from this program's policy
changes as all others., However, it may be a more difficult
process for them to adjust depending on the amount of protection
they received under the old system, The company who imports tin-



sheet and only crinkles it for roofing, for example, is expected
to face stiff competition, An entrepreneur has plans to open a
new plant to produce roofing from papyrus leaves (a U.S.-provided
technology). The latter will have much higher local value-added
and employment than the former, whose local value-added is less
than 5 percent. The net effect of the reforms on this sub-group
of manufacturers is indeterminate ex ante, It depends on whether
and how they plan to adjust., 1In the near term, employment could
remain level, or perhaps decline, It could increase in cases
where means were found to substitute local labor for imported
machinery or for production steps which might have otherwise be
undertaken outside Rwanda. Just as the net effect on employment
{s indeterminate ex ante, the net effect on output and investnent
plans is unclear. Wwhat is clear, however, is that employees of
inefficient manufacturers will be relatively more protected under
this program than under a reform program that would jump directly
to a fully open and uncontrolled market system. The phased
nature of this and the GOR's overall SAP serves to dampen, not
remove, the shock of having to adjust.

Another group of intermediate beneficiaries are those
manufacturers and commercial concerns who have been constrained
by government policy from trying to develop export marxets for
their goods. While the impact of the program's export promotion
component will be very limited during the life of the PMPR, it
nevertheless can generate future benefits in terms of greater
employment and linkages with other local suppliers, and foreign
exchange earnings, As Rwanda becomes more supportive of exports,
the smaller transporters who have long crossed borders illegally
are expected to benefit in reduced operating costs. In some
cases, an export market may serve to help bring along the
development of domestic markets. This could be the case where
the domestic market for a product is not yet mature relative to
others in the region or elsewhere (e.g., high-value vegetables
for the Middle East and Europe) or large enough to sustain
certain production processes,

As can be see in the above discussions of impact, commercial
sector enterprises, such as merchants and transporters, will
benefit from the increased manufacturing sector activity and
reduced constraints to pricing and marketing, The ultimate
benefits will be seen in new employment and greater supplies of
goods and services.

Another potential impact of the reforms is of a different, yet
important, nature. Implementation of the new import system will
be the first element of the GOR's SAP requiring a complex set of
implementation actions, At least five different major GOR
institutions will be involved: the Ministries of Commerce,
Finance, and Plan, and the National Bank of Rwanda (central
bank). The successful and sustained implementation of this
program's policy changes are fully expected to improve the
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confidence Rwanda's entrepreneurs have in the government's

commitment to reform and ability to coordinate the reform

process. Given the central importance of this program's policies
to the implementation of the overall SAP, it may help lessen the
possipbility of wide spread demonstrations against the SAP? by the
Jeneral public., 1If this program is successful, it increases the
likelihood that the IMF, IBRD, and other donors will continue to
support :he GOR's overall reform effort beyond this initial year.

A. Groups Made vVulnerable by PMPR

It is important to differentiate between those Rwandans who may
be made vulnerable (a) by the A.I.D. PMPR Program, (b) the GOR's
overall Structural Adjustment Program, and (c¢) those likely to be
vulnerable regardless of the presence of a reform program, The
negative consequences of the PMPR program's reforms will fall on
groups traditionally considered non-vulnerable: owners and
employees of inefficient larger formal firms (including
varastatals) in the manufacturing and commerce sectors, and to a
minor extent civil servants, Traditionally vulnerable groups,
including the rural poor, are expected to benefit from the A.I.D.
supported reforms, as set forth in the previous section on
program impact, or at worst, receive no benefits.

1. Owners and Employees in Large Inefficient Formal
concerns.

In absolute terms, few Rwandans are projected to be made
vulnerable by the A,I.D. supported reforms. They are most likely
to be the owners of and employees in larger formal manufacturing
and commercial firms that have benefitted from the GOR's past
protectionist policies and are unable or unwilling to adapt to
the changing incentive structure. 1If one takes total formal
employment in manufacturing and commerce and makes two
unjustified assumptions: (a) that they would all go out .of
business, and (b) that the level of formal employment has not
declined since the 1989 MAPS survey, then the maximum number of
employees that could possibly be laid off would be about 127,000
Rwandans out of a total of over 3.2 million currently employed in
agriculture, informal enterprises, and government. Given
Rwanda's economic decline since 1989, and substantiated by the
PAAD survey, the number of those who could be laid-off is
significantly over-estimated. ULooking at the experience in
Africa, large formal sectors are expected to adjust to the new
opportunities (see Annex F). 1In Ghana, for example, capacity
utilization in large formal firms were expected to drop, but in
fact it rose,

There will be some dislocation. That is the essence of the
process of structural adjustment. For example, one expatriate
owner of a private firm import-substitution firm recently left
Rwanda for Canada. His firm, however, did not close. Operations

10
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are continuing. If past surveys were reasonably correct, most
firms welcome the planned policy changes and are planning to
adapt to their operations., This view was adgain supported by the
233D cases studies. Several of the firms found to be
"inefficient" earlier studies stated that they believed they
would benefit from and be able to compete effectively under the
new GOR incentive structure,

1. Protective Measures Designed into Progranm.

The A.I.D.-supported reforms have been designed to lessen the
initial shock of the reforms, but not avoid their fundamental
intent, in four ways.

First, the reduction of GOR arrears to private sector firms will
largely benefit formal firms, some of whom could be adversely
affected by the PMPR. By having their arrears reduced, they will
receive a needed cash injection that can be used to help them
adjust.

Second, since the GOR has d=cided to change slowly from a GOR
managed exchange rate. Rather than jump directly to a market-
determined exchange rate, it is moving first to an interim
managed system so firms will not see the dramatic exchange rate
changes, hence changes in their costs of production, were seen in
other reform programs, such as in Zambia.

Third, the GOR has decided to reserve 30 percent of all foreign
exchange allocated under the new system for essential goods. The
largest single category is petrol, oil, and lubricants (POL),
then pharmaceutical and school supplies.

finally, the PMPR has a monitoring component which is intended to
rapidly i1dentify and assess the magnitude of impact, both
negative and positive, In the case of the former, the monitoring
system can give the GOR more time to respond and correct an
adverse impact which it believes to be unacceptable.

The last three measures can help ease the adverse effects of
reforms beyond those supported by this program. Since the
monitoring system can help identify potential problems, the
A.I.D. program could afford some assistance to groups vulnerable
for reasons other than the A,I1.D, program.,
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VIII. PROGRAM IMPLEMENTATION

A. A.,I.D. Program Management

The USAID Program Officer will have overall responsibility for
manag injy the program, He will be assisted by (a) an experienced
senior Rwanda FSN economist who will provide day-to-day management,
maintain contact with the GOR, and help assure the smooth
implementation of the program; and (b) and experienced Rwandan FSN
Program Assistant who will facilitate and track the flow of
documents through USAID, the GOR, and, as necessary, the PRIME
project. In addition, the USAID Controller's Office will monitor
the financial management of the dollars and local currency.

The major tasks for the Mission program management will include:
- assuring, 1in conjunction with REDSO/ESA RLA, that the
Conditions Precedent 1in the Program Grant Agreement are

satisfied;

- monitoring the covenants in the Program Grant Agreement to
determine the degree to which they are being met;

- preparing and reviewing with the Government of Rwanda any
changes or revisions in the Program Grant Agreement;

- monitoring the policy reform program and preparing reports
for the Mission Director and AID/Washington, as required;

- monitoring the financial management of the dollars and the
local currency;

- coordinating with the Ministry of Plan and other donors;

-~ carrying out the necessary steps to ensure the early and
rapid start-up of the Monitoring Unit;

- coordinating the activities of the on-going PRIME Program to
supplement the PMPR as necessary; and

- conducting the necessary evaluations of PMPR.

B. GOR Program Management

Although various ministries will be responsible for implementing
different aspects of the structural adjustment program, the
Ministry of Plan (MINIPLAN), as the agency responsible for economic
policy formulation and implementation, has been designated by the
GOR to coordinate the program. MINIPLAN will be the official point
of contact for A,I.D on the implementation of the program. 1Indeed,

71

43

13 e



the Minister of Plan has played, and continues to play, a leading
role in the development of and negotiation of the PMPR and the
larger GOR SAP, He is also one of the primary USAID contacts for
the PRIMEZ oprogram and the Natural Resources Managemen:t Project, and
his ministry 1is 1involved in the coordination of several other
Mission projects (e.g., ASPAP).

The GOR's main instrument for managing the SAP, however, will be
the "Comite de Suivi", It 1is a committee composed of
representatives from three key ministries and the central bank,
Bank Nationale du Rwanda (BNR). This four-person committiee (Comite
de Suivi), includes two representatives from the Ministry of Plan:
the Director General of Conjuncture, who is the chairperson and the
perscn to whom the Monitoring Unit reports, and the Director
General of the Statistical Studies Office. The other members are
the Director General of Studies at the central bank; and the
Director General of Studies and Evaluation at the Ministry of
Finance., This committee 1is responsible for: monitoring the
orogress of implementation; coordinating the activities with other
government ministries and donors; and developing workable solutions
to probl.ems with the SAP as they are identified,

In addition to the "Comite de Suivi™, the National Committee for
External Trade, within the Ministry of Commerce, monitors that
portion of the SAP which deals with external trade. This
committee, which has been in existence for a number of years, is
also composed of members from other ministries, and works closely
with the "Comite de Suivi™ on trade 1issues under the SAP,.
Personnel from other ministries, such as Plan, Finance, Commerce,
and the central bank are responsible for implementing those aspects
of the SAP which relate directly to their ministries.

C. Disbursement Procedures: Dollars and Local Currency

This section details the Program's dollar and local currency
disbursement procedures. These procedures are based on existing
GOR-USAID procedures which have been expanded with the full
participation of the relevant GOR implementing ministries and
agencies,

1. Dollar Release, Disbursement and Reporting
Procedures

a. Release to Special Account. Once the Program
Grant Agreement has been signed, the GOR, under the lead of the
Ministry of Planning (MiniPlan), can request that the first tranche
be disbursed. The GOR request will provide evidence detailing how
the relevant conditions precedent have been fulfilled., USAID, with
the concurrence of the REDSO/ESA legal advisor, will make the
determination as to whether the conditions have been fulfilled,
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When the GOR reguest has been approved, USAID will issue Program
Implementation Letters (PILs) informing the GOR that the relevant
conditions precedent to disbursement of the first tranche have been
met and that the funds will be released. At the same time, USAID
will notify the AID/W Controller to authorize the U.S, Treasury to
deposit the dollar funds into the special separate account for this
orogram at Citibank, Rwanda's correspondent bank in the USA., The
BNR understands the A.I.D. requirement for a separate account and
has already opened it, The account information is:

Account Title: USAID-ISPA-Rwanda
Account Number: 36077077
U.S. Bank: Citibank, New York

b. Disbursement from Special Account. The Bank
Nationale du Rwanda (BNR) and the Ministry of Commerce and
Consumption (MINICOM) will allocate the USAID-provided dollars
amon3g Rwandans who have met the eligibility requirements for
obtaining access to foreign exchange under the interim foreign
exchange allocation system, The allocation procedures, detailed in
Section V,B and Vv,D, apply to all donor and government-provided
funds for the interim foreign exchange allocation system. The
eligibility requirements are the same for all Rwandans. State-
owned enterprises (parastatals) will not receive any preferential
allocation under the program or for any U.S.-provided foreign
exchange, Rwandans receiving access to U.S.-provided foreign
exchange will use one of Rwanda's three commercial banks or the BNR
to handle the financial aspects of the import (e.g., open letters
of credit and so forth).

c. Reporting on Use of Dollars. The BNR will
provide to USAID details on disbursements from the special dollar
account at Citibank. The information will be provided on a monthly
basis until all the funds have been disbursed, or until mutually
agreed in writing between USAID and the GOR to do otherwise. In
particular, the GOR will provide information on:

(i) the purchaser

(1i) good(s) purchased,

(iii) the dollar value of good(s) purchased, and
(iv) source of the good(s).

This information will permit USAID and the GOR to track the use of
the goods in Rwanda to determine their development impact.

Every six months, the BNR will provide USAID with a detailed bank
account reconciliation on disbursements from the special account,
amounts actually spent, amounts redeposited (and available for
reprogramming, interest earned on the remaining balance (and
available for programming). This information will permit USAID to
determine that proper financial procedures were observed by the
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GOR, Rwandan <commercial Dbanks, and importers, and that no
ineligible goods were financed,

d. Eligible Goods. The goods purchased will
conform to guidelines set forth in writing in the Program Grant
Agreement, 1Ineligible items, in accordance with A,I.D., policy and
U.S. law, are be excluded. The goods will be purchased from 935-
only countries, Procurement from the U,S, shall be given first
priority.

e. The Second Tranche., The GOR can regquest the
dispbursement of the second tranche when the GOR can provide
evidence indicating that the relevant conditions precedent have
ceen fulfilled. USAID will follow the same procedures for
notifying the GOR when the determination has been made. The GOR
will folliow the same disbursement and reporting procedures as
outlined above,

2. Local Currency Generation, Disbursement, and
Reporting Procedures

a. Generation of Rwandan Prancs. Upon receiving
notification that the dollar funds have been transferred into the
separate special account at Citibank, the GOR (BNR) will
immediately deposit an eguivalent amount of local currency into a
separate counterpart fund account especially established for this
Program at the central bank., The applicable exchange US$-Rwf rate
is the rate at the time when the dollar funds are transferred into
the GOR account., The rate of exchange will be the highest rate of
exchange, which at the time of conversion is made, is not unlawful
in Rwanda,

b. Disbursement Procedures, The Ministry of
finance, 1in conjunction with the BNR, will begin to reduce GOR
Rwandan Franc (Rwf) arrears to private domestic suppliers. For
this Program, "arrears" are defined as those GOR obligations
incurred but not cleared as of November 13, 1990, which is the date
the GOR launched its SAP. "Private suppliers" are defined to
include firms where the government has no shareholder interest or
is only a minority shareholder.

First priority for clearing outstanding Rwf arrears will be given
to suppliers of goods and services, including financial services,
where the GOR has less than a twenty-five percent controlling
interest. After all arrears to this category has been cleared,
this program's local currency can then be used to clear arrears to
firms which have a higher GOR participation, Local currencies
generated by this Program Grant Agreement will not be used to clear
GOR arrears to state-owned enterprises,

c. Reporting on Use of Rwandan Prancs., The BNR
will provide to USAID details on disbursements from the special

74 A



local currency account at BNR, The information will be provided on
a monthly basis until all the funds have been disbursed, or until
mutually agreed in writing between USAID and the GOR to do
otherwise., 1In particular, the GOR will provide information on:

(1) the firm,

(ii) percentage of GOR participation,

(iii) Rwf amount of arrears to GOR

(iv) Rwf amount of arrears reduced, and

(v) list of companies with which the GOR has

outstanding arrears.

This information will permit USAID and the GOR to determine how
much arrears have been reduced, how much remains, and the
development impact of having reduced outstanding arrears to Rwanda
suppliers. The same generation, disbursement, and reporting
procedure will followed when the Program's second tranche of dollar
funds has been deposited into the GOR's special account at
Citibank.

This procedure for generating and utilizing 1local currencies
applies to this Program Agreement's FY 1991 funds only.

D. Monitoring and Evaluation Plan

1. Monitoring and Reporting.

The Ministry of Plan will be responsible for review and periodic
reports on the progress of the PMPR and the use of the local
currency as specified in the Program Grant Agreement. USAID staff
will oversee the general monitoring of the PMPR, including 1its
timely implementation and ensuring that the policy dialogue between
USAID and the GOR is maintained and needed studies and other
activities are funded on a timely basis. The Ministry of Finance
and the central bank will maintain records on the use of the local
currency and the use of A.,I.D. dollars, respectively, and will
permit USAID to inspect these records, as required., More specific
reporting will be outlined in the Program Grant Agreement or in
Project Implementationr Letters, as necessary.

2. A.I.D. Evaluation Plan

Two USAID evaluations are planned, The first will be an interim
A.I.D. implementation review to assess program progress and program
impact to date. The second will be more comprehensive and focus on
assessing program impact. It has been scheduled for August 1993,
To the extent possible, the evaluation will identify and measure
the effects of policy changes on production and employment
generation in the manufacturing and commerce sectors as discussed
in Section V.G. "End of Program Status." It will also assess the
contribution of the PMPR to the program goal. Depending on the
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stage of PMPR and SAP implementation, the Mission may decide to
reguest an AID/W impact evaluation.

These evaluations are expected to draw heavily from the work of the
Monitoring Unit, The evaluations are to be funded under the
planned project supporting the Monitoring Unit, which is projected
to be signed in the third quarter of FY 1992,

IX. SUPPORTING ASSESSMENTS

This section summarizes Mission and consultant assessments of
(a) the GOR's institutional capacity to implement and manage the
UsaIdD-funded program, (b) the commitment of GOR and people
regarding reform, (c) the Mission's <capabilities, and (d4d)
environmental considerations.

A. Assessment of GOR Institutional Capacity to Implement and
Manage USAID Program

l. Policy Reform Aspects.

The Ministry of Plan recognizes the GOR's need to strengthen its
capabilities to monitor and assess on an on-going basis the impact
of its Structural Adjustment Program and the PMPR. It is a need
widely recognized by those both in and outside of government and
firmly confirmed by USAID during its assessment of the GOR overall
reform program, Consequently, USAID made the 1institutional
strengthening component a key element of the PMPR. Section VI
details Mission-GOR plans for enhancing the GOR's abilities in this
area, As noted earlier, this program component is currently being
funded from an on-going USAID project: PRIME (696-0127). Funding
for this activity will continue under a new project next vear.
Some complementary training and studies may be funded by HRDA (698~
0463.96) and ASPAP (696-0126), respectively.

2, Financial Control Aspects.

The financial aspects of the PMPR will be managed by the Ministry
of Finance and BNR. JSAID foresees no significant financial
control and accountability problems. The Mission's General
Assessment of Accountability (submitted to Mark Edelman,
Chairperson, Management Control Review Committee, dated March 25,
1991) concluded that a GOR strength is "good internal control" over
budgeting and disbursements. The process is closely managed by the
Ministry of Finance. 1In turn, the Ministry's work closely reviewed
by several other GOR bodies, including a committee comprised of all
the GOR ministers,
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B. Assessment of the Commitment of the GOR and People

1. Commitment of the GOR.

As stated in the PAIP document (page 21, April 1991), the Mission
nad become increasingly confident that the GOR would begin
implementation of the PMPR's policy reforms. During the review of
the PAIP in AID/W, the GOR did officially begin implementing
several of the policy reforms being supported by the PMPR, in
particular, the interim foreign exchange allocation system. The
GOR had already begun implementation of other parts of Rwanda's
broader structural adjustment program, as outlined in the World
Bank's Policy Framework Paper (PFP) and recently approved by the
boards of the World Bank and IMF,

Wworld Bank and IMF involvement in developing the GOR's SAP over the
past three years further increases the probability, in USAID's
assessment, that the A,I.D,-supported reform measures will continue
to be implemented. GOR consultations with the IBRD and IMF are
continuing., For example, an IMF mission to review monetary and
fiscal targets has been scheduled for August and a World Bank
mission to review other SAP targets has been scheduled for
September.,

The commitment of the country's leadership and senior technocrats
to the reform process appears to USAID to be firmer, on balance,
than the commi-ment of mid- and lower-level government employees,
This perception has also been noted by several other donors
supporting the GOR's reform program. The difference within the GOR
may stem in part from how the program is perceived to affect their
future and jobs. To help bring along public employees responsible
for implementing aspects of the USAID-funded reform program, the
PMPR has included the institutional strengthening component to
enhance their abilities to do new job-related demands. It is also
hoped that the on-the-job training, formal training, and technical
assistance will encourage Rwandans in making policy adjustments
that are in the spirit of liberalization,

2. Commitment of the People.

JSAID staff and consultants have found that many segments of the
population do not feel like they were sufficiently consulted on the
Government's structural adjustment program. Tne GOR did make an
attempt to consult the general public by sending the Minister of
Plan to all of Rwanda's 10 prefectures in February 1990, The
attempt, however, suffered from being top-down and dirigist.

Nevertheless, the population generally seems to believe the
proposed economic reforms are necessary and will benefit the
economy =~-- if they are implemented as announced. This again
reflects the general suspicion surrounding government actions,
whether on the economic or political front (See Section II.C).

b/‘_k,.a KNK
i \
!



The PMPR has sought to build upon the general populace's cautious
acceptance of the reform by making the sustained transparent and
accountable operation of the new foreign exchange and import system
a part of the Conditions Precedent for the disbursement of both
tranches. If the economic reforms are implemented in an open
mann=2r, as agreed with the GOR, the populace's confidence in the
GOR and the economic reform process will undoubtedly increase, A
successful PMPR could be expected to have positive spill-over
effects regarding populace's assessment of the GOR's structural
adjustment program, as well as its democratization effort.

C. Assessment of Mission Capabilities

This section details the Mission's capabilities to continue the on-
going policy dialogue process, monitor the agreed upon GOR
implementation actions and assess program impact., The Mission's
established strengths are in its ability to continue the policy
dialogue process and to monitor agreed upon implementation actions.
In particular, USAID has begun by carefully reviewing the foreign
exchange allocation system, This monthly review will continue
through the program. To assess program impact, the Mission and the
GOR have already initiated Jjoint actions to put in-place a
monitoring and assessment system, as detailed in Section VI. The
Mission has also reorganized itself to prepare for the increased
workload. The Mission will re-assess the workload and present its
recommendations as part of the CPSP process. The CPSP is to be
presented to AID/W in the second quarter of FY 1992,

l, Continuing the On Going Policy Dialogue.

The Mission does not foresee any difficulties in continuing the on-
going policy dialogue. There have been no difficulties concerning
Mission access to GOR officials. The Mission Director is accorded
a rank equivalent to a government minister., <Consequently, he has
immediate access to the Minister of Planning, who is responsible
for the GOR's overall Structural Adjustment Program (SAP) and for
this PMPR, The Minister is also a former employee of USAID's on-
going PMPR program, PRIME.

The Program Officer 1is responsible for the PMPR. The Program
Officer deals on a regular basis with the Minister's <chief
technocrat responsible for carrying the Minister's decisions, and
the Minister, as necessary. He and his staff members have served
as de facto members of the PAAD design team and attended all
meetings with other GOR agencies and ministries to communicate GOR
policy and resolve internal differences., He is also the person
responsible for ensuring that the overall SAP and the PMPR is
closely monitored. The Mission's FSN Program Economist, FSN
Program Assistant, and the lead consultant from PRIME, who serves
on several of the Ministry of Plan's sector committees, all have
long-established relations with many GOR officials, not only in the
Ministries of Plan, Finance, and Commerce, or BNR,
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In addition, the Mission Director and Program Office staff liaise
formally (i.e., monthly donor coordination meetings) and on an as-
needed basis with other donor representatives providing support to
the GOR's reform program,

2. Monitoring GOR Implementation Actions.

The Program Office is responsible for monitoring GOR implementation
actions required pursuant to policy reform conditions, covenants
and implementation actions, Given the Office's established
relationships with all relevant Ministries (i.e., Foreign Affairs,
Plan, Finance, and Commerce and Consumption) and the National Bank
of Rwanda, the central bank, no difficulties are expected. As
agreed w~ith the GOR, the Ministry of Plan will assume the lead role
in ensuring the necessary information.

The Controller Office will continue to work with the Program Office
to ensure that the conditions, covenants, and implementation
actions concerning the resource transfers and allocations are
implemented as agreed., The Mission foresees no difficulties in
this area. The foreign exchange and local currency procedures and
reporting requirements have already been agreed to in detail with
the relevant GOR bodies. The responsible FSN in the Controller's
Office was a member of the PAAD team and has had over sixteen years
experience working with the GOR's financial systems as an employee
of the central bank.

3. Assessing Program Impact.

The Program Office is responsible for coordinating effort to assess
program impact, The Program Officer will oversee the efforts of
the QOffice's PSN staff working on USAID two AEPRPs. A third of the
Program Officer's time is budgeted for the AEPRPs. The FSN Program
Economist and Program Assistant will be working on a on a full-time
and on a half-time basis, respectively, with the GOR and USAID-
funded contractors. The Mission's new USDH Assistant Program
Officer will absorb some of the regular program officer duties
performed by the FSN Program Assistant. This will allow the
Mission to capitalize on the FSN's contacts in goverament. As part
of the Country Program Strategic Plan (CPSP) exercise planned for
the first and second quarters of FY 1992, the Mission will assess
the actual workload and determine if additional contractor, FSN, or
USDH staff would be required to minimize Mission vulnerabilities,
The Mission Projects Office will provide additional support as
required, For example, the Project Office has the Mission
expertise on gender issues and thus will be involved in ensuring
those elements of the monitoring and assessment plan are
implemented properly.
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D. Environmental Considerations

Given the nature of this Pr>iram Grant, a Categorical Exclusion has
been approved by AID/W. 7T-2 PMPR met two criteria for exclusion:

1. Section 216.2(c)(2)(1i) and (iii) - exclusions with
respect to :echnical assistance and for analyses
and studies; and

2. Section 222.2{c){2)(vi) - an exclusion for
contributions to international, regional or
national orzanizations by the Jnited States which
are not cr  the purpose of carrying out a
specifically identifiable project or projects,

The approved Initial =xvironmental Examination (IZE) for
Categorical Exclusion is fcund in Annex C.
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INANDA - SECIITED ZDTAOMIC ND TINARLIAL [NDILATIRS, 1537-33

hemv i muw aww

Hationai inccae ang orices

ZO0P at constant prices 0.1 0.7 -5.7 -2.0 ] 3.7 3.4

GOP ceciator 1.3 3.2 3.8 3.2 24,0 12,0 5.0

Consuamer grices 1/ 8.9 2.5 4.4 8.7 28.0 12,0 3.9

External sector ' L4

Exports, *.0.b. tin 3DRs) -40.0 -6.9 -7.0 -1.5 -3.7 7.8 1.3

isports, ¢.1.f. (in SDRs) -1.9 0.3 -5.6 -9.8 11.3 - 6.8

txport voluse 1.3 -21.5 2.7 35.6 -8.3 45 4.5

isport voluse -7.1 -0, ! -6.0 -11.1 12,8 -1.9 3.5

Teras o+ trade (deterigration -} -37.0 16,4 -11.8 =27.3 6.4 1.1 3.4

Noainal effective exchange rate .
{depreciation -) I/ -4 2.0 2.9 6.6 ves .

Real effective excnange rate
{depreciation =) 2/ -0.2 1.4 -0.8 -8.2 ‘e Ve

governsent finance - .

Revenue and grants -2.8 8.3 1.2 -7.4 33.7 . 3.4

Revenue -1.8 0.8 3.2 -9.1 32.4 1.4 12.8

Total expenditure and let lending 13.7 -3.5 -5.1 19,9 16.4 -0.7 3.8

(In percent)
Money and crecit .

Dosestic credit 3/ 15.2 17.4 13.3 19.8 5.8 7.1 5.1
Sovernsent 3/ 13.3 3.8 b.b 5.1 -2.7 -0.4 -1.8
Econoey 3/ -0.1 11.6 6.8 -3.3 9.3 7.8 6.9

Money and quasi-soney [M2) 10.3 7.4 -4,2 3.4 21.9 13.3 7.9

Volocity (ratia of 6DP to M2) 3.9 5.7 5.8 5.4 5.7 5.9 5.9

Interest rate fone-year savings deposits) 4.5-3.0 ¢.3-53.0 4.3-3.0 12,0 o

(In percent of 60P)

Total revenue and grants 15.8 16,6 17,1 . 16.8 16,1 16.0
Totai revenue 13.9 13.1 13.8 12.4 13.2 12,6 13.1
Total Total expenditure and net lending 4/ 23.9 21.8 21,1 22.4 19.2 18,3
Consolidated ¢iscal deficit

{1ncluding grants) &/ -8.2 -5.2 -4.0 -8.4 -5.7 =3.1 -2.3
Consolidated fiscal deficit

texcluding grantsi &/ -10.4 -8.7 -1.3 -1 -3.3 =b.6 -3.2
Dosestic bank financing 2.8 0.8 1.3 3.2 -0.4 0.1 -0.3
Foreign financing (net) 4.6 2.8 2.4 1.3 2.1 23 2.4
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REN 1933 1957 13§ (¥l AN i
£st. Frojectes
----------------------;-----T‘--_--.----------------------------------------------_----------;--1. ------------
fxternal current accsount igetlclt <)
Ziciuging officlal transrers -1 =163 -10.7 0 =105 -18.27 -l -t
Ircluging crriciai transrers ~0.2 =3.3 -4.3 =47 6.0 0.1 3.3
£x-3rnal dept {cutsdanding at end 2+ ceriod) 5.3 26.7 28.0 28.3 28.2 .1 73
Dept service ratio &/ 16.5 17.1 18,3 17.7 20.9 20.8 18.6
Internal oaysents 3/ 4.4 3.8 5.2 6.3 7.4 6.8 5.7
Grass J0sestic Savings 8.3 6.4 6.3 3.8 3.0 5.3 6.2
.
iin aillions aof SDRs!
O !
Overall balance of payeents fageficit - -S43 -29.0 -29.9 -47.% -9 7.3 §.4
Gross official reserves 118.§ 36.1 33.0 I3 55.7 9.8 33.9
([n sontns of :aports, C.1.f.} (S.41 {3.8) (2.4) (2.4) (2.8) (3.4) {3.3)
Sources: The Governgent of Rwanca and IMF. .

1/ The deflator of private consuaption, as seasured in the National Accounts.

2/ Annual average change 1n effective exchange rate index. .
3/ Expressed in percent of beqinning-period soney stock.

4/ On a comsiteent basis,

5/ In percent of exports af goods and nonfactor services,

BFST AVAILABLE COPY

4730/91 84 "

1 L
L e



IANGAD ERUANCE F CAreEsT) ITR6-199).

Exs6re, $.0.0 37,1 74,2 ir.7 gl.s 80.3 1.3 33.3 7.3

C¢ mnich: czotfee, *.c.o. 2100 (70,3)  (63.0)  (43.6)  i48.46)  (44.0) (47.4) (5. &)
imgort, t.0.), 21.2 07,1 207.3 197.9 172.0 1320 192.7 05.4
Trace taiance -e4, 1 -112.7  -119.6  -116.3 91.7  -118.3  -10%.3  ~-112.4
Servicas inet! -190.8 -§39.1 -94.2 -71.2 -78.8 -85.3 -82.3 -3!1.3

Of which: interest of debt N -5.7 -1.0 -6.0 -1.1 -1.9 -1.1 -71.6 '
Private transiers (net) 5.0 5.8 7.9 b4 4.8 5.3 6.6 g.3 #
Current account balance:

(excluding official tranfers) -138.9 -1%.2  -195.9 -18l.1 -163.7 -195.5 -185.3 -185.4
Official transfers 99.3 92,0 103.7 99.3 90.4 35.0 94.4 89.3
Current acccunt balance

texcluding ofricial tranfers) -390 -104.2 -32.2 -81.8  -73.3 -110.5  -90.9  -94.3 e
Long-ters capital 1nilow 7.0 839 831 471 250 139.5  98.2  lo4.f

Jirect investiaent 15.0 13.6 15.7 12,1 4.1 3.9 1.0 7.9

Net long-ters loans 36.0 70.2 47.4 35.0 20.9 39.0 83.3 12,5

Disbursements |/ 68.0 86.0 60.9 50.0 33.8 713.2 8l.! 88.9

Repaysents 11.9 15.7 13.5 15.0 13,0 142 15.8 15.4
SPA 2/ - - - - - 76,6 25.9 24.3
Other 1tess (net)

{1including errors & osissions) 12.9 6.0 0.1 4.8 0.7 - - -
Overall balance 24.9 -14.3 -29.0 -29.9 -47.6 29.0 7.3 8.4
Financing: -24.9 14.3 29.0 29.9 47,6  -29.0 -1.3 -g.4

Purchase of INF resources - - - - - 8.8 13.1 8.8

Official reserve change

(- 1ndicates increase) -24,9 14.3 29.0 29.9 42.9 -33.1 -20.4 -17.2
Change In arrears - - - - 4.6 N - -

(In units indicated)

Meaorandua itess:
Current account balance

excluding grants (percent of GDP) -9.4 -11.7 -11.3 -10.7 -10.5 -15.2 -12.4 -1 4
Current account balance

Including grants (percent of §DP) -3.6 -6.2 -3.3 -4.8 -4,7 -8.6 -6.1 -3.9

Rwanda francs per SOR 102.71 102,71 102,71 102,71 112,41 171.18 171.18 171.18
Coffee export price (cents/lb) 169.2 103.2 127.0 103.1 73.3 17.9 gl.l 88.8
Export voluse growth (percent) 17.7 1.3 -21.5 2.7 35.6 -8.3 4.3 4.5
[aport voluse growth (percent) 8.0 -1.1 0.1 -4.0 -1l 12.8 -1.8 3.5
Dept service ratio 8.3 16,3 17.1 18.3 17.7 20.9 20.8 18.6
Net foreign reserves (manths of

imports, c.1.f.) 5.0 4.6 3.2 1.9 -0.1 1.9 2.9 3.1
Real &0P growth 5.3 <0.3 0.3 =5.7 -2.0 -1.0 3.7 3.8

Sources: The Gavernaent of Rwanda and [NF.
I/ Includes World Bank striziy, «t adjustsent credits (US$45 sillion per year), as fros 1991,
2/ New external resources from the Special Progras of Assistance for Sub-Saharan Africa (SPA), largely 1n

-
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e 363 383 13% 1351 35 1357
5t ﬁ;gjec:ea
i 3RS St SWdnC3N cr3ncs
lgvenyz 119 3rints: RO T A I L Y A E LIS 45
Tzi4: raverye 25040 3.2 4.97 21,68 19,92 AN 36,43
T3¢ ravange 20.18 20,50 .89 18,35 5,97 36,49 S
Jn incoee and profit {04 5,19 S.24 4,85 5.28 b.ls T
50 goods 3nd servicas 0.2 6.5 7,46 6.5 8.13 10,03 Li.43
Gn international trade §.83 1.72 7.61 6.57 11.93 11,53 $ 12,26
3¢ wnigh: taport dutias (6,12)  (8.12)  (5.33)  (4.85) (10.43) (10.08) (10.88
cofree export tax (2.45)  (1.27)  (1,38)  (1.4]) (1.3 (1,39 (.44
Jtner tax revenue 0.43 9.54 0.59 0.37 0.82 0.73 0,40
Noriax revenue 2.93 3.32 3.9 3.30 3.09 3.84 4
rants 4,19 6,18 3.79 5.79 7.98 8.3! 8.14
Ta=a: expenziture icossitaent pasis) 40,79 18,83 36,63 2.4 49,23 48,96 50.79
furrant expenditure 23,939 23.83 23.92 3103 31.61 28,50 29,15
4ajes and saiaries 10.11 10.71 [1.00 11.80 12.91 12.89 13.33
50o0ds and services 3.79 6,06 3.57 5.77 11,00 7.16 7.81
interest pavaents 1.81 .04 2.03 2.20 4,30 5.4! 4,73
7n domestic debt 1.3 1.33 1.29 130 - 3.7 4,05 3.38
On extarnal debt 0.38 0.49 0.74 0.49 1,32 1.36 1,39
transters ./ 6,24 5.02 5.32 7.2 3,20 103 3.2
0% which: coffee sector (3.19)  (1.81)  (2.07) 14,03} {-=) (==} (==
Cacizal expenoiture 16.84 14,70 12,73 11.31 17.62 20,46 21,89
Deveiopaent budget 3.97 4,28 3.40 3.56 3.00 3.3 333
Foreign-<inanced 12.67 10.42 9.33 7.74 14,52 17.13 18.07
orants 4.10 4,22 4,195 3.96 7.4 0 8.55 8.14
Loans 8.77 4.20 5.18 3.80 7.16 8.55 7.54
Lending s1nus repayaent 0.23 0.23 0.16 0.18 0.27 0.18 0.18
Jaticit icoamitaent basis)
Excluding grants -17.89  -15.46  -12.73  -20.64 -20.48 -16.80 -l4.48
tncluding grants -13.79 -9.28 -6.94¢  -14.85 -12.89 -7.93 8.35
Change 1n arrears f{reduction =) 0.92 0.9¢ -2.21 3.34 -5.34 -- --
Jeficit fcash basis) -12.87 -§.29 -9.13 -9.32  -17.83 -7.99 -8.39
fiscrepancy (financing mnus deficit) -- 0.33 0.40 -- -~ -- --
Financing: 12.87 7.7% 8.35 9.52  17.83 7.99 6,23
Foreign (net!) 7.84 5.05 4,10 2,62 4,49 5.85 7.13
Drawings 8.77 6.20 5.18 3.80 7.16 8.55 9.54
Asortization -0.93 -1.13 -1.08 -1.18 -2.47 -2.79 -2.81
[osestic inet! 5.03 2.7 4,45 5.90 0.30 2.4 -0.73
Banking systes ’ 4,45 1.76 2,63 5.42 =), 64 -0.23 -0.73
Stner .58 1,36 1.80 1.28 0.§7 .77 -
5p4 2/ - .- - - 13.11 -- --
BEST AVAILABLE COPY
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i oerzent 3¢ SOP) ‘
MaeQrangum loens:

revenues and jrants 5.8 16.a 17.1 15.7 6.8 16,1 16,3
Revenue 13.5 1 13.8 12.4 13,2 12,6 13.1
Tgtal expenditure and net lending 23.9 21,8 <1l 4.1 2.4 15.2 18.3
Totai expenciture 3.7 21.7 21,0 24.0 22,3 19.1 18.2
Current expenaiture 13.9 13.4 13.7 17.6 14,3 1.1 10.3
{apital expenditure 9.8 8.3 7.3 6.4 8.0 8.0 1.7

Overall deflcit rcosaiisent 23sis)
Incluging grants -6.9¢ -5.2 -4.0 -8.4 -5.7 -3.1 -2.3
Excluding grants -10.4 -8.7 -7.3 =17 -9.3 -6.6 -5.2

Jources: The Sgvernaent of Rwanda and [MF.

I/ Inciuding unciassifled expenditures.
2/ The asount for 1991 is the counterpart of the US$110 eillion raised in the context of the special
Prograe of Assistance tor Sub-Saharan Africa (SPAJ,

B' A g
ESTMKQMABLECOPY
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ANNEX B. LOGICAL FRAMEWORK FOR RWANDA'S PRODUCTION AND MARKETING POLICY REFQRM (PNPR) PROGRAM

« - contribute to qrowth in
emplovment and production
1n the nedium term

- enplavaent 3nd [ncome in manufacturing

and ralated sectors incraased

- aquantity and variety af qoods increased

comoany employment and cost
records

GOR reports and market
surveys

peace and security are
maintaines

no further serious disrus‘:
In external transoort raut:

no major cecline in
internatiogal coffes prices

no serious drought

PURPOSE

- increase competition in
the short run, and

subsequently production and
employment, in manufacturing

and related sectors

END OF PROJECT STATUS

- GOR SAP still being implemented

in spirit of liberialization

Intermediate

Impact
f &+ ¥ & r & 1 3

- = - ON EFFICTENT MANUFACTURERS - - -

more emplovyment - increased income
for those hired

by firms

more output { improved supply and
{ varisty of consumer

more diversified  { goods
product lines

more investment - more employment

more purchases from - more employment and
income results from
sacondary effect of
policy reforms

other domestic
suppliers

- - - ON FINAL GOOD IMOORTERS - - -
- AND OTHER COMMERCE SECTOR FIRMS -

more goods at lower
prices

inported goods

People-level

households with an
income effect and 2
stimulus (reason) to

[

{ improved supply and -

{ variety of consumer

{ anods at lower real
greater diversity of{ prices provides

{

{

{

Norld Bank, IMF. and USAID
analyses of SAP progress

Firms identified by ORC
analysis by GOR and USAID
projects (PRIME and ASPAP)

firm employment records,
sample survey of employees
to determine prior status

reqular market survey
by GOR

analysis of efficient
businesses cost data and
sample survey follow-up on
linkaqes

Firms identified by
NBR records

reqular market survey
by GOR

89 BEST AVAILARLE COPY

GOR implements SAP as agree
with Bretton Woods
institutions

Importers are able to
identify and import
commodities demanded by
Rwandan firms and consumers

Rwanda’s manufacturers adac*
to changing incentive struc-
ture

capacity far improving
manufacturing sector linkaa:
with rest of economy exists

export opportunities will k-
identified and access to
external markets is favorab.

need for safety-net pragran:
not pressing

GOR budgat defisit {n 320z
out-vears will nmot serious!
exceed current IMF estimata:

manufacturing sector has
sufficient local currency t:
purchase FX offered

under program

10



ANNEX B. LOGICAL FRAMEWORK FOR RWANDA's PRODUCTION AND MARKETING POLICY QEFORM (PMPR) PROGRAM

Narrative Summary Verifiable Indicators Means of Verification Important Assumptions
{ oroduce/earn more ‘
- more business volumel increased income - firm records and sample
for traders, trans- { for owner-operators interviews of employees to
porters and others determine prior status
who market goods for
export
- more amployment { increased income - firm records and sample
{ for those hired interviews of employees to

determine prior status

- - - ON INEFFICIENT MANUFACTURERS - - - - Firms identified by DRC
[the net effect depends an whether and analysis by GOR and USAID .
how firms adapt to chansed structure of
incentives]
- s3me or less - enployment and - firm employment
emplovment income effect is records
indeterminant
a priori
- less or changed - effect on supply of { analysis of business
composition of consuner goods is { production and cost data
output indeterminant { followed up with sample survey
a priori {
{ reports from Chamber of
- little new, some - effect is { Commerce and other business
dis-investment, and  indeterminant { groups
divestment a priori

- - - ON EXPORTERS IN MANUFACTURING AND - Ministry of Commerce (MinCom)

COMMERCE SECTORS - = = = = = = = = - - and National Bank of Rwanda
{NBR)
- more business volume{ Increased income - firm records and sample
for traders, trans- { for owner-operators interviews of emplovees to
porters and others determine prior status
who market aoods for ;
gxport
- anre amp|loypent, { incressed income - firm records and sample
{ for those hired interviews of emplovees to
determine prior status
- more investment - increased output - analysis of business records
and employment and market survey

- more purchases from - more employment and - analysis of business records

90 -
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ANNEX B. LOGICAL FRAMEWORK FOR RWANDA's PRODUCTION AND MARKETING POLICY REFORM (PMPR) PROGRAM

other domestic income results from with sample survey to ‘

suppliers secondary effect of  follow-up on linkages
oolicy reform
- nore FX earnings - Increased FX - N8R and MinCon

garninas, which records

can stimulats fyrther

offects, possibly

including more

enployment, Income,

and consumer goods $

at lower real orices

OUTPUTS

- new market-driven foreign
exchange (FX) allocation
systen

- reduced barriers to
entry and expansion
in production and
marketing (i.e.,
manufacturing and
commerce) activities,
both for domestic and
export markets,
particularly with
Rwanda's nejghbors

imoroved production and
marketing linkages between
manufacturing and commerce,
and with agriculture

MAGNITUDE OF OUTPUTS

- replaced existing programmed
FX allocation and controlled
import licensing system with
a narket-driven allocation
system and liberial import
licensing system

- review export promotion
policies and test export
promotion schemes

- tontinued steps to transfornm
new FX allscation and
liberial import license
system to an Open General
Licensing (OLG) implemented
by commerical banks

- eliminated all controls on
profit margins, except for
nonopolles

abolished fixed prices for

ALL aoods and services. except

several essential aoods

- reduced GOR arrears to
domestic creditors

- reduced number and range of
tarrifs

transparent and non-
discriminatory implementation
the new import/FX allocation
system

undertake studies and
conmencement of several pilot
promotion schemes (i.e.,
one-window export, partial

FX retention by exporters)

yndertake the necessary
analyses and pilot proaranms
to implement OGL

repeal of price control law

Cabinet decision and public
announceaent

REPRP L{ used as generated to
reduce arrears

implement revised tarrif
scheme, and fund study to
further rationalize rates

- GOR sustains implementation
and makes subsequent
modificatians that are [n :*
spirit of liberialization

- GOR places high priority
on on-going and timely
monitoring, evaluation,
and assessment of SAP’s
impact during imolementatiz-

BEST AVAILABLE COPY



ANNEX 8. [LOGICAL FRAMEWORK FOR RUANDA's PRODUCTION AND MARKETING POLICY REFORM (PMPR) PROGRAM

Narrative Summary Verifiable Indicators Means of Verification Important Assusptions
INFUTS MAGNTTUDE OF INPUTS ¢
.~ Non-project assistance - Us$ 25 million from DFA - review of A.1.D. financlal - GOR fulfills conditisnalis.
reports and National Bank of
Rwanda reports - A.1.D. assistance is
. disbursed and tracked
- From On-going A.I.D. Project: - PRIME projec& (696-0127) - Project records, studies
produced, seminars held - counterpart funds made
+ long and short-term x $ 493,000 avallable
technical assistance
]
t counterpart funds t the equivalent of
$90.000
- From Planned Follow-on Project - PID and PP developed
with Monitoring Unit: .

- ProAG signed by 30 FY 1992
t long and short-tern t ¢ 3.6 nillion
technical assistance,
commodities, and training

x  counterpart funds t the sayivalent of
$5446,000

BEST AVAILABLE COPY
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ANNEX C.

RWANDA POLICY FRAMEWORK MATRIX
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Rvanda:

Timetable of Policy Actions

Sector

Objectives and Targets

Strategles and Messures

Tiging

1. External sector

a. Ixchacoge rate

b. Import regisme

¢. Customs leg-
tslacion and
import duties

d. Sarvices

Atta{n an exchsnge rate that
balsncas supply and demand for
foreign currancy.

Progressively liberalize
isports.

Rationalize the tariff structure
aad revise customs legislation.

Eliminate restrictions on
payments for secvices.

BEST AVAILABLE COPY
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An {nitial devaluation. The
eaxchange- - rate policy will be
kept under regular reviev, and
the rate will be adjusted (f
nacessary.

Implement an opea general
l{censing systes, the forsali~
ties of vhich will have been
agreed betvaen the Rwsadess
Covernment and the Bretton Woods
institutioos. This systeam will
cover all tmported products,
except for s restricted list of
products requiring special
licenses for security or heslth
reasoas.

In the meantime, replsce the
axisting import programaing
system by a more lidersl fmport
licensing and foreign exchange
sllocation systems. This systes*
vill ensure the regular supply
of essential goods for which a
restricted list, not exceeding
30 percent of the value of total
fmports, has been established.
This list will be abolished once
sufficient resources becosme
available.

Replace quantitative rastric~
tioaa protecting local indus-
tries by customs duties or
{mport surcharges.

Inctease the minimuam tariff to
10 percent.

No nev exemptions to be
fatroduced.

Gradually reduce fmport duty
exemptions.

Convert all specific taxes to
ad valorem taxes for all pro-
ducts except petroleum products,
beverages, and cigarettes.

Set a maxiaum import duty and
reduce the ouaber of rates.

Reducs the maximum {mport duty.
EZlisinate delays on transfers of
profits end {ncome of foreign

{investors.

Gradually reduce restrictions on
pasyments for services.

Inftial devaluation on
November 9, 19%90.

Before end-June 1992.

"

Announced on November 9,
1990, to be spplied
before end-April 1991.

Before end-April 1991.

laplenmented (lav of
Dacember 14, 1990).

Throughout the programs.
Iaplemented (lav of
Deceader 14, 199%0).

Iaplemented (lawv of
December 14, 1990).

Before end-April 1991.

Jesnuary 1992 and January
1993.

As from Juae 1991.

Throughout the progras.
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Rvands:

Timetable of Policy Actioas (continued)

Objectives and Targecs

Strateglies and Messures

Tlming

Fiscal policy

Expand and diversify exports.

Reduce the consolidated deficit
of the Governaent.

Inprove the efficliency sad
adain{stration of the tazatfon
systes, increase the share of
{ocome and consuaption taxes {a
goverament revenue, and encour=
age privata sector favestment.

Full cost recovery for
commercial sctivities of the
Govarnment.

lacresse cost recovery for nmon-
commercial public services.

Reduce tax exemptions.

Reviev export promotion
policies.

El{mination of taxes on non-
coffee exports.

Polticy of budgetary asusterfty.

Reduce goverament net {ndebted-
oess to domestic banks and {
acabaoks. ’

El{sination of all existing
domestic arrears.

Elimination of all existing
external arrears.

No nev domestic or external
arrears.

Crsdual removel of indirect
subsidies to public enterprises.

Eliainstion of budgetsrcy
transfers to the coffee sector.

Reviev entire taxation systen
and {ts edainistration, and
grsdually i{ntroduce wessures to
be agreed vithins the frsaevork
of IMF technical assistsnce.

Increase sales tax:

- from 2 percent to 3 percent
for esaential goods;
- from 1 percent to 10 percent

for services and entertainseat;

- from 6 percent to 10 percent
for other goods.

locrease specific {mport tsxes
oa petroleum products {n line
with adjustment of the exchange
rate.

Periodic reviev of charges, to
sllov reasonable profits.

Periodic reviev of user charges.

Moratorium oo nev tax exemptiona
accorded uader the 1987
Investaent Code.

BeST AVAILABLE COPY
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Befbré June 1991.
laplenented (lav of
December 14, 1991).

Throughout the prograa.

Throughout the progran.

Decenber 1’9{
Deccnber 1991,

Throughout the prograa.

]
.

As from Jeruary 1991.
As from 1991,
1991, 1992, and 1993

budgets.

laplenented (lav of
Decenber 14, 1951).

Inplesented (lav of
Decenber 14, 1991), and
throughout the progran.

As from January 1991 and
throughout the progran.

Th'toughout the prograa.

Noveaber 1990.



Rvanda:

Timetable of Pollcy Actiona (continued)

Sector Ob jectives and Targets Strategies and Measures Timing
Reviev tax exeaptions accorded Befbre June 1991.
. uoder Ilovestment Code.
.
Civi{l service reform. Reviev all relevant policles. Recomzendatlons to e
{aplenented beglnning
. January 1992.
Isprove planning and sanagement Preparstion of a rolling three=- Flnali{ze the 1991-9) PP
of operating and investmant year public iovestment program before March |, 1991
expenditures, vhile ensuring (P1P). for {ncotporation of the
adequate protection for socilal flese year (n the 1991
sector prograsse. Budget, and repeat the
exectcine el;ﬁ year.
Preparation of annual public September 1991 for
expenditure programs for agriculture, healtn,
specific sectoras. educatior, public works,
and transport (for
fnclusion {n the 1992
budget). Septeabdber 13932
for nthery eertara (for
tnclusida (n the 199)
budger).
3. Publice Rehabilitation and restructuring Adoption by the Covernaent of a Before Septeader 1991.

enterprises

A, Money, credit,

sod {nterest
Tates

of public enterprises.

Tight credit policies designed
to contain iaflation and ease
presaures ou the balaance of
payments.

lmprove mobilization and
allocation of financial
resources, by maintainiag
positive real {nterest rates.

REST AVAILABLE COPY
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general privatization strategy.

Presentation of public enterr :
prise legislation to Parliament.

Phased execution of public
enterprise tehabilitacion,
privatization, and l{quidstion
programs, according to the
timetable for the IDA-supported
progtam for reforming public
enterprises.

Quarterly ceilings for net
domestic assets and net credit
to the Gover .ment.

Gradual adoption of indirect
tnstruwents for controlling and
allocating domeatic credit.

Inplement s flexible lnterest
rate policy and simplify the
ioterest rate structure.

lacrease and impose a single
rediscount rate.

Incresse the miniaum deposit
rate.

lacrease the naximum leanding
rate.

Abolish all preferential rates.
Abolish control of toterest

rates after elimtnation of
direct credit control.

Before Decenbder 199].

As frowe June 1791.

Throughout the progras.

1993 or sooner (f
conditicns permic.

Throughout the program.

November 12, 1990.

November 12, 1990.

Noveaber 12, 1990.

Noveaber 12, 1990.

During tre last year of
the prtogram or sooner.



Rwanda:

Tiaetadle of Pollcy Actions (continued)

Sector

Objectives and Targets

Strategies and Measures

Timing

S,

6.

Pricing policy

Agriculture and
food securtty

Avold distortions {n price
foraastion.

Institutional strengthening of
the Mialstry of Agriculcture.

Boost sgricultural production bdy
{ncreasing yilelds, {mproving
soil fert{lity, and expanding
cultivable land.

Iaprove processaing and wmarketing
of agricultural products,
services to stockbreeders, aad
encoursge the development of
private marketing of agricultu-
ral faputs.

Prowote bank finsnciag of the
lgrteulturgl sector.

Ensure food security for the
population.
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Tlininate all controls on profit
margios, except for monopolies.

Abolisah fixed prices for all
products except for s sa:all
nuaber of goods and services.

For those goods auad services
whose prices vemain fixed, the
full fmpact of the exchange rate
ad justaent will de passed
through to these prices.

Strengthen the planning unit o
the Minlstry of Agriculture {n
ordar to make {t fully
operational.

Development of natural resources
for use i{n the production of
aineral fertilizer.

Increased and more efficient use
of inputs.

Strengthening of the land *
rehabilitation program.

Lffect reclamation of cerzain
svamps and underutilized moun=--
talnous ‘lands for farming.
Dissesinate {nformation on
prices.

Defioe & national policy for
egricultursl services that {a
applicable uniformly for all
pro jects.

Reorganize agricultural exten-
sion eervices through the

~integrstion of projects into a

cationsl structure.

Assist farwects to identify
projects aand obtain bank credic.

Finslize & food security actlon
plan geaced toward:

- setting up an early varning
system to prevent food
shoctsages;

- schieving optiwmal
organization of emergency
food aid;

- {ncreasing the role of NGOs
{a food security prograas;

- studying vays snd wmesns of
establishing a min{msun food
security stock.

L A 2

Announced Noveaber

1990.

Repeal of Law
before end-Apcll

193¢,

Announced Noveaber

1990.

Cabinet deciston

before end-March 1991.

Noveaber 1390 to April

1991.

Beginning

in

s !

Throughout, the
h

Throughout

Throughout

Throughout

Throughout

Throughout

Throughout

Throughout

June 1991.

the

the

the

the

1991.

prograa.

progranm.

prograa.

programs.

program.

program.

progtam.

progran.



Rvanda:

Tlaecabdble of Policy Actions (conti{nued)

Sector

Ob jectives and Targets

Strategles and Meaasures

Timling

7.

Industry

Prevent revenue losaes resulting
from the reduction in qualfty of
coffee exports.

Reiovigorate the coffee sector.

laprove the retutrn on invest-
seats {a the tea sector.

Max{aite the tea sector's con-
tributioa to the national
economy.

Inprove the efficlency of the

industrial sector aad promote
the private sector.

Rehadilitate the mining sector.

Diversify the exploitation of
sioeral resourcea.
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Improve the quality and {(ncrease
the yields of Rwandese coffee.

Avoid limiting the number of
coffee-buying traders.

Zl{sinate any export
restrictions.

Complete the sector strategy
study that i{s {n progress.

Define ao action plan based on
the fiadings of che study.

Inplesent the recommeandatioans
and cthe action plan adopted
following the strategy study.

Inprove yields, particularly by
ensuring incressed and more
efficient use of foputs.

Increase efficiency of tea
factories, particularly by
reducing costs and leproving
factory sanasgesent snd product .
quality. .

Undertake a study on the long-
tern developwent of the tea
sector.

Sieplify adainietrative
procedures.

Reviev the 1987 Investment
Code.

Promote small enterprises.

Liberalize recruitment of
personnel in the private sector.

Prepare an action plesms to reviev
labor legialacion.

FPecilitete access for small
and sedi{ue~size enterprises to
public contracta.

Eveluate the performance of the
nev aining uaits (COOPIMAR and
REDENI).

Estadlish a five-year wvork plan
for REDEMI.

Develop the use of lime aa an
egriculturel fertilizer.

Encourage the use of mineral
substances in industcy and
coanstruction.

-«
lc;fnning {n the
season.

Beginning (n the
season.

Beginning tn the
season.

September 1991.

December l99‘ .
4

Beginning {n the
season.

1991/92

1991/92

1991/92

1992/93

Throughout the progran.
L

Throughout the progran.

March 1992,

Throughout the progran.

Before June 1991.

Throughout the progras.

June 1991.

June 1992.

1992.

June 1991.

M1d-1991.

Throughout the prograa.

Throughout the prograa.



Rwanda:

Timetable of Policy Acttions (continued)

Objectives and Targets

Strateglies and Measures

Timtng

10, So=xtal develop-

men: ard

a. Population and
veaen (n
development

Lessen demographic pressure by
teducing the number of children
per woman.

Promote the role of woaen in
socioeconoaic developaent.

b. Education laprove quality of educstion by
uaing avatilable financial
resources as efficiently as

possible.

Pursue the national population
policy and tmplement the actton
plan adopted (n July 1990 by
Parlissent and the Covernaent,
with particular emphasi{s on:

- {ntegration of population
polic{es {o the formulation
of sectoral strategles;

- saking the entire
population svare of the
need to introduce fasaily
plaaning;

- extending family planning
services to all health
centers;

- the developaent of decen-~
tralized fanmily planning
prograas to reach all
strets of soctlety;

Inproving dissenination of the
aost appropriate technologies to
l{ghten vomen's vorkloads.

Iaproving access of women to
education.

laproving sccess of women to
credit.

Increase the number of f[emale
counselors in agriculture.

Encourage greater female
participation {n training
sessions of CCDPT.

Zxtending family planning and
pcisary health care tovard vomen
and children.

Provision of assistance to
wvosen's associations Involved {n
production and marketing.

Allocate additional resources
for primacy education with a
viev to increasing the
enrollaent rate and improving
the quality of educatfion.

Reduce the duratlion of prlaary
education from 8 to & years.
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Throughout the progra=z.

Throughout the progras.

4

Throughout the progras.

End-1992.
*

Throughout the prograa.

Throughout the prograe.

Throughout the prograa.

Throughout the progran.

Throughout the program.

Througrout the program.

Throughout the progras.

Throughout the program.

Throughout the progran.

For the beginnirg of the
1992/93 school year.



Rwenda: Timetadle of Policy Actlons (continued)

Sector Objectives and Targets Strategies and Measures Tlaing

Finalize sectoral strategies for DecewbeT 1992,
secondary and higher education
iao order to:

- continue the day-school
policy, la order to
{ocrease the
studeat/teacher ratio;

- gradually reduce students’
scholarships, so that ia
the loager terw only
scholatshipe for excellence
are mmiotained; $ 4

- devise and {mplement
fioancial errangements
allowing studeats to
gradually provide for their
siniava needs;

- provide fncentives to +
increase local privece
{avestment {n educatton;

- facrease the nuader of
privetely supported
students ia higher

education.
c. Health laprove quality eand efficiency Pinslize the [tnencing strategy Deceaber 1991.
of health secvices. of the heslth sector, focuaing

on the supply of essential
wedicines, cost recovery, snd
the developament of & medical
{nsutance systen.

Inplement tha above financing Throughout the prograa.
atvategy.

Inprove the quality and quantity Throughout the prograa.
of health eervice personnel.

d. B8ociel dimen- Protect vulnersble population =  Prepere s socisl action plan June 1991.
sione of groupe., ) targeted at vulnersble popula-
ad justmsent and tion groups, ensuring particu-~
development larly that:
- poor people retsin access

to basic setvices during
the stabilizstion period;

- the necesssry resources
will be msde svailadle to
deal with the principal
causes of death (Al0S,
malnutrition, locsl endealc
diseases);

- progrsws for prosoting
gainful employwent in rural
aress are strengthened.
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Rwanda: Tlaecable of Policy Actions (coocluded)

Sec:orc Objectives and Targets

Strategies and Measures

Timing

e. Eavironazent Ensure a balance between the
environment and rstional exploi-
tation of resources.

Finalize the ngtional environ-
mental action plan {n order to:

- undertake {nformation and
training prograns to amake
all levels of the popula-
tion aware of the necessity
to protect the enviroaament;

- organite & legal and (nsti-
tutfonsl framework to
ensure the coherence of
sctions protecting the
environament snd the follow-
up of aonounced environ-
wental policies;

- devise a land-use prograa;

- {aprove soil conservation
and strengthen reforesta-
tion;

- sllov efficient use of
patural resources;

- implement pollutioa control
programs. ‘

Adopt measures to ensure the
sppropriate disposal of waste.

Introduce environmental protec-
tion procedures and odjectives
io all projects.

Create an appropriate {nforma-
tion systea that would coor=--
diocate the disseaination of
knovledge of the environaent (n
Rvandas.
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Throughout the

1991.

Decenber 1992.

Throughout the

»

Throughout the

Throughout the

Throughou: the

1992,

1991.

progras.

progran.

program.

prograa.

progras.
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Annex D
!
INITIAL ENVIRONMENTAL EXAMINATION
OR
CATEGORICAL EXCLUSION

Country: Rwanda '
Title of Activity: Manufacturing Sector Adjustiment Program (MSAP)
Funding: FY 1991 ,
IEE Prepared by: Henderson M. Patrigk,JU3AID/Bwanda .
Environmental Action
Reaommended: Categorical Exclusion
Niscnszion: Thic activity mnmeets the criteria tor Categorical

Exclusinn in asccordance with Section 216.2(<) of Regulation 1€ and
is therefore excluded from further review. The &ntire $20 million
will be uzed Lo support the GOR's policy reformes related to
liberalizing its import system and the deregulation of 1ts price
control and quota system. The use of grant funds is not tied to
either financing specific commodities or tou specifically
identifiable project or projects. Section 216.2(c)(2)(1) and (134)
provide for a Categorical Exclusion from environmental procedures
for education, technical assistance or training programs and for
analyses, ctudies, academic or research workshops and meetings.
The activity alsc meets the criteria of Section 216.2(c)(2)(vi)
which provides a Categorical Exclusion for contributions ¢to
internationsl, regional, or national corganizations by the United
514at=s which ere 1ot for the purpose ~f carrving out a sp=zclfically
identifiable projecti or projects.

. PP 4 (ﬁ%:/él>
Concurrenge: ) /L e / N N

BPEROVELD: "

PISAPTROVED: _ .
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- - ANNEX E
REPUBLIQUE RWANDAISE ' - i Q3/C2/168%

2/1551
Mimistére du Plan Kigali, le

- f Ne o T39 /91/10.C0.¢
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. k/Monsieur l'attaché pour l= Coopération
de 1'USAID

Ehict t KIGALT

Appul américain au . NP .

Pregramme 4'4justament s/C de\Monsmeur le dMinistre Qes Affaycee

Strusturel ftrangéres et de la Coopér

Ut Internat] =
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’
DATE RECD . : L.
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REP_Y LE . . .
=3 Monsieur l'Attaché pour la Cocpératicon,

5\ _53- { ' .
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EES P\) Au noem du Gouvernement Rwandais, je
b tipns 3 transmettre au Gouvernement Américain les chalsureux
oo~ L~ _reherciements pour l'engagement pris 3 l'occasion de la réunigg

T~ . T dep bailleurs de fonds de Paris en date do 20 mars 1991 an

- T T "mettant 2 la disposition du Rwanda une enveloppe de 20 millimwms
N dejdollars US & utiliser en 1991 dans le cadre de l'appui & la
STERCER ajlance des paiements, ’

Cu : e l‘ p 1 2 . . .
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— _-*‘gré de bien vouloir mettre A& notre disposition l'équipe de

- ‘L'USAID qui préparera le protocole d'utilisation de ces fonds,

~ — E?:—- . Veuillez agréer, Monsieur l'Attaché pour
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ANNEX F.

THE SOCIO-ECONOMIC IMPACT OF THE
STRUCTURAL ADJUSTMENT PROGRAM

I. OVERVIEW AND OTHER COUNTRY EXPERIENCE

Introduction

Before assessing the socio-economic impact of structural
adjustment in Rwanda it 1is first necessary to review in a@an
objective way the experience of other countries undergoing
structural adjustment, particularly African countries. Without
first looking at objective information it would be difficult to
make an informed judgment about the likely "winners and "losers"
from structural adjustment in Rwanda.

The experience from other countries sheds some interesting
light on this subject. It demonstrates that the most vulnerable
and poorest groups have generally not been adversely affected by
structural adjustment, contrary to some common thinking. The
groups which have been most hurt by structural adjustment are
usually urban formal sector employees usually employed by the civil
servants, parastatals, or protected manufacturing or commercial
firms. These groups are not the poorest or the most vulnerable
group in these countries.

The Process of Structural Adjustment

The objective of structural adjustment experience is to

restore sustainable economic growth and to make lasting progress in
alleviating poverty. The process is lengthy, however, often faced

with complex challenges in controlling inflation, achieving a
sustainable balance of payments situation, changing the incentive
structures, strengtheq}ng institutions, mobilizing savings and
increasing investment.” Control of inflation and reduction of the
external deficit are often attempted at the beginning of the
program to lay the foundation for sustainable economic growth.

When enough progress has been achieved with the inflation and
balance of payments problems, structural reforms to improve
resource allocation and to lift other impediments to growth are
initiated. Thus an analysis of performance indicators on or two
years after the initiation of an adjustment effort reveals little

lSee World Bank-Supported Adjustment Programs Country
Performance and Effectiveness, Vittorio Corbo and Patricio Rojas,
The World Bank, 1991.
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about the effectiveness of an adjustment program. Rather, it will
more likely pick up the short-term adjustment costs instead of the
medium- and long-term benefits.

Cross-country research where enough time has been passedrssince
the initiation of the adjustment process would permit a more
complete evaluation of the effects of structural adjustment
programs,

Cross-Country Research on the Economic Impact
of Structural Adjustment

Several studies have been undertaken to compare economic
performance o©of countries which have undertaken structurdl
adjustment programs vs. the performance of countries which have not
undertaken adjustment programs.

The results of the studies have been quite consistent; that
adjusting countries have outperformed non-adjusting countries
standard indicators of economic performance such as GDP growth
export growth, and saving rates. For example a World Bank review
of adjustment programs worldwide indicated that adjusting countries
averaged 2% per year higher annual GDP growth rates, 4% higher
rates of domestic saving, and 5% higher exports to GDP ratios.

A separate study by USAID3 examined the difference in
performance between 27 adjusting and non-adjusting countries in
Africa over the 1980-1987 time period. This report (see Table 1
below) found that reformers had higher rates of GDP growth (2.9% to
1%), agricultural sector growth (4.07% to 1.38%) export growth
(2.39% to -5.35%), and lower rates of inflation (20% to 25%).

Other studies have confirmed that adjusters had stronger
economic performance, even when adjusting for eternal shocks and
non-program variables (e.g. drought, wars, terms of trade
differences). For4example after adjusting for these variables, a
World Bank study found that adjusters had higher GDP growth
rates, higher exports to GDP ratios, and higher saving to GDP
ratios,

2See Report on Adjustment [Lending II: Policies for the
Recovery of Growth, the World Bank, 1990, pp.22-25.

3See "Fresh Start in Africa: AiD and Structural Adjustment in
Africa" by Jerome Wolgin, August 1990.

4See Corbo and Rojas, op. cit., pp. 21-22.
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Table 1: African Economic Performance
Adjusters vs. Non-Adjusters

(annual average, 1980-1987)

Adjusters Non-AdJjusters
Growth of GDP (%) 2.90 1.00
Agricu?tural Growth (%) 4.07 1.38
Resource Balance (% of GDP) 6.79 9.69
Terms of Trade (% change) -1.76 -2.88
Fiscal Deficit (% of GDP) -5.76 -7.39 ’
Credit Expansion (%) 16.26 25.85
Nominal Exchange Rate (1980 =100) 45.88 79.42
Inflation Rate (%) 20.04 25.56
Growth of Imports (%) 2.39 -5.35
Growth of Exports (%) 4.08 -1.11

Source: "Fresh Start in Africa: AID and Structural Adjustment in
Africa," by Jerome Wolgin, August 1990

Cross-Country Research on the Social Impact
of Structural Adjustment

There are few subjects in the field of international
development which have generated as much interest and controversy
in recent years than the question of whether structural adjustment
has reduced the welfare of the poor. Groups such as the U.N.
Commission for Africa (ECA) and several African government
officials have stated that the human and social costs of structural
adjustment programs in Africa have often exceeded the real or
intended benefits.

It has been argued that the most vulnerable population groups,
in particular the poorest segments, women, children, disabled, and
the aged are being severely affected by such measures as limits on
civil services wages to below the inflation rate, retrenchments of
civil servants and parastatal employees, the cutting of food
subsidies, and the reduction in expenditures on health and
education.

However when the cross-country research is used to examine in
a factual way the impact of structural impact, some interesting
results emerge. First, the groups normally thought to be the most
vulnerable {the poor) are generally not adversely affected by
structural adjustment program., Second, the groups
which are the most adversely affected are formal sector employees
of the civil service, parastatals, and protected manufacturing
firms,

e
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We will now examine what some of the research findings are
regarding the social impact of adjustment on the most vulnerable
groups, then we will turn to the what the socio-economic impact of
the program is 1likely to be in Rwanda for both the overall
structural adjustment program and for the USAID-supported component
of the program.

Identification of the poorest and most vulnerable groups. In
any country concerned with the social impact of structural
adjustment one must begin with an identification of the who are the
poorest and most vulnerable groups in the pogglation. Studies from
a numb of countries (Cote d'Ivoire”, Madagascar , and
Cameroon ) indicate that in most African countries the poorest arfe
rural, rather than urban, and self-employed rather than wage
laborers. In some countries larger proportions of the poor are
concentrated in one geographic region, while in others they are
spread more evenly throughout the country.

In Cote d'Ivoire, a relatively urbanized country for Africa
(41%), 85% of the poor (defined here as poorest 30% of the
population) live in rural areas. In that country over 70% of the
poor population receive some of their income from export crops
(cocoa, coffee, 0il palm, or cotton). 1In Madagascar 19 of percent
of the population are urban. In that country 88% of the poor
(bottom third of population below the poverty line) are rural. 1In
Cameroon over 90% of the poor live in rural areas and 80% of the
poor have no education,

Agricultural price changes. From the above information we can
see that in many African countries poverty is a largely a rural
phenomenon. In the vast majority of cases the primary source of
income is from agriculture, and in many cases the primary source of
cash income is from export crops. The incomes of those farmers
have usually risen as a first round set of effects to adjustment
through both exchange rate adjustment agricultural price reform.

Small farmers are usually net beneficiaries under downward
exchange rate adjustment because they export 100 percent of their
outputs but typically use very little imported inputs such as
fertilizers.

Food prices. The price and availability of food under
structural adjustment programs is another concern raised by many
observers. One the major criticisms of adjustment programs has
been the belief that through devaluation, eliminations of food
subsidies and the liberalizations of agricultural markets that food

5See "The Distribution of Welfare in the Republic of Cote
d'ivoire in 1985, World Bank LSMS Working Paper Number 29, 1987,

6See Wolgin,op. cit. p.19

7See Jerome Wolgin, op. cit, p.1l8 , 2}\ﬂ
ey
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prices would increase markedly, thus having negative impacts on
food security for the poor.

The evidence from a group of 11 countries for which data8
are available suggests that more often food prices have fal¥en in
real terms after adjustment, For Ghana, Malawi, Mali, Senegal,
Niger, Somalia, the Gambia, and Tanzania, real food prices fell or
stayed the same during adjustment. In Madagascar, Kenya, and
Zambia real food prices rose, The reason food prices tended to
decline in those countries 1is partly associated with exogenous
factors such as the price of cereals on the world market or weather
conditions in their own country. In addition marketing
liberalization and increased foreign exchange access led to
increased imports of food which put downward pressure on fogd
prices.

Income effects, Overall, the 1incomes of the poorest
(primarily rural) groups have held up well under African adjustment
programs for the reasons indicated above. Agricultural export crop
prices have risen while food prices have usually stayed the sames or
declined. In the formal sector, real wages have often declined,
particularly among civil servants. This contraction has had little
impact on the poor hoover because less than 5% of the poor are
employed in the formal sector in most African economies. Thus the
poorest groups are unlikely to be directly affected by contractions
in civil service or formal sector employment.

Social Spending. Another criticism of structural adjustment
has been that expenditures health and education <contract
drastically during adjustment., First of all it is important to
establish what level of government services the poor are already
receiving (before adjustment), and second generally examine how
expenditures in the social sectors are affected by adjustment.

In many African countries the poor receive disproportionately
fewer benefits from government social expenditures, with or without
structural adjustment. For example in Cote d'Ivoire only 12% of
the household members in poor families attend primary school, while
for the non-poor, 20% do. Similarly , only 5% of the poor who wgre
sick wvisited a doctor while 21% of the non-poor did.
Consequently it is not clear that a reduction in government
services would have a negative impact on the poor because in most
cases they were not the main beneficiaries of those services in the
first place.

8See David Sahn, "Fiscal and Exchange Rate Reforms in Africa:
Considering the 1Impact on the Poor," (unpublished manuscript,
1989), pp. 93-105

9See Paul Gleuwe and Dennis de Tray, "The Poor During
Adjustment: A Case Study of Cote d'Ivoire, World Bank LMLS Working

paper Number 47, 1988 pp.27-28.
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Turning to the second question of how social expenditures were
affected by adjustment we look at 13 countries unq%rtaking
adjustment programs for which such data are available. From
the available evidence, it appears that no systematic pdttern
exists; i.e. countries are just about as likely to increase social
expenditures during adjustment as to reduce them:

o health expenditures as a percentage of total discretionary
government expenditure (i.e., government expenditures net of
interest payments) increased in 6 countries and decreased in

7;
o real health expenditures increased in 6 and decreased in 7,
o) education expenditures as a percentage of total discretionary

government expenditure increased in 6 countries, decreased in
6 and remained constant in 1;

o] real education expenditures increased in 6 countries &nd
decreased in seven others.,

Summary of Social Effects. There is no clear evidence that
structural adjustments in Africa have had overall a negative impact
on the poor. Being largely rural, they been net beneficiaries of
the programs as agricultural export prices have improved. In most
countries for which we have data food prices stayed the same or
fell. While there has probably been a reduction in real wages in
the formal economy, especially in the civil service, this has had
little direct impact on the poor since they rarely participate in
the formal economy. There 1s no systematic evidence that
adjustment has led to reductions in heath expenditures; countries
undergoing adjustment are about as likely to 1increase these
expenditures as reduce them,

loSee Sahn, op. cit, pp 58-59,.

i r———
\ O



II., IMPLICATIONS FOR RWANDAN STRUCTURAL ADJUSTMENT PROGRAM

Introduction ¢

In this section we will rely on the previously cited cross-
country research, combined with specific information about Rwanda
and its structural adjustment program to estimate what the socio-
economic effects of the structural adjustment program will be in
Rwanda.

First the likely impact of the overall program is discussed
below identifying the likely "winners"™ and "losers". Second an
assessment of the USAID program impact is made. ]

In section III, case studies are provided demonstrating a
sample of Rwandan attitudes about the initial impact of structural
adjustment., The case studies 1include formal and informal
manufacturers, traders, exporters and consumers.

&

Qverall Program Impact

In determining what the socio-economic impact of .the overall
structural adjustment program in Rwanda will be, first we must
examine look at what the main policy reforms measures are and then
determine what their effects are likely to be.

In describing the overall program impact we are looking at the
sum of all the policy measures agreed upon by the government, the
World Bank the IMF and the various bilateral donors. The total
number and depth of structural reforms committed to by the
government is quite ambitious compared with programs in other
African countries, For Rwanda it marks its first time that it has
ever been a participant in a World Bank funded structural
adjustment program.



The principal structural adjustment reforms undertaken or to
be undertaken in Rwanda are:

o} exchange rate adjustment
o) libe;alized ﬁoreign exchangflallocation
and import licensing system
o} international tariff reform
o) price and profit margin decontrol .
o] interest rate decontrol
o] privatization of state-owned-enterprises

+

Overall it is expected that the reforms will lead to higher
economic growth, higher exports, increased imports higher
agricultural production, and higher 1levels of domestic saving.
These results projected based on the economic results of other
countries discussed in Section I above.

For each one of the structural adjustment reforms in Rwanda,
the likely impact can be estimated individually ceteris paribus,
followed by a net impact assessment of all the reforms taken
together. This net assessment provides an estimate of which groups
are likely to benefit from, and which groups are 1likely ¢to
adversely affected by the main reforms.

Holding other variables constant, the exchange rate
devaluation of October 1990 is likely to make export industries
more competitive and profitable, and is likely to have potentially
harmful affects on industries dependant on import inputs which sell
exclusively for the local market, unless they can pass on their
higher costs to consumers. This passing on of costs is possible for
beer and certain other products for which the demand is relatively
inelastic with respect to price,.

In the short run the exchange rate adjustment will also lead
to higher imported prices in local currency terms and initial
increases in inflationary pressures,

The new foreign exchange allocation system combined with the
new inflows of donor assistance, should increase the availability
of imported raw materials, intermediate goods, and final consumer

llWhile USAID has been generally supportive of all the reforms
(see below), it has only directly involved in the with the planning
and implementation of this reform.
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goods. Rwandan consumers should benefit by having a greater supply
and variety of goods to purchase. The higher inflows of imports
ceteris paribus should help contain overall inflationary pressures.

’

International tariff rationalization and reductions will help
reduce the price of imported intermediate and final goods. The net
effect of this reform will be to benefit consumers with cheaper
prices for final goods while putting more competitive pressure on
protected domestic industries.

Price decontrol and profit decontrol will ceteris paribus
initially lead to higher prices and profits in industries and
products where de jure controls also meant de facto controls.
At the current time (see case studies to follow), it appears that
comumers' limited purchasing power will be the limiting factor in
determining what prices businesses will be able to charge
customers,

Interest rate decontrol on deposit rates, holding other
factors constant, should increase the amount of domestic saving
which is available for investment. Raising the ceiling interest
rate charged on borrowing should have the effect of curtailing
credit expansion, unless inflation remains higher than 19% (the
ceiling on nominal rates), thereby making borrowing rates negative
in real terms.

Taking 1into account the net effect of the structural
adjustment reforms and the experience learned from other countries
the overall impact of the reforms is likely to be the following in
Rwanda:
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Positively Affected Groups

Agricultural exporters
(Smallholder coffee, tea
growers and growers of
non-traditional crops)

Consumers

Efficient manufacturing
firms

Smaller and newer
retail firms

Local suppliers to
the manufacturing
sector

small and informal
sector firms

Negatively Affected Groups

Inefficient manufacturing
firms

Monopolistic
import traders/retailers

Retrenched civil servants,
redundant parastatal
employees

ll

113

Main Reforms Helping Group

Exchange rate adjustment

Liberalization of
exchange

foreign
allocation and
importing procedures,
reductions on tariffs on
intermediate and final goo%s

Liberalization of foreign
exchange allocation and
importing procedures

Liberalization of foreign
exchange allocation and
importing procedures

Exchange rate adjustment
(increasing incehtives to
procure raw materials and
intermediate goods

locally)

Liberalization of foreign

exchange and importing
procedures

Reforms Hurting Group

EXchange rate adjustment,
reduced import tariffs,
liberalized import

procedures

Exchange rate adjustment,
liberalized import
procedures

Civil service retrenchment,
parastatal privatization



Social Impact Assistance Program

In order to mitigate against the possible negative effects of
the program the GOR, the World Bank, and the World Food Program are
planning a multi-donor Social Impact Assistance Project of §80
million to accompany the Structural Adjustment Project.

The objectives of the project are to: (i) accomplish a
qualitative and qualitative increase in government spending in
health and education sectors throughout the structural adjustment
program; (ii) develop a food security assistance program with the
assistance from the WFP; (iii) organize labor-intensive works for
rural road construction; (iv) launch a micro-enterprise supporE
program; (v) establishing a re-deployment fund for laid-off civil
servants; and (vi) the establishment of a social impact monitoring
program,

The latter will: (i) examine the 1983-86 household survey .to
establish a baseline set of poverty and social indicators; (ii)
provide annual surveys to update social and poverty 1indicators
(iii) maintain and monitor a key set of social indicators (social
tableau de bord); and (iv) provide an in-depth household survey to
assess the effects of adjustment on the poor in Rwanda.

Impact of AID Funded Program

As the previous discussion indicated the only major reform
with which AID has been directly involved is the liberalization of
foreign exchange allocation and import licensing procedures. From
the list of "winners" and "losers"™ above it is clear that the main
beneficiaries to the AID program component are:

1. consumers

2. Efficient manufacturers

3. New and small importers/retailers
4, Small and informal sector firms

All of those groups will benefit by having more direct access
to foreign exchange and import goods.

Consumers will benefit by having a wider supply and variety of
goods, many of which will be imported.

Efficient manufacturers will benefit by having direct, non-
discriminatory access to foreign exchange to import raw materials,
intermediate goods and vital spare parts. Also included in this
group are companies who will either expand exports or begin new
export development under the program,

These efficient manufacturers are also companies which will
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directly benefit by having their arrears from the government paid
off as the 1local counterpart utilization of the AID foreign

exchange program contribution.

New and small importers/retailers will benefit by having new
access to imports that were previously off limits to them bacause
of restricted non-transparent import licensing and/or limited
foreign exchange availability

Small and informal sector enterprises, even though they may be
too small to participate in the new program will still be able to
benefit by buying increased amounts of raw materials or
intermediate goods through retail importers.

There are two main groups that might be worse off because of
the AID supported program: ’

1. Inefficient manufacturing firms

2. Monopolistic traders/retailers

&

Protected, inefficient manufacturing firms might on balance be
harmed by the foreign exchange and import liberalization program.
In the past these firms may enjoyed have enjoyed de facto
monopolies because of restrictions on imports of either final
products, or on raw materials and intermediate goods needed to
produce the final product.

First, the increased access to foreign exchange and imports
could provide competition to inefficient firms in the form of
increased final goods imports which are more competitive in terms
of price and/or guality.

Second, increased access to import licenses for the imports of
raw materials and intermediate firms may bring also more
competition to previously protected firms.

How these firms will respond to the reforms is indeterminate
at this stage, Some of these inefficient firms will be forced to
reduce their employment levels while others may even be forced to
close down. On the other hand some firms may adjust to the new set
of opportunities by becoming more efficient at what they do,
changing product mixes, or changing product lines all together,
These kinds of changes will be tracked throughout the monitoring
component of the project.

Similar to protected manufacturers, previously protected
traders/retailers could be harmed by the new competition generated
by the new import liberalization.

In the past when foreign exchange and import licenses were in
snort supply, well connected importers were given privileged access
to scarce foreign exchange, Since effective demand for foreign
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exchange exceeded supply at the going price, traders with access to
foreign exchange could extract scarcity rents through their selling
prices for imported items.

Under the new more transparent system all buyers will have equal,
non-discriminatory access to foreign exchange. New entrants may
begin importing and selling goods for which traders/retailers
previously enjoyed monopolistic positions. Under the rules of the
game, the previously protected importers will be forced to compete
on a level playing field with everyone paying the market clearing
rate on foreign exchange.
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ANNEX G

CASE STUDIES

Introduction

In the section which follows 8 case studies are provided to
demonstrate the impact of recent reforms on different private
sector entrepreneurs, The entrepreneurs include: formal and
informal sector manufacturers, importers/traders, and exporters.
These case studies will help contribute to the baseline of
information which will be tracked by the project's monitoring and
evaluation component throughout the life of the project.

The information in the case studies was obtained through
personal interviews which took place in Kigali, Rwanda between July
22 and August 7 1991. For consistency one survey instrument wAs
used to gather information during all the interviews. A copy of
the survey instrument used is attached after the case studies,

The interviews provide baseline 1information about key
indicators about the company at the start of the adjustment
program, These key indicators relate to employment levels,
evolution of sales revenue, capacity utilization levels, capital
investment trends, use of local vs. imported inputs, value added
etc.

The case studies also provide useful information about Rwandan
entrepreneurs attitudes about the business environment, policy
constraints, and about the impact of structural reforms on their
businesses.

From the interviews it was clear that for most businesses the
current business environment is not very favorable. The current
high security situation associated with the combined with recession
have led to bad situations in both the manufacturing and commercial
sectors, 1In both sectors most of the business indicators including
sales volume, number of employees, capacity utilization, etc. show
an extremely depressed levels for 1990-1991 -- the baseline period
for the start of the program. There is cautious optimism that the
situation will get better by 1992,
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KEY INDICATORS

Company name:

SOPAB

Societe de Production
d'aliments Pour Betails
Main Products:

Feedgrains mixes for
poultry, cattle and other
livestock

Wage Bill '90:

7.2 m. Frw

Output Price Trends '89-'91:

7% annual increase

Local Sourcing of Raw Materials:

90 % ~- Sorghum, maize
and crop residues

Biggest Constraints:

Name of Interviewee:

Mr. Servilien MUKARAGE
Director General

Number of Employees:

70

Capacity Utilization '91:

30%
Sales, '89: '90:
85 m. Frw 100 m.Frw

Pirm's value Added '91:

30%

1. Low level of purchasing power in local market.

2. Lack of management expertise of staff.



Main Points of Interview

SOPAB was established in 1988 by a group of Rwandan
individuals and institutional investors. The company's main
products are animal feeds mixes for poultry and cattle. SOPAB
purchases local grains such as maize and sorghum as well as crop
residues, and mixes them with imported vitamins and minerals to
produce animal feed mixes., The company has a total of 70
permanent employees of which 4 are women.

From 1988 to 1990 SOPAB's sales increased by over 300
percent, rising from 30 million Frw in 1988 to 100 million Frw in
1990. Sales are projected to remain flat in 1991 at 100 Frw
million due to the war disruptions and the weakness in domestic
demand due to the current recession.

According to the Director General, SOPAB may not have been
as badly affected by the current recession as many other Rwandan
companies. This is due in part to the fact that so far SOPAB
enjoys de facto (but not de jure) monopoly in Rwanda. 1In
addition, SOPAB, as a producer of a bulky, fairly low value
commodities enjoys a degree of natural protection from imports.
The relatively high unit costs of transporting imported
feedgrains from neighboring countries such as Zaire, Burundi, and
Uganda allow SOPAB's products to be competitive in the local
market,

SOPAB is not provided with any trade protection through import
tariffs, guotas, or prohibitions, however.

The factors which have been the most constraining to SOPAB's
ability to procure raw materials and other inputs include: (i)
previous exchange controls and import licensing procedures; (ii)
high costs of transport; (iii) periodic shortages of local
feedgrain supply.

Of the above constraints, the first constraint is currently
not a problem. However up until June 1991 SOPAB continuously had
problems obtaining import licenses. As the supply of foreign
exchange was limited, the Ministry of Commerce restricted the
number of import licenses and the amount foreign exchange
allocated to SOPAB. However in the June 1991 allocation, SOPAB
was provided with all the foreign exchange it requested as the
supply of foreign has increased and licenses has been widely
granted,

Commenting on the recent structural adjustment reforms, the
Director General feels that the devaluation of the Rwandan franc,
combined with a salary freeze in the civil service, has led to a
reduction in the Rwandan consumers' purchasing power. Mr.
MUKARAGE feels this has had a direct negative impact on his
company's sales performance. Regarding the liberalization of
import procedures, the Director General is of the opinion that
his company is better off under the new policy of open, wider
access to foreign exchange and import licenses.
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As far as the impact of price decontrol on his company is
concerned, he feels that there is no effect, as his prices were
not in reality controlled previously. Similarly the actual and
proposed reductions in import protection should not have any
effect on his company, as they were not previously insulated by
any import protection measures.

Finally, the proposed reduction in fiscal incentives offered
by the investment code will have a negative impact on his
company's profitably. However Mr. MUKARAGE also recognizes that
the previous incentives may have been too generous, and that it
is probably sensible to ask companies to contribute more to the
treasury.

SOPAB is only currently working at about at about 30 percent
of its capacity. 1If local demand picked up the company could
significantly increase production and profitability.

The company 1s interested in becoming more vertically
integrated by entering into broiler production. The company has
already experimented with broiler production on a small scale but
would like to expand into larger scale production. The Director
General believes that a feasibility study would be advisable to
guide them in this new activity. Mr. MUKARAGE inquired as to
whether USAID or another foreign aid organization might be able
to assist him in this area.

The Director General also asked whether USAID or another agency

might be able to provide management training to some of his
staff. He would be willing to pay part of the cost of training.
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KEY INDICATORS

Company name:

SORWATOM
S.A.R.L.

Main Products:

Tomato concentrate

Wage Bill '90:

8.5 m. Frw

Output Price Trends '89-'91:

4% annual increase

Local Sourcing of Raw Materials:

52% -- tomatoes and cardboard

Biggest Constraints:

Name of Interviewee:
Mr. Paul NGENZI
Director,

Technical Services
Mr. Craver GASIRABU
Director

Financial Services
Number of Employees:

'90: 88 '91: 5

Capacity Otilization '91:

10%
Sales, '89: '90:
105 m., Frw 80 m., Frw

vValue Added '91:

33%

1. The war and related border and road patrols have seriously
constrained transport and marketing of their products.

2. The low level of Rwandan consumers'

purchasing power has

also sharply limited SORWATOM's sales levels.



Main Points of Interview

SORWATOM was created in 1986 by a group of individual
Rwandan investors. Of the original capital investment, 45% was
equity capital and 55% loan financing. The company has only one
product : canned tomato concentrate., SORWATOM imports tin cans
from Italy and processes local tomatoes into tomato concentrate
at their factory.

The company registered strong growth in sales between 1986
and 1990 with annual growth averaging 63 percent per year.
Although SORWATOM did not directly export any of its product
about 35% of its product was indirectly exported to neighboring
countries such as Zaire, Burundi and Uganda. With the recent war
situation in 1990 and 1991 all of those export opportunities have
been lost. Although the company received some orders last vear
for their product in Uganda, SORWATOM was unable to f£ill them
because of the war situation and the closing of the border.

In 1990 SORWATOM misread the market, as extremely strong
sales of its product were recorded in the months just before the
October 1990 devaluation. SORWATOM thought that the strong sales
represented new interest in their product by consumers. 1In
response to the apparently sharp increase in demand, the company
stepped up production and ordered more raw materials.

It turned out, however, that most of the increased orders
stemmed from anticipation of the October 1990 devaluation, which
was anticipated would make most Rwandan consumer products more
expensive, After October 1990, demand for their product dropped
by about 33 percent leaving SORWATOM with excessively large
stocks. Consequently the company has temporarily ceased
production until they run down their level of inventory.

SORWATOM, similar to many other manufacturing firms in
Rwanda, has a degree of local protection, with import duties of
60 percent on the final product (nominal rate of protection of
about 60 percent™) and import duties on inputs now averaging 20
percent (indicating a very high effective rate of protection).
At current domestic price levels the company's value added
(output price-price of inputs) is 33%.

lAssuming actual prices are 60 percent of above border prices
as a result of the import tariff. Because of this assumption the
nominal rate of protection calculation should be interpreted with
caution. Further information on border reference prices is needed
to determine how local prices compare with world prices. In some
cases despite high import tariffs local prices may not differ from
border prices by as much as the tariff because of 1local
competition or limited willingness to pay. This situation is called
"water under the tariff."
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The biggest constraints affecting SORWATOM's ability to
procure raw materials include import licensing procedures and
exchange control. Overall, the most binding constraints to the
company's performance are the war and the limited purchasing
power of the Rwandan consumer associated with the government
salary freezes, which are also being followed by many private
sector firms.

Commenting on the impact of the recent structural adjustment
policy reforms, the interviewees felt that the exchange rate
devaluation should have a slightly positive overall impact on
their company as it would make their product more competitive in
the neighboring markets. Overall the 67% devaluation led to
about a 10 percent increase in SORWATOM's costs. However these
costs could be more than offset by potential gains from strong
export sales at the current exchange rate,

The company representatives also felt that the recent
liberalization of import procedures was likely to have an overall
negative effect on the company as it is it could lead to
increased imports of food products which would be competing with
their products. Regarding the decontrol of prices, the
interviewees felt these policies will not significantly affect
SORWATOM as they were not de facto restricted under previous
price controls.

According to the interviewees their company would be
negatively affected by the proposed reduction in import duties on
final products through increased competition. The new import °
tariff structure was expected to be announced by the government
during the first week in August. Regarding the likely reduction
in fiscal incentives through the investment code, the company
representatives felt this would have a negative impact on their

company as well.

Overall the interviewees are cautiously optimistic about the
future prospects, but they felt the biggest variable was the war
situation. They have no way of predicting how long that will
last. Until demand for their product picks up, the company will
only be able to employ a very small percentage of its previous
work force,
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KEY INDICATORS

Company name:

Hatton and Cookson

Main Products:

Clothing,

construction materials,

food and beverages

Wage Bill '90:

22.8 m. Frw

Output Price Trends '89-'91:
45% annual'increase

Local Sourcing of Products

20% -~ clothing

Biggest Constraints:

1. Weakened consumer demand.

Name of Interviewee:

Mr. Medard NDUWAMUNGU
Commercial Director

Number of Employees:

40

Capacity UOtilization '91:

25%
Sales, '89: '90:
831 m. Frw 600 m. Frw

Value Added '91:

15%

2. High cost of transporting imported commodities.

3. Restricted access to import licenses and foreign exchange.
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Main Points of Interview

Hatton and Cookson was established in Rwanda in 1964, It is
one of Rwanda's oldest and largest retail establishments. The
company is 100 percent owned by the foreign company Unilever,
Hatton and Cookson's main product categories have traditionally
followed the following pattern: clothing (35%), construction
materials (35%), food and beverages (15%), and electrical
appliances (15%). Recently, however, Hatton and Cookson has
carried much less of the construction products (down to 10% of
its products) and increased the clothing products to about 70% of
its merchandise, due to the slowdown in the Rwandan construction
industry.

The steady downward trend in Hatton and Cookson's sales
figures provide a good overall indication of the company's
situation with respect to Rwanda. In 1987 gross sales revenue
was Frw 1.05 billion. B8y 1989 sales had dropped by 20 percent to
Frw 831 million. The sales forecast for 1991 is Frw 600 million,
down 43 percent on 1989 figures. The company's inventory levels
have been lowered in proportion to the decrease in its level of
sales. Mr. NDUWAMUNGU estimates that his company is currently
operating at only about 25% of installed capacity.

The number of employees employed by Hatton and Cookson has
diminished from 72 in 1986 to 40 in 1991. Seven percent of the
current work force are women., The company's annual wage bill is
currently Frw 22.8 million.

The majority of Hatton and Cookson's products are imported,
with about 75 percent of its imports coming from Europe, 15% from
other African countries such as Kenya and Zimbabwe, and 15 % from
Asia. About 25 percent of the company's clothing products are
locally made by UTEXRWA, the local textile company. Hatton and
Cookson's overall value added is 15%.

The problems Hatton and Cookson have encountered in
accessing its products have been: (i) restrictive import
licensing procedures; (ii) high cost of transport in getting
products from the port of Mombassa, Kenya to Kigali, Rwanda; and
(iii) occasional shortages of clothing products available from
their local supplier.

The first problem of restrictive licensing procedures has
been a major constraint in the past. During the month of June
1991, however, Hatton and Cookson was able to receive an import
license and obtain all of the foreign exchange requested ($US
461,000). The current Central Bank procedure of charging a 5%
fee on all foreign exchange requested is viewed as excessive by
Mr . NDUWAMUNGU,
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Regarding the recent policy reforms taken by the government,
Mr. NDUWAMUNGU is of the opinion that the exchange rate
adjustment had a negative impact on his company's performance.
Combined with salary freezes in the civil service, the exchange
rate adjustment has had the impact of reducing the purchasing
power of Rwandan consumers according to the Commercial Director.
He also feels that the recent liberalization of importing
procedures have had a clearly positive impact on his company's
ability to procure products.

Mr . NDUWAMUNGU is also of the opinion that the relaxation of
prices controls has had a positive impact on his company's
profitability. Previously prices and margins in the commercial
sector were tightly controlled. He also considered that the
reductions in import duties on final imported goods will be
beneficial to his firm. The reduction in fiscal incentives will
not have an impact on his company he stated, because as a
commercial sector firm they were not eligible for these fiscal
incentives,

Mr. NDUWAMUNGU is not very optimistic about business
prospects in his sector. His company has not invested any
additional capital in its Rwanda operations over the past two
years and has no investment plan for the upcoming years.
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KEY INDICATORS

Company name:

BRALIRWA SA

Main Products:
Beer, soft drinks
Wage Bill '90:

585 m. Frw

Output Price Trends '89-'91:

Pre-tax increase of 30%
annually

Local Sourcing of Raw Materials:

20%: Sorghum and Sugar

Biggest Constraints:

Name of Interviewee:

Mr. Max Borell
General Manager

Number of Employees:
830

Capacity Utilization
Beer - 100%,

Soft drinks - 30%
'89:

Sales, '9Q:

7.8 b. Prw 7.5 b.

value Added '91:

23%

1. Uncertainty about the political situation in Rwanda.

2, Weak purchasing power in the economy.
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Main Points of Interview

BRALIRWA was established in 1958 in Rwanda. The company's
main products are beer and soft drinks. Beer represents 88% of
the company's sales. The ownership structure is as follows:
private Rwandan individuals (53%) the Government of Rwanda (30%),
and a foreign partner - Heineken (17%). The three beer products
produced by the company are produced under a licensing agreement
with the Heineken Company. * The soft drinks (coca-cola, fanta,
sprite, tonic water) are manufactured under a licensing agreement
with Coca-Cola.

BRALIRWA is the largest majority private owned company in
Rwanda. It employs 830 permanent workers with an annual wage
bill of Frw 585 million (U.S. $4.6 million). The company's net
fixed assets are Frw 3 billion. Over the last five years
BRALIRWA has contributed between 20-25% of the government's
revenue (before grants) in the form of corporate income tax,
dividends from profits, and excise taxes on beer and soft drinks.

BRALIRWA currently enjoys a de facto monopoly on beer
production. However there are thousands of producers of local
banana beer in Rwanda. Currently the company is using two shifts
to produce beer, operating at 100% of its installed capacity for
that product. For soft drinks the company is working at 30% of
its capacity. BRALIRWA does not have a monopoly on soft drink
manufacturing in Rwanda.

BRALIRWA's volume of sales has fluctuated sharply over the
past few years, closely related to changes in government taxation
policy. 1In 1990 the government increased the excise taxes on
beer from 195% to 245%. During the same year, the exchange rate
was devalued by 67%. The volume of beer sales dropped by 16%,
falling from 709 hectoliters in 1989 to 597 hectoliters in 1990.
As a result, the company, which is normally quite profitable, had
a financial loss for the 1990 year.

Beer is considered to be such an important "staple good" in
Rwanda that when retail prices were raised by 27% in 1990 as a
result of the increase in excise taxes there was a strong protest
by voiced by consumers. Consequently in 1991 the government
lowered the excise tax from 245% to 125%. The net effect to
consumers was a 5% reduction in the price of beer. Consequently
beer sales are expected to rise sharply in 1991 to 850
hectoliters, a record level for BRALIRWA.

BRALIRWA's soft drink sales have not been nearly as
successful as beer. BRALIRWA's soft drink sales have been
steadily declining over the past five years. There are several
factors influencing this decline. First, in the soft drink
business BRALIRWA faces competition from a local producer which
manufactures Pepsicola products under license. Second, there was
a sharp increase in excise taxes on soft drinks in 1990. This
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increase was not met with the same level of consumer resistance
as the increase on beer excise taxes in that year. As a result
the high excise taxes have been kept on soft drinks. A third
reason for the recent decline in soft drink sales is that there
are many substitutes available for soft drinks such as tea,
coffee, milk, fruit juices. Therefore when prices have risen
(1990) consumers have switched to cheaper alternatives. This
suggest that the demand for soft drinks is relatively elastic
with respect to price in Rwanda.

BRALIRWA relies mainly on imported raw materials for its
inputs. About 20 percent of the company's raw materials are from
the local market, however. These are mainly sorghum (ingredient
for beer) and sugar (ingredient for soft drinks). The company's
value added at domestic prices is 23%.

There currently is a high specific tax on imported beer of
500 Frw per liter. This amounts to about a 400 percent ad
valorem eguivalent rate. The government is proposing reducing
this tariff to about a 50% ad valorem equivalent. BRALIRWA is
looking forward to the reduced tariff because it would be
interested in importing beer products from one of its sister
companies in neighboring Zaire and Burundi.

BRALIRWA is also interested in exporting to neighboring
countries, but they have been constrained from doing so in the
past., One of the constraints has been that potential importers
have had difficulties in obtaining importing licenses from their
governments, Beer is considered to be a "strategic industry" in
these countries and the governments generally do not want
imported beers competing with their domestic producers.

Despite the high current import tariff on beer in Rwanda,
there is strong evidence that BRALIRWA is an efficient producer,
not requiring.,import protection. Studies conducted by the USAID
PRIME project® have shown that the company is efficient by world
price standards with a nominal rate of protection of -94% and a
domestic resource cost of less than 1.

The negative nominal rate of protection means that the net
effect of tariffs, taxes (excise in this case) and price controls
in Rwanda are keeping domestic prices below imported c.i.f.
prices. The domestic resources cost (DRC) of less than one
suggests that the country saves foreign exchange by producing the
product as compared with importing it.

Regarding the effects of recent policy changes on BRALIRWA,
the General Manager felt that the exchange rate adjustment had a
negative impact on the company's performance since they import 80

2See A. NGIRABATWARE, MUREMBYA, and Meade "Medium and Large
Private Manufacturing Firms in Rwanda: Diagnostic Study of Current
Situation and Policy Impact", p.43

129 \ QKJ



percent of their raw materials and are not a significant
exporter. According to Mr., Boreel the recent liberalization of
importing procedures and the increased availability of foreign
exchange have had a clearly positive impact on his company's
ability to procure raw materials and on their overall
performance,

The decontrol of prices has had a somewhat positive impact
on soft drink profitability, however, beer -- which is considered
to be strategic commodity -- is likely to be subject to further
price control. The General Manager also felt the reduction in
tariff levels on final products will have a positive impact on
his company as they hope to import beer and sell it in Rwanda.
Regarding the impact of the reduction in fiscal advantages he
felt it would not have an important impact on his company.

The General Manager stated that his company was cautiously
optimistic about future prospects for their company in Rwanda.
The company has invested Frw 2 billion ($US 15 million) in
modernizing and expanding their plant over the last two years.
Over the next five years they have an investment plan which
averages Frw 500 million per year, which is still well above
their rate of depreciation.

BRALIRWA is projecting only very moderate growth in future
beer sales and a steady decline in soft drink sales., The biggest
problems the company is facing relate to the unstable political
situation and its impact on the business environment.

s

(M

130 \



KEY INDICATORS

Company name:
RWANDA FOAM
Main Products:

Foam rubber mattresses
and seat cushions

Wage Bill '90:

14 m, Frw.

Output Price Trends '89-~'91:

20% annual increase

Local Sourcing of Raw Materials:

15%: polyester covers

Biggest Constraints:

1. Access to foreign exchange.

2. High costs of transport and importing products.

Name of Interviewee:

Mr. Berlin MAKUZA

Number of Employees:

48

Capacity UOtilization '91:

20%

Sales, '89:

246 m. Frw.

Value Added

32%

3. Poor purchasing power of Rwandan consumers.
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Main Points of Interview

RWANDA FOAM was formed in 1983. The ownership structure is
comprised of Rwandan individuals and institutions (98% of share
capital) and one foreign shareholder (2% of the share capital),
The company manufactures mattresses and cushions for the local
market. The Director General estimates that a sizable portion of
RWANDA FOAM's sales are indirectly exported to Zaire. RWANDA
FOAM sells to retail sales companies, hotels, schools and other
institutions,

The foam rubber mattresses are manufactured at the factory
by mixing together about 5 liquid chemicals along with water in a
mold. When the chemicals interact a solid foam rubber is formed.
It is then cut into mattress or cushion size, and covered with a
polyester cover,

All of the company's chemical inputs are imported. Imported
inputs represent about 55 of the sale price of their product.
The only domestically produced input is polyester which is used
ko cover the mattresses and the cushions. The value added on
their product is about 32 percent.

RWANDA FOAM currently employs 48 people of which 50% are
women. In 1989 it employed 84 permanent staff. The reduction in
staff is proportionate to the slowdown in RWANDA FOAM's sales.

In 1989 their sales were Frw 246 million, then dropping to Frw
215 million in 1990. The projected sales level for 1991 is Frw
180 million. Current capacity utilization is 20%, down from 60%
in 1989.

Currently there is a 60 percent tariff on f£inal imported
mattresses and a 20 percent tariff on imported inputs. These
differential tariffs could potentially lead to a high rate of
effective protection, However previous research has indicated
that prices charged by the company have stayed very close to the
import parity 1evel§. For example a report prepared under the
USAID PRIME project” found that the effective rate of protection
for the company's product was 36%, smaller that the majority of
manufacturing products in Rwanda. In addition the same study
found that the product's DRC (domestic resource cost)} was less
than 1 (.68). DRCs less than 1 indicate that foreign exchange is
saved by producing the product compared with importing it,

One of the key factors explaining the relative efficiency of
manufacturing mattresses in Rwanda is that in its final product
form it is a bulky-low-value product. This factor makes it
uneconomic to transport a long distance in its final product

3See NGIRABATWARE et al op cit
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form., However all the chemical ingredients to make foam rubber
can be transported in concentrated form which is more cost
effective, The net result is that Rwanda some degree of a
natural cost advantage in transforming the product in Rwanda.

The General Director explained that the recession and the
war are the biggest problems constraining his company's
performance. The cost of transporting imported inputs is also a
handicap. Currently with the border with Uganda closed, trucks
must transport imported inputs through Tanzania to Rwanda., The
road system in Tanzania is reportedly quite poor.

commenting on the impact of recent policy changes, Mr.
MAKUZA commented that the exchange rate adjustment had a negative
impact on his operations by raising the cost of imported
materials. Combined with the freeze in government salaries he
observed a net loss in consumers' purchasing power.

The General Director felt that the liberalization of import
procedures would help his company. Until recently his company
was not able to receive the foreign exchange requested to the
Central Bank. In June 1991, however, his company was able to
receive all the foreign exchange requested. The General Director
commented that the reduction in import duties would have a
positive impact on his company because it will help to reduce the
costs of consumer goods, increasing consumers ability to buy his
company's products. He is not worried about the threat of
competition from imported mattresses. Finally, he felt that the
proposed reduction in fiscal incentives would have a negative
impact on his company.

FOAM RWANDA has not invested in its operations over the past
two years and has no plan to do so in the next two years. It
currently has excess capacity and is waiting for improvements in
the business environment to help bring it company back to its
previous level of activity.
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KEY INDICATORS

company name:
SORWACI
Main Products:

Plastic piping for plumbing
and electricity

Wage Bill '90:

12 million Frw

Output Price Trends '89-'91:

5% annually

Local Sourcing of Raw Materials:

20 %

Biggest Constraints:

Name of Interviewee:
Mr. Justin MUGENZI
Number of Employees:

early '91 = 90

Capacity Utilization '91:
0% -~

(currently closed down)
Sales, '89: '90:

160 m, Frw 130 m. Frw

Firm's Value Added '91:

25%

1. High costs of imported raw materials,

2. EXpensive rates charged by Government transport monopoly

(SNIM).

3. Current border and road patrols make it difficult to move

products.

4, The war situation combined with a recession have totally
depressed the construction industry in Rwanda.
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Main points of Interview

SORWACI was established in 1988, The company was created by
a group of Rwandan investors. The company was financed with 30
percent equity and 70 percent loan financing. SORWACI produces
plastic piping for plumbing and electrical uses. The company's
products are used almost exclusively by the construction
industry.

SORWACI's sales volume increased from Frw 90 million in 1988
to Frw 160 million in 1989, 1In 1990 sales revenue dropped to Frw
130 million due to the war and the recession in the Rwandan
construction industry. During the first 6 months of 1991 sales
revenue dropped to Frw 50 million; the company was forced to
cease operations in mid-1991l.

In 1990 the company employed 90 full-time staff, including 5
women. The annual wage bill in 1990 was Frw 12 million. In 1990
30 percent of the company's sales were exported to countries in
the region, mainly to Zaire and Uganda.

Wwhen the company was in operation, their biggest constraints
to accessing raw materials included: (i) the high costs
associated with transporting goods through Kenya and Uganda; (ii)
the high cost and low quality of service by the state owned
transport company (STIR); (iii) limited availability of import
credits from local banks; (iv) the heavy government control of
roads and borders (especially 1990-91); and (iv) the limited
purchasing power of Rwandan consumers and high costs of imports
associated with the October 1990 devaluation.

Commenting on the recent structural adjustment reforms, the
Director General commented that overall the reforms are having a
negative impact on his company. Regarding the 1990 devaluation,
Mr. MUGENZI felt that it had a negative impact on _his company.
He was of the opinion that the exchange rate adjustment dampened
purchasing power of Rwandan consumers, and made the cost of
importing raw materials more expensive. While the Director
General did recognize that the exchange rate adjustment did make
SORWACI's exports more competitive, he still felt that the
overall impact on his company was negative since the majority of
their sales were in the local market. He explained that his
company was affected by the increase in imported costs while they
were not able to pass on any of the cost increase to the Rwandan
consumers.

Mr. MUGENZI felt that the recent liberalization in import
procedures had no significant impact on his enterprise.
Regarding the proposed reduction in import protection, he was of
the opinion that these measures would have a negative impact on
his company as they are currently provided protection through the
tariff on the final imported products. Regarding the reduction
in fiscal incentives provided through the investment code, these
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too would have a negative impact on his firm as they were
currently offered tax holidays on corporate income taxes and
exonerations on import duties on raw materials and intermediate
goods.

Mr. MUGENZI is not very optimistic about the business
prospects for SORWACI. He feels that the combined effects of the
war and the recession have had a debilitating impact on the
construction industry -- which is by far the biggest buyer of his
company's products. He will not resume production at his company
unless there is a substantial recovery in the construction
sector.

Mr. MUGENZI is also the President of the newly formed
Rwandan Manufacturers' Association. This association was created
in 1990 by private manufacturers to broadly represent their
sector on policy matters relating to their sector and to
generally promote the development of the manufacturing sector in
Rwanda. The association is currently funded solely by members'
dues, Mr. MUGENZI said the association would be interested in
receiving assistance from USAID or another donor in the areas of
policy analysis, promotional assistance, and other potential
areas of cooperation.

A
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KEY INDICATORS

Ccompany name:
ETABLISSEMENTS KARAMIRA
Main Products:
Electrical supplies,
construction equipment,
hardware

Wage Bill '90:

6 m. Frw

Qutput Price Trends '89-'91:

40 percent annual increase

Local Sourcing of Raw Materials:

Name of Interviewee:
Mr. Froduald KARAMIRA
Number of Employees:

4

Capacity Utilization '91:
20%

Sales, '89: '90:

100 m. Frw. 70 m. Frw.

value Added '91:

10% 10
Biggest Constraints:
1. Reduced purchasing power in the Rwandan economy and the

related decline in investment and construction.

2. Heavy bureaucratic procedures which require too much time
and attention from business people.
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Main Points of Interview

ETABLISSEMENTS KARAMIRA was established in 1976. The
company is a retail company selling electrical equipment,
construction materials and plumbing equipment. All of the
company's original capital was provided by Mr. KARAMIRA, the
owner and General Manager. All of ETABLISSEMENTS KARAMIRA's
products are imported from either Europe (60%), Asia (30%) or
other African countries (10%). The estimated value added on its
products is 10%.

The company is currently employing only four employees. 1In
1990 it employed 11, The company's annual wage bill has dropped
from 6 million in 1990 to 2 million in 1991. Sales have been
steadily declining over the past 5 years. 1In 1987 the company's
sales were at Frw 160 million; by 1990 they were down 56% on the
1987 figure. All of the firm's sales are for the local market,
Some of the equipment is sold to people from Zaire buying in
Rwanda, however.

One of the main reasons given for the company's decline in
sales is that they have not received an import license for the
past three years. The General Director explained he was not
provided a import license because the government officials had
some differences with him over his efforts to bring in a new
foreign owned bank which would be competing with banks in which
government officials had an interest,

ETABLISSEMENTS KARAMIRA's biggest constraints have been
connected with its difficulties in receiving import licenses.
Even if he had an import license, the General Manager feels that
the bureaucratic formalities relating license approval are
excessive., When he did receive an import license in the past, he
says that on average he needed to contact the authorities about
25 times either by telephone or in person just to get his one
import license approved. He does not know whether the new
procedures have streamlined this process or not.

In addition to the heavy bureaucratic procedures related to
import licensing, the General Manager also believes that the
transaction charges applied to foreign exchange purchases,
Acceding to him, for each official purchase of foreign exchange
the Central Bank charges a 5% commission., In addition he stated
that commercial banks then charge a fee of 10% for an import
letter of credit. An alternative for an importer is to purchase
foreign exchange on the parallel and then negotiate a cash
payment to an overseas supplier., The overseas supplier would
usually offer a 10% discount for cash. The net cost of using the
parallel market would be about 5 to 10 percent more expensive
than the official market, but significantly easier and more
efficient to use,

Commenting on the recent macroeconomic policy reforms, the
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General Manager stated that the devaluation had a negative
consequence on his operations. However he elaborated that the
exchange rate adjustment was also inevitable given the
macroeconomic position the country was in at the time.

The General Director felt that all the other policy reforms
taken will have a positive impact on his operations including:
(i) liberalization of import procedures; (ii) decontrol of
prices; (iii) the lowering in import duties; and (iv) the
reduction in fiscal holidays. Overall he is in favor of all
liberalization measures and any policies aimed at encouraging
competitive, freer markets,

Over the past four years the company has reinvested about
Frw 5 million per year in ETABLISSEMENTS KARAMIRA, This level of
investment is more than the Frw 3 million per year or so needed
to offset the depreciation in the capital stock. For the next
two years the company has no investment plan because of the
current weak level of demand, especially in the construction
sector,
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KEY INDICATORS

Company name:
Food Technology and Plants
Main Products:

Banana and pineapple wines,

Name of Interviewee:
Dr. Andre MUHIRE
Number of Employees:

12

vinegar, pineapple juice
liqueur, ketchup

Wage Bill '90: Capacity Utilization '91:

1.44 m. Frw 50%

OQutput Price Trends '89-'91: Sales, '89: '90:
No increase 1.5 m., Frw 2.5 m,
Frw.

Local Sourcing of Raw Materials: Value Added '91:

100% - bananas, pineapples, 50%
tomatoes

Biggest Constraints:

1. Depressed local market.
2. Road controls make buying raw materials more difficult.
3. Difficulty finding enough bottles.

4, Company is short of management, accounting skills,
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Main Points of Interview

Food Technology and Plants was established in 1988 as a food
processing consulting firm. By 1989 its owner and Director, who
has a Ph.D. in Food Science, decided that it would be more
profitable to start production in the technologies in which he
had previously been advising other companies.

Food Technology and Plants produces about five different
food and beverage products. All of their products are made from
local raw materials. The company's value added is estimated at
40%. Food and Technology takes local food products and transforms
them into juices, wines and other products. Food and
Technologies equipment allow them to pasteurize, ferment, and
bottle their products.

Food and Technology currently employs 12 people of which 9
are women. The company's sales revenue has grown from Frw 1.5
million in 1989 to an estimated Frw 4 million in 1991. All of
products are sold in the local market although there is interest
in the company's vinegar in both Kenya and Burundi. The company
is currently operating at 50% of its installed capacity.

The company's product mix has shifted significantly over the past
two years., TWO years adgo vinegar was the company's most
important product, representing 40% of its sales in 1989. During
the same year, wine represented 30 percent of its total sales.
Currently Food Technology and Plants' product mix is as follows:
banana and pineapple wine (60%); pineapple Jjuice (30%); vinegar
(5%); and liqueur (5%).

The reasons provided by Dr. MUHIRE for the shift in
popularity of his products are related to the current recession
and war situation. The Director explained that vinegar is a
relatively luxurious food item in Rwanda, used for salad dressing
and also as an ingredient for mayonnaise. Pineapple and banana
wine consumption have gone up, he explains, because of the
evening curfew in Kigali whereby more people stay around their
houses in the evenings and need something alcoholic to drink.

The company's biggest constraints include (i) the current
slowdown in consumer demand; (ii) the road controls and laissez-
passer requirements which inhibit raw material purchasing; (iii)
shortage of management skills within his company; and (iv)
difficulties obtaining bank loans because of inability to meet
banks' security requirements.

Regarding the recent policy reforms' impact on his company
Dr. MUHIRE commented that in general he is in favor of all
market -related reforms. Commenting the impact of specific reform
measures on his company, the Director thinks that the exchange
rate adjustment will assist his company. The reason he gave was
that his main competitors' (such as BRALIRWA) costs have risen
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because they are dependant on imported inputs, while his
company's prices and costs have not risen due to their reliance
on local materials.

Dr. MUHIRE feels that the recent import liberalization
procedures will benefit his company in that he thought the
previous system allowed discretionary approval of import
licenses. In the past system he said that import license
applications were often rejected if an existing manufacturer did
not want you to compete with him.

The Director considered that price decontrol should be
generally beneficial to his firm., Regarding the proposed
reduction in tariff protection, he thought it would help his firm
because imported products could be cheaper. Finally he felt that
the proposed reduction in fiscal incentives would not have an
important impact on his firm in that his company did not benefit
from fiscal incentives.

Dr. MUHIRE is optimistic about his firm's prospects for
future growth. He is forecasting a doubling of sales revenue in
1992 assuming the end of the war situation and increased security
measures. The Director is currently testing out a new product --
champagne from bananas. He would also like to test out canning
pineapples, vegetables and meat. The Director also believes
prospects for exporting vinegar to Kenya and Burundi are very
good, but the border and road controls would have to loosen up
before he tries it.
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1. SUNMVARY, TBY ECEFF FCE THY SUTJECT PRCJECT MET CN MAY
D) 31, CEAIREL EY TAA/AFR ANT WAS ATTENLIFL FY REFRUSENTATIVES
CF AFR/FLC, AFE/FA, AFE/DP, AFE/NMLCI, AFR/TE/ANR, APRE/AVI
i,
FEC/FE ANT GC/AFR, TEEI COMMITTEE COMMENLED TEE
USAID/EWANTA STAFF AND THE AIL/VW TESIGN TEAM MEMEERS FOR A
CCVMFRFBENSIVE ANI WILL-WRITTEN COCUMENT. THE ECPR
AFFFCVET 1¥F FAIF AT A LFVEI OF IOLS 20 MILLION WITH A
NUVMEER OF RECOMMENLCATIONS FOR TRE PAAT LESIGN AS LFSCRIEFL
FFIOW, TEF FAAL WILL EE REVIEWED IN AIL/W EFFORE
AUTSORIZATICN IN TH® FIEIl. AITHOUGE WE ORIGINALLY
ENVISIONEL A ONF YEAR EFFORT, YOUR INITIAL ANALYSES HAVE
CCAVINCET US THRAT A MULTI-YEAR PRCGRAM MAY PE LCESIRAPLE,
CUR GUILANCE THREREFORE IS COUCEEL IN TERMS OF ASSISTING
YCU WITH IFVELOPMENT OF A PAALC TEAT IENLCS ITSELY TO MULTI-
YEAR FUNLING.
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GC/AFR, AFR/LP, ANL AFR/PL HBAVE RESULTEL IN REVISEL
FCRMULATIONS FCR THE PROGRA¥ GCAL ANL PURPOSE. THE GCAL
Q@ »CUIL ¥ AMEINLEL TO PEAL AS FOLLOWS: QUOTE CONTRIEUTE TO
..GRC¥T® IN EMPLOYMENT AND FRCIUCTICN IN TBE MELIUM TERV
UNQUCTE. TRT REVISYET PURPOSE WOULT EF: (UOTE INCREASE
Q CCMFFTITICN IN TPF SRCRT-QUN, ANI SURSEQUENTLY FROIUCTION
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Q IEIEF STATFMENT TISCUSSING EMPIOYMENT PKCEIEMS IN RvANTA
ANL BOY TPIS PROGRAM, EY CHANGING ECONOMIC RELATIONSHIPS
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" TEFINE TPE FFOGRAM'S CHCSEN SECTCF, w©TICH-MAY ENCOMEASS

) WBAT IS TYFICAILY COMNSIIEREI AS SFVERAL SECTOPS, ,(PIR

++AECVE STATED FURFCSE) ANT TRE CONSTRAINTS ANALYSIS SHCUIT
RANKE ORITR THE CONSTRAINTS FOR TWE CPOSFN SECTOR. TEHE

) CCNSTRAINTS ANALYSIS SHOULL ALSO INCLULE A SUMMARY
LISCUSSTION CF CONSTRAINTS TO TRY INFCRMAL SECTCR. VWE
UANCIRSTANL TBIS MATERIAL 1S AVAILAELY FROM EXISTING

D) STULIES.

WE UNLEPSTANT TBAT TRE PRINCIPAL POLICY REFORMS UNLER THE
") FRCFCSEL CMEI-YFAR FROGRAM MAY IENEFIT TBE FORMAL AKT
INFCR¥AL MANUFACTIRING SECTOR MOST TIRECTLY ANC
: IFMETTATELIY. FUT TBE FAAL SEOULL CONTAIN A EPRIYF, CLEAE
) STATENENT UF ¥RONT ON TBE BROALCER BENFFITS THAT WILL
ACCELE CVEER TIME TC TPE INFCORMAL SECTOR ANT TO FCOEER
FCFULATION GRCUFE., THYSE EENFFITS WCULL PRESUMAEILY RANGE
) FROM IXEMNTEL TMPLOYMENT TO WILFR AVAILARILITY ANT LOWER
‘ FRISES FCr EASIC CONSUMFR GCOLS, AGRICUITURAL TCOLS, ANC
TRANSPORT SERVICES. 1IN AN APFROPRIATE ANNEX, SUCH AS TREF
D SCCIAL ANALYEIS, THE FAAL SHOULL INCIULE REPRESENTATIVF
CASE STULIES OF 4YOW FRIVATE RWANTAN EUSINESSES WILL
FENEFIT FROM THRE REFOR™S, WRAT EACKWARL ANL FORWART
D TINKAGES CAN EX FXPECTEI, ANT %0W SMALLFR-SCALE PRCTUCERS,
SUPFLIERSE, SUXCONTRACTORS, CONSUMERS ANL OTHER GROUPS IN
UEEAN ANT RURAL AREAS WILL FENEFIT. TEESE CASE STUCIES
© SHECULT EFE SUMMARIZEL IN TEE PAAL IOIY.

)

*""'BY MATERIAL REQUESTEL HERF SHCULT BE CAPSULIZEL IN TBE CN
@ TC EE SUEMITTEL, WHICE, LIKE CNS FOR ALL FRIVATE SECTOR
LIVEIOFMENT FROGFAMS, VILL FE SCRUTINIZEL FCR BRCATLER

Q INMPACT ANI EQUITY CONCERNS.

2. TEIVELCPING A STRCNG MONITORING ANL FVALUATICON (M&E)
D SYSTEM FCCUSFL CN EROATLFR PROGRAM IMFACTS: PBUIILING CN
YOUR GOOT ¥WORK TO TATE, TEF PAAT SYOULLC CLEARLY DEFINE 2
MCNITORING ANC EVALUATION (MS8E) SYSTEM TEAT WILL TRACK
D) MAJCR ECONCMIC ANI SOCIAL EFFECTS OF THIS PROGRAM ON
~ ECO"FR POFULATICN GRCUFS AS WEIL AS CN EUSINESSES, OVER
" IMF ANL FEYCHT TIY9E NFA DISEUFSENMENT FFRICL CF THE
D EROGRAM. IN ATLITION TO INTICATORS IN TZE MANUFACTURING
- SYCTOR, TEE MSE SYSTEY CONCFPTUALIZYEL IN THF PAAT SEHOULL
A1SC IMCLULE A LIMITEL NUMEER OF KEY INLIZATORS IN THE
D ERCATER NCN-FARM SECTCR TO EE TRACXEI. SOME OF THFSE
* INLICATCES S=CULT EE CIKECT MEASURES CF BCW TRE POORER
FOPULATION (ANI THE INFORMAL SFCTOR) WILL EE AFFECTEL.

ALTBOUGH ZHE FRCGRAM INTENDS TO ERING AEOUT URGENTLY
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NEELED REFORMS IN THE MANUFACTURING <€ECTOR (AS TEFINEL IN
:) THEEF STANTARL NATIONAL INCOMF ACCOUNT), THE EFFECTS OF THE
.,REFORMS ARF LIKFLY TC EE FFLT IN OTBIR SFCTORS AS WELI AS
"TERCUGH BACEWART ANL FORWARL LINKFAGES, THE REFCRMS AR
“ LIRELY TO AFFECT THY AGRICULTURAL, SERVICES, ANL INFORMAL
SECTCRS, WHICH ARE CLOSELY LINKEL TO A LARGE FART CF TBE
MANUFACTURING SECTOR IN THE CASE OF RWANICA. THE TYPES OF
“) IMPACT THE MONITCRING ANL REPCRTING SYSTEM SECUIL FCCUS ON
¥CULT GO EEYONL TEE FFFICIENCY MEASUREMENT IN TRE
. MANUFACTURING SECTCK 1C INCILUTCE FFKECTS CF THE REFORNMS ON
) ERCITVCTION; EXTENT OF INCREASEL VALUE ATLATHFOM LOMFSTIC
R¥SOURCES( EFPLCYMWNT; PRICES; ANL WITFR AVAILAFILITY OF
EROLUCTS ANI SERVICTES AT ICwER FRICES,

.4, TFENEFITS TC STATE-CWNED ENTERPRISES (SOES): THE F®CPR
CISCUSSEL TO WFAT LEGREE SOES WOULT EENEFIT FROM THE NFW
D) FCEEIGN EYCHANGE ALLOCATION SYSTEM AND REIMFURSEMENT OF
~ GOVERNMENT ARREARS. ON FOREIGN FXCHANGE ALLOCATION, TFE
FAAT SHOUIT IANLICATE BOW THE NEW SYSTFM WILL ENSURFT THAT
D) SCES TLO NCT OFTAIN FEFFERENTIAI ALLOCATIONS OF FCRFIGN
FXCBAMGE,

O AIT/W MEMEERS OF THE PAIP DESIGN TEAM STATED THAT IT WAS
TBE MISSION’S INTENTION THAT LOCAL CURRENCIES FROM THIS
FROGRAM WCULD GO ONLY TO PAY GCR ARRIARS TO PJIVATE

Q EUSINESSES ANC NOT TO SOERS.

'S. GOR MANAGEMENT CAFACITY AND COMMITMENT TO THE MSAFP

O FRCGRAM: GIVEN THE FREALTH AND CIFFICULTY OF THE OVERALL
ECONCMIC ANT STKUCTURAL REFORFMS TO WRICH THE GOR IS
CCMMITTEL, THE ECPR TISCUSSEL WHETBER THE MANAGEMENT

Q CAFACITY ANT THF PCLITICAI WILL FXIST IN THE GOR TO

ONCERTAKE ANL SUSTAIN THE RFFORMS PROPOSEL UNLER TEE

O PROGRAM. SPECIFICALLY, LOSERS UNDER THE LIEERALIZET
I¥PORT, FOREIGN IXCHANGE, AND PRICE BEGIMES WILL LIRFIY EE
CBE VCCAI ANT VISIELE THAN WINNERS. AN EFFECTIVE

O YCNITORING ANT EVALUATION SYSTEM THEAT CAN ITENTIFY TE¥

_.ERCATER ECCNCMIC ANT SOCIAL EFNEFITS OF A MORE LIBEPRAIL

FCONOMIC SYSTEM OVER TIME IS TEEREFORE IVEN MORE

D IMPORTANT. IT SPCOULL EE IN TRF GOR’S INTEREST T0O

° TFSTABLISH ANL MAINTAIN THIS REINC OF INFORMATION SYSTEV
TARLY ON AS IT WOULL EINAELE TREM TO ALLRESS THE POLITICAL

) FALLCUT OF CBANGE ANT THERETFY JFLP SUSTAIN THE CVERAIL
IEFORM EFICRT.

QO TURING THE FAAL IESIGN ANT NEGCTIATICN PROCESS, THE USAIT
SEOULL MAKE CLTAR TO THY GOR THAT A.I.L. EXPECTS SUSTAINEL
FERFCRNMANCE IN THE PCLICY AREAS TARGETED OUNLCER THE MSAFP

() FROGRAM BEIYONL THE RELATIVELY FIRIEF FERIOL IN WHICH
.. LISBURSEMINTS ARY TO EE MALE., OTHERWISE, IT WILL BE
""TIFFICULT TO CONSILER FUTURE SUPPORT TO PRIVATE SECTOR

@ CEIVELOFMENT. THE M&E SYSTEM S2OULL MONITOR CONTINUEL GOR
CCMMITMENT TO ANI IMPLEMENTATION OF 1BF KEFORMS LURING ANT
FOLLOWING TBE CISBURSEMENT PERIOL OF THE PROGR*M.

THE PAAL SFOULT INCLUIR LETAILED EBULCGETING IN TOLLARS ANT
"LCCAL CURRENCIES FOR THE TECBNICAL ASSISTANCE,
QO COMMOTITIES, ANL TRAINING NEELEL BY 18F GCR TO (1) MANAGE
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 TRE RIFORNS FECPCSEL ANL (2) ESTEAELICSH ANL MAINTAIN TPZ

D IMEACT MONITORING SYSTFM NECESSARY TO TRACK THBE JENEFITS

«a2CF A LIBERALIZEL ECCANCMIC SYSTEM ANL SPECIFICAILY,
ACCELFRATEL PRIVATE SECTOR CEVELOPMENT, IT SHOULL EF

D CIEAR TBAT SUFFICIENT RESCURCES FCR THF M&E SYSTEM ARE
AVAILAELE UNTER OTHER PROGRAMS, AS LISCUSSET IN THE PAIP.

9 6. CONCITIONALITY: THE ECFR LISCUSSEL WEBETHER TRE
REQUIREL GOR ACTICNS UNLER THE SECONL TRANCHE =--
INITIATINC AN EXECET FRCNMCTION STUDY ANT REIUCING CCMESTIC

9 4TRTARS WITH LOCAL CURRENCY GENFRATICNS == WERE SUFFICIENT
TC JUSTIFY KELEASE CF TRE REMAINING $5 MILLION. FOR TRE
SFIZONL TERANCHT, THE FCPR RECOMMENLEL TRAT TPE PROGRAM

) AGRFEMINT ALSC REQUIRE EITHER (A) CONTINUATION CF THE

" _FEFCEMS EKEQUIFEL UNLCER THE FIRST TRANCHF CR, (T)

- ATIITIONAL IMPLEMENTING STEFS FOR THOSE REFORMS. IF

> CETION (A) IS FCILCWEL, THE PAAT SEOULT EXPLAIN THE REAL

. KEIEL FOR SUFPORT TO FPREVENT EACKSLITING. THE ®CPFR ALSO
IFCOMMENDS THAT THE FROGRAM AGREENMENT INCLULF A COVENAAT

D UNEIR WBICH TBY GCR EXPLICITLY AGREES TO FSTAELISH ANI
»AINTAIN, PITH USAIT ASSISTANCE, AN EFFECTIVE M&F SYSTEM
w1TE EMFPASIS ON MEASURING ERCALER IMPACTS CF TBE FROGRAM

J O¥ THE POORER POFULATION ANL THE INFORMAL SECTOR.

IF A MULTI-YEAR PAAT IS PRFPARET, TRI PAAT ANALYSIS MOUST
COVER AND EF VALIT FOR THE LOP ANL MUST EITHER (A) CEFINE
CONIITIONALITY FCR SUGSEQUENT YFARS CF (B) DEFINE SECTCR

"ANT CONTITIONALITY ENCPOINTS ANTC A ROAIMAP FOR BOW TRE GOR
WILI ARRIVE AT THESE ENCPOINTS.

7. PAAT AFFROVAL ANT AUTBORIZATION. ZBECAUSE OF TEHT
INTERKEST CCNGRESS IS IIEELY TO HAVE IN THIS PROGRAM ANT
EECAUSE OF CURRENT VMULTI-YFAR TBINKING IN AIL/W, TEE ECPR

DNCLASSIFIEL SECSTATE 27¢@587 JUN S1/E
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) rLOLAS STITION 22 OF &2 STAIE £1:.751

~* PECOMMENCEL THAT THE FAAL BE REVIEWEL IN -AIL/W. THF

0 TRFSUMPTION WOULL EF THAT AFTER TFE FAAL REVIEW ANT

..YCEWAETING CF THE CN T0 CONGRESS, AIL/W WCULL LELFGATE

LUISCRITY TC THY MISSION TO AUTRORIZE THE PAAL. ONT CF

O Tul ¥OST IMPORTANT CONCERNS FOR AID/w 1S THAT TEF PAAT
INCLUTE A CREATIVE, JOINT GOR/USAIT FLAN FOR ITENTIFYING,
CVER TIMF, TBE BRCAT-FASEL IMPACT OF THIS PROGRAM ANL

) FCSSIELF FUTURE ASSISTANCF IN TOF SAME SECTOR. FURTHER,
I1T IS IMPORTANT FCR EWANLCANS TO EUILrﬂﬁﬂ_lﬂigﬂﬂgggp;
SYSTTM TG CHOW TFF ERCALFA BENEFITS TC THFIR FCCNCFY AND

D) TUFIF FOFULATION CF A TTEVERLIZFT ®CONOMIC BASE. EECAUSF
A.I.L. TCES NCT YET FAVE ENOUGH SOLIL EVILENZE ON HO0W
ERIVATE SECTOR TFVELCEMFNT FROGRAMS IN AFRICA FROVILCE

") SUESTANTIAL EYNEFITS T1C PCOR POPULATIONS, WE NEED TC APPLY

_.MCRE ‘NT?CY AND RESCURCFS TO CEVELOP THIS EVILEMCE.

D

S CONCERINS: A ANUMEER OF CONCF¥RNS TISCUSSEL ANL RFSOLVET
AT TET ISSUFES MEETING AND THE TCFR AFE NCTEL EEICW:

4. IEE: AIL/w IS CURRENTLY REVIFWING THE IEE ANT WIILL
ATVISY SFETEL.

D E. TLCLLAR TRACKING: ASSUMING THAT TCOLLARS WILL EE
TRACYEL, THY FAAL NFILS TO LESCRIEBE THE MECHANISMS FOR
TRACKING, AS WELL AS TWE BASIS FOR THE MISSION'S

Q CCNCLUSION REGARTING TPE CAPAEILITY OF THE GOR AGENCY TO

CRFFECTIVELY MANAGE TEE COLLAR SEPARATE ACCOUNT. PER PARA
E(A) OF S2 STATE 1543 <2 QUOTE, THIS CONCLUSION WILL EBE

O EASFT CN EITEIR A FCFFAL FINANCIAI ASSESSMENT OF TPE
AGENCY C® TEI MISSION’S PAST FXPFRIENCE WITE TEY AGENCY’S
FERFCRVMANCE UNQUCTE.

C. SINCF CFA FUNLS UST EF USEL FOR SECTOR, RATHER TRAN
FCR MACRO OR OVERALL "STRUCTURAL ATJUSTMENT , TRE PAAT

O M"IELS TO EF CARFFUL TC EXPLAIN SEVFRAL POINTS IN TERMS OF
TEF SEECIFIC SFICTOR FROGRAM THAT THE PAIP CISCUSSEL IN
TEEMS OF TYE CVERALL SAP. TEESE ITEMS INCLULT (1)

D FOTEAMTIAL MEASURES TO MITIGATE THE PROGRANM’S NEGATIVE
FEFECTS ON VULNERAELF GROUPS (SER EFIOW ALSO) (2) T9F

_~FRCCRAM’'S RISFS, () CTHRER LONCR ASSISTANCE, ANL (4)

D JUSTIFICATION FOP THE RESOURCE TRANSEHER, TRY RIVISFL
FROGR &Y FURPCSE INCICATED AEOVF RFESOIVES THIS ISSUF IN
1221 CCNTEXT. 1HF PAAT TEAM SUCULL FAY PARTICULAR

J PTTFNTION TO TBIS FOINT THROUGHOUT ITS IRAFTING OF THE
. FAAT.

-

I. TEE NEVY LFA STATUTE CCNTAINS SEVERAL NEW MANCATCRY
REQUIREMINTS FOR NFA4 ACTIVITIES. WHICH TRBY PAAL MUST
SATISFY. THESE ARI:

(1) TIE_FRCGRAM MOST CONTAIN MEASURES TO PROTEC
VULNERAELE GRCUPS (FSFFCIALLY FOOR, ISOUATEL, NI FEMALF
FAEMFES, THF UPEAN PCOR, .
NEGXEIVE CONSFQUENCES CF THF REFCRMS, IT IS NOT
SUFFICIENT TO STATE TBAT SUCH MFASURES WILL BE STUTIEL
Q IURING TFF PUOGRAMj SFTETIFIZ PROTECTIVE MFASURES MUST
ACTUALLY EF INCCEPCRAIED, IT IS ALSC INSUFFICIENT TO
'STATET TEAT ANOTRIR IOYOR 1S ALLRESSING THE ISSUE., IF TRE
QO NEGATIVE CONSEQUENCES CF THT PR0GRAM’S REFORMS wILL FALL

Q UNCLASSIFIEL 47 STATT 210761/032 \b%
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2 I UNCLASSIFIED STATF 210761/03

" CNLY ON NON-VULNERAILF GRCUPS, SUCPF A€ NOF=-FOO® FUT
O INFFFICIENT MAFUTACIURTFS, 1BE EFAAT SWCULL MAKE TBIS
.. EXPLICIT.

O (2) TEE STATUTE ALSC FFCVILES TEAT A,I.T SHALL INSURE TBAT
TFA-FUNTEL ACTIVITIES INCORPORATE A SIGNIFICANT EXPANSION
CF THBE FARTICIFATICN ANT INTEGRATION OF WOMEN IN THE
CECIOR.

(2) EA"TICIPATION OF AFRICAN WOMZIN ANT THY LOCAL
~) FCEUILIATICH: TFURSUANT TO N¥W CFA LFGISLATION, TEE PAAT
dCST INMLICATE =CW THE ICCAI-IEVEL PERSFECTIVES CF THE
2URAL AMT TREAY FOOR, INCLULING WOMEN, HAVE EXEN TAFREN
) IMIC ACCCUNT IN THE TESIGN PROCESS ARI HCw LOCAI PECPIF
_WILL EX CONSULTED ANT INVOLVFL
IN IMELEMENTATION.

« IN CLCSING, WE FEIEL YOU FRAVE ICFYANTIFIFC AN EXCITING

c
AND IMFCETANT ARTA FCH LEVELCEMENT ANC LOOX FCRWARLT TC TBE
FAAL. EARE®
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5C(1) = COUNTRY CHECKLIST

Listed below are statutory criteria

applicable to the eligibility of countries to
receive the following categories of assistance:

(A)

both Developrment Assistance and Economic

Support Funds; (B) DevelopmentQAssistance
funds only; or (C) Economic Support Funds
only. :

A,

COUNTRY ELIGIBILITY CRITERIA APPLICABLE TO
BOTH DEVELOPMENT ASSISTANCE AND ECONOMIC
SUPPORT FUND ASSISTANCE

1. lNarcotics

a. Negative certification (FY
1991 Appropriations Act Sec. 559(b)): Has
the President certified to the Congress
that the government of the recipient
country is failing to take adeguate
measures to prevent narcotic drugs or
other controlled substances which are
cultivated, produced or processed
illicitly, in whole or in part, in such
country or transported through such
country, from being sold illegally within
the jurisdiction of such country to United
States Government personnel or their
dependents cr from entering the United
States unlawfully?

b. Positive certification (FAA
Sec. 481(h)). (This provision applies to
assistance of any kind provided by grant,
sale, loan, lease, credit, guaranty, or
insurance, except assistance from the
Child Survival Fund or relating to
international narcotics control, disaster
and refugee relief, narcotics education
and awareness, or the provision of food or
medicine.) If the recipient is a "major
illicit drug producing country" (defined
as a country producing during a fiscal
year at least five metric tons of opium or
S00 metric tons of coca or marijuana) or a
"major drug-transit country" (defined as a
country that is a significant direct
source of illicit drugs significantly

- 149
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affecting the United States, through which
such drugs are transported, or through
which significant sums of drug-related
profits are laundered with the knowledge
or complicity of the government):

(1) does the country have
in place a bilateral narcotics agreement N/A
with the United States, or a multilateral
narcotics agreement?

(2) has the President in
the March 1 International Narcotics
Control Strategy Report (INSCR) determined
and certified to the Congress (without
Congressional enactment, within 45 days of
continuous session, of a resolution
disapproving such a certification), or has
the President determined and certified to
the Congress on any other date (with
enactment by Congress of a resolution
approving such certification), that (a)
during the previous year the country has
cooperated fully with the United States or
taken adeguate steps on its own to satisfy
the goals agreed to in a bilateral N/A
narcotics agreement with the United States
or in a multilateral agreement, to prevent
illicit drugs produced or processed in or
transported through such cSuntry from
being transported into the United States,
to prevent and punish drug profit
laundering in the country, and to prevent
and punish bribery and other forms of
public corruption which facilitate
production or shipment of illicit drugs or
discourage prosecution of such acts, or
that (b) the vital national interests of
the United States require the provision of
such assistance?

c. Government Policy (1986
Anti~-Drug Abuse Act of 1986 Sec. 2013(b)).
{This section applies to the same
categories of assistance subject to the
restricticns in FAA Sec. 481(h), above.)
If recipient country is a "major illicit N/A
drug producing country" or "major
drug-transit country" (as defined for the
purpose of FAA Sec 481(h)), has the
President sutmitted a report to Congress
listing such country as one: (a) which,
as a matter of government policy,
encourages or facilitates the production

- 150
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or distribution of illicit drugs; (b) in
which any senior cfficial of the
government engages in, encourages; oOr
facilitates the production or distribution
of illegal drugs; (c) in which any member
of a U.S. Government agency has suffered
or been threatened with violence inflicted
by or with the complicity of any -
government officer; or (d4) which falils to
provide reasonable cooperation to lawful
activities of U.S. drug enforcement
agents, unless the President has provided
the required certification to Congress
pertaining o U.S. national interests and
the drug control and criminal prosecution
efforts of that country?

2. 1Indebtedness to U.8. citizens
(FAA Sec. 620(c): If assistance is to a
government, is the government indebted to
any U.S. citizen for goods or services
furnished cor ordered where: (a) such
citizen has exhausted available legal
reredies, (b} the debt is not denied or
contested by such government, or (c) the
indebtedness arises under an unconditional
guaranty of payment given by such
gevernnent cr controlled entity?

J. EGeizure of U,.,8. Pfoperty (FAA
Sec. 620(e)(1)): If assistance is to a
government, has it (including any
government agencles or subdivisions) taken
any action which has the effect of
nationalizing, expropriating, or otherwise
seizing ownership or control of property
of U.S. citizens or entities beneficially
o~xnad by then without taking steps to
discharge its cobligations toward such
citizens or entities?

4. Conmmunist countries (FAA Secs.
620(a), 620(f), 620D; FY 1991
Aprrcpriations Act Secs. 512, 545): Is
recipient ccuntry a Communist country? If
so, has the President: (a) determined
that assistance to the country is vital to
the security of the United States, that
the recipient country is not controlled by
the internaticnal Communist conspiracy,
and that such assistance will further
prcrote th2 independenrnce of the recipient
country frcnm international communism, or
(b) remcved = country from applicable
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restrictions on assistance to communist
countries upon a determination and report
to Congress that such action is inmportant
to the national interest of the United
States? Will assistance be provided
either directly or indirectly to Angola,
Cambodia, Cuba, Iraq, Libya, Vietnam, Iran
or Syria? Will assistance be provided to
Afghanistan without a certification, or
will assistance be provided inside
Afghanistan through the Soviet-controlled
government of Afghanistan?

-~ 5, IlMob Actlon (FAA Sec. 620(3)):
Has the country permitted, or failed to
take adequate measures to prevent, damage
cr destruction by mob action of U.S.
property?

6. OPIC Investment Guaranty (FAA
Sec. 620(1)): Has the country failed to
enter into an investrent guaranty
agreement with OPIC?

7. Seizure of U.8., Fishing Vessels
(FAA Sec. 620(o); Fishermen's Protective
Act cf 1267 (as amended) Sec. 5): (a) Has
the country seized, or imposed any penalty
or sanction against, any U,S. fishing
vessel because of ficshing activities in
international waters? (b) If so, has any
deduction required by the Fishermen's
Prctective Act Leen nade?

8. Lean D2fault (FAA Sec. 620(q):;
FY 1991 Apprcpriations Act Sec. 518
(Brooke Amzndment)): ({a) Has- the
governmant of the recivient country been
in default for more than six months on
interest or principal of any loan to the
country under the FAA? (b) Has the .
country been in default for more than one
year on interest or principal on any U.S.
loan under a program feor which the FY 1990
Appropriaticns Act apprepriates funds?

9., Military TZquipment (FAA Sec.
620(s)): If contemplated assistance is
developrent loan or to come from Economic
Suprort fund, has the Administrator taken
into account the percentage of the
country's rudget and armount of the
country's fcora2ign exchange cor other
rescurces spent on military equipment?
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(Reference may be made to the annual
"Taking Into Consideration'" memo: "Yes,
taken into account by the Administrator at
time of approval of Agency OYB." This
approval by the Administrator of the
Operational Year Budget can be the basis
fer an affirmative answer during the
fiscal year unless significant changes in
circumstances occur.)

10. Diplomatic Relations with U.B.

(FAA Sec. 620(t)): Has the country No

severed diplomatic relations with the
United States? 1If so, have relations been
resumed and have new bilateral assistance
agreements been negotiated and entered
into since such resumption?

11. U.1. Obligations (FAA Sec.

Rwanda's U.N. obligation payment
status has been taken into

T & i L
620(u)): What is the payment status of consideration by AID Administrato

the country's U.N. obligations? If the
country is in arrears, were such
arrearages taken into account by the
A.I.D. Adrinistrator in determining the
current A.I.D. Operational Year Budget?
(Reference may be made to the "Taking into
Consideration" memo.)

12. International Terroriem

a. Banctuary and support (FY
1921 Appreopriations Act Sec, 556; FAA
Sec. 620A): Has the country been
determined by the President to: (a) grant NO
sanctuary frcm prosecution to any
individual or group which has committed an
act of international terrorism, or (b)
otherwise support international terrorismn,
unless the President has waived this
restriction on grounds of national
security or for humanitarian reasons?

b. Airport Security (ISDCA of
1985 Sec. 552(b). Has the Secretary of
State determined that the country is a
high terrorist threat country after the No
Secretary of Transportation has
determined, pursuant to section 1115(e) (2)
of the Federal Aviation Act of 1958, that
an airport in the country does not
maintain and administer effective security
measures?
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13. Diacrimination (FAA Sec.
666(b)): Does the country object, on the
basis of race, religion, national .origin
or sex, to the presence of any officer or
employee of the U.S. who is present in
such country to carry out econonic
development programs under the FAA?

14. Nuclear Technology (FAA Secs.
669, 670): Has the country, after Augqust
3, 1977, delivered to any other country or
received nuclear enrichment or
reprocessing equipment, materials, or
"technolegy, without specified arrangements
or safeguards, and without special
certification by the President? Has it
transferred a nuclear explosive device to
a non-nuclear weapon state, or if such a
state, either received or detonated a
nuclear explosive device? If the country
is a non-nuclear weapon state, has it, on
or after August 8, 1985, exported (or
attempted to export) illegally from the
United States any material, equipment, or
technology which would ccntribute
significantly to the ability of a country
to manufacture a nucl=zar explosive device?
(FAA Sec. 620E permits a special waiver of
Sec., 669 for Pakistan.)

15. QAlgiers Meeting (ISDCA of 1981,
Sec. 720): Was the country represented at
the Meeting of liinisters of Foreign
Affairs and Heads of Delegations of the
Non-Aligned Countries to the 36th General
Assenbly of the U.N. on Sept. 25 and 28,
1981, and did it fail to disassociate
itself frcm the communique issued? If so,
has the Fresident taken it into account?
(Reference may be made to the "Taking into
Considera%ticn" memo.) .

16. Military Coup (FY 19°1
Apprcpriations Act Sec. 513): Has the
duly elected Head of Government of the
country been deposed by military coup or
decree? 1If assistance has been
terminated, has the President notified
Congress that a democratically elected
governrent has %taken office prior to the
resunpticn of assistance?
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17. PRefugee Cooperation (FY 1991
Appropriations Act Sec. 539): Does the
recipient country fully cooperate with the
international refugee assistance
organizations, the United States, and
other governments in facilitating lasting
sclutions to refugee situations, including
resettlement without respect to race, sex,
religion, or national origin?

18. Zxploitation of children (FY
1991 Appropriations Act Sec. 599D,
amending FAA Sec. 116): Does the
recipient government fail to take
appropriate and adequate measures, within
its means, to protect children from
exploitation, abuse or forced conscription
into military or paramilitary services?

COUNTRY ELIGIBILITY CRITERIA APPLICABLE
ONLY TO DEVELOPMENT ASSISTANCE ("DA")

1. Human Rights Violations (FAA Sec.
116): Has the Department of State
determined that this government has
engaged in a consistent pattern of gross
violations of internationally recognized
human rights? If so, can-4t be
demonstrated that contemplated assistance
will directly benefit the needy?

2. MAbortions (FY 1991 Appropriations
Act Sec. 535): Has the President |
certified that use of DA funds by this
ccuntry would violate any of the
pronibiticns against use of funds to pay
for the performance of abortions as a
method of family planning, to motivate or
coerce any person to practice abortions,
to pay for the performance of involuntary’
sterilization as a method of family
planning, to coerce or provide any
financial incentive to any person to
undergo sterilizaticns, to pay for any
bicmedical research which relates, in
whole or in part, to methods of, or the
performance of, abortions or involuntary
sterilization as a means of family
planning?
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SC(2) = ASBISTANCE CHECKLIBT

Listed below are statutory criteria
applicable to the assistance resources
themselves, rather than to the eligibility of a
country to receive assistance. This section is
divided into three parts. Part A includes

‘criteria applicable to both Development
Assistance and Economic Support Fund resources.
Part B includes criteria applicable only to
Development Assistance resources. Part.C
includes criteria appllcable only to Economic
Support Funds.

«

CROSS REFERENCE: IS COUNTRY CHECKLIST UP TO

DATE?

APPLICABLE TO BOTH DEVELOPMENT
ANID ECONOQMIC SUPPORT FUNDS

A, CRITERIA
ASSISTANCE

1. Host Country Development Efforts
(FAA Sec., 601l(a)): 1Information and
conclusions on whether assistance will
encourage efforts of the country to:
(a) increase the flow of international
trade; (b) foster private .initiative and
competiticn; (c¢) encourage development and
use of cooperatives, credit unions, and
savings and loan associations;
{(d) discourage monopolistic practices; (e)
improve tachnical efficiency of industry,
agriculture, and commerce; and (f)
strengthen free labor unions.

2. U0.8. Private Trade and Investment
(FAA Sec. 601(b)): 1Information and
conclusions on how assistance will
encourage U.S. private trade and
investment abroad and encourage private
U.S. participation in foreign assistance
programs (including use of private trade
channels and the services of U.S. private
enterprise).
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The purpose of the program
is to increase competition
in the short-run and
subsequents employment and
production ih Rwanda. It
will do so by supporting

a service of policy reforms
that will support objectives
(a) - (e) of FAA 60la.

The program is not expected
to have any direct impact
on labor unions.
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COUNTRY ELIGIBILITY CRITERIA APPLICABLE
ONLY TO ECONOMIC SUPPORT FUNDS ("ESF")

Human Rights Violations (FAA Sec.
502B): Has it been determined that the
country has engaged in a consistent
pattern of gross violations of
internationally recognized human rights?
If so, has the President found that the
country made such significant improvement
in its human rights record that furnishing
such assistance is in the U.S. national
interest?

‘ 171%



3. Congressional Notification

a. General regquirement (FY 1991
Appropriations Act Secs. 523 and 591;
FAA Sec. 634A): If money is to be
obligated for an activity not previously
justified to Congress, or for an amount in
excess of amount previously justified to
Congress, has Congress been properly
notified (unless the notification
requirement has been waived because of
substantial risk to human health or
welfare)?

b. Notice of new account
obligation (FY 1991 Appropriations Act
Sec. 514): If funds are being obligated
under an appropriation account to which
they were not appropriated, has the
President consulted with and provided a
written justification to the House and
Senate Appropriations Committees and has
such obligation been subject to regular
notification procedures?

c. Cash transfers and
nonproject sector assistance (FY 1991
Appropriations Act Sec. 575(b)(3)): If

funds are to be made available in the form

of cash transfer or nonproject sector
assistance, has the Congressional notice
included a detailed description of how the
funds will be used, with a discussion of
U.S. interests to be served and a
description of any economic poolicy
refcrms to be promoted?

4. Engineering and Financial Plans
(FAA Sec. 611(a)): Prior to an obligation
in excess of $500,000, will there be: (a)
engineering, financial or other plans .
necessary to carry out the assistance; and
(b) a reasonably firm estimate of the cost
to the U.S. of the assistance?

5. Legislative Action (FAA Sec.
611(a)(2)): If legislative action is
required within recipient country with
respect to an obligation in excess of
$500,000, what is the basis for a
reasonable expectation that such action
will be completed in time to permit
orderly accomplishment of the purpose of
the assistance?

158

N/A

N/A

Yes

{a) Yes
(b) Yes

N/A

\ 11



6. Water Resources (FAA Sec. 611(b);
FY 1991 Appropriations Act Sec. 501): If
project is for water or water-related land
resource construction, have benefits and
costs been computed toc the extent
practicable in accordance with the
principles, standards, and procedures
established pursuant to the Water
Resources Planning Act (42 U.S.C. 1962, et
seg.)? (See A.I.D. Handbook 3 for
guidelines.)

7. Cash Transfer and S8ector
Assistance (FY 1991 Appropriations Act
Sec. 575(b)): Will cash transfer or
nonproject sector assistance be maintained
in a separate account and not commingled
with other funds (unless such requirements
are waived by Congressional notice for
nonproject sector assistance)?

8. Capital Assistance (FAA Sec.
6l1(e)): If project is capital assistance
(e.a., construction), and total U.S.
assistance for it will exceed $1 million,
has Mission Director certified and
Regional Assistant Administrator taken
into consideration the country's
capability to maintain and utlllze the
project effectively?

9. MHultiple Country Objectives (FAA
Sec. 601(a)): Information and conclusions
on whether projects will encourage efforts
of the country to: (a) increase the flow
of international trade; (b) foster private
initiative and competition; (c¢) encourage
development and use of cooperatives,
credit unions, and savings and loan
associations; (d) discourage monopolistic
practices; (e) improve technical .
efficiency of industry, agriculture and
commerce; and (f) strengthen free labor
unions.

10. U.8. Private Trade (FAA Sec.
601(R)): Information and conclusions on
how project will encourage U.S. private
trade and investment abroad and encourage
private U.S. participation in foreign
assistance programs (including use of
private trade channels and the services of
U.S. private enterprise).

N/A

Yes

N/A

Same as A.l.

Same as A.2.
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11. Local Currencies

a. Recipient Contributions
(FAA Secs. 612(b), 636(h)): Describe
steps taken to assure that, to the maximum
extent possible, the country is
contributing local currencies to meet the
cost of contractual and other services,
and foreign currencies owned by the U.S.
are utilized in lieu of dollars.

N/Aa

b. U.8.-0Owned Currency (FAA
Sec. 612(d)): Does the U.S. own excess
foreign currency of the country and, if
so, what arrangements have been made for
its release?

Cc. Separate Account (FY 19951
Appropriations Act Sec. 575). 1If
assistance is furnished to a foreign
government under arrangements which result
in the generation of local currencies:

(1) Has A.I.D. (a) v
required that local currencies be (1) (a) Yes
deposited in a separate account (1) (b) Yes
established by the recipient government, (1) (c) Yes
(b) entered into an agreement with that
government providing the amount of local
currencies to be generated _and the terms
and conditions under which the currencies
so deposited may be utilized, and (c)
established by agreement the
responsibilities of A.I.D. and that
government to monitor and account for
depcsits into and disbursements from the
separate account?

(2) Will such local
currencies, or an eguivalent amount of
local currencies, be used only to carry
out the purposes of the DA or ESF chapters Yes
of the FAA (depending on which chapter is
the source of the assistance) or for the
administrative requirements of the United
States Government?

(3) Has A.I.D. taken all
appropriate steps to ensure that the
equivalent of local currencies disbursed Yes
from the separate account are used for the
agreed purposes? :
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(4) 1If assistance is
terminated to a country, will any
unencumbered balances of funds remaining
in a separate account be disposed -of for
purposes agreed to by the recipient
government and the United States
Government?

Yes

12. Trade Restrictions

a. S8urplus Commodities (FY 1991
Appropriations Act Sec. 521(a)): If
assistance is for the production of any
commodity for export, is the commodity
likely to be in surplus on world markets No
at the time the resulting productive
capacity becomes operative, and is such
assistance likely to cause substantial
injury to U.S. producers of the same,
similar or competing commodity?

b. Textiles (Lautenberg
Amendment) (FY 1991 Appropriations Act
Sec., 521(c)): Will the assistance (except
for programs in Caribbean Basin Initiative N/A
countries under U.S. Tariff Schedule
"Section 807," which allows reduced
tariffs on articles assembled abroad from
U.S.-made components) be used directly to
procure feasibility studies,
prefeasibility studies, or project
profiles of potential investment in, or to
assist the establishment of facilities
specifically designed for, the manufacture
for export to the United States or to
third country markets in direct
competition with U.S. exports, of
textiles, apparel, footwear, handbags,
flat goods (such as wallets or coin purses
worn on the person), work gloves or
leather wearing apparel?

13. Tropical Forests (FY 1991
Appropriations Act Sec. 533(c)(3)): Will
funds be used for any program, project or
activity which would (a) result in any N/A
significant loss of tropical forests, or
(b) involve industrial timber extraction
in primary tropical forest areas?
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14. 8Sahel Accounting (FAA Sec.
121(d)): If a Sahel project, has.a
determination been made that the host
government has an adequate system for
accounting for and controlling receipt and
expenditure of project funds (either
dollars or local currency generated
therefrom)? ‘

15. PVO Assistance

a. Auditing and registration
(FY 1991 Appropriations Act Sec. 537): 1If
assistance is being made avajilable to a
PVO, has that organization provided upon
timely request any document, file, or
record necessary to the auditing
requirements of A.I.D., and is the PVO
registered with A.I.D.?

b. Funding sources (FY 1991
Appropriations Act, Title II, under
heading "Private and Voluntary
Organizations"): 1If assistance is to be
made to a United States PVO (other than a
cooperative development organization),
does it obtain at least 20 percent of its
total annual funding for international
activities from sources other than the
United States Government?

16. Project Agreement Documentation
(State Authorization Sec. 139 (as
interpreted by conference report)): Has
confirmation of the date of signing of the
project agreement, including the anount
involved, been cabled to State L/T and
A.I.D. LEG within 60 days of the
agreement's entry into force with respect
to the United States, and has the full
text of the agreement been pouched to
those same offices? (See Handbook 3,
Appendix 6G for agreenents covered by this
provision).

17, Metric Bystem (Omnibus Trade and
Competitiveness Act of 1988 Sec. 5164, as
interpreted by conference report, amending
Metric Conversion Act of 1975 Sec. 2, and
as implemented through A.I.D. policy):
Does the assistance activity use the
metric system of measurement in its
procurements, grants, and other
business-related activities, except to the
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N/A

N/A

N/A

It will be sent within
60 days after signing.



extent that such use is impractical or is
likely to cause significant inefficiencies
or loss of markets to United States firms?
Are bulk purchases usually to be made in
metric, and are components, subassemblies,
and semi-fabricated materials to be
specified in metric units when
economically available and technically
adequate? Will A.I.D. specifications use
metric units of measure from the earliest
programratic stages, and from the earliest
documentation of the assistance processes
(for example, project papers) involving
quantifiable measurements (length, area,
~volume, capacity, mass and weight),
through the implementation stage?

18. Women in Development (FY 1991
Appropriations Act, Title II, under
heading "Women in Development"): Will
assistance be designed so that the
percentage of women participants will be
demonstrably increased?

19. Regional and Multilateral
Assistance (FAA Sec. 209): Is assistance
more efficiently and effectively provided
through regional or multilateral
organizations? If so, why is assistance
not so provided? Information and
conclusions on whether assistance will
encourage developing countries to
cooperate in regional development
programs.

20. Abortions (FY 1991
Appropriations Act, Title II, under
heading "Population, DA,"™ and Sec. 525):

a. Will assistance be made
available to any organization or program
which, as determined by the President, .
supports or participates in the management
of a program of coercive abortion or
involuntary sterilization?

b. Will any funds be used to
lobby for abeortion?

21. Cooperatives (FAA Sec. 111):
Will assistance help develop cooperatives,
especially by technical assistance, to
assist rural and urban poor to help
themselves toward a better life?
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Yes

N/A
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22. U.B.-Owned Foreign Currencies

a. Use of currencies (FAA Secs.
612(b), 636(h); FY 1991 Appropriations Act
Secs. 507, 509): Describe steps taken to N/A
assure that, to the maximum extent
possible, foreign currencies owned by the
U.S. are utilized in lieu of dollars to
meet the cost of contractual and other

services.
b. Release of currencies (FAA
Sec. 612(d)): Does the U.S. own excess Same as 11.b.
foreign currency of the country and, if
so, what arrangements have been made for
its release?
23. Procurement
a. #6fmall business (FAA Sec.
602(a)): Are there arrangements to permit
U.S. small business to participate N/A

equitably in the furnishing of commodities
and services financed?

b. U.8. procurement (FAA Sec.
604 (a)): Will all procurement be from the
U.S. except as otherwise determined by the Yes
President or determined under delegation
from him? e

c. Marine insurance (FAA Sec.
604(d)): If the cooperating country
discriminates against marine insurance
conpanies authorized to do business in the N/A
U.S., will commodities be insured in the
United States against marine risk with
such a company?

d. Non-U.8. agricultural
procurement (FAA Sec. 604 (e)): If .
non-U.S. procurement of agricultural N/A
commodity or product thereof is to be
financed, is there provision against such
procurement when the domestic price of
such commodity is less than parity?
(Exception where commodity financed could
not reasonably be procured in U.S.)

e. Construction or engineering
services (FAA Sec. 604(g)): Will
construction or engineering services be N/A
procured from firms of advanced developing
countries which are otherwise eligible
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[y

under Code 941 and which have attained a
competitive capability in international
markets in one of these areas? (Exception
for those countries which receive direct
economic assistance under the FAA and
permit United States firms to compete for
construction or engineering services
financed from assistance programs of these
countries.)

f. Cargo preference shipping
(FAA Sec. 603)): 1Is the shipping excluded
from compliance with the requirement in
section 901(b) of the Merchant Marine Act
of 1936, as amended, that at least
50 percent of the gross tonnage of
commodities (computed separately for dry
bulk carriers, dry cargo liners, and
tankers) financed shall be transported on
privately owned U.S. flag commercial
vessels to the extent such vessels are
available at fair and reasonable rates?

g. Technical assistance
(FAA Sec. 621(a)): If technical
assistance is financed, will such
assistance be furnished by private
enterprise on a contract basis to the
fullest extent practicable? Will the
facilities and resources of other Federal
agencies be utilized, when they are
particularly suitable, not competitive
with private enterprise, and made
available without undue interference with
domestic programs?

h. U.8. air carriers
(International Air Transportation Fair
Corpetitive Practices Act, 1974): If air
transportation of persons or property is
financed on grant basis, will U.s.
carriers be used to the extent such .
service is available?

i. Termination for convenience
of U.8. Government (FY 1991 Appropriations
Act Sec. 504): 1If the U.S. Government is
a party to a contract for procurenent,
does the contract contain a provision
authorizing termination of such contract
for the convenience of the United States?
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N/A

Yes

Yes

Yes
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j. <Consulting services
(FY 1991 Appropriations Act Sec. 524): 1If
assistance is for consulting service N/A
through procurement contract pursuant to 5
U.s.C. 3109, are contract expenditures a
matter of public record and available for
public inspection (unless otherwise
provided by law or Executive order)?

k. MHetric conversion
(Omnibus Trade and Competitiveness Act of
1988, as interpreted by conference report,
amending Metric Conversion Act of 1975
Sec. 2, and as implemented through A.I.D.
policy): Does the assistance program use
the metric system of measurement in its
procurements, grants, and other
business-related activities, except to the
extent that such use is impractical or is
likely to cause significant inefficiencies
or loss of markets to United States firms?
Are bulk purchases usually to be made in
metric, and are components, subassenmblies,
and semi-fabricated materials to be
specified in metric units when
economically available and technically
adequate? Will A.I.D. specifications use
metric units of measure from the earliest
programmatic stages, and from the earliest
documentation of the assistance processes
(for example, project papers) involving
quantifiable measurements (length, area,
volume, capacity, mass and weight),
through the implementation stage?

Same as 17.

1. Competitive Selection
Procedures (FAA Sec. 601(e)): Will the Yes
assistance utilize competitive selection
procedures for the awarding of contracts,
except where applicable procurement rules
allow otherwise?

24. Construction

a. Capital project (FAA Sec.
601(d)): If capital (e.g., construction) N/A
project, will U.S. engineering and
precfessional services be used?

b. Construction contract (FAA
Sec. 61l1(c)): If contracts for
construction are to be financed, will they N/A
be let on a competitive basis to maximum
extent practicable?
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c. Large projects,
Congressional approval (FAA Sec. 620(k)):
If for construction of productive .
enterprise, will aggregate value of
assistance to be furnished by the U.S. not
exceed $100 million (except for productive
enterprises in Egypt that were described
in the Congressional Presentation), or
does assistance have the express approval
of Congress?

25. U.8. Audit Rights (FAA Sec.
Jol(d)): If fund is established solely by
U.S. contributions and administered by an
international organization, does
Comptroller General have audit rights?

26, Conmunist Assistance (FAA Sec.
620(h). Do arrangements exist to insure
that United States foreign aid is not used
in a manner which, contrary to the best
interests of the United States, promotes
or assists the foreign aid projects or
activities of the Communist-~bloc
countries?

27. Narcotics

a. Cash reimbursements (FAA
Sec. 483): Will arrangements preclude use
of financing to make reimbursements, in
the form of cash payments, to persons
whose illicit drug crops are eradicated?

b. Assistance to narcotics
traffickers (FAA Sec. 487): Will
arrangements take "all reasonable steps"
to preclude use of financing to or through
individuals or entities which we know or
have reason to believe have either: (1)
been convicted of a vicolation of any law
or regulation of the United States or a
foreign country relating to narcotics (or
other controlled substances); or (2) been
an illicit trafficker in, or otherwise
involved in the illicit trafficking of,
any such controlled substance?
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28, Expropriation and Land Reform
(FAA Sec. 620(g)): Will assistance
preclude use of financing to compensate N/A
owners for expropriated or nationalized
property, except to compensate foreign
nationals in accordance with a land reform
program certified by the President?

29. Police and Prisons (FAA Sec.
660): Will assistance preclude use of
financing to provide training, advice, or
any financial support for police, priscons,
or other law enforcement forces, except N/A
for narcotics programs?

30. CIA Activities (FAA Sec. 662):

Will assistance preclude use of financing N/A
for CIA activities?

31. Hotor Vehicles (FAA Sec.
636(i)): Will assistance preclude use of
financing for purchase, sale, long-term N/A

lease, exchange or guaranty of the sale of
motor vehicles manufactured outside U.S.,
unless a waiver is obtained?

32. Military Personnel (FY 1991
Appropriations Act Sec. 503): Will N/A
assistance preclude use of-financing to
pay pensions, annuities, retirement pay,
or adjusted service compensation for prior
or current military personnel?

33. Payment of U.N. Assessments (FY
1951 Apprcpriations Act Sec. 505): Will N/A
assistance preclude use of financing to
pay U.N. assessments, arrearages or dues?

34, Multilateral Organization
Lending (FY 1991 Appropriations Act Sec.
506): Will assistance preclude use of
financing to carry out provisions of FAA
section 209 (d) (transfer of FAA funds to
multilateral organizations for lending)?

N/A

35. Export of Nuclear Resources (FY
1991 Appropriations Act Sec. 510): Will
assistance preclude use of financing to N/A
finance the export of nuclear equipment,
fuel, or technology?
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"36. Repression of Population (FY
1991 Appropriations Act Sec. 511): Will N/A
assistance preclude use of financing for
the purpose of aiding the efforts of the
government of such country to repress the
legitimate rights of the population of
such country contrary to the Universal
Declaration of Human Rights?

37. Publicity or Propoganda (FY 1991
Appropriations Act Sec. 516): Will
assistance be used for publicity or
propaganda purposes designed to support or N/A
defeat legislation pending before
Congress, to influence in any way the
outcome of a political election in the
United States, or for any publicity or
precpaganda purposes not authorized by
Congress?

38. Marine Insurance (FY 1991
Appropriations Act Sec. 563): Will any
A.I.D. contract and solicitation, and
subcontract entered into under such
contract, include a clause requiring that
U.S. marine insurance companies have a
fair oppertunity to bid for marine
insurance when such insurance is necessary
or appropriate?

N/A

.-

39. Exchange for Prohibited Act (FY
1991 Appropriations Act Sec. 569): Will
any assistance be provided to any foreign
government (including any instrumentality
or agency thereof), foreign person, or
United States person in exchange for that
foreign government or person undertaking
any action which is, if carried out by the
United States Government, a United States
official or employee, expressly prohibited
by a provision of United States law? .

No
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CRITERIA APPLICABLE TO DEVELOPMENT
ASSISTANCE ONLY .

1. Agricultural Exports (Bumpers
Amendment) (FY 1991 Appropriations Act
Sec. 521(b), as interpreted by conference
report for original enactment): If
assistance is for agricultural development
activities (specifically, any testing or
breeding feasibility study, variety
improvement or introduction, consultancy,
publication, conference, or training), are
such activities: (1) specifically and
principally designed to increase
agricultural exports by the host country
to a country other than the United States,
where the export would lead to direct
competition in that third country with
exports of a similar commodity grown or
produced in the United States, and can the
activities reasonably be expected to cause
substantial injury to U.S. exporters of a
similar agricultural commodity; or (2) in
support of research that is intended

primarily to benefit U.S. producers?

2. Tied Aid cCredits (FY 1991
Appropriations Act, Title II, under
heading "Economic Support Fund"): Will DA
funds be used for tied aid credits?

3. Appropriate Technology (FAA Sec.
107): Is special emphasis placed on use
of appropriate technology (defined as
relatively smaller, cost-saving,
labor-using technologies that are
generally most appropriate for the small
farms, small businesses, and small incomes
of the poor)? .

4. 1Indigenous Needs and Resources
(FAA Sec. 281(b)): Describe extent to
which the activity recognizes the
particular needs, desires, and capacities
of the people of the country; utilizes the
country's intellectual resources to
encourage institutional development; and
supports civic education and training in
skills required for effective
participation in governmental and
political processes essential to
self-government.
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N/A

No
No

This program supports

indigenous needs and resources i
that the policy reform programs

will enable Rwandans, particular
in the private sector, to engage
in income generating activities.
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S. Economic Development (FAA Sec.
101(a)): Does the activity give
reasonable promise of contributing to the
developrent of economic resources, or to
the increase of productive capacities and
self-sustaining economic growth?

6. 6Bpecial Development Emphases (FAA
Secs. 102(b), 113, 281(a)): Describe
extent to which activity will: (a)
effectively involve the poor in
development by extending access to economy
at local level, increasing labor-intensive
production and the use of appropriate
.technology, dispersing investment from
cities to small towns and rural areas, and
insuring wide participation of the poor in
the benefits of development on a sustained
basis, using appropriate U.S.
institutions; (b) encourage democratic
private and local governmental
institutions; (c) support the self-help
efforts of developing countries; (d)
promote the participation of women in the
national economies of developing countries
and the improvement of women's status; and
(e) utilize and encourage regional
cooperation by developing countries.

7. Recipient Country Contribution
(FAA Secs. 110, 124(d)): .Will the
recipient country provide at least 25
percent of the costs of the program,
project, or activity with respect to which
the assistance is to be furnished (or is
the latter cost-sharing reguirement being
walived for a "relatively least developed"®
country)”

8. DBenefit to Poor Majority (FAA
Sec. 128(b)): If the activity attempts to
increase the institutional capabilities of
privatg organizations or the government of
the country, or if it attempts to
stimulate scientific and technological
research, has it been designed and will it
be monitored to ensure that the ultimate
beneficiaries are the poor majority?
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Yes

The program's policy reforms are
specifically designed to foster
the development of medium, small
and micro enterprises throughout
Rwgnda. It will thereby help
extend access to the econamy at
the local level, increase labor
intensive production and use of
appropriate technologies, and
disperse investment to rural
areas. By stressing the private
sector, the program supports
self-help.
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9. Abortions (FAA Sec. 104 (f); FY
1991 Appropriations Act, Title II, under
heading "Population, DA," and Sec. 535):

a. Are any of the funds to be
used for the performance of abortions as a
method of fanmily planning or to motivate No
or coerce any person to practice
abortions?

b. Are any of the funds to be
used to pay for the performance of
involuntary sterilization as a method of
family planning or to coerce or provide No
any financial incentive to any person to
undergo sterilizations?

c. Are any of the funds to be
made available to any organization or
program which, as determined by the
President, supports or participates in the No
management of a program of coercive
abortion or involuntary sterilization?

d. Will funds be made available
only to voluntary family planning projects
which offer, either directly or through N/A
referral to, or information about access
to, a broad range of family planning
methods and services?

e. In awarding grants for
natural family planning, will any
aprlicant be discriminated against because N/A
of such applicant's religious or
conscientious commitment to offer only
natural family planning?

f. Are any of the funds to be
used to pay for any biomedical research
which relates, in whole or in part, to y No
methods of, or the performance of,
abortions or involuntary sterilization as
a means of family planning?

g. Are any of the funds to be
made available to any organization if the
resident certifies that the use of these NO
funds by such organization would violate
any of the above provisions related to
abortions and involuntary sterilization?
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10. Contract Awards (FAA Sec.
601(e)): Will the project utilize
competitive selection procedures for the
awarding of contracts, except where
applicable procurement rules allow
otherwise?

11. Disadvantaged Enterprises (FY
1991 Appropriations Act Sec. 567): What
portion of the funds will be available
only for activities of economically and
socially disadvantaged enterprises,
historically black colleges and
universities, colleges and universities
having a student body in which more than
40 percent of the students are Hispanic
Americans, and private and voluntary
organizations which are controlled by
individuals who are black Americans,
Hispanic Americans, or Native Americans,
or who are economically or socially
disadvantaged (including women)?

12. Biological Diversity (FAR Sec.
119(g): Will the assistance: (a) support
training and education efforts which
improve the capacity of recipient
countries to prevent loss of biological
diversity; (b) be provided under a
long-term agreement in which the recipient
country agrees to protect ecosystems or
other wildlife habitats; ~(c) support
efforts to identify and survey ecosystems
in recipient countries worthy of
protection; or (&) by any direct or
indirect means significantly degrade
national parks or similar protected areas
or introduce exotic plants or animals into
such areas?

13. Tropical Porests (FAA Sec. 118; ,
FY 19351 Appropriations Act Sec. 533(c)~(e)

& (g)):

a. A.I.D. Regulation 16: Does
the assistance comply with the
environnental procedures set forth in
A.I.D. Regulation 16?

b. Conservation: Does the
assistance place a high priority on
conservation and sustainable management of
tropical forests? Specifically, does the
assistance, to the fullest extent
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N/A

N/A

N/A

Yes

N/A
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feasible: (1) stress the importance of
conserving and sustainably managing forest
resources; (2) support activities which
offer employment and income alternatives
to those who otherwise would cause
destruction and loss of forests, and help
countries identify and implement
alternatives to colonizing forested areas;
(3) support training programs, educational
efforts, and the establishment or
strengthening of institutions to improve
forest management; (4) help end
destructive slash-and-burn agriculture by
supporting stable and productive farming
practices; (5) help conserve forests
which have not yet been degraded by
helping to increase production on lands
already cleared or degraded; (6) conserve
forested watersheds and rehabilitate those
which have been deforested; (7) support
training, research, and other actions
which lead to sustainable and more
environmentally sound practices for timber
harvesting, removal, and processing; (8)
support research to expand knowledge of
tropical forests and identify alternatives
which will prevent forest destruction,
loss, or degradation; (9) conserve
biological diversity in forest areas by
supporting efforts to identify, establish,
and maintain a representative network of
protected tropical forest ecosystems on a
worldwide basis, by making the
establishment of protected areas a
condition of support for activities
involving forest clearance or degradation,
and by helping to identify tropical forest
ecosystens and species in need of
protection and establish and maintain
appropriate protected areas; (10) seek to
increase the awareness of U.S. Government
agencies and other donors of the immediatéd
and long~-term value of tropical forests;
(11) utilize the resources and abilities
of all relevant U.S. government agencies;
(12) be based upon careful analysis of the
alternatives available to achieve the best
sustainable use of the land; and (13)
take full account of the environmental
irpacts of the proposed activities on
biclogical diversity?
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c. Forest degradation: Will
assistance be used for: (1) the
procurement or use of logging equipment,
unless an environmental assessment
indicates that all timber harvesting N/A
operations involved will be conducted in
an environmentally sound manner and that
the proposed activity will produce
positive economic benefits and sustainable
forest management systems; (2) actions
which will significantly degrade naticnal
parks or similar protected areas which
contain tropical forests, or introduce
exotic plants or animals into such areas;
.(3) activities which would result in the
ceonversion of forest lands to the rearing
of livestock; (4) the construction,
upgrading, or maintenance of roads
(including temporary haul roads for
logging or other extractive industries)
which pass through relatively undergraded
forest lands; (5) the colonization of
forest lands; or (6) the construction of
dans or other water control structures
which flood relatively undergraded forest
lands, unless with respect to each such
activity an environmental assessment
indicates that the activity will
contribute significantly and directly to
improving the livelihood of the rural poor
and will be conducted in an
environmentally sound manner which
supports sustainable development?

d. Sustainable forestry: If
assistance relates to tropical forests,
will project assist countries in N/A
developing a systematic analysis of the
appropriate use of their total tropical
forest resources, with the goal of
develeoping a national program for
sustainable forestry? .

e. Environmental impact
statements: Will funds be made available
in accordance with provisions of FAA
Section 117(c) and applicable A.I.D.
regulations requiring an environmental
impact statement for activities
significantly affecting the environment?

N/A
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14. Energy (FY 1991 Appropriations
Act Sec. 533(c)): If assistance relates
to energy, will such assistance focus on:
(a) end-use energy efficiency, least-cost
energy planning, and renewable energy
resources, and (b) the key countries where
assistance would have the greatest impact
on reducing emissions from greenhouse
gases?

15. 6&ub-Saharan Africa Assistance
(FY 1991 Appropriations Act Sec. 562,
adding a new FAA chapter 10 (FAA Sec.
496)): If assistance will come from the
Sub-Saharan Africa DA account, is it: (a)
to be used to help the poor majority in
Sub-Saharan Africa through a process of
long-term development and econcmic growth
that is equitable, participatory,
environmentally sustainable, and
self-reliant; (b) to be used to promote
sustained economic growth, encourage
private sector development, promote
individual initiatives, and help to reduce
the role of central governments in areas
more appropriate for the private sector;
(c) being provided in accordance with the
policies contained in FAA section 102;
(d) being provided in close consultation
with African, United Stateg and other PVOs
that have demonstrated effectiveness in
the promotion of local grassroots
activities on behalf of long-term
development in Sub-Saharan Africa;
(e) being used to promote reform of
sectoral economic policies, to support the
critical sector priorities of agricultural
production and natural resources, health,
voluntary family planning services,
education, and income generating
opportunities, to bring about appropriate
sectoral restructuring of the Sub-Saharan:
African economies, to support reform in
public administration and finances and to
establish a favorable environment for
individual enterprise and self-sustaining
development, and to take into account, in
assisted policy reforms, the need to
protect vulnerable groups; (f) being used
to increase agricultural production in
ways that protect and restore the natural
resource base, especially food production,
to maintain and improve basic
transportation and communication networks,
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(a)
(b)

(d)
(e)
(£)

Yes

Yes
Yes
N/A
Yes

N/A



to maintain and restore the renewable
natural resource base in ways that
increase agricultural production, to
improve health conditions with special
emphasis on meeting the health needs of
mothers and children, including the
establishment of self-sustaining primary
health care systems that give priority to
preventive care, to provide increased
access to voluntary family planning
services, to improve basic literacy and
mathematics especially to those outside
the. formal educational system and to
improve primary education, and to develop
income~generating opportunities for the
unemployed and underemployed in urban and
rural areas?

16. Debt-for-Nature Exchange (FAA
Sec. 463): If project will finance a
debt~for-nature exchange, describe how the
exchange will support protection of: ()
the world's oceans and atmosphere, (b)
animal and plant species, and (c) parks
and reserves; or describe how the exchange
will promote: (d) natural resource
management, (e) local conservation
programs, (f) ccnservation training
programs, (g) public commitment to
conservation, (h) land and ecosystem
management, and (i) regenerative
approaches in farming, forestry, fishing,
and watershed management.

17. Deobligation/Reobligaticn
(FY 1991 Appropriations Act Sec. 515): 1If
deob/rechk authority is sought to be
exercised in the provision of DA
assistance, are the funds being obligated
for the same general purpose, and for
countries within the same region as
originally obligated, and have the House
and Senate Appropriations Committees been
prcperly notified?

18. Loans
a. Repayment capacity (FAA Sec.
122(b)): Information and conclusion on

capacity of the country to repay the loan
at a reasonable rate of interest.
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b. Long-range plans (FAA Sec.
122(b)): Does the activity give
reasonable promise of assisting long-range
plans and programs designed to develop
economic resources and increase productive
capacities?

¢. Interest rate (FAA Sec.
122(b)): If developnment loan is repayable
in dollars, is interest rate at least 2
percent per annum during a grace period
which is not to exceed ten years, and at
least 3 percent per annum thereafter?

d. Exports to United states
(FAA Sec. 620(d)): If assistance is for
any productive enterprise which will
compete with U.S. enterprises, is there an
agreement by the recipient country to
prevent export to the U.S. of more than 20
percent of the enterprise's annual
production during the life of the loan, or
has the requirement to enter into such an
agreement been waived by the President
because of a national security interest?

19. Development Objectives (FAA
Secs. 102(a), 111, 113, 281l(a)): Extent
to which activity will: (1) effectively
involve the poor in development, by
expanding access to economy at local
level, increasing labor-intensive
production and the use of appropriate
technology, spreading investment out from
cities to small towns and rural areas, and
insuring wide participation of the poor in
the benefits of development on a sustained
basis, using the appropriate U.S.
institutions; (2) help develop
cooperatives, especially by technical
assistance, to assist rural and urban poor
to help themselves toward better life, and
otherwise encourage democratic private and
local governmental institutions; (3)
support the self-help efforts of
developing countries; (4) promote the
participation of women in the national
economies of developing countries and the
improvement of women's status; and (5)
utilize and encourage regional cooperation
by developing countries?

N/A

N/A

N/A

See B.6 above
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mothers and young children, using
paramedical and auxiliary medical .
personnel, clinics and health posts,
commercial distribution systems, and other
modes of community outreach.

22. Education and Euman Resources
Development (FAA Sec. 105): If assistance
is being made available for education,
public administration, or human resource
development, describe (a) extent to which N/A
activity strengthens nonformal education,
makes formal education more relevant,
especially for rural families and urban
poor, and strengthens management
capability of institutions enabling the
poor to participate in development; and
(b) extent to which assistance provides
advanced education and training of people
of developing countries in such
disciplines as are required for planning
and implementation of public and private
development activities.

23. Energy, Private Voluntary
Organizations, and Selected Development
Activities (FAA Sec. 106): 1If assistance
is being made available for energy,
private voluntary organizstions, and
selected development problems, describe N/A
extent to which activity is:

a. concerned with data
collection and analysis, the training of
skilled personnel, research on and
development of suitable energy sources,

and pilot projects to test new methods of
energy production; and facilitative of
research on and development and use of
small-scale, decentralized, renewable
energy sources for rural areas,
emphasizing development of energy
resources which are environmentally
acceptable and require minimum capital
investment;

b. concerned with technical
cooperation and development, especially
with U.S. private and voluntary, or
regional and international development,
organizations;
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¢. research into, and
evaluation of, economic development
processes and techniques;

d. reconstruction after natural
or manmade disaster and programs of
disaster preparedness;

e. for special development
problems, and to enable proper utilization
of infrastructure and related projects
funded with earlier U.S. assistance;

f. for urban developrent,
€specially small, labor-intensive
enterprises, marketing systems for small
producers, and financial or other
institutions to help urban poor
participate in economic and social
development.

24. ©8Sahel Development (FAA Secs.
120-21). 1If assistance is being made
available for the Sahelian region,
describe: (a) extent to which there is
international coordination in planning and
implementation; participation and suppeort N/A
by African countries and organizations in
determining development priorities; and a
long-term, multidonor development plan
which calls for equitable ‘Burden-sharing
with other donors; (b) whether a
determination has been made that the host
government has an adequate system for
accounting for and controlling receipt and
expenditure of projects funds (dollars or
local currency generated therefrom).
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CRITERIA APPLICABLE TO ECONOMIC SUPPORT
FUNDS ONLY '

1. Economic and Political stability
(FAA Sec. S31(a)): Will this assistance
promote economic and political stability? N/A
To the maximum extent feasible, is this
assistance consistent with the policy
directions, purposes, and programs of Part
I of the FAA?

2. Military Purposes (FAA Sec.
531(e)): Will this assistance be used for N/A
military or paramilitary purposes?

3. Commodity Grants/Separate
Accounts (FAA Sec. 609): If commodities
are to be granted so that sale proceeds N/A
will accrue to the recipient country, have
Special Account (counterpart) arrangements
been made?

4. Generation and Use of Local
Currencies (FAA Sec. 531(d)): Will ESF
funds made available for commodity import N/A
programs or other program assistance be
used to generate local currencies? 1If so,
will at least 50 percent of such local
currencies be available to.support
activities consistent with the objectives
of FAA sections 103 through 106?

5. Cash Transfer Requirements (FY
1991 Appropriations Act, Title II, under
heading "Economic Support Fund," and Sec.
575(b)). 1If assistance is in the form of
a cash transfer:

a. BESeparate account: Are all
such cash payments to be maintained by the N/A
country in a separate account and not to °
be commingled with any other funds?
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b. Local currencies: WwWill all
local currencies that may be generated
with funds provided as a cash transfer to
such a country also be deposited in a
special account, and has A.I.D. entered
into an agreement with that government
setting forth the amount of the local
currencies to be generated, the terms and
conditions under which they are to be
used, and the responsibilities of A.I.D.
and that government to monitor and account
for deposits and disbursements?

c. U.8. Government use of local
currencies: Will all such local
currencies also be used in accordance with
FAA Section 609, which requires such local
currencies to be made avajilable to the
U.S. government as the U.S. determines
necessary for the requirements of the U.S.
Government, and which requires the
remainder to be used for programs agreed

to by the U.S. Government to carry out the

purposes for which new funds authorized by
the FAA would themselves be available?

d. Congressional notice: Has
Congress received prior notification
providing in detail how the funds will be
used, including the U.S. interests that
will be served by the assistance, and, as
appropriate, the economic policy reforms
tra2t will be promoted by the cash transfer
a-sistance?

DRAFTER:GC/LP:EHonnold:4/11/91:2169J
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