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improved, and real GDP was estimated to grow once
again at 4 per cent in 2005, with moderate growth
accelerations of 4.2 per cent and 4.6 per cent in 2006
and 2007, respectively. Given the agricultural
contraction in real terms in 2004, the share of agriculture
in GDP decreased to 35.3 per cent, the share of industry
in GDP increased to 14.2 per cent, while the share of

the service sector in GDP increased to 27.8 per cent'.

More than 90 per cent of Rwanda’s population of
8.6 million rely on subsistence agriculture. Based on
current population projections, the present urban
population of close to 2 million is expected to more
than double within the next ten years, while the rural
population of close to 7 million is projected to decrease
slowly. Population growth and increased urbanisation
will continue to pose a challenge to Rwanda’s food
security, which — compared to 2003 — nonetheless
improved in 2004 and 2005, partly thanks to Rwanda’s
introduction of the New Rice for Africa (NERICA)
initiative, which has increased the country’s rice self-
sufficiency to 65 per cent. In 2004, about 600 000
people experienced food insecurity at some point in the
year and required food aid, which amounted to 30 000

metric tonnes.

Rwanda’s agricultural-sector strategy is based on
transforming agriculture and raising rural incomes by
encouraging the use of modern inputs in the production
of priority crops. The persistence of low yields, however,
indicates that fertilisers remain seriously under-used.

The production of food crops (including bananas,
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roots and tubers) partly recovered in 2004, with a
further positive outlook for the medium term as the
government’s efforts 7) to promote the use of improved
seeds, i) to increase productivity and #7) to expand

cultivated areas are slowly bearing fruit.

In real terms, the industrial sector grew by 5.5 per
cent in 2004, mainly thanks to the strength of
manufacturing, which increased by 6.3 per cent. The
service sector grew at a rate of 7.1 per cent in 2004 on
the strength of transport and communications, growing
at 11.6 per cent, and the finance, insurance, real-estate
and business sub-sectors, growing at 11 per cent. On
the other hand, tourism and government services nearly

stagnated.

The increased growth in several economic sectors
mentioned above stimulated an increase in the growth
of private consumption in 2004 and 2005, but there
was little growth in private investment. The balance on
traded goods and non-factor services measured at
constant prices improved in 2004 but showed little
change in 2005, thus stimulating growth in 2004 but
having little effect on demand in 2005. Meanwhile, the
fiscal stance was expansionary in 2003 and 2004 but

became restrictive in 2005.

Compared with 2003, overall consumption
increased by 2.5 per cent in real terms in 2004 owing
to a strong increase in private-sector consumption,
while public consumption contracted, even in nominal

terms. Thus, the share of consumption in GDP
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Source: Authors’ estimates based on domestic authorities’ data.

1. Due to recent changes in methodology, a total of 22.7 per cent of GDP cannot be properly allocated to sectoral shares of GDP.
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Figure 3 - Sectoral Contribution to GDP Growth in 2004 (percentage)
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Source: Authors’ estimates based on domestic authorities’ data.

decreased to 97.6 per cent in 2004, though it was
estimated to increase to 99.2 per cent in 2005 and
projected to once again decrease after that. The share
of total domestic investment increased from 18.4 per
cent of GDP in 2003 to 20.5 per cent in 2004, reflecting
a more than 50 per cent increase in public investment,

partially offset by a small contraction of private

investment in real terms. The share of public investment
in GDP was estimated to increase further in 2005,
while the share of private investment in GDP was
estimated to decrease further in 2005. Hence, the
overall composition of expenditures has shifted
considerably towards private and public investment
and is projected to shift further in 2006 and 2007.

Table 1 - Demand Composition (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(p)

Gross capital formation 13.8 16.9 18.4 20.5 20.6 22.0 23.1
Public 8.3 4.9 5.6 8.5 8.9 10.1 10.6
Private 5.6 12.0 12.8 12.0 11.7 11.9 12.5
Consumption 104.1 100.0 100.8 97.6 99.2 98.2 96.8
Public 9.6 11.8 15.1 12.9 13.8 141 13.9
Private 94.5 88.1 85.7 84.7 85.3 84.1 83.0
External sector -17.9 -16.9 -19.3 -18.1 -19.8 -20.2 -19.9
Exports 7.8 7.7 8.3 10.3 9.3 9.4 9.3
Imports -25.7 -24.5 -27.6 -28.4 -29.1 -29.6 -29.2

Source: Domestic authorities’ data; estimates (g) and projections (p) based on authors’ calculations.
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Macroeconomic Policies

Fiscal Policy

Rwanda’s large development needs continue to be
reflected in an excess of government expenditures over
revenues, mostly financed by a large inflow of aid,
which is provided now mainly in the form of grants.
For the years 2001 to 2004, 39 per cent of Rwanda’s
ordinary budget and 78 per cent of its development
budget were financed by foreign aid. The share of total

government expenditures in GDP increased from
24.1 per cent in 2003 to 26.1 per cent in 2004 and
was estimated to increase to 26.3 per cent in 2005. The
2004 increase in total government expenditure was
due for a sharp increase in the share of capital
expenditures, which increased from 5.6 per cent of
GDP in 2003 to 8.5 per cent in 2004, while the share
of current expenditures decreased from 18 per cent in
2003 to 15.9 per cent in 2004. For 2005, the shares
of both capital and current expenditures in GDP were

estimated to increase moderately.

Table 2 - Public Finances (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(p)

Total revenue and grants® 17.2 19.4 21.6 25.9 25.7 25.9 25.0
Tax revenue 9.8 11.5 12.7 12.8 12.9 13.0 13.2
Grants 6.8 7.2 8.1 12.0 11.7 11.9 10.8
Total expenditure and net lending® 19.6 21.3 241 26.1 26.3 271 271
Current expenditure 11.5 16.3 18.0 15.9 17.2 16.9 16.4
Excluding interest 10.2 15.3 16.8 14.8 15.9 16.2 16.0

Wages and salaries 5.1 4.9 4.9 4.6 4.5 4.5 4.4
Interest 1.2 1.0 1.2 1.1 1.3 0.8 0.4
Capital expenditure 8.3 4.9 5.6 8.5 8.9 10.1 10.6
Primary balance -1.2 -0.9 -1.3 0.9 0.8 -0.4 -1.6
Overall balance -2.5 -1.9 -2.5 -0.2 -0.5 -1.1 -2.0

a. Only major items are reported.

Source: Domestic authorities’ data; estimates (e) and projections (p) based on authors’ calculations.

Within current expenditures, the shares of defence
and security expenditures continue to decrease from a
high of 3.3 per cent of GDP in 2001 to 2.3 per cent
of GDP in 2004 and were projected to decline slightly
further in 2005. The share of the wage bill in GDP also
decreased from 4.9 per cent in 2003 to 4.6 per cent in
2004 and was estimated to decrease further in 2005.
The 2004 decrease in the share of current expenditures
was mainly due to a drastic cut in exceptional
expenditures from 4.1 per cent of GDP in 2003 to
2.3 per cent of GDP in 20042

The share of total government revenues (excluding
grants) in GDP increased from 13.5 per cent in 2003

to 13.8 per cent in 2004 and was programmed to reach

14.6 per cent in 2005. The increase was supported by
increased tax revenues resulting from a number of
reforms, including broadening in coverage of the value-
added tax and increasing its rate from 15 per cent to
18 per cent in July 2002, and from the re-organisation
of Rwanda’s tax administration. Furthermore, the
government has further intensified the systematic
collection of profit remittances and cumulative arrears
from public enterprises as well as the service payments

on debt on-lent to other enterprises.

The overall budget deficit, excluding grants,
increased significantly in 2004, reaching 12.2 per cent
of GDP, nearly two percentage points higher than in
2003. The share of the overall budget deficit in GDP,

2. Exceptional expenditures were introduced in 1998 to cover spending on assistance to victims of the genocide, the demobilisation and

reintegration of soldiers, civil-service reform, education assistance to returning refugees and the establishment of governance institutions.
It is projected that these exceptional expenditures will be reduced to about 1 per cent of GDP by 2007.
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excluding grants, was increased in 2005 and is expected
to increase further in 2006, before decreasing in 2007.
The overall deficit including grants, however, amounted
to only 0.2 per cent of GDP in 2004 (down from
2.3 per cent of GDP in 2003), and 0.5 per cent of GDP
in 2005.

Monetary Policy

Throughout the last ten years, Rwanda adopted
far-reaching reforms to make monetary policy more
effective, including the rehabilitation of the National
Bank of Rwanda (NBR, Rwanda’s central bank), the
adoption of a new central-bank law and the introduction
of indirect monetary policy instruments. The main
aim of Rwanda’s monetary policy is to reduce relatively
high inflation rates by conducting a prudent monetary
policy. Nevertheless, monetary aggregates grew strongly
during 2003 and 2004 due to a higher-than-anticipated
financing of the budget deficit by the banking sector,
and an increase in bank lending to public enterprises
and investment projects. Broad money (M2) increased
by 15.2 per cent during 2003 and by 12.1 per cent
during 2004, which, together with low agricultural
output and increasing oil prices, resulted in relatively
high inflation rates of 7.7 per cent in 2003 and 10.2 per
cent in 2004. While broad money continued to grow
fast at the beginning of the year, the NBR has taken
actions to reduce inflation by reducing the excess
reserves of the banking sector and monitoring credit
growth in the private sector. It was estimated that these
actions, together with increased food production, would
bring Rwanda’s inflation rate down to about 6 per cent
by the end 0f 2005. The NBR has targeted a lower rate
of inflation of about 4 per cent for 2006 and 2007.

Since 1995, Rwanda has moved towards increasingly
market-determined interest rates and exchange rates.
Weekly foreign exchange auctions were introduced in
January 2001, whereby the NBR offers a predetermined
amount of foreign exchange on a marginal price basis
and intervenes occasionally to smooth out disturbances.
Nonetheless, the fragile health of some commercial
banks restricted their participation in the inter-bank,
securities and foreign-exchange markets. The

government has therefore taken actions to improve the

performance of the banking sector. It sold its majority
shares in the Commercial Bank of Rwanda (BCR) to
the United Kingdom (UK)-based Actis Group and
those in the Continental African Bank of Rwanda
(BACAR) to the Kenya-based Fina Bank. Starting in
May 2005, the NBR allowed banks to lend in foreign
exchange to exporters. The government has also sought
to enhance the effectiveness of the NBR and continues
with its efforts to bring commercial banks into
compliance with prudential regulations. For example,
in May 2005, it suspended the chairman of a bank that
had continued to breach prudential regulations. While
the level of official reserves fell from the equivalent of
six months of imports in 2002 to five months of imports
in 2003 due to a drought-related increase in imports
and decrease in exports, as well as to delays in
disbursement in budgetary assistance by various donors,
it slowly improved through 2004 and reached nearly
six months of imports at the end of June 2005.

External Position

Rwanda’s relatively open trade regime exposes the
country to considerable fluctuations in world prices of
imports and exports. Largely due to increases in oil
prices, Rwanda’s imports (expressed in $) grew by 4 per
cent in 2003, 12.5 per cent in 2004 and an estimated
33.3 per cent in 2005 as a result of increased dependence
on thermal energy. In terms of GDP shares, imports
of goods increased to 14.9 per cent in 2004 and an
estimated 15.8 per cent in 2005. Meanwhile exports
(expressed in dollars) contracted by 6.3 per cent in
2003. They then increased by more than 50 per cent
in 2004 but were estimated to grow by only 2.1 per
cent in 2005. In terms of GDP shares, exports increased
from 3.7 per cent in 2003 to 5.3 per cent in 2004
before decreasing to an estimated 5.1 per cent in 2005.
Hence, while the current-account deficit decreased
significantly from 2003 to 2004, it was estimated to
increase in 2005 to 22 per cent of GDP if excluding
official transfers and to 9 per cent of GDP if including
official transfers. The situation is not expected to
improve significantly within the next few years. Rwanda
has doubled its net inflows of foreign direct investment
(EDI) from 1.5 per cent of gross fixed capital formation
(GFCF) in 2003 to 3 per cent of GFCF in 2004. FDI
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