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llEBNCUY OIALENI

Average exchange rates prevailing during recent years, Guyanese dollars (G$) per
US$1.00, period average:

1988 10.00
1989 27.16
1990 39.53
1991 111.80

December, 1991 122.00

ABBREE&UMI

BOG - Bank of Guyana
CEM - Country Economic Memorandum
CESW - Country Econonic ad Sector Work
CDB - Caribbean Development Bank
CGCED - Consultive Group for Cooperation i Economic Development
CMCF - Caribbean Multlae Clearing Faclity
EEC - European Economic Community
EFF - Extended Fund Facility
EPDS - External Paynent Deposit Systm
ERP - Econoniic Reform Program
ESAF - Extended Structural Adjustment Facility
ESW - Economic and Sector Work
FY - Fiscal Year
GDP - Gross Domestic Product
GNP - Grss National Product
GO - Republic of Guyana
IBRD - Interational Bank for Reconstruction and Development
IDA - In onal Development Association
IlDB - lIter-American Development Bank
IFC - Intenional Fmance CoTporation
In - International Monetary Fund
LSMS - Living Standards Measurement Survey
MIGA - Multlateral Investment Guarantee Agency
MLT - Medium and Long Term
ODA - Overseas Development Adminisraon (UK)
OECD - Organization of Economic Corporation and Development
OPEC - Organization of Petroleum Exporting Countries
PFP - Policy Framework Paper
PSIP - Public Sector Invesm t Program
SAC - Structual Adjustment Credit
SAL - Strucural Adjustent Loan
SIMAP - Social Inpact Amehoraion Program
UNDP - United Nations Development Program

Fiscal Year
January I1- Decembe 31
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REPUBLIC OF GUYANA

DEBT REDUCTION FACILI1Y FOR IDA-ONLY COUNTRIES

PROGRAM SUMMARY

Recipielt: Republic of Guyana

Bene-ficiav: Republic of Guyana

.Amount Up to US$11 miion

Te_ms Grant

Progam Descrigton: The proposed grant would provide up to US$11 million from the
Debt Reduction Facility for IDA-Only Countnes (the Facility) to
the Republic of Guyana (GOG) in support of Guyana's proposed
commercial bank debt reduction progranL The proposed grant
would consist solely of amounts contributed to the Facility from
IBRD's FY89 net income.

Under the debt reduction program, GOG will repurchase its
oustanding debt owed to certain commercial banks at a price equal
to 14.47 cents per dollar of the principal thereof. The
inmplementation of the program will be contingent upon acceptance
by creditors holding at least 95 percent of the principal amount of
the eligible commercial bank debt of Guyana. According to the
financial advisors of GOG, the amount of Eligible Debt is
estimated to be about US$93 million which consists of about
US$69.1 million in pnncipal and US$23.5 million in past due
interest (as of August 1992), evaluated at current exchange rates.
At such rates, the financing requred to repurchase the total amount
of such debt would be just under US$10 million. However, in
order to allow for a possible increase in the amount of debt (as a
result of additional debt being tendered which has not previously
been identified or which was accounted for inaccurately by GOG),
and to provide for a possible increase in the US dollar value of the
debt because of exchange rate changes between now and the date
of the offer, it is proposed that the grant amount be set at US$11
million in order to assure that adequate funding is available to
finance fully the opeatdon. It is further proposed that GOG be
permitted to use up to US$75,000 of the grant to pay its largest
creditor bank for outstanding agency fees and legal expenses which
such bank has required be paid as a precondition to its participation
in the operation.

Prorm Benefits: Obtaining significant debt relief is critical for Guyana to attain
balance of payments viability in the long term and for the country
to achieve sustained per capita income growth as a result of its
adjustment efforts. As part of its overall extnal debt management
strategy, Guyana is seeking an orderly settlement of its commercial
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bankl debt obligations and accumulated arrears through the
proposed debt reduction operation. While conmmeil bank debt is
only a small part of the total extemnal debt, the proposed operation
would reduce the negative effects of the commercial bank debt
overhang on the country's relations with commercial banks and
facilitate ongoing programs -to privatize public enterprises and
attract foreign investors to the productive and service sectors of the
economy. It should also lead eventually to improved availability
and better terms for trade credit and thereby facilitate export
growth.

The principal risk is that the critical mass of participating creditors
wJ not be attained and the operation will not proceed. Due to
factors such as the protracted period of default and secondary
market trading activity, the precise amount of bank debt which will
be tendered will not be known until the expiration date of the offer.
However, based on informal discussions with commercial bank
creditors, Guyana and its financial advisor for the operation, Scotia
McLeod, believe that there will be substantial acceptances from
such creditors.

A second risk relates to possible delays due to the general elections
scheduled for October 5, 1992, and the possible slippages in the
macroeconomic reform program underlying the proposed
operation. However, there is broad agreement on the thrust of the
Economic Recovery Program (ERP), and the proposed operation
provides critical support in keeping the ERP on track.

Di bmn The grant funds from the Facility would be disbursed upon
compliance with the conditions of effectiveness and disbursement
in the grant agrement, for the purchase of eligible debt pursuant to
the offer and for the payment of incidental transaction and
professional services costs incurred by GOG in implementing the
program. The proposed grant's closing date is expected to be no
later than 180 days after the signing of the grant ageemnt.

Rate of Retum NA
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REPORT AND RECOMRMNDATION OF THE PRESIDENT OF THE
THE NTERNATIONAL DEVELOPMENT ASSOCIATION

TOTHEEXECUTIVEDIRECTORS
ON A PROPOSED GRANT OF UP TO US$1IMILION FROM THE DEBT REDUCTION

FACUTY FOR IDA-ONLY COUNTRES TO THE REPUBLIC OF GUYANA
FOR A DEBT REDUCTION PROGRAM

1. I submit the following Report and Recommendation for a proposed grant of
up to US$11 million from the Debt Reduction Facility for IDA-Only Countries
(hereinafter "the Facility") for a proposed conmmercial debt reduction operation for the
Republic of Guvana (GOG). The proposed grant would consist solely of amounts
contributed to the Facility from IBRD's FY89 net income. An Information Memorandum
on the contemplated operation was previously circulated to the Executive Directors.1 In
the continued absence of any prospects for cofinancing by bilateral donors, the proposed
grant has been increased from the US$10 million proposed in the Information
Meemorandum to US$11 million tc provide for any possible increase in the amount of debt
fmally tendered, and for the payment of incidental transaction costs incurred by GOG in
implementing the program.

L 3LECONflh11

A. Ru= Economic lleveloom and Umsid

Bskckggd

2. Prior to 1988, Guyana followed a set of economic policies that led to the
domination of the public sector m the economy and severely distorted incentives for the
private sector. Existing private investments were nationalized, particularly the, critical sugar
and bauxite sectors, and government control exteipled to most fiancial institutions and
consumer marketing. While economic perfonnance showed positive growth during the early
1970s, the collapse of sugar and bauite prices after the boom years of 1974-75 led to a
decline in output, large government deficits, accelerating infladon and increas; reliance on
extemal borrowing. While new investments were being made by the public sector in the
industial sector, infirastructure was neglected and has gradually deteriorated. The severe
decline in real wages and living standards led to a major migrtion of talented Guyanose to
jobs abroad. In 1986, the Government was forced to suspend payments on external debts,
both to official and private lenders. By 1988, industrial output was only 68% of the 1976
leveL After the devaluation of 1989, total debt was over 600% of GDP. Guyana is today a
country with a per capita Gross National Product of US$290 (1991), one of the two lowest in
the Westerm Henmsphere.

1 -Guyana: AUlocation of Resourcs of the Debt Reduction Facmity for D)A-0nly Counties for a Proposed Debt Reducton
Operation and Grant from the Facility for Preparaion of fte Proposed Operai" (IDA/R9246, April 28,1992).
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the AdjUgment Procss

3. In mid 1988, the Government launched an Economic Recovery Program.
(ERP). The main policy objectives of the ERP are to promote economic growth; eliminate
internal and extemal imbalances in the economy; incorporate the parallel economy into the
official economy-, and normalize Guyana's financial relations with its extemnal crediturs.
These objectives were set out in the 1989-91 Policy Framework Paper (PFP) prepared by the
Govenmnt with the assistance of Bank Group and IE staff. The PFP was reviewed by the
Conunittee of the Whole of the Bank in July 1988 and later approved by the IMF Board
during the same month In April 1989, the IMF endorsed a Fund-monitored program and in
June 1990 approved a Standby/ESAF arrangement Also in June 1990, IDA approved a
Structural Adjustment Credit (SAC).

4. The ERP represents a fundamental change in economic policies towards a
private sector-led, maket oriented economy, and provided a framework for the restoration of
international economic relations. Under the ERP, the Govemment has undertaken far
reaching adjustment measures and structural reforms: the fiscal deficit has been reduced
considerably, through expenditure restraint and a comprehensive tax reform; the exchange
rate and trade regimes have been liberalized; the incentive framework for the private sector
has impoved dramatically; the Government has made substantial progress in restructuring
and reducing the size of the public sector, including the implementation of a major
divestment program; and arrears to multilateral and bilateal donors have been cleared. At
the same time, the Government has launched a well-designed program to offset the social
impact of the adjustment program. Few countries have moved so far so fast in implementing
a comprehensive adjustment program.

TABLE 1: GUYANA - BASIC ECONOMIC INDICATORS, 1975-91
(growth rates in constant prices, percent per annum)

,~~~~~~~~~~~~AM -rm PAL
Actua Belim. =a

1975-80 1981-87 1988489 1990 1991 1992

Gss Domesic Product 1.0 -2.3 -2.6 -3.2 6.1 6.5
Total Consumption 2.4 -2.5 9.1 -5.1
Gro Domesic Investmet 9.9 -1.0 -7.3 18.9

Expts -3.0 -3.3 -9.1 -2.1 11.7 18.0
IMPOs -1.2 -4A -9.6 16.2 -1.0 18.0

hnflaon (ConsumerPrices) 13.2 172 50.6 64.9 80.9 15.0
Populaion 2.3 1.9 1.9 15 15 15

Souie: Sascal Bmeau of Guyana and IDA staff esmats.

5. With the implementation of the ERP, Guyana's econonic performance has
inproved considerably. In 1991, with most of the economic recovery program reforms in
place, the economy grew by about 6% in real terms. Inflation, which remained high during
the first half the year, was brought under control and reduced to an average of about 1-2% per
month. The outlook for 1992 remains very favorable. Growth is expected to continue at an
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impessive rate of about 6.5%. The inflation rate declined further during the first half of
1992 to an estimated annual rate of 15%. The nominal value of the Guyana dollar has
renuined fairly stable over the past 18 months. The current primary surplus of the public
sector increased frum 17% in 1988 to 28% in 1991 and is projected to be about 30% in 1992.
The balance of payments position also strengthened with gross official reserves projected at
about six months of meachandise imports-equivalent.

6. Despite the progress attained since the inception of the ERP, the
macroeconomic framework is still precarious, given the financial obligations resulting from
the country's extemal debt of about US$1.9 billion. Real wages in the public sector fell
drastically in the 1980s and caused an exodus of skilled people, inmposing a severe constraint
on the provision of public services necessary for economic development. The economy's
long-term supply response is also being constrained by the dilapidated state of the country's
basic supportive infrastructure. To address these issues will require a sustained effort over a
number of years, and strong financial support by the donor conmunity

7. In June 1990, Guyana setded its arrears to the IMF, the World Bank and the
Caribbean Development Bank (CDB) with the assistance of resources mobilized by the
Support Group chaired by Canada. In the context of the Support Group's efforts, and in
addition to the resources made available utnder the BP StandbyIESAF arrangement, the IDA
SAC and the CDB, Guyana also received financial assistance from other multilateral and
bilateral donors. In June 1992, the Bank chaired a special Sub-Group meeting for Guyana
under the auspices of the Consultative Group for Cooperation in Economic Development
(CGCED). Partdcipants at the meeting praised the Government's efforts in keeping its
adjustment program on track and reiterated their willingness to consider further assistance for
Guyana following the successful conduct of the general election scheduled for October 5,
l992.

Economic Prosect and Poflicies

8. To address the remaining structural problems and financial imbalances, the
Govanment will continue to define its adjustment program within a medium-term context as
reflected in an updated 1992-94 PFP, currently under preparation. The 1992-94 PFP assumes
real annual gro of about 5% on average for 1992-94, seeks to lower inflation to 8% by
1994, and to maintain gross international reserves at about six months of merchandise
imports-equivalent in 1994. To achieve these objectives, the Government will need to
continue to pursue fiscal adjustnent measures while deepening structural reforms. The
program further envisages: an effective implementation of the divestment program that will
further the role of the private sector in the economy; in t rehabilitation measures;
continued exchange rate and trade liberlization; measures to address the skills shortage in
the public sectwr the alleviation of poverty; the development of human capital; and the
conservation of the ecological balance.

B. Debt lef and Aid jeuuiremem

9. Guyana's future development will depend heavily on continued access to
concessionary extenal financing, as well as further concessionary debt relief. Overall

uirements for official inflows consistent with the 1992-94 PFP are esimated to be about
US$550 million during the period 1992-95 (Table 2). Of this amount, about US$150 nillion
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is available from existing loans, and US$400 million would have to come from new loans
and grants or additional debt ;elief. To date, around US$235 million of new loans and grants
have been identified. Of the total of US$550 million, about US$160 million (29%) will be
required to finance projects under the public sector investment progmm; the balance would
have to be made available in the form of balance of payments assistance and/or debt relief.
The large size of these requirements, given the relatively small size of the economy, suggests
that additional concessionary debt rescheduling would be the most efficient means of
effecting the necessazy resource transfer. Therefore, there is a need for additional debt
rescheduling on terms even more concessionary than the present Toronto terms in light of
Guyana's considerable achievements in structural adjustment and its heavy debt service
burden. For example, the rescheduling of all outstanding bilateral debts on the more
concessional Trinidad terms would reduce the financing gap from US$400 to about US$220
million, an amount which could be covered by inflows that have been already identified.

TABLE 2: GUYANA - AM REQUIREMENTS
(US$ million)

c 1992 103~~= I 199 199 192-92 M
MLTLO4IDs

exisng( Wipeline) 62 41 26 20 149 27.0

newMLT 39 65 123 120 347 63.0
-. ntied 30 30 .51 69 180 32.7
finbzmg gap 9 35 72 51 167 30.3

Grants, new 13 13 14 IS 55 10.0

Total, new 52 78 137 135 402 73.0

Total Aid Requirements tM 16 M IM 5Su 1af
Ofwhch:pSIP2Fic 38 41 40 42 160 29.0

Sore: Bank Staff esmate.

IL E%TRIM DBMSZIUATION

i _tmct of E DeIbt

10. As of August 1992, Guyana owed its external creditors a total of
US$1,908.5 billion (equivalent to 750% of GDP). In 1991, debt service payments were
equivalent to 49% of exports of goods and non-factor services. At that fime, the interest
due to extel creditors amounted to over 60% of Govenment fiscal revenues (excluding
aid flows), and with amotization this amonted to just over 200%.

2 PSIP Pubbic Sector Ilvesnent Piogmm.
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TABLE 3: Debt Service Payments on Totdal Extenal Debt, 1991

Debt Service (US$ Mn.) 141

Debt Service/Government Revenues (%) 208
Debt Service/Merchandise Exports & Non-
factor Services (%) 49

Source: Bank Staff Estimates.

Fiure 1:
Guyana's Externa Debt

(as of 831/92)

T-otl EnemaD Debt l)bOwjed M-oCcmemamBaSs

UK
aiF&O&Oer US

O4% 27% 17%

Tota Debe: US$.MS1Me,98 Debt owed to Bak: US$92.6 Milon

D* vat ime B Nate: POlbe? incluOes Neheluds
and (3meany

11. As shown in Figure 1 and Table 4, Guyana's exteral debt is predominantly
from official sources. Of the total (US$1,908.5 billion), multlateral institutions account for
US$637.5 million (33%), of which US$123.3 million (6%) is from IDA/IBRD credits and
loans. Paris Club rescheduled debt is US$391.77 million (20%), and commercial banks' and
suppliers' credits account for approimately 5%. Of the total debt of about US$93 million
that Guyana owes to commerial banks, approximately US$70 million (75%) is owed to
Canadian domiciled banks.



6

TABLE 4: Exteral Debt By Cred (asoAgust 1M)
(US$ Millions)

Debt Outstani-ding - -* 
and Disbursed Arrears

(including Aearsm) Principal Interest

Mu llti l a teral l 637.50 -
IDAIIBRD 123.30 - -
IMFandOther 514.20 - -

Bilateral 81.70 - -

Bilteral Rescheduled 1,019.97
Paris Club 391.70 -l
Rescheduled
Odher 628.27 - -

Commerdal Banks 92.60 69.1 25.5

Otbers 76.69 - -
Suppliers 47.40
Natioalizaon 2929

TOTAL i2Q& 5.1;
Souc Govemen of Guaa, and Bank StaffEsmate

12. Guyana's external debt burden is such that the Government will continue to
equire debt relief and concessional Sinancial assistance from the interational community

in order to achieve external viability. Despite its sustained adjustment efforts and the
relatively rapid eport growth eected in the next years, the extemal position of Guyana
Wil remain precaious over the medium ternL The proposed debt reduction operation
woould support efforts to ameliorate Guyana's debt situation and achieve extemal viability.
Furthermore, the future overall debt burden would be reduced. As Guyana has not paid
commercial banks in several years, the immediate effect of a debt reduction operation on
cash outflows is zero. However, by eliminatng the debt as well as the scheduled debt
service payments associated with such debt, Guyana will have a smaller overall contractual
debt burden. The proposed operation would thus be part of Guyana's comprehensive
external debt strategy.

B. DIebt raIEy

13. An essential element of the Government's effort to attain a position of long-
term fiscal and extenal viability is an extrnal debt strategy which aims at a substantial
reduction of its outstanding extenal obligations to both official and commemrial creditors.
Guyana's strategy for resolving its exteral debt obligations seeks to maximize the
possibilities for debt relief on concessionary terms. These include efforts to secure the
most-favorable Paris Club terms as well as grants and concessionary assistance from the
donor conununity and IDA Facility resources.
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14. In pursuit of the objective of reducing its debt burden, the Govemment has
been successful in renegotiating the terms of its official bilateral debt through the Paris
Club and also with Trinidad and Tobago.

15. Rescheduling of Guyana's official bilateral debt (and if the same terms were
to apply to Guyana's debt owed to non-Paris Club creditors) on the basis of the terms of the
1990 Paris Club rescheduling agreement (Le., on Toronto tms) implies US$88 million per
year, on average, of debt service relief during the three-year period 1991-93. Details of the
debt relief obtained by Guyana from each group of bilateral creditors are provided below:

Paris Club: The Government of Guyana rescheduled its debt owed to Paris
Club members in 199 and more recendy in 1990. Oni September 12, 1990,
the Paris Club creditors3 of Guyana agreed to reschedule eligible current
maturities up to August 31, 1990 and the maturities falling due during the
period from September 31, 1990 to July 31, 1993, including all accumulated
arrars, in accordance with Toronto Tenns.4 The debt includes comnuercial
credits guaranteed or insured by the governments of creditor countries, long-
trm loans from the creditor governments which were extended before
Decenber 31, 1988, and repayment of principal and interest due as a result
of the consolidation agreemnts concluded or to be concluded according to
the Agreed Minutes dated May 23, 1989. Option A of the Toronto terms
was chosen by France. Option B was chosen by the Federal Republic of
Gemany, the Netherlands, and the United States. Option C was chosen by
the Governments of Canada. Denmark, Japan, Norway and the United
KingdomL

Other BiLteral Creditors Guyana is also seeking to initiate negotiations
w.th its non-Paris club creditors to reduce debt service due. It has already
renegotiated the terms of its bilateral debt with Trinidad and Tobago.
Negotiations with OPEC and other non-OECD bilateral creditors are to be
sought with the aim of achieving debt and debt service reduction agreements
that are at least as favorable as those reached with the Paris Club.

3 Guyana's Pans Club cdos consst of the Governments of Canada, Deninar the Fedal Republic of ermany,
France, Japan, the Nedxerlands, Norway, fte United Kingdom, and the United Stes of Amenca

4 The Toonto terms ame h fowng:

* Qiion A under which onetird of eligible debt service duimg the consolidation peiod is canceld and the
remainin is rescheduled at mariet intest rates over 14 year including eight years of grace.

* Qpdn . under which eligible debt sevice is rescheduled at market interest aes over 25 years indluding 14
years of groe.

* Qplo und which eligible debt sevice is reschduled at a lower interst rae (eith 3.5 perent or one-half
of the maret rate, whichever gtves the smallst reduction ) over 14 years ncluding eight yeas of gace.
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Cari MfudtlateralClearing Faciit

16. As of Septenber 20, 1989, Guyana's arrears under the Caribbean Multilateral
Clearing Facility (CMCF) amounted to US$151.3 million, compnrsing an original principal
amount of US$96.5 nfillion and accrued interest of around US$54.9 million. In September
1989, Guyana reached agreement with its CMCF creditors for the rescheduling of its arrears
to provide for a twenty year maturity period, including ten years of grace, at an interest rate
of 5%, payable on a semi-annual basis.

17. Since November 1990, Guyana has been utilizing its bilateral accrued
surpluses, arising from its trade transactions within the Caribbean Region, towards the
settlement of its payment obligations under the CMCF. Guyana has paid a total of US$16.6
million to the CMCF over the period November 1990 to July 1992.

Commercial Bank Creditors

18. The Government of Guyana's debt strategy has been to reduce the debt
service burden in the short term and also, where possible, to make anrangements to reduce
the stock of debt over the long term. Now that Guyana has concluded an ESAF
arrangement with the IMF after the repayment of its debt to multilateral financial
organizations, and its bilateral debt outstanding to Paris Club members has also been
rescheduled, the Government's objective is to address its commercial bank debt problem in
a comprehensive manner.

19. Guyana's commercia bank debt has gone through a series of deferrals and
restuctmings in the past. An agreement was signed on October 31, 1979 between the
Government of Guyana and eight commercal banks with the Royal Bank of Canada, as
coordinating agent, under which 80% of the principal repayments due during the period
November 1, 1979 to October 31, 1981 were deferred and converted into two term loans.
Amounts of principal repayments due on these loans were deferred six times thereafter. In
terms of the Seventh Deferment Agreement, an amount of US$64.6 million was deferred
until November 1, 1988. In addition to the bank debt covered by the Seventh Deferment
Agreement, there are three other commercial bank loans in arrears totaling US$4.6 milion.

20. Guyana has requested assistance under the IDA Debt Reduction Facility for
the purpose of resolving its commercial bank debt arrears in a comprehensive manner. By
executing a debt reduction opeation, Guyana would attempt to effect an orderly settlement
of its commercial bank debt obligations and eliminte the possibility of any further
accumulaion of arrears relating to such obligations.

Others

21. Suppliers Credits. In addition to the conmnercial bank debt, Guyana has
some outstanding suppliers credits amounting to about US$47.4 million. These credits are
mostly extended to borrowers in the bauxite industry and are subject to separate
negotiations, including a recently concluded reschaduling agreement between GOG and
some of the suppliers.

22. Nationalizaion. This category comprises long-term debts incurred by
GOG in the nationalization of certain industries in the 70's and 80's. The total amount
outtnding under this category amounts to US$29.29 million. However, GOG has vanous
arrangements in place to deal with this category independently of the proposed operation.
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23. Exten Payment Deposit Scheme (EPDS). Under the Bank of Guyana's
(BOG) External Payment Deposit Scheme which was implemented in 1978, there is an
estimated US$72.03 million of suppliers credit owed to some 2000 suppliers. Between
1978 and 1990, GOB required all private sector importers in Guyana to deposit the
remittance value of imports, in Guyanese dollars, in the Bank of Guyana with the
understanding that BO would remit the required foreign exchange payments to the
respective suppliers. Although these credits are now in arrears, they are not eligible under
the proposed operation since they are not classified as Government guaranteed debt, and
are expected to be settled independently of the proposed operation.

IL flSERQEERA3Dr

24. The Goveanment has requested a grant of up to US$11 million from the IBRD's
FY89 net income contribution to fte Facility for a conunercial bank debt reduction operation.
According to the Goverwnent and its financial advisors, the amount of Eligible Debt is
estimated to be about US$93 milion equivalent (consisting of about US$69.1 million in
principal and US$23.5 million in past due interest) as of August, 1992, based on current
exchange rates. The President's memorandum nofifying the Board of the proposed operation
had requested authorzation to use up to US$10 mfllion from the IDA Facility, based on the
estimated total conmercial debt envisaged for the operation at that time. The amount of
commercial debt to be retired under the proposed operation, however, could be higher than
envisaged due to the possibility of higher amounts being finally tendered for the buy-back and
any exchange rate related increase in the US dollar equivalent of the amount of debt designated
m currencies other than the US dollar. In addition, it became necessary for the Government to
pay its largest creditor bank approximately US$68,000 for legal expenses and outstanding
agency fees as a precondition to the bank's willingness to parcipate m the operation. In the
continued absence of any prospects of cofinancing by bilateral donors, it is recommended that
e proposed grant be increased from US$10 million to US$11 million as a contingency against

an unexpeced increase in the principal amount of debt tendered and to reimburse the
Government for such expenses and fees. It is anticipated, however, that the actual
disbursements from the proposed grant will be around US$10 million, assuming full
commercial bank participation. The grant amount is in addition to the grant of US$340,000
previously provided to 000 for legal and financial services to GOG for the preparation of this
operation. The objective of the proposed operation will be to discharge the total amount of
Eligible Debt at a very substantial discount. The proposed operation is expected to be
completed by the end of November of this year.

A. RL of the QEaUM

25. The proposed Operation is structured as a cash buy-back GOG will offer to pay
its commercial bank creditors 14.47 cents for each dollar of principal of Eligible Debt in
satisfaction of all amounts owed with respect to such Eligible Debt, including principal and all
unpaid interest, penalties and fees. For the total amount of commercial debt extinguished,
including unpaid interest, this would be equivalent to a price of 10.8 cents for each dollar of
debt. The buy-back price being proposed to the commercial bank creditors in this operation
was established by GOG with the assistance of its financial and legal advisors following
discussions with the Royal Bank of Canada, the lead creditor bank (holder of approximately
70% of eligible debt). In the opinion of the fiacial advisors of GOG, this price should result
in substantial acceptance of the offer by the areditors.

26. Creditors will be given until October 19, 1992 to respond to the offer. GOG
may extend the expiration period of the offer until October 23, 1992 for creditors initially
electing not to participate. The date by which the tenders from the banks must be accepted by
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the Government is October 28, 1992 or, if later, ten business days following the expiradon date
of the offer. Acceptance by GOG is contingent upon at least 95% of the total Eligible Debt
being tendered. In addition, any bank that has tendered its debt has the right to rescind its
tender no later than two business days prior to the acceptance date if GOG (i) has not received
tenders for at least 95% of the Eligible Debt or (ii) such bank reasonably believes itself subject
to a potential claim from non-participating banks to share the proceeds received by such bank
from the proposed operation. The closing date for the proposed operation is November 24,
1992.

27. Some of the Eligible Debt is outstanding under credit agreements which
contain sharing clauses. The effect of such clauses is to require that banks receiving
disproportionate payments on the debt subject to such agreements share such payments in
some cases with the other banks that are parties to the agreement so that each bank receives
its proportionate share of payments made by the borrower with respect to the debt. A waiver
of the applicable sharing clauses would have required the consent of banks holding 100% of
the principal amount of the relevant debt GOG and its advisors determined that it would not
be practical so obtain such waivers.

28. The offer is structured so that a bank that participates in the operation agrees
to waive any claims it may have against either GOG or the Association in the event it is
required to share the proceeds of the operation with non-participating banks. Thus, neither
GOG nor the Associaton would have any exposure if a sharing claim were to arise.

29. Furthermore, it is unlikely that any such sharing claim against a bank
partcipating in the operation would be upheld as there are credible legal arguments against
giving effect to sharing claims in this situation. However, as there has never been any
d1efinitive cout decision on this matter, it cannot be said with certainty that this would be the
case. Thus, the offer provides a means for participating banks to rescind their acceptance if
they believe a sharing claim is likely to aise.

30. It is important to note that a bank can only exercise this recision right no later
hm two business days prior to the acceptan date. After that date, banks that have tendered

iheir debt are obligated to proceed with the operation even if a sharing claim were to arise. In
addition, the Association woud provide financing for the operation in any case only if the
opation redres 95% of the total amount of Eligible Debt. f this threshold is achieved, any
sharing claim would be unlikely to present any practical difficulties.

31. Tn addition to the resources needed to finance the purchase of Guyana's Eligible
Debt, GOG has requested that it be permitted to use up to US$75,000 from the proceeds of the
grant from the Facility to finance the incidental costs incurred by it in implementing the
operation. Such costs include agency fees paid by GO to the Royal Bank of Canada as a
condition for its participation in the opertion. The costs of GOG's financial and legal advisors
for the operation are being financed from a separate grant from the Facility of US$340,000,5
which was funded by the Governent of Canada.

32. Actual resources needed for the proposed opaion can be detemined precisely
only following the expiration date of the offer. The resources required will depend on two
factors: the reconciled amount of debt tendered and, in the case of debt denominated in
currencies other than US dollars, the exchange rate between such debt and US dollas As no
major reconciLiation problems are foreseen and only a small amount of the Eligible Debt is
denominated in other cmurencies, it is expected that the proposed grant of US$11 million from

5 Guyana Allocation of Resoumes of the Debt Redction Facilt for IDA Oy Countries for a Proposed Debt Reduction
Operation and Grant frin the Facility for the Pration of the Proposed Opion. (IDAIR9246, April 28t, 1992).



the Facility will be sufficient for the proposed buy-back operation and that actual
disbursements will be around US$10 million.

33. The funds to be made available under the Facility will enable Guyana to make
payments to creditors that would otherwise not be feasible. It is considered likely, therefore,
that the bulk of the existing commercial bank debt will be extinguished under the terms
offered. It is possible, however, that some creditors will not tender their claims. As time and
resources permit, Guyana will attempt to reach a satisfactory resolution with the remaming
commercial creditors for the remaining outstanding debt. However, it is not expected that
Guyana would be able to settle any such remaining debt from its own resources in the neat
future, nor is it anticipated that commercial bank creditors not participating in this operation
would be able to obtain more favorable treatnent than creditors tendenng their claims under
the proposed offer.

34. The grant agreement contains inter alia the following conditions of
effectiveness:

(a) the details of the offer and related agreements are satisfactory to the
Association; and

(b) the Association has received satisfactory legal opinions on the offer and related
agreements.

35. The grant funds from the Facility would be disbursed for the purchase of the
principal amount of Eligible Debt pursuant to the offer and for incidental costs of up to
US$75,000 incurred by GOG in order to complete the proposed operation. No disbursements
from the grant account would be made unless the conditions precedent to the purchase set
forth in the offer, including the acceptance of the offer by commercial banks holding 95% of
the estimated total eligible debt, have been satisfied. The proposed grant's closing date is
expected to be no later than 180 days afterthe signing of the grant agreement.

36. The debt retrement program of the GOG meets the conditions specified in the
Operational Guidelines and Procedures for the Use of the Resources of the IDA Debt
Reduction Facility of IDA-Only Countries (IDA/R89-156, IDA/R89-103, July 19, 1989) and
the Review of the Progress Under the Debt Reduction Facility for IDA-Only Countries
(IDA/R92-33, IDA/R92-26).

The Government is currently implementing a comprehensive medium-term
adjustment program acceptable to the Association and has succeeded in
adhering closely to the policy changes specified in each of the Policy
Framework Papers since 1988 ( paras. 3-4).-

GOG has an external debt management strategy satisfactory to the Association
(paras. 13-23).

GOG's debt management strategy and the operation to be funded by the
proposed grant will materially enhance Guyana's growth and development
prospects, as described below.
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37. The low purchase price being offered by GOG should make it possible for the
stock of Guyana's commercial debt to be substantially acquired with a relatively small
commitment of resources from the Facility. For Guyana, the proposed debt reduction
operation is expected to have the following benefits:

(i) Orderly resolution of its commercial debt burden. Guyana has not been able
to make any debt service payments to its commercial bank creditors since
1979. Guyana's ability to borrow on comnuercial terms is severely restricted
by its low credit rating and low debt servicing capacity. The proposed debt
reduction operation offers the opportunity to help bring about an orderly
resolution of Guyana's commercial bank debt burden through the voluntary
termnation of commercial bank creditor claims on the country. This will help
prepare the way for Guyana to eventually resume borrowing, over the long-
term, from the international capital markets as the objectives of its ongoing
adjustment program are realized. The continued support of the official donor
community will be indispensable during the inteim peniod.

(ii) Improved creditor relations. The elimination of Guyana's commercial bank
arrears and the strengthening of GOG's balance of payment position should
lead to improved creditor relations. GOG is continuing to carry out the policy
reforms needed to improve the general climate for private investment in
Guyana. With the elimination of Guyana's backlog of external debt
obligations, the way would be clear for foreign investors, exporters and
importers dependent on foreign suppliers to make investment decisions
without being concerned about the risk of disruptions semming from disputes
arising from these external debt obligations. Strengthening the country's
balance sheet should also lead eventually to improved availability and better
terms for trade finance and other short term banking facilides. How long this
process will take and by how much spreads may be reduced are difficult to
predict What is clear is that the continued accumulation of arrears will make
it very difficult for Guyana to acquire lines of credit for trade and related
activities in an efficient and low-cost manner.

(iii) Facilitate continued compliance with adijustment program One of the
- objectives of Guyana's adjustment program is to create a framework for

addressing Guyana's arrears with its creditors and for improving the country's
relatonship with the international financial community. In particular, the
funding assurances policy of the IMF requires that in a situation of
accumulated arrears to commercial creditors, negotiations take place between
the country and its creditors with a view to reaching agreement on a
reasonable settlement, consistent with the country's medium-tern balance of
payments viability. In the case of Guyana, the only scenario that could lead to
balance of payments viability is one in which comprehensive debt reduction is
achieved. Preliminary estimates suggest that implementation of a debt
reduction package similar to the recent Trinidad proposal could lead to
balance of payments viability. Wlth the decisions recenly announced by most
of Guyana's key creditors, implementation of such a debt reduction package
has already begun. Several Paris Club creditors have canceled part or all of
Guyana's official debt. SiTdlar discussions are proceeding with Guyana's
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non-OECD official creditors. The availability of the resources of the IDA
Debt Reduction Facility will enable Guyana to reduce its conmnercial bank
debt. Without this opportunity, the arrears situation would have to be resolved
at some future date when the amount of debt outstanding would be much more
substantial. By the year 2005, in the absence of the proposed operation,
Guyana's commercial bank debt would be approximately double, in real
terms, that of its end-1989 level.

38. The principal risk is that the critical mass of paricipating creditors (para. 26)
will not be attained and the operation will not proceed. The financial and legal advisors
engaged by GOG have had informal discussions with commercial bank creditors and are of the
view that the required threshold wil be met The precise amount of the debt which will be
tendered, however, will not be known until the expiration date of the offer. A second risk
relates to possible delays due to the general elections scheduled for October 5, 1992 and
possible slippages in the macroeconomic reform program underlying the proposed operation.
However, there is broad agreement on the thrust of the ERP, and the proposed operation
provides critical support in keeping the ERP on track.

IV. BANK (iROUPq TI;V.Y AND ()PltRATIQNS

A.Past Assishncee

39. Prior to the Structural Adjustment Program approved in June 1990, there had
been no new Bank Group lending to Guyana since 1982. Bank Group lending in the past had
supported investment operations in a vanety of sectors. The Bank Group also provided a
Structural Adjustment Loan and Credit, approved in 1981. An IMF Extended Fund Facility
(EFF) was also approved in 1981. Guyana's performance under the first year of the EFF fell
short of the targets set and the adjustment program was terninated in mid-1982. The
improvements envisaged under the Bank Group's program did not materialize because of the
slow rate at which planned policies were implemented, and economic perfornance further
deteriorated. An evaluation of Guyana's performance under the 1981 SAL/SAC (OED
Report No. 6119 of March 25, 1986) identified two weaknesses: the lack of government
comnitment to the basic policy thrust of the program and the lack of institutional capacity to
implement the program. The lessons were taken mto account in the design of the 1990 SAC.

B. Tbhe mm on of Bank GrEua A_acee

40. The support provided under the 1990 SAC made an important contribution to
the success of the Support Group in normalizing Guyana's relations with its multilateral
creditors. The Government has responded well to the Support Group's efforts, persevering
with the ERP under difficult circumstances, and in spite of the fact that net inflows were
small, leaving the program tidnly finaced. After initial difficulties, the Govemment took
decisive steps and actually surpassed program targets in a number of key policy areas. With
the macroeconomic and incentive framework now in place, the next major phase of the
Government's effort will need to be ditected towards the rehabilitation of basic infrastructure,
public institutions, social services and deepening the reform process. Continued progress in
these areas will be essential to encourage long-term private sector response to the improved
incentive environment and to create confidence in the population at large that oppornmities
exist for improved living standards. To meet these challenges, however, the Government
will need a continuation of substantial amounts of external support in the form of highly
concessional loans and grants as well as significant additional debt relief.
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C. Colunt Assista -Sgrad

41. The Bank Group country assistance strategy seeks to support the
Govenmment's effort to generate sustainable economic growth and alleviate poverty by:

(a) promoting the efficient development of the private sector as the principal
engine of economic growth and employment generation. This would involve:
(i) support for the Government's divestment and rehabilitation efforts in two
of the key productive sectors of the economy (bauxite and sugar), and (ii)
support for continued private sector development;

(b) assisting in the rehabilitation of the economic and social infrastructue needed
to support the private sector and in institutional strengthening to improve the
efficiency of the public administration;

(c) supporting measures to address the short-term impact of the adjustment
program on vulnerable groups, to promote economic opportunities for the
poor, and to bring about the rehabilitation of the social sectors;

(d) through the Caribbean Group for Cooperation in Economic Development
(CGCED), assisting Guyana in its efforts to mobilize the external resources
needed for the implementation of the Government's PSIP -- this must come
from a comination of concessional loans, grants and additional debt relief,

(e) assisting Guyana in addressing the issue of its commecial bank debts through
use of the IDA Debt Reduction Facility through the proposed operation; and

(f) continued monitoring of the ERP, including tax reform and other aspects of
fiscal performance through planned Economic and Sector Work (ESW).

42. Poverty Alleviation. In order to understand fully the extent of poverty in
Guyana, the recently approved Health and Nutrition project is financing a Living Standards
Measurement Survey (LSMS) which will form the basis for the development of a
comprehensive strategy for assistance in the area of poverty alleviation. It is also expected
that through economic growth and targeted interventions the level of poverty will be reduced.
Progress in this area will be crucial to suppot the viability of the Government's adjustment
programn

43. Private Sector Develop The Bank Group's assistance strategy also seeks
to promote greater private sector participation in the economy. In two of the traditional
productive sectors (bauxite and sugar) where performance has been weak, Bank Group
assistance wil support the Government's divestment efforts to establish joint ventures as a
basis for further assistance in the financing of the rehabilitaton needs of both sectors. Efforts
will also be made to address related environmental issues, notably in the nining sector.
Progress towards the establishment of joint ventures in both sectors has been slow because of
the reluctance of potential foreign partners to comnit new money in the form of risk capitaL
These efforts are being closely coordinated with IFC. MIGA recently approved its first
guarantee project for Guyana and is considering a number of other guarantee arrangements.
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D. E;utmr Cq lmdingr Owa ons

44. Assuming the continued successful implementation of sound macroeconomic
policies and the Government's adjustment measures remain on track, the planned lending for
FY93-96 will focus on the following areas:

Private Sector Development and Public Sector Reform: This will include
operations to support the divestment efforts and rehabilitation needs of the
bauxite and sugar industries as well as an operation to strengthen the incentive
framework for private investments and the financial sector. These operations
will be closely coordinated with IFC.

Infrastucture Rehabilitation: Taking into account planned assistance
programs by other donors, Bank Group assistance is likely to focus on
infrastructure rehabilitation (roads, bridges, sea wall and drainage
improvements) and on water supply and sewerage.

Human Resource DeveloDment and PexM Alleviation. A planned human
resource development project, to improve the Government's capacity to
deliver health, nutntion and education services over the medium term is
expected to complement the recently approved Health and Nutrition Project

Public Sector Restructurin. A key issue in Guyana is the shortage of
qualified manpower in the public sector. To address this critical need, a
proposed pubic administradon project is currently under preparation to

complement the program to restructure and strengthen public administration
financed by IJK/ODA.

CQounrgv Pzog In view of the tight economic situation, continued
strict adherence to the ERP will be essential for the achievement of
sustainable growth and poverty alleviation. In particular, the continued
implementation of sound macroeconomic policies, including strong fiscal
measures, maitenance of a market-deterinned exchange rate, appropriate
pricing policies and divestment of public enterprises, will be essential to
support private sector operations and investnents as well as the effectiveness
of the proposed IDA lending program discussed above.

E C. M Eanoi and Sector Work (CES Prom

45. The CESW Program is designed to consolidate the results achieved under the
ongoing structural adjustment program and to develop the analytical basis for the proposed
lending program. Following the Country Economic Memorandum (CEM) recently
completed and presented to the COCED in June 1992, the CESW program will focus on: (i) a
public sector expenditure review, including poverty assessment, and (ii) a private sector
review, focusing on the incentive famework for further private sector development.

V. =LAOAn.MIlWME

46. The Bank Group has worked closely with the IMF in the design and execution
of adjustment operaions, in formulating the lending strategy, and in economic and sector
work Since the early 1980s, Bank Group and the IMF staff have collaborated closely in the
fielding of missions and in providing cross-nission support. Most recently, Bank Group and
PFnd staff cooperated in the preparation of the Government's updated 1992-94 PFP. Staff of
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each institution also comment extensively on each other's work, use a common database, and
liaise with each other to ensure consistent conditionality in lending operations.

VL AM CMIMATON AND COFINANCING

47 Since the incepdon of the CGCED, the Bank Group has been playing an
active role in providing an effective framework for donor coordination and in supporting
Guyana's resource mobilization efforts. In this context and in addition to the regular
COCED meetings, the Bank Group has chaired a number of Special Sub-Group Meetings for
Guyana and participated in a tour of various donor capitals with government officials to help
mobilize support for the ERP. In an effort to provide for a closer and more effective donor
coordination in the field, the Bank Group, in collaboration with the UNDP, has recently
established a fhmework for periodic reviews of donor activities and programs on both a
monthly and quarterly basis.

48. In view of existing constraints on overall IDA availabilities and Guyana's
external resource requirements, Bank Group staff will, as in the past, continue to explore the
prospects for cofinancing with other donors for each of the above planned Bank Group
operations.

VIOL HMOMTN

49. I am satisfied that the proposed grant from the Debt Reduction Facility for IDA-
Only Countries would comply with Resolutions No. 89-13 and No. IDA 89-4 of the Executive
Directors and recommend that the Executive Directors approve the proposed grant on the terns
and conditions proposed herein.

Lewis T. Preston
President
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ANNEX 1

GUYANA - REY ECONOMlC INDICATORS, 1989-92 a/

Actual NEt. Proj.

1989 1990 1991 1992

GDP Growth Rate -3.3 -3.2 6.1 6.5

Total DOD (USS million) 1852 1949 1852 1909
Debt Service (USS million) b/ 297 249 141 151
Debt Service/Exports, Goods 144.9 122.1 59.0 55.0

Public Investment/GDP 25.7 36.8 24.2 25.0
Public Sector Primary Current Account/GDP 18.1 16.9 28.0 30.0

Export Growth Rate (nominal) -6.5 -0.5 17.2 14.6
Import Growth Rate (nominal) -1.9 17.9 1.2 23.0
Current Account (US$ million) -120 -163 -172 -235
Current Account/Exports, Goods -58.5 -79.9 -72.0 -85.8

a/ 1992-94 Policy Framework Paper, including projections, currently under preparation.
b/ Scheduled.



ANNEX II

GVYANA - BALANCE OF PAYMENTS, 1989-91 a/

(US$ million)

Actual Bst.

1989 1990 1991

Exports, Goods 205 204 239
Imports, Goods 212 2S0 253

Resource Balance -7 -46 -14

Services (net) -127 -130 -171

Net Transfers (private) 14 13 13

Current Account Balance -120 -163 -172

Capital Inflows -62 -32 105

Direct Investment b/ .. 7 68

Official Capital Grants 7 15 9

Net LT Loans -61 -56 -21

Other c/ -8 2 49

Errors and Omissions 1 1 1

Overall Balance -181 -194 -66

Financing - 181 194 66
Bank of Guyana net foreign assets 29 -18 -41

Arrears -146 -366 0

Exceptional Financing 298 578 107

Nemorandum Itams:
Gross Reserves in weeks of imports 3.6 6.0 25.0

a/ 1992-94 Policy Framework Paper, including projections, currently under
preparation.

b/ 1989 Direct Investment included in "other".
c/ Includes sales of assets, short-term credits and changes in net foreign

assets of commercial banks.



ANNBX III
STATUS OF BANK GROUP OPERATIONS IN GUYANA

A. Statement of 8Bnk Loans and IDA Credits as of June 30, 19
. . .......... ........... ................................................... ..............

-------- USS Million-----
Amount

Loan/Cr. Fiscal (Less Cancellation)
Number Year Borrower Purpose Bank IDA Undisbursed

... _......... ...... ...... ... ....... .... .... ....... ....

12 loans and 12 credits have been fully disbursed: 76.2 61.0

of which SECALs, SALs and Program Loans a/

1098-GUA 81 Guyana Structural Adjustment 8.0
1948-GUA 81 Guyana Structural Adjustment 14.0
2168-1-GUA 90 Guyana Second Structural Adjustment 3.4
2168-2-QUA 91 Guyana Second Structural Adjustment 4.3
2168-3-QUA 91 Guyana Second Structural Adjustment 18.0
2168-4-QUA 92 Guyana Second Structural Adjustment 3.1

Subtotal 14.0 36.8

1729-GUA 87 GuYana Bauxite Industry Tech. Assist. 7.0 8.2

2168-GUA 91 Guyana Second Structural Adjustment 74.6 14.2

2168-4-QUA 92 Gwyana Second Structural Adjustment 3.1 3.4

2169-GUA 91 Guyana Third Technical Assistance 3.0 2.5

2368-GUA 92 b/ Guyana SIMAP/Health Nutrition and Vater 10.3 10.7

Total (Net of Cancellations) 76.2 159.0
of which has been repaid 43.2 2.0

Total Held by Bank and IDA c/ 33.0 15?.0
r g -

Amount Sold 0.8
of which has been repaid 0.8

Total Undisbursed d/ 39.0

. ............ ...................... . _..

a/ Approved during or after FY80.
b/ Not yet effective.
c/ Bok value (IBRD Current Value $50.0m; IDA Current Value $172.8. --

difference due to fluctuation in SDR/USS exchange rate. Converted
at rate prevailing at June 30, 1992)

d/ Current Value converted at SRD/USS exchange rate prevailing at Jun 30, 1992.

S. Statement of IFC Investments as of June 30, 1992

------------------- USS Million----------------
Total

Investment Fiscal Type of Held by Total
Number Year Borrower Business Equity Loan Total IFC Undisbursed

__........... ...... --------.. . ... .... ...... ----. ... ...... -------.. .... ....... . ._...... .......... 


