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10" NR. | BERMEIER
+KEASURER ANBicGOIINSELLAR 3: 13
6373L9"F oG ONSELLAR
FROM: CARL B GREENIDGE
NINISTER OF FINANGE
FURTHER TO OUR CORRESPONDENGE ON THE QUESTION Or =~ ~ DMD

INDEBTEDNESS TO THE IMF PLEASE FIND SET OUT BELLw iuwn 1uun MR. KAFKA
INFORMATION AND PRESENTATION AT THE FORTHGOMING BOARD WEETING WHD
{SESPROPUSED SCHEDULE OF REPAYMENTS FOR THE PERIOD DEGCEMBER v

] RES

YOU WILL NOTE THAT THE PAYMENTS TO DATE ARE SLIGHTLY BELOW SEC
THOSE THAT WE HAD PROPOSED TO YOU EARLIER IN THE YEAR. THAT ~ MR. COLLINS
SHOIRTFALL IS THE RESULT OF UNSEASONAL RAINS ASSOGIATED WITH
UNUSUAL WEATHER THROUGHOUT THE REGION. SHIPMENTS OF SUGAR

ARE SOMEWHAT BEHIND SGHEDULE AND THE TOTAL RECEIFTS ARE
SUBSTANTIALLY LESS THAN BUDGETED. ALTHOUGH THE PROPOSED
REPAYMENTS IN 1985 WILL NOT ENTIRELY LIQUIDATE OUR ARREARS

THE PAYMENTS TO THE INMF ALONE ANMOUNT TO SOME 32PER GENT OF

OUR TOTAL HARD GURRENCY REGEIPTS. AS YOU WILL SEE FROW THE

TABLE, THE FINAL PAYMENTS FOR LIQUIDATION OF THE ARREARS WILL

BE MADE IN 1986. "WE KNOW THE PROBLEMS THAT THIS SGHEDULE

POSES ON YOUR SIDE BUTWITHOUT AN IMPROVEMENT IN THE 1985

FIGURES IT I8 DIFFIGULT TO SEE HOW LARGER ANOUNTS GOULD BE
ASSIGNED TO OUR DEBT REPAYMENTS IN GENERAL OR THE INF IN
PARTICULAR WITHOUT GREATING GREQTER DIFFICULTIES THAN WE

GURRENTLY FACE.

I TRUST THAT THIS INFORWMATION WILLBE OF ASSISTANGE .J THE
BOARD. PLEASE FEEL FREE TOLET WE KNOW IF YOU REGUIRE ANY
FURTHER DATA OR EXPLANATIONS.
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SUNMARY OF SUYANA'S POSITION WITH

~ . +dE INF
MILLION

SDR'S

GUYANA'S INDEBTEDNESS AS AT 31ST

DECEMBER 1984 13.2

ADD REPURG! YSES AND CHARGES GENERAL

ACC_JNT, S.0.K. ACCOUNT AND TRUST

FUND FOR 1985 18.5
31 .7

LESS PROPOSED PAYMENTS AS PER BUDGET

FOR 1985 22.5

ESTINATED GUYANA'S INDEBTEDNESSAS AT

3128T DECENBER '85 9.2

ADD REPURCHASES AND CHARGES ETC. FOR

1986 21.7
30.9

PROPOSED PAYMENTS IN 1986 30.9

+

DRRECTIONS:
TABLE 1: DELETE THE ENTIRE LINE AFTER BAUXITE
NATIONALISATION SHOULD READ (3.30)
TOTAL . AYMENTS SHOULD READ 19.00
TABLE 2: ESTINATED GUYANA'S INDEBTEDNESS SHOULD

READ 31ST DEGENBER '35+

CC: QQBGSSQD”Q GRANT, GUYANA ENBASSY

R A KAcwAy INF
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032 MINFIN GY DMD
MR. KAFKA
TO: VAN HOUTVEN mmn
SECRETARY
IMF RES
TRE
WHD
FROMS CARL B. GREENIDGE MR. COLLINS

MINISTER OF FINANCE
MINIZ . Y OF FINANCE, GEORGETOWN.

THANK YOI FOR YOUR TELEX OF 27/11/84.

PLEASE NOTE THAT ~iwanmna euq Ul LIKE ITS AMBASSADOR T THE US,

DR. CEDRIC GRANT e e ARIBREAN ED TO THE IDE MR. JOSEPH

TYNDAL TO JOIN MR. KAFKA S ALTEERNATE MR. CESAR ROBALING AT FRIDAY”
EXECUTIVE BOARD MEETING.

1 SHOULD BE GRATEFUL IF YOU COULD FACILKEITATE THEIR ATTENDANCE,+

WAS THE TELEX WELL RECEIVED?+
Time: 09138 11/29/84 7?77
Connect Time 2 781 secands
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A FUTUF™ ™ROGRAM FOR ECONOMIC STABILISATI™N IN GUY™“A

A. BACKGROUND

1. The Government's attention and limited implementation
resources have so far been largely on the supply side,
where huge problems and also enormous growth potential
exist. The Government intends now to take a broader

approach.

2. In addition to continuing these efforts on the supply
side and enhancing the economy's productive capacity,
the first objectives of the future economic stabilisation

program will be to achieve, as rapidly as possible:-~

(a) a negligible deficit on the Current Account of the
Balance of Payments;

(b) a much reducea overall public sector deficit, taking
it to . very mode : le :@:1; and

(c) a1 turn to >fitability of the main expc :ing

indus ies.

3. Regarding 2(a) - Guyana accepts that it already has a very
large burden of outstanding debt and any program should

avoid adding to it as quickly as possible.l The growth

of the economy can allow future net repayment.

1. It must be recognised, however, that Guyana initially
needs a sizeable net injection of funds to rehabilitate
export industries and so be able to repay the debts
in future.

e
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(b) Imports of goods and NFS have fallen by 42% in real

et et n < e g —mm-—-ﬂrw e

terms in 1983 from the average level of 1976 78 s

'whlle there has been a real deqllne of 35% in expor%s
. ' 1 .

of goods and NFS over the same period.

b}

(c) Real total Jovernment expenditure excluding interest
payments ‘was in 1983 53% lower than the average

1976-78 level;Y and

(d) Over the last 10 years real w: _2s ay have on average
fallen by approximately 50%, from levels that were

already well below the average for comparable

developing countries.2

Guyana's external imbalance is large and the parallel market
economy is well established. 1In determining how long it
Leonony

will realistically take to achieve the objectives in para-

graph 2 the following needs >k re  oered.

o The fall in export " L.

w

fall i tr 1level of real imports and NFS , this fall
essentially occurring in cor umer and capital imports
(rather than the less flexible iﬁlermediate imports).
The real decline in Government expenditure and, more

important, the severe import controls have been the means

1. See Table 1

2. See Tables 3 - 5

3. See Table 1



(b)

(c)

(d)

of producing the fall. Further reductions in imports
will be extremely difficult to achieve, without

ruining the productive base of the economy.

Seventy per cent of Guyana's exports are of bauxite
and sugar, which are Government owned industries
already trying, within their many constraints, to
produce at maximum levels. While it is recognised
that increased profitability has a positive effect

on the incentives for managers of State-owned corpora-
tions to increase export production, we must rely on
the relatively small base of the remaining 30% of

exports.

All exporters are now chronically short of imported
raw materials, spare parts and capital equipment. For
exports to increase, f¢ 2ign exchange must initially
be provided for these scarce imported items to be made
avai able, nd ti 1. 1 C 1

work through th 1 »>dv tion ystem.

Table 1 shows real Government e _enditure as having
already been cut severely. Further cuts will therefore
be hard to find, especially with interest payments

comprising 40% of total central Government expenditure.









11. Declining xport production and the terms of trade

have onside 1ibly worsened the deficit on Current

e e s -

< e Siowas

Account of the Balance ofrPayments; and have worsened
the 1 sses of the export industries and thus the over-

all public sector deficit.

12. The sharp decline in export production and the terms
of trade show the extent of Guyana's problems and the
potential of the Guyana economy to recover if appropriate
measures are taken. Indeed, the Guyana economy has
already seen a high contraction in real demand (Table 1).
What is needed is a continuation of the measures
designed to increase export production and measures to

control monetary demand.

B. THE l._JUIRED MEASURES IN OU™7"I™®

1. Over the next 2 - 3 years Guyana needs foreign loans of
between US$100-120 million per annum. The bulk of these

1S t go to provi« < it 1L , »  arts

and raw materials the rt an , to a much lesser

extent, import substitution industries.

- Outside management assistance will be acquired for Guymine
and most of the recommendations in the KATSI and UEC

reports will be implemented.

3. Outside technical assistance will be acquired to £ill any

gaps in Guysuco's expertise caused by high staff turnover.

7 e



8.

Domestic sugar prices will continue to be increased

to eventually remove any element of subsidy.

v

m

Private millers can now market rice on the local and

exporf markets. The prices the GRB pays for paddy

and milled rice have been increased and will continue

to be increased further to provide strong incentives

for legal export. Prices for rice sold on the 1local

market will also be regularly increased to eventually

remove any element of subsidy.

The exchange rate will be regularly adjusted so that

it is profitable to legally export. It is recognised

that this requires large changes.

Subject to the explicit changes just referred
exchange rate shall be fixed against a basket

currencies, rather than be simply tied to the

With only minor exceptic 35 1° € : = of Tie
rate change will =2 fully and quickly passed

form of higher prices.

to, the
of

US dollar.

f

1 in the

All exporters will be allowed to automatically retain

a minimum percentage of their export proceeds.









11.

21. The measures already being implemented which were

outlined elsewhere will of course continue.

C. TIMING OF THE MEASURES

1. The question of timing only arises with three sets of

_2asures, the rest can and will be implemented as gquickly

as possible.

2. These three se*3 of measures are as follows:-
(a) The movement of the exchange rate to a level that

will restore profitability to legal exporters.

(Paragraph B 6).

(b) The large reduction in the Government's budget
deficit to reduce the need for domestic bank financing

to minimal level (Paragraphs B 10, 11, 12 a4 13).

(c) Increasing specific domestic prices to remove the
ibsidy element. 3 ipl 4, .

3. These measures c:¢ 210t be fully implemented until there is a

large inflow of outside financial resources because:~

’ (a) To fully implement them earlier would cause labour
unrest, with the main source of such unrest being

in the export industries, thus undermining the program ;

’



12.

(b) -xtra resources are required to facilitate the
increased production that the measures are aiming

to stimulate;

(c) Extra resources are in part also required to
stimulate activity and ensure that Government

reve aes increase as planned.

The Government intends to now begin the steady implementation
of the measures listed in paragraph 2 above. When the
resources mentioned in B 1 are committed, however, the >vern-
ment would then be able to greatly accelerate the implement-

ation of the measures.

The constraint to speedy implementation must therefore be
commitment of the required resources which would pre-
sumably occur wiﬁh the arrangement of an IMF standby loan.
It is important, therxefore, to quickly remove what appear
o th ct cen i _: mer s to st 1 a loan.
(a) The Government cannot fully meet its _Mh. arrears
until it earns extra foreign revenues, which it
- cannot do without an inflow of ;£tra overseas
resources.
(b) It is impossible to base a program on an imme i te

cessation of the increase in arrears without some

form of untied compensating inflows. The switch in






Average
1976-78

1979
1980

1081

1083

Average
1076-78
to 1083
(per ce

change for

period)
1983 as

per cent of

Real GDP(I)
(G millions

at 1977 nrices)

nt

average
1976-78 level

1064

1026
1055
1015

)7

79%

(3)

TABLE 1: SELECTED ECONOMI™ TMNICATOR S

Real Income (1) Imnorts of(]) Exports of(l)
per head (GS$ Goods an'™ NFS Goods and NFS
millions_at 1977 (GS milliouns (GS millions
prices) ) at 1977 prices) at 1977 prices)

1356 ‘ 915 767
1174 602 693
1230 744 713
1151 781 680
V7 . 534
915 528 497
-349 -42% -35¢
665 585 655 -

Real Govt.
v pei Wditur

5s Interes

Pazr_nents(2
(G§ millia

at 1977
prices)(3

553

403

484

Notes

(1) Taken from .dble .8, ,age 68 of January 11, 1984 World Bank Report,
Gi~na: Recent Developments, Structural Developmert =4 Prospe~ts
for years 1976-1982. The 1983 figures are estimaces vy the Guyana
Government, based on Statistical Bureau information.

(2)

(3)

Nominal values taken from Table 5.2, page 90 of above World Bank report,

and deflated by Guyvana CPI figures listed on page 68 of the same report. .
The 1983 Guyana CPI figure used represented an increase of 12.4% on
the previous year (from Statistical Bureau).

The official Guyana CPI figures were used. It can be argued thut _
from June 1981 t is series has underestimated Guyana's actual inflation









Minimun Wages in th~ Public Sector

(1)
- Vaer | : Minimum W~~~
(current vaiues)
(per day)
1973 | 5.50
1974 -.50
1975 5.50
1976 5.50
1977 8.40
1978 8.40
1979 11.00
1980 11.00
1981  11.00
1982 | 11.94
1983 11.94

(2)

Minir  age
(1973 rrices)
(per day)

5.50
5.12

Note: In the years when the minimum wage increases, it “s assumed that

the increase occurred at the start of the year.






Date

as_at Sept
179

1981
1982
1983

% change p.a.
1979-1981

% change p.a.
1981-1983

Note:

Apgregate Wages and Employment in the Prhlic

-19.0

(1979-1983)

Emplovment

Aver-ge Wagé
Central Total PSC  tCentral Total
(GS p.a.)

n.a. 102150 n.a. n.a.. 4994
20081 105221 7026 .30 6548
27502 90051 0983 5345 6483
28096 81226 7299 €.30 7137

. n.a. + 1.5 n.a. n.a 14.5

-3.3 -13.8 1.9  13.0 4.4

ctor

Median Wage*

T

N

n

n.a.

5319
5848

Central Total

‘Ned.
4370
4 3

Data was provided with salary ranges. The median range was -

calculated by pro rating the point where the 50 percentile

was reached within a salarly range.

PSC = Public Scctor Corporations

Central = Central Covermument Ministries

4096

5192
4477

5656
12.6

4.4






August 24, 1984

MEMORANDUM FOR FILES

Subject: Guyana—--Overdue Payments to the Fund

A meeting was held on the morning of August 22, 1984 with
the Minister of Finance, Mr. Carl Greenidge, and the Central Bank Governor,
Mr. Patrick Matthews to discuss overdue payments to the Fund and possible
measures to redress these arrears. The staff representatives were
Messrs. Caiola, Leddy, Quirk, and Mrs. de Sosa.

The Minister pointed out that the overdue payments the Fund,
presently some SDR 21 million, were in excess of those agreed at the end
of June (SDR 16.4 million) due to seasonality in sugar receipts and
other factors beyond the authorities' control. He provided a specific
schedule for payments to the Fund, mainly from sugar exports, that would
reduce the overdue amount to SDR 16.4 million by end-1984., However, it
was also clarified that overall arrears would not decline, and that the
repayments to the Fund, even on optimistic assumptions, were to be
i lirectly financed by the accumulation of further arrears to others.
The Minister said that the nonpayments had been made on a "nondiscrimi-
natory” basis. All bilateral debt payments were not being made, either
0 1interest or principal, although payments to the IDB and IDA were
small enough, and disbursements directly affected, so that the payments
were being kept more or less current there. As for 1985, he did not
offer hope of a further reduction in Fund arrears, nor in overall payments
arrears.

On policies to redress '1e situation, the Guyanese represen-—
(S ;3 offered little substantive change. They , »inted out that the
1 lic sector deficit and the balance of payments deficit were somewhat
smaller than budgeted. Fiscal revenue collections had been somewhat
higher than anticipated. However, the basic problems remained far from
solution. The lack of spare parts to the bauxite industry due to the
foreign exchange constraint meant that it was operating at less than one-
half capacity. The exchange rate was also causing the sugar industry to
operate at a large loss. With regard to specifics for exchange rate
action, the authorities were planning to introduce in 1985 more frequent
adjustment of the exchange rate to reflect changes in the basket, with
abolition of the present informal 5-10 percent band, but it became clear
that no early change would be forthcoming and that the present spread
vis—-3-vis the rate in the black market (G$13 = US$1) would not be
appreciably affected. In response to some staff views on the possible
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Bank of Guyana's actual hard currency cash flows in June and July, 198&

and anticipated cash flows for August 1984 and September - December 1984, are

as follows:

Us$000's

Receigts \

Sugar (net of retention 15%)

Other

TOTAL

Payments
Imports (Goods)
Sugar Inputs
Rice ~-do~
Consumer Goods
Other Intermediate Goods
Inports (Services)
(Debt Servicing)
World Bank
Net I.M.F.
OPEC
I.D.B.
Other

Cammercial Bank
(Interest)

Nationalisation

June/July Aug. 1984 Sept/Dec
1984 1984
3,771 3,560 34,400
3,854 900 3,600
7,625 4,485 38,000
2,885 1,794 9,164
(204) (125) (500)
(41) (570) (1067)
(560) (420) (4024)
(2080) (679) (3573) -
2,297 974 4,412
2,698 3,265 24,283
(612) (1271) (3757)
(29) (1361) (8682)
(500) - (2355)
(16) (R, (286)

- - (409)
(1541) (50) (3530)

(5264y

8,354

50,105

13,843
(823)
(1678)
(5004)
(F-32)

7,683

30,246

(5640)
(10072}
(2855)
(885) :
(405 -
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Office l'vemo-ai.aun.

To: The Acting Mana g Director August 7, 1984
¥ E'\D'%‘
From: W. O. Habe Eduardo Wiesner
and W.A. 'Béveridge

Subject: Proposed Telex to Guyand °

Attached for your approval is a suggested telex to Minister
Greenidge of Guyana concerning Guyana's overdue payments, the Board
icision in early June and the review scheduled for the end of August.
We have discussed this with Mr. Kafka, and he will be contacting the
Guyanese authorities as well, to urge a response to the letter sent by
the Managing Director following the Executive Board discussion in June.

In the event a technical assistance mission is requested by
Guyana, we would plan that it focus on the areas indicated in our
earlier note to the Managing Director on this subject (copy attached).

Attachments

ce: The Managing Director (on return)
Mr. Nicoletopoulos
Mr. Collins
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6/22/84

" r. Habermeier
r. Wiesner
/Mr. Finch

I have forwarded my
comments to the Managing
Director for his return.

cc: LEG

Richard D. Erb






Bowever, such a policy change has so far been precluded by the authori-
ties. An alternative to a fully adjusted unified rate would be a sharp
discrete devaluation. Other alternatives for the exchange systea could
be examined in the course of any technical assistance provided.

In examining various options it must be recognized that,
although the scope of technical assistance that could be offered by
the Fund would be limited at the outset, the steps discussed above
would need to entail some discussion of other elements of a financial
program. For example, the large size of the public sector in Guyana
means that changes in the exchange rate or in the exchange rate system
/ would have a large fiscal impact. To the extent that a technical
mission were to examine the fiscal impact of various options, the dis-
tinction between technical assistance and design of a financial progra

ld become blurred. Nevertheless, the technical mission would need
«~ refrain from discussing a financial program and concentrate, to the
extent possible, on technical means to enable Guyana to effect repur-
chases from the Fund.

- -

cc: Legal Department -
Mr. Collins
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ey: Office Memorandum
'%i\n\‘%o
T The Managing Director (on return) DATE: June 19, 1984

The Deputy aging Director

Ay E.W_
From: Walter O. kééfft, Edyardo Wiesner,
and C. Fid'ch M

Subject: Guyana--Technical Assistance

Following he Executive Board discussion of Guyana on June 6,
1984, we have been ¢ sidering ways in which we should respond to the
request by Minister Greenidge for technicai assistance. The demarcations
between "technical assistance,” "consultation,” and "negotiations™
cannot always be drawn sharply; clearly most discussions with national
officials include an element of "technical assistance” and they frequently
have, at least somewhere in the background, the eventual possibility of
use of Fund resources.

The Executive Board has ruled that Guyana shall not make use
of the general resources of the Fund until such time as it is current
on its Fund obligations with respect to repurchases and charges. While
a comprehensive resolution of Guyana's situation may require the Fund's
assistance in the design of economic and financial measures of the kind
discussed with the Guyanese during the recent consultation mission, we
believe that, in the initial stages, technical assistance should focus
more narrowly on practical steps that can be taken to secure the needed
resources to clear arrears with the Fund. This would not preclude other
types of technical assistance such as that provided by the Fiscal Affairs
and Central Banking Departments nor a broader policy focus for technical
assistance later depending on progress in the early stages.

The above approach would be consistent with the recent case
of maica. 1In that instance protracted negotiations regarding the use
of Fund resources were suspended when the member incurred arrears to
the Fund and tt} afi ingtructed to limit di: 1 .ons to t
technique 1, + L tl 1ange market could be ac > | to

ffi ent foreign exchange resources to clear arrears with the Fund.
Consideration might be given to adapting this approach to technical

assistance in the case of Guyana.

Guyana 1is at present in arrears to the Fund by SDR 16 million
and approximately a further SDR 10 million will fall due before the end
of 1984, As an illustration, the objective might be for Guyana to garner
not less than SDR 1 million per week for transfer to the Fund. This
would put Guyana on a current basis with the Fund by about the end of
the year. The black market is an obvious source to be tapped for foreign
exchange. It should be possible to raise the necessary exchange if a
comprehensive auction market for foreign exchange was adopted and if
the exchange rate was permitted to adjust fully and in a unified fashion.



Howev ', such a policy change has so far been ; cluded by the authori-
ties. An alternative to a fully adjusted unified rate would be a sharp
discrete devaluation. Other alternatives for the exchange system could
be examined in the course of any technical assistance provided.

In examining various options it must be recognized that,
although the scope of technical assistance that could be offered by
the Fund would be limited at the outset, the steps discussed above
would need to entail some discussion of other elements of a financial
program. For example, the large size of the public sector in Guyana
means that changes in the exchange rate or in the exchange rate system
would have a large fiscal impact. To the extent that a technical
mission were to examine the fiscal impact of various op ons, the dis-
tinction between technical assistance and design of a financial program
would become blurred. Nevertheless, the technical mission would need
to refrain £ 1 discussing a financial program and concentrate, to the
extent possible, on technical means to enable Guyana to effect repur-
chases from the Fund.

cc: Legal Department
Mr. Collins
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June 14, 1984

Mr. Leddy j
Mr. Reichmann

Attached is a revised version
of the memorandum to the Managing
Director on Guyana incorporating
your comments. Could you please
give any additional comments to
either Mr. Beveridge or me by
3 p.m. this afternoon.

Attachment

Margaret R. slly

1



DRAFT

To: The Managing Director DATE: June 14, 1984
The Deputy Managing Director

From: Walter O. Habermeier, Eduardo Wiesner,
and C. David Finch

Subject: Guyana-- .2chnical Assistance

Following the Executive Board discussion of Guyana on June 6,
1984, we have been considering ways in which we should respond to the
request by Minister Greenridge for technical assistance. In the past,
the demarcations between "technical assistance,” "consultation," and
"negotiations” have not always been drawn sharply. Clearly most dis-
cussions with national officials include an element of "technical
assistance” and they frequently have, at least somewhere in the back-
ground, the eventual ossibility of use of Fund resources.

The Executive Board has .urmally ruled that Guyana shall
not make use of the general resources of the Fund until such time as
it is current on its Fund obligations. This necessarily narrows the
scope of the technical assistance that can be offered to Guyana. 1In
particular, such assistance would focus on securing the needed resources
to clear arrears with the Fund and would not include the design of
economic and financial adjustment measures. However, this would not
preclude other types of technical assistance such as that provided by
the Fiscal Affairs and Central Bapking Departments. At a later stage
technical assistance could take on a broader focus de. 1ding on progress
in the early stages.

The above approach would be consistent with the : 1t case
of Jamaica. In that instance protracted negotiations regarding the use
of Fund resources were suspended when the member incurred ¢ :ars to

the Fund and the staff were instructed to limit « .ons to the

t o vh 1ange mart : cou.d be | to _ erate
sufficie 21 _ resources to clear arrears with the Fund.
Consideration might be given to adapting this approach technical

assistance in the case of Guyana.

Guyana is at present in arrears to the Fund by SDR 16 million
and approximately a further SDR 10 million will fall due before the
end of 1984. As an illustration, the objective might be for Guyana to
garner not less than SDR 1 million per week for transfer to the Fund.
This would put Guyana on a current basis with the Fund by about the
end of the year. The black market is an obVious source to be tapped
for foreign exchange. There would be no difficulty in raising the
necessary exchange if a comprehensive auction market for foreign exchange
was adopted and if the exchange rate was permitted to adjust fully and
in a unified fashion. However, such a policy change has so far been
precluded by the authorities. An alternative to a fully adjusted unified
rate would be a sharp discrete devaluation.



Limited recognition of a free market rate could be obtained
through a tendering arrangement. Under this arrangement, the Government
would solicit tenders for the given amount of exchange (say SDR 1 million
per week) with no questions asked as to its origin. Tenders would be
accepted down to the most depreciated exchange rate that would yield the
given amount of exchange; the reserve price would correspond roughly to
the black market exchange rate. Such a limited system, in addition to
providing the necessary foreign exchange, could also provide an object
lesson in the efficacy of exchange rate adjustment.

Other possibilities include the 1inst tution of a separate
exchange market at a more depreciated rate, taxes on exports, elimination
of the 20 percent retention allowance for poceeds from gold exports,
and a shift of priorities within the exchange allocation system. These
options could be examined by a technical mission although there are some
obvious drawbacks of these schemes. In examining various options it
must be recognized at the exchange rate and the exchange allocation
system are closely linked and that both could (and should) be freed
with benefits for the Fund and Guyana.

Although the scope of technical assistance that could be
offered by the Fund would be limited, in practice it might | difficult
to avoid some discussion of a financial program. For example, the large
size of the public sector in Guyana means that changes in the exchange
rate or in the exchange rate system would have a large fiscal impact.

To the extent a technical mission was to examine the fiscal impact of
various options, the distinction bpetween technical assistance and design
of a financial program woud become blurred.

The above suggestions are preliminary in nature and would
need to be examined in detail by a technical assistance mission before
recommending an appropriate course of action, including any target
for securing foreign exchange for repayments to the Fund.

cc: Legal Department
Mr, Collins









DRAL .

TL/ew

6/8/84
Dear Mr. President:

I wish té acknowledge your letter of May 3, 1984 and to expre ; my
appreciation for the attendance of your representatives, Minister
Greenidge and Governor Matthews, at the Executive Board discussion of
Guyana on June 6, 1984. This letter explains the Fund's views on
Guyana's economic and financial circumstances and its situation with

aspect to its financial obligations to the Fund, and describes the
decision taken by the Executive Board at the conclusion of its meeting
on June 6.

The Fund recognizes the impact that the adverse economic environ-
ment has had on Guyana's financial position. However, the resulting
situation is in large measure attributable to weak econgmic and finan-
cial policies that have been followed by Guyana over a nw er of years,
and the remedy must lie in the implementation of an energetic ;djust-

B o LIl
ment program. An infusion of forqigp exchangel is, as you note, ur~2ntly
needed to help reh 1ilitate thé economy; however, ¢t must be stressed
t it in the circumstances of Guyana, am¥ recot se to?ioreign resourcés
is likely to be limited and that the thrust of ti ut _aent pr¢
___-be c tered n a basic reformulation f d c policies.

The necessary elem« *:s of adjustment policies and measures have
been discussed betéeen the authorities of Guy 1 and the Fund staff on
a number of occasions and by the Executive Board. Again, in the context
of the recent 1984 Article IV consultation discussions with Guyana, the
findings of the staff show a fundamental need to redirect economic and

financial policies away from heavy reliance on { reign borrowing. A

strong fiscal policy, aimed primarily at reducing public expenditure,



is needed to generate domestic savings. More flexible po. :ies, in
particular with respect to the exchange rate, should replace the unduly
rigid and distortive pricing policies that have been followed up to
nowe.

I am sure, Mr. President, that you understand that Guyana's con-~
tinuing failure to settle its overdue payments to the Fund constitutes
a breach of its obligations under the Fund's Articles of Agreement,
which adve__:ly affects Guyana's credit stand: J a1 1is damaging to the
position of the Fund itself. The fact that some payments ive been
made is, of course, welcome. Nonetheless, the total and duration of
the overdue obligations outstanding have both risen, and Guyana will
face substantial additional obligations to the Fund in fhe future.

In these circumstances, which are of grave concern to the Fund,
the Executive Board felt compelled to decide formally, puv juant to
Rule K-2 the Fund's Rules and Regulations, that Guyana shall not

e use of the general resources of the Fund until such time as Guyana
i cu__ent on its obligations under the Arti of Agreement relating
to repurchases and the pa; 't of charges in the ( ‘partment.
In adopting this decision, the Executive Board u: :d Guyana to resume
fulfilling its obligations to the Fund forthwith 1d called upon Guyana
to adopt urgently add;tion;i economic and financial adjustment measures.

In considering this matter, the Executive Board noted carefully
the expressions by you and by Minister Greenidge of Guyana's desire to
honor its financial obligations to the Fund and your assurance that

best efforts will be made to ensure that payments due to the Fund will

be made. In my judgment, these statements and assur Ices were of






to assess Gi___a's performance and prospects with respect both to the
overdue payments and to the pursulit of appropriate adjustment policies,
and in the 1light of this assessment to consider whether further action
by the Fund is warranted. It is my sincere hope th~t at thg time of

- N
that review I will be able to report/major progress in the settlement
of the overdue obligations and in the adoption of a comprehensive and

forceful adjustment program by Guyana.

Respectfully yours,

J. de Larosiere

The Honorable
L.F.S. Burnham
President of Guyana
Georgetown

Guyana
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Office Memorandu,i.. a

‘”Mn‘l‘o (’\P
10 : Mr. Re: imann DATE: June 11, 1984
Mr. Leddy
FROM W.A. Beveridge k\

SUBJECT : Guxana

I e put down some notes to provide a basis for going to
management with some suggestions on the technical assistance issue in
Guyana. Could you let me have comments by tomorrow evening?

Attachment

cc: Mr. Finch v///
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INTERNATIONAL MONETARY FUND

Guyana - Complaint Under Rule K-1

Executive Board Decision = Ji 6, 1984

1. The Managing Director has reported under Rule K-1 of the Fund's
Rules and Regulations to the Executive Board the facts on the basis of
which it appeared to him at the dates of these reports that Guyana was
not fulfilling its obligations under the Articles of Agreement and
submitted a complaint on April 4, 1984 (EBS/84/47, Supplement 2) in
accordance with that rule. The complaint was that as of March 30, 1984
Guyana was not fulfilling its obligations relating to repurchases and
the payment of charges in the General Department in the total amount of
SDR 13,991,394 including both overdue repurchases and charges. These

facts and the complaint of the Managing Director have been communicated
to the authorities of Guyana.

2. On May 18, 1984 Guyana made a payment equivalent to SDR 506,196
to discharge part of the outstanding semiannual charges of SDR 1,505,295
due July 13, 1983, reducing this obligation to SDR 999,099. Since the
submission by the Managing Director of the complaint on April 4, 1984,
Guyana has become overdue in discharging additional obligations totaling
SDR 2,557,213 in respect of two repurchases due April 16, 1984 and May 11,
1984 and quarterly charges due May 7, 1984. Taking into account the
payments made by Guyana and the obligations that have become overdue
since March 30, 1984, Guyana's overdue payments to the Fund have increased
to a total amount of SDR 16,042,411 in the General Department.

3. Having considered the reports of the Managing Director, the
complaint and the views of Guyana, the Fund finds that Guyana has failed
to fulfill its obligations under the Articles of Agreement as stated in
1 and 2 above.

4., The Fund recrets the nonobservance bv Guvana of its abligcations
{ )
1 .: .
2 1

is current onrits”obiigations under the Articles [ Agreement relating to
repurchases and the payment of charges in the General Department.

5. The Fund also calls upon Guyana to adopt urgently additional
economic and financial adjustment measures. The Fund staff will stand
ready to provide technical assistance for this purpose.

6. The Fund shall review the present decision in connection with
the forthcoming Article IV consultation, but not later than three months
from the date of the present decision.
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From: Vice President and Secretary

January 18, 1984

CARIBBEAN GROUP FOR COOPERATION IN ECONOMIC DEVELOPMENT

Attached for the use of participants in the Sixth Meeting of the Caribbean
Group for Cooperation in Economic Development, now scheduled to take place in
Washingtor D.C., February 13-17, 1984, is the following report:

Guyana:./ Recent Developments, Structural Adjustment

Prospects (dated January 11, 1984)

Distribution:

Executive Directors for:
Argentina
Austria
Bahamas
Barbados
Belize
Brazil
Canada
Colombia
Dominica
Dominican Republic
Finland
France
Germany
Grenada
Guyana
Haiti
Jamaica
Japan
Mexico
Netherlands (for communication also to
the Government of Netherlands Antilles)
Norway
Spain
St. Lucia
St. Vincent and the Grenadines
. e

' d a be

United Kingdom (for communication also to
the Governments of Anguilla, British
Virgin Islands, Cayman Islands,
Montserrat, and Turks and Caicos
Islands)

United States

Venezuela

For Information:

President

Senior Vice Presidents
Senior Management Council
Vice Presidents, IFC
European Office

Tokyo Office

Report No. 4765-GUA

Caribbean Association of Industry and
Commerce

Caribbean Community Secretariat

Caribbean Development Bank (for
communication also to the
Governments of Antigua and Barbuda,
and St. Kitts and Nevis)

Caribbean Food Corporation

Caribbean Project Development Facility

Caribbean Tourism Association

Caribbean Tourism Research and
Development Centre

Commission of the European Communities

Commonwealth Secretariat

Development Assistance Committee

Eastern Caribbean Central Bank

Eastern Caribbean Tourist Association

Economic Commission for Latin America

European Investment Bank

Inter-Agency Resident Mission

Inter-American Development Bank

Inter—-American Institute for Cooperation
on Agriculture

International Civil Aviation
Organization

International Finance Corporation

In ‘'national Fund for Agricultu:
Developme ’
er: . _ Mo ry 1nd

International Trade Centre

Kuwait Fund

Latin American Economic System (SELA)

OPEC Fund for Internation Development

Organization of American States

Organization of Eastern Caribbean States

United Nations Development Programme

World Food Programme






























Office Memorandum G1¢

November 4, 1983

MEMORANDUM FOP TILES

Subject: Deputy Managing Director's Meeting
with Guyanese Officials

On November 4, 1983 Mr. Dale met with a delegation from
Guyana, consisting of Mr. C. Greenidge, Minister of Finance, Mr. P. Matthews,
Governor of the Bank of Guyana, Mr. C. Blue, Chief Planning Officer, and
Mr. C. Grant, Ambassador of Guyana to the United States; Mr. Kafka,
Executive Director, attended the meeting and IMF staff members present
were Messrs, Wiesner, Beza, Beveridge, Ferran, and Reichmann.

Mr. Dale commented on Guyana's disturbing situation and stated
that there was no alternative to taking very severe measures even though,
in the absence of adequate foreign assistance, the benefits of these
measures might not be immediately apparent.

Mr. Greenidge replied that, at variance with previous consulta-
tions, this time they had no difficulty with the staff's analysis and
that they were prepared to contemplate strong adjustment policies; how-
ever, he stated that they did have difficulties in obtaining domestic
support for such a program if they could not give hope of some improve-

ent at least by the end of the first year. He pointed out that without
foreign assistance the Fund's recommendations would not be accepted in
Guyana and that without a program with the Fund Guyana would be unable
to obtain foreign assi:” 1ce.

Mr. Beza drew attention to the unsustainability of the present
situation, which is based on further accumulation of arrears, and added
that the scope was limited for use of external resources other than of a
highly concessional kind; he went on to note that relatively little
grant-type assistance was available. Mr. Reichmannn urged the Guyanese
authorities to take the needed corrective measures promptly and on their
own--not comparing the adjustment program with an ideal situation where
adequate foreign resources would be forthcoming but, rather, comparing
it with the situation that would develop in the absence of such adjust-
ment.



Mr. Dale stated that, in view of the extreme deterioration of
the economy, gradualism was not a real option. He acknowledged t - ter-
relation existing between the type of adjustment measures and the avail-
ability of foreign resources and suggested that there was a question of
timing between these two aspects that needed to be addressed; nevertheless,
he stressed that at present there was no alternative to a strong domestic
adjustment effort,

Mr. Kafka suggested that the upcoming meeting of the Caribbean
group could provide the opportunity for a joint Fund/Bank appeal to the
international community for the organization of an assistance package
for Guy: 1.

Mr. Dale agreed that this idea could be tried but he did not
hold out much hope for its success. He suggested that on such an occasion
Guyana should be prepared to outline the adjustment measures it was willing
to take and, on the strength of these measures, seek to obtain the support
of potential donors.

At the conclusion of the meeting, Mr. Dale reminded the Guyanese
officials of Guyana's arrears in respect to payments to the Fund. He
explained that no negotiations with Guyana could be concluded so long as
these arrears remained outstanding. He observed that, in the event of the
emergence of agreement on an adequate program, bridge financing to seti =
these arrears might be feasible.

x

(//L/(’f//

omas 'Reichmann
Division Chief
Atlantic Division, WHD

cc: The Deputy Managing Director
Mr. Wiesmer
Mr. Beveridge









2. Reorganization of the major productive sectors of the
economy. The staff urged prompt implementation of the recommendations
made by foreign consultants for the bauxite sect¢ , which , »int the way
to improvements in management and the reduction of costs (including

ibor costs). Moreover, the staff asked that foreign trade in rice be
opened to the private sector in Guyana.

3. A sharp reduction in the public sector's deficit. The
staff indicated that action, additional to the change in the exchange
rate and the upward adjustment in the prices charged by public enter-
prises, would be required to reduce the imbalance in the public Iinances.
In this respect, both-a tight wage policy and cutbacks in the capital
budget were recommended. The staff explained to the Guyanese team that
the budget underlying an eventual program with the Fund would need to
constrain the size of the deficit to the availability of foreign and
domestic nonbank financing, i.e., that no access to domestic bank
financing for the public sector could be contemplated under present
circumstances. This would open up some room for credit to the private
sector and would allow an improvement in the country's intermational
reserve position; the bulk of this improvement would be in the form of
a reduction in external payments arrears.

The Guyanese team agreed with the staff's assessment of the
domestic and external situatic¢ , and they expressed tt .r llingness
to explore the policy options suggested by the staff. However, they
were concerned that such approaches would involve a high domestic poli-
tical cost because of the near-term effects on the standard of living
of the population. They emphasized that only an increase in foreign
assistance that woi 1 hold the prospect of substantial relief in the
short term could make adoption of such a course feasible. In the
event, the apparently limited foreign financing available led the
Guyanese representatives to terminate the discussions.

The staff acknowledged that, in the light of the prospective
use of external financing, Guyana would not be able to count on a major
i b>rovement in the capacity to import for some years to come. In fact,
an analysis made by the staff in collaboration with the World B: ~ sug-
£ 1 for 1984 :oss disbursements on foreiy 1¢ 3 ' s "y from
np tilat 1 sources) were not likely to « ‘:eed US$95 milliom; this
level of capital inflows (together with the reduction of arrears implied
in a program with the Fund) would not permit Guyana even to maintain
the 1983 level of imports. The staff emphasized, however, that a pro-
gram of the kind suggested by the staff would provide for an orderly
adjustment and would thus help restore the country's productive system.
The alternative would be a worsening of the economic situation, with
growing scarcities and troublesome imbalances.

The staff agreed to remain in close contact with the Guyanese
authorities, and to explore in cooperation with the World Bank staff
possibilities for additional support (on suitably concessional terms)



from the international community.

The staff indicated that future nego-

tiations on use of Fund resources would not be possible so long as
Guyana were in arrears in the payment of its obligations to the Fund.
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The Chairman added that the conclusions would have the
same character for consultations with all member countries.'"

Although this reply appears to favor the uniform approach, the
issue was next taken up in “"Consultation Practices and Procedures” (SM/78/67,
3/3/78), as follows:

"In the case of members who have accepted the obligations of
Article VIII, Sections 2, 3, and 4 and which maintain or introduce
exchange restrictions or multiple currency practices, the matter
would be handled as under present policies and practices. Whenever
tt staff consider | t! : the r nber's actions has not been appro-
priate to its c: :umstances, it has not recommended approval and no

decision has been proposed. In such cases a brief description of
the restrictions, the member's circumstances and the views of the
staff and the a1 horities have been described toward the end of the

staff appraisal in the report on the consultation.'

The unequivocal reference to "present policies and procedures” is
somewhat difficult to understand from the record, given the 1977 discussion.
Nevertheless, as a previous search of our computer records late in 1982
revealed, this has been the standard procedure, and Mr. Liuksila's obser-
vation on Guyana in this respect is upheld.

Mr. Gonzalez has provided me with a copy (attached) of a news
report of a recent change in Guyana's producer price policies for gold that
appears to introduce recognition of the parallel market. I have given

Mr. Liuksila a copy.

Attachment

cc: . . Liuksila
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FROM E. Wiesner and W. A. Beveridg4 \
. %
SUBJECT * In“-~mation Notic~ “or Guyana t

/

Attached for your consideration is an information notice for
Guyana, indicating that, since the last occasion on which the Executive

Board had an opportunity to discuss Guyana's exchange rate policy (November Al

1982), the real effective exchange rate, as measured for the purpose of

the information notice system, has appreciated by more than 10 percent.

Attachment

cc: Heads of Departments: LEG, RES, TRE

Mr. Carter



CONFIDENTTAL

INTERNATIONAL MONETARY FUND
GUYANA

Rn~1-Effective Er¥-~*ange R-*~ ~"—-fsrmation Notice

Prepared by the Western Hemisphere and Exchange and
Trade Relations Departments

(In consultation with other departments)
. S
[ A

Approved by E. Wiesner and W. A. Beveridge

September , 1983

The recent evolution of Guyana's real effective exchange rate,
as measured'by the standard index developed in connection with the
information notice system, is set out in the attached table and chart.
Based on this index, as of July 1983 the Guyana doll: had appreciated
in real -~“fective terms by more than 10 percent since the last occasion
on which the Executive Board had an opportunity to discuss Guyana's
exchange rate policy--the 1982 Article .. consultation in November 1982.
The appreciation is estimated to have amounted to 21.1 percent.

From October 1975 to the end of May 1981 the Guyana dollar was
pegged to the U.S. d¢ lar at a rate of G$2.55 per USS$1. On June ",
1981 the Guyana dollar was devu.aed by .. percent to G$3.00 per US$l.
As the rate vis—a-vis the dollar has been kepf unchanged since then, the
appreciation of the U.S. dollar, had by July 1983, led to an increase in
the nominal effective exchange rate of the Guyana dollar of about 18 p. -
cent from the rate in June 1981. With the high rate of inflation that
has prevailed in Guyana, the real effective appregiation of the Guyana

dollar is estimated to have amounted to 56 percent over the same period.



gince the end of 1982 Guyana has not »mpiled the consumer price
index, because few transactions now take place at the official prices
that were used in the index. It has thus been necessary to use staff
estimates for the rate of inflation. On the basis of information

obtz 1ed during a recent staff visit to Guyana, the staff's current
estimate of the monthly rate of inflation in 1983 is 2.5 pefcent, which

cl ss with the monthly rate of _. _ :rcent recorded by official
p;ice index in 1982. (The 1982 figure is Selieved to have understated
substantially the rate of inflation, given the declining availability
of goods at of ficial prices and the fact that prices in the unofficial
market are several times those recorded in the official CPI.)

The staff's report to the Board in connection with the 1982 Article IV
consultation (SM/82/201, 9/8/82) described the acuteness of the external im-
balance of the Guyana economy. Since that time the situation has ,con--
tinued to deteriorate. In 1982 the external current account registered a
deficit equivalent to 25 percent of GDP and the overall balance of payments
deficit increased substantially to the equivalent of 23 percent of GDP.

t : Lf I 1983, a _arther redv :3 21 in import , the
poor export performance resulted in a current account deficit of 29 per-
cent ci GDP. As Guyané was unable to borrow abroad, the overall balance of
payments deficit was equivalent to 34 percent of GDP, most of which was

accounted for by accumulation of external payments arrears (Table 2).



By June 1983, gross official res¢ rses were virtually exhausted (SDR 1.4
million) and total net international reserves (including external payments
arrears) amounted to negative SDR 451 million; the arrears amounted

to US$307 million (Table 3).

Reflecting partly Guyana' balance of payments ifficulties and-the
overvalued exchange rate, in recent years an unofficial exchange market,
in which the exchange rate fluctuates around G$9 to G$10 per US$1, has
also developed in Guyané. Guyana has also tightenéd its import licensing

system and prohibited the importation of certain consumer items.

Staff Appraisal

At the conclusion of the 1982 Article I% consultation in November
1982 the Chairman's summing up noted that "Directors believed that it was
extremely urgent for the Guyanese authorities resolutely to ;dopt and im-
plesent the comprehensive policy package that.was necessary to bring the
ecounomy back on course.” The real effective appreciation of the Guyana
dcllar since then has further exacerbated the external imbalance and
underlines the need for effective action. A comprehensive adjustment
program is , i -4 tur of 7 " :h would 11 1 . {
devéluation of the Guyana dollar and the co__:sponding pass—through of
its effects into d¢ stic prices.

A staff team recently visited Guyana to hold theA1983 Article IV
consultation discussions. The staff report on these discussions, to

be issued shortly, includes an assessment of the magnitude of the external

disequilibrium and the nature of the policy adjustments required.
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enl Felnted Seriles

(1rceres: 1SED - 100)

Trble: Cuyina: Feal Effective Enctege Tate

Real Noxinal Relative
Effective Effective Consumer Exchange Consuvomer Consumer
Exchange Exchange Prices Fste (U.S. Price Price
Rate 1/2/ Rate l/ (local dollars) Index Index
currency) 2/ (seasonally (not season~—
sdjusted)  2lly sdjusted
Oulrtcrl!
1978
1 96.9 104.6 92.6 100.0 69.4 69.8
11 100.3 106.1 94.6 100.0 72.4 Rl |
111 100.1 103.5 96.7 100.0 75.8 6
v 102.1 102.3 99.8 100.0 80.0 80.3
1979
1 101.4 102.3 99.1 100.0 81.6 81.9
11 103.5 102.0 101.5 100.0 BS5.9 85.5
111 100.7 99.7 101.1 100.0 89.4 89.2
v 103.8 101.3 102.5 100.0 93.7 94.0
1980 .
1 102.3 100.6 101.7 100.0 96.8 97.0
11 101.3 100.6 100.7 100.0 99.5 99.0
111 97.9 98.9 99.0 100.0 100.3 100.3
Iv 99.0 100.1 99.0 100.0 103.4 103.8
981
! 1 106.1 102.7 103.2 100.0 111.1 111.2
11 109.0 102.9 106.1 95.0 117.5 116.9
111 108.8 97.5 111.6 85.0 127.2 127.2
1v 108.9 96.1 113.3 85.0 132.6 133.0
198: 113.2 98.2 115.3 85.0 137.4 137.5
11 118.9 100.6 118.2 85.0 143.6 142.8
111 127.0 103.3 122.9 85.0 152.4 152.6
v 132.6 105.7 125.5 85.0 158.0 158.4
1?!1 143.1 108.1 132.4 85.0 168.4 4/ .
11 153.8 109.5 140.4 85.0 181.4 .
Honthly
lgi:v 3/ 133.8 106.4 125.8 85.0 158.4 158.8
vec. = 134.4 105.8 127.0 85.0 160.3 161.0
19gin 138.0 106.5 129.6 85.0 164.3 4/ vee
Teb. 143.2 108.1 132.5 85.0 168.4
Hax;h 148.2 109.8 135.0 85.0 172.6 eee
Aprid 150.6 109.3 137.8 85.0 176.9 ces
HP - 152.8 108.9 140.2 85.0 181.4 .es
T 1erg 11 143.2 85.0 185.9
J:;y ] 111.2 145.7 85.0 190.5 ces
Percentage change
Nov. 1982-
“Yaly 1983 21.1 4.5 15.8 —- 20.3

1/ Increases mean appreciation.

2/ Using seasonally adjusted price indexes.

3/ Date of latest consideration by Executive Board,
%4/ Data for January-July are staff estimates, assuming a rate of

inflation of 2.5 percent per month.
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The Chairman added that the conclusions would have the
same character for consultations with all member countries,'"

Although this reply appears to favor the uniform approach, the
issue was next taken up in "Consultation Practices and Procedures” (SM/78/67,
3/3/78), as follows:

"In the case of members who have accepted the obligations of
Article VIII, Sections 2, 3, and 4 and which maintain or introduce
exchange restrictions or multiple currency practices, the matter
would be handled as under present policies and practices. Whenever

the staff considered that the member's actions has not been appro-
priate to its circumstances, it has not recommended approval and no

decision has been proposed. In such cases a brief description of
the restrictions, the member's circumstances and the views of the
staff and the authorities have been described toward the end of the

staff appraisal in the report on the consultation."

The unequivocal reference to "present policies and procedures” is
somewhat difficult to understand from the record, given the 1977 discussion.
Nevertheless, as a previous search of our computer records late in 1982
revealed, this has been the standard procedure, and Mr. Liuksila's obser—
vation on Guyana in this respect is upheld.

Mr. Gonzalez has provided me with a copy (attached) of a news
report of a recent change in Guyana's producer price policies for gold that
appears to introduce recognition of the parallel market. I have given

Mr. Liuksila a copy.

Attachment

cc: Mr. Liuksila
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10 Mr. J. Gonzale pAaTe: September 20, 1983
FROM W. Beveridge

sussect:  Guyana Staff Report

Attached please find suggested additions to the Staff Report
for the 1983 Article IV consultation with Guyana.

I believe that Attachment I should be inserted as a concluding
paragraph of Section II of the chapter on policy discussions (p. 16).
Attachment II is to be inserted within the Staff Appraisal as the first
whole paragraph on page 24. Attachment III is a revised version of the
Proposed Decision.



ATTACHMENT 1

Guyana

During 1981 and 1982 Guyana intréduced restrictive practices in its
exchange and trade system. The list of commodities that are guaranteed
import -licenses was reduced significantly and now includes mainly selected
capital goods, spare parts, raw materials, and drugs. Currently, appli-
cations for import licenses are generally not approved for consumer goods
nor for commodities for which substitutes exist locally. The exchange
system currently in effect in Guyéna involves the following restrictions
on payments and transfer for current international transactions subject

to the Fund's approval under Article VIII, Section 2:

(i) an annual limit of G$200 per person on éxchange allocation
for tourist travel;

(ii) a prohibition, since January 28, 1982, on cash gift allow-
ances abroad; and

(iii) an accumulation of a substantial amount of external payments
arrears.



ATTACHMENT II

Guyana

Guyana maintains restrictions on payments and transfers for current
international transactions, arising from restrictions on the provision of
foreign exchange for tourist travel and cash transfer abroad, and from
the existence of external payments arrears. Furthermore, Guyana's external
payﬁents arrears have increased since the last Article IV consultation.
The staff encourages the authorities to adopt policies that would facili-
tate the elimination of these restrictions as soon as possible. 1In the
meantime, the staff does not recommend that the Executive Board approve

the restrictions.



ATTACHMENT 111

-iya=-

Proposed Decision

t

The following draft decision is proposed for adoption by the Executive
Board:

1. The Fund takes this decision relating Guyana's exchange measures
subject to Article VIII, Section 2, in the light of the 1983 Article
consultation with Guyana conducted under Decision No. 5392 (77/63),
adopted April 29, 1977 (Surveillance over Exchai _: Rate Policies).

2. Guyana maintains a restriction on the provision of foreign
exchange for tourist __avel and cash transfer abroad, and has accumulated

external payments arrears. The Fund encourages Guyana to pursue policies

that will permit the removal of these restrictions.
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Mr. Beveridge N June 6, 1983 o
G. Begashaw t
Guyana—--Discussions with the Guyana authorities /S

(June 1-June 3, 1983) [

As you will recall, the exchange rate action proposed by the Fund
mission in April was the main concern of the Guyana authorities, and during
the discussions held last week it continued to be the main topic. The posi-
tion of the Guyana authorities did not materially change initially from that
stated in the recent document (dated May 7, 1983) sent to the Fund except
that they explicitly stated the multiple rate system that they think should
be adopted in the context of a program. Again they voiced their concern
regarding the effect of devaluation on real wages, prices of "sensitive"”
products (sugar, rice, electricity), and on the financial position of major
enterprises——specifically those that are not net foreign exchange earners.
Furthermore, they were worried about exchange and capital losses of the Bank
of Guyana and public corporations that would result from devaluation and
treatment of external payments arrears.

The discussions focused mainly on technical issues. At the request
of the Guyana author ties, the staff had prepared a note detailing alter-
native ways employed by some Fund members to deal with the problems of capital
and exchange losses, and the effect such losses would have on the balance sheet
of public corporations and the Bank of Guyana. The technical discussion also
included the effect of devaluation on public sector deficit, and emphasized
the need to limit the fiscal imbalance to the level that would be financed
externally and the need to complement the exchange rate action by appro-
priate wage policy and budget cuts. Along this line, again at the request
of the Guyana authorities, alternative scenarios of exchange rate action and
wage policy with the resulting financing requirement of each scenario were
explored in detail. This exercise clearly demonstrated to the Guyanese team
the need for a substantial adjustment in the exchange rate, restraint in wage
policy, buc_ :t cuts, and correction of certain prices.

Regarding the exchange rate action, the staff has maintained its
previous position that there was no need to split the rate while the required
amount of devaluaton was left for future discussion during a mission tenta-
tively scheduled for early July in Georgetown.

cc: Mr. Quirk
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Guyana: External Payments Arrears

(In millions of U.S. dollars; end of period)

March
1981 1982 1983
Total external arrears 82.7 215.9 e
1. Deposits on external
payments arrears 49.1 97.7 103.1
Merchandise (34.3) (68.1) (oes)
Other current payments (14.8) (29.6) )
2. Bank of Guyana debt 23.6 89.6 .
Bilateral deposits (7.9) (32.9) (s:4)
CARICOM multilateral
clearing facility (15.7) (56.7) 54.7
3. Central govermment debt 1.0 15.8 cee
Interest (0.2) (5.1) (ees)
Principal (0.8) (10.7) (ees)
4. Public corporations' debt 9.0 12.8 .o

Source: Bank of G _ ina
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be an additional $70 million in 1983 to cover the (present) unfinanced
gap and new gross disbursements from newly contracted loans will amount
to $100 million per year in 1984 and 1985.

d. Exports

Exports f.o.b., which are currently estimated at $748 million
for 1983, have been adjusted by the factor of 1.074 in order to arrive
at the services portion. Exports are projected to rise by 10 per cent
per year through 1985.

e. GDP

Current GDP, which is estimated at $560 million, is projected
to increase by 7 per cent in 1984 and 10 per cent in 1985.

It must be stressed, however, that the foregoing analysis
should be indicative mainly of trends and not of absolute values in view
of current status of the available data. Further refinements will be
done during the mission and whenever we may get more concrete data from
Morgan Grenfell's survey of the debt situation.

2, Export taxes

The main consideration in equating export taxes with multiple
currency practice (MCP) is their linkage with the exchange system. In
cl s;sical cases, direct linkage of export taxes with the exchange system
(t :reby constituting an MCP) occurs when export taxes are levied at
the time of the surrender of foreign exchange proceeds for certain
exports. The application of these taxes result in a de facto separate
exchange rate for these transactions. Some examples—gf export taxes
directly linked with the surrender of export proceeds are Brazil
("contribution” quotas), the Philippines, and Peru. However, there are
other cases where the techniques of application of export 1 s y
preclude the fr. b MC.s. One case in point was the Japanese
export tax of 198l. ....ng consultations between the Legal Department
and L..., it was determined that the :, plication of these export taxes
would constitute an MCP "if any reference was made to the Exchange
System in assessing the tax.” 1/ Thus, to avoid any problems on the
mode of application, it was sdggested that a Japanese yen levy be
imposed on each unit exported, which would then be tantamount to a tax
on the volume of exports. Alternatively, the tax could be applied on
the domestic currency value of the exported product, irrespective of
the dollar equivalent. Above all, it is of great importance that the
taxes not be collected at the time and on the basis of surrender of
export proceeds, but rather at the customs (or shipment) stage, or at
the time of export licensing or registration.

1/ For examplc, if the value of exports in foreign currencies would

rec ire conversion at a predefined exchange rate for purposes of levying
the tax.
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Table 1. Guyana: Effects of Debt Rescheduling

ATTACHMENT

1983

1984

1985

Debt service (P + I)
Before rescheduling
After rescheduling

Exports of goods . .| services
GDP

Net inflows

Debt service ratio
Before rescheduling
After rescheduling

Debt service/Gl
Before rescheduling
" After rescheduling

Net inflows/GDP
After rescheduling

(In millions of U.S. dollars)

175
73

301

560

130

105
119

331
599
79

(Ir =~~~ cent)

112
126

364

659

66
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December 30, 1982

..e attached background is
relevant on the CFF. I will be
here until about 2:20 p.m. when
I plan to leave for the funeral
services.

Mr. Dale:

Attachment

Donald K. Palmer



GUYANA
-- Compensatory financing purchase 15.8 per cent of quota
(up to 50 per cent of quota)
-- Board discussion, November 5, 1982
Facts
Board con dered staff report on Article IV consultation at the same
time as the CF request.
Staff report made plain (a) economic situatien bad, (b) policies not
adequate to cope, (c) no prospect for early program, (d) sizeable external
payments arrears and staff did not request Board approval for restrictioms.

Board discussion

Directors highly critical about economic policies and unenthusiastic
about request. U.S. in rarticular questioned whether :zest of cooperation
had been met: references to inadequate policies; unapproved restrictions

and capacitv to make repurchases.

X N ok kX kK kX k kK k ok x %k

Subsequently, Mr. Dallara indicated, privatelv, continuing unhapniness
as to whether test of cooreration had been met. Hinted that his chair
would not support marzinal cases in futul Disc sions prior to n :ting

had persuaded him not to object more strongly during the meeting.



Dominican Republic

Paper issued April 21. Staff attempting to negotiate first

credit tranche program but not successful. No comnsultation paper.

No issues raised about cooperation test.

Z ia

Paper issued November 23. Paper discussed December 13. Failure of
EFF and promised Board that discussions would continue leading hopefully
to new SBA. These same discussions would include the Article IV
consultation.* At the time of the December Board meeting, no

acc 1mpanying consultation report.

U.S. and others questions cooperation particularly since there were
inadequate assurances of member's capacity (i.e., appropriateness of
policies) to make repurchases. Legal Department indicated that request

met all the criteria for use of CF in lower tranche.

*A staff mission had recently visited Zambia to initiate the consultation
discussions along with stand-by negotiations, but a paper was not issued.















Office Memorandum

-

10 . Mr. Beveridge i} pate: November 4, 1982
FROM - Peter J. Quirk {‘:‘!' /!

7
SUBJECT - Guyana: Nonapprdbal of Exchange Restrictions--Mr. Kafka's Buff

Paragraph 5 of Mr. Kafka's buff statement for the Guyana Board
meeting tomorrow questions the absence of a recommendation by the staff for
approval of Guyana's exchange restrictions, including external payments
arrears. It states that Guyana has no option but to restrict imports, as
a new comprehensive stabilization program would take time to put into effect.
It also attributes the accumulation of arrears mainly to factors outside
Guyana's control.

To take the second point first, Mr. Kafka's buff itself notes that
a weakening in demand management was one of the factors affecting recent
(unfavorable) economic developments in Guyana. The reference point for con-
sidering the arrears performance is also not just a zero accumulation, but
the 50 per cent reduction called for under the EFF program—-more than a
trebling has actually occurred (from SDR 22 million to SDR 77 million) since
the inception of the program.

As to the necessity of imposing import restrictions, it could be
noted that this is a somewhat different matter than the continued accumula-
tion of arrears——-the two are, in fact, alternatives. Necessity is also an
insufficient basis for Fund approval. Paragraph 2 of Executive Board
Decision No. 1034-(60/27) of June 1960, "Article VIII and Article XIV,”
states that "...the Fund will grant approval only where it is satisfied that
the measures are necessary and that their use will be temporary while the
member is seeking to eliminate the need for them.” Given the particularly
undesirable and persistent character of arrears as restrictions, with only
the one exception noted -in my memorandum to you yesterday, 1/ a stand-by or
EFF arrangement has been considered necessary to attest to ‘their temporary
nature.

l/' The circumstances of that exception do not apply to Guyana.

































Mr. Beveridge October 4, 1982

Peter J. Quirk

Guyana—--Treatmen! rrears and Requirement of
Cooperation Under the CFF Qf

As I mentioned to you on Friday afternoon, I have some difficul-
ties with the position on this subject expressed in Mr. Liuksila's October 1
memorandum to Mr. Kaibni. His memorandum takes, I believe, a more stringent
view of the relatonship between unapproved restrictions and lower tranche
CFF drawings than the undertakings made recently by the staff to the
U.K. Executive Director.

Mr. Liuksila's position, which he bases on the 1970 decision on
external payments arrears, is essentially that if a CFF is contemplated,
"understandings” with the Fund should provide for the elimination of pay-
ments arrears over a limited period. Although the 1970 arrears decision
could possibly be interpreted in this fashion, understandings along these
lines would seem to me to come dangerously close to making the CFF a condi-
tional source of Fund financing.

Paragraph 4 of the arrears decision states that Fund assistance
to members having payments arrears should be granted: (1) on the basis of
performance criteria, or (2) on the basis of policies similar to those
specified in paragraph 3 relating to approval. As a CFF does not include
performance criteria, (2) is the operative clause. Paragraph 3 states that
approval is given only when the member has a program in effect with the Fund
for the elimination of arrears. Thus the conclusion appears to be the same
in both instances, and (2) would be a redundant clause. The solution to
t! s apparent redundancy is that (2) must be considered in the light of
ot 2r policies of the Fund--in particular, the Executive Board decision
regarding cooperation under the CFF. As was gone into in some detail in
the discussions with Mr. Anson, what must be demonstrated for a lower credit
t ache dr: 1g is a willingr ss on the | -t of tt mber { adopt | 3
in future directed toward solving its balance of payments problems in a
manner consistent with the provisions of the Fund's Articles. 1/ The posi-
tion expressed in Mr. Liuksila's note would be more appropriate for an upper
tranche CFF drawing.

The draft CFF paper for Guyana remains, I believe, consistent
with the position expressed here and further redrafting is not indicated.

l/ Recent policy steps taken by the Guyanese authorities in this direc-
tion are described in the draft paper.
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Minutes of Meeting Held with the Guyana Delegation
Sheraton Centre, Toronto, Canada Sunday, September = *98Z2,-* 5:00 p.m.

PRESENT: - Guyana ™~'egation

Hon. Hugh Desmond Hoyte, Vice President and Minister of
Economic Planning and Finance

Mr. P: rick E. Matthews, Governor -~ Bank of Guyana

Mr. Clarence F. Ellis, Chairman, State Planning Board

Mr. R. Gravesande, Consul - Guyana Consulate (Toronto)

IMF Staff

E. Walter Robichek

Willi: A. Beveridge (ETR) |
Marcello Caiola

David S. Cutler (TRE)

Executive Director

Mr. Alexandre Kafka
Other
Eduardo Weisner

Mr. Cutler indicated that Guyana is at present up-to-date with
payments to the Fund, but it has requested for a one-year postponment of a
repurchase that was due in July 1982. This request would postpone the
repurchase to the end of the permissible five-year period. Moreover,
another repurchase for an alpost similar "amount (SDR 1 million) is already
due in July 1983. To avoid this accumulation of repurchases, the Treasury
Department was suggesting a shorter postponment, such as up to March 1983.
If the Guyanese authorities should agree with the proposal, they should
amend the cable already received by the Fund. Postponment of the repurchase
would be handled on a lapse-of-time basis. Mr. Cutler also remarked that
arrears in payments to the Fund was looked upon as a negative factor in the
event that the country concerned should request Fund's financial assistance.
The Guyanese delegation would take into consideration the proposal of the
T1 1sury Department.

In reviewing Guyana's financial situation, Mr. Hoyte :cognized
that the country was facing a serious crisis. The current account deficit
of the public sector was estimated at the equivalent of 25 per cent of GDP
in 1982 and 16 per cent in 1983; the latter being t sed on the ass_ ption
that (1) world demand for raw materials would not improve; (2) Guyana
would reschedule successfully its external debt, and (3) state enterprises
improve their efficiency.

Regarding state enterprises, Guyana has retained Lehman Brothers
to review the situation and suggest alternative policy options to improve
their administrative structure. In the bauxite sector, U.S. Steel and
Kaiser are preparing a joint study for the restructuring of the industry.

The study, that should be finished before the end of 1982, would involve a
private sector equity participation of these companies, and the Guyanese



-'\‘

delegation assured the staff that there was sufficient political support
in their country for such a proposal. (A similar offer by ALCAN has been
temporarily rejected because ALCAN was insisting on exclusivity on the
study.) The sugar nadustry is still affected by low international prices,
b : production costs have shown only modest increases, as the labor force
has been reduced by 5,000 workers.

Mr. Robichek stated that the Fund's position in regard to
Guyana has not changed, inasmuch as prerequisite for negotiation of a
program that would qualify for a standby arrangement on the upper credit
tranches were still (1) the restructuring of the bauxite sector; and (2)
commitments by donor countries of resources sufficient to clpse Guyana's
financial gap. On the first precondition, the Fund would be guided by the
judgement of the World Bank, while the willingness and extent of foreign
aid would be determined in the CCCED meeting on September 9. 1In present
circumstances, the Fund would consider only a one-year standby arrangement,
in coordination with the World Bank, covering most of 1983, for the maximum
available amount under present guidelines. Mr. Robichek gave credit to the
Guyanese authorities for having followed Fund's advices in the past, but
stated that Guyana's problem was a structural one and, hence, the Fund's
role could be only limited.
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TO:

FROM:

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

See Below . DATE June 9, 1982

Vincent J. Riley, Adviser, UNDP/UN Operational
Activities, IRD

GUYANA: Assistance in Debt Rescheduling

On June 7 in Geneva, G. Arthur Brown, Deputy Administrator of
UNDP, told me of a request UNDP has received regarding the above,
asked about ongoing IMF arrangements and Bank SALs, and requested
that I inquire about the possibility of IMF or Bank assistance to
Guyana in this area. -

Guyana apparently is preparing for a debt rescheduling discussion
with creditors. In order to help it prepare, Guyana has contacted
Morgan, Grenfell, which is prepared to undertake the job at an approxi-
mate cost of $500,000. It is in this connection that UNDP was approached.
Guyana has fully committed its current allocation (IPF) from UNDP, and
seeks a special grant from UNDP's program reserve. Brown is reluctant
because (a) he believes that without IMF support, any discussion with
creditors will be non-productive; and (b) he feels such assistance
should be available from IMF or IBRD. (UNDP also is not well placed
at this time to take on additional commitments).

Before leaving Geneva I spoke with Mahmud Burney, IBRD Representative,
Geneva ; Jack Barnoin, IMF Representative, Geneva , and Ms. Susana Sosa,
IMF Western Caribbean Division, Washington. The results of these
conversations, which are summarized below, were reported to Brown before
I left Geneva (noon June 8).

(a) IMF has an Extended Fund Facility Arrangement with
Guyana, now in the second year of its three year
t m. But this has t :n inoperative : July 1981,
because Guyana had exceeded the agreed Credit
Ceilings.

(b) The Bank made a $22 million structural adjustment
loan and an accompanying $1.5 million technical
assistance loan in mid-1981. As of April 1982,
only about 1/3 of the SAL had been disbursed. I
was unable to provide any information on the
technical assistance loan while in Geneva.

ceeeee /2,



-2 - June 9, 1982

(¢) Questions about the nature of the Guyana
Debt Reschedulings (official debt, or debt
only to private creditors) and of the
possibility of IMF or IBRD assistance to
Guyana in preparing for such discussions
were not answered before I left Geneva.

T agreed to follow-up by referring the
matter to appropriate IMF/IBRD officials
on my return.

Mr. Brown is meeting with Guyanese officials in Geneva this week.
I would appreciate your telephoning me (Ext . 74455) with any information
you can provide relevant to any of the above, which I might pass on to
Brown.

It may be added, as a footnote, that in none of my conversations was
UNCTAD mentioned. The conversations concerned only Guyana's need for

assistance; its approach to Morgan, Grenfell (and thus to UNDP); and the
possibility of IMF/IBRD alternatives.

TO: Mr. Jan F. van Houten
Chief, Commonwealth Caribbean Div., IMF

Mr. Nicolas Carter, Sr. Economist, LC2
Mr. Roberto Gonzalez—Cofino
Chief, Division 2C, LC2
cc: Mr. ( E. Sanson
Deput, ___2ctor, Western ..cmisphere e., T

Mr. Mahmud Burney, Geneva

Ms. Susana Sosa, IMF

VJRiley/eb
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