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I. Introduction 

Since the issuance of the staff report for the 1990 Article IV 
consultation with Guinea (SM/90/142), the Guinean authorities have 
communicated to the Fund (see attached letter dated July 17, 1990) a 
list of policy measures recently implemented, as well as a number of 
actions to be taken during the second half of 1990. l/ On this basis, 
the authorities have prepared new revenue and expenditure estimates, 
which are reflected in a revised government budget for 1990 adopted in 
late July. 

11. Recent Developments and Revised Outlook for 1990 

A number of the measures recently taken or envisaged by the author- 
ities had been considered in the context of the earlier discussions with 
the Fund staff. Among the policy actions that have been implemented, 
the main items refer to the restructuring of the petroleum sector. The 
Government has concluded an agreement with its foreign partners to pri- 
vatize the National Hydrocarbons Office (ONAH) and it is currently 
streamlining the relations between ONAH and its major customers. In 
their letter, the authorities indicate that these measures have already 
had a beneficial effect on the collection of the special tax on petro- 
leum products (TSPP) and could pave the way for an increase in petroleum 
producC prices and in the TSPP. In addition, a 10 percent customs duty 

I/ Discussions on these issues took place in Washington during the 
period July 11-17, 1990. The representatives of Guinea included 
Mr. Benjamin, Minister of Economy and Finance, and Mr. Yansank, Governor 
of the Central Bank. The staff representatives were Mr. Kapur and 
Mr. Hilbers (both AFR). Mr. Mawakani, Executive Director for Guinea, 
attended the final meeting. Mr. Santos, Alternate Executive Director 
lor Guinea, Mr. Toe, Advisor to the Executive Director for Guinea, and 
Ml-. ‘I’u I uy ) of the World Bank’s Africa Region, were present in most of 
the meetings. 
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on rice imports was introduced on June 1, 1990. A technical assistance 
Learn is advising the management of the national electricity company, and 
a unit has been set up to monitor customs exemptions. Finally, the 
authorities have indicated that the Government and an alumina company 
(FRIGUIA) have reached an agreement providing for the payment of taxes 
on an accrual basis, instead of an assessment basis, as of mid-1990. 

Furthermore, the authorities have announced that in the coming 
months additional measures will be introduced to improve tax collection, 
contain public expenditure, and speed up the restructuring of public 
enLerprises. In particular, new customs and direct tax codes are to be 
introduced, the civil service roster will be completed, and a computer- 
ized system for civil service payroll disbursements will be in operation 
shortly. 

As a result of these measures, the authorities expect that the 
o,Jerall fiscal situation will improve in comparison with the earlier 
sLaff projections. For 1990, revenue and grants are now estimated by 
Lhe authorities at CF 329.3 billion, instead of the CF 319.1 billion 
indicaLed in the staff report (Table 1). Expenditures are projected to 
br slightly lower than had been foreseen, owing partly to savings stem- 
ming from the computerization of payroll disbursements. Thus, the over- 
all fiscal deficit is expected to be about 1 percent of GDP lower than 
envisaged in the staff report and, assuming that the projected external 
assistance materializes, net repayments to the banking system are esti- 
mated to amount to GF 9.8 billion. However, fiscal and monetary data 
for the First seven months of 1990 suggesL that the attainment of these 
oljjecLives is likely to be difficult. 

Ttle authorities also expecL Lhr external position to improve, 
rctlecting the higher tax payments by the mining companies (which are 
ri.lecLead in t‘oreign exchange) and the measures taken to curb the demand 
tur imports (Table 2). Accordingly, the current account deficit for 
1990 has been revised downward, and neL toreign assets are expected to 
increase in comparison with earlier projections. No residual financing 
gap is projected for 1990, on the assumption that external financial 
assistance will be disbursed as expected. l/ For later years, however, 
substanLial gaps are likely CO arise, which underscores the need L‘or 
addiiional adjustment measures. 

The authorities have maintained Lhrir objecLive of lowering the 
inflaciori rijtt! to 16 percent for 1990, on Lhe basis of a deceleration 
in the raLe of intlaLion LO 14.3 percenL over Lhe 12-month period ended 
May 1990. ilowever, actual data for the lirst seven months of 1990 
indicate an annual raLr ot inflation ot’ nlmosL 18 percent. 

li ‘l’his assistance includes disbursements toLaling about US$75 mil- 
l ion undt?r three World Bank crediLs and associated cot inancing related 
10 sec(oral loans I‘or educaLion and the second Lranche ol the second 
SAC. 
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111. Stat I Appraisal 

The Cuinean authorities have recently implemented a number of key 
measures, including actions designed to restrucCure the tlnrrgy sector, 
and they have marshaled additional resources to offset the financial 
consequences of a delay in adjusting the retail prices of petroleum 
products in 1990. The staff welcomes the policy actions that have been 
taken, as wrl I as those that are envisaged, which could improve Guinea’s 
overall economic and financial situation relati:.,e to that described in 
the staff report for the Article IV consultation. The auLhori ties ’ 
objectives tor 1990 appear attainable, although fiscal and monetary 
developments in the first seven months of the year suggest that this is 
likely to be difficult. It is thus imporLant that the measures contem- 
plated for the remainder of this year be implemented in a sufficiently 
forceful and timely manner. However, while the authorities’ policy 
package could offset the immediate financial implications of the defer- 
menL 01 the increase in retail prices of petroleum products, it does not 
adequately address the fundamental strucLura1 issues at hand, especially 
the dislortions caused by the budgetary losses on petroleum products. 

The recent surge in world oil prices has reinforced the case for an 
early adjustment of the retail prices ot petroleum products. The staff 
estimates Lhat on the basis of an average oil import price of US$21 per 
barrel in 1990 and US$23 per barrel in 1991 (compared with US$16-18 per 
barrel in earlier projections), Guinea’s current account deficit would 
widen t)y abouL US$18 million in 1990 and US$23 million in 1991 compared 
wilh rhe projections in the attached tables; in the absence of domestic 
price increases, the budgetary impac[ could amount to CF 6 billion in 
1950 arld CF 16 billion in 1991. [n the circumstances, the staff is of 
L he :;iew Lhat in the period ahead Cuinra will need to adapt its finan- 
cial and structural adjustment eftorts in keeping with a sustainable 
mrdiunl-term macroeconomic framework. 



APPENDIX 

Embassy of Lhe Republic of Guinea 
to the United States of America 

2112 Leroy Place, N.W. 
Washington, D.C. 20008 

AGW/DTV/72/90 Washington, D.C., July 17, 1990 

Mr. Michel Camdessus 
Managing Director 
International Monetary Fund 
700 19th Street, N.W. 
Washington, D.C. 20431 

Dear Mr. Camdessus: 

Further to our Head of State’s letter of June 25, 1990 confirming 
the Cuinean Government’s determination to continue its economic recovery 
efforts, and our recent discussions with the Fund, we wish to inform you 
of the principal economic policy measures we plan to implement during 
the second half of the year in order to maintain a viable macroeconomic 
framework and thus build a sound foundation for an enhanced SAF in 1991. 

Although the Government did not submit a request under SAF TIT, it 
has already introduced almost all the preliminary measures and opera- 
tions agreed at the negotiations in May 1990. A list ot the main mea- 
sures is shown in Attachment I. 

The list highlights the considerable efforts already made in the 
petroleum sector, namely, the signing and ratification of the privati- 
zation agreement for the National Hydrocarbons Office (ONAH), the 
creation of a new team for ONAH liquidation and the management of the 
petroleum sector, and the streamlining of relations between ONAH and its 
major customers (State, ENELGUT, AIR CUTNEE). As stated in the Head of 
State’s letter, these structural measures have already had a beneficial 
effect on collection of the specific tax on petroleum products (TSPP) 
and wil 1 pave the way for an eventual increase in petroleum product 
prices and in the TSPP. 

Compensatory measures introduced include a 10 percent customs duty 
on rice imports, over and above the 10 percenL turnover tax (TCA), thus 
raising the taxes on this product from the agreed 17 percent to 20 per- 
cent. At the same time, a technical assistance team has been brought in 
to manage ENELCUI and a unit set up to monitor customs exemptions. 

Tighter controls on overall demand have moderated inflation, which 
has eased from 26 percent in 1989 to 14 percent in May 1990. 

In the coming months, new measures will be introduced to improve 
Ihe assessment and collection of nonmining taxes, to control and 
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racionalize public expenditure, and to speed up the restructuring of 
public enterprises. More specifically, we are going to publish and 
implement the Customs Code and the Direct Tax Code, complete the civil 
service roster, and introduce a computerized system for civil service 
payroll disbursement beginning in October, which will result in savings 
in the wage bill. A list of these measures and their timetables appear 
in Attachment II. 

All these measures are covered by a revised budget bill which is 
consistent with the macroeconomic framework and the table of government 
financial operations (TOFE) included in Attachment III. 1/ The results - 
ot all the supplementary adjustment efforts are shown in the table. The 
revised budget bill will be adopted end-July 1990. 

With respect LO the negotiations in May i990, the TOFE and the 
balance of payments have improved considerably: the deficit, on the 
basis of government financial commitments, has declined from GF 67 bil- 
lion to GF 61 billion, Treasury debt reduction operations at the Centra 
Bank have gone from GF 2.5 billion 10 CF 9.9 billion, and Central Bank 
reserves (including gold) total USS102.2 million. Any revenue surplus 
would serve to reduce the deficit still further and increase Central 
Bank reserves. 

1 

We believe that impiementation of all the measures contemplated and 
mt-,bili;:ation of the anticipated external assistance in support of the 
sLructura1 adjustment program will enabl.e us to maintain a viable 
macroeconomic situation and Lay the I-oundations f.or a successful program 
under an ESAF in 1991. 

Sincerely yours, 

Is/ 

Kerfalla Yansanit 
Cuve rilu r 0 I t he 

Central Bank of the 
Itcpubl ic ot Guinea 

IS/ 

Edouard Benjamin 
Minister of Economy and 

Finance 

l/ N.B. I’his attachment is not included; the main data are shown in 
Table 1 of SM/90/142, Supplement 1. 
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ATTACHMENT I 

Measures Implemented 

A. Public finance 

1. Introduction of a 10 percent customs duty on rice, over and 
above the 10 percent turnover tax (TCA). June 1, 1990. 

2. Control of the wage bill. 

3. Start-up of the unit for monitoring customs exemptions. 

4. Implementation of the CovernmenL Accounting Plan at the 
special customs collection office. June 1, 1990. 

B. Public enterprises 

5. Signing of an agreement privatizing the national petroleum 
company (ONAH) with the [foreign] partners. May 22, 1990. 

6. Introduction at ONAH of a new liquidation-management team. 
May 17, 1990. 

7. Implementation of procedures for cash settlement of petroleum 
product sales and a schedule for payment e;lery ten days of the specific 
tax on petroleum products (TSPP). June 7, 1990. 

8. Ratification of the ONAH privatization agreement. June 26, 
1990. 

9. Setting up of a technical assistance team to handle restruc- 
turing of the national electric power company (ENELGUT). April 1990. 

10. Signing of a fuel supply contract between ONAH and ENELGUI 
following introduction of the cash payment procedure. June 1990. 

11. Non-active status for 183 ENELGUI employees. June 1990. 

C. Money and foreign exchange 

l7 C. Maintenance ot a flexible exchange rate policy and a policy of 
posiLive real interest rates. 
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Measures Planned for the Second Half of 1990 

A. Public finance 

APPENDIX 
ATTACHMENT II 

1. Adoption of a revised budget bill. July 31, 1990. 

2. Finalization of the general regulations on public accounting and the 
organic finance law. September 1990. 

3. Negotiation of a new price structure for petroleum products with the 
petroleum partners. End-September 1990. 

4. Adoption and application of the Customs Code. September 1990. 

5. Adoption and application of the Direct Tax Code. November 1990. 

6. Finalization of the taxpayer list of enterprises. September 1990. 

7. Completion of the program for updating the civil service roster and 
implementation of computerized payroll disbursement. October 1990. 

8. Transfer of general government accounts to the BCRG under Treasury 
supervision. October 1990. 

B. Public enterprises 

9. Presentation and adoption of a medium-term restructuring plan for 
ENELGUI. End-August 1990. 

10. Installation of meters (70 percent of electric power consumption) 
and power limitation devices (30 percent of electric power consumption) and 
setting up of a computerized billing system at ENELGUI. November 1990. 

11. Consolidation of ONAH and ENELGUI restructuring operations and 
formulation of a plan for restructuring other public enterprises. November 
1990. 

12. Adoption of a framework law governing the relations between the 
State and public enterprises. October 1990. 

C. Money and foreign exchange 

13. Clearing of external debt arrears before the end of the year. 

14. Maintenance of a flexible exchange rate in order to stabilize the 
real effective exchange rate. 

15. Assessment of interest rate policy and increase in the preferential 
refinancing rate (TREP) with a view to lowering the gap with the standard 
refinancing rate (TREN). September 1990. 




