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increased production levels and higher intern-*ional gold prices. Real output in the gold industry
increased by 45.3 percent in 2016. Qutput in ...2 agriculture, fishing and forestry sector fell by 10.4
percent, due to contractions in the sugar and rice industries of 20.7 percent and 22.3 percent,
respectively. Both industries suffered from unfavourable weather, including the lingering impact of El
Nifio early in the year. The manufacturing sector also recorded a contraction, with output falling by 9.5
percent, as sugar and rice manufacturing mirrored the performance of agricultural production.
Construction grew by 6.3 percent, reflecting, in part better, execution of the Public Sector Investment
Programme (PSIP) compared with 2015. The services sector had modest growth of 0.7 percent, despite a
1.8 percent contraction in wholesale and retail trade, a major component of the sector.

Both revenue collection and expenditures increased in 2016. The non-financial public sector collected
a total of $190.8 billion in tax and non-tax revenue, in 2016, an increase of 8.3 percent over 2015. Total
expenditures were $219.2 billion, an increase of 18.7 percent over 2015, a year in which spending was
delayed by elections and a change of governmer* The total deficit of the non-financial public sector was
$20.6 billion in 2016, or 2.9 percent of GDP.

Guyana's balance of payments narrowed to a eficit of US$34.4 million in 2016, from a deficit of
US$107.7 million in 2015. The current account balance improved to a surplus of US$13.0 million in 2016,
from a deficit of US$181.5 million in 2015, notably the first current account surplus recorded in nearly
four decades. This was largely due to a large decrease in the merchandise trade deficit from US5340
million in 2015 to US$7 million in 2016, reflecting a US$330 million increase in gold exports, and a $US23
million decline in fuel and lubricant imports, due to lower oil prices. The capital account weakened,
from a surplus of US$71.4 million to a deficit of US$13.2 million, in part reflecting lower net inflows of
foreign direct investment.

In 2016, prices remained stable in Guyana. The 12-month inflation rate stood at 1.4 percent as end-
December 2016, reflecting moderate money growth rates. Interest rates remained low and stable
through December 2016. The exchange rate between the Guyana dollar and the U.S. dollar at the Bank
of Guyana remained stable at $206.5 through December 2016, despite some indicators of increasing
demand for foreign exchange at the end of 2016.






Sound public debt management policies and practices require robust legal underpinnings. Although the
existing legislative framework contains some of the basic principles of public debt, it does not cover all
the salient features of public debt management that promote sound debt management practice. The
legislation relating to public debt management is distributed over several pieces of legislation, some
dating back to the early years of last the century.

Cognisant of the need for improvement in this and other areas of debt management, the Government
sought the assistance of the Commonwealth Secretariat (COMSEC), which offered to provide support to
improve debt management capacity and overcome a number of institutional challenges. Some of the
areas included training in Information Technologv (IT) Support and advanced training in CS-DRMS for
government officials.

In September 2016, as a follow-up to the reques. for technical assistance, the COMSEC conducted a
mission to assist in the reform of the legal framework governing public debt management in Guyana.
The mission was conducted by two policy advisers from the Debt Management Advisory Services Unit of
the COMSEC. The team met with all stakeholders involved in debt management to assess the strengths
and weaknesses of the existing legal framework, while garnering insights into the debt management
operational activities, institutional arrangements and market overview.

During the COMSEC’'s mission to Guyana, several weaknesses were identified in the current legal
framework, which needs to be strengthened to improve the basic foundation of debt management.
Some of the weaknesses identified include: the fragmentation of current legislation; the need for
enhanced detail and clarity in legislation; future proofing and increased depth of legislation coverage;
the creation of debt management objectives and strategy and; the development of the domestic
government debt market. The weaknesses identified are depicted in Figure 2 below:

Figure 2 - Weaknesses Identified hv COMSFC in the | sgal Framewnrk Governing Debht Management in Guyana

Source: Debt Management Division, Ministry of Finance






At the beginning of 2016, there existed five (5) technical staff, including the Head of Division. However,
in March 2016, one (1) of the two Senior Economic and Financial Analysts resigned from the division.
This adversely affected the capacity of the division to do the analytical functions of debt management
and added to the workload of the other staff. For several months, the division operated with four (4)
technical staff who were straddled between the analytical and operational aspects of debt management
which hampered operations. In August 2016, two (2) additional staff were recruited, bringing the
technical staff complement to six (6).

With the improvement of the human resources in the division, came associated requirements, including
training of new staff. However, even with the new recruits, the staffing of the DMD remains small and a
moderate turnover can quickly reduce its capac” '. This small number of staff militates against the
improvement and reorganisation of the division .. recommended since there is inadequate technical
staff to facilitate the restructuring along functional lines.

During 2016, the staff of Debt Management Division participated in several seminars and training
workshops. The details of these are highlighted in Table 1 below:


















At the end of December 2016, Guyana’s public external debt stood at US$1,162.4 million which
represented an increase of 1.7 percent when c~mpared to the US$1,143.1 million recorded at end-
December 2015. This increase was mainly due to sbursements from the Export-Import Bank of China -
made during the third and fourth quartersin 201  for the Cheddi Jagan International Airport Expansion
Project.

1165

1160 e

1155 ..........

1150 e

USS miltions

1145 ..........

1140

1135

1130

End-Dec End-Mar End-June End-Sep  End-Dec o
2015 2016 2016 2016 2016 @)"6

o

Source: Debt Management Division, Ministry of Finance

Although the nominal public debt increased, the total external public debt to GDP ratio declined from
36.1 percent as at end-December 2015 to 33.7 percent as at end-December 2016 as a result of GDP
growth outstripping the rate of growth of public external debt stock.
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Figure 9 : Public External Debt Stock by Currency Figure 10: Public External Debt Stock by Currency
Composition in 2016 Composition in 2015

Source: Debt Management Division, Ministry of Finance

It is noteworthy to mention that the currency composition of Guyana's external debt portfolio is a
reflection of the availability of funding from development financing partners and the currencies in which
they are denominated. However, in the near future, the portfolio may transform to reflect an increased
dominance of US dollars and Chinese Yuan. This can be expected since there have been recent efforts by
multilateral creditors, particularly the IDB, to 'dollarise’ their loans, as well as the increased usage of the
Renimbi Yuan, as China increases its South-South Cooperation and grows in stature as a development
partner in the Caribbean region.

A significant portion of Guyana's public external debt was contracted on a fixed interest rate basis. At
the end of December 2016, fixed interest rate public external debt was 86.8 percent of the external debt
portfolio, which represented a slight decline of 0.5 percentage points from the end of December 2015
position. Consequently, the share of variable interest rate debt increased by the corresponding 0.5
percentage points to 13.2 percent as at end-December 2016. The increase in the variable interest rate
component of the debt in 2016 is due to the disbursements made on IDB and CDB variable rate loans.

1 - ) . )
Dollarisation refers to a process where loans which have been granted in currencies other than the US dollars are converted to a single-
currency {often the US dollar) on a specific date.
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Only the debt to Bulgaria, amounting to US$0.1 million, which was subject to partial debt write-off, will
mature in less than one (1) year, specifically, in the first quarter of 2017. However, this debt represents
an insignificant share of the debt portfolio. When this loan is rounded to the nearest percentage, it
tends to zero, as seen in Table 6 below.

Tahla A: Publir Fxtarnal Daht Stack hv Ramaining Maturity

£ZUlD £ZULlD

Toti.. ——.CE.._.._. DebtStock  100.0% 100.0%
Less than 1 year 0.5% 0.0%

Between 1 and 5 years 2.3% 1.7%

More than 5 years 97.2% 98.3%

Source: Debt Management Division, Ministry of Finance

Loans with maturity of more than five (5) years, as reflected in Table 6 above, is expected to remain high
in the medium-term, as a result of the volume of loans which have been contracted on concessional
terms. However, as Guyana continues to lose concessional financing, by virtue of its increased economic
stature, there may be a tendency in the future to have a portfolio dominated by shorter-term loans.
These loans, which are 1-5 years in maturity, are usually provided by international capital markets.

Notwithstanding, as Guyana continues to explore new creditors, undertake innovative methods of
financing, contract blended loans and seek to develop the domestic capital market, the onset of
medium-term maturity loans is unlikely to occur in the near future.
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As at end-December 2016, T-bills remained the Bank of Guyana's principal instrument of monetary
control, with the auctioning of T-bills with various maturities (91-day, 182-day and 364-day) in the
primary market.

T-bills issued with a 364-day maturity remained the largest share of the suite of T-bill instruments. As at
end-December 2016, this accounted for 84 percent of the stock of T-bills and 75.4 percent of the total
public domestic debt stock. Comparing this position to the end-December 2015, there was very little
change in the composition of T-bills. However, the share of 364-day T-bills of the public domestic debt
stock decreased by 8.2 percent. Over the quarters, end-December 2015 to end-December 2016, the
stock of the 364-day T-bills was fairly consistent.

The year 2016 was significant with regard to 182-day T-bills. These T-bills increased to about 8.8 percent
of the share of the total T-bills issued. From end-December 2015 to end- December 2016, the stock of
182-day T-bills increased by 2,700 percent. This sharp increase reflected the increased appetite to hold
the 182-day T-bills. Over the quarters, end-December 2015 to end-June 2016, relative to the stock of T-
bills, the share of the 182-day T-bills increased by 2.5 percentage points and increased by a further 6
percentage points at end-December 2016.

In contrast to the 182-day and 364-day T-bills, the 91-day T-bills have shown a downward trend. As at
end- December 2016, the 91-day T-bills represented 7.4 percent of the share of T-bills and a decrease by
about 4.1 percentage points from 2015. This decrease reflects a policy change by the Government to
shift from the 91-day T-bills to 182-day T-bills to finance its cash-flow deficit when meeting current
expenditure.

Tahla R+ Tatal Duhlir PDamacticr Naht hi Inctitnutianal Cartar

2015 2016
Total 81,693.32 3,571..64
Banking Sector 69,637.04 72,049.59
Pension Fund 5,161.88 11,538.10
Other? 6,894.40 6,983.95

Source: Debt Management Division, Ministry of Finance
1/ National Insurance Scheme only

2/ Private Non-Bank Financial Institution

In Guyana, the banking sector comprises the Bank of Guyana and commercial banks while the pension
fund is currently made up of only the National Insurance Scheme (NIS). The "other category" consists of
insurance companies, credit unions, and private individuals. At end- December 2016, the banking sector
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Toablla AN. Afiad..ulbi: Chuninberun ol Tasbal Pokllc Macanadla Maks Caaal

2015 2016

—alPL_.lc__me__..___JtStoc 81,693.32 90,571.64
Short Term 77,436.60 81,467.95
Treasury Bills 77,436.60 81,467.95
91-Day ¥ 8,884.45 5,997.65
182-Day 253.60 7,151.55
364-Day 68,298.55 68,318.75
L...2Term 4,256.72 9,103.69
Debentures 3,898.54 8,780.98
Republic Bank Debentures 0.00 0.00
Bank of Guyana Debentures ¥ 3,898.54 3,898.54
NIS Debenture {(GOG/NIS No. 1/2016) 3 0.00 4,882.45
Bonds 3.40 3.40
Defence Bonds 3.40 3.40
Domestic Loan 354.78 319.31
National Insurance Scheme Loan 354.78 319.31

Source: Debt Management Division, Ministry of Finance
Notes:
1/Includes K-Series

2/ Excludes Bank of Guyana Non-Interest Bearing Debentures
3/Payment to NISto recover its investment in CLICO (Guyana) as per Debenture Agreement dated
16, 2016.

Public domestic debt can be classified by three (3) types of maturities — short-term debt, which
represents debt with a maturity of one (1) year or less; medium-term debt with maturities of over one
(1) to five (5) years; and long-term debt which represents maturities of over five (5) years. Over the
review period, there were no medium-term domestic debt instruments issued. As shown in Table 10, T-
bills accounted for 100 percent of domestic debt maturing in less than one (1) year, while long-term
instruments comprised a single domestic loan, as well as debentures and bonds.
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Bai s monetary policy of mopping up excess lic dity in the economy, so as to curb inflationary bouts
and prevent 'overheating.' It can be inferred, therefore, that these interest payments on T-bills
represent the cost of maintaining a stable monetary condition of the economy.

Figure 19: Public or tic Debt Service for 2016
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Source: Debt Management Division, Ministry of Finance

Public domestic debt service recorded its lowest interest payments during the second quarter of the
year, due to a decline in the redemption of 364- 1y T-bills. However, the redemption of all T-bills (91-
day, 182-day and 364-day) peaked during the third quarter. Principal repayments remained the smallest
contributor to domestic debt service, since these are only 1 de on one (1) domestic debt instrument -
the NIS Loan for the CARICOM Building Project. ~ ese prin  al repayments are made semi-annually in
the secor and fourth quarters of each vyear.
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guarantees are categorised as explicit contingent liabilities because they are specific obligations to
assume the liabilities by law or by contract should the event occur.

Government guarantees, like on-lending arrangements, are typically used to fund development projects
that are a priority to the government. Entities benefitting from government guarantees are usually able
to  .ure more favourable terms with government’s support than had they negotiated on their own.
While these funds are not a direct liability of the government and are not refiected in the accounts of
the central government, they represent a potential risk to the government’s balance sheet if the debt
obligations are not honoured by the beneficiary. It is in this sense that a government guarantee is
considered a contingent liability to the government.

During 2016, the Government did not issue any guarantees. For the period under review, the stock of
publicly guaranteed debt remained relatively s le, totall ~ US$14.9 million at the end of December
2016. Currently, there is only one (1) publicly guaranteed loan on the books of Centrai Government, that
is, the debt to Argentina (BICE). Arrears continue to accumulate on this debt since Guyana is yet to
receive comparable HIPC debt relief from this creditor.

Notably, the Government has not issued guaran 2s for the past three (3) decades, due to conditions
stemming from the IMF's Structural Adjustment Programme in 1988 The current policy is to on-lend
loans to public corporations rather than to issue guarantees.

L LE N "I T IV TT L )

Agency Purpose of Loan Creditor 2015 2016
Guyana Eharmaceutlcal Constructlor? of New Argentina (BICE) 145  14.9
Corporation Pharmaceutical Plant

GRAND TOTAL 14.5 14.9

Source: Debt Management Division, Ministry of Finance

% Under the Paris Club Agreed Minute of 2004 to which Guyana is a signatory, as a condition of receiving debt
write-off, the country receiving debt refief must seek debt write-off from Non-Paris Club creditors which is equal
and comparable in treatment. This is commonly referred to as 2 pari passu clause of the Paris Club Agreed
Minu  which is a Latin phrase translated to mean "ranking equally" or "treated in equal force.”

*In Guyana, this Programme was known as the Economic Recovery Programme (ERP).
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(1) Disbursements
Multilateral
Bilateral

(2) Principal Repayments
Multilateral
Bilateral
Other (including Commercial}

(3) Interest Payments
Multilateral
Bilateral
Other (including Commercial)

{4) Total Debt Service
Multilateral
Bilateral
Other (including Commercial}

(5) Net Inflows (1-2)
Multilateral
Bilateral
Other (including Commercial}

(6) Net Transfer (5-3)
Multilateral
Bilateral
Other (including Commercial}

169,397.67
39,842.06
129,555.61

34,859.45
25,683.80
9,083.94
81.72

16,074.48
11,468.11
4,585.21
7.16

50,933.94
37,151.91
13,693.15

88.88

134,538.21
14,158.26
120,461.67
-81.72

118,463.73
2,690.15
115,862.46
-88.88

63,318.88
32,670.74
30,648.13

81,438.85
26,163.35
55,275.50

0.00

16,996.29
12,432.81
4,563.47
0.00

98,435.14
38,596.17
59,838.97

0.00

-18,085.67
6,507.39
-24,593.06
0.00

-35,081.95
-5,925.42
-25,156.53
0.00

57,727.17
25,313.90
32,413.27

36,096.26
22,783.35
13,312.91

0.00

17,653.49
13,420.03
4,233.46
0.00

53,749.75
36,203.38
17,546.37

0.00

21,630.92
2,530.56
19,100.36
0.00

3,977.42
-10,885.47
14,866.90
0.00

Source: Debt Management Division, Ministry of Finance
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to an increase in IDB’s OCR average interest rate®; this translated into higher interest payments for IDB
and a higher cost of interest debt service payments in 2016. However, this is still considered a relatively
low average interest rate, given current market conditions, and it reflects the high concessionality of
existing loans in the portfolio.

The weighted average interest rate for the domestic debt portfolio at end-December 2016 was 1.6
percent. The cost reflected the redemptions and issues throughout the year. The government serviced
interest for T-bills and debentures within the year, since all the instruments were short-term.

In analysing the interest rate risk over the medium-term, the macroeconomic developments of the
country must be taken into account, since the two are inextricably linked. In Guyana's case, the cost of
borrowing is expected to rise as the country graduates to an upper middle- income status and is phased-
out of concessional financing from its external creditors. Notably, Guyana's previous status as a low-
income and lower middle-income country allowed it to borrow on fixed interest rates.

As a result of Guyana's graduation, the financing envelope offered by development partners will be
larger. However, the cost of accessing the financing will also increase and the terms will become
harsher. This is as a result of the assumption made by development partners that as Guyana's economy
grows, the capacity of the country to repay its debts improves.

As a consequence of the country's improved economic stature, development financing partners will seek
to insulate themselves from the risks associated with the volatility in the international capital markets.
These lenders insulate themselves by transferring the market risk from the lending institution to the
country. This is primarily done through adjusting the loan terms from fixed interest rate loans to variable
interest rate loans.

With a fixed interest rate loan, the lending agency would have to bear the cost of changes in the cost of
borrowing as the interest rate adjusts on the international capital market, from the commencement of
the loan throughout the life of the loan. However, with a variable interest rate loan, the interest rate
charged, is subject to 'interest rate resetting' where the interest rate is recalculated at time intervals
specified in the loan agreement. This increases the country's exposure to the volatility associated with
the international capital markets.

Post-July 2016, Guyana's new status as an 'upper middle-income country,' would result in borrowing at
higher and variable interest rates from lending partners. Increased risk associated with the greater
prevalence of variable interest rate loans will render the debt portfolio more vulnerable to market
volatility. This is expected to stem from interest rate resetting associated with changes in a 'benchmark
rate’ (such as the London Inter-Bank Offering Rate [LIBOR]} becoming more common.

The rate at which Guyana's portfolio transitions to variable interest rate debt is dependent upon
multilateral agencies and other development financing partners providing loans to Guyana in a 'blended'
package - that is, where the loan is provided with a combination of fixed interest rate and variable

® |DB’s OCR variable interest rate is referenced to the 3- month LIBOR
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The IMF Report suggested that Guyana’s external debt remains sustainable under the baseline scenario’
and that the country faces a moderate risk of debt distress. As depicted in Figure 21, all sustainability
indicators remain comfortably below their thresholds.

The Present Value (PV) of gross external debt-to-GDP gradually increases to 20 percent in the long-run
as compared to 28 percent in the 2016 IMF DSA of 2015. This improvement is premised on the
projection of oil export revenue on the deficit and the GDP. The IMF warns, however, that this should be
interpreted with caution since only a fraction of the oil export revenue represents income that the
Government could tap into to meet debt service obligations.

However, the external debt ratios are vulnerable to external shocks. In testing, a shock of a one-time
depreciation of 30 percent in the exchange rate is ulitised.

Stress testing External Public Debt reveals, however, that Guyana’s external public debt-to-GDP ratio is
vulnerable to an increase in non-concessional borrowing. This non-concessional borrowing is reflected in
the fact that this shock, depreciation in the exchange rate by 30 percent, makes the loan more costly to
service. In particular, the PV of debt to GDP plus remittances ratio (Panel B in Figure 21) breaches the
sustainability threshold in 2037 under a stress test which assumes that new borrowing is on non-
concessional terms.

However, the other solvency indicators, the PV of external debt stock-to-exports and external debt
stock-to-revenue, remain well below the threshold. Even when the stress test is conducted and the long-
run is considered, the thresholds still are not breached. This position of solvency fundamentally
indicates that the Government is able to service its current stock of debt from future streams of income.

Additionally, of note, is the fact that both liquidity indicators {debt service-to-exports and debt service-
to-revenue ratios) remain well below their respective thresholds. This reflects the concessional nature of
outstanding debt and new external borrowing in the near-term. It is, therefore, imperative that the
government continue to seek financing from concessional sources, at least in the medium-term,
irrespective of prospective oil revenues, to ensure a situation of continued liquidity.

With Guyana being reclassified as an upper middle-income country, in July 2016, seeking highly
concessional sources from which Guyana had benefitted in the past, may prove to be increasingly more
difficult. Should non-concessional sources dry up faster than expected, the results yielded by the stress
test of non-concessional new borrowing do have the possibility of becoming the reality for Guyana. This
situation, however, is unlikely in the near future.

7 The baseline scenario refers to the most likely scenario to occur, on the current trajectory with all reasonably
expected factors taken into consideration.
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Going forward, it is necessary that Guyana continues to dedicate efforts and resources to improving
public debt management. Whilst Guyana has made marked progress over the last two decades in
reducing the onerous debt burden which hampered economic growth in the past, we must be cognisant
of the areas which can be improved. Our dismal performance in the Debt Management Performance
Assessment (DeMPA) highlights there are legal and institutional weaknesses which must be addressed
to ensure that public debt management in Guyana is aligned with sound debt management practice.

In this regard, with assistance from the Commonwealth Secretariat, Guyana will continue to work
assiduously on drafting a new Public Debt Management Bill that will modernise and improve the legal
framework for public debt management. This reform, coupled with institutional developments in
reorganising the Debt Management Division along functional lines, as well as capacity-building and
training will chart a bright course for public debt management in Guyana.

With the dwindling of concessional financing, Guyana will need to build capacity in areas such as risk
assessment, assessing contingent liability, investment analysis, capital markets and negotiations of new
debt instruments. Being at a stage of transition in our economic development, with the expectation of
oil production in 2020, implies that public debt management will evolve to deal with new and emerging
challenges.
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2011 2012
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Total Public External Debt 245,637.9 277,833.7
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Source: Uebt Management Division, Ministry of Finance
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Total Public External Debt Stock (1+2)

1. Oficial (1.1+1.2)
1.1 Multilateral
[@]:]
IDA
IMF
|ADB
IFAD
Other '
1.2 Bilateral
Paris Club
T&T
Italy
USA

Russian Federation

Non-Paris Club

India
Venezuela
China
Kuwait
Libya
Other?

2. Commercial
Banking Sector
Suppliers Credit

Other’

2011
1,205.6

1,185.6
631.1
134.2

10.0
48.4
365.9
9.3

63.3
554.5
48.6
43.3
4.1
0.9
0.3
506.0
18.8
286.6
66.4
68.4
412
24.5
19.9
6.5
13.4

0.0

2012
1,358.6

1,339.0
673.6
139.8

11.0
37.0
415.3
9.3

61.2
665.4
45.0
39.7
4.1
0.8
0.3
620.4
21.8
364.2
97.0
70.1
421
25.2
19.6
6.2
13.4

0.0

2013
1,246.0

1,226.8
716.6
139.8

12.9
25.7
469.1
8.9

58.3
510.2
40.7
35.6
43
0.8
0.0
468.5
22.3
198.3
111.4
72.3
42.4
22.8
19.2
5.7
13.4

0.0

Source: Debt Management Division

Notes:

1. includes: OPEC Fund, EIB, EEC, CDF, CMCF
2. Includes: Argentina, Bulgaria, UAE and Serbia

3. Includes: Bonds

2014
1,216.4

1,197.4
691.8
143.1

14.2
13.4
486.3
9.3

25.5
505.5
353
30.8
3.8
0.7
0.0
470.2
21.8
184.0
126.4
72.1
42.7
23.3
19.0
5.5
135

0.0

2015
1,143.1

1,125.1
692.2
143.6

20.4
3.8
489.3
9.0
26.0
432.9
29.2
253
3.2
0.7
0.0
403.7
20.0
120.9
124.2
72.0
429
23.7
18.0
54
12.6

0.0

2016
1,162.4

1,144.7
693.8
146.8

25.0
0.0
487.7
8.4
25.9
451.0
22.6
18.1
2.9
0.6
0.0
428.3
18.4
123.1
145.6
74.0
43.2

24.0
17.6

5.1
12.5

0.0
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