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Press Release N0.18/497 International Monetary Fund
FOR IMMEDIATE RELEASE Washington, D.C. 20431 USA

December 21, 2018

IMF Executive Board Completes Second Review of the Extended Credit Facility with
Guinea

On December 21, 2018, the Executive Board of the International Monetary Fund (IMF)
completed the second review of Guinea’s economic performance under the Extended Credit
Facility (ECF)! arrangement. Completion of this review enables the immediate disbursement
of SDR 17.213 million (about US$23.9 million), bringing total disbursements under the
arrangement to SDR 51.636 million (about US$71.6 million). The Board also approved the
authorities’ request for modification and a waiver of non-observance of a performance
criterion.

Guinea’s three-year ECF arrangement was approved by the Executive Board of the IMF on
December 11, 2017 (see Press Release No. 17/484) for SDR 120.488 million (about US$167.2
million at the time of the arrangement’s approval, or 56.25 percent of Guinea’s quota). The
ECF arrangement aims at strengthening resilience, scaling-up public investment in
infrastructure while preserving stability, strengthening social safety nets, and promoting
private sector development.

Following the Executive Board’s discussion on Guinea, Mr. Mitsuhiro Furusawa, Acting
Chair and Deputy Managing Director, issued the following statement:

“Guinea is implementing a program of macroeconomic policies and reforms to achieve high
and broad-based growth and reduce poverty while preserving macroeconomic stability.
Performance under the ECF-supported program against end-June targets was satisfactory and
program-supported reforms advanced well. In view of revenue shortfalls, the authorities have
undertaken additional measures to achieve the end-2018 fiscal target. The strong growth
momentum continues, and the medium-term outlook is favorable.

“Achieving a basic fiscal surplus will support preserving macroeconomic stability.
Mobilizing additional tax revenues will allow scaling-up growth-supporting infrastructure
investment. The authorities also aim to reduce untargeted electricity subsidies and have an
automatic adjustment mechanism for petroleum prices. Attention to the social impact of these

! The ECF is a lending arrangement that provides sustained program engagement over the medium to long term
in case of protracted balance of payments problems.
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planned reforms will be important, including by strengthening social safety nets.

“Prudent debt management will be crucial to maintaining debt sustainability. Limiting non-
concessional borrowing and enhancing public finance and investment management will help
preserve debt sustainability and support efficiency and transparency.

“A more active strategy to accumulate reserves will help build external buffers and
strengthen Guinea’s resilience to shocks. Increasing competition in the foreign exchange
market and moving to a rule-based intervention strategy will also support greater exchange
rate flexibility.

“Monetary policy will remain prudent to preserve moderate inflation. The authorities will
continue to limit government budgetary borrowing from the central bank and move toward a
more active liquidity management. Strengthening banking supervision and the regulatory
framework will support financial sector stability.

“The authorities are committed to advancing growth-supporting structural reforms.
Strengthening the anti-corruption framework and the business climate will enhance
governance and support private sector development.”
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GUINEA

SECOND REVIEW OF THE ARRANGEMENT UNDER THE
THREE-YEAR EXTENDED CREDIT FACILITY, FINANCING
ASSURANCES REVIEW, AND REQUEST FOR A WAIVER OF
NONOBSERVANCE OF PERFORMANCE CRITERION

EXECUTIVE SUMMARY

Context. Guinea's strong growth momentum continues. Real growth reached about
10 percent in 2017 and is expected at about 6 percent in 2018 and 2019. However, the
social context remains fragile. Risks of political and social instability are heightened by
upcoming legislative elections in March 2019 and presidential elections in 2020.

Program performance. Performance against end-June 2018 targets was satisfactory.

The performance criteria on the basic fiscal balance, net government budgetary borrowing
from the central bank, net domestic assets of the central bank, and net international
reserves were met. However, indicative targets on tax revenues and domestically-financed
social safety nets were not met. Program performance was mixed at end-September 2018,
as lower-than-expected tax revenues weighed on fiscal performance. In response, the
authorities have taken additional measures to achieve the end-2018 fiscal target. Program-
supported reforms advanced well and most structural benchmarks (SBs) were met.

Program strategy. Achieving high and broad-based growth while preserving
macroeconomic stability is key. In view of lower-than-anticipated tax revenues, containing
non-priority spending is needed to achieve the end-2018 fiscal target. Moving forward,
mobilizing additional tax revenues is pivotal to scale-up growth-supporting public
investments in infrastructure and domestically-financed social safety nets. Strengthening
public financial and investment management will support the fiscal strategy. A more active
strategy to accumulate reserves will support further building external buffers. Maintaining
a prudent monetary policy will preserve moderate inflation. Keeping external
non-concessional borrowing within programmed amounts and strengthening debt
management will support debt sustainability. Strengthening governance and the business
climate will foster private sector development.

Staff views. In view of satisfactory program performance, staff supports the authorities’
request for completion of the second review under the ECF arrangement. This would result
in the disbursement of SDR 17.213 million and catalyze donor support. The program is
subject to significant risks and strong ownership is key to foster program success.
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GUINEA

BN CONTEXT AND BACKGROUND

1. Guinea is a fragile country with heightened risks of social and political instability,
weak institutional capacity, and pervasive poverty. Social unrest, protests, and widespread
strikes have marred 2018. Political tensions and episodes of violence with casualties marked local
elections in February. Following the increase in petroleum product prices on July 1, trade-union-led
strikes and violent demonstrations paralyzed the capital for several weeks. Episodes of unrest in the
mining region against the lack of jobs and public services, strikes in the public sector for higher
wages, and opposition-led protests are frequent. Upcoming legislative elections in March 2019 and
presidential elections in 2020 heighten the risks of political and social instability. Weak institutional
capacity weighs on the implementation of economic policies and reforms. Poverty incidence affects
60 percent of the population, and education and health outcomes are weak (Figure 3).!

2. The three-year ECF arrangement aims at fostering high and broad-based growth and
reducing poverty while preserving macroeconomic stability. The ECF arrangement supports
Guinea’s 2016-20 National Social and Economic Development Plan (PNDES) and aims at
strengthening macroeconomic resilience; scaling-up growth-supporting public investments in
infrastructure while preserving debt sustainability; strengthening social safety nets; and promoting
private sector development. Guinea is a pilot country under the IMF's Capacity Building Framework
for fragile states, and targeted IMF technical assistance is supporting program objectives (Annex I).

3. The program is subject to significant risks. Electoral cycle pressures, political and social
instability, commodity price volatility, and capacity and implementation constraints could weaken
policies and reform implementation. Program ownership strengthened in 2018, with fiscal policy
being re-oriented towards macroeconomic stability and key reforms advancing, including increasing
petroleum product prices. Continued program ownership remains essential to mitigate risks and
foster program success.

Figure 1. Guinea: Electoral Cycle and Public Figure 2. Guinea: Electoral Cycle and Tax
Expenditures Revenue Mobilization
(Percent of GDP) (Percent of GDP)
12 Presidential Election Presidential Election 45 Presidential Election  Legislative Presidential Election
10 L. 4 Elections Local Elections
Legislative Local A
Elections Elections 35

Election = Actual Tax Revenue
+ Revenue trough before election A Programmed Tax Revenue

Election = Actual Total Expenditures
A Programmed Total Expenditures ¢ Peak expenditure before election

Sources: Guinean authorities; and IMF staff estimates. Sources: Guinean authorities; and IMF staff estimates.

'Socioeconomic Impact of Ebola using Mobile Phone Survey (World Bank, 2016).
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Figure 3. Guinea: Pervasive Poverty, Weak Social Outcomes, and Gender Inequality
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I RECENT ECONOMIC AND FINANCIAL DEVELOPMENTS

4. The strong growth momentum of the Guinean economy continues. Real growth
reached about 10 percent in 2017 owing to buoyant mining production, strong construction activity,
and good agricultural performance. Preliminary data point to mining production increasing by a
further 15 percent (y-o-y) in the first half of 2018. Headline inflation was at 9.8 percent (y-o-y) in

October 2018, reflecting sustained food inflation. Core inflation, excluding energy and food,

increased to 3.6 percent (y-o-y).

Figure 4. Guinea: Mining Growth and
Production
(Tons; Millions of tons; Percent change)

Figure 5. Guinea: Headline and Core
Inflation
(Percent, YOY)
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Sources: Guinean authorities; and IMF staff estimates. Sources: Guinean authorities; and IMF staff estimates.

5. The current account deficit narrowed to about 7 percent in 2017 reflecting a surge in
mining exports. Mining exports increased by about 70 percent (y-o-y) in 2017 while investment-
related imports slightly declined. FDI continued to be strong at 12 2 percent of GDP. Mining
exports increased by about 4 percent (y-o-y) in the first half of 2018 while imports picked-up by

62 percent, reflecting mining and infrastructure investments and higher international oil prices.
Gross international reserves increased to about US$1 billion at end-September 2018 (3.5 months of
import cover), reflecting the disbursement of the US$60 million World Bank budget support and
larger-than-expected public project loans. The real effective exchange rate appreciated by

10 percent in the first nine months of 2018, also reflecting the pick-up in inflation.

6. The basic fiscal balance recorded a larger-than-programmed surplus of 1.6 percent of
GDP at end-June. However, the basic fiscal surplus narrowed to 0.9 percent of GDP at end-
September 2018 (below the indicative target) because tax revenues were 0.6 percent of GDP lower-
than-programmed (18). This was due to: i) larger-than-expected revenue losses in the first half of
2018, due to ad-hoc downward adjustments of taxes on petroleum products to keep constant retail
prices, which were mitigated by the price increase in July (119); ii) the repercussions of social
tensions and strikes on economic activity; and iii) delays in some revenue mobilization measures.
Spending on goods and services was lower-than-programmed while electricity subsidies and the
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wage bill were in line with objectives. Capital expenditures picked-up in the third quarter, after a
slow execution in the first half of 2018. A net repayment to the central bank was recorded and net
borrowing from commercial banks was contained. However, domestic arrears of 0.4 percent of GDP
were accumulated at end-September (on a net basis).

Figure 6. Guinea: Current Account, FDI, and Figure 7. Guinea: Real Effective Exchange
Reserves Rate
(Percent of GDP; in months of imports) (Index 2015=100)
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Sources: Guinean authorities; and IMF staff estimates. Sources: Guinean authorities; and IMF staff estimates.
Figure 8. Guinea: Revenue and Expenditure Figure 9. Guinea: Fiscal Imbalances and
Performance Central Bank Financing
(Percent of GDP) (Percent of GDP)
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Sources: Guinean authorities; and IMF staff estimates. Sources: Guinean authorities; and IMF staff estimates.
7. The banking sector is broadly stable and credit to the private sector has resumed.

Private sector credit growth strengthened to 8.8 percent in September (average, y-o-y), supported
by banks' improved liquidity conditions. Commercial banks’ lending to government increased by
28 percent (average, y-0-y) as government borrowing from the central bank (BCRG) was contained
following the 2018 Memorandum of Understanding (MoU) between the BCRG and the Ministry of
Economy and Finance. Deposits growth reached 14 percent (average, y-o-y), supporting banks’
liquidity. Non-performing loans declined to 8.7 percent at end-June 2018. One small bank remains
in breach of capital adequacy requirements by a minimal amount.
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Figure 10. Guinea: Commercial Figure 11. Guinea: Excess Reserves and
Banks—Credit to the Government and Credit Growth
Private Sector (Percent, YOY)
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Sources: Guinean authorities; and IMF staff estimates. Sources: Guinean authorities; and IMF staff estimates.

B PERFORMANCE UNDER THE PROGRAM

8. Performance against end-June 2018 program targets was satisfactory as fiscal policy
was re-oriented towards supporting stability. The performance criteria (PC) on the basic fiscal
balance, net government budgetary borrowing from the central bank, net domestic assets of the
central bank, and net international reserves were met. However, the indicative target (IT) on tax
revenue was missed (16). The IT on domestically-financed social safety nets programs was also not
met by a sizable margin, reflecting: i) lower-than-programmed budgetary allocations and ii) delays
in releasing budgeted resources to contain expenditures in view of lower-than-anticipated tax
revenues.

9. Program-supported reforms advanced well and most structural benchmarks (SBs)
were met. Petroleum products prices were increased as a key step to protect tax revenues. Reforms
to support building external buffers, reducing untargeted electricity subsidies, mobilizing additional
mining tax revenues, strengthening public financial management and central bank accountability,
and foster private sector development and governance progressed well (MEFP, Table 2).

10. Program performance at end-September 2018 was mixed, as lower-than-programmed
tax revenues weighed on fiscal performance. Due to a tax revenue shortfall of about 0.6 percent
of GDP compared to programmed amounts, the IT on the basic fiscal balance was missed, despite
the authorities’ efforts to contain expenditures to lower-than-programmed amounts. The indicative
targets (ITs) on net government budgetary borrowing from the central bank, and net domestic
assets of the central bank were met by large margins. The IT on net international reserves was
missed by a small margin. The IT on new domestic arrears was missed by a sizable margin, with an
accumulation of domestic arrears against a programmed net reduction of 0.4 percent of GDP (on a
net basis). This reflected difficulties in containing expenditures fully in line with lower-than-
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anticipated revenues and weaknesses in cash management. While the IT on domestically-financed
social safety nets programs was missed at end-September as delays in releasing budgeted
resources (18) continued, budgeted resources for social safety nets were fully released in the last
quarter of 2018. The continuous PC on contracting or guaranteeing of non-concessional external
debt was missed by a small margin (US$8 million) at end-November as a US$60 million non-
concessional loan was signed, which the authorities aimed to earmark to key infrastructure projects.
The authorities decided not to submit the loan for ratification to the National Assembly and instead
re-opened negotiations to achieve concessional financing terms (LOI 15 and MEFP 132).

11. The authorities have taken additional measures to compensate for weaker-than-
anticipated tax revenues and achieve the end-2018 fiscal target. The implementation of the
programmed fiscal adjustment measures agreed at the first review has moved ahead (116). The
2018 Supplementary Budget Law (SBL) approved in August 2018 was in line with the program fiscal
target but the adjustment relied on larger-than-programmed tax revenues and spending in goods
and services (unmet SB). In view of lower-than-anticipated tax revenues, the Council of Ministers
adopted in November a revised budgetary framework for 2018 (prior action) to achieve the end-
year fiscal target (117). An expenditure commitment plan was adopted in October in line with the
revised budgetary framework (prior action).?

I OUTLOOK AND RISKS

12. Guinea’s growth outlook is favorable under the program scenario. Real growth is
expected at about 6 percent in 2018 and 2019. Large FDI in the mining sector is expected to
increase production capacity, and the scaling-up of infrastructure investments will boost
construction. Over the medium term, strengthening the business climate and governance and
improved electricity provision would support private sector development. Inflation is expected to
remain moderate assuming a prudent monetary policy and reduced central bank financing of the
government.

13. The current account deficit is expected to widen to 16 percent of GDP in 2018 and
20 percent of GDP in 2019, financed by large FDI inflows and project loans. Mining exports
would increase by about 6 percent (y-o-y) in 2018-19. Imports would pick-up by about 15 percent
(y-o-y), reflecting mining and infrastructure investment and higher international oil prices.?
International reserves are expected to increase to 3.2 months of import coverage at end-2018 and
3.5 months of import coverage at end-2019. Over the medium term, external imbalances would
narrow, supported by mining exports growth. International reserves would reach 3.8 months of
import coverage by 2020.

14. Risks to the outlook are tilted to the downside. Continued social tensions and political
instability in the run-up to the legislative elections could weaken near-term growth prospects, policy

%The expenditure commitment plan aligns public expenditures with anticipated revenues in the last quarter of 2018.

3Current projections are based on oil price assumptions from the October 2018 World Economic Outlook.
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discipline, and reform implementation. Delays in mining projects, a decline in commodity prices,
weaker demand of bauxite due to tariffs on trading partners’ aluminum exports, capacity and
execution constraints in infrastructure development, or a weakening governance would undermine
medium-term growth (Table 11).

PRESERVING MACROECONOMIC STABILITY

A. Fiscal Policy

15. The implementation of the 2018 programmed fiscal adjustment measures has moved

ahead. A package of adjustment measures was agreed at the first review to achieve a basic fiscal

surplgs of 0.8 pe'rcent.of Text Table 1. Adjustment Measures, 2018 First ECF Review

GDP in 2018. In line with (Percent of 2018 GDP)

this, retail prices of

petroleum products were Tax policy measures

increased (ﬂ‘] 9) in July 201 8 Rationali-ze ad-hoc exonerati-ons 0.04
- Broadening the base for the insurance tax 0.02

and measures to mobilize

Tax revenue mobilization 0.77

Tax administration measures

additional tax revenues have Tax recovery from general audits of large enterprises 0.17
Tax recovery from desk audits of the enterprises 0.03
p I’Og I‘essed (ﬂ 1 8) . Collection of recoverable tax arrears 0.09
E t I t Tax recovery from matching of customs and tax databases 0.02
Xcep Ional non-tax Strengthen collection of Single Land Contribution 0.03
revenues were mObI | |Zed. Increase in petroleum products retail prices 0.38
N on- p riority Spend | ng in Non Tax revenues mobilization
. Exceptional recovery from the Regulatory Agency for Post and Telecommunications 0.38
gOOdS and services (MEFP Containing public expenditures 1.69
TH 7) was Contalned: and Measures to offset the impact on the wage bill of the public administration wage increase 0.31
s . Containing current expenditures in goods and services 0.68
lectrici riffs wer
€ eCt c ty ta S ere Reduction in electrity subsidies (from tariff increase, efficiency measures, and change in production mix) 0.38
increased to reduce Eliminating university subsidies for fictitious students 0.04
R Rephasing non-priority domestically-financed public investments 0.28
untargeted subsidies (121).
Total 2.8

Measures to compensate for
the larger-than-programmed public wage increase were implemented, and non-priority investment
projects were re-phased (MEFP 119).

16. In view of lower-than-programmed tax Text Table 2. Fiscal Targets
revenues, additional adjustment measures are (Percent of GDP)
needed to achieve the end-2018 fiscal target. 2018
Tax revenues are expected to be about 0.6 percent _stRev. ~_2nd Rev.
. Revenue
of GDP lower than programmed in 2018, due to
) Tax revenues 135 12.8

larger-than-expected revenues losses from higher Mining sector 25 27
international oil prices, the impact of social Non-mining sector 110 102
tensions and strikes on economic activity, and Expenditure

me delays in revenue mobilization. The revised | 0°% 214 sences B
some delays evenue mo ation. The revise Domestically-financed capital expenditure 24 2.2

2018 budgetary framework adopted by the
Council of Ministers in November entails further

Sources: Guinean authorities;and IMF staff estimates.
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containing non-priority spending to compensate for lower-than-programmed revenues. Notably,
non-priority spending in goods and services will be contained by an additional 0.3 percent of GDP
and non-priority public investments re-phased by an additional 0.2 percent (on an annual basis).

17. The 2019 Budget Law targets a basic fiscal surplus and scaling-up of public investment
(MEFP 113). The 2019 Budget Law submitted to the national assembly in October 2018 targets a
basic fiscal surplus of 0.9 percent of GDP, in line with program objectives. Key elements of the fiscal
strategy are mobilizing additional non-mining tax revenues, containing spending in goods and
services, and further reducing untargeted electricity subsidies. This will create the fiscal space to
step up domestically-financed public investments and social safety nets, including to mitigate the
impact of higher petroleum product prices on the most vulnerable (137).

Creating Fiscal Space to Scale-Up Priority Spending

18. Further rationalizing ad-hoc tax exonerations and strengthening tax administration is
needed to mobilize additional revenues (MEFP 116). The implementation of the programmed
package of tax policy and administration measures mobilized about 0.2 percent of GDP additional

revenues at end-
October 20184 Text Table 3. Tax Policy and Administration Measures, 2018-19

(Percent of GDP)

Ad-hoc-tax

. Programmed Revenue 5 Additional Revenue
exonerations Mobilization (1st review) Execution (End 0ct 2018) Mobilization in 2019
started to be

%of GDP GNF billions % of GDP  GNF billions % of Annual Target % of GDP ~ GNF billions

rationalized in Tax revenue mobilization 038 a1 0.18 199.00 a.21 041 521.80
2018,

f . Tax policy measures 0.06 61 0.07 71.96 17.97 0.07 84.20
overper ormi ng Rationalize ad-hoc exonerations 004 40 007 71.96 17991 005 69.20
the program Broadening the base for the insurance tax 0.02 2 0.00 0.00 0.00 001 15.00
target. However, e

Tax administration measures 033 360 0.12 127.04 35.29 035 437.60

most tax Tax recovery from general audits of large enterprises 0.16 180 0.05 5442 30.23 0.12 155.00
d .. . Tax recovery from desk audits of the enterprises 003 3 001 15.58 4721 003 35.60
administration Collection of recoverable tax arears 009 % 001 1033 1087 00 12200
measures were Tax recovery from .match\'r.wg of customs and ta.x databases 002 20 000 44 2209 005 60.00
Strengthen collection of Single Land Contribution 003 32 0.04 4230 13219 005 65.00

slower-than-
anticipated. The
authorities have stepped up audits, tax controls and arrears recovery in the last quarter of 2018 to
support revenue mobilization. The implementation of the 2018 package of tax revenue mobilization
measures will continue in 2019 and it is expected to mobilize 0.4 percent of GDP of additional
revenues over the full-year. The rationalization of ad-hoc tax exonerations will continue, building on
a new action plan adopted in November 2018. Over the medium term, simplifying the tax code,
reviewing international tax rules and provisions, cleansing tax payers’ files, setting-up a new
organizational structure and modernizing management practices of the Tax Directorate will support
revenue mobilization.

Sources: Guinean authorities; and IMF staff estimates.

“Most programmed tax policy and administration adjustment measures started to be implemented in April/May
2018 so outcomes on revenue mobilization at end-October reflect efforts over about 6 months.
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19. Staff supports the increase in petroleum product prices and the move toward an
automatic price adjustment mechanism, while setting up mitigating measures to protect the
most vulnerable. Retail prices of petroleum products were increased by 25 percent on July 1, the
first time since 2015.> With rising international oil prices, customs duties on petroleum products had
been reduced in the first half of 2018 to keep prices unchanged, leading to revenue losses of

0.6 percent of GDP. The price increase supported the mobilization of additional revenues (Figure 12)
and mitigated the revenues losses accumulated in the first half of the year. An automatic price
adjustment mechanism for petroleum products will be implemented in early 2019 to support
revenue mobilization (MEFP 118). To this end, the authorities have started to engage with key
stakeholders to build consensus and will conduct a communication campaign. In addition,
mitigating measures will be put in place to protect the most vulnerable from the impact from the
reform, ahead of the implementation of the automatic adjustment mechanism (136).

Figure 12. Guinea: Taxes on International Figure 13. Guinea: Petroleum Products
Trade Prices: Guinea versus Comparators
(Percent of GDP) (USD per Liter)
3.0
1.20
25 100 = A T
>0 0.80
0.60
1.5
0.40
1.0 0.20
05 0.00 ML -l L -
Guinea Cote d'lvoire Sierra Leone SSA Average
0.0 B Gasoline regular actual price (USD per liter)
2016 2017 2?118 20128 with 3 Diesel actual price (USD per liter)
withou 5%
zts% ' petroleum B Kerosene actual price (USD per liter)
petroleum  products
products price Sources: Guinean authorities; and IMF Staff estimates.
increase Note: Guinea and Sierra Leone prices reflect the July 2018 increases
Sources: Guinean authorities; and IMF Staff estimates. across petroleum products prices. All other SSA petroleum products
prices are as of May 2018.

20. Maintaining the reform momentum in the mining sector is key to support revenue
mobilization, transparency and governance. Staff welcomes progress in applying the tax
provisions of the mining code to new mining contracts to support revenue mobilization. Since June
2018, a new agreement for bauxite extraction was signed and put fully in line with the tax provisions
of the mining code. Furthermore, a new bauxite agreement entailing new investments in
infrastructure was submitted to the National Assembly with an assessment of tax expenditures. In
parallel, ad-hoc tax exonerations provided to mining companies have started to be removed. To
address risks of profit shifting from transfer pricing, key international taxation provisions are being
introduced in the legal framework, including provisions to support the arm’s length principle, with
the support of IMF TA (MEFP 123).

>The retail price of fuel, gasoil and kerosene was increased from 8,000 to 10,000 Guinean francs per liter.
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Figure 14. Guinea: Total Revenues from Figure 15. Guinea: Mining and
Mining Sector Non-Mining Tax Revenues, 2018
(Percent of Tax Revenue)
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Sources: Guinean authorities; and IMF staff estimates. Sources: Guinean authorities; and IMF staff estimates.

21. Staff welcomes progress in advancing the electricity subsidy reform. Untargeted
electricity subsidies will be reduced to

1 percent of GDP in 2018 and to 0.7 percent Figure 16. Guinea: Electricity Subsidies, 2018
to GDP in 2019. Electricity tariffs for (Percent of GDP)
households and industrial professional users 1.6 *

1.4

were increased by 10 and 25 percent,

respectively, in May 2018, while the social 12

tariff was maintained. This should reduce o8

subsidies by 0.1 percent of GDP in 2018. 06

Furthermore, a multi-year electricity tariff 04
reform to bring tariffs to cost-recovery levels 0.2

will be prepared by end-2018, based on the 0.0

findings of the electricity tariff study finalized Program Scenario savings

. L . & Tariff Increase O Switch in Production Mix
in July. Substituting thermal with 3 Efficiency Measures + No Reform Scemario

hydroelectric production is advancing and
will continue in 2019. This will reduce Source: IMF staff calculations.

electricity production costs and reduce

electricity subsidies by 0.3 percent of GDP in 2018. The electricity public utility’s efficiency is being
strengthened by improving revenue collection and measures to curb commercial fraud. Notably, the
installation of consumption meters in public administration is progressing well and will be finalized
by end-February 2019 (SB).

Fiscal Structural Reforms

22. Strengthening public financial management is key to support the fiscal strategy. An
updated 2019-22 action plan to reform public finances was prepared in September, based on the
2018 Public Expenditure and Financial Accountability (PEFA) assessment and Public Investment
Management Assessment (PIMA) (MEFP 124). Key elements include strengthening budget
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preparation and execution, internal and external audits, cash management and monitoring of
budgetary risks. Thus, budget execution procedural manuals will be operationalized by end-2019
(MEFP 125). The use of exceptional execution procedures will continue to be limited to sovereign
expenditures and special funds and linked to budgetary allocations. Expenditure commitment plans
will be aligned with cash flow, the Treasury Single Account will be operational by May 2019 (MEFP
126), and cash management will be strengthened (MEFP 127).

23. Strengthening evaluation, selection and monitoring of public investments is pivotal to
improve transparency and maximize returns. A manual will be adopted for the preparation,
appraisal and selection of public investment projects (MEFP 129), also requiring feasibility studies
and a cost-benefit analysis. The decrees regulating public investment management will be adopted
by end-September 2019. A stock-taking exercise will be conducted for all projects ongoing for at
least 10 years before financing them in the 2020 Budget Law. An integrated investment
management platform will be finalized by end-2018 to support better execution and monitoring of
projects.

24. Staff welcomes progress in the reform of state-owned enterprises (SOEs) to
strengthen governance and limit fiscal risks. The implementation decree of the new SOEs' law on
governance was approved in September 2018 (MEFP 131). SOEs' internal regulations are being
brought in line with the new law, and the 2017 SOEs' financial report was submitted to the National
Assembly. A medium-term strategy to improve the financial conditions of loss-making SOEs is
being developed to reduce fiscal risks.

B. Monetary and Exchange Rate Policies

25. Moving towards a more active strategy to accumulate reserves will help build external
buffers against shocks.® Staff welcomes the strengthening of BCRG's foreign exchange reserves.
Furthermore, a new foreign exchange purchase program through unilateral competitive auctions
was set up, which will enable the BCRG to conduct small and regular purchases of foreign exchange,
in line with market absorption capacity (MEFP 136). This will help build external buffers to reach the
ARA-CC reserve adequacy metric of 3.8 months of import cover by 2020 (Annex 2). In parallel, BCRG
interventions in the bilateral foreign exchange market (MEBD) will be limited to maintaining liquidity
and preventing disorderly market conditions.

26. Foreign exchange market operations are being further strengthened to support
greater exchange rate flexibility. Greater exchange rate flexibility will help reduce the real
effective exchange rate overvaluation (between 13-28 percent at end-2017) (Annex ). In order to
strengthen market competition and support greater exchange rate flexibility, the limit on auction
allocations to a single participant was increased to 40 percent in September 2018 and will be
gradually phased out by June 2019. The BCRG will also develop a rule-based intervention strategy in
the MEBD to limit discretion by May 2019 (SB). The rules for banks’ participation in the MEBD were

6The BCRG intervenes to close imbalances between supply and demand and is the largest provider of foreign
exchange.
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clarified, market reporting and analysis is being strengthened (MEFP 137), and an electronic
platform will be established by June 2019.

27. In view of the pick-up in inflation, monetary policy will need to be prudent. The BCRG
will target base money in line with program objectives to preserve moderate inflation. To this end,
central banks' lending to the government will continue to be contained (MEFP 139). Reserve money
growth slowed to 6 percent at end-September, as central bank advances to the government were
reduced within statutory limits, in line with the 2018 MoU. Furthermore, the monitoring and
reporting system of central bank financing to the government was strengthened, including by
providing regular reports to the BCRG's Board.

28. A more active liquidity management will support reserve money targeting and banks’
provision of credit to the economy. The active use of the new liquidity forecasting framework and
liquidity instruments will support reserve money targeting and the provision of appropriate liquidity
to the banking system. As an important step, a liquidity committee was established in August 2018
which takes decisions on calibrating liquidity operations (MEFP 140). An electronic platform for
interbank transactions will be set up by end-2018, strengthening market activity and competition.
An emergency liquidity framework for illiquid, but solvent banks will be finalized by February

2019 (SB).

29. Staff welcomes the recapitalization of the BCRG, which restored its operational and
financial autonomy. A MoU between the BCRG and the Ministry of Economy and Finance was
signed in May 2018 and established the modalities and timeline for the BCRG's recapitalization
(about U$300 million). In line with this, non-marketable government securities were issued in
October 2018 to recapitalize the BCRG.

30. The BCRG implemented some important recommendations of the 2018 safeguard
assessment, but a number of other areas need further work. Financial reporting transparency
and accountability were strengthened through the preparation and publication of IFRS-compliant
financial statements for 2017 (MEFP 142). Furthermore, internal compliance processes and semi-
annual reports to the Board were established to strengthen governance and internal controls. Key
remaining recommendations include finalizing external audits of the monetary program data for
end-December 2017 and end-June 2018, a peer-review of currency operations, reviews of the BCRG
investment policy, and strengthening IT audit capacity in the internal audit department, with
support of IMF technical assistance.

C. Financial Sector

31. Banking supervision and the regulatory framework are being strengthened to support
financial stability and foster resilience. Banks’ accounting framework and reporting system were
updated and will be gradually implemented by end-2019, and a new rating methodology of banks
was adopted (MEFP 143). Human resources devoted to banking supervision will be strengthened to
increase off-site auditing. A deposit guarantee scheme and a banking resolution framework are
being prepared. The BCRG will ensure that all banks comply with reserve and capital requirements.

16 INTERNATIONAL MONETARY FUND



GUINEA

N SCALING-UP INFRASTRUCTURE INVESTMENT WHILE

PRESERVING DEBT SUSTAINABILITY

32. Scaling-up infrastructure investment is necessary to support growth and needs to be
balanced with preserving debt sustainability. The program supports a significant scaling-up of
public investments in infrastructure. Overall capital expenditures are expected to increase to

6.5 percent of GDP in 2018 and 7 percent of GDP in 2019-20. Prudent external borrowing,
strengthening debt management, and containing risks from PPPs are key to support this scaling-up

while preserving debt sustainability.

Figure 17. Guinea: Electrification Rate:
Guinea vs. Comparators, 2016

(Percent of Total Population)
70

60
50

40

30

20
) I
0

Coted'lvoire  Guinea Liberia  Sierra Leone Sub-Saharan
Africa

Sources: Guinean authorities; and IMF staff estimates.

Figure 18. Guinea: Infrastructure Quality:
Guinea vs. Comparators
(Values from 1 to 7; 7 is highest score)
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Source: World Economic Forum Global Competitiveness
Indicators, 2018.

Figure 19. Guinea: Capital Expenditure:
Guinea vs. Comparators, 2018
(Percent of GDP)
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Sources: Guinean authorities; and IMF staff estimates.

Figure 20. Guinea: Public Investment, Tax
Revenues, and External Public Debt
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Sources: Guinean authorities; and IMF staff estimates.
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33. Containing non-concessional borrowing to programmed amounts is essential. Guinea
has started mobilizing non-concessional loans (NCLs) to finance priority infrastructure projects. A
US$1.2 billion NCL was signed in September 2018 for the construction of the Souapiti dam. In
addition, two NCLs were also contracted to finance the rehabilitation of a national road and the
road system in Conakry, for a total of US$598 million (6 percent of GDP), out of the US$650 million
allowed under the ECF arrangement.” Those two NCLs had a lower-than-anticipated grant element
and were collateralized by future stream of mining tax revenues. Staff expressed concerns regarding
collateralized borrowing and flagged that earmarking revenues weakens budget flexibility and may
complicate debt restructuring in the unexpected event of debt distress. Nonetheless, under the
program scenario, Guinea’s debt dynamics is sustainable with a moderate risk of external debt
distress. The overall risk of public debt distress is also assessed to be moderate, although space for
additional borrowing is very limited (2018 Debt Sustainability Analysis, EBS/18/121, Sup. 1). The
authorities will continue to engage with creditors to resolve long-standing arrears (US$150.1 million
at end-2017).8

