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The 2010 debt sustainability analysis for low-income countries (LIC DSA) indicates that in 
the absence of HIPC and MDRI debt relief, Guinea-Bissau is expected to remain in debt 
distress, even though debt ratios would improve modestly in the medium-term. The latter 
reflects the government’s medium-term macroeconomic program of reforms and fiscal 
adjustment. HIPC and MDRI debt relief, which would flow if the HIPC completion point 
were reached in 2010, together with additional debt relief by the Paris Club and other 
bilateral donors, could help significantly alleviate the debt burden. Under such 
circumstances, some debt indicators are expected to remain below policy dependent 
thresholds after the completion point. Over the longer run, stronger export growth associated 
with economic reforms and continued reliance on highly concessional financing is expected 
to lead to a gradual decline in debt ratios to levels below the indicative thresholds. The 
inclusion of domestic public debt in the analysis reinforces the conclusions of the external 
DSA. The government’s economic program should focus on strengthening its fiscal stance; 
on avoiding nonconcessional debt, securing foreign aid on highly concessional terms; and on 
improving the political and business environment. 
 

I.   BACKGROUND 

1. At end-2008, Guinea-Bissau’s total public debt amounted to US$1,361 million or 
173 percent of GDP in nominal terms (144 percent of GDP in PV terms). Its largest 
component is still public and publicly guaranteed external debt (78 percent of total public 
debt) despite of public domestic debt having substantially risen over the last years (currently 
22 percent of total public debt up from 19.7 percent in 2006 and 13.7 percent in 2000).   
Public domestic debt declined in late 2009, however, as the government paid arrears to 
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commercial banks and the BCEAO using externally provided grants. Private external debt is 
negligible. 

  
 

 
 
 
 
 
 
 

2. The stock of public and publicly guaranteed (PPG) external debt amounts to 
US$1,061.8 million (135 percent of GDP), of which US$388.6 million are in arrears 
(Figures 1 and 2). In terms of composition, multilateral debt accounts for 47.5 percent of 
total PPG external debt, whereof 27.6 percent is owed to IDA, 13.7 percent to AfDB/AfDF 
and 0.8 percent to IMF.  Bilateral creditors account for 52.4 percent (whereof 38.4 percent of 
total PPG are Paris Club creditors).  
 

Figure 1. Stock of External Debt, 2000-2008 

 
        Source: IMF staff estimates. 

Box 1. Impact of Revisions to Guinea-Bissau’s National Accounts 

This DSA incorporates recently revised National Accounts data. The government will publish 
the revised national account data for 2003-08, based on the SNA93, in the second quarter of 2010. 
The new data has a broader coverage of all the sectors in the economy, including in particular the 
non-cashew agricultural sector which had been significantly underestimated in previous data. The 
result is an approximate doubling of the level of GDP. Accordingly, GDP ratios cannot be directly 
compared to those in previous DSA exercises. As an approximation, the isolated impact of the 
revision will be to reduce GDP ratios by approximately half. Export ratios are less affected, as the 
revisions to export data were much smaller than for domestic sectors of the economy.   
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3. Public domestic debt stood at CFAF 144.1 billion at end-2008 (or 38 percent of 2008 
GDP) from CFAF 125.1 billion in 2006 (and CFAF 91.1 billion in 2000), mainly as a result 
of new domestic arrears and new regional borrowing. By end-2008, the PV of public sector 
debt had risen to 144 percent of GDP (up from 40 in 2006) and its ratio to revenue and grants 
to 842 percent (up from 251 in 2006). Almost half of the domestic debt stock represents a 
required capital contribution of CFAF 70 billion (21 percent of 2008 GDP) to join WAEMU 
in 1998,1 which was agreed to be paid over 25 years starting in 2005 and of which CFAF 
58.8 billion were left to be paid off. However, as the government has regularly only made 
around 10 percent of the annual payments using distributed dividends, it had accumulated 
CFAF 9.5 billion in obligations to the central bank (BCEAO). Another CFAF 6.2 billion in 
arrears was outstanding to the BCEAO because of unsettled budgetary payments. The second 
largest component of domestic debt is domestic arrears to the non-bank private sector, that by 
end-2009 amounted to CFAF 71.8 billion.2 In addition, a commercial debt of CFAF 
11.8 billion was outstanding to WAEMU banks, whereof CFAF 7.6 billion were Treasury 
bills (issued in August 2006 at a face value of CFAF 6.7 billion). The obligation to the 
regional development bank (BOAD) stood at CFAF 1.7 billion. 
 

Figure 2. Composition of Public Debt (Debt Stock at end-2008; millions of CFAF) 

Total external debt (incl. 
arrears)

BOAD
Regional financial sector 

loans

Domestic arrears

WAEMU entry fee

BCEAO

 
        Source: IMF staff estimates. 

 

                                                 
1 Under the terms of its accession to the WAEMU in 1998, Guinea-Bissau agreed to contribute an equal share as 
all other members in the capital contribution of the central bank (BCEAO) and the regional development bank 
(BOAD). 

2 In gross terms, audited arrears account for CFAF 17 billion accumulated before 2000 and partially audited 
arrears accounted for CFAF 54.8 billion accumulated during 2000–07. 
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4. Although Guinea-Bissau already reached the decision point under the HIPC 
Initiative in 2000, it has failed to reach the completion point since. In 2000, the 
government engaged in a Poverty Reduction and Growth Facility (PRGF) program from the 
Fund that could have paved the way to the completion point.3 Failure to maintain 
macroeconomic stability caused the PRGF-supported program to go off track at a very early 
stage. In 2005, the government agreed to a new timeline to re-engage in programs supported 
by the IMF and the World Bank. Two Fund Staff-Monitored Programs (SMPs) followed in 
2005 and 2006 as well as three disbursements under the IMF’s Emergency Post-Conflict 
Assistance (EPCA) policy in 2008–09. Progress under both SMPs and the initial EPCAs was 
mixed, although performance in 2009 improved significantly, allowing staff to recommend 
IMF Executive Board approval of an arrangement under the IMF’s Extended Credit Facility 
(ECF). Satisfactory performance under the ECF-supported program in the first half of 2010 
would provide the necessary track record for reaching the HIPC completion point in the 
fourth quarter of 2010. A full Poverty Reduction Strategy Paper (PRSP) was finalized in 
2006 after many delays owing to political instability and capacity constraints. An Annual 
Progress Report on PRS implementation was prepared in December 2009, and a new PRSP is 
under preparation. 
 
5. With the completion point not having been reached since 2000, Guinea-Bissau has 
not benefited from most of the debt relief committed at decision point. At the decision 
point in 2000, creditors representing 80 percent of Guinea-Bissau’s external debt pledged to 
provide HIPC relief amounting to US$415 million in PV terms (currently estimated at about 
US$579.9 million in nominal terms).4 But as Guinea-Bissau has failed to reach the 
completion point since then, it has had to service a large share of external debt in full since 
2001. Many agreements signed with other multilateral and bilateral creditors have not been 
implemented because the country failed to remain current on debt service obligations.5 The 
Paris Club declared null and void any debt rescheduling agreements beyond end-2001 and 
the IMF suspended interim debt relief after the 2000 PRGF had gone off track. The African 

                                                 
3 A number of conditions must be met before a country can reach the completion point under the HIPC 
Initiative, including satisfactory performance under an ECF or SCF arrangement. In particular, this requires 
satisfying the Fund’s nontoleration of arrears policy (i.e. agreement must be reached on a repayment schedule of 
all remaining arrears, among others the post-cut-off-date arrears with Paris Club creditors). 

4 Additional US$71 million in PV terms (currently estimated at about US$133.3 million in nominal terms) 
should come from an agreement with other bilateral creditors. 

5 See Guinea-Bissau, Selected Issues and Statistical Appendix, November 2004, (IMF Country Report 
No. 05/93) Box 10, for a comprehensive list of debt. 
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Development Bank (AfDB)6 and IDA7 have committed to provide interim relief up to early 
2011. Since 2000, only China and Cuba have cancelled all outstanding claims. 
 
6. After the decision point in 2000, Guinea-Bissau could not service its external debt 
and accumulated arrears to most of its external creditors. Since 2001, the country has not 
repaid any creditor that did not provide interim relief, with the exception of the IMF. The 
stock of external arrears has increased from US$141.7 million before decision point in 
December 2000 to US$382.8 million at end-2008. 
 

II.   UNDERLYING ASSUMPTIONS 

7. The macroeconomic framework underlying the DSA is based on the implementation 
of sound macroeconomic and structural policies, and external financing (mainly 
through grants and highly concessional loans). Box 2 summarizes the corresponding key 
macroeconomic assumptions. Growth projections average about 4.5 percent over 2009 to 
2029. This reflects a stabilization of the political environment and the government’s intention 
to raise the growth potential of the economy, mainly through investments in agriculture, 
infrastructure and energy provision as well as efforts to improve the business environment 
and to attract FDI related to investments in the mining sector. Over the medium and long 
term, these efforts are expected to lead to fiscal consolidation and to stimulate significant 
export growth that also outpaces any FDI-related import growth. Besides inflation, grants and 
loans from donors as a percentage of GDP are projected to remain at historical levels. 
 
8.      The DSA assumptions underlying the baseline scenario differ slightly from the 
previous DSA undertaken in June 2009. They stem from updating key macroeconomic 
variables in the short and medium term based on recent evidence, a newer global economic 
outlook, stronger donor support, and indications of the authorities’ policy intentions in the 
context of a prospective medium-term IMF program.  The improvement in the fiscal balance 
projected in the previous DSA for the medium-term is now expected to begin sooner, 
reflecting the success of recent efforts to raise revenues and contain spending. The most 
noteworthy medium-term difference is a more positive outlook for the external sector, with 

                                                 
6 The statutory ceiling for the delivery of interim relief was reached by AfDB in January 2007, so that only a 
fraction of the scheduled debt service payments was covered through January 2007, and stopped thereafter. In 
July 2008, the AfDB extended 100 percent debt service relief to January 2011 after having raised the interim 
relief ceiling from 40 percent to 50 percent. 

7 Interim relief from IDA amounted to 100 percent of debt service falling due between December 2000 and 
October 2003 on debt disbursed before end-1999 (October 2003 was the originally assumed completion point 
date). From November 2003, annual nominal reduction on debt service to IDA was 90 percent. In order to 
further assist the country in reaching its completion point, IDA increased its limit on interim relief from 1/3 to 
1/2 of the PV of debt relief to be provided. This interim limit of 50 percent of the PV of debt relief is expected 
to be reached by March 2011. 
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the current account balance significantly stronger over the medium-term than was previously 
assumed. In particular, long-term growth assumptions for the period beyond 2015 assume a 
somewhat stronger growth rate of the dominant export–cashews.  

9.      The simulations also assume that Guinea-Bissau receives financial assistance in 
the form of a medium-term IMF arrangement.  Assistance provided under the 
arrangement is expected to equal 157.5 percent of quota (SDR 22.4 million) of which 
37.5 percent of quota is used to immediately repay previous credit provided under the Fund’s 
Emergency Post-Conflict Assistance Program. Disbursements under the arrangement are 
approximately equally phased over the period from early 2010 to early 2013. 

Box 2. Macroeconomic Assumptions Underlying the DSA Baseline Scenario 

The macroeconomic assumptions over the period 2008 to 2029 are as follows: 

Real GDP growth is expected to first drop from 3.5 percent in 2008 to about 3.0 percent in 2009 
and then to gradually recover until it reaches 4.5 percent over the long term. This exceeds the 
historical average by roughly one percentage point, reflecting a past marked by great political 
instability and inappropriate macroeconomic policies which are expected to improve in the period 
ahead. Growth is also expected to be supported by average growth over the 2015–2029 period of 
about 4.5 percent in cashew production. 

Inflation, as measured by the GDP deflator, is assumed to grow at a rate slightly below CPI 
inflation, reflecting a continuous worsening in the terms of trade. Over the long term, both GDP 
deflator and CPI are projected to return to their historical level of 2½ percent. 

The noninterest current account surplus (including grants) is expected to decline gradually from 
about 1½ percent in 2009 to about ½ percent in 2015—an improvement relative to the deficit of 
2 percent of GDP observed over the 2000-2008 period. Over the longer term to 2030, real export 
volumes are projected to grow at around 6 percent per year, contributing to a widening of the 
surplus to about 4 percent of GDP before the end of the projection period in 2030. 

The domestic primary fiscal deficit (i.e. revenue, excluding grants, minus interest expenditure, 
excluding foreign-financed investment projects) is assumed to gradually decrease from 3 percent of 
GDP in 2009 to about 2.5 percent from 2019 on, due to stronger revenues as a percentage of GDP 
and improved public expenditure management. 

Net aid flows (grants and concessional loans) are expected to moderate from the high levels seen in 
2009. Budget support grants are projected to decline from the 7 percent of GDP received in 2009 to 
about 4 percent over the medium term. Nonconcessional borrowing is expected to remain 
negligible on the grounds that the country will not have continued access to commercial debt. 
Fiscal financing gaps will thus have to be filled through grants or highly concessional loans, 
especially since running further domestic arrears over the medium and long term is an 
unsustainable alternative. The grant element in new disbursements is assumed to remain above 
50 percent. Concessional loans are assumed to be on standard terms.  It is assumed that most of the 
current arrears to the regional central bank and to domestic commercial banks will be repaid using 
externally-provided grants in the course of 2010.   
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10.      Assumptions governing the use of Guinea-Bissau’s SDR allocation (SDR 
12.4 million or 4.3 percent of GDP) in the DSA reflect institutional arrangements 
prevailing in the WAEMU area. In September 2009, pursuant to a decision by the 
WAEMU Council of Ministers, it was agreed that the regional central bank would lend an 
amount in domestic currency equivalent to the general portion of their SDR allocation to 
WAEMU members to be used to clear domestic arrears. While such financing is loosely 
associated with the SDR allocation—domestic financing by the BCEAO is linked to the CFA 
franc counterpart of members’ SDR allocations—BCEAO loans to member countries do not 
automatically trigger a drawdown of their holdings held at the SDR Department. The SDR 
allocation held by the BCEAO has thus not been drawn down. The BCEAO domestic 
financing has a grace period of 3 years, an interest rate of 3 percent and a repayment period 
of 10 years. Accordingly, the DSA treats the funds provided by the BCEAO as domestic 
borrowing, on the terms specified above. As the BCEAO continues to hold the SDRs 
provided as part of the August and September 2009 general and special allocation, the DSA 
does not assume any change in external debt service obligations resulting from the allocation. 

A.   Baseline: Interim Relief 

11.      Under the baseline scenario, all PPG external debt indicator ratios fall relative 
to their historical levels, but remain well above the policy-dependent debt burden 
thresholds (Tables 1a, 1b and Figure 1a).8 The baseline presumes full delivery of 
traditional debt relief as well as interim HIPC assistance, but that real GDP growth averages 
almost 5 percent per annum in the long term.910 Despite the concessional nature of most of the 
external debt, the debt burden indicators far exceed the relevant policy dependent debt 
thresholds (Text Table 1).11 In terms of PV, external debt stands at US$855.5 million or 
103 percent of GDP and 528 percent of exports. The downward trend in debt ratios through 
the projection period is mainly driven by the assumption that Guinea-Bissau only takes out 
highly concessional loans to finance fiscal gaps.12 

                                                 
8 Compared to the previous DSA, completed in June 2009, key debt ratios have improved significantly, owing 
to the upward revision in GDP. That ratios still remain above policy-dependent thresholds based on the revised 
data is testament to the level of debt vulnerabilities.  

9 Traditional debt relief is assumed to take the form of a Naples flow rescheduling over the 2010–2012 period. 

10 The underlying growth rates are approximately 2 percent higher than the historical average, with the historical 
average calculated to exclude the sharp drop in GDP associated with the 1999 internal conflict. The reason is 
that the past was marked by great political instability and inappropriate macroeconomic policies which are 
expected to improve in the period ahead. 

11 According to the World Bank Country Policy and Institutional Assessment (CPIA), Guinea-Bissau is 
classified as a country with poor quality of policies and institutions. Its average CPIA rating for 2003–08 is 
2.58 on a scale from 1 to 6 and below the operational cutoff of 3.25 for poor performers. 
12 The grant element of new external borrowing is projected to decline in 2010–14, owing to the lower 
concessionality of the proposed borrowing under the IMF’s ECF.  



 8  

 

Text Table 1. Summary of Baseline External Debt Sustainability Indicators 1/ 
 Indicative 

Threshold 2/ 
2009 2019 2029 Average 

PV of debt-to-GDP 30 103 56 19 61 
PV of debt-to-exports 100 528 281 93 308 
PV of debt-to-revenues 200 1155 530 175 601 
Debt service-to-exports 15 14 14 6 12 
Debt service-to-revenue 25 31 27 11 22 
Source: IMF staff estimates. 
1/ Debt indicators refer to Guinea-Bissau’s public and publicly guaranteed external debt. 
2/ Threshold over which countries considered as poor performers according to their CPIA would have at least a 25 percent 
chance of having a prolonged debt distress episode in the coming year. Guinea-Bissau lies within the bottom quintile of 
countries ranked by CPIA. 

B.   Alternative Scenarios and Stress Tests 

12.      Assuming that Guinea-Bissau reaches the HIPC completion point in 2010 helps 
to significantly alleviate the debt burden, but some debt burden indicators remain at or 
above thresholds consistent with a high risk of debt distress. (Table 1b, Scenario A3). 
This alternative scenario assumes full delivery of HIPC, MDRI, and Paris Club “beyond 
HIPC” assistance after the completion point.  Over the longer run, stronger export growth 
associated with economic reforms and continued reliance on highly concessional financing is 
expected to lead to a gradual decline in debt ratios to below sustainability thresholds by the 
end of the projection. 

13.      Standard stress tests to the baseline scenario confirm the external debt position’s 
vulnerability to unexpected shocks.13 Given current debt levels, the first stress test exhibits 
the enormous impact of a one-time 30 percent devaluation in the nominal exchange rate in 
2010 (Table 1b, Scenario B6): the PV of debt would increase by 39 percentage points of 
GDP in that year. That makes the devaluation by far the most extreme shock in terms of 
PV/GDP, debt/revenue, and debt service/revenue (Figure 1a). The prospect that such an 
adverse shock would be realized, however, is limited by Guinea-Bissau’s membership in the 
CFA franc zone, whose currency is pegged to the euro. The stability of the CFA franc versus 
the euro is buttressed by high levels of reserves. At the same time, movements in the euro 
versus other currencies in which Guinea-Bissau’s debt may be denominated (such as the US 
dollar) could have a significant impact on debt burdens.  

                                                 
13 The 10-year historical averages used in the stress tests exclude the steep drop in GDP and disruptions to other 
economic variables associated with the 1999 internal conflict. 
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III.   PUBLIC DSA 

A.   Baseline: Interim Relief 

14.      The baseline scenario, adapted from the same assumptions and consistent with 
the external DSA, shows domestic debt indicators remaining elevated (Table 2a, 2b and 
Figure 2a). Total public debt (domestic and external) as a percent of GDP declines steadily 
through the projection period. The PV of total public debt to GDP ratio exhibits a similar 
pattern. The debt service to revenue ratio rises in the second half of the next decade, 
reflecting in part the repayment of the domestic credit provided by the regional central bank 
in connection with the SDR allocation.   

B.   Alternative Scenarios and Stress Tests 

15.      Under the assumption of the HIPC/MDRI completion point being attained in 
2010 and the corresponding external debt relief being fully delivered (including MDRI), 
debt vulnerabilities significantly decline (Table 2b, Scenario A4)14. The PV of debt would 
fall to 50 percent of GDP in 2010, which amounts to a debt reduction of 77 percentage points 
of GDP in PV terms with respect to the baseline scenario. Despite this reduction, the PV of 
public debt to GDP would still remain high. 

16.      Assuming that GDP growth and the primary balance move to their historical 
averages (Table 2b, Scenario A1) has a modest adverse impact on debt ratios. By the 
end of the projection period, the PV of debt to GDP ratio is elevated by about 43 percent of 
GDP.  

17.      Standard stress tests to the baseline scenario confirm that also the public debt 
position remains vulnerable to economic shocks. As with the scenario assuming only 
interim relief, the largest impact results from imposing a one-time 30 percent depreciation in 
the exchange rate (Table 2b, Scenario B4), which severely impacts all debt burden indicators. 
Perhaps the largest impact is with respect to the debt-to-revenues ratio, which rises by 
42 percentage points (relative to the baseline) in the first year of the shock. 

IV.   CONCLUSION 

18.      In sum, based on staffs’ analysis, in the absence of HIPC and MDRI debt relief, 
Guinea-Bissau is expected to remain in debt distress, even though debt ratios would 
improve modestly in the medium-term reflecting the government medium-term 
macroeconomic program of reforms and fiscal adjustment. HIPC and MDRI debt relief, 
which would flow if the HIPC completion point were reached in 2010, and comprehensive 

                                                 
14 The assumptions for debt relief from multilateral and bilateral creditors are the same as those described in 
paragraph 12 above. 
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debt relief by the Paris Club and other bilateral donors, would help significantly alleviate the 
debt burden, with most debt indicators below policy dependent thresholds after the 
completion point. Over the longer run, stronger export growth associated with economic 
reforms and continued reliance on highly concessional financing is expected to lead to a 
gradual decline in debt ratios to below indicative thresholds by the end of the projection 
period. The inclusion of domestic public debt in the analysis reinforces the conclusions of the 
external DSA. 

19.      Prudent macro policies are highly crucial for reining in debt ratios and for 
performing under a potential new ECF, which is necessary to reach the HIPC/MDRI 
completion point. The government’s economic program, for which it is requesting Bank and 
Fund support, should focus on strengthening its fiscal stance; on avoiding nonconcessional 
debt, securing foreign aid on highly concessional terms; and on improving the political and 
business environment. The latter would not only be conducive for additional investment, but 
also for a more stable inflow of external aid than in the past. Containing the wage bill and 
avoiding off-budget expenditures will be key to reduce the current fiscal imbalance in a 
sustainable fashion.
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