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The official sector could of course argue that its loans
in 2004 were substantial and that participation should
be seen in a cumulative sense. But in the context of the
new IMF program, the reality is that this participation is
very small.

3. The Real Financing Gap is Much Larger at
Around US$350 million - Though the government
says the financing gap left over is only US$186 million,
it also notes that the stock of arrears expected at end-
2004 will be US$290 million. This means the shortfall
is gross terms is closer to US$475 million. Admittedly,
some of this can be rescheduled. Of the US$290
million in arrears, US$145 million is to the Paris Club
of which all but US$80 million is pre-cutoff and can be
rescheduled. We also think that the US$35 million in
arrears to Commercial Banks and US$22 million to
Suppliers can be rescheduled. This leaves actual arrears
that need to be paid on the order of US$165 million
meaning the real financing gap for investors to use is
US$350 million, broadly consistent with the amount
cited in our November 4 report. The size of this gap

increases the likelihood that the authorities would need to
capitalize bond coupons.

Given these themes, what can the message be that the
bondholders are sending to the government this week in
their meetings?

In our view, the combination of very high prices on the
bonds, large financing gap that likely necessitates
capitalizing coupon payments, and inadequate pressure on
other creditors to play a sufficient role in the financing
process makes the environment increasingly complicated
for a successful debt exchange.

Geoff Gottlieb
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