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1. SUMMARY AND RECOMMENDATIONS

A. Recommendation: It is recommended that the Administrator of A.I.D.
authorize a loan of $40 million from Economic Support Funds to provide
balance of payments assistance to the Government of Jamaica. A request

for a supplemental appropriation of Economic Support Funds (ESF) to finance
this program was approved by Congress on December 11, 1980, and signed by
the President on December 16, 1980.

B. Summary Justification: The Government of Jamaica is faced with an
enormous balance of payments gap currently estimated at more than US
$550 million in 1981. Although the new Seaga government is totally
commnitted to a program of economic recovery, it is confronted with
tremendous obstacles. Among the most important are the lack of financial
resources to purchase essential imports and to service a large external
debt, and the need to curtail public development programs in order to
reduce large GOJ budget deficits inherited from the former government.
The proposed A.I.D. program which has been designed in conjunction with
a prospective IMF Extended Fund Facility Agreement (EFF) and Other Domor
support, will alleviate the severe balance of paymerits problem facing
the economy. Special financing will be required to fill the projected
external gaps during the 1981 - 1983 period. This speclal financing is
estimated at:

(in million of US $)

1981 1982 1983

I.M.F. (gross) 200 200 177
Refinancing from Foreign Commercial Banks 113.3 87.1 80.2
Venezuela/Mexico 0il Facility 91 100 100
World Bank 40 40 40
Donor Countries 50 40 40
OPEC 10 10 10
Trinidad 011 Facility 10 10 10
A.I.D. 60 50% ?

Total $574.3 537.1 457.2

*FY 1982 CP

The Mission and LAC Bureau have determined that non-project assistance
is the most appropriate A.I.D. mechanism to use because of the need to
respond quickly to urgent needs for foreign exchange. A cash transfer
is recommended because of the need to accelerate disbursements in order
to impact immediately on the balance of payments problem. Pravious
experience in Jamaica with a 1977 Commodity Import Program demonstrated
that approximately three years were required to disburse $9.4 million.

*US $1.00 = J$1.78



Upon receipt of loan funds, the Government of Jamaica will allocate the
local currencies generated by the $40 million cash loan to its 1981/1982
capital and recurrent budgets.

C. Summary Conditions and Covenants:

exceed ten (10) years. The Borrower shall pay interest at the rate of
2% per annum during the grace period and 3% thereafter. Interest shall
be payable semiannually. The first payment of interest shall be due
and payable no later than six months after disbursement of the loan.

3. Disbursement/ Tranching - The loan will be disbursed in two
tranches: (1) $10 million will be disbursed immediately upon satis-
faction of initial conditions precedent (which are A.I.D.'s standord
provisions); and, (2) an additional $30 million will be disbursed upon
receipt of a letter from the IMF to A.I.D. which states that the Letter
of Intent submitted by the Jamaicans is acceptable to the IMF.

4. Conditions Precedent to Initial_nisbursemegg - Prior to the first
disbursement under this Loan, or to the issuance by A.I.D. of documerca-
tion pursuant to which disbursement will be made, the Borrower will,
except ag the Parties may otherwise agree in writing, furnish to A.I.D.,
in form and substance satisfactory to A.I.D.:

== An opinion from the Minister of Justice of the Borrower stating
that this Agreement has been duly authorized and/or ratified by, and
executed on behalf of, the Borrower, and that it constitutes a valid
and legally binding obligation of the Borrower in accordance with all
of its terms.

-~ A statement representing and warranting that the named person
or persons have the authority to act as the representative or representa-
tives of the Borrower pursuant to Section 8.2, together with a specimen
signature of each person certified as to its authenticity.



5. Procurement - The Borrower will covenant that, during the year

following the initial disbursement of A.L.D. loan funds, Jamaica
will import from the U.S. at least $40 million of goods and/or services,
excluding defense items and luxury goods and will submit the list to

A.I.D,

6. Waivers - No wailvers are required.



II. BACKGROUND

A, Seven Years of Decline: Jamaica has compiled a singularly dismal
economic record over the past seven years. Between 1973 and 1980, GpP,
measured in constant Jamaican dollars, has declined a total of 18.37%,

as production declined or stagnated in all major sectors of the economy.
Real per capita income declined even more--a total of more than 25%
between 1973 and 1980. Added to this decline in production and real
incomes was a massive increase in unemployment. At the last official
measurement, in October 1979, unemployment stood at 31.3%. More recent
estimates put the rate somewhere in excess of 35Z%.

Large fiscal and balance-of-payments deficits, meanwhile, produced an official
foreign debt that on September 30, 1980, totalled approximately $1.79

billion. Debt service payments due--approximately $1.65 billior over

the next three years (approximately 50% of total expected export
earnings)~-have now, in fact, risen to the point where they effectively
exclude the possibility of an economic recovery based only on Jamaica's

own resources.

B. Causes of the Decline: Behind this decline in the Jamaican economy
were essentially four factors: a precipitous decline in private investment,
a series of unexpected shocks to the external account, the GOJ's mis~
calculation as to the ultimete effects of a levy on bauxite production,
and, lastly, a series of deficit budgets financed by large short-term
foreign borrowings and excessive monetary expansion.

Until its decline in the mid-seventies, foreign private investment had
effectively carried the Jamaican economy, offsetting large current

account deficits that, as a percent of GDP, exceeded the current account
deficits of recent years. Beginning in the early seventies, however, an
exhaustion of opportunities in the two major sectors, bauxite mining and
tourism, which had absorbed the largest portion of foreign investment funds
throughout the 1950s, 1960s and early 1970s, and a decline in foreign
investor confidence in the future of Jamaica, produced to a large extent
by the Trhetoric of the then PNP government,

combined to reduce foreign private capital inflows to a point where the
autonomous capital inflows could no longer cover the current account deficit.
An overall payments deficit appeared for the first time in 1975. By 1976
this deficit had climbed to $244 million (11% of GDP) before declining
under pressure from import and foreign exchange controls.

These payments deficits were aggravated by two unexpected shocks to the
external account. First was the rapid rise in oil prices after 1973.
Between 1974 and 1980, Jamaica's oil payments bill rose from US $195
million (21% of total imports) to US $440 million (33% of total imports).
The second shock was an unanticipated decline in tourism receipts which
followed unfavorable publicity regarding Jamaica in several of Jamaica's
major tourism markets, and a cut in travel from America and Western
Europe which were in the middle of a severe recession. Between 1974 and
1976, tourism receipts declined 21.5% in nominal terms and by a much
greater amount in real terms before recovering in 1977, 1978 and 1979.

The third factor in the decline was the government's miscalculation of the
effects of a several fold dncrease in the levy on bauxite production in
Jamaica. Where Jamaica had expected the producer companies to accept

the levy without serious complaint, the producer companies in fact
resisted strongly, reducing bauxite production in Jamaica during the
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1975 recession and accelerating the opening up rew sources of supply in
other countries. In two years, bauxite production in Jamaica declined
from 15.3 million metric tons in 1974 to only 10.3 million metric tons
in 1976. This decline alone accounted for nearly one fourth of the
12.5% decline in GDP that occurred between 1974 and 1976.

The fourth factor in the decline was the government's attempts to
maintain employment and real incomes in the face of declining production
through large government expenditure programs financedby foreign
borrowings and money creation. This created large fiscal deficits, an
exaggerated demand for imports, and the accumulaticn of a huge short

term foreign debt.

C. Impact on Production and Employment: This loss and waste of
economic assets produced major declines in production and employment
throughout the economy. Over the seven year period between 1974 and 1980,
GDP, in constant 1974 Jamaican dollars, decreased a total of 18.3%. Over
this same period, real per capita GDP declined even more -- a total of
more than 25%Z. Unemployment meanwhile increased rapidly, rising from
20.7% of the labor force in October 1974 to 31.3% in October 1979,

In fact, over the five year period from 1974 to 1979, total employment
izgrggged by only 13,000, while the labor force increased by more than
140, .

Production declined or stagnated in all major sectors of the economy.

In mining, the decline in the demand for aluminum during the recession
of 1975 and the decision by major producer companies to develop new
sources of supply outside of Jamaica, led to a decline of almost 40%

in real mining product between 1974 and 1976. Thereafter, the slow
recovery in the world market and downward adjustment in the bauxite levy,
produced a siow and incomplete recovery.

In manufacturing, a lack of foreign exchange to fund necessary capital
good and raw material imports, a loss of trained management personnel
and a declining domestic market for manufactures led to a 20% decline
in real manufacturing product. This decline was accompanied by a major
cut in employment. Between 1974 and 1979, 10,000 of the 80,000 jobs

in manufacutring were lost.

In construction, the decline in national investmeut (from 30.5% of GDP
in 1974 to 10.5% in 1977) made its effects felt first and most severely.
Between 1974 and 1977, real GDP in construction declined more than 40%
and has not recovered since. The loss in jobs totalled more than
13,000, i.e., more than one-third of those employed in construction.

In the service sectors, GDP declined very little because of large
increases in expenditure on public administration, where employment
increased by almost 40,000. GDP in tourism, the other major portion
of the services account, followed a very uneven course throughout the
late 1970s, decreasing in 1975 and 1976, but recovering in 1978, 1979

and 1980.

In agriculture, a rapid expansion in food crops largely offset declines
in export crops, producing an overall 157 increase in real agricultural
product between 1975 and 1978. Thereafter floods, labor problems and
shortages of imported pesticides and fertilizers began to restrict



production, reducing agricultural product in 1979 by 6Z. Employment in
agriculture, in general, followed production, rising until 1978 and
declining rapidly thereafter.

Preliminary estimates for 1980 indicate that employment and production
continued to decline in all major sectors, with the exception of mining,
which benefitted from a reduction in the bauxite levy. Overall, initial
estimates indicate a further 3 to 3.5% decline in GDP and an increase in
unemployment to the range of 35%

TABLE I

JAMAICA - SECTORAL ORIGIN OF GDP IN CONSTANT PRICES, 1974-1980

1974 1975 1976 1977 1978 1979 1980
Proj.
(In millions of Jamaican dollars at 1974 prices)

GDP at Market Prices 2,265 2,212 2,028 1,989 1,955 1,911 1,861
Agriculture and Fisheries 162 165 158 171 187 176 172
Mining 298 228 184 217 222 219 232
Manufacturing 386 396 375 340 323 312 300
Construction and installation 214 212 169 129 133 128 122
Electricity, gas, and water 22 23 24 23 24 23 23
Services 1,183 1,188 1,118 1,109 1,066 1,053 1,012

(As per cent of total)

Agriculture 7.2 7.5 7.8 8.6 5.5 9.2 9.2
Mining 13.2 10.3 9.1 10.9 11.3 11.5 12.5
Manufacturing 17.0 17,9 18.5 17,1 16.5 16.3 16.1
Construction and installation 9.4 9.6 8.3 6.5 6.8 6.7 6.6
Electricity, gas, and water 1.0 1.0 1.2 1.1 1.2 1.2 1.2
Services 52.2 53.7 55.1 55.8 54.7 55.1 54.4

Source: Department of Statistics, National Planning Agency



TABLE II
JAMAICA - EMPLOYED LABOR FORCE BY SECTOR AND UNEMPLOYMENT RATE
1974-1979
1974 1975 1976 1977 1978 1979
Agriculture, Mining & :

Refining a/ 229.,7 241.4 246.3 255.8 258.0 221.8
Manufacture 81.1 72.7 75.0 74,9 78.2 71.9
Construction & Installation 41.6 43.8 36.3 32.1 35.0 26.5
Transport, Communications &

Public Utilities 25.5 31.2 32.4 31.4 30.8 29,7
Commerce 75.5 81.1 84.6 90.1 91.5 90.8
Public Administration 83.2 96.1 106.7 111.8 103.2 109.4
Other Services ) 94,0 98.5 99.5 105.0

) 114.0 118.0
Industry Not Specified) 3.8 4.5 5.9 8.3
Total Labor Force Employed 650.6 684.3 679.1 699.2 702.1 663.4
Total Unemployed 169.5 181.3 216.4 218.7 247.1 299.1
Total Labor Force 820.1 865.6 895.5 917.9 949.2 962.5
Rate of Unemployment (%) 20.7 20.9 24.2 23.8 26.0 31.3

a/ Other group includes forestry and fishing, and quarrying.

Source: Department of Statistics

D. Impact on Govermment Revenue and Expenditure: The Government's

fiscal position has deteriorated rapidly since 1974 as revenues, undermined
by a declining economy, failed to keep pace with rapidly rising expenditures.
The result has been a series of deficit budgets, all financed in large part
by credit from the banking system.

Between JFY-73/74 and JFY-76/77, expenditures rose from 25% to more than

427 of nominal GDP, before declining slightly as a fraction of GDP under

the pressure of expenditure controls. Major increases occurred in both the
current and the capital account. In the case of the recurrent account, the
rapid growth in the public wage bill, and large increases in current transfers
and interest payments accounted for most of the increases in expenditures.

In the case of the capital account, loans and transfers to public sector
industries, aimed at maintaining current production and employment, absorbed
most of the increase, providing little net public capital formation. Revenues
failed to keep pace with this increase in expenditure. Even with the increase
of the bauxite levy, revenue, as a percent of GDP, rose only 2.57% (to 22.5%)
between JFY-75 and JFY-77. Thereafter, steep increases in income taxes and
consumption and improt duties produced but small increases in revenue.

The result was a series of budget deficits which increased each year
until 1977, when the deficit stood at 19.4% of GDP. Thereafter the



deficits slowly decreased, as measures to control expenditure and
increase revenues slowly took effect. In JFY-80, however, the deficit
still gtood at J$755 million (15.5% of GDP). For JFY-81, a further
deficit of J$900 willion (15.8% of GDP) 1is expected,

TABLE III

JAMATICA~-OPERATIONS OF THE CENTRAL GOVERNMENT,FY1973/74--FY1980/81
(IN MILLIONS OF JAMATCAN DOLLARS)

73/74 74775 75/76  76/77 77/78 78/79 79/80 80/81
Est,
TOTAL REVENUE 347.7 517.5 640.7 606.7 652.2 1037.3 1118.0 1218.0
Tax Revenue 322.2 394.5 477.5 484.8 487.9 737.4 832.0 864.0
Non-tax Revenue 24,7 34,0 36.9 40,3 42.5 30.1 53.0 42.0
Bauxite Levy a/ - 85.0 125.0 80.0 110.0 268.0 233.0 312.0
Capital Revenue 0.8 4,0 1.3 1.6 11.8 1.8
TOTAL EXPENDITURES 443.1 704.6 933.7 1130.8 1165.4 1594.1 1873.0 21:15.0
Current Expenditure 340.2 493.2 628.9 771.6 832.8 1142.8 1283.0 1459.0
Capital Expenditure 102.9 211.4 304.8 359.,2 332.6 451.3 590.0 656.0
CURRENT ACCOUNT 6.7 20.3 10.5 -166.5 =192.4 -207.3 =166.0 =249.0
OVERALL DEFICIT -95.4 -187.1 =-293.0 -524.1 =513.2 -556.8 -755.0 -897.0
FOREIGN FINANCING (net) 53.9 55.2 99.4 83.2 21.1  269.9 233 260
Disbursements © 110.4  106.7 69.1 427.3
Amortization -11.0 -23.5 - 48.0 657.4
DOMESTIC FINANCING(net) 41.5 131.9 193.6 440.9 492.1 286.9 522.0 268.0
Banking System 18.1 43.2 114.9 325.9 229.4 135.9 310.0 141.0
Non-Bank 23.4 88.7 78.7 115.0 262.7 151.0 212.0 127.0
Unfinanced 369.0
E. Monev Supp]. and Inflation: Domestic credit increased rapidly between

1973 and 1980 1 response to increasing demands for credit from the Government,

Between 1974 and 1980, domestic bank cradit expanded much more rapidly than
did nominal Gpp, Starting at 32.5% of nominal GDP in 1973, domestic credit

rose to 44.87 of domestic GDP by c.ose of 1980. Public sector debts accounted

for the largest portion of this new credit. By 1980, total credit to the
public sector had risen to 30.3% of nominal GDP; the public sector's share
of all new credit had risen to 67.5%.

In contrast to this rapid expansion in domestic credit, money supply growth
was more moderate between 1973 and 1980. Only in 1975, 1976 and 1977 did



supply had been less during this period, the growth of nominal GDP--~and
of course the rate of domestic price inflation--would also have been less.

The actual growth rate of money supply was possible to restrain only
because of a basic policy decision to restrain monetary growth and in-
flationary pressures at almost any costs in foreign debt. The final cost
in debt proved very high. Between 1975 and 1980, the Bank of Jamaica's
net foreign assets dropped from a positive J$56.7 million to a negative
J$896 million, while the combined debt of the GOJ and the Bank of Jamaica
climbed to approximately US$1.79 billion.

Inflation, however, for much of this period remained moderate. In 1975,
1976, and 1977, inflation never exceeded an annual rate of 16%, despite
large fiscal and balance-of-payments deficits. In 1978, a major devaluation
in the Jamaican dollar forced inflation temporarily close to an annual

rate of 50%, but, with the suspension of crawling exchange rate adjust-
ments in 1979, inflation rates returned to a more moderate

20% annual rate,

In 1979 and 1980, however, with foreign sources of credit virtually
exhausted, the Bank of Jamaica has been forced to issue unbacked credit
to cover the government's huge fiscal deficit. As a result of this and
the bidding up of the prices of scarce imports, inflation has risen to an
annual rate of 30 to 35% by mid-~1980 and is expected to go higher, if new
sources of foreign funding are not found.
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TABLE 1V
JAMAICA: SUMMARY ACCOUNTS OF THE BANKING SYSTEM ;/
(In millions of Jamaica: dollars)
1976 1977 1978 1979 1980

Net foreign assets -215.6 -263.2 -569.5 -834.0 -896.6
Net domestic assets 1, 203.3 1, 382.8 1, 988.6 2, 459.1 2, 953.1
Net claims on Central
Government 491.4 695.1 935.1 1, 156.8 1, 618.0
-Net claims on rest of

public sector 37.8 58.0 78.9 129,2 117.0

Selected public entities (...) (...) (87.5) (107.9) (108.0"

Other public sector ...) (...) (-8.€) (21.3) 3.0)
Official capital and surplus -17.4 -17.9 -8.4 43,9 =8.5
Credit to other financial

Institutions 31.8 26.5 48.7 62.5 50.0
Credit to private sector 596.9 521.9 617.3 734 .4 865.0
Stabilization fund - 20.9 - 44,1 1.6
Valuation adjustment 1.4 17.6 250.1 242.3 220.7
Net unclassified assets 61.4 60.7 66.9 45,9 89.2
Allocation of SDRs 18.7 19.5 39.0 58.8 76.6
Medium-and long-term foreign

liabilities 13.2 11.8 3.8 3.8 5.9
Liabilities to other financial

institutions 105.8 71.9 99.7 110.4 124.0 -
Special deposits - - 63.3 2.6 163.0
Liabilities to private 850.0 1, 016.4 1, 213.3 1, 429.5 1, 687.0

sector
Money 301.3 420.2 497.4 570.1 644 .0
Quasi-money 493.8 537.2 627.8 753.7 921.0
Other 54.9 59.0 88.1 105.7 122.0
Source: Bank of Jamaica; and Fund staff projections.

SDRs are valued at SDR 1.3 per U.S, dollar. The U.S.

1/ End of period data.

dollar/Jamaica dollar rate is J$1.78 per U.S. dollar.

F. Debt Service: Until 1976, Jamaica's repeated fiscal and balance-of-pay-

ments deficits were financed by drawings from the Bank of Jamaica's r
The result, five years later: a precipitous
et foreign assets (from J$56.7 million in

thereafter by public borrowings.
decline in the Bank of Jamaica's n

eserves,

1973 to a negative J$896 million at the close of 1980) and a massive increase
in the nation's official foreign debt.

stood at US$1.79 billion.

Of this debt approximately two-thirds ($1.23 billion) 1is direct government
debt or government guaranteed debt; approximately one~third ($560 million)

As of September 30, 1980 this debt
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is owed by the Bank of Jamaica. .
Creditors include commercial banks ($460 million}, bilateral lenders
($525 million), the IMF ($350 million), other multilateral financial
institutions ($240 million) and others, primarily private individuals
and corporations, ($225 milliom).

Gross Service payments due on this public debt in 1981, 1982 and 1983

total approximately $1.65 billion. Current plans call for refinancing
about $560 million of this. Eveu if these plans work out (and there

is no guarantee yet that they will) almost $1.1 billion in public debt

service payments will still be due over the next three years--$410 million

in 1981, $325 million in 1982 and $350 million in 1983,

TABLE V

Total External Public Debt OQutstanding

At September 30, 1980

(In millions of U.S. dollars)

Total 1,791.3
Government Direct and Guaranteed 1,228.2
Commercial Banks (423,5)
Multilateral (240.5)
Bilateral (376.1)
Suppliers' Credat ¢ 4.7
Vendors' Credit ( 43.2)
Market Loans ( 26.5)
Other _ (113.7)
Bank of Jamaica 563.1
International Monetary Fund (347.4)
Commercial Banks ( 39.0)
Venezuela Investment Facility ( 22.6)
Venezuela 01il Facility ( 20.0)
Trinidad & Tobago ' ( 55.0)
Central Bank Libya ( 50.0)
Other ( 29.1)

G. Impact on Balance of Payments: Poor export performance, a sharply
rising oil bill, disappointing tourism receipts, net private capital out-
flows, and mounting debt service payments together produced a series

of large deficits in Jamaica's overall external account beginning in 1977,
A summary of the balance-of-payments for 1974-1978 is shown in Table VI.
A summary of the balance-of-payments 1979-1983 (1981-1983 are forecasts)
is presented in Table VII of this document.

Exports were a particular disappointment. Between 1975 and 1980, all
Jamaica's export commodities declined in volume. Bauxite exports fell

from 7.9 million metric tons to 6.5 million metric tons, alumina exports

fell from 2.8 million metric tons to 2.1 million metric tons, sugar exports
declined from 270,000 netric tons to 187,000 metric tons and, lastly, banana
exports fell from 72,000 metric tons to 65,000 metric tons. In most cases,
price increases maintained nominal export earnings at previous nominal levels
despite the decline in volume. In the case of sugar, however, a decline

in prices during much of this period paralleled the decline in volume, leading
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to a net loss of nearly $100 million in export earnings. A large part of

this loss was recovered from increased exports of other products, primarily
manufactures and food products, but altogether nominal export earnings
increased but 3% during the full five year period. The decline in real

terms was very large. Adding to the problems caused by poor export perfor-
mance were disappointing tourism receipts and a steep decline in the surplus

on capital account. On the payments side, rapidly increasing oil payments

and investment income outflows absorbed increasing amounts of foreign exchange.

particularly after the imposition of foreign exchange and import controls
in 1977 and 1978. These controls were directed first against imports of
capital goods, food and other consumer items, but eventually also cut into
the imports of raw materials and intermediate goods necessary for industry
and agriculture. As a result of these controls, between 1975 and 1977
lmports of capital goods dropped from $346 million to only $51 million;
food imports from $130 million to only $50 million, and intermediate good
imports from $324 million to $266 million. Since 1977, the nominal value
of imports has increased moderately; volumes, however, have continued to
fall.

TABLE VI

JAMAICA - BALANCE OF PAYMENTS, 1974-1978

(USS millions)

1974 1975 1976 1977 1978
Exports (fob) 694 810 632 734 738
Imports (cif) 932 1,119 912 747 865
of which oil (73) ( 195) (204) (235) (194)
TRADE BALANCE -238 =309 =280 ~13 -127
Services (Net) 48 - - 51 - 99 -~ 13
(Tourism) < (112) ( 76) ( 47) (60) ( 8s)
(Investment Income) -77) (- 90) (=17) (-138) <L11)
(Other) (13) ( 14) ¢-81) (- 21) ( 10)
Trancfers (net) 23 26 6 20 26
. Current Account Balance -167 -283 -331 - 92 -114
SDRs
Public Capital a/ 181 167 102 -3 139
Additional Capital required
Other capital b/ 41 37 - 15 7 -132
Change in reserves ~ 55 79 244 88 107
(-increase)
of which change in arrears (27)  ( 36)
(-decrease)

a/ Includes publicly guaranteed
b/ 1Includes errors and omissions

Source: Bank of Jamaica, IMF.
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LIT DIRECTIONS OF THE NEW GOVERNMENT OF JAMAICA

A. Directions: 1In its election manifesto (which remains, pending the
completion of the govermment's negotiations with the IMF, the most com-
prehensive statement of the new govermment's economic plans), the Jamaica
Labor Party promised a radical break with the nation's past economic
policies. Where the former PNP government had inhibited foreign invest-
ment, the JLP promised to encourage it, particularly in labor intensive

or export oriented industries. Where the former PNP government had sought
to limit the role of the private sector and preserve for the public sector
the "commanding heights" of the economy, the JLP promised to promote the
role of the private sector, limit bureaucratic controls on and interference
with economic activity, and, in general, to open the economy up to the
motivational force of price and profit incentives. Lastly, where the PNP
had been able to produce no alternative to continuing balance~of-
payments deficits, the JLY promised a return to the IMF and, at least in
the medium term, a raturn to the payments pattern of the late 1970s, when
public and private capital in-flows had offset large current account
deficits.

In regard to fiscal and monetary policy, the manifesto went on to promise
that a JLP government would close the budget financing gap by 1984, limit
the portion of new credit going to the public sector and ensure that
sufficient credit was available for a reviving private sector. While the
possibility of a devaluation was never openly addressed, comments in the
manifesto to the effect that a JLP government would not depress consumption
to force savings suggest that a devaluation would be for a JLP govermment

a measure of last resort.

Detailed development programs are presented in thc manifesto for all the
major sectors of the economy. All the development programs share certain
themes--incentives for the private sector, restrictions on the role of
the bureaucracy, a focus on exports and foreign exchange earnings and an
emphasis on the development of rural Jamaica.

All the steps the JLP govermment has taken since its election--its ardent

wooing of foreign investors and its return to the IMF--indicate that the

party was quite serious in fulfilling its promises of a radical turn in economic
policy. While most of the steps promised will have to wait on the restora-

tion of foreign exchange flows, it seems the JLP is moving in the direction

that it promised--towards an economy more solidly based on private en~-

terprise.

B. Balance-of-Payments Outlook: As has already been noted, Jamaica

does not have sufficient foreign exchange resources to finance an economic
recovery. Without an immediate injection of significant amounts of foreign
exchange,the economic decline which has persisted since 1973 will accelerate.
Although the need for concessional capital inflows will persist at least
through 1983, and probably longer, the first quarter of 1981 presents

special problems.

The Bank of Jamaica's liquid foreign exchange reserves have been critically
low throughout 1980, but in November and the first two weeks of December
they continuously approached the zero mark. Receipts received during the
second half of December, most significantly the $50 million advance payment



14

of the bavxite levy due on January 15, enabled the Bank to meet all of

its obligations for the month and to carry some $20 million in liquid

reserves into 1981. The outlook for January 1981, however, is extremely
bleak. Inflows indentified to date, together with liquid reserves available

at the beginning of the month, will not cover programmed expenditures. The
resulting gap will be approximately $13 million and liquid foreign exchange
reserves will be exhausted:by the end of the month unless further cuts in
planned imports are made. The situation in February will be much worse as the
Projected foreign exciange for that month is $40 million.

As far as we know, the proposed U.5. assistance represents the only foreign
exchange input that could meet the January gap. By providing this assistance,
thelU.S. would not only give the Jamaican economy a chance to begin recovery,
the U.S. would also be giving encouragement to other potential creditors,

both public and private, who (with the exception of the U.K. which is providing
a 26 million loan) are currently on the gideline waiting for someone else to

go first.

Even if Jamaica is able to get through January and February because of now
unexpected capital inflows, the remainder of 1981 and the years immediately
following will not be easy. This can be seen in Table VII which presents
estimates for the balance of payments for 1979 and 1980 and forecasts for
1981, 1982, and 1983. The forcasts for 1981 through 1983 are based on GDP
growth rates of 2%, 4%, and 5% for the three years and include the following
special financing (in millions of U.S. dollars):

1981 1982 1983
I.M.F. (gross) 200 200 177
World Bank 40 40 40
- Donor Countries (excluding U.S.) 50 40 40
OPEC 10 10 10
Venezuela/Mexico 01l Facility 21 100 100
Trinidad 041l Fecility 10 _1lo _10

Also assumed in the Table VII projections are refinancing or roll-over
arrangements from foreign commerical banks of $113.3 million in 1981, $87.1
million in 1982 and $80.2 million in 1983, as well as $84.7 million in 1981,

$84.7 million in 1982 and $ 109.7 million in 1983 from selected'bilateral LDC's. .
The amount of refinancing included from the commerical banks is based upon the
assumpticn that 87% per cent of principal payments due in fiscal year 1980/81
will be deferred during the year and refinanced at the end of March 1981, as
originally planned. It is further assumed that at the same time all unpaid
maturities - including the remaining 124 per cent-will be refinanced retroactive
to September 16,1980, and that all commerical bank maturities due in fiscal
years 1981/82, 1982/83 and 1983/84 will be refinanced. To the extent that the
assumptions used in Table VII projections do not prove correct, the 1981-83
picture will be changed.
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TABLE VII

JAMATICA BALANCE OF PAYMENTS, 1979-1983

(MILLIONS OF U.S. DOLLARS)

1979 1980 1981 1982 1983
A. MERCHANDISE ~-188.3 -226,2 -335.6 -275.0 -403.3
Exports (£.0.b.) 814.7 943.8 1,104.4 1,318.0 1,419.7
Imports (c.i.f.) 1,003.0 1,170.0 1,440.0 1,593.0 1,823.0
B. SERVICES (net) - 85.1 -155.0 -178.2 -185.0 -186.2
Foreign Travel 134.0 146.0 177.4 236.8 206.2
Investment Income -202.6 -288.0 -339.5 -407.3 =382.4
Other - 16.5 - 13.0 - 16.1 - 14,5 - 10.0
C. GOODS & SERVICES (net) =273.4 -381.2 -513.8 «460.0 =589.5
D. TRANSFERS (net) 80.0 110.0 130.0 150.0 170.0
Private 70.0 100.0 120.0 140.0 160.0
Official 10.0 10.0 10.0 10.0 10.0
E. CURRENT ACCOUNT -193.4 -271.2 -383.8 -310.0 -419.5
F. ALLOCATION OF SDRs 10.0 10.0 10.0 - -
G. NET CAPITAL MOVEMENTSY - 54.3  63.7  303.6 179.1  337.5
Official 43.0 85.7 60.3 32.8 28.7
Privat: (including net
errors & omissions) -97.3 - 22.0 243.3 146.3 308.8
I. CHANGE IN RESERVES* 237.7 197.5 70.2‘ 82.0

Increase = minus)

130.9

*Change in BOJ net assets & in arrears

1)

BANK OF JAMAICA
NOVEMBER 28, 1980

To be revised as additional financial arrangements are concluded.
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C. Relation of U.S. Assistance to Jamaica's IMF/IBRD Program: To obtain a
major portion of the additional resources needed to finance its eccnomic
program, the Government in mid-November initiated discussions with the
International Monetary Fund and the International Bank for Reconstruction
and Development. These preliminary discussions led to formal negotiations
that began December 8 in Kingston on an Extended Fund Facility loan from
the IMF and 2 large loans from the IBRD. These negotiations have yet to
be concluded. It is expected, however, that an IMF program could be in
place by April 1, 1980 and an IBRD progracm soon thereafter. In the meantime,
the Government looks to the $40 million in U.S. assistance to help pay for
urgently needed imports during the first quarter of 1981 and to provide
local currency financing of its development budget during the fiscal year
beginning on April 1, 1981.

The U.S. assistance proposed in this document complements the IBRD program,
therefore, by serving as a financing bridge to the funds to be provided by

the IBRD for imports. As discussed in the previous section on the balance-
of-payments outlook, the Government will be unable to finance even a minimal
level of imports during the first quarter of 1981 without the early availability
of the U.S. assistance. After April 1, the Government will hopefully have
available to it funds from the IBRD and from other bi-lateral donors for
continued import financing.

The U.S. assistance also complements the IMF lending program. Given the current
condition of Jamaica's external finances, the resources to be made available
by the IMF--even nn the scale now contemplated --will be unavailable for the
financing of imports or for budgetary support of the Government, Rather, IMF
resources will have to be used almost exclusively for the liquidation of large
external arrearages, for the repayment of the Bank of Jamaica's external
liabilities, and for the rebuilding of its liquid foreign exchange reserves

to minimum working levels. The U.S. assistance, on the other hand, will be
available prior to the disbursement of the first tranche of IMF funds for

the financing of urgently needed imports and, through the local currency
generations, for the financing of development programs which are necessary

for sustained economic growth in Jamaica. This local currency financing will
help the Government avoid the pPre-empting of an excessive amount of private
savings which would otherwise be available for private investment and also
avoid the alternative of financing its budget deficit by inflationary un-
backed borrowing from the Bank of Jamaica. Restrictions on deficit financing
of the GOJ budget are certain to be an essentlal part of the Govermment's
agreement with the IMF. Only with these restrictions and the assumption of
alternative financing of the budget deffcit can the Government and the IMF
expect any positive growth of the Jamaican economy in the foreseeable future,
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1v. PROPOSED U.S. ASSISTANCE

A. Urgency of Need:

The analysis above shows that the Jamaican economy has suffered
congiderably over the past several years because of the unavailability
of sufficient foreign exchange and budgetary resources, that election of
a new government on October 30, 1980 has created a situation in which
both Jamaican and foreign private businessmen are willing to make
significant investments in Jamaica, and that the new government is develop-
ing an economic program which, by taking advantage of these private initia-
tives, could begin to reverse the negative trends of recent years. However,
because the new government does not have the internal or external resources
necessary to finance this recovery program, economic deterioration continues
despite the brrad base of public support the government now enjoys. The
Government of Jamaica is thus in urgent need of external capital assistance
and budgetaiy support.

Since the election of the new government, one of its most pressing
concerns has been to obtain the foreign exchange needed to purchase the
spare parts, the agricultural and industrial raw materials, and the capital
goods essential to increase production aud exports. At the same time, it
has had to use much of the limited foreign exchange available to it to meet
foreign debt obligations. It has had both successes and setbacks in its
efforts to obtain additionil financing but the overall result to date has
been disappointing and the level of economic activity continues to decline.
The government had hoped to obtain some $58 million in new credits through
the Venezuelan oil facility in November but now expects to receive only
some $18 million and will have to use the bulk of this to repay an existing
loan from Venezuela. The government negotiated with several foreign
commercial banks for $100 million in immediate financing for imports, but
was able to reach agreements for only $40 million. In the face of this
insufficient financing and a continuing resolve to meet all external debt
payments, the government has been forced in November and December to .cut
back its allocations for imports from already dengerously low levels in
order to maintain the solvency of the Bank of Jamaica. Unless significant
new financing Is made available to the government early in the new year,
even more drastic cuts will have to be made beginning in January and there
is a very serious threat that by February, for the first time, the government will

be forced to default on its international debt obligationms.

Because of the continued lack of badly needed imports, the Jamaican
economy has at best stagnated and more probably has continued to deteriorate
since the new government took office. Unemployment resources, both human and
physical have not been put to work. This situation, if allowed to continue
much longer, could lead tc serious social unrest and cause further long-
term damage to the economy.
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Much of the external financing needed will eventually come from
the International Monetary Fund, the Bank for International Reconstruction
and Development, bilateral donors, and private investment. By far the
largest component of this package will be IMF credit but even the first
portion of IMF funds and most of the other financing which is now expected
will not be available to the government until April, after the IMF
Executive Board has approved an agreement with the government. In the
meantime the government has been forced to call for the payment in December
of the bauxite levy of almost $50 million due on January 15, 1981 in order
to meet its December external obligations, and has been unable to identify
the resources needed to meet its January, February, and ‘March external
obligations. This means that unless other sources of financing for imports
can be tapped almost immediately, there is a great risk that the government
will face the choice by mid~January of either halting payments for imports
or defaulting on its external debt payment obligations. Either course would
seriously delay or totally halt the government's efforts to implement the

For this reason the $40 million U.S. assistance should be made available
at the earliest possible date. We do not recommend tying these funds to the
IMF agreement for the following reasons:

1. The GOJ needs the funds by late in January or early in February
if 1t to is avoid default on itsg debt; or 1f it is to secure a refinancing of the
debt; or if it i3 to develop renewed lines of credit for essential imports; or
if it is to keep and further stimulate the private sector confidence so crucial
for the Seaga Governmment's economic recovery program.

2. It is possible that the Letter of Intent with the IMF will
not be in place at that time.

3. There is no evidence that the additional leverage provided by
U.S. assistance is crucial to either further encourage the inevitable IMF

agreement or to significantly alter its terms.

4, We are unaware of any additional significant resources available
to the GOJ at this crucial peint in time,

B. Objectives

There are four basic objectives ofthis U.S. assistance to
Jamaica: rapid disbursement, and the stimulation or production, exports,
and employment. Stated another way, the purpose of the U.S. assistance is
to contribute to the fastest possible recovery of the Jamaican economy and
to help establish a solid base for sustained long-term growth. Achievement
of these objectives requires that the foreign exchange be made available on
an urgent basis.
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C. Inflationary Impact of U.S. Assistance

Both the immediate real effect and the monetary effect, which would also
create a real impact of the proposed U.S. assistance,will tend to hold down
price increases if the loan is structured as recommended in this document.

The immediate real impact: The foreign currency aspect of the U.S.
assistance will finance the import of increasingly scarce but essential
goods. The increased availability of these goods will begin to reduce
the scarcity premiums which have had to be paid. Second, these new imports
--mostly spare parts, raw materials, and capital goods--will enmable increased lgcal
prodoction of consumer goods. This will have second round impact as these
additional products also alleviate the supply shortages.

The monetary impact: The first round impact of the U.S. assistance will
tend to be deflationary. Sale of the U.S. dollars will generate a Jamaican
dollar credit to the GOJ at the Bank of Jamaica. Initially, these funds will
be totally sterilized by the GOJ. The deflationary aspect of this reduction
in money circulationinthe economy would be reversed if the Government used
the money to finance a higher level of spending than it would have othervise.
This will not be the case with the proposal made in this document as the
counterpart funds will be used entirely for the financing of already budgeted
programs and will be spread over the entireJF{-81/82, which begins on
April 1, 1981. Thus, the availability of local currency funds will reduce
the Government's credit requirement.

D. Proposed FY 1981 Assistance

The Mission is proposing an approximately$60 million assistance package
in FY 1981 for the Government of Jamaica, composed of the following:

a) $40 million ESF loan
b) $10 million PL-480 Title I commodities
c) $3 million ESF grant for special technical assistance requirements

d) $7 million for Caribbean Development Facility III in Jamaica (already
authorized)

The size and comnosition of this assistance package has been develored to
dewonstrate strong U.S. Government sugpport to the new Seaga administration and

to nrovide significant resources for the 50J's economic recovery.
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1. Program Loan

The $40 million to the Government of Jamaica from the Economic
Support Fund approved by the U.S. Congress and the Administration is
designed to provide rapidly disbursing foreign exchange and local currency
in order to promote increased production, exports, and employment. The
Ioan 1is the largest and most important part of the U.S. assistance package
for Jamaica.

USAID initially considered the possibility that the ESF loan be provided
in the form of a Commodity I..port Program (CIP). Further analysis has
indicated, however, that a CIP would not be the most appropriate assistance
instrument.

First, and most importantly, a CIP would not provide the quick
disbursing balance-of-payments support which Jamaica so urgently requireg.
A.I.D.'s prior experience in Jamaica with the 1977 CIP loan indicates that
significant delavs can be expected. . Loan disbursements under the 1977
loan required 18 months to be fully disbursed. Some of the balance of payments
impact originally intended was thereby lost. (For a detailed evaluation of
the 1977 CIP Loan see Annex B.)

Second, balance~of-payments support for Jamaica is not expected to
extend for more than two years. TFor this limited period, it would not be
cost-effective to train Jamaican Government or private sector personnel in
CIP procedures and to establish the various mechanisms required to implement
a CIP.

Third, the establishment of a CIP would impose an administrative
burden which Jamaica would find difficult to bear at the present time. The
Government's bureaucracy is already seriously short of trained personnel to
carry out existing programs and the addition of new requirements would
further increase the strain on the public service.

USAID, therefore, proposes to utilize the Cash Transfer mechanism
established in A.I.D. Handbook & and to provide loan funds as lump~sum
transfers. As provided in the loan agreement, these funds would be utilized
to finance a broad range of eligible imports needed by the private and
public sectors,

The bulk of these funds will be used for the purchase of the spare parts,
the raw materials and other inputs, and the capital goods required to
generate increased production, exports, and employment. As Jamaica could be
facing a severe food crisis by the time the ESF loan is available, it is also
possible that some of the funds will have -to-be used for food imports as an
adequate food supply is essential for the achievement of the basic objectives
of the U.S. assistance.
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The fact that the foreign exchange provided by the ESF will be used
to support the Government economic recovery program is not, however, the
only guarantee which exists for the proper utilizaticn of the U.S.
Government funds. USAID will share responsibility with the Jamaican
Government for programming the equivalent of $40 million in local currency
-which will be utilized to support the continuing, longer-term growth of

the Jamaican economy.

2. PL 480 Title I

The U.S. has already provided $43 million in PL 480 Title I food
commodities during the FY 77-80 period. The FY 81 Title I projected level
is at least $10 million fo- importation of corn, wheat, rice, edible oils,
and blended foods. These commodities are estntial to ensure an adequate
food supply in Jamaica and to generate local currencies in support of the
G0J's development programs. Balance of payments assistance will also be
provided by the PL 480 Title I Agreement, which is scheduled for signing
during the second quarter of FY 1981,

3. $3 Million ESF Grant

A $3 million grant in Economic Support Funds is required to provide
technical assistance, training and studies addressing key bottlenecks to
private sector recovery. These bottlenecks relate to such areas as:
improvements in management of infrastructure (ports, airports, tele-
communication); improvements in zanagement of key public enterprises;
rationalization of various agencies involved in promoting exports,
Particularly nontraditional ones; tourism expansion; and feasibility
studies. These ESF grant fun.'s are required to make the $40 million ESF loan
fully effective and will be submitted in a separate PAAD or PP -
during the second quarter of FY 1981,

4, $7 Million CDF III Loan

In a recently authorized FY 1981 third replenishment of the Caribbean
Development Facility, $7 million has been programmed for Jamaica to support
local currency requirements of other donor assistance programs.

These loan funds further support the GOJ's economic recovery program
and, as such, form an integral part of the U.S. assistance package proposed
for FY 1981. :
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V. THE PROGRAM
A. Foreign Exchange and Local Currency Programs

1. Use of Foreign Exchange Funds ~ Given the objectives of
U.S. assistance to provide rapid disbursement and the stimulation of
production, exports, and employment, the foreign exchange component of
the U.S. assistance program will be used to finance Jamaica's most
urgently needed imports during the period of time before other foreign
assistance becomes available. Included would be imports of spare parts, .
industrial and agricultural raw materials and other inputs, and capital
goods. Some food commodities may also be included. These imports will
provide the necessary ingred znts for greater utilization of Jamaica's
productive potential. Funds shall not be used for the procurement of
military equipment or services of any kind, or for the procurement of
non-food consumer goods.

2. Use of Local Currency Funds

a. Use of Prior Generated Local Currencies

Local currencies in the amount of J$73 million generated
under the FY 1978 Commodity Import Program (CIP) loan and the FY 1978
through FY 1980 PL 480 Title I agreements have been allocated in accordance
with a Memorandum of Understanding signed in March 1978 between the GOJ and
U.S. According to that Memorandum it was agreed that generated local
currencies would be utilized in the sectors of agriculture, nutrition,
health and population, education and housing placing emphasis on improving
the lives of the least privileged segments of the population in Jamaica and
on improving their capacity to participate in the development of the country.
Priority in assignment of the local currency would go:first, to support of
ongoing projects being assisted by USAID; second, to support of activities
which would facilitate programs being considered for USAID assistance;
third, to support activities which would complement such ongoing or proposed
programs; and fourth, to support other high priority development projects
for Jamaica as agreed between USAID and the GOJ. A tentative list of
activities to be supported was attached to the Memorandum.

Programming and utilization of these local currencies have
been reviewed periodically since. The latest allocation which reflects
actual disbursements against JFY 78/79 and JFY 79/80 and proposed
disbursements against the current JFY 80/81 is shown in Table VIII.

See Annex A for GOJ proposal regarding additional allocations for tha current
Jamaican fiscal year which are included in Table VIII. With this latest GOJ
proposal, all the J$73 million generated by the CIP and PL 480 Agreements to
date will have been expended by March 31, 1981 - the end of the current GOJ
fiscal year.
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TABLE VIII

ALLOCATION OF LOCAL CURRENCIES GENERATED
UNDER FY1977 CIP LOAN AND PL480
AGREEMENTS FY77-FY80

(Revised as of December 1980)
(J$ millions)

Allocations from

Sector/Activity Special Accounts
1978/79 1979/80 1980/81
Actual Actual Estimate

A. Agriculture & Rural Development

Integrated Rural Development 1.216 2.015 2.300
Inland Fish Production System 0.545 0.565 1,500
Rural Roads Improvement 1.267 1.000 -
Marketing Improvement 0.350 0.200 -
Agricultural Census 0.910 0.450 -
Small Enterprise Dev./M.S.U. 0.100 0.100 -

(0ff Farm Emp.)

Rural Financial Markets/0.S.U. - 0.030 0.078

Agricultural Planning 0.075 0.005 0.600

Agricultural Research, 0.300 0.100 0.100

Extension and Education

Farm System Development 0.100 0.178 -

Expansion of Blue Mountain Loffee -— 0.662 0.662

Agricultural Marketing Devalopment - - 0.300

Agricultural Marketing Development, - - 3.000

Road Construction and Improvement

(Parishes) :

Jamaica School of Agriculture - - 2.366
Sub. 4,863 5.305 10.906

B. Education & Human Resource

Development

Rural Education Sector Loan - 5.537 3.500

Manpower Planning, Training & ’ - 0.260 0.991

Employment

Project Development Resource Team - 0.120 0.400

(PAMCO)

Special Education for Handicapped 0.056 0.056 0.040

In-service Curriculum Training - 0.073 0.100

Training for Development - - 0.250

Vocational Training - - 13,405

Sub. 0.056 6.046 18.636
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Allocations from

Sector/Activity Special Accounts
1978/79 1979/80 1980/81
Actual Actual - Estimate

Health, Nutrition and Family Planning

Family Planning Services 2.018 - 3.779
Health Improvement for Young Children 0.009 - 0.305
Vital Statistics (VISTIM) €.036 - 0.184
Emergency Feeding Program 0.083 - 0.058
Client Data System . - - 0.462
Contract Assistance to Central Foods -- - 0.510
Health and Nutrition Sector - -- 4.100
Development
Primary Health Care - - 5.527
Sub. .0 - 15.447

Urban Development and Housing

Urban Upgrading 0.254 0.725 1.500
Squatter Settlements — 0.966 6.100
Sub. 0.254% 1.691 7.600
TOTAL 7.319 13.042 52.639

GRAND TOTAL 73.000
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b. Use of Local Currencies Generated by the $40 Million Loan

Upon disbursement of the $40 million the equivalent in local
currency, or approximately $71.2 million Jamaican dollars, will be generated
under the ESF loan along with the proceeds from FY 1981 PL 480 Title I
Agreement for $10 million. The PL-480 Title I local currency generations
will be deposited in a Special Account in the Bank of Jamacia and will be
used to finance the local cost requirements of on-going and new USAID
development projects. The local currencies from the $40 million cash
transfer will be used to support the Government of Jamaica's efforts to
restore economic growth and provide the basis for longer-term development.
These funds will be allocated within the GOJ's 1981/82 capital and recurrent
budgets and will be disbursed during the twelve-month period, April 1, 1981
through March 31, 1982. Disbursements of these local currencies will be attributed
against three general categories of assistance as follows:

- The first category will support projects being assisted by
USAID which are not financed by the local currencies generated under the
FY 1981 PL-480 Title I Agreement;

- The second category will finance counterpart requirements of other
donor financed on-going projects that will not be covered by the Caribbean
Development Facility Loan III;

~ The third category will finance both capital and recurrent budgets
of GOJ programs in the agriculture, health, education, housing, and energy
sectors.

The illustrative allocations of local currencies under the $40 million
cash loan are described by category in Table IX on the next page. The GOJ
has submitted an illustrative allocation for these local currencies by project
within its 1981/82 budget. (See Annex C).
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TABLE IX

PROPOSED ALLOCATION OF LOCAL CURRENCIES

GENERATED UNDER THE US $40 MILLION LOAN
(J$ THOUSANDS)

J$M
I. ONGOING AID PROJECTS 2,000

II. ONGOING OTHER DONOR PROJECTS 18,000
III. ONGOING GOJ PROGRAMS 55,000

A. Agriculture programs (e.q. (40,000)

land settlement, research, irrigation,

food crops, livestock, crop disease

control, forestry development, fisheries

soil conservation, small farmer credit,

etc.).

B. Health services (e.q. hospital

services, public health services) ( 9,000)

C. Education programs (e.g. primary

and secondary education, vocational

training, revolving student loan funds) ( 5,000)

D. Energy development ( 1,000)

Total J$ 75,000
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c. Alternative

Given the potential inflationary impact of rapid disbursement
of the local currency generated by the U.S. program loan, USAID has analyzed
the merits of depositing the proceeds in a blocked (sterilized) account.

1. The IMF is expected to approve the creation of a parallel
market for foreign exchange which will provide a mechanism for moderating
the inflationary impact of domestic credit expansion;

2. The GOJ/IMF negotiated targets on the total public sector
budget will be extremely restrictive. The government has already announced
that it will not be able to initiate any new public sector investment
projects during Jamaica's upcoming fiscal year (April 1, 1981 - March 31, 1982)
which are not totally financed from external resources. Even counterpart
funds for ongoing public sector projects may be restricted pending an assessment
of revenue collection performance. Continuation of many ongoing investment
Projects is an important contribution to restarting economic growth in the
country. Based on a review of the public sector investment portfolio
completed by the IBRD and IDB on December 16, 1980, it is expected that a
Caribbean Group donors meeting will be called early in CY 1981 among other
things to review the relative priority of these projects. Only if the GOJ
were expected to disagree with the process, or results of this effort, and
proceed to exacerbate the domestic budget deficit to finance other investments,
should some further consideration be given to restricting, or sterilizing
use of local currency generations.

B. Implementation Arrangements

Through the Cash Transfer mechanism, the loan will be disbursed
directly to an account of the Bank of Jamaica at a U.S. bank designated
by the GOJ, upon satisfaction of initial Conditions Precedent. This
disbursement will be made based on a financing request (AID Form 1130-2)
submitted to the Mission Director, USAID/Jamaica. :

Disbursements of local currency generations will: be attributed according to
the three eligible categories of assistance described on page 25. The GOJ
will eventually inform the Mission of actual disbursements made during the
twelve month period. The timing and format for such reporting will be
established by implementation letter. The GOJ will also covenant to provide
a list of the types of commodity imports against which the government will
attribute the U.S. dollars.
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OUNTRY CHECKLIST

The criteria listed in Part A are applicable

irrespective of the program’s funding source.
criteria applicable to Security Supporting As
Development Assistance. Selection of the app
source for the program.

A.

GENERAL CRITERIA FOR COUNTRY

1.

FAA Sec. 481. Has it been determined
that the government of recipient coun
has failed to take adequate steps to

prevent narcotics drugs and other con

generally to FAA funds, and shouid be used

In Part B a distinction is made between the

sistance and the criteria applicable to

ropriate criteria will depend on the funding

try

trolled substances (as defined by the

Comprehensive Drug Abuse Prevention a
Control Act of 1970) produced or pro-
cessed, in whole or in part, in such
country, or transported through such
country, from being sold illegally

within the jurisdiction of such count

nd

No.
ry

to U.S. Government personnel or their

dependents, or from entering the U.S.
unlawfully?

FAA Sec. 620§b2. If assistance is to a
government, has the Secretary of State

determined that it is not controlled

by

the international Communist movement? movement.

FAA Sec. 620(c). If assistance is to

Jovernment, is the government 1iable
debtor or unconditional guarantor on
debt to a U.S. citizen for goods or
services furnished or ordered where (
such citizen has exhausted available
legal remedies and (b) debt is not
denied or contested by such governmen

FAA Sec. 620(e)(1). If assistance is
to a government, has it (including
government agencies or subdivisions)

a

as
any No.

a)

t?

taken any action which has the effect

of nationalizing, expropriating, or

otherwise seizing ownership or control No.
of property of U.S, citizens or entities

beneficially owned by them without ta
steps to discharge its obligations
toward such citizens or entities?

FAA Sec. o20(f); App. Sec. 108. Is

king

recipient country a Communist country?

Will assistance be provided to the

Democratic Republic of Vietnam (North No.
Vietnam), South Vietnam, Cambodia, or

Laos?

GOJ is not controlled by
the international Communist
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6. FAA Sec. 620‘12. Is recipfent country in
any way involved in (a) subversion of, or
military aggression against, the United
States or any country receiving U.S.

assistance, or (b) the planning of such
subversion or aggression?

7. FAA Sec. 620{1;. Has the country per-
mitted, or failed to take adequate
measures to prevent, the damage or
destruction, by mob action, of U.S.

property?

8. FAA Sec. 620(1). If the country has

atled to institute the investment
guaranty program for the specific risks
of expropriation, inconvertibility or
confiscation, has the AID Administrator
within the past year considered denying
assistance to such government for this
reason?

9. FAA Sec. szogofi Fishermen's Protective
ct, Sec. 5, country has saized, or
Tmposed any penalty or sanction against,
any U.S. fishing activities in

international waters,

a. has any deduction required by
Fishermen's Protective Act been made?

b. has complete denial of assi:ztance
been considered by AID Administrator?

10. FAA Sec. 620(q); App. Sec. 504. (a) Is
the recipient country In default on
interest or principal of any AID loan to
that country? (b) Is country more than
one year in default on interest or
principal on U.S. loan made pursuant to
program for which funds appropriated under
Approp. Act, unless debt was earlier
disputed, or appropriate steps taken to
cure default?

11, FAA Sec, 620(s). What percentage of
country budget is for military expendi-
tures? How much of foreign exchange
resources spent on military equipment?

How much spant for the purchase of
sophisticated weapons systems? (Considera-
tion of these points is to be coordinated
with the Bureau for Program and Policy
Coordination, Regional Coordinators and
Military Assistance Staff (PPC/RC).)

No.

No.

An investment guaranty
agreement is in effect.

No such action by Jamaica.

No.

Approximately 2% of recent
budgets have been used for
military expenditures. Approx-
imately $200,000 in FX has been
spent for military equipment

in the past 12 months. No
sophisticated weapons systems
have been procured.
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12,

13.

14.

15.

16.

17.

18.

FAA Sec. €20(t). Has the country
sever plomatic relations with the
United States? If so, have they been
resumed and have new bilateral assist-
ance agreements been negotiated and
entered into since such resumption?

FAA Sec. 620(u). What is the payment
status of the country's U.N. obligations?
If the country is in arrears, were such
arrearages taken into account by the AID

Administrator in determining the current
AID Operational Year Budget?

FAA Sec. 620A. Has the country granted
sanctuary from prosecution to any indivi-
dual or group which has committed an act
of international terrorism?

FAA Sec. 659. If (a) military base is
ocated 1n recipient country, and was
constructed or {s being maintained or
operated with funds furnished by the
United States, and (b) U.S. personnel
carry out military operations from such
base, has the President determined that
the government of recipient country has
authorized regular access to U.S.
correspondents to such base?

FAA Sec. 669, Has the country delivered
or received nuclear reprocessing or
enrichment equipment, materials or
technology, without specified arrangements
on safeguards, etc.?

FAA Sec. 670. Has the country delivered
or received nuclear reprocessing,
equipment, material or technology? Is

the country not a "nuclear-weapon state"
as defined in Article IX(3) of the Nuclear
Non-Proliferation Treaty and on which
detonates a nuclear explosive device?

FAA Sec. 901. Has the country denied
Tts citizens the right or opportunity
to emigrate?

B. FUNDING CRITERIA FOR COUNTRY

1.

Security Supporting Assistance Country.
riteria

a. FAA Sec, 502B. Has the Department of

. State made findings which indicate that

the country has engaged in a consistent
pattern of gross violations of
internationally recognized human rights?
If so, is program in accordance with
policy of this Section?

No.

Not in arrears.

No.

No such military base
in Jamaica.

No.

No. Jamaica is not a
"nuclear-weapon state"

No.

Department of State has

not determined that Jamaica

has engaged in gross violations
of human rights.
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b. FAA Sec. 531. Is the Assistance to be
furnished to a friendly country, organiza-

.tion, or body eligible to recejve

assistance?

c. FAA Sec. 609. If commodities are to
be granted so that sale proceeds will
accrue to the recipient country, have
Special Account (counterpart) arrangements
been made?

Development Assistance Country Criteria

a. FAA Sec. 102(c d). Have criteria
been established, and taken into account,
to assess commitment and progress of
country 1n effectively involving the poor
in development, on such indexes as:

(1) smali-farm labor intensive agriculture,
(2)reduced infant mortality, (3) popula-
tion growth, (4) equality of income
distribution, and ?5) unemployment.

b. FAA Sec. 115. Wil country be
furnished, 1n same fiscal year, either
security supporting assistance, or Middle
tast peace funds? [f 50, has the Congress
specifically authorized such funds, or

is assistance for population programs,
humanitarian aid through international
organizations, or regional programs?

¢. FAA Sec. 116. Can 1t be demonstrated
that contempTated assistance will directly
benefit the needy? If not, has the Depart-
ment of State made findings which indicate
that this government has engaged in a
consistent pattern of gross violations of
internationally recognized human rights?

d. FAA Sec. 201(b)(5 7) & (8); Sec 208;
(a){4], (7] Describe extent to which
country is:

(1) Making appropriate efforts to increase
food production and improve means for
food storage and distributien.

(2) Creating a favorable climate for
foreign and domestic private
enterprise and investment.

(3) Increasing the public's role in the
developmental process,

Yes.

N.A.

Yes.

Yes. An ESF grant of $3.0 million
for technical assistance to
support the economic recovery
program is being proyposed.

Department of State has not
found evidence of gross violations
of human rights in Jamaica.

These are all announced
priorities of the newly elected
government.
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The criteria listed in Part

3A(2) - NONPROJECT ASSISTANCE CHECKLIST

A are applicable generally to FAA funds, and should be used

irrespective of the program's funding source. In Part 8 a distinction 1s made between the
criteria applicable to Security Supporting Assistance and the criteria applicable to Development
Assistance. Selection of the appropriate criteria will depend on the funding source for the program.

CROSS-REFERENCES:

REVIEWED?

A. GENERAL CRITERIA FOR NONPROJECT ASSISTANCE

1. App. Unnumbered; FAA Sec 653(b)

(a) Describe how Committees on Appropria-
tions of Senate and House have been ar
will be notified concerning the nonproject
assistance;

{b) 1s assistance within (Operational
Year Budget) country or international
organization allocation reported to the
Congress (or not more than $1 mill{on
over that figure plus 10%)?

FAA Sec. 611(a)(2). If further legis-
lative action {s required within recipient
country, what {s basis for reasonable
expectation that such action will be
completed in time to permit orderly
accompiishment of purpose of the
assistance?

FAA Sec. 209, 619. Is assistance more
e??iciently and effectively given through
regional or multilateral organfzations?
If so why is assistance not so given?
Information and conclusion whether assist-
ance w111l encourage regional development
programs. If assistance 1s for newly
Independent country, is 1t furnished
through multitateral organizations or in
accordance with multilateral plans to

the maximum extent appropriate?

FAA Sec. 601(a); (and Sec. 201(f) for
deveTopment ;oansg. Information and
conclusions whether assistance will
encourage efforts of the countiy to:
(a) fncrease the flow of international
trade; (b) foster private initiative
and competition; (c) encourage develop-
ment and use of cooperatives, credit
unions, and savings and loan associations;
(d) discourage monopolistic practices;
(e) improve technical efficiency of
industry, agriculture,and commerce:; and
(f) strengthen free labor unions.

IS COUNTRY CHECKLIST UP TQ DATE?

IDENTIFY, HAS STANGARD ITEM CHECKLIST BEEN

Assistance specifically
authorized by Congress

and processed as supplement
to Continuing Resolution.

N.Al

No.

Loan will provide foreign
exchange for increased imports,
including equipment and
materials to enable private
firms to expand production

and initiate productive activities.
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5. FAA Sec. 601(b). Information and con-
clusion on how assistance will encourage
U.S. private trade and investment abroad
and encourage private U.S. participation
in foreign assistance programs (including
use of private trade channels and the
services of U.S. private enterprise),

6. FAA Sec. 612(b); Sec 636(h). Describe
steps taken to assure that, to the
maximum extent possible, the country is
contributing local currencies to meet
the cost o' contractual and other services,
and foreign currencies owned by the United
States are utilized to meet the cost of
contractual and other services.

7. FAA Sec. 612(d). Does the United States
own excess foreign currency and, 1f S0,
what arrangements have been made for its
release?

FUNDING CRITERIA FOR NONPROJECT ASSISTANCE

1. Nonproject Criteria for Security
upporting Assistance
a, FAA Sec. 531. How will this assistange
support promote economic or political
stability? Is the country among the 12

countries in which Supporting Assistance
may be provided in this fiscal year?

2. Nongroject Criteria for Development
ssistance

a. FAA Sec. 102{(c);: Sec. 111; Sec. 281a.
Extent to which act vity w effec-
tively involve the poor in development, by
extending access to economy at local level,
increasing labor-intensive production,
spreading investment out from ci:ies to
smail towns and rural areas; ana (2) help
develop cooperatives, assist rural and
urban poor to help themselves toward
better 1ife, and otherwise encourage
democratic private and local government
institutions?

b. FAA Sec. 103, 103, 104, 105, 106,
107. Is assistance being made available:
[include only applicable paragraph -
e.9., a, b, etc. -- which corresponds

to cources of funds used. If more than
one fund source is used for assistance,
include relevant paragraph for each fund
source. ]

The assistance will promote

trade linkages with U.S. and
increased U,S. imports,

GOJ budgets and provides
counterpart funds and Mission
periodically reviews level of
contributions with Ministry of
Finance and operating Ministries.

No.

Will assist Jamaica in meeting
present critical foreign exchange
deficit, thereby permitting import
of essential food, as well as
materials and equipment for
productive activities.

N.AI

N, A,
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The CIP has hagd a substantial impact on both value acdded and on
the maintenance of employment. Without programs such ac the CIP
i

ic activity
anc emplioyment in 197§-79 would zlmost Certainly have been much
more serious. While elements in the private sector have pointed
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Discussions and meetings were held be:zween the staff of the Capital
Develorment Gifice, 2IL/W Procursmant Ificar, Mission Director
and Officials of +he GOJ, incluéing the Trade ACministratoer,

Dr. Keadley 3rown, Governor of the BOJ, Honorable Herbert Walker,

BOJ Director of Cperations, Mr. kupert Straw, and the Minister
of Firance, Honorable Eric Zelj. Trhers was, in adzi

corresponéenca tweern the Minister of Finance anc the Mission con
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ANY REPLY OR SUBSLQUENT REFERENCE
TO THIS COMMUNICATION SHOULD 8k
ADORESSED YO THE FINANCIAL

SECNETARY AND TNE FOLLOWING
REFEAINCE QUOTED:—

No__480/032

Tewernone No. 92-28600-16

ANNEX C .1

MINISTRY OF FINANCE AND PLANNING
30 NATIONAL HEROES CIRCLE,
P.0. BOX 512,
KINGSTON,
JAMAICA

December 19, 1980

Mr. Harry Johnson
USAID Mission
Matual Life Centre
2 Oxford Road
KINGSTON 5

Dear Mr., Johnson,

Please refer to our telephone conversation this morning

regarding the allocation for the various USAID loans. Attached please
find allocation in respect of:=

(a) Additional 1980/8l allocation;
(b) Allocation in 1981/82 re US$40.0 million loan;

(c) BAllocation in 1981/82 re proposed PL 480 estimated
at USs$8,5 million.

Yours sincerely,
./ 7/, 7/
- A / )
//’: . ', / ! s PR
S S TENYy

Masie Plummer (Miss)
for Financial Secretary



Pi/ED Coma~dtey Line Allocatic.s of J$ Equivalent -

_1980

Additional 1980/81 Allocation J$44,281

Project/Activity J$m

PL48O

Supporc

1950/81
Hospital Services 1.310
Public Health Services 1.023
“timary Health Care Services 26,177
Jamaica School of Agriculture 2,366
Vocational Training 13.405
TOTAL 44,281
————

Total J$ generated under PL4BO/Commodity Line = J$73.408M
Reimbursement to date from Special

Accounts = J$20,4M
Additional Reimbursement for Fy 1980/81 = J553,008
of this allocation already submitted

to US/AID = J$27.945
Additions now submitted = J$44,281

C.

EI

l. involves expenditure on installation of air
conditioning system in the Lasualty Dept,
of Cornwall Regional Hospital; ~

2, complete construction of 150-bed extension at
Victoria Jubilee Hospital;

3. complete projects at Kingston Public Hospital;

4, assist in financing construction of sewerage
Treacment Plant at St, Ann's Bay Hospital,

Assist in financing of new construction and capital
improvement of Primary Health Care,

To finance payment of staff and the expenses in
Hospital and Health Centres.

Payment of expenses incurred under the operations of
the Jamaica School of Agriculture,

To finance expenditure undet the Vocation & Technical
Schools, including Knockalva Agriculcural School;
Carron Hall Vocational School; Automotive Mechanics
Training Centre,

19th Pecember, 1980



Proposed Allocation in respect to Js*hp.cH
generated under proposed US/AID Loan of

USS40M
1981/82
Ongoing
US/AID Frojects
J$M

Second_lntegra:ed Rural Development 4,400
Agricultural Marketing 1,000
Agricultural Planning 1,000
Inland Fisheries 2.000
Rural Education Sector +»500
Man Power Planning & Training 1.400
Squatter Upgrading 2,945
National Urban Upgrading 2,350

Sub-total 15.595
Ongoing
Other Institutional Projects
Agricultural Research 2.500
16 Rural Markets 2.400
Road Improvement & Maintenance 7.840
Sites & Services 5,655

Sub-total 18,395
Ongoing
Government of Jamaica Programmes
Development of Land Settlement 4,000
Crop Research 0,330
Coffee Borer Control 2.500
Nursery Production 3.500
Subsidy Assistance Programme 5,500
Crop Care Project . 2,500
Food Farm Project 0.400
Agricultural Engineering Servives 4,000
Minor Irrigation 2,000
Food Crops - Small Farmers Loan Programme 5,000
Livestock Research 0.600
Forest Development 2.750

Fisheries Development (offshore) 1.100



2.

Ongoing
Government of Jamaica Progprammes (Cont'd)

Soil Conservation Works
Farmers Training
Farmers Training Centres
Farm Credit

Hospital Services

Public Health Services

Primary School Construction and
capital requirement

Secondary Schools
Vocational Training Centres
Energy Development
Student Revolving Loan Funds

Sub~total

Total

J$M
1.100

0,275
2,973
1.365
7.337

1.025
«493
«740
«780

2.500

J§ 52.768

|

J$ 86.758

a.q



