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1. SUMMARY AND RECOMMENDATIONS

A, Recommendation: It is recommended that the Zdministrator 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
committed to a program of economic recovery, it is confroated 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 Donor
support, will alleviate the severe balance of rayments problem facing
the economy. Special financing will be required to £ill the projected
external gaps during the 1¢dl - 1983 period. This special financing is
estimated at:

(in million of US §)

1961 1982 1983
I.M.F. (gross) 200 200 177
Refinancing from Foreign Commercial Banks 113.3 87.1 80.2
Venezuela/Mexico 01l Facility 91 100 100
World Bank 40 40 40
Donor Countries 50 40 40
OPEC 10 10 10
Trinidad 01l Facility 10 10 10
A.L.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 moat appropriate A.I.D. mechanism to use because of the need to
respond quickly to urgent needs for foreign exchange. A cash transfer
1s recommended baecause of the need to accelerate disbursements in order
to impact immcdiately on the balance of payments problem. Preovious
expericnce in Jamaica with a 1977 Commodity Import Program demonstrated
that approximately three years were required to disburse $9.4 million.

*US $1.00 = J51.78



The serious economic circumstances facing the new government necessitate
a rapid disbursement of U.S. dollars which can best be provided using
the cash transfer mechanism.

Upon receipt of loan funds, the Government of Jamaica will allocate the
local currencies generated by the $40 million cash loan to 1ts 1981/1982
capital and recurrent budgets.

C. Summary Conditions and Covenants:

l. Lending Terms and Interest Rate - The Borrower shall pay the
loan to A.I.D. in U.S. dollars within twenty (20) years from the date of
first disbursement under the loan including a grace period of not to
exceed ten (10) years. The Borrower shall pay interest at the rate of
2% per annum during the grace period and 37 thereafter. Interest shall
be payable semiannually. The first payment of interest shall be due
and payable nc later than six months after disbursement of the loan.

2. Repavment - The Borrower shall repay to A.I.D. the principal
within twenty (20) years from the date of loan disbursement hereunder
in approximately equal semiannual installments of principal and interest.
The first installment of principal shall be payable 9% years after the
date on which the first interest payment is due.

3. Disbursement/Tranching - The loan will be disbursed in two
tranches: (1) 3510 million witl be disbursed immediately upon satis-
faction of initial conditions precedent (which are A.T7.D.'s standard
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 1s acceptable to the IMF,

4. Conditions Precedent to Initial Disbursement - Prior to the first
disbursement under this Loan, or to the issuance by A.I.D. of documenta-
tion pursuant to which disbursement will be made, the Borrower will,
except as the Parties may otherwise agree in writing, furnish to A.I.D.,
in form and substance satisfactory to A.L.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 {t conatitutes 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 weach person certified as to its authenticity.



5. Procurement - The Borrower will covenant that, during the year
following the initial disbursement of A.I.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 waivers are required.









production, reducing agricultural product in 1979 by 6%. Employment in
agriculture, in general, followed production, rising until 1973 and

declining rapidly thereafter.

Preliminary estimates for 1980 indicate chat 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 {ncrease 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
Prod.
(In millions of Jamaican dollars at 1974 prices)

GDI' at Market Prices 2,265 2,212 1,028 1,989 1,355 1,911 1,861

Agriculture and Fisheries 162 lod 158 17} 187 176 172

Mintag 2948 204 184 M7 202 219 2%

Manufactiuring 80 390 17 140 3] 2 3Jao

Construction and {nstallation 214 RN 10 129 133 128 122

Electricity, wus, and water 22 M A 23 Je 23 2]

Services 1,183 1,:49 1,01 1,109 1,000 1,03 1,012
(A% nuer cent of total)

Agriculture 7.2 P QB B, 9.5 9.2 9.2

Mini{ng 13,7 0L 9.1 10,4 11.) 11.5% 12,8

Manufacturing 17.0 17,4 e, M 1 58 10.,) 1.1

Construction and instailaction G dh 4, gL .8 6,7 6.6

Flectricity, pas, and wates 1 1.0 R [ 1.2 1.2 1.2

Servives 5202 53,7 55 59.9 54,1 3% .1 Sh.n

Source: Denpartment of Statisticd, National Plasning Agency
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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 cest
in debt proved very high. Between 1975 and 1980, the Bank of Jamaica's
net foreign asscts 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, 3 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
exhaugted, the Bank of Jamaica has been fnrced to issue unbacked credit
to cover the government's huge fiscal deficit. As a result of this and
the bidding up of the prlces of scarce imports, inflation has risen to an
annual rate of 30 to 35% by mid-1980 and i{s expected to go higher, if new
gources of foreign funding are not found.
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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 million).

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. Even 1f these plans work out (and there

1s 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 Outstanding

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' Credit ( 4.7)
Vendors' Credit ( 43.2)
Market Loans ( 26.5)
drher (113.7)
Bank of Jamaica 563.1
International Monetary Fund (347.4)
Commercial Banks ( 39.0)
Venezuela Investment Facility ( 22.6)
Venezuela 0il Facility ( 20.0)
Trinidad & Tobago ( 55.0)
Central Bank Libva ( 30.0)
Other ( 29.1)

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

of large deficits in Jamaica's overall external account beginning in 1975,
A summary of the balance-of-pavments for 1974-1978 1s shown in Table VI,

A summary of the balance~of-pavments 1979-1983 (1981-1983 are forecasts)
{s presented {n Table VIT of this document,

Ixports were a part‘-ular aisappointment, Between 1975 and 1980, all
Jamafea's export conmod ties declined in volume. Bauxite aexports fell

from 7.9 millfon metric tons to 6.5 million metris tons, alumina CXports

tull from 2.8 afll{on meer!e tons to 2.1 million metrie tonhys, supar exports
declined trom 270,000 metric tons to 187,000 metric tons and, lastly, banana
exports tell from 72,000 metr{c tons to A53,000 metric tons. In most cases,
price fncreases aafntafned nominal expert earnings at previous nominal levels
deapite the decline in volume. In the case of sugar, however, a decline

{n prices durfng much of this perfod 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 foond 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.

Very little foreign exchange was left for any but the most essential imports,
particularly after the imposition of fo.reign 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
imports 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)
ToDE BALANCE -238 -309 ~280 -13 -127
Services (Net) 48 - - 51 - 99 - 13
(Tourism) (112) ( 76) (47 (60) ( 88)
(Investment Income) (-77) (- 90) (=17) (-128) ¢<111)
(Other) (13) ( 14) (-81) (- 21) ( 10)
Transfers (net) 23 26 6 20 26
Current Account Balance -167 -283 =331 - 92 =114
SDRs
Public Capital a/ 181 167 102 - 3 139
Adaitional Capital required
Other capital b/ 41 37 - 15 7 -132
Change 1in rescrves - 55 79 244 88 107
(-increase)
of which change in arrears (27)  ( 36)
(-ducrease)

a/ Includes publicly guaranteed
b/ Includes errors and omissions

Source: Bank of Jamafca, IMF.
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III DIRECTIONS OF THE NEW GOVERNMENT OF JAMAICA

A. Directions: In its election manifesto (which remains, pending the
completion of the government's negotiations with the IMF, the most com-
prehensive statement of the new government'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 privac2 sector and presrrve for the public sactor
the "commanding heights" of the economy, the JLP promised to prcmote the
role of the private sector, limit bureaucratic contruls on and interference
with economic activity, and, in general, to open the economy u4p to the
motivational force of price and profit incentives. Lastly, where the PNP
had been able to produce no alternative to continuing balance-of-
paymenis deficits, the JuY promised a return to the IMF and, at least in
the medium term, a return 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 1384, limit
the portion of new credit going to the public sector and <nsure that
sufficient credit was available for a reviving private sector, While the
possibility of a devaluation was never openly addressed, comments {n 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 government

a measure of last resort.

Detailed development programs are presented In the 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 forefgn exchange earnings and an
emphasis on the development of rural Jamaica.

All the steps the JLP government has taken sfince {ts election--1ts ardent

wooing of foreign {nvestors and {ty rcturn to the IMF--i{ndicate that the

party was quite serious {n fulfi{lling its promises of a radical turn in economic
policy. While most of the steps promised wi{ll have to wait on the restora-

tion ot foreign exchange flows, {t scems the JLP {a moving in the direction

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

terprise,

B. Balance-of-Payments Outlook: A has already been noted, Janaica

does not have sufficient foreign exchange rescurces to finance an econonic
recovery., W{thout an {mmed{ate injection of signiff{cant amounts of foreign
exchange, the econonfc decline which has peratsted sinee 1973 will accelerate.,
Although the need tor concenntfonal capftal {nflows will perstst at least
through 1943, and probably longer, the firat quarter of 1981 presents

special problenmn,

The Bank ot Jamadca's Yiquid forefpn exehange rescrves have been eriticenlly
low throuphout 1980, but {n November and the first two weeks of Decenber
they continuously approached the sero mark, Receiptq received during the
second halt of December, most significantly the 550 million advance pavment
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TABLE VII

JAMAICA BALANCE OF PAYMENTS, 1979-1983

(MILLIONS OF U.5. DOLLARS)

1979 1980 1981 1982 1983
A. MERCHANDISE -188.3 -226.2 -335.6 -275.0 -=403.3
Exports (f.o.b.) 814.7 943.8 1,104.4 1,318.0 1,419.7
Imports (z.1.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 -11,1 -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 MOVEMENTSL) - 54.3 63.7 303.6 179.1 337.5
Official 43.0 85.7 60.3 32.8 28,7
Frivate (including net
errors & omissions) - 97.3 - 22.0 243.3 146.3 308.8
I. CHANGE IN RESERVES* 237.7 197.5 70.2 130.9 82.0

Increase = minus)

*Change in BOJ net assets & in arrears
1) To be revised as additional financial arrangements are concluded.

BANK OF JAMAICA
NOVEMBER 28, 1980
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C. Relation of U.S. Assistance to Jamalca's IMF/IBRD Program: To obtain a
major portion of the additional resources needed to finance 1its economic
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 program soon thereafter. In the meantime,
the Government looks to the $4Q million in U.S. assistance to help pay for
urgently needed imports during the first quarter of 1981 and to nrovide
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 finmance 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
avajilable 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 on 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 Jamafca'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 TMF 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 pre-empting of an excessive amount of private
savings which would otherwise be available for private investment and also
avoid the alternative of financing 1ts 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 essential part of the Government's
agrecment with the IMF., Only with these restrictions and the assumption of
alternative financing of the budget deficit can the Govermnment and the IMF
expect any positive growth of the Jamaican economy in the foreseeable future,
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Iv. PROPOSED U.S. ASSISTANCE

A. Urgency of Need:

The analysis above shcws that the Jamaican economy has suffered
considerably 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 privatc 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 intermal or external resources
necessary to finance this recovery program, economic deterioration continues
despite the broad base of public support the government now enjoys. The
Government of Jamaica is thus in urgent need of external capital assistance
and budgetary support.

Since the election of the new government, one of 1ts most pressing
concerns has been to obtain the foreign exchange needed to purchase the
gpare parts, the agricultural and industrial raw materials, and the capital
goods essential to increase production and exports. At the same rime, it
has had to use much of the limited foreign exchange avajilable to it to meet
foreign debt obligations. It has had both successes and setbacks 1in 1its
efforts to obtain additional financing but the overall result to date nhas
been disappointing and the level of economic activity continues to decline.
The government had hoped te obtain some $58 million in new credits througn
the Venezuelan oil facility in November but now expects to receive only
gome $18 million and will have to use the bulk of this to repay an existing
loan from Venezuela. The government negotiated with several forefgn
commercial banks for $100 million in {immediate financing for inmports, but
was able to reach agreements for only 540 mfllion. In the face of this
{nsufficient financing and a continuing resolve to ceet all external debt
payments, the government hag been forced {n Novewber and becesher to cut
back its allocations for imports from already dengerously low levels in
order to maintain the solvency of the Bank of Jamafca. Unless significant
new financing is mide available to the government early in the new year,
even more drastic cuts will have to be made beginning 1n January and there
{s a very serious threat that by February, for the firust time, the government will
forced to default on {ts international debt oblipations.

Because of the continued lack of badly needed (mports, the Jamaican
economy has at best atagnated and more probably has contivued to deteriorate
since the new government took otf{ice. Unemployment rescurces, both human and
physical have not been put to work., Thiu s{tuation, 1t allowed to continue
much longer, could lead to serious social unrest and cause further long-
term damage to the econony.
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Much of the external financing needed will eventually come from
the Intcenational 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 gcovernment has been forced to call for the payment in December
of the bauxite levy o{ almost $50 million due on January 15, 1981 in order
to meet 1ts December external obligations, and has been unable to fdencify
the resources needed to meet {ts January, February, and March external
obligations., This means thac unless other sources of financing for imports
can be tapped almost immediately, there i3 a great risk that the government
will face the choice by mid-January cf either halting payments for imports
or defaultin on its external debt payment obligations. Either course would
seriously delay or totally halt the government's efforts to i{mplement the
sound policies which would produce a rapid rehabilitation of the e¢conomy and
would seriously erode {f not torally destroy tte new scnse of confidence
that private investors have in Jamaica.

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

1. The COJ needs the funds by late {n January or early in February
{f Jt to 1is avoid default on 1its debt; or {f ft is to dgecure a refinancing of the
debt; or L{f it 1s to develop renewed lines of credit for essential imports; or
1f 1t is to keep and further stimulate the private sector confidence so crucial
for the Seaga Government's economic recovery progrim.

2. It {3 possible that the Letter of Intent with the IMF will
not be {n place at that tioe.

). There {5 no evidence that the addit{onal leverapge provided by
U.S. assiatance {s cructal to elther further encourage the {nevitable IMF
agreement or to significantly alter {ts teras,

4. Weoare unaware of any additional sientf{cant redources available
to the GOJ at this crucial point {n tizme,

B, Ohjcetives

There are four bastce objectives oftnfa U8, adalstance to
Jamatca:  raptd disbursement, and the atizulaticen or preduction, exporrs,
and ezploveent,  stated another way, the purpone of the U5, assidtance {a
to contribute to the fastest posaible recovery of the Jamalcan econeomy and
to help estabdish a =elid base for sustatned long=tera gredth,  Achievesent
of theuv obtectives requires that the foreiyn exchange be made avallable on
an uyrgent hadlas,
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TABLE VIIL

ALLOCATION OF LOCAL CURRENCIES GENERATED

UNDER FY1977 CIP LOAN AND PL480

AGREEMENTS FY77-FY80

(Revised as of December 1980)
(JS millions)

Sector/Activity

Agriculture & Rural Development

Integrated Rural Development
Inland Fish Production System
Rural Roads Improvement
Marketing Improvement
Agriculcural Census
Small Enterprise Dev./M.S.U.

(Off Farm Emp.)
Rural Financial Markets/0.S.U.
Agricultural Planning
Agricultural Research,
Extension and Education
Farm System Development
Expansion of Blue Mountain Coffee
Agricultural Marketing Development

Agricultural Marketing Development,

soad Construction and Improvement
(Parishes)
Jamaica School of Agriculture

Sub.

Educattion & Human Resource
Development

Rural Education Sector, Loan

Manpower Planning, Training &

Emplovment

Project Development Redource Team
(PAMCO)

Special Pducatfon for Handicapped

In-sqervivce Currfculum Tralning

Training for Development

Vocational Trainfing

Sub.

Allocations from

Special Accounts

1978/79
Actual

1.216
0.545
1.267
0.350
0.910
0.100

0.075
0.300

1979/80
Actual

2.015
0.565
1.000
0.200
0.450
0.100

0.030
0.005
0.100

0.178
0.662

5.537
0.260

0.120

0.056
0.073

6.046

1980/81
Estimate

0.078
0.600
0.100

0.662
0.300
3.000

3.500
0.991

0.400

0.040
0.100
0,250
13,405

18.636
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Sector/Activity

Health, Nutrition and Family Planning

Family Planning Services

Health Improvement for Young Children
Vital Statistics (VISTIM)

Emergency Feeding Program

Client Data System

Contract Assistance to Central Foods
Health and Nutrition Sector
Development

Primary Health Care

Sub.,
Urban Development and Housing

Urban Upgrading
Squatter Settlements

Sub.

TOTAL

GRAND TOTAL

Allocations from
Special Accounts

1978/79
Actual

1979/80
Actual

0.725
0.966

1.691

13.042

1980/81
Estimate

3.779
0.305
0.184
0.058
0.462
0.510
4.100

15.447

1.500
6.100

7.600

52.639

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 Jamaicun 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 .f 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 {llustrative 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 {llustrative allocation for these local currencies by project
within its 1931/82 budget. (See Annex C).
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TABLE IX

PROPOSED ALLOCATION OF LOCAL CURRENCIES

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

JSM
I, ONGOING AID PROJECTS 2,000

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

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

land settlement, research, irrigatiocn,

food crops, livestock, crop disease

control, forestry development, fisheries

soll conservation, small farmer credit,

etc.)

B. Health services (e.g. hospital

services, public health services) { 9,000)

C. Education programs (e.g. primary

and secondary educatinn, vocational

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

D. Energy development { 1,000)

Total J$ 75,000
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¢. 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 1s 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 1f 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, USALID/Jamaica.

Disbursements of local currency gunerations 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. dollarg.
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The criteria 1isted in Part A are applicable generally to FAA funds, and should be used
irrespective of the program's funding saurce,
criteria applicable to Securit
Development Assistance.

3A(1) - COUNTRY CHECKLIST

source for the program,

A. GENERAL CRITERIA FOR COUNTRY

1.

3.

FAA Sec. 481. Has it been determined
that the government of recipient country
has fatled to take adequate steps to
prevent narcotics drugs and other con-
trolled substances (as defined by the
Comprehensive Drug Abuse Prevention and
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 No.
within the jurisdiction of such country
to U.S. Government personnel or their
dependents, or from entering the U.S.
unlawfylly?

FAA Sec. 620(b). If assistance {s to a

jovernment, has the Secretary of State
determined that it is not controlled by

In Part B a distinction is made between the
y Supporting Assistance and the criteria applicable to
Selection of the appropriate criteria will depend on the funding

the international Communist mcvement? movement.

FAA Sec. 620{c}. If assistance s to a

government, is the qovernment liable as

debtor or unconditional quarantor on any No.
debt to a U.S, citizen for goods or

services furnished or ordered where (a)

such citizen has exhausted available

legal remedies and (b) debt is not

denied or contested by such government?

FAA Sec. 620{e){1). If assistance is

to a governrent, has it (including

government agencies or subdivisions)

taken any action which has the effect

of nationalizing, expropriating, or

otherwise seizing ownership or control No.
of proparty of U.5. citizens or entities

beneficially owned by them without taking

steps to discharge {ts obligatians

toward such citizens cr entities?

FAA Sec. 6Z0(f); App. Sec. 1CA. s

recipient country a Communist country?

Will asststance be provided to the

Democratic Rerublic of Vietnam (North No.
Vietnam}, South Vietnam, Cambodia, or

Laos?

GOJ 1is not controlled by
the international Communist
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6.

10.

FAA Sec. 620‘1). Is recipient 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?

FAA Sec. 620(j). Has the country per-
mitted, or failed to take adequate
measures to prevent, the damage or
destruction, by mob action, of U.S.
property?

FAA Sec. £20{1). If the country has

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

FAA Sec. 620(0); Fishermen's Protective
Act, Sec. 5. 1f country has seized, or
Tmposed any penalty or sanction against.
any U.S. fishing activities fIn
international water-,

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

b. has complete denfal of assistance
been considered by AID Administrator?

FAA Sec. 620{(q); App. Sec. 504. (a) Is
the reciplent country in default on
{nterest or principal of any AID loan to
that country? (b) Is country more than
one year in default on interest or
principal on U,5. loan made pursuant to
program for which funds appropriated under
Approp. Act, unless cebt was earlter
disputed, or appropriate steps taken to
cure default?

FAA Sec. 620(s). What percentaje of
country budget s for militiry expendi-
turas? How much of foreign exchange
resources spent on military equipment?

How much spent for the purchase of
sophisticated weapons systems? (Considera-
ticn of these points {s to be coordinated
with the Buyreau for Program and Policy
Coordination, Reaional Coordinators and
Military Assistance Staf’ (PPC/RC).)

No.

No.

An investment guaranty
agreement is in effect.

No such action by Jamaica.

No.

Approximately 22 of recent
budgets have been used for
military expenditures. Approx=-
imately $700,000 in FX has been
spent for military equipment

in the past 12 montas. No
sophisticated weapons systems
have been procured.
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A.
12.

13.

14,

15.

16.

17.

FAA Sec, 620(t). Has the country

severe 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 {s 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 {ndivi-
dual or group which has comitted an act
of international terrorism?

FAA Sec. 659, If (a) military base is
ocated in recipient country, and was
constructed or is beirng maintained or
operated with funds furnished by the
United States, and (b) U.S. personne}
carry out military operations from such
base, has the President determined that
the government of recipient country has
authorized reqular access to U.S.
correspondents to such base?

FAA Sec. 663. Has the country delivered

or recelved ruclear reprocessing or
enrichment equipment, materials or
technology, without specified arrangements
on safequards, etc.?

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

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

FAA Sec; 301. Has the courtry denied
1ts citizens the right or opportunity
to emiqgrate?

8. FUNDING CRITERIA FOR COLNTRY

1.

Security Supparting Assistance Country
Lriterfs

a, FAA Sec. 5028. Has the Deoartment of
State mace firdinas whicn indicate that
the couriry has engaged in & consistent
pattern of jross violations of
internationally recagnized nurman rights?
If S0, 'S proarsm 1n azzardance 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
furnTshed to a friendly country, organiza-
tion, or body eligible to receive
assistance?

c. FAA Sec. 609, If commodities are to
be granted so that sale preceeds 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 in effectively {nvolving the poor
in development, on such indexes as:

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

b. FAA Sec. 115, Wiil country be
furnTshed, in same fiscal year, either
security supporting assistance, or Middle

East peace funds? [If so, has the Congress -

specifically authorized such funds, or
{s assistance for oonulation programs,
humanitarian aid through {international
organizations, or regfonal programs?

c. FAA Sec. 116, (Can it be demonstrated
that contemplated assistance will directly
benefit the needy? If not, has the Oepart-
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){(S), (7) & (8); Sec 208:
Z(ajJl4), (7)) Descripe extent to which
country fs:

(1) Making appropriate afforts to increase
food production and imprave means for
food storage and distribhution,

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

(1) 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 proposed.

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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3A(2) - NONPROJECT ASSISTANCE CHECKLIST

The criteria listed in Part A are applicable gererally to FAA funds, and should be used

irrespective of the program's funding source. In Part B a distinction is made between the

criteria applicable to Security Supporting Assistance and the criteria applicable to Devnlopment
Assistance. Selection of the appropriate criteria will depend cn the funding source for the program,

CROSS-REFERENCES: IS COUNTRY CHECKLIST UP TQ DATE? [IDENTIFY, HAS STANDARD [TEM CHECKLIST BEEN
REVIEWED?

A. GENERAL CRITERIA FOR NOMPROJECT ASSISTANCE

1. App. Unnumbered; FAA Sec 651(b)

(a) Describe how Committees on Appropria-
tions of Senate and House have been or
will be notified <ancerntna thm nonprojact
assistance;

{b) ts assistance within {Operational
Year Budget) country or international
organization allocation reported to the
Congress (or not more than $1 million
over tnat fiqure plus 10%)?

FAA Sec. 611(a){2). If further legisa
Tative actfon is reguired within recipient
country, what is basis for reasonable
expectation that such action will be
completnd fn time to permit orderly
accompl “shment of purpose of the
assista.ce?

FAA Sez. 209, 619. [s assistance more
efficlentTy anT effectively given through
regiona: or =,1:¢ilatera) organizations?
If so why 15 assistance not o given?
Information and conclusion whether assist-
ance will encourage reqicnal Jevelopment
programs. If assistance ts for newly
{ndependent country, 15 it furnished
throunh myltitateral organizations or in
accordance with myltilateral plang to

the maxfrum extent appropriate?

FAA Sec. 601(a), (and Sec. 201(f) for
develarrant Yoans ], In¥ar=saticn snd
conclusicny whether asststance witl
encourase efforts of tra country to:
{a) fncresse the flow of tnternational
trade; (b) foster private tnitfative
and corpesition; (c) encourage develop-
ment and use of cooperatives, credit
unions, and savirgs and lcan sssociations;
d) discourage moncrolistic practices;
e) frprove technical effictency of
Industry, agricylture, ynd correrce;, and
(f) strengtren frees Yator unicns,

Assistance specifically
authorized by Congress

and processed as supplement
to Continuing Reso'ution.

N.A,

No,

Loan will provide foreign
exchange for increased imports,
including equipment ani
aaterials to enable private
firmms to expand prodvction

and i{nictiate 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 asststance 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 1is
contributing local currencies to meet
the cost o contractua) and othe~ services,
and foretg: currencies owned by ne United
States are ytilized to meet the -ost of
contractLal and other services.

7. FAA Sec. &12(4). Does the Ynited States
own excess foreign currency and, if <o,
whiat arrangements have been made for f{ts
releate?

FUNDING CRITERJA FOR NONPROJECT ASSISTANCE

1. Nanpro‘ect Criterta for Security
Supporting Assistance

a. FAA Sec, 531, How will this 3ssistance
suppart prorate econcmic or pnlivical
stabflity? Is the country a~onq the 12
countries in wnich Syupperting Assistance
may be provided in thts figcal year?

2. Nonprotect Criterya for Nevelopment
Assistance

a. FAR Ser 102(c); Sec. 1115 Sec. D8la.
Extent t0 wnich activity will (17 effec-
tively involve tre poar in development, by
extending sccess to econnmy 3t lacal level,
increasing latar-tntensive production,
tpreading fnyestment nyt from cities to
srall tomns and ryral areas, ang (2) help
develop Cacperstives, 495138 rural and
yrtan poor tn reln thergr!l seg toward
hetter ltfe, and otherwite encourige
democratic private ard local gavernrent
tngtit ,010ns?

b, E&f,g?fz.lsjL_lﬁlixﬁlfjxwlng_lng
107, 7 e s ivtance tetr T ~ade availale:
tinclude only apolicatle paraqraph o«
e.9.. 98, b, etc. -- which corresponds

to sources of funis ysed. 17 mGre than
one fynd soyrce 14 yted for asstetance,
trclude relevent paragraon far esch 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 Miniatries,

No.

Will assist Jamaica in meeting
present critical foreign exchange
deficit, thereby permitting i{mport
of easential food, as well as
materials and equipment for
productive activicies.

N.A,
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ANY ARPLY OR SUBSEQUEINT REPERINCE
10 THMIS COMMUNICATION SHOULD L
AQORCEISEID TO TNE FINANCIAL

.I%IIYA.' AND  ThE FOLLOWING
AEPERENCE QUOTIOD™~—

No__ 4807032

Teveenons 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. Zarry Johnson
USAID Mission
Mutual Life Centre
2 Oxford Road
KIMNGSTOU 5

Dear Mr. Johnson,

Plecase refer to our telephone conversation this morning

rejarding the allocation for the various USAID loans. attached please
find allocation in respect of:=

(a) Additional 1980/81 allocation;
(b) Allocation in 1981/82 e US340.0 million loan;

(c) Allocacion in 1981/82 re proposed PL 480 estimated
at USs8.5 million.

Yours sincerely,

u // / ;V/

e /oy
. -:.L-/"c,(’ ’///L’ ./.’..'. o/
Masice Plurmmer (Miss)

for Financial Svcrectary
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2.

Ongoing
Government of Jamaica Programmes (Cont'd)

Soil Conservation Works
Farmers Training

Farmeras 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-cotal

Total

J$M
1,100

0,275
2,973
1,365
7.337

1.025
493
« 740
«780

2.500

J$ 52.768

|

J$ 86.753

a.y



