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FROM : 	LAC/DR, Dwight B. John onA--


SUBJECT : 	Grenada ESF Stabilization Gran PAA
 
(Project No. 543-0001)
 

Problem: Your approval is required to authorize $5.0 million
 
from Economic Support Funds for the Economic Stabilization
 
Grant to the Government of Grenada.
 

This $5.0 million economic support assistance to
Discussion: 

the Government of Grenada (GOG) is designed to aid that new
 
government in stabilizing their economy following the recent
 
civil unrest, the intervention of U.S. and Caribbean forces,
 
and the turbulent four-year regime of Maurice Bishop. The
 
purpose of this grant is to help assure the establishment of
 
economic stability and the promotion of a return to healthy
 
economic growth patterns that respond to basic human needs as 
well as to strengthening free institutions and enterprises, 
economic self-reliance, and individual freedoms. The 
disbursement of the U.S. $5.0 million will be effected by cash
 

import or cause to be importedtransfer. The GOG will agree to 
;;ithin one year, raw materials, intermediate goods, spare 
parts, agricultural inputs, capital goods and essential 
services from the U.S. in an amouit equivalent to U.S. $5.0
 
million. The GOG will deposit a local currency equivalent of
 
U.S. $5.0 million in a commercial bank in Grenada designated by
 
the GOG. The majority of these Eastern Caribbean dollars will 
be used to provide sorely needed liquidity in the banking 
system for onlending to the private sector, with the remaining 
funds used for maintaining public services, and assuring the
 
continuation of high priority development projects. The
 
Mission proposes, however, to maintain some flexibility in the
 
use of local currency to assure that all funds are disbursed by
 
the end of CY 1984. This will be accomplished by the phased
 
release of local currency funds, with an initial allocation
 
maae for each of the program purposes outlined above, with
 
further disbursement of local currency made contingent upon
 
expenditure 	 of the prior funding. 

The DAEC reviewed the subject project on December 15, 1983 and 
ius approval subject to the following modifications:recommended 

The Mission 	proposed that
1. Tranching of ESF Grant Funds: 

the $5.0 million grant be disbursed in two equal tranches. The
 

that the first tranche would be disbursed
PAAD stated 
immediately 	upon signature of the agreement, with disbursement
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of the second tranche dependent upon the GOG making progress in
 
undertaking specified economic policy reforms. After careful
 
deliberation, this approach was approved, with the timing and
 
level of disbursements left to the discretion of the Mission.
 
The decision to disburse would be based on their assessment of
 
both the need for these funds and progress in the policy areas
 
specified by the Mission and contained in the grant agreement.
 
The grant agreement will include covenants which would require

that the GOG (1) take all affirmative, necessary steps within
 
three months of disbursement to assure the rights of
 
agricultural producers of cocoa, bananas, and nutmeg to
 
democratically el- t their representatives to the cocoa,
 
banana, and nutmeg associations, and (2) examine critically the
 
role of the public enterprises, including the possibility of
 
divestiture, rationalization of the public sector investment
 
program, the steps needed to bring the GOG budget into balance
 
in 1984, and existing constraints to private sector activity.
 

2. Private Sector Credit: The PAAD does not indicate that
 
there would be any conditions upon lending of local currency

through the banking system to the private sector. In order to
 
assure the maximum economic impact from these funds, it was
 
decided at the DAEC that those funds which are allocated to the
 
banks would require an agreement between the GOG and the banks
 
that these monies would not be made available for personal

consumption loans to private individuals, or for loans to the
 
public sector or GOG parastatal organizations. This credit
 
could also be used to facilitate divestiture of GOG parastatal

organizations. 

The mechanism whereby these funds would be provided to the
 
banking system %o provide liquidity was also discussed at the
 
DAEC. Prior to any disbursement of funds, the Mission would
 
examine critically whether the local currency should be
 
deposite'd in a special demand deposit account or simply be used
 
to retire the GOG's debt to the banks. This analysis should 
also take into consideration the impact of both of these 
methods on liquidity (i.e. what restrictions, if any, do th 
Banks impose on lending from their demand deposits), and on 
A.I.D.'s ability to impose conditionality. 

3. Other Donor Financing: The PAAD also allocates local
 
currency to Grenada's public sector investment program.
 
Specifically, the local currency will be used to
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support ongoing other donor projects which have been mutually
 
agreed upon by A.I.D. and the GOG. In accordance with A.I.D.'s
 
environmental policy, the Mission was requested to take into
 
account environmental considerations in selecting these other
 
donor projects.
 

4. Documentation of Imports: In accordance with the recent GAO
 
report on balance-of-payments assistance, the Mission should
 
assure that the GOG is capable of providing the necessary
 
documentation to substantiate imports from the U.S.
 

Notification to Congress: An Advice of Program Change was
 
submitted to the Congress on December 8, 1983. Obligation of
 
funds may be incurred after December 22, 1983.
 

Recommendation: That you sign the attached PAAD facesheet
 
authorizing $5.0 million in Economic Support Funds for an
 
Economic Stabilization Grant to the Government of Grenada.
 

Attachment: a/s
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CLASSIFICATION:
 
I. PAAD NO.AID 1120.1 

EI-S,,i 	 DEPARTMENT OF STATE 543-K-601 

A.COUNTRY.
 

INTERNATIONAL DEVELOPMENT Grenada
 
AGENCY FOR 

a. CATEGORY 

PAAD 	 PROGRAM ASSISTANCE Treasury Transfer
 
APPROVAL DOCUMENT ' -TS Ws
 

4* DA&TI
 

January 1984
 

. DYS, CNANGOL NO. 
a. To 

rr. B7y4;SB. 	 oV INCREASE.A-AALAC, Marsh/ 1 

TO 111 TAKEN PADMI 

Economic Support Fund (ESF)" 

to APPROPRIATION -	 ALLOTMENT1.MITMENmT-$. APPROVAL l'.. ED 9POR 

- BPC-LESAB4"-35-453-KG-315,000,000 -
I&. TRANSACTION ,LISIILITY11. TYPE LOCAL CURRENCY ARRANGEMENT I ,5TI .. D DELIVERY PERIOD13."UNDING 7 	 DATE 

-LOANORAN CINFORMAI,. =FORMAL OONZ .Dec. 1983-Dec. 1984 Date of Agreement 

1S.'COMMODI~tEItFINANCED 

17. ESTIMATED SOURCEIS. PERMITTED SOURCE 

U.S.- $5,000,000U.S. 	only-: 

Ir.dustiolized Countries:
Limited F.W.: 

Local:
Free World: 
Othwr:Cash: $5,000,000 

The program purpose is to assist the Government.of Grenada (GOG) in
 It. SUMMARY DE.SCRIPTION 

The grant will 	assist in bolstering the
 attaining stability and .economic revitalization. 


country's financial position. Local currency from the GOG will finance vital high priority
 

development projects in the public sector investment program, and 
provide a significant
 

infusion of much needed liquidity in the commercial banking 
system enabling the banks to
 

The grant will also promote economic policy reforms
 channel monies to the private sector. 


that must be implemented if the economy is to improve.
 

The grant will be disbursed in two tranches with the first 
tranche expended'immediately upon
 

Disbursement
 
signature of the agreement and satisfaction of standard conditions 

precedent. 


of the remaining funds will follow only after the GOG demonstrates 
progress in meeting
 

economic reform covenants contained in the grant agreement.
 

The GOG will agree to a number of covenants and conditions precedent 
to disbursement. These
 

an agreement to import purchases of $5.0 million in commodities 
and services
 

will include (1) 

from the U.S. during the 12-month period following the execution 

of the grant agreement and
 

(2) the establishment of a separate account- into which it will deposit local currency in an
 

Use of the local currency will be
 
amount equivalent to the value of U.S. dollars 	provided. 


agreed upon with A.I.D. and will be tranched, with future disbursements 
contingent upon
 

expenditure of the prior allocation.
 

DAT: .o. ACTIONIS. CLEARANCES 
APPROVED DISAP'RDVCD 

_LAC/DR:ILevy (Draft) 


LAC/DR:WStickel/SSmith (Draft) 


LA C / D P : D B rc o m e ( D r a f t) b-BC % 
-

- \i\ 

AUTMORIZCO SIGNATUREGCJ.j.AC:RMeighan (Draft) 	

DATL 

LACCARJHoltaway .--


Acting Assistant Administrator, LAc
rAx r'-. %..____M/FM:CChristensen 

TITLE
 ,
ARA.P" "''" " '- - .4 ,flii-*1 Aiti,., . n., 

http:Government.of

