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Name of Country: Caribbean Regional
 

Name of Project: Public Managembnt and Policy Planning
 

Number of Project: 538-0096
 

1. Pursuant to Section 531 of the Foreign Assistance Act of 1961, as
 
amended, I hereby authorize the Public Management and Policy Planning
 
Project for the Eastern Caribbean involving planned obligations not to
 
exceed Eight Million United States Dollars ($8,000,000) in grant Economic
 
Support Fund monies, subject to the availability of funds in accordance
 
with A.I.D. OYB/allotment process, to help finance the foreign exchange
 
and local currency costs of the project. The planned life of the project
 
is expected to extend to September 30, 1988, with a possible extension of
 
two years.
 

2. The Project is designed to assist participating governments and
 
Regional organizations in the Eastern Caribbean to develop improved
 
economic policies by providing direct assistance; and, in the process,
 
seek to improve, where practical, capabilities in policy analysis,
 
decision-making, and policy implementation. The Project will include,
 
but not be limited to, (a) a primary component involving the conduct of a
 
number of subactivities and (b) a fiscal reform component. The Project
 
will be implemented by organizations to be based in Grenada and Antigua
 
or other suitable locations.
 

3. Subject to the conditions set forth below, I hereby authorize the
 
initiation of negotiations with the implementing and evaluating
 
organizations by the officer to whom such authority has been delegated in
 
accordance with A.I.D. regulations and Delegations of Authority.
 

A. Prior to execution of a contract for the Primary Component of
 
the Project A.I.D. shall, except as A.I.D. may otherwise determine,
 
receive, in form and substance satisfactory to A.I.D., (1) formal
 
response from the Organization of Eastern Caribbean States (OECS)
 
regarding the A.I.D. request that the OECS provide office space for the
 
Primary Component contractor, (2) acknowledgement by the Government of
 
Antigua and Barbuda that the activities and persons funded by the Project
 
will receive the treatment accorded to A.I.D. economic assistance
 
activities pursuant to the Bilateral Agreement signed by the Government
 
of Antigua and Barbuda and the United States Government on June 17, ,
 
1983 and (3) evidence from the OECS that the participating countries have
 
been fully informed of the nature of the Project's Primary Component.
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B. Prior to execution of a contract for the fi . .. 
component of the Project, A.I.D. shall, except as A.I.D. may otherwise 
determine, receive from the Government of Grenada (1) an acknowledgement 
that all activities and persons funded to carry out the component will 
receive the full cooperation of the Government in accordance with the
 
Bilateral Agreement signed by the Government of Grenada and the United
 
States Government on May 7, 1984, and (2) the agreement of the Government
 
of Grenada to the scope of work of the contract.
 

C. Prior to commencement of work under any particular
 
subactivity under the Primary Component of the Project, A.I.D. shall,
 
except as A.I.D. may otherwise determine, receive an acknowledgement from
 
the recipient country that the country will (1) cooperate with the
 
contract team to carry out the agreed upon subactivity and to achieve the
 
maximum beneficial effect of the technical services and (2) accord
 
treatment to persons carrying out the activity in accordance with the
 
economic assistance bilateral agreement of the participating country. In
 
the case of subactivities involving Regional organizations rather than
 
countries, A.I.D. shall, except as A.I.D. may otherwise determine,
 
receive acknowledgement from the recipient organization that the
 
organization will cooperate with the contract team to carry out the
 
agreed upon subactivity and to achieve maximum beneficial effect of the
 
technical services.
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NB: Throughout this document masculine pronouns are used. This was
done for convenience and ease of reading and by no means reflects a

bias for or against a particular gender.
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SUMMARY AND REOCXmENDATION
 

The Regional Development Office/Caribbean (RDO/C) recommends theauthorization of the Public Management and Policy Planning Project in theamount of $8,000,000 in grant Economic Support Funds (ESF) over theperiod up to September 30, 1988, with a 
possible extension of two years.
 
'Ihis project will be implemented by two U.S. organizations
selected through a competitive process to provide assistance to eligible
Eastern Caribbean DC's and Regional organizations. No formal bilateralGrant Agreements will be involved. 

The purpose of the project is to develop improved economicpolicies by providing technical assistance to participating EasternCaribbean countries and Regional organizations; and, in the process, seekto improve, where practical, their capabilities in policy analysis,
decision-making, and policy implementation. The individual countriesthat will be eligible for assistance by this project on a bilateral basisare the seven English-speaking member states of the organization ofEastern Caribbean States (OECS). They are: Antigua/Barbuda, Dominica,
Grenada, Montserrat, St. Christopher/Nevis, St. Lucia, 
 and St. Vincentand the Grenadines. Barbados, which is at a more advanced stage ofdevelopment, will be eligible for assistance only on an exception basis.
When appropriate, assistance may also be provided to Regionalorganizations to analyze policies of concern to a 
group of eligible

countries.
 

The public sectors in te Eastern Caribbean lack sufficientcapability for policy analysis in key strategic development areas and arefrequently unable to effectively implement policy decisions that are
made. In general, it may be said that the Eastern Caribbean LDCgovernments suffer from overworked top managers and inadequately trainedlower level managers. This constrains their ability to conduct
meaningful policy analyses and implement policy decisions. The costs and
benefits of alternative policies often not fully known.are 

The impetus for the project results from repeated requests frunOBCS member governments directly to the U.S. Government for technicalassistance to deal with immediate issues or problems in the areas ofeconomic policy analysis/implementation, development planning,financial management. AID, and
in the past, has not been able to respond tothese requests quickly enough for lack of an appropriate mechanism. Thesubj_-ct project is intended to be such a project mechani.m. The projecthas two components- (1) a primary component, and (2) a specialized fiscalreform component. For each component, AID will enter into a directcontract with a U.S. organization for the provision of technicalservices, directly-related training, and the procurement of a limited 
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amount of electronic data processing equipment (micro-computers andrelated software). The contractor for the primary component will belocated in Antigua at the headquarters of the Economic Affairs
Secretariat of the OECS and will perform work with participating OECS
countries and Regional organizations. A system for the development and
approval of individual requests for technical assistance provides for
specific identification of policy linkages of each subcomponent activity
prior to its approval. 
The fiscal reform component is specifically

targeted for Grenada due to the comprehensive fiscal program that is
underway there. The contractor for this component will therefore be
 
located inGrenada.
 

It is intended and expected that the project will produce policy
discussions with national leaders; reports that analyze policy options
and recommended changes; policy 
changes that are carried through to the

implementation stage; and the introduction of new systems, procedures,

laws, and regulations.
 

A sLrnary budget can be presented as follows:
 

Life of Proiect
 
($1US 000' s) 

Technical Assistance 
 5,625

Operational Support 
 1,150

Commodities 
 675
 
Training 
 450
 
Evaluations 
 100
 

8,000
 

The Project Identification Document (PID) for the project was
reviewed and approved in AID/Washington (AID/W) on July 18, 1984. 
The
review surfaced three issues (Sae Annex F) that have been addressed in

this Project Paper (PP). 
 The issues of private sector input and the
relationship with the AID Employment and Enterprise Policy Analysis

Project are addressed in the section on Relationship to Other AID
Projects. 
The issue concerning the project's involvement with the

CaribbeanCentre for Development Administration (CARICAD) isno longer
relevant. 
The role of CARICAD has been reduced to that of a potential

subcontractor for discrete activities.
 



I. IROJECr RATIONALE AND DESCRIPTION 

A. Background
 

The individual countries that will be assisted by this
project on a bilateral basis are the seven English speaking member states
of the Organization of Eastern Caribbean States (OECS). 
They are:
Antigua/Barbuda, Dominica, Grenada, Mbontserrat, 
 St. Christopher/Nevis,
St. Lucia and St. Vincent and the Grenadinesl. While they are
politically small independent units separated by the Caribbean Sea, theycomprise a cultural, political, and economic region with many comon
problems and characteristics. 

1. The Overall Setting
 

Of the seven less developed countries (LDC's) that
comprise the membership of the OECS, one 
- Montserrat ­ isa classic
crown colony, and the remaining six are independent nation states. 
Their
 
independence is relatively new, ranging from 1974 for Grenada to 1983 forSt. Christopher/Nev;s. They share a common history, language and culture
within the Comonwealth Caribbean and have a strong political and
economic affinity. 
The seven also have a strong devotion to democracy

and to peaceful political transition.
 

The most salient characteristic of these seven states is
their small size. 
Their total combined population is about 540,000
(1982), with individual country populations ranging from under 13,000 in
Montserrat to St. Lucia's 122,000. They are physically small, totalling
only 1,118 square miles, and range in size from Montserrat's 77 square
miles to Dominica's 288. 
Their economies are correspondingly small.
Gross domestic product varies from $32 million inMontserrat to $137
million in St. Lucia. 
The total GDP for all seven is $63b million, which
pales in significance compared to the $3,320 billion for the United
 
States.
 

Small size isnot only a salient characteristic, it is a
dominating factor which shapes the political, economic and social
structures and activities in each of the countries.
 

2. The Political Setting
 

Their colonial history and extremely small size have
created a climate of political vulnerability. Political leaders, as a
result, have often viewed themselves as relatively powerless to exert
 

I/ Barbados, which is at a 
more advanced stage of development, will
be eligible for assistance under the project only on a

case-by-case exception basis.
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major influence in nation building and development. The vulnerability of
leadership is also exacerbated by the fact that anonymity isdifficult toachieve. Where an unpopular decision must be made in the national 
interest, many come to know who is responsible. 

Decision-making also tends to be centralized among a few
of the top leaders. This presents an obstacle to institution building by

de-eaphasizing systems of management.
 

A deeply embedded dependence on government and
 
government solutions is a product of sta" sm as well as small size. 
A
view 	of the appropriate role and function of government is part of the
British colonial heritage and also results fs6;lemands and pressures for
 new and improved services. 
What 	exists is a strong tendency for
 
governments to provide services which in larger societies are often

delivered by the private sector; and the ubiquitousness of government

often stands in the way of private sector alternatives to development in

both 	the social and the productive sectors.
 

3. 	The Social Setting
 

The 	quality of life in the Eastern Caribbean is above
 average for developing nations. 
The 	average life expectancy of around 60
 years, compares favorably with many developing countries, as do literacy

rates, which range around 80%. However the countries are plagued with
high 	unemployment and underemployment and their economies are highly
vulnerable to a potential erosion of the present standard of living.
 

Migration has been a way of life for a significant

percentage of the population of the Eastern Caribbean and has produced

structural changes in island societies leading to sex, age and skill
imbalances. Historically, most migrants either permanently left the

islands or only returned after long absences. The majority were male,
who left behind parents and women of child bearing age. Since the 1960's
 
patterns have changed. 
Women now have an equal propensity to migrate and

it is the most skilled who feel compelled to do so.
 

Small size affects attitudes and behavior at all levels

and 	throughout the social system. 
Choices are perceived as limited;

alternatives few. Individuals are less likely to take risks,

particularly in business ventures. 
The 	fact that people perceive that
there are few alternatives conditions attitudes to work and employment.

In the civil service, for example, where promotions and turnover are
rare, motivation is low. This perception also leads to a high propensity
to migrate as the only way to improve one's economic opportunity.
 

4. 	The Economic Setting
 

The EconomyOverall
 

The small, open economies of the East Caribbean LDC's

differ in 
terms 	of per capita GDP, with the low end Wng St. Vincent
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(US$680 in 1982) and the high being Antigua (US$1776 in 1982). 
 The
savings rate in all of them is negative or only negligibly positive
reflection of consumption levels that are close to or exceed domestic 
- a 

production. 
Remittances from abroad assume an important place, amounting
to 12 percent of GDP in 1982. 
This source 
f savings notwithstanding
the countries depend heavily on external resources to finance investment
in both the public and private sector.
 

The tradition of undiversified exports and the
importance of tourism as a foreign exchange earner have rendered the
economies vulnerable to external shocks.
contributed to the relatively large size of 
Also their small size has
 

countries, partly because provision of a 
overrnment in these


minimum level of services costs
more per capita than it would in larger countries.
participation in investment has grown, and isa driving factor incurrent
 
Government
 

account balance of payments deficits-


For various reasons, economic growth rates have fallen
in the East Caribbean. 
The LDCs' growth rates, weighed by population,
were steady at over 4.5 percent in 1980 and 1981, and dropped to 2.7
percent in 1982.
 

The Eastern Caribbean LDCs, were hard hit in the mid
1970s by dramatic oil price increases. Between that time and the late
1970s, most had successfully reduced balance of payment deficits. 
Early
in the 1980s, however, balance of payments problems resurfaced.
 

In 1983, new difficulties arose, as Trinidad and Tobago
introduced an import licensing scheme which severely disrupted
intra-CARICOM trade and in Guyana, economic mismanagement resulted in
inability to fulfill payment obligations to the CARICOM Multilateral
Clearing Facility which was thus suspended inApril 1983.
 
In addition, there has been difficulty associated with
the linkages of Caribbean currencies to the U.S. dollar and the latter's
appreciation. 
This has driven down export proceeds in local currency
terms (notably, for bananas and sugar) and has had a strong negative
effect on tourism from Western Europe, including the U.K., and Canada.
The fact that most of the imports of Caribbean countries are from the
U.S. has meant that the terms of trade have continued to decline.
World Bank estimated in early 1984 that exchange rates for the OECS

The
 
states were overvalued by 20 
-
partners. 25% with respect to their major trading
In the case of the OECS countries, with a common central bank,
unanimous agreement is required for adjustment.
 

Current dislocation associated with constraints in
intra-CARIC(M trade and exchange rate problems will adversely affect the
region's economic performance throughout the 1980's, even if they can be
dealt with promptly. 
Structural reforms that (a)contribute to reducing
the cost of energy; (b)begin to capitalize on the CBI and global
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economic recovery; and (c)make in-roads in expanding employment,
productive investment, and exports are long range prospects. 
As a
result, in short, the remainder of the present decade will see continuing
balance of payments pressures.
 

Government Budgetary Pressures and Self Help Performance
 

A high priority --
to focus on -- and one which these states have begun
is tax reform of existing tax systems, which were built up
in piecemeal fashion, and inmany ways, are not conducive to current
development goals. Expenditures are a more difficult problem. 
Although
there is a certain minimum size of the public sector, its size arguably
has grown too fast. 
Public sector investment costs are currently
will probably continue to be 
-- and

financed by concessional external
 
resources.
 

example. 
In this regard, Grenada offers a particularly prime
As an,outgrowth of decisions made by previous administrations,
Grenada's fiscal system needs comprehensive reform. 
Taxes are too high
and the Government share of the GDP too large to allow needed private
sector investment, domestic and foreign. 
Fiscal reform needs to be
comprehensive rather than ad hoc. 
 In addition to tax reform,
comprehensive fiscal reform must also entail improved expenditure
ccntrol, budget planning, and deficit reduction.
 

By 1983, Grenada's recurrent expenditures accounted for
one-fourth of the gross domestic product (GDP). 
This is a high
percentage in comparison to similar economies. 
Capital spending has
increased at an even faster rate than recurrent spending, and now
represents 30 percent of the GDP.
 

Expenditure policies for now and the future will have to
deal with an increasing pressure on the financial resources of the
Grenada government. 
Uiniess expenditures are constrained, Lhe government
almost certainly will record deficits over the next year or so. 
One of
the major reasons for this mounting pressure is that investment projects
implemented over the past several years as well as those that are planned
will require a large anount of resources
expenditures. for operating and maintenance
Another reason is the heavy spending on social services;
almost one third of the budget is allocated to education and health.
Finally, outstandin 
arrears of debt payments and contributions to
international organizations should be paid shortly.
 

This points
improved planning and 

to the crucial importance and key role ofexpenditure control. The pressures on thefinancial resources of the government can be minimized.
budgetary planning With better
and control, the recurrent cost implications of
capital expenditures can be anticipated and that portion of the budget
devoted to social welfare spending can be reduced. 
Any wastage also mustbe eliminated. Without improved planning and expenditure control, 
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Grenada will not be able to enjoy the fruits of fiscal reform, namely
increased economic activity and the ensuing social benefits.
 

Grenada's tax system also has developed in
an ad hoc
manner, largely to meet the revenue demands of rising current
expenditures. -
As inmost cases where revenue generation is the drivinig
force behind discretionary tax changes, other desirable attributes of the
tax structure have been sacrificed: the present system is not hospitable
to increased investment or risk-taking; it is unfair in taxing some types
of purchases and income-generating activities (imported goods, exports,
dividend income, wage and salary income) more heavily than others; and
little public savings have been generated. 
All of these problems have
been exacerbated by a steadily deteriorating quality of tax
administration. 
The tax system must be rationalized in a comprehensive
manner to promote investment, risk taking, and job creation.
 

The major structural problem with the Grenadian tax
system is clear: the nominal tax rates are too high. 
The personal income
tax reaches a marginal rate of 65 percent at about 3 times the average
family income; the company tax rate is 55 percent; and the average tax
rate on import value is 53 percent. In virtually every country where tax
rates reach such high levels, pressure exists on the government to
provide special exemptions, the rate of illegal evasion rises, smuggling
and underdeclaration of import values increase, and elaborate schemes are
hatched to avoid payment. 
Examples of the latter are the creation of
quasi-governmental corporations and the payment of grocery allowances in
lieu of wages. 
The net effect of these actions is to further narrow the
tax base, force the nominal rates even higher, and bring even more
pressure on the government to provide even more exemptions. This is the
pattern that has develtoped in Grenada. 
BY 1984, the tax system had
become a formidable obstacle to private sector-led development.
 

In short, the public sector dilenna in Grenada is
similar to that in the other OECS member states: an increased tax burden
would likely be a disincentive to the activities that the government
hopes will generate future revenues. Resolution lies in (a)
restructuring tax systems to provide the maximum incentives to private
sector production and (b)reducing expenditures by raising government

efficiency.
 

Revenue/GDP Ratio and National Savings Performance
 

strenuous. 
Anong the OECS LDCs, the tax effort is relatively
In fact, among the LDCs, government tax revenues average
about 25% of total GDP, with progressive income taxes accounting for up
to 40% of this amount. 
Both rates are high for countries at this level
of development. A most significant source of revenue for these states,
however, is indirect taxes, including import duties, which are
regressive. They are contained in the prices of final products which are
purchased by the rich and poor alike­
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Consumption as a percent of GDP ranges as high as 115
 
percent. In no state does gross savings as a percent of GDP exceed 10
 
percent. Consumption has been sustained by high levels of private
remittances from abroad while public sector investment has been dependent
almost entirely on substantial external assistance. In many instances
 
governments have not been able to cover their recurrent expenditures, let
 
alone a portion of their capital budgets. The paucity of domestic
 
savings in the Eastern Caribbean has impeded capital formation critical 
to the development effort.
 

Unemployment
 

A prestigious 1981 CARICCM study states that, "The
 
gravity of the unemploent situation, especially as itaffects young

people, is the most explosive problem facing the region today". The
 
study raises the specter of growing alienation among youth, crimes of
 
violence and political restlessness, all readily predictable unlesri
 
CARICOM countries improve their record of dealing with the problem of
 
unemployment. 
 The data available indicate that the unemployment rate in 
the 1970s and early 1980s ranged from 15 - 30%. However, decreases in 
net emigration, coupled with the rapid increases inentrants 
nto the

labor force, point to rapid increases in unemployment in the ruture,

unless there is a concomitant increase in new job creation.
 

The problem of unemploynent does not fall on the 
population equally. Unemployment in the region is strongly correlated 
with age, with unemployment levels of up to 50% for the 15 - 25 age 
group. An increasing number of youths leave school by age 15, and though
they are not equipped with adequate job skills, nonetheless have high

expectations for gainful employment. 
Generally throughout the region,

countries face the paradox of a shortage of skilled labor in the midst of
 
growing unemployment.
 

Throughout the Eastern Caribbean, female unemployment is
5% - 10% higher than for males. There also is a high proportion of
female headed households (45%), which means that female unemployment is a 
serious social problem given the large numbers of children they support.
However, women in Eastern Caribbean countries do have high rates of 
participation in the paid labor force inrelation to many developing

countries.
 

Wage rates are high when compared to other third world

countries, although the trainability and consequent productivity of labor 
in the region compare favorably. Relatively influential labor unions and 
management and goverment often must struggle with the conflicting
demands of management's need to minimize the cost of wages and the 
unions' desire to keep pace with inflation. Effective strategies for 
dealing with these conflicting demands will require further analysis on 
the part of governments dealing not only with their international 
competitiveness but with employment policies and incentive systems as 
part of development planning. 
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The Private Sector
 
Structural changes inthese economies to provide the
necessary employment opportunities are clearly a
high priority. However,
the fundamental reality, given already extreme government budgetary
ressure, is that any significant increase in the rate at which labor can
absorbed by the region's economies will depend on new job creation by
the private sector.
 

There isa general consensus that prospects for privatesector growth inthe region are positive. Owing inpart to increasing
U.S. influence, including the CBI, the political environment has become
very positive and Caribbean political leaders are looking to the private
sector as a 
principal source of economic expansion, including accelerated
job creation.
 

B. The Policy Problem and the Opportunity
 

1. The Problem
 

This project will address a problem common to the public
sectors of the Eastern Caribbean LDC's, lack of sufficient capability for
policy analysis in key strategic development areas, and the frequent
inability to effectively implement decisions that are made.
 

Ingeneral, itmay be said that the Eastern Caribbean
LDC governments are characterized by:
 

- a lack of trained personnel to prepare plans,conduct policy analyses, better inform thedecision-making process, and carry out decisionseffectively and efficiently once they are made. 

- the inability to determine the full direct effect or the indirect effects or consequences ofpolicies, programs and proposed changes, or evenspecific development projects. 

- a virtual absence of coherent development planning,
both short and long term. 

- an inability to respond, except on an ad hoc basis,to donor demands and hence to deal with them on a 
more nearly coequal basis. 

- the inability to calculate the probable costs and
benefits of existing revenue structures and
proposed changes in them. 
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absence of adequate data bases and useable
 
information systems.
 

outmoded budgeting, accounting, expenditure

control, and auditing systems.
 

systems and approaches to customs administration,

import and export licensing, trade regulation,

taxation, and price controls that frequently

inhibit or discourge private sector initiative.
 

weak implementation capabilities inall public

service areas owing to overworked top managers and

inadequately trained and oriented middle and
lower-level supervisors and technical personnel. 

The public sectors of the Eastern Caribbean LDC's
perform critical roles in their national economies, but because of the
problems cited above, they are insufficiently responsive to the
 
increasingly complex demands of those economies insuch arena3 as
employment, production, international trade, local infrastructure, ana

fiscal and financial management. Despite some excellent leadership and
technical talent, the governments lack both the depth of analytical

capability to translate economic and social requirements into
well-articulated public policies and the depth of management capabilities

to implement key policies promptly and monitor progress toward
achievement of specific objectives. In no area does this lack have more
adverse developmental consequences than in the finance and planning units. 

The small size of the countries isreflected intheir
public sector staffs, which range from 700 to 2,500 people. (Dominica,
in the middle of the population range, has an Inland Revenue Department

with a 
total staff of 24 people of all ranks.) This smallness insize is

inpart an advantage, for itcreates the potential for greater ease of
managerial control and flexibility which are lacking inlarger systems.

Furthermore, public sectors of this magnitude constitute medium-sized
organizations where the information necessary to plan organizational
change isat least digestable and the change efforts are easily monitored.
 

Smallness isalso part of the problem, for each mini
state must create its own policies and programs and manage a large number
of functions and relationships without the opportunity to draw 
specialized professional and technical talent from a large and diverse 
population. Also, economies of scale are often unattainable.
 

The governments of these countries facingare new
responsibilities for social and economic development. 
The assumption of
these responsibilities and the countries increasing involvement in a 
movement of regional cooperation, especially in the areas of trade, 
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transport, and development banking, have resulted ina substantial
 
expansion of their public sectors.
 

In this difficult situation, public service personnel
are being required more and more to devise measures for advising,
facilitating and stimulating the private sector and, in addition, to
formulate schemes for joint public and private participation in economic
activities. 
Such measures have very important tax, revenue, and
budgetary implications that require extensive policy analysis for which
the governments are ill or unequipped to undertake.
 

With the burgeoning of government activities, the
increasing complexity of decision making, and the widening of the range
and multi-dimensional nature of projects, the countries are faced with
new and considerably increased requirements for the effective functioningof public sector organizations, particularly those in the financial and
planning areas, and they find themselves unable to adequately respond.
 

2. The Longer-Term Response 

The problems discussed above are pervasive and
systemic. If the less developed countries of the Eastern Caribbeanto achieve independent sustained economic growth 
are 

to meet the aspirationsof their citizens, and thus to survive politically and democratically,
then lasting solutions will have to be found. 
This will require the
attraction and retention of more highly qualified personnel; the training
and upgrading of existing personnel, especially at the critical
mid-managenent level; the modernization of traditional, legally bound and
inflexible administrative structures and systems; the installation of new
management systems where none exist; and the creation of a basic capacity
to do coherent economic development planning.
 

Because these problems are pervasive
lasting solutions will not come easily or quickly. 
and systemic,
 

They require
institution building programs of training and technical and management
assistance that will take five to ten years, and sometimes longer, to
produce results in 
terms of indigenous regional and national capacities
to conduct effective policy analysis, to develop coherent development
plans, and to effectively implement policies and plans that are adopted.
 

Fortunately, considerable work, largely regional in
nature, has been started to addrzess these underlying needs and to effect
the longer term changes that are needed. For example: 

the OECS has approved an expansion of the role of
its Economic Affairs Secretariat from functionsrelated to trade, commercial policy, and commonmarket affairs to include the creation of a pool ofexperts who would provide advisory assistance more 
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directly related to the individual interests of the
member governments in policy planning and 
implementation. During the coming year the 
Secretariat will concentrate its training
 
activities more on a specialized program of
 
training for the top and middle level public sector 
personnel inthe areas of tax administration, 
public sector financial management, and fiscal 
policy and planning. 

Under the supervision of the World Bank, the
 
Inter-Agency Resident Mission (IARM) isproviding
 
direct advisory assistance in information and
 
statistical systems, budgeting and project
 
implementation. Inaddition, one of the ultimate
 
objectives of the IARM isto assist the Economic
 
Secretariat of the OECS and the Caribbean
 
Development Bank (CDB) to improve their capacities
 
to provide similar assistance to the LDC's inthe
 
future.
 

The CDB itself isworking to strengthen the
 
institutional components of the OECS states,
 
primarily by working with the National Development

Finance Corporations. The Bank also offers
 
training inproject analysis, implmentation, and
 
design.
 

The Caribbean Centre for Development Administration
 
(CARICAD) has been established to improve the
 
administrative capability and policy decision
 
making capacity of the countries inthe
 
English-speaking Caribbean through management

development, training programs, and active research.
 

3. The Present Opportunity
 

In terms of this project, the salient feature of the
 
above activities is that they are by definition, long term. Institutions
 
are not built quickly and organizational change will take time, even in

these small nations. The improved financial management, policy analysis,

and decisions which should flow from the changes will take even longer.

But the present policy problems will not wait for this change process to
 
occur. 
The PMPP project will provide contract technical assistance to
 
address immediate policy-related needs during the period of initial
 
regional institution building. The project will be able to concentrate
 
resources and focus on policy areas to a nich higher degree than is 
presently possible by the regional institutions. The reality isthat
decisions will either be made with the support of contract assistance and 
careful analysis, they will be made more on intuition, or the problem 
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will be unresolved. 
For example, officials in two countries have
specifically requested assistance in conducting comprehensive tax
structure assessments. 
Providing such assistance would afford a direct
input to tax policy decisionb that are fundamental to development and thE
promotion of private enterprise. Without it any decisions that are madewill continue to be piecemeal ones. 

In another instance a country's development program is a
collection of inadequately coordinated projects. Moreover, the country'stop officials have no way of knowing the current status or expected
progress of the projects they have. 
The country has requested help in
creating a system for monitoring project implementation. While not
directly connected to a specific policy area, this longer term assistance
would provide the essential first step to the development of a 
more
coordinated approach to a development program for the country. 
Moreover,
the advisor would be working directly with the country's chief planner
and would have access to and frequent contacts with the Prime Minister.
Opportunities to do policy analyses or advise on policy issues, either
directly or by calling in outside help, will inevitably arise.
 

In
no country is the present opportunity more apparent
than inGrenada. 
Due to past abuses, the GOG has recognized that the
entire fiscal. system needs reform. 
Such reform will need to be
comprehensive and should have far reaching impact on Grenada's future
 
economic viability.
 

C. The Project Strategy
 

If improved development policy is to be brought about,
finance and planning are the most strategic points of entry. They are
also the points of most significant interface between political and
technocratic interests. 
 Ifmost r 
many of the financial management and
policy deficiencies noted earlier could be overcome, the governments
would not only be in far better position to interface supportively with
private sector development leaders, they would be on the way to creating
more viable and self-sufficient economies. 
For these reasons, the
strategy of the project is 
to concentrate in the areas of economic policy
analysis, development planning, and financial management.
 

In these key areas the objective of this project is 
to take
advantage of near term (over the next 3-1/2 years) opportunities to
provide direct assistance inpolicy analysis, decision making, and, where
appropriate, policy implementation. The assistance will be provided on a
bilateral basis, in the form of discrete subproject activities to the
seven less developed countries that comprise the membership of the OECS.
The project will seek targets of opportunity where individual countries
need assistance in the areas of financial management, economic planning,
 
or fiscal policy.
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The work involved will often be politically sensitive,
especially in these small island states. 
The project is not intended to
take the place of the continuing offical policy discussions between the
United States and the governments of tne project's client states; 
itwill
provide a resource that will contribute to the policy dialogue process.
This link will result from the nature o. 
the advisory assistance that is
provided, from the Mission's oversight of the project, the subproject
appraisal process, and the continuing contact between the project
management and other project advisors and members of the Mission staff.
During the life of the project priority will be given to assistance on
policy issues that are of particular importance to A.I.D. Thus, for
example, assistance on the issue of parastatal divestiture would take
precedence over assistance on a policy issue of less direct U.S. concern.
 

The project's strategy then is (1)to identify targets of
opportunity where OECS countries need and desire assistance with analysis
and/or implementation of specific policy matters, and 
(2)to be able to
respond very quickly inproviding the assistance needed. However, not
all opportunities will be directly linked to a specific issue or policy
decision. 
There will be instances where a country will need assistance
that ismore indirectly linked to policy decisions (the need for a
project implementation system cited above isan example of this). 
 This
type of assistance will be provided where the potential links to policy
decisions can be identified and where itwill provide access for the
project and the Project Director to the key decision makers and the
policy process in the country involved.
 

The methodology of responding rapidly and effectively to
requests for assistance on specific policy issues and policy related
systems should produce the following results:
 

- It will improve the quality of the policy decisions inthe individual countries and the implementation of thosedecisions when such assistance isneeded. 

- It will identify opportunities for policy discussions
between the Mission and the individual countries(sometimes using the results of analysis conducted with
Regional organizations). 

- It will frequently improve the indigenous capability ofthe client countries to do effective policy analysis and 
to manage the implementation of those decisions. 

To achieve this objective, the project has the following goal
and purpose:
 

Goal: 
 To improve resource management in the Eastern Caribbean,

and thus to promote economic growth and stability.
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Purpose: 
To develop improved economic policies by providing
technical assistance to participating Eastern Caribbean
LDC's and Regional organizations; and, in the process,
seek to improve, where practical, their capabilities in
policy analysis, decision making, and policy

implementation.
 

D. Relationship to AID and Mission Strategy
 

I. A.I.D.Strategy
 

The A.I.D. policy paper, Approaches to the Policy
Dialogue, states that:
 

"The soundness of domestic economic and social

policies is ingeneral the dominant long term
influence on development 
...economic assistance in
support of ill-conceived policies would be a poor

investment indeed."
 

The paper goes on to identify internal political and
social conditions in the separate countries, including economic
instability and administrative incapacity, as key limitations to
effective policy dialogue. In addressing directly the problem of
administrative incapacity, and indirectly, through better policies,
economic instability, this project will specifically support one of
A.I.D.'s four major areas of concentration. 
This is particularly true
because administrative incapacity is
a more severe limitation to
effective policy dialogue with the new Eastern Caribbean LDC's than it is
in many other less developing countries.
 

The project will be seeking to improve the quality of
decision making in countries where the political climate is favorable to
the growth of private enterprise. It should support AID's major policy
thrust in this area also.
 

2. Mission Strategy
 

One of the aims of the Regional Development Strategy
Statement (the RDSS) is 
to encourage the economic structural adjustments
necessary to achieve longer term viability and strengthening the national
institutions needed to implement reforms. 
This project is intended not
only to encourage economic structural adjustments, but to promote them
and to help improve the quality of decisions by providing the underlying
policy analysis that is essential to sound decision making. 
Where
possible, and where essential to its policy purpose, the project will
also improve the countries capabilities to implement reforms, although
the major burden for this longer range institution building effort will
remain with the regional organizations and other AID-funded assistance.
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The project meets the general criteria in the AID
Regional Development Strategy Statement (RDSS) that govern the
consideration and development of RDO/C assistance programs and projects:
 

-
 It isdesigned to have an impact in the priority areas
of policy analysis 
economic planning, and financial
management within a relatively short period of time.
 
- It is geared to addressing key development constraints
in overall priority areas and is intended to address
principal policy changes needed to bring about increased
productivity and employment generation.
 

- It should help stimulate the growth and expansion of

private sector e-tivities.
 

- It will not create a management or financial burden on
the public sectors, as counterparts will be drawn from
within the existing public services.
 

- It will not duplicate or compete with activities of
Caribbean regional institutions. Indeed, it will
complement and enhance them.
 

Bilateral ESF assistance to the OECS Governments is seen as a
fundamental element in U.S. political support for those newly independent
nations. 
The Governments are pursuing development policies based largely
on free enterprise led growth. 
This project isattempting to set the
stage for that growth by addressing key economic policy issues that are
often constraints. 
By responding to this development priority, A.I.D.
will be underscoring support for democratic policies and free enterprise

led growth.
 

Finally, this project, operating at the macro level, will
reinforce RDO/C's sectoral projects and programs by improving the overall
policy framework within which they must operate, and by improving the
quality of specific policy decisions or reforms chat may directly impact
on one or several of them.
 

E. projectDescription 

1. General
 

The project has two components: (a)a primary component
and (b)a specialized fiscal reform component. 
For each component, AID
will enter into a direct contract with a U.S. organization for the
provision of technical services, directly-related training, and the
procurement of a limited amount of electronic data processing equipment(micro-computers and related software). These services and goods will be 
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available on a bilateral basis to Antigua/Barbuda, Dominica, Grenada, St"
Lucia, St. Kitts/Nevis, St. Vincent and the Grenadines, Montserrat, and,
on an exception case-by-case basis, Barbados. 
Occasionally, assistance
may also be provided to Regional organizations to analyze policies of
 concern to a 
group of eligible countries.
 

Subcomponent activities will be carried out only under
the primary ccuponent. The only activity under the fiscal reform
component is the specialized, comprehensive fiscal reform program for
Grenada. The subcomponent activities for the primary component, at the
time of drafting this Project Paper, can be classified into three
categories: (1)activities that can be sufficiently defined and that have
been included in the project budget, (2)possible activities that have
been identified in the course of project development that are not defined
enough to justify including them in the project budget now, and (3)
activities that will be identified and defined in the future.
 

The primary component contains three activities in
category one and four in category two. 
The majority of the subcomponent
activities are still undefined and therefore fall into category three.
This is intentional so that this component will be able to respond to
future requests for assistance. The Antigua headquarters operation will
be where the presently underfined project activities will be developed

and coordinated.
 

The project has a projected life of approximately 3 3/4
years from approval to the PACD of September 30, 1988. The project will
cost an estimated $8 million, of which most will be used to provide long
and short-term technical assistance. The contract under the primary
component is estimated to last 40 months and terminate at the PACD, while
the contract under the fiscal reform component is projected to last two
years from the time of mobilization which should start during the second
 
quarter of calendar year 1985.
 

2. Project Components
 

(a) The Primary Component
 

(1) Organization
 

The primary component will operate under the
direction of a full time resident Director. 
This position, and the
capability of the person who fills it,are critical to the successful
outcome of the component. 
The position will involve three distinct, but
inter-related, set of duties and the Director will need to be qualified

in all three. They are:
 

Management of the overall component,
 
including the selection and supervision

of a steadily changing corps of technical
 
advisors working in different countries
 
on a variety of different tasks and
 
having a 
variety of related disciplines.
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Problem definition through consultation
 
with AID, host governments, and regional
 
organizations.
 

The direct provision of technical
 
assistance, policy analysis, and advice
 
on economic policy issues.
 

The Director will directly supervise two
 
additional persons who will comprise the balance of the component's core
 
staff. The first person, whose term will coincide with that of the
 
Director, will be a locally-hired administrative officer. The occupant

of the position will be responsible for all administration, including

budget preparation, financial control, travel arrangements, local
 
procurement, and related matters. Because of the volume of
 
administrative work, this position is essential to preserve the
 
Director's time for primary duties.
 

The second position is a professional one

which will be under the direct supervision of the Director and will ha.a
 
three principal duties:
 

To clearly define the requirements and
 
develop work plans to meet specific
 
technical assistance needs that are
 
identified by the Director, and to
 
determine the proper qualifications of
 
the advisors to fulfill those
 
requirements.
 

to supervise other advisors when assigned
 
to do so by the Director.
 

to provide direct technical assistance in
 
the field of the individual's
 
competency. (Potential compptencies

include: development economics, public
 
finance, financial management, project
 
planning, business administration, and
 
public administration.)
 

This position will be filled approximately six months after the
 
Director's arrival. This time lag is essential to allu:. the Director
 
time to establish initial relationships with the regional agencies and

recipient goverm-ents, to determine the field of specialization with
 
sufficient potential demand to provide the required advisory workload,

and to re-affirm that the total workload justifies this third full time
 
position. (Current projections indicate that the volume of separate

advisory jobs will require this additional position. However, if the
 
expected workload does not develop as rapidly as expected, then
 
recruitment could be postponed and the need Deriodicallv re-assesedA.
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(2) Location
 

The primary component Director and his staff
 
will be based inAntigua, which has the requisite international air and
 
other facilities to permit it 
to serve as the base. It is also a
 
potential subcomponent activity nation. 
However, the selection of
 
Antigua is dictated by the fact that the Inter- Agency Resident Mission

(IARM) and the Economic Affairs Secretariat (EAS) of the organization of
Eastern Caribbean States are both located there. 
As noted earlier, both
 
the TARM and the EAS are concentrating in providing assistance of a

longer-term nature in the fields in which this relatively short-term
 
component will specialized. Close cooperation and coordination between
 
the primary component and the two institutions is required. They

represent a body of expert knowledge and contacts that will allow this
 
component's activities to start up quickly, they are a source of
 
professional dialogue and consultation in
a variety of professional

disciplines that will demonstrably strengthen the level of professional

competence of the component, and they can serve as a source of advice and

direct assistance on specific subcomponent activities. Special care will
 
be taken to assure that there is no duplication of effort by the
 
component and the two institutions.
 

The component, while operating independently

of the EAS under the direct supervision and control of the RDO/C, will be
 
physically located in the EAS office building. 
The EAS is a nascent
 
organization with a total staff of 40, of whom perhaps seven can be
 
classified as qualified professionals. It has a dynamic and capable

Director, and a potentially growing role in providing assistance to the
 
member states in the fields of tax administration, public sector
 
financial management, and fiscal policy and planning. A recent
 
evaluation of the IARM, which includes a proposal for its eventual
 
integration into the EAS, has recommended a substantial expansion of the
 
EAS staff in support of its broader role inproviding technical
 
assistance to its member states. 
The report proposes expansion of the
EAS staff by eight to ten professional positions for a period of two to
three years, with four priority positions to be filled in 1985. The four 
are: a staff macroeconomist, a senior economic statistician, a senior
project economist, and a staff project economist. The evaluation report
also recommends an extension of IARM project and gradual integration of
the TARM and EAS staffs. These recommendations are currentl, under study

and a decision is expected by mid 1985. In the meantime, the UNDP has
 
agreed to a two year extension of the present Senior Fiscal Economist at
 
the EAS - an action strongly recommended in the evaluation report.
 

Co-location in the EAS offices will help to

maximize effective interaction between the component and the
 
Secretariat. 
 It is expected that the primary component Director and the
Director of the EAS will consult on work programs to ensure that they are
complementary and not duplicating. Opportunites to utilize EAS 
professionals, on a subcontract basis, for subcomponent activities within
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their area of competence will be sought. 
The EAS training staff can be
utilized to provide specific training when training isdetermined to be
essential to a given subcomponent activity. 
The Secretariat may also
serve as a source for locating competent Caribbean experts to meet
specific project needs, and possibly to employ them for the component.
 

Co-location will definitely benefit the
component, but this will not be a 
one-way street. 
While strengthening
the capabilities of the EAS is not a specific part of this component, it
will be an almost inevitable result of the co-location and cooperation
between the component and the EAS. 
The Director of the EAS will have a
source to whom he can refer technical assistance needs that he cannot
fill from within his own resources. 
The EAS staff will benefit from the
variety of experts that will be work under the component and its training
staff will be better utilized because additional resources will be
available.
 

(3) Overall Method of Operation
 

The primary component will be operated by and
through the resident Director. 
The basic concept is that the Director
will build a growing network of contacts and confidence in the individual
countries and the regional organizations that will open up increasing
opportunities for direct technical advisory assistance on specific policy
issues that are relevant to each country's economic and social
development.
 

When this component first starts up,
opportunities for direct assistance on specific policy issues or area are
likely to be less than they will be as confidence and contacts grow.
the beginning - In
over perhaps the first year of operation ­ the
opportunities to provide technical assistance will more often be ones
which provide linkages and access to the policy decision making process.
They probably will not be for the provision of direct assistance on a
specific policy decision or area per se. 
 An example is the potential
assistance to Dominica in developing and implementing a development
project monitoring system, which was discussed in Section I. B-3 above.
Another example is the request from Antigua for assistance in automating
their financial records. 
 Ifcarefully designed, this assistance could 
-
primarily through the identification of policy makers' data needs and the
identification of appropriate software 
- aid in the country's financial
policy and planning processes.
 

The system for the development and approval of
individual requests for technical assistance (subcomponent activities) is
set forth in Section III, Implementation Plan. 
The system provides for
specific identification of the policy linkages of each subcomponent
activity prior to its approval. However, it isexpected that the
component will undertake a few activities that have no linkage to a
specific policy area. 
 Each such subcnnponent will have to be justified
on a case-by-case basis.
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A second essential consideration in the
development of specific subcamponent activities is that the potential for
improving the host country's capabilities in the area of subcomponent
activities must be specifically addressed. 
Where such improvement is
possible the subcomponent activities will be designed and managed to
achieve this purpose. But this is not primarily an institution building
project whose principal purpose is to design and install management or
implementation systems or to generally upgrade the performance of publicsector staffs. Opportunities to increase capabilities as part of the
component's core activities will be seized, but the absence of a capacity
building opportunity will not be a ban to subcomponent activities.some instances itwill not be appropriate or feasible. 
In
 

In other
instances capacity increases will be limited and potentially transient,
but the subcomponent activity will be justified because of policy linkage

grounds.
 

(4) The Development and Execution of Subcmponent 
Activities 

The primary component Director, through
discussions with the regional agencies, Mission personnel, and officials
in the host countries will identify specific needs for policy related
technical assistance (and where appropriate, related computer training,
hardware, and software). 
 The Director (or the resident technical
specialist) will then develop the identified need into a specific
subcomponent analysis which will be agreed to by the host government and
reviewed and approved by AID, as set forth in the Implementation Plan.
short-term advisor will then be brought inwho will work under the 
A
 

supervision of the Director. 
 Inmany, perhaps most of the subcomponent
activities, the advisory work will need to be divided into two separate
phases. 
This will be necessary because assistance in the implementation
of a policy is likely to be essential ifa policy decision, once taken,
is to be put into effect. 
The process might be as follows:
 

- An advisor spends four to six weeks inacountry conducting an overall analysis of theexisting government price control system anddeveloping reconnendations for change. Theadvisor then returns home.
 

- The Director, with Mission and otherassistance, works with the host country to
obtain decisions on the recommendations.
 

- Once decisions are made the advisor returns ora more appropriate new advisor is brought into assist in key areas of implementation - inthis instance perhaps drafting revisions ofthe price control legislation and preparing a
monitoring system to judge the effects of the
 
new policy.
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(b) The Fiscal Reform Component
 

The contract Director for the fiscal reform
component will be the resident Macroeconomic and Fiscal Advisor. 
He will
be responsible for overall component coordination. Financial
administration is expected to be handled by the home office. 
The
Government of Grenada (GOG) and the Director will further define the
component activities, coordinate all long and short-term technical
assistance, and review and approve with the concurrence of USAID/Grenada,
all work for Grenada (see Monitoring Plan). Regular liaison will be
maintained with the Director-General of Finance in the GOG. 
The resident
Fiscal Advisor will serve as Resident Director of the program office in

Grenada.
 

A fiscal reform program office will be opened in
Grenada and will serve a number of purposes. Itwill be the office for
the resident Fiscal Advisor (Program Director/Team Leader), 
the other
long-term advisors, and the long-term support staff. 
 Itwill also
provide a base from which the short-term consultants may work. Finally,
it
can serve as a kind of training center for fiscal administration, both
formal classroom training and the "tutorial" type training that may come
fron working with a foreign expert­

(1) Long-Term Technical Assistance
 

The key to the success of the comprehensive
fiscal reform effort in Grenada is the long-term technical assistance.
The comprehensive fiscal reform program envisages that five (5)long-term
technical advisors will be working in Grenada, including (a)a 
General
Fiscal and Economic Advisor, (b)an Income Tax Administration Advisor,
(c)a Customs Valuation and Exise Tax Advisor, 'd)a Property Tax
Valuation Advisor, and 
(e)a Budget Advisor.
 

The Fiscal and Economic Advisor will be in
residence for 24 months and will coordinate the program and furnish
advice of a macroeconymic nature to the Director-General of Finance,
maintain liaison with USAID and other donors, and perhaps carry out one
or more parts of the short-term technical assistance. The Ministry of
Finance does not have access to economic advice and this advisor would
furnish such assistance. The Fiscal Advisor will arrive inApril, 1985
 
to begin his duties.
 

The Income Tax Administration Advisor will
arrive inApril or May to begin his work in assisting the revision of
income tax assessments/collections and in training the income tax staff.
There is much to be done by way of basic work, and certain improvements
could be implemented early on in the program. 
A first task of the Income
Tax Advisor would be to assess needs for administrative improvements and
provide a timetable in which these improvements could be put in place.
The Income Tax.Advisor will also take on the early task of defining a
comprehensive training program for the department and specifying a
timetable for its completion­
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The Customs and Excise Tax Advisor will focus
 on two potential areas for improved administration: revising the
operating procedure:' in the Customs and Excise Department and thetraining of inspectors. 
The focus of both activities will be on
 
improving the valuation of imported goods.
 

As in this case of income taxation, the
 
administrative and procedural reforms as well as some of the basic
training can begin inmediately. 
A first task of the Customs Advisor will
be to identify the timetable for implementation of the necessary reforms
and a training plan for the department. 

This advisor also will assist in the
implementation of indirect tax revisions. 
The primary tasks will be toset up the administration for the consumption duty and initiate its
assessment and collection. 
This will require the training of inspectors,
the registration of all domestic firms, the establishment of a record
keeping system, and the initiation of a taxpayer information program.
 

A Property Tax Advisor will remain inGrenada
for 12 months. He will immediately begin developing a list of taxable
properties on the island and will begin training local valuers for the
job of appriising properties. By mid-simer, when the actual valuation
gets under way, the advisor will be assisting in the implementation of a
new tax structure. 
By the end of the twelve month period, the activity
will have created an up-to-date valuation roll, and a trained staff
 
capable of maintaining this roll.
 

The budget advisor will arrive inApril or
May, 1985, also for one year. He will examine a number of issues,
including the recent cost implications of the COG heavy capital spending,
(b)the structuring of the various GOG ministries, (c) the introduction
 
of user changes, (d) possibilities for improvements in budget
formulation, and (e)an analysis of financial and auditing procedures.

The advisor also will arrange for consultancy services to undertake
efficiency analyses in selected GOG initiatives with an eye toward waste
 
reduction.
 

Long Term Technical Assistance Requirements
 

Duty 
 Person-Months
 

Fiscal Advisor 
 24
 
Income Tax Administration Advisor 
 24
Customs and Excise Tax Advisor 
 24

Propety Valuation Advisor 
 12
Budget Advisor 12 

TUAL 96
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(2) Short-Term Technical Assistance 

A number of analyses of the Grenada fiscalstructure may be required. The amount of time necessary for each
analysis will vary, depending on the complexity of the topic. The
detailed Terms of Reference and timing will be worked out with the
Director General of Finance. Also, the exact number and scope of work
for these analyses and data gathering efforts has yet to be finalized.

These structural analyses conceivably could be broken into two
categories: fiscal policy analyses and supporting data gathering and
 
analyses.
 

(a) Fiscal Policy Analyses
 

Even after the COG accepts a set of
general principles to guide its fiscal policy reform, there are a 
great
many policy questions to be resolved. For example, what is the "right"
rate structure and set of base exclusions; how can tax, trade, and
industrial policy fit together; what revenue loss and equity consequences

must be adjusted for; how can a 
"new" property tax be designed; how
should tourists be taxed; what expenditures can be curbed without

affecting governient operations adversely, etc. 
These issues require

careful analysis before the comprenensive reform can be completed.
 

The goal of the policy analyses efforts,
thus, will be to identify options for the redesign of the current fiscal
s',stem to be simpler, more easily administered, and more conducive to
promoting private sector economic activity. On the expenditure side,
budgetary procedures need to be thoroughly revamped, linkages established

between the recurrent arid investment budgets, and user charges

considered. Frcm a revenue standpoint, one approach to this goal isto
move toward broader-based, flatter rate taxes with an emphasis on

improved administration.
 

(b) Supporting Data Gathering and Analyses
 

Supporting studies are also important to
formulation of a proper comprehensive fiscal reform. Again, it is
difficult to specify the exact Terms of Reference at this point. 
 These
studies are required to place some bounds on the reform program which the
GOG can put inplace. One important area for data gathering and analysis
is tax incidence, an analysis of who bears the burden of the present
Grenadian tax system and how this would change in the aftermath of
 
comprehensive reform.
 

3. Timeliness and Subcomponent Duration
 

A fundamental rationale for this project is the fact
that policy-related technical assistance needs are perishable, and there
isa consequent requirement for rapid response when such needs are
identified. 
 The project isdesigned to have the resources inplace, in
terms of core staff and funds to respond rapidly to these policy targets
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of opportunity as soon as a need is identified. Without this ability to
 
respond promptly, manay opportunities will be lost. Also, while the 
overall need of these small island states for help isgreat, specific

opportunities for policy interventions are likely to be limited because
 
of: political considerations, limited absorptive capacity, the limited
 
number of key decision makers, etc. 

The specialized, comprehensive fiscal reform program for
 
Grenada offers an excellent example of timeliness. Grenada has been
 
implementing an innovative structural reform program. Reform already has
 
been made ina number of areas, consisting of (a)revision of the
 
investment code, (b)reduction of import licensing and monopolies, (c)

divestiture of parastatal enterprise and agricultural lands, (d)

reduction of price controls, (e)modification of the usury law, and (f)

relaxation of foreign exchange controls. The country, however, has yet
to make meaningful headway in the area of fiscal reform, and this program
would assist Grenada's newly elected Government to address this problem. 

While project activities under the fiscal reform
 
component can be defined now and several activities under the primary
 
component have already been identified, it isnot possible to accurately

forecast the specific types and durations of all the future subcomponent

activities under the primary component. However, itappears reasonable
 
to assume that inaddition to the primary component contractor's core
 
staff, there will probably be one short-term advisor working at any given

time. If the duration of the average short-term assignment isfour
 
months, then there will be approximately 20 separate short-term
 
subcomponent activities during the last three years of the project. If
 
the duration of assignments isshorter and the opportunities are there,
 
then these number of assignments might increase somewhat.
 

4. Comodities
 

The commoditity funds included in the project are to be
 
spent almost exclusively on computer hardware, software, and training.

These funds are intended for discrete applications that relate directly
 
to overall project tasks. Inmost cases, requests for computers should
 
be a direct result of technical assistance provided by the project. So,

for example, if the technicians provided to assist a country in the area
 
of tax administration conclude that automatic data processing equipment

would facilitate the work, they should develop a formal proposal for the
 
needed equipment with their counterparts. The proposal should cover the
 
following points:
 

- a detailed statement of what information need the 
equipment is intended to meet. 

- detailed description of hardware and software required.
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a training plan that includes who will be trained, what
 
training isneeded, who will do the training, and what
 
itwill cost.
 

the compatibility of the requested equipment with
 
existing equipment and the country's future computer
 
planning.
 

- where the equipment can be serviced. 

It is anticipated that the fiscal reform component will
 
require data processing equipment and that the cost of such equipment

will be included inany cost proposals for the activity. Nonetheless, a
 
request for the equipment incorporating the above points will have to be
 
furnished to AID prior to release of funds for the equipment. Computer

funds provided by this project are not to be used merely to support a
 
country's overall computer development plan.
 

5. Tra ining 

The project will provide training usually indirect
 
association with a subcomponent activity. It is expected that most of
 
the training provided under this project will be associated with the
 
primary component and be of the nature of in-country or in-region
 
training provided by the EAS or CARICAD, CDB, etc. in the their
 
rcespective areas of competency.
 

Emphasis in the EAS training ppogram isbeing shifted to
 
concentrate on training, primarily for mid-levei managers, inthe fields
 
of tax administration, public sector financial management, and fiscal
 
policy and planning. T[he Secretariat will also continue a program

designed to assist the member states indeveloping lower level courses in
 
these subject fields. Thus the EAS will be in a position to provide

directly, or to assist recipient governments to provide, needed technical 
training insupport of project activities. This training may be more 
generalized training, or it may be tailored to the activitys outputs, 
such as a new methodology for control of development projects. In 
contrast to the more technical, or subject-based training of the OECS, 
CARICAD's training focus ismore process oriented. Itwill be used where 
the objective is to secure staff acceptance of proposed changes or where 
proposed changes require a more participatory style of operations or 
management. CARICAD's problem identification seminars may also be a 
useful device where a need exists to et the top level officials in a 
given country to focus on their priorities in terms of policy analysis. 

In some instances - perhaps frequently - the
 
complementary nature of the capabilities of the regional organizations
 
will lead to jointly conducted training programs in support of subproject
 
activities.
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Inany event, subcontracts directly with the appropriate
organization for the training that isneeded will be permitted, and funds
will be available under this project to supplement EAS and CARICAD staffs
competencies with consultant help when that isrequired.
 

When participant training abroad isrequired, the
country request for the subcomponent will include a 
request for such
training and identify the individual(s) to receive such training.
not anticipated that the project will fund a 
It is
 

training; however, a large amount of participant
modest amount of funds have been included in the
training line item for this purpose.
 

6' Relationship to Other AIDProjects
 

As noted earlier, this project will reinforce the
Mission's sectoral projects by improving the overall policy framework
within which they operate and by improving specific policy decisions and
reforms. 
Itwill also interact with other RDO/C projects. 
When other
Mission projects identify macro financial or economic policies that
impede or preclude development within the project's purpose, PMPP
resources can be sought to try to get the host country to address thepolicy issue, and then to help them with it.
 

A good example of this interaction is the comprehensive
fiscal reform program and the Economic Stabilization Grants for Grenada.
One of the most significant reforms called for under these grants isthe
implementation of fiscal reforms. 
This project's fiscal reform component
will furnish important assistance in this regard.
 

This project may identify sectoral-specific issues which
are best addressed under other projects and which can be referred to
them. 
The most likely case of this type of interface iswith the
Investment Promotion and Export Development (PDAP follow-on project
(IPED). 
 Training and technical assistance to the public sector under the
IPED project are intended, among other things to provide:
 

- Advice regarding the formulation and angement of
public policy as itrelates to local and foreign
investment, foreign marketing, and related matters.
 
- Advice and technical inputs for the development and
management of other public programming and policy
areas such as vocational training, labor relations,
and public services (e.g. public transportation,


customs, etc.). 
The potential Interface between this more focussed policy advice and
assistance and that of the PMPP project isclear.
which have a As policy issues arise
potential conflict between the two projects, the Mission
will decide which project is to be assigned responsibility for the work.
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Identification of potential conflicts and recommendations for assignment
of responsibility will be the joint responsibility of the AID Project
Managers for the two projects. The result will be a 
discrete assignment
to the contractor under one project or the other, with costs charged to
the responsible project. 
 Inno instance will a
project fund work being lone by a 
contractor under one
contractor under another project.
 

Arinthe:.- AID project which has been identified as having
a potential interface with this project isthe Science and Technology
Bureau's proposed worldwide project for Employment and Enterprise Policy
Analysis (EEPA). 
The objective of the EEPA project isto foster reform
of public policies in cooperating countries where this isneeded (a)to
achieve a
more optimal use of labor and capital inproduction and (b)to
realize the potential of small and medium scale enterprise in the
development process.
 

Its objective in each aided country will be to foster
the development of mechanisms to assure that the employment implications
of proposed policy changes are routinely taken into consideration in
public policy making. 
The project is intended both to create the
required technical capacity to do this work and to provide direct
assistance to individual countries. 
 Initial definition/design
ccnsL11tancies and initial project-related policy analysis assistance will
b - fuided primarily with central project funds. 
 Assistance to strengthen
policy analysis units, however, will be paid for with Mission funds.
These are obvious areas of potential overlap between the EEPA project and
the PMPP project. 
 Because the PMPP project primary component contractor
will be established within the region to provide a
policy-related technical assistance, including that inthe area of
employmenL gfneration, first consideration will be given to the project
 

wide range of
 

contractors co provide any technical assistance. 
 his isnot to say
that, incertain instances itmight make sense to consider tapping the
resources of the EEPA project when they would complement PMPP
activities. 
Where this is the case and Mission funding isrequi'ed, it
will be made available inthe form of a 
subcontract between the primary
component contractor and the Harvard Institute for International
Development, which is incharge of implementation for the EEPA project.
 

AID presently does provide assistance to the OECS/EAS
through the Regional Development Training Project (RDT). 
The project
aims at establishing a Public Service Training Program through the EAS.
Initially training was to be provided to a
service employees. broad spectrum of public
As the AID project draws to an end (the PACD is
September 30, 1985), the EAS has plans to scale back its training
activities and concentrate future training efforts in the areas of tax
administration, public sector financial management, and fiscal policy and
planning. 
 Because the RET project will end soon after the PMPP primary
component becomes operational, there will be little chance for a
relationship between the two AID projects. 
direct
 

However, the PMPP project
will be able to draw upon and utilize the training compentency that has
 



- 27 ­

been created under the RDT project. 
The EAS'S new areas of training
concentration fit nicely with the direction of the PMPP project.
 

The OECS/EAS isa 
young organization which has a staff
of 40 with only seven or so qualified professionals.
increase Attempts tothe number of professionals and create a true "pool of experts"
have been slow for financial reasons. The OECS member states havebeen making their contributions to the EAS ina timely fashion. 
not 

The
result has been a weak organization not able to fulfill its mandate.
There is,however, hope for the EAS. 
The September, 1984 evaluation of
the Inter-Agency Resident Mission (IARM, see discussion below) recommends
that the OECS take over certain of the IARM functions and that the donors
who support the IARM begin to move that support to the EAS. 
Most donors
have agreed inprincipal with the recommendation and have indicated that
they would seriously consider financial assistance once a
proposal isestablished. clearer
Therefore, the future looks good for a
strengthened EAS.
 

Another AID assisted project isthe IARM project.
contributed $676,000 to Phase I with the other six donors supplying the
 
AID
 

remaining $1,294,000. 
 As pointed out inthe September, 1984 evaluation
of the IARM, there have been numerous start-upproblems that have
retarded the quick attainment of objectives. 
The overall objective isto
increase the absorptive capacity of the Eastern Caribbean States, but to
achieve this a 
number of operational functions were set out and assigned
to the IARM. 
These are twelve innumber:
 

(Macro Level)
 

(1) Macroeconomic and development policy dialogue and
 
assistance­

(2) Improvement of statistical series and data
 
processing.
 

(3) Establishment of an external debt monitoring system.
 

(Project Level)
 

(4) Sectoral Studies of the Eastern Caribbean economies.
 
(5) Assistance insetting up Public Sector Investment
Programs and strengthening national capacities in


this area.
 

(6) Establisqhing project monitoring systems in the

countries"
 

(7) Assistance inproject execution including

resolution of bottlenecks.
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(8) Provision of external technical assistance (outside
consultants) as needed at all stages of the project
 
process.
 

(9) Coordination of development assistance from the
 
country's standpoint.
 

(Other Functions)
 

(10) Cooperation with regional institutions,

particularly OECS, to assist them in their current
 
program and future development.
 

(11) Aid Coordination on the donor side.
 

(12) Assessment of manpower needs in the region and

assistance inproviding training programs.
 

Although the IARM has achieved some results ineach ofthese areas, most have been incategories, 2, 3, 5,6, 8 and 9.Achievements incategory 1, the area of concentration of the PMPPProject, have been less than AID had hoped. 
Some progress isexpected in
category I from now,until the proposed termination date for the IARM
under Phase IIof December, 1986. 
During this period the IARM will be
handing over responsibility for category I undertakings to the EAS,
except those involving monetary and balance of payments policies which
will probably go to the Eastern Caribbean Central Bank. 
The PMPP project
will coordinate its activities with those efforts being made by the IARM
and the AS in category 1. 

7. The Presently Proposed Activities
 

During the course of preparation of the PID and the
Project Paper a number of visits were made to the OECS member states to
discuss the concept of the project, the overall need for it,and
potential areas of project activity. 
These visits demonstrated that top
government officials recognize a 
clear need for this type of project;
both ingeneral, and in terms of specific potential activities inareas
where they need and want help.
 

Subcomponent activities will be carcied out only under
the primary comiponent. The only activity under the fiscal reform
component is the specialized, comprehensive fiscal reform program for
Grenada. The subcomponent activities for the primary component, at the
time of drafting this Project Paper, can be classified into three
categories: (1)activities that can be sufficiently defined and that have
been included in the project budget, (2)possible activities that have
been identified inthe course of project development that are not defined
enough to justify including tham intne project budget now, and (3)
activities that will be identified and defined in the future.
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The primary component contains three activities in
category one and four in category two. 
The majority of the subcomponent
activities are still undefined and therefore fall into category three.
This is intentional so that this component will be able to respond to
future requests for arjsistance. 
The Antigua headquarters operation will
be where the presently undefined project activities will be developed and
coordinated.
 

There are three subcomponent activities that have been
sufficiently defined for inclusion in the project budget.
 

Technical assistance inthe creation of a
development budget monitoring system inDominica,
$203,000. 
This would focus initially on the
identification and monitoring of existing

development projects. 
The assistance offers a
unique entree and responds to separate 
but
interrelated requests from the acting head of the
Economic Development UniL and the Prime Minister.
 

Tax administration assistance to Doininica,
$120,000. 
The purpose of the assistance is to
improve the administration and collection of taxes
 - primarily income taxes - inDominica. 
It would
include two separate technical assistance
 
assignments of 45 days each 
- one in field
examination techniques and selection of returns and
one on procedures for deliquent accounts 
- inthe
first year. 
Technical assistance inadvanced
examination techniques (21 days) would be provided
inthe second year. 
Funds would also provide 23
person weeks of training in the United States over
the two year period and the purchase of a
micro-computer and related software. 
Recent
discussions with the Government of Dominica have
revealed that it finds the magnitude of the above
assistance to be inadequate. The recent loss of
two senior individuals in the Inland Revenue
Service may necessitate a
more concentrated
technical assistance effort and limit training to
that that can be conducted in-country. A
modification of this subcomponent of this nature
 
will require a budget revision.
 

Tax administration assistance to St. Vincent,
$93,000. This assistance would be similar to that
ovided to Dominica, but the specialized areas to
covered by the technical assistance would be
different. 
They would include a program for
deliquent accounts, the establishment of a tax
 payers service program and advanced examination
techniques. 
Similar training would be included,
but no computer purchase is involved.
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The four subcomponent activities that have been
identified but need further development are as follows:
 

Assistance to St. Lucia inproviding policy makers
 
in the Ministry of Finance and Planning with
 
micro-processor hardware and software capabilities

to enhance their development planning.
 

This opportunity needs to 6e discussed inaore
detail and very carefully defined to target itat 
the key policy areas infinancial management and 
planning and to ensure that it does not merely

provide lower level technical assistance in
 
accounting as a 
part of St. Lucia's Government-wide
 
data processing plan.
 

Similar data processing assistance to the Minisruv
 
of Finance in Antigua. Definition is needed here
 
to avoid being drawn into an activity which would
 
require more commodity support than this projec:
 
can provide and to insure that there is clear 
support for the activity at the political levels in 
the Government. 

There are two additional p.:en'tial subcomponent

activities that have surfac-,d during project

development. They involve :he conduct of overall
 
assessments of the tax structures of Dominica and
 
St. Lucia. 
These are clear cequests for assistance
 
in a key policy area that can be defined and filled
 
quickly. Their further definition 3hould be
 
pursued soon after the contrjc:or for the primarv
 
component becanes mobi Le. 

As stated before, the only activity under the fiscalreform component will be the Grenada specialized, comDrehensive fiscal
reform program, $2.7 million. Ithas been defined in detail previously
in the Project Paper, but may be summarized as follows: It is intended
 to put in place fiscal systems in Grenada that acconmodate growth led by

increased private sector, domestic and foreign, investment, while taki.ng
into consideration i.quity. 
 Under the package, a number of long-term

advisors will be furnished as well as a series of structural analyses

funded. The package also will provide monies for data processing
equipment. The Goverrment of Grenada already has requested assistance 
from the USG to carry out the program. 
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II. COST ESTIMATES AND FINANCIAL PLAN
 

A. Funding Level and Source
 

The total life-of-project costs will be $8 million, all in
ESF funds, of which AID will provide, subject to the availability offunds, by means of separdte contracts with U.S. organizations. With theexception of money to fund the project evaluations, most all of the fundswill be obligated against the two contracts, including funds fortraining, invitational travel, and commodity procurement. A modest
amount of funds may be set aside to fund counterparts in participating
countries or Regional organizations directly. 
This will be justified
only where project activities are so demanding that the participating

country or organization is unable to assign 
a counterpart for lack of
 
capability or availability.
 

The funds will be obligated in two tranches in FY 1985 (*4.5
million) and FY 1986 (43.5million)"
 

B. Financial Plan
 

Since the project activities described in this paper are both
planned and illustrative, the financial plan also necessarily includes
planned and illustrative items. 
 The summary budget is presented in Table
 
II-1.
 

1. Primary Component
 

This component, which is scheduled for start-up on
August 1, 1985, will initially have a core staff of two, a Director and
an Administrative Officer. 
 A second senior professional is budgeted for
six months later. 
 Office space and some supporting services will be
provided by the Economic Affairs Secretariat of the OECS in Antigua. 
Two
micro-computers which will be used in the management and the field work
 
will be purchased.
 

A long-term planning advisor for Dominica has been
budgeted. In addition, specific funds have been budgeted for training
and commodities. 
This budget information, along with estimates for other
project activities are set forth in Annex H. 
The Other Component
Activities category includes funds for technical assistance assignments
 
yet to be determined.
 

2. Fiscal Reform Component
 

The activity calls for the hiring of five long-term
advisors, all of whom will reside in Grenada. 
A number of analyses
designed to facilitate implementation of the reform program in Grenada
also may be financed. 
 Provided that appropriate documentation is
 



- 32 ­

submitted, some monies also will be available for automatic data
processing equipment. Inaddition, funds will be alloted for training.
A fiscal reform program office will be set up inGrenada. AID will
furnish office space and requisite support personnel, as well as fund
housing and shipment of vehicles for the advisors. The GOG will not be
required to furnish office space and requisite support personnel; such a
requirement could delay initiation of the program which must begin as
soon as possible to take advantage of the existing momentum for reform.
Also, with the December 3 elections, a new administration has taken
over. 
 A detailed illustrative budget for this component ispresented in
Annex H.
 

C. Sumiary Budget Estimates 

TABLE I-1
 

SU"RY ILLUSTRATIVE BUDGET
($us) 

FISCAL REFORM COMPONENT 

Long-Term Technical Assistance 
 1,280,000
Program Management 
 555,000
Fiscal Reform Office 
 525,000
ShorL-Term Studies 
 305,000
Con t erigency 
335,000
 

TOTAL 
$3,000,000 

PRIMARY COMPONENT 

Core Staff and Support $1,350,000Anticipated Activities 
 415,000
Other Activities 

2,100,000
QCntingency (10%) 
 390,000
Inflation (6%compounded) 
 645,000
 

TOTAL 

4,900,000
 

EVALUATIONS 
TOTAL 


100,000
 

GRAND TOTAL 
 $8,000,000
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TABLE II-2 

SUMMY ILLUSTRATIVE INPUT BUDGET
($IJS) 

Technical Assistanc, 
 5,625,000
Operational Support 
 1,150,000
Commodities 

675,000
Training 

450,000
Evaluations 

100,000
 

TOTAL $8,000,000 
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III. IMPLEMENTATION PLAN 

For the primary component, all activities are scheduled to 
take place over a period of 38 months from the date that the contractor 
is mobilized. The projected completion date is September 30, 1988, based 
upon a contractor mobilization in early August, 1985. However, the
 
contract will specifically include the option of a two year extension of
 
the component, if one is recommended as a result of the second
 
evaluation. 
As for the fiscal reform component, contractor negotiations

will be expedited. The target date for commencement of activities is
 
mid-April, 1985. The component's duration will be two years. Evaluation
 
of the program will take place at the same time as that for the primary

component's first evaluation. Important implementation dates for each
 
subcomponent are described below.
 

The contractors for each component will be responsible for
 
all of the technical assistance and procurement. The team for the 
primary component will be led by a Director who will be based in Antigua
at the Economic Affairs Secretariat (EAS) of the OBCS. The fiscal reform 
component will be probably directed by the Grenada-based Fiscal Advisor. 
He will direct all of the component activities in close cooperation and 
coordination with the GOG. A project office for the fiscal reform
 
component will be established in Grenada.
 

A. Primary Component
 

1. Developing the Work Program
 

An important initial task of the Director will be to
 
develop a work program. A number of subcomponent requests have already

been received by the AID Mission. Upon his arrival, the Director should
 
immediately review these requests for possible project support. 
This
 
means verifying that the proposed activities are still desired and
 
needed. The Director should review the proposals with the requesting

governments and organizations, the Inter-Agency Resident Mission (IAR4),

the EAS, and AID. If the response is positive, the subcomponent
documentation described in Section 2 below will be prepared. 

In addition to considering existing requests, the
 
Director will immediately attempt to identify additional potential

subcomponent activities. To insure coordination, avoid redundancy, and
 
effectively target activities, the Director should start by meeting with
 
the IA0M and the OECS. Through these meetings, the Director should gain
 
a clear understanding of the work programs of both organizations. In 
addition, the Director should get a country-by-country rundown of
 
possible activities. Meetings with similar purposes should be held with
 
the RDO/C.
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This 	information should serve as the basis for visits to
each of the OECS countries. The purpose of these visits would be to
explain the project to appropriate government officials inthese
countries. 
Initially, the visits should focus on ministries of finance
and planning, and the Prime Ministers' offices.
 

2. 	Documentation and Procedures Required for the Approval

of Subcanponent Activities
 

To be considered for approval as a 
subcomponent, two
documents must be prepared. 
The first (Request) isa letter asking for
the assistance signed by an appropriate goverrment official (or regional
institution official). 
 Jhe letter should clearly but briefly describe
what 	assistance isrequested and what purpose itwill serve. 
In the case
of a request for technical assistance, itshould specify where and with
whom 	the technician(s) would work. It should also provide a 
work 	schedule
for the proposed activity and what resource commitment the government (or
regional institution) would make to the activity. 
Inthe case of a
commodity assistance request, the above information should be provided,
but inaddition, the person to be trained incomputer applications should
be identified by name and title. 
The request will also list what the
government (or regional institution) wiil provide the advisor (e.g.
office space; secretarial help; a residential, multi-entry visa;
exemption from taxes on income; excemption of import duties on household

effects; etc.).
 

The second document (Subcomponent Analysis) would be
prepared and submitted by the primary component Director. Itwould
analyze the request from the standpoint of project objectives. Itwould
set the work in the context of the policy analysis, decision making, and
implementation cycle. 
More specifically, itwould include:
 

- a justification of the direct assistance in terms
of project focus including the goal and purpose of 
the subcomponent. 

-	 a statement of who issupporting the request.
 

- a statement of whether the work isprimarily
filling a manpower gap or is intended to contribute
 
to a 
realistic and substainable effect to upgrade

capabilities.
 

-	 a statement of counterpart availability and a
recommendation of whether or not AID should
 
consider directly funding to cost of a 
counterpart.
 

-	 a schedule and plan of action for getting necessary

analytical work completed, with an identification
 
and justification for any associated training or
 
commodity procurement.
 

-	 a statement of the proposed qualifications of the
individual who will do the technical work. 
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a time frame for a policy decision regarding
whether or not to go ahead with the changes
recommended by the analysis. 

a schedule and plan of action for implementing the
recommended changes. 

a statement regarding how the work could lead to a
discussion of broader policy issues facing the

recipient country(ies).
 

a statement concerning how the work relates to
similar work being contemplated or implemented by
EAS, IARM, UNDP, CDB, or other donors.
 
donor experience indoing this sort of work with
 
the requesting government or regional institution.
 

a detailed costing and time schedule for the work.
 

A recommendation on whether or not to undertake the
 
work.
 

These two documents should be submitted to the AID
Project Manager. 
The AID Project Manager will discuss the subcomponent
request with the Project Director and/or the government or institution
concerned, as appropriate. 
He will draft an Action Memorandum to
accompany the two documents and circulate the package for appropriate
clearances before itgoes to the Mission Director for
approval/disapproval. 
During the clearance process, any of the clearing
officers may question the subcomponent proposal and even call for a
project carmittee meeting to formally review it. Any changes to the
proposal will be made before the package issent to the Mission
Director. Upon approval/disapproval, the Project Manager will notify the
government or institution and the contractor inwritirg. 
The letter to
the contractor will specifically include an authorization to employ the
resources requested to carry out the subcomponent activity.
 

Once a subcomponent isapproved, any modifications will
need to be approved by the AID Project Manager and any significant
modifications will need to be approved inwriting by AID. 
In this

instance "significant" isdefined as:
 

- a change in the goal or purpose of the subccmponent.
 

- an increase in the use of consultants of more than
 
thirty calendar days.
 



the use of subcontracts *not foreseen in the
approved subcomponent activity proposal that exceed 
$50,000.
 

extra-regional travel not previously approved. 

a cost overrun for the subcomponent which exceeds 
15% of budget estimates. 

3. Implementation 	Schedule 

for 	
The highlights in the project implementation schedulethe primary component are presented below. The major purpose of thefirst evaluation will be to provide management tool. The second
evaluation will be conducted 

a 

to determine whether the project should beextended. If the decision to extend the project is taken, the projectmay be extended for 	up to two years (i.e. until 9/30/90). 

April 1985 
 Project Paper is approved.
 

March 1985 
 Request for proposals issued.
 

July 1985 	 Contractor selection made.
 

August 1985 	 Contractor Project Director arrives in
 
Antigua and Phase I begins.
 

October 1985 
 Evaluation team establishes base line
 
data and evaluation criteria.
 

December 1986 
 First evaluation carried out.
 

December 1987 
 Second evaluation carried out.
 

September 1988 
 Project Activity is completed, or Phase
 
II begins.
 

B. Fiscal Reform Component
 

Implementation arrangements for this Grenada activity can be
outlined as follows. 
Both AID and the Government of Grenada recognizeand appreciate the importance of speedy implementation of the fiscal
reform technical assistance package. While initial results are
anticipated by year-end 1985, some areas will take longer Lo address.

Implementation of the various activities of the program must be
coordinated with not only each other 	but also political developments in
the country.
 

AID must approve in writing all subcontracts, including the
 
subcontract itself. This requirement may be waived, however, if
AID approves the contractor's subcontracting procedures. 
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In any case, the major constraint to rapid implementation of 
the program is not the necessity to undertake any studies that may be 
required. Most studies can be undertaken concurrently with 
implementation of the other areas of the program. The major constraints 
to speedy implementation are two (1) large budget deficits and (2) 
required administrative and training improvements. For instance, a sharp 
lowering of tax rates at this time to levels that would stimulate private 
productive sector activity would seriously exasterbate the budget 
deficits. Any reductions in tax rates must be phased in gradually with 
the administrative and training improvements. While such improvements 
increase the tax base, and thereby permit increases in revenues, they
 
require a significant length of time to take hold.
 

The Government of Grenada has requested this assistance for
 
the purpose of achieving comprehensive fiscal reform and budget
 
viability, including expenditure control, as outlined in the throne
 
speech of December 28, 1984. To ensure achieving these objectives the
 
Government of Grenada will have to provide AID with certain commitments 
in writing. Such an agreement should include comnitments to: (a)hire 
and train the necessary tax administration staff, (b)assign the 
necessary counterparts, and (c) provide the five resident advisors with 
the customary priveleges (e.g. residential, multi-entry visas; exemption
 
from taxes on income; exemption of import duties on household effects, 
etc). With regard to the assignment of counterparts, they should be 
either heads of their respective departments or technicians involved in 
day-to-day implementation. 

The following table sets forth an illustration of key
 
implementation dates. 

January 1985 Requests for proposals issued 

April 1985 Project Paper is approved 

April 1985 Contractor selection made 

April 1985 Contractor team arrives in Grenada 

October 1985 Evaluation team establishes base line 
data and evaluation criteria. 

December 1986 Evaluation carried out. 

May 1987 Activity is completed. 

A day or two after the closing date for submission of 
proposals (probably in March), a technical review panel meeting will be 
convened to consider the proposals. The panel will be chaired by the 
RF)/C Project Manager and include the RDO/C Economist, the Economist from 
USAID/Jamaica, and the Project Manager from USAID/Grenada. 
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IV. MONITORING PLAN 

A. Primary Component 
Inaddition to the scheduled evaluations, six principal means
will be utilized to monitor the component activities and progress.
first will be the continuing informal contacts between the contractor

The
 
Director and the RDO/C Project Manager and between the Project Manager
and persons inand outside the Mission who come incontact with or are
knowledgeable about the activities. 
The fact that the contacts are
informal or unstructured does not diminish their importance. They will
be a vital means by which the Project Manager will keep abreast of
current and prospective component activities and be able to help shape
the latter while they are still in the formative stage.
 

The second means is the monthly work schedules for each
individual employed under the component. 
The contract Director will
approve such schedules at least five days prior to the first of each
month. 
Copies of the schedules will be forwarded to the AID Project
Manager as soon as they are approved.
 

The third means is the process of review and approval of
individual subcomponent activities. 
The subcomponent analysis doctinent
(Section 111-2 above) which will be prepared and submitted for each
proposed activity isdesigned to provide the information the Mission
requires to approve or disapprove a 
proposed activity. Together with the
Request, itwill also provide the information on such matters as
schedule, objectives, and policy linkages against which progess can be
assesed. 
Assessments will be done during field observations and by
analyzing information coming from required meetings and reports.
 

The fourth means will be end of assignment reports which will
be prepared by the technician(s) for each subcomponerint activity. 
Because
most of the assistance to be provided will be short term, these will not
be end of tour reports inthe normal sense. 
They will be very brief
reports which will cover whether the activity has achieved its
objectives; 
ifso what were the most important factors contributing to
its success; and ifnot, why not. 
The reports will be submitted to and
discussed with the contractor Director before the advisor departs.
Copies will be sent to the USAID Project Manager. These reports will be
held in the files of AID and the contractor and will be an important
input to the semi-annual project progress reports.
 

Fifth, regular formal quarterly meetings will be held between
the Director (and appropriate staff) and representatives of the Mission.
An agenda for these meetings will be prepared in advance by the Directorand Project Manager. At aIcernate meetings,report - a semi-annual progresswhich will have been distributed in advance 
- will be theprincipal agenda item.
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Sixth, the Director will submit semi-annual progress reports
to the Mission. 
These reports will cover:
 

- Progress over the past six months.
 

- A work plan for the next six months and beyond.
 

- The status of current subcomponent activities, including
 
any changes to initial plans and the rationale for such.
 

- The results of activities completed during the previous
 
six months, both planned and actual.
 

Most importantly, the semi-annual reports should record
whether the overall project strategy is being implemented as planned.
This means priority should be placed on the strategy components and not
on the arrivals and departures of technical personnel and attendant
disbursement information. 
Subcomponent activities will be monitored
against the goals and implementation plans that will be part of the
subcomponent request documentation.
 

The Project Director will &lso be required to keep a file on
each activity in which changes in the initial plans and the reasons for
them are recorded; any changes requiring AID approval should be
documented. 
These files should be kept current and made available for
USAID's review at any time.
 

B. Fiscal Reform Component
 

The importance of appropriate monitoring of the fiscal reform
component cannot be underestimated. This is especially the case in light
of the fact that Grenada is 
a country of significant foreign policy
interest to the United States"
 

While this is a component of a regional project funded by
RDO/C, the existence of the AID Mission in Grenada will greatly enhance
overall monitoring capabilities. 
With five resident contract advisors
located in Grenada, the first line of monitoring/AID management
responsibility will be with USAID/Grenada.
 

Management of the Grenada fiscal reform component will--given
its special conditions--be on two levels. 
A project manager at the USAID
Mission in Grenada will be responsible for oversight of and clearance on
all technical implementation matters. 
It is understood that such matters
will be those that follow clearly from the consultants' contract and that
do not represent decisions on substantive matters relating to the
project. (Coordination on these technical matters between USAID/Grenada
and the U.S. Embassy Grenada will be at the discretion of the two

parties.)
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Decisions on all matters of substance will be primarily the
subject of quarterly meetings of a project committee, which will consist
of appropriate persons from LSAID/Grenada, U.S. Embassy Grenada, and
RDO/C. Such quarterly consultations will likely include some
participation by the consultant team, the Program Director in Grenada andthe "primary component" Director in Antigua. These scheduled meetingswill discuss progress reports prepared by the Grenada consultant team inthe period following the previous quarterly meeting and will takedecisions on matters of substance affecting the direction of the fiscalreform program. It is also expected that ad hoc meetings of this largercommittee will be necessary from time to tim. 

At the outset of the project, the division between these twocategories of oversight will be ambiguous at times. 
In those instances,
itwould be best for the project manager in USAID/Grena.da to consult with
R)O/C to seek clarification of whether substance or technicalities are at
issue. 
 In this regard, USAID Grenada's timely forwarding of consultants'
reports, regular and irregular, to RDO/C will be of considerable use.
 

This will be the AID monitoring/management arrangement aslong as the status of WISAID/Grenada remains unchanged. 
If a change in
status takes place before the end of the activity, an evaluation will be
carried out to determine how best to handle the AID monitoring/management

of the activity, given the nature of the change in circumstances. 

While broad agreement already has been reached with respect
to the implementation plan together 
with key dates mentioned above,agreement has yet to be reached in the specifics. An accord will have tobe reached on the specifics prior to comencement of any significant workon the part of the contractor. Any implementation plan should call foras speedy implementation of the program as is possibl e. Prior to conductof any studies, the contractor will have to submit to the GrenadaActivity Conmittee a scope of work for the study together with a detailed
justification. Again the emphasis should be on speed of implementation.
Preparation of a study should not lead to more delays in implementation.The studies shall be initiated as soon as possible and their duration

should be compressed wherever possible.
 

In order that this program's activities are conducted
effectively and USG interests are taken into consideration, a number of
reporting requirements will be instituted: 

- In general, all reports submitted to USAID/Grenada will
 
be copied to RDO/C.
 

- the contractor will furnish monthly work schedules for
each individual employed under the program. The 
contractor and the GOG will approve such schedules at

least five days prior to the first of each month.
 

http:USAID/Grena.da
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Copies of the schedules will be forwarded to the 
USAID/Grenada Project Manager and the RDO/C Project
Manager as soon as they are approved. 

The Contractor will furnish quarterly reports to AID
 
detailing the progran's progress. This report will also

be forwarded to USAID/Grenada and RDO/C. Itwill be 
reviewed by the Grenada Project Committee and, if
 
appropriate, by the RDO/C Project Committee.
 

Each quarterly report will include (a)summary data; (b)
a status summary; (c)comments on implementation,
including any problems or delays; (d)outstanding issues 
requiring action; (e)a plan for proposed program

activities for the next quarter; and (f)status of
 
disbursements vs. budget. Again this plan will be
 
reviewed by the Grenada Project Committee and the RDO/C

Project Committee, as a appropriate. On a more frequent

basis, the Grenada Project Committee will engage in
 
substantive discussions with the Goverment of Grenada.
 

The Contractor will also produce ad hoc reports that

will be sent to USAID/Grenada and-R-7. 

USAID also will be monitoring closely contractor
 
finances. For instance, a detailed justification will
 
have to be tendered by the contractor for use of
 
activity monies for data processing equipment.
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V. EVALUATION PLAN 
Provision has been made for two external evaluations; $100,000 in
the project budget outside the two implementation contracts has been set
aside inFY 1986 for this purpose. 
RDO/C will contract with an
independent organization to provide evaluation services on three separate
occasions during the life of the project.
early inFY 1986. The first occasion will be
At this time the contractor evaluation team will visit
the Antigua and Grenada project contractor offices to discuss the
evaluation design. 
Baseline data will be established and an
understanding reached on what the evaluation design will be presented to
RDO/C and USAID/Grenada for final approval. 
Also at this time the
evaluation contractor will make an informal assessment of the demand for
the services available under the primary component. 
If the assessment
shows weak demand, RDO/C will rethink the magnitude of the planned FY 86
obligation. The first evaluation will be conducted inDecember of 1986.
A basic purpose of this evaluation will be to present recommendations on
how the project management can be improved.evaluated. Both components will beA second evaluation will be conducted in DecemberAs the fiscal of 1987.reform component activities are expected to have terminatedby this time, only the primary component will be evaluated. 
A basic
purpose of the second evaluation will be to analyze the effectiveness of
the primary component and make a 
recomnendation as to whether or not the
activities of the component should continue to be supported by AID. 
At
this time RDO/C may consider amending the project to add more money and
modify the PACD to allow the project to operate of an extended period,
for up to two years.
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TECHNICAL ANALYSIS 

i. Scope of Activities 
The prbject ismulti-dimensional both in terms of the tasks
 

itwill perform and what it is intended to accomplish. 
On the one hand,
the project will provide technical assistance to deal with a 
variety of
problems relating to government budgeting, taxation, debt management,
expenditure control, and financial management.
assistance will be provided '.o help a 
In sone instances, this
government
already-taken policy decision, e.g., 
implement an

brought in to a tax administration expert iselp a governmen_ implement aavoidance. decisionGood to reduce taxtechnical assistance work inthese areas will of itself

result in benefits to recipient countries.are also intended to serve as the basis for a 

However, these opportunities
consideration of a broader
set of national policy issuLes.
 

Another type of technical assistance to be provided by the

project will lead directly into questions of national policy. 
Examples
re include overall tax structure aso31essment activities, and moving
governments to the adoption of functional and/or performance budgeting
 
methods.
 

Finally, the project will be called upon for advice by

country leaders on important national policy questions. 
This sort of

request will probably not occur until the project has won the confidence
and respect of leaders by performing well on other technical assistance
assignments. 
An significant exception is the comprehensive fiscal reform
program for Grenada under the fiscal reform component. 
Under the
program, the long-term advisors using as inputs the results of the
advice to the GOG. 


various studies financed under the program will be furnishing economic
Most important in this regard isthe role of the
fiscal advisor. 

implemention advice to be furnished under the program. 


The GOG already appears to be quite receptive to
 
Itprovided to
the USG with a formal request for the program.
 

Inshort, then, the project will be called upon to provide
two types of technical assi]stance:
 
- Assignments 
 that may eventually lead into important

national policy areas.
 
- Direct advice to country leaders on national policy
questions, including analysis of same and, if
appropriate, help with implementing decisions.
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There is no question as to priority between these types of
 
assistance: the project should put highest priority on responding to
 
requests for direct advice on policy issues. However, this priority

ranking does not mean the project should not provide technical assistance
 
on subjects such as tax administration and expenditure controls. This is
 
because, before any government leader isgoing to ask anyone for advice
 
on an important national question, he will want to feel confident that
 
the advice he gets will be reasonably sound and objective. The only way

the project can establish such confidence is to do good technical work on
 
lesser subjects.
 

While project priorities are clear, it isnot possible to
 
provide quantitative guidelines on the portion of technical assistance
 
that should go to the areas outlined above. In part, this isbecause a
 
thorough marketing study was not made of country needs; in part, it is
 
because other donors might also start supplying the sorts of technical
 
assistance called for by this project; and in part, it isbecause the
 
flexibility in the development strategy should be retained. The
 
important point is that the project place greatest priority on working

directly with country leaders on national policy issues.
 

2. Technical Factors Influencing Project Outcomes
 

At the outset of this section, it should be emphasized that
 
this will be a difficult project to implement in the sense that there
 
will be an abnormally large number of judgement calls. Some of the
 
factors that should influence those calls and the project outcomes are
 
discussed below.
 

Capabilities of Project Directors
 

Ultimately, the success of this project will depend on the

Project Directors of the two components. The Director for the primary
 
component must have a working knowledge of the technical areas inwhich
 
the project will work and must be entrepreneriai in the sense of finding
 
ways to move from narrowly-defined technical assignments into larger

policy issues. For the work at the policy level, the primary component

Director must have a broad understanding of development issues and the
trade-offs involved (an economic background would seem appropriate for 
this), but also must manifest professional knowledge and diplomacy,
including cultrual sensitivity, so as to win the respect and confidence
 
of ECS leaders. In addition, the person will manage a large technical
 
assistance operation and will be required to establish good working

relations with other regional organizations and donor agencies that are
 
providing similar types of assistance. Finally, the Director will have
 
to exercise considerable judgement and diplomacy in reconciling U.S. 
policy interests with those of OECS countries. Similar skills will be
 
required for the Director of the fiscal reform component. Working
through the Fiscal Advisor, the Director will have to maintain a fine
 
balance between the interests of the recipient (Grenada and any other
 
OECS state assisted) and the USG.
 



ANNEX A
 
Page 3 

Particular Technical Assistance Assignments
 

assignment. 
Several factors will influence the outcome of each
Most obviously, the technical personnel assigned to the task
must be competent and able to relate this competency to the particular
problems of the country receiving assistance.
 

Second, it isclear that in the OECS countries, it 
is not
adequate to simply write a itport and expect that its recommendations
will be implemented, 
even after they 
have been accepted. Experience
with other technical assistance efforts in these countries has made it
clear that they usually need assistance with the implementation of
approved changes. 
Therefore, technical assistance should be available
for both the analysis of what is needed and the implementation of
approved changes. 
Because of this and because it often takes some time
to get recommendations accepted, it will often be appropriate to program
short term technical assistance for two discrete time periods: first, for
the analysis and later, to assist with the implementation of recotimiended
changes. 
The comprehensive fiscal reform program for Grenada explicitly
recognizes this issue. 
Some problem analysis already has been undertaken
and monies will. be available for additional such analysis.
technical assistance %,ill However,be undoubtedly requiredconclusions of the various analyses. 
to implement the 

advisors. This is the role of the long-termThey are rquired to insure that the agreed-upon
recommendations are implemented.
 

Regarding the primary componenc, there is a
sustainability. question of
That is,how concerned should the component be about
whether the technical assistance it provides leads to a sustained
improvement ingoverment operations versus an Improvement that lasts only
as long as the technical assistance is being provided?
analysis that is complete, but does not build a 
(e.g. A policy


capacity to do similar
analysis in the future.) 
 This component is not intended primarily as an
institution-building activity. 
There will be opportunities inwhich
there are simply no candidates for training who could take over the
technical work being provided by the component. The component should not
exclude subcomponents inwhich trainable counterparts do not exist.
However, this situation should thoroughly explored and understood before
subcomponent activities with no clear chance for being sustained are
approved.
 

In certain instances AID wll consider funding the costs of a
counterpart. 
This will be considared when the burden of the activity on
the recipient country or organization is considered extreme and there is
a lack of capability or unavailability of existing personnel to assume a
counterpart role.
 

The
Daiger of Merely Itrnthening Government Institutions
 
The demand analysis work that has been done during the design
of this project has uncovered a number of technical assistance requests
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governent role. 
For example, improved tax administration will result in
increased tax collections which could in 
turn lead to supporting a larger

goverment bureaucrac Similarly, the two requests that have been
received for a compreKensive review of the tax structure have been
partially motivated by the desire to obtain additional government
revenues. 
 It should be kept inmind that the purpose of the project is
--.to increase the role of governent. 
Hence, it is important thatta1ing on assignments that will increase governents' control 

in 
otental,every effort should be made to convert them into a series of discussions
with broader policy ramifications.
 

UsingTechnicalAssignments as Vehicles for Broader Policy
Disiu~ssions 

As is emphasized elsewhere in this paper, a primary reason
for taking on an assignment that is not directly linked to a policy
matter is the hope that it will lead to policy areas requiring
attention. 
This will not happen automatically, and frequently the
technicians assigned to these tasks will not be the proper agents to
cause it to occur.
 

The Director for the primary component will be the key
vehicle for devising the strategy to move into policy discussions. 
This
will involve being in close touch with the technicians assigned to the
various components financed activities. 
Through this information
exchange, the Director should be able to determine what policy issues
need to be raised. These discussions will also allow the Director to
determine whether the technician isqualified to play a role in
furthering these discussions or whether others will have to be involved.
The comprehensive fiscal reform program for Grenada under the fiscal
reform component already has reached the "economic policy dialogue"
stage. 
The program will be furnishing advice to the GOG, and its
believed that sufficient COG commitment exists that a large portion of
the advice will be accepted.
 

GettRng eco 
endations
Agreed to andImplented
 

It 
can be expected that there will be at least some
resistance to changes resulting from technical analyses; greater
resistance can be expected to reconmendations for major policy changes.
Some of this resistance will stem from inertia, some will stem from
bureaucratic jealousies, and some will originate inpolitical
considerations.
 

offered. 
No formula for how to deal with these resistances can be
However, itis the Component Directors' responsibility to:
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insure that the analyses leading to the recommended 
changes are sound.
 

identify the sources of the resistance and determine
whether they warrant a change in the recommendations.
 

adopt appropriate strategies to get the revised
 
recoamendations adopted.
 

Regarding this last point, it should be clear that there arenumerous strategies available to the Component Directors. The Directors
 can attempt (1)to personally convince policy-makers to bring together
the interested parties to work out an acceptable compromise; (2) to
either personally or through a third party engage in various forms of
constituency building; (3)or to work back through U.S. channels to bring
leverage to bear on the matter. 
Regarding the second optior, the
contractor may wish to contract with an organization like CARICAD, who,
through a series of seminars and meetings, would seek to form a consensus
 
within the government concerned.
 

3. Use of Caribbean Experts
 

It is said that there are more West Indians outside of the
West Indies than there are 
in it. This is almost certainly true of
highly trained personnel ­ they are the ones that have emigrated ­including specialists in the areas 
inwhich this project will concentrate.
 

This pool of Caribbean expertize offers a unique
opportunity. Caribbean experts can be located who have the requisite
level of western training, exposure to western ideas and ideals,
substantial experience abroad, and a knowledge of Caribbean cultures and
customs. 
They are likely to suggest more realistic solutions to
politically difficult problems. 
Ordinarily they will be able to gain
acceptance more readily, and they are likely to be more effective in

bringing policy advice to a 
definite decision.
 

In short, they will have all the advantages of an expert
returning to his home country, without the stigma of just being another
local person trying to tell other locals what to do. 
The implementation
of the project should be structured to take advantage of this unique
asset. 
Regional and international organizations should be used as
resources ina systematic search for Caribbean experts. 
 At least some of
them might be hired through the EAS as a means of further strengthening

that organization.
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ECONOMIC ANALYSIS 

The project is intended, where practical,to increase government
capabilities in the areas of policy analysis, decision-making, and policynplementation. This should in turn lead to increased efficiency in boththe public and private sectors, thereby making possible increased output
and reductions inbalance of payments pressures. The project is also
intended to promote policies for increased private sector activities
which will hopefully increase employment.
 

quantitative analysis of benefits and costs. 


This type of project does not lend itself to meaningful

Inpart, this is because
the vast majority of particular activities to be sponsored by thisproject have yet to be determined. However, ass. ing project activitiesreflect what is called for in this paper, ambiguities regarding outcomes
still remain. 
 For example, consider requests for comprehensive tax
structure assessments and improved tax administration. 
 In some cases,
these requests have been largely motivated by desires to increase tax
revenue collections. 
While increased collections might seem to be a
reflection of better fiscal management and in fact reduce aggregate
demand pressures, they could also serve as the starting point for an
increase in the relative role of the public sector.
 

Same of the requests under this project will be for greater
standardization ingovernment treatment of individuals and enterprises.
For example, improved tax administration will frequently lead to greater
equality of treatment of taxpayers in similar circumstances. 
While such
reforms are desirable from the standpoint of increasing horizontal
equity, the substitution of rules for discretion can have adverse
economic consequences. 
For example, itmight be that a country believes
itwill be in its interest to attract a certain company or perhaps there
are reasons why certain individuals should be exempt from taxes.
Applying the same tax treatment to all might cause the firm or the
individuals to act against the best economic interests of the country.
 

leading
Many of the requests under this project will be for assistanceto improved goverrment control andimportant management.thing is Here, theto be sure that fulfilling these technical tasks opens
the door for more general policy dialogues. 
But even if the specific
tasks do lead to such dialogues, there can be no certainty that the
outcomes will be positive. 
The outcomes will depend largely on political
considerations and the quality of the personal interaction of those
engaged in the dialogue. 
In this regard, the comprehensive fiscal reformprogram from Grenada under the fiscal reform component offers uniqueopportunities. Grenada's authorities appearreform. The genuinely interestedGOG's Director General of Finance, in such 

especially supportive. 
a key player, is 



ANNEX B
 
Page 2 

There are numerous examples of bad policies which offer a real
 
potential for policy reforms, e.g.: 

- An island's investment review procedures are considered 
onerous by foreign investors. This is instrumental in the 
loss of a foreign investment that would have employed 500
 
persons. This investment alone would have increased the
 
island's growth by one percent.
 

- A government operates a number of parastatal enterprises;
 
these are requiring annual transfers from the public treasury
 
of US$1.4 million.
 

In one state, the cost per pound of sugar which is produced 
domestically isdouble the domestic price, which itself is 
triple the international price. Cumulative losses of the 
industry which isstate-run total US$6 million over a four 
year period. 

- In spite of tariff increases between 400 and 600 percent, a 
water authority persists in reporting losses amounting to at 
least US$370,000 a year. 

- A state owned commercial bank is encountering serious
 
financial difficulties because of forced transfers to
 
parastatal enterprises. Over a four year period, these
 
transfers have increased from US$3 million to US$13.3 million.
 

- A country owns a number of state farms. Losses for the 
latest reporting year totrl. US$480,000 and the losses are 
expected to continue.
 

Given this illustrative list of examples of bad policy inaction,

there is ample reason to believe the potential for positive results is
 
high. For the primary component, looking at the matter in aggregate
 
quantitative terms, the gross domestic product of OECS countries together
 
was roughly US$635 million in 1983. Assuming an opportunity cost or
 
discount rate of 15 percent and a ten year time horizon, the component

has to only increase GDP by less than one quarter of one percent on a
 
sustained basis to justify its costs. As for the comprehensive fiscal 
reform program, an increase of a little more than 0.5 percent in 
Grenada's annual growth rate is required. In short, an extremely small,
positive change in economic performance is needed to justify the 
project. If there is a continuing pressure to convert technical 
assigunets into policy change, there is a good likelihood of achieving
much more. Given this and the potential risks outlined above, the 
project is justifiable on economic grounds. 
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SOCIAL SOUNDNES ANALYSIS 

1. General Overview 

The Eastern Caribbean LDC's constitute a group of mini-states
each with distinctive social and cultural characteristics, all with
populations of predominantly African origin, but all with a contingent of
persons of European (English or French). ancestrymixed background. and many of racially 
have left a 

Former colonial and slave-holding social relationshipsresidue of attitudinal problemparticularly sensitive one for outsiders to work in. Island governments
 
that make the region a 

only recently freed of colonial domination are keenly sensitive about
their independent status and reject efforts to impose tutorial
relationships that might impinge on self-determination.
 

Thus, the basic feasibility issue is the question of
willingness on the part of political leaders to solicit and accept
assistance in sensitive policy areas. 
However, RDO/C believes that any
reluctance can be overcome by skillful handling of initial and subsequent
contacts. 
Successful precedents for this exist, and skill in this area
isa vital characteristic which will be required for the individuals who
are selected as Component Directors.
 

development.
Women play a key role in many aspects of country
Among the governments there are numerous women Ministers
and in Dominica the Prime Minister is a woman, as also are all theassistant secretaries of the Ministries. 
Women would seem to have a less
significant role inmajor private sector enterprises, but they operate
large numbers of small businesses in all the islands.
 

2. Corp it 
 withSocio-Cultural Environment 

Inmaking this analysis itmust be qualified by two
conditions:
 

- General socio/cultural patterns exist among the island
nation's governments.
 

- Their individual socio/political environments will disprove
or give a subtle, but important nuance to any particular

general pattern.
 

However, one general condition exists and that is the large,or as Janal Khan describes it,ubiquitous role that governent has in thelife of its citizens. 
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Though it is pervasive, governments' ability to deliver is
constrained, for example, by a lack of such basic systems as planning
units that produce viable national plans. Although St. Kitts-Nevis andSt. Lucia are further along than other governments with national planningprocesses, it suggests the possibility that conscious or unconscious
decisions are being made in the other governments to deemphasizeGoverrment centered planning, e.g., Antigua. 
Regardless of their
motivations, if these governments are to chart better, more self-directed
 courses for themselves, they will need an enhanced policy
analysis/implementation capacity and agreed policy directions.
 

Since the OECS governments are relatively new in their
independence, 
one should be impressed with the remarkable
accomplishments that these nations' political leaders have been able to
achieve especially in light of the strength of trade unions, within a
surprisingly vibrant democratic party system that exists inmost states.
Placed in
an environment where the political-social stakes are greater
than in other larger democratic systems, because the resource base from
which to distribute rewards is much more narrow, it is a tribute to
nearly all of these nations that they have maintained their

social-cultural stability.
 

This project's major outcomes should enhance the
participating governments' ability to make decisions about economic
structural issues and to manage their policy, planning and budgeting
systems. 
Since policy dialogue and policy plauning and budgeting systemsbring to surface the conflicting values and ideas within a society's
governmental system and its relationship to socio-cultural norms/values,this project provides a means for resolving these issues within the
accepted democratic, political system. 

3. Social Consequences and Benefit
 

The potential benefits from this project are significant,
both for their short and long-term benefits. The major benefits and, if
appropriate, beneficiaries are identified below:
 

elected policy leaders and top level governent managers
will be provided with coherent analyses of policy issues

that have significant impact upon their nations'
 
citizens and economic well-being.
 

elected policy leaders and top/middle level managers
will have an enhanced capability to make policy
decisions because under this project, their policyanalysis and implementation capacities would have 
frequently been enhanced. 
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Indirect beneficiaries will be the operators of private
sector enterprises whose efforts will be more strongly
supported both by better governmentpolicies and by public services 
tax and financial

performed moreefficiently and expeditiously. In turn, the general
public of the participating countries could benefit byprivate sector expansion and job creation and by more
equitable revenue and fiscal policies and administration. 
Credibility between a nation's citizens and theirelected leaders is a central element in democraticsystems of governent. When promises are made and are
not delivered, there can be instability because ofrisin%expectations within the system.deciding whether One means ofone is overpromising as an electedleader isto analyze one's policy options and decisions
to be assuredand that the implementation of thosepolicy decisions is occurring in a effective manner.1o potential outcomes of this project are better policy
decisions, and where appropriate, the increased ability
for policies to be implemented.
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ADMINISTRATIVE ANALYSIS 
Since this project will be delivered under two direct AID
contracts, there are no borrower or grantee administrative implementation
capabilities to assess. 
Through a process of Work Programs and Policy
Identification Agreements (See Implementation Plan), an assessment of the
participating governments administrative capabilities, as they pertain to
policy analysis and implementaion, will be a component of each
subcomptonent agreement. I Tis assessment will consider recipient
country/regional organization counterpart capability. 
In some instances
AID may consider directly funding counterpart costs if
no suitable and
available individual can be identified within the Government or
organization.
 

Most all project activities will be paid for through contracts
with two U.S. organizations. 
It isanticipated that this will entail
various subcontracts and consultancy arrangements with organizations and
individuals based both in the United States and the Caribbean.
 
The project will give systematic and careful consideration to
funding certain segments of subcomponents through sub-contracts, with
regional organizations, such as the EAS. 
However, this will only be done
when it appears that the activities fit the work plan of the
subcomponent, and the regional organization is qualified to do the
proposed work.
 

Regional organizations might bring regional experts to the
attention of the project. 
 In return for such recruiting services, cne
project could subcontract for the services of such experts as needed
through the organization that brought them to the attention of the
project.
 

However, the project has no obligation to provide subcomponent
support through regional organizations. 
Instead, the project's aim
should be to provide appropriate technical assistance in the most
cost-effective manner.
 

Nevertheless, if policy issues surface that are a concern to a
group of eligible countries, the primary component may consider providingassistance directly to Regional organizations.
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INITIAL VIRONMZUTAL ZXAMINATION 

Caribbean Regional
 

Public Management and Policy Planning (538-0096)
 

SDA $5.0 millicn
 

Three and a half years
 

10. a 
Michael G. HuffzW
 

Capital Projects Office 

July 11, 1984 

A Categorical Exclusion is recommended. The Project 
will have no effect on the natural or physical

environment. The Project is one of technical
 
assistance intended to develop the capacity of
 
recipient countries to engage in development planning,
 
(reg. 22 CFR, Part 216-2 (C) (2) (XIV) and, therefore,
 
falls into the parameters of those categorically
 
excluded from following the environmental procedures
 
outlined in 22 CFR Part 216.
 

i°./ = 
William B. Wheeler I
 
Director
 

USAID,
 
Regional Development Office/Caribbean
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PROJECT CHECKLIST 

Listed below are statutory criteria applicable generally to projects under the
FAA and project criteria applicable to the use of Economic Support Funds.
 
CROSS REFERENCES: IS 	OUMRY CHECKLIST UP-TO-DATE?
HAS 	STANDARD ITEM CHECKLIST SEN 

Yes 
REVIEWED FOR THIS PROJECT? 
 Yes 

A. GENERAL CRITERIA FOR PROJECT 

1. 	FY 1982 Apropriation Act
 
Sec. 523; FAA Sec. 634A;
 
Sec. 653(b) . 

(a)Describe how authorizing 

and appropriations 

committees of Senate and 

House have been or will 

be notified concerning 

the project;
 

(b) is assistance within
 
(Operational Year
 
Budget) country or
 
international
 
organization allocation
 
reported to Congress (or

not more than $1 million
 
over that amount)?
 

2. FAA Sec. 611(a)(1). Prior 

to obligation inexcess of
 
$100,000, will there be (a)
 
engineering, financial or
 
other plans necessary to
 
carry out the assistance and
 
(b)a reasonably firm
 
estimate of the cost to the
 
U.S. of the assistance?
 

3. 	FAA Sec. 611(a)(2). If 

further legislative action 

is required within recipient
 
country, what is basis for
 
reasonable expectation that
 
such action will be
 
completed in time to permit

orderly accomplishment of
 
purpose of the assistance?
 

A Congressional Notification has been
 
prepared and will be forwarded to
 
Congress. No obligations will be
 
incurred under the project until the
 
waiting period expires.
 

Yes.
 

No legislative action is anticipated
 
to be required.
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4. 	 FAA Sec. 611(b); FY 1982 N/A. 
Appropriation Act Sc. )Iul. 
If for water or 
water-related land resource 
construction, has project 
met the standards and 
criteria as set forth inthe
 
Principles and Standards for
 
Planning Water and Related 
Land Resources, dated
 
October 25, 1973?
 

5. 	 FAA Sec. 611(e). If N/A. 
project iscapital
 
assistance (e.g.,

construction), and all U.S.
 
assistance for itwill
 
exceed $1 million, has
 
Mission Director certified
 
and Regional Assistant
 
Administrator taken into
 
consideration the country's
 
capability effectively to
 
maintain and utilize the
 
project?
 

6. 	FAA Sec. 209. Is project This isa regional project.
 
susceptible to execution as
 
part of regional or
 
multilateral project? If
 
so, why is project not so
 
executed? Information and 
conclusion whether
 
assistance will encourage
 
regional development
 
programs.
 

7. 	 FM Sec. 601(a). Through the support for improved 
Information and conclusions economic policies, the project will 
whether project will directly encourage the activities 
encourage efforts of the described in a, b, and d.
 
country to: (a) increase
 
the flow of international
 
trade; (b)foster private
 
initiative and competition;
 
and 	(c)encourage
 
development and use of
 
cooperatives, and credit
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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.
 

8. 	FAA Sec. 601(b). 
 The 	project is intended to Pncourage
Information and conclusions 
 U.S. private trade and investment
on how project will 
 through coordination with the regional
encourage U.S. private trade 
 private enterprise projects and the
and 	investment abroad and 
 encouragement of policies that lead to
 encourage private U.S. increased trade ingeneral.
participation 
in foreign
assistance programs

(including use of private 

RFP'S will be issued in the U.S. and
participation of U.S. private firms
trade channels and the 
 will be encouraged.

services of U.S. private

enterprise).
 

9. 	FAA Sec. 612(b), 636(h); FY 
 Participating governments will be
1982AppropriationActSec. 
 making in-kind contributions of
 
507. Describe steps taken
to assure that, to the 	 personnel, office facilities, and
support. The U.S. does not own any
maximum extent possible, the 
 local currency in the Caribbean Region.
country iscontributing

local currencies to meet the
 
cost of contractual and
 
other services, and foreign

currencies owned by the U.S.
 
are 	utilized in lieu of
 
dollars.
 

10. 	FAA Sec. 612(d). Does the 
 No. 
U.S. own excess foreign
 
currency of the country and,

if so, what arrangements
 
have been made for its
 
release?
 

11. 	FAA Sec. 601(e). Will the Yes.
 
project utilize competitive

selection procedures for the
 
awarding of contracts,
 
except where applicable
 
procurement rules allow
 
otherwise?
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12. 	 FY 1982 Appropriation Act N/A.
Sec. 521. If assistance is
 
tor the production of any
 
ccmnodity for export, is the
 
commodity likely to be in
 
surplus on world markets at
 
the time the resulting
 
productive capacity becomes
 
operative, and is such
 
assistance likely to cause
 
substantial inj

producers of the sane,
 
similar or competing
 
commodity? 

13. 	 FA ) a4nd (M). Does AN lEE was prepared for the PID,the project take 	 ainto 	 Categorical Exclusion was 	 recommendedaccount the impact on the and 	 approved by the LAC/DR Chiefenvironment and natural Environmental Officer. 
resources? If the project
 
or program will
 
significantly affect the 
global comons or the U.S. 
environment, has an
 
environmental impact

statement been prepared? If 
the 	project or program will 
significantly affect the 
environment of a foreign
 
country, has an 
environmental assessment
 
been prepared? Does the 
project or program take into
 
consideration the problem of

the 	destruction of tropical
forests?
 

14. 	 FAA 121d( . If a Sahel N/A.
project, has a determination 
been made that the host 
goverrument has an adequate 
system for accounting for 
and 	controlling receipt and 
expenditure of project funds
 
(dollars or local currency

generated therefrom)?
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B. FUNDING CRITERIA FOR PROJECT 

Project Criteria Solely for
Econmic Support Fund 

a. FAA Sec. 531(a). Will 
this assistance-promote 
economic or political 
stability? To the 
extent possible, does it 
reflect the policy 
directions of FAA 

Yes. 

Section 102? 

b. FAA Sec. 531(c). Will 
assistance under this 
chapter be used for 
military, or 
paramilitary activities? 

No. 

c. FAA Sec. 534. Will ESF 
funds be used to finance 
the construction of the 
operation or maintenance 
of, or the supplying of 
fuel for, a nuclear 
facility? If so, has 
the President certified 
that such use of funds 
is indispensable to 
non-proliferation 
objectives? 

No. 

d. FAA Sec. 609. If 
conmmodities are to begranted so that sale 
proceeds will accrue to 
the recipient country, 
have Special Account 
(counterpart) 
arrangements been made? 

N/A. 
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TABLE H-I 

PRIMARY COMPONENTILLsb'rIICVE-l l rl 
($US) 

JUNE-
SEPT. FY Ff 
1985 1986 1987 1988 Total 

I. CORE STAFF AND SUPPORTDirector 
Senior Professional 
Administrative Officer 
Office Support 

67,268 
-0-

13,917 
57,200 

183,850 
107,538 
41,250 
48,800 

183,850 
133,250 
41,250 
48,800 

190,350 
139,750 
41,250 
48,800 

625,318 
380,531 
137,66­
203,60( 

SUB-TOTAL 138,385 381,438 407,150 420,150 1,347,12.­, 

II. ANTICIPATED 
ACTIVITIES 
Tax Administration 
Dominica
Tax Administration 

00,000 20,000 -0- -0- 120,00( 

St. Vincent 
Planning Dominica 

57,000 
63,850 

24,000 
139,750 

12,000 
-0-

-0-
-0-

93,00( 
203,60( 

SUB-TO)TAL 220,850 183,750 12,000 -0- 416,60C 

III. OTHER ACTIVITIES
Technical Assistance 
Training 
Invitational Travel 
Ccmiodities 

-0-
-0-
-0-
-0-

364,153 
90,000 
20,000 
80,000 

580,000 
90,000 
20,000 
80,000 

580,000 
90,000 
20,000 
80,000 

1,524,15' 
270,00_ 
60,00C 

240,00C 
SUB-TOTAL -0- 554,153 770,000 770,000 2,094,153 

TOTAL 359,235 1,119,341 1,189,150 1,190,150 3,857,87( 

IV. Contingency (10%) 35,924 121,934 118,915 119,015 395,78F 

V. Inflation 
(6%Compounded) 11,855 110,815 214,001 309,665 646,33( 

TOTAL 407,013 1,342,090 1,527,066 1,623,830 4,900,00( 

EVALUATIONS -0- 100,000 -0- -0- 100,00( 
GRAND TOTAL 

5,000,OOC 
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TABLE H-2 

FISCAL REFORM CotpONENT 
IEL- TAIVE BDMT 

($US) 

YEAR]. YEAR 2 
 TOTAL
 

I. LONG-TERM TECHNICAL ASSISTANCE 

A. Fiscal and Macroeconomic Advisor 

Salary 
 64,960.00 
 66,880.00 131,840.00
Fringe Benefits 16,889.60 17,388.00 34,278.40
Allowances 
 55,366.00 54,388.00 
 109,754.00
Supplemented Insurance 
 1,607.76 1,655.28 
 3,263.04
Total Direct Costs 
 138,823.36 140,312.08 
 279,135.44
Indirect Costs 
 33,692.43 34,053.74 67,746.17
 

TOTAL 
 172,515.79 174,365.82 
 346,881.61
 

B. Income Tax Advisor 

Salary 
 64,960.00 66,880.00 
 131,840.00
Fringe Benefits 
 16,889.60 17,388.00 
 34,278.40
Allowances 
 55,366.00 
 54,388.00 109,754.00
Supplemented Insurance 
 1,607.76 1,655.28 3,263.04
Total Direct Costs 138,823.36 140,312.08 279,135.44
Indirect Costs 
 33,692.43 34,053.74 
 67,746.17
 

TOTAL 
 172,515.79 174,365.82 
 346,881.61
 

C. Budget Advisor
 

Salary 
 60,000 
 -0- 60,000
Fringe Benefits 15,600 
 -0- 15,600
Allowances 
 54,370 -0-
 54,370Supplemented Insurance 
 1,485 -0-
 1,485
Total Direct Costs 
 131,455 -0-
 131,455
Indirect Costs 
 30,834 
 -0- 30,834
 

TOTAL 
 162,289 -0-
 162,289
 

D. Customs and Excise Tax Advisor
 

Salary 
 48,720 50,160 
 98,880
Fringe Benefits 12,667.2 13,041.6 25,708.8
Allownces 
 41,642 40,616 
 82,258.0
SupplwAmted Insurance 1,205.82 1,241.46 2,447.28

Total Direct Costs 104,235.02 105,059.06 209,294.08

Indirect Costs 
 25,037.21 25,777.23 50,814.44
 
TotAL 
 129,272.23 130,836.29 260,108.52
 

http:260,108.52
http:130,836.29
http:129,272.23
http:50,814.44
http:25,777.23
http:25,037.21
http:209,294.08
http:105,059.06
http:104,235.02
http:2,447.28
http:1,241.46
http:1,205.82
http:346,881.61
http:174,365.82
http:172,515.79
http:67,746.17
http:34,053.74
http:33,692.43
http:279,135.44
http:140,312.08
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E. Property Tax Valuation Advisor
 

Salary 
Fringe Benefits 
Allowances 
Supplemented Insurance 
Total Direct Costs 
Indirect Costs 

60,000 
15,600 
54,370 
1,485 

131,455 
30,834 

-0-
-0-
-0-
-0-
-0-
-0-

60,000 
15,600 
54,370 
1,485 

131,455 
30,834 

TOTAL 162,289 -0-. 162,289 
II. PROGRAM MANAGEM1W 

Personnel 
Fringe Benefits 
Travel 

Trvl12,900Conferences/MeetingsTraining
Train 
Publications 
Other Direct Costs 
Total Direct Costs 
Indirect Costs 

86,261.44 90,780.94 
22,427.97 23,603.04 

7,2507,500 7,500750,0015,000 
21,375 21,375 
5,000 5,000

38,500 38,500
193,964.41 194,008.98 
84,529.69 84,549.11 

177,042.38 
46,031.02 
20,150
150 

42,750 
10,000 
77,000 

387,973.40 
169,078.80 

TOTAL 
278,494.10 278,558.09 557,052.20 

III. Grenada Fiscal Reform Office 

Computers 
Program OfficeOffice Staff (4)
Supplies 
Maintenance 
Communications 
Vehicles 
Classroom Aides 
Representation 
Total Direct Costs 
Indirect Costs 

TOTAL 

150,000 
85,00013,000 
4,000 
4,000 
4,000 

40,000 
15,000 
10,000 

325,000 
24,000 

349,000 

-0-
40,000
26,000 
8,000 
8,000 

14,000 
6,000 

35,000 
-0-

137,000 
38,800 

175,800 

150,000 
125,000
39,000 
12,000 
12,000 
18,000 
46,000 
46,000 
10,000 

462,000 
62,800 

524,800. 
IV. Short-Term Structural Studies 

Personnel 
Fringe Benefits 
Travel 
Other 
Total Direct Costs 
Indirect Costs 

92,019.33 
17,295.02 
20,037.50 
25,954.54 

155,306.39 
66,387.95 

39,331.25 
8,276.15 

11,837.50 
944.60 

60,389.50 
25,810.47 

131,350.58 
25,571.17 
31,875.00 
26,899.14 

215,695.89 
92,198.42 

TOTAL 
221,694.34 86,199.97 307,894.31 

SUBTOTAL 
1,648,070.25 1,020),125.99 2,668,196.25 

VI. Contengency (Approx. 12.5%) 204,945.90 126,857.86 331,803.75 
TOTAL COSS 1,853,016.15 1,146,983.85 3,000,000.00 

UPY
 


