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. CLASSIFICATION:

AID 11261

1. PAAD NO,
(e-a8) DEPARTMENT OF STATE 532-0111 532-K~602

AGENCY FOR 2. COUNTRY

INTERNATIONAL DEVELOPMENT Jamaica

3. CATEGORY

PAAD PROGRAM ASSISTANCE Cash Transfer
APPROVAL DOCUMENT
4. DATE
January 16, 1986
8. TO? 6. QYD CHANGE NO,

A/AID, M. Peter McPherson

8. OYB INCREASE

.« FROM:

’ |
AA/LAC, Dwight Ink |0 (

YO BE TAKEN FROMI

Economic Support Fund

-0. APPROVAL REQUESTED FOR COMMITHMENT OF:

$

39,000,000

10. APPROBRIATION = ALLOTMENT

11. TYPE FUNDING

roan B eranT

12. LOCAL CURRENCY ARRANGEMENT

Pfffmronwu. ) FormaL [CINONE

13. ESTIMATED DELIVERY PERIOD

FY 86

14, TRANSACTION ELIGIBILITY
DATTL

18. COMMODITIES FINANCED

16« PERMITTED SOURCE

17. ESTIMATED SOURCE

U.S. only: U.S.: 39,000,000
Limited F.W.: Industriclized Countries:
Free World: Locol:

Cash: 35,000,000 Other:

18. BUMMARY DESCRIPTION

Production and Employment VI will approve $43 million in grant

Economic Support Funds.

of this amount, $3%9 million are available

after making allowances for the probable effects of the

Gramm-Rudman-Hollings legislation.

This amount will

be disbursed

1mmed1ately after the G0OJ meets the standard Conditions Precedent
(legal opinion, the designation of authorized representatives and a

financing request).

The purpose of the grant is to provide

immediate balance of pavments support to assist the Government of
Jamaica in its economic recovery program and to encourage the GOJ to
proceed with efforts to remove restrictions on the economy which

hinder longer term development.

industrial and agricultural inputs from the U.S.
disbursement.

An amount of dollars equivalent to
the dollar amount of the grant will be made available to the private
sector for the importation of spare parts, capital goods and

within one year of
Further, the GOJ will deposit the local currency

equivalent of U.S. $39 million in a special account for use on high
priority development efforts of the G0OJ, as mutually agreed.
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ACTION AlD-00

. meees Il b R St L LT R LS L LR 3. THIS PAAD PROPOSES AND JUSTIFIES U.S.00LS 70
INFO FILE-01 ARA-D4 PPC-O1 DECP-Q1 ECP-01 RPP-D2 O0AS-01 . HILLION [N FY 1986 ESF ASSISTANCE FOR JAMAICA 1M
PPA-01 DCAR-01 DEP-0? JN-02 ALE-01 /018 A3 JP SUPPORT OF ITS EFFORTS TO RECOVER FROM OVER & DECADE
--------------------------------------------------------------- OF DOWNWARD DRIFT 1M REAL INCOME INITIATED IN THE
INFO LOG-08 CIAE-00 EB-08 DODE-D0 ARA-00  FAIH-01 /009 W NINETEEN SEVENTIES BY THE SHOCK OF PETROLEUM PRICE
------------------ 039352 0321587 /28 IHCREASES AND PRODUCT.ON 1HHIBITING POLICY RESPONSES,
0 0321317 DEC 3$ AND REYNFORCED IM THE HINETESN EIGHTIES BY THE NEAR
FM AHEMBASSY KInG5TON COLLAPSE OF TS HAJOR EXPORT [HCULTRY
TQ SECSTATE WASHDC IMHEDIATE 2471 (BAUXITE/ZALUMINAY .,  THE OCLS 70 MILLION FOR FY 1935 IS
GVER AND ABOYE THE 0OLS 9 MILLION OF ES7 AC3ISTANIE
UNCLAS SECTION 01 OF 15 KINGSTON 11859 PRONISED FCR ©7 1983 BUT NOT SEL(VERED ulTIL CCTOBER,
. 196G, AND CHARGED TO THE CLARENT YEA4R' 3
AIDAC, JOINT STATE/AID MESSAGE APPROPRIATION. AODITIONAL RZIZONSLES WILL HOST

PROBABLY BE REQUIRED LATER N ThiS FISCAL YEAR.

STATE FOR A!D/LAC
4. IM THE MISSION'S FY 19565/25 aCTI04 PLal, APPPOVED

E.0. 12355 n/a IH HAY, 1985, 4N ECOWOMIC ANAL /513 UAS FPESENTED WHiCH

TAGS: EFHN, SAlD, ZocM, R SHOWED THE 3TATNG DVIRIE SFFEST 00 THE samiiCaN

SUBJECT: PROGRAI w3TISTANCE AFPROVAL DGCUMENT (PASD) ECONOHMY OF THE ZEVERE COMTRACTION OF THE

- FOR FY 86 ESF GRANT TO JAHMAICA BAUXITE/ALUIILA SECTC2.  THE “MET CQUTRAIENTION 3F T4f
BAUXITE/ALUMENG JECTOR TO THE BALANCE GF PAYHENTS 1IN

1. PAAD FACE ZHEET, BLOCK 15: PRODUCTION AND t9864 WAS ABOUT U.S. D0LS 220 MILLION AND IS EXPECTID

EMPLOYMENT ¥) wili PROYVIDE AN ADDITICHAL U.S. DCLS 70 TO FALL TO HALF THIS 5UHM IN 1935 AND EVEN LESS 1% 1936.

HILLION GRANT FRCH ECCHNOMIC SUPPORT FUNDS. THE 5. FOR JFY 1385.36, GCP IS £ PECTIO T FALL BV 3 T0S

PURPOSE OF THE GRANT 15 TO FROVIDE IMHMEDIATE BALAMCE PERCENT. TO RESTRAIM THE CONTRACTICH EVEN TO THIS

OF PAYMENTS SUPFORT TO AS3I3T THE GOVEANMENT OF RATE HOWEVER, ADDITIONAL RESOURCES [N Thi RiNGE OF

JAHAICA [N (T ECONCHPC RECOVERY PROGAAH AND TO DOLS 80 TO DOLS 100 HILLIOM WILL HAVE TO BE IDENTIF!ED.

ENCOURAGE THE <0J TC PROCEED WITH EFFGRTS TO REMOVE

RESTRICTIONS QN TPE COMOMY VHICH HIMDER LOMGER [ERM 6. USAID PROPOSEZS TO USE ITS ESF RESOURCES TO HELP

DEVELOPHENT.  AM 4HOUNT OF DCLLARS ERUIYALENT TO THE JAMAICA:

OOLLAR AMOUNT OF THE GRANT UILL BF MADE AVAILABLE TO ’ .

TAL PRIVATL .=CTOR FOR € !MPORTATION GF SPARE PARTS, === STAY !N ACCORD WITH THE IHF PROGRSH 2hd

CAPUTAL GCTZZ AND JNTUSTRIAL ANC ASRICULTURAL 1NPUTZ
FROH THE U.S. WiTHIN ONE {EAR OF DISEURSEMENT,
FURTHER, THE 400 witl DEPOSIT THE LOZal CURRENCY
EQUIVALENT 0F 0.5, 00LS 70.0 MILL.ON IH A SPECIAL
ACCOUNT FCE UST € N15H PRIQRITY NEVELCPHENT EFFORTS
Cf THE GOJ. :

2. N ADDITION TO 3ATISFYING THE STANDARD CONDITIONS
PRECEDENT 11100 ¥1NG THE SUEMISSION OF A LEGAL OPIHION,
THE DESIGHATION JF AUTHORIZED REPRESENTATIVES AND A
FINANCING REQUEST, THE GO0J WilL ALSO COVENANT TQ
UHOERTAKE THE NECESSARY STEPS TO FACILITATE THE TINELY
PASSAGE OF ENGBLING LESISLATION CONSISTENT WITH THE
OBJECTIVES OF THE BOARD UF REVENUE ASSISTANCE PROJECT.

TEXT OF PARD FOLLJWS.
- PROGRAM ASSISTANCE APPROVAL OOCUMENT

- I NDE X

I INTRODUCTION AND SUMMARY

., ANALYSIS OF JANAICAN ECONOMIC CONDITIONS

- A TRE ECONOMIC RACKGROUND

- B. THE PRESENT SITUATION: HARD TIMES AND A
- "FRESH LOOK"

- €. USAID STRATEGY FOR 1956 - 1937

bt CONCLUSION

APPENDIX F. FURTHER HACROECONOHIC INFLUENCES ON

- USAID STRATEGY C

. A THL BALANCL OF PAYHENTS
- 8. PUBLIC FINANGES

f. INTRODUCTION AND SHHMARY E‘:gi ‘lvallmble Dmu:ﬂﬁ&ﬁﬁ.ﬁ
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ACTIOH AlD-00
INFO FILE-01 ARA-03 PPC-B1 DECP-01 ECP-01 RPP-02 0AS-01
PPA-01 QCAR-01 DEP-02 JH-02 XLE-01 /018 A2 JP
INFO L0G-CO  COPY-01 CIAE-00 EB8-08 DODE-00 ARA-08  AMAD-O1
/010 ¥
------------------ 838167 0322097 /62-38
0 0321317 DEC 35
FH AHEHMBASSY WIKGSTON
TO SECSTATE WASHDC IHMMEDIATE 3474

UNCLAS SECTIOM 02 OF 15 MINGSTON 11859
AIDAC, JOINT STATE/AID HESSAGE
STATE FOR AlO/LAC

E.0. 12356: H/a
TAGS: EFIN, EAID, ECON, JH

SUBJECT: PROGRAM ASSISTANCE APPROVAL DOCUMENT (PAAD
- MEET TS OBLIGATION TO CREDITORS ;

HINIHIZE POLITICAL AND SOCIAL TENSIONS WHicH
- WOULD RESULT FROH MORE SEVERE ADJUSTHEAT
- HEASURES; N

CONSOLIDATE, DEFEND, AND CONTINUE THE

- SIGNIFICANT PROGRESS MADE (N POLICY SEFORHMS
- "AS A PART OF TIIE STRUCTURAL ADJUSTHENT AND
- STABILIZATION PRCGRAM;

SHOW U. 3. SUPPORT FOR DIiFFICULT bui inPOKTANT
. STRUCTURAL 2DJUSTHENTS N SENERAL <hD, iH [HE
- PRESERT JAMAICAN FISCAL YEAR, THE

- INPLEMENTATION OF THE GOJ S INCOME TAX

- REFORH PROPOSAL IN PARTICULAR

7. 3O IHPORTANT IS THE LATTER ELEMEMT TO THE
STRUCTURAL ADJUSTHENT OF THE JAMAICAN ECONCHY THAT [T
ALONE 1S SUFFICIENT TO JUSTIFY THE SUPPORT OFFERED
THROUGH THE FY 1986 ESF GRANT,

8. JAMAICA FAILED, iIN SEPTEMBER, TO MEET THREE
CLOSLLY INTERRELATED TE3TS OF THE NINE QUANTITATIVE
PERFORHANCE TARGETS 0F 1TS STANOY-8Y AGIEEMEMT WITH
THE INF, ACCORDING TO BDJ CALCULATIONS, HET
INTERNATIONAL RESERVES ‘MIR) WERE SHORT AND NET
DOMESTIC ASSETS 'HOR) WERE IN EXCESS OF THEIR
RESPECTIVE TARGET LEVELS CY THE EQUIVALENT CF U.S,
DOLS 23.6 HILLICH, FCREIGN OEBT PAYHEMT RREARS WERE
.S, DOLS 1.7 HILLiON <BOVE THE TiRGET LEVEL CF IERO
MOST OF THE KODEST MARGINS BY WHICH MET MIR AND 40A
HISSED THEIR TARGETS 1S ACCOUNTED 7OR BY THE INABILiTY
OF A, 1.D. TO FIND THE FInAaL DOLS 19 HILLION OF THE
DOLS 30 HILLION SUPPLEHENTAL FY £5 ESF GRANT THAT THE
UNITED STATES PLLDGED AT THE CARIBBEAN ROUP MEETING
LAST SUHMER. AFTER ADJUSTHENT FOR THAT SHORTFALL OF
RESOURCE INFLOWS, THE ACTUAL WDA LEVEL vAS 0.7 PERCENT
ABOVE THE 1ARGET CEILING aMD THE ACTUAL NIR MEASURE
WAS 0.3 PERCENT BELOW THE TARGET FLODR. AS A RESULT,
THE GOJ VAS UNABLE TD MAKE A DOLS 1) HILLION DRAWING
IN OCTCRER.

9. IN OROER TO KEEP THE STAMO-BY ALIVE, 4ND HOPEFULLY
DE ABLL TO MAKC THE OCTNBLR ORAWING, THE GOJ 15
SCERING A TECHNICAL VaIVEK. DISCUISIONS ARE BEING
HELD WITH THE IHF OM THE LUTINE RAMGE OF Oual 1TATIVE
AS WELL A5 9UaNTIIATIVE CLENENTS OF THE FROGRAM A3 SET
FORTH tH THE LETTEJ CF INTLNT SUBMITIED DY THE w0) AS

INCOMING
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PART OF ITS REQUEST FOR THE STAND-BY PROGRAM.  SUCH

DISCUSSICNS HAVE BEEN TAKING PLACE IR WASHINGTON aND

KINGSTON AND ARE EXPECTED TO CONTINUE THROUGH DECEHMBER

IN ANTICIPATICi! OF AN IHF BOARD MEETING ON THE WAIVER

IN HID JANUARY, 1956. SECURING THE WAIVER IS CRUSIAL

BECAUSE THE GOJ MUIT BE M COMPLIANCE WiTH THE IMF

PROGRAM WHEN THE SEHI-aNNUAL COMMERCIAL BANKER'S GROUF

HEETS ON JANUARY 15, 1986, OR 'T FACES SUBSTANTIAL

PERALTY INTEREST SURCHARGES.

10. WHEN HEWS OF THE IMF TEST PROBLEM CIRCULATED, ANC
ALSO BECAUSE OF THE TYPICAL WIDER SEASOMAL DIVERGENCE
BETWEEN NORMAL FOREIGNM SXCHAMSE SUPPLY LND DEMAND, THE
JAHAICAN OOLLAR FELL PRECIPITOUSLY AGAINST THE 4.5,
DOLLAR. THE PRICE OF THE U.3. DOLLAR® ROSE FRCH DOLS
5.85 IN THE LAST AUCTICH N CEFTEMEER TO OOLS 5,40 &
OCTGCBER 24. 1IN JUST LESS THAT QME MONTH THE PRICE GOF
U.S. DOLLARS HAD [NCRERZED (M ALMOST THE SARE
PROPORTION AS N THE PREVIOUS 31X MONTHS. AT PRICES
ABOVE J DTLS 6.33 E2ual US 20LS 1.00, CilEADLE
INCREASES IN THE LOCAL PRICES OF PETROLEUM @3CDUCTS
AND IMPORTED BASIC FCOOS woULO BE TRIGGEREO ACCIRDING
TO AGREEMENTS WITH THE IMF AND 1BRD

11, WITH THE 19857806 TOUYRIST SEASOM CLOSE AT HANO, &ND
WITH BITTER HEMORIES OF THE WIDELY PUBLICIZEOD STREET
DEMONSTRATIONS THAT HAD ERUPTED FOLLOWING THE JANUARY
1955 GASOLINE PRICE INCREASE, PRIME MINISTER SEAGA'S
GDVERNHENT HADE THE POLITICAL JUOGEMENT THAT [NCREASES
tH THESE SENSITIVE PRICES WERE CATEGORICALLY
UNACCEPTABLE.  (SERICUS DANAGE TO THE TQURIST

IHDUSTRY, WHICH EARNED 4.3, OCLS 363.0 MILLION IMf NET
FOREFGN EACHANGE M 1Y90s,43, WOULD INFLICT (ET FURTAER
DAMAGE ON THE EC3NOHY.) ACTING CN THIS JUDGEMENT,

UNCLASSIFIED
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ACTION AlD-00 ’ DISCIPLINED HONETARY AND FISCAL HANAGEMEMNT AND SERIOUS
--------------------------------------- 4emssesmecenauccecncuans STRUCTURAL REFORM, RATHER, HE HAS EMPHASIZED THE

INFO FILC-01 ARA-04 PPC-01 OECP-01 ECP-01 RPP-02 OAS-01 IHPORTANCE OF FLEXIBILITY TO ADJUST THE PACE OF FOLICY
PPA-0t 0CAR-01 OEP-02 JH-07 XLE-01 /018 A3 JP AND STRUCTURAL REFORHM TO EXTERMAL ECONOMIC CONDITIONS
------------------------------------------------ wemewsscccenn THAT PLAY A OOMIMANT ROLE IN THE LOCAL ECOMOMY BUT JRE

INFO LOG-00 COPY-D1 C{AE-0D E3-08 DODE-00 #RA-00 /083 W BEYOND THE “OQUNTRY'S CONTROL.

------------------ 035413 0322251 /68
14, EVIDENCE OF -HIS COHMITHENT TO THE ORIGINAL

0 0321311 DEC 85
OBJECTIVES OF HIS ECONOHIC RECOVERY PROGRAM IS

FH AHEHBASSY WINGSTOH

TO SECSTATE WASHOC IHMEDIATE 3475 ABUHDANT,  TWO CURRENT ACTIVITIES ZRE PARTICULARLY
STRIKING. FIRST, KIS COMPREHEMSIVE TAX REFORH PLOGRIM
UNCLAS SECTION 03 OF 15 KINGSTON 11859 IS HOW EXPECTED TO BECONE taW BY TAE £ND OF Jauu-Ry
1986. SECOND, HIS TECHMICIANS 3RE wOrriNG CUT VI TH
AIDAC, JOINT STATE/AID HESSAGE THE IHF A PROGR4R TO AJCURE THAT IMPORT DEMAND 1%
R SUFFICIENTLY COMPRESSED THROUGH “OMETARY POLICY iF
STATE FOR A10/LAC ADDITIONAL RESOURCES QRE 'OT FORTHCCHMING, THIS Yi[.
COHFENSATE FOR THE POTENTIAL EYCIZS JEMAND 4330C1AIED
E.0. 12356: N/A WITH HIS NEW POLICY STRiCE WHTH REZPECT 7O THE
TAGS: cFiN, EAID, ECON, JH EXCHANGE QATE ND BASIC Z2MMGDiT( PT1CEZ,  wf 13 4L2D
SUBJECT: PROGRAM &331STANCE APPROVAL DOCUMENT (PAAD) HOVING ST .20LY FOAWARD 1 "WE 2RE43 OF 1HYESTHELT
FOR FY 36 ESF GRANT TD JAHAICA PROMOTIGH, DEREGULATICHN, <nD TESPONSIELE €1535aL
HANAGEMENT. THE “FRESH LCON", THEREFORE, 1§ HCT
SEAGA ORDERED THE BANK OF JAMAICA TO PUT EXTRA FUNDS PERCEIVED BY SEAGA AS A ZEARCH FOR & LESS 2PEM OR LESS
INTQ THE AUCTION /PwRT OF THE FUNDS USED FOR THIS DISCIPLINED ECONOMIC SYSTEM, BUT FCR A POLICY SET THAT
PURPOSE WERE DIVERTED FROM 3CHEDULED DEBT PAYHENTS, CAN PURSUE THOSE GOALS wITHOUT I THE PROSESS INCITING
IHCLUDING AMOUNTS OQUED TO THE iMF. PROCEEDS FROH THE SOCI0-POLITICAL RESPONSES THAT RENDER THE WHOLE
SALE OF FOREIGN REAL ESTATE OWNED BY THE GOJ WERE ALSO PROCESS COUNTERPROOUCT!VE,
PARTIALLY ALLOCATED TO THE FCREIGN EXCHANGE AUCTION),
FUMDS AVAILAELE TO THE AUCTION HAD BEEH AVERAGING U, S. 15, SEAGA’S "FRESH LOOK", HOWCVER.IT IS FLESHED QUT 8Y
DOLS 2.5 TO 00LS 3.0 HILLIOM, ON OCTOBER 29 THE THE IHF/IBRD/AID TEAN, WILL HAVE TC 6E A CARZFUL
AUCTION FUND WAS U.S. DOL3 3.0 NILLION AND ON OCTOBER BALANCING ACT. ON ODNE SIDE 15 THE PRECIPICE OF
31, U.S. DOLS A HILLIOM WERE SUPPLIED. THESE WERE POLITICAL DISCOMTENT THAT COULD DISRUPT THE TOURIST
FOLLOWED M SUCCESSION BF TUPPLY LEVELS OF DOL3 9 PHDUSTRY A2 VELL wd FORCiull 15 7ESTHMENT, O THE CTAZR
HILLION, 3CLS 2.3 MILL:ON, SCLS 6.0 HILLION AND §2LS SIDE 1S THE EQUALLY DANGERCUS PRSCIPICE OF RUPTURE
4.0°HILLION, THE BACKLOG OF DEMAND WAS CLEAREDL OUT WITH THE FUND AKD A CASCADE OF DEBT DEFAULT,

AND THL RATE FELL QUICKLY TO J DOL3 5.30 EQUALS U.S.
DOLS 1.00 AND HAS REMAINED THERE FOR TRE PaST FIVE
AUCTIONS, SEAGA 4AS DECLARID PUELICLY THAT J 00LS
9.90 1S A PRICE THAT MAnE3 JuHAICAN EAPORTS
COMPETITIVE AND JAMAICAN LABOR COST5 ATTRACTIVE T0
INVESTORS, AND THAT HE JHTENDS TO HOLO THE PRICE AT
THAT LEVEL. HOST OBSERVERS AGREE THAT COMPET!TIVENESS
IS ACHIEVED AT § DOLS 5.50, ALTHOUGH THE DEMAND IS
STILL HIGA FOR U.5. DOLLARS.

12, SIMULYANEQUSLY WITH RIS IMTERVENTIONS IN THE
AUCTION, SEAGA ACKNOWLEDGED THAT THYS COURSE IS NOT IN
KEEPING WITH THE TERMS OF THE tHF STAND-BY AGREEHEMT.
TO DEAL WITH FHIS 4E UROTE TO INE HANAGING DIRECTOR OF
THE IMF PRCPOSING THAT THE THREE PRINCIPAL DONORS,

INF, 1BRD, AHD &, 1.D., 3SENC A JOINT, HIGH LEVEL TEAH
TO JAHAICA TO REVIEW THE ECCNCHIC SITUATICN AND TAKE A
“FRESH LOCK™ AT THE KIND OF POLICY PROGRAH THAT WOULD
BE APPROPRIATE FOR A COUNTRY [N JAMA!CA'S
CIRCUMSTANCES. HIS POSTURE H43 BEEN 60LD akD
AGGRESSIVE, AND WE HAS STATLO PUBLICLY THAT IHF-TYPE
PRUGRAHS HAVE MO SUGCESSFUL TRACKh RECORD AND ARE LONG
OVEROUE FOR SOHE RE-THINKING. CEAGA'S HOVE CAN
ESSENTIALLY BE INTERPRETED AS FORCING THE IMF TO
REVIEW ITS FRESENT NEGATIVE EFFECT ON THE BALANCE OF
PAYRENTS: SCHEDULED REPAYMEMTS 10 THE FUNO TOTAL V.S,
DOLS 97.0 HILLION IN JFY 35,56 4ND V. 5. 0OLS 123.7
HELLION 1K 1956707, WHILE POTENTIAL STAND-BY DRAWINGS
ARE ONMLY U.5. OOLS 77.6 NILLION AHO U.5. DOLS 93.2
HILLION RESPECTIVELY. WMAT SEAGA UANTS 15 & LESS
UNFAVORABLE REPAYHENT SCMEDULE ANL EASIER TERMS
{COND I THORALITY) FUR MARING THL DRAVINGS.

1. SCAGA*S PUDLIC POSITION SHOULD NDT BE TAKEN AS A
STATINENT THAT HE HAS ABANGONED TNL FRINCIFLES OF

UNCLASSIFIED L



UNCLASSIFIED
Department of State

PaGE 01 KIKGST 11859 04 OF 15 0321592 1297 ARAT7GS

ACTION A{D-00

INFO FILE-01 ARA-04 PPC-B1 ODECP-01 ECP-01 RPP-02 OAS-Ot
PPA-81 OCAR-01 DEP-02 JM-02 XLE-O1 /018 A2 JP
INFO LOG-00 COPY-01 CIAE-08 EB-08  DODE-O0 ARA-00  AMAD-O1
/010 ™
------------------ 835431 0322142 /62-3§
0 0321312 DEC 35
FM AHEMBASSY KINGSTON
10 SECSTATE WASHDC IMMEDIATE 1475

UMCLAS SECTION.O4 OF 15 XINGSTON 11853
AIDAC, JOINT STATE/AID HESSAGE
STATE FOR AID/LAC

E.0. 12356: NW/A

TAGS: EFIN, EAID, ECOH, JH

SUBJECT: PROGRAM ASSISTANCE APPROVAL DOCUMENT iPAAD)
FOR FY 36 ESF GRANT TC JAHAICA

)1, AKALYSIS OF CURRENT JAMAICAN ECOROMIC COKOITIONS
A, THE ECOROMIC BACKGROUND

16, OVER THL PAST FIVE YEARS, THE JAMRICAN ECONOMY HAS
UNDERGONE SOHME OF THE MOST WREMCHING STRUCTURAL AND
POLICY CHANGES EVER UNDERTAKEN 8Y a DEHOCRATICALLY
ELECTED GOVERMENT 1M 30 LITTLE TINE. UPON AS3UMING
OFFICE, PRINE MINISTER SEAGA TOOK THE HELM OF AN
ECONDMIC 3r3TeM THAT, nAD BEEN TURNED N inE OIFECTION
OF A CENTRALLY PLANNES, I0C1ALICT MCOEL. !N THE
PROCESS OF TAKING THaT OIRECTIOM, PARTICUL4RLY AT A
TIME WHEN THE O!L PRICE INCREASES WERE ADMINISTERING A
SEVERE SHOCK TQ THE ECOMOMIC SYSTEM, THE JAHAICAN
ECONOMY MAD SUFFERED & 25 PERCENT FEDUCTIQN IM PSR
CAPITA INCCFE IN & LITTLE LEZS TWaM » JECACE, HAD SEEN
LNEMPLOYMENT JUMP TO 23 PERCENT, HAD EXPERIENCEQ A
HEMORRHAGE CF HUMuh AND FINANCIAL CAPITAL, ANO WAS
PLAGUED WITH “HCRTAGES OF GOODS ~ND JERVICES AND
RAMPANT [NFLATION, THE JAMAICAN CURRENCY HAD BECOME
SERIQUSLY OVER-VALUED WHILE FEGGED AT J DOLS 1.73 TO
THE U.S. DOLLAR, WHILE ITS VALUE IN JAMAICAN GOODS AND
SERVICES WaS RAPIDLY ERODEQ BY PRICE INFLATION AND
*PRINTING PRESS "FINANCING OF A BLOATED PUBLIC SECTOR
PAYROLL, THE MACROECOMOMIC CONSEQUENCE OF THE POLICY
SET THAT Wac 1N PLACE WHEN SEAGA TOCK OFFICE WAS THAT
PRODUCTIVE IMVESTHENT ANO EMPLOYHEMT, 3JAVING, AaND
EXFORTS WERE CUBJECT TO SEVERE DISINCENTIVES, WHILE
EXCES3IVE COUSUMPTICN ANO 1MPCRTS WERE REINFORCED BY
PROFLIGATE NMONETARY AND FISCAL HAMAGEMENT.

17, AGAINST THIS BACKGROUMD THE SEAGA GOVERNMENT
EMBARMED UPCN AN SCONOMIC RECQUERY PROGRAM, THE FIRST
TASK OF WHICH WAS TO ARREST THE RAPID CONTRACTION OF
REAL PRODUCTION aND LIKEWISE THE SQUALLY RaPtD
EXPANSION OF GGGRESATE DEMAND., FOLLOVING THE EXPECTED
STABILICATION OF THE ECCNOMY WOULD COME THE LOMGER
TERM ANO HMORL OIFFICULT CHANGES REQUIRED TO tNDUCE NOT
CNLY IMCREASCS !N REAL PRCOUCTION, BUT SIGNIFICANT
CHANGES N 175 COMPOSITION, PRODUCTION FOR EYPORT WAS
EYPECTED TO RESPOND TO THE CORRECTION OF POLICIES THAT
PENALIZED EYPORTS AND SUBSIDIZED BOTH IMPURTS AND
FRODUCTION FOR LOCAL MARKETS. FRIVATC IMVE3TORS WERE
ENPECIED 10 RECFOND FOSETIVELY T THE SHrT 10 A
POLICY EHVIKCUMLNT MORL NOSPITABLE 1O THE PRIVATE
SECTOR.  INCREASEN PRODUCTIVE ACTIVITY 1N THE PRIVATE
SECTOR WAG ENPECTLD TO CREATE JODS OHAT COULD SBSORB

INCOMING
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UMEMPLOYED WORKERS AND WORKERS RELEASED FROM THE

GOVERNMENT PAYROLL.

18. MULTILATERAL AND BILATERAL DONORS--MOST
IMPCRTANTLY THE INF, IBRD, AND A.i.D.~-PRCVIDED
FINANGIAL AND TECHHICAL SUPPORT FOR THE FROGRAM, <O
THAT THE ADJUSTHEMTS COULD BE PHASED IN SHOOTHLY.
THROUGH THIS SUPPORT, FOREIGN EXCHANGE WOULD EE
AVAILABLE TO ACQUIRE THE RAW MATERIALS AND CAPITAL
GOODS NEEDED TO EXPAND PRODUCTION, AS WELL AS CONSUMER
GOO0DS TO RE-STCCK EMPTY SHELVES. THE DOHORS, 1Y
EFFECT, AGREED TO LEND AGAINST THE INCOHE EXPECTED TO
BE GENERATED FROM A SUCCESSFUL ECQMCHMIC RECOVERY
PROGRAH,

19. 1M SPITE OF THE APPEAL OF THE HEDIUM AND LCNG TERN
OUTCOME AS DESCRIBED 4BOVE, !7 WAS RECCGNIZED BY ThE
GOVERNMENT OF JAMAICA (304} AKD THE DONORS ALIFE THAT
THE SUCCESS OF TME PROGRAM WOULD DEPIND CN I JBILITY
AND WILLINGHESS SF THE JARAICAN PECPLE TO ACIEFT TCME
PAINFUL CHANGES. PRICES OF IMPORTED GCCDS MAD BEEM
HELD ARTIFICIALLY LOW BY A COMBINATION OF &AM
OVER-VALUED EXCHANGE RATE AND GOVERNHENT IMPOSED
DOHESTIC PRICE CONTROLS, THIS ENCOURAGED
OVER-CDNSUHPT10M ALD EXCESIIVE USE OF ZCARCE FOREIGN
EXCHANGE, AHD CLEARLY COULD NOT BE SUSTAINED

INOEF ENITELY. MANY INEFFICIENT LOCAL [HOUSTRIES HaD
BEEN PROTECTED AGAINST EXTERNAL AND OOMESTIC
COMPETITION, AND WERE BENEFICIARIES OF COST SUESIDIES
VIA THE OVER-YALUED JAMAICAN CURRENCY. THESE WOULD
HAVE TO ADJUST AND MAKE THEMSELVES MORE EFFICIENT, OR
FAIL., THE DESIRED EXPANSION OF THE RELATIVE RCLE OF
THE PRIVATE SEICTCR Il Tng ECUNONT wOULD REQUIRE THAT A
LARGER SHARE OF TCTAL RESCURCES BE ZHAMMELLED TO THAT
SECTOR. THIS WOULD REQUIRE TRIMMING THE PUBLIC
SECTOR'S SHARE THROUGH REDUCTIONS 1t GOVERNHENT

UNCLASSIFIED
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ACTION AID-20 RESISTED THE INEVITABLE DEVALUATIONS DICTATED BY
-------------------------------------- 4ecmsmeseseoneceaco-e-aoo MARKET FORCES. PUBLIC EXPENDITUSES WERE T00 SLOW TO

BE REDUCED. MEVERTHELESS, WHILE THE OPTIMUM FACE AND
PATTERN OF ADJUSTHENTS IS ALWAYS OPEM TO DEBATE, THERE
CAN BE NO DOUBT THAT THE PROFILE OF ECONOMIC POLICY
HAS CHANGEO RADICALLY AND 1N THE DIRECTIONS
ESTABLISHED AS APPROPRIATE BY THE GOJ AHD THE DOMORS
AT THE QUISET OF THE ECOMNOMIC RECQVERY PROGRAH.
CRITICAL ELEMENTS OF THE ADJUSTMENTS ARE AS FOLLOMS:

INFO FILE-0) ARA-04 PPC-01 DECP-01 ECP-01 RPP-02 OAS-81
PPA-01 OCAR-01 DEP-02 JH-01 XLE-O1 /618 A3 JP
INFO L0G-00  COPY-01 CIAE-00 €B-08  DOOE-00 ARA-30  AMAD-01
1010 W
------------------ 035514 0322182 /62-38
0 0321312 DEC 35

FH AHEHBASSY RINGSTON
TO SECSTATE WASHDC I1MMEDIATE 3477 - (1) EXCHANGE RATS, THE FIXED EXCHANGE RATE

- REGIME HAS GEEN ABOL!ISHED AND THE RATE 1S 0V
UNCLAS SECTIOM 0S OF 15 KINGSTON 11353 - ESTABLISHED AT TUICE-VEEKLY AUCTIONS

- CONOUCTED BY THE BANK OF JAMAICA, THE LCCAL
AIDAC, JOINT STATE/AID MEISAGE - CURRENCY PRICE OF OME uS DCLLAR HAS INCREASED
- 209 PERCENT, FROM J DOLS 1.73 i NOVEMBER
- 1960 10 J DOLS 5.30 il NOVEMBER 1333, WHILE
- THE GOJ IS TRYING TO STiBILIZE THE AATE ~7 THE
- VERY COMPETITiVE 0arE OF ! JCL5 3.33, TuE
- CONTINUING EXISTELCE OF ThE AUCTICN SYCTEM
SUBJECT: PROGRAH ASTISTANCE APPROVAL DOCUMENT PAAD) - HEANS THAT TO 20 20 *T MUST PUT 1IN ENOUGH

FOR FY B85 EGF GRANT TO JAMAICA - DOLLARS TO EFFECT!VELY SATISFY OEMuHD. THUS
- IT STILL RETAINS AN IHPORTANT R0LE

STATE FOR A10/LAC

£.0, 12356 N/4
TAGS: EFIN, €A10, ECON, JN

EXPENDITURES, PROJECTS, AND EMPLOYMENT,
- (2)  GOVERNMEMT FINANCE. THE OVERALL

20. I THE SCENAR!O AGREED TO BY THE GOJ AND THE - GOVERNMENT BUDGET QEFICIT HAS DECLINED FROH
DOMORS, THESE CHANGES WOULD BE ENACTED (N AN - 17 PERCENT OF GDP N JAMAICAN F!3CAL YEIR
ENVIRONHUNT OF E-PANBING REAL OUTPUT AND RESOURCE - 13960/81 TO 7 PSRCEMT 1N 1984/35. A FURTHIR
AVAILABILETY,  COMSEQUENTLY, WHILE THEY WOULD - REDUCTION IS ON TRACK FOR 1985/35. BANK

KECESSARILY INVOLVE POCKETS OF HARDSHIP, THESE WOULO -

DE EASED BY THE GROWTH 1N THE ABSOLUTE SIZE CF THE
ECONOHIC PIE.

21, AS 13 HOW WELL UNDSARSTCSO, THE QRIGINAL SCENARIO
TURNED OUT TO BE UNDULY COTIMISTIC. FIRST, A RNBUST

FINANCING OF THE DEFICIT N 1984735 WAS Ml
- COMPARED TO 59 FERCEMT N 1930/81.

- (3} PUBLIC >tiiSR #wYROLL, THE PuBLIC
- SECTCR PAYROLL REACHED H SEAK THAT HAS BEE:
- ESTIHATED AS HIGH AS 133,800 WORKERS M

RECOYLRY GF THE WOILD MARKET FOR DAUXITE AND alUNINA - 1980. THIS HAS BEEN REDUCEO SIGHIFICANTLY
WAS ANTICIPATED ti THE ORIGINAL PROGRLH--INDEED IT WAS
THE KEYSTQME CF THE PLAN.  THIS 1D NCT OCCUR.  ON THE
CONTRARYT, QAUXITE 2% ALUMINA AA5-J1ATUALLY CCLLAPSED
AS JAMAICA'S REY TCREIGN EXCHAMGE ESRNER.  THIS
SHORTFALL OF FOREIGHN EXCHANGE INFIOWS HAS HAD AN
IHPACT ACROLS ALL SECTCRS CF THE ECO'OMY QUE TO THE
RELIANCE OF VIRTUALLY EVERY SECTOR Gl tMPORTED

INPUTS.,  THE SCENARIO WAS CHANGED FROHM GNE N wHICH
THE VARIOUS CECTORS WERE YY (NG IH HEKLTHY COHPETITION
FOR BIGGER SLICES OF & GROWING PIE, TO OME 1M WHICH
EACH SECTOR 15 DESPERATELY 3SCRAMBLING TO SURVIVE IN
THE FACE GF INCREASING RESOURCE REQUIREMENTS AND
DECLINING RESOURCE &¥AIL=BILITY. THUS THE PAIN
ASSOCIATED VITH CHARNGES M THE STRUCTURE OF ECOMONIC
ACTIVITY 1S HADE MORE ZEVERE BY A REDUCTION M THE
ABSCLUTE LEVEL OF alTV.iTv.  EACH ZECTOR, 1nCLuDING
THE PUBLIC SECTOR, WAS REZISTED VIGIRCUSLY THE EM5UING
PRESSURE TQ REDUCE ITS CLAIMS AGAINST IHCREASINGLY
SCARCE RESQURCES PRQJECTS AND PROGRAMS THE VIABILITY
OF WHICH DEPENDED Of YHE EXPRNOING ECONOMY SCENARIO,
WERE NOT TRIMMED S RAPIDLY AS RFSOURCE AVAILABILITY
CONTRACTED.

22. IN SPITE OF THE DRASTIC DIFFERENCE BETWEEN THE
ACTUAL ECOMOHIC ENVIRONHENT OURING THE SEAGA
GOVERMHENT 5 TENURE aMD THE ENVIRONMENT ORIGINALLY
ANTICIPATED, THE REQUIRED STRUCTURAL ADJUSTHINTS ARE
THE SAHME. IN CERTAIN AREAS, THE SEAGA GOVERNMENT
ORAGGED TS FEET 3INO, GNDOUBTLOLY, SHIFTED oM
INORDINATE SHARE OF THE BURDEN ONTO THE PRIVATE
PRODUCTIVE SECTURS. DIVLSTHLNT WAS NOT AGGRESSIVELY
PURSUED AS A S0URCE OF FUNDING FOR RECEDED
INFRASTRUCTURE IMFROVEMENTS.  THE OVER-VALUATION OF
THE JAHAICAN DOLLAR COMTINUCD TOO LONG A3 THF 40J

UNGLASSTFIED \¢
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INFO FILE-01 ARA-G4 PPC-01 DECP-01 ECP-81 RPP-02 OAS-01
PPA<J1 ODCAR-01 OEP-02 JH-02 XLE-O1L /018 A2 JP

DODE-00 ARA-00  AHAD-01

INFO L0G-0¢ COPY-01 CIAE-00 EB-08
/010 v
""""""""""" 035577 @322181 /62-18
0 0321312 OEC 85
FH AMEMBASSY HKIKGSTON
70 SECSTATE WASHOC IMMEDIATE 3478

UNCLAS SECTICIL 05 OF 1S KINGSTON 118%9
AIDAC, JOINT STATE/AID HESSAGE
STATE FOR ALD/LAC

€.0. 133%6: N/A

TAGS: EFIN, €A1D, ECCHN, UM

SUBJECT: PROGRAM ASSISTANCE APPROVAL DOCUMENT (PaaD)
FOR FY 86 ESF GRANT TO JAMAIZA

3
- AND, IM THE PRESENT FISCAL YEAR ALONE, THE
- GOVERNMENT ESTINATES THAT 7,000 #00(TI0NAL
- PUCLIC SECTOR JOBS WILL BE ELIMINATED

- (4} PRICE CONTRCLS. Il {983, 60 ITEMS WERE
- SUBJECT TO GOVERMMENT PRICE CONTROLS. BY

- NOVEMBER 1985 THE NUMEER OF ITEHS SUBJECT T0
- PRICE CONTROLS HAD BEEM “EQUZED T0 3,
- ALTHOUGH PERCENTAGE MARX-UPS ON HEY
- COMMODITIES ARE STILL REGULATED. ThE
- PRICL CF GASOLINE HAS RISEN 263 PERCENT FROM
- J 00LS 3 PER GALLON IM 1932 TO J DOLS 10.90
- AT PRESENT. THE COST OF A MARKET BASKET OF
- BASIC FOOOS CONSUHED BY 1.OW 1NCOME FAMILIES
- {J DOLS SO PER WEEK 0% LF3S) 1IN DECEMBER
- 1380, IHCREASED FROM J DULS 20 TO J DOLS 47
- FROM DECEMBER, 1353, TO AUGUST, 193S.

- () QUANTITATIVE 1MPORT RESTRICTIONS. N

- 1980 ALL IHPORTS REQUIRED LICEMSES, AND 364

- TARIFF ITEMS WERE SUBJECT TO QUANTITATIVE

- LIMITS, 1N NOVEHBER, 1985, ALL BUT 76 ITEHS
- STILL SUBJECT TO EXPLICIT QUANTITATIVE

- RESTRICTIONS WERE REMOVED ANO CHLY 160 1TENS
- REMAIHED SUBJECT TO LICENSING. MAH{ OF THESE
- WERE ITENS SUCH A3 FERTILIZERS, EXPLOSIVES,

- AKD PHARMACEUTICAL PRODUCTS

- (6)  AGRICULTURAL COMMODITY BOARDS. BANANAS,
- SUGAR, COFFEE, CITRUS, PINENTO, CACAD, AND

. COCONUTS HAVE TRADITIONALLY BEEN GROWN AND

- HARKETED UNOER RIGID REGULATION 8Y GOVERMMENT
- CONTROLLED COMMOOITY BGARDS. THE FIRST FOUR
- KAVE BEE!N SUBSTANTIAILY CECONTQGLLED COMPARED
- TO THE!R SITUATION FOUR YEARS AGO. FURTHER

- REGULATORY FLFORMS ARE MEEDED aND ARE UNOER

- REVIEW. MNEVERTHELESS, THE STEPS THAT HWAVE

. BEEN TAKEM ARE SIGNIF GANT AND ARE REFLECTED
- IN POSITIVE IHPROVEMENTS !N CO3T aND EARNINGS
. PCRFORNANCE. FOR FYANPLE, BANANA PRODUCT|ON
- FOR EXFORT 15 RECCVERING R4PIOLY. 5SUGAR

- ACREAGE 15 REING REDUCED IN FAVQR OF WINTER

- VEGETABLES AND OTNTK €2PORTS UNOLR THE AEGIS
- OF AnRO (1 PLAMEOYNGS OF COFFEE Huve

. " INCREASED SUBSTANTIALLY. NLW EXPORT MARRETS
. HAVE BEEN FOUND FOR JAMAICAN C1TRUS.
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(1) DIVESTHENT OF STATE ENTERPRISES. EARLY
IN THE SEAGA GOVERHNHENT'S ECONOMIC RECOVERY
PROGRAM, THE GOVERNMENT BEGAN TO SHED THE
THE OPERATION OF ESSENTIALLY COMMERCIAL
ENTERFRISES, PARTICULARLY TOURIST
FACILITIES, WHILE LEASES AND MANAGEMENT
CONTRACTS WERE MORE CFTEM EMPLOYED THaN
OUTRIGHT SALE, THESE ENTITIES WERE BRCUGHT
UNDER THE DISCIPLINE OF MARKET FORCES
AND THE NECESSITY TO FUNCTION 4S PROFIT
SEEKING BUSINESSES. AFTER A SUBSEQUENT
PERIOD OF RELATIVE INACTIVITY, THE CIVESTMENT
(OR AS THE GOJ PREFERS, THE "PRIVATIZaTION™!
ACTIVITY HAS BEEN REVITALIZED, TEN
ENTERPRISES HAVE BEEN OJVESTED SINCE 1934
ELEVEN MORE ARE Il THE NEGOTIATION STSGE OR
DIVESTHENT, AND TUENTY-OWE HORE MRE H-viIMNG
THEIR FINANCIAL 3TATUS REVIEWED AND §
UP TO DATE FOR EXRLY DIVESTMENT. a7
PROPOSAL BY PRIME MINISTER SEASA TO PL
ALL OTHER STATE OWNMED ENTERPRIGES INTD 2
HOLDING COMPANY WHOSE EQUITY SHARES WOULO (N
TURN BE OFFERED TO THE PUBLIC, I35 OV BEING
FORMALLY EVALUATED. IT IS MOT, 1IN OUR VIEW,
PROMISING, N0 WE DOUBT THAT THE FEAS!IBILITY
STUDY WILL SUPPORT THE CONCEPT. THIS
ACTIVITY 15 HIGH Ol THE AGENOA OF DISCUSSION
TOP{CS BETWEEN USAID AND THE GOJ FOR FURTHER
ACCELERATION OF THE PROCESS.

(8)  INVESTHENT PROMOTICH. MEASURES 4AVE
BEEK ADOPTED TO FACILITATE THE PROCESS OF
ELICITING Afll APPROVING PRIVATE 1HVESTIENT
PROPOSALS FROM BOTH DCONMISTIC ANO FCRE!GH
INVESTORS, YET CONTINUED GROUSING BY ACTUAL
#ND POTENTIAL INVESTORS SUGGESTED THE MEED
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INFO FILE-O1 ARA-O4 PPC-01 DECP-O1 ECP-01 RPP-02 O0AS-01
PPA-01 OCAR-01 DEP-02 JM-02 XLE-01 /018 A3 JP

INFO LOG-00 COPY-01 CIAE-00 EB-08 DODE-00 ARA-00  AHAD-Ot

010 v
---------------- 035610 0322207 /62-37
0 0321312 DEC 85
FH AHEMBS™SY KINGSTON
TO SECSTATE WASHCC IMMEDIATE 3479

UNCLAS SECTION 07 OF 15 KINGSTCN 11859
AIDAC, JOINT STATE/AID MESSAGE
STATE FOR AID/LAC

E.0. 12356: N/A

TAGS: EFIN, EAID, ECGH, JM

SUBJECT: FROGRAM ASSISTANCE APPROVAL DOCUMENT (PAAD)
FOR FY 86 ESF GRANT TO JAMAICA

- FOR A REVIEW OF THE PROCEDURES. AGCORDINGLY
- THE GOVERNHENT'S JAMAICA NATIONAL IMVESTHENT
- PROHOTION (JNIP) AND THE U.5.G. TE&H IN

- JAMAICA COLLABORATED IN A SURVEY RESEARCH

- PROJECT TO LEARM OF THE ACTUAL EXPERIENCES OF
- FIRMS 1N THE PROCESS. THE RESULTS OF THE

- SURVEY WERE PREZENTED TO PRIME MINISTER SEiLGA
- WITH RECOMMENDATIONS FOR STREWMLINING THE

- PROCESS. AS A RESULT, AN INTER-AGENCY

- COHMMITTEE HAS BELN FORMED WHO 3 CHAIKED 8Y

- THE PRIME MIMISTER. THE SOMM!TVEE MEETZ

- WEEKLY AND OEALS PROHPTLY ANO EFFECT!VELY IN
- INSTANCES N WHICH THE GOVERNHENT'3 STRONG

- PRO-FNVESTHENT POLICY 1S BEING BLOCKED BY

- BUREAUCRAT'C OBSTACLES. INIP YAS AL30 BEEM

- EMPONERED 70 FLAC w STRONGER FACILITATIVE

- ROLE, HORE DIFFICULT STUMBLING ELOCKS, MOST
- NOTABLY CUSTOMS AOMINISTRATION, ARE UNOER

- REVIEW AT PRESENT, AND MANY WiLL BE ADORESSED
- IN RADICAL AOHINISTRATIVE AND INSTITUTIONAL

- REFORHS THAT RRE EXPECTED TO BE ADOPTED BY

- THE  END OF CALEMOAR YEAR 1985. SIGHIFICANT

- RESQURCES AND CLOSE ATTENTIDN FROM THE

- HIGHEST LEVELC OF GOVERNMENT wRE BEING

- FOCUSED ON THMIS PRIORITY ACTIVITY, CORPORATE
- TAX REFORH MEASURES, PROPOSED BY THE SYRACUSE
- URIVERSITY GROUP, WILL ALSO PROVIDE

- SIGHIFICANT INCENTIVES TO [NVESTMENT N THE

- FORM OF 'MNECIATE ZXPENSING OF IHVESTHMEMT AND
- REMOVAL OF DISCRIMIMATORY TREATMEMT CF EGUITY
- AS OPPOSED TO DEBT,

- (9} TAX REFURH, A TEAM OF TAX CONSULTANTS, .
- FUNDED BY USAID/J, HAS RECEMTLY COMPLETED A

- TWO AND ONE-HALF YEAR COMPREHENSIVE TAX

- REFORM STUDY. THE RESULTS 4ND

- RECOMHENDATICHS HAVE BEEN PRESENTED TO THE

- GOVERNMENT. AS PART OF HIS STRATEGY TO 3ELL
- THE TAX REFORM TO THE PUBLIC, PRINE HINISTER
- SEAGA THEN APPOINTED 4 PRIVATE TAX 3TyoY

- COMMATTEE CCHrRISEQ OF RTSPECTED ' EADERS OF

- TRADE UNIONS, THE PRIVATE SECTOR ORGUMIZATION
- OF JAMAICA (PSOJ), THE CHARTERED ACCOUNTANTS
- ASSOCIATION, THE DaR aLS0CIATION aND PUBLIC

- INTEREST ORGARIZATIONS. THIS COMMITICE WAS

- CIHARGED WITH FESPONSIBILITY FOR STUDYING THE
. REPORT AND RECOMMENUATIONS AMD RETURNING WITH

UNCLASSIFIED
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ITS OWN RECOMMENOATIONS FOR ACTION. ThE
COMMITTEE HAS COMPLETED 1TS WCRK ON THE
PERSONAL INCOHE TAX, AND HADE ITS
RECOMMENDATIONS FOR SWEEPING CHANGES. THE
PRINCIPAL CHARACTERISTICS OF THE CHANGES “HEY
HAVE RECOHHENDED ARE (A) A FLAT RATE OF 35
PERCENT, ON INCOMES OVER JOOLS 7,530 SO THat
TAX ON INCOHES ABOVE THE EQUIVALENT OF u.3
DOLS 2,545 IS REDUCED BY APPROXIHATELY ¢
PERCENTAGE POINTS aND THE LOWEST 1NCONE
EARNERS ARE RELIEVED FRCHM INCOME TAXATICH
ENTIRELY; +B) A SIHPLIFiCATION OF THE 3YSTIM
OF EXEMPTIONS aND CREOITZ 8Y ALLOWING 6LL
TAXPAYERS FIXED EXEMPTICHS; 4ND €} FOCUSES
ADHINISTRATIVE RESOURCES O BRINGING T2
EVADERS ONTO THE TAX ROLLS. THE JOYERMMENT
INTENDS TO HAVE THE NEW SYSTEM APPROVEC LV
PARLIANENT BY ThE END CF JANUARY, 133, WiTH
AN EFFECTIVE DATE QF JAnURRY 1, '936. THE
CHANGES THE GCVERNMENT PIOFOSES COULD REDLZE
TAX COLLECTIONS BY AS MUCH aS J JOLS 200
MILLION N THE FiRST YEAR. TAXES ON IKTERZST
INCOHE, AN UP-DATED PROPERTY TAX ROLL anp
IMPROVED ENFORCEMENT WiLL PARTIALLY HAKE u?
FOR THE LOSS. GIVEN THE GOJ'S COMMITHENT TO
HEET THE TARGET PEDUCTICNS IN THE FISCAL
JEFICIT AS AGREED WITH THE IMF, COMBINED WITH
THE ORASTIC REDUCTION 1N REYEMUE FROM THE
BAUXITE LEVY, THE Tax REFORM WE EXPECT TQ BE
IMPLEMEMTED WiILL BE ONT 07 THE nHOST
SIGNIFICANT STRUCTURAL REFORMT (ET AQOPTED
INDEED, WE COMSIDER 1T TO BE CF THE SAFE
LEVEL OF INPORTAHCE AS THE Fihiae FREEIMG
OF THE PRICE OF FORE!IGN EXCHANGE N THE
AUCTION, WHiCH OCCURRED A YEAR AGO,
AGCORDINGLY, JUST AS THAT CHANGE WAS
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ACTION A1D-00 AVAILABLE TO FINANCE IMPORTS AND TO BUILD
-------------------------------------- beescsesadesotuanoaoan. INTERNATIONAL RESERVES. IN JUNE, 1985, THE ESTIHATE
INFO FILE-D1 ARA-04 PPC-01 OECP-01 ECP-01 RPP-02 0AS-01 WAS REVISED OOWNWARD TO U.S. 0OLS 1,178 MILLION
PPA-0! OCAR-01 DEP-02 JH-02 XLE-O1 /018 A2 JP SIMILARLY, JUNE, 1963, ESTIMATES BY THE BOJ AND THE
--------------------------------------------------------------- IMF PROJSCTED U.S. DOLS 1,345 MILLION N IMPORTS AND
INFO LOG-00 COPY-01 CIAE-00 EB-08 DODE-08 ARA-C0  AMAD-01 RESERVE IMPROVEMENT FOR JFY 1983/34. THE ACTUAL
/010 W QUTCOME SHOWED 'HPORTS OF ONLY DOLS 1,265 HILLIOM ANO
------------------ 835670 0322221 /62-38 A DOLS 312 MILLION DECLINE IN NET INTERMATIONAL
0 0321317 DEC 85 . RESERVES., THUS IT IS HAROLY SURPRISING THAT UPWLROD
FH AMEHBASSY KINGSTON MOVEHENTS OF THE PRICE OF FOREIGH EXCHANGE HAVE FAIRLY
TO SECSTATE WASHDC IHHEDIATE 3430 CONSISTENTLY EXCEEDED EXPECTATIONS, THE COUNTRY W33
LITERALLY EXPERIENCED SUCCESSIVE REDUCTIONS N T8
UNCLAS SECTION 05 OF 15 KINGSTON 113%% REAL WEALTH. [N THE 2BSENCE OF aN IHFUSIOM OF
ADDITICHAL RESOURCES THEREFORE, REAL IPPOVERISHMENT,
AIDAC, JOINT STATE/AID HESSAGE IH THE AGGREGATE, IS INESCAPABLE. NO ALOUNT CF
JAHAICAN ECONOMIC POLICY ADJUSTHENT CAN ALTER THAT
STATE FOR A1D/LAC HARSH FACT IN THE MEAR TERM.
E.0. 123%6: N/A 26. THE POLITICAL HECESSITY, AS PERCEIVED BY PR|ME
TAGS: EFIN, EAID, ECON, JM MINISTER SEAGA AND BY EMBASSY/USAID, 1S TO PREVENT THE
SUBJECT: PROGRAM ASZISTANCE APPROVAL OCCUHENT (PAAD) BURDEN OF THE AGGREGATE COMTRACTION FROHM FALLING
FOR FY 86 ©SF GRANT TO JAMAICA IHORDINATELY HEAVILY ON THE LOWER INCOHE SEGHENT. OF
THE COMMUNITY. THE OEHONSTRATIONS THAT FCLLOWED THE
- CONSIOERED SUFFICIENT BY ITSELF TO WARRANT FY JANURRY, 1985, ROUND OF GASOLINE PRICE INCRe<3ES H4d A
- 1935 ESF SUPPORT, WE BEL:EVE THAT THE LARGE SPOMTANEQUS PARTICIPATION. THIS SENT A CLEAR
- EXPECTED REFORM OF THE PERSCNAL INCOME TAX IS SIGHAL THAT THE PATIENCE OF THE GENERAL PUBLIC VITH A
- SUFFICIENT JUSTIFICATION FOR THE GISBURSEHENT SEEMINGLY ENOLESS SERIES OF ECOMOMIC HARDSHIPS Wil
- OF THE PROPOSED FY 1936 ESF GRANT, NEAR ITS LIMIT., THE DaMAGE THAT APPEARS TO HAVE BEEN
DONE TO THE VERY SEMSITIVE TOUR!ISH SECTOR BY THE
23, IT I3 HOT THE INTENTION HERE TO SUGGEST THAT THE JANUARY DEHONSTRATIONS COULD BE MORE SEVERE "HI3 YE4R
PACE ANO OEGREE OF POLICY aND STRUCTURAL REFORH IN SHOULD MEW DEMONSTRAT!CHS OCCUR, SINCE THE COLLAPZE
JRHAICA HAVE BEEM <BOVE CRITICISH., STEPS TOWARO 4 OF THE BAUXITE/ALUMINA SECTOR, THE TOURISH SECTOF 15
HORE MARKET ORIENTEL ECINOMT HAVE CFTEN BEEH FOLLOWED TOO IHPORTANT TO FUT tni seOrkn0Y BY 1GHORING S1GHS
QUICKLY BY PARTIAL RETREATS. THE TEMPTATION TO THAT POINT TO A FRAGILE £0S10-POLITICAL STABILITY,
INTERVENE IN THE MARKET SYSTEM AS OFTEN PROVED .
JRRESICTIBLE TO a GOVERNMENT HAMY OF WHC3E REY PLAYERS 27. PRIME MIMISTER SEAGA 1S PAINFULLY AWARE THAT

ARE INEXPERIENCED 1N THE MYSTERIES OF A PREDOMINANTLY
PRIVATE, CUTWARD L00KING, COMPETITIVE HIRET
ENVIRONIENT.  TME EMBASS(/USAID TEAM HAS AEPORTED
AEREGUENTLY AND 1% CONSICIRABLE DETALL 0N WHAT WE NAVE
CONSIOERED TO BE 1MPERFECTIONS (N BOTH THE OESIGH AND
THE THPLEMEMYATION OF VARIOUS ELEMEMTS OF PUBLIC
ECONOHIC POLICY,

24. THE ISSUE THAT DEMANDS USG ATTENTION AT THE
PRESENT JUNCTURE, MOWEVER, 1S NOT WHETHER JAHMAICA HAS
ADHERED PRECISELY TO THE FORH AND PACE OF POLICY
REFORN WE WOULD CONSIOER OPTIMAL. RATHER IT ($
WHETHER JAHAICA' 5 PERFORHANCE MERITS (MMEDIATE AND
CONTINUED SUBSTANTIVE 3UPPORT, GIVEN U.3. FOREIGH
POLICY OBJECTIVES. 1IN THE JUOGEMEWT OF THE COUNTRY
TEAH THE ANSVER 15 UNESUIVOCALLY AFFIRMATIVE., THE
SECTIONS THAT FOLLOW SET FORTH <001 TI0NAL FACTS 4ND
ANALYSIES UPON WHICH THAT CONCLUSION 13 CASED, OUR
ESTIMATE OF THE MAGNITUDE OF ASSISTANCE PEAQUIRED, AND
THE STRATEGY WE FFOPOSE TO ENSURE THAT ESF WSSISTANCE
IS UNDERSTGOD BY IHE GOJ TO FEPRESENT FUPPORT FOR
CONTINUING THE DIFFICULT STRUCTURAL ADJUSTHENT PROCESS
RATHER THAM A4S & MEANS OF AVOIDING 1T.

8. THE PRESENT SITUATION: HARD TIMES ANO A "FRESH
LOOK"

15. THE GOJ'3 PREZENT DILEHHA PITS ECONOMIC REALITY
AGAINST POL!ITICAL WECESSITY,  THE ECOMOMIC RCALITY IS
THAT JAH.1CA' 5 COMMAND OVER REAL EXTERNAL RLSOURCES
HAS NOT ONLT FAILED 10 LePaND AT ANTICIFATED, BUT HAS
DECLINED ABSOLUTELY. FOR [.nnPLE, APRIL, 1934,
ESTIMATES FREPARED BY THE Buattn OF JaMAICA ANTICIPATLCD
THAT IHJFY 1933780, U.5. QOLS 1, J9) MILLION WOULD BE

UNCLASSTEIED
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INFO FILE-01 ARA-04 PPC-01 OECP-01 ECP-0! RPP-02 O0AS-01
PPA-01 DCAR-01 DEP-02 JM-02 XLE-01 /018 A 4P
INFO L0G-00 COPY-01 CIAE-00 EB-08 DODE-00 ARA-OC /009 W
--------------- 035704 0322231 /63738
0 0321317 DEC 85
FH AMEMBASSY KINGSTON
TO SECS.ATE WASHOC IMMEDIATE 3481

UNCLAS SECTION 09 OF 15 KINGSTON 11859
AIDAC, JOINT STATE/AID MESSAGE
STATE FOR AID/lﬁd

€.0. 12356: N/A

TAGS: EFIH, EAID, ECOM, JM

SUBJECT: PROGRAIN A3SISTANCE APPROVAL DOCUMENT (PAAD)
FOR FY 86 ESF GRANT TO JAMAICA

ABANDONENG THE DISCIPLINE OF HIS PROGRAM WITH THE INF
WILL NOT CHANGE THE ECONOMIC REALITY OF REOUCED REAL
RESQURCE AVAILABILITY. HIS CALL FOR 4 "FRESH LCOK" AT
THE JAMALCAN ECOHCHIC SITUATION AND THE REQUIREMENTS
OF THE IHF PROGRAN, IS NOT, WHEN CAREFULLY ANALYZED, A
CALL FOR APPROVAL FGR RESORTING TO THE PRINTING PRESS
TO FINANCE SUBSIDIES FCR PETROLEUH PRODUCTS AND BASIC
FOODS. INSTEAD, HE SEEMS TO BE ASKING FOR A REVIEW OF
POLICY ALTERKATIVES TO THE CONTINUED UNRESTRAINED
QEPRECIATION OF THE JAMAICAN DOLLAR, WHICH IN TURN
TRIGGERS !NCREASED PRICES OF IHPORTED 8A3IC FOOD AND
GASOLINZ. AT AN ALTERNATIVE, HIS TECHMICIANG HAVE
BEEM DEVELOPING QUANTITATIVE MODELS TO APPLY
SUFFICIENTLY RECTFICTIYE MOMETARY POLICY TO CHOKE OFF
THE EXCESS FOREIGN EXCHANGE DEMAND THAT DRIVES THE
DEPRECIATION, IT !C & PICHY STRATEGY. IT 1S RISKY
BECAUSE IT ASSUMEC ThAT THE CXCHANGE RATE CaN IN FACT
BE STABILIZED AT THE TARGET RANGE. 'M ADDITION TO THE
SUCCESSFUL IMPLEMENTATION OF THE FISCAL AND MOMETARY
HEASURES DESCRIBED BELOW, PLUS OCCASIONAL DEL IBERATE
VARIATIONS OF THE SUPPLY OF FOREIGN EXCHANGE AT THE
AUCTION, THE SCENARIO ASSUHMES THAT THERE WILL BE NO
ADDITIONAL EXOGENQUS SHOCK THAT COULD CAUSE BUYERS AT
THE AUCTION TO LOSE CONFIOENCE OR OTHERWISE BIO UP THE
PRICE OF FOREIGHN EXCHANGE.

23. AT THE SAME TIME, 17 1S A DISCIPLINED STRATEGY

AND OHE THE IMF FEELS '3 PLAUSIBLE IF NOT DESIRABLE.
It ORDER TO ACHIEYE THL TARGETED EXCHAMGE RATE, THE
GOJ AND IMF HAVE AGREED THAT THE HONETARY BA3E WiLl
HAVE TO CONTRACT EY J OCL3 16O HILLION N THE
REMAINDER OF JFY 25/56 THROUGH A PACKAGE OF FISCAL AND
HONETARY HEASURES. ON THE MOMETARY SIDE, THE BANK OF
JAHAICA HAS ALREACY BEGUN TO AUCTION OFF ! DOL3 300
HILLION [N CERTIFICATES OF DEPOSIT (! OOLS 50.0
MILLION AT AN AVERAGE RATE OF !J PERCENT). ON THE
FISCAL 31DE, THE G0J HOPES TO RAISE J DOLS 160 MILLION
IR NEW TANLS ON INMPORTS. THESE FUNDS WiLL THEN BE
"STERILIZED" BY BEING LOUGED IH THE BANK OF JAHAICA

79, THIS STRATEGY WILL ENABLE JAMAICA TO REALIZE THE
CRUCHAL, IMMEDIATE OBJECTIVE OF 3ECURING IT5 FINANGIAL
FOSITION HOT ONLY WITH THE 1MF BUT ALSO THE WNOLE HOST
OF DONORG AND CREDITORS SUCH AS THE I6RD, A 1.0, THE
C.C.C., THE COMHEFCIAL UANRL, ITS SUPPLIERS OF 0IL,
AND OVHERS,

30. NEVERTHELESS, HANY ORSTRVERS FLEL THAT HONETARY
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POLICY IS ALREAOY SO TIGHT THAT 1T 1S ADVERSELY

AFFECTING REAL INVESTHENT AND PRODUCTION. IF THIS

VIEV 1S CORRECT, AND IT IS CERTAINLY PLAUSIBLE, THE

EFFECT OF THE POLICY MAY BE TO SHIFT THE PAIN OF

REDUCED REAL RESOURCE AVAILABILITY ONTO WORKERS BY WAY

OF INCREASING UNEMPLOYMENT. THAT RESULT COULD PROVE

TO BE AS OESTABILIZING AS PRICE INCREASES, THOUGH IT

HIGHT HOT OCCUR AS QUICKLY,

31. THERE 1S, HOWEVER, A POSITIVE PROSPECT FOR THIS
APPROACH. IF THE BOJ 1S SUCCESSFUL IN HOLDING THE
EXCHANGE RATE WITHIN REASONABLY NARROW LIMITS (SAY 4
DOLS S5.50 - J DOLS 5.70 EQUAL U.S, DOLS 1.09), THE
RATE OF PRICE INFLATION SHOULD BE SLOVED MARREDLY.
THES IN TURN COULD HAVE THE EFFECT CF REDUCING HOMIHAL
INTEREST RATES WITHOUT RECUCTIONS |1 THE REAL RATE AiD
PERHAPS EVEN WITH INCREASING REAL RATES. STILL,
THERE IS THE DANGER THAT THE [MMEDIATZ EFFEST GF THE
PROSRAMHMED HOMETARY CSTRIMGEMSY WCULD BE 4 SREQMT
CRISIS WHICH WOULO CAUCE NOMINAL INTEREST RATES ¢

RISE FURTHER BEFORE FALLING.) IF AND A4S WE4LTH QWNERS
BEGIN TO BELIEVE THAT THE PRICE ANO EACHANGE RATE
STABILITY WILL ENDURE (OR THAT RATE DECREASES ARE
ALHOST A3 LIKELY AS INCREASES), AND REAL RATES OF
INTEREST NILL REMAIN POSITIVE, THE IHCENTIVE 10
CAPITAL FLIGHT WOULD BE SIGHNIFICANTLY EASED. T J§
WIOELY BELIEVED THAT JAMAICANS HOLD HANY MILLIONS OF
DOLLARS IN FOREIGN BA!lK ACCOUNTS. TIGHT DOMESTIC
HONETARY POLICY, STABLE PRICES, A STABLE AND SREDIGLS
EXCHANGE RATE, POSITIVE REAL RATES OF INTEREST, AND
RELATIVELY LOW TAXES (UNDER THE IMMINENT REFORM OF TE
INCOAE TAX REGIME) ALL 3ERVE 10 EHCOURAGE AN INFLOW OF
THESE AND OTHER FOREiGi FUNDS TO JAMAICA

3
<
R
3

32, AS THE FOREGOING DISCUSSION SUGGESTS, THE NEAR
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TERM SUCCESS OF THIS STRATEGY WILL DEPEND IMPORTANTLY
ON (1) THE PUBLIC'S PERCEPTION OF THE CREQIBILITY OF
INTEREST RATES, PRICES, AND THE EXCHANGE RATE GIVEN
THE UNDERLYING REAL MARKET FORCES, (21 THE RELATIVE
SPEEDS VITH WHICH GAINERS AND LOSERS FROM THE POLICIES
REACT, AND (3} THE MAGHITUOES OF THOSE RESPON3ES. T0
THE EXTEHT THAT SIGNIFICANT FOREIGN EXCHANGE INFLOWS
DO OCCUR, AND TO THE EXTEMT THAT HIGHER TARIFFS CHOKE
OFF IMPORT OEMAND, THE FECESSIONMARY (HPACT OF A
RESTRICTIVE DOMESTIC CREDMT POLICY wld IT3
RECESSICHARY IEPAST IH CREDIT AVAILASILITY Will 3E
OFFSET. IF, A3 3OME OBSERVERS BELIEVE, H'STORICALLY
HIGH MOMINAL RATES OF INTEREST DETER IRYESTHENT
REGAROLECSS OF WHETHER THE INFLATION-ADJUSTED RATE 1§
POSITIVE OR MESATIVE, REM PRCOUCTIVE INVESTHENT MIGHT
BE FURTHER ENCCUARAGED.

33, K CANDOR, WE MUST OQBSERVE THAT THE FOREGOING
SCENARIO IS UMLIKELY. THE PRCBLEM 15 THAT, IN THE
ABSENCE OF SIGHIFICANT 44D PROMPT [NFLOWS OF NEW
RESERVES, THE PROPOSEO EXCHANGE RATE PCLICY WiLL
REQUIRE THAT (MPCRT DEMAND BE REDUCED BY SL.IETHING
UIKE U.S. DOLS 100 MILLION, (LE3S THE EFFECT OF TARIFF
INCREASES).  TO SCCOHFLISH THIS PRIMARILY THROUGH
GENERAL MOMETARY 20LICY COULD, WE ROUGHLY ESTIMATE,
REQUIRE 4H a0DITIONAL REDUCTICH OF MATIOMAL MONEY
INCOME OF TWICE THAT KUCH, OF APPROXIMATELY 20
FERCENT. EVEN IF 'HIS OVER-ESTIMATES THE DEPPCSSANT
EFFECT BY THREE OR FQUR TIMES, THE RESLLT 13
ECONOMICALLY OICASTROUS. THE PROSFECT OF REPLACING
ALL OF THAT BY WAY OF PRIVATE INFUSIONS OF FOREIGN
EXCHANGE, IN THE SAME TINE PERIO0, 3SEEFS REMOTE AT
BEST. NEVERTHELESS, IN THE ABSENCE OF a0DITIONAL
RESOURCES, THERE HAY BE MO OTHER RECOURSE IF THE
EXCHANGE RATE AauD PRICES ARE TO BE HELD tN THE
NEIGHBORHOOD OF THEIR PRESEMT LEVELS., AND TD THE
EXTENT EXTAA RESOURCES ARE GENERATED, PROSPECTS
{MPROVE.

C. USAID STRATEGY FOR 1385 - 1986

JU. THE MISSION'S STRATEGY 15 TO CUPPORT SE4GA IN WIS
EFFORTS TO HARE THE BEST OUT OF SEVERAL VERY DIFFICULT
ALTERNATIVES,  WIIH RESFECT TO THE 0OLy %1 HILLION IN
AVAILABLE £57, OUR STRATEGY 15 10 FUT THIS IN PLacE
AFTER THL GOVCRNMENT WAS APPROVLD THE TAX REFORM FOR
SUBHIGSION 10 FARLIAHCHT, BUT 1N TINE 10 a3315T THE
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GOJ TO HEEY THE PERFORMANCE REQUIREMENTS TO PERMIT
APPROVAL OF THE TECHNICAL WAIVER BY THE IMF BOARD; THE
OCTOBER, 1985 ORAWIKG OF DOLS 13 MILLION HAY BE MAOE;
AND THE COMMERCIAL BANK GROUP MEETING OF JANUARY 18,
1386 SATISFIED THAT JAMAICA 1S CONTINUING ON A PATH OF
DISCIPLINED FISCAL AND MONETARY MANAGEMENT. THE U$
DOLS 30.0 MILLION, FY 1986 PL~450 TITLE | PROGRAM VILL
REINFORCE OUR ESF SUPPORT. HMCREOVER, WE ARE
ENERGETICALLY ACCELERATING OUR DEVELOPHMENT ASSISTARCE
PORTFOLIO TO NOT OWLY GET THE MACRO EFFECT OF MCRE
RAPID IMPLEMENTATION, BUT WE ARE SHIFT!NG (T3 FOCUS T
SUPPORT MORE DIRECTLY, IHVESTMENT, PROOUSTION,
CONTIHUATION 0F ESSENTILL SOC)IAL SEAVICES, AND
IHPLEMENTATION OF THE Tax &MD QIVESTMEMT SFFORTS.
OTHER MAJOR DONCRS &XRE DJ0ING LIMEWISE, FOR EXANPLE,
WORLD BANK TEAM WILL SPEND OECEMBER, 1843, LOOAING FOR
WAYS TO ACCELERATE IBRD PRCJECTS. THE “FRESH LOOK"
TEAM WILL MOST CERTAINLY EE MSRING PROPC3ALS FOR
FURTHER SHIFTS 10 EMPHASHS o3 WELL AS 40DiTICHAL
RESOURCES. SUPPLEMENTAL EZF :BEYSND THE REMALNING
DOLS 19 MILLIONY A3 VELL AS iNCREASED PL-130 TITLE ¢
TO REPLACE THE US DOLS 60 FLUS MILLION 1N CCC-G3M 102
CREDITS ARE BOUND TO EMERGE FROM THEIR REPORT.

35, TAX FEFORM, 1N TERMS OF 1 T2 BOLDHESS CF CONCEPTION
AND POTEMTIAL FOR MAJOR STRUCTURAL REFORM, 1S A
HECESSARY AND SUFFICIENT STEP FORWARO TO JUSTIFY TN
DISBURSEMENT OF THIS J0LS 51 MILLIDN TRANCHE. THE
TIMING OF THIS OISBURSEMENT SO THAT TNE IMF WAIVER 1§
SECURED AND THE COMMERCIAL BANKS wRE SATISFIED IS
ABSOLUTELY ESSENTIAL., THERE PROBABLY Will NOT Bf
ANOTHER CHANCE TO WTEP THE JAMAICAN ECONCMY FRCM
SLIDING INTO THE "GUYwiin HORASG“. IF THE JANUARY 13,
1886 WINDOW OF OPFORTUNITY 15 NO* SL!£0, THE
COMMERCIAL BANKS DEBT SERVICING SEAL CGMES APART, THE
CiC-GSM 102 FCOD SUPPLY LINE WItL BE INTERRUPTED, THE
PARIS CLUB WILL NOT MEET, THE FAA SECTION 620 (Q) AMD
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con, un
SISTANCE APPROYAL DOCUHENT (PAAD)
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BRDOKE-ALEXANDER PROVISIONS VILL CDME INTO EFFECT, AND
SIMILAR IBRD AND 1DB PROVISIONS WILL DRY UP THOSE
SCURCES AS WELL.

-~

L1, CONCLUSION

36. AN ECONOMIST RECENTLY SUHMMARIZED JAMAICA'S
STRUGTURAL BALANCE OF PAYMENTS PROBLEM AS ONE OF A
"DOMESTIC IMBALANCE CREATED 4MD 3USTAINED BY
OVERBLOATED GCVERMNENT EXPENDITURES FINANCED BY
CENTRAL BANK CREDIT CREATION TO ACCOMIODATE THE
PRCFLICACY OF GOVERNMENT'S SFENDING, MORE OFTEN THaN
NOT, INSPYRED BY IHCOME REDISTRIBUTION CONSIDERATIONS
WITH SCANT REGARD FOR INCOME GENERATING PROCESSES,
INSTITUTIGHS AND KORMS. *

37. THIES STATENENT 4YAS MADS NOT BY 4 REPRESENTATIVE CF
THE IMF, WORLD BxMK OR USA!D, BUT, RATHER, THE NEWLY
APPOINTED DIRECTOR OF THE PLANNING INSTITUTE OF
JAHAICA.  THE APPENDIX QUTLINES THE HIGHLY PROMISING
EFFORTS OF THE SEnGA ADMINISTRATION 7D (MPLEHENT
FISCAL REFCRHS TD RECUCE PUBLIC EXPENDITURES FROM
THEIR HIGK aND UHIUSTAIIHABLE LEVELS AT PRESENT. THIS
SECTION ALSO POINTS TO POSSIBLE ORDERS OF HAGNITUDE
FOR A SUPPLY SIDE RESPONSE FROM EXPORTS IN THE MEDIUM
RUN AS" & RESULT OF A HORE PROPITIOUS POLICY
ENVIRONHENT.

38. AT THE PRESENT, HOWEVER, JAMAICA STANDS AT A
CROSSRCADS.  TWG EASIC CSCENARIO3 FOR 173 FUTURE ARE
CONCEIVABLE. UNCER THZ PZ3ZimISTIC SCEMARIO, THE
SHORT RUN PROBLEM OF wxDJUSTING TO CONTRACTING REAL
AGGREGATE RESOURCES WILL NOT BE RESOLVED. A3 IHE
POLITICAL AND SCCIAL FABRIG UNRAVELS, TCURIGHM WiLL BE
SERIOUSLY uFFECTED, AKO THE ENTIRE ECONGHY WILL
FALTER, THEREBY CREATING A VICIOUS CYCLE OF ECONOMIC
CONTRACTION. N THE END, JAMAICA WOULD BE REQUCED D]
LEVELS OF tHHISERATION ON A PAR WITH HAIT).

39, UNDER THIS SCENARIO, THE ROAD TO HAIT| RUNS
THROUGH GUYANA, . E., BY OREAKING, A5 GUYANA DID, WITH
THE IMF.  BREAKING WITH THE IMF HAS THE CASCADING
EFFECT OF SEVERING RELATIONS WITH THE WHOLE ROST OF
DONOR3 AND CREDITCRS, SUCH A4S THE 18RO, A1D,, THE
COHMERCIAL GANKS wHD OTMERS.  THL END RESUL! 15 10 BE
CUT OFF TROH IMTESHATIONAL FINANCIAL NAWNE]S a0
LOSING THE OPPORTLNITY TO QEAL VITH SHORT AUN ECONOMIC
CONTRACTIONS BY FINANCING RATHER THaN ADJUSTHENT,
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40. THE OTHER SCENAR!O STANDS IN STARK RELIEF T0 THIS
ONE. UNDER THE OPTIHISTIC ONE, JAMAICA WILL, VITH
DONOR ASSISTANCE, WEATHER THE PRESENT SHORT RUN
CRISIS, AND REALIZE THE INHERENT POTENTIAL OF (T3
STRUCTURAL ADJUSTHENT PROGRAM. 1TS EXPORT LED,
PRIVATE SECTOR OOMINATED STRATEGY WILL COME TC
FRUITICH, ANO LEVELS OF HATERIAL PROSPERITY DESIIED BY
HOST JAHAICANS WILL BE SLOWLY BUT STEADILY

APPROACHED. THIS WILL HAVE THE EFFECT CF REINFORCING
POLITICAL AND SOCIAL STABILITY WHICH IN TURN WILL
FACILITATE FURTHER ECCHCMIC DEVZLOPHENT. BUT THIS 15
NOT A QUICK SOLUTION UNCER ANY S'RCUMSTANCES. 1°
REQUIRES COMTINUING DJUSTHENT inD ASFCRM BY THE 60J,
CONTINUED SUPPGRT BY DCHORS, TIHE, AND SOME FAVGRGELE

BREAKS.

41. FOR THE REASONS OUTLIKED IN THIS PARD, THE .S,
COUNTRY TEAM BELIEVES THAT J'TH SUR ASZISTANCE JiMAICA
CAN STILL OPT FOR THE LATTER SCIENARIO and THAT
JAHAICA®S PERFCRHMANCE AHD IMPORTANCE MIRITS IMMEDIATE
AND CONTINUED SUBSTANTIVE 3SUPPORT TO HELP IT OVERCOME
ITS SHORT RUN CRISIS,

APPENDIX |,  FURTHER MACROECONOMIC OBSERVATICHS

A. THE BALANCE OF PAYMENTS

42, AS NOTED EARLIER, THE MET LOSS TO THE JAMAIGAN
ECONOMY FROM THE CONTRACTION OF THE BAUXITE AND
ALUMINA SECTOR IS LIMELY TO BE U.3. DOLS 100 - 110
HILLION 1H $935. THIS CONTRACTION HaS TQ BE
CONSIDERED PERMALENT 1n Tuul T.E nOW CuLCIED, HIGH
ENERGY COST ALUMINA PLANT 4aS EFFECTIVELY BEEN
REPLACED BY NEW, EFFICIENT PLANTS iIN OTHER COUNTRIES
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WITH CO-LOCATED, LOW COST EMERGY SOURGCES, iNDEED,
FURTHER CLOIURES OF JAMAICKI ALJMINA PLANTS HAY OCCUR
IN THE FUTURE FOR THIS SAME REASON

43, THE BOJ AND IMF HAVE RECENTLY PREFARED VARYING
SCEHARIOS ON THE IMPAGCT OF THIS LOSS FOR JAMAICA'S
"BALANCE OF PAYMENTS 1IN JFY 1935-1986. BOTH
PROJECTIONS ASSUME THAT GOP WILL JETLINE BY 2
PERCENT. THE BOJ MODEL, ASSUMING USAID ESF INFLOWS OF
U.S. DOLS &3 MiLiLidN, PRIJECTS MO Wik iAnCED FOREIGN
EXCHANGE GAP,  THE IMF NOOEL, O THE OTHER HalNO,
ASSUMING USAIO ESF INFLOWS OF U.S. DOLS 50 HiLLion
PROJECTC AN UNFINANCED FCREIGN EXCHRNGE GAP OF U. S,
DCLS 134 MrLLyOn,  (THE BASIC DIFFERFNCE BETWEEN THE
TWO PROJECTIONZ 13 TO 8F FCUND IN THE B0!°5 MORE
OPTIHISTIC ASIUMPTIONS ABOUT PRIVATE CAFITAL IHFLOWS.

44, DBASED ON THE EXTREME POINTS OF THESE TWO
ESTIHATES, THEN. JAMAICA’S NEED FOR ESF WOULD RANGE
FROM U.S, DOLS o5 MILLION TO U.3. DOLS 134 HILLION
THESE LEVELS WOULD BE HIGHER, OF COURSE, FOR A
TARGETED DECLINE 1N GOP OF LESS THAN 3 PERCENT,

45. NO PLAUSIBLE ENTRAPOLATION OF JAMAICA'3 BALANCE OF
PAYNENTS EXPERIENCE OVER THE PAST FOUR YEARS WOULD
SUGGEST AN INFUSION CF FCREIGH EXCHANGE OF SUFFICTENT
HAGHITUDE TO COMPENIATE FOR THE LOSZ OF FOAREIGN
EXCHANGE EARMINGS THAT 4AS Eft.l CCCASIONED BY THE
BAUXITE/ALUHINA CONTRAZTION.  UWHILE THIRE 13 NO
PANACEA FOR JAMAICA'S BALANCE OF PAYMEMTS OIFFICULTIES
IN THE MEDIUN RUN, THE CUMULATIVE (HPACT OF IME
VARIOUS STRUCIURAL ADJUSTHZNTS SHOULD BEGIN TO MAKE
FTSELF FELT BETWEEN NOW AND 1990 IH THE FORH QF
INCREASED INVESTHENT AND EYPORTS OF AGRICUL TURAL
PRODUCTS AND MANUFACTURES, FLUS INCREASED TOURISH
EARNINGS

46. JAHAICA'S IHPORT BILL IM 1985 AND A PLAUSIBLE
PROJECTIOH DY THE WORLD BANK FOR 1990, IN CCN3TAMT
U, 5. DOLLARS, AND THE SQURCES OF FOREIGN € XCHANGE
REVENUE TO MEET THE IMPORT RILL 4RE GIVEN IN TAOLE
VT, THE 1990 FIGURES AGSUNE A POSITIVE GDP GRGUTH
RATE OF  PERCENT FEK anun FROH 1937 ONWARD. WHILE
THE BANK' 3 A33UMPTION Tial IHE LEVEL OF IHFORTS Will
GROVW AT 2 PERCENT & YEAR SJEEMS MIGH, ITHPORTS JRE NOW
VERY COMFRESSED, aND AN [XFAMIION OF IMFORTS WILL BE
NECOELD IF GDP 15 10 SHOW AHY REAL GROVTH, THE
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FIGURES FOR 1990 ARE MADE “INFORMALLY" TO USE THE 40ST

CHARITABLE CHARACTERIZATION, SUCH FIGURES ARE

INTERESTING, NONETHELESS, BECAUSE THEY INDICATE TAHE

POSSIBLE ORDERS OF MAGNITUDE OF THE IHPACT OF POLICY

REFORHS.

= JLLUSTRATION OF !<HAICA’S FOREIGN EXCHANGE NEEDS
- AND SOURCES (CONSTANT V.5, 00LS HILLINW)

- 198% 1990
FOREIGN EXCHANGE HEEOS

= IHPORT OF GOODS 1009 1552
- IHPORT OF FACTOR SERVICES (NET) 309 i
= IHPORT OF HON-FACTOR SERVICES 21 58
= DEBT REPAYHENTS 100 450
- TOTAL HEECS 2039 614
HAIN REVENUE SOURCES

= EXPORTS 611 1125
- BAUXITE, ALUMINA (322) uon
- SUGAR i58) 10
- BANANAS i6) 14
- OTHER AGRICULTURAL 249 (45
- OTHER NON-TRADITIOQNAL 110 921
- OTHER EXPORTS (32) 113}
- TOURISH 412 100
- OTHER NON-FACTOR SERVICES 145 229
= REMITTANCES 135 175
= PUBLIC CAPITAL (MAIKLY FOREIGN

- ASSISTANCE) . 180 550
= PRIVATE INVESTHENT 58 160
= CHANGE IN RESERVES =15 =15
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- (INCREASE  HINUS}
= TOTAL REVENUE 2038 2814

SOURCE: DERIVED BY USAID/J FROM INTERMATIONAL BANK
FOR RECONSTRUCTION AND OEVELOPHENT: JAMAICA: ECONOMIC
SITUATION AND FUBLIC INVESTMENT, vOL.1, P.42.

47. THE FIGURES HIGHLIGHT THE HEED FOR & VERY STRONG
GROWTH PERFORMANCE 1INt EAPORTS AND OTHER FOREIGN
EXCHANGE EARNINGS. EXPORTS WitL HAVE TO GROW BY

13 PERCENT PER VEAR, AiiD GVERALL FOREIGN EXCHANGE
EARNINGS BY 6.7 PERCENT PER YEAR., THIS N TURM
REQUIRES THAT ThE REFORMS (N THE FOLICY AREAS WHICH
AFFECT THE EXPORT 3ECTCR I GENERAL AND THE OfFrERENT
SUBSECTORS IH PARTICUL~R BE CONSOLIDATED AND IN SOHE
INSTANCES EXTENDED. THE PROJECTIONS ALSO ASSUME THAT
THE SUBSECTORS VILL SAPERISHCE MO MAJOR LXIGENOUS
SHOCKS. CLEARLY, THE CECIZION TQ ALLOW HARKET FORCES
TO CETERMINE THE PRICE OF FOREIGH EXCHANGE PROVIDED A
SUBSTANTIAL BOOST TO EXPORTERS, A BRIEF SURVEY OF THE
HAJOR SUBSECTORS EARIING FOREIGN EXCHANGE DEMONSTRATES
THAT THIS POLICY REFCRM WAS A HECESSARY (F NOT
SUFFICIENT CONDITION FOR EXPANDIHG FOREIGN EXCHANGE
EARNINGS

48.TOURISH - THE GROWTh (N RECEIPTS SINCE 1980 HAS
BEEN THE RESULT OF A VIGOROUS PROMOTION CAMFAIGN AND
AN OVERALL BETTER INTERNATIONAL PERCEPTION OF

JAHAICA. AT PRESENT THERE 1S A NEED TO SEARCH FOR NEW
INVESTORS.  THE ESTIMATES FOR 1990 INDICATE THAT
TOURISH WILL (N ALL LIKELYHOOD REHAIN THE PREEMINENT
EARNER OF FOREIGN ENCHANGE. THIS UNDERSCORES THE
NECESSITY OF HOT EXPOSING THIS FRAGILE SECTOR TO THE
POLITICAL AND S0CI1AL TURMOIL THAT MIGHT ACCOMPANY ANY
ORASTIC SHORT RUN ADJUSTHEMT HEASURES.

43. NON-TRADITIOMAL EXPORTS - THE PROJECTIONS ASSUHE
THAT HON-TRADITIONAL E)PORTS WILL RISE BY 25 PERCENT
PER ANNUM. WHILE THIS SEEMS HIGH, A 20 PERCENT GROWTH
RATE WAS ACHIEVED IM 1934, HAIMY ON THE STRENGTH OF
807 GARHENT OPERATIONS. USAID INTENOS TO DEVOTE
SIGNIFICANT RESOURCES 10 EAPAHD MON-TRAD!TIONAL
EXPORTS OVER THE COMING YEAR THROUGH A PACKAGE OF
TCLTG ACTIVITIES, THE POTENTIAL FOR UZAID
INTERVENTION 1M THIS AREA WaS THE SUBJECT OF A RECENT
ASSESSHERT.  HLMBERS OF THE ASSESINMENT TEAM CONCLUDED
THAT A SERIES OF INTCRRELATED WEEDS VERE REQUIRED 10
PROHOTE HOM-TRADITIONAL €\PORTS, INCLUDING HARRE TING
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INFORMATION, TECHMICAL ASSISTANCE, TRAINING, ANO
FIMANCE. HOT SURPRISINGLY, THE TEAM FOUND THAT THE
EXCHANGE RATE REFORM WAS A NECESSARY IF MOT SUFFICIENT
CONDITION FOR EXPANDING NON-TRADITIONAL EXPORTS, THE
TEAM CONCLUDED THAT, (N ADDITION [0 GARMENTS AND
APPAREL, OTHER PROMISING SUBSECTORS INCLUDED
ELECTRONICS, HANDICRAFTS, FURNITURE, FRESH FRUITS aND
VEGETABLES, FLOMERS, PROCESSED FOOD, DRINK ANO
TOBACCO, DATA ENTRY, AND PACKAG G

50. BAUXITE AND ALUMINA - THE WORLD BANK FIGURES
ASSUME SOME RECOVERY 1K THIS SUBSECTOR BY 1930, WHILE
EMBASSY/USAID BELIEVES THAT THE RECENT CCHTRACTIONS
WILL BE MORE OR LESS PERMANENT. FOR THE SZCTOR T0
DEMONSTRATE A STRONG RECOVERY, SOME COMBINATION OF THE
FOLLOWING EVENTS WOULD HAVE TO CCCUR: ) A 5STRONG
RECOVERY OF WORLD DEMAND FOR BAUXITE AND ALUMIMA;

(8) SYSPENSION BY GO CF THE PRODUCT:ON LEVY 3 THE
SHORT RUN aND PEITRUCTURING 1N THE LOMG RUN TO ™AwE IT
HORE O LECST EQUIVALENT 14 ITS TAA BITE VITH OTHER
PRODUCERS; {C} PHVESTMENT 'O INCAZASE THE ENERGY
EFFICIENCY OF JAHAICA'S ALUMINA PLANTS, ESPECIALLY THE
ALPART FACILITY, WHICH WAS RECENTLY CLOSED. THE
REOPENING OF ALPART, UNDER ANY FORESEEABLE CONDITIONS
IS HOST UNLIKELY.

51. OTHER AGRICULTURAL EXPORTS - THE EXTERNAL
HARKETING ORGANIZATIONS FOR COFFEL, COCOA, CITRUS AND
PIMENTO HAVE SUBSIDIZED IMEFFICIENT HON-MARKETING
ACTIVITIES THROUGH LOW PRODUCER PRICES MADE POS3IBLE
BY THE MOMOPSONY POSITION., RECENT FEFORM PROGREMS
INCLUDE REVISING PRODYCER PRICES UPWARDS AND OIVESTING
NON-MARKETING ACTIVITIES TO THE PRIVATE SZCTOR
DEREGULATION OF MARKETING SHOULD SCHTINUE FOR THIS
SUBSECTOR TO INCREASE ITS FOREIGN EXCHANGE EARMIMGS

UNGLASSIFIED

INCOMING
TELEGRAM
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FOR FY 35 ESF GRANT TO JAMAICA

52. BANANAS - THE IMDUSTRY IS IN THE PROCESS OF
RADICAL RESTRUCTURING. THE OLD. 1HEFFICIENT, JAHAICAN
OWNED BANANA COMPALY HAS BEEN ABOLISHED. OWING TO
DEVALUATI0N, PRODUCER PRICES HAVE REACHED RECORD
HiGHS. HOWEVER, GOVERNMENT'S ROLE IM VHIS SECTOR 1S
STILL TOO LARGE.

$3. SUGAR - LARGE PUBLIC SUBSIDIES HAVE BEEN NECESSARY
TO KEEP THE IMDUSTRY ALIVE. RECENTLY, IN AN EFFORT TO
REFORH THIS SUBSECTOR, SOME FACTORIES HAVE BEEN
CLOSED, GOMESTIC “RiCES HAISED, AND EXPERT FCREIGN
MANAGEMENT HAS EEEH CONTRACTED TC RUN THE IMOUSTRY. A
SUGAR REHABIL iTATION PROGRAM HAS BEEN OEVELOPED FOR
THAT PART OF THE INDUSTRY PRODUCING FOR ASSURED
HARKETS.

54, FCREIGY tNVESTMEMT - AS DECCRIBED EARLIE2, A
RECENT GOJ - USG 3TUDY OM INVESTMENT HAS RECEIVED
SERIIYS GOJ CONSIDERATIOQN, PROJECTED SUCCESS WILL
RCQUIRE SUSTAINLD EFFORT AND CLOSE COORDINATION BY
HANY GOJ AGENCIES.

B. PUBLIC FINANCES

$9. ALTHOUGH OVERALL LEVELS OF PUBLIC SECTOR
EXPENDITURE REMAIN HIGH AS A PERCENTAGE OF GOP, THE
SEAGA 'ADHINISTRATION HAS TAKEN POSITIVE STEPS T0
REOUCE THE OVERALL DSFICIT, AKD TO RATIONALIZE THE
CAPITAL AND CURRENT EXPENOITURE PROCESS.

56, IN 1981, THE SEAGA GOVERNHENT ADOPTED A FOUR PART
POLICY TO DEAL WITH THE PRCBLEM CF PUBLIC FINANCES

ON THE EXPENDITURE SIDE, 1! BY CONTA!HING CURRENT
EXPENDITURE, (2} BY INCREASING DOMESTIC REVENUE, (3)

BY RAISING HIGHER LEVELS OF FOREIGH FINANCING OF THE
DEFICIT TO RULEA'. DOMESTIC RESOURCES FOR THE PRIVATE
SECTOR FN 4ND (&) ON THE REVENUE SIDE, BY REFORMING THE
TAX SYSTEM, AS OUTLIMED IN AN EARLIER SECTION

§7. LITTLE IHPROVEHENT HAD BEEN HADE [N PUBLIC
EXPENDITURES PRIOR TO 1984/35, HOWEVER, A MAJOR
EFFORT HAS NOW BEEM HADE, 4KD THE CEMTRAL GOVERNMENT'3J
OVERALL DEFICIT FELL N 1934/35 TO UNCER S PERCENT OF
GOP, A CUT OVER 3 PERCENT OF GDP 1IN ONL YEAR. THIS
WAS ACHIEVED BY HOLDING DnYH 8QTH CURREMT 4ND CAPITAL
EXPENDITURES WHILE REVENIE ROSE BY OVER 350 FERCENT IN
RESPONSL BOTH TO ME DEVALUATION AND THE COMSEQUENT
INFLATION AND CERTAIN REVEMUE MEASVWRED THAT VERE
TAREN, 1AL THOUGH THESE ONLY ACCOUNTED FOR aBOUT IS

INCOMING
TELEGRAM

AINGST 11859 14 OF 15 @322100 1340 ARATIT]

PERCENT OF THE INCREASE). .CURRENT EXPENDITURES FEL.
BY ABOUT 12 PERCENT IN REAL TERHS, INCLUDING A
REOQUCTION [N THE CENTRAL GOVERNMENT'S LABOR FORCE BY
SONE 4,000 POSTS, OR ABOUT 4 PERCENT OF THE CIVIL
SERVICE,

$8. WITH RESPECT TO CAPITAL AND CURRENT EXPENDITURES.
NOST OF THE DISCUSSION OF JAMAICAS SITUATION CENTESS
ON 1TS PUBLIC SECTOR !MVESTMENT PROGRAM WwSIP). THE
ADOPTION OF A THREE YEAR PSIP, TO BE ANHUALLY REVIEED
AND UPDATED, WAS AN {MPCRTANT PRRT OF JAMAICA®S 1BRD
SPOMSORED STRUGTURAL ADJUSTHENT PROGRAM. THE FCCLUT ON
A MULT!-YEAR PUBLIC IHVESTHENT PROGRAM HaD & NUMBER JF
DIFFERENT OBJECTIVES: 1) TO PEPMIT aM QVERALL VIEW CF
THE ENTIRE PUBLIC SECTOR, INCLUDING THE CINTRAL
GOVERMMENT AHD ALL THE MAJOR PUBLIC EMTERPRISES, IN
TERMS OF THE IMVECTHENT £FFORT AND T3 FISCAL 4HD
HONETARY IMPACT; 11} 70 EM&BLE THE GOVERNRENT TO GaiM
BETTER KNOWLEDGE AND SCNTROL OF THE INVESTHEMT aNO
FIMANCIAL PERFORMANCE OF THE PUBLIC EMTERPRISES; (111}
10 FORECAST THE IMPLICATIONS OF £Xi3TING IHVESTRENT
FOR THE FUTURE FISCAL SITURATION; AND UV} TO HELP
ENSURE THAT THE PUBLIC INVESTHENT PROGRAM SUPPORTED
THE GOALS OF THE ECONOHIC STABILIZATION ANO STRUCTURAL
ADJUSTHENT PROGRAM. AS A PART IF THE PSIP, A
MONITCAING SYSTEM WAS DEVELOPED AND A FORHAL
DECISION-HAKING PROCESS IS IN PLACE. PRIME AREAS FOR
IMPROVEMENT HIICLUDE !NTEGRATING THE PSIP PROCESS AND
THE BUDGET PRCCES3. CONTINUED IMPROVEMENTS IN
APPROVAL OF TECHMIQUES aND APPROVAL PROCEDURE VILL
ALSO BE NEEOED, AS WELL AS EFFORTS TO HAKE THE
HONITORING SYSTEM MORE RELEVANT.

$9. AN IHPORTANT ARLA FOR FURTMER ANALYSIS LIES IR THE

UNCLASSIFIED.
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RELATIONSHIP AND RELATIVE IMPORTANCE OF CAPITAL VERSUS
CURRENT EXPENDITURES. TWO POINTS NEED TO B8E

STRESSED. FIRST, WHILE EVERYONE AGREES IN PRINCIPLE
WITH THE NEED TO IDENTIFY THE IMPACT OF THE INVESTMENT
PROGRAM ON CURRENT EXPENDITURES, NO EXPLICIT AGGREGATE
ANALYSIS OF THIS HAS BEEN INCLUDED IN ANY PSIP SO F AR,
ALTHOUGH SOME DISCUSSION TAKES PLACE AT THE
PRE-SELECTION STAGE. PARTICULARLY DURING A PERIOD
WHEN FISCAL CONSTRAINTS ARE SEVERE, IT IS CRITICAL TC
IDENTIFY ADDITIONAL REQUIREMENTS AS A PART OF THE
ANALYSIS, IDEALLY, iHE SOVERNMENT SHOULD LCCh AT
PUBLIC EXPENDITURES IN THEIR ENTIRETY. AND PREPARE A
THREE YEAR PROJECTION OF BCTH CURRENT AND CAPITAL:
PROGRAMS WITH & COMPREHENSIVE FINANCING PLAN. WITH
THE INSTITUTION OF A PERFORMAMCE BUDGETING SYSTEM AND
THE INTEGRATION OF AN ACCOUNTING SYSTEM IN SURPPORT
JAMAICAN INSTITUTIONS WILL BE A STEP CLOSER TO THAT
GOAL. SECOND, THERE HAS BEEN A SERIOUS LACK OF

OUTINE MAINTENANCE ALLOCATIONS IN THE RECURRENT
BUDGET FOR ROADS, SCHOOLS. AND GOVERNMENT BUILDINGS
60. RECENTLY, AN ADMINISTRATIVE REFORM PROGRAM HAS
BEEN LAUNCHED, AGAIN UNDER IBRD SPONSQORSHIP, IT
INCLUDES REVISIONS OF CIVIL SERVICES SALARIES, THE
INTRODUCTION OF PERFORMANCE BUDGETING. AND
DECENTR\ALIZED PERSONNEL POLICIES. AT THE SAME TIME,
THE GOJ'S FISCAL PROGRAM HAS REDUCED THE NUMBER OF
PUBLIC EMPLOYEES. GIVEN THE NEED TO REDUCE THE
DEFICIT FURTHER, ADDITIONAL FERSONNEL CUTS WILL BE
NECESSARY, AND THE ADMINISTRATIVE REFORM PROGRAM
SHOULD HELP TO MAKE THIS A MORE RATIONAL PROCESS
(DRFTOD: OPEP: SS/MMC, APRVD: OPEP: SSKOGSTAD)

SOTIRHOS

UNCLASSIFIED



5C(1l) - COUNTRY CHECKXLIST JAMAICA FY

Listed below are statutory criteria
applicable generally to Faa funds, and
criteria apolicable to individual fung
sources: Develooment: Assistance and

Economic Support Fund.

A. GENERAL CRITERTA FOR COUNTRY
ELIGIBILITY

1. FAA sec, 481(h){1); FY 1985 No
Continuing Resolution Sec.
228. Has it pesn determined
Or certified tc the Congress
by the President that the
government of the recipient
country has failed to taka
adequate measures or steps to
Prevent narcotic and
psychotropic drugs or other
controlled substances (as
listed in the schedules in
section 202 of the
Comprehensive Drug Abuse and
Prevention Centrol Act of
-1971) which are cultivated,
Produced or processed
illicitly, in whole or in
part, in such country or
transported through such
country, frem being sold
illegally within the
jurisdiction of such country
to United States Government
Personnel or their dependants
or from entering the United
States unlawfully?

2. FAA Sec. 481(h)(4). Has the No
Presidenc decermined that the
recipient country has not
taken adequate steps to
prevent (a) the brocessing, in
whole or in part, in such
country of narcotic and
Psychotropic drugs or other
controlled substances, (b) the
transportation through such
country of narcotic and
psychotropic drugs or other
controlled substances, and (c)
the use of such councry as a
refuge for illegal drug
traffickers?

1986



-2-

FAA Sec. 620(c). 1If

assistance is to a government,
is the government liable as
debtor or unconditional
guarantor on any debt to a
U.S. citizen for goods or
services furnished or ordered
where (a) such citizen has
exhausted available legal
remedies and (b) the denbt is
not denied or contested by
such government?

FAA Sec. 620(e)(1l). 1If

assistance is to a governnent,
has it (including government
agencies or subdivisions)
taken any action which has the
effect of nationalizing,
expropriating, or otherwise
seizing ownership or control
of property of U.S. citizens
or entities beneficially owned
by them without taking steps
to discharge its obligations
toward such .citizens or
entities?

FAA Sec. 620(a), 620(f),

620(D); FY 1985 Continuing

Resolution Sec, 312 and 513.

Is recipieat councry a
Communist country? If so, has
the President determined that
assistance to the country is
important to the national
interests of the United
States? Will assistance be
provided to aAngola, Cambodia,
Cuba, Laos, Syria, Vietnam,
Libya, or South Yemen? Will
assistance be provided to
Afghanistan or Mozambigque
without a waiver?

FAA Sec. 620(3). Has the

counctry permitted, or failed
Co take adeguate measures to
prevent, the demace or
destruction by moh action of
U.S. property?

No

No

No

No

No

No



10.

-3-

FPAA Sec. 620(1). Has the
country failegd to enter into
an agreement with orRIC?

FAA Sec. 620(0); Fishermantg
Procective aAct of 1967, as
amended, Sec, 5. (a) Has the
country seized, or imposed any
penalty or sanction &gainst,
any U.s. fishing activities inp
international waters?

(b) If so, has any deduction
Lequired by the Fishermen's
Protective aAc+ been made?

FAA Sec. 620(q); FY 1985
Continuing Resolution Sec,
oL8. (a) Has the government
of the recipient country been
in default for more than six
months on interest or
Principal of any AID loan to .
the country? (b) Has the
country heen in default for
more than one Year on interest
Or principal on any U.S. loan
under a progranp for which the
appropriation bil] (or
continuing resolution)
abpropriateg funds?

FAA SEC. 620(s), 1f
contenpiategd &ssistancs ig
developnent loan or fronp
Econcmic Supeport Fund, has the
Administrator taken into
account the amount of foreign
e€Xchange or other resources
which the country has spen:t on

- Military equipment?

(Referenca may be made to the
annual "Taking Into
Consideration” meno: “"Yes,
taken into account by the
Administrator at time of
approval of Acency ovs, " This
ardroval by the Adminiscrator
of the Operationgl Year Budget
Can 52 the basis for an
affirmative answWwer during the
fiscal vear Unless si¢nificant
chances in circumstances

.occur., )

No

No

No

No

Yes

K



11.

12,

13,

14,

-4-

FAA Sec. 620(t). &Has the

country severed diplometic
relaticns with the United
States? If so, have they been
resumed and have new bilateral
assistance agreements been
negotiated and entered into
Ssince such resumption?

FAA Sec. 620(u) What is the

bayment status of the
country's U.N. obligations?
If the country is in arrears
were such arrearages taken
into account by the AID
Administrator in determining
the current AID Operational
Year Budget? (Reference may
be made to the Taking into
Consideration meno.)

FAA Sec. 620A; FY 1985

Continuing Resolutizn Sec.

521, Has the President

determined that the country
(a) grants sanctuary from
Prosecution to any individual
Or group which has committed
an act of international
terrorism, or (b) otherwise
supopecrts international
terrorism? Has :the government
of the recipient country aided
or abetted, by granting
sanctuary from prosecution Lo,
any individual or group which
has committed or is being
sought by anv other government
for prosecution for any war
crime or ac:t of international
terrcrism?

ISDCA of 1985 Sec, 552(b).,

Has the Secretary of State
determined that the country is
& hich terrorist threat
country after :he Secretary of
Transportation has deternined,
pursuant to seczion 1115(e)(2)
of the Federal aviation aAct of
1958, that an airport in the
country coes not maintain and
administer effective security
measures?

1]

No

Not in arrears

No

No



15.

16.

17.

-5-

FAA Sec. 666. Does the
country object, on the basis
of race, religion, national
oricin or sex, to the presence
of any officer or enmplovee of
the U.S. who is present in
such country to carry out
économic development programs
under the FAA?

FAA Sec. 669, 670. . Has the

country, after Auqust 3, 1977,
delivered or received nuclear
enrichment or reprocessing
equipment, materials, or
technology, without specified
arrangements or safequards?
Has it transferred a nuclear
explosive device to a
non-nuclear weapon state, or
if such a state, either
received or detonated a
nuclear explosive device?

(FAA Sec. 620E permits a
special waiver of Sec. 669 for
Pakistan.)

FAA Sec. 670. If the country -
is a non-nuclear weapon state,
has it, on or after August 8,
1985, exported illegally (or
attempted to export illegally)
from the United States any
material, equipment, cr
technology which would
contribute significantly to
the ability of such country

to manufacture a nuclear
eXplosive device?

No

No

No

No



18.

19,

20,

-6-

ISDCA orf 1981 Sec. 720. was

the country Fepresented at
the Meeting of Ministers of
roreign Affairs and Eeads of
celegations of the
Non-Aligned Countries to the
36th General Assembly of the
U.N. of Sept. 25 and 28,
1981, and failed to
disassociate itself from :he
communigue issued? If so,
has the President Laken it
into account? (Reference
may be made to the Taking
into Considera“ion memo. )

FY 1985 Continuing

Resolution. 1If assistance

is from the population
functional account, does the
country (or organization)
include as part of its
Population planning programs
involuntary abortion?

FY 1985 Continuing

Resolution Sec. 530. Has

the recipienc country been
determined by the President
to have engaged in a
consistent pattern of
opposition to the foreign
Policy of the United States?

B. FUNDING SOURCE CRITERIA FOR

COUNTRY ELIGIBILITY

l.

Develooment Ass
Country Crizers

]
-~

FAA Sec., 116. Has the
Department of State
determined that this
government has engaged in a
consistent pattern of gross
violations o¢f
inte:nationally recocnized
human richts? 1f SO, can it
be demeonstrarted that
contemplated assistance will
directly benefit the na2ady?

GOJ Ministry of Foreign
Affairs is being queried
on this item.

No

No



-7-

Economic Supoort Fund
Country Criteria

FAA Sec., 5028. Has it been

determined cpat the country
has engaged in a ccnsistent
pattern of gross violations
of internationally
recognized human rignhts?

If so, has the country

made such significant
improvements in its human
righits record that
furnishing such assistance
is in the national interest?

No



3(A)2 NONPROJECT ASSISTANCE CHECKLIST

The criteria listed in part A are
applicable generally to rFAA funds, and
cheuld - used iicespeccive of the
ran's funding source, In Part B a

inction is magde between the

criteria applicable to Economic
Support Fund assistance apd the
Criteria applicable to Development
Assistance. Selection of the criteria
will depend on the funding source for
the program.

CROSS REFERENCES: IS COUNTRY

CHECKLIST UP TO
DATE? IDENTIFY.
HAS STANDARD ITEM
CHECKLIST BEEN
REVIEWED?

GENERAL CRITERIA FOR NONPROJECT

ASSISTANCE

l.

FY 1985 Continuing Resolution

Sec., 525; FAA Sec, 634A,

Describe how authorizing and
appbropriations committees of
Senate and House have been or
will be notified concerning
the project.

PAA Sec. 6ll(a)(2). 1f

further legislative action is
required wikthin recipient
country, what is basis for
reasonable expectation that
such action will be conpleted
in time to permit orderly
accomplishment of purpose of
the assistance?

FAA Sec., 209 1Is assistance

more efficiently and
effectively given through
regional or multilateral
organizations? 1If

- Production & Emplovment VI
PAAD (532-0111)

Yes

Jamaica FY 1986

Yes

Congressional Notificaticn

No



SO0, why is assistance not so
given? Information and
conclusion whether assistance
W1lil encourage regional
development procrams,

FAA Sec. 601(a) Information

and conclusions whether
assistance will'encourage
efforts of the country to:
(a) increase the flow of
international trade: (b)
foster private initiative ang
competition; (c) fncouracge
developnent and use of
Ccooperatives, credit unions,
and savings and loan
associations; (d) discourage
monopolistic practices; (e)
improve technical efficiency
of industry, agriculture, and
commerce; and (f) strengthen
free labor unions,

FAA Sec. 601(b) Information

and conclusions on how
assistance will encourage U.S.
Private trade and investment
abroad and €ncourage private
u.s. bartcicipation in foreign
assis:ance'p:ograms (including
Use of private trade channels
and the services of u.s.
Private enterprise),

FAA Sec. 612(b), 636(h):

v

1985 Continuing Resolution

Sec. '5C7. Describe steps
taken to assure that, to the
maximum extent bossible, the
country is contributing 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,

The program will provide
balance of payments support

to the Government of Jamaica
(GOJ) required for its
economic recovery program.

The funds will assist the GOJ
to continue the stabilization
program begun earlier, to
proceed with efforts to remove
restrictions on the economy
which hinder longer term
development, and to promote
increase production and
employment. This funding is
critical to Jamaica's economic
recovery.

The assistance will promote
the development of Jamaican
private sector activities
resulting in trade linkages
with the U.S. private sector
and increased

exports from the U.S. to
Jamaica.

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

¥



10.

FAA Sec. 612(d). Does the

U.S. own excess foreign
currency of the country and,
if so, what arrangements have
been made for its releasa?

Taa Sec, 601(e). Will tne

assistance utilize competiive
selection procedures for the
awarding of contracts, except
where applicable procurement
rules allow otherwise?‘

a

FAA 121(d). 1If assistande is

being furnished under the
Sahel Development Program, has
a determination been made that
the host government has an
adequate system for accounting
for and controlling receipt
and expenditure of A.I.D.
funds?

FY 1985 Continuing Resolution

Sec. 536, Is disbursement ot

the assistance conditioned
solely on the basis of the
policies of any multilateral
institution?

FUNDING CRITERIA FOR NONPROJECT

ASSISTANCE

1.

Nonoroject Criteria for

Economic Support Fund

a. FAA Sec. 531(a). Will
this assistance promote
economic and political
stability? To the maximum
extent feasible, is this
assistance consistent with the
policy directions, purposes,
and programs of part I of the
FAA?

b. FAi Sec. 531(c). wWill
assistance under cthis chapter
be used for military, or
paramilitary activities?

No

No

Yes, the assistance ,
Will assist Jamaica in

meeting present critical

foreign exchange deficit,
permit essential imports.

Yes

No

an



C. FAA Sec. 531(d). Will ESF
funds made availaple for
commodity import programs or
other procram assistance be
Used to generate local
currenciasz? If 55, will sucnh
local currencies be available
to support activities
consistent with the objectives
of FAA sections 103 through
10672

d. ISDCA of 1985 Sec.. 205,
Will ESF funds made avaiiable
for commodity import programs
be used for the purchase of
agricultural commodities of
United States-origin? 1If so,
what percentage of the funds
will be so used?

e. ISDCA of 1985 Sec. 801.
If ESF funds will be used to
finance imports by an African
country (under a commodity
import program or sector
program), will the agreement
require that thdse imports be
used to meet long-term
development neasds in those
countries -in accordance with
the following criteria?

(i) spare parts and other
imports shall be allocated
on the basis of
evaluations, by A.I.D., of
the ability of likely
recipients to use such
spare parts and imports in
a maximally productive,
employment generating, and
cost effective way;

(i1i) imports shall be
coordinated with
investments in accordance
with the recipient
country's plans for
promoting econonic
develcpment. A.I.D. shall

No


http:c.u.rre.is

assess such plans to
determine whether they will
effectively »romote
economic development;

(iii) emphasis shall be
pPlaced on imports for
agricultural activities
which will expand
agricultural production,
pParticularly activities
which expand production for
export or production to
reduce reliance on imported
agricultural croducts;

(iv) emphasis shall also
be placed on a distribution
of imports having a broad
development impact in terms
of economic sectors and
geographic regions;

(v) in order to maximize
the likelihood that the
imports financed by the
United States under the ESF
chapter are in addition to
imports which would
otherwise occur,
consideration shall be
given to historical
Patterns of foreign
exchange uses:

(vi)(A) seventy-five
percent of the foreign
currencies generated by the
sale of such imports by the
government of the country
shall be deposited in a
special account established
by that government and,
eXcept as provided in
subparagraph (B), shall be
available only for use in
accordance with the
agreement for econonic
development activities



which are consistent with
the policy directions of
section 102 of the FAA and
which are the types of
activities for which
assistance may be provided
under sections 103 through
106 of the FAA;

{B) the agreement shall
require that the government
of the country make =
available to the United
States Government such
portion of the amount
deposited in the special
account as may be
determined by the President
to be nrcessary for
requirements of the United
States Government,

f. ISDCA of 1985 Sec. 207.
Will ESF funds be used to
finance the construction of,
or the operation or
maintenance of, or the
supplying of fuel for, a
nuclear facility? 1If so,

has the President certified
that such country is a

party to the Treaty on the
Non-Proliferation of Nuclear
Weapons or the Treaty for the
Prohibition of Nuclear Weapons
in Latin American (the "Treaty
of Tlatelolco"), cooperates
fully with the IAEA, and
pursues nonproliferation
policies consistent with those
of the United States?

g. FAA Sec., 609. 1If
commodities are to be granted
sO that sale proceeds will
accrue to the recipient
country, have Special Account
(counterpart) arrancenents
been made?

No

A



Nonproject Criteria for
Develoomenc Assistance

a. FAA Sec, 102(a); 111; 113,

28l(a). Extent to whicnh

activity will (a) eflactively
inveolve the poor in
development, by extending
access ko econony at local
level; increasing g
labor-intensive Production andg
the use or appropriate
technology, spreading
investment out from cities to
small towns and rural areas,
and insuring wide
Participation of the poor in
the benefits of development on
4 sustained basis, Using the
appropriate U.S, institutions;
(b) help develop Cooperatives,
e€specially by technical
assistance, to assist rural
and urban poor to help
themselves towarg better life,
and otherwise encourage ..
democratic private and local
governmental institutions (c)
support the self-help efforts
of developing countries; (4)
promote the participation of
women in the national
economies of developing
countries and the improvement
of women's scatus; and (e)
utilize angd Sncourage regional
Cooperation by developing
countries?

b. FAA Sec. 103, 103a, 104,
105, 106, 107. 13 assistance

being made available:
(include only applicable
Paragraoh which corresponds to
Source of funds used. If more
than one fung soucce is used
for assistance, include
relevant paragraph for each
fund source.)



(1) [(103] for agriculture,
rural development or
nutrition; if so (a) extent to
which activity is specifically
designed to increase
preductivity and income of
rural poor; [103A] if for
agricultural research, full
account shall be taken of the
needs of small farmers, and
extensive use of field testing
to adapt Basic research: to
local conditions shall be
made; (b) extent to which
assistance is used in
coordination with efforts
carried cut under Sec. 104 to
help improve nutrition of the
people of developing countries
through encouragement of
increased production of Crops
with greater nutritional
value, improvement of
Planning, research, and
education with respect to
nutrition, particularly with
reference to improvement and
eXpanded use of indigenously
produced foodstuffs; and the
undertaking of pilot or
demonstration of poor and
Vulnerable people; and (c)
extent to which activity
increasés national food
security by improving food
policies and management and by
strencthening national £o0d
reserves, with particular
concern for the needs of the
Poor, through measures
encouraging domestic
production, building national
food reserves, expanding
available storage facilities,
reducing post harvest food
losses, and improving food
distribution.

N,‘ \



(2) [104) for population
planning under sec. 104(b) or
health under sec. 104(c); if
SO, extent to which activity
emphasizes low-cost,
integrated delivery systems
for health, nutrition and
family planning for the
poorest peopnle, with
Particular attention to the
needs cof mothers and young
children, using paramedical
&1d auxiliary medical
Personnel, clinics and health
Dosts, commercial distribution
Systems and other modes of
community research.

(3) [(105] for education,
public administration, or
human resources development;
if so, (a) extent to which
activity strengthens nonformal
education, makes formal
education more relevant,
especially for rural families
and urban poor, or strengthens
management capability of
institutions enabling the poor
to participate in development;
and (b) extent to which
assistance provides advanced
education and training of
people in developing countries
in such disciplines as are
required for planning and
implementation of public and
private development activities.

(4) [106]) for technical
assistance, energy, research,
reconstruction, and selected
development problems; if so,
extent activity is: (i)(a)
concerned with data
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collection and analysis, the
training of skilled personnel,
research on and development of
suitzble energy sources, and
Pilot projects to test new
methods ¢ enscgy proauccion;
and (b) facilitative of
geological and geophysical
survey work to locate
potential oil, natural gas,
and coal reserves and to
encourage exploration for
potential oil, natural gas,
and coal reserves.

(ii) technical cooperation
and development activities,
especially with U.S. private
and voluntary, or regional and
international development,
organizations;

(iii) research into, and
evaluation ¢of, economic
development processes and
technigues;

(iv) reconstruction after
natural or manmade disaster;

(v) for special development
problems, and to enable proper
utilization of earlier U.S.
infrastructure, etc,,
assistance;

(vi) for special development,
especially small
labor-intensive enterprises,
marketing systems, angd
financial or other

1.
/L]/
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institutions to help urban
Door participate in economic
and social development.,

(5) {107] is appropriate
effort placed on use of
approporiate technology?
(Relatively smaller,
Cost-saving, labor using
technologies tha: are
generally most dppropriate for
the small farms, small.
busiresses, and small incomes
of the poor.)

C. FAA 118(c) and (4). Does
the assistance comply with the
environmental Procedures set
forth in AID Regulation 15.
Does the assistance take into
consideration the problem of
the destruction of tropical
forests?

d. FAA Sec. 281(b) Describe
eXtent to which the activity
recognizes the particular
needs, desires, and capacities
of the people orf the country;
utilizes the country's
intellectual resources to
€ncourage insti-utional
development; and supports
civic education and training
in skilis regquired for
effective barticipation in
governmental and political
Processes essential to
self-covernment,

€. FAA Sec. 122(b) Dpoes the
activity give reasonable
Promise of contributing to the
development of econonic
résources, or to the increase
of produccive capacities angd
self-sustaining gconomic
growth?




