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ECONOMIC STRUCTURAL ADJUSTMENT PROGRAM I (ESAP)
 

FOR GRENADA, 1986
 

I. SUMMARY AND RECOMMENDATION
 

A. Recommendation
 

RDO/C's concepts paper recommended delegation of authority to the
 

Director, RDO/C to approve the Program Assistance Approval Document
 

(PAAD) to authorize an Economic Support Grant of $4.0 million to
 

Grenada. Annex C incorporates approval of the recommendation by AID/W
 

into the PAAD. We now recommend that the Director, RDO/C authorize an
 

Economic Support Fund Grant of $4.0 million to Grenada. The Grantee will
 

be the Government of Grenada (GOG) acting through the Ministry of
 

Finance, Planning, Trade and Industrial Development..
 

B. Summary
 

With the introduction of a major tax reform package in February, 1986,
 

the GOG has embarked on a course of structural reform designed to promote
 

economic growth and efficiency. RDO/C proposes to support this program
 

revenue shortfall of
by financing US4.0 million of the one-year 


approximately US$5.0 million resulting from the changeover between the
 

old and new tax systems. Conditionality attached to this program is
 

designed to ensure timely management of any additional fiscal deficit
 

arising from the expenditure side of the budget or from failure to
 

collect revenues at projected levels. Through our policy dialogue RDO/C
 

will encourage the GOG to begin negotiations with the World Bank to
 

develop a medium term structural adjustment program that will allow the
 

GOG to utilize newly established multilateral structural adjustment
 

facilities.
 

II. BACKGROUND
 

AID has financed a
Since the Grenada rescue mission in October 1983, 


continuing flow of technical assistance to provide the economic analysis
 

necessary to allow the Governlment of Grenada (GOG) to develop improved
 

economic policies. The Economic Stabilization Program, at a level of $17
 

million to date, and AID's policy dialogue with both the intprim
 

Government and the democratically elected Government of the New National
 

Party, has assisted Grenada in making a constant transition from a state
 

an open, market oriented economy. Although
directed economic system to 


there have been differences over the speed and timing of reforms, the
 

objectives of our two Governments have been the same. A review of the
 

three Economic Stabilization Grants (ESG's) indicates the progress to
 

date.
 

A. Economic Stabilization Grant I
 

An initial economic stabilization grant of US$5.0 million was provided to
 

the Interim Government in FY 1984 for urgently needed foreign exchange
 

and budgetary support resulting from the policies of the previous Peoples
 

The first tranche of $2.5 million was released
Revolutionary Government. 


in January 1984; the second of $2.5 was released in June 1984.
 



-2-


As a Condition Precedent to disbursement of the second tranche the GOG
 
was required to present evidence of progress in implementing reforms to:
 
w(1) take affirmative, necessary steps to assure the rights of
 

agricultural producers of cocoa, bananas and nutmeg to democratically
 

elect their representatives to the cocoa, banana and nutmeg associations
 

and (2) examine critically (a) the role of public enterprises, including
 
an assessment of the possible divestiture of each, (b) rationalization of
 

the public sector investment program, (c) current expenditures and
 
revenues to bring the current budget into balance in CY 1984, and (d)
 

opportunities to eliminate existing constraints to productive private
 

sector investment activity."
 

In addition the GOG covenanted to avoid an increase in public sector debt
 
from private commercial banks during 1984 and to reduce special
 

Government deposits required by the commercial banks in the equivalent of
 

US$2.5 million in order to shift resources into the private sector.
 

Under the program the Interim Government took the necessary action to
 

provide for and carry out election of representatives to the producer
 
associations, reduced their special govevnment deposits with the banks,
 

took the steps necessary to provide incrased liquidity needed by the
 
banks for financing to the private sector and moved forward wtth
 
development of policies which met remaining Covenants.
 

P1. Economic Stabilization Grant II
 

In May 1984, an AID task force undertook a comprenensive assessment of
 
economic policy and institutional conditi.ns to determine what further
 
policy recommendations the USG should make to the GOG. The Executive
 
Summary of the task force report. identified policy impediments to private
 

investment and production which required reform, as follows:
 

1. Government domination of decisions on direction of investment,
 
particularly foreign investment.
 

2. Fiscal management (taxation, budgeting, and expenditure) policy that
 

penalized private investment, saving, and production, as well as
 
consumption.
 

3. Government ownership of assets such as hotels, factories, and farms,
 
that are only tangentially related to the provision of public goods,
 
while critical public infrastructure such as road and sewerage and water
 

systems, was seriously lacking in quality and quantity.
 

4. Financial markets in which price (the interest rate) was fixed by
 
government fiat.
 

5. Direct government control of the prices of a myriad of goods and
 
services, without serious reference to real resource costs or the
 
intensity of demand.
 

6. Broad ranging restrictions on the movement of gocds and export of
 
financial capital between Grenada and the outside world.
 

Al
 

http:conditi.ns
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An economic stabilization grant of l5.0 million was provided in Lugust, 
1984 to continue budget support and encourage adoption of economic 
measures necessary to stimulate private investment. The grant was 
disbursed in three tranches over an eight-month period from September, 
1984 to April, 1985.
 

The work of the task force and assessments by the Interim Government, as
 
required by the Covenants to ESG I, resulted in a set of Conditions
 
Precedent to each disbursement that were significantly more specific than
 
those of the first economic stabilization program. Basically, the
 
Interim Government committed itself to carry out reforms as follows:
 

1. Develop and initiate implementation of fiscal reform.
 

2. Relax foreign exchange controls.
 

3. Revise the Investment Code so that it is no more restrictive than the
 
CARICOM Fiscal Incentive Guidelines.
 

4. Amend the Usury Law to raise interest rate limits on loans and by the
 
third traich take a decision to eliminate of further raise interest
 
ceilings.
 

5. Eliminate the 1984 unfinanced budget gap and provide a sound basis
 
for future budgeting.
 

6. Relax market restrictions by developing a plan to eliminate import
 
monopolies, remove price controls on domestically produced items,
 
liberalize import licencing.
 

7. Submit a plan for divestiture of agricultural lands and, by the third
 
tranche, divest itself of five state owned enterprises.
 

Several of these reforms were implemented by the Interim Government
 
before the election of December 3, 1984 brought to power the New National
 
Party under the leadership of Prime Minister Herbert Blaize. Among them
 
it:
 

1. Requested technical assistance to implement fiscal reform, and
 
provided a list of specific tax and budget reforms to be carried out.
 

2. Eliminated foreign exchange approval requirements, and lifted limits
 
on vacation and business travel allowances.
 

3. Revised the investment code as required, although AID still
 
considered further clarification of the code would be required.
 

4. Raised interest rate ceilings from 12.5% to 16%. With world interest
 
rates failing, the maximum rate was no longer an effective market
 
impediment for most lending.
 

5. Took actions including deferrment of debt payments to the German
 
Democratic Republic and Libya, which closed the projected fiscal gap.
 



-4

6. Provided a plan to eliminate the four import monopolies between
 

December, 1984 and December, 1985. Removed prices on some, not all,
 

domestically produced goods, discontinued the import licencing system
 

instituted on April 1, 1982 thereby reducing the list of goods requiring
 

licencing.
 

7. Committed itself to divest 5 state owned enterprises and approved
 

plans to sell the GOG's interest in six public enterprises. Returned 10
 

farms to their previous owners, agreed to compensate 5 others, and
 

developed a plan for divestiture of government held farms.
 

In December, 1984 the new Government of Prime Minister Blaize took the
 

adopt wholesale those reform commitments of
position that it could not 


the Interim Government not yet carried out without assessing for itself
 

the economic and political implications of policy changes. AID withheld
 

disbursement of the third tranche until satisfied, through its
 

consultations with the Government, that implementation of relevant policy
 

Leforms would be continued after proper assessment.
 

C. Economic Stabilization Grant III
 

A third economic stabilization grant of $7.0 million was approved in
 

August, 1985. Funds were disbursed in three tranches by December
 

Sensitive to the concerns of the new Government which was
31,1985. 

to assist the
elected in December 1984, the purpose of the new grant was 


GOG to rationalize its economy and thereby promote private sector led
 

growth. Concommitant with this Grant, AID also provided technical
 

assistance to advise the government on fiscal and budgetary reform,
 

analyze the behavicr of financial intermediaries, and advise on the
 

process of privatization.
 

Conditions Precedent to the second tranche required the GOG to establish
 

a plan to eliminate its 1985 fiscal gap, not increase its commercial debt
 

borrowing during the program, and balance its recurrent budget during the
 

last semester of 1985. These requirements were met, although it was
 

necessary to use funds provided under ESG III to ensure the budget was
 

balanced as shown in Table 3 of this concepts paper.
 

Emphasis nn the policy dialogue with the GOG shifted to clarifying action
 

plans for reform. As Condition Precedent to the disbursement of the
 

third tranche AID required an assessment and implementation program
 

consisting of the Grantee's intended actions in six economic policy
 

areas. The GOG has made excellent progress in each of these areas,
 

although implementation is in various stages as follows:
 

1. Designing A Comprehensive Development Strategy. A draft
 

Comprehensive Development Strategy (CDS) has been written and is
 

currently being reviewed by the Grenada National Economic Council(NEC).
 

The NEC is ccposed of Government Ministers and representatives of the
 

Banking sector, Hotel Association, Grenada Chamber of Industry and
 

Commerce, trade unions and farming community. The CDS will be submitted
 

to Cabinet for approval. Once approved, it will set the guidelines for
 
over the next few years.
establishing policy and investment priorities 


Its major importance to date is that it has established a vehicle for
 

discussion between the Government and private sector on public policy.
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2. Implementing Fiscal Reforms. By mid-December, 1985 a comprehensive
 
tax reform was presented to Cabinet for consideration. By eliminating a
 

large number of small trxes the package was designed to simplify the
 

structure. By eliminating export taxes, income taxes, and company taxes
 

and substituting a value added tax on consumption and an improved land
 

tax, the reform package proposed to shift the economy toward increased
 

rewards for work effort, investment and export oriented growth. With the
 

added provision of a reduced Business Levy on profits the package was
 

adopted by the Cabinet and passed into law with the submission of the
 

1986 budget to Parliament on February 28, 1986. The reform package went
 
further in meeting the above goals than anything proposed by the AID Task
 

Force in 1984 or other advisors prior to the advent of the present Fiscal
 

Reform project.
 

3. Streamlining the Investment Approval Process. The GOG has
 

established a committee to review bottlenecks that inhibit investment
 
which are outside the purview of the Industrial Development Corporation.
 

Legislation to repeal the Investment Code Incentives Law of 1983, in
 

order to avoid conflicting interpretation of the Investment Code and
 
previous legislation, is before Cabinet..
 

4. A Privatization Plan That States the Grantee's Decision Regarding
 
Privatization of Each State-Owned Enterprise. The GOG has made
 
significant efforts toward the privatization of State-owned enterprises
 
(SOE's). The major accomplishment has been the leasing of the Grenada
 

Beach Hotel which has now reopened with a total private sector investment
 
of US$l7 million. The Horseshoe Bay Hotel has been sold and all other
 

properties of the Grenada Resorts Corporation have either been leased or
 

sold. The spice processing plant has been divested along with property
 

of the National Fisheries Company. The Grenada Dairies has entered a
 
joint venture with a private sector company, Viking Enterprises. The GOG
 

has taken the decision, in addition to the above, to privatize nine other
 
SOE's.
 

In January, 1986, the GOG agreed to an implementation plan that will
 
study nine SOE's, including the major utilities and state owned banks,
 
with a view towards privatization in some form. The study of the Grenada
 
Electric Company is being financed by AID and will be completed by June
 
1986. The degree of privatization will depend in each instance upon the
 
economic and politicel feasibility demonstrated in the consultant's
 
findings. The GOG is committed to privatization once it is demonstrated
 
that there are real economic gains to be made resulting in the improved
 
efficiency of essential public services. Along these lines, the stated
 

goal in the GOG's draft Comprehensive Development Strategy for reforming
 
State-owned enterprises is to "(1) reduce the drain on public funds; (2)
 

improve management practices; and (3) deliver essential public services
 
more effectively."
 

5. Privatizing Government-Held Agricultural Land. During 1985, the
 

Government moved to establish a Model Farms Program that would replace
 
the Grenada Farms Corporation. This new organization would be
 
responsible for dividing Government controlled agricultural lands into
 
family size farms and turn them over to farmers under a registered lease
 
purchase agreement. By February, 1986, preliminary land-use surveys of
 

.1 
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eleven farms had been completed, with plans for providing initial
 
infrastructure soon to be finalized. Applications by farmers are being
 
accepted and reviewed by a committee to select applicants. There is a
 
full committent by the Government to divest almost all agricultural lands
 
under the control of the Grenada Farm Corporation through this program
 
within the next three years. This program will be a major undertaking by
 
the Ministry of Agriculture.
 

6. Reduction of market restrictions: There were no specific
 
requirements under the program. The Government has however, proceeded to
 
eliminate the import monopoly on cement along with import licencling and
 
price controls on cement. As reported in Grenada 575, dated February 28,
 
1986, price controls and import licences continue to be eliminated on a
 
selected basis. The AID financed study on credit availability in Grenada
 
with special reference to the money lending ordinance found relatively
 
high spreads between deposit and lending rates for financial institutions
 
and recommended against eliminating the Money Lending Ordinance at this
 
time (Usury Law). They did rccommend providing for adjustable maximum
 
rates that follow world market conditions, raising deposit rates to
 
attract new funds, and providing a risk guarantee fund to encourage banks
 
to lend long-term for investment. Given higher priorities, the
 
Government has taken no action to date but has indicated its desire to
 
study the problem further. In his budget speech for 1986, the Prime
 
Minister stated the Government would consider giving policy directives to
 
the nationalized banks on deposit rates and lending policy. Taken over a
 
two year period, the gradual reduction of controls has been a major
 
factor in generating improved economic performance.
 

III. PROGRAM RATIONALE
 

A. Tax Reform
 

In the 1986 Budget, the Government of Grenada introduced a major tax
 
reform package which became effective March 1, 1986. With the assistance
 
of the AID financed Fiscal Reform project, the reform package was
 
designed to promote economic growth and employment by increasing
 
incentives for saving and investment and increasing rewards for risk
 
taking and hard work. The new system replaced a complicated system which
 
stifled the capacity of the Grenadian economy to perform and grow. A
 
summary review of the tax reform package is included in Appendix A.
 

The advantages of the proposed system are clear. Agriculture producers
 
gain most, particularly at the margin. With exports exempted from the
 
new valued added tax (VAT) and export taxes eliminated, the farmer will
 
now keep 100 percent of any marginal profit from increased output being
 
exported. On the other hand, land and permanent capital structures may
 
be taxed at a level twelve times the level actually collected now, making
 
it more expensive to hold lands for speculation. Corporate taxes
 
(previously paid by very few heavily taxed companies) and income taxes
 
(widely evaded except for those working in Government and the formal
 
sector) have been dropped and a broader base tax has been created through
 
a VAT paid by producers and merchants. As normal for VAT, these taxes
 
should not be perceived by workers as affecting earnings. Most
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tax collection and monitoring should be
importantly, the system of 

It is


simplified in all cases except the collection of land taxes. 


expected that an acceleration in the economic rate of growth by 
one or
 

two percentage points can be obtained over the next few years 
if the
 

program is successfully implemented.
 

B. Fiscal Analysis
 

Tax Reform and Revenue Shortfall. Table 1 presents an estimate
1. 

reform package as
of tax revenues to be collected under the new tax 


compared to the previous tax package. Columns 2 through 5 are based on
 

estimates compiled in November 1985 by the AID financed Fiscal Reform
 

Team as the basis for analyzing the shortfall effects of tax reform. It
 

has been updated by RDO/C to incorporate changes in the tax package 
(such
 

the addition of the Business Levy) as approved by parliament on
 as 

The tax reform package was designed to be revenue
February 28, 1986. 


However, it was recognized
neutral within a year of its introduction. 


that there would be a Revenue shortfall in the first year due 
to the
 

changeover between the old and new tax systems with the greatest 
loss due
 

to the time required to implement collection of the Modified Land Value
 

The estimate of revenue shortfall
Tax (MLVT) scheduled for January 1986. 


for 1986 shown in table 1 is approximately EC$14 million (US 5.2).
 

During our bilateral negotiations with the Government of Grenada, the GOG
 

asked RDO/C to consider financing this revenue shortfall in support 
of
 

the major structural reform represented by the GOG's tax reform
 

initiative.
 

reform, the first step in analyzing
2. Revenues. Given the new tax 


the Government's budgetary situation, and projecting fiscal deficits 
for
 

is to obtain a clear picture of expected revenue performance.
1986, 

revenue estimates to actual revenues
Table 2 compares the GOG's 1985 


collected. The third column presents the GOG's 1986 budget estimate
 

which includes arrears and collections for the first two months 
of the
 

year on taxes' repealed on February 28, 1986. The fourth column presents
 

revenue picture for 1986 based on GOG legislative
RDO/C's estimate of the 

changes in March that effect r:venue collections and our analysis 

of
 

general economic activity.
 

GOG revenue estimates for 1986, showing an 8-percent increase over actual
 
Three
1985 revenues, appear too optimistic by about EC$ 15 million. 


major items account for the reduction in revenue projections. Impoct
 

duties are reduced to a level consistent with a 12 percent increase in
 

imports as projected by the IMF. There is a reduction of EC$ 8.4 million
 
rating of certain commodities
in VAT collections for 1986 due to the zero 


and a 61 day moratorium on the collection of VAT at the retail level.
 

The moratorium was granted in order to allow tax relief to those
 

businesses carrying inventory on which taxes had already been paid under
 

the old system. Finally, the business levy has been amended to allow
 

exemptions of business expenses thereby lowering revenues by EC$3
 

Thus, although the GOG revenue estimates suggest that growth
million. 

and the timing of reforms provide for revenue increases in 1986 over
 

1985, RDO/C estimates to date indicate that revenues will be EC$15
 

million less than projected and EC$7 million below 1985.
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3. Recurrent Expenditures. As presented in the budget, recurrent
 

expenditures in 1986 decline about 2 percent from 1985 (see Table 3).
 

Recurrent expenditures of EC 98.4 million includes EC Il.I million in
 

interest payments. Once interest is deducted, recurrent expenditures for
 

1986 are EC$87.3 million as compared to EC$90.1 million for actual 1985
 

recurrent expenditures excluding interest. This reduction in non-debt
 

recurrent expenditures is basically due to estimated reductions in the
 

wages bill expected from reform of the civil service and reduction in
 

government employment. Throughout the Budget, reductions in personnel
 

costs have been made under the heading "revision for retrenchment."
 

These reductions total EC$12.7 million. They represent 20 percent of the
 

wages bill and seem very high since implementation of reforms have not
 

yet begun four months into the budget year. Given the political
 

pressures associated with any reduction in Government employment this may
 

be the most explosive issue facing the GOG in the near term. In
 

estimating the probable budget outcome, RDO/C re-added the entire reserve
 

for retrenchment with the caveat that expenditures could be less
 

depending on the speed with which civil service reform can be
 

should be noted, however, that no provision is made in
implemented. It 

the budget for termination pay. We then deducted an EC$3.0 million
 

provision for wage increases that might be given to specific salary and
 

job categories as the civil service reform proceeds, and EC$l.0 million
 

provision for additional pension funding. The resulting expenditure
 

estimate is that which the Government will have to finance at current
 

wages if civil service reform is not implemented. Based on this
 

adjustment, RDO/C estimates non-debt recurrent expenditures increase 8
 

percent in 1986 over 1985.
 

4. Capital Spending. Capital expenditures plus principal
 

repayments included in the 1986 budget total EC$138.0 million. This
 

represents an increase of 49 percent over the 1985 actual level of
 

EC$92.3 million. However, the capital budget typically includes projects
 

which are attributed to donor financing but not yet arranged. For
 

example, of the EC$55.2 million in capital projects attributed to AID,
 

only EC$28.2 million actually have financing agreed to by AID In
 

addition, approximately EC11 million of these unfinanced requests,
 

represent counterpart fundirg for donor projects mainly as wage payments
 

to local labor Even assuming a lower than projected level of project
 

implementation, RDO/C estimates the GOG will need to finance EC$8 million
 

in counterpart funding. The GOG will provide limited financing (EC$5.4)
 

for the capital budget through sales of treasury bonds to the National
 

Insurance Scheme. External budget financing will finance additional
 

counterpart needs. Other than this, capital projects not obtaining
 

financing from external donor assistance will be delayed. Accordingly,
 

RDO/C has reduced the estimate of capital expenditures to EC$85.5 million
 

and external project support to EC$72.4 million. RDO/C estimates that
 

actual amortization payments will be about EC$ 15.5 million versus the
 

EC$ 27.6 cited in the 198v budget. We expect that the GOG will riot
 

actually make amortization payments on debt to the GDR and Libya. Debt
 

rescheduling additional to that negotiated in 1985 may bring this figure
 

down even further.
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5. The Overall Budget Position. As shown in table 3, the GOG's
 

1986 budget shows 4 recurrent account surplus (excluding debt repayments
 

which the GOG includes in the recurrent budget) of EC$9.6 million. This
 

represents a contribution to the capital account as covenanted in ESG
 

III. The balan:e requiring financing that remains in the budget is EC
 
23.4 million and the unfinanced gap for which the government is seeking
 

b.lateral donor financing is EC$18.0 million. AID financing of EC$ 10.8
 

million leaves a deficit to be financed in the official budget of EC$ 7.2
 

million. However, after making the adjustments discussed above, RDO/C
 

estim&ces the overall balance requiring financing to be EC 42.4 million
 

leaving a deficit to be financed of EC$ 26.2 million.
 

6. Financing the Fiscal Gap. Based on the RDO/C estimate of the
 

probable budget outcome for 1986, the US$ 4.0 million (EC$ 10.8 million)
 

proposed under this program combined with GOG domestic financing of
 

EC$5.4 will leave an estimated unfinanced gap of EC$26.2 million. A
 

deficit this large is unlikely to materialize since the domestic
 

resources required to finance it are not available. This unfinanced gap
 

may be narrowed by timely implementation of civil service cuts, cuts in
 

other expenditures, and limited increased deficit financing. At this
 

time RDO/C assumes that there has developed an unfinanced gap which must
 

be analyzed during the implementation of the Economic Structural
 

Adjustment Program I and a program designed by the GOG to eliminate
 

whatever unfinanced gap is determined to exist. The conditionality
 

proposed in this PAAD is designed with this in mind.
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Table 1
 

Tax Revenues under the Reform Plan, 1986 and 1987
 
(Millions of EC dollars)
 

Actual New System Old System 
1985 1986 1987 1986 1987 

Import Duty 17.81 19.65 21.42 16.80 19.81 
Excise Duty 0.05 0.01 - 0.05 0.06 
Export Duty 0.35 1.49 - 3.59 ./ 1.60 
Cons. Duty 8.57 1.13 - 9.04 9.54 
Pkg. Tax 0.49 0.07 - 0.51 0.53 
Pet. Profits ..... 
IAL 1/ 8.39 0.00 - - -

Gas Tax - 1.14 1.25 - -
Company Tax 6.88 1.79 - 7.30 7.73 
Business Levy - 2.00 2.20 - -

Income Tax 13.76 3.15 - 14.27 15.13 
Withholding 1.11 0.24 - 1.18 1.20 
Stamp Duty 18.26 2.95 - 19.24 20.30 
Entertainment Tax 0.14 0.01 - 0.12 0.13 
MVT 3.88 4.60 5.00 4.46 4.86 
Radio/TV NIL 0.00 - 0.01 0.01 
Hotel Occ. 0.42 0.10 - 0.51 0.55 
Telecomm. 0.19 0.07 - 0.20 0.21 
Ticket Tax 0.33 0.04 - 0.34 0.37 
FET 6.77 3.69 4.02 7.14 7.53 
Land Tax 0.78 0.80 - 0.80 0.86 
Gen Rates 0.31 0.20 - 0.20 0.21 
Inheritance 1.13 0.60 - 0.60 0.30 
MLVT - - 12.00 - -

VAT 40.10 54.50 -

Total Tax 	 89.61 83.73 100,40 88.36 90.93
 

IAL Extended 3/ 	 8.85 9.33
 

Total 	 89.61 83.73 100.33 97.21 100.26
 

1/ 	 Estimates based in assumption of 4 percent per year inflation, and real
 
growth of 1.5 percent under the old system and 4 percent per year under
 
the new system.
 

2/ 	 Includes arrears.
 
3,' 	 IAL expired by law December 31st, 1985.
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Table 2
 
RECURRENT REVENUES
 

(In thousands of EC dollars)
 

Taxes:
 
Import Duty 

Excise Duty 

Export Duty 

Consumption Duty 

Package Tax 

Petrol Profit Tax 


Internat Airp Levy 


Gas Tax 

Inc Tax Companies 


Company Levy 

Inc Tax Individs 

Withholding Tax 

Stamp Duty 

Entertainment Tax 


Motor Vehicle Tax 


Radio/TV Purchase Tax 

Hotel Occupancy Tax 


Telecommunications Tax 


Ticket Tax 

Foreign Exchange Tax 


Land & House Tax 

General Rates 

Inheritance Tax 

Value Added Tax 


Sub-Total 

Licences and Other:
 
Motor Vehicles 

Drivers 

Radio & Television 

Hotels & Clubs 

Liquor Licences 

Motor/Spirit Licences 

Insuraince Companies 

Trade Licences 

Other Licences 

Airport Dues:
 

Landing Fees 

Parking Fees 

Service Charges 

Navigational Aids 


Miscellaneous 


(US2=EC2.70)
 

Budget 

Estimate 


1985 


13,952 

147 


2,814 

7,067 


454 

338 


6,500 

0 


6,650 


12,200 

1,100 


14,410 

60 


2,250 

10 

275 

150 

300 


5,350 

750 

93 


1,125 


75,995 


450 

120 

10 

16 

42 

2 


100 

400 

140 


476 

2 


1,645 

180 

158 


Actual 

Revenues 


1985 


17,808 

49 


356 

8,572 


489 

0 


8,391 

0 


6,878 


13,758 

1,105 

18,254 


137 

3,877 


3 

427 

187 

326 


6,765 

781 

313 


1,130 


89,606 


391 

128 

30 

14 

44 

0 


233 

441 

155 


456 

1 


961 

28 

2 


Feb. 28 March 12 

1986 USAID 
Budget Estimates!/ 

21,892 19,940 2/ 
67 67 

1,495 1,550 
1,130 1,130 

70 70 
0 0 

500 500 

1,140 1,140 

1,790 1,790 

6,300 3,000 A/ 
3,150 3,150 

240 240 
2,950 2,950 

10 20 

4,600 3,910 
0 0 

100 200 

70 170 
40 100 

3,690 3,690 
80 300 
20 160 
60 200 

42,612 34,200 4/ 
92,007 77,320 

450 450 
120 120 

10 10 
20 20 

45 45 
0 0 

120 120 
400 400 
300 300 

6 / 6 

0 0 
264 _5/ 264
 
9 5/ 9
 
0 0
 

http:US2=EC2.70
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Other: 
Fees of Government Depts 9,840 5,281 8,449 8,449 

Repayments & Reimbursements 452 329 798 798 
Miscellaneous 396 284 403 403 
Post Office 3,224 1,911 4,513 4,513 
Rent & Interest 1,329 144 86 86 

Subtotal 18,982 10,833 15,993 11,230 
TOTAL 94,977 100,439 108,000 93,313 
Notes to Table: 

1/ 	Estimates based on recalculation of revenues by Fiscal Reform Team after
 
March legislative revisions.
 

. / 	 Estimate of import duty is limited to the 12 percent estimated increase
 
in imports. The duty structure has not appreciably changed.
 

_3/ 	Business levy reduced due to alteration of tax from a gross profit tax
 
to essentially a net income tax.
 

A/ 	Value added tax estimated to be EC50 million per year at current
 
economic levels, is estimated for 1986 on a 10 month basis. The
 
reduction in RDO/C Grenada's estimates reflects a post-budget decision
 
by the GOG to grant a 60 day holiday on VAT at the retail level to allow
 
businesses to work down inventories on which old taxes were paid plus
 
zero rating of certain goods under VAT.
 

. / 	 Levels are reduced over 1985 to reflect their shift to the Airport
 
Authorities control.
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Table 3
 

budget Summary
 
(Millions of EC dollars)
 

(US$=EC$2.70) 

1984 1985 1985 
Actual budget Actual 

Recurrent Revenue 87.3 95.0 100.4 
Recurrent Expenditure -86.7 -101.0 -100.1 

Recurrent Costs (75.9) (94.4) (90.1) 
Interest (10.8) (6.9) (10.0) 

Recurrent balance 0.6 -6.0 0.3 
Capital Expenditure -77.4 -126.7 -77.3 
balance before External 

Project Support -76.8 -132.7 -77.0 
External Project Support 68.0 122.5./ 69.2 3/ 
balance before 

Principal Payments -8.8 -10.2 -7.8 
Principal Payments -19.7 -22.1 -15.0 
Balance Requiring Financing -28.5 -32.3 -22.8 

Financing 28.5 32.3 22.8 

USAID 21.6 5.41_/ 20.7 
Domestic Financing 6.1 4.1 -
Other/Umission 0.8 - 2.1 

Deficit to be Financed -0- (22.8) -0-

1/ Estimate as of March 31, 1986. For derivation see text. 

2_i Includes projects budgeted for external financing not yet arranged.
 

3_/ Includes ESG III funds attributed to capital budget.
 

4_] 7SG II funds obligated but not disbursed in 1984.
 

1986 
budget 

1986 
Probablel 

108.0 
-98.4 
(87.3) 
(11.1) 
9.6 

-110.4 

93.3 
-107.1 
(96.0) 
(11.1) 
-13.8 
-85.5 

-100.8 
I05.0./ 

-99.3 
72.4 

-4.2 
-27.6 
-23.4 

-26.9 
-15.5 
-42.4 

23.4 42.4 

10.85_/ 
5.4 
-

10.8 
5.4 
-

7.2 26.2 

5_/ AID financing was not included in the Budget, leaving an amount to be financed of EC$ 18.0
 
million.
 



-14-


Table 4
 

Grenada: Summary Balance of Payments
 
(Millions of U.S. Dollars)
 
Source: IMF Statistics
 

IMF GOGC /
 
IMF
 

Prel. Est. Est. Est.
 
1984 1985 1985 1986
 

Current account balance 4.2 1.7 5.4 -16.2
 
Merchandise exports 16.7 23.6 22.1 26.0
 
Merchandise imports 57.1 78.1 68.8 87.5
 
Of which: airport related (5.0) (9.0) -- --

Services 8.4 14.6 30.1 18.1
 
Of which: tourism receipts (17.8) (25.1) (23.8) (29.1)
 

interest payments (-2.2) (-2.2) (-2.8) (-2.4)
 
Private transfers (net) 11.7 12.0 3.4 12.4
 
Official transfers (net) 24.6 29.6 18.6 14.8
 

Capital account balance 4.5 2.1 -4.8 10.9
 
Public sector borrowing (net) 3.8 -1.5 -5.5 5.5
 
Commercial banks -3.2 -0.9 -0.3 -0.9
 
Private investment 2.8 3.0 2.5 6.3
 
Other (including errors and
 

omissions) 1.1 1.5 -1.5 --

SDR allocation -- -- -- --

Overall balance 8.7 3.8 0.6 -5.3
 

Financing -8.7 -3.8 -0.6 -1.5
 
IMF (net) -1.1 -2.4 -1.7 -1.5
 
Change in imputed ICCB reserves -8.6 -1.0 -1.0 --

Change in government foreign
 

assets 0.4 -0.4 -0.8 -

1/
Change in arrears 0.6 -- 2.9 --


Unfinanced gap -- -- 6.8
 

GDPZ/ 89.7 96.1 96.1 103.4
 

1/ Includes arrears on contributions to regional and international
 
organizations as well as possible delays in payments in respect of debts
 
either in dispute or which the authorities are seeking to reschedule.
 

2_/ Provided for reference.
 

3_/ Ministry of Finance, Preliminary Statistics, March 1985.
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C. Balance of Payments and Exchange Rate:
 

A final 1985 balance of payments estimate and current 1986 projection are
 

not yet available. However, November 1985 projections by the IMF (see
 

table 4) indicate an unfinanced gap for 1986 of US$6.8 million (EC$18.4
 

million). The estimates in table 4 contain a wide margin of error.
 

Capital inflows for 1986 are expected to be higher. IMF statistics are
 

presented here only to demonstrate that a large unfinanced balance of
 

payments gap is not expected to exist. Column 3 is included to show the
 

GOG's current. estimate of the Balance of Payments for 1985.
 

From the preliminary IMF projections available, a drop in external grants
 

(official transfers) for capital projects will result in a negative
 

current account. balance in 1986. However, on capital account, public
 

sector concessional borrowing is expected to compensate for the loss in
 

project-related grants and private capital inflows are expected to
 

approximately double in connection with tourism and manufacturing
 

investment. These increased capital account inflows are not expected to
 

make up the difference, and Grenada will be faced with an unfinanced
 

balance of payments gap of US$ 6.8 million in 1986. The proposed program
 

assistance of US44.0 million will cover fifty-nine percent of this.
 

Rezcheduling of amortization payments on external debt as discussed under
 

the fiscal analysis above will close out the gap. (In addition, it
 

should be noted that imports for the first four months of 1986 equal 1985
 

levels which were overestimated in the IMF estimates. Therefore, even
 

allowing for a 12% growth in imports, it is reasonable to assume that
 

imports could be as much as US$I0.0 million less than projected, which
 

would eliminate the unfinanced gap.)
 

Grenada's real effective exchange rate has appreciated more rapidly than
 

that of any other state in the Eastern Caribbean currency union, and
 

Trinidad's devaluation late last year only served to further distance
 

Grenada from Dominica's (the next. most rapidly appreciating country)
 

position. In part this situation is a reflection of Grenada's trading
 

patterns, but more seriously affecting this outcome has been Grenada's
 

rate of inflation in the 1980-85 period, the highest in the OECS. As a
 

consequence, despite improvements linked to the 1985 depreciation of the
 

US dollar, Grenada's real effective exchange rate has appreciated about
 

22 points, comparing 1985 with 1980.
 

However, because of Grenada's membership in the monetary union and
 

because union-wide the appreciation is only 4 points (comparing 1985 with
 

1980), there is little likelihood that the union will elect to devalue in
 

the near future. As a consequence, Grenada must seek alternative policy
 

measures to improve its competitiveness. Various elements of the newly
 

announced fiscal reform package are working precisely in this direction.
 

First, the phased removal of export tariffs is a positive step. Second,
 

other tax measures to encourage exports and discourage imports are
 

positive steps. Finally, if Government. is successful in holding the line
 

on civil service wage increases, the demonstration effect on private
 

sector wages should work to Grenada's competitive advantage.
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PROGRAM STRATEGY
 

RDO/C proposes that during FY 1986 a fourth economic support grant, to be
 

called Economic Structural Adjustment Program I (ESAP I), be made to the
 

GOG. We propose to recognize in this program (he need to support the
 

Government of Grenada as it moves from a policy of stabilizing the
 

economy and planning for change, to a period of more comprehensive
 

structural adjustment. ESAP I will recognize the primary importance of
 

fiscal reform for CY 1986. Timely reform is essential if the GOG is to
 

reach its stated objectives to ensure that recurrent revenues are greater
 

than recurrent expenditures and debt payments by 1988. Prime Minister
 

Blaize, in his 1986 Budget Speech set the following targets to achieve
 

this goal: 1986, EC18 million deficit (US6.6 million); 1987, EC$12
 

million deficit (US 4.4 million); 1988, ECt6 million deficit (US$2.2
 

million); 1989, EC 4.2 million surplus (US$1.5 million). The program
 

will include a continuing policy dialogue on achieving these targets
 

through new policy initiatives. RDO/C will use ESAP I conditionality to
 

encourage the GOG to move as rapidly as possible, on the basis of the
 

comprehensive development strategy they have already prepared, to develop
 

a plan for working with the World Bank and other donors to design an
 

acceptable "Tight Consultant Group," mediuim-term structural adjustment
 

program. With such a program in hand the GOG will be able to obtain
 

access to the new IMF Structural Adjustment Facility and to IDA VIII
 

funds. (see Appendix B)
 

A. Goals
 

1. To ensure timely implemenetation of fiscal reform and provide
 

financing to support that part of the budgetary deficit resulting from
 

revenue shortfall arising from the 1986 tax reform package.
 

2. Our policy dialogue will encourage the GOG to begin
 

negotiations with the World Bank to develop a medium-term structural
 

adjustment program in the context of the "tight consultative group"
 
mechanism.
 

As discussed in the budgetary analysis above, implementation of the 1986
 

tax reform program will leave a wide margin of error in the Government's
 

cash flow analysis over the next several months. By September 1986,
 

enough of a record should be established to enable relatively accurate
 

prediction of revenues to be obtained under the new tax reform program
 

and will give the Government a good basis for estimating 1987 revenues.
 

By that time, the Government will have gone through a shake-down period,
 

personnel will have been trained, revenues will be collected efficiently,
 

losses due to implementation problems should be overcome, and the
 

Government will be able to take actions necessary to adjust the tax
 

reform package in light of any unforeseen developments. In the meantime,
 

the GOG has taken a bold step and is necessarily concerned about its
 

credibility. Timely payment of obligations is of prime importance during
 

this period. Prime Minister Blaize has repeatedly said that his
 

Government has gone out on a limb with major reforms, as opposed to
 
marginal adjustments, and the success or failure of the program will
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depend, in part, on continued AID budgetary support. Other Caribbean
 

countries have requested information on the Grenada program which, if
 

successful, could become a model for fiscal reform in the smaller
 

Caribbean nations. RDO/C has taken the decision to ma:e funds readily
 

available during 1986 in recognition of the tax reform program already
 

implemented. At the same time, we want to move the GOG towards a well
 

conceived medium-term structural adjustment program qualifying for
 

multilateral donor support. RDO/C's strategy for the program is
 

developed with this in mind.
 

B. Strategy
 

Disbursements will be made in two tranches. We anticipate the first
 

disbursement of US2.0 million will be made in June 1986 to help cover
 

the GOG's first half-year budgetary deficit. An analysis of the budget
 

through May, and monthly projections of recurrent expenditures and
 

revenues through 1986, will be developed with the GOG as conditions
 

precedent to initial disbursement. The second disbursement of U#2.0
 

million is planned by September. RDO/C estimates that the GOG's budget
 

deficit through September will fully utilize all local currency generated
 

(see fiscal analysis above). Prior to disbursement of the second
 

tranche, RDO/C will review with the GOG (1) a program to ensure all
 

policy decisions and implementation actions required to ensure completion
 

of the fiscal reform program by early 1987 will be carried out, and (2) a
 

revised budget and monthly cash flow analysis to ensure that the GOG has
 

taken timely actions to eliminate any remaining unfinanced gap. The
 
conditionality outlined below is designed to concentrate efforts under
 

the Economic Structural Adjustment Program to ensure effective
 

implementation of the GOG's fiscal Leformn program in FY 1986 and to
 

encourage the development of a medium-term structural adjustment program.
 

C. Conditionality
 

As noted earlier, conditionality under the proposed ESAP I will focus on
 

three items: (a) implementation of fiscal refoLms, (b) prudent
 

elimination of any unfinanced gap arising out of a higher than expected
 

fiscal deficit and (3) development of a medium-term structural adjustment
 

program.
 

1. Conditions Precedent to Initial Disbursement
 

Prior to the disbursement of the first tranche of $2,000,000 under
 

this Grant or to the issuance by A.T.D. of documentation pursuant to
 
which such disbursement will be made, the Grantee will, except as the
 

Parties may otherwise agree in writing, furnish to A.I.D., in form and
 

substance satisfactory to A.I.D.:
 

(a) An opinion from the Chief Legal Officer of the Grantee stating
 

that this Agreement has been duly authorized and/or ratified by, and
 

executed on behalf of, the Grantee, and that it constitutes a valid and
 

legally binding obligation of the Grantee in accordance with all of its
 

terms;
 



(b) A statement representing and warranting that the named person
 

or 	persons have the authority to act as the representative or
 

the Grantee together with a specimen signature of each
representatives of 


person certified as to its authenticity;
 

(c) Evidence that the Grantee has established an account into
 

which the U.S. dollar proceeds of the Grant can be disbursed;
 

(d) Evidence that (1) a special and separate local currency
 

account has been established in Grenada into which the E.C. dollar
 

equivalent of the Grant will be deposited, and (2) the Grantee is
 

committed to use the deposited local currencies for uses in accordance
 

with the provisions of the Annex I - Program Description;
 

(e) A commitment that the Grantee will deposit into the special
 

account, immediately upon disbursement of each tranche of the Grant
 

proceeds, an amount in local currency equivalent to the dollar
 

disbursement under 	the Grant.
 

(f) A statement signed by one of the Grantee's authorized
 

representatives presenting a clearly annotated monthly cash flow with
 

actual data current to one month before disbursement, with projections
 

through the end of CY 1986;
 

(g) A statement signed by one of the Grantee's authorized
 

representatives describing the fiscal gap for CY 1986 that will remain
 

after disbursement of the Grant, based on conditions as of the date of
 

signing of the Agreement, which includes a description of the policies
 

and actions the Government will pursue to eliminate any unfinanced gap
 

that has been identified;
 

(h) A mutually agreed upon summary of the fiscal reform program
 

that identifies actions required to complete implementation of remaining
 

tax reforms and other fiscal reforms; and
 

(i) A mutually agreed upon list of Government of Grenada budget
 

line items to which the local currency deposited by the Government of
 

resources will be attributed.
Grenada from its own 


(j) Evidence that 	the GOG has made formal application by letter to
 

the International Bank for Reconstruction and Development (IBRD)
 

requesting assistance in developing a medium term structural adjustment
 

program under a tight consultative group mechanism.
 

2. Conditions Precedent to Disbursement of Second Tranche
 

Prior to the disbursement of the second tranche of $2,000,000, or
 

to the issuance by A.I.D. of documentation pursuant to which such
 
the Parties may
disbursement will be made, the Grantee will, except as 


in form and substance
otherwise agree in writing, furnish to A.I.D., 


satisfactory to A.I.D.:
 

10 
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on a formal review of the
(a) A mutually agreed upon plan, based 


fiscal reform program, of actions required by January, 1987 to complete
 

tax and budget reforms, including a program
implementation of remaining 

for reducing public sector wage and salary expenditures.
 

(b) A mutually agreed upon implementation plan, based on a formal
 

review of the "Assessment and Implementation Program" developed under the
 

Economic Stabilization III Grant, which identifies remaining activities
 

to be carried out under the Program.
 

necessary to
(c) Evidence that the GOG is taking the measures 


eliminate any remaining unfinanced fiscal gap for 1986.
 

3. Covenants
 

(a) Records
 

The Grantee will maintain financial records, in accordance with
 

generally acceptod accounting principles, to assure compliance with this
 

three years after
Agreement, such records to be maintained for at I -st 


the date of last disbursement hereunder and to be made available upon
 

request for examination at any reasonable time by authorized
 

representatives of A.I.D.
 

(b) Local Currency Special Account
 

The Grantee, using the highest lawful rate of exchange existing on
 

the date of the local currency deposit, will immediately upon
 

disbursement of the Grant cause the East Caribbean Central Bank to
 

deposit the local currency into the previously established special and
 

separate account, the equivalent amount of the grant proceeds, which
 

special account shall, except as A.I.D. may otherwise agree in writing,
 

be established and used by the Government of Grenada as specified by the
 

terms and conditions of the Grant Agreement.
 

(c) Miscellaneous Financial and Program Covenants
 

The Grantee, except as A.I.D. may otherwise agree in writing,
 

covenants that:
 

(1) all local currency expenditures detailed in Section 2.1(i) of
 

the Grant Agreement or as subsequently amended will have been carried out
 

by year-end 1986;
 

(2) it will take timely actions to ensure adequate progress under
 

the assessment and implementation program developed under Economic
 

Stabilization Grant III;
 

(3) it will provide to A.I.D., through the hi-lateral consultative
 

group referred to in Section 5.7. of the Grant Agreement, timely, monthly
 

cash flow reports and budget updates in sufficient detail to show monthly
 

financing gaps and how they have been funded; and
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(4) it will pursue a policy of developing with A.I.D. and the
 

IBRD, a structural adjustment program under the "Tight Consultation
 

Groupw mechanism in accordance with Annex I to the Grant Agreement.
 

(5) it understands that A.I.D. considers of primary importance the
 

civil service retrenchment program being contemplated by the Government
 

and will present to A.I.D., in form and substance satisfactory to A.I.D.,
 

an assessment of the cost and benefits of the proposed retrenchment
 
program by December 30, 1986.
 

(d) Imports from the United States
 

The Grantee covenants to import from the United States during the
 

twelve month period after execution of the Agreement goods and services
 
in an amount at least equal to Four Million United States Dollars,
 

excluding those goods to which an attribution is made under the
 

predecessor Economic Stabilization Grant. Documentation evidencing such
 

imports shall be maintained in form and substance satisfactory to A.I.D.
 

by the Grantee and shall be made available in accordance with Section
 
5.1. hereof.
 

(e) Reports
 

The Grantee, itless A.I.D. agrees otherwise in writing, will
 
furnish to A.I.D. periodic reports on the status of the funds, and the
 

use thereof, of che local currency equivalent of the U.S. Dollar proceeds
 

in a format acceptable to A.I.D. The first report will be due three
 

months after initial disbursement with the final report due no later than
 
January 31, 1987.
 

(f) Publicity
 

The Grantee covenants that it will give appropriate publicity to
 

the Grant and activities funded thereunder as a program to which the
 
United States has contributed.
 

(g) Consultation
 

The Grantee covenants to meet at regular intervals with A.I.D. in
 

order to consult concerning the effectiveness of the activities
 
undertaken through the Agreement and to monitor progress on economic
 

policy matters generally. Consultation shall be carried out by means of
 

a regular consultation group consisting of representatives of the
 
Government of Grenada, A.I.D. and the U.S. Embassy. Consultation shall
 
be on a bi-weekly basis.
 

(h) Execution of Program
 

(1) The Grantee shall carry out the program or cause it to be
 

carried out with due diligence and efficiency, in conformity with sound
 

technical, financial, and management practices, and in conformity with
 

those documents, plans, specifications, contracts, schedules or other
 

arrangements, and with any modifications herein, approved by A.I.D.
 
pursuant to this Agreement; and
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(2) Provide qualified and experienced management for, and train
 

such staff as may be appropriate for the maintenance and operation of the
 

program, and, as applicable for continuing activities, cause the program
 

to be operated and maintained in such manner as to assure the continuing
 

and successful achievement of the purposes of the program.
 

D. Use of U.S. Dollar Resources
 

The US4.0 million grant will be disbursed in two tranches. Using the
 

electronic funds transfer method of payment, RDO/C will advise when
 

conditions have been satisfied for each disbursement, indicating that the
 

U.S. dollars should be deposited in the Eastern Caribbean Central Bank
 

(ECCB) account in the Federal Reserve Bank of New York. The fund
 

transfer request will instruct the ECCB to credit the GOG's account in 
a
 

designated commercial bank in Grenada with the local currency equivalent
 

of the U.S. dollar disbursement. The RDO/C Controller's Office and the
 

RDO/C office in Grenada will be notified by cable when the electronic
 

funds transfer has been completed.
 

Under the proposed program grant, the GOG will covenant to make available
 

foreign exchange in an amount equivalent to the Grant to be used for U.S.
 

goods and services imported within twelve months of each disbursement.
 

For attribution purpose, the GOG will submit to AID on a quarterly basis
 

a complete list of eligible imports which were purchased during the
 

quarter. The initial quarterly report will be submitted three months
 

from the date of the first disbursement. Subsequent reports will be
 

submitted at three month intervals from that date. If necessary,
 

technical assistance provided to GOG customs service under the Fiscal
 

Reform Component of the regional Public Management and Policy Planning
 

Project (PMPP), will provide guidance on the most effective means of
 

monitoring and recording input data to satisfy AID reporting requirements
 

without over-burdening an understaffed customs department.
 

From the list submitted by the GOG, AID will determine that an accepted
 

level of imports from the United States has been maintained for
 

attribution under the terms of the agreement. While all U.S. imports
 

will be eligible for attribution, raw materials, spare parts, and
 

intermediate goods will be given highest priority for AID acceptance for
 

attribution.
 

E. Use of Local Currency
 

The local currency equivalent of US$4.0 million will be used to help fund
 

the central government's unfinanced deficit. Prior to initial
 

disbursement the GOG and AID will review the 1986 budget and attribute
 

local currency expenditure to budget items according to the following
 

priorities: (1) unfinanced counterpart funding needs required to
 

implement essential other donor capital projects, (2) funding of programs
 

necessary to carry out fiscal reform, (3) expenditures for the
 

retrenchment program, (4) funding of the recurrent budget. The local
 

currency budget may include expenses incurred from January 1, 1986. With
 
respect to expenditures for the retrenchment program, AID and the GOG
 
recognize the primary purpose of this program is the timely disbursement
 

'



-22

of local currency funds in support of the tax reform program. Therefore
 
AID will review the retrenchment program with the GOG and allocate local
 
currency for severance payments only if expenditures can be made on a
 
timely basis. The local currency budget required under SECTION 2.1 (h)
 
may subsequently be modified in writing by mutual agreement.
 

Local currency will be disbursed using implementation arrangements
 
applied under ESG I, ESG II and ESG III. After Conditions to Initial
 
Disbursement have been satisfied, including the mutual agreement 
on
 
budget items to be supported with local currency made available under
 
ESAP I, US. dollars will be transferred to the ECCB account in the New
 
York Federal Reserve Bank with instruction for the local currency
 
equivalent to be disbursed by the ECCB to a GOG-designated account in a
 
commercial bank intermediary in Grenada. The account will be drawn down
 
upon by the GOG to finance budget line items, mutually agreed upon by AID
 
and the GOG. A full accounting of local currency uses will be submitted
 
to AID on a quarterly basis. The report will list expenses accrued in
 
the quarter aad provide a separate list of current expenditures. AID
 
will review the reports and advise the GOG in writing or any expenditures
 
disallowed and the reasons for not allowing them.
 

F. Trust Fund
 

Local currency made available under the ESG III program was used to
 
establish a Trust Fund to defray AID program local currency operating
 
cost. The equivalent of US$300,000 was transferred from the GOG to a
 
special AID Trust Fund Account to meet such oprrating costs as office
 
rentals, utility bills, local salaries, transport and any other expenses
 
related to AID operations in Grenada.
 

RDO/C Grenada has reviewed the question of requiring an additional Trust
 
Fund contribution under this program and has decided not to require a
 
contribution under ESAP I for the following reasons.
 

1. The current program does not represent balance of payments
 
support that would generate excess local currency. The current program
 
is developed solely as budget support to generate local currency to meet
 
revenue shortfalls resulting from the 1986 tax reform program. Therefore
 
any payment into the trust fund would widen the unfinanced fiscal gap and
 
be detrimental to program objectives.
 

2. In lieu of actual currency,contributions the GOG is renting to
 
AID, office and warehouse space at the nominal fee of one dollar for ten
 
years. This would represent a cost savings to AID of approximately
 
US$330,000 over the ten year period at current rental costs. In
 
perecentage terms it is equivalent to 11% of the ESAP 1 program, an
 
increase over the 4% contribution represented by the Trust Fund
 
contribution under ESG III.
 

3. Given the reduced operational fund requirements of RDO/C
 
Grenada for FY 1987, additional contributions by the GOG are not
 
considered necessary at this time.
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VI. IMPLEMENTATION ARRANGEMENTS
 

A. Disbursements - Program assistance will be used in support of
 

the GOG CY 1986 economic program. Immediately following PAAD
 

authorization of the $4 million requested, RDO/C will negotiate and sign
 

a Grant Agreement (ESAP I) obligating the entire $4.0 million.
 

B. Method of Payment - The US$4.0 million grant will be disbursed
 

in two tranches. Using the electronic funds transfer method of payment,
 

AID/W will advise when conditions have been satisfied for each
 

disbursement, indicating that the U.S. dollars should be deposited in the
 

Eastern Caribbean Central Bank (ECCB) account in the Federal Reserve Bank
 

of New York. The fund transfer request will instruct the ECCB to credit
 

the GOG's account i1. a designated commercial bank in Grenada with the
 

local currency equivalent of the U.S. dollar disbursement. The RDO/C
 

Controller's Office in Barbados and the RDO/C Grenaea office will be
 

notified by cable when the electronic funds transfer has been completed.
 

C. Monitoring - Compliance with the covenant requiring an
 

equivalent amount of imports of goods and services from the US within
 

twelve months of each disbursement will be monitored from the listing of
 

eligible imports purchased during each quarter, which will be submitted
 

to AID on a quarterly basis from the date of first disbursement.
 

Compliance with agreed upon uses of local currency made available under
 

the ESAP I Program will be monitored from reports submitted by the GOG.
 

Compliance with all other conditions and covenants of the agreement will
 

be reviewed on a bi-weekly basis during the consultation group sessions
 

between the GOG and AID.
 



ANNEX A
 

SUMMARY OF 1986 REVENUE REFORMS!/
 

reform
In the 1986 budget, tne Government of Grenada included a major tax 


package which became effective March 1, 1986. In his budget Speech,
 

presented to Parliament on February 28tn, tne Prime Minister reiterated
 
His


his 1985 promise that the 1985 budget would be a reform budget. 


theme was, "Tne 1986 budget is built on a strategy designed to
 

restructure the economy and reform the public finances aimed at raising
 

the level of productivity, efficiency and competitiveness of all
 

reform would be divided into two
Grenadians." He stated that fiscal 

The first deals with the creation of a wnolly new tax
phases. 


structure. The second, basically to be carried out over the next year,
 

issues concerned with the development of output measurements
will look at 

for programs within the budget and improvement of budget presentation in
 

order to improve tne Government's ability to set priorities. The
 

review the use of licences and user fees on
Government will also 

an
Government services to increase tne efficiency of the public sector on 


equitable basis.
 

the new tax structure is designed to
As discussed in the Concepts Paper, 


be fair, simple and conducive to economic growth. It replaces a
 
the Grenadian
complicated system which has stifled the capacity of 


economy to grow. The new system is a product of seven months of study by
 

a working group in the Ministry of Finance, followed by lengthy
 
Although we can expect modifications
deliberation and debate in Cabinet. 


tne GOG reacts to political needs, as well as experience in
 as 

implementing the reforms, the tax structure originally approved by
 

Cabinet was in fact almost identical to tnat put forward by the
 

RDO/C-financed Fiscal Reform Consultant Team.
 

tne following taxes. Income tax withholding,
Tax retorm measures repeal 

the individual income tax, company tax, all export taxes, the stamp duty,
 

hotel occupancy tax, radio
excise duties, consumption duty, package tax, 


petroleum profits tax, entertainment tax, telecommunications
and TV tax, 

tax, ticket tax, land and house tax, inheritance tax and four other
 

general rates taxes are repealed. The international airport levy which
 

expired December 31, 1985 will not be renewed.
 

Tax reform measures retaiq or revise the following taxes. The common
 

external tariff (CET) is retained with modifications to be made in
 

accordance with CARICOM agreements. The foreign exchange tax (FET),
 

cnargeable on purchases of foreign currency is retained and reduced from
 

five percent to two percent. The motor vehicle purchase tax (MVT) is
 
taxis',
retained. The rate is 40 percent on the cost of private cars, 


as hearses.
rental cars and minivans arid 15 percent on others such 


Vehicles of certain public officials who travel, diplomats and vehicles
 
basis, are
used in agriculture, if approved by Cabinet on a case by case 


exempt.
 

to
2 of 

in context of the overall


1/ Reference to tables I and the Concepts Paper may prove useful 


the reader in putting each reform measure 

reform plan.
 

'€1
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A value added tax (VAT) is introduced as the centerpiece of the new tax
 

The VAT is applied at the rate of 20 percent on sales of
 structure. 

goods and services. It is expected to yield over half of total
 

revenue once the system in fully implemented. The tax will
Government 

apply to any firm or person Whose sales of goods and sesrvices is more
 

Tax credits will be allowed on purchases of
than EC$12,000 (US$4,444). 

equipment, machinery and furniture. Vehicles will 
not be allowed a tax
 

credit. A few items such as essential foods may be taxable at zero
 

Multiple rates and large numbers of exemptions
percent (zero rates). 

were avoided in writing the law. The object of obtaining a simple
 

broad-based tax has been obtained.
 

(MVLT) is introduced. The MVLT will replace
A modified land value tax 

the land and house tax and greatly increase revenues from real property.
 

the value of all land
A rate of two percent will be cnarged on 

and vacant). For any


(residential, conercial, 	industrial, agricultural, 

EC$15,000 (US$5,555) will be allowed. There
property, an exemption of 


farmers during
will be a deferral provision to prevent hardship to 


periods of natural disaster and to older citizens whose tax exceeds their
 

In his speech, the Prime Minister emphasized the tax was
aoility to pay. 

land to
designed to discourage speculation and encourage the use of 


realize its greatest economic potential. Land surveys and preparation of
 

are currently being carried out with the assistancF of the
 property rolls 

Collection of property taxes will not
AID financed fiscal reform team. 


start until January 1987.
 

defined as
A modified levy is introduced. The company levy was a 10
 

tne gross profits of companies. The levy was a last
percent tax un 

tax package because certain members of the
minute measure added to the 


Cabinet, including Prime Minister Wlaize, were concerned that political
 

tnat the reform was too pro-business.
opponents of tne NNP would charge 


Subsequent to its introduction, the concept of gross profits and
 

allowance of appropriate deductions proved difficult to define. The
 

levy is now to be redefined to be more equivalent to a net
business 

proTits tax with certain exemptions, such as business trips abroad and
 

no longer allowable. Essentially, the tax now
purchase of company cars, 

the company tax from 50 percent to 10 percent
represents a reduction of 


with deductions for the most abused forms of operating expenses removed.
 

A gasoline tax is introduced. The gasoline tax is set at EC$0.50
 
It replaces the petroleum profits
(US$0.19) per gallon of gasoline sold. 


on excess profits of petroleum importers. The price of
tax levied 

be allowed to reflect world market conditions.
gasoline will now 


The reform package leaves 	Grenada with only seven taxes. All taxes will
 

be collected from businesses except the MVLT which will be collected from
 

Reform of tne revenue system is not completed however.
property owners. 

a study of licences and user fees
The Government has already initiated 


wnicn in 1985 accounted for 10 percent of the budget. The basis of tnis
 

ensure the fair and equitable use of Government
review will be to 

Additional fees may be considered such as the possibility of
services. 


adding certain fees for health services.
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AID'S PARTICIPATION IN THE "TIGHT 
CONSULTATIVE GROUP"
 

Early in 1986 tne OECS Economic Affairs 
Secretariat, with country
 

"Eastern Caribbean Development
 
assistance, developed a proposal 

for an 


Tne ECDF was designed around the concept 
that the OECS states
 

Facility." 

would engage in codified structural 	adjustment programs in return 

for
 

However, because the majority of
 
budgetary support from the donors. 	 laws) or
 
donors either could not provide budgetary 

support (by their own 


a pooling of program assistance (by their
 
could not participate in such 


charters), the ECDF was declared unworkable at tne March 1986 Caribbean
 

Lucia and an alternative, the "tight consultative
 
Group meetings in St. 


group" (TCG) concept, was tabled by the World bank.
 

Lucia (March 1986) meetings the US delegation, under
 
At the St. Within RDO/C, we
 
instructions from Washington, endorsed 

the TCG concept. 


resources planned under the "Structural Adjustment

the
intend to use 


Support Program" (SASP) for FY 87 and FY 88 and beyond to support the TCG
 

approach, either by directly contributing to a recipient that already has
 

to the SAF and IDA funds or by moving countries yet without access
 access 
 in AID/W for review in
nave
The Mission plans to 
access.
toward tnat 
 The current program for Grenada
 
July 1986 a concept paper for the SASP. 


the GUG toward access to TCG resources.
 
is meant in part to move 


as an effective
 
The TCG concept is still evolving, but it holds promise 


focusing program and project assistance on structural 
adjustment
 

means of 
 should greatly enhance
resources

problems in the OECS. 

in bringing about structural adjustment. 

The focusing of 	

Our
 
the e ciency of tneir use 	

now to be five
 the TCG concept, and what appear
curreju understanding of 


component elements, is set out below.
 

CGCED donors and recipients
 
(A) Tight Consultative Group Approach. 


agreed, in principle, on a "tight consultative 
group" approach
 

nave 

adjustment programs in OECS states. 

For
 
to coordinating structural 
 structural adjustment

OECS countries interested in embarking on 


IMF and World bank program
of the
programs tnat make use 


assistance, the TCG would likely replace the CGCED subgroup
 
a "tight" group
The TCG is envisioned as 


meetings held heretofore. 
 are
limited to those that 

in tnat participating donors would be 


adjustment

actively and financially contributing 

to the structural 

the IMF and
 

program in the OECS state in question. 
In addition to 


itself, tne World bank expects the US (as the only other donor able
 

to provide program assistance) to participate in and be guided by
 

decisions on not only program assistance 
but also
 

the TCG in its 

the UECS state in question. The World bank
 

project assistance to 


also is looking forward to the participation in the TCG by those
 

bilateral donors who expressed their 
inability to participate in
 

in the Eastern Caribbean
 
the program assistance inherent 


Development Facility (ECDF), but who said that they would strongly
 

support structural adjustment efforts 
in the OECS in any other way
 

they could. The TCG approach promises to better focus external
 

the UECS states, although it potentially entails
 assistance to 

something of a loss ot flexibility in deciding what projects 

to
 

either continue or initiate.
 

ril 
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(B) 	Medium-term Structural Adjustment Programs. Inorder to gain and
 
maintain access to the resources available under the TCG appraoch,
 
a country will have to agree to a medium-term (three-year)
 
structural adjustment program. The MTSAP, as presently envisioned,
 
will contain relatively clear-cut targets for the ensuing year and
 
less clearly defined ones for remaining years in the program. The
 
IMF, World Bank, and the recipient country--and presumably other
 
donors participating in the TCG--wil] all have to agree on the
 
program. The World Bank has offered to assist any country that so
 
wishes to design the MTSAP. In the case of Dominica, the World
 
Bank and the IMF will tield a joint team (inearly May) to-begin
 
working on tnat program.
 

(C) 	Structural Adjustment Facility. IMF has declued to make trust fund
 
reflows (about US$ 2.7 billion) available to l[ A-eligible LDC's
 
worldwide on very concessional terms in a "Structural Adjustment
 
Facility" (SAF). Funds equivalent to 20 percent of (IMF) quota
 
would be available in the first year, with 13.5 percent in each of
 
two subsequent years. (Grenada, with an IMF quota of SDR 6
 
million, would have access to SDR 1.2 million the first year for a
 
total of nearly SDR 3 million.) The funds would be loaned at 0.5
 
percent interest, with 5-year grace periods and another 5 years to
 
repay. Access by a given country to its snare of the funds would
 
be contingent on IMF and World Bank determination that that country
 
has a "sound macroeconomic framework" ir,place and on that
 
country's having agreed with the World Bank and the IMF on a
 
medium-term (three-year) structural adjustment program.
 
Performance targets would be more like World Bank targets than the
 
strict quantitative targets imposed by tne IMF in its normal
 
stabi lization facilities. IMF Board approved the SAF program in
 
late March 1986.
 

(D) 	IDA VIII Program Assistance. World Bank has decided, pending Board
 
approval, to make that amount of IDA VIII that will go to the OECS
 
countries available for program (as opposed to project)
 
assistance. According to rough estimates, that might amount to
 
$20-25 million over the IDA VIII period (July 1987-June 1990). As
 
part of the impending UECS "graduation" from IDA, these funds would
 
not be solely IDA, Uut would be mixed with regular IBRD resources,
 
thus implying loan terms somewhat less concessional than those
 
under the IMF SAF program. Again, access to these resources by any
 
country would be contingent on IMF and World Bank determination
 
that that country has a "sound macroeconomic framework" in place
 
and on that country's having agreed with the World Bank and the IMF
 
on a medium-term (three-year) structural adjustment program. The
 
first such program will be with Dominica.
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Tne World Bank
 
(E) Donor participation in program analysis and design. 


nas suggested that interested donors may wish to participate in the
 
The World Bank's current
analysis and design work on the MTSAP. 


to have donors participate in the

thinking on this involvement is 


analysis of tne public sector investment program (PSIP), with
 

interested donors carrying out analysis in their particular sector
 

of interest and expertise.
 

According to World Bank officials, the World Bank is tentatively thinking
 
Dominica,


of the following order of implementation of the TCG 
concept: 


The World Bank has not
 
St. Vincent, St. Lucia, Antigua, and St. Kitts. 


this list. The list is based
 
yet decided where Grenada would appear on 


The World Bank has indicated
 upon dealing with "easier" cases first. 


that between now and the end of this calendar year they 
will be able to
 

design MTSAPs for only two states. Next year, another two (or perhaps
 

We will be in contact with appropriate officials
three) would be done. 

learn what their impression of timing for a Grenada
 at the World Bank to 


program is. A World Bank mission recently returned from 
Grenada after
 

completing the initial phase of preparation of an economic memorandum,
 

and that team should be able to comment on where they believe Grenada
 

will fit into the TCG concept in terms of timing.
 

are tne first two countries to
 Assuming that Dominica and St. Vincent 


access the TCG-controlled facilities, we believe that the 
earliest that
 

Grenada could hope to participate would be toward the end of our FY
 
much as possible.
1987. AID must, however, speed that process up as In
 

the interim, the Government of Grenada must be encouraged and assisted in
 

making preparations for access to the facilities, both 
by continuing with
 

economic policy reforms and by continuing to develop the medium-term
 
That


development strategy prepared in the first draft late in 1985. 

an
the basis for developing with the World Bank 
strategy should serve as 


MTSAP when the time comes.
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E.O. 12356: N/A
 
TAGS: N/A 
SUBJECT: GRENADA CASH TRANSFER 538-0156
 

1. THE DAEC REVIEWE THE CONCEPTS PAPER FOR'THE GRENAD..- --
I) ON MAY i5Office. Actl! Jr...]ECONCIIC STRUCTURAL ADJUSTMENT PROGRAM (ESAP 

MISSION IS TO BE COMPLIMENTED ON TEE TUOROUGHNESS AND LTP -
LEVEL OF ANALYSIS PROVIDED IN THT DOCUMENT. THE 
DIRECTCR RDO/C IS DELIEGATED AUTIHORITY TO APPROVE THE 
PAAD AND TO AUTHORIZE AN FSF GRANT OF DOLS 4.01 MILLION GDO..--
TC THE GOVYRNMENT CF GRENADA SUEJECt TO AIDb/ CDO-
CCNCURRENCE WITP THE FINAL CONDITIONALITI' AND A REVISED I:hG 
ANALYSIS OF THE MANAGEMENT OF THE FISCAL GAP. O __ 

2. '~HE PPAD SHOULD ALDRESS IilS FOLLOWING, AND INCLUDE L-

CCNDITIONALITY AS INDICATED BlOCW:
 

A. RETRENCHMENT: GIV11N THE IMFORTANCE OF REDUCING 
CURRENT EXPENDITURES FOR GOVERNMENT EMPLOYMENT AND THE 
POLITICAL DIFFICULTI IN DOING SO, THI,1 DAEC DISCUSSED THE 
NEED TO PROVIDE MORE SPECIFIC ENCOURAGEMENT FOR CIVIL 
SERVICE RETRENCHMENT. IT WAS DECIDED THAT GIVEN THE 
PLANNED MID-SUMMER ARRIVAL OF BRITISH TECHNICAL EXPERTS 
TO INITIATE CIVIL SERVICE REFORM, AND THE MORE IMMEDIATE
 
NEED FOR THE COG TO IISURSE FUNDS IN SUPPORT OF THE TAX
 

PERFORMANCE TARGETS BEYOND THAT ALR. ADY CONTAINED IN THE 
CONCEPTS PAPER WOULD BE ATTACHED TO THE SECOND TRANCHEi. 
HOWEVER, THE MISSION IS REQUESTED TO STRESS TFE CRITICAL 
NATURE OF RETRENCHMENT %ITH THE GOG AND TO ADDRESS IT It 
THE COVENANT DESCRIBED IN PAPA ?.I E.,LO . 

B. FISCAL REFORM: SERIOUS CONCERN tAS EX[ORESSED AT THF,-
DAEC AT THE ADEQUACY OF PRES.,ENT M' 'ASURS3TO CLOSE THlE 
FISCAL GAP, WHICH i3 VIEWED AS CRITICAL. TO ANY 
MEANINGFUL FI3CAL REFORM. MISSION SEOULD ENSURE TEAT 
APPROPRIATE COG OFFICIALS ART AWART' OF T11~t IMPORTIANCE 0 
AID/W PLACES ON THIS PERFORMANCE. THE ESAP I AG2EEMENT 
SHOUID INCLUDE A CP TO DISBURS.Y.MFNT OF IHT SECOND r. 

TEANCBE THAT REQUIRES A STATEMENT FROM TLE GOG 
DEMONSTRATING BOW THE FISCAL GAP FOR 1985 W!ILL BE
 

UNCLASSIFIED STATE 16-10M/ 
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CIOSFD. THE FISCAL GAP QUANI'IFII') IN TUE CONCEPT PAPEI: 
SFOUlE FE FURTHER REFINED AN'D RFASONABLF OPTIONS FOR 
REDUCING THE GAP DEHINED IN THE PAAD. RDC/C SHIOULD 
INCLUDE IN ITS CAIL' ON FINAL CONDITIONALITY A SUMMARY 
OF THAT STRATEGY AND THE STEPS TO BE FOLLOWED IN 
NARROWING THE FISCAL GAP NOW.
 

C. hEDIUV TERM ECONOMIC GROWTH PROSPECTS: IT WAS 
DECIDED THAT IT WOULD BE UNRFULISTIC AT THIS POINT TO 
SET OUT MEANINGFUL iCONOMIC TARGETS TO BE ACEIEVED 
DURING THE ESAP I PROGRAM, -UT THaT WELL rFFINED TARGETS 
SROUID BE ESTABLISHFD AS PART OF ANY PROGRAM DEVELOPED 
UNDER THE TIGHT CONSULTATIVE GROUP (TOG) MECTIANISM, AND 
BEFORE ANY FURTHER IUDGET ASSISTANC? IS CONSIDERED BI 
AID. TEE GOG spouIr BE AWARE OF OUR INTENIION TO 
P1?OVlDR ANY BUIDGET SUPPORT l?)! CP FADA TEYOND FY L6 IN 
TBE CONTEXT Of THE CC. 

D. 1OLICY REFORM: A MECI'ANJ63V '0 !iEVIEW OF PROG!RESS 
TCWARDS TEE GOALS Oi PRIVATIf'iAT]ON ANiD FISCAL IEFORM, 
INCLUEING TAX ANi FUDGET CONIOL, E!:S'1'ALISH!D IN LPSG III 
SHOULD BE INCORPORATED IN TPE l,'SAP I PROGRAM. THE PAAD 
SHOULD CONTAIN A CONDITION PRZCEDENT TO lH, SECOND 
TRANCHN THAT REQUIRES A FUll REVIEW BY THi,, COG fiND
 
MISSION OF THE IMPLEMENTATION PLAN DEVELOPED UNDER ESG
 
III, A SCHEDULE FOR'CARRYING OUT RMAINING ACTIVITIES,
 
AND POSSIBLE ASSISTANCE NEEDED TO COMPLETE
 
IrPLEMENTATION . AN ANALYSIS O' PTROGRHSS IN TH£Lk POLICY 
REFCRr PROGRESS SHOULD E FROIIDED TO AIDf/t FOLLOWING 
THIS IkEVIE'W AND AT 'IR, POINT OF SECOND DISBURSEMENT. 

E. PILATERAL CONSULTATIONS: COVENANT 2 IN TIFE CONCEPT 
PAPER ENTITLEr BILATERAL CONSULTATION SliOULD BE REVISED 

TC CLARIFY WHAT IS tEANr BY STRUCTURAL R.FORMS OF MUTUAL 
CONCERN, AND SHOULD INCLOUDE Til? I:;SUFLS OF PRIVATIZATION, 
ENSURING AN ADEQUATT. REVENUE PhCKAGE, REThINCHMENT OF 
TEE CIVIL SERVICE AND REDUCTION OF MARKET PESTRICTIONS.
 

F. LOCAL CURRENCY: THE DAEC ALSO DISCUSSED 
PEICRITIZATI-ON OF USES FOR THE LOCAL CURRENCY GENERATED 
UNDER ESAP I. BEFORE ALLOCATION OF ANY LOCAL CURRENCY, 
THE VISSION SBOULD REVIEW ITS GE BUDGET AND DETERMINE 
WFAT LEVEL OF TRUST FUND CONTRIBUTION IS RFQUIRED FROM 
THE GOG TO MEET THIS NEED. GIVEN UNFUNDED COUNTERPART 
COSTS IN THE CAPITAL PUDGET, THE MISSION SiOULD REVIEW 
COUNTERPART NEEDS WITH TUF GOG AND GIVE HIGHEST PRIORITY
 
TO ENSURING THERE IS ADEQUAT, FUNDING FOQl .;SNTIAL 
CAPITAL DEVELOPMENT PROJECTS TIIROUGIOUT Cf 1966. f"IGI, 
PRIORITI ShOULD ALSO BE GIVEN TO ANY ASSISTANCE NEEDED 
TC ENABLE THE GOG TO CARRY OUT AGREED FI'3CAL REFORMS. 
FEFORE DISBURSEMENT OF THE SECOND TRANCHE, THE MISSION 
SbOUID REVIEW THE RETRENCHMENT PROGIIAM WITH THE GOG TO 
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ENSURE THAT SEVERANCE PAfIENTS CAN BE MADE UN A 
TIMELY
 

TO THE EXTENT THE GOG IS UNABLE TO MEET
BASIS. 

TEE MISSION MAY WISHDISBURSEVANTS,SCHECULED SEVERANCE 

TO CCNSIDER THE ALLOCATION OF LOCAL CURRENCY 
FOR THIS
 

ANY REMAINING LOCAL CURRENCY MAY BE ATTRIBUTED
PURPOSE. 

RECURRENT BUDGET.
TC NECESSARY EXPENDITURES IN THE 196b 


AND
CONDITIONS PRECEDENT3. PLEASE-OABLE PROPOSED 
COVENANTS FOR AID/W CONCURRENCE PRIOR TC APPROVING PAAD. SHULTZ
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GOVERNMENT OF GRENADA
 

AND THE
 

GOVERNMENT OF THE UNITED STATES OF AMERICA
 

FOR
 

ECONOMIC STRUCTURAL ADJUSTMENT I
 

AGREEMENT, dated the 30th of June, 1986, between the Government of the
 

and the United States of America acting
("Grantee") 

together referred
 

Commonwealth of Grenada 


through the Agency for International Development (nA.I.D.R), 


to 	as the "Parties".
 

the United States, acting through A.I.D.,
Whereas, The Government of 


to assist the Government of Grenada to achieve economic 
stability and
 

desires 


revitalization;
 

as 	follows:
Now, therefore, the Parties hereto agree to 


The Assistance
Article I. 


to the Grantee, under the terms of this Agreement,
A.I.D. 	agrees to grant 


exceed Four Million United States Dollars (US04,000,000) 
(The "Grant")


not to 


to assist the Government of Grenada in attaining stability, revitalizing its
 

The Grant will provide a more
 economy and promoting private sector growth. 

The Grant
 

secure basis for undertaking structural economic reform 
in Grenada. 


two tranches, in accordance with the conditions
 shall be disbursed in 

The activities contemplated herein are amplified
precedent set forth below. 


at Annex I of this Agreement.
in 	the Program Description set forth 


Conditions Precedent to Disbursement
Article II. 


Initial Disbursement
SECTION 2.1. Conditions Precedent to 


the first tranche of $2,000,000 under this
 
Prior to the disbursement of 


to the issuance by A.I.D. of documentation pursuant 
to which such
 

Grant or 


disbursement will be made, the Grantee will, except 
as the Parties may
 

in 	form and substance
otherwise agree in writing, furnish to A.I.D., 


satisfactory to A.I.D.:
 

the Grantee stating that
 (a) An opinion from the Chief Legal Officer of 


this Agreement has been duly authorized and/or ratified 
by, and executed on
 

behalf of, the Grantee, and that it constitutes a valid and legally binding
 

its terms;
obligation of the Grantee in accordance with all of 


(b) 	A statement representing and warranting that the named person or
 

the representative or representatives of
 persons have the authority to act as 


specimen signature of each person certified as 
the Grantee together with a 
to
 

its authenticity;
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(c) Evidence that the Grantee has established an account into which the
 

U.S. dollar proceeds of the Grant can be disbursed;
 

(d) Evidence that (1) a special and separate local currency account has
 

been established in Grenada into which the E.C. dollar equivalent of the Grant
 

will be deposited, and (2) the Grantee is committed to use the deposited local
 
-	Program
currencies for uses in accordance with the provisions of the Annex I 


Description;
 

(e) A commitment that the Grantee will deposit into the special account,
 

immediately upon disbursement of each tranche of the Grant proceeds, an amount
 

in local currency equivalent to the dollar disbursement under the Grant.
 

the Grantee's authorized representatives
(f) A statement signed by one of 


presenting a clearly annotated monthly cash flow with actual data current to
 

one month before disbursement, with projections through the end of CY 1986;
 

the Grantee's authorized representatives
(g) A statement signed by one of 

describing the fiscal gap for CY 1986 that will remain after disbursement 

of
 

the Grant, based on conditions as of the date of signing of the Agreement,
 

which includes a description of the policies and actions the Government 
will
 

pursue to eliminate any unfinanced gap that has been identified;
 

(h) A mutually agreed upon summary of the fiscal reform program that
 

identifies actions required to complete implementation of remaining tax
 

reforms and other fiscal reforms; and
 

(i) 	A mutually agreed upon list of Government of Grenada budget line
 

to which the local currency deposited by the Government of Grenada from
items 

its own resources will be attributed.
 

(j) Evidence that the GOG has made formal application by letter to the
 

International Bank for Reconstruction and Development (IBRD) requesting
 

assistance in developing a medium term structural adjustment program under a
 

tight consultative group mechanism.
 

Conditions Precedent to Disbursement of Second Tranche
SECTION 2.2. 


the second tranche of 2,00,000, or to the
Prior to the disbursement oi 


issuance by A.I.D. of documentation pursuant to which such disbursement will
 

the Parties may otherwise agree in
be made, the Grantee will, except as 

in form and substance satisfactory to A.I.D.:
writing, furnish to A.I.D., 


on a formal review of the fiscal
(a) A mutually agreed upon plan, based 


reform program, of actions required by January, 1987 to complete
 

implementation of remaining tax and budget reforms, including a program for
 

reducing publit- sector wage and salary expenditures.
 

(b) A mutually agreed upon implementation plan, based on a formal review
 

of the "Assessment and Implementation Program" developed under the Economic
 

Stabilization III Grant, which identifies remaining activities to be carried
 

out under the Program.
 

Evidence that the GOG is taking the measures necessary to eliminate
(c) 

any remaining unfinanced fiscal gap for 1986.
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Notification
SECTION 2.3. 


the conditions precedent to disbursement
 
When A.I.D. has determined that 


in Section 2.1 and 2.2 have been 
met, it will promptly notify the
 

specified 


Grantee.
 

Terminal Date for Conditions Precedent
 SECTION 2.4. 


If the conditions precedent set forth 
in Section 2.1 have not been met
 

this Agreement,
 
within one 
hundred and twenty 

(120) days from the date of 


its option, may terminate this 
Agreement by written notice to 

the
 
A.I.D., at 


Grantee.
 

Disbursement
Article III. 


Deposit of Disbursed Funds
SECTION 3.1. 


the applicable conditions precedent, 
at the written
 

After satisfaction of 


the Grantee, A.I.D. will deposit 
the proceeds of the Grant in the
 

request of 

the Government of Grenada.
 

East Caribbean Central Bank for 
the account of 


Date of DisbursementSECTION 3.2. 


the date(s) the proceeds
to occur on 

Disbursement by A.I.D. will be 

deemed 


the bank or banks designated pursuant to 
Section
 

the Grant are deposited in
of 


3.1.
 

Requesting Disbursement
Terminal Date for
SECTION 3.3. 


terminal date for
 
Except as A.I.D. may otherwise agree 

in writing, the 


the grant proceeds shall be nine 
months from the
 

requesting disbursement of 


date of this Agreement.
 

Article IV. Purposes of Funds
 

Uses
SECTION 4.1. 


that the grant funds will be used for purposes set
 
The Grantee agrees 


(i) financing military
 
forth in Article I and will not 

be used for 

services
 

requirements of any kind, including the procurement of commodities 
or 


are not
or pesticides which
(ii) luxury items 

for military purposes, or 


the U.S. Environmental Protection 
Agency without restriction.
 

registered by 


Covenants
Article V. 


Records
SECTION 5.1. 


in accordance with generally
 
The Grantee will maintain financial 

records, 


accepted accounting principles, 
to assure compliance with this Agreement, such
 

the date of last
three years after 
to be maintained for at least
records 
upon request for examination
 

to be made available 
disbursement hereunder and 


reasonable time by authorized representatives 
of A.I.D.
 

at any 




-4-


SECTION 5.2. Local Currency Special Account
 

rate of exchange existing on the
The Grantee, using the highest lawful 


date of the local currency deposit, will immediately upon disbursement of the
 

Grant cause the East Caribbean Central Bank to deposit the local currency into
 

the previously established special and separate account, the equivalent amount
 

of the grant proceeds, which special account shall, except as A.I.D. may
 

otherwise agree in writing, be established and used by the Government of
 

Grenada as specified by the terms and conditions of the Grant Agreement.
 

SECTION 5.3. Miscellaneous Financial and Program Covenants
 

The Grantee, except as A.I.D. may otherwise agree in writing, covenants
 

that:
 

(a) all local currency expenditures detailed in Section 2.1(i) or as
 

subsequently amended will have been carried out by year-end 1986;
 

(b) it will take timely actions to ensure adequate progress under the
 

assessmeat and implementation program developed under Economic Stabilization
 

Grant III;
 

(c) it will provide to A.I.D., through the bi-lateral consultative group
 

referred to in Section 5.7., timely, monthly cash flow reports and budget
 

updates in sufficient detail to show monthly financing gaps and 1,ow they have
 

been funded; and
 

(d) it will pursue a policy of develoring with A.I.D. and the IBRD, a
 

structural adjustment program under the "Tight Consultation Group" mechanism
 

in accordance with Annex I to this Agreement.
 

(e) it understands that A.I.D. considers of primary importance the civil
 

service retrenchment program being contemplated by the Government and will
 

present to A.I.D., in form and substance satisfactory to A.I.D., an assessment
 

of the cost and benefits of t) proposed retrenchment program by December 30,
 

198.'
 

SECTION 5.4. Imports from the United States
 

The Grantee covenants to import from the United States during the twelve
 

month period after execution of the Agreement goods and services in 
an amount
 

least equal to Four Million United States Dollars, excluding those goods to
 

which an attribution is made under the predecessor Economic Stabilization
 

Grant. Documentation evidencing such imports shall be maintained in form and
 

substance satisfactory to A.I.D. by the Grantee and shall be made available in
 

accordance with Section 5.1. hereof.
 

at 


SECTION 5.5. Reports
 

The Grantee, unless A.I.D. agrees otherwise in writing, will furnish to
 

the status of the funds, and the use thereof, of
A.I.D. periodic reports on 


the local currency equivalent of the U.S. Dollar proceeds in a format
 

acceptable to A.I.D. The first report will be due three months after initial
 
1987.
disbursement with the final report due no later than January 31, 
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SECTION 5.6. Publicity
 

The Grantee covenants that it will give appropriate publicity to the Grant
 

to which the United States has
a program
and activities funded thereunder as 


contributed.
 

SECTION 5.7. Consultation
 

with A.I.D. in order to
 The Grantee covenants to meet at regular interval) 


consult concerning the effectiveness of the activities undertaken through the
 

economic policy matters generally.
Agreement and to monitor progress on 

means of a regular consultation group
Consultation shall be carried out by 


consisting of representatives of the Government of Grenada, A.I.D. and the
 

on a hi-weekly basis.
 U.S. Embassy. Consultation shall be 


SECTION 5.8. Execution of Program
 

cause it to be carried out
the program or
(a) The Grantee shall carry out 


with due diligence and efficiency, in conformity with sound technical,
 

financial, and management practices, and in conformity with those documents,
 

other arrangements, and with
 
plans, specifications, contracts, schedules 

or 

this Agreement; and
 

any modifications herein, approved by A.I.D. pursuant to 


(b) Provide qualified and experienced management 
for, and train such
 

the program,
 
may be appropriate for the maintenance and operation of 
staff as 

applicable for continuing activities, 

cause the 	program to be operated
 
and, as 


as to assure the continuing and successful
 and maintained in such manner 

the program.


achievement of the purposes of 


Article VI. Refunds
 

(a) 	In the case of any disbursement which is not supported 
by valid
 

which is not made or 

documentation in accordance with this Agreement, or 	 used
 

in accordance with this Agreement, A.I.D., notwithstanding the availability or
 

exercise of any other remedies under this Agreement, may 
require the Grantee
 

to refund the amount of such disbursement in U.S. dollars to A.I.D. within
 

sixty (60) days after receipt of a request therefore;
 

its obligations under
 
(b) If the failure of Grantee to comply with any of 


the Grant is not used effectively in
 this Agreement has the result that 

to refund all
 

accordance with this Agreement, A.I.D. may require 
the Grantee 


or any part of the amount of the disbursements under this Agreement 
in U.S.
 

days after receipt of a request therefore.
 dollars to A.I.D. within sixty (60) 


(c) The rights under subsection (a) or (b) to require 
a refund of any
 

disbursement will continue, notwithstanding any other provision of this
 

three years from the date of the last disbursement under this
 Agreement, for 

Agreement.
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Article VII. Miscellaneous
 

SECTION 7.1. Communications
 

The Grantee undertakes to provide to A.I.D. such information relating to
 
the economic and financial situation of Grenada as may be necessary. Any
 
notice, request, documents, or other communication submitted by either party
 
to the other under this Agreement will be in writing or by telegram or cable,
 
and will be deemed duly given or sent when delivered to such party at the
 
following address: 

To the Grantee: Minister of Finance 

Mail Address: Ministry of Finance 
St. George's, Grenada 

Cable Address: 3418-GA 

To A.I.D.: A.I.D. Representative
 

Mail Address: USAID/Grenada
 
Box 445
 
St. George's, Grenada
 

All such communications will be in English. Other addresses may be
 
substituted for the above upon the giving of notice.
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SECTION 7.2. Representatives
 

For all purposes relevant to this Agreement, the Grantee will be
 

represented by the individuals holding or acting in the position of Minister
 

D1irretor General, Ministry of Finance, Government of Grenada and
of Finance or 

acting in the position
 

A.I.D. will be represented by the individual holding oL 


of the A.I.D. Principal officer in Grenada each of whom, by written notice,
 

may designate additional representatives. The the representatives of
names of 

which may
the Grantee, with specimen signatures, will be provided to A.I.D., 


instrument signed by such representatives in
 
accept as duly authorized an 


implementation of this Agreement, until receipt of written notice of
 

revocation of their authority.
 

IN WITNESS WHEREOF, the Government of Grenada and the United States of
 

its duly authorized representatives, have caused
America, each acting through 


be signed in their names and delivered as of the date and
this Agreement to 


year first above written.
 

UNITED STATES OF AMERICA
GOVERNMENT OF GRENADA 


By:
By: 

John C. Teary
Herbert A. Blaize 


Title:
Title: 

Charge d'Affaires
Prime Minister 


By:
 

William B. Erdahl
 

Title:
 
AID Representative
 

RDO/C Grenada
 

\Aj 
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PROGRAM DESCRIPTION
 

the incremental
 
The Economic Structural Adjustment 	Program consists 

of 


disbursement of an estimated US04,000,000 to the Government of Grenada (GOG).
 
(ECCB)


The grant proceeds will be deposited in the East Caribbean Central Bank 


The ECCB, immediately upon

the account of the Government of Grenada.
for 

local currency equivalent to the
 
receipt of the dollar proceeds, will transfer 


into a special GOG local currency
dollar amount made available under the Grant 

in Grenada.
 

account to be 	maintained in a designated domestic commercial bank 


to ensure timely implementation of
 
The major pucpose of this Grant is 


reform package introduced by the GOG on
 
fiscal reform including the tax 


Febuary 28,1986. During 1986 there is an estimated revenue shortfall due to
 

systems with the greatest loss due
tax
the changeover between the old and new 


to the time required to implement collection of the Modified Land Value Tax
 

The Grant will provide financing for a
 
(MLVT) scheduled for January 1987. 


resulting from the estimated revenue shortfall.
 part of the budgetary deficit 

to disbursement and subsequent
Actions required as conditions precedent 


to ensure that timely action is
 consultations 	under the program are designed 


any remaining 	unfinanced fiscal gap
taken to provide.for the elimination of 


for 1986. The mutually agreed upon plan shall show how the gap 
will be closed
 

that provided at
 
without any additional financial assistance from 

A.I.D. to 


the time of the anaylsis.
 

The GOG and A.I.D. concur in the understanding that it is their joint
 

that any future budgetary assistance will be provided 
only in
 

intention 


connection with development of a medium-term structural 
adjustment program in
 

The GOG has
 
the framework 	of the "Tight Consultative Group" mechanism. 


explore with A.I.D. and the IBRD the development of a 
structural
 

covenanted to 

the "Tight Consultative Group" mechanism.
adjustment program under 


in time to develop a program to
initiated with the IBRD 


to access the vacious facilities available during
 
Discussions should be 


enable the GOG 


CY 1987, if necessary.
 

condition precedent to disbursement of funds under the Economic
As a 

the Government of
 

Support Grant III program carriod out during CY 1985, 

its


Grenada developed an "Asses.,;ment and Implementation Program" consisting of 


designing a
 
intended actions in the followtng economic policy areas: 


comprehensive development stralegy; implementing fiscal reforms; streamlining
 

privatization of state-owned enterprises;
the investment approval process; 

and reduction of market
 privatizing government-held agricultirdl land; 


under this Grant,
conu;ultations provided for
restrictions. As part of the 

monitor progress on the "Assessment and
 A.I.D. 	and the GOG wilt continue to 


the civil service retrenchment program
Implementation Program," including 


the Government's comprehensive development
being carried 	out as part of 


strategy and fiscal reform policy. 
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Support of Central Government Budget:
 

The local currency equivalent of US$4,000,000 deposited from the Grantee's
 

own resources will be used to help fund the central government's unfinanced CY
 

1986 budget deficit. Prior to the initial disbursement of funds the GOG and
 

A.I.D. will review the 1986 budget and attribute local currency expenditure to
 

budget items according to the following priorities: (1) unfinanced local
 

counterpart funding needs required to implement essential donor financed
 

capital projects, (2) funding of programs necessary to carry out 
fiscal
 

reform, (3) expenditures for the retrenchment program, (4) funding of the
 

The local currency attribution budget may include expenses
recurrent budget. 

With respect to expenditures for the
incurred from January 1, 1986. 


retrenchment program, A.I.D. and the GOG recognise the primary purpose of this
 

Grant is the timely disbursement of local currency funds in support 
of the tax
 

Therefore, A.I.D. will review the retrenchment program with
reform program. 

the GOG and allocate local currency for severance payments only 

if
 
The local currency budget
expenditures can be made on a timely basis. 


required under SECTION 2.1 (h) may subsequently be modified by 
mutual written
 

agreement.
 

Notification to A.I.D. by the Grantee will be required of disbursements 
to
 

local currency by activity within 90 days of initial disbursement 
and on a
 

quarterly basis thereafter until the account has been fully disbursed.
 
to an


Selection criteria will include the following: (a) donor support 


activity must be from free world souLces; (b) wherever appropriate, the
 

activity must encourage private enterprises; (c) recurrent costs must be held
 

to a minimum for the supported activity; (d) the activity must 
be susceptible
 

to prompt implementation; and (e) the activity must have significant 
positive
 

impact on employment.
 

L 



ANNEX E
 

- COUNTRY CHECKLIST
5C(l) 

Listed below are statutory criteria
 

applicable generally to FAA funds, 
and
 

criteria applicable to individual 
fund
 

sources: Development Assistance and
 

Economic Support Fund.
 

A. 	GENERAL CRITERIA FOR COUNTRY
 

ELIGIBILITY
 
No
 

FAA Sec. 481(h)(1); FY 1986 

C0ntinuing Resution Sec.
 

Has it been determined
527. 

or certified to thV Congress
 

by the President that the
 

government of the recipient
 

country has failed to take
 

adequate mea.suresQr.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 Control Act of
 

1971) which are cultivated,
 
produced or processed
 
illicitly, in whole or in
 

part, in such country or
 

transported through such
 
country, from being sold
 

illegally within the
 
jurisdiction of such country
 

to United States Government
 
their dependents
personnel or 


or from entering the United
 

States unlawfully?
 

No
Has 	the
•2. 	 FAA Sec. 481(h)(4). 

President determined that the
 

recipient country has not
 

taken adequate steps to
 
prevent (a) the processing, in
 

whole or in part, in such
 

country of narcotic and
 
other
psychotropic drugs or 


controlled substances, (b) the
 

transportation through such
 

country of narcotic and
 
other
psychotropic drugs or 


controlled substances, and (c)
 

the use of such country as a
 

refuge for illegal drug
 
traffickers?
 



3. 	FAA Sec. 620(c). if No 
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 debt is
 
not denied or contested by
 
such government?
 

4. 	FAA Sec. 620(e)(l>. If No
 
assistance is to a government,
 
has it (including government
 
agencies or subdivisions)
 
taken any action which has the
 
-effect of nationalizing,
 
expropriating, or otherwise
 
seizing ownership or control
 
ofproperty of U.S. citizens
 
or entities beneficially owned
 
by them without taking steps
 
to discharge its obligations
 
toward such citizens or
 
entities?
 

'-5'. 'FAA Sec. 620(a), 620(f) , 620D 
FY 1986 "Continuing esolution 
ec. 512. Is recipient 
country a Communist country? 
If .-o, has the-President 
determined that assistance to 
the country is important to 
the national interests of the 
United States? Will 
assistance be provided to 
Angola, Cambodia, Cuba, Iraq, 
Syria, Vietnam, Libya, or 
South Yemen? Will assistance 
be provided to Afghanistan 
without a certification? 

6. 	FAA Sec. 62OjQ. Has the No
 
country per-Mtted, or failed 
to take adequate measures to
 
prevent, the damage or
 
destruction by mob action of
 
U.S. property?
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7. 	FAA Sec. 620(1). Has the No
 
country failed to enter into
 
an agreement with OPIC?
 

_...,. 	 FAA Sec. 620(0); Fishermen's (a) No
 

Protective Act of 1961, as
 
amended, Sec. 5. (a) Has the
 
country seized, or imposed any
 
penalty or sanction against,
 
any U.S. fishing activities in
 
international waters?
 

(b) If so, has any deduction
 
required by the Fishermen's
 
Protective Act been made?
 

9. 	FAA Sec. 620(g); FY 1986 No
 
Continuing Resolution Sec.
 
518. (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 been in default for
 
more than one year on interest
 
or principal on any U.S. loan.
 
under a-program for which the
 
appropriation bill (or
 
continuing resolution)
 
appropriates funds?
 

Yes taken into account
10. 	FAA SEC. 620(s). If 

by the Administrator
contemplated assistance is 

at the 	time of approval
development loan or from 

of the 	Agency OYB-Economic Support Fund, has the 


Administrator taken into
 
account the amount of foreign
 
exchange or other resources
 
which the country has spent on
 
military equipment?
 
(Reference may be made to the
 
annual 'Taking Into
 
Consideration' memo: "Yes,
 
taken into account by the
 
Administrator at time of
 
approval of Agency OYB." This
 
approval by the Administrator
 
of the Operational Year Budget
 
can 	be the basis for an
 
affirmative answer during the
 
fiscal year unless significant 
changes in circumstances 
occur.) UO 
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11. 	FAA Sec. 620(t). Has the No
 
country severed diplomatic 
relations with the United
 
States? If so, have they been
 
resumed and have new bilateral
 
assistance agreements been
 
..
negotiated and entered into
 
since such resumption?
 

12. 	 FAA Sec. 620(u). What is the Grenada is not in arrears 

of the on payment of its U.N.payment status 
country's U.N. obligutions? obligations.
 

If the country is tin 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 memo.)
 

13. FAA Sec. 620A. Has the No 
government oE the recipient 
country aided or abetted, by 
granting sanctuary from 
prosecution to, any individual 
or group which has committed
 
an act of international
 
terrorism?
 

14. 	ISDCA of 1985 Sec. 552(b). No 
Hfas theSecretary of state 
determined that the country is 
a high terrorist threat 
country after the Secretary of
 
Transportation has determined,
 
pursuant to section 1115(e)(2)
 
of the Federal. Aviation Act of
 
1958, that an airport in the
 
country does not maintain and
 
administer effective security
 
measures?
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15. 	FAA Sec. 666. Does the No
 

country object, on the basis
 
of race, religion, national
 
origin or sex, to the presence
 
of any officer or employee of
 
the U.S. who is present in
 
such country to carry out
 
economic development programs
 
under the FAA?
 

16. 	FAA Sec. 669, 670; Has the No
 

country, after August 3, 1977,
 
delivered or received nuclear
 
enrichifient or reprocessing
 
equipment, materials, or
 
technology, without specified
 
arrangements or safeguards?
 
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.)
 

17. 	FAA Sec. 670. If the country No
 

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, or
 
technology which would
 
contribute significantly to
 
the ability of such country
 
to manufacture a nuclear
 
explosive device?
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18. ISDCA of 1981-Sec. -720. Was No 
the country represented at 
the Meeting of Ministers of 
Foreign Affairs and Heads of 
Delegations 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 the 
communique issued? If so, 
has the President taken it 
intor account? (Reference 
may be made to the Taking 
into Consideration memo.) 

19. FY 1986 Continuing 
Resolution Sec. 541. 

No 

Are any of the funds to be 
used for the performance of 
abortions as a method of 
family planning or to 
motivate or coerce any 
person to practice abort.ons? 

Are any of the funds to be 
'Used to pay for the 
performance of involuntary 
sterilization as a method of 
family planning or to coerce 
or provide any financial 
incentive to any person to 
undergo sterilizations? 

Are any of the funds to be 
used to pay for any 
biomedical research which 
relates, in whole or in 
part, to methods of, or the 
performance of, ab6rtions or 
involuntary sterilization as 
a means of family planning? 
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20. FY 1986 Continuina 
Resolution. Is the 
assistance being made 
available to any 
organization or program 
which has been determined as 
supporting or participating 
-.in the management of a 
program of coercive abortion 
on involuntary sterilization? 

No 

If assistance is from the 
population functional 
account, are any of the 
funds to be mad. available 
to family planning projects 
which do not offer, either 
directly or through referral 
to or information about 
access to, a broad range of 
family planning methods and 
services? 

21. FY 1986 Continuing 
Resolution Sec. 529. Has_ 
the recipient country been 
determined by the President 
to have engaged in a 
consistent pattern of 
opposition to the foreign 
policy of the United States? 

No 

22. FY 1986 Continuing 
Resolution Sec-.513. Has 
the duly elected Head of 
Government of the country 
been deposed by military 
coup or decree? 

No 

B. FUNDING SOURCE CRITERIA FOR COUNTRY--ELIGIBILITY 

1. Development Assistance 
Country Criteria 

FAA Sec. 116. Has the 
Department of State 
determined that this 
government has engaged 
in a consistent pattern 
of gross violations of 
internationally recognized 
human rights? If so, can it 
be demonstrated that 
contemplated assistance will 
directly benefit the needy? 

No 
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2. Economic Support Fund
 
Country Criteria 

FAA Sec. 502B. Has it been No 
determined that the country 
has engaged in a consistent 
pattern of gross violations 
of internationally 
recognized human rights? 
If so, has the country
 
made such significant
 
improvements in its human
 
righits record that
 
furnishing such assistance
 
is in the national interest?
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3(A)2 NONPROJECT ASSISTANCE CHECKLIST
 

The criteria listed in Part A are
 
applicable generally to FAA funds, and
 
should be used irrespective of the
 
program's funding source. In Part B a
 
distinction is made between the
 
criteria applicable to Economic
 
Support Fund assistance and 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?
 

A. 	GENERAL CRITERIA FOR NONPROJECT
 
ASSISTANCE
 

1. 	FY 1986 Continuing Resolution
 
Sec. 524; FAA Sec. 634A.
 

Describe how authorizing and 

appropriations committees of 

Senate and House have been or
 
will be notified concerning
 
the project.
 

2. 	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?
 

3. 	 FAA Sec. 209 Is assistance 
more efficiently and 
effectively given through 
regional or multilateral 

organizations? If 


A Congressional Notification
 
has beeffforwarded tb Congress
 

No further legislative action
 
is required.
 

Although a bilateral agreement
 
with the Grantee, this project
 
is part of an AID regional
 
structural program and
 
encourages development of a
 
medium term structural adjustment
 
program that will receive
 
multilateral support.
 



- 10 

so, why is assistance not so
 
given? Information and
 
conclusion whether assistance
 
will encourage regional
 
development programs.
 

4. 	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 and 
competition; (c) encourage
 
development and use of
 
cooperatives, credit unions,
 
and savings and loan
 
associations; (d) discourage
 
monopolistic practices; (e)
 
improve technical efficiency
 
of industry, agriculture, and
 
commerce; and (f)strengthen
 
free labor unions.
 

5. 	 FAA Sec. 601(b) Information 
and conclusions on how 
assistance will encourage U.S.. 
private trade and investment 
abroad and encourage private 
U.S. participation in fcreign
 
assistance programs (including
 
use of private trade channels
 
and the services of U.S.
 
private enterprise).
 

6. 	 FAA Sec. 612(b), 636(h); FY 
1986 Continuin2 Resolution 
Sec. 507. Describe steps 
taken to assure that, to the
 
maximum extent possible, 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.
 

This 	program will:
 
(a) 	 have a positive impact 

on international trade; 
(b) 	 encourage private initiative 

and competition; 
(c) 	 discourage monopolistic 

practice. 

The program will have a positive 
etect on the-s'tability and growth 
performance of Grenada, thereby 
encouraging U.S. private trade 
and investment. 

Local currency funds budget 
activities required to meet the 
GOG'S development goals. 

5A4
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7. 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 release? 

The U.S. does not own 
excess foreign currency of 
Grenada. 

8 FAA Sec. 601(e). Will the 
assistance utilize competitive 
selection procedures for the 
awarding of contracts, except 
where applicable procurement 
rules allow otherwise? 

N/A 

9. FAA 121(d). If assistance is 
being furnisThed 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? 

N/A 

10. FY 1986 Continuing Resolution 
Sec. 533. Is disbursement of 

No 

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

B. FUNDING CRITERIA FOR NONPROJECT 
ASSISTANCE 

1. Nonproject 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? 

Yes 

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

No 
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c. FAA Sec. 531(d). Will ESF N/A
 
funds made available for
 
commodity import programs or
 
other program assistance be
 
used to generate local
 
currencies? If so, will such
 
local currencies be available
 
to support activities
 
consistent with the objectives
 
of FAA sections 103 through
 
106?
 

d. ISDCA.of 1985 Sec. 205. N/A
 
I ESF funds made available
 

for commodity import programs
 
be used for the purchase of
 
agricultural commodities of
 
United States-origin? If so,
 

... funds
what percentage of tI.e 

.will be so used?
 

e. ISDCA of 1985 Sec. 801. N/A
 
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 those imports be
 
used to meet long-term
 
development needs 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;
 

(ii) imports shall be
 
coordinated with
 
investments in accordance
 
with the recipient
 
country's plans for
 
promoting economic
 
development. A.I.D. shall
 

http:ISDCA.of
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assess such plans to
 
determine whether they will
 
effectively promote
 
economic development;
 

(iii) emphasis shall be
 
placed on imports for
 
agricultural activities
 
which will expand
 
agricultural production,
 
particularly activities
 
which expand production for
 
export or produ.ction to
 
reduce reliance'on imported
 
agricultural products;
 

(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 likelihooi that the
 
imports financed by the
 
United States under the ESF
 
chapter are in addition tu
 
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 economic
 
development activities
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Which are consistent 

with
the Policy directions
section 
 of
102 of the FAAwhic 
are the types Of 
and
 

aCtivities 

assistance for which
 may be Provided

Under sections 103 through
106 of the FAA;
 
(B) the agreement
require shall
that the 9 Overnmentof the Country mIkeavailable 


to the bnited
States Government

Portion of the amOunt
 

such
 

deposited
account in the specialasdetermined may beby the President
to be necessary
requirements for


of the United
States Government.
 
Wl 
 Of 1985 Sec. 207.
Will ESP funds be Used to
finance the construction
or the operation
maintenance or of,
 
suppIyingof^=of
nuclear . or thefi fuel for,nuclar 
 aciity? a
has the President If so,


certified
party t,that such COuntry is aUn. y iir 
 t
Non-Prolifthe Treaty
eat on on the
Weapons or the
?rohibiti Ofreatya
n Lati of reaty for thef ucleain Latin AAmerican Weapons
(the -ranOf Tlatelolco.) 
 *Treat
fully with thePursues nonpro 
 PAj
ates
Policis"Cous1iferation
eAF and


OlteiieConsistentof tle United with thoseStates?
 
Commod~tjogo FAA Sc._ If609
es are 
to be granted
so that sale proceeds 
Will
accrue to the recipient
country, have Special ACCount

(counterpart) 
arrangeent

been made?
 

No 

N/A 


