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Amendment No. 1, Production and Employment X, will provide a grant of $8,750,000
from Economic Support Funds for the provision of immediate balance of payments
assistance to sustain Jamaica's economic growth. 
The proposed ESF funds will
be used to service debt. The Government of Jamaica will deposit an
equivalent amount of Jamaican dollars in a special account locally to be used for a

Trust Fund and sector support.
 

It is expected that the GOJ will take further steps toward implementing the Foreign
Exchange regime and will continue with its privatizatlon efforts. 
The cash
disbursement will be in one tranche and will be made within 90 days of the signing

of the agreement.
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I. INTRODUCTION AND SUMMARY
 

USAID/Jamaica proposes that the full amount of funds available under
 
Production and Employment X be obligated and disbursed immediately, in one
 
tranche, including the US$1.2 million previously obligated, but not disbursed,

and the US$8.75 million added with approval of this amendment. The U.S.
 
dollars would be deposited into a special account in the U.S. for approved

debt repayment; the Jamaican dollars would be used for a trust 
fund, and for
 
sector support. Implementation of a new Foreign Exchange System has been
 
identified by the GOJ as the priority reform associated with this cash
 
transfer. The government's letter of request for these funds outlines
 
specific actions that will be taken in this area.
 

A. ECONOMIC REVIEW AND OUTLOOK
 

Despite favorable trends in alumina/bauxite output and respectable gains in
 
tourism receipts, the Jamaican economic outlook has grown noticeably darker.

As anticipated at the time of PAAD approval (April 1990), Jamaica experienced
 
great difficulty in meeting targets and taking actions included in the new IMF

Standby agreement signed in March. 
As a result of performance shortfalls,
 
Jamaica has not been able to draw any funds under the agreement, and is now
 
nearing completion of a letter of intent for a revised Standby. 
The Bank of
 
Jamaica, unable to reduce the four months (US$200 million) foreign exchange
 
arrearages, much of it to the private sector, has now put forth a plan to fund
 
the arrearages through a variety of options included in the restructuring of
 
the Standby.
 

Under continuing pressure from last year's 21.5 percent devaluation and the
 
Standby's requirement to sharply curtail losses of major public enterprises,

inflation had settled in at a twenty percent annual rate 
even prior to the
 
escalation in world oil prices. 
Given Jamaica's near total dependence on
 
foreign oil for energy, and its voracious appetite for energy intensive
 
imports, there was 
little chance that this inflation could have been
 
moderated. Now the prospects for constraining inflation have been reduced
 
substantially further by the renewed depreciation of the Jamaican dollar that
 
is accompanying the new exchange rate regime (discussed below). 
 Renewed
 
inflation translates into falling real incomes for the vast majority of

Jamaican3 working in the formal sectors, where a twelve and one-half percent
 
wage guideline is being retained; albeit against increasingly vocal union, and
 
other, opposition. Since the robust areas of the economy - mining and tourism
 
- employ directly only about five percent of the work force, opportunities for
 
stemming declines in family income have become more difficult even for those
 
willing to accept marginal employment in low skilled occupations.
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As might be expected under these conditions, the Jamaican informal economy is
 
expanding rapidly in many directions. This trend is likely to accelerate,
 
bringing considerable further dismay to certain key policymakers, who
 
mistakenly blame the country's failure to meet IMF targets on "leakages" of
 
foreign exchange through uncontrolled transactions. In reality, informal
 
markets play an important role in the Jamaican economy, and they have provided
 
a safety valve for an oppressive trade regime. Unfortunately, such activities
 
on a wide scale are relatively inefficient from an economic perspective, and a
 
distant second best solution to freer markets throughout the economy. They
 
cannot meet thn island's pressing need for tradables to address its Balance of
 
Payments requirements. The BOP imbalance, which was not being resolved
 
through aggregate demand restriction, has been seriously further aggravate, by
 
events in the Persian Gulf area. In addition to inescapable higher import
 
prices and rising interest rates, any further slowing in-the U.S. economy
 
would adversely affect tourism, thereby undermining a major support pillar of
 
the near term Jamaican economic outlook.
 

B. CURRENT POLICY ENVIRONMENT
 

As was discussed in the original PAAD, Jamaica's domestic finances have
 
struggled to achieve some semblance of stability since the 1988 hurricane.
 
Attempts to restrain imports to manageable levels through restrictive fiscal
 
and monetary policies have resulted only in a further fragmentation of
 
economic activity, a development whose effects have been obscured by the
 
generous foreign assistance after the storm, as well as generally favorable
 
terms of trade. Growing recognition of the failure of Jamaican style
 
aggregate demand management, especially of the damages from the resultant
 
excessive interest rates, produced ever more vocal pleas for a new economic
 
policy mix - one that could deal directly with the allocation of scarce
 
foreign exchange, and the appropriate supporting monetary and fiscal policies.
 

Recognizing the seriousness of the spreading economic malaise, the GOJ
 
undertook a far reaching review of both macroeconomic and sector specific
 
policies. Although many details are not available publicly, major elements in
 
the economy participated in this policy reformulation. The final mix, which
 
is still being determined, will depend on the interplay among the government,
 
the private sector and the donor community, under the general constraints of a
 
revised IMF Standby.
 

All parties understand that timing is crucial. The first of the new policy
 
measures, the deregulation of petroleum marketing, was announced and put in
 
place in early September. This was followed in mid-September by a much bolder
 
and more controversial step -- the substantial decontrol of foreign exchange.
 
Government also is actively seeking private participation in the energy sector
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in the form of new generating capacity; and in joint venturing for additional
 
petroleum refining capabilities, and ownership and operation of Air Jamaica

and the rail lines. Other measures, similar in scope, may well surface 
once
 
the new Standby is in place. The elimination of the Jamaica Commodity

Trading Company, a state-owned operation serving as 
the sole importer of many

key commodities, has been postponed until the mechanics (and politics) of this

difficult step can be vetted. 
There is, however, a strong feeling among

virtually all parties that JCTC is on its way down, if not out.
 

As stated in the GOJ's September 19 letter of request for additional funiding

under Production and Employment X (included 
as Appendix II), "The above reform
 
agenda is the most ambitious undertaken by Jamaica to date. 
 It is also the
 
most difficult, in 
terms of a potential backlash from the Jamaicans who must
 
bear the adjustment burden. Unfortunately, the benefits of a freer economy

are often much less visible than the transition costs, which surely will
 
include, at least initially, increases in living costs for everyone. 
 Although
 
we are endeavouring to shield the very low income households from this
 
inevitable development, doing so will add further to 
the government's budget

shortfall and necessitate 
even more stringent cuts in expenditures in areas
 
where funding is already totally inadequate".
 

USAID/Jamaica concurs 
in the GOJ's judgment that economic difficulties will
 
increase in the short the Jamaican economy unwinds from past
run as 
 resource
 
misallocations. 
The halting pace of the Jamaican economic advancement, and

the hesitation to take the fundamental measures required 
to restore an
 
international payments balance, have undermined the effectiveness of the
 
policy reforms that have taken place in many areas of the Jamaican economy in
 
recent years. The continuing inability of the Jamaican economy to catch fire,

despite massive foreign assistance, pointed clearly to 
a need for additional
 
fundamental reform, and for implementation at an accelerated pace.
 

The scope of reforms now underway, ranging from sharply higher rates for

utilities 
- with honest efforts to collect bills due 
- to decontrol of food
 
and fuel prices and the conversion to market-oriented pricing of foreign

exchange, represent major new 
steps toward improving resource allocation
 
efficiency. Public recognition of the harmful effects of past attempts to
 
avoid economic adversities by using, for example, receipts from electricity

bills to subsidize food imports, or through continuous borrowing against

future foreign exchange receipts, have paved the way for this new round of
 
policy reform that is oriented toward immediate, widespread changes in the
 
status quo.
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Donors are being asked to speed up disbursement of previously obligated
 
monies, plus additional funds if possible, to permit the GOJ to cushion the
 
blow to low income households. This would be achieved, most likely, through
 
modest increases in its relatively efficient food stamp program. The US
 
response to this request should be as positive, and as rapid, as possible.
 
Additional actions, including the implementation of the General Consumption
 
Tax (GCT) next April, are planned, and should be encouraged; but our
 
unqualified support for the actions already taken is the most effective way to
 
encourage the GOJ tu continue on the path it has taken. Whatever their
 
economic or political persuasion, most Jamaicans would probably agree with
 
Acting Prime Minister P.J. Patterson, who told Parliament that : "We are now
 
crossing the Rubicon from a sheltered economy into one driven by market
 
forces."
 

C. POLICY DIALOGUE
 

The dominant theme of current policy discussions centers on the revised IMF
 
Standby, and its first derivative...the new foreign exchange system. Early
 
in the program there was much public debate and confusion over the March
 
Standby's conditions, and whether or not they could be waived given Jamaica's
 
inability to meet interim Net Foreign Reserves targets. As it became
 
increasingly obvious over the summer that the GOJ performance could not live
 
up to the Standby conditions, particularly the clearing of arrears at the BOJ,
 
the IMF and the GOJ intensified discussions over a revised Standby. The
 
continuing difficulty in containing the shortfall of foreign exchange through
 
ever higher domestic interest rates argued strongly - even overwhelmingly 
for a more balanced package that addressed the critical exchange rate issues.
 
As details of a revised Standby began to filter out to bankers and others, the
 
GOJ recognized the need to move swiftly to avoid profiteering.
 

On September 11, Deputy Prime Minister Mr. Patterson announced a new
 
liberalized foreign exchange regime with an effective date of September 17.
 
Under the new system, all foreign exchange transactions take place through the
 
Inter-bank Foreign Exchange Trading System operated by the commercial banks
 
and the Bank of Jamaica. Commercial banks buy and sell for their own account
 
at market determined rates. Receipts from certain sources (bauxite and
 
alumina, sugar, bananas, a portion of tourism receipts, and official inflows)
 
must be surrendered to the Bank of Jamaica, and the commercial banks are
 
required to surrender an additional portion of their foreign exchange
 
purchases to meet official debt payments and other essential needs; initially
 
the surrender amount has been set at twenty-five percent. The BOJ buys these
 
surrendered funds at the average market rate paid by commercial banks.
 



The initial reaction to the new system was cautious on the part of all market
participants; the first few days trading was slow and the Jamaican dollar
depreciated only about five percent. 
Trading in the second week seems to have
been more active, with a further slide of the J$ to about 8 to 1 US$, versus
the previous fixed rate of 7 to 1.
 
The thorny problem of foreign exchange arrears is being addressed through a
 series of options opened to those owed under the old system; essentially the
options provide refunding in Jamaican dollars over a period of several years
with built in exchange rate adjustment protection.
funding seems to be less The reaction to this
severe than had been feared; but those due foreign
exchange under the old arrangements, who have until October 15 
to exercize
their options, may yet launch vigorous protests.
 
On the broader macroeconomic front, 
fiscal and monetary policies are being
tightened further to support the new foreign exchange system. 
The overall
public sector deficit target has been lowered by about one percentage point to
3.5 percent of Gross Domestic Product, and the banking system's liquid asset
ratio requirement will be raised in the near future.
retained for the present, which means at 

Credit ceilings will be
least through November, after which a
comprehensive monetary, fiscal and incomes policy will be announced as a part
of a revised IMF Standby.
 
USAID/Jamaica has played an active role in the reforms announced to date by
the GOJ. 
Although a number of policy reforms have been discussed since the
$8.75 million in additional assistance became available to Jamaica, the
Mission has concentrated on liberalization of the exnhange rate as
for obligation and disbursement of these funds. 

the basis
 
The partial decontrol of
foreign exchange recently introduced by the GOJ represents a bold and
significant step towards this ultimate objective. 
We remain committed to
additional policy actions, including implementation of the General Consumption
Tax, continued privatization, and further retrenchment in the government's
claims on privately generated foreign exchange. 
In the months ahead, we
intend to push even harder for a more independent central bank, sustained
expansion of capital markets, and significant further reforr
tax system, including implementing the GCT. 

of the Jamaican

Work on these, and a few other
issues, already is well under way, providing ample grist for the reform mill.
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II. PROGRAM IMPLEMENTATION
 

A. Summary
 

The proposed additional $8,750,000 will be authorized for obligation in one
 
tranche. The money will be disbursed as soon as possible after commitment of
 
FY 1990 funds as a cash transfer into a GOJ account in a United States bank in
 
the United States established specifically for the purpose of receiving cash
 
transfers.
 

B. Program Implementation Schedule
 

The following table outlines the proposed implementation actions required
 
under Amendment number 1, Production and Employment X. -

Activity Anticipated Date
 

1. Executive Review September 24, 1990
 

2. PAAD Approved September 26, 1990
 

3. Receive budget allowance Received
 

4. Sign PROAG September 28, 1990
 

5. Financing Request October 2, 1990
 

6. Disbursement October 15, 1990
 

8. Deposit local currency NLT November 16, 1990
 
equivalent
 

9. Programming of local
 
currency for additional November 30, 1990
 
JFY90/91 activities
 

C. Programmming of Local Currency
 

Local currency programming and reporting will follow the sectoral
 
approach outlined in the original P & E X PAAD. It is anticipated
 
that some local currencies may be programmed for the Trust Fund.
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III. ENVIRONMENTAL CONSIDERATIONS UNDER 22CFR Part 216
 

A. Activity Descriptio)
 

Amendment number 1 to the PAAD, Production and Employment X, will
 
provide an additional grant of $8,758,000 from Economic Support
 
Funds. The purpose of the grant is to provide immediate balance of
 
payments assistance in support of GOJ actions to establish a policy

environment that is conductive to more robust long-term growth and
 
development.
 

The proposed ESF funds will be used to service debt. 
The Government
 
of Jamaica will also deposit an equivalent amount of Jamaican
 
dollars in a special account locally for use as general budgetary
 
support.
 

B. Discussion
 

The activity in question is a cash transfer which when weighed

against the criteria in Section 216.2 (c) (1) (i) of AID's
 
Environmental Procedures, is considered to qualify for a categorical
 
exclusion for which an Initial Environmental Examination is
 
generally not required.
 



ENVIRONETAL DETERMINATION 

Project Location : Jamaica 
Project Title and Number : Amendment NO. 1, FY 1990 PAAD 

Funding 
$8,750,000 

Life of Project : 1 Year 
Prepared by 

. Charles Scheibal, Mission Environmental Officer 
Mission Determination : Categorical Exclusion 

A. Activity DeqcriDtiln 

Amendment Number 1 to the PAAD, Production and Employment X will
provide an additional grant of $8,750,000 from Economic-Support
Funds. The purpose of the grant is 
to provide immediate balance
of payments assistance in support of GOJ actions to establish a
policy environment that is conductive to more robust long-term
growth and development.
 

The additional ESF funds will be used for debt servicing during
U.S. fiscal year 1990. 
 The GOJ will deposit the U.S. dollars in a
separate account for this purpose and will deposit an equivalent
amount of Jamaican dollars in 
a special account locally for use as
sectoral budgetary support.
 

B. Discussion
 

The activity in question is 
a cash transfer which when weighed
against the criteria in Section 216.2 (c) (1) (1i) 
 of AID's
Environmental Procedures, is considered to qualify for a
categorical exclusion for which an Initial Environmental
Examination is generally not required.
 

This Environmental Determination is submitted for LAC Bureau
review in accordance with Section 216.2(3) of 22 CFR Part 216,
Environmental Procedures.
 

C. ecommendatio
 

Based on the above, it is recommended that you approve a

Categorical Exclusion.
 

D. Mission Director's Concurrence:
 

Robert S. Queener, Mission Director
 

Date:
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ENVIRONMENTAL THRESHOLD DECISION
 

Project Location 
 Jamaica
 

Project Title 

Production and Employment X,
 
Amendment No. 3


Project Number 

Funding 
532-0154 

$8,750,00o (ESF) 
Life of Project 

1 Year 
TEE Prepared by 

Charles Scheibal 

Recommended Threshold Decision : 
Mission Environmental Officer
Citegorical Exclusion 

Bureau Threshold Decision : Concur with Recommendation 

Comments 
None 

Copy to 
Robert S. Queener, Director 
USAID/Jamaica 

Copy to 

Copy to 
LoUis Coronado, USAID/Jamaica 

Charles Scheibal, USAID/Jamaica
 
Copy to 
 " REA/Car
 
Copy to 
 : Dianne Blane, LAC/DR
 
Copy to 


IEE File
 

0Date 
 S 2819 
John O. Wilson
Deputy Chief Environmental OfficerBureau for Latin America 

and the Caribbean
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