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The loan will have a 20 year repayment period with five years grace at an
interest rate of 5 percent.
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ECONOMIC RECOVERY AND PRI VATE SECTOR SUPPORT PROGRAM
I SUMMARY AND RECOMMENDATIONS

A. Recommendation

AID's Regional Development Office/Caribbean recommends the
authorization of a $7 millicn Economic Support Funds Loan. The dollar loan
will be repaid in 20 years, including al0 vear grace period. The interest
rate will be 57 during the grace period and % thereafter.

B.. Borrower
The Borrower will be the Government of Barbados, acting through the
Ministry of Finance and Planning. The Centra] Bank of Barbados (CBY) will
act as an agent of the government for receiving and disbursing funds,

C. Progé&m Summary

Barbados has long served as a model of responsible and pragmatic
economic development in the Eastern Caribbean. Until recently, its sound
economic management had established a record of growth matched by few other
developing countries. However, the adverse effects of the world-wide
recession have placed the country in serious economic difficulty, with the
decline in the productive sectors of manufacturing, sugar and tourism being
especially sharp. With a population of only 251,000, Barbados' projected
current account deficit for 1982 will be $93 mi1lion, and $80 million in
1983. The combined 1982/83 unfinanced gap in the balance of payments is
expected to be $12.5 million, necessary efforts by the Government to cope
with the situation have contributed to a decline in real growth, a development
which has, in turn, caused high unemployment. Barbados is now supported by an
IMF Standby arrangement and has adopted a stringent adjustment program.

The country needs and merits assistance to help alleviate its
monetary and fiscal constraints, facilitate the adjustment necessary for a
successful recovery program, stimu.ate production and promote recovery of its
economy. Without such assistance, it would be particularly difficult for
Barbados to take advantage of the export and trade opportunities of the
Caribbean Basin Initiative and could erode the political stability of this
progressive and friendly nation.

The objectives of the proposed econumic support program, therefore,
are to: .

- stem the deterioration of the balance of payments;

- stimulate a recovery of the productive sectors; and

- provide Tocal cost financing for essential infrastructure
projects.

The proposed $7.0 million program will take the form of an immediate
cash transfer to the Government of Barbados and, through it to the Central
Bank of Barbados (CBB). The equivalent of $3.5 million in local currency

will be channelled by the CBB to the commercial banking system for on-lendiné

to private enterprises in the productive sectors. An additional $3.5 million
will be used by the government



-Z-

of Barbados to generate its counterpart contribution for externally-funded infrastructure
projects.

The CBB wiil use $3.5 million for loans to firms in the productive sectors, especially manu-
facturing, with emphasis on credit for export-related production. The loans 'to the productive
sectors will be made at market rates of interest, while the rediscount rates charged the banks
by the CBB will be sufficiently attractive to insure that the banks make use of the funds. Al
the island's commercial banks will be eligible for participation in the program.

The qovernment will use $3.5 million for local cost financing of priority infrastructure pro-
jects being carried out under agreements with other international donors. Without these funds,
the government would not be able to proceed with its vital public sector investment program,
which, as a result of the current severe economic problem, has been severely curtailed.

The program will pronote U.S. exports to the country. The U.S. is Barbados' most important
trading partner, with a substantial portion of Barbadian imports coming from the U.S.

D. Conditions and Covenants

1. Conditions Precedent to Initial Disbursement

Prior to the first disbursement under this loan, or to the
issuance by A.I.D. of documentation pursuant to which disbursement will be
made, the Borrower will, except as the Parties may otherwise agree in writing,
furnish to A.I.D., in form and substarce satisfactory to A.l.D.:

-- An opinion from the Attorney General of the Borrower stating
that this Agreement has been duly authorized and/or ratified by, and executed
on behalf of, the Bcrrower, and that it constitutes a valid and legally .
binding obligation of the Borrower in accordance with all of its terms.

-- A statement. reprisenting and warranting that the named person or
persons have the authority to act as the representative or representatives of
the Borrower together with a specimen signature of each person certified as to
its authenticity. .

-- Evidence that that the Government of Barbados is in full
satisfaction of the requirements established by the International Mcnetary
Fund (IMF) and are eligible to draw under the IMF standby agreement.

2. Covenants

The Borrower will import from the U.S. goods equivalent to thevaluedof this cash trans-
fer. In addition the borrower Covenants that 1in using dollar funds or local currency
resources under this Agreement, the borrower will avoid projects or activities which
would cause or threaten serinus injury to the production, marketing, or nricing nf
United States agricultural comodities or products. Exports of agricultural commodities
or products should not be supported using such funds, if the issue of serious harm or
threat thereof from such exports has been raised by USAID, until the matter has been
reviewed and discussed by USAID and the borrower. Both USAID and the borrower should
keep each other informed of activities which aooear to involve the nntential far such
harm.



11. ANALYSIS OF ECONOMIC CONDITIONS

Background and Overview

The Barbados economy has suffered severe reverses in 1981 and 1982 after a
decade of strong, export-led growth. During the period 1976-1980, real GDP
measured at factor prices grew by an average of 5.3 percent per year. Table 1
parts (a), (b) and (c) summarizes the changing sectoral patterns in the
composition of o.tput and their contributions to growth during this period.

It will be seen that during this period, Barbados very successfully
exploited opportunities for expansion of merchandise and service exports. The
manufacturing sector as a whole grew by 6.1 percent per year from 1976 through
1960. A substantial portion of this increase in manufactured output was in
export manufacture primarily in foreign enclave operaticns aggressively .
promoted by the GOB. During this period exports of manufactured goods
increased by an average of 29.7 percent per year, neasured at current prices
during a pericd when the GDP deflator showed an 11.4 percent annual increase.

The second major source of growth during this period was tourism which
grew at an annual rate of 17.7 percent and accounted for 13.8 percent of total
output by 1980. Growth in this sector, wnile strong overall was subject to
sharp vear-to-year fluctuations.

Qutput of thz agricultural sector (including sugar) was relatively
stagnant overall during this period but also was subject to sharp year to yvar
fluctuations in both sugar and in other agricultural commodities. In.fact, s
Table 7 gives a slightly misleading picture of the overall state of the
agricultural sector since 1980 was a cyclical price peak for sugar.
Nonetheless, the sugar sector showed a healthy 6.2 percent per year increase
in real output over this period.

Beginning in 1981, the Barbados economy suffered a number -of severe -’
external shocks. The U.S. recession reduced demand for manufactured products
(except for electronics equipment). Overall, value added in manufacturing
declined by 9.4 percent in 1981. Tourist arrivals declined by 5 percent and
stagnant prices reduced real value added in the tourist sector by 9.1
percent. World sugar prices, from which Barbados is only nartially insulaced .
by the Lome Agreement and the U.S. quota, tumbled and rainy weather produced a
25 percent drop in sugar production. Overall, real GDP fell by 2.6 percent in
1981.

During 1982, the performance of the Barbadian economy has continued to
decline as adverse external circumstances have persisted. Tourist arrivals
were down by 12.5 percent for the first nine wonths of 1982. Compounding the
effect of the continuing world recession has been the appreciation of the
Barbadian dollar (which is linked to the U.S. dollar) relative to the Canadian
dollar and the pound sterling. While tourist arrivals from the U.S. were down
one percent in 1982 fron the corresponding period in 1981, arrivals from
Canada drooped 9 percent, and thoce from the U.K., 29 percent.

Jutput of the manufacturirg sector continued to decline despite a 40
percent increase in electronic component export and a 22 percent growth of
ziothing exports. Overall, real GDP is projected to decline by approximately
5 percent auring 1982.
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TABLE 1 (a)

BARJADOS - SECTORAL ORIGIN OF GROSS DOMESTIC PRODUCT
' AT CONSTANT PRICES, 13/6-8I :

(1974 BDSS Mi]]ion)

Preliminary

1976 1977 1978 1979 1980 1981

Sugar | 43.8  51.1 43.0 48.5 57.6 40.0
Other Agriculture '

and Fishing 27.1 21.3 29.4 29.8 25.0 | 25.0
Mining & Quarrying 1.3 1.1 1.6 1.6 2.0 2.0
Manufacturing 81.0 79.5 81.4 89.9 102.6 92.0
Electricity & Water 10.8 12.3 14.2 15.8 16.8 17.0
Construction 49.9 43.1 46.3 52.7 56.4 59.0
Wholesale & Retail

Trade 122.2 124.6 129.5 142.0 156.7 160.0
Tourism 57.9 77.1 86.3 107.0 111.1 101.0 -
Transport 3torage &

Communications 44.4 45.5 46.6 48. 3 49.7 51.0
Business & General '
Services : 118.3 121.3 123.0 126,17~ 1281  ° 129.0
Govermnment Services 97.1 97.1 99.5 102.0 102.0 106.0
GDP at Constant

Factor Prices 6539 678.0 710.5 766.7 803.8 783.0
Real Growth 4.3 3.7 4.8 7.5 4.9 -2.6
GDP Deflator

(1976=100) 120.5 131.3 1238.6 156.2 . 185.3 210.3

Sources: Barbados Statistical Service, Central Bank



TABLE 1 (b)
COMPOSITION OF OUTPUT

(% of GDP)
‘ Preliminary
1976 1977 1978 1979 1980 1981
Sugar 6.7 7.5 6.1 6.3 7.2 5.1
Other Agricu]ture‘& '

Fishing 4.1 3.1 4.1 3.9 3.1 3.2
Mining & Quarrying 0.2 0.2 0.2 0.2 0.2 . 0.3
Manufacturing 12.4 11.7 11.5 11.7 12.8 11.9
Electricity & Water 1.7 1.8 2.0 2.1 2.1 2.2
Construction 7.6 6.4 6.5 6.9 7.0 7.5
Wholesale & Retail

Trade 18.7 18.4 18.2 18.5 19.5 2.4
Tourism 8.9 11.4 12.1 14.0 13.8 12.9
Transport Storage & , o

Communications 6.8 6.7 6.6 . 6.3 6.2 6.5
Business & General

Services 18.1 17.9 17.3 16.4 15.9 16.5
Government Services 14.8 14.3 14.0 13.3-  _12.7 - 13.5
GDP At Factor Prices 10C.0 100.0 100.0 100.0 100.0 100.0

Sources: pBarbados Statistical Service, Central Bank



TABLE 1 (c)
CHANGE IN REAL OUTPUT BY SECTOR
(% change measured at factor cost)
. Preliminary
1977 1978 1979 1980 1981
Sugar 16.7% -15.9% 12.8% 18. 8% -3.6%
Other Agriculture &

Fisheries -21.4 38.0 1.4 -16.1 0.0
Mining & Quarrying -15 4 45.5 0.0 25.0 0.0
Manufacturing -1.9 2.4 10.4 14.1 -9.4
Electricity & Works 13.9 15.4 11.3 6.3 1.2
Construction -13.6 7.4 13.8 7.0 4.6
Wholesale & Retail

Trade 2.0 3.9 9.7 10.4 2.1
Tourism 33.2 11.9 24.0 3.8 -9.1
Transportation,

Storage &

Cormunication 2.5 2.4 3.6 2.9 2.6 -
Business & General

Services 2.5 1.4 2.5 1.6 0.7
Government Services 0.0 2.5 2.5 0.0 3.9
GP at Factar Prices 3.7 7.9 4.8 -2.6

4.8

Sources: Barbados Statistical Service, Central Bank.
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B. Balance of Payments, Monetary, and Fiscal Position

In a small open economy such as Barbados, there is a very close
connection between the level of overall production and the state of the
balance of payments. During the period of strong, export-led growth from 1976
to 1980, the current account of the balance of payments improved from a
deficit of US$85 million to a deficit of only $27 million, deficits which were
easily financed by autonomous capital inflows. In fact, large external
borrowings by the Government of Barbados to finance budgetary operations
produced a substantial increase in net foreign reserves which climbed frem
US$17.0 million at the end of 1976 to $82.4 million at the end of 1980.

Initially, the declining export receipts resulting from the world
recession were not matched by a decline in imports, in part due to a ,
continuing construction boom in the private sectur but primarily due to
expansionary fiscal and credit policies by the GUB. In effect, the government
gambled that the recession would be brief. To finance the resulting loss in
foreign exchange reserve the government contracted a US$30 million Euro dollar
loan and the Central Bark borrowed $16 million from foreign banks.

The monetary and fiscal consequences of expansionary fiscal and
monetary policies are set out in Tables 3 and 4. In the small open Barbados
economy, changes in aggregate demand are quickly reflected in changes in the
current account. For example, 14 1980, imports of goods and non-factor
services were equal to 64.5 percent of GDP. In normal circumstances, the
Central Bank must keep the creation of domestic bank reserves within fairly
narrow 1imits to prevent an unacceptable deterioration in the current
account. Expansion of credit beyond these limits must be financed externally.

Compounding the Central Bank's problem in 1981 was a -significant
deterioration in the public sector's fiscal position which is outlined in
Table 4. The qovernment increased personal income tax allowances by 50% in 1981
as part of a long term policy to reduce the proportion’ of direct taxes n
totai revenues. In addition, lower levels of profits reduced company income
tax payments, and the level of public sector capital expenditures rose
substantially as a result of rapidly rising construction costs. These factors
in the absence of adequate compensating increases in indirect taxes had the
effect of increasing the public sector deficit as a proportion of GDP from 3.9
percent in the 1980/81 fiscal year to 9.0 percent in 1981/82. Horeover, in a
country like Barbados without a well-develoned domestic capital market,
increases 'in domestically financed public sector debt transiate fairly
directly into increases in domestic bank reserves. This tends to cause a
further expansion of money and credit and a further deterioration in the
external accounts.

C. Stabilization Measures

Faced with this situation and the prospect of continuing stagnation
in its export markets, the government of Barbados announced a series of
corrective measures in-1982. Those measures include on the fiscal side a cut
in capital expenditures in both nominal and real terms and a decision to
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TABLE 2
Balance of Payments
(Millions of U.S. Dollars)
1980 1981  Estimated Projected
—ogr— -
I. CURRENT ACCOUNT -27.1 -125.0 -93.0 -79.5
A. Trade Account -A3.6 -412.5 -337.5 -3#7.5
a. Merchandise
Exports (F0B) 181.8 163.7 166.5 18£.0
b. Merchandise
Imports (CIF) 525.4 576.2 504.0 532.5
B. Services, net 295.0  269.4 221.0 279.5
¢. Freight and
Insurance, net 7.6 4.7 - -
d. Travel, net 234.5 241.9 - -
1. Credit 253.7 264.1 245.5 260.0
2. Debit 19.2 22.2 - -
e. Transportation,
net 38.5 16.6 - -
1. Credit 64.7 44.0 - -
2. Debit 26.2 27.4 - -
f. Investment
Incone, net -8.5 -17.4 -22.0 -
1. Credit 10.8 10.7 - -
2. Debit 19.3 . 28.0 - -
g. Government,
n.i.e., net 5.8 12.3 - -
h. Other
Services, net 17.0 10.2 - -
1. Credit 60.4 63.1 - -
2. Debit 43.4 52.9 - -
cC. i. Unrequited
Transfers 21.5 18.1 23.5 28.5
1. Official,
net ' -2.3 -9.0 - -
2. Private, net 23.8 27.1 - -




II. Capital Account
(excluding change in

reserves)

A.

C.
Insti

Investment &
Other Long Term Capital

1. Private Sector
net
(a) Direct
Investment
(b) Portfolio
Investment
2. Public Sector

Short-term Capital

1.
2.

Public Sector
Trade Credit

3. Other Short-
term

Financial-
tutions

1. Central Bank
2. Commercial
Bank

III.Errors ahd Ommissions

IV. Change in Net Foreign

Assets.

V. Financing of Deficit

Transaction of the
Central Bank with:

Changes in International

IMF

Other Monetary
Authorities
Other Financial
Institutions

Reserves (-increases)

61.6
33.6

6.8

2.9
0.7
2.2
-14.5

+20.0

-5.5
-2.0

-12.5

77.7

28.3

7.2
21.1
49.4
3.2

-0.1
26.0

5.2

12.6
8.2
4.4

-37.8

-41.4

R

3.0
16.0

+24.5

Estimated
- T 1982

63.0

56.5

45.0

11.5
13.0

25.5
-1.0

+5.5

" Projectéd

57.0

49.5

45.0

4.5

7.5

-22.5

16.5
-1.0

+7.0



1980 1981 Estimated . Projected
— 1982 T 1983

Memorandum:
International Reserves 82.4 57.9 52.4 45.4
In months/imports 1.9 1.2 1.2 1.0

Source: Central Bank of Barbados, Balance of Payment of Barbados 1981, Tables
2 and 3, plus Central Bank estimates for 1982/83
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TABLE 3
Net Credit From Consolidated Banking System

(BDS$ million)

Estimated
1977 1978 1979 1980 1981 1982
Het Credit of bank-
ing system 456.0 472.2 592.1 668. 3 887.0 1037.8
To Public Sector 93.5 58.0 73.0 58.6 120.9 -
To Non-financial Pri-
vate Sector 3H2.7 397.5 495, 3 593.0 723.1 795.4
Memorandum
Money Supply (currency
plus demand-
deposits) 122.2 140.0 192.9 222.0 221.7
Liabilities of Banking
system to the Private

Sector 422.9 482.5 606.0 na 801.5

Source: IBiD. Economic Memorandum on Barbados, May 28, 1982, Table 6.1.

TABLE 4
Fiscal Position of Consolidated Public Sector
(BDS $ million)
1980/ 81 1981/82 1982/83
Current Revenue . 568.5 6C3.8 720.8
Current Expenditure 483.5 566.9 656.2
Current Surplus/Deficit 85.0 3%.9 74,6
Capital Expenditure Plus Net 150.0 204.5 194,2
Overall Surplus/Deficit 65.0 167.6 119.0
Externally Financed 81.4 98.8 42.0
Jomesticly Financed -16.4 . 68.8 77.6

Source: IBRD, Economic Memorandum, Table 5.6
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TABLE 5
Central Government Revenues
(BDS$ mi]lion§)
Fiscal Year
1980/ 81 1981/82 1982/83
Preliminary Projected
Taxes on Net Incoﬁe and Profit | 159.8 164.7 175.6
Companies 64.7 60.0 55.0
Industrial 89.0 97.0 102.0
Others ‘6.1 7.7 8.6
Employment LeQx_ 4.2 - 0.3
Health Levy - 1.2 4.8
Training Levy | - 0.6 1.2
Taxes on Property 21.6 20.3 25.3
Taxes on Domestic: Goods and ' .

Services 108.2 119.1 153.6
Import Duties 89.8 90.0 97.0
Other Taxes ' 5.0 4.8 133
Hon-Tax Revenue 37.0 3.2 38.5

Total Current Revenue 4:5.6 437.1 509.0

Source: [IBRD, Economic Memorardum,Table 5.1.
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support only ongoing projects or those that are externally financed; strict
controls on the growth of current public sector expenditures; the introduction
of transport and health levies and a package of tax measures (See Table 5)
expected to yijeld the equivalent of 3 percent of GDP; and revisions in tariffs
of major public enterprises. It is expected that these measures will reduce
the consolidatad public sector deficit to less than 2 percent of GDP in the FY
1983/84 fiscal year.

On the monetary side, a number of measures have been taken, including
limits on the growth of consumer-credit, attempts to significantly narrow the
differential between domestic and international interest rates in order to
reduce private capital outflows, and an increase in the level of required bank
reserves by five percentage points in order to limit the impact of recent )
fiscal deficits on money and credit expansion. 1In addition, the Central Bank
has repeatedly increased its discount rate to reduce the expansion of private
credit. : '

On the basis of these stabilization measures, the GOB negotiated a 20
month Standby -Agreement with the IMF for SDR 31.875 million plus a
Compensatory Financing Facility arrangement of SDR 12.6 million for 1982.

D. Prospects for 1982/83 and Unfinanced Foreign Exchange GAP

Despite the fundamentally sound state of the Barbadian economy, in
the near term, the economy faces substantial difficulties. The 1982 current
account deficit is projected to be $93 million, equal to 10 percent of GDP,
and is projected to decline only to0$79.5 million in 1983. Some of this
deficit reflects the interest on the Central Bank's 1981 borrowing which
boosted the debt service ratio to i3 percent in 1982 from 6 percent the
previous year. Service payments on external public and publicly generated
debt are projected to increase to $25.2 million in 1982, $33.5 million in
1983, peak at $49.4 million in 1984, and gradually decline thereafter.

Contrary to what might appear to be the case, imports have responded
as predicted to tighter monetary and fiscal policy. Recent trends in imports
by major import category are summarized in Table 6. It is clear from the
table that there has been a very substantial contraction in imports of
consumer goods and intermediate goods (-11.7% and -25.4% respectively in the
first half of 1982 when compared with the same period a year earlier). This
has been obscured by a very substantial rise in imports of machinery and
construction materials (up 25.4% in the first half of 1982) associated with
two large externally financed investment projects.

Moreover, Barbados' external liquidity position iy rather more
precarious than its balance of payments and official reserve statistics would
indicate. A rapidly increasing proportion of the gross foreign exchange
reserves of the Central Bank are accounted for by its balances in the CARICOM
Multilateral Clearing Facility. The bulk of these balances are in
non-convertible currencies and are thus not generally available for most
external obligations. The proportion of gross Central Bank reserve assets
accounted for by such balances rose from 6.1 percent at the end of 1980 to
69.8 percent at the end of September 1982, US$42.6 million. \lhen it is taken
into account that Foreign Exchange Reserves, even including those balances,
are projected to fall to 1.2 months import cover by the end of 1982 (far below
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the two to three months cover that would be considered normal), this is a
potentially precarious position.

It is clear from the data presented on Table 2 that measured in the
conventional sense, Barbados has an unfinanced balance of payments gap for the
two year period 1982/83 of US$12.5 million. In other words, given fiscal and
monetary policies that are likely to be followed, market forces would produce
a net excess demand for foreign exchange which, in the absence of additional
external financing would be met by a reduction in gross reserves of this
amount.

There 1is, however, a more fundamental sense in which the balance of
payments gap is substantially larger., Referring again to Table 6, it is clear
that the monetary and f¥iscal stringency imposed by the GOB has significantly
reduced imports of consumer and intermediate goods in both nominal and real terms.

Had the AOR nnt nowm]++nd imnort levels to drop in real terms, the measured ROP

gap would he substantially larger. From the data presented on Table 6, and taking
into account a current rate of inflation of about 10 percent, there is an approxinate
balance of payment shortfall of something on the order of US$50 million over and
ahove that 1ientified on Tahle 2 for the two vear 1982-R3 nerind,

E. Adequacy of Stabilization Measures and Prospects for Recovery

In extending this ESF Cash Transfer, the Mission proposes no economic
policy conditions other than continued adherence by the Government of Barbados
to the terms of its standby agreement with the IMF. In making this proposal,
the Mission believes that the package of monetary and fiscal measures agreed
to between the Government of Barbados and the Fund are adequate to bring about
recovery and both external and internal balance in the relatively near term.

As has been discussed at some length in the previous sections, the
recent detorioration in economic conditions in Barbados has been very largely
a result of external circumstances, chiefly the world recession and to a 1arge
extent the state of the world sugar market. The former is a temporary
phenomenon which is likely to he reversed over the next year although recovery
of world demand is likely to be slow. Sugar is highly problematical and no
long term price recovery is likely. However, counter-ba]ancing this is the
very ccinsiderable buoyancy, even through the recession, of exports of clothing
and electronics.

A serious concern, however, is the ability of Barbados to mainté&in
price competitiveness, particularly in tourism. As the figures for the GDP
deflator on Table 1 clearly show, the Tevel of price increases in Barbados
over the last several years has consistently exceeded that of its principal
export market. This trend has continued in 1982 and rates of price increase
are running about 5 percentage points ahead of US inflation levels. Although
this trend is inconsistent with a maintenance of a fixed exchange rate of the
Barbados dollar vis-a-vis the U.S. dollar, the Government of Barbados has
resisted suggestions for devaluation.
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TABLE 6

Composition of Retained Imports 1980/82

{(BDS$ miTTion)

Intermediate

Machinery
& Construction

Consumer

Goods Goods
January-dune, 1980 168.2 146.5
July-December, 1980 176. 3 177.1
January-June, 1981 181.2 171.1
Ju'y-December, 1981 191.5 197.7
January-June, 1982 160.0 127.6

Materials

134.3
130.9
147.1

162.7
185.0

Other

-0.9
-1.7
2.0
0.7
1.9

Source: Central Bank of Barbados, Economic and Financial Statistics,
October 1982, Table No. 6.

Total

448.2
482.7
501.5
552.6
474.5
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[II. PROGRAM DESCRIPTIOM

A.  U.S. Interests and Assistance Strategy

Barbados is experiencing a severe economic decline; GDP has
declined 7.5% in the last two years. The unemployment rate has increased by 5
percentage points to 15 percent. Output in all the major productive
sectors--manufacturing, sugar, and tourism--has declined as a result of
adverse external developments. Supported by an IMF Standby Agreement, the
country is now carrying out a difficult adjustment program. The proposed AID
program loan will complement the IMF arrangement by (a) dispensing urgent
balance of payments assistance to permit Barbados to finance critically needed
imports, (b) providing the stimulus for a recovary of the productive sectors
through sustaining the levels of credit available, and (c) limiting the
adverse impact of budgetary stringencies on critical infrastructural projects.

The AID program will support a country that is of strategic
importance to the United States. Barbades is located astride majnr shipping
lanes through which a substantial portion of U.S. oil imports flows. The
country has important physical assets whose use by hostile power would be
detrimental to U.S. interests. The country also is a leader in regional
politics and is seen as a model of democratic institutions and free enterprisa
economic development. In addition, Barbados is a vital cog in the regional
security posture both for its defense forces and for its leadership in the
formation of the recent regional security understanding which includes, in
addition to Barbados, Antigua, Dominica, St. Lucia and St. Vincent.

Barbados has been among the most democratic of all Third Wworld
countries, and this has contributed significantly to the country's outstanding
record of political stability. The program will be supporting the country's
traditional reliance on private initiative and market forces and export-led
growth strategy.

In sum, the overall U.S. aims in Barbados which will be
furthered by the project are:

- to lay the foundations for self-sustaining growth;

- to fortify a country that is friendly to us;

- to support an economy which is a model of free
enterprise development in the Caribbean;

- to help the country achieve its full development
potential; :

- to preserve the country's parliamentary democratic
political system, and;

- to strengthen the country in order that it may assume
greater importance in regional affairs.

Resources provided under the AID program will also further
the Mission's regional strategy under the Caribbean Basin Initiative by
strengthening a key country in the Caribbean region which has, until very
recently, demonstrated the outstanding potential of a growth strategy based on
export promotion, private initiatives, and a reliance on free market
mechanisms.
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B. Program Objectives

The objectives of the $7 million program described in this PAAD
are: , ~

- the provision of immediate balance of payments support to
Barbados; '

- the stimulation of the productive sectors, especially
export-oriented manufacturing, through finance for critical
requirements, and;

- ‘the financing of priority infrastructural projects that are
critical to the achievement of the country's development
potential. '

These objectives will be met through an immediate cash transfer
of $7 million of ESF monies. ‘ B

C. Justification for Cash Transfer

Tne Mission had originally contemplated a continuation of
the conventional loca) counterpart financing of donor assisted projects
through the Caribbean Development Facility (CDF) in FY 1983. As further
discussed in Section III. D, since 1978 AID has made four loans through the
Caribbean Development Bank (CDB) totalling $65.5 in support of the regional
(DF program. Jamaica, Guyana and Barbados participated in the first three
loans (Eastern Caribbean LDC's and Belize received support under COF I)-and
Jamaica and Barbados continued to receive assistance under COF I1V. Guyana,
however, is no longer eligible and Jamaica is currently receiving substantial
other CDF-type assistance. Therefore, given the nature of Barbados' present
economic difficulties and the propcsed use of a targeted rediscount financing
scheme, implementation through a regional institution was not deemed
approgggate and the Mission has elected to develop a direct bilateral approach
in FY83. o

» - , ' ‘

In addition, in designing the program, the Mission weighed the
merits of a cash transfer and commodity import program (CIP) and the
experience with both in other countries in the Caribbean Basin and elsewhere.
pased on an analysis of the advantages and disadvantages of each approach, ‘the
Mission concluded that the cash transfer mechanism was the only means to
achieve the objectives of this $7.0 mil1ion program. The economic situation
demands a rapid immediate infusion of foreign exchange resources, with a
ainimum of procedural delays. Such an infusion would help stimulate the
productive sectors, all of whom are encountering serious difficulties.

Systems already exist through which these additional resources can be
channelled quickly to the private sector with reasonably good assurances of
reaching productive enterprises. Although the C1P approach would provide more
precise control over the use of incoming foreiqn exchanqe given the need for an
immediate infusion of resources the marginal gains in accountability from the
CIP approach for this particular program do not justify the initial delays
this mechanism would entail. Based on an examination of +he banking systen,
we have estimated ~hat from 2 to 6 months woulc be required to set up 2 CIP in
3aroados. Moreover, =he arocedures and ccnirols recuirea to implement a Ci?
would impose a degree of public sectour intervention ancg concrol over the
aliocation and use of foreign 2xinange wnich would te contrary to doth the
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GOB's and USG's policy of relying on market mechanisms in this area. The cash
transfer mechanism will also require less-staff to administer, both at the Central
Bank of Barbados and the Mission, at a time when there is already a heavy demand
on th~ limited staff tc design and implement the expanding RDO/C assistance
program. For these several reasons, the Mission concluded that the cash transfer
approach was the most appropriate. ' ~

D. U.S. Dollar Resources

The $7 million ESF funds will be provided to the Government of
Barbados through a simple cash transfer to the Central Bank of Barbados. Funds
will finance Barbados imports from the U.S. Such imports will be monitored through
réeview of customs receipts,

The Government of Barbados will establich a $3.5 million fund to provide credit to
the private sector. In addition $3.5 million will be provided to the Government
to sustain its investment in human and physical infrastructure.

1. Central Bank Discount Mechanism

- The discounting of loans to commercial banks to be passed on to the.
private sector is a standard mechanism by which the Central Bank ensures that

the credit needs of the agriculture, manufacturing and tourism sectors are met,
Since the present shortage of credit to the private sector does not arise from

any structural deficiency in the Island's economy, but rather from the necessity

for a generz] tightening of credit to maintain aggregate demant at a level compatible
with shrinking overall resources, the Mission prefers to aliow market processes to
ailocate this credit to its highest value uses, . '

The CBB will use $3.5 million to establish a discount 1ine separaté
(for purposes of maintaining accountabiiity) but otherwise indistinguishable from
its normal discounting procedures. Credit from this discount line will be extended
by commercial banks to the private productive sector with particular emphasis on
operations which directly or indirectly contribute to exports. Specific priority
will be given to:
-~~~

net foreign currency earners (exporters) .
domestic producers of raw materials and intermediate goods which
serve as direct inputs to production for export;

providers of essential services to exporters (e.g product
transportation services); and

import substitution producers manufacturers,

- -

For the most part, users of the fund are envisioned to be small and
medium sized producers engaged in labor-intensive operations. As such, the lending
is consistent with the basic human needs thrust of the Foreign Assistance Act, In
addition, cooperatives and private voluntary organizations will be c1ipible for
loan subject to normal commercial bank eligibility criteria.
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An estimate of the amount required for discounting is made in
Jay by the Central Bank in consultation with the commercia]obanks and it is
nade available for the year from July to June. The commercial banks also .
indicate what their needs are likely to be by majot.categony. For the period
July, 1982 - June, 1983 the Central Bank has tentat1ve1y a11ogated $5.5
million to cover the demands of commercial-banks for discounting in
manufacturing, tourism and non-sugar agriculture. Based on recent
consultations with commercial banks, the Central Bank estimates that an
additinnal minimum of $4.5 million will be required through calander year
1983. The $3.5 million in local currency generated by the proposed gash
transfer will contribute to filling this requirement. These loans w11!
represent a mixture of short-term working capital and medium-term machinery
and equipment loans. -This level of resources should be easily absorbed and
put to productive use by the private sector as cgnfxrmed by our consultations .
with the commercial panks and the demand projections developed by the Nprld.
Bank. .

The:Central Bank has developed some facility in managing the
discount schemes, the first of which was introduced in 1974, two years after
the Bank's establishment. It will rely upon its usual procedures to assure
that loan proceeds are used for bona fide productive purposes. The Central
Bank will provide RNO/C with monthly reports providing a description of the.
status of the special discount line and a 1ist of lending transactions by
participating banks. :

The Central Bank will agree tc consult with RDO/C prior to
extending loans under the rediscount scheme for agricultural products or
activities if the effect of such activity would he cause or thrgaten to cause..
serious injury to the production, marketing or pricing of United States
agricultural products. However, it is not anticipated that such 2 situatipn

will arise.

- ¢ e e e

r~
The terms and conditions for commercial bank loans supported by
the discount 1line will be the same as those provided by the commercial banks or
any other business loan., The loans from the CBB will carry an interest rate.
to be agreed upon which will reflect the marginal cost of credit in Barbados.
Such an interest rate will prevent a misallocatfon of resources, Also, the
funds made availabe under the scheme will not be subject to reserve requirements.
Prior to the initiation of rediscount operations, RDO/C and the Central Bank
will review the procedures to be utilized, including interest rates, to assure
funds flow as efficiently as possible,

It should be noted that to assume the fullest possible complemen-
tarity with other donor efforts, RDO/C has had consultations with representatives
of the World Band and the Inter-American Development Bank (IDB). The World Bank
is contemplating a $10 million loan over 3 years to
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Barbados in support of the Central Bank's rediscount program. The Central
Bank intends to use the funds principally for longer term, fixed asset
development in tourism and manufacturing. The YWorld Bank funding is not
expected before July, 1933 and both Central Bank and World Bank officials give
priority to movement of AID funds and to direct the World Bank resources into
areas not covered by the AID program. In addition, the IDB has expressed a
preliminary intarest in a co-financing arrangement with the World Bank under
the rediscounc facility for working capital. Such IDB participation would not
lead to any disbursements prior to the beginning of 1984, at the very
earliest. Thus, the AID-financed program is both timely in terms of the
Central Bank's credit needs and mutually supportive of other donors' planned
activities in this area.

2. Local Counterpart Financing of Infrastructure Projects

A second element of the program loan will be support for
Barbados' local counterpart requirements of externally-financed infrastructure
projects. From 1978 until the present, Barbados has been a participant in the
Caribbean Development Facility Program (CDF) of the Caribbean Group for
Cooperation in Economic Development (CGCED). The main purpose of CDF is to
help finance essential imports and to provide supplementary financing of
projects and programs for which international institutions or other external
lenders are financing foreign exchange componente. From 1973-1982, AID
provided ioan resources totaling $65.5 through the CDB under the CDF program.
To date, resources under COF I, 1I and 111 for Barbados totalling $8.0 million
have been fully disbursed. Under CDF IV, $5.0 million has been committed to
Barbados. Of that total, RDO/C has approved vouchers totalling $1.8 million.
An additional estimated $1.5 million will be accrued by December 31, 1982 with
the halance of §1.7 million tully accrued by the March 31, 1983 PACD for CDF
IV.

These contributicns have made it possible for the Government of
Barbados to complete the Gistins Fish Tarminal complex, Bridgtown Sewers and
the Samuel Jackman_ Prescod Polytechnic, as well as to undertake several other
as yet incomple ed major infrastructure projects which are vital to the
country's economic and social progress. Principal among the latter are the
IBRD-financed First Education and Industrial Estates projects. Both are
crucial to the Government's program for expansion of its productive capacity
and human resource development and will receive support under the AID program
loan “or country's continuing local counterpart requirements.x

a. Industrial Estates - IBRD

This component of the IBRD's Industrial Development and Export
project is directly designed to help carry out the programs of the
Government's Industrial Development Plan. The objectives of the project
include the expansion of industrial output, exports and the generation of
increased levels of employment. Funding allocated for this project component
is US$20 million provided on a 50/50 basis by the governmant and the World

oStk

It is anticipated that 50me 200,000 sq. ft. of factory space
would be constructed with Ti. ~:laple funding. Already, 41,000 sq. ft. is
completed and a further 32,000 15 pow .nder construction. The present works

% Other eligible projects mav be considered in addition to or instead of

these two,
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are benefiting from CDF resources and by March 31, 1983 a total of 73,000 sq.
ft. is expected to have been completed. The government has obtained a one
year extension of the project to September 3, 1984 occasioned by the
reduction of the capital works budget in 82/83, and continued support under
the AID program loan will contribute to the attainment of this goal. During
fiscal year 1983 the Industrial Development Corporation plans to construct
approximately 120,00 sq. ft. A total of $1.8 mi1lion will be allocated to
this activity from the proposed program.

b. 1st Education Project - IBRD

The project provides for ten new primary schools, the expansion
of 7 secondary schools, including equipment and furnishings, and the expansion
and equipping of the Erdiston Teachers' Training College and the Barbados -
Institute of Management and Productivity (BIMAP)-both tertiary level
institutions. Total funding of the project is $21 million of which the World
Bank is providing $9 million. Four primary schools have been completed, two
Secondary schools expanded and the tertiary institutions also expanded.

The project is already past the original completion date due to
cutbacks in the GOB capital budget, and no doubt would not have reached this
stage without the assistance of earlier CDF resources. Continued support for
the project will enable planned activities to materialize. Work is due to
commence at four more school sites during the period of this program loan and
threc others will be brought to a completion. A *otal of $1.7 million will be
allocated to this activity from the proposed program.

G. Negotiating Status

Technical officers of the Cenfra] Bank, the Government's
Ministry of Finance and Planning and AID have been in close collaboration
during the analysis leading to the proposed program.

Upon approval by AID/Washington of the PAAD, the Project Agreement will be
negotiated with the Government of Barbados. The Mission intends to sign the
Project Agreement and obligate funds no later than February 28, 1983 This
will permit the disbursement of funds to coincide with the GOB's new fiscal
year which begins in April, 1983, and will also satisfy the March 31, 1983
deadline for obligation of FY82 funding for the Eastern Caribbean under the
CBI. -

N, The GOB will not be required to allscate afixed amount of counter-
part funds to cooperatives and PV0's RDO/C already is providing significant
funds to cooperotives-PV0's in Eastern Caribbean, including Barbados. Moreover,
cooperatives and PV0's will be eligible under the on lending
program. However, there small number and lack of absorptive capacity imply
that they are unlikely to make significant use of such a mechanism,
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Barbados: Summary of the Financial Program for 1982/83

I. Major Assumptions

1. Real GDP is expected to drop by 2.2 per cenr in 1982 and re-
cover by 1.5 per cent in 1983. Agricultural production is expected to
increase mode-ately in 1983 after declines in 1981 and 1982. A recovery
1s also expected for the tourist sector in 1983 after declines in the
two previous ‘ears.

2. The terms of trade are expected to deteriorate by about &4 per
cent in 1982 with the drop in sugar prices, and to improve by 1 per cent
in 1983. For price and quantity assumptions on sugar and molasses' ex-
ports see Statistical Appendix Table 28.

3.- The ratio of méney and quasi-money to GDP is expected to re-~
main level at 43.7 per cent in 1982 and 1983.

4. No change 1is assumed in the wnominal exchange rate of BDSS$2 to
Ussl.

5. Inflatién, as measured by the anﬁﬁal average rate of increase
in the consumer price index, is projected to decline from 14.6 per cent
in 1981 to 9.7 per cent in 1982 and to 8.5 per cent in 1983.

N

II. Targets

l. The balance of payments overall deficit is to be reduced from
US$54 million in 1981 to US$32.5 million in 1982 and cto US$7.5 million
in 1983, or from the eguivalent of 5.8 per cent of GDP in 1981, to
3.2 per cent in 1982, and to 0.7 per cent in 1983. The overall deficit
. is defined in terms of changes in the net international reserves of the

monetary ag}horities, and is to be tested quarterly.

. The domestic investment is expected to rise to 25 per cent of GDP
in 1982-83, as a drop in public investment 1is offset by an increase in
private investment in two large cement and power projects.

IIT. Principal Elements of the Program

l. Fiscal policy

The overall deficit of the Central Government and the National
Insurance Fund is to be reduced from BDS$123 million, the equivalent of
6.6 per cent of GDP, {n FY 1981/82 to BDS$72 million, or 3.5 per cent
of GDP in FY 1982/83. Revenues are expected to increase by the equiva-
lent. of 1.6 per cent of GDP, boosted by a package of discretionary mea-
sures vhich are described i{n detail in Statistical Appendix Table 16.
The combined fampact of the revenue measures is estimated at 2.6 to 3 per
cent of GDP, but this will be partially neutralized by such factors as
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lower income tax receipts, a decline 1in dutiablo imports, etc., whose
combined net effect adds UP to around 1 per cent of GDP. The increase

in revenues will be suff{icient =C I27er IhC public sector wage 1increase
of 14 per cent, for the tWwo.year period FY 1982/83-FY 1983/84 paid retro-
active to April 1982, while maintaining the current account surplus of
the Central Government and National lnsurance Fund at BDS§50 million

(2.5 per cent of GDP) in FY 1982/83. Capital expenditure and net lend-

1983, which coincides with the Government's fiscal year, with quarterly
cellings as perforzance criteria. The ceiling for credit expansion

for the 12 months ending in March 1984 1ig to be negotiated ip early
1983. ' o )

(b) A lmit on the expansion of bank credit to the nonfinancial
public sector of BDSS35 million for the 12 months ending March 30, 1983,
with cellings as performarnce criteria.

(c) Alignment of interest rates with international levels. The
pPemitted average lending rate of banks has been raised to 15 per cent,
the mininum deposit rate to 8 per cent, the general rediscount rate to
22 per cent, and the rate on Treasury bills 1ig currently 13 per cent.

3. External sector

(a) New authorizations for external borrowing by the nonfinancial
public sector, and the private sector with government guarantee with
maturities of one to ten years will not exceed US$35 million during the
program period, subject to review in early 1983.

-
(d) Exchange rate to be kept under review in light of developments
in the balance of payments and in wage rates.
(c) Existing multiple currency practice to be eliminated by next
budget in April 1983.
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5C(l) - COUNTRY CEZCRLIST

Lisced below are scatutory
srizaria zpplicatle canerally Lo
723 funds, and crizeria
azplicable to individual Zund
scurces: DSevelcoment Assistaace
and tconcmic fupport Fund,
A, GINZRAL CRITIRIA FOR COUNLIY
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No.
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see Sec. 724 o the ISDCA
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assistance to =1
Salvador, see Secs. 727
and 730 of the ISDCA of
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TAA Sec. 620(1). Eas the No. Barbados has
councry failec to enter had an OPIC agre=zme
into an agreement with since March 11, 196
o2IC?

TAA Sec. 620(0): R _ No.

Pishermen's 2r-otective
Act of 1967, as amended,
Sec. 3. (a) 35as kthe
counzry seiced, or
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foreicn exckance or other
resources which tk
country nhas spent on
military ecuicment?
.(Reference nay be made to
the annual °*Taking into
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coasiéeration® memc:
*vag, taken into account
by &the réministrator ac
~ime of agproval ol
Acancy 0Y3.° ~his
approval by the

Aéniniscrator of the
Operational ¥=ar 3ucdcet
can be +the basis forI an
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circumstances occur.)
11. ©Tiy S=c. 620(k). Sas the No.
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so, have they been
-resumed znd have new
pilateral z2cssistance
agrecments sSeen
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into since such
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12. TAA S2c. §20(u). What is Barbadecs is in full
the oszvaent status of the compliance with its
counir;'s U.N. UN obligations as of
oblications? If the December 31, 1981.
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raken into account DY tae
AID Aéministzator in
determining the current
AID Cperational Year
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me made to the Taking
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520, 3Has tae CountTy
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individual or group which
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international terrorism?
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Toreign Arffairs anéd Zeads
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Non-Aligned Countries to
~he 36th General Ssession
of the General Assemdly
0f the U.N. of Sept. 25
and 28, 19rl, and failed

Annex B
Page 5 of 22

No.

No.

No. (Barbados has
observer status in t.
Non-Aligned Movement
While they did send
an observer to this
meeting, they did nc
sign the communigue)
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1
account? (Reierence may
be made to the Taking
into Consideration nemo.)

ISDCA of 19881 sSac. 721.
See special recurrenencs
for assistance to Saiti.

PGNDING SOURCE
COONTRY ZLICiz

1

Develo=ment Assistance
Countrv Cricteria.

2. TAA Sec., 11€. Zas the
Department o State
éetermined that this
government has encaged in
a consistent tattern ol

grcss violazticns of

‘internaticnally

recognized human rights?
If so, can it be

cemonst-ated that
contenplated 2ssistance
will directly beneiit the
needy?

fconomic Supvort Fund
Counctry Criter:a

a. TAA Sec. 502%W., Eas
it been determinec that
the country h:s engaged
in a consistent pattern
of gross violations of
internationally
recognized human rights?
If so, has the country
made such sicnificant

improvements in its human -

rights record that
furnishing such
2ssistance is in the
national interes<?

Annex B
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" N/A

Barbados has taken a strong stand
regionally and in international forc
in support of human rights. It has
an excellent record in adherence to
human rights.



b. IspCxr of 1861, Sec.
725(p). IZ 2Sr is to De
furn.shed tc 2rcentinz,

tina bas

nt progress
s; and (2)
sion os
e
2

Govt. o1 A

that the orevi
such assistanc
national iater
0.5.7?

i5 in the
sts 0f the

c. ISDCA of 1881, Sec.
726(b). IZ z.°
assistance is to be
furnished to Chile, heas
the Presicent certified
that (1) the Govi. of
Chile Las made
significant progress in
human rights; (2) it is
in the national interest
of the U.S.; and (3) the
Govi. of Chile is not-
aiding international
terrorism ané has taken
steps to bring to justice
those indizted in
connection with ¢the
aurcer of Orlando
Letelier?

N/A.

N/A.
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5C(2) PROGECT CEZC=LIST
Listed below are SZa-LtOIy
criteriz zpplicable-to projects.
Thic section is Givided inco two
parts. 7Fart A. includes criteria
applicable to ail projects. Part
5. applies to projects funced
from speciiic sources only: 3.1.
apslies tc &ll projects Iunced
with Davelopment sssistance
Tunés, B.2. &pplies O orojects

fynded with Development
Assistance loans. inG B.3.
applies to proliects funded Ifrom
ESt.

CROSS REFERENCZS: IS COULTRY

' CBECKLIST UP
TO DAYE? BAS
STARDARD ITZM
CESCXLIST 3ZEIN
REVLZWZD FOR
TEIS PROJECT?

A. GINSRAL CRITIRIA FOR PROJECT
"3. FY 1982 »poropriztion act
Sec. 52:5; rAr Sec. 634A;
Sec. 653(D).

(a) Tescribe how
authorizinc and &ppro-
priations committees of
Senate and Bouse have
been or will be notified
concerning the proliecs;
(b) is assistance within
(Operational Year Budget)
country or international
organizatior. allocation
reported to Conaress (oOr
not more than S1 million
over that zmount)?

2. FAX Sec. 611(2)(1).
to oblicacion 1N excess

of $100,00, will there-be

Prior

Annex B
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Congressional notification will
be sent to Congress in January
1982. Funds are withi~ Opera-
tional Year Budget.

Yes.



(a) engineering, finan-
cial or other plans
necessary to carry out
the assistence and (b) a
reasonably firm estimate
of the cost to the U.S.
of the assistance?

P22 Sec, €1 2

-8
& &

a

).
ive

e¢ within
v, what

)
further l1eqg:
actiOﬁ is re

Ut~

)
&
i
nt:

expectation that such
action will be completed
in time to permit orderly
accomplisnment of purpose
of the assistzance?

AA Sec. 6ll(b); rv 19€2
Approoriacior Act Sec,
501. If for water or

water-relatecd land

' 'resource construct on,

has project met the
stancdards anc criteria as
set forth in the
Principles and Standarés
for Planning Water and
Related Land Resources,
dated Oc:zober 25, 19737
(See AID 5ancbook 3 for
new guidelines.)

FAA Sec. 6ll(e). 1If

project 1s cepitcal
assistance (e.aq.,
construction), ané all
0.S. assistance for it
will exceed Sl million,
has Mission Director
certified and Regional
Assistant Administrator -
taken into consideration
the country's capability
effectively to maintain

and utilize the project?

Annex B
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No further legislation
is required.

N/A

N/A



TAL Sec. 209. 1Is oroject

susceptible to execution
a2s part oi regional or

multileteral project? 1If

so, whv is praject not ‘so
executed? InZormation
and conclusion whether
assistance will encourage
regiornal develcomernt
Drogramns.

" TAA Sec. 601(a).

‘Information and

concluesioas whether
project will encourace
efforts of the country
to: (a) increase the
flow of internaticnal
trace; (b) foster private
inicviative and
competition; and (c¢)
encourzue develgpment and
use of cocperatives, and
credit utnions, and
savings and loan
associations; (4)
ciscourzge nmcnopolistic
practices; (e) improve
technizal eiiiciency of
industry, agriculture and
commerce; and (f)
strengthen free labor
unions.

f2A Sec. 601(b).

Information znad
conclusions on how
project will encourzge
D.S. private trzde zand
investment zbroad and
encourace private 0U.S,

participation in foreign

assisltlance programs
(including use of private
trade channels and the
services of U.S. private
enterprise).

AUTEX B
Page 10 of 22

Bilateral project mode is most effec-
tive means of achieving economic
impact designed although Project
strongly complements and assists pro-
grams and assists program financed by
other multilateral donors.

The ohjectives of the assistance pro-
yided include increasing the flow

of international trade, fostering pri-
vate initiative and competition and
improving the technical efficiency of
industry and commerce. Project's
stimulation of productivity will
impact. favorably on labor union
improvement. )

Project will have a definite positive
effect in expanding opportunities for
U.S, investmen*t and trade as well as
stimulating export of local pr-ducts

. into the U.S. markets.



0

12.

FAN Sec. 612(b), 636(h);
FY 19EZ Azo-coriacicon
ACt Sec. 507. Desc:ribe
5teDs TzZKk2nD Lo assure
that, to the maxinum
extent possible, the
count-y is contributing
loc2l currencies to meet
the cost o ccntractuel
anéd other services, and
foreicn currencies owned
by the U.S. are utilized
in liev of dollars.

T2 Sec. 612(¢&). Does

the U.5. own excess
foreign currency of the

"ecountry ancé, if so, what

arrancements have been
made for its release?

T2 Sec. 601(e). Will

tbe prcject ucilize
competitive selection
procedures fcr the

warécing of contrac:s,
except where &popliicable
procurement ruliles zllow
otherwise?

FY 1982 Xporovoriation rcs

Sec. 52i. I a2ssistance
is for the production of
any commodity for exoors,
is the commodity likely
to be in surplus on world
markets at the time the
resulting Droductive
capacity bncomes
operative, and is such
assistance likely to
capse substantial injury
to U.S. producers of ‘he.
seme, similar. or |
conpeting commocity?

T:x 118(c) anc (d).

Does the project comply :
with the environmenzal
procecures se:t forcth in
»ID Regulation 162 Does

Annex B
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Local currency equivalent of U.S.
dollar inputs will be on-lent to
private sector through commercial
banks for crelit to productive sec-
tors. '

No.

Yes.

ProJeét will have no adverse effect
on the U.S. economy.

Yes.



the prcject OI DIOogIém
tzre. 1ntO ~oncideretion
tpe probiem 0I InE cas~-
eryczion ¢ wrom:ical
forests?

Trp 121(é). If a Szhel
Drclecy  Les & GetsIming-
cion been mede the! the
hes: government n2: &n
adectzie system i0:
accountinc for and
controllinc receipt and
expenciture oI project
funss (cdollars or local
currency ceneratecd
therefrom)?

“NG CRITI2IA 70X PROJZCT

Develocmant Assistance

Projecct CriceZié

s, T S2c. 102(b), 111,
113, 261(2). <=XTEnt tO -
whicn ectaviscy will (a)
effectively involve the
poor in development, by
extendinc access O
econcmy 2zt local level,

inc-easing labor-inten-
sive procuction and the
pse nf appropriate
technolocy, spreacing
javestment out Zrom
cities to small towns and
rurzl area2s, anc insurinc
wide participation of the
poor in the benefits ol
gevelo-ment cn a sus-
tzined bcsxs,_using the -

tutions; (b) help cdevelop

.cooperatives, especially

by technical essistance,
to 2ssist rural end ursan
pocr to npelp themselves '
tovard better life, and

N/2

| N/A

Annéx B
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otherwise encouraoge
democratic private and
loczl covernmental
instituzions; (c) stzport
the self-help efforts ol
developing countries; (4)
promote the participation
of women in the nationzl
economies of ceveloping
count-ies ancé the
impzrcvement of wWomen's
steztus; and (e) ucilize
and encourzce Cecgional
cooreration by.developing
countries?

b. FA2 Sec. 103, 1023,
104, 105, 1C6. ©Does the
project 21t the criteria
for the tvpe cZ funcs
(£anctional account)
beinc used?

c. FAA Sec. 107. I
exphasis on use of a
priazte technology
(relatively smaller,
cest~-saving, lazbor-using
technologies that are
generally mcst a2ppro-
priate for the small
farms, smzll businesses,
zné small incomes of the
poor)?

s
opro-

d. TAA Sec. 110(a). Will
the recipient counzry
provide at least 25% of
the costs 0of the program,
project, or activitiy
with respect to which the
assistance is to be
furnished (or is the.
latter cost-sharincg
reguirement being waived
for a “relatively least
developed® country)?




U

€., Fir S=c.
Will craat ca
2ssistance >
fof project ov
¢han 3 yvears? <
justificztion seat
fzctory to Ccngre
sade, anc eZforts
cther ZIinancing, ©
the recipient countr
*relatively least
Geveloped®? [M.0O. 1232.1
definsé 2 czpitel project
2as "the cocnstruction,
~expansion, ecuippinc or
alteration oi a physical
facility or facilities
financed by XID collar
ascsistance of not less
than S$100,000, including
related acvisory,
managerial and training
services, &anc not under-
taken as part of &
project of a predcm-
inantly technical
2ssistance character.”®

o -

m
Mm M e}l

[y

H O
t pe
u -
c
(R
7
)
n

£. TFA) Sec. 122(b). Does
the zctivity cive
reascnable oremise of
contributinag to the
developnent of economirc
resources, or to the
increase of productive
capacities and self-sus=-
taining economic growth?

g. FAA Sec. 2B1({b).
Describe extent to which
procram recognizes the .
particulay ieecs, -
desires, &nd capacities
of the people of the
courcry; vtilizes the
couatry's intellectuval
.resources to encourace

Yes.

Annex B
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institutional cevelopment;
ané suoports CcLVil

ass:S5-znce 18 IoI &ny
productive enterprise which
will compete wWith U.S.
enterprises, is there an
agreement by the recipient
country to preven: expert
to the U.S. of more than
20% of the enterprise's.
annual production during
the life of the loan?

1SDCA of 1981, Sec. 724

(¢) ancé (d). 1i Zor
Nicaragua, Goes the loan
agreement recguire that the
funds be used to the
mzximum extent pcssible for
the private sector? Does
the project provide for
monitoring under rAA Sec.
€24(g9)?

Tund

Zconomic SuoDo

-
eric

Proyect Cr2

2.

TAA Sec. 53l(a2). Will
thls &ssistence promote
-economic or political

Annex B
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N/A

education ané trairninc in
skills r=cuiredé for
effective participgatiocn-in
gove:nmen tal processes
esential to selfi-gcovernment

Develcoment 2rssistance 2rolect

Criteric (L0 aﬁs onlv)

a, A2 Sec., 122(Db).
Informecion ancé conclusion.
on cersacity of the country
to repay the lcan, at a. '
reasonable rate of interest.

b. 7Fax Sec. 620(d). IEf

Project will directly assist Govern-
ment of Barbados with its economic
adjustment program and promote pro-
duction and employment thus contri-
buting to both economic and political
stability.



stapility? To the extent
possible, does it reflect
) rections of

FAA Section 1027

TA2 Sec. 531(c).

1 STance unaer &
er be usec fo

F22 Sec, 534, Will EsT

funds Se used Lo Zinzance

the construcsion of the

operation or maintenance
of, or the supplying of

fuel for, a nuclear

facility? 1If so, has the
President certified theat

such use of funds is
indispensable to
nonproliferation
objectives?

If

0

AN T

" Ol
=
Y r Ol

QM o D OJ
nto
W

rif.

re to be
28T sale
accrue to
counctry,
Account

Q Oy
t

o

‘g

[}

om

0
=200 fu .

—

mrer =3 4o

&rran been made?

NO

NO

N/A
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5C(3) - STANDARD ITEM CHECKLIST

Listed below are the statutory
items which normally will be
covered rout:-nelv in those
provisions of an assistance
agreement dealing with its
izplementation, or covered in tle
agreement by impcsing limits on
certain nses of funds.

These items are arrznged under
the ceneral headincs of (A)
Procnrement, (3) Construction,
and (C) Other Restrictions.

). Procurement

1. FAA Sec. 602. Are there
arrancements to permit
U.S. small business :to
particizate ecuitably in
the furnishing of
cecmmocdities and services
financecd? '

2. FAA Sec. 604(a). Will all

-. procurement de from the
U.S. except as otherwise
determined by the
Presicent or under
delegation from him?

3. TAA Sec. 604(d). If the
cooperating CcCOLNtry
discriminaetes acainst
marine insuraence
companies authorized to
do business in the 0.s.,
will commodities be
insured in the OUnited
States acainst marine
risk witk such a company?

4. FAA Sec. 604(e); ISDCA of
1980 Sec. 705(a). If
offshore procurement of .
agricultural commodity or
product is to be

Yes.

Yes.

N/A

N/A

Annex B
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financed, is there
provision acainst such
procucement wnen the
demestic price of such
comnoGity is less than
parity? (Zxception where
commodity £inznced could
not reesonably be

- procured in U.S.)

FLN Sec. 604(cg). Will
construczion or
engineering services be
procurecd frcm firms of
countries o:therwise
eligible uncéar Code 941,
but which have attzined a
competitive capability in
internztional =markets in
one or these areas?

FA2 Sec. 602. 1Is the
shipping excluded from
compliance with
reguirement in section
901(b) of the Merchant
Karine Act of 1236, as
amended, that &t least 50
puer centum of the gross
tonnage of commocities
(computed separately for
dry bulk cartiers, cry
cargo liners, ancd
tankers) financed shall
be transportecd on
privately owned U0.S. flag
commercial vessels to the
extent that such vessels
are availabple at fair and
reasonable rates?

FAA Sec. 621. 1f
technical assistance is
financed, will such )
assistance be furnished,
by private erterprise on

. & contract basis to the

fullest extent
‘practicable? 1I£f the
facilities of other

N/A

N)A

N/A.

Annex B
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rederal agencies will be
utilized, ace they
particuvlazly suitzdle,
not ccmpetitive with
private enterprise, and
made available without |
undve intsrierence with
doimestic progyrams

Internaticnel Xir
Transport. raxr
Competitive Practices:
Act, 1874, LI air

transporcation of persons
or property :s financed
on grant besis, will U.S.
carriers be usec to the
extent such service 1is
available?

pzocurement, does the
contract contain a=-——-
provision eut nOleng
termination of such
contract Zor the
convenience of the United
States?

FAA Sec. 601(d). 1If
capital (e.gqg.,
construction) project,
will U.S. encineering and
profescsional services to
be used?

FAA Sec. 61Y(c). 1If
contracts for
construction are to be.
financed, will they be
let on a competitive
basis to meximum extent
practicable?

N/A

N/A

N/A

N/A

Annex B
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rL2 Sec. 620(k). If for
coenstruccion of
procductive enterprise,
will 2ccgrecate value of
assistance to be
furnishec by the 0.S. not
axceeé S100 million
(except for productive
enterprises in Zcvpt tha
were cescribec in the C?

Other Restrictions

F2: Sec. 122(b). 1If
gevelcz-ment ican, is
interest rate at least 2%
per annum curing grace
period a2nd at least 3%
per annum thereafter?

TAA SEc. 301(8). 1If fund
is estanlishec solely by
D.S. contritutions and
administed by an
internatioal
orcanizaticn, does
Comptroller Genaral have
audit richts?

TAA Sec. 620(h). Do
arrangemencts exist to
insure that Onited States
foreign zic is not uvsed
in & wmanner which,
contrary to the best
interests of the Dnited
States, promotes or
assists the foreign aigd
projects or activities of
the Comnmunist-bloc
countries?

Will arrancements preclude
use of flnanc*ng

8. FAA Sec. 104(f): FY
1382 Appropriation Act
Sec. 525: (1) To pay for
-performence of abortions
as a method of family

N/A

N/A

N/A

Yes.

Yes.

Annex B
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planning or to motivate
or coerce persons to
practice zbortions; (2)
to pay Ior performance of
involuntary sterilization
as method of family .
planning, or to coerce or
provide fijancial
incentive to any person
+0 undesroo sterilization;
(3) to say for any
biomedical resesarch which
relates, in whole or
part, to methods or the
performance of abortions
or involuntary
sterilizations 2s a means
of family planning; (4)
to lobby for abortion?

b. ZTAA Sec. 620(c). To
compensace cwners Ior
expropriated natiornalized

property?

¢. FAA Sec. 660. To-
proviade treining Or
zadvice or provide zny
financiel support Zor
police, prisons, or other
law enforcement forces,
except for narcotics
2rograms?

d., ©Fr: Sec. 662. ror
CIA activities?

¢. TAA Sec. 636(i). *For
purchase, szle, lcnc-term
lease, exchanae or
guaranty of the sale of
motor vehicles
manufec-tured outside
U0.S., unless a waiver is
obtained? :

f. FY 1962 2porooriation

hAct, Sec. 503. To pay
_pensions, annuijties,
retirement pay, or

Annex B
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acdjusted service
compensation fcr military
perscrnnel?

g. FY 1862 Aioproor

iat
Act, Sec. 505. To pay -
D.N. assessnents,
arrearages or dues?

'h. £y 19BZ :poropriation

Act, Sec. 506. To carry
out provisions of FAx
section 209(d) (Transfer
of FAA funcds to
multilateral
orcanizations for
lending)?

i. FY 1982 Xporopriation
dct, Sec, 510. To
finance the export of
nuclear ecuicment, fuel,

or technology cr to train '’

foreign nationals in
nuclear fields?

jo FTY 1¢82 :pcrovriziion
Act, Sec. 511, Will
assistance be provided
for the purpecse of aiding
the efiorts of the
governnent of such
country to tepress the
legitimate richts of the
population of such
country contrary to the
Dniversal Declaration of
guman Rights?

k. FY 1882 Xxporopriation
Act, Sec. 513, To be
used for publicity or
propacanda purposes
within U.S. not
authorized by. Congress?

Annex B
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MINISTRY OF FINANCE & PLANNING

GOVERNMENT OF BARBADOS

GOVERNMENT HEADQUARTERS, BAY STREET, BARBADOS

Qur Ref: Your Ref: Tel:

1982-12-20  Dem

Mr. Bill Wheelser,

Dirsctor,

Regional COsevelopment Office/Caribbean,
c/0 U.S. Embassy,

BRIDGETOWN.

ATTENTION: Mr. Terry Browns

Osar Mr. Wheelsr,

I refer to the various discussions between officials
from your Mission and officers from the Central Bank and the
Ministry of Finance and Planning on assistance to Barbados. I
am satisfied with the outcoms of the discussions and now request
that the resources made under the programme loans be distributed
as follows:

(1) US $3.5 million to be chanelled to privatse
sector manufacturing industries through the
Central Bank's discount mechanisms with the
commercial banks which are designed to
maintain and stimulate the level of activity
in the productive sectors; and

(2) US 33.5 million in local counter part financing
for on-going projects which are vital to the
country's economic and social progress, principal
amaong which are the IBRD Financed First Educationa
and Industrial Estatas Projects-US $1.5 million
gach.

The obtjectives of the programme are acceptable to the
Government of Barbadas and the Central Bank has indicated its
willingness to undertake such measures as nay be necessary to
promote greater usa cf the funds available for discount.

The Gavernment nf Barbados welcomes the proposed
injection of external assistance which it views as necessary to
the satisfaction of the ceilings and targets under the Stand=-by
arrangement with the IMF without restricting activity in the
productive sectors.

Yours faithfully,

LGB, e



A NLLX D
tos, _L'pl"

AGENCY FOR INTERNATIONAL DEVELOPMEN'

ADVICE OF PROGRAM CHANGE

COUNTRY : Caribbean Regional

PROQJECT TITLE : Bagbados Economic Recovery and
Private Sector Support Program

PROJECT NUMBER : 538-0100

FY 83 CP REFERENCE : None

APPROPRIATION CATEGORY : Economic Support Fund

LIFE OF PROJECT FUNDING : $7,000,000

INTENDED FY 1983 OBLIGATION : $7,000,000 Loan

LOAN REPAYMENT TERMS : 20 year repayment period with five

years grace. Interest rate 5 percent.

We are advising of our intention to obligate in Fiscal Year 1983 up to
$7,000,000 as a cash transfer for the Barbados Economic Recovery and Private
Sector Support Program. The funds involved are a part of the $20 million
earmarked for the Eartern Caribbean in the 1982 CBI Supplemental Appropriation.

The financial requirements for the program are $7 million to cover the
immediate balance of payments needs of the Barbadian economy and to rebuild
foreign exchange reserves of the Central Bank of Barbados to more normal
levels. The Government of Barbados covenants to provide a corresponding
amount of local currency to help meet the credit requirements of the private
sector and to meet the local cost requirements of donor assisted projects
critical to the needs of the private sector.



PROGRAL:

PLANNED PROJECT SUMMAR' SHEET

craxct (b4

[ € FUNOING AQ, RD & Ny HEALTH) PROPCCED OBLIGATION [/n thousands of dollarz] l
L8 b aemic Kecovery and Private 3GURCE: T l%uNzD?rr‘;nouc‘r o
. . [} 7
Sevter Support - Barbados ESF 2,000 _(1) 2 TIMATED cﬁlrtnﬂloﬂ DATX
- ; ATED FINAL ESTIM
rnunBeR 3 18-0100 new £ POPULATION: €D. & HAs Y sEL.ACT. ek rion A aaTion ! OF PROJECT
arantO roanQ conTinuing O sy 83 7,000 ry 83 ry B4
\)
Puipose: To stem the deterioration of the balance of paymenfa; 1 ' sector investmenf program, which, as a result of the current economic
stimulate g recovery of the productive sectors; and provide lncal cost crisis, has been severely curtailed.
tinancluy tor essential fnfrastructure projects.

Project Background: Barbados has long served as a model o1 responsible
aind pragnatic economic development in the Eastern Caribbean. Its
tecord of growth has been matched by few other developing countries.
The adverse effects of the world-wide recession, however, has placed
the conntry In serfous economic difficulty. The combined projected
vartent account deficit will be $93 willion and $60 million in 1982
aud 1983 tespectlively. Real growth has declined and virtually all
the major prodictive sectar activitles have been affected causing high
voempjoymnent and balance of payment problems. The country needs and
wetils assistance to help alleviate its monetary and filscal constraints
and stinulate and promote the recovery of the economy .

Project bescriprion: The proposed $7.0 million program will talte the
form ot un fommediate cash transfer to the Central Bank of Barbados
(viw). $4.5milllon will be sold by the CBB to the commercial br.aking
sysivm tor on-lending to private enterprises in the productive sectors.
$3.5millfun will be used by the government of Barbados to generate 1its
counterpart cvontribution for externally-funded infrastructura: projects.
The local curtency made available by the CBB sales to the commercial
banking system wili be used for loans tu private concerns in the
productive sectors, especlally manufacturing, with emphasis on credit
tur cxport-related production. The program will help promote B.S. °
exports tu the country; a good portien of bank credit to the productive
sevtors f{{nances imports, and the U.S. 1s Barbados' most important
truding partner. The loans to the productive sectors will be made at
market rates of interest, while the rates charged the banks by the CBB
will be sufficicntly acttrative to insure that the bankf make use of
the funds. All che island’'s banks will be eligible for participation
in the program

The remainder L the proceeds will be used by the government for local
cost financing of priority infrastructural projects. Without these
funds, the government would not be able tp proceed with its public

Relationship of Project to AID Regional Strategy: AlD has strongly and

which followed.

consistently supported efforts to increase the employment and productivity

of the region's citizens. This effort is consistent with the initiation
of limited bilateral programs in the region to assist the economies hard
hit by the high rise of petroleum prices and the world-wide recesslon

of Barbados in taking advantage of the support and trade opportunities of
the Caribbean Basin Initiative. Firally, 1t will support the continued
political stabilicy of thig progressive and.friendly nation.

Host Country and Other Démors: The host country will be utilizing both

its public and private resources to implement the project and the
projected benefits derived thege-in are consistent with the host coua-
tries stated objectives.

Barbados is now supported by an IMF standby arrangement and has adopted
a gtringent adjustaent program. °

Equally important, this project will assist the GovernmenF

Beneficiaries: The direct beneficiaries will include the private sector firms

rece
projects which will be supported by the program.
private enterprise and the public_ at larce,

ng credit under that program and the beneficiariea of the infrastructure
The latter will include

J0 7 ?33eyg

a .xauuy



