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TEAMNSITION FEFER
CARIBEEAN DEVEL OFMENT

1. PFROGRAM GOALS AND OBJECTIVES

The Caribbean, as defined by A.1.D., includes the smaller islands
of the English-speaking Eastern Caribbean (i.e. St. Fitts—-Nevie,
Arntigua-Barbuda, bLominica, Barbados, St. Lucia, St. Vincent and
the Grenadines, and Grenada?, Jamaica, Haiti, the Dominmican
Repul:lic, Guryarnra, Suriname, and Relize tan  English-speaking

courtry whach  is  located on the Caribbean coasl of Certral
Ameri1cal. Lepending on  economic progress, Lhere could be & re-
cepening af an é.l.De program in Guyarna. There are no reqular

A.loDe orogram oin Barbazdos and Suriname al the present time.

The countries demonetrate an ample diversity of sire, pocpulation,
setate of ecorniomc development, langeaae, culture and Fistory. (£1:1
a result, it 12 wvirtually impossible 1o gerneralize about them.
For example, Haits 1€ extremely poor, warkward, and politaically
unstahle, whirle most  of  the 1slands of the Eastern Caribbearn
te.g. FParbados., Antigua) are slable democracies and have income,
educatiron and health profiles  that are begirnming to epprovaimate
those of the more advanced developing counlries,

fe & reqion, the Caribbean hicgtorically has been an  area of
significant U.5. attention and priority. 1t 15 leocated close to
the United Statecs, and thus is considered important to our
national security. There are long-standing tiec of culture,
geography, hislory, and economics which bind the United Siates
and the nalions and people of the Caribbean. The United Siates
has among ite citizers many people of Caribbean origin who care
deeply about the continued econcmic and political well-being of
their countries of origin. Most of the countries in the region
share with the U.S. important values concerning democracy, human
rights and free market economies. Accordingly, the United States
has strong national intereste in promoting sustainable economic,
social, and political stability in the Caribbean.

To help meet these basic objectives, the qoals of A.I1.D.
assistance in the Caribbean region are:

-to encourage and help complete the process of economic
stabilization;

-to promote and assist sustained private sector-led economic
growth:

-to help achieve broad participation of low-income groups in
the benefits of growth:; and



-to strengthen democratic government and institutions as
well as respect for basic human rights.

These goals are closely interrelated.

The #.1.D0. cstrateqy for achieving the goals of economic
stabirlization and growth is to encourage the adoption of more

effective economic policies and to provide financial ascsistance
required to help moderate the short—-term negative 1mpact of some
of these rpolicies, particularly on the poor. The most imporiant
outcome of economic stabilization 15 to provide the countries
with ihe  economic policy struciure and FresSources necessary to
meel the needs ot thear pecople.

A.T.D. program assistance aleo has been  coneider ed an eceentlal
element a2 the promotion  and support  of the obgectives of the
Carabbiearn Basin lratiative ((HR1). Frojects  and policy dialogue
agenda have been  ciructured Lo marimice prartacipation of the
vartove ancent ives and benefile oitered b, the CFI.

V1. JHE NCTURE 6l ARUUNT OF Gu1.D. ASSTETAMOE 10 Tk C b 1 EkiE

aseistance to 1he Caratbearn rec 1NMIMEased

: 1cant Iy nelwenn, Firocad VEiEre 190 and : In 1t ecent

yersre. hows ooy o the roedoctlion of the  averlabilily  of Eceorwmtc

Sty ] fres subietantrelly recduced VL5, asciedo o
flrmas 4

rdanatiore 1 Lhe Carsbliean hac  been parliowdan Iy

ol e has provided strong stppocr L 1o the Worid Banlt

Lolo o« ab:liabh and  mainlain Lhe Coar ilileean Group for
o BEronomic Development (CHEED) ., The CGLEL was
created 1n deceubier 1977 as= a foruam o discuss regional
develupmenl 1ssues and to promote broad-based bilateral and
multllateral donor support. Since 1977, the member Caribbean

countries have received over %8 billion in donor essistance.
Regularly scheduled and other CGCED meetings have served ac fora
for reviewing country progress and requirements, and have proven

to be an excellent device for stimulating greater donor
assistance in helping to meet the development needs of the
nations of the region. Despite the recent decline in A.I.D.

funding to the Caribbean, the U.S. is still the major bilateral
dornor in the area.
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T1I. OVERALL PROGRESS

In general, there has besn good progrese in the achievemenis of
A.1.D. "= cbjectives in the Caribbean.

During the decade, the rule and role of constirtutional democracy
and democratic institutions has arown stronger. Of particulean
note has been the excellent progress  made by Grenada sirnice the
change of governmenti brought about by the U.S. iEsCcUe missi10n of

1987, Simce 1987, U.b.  assaistarice to Grenada has beern Lhe
highest on & per copita basis of  any counriry arnn the Wesiern
Hemispnere. Im Haita, however . alihougn Ane depsrivre of Jearn

Cleuds Davalier broughit hope of demooracy el reepes i for buaman
righte, the suabsequent anterventions of b MHeidl oo ma ) 1lary have

4

reculied 1n continuesd 1nelatl]l il yooaand Vigiluenioe 17 bzl 1¢ the
procr et country  an the  Latin  american and Caribbean reglaone.
deverthelece, the wilnnolding o pProyvieion o H.lol. assiet ance

to the Government 20 Haitil unti]d recerntly 1o widely conerdered to
be cne of the most sigrdficant it luencing facloa g 1in contiinued
etforte Lo convince Lhe military to help lead the country Lo &
stabile, denvocralic form of Qover nimen L.

Resip=r thanig econon gr et i, Grernades. Jeamed Ca, Belire, and
Lomirmoa Fievw e gl demonetr st ed s1mifacant progress.
Meverthelese, cuch  arowth must be  consiger ed fragile, ae
demoncsirated by the recenl reversals 100 the bomirican Republic

(duer Lo slippage in the iaplemerdalion  of bey elements oi 1te
ECOonOnIc  progr am) and Jamaic s tae a result ot the exlenczive
damage done Loy Murricane Gilboeri).

1V, Q16NMIS10ANT PROBLEMS

The developmental problemws faced by all of the mations of the
Caribbean are complex and difficult. In no instance do they lend
themselves to short-term, tacile solutions.

-The small =ize of all the countries severely constrains the
csize of the market available to local producers. Economies
of scale frequently must rely upon exports, both within the
region and to the world at large.

-The smallness of the countries also generally csignifies a
rather narrowly defined natural resource base. This limits
development possibilities for most of the countries, thus
increasingly limiting their vulnerability to international
mar ket betiavior.

-The economies of the countries of the region tend to be
compeltitive with —- rather than complementary 1o -- each
other, with mary tending to depend largely on
European/American tourism and tropical agricultural produce.

-
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-The statist-oriented traditions and policies ot many of the
countries have qgererated large, expencive public sector
bureaucracies and unprofitable parastatal companies and
industries, These have resulted in chronic and arowing
figcal deficitse, large public workforces, and significant
operaticnal 1nefficiencies.

=Development pclicies 1n several of the countries 2. Q.
srenada, Guyana) have been inward locoking, micsplacing
praicrities on self-sufiiciency (which 1¢ oftern economically
impractical and urnsustainable) rather than self-reliance.

~tretorentisxl oucta e,etens for  the purchaze of Caribbean
sugar vthe Urnted States) and bananas (Lhe Udoh.) are ernding.
The  dependency of  many  countriec (e.Q. the Domimican

Fepurblac, Jameaica, Felice, Damirmicea, Barbados) an these
ceceptively lucrative, but unreliable. marketls w1l continue
1o resadt 1 ser 1our  economic dislocations 14 agr:cultural
adrversagtroation policres are  not  guicthly  and efiectively
1mp lement ed.

=The kgl cost of labor in the Eastern Caribbean courntries
{e.q. Arlgua, ot. Lucia, Grenadea?’ limite their
Competr1tivenese 1N entering new manui acluring markels. High

labor  cosile also  aiffect the prices cf  touraiem  and

[
agriculturasal productes.

—Although (with the enception of Haiti and Guyaria) democracy
appesrs to be well established in the Caribbean. there ie an
underlying  fragilidy. Economic chaos  in  the Dominican
Fepublae, Hurricane Gilbert in Jamailca, and politlical
immaturaty (Gremada) demonstrate that the democratic status
quo shouwld not be takem for granted in the region.

From the A&.I.D. perspective, the reduction of program and
administrative resources in the Caribbean threaten to undermine
the continued effectiveness of our programs and policy dialogques.
Of particular concern is 1he almost total withdrawal of ESF
resources. Without ESF, progress on structural economic reforms
made in countries such as the Dominican Republic and Grenada
could be reversed.

The lozs of ESF operating expense (0OE) local currency trust funds
and the overall reduction in U.S. dollar OFE availability are

already seriously limiting the kinds of programs that A.I1.D. is
able to undertake.
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V. FEROGRAM _AND FOLICY OFTIONS FOR THE FUTURE

In recent monthe, there has been some discussion concerning the
torm that U.bY. assislance 1n the Caribbean should take.
Legislation proposed by the Houce of Reprecsentatives Committes on
FD!PIQH Rifairs (Crockett Rill), which we are cppposed to, has

I.D. asszi1ctarce 1n the Caribbean primarily directed to meeting
the ties1c needs of the people of the reqion. Under this mode of
operation, 1t 12 understood that assistance to promote economic
palicy reform arid private sector development would be
deemphasized. A1d would be channelled mostly throuah regional
and praivate voluntary organizalicons, a&nd would emphasize regironal
integration and celi-sufficiency.

becanee of the small erre of the countries, "self-sufiiciency” 1g
not & practical consideration it 1he Earibhﬁan. The cultivation
cf certaan eoecential crope., {or elample wheat, 1 nol possible in
the reagion. The productiron of olher crops or manufactured Goodes
world  require  peErmanent, urnsustainable subsidiles, thus CaMrIng
the  atality  of  ihe governments to provide  other eczential
servaices Lo Ltherr citizens.

Witk the e ceptions  of Hett1l  and  Guyans, the Caribbearn 1¢

charactier1red by well-egetablished democralic goverrnmentec. The
peoplo muest supporl  the actirone and policies of their electled
government &, Growth-oriented policies  which do  not  tabe 1into
stcount the needs of the people would result, &t best, -- through
the electoral process ——  in chianges  of qQovernment to political

aroups whach had more  social  oriented gaals or, &t worst, in
destatalairing the democratilic {orm of government.

The: current f.1.0D. strategy in the Caribbean has economic arowth
arnd stab:ilization as praimary goals. However, the strategy also
seeks -- through health, education, agricultural, and FL 480
programs -- to mitigate +the short term negative impacts of

economic adjustments on the poor (e.g. unemployment, declining
real income».

Considering the inherent and ecsential complementarity between
growth and basic needs development objectives, an effective
A.1.D. strategy must give attention to both concerns. In fact,

this balanced objective strategy characterizes the current A.I1.D.

programe 1n the Caribbean. Accordingly, policy in the 1990s
should continue to emphasize:

~5Strengthening and consolidation of the democratic
institutions of the region.

-The f{ostering of equitably distributed economic agrowth,
stimulated though the development of the private sector.

w



I acddation, particular emphasie should be given to assistance
dezigrned +to increase outward-oriented economic self{-reliance.
The epnall economics of the region should (in some cases, continue
to:  seet Lo identify and expand uporn  areas of development
advantage. The countries must uwse their scarce and linnted
recicuces 1o Lhelr grestest economic advantage in ways thal will
generate enouagh income and  employment to make Lhem cself-relrant

tor attann those qoode and cservices they do nrnot produce.

Hlustrationg of countriese which have bequn to do this are
Anbtigua-Farbuda, which has emphasized tourism, and Domimica,
which theas made significant advances in developing non-

traditional emall farmer agriculture.

ST R TN erionl d work  closely with the other involved .S,
Goverrnment sgencies and Lhe Longress Lo ceek waye of maling the
CHl & more specifically  effective development. toc”, one whnich
will be bedter z2bie Lo altract new investment to the developing
rect 1os of the Caraibbean. Sinrlarly, the Seclicn 926 proaream
mutst b effectively activated to chiannel t & incentive

aenerstaone from Fuerto Rico Lo 1nvesiments 1n olher coantries 1n

vhier reoor.

noocontinues Lo grow 0 economio
1 ST E azelstance  should emphasize

ce 1o the
with local

agrrcultur gl prodoctson and memuf e Lt 1. i Can Serve
Lo erpana Ate marlete  {or ferms  and el Glter 1o
relrable, sccesc et bele for Ul . itrze edpanded
T R IRLA T Cars be omade 1o se v Improved poinl of

efne e e dar desel pann endiane Eapor L

= w

e heon said  abouwt  ihe fulure importance  of regional
rotegralion, particularly  in the Englich~epealking countries of
the Cariboean. There are already a plethora of regional bodies
which have been established and are now operatiﬁg, to varying
degrees of efficiency. The Organization of Eastern Caribbean
States (DECS) has adopted a common currency (and a Central BEank)
and operates or & variety of increasingly =significant mattiers
with impressive amount of effectivenese. The Caribbean
Levelopment Rank has become more efficient in recent years in the
implementation of its donor-financed social and economic
development programs. Clearly, there is logic to improving
regional  economies of scale where it is technically and
politically feasible to do so.

V1. MANAGEMENT AND OTHER ISSUES FOR THE 1990e

The ecornomic and political diversity of +the region and the
complexity of its development problems provide a major challenge
to A.1.D. to manage effectively the resources going into the
Caribbean. This challenge is compounded by a declining level of
U.S. assistance and funding available for operating expenses, a

b



desire for more assistance by the each Caribbean countery and Lhe
1 3 i

ack of o consenzon betwesn Lhe Foeondive Reanch and Congre or
anooverall setlretegy {or Lhe Toabbess 1n {he 1590, Fal oDl Ty o

indernel and  exlernal fri€ to  monitor FESCUr Ces Mo e

[N £
caroiully furiher compound U maragemenlt 1scue.

o~

NDlhowal some fundemnental change  1n the operaling mode of U.S.
srelanee programs, f.1.D.0 will rnot be able to use effectively
e availatle fimoted rescources to achisve  its policy goale in
the Caribdieearn. Withoul & more sustiainable commitie.t to a higher
priority for the Caribbean, A.1.D. will not be ablie to obtain the
needed recsources to 1mplemenl ite policy.

[l
"

—_

A o nwmber of couvntiles  in the  Caribbean  have undertaken major
economc reforms efforte on Lheir own. Additional resources must
come into the area Lo reinfaorce the commilmenis made by iLhece
Qovenr rmente whoch e aos=tly democratic.

The CGIED hso provided arm o effective mechanisn Lo coordinate donor
aeeiolance a3 the srea. The UlSH. Mmas  encouraaged olhiesrs to make

up for wiat 3t has boen unable o orowlde. ULoE. encouragemct ol

s
the Japaneas and L heir wrllingness 1o resnond 1o the {inancial
Fecce of  Ane coumdraes of Lhe region wil) begin Lo have & major
e boane Ui e een i Lhe 1990, The gquesiion for the U.S. is
how  to manane the increased presence  of  lhe Japanese both
economical ly and  politically  wilhout & loss of  fAmerican

ind luenco,

Thee ciyalogue among the donore and the Caribbean countriec iz not
€0 much on ithe dovelopment direclion they will choose, but on the
resources  the courdries need 1o pursue mutual goals. I the
future AL L. must find a way to unite the Executive Brarnch and
Congress in  a ctrong commitment to support U.S5. priorities and
proarams 1n the Caribbean.

&£/14/898
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FY 1985-1990 A.I.D. ASSISTANCE LEVELS TO THE CARIBREAN
($MILLIONS)

Country FY 85 FY 86 FY 87 FY 88 FY 89 FY 90

Belize
DA 8.5 6.8 7.3 7.4 7.6 7.2
ESF 14.0 1.9 5.4 -— -— 2.0
P.L.480/1 —_— - —— _— —-— -—
P.L.480/II  ——- — — — — -—
TOTAL 22.5 8.7 12.7 7.4 7.6 9.2
Dom Rep.
DA 30.5 26,5 19.5 18.7 18.2 16.4
ESF 95.0 40.0 0.2 13.8* 12.1 2.0
P.L..480/1  40.5 13.0 30.0 30.0**  20.0 2.0
P.L.480/II 1.9 1.4 1.6 2.9 3.3 4,4
TOTAL 167.9 80.9 51.3 65.4 53.6 60.8
Guyana
DA — - —— —— —— -
ESF —_— — ———— —— ———kkk —_—
P.L.480/1 — 2.4 5.7 7.0 4.0 4.0
P.L.480/II ~—= — -—— - —— -
TOTAL — 2.4 5.7 7.0 4.0 4.0
laiti
A 25.7 24.6 38.5 30.5 24.5 2.0
ISF 5.0 21.3 36.0 0.3 e ——
2.L.480/1 15.0 18.0 18.0 — - -
P.L.480/II 7.5 7.0 7.0 7.9 15.3 13.4
TOTAL 53.2 70.9 99.5 38.7 39.8 41.4
Jamaica
DA 34,2 2.5 17.4 19.1 49.8 16.0
ESF 81.0 58.0 24.9 ~—— 25.0 25.0
P.L.,480/I 40.0 30.0 30.0 33.6 40.0 30.0
P.L.480/II 0.1 0.4 —_— 1.3 1.6 ——
TOTAL 155.3 113.9 72.3 54.0 116.4 71.0
Car. Reg, ****
DA 27.8 23.7 2.7 31.7 18.5 18.2
ESF 31.1 5.6 21.1 1.0 10.2 15.0
P.,.480/1 -— - - -— - -
P.IL.480/II  -——- — — — — -
TOTAL 58.9 49.3 50.8 32.7 8.7 33.2
TOTAL
DA 12.7 107.1 112.4 107.4 118.6 85.8
ESF 226.1 146.8 87.6 15.1 47.3 62.0
WL.480/I  95.5 63.4 83.7 70.6 64.0 54.0
L.480/I11 9.5 8.8 8.6 12.1 20.2 17.8

RAND '[OTAL 457.8 326.1 22,3  205.2 50.1  219.6



Footnotes: * Obligated on August 25, 1988, Not yet disbursed
as of June 14, 1989,

** Includes $10 million in Section 416 assistance.

*** In the latter part of FY 1989, ESF in the amount
of $5-8 million is expected to be obligated for
Guyana.

**** Caribbean Regional includes Antiqua/Barbuda,

Barbados, Dominica, Grenada, St. Kitts/Nevis,
St. Lucia, and St. Vincent and the Grenadines.

LAC/CAR:PKolar yé :mtw:1853X:6/14/89:7-3447
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BELIZE

I. Economic Situation

Belize, with a population of 171,000, who are mostly engaged in
agriculture, and a GNP per capita of $1,200, is the smallest
economy in Central America. Its 92% literacy rate is indicative
of the generally favorable social indicators prevalent there. The
country is endowed with abundant natural resources - forestry,
fishery, land - and has a very low population density of about
seven persons per square kilometer. 1Its principal economic
activities include the production of export-oriented sugar,
bananas and citrus, fishing, some light manufacturing - mainly
ancillary to primary agricultural industries and garmeit
production - and tourism. The lack of adequate road, port,
communications, and electricity facilities has impeded the
development of export-oriented production activities., Belize's
performance under the Caribbean Basin Initiative has not met
eXpectations; manufactured exports to the United States grew
rapidly between 1983 and 1985, but have since declined by a
third. In the period 1980 - 1985, GDP grew by only 0.7%, largely
as a consequence of the decline of the world price of sugar.
However, growth has been substantial in recent years, with growth
rates of real GDP estimated at 4% and 4.8% for 1986 and 1987,
respectively. This trend is expected to continue and will further
stimulate growing investor interest, resulting in substantial
export-led growth.

The Government of Belize (GOB) successfully implemented an
economic stabilization program with the assistance of $15 million
in U.S. Economic Support Funds during the 1985 - 1987 period and
an laternational Monetary Fund standby completed in 1986. The
government raised revenues from 23% of GDP in 1983 to almost 31%
in 1987, and reduced curre.t expenditures from 25% of GDP in 1983
to 24% in 1987. As a result, public sector savings increased from
a negative 2.2% of GDP in 1983 to 6.6% in 1987. Domestic
financing of the public sector deficit was reduced from 4.4% of
GDP in 1983 to a negative 1.4% in 1987. This improved fiscal
performance is largely responsible for the low rate of inflation
(2% in 1987) and the elimination of overall balance of payments
deficits. The level of gross official foreign exchange reserves
at the end of 1987 was equivalent to ouver three months of imports

of goods and services.

The overall balance of payments is projected to register surpluses
through 1991. Low debt service payments will amount to about 12%
of exports of goods and services on the average, and net public
external indebtedness in relation to GDP will average about 49%
over the same period. Over the medium term, with the growing
diversification of the export structure, the sensitivity of
Belize's economy to changes in sugar prices will be significantly

reduced,
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II. A.I.D. Objectives, Goals, and Development Strategy

A.I.D.'s overall objective is to promote continued friendly
relations between the U.S. and Belize and to assure a democratic,
independent, economically viable countryv. A.I.D.'s goal is to
assist the Government of Belize in addressing the constraints to
growth. This strategy is based upon the recommenda-ions of the
National Bipartisan Commission on Central America. U.S. economic
assistance targets continued stabilization and productive
infrastructure improvements over the near term. Economic growth
and diversification will enhance the equitable distribution of
economic resources over the longer term and help nurture a
democratic, independent, economically stable Belize. This program
builds on progress the GOB has made in achieving economic
stability and higher GDP growth in recent years.

A.I.D.'s major agricultural projects are assisting the GOB to
increase farm proauction and develop, and promote non-traditional
export crops, primarily to assist the GOB in reducing Belize's
heavy reliance on sugar as the country's major source of foreign
exchange. A.I.D.'s private sector projects are promoting
productive investment 1n export-oriented and tourism-related
activities., The Rural Access Road and Bridges project is
upgrading access roads and bridges essential to improving
agricultural production and activity. A.I.D.'s health, education,
and training projects, while promoting equity and broader
participation in the development process, are also oriented to
support agriculture and private sector activities which lay the
basis for Belize's long-term growth.

III. New A.I.D. Projects in FY 1988 and FY 1989

No new Development Assistance or Economic Support Fund projects
are currently scheduled for initiation in FY 1988 or FY 1989.

A $4 million Export Investment Credit project originally planned
for FY 1988 is now planned for FY 1990. Further examination of
the various constraints to the delivery of credit in Belize is
required. The aim of the project will be to support agricultural
and industrial exports and tourism by identifying various
approaches and mechanisms to extend credit to Belizean
entrepreneurs which will eventually stimulate investment in these

economically viable areas.



BELIZE
Pepulatior -171,00¢, 6P /Pop, - $1,162
Percent Change
Proj.  Froj,
19635 1984 1985 1966 1967 1988
keal BDF ~2.5 3.4 2.5 1.0 4.8
CPI (1 change) 2.6 5.8 0.4 2.4 2,0

Percent of GDF

P.S. Total Expenditures 35.5 32,9 33.0 33,1 36,2
Current Expenditures 25.3 23.5 23.5 23.4 23.9
Capital Expenditures 10.2 9.4 9.5 9.7 12.4
Savinge -2.2 3.0 4,8 7.4 6.6
Overall Deficil -7.. -3.E ~2.6 0.9 -3.4
Doeestic Financing 4.4 0,7 ~0.3 =2.4 ~1.4
BG® Current Azcount =7.0 ~£.5 -4,3 1.5 ~1.5
Overall Balaice -9.7 -B.7 10,0 10.8 8.0
Dekt/5DF ' 50,0 48.¢ 48,3
Keal Exchange Kate {1980=100) 115.0 130, 0 110,0

Source: 1N Article IV, Octoher 1967; World Bank Belize Economic Neeorandus, April 1988,
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DOMINICAN REPUBLIC

OVERVIEW

A. Economic Overview

The present economy of the Dominican Republic is marked by negative
economic growth, 60%Z inflation, and, in 1988, further depreciation of the
peso. These conditions have resulted from uncoordinated economic policies,
unbalanced allocation of resources, and unfavorable external factors such as
declining markets for the country's traditional exports.

While foreign investment in the country as a whole has been growing, the
GODR's credit standing remains poor. Outside the free trade zones, this
investment reached US$89 million in 1987, up from US$36 million ih 1985.
Within free trade zones, 1988 saw US$26 million of foreign investment. At
present the GODR is paying interest on its commercial bank loans but only some
principal. About US$800 million is owed to commercial banks out of a total
debt of about US$4 billion (roughly 75% of GDP). Most of the debt is to
bilateral donors as 1s most of an estimated US$450 million of debt service
arrears.,

The GODR is currently under 620Q but is current in U.S., military loans and
with institutions such as the World Bank. The U.,S. Exim Bank has an uncertain
relationship with the GODR. TFor the past 18 months EXIM has provided mnstly
short and some medium term (less than 3 years) commercial credit to the
private sector in the country. OPIC on the othier hand, is seecking to increase
its operations in the country after a period of inactivity due to exchange
rate problems in the mid-1980's.

The Dominican Republic's relative good per capita income figure of $800
belies the considerable extent of poverty in the country.

Poverty in the Dominican Republic extends nationwide, with the highest
incidence in the rural sector. According to Central Bank household surveys,
in both 1976/77 and 1984 (i.e., about 5 years prior and 3 subsequent to the
onset of the protracted economic downturn) nearly 257 of Dominican families
did not have income to afford the calories and protein needed to mecet the
standard minumum nutritional requirements. The plight of the poor in the
Dominican Republic has been made worse by a deteriorating economic situation.
In the last years of the 1970's, economic growth disappeared and by 1981
social and economic conditions in the country began to deteriorate. During
the period 1981-86, real per capita purchasing power fell 12 percent; income
declined 10 percent and GNP 6 percent, while inflation reached extraordinary
levels, balance of payment registered unprecedent deficits and the burden of
external debt increased systematically. In 1987 alone, the Dominican economy
lost almost 25 percent of GNP in recal terms in comparison with what would have
happened had the growth rate for the period 81-86 been maintained and the
effects fell inordenately on the poorer income groups. In 1986, open
unemployment had increased by 27 percent of the labor force and external debt
reached 66 percent of BNP,



B. USATID Approach and Strategy

Our development goal is to assist the Dominican Republic in developing
sustained and equitably distributed private sector-led economic growth and
social development in a democratic environment. Target beneficiaries of our
program are the urban and rural poor. To achieve this goal, USAID/DR is
following a strategy that supports specific sectoral elements of the Dominican
Republic's recovery from the cconomic recession of the mid-1980's and promotes
continued growth through a private sector-led expansion and diversification of
the country's economic base. USAID/DR will also undertake directly selected
social interventions to address critical needs of the poorest regions and
economic strata of the country.

USAID/DR's three ma jor development objectives are:

1. promote key sectoral policy reforms which encourage private sector
growth;

2, promote expanded and diversified private sector investment and
employment, and;

3. undertake selected social interventions to address critical needs of
the poor.

The first objective reflects a shift in emphasis from cur historic
macroeconomic approach to a sectoral policy dialogue., While the present GODR
administration has recently implemented or announced several positive
stabilization measures, they tend to be uncoordinated, ad hoc and imcomplete.
The GODR continues to be extremely reluctant to sign an agreecment with the IMF
which is a prerequisite to rescheduling of Paris Club and commercial debt.

The Balaguer administration is fearful of a strong political reaction to an
IMF Stand-by Agreement that could lead to riots similar to those that resulted
in more than 100 deaths in 1984,

The second objective increased private sector investment in agroindustry
and free zone development, along with a rapid diversification of the
agricultural sector into non-traditional crops with export potential can
maximize employment and income opportunities for Dominican workers.
Successful accomplishment of these objectives will enable Dominican citizens
to procure directly social services and other improvements in their standard
of living that they cannot now afford. An MSI study recently conformed that
lower income groups benefit from the growth in employment in the productive
sectors. The study concludes that standards of living in the areas of
housing, education and health are immediately improved with increments in
disposable income resulting from employment generation efforts.

The third objective is restated to reflect the Mission's concerns
regarding unfavorable trends in several important social indicators. It also
reflects a recognition that these social problems will continue to exist for
some time, particularly for the more economically and geographically isolated
clements of Dominican society. USAID's new PVO Co—financing project, PVO
Child Survival project and Private Sector-based Primary Education projects are
examples of how we foresee addressing the immediate critical needs of the poor.




DOMINICAN REPUBLIC - ECONOMY AT A GLANCE

Population: 7 million. The DR's economy, with a GDP of $5.6
billion, is the largest in Caribbean, except for Cuba.

CBI member with most success of any country in attracting CBI
related investment, especially apparel assembly. Free zone
employment soaring; agribusiness successful.

Main exports (1987-$ millions): Sugar-$165; Coffee-$63;
Gold-$112; Nickel-$115; Cocoa-$75. Nickel prices high at
present. Rosario mine, major gold producer, will encounter
environmentally sensitive sulfide ores in the mid-90's.

Tourism booming; tourism foreign exchange receipts approaching
$600 million, although perhaps as much as 60% imported inputs.

GODR has a mixed record on economic policy issues.

-- GDP growth strong (est. 8.1% in 1987). Public sector
spending on capital project fueling deficits and inflation.
Some effort in recent months to contain public sector deficit.

—-- Exchange rate regimes, free and floating, varied in 1987-88.
The current managed rate was set in 8/88. The peso lost about
1/3 of its value from early 1987 to mid-1988.

-—- GODR has been unwilling to accept IMF conditionality for a
Standby Agreement, which must precede a Paris Club

rescheduling. Uncertain whether GODR will meet agreed
conditionality for $13.8 million FY87 ESF from U.S. Payments to
U.S. for past aid have been maintained, bu: GODR in arrears to
U.S. for other credits and to other official bilateral lenders.

-- Electrical blackouts common; need improvad generation,
transmission, and administration. World Bank loan intended to
help but going slowly. Meanwhile, electricity shortfall causing
productivity losses and wasteful expenditures on generators --
and petroleum to run them. Other parastatals also a drain.

-- A preferential exchange rate exists for petroleum imports
plus GODR subsidizes domestic price further. Rise in petroleum
Prices is politically sensitive, but needed for management of
fiscal and current account deficits, efficient resource
allocation, and unification of the exchange rate.

-- GODR has improved investment climate, especially via free
trade zones, revamped taxes.

-- Price controls are causing some consumer product shortages.

Because of U.S. sugar gquotas, DR foreign exchange earnings from
sugar exports to the U.S. for 1981-89 went from $258 to an
estimated $87 million.

Inflation hurts middle class, spurring emigration. Extensive
emigration at all social levels. Substantial remittances buoy
foreign exchange receipts.

Revised 2/3/89
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GUYANA

I. Economic Situation

With an estimated population at around 800,000 and GNP per
capita of $500, Guyana is heavily dependent on the export of
bauxite, sugar, and rice,. Independent since 1966, Guyana

largely dominated by the state. Guyana's severe economic
difficulties, which reached the crisis state in the late 1970s,

In 1982 andg 1983, real Gbpp declined about 20%. Even though the
government has taken a number of measures to redress the
economic situation, the economy has stagnated, with real GDP
growth averaging about 1% pPer year since,. Agricultural output

bauxite, declined by over 30% between 1982 and 1986, but
increased in 1987. Manufacturing production (11% of GbP),
which declined over 20% between 1982 angd 1984, has since
stagnated. The growing underground parallel economy has offset

Significant reductions in current expenditures and a shift to
Public enterprise surpluses caused the public sector deficit to
decline to 36% of reported GDP in 1987,

Domestic credit exXpansion associated with the fiscal imbalance
led to inflation, over-valuation of the exchange rate, and

deep deficit (equivalent to 69s% of exports). The continuing
massive balance of payments deficits have been financed by
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The IMFP and the World Bank have been working with the
Government of Guyana (GOG) on a proposed structural adjustment
program which they hope to put in place by early 1989, although
a number of major hurdles lie ahead. The program woula involve
closing a three-year financing gap of $1.6 billion. P"aris and
London Club rescheduling could cover $l1.1 billion and $320
million could be provided by "normal® donor assistance. The
balance of $180 million includes roughly $130 million of bridge
financing needed to eliminate arrears to the Fund and the

Bank. The GOG will also need to agree to major up-front policy
reforms, including a further exchange rate devaluation and some
price liberalization measures. The Fund and the Bank also want
GOG commitment to restrict wage increases and reduce state
monopolies.

II. A.1.D. Guyana Program

There is no A.I.D. program in Guyana. The A,I.D, Mission in
Georgetown was closed June 30, 1985.

Guyana's economic problems caused a depletion of foreign
exchange reserves and a build-up of external debt arrearages.
As a result, the GOG has not made an A.I.D. loan repayment from
March 1982 to date, thus triggering the application of
sanctions contained in Section 620 (g) of the Foreign
Assistance Act (FAA), and subsequently the Brooke/Alexander
Amendment, prohibiting new A.I.D. obligations. Guyana now owes
some $19.3 million (principal and interest as of March 31,
1988) in arrearages to A.I.D.

III. Current A.I.D. Guyana PL 480 Program

In recognition of the evolving and increasingly sound foreign
and economic policies of the GOG under President Hoyte, the
U.S. Embassy in Georgetown signed a $3 million, FY 1986, PL
480, Title I, wheat agreement with Guyana on August 7, 1986.
The statutory prohibitions do not apply to PL 480 programs.
The agreement's self-help measures are a modest set of steps
being taken initially within the context of a multi-year
planning framework leading to derequlation and reduction of
controls and subsidies in food marketing and distribution. A
$4.4 million, FY 1987, Title I, wheat agreement was signed on
May 2, 1987 (amended August 18, 1987 to include $1 million in
vegetable 0il), and a $4 million FY 1988, Title I, wheat
agreement was signed on November 25, 1987. Negotiations are
underway for a supplemental for $3 million from the PL 480

reserves.,



GUYANA: ECONOMY AT A GLANCE

Economy Until Recently

-- Despite agricultural and mineral resources (sugar, rice,
bauxite, gold), GDP declined steadily from mid-70's through
1983. Since then, GDP flat. Problems: declining world
market for bauxite and sugar and mismanagement -- inefficient
bParastatals and a public sector that accournts for 70% of GDP.

-- Emigration drains trained people. Social indicators
(nutrition, infant mortality) affected.

-- Imports are severely compressed. Growth requires foreign
exchange for raw materials, spare parts, repair of
infrastructure, espesially in energy, transport.

Economic Policies: The Reform Program

-- IMF approved an innovative "Fund-monitored" program, which
opened the way for a Paris Club rescheduling in May 1989 and
bilateral aid. If targets are met, arrears to the IMF and
other multilateral institutions are expected to be cleared at
the end of 1989, releasing new flows from those institutions.

-— Currency devalued 70% on April 1, 1989. GOG and IFIs
developed a co-ordinated economic recovery agenda, which is
being supported by Hoyte Government. Program includes wage
restraint, liberalized importing, elimination of subsidies,
more productivity in sugar, rice and bauxite. Initial surge
in inflation occurring.

-- GOG has improved tax laws, mining laws, remnoved most price
controls, allowed foreign investors in all sectors, signed
agreements with foreign firms on gold mining, oil
exploration, and bauxite.

-— Government still dominates economy. Some divestment

planned. Encouragement is needed for domestic investors in
addition to welcome now given to foreign invescment.

Economic Prospects

-- The Paris Club rescheduling, substantial donor contributions,
and Government economic policy reforms should allow vital
imports and enable positive real GDP growth in 1989.

~—- Severe imbalances can be solved only in medium to long term.

-- Tighter controls on parastatals and their jobholders risk
restiveness among governing party's own supporters.



BUYANA
Population - 775,900; BNP/Pop, - $500
Percent Change

1982 1983 1984 1985 1986 1987

keal BDF (¥ change) -10.4 -9, 2.1 1.0 0.4 1.0
Export Voluse -19.8 -8.1 7.2 5.8 -9.1 4,5
Inport Volume -33.3 10,6 -12.8 214 2.8 ~3.5

Percent of BLP

CP1 (1 change) 19.3 11.2 28.1 1.7 b.b S0.0

Central Governeent
Tolal Expenditures 68.1 75.8 B4.4 94,5 92.7 B1.4
Current Expenditures 53.1 44,1 72.3 81.2 81.8 67.9
Capital Expenditures 15,0 1.7 12.1 13,3 10.9 13.5
Current Defacil -15.9  -27.0 337 -4L6 -40.0 -35.9
Dverall Deficil -30.6  -3E.0  -42.7 531 -49.6 -47.1

Fublic Sector Overall Deficil -41,2  -50,6  -48,3  -~b0.4  -50.3  -37.B

Percent of Exports

EDP Current Account -65.8 -B4.8

-53.6  -13.3  -15.2  -51.7
Dverall Bciance -94,1  -BO.&  -bb.E

=966  -74.% -b8.6
Millions of US $

External Public Debt §56.7 1078.B  1202.3 1424.9 15Bb.2  1741.8
Arrears 160.9  317.0  500.5  TiL2  B7LS  1026.0

Real Effective Exchange Rate (1980=100) 132.8 15,2 148.2  150,B  140.% 69.4

Source: INF Article IV, Consultation, November 1987,
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HAITI

I. Current Economic Situation

The environment tor development in Haiti is very difficult.
Governments in Haiti historically have been oppressive, oblivious
to the needs of the people, and incompetent. Under the 29-year
Duvalier family dictatorship, Haitians were subjected to new
extremes of exploitation and terror. Since the ouster of the
Duvaliers in 1986, Haiti has had four governments, including two
coups d'etat in 1988. Haiti's status as "poorest country in the
Western Hemisphere" remains intact.

Since General Avril assumed the presidency on September 17,

1988, important steps have been taken in the areas of human
rights, democratic transition, and narcotics cooperation. The
September 17 coup could be a positive development for the country
if the Avril government follows through in these areas and
sustains itself in office,

The current macroeconomic outlook is not promising. After nearly
three years of political turmoil and civic unrest, Haiti's economy
1s vulnerable to both external and internal shocks which could
push the economy into further and more rapid decline. Yet all is
not bleak. Private sector performance (which was the fastest
growing in the Caribbean in the 1970s) has more than held its own
in the 1980s despite a succession of shocks.

U.5. assistance to Haiti has varied considerably over the years
depending on our ability to work with the GOH. It was suspended
during most of "Papa Doc" Duvalier's reign, then reestablished in
1973 during the "Baby Doc" period, though emphasis was shifted in
1980 Lo working primarily through PVO, :GO channels. Following
the ouster of "Baby Doc" in February 1986 and the new regime's
commitment to democratic elections and economic reforms, U.S. aid
reached a peak of $102 million in FY 1987 (double the 1985
level). The pendulum swung again after the violently aborted
elections of November 1987, as U.S. aid to the GOH was suspended.
Project assistance through NGO channels is currently at a level
well below that provided during the last full vear of the Duvalier
regime.

IT. A.I.D. Development Goals and Strategy

The USAID program is keyed to four "core" areas: (1) Child
Survival/Population, (2) Agriculture/Natural Resources,

(3) Private Sector, and (4) Education. Within the "core" progranm,
A.I.D. is attempting to lower the infant mortality rate, raise the
contraceptive prevalence rate, raise the productivity and income
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of Haiti's peasant farmers (about 70% of the population),

increase employment through private sector growth, and raise the
low quality and standards of primary education. The core program
is concentrated in areas where the U.S. has demonstrated
expertise, where there is unquestionable need, where other donors
are not actively involved, and where it is clear from past success
that A.I.D. can show positive results., Even if direct assistance
to the GOH were resumed, A.I.D. would want to continue emphasis on
the core program.

The program also includes food aid in the form of P.L. 480
Title II, which closely supports our efforts in the child survival
and education areas, Haiti's food gap is severe.

The "core" program, however, is part of an over-riding U.S.
objective to help move Haiti toward democratization. Opporunities
to support democratization are being pursued through the
incremental renewal of assistance to the Government of Haiti and
through selected initiatives A.I.D. may fund to provide technical
assistance for democratic institution-building in Haiti.

Based on a recent assessment report, to help facilitate Haiti's
transition to democracy, the Mission is considering opportunities
to support local organizations that can carry out programs in
civic education, legal services, human rights, and training in
improved journalism. In addition, A.I.D. will support elections
directly with local currency generated prior to the 1987 aid
suspension, and, if possipble, with new ESF money. Monetized P.L.
480 assistance to the government is proposed for emergency support
in order to stabilize the current government, as a transition to
an elected civilian government.

ITII. A.I.D. Financial Data (U.S. $millions)

FY 19388 FY 1989 FY 1990

Actual Budget Proposed
Development Assistance 20.8 24 .5 23.0
Economic Support rund -- - --
P.L. 480 Title II 8.7 14.1 13.4
P.L. 480 Title III -= -- --
Section 416 -— -- -
Total New Obligations 29.5 38.6 £1.4
Deob/Reob (from Haiti) 10.1 -- --
Total Obligations 39.6 38.6 /1 1.4

/1 All A.I.D. assistance to Haiti is now channeled through
NGOs.



IV. Issues

A. Renewed Aid to the Government

There is substantial support from Congress to renew aid to
the GOH immediately, but some opposition continues to exist,
notably in the Senate Appropriations Committee. Current
legislation contains an aid prohibition, with certain
exceptions. FY 90 legislation is likely to revise, but
continue, the general prohibition.

B. Emergency Monetized P.L. 480 to the GOH

Following the Senate's passage of an amendment (still pending
in conference) permitting up to $12 million in P.L. 480 to the
Government of Haiti (GOH), top priority has been given to
getting DCC approval of the proposed program. This requires
action to address budget, commodity, and local management
issues, as the FY 1989 budget cycle draws rapidly to a close.

C. A.I.D. to the Provisional Electoral Council (CEP)

Assuming the CEP issues an election schedule soon, there will
be substantial pressure on the U.S. to commit ESF funds to
Haici for support for elections operating costs. This may come
at a time when no ESF budget is available, and/or when the U.S.
legislation still prohibits su . aid to the GOH, unless the
President were to sign a Section 614 waiver on national
security grounds.

D. IBRD and IMF Lending to Haiti

Currently held up because of Haiti's $11 million arrears to the
IMF, Bank, and Fund, lending to Haiti may be possible if a
"shadow" program (i.e., IMF-monitored) can be agreed upon.

#0237V



HAITI AT A GLANCE
onony Until Now

At present, Government revenues very low, pukblic sector borrowing up as
capital flight and speculation against the currency (the gourde) put a
oremium on dollars of 25-6%.

Real GDP growth well under 1 percent since 1980 (1983 real growth = 0.3
percent). Population growth at 1.8 percent means incomes and living
standards are eroding.

Contraband since 1986 has created jobs and moderated food and clothing
orices, but undercut rice farmers who are high cost producers.

Jeteriorating finances 1°980-85 cut international reserves and increased
external debt to one-third of GDP.

An economic recovery program, sponsored by IMF and IBRD with extensive U.S.
and other donor support, began in 1986, succeeded initially, then slowed
because of government's political preoccupations, and finally ended when
donors withdrew aid because of 11/87 electoral violence. (Aid through
drivate voluntary organizations (PVOs) continues.)

onomic Policies

Government seeking to control large contraband imports and enforce customs
rejulations to increase revenues. Some fear a threat to their livelihood,
which depends on these imports.

Tax administration needs improvement. Parastatals a drain.

Land tenure is complex and uncertain, creating animosities and a
disincentive to improve land, combat erosion, etc.

yspects

Haiti, with its low labor costs, has benefitted from substantial CBI and
Section 807 exports to the U.S., but new investment likely only if political
stability and confidence.

GOH is moving to meet donors' demands re human rights, elections, narcotics
interdiction in order to qualify for badly needed Government-to-Government
aid.,

On hold for now, while Government reviews its labor laws and practices, 1is a

petition requesting that GSP benefits be denied Haiti because of alleged
unfair labor practices (The activites specified pre-date Avril Government.)

14/89
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JAMAICA

I. Current Economic Situation

Following a long stagnation period, Jamaica's economy entered
into a significant expansion phase in 1986, Its GDP grew by 5%
in 1987 and by an estimated 4% in 1988; it is expected to
continue growina at this pace during the next few years.

Recent growth has been led by an evpansiocon of tourism and
nontraditional agricultural and manufactured exports and
improvements in the alumina/bauxite market. As a major
beneficiary of tne CBI, Jamaican manufactured exports to the
U.S., including assembled textiles, electrical components and
data processing, grew at an average annual rate of 82% over

1983-87.

The turn around in Jamaica's economic performance has been due
in a significant way to the government's success in
implementing critical policy reforms in the areas of economic
stabilization (net international resources, fiscal deficit,
foreign debt, etc), taxes, privatization, pricing, private
investment, and trade liberalization.

The GOJ has successfully implemented a continuation of its
stabilization program with the assistance of 1987 and 1988 IMF
standby and Compensatory Financing Facility arrangements.
Central Government revenues have been raised, while current
expenditures have remained significantly below earlier levels.
The overall public sector deficit was reduced to under 4% of
GDP in 1987, facilitating a reduction of domestic financing of
the deficit from 8.5% of GDP in 1986 to 3.9% in 1987. However,
even this level of domestic deficit financing limits the total
credit available for the private sector.

Jamaica has one of the highest levels of external debts per
capita in the world. It is estimated now at $4.2 billion for a
population of 2.4 million or $1,800 per capita. GOJ
projections of future payments and borrowings show that this
debt level will remain essentially stable over the next few
years

Debt service, even after rescheduling, requires about 43% of
earnings from exports of goods and services, showing a decline
from the peak level of nearly 50% four years ago. The impact
on growth will be especially onerous over the next few years as
official net lending becomes increasingly negative.

Jamaica's economic recovery efforts were affected by hurricane
Gilbert which struck the island in September 1988. Recovery
from the hurricane has proceeded generally well and the near



term economic prospects appear to be good: bauxite/alumina
prices are strong and productive capacity has increased;
tourism is showing a steady recovery and other major foreign
exchange earners have begun to recover.

IT. The A.I.D. Development Program, Goals and Strategy

The A.I.D. assistance program in Jamaica covers a range of
projects in economic stabilization and productive and social
sectors, such as agriculture, urban development, promotion of
private enterprise, education, health and democratic
initiatives,

The main thrust of the A.I.D. strategy is to promote economic
stabilization and support those Jamaican activities and
institutions that have the potential to contribute most to
increasing the productivity of all its economic resources,

In the area of economic stabilization, A.I.D.'s policy dialogue
with the GOJ, supported by a $25 million Economic Support

Funds (ESF) program in FY 1987, and $24.2 million in 1989,

in addition to the yearly PL 480 Title wrogram level of

$30-$35 million, has contributed to the policy reforms leading
to the economic recovery.

Policy dialogue associated with the A.I.D. support, in
particular, has strengthened GOJ resolve to institute a general
consumption tax, broaden capital market instruments, continue
major privatizations, and complete two major debt-equity
swaps. A.I.D. has supported such other key reforms as income
and corporate tax reform, reduction of the fiscal deficit and
maintenance of a realistic exchange rate. Host
government-owned local currency generated from A.I.D.'s
balance-of-payments assistance finances GOJ development
accivities and provides resources for private sector
intermediate financial institutions through Public Law 480
(P.L. 480) Title I Section 108.

In the productive and social sectors, A.I.D.'s strategy first
focuses on increasing agricultural production and strengthening
the private sector. 1In agriculture, it focusses on increasing
exports and employment and raising incomes of poor, principally
hillside farmers, while preserving fragile lands.

In the health and education sectors, A.I.D. has focused almost
exclusively on programs to assist the most disadvantaged

elements of society through primary education, skills training
and basic health services programs. 2.I.D's Housing Guaranty



programs support improved access to land and infrastructure,
and promote increased private sector participation in financing
and construction., Housing Guaranty resources also are employed
to upgrade water and sewerade facilities in low-income areas.

To strengthen democratic institutions, A.I.D. has focused on
the improvement of the human and physical resources of the
court system. To bolster awareness of the political and
economic dangers posed by illegal drug trafficking, A.I.D.
supports narcotic education activities.

The thrust of both the GOJ and A.I.D. toward a program of
economic progress and social equity was temporarily derailed
when, in September 1988, Hurricane Gilbert struck, cutting
telephone and electricity lines, destroying roofs, and damaging
agricultural areas and tourist resorts. Damage cost estimates
ran $1 - $1.5 billion.

The U.S. Government responded, first with $2.8 million in
Disaster Assistance, and then with the FY 1988 Emergency
Rehabilitation Program and the FY 1989 Hurricane Reconstruction
project. These provided a total of $55 million in grant
financing for the restoration of essential power, water and
sewerage services, roofing materials, critical medical
supplies, seeds and planting materials, and helped support
relief efforts of non-governmental organizations.

III. Program Levels (in millions of US$)

Obligations by U.S. Fiscal Year

(Request)
Source FY 1988 FY 1989 FY 1990
DA 17.4 49,8 16.0
ESF 0.0 25.0 25.0
PL-480/1I 35,0 40.0 30.0
PL-480/I1/416 2.0 4.0 -
TOTAL 54,4 118.8 71.0

IV. Other Donors

The principal multilaterial donors in Jamaica are the World
Bank and the IDB which provided $20 million each in net flows
in 1988. The IBRD is now preparing the proposal for a
structural adjustment loan in the agricultural sector for a



total of about $70 million, which is expected to be cofinanced
by various donors as follows: IBRD-$25 million, the Japanese
Governmnet-$25 million, the Dutch Government-$10 million, and
the West German Government-$10 million.

Jamaica successfully completed an IMF Standby Agreement in

May 1988 and negotiated another one for $114 million. Despite
the Agreements, the IMF program resulted in net outflows of
over $44 million in 1988. The current IMF agreement has a
balance of $68.3 million. The GOJ can draw down this amount in
four tranches, starting in August 1989, upon completion of the
IMF review of Jamaica's complicance with performance targets
and conditionality and the establishment of performance targets
for the remainder of 1989 and for 1990. These tranches are
expected to be as follows: $27.4 in August 1989, $13.7 in
November 1989 and the balance of $27.2 in two tranches earch in
February and May 1990. :

The principal bilateral donors, in addition to the USG, are the
Canadian and UK governments, which in 1988 provided around

$5 million each in net inflows to Jamaica. A.I.D. is now
exploring co-financing activities with the Government of Japan
on tourism infrastructure. This project of approximately

$60 million is the Bureau's first priority for co-finanncing
with the Japanese.

Issues:

1. Prospects for working with the newly elected Michael
Manley government.

Mr. Manley was elected Prime Minister on February 9, 1989 and
assumed office on February 13, representing his party, the
Peoples National Party (PNP). Traditionally the PNP political
orientation has been left of center and under previous
governments relations with the U.S. have been strained. What
are the prospects of maintaining a satisfactory program with
this government?

The prospects seem excellent:

- Mr. Manley has pledged to maintain good relations with
the U.S. and everything he has done and said to date

has been positive.

- All reported statements by Manley indicate his support
for private enterprise, sound economic policies and
cordial relations with the U.S.



- He has stated that even when he restores diplomatic
relations with Cuba - which he will not push as a
priority move - the Cubans will not be permitted to
attain a position of major influence in Jamaica.

-- He has promised to continue narcotics interdiction
programs and will work with the opposition to keep a
full courct press on the traffickers.

- He has appointed moderates to all Cabinet posts
announced to date.

-- He has indicated his desire to bring a

trade/investment team to Washington ASAP to coordinate
policies with the U.S.

2. The U.S5.G. Response to the Hurricane Gilbert Disaster.

We have provided and/or committed a total of $154 million in
assistance: $2.8 million in emergency relief; $52 million in
rehabilitation; and $99.2 million in reconstruction.

Assistance has been rapidly expended, and a recent audit report
of our assistance is favorable.

(1) Relief. 1In the immediate aftermath of the storm,
OFDA provided emergency feeding, supplies and services.

(2) Rehabilitation. Our $5 million program signed on
September 28 - barely 2 weeks after the hurricane -
was the first major donor response to rebuilding needs.

- Electric power was restored on an emergency basis
throughout the island (with UK and Canadian
assistance as well as U.S.) by the end of
December.

- Water system repairs are well under way.
- Shelter commodities are being distributed
according to neecd, and several hundred prefab

kits began to arrive in January.

-— Health system and agricultural supplies have been
arriving for distribution since late 1988,

- Some $2.5 million in grants are being made to
PVO's and small businesses.



- Other assistance includes $15 million in Housing
Guarantee and $10 million in additional Title I.

(3) Reconstruction. An agreement for $30 million for
reconstruction activities was signed February 15 with
the new Manley government. These funds will be used
over the next 12 to 18 months.

-- Projected uses are for normalization of electric
power, water and telecommunications systems;
rehabilitation of housing, schools and
courthouses; credit to small business and
farmers; and aid to poor hurricane victims
through PVO's.

3. The Government of Jamaica/Rollins Jamaica Ltd. Case.

Rollins Jamaica Ltd is owned by John W. Rollins, a

U.S. citizen and wealthy businessman from California.

Mr. Rollins has alleged that the GOJ has expropriated
certain lands and other real ascate (buildings) which
Rollins Jamaica LTD owns. Mr. Rollins has elicited the
support of both the House and Senate to pressure the GOJ to
settle with Rollins. Because of this case, all obligations

must be notified.

- Although A.I.D. is not the appropric.e agency to deal
with issues on the Rollins case, the implementation of
our program in Jamaica has been affected. Congress
placed "holds" on Congrescional notifications and
therefore on obligation of funds for projects in
Jamaica for most of FY 1988. Currently, "holds" on
FY 1989 notifications have been recently lifted
because of significant progress in the resolution of
the case.

- We are hopeful that this 13-year dispute, will be
resolved soon, but given its difficult history it
could still remain unsettled.

4. GOJ cooperation with the USG on Narcotics Matters

Because of its traditions of ganja (cannabis) cultivation
and consumption and its location as a convenient way
station on the "cocaine run", Jamaica is one of the
countries requiring a certification of cooperation under
Section 536 of the Omnibus Drug Bill. The Bill requires
State/A.I.D. to withhold fifty percent of Economic and



Military Assistance from major drug producing and transit
nations, pending Presidential certification of cooperation on
narcotics control. Certification is linked to submission of
annual Narcotics Report to Congress, on or about March 1 of
every year.

Jamaica has & good track record of cooperation with the
United States in narcotics erodication and interdictions.
Congress has accepted the FY 1987, 1988 and 13589
certifications of Jamaica.

LAC/CAR:AMDiaz:vrp:6/13/89:647-3448:216072



JAMAICA: ECONOMY AT A GLANCE

Situation prior to Hurricane Gilbert (9/88): Real 1987 GDP
growth at 5.1, highest in over a decade and was growing at
a similar rate in 1988. Central government 87/88 budget
showed first surplus in 22 years. Difficult debt burden
(over $4 billion external debt) made recovery fragile and
left little margin for relaxation of efforts.

Situation now: Hurricane Gilbert damaged capital stock and
caused current production and income losses.

- Impact on CY88 GDP limited because hurricane struck in
September. Lost domestic product in 1988 likely to be
held to one or two percent.

- Especially affected are agriculture and tourism., Net
tourism earnings in JFY88/89 likely 24% below year
earlier, but services account will show net gain
because of re-insurance inflows of some $440 million.

- Current account deficit for JFY88/89 expected to
deteriorate from 4.5% to 7.4% of GDP. Previously sone
improvement had been expected. No problem in
financing imports this year. Substantial net capital
inflows (particularly generous foreign aid after
hurricane) are expected to yield an increase in
reserves.

- Long term prospect remains precarious, to be seen
after unusual flows end.

Jamaica successfully completed an IMF Standby in May 1988
and negotiated another for $114 million. Important that
disaster recovery needs do not undermine policy reforms
that led to pre-hurricane growth. Debt service after
rescheduling still about 42% of exports of goods and
services (including tourism and 1nsurance receipts).

Jamaica Commodity Trading Corporation (JCTC) has monopoly
of some critical imports.

Privatization of telecommunications, bank and cement
company completed; hotels are offered for sale.

Investors waiting to see post-election political climate.

Jamaica has made good use of CBI and the Section 807
program for apparel made from U.S-made and cut fabric to
boost exports to the United States. Section 807 exports
1983-87 went from US $17 to US $187 million.

GOJ, exportwers, and alr and sea carriers are concerned
about impoundments and fines 1mposed because of drugs
discovered on board. Delays at port under new GOJ policy
of detailed searching of outgolng cargo.

World prices for bauxite/alumina have been high. Foreign
exchange earnings and government revenues are benefitting.



ECONOMIC DATA SHEET -- JAMAICA Revised: 2/2/89 (SEECPRES)

1984 1985 1986* 1987 1988E

ECONOMIC INDICATORS:

l. Population (millions) 2.3 2.3 2.3 2.3 2.4
lb. Official Unemployment (%) 26 25 24 21 NA
lc. GDP ($ billions) 2.3 2.0 2.5 2.8 3.3
1d. GDP Per Capita ($) 1000 870 1087 1217 1392
le. 1Investment/GDP Ratio (%) 23 25 17.5 22 25
1f. Real GDP (% change) -0.9 -4.5 2.0 5.0 3.5
lg. Real GDP Per Cap.(%change) =~5.2 -4.5 -2.2 +NA NA
lh. Consumer Prices (%change) 31 23 11 7 9.5

FISCAL INDICATORS (as % of GDP):
2a. Public Sector Expend.** 43 34 34 NA NA
2b. Public Sector Bal.** -15.1 -13.8 -5.6 -5.4 -8.7

BALANCE OF PAYMENTS ($ millions):
3a. Exports to U.S. (goods) 334 189 209 261 301
3b. Imports from U.S. " " 542 482 488 588 647
3c. Total Exports ** n » 673 539 622 774 770
3d. Total Imports ** " " 1221 1034 1030 1284 1872
3e. Merchandise Trade Bal.** -548 ~-494 -408 -510 -1102
3f. Tourism (net) ** 389 397 503 540 411
3g. Current Account Balance** =247 -248 -73 -133 -252

EXTERNAL DEBT:

.~. Gross External Debt($ mil) 3262 3499 3520 3541 4300
¢b. Gross Ext Debt per cap.($) 1418 1521 1530 1539 1870
4c. Debt Service Paid ($ mil.) 279 309 306 336 767
4d. Gross Debt as % of GDP 141.8 174.9 140.8 142.0 122

U.S. BILATERAL AID, by U.S. FY ($ millions):
5a. Economic Assistance 108 155 121 78 76.8
5b. Military Assistance 4.2 7.6 8.0 3.3 .3

E = Estimate/Projection.
* = Currency devalued. (US$ 1 = J$ 5.50)
** By JFY:1988 includes through 3/31/89; 1987 through 3/31/88, etc.



11CA: SELECTED ECONGMIC DATA
'88

POPULATION
Thousands
Growth Rate

NATIONAL ACCOUNTS
BDF curr. prices

1978-88

1978 1979 1960 1981 1982 4983 1984 19BS 1986 1987  19f3
1991.8 20137 20359 2062.3 2097.4 2135.8 2163.7 2197.9 2222 2247 2245.5
I Y I Wb L1 L3 L7 LB L3 L6l LY LI 1

3783.7 42714 4738.2 5350.0 &143.0 7577.0 9BS5A.0 12014.0 14439.0 16220.0

GDP 1974 prices M.A, 19412 1B37,5 1B79.0 1907.0 1940.0 1914.0 1B37.0 1892.0 19Bb.4
Real BDP Browth Rate (Y N.A. N.A, =331 L9 LS L7 141 =401 3,03 5.0
Feal Per Capita GOF NA. 9640 902,64 9111 909.2 906.3 BB4.6 B35.8B B51.5 BEA.T
Feal Per Capital BDP Erowth Rate (X} N.A.  K.A. -6.4%  0.97 -0.2Y (.11 -2,6% -5.5¢ L.9% 3.9
Bross [oerestic Investsent/BDF (¥) 15,3 194 15,6 20,7 20,9 2.2 2.1 2.2 20,3 19.5
Fublic 8.3 6.3 6.1 6.9 7.9 4.9 3.2 2.7 43  NA
Private 7.0 12.8 9.4 14,6 13.4 1.3 20,5 245 159  N.A,
Other Fixed S 11,3 B4 105 12,4 156 1.9 19.5 144 N4,
Inventory change 1.9 1.5 1.0 3.1 1.0 1.7 2.6 5.0 1.3 N.A,
Bross National Savings/BDP (i) 13.2 144 3.8 9.7 8.7 1LY 106 12,4 16,9 13.8
Bovernaant 4,4 -1.5 2.7 -8 -0.1 -t =32 37 -0k 3.7
Private 8.4 b.¢ 3.4 .9 -0.3  10.! 4,6 .8 7.9 N.A,
Depreciation 9.2 9.2 8.9 9.2 9.2 B.9 9.2 9.3 9.6  N.A,
.gn Savings/GDP (¥} 2.1 4,7 %7 1L 12,2 10.4 13.0 14,8 3.4 3.7
ol® Price Deflator {1974=100) 189.5  220.0  257.9 2B4.7 3221 300.6 SI4.9 4540 763.2  B14.5
fnnual Change (%) 26,11 16,11 1,21 10.4%  13.1% 21,20 3LL.BY 27.0%  14.7%  7.CL
Consueer Prices (1975=100) 176.4  227.2 2913 3261 347.4 3867 4943 6213 462,01 T40.b
finnuz! Lhonge da) .90 28,81  28.2% 11,91 451 11.3L 0 27.BY  25.71  i1.4Y 1.0t
BALANCE OF PAYMENTS
Current Account 9.2 -14z.6  -186,2 -430.5 -4s0.& -282.4 -245,7 -248.1 -BE.3 -164.0 -104.0
Trace Balance -64.5 -179.5 -19¢.B -599.2 -657.5 -528.9 -54B.1 -494,B -422,0 -578,1 -SR4.0
Exports fob 792.1  B14.7  962,7 BRE.9 7341 721.B  47L.3 5393 409.7  725.5 79!.¢
Bauxite/alumina 982.3 SBL.7 7357 44B.B 472,7 471.2 3BL.6 2838 297.1 356.9 393.0
Iaports cif -856.6 -994.0 -1159,5 148B.1 1391.6 1250.7 1221.4 $034.1 1031.7 3303.6 1374.¢
Taurice (net) 136,4 1645 22,9 3013 317.3  360.9 3B9.2 3968 503.0 570.9 421.¢
Interest payaents (net) -178.6 -202.6 -251.7 -219.3 -250,3 -252.0 -279.¢ -308.7 -305.0 -312.9 ~-29%.(
Dther Services (net) -8.2 -25.2 3.4 -4 -20,5 -14.9 44,2 & -12,6 -15.1 -22.0
Transfers (net) 25,7  BG.O 90.8  §24.3 150.4 152,5 147.0 155.0 148.3 1713 171.0
Of which: Dfficial Erants - -- -- - -- - 3.4 B4 258 438 450
Capital Account -3%.2  -11.4 93.0 4814 2411 -165.8 7439 3245  143.7 34T.2 122,90
Direct Investaent -- -- -- -- - -- . 20,0 2.0 BGLI 460
Official (net) 57.4 12.1 196.6 4271 3144 5.4 556, 1954  -9.1 1669  I6.0
Frivate Capital (net), including 16,6 -23.5 -103.6 543 -73.3 -231,2 1BS.1  106.1 1SC.8 100.0 7.0
errors angd omiscions
11 Balance 1484 1440 63,2 43,0 -220.0 -44B.2  497,2  76.4  55.4  1B3.2 256



EXTERNAL DEEY
Qutstanding
Dutstanding/GDF (1)
Debt Service ratio

FISCAL ACCOUNTS/EDP (1)

Central Bov'l Revenue

frants

Central 6ov't Current Exp.

Central bov't Cap. Exp.

Central Bov't Deficit After Brants
Oth. Pub. Seclor Deficit

Public Sector Deficit

Foreign Financing

Doeestic Financing

FISCAL ACCOUNTS
Central Bov't Kevenue

S

al Gav't Current Exp,

al Gov't Cap. Exp.

2l bov't Delicit After Brants

Oth, Pub, Sector Deficit
Fublic Sector Deficit
Forgion Financing

Doeectic Financing

1978 1979 1980 1981 1982 1983 1984 1985 1984 1987  19gF
1248,0 1489.0 17340 2212.0 2490.0 2920.0 3207.0 3431.0 3423.0 3403.3
7.1 4B.9 8.2  7L! 733 91 1362 180.7 1269 115.4
15,7 16,7 9 25,9 304 254 214 49,5 48,0  45.%
1.6 26,5 25.2 28,2 26.% 237 2.3 26,2 30.2 337
-- -~ -- - - - 0.3 1.0 0.9 1.3
30.3  30.6 3.7 3.1 30,3 3.6 286 2.1 2.0 25.7
11,5 8.3 0.0 12,0 107 6.7 4.5 4.9 b 1.7
-14.2 -124 0 -17.5 -15.9 -1 <158 =63 5.5 -4 1.5
2.4 2.7 2.8 0.0 -L& -3.8 -B7 B3I -42 -4.9
-l -7 -7 -15.9 0 <157 <196 <15t -13.B 5.6 -3.4
6.7 2.4 L1 128 155 .2 9.0 £7 =29 -0.5
3.0 1.3 10.7 3.1 0.2 5.4 6.1 1.1 8.5 3.9
1037.4 11330 11917 1509.1 1649.5 1794.7 2485.0 3150.7 4386.1 S5475.5
-- -- - - - — 250 127 130.0 24b.3
1139.1 1307.8  1550.3 1745.3 18414 2394.0 2817.9 3253.0 3755.0 4173.3
1.5 3564 4TLE 42,9 6Sh.6 S08.1  447.2  590.B 922.0 1244.0
-333.2 -531.2  -B30.4 -BA9,1 -BEB.5 -1198.3 -424.3 -459.b -203.5 251.2
9.7 1166 1326 -2.2 -98,1 -289.8 -660.§ ~953.9 -40,3 ~-BUO.S
“MLS -4k -897.8 -BS1L3 -96b.6 -14BS.1 -1485.2 -1653.5 -B0O%.B -547.4
233.2 1015 192,86 6842 95L3 1078.1 BBA.1  BCO.6 -415.6  -BA.7
168.3  313.1  505.2 187.1  15.3  407.0 599,01 B52.9 1225.4 434.3

Scerces: IMF RED February 1987; INF Article IV January 1988,
Data for Calendar Years 1978-80 and Fiscal Years beginning in Apri) 1961-1988

R11 fiscal data is for fiscal years
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SURINAME

I. Economic Situation

Prior to 1980 Suriname, a Georgia-sized country with a
population of about 400,000., had a GDP per capita of $2.510.
However, since the February 1980 coup which brought the
military to power, the country has suffered through a
substantial economic deterioration. Real GDP per capita
declined by over 30%, the government deficit climbed from 4% to
over 28%, foreign exchange holdings were depleted, and foreign
arrearages increased to $7& million. Among the factors
contributing to this economic crisis are weakness in the world
market for bauxite and alumina, the suspension of Dutch foreign
assistance ir 1982, domestic insurgency, and inappropriate
domestic economic policies.

The value of bauxite and alumina exports, which generate 70% of
total export earnings, fell by 43% between 1980 and 1986 as the
world market weakened and Suriname's market share declined.

The suspension of $90 million per year of Dutch aid in 1982,
which amounted to 9% of GDP, further reduced available foreign
exchange. The economic situation deteriorated rapidly in 1986
and 1987 because of increased shortages of raw materials and
spare parts for local industry, and domestic insurgency which
disrupted the economy, especially bauxite production.

The government attempted to protect consumption levels rather
than take needed adjustment measures. Current government
expenditures increased sharply, from 30% of GDP in 1980 to
almost 54% in 1986. The government deficit increased from 4%

to 28% of GDP.

The large fiscal deficits, financed almost entirely by the
Central Bank, led to the depletion of international reserves
and the accumulation of arrears. 1Increasing- restrictions on
external transactions and price controls coupled with
expansionary demand policies have resulted in inflation and a
growing parallel economy. Inflation in 1987 was 30% and
accelerating, reflecting a growing scarcity of goods and an
increasing share of imports that are purchased through the
parallel exchange market. The parallel rate reached six to
seven times the official rate of 1.78 Guilders per dollar in

1987.

IMF and World Bank missions have advised the Government of
Suriname (GOS) of the need for major policy reforms, including
exchange rate devaluation, and fiscal and monetary austerity.
While the GOS has acknowledged the need for corrective action,



it has thus far not taken needed reforms. The government has
only endorsed minimal remedies, such as increased use of the
parallel market for imports and gradual reduction of the fiscal
deficit. It remains skeptical of the value of taking the tough
structural adjustment measures required to return the economy
to a viable growth path.

The Dutch have announced the resumption of economic assistance
to Suriname, but will seek to channel a major portion of this
through the Fund and the Bank and condition it upon major

macroeconomic reforms. However, the Government of Suriname is

unlikely to agree,.

II. Suriname - A.I.D.

A.I.D. support to Suriname under the FY 1982 ESF Limited Scope
Grant Project Agreement was designed to finance technical
advisors and in-country and U.S. training programs. The
project would have been administered by A.I.D. staff in
Washington and U.S. Embassy personnel in Suriname. On
September 30, 1982 the then Government of Suriname Foreign
Minister, Harvey H. Naarendrop, and the U.S. Ambassador,
Robert W. Duemling, signed the grant agreement for §500,000.
The project was never implemented, however, because of GOS
human rights viiolations. Since that time A.I.D. funds have
been held in abeyance pending significant GOS progress in human
rights and democratization.

As a result of Suriname's November 1987 election, a
democratically elected President was installed on January 25,
1988. Given the significance of this return to a democratic
government in Suriname, A.I.D. has agreed to release the
funds and is assisting the GOS in assessing specific needs
for which the grant funds will be used and how they

will be administered. 1Initial discussions had included

the possibilities of a study aimed at privatizing parastatals,
training for the National Planning Bureau staff, and
legislative drafting assistance. Recent reports, however,
indicate that Suriname is shifting away from scrutiny of
parastatals. Dialogue with Suriname on this issue is
continuing.
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CARIBBEAN REGIONAL

Economic Situation

The six English-speaking countries of the Organization of
Eastern Caribbean States (OECS) receiving the majority of
Caribbean Regional funds (Antigua/Barbuda, Dominica, Grenada,
St. Kitts/Nevis, St. Lucia, and St. Vincent/Grenadines) are
vigorous democracies with multiparty political systems and
governments brought to power through free and open elections.
The United States has a strong commitment to these close
neighbors. The small islands are widely scattered across
80,000 square miles of tropical sea. The total population of
the six major A.I.D. assistance recipients is approximately
560,000, with a high of 142,000 in St. Lucia, and a low of
44,000 in St. Kitts/Nevis.,

Independence during the mid-1960's to 1983 left the islands
with a highly developed welfare system. As a result, the
benefits of economic growth are widely shared through a series
of mechanisms. For example, governments have traditionally
acted as employers of last resort, Also, protected markets for
agricultural products stimulated broad-based small farmer
activity, including very high proportions of female

employment. While direct or indirect participation in the
fruits of economic growth is wide, this situation is threatened
in several islands by high unemployment rates among a large,
young population. The median age of most island populations is
under 20. Unless they can develop appropriate marketable
skitls, it will become more difficult for women and youth to
participate in the economic process.

Given the handicaps associated with being tiny open economies,
the OECS countries have performed remarkably well in the past
decade. Ten-year individual country growth rates ranged from
3.5% to 6.5%, with most exceeding 4%. While the rest of Latin
America and the Caribbean experienced aggregate real GDP growth
of 0.8% per year during the 1980-85 period, the corresoonding
figure for the OECS was 4.2%.

Growth has been export-led. Real growth of OECS exports of
goods and nonfactor services between 1980 and 1987 was 5%, or
1.2 times the average GDP growth rate. 1In all islands the rate
of growth of real exports nearly equalled, or exceeded, that of
GDP. The exception was St. Kitts/llevis, reflecting the impact
of declining sugar exports. The two leading sectors nave been
tourism and agriculture. Growth has been relatively good in
all of the OECS. Dominica, whose economy grew slowest of all,
managed 3.5% per year since 1977, despite two hurricanes in
1979/80. Antigua experienced the most rapid growth (6.3%).
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Per capita GDP in the OECS increased by more than 3.5% annually
from 1980 to 1987, varying from a low of 2.3% in St. Lucia to a
high of 4.6% in Antigua. Per capita income ranges from a high
of $2,500 in Antiqua to a low of $910 in St. Vincent.

The OECS, with the exceptions of Grenada and Antigua, have made
impressive strides in managing their public finances over the
past three to four years. Of the five IDA-eligible OECS
countries, St. Kitts, St. Lucia, and St. Vincent received clean
bills of fiscal health. Of the remaining two, Dominica has had
a Structural Adjustment Facility arrangement with the IMF
(supported by A.I.D. funding) for the past two years, and has
turned a fiscal deficit into surplus. Grenada, too, has
carried out extensive fiscal reforms, but uneven (and to some
extent imprudent) implementation has resulted in financing
gaps, supported in part by A.I.D.

Government revenues, close to half of which are derived from
international trade, range from 28%-40% of GDP. Inflation
averaged 7.5% since 1977, but was under 4% in the mid-1980s.
External debt levels (except for Antigua and, to a lesser
extent, Grenada) are not particularly worrisome so long as the
banana and tourism markets remain strong and the U.S. dollar
weak. Debt service is less than 20% of exports in all
countries except Antigua, which depends on tourism rather than
exports for repayment.

Major development problems include: fragile environmental
ecosystems; poorly maintained physical infrastructure;
dependence on a few traditional crops enjoying protected
markets; scarcity of entrepreneurial experience; inefficient
public bureaucracies; an allededly risk averse commercial
banking sector; domestic savings rates inadequate to fund
needed investment; lack of human resource development and
management training; land use management that does not take
full account of ecological and social concerns; in some
countries, rapid population growth feeding high dependency

ratios.

The A.I.D. Program

FY 1983 FY 1989 FY 1990

($ 000)
Development Assistance 31,691 18,500 18, 250
Economic Support Fund 1,043 10, 200 15,000

Total 32,734 28,700 33,250
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Because of the small size of the Eastern Caribbean countries,
operating cost limitations mandate that the programs be
administered from a regional mission located in Barbados, where
convenient air access to all countries is available. The
mission, Regional Development Office for the Caribbean (RDO/C)
is quite different from the A.I.D. regional offices in Africa,
supporting bilateral missions with needed technical expertise.
The RDO/C develops and manages both bilateral and regional
projects, coordinating with governments from each recipient
country and with a minimum of three separate U.S. embassies.

The RDO/C reviewed and weighed the relative importance of the
various constraints to economic development in the Eastern
Caribbean and identified five key problem areas for its
strategy focus during the 1990-94 period: removing constraints
to economic growth; reducing agricultural sector deficiencies;
reducing obstacles to private sector development; increasing
access to basic and professional education; and strengthening
democratic traditions and institutions.

The 1990 program will support private enterprise, particularly
in non-traditional agriculture and small business, and will
continue to work toward acceptance of self-generating financing
schemes to maintain services and ensure the sustainability of
development investments. With the impending elimination of
trade barriers among European Economic Community members in
1992, expanding upon A.I.D.'s successes in economic
diversification, including agricultural diversification,
becomes increasingly urgent.

A.I.D. will continue financing for health, population, and
acquired immune deficiency syndrome (AIDS) assistance. We will
also continue to finance small-scale, community-level programs
which have been popular among the people of the Eastern
Caribbean and their governments.

The program will support continuing commitments in investment
promotion and export development to expand light manufacturing,
tourism, ana agricultural diversification. A.I.D. will also
provide assistance aimed at improving government management.
These activities will assist the region to take fuller
advantage of the trade and tax prcvisions of the Caribbean
Basin Initiative. To strengthen democratic institutions,
A.I.D. will continue financing for upgrading law libraries,
judicial education, increased vublic access to modern laws, and
the revision and updating of laws directed at commerce, trade,
and investment,
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Perhaps the most important contribution A.I.D. is making to
sustain and enhance momentum of the private sector, the
agricultural sector, and social services is the development and
maintenance of the human capital base through education and
training.

Issues

-=-Competing objectives. The State Department wishes to see
more bilateral projects, as do the governments of the islands.
At the same time, the Eastern Caribbean governments, and
Congress, advocate regional economic integration and the
screngthening of regional institutions. In formulating our
regional strategy and programs, A.I.D. attempts to balance
these needs.

--Grenada. Grenada continues to be a special interest to the
United States. Considering its population of 97,000, Grenada
Will continue to receive significant amounts of U.S. economic
assistance. However, with current and future U.S. budget
constraints, A.I.D. has been encouraging the Government of
Grenada to undertake modest reforms which would allow it to
access additional donor assistance and thereby reduce its
dependence upon the United States. With elections anticipated
by early 1990, the GOG is hesitant to undertake reforms.
Nevertheless, A.I.D. continues the policy dialogque.

--Staffing. For approximately one year, the LAC Bureau has
been attempting to close the small RDO/C branch office in
Grenada and withdraw its one U.S. A,I.D. representative.
State/ARA has resisted this change citing possible political
repercussions and reduced efficiency in managing the 1.S,
assistance program in Grenada. After an extensive review of
A.I.D. and State positinns, in early May, Ambassador Woods
determined A.I.D. would close its branch office. However, the
U.S. Charge did not concur. The issue is to be settled by the
Secretary of State. The decision package has been in AID/ES
since June 7.
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GRENADA (Caricpean Regional)

Economic Situation

Grenada, with & population of 97,000 and a per capita GNP of
$1,270, nad a growth rate of 6% in 1987. Early estimates

suggest that real growth could reach 5% in 198&. Highest
growth rates nave been in construction, manuiacturing,
transport anc communications. Tourism, stagnant in 1987, now

shows signs of growth, largely due to more favoranle exchange
rates for European currencies. Sizable A4.1.D. investments in
infrastruccture ancé pudgetary support, couplec with policy
reform, have helped make economic growth possible,

agriculture accouncs for 20% of GDP. Major agricultural
exports incluade spices, iL1inanas, and cocoa. Agricultural
production declined in 1985 and 1986 as a result 0of a variety
of problems including unfavorable weather, marketing
difficulties and low producer prices. With the recent rise in
the export prices of nutmeg, mace, and bananas, the repeal of
export duties on traditional export crops, and donor-supported
programs to rehabilitate and diversify production, the sector's
prospects have improved. Manufacturing, which accounts for 5%
of GDP, declined in 1983 and 1984 as a result of tne Caribbean
Community (CARICOM) protective barriers and domestic labor
disputes. Recent manufacturing growth oriented toward export
markets nas been stimulated by tax concessions, preferential
access to the U.S. market (including the Caribpeanr Basin
Initiative), construction of factory space, anc A.I.D. programs
promoting investments and exports. Tourism, which accounts for
7% of GDP, nas grown rapidly as & result of the new, A.I.D.-
financed airport ancé increases in the number of first-class
hotel rooms. Over the past vear, a number of eirlines have
pegun new or expanded service to Grenada. American Airlines
expects to begin service in 1990, Construction, which
represents 8.5% of GDP, has benefitted significantly from
airport, notel, ancd road rehabilitation projects and over $110
million in U.S. assistance provided since 1983.

The fiscal situation remains an area of concern, particularly
as current public sector expenditures remain high (33% of GDP),
public sector savings low (1% of GDP), and the deficit remains
high (20% before grants and 7% after grants). Until late in
1988, the Government had been reluctant to implement fully its
planned civil service retrenchment plan. However, significant
progress has occurred over the last few months with the GOG
meeting conditionality which will allow A.I.D. to disburse $3.8
million ESF (FY 1987 funds) by June 30, 1989. iwage
eXxpenditures, as a percentage of revenues, have been reduced
and public savings have increased to over 2% of GDP.



The A.I1.D. Program

FY 1988~* FY 1989* FY 1690~*
- (§ 000, -
Developmen:t Assistance 8,830 3,502 3,549
Economic Support Fundg 222 1,304 5,266
Total 5,052 4,500 c,810
Disbursement of FY 87 EZSF: 3,800
5,606

A.I.D.'s cevelopment objective in Grenada ic to maintain strong
growth rates ir the adricultural and manufacturing sectors, and
to realize the full growth potential of tourism. The
Government's slow progress in solving fiscal problems is a
major impediment resulting in an uncertain business climate for
aomestic ancd foreign investors alike. With significantly fewer
A.I.D. resources availapble to address this problem, our
strategy 1s to emphasize technical assistance ang policy
dialogue to =2ncourage the Government to take the structural
adjustment steps required to access budgetary support available
from otner aonors.

Issues

--Structural Reform. Grenada continues to be a special
interest to the United States. Considering its population of
97,000, Grenada will continue to receive significant amounts of
U.S. economic assistance. However, with current and future
U.S. buaget constraints, A.I.D. has been encouraging the
Government oI Grenada to undertake modest reforms which would
allow it to access additional donor assistance and theraby
reduce its dependence upon the United States. wWith elections
anticipatec by early 1990, the GOG is hesitant to undertake
reforms. Nevertheless, A.I.D. continues the policy dialogue.

--Staffing. For approximately one year, the LAC Bureau has
been attempting to close the small RDQ/C branch office in
Grenada and withdraw its one U.S. A.I.D. representative.
State/ARA has resisted this change citing possible political
repercussions and reduced efficiency in managing the U.S.
assistance program. After an extensive review of A.I.D. and
State positions, in early May, Ambassador Woods determined
A.I.D. would close its branch office. Hcwever, the U.S. Charge
did nct concur. The issue is to be settled by the Secretary of
State. The decision package has been in AID/ES since June 7.

* Included in the Caribbean Regional budget.






QUESTION: Is CBI working?

Answer: While serious economic problems continue to affect the
region the CBI has worked and contributed to the economic
development of the region. The impact of the CBI to date
exceeds any reasonable expectation, and, given continued
progress, the CBI can dramatically improve the economic growth
potential for Basin countries that undertake necessary
complementary actions.

- However, all CBI countries have not shared equally in this
development, and in fact, the early expectations of the CBI
countries may have exceeded what was reasonable to expect. CBI
was not intended as a panacea to all the economic problems of
the region.

- The combination of the CBI and the appropriate policy and
institutional actions by CBI governments has been is a
fundamental factor in the progress to date.

- A 1988 GAO report on the CBI program indicated that
significant progress has been made, stating that the CBI has
fostered trade and investment opportunities, and established a
basis for improved economic performance.

- The Caribbean Basin Economy Recovery Act of 1983 (CBERA) is
only one critical element of USG's broad foreign assistance
strategy in the region that encompasses AID's development
assistance, economic security assistance and other related
trade provisions.

Examples of how CBI is working

- Nontraditional exports are booming. Nontraditional exports
from CBI countries to the United States grew at an annual rate
of 17% during the period of 1983-88, rising from $1.3 billion
to $2.9 billion. As a share of total exports to the United
States, nontraditional products rose from 46% in 1983 to 70% in
1988. Manufactured exports from AID assisted CBI countries grew
at an annual rate of 22%.

- CBI Country economic policies heavily influenced export
growth. Virtually all CBI countries have developed additional
nontraditional exports, but some countries have made dramatic
strides, and show promise of sustained economic growth based on
the opportunity provided by it. Costa Rica, Jamaica, the
Dominican Republic, and Guatemala since 1985 have achieved
annual growth rates of 25% or more in nontraditional exports --
growth rates reminiscent of the "Asian Tigers"” during the early
stages of their export development. These growth rates appear
closely related to greater efforts by these countries to
establish policy and institutional frameworks conducive to
rapid export growth.
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- Jamaica is the best example. Manufactured exports, largely
apparel assembled from U.S. materials under liberalized
quota regulations, have grown from less than $20 million in
1983 to an estimated $280 million in 1988. This has
dramatically raised manufacturing employment -- by 75%
since 1981, incluéing 21,000 jobs, or 19% growth, in 1987
alone. The country's unemployment rate has fallen to the
lowest level in fifteen years.

- Other countries, notably Costa Rica, Guatemala and the
Dominican Republic, are showing growth rates for
manufactured exports above 15% per year -- Or faster than
that of the Asian NICs during the past two decades.

Because of the low base from which they are starting, the
rapid growth will require several more Years in most
countries bo become institutionalized and to have a major
impact. In Costa Rica, where non-traditional products
already exceed coffee as the largest export sector, this 1is
already occurring.

- Export Production has sharply diversified. While the
domestic value added from these new exports is lower than that
for traditional products (coffee, bananas, sugar, beef and
pauxite) because much of the new activity has occurred in
assembly of imported components, value added has also risen
sharply, from 33% of total exports to the U.S. in 1983 to 46%
in 1987 (and to 51% for the first five months of 1988). Thus,
a substantial diversification of exporc production has taken
place in four years.

— U.S. sugar policy has offset nontraditional growth. While
the rapid growth of nontraditional exports has been important
in this restructuring, the continued poor conditions for
traditional products has also been important. In part, these
trace to world prices for these products. In the case of
.sugar, however, declining U.S. quotas have been the principal
factor. In domestic value added terms, the CBI countries lost
from reduced sugar exports to the U.S. during 1983-87 an amount
approximately equal to the gain from nontraditional products.

— The CBI has not been a one-way street. Although
nontraditional exports to the United States have risen sharply,
the U.S. trade balance with the region has moved from deficit
to surplus. This appears to be the result of the region's need
for import growth to support export expansion and of closer
links with the U.S5. economy.

ASWilliams/J.SChill:50190,2/21/89,Revised 4/21/89



A.I.D. TOURISM-RELATED PROJECTS
IN CBI REGION

In the Dominican Republic, a fund of $15 million equivalent in
local currency has been set up for financing tourism
projects. This fund was capitalized with local currencies
generated from A.I.D.'s balance of payments program and
is managed by OPIC together with the Dominican office of
a U.S. bank.

USAID/Dominican Republic also has a tourism training
project with the Catholic University.

In Haiti, an ongoing project with the World Wildlife Fund to
develop the Les Arcadins Marine Park will promote the
rational use of this unique - marine resource and conserve
the fragile coral reef, while supporting tourism and
local fisheries on a sustainable basis.

In the Eastern Caribbean Region, A.I.D.'s Regional Development
Office (RDO/C) in Barbados has recognized tourism as an
important contribution to GNP, foreign exchange earnings
and employment for many of the islands of this region.
RDO/C has been supporting the tourism sector in a number
of ways:

Infrastructure activities, particularly in Grenada,
Antigua and St. Kitts, have addressed constraints to the
tourism sector.

A private bank created by A.I.D., the Caribbean Financial
Services Corporatlon serv1ng the Carlbbean islands, has
made at least nine loans in the tourism sector totaling
more than $2.5 willion; approximately sixty percent of
its portfolic is in this sector.

The Caribbean Association of Industry and Commerce
receives a grant from A.I.D. to carry out studies,
develop strategies and analyze-key -government policies
that affect business development - including tourism - in
the region.

The St. Lucia Trust will be supported to promote the
sustainable utilization of natural resources in national
parks and protected areas for socio-economic development,
especially tourism and environmental education.



The LAC Bureau recently provided technical support to
RDO/C to prepare a comprehensive assessment of
environmental and conservation issues in the Eastern
Caribbean. The study recommended that strong measures
should be taken to conserve and protect the forest and
marine resources so vital to most island economies.

A Caribbean regional tourism marketing study for the
North American market will be prepared under a contract
funded by RDO/C. The objective of the project will be to
win the backing of the Caribbean public and private
sectors as well as relevant U.S. entities for such a
campaign. The focus of the campaign will be on increasing
tourism during the low season, thereby ameliorating
problems of cash flow, inventory control and employment
of staff now caused by wild fluctuations in numbers of
visitors between the high and low seasons. In addition,
the study will offer recommendations for making the
campaign fully self-financing.

In Jamaica, A.I.D.'s office has supported tourism development
in a number of ways:
—-Technical assistance to the Jamaica Hotel and Tourist
Association;
-Water supply projects;
~Assistance to craft vendors in highly-traveled tourism
areas;
-Tourism data collection; and
-Training for tourism personnel.
-The Mission in Jamaica is proposing to finance a
Protected Areas Resource Conservation (PARC) Project for
threatened terrestrial and marine resources. The project
is designed to respond to the serious danger resource
degradation poses to natural habitats which in turn
impact socio-economic development in the country's urban
centers and adversely affect tourism,.

In Belize, an ongoing project with the World Wildlife Fund 1s
aimed at establishing and managing the Hol Chan Marine
Park. The project includes the-implementation of a
management plan for -the-Park that .will. preserve its
incredible natural--diversity, -and allow .well-managed .. .
tourism and fishing in the Belize Barrier Reef. This reef
is the most extensive and complex coral reef system in
the Atlantic and is exceeded in size only by Australia's
Great Barrier Reef.



In Costa Rica, park guards will be trained in five national
parks to increase their understanding of the wide range
of characteristics found in each locale and to interpret
those features for visitors.

Also in Costa Rica, the National Park Service and the
Caribbean Conservation Corporation will be supported to
train park guards as tourist guides in the Tortuguero
Park, enabling them to disseminate sound ecological
information on the lowland forests, estuaries and sea
turtle nesting beaches found there.

In Costa Rica, Belize, Dominica, Ecuador and Mexico, a
continuing project with the World Wildlife Fund 1is
assessing the economic and environmental 1impacts of
nature-related tourism in those countries. The study
emphasizes the importance of environmental sustainability
as an essential component in the growth of this type of
tourism, and it promotes policies that integrate tourism
with wildlands protection and rural development.

RHANSEN:5/3/88:4089Q



THE CARIBBEAN GROUP FOR COQPERATION IN ECONOMIC DEVELOPMENT
(CGCED)

The Caribbean Group for Cooperation in Economic Development
(CGCED) is a mechanism to coordinate and strengthen external
assistance to the Caribbean countries to meet their immediate
financial needs and to improve their long term development
prospects. Plenary meetings of all donor and recipient

countries take place every 18 months at World Bank Headquarters

in Washington, D.C. The next plenary meeting is scheduled for
ipril 23 - 27, 1990. 1In addition, during the interim period there
are meetings of the Steering Committee, the Ad-Hoc Advisory
Committee, ana a Donors' Meeting in Paris immediately prior to the
plenary meeting.

Created in December 1977 under the sponsorship of the World Bank
(IBRD), in association with the Inter-American Development Bank
(IDB), the Caribbean Development Bank (CDB), and the International
Monetary Fund (IMF), the Group has been successful in increasing
the flow of both development assistance and short term,
rapidly-disbursirg, balance of payments support to the region.
The recipient member countries of the Caribbean Group, with

a total population of about 17.5 million, have received over

$8 billion in external capital flows since establishment of the
CGCED in 1977. This has included conventional project financing,
foreign exchange for essential imports, and through use of local
currency denerated by the financing of these imports, the
financing of the local costs of development projects and
programs. The United States has been a strong supporter of the
CGCED since its inception.
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