
.. ,.., 3 i: 
._) , . . 

I r. , ,-J , . . . A.I.D. EVALUATION SUMMARY - PART I 4 -., 
1. BEFOFIE F u u M  OUT TnS FOFIM. 5 

NSTRUCTWUS. 
2. W E  LETTER OUAUN TYPE, NOT ' 

- - ~ -  - 

P r o k t  No. 

538-0141-02 

538-0141-03 

538-0141-01 

538-0096 

I D E N T I F I C A T I O N  D A T A  

Dominica Structural Adjustment 
Program I 

A. Raporling A.I.D. Unlt: RKCRAM 

Misrim or AlDlW Offlce RDO/C 
(~!S85;3%-%- O /  1 

1 Dominica Structural Adjustment 
Program I1 

Grenada Structural Adjustment 
Program 

PEiPP Policy Reform Component 

0. ~ c t l v l t y  or  Acrlvlller Evaluated (Urt th .  roliowtng M a n u l b n  (a -(a) w pmglwnlr) o m l w t d :  t i  fId .pplkrm, llrt IH 
U.I~.lbn ar. 1 

8. War Evalu8tlon Scheduled In Current FY 
Annual Evaluatlon Plant 

Ye* Slgp.d 0 Ad Hoe 0 
Evlluatkm Urn b~bmhsion Date: FY 90 0 & 

Rrnned LOP 
Cost (000) 

C. Eva 

~ n t e r h  

PQI 

1 I i I 
A C T I O N S  

Clearances: 

- . -  - 

A/C/PRM/ECON:Nick Mariani 

A/D/DIR: John Wooten 

.. 
J. Action D e c i r l o a o n N U  -tar 

Actlon(8) Requlred 

latlon Timing 

Name of Officer Re- 
rpon8Ible for Action 

$1.5 mil 

$1.642 mil 

$5.0 mil 

$2.5 mil 

Dare Actkm 
to k Completed 

1 tAt l ren  enlrr s n n l l d  rueus.yl 
A P P R O V A L S  I 

F. Date 01  Ml r r lon  Or AlDlW Olllce Review Of Evaluation: (Month) (Day) (Year) I 
0. Approvals o f  Evaluatlon Summary And Actlon Declrlonr: 

- 
- 

Nul*(TyPW 

Slgnatur 

0.10 

AlD1334-5 ( 1 0 6 7 J P ~  i " 1 
( 

Reprermtatlvm d 
BonomrlOl8ntro 

RojrttlProgrun offleer 

- 
Mary C. Ott, PRM 

. O K .  
/ o I r 4 ' + o  

Evatuation Offkmr Ml:r!on or AlDMl 
Offke Olrectw 

r 
Darwiz? Clarke A v o n  Williams 

- 
/JLuZLu 

(-1 W /  0 



RDO/C po!.icy reform programs cons i s t ed  mainly of t he  F i s c a l  Refonn Component of 
t h e  Pub l i c  Management and Pol icy  Planning P r o i c c t  (PMPP) and t h e  S t r u c t u r a l  
Adjustment Programs i n  Dominica and Grenada. The u l t i m a t e  o b j e c t i v e  of t h e  ~ ~ $ 2 . 5  
m i l l i o n  PMPP F i s c a l  Reform canponent was t o  c r e a t e  an environment t o  suppor t  p r i v a t e  
s e c t o r  growth i n  Grenada. 

Under t h e  Dominica S t r u c t u r a l  ~ d j u s t m e n t  Program I and 11, and t h e  Grenada 
S t r u c t u r a l  Adjustment Program t h e  t o t a l  of sum of ~ ~ $ 8 . 1 4 2  m i l l i o n  was au tho r i sed  f o r  
t h e  purpose of a s s i s t i n g  t h e  g o v e r m e n t s  of both c o u n t r i e s  i n  improving po l i cy  
planning c a p a b i l i t i e s ,  t he  governments ' f i n a n c i a l  management and encouraging p r i v a t e  
s e c t o r  growth. 

A t h r e e  person eva lua t ion  team found t h a t  A I D  used d i f f e r e n t  progrmming methods 
i n  approaching po l i cy  reforrn i n  each country. I n  Dominica A I D  focussed on improving 
an e x i s t i n g  system, whereas i n  Grenada i t  implemented new and d r a s t i c a l l y  d i f f e r e c t  
p o l i c i e s .  

Althougk. t h e  achievements of t he  Po l i cy  Reform were va r i ed  i n  each count ry ,  both 
Dominica and Grenada managed t o  reduce t h e i r  f i s c a l  d e f i c i t s  and experienced s t r o n g  
economic growth. 

Dominica experienced t h e  following:- 
*Increased e f f i c i e n c y  i n  t h e  admins t r a t ive  systems and procedures i n  t h e  customs and 
in l and  revenue department. 
*A t a x  s t r u c t u r e  with fewer and lower r a t e s  and a broader base, which gene ra t e s  more 
revenue. 
*Strong economic growth - increased  expor t s ,  reduced domest ic  borrowing, i nc reased  
a g r i c u l t u r a l  product ion were recorded.  
*Pr iva t e  S e c t o r  involvement increased  with a major boom i n  p r i v a t e  cons t ruc t ion  and 
p r i v a t e  a g r i c u l t u r a l  product ion.  

I n  Grenada va r ious  t a x  reforms were implemented, among them t h e  i n t r o d u c t i o n  of a 
Value Added Tax (VAT), i n  an e f f o r t  t o  c l o s e  a r e c u r r e n t  budget d e f i c i t ,  However, 
many problems were encountered with t h e  i n t r o d u c t i o n  of new t a x  reforms, and i t  d i d  
not  achieve success .  Among the  b a s i c  problems were: ( i )  The implementation was too  
rap id  - no t r ial ,  phase-in o r  t r a i n i n g .  ( i i )  Inadequate  bus iness  records  and t r a i n i n g  
of Government s t a f f .  To improve t h e  e f f i c i e n c y  of the  C i v i l  Serv ice  and t o  limit 
pub l i c  s e c t o r  wage i n c r e a s e s ,  a Manpower Cont ro l  and Monitoring Plan  was implemented. 

A l e s s o n  l ea rned  i s  t h a t  short- term t e c h n i c a l  a s s i s t a n c e  programs cannot be 
expected t o  s a t i s f y  long-term i n s t i t u t i o n - b u i l d i n g  needs, n o r  can t h e  assumption be 
made t h a t  achievements wiJ.1 be maintained.  It is  the re fo re  necessary t o  i n t roduce  a 
c i v i l  s e r v i c e  reform program designed t o  develop and main ta in  t h e  s k i l l s  of  
Government employees. 
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A.I.D. EVALUATION SUMMARY - PART II 

S U M M A R Y  
- - - - - 

J. Summary of Evaluation Fhdlngr. Conclurlonr and Reoomrnendatlons (Try not to exceed the three (3) pages provided) 
Addrear tho following Items: 

Purpose of avaluotlon and methodology used Prlnclpal recomrnendrtionr 
Purpose of actIvlty(Ies) evaluated Lesson8 Ioarned 

RD0/Cts policy reforms program mrrsisted mainly of the Fiscal Reform com- 
pmen t  of the Public Management and Policy Planning Project  (PMPP) and the 
S t ruc tura l  Adjustment Programs car r ied  in Dominica and Grenada. 

Rndlngr and conclurlonr (relate to questlona) 

The Fiscal  Reform Component was designed to im~rove  the  eff ic iency of 
government operations, c lose  a recurrent  budget d e f i c i t ,  increase revenues and 
improve economic incentives.  The ult imate objective was the  creation of an 
environment t h a t  would support the growth oE a dynamic pr ivate  sec tor .  

Mlrslon or Offlco: 

RDO/C , PROGRAM 

In order t o  achieve the above, income taxes were eliminated, new VAT and 
property taxes were introduced. The basic  assumpti~n was tha t  by not  taxing 
incomes production and emplo_vmm t would be encouraged, while consumption would 
be taxed and therefore discouraged. 

The purpose of the S t ruc tura l  Ad justmen t Programs was t o  a s s i s t  in the ongoing 
s t r u c t u r a l  ad justmen t reform i n i t i a t i v e s  in Dominica and Grenada. These 
i n i t i a t i v e s  were aimed a t  improving the  governments' policy planning and 
f i nanc i a l  manayemen t capab i l i t i e s  a s  well a s  a t  encouraging pr iva te  sec tor  
growth. 

Omto Thlr Summary Prepared: 

OCTOBER 1990 

The purpose of t h i s  evaluation was to: 

Tltle And Date Of Full Ev8luatlon Report: 
Impact E v a l u a t i o n  of A I D  P o l i c y  Reform 
Programs ia Dominica & Grenada- J a n .  1990 

a )  assess  AID'S  prcyress in reaching its objective of supporting improved 
developing country economic po l ic ies ;  

b) help  focus A I D  management a t ten t ion  on the programming and management 
i s sues  of policy reform. 

The Eyaluatim was conduzted by a three-person team comprising Mr. Joseph 
Lieberson, CDIE/PPC, Mr. Donald Bowles, the American University and Mr. LeRoy 
Roach, Minis t r y  of Financd and Planning, Barbados. The Evaluation methodology 
included v i s i t s  t o  O K .  a and Grenada, in te r  views with key government 
o f f i c i a l s  and RDO/C Pro je r t  s t a f f .  

A I D  used d i f f e r en t  progmming methods i n  approaching policy reform in each 
country. In Dominica A I D  focussed on inproving an ex is t ing  system, whereas in 
Grenada i t  implemented new and d r a s t i c a l l y  d i f f e r en t  po l ic ies .  

The Evaluators conclusions a r e  as follows : 

1) In the  case of Grenada the  reforms did  succeed in reducing the  d e f i c i t  and 
ra i s ing  needed revenue. However the economic benef i ts  of the new taxes 
were no t  f u l l y  achieved because of s t ruc tu ra l  and implementation problems 
such as:  
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. 
S U M M A R Y (Continued) 

- The tax changes were too d r a s t i c  and implemenked too rapidly.  

- The education process needed pr ior  t o  the implementation of the  new tax 
was s t a r t e d  long a f t e r .  The personnel t o  implement the new VAT were too 
few in number and inadequately trained.  

- A continual s e r i e s  of changes in  the  VAT r egu la t im  created confusion 
and uncertainty f o r  p r iva te  en te rpr i se .  

- The VAT was regressive and lacked investment incentives. 

2 )  The policy ref, cm program concentrated on the development of new taxes, 
f a i l i n g  t o  r ea l i ze  t h a t  the  Government of Grenada lacked the  capacity t o  
administer the  old taxes, furthermore i n s t i t u t e  unfamiliar new tax 
procedures. 

3 )  Insp i te  of the problem encountered with t h e  VAT which hindered the 
program a t t a in ing  its f u l l  p t e n t i a l ,  i t  allowed the Government t o  re ta in  
pr ice  controls  on a l imited number of consumer items and some e s sen t i a l  
items were not sub jec t  t o  VAT. 

4 )  Through the  introduction of the  VAT, higher income individuals and 
corporations were paying lower taxes on t he i r  incomes, whereas lower 
income groups, previously exempt from taxation,  were now taxed. Although 
the tax reform had a reverse equi ty  tilt, the leve ls  of welfare and income 
increased f o r  a l l  income groups; and there  is not evidence t o  suggest t h a t  
the AID-supported reform program resulted in undue hardship t o  the  poor. 

5 )  Although the  achievements of the  Policy Reform were varied in each 
country, both Dominica and Grenada managed t o  reduce t he i r  f i s c a l  def kits 
and experienced s t rong  economic growth. 

6 )  In Dominica AID,  through the Structural  Adjustment Program, provided 
technical  ass is tance,  t ra in ing  and computers thus increasing the 
eff ic iency i n  the  administrat ive systems and procedures in  t h e  Customs and 
Inland Revenue Department. It a l so  ass i s ted  in implementing a tax 
s t ruc tu re  with fewer and iower ra tes ,  which provided good econanic 
incentives and raised subs tan t ia l  revenues. 

7 )  Under the C i v i l  Service Reform, s taff  numbers were s l i g h t l y  reduced by 
reorganizing functions and no t  f i l l i n g  vacancies. The public s ec to r  wage 
increases were r e s t r i c t ed  and automatic c i v i l  service  wage increases were 
eliminated. 

8)  Dominica experienced s t rong economic growth through increased exports and 
reduced domes tic borrowing. The Agricultural  sec tor  a l s o  recorded 
increases i n  production. A s  a r e su l t  of t he  now simpli f ied tax s t ruc ture ,  
along w i t h  a publ ic  in£ ras  t ructure  investment program, t h e  Government 
created an environment f o r  p r iva te  s ec to r  growth. 

9 )  To improve the  e f f ic iency  of the C iv i l  Service, a d r a s t i c  retrenchment 
plan was implemented in Grenada. However, it did no t  have the  desired 
e f f ec t ,  instead the  more s k i l l e d  and senior  personnel in  the government 
service  departed, and it required expensive severance payments. A s  a 
r e s u l t  Government operations have suffered.  
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3 U M M A R Y (Contlnuad) 

1 0 )  P r i v a t e  investment and p r i v a t e  c o n s t r u c t i o n  a c t i v i t y  f l o u r i s h e d  i n  both 
coun t r i e s .  However, i n  Grenada, f u r t h e r  development ;!as hindered by the  
l a c k  of coherence and c o n t i n u i t y  i n  government p o l i c i e s ,  p a r t i c u l a r i y  t a x  
p o l i c i e s .  

11; With regard t o  t h e  S t r u c t u r a l  Adjustment programs, i t  is apparent  t h a t  a 
short-term t e c h n i c a l  a s s i s t a n c e  program cannot be expected t o  s a t i s f y  
long-term i n s  t i  tu t ion-bui ld ing  'needs, n o r  can t h e  assumption be made t h a t  
achievements w i l l  be maintained.  It is t h e r e f o r e  necessary t o  i n t roduce  
c i v i l  s e r v i c e  reform programs designed t o  develop and main ta in  t h e  s k i l l s  
of Government employees. S t a f f  c a p a b i l i t i e s  must be maintained and 
upgraded, otherwise e f f i c i e n c y  and e f f e c t i v e n e s s  w i l l  d ec l ine .  

Lessons Learned 

The fo l lowing  l e s sons  have been noted by t h e  Evalua tors :  

Crea t ing  new t a x  p o l i c i e s  is not  the s o l u t i o n  t o  t h e  problem of a weak t ax  
i n s t i t u t i o n .  

T r a d i t i o n a l  VAT system is u n l i k e l y  t o  succeed where t a x  admin i s t r a t i on  i s  
weak and no proper  accounting records  a r e  a v a i l a b l e .  

S t a f f  educa t ion  and t h e  mob i l i za t ion  of p u b l i c  suppor t  f o r  po l icy  reforms 
a r e  c r i t i c a l  t o  succes s  a s  t he  t e c h n i c a l  soundness of t he  programs. 

A phased and s e q u e n t i a l  technique r e p r e s e n t s  a b e t t e r  t a c t i c a l  approach 
than  a major overhaul  of t h e  tax  system. 

The U.S. can encourage b e t t e r  developing country performance and achieve 
b e t t e r  t e c h n i c a l  balance i f  t h e  country r ece ives  multi-donor support .  

AID should n o t  assume t h a t  developing c o u n t r i e s  s h a r e  i t s  view of t he  
e f f i c i e n c y  of t h e  p r i v a t e  s e c t o r .  

When A I D  i s  a major donor,  i t  should guard a g a i n s t  t he  development of a 
c l i e n t - s t a t e  m e n t a l i t y  of dependency i n  the  r e c i p i e n t  country. 

When bu i ld ing  p o l i c y  and i n s t i t u t i o n a l  c a p a c i t y ,  AID needs t o  t h ink  beyond 
the  s tandard  p r o j e c t  l i f e  of 4 o r  5 yea r s  t o  poss ib ly  6 t o  1 0  years .  



A T T A C H M E N T S  

Impact Eva lua t ion  of A I D  Pol icy  Reform Programs i n  Dominica and Grenada - A I D  
Impact Eva lua t ion  Report No. 72 

C O M M E N T S  

IDIW Office m d o w s r l Q U D l t ,  On Full RemoR 

The Report was adequate  and fol lowed t h e  scope of work. I t  included 
in fo rma t ion  and recanmendations which were u s e f u l  f o r  new i n i t i a t i v e s  i n  both 
Dominica and Grenada. 

O v e r a l l ,  RDO/C agrees  with t h e  recanmendations and conc lus ions  of t he  
e v a l u a t i o n  r e p o r t .  We be l i eve  however, t h a t  t h e  d i f f e r e n c e s  between the  
Dominica and Grenada ca se s  were no t  as s t y l i z e d  a s  t h e  r e p o r t  would sugges t  i n  
t h e  s ense  t h a t  all went w e l l  i n  Dominica, while  i n  Grenada t h e  t a s k  of f i s c a l  
reform encountered o b s t a c l e s .  The s p e c i a l  c i rcumstances sur rounding  the 1983 
U.S. i n t e r v e n t i o n  i n  Grenada and the  subsequent e f f o r t  t o  r e o r i e n t  t he  economy 
t o  p r i v a t e  markets  made Grenada a much more d i f f i c u l t  environment t o  achieve 
reform. 


