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TO BE TAKEN FPROM!

Economic Support Fund (ESF)

9., APPROVAL REQUEBTED FOR COMMITMENT OF:
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,000,000
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V0. APPROPRIATION = ALLOTMENT

LESA-83-35532-KL31

1. TYPE FUNDING

FJLoan TeranT

12. LOCAL CURRENCY ARRANGEMENT
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3. EBTIMATED PELIVERY PULRIOD

FY 1983

DAYER

14. TRANGACTION ELIGIDILITY

10, COMMODITIES FINANCRD

16. PEAMITTED SOURCE

17. §3TIMATED BOWRCE

U.S. enly: 25,000,000 U.5.: 25,000,000
Limited F.W,: Industrialized Countrias:
Free World: Local:

Cash: Othker:

18, SUMMARY DESCRIPTION

emplioyment, and exports,

The proposed $25 mil

lion loan will (a) provide immediate
balanne-of-payments support to Jamaica; and (b) further stimulate production,

Conditions precedent to disbursement will be receipt of

evidence satisfactory to AID that: (1) the loan agreement executed on behalf of the

Rorrower constitutes a legally

binding obligation of the Borrower; (2) a person(s) has

been appointed to act as authorized representative(s) of the Borrower; (3) the Borrower

is in substantial compliance with the terms and conditlons
its Extended Fund Facility of

Loan o

Bank; and (4) the Government of Jamaica (GOJ) will agree in writing that,

of the date of the signing of the Loan Agreement,

necessary regulations to authorize commercial banks to:
exchange in time accounts; (b) pay interest in foreign exchange on such accounts at

rates determined by the banks; and (c)

maturity,

The Borrower will also agree to a number of covenants, including;

established for Joamaica under
the IMF and the Structural Adjustment

f the World
within 60 days

it will promulgate a plan and all

(a) accept deposits of foreign

redeem such accounts in whole or in part, at

(1) to =

in the currency in which the deposits werc originally denominated.

stablish, upon

disbursement of the loan, a local currency special account at the Bank of Jamaica in an
amount equivalent to the loan pruceeds, to bz used for such activities as may be agreed
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upon between the parties and 1s consistent with our overall assistance program; (2) to
allocate foreign exchange for the importation of spare parts, capital goods, and
industrial and agricultural inputs from the U.S. in an amount at least equivalent to’ the
loan over a one-year period; (3) to provide the AID Mission with coples of all official
data and internal projections reievant to requests for assistance and performance testg;
(4) tc prepare within three months of the date of this agreement an action program fo.
divestment of publicly owned enterprises; (5) to encourage and assist the team of tax -
consultants, under the USAID/Board of Revenue Project during Jamaica JFY 1983-84, to
establish contact and engage in consultative discussions with key GOJ officials and
representatives of the public at large, and the private sector in particular; (6) to
present to USAID/Jamaica a summary, within 90 days of the date of this agreement, of
actions proposed to increase competition in areas of activity in which External
Marketing Organizations (EMOs) and the Jamaica Commodity Trading Company (JCTC) are now
engaged: (7) to review, within 120 days of the signing of this agreement, the roles,
responslibilities and practices of public sector agencies involved in investment
promotion, and to complete within 90 days of this review and action plan to simplify,
consolidate, and coordinate the elements of the investment promotion function and
implement this plan not later than March 31, 1984, )

The terms of this loan will be 20 years with a 10-year grace period at an interest rate
of 2 percent during the grace period and 3 percent thereafter.
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FOR LAC/GR: R. WHELDEN AND R. BURKE; GC/LAC: R. HEIGHAN
B0, 17356: W/A

SUBJLCT: PAAD FOR P & E 111 SUPPLEMENTAL LOAN, $32-0096

FEF: KINGSTOR £1227

PAAD FACESHIET
LOAN KO, 932-K-022,
JHHAICA
CASH TRAHSFER
0aTE)
10: H. PETER MCPHERSON, A/AID
OYB CHANGE NO.
FROH:  OT10 J. REICH, AA/LAC
ECCHOMIC SUPPORT FUND (ESF)
124,000, 000

. BLANK

. LoAH

1HFORHAL

FY 83

. DATE OF AUTHORIZATION

. BLANK

. U.S. OuLY $25,c0C, 00D

. U.S. 375,000,000

. SUNMMARY DESCRIPTION:

0 ) O e o R e D

- e e e e = e - D
0 ~3 ON U s W R - BT

1. THE PROPOSEO $29 MILLIOH CASH TRANSFER VILL (&)
PROVIDE 1HMEDIATE BALANCE -OF -PAYHENTS SUPPORT T0
JAMAIGA; ARD (B) FUPTHER STIMULATE PRODUCTION, [HPLOY-
HENT, AND EXPORTS. CONDITIONS PRLCEDENT TO DISBURSE-
MENT WILL BE RECEIPT OF EVIBINCE SATISFACTORY TO AID
THAT (1) THE LOAN AGREEHMENT EXECUTID ON REHALF OF THE
BORROWER COMZI{TUTES & LEGALLY BINDING OBL IGATION OF
THE BORROWER, (2} A& PERSON(S) HAS BEER APPOINTID 10
ACT AS RUTHORIZEC REPRESEMTATIVE (5} OF THE BORROWER,
3)  THE BORROWER 15 (N SUBSTANTIAL COHPL IAHCE WITH
TARGFTS ESTABLISHED FOR JAMAICA UHDER THE EXTEHDED
FUND FACILITY OF THE INTERMATIOHAL HONETARY FURD AND
THE STRUCTURAL ADJUSTHENT LOAN OF THE WORLD BAHK AND
14)  THE GOVIRMHENT OF JAHAICA WILL AGREE IN URITING
THAT, WITHIN 0 DAYS OF THE DATE OF SIGHIMAG OF THE
LGN AGREEMENT, |1 WitL EXAMINE THE FEASICILITY OF
AND IF FEASIELE, MILL PROMULGATE A PLAN AND ALL
HECESSARY REGULATIONS TO AUTHORIZE COHHERCIAL BANKS
10: {6} ACCLPY DEPOSITS OF FOREIGN EXCHANGE (N TIHL
ACCOUNTS; (B) TO PAY JNTEREST IN FORCIGN [XCHANGE ONM
SUCH ACCOUNTS 4T RATES DETERMINED BY THE DANKS; AND
(C) 10 R{OELM SUCH ACCOUNTS IN WHOLE OR IH PART, Al
HATURITY, 1IN YKL CURREHCY IH WHICH THE OEPOSITS WER(L
ORIGINALLY DENGHINATLO,

onk -

5399 0e1916 ALBYASY

T P

LADP -3 PPCE-01  PDPR ) PIPB-0) GC-DY
1HSY-0%

INCOMING
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KINGLY @04 UL Of 2% yumvil 5354
9. T BORROVEH Will AGREL TO A NURKELR OF COVEHANTS,
WHICKH VILL BE [NCLUBIO tn VAL LU ALRELREHT, $HCIUD-
PNG: (1) TO ESTABEISH A [OCAE CURRINCY LPECIAL
AGCOUNT AT YHE WANK OF JhHAICA, HPON DISYURLIHENT Of
YHE LORK, TN AN ARMOUIE FOMIVALENT 15 THE LOM PROCEEDS,
WUICH AROUNT SHALL BF ustD (01 SUCH ASTIVITH S AL BAY
BE AGHLED UPOM BETWEEN THE PaRTIES,;  42) 16 ALLOCAYE
FOREILN EXCHANGE FOR THE THPONTATION OF SPARE PARYS,
CAPITAL GOOD5, AND IHDUSTREAL AHD AGRICULTURAL INPUT
FROM THE U.5. IN AN AHOUNT AT LEAST EQUIVAIENT TO THE
LOAN OV[R A ONE-YEAR PERi0D; (3) "19 PROVIGL THE AID

" HISSION WITH COPIES OF ALL OFFICYAL DATA AND INTERHAL

PROJECTIONS RELEVANT TO REQUELTS FOR ASSISTANCE AND
PERFORHANCE TESTS; TO INCLUDE, BUT NOT LIHIED TO:
DETAILED BALAHCE OF PAYMENTS DATA AND PROJECTIONS;
ANNUAL PUBLIC SECTOR BUDGET RECEIPTS, OUTLAYS AND
PROJECTIONS tAND REVISIONS); WEEKLY CABLE DATA PUR-
SUANT TO THE EFF WITH THE IHF; NATIONAL ACCOUNTS
PROJECTIONS #MD SPECIAL STUDIES; ALL DATA RND DOCU-
HENTS PREFARED FOR CONSULTATIONS AND REVIEWS OF GOJ
PLRFORHANCE UNDER THE HF AND 1BRD PROGRAMS;

(4)  THE GOVERRMENT Will, WITHIN THREE HONTHS OF THE
DATE OF THIS AGREEMEHT, PREPARE Al ACTIO0H PROGRAM FOR
DIVESTHENT Of PUBLICLY OWHED [HIERPRISES, LISTING BY
HAHE THT ENTERPRISES THD GOVERNHENMT WiLl SEE 10
DYVEST ON REASONABLE TERMS, N EACH FISCAL YEAR FRON
1983-234 TO 1585-86, THE MECHANISH FOR ACCOHPL ISHIKG
YHE DIVESTHENT, AND THE FORK OF THE OIVESTHENT (i€,
SALE OR LEASE); (5} "DURING JFY 1933-84 THE GOVERRALNT
WILL [HCOURAGL AND ASSEST THE TEAH OF TAX CONSULTANTS
UNDLR TH[ USKID/BOARD Cf REVENUE FROJECT, T0 ESTAB-
LICK CONTACT AMD ENGAGE [N CONSULTATIVE O1SCUSSIONS
WITH KEY G.0.J. OFFICIALS AND W(TH THE BROAD CROSS
SECTICN OF ORGAHIZATIONS ANHD ASSOCIATIOHS REPRESENTA-
YIVE CF THE PUBLIC AT LARGE, AND THE PRIVATE CELTOR
iH PERTICULAR; (B) WITHIN 9C DAYS OF THIS AGRELMENT,
THE GOVERNMEHT OF JAMAICA WiLL PRESENT T0 USAIO/

0839706 AIDSA9)
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FOR LAC/DR: R. WHELDEH AND R, BURKE; GC/LAC: R, HEIGHAN

E.0. 123%6: N/A
SUBJECT: PAAD FOR P & E [11 SUPPLEHENTAL LOAN, 332-0096

.JAHAICA A SUHNARY DF ACTIONS PROPOSED TO IHCREASE
‘COMPETYTION IN AREAS OF ACTIVITY iN WHICH EXTERNAL
HARKETING ORCANIZATIONS (EMO) AND THE JAHAICA COMHODITY
TRADING COHPARY (JCTC) ARE NOW ENGAGED; (7} MITHIN
120 DAYS OF THIS AGREEMENT THE GOVERNHENT OF JAMAICA
WILL PRESEKT TO USAID A REVIEW OF THE ROLES, RESPOH-
SIBILITIES AND PRACTICES OF PUBLIC SECTOR AGENCIES
IHVOLVED iK (HVESTHENT PROMOTION. WITHIN S0 DAYS OF
SUBHISSION OF ThE REVIEW, AN ACTION PLAR TO SIMPLIFY,
CONSOL IDATE, AND COORDIMATE THE ELEMENTS OF THE
IHYESTHENT PROMOTION FUNCTION WILL BE COHMPLETED: THIS
PLAH MILL BE IMPLEMENTED HOT LATER THAN HARCH 31, 1908,

—~  THE TERMS OF THIS LOAH WilLlL BE 28 YEARS WITH A
10-YEAR GRACE PERIDD AT AM INTERESY RATE OF 2 PERCENT
DURING THE GRACE PERIOD ANL 3 PEACENT THEREAFTER.

© 8. AGTION HEHO FOR THE ADHIMISTRATOR:

~  SUBJECT: PROGRAM ASSISTANCE APPROVAL DOCUHENT
(PAAD} JAMAICA PRODUCTION AND EHPLOYHENWT
{11 PROGRAM SUPPLEHMEXT

PROBLEH: YOUR APPROVAL iS REQUIRED 'TO AUTHORIZE AN
‘ADDITIOHAL $2% HILLION CASH TRAMSFER TO JAHAICA FROH
ECOKOHIC SUPPORT FUNDS (ESF)

BACKGROUND: FOUR PREVIOUS, SINILAR ESF CASH TRANSFER
LOANS OF S48, $38, $58 AND 3525 HILLION RESPECTIVELY,
HAVE BEEN APPROVED BY THE LAC BUREAU SINCE JANUARY,
1981, THESE LOANS WERE DESIGNED TO HELP REDUCE THE
FOREIGN EXCHANGE SHORTFALL IN JAHAICA AND PROVIDE
ADDITIONAL RESOURCES SO THAT THE GOJ COULD EHBARK
UPOK AM ECONOMIC REVITALIZATION PROGRAH WHICH WOULO
HELP REPLACE OLO FACIORY EQUIPHMENT WITH NEW MACHINERY,
‘PROVIDE SPARE PARTS, AND FINANCE CAPITAL GOOQDS TO
EXPANO THE ECONOMY. IN SO DOING, THESE PROGRAHS

WERE INTENDED 70 HELP HOVE JAMAICA FROH AN IHPQRT
SUBSTITUTION TO AN EXPORT ORIENTED ECONOHY, N
ADDITION TO THESE FUNDS, $3.8 HILLION {H ESF AND .
$1.8 HILLION iH DA GRANT FUNDS HAVE BEEN PROVIDED

FOR THE TECHNICAL CONSULTANTS AND YRAINING PROJECT
$32-8079) WHICH IS BEING USED TO MEET TECHNICAL
ASSISTANCE AND TRAINING NEEDS RELATED TO THE

ECOMOHIC RECOVERY PROGRAM., AN ADDITIONAL 32 HilLLION
IS BEING CONSIOERED FOR THIS SUCCESSFUL, IHHMLIOIATE

Department of State

INCOMING
TELEGRAM

KINGST @2184 02 OF 1% 1001181 5442 083978 AIDSS89
IPACT PROGRAK.

DISCUSSIOH: THE GOVERNMENY OF JAHAICA HAS REGUESTED A
§2%, 8 HILLION SUPPLEHENT TO ITS FY 1983 ESF LOAH

0, $32-K-~§268), THIS WILL BRING FY 1983 ESF LOANS

TO JAHAICA TO A TOTAL OF $58.8 HILLION. THE ORIGINAL
LOAH HAS DISBURSED ON DECEHBER 21, 19-.. AS WAS
ANTICIPATED AT THAT TIHE, THE PRESENT LOAN IS URGEHTLY
REEDED TO ASSIST THE GOVERNHENT IN HEETIHG 118

PAYHENT OBLIGATIONS WITHOUT FALLING INTO ARREARS. THE
GOVERNHENT ALSO FACES ON HARCH 31, YEAR-END TESTS OF
PERFORHANCE UNDER THE TERNS OF 1TS EXTENDED FUND -
FACILITY (EFF) WITK THE INTERNATIONAL MONETARY FUND.
AT THE PRESEMT, HET SHORT-TERM FOREIGN DEBT OF THE
BANK OF JAMAICA IS APPROXIHATELY $84 HILLION 1M
EXCESS OF THE CEILING UNDER THE IHF AGREEMERT. THERE
1S A VERY REAL POSSIBILITY THAT THIS DEBT WillL REHA!N
ABOVE THE CEILING OH THE TEST DATE.

PREVIOUS PAADS, AS WELL AS THIS OHE, HAVE BEEN PRE-
PARED |M CONJUNCTIOR WITH THE 'HF PROGRAM AND WITH THE
18RD’S STRUCTURAL ADJUSTHEMT LOAN (SAL! TO THE GOVERH=
HEKT. THE CONDITIONS PROPOSED FOR THiS LOAH SUPPORT
AHD COHPLEHENT THE CORDITIONS OF THE IHF ARD 1BRD
PROGRAHS. TO DATE, THE GOVERMHEMT HAS PASSED THE
PERIODIC REVIEWS OF PERFORMANCE UNDER TROSE PROGRAHS
OX FEBRUARY 17, 1883, USAID/JAHAICA TONOUCTED THE
FIRST OF TS QUARTERLY REVIEWS MITH THE GOVERNHENT,

OH PERFORMANCE UHDER THE TERRS OF USG, AS VMELL AS IHF
AHD IBRD, ASSISTANCE PROGRAHS. THE HISSION WAS
PLEASED WITH THE GUTCOHE OF THAT RCVIEW AS MWELL.
HEVERTHELESS, THEL GOVERNHENT HAS FOUND T PROGRESS-
IVELY HORE OIFFICULT TO STAY WITHIN THE GUIDELINES

OF THE INF AND 1BRD PROGRAMS. SINCE 1T BECAHE EVI-
DERT THAT THE DEPRESSION OF THE WORLD HARKET FOR
BAUXITE AKD ALUMIKA WOULD BE LONGER AND DEEPER THAN
HAD BEEM ANTICIPATED, IT HAS BEEN CLEAR THAT THE
PERFORRANCE TARGETS WOULD BE EXCEEDINGLY DIFFICULT
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FOR LAC/DR: R. WHELDCHN AHD R. BURKE; GC/LAGC: R. HEIGHAN

£.0. 12356 N/A
SUBJCCT: PAAD FOR P & £ (11 SUPPLERENTAL LOAN, 532-0086

10 MEET. THE TARGETS WERE BLSED OH PROJECTIQHS OF
EXTERNAL CONDITIONS THAT DID KOT ARVICIPATE THE
CONTRACTION.

THE GOVERNHMEMT HAS HADE SOHE IHPORTANT PROGRESS IN
HOVIHG AWAY FROGH THE INPORT-SUBSTITUTION STRATEGY
OF THE WINETEEN SEVENTIES, TOWARD 115 OWM GOAL OF
EXPORT ORVENTED GROWTH. THERE ARE MANY POLICY AD-
JUSTHERTS THAT ARE STILL WEEDED, AND THE DECLINE

OF BAUXITE AND ALUMINA EARNINGS HAS LED TO HEASURES
THAT ARE ANTITHETICAL 10 PRIVATE SECIOR-LED EXPORT
GROWTH.  THE HISSION 15 HONITDRING DEVELOPHENTS
CLOSELY AND 1S HAKING EFFECTIVE USE OF THE POLICY
DIALOGUE TO URGE ADHERENCE TO THE GOALS AND METHODS
OF THE ORIGINAL ECONOMIC RECOVERY PROGRAM

THE GOVERNHENT APPEARS 10 BE IN SUBSTAKTIAL, {F HOT,
PERFECT COMPLIANCE WiTH THE TERMS AND COHDITIONS OF

(TS AGREEMERTS WITH THE IHF AKD (BRD. GIVEN THE
GOVERNHENT'S COHTINUED COMMITHENT 10 THE SPIRIT OF

ITS ORIGINAL ECOMOMIC RECOVERY PROGRAM, OUR COMTINUED
SUPPORT OF THE GOVERLHENT AFFORDS THL OPPORIURITY 10
ENCOURAGE AND INFLUENCE THE DIFFICULT ECONOHIC POLICY
CHOICES THAT ARE ESSENTIAL TO LONG-TERH ECOHOHIC GROVIH.

RECOHHEROATION:  THAT YOU SIGN THE ATTACHED PRAD FACE-
SHEET AUTHORIZING 12% MILLION FOR THE SUPPLEMENT TO
THE JAHAICAN PRODUCTION AND [HPLOYHEHT il PROGRAH

I. RECOHHEHDATION RND SUMHMARY:
- A, RECOMIENDATION:

- tT IS RECOMMINDED THAT THE ADWMINISTRATOR OF
- AID AUTHORIZIE A LOAN FRCH THE ECONOMIC

- SUPPORT FUND OF $25.8 HILLION TO PROVIDE
- BALANCE OF PAYMENTS ASSISTANCE TO THE

- GOVERHHENT OF JAMAICA (004}

- B, SUHHARY JUSTIFICATION:

- THE 604 15 FACED WITH AN ENORMOUS BALANCE OF
- PAYHENTS GAP. IT IS CURREHTLY IHPLEHENT MG

- THE EXTENDEO #UND FACILETY LEFF) AGREEHENT

- WITH THE |.H.F. UNDER THIS AGREELMENT THE (OJ
- IS FGLEOWING AN fCOROMIC RECOVERY PROGRAH

c.

INCUMING
TELEGRAM

KIHGLE  B7104 03 OF 1% 100118/ S441 181487 nIDLLDE
AFHED TOMARD DEVILOFRENT OF THE PRIVAIE
SECIOK, WHILE ML ML 1% FROVIDENY ASLESTANCE
10 it (W THE FERANC I HG O THE Wil hHCL OF
PAYHINIS GRP DESPUIE LFIORTS O 1HE GOVEHN-
HEHY, 17 AFPDARS THAT THE IWF VaRoET FOR BET
FORLIGH ASLETSL MaY NOV DL HEL AT TH BANCK 3
ROVIEW.  THE GOJ 15 GOHMITTEE 1O THE PROGRAN
OF {CONOHIC RECOVERY BUT CONTINMES 10 OF
CONLIRAINED BY THE LACK OF FORLIGH £ XCHANGE
RESOURCLS HECDED 10 PURCHALE ESSENTIAL RAW
HATTRIALS AND CAPITAL GOODL AND 10 SERVICE
115 L&AGE CXTERMAL OEBT. THE PROPOZED AID
PROGRAM WILL HELP 10 RELAX THE DALANCE OF
PAYHCMYS CONSTRAINT.

THE HISSION ARD LAC BUREAU HAVE GETERMINED
THAT ESF ASTISTANCE 1S THE HOST APPROPRIATE
ATD HECHANISH 10 RDDRESS THE BALANCE OF PAY-
HENTS PROBLEH AND TO RESPOND OUICALY TO THE
URGENT NETD FOR FOREIGH EXCHANGE A CuSH
TRANSFER 12 RECOMNMENOER BECAUSE OF THE NEED
10 ACCELCAATE DILBURSEHENTS.  THE LERIOUS
ECONONIC CRCUMSTANCES FACING THE GOVERNHENT
NECESSITATF A RAPID DISBURSTHENT Of U.S.
DOLLARS WHICK CAH BECT BC PROVIDED USING THE
CASK TRANSFER HECHARISH

SUMNARY COHDITIONS AND COVEHANTS:

(1) LENDIHG TERHS AND INTEREST RATE: THE
BORROWER WILL REPAY THE LOAN TO £.1.D. iM
U.S. DOLLARS WITHIN TWENTY {20} YCARS FROH
THE DATE of 'TIRST DISBURSEKENT INCLUDING A
GRACE PERIOD OF HOT TO EXCEED TEN 11Q) YEARS.
THE BORROWIR Will °AY INWTERCST AV THE RATE OF
7 PERCENT PER ANNUIY QURING THE GRACE PERIOD
AHD 3 PERCEIMT THERCAFTER. INTEREST SHALL BE
PAYABLE SEMI-ANNUALLY. THE FIRST PAYMENT OF
INTEREST SHALL BE DUE AND PAYABLE NO LATER
THAN SIX HONTHS AFTER DISBURSEHENT OF THE LOAM
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" GCLA-33 GCFL-B1 FM-B2 ES-B1 AAID-21 ClA-85 OMI-82 TRSY-8% - EXCHANGE ON SUCH ACCOUNTS AT RATES DETERHINED
RELO-BL TELE-BY HAST-B1 LACA-03 /841 A3 218 - BY THE BAMKS; AKD {C) TO REDEEHM SUCH ACCOUNTS
Lt ceremevesvemesansanaccecas - {H WHOLE OR IN PART, AT HATURITY, IN THE
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------------- ----307644 1981311 /62-39 ‘
0 1885222 HAR 83 - 1) COVENANTS: THE BORROWER WilL. COVEMANT
FH AMENBASSY KINGSTON - 10 THE EFFECT THAT: (A} USE OF A(D ASyIS- .
TU SECSTATE WASHOC INMEDIATE £8S52 : - TANGE WitL BE IN A HAHNED WHICH VILL NOT
: - CAUSE IHJURY OR THREAT THEREOF 1O THE PRODNC-
’ - _ TION, NMARKETING OR PRICING OF U.S. AGRICUL=
LIMITED OFF ICIAL USE SECTION B4 OF 15 KINGSTOM 02184 . TURAL CONHODITIES OR PRODUCTS; (B) TO ESTAD- N
. LIS A LOCAL CURREMWY SPECIAL ACCOUNT AT THE
AIDAC : . BANK OF JANAICA, UPOH DJSBURSEHEHT OF THE
- LOAR, 1N AN AHOUNT EQUIVALENT TG THE LOAN
FOR LAC/DR: R, VHELOEN AND R. BURKE; .GC/LAC: R. HEIGHAN - PROCEEDS, Vi ICH ANOUNT SHALL BE USED FOR SUCH
. ACTIVITIES AS HAY BE" AGREED UPON BETWIEW THE
E.0. 12356: H/A . - PARTIES; C) 1O ALLOCATE FOREIGN EXCHANGE
SUBJECT: FAAD FOR P & £ |11 SUPPLEHENTAL LOAN, $31-8895 - FOR THE IHPORTATION OF SPARE PARTS, CAPITAL
- GDODS, AHD INDUSTRIAL AND AGRICULTURAL INPUT
- {2)  REPAYNENT: THE BORROWER WILL REPAY THE - FROM THE U.S. 1K AN AFMOUNT AT LEAST EQU:VALEWT
- PRI ZIPAL WITHIK TWENTY (20 VEARS FROH THE =© " 70 THE LDAN OVER A ONE-YEAR PERIOD;
- DATE OF FIRST (AN DISBURSEMENT HERZUMDER IN - D) THE 6OJ AND USAID/J WILL COHDUCT
- APPROXIHATELY EQUAL SEMIANNUAL IKSYALLHENTS . - QUARTERLY REVIEWS OF PROGRESS UNDER THE
- OF PRINCIPAL AND INTEREST. THE FIRST INSTALL- . COMDITIONS OF U.S., (HF, AND WORLD BANK ASSIS-
- HENT OF PRINCIPAL SHALL BE PAYABLE HINE AWD . . TANGE; () |75 MINISTRY OF FINANCE V1.t
- ORE-HALF YEARS AFTER THE DATE OK MHICH THE - FURNSSH SEHI=ANHUAL REPORTS CERTIFYING THAT
- FIRST IKTEREST PAYHENT IS OUE. = - THE LOAH-FUNDED IHPORTS CAHE FROH THE U.S.,
- IHCLUDING THE MAHES OF THE SUPPLIER AND THE
- (3)  CONDITIONS PRECEDEHT TO DISBURSEMENT: - IHPORTING FIRHS, AND GIVING THE DATES OF
- PRIOR TO THE 325 HILLION OISBYURSEHENT UNDER - PURCHASE A:D A BRIEF DESCRIPTION OF THE GOODS
- THE LOAK, OR TO THE ISSUANCE BY A.1.D. OF - IRPORTED; (F) ALL REPORTS RELATIHG TO THE
- DOCUMENTATIOR PURSUANT TO WKICH THAT DISBURSE- . THREE PRIOR CASH TRANSFER/PROGRAH LGANS OUE
- HEWT WILL BE HADE, THE BORROWER WILL, EXCEPT - AT THE TIHE OF DISGURSENEHY WILL BE SUBHITTED
- AS THE PARTIES HAY OTHLRWISE AGREE Il WRITING, :
- FURNISH TO A, 1.D., IN FORM AND SUBSTAHCE

- SATISFACTORY TO A.}.0D.:

- === AN OPIH!OH BY THE ATTORNEY GZNERAL OF THE

- BORROWER, OR OTHER COUNSEL SATISFACTORY TO

- A 1.D., STATING THAT THE LOAN AGREEMENT HAS

- BEEN DULY AUTHORIZED AKD/OR RATIFIED 3Y, ANO

- EXECUTED ON BEKALF OF, THE BORROWER xND THAT

- IT CONSTITUTES A VALID ARD LEGALLY BINDING X

hid 0BLIGATIOK OF THE BORROWCR N ACCORDAMCE WiTH .
- ALL OF (TS TERMS.

- === A STATEHEHT SIGNEC 8Y THE GOJ OFFICIAL

- SIGNING THE LOAN AGREEMENT APPOINTIKG A

- HAHED PERSON OR FERSONS TQ ACT AS AUTHORILED
- REPRESENTATIVE (S) OF THE BORROWER FOR PHRPOSE
- 0F IMPLEMENTING THE LOAN AND REPRESEMTING AHD
- VARRANTING THAT SUGH PERSONS HAVE AUTHORITY TO
- SO AGT, TOGETHER WITK A SPECIHEK SIGHATURE OF
- EACH PERSON CERTIFIED AS TO ITS AUTHENTICITY.

- --- EVIDEHCE THAT THE BORROWER IS [N SUBSTAM~ -

- TIAL COHPLIANCE WITH THE CONDITIONS AND-TERHS .
- OF ITS EFF WITH THE INTERNATIONAL HOHETARY

- FUHD AND ITS STRUCTURAL ADJUSTHENT LOAK WITH

- THE WORLE BANK.

- -== & LETTER FROW AN APPROPRIATE OFFICIAL

- STATIKG THAT, WITHIN 68 DAYS OF THE DATE OF
- SIGNING OF THIS AGREEHEWT, THE GOJ Will

- EXAHIKE THE FEASIBILITY OF, AHO IF FEASIBLE,




I.)epartmen.l,

PAGE B1

KINGST 82184 B% €7 15 1801357 5499 0903888 AIDISI6
ACTION AID-88 '

ACTION OFFICE LADR-@3
INFO AALA=81 LACO-82 LADP-§) PPrCL-21 POPR-@1 PPPE-8) GC-BI
GELA-93 GCFL=8) FH-92 ES-81 AAID-B1 CIA-BY OHB-02 TRBY-8%
RELO-81 TELE-01 MAST-81 LACA-83 /841 A3 218
INFO OCT-BE  COPY-B1 INR-18 ClAE-80 EB-B8 ARA-D8  L-83
INRE-BE /873 W
------------------ 387173 1801471 /66 38

0 1080221 HAR 83
FH AHEHBASSY KINGSTON
TO SECSTATE WASHDC IHHEDIATE 0853

LIKITED OFFICIAL USE SECTION €5 OF 19 KINGSTON 62184
AIDAC .

FOR LAC/DR: R. VHELDEN AND R, BURKE; GC/LAC: H. REIQHAN

E.0. 123%8: N/A

SUBJECT: PAAD FOR P & £ |11 SUPPLERENTAL LDAN, $32-0086
- IN FORM AND SUBSTANCE SATISFACTORY 1O AlD

- (G) THE GOVERMMENT WILL, WiTHIN THREE HORTHS
- 0f THE DATE OF THIS AGREEHENT, PREPARE AN

- ACTION PROGRAH FOR DIVESTHENT OF PUBLICLY

- OWNED ENTERPRISES, LISTIHG BY NAHE THE EWYER-
- PRISES THE GOVERHMENT WILL SEEK TO DIVEST OM

- REASONABLE TERHS, (N EACH FISCAL YEAR FROM

b 1983-84 YO 1985-86, THE HECHANISH FOR ACCOH-~

- PLISHING THE OIVESTHENT, AND THE FORH OF THE

- DIVESTHENT, (I.E. SALE OR LEASE); ()

- DURING JFY 1983/84 THE GOVERNHENT WiLE EN-

- COURAGE AND ASSIST THE TEAH OF TAX COHSULTAHTS
d _ UNDER THE USAID/BOARD OF REVEMUE PROJECT, TO
- ESTABLISH CONTACT AND ENGAGE IN CONSULTATIVE

- DISCUSSIONS WITH KEY G.0.J. OFFICIALS AND WITH
- THE BROAD CROSS SECTION OF ORGANIZATIONS AHD

- ASSOCIATIONS REPRESENTATIVE OF THE PUBLIC AT

- LARGE, AND THE PRIVATE SECTCR IN PARVICULAR;

- (1) THE GOVERMMENT OF JAHAICA WILL PROVIDE

- USAID/JAHAICA, OX A ROUTINE BASIS, DATA AND

- DOCUMEHTS RELEVANT TC BORROWER'S REQUEST FOR
- ASSISTANCE AND TO PROGRESS UNDER CONDITIOHS

- OF IMF ANC IBRO ASSISTANCE,  (THESE DATA BND

- DOCUHERTS IKCLUOE, BUT ARE NOT LIMITED TO

- DETAILED BALANCE OF PAYHEHTS DATA AND

- PROJECTIONS; PUBLIC SECTOR BUDGET RECEIPTS

- AMD OUTLAYS AND PROJECTIORS (ANNUALLY AHD AS

- REVISIONS ARE HADE); CABLE DATA PURSUANT TO
- THE EFF WITH THE IHF (WEEKLY); HATIONAL

- ACCOUNMTS PROJECTIONS AND SPECIAL STUDIES; ALL
- DATA AKD OOCUMENTS PREPARED FOR COHSULTATIONS
- AND REVIEWS OF PERFORHMANCE UNDER IRF AKND 1BRD

- PROGRAHS 1H JAHAICA).” THIS DOCUHENTATIOMH

- SHALL BE DELIVERED TO:

- THE SEHIOR ECONONIC ADVISGR

- USAID/JAfAICA

- RMERICAN EMBASSY )

- HUTUAL LIFE BUILDING

. 2 OXFORO ROAD .
- KINGSTON §

- L) WITHIN 90 DAYS OF THIS AGREEMENT, THE

- GOVERNHENT OF JAHAICA WILL PRESENT TO USAID/
- JAMAICA A SUMMARY OF ACTIOHS PROPOSED 10
- IHCREASE COMPETITIOR N AREAS OF ACTIVITY IH
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- VHICH EMDS AND JCTC ARE HOW EHGAGED;
- ) WITHIN 120 DAYS OF THIS AGREEWEHT THE
- GOVESNAERT OF JAHAICA WiILL PRESENT TO USAID
- A REVIEY OF THE ROLLS, RCSPOMSIBILITIES ARD

. PRACYICES OF PUBLIC SECTOR AGENCILS INVOLVED
- I INVESTHENT PROMOTION, WHITHIN 8D DAYS GF
- SUBHISSION OF THE REVIEM, AN ACTION PLAN TO
- SIHPLIFY, CONSOLIDATE, AND CGORDIKATE THE

- ELEHENTS OF THE IMVESTHENT PROHOTIOH FUNCTIOM
- WILL BE COMPLETED. THIS PLAK WILL BE IHPLE-
- HEMTED HOT LATER THAM MARCY 31, 1884

HO WAIVERS ARE REQUIRED.

. (8) WAIVERS:

11, ECONOHIC ANALYSIS:
A, LHTRODUGCTION AHD SUHHARY:

o THE JANAICAH ECONOHY, LIKE THE ECONOMIES OF ROST OF
THE SHALLER COUNTRIES OF THE WESTERN HERISPHERE, 1S
JHPORTANTLY INFLUENCED BY EBONOMIC CONDITIONS 1H THE
DEVELOPED HATIONS, WHEN THE DEVELOPED ECOMOMILS PERFORA
WILL, AS IH THE HINLTEEN SIXTIES, JAHAICA'S ECOHOHY ALSO
PERFORHS WELL. WHEN THE PACE OF THOSI EGONOHIES SLOWS,
AS N THE RIMEYEEH SEVENTIES, THE JARAICAN ECOHOHY ALSO
SLOMS., IH A DROAD QUALITATIVE SENSE, THEREFORE, THE
ECOMOHIES OF JAMAICA AND OF THE ADVANCED INDUSTRIAL
NATIOHS HOVE It TANDEM, HOREOVER, IT IS CLEAR THAT THE
TGOHONIC CONGITIONS THAT INFLUENCE THEM BOTH, ORIGINATE
OUTSIDE OF JARAICA. THEY ARE, THEREFORE, BLYORD THE
COHTROL OF JAFAICAN ECONORIC POLICY,

- |H SPiTE OF THE JAHAICAN ECONOHY'S I'ISCEPTIBILITY
10 EXTERMAL SHOCHS, THE FORM AND THE HAGNITUDE GF 1ITS
RESPONSES TO CHAMGES 1M EXTERNAL CONDITIONS CAN BE
IHFLUEHCED BY DOHESTIC ECONOMIC POLICY.

- IN THE ANALYS!S THAT FOLLOWS, VE HAVE UNDERTAKEW 70
SEPARATE THE INFLUENCE OF EXTERHAL EVENTS, FROH THAT OF

]
bR I

&1 /
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€.0. 123%: F/A .
SUBJECT: PAAD FOR P & E 111 SUPPLEREHTAL LOAK, 532-0096

HATIQNAL ECONOHIC POLICY, WE COMCLUDE THAT THE DISAP-
POINTING PERFORHANCE OF THE JAHAICAN ECONOHY IH 1982 1S
ATTRIBUTABLE, [N THE FIRST IHSTANCE, TO THE SEVERELY
DEPRESSED CONDITIONS [N THE WORLD HARKEY FOR BAUXITE
AND ALUMIHA, HEVERTHELESS, PUBLIC ECOHOMIC POLICY IS
DEEHED TO HAVE CONTRIBUTED tH TWO WAYS TO THE HAGHITUDE
OF THE CONSEQUENCES OF THE ORAMATIC DECLINE 1N FOREIGH
EXCHANGE EARMINGS 1IN THIS SECTOR. FIRST, TiE PACE OF
REHOVAL OF POLICY-RELATED STRUCTURAL OBSTRUCTIONS TO
PRIVATE IHVESTHERT AND PRODUCTIOH HAS BEEN !HORDINATELY
SLOW. SECOWD, A DEARTH OF CONTINGEHCY PLANMING FOR
DEALING WITH ADVERSE EXTERMAL CONDITIONS HAS RESULTED
IH DIVERSION OF THE ATTENTION OF KEY ECONOMIC POLICY
OFFICIALS FROM HEDIUH AND LONG-TERH GROWTH 08JECTIVES
TO HANAGEHAEMT OF RECURRENHT IHHEDIATE CRISES

- THESE JUDGEHENTS, HOWEVER, ARE OF A PURELY ECOHOHIC
CHARACTER, AND ARE BASED PARTIALLY ON HIND-SIGHT, THEY
DO HOT OVER-SHADQW, 1N OUR OPIMIOK, THE HMAJOR POSITIVE
STEPS THAT WAVE BEEM TAKEN BY THE SEAGA GOVERNHENTY
TOWARD SQUHD FISCAL AHD HONETARY HANAGEHENT, ENCOURAGIMG
EXPANDED PARTICIPATION OF THE PRIVATE SECTOR IN THE
ECONOHIC LIFE OF THE MATION, AND RESTORING CONF {DENCE

1H THE FUTURE OF JAHMAICA BOTH AT HOME AND ABRCAD.
RATHER, THEY REFLECT OUR PERCEPTIOH OF PROBLEHS THAY
HUST BE ADDRESSED, ON A PRIORITY BASIS, IF YHE RECOVERY
PROGRAH 1S TO BE SUSTAIHED AKD THE ECOHOHY 13 TO BE
POISED TO RESPOND VIGOROUSLY AS WORLD ECOMOHIC
COHDITIOHS IHPROVE,

- ACCORDINGLY, WE EHDORSE AND RECOHNENO APPROVAL OF
THE GOVERNMENT OF JAHA{CA’S REQUEST FOR A 325 HILLION
SUPPLEHEHT TO ITS FY 1983 ESF LOAN, PRODUCTION AKD
EHPLOYHERT LOAR 11( (P & F 11},

8. RECENT ECONOKIC PERFORHMANGCE:

- AS WE HAVE REPORTED PREVIOUSLY, THE ECOMOHIC RECOV-
ERY THAT BEGAN JN 1981, STALLED IM 1382. THE GROVWTH OF
PRODUCTION HAS BARELY HATCHED THE GROWTH OF POPULATIOH,
WHEH 1981 AND 1982 ARE TAKEN TOGETHER. THE UNEHPLOY-
HEHT RATE IS BACK TO 1TS 1988 LEVEL OF 27 PERCENT

EXPORT EXPANSION HAS LAGGED. THE HOKETARY AND FISCAL
DISCIPLINE THAT CHARACTERIZED 19&1 HAS BEEN RELAXED, AT
LEAST HOMEHTARILY. REALISTICALLY, THE RECOVERY PROGRAH
1§ TWO YEARS BEHIND SCHEDULE. IN ADDITION TO, AHD

INCOMING
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LARGELY BECAUSE OF, THE POOR PERFORHANCE OF THE REAL
ECONOHIC HAGHITUDES, THE GOVERNHENT FNDS ITSELF iH
SERIOUS JEGPARDY OF FAILING TO HEET AT LEACT ONE OF THE
YEAR-END QUANTITATIVE PERFORHANCE TARGETS URDER ITS EFF
AGREENENT WiITW THE INTERHATIOHAL HOMETARY FUKD.

- THESE PERFORHANCE TARGETS OF THE G.0.d. WERE BASCD
OR A SET OF SiX-YEAR ECONOMIC PROJECTIONS. EXTERNAL
FACTORS, PARTICULARLY THE WORLD MARKET FOR BAUXITE AND
ALUNINA, WERE EXPECTED TO SUPPORT A STEADY GROWTH OF
EXPORT EARMINGS THROUGH THE PERIOD OF THE ECONOHIC
RECOVERY PROGRAK AHD BEYOND. BAUXITE AHD ALUHINA
EXPORTS VERE EXPECTED TO REACH $2.6 BILLIOK FROH 1381
THROUGH 1983, ACCOUNTING FOR 78 PERCENT OF PROJECTED
COHIMODITY EXPORTS, AND 49 PERCEHT OF PROJECTED

*GOAHODITY IHPORTS.

-  THE ACTUAL RESULYS WERE OF COURSE FAR DIFFERENT FROR
THOSE PROJEGTED. THE TABLE BELOW SHOWS PROJECTED EXPORT
GROYTH FOR 1081 THROUGH 1983, AHD ACTUAL RESULTS FOR 1581
AHD 1882, -

- GROWTH OF EXPORT EARHIHGS

- 1981 1982 188
- PROJECTED  ACTUAL  PROJECTED ACTUAL PROJE
- (PERCENTAGE CHAMGE FROH PREVIOUS YEAR)
TOTAL GJ0D$ 6.8 1.1 12,7 “2%.1 13,
~ BAUXITE/

= ALUHIHA 18.4 3.3 3.0 -26.% 11.
= SUGAR 5.9 -15.8 26.8 .6 9.
= BAHANAS 5.8 -58.7 33.8 86.1 17.
- OTHER 1.7 =41 18.8 17.1 13.

- SOURCE: BANK OF JANAICA

- PRELIHIHARY ESTIHATES SHOW 1882 BAUXITE AND ALURIHA
EXPORTS TO HAVE REACHED ONLY US$482.4 HILLIOK, 56 PERCENT
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OF THE PROJECTED LEVEL OM WHICH THE PROGRAM WAS BASED.

«  FOREIGN EXCHANGE CARNINGS FROH BAUXITE AND ALUHINA
EXPORTS REPRESENTED 15 OF GDP IN 1962. AFTER ALLOWING
FOR THE COST OF IHPORTED INPUTS, BAUXITE AND ALUHINA
EXPORTS STILL ACCOUNT FOR OVER 7 PERCENT OF GDP. T IS
CLEAR, THEREFORE, TI'AT THE DECLINE OF DEHAND IN THE
WORLD MARKET FOR BAUXITE AND ALUMINA CONSTITUTED A
SEVERE SHOCK TO THE JAMALCAN ECONONY.

- HDHINAL GDP IN 1982 IS NOW ESTIHATED 10 HAVE REACHED
ONLY 81 PERCENT OF THE LEVEL ANTICIPATED IN THE PROJEC-
TIONS UPOR WHICH THE TARGETS OF THE ECCL.OMIC RECOVERY
PROGRAM WERE BASED. REAL GDP, ON THE OTHER HAND, IS
ESTIMATED BY THE NATIONAL PLARNING AGERCY 10 HAVE
INCREASED SUFFICIENTLY IN 1981 AND 1882 T0 BE WITHIN
FIVE PERCENTAGE POINTS GF THE LEVEL ANTICIPATED It THE
PROGRAH FOR 1382,

- THE FOREGOING DATA REPRESENT KATHER ROUGH ESTIHATES,
AND THE OQUALSTY OF DATA IN JAMAICA DOES NOT WARRANT
GREAT COMFIDENCE IN THE ABSOLUTE MAGNITUDES. NEVERTHE-
LESS, THE DIRECTIONS OF CHANGE AND THE RELATIVE VALUES
OF THE VARIABLES CITED SEEM CREDIBLE. THERL IS CLRTAINL
RODM FOR DISAGREEMENT WITH MuNY OF THE POLICY CHOICES
THE GOJ HAS HADE, AND {HDEED WE HAVE EXPRESSED OUR NiS-
AGREEMERT WITH MANY OF THEM. NEVERTHELESS, VHEN JAHAICA
ECONOHMIC PERFORMANCE 1S EXAMINED fh THE CONTEXT OF WORLD
ECOHOMIC CONDITIONS ¥ 1882. 17 HUST BE COMCEDED THAT
THE RESULTS COULD EASILY HAVE BEEN WORSE THAN THEY HAVE
BEEN.

- FOLLOWING BAUXITE AND ALUMINA iN IHPORTANCE A5 A
FORTIGH EXCHANGE EARNER, IS TCURISH. THE REBOUND OF THE
TOURIST SECTOR HAS MITIGATED TO SOHE DEGREE THE IHPACT
OF THE BAUXITE/ALUMINA CONMTRACTION, FOREIGN EXCHANGE
EARNINGS FROM THIS SECTOR HAVE IM FACT EXCEEDED THE
LEVELS ANTICIPATED #N PLANNING THE £COMOMIC RECOVERY
PROGHAK, £0R 1882, HET FOREIGH TRAVEL EARNINGS ARE
ESTIHMATED AT USSI43 HILLION, WHICK, AT THE OFFiCIAL
RATE OF EXCHANGE, 1% 1) PERCENT OF GDP, THIS EXCEEDS
THE EARLY PROGRAM PROJECTIONS BY ONE THIRD,

- FOREIGH A3SISTAKCE HAS, OF COURGE, FLOWED INTO
JAHAICA AT AH EXTRAORDINARY RATE it THE PAST TWO YEARS,
THERE CAN BE NO DOUBT THAT THESE RESOURCES HAVE ABLORRFN
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MUCK OF THE “ROCK OF tnf DLPRISLED COMDIVIONS IN THE
BAUZEIC /R UAIHA HARKET.  NEVIRTHELESS, TORCIGN ALSIS
TANCE YRS ARIICIFNILG IN PHEFARING THE PRGJICTIONS.
CONSEGUENTLY THE HABAILTE AND nLUHINA SHORT-FAILS,
TOURISH MOTWITHLYANDING, RESULTED K A SIGHIFICANT
SHORTAGE OF FORCIGH CXCHANGE HESOURCES RELATIVE 10 LEVEL
ANTICIPATED DMRING DISCUSSIONS LEADING TO THL SELECTHON
OF THE RECOVERY PROGRANM'G QUARTITATIVE PERFURHANCE
TARGETS.

«  GIVEN THE GOJ'S POLICY OF ADHERING TO A FIXED
(OVER-VALULD) EXCHANGE RATE FOR nMOST TRAHSACTIONS, AHD
THE 1MPORT LEVELS PROJECTED AL ESSENTIAL TO THE ECONOHIC
RECOVERY PROGRAN, IT WAS IHEVITABLE THAT THE EXCESS
DEMAND FOR FOREIGN EXCHAMGE WOULD BECOME MORE SEVERE
DURIHG 1982, THIS INTENSIFYLNG DISEOUIL IBRIUH WAS THE
HANIFESTATION OF THE ULTIMATELY INESCAPABLE REALITY THAT
THE WORLD WIDE REOUCTION N THE DEMAND FOR BAUXIiTE AND
ALUMINA REDUCED JAMAICA’S AGGREGATE REAL WEALTH, AND
HENCE 1TS COMHMAND OVER REAL GOODS AND SERVICES. T WAS
THE GOVERNMEWT'S ATTEHPTS 10 DEAL WITH THE EXIGEHCIES OF
THIS REALITY, OR PERHAPS TO POSTPONT DEAL IHG WiTH THEH,
THAT HAYE BEEN SEEN AS DEPARTURES FRO: THE POLICIHES
DIRECTED TOWARD PRIVATE SECTOR LED, EXPORT ORIENTED,
LOHG-TERH GROWTH., TRE FOCUS DF POLICY CHANGED DURING
1982 FROM THE HANAGEMINT OF ON-TRACK, STRONG, POSITIVE
REAL GROWTH TO THE MANAGEMENT OF SERIOUS SHORT-FALLT O¢
RESOURCE AVAILABILITIES. 10 HIGHLIGHT THE RELATIONSHUP
BETWEEN ECONONIC PERFORHANCE AND ECOHOMIC POLICY, THIS
REVIEYW OF THE JAHAICAN £COHOMY IS ORGANIZED UHDER THE
PRINCIPAL CATEGORIES OF PUBLIC ECONOMIC POLICY,

1. FOREIGN TRAGE AND PAYMENTS.

- THE GOJ ECONOMIC RECOVERY PROGREH ANTICIPATED
FOREIGN EXCHANGE INFLOWS IH FY 1982/83 (APRIL 1, 1982 -
HARCH 31, 1933) OF US$1.78 BILLION. THIS WAS EXPECTED
T0 FEKANCE HERCHANDISE 1HPORIS OF $£1.73 BILLION AND 10
PROVIDE A MODEST INCREMENT TO INTERNATiONAL RESERVES,
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ACTIOR AID-89 . CONSUMER GOODS SUCH AS FOOD AMD HEOICIKE, THE GOVE\R-
meesecses- ceoemcn - mesec HENT UNDERTOOK HEASURES OF DIRECT CONTROL THROUGH HORE
ACTION OFFICE LADR-M3 RESTRIGTIVE IHPORT LICENSING PROCEDURES AND TOUGHER
IHFO  AALA-81 LACO-82 LAOP-E3 PPCE-@i PDPR-O1 PPPB-5) GG-B) ENFORCEHENT OF IMPORT RESTRICTIONS AND EXCHANGE
GCLA-B3 GCFL-81 FM-82 ES-BY AAID-B1 ClA-§ O0HB-€2 TRSY-83 CONTROLS. FOREIGH DEBT SERVICGE AND IHMPORTS FOR THE
RELO-81 JTELE-B) MHAST-B1 LACA-83 /841 A3 8 PUBL IC SECTOR WERE GIVEN FIRST CLAIM OK FOREIGN EXCHANGE
-------- e eesese e msescessssMcscss-ssscecossuccacsssessean RESOURCES, TO THE DETRIHENT OF PRiVAaTE PRODUCERS.
INFO OCT-88 COPY-B1 IKR-18 CIAE-88 EB-P8 ARA-80  §50-80 - LITTLE CONFIDENCE WAS DISPLAYED BY THE GOVERNHEWT IN
L-83 IKRE-B8 /@73 W PRIVATE MARKET FORCES TO INDUCE CUTBACKS THAT COHFORHMED
---------------- 307726 1082111 /63/38 TO THE GOVERMMERT'S PRIORITIES.
0 1888222 HAR 83 .
FH AMEFBASSY KINGSTON - THE REGULATORY APPROACH WAS PROBABLY HORE OR LESS
TO SECSTATE WASHDC IMHEDIATE 0836 SUCCESSFUL M INFLUENCING THE RELATIVE DEGREES OF ¢

SHORT-TERK RETRENCHHENT AMONG THE BROAD ECONOMIC
CATEGORIES OF PUBLIC VIS-A-VIS PRIVATE SECTORS,

LIHITED OFFICHAL USE SECTION A8 OF 15 KINGSTON 02164 CONSUMER GOODS V1S-A-VIS PRODUCER GOODS, AND BASIC
' CONSUMER GOGNS VIS-A-VIS LUXURIES. HOWEVER, HEITHER Iy
A1DAG : THE QUALITY OF DATA AVAILABLE NOR THE AHALYTICAL
' CAPABILITY OF ECOHOMIC PLANNING ENTITIES 1S CONSIDERED
FOR LAG/DR: R. WHELDEN AND R. OURKE; GC/LAC: R. MEIGHAW UP TO THE TASK OF ALLOCATIHG RESOURCES WITHIN THESE
' ~ CATEGORIES MITH GREATER EFF|CIERCY THAN WOULD BE
E.0. 12386: MN/A ACHIEVED THROUGH BRDADER APPLICATION OF HARKET TESTS.
SUBJECT: PARD FOR P & E |i1 SUPPLEMENTAL LOAH, $32-8896 THIS HAS BEEN, AND REMAIHS, OUR PRINCIPAL CRITICISH OF

PUBLIC ECONOWIC POLICY,
THE LATEST BAKK OF JAHAICA ESTIHATES (FEBRUARY 3, 1883)

ARE THAT EXPORTS AND CAPITAL INFLOWS WILL REACH OHLY - IH ADD{TION TO THE ALLOCATION PROBLEH REFERRED TO
$1.33 BILLION, AND HERCHAHOISE IHPORTS WILL Bt $1.37 ABOVE, THE GOVERRHENT'S APPROACH TO NANAGEHENT OF THE
BILLION, REQUIRIHG A FURTHER REOUCTION IN YHTERHATIONAL FORE 1GM EXCHANGE SHORTAGE ESSENTIALLY TAKES THE SILE OF
RESEAVES. THUS THE SHORT-FALL (450 HILLION) EXCEEDS THE EXPECTED SHORTAGE AS A GIVEN. UNTIL IHPLEHEMTATION
THE CUT-BACKS IN IHMPORTS (5360 KILLION). THIS ILLUS- BY THE GOVERHMENT ON JANUARY 18, 1983, OF THE EXFORT
TRATES THE DILEHMA YHE GOVERNMENT HAS KAD TO FACE IM ' IHCENTIVES SCHEHE, INCLUDING THE BROADENING AND INSTI-
'TYE PRESERT YEAR. : TUTIONALITATION OF THE PARALLEL FOREIGK EXCHAHGE HARKEY,
' HO SIGHNIFICAHT POLICY HEASURES WERE DIRECTED TOWARD THE
=  IHPDRTS OF RAW MATERIALS, SPARE PARTS, AND CAPITAL ATTRACTION OF ADDITIONAL FOREIGN EXCHANGE |NFLOWS.
EQUIPHENT ARE CRITICAL TO TRE ECOr0MIC RECOVERY- {THO SUCH HEASURES HAVE NOW BEEM ACCEPTED AS CONDITIOHS
PROGRAH, IMPORTS OF BASIC CONSUHER GOODS ARE A¥ ESSEH- OF THIS PROPOSED SUPPLEMENT TO P & E 111).
THAL PART OF THE GOVERNMENT’S ANTI=INFLATION PROGRAR.
HOREOVER, THE PRESENT GOVERMHENT’S POPULAR SUPPORT 1§ ' =  THE THPLEHEHTATION OF THE EXPORT IMCENTIVES SCHEHE
ATTRIBUTABLE 1K LARGE HEASURE TO PRIME HINISTER SEAGA’S REPRESENTED A HAJOR QUAL ITATIVE CHANGE 1M PUBLIC POLICY
COMMITHENT TO "PUT GOQDS BACK ON THE SHELVES™. FIHALLY, IH THE FOREIGH SECTOR. 1T PROVIDED SIGHIFICANT

‘THE GOVERKHENT SOUGHT TO SHIELD, TO THE GREATEST EXTENTY
©POSSIBLE WITHIN 1TS OVER-ALL GOALS, THE IHMPECUNIOUS
‘HAJORITY OF THE POPULATION, WHO LIVE AT OR NEAR
"SUBSISTENCE LEVELS ALREADY. THUS, THERE ARE A HYRIAD

OF POLITICAL, SOCIAL, AND ECOMOMIC CONSIDERATIONS THAT -
"ENTER INTO OECISIONS THAT DETERRINE HOW THE BURDEN WiLL
‘BE SHARED AMONG SECTORS OF THE RCONOMY, .

= "THE BANK OF JAHAICA’S ESTIHATE OF THE FUNCTIONAL
‘DISTRIBUTIOH OF FY 1982/83 IHPORTS IS AS FOLLOWS:

- RiL.USS PERCERT OF TOTAL

- TONSUHER GOODS 221 16
- RAW HATERIALS 403 29
- FUEL 438 3
- ‘CAPITAL GOODS 316 23
- TOTAL 1,378 99 ’ k

- FHE GOVERMHERT'S APPROACK TO RATIONING FOREIGMN EXCH-
ANGE HAS GEEN A COMBIHATION OF PLANHENG AND REGULATIOH

ON ONE KANDG, AND ALLOWING HARKET RATIOMING ON THE OTHER.
PRINCIPAL FOREIGR ASSISTANCE CONORS (IHF, 1BRD, AND AID) .
HAVE FELT THAT PLANNING AND REGULATORY APPROACHES HAVE

BEEN RELIED UPON EXCESSIVELY, THE UNEXPECTED SHORT-

FALLS OF 13962 ELICITED A FURTHER RETREAT FROM REL1ANCE

OH HARKET FORCES. N AN EFFORT TO ASSURE THAT THE

BURDEK OF THE INCREASED SHORTAGE DID NOT FALL T00

HEAVILY UPON {HPORTS OF PRODUCTIVE ‘NPUTS, OR BASIC .
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ACTYON OfF ICE  LADR-03 . YHESE CONLONENGLS, -Oh DEAC THL WELH FHEN G0 R DIFFLRINT
IKFO  AALR-O1 LnCO-07 tADF 83 PPCC-01 PUPR-BY PPPB-0J GC-D) WAY, IF LONG- (RN, SULTAINED, ECOMOHIC GHOWIH 1S TO BE
GCLA-03 GCFL-@) FH-07 ES-0)  RAID-G1 Cla 85 OWD-B2 TR3Y-09 ACHIEVED. 1N URGING THIS COURSE, HOWEVER, I i€
RELO-01 TULP-D1 HAUT-81 LACA-03 /p4) A3 210 LOUALLY IMPORTANT THAT WE [ XHI81T OUk READINESS TO
-------------- tersssmcsrmrecsrsuscrcssacrenss s asirnoe ASSIST THL GOJ IN ABZOMBING THE COTTS OF THE ADJUSTHENT,
INFO OCT-80  COPY-D1 INR-10 - CIAf-080 EB-08 ARA-08  550-080- :
L-83 {NRE-B8 /023 W = A SUHHARY OF BANK OF JAMAICA ESTIMATES OF THE DISTRI-
-------------- J1o8it 1002111 /63738 BUTIOH OF DALAHCE OF PAYHENTS EARMINGS AHD EXPENDITURES,
0 1800221 HAR 8) FOR 198%/83 AND 198)/84 15 PRESCNTED BELOW,
FH AHEHBAS3Y KINGSTON C - 1862/83 1) 1983/84
TO SECSTATE WASHDC YHHEGIATE 0857 : - OFFIC- PARAL- HON-  OFF1C- PARAL- NON-
- 1AL LEL  HARMET 1AL LEL HARKE

- (HILLIONS OF u3%)
LIHITED OFFICIAL USE SECTION 89 OF 15 KINGSTON p2104

GURRENT

AIDAC AGCOUNT =278 113 ~263 3t 17 -293
FOR LAC/DR: R. WHELDEH AMD R. BURKE; GC/LAC: R. HEIGHAN EXPORTS 549 198 n 969 186 394
- 2) -

E.0. 123%: N/& = TRADIT, 19 8 271 276 8 261
SUBJECT: PAAD FOR P & £ [1I SUPPLEHENTAL LOAN, 5)2-009% = HNON-

. . = TRADIT, 76 3 80 L] 54 189
PECUHIARY MICENTIVES TO EXPORTERS, ARD 1S ATTRAZTING ~ TRAVEL (NET) 198 128 28 238 132 24
APPROXIMATELY USES HILLION PER WEEK INTO THE COMHKERCIAL -
BANKS. SOHE OF THIS REPRESENTS FUNDS THAT WOULD OTHER- IMPORTS (CIF) -824 -187 -631  -875 -236 =674
WISE HAVE FLOWED INTO THE BANK OF JAMAICA AND HENCE TO
THE OFFICIAL FORZISH EXCHANCE BUDGET. NEVERTHELESS, = HERCHANDISE -543 -2080 =627  -%3% -15% -664
IT 1S ALSO CLEWR THAT SOME OF THESE INFLOWS HAVE COHE = NON-TRAVEL
CIHTO THE BANKING SYSTEM FROH THE JSTREET" HARKET, AND - SERVICES  -28D 13 - 4 -348 15 - 18
SOME UNDOUBTEDLY REPRESENT HET INCREMENTS TO FOREIGN
EXCHANGE. THE GOVERHMENT EXPECTS FOREIGH EXCHANGE TRANSFERS {NET) - ) 141 =3 - M - 13
INFLOWS 0 REACH 318 MILLION WEEKLY DURING 1983. AS .
A RESULT OF T3 INFLUENCE ON HAKUFACTURING EXPORTS, THIS CAPYTAL ACC'T. 176 =113 263 391 -2 183
SYSTEM IS EXPECTED BY THE BAMK OF JAMAICA TO BOOST GDP -
BY A LITTLE OVER ONE PERCINT [N CALENDAR 1333 AND FISUAL DONOR COUNTRIES 166 8 166 162 71 114
YEAR 1983/84. AULTI-LATERALS 3% 4 23 19 g 4%

COMHERCIAL DNKS, 50 [} ] LT:) [} 0

= AS NOTED ABOVE, THE EXPORT INCENTIVES SLHEME i3 A
HAJOR QUAL ITATIVE CHANGE 14 POLICY. THE FORH N WHICH
THE SCHEHE WAS <DOPTED, HOWEVER, GAVE IT APPRECIABLY
NARROWER SCOPE THAN WAS AMTICIPATED IN EARLY DISCYS-
SIONS, ONLY NOM-TRADITIONAL EXPORTERS WiLl HAVE
SIGNIF ICANT ACCESS TO TS {HCENTIVES. THIS INCLUDES
OHLY 7 PERCENT OF ESTIHATED 1983/84 RERCHANDISE
EXPORTS, IH THE TOURIST SECTOR, OMLY 34 PERCENT OF
HET FOREIGH EXCHANGE EARNINGS ARE EXPECTED TO FLOV
THROUGH THE PARALLEL HARKET.

= ON THE IHPORT SIDE, THREE FOURTHS OF C.I.f. IMPORTS

ARE STILL TO BE FIHANCED THRNUGH THE OFFICiAL FOREIGH

EXCHANGE BUDGET, AT THE OFFICIAL RATL OF EXCHANGE. THE

PARALLEL HARKET RATE AT COHHERCIAL BANKS HAS RANGLO

BETWEEN 35 PERCENT AND 6B PERCEHT ABOVE THE OFFICIAL

RATE. (1T S LIKELY TO SETTLE, IN OUR ESTIMATION,

CLOSER TO THE LOWER BOUND OF TaAT RANGE THAN TO THE

UPPER BOUND). CONSEQUEINTLY THE VERY SIGNIT ICANT SEGHENT

OF THE EXPOKY INDUSTARY THAT HAS THUS FAR BECN EXCLUDED

FROH THE PCCUNIARY ITHCEMTIVES OF THE NCW SYSTEH, 15 -
LEFy AT A& VERY SIGNIfICANT DISADVANTAGE, TO INCLUDE )

THEH, HOWEVER, WOULD REDUCE THE AVAILABILITY OF THE '
SUBSIDIZED TOREIGH EXCHANGE OF THE OFFICIAL BUDGET,

AND WOULD THEREFORE REQUIRE IHCREASES IN PRICES T0

CONSUMERS OF THE SUBSI0IZED GO0DS, REDUCTIONS IN THE

PROFITS OF IHPGRTERS (PRIMARILY THE GOVERNMENT I1TIELF),

AND/OR NCRLASCD GOVERHNHMENT SUBSIOIES. AW FACT, T

WOULD BE LIKELY 10 INVOLVE A CONOINATION OF THUSE THREE

RESULTS, EACK I35 UNPALATABLE TO THL GUVERMMINT OH ‘

SOCIAL, POLITICAL OR ECONOMIC GROUNDS. AN IHPORTART
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AiDAC

FOR LAC/DR: R. WHELDEN AHD R. BURKE; GC/LAd: R, HEiGhnk
E.0. 123%: N/A

SUBJECT: PAAD FOR P & € Ili SUFPLEMENTAL LOAN, 532-0896

'RE -F INANC ING

= TRINIDAD

- & TOBAGD e B 3 41 ] [
= VENEIUELA 3% [} [} [ [} [}
- BAUXITE

- {SPECIAL) 3} 183 [ <19 -3 B v 34
- OFFIC.DEBT

- PAYHENTS -197 [} g -236 [} g
- PRIVI.CAPIT. -183 -113 88 - 27 -198 - 18 .
- QTHER 57 g 65 23

- BOJ PURCHASE

- ON PARALLEL

- HARKET B [’} 8 3sl ] ]
OVER-ALL

BAL &NCE -103 [} B 60 g 4
- SOURCE: BANK OF JAMAICA, FEBRUARY 3, 198).

- HOTES: 1} INCLUDES BAR'IAER, BAUXITE AHD ALUMINA

- STOCKPILE PURCHASES, AND IN-KIND OR

- TIED FOREIGH CREDITS,

- 2)  BAUXITE, ALUHMINA, SUGAR AND BANANAS.

- 3} PRINCIPALLY BAUXITE LEVY PRE-PAYHMEHNT

- OPERATIONS,

- AT THE TIME OF TRE FIRST QUARTERLY REVIEW

{+ EBRUARY 24, 1883) PURSUANT TO THE TERHS OF P & € 14,
NET DOMESTIC ASSETS OF THE BAHK OF JAMAICA, NET DONMES-
TIC CREDIT TO THE PUBLIC SECIHR, AND MET INTERIATIONAL
LIABILITIES WERE ALL I EXCESS OF THE PROGRAM TARGELTS.
[T 15 REASONABLY L IKLLY THAT THE FIR3T TWQ CAK BE
BROUGKT TO WITHIN THE TARGET LEVELS BY HARCH 31, THE
EKD OF THE SECOND YLAR OF THE EFF.  HET INTCRNATIOHAL
LIASILITIES, HOWLVER, MAY REHAIN ABOVE THE TARGET
LEVEL OF ULYSI7 HILLION.  ON JANUARY {8, 1983, THIT
ACCOUNT waS AT U53599 HILLION.  THERD SRE LOHE
POSSIBILITIES FOR BRIDGING ARRANGEMENTS WITH GOVERN-
HENTS WHO HOLD SHORT-TERM CLAIHS AGAINST JAHAICA.
HOWCVER, THIS WOULD 1HVOLVE LODGING DF THORT-TERH
DEPOSITS WITH THE EAUK DF JAMAICA, OR NEGOVIATIONS TO
CXTIHO THE MATURITEES OF CLAINS BEYONO THE TERM OF
MATURITILS THAT ARE INCLUDED iH THE TARGET CEILING.

{N TH[ SUBSTANTIVE SENSE, THEREFORE, THE TARGET IS

INGIRING
TELEGRAM

LINGSY D704 1b O 'S LoRN4d Suk?
UIMELY 1O SO S7UILOOR ivtN I (HERGERCY AMARNGIALNIY
GHIPG Tob DEUT WVHIK 45 i 0r O it YARKE TS,

f/ R LK

wellld AlhSt

TeNELLIRG JARRICAR [CORMEIC THir Ok tid OV

CVER, &% 1% THPORESKY 10 o 2ux G0 KORE (WA 7 RN
CURNTE ATy TARGEY THAT Vol FUTAE o287 THO YEARS
LN GBS 1. Sl Taf BORE TROE Y L (66 TXRGETE MRS

Bp4L0 OH PROJICTIONS Of TXYIRNAL InFLuCCEY Tual HiJE
TURNED SUT 1O & UWBULY OPT-#ISTIG,  FROV Tuf POING
GF VA 1 A BLUQR SUCH AT AID TUAT 5, CONGPATD WITH
LONC- 77 n [outuntC GROMTH, HEUTH o A STHGLE +OREIGH
SECTCR ${RFONMANGE MEARZURE NOk COMPLETE COtucibLuce of
60) , ¢ DUICR ECCHOHIC POLICY OPIRIONS, 15 SUFFICIEN]
7 KECFSSARY) 10 DETERMIME WHETHER THE ASSISTANCE CAN
AGIEVE SUESTENTIALLY @7y OB CTIVES.

- ML BARY OF JAMAICA'S LIQU!D GROSS INTERNATIONAL
ASSETS WERE A HERE USY7.1 HILLION N HARCH 1981, KHD
TOTAL INTERHATIOHAL ASSETS WERE OHLY $73.6 HILLION
{LESS THAN 3 WEEKS MERCHANDISE IHPORTS AT 1981 IHPOZT
RATES). BY HARGH 1882 L10QUID ASLETS HAD RISEH 10
$76.7 MU LION AND TOTAL ASSETS TO $:76.8 HILLION
{JUST OVER 4 WEEAS OF 1382 1MPORTS). PRESENT ESTIiHATES
FOR HORCH 1953, FOR L1OUID AND TOTAL ASSETS ARE RESPEC-
TIVELY $311.6 HILLION AND 3166, 1 HILLION (6 vitnS OF

1983 IHPORTS) . WHILE THE MARCH 1983 ESTIHATES ARE SOME-
WHAT OPTIRISTIC, THE FACT OF THE INCREASE, IF HOT 17§
HAGHITUDE, REHAINS VALID.

- NEAR-TERH FORE1GH LIABILITILS, CF COURSE, HAVE
INCREASED DRAMATICALLY tit THE PAST YEAR, RISING FROH
$600 KILLION I HARCH 1982 TO $684 HIJLION IH HARCH 1923,
THIS DEBT, ALONG WITH HEWLY ACOUIRED LONG-TERH DEST
Of THE GOVERMMENT, WILL IHPOSE A HEAVY DEBT SERVICE
BURDEN IN THE YEARS AKCAD,  SIGHIFICANT FURTHER POLICY
ADJUSTHENTS ARE E5SEiTIAL, AND POLICY ADJUSTHENTS TO
DATE TOWARD THE FOREIGH SECTOR HAVE BEEN SLOW AND
SHALLER THAN WE WOULD HAVE PREFERRED. NEVIRTHELESS,

BEST AVAILABLE L
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AIDAC

FOR LAC/DR: R, MWHELDEN AND R, BURKE; GC/LAC: R. REIGHAR
E.0. 12356: N/A

SUBJECT: PARD FOR P & E i1l SUPPLEHENTAL LOAM, $32-0096

WHEN VIEWED 1N THE CONTEXT OF THE INTERNATIONAL
ECONOHIC EHVERONMENT, 1T 1S OUR JUDGEMENT THAT THE
DIRTCTIOR 0Of HOST CHANGES HAS BEEN CORRECT, AND THE
ACHIEVEMENTS, ON BALANCE, POSITIVE.

2. THE MONETARY SYSTEM AUD HuAETARY POLICY:

- DNE OF THL CONSEQUENCES OF THE SHORTFALL OF FOREIGN
EXCHANGE IHFLOWS IS THAT, CONSIDERED BY ITSELF, 1T
RESULTS [N REOUCED EXPANSION UF DOMESTIC HONEY ANO
CRED!T. THIS IN TURH DIMINISHES THE AVAILABILITY OF
FIHANCING FOR PUBLIC AND PRIVATE IHVESTHENT AMD OPERA-
T10HS. THE KONETARY AUTHORITY iS THEN CONFRORTED MITH
THO HECHAHICAL OPTIONS. IT CAN INCREASE 1715 PURCHASES
OF CLAIHS AGAINST JAMAICAN EHNTITIES, THEREBY EXPANDIKG
MONEY AND CREDIT TO FILL THE GAP LEFT BY REDUCED IHFLOWS
OF FOREIGN EXCHANGE. ALTERNATIVELY IT CAN RCCLPT THE
LOVER RATE OF EXPANSION ALONG WiTH THE ALO. TION OF
PASSIVE OR ACT+VE MEASURES TO REDUCE CREDIT ALLOCATIONS
BELOW PROGRAHHED LEVELS'.

- IF THE NET DOMESTIC ASSET TARGETS OF THE RECOVERY
PROGRAN ARE ADHERED TO AS BiliDING CONSTRAINTS, THE
BANK OF JAMAICA HAS LIHITED ABILITY TO SUBSTITUTE
DOMESTIC ASSEI-BALED MONETARY EXPANGION FOK FORE{GH
EXCHANGE-BASED EXPANSION. IH THIS CASE, A SHORTAGE

IS GREATEO ANALOGOUS TO THE SHORTAGL OF FOREIGN
EXCHAMGE. A MEANS OF DISCRIMINATING AHCNG RIVA,
CLAIMANTS HUST BE DEVISED.

- iN GINERAL, FOREIGH EXCHANGE-BALED MONETARY EXPAN~
SION IS LIKELY TO BE LESS IHFLATIOHARY THAN DOMESTIC-
ASSET BASED EXPANSION, FOREIGN EYCHANGE RUPRESENTS
CLAIMS OVER REAL (EXTERNAL) RESOURCES WMERFAS DOMESTIC-
ASSET BASID EXPANZION HAY HOT REFLECT A CONCOHHITANT
EXPANSION OF AVAILABILITY OF REAL REGOURCEZ. hORE-
OVER, HONETARY EXPANSION 1N GENERAL INCREALLS R
AGGREGATE DEMAND, REGARDLELS OF 115 BASE. IRCREASED
AGGRFGATE DENMAND INCREASES DEMAND FOR IHPORTS AS WELL
AS FOR DOMESTIC 600D, COMSEQUENTLY DOMESTIC ASSET-
BASED EXPANSIOH LEADS ULTIMATELY TO INCREASED 1MPORT
DEHAND WITHOUT CORRESPONDING INCREASES [H FOREIGH
EXCHAKRGE TO PAY FOR THEM, illE BALANCE OF PAYHERTS,
THERESORE, OCTERIORATES FURIKWER, THIS (S THE
THEORETICAL BASIS OF THE LiNiTATIOH OR CENTRAL BANK
ACQUISITION OF MET DOMESTIC £SSETS.

INCORMING
~ TELEGRAWM

RINGSE  @12104 1) 0F 1% 1007730 SLBY
- JRHAICR, CONDITIONS BHIER 1t SEVERAL INMPORTANT
RESPICIS FHOA IR0~ aS UHID b THF T OHEGOTHG THLORET ) -
CAL CONSIRUCY. Te§ LHELATLOUARY IHPACT OF DDHISTIC
CHEDEY EYPANLION ARY BI SUBSTANTEAI LY MITIGATED BY THE
Er1500NCT 05 UNLAPLOYED PROMUIIVE CAPACITY. TP
ADBVERLE DAV ANCE OF PRYBENTS INPACT BEFEHDS vrOn YHE
EXISTENCE GF A CHANNEL THROUGH WHICH vHE NOTIDHAL
OCMAND FOT IHPORTS (DR CAPITAL FLIGHT) CAM EL ENACTED.
EXCHKNGE CONHTROIS AND $HPORT RESTRILTIONS RESTIRICT
ACCESS TO SUCH CHANNELS. 17 15 UHLIKELY THAT THE
DIFFERCHCE BEYWELH ACTUAL COMDITIONS IN JAMAICA AKD
THE THEORETICAL COMDITIONS ARL SUFFICIENT 10 NEGATE
THE OUAL ITATIVE CDHCLUSIONS OF THE THEGRY. NOR ARE
THE JAMA;CAN CONDITIONS REPREZENTED AS “GOOD FOR
JRHAICA™, THE POINT 13 SIHPLY THAT THE HAGHITUDE

OF THE LONG-TERA EGONOMIC CORJEQUENCES OF A COUNTER-
CYCLIGAL GXPANSION OF NET DOMESTIC ASSETS THAT

EXCEFDS TARGET EXPRNSION, MAY BE MODEST. WHAT 1§
IHPORTANT TO 10HG-TERH GROWTH IS FOR THE "EXCESS"
HONETARY EXPANIION TO BE REGTRAMNED, AND THAT T

NOT OUTLIVE THE CYCLICAL EXIGEHCIES THAT INOUCE 1T,

= BETWIEN DECEMBER 198) AND DECEMBER 1982, TVHE
HARRONLY DEV IMED MONEY STOUK (DEHAHD DEPGSINS PLUS
CURKENCY OUTSIDE OF BANKS) INCREASED OHLY 6 PERCENT.
THE PROJECTED 1kRCH 1982 TO MARCH 19¢3 INCREASE 1S
7.4 PERCENT. THL HARCH TO HARCH INCREASE N THF
PREVIOUS YEAR WAS 16,8 PERCENT. USING THIS HEASURE,
1T APPEARS THAT HONETARY POLICY WAS NOT OMiY RESTRIC-
TIVE IN 1982 BUT WuS HORE RESTRICTIVE THAN IN THE
PREVIOUS YEAR. OTHER HEASURES OF MONEY RAISE DQUBTS
AS TO THL ABSOLUTE RESTRICT!VENESS, BUT CONFIRH THAT
THE RATE OF EXPANSIOR DECL IHED IN FY 1982/83. RATES
FOR FOUR MDNETARY AGGREGATES ARE PRESENTED bELOW.

¢ PERCINTAGE INCREASES M

- HEASURES OF "MONEY"

- IPOINT TO POINT}

0ea01E mIDHCIB
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AIDAC
FOR LAC/DR: R. WHELDEM AND R, BURKE; GC/LAC: R. AEIGHAN

E.0. 12356: /A
SUBJECT: PAAD FOR P L E |11 SUPPLEMENTAL LCAN, 332-6656

- , HARCH HARCH JUHE JUHE
- 1881 1882 1988 1981
- T0 10 10 10

- HARCH RARCH JUNE JUHE
- 1982 1983 1881 1982

HOWEY (H1) 16.8 7.4 2.6 33.3

Hi PLUS TINME

= DEPOSITS (M2} 38,8 23.2
H2 PLUS SAVINGS

= DEPOSITS {H3) 28,8 22.9

TOTAL LiRBILITIES TO
= PVT.SECTOR iN4) 25.8 23,2 17.8 315

"= JUHE TO JUNE DATA REFLECT THE EXCEPTIORALLY TIGHT
'HONETARY POLICY OF THE FIRST YEAR OF THE SEAGA AOMIN-
ISTRATION, AND THE EXCEPTIONALLY RAPID EXPANSION OF

THE FIRST HALF OF 1982. THE TWO SETS OF DATA ALSD
REFLECT THE UNCOMMON VOLAYILITY Of HONETAXY AGGREGATES .
IH JAMALCA. AT THE END OF SEPTEHBER 13982, fFOR

EXAHPLE, THE HZ HEASURE WAS 31 PERCENT ABOVE ITS YEAR-
AGO LEVEL. BY DECEKBER, 1T WAS 21.4 PERCENT ABOVE THE
DECEMBER 1981 LEVEL. WHILE THE HONETARY DATA FOR
JAHAICK ARE SOMEWHAT CONFUSING AND EVEN CONTRADICTORY,
T KOW APPEARS THAT OVER THE FISCAL YEAR 1582/82,
OVER-ALL MONETARY EXPANSION WilLL PROVE TO HAVE BEEN
SOHEWHAT BELOY THE PREVIOUS YEAR’S EXPANSION, PRIHARILY
AS A COKSEQUEKCE OF THE DECLINE IN FOREIGN EXCHANGE
THFLOWS.

- THE BAKK OF JAHAICA'S GROSS AND HET FCOREIGN ASSET
HOLDINGS OECLINFD ABSOLUTELY IH THE FIRST 9 HMONTHS OF
FISCAL YEAR 1982-83. THUS THE HOKEYARY EXPANSION THAT
OCCURRED IN THIS PERIOD (5.5 PERCENT FOR Ml, AND 15.§
PERCENT FOR M2} WAS DOMESTIC ASSET-BASED EXPANSION
GROSS FOREIGN ASSETS FELL FROH 34 PERCENT OF H1 T0

25 PERCENT, AHD FROH 20 TO 14 PERCEKT OF M2, IN THE
SAHE PERIOD, BANK OF JAMAICA HCLDINGS OF DEBT OF THE
CENTRAL GOVERNMENT [HCKEASED 28 PERCENT,

- COMMERCIAL BANKS IKCREASED THEIR LENOIKG TO THE
CEHTRAL GOVERKMEMT BY 56 PERCENT OVER THIS SAHE §
HONTH PERIGD, REPRESENTING 61 PERCENT OF TOTAL

Department of State

INCOMING
TELEGRAM

KINGST 925104 12 OF 1S 1882387  S727 084823 AIDS62
DOHESTIC CREDIT EXPANSIOK. THE BANK OF JAMAICA AMD
THE CORMERCIAL BAHKS COHE’NFD ACQUIRED AK ADDIT!OHAL
3687 HILLION I CENTRAL GOv.RNMEMT DEBT OVER THiS
PERIGD. THIS AMOUNT IS EQUIVALENT TO 34 PERCENT OF
TOTAL GOVERNHENT EXPERDITURES, 49 PERCENT OF
RECURREKT EXPENDITURES, AKD 112 PERCENT OF CAPITAL
EXPENDITURES, FOR THE SAME PERIOD,

- 1K SPITE OF THE GEWEROUS CREDIT SUPPLIED TO THE
PUBLIC SECTOR BY THE BANKING SYSTEH, THE PRIVATE

SECTOR WAS ALSO ABLE TO GAIN AMPLE CREDIT. TS DEBT

TO COHMERCIAL BANKS ADVANCED 29 PERCEMT

{8356 HILLIOK) BETHEEN MARCH AND DECEHMBER. GENERALIZED
"CROWDING OUT™ OF THE PRIVATE SECTOR, THEREFORE, WAS
HOT A PROBLEM (N 1982.

- IT 1S CLEAR FROH THE FOREGOING DISCUSSION THAT !
DORESTIC CREDIT EXPANSION EXCEEDED GROWTH OF REAL
RESOURCE AVAILABILITIES IN 1982, THE PRINGIPAL

ADVERSE GONSEQUEHCE OF THIS IS THAT [T AS UNDOURTEDLY
HINOERED THE ATTAINHENT OF BALANGE OF PAYHENTS
EQUILIBRIUN, HEVERTHELESS, THERE 1S CLEAR EVIDENCE
THAT THE BAHK OF JAMAICA 1S HOVING DEVIBERATELY TO
RESTRAIH MOMETARY GROWTH WITHIN REAS0#ABLE BOUNDS.
GONSEQUEHTLY 1T 1§ REASONABLE TO CONCLUDE THAT THE
RAPID EXPANSION OF LATE SUHHER WAS TRANSITORY.

HOHETARY POLICY CONTIHUES ON THE PATH THAT WAS DESIGNED
FOR IT IN THE ECONOKIC RECOVERY PROGRAH. THO FACTORS
WILL PLAY AN IHPORTANT KOLE IM DETERHINING WAETHER |7
CAH BE KEPT OM THAT PATH: A REVIVED WORLD<-ECONOMY
WOULD HELP TO RELIEVE THE INDUCEHEKTS TO RESORT TO
INFLATIONARY HOMETARY HANAGEMENT; AND A SUCCESSFUL
EFFORT BY THE GOVERHHENT TO RESTRAIN THE GROWTH OF

PUBL IC EXPENDITURES WOULD REDUCE THE PRESSURE ON THE

‘BANK OF JAHAICA TO FINANCE BUDGET DEFICITS.

3. FISCAL POLICY AND HAMAGEHENT:

IR THE FIRST YEAR OF THE ECONOMIC REZOVERY
PROGRAH THE SEAGA GOVERNMENT HADE REMARKABLE PROGRESS

\
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IN THIS DIRECTION, WE HAVE CUGGESTED CERTAIN SPECIFIC
HEASURES 1M THE COUKSE OF OUR DISCUSSIONS RILATIVE TO

LIMITED OFFICIAL USE SECTION 13 OF 1S KINGSTON 02104 THE PROPOSED TUPPLEMENT TO P & & 11t FOUR OF THESE
HEASURES ARE HCLUDED IN THE CONDITEONS OF THL PRO-
AIDAC POSED LOAN, ANHO WAVE BEEN ACCEPTED BY THE GOVERIHENT,

VHE FOUR RELEVANT MEASURES ARE:
FOR LAC/OR: R. WHELDCH AND R. DURKE; GC/LAC: R. HEIGHAN

- (1) DEVELOPHENT OF A SCHEODULE AND AN ACTION

'£.0. 123%6: N/ - PLAN FOR ACCELERATED DIVESIHENT OF PUBLIC
SUBJECT: PHAD FOR P & € |11 SUPPLEMENTAL LOAN, 537-0886 - CHYERPRISES.

TOMARD SOUKD AND DISCIPLINED FUSCAL HANAGEHENT. - {1)  OPLHING OF ACTIVITIES OF THL [XTERNAL
SPLCIFICALLY, COMPARING FY 1881/82 WITK FY 1980/8) . MARKET 1HG ORGARITATIONS AND JAHAICA

THE GOVERNHLNT: - COHHODITY YRADING CORPCRATION T0

- . PRIVATE SECTOR COHPELTITION.
- {1} IHCREASED TAX REVEHUE 30 PERCERT '

- {2)  HLLD THE INCREASE (M CURREHT ACCOUNT - {3)  PROVISION FOR BROAD PRIVATE SECTOR

- EXPENDITURES TO 7 PERCENT - CONSULTATION N CONJUNCTHICN WITH THE

- (3)  INCREASED CAPITAL EXPENDITURLS 34 PERCENT - PROPOSED USAID/GOJ BOARD OF.REVUIU[

- (4)  REDUCED THE OVERALL BUDGET OEFICIT FROM - ’ PROJECT.

- 17 PERCENT TO 14 PERCENT OF GDP. - {4)  CONSOLIDATION AND STREAHL INING OF PUBLIC
' - SECTOR FUNCTIONS RELATING TO PROHOTION OF

- THUS THE PRIHE HINISTER FULLY LIVED UP TO HIS - PRIVATE INVESTHENT.

REPUTATION FOR DISCIPLINED HANAGEHENT.

- THE ECONOMIC RCCOVLRY PROGRAM PROJECTED AN
AODITIONAL INCRCASE N TAX RIVENUE OF 19 PERCLNT FOR
FY 1982/83. CURRENT ACCOUNT AND CAPITAL EXPLNHDITURES
WERE 10 BE NELD TO HCDEST INHCREASES, RESULTIRCG IN A
FURTHLR RE{DUCTION 1IN THE OVERALL DEFICIT TO 12.9
PERCENT OF GDP.

- THE DECLINE OF THE BAUXITE/ALURIIA HARKET, HOW-
EVER, RCDUCED GOVERNHMENT LEVY INCONL J1160 HILLION
BELOW THE PROJECTED LEVEIL, AND $118 HILLION BELOW
THE 1980781 LEVEL. i SPITE OF CONTINHUED IHPROVE -
KENT I8 TAX COLLECTIONS, TOTAL REVENUES INCREASED
OHLY 3 PERCENT N NOHINAL TERMS.  CURREHT ACCOUNT
EXPENDITURES, WKICK KAD BEEK PROGRAHMED 10 RISE

16 PLRCENT, WERE HELD TO AN INCREASE OF 12 PERCENT,
AKD CAPITAL EXPCNDITURES ADVANCED 3 TERCENT.  THE
OVERALL DEFICYT IHCREAZED 9 PERCEMT DVER FY 1981/82,
RELCHING 13.4 PERCENT OF GDP. If TH[ IHF PRIFERRED
ACCOUKTING SYSTEH 15 USED, THE DEFICIT RISES TO OVER
15 PERCENT OF GDP. THUS WHILE THERE 15 SOHE DISPUTE
AS$ 10 THE DETAILS, |7 IS NCVERTHELESS CLEAR THAT
THE PUBLIC SECTOR DEFICIT WILL INCREASE 1K ABSOLUIE
TCRHS AND AS A PERCENTAGE OF GDP,

- GOP 1S PRDJECTED 10 INCREASE 8.9 PLRCEHT IN
NOMINAL TERKS IN FY 1982783, AND TOTAL GOVIHHMEND
EXPENDITURES WILL RISE 8.7 PERCENT, OR HORE. BY

THIS HEASURE, THERLFCRE, THE ROLL OF THE GOVERMMENT
IH THE ECONOMY WILL INCREASE, WHEREAS THE ECONOHIC
RECOVERY PROGRAM WAS INTEWDED TO REDNCE 115 ROLE.
THIS OUALITATIVE CHANGL 1S DISTURBIKG 10 THE THRLE
PRINCIPAL FOREIGH ASSISTANCE OOHORS, ('Hf, [BRD, AID),
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= ALONG WITH EMPHASILING THE MEED FOR POLICY CHANGES
WE HUST NEVERTHELESS ACKNOWLEDGE THE OIFFICULTY OF
TRAHSLATIKG A DESIRE TO REDUCE TKE SCOPE OF THE PUBLIC
SECTOR |M THE ECONOMY, INTO POSITIVE ACTION. THIS IS
DOUBLY DIFFICULT IN A DECLINIKG ECONOMY. THERE IS A
CORE OF PUBLIC SECTOR CAPITAL INVESTHENT THAT iS A
HECESSARY CONDITION TO ECONOMIC PROGRESS, ELECTRICITY
AHD WATCR FACILITIES ARE EXAHPLES. [N THE CURRENT
ACCOURT, WAGES REPRESENT 43 PERCENT OF TOTAL EXPEND|-
TURES (Y 1982/83). THE WAGE BILL CAN BE CUT, AND
INDEED THERE ARE PLANS TO REDUCE _ITS WEIGHT IH TOTAL
EXPENDITURES, OVER VERY SHORT PERIODS, THIS COMPONEHT
IS QUITE IHTRANSIGERT. N FACT, RECURRENT EXPENDITURES
AS A CLASS ARE EXTREHMELY DIFFICULT TO CUT SIGNIFICANTLY
OVER SHORT PERICDS OF TIHE

= 1T IS THE HISSION’S VIEM THAT THE GOVERNHENT OF
JAMAICA REHAINS COMRITTED TO THE PRINCIPLE OF FISCAL
DISCIPLYKE. THIS IS INDICATED (K THE GOVERKHENT'S
RECENT THREE YEAR PROJECT!ON FOR THE FISCAL ACCOUNTS.
THE GOVERNHERY FROPOSES TO REDUCE THE RATIO OF THE
OVERALL BUDGET OEFICIT TO GOP BY ONE PERCENTAGE POINT
[N FY 1883/84 AND BY AK AOOITICNAL ORE AND OHE-HALF
PER(HTAGE POINTS IN EACH OF THE FOLLOWIHG YEARS
THESE REDUCTIONS ARE BELOW THOSE RECOHHEMOEO BY THE
THF, AND THERE 1S ROOM FOR OISPUTE AS TO THE APPRO-
PRIATE HAGHITUPRE, HEVERTHELESS, THE GOVERNHEMT IS
SERIOUSLY SEEKING WAYS TQ REDUCE THE ROLE AND SCOPE
OF GOVERNMERT iN THE ECOKOMY. AS LONG AS THiS
COMMITHENT REMAINS, THE GOALS OF THE ORIGINAL 3 YEAR
ECONOHIC RECOVERY PROGRAR ARE INTACT. IT IS MITHIN
THE CONTEXT OF THE PURSUIT OF THESE GOALS THAT
USAID/JAMAICA BELIEVES THAT U.S, SUPPORT AND ASSIS-
TANCE CAN BE EFFECTIVE, AND 1S WARRANTED

P1i. COKDITIOKS AND COVEWANTS: ,

- CONDITIONS PRECEDEWT: (1) TO EHFHASILZE THE IH~
- PORTANCE WE ATTACH TO THE CHANGES SOUGHT THROUGH
- THE GOJ'S PROGRAMS WITH THE IHF AND THE 1BRD, WE
- PROPOSE TO CONTIKUE, IH THIS LOAN, TO MAKE

- SUBSTANTIAL COMPLIANCE WITH THE COMDITIONS OF THE
- EFF AND SAL PROGRAHS A CONDITION PRECEDENT TO

- DISBURSEHEKT,

- (2} 1# ADDITIOR, WE HAVE SOUGHY AND RECEIVED A
- CORNMITHENT FROM THE GOVERKHEKT TO AGREE TO th-

L83

g

H

VESTIGATE AND, [F POSSIBLE, TO IMPLEHENT WITHIN
60 DAYS, A POLICY OF PERHITTING LOCAL COMHERCIAL
BAMKS TO ACCEPT FOREIGK EXCHANGE DENOMINATED
TIHE DEPOSITS. THE PURPOSE OF THIS KEASURE (S
TO PROVIDE JAHAJCANS WHO “HEDGE® BY HOLDIHG
FORE IGN EXCHANGE, A HEAWS OF SATISFYIHG THIS
PREFEREKCE IHSIDE OF JAMAICA, IF SUCCESSSUL,
THIS HECHAMISH CAN ATTRACY ADDITIONAL FOREIGH
EXCHAHGE [INTO THE BAMKIHG SYSTEHM, AND STEH
CAPITAL OUTFLOMS. |IF UNSUCCESSFUL, MOTHING
WILL HAPPEH, AND THERE IS MO COST INVOLVED

WE EXPECT IT TO EXJOY SOHE DEGREE OF SUCCESS,

COVEHARTS: (1) TO REVITALIZE THE DIVEZSTHENT
PROCESS, WE PROPOSE A DATED COVENANT REQUIRIHG
THE GOJ TO PRODUCE A PLAH AHD A SCHEDULE FOR
DIVESTHENT OF PUBLICLY OMHED ENTERPRISES,

HANIHG THE EWTERPRISE TO BE DIVESTED, THE HETHOD
OF DIVESTHERT (SALE OR LEASE), AWD THE HECHANISH
FOR DIVESTHEMT (PUDLIC AUCTION, SOLICITATION OF
PROPOSALS, DIVESTHEHT AGENT, ETC.}, THE SCHEOULE
Will BE TENTATIVE, BUT PERFORMANCE PURSUAHT TO
TH1S COVEMANT WiLl BE MONITORED CLOSELY. THIS
ACCELERATIOH OF DIVESTNCHT SHOULD SERVE Two
PURPOSES, IT CAM RELIEVE THE PUBLIC SECTOR OF

A DRAIN OH ITS BUDGET IN THE CASES OF UNPROFIT-
ABLE EHTYERPRISES. IT SHOULD ALSO ATTRAGT
FOREIGH INVESTHEMT BY A VIGOROUS EXTERMAL CAH-
PAIGH IH CONJUKCTION WITH THE DIVESTHENT PROGRAH,
(2} A TIHED COVENANT WITH RESPECT TO THE INTRO-
DUCTIOH OF PRIVATE COMPETITION 1IN THE AREAS OF
ACTIVITY OF THE GOVERNHMEMT CONTROLLED EXTERKAL
HARKET IHG ORGANIZATIONS AHD THE GOVERNHENY'S
JAHAICA COMMODITY TRADING CORPORATION, IS INTEHDED
TO REIHFORCE WORLD BAMH CONDITIONS TOWARD THE
SARE €MD, IT IS INTENDED TO REDOUKD TO THE ADVAN-
TAGE OF THE PRIVATE SECTOR THROUGR MORE VIGOROUS
GOHPETEYION FOR THE GOODS AND SERVICES THEY
PRODUCE,
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3) STREAMLINING OF THE INVESTMENT PROMOTION

- OPERATIONS OF THE PUBLIC SECTOR IS A LONG-

- STANDING TARGET OF IBRD AND AID. THIS COVENANT

- REQUIRES ACTION BASED ON THE RECOMMENDATIONS OF

- AN IBRD STUDY TEAM WHOSE RECOMMENDATIONS WILL BE
- FORTHCOMING IN THE NEXT MONTH.

1V, RE COMME NDATION: THE USG TEAM IN JAMAICA RECOMMEND
- APPROVAL OF THE GOJ'S URGENT REQUEST FOR ESF

- ASSISTANCE. THE GOJ HAS NOT MOVED AT THE PACE

- OR WITH THE VIGOR WE CONSIDER OPTIMAL TO PROMOTE

- ITS GOAL OF PRIVATE SECTOR-LED, EXPORT ORIENTED

- GROWTH. THE GOVERNMENT MAY ALSO FAIL THE MARCH 31
- TEST UNDER THE EFF PROGRAM. IN SPITE OF THIS,

- WE ARE CONVINCED THAT THE ECONOMIC RECOVERY

- PROGRAM AND ITS GOALS ARE STILL FIRMLY HELD

- PRIORITIES OF THE GOJ. THE GOVERNMENT HAS BEEN

- BESET BY A HOST OF SERIOUS DIFFICULTIES RELATED

- TO SHORTFALLS IN BAUXITE AND ALUMINA EARNINGS OF

- FOREIGN EXCHANGE. WHILE PROGRESS HAS BEEN SLOWED,
- IN MANY CASES MORE THAN wAS NECESSARY, BY RETREATS
- FROM THE PRIVATE SECTOR COMMITMENT, THE PROGRESS

- MAS, ON BALANCE, BEEN POSITIVE.

- RESPONSIVENESS OF THE GOJ TO OQUR INITIATIVES HAS
- IMPROVED MARKEDLY IN RECENT MONTHS. CONTINUED

- PROGRESS IN POLICY REFORM wILL CONTINUE TO BE

- DIFFICULT, PERHAPS MORE SO AS THE ECONOMY BEGINS

- TO RECOVER AND AS ELECTIONS DRAW CLOSER. AT THE
- MOMENT, HOWEVER, THE GOVERNMENT FACES THE MOST
- SERIOUS FINANCIAL CRISIS OF 1TS TENURE. OUR

- CREDIBILITY AS FRIENDLY, CONSTRUCTIVE, CRITICS

- WILL BE FAR GREATER IF WE PROFFER SUPPORT THROUGH
- THE CRISIS THAN IF WE WITHHOLD ASSISTANCE AND

- HENCE INTENSIFY THE CRISIS. FINALLY WE ARE CON-
- VINCED THAT THE ASSISTANCE THAT HAS BEEN SUPPLIED,
- AND THAT BEING PROPOSED., HAS AND WILL CONTRISBUTE
- POSITIVELY TO THE GOALS WwWE HAVE ENDORSED. F OR

- THESE REASONS, WE URGE THAT THE REQUEST BE GIVEN
- THE MOST EXPEDITIOUS TREATMENT THAT 15 POSSIBLE

- AND THAT IT BE APPROVED FOR IMMEDIATE OISBURSE-~ .
- MENT.

(DRAFTED: A/ECON: SSKOGSTAD; APPROVED; DIRECTOR: LPREADE)
HEWITT . -



