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U.S. dollar disbursements will be made into an interest bearing
 
separate account of the GOJ at Irving Trust Company in New
 
York. This account was established specifically for this
 
purpose. No other funds will be commingled in the account.
 
Pursuant to A.I.D. guidance the Grant Agreement will require
 
the GOJ to use the funds and any accrued interest for debt
 
service payments. Servicing of debt owed to the U.S.
 
Government (exclusive of FMS debt) shall have first priority.
 
A second priority will be to use the ESF funds to service debt
 
owed by the GOJ to multilateral development banks and the IMF.
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PROGRAM ASSISTANCE APPROVAL DOCUMENT
 

USAID/JANAICA FY 1989
 

I. INTRODUCTION AND SUMMARY
 

This PAAD proposes an ESF grant for Jamaica of US$24.2 million in
 
US Fiscal Year 1989, with a targeted signing date in December
 
1988. Given the economic and financial exigencies created by the
 
devastating Hurricane Gilbert, and the need for quick response
 
from a variety of funding sources, this PAAD has been developed
 

expeditiously and without the intermediate step of a concepts
 
paper. However, the policy dialogue proposed herein has been
 
developedJ in close coordination with AID/W, including periodic
 
policy updates throughout 1988. Moreover, our proposed approach
 
to the dialogue for this PAAD maintains the tenor and traditions
 
of both the policy substance and negotiating style of the past
 
several years which have proven to be successful.
 

A. The Eccnoic Inpact of Hurricane Gilbert
 

On Septe.ber 12, 1988, a hurricane of unprecedented intensity
 
engulfed the entire island of Jamaica, leaving in its wake
 
material damage currently estimated at US$1 to $1.5 billion. The
 
disrupticn of production, especially in the agricultural and
 

tourism sectors, and the associated loss of foreign exchange
 

earnings has necessitated an emergency program to repair and
 

rebuild the economic and social infrastructure and return the
 

economy to a sustainable growth path.
 

While the arrival of a hurricane is never opportune, Gilbert's
 
on
timing was particularly bad. Before Gilbert, the economy was 


taiget for another year of real growth of close to five percent,
 

based upon anticipated levels of exports, imports, and capital
 

account inflows, primarily from donors and multilateral
 

creditors. Despite these generally favorable developments,
 

Jamaica was experiencing a foreign exchange crunch well before the
 

assets of the Bank of Jamaica
hurricane hit, with gross liquid 


projected to fall to US$7 million in September. Outflows,
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including debt payments, were bunched up at the beginning of the
 
fiscal year which began April 1, while the bulk of inflows,
 
including tourism, was scheduled to arrive later in the fiscal
 
year. The hurricane significantly compounded this foreign
 
exchange crunch, causing an estimated drain of foreign exchange
 
of nearly US$800 million for the remainder of the fiscal year. In
 
terms of the national accounts, Gilbert will knock off one to two
 
points, putting GDP growth at about three and one-half percent for
 
the year. The fall-off would be much greater were it not for the
 
massive reconstruction program. Losses to capital assets are in
 
excess of US$1 billion dollars, perhaps as much as US$1.5 billion
 
dollars. Approximately half of that total (US$600 million) should
 
be recovered from re-insurance inflows. Much of the uninsured
 
capital assets were residential dwellings owned by the poor, but
 
many commercial enterprises were alsc under or uninsured.
 

When the hurricane hit, the economy had been going through an
 
impressive program of recovery since the early to mid 1980's.
 
This had reversed the policy direction toward a closed economy set
 
in the mid 1960's and the decline and dislocations of the l970's.
 
The eccnomy was on a promising if not. yet completely solid footing
 
for the 1990's. The recovery is the direct result of substantial
 
structural adjustment and policy reforms carried out by the GOZ in
 
the r-i 198's. The overall public sector deficit had been
 
reduced from about 15 percent of GDP in JFY 1980/81 to 5.4 percent
 
in JFY 1987/E8. A comprehensive program of tax reform has reduced
 
personal and corpcrate income tax rates, which increased
 
incentives for individual initiative and productive investment. A 
sionificant privatization program has turned over assets to the 
private sector while stimulating capital markets. A major 
financial reform has been undertaken to increase the mobilization
 
Cf finanCial savings and to improve the efficiency of financial
 
intermediation. The exchange rate has become more competitively
 
determined, and access to foreign exchange substantially
 
liberalized, especially for smaller users. Trade restrictions
 
have been reduced, and the import substitution regime has been
 
slowly dismantled and is being replaced by a regime of relatively
 
low tariffs.
 

As a result of the structural adjustment and stabilization
 
programs, and of favorable movements in international prices, the
 
economy has recently done quite well. During the last two years,
 
GDP has grown at around five percent per annum in real terms.
 
Non-traditional manufactured exports to the U.S. have increased
 
over ten fold during the period 1980-1987. Inflation is under
 
control, and unemployment, although still high, has been reduced
 
from about 27 percent in 1980 to 21 percent in 1988.
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The basic challenge posed by Gilbert is to keep the economy moving 
ahead while maintaining the 'reform program, especially in light of 
the short term fiscal and monetary pressures that will be exerted 
on the economy. 

B. Strategy for Policy Dialogue ............. !'.......
 

The successful completion of the privatization of 
Telecommunications of Jamaica by shareioffer, (which in fact was 
oversubscribed) only one week after Hurricane Gilbert, is a good 
indication that the GOJ will continue its agenda of policy 
reform.
 

The recent GAO report, "Foreign Aid: Improving the Impact and 
Control of Economic Support Funds - June 1988", noted that', 
"Program documents authorizing cash transfers to Senegal, Jamaica, 
and'El Salvador specified policy reform objectives in clear direct 
statements. These documents spelled out a means of measuring 
progress and the anticipated impact of the reforms on the economic
 
development of the country,", and in the list of reforms on page. 
26-27 cited Jamaica as a successful example in virtually every 
instance. See Annex G.
 

The excellent results obtained to date have encouraged the Mission 
to continue with this proven approach. The government -has almost 
invariably taken actions that go beyond pledges of future measures 
,-hat would have been acceptable in more formal, butlessamicable 
negc, tiations. The ongoing discussions withthe GOJ on its policy 
proaram for this PAAD seek to sustain the momentum of the 
structural adjustment and stabilization program. These 
discussions are buttressed by the fact that Jamaica has 
succeSsfully completed one IMF program and signed a new 14 month 
Aareement in September 1988. -v.-.... 

The policy measures envisionedfor'this PAAD are in theareas of 
building upon past achievements :in privatization,',tax r'efo'hn',, -

trade and'tariff ,,reform, reduction of monopoly..importer.statuls: for-
Jamaica CommodityTrading-gCorporation.(JCTC) - andrelnpi 
distortions, capital market development, andcontrolof the4overall~public sector-deficit.
 

More specifically, policy di'alogue wili,,begin.by, r6co'gn"izin g the~-A 
privatization of Telecommunications of amaica',byr.,share offer,.' 
This privatization featui~'ed th6.first ,under itw n -f-a share~ 



offer in Jama ica's hi-story, and is anothir.'.inilestone ''in . 

privatization and,,capitalmre deyelpment. Seco .we-expect 

1 f 
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http:wili,,begin.by
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the GOJ to enact the General Consumption Tax in April 1989.
 
Third, we expect the GOJ to continue with the next phase of its
 
Tariff Reform program, and to investigate the possibilities for
 
speeding up the reform process in light of the expected large
 
levels of imports after Gilbert. Fourth, we will press for the
 
reduction of JCTC's import control for certain items, and
 
identification of the size and nature of their cross-subsidies.
 
Fifth, we propose to assist the GOJ in its efforts to encourage
 
further capital market development through studies cf the
 
possibility of a regional stoc' exchange, emerging market funds,
 
and the listing of GOJ debt securities on the Stock Exchange. And
 
finally, we propose to continue to impress upon the government the
 
need to contain the level of the purlic sector defi'cit this fiscal
 
year and return next fiscal year to tie declining deficit path
 
that was planned before the hurricane.
 

In summary, the recommendation for ESF at the proposed level of
 
US$24.2 million is based upon the need to rebuild the asset base
 
of the country, help bolster the country's fo:.eign exchange flows
 
during the remainder of the fiscal year in the face of declining
 
exports and rising imports, and help Jamaica stay on its present
 
course of structural adjustment and policy reform. Moreover, the
 
proposed ESF funds will provide further encouragement to Jamaica*s
 
narcotic eradicaion/interdiction program which continues to move
 
forward in close cooperation with the U.S. Government. Recently
 
Jamaica signed an agreement to participate in a bilateral
 
narcotics control program and has agreed to the provisions of the
 
Chiles Amendment on narcotics control. These, and other actions,
 
give strong evidence of Jamaica's commitment to vigorous
 
anti-narcotics efforts.
 

II. STRUCTURAL ADJUSTMENT IN THE 1980s
 

A. The Recovery Program
 

The present government, the Jamaican Labor Party (JLP), under
 
Edward Seaga, was elected to power in a landslide in October 1980,
 
and reelected in late 1983. The economic woes facing Jamaica in
 
1980 included high levels of public sector expenditures and
 
employment, large public sector deficits, and very high rates of
 
inflation and private sector unemployment. Also since the mid
 
1960's Jamaica had had an increasingly counterproductive policy
 
favouring import substitutions, self-sufficiency, and regional
 
trade, and which also quite effectively discouraged
 
non-traditional exports to hard currency markets. In other words
 
Jamaica since the mid 1960's had been an inward looking
 
protectionist economy, largely iinanced by revenues from an
 
extractive industry (bauxite) and borrowed funds.
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The economic policies initiated during the 1980's, and supported
 
by the INF. World Bank, AID and other bilateral donors, called for
 
a comprehensive program of stabilization and adjustment that
 
included:
 

--Reduce the public sector deficit, which had grcwn to 15 percent
 
of GDP at the end of the 19T0's.
 

--Correct serious balance oC payments disequilibria, in part by
 
cutting the budget deficits, adopting a more realistic exchange
 
rate, eliminating disincentives to export, and diversifying the
 
export base.
 

--Separate monetary and fiscal policy. During the course of the
 
1970s, monetary policy had become subordinate to fiscal policy in
 
order to finance the deficits.
 

--Reform trade and industry, primarily by reducing tariffs and
 
eliminating quantitative restrictions and import licensing.
 

--Frivatize government provided services and owned assets, and
 
deregulate other areas, such as the commodity boards and itemrs
 
subject to price controls.
 

--Refcrm the tax system, which was economically inefficient and
 
aorinistratively cumbersome.
 

E. Pclicy Accomplishments
 

In the first two years, the new government managed to reverse the
 
decline in GDP, and attracted substantial inflows of foreign
 
public capital. However, the program of stiuctural adjustment was
 
delayed by overoptimistic projections of recovery and by the
 
collapse of world market demand for bauxite and alumina, which
 
took its toll over the period 1982-1985. Nonetheless, during this
 
time the foundations were laid for what eventually emerged as a
 
significant program of adjustment.
 

To its credit, the GOJ implemented and held to these measures
 
during the difficult 1983-1986 period until the losses from
 
mineral exports could be met through increased tourism, gains in
 
non-traditional exports, and some welcome relief in the form of
 
falling oil prices and interest rates.
 



While the pace and substance of these measures have not always
 
been ideal, the cumulative impact over the last seven years is a
 
significant structural adjustment program that may be compared
 
,!avorablywith virtually any other developing country.
 

It is vital to understand the policy achievements of Jamaica in
 
order to appreciate the potential danger tc this program posed by
 
Hurricane Gilbert, as well as by popular impatience for an even
 
faster payoff from the painful adjustments. The policy
 
achievements have been described at length in last year's PAAD and
 
previous USAID/Kingston documents, as well as those of the World
 
Bank and the IMF, and have been favorably reviewed by AID
 
evaluation teams. For the reader's convenience, the most
 
important achievements of the GOJ's structural adjustment program
 
are summarized in Annex A.
 

I1. THE ECONOMIC AND POLITICAL SETTING
 

A. Recent Economic Developments
 

Economic performance was very encouraging in Jamaican FY 1927/82
 
(i.e. throuch March 31, 1988.) It concluded with the suLceFSful
 
completion of all performance criteria under the IMF progrpF.
 
Growth of GDP is estimated to have accelerated to 5.5 percent from
 
about 4 percent in 1986/87. This growth was led by a strong
 
expansion in bauxite/alumina exports, nontraditional exports,
 
touris7 and construction. The average rate of inflation as
 
measured by the consumer price index fell to less than 7 percent.
 
The unemployment rate had declined to about 21 percent, and the
 
job-seeking rate had fallen to about 9 percent, the lowest levels
 
in many years. The overall public sector deficit declined to 5.4
 
percent of GDP.
 

Private sector credit demand, in line with the improved economic
 
prospects, accelerated to an annual rate of almost 35 percent in
 
1987/88, comared with 21 percent in 1986/87. In the face of
 
strong credit demands the Bank of Jamaica refrained from acting to
 
reduce interest rates even though the rate of inflation had been
 
on a declining trend.
 

The Bank of Jamaica's net international reserves rose by US$189
 
million during 1987/8u compared with a US$55 million gain the
 
previous year. More than half of that improvement took the form
 
of net repurchases to the IMF. The improvement in the overall
 
balance of payments reflected a strengthening of the capital
 
account, while the current account deficit rose. This widening of
 
tne current account deficit in 1987/88 was mainly caused by an
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expansion of imports of about 25 percent. The growth of imports
 
of capital goods (49 percent) and raw materials (29 percent) was
 
related to a strong expansion of investment and restocking of
 
inventories.
 

Economic Prospects before Hurricane Gilbert. Jamaica's economic
 
program for JFY 1988/89 was predicated upon continuing it recent
 
successes with export-led growth and reducing its reliance on
 
foreign borrowing. GDP was projected to grow by 4.7 percent, and
 
inflation was projected to remain at about 7 percent. The fiscal
 
program aimed at reducing the overall public sector deficit from
 
5.4 percent of GDP in 1987/88 to 2.8 percent of GDV in 1988/89.
 

The rronetary program for 1988/89 envisaged an expansion of broad
 
money of about 17 percent, compared with 21 percent the previous
 
year. As credit growth accelerated in April-June 1988, the
 
authorities decided to modify open market procedures to strengthen
 
control over credit. On August 9, 1988, the Bank of Jamaica
 
announced that it would discontinue the policy of offering
 
certificates of deposit at periodic auctions at a pre-set interest
 
rate, with the amount sold being determined by demand at that
 
rate. Insteaf, the BOJ will offer pre-set amounts of its own CDs
 
ci GOJ treasury bills with interest set by the bidding.
 

The deficit in the external current account v projected tc
 
decline to about 3 percent of GDP from about q.5 percent of GDP
 
last year. Net capital inflows were projected at US$283 rillion.
 
Rescheduling were expected to provide debt relief to Jamaica of
 
about USS165 million. Of this amount, US$0 million corresponds 
to corercial bank loans, and US$20 million to Venezuela and 
Mexico. Paris Club creditors were expected to provide debt relief 
to Jamaica of about US$61 million during 1988/89. Net official
 
international reserves were targeted to improve by US$180 million
 
in 19BE/89.
 

In spite of the generally favorable developments during the summer
 
months of 1988, and just before Hurricane Gilbert, Jamaica was
 
experiencing a crunch in its foreign exchange flows. Gross liquid
 
assets of the Bank of Jamaica were projected to fall to US$7
 
million in September from US$43 million in March. Symptoms cf
 
the crunch included temporary arrears in debts owed, reported
 
increases in the parallel rate for foreign exchange, and
 
difficulties in obtaining foreign exchange througn regular
 
channels. The basic reason for this crunch was the timing of
 
foreign exchange flows. Outflows--including scheduled repayments
 
to the IMF of about US57 million in July--were bunched up at the
 
beginning of the fiscal year, while the bulk of foreign financing
 
was scheduled to arrive later in the fiscal year. June and July
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were particularly difficult months, with seasonally low tourism
 
receipts compounding the July IMF repurchase. The drought in the
 
United States added at least US$5 million to Jamaica's food import
 
bill by driving up prices oi by reducing the availability of
 
concessional commodities.
 

The foreign exchange picture brightened somewhat in August with an
 
increase in tourism receipts from Reggae Sunsplash and the forward
 
sale of AT&T settlement payments to Japanese investors. Before
 
the Hurricane, Jamaica had expected foreign exchange flows to be
 
somewhat tighter in September and October, as tourism receipts
 
dipped again to seasonally lower levels. During the period from
 
November to March, the high season for tourism, tourism exchange
 
inflows were expected to pick up again.
 

B. The Eccnomy After Gilbert
 

On September 12, Hurricane Gilbert dramatically changed the
 
economic setting. The economy, as the previous section indicates,
 
had shown a strong performance, and, after weathering the worst of
 
a foreign exchange crunch related primarily to the seasonality of
 
its foreogn exchange inflows, was looking towards its high season
 

cf greater international liquidity. Gilbert has perpetuated the
 
crunch by causing im-mediate demands for foreign exchange.
 
Although pledges of assistance have been made by donors, and
 
reinsurance inflows should cover some of the damage, the timinc
 
and actual level of inflows is uncertain.
 

-he primary economic impacts of Hurricane Gilbert can be divided
 
into (1) losses of foreign exchange and current income for the
 
remainder of the Jamaican fiscal year (i.e. to 3/31/89) and (2)
 
losses to Jamaica's stock of capital assets.
 

Losses of Foreian Exchanoe and Current Income. Foreign exchange
 
losses are estimated to be nearly US$800 million as a result of
 
reduced exports and tourism and additional imports through this
 
fiscal year which ends March 31, 1989. These losses, derived from
 
data from a variety of sources including the Bank of Jamaica,
 
Planning Institute of Jamaica and the IMF/World Bank joint mission
 
to Jamaica to assess tne need for emergency assistance, are
 
estimated to include the following:
 

Millions of US Dollars
 

Tourism 162
 
Bauxite and Alumina Exports 30
 
Traditional Agriculture Exports 39
 
Nontraditional Exports 75
 
Additional Imports 465
 
TOTAL 771
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The reinsurance inflows will offset about half of these losses
 
during this fiscal year. Even with the expected increase of
 
foreian assistance, the economy will experience a net loss of up
 
to US$100 million of foreign exchange compared to pre-hurricane
 
projections.
 

The impact on GDP is more difficult to evaluate, but it is less
 
severe than indicated by the foreign trade sector losses. In
 
terms of primary output, agriculture suffered the greatest loss.
 
Damage in excess of 90 percent was reported in the sub-sectors of
 
poultry, bananas, pimento and miscellaneous tree crops. In
 
addition, damage in excess of 60 percent was reported in the
 
sub-sectors of coffee, cocoa, coconuts and most vegetable crops.
 
Manufacturing losses in a large part due to the loss of
 
electricity for some six weeks, are estimated to be about 10
 
percent of annual production. Economically the most im-portant
 
lcss will come from a projected 25 percent decline in tourism
 
expenditures. The overall impact in terms of GDP is estimated to
 
be above 5 percent during the curLent Jamaica fiscal year ending 
March 31, 1-89. However, a massive program of reconstruction 
equivalent t ' nearly 4 percent of GDP will reduce the net impact 
tc ab:'t one and one-half percent of GDP; real growth in GDP will 
be reduced from the projected level of 4.7 percent to 3.3 
percent. JFY 1956/89 per capita GDP growth is projected to 
decline from the 3.5 percent as projected in August to 2.1 
percent. (See Table I-1). 

Lcsses to Stock of Capital Assets. The second type of economic
 
loss occaEsoned by Gilbert is the damage to capital assets. These
 
losses will be felt not only during the remainder of the current
 
fiscal year but also over the coming years as resources which
 
would have acne into other forms of development, and produced a
 
corresponding stream of economic benefits, must instead be
 
diverted to restore the status quo of Jamaica's stock of capital
 
assets.
 

The primary damage seems to be to residential dwellings, with an
 
estimated 150,000 housing units affected in one way or another,
 
50,000 severely affected and 10,000 destroyed. The damage visited
 
upon plant and equipment by Gilbert has been uneven. In general
 
most industrial concerns escaped with only minor damage. However,
 
the poultry industry sustained capital damages estimated in the
 
range of US$50-60 million, and the banana industry, in addition to
 
loss of all output for 9 months, sustained capital damages in the
 
range of US$10-15 million. Other industries sustaining serious
 
capital damages were the Jamaica Public Services Company, which
 
supplies Jamaica with electricity. While its generating capacity
 
has not been damaged, it is faced with a national grid of downed
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utility poles, damaged transformers and severed and twisted
 
lines. This in turn has caused serious disruptions to water
 
distribution, hospital services, and manufacturing production.
 

The country's social infrastructure, primarily schools, hospitals
 
and medical centers, suffered extensive damage as a result of the
 
hurricane. Current estimates are that a half of these facilities
 
lost all or part of their roofs. Clearly, undertaking these
 
critical repairs would place Jamaica's foreign exchange
 
availability in an untenable position if additional resources are
 
not forthcoming.
 

The Jamaican insurance sector estimates that the insured damage
 
will amount to about $600 million. However, this figure also
 
includes consumer goods which, while resulting in a loss of
 
welfare, will not affect the nation's productive capacity.
 
Fortunately, most of these liabilities will be covered through
 
reinsurance arrangements with foreign insurance companies,
 
resulting in a large inflow of foreign capital to take care of
 
these losses. However, at the sate time, much of the damaoe
 
caused by the hurricane to commercial enterprises has been
 
under-insured or uninsured.
 

Jamaica was also successful in attracting substantial concessional
 
assistance at the recent donors meeting in Berlin, possibly
 
amounting to around US$420 million in reallocations and new
 
cc..itments. The critical cuestion will be the time needed to
 
translate these pledges into actual resource flows.
 

C. Balance of Payments, Fiscal, and Monetary Impact
 

The hurricane has caused a maior deterioration in the balance of
 
payments in JFY 1988/89 (see Table I-1). The loss of exports and
 
the increase of imports produced a US$610 million deterioration in
 
the trade balance compared with the pre-hurricane projection. The
 
decline in tourism compounds the problem. Reinsurance inflows of
 
some US$464 million this fiscal year, a US$162 million increase in
 
transfers, including A.I.D. DA and PL480 additional funding, and
 
the 100 percent interest that was recently rescheduled by the
 
Paris Club limit the current account deterioration to about US$131
 
million. Increased official capital inflows of US$220 million are
 
projected, since at least one-fourth of the new donor commitments
 
are not expected to disburse until 1989/90. Debt rescheduling,
 
including the recent Paris Club, is the same as earlier projected,
 
US$165 millic:. Direct investment falls US$24 million as resort
 
divestments become infeasible. Other private capital flows
 
decline by US$35 million. The net effect of these changes is that
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the cverall balance of payments surplus fall from US$180 million
 
that was targetted before the hurricane to US$88 million.
 
Compared to the BOP surplus target set by the recently approved
 
Stand-by, there is a foreign financing gap of US$92 million in JFY
 

1988/89. It is expected that up to US$50 million will provided by
 

emergency assistance from the IMF. Any remaining gap should be
 
filled by ESF and other donor emergency assistance not yet
 
identified.
 

The balance of payments are not expected to improve dramatically
 
in JFY 1989/90 and 1990/91. Imports remain high in 1989/90 as
 
reconstruction continues. While imports decline somewhat in
 
1990/91, they are higher than earlier projected because of the
 
large increases in nominal GDP and prices in 1988/89 and 1989/90.
 
Exports and tourism are projected to recover in 1989/90 and
 
continue on the growth path projected earlier. However, the
 
precipitous decline in official grants and capital swamp the
 
export and tourism growth. As a result, the overall balance of
 
payments remains well below targetted surpluses, and deteriorates
 
into a deficit in 1990/91.
 

The fiscal impacts of the hurricane in JFY 1988/89 are also
 
serious (see Table III-1). Revenue falls from the pre-hurricane
 
expected level of 31.2 percent of GDP to 30.8 percent as hurricane
 
losses reduce income tax revenues. Divestment revenues also fall
 
as resort divestments must be postponed. The large increase in
 
grants, from 1.7 percent of GDP to 5.2 percent, is insufficient to
 
offset the sharp increases in current and capital spending. As a
 
consequence, the central government surplus of 0.4 percent of GDP
 
expected before the hurricane is wiped-out and replaced by a 5.8
 
percent deficit. Reduced public enterprise surp.uses and
 

The
increased Bank of Jamaica losses add to the problem. 

ccnsolidated public sector deficit consequently increases from the
 
pre-hurricane budgetted level of 2.8 percent of GDP to 11.5
 
percent for the GOJ fiscal year ending March 31, 1989.
 

The strain on the government's budget will doubtless be high as it
 
strives to rehabilitate damaged infrastructure and housing and
 
deal with the increased need for income transfers to the poor.
 
Clearly, however, it would not be in Jamaica's long-run interests
 
if its understandable short-run desire to address the critical
 
needs of the population were to be accompanied by the reemergence
 
of sustained, structural claims by the public sector on the
 
nation's resources. One of the GOJ's most important achievements
 
is reducing the overall public sector deficit. A reemergence of
 
large deficits would undermine much of the policy achievements of
 
the 1980s. If this happened, it would represent the real and
 
lasting damage wrought by Gilbert.
 



-12

is expected that the GOJ, with the strong encouragement of the
It 

IMF, World Bank, USAID and other major donors, will significantly
 

However, the fall-off
reduce the deficit after this fiscal year. 


of donor grants will make this a difficult task. Assuming
 
significant declines in current and capital expenditures, the
 

ci,solidated public sector deficit is projected to decline to 3.9
 

percent of GDP in 1989/90 and 0.8 percent in 1990/91.
 

While foreign financing will cover a major portion of the deficit
 

increases, domestic financing of the deficit will need to increase
 
2.7 percent
from the pre-hurricane expected level for 1988/89 of 


of GDP to 9.2 percent. The need for domestic financing declines
 

around 6 percent in 1989/90 	and 3 percent in 1990/91. While
to 

much of domestic financing will come from outside tt banking
 

syste. thrcugh the sale of Treasury bills and Bank o: Jamaica
 

Certificate of Deposit to the public, the deterioration of the
 

public sector finances could trigger significant expansions of
 

banking system. credit and the money supply.
 

to the
Net d,estic assets of the bank-ng system (mainly credit 

public and private sectcrs) was earlier expected to expand by less
 

than 3 percent in 1988/89. It is now expected to grow by 12
 

percent this fiscal year, 6 percent in 1989/90 and 8 percent :'r.
 

1990/91 (see Table IV-l). Credit expansion to the private sector
 

will increase by around 25 percent a year over through 1990/91,
 

slightly faster than earlier expected. The broad money supply,
 

including money and quasi-money, was expected to increase 17
 

percent in 1988/89. It is now projected to increase by som.e 20
 

percent in 1988/89, 17.3 percent in 1989/90, a:id 16.9 percent in
 

1990/91. The monetary expansion and the commodity supply
 
percent
shortages will cause consumer prices to increase around 11 


in 1988/89 and 8 percent in 	1989/90. The targetted level of
 
achieved by 1990/91 if projected
inflation of 7 percent should be 


fiscal and monetary restraint are achieved.
 

D. Political Setting and Structural Adjustment
 

Although the exact date still remains unannouncea, elections in
 
1989, at the
Jamaica must be held within 	a few months (April 10, 


latest). The opposition party, the Pecple's National Party (PNP)
 

has signed a Code of Political Conduct Agreement with the ruling
 

party, the Jamaica Labour Party (JLP) and an Ombudsman has been
 

appointed to monitor performance and receive official complaints.
 
as a
Despite the added potential 	friction between the two parties 


relief and rehabilitation policies,
result of hurrican disaster 

official complaint had been 	registered as of mid-November.
only one 
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This level of cooperation between the two parties has enhanced the
 
prospects for a generally peaceful election and a relatively
 
smooth continuation of Government policies and operations,
 
whatever the results of the election. The PNP, like the JLP, has
 
endorsed structural adjustment of the economy and recognized the
 

need to foster market-oriented decision making and encourage
 
exports. The Mission expects that the GOJ will continue to
 
support structural reforms, including 3ctions on the policy reform
 

agenda laid out in this paper, under ':he leadership of either
 
party.
 

IV. THE ROLE OF ESF IN FY 1989
 

The rationale for the US FY 1989 ESF, like that of other funds
 
used to help Jamaica in its time of need, rests on the importance
 
of surmounting the short-run loss of real resources -- primarily
 
in current national income -- to the Jamaican economy, and
 
rebuilding the stock of productive assets, so that the progra. of
 
structural adjustment can continue on course. This requires that
 
foreign disaster assistance of all types continue to be mobilized
 
quickly to help the GOJ address the short-term critical needs of
 
its people, and set the economy cn its former footing.
 

A. ESF in FY 1988
 

The lack of availability of ESF for Jamaica for FY 1988 was
 
unfortunate in that it res,,lted in a missed opportunity for the
 
United States to play a key role in helping Jamaica to consolidate
 
and defend the structural adjustments program outlined above. The
 

GOJ for its part has shown extremely good faith in responding to
 

our policy dialogue agenda of last year, even though no ESF was
 
forthcom'no.
 

This response was for several important reasons. The first lies
 
in the nature of the relationship between the GOJ and
 
USAID/Kingston. The relationship is excellent, based upon our
 
perception of the GOJ's commitment to structural adjustment, and
 
the GOJ's perception that the U.S. Mission is a willing and able
 
bilateral donor with an understanding of and full respect for the
 
country's sovereignty and political and social constraints. The
 
government, though disappointed that no ESF was available,
 
understood that the Mission had made every possible effort to
 

secure ESF funds. The government continued with the reforms that
 
operationally remained feasible given the tighter resource
 
constraints.
 



Second, the GOJ has followed its structural adjustment program
 
because it believes the policies are ultimately in the best long
 
run interest of the country, even though this may not necessarily
 
be in the government's short run interests. Because the GOJ is
 
convinced of the merits of the agenda, the challenge has been to
 
maximize the number of tangible reforms that are implemented;
 
thus the USAID focus on GOJ performance of a continuing and
 
diverse set of steps forward, by searching for and proposing a
 
range of practical reforms that may be implementable, and
 
rewarding success. ESF has been viewed as a means to help the
 
country bear the short term costs of making the necessary
 
adjustments, not as quid pro quo for unpalatable reforms alien to
 
the national agenda.
 

Accph Iisr ents since the FY 1988 ESF PAAD
 

Since the policy dialogue which took place between the GOJ and
 
USAID in the development of the December 1987 PAAD, the GOJ has
 
undertaken the following actions:
 

(1) Reduction of the burden of double taxation on dividends.
 
Ja-aica now provides a tax credit to companies expanding their
 
equity Ease by issuing bonus shares instead of dividends. The tax
 
credit is equivalent to one-fourth the notional tax on the value
 
of the bonus shares.
 

(2) Competion of at least two rajor debt-equity swap 
transactions by early March 1988. The GOJ completed two rajcr 
debt-equity swaps in January. Overall, external debt converted in 
1987/86 amounted to about J$14 million, and conversions were 
scheduled (before Gilbert) to increase to about J$176 million in 
1988/89. The pace of conversions has been set to avoid straining 
the capacity of the domestic market to absorb debt instruments. 

(3) Speeding up of the divestment of smaller enterprises. During
 
the last 10 months the GOJ has increased the number of enterprises
 
effectively privatized by the Divestment Secretariat from 10 to
 
16. It has also added three new enterprises to the Divestment
 
Secretariat's portfolio.
 

(4) Privatization of Telecommunications of Jamaica. The actual
 
privatization, described elsewhere, went far beyond that
 
envisioned at the time of last year's PAAD and included the
 
underwriting of a share offer for the first time. GOJ sold 15
 
percent of this giant state owned enterprise locally in
 
underwritten share offer, thereby reducing its ownership to a
 
minority position of 40 percent, and taking TOJ off public
 
enterprise lists.
 



(5) Strengthening of capital market institutions. The GOJ has
 

issued two new local debt instruments to broaden the capital
 

market. The GOJ is considering a number of ways to assist the
 

Stock Exchange to become a more dynamic vehicle in the financial
 

sector, including portfolio investment in equities 	by foreigners
 

And the use of debt-equity swaps to facilitate such purchases.
 

The GOJ has also taken measures to safeguard investor's interest
 

by reducing extent of insider trading, and thereby increase
 
investor confidence.
 

In August 1988 the Bank of Jamaica announced that it would
 
discontinue the policy of offering certificates of. deposit at
 

periodic auctions at a pre-set interest rate. Since then, the BOJ
 

has been offering pre-set amounts of its own CDs or the
 
Governments' treasury bills, with interest rates resulting from
 

the bidding. (The quantities offered are those deemed necessary
 
Jamaica within
to maintain the net domestic assets of the Bank of 


the estatlished linits.) In August, the GOJ also announced the
 

reduction in the Government determined savings rate from 15
 

percent tc 13 percent. The largest bank subsequently reduced
 
lending rates by 1.5 percent.
 

(6) Dev'elcpment of a timetable for the implementation of the
 

General Consumption Tax (GCT). The GOJ has developed a timetable
 

hiLch 	calls for implementation of the GCT in April 1989, i.e.,
 
now to prepare
after elections. The GOJ is taking necessary steps 


fcr the GCT.
 

(7) Continuaticn of progress in liberalizing exchange controls.
 

In August 1988 the basic allowance for foreign travel (other than
 

for business and professional reasons) was raised from US$150 to
 

US$300 per person and calendar year. Also, the annual limit per
 

person on remittances of income from emigrants' property and
 

re-ittances for family maintenance was raised from US$1,OCO to
 

US$2,000, and that for cash gifts was raised for US$50 to US$100.
 

The New IMF Program. The GOJ continued its commitment to economic
 
The new
stabilization with a New IMF stand-by agreement. 


agreement covers the period September 1988 to November 1989 and
 

provide SDRs 82 million (US$114 million.) The stabilization
 
measures include:
 

--Reduction in the overall public sector deficit from 5.4 percent
 

of GDP in FY 1987/88 to 2.8 percent of GDP in FY 1988/89
 

GDP
--Reduction in the current account deficit from 4.5 percent of 


in FY 1987/88 to 3.1 percent in FY 1988/89
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--Continuation of the 10 percent wage guideline through November
 

--Continued price stability with inflation forecast at 7 percent
 
in FY 1988/89
 

--Improvement in the BOJ's net international reserves by US$180
 
million, of which US$145 million will be through IMF repurchases.
 

The same exchange rate adjustment triggers, described above, will
 
continue in place. These measures were agreed to before Hurricane
 
Gilbert. Discussions on the appropriate adjustments to the
 
program in the aftermath ef Hurricane Gilbert are taking place at
 
present.
 

B. Policy Directions for FY 1989 ESF
 

The ongoing discussions with the GOJ on its policy program for
 
this PAAD seek to sustain the momentum of the structural
 
adjustment and stabilization program. The policy measures
 
envisioned for this PAAD are in the areas of building upon past
 
achievements in privatizaticen, tax reform , trade and tariff
 
refcr., reduction of monopoly importation by JCTC, capital rarket
 
development and control of the overall public sector deficit.
 
These discussions are buttressed by the fact that Jamaica has
 
successfully completed one IMF program and signed a new 14 month
 
Aoreeent in September 1988. In order to understand how these
 
reasures build upon Jamaica's impressive track record of
 
structural adjustment and policy reform, the reader's attention is
 
again drawn to Annex A.
 

(i) Privatizaticn. At the beginning of the year, the GOJ
 
indicated an interest in privatizing Telecomjmunications of
 
Jamaica, but the outlook was not particularly promising. First,
 
for most of the year, a cloud was hanging over the international
 
ecuities markets after the October 1987 stock market crash.
 
Second, the Jamaican Stock Exchange had also experience a decline,
 
in part a reflection of the international uncertainty facing
 
equities, and also because the exchange was facing an inevitable
 
cooling off after the bull market that began in 1983.
 

The GOJ was able to overcome the softness of the market by boldly
 
offering the shares at a price that Jamaica's newly created class
 
of share owners would find attractive, even though this meant
 
sacrificing revenue.
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The share offer of TOJ was underwritten by 14 financial
 
institutions, the first such underwriting in Jamaica. The
 
decision to sign the underwriting agreement, and provide an
 
element of stability in what might be an uncertain environment,
 
was criticized when announced in August. But it turned out to be
 

Hurricane Gilbert struck on September 12, a
remarkably prescient. 

mere nine days before the share offer was opened to the public for
 
application. The public offer for sale represented about 13
 
percent of the total outstanding shares of TOJ. Of the 126
 
million shares, 105 million were offered to the public and
 
underwritten by the syndicate of underwriters. The remaining 21
 
million shares were reserved for employees under an employee share
 
scheme.
 

The shares available to the public were oversubscribed by almost
 
25 percent. Before the share offer, the GOJ owned just over 53
 
percent of TOJ, the British firm Cable and Wireless 39 percent,
 
and various private sector interests the residual 8 percent.
 
Following the share offer, the GOJ now owns 40 percent, Cable and
 
Wireless 39 percent, the employees of TOJ 2 percent, and other
 
private sector, 19 percent.
 

With the success of the share offer, and the passing of majority
 
ownership to the private sector, TOJ will be able to proceed with
 
its investment program to respond to the considerable--and largely
 
unrmet--demand for telecommunications services, free from the GOJ
 
budget constraints and public sector spending limits.
 

The specific policy item that the Mission expected was the listing
 
by the GOJ of these shares on the Stock Exchange and the
 
commencement of their free trading by October at the latest. In
 
fact, this has now been accomplished. The intent of this policy
 
item is primarily to acknowledge a skillfully planned and managed
 
privatization, made all the more remarkable coming as it did in
 
the aftermath of Hurricane Gilbert.
 

(2) Tax Reform. The GCT, the last major element of the GOJ's
 
comprehensive tax reform program, is scheduled for legislative
 
enactment into law effective April 1, 1989. The GCT, a
 
value-added type of tax, is intended to replace the existing
 
system of indirect taxation, which had grown up over the years in
 
haphazard fashion in response to the pressing revenue needs of the
 
day. USAID/J's Board of Revenue Assistance Project has provided
 
significant technical support to this part of the tax reform
 
effort. The design work for the GCT is completed, and initial
 
implementation efforts in anticipation of legislative enactment
 
are virtually completed. But the decision to actually proceed is
 
a major one requiring considerable courage.
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(3) Trade and Tariff Reform. The tariff reform program includes
 
the simplification of the duty system and its administration. The
 
program consist of a 4 year program to reduce the dispersion of
 
nominal import tariff and stamp duty rates, ranging from zero to
 
over 200 percent, by eliminating tariff peaks and introducing a
 
minimum tariff for items presently with a statutory zero CET and
 
stamp duty.
 

In March 1987, the GOJ introduced a maximum total CET and stamp
 
duty rate of 68 percent, reducing maximum rates that in some cases
 
reached 200 percent. This maximum rate was further reduced, as
 
planned, to 60 percent in March 1988. The ultimate goal includes
 
a final set of four tariff rates to be achieved by March 1991: 10
 
percent for raw materials, 20 percent for capital goods and 30
 
percent for consumer goods. Items imported by public utility
 
companies would pay a reduced duty rate of 5 percent. However, an
 
intervening problem is that the GOJ must renegoti&te the existing
 
Common External Tariff with its Caribbean Common Market partners
 
in line with the tariff reform goals before it can fully implement
 
the program.
 

The GOJ is considering the possibility of advancing the pace of
 
the tariff reform. The basic rationale for this lies in the level
 
of imports required to restore the pre-hurricane status quo. It
 
is estimated that almost US$500 million in re-insurance funds
 
could arrive on the island during the next 6 months as claims for
 
damaged assets and goods are paid off. Of this sum, its can be
 
safely estimated that at least a half will go to imports to
 
replace these assets and goods. Furthermore, an additional US$250
 
million from donors could be forthcoming to assist in the
 
rebuilding effort.
 

Many of the new imports will go to replace damaged assets. Thus,
 
an imposition cf the old rates would amount in some sense to
 
double taxation. Fairness suggests that imports for replacement
 
would be tax free. However, it would be administratively
 
cumbersome if not impossible to distinguish regular imports that
 
would have taken place anyway 'rom those that are in response to
 
Gilbert. Thus, the imposition of tariffs at rates close to those
 
envisioned in the final phase would seem to be the best middle
 
ground. Failure to do so in a systematic fashion in line with the
 
ultimate rates of the tariff reform program will no doubt generate
 
pressure for ad hoc reductions and exemptions which could further
 
complicate the tariff structure which the reform program is
 
attempting to make more simple and administratively streamlined.
 

There are two key issues surrounding the proposal to advance the
 
schedule for tariff reform.
 



-19-


CARICOM and the CET. While the first two phases of the tariff
 
reform could be accommodated under the Common External Tariff,
 
advancing to the final stage of tariff reform will require
 
negotiations with Jamaica's CARICOM partners for a revision of the
 
CET in line with the tariff reform goals. However, Jamaica still
 
has considerable room to maneuver in reducing its rates for many
 
items before running up against the CET rates. At the moment, the
 
highest Jamaican tariff rate plus stamp duty rate is 60 percent.
 
The average CET is 45 percent. The CET for most capital goods and
 
raw materials is much lower than this rate. Thus, Jamaica has a 
great deal of latitude to adjust rates downward for these two 
categories of imports. Negotiations with CARICOM partners are at 
an advanced stage, although final agreement with CARICOM is not
 
expected before January 1991. While it may not be possible for
 
Jamaica to move at this point to the final four tariff rates for
 
all goods, they could still be reduced substantially in many cases
 
within the context of the existing CET and CARICOM negotiations.
 

Fiscal I:plications. While the exact fiscal implications of "fast
 
tracking" the tariff reform are not known, three points are
 
pertinent. First, the sheer volume of imports should improve the
 
overall revenue yield. Second, as noted above, much of the
 
increased volume will go to replace damaged assets already subject
 
to tax once. Thus, revenue yield even at the lower rates can be
 
considered a revenue bonus for the GOJ when viewed in terms of the
 
alternative of ad hoc reductions and exemptions. Third, the
 
expected loss from the lower rates was to be made up in part from
 
the introduction of the GCT, scheduled for implementation in March
 
2969. If necessary, implementation of the GCT could be speeded up
 
to help forfend any revenue loss.
 

The Mission has encouraged the GOJ to consider this idea.
 
However, the GOJ has many contending factors to weioh; the crucial
 
point is that it stick at a minimum to its scheduled tariff
 
reform. Our encouragement of GOJ interest in fast tracking some
 
elements of the tariff reform indicates our flexibility in seizing
 
opportunities to advance structural adjustment even in the face of
 
adversity; the GOJ did just this with the privatization of
 
Telecommunications of Jamaica only two weeks after Gilbert
 
struck.
 

The specific policy item we are proposing is that the GOJ announce
 
simultaneously or prior to the enactment of ttie GCT the new
 
maximum tariff and stamp duty rates for JFY 1990.
 

(4) Monopoly Imports by JCTC. The Jamaica Commodity Trading
 
Corporation (JCTC), which serves a useful function as the Jar-aican
 
agent for government to government concessional food arrangements,
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is also the sole importer of a number of items (primarily, lumber,
 
cars, pharmaceuticals.) The JCTC also subsidizes the sale of
 
certain essential goods for low-income groups, which is financed
 
by tariffs on other imports and by transfers from the rest of the
 
public sector.
 

Given the expected volume of imports after Hurricane Gilbert, it
 
would be opportune to permit the private sector to import
 
alongside JCTC those goods for which JCTC now acts as monopoly
 
importer. In some cases this is already being permitted as a
 
temporary measure. The goal of policy dialogue on JCTC's role in
 
the economy would be to extend these temporary imports by the
 
private sector, and further trim JCTC's import list. This would
 
enable the JCTC to concentrate on concessional food imports.
 

The GOJ has indicated an interest in a further analysis of these
 
possibilities. The policy iterr that we therefore propose is that:
 

--The private sector be permitted to continue to import building
 
materials and cther for-erly restricted items now being imported,
 
and import some additional items now reserved uniquely to the
 
JCTC; and
 

--The GOJ undertake a study on the costs and benefits of JCTC's
 
subsidy operations and the resulting price distortions.
 

(5) Further Capital Market Development. Capital markets,
 
mor bund in the 1970s, have shown renewed vigor in the 1980s as a
 
result of general economic recovery, tax reform, privatization,
 
and increased investor confidence. The GOJ would like to continue
 
the process of capital market development. We therefore propose
 
to assist the GOJ on this policy item by providing funding where
 
needed for the GOJ to examine ways to further promote capital
 
markets. Three specific proposals may be cited:
 

--Examine the feasibility of a regional stock exchange, and
 
regulations that would have to be revised to permit this.
 

--Examine the feasibility of streamlining the existing procedures
 
for registering foreign inward direct and portfolio investment,
 
especially by foreign mutual funds.
 

--Examine the possibility of GOJ debt securities being listed and
 
traded on the Stock Exchange.
 

(6) Public Sector Deficit. The Consolidated Public Sector
 
Deficit will be targetted for JFY 1988/89 and JFY 1989/90. Given
 
the large reemerging deficit in 1988/89 and the importance of
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bringing it under control and reducing it dramatically in 1989/90,
 
USAID and the GOJ will agree on consolidated public sector deficit
 
targets and the domestic financing of those deficits. This
 
discussion might also include some recommendations for improving
 
the efficiency of government expenditures in such areas as health
 
and education, particularly as specific proposals develop from
 
USAID projects in these area.
 

Conclusion. USAID/J is therefore proposing an ESF package of US
 
$24.2 million to provide immediate balance of payments assistance
 
to help Jamaica recover from the damages inflicted by Hurricane
 
Gilbert and sustain Jamaica's track record of struttural
 
adjustment and growth.
 

V. PROCRAM IMPLEMENTATION 

A. Sur,:-ary
 

The proposed $24,200,000 program will be authorized for obligation
 
in two separate tranches. The first tranche will be disbursed as
 
soon as possible after com itment of FY 1989 funds as a cash
 
transfer into a GOJ account in a United States bank in the United
 
States established specifically for the purpose of receiving cash
 
transfers. The second tranche will be disbursed after
 
satisfaction of the requirements under the Anti-Drug Abuse Act of
 
198E and a second CN is cent to Conoress and expires.
 

B. Utilization and Management of U.S. Dollar Resources
 

The funds will be disbursed into the interest bearing Separate
 
Account of the GOJ at Irvino Trust Company in New York. This
 
account was established specifically for this purpose under
 
Production and Employment VII; the BOJ will maintain this account
 
for this purpose, ensuring that the previous balance is nil on the
 
date of disbursement and deposit of this and any subsequent casn
 
transfer funds. No other funds will be commingled in this account.
 

In line with guidance contained in State 325792, dated 20 OCT 87,
 
the Grant Agreement will require the GOJ to use the funds, and any
 
accrued interest, to effect debt service payments. Jamaica's huge
 
foreign debt servicing burden, by siphoning needed resources out
 
of the economy, continues to be a barrier to growth and
 
development. Although Jamaica has rescheduled its commercial and
 
bilateral debt, additional assistance from the IMF and the World
 
Bank has been stretched to the institutionally regulated limit,
 
and debt servicing will continue to be a major concern for the
 
foreseeable future.
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It is expected that the majority (probably all) of the FY 1969 
cash transfer will be used to satisfy debt servicing
 
requirements. This will not include debt relating to military
 
requirements or debt known to have been incurred to finance
 
equipment for surveillance, abortion, gambling, or weather
 
modification; luxury items; or pesticides which are not registered
 
by the U.S. EnvironmenLal Protection Agency for use without
 
restriction. Service of debt owed to the U.S. government
 
(exclusive of FMS debt) shall have first priority. In addition,
 
the Mission is requesting concurrence from LAC/AA to use the cash
 
transfer dollars for servicing of debt owed to multilateral
 
development banks and the IMF.
 

Since 1983 Jamaica has used an auction system to allocate
 
available foreign exchange. During the first two years of the
 
system, the Jamaican dollar depreciated substantially against the
 
U.S. dollar, stabilizing at about the current rate of J$5.5 to the
 
US$1 in early 1986. Under this system there has been improved
 
private sector access to foreign exchange at market-oriented
 
rates. The major problem centers around delays in delivery of
 
foreign exchange that occur when the Bank of Jamaica (BOJ)
 
experiences drains of foreign exchange as a result of bunching of
 
debt repayment, seasonal reduction in tourism receipts, emergency
 
requirements for food imports, or similar cash flow problems. The
 
BOJ must operate on the slimmest of foreign exchange margins, and
 
against a backdrop of large debt service payment and negative net
 
international reserves. There is very little give in this foreign
 
exchange management arrangement, and the BOJ has often been forced
 
to 
patch together foreign exchange from a wide variety of sources,
 
including advance sales of state-controlled exports and other
 
foreign exchange receipts, occassional arrearages in some debt and
 
delays in delivery of foreign exchange to the auction.
 

Given the s3mewhat precarious position of foreign exchange
 
management in Jamaica, the use of ESF funds for debt service
 
provides a welcome - and beneficial- element of stability. The
 

net effect of using the cash transfer for debt service is
 
virtually the same as providing it to the private sector through
 

the auction, since both debt service and import needs must be
 
met. If debt is not serviced on schedule, or the auction delivery
 

is delayed continuously, the GOJ will not be in compliance with
 
its IMF program. If the cash transfer is unavailable for debt
 
servicing, the GOJ will need to find some means of restricting
 
access to the auction - a measure that is likely to impact most
 
severely on small businesses that are generally at the end of the
 
line for foreign exchange.
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Providing the cash transfer to the auction directly would not
 
increase the supply of foreign exchange to the auction, since the
 
GOJ would, of necessity, retain an equal amount from the auction
 
from other sources to meet its debt obligations. Given the
 
requirements for explicit tracking of U.S funds it is likely that
 
U.S. funds provided directly to the auction would be used for big
 
ticket items for large businesses, or even Parastatals, thus
 
crowding out small private sector firms. Furthermore, it will
 
require greater GOJ involvement in private sector financial
 
transactions, which is precisely what the Jamaica policy dialogue
 
has been moving the country away from.
 

The Memorandum of Understanding to the Project Agreement (see
 
Annex B) will outline the procedures for monitoring the use of the
 
U.S. Dzilars for debt servicing.
 

C. Local Currency Program-ino and Reporting
 

Under the Grant Acreement, the GO will be required to deposit an
 
equiv'2ent am:2nt of local currency into a Special Account in the
 
Bank of Jaraica. As evidence of this transaction, the GOJ will
 
crcvide to USA1D a bank statement within two weeks of the end of
 
the mr-,nth in which the disbursement occurs. In line with the
 
guidance in State 327494, dated 21 OCT 87, this will be an
 
interest bearing account.
 

in ine with A:D's basic policy statement governing the ranaaement
 
of Host Country Owned Local Currency (Policy Determination Number
 
5), suppleF-entary guidance in State 327494, dated 21 OCT 87, and
 
subsequeit LAC Bureau clarifications provided by State 224820,
 
dated l- JUL 88, the Mission will be pursuing a general budgetary
 
approach to the programming of ESF Host Country Owned Local
 
Currency.
 

The Memorandum of Understanding to the Project Agreement (see
 
Annex C) will outline the procedures for programming and
 
monitoring the local currency.
 

D. Conditions, Covenants and Negotiating Status
 

The Grant Agreement which will obligate the funds will contain the
 
following conditions precedent:
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(1) "Prior to the first disbursement under this Agreement, or to
 
the issuance by A.I.D. of documentation pursuant to which
 

disbursement will be made, the Government of Jamaica will furnish
 

to A.I.D., in form and substance satisfactory to A.I.D.:
 

"(a) An opinion of the Attorney General of the Government of
 
Jamaica, or other counsel satisfactory to A.I.D., that this
 
Agreement has been duly authorized and/or ratified, and
 
executed on behalf of the Government of Jamaica and that it
 

constitutes a valid and legally binding obligation of the
 
Government of Jamaica in accordance with all of its terms.
 

"(b) A statement representing and warranting that the named
 
person cr persons have the authority to act as the
 

representatives of the Government of Jamaica together with a
 
specimen signature of each person certified as to its
 
authenticity."
 

"(c) A letter of request outlining the quarterly
 

macroecono3ic and structural reform guidelines that the GOJ
 
has set out to achieve as part of its economic growth and
 
stabiLization program.
 

(2) Pr:cr t- the second 9isburse~ent under this Acree.ment, or to
 

the issuance by A.I.D. of documentation pursuant to which
 
disbursement will be made, the Government of Jamaica will furnish
 
to A.I.D., in form and substance satisfactory to A.I.D.:
 

"(a) Evidence that the guidelines established in the letter
 
of recuest for this ESF program are being met or the GOJ is
 
takin: actions to redress shortfalls.
 

(3). Conditions - The GOJ will continue to maintain and implement
 
a stabilization and structural reform program.
 

E. Payment Verification
 

Upon meeting the conditions precedent, the Grant will be a cash
 
transfer. Given this method of financing, the budgeting of funds
 
to carry out non-Federal audits is not appropriate. Mission
 
Controller concurs that the payment verification policy has been
 
complied with.
 

F. Program Implementation Schedule
 

The following table outlines the proposed implementation actions
 
required under Production and Employment IX. Obligation of the
 
second trancne assumes that the Presidential Anti-Drug Abuse
 
Certification is presented to Congress on a timely basis.
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Activity 	 Anticipated Date
 

1. PAAD Issues meeting November 29, 1988
 
DAEC meeting December 1, 1988
 
Approved December 9, 1988
 

2. CN Sent to Hill 	 December 16, 1988
 
3. Issue budget allowance 	 December 27, 1988
 

4. (CP) Legal Opinion/ December 27, 1988
 
Authorized Representatives
 
and request letter
 

5. Sign Grant Agreement 	 December 31, 1988
 

6. Disburse first tranche 	 December 31, 1986
 

7. Depcsit local currency December 31, 1988
 
equivalent
 

8. A. Discussion with MOF on Budoet February 15, 19E9
 
Authority and counterpart

fu-n reu:irements
 

B. Certification to Concress* March 1, 1989
 
C. CN to Congress 	 March 15, 1989
 

9. Issue budget allowance 	 May 15, 1989
 

10. 	Sian Amendment May 15, 1989
 
for 2nd tranche
 

'l. 	Financing ReQuest May 15, 1989
 

12. 	Disburse second tranche May 15, 1989
 
13. 	Deposit local currency May 15, 1989
 

equivalent
 

14. 	Prograrm.Ring of local June 30, 1989
 
currency for JFY89/90
 
activities
 

* N.B. This assumes the Presidential Anti-Drug Abuse 

Certification is submitted to Congress prior to March 1, 1989 and
 
that implementation of Anti-Drug Abuse Act of 1986 procedures will
 
be similar to those of FY 1988.
 



ANNEX A
 

STRUCTURAL ADJUSTMENT IN THE 1980s
 

1. Comprehensive Tax Reform. In 1983, the GOJ undertook a
 
. .. comprehensive-reformo-oi ts-tax structure,-Wi-th-technicail-assistance
 

provided under USAID/Jamaica's Board of Revenue Assistance project.
 

In January 1986, the GOJ announced the first phase of it'.%-"
 
comprehensive tax reform program, following several years of careful
 
analysis and preparation. The GOJ reduced the highest marginal tax
 
rate on personal income tax from 57 and a half percent~to a flat 33
 
and a third percent, eliminated a range of credits-and allowances,
 

more people
strea..ined adrinistration, introduced measures to bring 


onto the tax rolls while raising the minimum exemption level. It
 
tax, the
a-so announced that interest earnings would be subject to 


f:rst in a series of measures to help redress the serious irbalance
 
in the :ncentives between dett and equity in private sector
 
r :narlcinr. 

One year later, the GO" enacted 	its corporate tax reforms, reducing
 
to same level as
c:rp-rate taxes from 45 percent 33 and a third, the 


:e:szna. income taxes.
 

of the
2. Privatization. Privatization is one of the cornerstones 
G0. proorarm to tackle the related problems of under-perform7no 
public sector assets, over-burdened public budgets, and heavy 
4ndetedness. The GOJ has e ,ployed all of the basic forms of
 

privatizaticn, such as the contracting out for services (inclu.ino
 
.anae.lent), leases, user fees, closures, sale of minority
 
p;ositions, an.4 outricht divestments.
 

two
The -aizr accomplish.ents of the prograrr can be divided irtc 

basic groups: privatizaticn of:agriculture, smaller enterprises and
 

. o

services; and the privatization 	of the lar e public enterprises.
 

Privatizations in the former category include:
 

--The reoroanization of the sugar industry. The oldest .jamai.ca,
 
the sugar industry is still an important earner''of foreign excha:ne
 

and source of rural employment. Old, inefficient state.run.estates
 
have been closed down, and management contractshave been ,
 
with the British agricultural concern.Tate and Lyle,to run- hetwo
 

largest estates.
" ' 
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--The liberalization of the banana industry. Banana processing
 
factories have been sold to private interests, and the state
 

to private growers.
,7ontrolled Banana 'Company has been turned over 


--:he leasing of agricultural lands. The government owns a 
estim ated 200,000 acres of lands suitable for agriculture, which 

-h a ve ,no t nce .- rram-beg a nrin,been, f ulI ly u sed-i n -the-pa s t.--Si the-p ro0 
1985, the GOJ has privatized 57,000 acres on 36 properties, thrOugn 
a long-term lease program. 

--The Divestment Committee has been charged with the privatizatic." 
of about 35 of the smaller state owned enterprises. of these, 16 
have been effectively privatized, another 10 are nearing co,..pleti.n, 
and the remainder are either in the process of being prepared fcr 

n
sale to the public or, upon further investigation, have bee deemed
 
u.nsuitale'for privatization.
 

-Privatization of the government bus company in Kingston and
 

--The J-%aica Industrial Development Corporation (JIDC) h a" s:c 40
 

:actnries, bLildincs and tracts of land.
 

-:ne ... rc,duction cf cost related fees for university students. 

--. he .- jority of rural agricultural markets has been lease:. t e 
* z:vaie sector 

The G.' has divested the housekeeping, portering, and garte'ae an d 
sanitation services in three Kingston, public hospitals to the 
priva:e sector. 

-- In 19- the GQJ leased most of. the hotels that it. had acoguired-by. 
default "inthe 1970s when tourism declined. In 1987 the GOJ offered 
for sale all government owned hotels. To date itI has sold onEfr 
US$9 million. The others are being actively marketed. 

In the second category, the privatization-of 'the l.a rge 4public.... 
enterprises'has also realized significant gains. -Th major state 
owned enterprises in Jamaica are includedin ,.aspecial crup-:-leg i 
the 21 Selected Public Enterprises.. As~a-part6of-its4. struictural., 
adjustments, the GOJ has focused on this group,,to .prove ir 
operating balances and reduce inter-gpvernmental.arr'ears. '.-. A

introduction of.a number of, cost related iiser;fees , nclud'ingn 
increases in tariffs for waterand ses phonerd ep'e electricitytele I 
basic foods and petroleum p roducts, has improved Ithe' cons6 teJ>~ 

S I 
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operating surplus of these enterprises from J$5 million in 1980 to
 
over J$500 million in 1987. In reducing the public deficit over
 
time this measure, though relatively unheralded, may be one of the
 
most important privatization measure yet adopted by the GOJ.
 

In galvanizing public attention and support for privatization,
 
nothing has had uite the 'impact of Jamaica's broad-based put .bc
 
share offer, case studies on which have become the mainstays of
 
international conferences on-privatization.
 

The privatization of the National Commercial Bank (NCB) by the GO'
 
in December 1986 represents a signalachievement. The share offer
 
involved selling 51 percent of the stock of the NCB (30.6 nillion
 
shares) for a total of J$90 million. It was oversubscribed by 175
 
percent with just over 30,000 applications. In all, a total of 84
 
million shares valuing J$250 million were applied for. Previously,
 
the largest number of persons ever to have supported a share issue
 
in Jamaica was 10,000.
 

The NCB share offer demonstrated that a public share offer could be
 
used as a vehicle for sellir,,g the larger state owned enterprises. 
 A 

:t alsc. showed that this type of privatization could help to build a
 
st-oroer -r,' deeper capital market in Jamaica and widen the nu-be
 

The successful share offer of the NCB in December 1986 lent 
credibility and visibility to privatization, upon which the GOJ was 
qU-ck to capita..ze. The GOJ completed the privatization by share 
offer cf over 70 percent of the Caribbean Cement Company (CCC), ir, 
Jun e 1 E 7 wi th a total J dollar volume of shares twice that cf the 
NCE. In al 1, 91 million shares were scld at a price of J$2.00 each,
 
for a total of J$.82 million. Over 24,000 buyers applied:for and
 
received the shares, including 99 percent of the employees _.f. the
 
comoaY
 

Despite the devastation visited upon Jamaica by Hurricane Gilbert,
 
which struck on September 12, the GOJ went ahead with the share l"'
 
offer of TOJ. The 105 million shares available to the public were,,
 
oversubscribed by almost 25 percent.,,The employeeshare.scheme'>,.
 
under which an additional 21 million shares were reservedifor:<A...,
 
permanent, full time TOJ employees, also went well. In'cluding
 
employees and the public at large, 13,850 applications werei .mde .fo'
 
the shares. The share offer of TOJ was underwrittenwbyr14'financial
 
institutions before the share offer, the first.such underwritin. in,,
 
Jamaica.
 

A 4... .. .. .. .. \i 4....'.....iJ'ilii})A
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3, Monitorino of Public Sector Enterprises. Income statements of
 
21 Selected Public Enterprises are now included in the GOJ's
 
budget. This is a part of the GOJ's overall effort in collaboration
 
with the World Bank to improve the monitoring and control of the
 
large public enterprises, improve the operating balances of a grcup
 
of targeted public enterprises, eliminate intragovernmental arrears,
 
and reduce the size and scope of the public sector. Through the
 
introductio nof f-numbe ro f-pricing- measu res-,- inc luding -an in crea e
in tariffs for water, sewerage, electricity, telephone, basic fcds 
and petroleum products, the GOJ has improved the consolidated 
operating surplus of these enterprises from J$5 million in 1980 to 
over J$500 million in 1987. This introduction of cost related user 
fees, itself a form of privatization, has played ian important part
 
:rn the improved position of Jamaica's~ public finances.
 

These efforts are an important complementary activity to the GOJ's 
privatization program. Clearly, not every public sector enterprise 
is a viable candidate for privatization. Many others are, but
 
realistically face a wait given the absorptive capacity of the
 
financial markets, and the public acceptance of and technical 
capacity tc manage privatizations well. USAID/Jamaica projects 
five year horizon featuring a major privatization or two a year 
through share offer. Variables include the overall health of equity 
markets wcrldwide, political uncertainties in Jamaica,.and the 
durability :of Jamaica's econ-c-,ic recovery. During the interim, one, 
cle-r benefit is that the GOJ is introducing performance budgeting,
improved financial management systems, and operating results: the 
st eps neces sary for privatization are also necessary for sound 
man1,5 eme n:. 

the present JFY, work is ccntinuing on improving the GOJs 
management system:. through an Administrative ReformfinancialProgram" 

(A.RF), ai7med at developing an integrated system of accounting, 'cash 
.anaqe'ment,aid financial reporting. The authorities have 

unoertaken to make further improvements in.:publi'c sector accounn.g 
by the end of the current JFY. 

4. Trade and Tariff Reforms. During the 1960s and 197'0s Jamaic. 
trade and industrial policies worked hand in hand to,pfr,omotean', 
industrial strategy of import substitution ,adthehe-de elorpentc f a 
regional market under the aegis of CARICOM. High tariffs," 
quantitative restrictions, import licens'es' nd ann overvalued 
exchange rate were the chief sources of the ani-export bias , 
Jamaica's trade and industry policyL.set. ' 

One of the main elements of trade policy has:1bee'fhe Common, 
External Tariff (CET), which established duty rates generaly 
between 0 and 75 percent of import value.' In all, 'the CET provao0es 
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fcr 70 specific and seventeen ad valorem rates of duty. In the
 
1970s, the protections afforded by tariffs was reinforced by
 

an
pervasive quantitative restrictions (QRs), import licensing and 

overvalued exchange rate.
 

In general, the structural adjustment program of the 1980s has been
 
industrial
successful in adjusting trade policy to shift from an 


strategy of import substitution to export led growth, primarily by
 
import licensing, and
eliminating many QRs and items subject to 


making the exchange rate more competitive. The GOJ lifted the the
 
(QRs) in early 1982,
first set of 60 quantitative restrictions the
 

first step in a five year program to eliminate as many of these
 
restrictions as possible. In the years since, the'number of items
 

360 to under 90.
subject to QRs has been reduced from over 


The tariff reform program is set out in a cabinet paper sub:ittec to
 
The reforms include the simplificatir.
Parliament in February 1987. 


a
of the duty system and its administration. The prograr consist of 


4 year program to reduce the dispersion of nominal import tariff and
 

stamFp duty rates, ranging from zero to over 200 percent, by
 
eliFinatin ta:iff peaks and introducing a minimun tariff for items
 

presently with a statutory zero CET and stamp duty.
 

n MVarch 19.7, the GOJ introduced a maximum total CE? and starr d ty 

rate of 6E percent, reducing maximum rates that in some cases 

reaches 200 percent. This maximum rate was further reduced, as
 
1988. The ultimate goal inc>udes a
planned, to 60 percent in March 


rina set of four tariff rates to be achieved by March 1991: IC
 

percent f'r raw materials, 20 percent for capital goods and 3!
 

percent for ccnsu-er goods.
 

5. The Exchanoe Rate. In the early 1980s, the exchange rate was
 

fixed at J$2.78 = US$1.00. In December 1984, after a period of
 
address the
experimenting with different exchange rate regimes to 


a fixed exchange rate and high domestic inflation,
problems posed by 

the GOJ initiated a biweekly auction. It was subsequently replaced
 

-
by a flexibly managed system with the rate targeted at J$5.50 


US$1.00. The GOJ supplies all foreign exchange demanded at this
 

rate, normally without serious delay in delivery. With the
 

devaluations of the Jamaican dollar, and the depreciation of the US
 

dollar against a basket of other foreign currencies, the Jamaican
 
dollar has depreciated in real effective terms by 36 percent over
 

the period 1980-1987. This has provided a greater incentive to
 

produce for export.
 

As a safeguard against a possible erosion in competitiveness, the
 

GO: has agreed that whenever the average index of the effective
 

exchange rate over a three-month period indicates an appreciation of
 



the Ja-maican dollar of more than 5 percent over the level cf
 
December 1986, the Jamaican dollar would be allowed to depreciate as,
 
necessary to return to its real effective exchange value at the base
 
date. Also, in case of under-perlormance under the target for net
 
international reserves, the authorities intend to reduce the supply
 
of foreilanexchange in the auction, which would be expected to
 
result in a depreciation of the Jamaican dollar.
 

6. Fiscal Policy. Perhaps the most import structural reform was the
 
gradual reduction in the level of the public sector deficit, towards
 
which many of the reforms above contributed directly or indirectly.
 
Excessive money creation, primarily through a government overdraft
 
facility with the Bank of Jamaica, financed the large and persistent
 
public sector deficits during the period 19'73-1983. This in turn
 
-fueled inflation, contributd to a loss of foreign exchange
 
reserves, increased capita] flight, increased foreign debt, and
 
crowded out the private sector in financial markets. The i,-position
 
of cash reserves and liquidity ratios on the financial institutions
 
sheltered public sector borrowing from the real cost of money. For
 
ex=-,;2e, the cor..ercial banks could meet the liquidity ratios on.
 
by purchasing low yielding GOJ treasury bills, which forced them to
 
charoe higher rates for commercial loans to the private sector.
 

in the face of the severe difficulties imposed by the fall in
 
bauxite and alumina earnings, the overall, public sector deficit
 
rem-,anet high until 1985. During the last two years, however, the
 

a'th!ugh lowering rates, has actually increased -revenuey:eld 


overa.l deficit has declined to -about 5 percent of.GD.. 

This i7rovement has come about partly as-,a result ofthe tax refor1 . 
' which, 


because of the buoyancy of the new svstem. Privatization,primarily
 
in the form of ccst-related user. fees introduced by public sector,,
 
enterprises, and to a lesser extent, the sale of enterprises, has
 

et
also played a critical role in reducing the deficit.- Sharp budg 
cuts and major per sonnel reductions were also implemented inl9E5 

ad1986.
 

7. Dereoulation. -The GOJ has made important strides indereculation
 
of the economy. The number of items subject to price controls-has
 
been reduced from 60 to 13.
 

Jamaica has made progress in liberalizing!it exchane cn trol-o
 

capital account transactions. Given its position',of susttial J
 
negative net international reserves and only a' ery small.evel o
 
gross liquid reserves, this isone '!a:hm
 
agenda that has moved more slowly than others, even thoghempnrtant 
prelin-inary steps have beer, t a ken. - ----------

4- 
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8. Monetary and Financial Policies. The GOJ has taken important
 
measures to reform financial policies and free monetary policy from
 
its previous 'sUbordinate role to fiscal policy and to remove the
 
bias against credit to the privatJ sector.
 

In late 1985, the BOJ initiated the issuance of certificates cf 
.	 deposit -(CDs-) to -act--as--the-.ain instrument---of--ian -active -open. m:ar-ket--
policy to fine tune domestic liquidity. This has been further, 
supplemented by the reinstatement of a rediscounting window in the 
BOJ in May 1986. 

In March 1986, the GOJ approved a revision in the banking
 
le.:4slation that clarified the Central Bank's financial policy
 
man ate and strengthened its superviscry functions.
 

The cverdraft ceiling of the government accounts was reducei to 15
 
percent of governrient revenues in March 1986. Previously the
 
c:,ern,ent was ped.rmitted to automatically draw up to 30 percent of
 
the year's projected fiscal revenue under the overdraft facility.
 
7h-'.s zesulted in excessive rir.ney creation, which led to inflation
 
and loss of foreign exchange reserves. In accordance with the
 
rece: aoreeer: between Oar.aca and the IMF, the government has
 
further restrictedthe use of the overdraft facility.
 

The practice cf holding interest-free reserves with the BOJ was
 
costly tc the co',.-.ercial banks and contributed to the high spreads
 
be:weer. dep.sit and credit interest rates. In 1986, the gcvern-men
 
appr c've the pay-ent of. interest on part of the cash reserves held
 
w :h the BO:. Three percentage points of the 20 percent cash
 
reserve receivef an interest payment at -arket rates-. The BOJ is
 
extending the payment of interest to six percentage points cf the
 
cash reserve reouire7ent.
 

The GOJ phased out the liquid asset ratio as a tool of monetary
 
policy, reducing it from 48 percent to 35 percent, includir. a
 
non-cash portion of 15 percent, as of March 31, 1987. ,A.s a result,.
 
the smaller amounts of relatively low yielding treasury' bills in :the.. 

liquid asset requirement have enabled the banks to reduce interes t
 
rates on private sector loans.
 

9. Debt Manacement. The major. challenges facing the Jamaican,...
 
economy over the next few years isthe largefor'eign,dbt and its
 
servicing at a time (prior to Hurricane Gi lbert) -when the'ZMF,>and
 
World Bank are withdrawing resources on net...-


Many' creditors have shown a willingness to offer temo ry .d
 

relief. However, Oamaica' s exter na s ,. 7<
 
approximately US$4 billion. In spite of the current iriternatidnal
 

.• A, 

i = i' '' 
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o:,:,dwill towards Jamaica, the servicing of its external dett will
 

put a serious drain in the medium term on available foreign exchange
 

needed to sustain the recently experienced real rates of growth.
 

Ja.aica has followed a strategy of rescheduling debt, and initiated
 
The GOJ's decision to
a debt-equity swap program in late 1987. 


an
implement a debt-equity swap program in December 1988 represented 


important new initiative in tackling several related problems.
 
a panacea, especially in the licht
Clearly, such a program cannot be 


a percen.:aoe of
of the relatively small amount of commercial debt as 


total external debt. Nevertheless, it represents the opportunity to
 

simultaneously reduce the outflow of foreign exchange on debt
 
the investment for the foreign
service and reduce the cost of 


off in the past by their
investcrs who have often been put 

Perhaps most
perceptins of political and economic risk in Jamaica. 


im.p:rtantly, the debt-equity swap program demonstrates the resclve
 

:- the GC: to take the initiative as well as some risk in dealing
 

with its economic problems.
 

7:r the mc7ent, the debt proble7 has been eclipsed by the
 

de...a icn of Hurricane Gilbert. The debt problem remains a
 

ser:'us meJiu tern Froblen, however.
 



ANNEX B 

U.S. DOLLAR USE MONITORING
 

The Memorandum of Understanding to the Project Agreement will
 

outline the procedures for monitoring the use of the dollars for
 

debt servicing. This process is relatively straight forward and the
 

BOJ is familiar with it, having used with it when reporting on the
 

use of the second tranche of Production and Employment VII.
 

(1) GOJ will send USAID documentation showing that the deposit has
 

been rade to the GOJ Separate Account.
 

(2) Fc21clwing disbursement of the funds for agreed upon debt 

servicing, the Bank of Jamaica will submit documentation tracking 

the funds to the end use. These will include (a) copies of 

te.ecraphic instructions from the Bank of Jamaica to the United 

States Bank where the funds are lodged authorizing payments for a 

pa:~cular purpose (i.e. payment for a particular loan), (b) copies 

cf the advice of debit from the account, and (c) copies of bank 
state7ents showing the movement of funds. 

Discussions sibsecuent to the P&E VI disbursements, based on 
subse;uent guidance frcm AID/W, have clarified the issue cf direct 

payment to the end use vs. transferral to a temporary general use 

acc:unt. The issue has been underscored by the interest expressed 

ty the RFG audit team, and the BOJ has agreed to directly disburse 
-he fun-- fr-- the Separate Account to the end user. 



LOCAL CURRENCY PROGR.Ah:NG AND MONITORING
 

The Memorandum of Understanding to the Project Agreement will
 
outline the procedures for programming and monitoring the Hcst
 
Country Owned Local Currency. The following summarizes the
 
procedures which will be used for the FY89 program as well.
 

Use: The Local Currency made available for joint programming under
 
the ESF Agreement will be used to assist the GOJ in meeting its
 
fiscal objectives. This budget support for the GOJ will be provided
 
in support of the capital development portion of the annual
 
Estimates of Expenditure.
 

Proorammino: In line with State 325792 and State 224820, dated
 
1985, the Mission will be pursuing a General Budgetary Support
 
approach to the programming of Local Currency.
 

The Mission's ESF Project Officer in the Office of Projects and
 
Private Enterprise will review the capital development budget to
 
deterrmine if any unauthorized items have been included. Following
 
negotiations with the MOF on any discrepancies of this nature, the
 
Project Officer will prepare a Project Implementation Letter to be
 
signer by the Mission Director and countersigned by the Financial
 
Secretary of the MOF in order to formally program the funds.
 

Rezortinc: On a quarterly basis, the MOF (Economic Divisicn/Pubic
 
Debt Section/international Loan Monitoring Unit) will compile 
inforFation on actual capital expenditures. This report will be 
forwarded to the Mission's ESF Project Officer within 60 days of the 
en cf each fiscal quarter.
 

Fol]cwinc the end of the Janaican Fiscal Year and the GOJ's o.-n
 
internal reconciliaticn of the year's expenditure ficures, the MD1F
 
will tra.s7it a copy of this report to USAID.
 

On a quarterly basis, the MOF International Loan Monitoring Unit
 

will trans.mit a transferral request to the Bank of Jamaica
 

requesting that the amount identified in the Quarterly Report be
 

transferred from the Special Account(s) to the GOJ's Consolidated
 

Fund as reimbursement for GOJ expenditures as agreed to in the PL.
 

The MOE will transmit a copy of this request, along with copies of
 

the monthly tank statements for the Special Account(s) bank
 

statement(s) from the Bank of Jamaica to the Mission ESF Project
 
Officer.
 

Monitoring: Following signature of an ESF Agreement, the ESF
 
Officer will open a monitoring file to track the disbursements from
 
the Special Account. Upon receipt of the Quarterly Report, the
 
transmittal request, and the bank statements from the MOF, the ESF
 
Project Officer will review these documents for consistency with the
 
PIL.
 

Following receipt of the internal reconciliation of the year's
 
expenditure figures, the ESF Project Officer will review this
 
information to ensure the GOJ has acted in accordance with the grant
 
agreement and PIL(s).
 



Use: The Mission established a Trust Fund Agreement with the GOJ on
 

August 25, 1982 in order to provide funds to operate the US
 
Government's economic assistance program in Jamaica. The costs
 

that time were (1) program costs (i.e., technical
agreed upon at 

feasibility studies, technology transfer, small scale development
 
activities, etc.); (2) administrative costs of the U.S Mission
 
(i.e., purchase of supplies and equipment, leasing of office and
 
residential space, cost of utilities, salaries, and other expenses
 
of non-U.S. personnel, etc); and (3) contractor costs (i.e., local
 
currency support for contractors implementing the U.S. economic
 
foreign assistance program). The amount of the original Agreement
 
is increased periodically through the mechanism of a Memorandum of
 

Understanding signed in conjunction with a particular ESF cash
 
transfer agreement. The GOJ provides local currency to the Trust
 
Fund Account on a quarterly basis in the name of the U.S. Disbursing
 
Officer, subject to the approval of the Government of Jamaica. In
 
general, the Trust Fund is now used for local currency costs under
 
the Mission Operating Expense Fund (item (2) above).
 

At this time, the Mission does not use Trust Funds for project
 
activities. In the event that a determination is made to do so, the
 
Trust Fund Agreement would be have to be amended and a PP-like
 
authorization document representing an appropriate level of
 
development, analysis, and justification would be prepared for the
 
approval of the LAC Bureau Assistant Administrator.
 

Vanaze-ent and 17.plementation Procedures: This account is manaoed
 
by the Office of the Controller. Funds are obligated using standard
 
AID documentation, i.e. purchase orders, travel authorizations,
 
contracts, etc. and are subject to the Federal Acquisition
 
Regulations (FAR) and AID Acquisition Regulations (AIDAK). The
 
Trust Fund is an integral part of the annual Mission Operating
 
Expense Budget and clearance of funding documents follows normal
 
Mission procedures. However, any property purchased with Trust
 

of the GOJ and should be so identified
Funds is titled in the name 

in the property records and on the individual items.
 

In line with Handbook 19, the Mission Controller will
Rencrtinc: 

prepare a report on Trust Fund expenditures on an annual basis for
 
sub-issicn to the International Loan Monitoring Unit of the MOF.
 

/ 
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Trans. Memo. No. Effective Date Page No.AID IILUfDBOOK 3 March3:60 8, 1988 3M(l)-l 

-OUNTRY
3M(li " CHECKLIST Jamaica 

Listed below are statutory criteria applicable to:(B)(1) Development Assistance funds only; 
(A) FAA funds generally;

or (B)(2) the Economic Support Fund
only.
 

A. GENERAL CRITERIA FOR COUNTRY ELIGIS L7r1'
 
1. FY 1988 Continuing Resolution Sec.certified to the 

526. Has the President I. No.Congress that the governmentis failing to take adequate measures to 
of the recipient countryprevent narcotic drugs otherorcontrolled substances which are cultivated, producedillicitly, in whole or processed 

such 
or in part, in such country or transported throughcountry, from being

country to United 
sold illegally within the jurisdiction of suchStates Government personnel or their dependents orfron entering the United States unlawfully? 

2. 
FAA Sec. 481(h). (This provision applies to assistance of any kind 2(a) Yes.provided by grant, sale, loan, lease, credit, guaranty, or insurance,except assistance from the Child Survival Fund relating toorinternational narcotics control, disaster and refugee relief, theorprovision of food or medicine.) If the recipient is a "major illicit
drug producing country" (defined as a country producing during a 
fiscal
year at least five metric tons of opium or 500 metric tons of coca or
marijuana) 
or a "major drug-transit country" (defined as a
is a significant direct source country that
of illicit drugs significantly affecting
the United States, through which such drugs are transported, or through
which significant sums 
of drug-related profits 
are laundered with the
knowledge or cconplicity of the government), has the President in the
March 1 International Narcotics Control Strategy Report (INSCR)determined and certified to the Congress (without Congressional
enactment, within 30 days of continuousdisapproving such a 
session, of a resolutioncertification), or has the President determined and
certified to the Congress on any other dateof a resolution approving such 

(with enactment by Congresscertification),previous year that (a) during thethe country has cooperated fully with thetaken adequate steps United States oron its own to prevent illicit drugs produced orprocessed in or transported through such country from being transported
into the United States, and to prevent and punish drug rrofit launderingin the country, or that (b)the vital national interests of the United
States require the provision of such assistance?
 

lfiore
Rectangle

lfiore
Rectangle



Page No. 
 Effective Date 
 Trans. Memo. No.
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3. Dru 
 Act Sec. 2013. 
 (This section applies to the 
same categories
of assistance subject to the restrictions in FAA Sec. 481(h), above.)
If recipient country is 
a "major illicit drug producing country" or
"major drug-transit country" (as defined for the purpose of FAA Sec '
481(h)), has the President submitted a report to Congress listing such
country as 
one (a) which, as 
a matter of goverment policy, encourages
or facilitates the production or distribution of illicit drugs; (b) in
which any senior official 
of the governent engages in, encourages, or
facilitates the production or distribution of illegal drugs; (c) in
which any member of a U.S. Government agency has suffered or been
threatened with violence inflicted by
government officer; 
or with the complicity of any
or 
(d) which fails 
to provide reasonable
cooperation to lawful activities of U.S. drug enforcement agents, unless
the President has provided the required certification to Congress
pertaining to U.S. national 
interests ind the drug control and criminal
prosecution efforts of that country? 

4. FAA Sec. 620(c). If assistance is to a government, is the
.goverrrent liaie as 
debtor or unconditional 
guarantor on
U.S. citizen for goods ny debt to a
or services furnished or ordered where
citizen has exhausted available legal (a) such
remedies and (b) the debt is not
denied 
or contested by such government?
 
5. FAA Sec. 620(e)(1). 
 If assistance is to a governent, has it
(including any government agencies or subdivisions) taken any action
which has 
the effect of nationalizing, expropriating, or otherwise
seizing ownership or control 
of property of U.S. citizens or entities
beneficiall) 
 owned by them without taking steps to discharge its
obligations toward such citizens or entities?
 
6. 
 FAA Secs. 6 20(a), 620(f), 620D;

512. FY 1988 Continuing ResolutionSec.
Irecipient country a C.Mmunit country? 
 fsohas the
Fesident determined that assistance to the country is vital
security of the United States, that the 

to the 

controlled by recipient country is not
the international Communist conspiracy, and
assistance will that such
further promote the independence of the recipient
country from international communism? 
Will assistance be provided
directly to Angola, Cambodia, Cuba, Iraq, Libya, Vietnam, South Yemen,
Iran or Syria? Will 
assistance be provided to Afghanistan without a
certification?
 

7. FAA Sec. 620(j). 
 Has the country permitted, or failed to take
adequate measures 
to prevent, damage or destruction by mob action of
U.S. property?
 

8. FAA Sec. 620(l). Has the country failed to enter into an
investment guaranty agreement with OPIC?
 

3(a) No.
 

3(b) No.
 

3(c) No.
 

3(d) No.
 

4. No.
 

5. No.' 

6. No.
 

N.A.
 

No
 

No
 

7. No.
 

8. No 

)
 

/ 
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9. FAA Sec. 620(o); Fishermen's Protective 
Sec. 5. 

Art of 1967 (as amended) 9(a) No(a)Has the country seized, or imposed any penalty or sanctionagainst, any fishing vesselU.S. because of fishing activities in 9(b) N.A.international waters? 
(b) If so, has any deduction required by the
Fishermen's Protective Act been made? 
10. FAA Sec. 620(q); FY 1988 Continuing Resolution Sec. 518. (a) Has 1O(a)',No.the goverment of the recipient country been in default for moresix months on interest or principal of any 

than 
loan to the country under theFAA? (b) Has the country been in default for more than one year on 1(b) Vointerest or principal on any U.S. loan under a program for which the FY1988 Continuing Resolution appropriates funds?
 

11. 
 FAA Sec. 620(s). If contemplated assistance is development loan or
to cme from Economic 
 Support Fund, hag the Administrator taken into
account the percentage of the country's budget and amount of thecountry's foreign exchange 11 Yes, 'taken into or other resources spent on military account by theequipment? (Reference may be made to the annual "Taking Into admintratrConsideration" memo: 
time 

"Yes, taken into account by the Administrator at Administratorof approval of Agency 0YB." This approval by the Administrator of timethe Operat.onal Year Budget can be the basis an 
of approva"

for affirmative answer of Agency OYBduring thea.fiscal year unless significant changes in circumstances 
occur.)
 

12. FAA Sec. 620(t). Has the country severed diplomatic relations with 
 12. Nothe United States? If so, have relations been resumed and have newbilateral assistance agreements been negotiated and entered into since 
 *N.A.

such resumption?
 

13. FAA Sec. 62C,(u). What is the payment status of the country's U.N.
obligations? TfTTith- country is in arrears, were such arrearages takeninto account by the A.I.D. Administrator in determining the current 13. Not in arrear
A.I.D. Operational Year Budget? (Reference may be made to the Takinginto Considerae;ion memo.) 
N.A. 

14. FAA Sec. 620A. Has the President determined that the recipient
country grants sanctuary from prosecution to any individual or group 14. No
which has committed an act of international terrorism 
or otherwisesupports international terrorism? 

15. FY I9J8 Continuing Resolution Sec. 576. .Has the country been 15. NoplaceT-- *the list provided for in Section 6(j) of the ExportAdministration Act of 1979 (currently Libya, Iran, South Yemeni Syria,
Cuba, or North Korea)?
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16. ISDCA of 1985 Sec. 5521b). Has the Secretary of State determinedthat the country -is a high terrorist threat country after the Secretary 16. llcof Transportation has determined, pursuant to section 1115(e)(2) of theFederal Aviation Act of 1958, that an airport in the country does not
maintain and administer effective security measures? 

17. FAA Sec. 666(b). Does the country object, on the basis of race, 
 17. No
religion, national 
origin or sex, to the presence of any officer or
employee of the U.S. who is present in such country to carry out
economic development programs under the FAA?
 

18. FAA Secs. 669, 670. Has the country, after-August 3, 1977, 18. Nodelivered to P.ny other country or received nuclear enrichment or
reprocessing equipment, materials, or technology, without specifiedarrangements or safeguards, and withot 9pecial 
certification by the

President? 
Has it transferred a nuclear explosive device 

No
 

non-nuclear weapon state, or 
to a
 

if such a state, either received or
detonated a nuclear explosive device? 
 (FAA Sec. 620E permits a special

wwaiver of Sec. 669 for Pakistan.) 

19. FAA Sec. 670. 
 If the country is a non-nuclear weapon state, has 
 19. No
it, on or after August 8, 1985, exported (or attempted to export)
illegally from the United States any material, equipment, or technology
which would contribute significantly to the ability of 
a country to
manufacture a nuclear explosive device? 

20. ISDCA of 1981 Sec. 720. Was the country represented at the Meeting 20. Yes, theyof Ministers of Foreign Affairs and Heads of Delegations of the attended and they di(
Non-Aligned Countries theto 36th General Assembly of the U.N. on Sept. not disassociate
25 and 28, 1981, and did it fail 
to disassociate itself fron the 
 thenTselves from thecommunique issued? If so, has the President taken it into account? cammTmque. However,(Reference may be made to the Taking into Consideration memo.) they did SUsTit sacificreservations. This was taken21. FY 1988 Continuing Resolution Sec. 528. Has the recipien zaum unt by the Administrbeen determined by the President to have engaged consistent pattern -=torin a at the time oof opposition to the foreign policy of the United States? 21Agenj O. 

22. FY 1988 Continuing Resolution Sec. 513. Has the duly elected Headof Government of the country been deposed By military coup or decree? 22. NoIf assistance has been terminated, has the President notified Congress
that a democratically elected government has taken office prior to the

resumption of assistance?
 

23. FY 1988 Continuing Resolution Sec. 543. 
 Does the recipient country 23. Yesfully cooperate with the international refugee assistance organizations,the United States, and other governments in facilitating lasting
solutions to refugee situations, including resettlement without respect
to race, sex, religion, or national origin? 
 j 

.A/
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B. FUNDING SOURCE CRITERIA FOR COUNTRY ELIGIBILITY
 

1. Development Assistance Country Criteria 

FAA Sec. 116. Has the Departmnent of State determined that this 1. No
 
governent has engaged in a consistent pattern of gross violations of 
internationally recognized human rights? 
 If so, can it be demonstrated

that contemplated assistance will directly benefit the needy? N.A. 

FY'1988 Continuing Resolution Sec. 538.
 

Has the President certified that use of DA funds by this country

would violate any of the prohibitions against use of funds to pay for

the performace of abortions as a method of family planning, to motivate
 
or coerce any person 
to practice abortions, to pay for the performance No
of involuntary sterilization as a method of family planning, to coerce 
or provide any financial incentive to any person to undergo
sterilizations, to pay for any biomedical research which relates, in
 
whole or in part, to methods of, or the performance of, abortions or
 
involuntary sterilization as a means of family planning? 

2. Econouic Support Fund Country Criteria 

FAA Sec. 502B. Has it been determined that the country has engaged 2. No 
in a consistent pattern of gross violations of internationally
recognized human rights? If so, has the President found that the
 
couitry made such significant improvement in its human rights record
 
that furnishing such assistance is in the U.S. national interest?
 

FY 1988 Continuing Resolution Sec. 
N.A. 

549. Has this country met its
drug eridication targets or otherwise taken significant steps to halt Yes
 
illicit drug production or trafficking?
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 continue the stabilization program ANE E
of payments support to the begun earlier, to proceed with
 
Government of Jamaica (GOJ) 
re- efforts to remove restrictions on
 
quired for its economic recovery the economy which hinder longer
 
program. The funds, which are 
 term development, and to promote

critical to Jamaica's economic increased production and employ
recovery, will assist the GOJ to 
 ment.
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3(A)2 - NONPROJECT ASSISTANCE CHECKLIST 

The criteria listed in Part A are applicable generally-to FAA funds, andshould be used irrespective of the program's funding source. In Part B a
 distinction is made between the criteria applicable to Economic Support Fundassistance and the criteria applicable to Development Assistance. Selection
of the criteria will depend on the funding source for the program.
 

CROSS REFERENCES: IS COUNTRY CHECKLIST UP TO DATE? 
 HAS STANDARD ITEM Yes, in Novenber 19138.

CHECKLIST BEEN REVIEWED? 
 Jan icA:.1Z.FY 1989
 

Yes.
 
A. GENERAL CRITERIA FOR NON1PROJECT ASSISTANCE
 

1. FY 1988 Continuing Resolution Sec. 523; FAA Sec. 634A. 
Describe 1. Congress will
how authorization and appropriations committees of Senate and House have notified inbeen or will be notified concerning the project. accordance with routine 
A.I.D. proedures.

2. FAA Sec. 611(a)(2). If further legislative action is required
within recipient country, what is basis for reasonable expectation that 2. No furthersuch action will be completed in time to permit orderly accomplishment legislativeof purpose of the assistance? 
 action required. 

3. FAA Sec. 209. Is assistance more efficiently and effectively 3. Noprovided through regional or multilateral organizations? If so, why is
 
assistance not so provided? 
 Information and conclusions 
on whether
assistance will encourage developing countries to cooperate in regional N.A. 
development programs.
 

4. FAA Sec. 601(a). Information and conclusions on whether assistance See top df iacwill encourage efforts of the country to: (a) increase the flow of for No. 4.international trade; (b) foster private initiative and competition; (c)

encourage development and use of cooperatives, credit unions, and

savings and loan associations; (d) discourage monopolistic practices;

(e) improve technical efficiency of industry, agriculture, and commerce;

and (f) strengthen free labor unions.
 

5. FAA Sec. 601 (b). Infonnation and conclusions on how assistance See bottom ofwill encourage U.S. private trade and investment abroad and encourage page for No. fprivate U.S. participation in foreign assistance programs (including useof private trade channels and the services of U.S. private enterprise). 

5. The assistance will promote U.S. to Jamaica. 
the development of Jamaican
 
private sector activities re
sulting in trade linkages
with the U.S. private sector
 
and increased exports from the 

http:icA:.1Z.FY
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6. GOJ budgets and provides counter
part funds.. Mission periodically
 
reviews level of contributions
 
with Ministry'of Finance and
 
line ministries. There are no
 
U.S.owned local currencies.
 

Page No. 
 Effective Date 
 Trans. Memo. No.

3A(2)-2 
 Iarch 1, 1988 
 4:20 AID HANDBOOK 4 

6. 
FAA Secs. 612(b), 636(h); FY 1988 Continuing Resolution Secs. 507,
509. Describe steps taken to assure tLat, to the maximum extent 
See top of page


po-ssible, foreign currencies owned by the U.S. are 
for No. 6.


utilized in lieu of
dollars to meet the cost of contractual and other services.
 
7. FAA Sec. 612(d). 
 Does the U.S. own excess foreign currency of the 7. No, there is mKcountry and, if so, what arrangements have madebeen for its release? ex'ez:s U.S. oned

8. FAA Sec. 6 l(e). Will the assistance utilize competitive selectioncal c ncy.
procedures for the awarding of contracts, except where applicableci
procurement rules allow otherwise? 
 B.N.A.
 
9. FAA 121(d). If assistance is beinrg furnished under the Sahel
Devel6r,,ent Program, has a 
determination been made that the host
government has 
 9. N.A.an adequate system for accounting for and controlling
receipt and expenditure of A.I.D. funds? 
 1(a) Yes. 
 The assistance
 

B."- FUUDIIIGCRITERIAFORNOIPROJECT ASSISTAICE will assist Jamaicai.n meeting 

its present
. IoCcritical
1.Ject Criteria for Economic Support Fund foreign exchange
mitting
deficit, thereby peressential
a. 
FAA Sec. 531(a). Will this assistance promote econonic and 

imports.
political stability? 
 To the maximum extent feasible, is this assistance
consistent with the policy directions, purposes, and programs of Part I 
Yes.
 

of te FAA?
 

b. 
FAA Sec. 531(e). Will assistance under this chapter be used
for military or paraniliary activities? 
1(b) No
 

C. FAA Sec. 531(d).
import programs 

Will ESF funds made available for commodityor other program assistance 1(c) Yes 
currencies? If so, will 

be used to generate local
at least 50 percent of such local currencies be
available to support activities consistent with the objectives of FAA
sections 103 through 106? 

Yes
 

d. FAA Sec. 609. If commodities are
proceeds will to be granted so that sale
accrue to the recipient country, have Special Account 
d es
 

(counterpart) arrangements been made? 
1(d) N.A.
 

e. 
FY 1988 Continuing Resolution. 
 If assistance is in the form
of a cash transfer: (a) are all l(e)(a) Yes
the country in a separate 

such-cash payments to be maintained by
other funds? account and not to be commingled with any(b) will all local currencies that may be generated with
funds provided as l(e)(b) Yes
a cash transfer to such
a special a country also be deposited in
account to be used in accordance with FAA Section 609
requires such local (which
currencies to be made available to the U.S.
government as 
the U.S. determines necessary for the requirements of the
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U.S. Government, and which requires the remainder to be used for 1(e)(c) Congress
programs agreed to by the U.S. Governnent to carry out the purposes for will receive prio 
which new funds authorized by the FAA would themselves be available)? notificative in 
(c) Has Congress received prior notification providing in detail how accordance with

the funds will be used, including the U.S. interests that will 
be served routine A.I.D.

by the assistance, and, as appropriate, the econinic policy reforms that 
 procedures.

will be promoted by the cash transfer assistance?
 

f. FY 1908 Continuing'Resolution. 
Have local currencies

generated 'by tie sale of imports or foreign exchange by the government l(f) N.A.
of a country in Sub-Saharan Africa from funds appropriated under

Sub-Saharan Africa, DA been deposited in a special 
account established

by that governnent, and are these local.currencies available only for
 
use, in accordance with an agreement with the United States, for
 
development activities which are consistent with the policy directions
 
of Section 102 of the 
FAA and for necessary administrative requirements

of the U. S. Governnent?
 

2. NIonproject Criteria for Develcprerit Assistance 
 2. N.A. F'unds are ESF
 

a. FAA Secs. 102(a), 111, 113, 281(a). 
 Extent to which activity

will (a) effectively involve the poor in development, by expanding

access to economy at local level, 
increasing labor-intensive production

and the use of appropriate technology, spreading investment out from
 
cities to small towns and rural 
areas, and insuring wide participation

of the poor in the benefits of development on a sustained basis, using

the appropriate U.S. institutions; 
(b) help develop cooperatives,

especially by technical assistance, to assist rural and urban poor to

help themselves toward better life, and otherwise encourage democratic

private and local governmental institutions; (c) support the self-help

efforts of developing countries; (d) promote the participation of women

in the national economies of developing countries and the improvement of

women's status; and (e) utilize and encourage regional cooperation by

developing countries?
 

b. FAA Secs. 103, 103A, 104,105,106, 120-21. Is assistance
 
being made available (include only applicable paragraph which
 
corresponds to source of funds used; if more than one 
fund source is

used for assistance, include relevant paragraph for each fund source):
 

(1) [103] for agriculture, rural development or nutrition; 

so (a) extent to which activity is specifically designed to increase 

if
 

productivity and income of rural 
poor; [103A] if for agricultural

research, account shall be taken of the needs of small fanners, and'
extensive use 
of field testing to adapt basic research to local
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conditions shall be made; (b) extent to which assistance, is used incoordination with efforts carried out under Sec. 104 to help improve
nutrition of the people of developing countries through encouragement of
increased production of crops with greater nutritional value;improvement of planning, research, and education with .respect to
nutrition, particularly with reference to improvement and expanded useof indigenously produced foodstuffs; and the undertakingdemonstration programs explicitly addressing 
of pilot or

the problem of malnutritionof poor and vulnerable people; andincreases national 
(c) extent to which activityfood security by improving food policies andmanagement and by strengthening national foodconcern reserves, with particularfor the needs of the

production, 
poor, through measures encouraging domesticbuilding national food reserves, expanding available storagefacilities, reducing post harvest food losses, and improving food


distribution.
 

(2) [104] for population planning under Sec. 104(b)under Sec. 104(c); if or healthso, extent to which activity emphasizes low-cost,
integrated delivery systems for health, nutrition and family planningfor the poorest people, with particular attention to the needs of
mothers and young children, using paramedical and auxiliary medicalpersonnel, clinics and health posts, commercial distribution systems,and other modes of community outrearch.
 

(3) [105] 

resources 

for education, public administration, or human
development; if so,

nonformal 

(a) extent to which activity strengthenseducation, makes formal education more relevant, especiallyfor rural 
families and urban poor, and strengthens management capability
of institutions enabling the 
poor to participate in development; and (b)
extent to which assistance provides advanced education and training of
people of developing countries in such disciplines as are required for
planning and implementation of public and private development activities.
 

(4) [106) for technical assistance, energy, research,
reconstruction, and selected development problems; if so, extent.
 
activity is:
 

training 
(l)(a) concerned with data collectlon and analysis, theof skilled personnel, research on and development of suitableenergy sources, and pilot projects to test new methods of energy
production; and (b) facilitative of research on and development and useof small-scale, decentralized, renewable energyemphasizing development of energy 

sources for rural.areas, 
resources which are environientallyacceptable and require minimum capital investment; 
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(ii) concerned with technical cooperation and
development, especially with U.S. private and voluntary, or 
regional and
international development, organizations;
 

(iii) research into, and evaluation of, econonic
 
development processes and techniques;
 

(iv) rBconstuction after natural or mannade disaster
and programs of disaster preparedness;
 

(v) for special development problems, and to enable
proper utilization of infrastructure and related projects funded with 
earlier U.S. assistance;
 

(vi) for urban development, especially small,
labor-intensive enterprises, marketing systems for small producers, andfinancial or other institutions to help urban poor participate in

econonic and social development. 

(5) [120-21] for the Sahelian region; so,if (a) extent towhich there is international coordination in planning and
implementation; participation and support by African countries and
organizations in determining development priorities; and a long-term,multi-donor development plan which calls for equitable burden-sharing
with other donors; (b) has a detennination been made that the hostgovernment has an adequate system for accounting for and controllingreceipt and expenditure of projects funds (dollars or local currency

generated therefrom)? 

c. FAA Sec. 107. 
 Is special emphasis placed on use of
appropriate technology (defined as relatively smaller, cost-saving,labor using technologies that are 
generally most appropriate for the
small farms, small businesses, and small incones of the poor)?
 

d. 
 FAA Sec. 281(b). Describe extent to which the activityrecognizes the particular needs, desires, and capacities of the people
of the country; utilizes the country's intellectual resources toencourage institutional development; and supports civic education andtraining in skills required for effective participation in governmental
and political processes essential 
to self-governnent.
 

e. FAA Sec.101(a). Does the activity give reasonable promie- of
contributing to the development of economic resources, or to the
increase of productive capacities and self-sustaining economic growth?.
 

r|t 
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Chapter 3
 
AID Has Had h xed Success in UsLng ESF to
 
Encourage Economic Policy Reforms
 

These documents spelled out a means of measuring progress and the 
anticipated impact of the reforms on the economic development of the 
country. The program document for the fiscal year 1987 cash transfer 
program in El Salvador contained criteria that the government of El Sal
vador had adopted in its calendar year 1987 economic plan. The AID doc
ument stated that AID would provide cash transfer funds based on El 
Salvador's normal progress in implementing its economic plan. The crite
ria in El Salvador's economic plan appeared to be sufficiently detailed to 
enable AID to measure reform progress. 

In contrast, the program document upon which Egypt's cash transfer 
was based stated policy reform goals 	in very broad terms, without speci
fying how AID would measure progress. Although the program document 
listed policy reform measures that Egypt had taken since the last cash 
transfer, it did not attempt to explain 	the significance of the reforms or 
to 	relate them to U.S. policy dialogue efforts. Neither did it give a for
ward look at what further reforms U.S. officials would seek, time 
frames, or milestones. Zambia's program document included a clear 
statement of the specific economic policy reforms that the cash transfer 
was intended to encourage; however, it did not provide any kind of 
benchmarks or measures to evaluate 	progress. 

We recognize that AID's approach to policy dialogue varies by country. 
However, regardless of the approach it takes, we believe that AID needs 
to set forth clear criteria-at least in its internal program documents if 
not in actual grant agreements-to guide its policy reform efforts. 
Although establishing such criteria does not eliminate all the difficulties 
in achieving and measuring progress and impact, setting forth more spe
cific plans for AID'S policy reform efforts should improve the prospects 
for success. 

AID Appears to Have 	 Recognizing the limitations in measuring the impact of policy reform 
efforts, it appears that AID has achieved mixed success, both overall and

Had Mixed Success in 	 within specific countries. Some of the successes Air) and host govern-

Promoting Policy 	 ment officials credit to EF policy reform efforts include 

Reform • exchange rate adjustments and/or reduction of exchange controls in the 
Dominican Republic, Jamaica, Guatemala, Bolivia, Zaire, and Costa Rica; 

* 	 reduced budget deficits in Costa Rica, Senegal, and Jamaica; 
* 	 elimination or substantial reduction of price controls over some com

modities in Senegal, Pakistan, Zambia, Guatemala, Jamaica, and Zaire; 
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Chapter 3
 
AID Has Had Mixed Success In UsLng ESF to
 
Encourage Economic Policy Reforms
 

" 	 adjustment of utility rates to eliminate or reduce the operating losses of 
state enterprises in Pakistan and the Dominican Republic;

• 	 reduction of import restrictions in Jamaica and Zaire; 
• 	 tax or tariff reform in Jamaica, Pakistan, Senegal, Guatemala, and 

Ecuador; 
" divestment of state-owned enterprises in Costa Rica, Jamaica, and 

Honduras; 
" expansion of nontraditional exports in Costa Rica, Jamaica, and Zambia;
" promotion of private sector activities in Jamaica, Pakistan, Senegal, and 

Costa Rica; and 
" support of Egypt's decision to enter into an IMF Stand-by Arrangement. 

Despite these successes, governments have not always taken the key
policy measures that AID believes are essential to long-term economic 
recovery and growth. For example, 

" 	El Salvador has not made needed adjustments in its exchange rate or 
negotiated an IMF agreement, 

" Liberia has been slow coming to terms with its burgeoning foreign debt 
problem, 

* 	Zambia has cancelled the foreign exchange auction that AIt) supported, 
and
 

" Egypt has not moved quickly enough to adopt the economic reforms nec
essary to address the numerous and costly inefficiencies that pervade 
the Egyptian economy. 

Various Factors Affect AID, host government, and other donor,officials emphasized that there 
can be no recipe approach to successful policy reform efforts, since theAID's Success approach must be tailored to reflect both U.S. and recipient country 
objectives and circumstances. No single approach appears to guarantee 
success, as evidenced by our review. We found examples of policy
reform successes and failures under all three EsF program types, in pro
grams seeking extensive and detailed reforms, and.in programs either 
loosely or strictly conditioned. 

According to AID officials, the approach AID takes to policy reform is 
only one element that can influence policy reform efforts. Other factors 
AID cited as contributing to successful economic reform efforts included: 

Host government is convinced of the need for reform and is actively
seeking solutions to its economic problems. 
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PRICES 
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Annual Change 11 

19.5 
26.11 
206.9 
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