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Production and Employment VI will provide an additional $70
 
million grant from Economic Support Funds. The purpose of
 
the grant is to provide immediate balance of payments support
 
to assist the Goverfiment of Jamaica in its economic recovery
 
program and to encourage the GOJ to proceed with efforts to
 
remove restrictions on the economy which hinder, longer term
 
development. An amount of dollars equivalent to the dollar
 
amount of the grant will be made available to the private
 
sector for the importation of spare parts, capital goods and
 
industrial and agricultural inputs from the U.S. within one
 
year of disbursement. Further, the GOJ will deposit the local
 
currency equivalent of U.S. $70 million in a special account
 
for use on high priority development efforts of the GOJ.
 

it. CLIE[Am c, 	 . ACTION
so. 

LAC/DR Johnson _ C3 .__,_ov_ CAPPNVEDIoVIOa., 


-V0CUT DagataTAC/DP wheeler W on9 1OAUCDT 

PPC. .,
 

"-OM' rmfflrstensen I,,TK 
ARA/ECP -ecm CLASSIFICATION: 



UNCLASSIFIED
 INCOMING
 
Departmentof State 	 TELEGRAM
 

.PAGE 0I KINGST 11351 01 OF IS 0321561 7258 ARA7757 KINGST 11855 01 OF IS 032156Z 7258 ARAliS7 
ACTION AID-O0 

................................................................ 3. THIS PAAO PROPOSES ANO JUSTIFIES U.S.DOLS 70 
INFO FILE-01 

PPA-*01 
AA-04 

OCAR-O 
PPC-O1 
DEP-02 

OECP-1 ECP-Oi "RPP-02 
JLf XLE-O /014 A3 

OAS-01 
JP 

. MILLION INFY 1986 ESF ASSISTAICE FOR JAMAICA IN 
SUPPORT OF ITS EFFORTS TO RECOVER FROM OVER A DECADE 

INFO -------------------------------------------------------------LOG-;O CIA0- El-IS OE-OD ARA-O FAIM-O /009 V 
OF DOWNWARO DRIFT INREAL INCOME INITIATED IN THE 
NINETEEN SEVENTIES BY THE SHOCK OF PETROLEUM PRICE 

0 032131z DEC i5 

................... 135352 032153Z /3 INCREASES AND PRODUCT,01 ITIHIBITI1G POLICY RESPONlSES, 
AND REINFORCED IN THEIINHETEEN EIuHTIES BY THE NEAR 

FM ANEIBASSY KINGSTON COLLAPSE OF ITS MAJOR EXPORT I!NDUSTRY 
TO SCSTATE WASHOC IMMEDIATE 3473 IAUXITE/ALUMINIA). THE DOLS 70 MILL ION FOR FY 1936 IS 

UNCLAS SECTION 11 OF 15 KINGSTON 11859 
OVER ANO ABOVE THE DOLS 19 MILLIOrN OF ESF ASSISTAII:E 
PROIISED FOR FY 1985 BUT rNOTDELIVERED UNjTILOCTOBER, 
116, AND CHARGED TO THE CURREIT YEAR'S 

AIDAC, JOINT STATE/AID MESSAGE APPROPRIATION. AODITIO'IAL RE:OURCES WILL MOST 
PROBABLY BE REQUIRED LATER IN THIS FISCAL YEAR. 

STATE FOR AID/LAC 

E.O. 123S56:N/A 
TAGS: EFIII,RID, ECOn, JM 

4. I1THE MISSION'S FY 1985/36 ACTIO3 PLANd,APPOOVED 
IN MAY, 1135, AllECO'IOMIC ANALYSIS VA PR;SEIITED 1I1CH 
SHOVED THE STRONG VD!VREEFrET OilTHEJAl4ICAPI 

SUBJECT: 
" 

PROGRAM ASSISTANCE APPROVAL DOCUMENT 
FOR FY A6 ESF GRAiT TO JAMAICA 

IPAAO) ECONOMY OFTHE SEVERE CO!ITRACTICh OF THE 
BAUXITE/ALUMINHA SECTOr. THENJETC1'ITRIEuTIO:I OF Tur 

1. PAAD FACE SHEET, BLOCK II: PRODUCTION AND 
BAUXITE/ALUMINA SECTORTO THE BALA':CE CF PAYIIEIfTS IN
1934 WAS ABOUT U.S. DOLS 220 MILL1lOrl ANDIS EXPECTED 

EMPLOYMENT VI 
MILLION GRAIlT 

WILL PROVIDE AU ADDITIONAL U.S. DOLS 10 
FRCMECO1OMIC SUPPORTFUDIOS. THE 

TO FALL TO HALF THIS SUM 11IISiS AIIDEVEN LESS I1 1936. 
S. FORJFY 1995/8b, GCPI EXPECT:O TO FALL BY 3 TO 5 

PURPOSE OF THE GRAIT IS TO PROVIDE IMMEDIATE BALANCE PERCENT. TORESTRAINI THE CCfIT4ACTIO:I EVENTO TPIS 
OF PAYlEITS SUPPORT TO ASSIST THE GOVERNMENTOF 
JAMAICA IN ITS ECORCMIC RECOVERYPROGmAnANDTO 

RATEHOWEVER,AODITIONAL RESOURCES IN THE RANGEOF 
DOLS80 TODOLS 100 MILLION UILL HAVETO BE IDEnTIFIED. 

ENCOURAGE THE COJ TO PROCEED WITH EFFORTS TO REMOVE 
•RESTRICTIONS Oil THE ECONOMYWHICH HINDER LONjGERTERM 6. USAID PROPOSES TO USE ITS ESF RESOURCES TO HELP 
DEVELOPMEIIT. All AIOUIIT OF COLLAR; EQUIVALENT TO THE JAMAICA: 
DOLLAR AMOUINT OF T7E GRAIT WILL BE MAbE AVAILASLE TO 
THE PRIVA~t . CIOR FOR TOE IMPORTATIO:I OF SPARE PARTS, - STAY IN ACCORD WITH THE IMF FAORAM AD1 
CAPITAL GOODS A%;OIH0U:TRIL AND 4GICULTURAL I!NPUTS 
FROM THE U.S. WlIHI ONEYEAROF DISURSEMENT. 
FURTHER, THE GOJ I.ILLDEPOSIT THE LOCAL CURRENCY 
EOUIVALENT OF U.S. DOLS 70.0 MILLOIl IN A SPECIAL 
ACCOUIIT FOP. USE OIlHIGH PRIOTITY PEVELOPMENT EFFORTS 

OF THE GOJ. 

2. INADDITION TO SATISFYING THE STANDARD CONDITIONS 
PRECEDENT IIIVOLVING THESUBMISSION OFA LEGAL OPINION, 
THE DESIGNATIOl OF AUTHORIZED REPRESEIITATIVES AND A 
FINANCING RECUEST, THE GOJ ILL ALSO COVENANT TO 
UNOERTAKE THE nECESSARY STEPS TO FACILITATE THE TIMELY 
PASCAGE OF EIABLING LEGISLATIO COISISTENT WITH THE 
OBJECTIVES OF THE BOARD OF REVENUE ASSISTANCE PROJECT. 

TEXT OFPAAOFOLLO14. 
PROGRAM ASSISTANCE APPROVAL DOCUMENT 

' , " 

1. INTRODUCTIONl ANDSUMMARY '< 7. 
II. ANALYSIS OF JAMAICAN ECONOMIC CONDITIONS 	 ~ 

* A. THE ECONIOMIC BACKGROUND C
 
B.I THE PRESENT SITUATION: HARD TIMES AND A 

*FRESN LOOK* 

- C. USAID STRATEGY FOR 1986 29817 

I
 

III. CONCLUSION
 

APPENDIX 	 I. FURTHER MACROECONOMIC INFLUENCES ON 
USAID STRAfE0 :Y 

A. THEDlL AMCLOF I'AYMEIS 
B. I'UPLIC FINIANCES 

1. INTROOUCTION AND SUMAR 
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0 932131Z DEC 85 

FM AMEMIASSY KINGSTON
 
TO SECSTATE WASHOC IMMEDIATE 3474 


UNCLAS :ECTION 02 OF 1$ KINGSTON 11819 


AIDAC, JOINT STATE/AIO MIESSAGE 


STATE FOR AID/LAC 


E.O. 12356: N/A 

TAGS: EFIN, (AID, ECON, JM 

SUBJECT: PROGRAM ASSISTANCE APPROVAL DOCUMENT EPAADI 


MEET ITS 	OBLIGATION TO CEDITORS 


- MMINIMIZE POLITICAL AND SOCIAL TENSIONS WHICH
 
WOULD RESULT FROM MORE SEVERE ADJUSTIIENT 

-MEASURES; 


CONSOLIDATE, DEFENID, 

" 	 SIGNIFICANT PROGRESS MADE IN POtICX REFORAS 


AS A PART-OF TNE STRUCTURAL ADJUSTMENT AND 

STABILIZATION PROGRAM; 


- -* 	 AND CONTINUE THE 

SNOW U.S. SUPPORT FOR DIFFICULT BUI IMPORTANT 

STRUCTURAL 4DJUSTMEIITS INGEIERAL AND, IN rHE 

PRESENT JAMAICAII FISCAL YEAR, THE
 
IMPLEMENTATION OF THE GOJ'S INCOME TAX
 
REFORM PROPOSAL IN PARTICULAR.
 

7. S0 IMPORTANT IS THE LATTER ELEMENT TO THE
 
STRUCTURAL ADJUSTMEIT OF THE JAMAICAN ECONOMY THAT IT
 
ALONE IS SUFFICIENT TO JUSTIFY THE SUPPORT OFFERED
 
THROUGH THE FY 1986 (SF GRANT.
 

8. JAMAICA FAILED, INISEPTEMBER, TO MEET THREE
 
CLOSELY INTERRELATED TESTS OF THE T1111E
QUANTITATIVE
 
PERFORMANCE TARGETS OF ITS STANDY-BY AGEEMENT WITH
 
THE IMF. ACCORDING TO 60J CALCULATIONS, IET
 
INTERNATIONAL RESERVES '!IIR)
WERE SHORT ArIDNET
 
DOMESTIC ASSETS INOAIVERE I1 EXCESS OF THEIR
 
RESPECTIVE TARGET LEVEL; GY THE EQUIVALETIT OF U.S.
 
DOLS 23.5 MILLION. FOREIGN DEBT PAYMENT ARREARS WERE
 
U.S. DOLS 1. MILLIOI -60BE THE TARGET LEVEL CF ZERO.
 
MOST OF THE rODEST MARGIIIS BY WHICH NET IIIRAND 'IDA
 
HISSED THEIR TARGETS IS 4CCOUNTED FOR BY THE INABILITY 
OF A.I.D. TOFlINDTHE FILIALDOLS 19 MILLIONI OF THE 
DOLS 30 MILLION UPPLEMENTAL FY 95 ESF SRAIT THAT THE . 
UNITED STATES PLEDGED AT THE CARIBBEAN ;RCLP MEET14G 
LAST SUMMER. AFTER ADJUSTMENT FOR THAT SHORTFALL OF 
RESOURCE INFLOWS, THE ACTUAL 110ALEVEL WAS 0.7 PERCENT 
ABOVE THE IARGET CEILIN6 AND THE ACTUAL NIR MEASURE 
WAS 0.3 PERCENT BELOW TIlE TARGET FLOOR. AS A RESULT, 
THE GOJ WAS UNABLE TO MAKE A DOLS 13 MILLION DRAWING, 

IN OCTOBER. 

9. IN ORDER TO KEEP THE STAND-BY ALIVE. AND HOPEFULLY 
BE ABLETO IAKETHE OCTOBER DRAWING, THE G0J I:, 
SEEKING A TECHNICAL WAIVER. OISCtISSION ARE BEII16 

HELD WITH THE IMFOH TilE Or
LIIIRE RAN,,E QUALITATIVE
 
AS t LL AS O2IAHIIAIVE ELEMENT: or THE rROGRAM AS SET
 
FORTH IN LEfTEJ or ;UBMITTED 01 THE 6OJ AS
EflE INTLN 


KINGST 11159 02 OF 15 03215Z 7212 ARA7762 
PART OF ITS REOUEST FOR THE STAND-BY PROGRAM.SUCH
 
DISCUSSIONS HAVE BEEN TAKING PLACE INWASHINGTON MID"
 
KINGSTON AND ARE EXPECTED TO CONTINUE THROUGH DECEMBER
 
IN ANTICIPATION OF AN IMFBOARD MEETING ON THE WAIVER
 
INMID0JA!IUARY, 1986. SECURING THE WAIVER ISCRUCIAL
 
BECAUSE THE GOJ MUST BE INCOMPLIANCE WITH THE IMF
 
PROGRAM WHEN COMMERCIAL BANKER'S GROUP
THE SEMI-ANNJAL 

METS OH JAIJUARY 15, 1986, OR IT FACES SUBSTANTIAL
 
PENALTY INTEREST SURCHARGES.
 

19. WHEN NEWS OF THE IMF TEST PROBLEM CIRCUL.TED, A4D
 

ALSO BECAUSE OF THE TYPICAL WIDER SEASONAL DIVERGENCE
 
BETWEEN IORMAL FOREIGN EXCHANIGE SUPPLY ANDDEMAND,
THE 
JAMAICAN DOLLAR FELL PRECIPITOUSLY 4 iIIST THE U.S.
 
DOLLAR. THE PRICE OF THE U.S. OOLLARROSEF;CM DOLS
 

5.91 IN THE LAST AUCTION INISEPTEMBER TO DOLS6 40 C
 
OCTOBER 24. IN JUST LESS THAT C E MOUITHTHE PRICE SF
 
U.S. DOLLARS HAD INCREASED IIIALMOST TMESAME
 
PROPORTION AS IIITNE PREVIOUS SIXAO:|THS. AT PR:CES
 
ABOVE J DCLS 6.00 EQUAL U. CLS 1.0, !.'EAC.E
 
INCREASES IN THE LOCAL PRICES OF PETROLEUM P4COUCTS
 
AND IMPORTED BASIC FOODS 4ULD BE TRIGCERED ;CCORDI'IG
 

TO AGREEAENTS WITH THE IMF ANO IBRO.
 

1. WITH THE 1911S/6 TOURIST SEASON CLOSE AT HAIO, AND
 
WITH BITTER MEMORIES OF THE WICELY PUBLICIZED STREET
 

DEMONSTRATIONS THAT HAD ERUPTED FOLLOUING THE JAIIUARY,
 
198 GASOLINE PRICE INCREASE, PRIME MIIIISTER SEAGA'S
 
GOVERNMENT MADE THE POLITICAL JUO~,,MENT THAT INICREASES
 
IN THESE SENSITIVE PRICES 6ERE CATEGORICALLY
 
UNACCEPTABLE. (SERIOUS CAMAGE TO THE TOURIST
 

INDUSTRY, WHICH EARNED U.S. DOLS 363.0 MILLIOI ININIET
 
FOREIGN EXCHANGE INI1S9,j., WOULD INFLICT fET FURTIER
 
DAMAGE Of THE EC2lOMY.) ACTIG ON THIS JUDGEMENT,
 

. 
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................................................. " ............... STRUCTURAL REFORM. RATHER, HE HAS EMPHASIZED THE 
INFO FILE-01 ANA-O4 PPC-01 DECP-il ECP-9I RPP-92 0A-01 IMPORTANCE OF FLEXIBILITY TO ADJUST THE PACE OF FOLICY 

PPA-O1 OCAA-O OEP-02 l'jL XLE-91 /018 A3 JP ANDSTRUCTURAL REFORMTO EXTERNAL ECONOMIC CONOITIONlS 
................................................................ 

INFO LOG-O0 COPY-0l CIAE-06 E-08 DOOE-O0 ARA-Il /In V 
THAT PLAY A DOMINANTROLE IN THE LOCALECONIOIYULT ARE 
BEYONDTHE COUNTRY'S CONTROL. 

.................. 935413 032225Z /60 
O 032131Z DEC 15 14. EVIDENCE OF HIS COMITMENT TO THE ORIGINAL 
FMATEMIASSY KINGSTON OIJECTIVES OF HIS ECONOMIC RECOVERY PROGRAM IS 
TO SECSTATE WASHOC IMEDIATE 3475 ABUNDANT. TWO CURRENT ACTIVITIES ARE PARTICULARLY 

STRIKING. FIRST, HIS COMPREHEISIVE TAX REFORM PCO.-R18M 
UNCLAS SECTION 93 OF 15 KINGSTON 02551 IS NOV EXPECTED TO BECOME LAW BY THE END OF JAIIU;R7, 

1186. SECOnO, HIS TECH!IICIAIIS ARE WORII G OUT WITH 
AIDAC, JOINT STATE/AID MESSAGE THE IMF A PROGRAM TO ASSURE THAT IrPORT OEMAIID IS 

STATE FOR AID/LAC 
SUFFICIETLY COMPRESSED THROUGH'.OIETARY POLICY IF 
ADDITIONAL RESOURCES ARE rIOTFORTHCC.MIIIG. THIS V.ILL 

E.O. 123 : N/A 
COMPENSATEFORTHEPOTENTIAL EXCESS DEMANJD ASSOCIATED 
WITH HIS NEWPOLICY STANCEWITH RESPECT TO THE 

TAGS: EFIN, EAID, ECON,JM EXCHANGERATEANOBASIC C.m'IOr.ITf PRICES. HE IS ALSO 
SUBJECT: PROGRAMASSISTANICE APPROVAL DOCUMENT(PAAD) MOVI G STEADILY FORWARDIII TI4E.4RE OF ItI'VET1E!.T 

FORFY 36 [SF GRANT TO JAMAICA PROMOTIONI,OEREGULATIC:I, Al1O1'4.POrSIBLE FISCAL 

SEAGAORDEREDTHE BANK OF JAMAICA TO PUTEXTRA FUNDS 
MANAGEMENT.THE -FRESH LOCK", THEREFORE, Is NOT 
PERCEIVED BY SEAGA AS A SEARCH FOR A LESS OPEN OR LESS 

INTO THE AUCTION (PART OF THE FUNDS USED FOR THIS DISCIPLIIED ECONOMIC SYSTEM,BUT FORA POLICY SET THAT 
PURPOSE WERE DIVERTED FROM SCHEDULED DEBT PAYMENTS, CAN PURSUE THOSE GOALS WITHOUT INiTHE PROCESS INCITING 
INCLUDING AMOUNTS OWED TO THE IMF. PROCEEDS FROM THE SOCIO-POLITICAL RESPONSES THAT RENDER THE WHOLE 
SALE OF FOREIGN REAL ESTATE OWNED BY THE GOJ WERE ALSO PROCESS COUNTERPROOUCTIVE. 
PARTIALLY ALLOCATED TO THE FOREIGN EXCHANGE AUCTION). 
FUNDSAVAILABLE TO THE AUCTION HADBEENAVERAGING U.S. 15. SEAGA'" "FRESH LOOK', HOWEVER IT IS FLESHED OUT BY 
DOLS 2.S TO DOLS3.0 MILLION. ON OCTOBER 29 THE THE IMF/IBRD/AID TEAM, WILL HAVE TO BE A CAREFUL 
AUCTION FUNIDWASU.S. DOLS 8.0 MILLION ANoONOCTOBER BALANCING ACT. OilONE SIDE IS THE PRECIPICE OF 
31, U.S. DOLS 0; MILLION WERESUPPLIED. THESE WERE POLITICAL DISCONTENT THAT COULD DISRUPT THE TOURIST 
FOLLOWED INI SUCCESSIOI BY SUPPLY LEVELS OFDOLS INDUSTRY AS rELL ,S FOREIuIl IuVESTMENT. Oil THE CTHR 
MILLION, OCLS 3.5 MILLlOl, 02LS 6.0 MILLION AND DOLS SIDE IS THE EDUALLY DAI:GEROUS PRECIPICE OF RUPTUAE 
4.0*IILLIO-1. THE BACKLO' OF DEM.AND WAS CLEARED OUT WITH THE FUND AND A CASCADE OF DEBT DEFAULT. 
AND THE RATEFELL OUICKLY TO J CCLS 5.50 EUALS U.S. 
DOLS 1.00 AND HASREMAINED THEREFORTH PAST FIVE 
AUCTJONS. SEAGA AS DECLARED PUBLICLY THAT J DOL$ 
$.S0 IS A PRICE THAT MAKEtSJ.AMAICANIE.PORTS 
COMPETITIVE ANDJAIAICAN LABOR COSTSATTRACTIVE TO 
INVESTORS, AID THATHE IIITENDS TOHOLDTHEPRICE AT 
THAT LEVEL. MOST OBSERVERS AGREE THAT COMPETITIVENESS 
IS ACHIEVED AT J DOLS5.50, ALTHOUGHTHEDEMANDIS 
STILL HIGH FOR U.S. DOLLARS. 

12. SIMULTANEOUSLY WITH HIS IITERVENTIOIS IN THE 
AUCTION, SEAGAACKNOVLEDGEOTHAT THIS COURSEIS NOT IN 
KEEPING WITH THE TERMS OF rHE I.F STAlO-IY AGREEMENT. 
TO DEAL WITH THIS HE ROtE TOTPE MANAGINGDIRECTOR OF 
THE IMF PROPOSING THAT THE THREE PRINCIPAL DONORS, 
IMF, IBRO, ANDA. 1. 0..,SENDA JOINT, HIGH LEVEL TEAM (

TO JAMAICA TO REVIEW THE EC:1II24C 5ITUATICN ANDTAKEA t 

FRESH LOOK' AT THEKIND OF POLICY PRO04RM THAT WOULD 
BE APPROPRIATE FOR A COUNTRYIN JAMAICAS •
 
CIRCUMSTANCES. HIS POSTURE HAS BEETNBOLD AND
 
AGGRESSIVE, ANIDHEHAS STATED PUBLICLY T4AT IMF-TYPE 
PROGRAMS TRACKRECORD ANDARELONGHAVENOSUCCESSFUL .
 
OVERDUEFORSOMERE-THIIIKIIIG. SEAGA's MOVECAN 
ESSENTIALLY BE INTERPRETED AS FORCING THE IM TO / 
REVIEW ITS rITESENT NEGATIVE EFFECT Oil THEBALANCEOF 
PAYMENTS: SCHEDULED REPAYM.EINTSTO THE FLINDTOTAL U.S. 
DOtS 97.0 MILLION IN JFY 35/36 ANIDU.S. DOLS123.7 

MILLION IN 1996/17, WHILE POT(IIIAL STAND-BY DRAWINGS e ,,
ARE ONLY U.S. DOLS77.5 MILLION ANDU.S. DOLS3".3 . 
MILLION RESPECTIVELY. WHATSEA6A VIANTSIS A LESS 
UNFAVORABLE REPAYMENT SCHEDULEANDEASIER TERMS '.6 
(CONDIIIOHAL ITY FOR M4AINt, THE ORAWINGS. 

13. SEAGA'S PUBLIC POSITIOIonlo NOTBE TAKENAS A 
AoTATEIIENTTHAI HE HAS ABANDONED IHL FRINCIrLE; OF
 

V 
UNC;I.ASS IFIED . Li.
. 
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AIDAC, JOINT STATE/AID MESSAGE
 

STATE FOR AID/LAC 


E.O. 12356: N/A 


TAGS: EFIN, EAIC, ECON, JM 

SUBJECT: PROGRAM ASSISTANCE APPROVAL DOCUMENT (PAAO) 


FOR FY 86 [SF GRANT TC JAMAICA 


II. ANALYSIS OF CURRENT JAMAICAII ECONOMIC CONDITIONS 


A. THE ECONOMIC BACKGROUND 


16. OVER THE PAST FIVE YEARS, THE JAMrICAN ECONOMY HAS 

UNDERGONE SOME OF THE MOST WRENICHING STRUCTURAL AND 

?OLICY CHAlGES EVER UNIDERTAKEN BY A DEMOCRATICALLY 


ELECTED GOVERFEhIT IJ :0 LITTLE TIlE. UPON ASSUMING 

OFFICE, PRInE MINISTER SEAGA TOOK THE HELM OF AN 

ECONOMIC SYSTEM INAT, HAD SEEN TURNED IN THE DIRECTION 

OF A CEH7 ALLY PLANNED, :OI LIST MCOEL. IN THE 

PROCESS OF TAKINIG THUT DIRECTIONI, PART!CJL4RLY AT A 

TIME WHEIITHE OIL PRICE IIICREASES I-EREADIilIITERING A 


SEVERE SHOCK TO THE ECONOMIC SYSTEM. THE jAMAICAN
 
ECONOMY HAD SUFFERED A 25 PEgCE!IT REDUCTIO!I IN PEP
 
CAPITA INCOME I'I4 LITTLE LES TwHAiA P!C;CE, HAD SEEN
 

UNEMPLOYMEINT JUMP TO ' PERCENT, HAD EXPERIENCED A
 
HEMORRHAGE CF HUMAN AND FINANCIAL CAPITAL, AND WAS
 
PLAGUED WITH SHORTAGES OF GOODS AND ^ERVICES AND
 
RAMPANT INFLATION. THE JAMAICAN CURRENCY MAO BECOME
 
SERIOUSLY OVER-VALUED WILE PEGGED AT J DOLS 1.78 TO
 
THE U.S. DOLlAR, WHILE ITS VALUE IN JAM41CAN GOODS AND
 
SERVICES WAS RAPIDLY ERODED BY PRICE INFLATION AND
 
'PRINTING PRESS "FIIINCIIG OF A SLOATED PUBLIC SECTOR
 
PAYROLL. THE MACRCECONIOMIC COISEGUENCE OF THE POLICY
 
SET THAT WAS IN PLACE WHEN SEAGA TOOK OFFICE WAS THAT
 
PRODUCTIVE INVESTMENT AND EMPLOYMENT, SAVING, AND
 
EXPORTS WERE SUBJECT TO SEVERE DISINCENTIVES, IHILE
 

EXCESSIVE CO:ISUMPTIC4 AO IMPORTS WSAE REINFORCED BY
 
PROFLIGATE MONETARY AND FISCAL MAtAGEMENT.
 

17. AGAINST THIS BACKGROU1IO THE :EAGA GOVERNMENT 
EMIARKED UPON AllECONOMIC RECOVERY PROGRAM, THE FIRST 
TASK OF WHICH WAS TO ARREST THE RAPID CONTRACTION OF 
REAL PRODUCTION AND LIKEWISE THE EQUALLY RAPID 
EXPANSION OF AGGREGATE DEMAND. FOLLOWING THE EXPECTED 

STABILIZATION OF THE ECONCMY WOULD COME THE LONGER 
TERM AND MORE DIFFICULT CHANGES REQUIRED TO INDUCE NOT 
ONLY INCREASES IN REAL PRODUCTIOl, BUT SIGNIrICANT 

CHANGES IN ITS COMPOSITION. PRCODCTION FOR EXPORT WAS 

EXPECTED TORESPONO TO THE CORRECTIONI OF POLICIES THAT
 
PENALIZED EXPORTS AND SUIBSIDIZED BOTH IMPORTS AND
 
PRODUCTION FOR LOCAL M4RHfT;. FRIV4rE IVE,TORS WERE
 

EXPECTED TO R(:POIJU FO;ITIVEL TIOTHE SHIFT 10 A
 
POLICY'IIVICIMENt MORE 1iOPIIABLE TO THE PRIVATE
 

SECTOR. INCREA EP PROOICTIVE ACTIVITY IN THE PFIVATE
 
SECTOR WAS E'PECTLD TO CREATE JOBS 011AICOULD ABSORB
 

KINGST 11859 04 OF 1 032159Z 7297 ARA776S 
UNEMlPLOYED ANO RELEASED FROMTHEWORKERS WORKERS 

'GOVERNINT PAYROLL.
 

It. IMULTILATERAL ANDBILATERAL DONORS--IlOST
 
IMPORTANTLY THE IMF, 1U , D A.I.D.--PRO V ID ED
RD ArN 

FINANCIAL AND TECHNICAL SUPPORT FOR THE PROGRAM, SO
 
THAT THEADJUSTMENTS COULCSE PHASED INISMOOTHLY.
 
THROUGH THIS SUPPORT, FOREIGN EXCHAlNGE WOULD BE
 
AVAILABLE TO ACQUIRE THE RAW MATERIALS MD CAPITAL
 
GOODS NEEDED TO EXPAIIDPRODUCTIOUI, AS WELL AS COrSUMER
 
GOODS TO RE-STCCK EMPTY SHELVES. THE DONIORS, II
 
EFFECT, AGREED TO LEND AGAIIIST THE INCOME EXPECTED TO
 
SEGENERATED
FROM A SUCCESSFUL ECOICMIC RECOVERY
 
PROGRAM. 

15. IN SPITE OF THE APPEAL OF THE MEDIUM AND LCNG TERM
 

OUTCOME AS OESCRIBED ABOVE, IT WAS RECOGIIIEO BY ThE
 

GOVERNMENT CF JA61AICA IOJ) 41I0THi OCIIORS4
ALINE TPAT
 
THE SUCCESS OF TOE PRCGRAM WOULD GEP'iO ONdTHE ABILITY
 
ANDWILLINGNESS :FTHEJAM.AICAN PECPLE TO.CZ!FT SCME 
PAIIIFUL CHANGES. PRICES OF IMPORTED GOODS SAD BEEN
 
HELD ARTIFICIALLY LOW BY A CO'!8.I'.TlOl OF AN
 

OVER-VALUED EXCHANGE IMPOSED
RATEAND GOVE1RE1IIT 
DOMESTIC PRICE COITROLS. THIS EIICCU;AGED
 

OVER-COHSUMPriOI ID EXCES:*;E '! OF :CARCE FREIGI
 
EXCHANGE, COULD!IOT BE SUSTAINED
AND CLEARLY 

INDEFINITELY. MANY INEFFICIE:IT LOCAL Jr1USTRIES HAD
 
BEEN PROTECTED AGAIH;T EXTERNAL AND DO ESTIC
 
COMPETITION, ANO ERE BENEFICIRIES OF COST SUBSIDIES
 
VIA THE OVER-VALUED JAMAICAlI CURRENCY.THESE VOULO
 
HAVE TO ADJUST AND MAKE THEMSELVES TCRE EFFICIEIIT, OR
 
FAIL. THE DESIRED EXPANSIOI OF THE RELATIVE ROLE OF
 
THE PRIVATE :ECTCR IIITHE EC01G'i w.ULa AECJIRE THUT A
 
LARGER SHARE OF TOTIL RESCURCES TO ?PAT
BE CSA!I!IELL(O 

SECTOR. THIS WOULD REQUIRE TRIMMIIIG THE PUBLIC
 
SECTOR'S SHARE THROUGH REDUCTIOUS INIGOVERNMENT
 

UNCLASSIFIED.
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ACTICK AID-O RESISTED THE INEVITABLE OEVALUATIOIS DICTATED BY 

................................................ * ............... 
INFO FILE-01 AA-4 PPC-I1 DECP-01 ECP-01 RPP-92 GAS-01 

PPA-0O OCAR-I1 DEP-2 0:11 XLE-0L /I61 AJ JP 

MARKETFORCES. PUBLIC EXPENDITURES WIRE TOOSLOWTO 
BE REDUCED. NEVERTHELESS, WHILE THEOPTIMUM PACEA41) 
PATTERN OF AOJUSTMEINTS IS ALVAIS OPEN TO DEBATE, THERE 

.............................. .................................. 
INFO LOG-O0 COPY-01 CIAE-00 El-Il DO E-0 ARA-16 AJIAD-G1 

CAN BE NO OOUBT THAT THE PR3FILE OF ECONOMIC POLICY 
HAS CHANGED RADICALLY AND IN TE DIRECTIOS 

/Io w 
------------------. 03514 IJ2218Z /62-31 

ESTAILISHED AS APPROPRIATE BY THE (,OJAND THE DONORS 
AT THE GUTSET OF THE ECONOMIC RECOVERY PROGRi.n. 

0 032131Z DEC IS CRITICAL ELEMENTS OF TAE ADJUSTMENTS ARE AS iLLO'4S: 
FM AMEMIASSY KINGSTON 
TO SECSTATE VASHOC IflEDIATE 3477 - (1) EXCHANGE RATE. ThE FIXED EXCHANGE RATE 

- REGIME HASBEENABOLISHEO ANDTHERATE IS .O 
UNCLAS SECTION 0 OF IS KINGSTON 11859 - ESTABLISHED AT TWICE-WEELY AUCTIONS 

AIDAC, JOINT STATE/AID MESSAGE 
CONDUCTED BY THE BANK OF JAMAICA. THE LOCAL 
CURRENCY PRICE OF ONEUS DOLLAR HAS IICREASED 

STATE FOR AID/LAC 
291 PERCENT, FROMJ OOLS1 73 IiNOVEMBER 
1919 TO J DOLS S.SO IIINOVEMBER 1035. WHIILE 
THE GOJ IS TRYING TO STABILIZE THE RATE AT THE 

E.G. 12356: NIA 
TAGS: [FIN, EAIO, ECOiI,JM 

- VERY COMPETITIVE RATE CF J C:S $.50, T4E 
- CONTINUING EXISTENC;E CF THE AUCTICO::.YSTE 

SUBJECT: PROGRAM ASSISTANCE APPROVAL DOCUMENTIPAAD) - MEANS THAT TO DO SO ITMUST PUT IN EIIOUGH 
FOR FY 36 ESF GRANT TO JAMAICA - DOLLARS TO EFFECTIVELY SATISFY DEMAND. THUS 

IT STILL RETAIIIS AllIMPORTANT ROLE. 
EXPENDITURES, PROJECTS, ANDEMPLOYMENT. 

20. IN THE SCENARIO AGREED TO BY THE GOJ AND THE 
(2) GOVERNMENTFINANCE. THE OVERALL 
GOVERNMENT BUDGETDEFICI! HAS DECLIIED FROM 

DONORS, THESE CHANGESWOULD BE ENACTED IN AN 17 PERCENT OF GOP IN JAMAICAN FISCAL YEAR 
ENVIRONMENT OF EXPAIDING REAL OUTPUTMIDRESOURCE 
AVAILABILITY. CONSEQUENTLY, WHILE THEY WOULD 
NECESSARILY INVOLVE POCKETS OF HARDSHIP, THESE WOULD 
BE EASEDBY THE GROWTH INITHEABSOLUTE SIZE OF THE 

1910/1 TO 7 PERCEIIT IN 1984/SS. A FURTHER 
REDUCTION IS ON TRACK FOR 1985/86. BANK 
FINANCING OF THE DEFICIT IN 198/15 WAS NIL 
COMPARED TO S9 PERCENT In 1980/11. 

ECONOMIC PIE. 

21. AS I. NOWWELL UIDERSTOCD, THE ORIGINAL SCENARIO 
- (3) PUBLIC itTOR PAIROLL. THE PUBLIC 
* SECTOR PAYROLL REACHEDA PEAK THATHAS BEEN 

TUKIED OUT TO BE UNDULY OPTIMISTIC. FIRST, A ROBUST - ESTIMATED AS HIGH At 133,800 WORKERS iN 
RECOVERY 0. THE WORLD MARKET FOR BAUXITE 4110ALUMINA 1293G. THIS HAS BEEN REDUCED SIGNIFICATLY 
WAS ANTICIPATED IllTHE ORIGIAL PROSRAM-IIIOEEO It WAS 
THEKEYSTONE O THE PLAII.THIS DID NOTOCCUR. ON THE 
CONTRARY, BAUXITE ANIDALUMINA HAS VIRTUALLY COLLAPSED 
AS JAMAICA'S KEY rOREIGII EXCHANGE EARlIER. THIS 
SHORTFALL OF FOREIGN EXCHANGEINFLOWSHASHADAN 
IMPACT ACROSS ALL SECTOR, CF THE ECO:IOMYDUETO THE 
RELIANCE OF VIRTULLY EVERY SECTOR CA IMPORTED 
INPUTS. THE SCENARIO HAS CHANGED FROMOiE IN wHICH 
TNE VARIOUS SECTORS VERE VYING IN HEALTHY COMPETITION 
FOR BIGGER SLICES OF A GROWI1G PIE, TO OlE IN VHICH 
EACH SECTOR IS DESPERATELY SCRAMBLING TO SURVIVE IN 
THE FACE OF INCREASIIG RESOURCE REQuIREMENTS AN1D 
DECLINING RESOURCE AVAILASILITY. THUS THE PAIN 
ASSOCIATED WITH CHANGES IINTHE STRUCTURE OF ECC-IOMIC 
ACTIVITY IS MADE MORE SEVERE BY A REDUCTION IN THE 
ABSOLUTE LEVEL OF ACTIVITf. EACH SECTOR, INCLUDING 

THE PUBLIC SECTOR, HAS RESISTED VIGORCUSLY THE ENSUING 
PRESSURE TO REDUCE ITS CLAIMS AGAINST IIICREASINGLY 
SCARCE RESOURCES PROJECTS 410 PROGRAMS THE VIABILITY 
OF WHICH DEPENDED 0:1THE EXPANDING ECONOMY SCENARIO, 
WERE NOT TRIMMED AS RAPIDLY AS RESOURCE AVAILABILITY 

CONTRACTED. 

22. IN SPITE OF THE ORASTIC DIFFERENCE BETWEEN THE 
ACTUAL ECONIOMIC ENVIRONMENT DURING THE SEAGA 
GOVERNENT'S TENURE AND THE ENVIRONMENT ORIGINALLY 
ANTICIPATED, THE REQUIRED STRUCTURAL ADJUSTMENTS ARE 
TNE SAME. IN CERTAIN AREAS, THE SEAGA GOVERMUET 
DRAGGED ITSFEET 4NO, UNOO'BTEOLY, SHIFTED AN 
INORDINATE SHARE OF THE BUROSN OHIO THE PRIVATE 
PROOUCTIVE j(CIOR;. OIVE;SY1LNI WAS NOT AGRESIVELY 

PURSUED A: A SOURCE OF FLIID1I11FOR NEEDED 
INFRASTRUCTURE ItiROVIiEiIS. TIlE OVER-VALUATION OF 
tRE JAMAICAN DOLLAR COINlllUED TO0 LONG AS THE GOJ 

UNCLASSIFIED.
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KINGST 11811 06 OF IS 032202Z 
(7) DIVESTMENT OF STATE ENTERPRISES. EARLY 

7317 AqA7768 

.*............................................................... 
INFO FILE-01 ARA-04 PPC*Oi bECP-01 ECP-1' RPP-02 OAS-1 

INTHE SEAGA GOVERNMENT'S ECONOMIC RECOVERY 
PROGRAM, THE GOVERNMENT BEGAN TO SHED THE 

PPA:01 OCAR-01 DEP-O2 J!fL. XLE-61 /013 A2 JP THE OPERATION OF ESSENTIALLY COMMERCIAL 

------... ... . . . .. .... . .. .. . ..:-EINFO LOG-GO COPY-01 CIAE-O (l-O 00DE-00 ARA-9O A11*0-SIA 
NTER PR ISES , PARTICULAR LY TOUR IST 

FACILITIES. WHILE LEASES AND MANAGEMENT 
/010 V CONTRACTS VEAE MORE OFTEI EMPLOYED THAlI 

..................03S577 1322111 /52-38 OUTRIGHT SALE, THESE ENTITIES WERE IRCUGHT 
0 932131Z DEC $5 UNDER THE DISCIPLINE OF rARKET FORCES 
FMNAMEMBASSYKINGSTON AND THE NECESSITY TO FUIICIC!I AS PROFIT 
TO UCSTATE WASHOC IMnEOIArE 3478 SEEKING BUSINES;ES. AFTER A SUBSEVE:IT 

PERIOD OF RELATIVE IIIACTIlITY, THE IVESTMENT 
UNICLAS SECTION,06 Of 15 KINGSTON 11859 (OR AS THE GOJ PREFERS, THE "PRIVATI"ITIOI') 

AICAC, JOINT STATE/AIO MESSAGE -
ACTIVITY HAS SEENIREVITALIZED. TEN 
ENTERPRISES HAVE SEENrDIVESTED SINCE 1914, 

STATE FOR AI0/LAC 
-

* 
ELEVEN MOREARE I!NTHE NEGOTIATIOU ;T.GE FOR 
OIVESTMENT, AND1liWEITf-O!,EMORE ORE A.VItNG 

E.0. 12356: NIA 
- THEIR FINAICIL ;TATUS REIIEVEO 41I0B;CUGHT 

UP TO DATE FOR VLY D1O !TM'EIlT.A ECEtT 
TAGS: EFII, LAID, ECONl,JM PROPOSAL BY PRIE Ml:l:TER :E4EA TO Pt4CE 
SUBJECT: PROGRAM ASSISTANICE APPROVAL DOCUMENT UPAAD) ALL OTHER STATE OWNED EIITERPRI:ES IITO A 

FOR FY 86 ESF GRANT TO JAMAICA HOLDING COMPANY 6HOSE EQUITY SHARES VvULO IN 

AND, IN THE PRESElIT FISCAL YEAR ALONE, THE 
TURN BE OFFERED TO THE PUBLIC, IS NOW EEIIIG 
FORMALLY EVALUATED. IT IS iOT, IN OU; VIEW, 

GOVERNMENT ESTIMATES T4AT 7,000 AODITIONAL PROMISING, A1IDLE DOUBT THAT THE FEASIBILITY 
PUBLIC SECTOR J08S WILL BE ELIMINATED. * STUDY WILL SUPPORT THE CON[CEPT. THIS 

(4) PRICE CONTROLS. Il 1910, 60 ITEMS WERE 
• 
* 

ACTIVITY IS HIGH 0IITHE AGEIEDA OF DISCUSSION 
TOPICS BETWEEN USAID AIIDTHE GOJ FOR FURTHER 

SUBJECT TO GOVE1r(MENIT PRICE CONITROLS. BY ACCELERATION OF THE PROCESS. 
NOVEMBER 1185 THE IIUMBER OF ITEMS SUBJECT TO 
PRICE CONTROLS HAD SEEII;EDUCED TO 1, (6) INVESTMENT PROMOTION. MEASURES 4AVE 
hA,THWUGN PERCENTAGE MARK-UPS OIlKEY SEEN ADOPTED TO FACILITATE THE PROCEIS OF 
COMMODITIES ARE STILL RE[ULATED. THE 
PRICE CF GASOLINE HIS RIE[I 263 PERCEIT FROM 

ELICITING ArIDAPPROVIFIPRIVAME Il SI[EtNE 
PROPOSALS FROM BOTH 00!:TiC LIDFOREIGN 

J DOLS 3 PER GALLOIN IN 1982 TO J DOLS 10.10 INVESTORS. YET COIITIIUED GROUSING IY ACTUAL 
AT PRESENT. THE COST OF A IARKET BASKET OF AND POTENTIAL INVESTORS SUGGESTED THE NEED 

- BASIC FOODS CONSUMED BY LOW INCOME FAMILIES 
- (J DOLSSOPER WEEK L0TSS IN DECEMBER 
- 1180, INCREASED FROM J DOLS 20 TO J DOLS 47 

FROM DECEMBER, 1980,TO AUGUST, 191. 

(1) QUANTITATIVE IMPORT RESTRICTIONS. IN 
1989 ALL IMPORTS RCCUIRED LICENSES, AND 364 
TARIFF ITEMS WERE SUBJECT TO QUA1NTITATIVE 
LIMITS. INNOVEMBER, 1985, ALL BUT 76 ITEMS 
STILL SUBJECT TO E;(PLICIT QUANTITATIVE 
RESTRICTIONS WERE REMOVED AID ONLY 160 ITEMS 
REMAINED SUBJECT TO LICENSING. MANY OF THESE 
WEREITEMS SUCH AS FERTILIZERS, EXPLOSIVES, 
AND PHARMACEUTICAL PRODUCTS. 

(6) AGRICULTURAL COIJIODITY BOARDS. BANANAS, 
SUGAR, COFFEE, CITRUS, PIMENTO, CACAO. AID 
COCONUTS HAVE TRADITIONALLY SEEN GRO'11AND 
1KARKETED UIDER RIGID REGULATION BY GOVERNMNIIT 
CONTROLLED COMMODITY $OARDS. THE FIRST FOUR 
HAVE SEEN :UBSTAIiTIALLY DECONTROLLED COMPARED 

S TO THEIR SITUATIONI FOUR YEARS AGO. FURTHER 
- REGULATORY REFORMS ARE NEEDED ANIDARE UNDER 
- REVIEW. NEVERTHELESS, THE STEPS THAT HAVE 
S SEEN TAKEN ARE SIGNIFICANT AND ARE REFLECTED 

IN POSITIVE IMPROVEMEIITS IllCOST AND EARNINGS 
PERFORMANCE. FOR EXAMPLE, BANANA PRODUCTION 
FR EXPORT IS RECOVERIING RAPIDLY. SUGAR 
ACREAGE IS BEING REDUCED INIFAVOR OF WINTER 

VEGETABLES AND OTHER (E.PORTS UNDER THE AEGIS 
OF AGRO .1. PLANIIIn. Of COFFEE HAVE 
INCREASED ZISSIAN|TILLY. NEW EXPORT MARKET' 
HAVE BEEN FOUND FOR JAMAICAN CITRUS. 
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ACTION AID-SO ITt OWN RECOMMENDATIONS FOR ACTION. THE 

..............z.....................................I............ COMITTEE HAS COrPLETED ITS WORK On THE 
INFO FILE-0I ARA-04 PPC-O1 OECP-11 ECP-O RPP-02 OAS-01 PERSONAL INCOME TAX, AND MADEITS 

PPA-ft OCAR-O OEP-02 *0 XLE-01 /ol8 A$ JP RECOMMIENDATIONSFORSWEEPING CHANGES. THE 
-------.-------------------------------------------------------- PRINCIPAL CHARACTERISTICS OF THE CHANGES HEY 

INFO LOG-O0 COPY-SI CIAE-O Ei-08 COOE-0 ARA-OS ANIAD-01 - HAVE RECOMMENDO ARE (A)A FLAT RATE OF 35 
/11IV PERCENT, ON INICOMESOVERJOOLS 7,500 SO THAT 

...................035610 03222OZ 162-37 
0 932131Z DEC 85 

TAX ON INCOMES ABOVE THE (OUIVALE1IT OF U.S. 
DDOLS 2,545 IS REDUCEOBY APPROXIMATELY 20 

FMAIEMASSY KINGSTON PERCENTAGEPOINTS AIO THELOE;T INCOME 
TO SECSTATE VASHOC IMEOIATE 3475 EARNERS AREqELI(vEO FRC inCOmE TAXATION 

ENTIRELY; 101 A SIlMPLIFICATION OF THE SYSTEM 
UNCLAS SECTION 07 OF 1S KINGSTON 11359 OF EXEMPTIONS AND CREDITS BY ALLOWING ALL 

AIDAC, JOINT STATE/AIO MESSAGE -
TAXPAYERS FIXED EXEMPTIO S; A C ,C)FOCU^E; 
ADMINISTRATIVE RESOURCES ^NIBRINIGING TAX 

EEVADERS ONTO THE TAX ROLL:. THEGOVERPMErJT 
STATE FOR AID/LAC " INTENIOS TO HAVE THE NIEWSYSTEM APPROVED 8

v 

* PARLIAMENT BY THE EID CF j;NUARY, Is', %irH 
(.0. 12356: N/A - AN EFFECTIVE DATE OF JAI!UARY I, :96. THE 
TAGS: [FIN, EAID, ECON, JM CHANGE: THE GOvER:;9ENT P;CPO E: COLOULFE3O 
SUBJECT: PROGRAM ASSISTANCE APPROVAL DOCUMENT IPAAD) - TAX COLLECTIONS BY AS VUCHAS i COLS2C0 

FOR FY 86 (SF GRANT TO JAMAICA - MILLIOI INITHE FiRST YEAR. TAXE5 C1 INTEREST 

- INCOME, AllUP-DATEO PROPERTY TAX ROLL 4110 
FOR A REVIEW OF THE PROCEDURES. ACCORDINGLY - IMPROVED ENFORCEMENT WILL PARTIALLY lAKE UP 
THE GOVERNMENT'S JAMAICA NATIONAL INVESTMENT FOR THE LOSS. GIVEN THE GOJ'S :!MITPENT TO 
PROMOTICI UNIP) ANDTHEU.S.G. TEAMIN - MEET THE TARGET PEOUCTIC!IS IN THE FISCAL 
JAMAICA COLLABORATED IllA SURVEY RESEARCH - 3EFICIT AS AGREED WITH THE IMF,COBIIIEO WITH 

- PROJECT TO LEARN OF THE ACTUAL EXPERIEICES OF - THE DRASTIC REOUCTIOI IN REVENUE FROM THE 
- FIRMS IN THE PROCESS. THE RESULTS OF THE BAUXITE LEVY, THE TAX REFORM IE EXPECT TO BE 
- SURVEY WERE PRESENTED TO PRIME MINISTER SEAGA IPLEMENTED WILL BE OIE OF THE rOST 

7ITHRECOMIENDATIOIS FOR STREAMLINING THE SIGNIFICANIT STRUCTURAL RkFORMS (ET AOOPTED. 
PROCESS.AS A RESULT, All IrNTER-AGEIICY INDEED, WECOII$1DER IT TO DE OF THE .ArE 
COMMITTEE HAS BEEN FORIIED;IiO13 CHAINED BY LEVEL OF IMPORTANICE AS THE FII FRAEI 
THE PRIME MINISTER. THE CM2M:TTEE MEET: OF THE PRICE OF FOREIGN: E.CHAIGE IIITHE 
WEEKLY ATIDDEALS P804PTLY AND0EFFECTIVELY IN AUCTION, WHICH OCCURRED A YEAR AGO. 
INSTAICES IN VHICH THEGOVERNIPEIT'S STRONG ACCORDINGLY, JUST AS THAT CHANGE WAS 
PRO-INVESTMENT POLICY IS BEING BLOCKED BY 

• BUREAUCRATIC OBSTACLES.JIP HAS ALSO BEEN 
* EMPOWEREDTO PLAY A ST9OI:CCR rACILITATIVE 
- BOLE. MORE0i;FICULT STUMBLINIG BLOCKS, MOST 
" NOTABLY CUSTOMS ADMINISTRATION, ARE UNDER 

REVIEW AT PRESENT, AIIDMANYWILL BEADDRESSED 
IN RADICAL ADMINISTRATIVE ANDOINSTITUTIONAL 

REFORMS THAT ARE EXPECTED TO BE ADOPTED BY 
THE END OF CALENDAR YEAR 1935. SIGNIFICANT 
RESOURCES AND CLOSE ATTEIITIOu FROM THE 
HIGHEST LEVELS OF GOVERNMENT ARE BEING 
FOCUSED ON THIS PRIORITY ACTIVITY. CORPORATE 

- TAX REFORM MEASURES, PROPOSED BY THE SYRACUSE 
UNIVERSITY CROUP, WILL ALSO PROVIDE 

S SIGNIFICANT IN:CENrTIVESTO INVESTME1T IN THE 
• FORMOF IKIEDIATE ET.ElSING OF INVESTMENT AND 

REMOVAL OF DISCRIMINIATORY TREATMENT OF (OUITY 
AS OPPOSED TO DEBT. 

* ) TAX REFORM. A TEAMOF TAX CONSULTANTS, 
FUNDED BY USAIO/J, HAS RECENTLY COMPLETED A 
TWOANDONE-HALF YEAR COMPREHENSIVE TAX 

- REFORM STUDY. THE RESULTS AMC0 
• RECOMMENDATIONS HAVE BEEN PRESENTED TO THE 
* GOVERNMENT. AS PART OF HIS STRATEGY TO SELL 
- THE TAX REFORM TO THE PUBLIC. PRIME MINISTER 

SEAGA THEN APPOINTED A PRIVATE TAX STUDY 
€COHflTTEE COMRI'SED OF RESPECTED LEADERS OF 
TRADE UNIONS, THEPRIVATE jECTOR ORGANILATIOI. 

OF JAMAICA IPOJI, THECIIARTERED ACCOUNTANTS 
ASSOC(ATION, IHE6R A OCITION AND PUBLIC 

INTEREST ORAIIZATlO1S. THIS COIMITIEE WAS 
CHARGED WITH FESPONSIBILITY rR ;TUOYING IN[ 
REPORT ANDORECOTLTMIDAIIONS ANI RETUP"IING WIIN 

UNCLASSIFIED
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ACTION AID-O0 
 AVAILABLE TO FINAICE IMPORTS AND TO BUILD
 

................................................
z............... INTERNATIONAL RESERVES. IN JUNE, 1985, THE ESTIMATE

INFO 	 FILE-01 ARA-04 PPC-01 DECP-I1 ECP-O1 APP-2l AS-01 WAS REVISED DOWNWARD TO U.S. DOLS 1,178 MILLION.
 

PPA-O1 OCAR-01 DEP-92 I0 XLE-O1 /018 A2 JP SIMILARLY, JUNE, 1983, ESTIMATES BYTHElOJ ANiDTHE
 
.............................. - DOLS 1,345
a ..................... ............---I F PROJECTED U.S. ILLION IN IMPORTS AND
 

INFO LOG-DO COPY-01 CIAE-O9 El-O1 OOCE-0I ARA-DO AAD-01 RESERVE IMPROVEMENT FOR JFY 19l/l4. THEACTUAL
 
/il V 
 OUTCOME SHOVED IMPORTS OF ONLY DOLS 1,261 MILLION ANO
 

................... 05671 032222Z /62-38 A DOLS 312 MILLIOl DECLINE 
IIINET lITERNATIONAL
 
0 932131Z DEC I 
 RESERVES. THUS IT IS HARDLY SURPRISIIIG THAT UPWRO
 
FM AflEMBASSY KINGSTON 
 MOVEMENTS OF THE PRICE OF FOREIGNl EXCHA11GE HAVE FAIRLY
 
TO SECSTATE VASHOC IMMEDIATE 3480 
 CONSISTENTLY EXCEEOED EXPECTATICUS. THE COUITRY HAS
 

LITERALLY EXPERIEIICED SUCCESSIVE REDUCTICIS IN ITS
 
UNCLAS SECTION 08OF IS KINOSTON 11159 
 REAL 	WEALTH. IN THE ABSENCE CF All INFUSION OF 

ADDITIONAL RESOURCES THEFEFCRE, REAL IlPOIERISHMENT,

AIDAC, JOINT STATf/AID MESSAGE 
 INTHE AGGREGATE, IS INESCAPABLE. NO OF
AMOUNIT 


JAMAICAN ECONOMIC POLICY AOJUSTMENT CAN ALTER THAT
 
STATE FOR AID/LAC 
 HARSH 	FACT IN THE NEAR TERM.
 

E.0. 	12356: N/A 
 26. THE POLITICAL NECESSITY, AS PERCEIVD BY PRIME
 
TAGS: (FIN, EAID, ECOi, JM 
 MINISTER SEAGA AND1BY EIBASSY/USAIO, IS TO PRE'E:T THE
 
SUBJECT: PROGRAM ASSISTAnCE APPROVAL OOCUMENT 
IAAOI BURDEN OF THE AGGREGATE CO'TRACTION FROM FALLIIIG 

FOR FY 86 ESF SHANT TO JAMAICA INORDINATELY NEAVIL ON:THE LCER IICOME SEGMEII OF 
THE COMMUNITY. 	 THATFCLLOWEOTHE DEONSTRATIOS THE
 

- CONSIDERED Sl'PFICIENT BY ITSELF TO WARRANT FY 
 JANUARY, 1985, ROUID OF G.;OLIIE PRICE ilCgEA;ES HAOA
 
- 1935 F r UPPORT, WE BELIEVE THAT THE 
 LARGE SPONTANEOUS PARTICIPATICI. THIS SEIT A CLEAR
 
- EXPECTED THE PERSONAL INCOMETAX IS 
 r
REFORM OF 
 SIGNAL THAT THE PATIENICE O THE ENERAL PUBLIC WITH A
 
- SUFFICIENT JUSTIFICATION FOR THE OISBURSEMENT SEEMINGLY ENDLESS SERIES OF E0.OIOMIC HARDSHIPS VS
 
- OF THE PROPOSED FY 1986 ESF GRANT. NEAR 	ITS LIMIT. THE D.MAGETHAT APPEAR: TO 4AVE BEEN 

DONE 	TO THE VERYSENSITIVE TOURISM SECTOR BY THE 
23. IT IS NOT THE INTENTIONI HERE TO SUGGEST THAT THE JANUARY DEMONSTRATIO:IS COULD BEMORESEVERE THIS YEAR
 
PACEAND DEGREE OF POLICE AND STRUCTURAL REFORMIN SHOULD NE OEEMONSTRATIONiSOCCUR. SINCE THE COLL;PSE
 
JAMAICA HAVE B!EN ABOVE CRITICISM. STEPS TOWARD A OF THE BAUXITE/ALUMINA SECTOR, THE TCURISM SECTOF IS
 
MORE FARRET ORIENTED EC.O'Orf HA4EOFTENBEENIFOLLOWED TOO IMPORTANT TOPUT it, JLOpikoA By IGIdOAIIu SIGt.,
 
QUICKLY BY PARTIAL RETREATS. THE TEMPTATION TO 
 THAT POINT TO A FRAGILE SOCIO-POLITICAL STABILIT).
 
INTERVENE IN THE MARKET SYSTEM HAS OFTEr:PROVED
 
IRRESISTIBLE TO A GOVERI.ElIT MANY OF WHOSE NEY PLAYERS 
 27. PRIME MINISTER SEAGA IS PAIIIFULLY AWARE THAT
 
ARE IIIEXPERIENCED IIITHE MYSTERIES OF A PREDOMIIANTLY
 
PRIVATE, OUTWARD LOOKIIG, COM!PETITIVE MUARET
 
ENVIRONMIIENT. THE E BASSY/USAID TEAM HAS REPORTED
 
AFREQUENITLY AN1 I CO:ISIDERABLE DETAIL Ol WHATWE HAVE
 
CONSIDERED TO BE IMPERFECTIONS IN BOTH THE DESIGN AND
 
THE IMPLEMENIATION OF VARIOUS ELEMENTS OF PUBLIC
 

ECONOMIC POLICY.
 

24. THE ISSUE THAT DtMAhOS USG ATTEITION AT THE
 
PRESENT JUNCTURE, HOWEVER, JAMAICA HAS
IS NOT WHETHER 

ADHERED TO ANDPACE OF POLICY
PRECISELY THE FORM 
REFORM VE WOULDCOINSIDER OPTIMAL. RATHER IT IS
 
VHETHER JAMAICA'S PERFCRMOICE MERITS IIMEOIATE AND
 
CONTINUED SUBSrANTIVE SUPPORT, G''EIiU.S. FOREIGNI
 
POLICY OBJECTIVES. IN THE JUOGEIENT Ot THE COUNTRY
 
TEAM THE ANSWER I: U:I!:UIOC;LLY AFFIRMATIVE. THE
 
SECTIOIS THA; FOLLOW SET ;ORTH ;CDITIOIAL FACTS AND
 
ANALYSIS UPOIIWHIC;H 	 OURTHAT COIICLUSIONl ISCASED, 
ESTIMATE OF THE M114ITUOE OF ASSISTANCE REQUIRED, AND 
THE STRATEGY WE FFOPO-E TO EIISURETH4T ESF ASSISTANCE 
IS UNDERSTOOD BY THE GOJ TO REPESEII SUPPORT FOR 
CONTINUING THE DIFFICULT STRUCTURAL ADJUSTMENT PROCESS 
RATHER THAN AS A MEANS OF AVOIDING It. 

1. THE PRESENT SITUATION: HARD TIMES AND A "FRESN
 
LO011"
 

25. THE GOJ'S PRESENT DILEMMA PITS ECOIOMIC REALITY 
AGAINST POLITICAL NECESSITY. THE ECONOMIC REALITY IS 
THAT JAMAICA'2 COMMADIOVERREALEXTERIIAL RCSOU9CES 
HAS NOTONLtFAILLD IO I(P4N0 A,- ANTICIPATEO, BlT HAS 
DECLIIIED ABSOLUTELY. FORE(APLE. APRIL, 1904, 
ESTIMATE'S rRPARjD BY THE 611k O JAM41CA ANTICIPATED 
THAT 	 IN JFY 193/3G, U.S. DOLS 1.391 MILLION WOULDBE 
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PPA-1 OCAR-O OEP-02 J-02 XLE-01 /018 A] JP 
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INFO 	LOG-Of COPY-01 CIAE-O EB-O1 DOOE-00 ARA-69 /003 W 
................... 05704 032223Z /63/38 


0 032131Z CEC 85 

FM AMfEMBASSY KINGSTON
 
TO SECSTATE WASHOC IMMEDIATE 3481 


UNCLAS SECTION 19 OF 15 KINGSTON 1151 

AIDAC, JOINT STATE/AID MESSAGE 
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SUBJECT: PROGRAM ASSISTAICE APPROVAL DOCUMENT UPAAO) 

FOR FY 16 1SF GRANT TO JAMAICA 


ABANDONING THE DISCIPLINE OF HIS PROGRAM WITH THE IMF 

WILL NOT CHANGE THE ECONICMIC REALITY OF REDUCED REAL 

RESOURCE AVAILABILITY. HIS CALL FOR t 'FRESH LOOK' AT 

THE JAMAICAN ECONIOMIC SITUATION AID THE REQUIREMENTS 


OF THE IMFPROGRAI, IS1OT, WHENCAREFULLY ANALYZED, A 

CALL FOR APPROVAL FOR RESORTING TO THE PRIIITIIIG
PRESS 

TO FIIANCE SUBSIDIES FOR PETROLEUM PRODUCTS ANDBASIC 

FOODS. INSTEAD, HE SEEMS TO BE ASKING FOR A REVIEW OF 

POLICY ALTERNATIVES TO THE CONTINUED UIIRESTRAIHE 

DEPRECIATIONI Or THE JAMIlCAII OOLLAP. VHICH INITURN 

TRIGGERS INCREASED PRiCES OF IMPORTED BSIC FOOD AND 


GASOLINII. A. lIALTERUATIVE, HIS TEHIICIAIIS HAVE
 
BEENIDEVELOPI1hG QUANTITATIVE MOOELS TO APPLY 


SUFFICIENTLY RESTFICTIVE !'OIIETARY
POLICY TO CHOKE OFF
 
THE EXCESS FOREIGNlEXCHANGE DEMAND THAT DRIVES THE
 
DEPRECIATION. IT IS 4 RISKY STRATEGY. IT IS RISKY
 

BECAUSE IT ASSUME, THAT TSE EXCHAINE RATE CAN IN FACT
 
BE STABILIZED AT THE TARGET RANGE. IllADDITION TO THE
 
SUCCESSFUL IMPLEMEIITATION OF THE FISCAL AND MONETARY
 
MEASURES DESCRIBED BELOW, PLUS OCCASIOIAL DELIBERATE
 

VARIATIONS OF THE SUPPLY OF FOREIGI EXCHANGE AT THE
 
AUCTION, THE SCEIARIO ASUMES THAT THERE WILL BE NO
 
ADDITIONAL EXOGEINOUS SHOCK THAT COULD CAUSE BUYERS AT
 
THE AUCTION TO LO;E COIFIOENCE OR OTHERWISE 810 UP THE
 

PRICE 	OF FOREIGN EXCHAIIGE.
 

28. AT THE SAME TIME, IT IS A DISCIPLIINED STRATEGY,
 
AND ONIETHE IMF FEEL: IS PLAUSIBLE IF NOT DESIRABLE.
 
IN ORDER TO ACHIEVE !HE TARGETED EXCHAIiGE RATE, THE
 
GOJ MID IMF HAVE 4GREED THAT THE MONETARY BASE WILL
 
HAVE TO CONTRACT &Y J DCLS 4(0 MILLION IN THE
 
REMAINDER OF JFY :5/36 THROUGH A PACKAGE OF FISCAL AND
 
MONETARY MEASURES. ON THE MONETARY SIDE, THE BANK OF
 
JAMAICA HAS ALREACY SEGUH TO AUCTIOl OFF j DOLS 300
 
MILLION IN CERTIFICATES OF DEPOSIT 0JDOLS 50.0
 
MILLION AT AN AVERAGE RATE OF 23 PERCENTI. ON THE
 
FISCAL SIDE, THE 60J HOPES TO RAISE J DOLS 10 MILLION
 

IN NEW TAXES ON IIIPORTS.THESE FUIIDSWILL THEN BE
 

'STERILIZED" BY BEING LODGED IN THE BANK OF JAMAICA.
 

29. THIS STRATEGY WILL ENABLE JAMAICA TO REALIZE THE
 
CRUCIAL, IMMOIATE OBJECTIVE OF SECURING IT: FINANCIAL
 
POSITIOl HOT ONLY WITH THE IIIFBUT ALSO THE WIOLE HOST
 

OF DONOR; ANO CREDITORS SUCH AS THE IBRO, A.1.0, THE
 

C.C.C., THE.COMMEPCIAL BANK;,,IIS SUPPLIERS OF OIL,
 
AID OINERS.
 

30. NEVERTIIELESS, HMANOBSERVERS FEEL THAThONETARY 
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POLICY IS ALREADY $0 TIGHT THAT IT IS ADVERSELY
 

AFFECTING REAL INVESTMENT AHO PROOUCTION. IF THIS
 
VIEW 	IS CORRECT, AND IT IS CERTAINLY PLAUSIBLE, THE
 
EFFECT OF THE POLICY MAY BE TO SHIFT THE PAIN OF
 
REDUCED REAL RESOURCE AVAILABILITY ONTO WORKERS BY WAY
 
OF INCREASING UNEMPLOYMENT. THAT RESULT COULO PROVE
 
TO BE 	AS DESTABILIZING AS PRICE INCREASES, THOUGH IT
 
MIGHT 	HOT OCCUR AS QUICKLY.
 

31. THERE IS, HOWEVER, A POSITIVE PROSPECT FOR THIS
 

APPROACH. IF THE 60J IS SUCCE;SFUL INIHOLDING THE
 
EXCHANGE RATE WITHN REASOIIABLY NARROW LIMITS (SAY J 
DOLS 5.50 - 5.70 ECUAL 1.00), THEJ DOLS U.S. DOtS 

RATE OF PRICE INFLATIOrl IARKEDLY.
SHOULD BESLOWED 

THIS IN TURN COULDHAVE THEEFFECT OF REDUCING I;CMIrIAL
 
INTEREST RATES WITHOUT RECUCTIONS IIITHE REAL RATE 4:iD
 

PERHAPS EVE14WITH INCREASING REALRATES. STIL., 
THERE IS THE OAIISER THat THE ImtEDi;TE EFrEC! OF THE 
PROoRAMM!D MOIIET-Rf :TRIfICEI:-i UCUD EE i CIZE.IT 
CRISIS WHICH WOULD C-L:E ',CTr:I.ITEE;[T RATES TO 
RISE FURTHER 8EFORE F.LLI1.4.) IF AlD -S Id.LTh OiE1S 

BEGIN 	TO BELIEVE THAT THE PR CE ArIDEyCHAIIGE RATE
 
STABILITY WILL ENIDURE(R THAT RATE DECREASES ARE
 
ALMOST AS LIKELY AS IiCREASESI), AND3REAL RATES OF 
INTEREST WILL REMIA1I1PCOITIV , THE INCENTIVE TO
 
CAPITAL FLIGHT WCULD BE SIGUIIFICAITLf EASED. IT IS 

WIDELY BELIEVED THAT JAMAICAIS HOLD MAIIYMILLIOIS OF 
DOLLARS IN FOREIGN BAAK ACCCUITS. TIGHT DOMESTIC 
MONETARY POLICY, STABLE PRICES, A STABLE AND CREDIBLE 
EXCHANGE RATE, POSITIVE REAL RATES OF IITEREST, AND 
RELATIVELY LOWTAXES (UN:DERTHE IMMIIENT REFORMOF THE 
INCOME TAX REGIME) ALL ;ERVE TO EICOURAGE AllINFLOW OF
 
THESE AND OTHER FOkEI1i iUNOS TO J,.MAICA.
 

22. AS THE FOREGOING DISCUSSION SUGGESTS, THE NUNAR
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FOR FY 5 ESF GRANT TO JAMAICA 


TERM SUCCESS OF THIS STRATEGY WILL DEPEND IMPORTANTLY
 
ON (1)THE PUBLIC'S PERCEPTION OF THE CREDIBILITY OF 

INTEREST RATES, PRICES, A1D THE EXCHANIGE RATE GIVEN 

THE UNDERLYING REAL MARKET FORCES, 2I1THE RELATIVE 

SPEEDS WITH WHICH GAINERS AND LOSERS FROM THE POLICIES 

REACT, AND (3)THE MAGNITUDES OF THOSE RESPONSES. TO 

THE EXTENT THAT SIGNIFICANT FOREIGNI EXCHANGE INFLOWS 

O0 OCCUR, AND TO THE EXTENT THAT HIGHER TARIFFS CHOKE 

OFF IMPORT DEMANID, THE RECESSIONARY IMPACT OF A 

RESTRICTIVE DOMESTIC CREDIT POLICY ANDOITS 

RECESSICIARY IMPACT Cr CREZIT AVAILASILITY WILL BE 

OFFSET. IF, AS SOME OBSERVERS BELIEVE, 4!STORIeALLY 

HIGH NOMINAL RATES OF INTEREST DETER IhVESTtlENT 

REGARDLESS OF WHETHER THE INIFLATION-;DJUSTED RATE IS 


POSITIVE OR NEGATIVE, REAL PRODUCTIVE INVESTMENT MIGHT
 
BEFURTHER ENCOURAGED.
 

33. IN CANDOR, WE MUST OBSERVE THAT THE FOREGOING
 
SCENARIO IS UIILIKELY. THE PRCBLEM IS THAT, IN THE
 
ABSENCE OF SIGNIrICANT AND PROMPT INFLOWS OF NEW
 
RESERVES, THE PRCPOSED EXCHANGE RATE PCLICY WILL
 
REQUIRE THAT IMPORT DEPAND BE REDUCED BY SOMETHING
 
LIKE U.S. DOLS 100 MILLlOl, LESS THE EFFECT OF TARIFF
 
INCREASES). TO ACCOMPLISH THIS PRIMARILY THROUGH
 
GENERAL MONETARY POLICY COULD, WE ROUGHLY ESTIMATE,
 
REQUIRE AN ADDITIOIAL REDUCTIONI OF NIATIONAL MONEY
 
IlCOMLEOF TWICE THAT MUCH, CR APPROXIMATELY 20
 
PERCENT. EVEN IF THISOVER-ETIMATES THE DEPRESSANT
 
EFFECT BYTHREE OR FCLR TIt.SS,THE CEILLT IS
 
ECONOMICALLY DISASTROUS. THE PRO:PECT OF REPLACING
 
ALL OF THAT BY WAY OF PRIVATE INFUSIONS OF FOREIGN
 
EXCHANGE, IN THE SAME TIME PERIOD, SEEMS REMOTE AT
 
BEST. NEVERTHELESS, IN THE ABSENCE OF ADOITIONAL
 
RESOURCES, THERE MAY BE NO OTHER RECOURSE IF THE
 
EXCHANGE RATE AND1PRICES ARE TO BE HEL3 IN THE
 
NEIGHBORHOOD OF THEIR PRESENT LEVELS. NO TO THE
 
EXTENT EXTRA RESOURCES ARE GENERATED, PROSPECTS
 

IMPROVE.
 

C. USAID STRATEGY FOR 19S - 1986
 

34. THE MISSION'$ STRATEGY IS TO SUPPORT SEAGA IN HIS
 
EFFORTS TOMAKE THE BEST OUT OF SEVERAL VERY DIFFICULT 
ALTERNATIVES. WITH RESEcT 1OIHE DO|L51 ILLION IN 
AVAILABLE [SF, OiR STRATEGY IS TO PUT THIS IW PLACE 
AFTER THE GOVERNMENT HAS APPROVED THE TAX REFORM FOR
 
SUBMI;SION 10 FALIAHEHI. BUT IN TIME TO ASSIST THE
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GOJ TO MEET THE PERFORMANCE REQUIREMENTS TO PERMIT 

APPROVAL OF THE TECHNICAL WAIVER BY THE IhF BOARO; THE
 
OCTOBER, 1S5 DRAWING OF DOLS 13 MILLION MAY BE MADE;
 
AND THE COMMERCIAL BANK GROUP MEETING OF JANUARY 15,
 

1985 SATISFIED THAT JAMAICA IS CO!ITINUIHG CN A PATH OF
 
DISCIPLINED FISCAL AND MONETARY MANAGEMENT. THE US
 
DOLS 30.9 MILLION, FY 1966 PL-4;0 TITLE I PROGRAM WILL
 
REINFORCE OUR ESF SUPPORT. MOREOVER, 6E ARE
 
ENERCETICALLY ACCELERATING OUR DEVELOPMENT ASSISTANCE
 
PORTFOLIO TO NOT ONLY GET THE MACRO EFFECT OF MORE
 
RAPID IMPLEMENTATION, BUT 'E ARE SHIFTIG ITS FOCUS TO
 

SUPPORT MORE DIRECTLY, IMVESTMENT, PRODUCTIOI,
 
CONTINUATION OF ESSENTIAL SOCIAL SE;VICES, AND
 

IMPLEMENTATION! OF THETAX .00DIVE:TMEIT EFFORT^.
 
OTHER MAJOR OONURS ARE :0ING LIPE4iSE. 7CR EXAMPLE, A
 
WORLD BANK TEAM WILL SPEND CECE:ER, 19;5, LOOAING FOR
 
WAYS TO ACCELERATE IBRD PROJECT;. TSE '*FEHLCOH"
 

TEAM WILL MOST CERTAINLY E ''; PqIP5:AL' FCC
 
FURTHER SHIFTS IN E!!P4ASIS 4' .EL- AS A4!C:IIACL
 
RESOURCES. SUPPLEENTAL EF :SEY.!;O
Thl REMI:1l1'.
 
DOLS 15 MILLION) AS WELL AS IrCTEISED PL-43O TITLE I
 
TO REPL.CE THE US DOLS 60 PLUS MILLION INICCC*GStf 102
 

CREDITS ARE BOUNOTO EMERGEFROM THEIR REPORT. 

35. TAX FEFORM, IN 'TERMS OF ITS 6CL3IIESS OF CONCEPTION
 
AND POTENTIAL FOR MAJOR STRUCTURAL REFORM, IS A
 
NECESSARY AND SUFFICIENT STEP FORWARD TO JUSTIFY THE
 
DISBURSEMENT OF THIS DOLS SI MILLI.Il TRAIICHE.THE
 
TIMING OF THIS DISBURSEMENT SO THAT THE IMF WAIVER IS
 
SECURED AND THE COMMERCIAL RANIKS ,RE SATISFIED IS
 
ABSOLUTELY ESSENTIAL. THERE PROB;8LV WILL NOT BE
 
ANOTHER CHANCE TO hEEP THE JAMAIC-N f^OIICMY FROM
 
SLIDING INTO THE -GU r nOA-5, IF TOE J.hUAR, 1,
 
1956 WINDOW OF OPPCRTUIITY IS "IOSED, THE 
COMMERCIAL BA;KS DEBT SERVICING SEAL COMES APART, TUE 
CCC-GSM 102 FOOD SUPPLY LINIEWILL BE INTERRUPTED, THE 
PARIS CLUB WILL HOT MET, THE FAA SECTION 620() AND 
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BROOKE-ALEXANDER PROVISIONS WILL COME INTO EFFECT, AND 

SIMILAR IBRD AND 10BPROVISIONS WILL DRY UP THOSE
 
SOURCES AS WELL. 


III. CONCLUSION 


35. AN ECONOMIST RECENTLY SUMMARIZED JAMAICA'$ 

STRUCTURAL BALANCE OF PAYMENTS PROBLEM AS ONE OF A 

"DOMESTIC IMBALANCE CREATED AND SUSTAINED BY 

OVERILOATED GOVERIIIIEtT EXP[hDITURES FINANCED BY 

CENTRAL HANKCREDIT CREATIOI TO ACCOMMOOATE ThE 

PROFLIGACY Or GOVERNMENT'S SPENDING, MORE OFTEN THAN 

NO?, INSPIRED BY INCOPE REDISTRIBUTION COIISIDERATIONS 


WITH SCANT REGARD FOR INCOME GEHERATITNG PROCESSES,
 

INSTITUTIONS AND 1CRAS.'
 

37. THIS STATEMENT WAS MADF NOT BY A REPRESENTATIVE OF
 
THE IMF, WORLD BANK OR USAID, NUT, RATHER, THE NEWLY
 
APPOINTED DIRECTOR OF THE PLAlNIIG INSTITUTE OF
 
JAMAICA. THE APPENIDIX OUTLIINES THE HIGHLY PROMISING
 

EFFORTS OF THE SEAGA 4DMINISTRATION TO IMPLEMENT
 
FISCAL REFORMS TO REDUCE PUBLIC EXPEIDITURES FROM
 
THEIR HIGH AND UlIlUSTAINIABLE LEVELS At PRE.ENT. THIS
 
SECTION ALSO POINITS TO POSSIBLE ORDERS OF MAGNITUDE
 
FOR A SUPPLY SIDE RESPONSE FROM EXPORTS IN THE MEDIUM
 

RUN AS A RESULT OF A MORE PROPITIOUS POLICY
 

ENVIRONMENT.
 

31. AT THE PRESENIT, HOWEVER, JAmAICA STANDS AT A
 

CROSSROADS. TWO EASIC SCENARIOS FOR ITS FUTURE ARE
 
CONCEIVABLE. UNDERTHEPESCIMISTIC SCENIARIO, THE 
SHORT RUN PROBLEII OF 0OJUSTING TO CONTRACTING REAL 
AGGREGATE RESOURCES WILL NOT BE RESOLVED. AS THE 
POLITICAL AND SOCIAL FABRIC UNRAVELS, TCURI;M WILL BE 
SERIOUSLY AFFECTED, 4O THE E1TIRE ECONOMY WILL
 
FALTER, THEREBY CF(ATING A VICIOUS CYCLE Or ECONOMIC 

CONTRACTION. IN THE END, J9MAICA UOULD BE REDUCED TO 
LEVELS OF ITMISERATION ONlA PARWITH HAITI. • 

39. UNDER THIS SCENARIO, THE ROAD TO HAITI RUNS
 
THROUGH GUYANA, I.E.,BY CREAKING, AS GUYANA 010, WITH .
 
THE IMF. BREAKING WITH THE Ir! HAS THE CASCADING
 
EFFECT Of SEVERING RELAIIONS WITH THE WHOLE HOST OF
 
DONORS AND CREDITORS, :UCH A, THE BAD0,A.I.D., THE
 
COMMERCIAL BANKS hHNUOITlER. TNHENDK(EULt IS TO OE 
CUT OFF FROM IIIIENATIONAL IINANCIAL MARKETS AND 
LOSING THE OPPORTVNITY TO DEAL UIIN SHORTRUN ECONOMIC 
CONTRACTIONS BY FIAHCInG RAIHER THAN AOJU:TflNT. 
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4111.
THE OTHER SCENARIO STANOS INSTARK RELIEF TO THIS
 
ONE. UNDER THE OPTIMISTIC ONE, JAMAICA VILL, WITH
 
DONOR ASSISTANCE, WEATHER THE PRESENT SHORT RUN
 

C R IS IS, AMD R E A L IZE T HE INHE RE IT P O TEN T IA L O F IT
 
STRUCTURAL ADJUSTMENT PROGRAM. ITS EXPORT LEO,
 

PRIVATE SECTOR OOMINIATEO STRATEGY WILL COME TO
 
FRUITION, AND LEVELS OF MATERIAL PROSPERITY DESIEO BY
 
MOSTJAMAICANS WILL SE SLO1LY BUT :TEAOILY
 
APPROACHED. THIS WILL HAVETHEEFFECT OF REINFORCING
 

POLITICAL AND SOCIAL STABILITY VHICH IN TURN WILL
 
FACILITATE FURTHER ECONIOMIC CEVELOPMEIT. BUT THIS IS
 

NOTA QUICK :OLUTIOI vIDOR AllY CIRCUMSTANCES. I?
 
REQUIRES CONTINJUINIG ADJUSTMErNT ANDREFORM BYT1. GOJ,
 

CONTINUED SUPPORT BY OokCRS, TInE, AIO SOMEFAVORASLE 
BREAKS. 

41. FORTHE REASONIS Ill THE U.S.OUTLINED THIS PAAO, 

COUNTRY TEAMBELIEVES THAT WITH CUR AS!ISTAICE J;MAICA
 
CAN STILL OPT FOR THE LATTER SCE I RIO A D THAT
 
JAMAICA'S PERFORMANCE AND IMPORTA.CE iERITS IMMEDIATE
 
AND CONTINUED SUBSTANTIVE SUPPORT TO HELP ITOVERCOME
 
ITS SHORT RUN CRISIS.
 

APPENDIX I. FURTHER MACROECONOMIC OOSERVATIONS
 

A. THE BALANCE OFPAYMENTS 

42. AS NOTED EARLIER, THE NET LOSS TO THE JAMAICAN
 
ECONOMY FROM THE CONTRACTION OF THE BAUXITE AND
 
ALUMINA SECTOR IS LIKELY TO BE U.S. DOLS 100 -lI.
 
MILLIONI IN 1985. THIS CONTRACTION HAS TO BE
 
CONSIDERED PERMANENT III iHE NOW CLO'.ED,
THAT HIGH
 
ENERGY COST ALUMINA PLANT HAS EFFECTIVELY BEEN
 
REPLACED BY NEW, EFFICIENT PLANTS IN OTHER COUNTRIES
 

UNCLASSIFIED
 

http:IMPORTA.CE


w I I a 9 v 9m a~ 

UNCLASSIFIED
 INCOMING
 
Departentof State 	 TELEGRAM
 

.PAGE 01 KINGST 11155 12 OF 15 0322011 7336 ARA7775 
ACTIQN AI*-00 

................................................................ 
INFO FILE-O1 ARA-04 PPC-O1 OECP-O1 ECP-O1 RPP-02 0AS-01 

PPA-Ol OCAR-O DEP-02 J-02 XLE-0 /018 A2 JP 

................................................................-

INFO LOG-0O COPY-O CIAE-0O WB-ON DODE-O0 ARA-O0 AMAD*-I| 

/le V 
.................. 03S775 0322231 /6231 

O032131Z DECIS 
FMAMEMBASSY KINGSTON 
TO SECSTATE WASNOC IMMDIATE 3484
 

UNCLAS SECTION. 12 OF ISKINGSTON 11859
 

AIDAC, JOINT STATE/AID MESSAGE 


STATE FOR AID/LAC 


E.0. 12356: N/A 


TAGS: (FIN, EAID, ECON, JI
 
SUBJECT: 	PROGRAM ASSISTANCE APPROVAL DOCUMENT (PAAO) 

FOR FY 86 ESF GRANT TO JAMAICA 

WITH CO-LOCATEO, LOW COST ENERGY SOURCES. INDEED, 

FURTHER CLOSURES OF JAMAICAII ALJIllIIA
PLANTS MAY OCCUR 

IN THE FUTURE FOR THIS SAME REASON. 


43. THE 8OJ AND IMF HAVE RECENTLY PREPARED VARYING 


SCENARIOS ol THE IMPACT OF THIS LOS FOR JAMAICA'$ 
*BALANCE OF PAYMEI:TS INlJFY 1985-1,86. BOTH 
PROJECTIOIIS ASSUPE THAT GOP WILL 3ECLInl BY 3 
PERCEIT. THE SOJ MODEL. ASSUMIlG USAID (SF INFLOWS OF 

U.S. DOLS 65SMILLION, PqoJEcrs 110UklIIlJAICED FOREIGN 
EXCHANGE GAP. THE IMf -0L, ON THE OTHER HAND, 
ASSUMING USAID ESF INFLOWS OF U.S. COLS $0 MILLION, 
PROJECTS Al UNFINAI:CED FCREGl EXCHA'GE GAP OF U.S. 

DOLS134 MILLION. (THE BASIC DIFFERENCE BETWEEN THE 
TWO PROJECTIONIS IS TO BE COU:IDIll THE BOJ'*S MORE 
OPTIMISTIC ASSUMPTIONS ABOUT PRIVATE CAPITAL INFLOWS.) 

44. BASED ON THE EXTREMEPOINT.'OF THESETWO 
ESTIMATES, THEN. JAMAICA'S hEED FOR (SF WOULD RANGE 
FROMU.S. DOLS65 IIILLIOlTOU.S. OOLS 184 MILLION. 
THESE LEVELS WOULD BE HIGHER. OF COURSE, FOR A 
TARGETED DECLINE IN,GOP OF LESS THAN 3 PERCENT. 

45.NO PLAUSIBLE EXTRAPOLATION OF JAMAICA'S BALANCE OF
 
PAYMENTS EXPERIEI;CE OVER THE PAST FOUR YEARS WOULD
 
SUGGEST AN INFUSIOl Cr FCREIGN EXCHANGE OF SUFFICIENT
 
MAGNITUDE TO COMPEIISATE FOR THE LOS' OF FOREIGN
 
EXCHANGE EARNIIIIGS
THAT 4AS 	tEEN CCCASIONEO BY THE
 
BAUXITE/ALUMIA CCiP..TIC!J. L'HILETHE;E IS NO
 
PANACEA FOR JAM1ICA'S BALANCE OF PAYMENTS DIFFICULTIES
 
IN THE MEDIUM RUNl.THE CUMULATIVE IrPACT OF THE
 
VARIOUS STRUCTURAL ADOJUSTMEITS SHOULD BEGIN TO MAKE
 
ITSELF FELT BETEEN NOW AND1990 INITHE FORM OF 
INCREASED INVESTM IT A ID EXPORTS OF AGRICULTURAL
 
PRODUCTS AND MANUFACTURES, PLUS INCREASED TOURISM
 

EARNINGS.
 

46. JAMAICA'S IMPORT BILL IN 1985 AND A PLAUSIBLE. 
PROJECTION BY THE WORLD BANK FOR 1990. IN CONSTANT 

U.S. DOLLARS. AND tif ;OURCES Or FOREIGN EXCHANGE 
REVENUE TOMEET THE IMPORT FILL ARE GIVEN IN TAOLE 
III. THE 1990 FIGURES ASSIIMEA POSITIVE GOP GRGWTH 
RATE OF 2 PERCENT PER 1NU01 FROM 1957 ONWARD. WHILE 
THE BANN'S ASSUMPTION I41 IHF LEVEL Or IMPORTS WILL 
GROW AT I PERCENT A YEAR EIMS HIGH. IMPORTS ARE NOV 

VERY COMPRESSED. AND AllEAnSION or IMPORTS WILL BE 
TOSHNOW THENEEDED IF 6OP I AN% REAL UROWiN. 
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FIGURES FOR 1990 ARE MADE "IrORMALLY" ToUSE THE .OST
 
CHARITABLE CHARACTERIZATION. SUCH FIGURES ARC
 
INTERESTING, NONETHELESS. BECAUSE THEY INDICATE THE
 
POSSIBLE ORDERS OF MAGNITUDE OF THE IMPACT OF POLICY
 
R E F O R N S .
 

ILLUSTRATION OF JAMAICA'S FOREIGN EXCHANGE NEESO
 
AND SOURCES (CONSTANT U.S. DOLS MILLION)
 

1915 	 119 

FOREIGN EXCHANGE NEEDS 

IMPORT OF40DOS 1009 1552 
IMPORT OF FACTO SERVICES (NET) 309 344
 
IIPORT OF NON-FACTOR SERVICES 321 461
 
OENT REPAYMENTS 490 450
 

TOTAL NEEDS 	 2139 1114
 

MAIN REVENUESOURCES
 

EXPORTS 612 1125
 
BAUXITE, ALUMINA U221 14071
 
SUGAR (58) (74)
 
BANANAS (6) (14)
 

OTHER AGRICULTURAL 124) (45) 
OTHER ION-TRADITIONAL (170) IS21 

OTHER EXPORTS 	 (32) fil)
 

. TOURISM 	 472 700 

. OTHER NONI-FACTOR SERVICES 145 239 

. REMITTANCES 	 135 175 
- PUILIC CAPITAL tAINLY FOREIGN 

ASSISTANCE) 790 $so 
- PRIVATE INVESTMEIIT so lo0 

CHANGE IN RESERVES -7S -7S 
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- (INCREASE MINUS) 

- TOTAL REVENUE 2031 2814 

SOURCE: DERIVED BY USAID/J FROM INTERNATIONAL BANK 

FOR RECONSTRUCTION AND OEVELOPMIIT: JAMAICA: ECONOMIC 

SITUATION ANDPUBLIC IIIVESTMEIINT,
VOL. 1, P.42. 

47. THE FIGURES HIGHLIGHT THE IIEEDFOR A VERY STRONlG 

GROWTH PERFORMAIICE IIIEXPORTS AND OTHER FOREIGN 

EXCHANGE EARNINGS. EXPORT: WILL HAKE TO GROW BY 

13 PERCENT PER YEAR, AI.0O*,ERALL FOREIN EXCHAI1E 

EARNINGS BY 6.7 PERCENIT PER YER. THIS IN TURI 

REQUIRES THAT ThE REFOR IS Ill THE POLICY AREAS V41CH 

AFFECT THEEXPORT ;ECTCR IN GE!IERAL ANDTYEDIFFERENT 
SUBSECTORS IN PARTICUL R COISOLIDATEO AND IN SOME 
INSTAlCES EXTENOED. THE PQOJECTI"OIS ALSO ASSUME THAT
 
THE SUBSECTORS 'JILL EYPERE:ICE .0 lAJO. EYOSE!;9S 
SHOCKS. CLEARLY. THECECI^I' TO ALLOWMARKETFORCES 
TO DETERMINE THE PRICE CF FOREI6II EXCHANGE PROVIDED A 
SUBSTANITIAL BOOST TO E)PORTER. A BRIEF SURVEY OF THE
 
MAJOR SUBSECTORS EARNIIrNG
FOREIGN EXCHANGE DEMONSTRATE$
 
THAT THIS POLICY REFORM !AS A NECESSARY IF INOT
 
SUFFICIENT COIIDITION FOR EXPANDING FOREIGN EXCHANGE
 
EARNINGS.
 

48.TOURISM - THE GROWTH IN RECEIPTS SINCE 1910 HAS 
BEEN THE RESULT OF A VIGOROUS PROMOTION CAMPAIGN AND 
AN OVERALL BETTER INTERNATIONAL PERCEPTION OF 
JAMAICA. AT PRESENT T ERE IS A NEED TO SEARCHFORNEV 
INVESTORS. THE ESTIMATES ;OR 1990 INDICATE THAT 
TOURISM WILL IN ALL LIIKELIHOOD REMAIN THE PREEMINENT 
EARNER OF FOREIGN ECHAI.GE. THIS UNOERSCORES THE 
NECESSITY OF NOT EXPOSING THIS FRAGILE SECTOR TO THE
 
POLITICAL AND SOCIAL TC;MOIL THAT MIGHT ACCOMPANY ANY.
 
DRASTIC SHORT RUN ADJUSTMENT IIEASURES.
 

45.NON-TRADITIONAL EXPORTS - THE PROJECTIONS ASSUME
 
THAT NON-'RADITIONAL E)PORTS WILL RISE 8 21 PERCENT
 
PER ANNUM. WHILt THIS SEEMS HIGH, A 20 PERCEIT GROWTH 
RATE WAS ACHIEVE. Ill1.&4, MIAIILY ON THE S INGTH OF 
80? GARMEnt OPERATIOlS. USAIO IITENDS TO Of .,'E 
SIGNIFICANT RESOURCES TO E.PAND tON-ITRLITIOIAL 

EXPORTS OVER THECOMING YEAR THROUGH 4 P4ChAGE OF 
TC&TG ACTIVITIES. THE POTEITIAL FOR U.AIO 
INTERVENTION IllTHI; AREA Va THE SUJ{I I OF A RECENT 
ASSESSMENT. MCEBIRS or THE A :E5.'tlfnT TEAM0.N'CLUDEO 
THAT A ;ERIE: OF INTERFELAICO IEEDS LIFE RE LIRED O0 
rROMOTE NON-TRADITIONAL E\PORT,. INCLU'ING MIARhTING
 

KINGST 1131, 13 OF I 0322091 7337 ARA7776 
INFORMATION, TECHIICAL ASSISTANCE, TRAINING, ANO 

FINANCE. NOT SURPRISINGLY, THE TEAM FOUND THAT THE
 
EXCHANGE RATE REFORM WAS A NECESSARY IF NOT SUFFICIENT
 

CONDITION FOREXPANDING IION-TRAOITIONAL EXPORTS. THE
 
TEAM CONCLUDED THAT, IN 4ODITION TO GARMENTS AND
 

APPAREL, OTHER PROMISING SUBSECTORS INCLUDED
 
ELECTRONICS, HANDICRAFTS, FURNITURE. FRESH FRUITS AND
 

VEGETABLES, FLOUERS. PROCESSED FOOD, DRINK AND
 
TOBACCO,DATA EliARY,A.NUPAChAGING. 

$0. BAUXITE A1O ALUMINA - THE %IORLD BANK FIGURES
 
ASSUME SOME RECOVERY II thIS SUISECTOR BY 1990, WiHILE
 

EMBASSY/USAIO BELIEVES THAT THE RECENT CCUTRACTIONS
 
WILL AE MORE OR LES, PERMNE:IT. FOR THE SECTOR TO
 
DEMONSTRATE A STRCNG RECOVERY, SOMECOMBINATIO CF THE
 
FOLLOWING EVENTS WOULDHAVETO CCUR: -Al A STRONG
 

RECOVERY OF WORLD EMANOFORBAUXITE -ND ALUMINIA; 
() SUSPENISIOl BY GOJ OF .wE PROCUCT;CN LEVY IN THE 
SHORTRUINAVIDRESTRUCTURI'IS IN TNE LO:NGRUN TO "AKEIT 
MORE OR LESS ECUIVL'ELT II ITS T A BITE VITH OTHER 
PRODUCERS; (C) INIVESTMENIT THE EEIRGYTO IIICREASE 

EFFICIENICY OF JAMAICA'S -.%UMIrA PLAITS, ESPECIALLY THE
 
ALPART FACILITY, WHICH WASRECEUILY CLOSED. THE
 

REOPENING OF ALPART, UNOR ANT FORESEEABLE CONDITIONS,
 
IS MOSTUNLIKELY.
 

$1. OTHER AGRICULTURAL EXPORTS - TNE EXTERINAL 
MAIKETIIIG ORGANIZATIONS FOR COFFEE, COCOA, CITRUS AND
 
PIMENTO HAVE SUBSIDIZED InEFFICIEnT ION-MARIIETIHG
 
ACTIVITIES THROUGH LOW PRCODUCER PRICES MADE POSSIBLE
 
BY THE MONOPSOHY POSITIOU. RECENT REFORI PROGRAMS
 
INCLUDE REVISINIG PRODUCER PRICES UPWAR.r4:10DIVESTIiG
 
-I-MARKET11,6 .CTIVITIE TO THE PRI;ATE :ECTOR.
 
EGULATION OF MARKETING 'HOUL2 SIITIIIUE FOR THIS
 
ISECTOR ro INCREASE ITS FOREIGN EXCHANGE EARNIIIGS.
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52. BANANAS - THE INDUSTRY IS IN THE PROCESS OF 

RADICAL RESTRUCTURING. THE OLD, IIIEFFICIENT, JAMAICAN 

OWNEDBANANA HASBEEIN OWIIIGTO
COMPfl.Y ABOLISHEO. 

DEVALUATION, PRODUCER
PRICES HAVE REACHED RECORD 

HIGHS. HOWEVER, GOVERNMENT'S ROLE IN THIS SECTOR IS 

STILL TOO LARGE. 


$3. SUGAR- LARGE PUBLIC SUBSIDIES HAVEBEEN NECESSARY 

TO KIEP THE INDUSTRY ALIVE. RECEITLY, IN AN EFFORT TO 

REFORMTHIS SrBSECTOR, SOMEFACTORIES HAVEBEEN 

CLOSED, DOMESTIC HAIED, ANDEXPERTFCREIGNPRICES 

MANIAGEMENIT TO RUNTHE INDUSTRY. A
HAS BEENCOATRACTEO 

SUGAR REHABILiTATION PROGRAM HAS BEEN DEVELOPED FOR
 
THAT PART OF THE INDUSTRY PRODUCING FOR ASSURED
 

MARKETS.
 
54. FOREIGN IIIVESTMET - AS DESCRIBED EARLIER, A
 
RECEIIT GOJ- USG STUDY Oll fIIIESTMIIT HA. RECEIVED
 
SERIOUS GOJ CONSIDERATION. PROJECTED SUCCESS WILL
 
REQUIRE SUSTAINED EFFORT AND1CLOSE COORDINATION BY
 

MANY GOJ AGENCIES.
 

B. PUBLIC FINANCES
 

S5. ALTHOUGH OVERALL LEVELS OF PUBLIC SECTOR
 
EXPENDITURE REMAINI HIGH AS A PERCENTAGE OF GOP, THE
 
SEAGA'AOMINISTRATIOI HAS TAKEN POSITIVE STEPS TO
 
REDUCE THE OVERALL DEFICIT, AND TO RATIONALIZE THE
 
CAPITAL AND CURRE'IT EXPENDITURE PROCESS.
 

56. IN 1911, THE ;EAGA GOER!IPEIIT ADOPTEDA FOURPART 
POLICY TO DEAL WITH THE POCOLEM OF PUBLIC FINANCES:
 

ON THE EXPENDITURE SIDE. (I)BY COITAIIIING CURRENT
 
EXPENDITURE, 121BY INCREASING DOMESTIC REVENUE, 13)
 
BY RAISING HIGHER LEVELS OF FOREIGfI FINANCIING OF THE
 
DEFICIT TO RELEASE O0'ESTIC RESOURCES FOR THE PRIVATE
 
SECTOR FN AND (4)ON THE REVENUE SIDE, BY REFORMING THE 
TAX SYSTEM, AS OUTLINED IN AN EARLIER SECTION. 

57. LITTLE IMPROVEMENT HAD BEEN MADE IN PUBLIC
 
EXPENDITURE: PRIOR TO 1964135. HOWEVER, A MAJOR
 
EFFORT HASNOWBEEN MADE.ANDTHECENTRALGOVERNMENT'-S 
OVERALL DEFICIT FELL IN t94W;5 TO UNDER I PERCEIT Of 
GOP. A CUTOVER A PERCENT Of GOPIN CNE YEAR. THIS 
WAS ACHIEVED BY NOLD16 CCYN ROTH CURRENT AND CAPITAL 
EXPENDITURE; INILE REVENUE ROSE BY OVER 50 PERCENT IN 

BOTHTO fHE DEVALUATIONRESPONSE ANDTHE CONSEQUENT 
INFLATION ANDCERTAIN REVENUEM[A;IEIRETHAT WERE 
TAKEN, [ALTHOUGH ODLI FOR 1OUT25IHESE ACCOUNrED 
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PERCENT OF THE INCREASE). CURRENT EXPENDITURES FELL
 
BY ABOUT 12 PERCENT IN REAL TERMS, INCLUOING A
 
REDUCTION INTHE CENTRAL GOVERNMENT'$ LABOR FORCE BY
 
SOME 4,90 POSTS, OR ABOUT 4 PERCENT OF THE CIVIL
 
SERVICE.
 

St. WITH RESPECT TO CAPITAL AND CURRENT EXPENDITURES.
 
MOST OF THE DISCUSSION OF JAMAICA'S SITUATION CEN7EIS
 
ON ITS PUBLIC SECTOR INVESTMINT PROGRAM 1PSIPI.THE
 
ADOPTION OF A THREE YEARPSIP, TO BE ANNUALLY PEVIEO 
AMD UPDATED, WAS AN IrPCRTArjT PARTOF JAMAICA'S 1SR3 
SPONSORED STRUCTURAL AOJUSTMENT PROGRAM.' THE FCCU: 0iI
 

A MULTI-YEAR PUBLIC INVESTMENT PROGRAMhO A rIUI*8ER
OF
 
DIFFEREIT OBJECTIVES: (1) TO FEQIIT All OVERALL VIEW CF
 
THEENTIRE PUBLIC SECTOR, IhCLUOING THE CEIrTRAL 
GOVERNMENT AND ALL THE MAJOR PUBLIC E!ITE;PRISES, IN 

TERMSOF THE IIVESTrEIIT EFFCRT ID ITS FISCAL AND 
MOIETARY IMPtCT; !11) 3 EIABLE THE 3OVQ!I'!E-IT TO GAIN 
BETTER KNIOWLEDGE CCNTROL III;E;EtET AND2.3 OF THE 
FInlAJCIAL PE[FORM:riCE 'ME PUBLIC 1111)C (IT£PPRIS:; 
TO FORECAST THE IMPLIC4TIOIS CF EXISTIIIG IlIvESTMEIT 
FORTHE FUTUREFISCAL SITUATIO:I; ID II'0)TO HELP 
ENSURE THAT THE PUBLIC INIVESTIENT PROGRAM SUPPORTED 
THE GOALS OF THE ECONOMIC STABILIZATIO:N 44D STRUCTURAL 
ADJUSTMENT PROGRAM. AS A PART Or *HE PSI?, A 
MONITORING SYSTEM WAS"EVELOPED 4110 A FORMAL 
OECISION-MAKING PROCESS IS INIPLACE. PRIrE AREAS FOR 
IMPROVEMENT INCLUDE INJTEGRATING THEPSIP PROCESSAIDO 

THE BUDGET PROCESS. CO:ITIIUED IMPROVEMEIITS IN
 
APPROVAL OF TECHNIQUES AND APPROVAL PROCEDURE WILL
 
ALSO BENEEDED,AS VELL AS EFFORTS TO MAKE THE 
MONITORING SYSTEM MORE RELEVANT. 

$9. AN IMPOATAIT AREA FOR FURTHER ANALYSIS LIES IN THE 
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RELATIONSHIP AND RELATIVE IMPORTANCE OF 
CAPITAL VERSUS
 
CURRENT EXPENDITURES. TWO POINTS NEED TO BE
 
STRESSED. FIRST. WHILE 
EVERYONE AGREES IN PRINCIPLE
 
WITH THE 	NEED TO IDENTIFY THE IMPACT OF THE INVESTMENT
 
PROGRAM ON CURRENT EXPENDITURES. NO EXPLICIT AGGREGATE.
 
ANALYSIS 	OF THIS HAS BEEN INCLUDED IN ANY PSIP SO FAR,

ALTHOUGH 	SOME D:SCUSSION TAKES PLACE AT THE
 
PRE-SELECTION STAGE. PARTICULARLY DURING A 
PERIOD
 
WHEN FISCAL CONSTRAINTS ARE SEVERE. IT IS CRITICAL TO
 
IDENTIFY ADDITIONAL REQUiREMENTS AS A PART OF THE
 
ANALYSIS. IDEALL. i .OVERNIENT SMOULD LCOM AT
 
PUBLIC EXPENDITURES IN THEIR ENTIRETY. AND PREPARE A
 
THREE YEAR PROJECTION OF BOTH CURRENT AND CAPITAL
 
PROGRAMS WITH . COMREHENS:VE FINANCING PLAN. WITH
 
THE INSTITUTION OF A PERFORMAN'CE BUDGETING SYS7EM AND
 
THE INTEGRATION OF AN ACCOUNTING SYSTEM IN SUPPORT.
 
JAMAICAN INSTIrUTIONS WILL BE A STEP CLOSER TO THAT
 
GOAL. SECOND, THERE HAS BEEN A SERIOUS LACK OF
 

OUTINE MAINTENANCE ALLOCATIONS IN THE RECURRENT
 
BUDGET FOR ROADS. SCHOOLS. AND GOVERNMENT BUILDINGS.
 
60. RECENTLY. AN ADMINISTRATIVE REFORM PROGRAM HAS
 
BEEN LAUNCHED, AGAIN UNDER IBRO SPONSORSHIP. IT
 
INCLUDES REVISIONS OF CIVIL SERVICES SALARIES. THE
 
INTRODUCTION OF PERFORMANCE BUDGETING. AND
 
DECENTR\LIZED PERSONNEL POLICIES. AT THE SAME TIME,

THE GOJ' S FISCAL PROGRAM HAS REDUCED THE NUMBER OF
 
PUBLIC EMPLOYEES. GIVEN THE NEED TO REDUCE THE
 
DEFICIT FURTHER. ADDITIONAL PERSONNEL CUTS WILL BE
 
NECESSARY. AND THE ADMINISTRATIVE REFORM PROGRAM
 
SHOULD HELP TO MAKE THIS A MORE RATIONAL PROCESS.
 
(ORFTD: OPEP: SS,'MMC, APRVD: OPEP: SSKOGSTAD)
 
SOTIRHOS
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