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us. $70,000,000

18. PCRMITICD SOURCE

.S, only:

lndusteialized Countries;

Free World: Locel:

Other:

|
Limited F.W,: i
l

Cosh: 570, 000, 000

18. SUMMARY DEKSCMIPTYION

Production and Emplovment VI will orovide an additional $70
million grant from Economic Support Funds. The purvose of
the grant is to vrovide immediate balance of nayments suoport
to assist the Government 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 orivate
sector for the jimportation 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 sovecial account
for use on high priority development efforts of the GOJ.
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==+’ ). THIS PAAD PROPOSES AHO JUSTIFIES U.S.00LS 70

HILLION IN FY 1986 ESF ASISTANCE FOR JAMAICA IN
SUPPORT OF 1TS EFFORTS TO RECOVER FROM OVER A OECADE
OF DOWNWARD DRIFT IM REAL INCOME INITIATED IN THE

CIAE-00 EB-03  0ODE-00 ARA-0Q
cmesesseceeencecaa)§f2 0321582 /33

INFO 10G-00

0 0321311 OEC 88
FN AMEMBASSY KIKGSTOH
TO SECSTATE WASHOC IMNEOIATE 347)

UNCLAS SECTIOR @1 OF 1S KINGSTON 11859
A[BAC, JOINT STATE/AID MESSAGE
STATE FOR AID/LAC

€.0. 123%6: N/A

TAGS: EFiIN, EAlD, Econ, Jn

SUBJECT: PROGRAH ASSISTANCE APPROVAL DOCUMERT (PARD)
- FOR FY 86 ESF GRANT TO JamaiCa

1. PAAD FACE SHEET, BLOCX 18: PROOUCTION ANO
EMPLOYMENT VI Will PROVIDE AH ADDITIONAL U.S. OOLS 1O
MILLION GRANT FRCH ECONOMIC SUP2ORT FUNDS. THE
PURPOSE OF THE GRANT 1S TO PROVIOE IMMEDIATE BALANCE
OF PAYHENTS SUPPORT TO ASSIST THZ GIVERNMEKT OF
JAMAICA 1N 113 ECONCHMIC RECOVEQY PROGHAM AND T0
ENCOURAGE THE COJ TO PROZEED VITH EFFORTS TO REMOVE
*RESTRICTIONS ON THE £CONOMY WVHICH HINDER LONGER TERM
OEVELOPHENT. Al AMOUNT OF COLLARS EQUIVALENT TO THE
DOLLAR AMOUNT OF THE GRANT WILL 8f MADE AVAILAGLE TO
THE PRIVATE :RCTOR 7GR TnE I1MPORTATION GF SPARE PARTS,
CAPITAL GOSIS AND INDUSTRIAL ANC <GAICULTURAL I1NPUTS
FROM THE U.S. WITHIN ONE YEAR OF NISEURSENENT
FURTHER, THE GOJ WiLL OEPOSIT THE 024l CURREMCY
EQUIVALENT OF U.S. DOLS 70.0 HILL-ON IN A SPECIAL
ACCOUNT FOR USE ON KIGH PRIORITY DEYELOPMENT EFFORTS
OF THE GOJ.

2. IN ADDITION TO SATISFYING THE STANDARD CONOITIONS
PRECEDENT [NVOLVING THE SUBNISSION OF A LEGAL OPINION,
THE DESIGHATION OF AUTHORIZED REPRESENTATIVES AND A
FINANCING REQUEST, THE GOJ WILL ALSO COVEWANT TO
UNDERTANE THE NECESSARY STEPS TO FACILITATE THE TIMELY
PASCAGE OF ENABLING LEGISLATION CONSISTENT WITH THE
OBJECTIVES OF THE BOARO OF REVENUE ASSISTANCE PROJECT.

TEXT OF PAAD FOLLOYS.

- PROGRAN ASSISTANCE APPROVAL DOCUMENT
- ’ A I MO EX

I INTROOUCTION AND SUMMARY

. ANALYSIS OF JANAICAN ECOMOMIC CONOITIONS
. A, THE ECONOMIC BACKGROUND

- 8.  THE PRESERT SITUATION: NARD TINES AND A
- “FRESH LOOK®

- C.  USAID STRATEGY FOR 1936 - 1937

Hi. CONCLUSIDN

APPENDIX 1.  FURTHER HACROECONOMIC INFLUENCES OM
- USAID STRATEGY - e

. A, THE DaLanCL OF PAYRENTS

- ' 8. FUBLIC FiINaNCES

1. INTROOUCTION AND SUNMARY

FAIN-01 /009 W

NINETEEN SEVENTIES 8Y THE SHOZK OF PETROLEUM PRICE
INCREASES AND PRODUCT.ON INHIBITING POLICY RESPONSES,
AND REINFORCED IN THE MINETEEW EIGHTIES 8Y TNE NEAR
COLLAPSE OF 1TS MAJOR EXPORT INDUSTRY
{BAUXITE/ALUMINA) . THE DOLS 70 MILL1OY FOR FY 1936 IS
OVER ANO ABOVE THE OOLS 13 MILLION OF ESF ASSISTANCE
PROMISED FOR FY 1985 BUT HOT DELIVERED UNTIL CCTOBER,
1936, ANO CHARGED TO TWE CUQRENT YEAR'S

APPROPRIATION. AODITI0%AL AESOURCES VILL MOST
PROBABLY BE REQUIRED LATER IN THIS FISCAL YEAR

& IN THE HISSION"S FY 1985/36 ACTION PLAN, APPRQVED
IN HAY, 19835, All ECO'IIMIC AMALYSIS \As PRESENTED W4ICN
SHOVED THE STRONG 20VERZE SFFEST CN THE lARaiCaN
€CONONY OF THE SEVERE CSHTRACTION OF THE
BAUXITE/ALUNINA SECTO?.  TNE NET COTRIEUTION OF Tuf
BAUXITE/ALURINA SECTOR TO THE BaLALCE CF PAYHENTS IN
1934 WAS ABOUT U.S. 0OLS 223 MILLION anD 1S EXPECTED
TO FALL TO HALF THIS SUM IN 1935 AND EVEN LESS 1% 1936.
S. FOR JFY 1985/86, GSP 15 EXPECTCIO 1O FalL BY 3 10S
PERCERT. TO RESTRAIN THE CCHTRACTION EVEN TO THIS
RATE HOWEVER, 4ADOITIONAL RESOURCES 1N THE RANGE OF
0OLS 88 TO DOLS 180 HILLION WILL MAVE TO BE IDEMTIFIED

6. USAID PROPOSES TO USE ITS ESF RESOURCES TO NELP
JANAICA:

- == STAY IN ACCORD WITH THE INF FROGRAN AND
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PART OF ITS REQUEST FOR THE STAND-BY PROGRAM.  SUCH
DISCUSSIONS WAVE BEEN TAKIHG PLACE IN VASHINGION an0
KINGSTOH AND ARE EXPECTED TO CONTINUE THROUGH DECENBER
IN ANTICIPATION OF AN INF BOARD MEETING ON THE WAIVER
con- IN MID JANUARY, 1986. SECURING THE VAIVER IS CRUCIAL
SECAUSE THE GOJ MUST BE IN COMPLIANCE WITH THE INF
PROGRAN WVHEN THE SEMI-ANNJAL COMMERCIAL BANNER'S GROUP
NEETS OH JANUARY 15, 1986, OR IT FACES SUBSTAHTIAL
PENALTY IHTEREST SURCHARGES.
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ACTIOM A10-00

INFO FILE-0L ARA-04 PPC-01 DECP-01 ECP-01 RPP-§2 OAS-DI
PPA-01 OCAR-Q1 DEP-02 JH-82 XLE-01 /018 A2 JP

INFO L0G-60 COPY-91 CIAE-00 €B-08
/010 ¥

DODE-@0 ARA-08  AMAD-@1

weseseseecceceeceog)SI6] §322092 /62-38
0 9321212 DEC 83
FH AMENBASSY KINGSTON

TO SECSTATE VASHOC IRNEDIATE 3474 18, VHEN NEWS OF THE INF TEST PROBLEM CIRCULATED, A¥D

ALSO BECAUSE OF THE TYPICAL WIOER SEASOMAL OIVERGENCE
BETWEEN NORMAL FOREIGN EXCHANGE SUPPLY AND OSMAND, THE
JARAICAN OOLLAR FELL PRECIPITOUSLY <¢ailNST THE Y. 3,
DOLLAR. THE PRICE OF THE U.5. DOLLAR ROSE FACH DOLS
$.989 IN THE LAST AUCTICK 11 SEPTENBER TO DOCLS 6.40 &N
OCTOBER 28. INM JUST LESS THAT CNE MONTH THE PRICE OF
U.S. DOLLARS HAD INCREASED 1N &LHOST THE SamE
PROPORTIO! AS 1N THE PREVIOUS S1X MONTHS. AT PRiCES
ABOVE J OCLS 6,00 EQuaL ¥S 2Ci$ 1.90, cilEac.t
ITHCREASES IN THE LOCAL FRUICES OF PETROLEUM PICTUCTS
AND INPCRTED BASIC FOOOS woULD BE TRIGGERED ACCORDING
TO AGREENENTS WITH THE INF ANQ 1BRO.

URCLAS SECTION 02 OF 19 KINGSTON 11839

AIDAC, JOINT STATE/AID MESSAGE

STATE FOR AID/LAC

£.0. 12396: N/A

TAGS: EFIN, EAID, ECON, JM

SUBJECT: PROGRAR ASSISTANCE IPPRO’VAL OOCUHENT (PAAD)
- REET ITS OBLIGATION TO CREDITORS ;

MININIZE POLITICAL AND SOCIAL TENSIONS WHICH

- WOULD RESULT FROH MORE SEVERE ADJUSTMENT
- MEASURES;

COHSOL IDATE, OEFEND, ANO CONTINUE THE

11. VITH THE 1985/86 TOURIST SEASOH CLOSE AT HA4D, ANO
WITH BITTER MEMORIES OF THE WICELY PUBLICIZED STREET
DEHONSTRATIONS THAT HAQ ERUPTED FOLLOWING THE Januaay,
1989 GASOLINE PRICE (NCREASE, PRIME MINISTER SEAGA‘S

GOVERNNENT MADE THE POLITICAL JUOuLMEWT THAT INCREASES
IN THESE SENSITIVE PRICES VERE CATEGORICALLY
UHACCEPTABLE.  (SERIOUS Cam2GE TO THE TOURIST
IHOUSTRY, WHICH EARNED U.5. DOLS 363.0 MItLion 10 NET
FOREIGH EXCHANGE IN 1934/95, WCULD INFLICT 1ET FURT4ER

- SIGNIF ICANT PROGRESS MADE IN POLICX REFORMS
- AS A PART-OF THE STRUCTURAL ADJUSTMENT AND
- STABILIZATION PROGRAN;

SHOV U.S. SUPPOR! FOR OIFFICULT 8Ul 1NPORTART

- STRUCTURAL 20JUSTMENTS INM GENERAL ANO, IN [HE DAMAGE On THE ECOHOMY.) ACT!NG ON INIS JUDGEMENT,
- PRESENT JAMAICAN FISCAL YEAR, THE .

- IMPLEMENTATION OF THE GOJ'S INCOME TAX

- REFORM PROPOSAL IN PARTICULAR,

7. SO INPORTANT IS THE LATTER ELENENT TO THE
STRUCTURAL ADJUSTMENT GF THE JAMAICAH ECOMOMY THAT T
ALOKE 1S SUFFICIENT TO JUSTIFY THE SUPPORT OFFERED
TNROUGH THE FY 1986 {SF GRANT,

§. JARAICA FAILED, IN SCPTEMBER, TO MEET THREE
CLOSELY INTERRELATCO TESTS OF THE NINE QUANTITATIVE
PERFORMANCE TARGETS OF ITS STANOY-BY AGIEEMENT VITH .
THE INF. ACCORDING 10 60J CALCULATIONS, NET

INTERNATIONAL RESERVES NIR) WERE SHORT AND KET /-*‘S\
OOHESYIC ASSETS (NDA) WERE IN EXCESS OF THEIR LUx \\;
RESPECTIVE TARGET LEYTLS 6Y THE EQUIVALENT OF U.S. < "IN

DOLS 23.6 MILLICH, FCREIGH DEBT PAYMENT ARREARS VERE y t&?

U.S. DOLS 1.7 MILLIOY ABOVE THE TARGET LEVEL CF LERO. Y ':.-’ *

HOST OF THE FODEST MARGINS BY VHICH NET NIR AND YOA -
MISSED THEIR TARGETS 1S SCCOUNTED 70R BY THE INABILITY : e
OF A.1.0. 1O FINO THE FInAL OOLS 19 NILLICN OF THE

OOLS 30 MILLION SUPPLEMEHTAL FY 35 ESF SRANT THAT THE . ) iy
UNITED STATES PLLCGED AT THE CARIEBEAN SRCUP MEETING .

LAST SUMMER. AFTER ADJUSTMENT FOR THAT SHORTFALL OF N

RESOURCE INFLOVS, THE ACTUAL HDA LEVEL VAS 0.1 PERCENT . "

ABOVE THE TARGET CE!LING AND THE ACTUAL NIR MEASURE LT

VAS 0.3 PERCENT GELOV THE TJRGET FLOOR. AS A RESULT,
THE GOJ WAS UNABLE TO Mamn€ A DOLS 1) MILLION DRAMING
IN OCTOBER.

9. 1N ORDER TO KEEP THE STAND-BY ALIVE, AND HOPEFULLY {\
BE ABLE T0 Mant THE OCTOBER ORAWING, THE GOJ 15 .
SEEMING A TECHNICAL VAIVER. DISCUS3ION; ARE BEING
HELD VITH THE IMF ON THE ENTIRE RANGE OF QUALITATIVE
AS VLLL AS QUANTITATIVE CLEMEHTS OF THE FROGRAN A3 SET
FORTH 1N THE LETTES OF INTENT SUBMITICO BY THE 4OJ AS

UNCLASSIFIED
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PAGE 1 RINGST 11859 03 OF 13 Q321882 1342 ARAIYYY KINGST 11859 03 OF 1S 9321881 1342 A
ACTION AID-00 : DISCIPLINED NONETARY AND FISCAL MANAGEMEMT AND SERIOUS-
STRUCTURAL RCFORM. RATNER, NE MAS ENPMASIZED THE

INFO FILE-01 ARA-Q4 PPC-01 DOECP-1 ECP-§1 RPP-92 OAS-01 [MPORTANCE OF FLEXIBILITY TO ADJUST THE PACE OF FOLICY
PPA-01 OCAR-01 DEP-02 JM-02 XLE-01 /018 A} Jp AND STRUCTURAL REFORM TO EXTERNAL ECOHOMIC CONDITIONS
csecce cnse : THAT PLAY A DOMINANT ROLE IN THE LOCAL ECOMOMY BUT aRE

INFO LOG-00 COPY-01 CIAE-00 €8-08 DOCE-00 ARA-G8 /899 ¥ OEYOND THE COUKTRY'S COMTROL.

sesececcccsccaaceISHl3 0322251 /60

0 0321312 OEC 8% 14, EVIOENCE OF MIS COMMITMENT TO THE ORIGINAL

FM AMENBASSY XINGSTON . . OBJECTIVES OF KIS ECONONIC RECOVERY PROGRAM 1S

TO SECSTATE WASHDC IMMEOIATE 3478 ABUNOANT, TWO CURRENT ACTIVITIES ARE PARTICULARLY

STRIKING. FIRST, HIS COMPREHENSIVE TAX REFORM PCORSN

UNCLAS SECTION 03 OF 15 KINGSTOR 11839 ’ IS HOV EXPECTED TO BECONE LAW BY THE EHD OF JANUSRY,

1986, SECONO, H!S TECHNICIANS RE WORRING CUT WITH
AIDAC, JOINT STATE/AID MESSAGE ’ THE INF A PROGRAM TO ASSURE THAT IRPORT DEMAND 1S
. SUFFICIENTLY COMPRESSEO THROUGH “ONMETARY POLICY IF
STATE FOR AID/LAC . ADDITIONAL RESOURCES aRE NOT FORTHCCMING, THIS VLl
COMPEHSATE FOR THE POTENTIAL EXCESS DEMAND A3SOCIATED
€.0. 12356: N/A WITH HIS NEW POLICY STANCE WiTH RESPECT T0 THE

TAGS: EFIN, EAID, ECON, JNM EXCHANGE RATE &nO BASIC COMMOLITY PRICES. HE 1S ALSO

SUBJECT: PROGRAM ASSISTANCE APPROVAL OOCUMENT (PAAD) MOVING STEADILY FORWARD 1N THE JREAS OF INYVESTHELT

FOR FY 36 ESF GRANT TD JAMAICA PROMOTION, OEREGULATICH, &ND “EZPONSIBLE F1SCAL
NANAGEHENT. THE “FRESH LCCK™, THEREFORE, IS NCT

SEAGA ORDERED THE BANK OF JAMAICA TO PUT EXTRA FUNDS PERCEIVED BY SEAGA AS A SEARCH FOR a LESS OPEM OR LESS

INTO THE AUCTION (PRRT OF THE FUNDS USED FOR THIS DISCIPLINED ECONCHMIC SYSTEN, 8UT FOR A POLICY SET THAT

PURPOSE VERE OIVERTED FROM SCHEOULED DEBT PAYRENTS, CAN PURSUE THOSE GOALS VITHOMT fti THE PROCESS INCITING

INCLUDING AROUNTS OVEQ TO THE IMF. PROCEEDOS FROM THE SOCI0-POLITICAL REIPONSES THAT REMDER THE WHOLE

SALE OF FOREIGH REAL ESTATE OWNED BY THE GOJ VERE ALSO PROCESS COUNTERPROOUCTIVE.

PARTIALLY ALLOCATED TO THE FOREIGN EXCHANGE AUCTION).

FUNOS AVAILABLE TO THE AUCTION HAO BEEN AVERAGING U.S. . 19, SEAGA’S “FRESH LOOK®, HOVEVER 1T IS FLESHED OUT BY

00LS 2.5 TO OOLS 3.0 MILLION. ON OCTOBER 29 THE THE INMF/IBRD/AIO TEAN, WILL HAVE TO BE A CAREFUL

AUCTION FUND WAS U.S. DOL3 8.0 MILLION an0 ON OCTOBER . BALANCING ACT. 0N ONE SI1OE 1S THE PRECIPICE OF

J1, U.S. 00LS & MILLION WERE SUPPLIED. THESE WERE POLITICAL OISCONTENT THAT COULO OISRUPT THE TOURIST

FOLLOWED 1N SUCCESSION BY SUPPLY LEVELS OF OOLS 3 INOUSTRY A% VELL 45 FGRCIWN INVESTMENT.  ON THE GTHIR

MILLION, OCLS 3.5 mItLION, J5LS 6.0 MILLION AND OOLS SIDE IS THE EQUALLY DALGEROUS PRECIPICE OF RUPTURE

.0 NILLION. THE BACKLO% OF DEMAND WAS CLEARED OUT WITH THE FUND AND A CASCAOE OF OEBT OEFAULT.

ANO THT RATE FELL QUICKLY TO J OCLS 5.9 EAQUALS U.S.
00LS 1.00 ANO HAS REMAINEO THERE FOR THE PAST FIVE
AUCTJONS. SEAGA MAS OSCLARED PUBLICLY THAT J DOLS
$.90 IS A PRICE THAT MARES JaMAICAN E<PCRTS
COMPETITIVE AHD JAMAICAMN {RBOR COSTS ATTRACTIVE T0
IHVESTORS, ANO THAT KE INTENDS TO HOLO THE PRICE AT
THAT LEVEL. MOST QBSERVERS AGREE THAT COMPETITIVENESS
1S ACHIEVED AT J DOLS $.50, ALTHOUGH THE DEMANO IS
STILL HIGH FOR U.S. DOLLARS.

12, SIMULTANEOUSLY WITH HIS INTERVENTIONS IN THE
AUCTION, SEAGA ACKNOVLEOGED TWAT THIS JOURSE IS NOT IN
KEEPING WITH THE TERMS OF THE IMF STAND-8Y AGREEMENT. .
TO OEAL WITH THIS NE WROTE 10 THE MALAGING DIRECTOR OF \,
THE IMF PRCPOSING THAT THE THREE PRINCIPAL DONORS, R
INF, IBRO, AND A.1.0., SENO a JOINT, WIGH LEVEL TECAM
TO JAMAICA TO REVIEW THE EC2MIMIC SITUATICH AnD TAKE A LI L2
“FRESH LOOK™ AT THE XILO OF POLICY PROGRSN THAT WOULO S SN ’
BE APPROPRIATE FOR A COUNTRY IN JAMAICA'S £ 3
CIRCUNSTANCES. HIS POSTURE Has BEEN BOLD anD £ .
AGGRESSIVE, AND HE HAS STATEO PUBLICLY THAT [MF-TYPE ; B -
PROGRANS HAVE NO SUCCESSFUL TRACK RECORD 4ND ARE LONG s, ¢
OVEROUE FOR SOME RE-THINKING. ZSEAGA™S NMOVE CAN .
ESSENTIALLY BE INTERPRETED AS FORCING THE INF T0
REVIEW 1TS FREIENT NEGATIVE EFFECT OH THE BALANCE OF
PAYRENTS: SCHEOULLOD REPAYMENTS TO THE FUND TOTAL U.S.
DOLS 97.0 MILLION M JFY 35/56 anD U.3. DOLS 123.?
NILLION 1M 1936/87, WHILE POTENTIAL STAND-BY DRAVINGS
ARE ONLY U.3. 0OLS 71.5 MILLION AND U.3. 0OLS $3.3
HILLION RESPECTIVELY. WHAT SEAGA VANTS 1S A LESS

UNFAVORABLE REPAYMENT SCHEOULE whD EASICR TCAMS o
(CONDIT1ONAL I TY} FQR ManiNu THEL ORAVINGS. : é
13. SEAGA'S PUBLIC POSITION SHOULD NOT BE TAKEN AS A (_4\ ™
STATCHENT THAT KE WAS 4BANDOMCO THL PRINCIFLES OF (.\--;_‘(,o

UNCLASSIFIED .
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ACTION AlI0-00 UNEMPLOYED WORKERS AND WORKERS RELEASED FROM THE
. eecsesscccccccccecccncen - GOVERNMENT PAYROLL.
INFO FILE-G) ARA-G4 PPC-91 DECP-01 ECP-01 RPP-02 OAS-§1
PPA-D1  OCAR-01 DEP-02 =02 XE-01 /@18 A2 JP 18. MULTILATERAL AND BILATERAL DONORS--n0ST
seseescecrscctsscinccnaen eoses - IMPORTANTLY THE INF, I8RD, AND A.1.D.--PROVIOED
INFO LOG-80 COPY-01 CIAE-90 EB-08 DODE-G0 ARA-Q0  AMAO-d1 FINAHCIAL ANG TECHNICAL SUPPORT FOR THE PROGRAN, SO
018 ¥ THAT THE AQJUSTHENTS COULG BE PHASED N SMOOTHLY

sesesceeesecceecsf)SA3l 0322141 /62438

0 9321317 DEC &S
FN AMEMBASSY NINGSTON
T0 SECSTATE WASHOC IMNMEO(ATE 3476

UNCLAS SECTION.G4 OF 18 KINGSTON 11859
AIDAC, JOINT STATE/AID MESSAGE
STATE FOR AIO/LAC

€.0. 12386: N/A

TAGS: EFIN, €a10, ECON, JM

SUBJECT: PROGRAN ASSISTANCE APPROVAL DOCUMENT (PAAD)
FOR FY 86 ESF GRANT TC JANAICA

11, ANALYSIS OF CURRENT JARATCAN ECONONIC CONDITIONS
A. THE ECONOMIC BACKGROUND

16, OVER THE PAST FIVE YEARS, THE JANKICAN ECONOMY HAS
UNOERGONE SOME OF THE MOST WVRENCHING STRUCTURAL AND
POLICY CHANGES EVER UNOERTAMEN BY A OEMOCRATICALLY
ELECTED GOVERMENT N 30 LITTLE TIKE. UPON ASSUMING
OFFICE, PRINE MINISTER SEAGA TOOK THE HELM OF AN
ECONOMIC SYSTER TWAT, HAO BEEN TUANED IN TNE DIRECTION
OF A CENVAALLY PLANNED, TOZ1ALIST MCDEL. IM THE
PROCESS OF TAKING THuT QIRECTION, PARTICULARLY AT A
TINE WHEN THE OIL PRICE INCREASES WERE AOHiMISTERING A
SEVERE SHOCK TO THE ECONOMIC SYSTEM. THE JAMAICAN
ECONONMY HAD SUFFERED A 29 PEACENT REQUCTION IN PEP
CAPITA INCCME 1" & LITTLE LESS THAN 2 BEC.CE, HaD SEEM
UNEMPLOYMENT JUMP TQ 23 PSRCENT, HeD EXPERIENCED A&
HEMORRHAGE CF HWUMAN AND FINANCIAL CAPITAL, AND WAS
PLAGUED WITH SHORTAGES OF GCODS AKD SERVICES AnD
RAMPAHT [NFLATION. THE JAMAICAN CURRENCY HAD BECOME
SERIOUSLY OVER-VALUED WHILE PEGGED AT 4 0OLS 1.78 TO
THE U.S. DOLLAR, WHILE 175 VALUE IN JAMAICAN GOODS AND
SERVICES WAS RAPIDLY ERCOED BY PRICE INFLATION AND
“PRINTING PRESS “FINANCING OF A SLOATED PUBLIC SECTOR
PAYROLL. THE NACRCECONOMIC CONSEGUENCE CF THE POLICY
SET THAT VAS IN PLACE WHEN SEAGA TOCN OFFICE vas THAT
PRODUCTIVE INVESTMENT AKD EMPLOYMENT, SAVING, AMD
EXPORTS VERE CUBJECT TO CEVERE DISINCENTIVES, WNILE
EXCESSIVE CONSUMPTICH AND IMPCRTS WSAE REINFORCED BY
PROFLIGATE MOMETARY ANO FISCAL MANAGEMENT.

17. AGAINST THIS BACKGROUND THE 3EAGA GOVERNMENT
EMBARKED UPON Al ECOMOMIC RECOVERY PROGRAM, THE FIRST
TASK OF WHICH WAS TO “RREST THE R&P1Q CONTRACTION OF
REAL PRODUCTION AnD LIKEWISE THE EQUALLY RAP1D
EXPANSION OF SGGREGATE OEMAND. FOLLOWING THE EXPECTED
STABILIZATION OF THE ECONCMY GOULO CONE THE LONGER
TERM AND MDRE OIFFICULT CHANGES REQUIREO TO INDUCE NOT
ONLY INCREASES IN REAL PRODUCTION, BUT 3IGNIFICENT
CHANGES IX ITS COMPOSITICN. PRCOUCTION FOR EXPCRT uAS
EXPECTEQ TORESPOND TO THE CCRRECTION OF POLICIES TNAT
PENALIZED EXPORTS AND JUBSIDITED BOTH IMPORTS AND
PROQUCTION FOR LOCAL M4ARETS. FRIVATC INVESTORS VERE
EXPECTED TO KEZPOND FOSITIVELY TO THE SHIET 10 A
POLICY CHVIKCUNEHT MORC WOSPITABLE TO THE PRIVATE
SECTOR.  INCREASED PRODUCTIVE ACTIVITY IN INE PRIVATE
SECTOR W3 ENPECTLD TO CREATE JOBS ONAT COULD ABSORS

THROUGH THIS SUPPORT, FOREIGN EXCNNGE wWOULD 6
AVAILABLE TO ACQUIRE THE RAW MATERIALS AHO CAPITAL
GOODS NEEOED TO EXPAND PRODUCTION, AS WELL AS CONSUMER
GOODS TO RE-STCCM ENPTY SWELVES. THE DONORS, 1IN
EFFECT, AGREED TO LEND AGAINST THE tnCOME EXPECTED TO
BE GENERATED FROM A SUCCESSFUL ECONCMIC RECOVERY
PROGRAN.

19. 1IN SPITE OF THE APPEAL OF THE MEOIUM AND LCNG TERM
OUTCONE AS DESCRIBED ABOVE, T WAS RECOGHIZED 87 ThE
GOVERNNENT CF JAMAICA 150J) aND THE DCHORS ALIRE THAT
THE SUCCESS OF TNE PRCGRAM WOULD SEPE!HD ON THE ABILITY
AND WILLINGNESS CF THE JAMAICAN PECPLE TO ACSEFT soMe
PAINFUL CHAMGES. PRICES OF 1MPIRTED GOQDS M&D BEEH
HELD ARTIFICIALLY LOV BY A CONBINATION CF aN
OVER-VALUED EXCHANGE RATE AND GOVERNMENT IMPOSED
OOMESTIC PRICE CONTROLS. THIS EMCCUAAGED
OVER-CONSUMP 10 wND EXCESSIVE US€ IF SCARCE FCREIGH
EXCHANGE, aND CLEARLY COULD NOT BE SUSTRINED
INDEFINITELY. HANY IREFFICIENT LOCAL INCUSTRIES WAD
BEEN PROTECTED AGAIMST EXTERNAL &ND OOMESTIC
COMPETITION, AND WERE BENEFICIARIES OF COST SUBSIDIES
VIA THE OVER-VALUED JamMAICAN CURRENCY. THESE wOUlLD
HAVE TO ADJUST anD MAKE THEMSELVES MCRE EFFICIENT, OR
FAIL. THE DESIRED EXPANSION OF THE RELATIVE RCLE OF
THE PRIVATE SECTCR IN Thc ¢CCHCMT wSULD AECJIRE THaT A
LARGER SHARE OF TOTAL AESCURCES BE ZHANMSLLED TO THAT
SECTOR. THIS WOULD REQUIRE TRINMING THE PUBLIC
SECTOR'S SHARE THROUGH REOUCTIONS 1N GOVERMHENT
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ACTION A10-00 RESISTED THE INEVITABLE DEVALUATIONS DICTATED BY )
. " HARKET FORCES. PUBLIC EXPENDITURES WVLRE TOD SLOV TO

BE REOUCED. MEVERTHELESS, WHILE THE OPTIMUM PACE A%0
PATTERN OF ADJUSTMENTS 1S ALWAYS OPEN TO OEBATE, THERE
CAN BE NO OOUBT THAT THE PRIFILE OF ECOMOMIC POLICY
HAS CHANGED RADICALLY AMO IM TME OIRECTIONS
ESTABLISHED AS APPROPRIATE BY THE GJJ ANO THE DONORS
AT THE GUTSET OF THE ECCNORIC RECOVERY PAOGR)M
CRITICAL ELEMENTS OF TAE ADJUSTHEMTS ARE AS 7 .LL0%S:

INFO FILE-01 ARA-@% PPC-91 DECP-01 ECP-01 RPP-01 O0AS-0)
PPA-Q1 OCAR-01 OEP-02 JN-02 XLE-Q1 /918 A3 JP

INFO L0G-00 COPY-01 CIAE-00 €B-08 DODE-00 ARA-80  ANAD-0)
me v
soseccsemesaceeae-038814 0322182 /62-28
0 0321312 0EC 83
FH AMEMDASSY KINGSTON

10 SECSTATE WASHOC IMMEDIATE 3477 - {1)  EXCHANGE RATE. ThE FIXED EXCHANMGE RATE
’ - REGINE WAS BEEN ABOLISHED AND THE RATE 1§ HOW

UNCLAS SECTION 05 OF 19 XIHGSTON 11839 - ESTABLISHED AT TWICE-VEEALY AUCTIONS

- CONOUCTED BY THE BANK OF JAMAICA. THE LOCAL
AIDAC, JOINT STATE/AID MESSAGE - CURRENCY PRICE OF ONE US DCLLER WAS INCREASED

. 209 PERCENT, FROM J 0OLS 1.73 In HOVEMBER
STATE FOR AID/LAC . - 1980 70 J OOLS $.50 it NOVEMBER 1335. WHILE

- THE GOJ 1S TRYING TO 5TABILIZE THE RATE &7 THE

VERY COMPETITIVE RATE £F J CCL35 9.59, TME

€.0. 12356: N/A -
CONTINVING EXISTENCE CF TME AUCTIC: SYSTER

TAGS: EFIN, EAID, €ECON, JH -

SUBJECT: PROGRAM ASSISTANCE APPROVAL DOCUMENT (PAAD)
FOR FY 86 ESF GRANT TO JAMAICA

- MEANS THAT T0 DO <O 1T nUST PUT IN ENCUGH
- OOLLARS TO EFFECTIVELY SATISFY OEMAND. THYS

- IT STILL RETAINS AN IMPORTANT ROLE.

EXPCHDITURES, PROJECTS, AND ENPLOYMENT,
- (2} GOVERHMENT FInANCE. THE OVERALL

20. IR THE SCENARIO AGREED TO BY THE GOJ AHO THE . GOVERHMENT BUDGET DEFICIT HAS DECLINED FRON
OONORS, THESE CMANGES WOULD BE ENACTED IN AN - 17 PERCENT OF GCP 1M JAMAICAN FISCAL YEAR
EHVIRONMENT OF EXPANJING REAL OUTPUT anD RESOURCE - 1980/81 TO ? PERCENT 14 1988/85. A FURTHER
AVAILABILITY, COMSEQUENTLY, WHILE THEY WOULD . - REDUCTION IS ON TRACK FOR 1985/35. BANK
NECESSARILY INVOLVE POCKETS OF MARDSMIP, THESE WOULD - FINANCING OF THE DEFICIT IN 1984785 WAS NIL
B€ EASED BY THE GROWTH IN THE ABSOLUTE SIZE OF THE . - CONPARED TO 59 PERCENT 1n 1980/81.

ECONOMIC PIE.
- (3} PUBLIC SECTOR PAYROLL, THE PUBLIC

21. AS 13 NOW WELL UNDERSTOCO, THE ORIGINAL SCENARIO - SECTOR PAYROLL REACHED A PEAK THAT HAS BEEN
TURNED OUT TO BE UMOULY OPTIMISTIC, FIRST, A 908UST - ESTIHATED AS WIGH A% 133,800 WORKERS iH
RECOVCRY 0. THE WORLO MARKET FOR BAUXITE AND ALUMINA - 1980, THIS WAS BEEN REOUCED SIGNIFICAHTLY

WAS ANTICIPATED 11 THE ORIGINAL PROSRAM-~INOEED IT WAS
THE KEYSTONE OF THE PLAN, THIS 010 HOT OCCUR. ON THE
CONTRARY, BAUXITE AND &LunIna Ha$ VIRTUALLY COLLAPSED
AS JAMAICA'S KEY FCREIGN EXCHANGE EARNER. THIS
SHORTFALL OF FOREIGH EXCYAKGE INFLOWS NAS NAD AN
INPACT ACROSS ALL SECTOR3 CF THE ECONOMY DUE TO THE
RELIANCE OF VIRTUALLY EVERY SECTOR G IMPORTEQ

INPUTS, THE SCEMSRIO MAS CHANGED FROM ONE IM WHICH
THE VARIOUS SECTORS VERE VYING IN HEALTHY COMPETITION
FOR BIGGER SUICES OF A GROWING PIE, TO OME IN WHICH
EACH SECTOR 1S DESPERATELY ZCRAMBLING TO SURVIVE IN
THE FACE OF INCREASING RESOURCE REQUIREMENTS aND

DECL IMING RESOURCE AVAILABILITY. THUS THE PAIN
ASSOCIATED WITH CHANGES 11 THE 3TRUCTURE OF ECClIONIC
ACTIVITY IS MAOE MCRE SEVERE 8Y A REDUCTION tH THE
ABSOLUTE LEVEL OF ACTIYITr. EACH SECTOR, INCLUDING
THE PUBLIC SECTQR, WAS RESISTED VIGORCUSLY THE EHSUING
PRESSURE TO REOUCE TS CLAINS AGAIMST INCREASINGLY
SCARCE RESOURCES. PROJECTS AKO PROGRANS THE VIABILITY
OF WNICH DEPENDED ON THE EXPAHOING ECONOMY SCEMARIO,
VERE NOT TRINNEQ AS RAPIOLY AS RESOURCE AVAILABILITY
COMTRACTEO.

22, IM SPITE OF THE ORASTIC DIFFEREHCE BETWEEN TNE
ACTUAL ECONOMIC ENVIRONMEHT DURING THE SEAGA
GOVERMMENT"S TENURE AMO THE ENVIRONMENT ORIGINALLY
ARTICIPATED, THE REQUIRED 3TRUCTURAL AGJUSTMENTS ARE
TNE SAME. IN CERTAIN AREAS, THE 3SEAGA GOVERNNENT
ORAGGED 1TS FEET aNO, UROOUSTEOLY, 3HIFTED AN
INORDINATE SHARE OF THE BUROTH ONIO THE PRIVATE
PRODUCTIVE SECTORS. DIVESTNUNT WAS NOT AGGRESSIVELY
PURSUED AS A SOURCE OF FUNDING FOR NEEOED
INFRASTRUCTURE IMFROVINMENTS.  THE OVER-VALUYATION OF
THE JAMAICAN DOLLMR CONTINUCO TOO LONG AS THE GOJ

UNCLASSIFIED.
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AIOAC, JOINT STATE/AID MESSAGE

STATE FOR A10/LAC

€.0. 12336: N/A

TAGS: EFIN, EALD, ECON, N

SUBJECT: PROGRAN ASSISTANCE APPROVAL DOCUMENT (PAAD)
FOR FY 86 ESF GRANT TO JAMAICA

- AND, IN THE PRESENT FISCAL YEAR ALOME, THE

- GOVERHMENT ESTINATES TAAT 7,000 4001TIONAL
- PUBLIC SECTOR JOBS WILL BE ELIMINATEO,

. {6} PRICE CONTROLS. IN 1980, 60 ITENS VERE

- SUBJECT TO GOVERNHENT PRICE CONTROLS. BY

e NOVENBER 1983 THE NUMBER OF ITENS SUBJECT TO

- PRICE CONTRCLS HAD BEEM 2EOUCED TO 3,

- ALTHBUGH PERCENTAGE MARK-UPS ON KEY

- COMMODITIES ARE STILL REGULATED. THE .
- PRICE CF GASOLINE Ha3 RISEN 263 PERCENT FRON

- J DOLS 3 PER GALLON N 1982 T0 J 0OLS 10.90

. AT PRESENT. THE COST OF A MARNET BASKET OF

- BASIC FOODS CONSUMED BY LOW (NCONE FAMILIES

- (J DOLS S0 PER WEEK OF LFSS) IN DECEMBER
- 1980, IHCREASED FROM J DCLS 20 T0 J OOLS 47

. FROM DECEMOER, 1980, TO KUGUST, 1988,

. (3) QUANTITATIVE IMPORT RESTRICTIONS. IN

- 1989 ALL IMPORTS RECUIRED ICEMSES, ANO 364

- TARIFF ITENS VERE SUBJECT TO QUANTITATIVE

- LINITS. IN KOVEMBER, 1985, ALL BUT 76 ITENS

- STILL SUBJECT TO EXPLICIT QUANTITATIVE

- RESTRICTIONS WERE REMOYEO AND ONLY 160 ITENS

- RENAINED SUBJECT TO LICENSING. MANY OF THESE
- WERE ITEMS SUCY A3 FERTILIZERS, EXPLOSIVES,

. AND PHARMACEUTICAL PRODUCTS

- " {6} AGRICULTURAL COMMCOITY 80aROS. BANANAS,
- SUGAR, COFFEE, CITRUS, PIMENTO, CACAQ, ANO

. COCOHUTS MAVE TRADITIONALLY BEEN GROWH AND

- KARKETED UNDOER RIGIO REGULATION BY GOVERNMENT
- COHTROLLED COMMOOITY BCARDS. THE FIRST FOUR

- HAVE BEENM CUBSTANTIALLY OECONTROLLED COMPARED
- TO THEIR SITUATION FOUR YEARS AGO. FURTHER

- REGULATORY REFORMS ARE NEEDLD aND ARE UMOER

. REVIEV. HEVERTHELESS, THE STEPS THAT HAVE

- BEEN TAKEN ARE SIGHIFICANT AND ARE REFLECTED

- IN POSITIVE IMPROVEMENTS 11 COT AND [ARNINGS
. PCRFORMANCE. FOR EXAMPLE, BANANA PRODUCTION

- FOR EXPORT 135 RECOVERING RAPIOLY. SUGAR

- ACREAGE 1S BEING REOUCED th FAVDR OF VINTER

- VEGETABLES AND OTHER E2PORTS UNOER THE AEG!S

. OF AGRO (1. PLANItHYS OF COFFEE HAVE

. © INCREASED SUBSTANTIALLY. NEW EXPORT MARKETS

. HAVE BEEN FOUNO FOR JAMAICAN C{TRUS,

UNCLASSIFIED
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1) OIVESTHMENT OF STATE ENTERPRISES. EARLY
IN THE SEAGA GOVERMMENT'S ECONOMIC RECOVERY
PROGRAN, THE GOVERHMENT 8EGAN TO SHED THE
THE OPERATION OF ESSENTIALLY COMMERCIAL
ENTERPRISES, PARTICULARLY TCURIST
FACILITIES. WHILE LEASES AND MAHAGEMENT
CONTRACTS VWEAE NORE OFTEN EMPLOYEO THau
OUTRIGHT SALZ, THESE ENTITIES WERE BRCUGHT
UNDER THE OISCIPLINE OF PARMET FCRCES
AND THE MECESSITY TO FUNCTICH aS PROFIT
SEEXING BUSINESIES. aFTER A SUBSE4YEXT
PERIOD OF RELATIVE INACTI/ITY, THE OIVESTMENT
(OR AS THE GOJ PREFERS, THE “PRIVATIIATION®
ACTIVITY NAS BEEN REVITALIZED. TEN
ENTERPRISES WAVE BEEN OIVESTEO SINCE 1934,
ELEVEN MORE ARE 1N THE NEGOTIATION 3T2GE FOR
OIVESTHENT, AND TWENTY-0uE MORE SRE HaviNg
THEIR FINANCIAL 3TATUS REVIENED &hD BRCUGHT
UP TO OATE FOR EARLY DIVESTMENT, A RECENT
PROPOSAL B8Y PRIME MINISTER SEA5Q 10 #iCE
ALL OTHER STATE OWNED ENTERPRIZES INTD &
HOLOING CONPANY WHOSE EQUITY SHARES WeULO N
TURH BE OFFERED TO THE PUBLIC, 1S OV BEING
FORMALLY EVALUATED. 1T IS nOT, IN OUd VIEW,
PROMISING, ANO L{ OOUGT THAT THE FEASIBILITY
STUOY VILL SUPPORT THE CONCEPT. THIS
ACTIVITY IS HIGH DIt THE AGENDA OF DISCUS3ION
TOPICS BETWEEN USAID AND THE GOJ FOR FURTHER
ACCELERATION OF THE PRCCESS.

(§) IHVESTMENT PROMITION. MEASURES 4AVE
BEEN R00PTED TO FACILITATE THE PROCE:S OF
ELICITING ANO APPROVING PRIVATE I1HVESTIENT
PROPOSALS FROM BOTH DOMISTiC AND FOREIGH
INVESTORS,  YET CONTINUED GROU3ING BY ACTUAL
AND POTENTIAL INVESTORS SUGGESTED THE NEED
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AIDAC, JOINT STATE/AID MESSAGE
STATE FOR AID/LAC

€.0. 123%6: W/A

TAGS: EFIN, EAID, ECON, JN

SUBJECT: PROGRAM ASSISTANCE APPROVAL DOCUMENT (PAAD)
FOR FY 86 ESF GRAHT TO JaNAICA

- FOR A REVIEW OF THE PROCEDURES. ACCORDINGLY
- THE GOVERHMENT‘S JAMAICA NATIONAL INVESTHENT
- PRONOTICN UNIP) AND THE U.S.G. TEAM IN

- JANA{CA COLLABORATED IN A SURVEY RESEARCH

- PROJECT TO LEARN OF THE ACTUAL EXPERIENCES OF
- FIRNS {H THE PROCESS. THE RESULTS OF THE

- SURVEY VERE PRESEHTED TO PRIME MINISTER SEAGA

- . WITH RECOMNENDATIONS FOR STREAMLINING THE

- PROCESS. AS A RESULT, all INTER-AGENCY

- COMMITTEE HAS BEEN FORMED <D 13 CHAIKED 8Y

- THE PRIME MINISTER. THE S2MM!TTEE MEETS

- WEENLY AND DEALS PROMPTLY atD EFFECTIVELY IN
- IMSTANCES M WHICH THE GOVERNMENT'S 3TRONG

- PRO-INVESTMENT POLICY IS BEING BLOCKED 8Y

- BUREAUCRATIC OBSTACLES. JHIP HAS ALSO BEEM

- EMPOVERED 70 PLAY & STACNCIR FACILITATIVE

‘- ROLE. MORE OI17FICULT STUMBLING BLOCKS, MOST
- NOTABLY CUSTONS AOMINISTRATION, ARE UNOER

- REVIEW AT PRESENT, AND MANY WiLL BE AOORESSED
- IM RADICAL AOMIMISTRATIVE AND INSTITUT{ONAL

- REFORNS THAT ARE EXPECTEQ TO 8E ADOPTED BY

- THE END OF CALENDAR YEAR 1935. SIGUIFICANT

- RESOURCES AND CLOSE ATTENTION FROM THE

- NIGHEST LEVELS OF GOVERNMENT 4RE BEIHG

. FOCUSED ON THIS PRIORITY ACTIVITY, CORPORATE
- TAX REFORM MEASURES, PROPOSED BY THE SYRACUSE
. UMIVERSITY GROUP, WILL AL30 PROVIOE

- SIGHIFICANT INCENTIVES TO INVESTMENT N THE

- FORM OF INMEDIATE EXPENSING OF INVESTHMENT AND
- REMOVAL OF D!SCRIMINATORY TREATMEHT OF EQUITY

- AS OPPOSED T0 DEBT.

- t9)  TAX REFORM. A TEAN OF TAX COMSULTANTS, .
- FUNDED B8Y USAID/J, NAS NECEMTLY COMPLETED A

- TWO AND ONE-HALS YEAR COMPREMENSIVE TAX

- REFORM STUCY. THE RESULTS anD

- RECOMMENOATIONS HAVE BEEN PRECENTED TO THE

- GOVERNMENT, AS PART OF KIS STRATEGY TO SELL
- THE TAX REFORM TO THE PUBLIC, PRIME MINISTER
- SEAGA THEN APPOINTED A PRIVATE Tax sTypy

- COMMITIEE COMTRISED OF RESPECTED LEWDEAS OF

. TRADE UNIONS, THE PRIVATE SECTOR ORGANIZATION
- OF JANAICA P20J), THE CHARTERED ACCOUNTAHNTS
- ASSOCIATION, 1HE B8R wus0CIAlION anD PUBLIC

- INTEREST ORGARIZATIONS. THIS COMMITIEE VA3

- CHARGED WITH FESFONSIBILITY FOR ST1UOYING THE
- REFORT QND RECOMMLNDATLONS AND RCTUPHING WITH

UNCLASSIFIED
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17$ OWN RECOMMEMDATIONS FOR ACTION. ThE
COMMITTEE HAS COMPLETEC 1TS WOSK ON THE
PERSOMAL INCOME TAX, AND MADE IT$
RECOMMENDATIONS FOR SWEEPING CHANGES. THE
PRINCIPAL CHARACTERISTICS OF THE CHANGES THEY
WAVE RECOMMEMNDED ARE (3) A FLAT RATE OF 3%
PERCENT, ON INCOMES OVER JOOLS 7,500 SO THAT
TAX ON INCOMES 2BOVE THE €OUIVALENT OF V. 5.
DOLS 2,545 1S REOUCED BY APPROXIMATELY 20
PERCENTAGE POINTS 41D THE LOWEST IKCONE
EARNERS ARE SELIEYED FRCM INCOME TaxaTion
ENTIRELY; 8) A SIMPLIFICATION OF THE SYSTEM
OF EXEMPTIONS AND CREDITS BY aLLOVING SLL
TAXPAYERS FIXED EXENPTICNS; anC €} FOCUZES
AOMINISTRATIVE RESOURCES SN BRINGING TeA
EVADERS OHTO THE Tax ROLLZ. THE GOYERNMENT
INTENDS TO HAVE THE NEW SYZTEM aPPROYEC BY
PARLIAMEHT BY THE END CF Januady, 133°, wilH
AN CFFECTIVE DATE OF JANUARY 1, 1936. THE
CHANGES THE GOVERLMENT PAJPOSES SOULC FEDUSE
TAX COLLECTIONS 8Y as MuC 45 4 J0LS 200
MILLION 1IN THE FiRST YEAR. TAxES CH INTEREST
INCOME, Al UP-DATED PROPERTY Tax ROLL AND
INPROVED ENFORCEMENT WILL PARTIALLY MAME U?
FOR THE LOSS. GIVEN ThE GOJ'5 ZOMMITRENT 10
MEET THE TARGET PEOUCTICHS 1N THE FiSCAL
OQEFICIT AS AGREED WITH THE IMF, COMBINED WITH
THE DRASTIC REOUCTION I REVENUE FROM THE
BAUXITE LEVY, THE Tax REFORM WE EXPECT T0 BE
IMPLEREMTED WiLL BE ONE OF THE roST
SIGHIFICANT STRUCTURAL REFORNS (ET A00PTED
INDEED, VE CONSIDER IT T3 DE OF THE 3APE
LEVEL OF (MPOMTANCE A3 THE Filiwy FREEING
OF THE PRICE OF FOREIGH EXCHANGE 1N THE
AUCTION, WHICH CCCURRED A YEAR AGO
ACCORDINGLY, JUST AS THAT CHAHGE WAS
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AIDAC, JOINT STATE/AID MESSAGE
STATE FOR AID/LAC

€.0. 12356: N/A

TAGS: EFIR, EAID, ECOH, JN

SUBJECT: PROGRAM ASSISTANCE APPROVAL DOCUMENT (PAAD)
FOR FY 86 ESF SRANT TO JAMAICA

- CONSIOERED SUFFICIENT BY ITSELF TO WARRANT FY
- 1985 FST SUPPORT, WE BELIEVE THAT THE

- EXPECTED REFORM OF THE PERSONAL INCOME TAX I$
- SUFFICIENT JUSTIFICATION FOR THE OISBURSEMENT
- OF THE PROPOSED FY 1986 ESF GRANT,

23. IT IS NOT THE INTENTION HERE TO SUGGEST THAT THE
PACE AND DEGREE CF POLICY AHD STAUCTURAL REFORM IN
JAHAICA HAVE BEEN ABOVE CRITICISH, STEPS TOWARD A
HORE MARKET ORIENTED ECS:GHY WAVE OFTEN BEEN FCLLOWED
QUICKLY BY PARTIAL RETREATS. THE TERPTATION 10
INTERVENE IN THE MARKET SYSTEM HAS OFTEL PROVED
IRRESISTIBLE TO & COVERNMENT MAHY OF VHOSE WEY PLAYERS
ARC INEXPERIENCED In THE NYSTERIES OF 4 PREDOMINANTLY
PRIVATE, OUTWARD (0OXING, COMPETITIYE MARrgT
ENVIRONNENT.  THE EMBASSYT/USAID TEAM HAS REPORTED
AFREQUENTLY AND (M CONSIDERABLE DETAIL DN WHAT WE HAVE
COHSIDERED TO BE IMPERFECTIONS I BOTH THE DESIGN AND
THE IMPLENENIATION OF VAR{OUS ELEMENTS GF PUBLIC
ECoNomIC PoLICY.

24, THE ISSUE THAT DEMARDS USG ATTENTION AT THE
PRESENT JUNCTURE, HOWEVER, IS NOT VHETHER JAMAICA HAS
ADHERED PRECISELY TO THE FORM aND PACE OF POLICY
REFORN WE WOULD CONSIDER OPTIMAL. RATHER IT i$
WHETHER JAMAICA'S PERFCRMSNCE MERITS IMNMSOIATE AHD
COHTINUED SUBSTANTIVE SUPPORT, GIVEN U.3. FOREIGH
POLICY CBJECTIVES. IN THE JUDGENENT OF THE COUNTRY
TEAN THE ANSWER IS UNESUIVQCALLY AFFIRMATIVE. THE
SECTIONS THAT FOLLOW SET 7ORTH CDITIONAL FACTS AND
ANALYSIS UPON WHICH THAT CONCLUSION 15 CASED, OUR
ESTIMATE OF THE MAGHITUDE OF A3513T4HCE REQUIRED, ANO
THE STRATEGY WE FEOPOSE 10 ENSURE THAT E3F ASSISTANCE
IS UNDERSTOJD 8Y THE GQJ TO REPRESENT SUPPORT FOR
CONTINUING THE DIFFICULT STRUCTURAL AOJUSTHMERT PROCESS
RATHER THAH AS A NEANS OF AVOIDING IT.

8. THE PRESENT SITUATION: HARD TIMES AND A °FRESH
Loon*

2. THE GOJ°3 PRESENT OILEMMA P1TS ECONOMIC REALITY
AGAINST POLITICAL MECESSITY. THE ECONOMIC REALITY IS
THAT JAMAICA'S COMMAND OVER REAL EXTERNAL RCSOURCES
NAS NOT OMLY FAILLD 10 L PaNO AS ANTICIPAIED, BUT HAS
DECLINCD ABZOLUTELY. FOR [MNANPLE, APRIL, 1904,
ESTIMATES FREPARLD BY THE BANK OF JANAICA ANTICIPAIED
THAT IN JFY 1935736, U.3. 00135 1,93 MILLION WOULD OF

000E-00 ARA-00
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AVAILABLE TO FINANCE IMPORTS AHD TO BUILD
INTERNATIONAL RESERVES. IN JUnE, 1985, THE ESTINATE
WAS REVISED OOWNWARD TG U.S. DOLS 1,178 MILLION,
SINMILARLY, JUNE, 198), ESTIMATES BY THE B0J AND THE
IMF PROJECTED U.S. OOLS 1,343 NILLION IN IMPORTS AND
RESERVE IMPROVENENT FOR JFY 1953/84. THE ACTUAL
OUTCORE SHOWED IMPORTS OF ONLY OOLS 1,265 HILLION AND
A QOLS 312 MILLION OECLINE 10t NET i*TERHATIONAL
RESERVES. THUS 1T IS HARDLY SURPRISING THAT yPWLRD
MOVEMENTS OF THE PRICE OF FOREIGN EXCHANGE HAVE FAIRLY
CONSISTENTLY EXCEEOED EXPECTATICHS. THE COUNTRY Nas
LITERALLY EXPERIENCED SUCCESSIVE REDUCTICHS IN ITS
REAL WEALTH. IN THE &8SENCE CF an ILFUSION OF
ADDITIOHAL RESOURCES THEREFCRE, REAL IMPOVER!ISHMENT
IN THE AGGREGATE, IS INESCAPASLE. NO AMOUNT OF
JANAICAN ECOMONIC POLICY SDJUSTHENT CaN ALTER THAT
HARSH FACT K THE NEAR TERM

26. THE POLITICAL HECESSITY, 2S5 PERCEIVED 8Y PRINME
MINISTER SEAGA AND BY EMBASSY/USAID, 1S TO PREVERT THE
BUROEM OF THE AGGREGATE CONTRACTION FROM FalL NG
THORDINATELY MEAVILY O THE LCWER INCOME SEGMENTS 9F
THE COMMUNITY, THE DEMONSTRATIONS THAT FCLLOWED THE
JANUARY, 1985, ROUNO OF Ga30LINE PRICE INCAEASES HAD A
LARGE SPONTAHEOUS PARTICIPATICH. THIS 3ENT 4 CLEAR
SIGNAL THAT THE PATIENCE OF THE SEMERAL PUBLIC WITH A
SEEMINGLY ENOLESS SERIES OF ECONONMIC HARDSNIPS WAS
NEAR 1TS LIMIT, THE DAMAGE THAT APPEARS TO YAVE BEEN
OONE TO THE VERY SENSITIVE TOURISH SECTOR 8Y THE
JANUARY OEMONSTRATIO!NS COULO BE MORE SEVERE THIS YEAR
SHOULO HEW DEMONSTRATIONS OCZUR. 3SIHCE THE COLLAPSE
Of THE BAUXITE/ALUMINA SECTOR, THE TCURISH SECTGF 1S
TOO INPORTANT TO PUT 1t JEOFakQT BY I1GNORING $IGhS
THAT POINT TO & FRAGILE SOZI0-POLITICAL STABILITY,

.

27, PRINE MINISTER SEAGA [S PAINFULLY AVARE THAT
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€.0. 12356: N/A

TAGS: EFIN, EAID, ECOH, JN

SUBJECT: PROGRAM ASSISTANCE APPROVAL OOCUNENT (PAAD)
FOR FY 86 ESF GRANT TO JAMAICA

ABANOONING THE DISCIPLINE OF H1S PROGRAM WITH THE IMF
WILL NOT CHANGE THE ECONCMIC REALITY OF REOUCED REAL
RESOURCE AVAILASILITY. HIS CALL FOR & “FRESH LOOK* AT
THE JAMAICAR ECONOMIC SITUATION AND THE QEQUIREMENTS
OF THE IMF PROGRAIL, IS NOT, WHEN CAREFULLY ANALYZED, A
CALL FOR APPROVAL FCR RESORTING TO THE PRINTING PRESS
TO FINAKCE SUBSIDIES FCR PETROLEUN PRODUCTS AND BASIC
FOODS. INSTEAOD, HE SEEMS TO BE ASKING FOR A REVIEW OF
POLICY ALTERNATIVES TO THE CCHTINMUED UNRESTRAINED
OEPRECIATION OF THE JAMAICAN DOLLAP, WHICH IN TURN
TRIGGERS INCREASED PRICES OF IMPORTLD BA3IC FOOD ANO
GASOLINZ. A5 AN ALTERNATIVE, HI1S TESHNICIANG HAVE
BEE! OEVELOPING QUANTITATIVE MOOELS TO APPLY
SUFFICIENTLY PESTRICTIVE MONETARY POLICY TO CHOXE OFF
THE EXCESS FOREIGH CXCKANGE DEMAMD THAT DRIVES THE
DEPRECIATION, 1T 1S & RISKY STRATEGY. 1T 1S RISKY
BECAUSE IT ASSUMES THAT THE SXCHANGE RATE CaN IN FACT
8E STABILIZED AT THE TARGET RANGE. IN ADDITION TO THE
SUCCEISFUL INPLEMENTATION CF THE FISCAL a:D MONETARY
MEASURES OESCRIBED BELOV, PLUS OCCASIONAL OEL iBERATE
VARIATIONS OF THE 3SUPPLY OF FOREIGN EXCHANGE AT THE
AUCTION, THE SCENARIO ASSUMES THAT THERE WILL BE NO
ADDITIOHAL EXOGENOUS SHOCK THAT CCULD CAUSE BUYERS AT
THE AUCTION TO LOSE CONFIDENCE OR NTHERWISE BIO UP THE
PRICE OF FOREIGN EXCHANGE.

23. AT THE SAME TINE, 1T 1S 2 01SCIPLINEO STRATEGY,
AKD ONE THE IMF FEELS IS PLAUSIBLE IF HOT DESIRABLE.
IN OROER TO ACHIEVE THE TARGETED EXCHANGE RATE, THE
GOJ AND IMF WAVE AGREEQO THAT THE MONETARY BASE VILL
HAVE TO CONTRACT EY J DCLS 360 MILLION IN THE
REMAINDER OF JFY 59/36 THROUGH A PACRAGE OF FISCAL AND
MOMETARY MEASURES. ON THE MCNETARY StOE, THE BANK OF
JAMAICA MAS ALREACY BEGUN TO aUCTION OFF J DOLS 100
MILLION IN CERTIFICATES OF CEPOSIT iJ DOLS $0.0
MILLION AT AN AVERAGE RATE OF 23 PERCENT). DN THE
FISCAL SIDE, THE GOJ HOPES *O RAISE J OOLS 160 MILLION
IN HEW TAMES OH II'PORTS. THESE FUNDS Will THEN BE
“STERILIZED™ BY BEING LODGED IN THE BANK OF JAMAICA

29, TH1S STRATEGY WILL ENABLE JAMAICA TO REALIZE THE
CRUCIAL, IMNEDIATE OBJECTIVE OF SECURING 1715 FINANCIAL
POSITION NOT ONLY WITH THE 1IF BUT ALSO THE MIIOLE MOST
OF DOMORS ANO CREDITORS CUCH AZ THE 1BRD, A. 1.0, THE
C.C.C., THE. COMMERCIAL Bawmy, ITS SUPPLIERS OF OIL,
AND OTHER3.

30, NCVERTHELESS, Hany OBSERVERS FEEL THAT MOME TARY

000E-00 ARA-3§

/009 v
seceesescccssecee=)§704 0322237 /63/38

POLICY IS ALREADY SO TIGHT THAT 1T 1S ADVERSELY
AFFECTING REAL INVESTMENT AND PRODUCTIOH. IF THIS
VIEW IS CORRECT, AND IT 1S CERTAINLY PLAUSIBLE, THE
EFFECT OF THE POLICY MAY BE TO SHIFT THE PAIN OF
REOUCED REAL RESCURCE AVAILABILITY ONTO WORKCAS 8Y vay
OF INCREASING UNEMPLOYMENT. THAT RESULT COULD PROVE
TO BE AS OESTABILIZING AS PRICE INCREASES, TKOUGH IT
HIGHT HOT OCCUR AS QuUICKLY

31. THERE 1S, HOWEVER, A POSITIVE PROSPECT FOR THIS
APPROACH. IF THE 80J 1S SUCCESSFUL 1M HOLOIKG THE
EXCHANGE RATE WITHIN REASONABLY NARROW LIMITS (SAY J
00LS 5.0 - J 0OLS $.70 ECUAL U.S. 0OLS 1.00), THE
RATE OF PRICE INFLATION SHOULD BE SLOWED MARMEOLTY.
THIS IN TURN COULD HAVE THE EFFECT OF REOUCING LCMINAL
INTEREST RATES WITHOUT RECUCTIONS IN THE REAL RATE 4D
PERHAPS EVEN WITH INCRESSILG REAL RATES. STILL,
THERE 1S THE DAMGER THAT TNE IMMEDISTE EFFECT OF THE
PROSRANMED MONETARY ZTRINGERSY WCULD EE & CREQIT
CRISIS WHICH WOULD CAUZE :CRINAL INTEREST RATES 10
RISE FURTHER BEFORE FALLING.} IF aND <5 WialTh OVNERS
8EGIN TO BELIEVE THAT THE PRICE AnD EXCHANGE RATE
STABILITY WILL ENOURE (SR THAT RATE JECREASES ARE
ALMOST AS LIKELY &3 (HCREASES), AND REAL RATES CF
IRTEREST WILL REMAIN PGIITIYE, THE MLCENTIVE 79
CAPITAL FLIGHT WCULO BE 1G!IFICANTLY EASED. IT 1§
VIDELY BELIEVED THAT JANMATCANS MOLD MANY MILLIONS OF
DOLLARS IN FOREIGN BA!X ACCCUNTS, TIGHT DOMESTIC
HONETARY POLICY, STABLE PRICES, A STABLE «NO CREDIGLE
EXCHARGE RATE, POSITIVE REAL RATES OF INTEREST, AND
RELATIVELY LOW TAXES (UNDER TWE IRMINENT REFORM OF THE
1HCONE TAX REGIME) ALL 3SERVE TO EMCOURAGE AN I1NFLOW OF
THESE AND OTHER FOXEIGH rUNDS TO JaMAICA.

J2. AS THE FOREGOING DFSCUSSION SUGGESTS, THE HZaR

UNCLASSIFIED.



BRIl BN bbbkt bce s

UNCLASSIFIED
Department of State

PAGE 01 KINGST 11859 18 OF 1§ @322062 1338 A3

ACTION AI0-00

INFO FILE-01 ARA-OC PPC-G1 OECP-01 ECP-G) RPP-02 O0AS-01
PPA-31 DCAR-01 DEP-02 JN-02 XLE-01 /018 A2 JP

LOG-08 COPY-01 CIAE-90 EB-08 OODE-0@ ARA-00  AMAD-§1
/ne v :

INFO

sesseeeescesconeeglSTA2 9322231 /62-38
0 032112 DEC 83
FM AMENBAS3Y KINGSTON
T0 SECSTATE WASHOC IMNEDIATE 3482

UMCLAS SECTION 10 OF 19 KINGSTON 11839
AIDAC, JOINT STATE/AID KESSAGE
STATE FOR AlD/LAC

€.0. 12396: N/A

TAGS: EFIN, EAID, ECON, JH

SUBJECT: PROGRAM ASSISTANCE APPROVAL OOCUMENT (PAAD)
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TERM SUCCESS OF THIS STRATEGY WilLL DEPEND IMPORTANTLY
ON (1) THE PUBLIC'S PERCEPTION OF THE CREDIBILITY OF
INTEREST RATES, PRICES, ANO THE EXCHANGE RATE GIVEN
THE UNOERLYING REAL MARMET FORCES, (2} THE RELATIVE
SPEEDS WITH WHICH GAIHERS aNO LOSERS FROM IHE POLICIES
REACT, ANO (3} THE MAGMITUOES OF THOSE RESPONSES. TO
THE EXTENT THAT SIGNIFICANT FOREIGN EXCHANGE INFLOWS
DO OCCUR, AND TO THE EXTENT TMAT HIGHNER TARIFFS CHONE
OFF IMPORT DEMANO, THE RECESSIONARY tMPACT OF a
RESTRICTIVE OOMESTIC SREDIT POLICY and 11§
RECESSIQNARY 1MPACT S CRESIT avalLASILITY wiLl BE
OFFSET. IF, AS SONE O0BSERVERS BELIEVE, H!STORIdﬁLLv
HIGH NOMINAL RATES OF INTEREST CETER INVESTMENT
REGAROLESS OF VWETHER THE IOFLATION-A0JUSTED RATE IS
POSITIVE OR NEGATIVE, REAL PRGOUSTIVE INVESTMENT MIGHT
B€ FURTHER ENCGURAGED

33. 1IN CANDOR, WE NUST OBSERVE THAT THE FOREGOING
SCEMARIO IS UNLIKELY. THE PRCBLEM 1S THAT, IN THE
ADSENCE OF SIGNIFICANT AND PROMPT INFLOWS OF NEW
RESERVES, TME PRCPOSED EXCHANGE RATE PCLICY WILL
REQUIRE THAT IMPORT OEMAND BE REOUCED BY SOMETHING
LIKE U.S. DOLS 100 MILLION, (E3S THE EFFECT OF TARIFF
INCREASES). TO ACCORPLISH THIS PRIMARILY THROUGH
GENERAL MONETARY POLICY COULD, WE ROUGHLY ESTIMATE,
REQUIRE &N ADDITIONAL REDUCTION OF HATIONAL MONEY
IHCOME OF TWICE THAT HUCH, CR APPROXIMATELY 20
PERCENT. EVEN IF THIS CVER-ESTIMATES THE DEPRESSANT
EFFECT 8Y THREE OR FCUR TIMES, THE RESLLT 1
ECONOMICALLY OISASTRCUS. TwE PROZPECT OF REPLACING
ALL OF THAT BY waY OF PRIVATE INFUSI0%5 OF FOREIGN
EXCHANGE, IN THS SANE TIME PERIOD, SEEMS REMOTE AT
BEST. MEVERTHELESS, IN THE ABZENCE OF 4001 TIONAL
RESOURCES, THERE May BE NO OTHER RECOURSE If THE
EXCMANGE RATE AND PRICES ARE TO BC NELD IN THE
NEIGHBORHOOD OF THEIR PRESENT LEVELS. 3ND TO THE
EXTENT EXTRA RESOURCES ARE GENERATED, PROSPECTS
IWPROVE.

C. USAIO STRATEGY FOR 1989 - 1986

J4. THE NISSION"S STRATEGY 13 10 SUPPORT SEAGA IN IS
EFFORTS TO MAKE THE BEST OUT OF SCVERAL VERY DIFFICULT
ALTERNATIVES.  WITH RESPECT TO THE DOLY 1 MILLION IN
AVAILABLE E3F, OUR STRATLGY 15 10 PUT THIS [N PLACE
AFTCR THE GOVERNMENT WAS APPROVED THE TAX RCFORM FOR
SUBMISSION TO FARLIANMENT, BUT IN TINE 10 AS3IST THE

INCOMING
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G0J TO MEET THE PERFORMAMCE REQUIREMENTS TO PERMIT )
APPROVAL OF THE TECHNMICAL WAIVER BY THE INF BOARO; THE
OCTOBER, 1985 ORAWING OF OOLS 13 MILLION MAY BE MAOE;
AMD THE COMMERCIAL BANK GROUP MEETING OF JANUARY 18,
1986 SATISFIED THAT JAMAICA 1S CONTINVING CN A PATH OF
DISCIPLINED FISCAL ANO MONETARY MANAGEMEMT. THE US
DOLS 30.9 MILLION, FY 1956 PL-430 TITLE ¢ PROGRAM WILL
REINFORCE ODUR ESF SUPPORT. MOREOVER, WE ARE
ENERGETICALLY ACCELERATING OUR CEVELOPHENT ASSISTAKCE
PORTFOLIO TO NOT ONLY GET THE MACRO EFFECT OF MOAE
RAPID IMPLEMENTATION, BUT WE ARE SHIFTING ITS FOCUS TO
SUPPORT MORE OIRECTLY, IMVESTMENT, PROOUCTION,
CONTINUATION OF ESSENTIAL 33CI1aL SEAVICES, ANO
IMPLEMENTATION OF THE Tax 240 QIVESTRENT EFFORTS

OTHER MAJOR DCWURS ARE SOING LIPEWISE. 7CR EXAMPLE, A
WORLD BANK TEAM WILL SPE:D CECENEBER, 1949, LCOKING FIR
VAYS TO ACCELERATE IBRD PROJECTZ. THE "FRESH LCOR"
TEAM WILL ROST CERTAINLY BE NAKING PQOPLILLS FOE
FURTHER SHIFTS 1N £2PYaSIS 43 WELL 45 4ADS1TICHAL
RESOURCES. SUPPLERENTAL ESF :BEYSNO ThS REMAINING
DOLS 19 MILLIOM AS VELL AS (NCREASED PL-430 TITLE !
TO REPLACE THE US DOLS 60 FLUS HILLION I1n CCC-G3H 12
CREDITS ARE BOUNO TO EMERGE FROM THEIR REPORT.

35, TAX FEFORM, IH TERMS OF ITS BCLONESS OF CONCEPTION
AND POTEMTIAL FOR MAJOR STRUCTURAL REFORM, IS A
HECESSARY AND SUFFICIENT STEP FORWERO TO JUSTIFY THE
OISBURSEMENT OF THIS SOLS S1 MILLISH TRANAHE. THE
TIMING OF THIS OISBURSEMENT SO THAT THE INF WAIVER IS
SECURED AND THE COMMERCIAL B&NNS RE SATISFIEO 1S
ASSOLUTELY ESSENTIAL, TMERE PROB:SLY Will NOT BE
ANOTHER CHRNCE TO NEEP THE JAMAICZN ECONCMY FROM
SLIOING INTO THE ~GUratia MOAA33™. IF THE JaNULK1 15,
1986 VINOOV OF OPPCRIUNITY 1S NO* STIED, THE
COMMERCIAL BAKKS DEBT SERVICING SEAL CCMES APART, THE
CCC-GSM 102 FOOD SUPPLY LINE WILL 8¢ INTERRUPTED, THE
PARIS CLUB WILL HOT HI[T, THE FAR SECTION 620(Q) AND

UNCLASSIFIED
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BROOKE-ALEXANOER PROVISIONS WILL CONE INTO EFFECT, AND
SINILAR IBRD ANO 108 PROVISIONS VWiLlL DRY UP THOSE
SOURCES AS WELL.

-

1L, CONCLUSION

J6. AN ECONOMIST RECEHTLY SUMMARIZED JAMAICA'S
STRUCTURAL BALAKCE OF PAYMENTS PROBLEM AS ONE OF A
“DOMESTIC IMBALANCE CREATED anD SUSTAINED BY
OVERBLOATED GQVERHNENT EXPENDITURES FINANCED 8Y
EENTRIL BANK CREOQIT CREATION TO ACCONMHOOATE TAf
PRCFLIGACY OF GOVERNMENT'S SPENDING, NMORE OFTEN THaH
NOT, INSPIRED BY INCOFE REO(STRIBUTION CONSIDERATIONS
VITH SCANT REGARD FOR 1NCOMC GENERATING PROCESSES,
INSTITUTIONS AHD NCRANS, *

37. THIS STATENENT WAS NADS NOT BY A REPRESENTATIUE OF
THE IMF, VORLD BAKK OR USA10, BUT, RATHER, THE NEWLY
APPOINTED OIRECTOR OF THE PLAUNING INSTITUTE OF
JAMAICA, THE APPENOIX QUTLINES THE HIGHLY PROMISING
EFFORTS OF THE SEAGA AOMINISTRATION TO IMPLEMENT
FISCAL REFORMS TO REOUCE PUBLIC EXPENDITURES FRON
THEIR HIGH AND UNSUSTAINABLE LEVELS AT PRELERT. THIS
SECTION ALSO POINTS TO POSSIBLE ORDERS OF MAGNITUOE
FOR A SUPPLY SIDE RESPONSE FROM EXPORTS IN THE MEDIUN
RUN AS A RESULT OF A NORE PROPITIOUS PCLICY
ENVIRONMENT.

34, AT THE PRESENT, HOWEVER, JAMAICA STANDS AT A
CROSSR0ADS. TWO EASIC SCEMARIOS FOR ITS FUTURE ARE
COHCEIVABLE. UNDER THT PESZIMISTIC SCEMARIO, THE
SHORT RUN PROBLEN OF 4DJUSTING TO COHTRACTING REAL
AGGREGATE RESOURCES WILL NOT BE RESOLVED. AS TNE
POLITICAL AND SCCIAL FABRIC UNRAVELS, TCURISM WILL B8E
SERIOUSLY AFFECTED, AND *NE ENTIRE ECCHCMY Wil
FALTER, THEREQ®Y CREATING 2 VICIOUS CYCLE OF ECONOMIC
COMTRACTION. IN THE ENO, J&MAICA WOULD BE REOUCED 10
LEVELS OF 1MISERATION ON A PAR WITH WAITI, .

38, UNDER THIG SCENMARIO, THE ROAD 10 WAITI RUNS

THROUGH GUYANA, 1.E., BY GREAKING, 43 GUYANA 010, WITH .
THE IMF.  OREAKING VITH THE IRF HAS THE CASCAOING
EFFECT OF SEVERING RELATIONS WITH THE WHOLE HO3T OF
DONOR3 AND CRCOITCHS, SUCH a3 THE 1BRD, A, 1.0, THE
CORMERCIAL BANRS wND OTHERI. THE END KELULT 1S T0 P
CUT OFF TRON 1NTERNATIONAL FINANCIAL NARKETS anD

LOSIRG TNE OPPORTUNITY TO OEAL WITH SHORT RUN ECONOMIC
CONTRACTICNS BY FINANCING RATHCR THaN ADJUSTMENT.

INCOMING
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49, THE OTHER SCENARIO STANOS IN STARK RELIEF TO THIS -
ONE. UNOER THE OPTINISTIC ONE, JANAICA WILL, WITH

OONOR ASSISTAKCE, WEATHER THE PRESENT SHORT RUM

CRISIS, AMD REALIZE THE INMERENT POTENTIAL OF T3
STRUCTURAL ADJUSTMENT PROGRAM. ITS EXPORT LED,

PRIVATE SECTOR OOMINATEO STRATEGY WILL COnt 10

FRUITION, AND LEVELS OF MATERIAL PROSPERITY DESIAED 8Y
HOST JAMAICANS WILL BE SLOWLY BUT ZTEAQILY

APPROACHED. THIS WILL WAVE THE EFFECT OF REINFORCING
POLITICAL AND SOCIAL STABILITY WHICH IN TURN WilL
FACILITATE FURTHER ECONONIC CEVELOPMENT. BUT THIS IS
NOT A QUICK Z0LUTION UNDER ANY CIACUMSTANCES. 1
REQUIRES CONTINUING ADJUSTHENT inO REFGRM 8Y THE GOJ,
COMTINUED SUPPCRT 8Y DONCRS, TINE, aNO SOME FAvOlasLE
SREAKS,

41, FOR THE REASINS OUTLINED IN THIS PAAD, THE U.S,
COUNTRY TEAM BELIEVES THAT VITH CUR ASSISTANCE JaMalCaA
CAH STILL OPT FOR THE LATTES SCENARIO 44D THAT
JANAICA®S PERFORMANCE AND {MPORTALCE MERITS IMMEIIATE
AND CONTINUED SUBSTANTIVE SUPPORT TO HELP IT OVERCOME
1TS SHORT RUN CRISIS.

APPENOIX I. FURTHER MACROECO:NOMIC OBSERVATIONS

A, THE BALANCE OF PAYMENTS

42. AS NOTED EARLIER, THE NET LOSS TO THE JAMAICAN
ECONOMY FROM THE CONTRACTION OF THE BAUXITE ANO
ALUNENA SECTOR IS LIKELY TO BE U.3. DOL3 100 - 110.
MILLION IH 1985, THIS CONTRACTION HAS TO BE
CONSIOERED PERMANENT In THAT (dE HOW CL0%ED, HIGH
ENERGY COST ALUMINA PLAHT HAS EFFECTIVELY BEEN
REPLACED BY NEW, EFFICIENT PLANTS IN OTHER COURTRIES
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WITH CO-LOCATED, LOW COST ENERGY SOURCES. INDEED,
FURTHER CLOSURES OF JAMAICAN AL JMINA PLANTS MAY OCCUR
IH THE FUTURE FOR TH1S SAME REASON.

43. THE 80J AND INF MAVE RECENTLY PREPARED VARYING
SCERARIOS ON THE IMPACT OF THIS LDZS FOR JAMAICA’S
“BALANCE OF PAYMELTS I JFY 19895-1986. BOTH
PROJECTIONS ASSURE TKAT GOP VILL JECLINE BY 3
PERCENT. THE 60J MODEL, A3SUMING USAID ESF INFLOVS OF
U.S. DOLS &S5 MILLIGH, PROJECTS MO UKFINANCED FOREIGN
EXCHAHGE GAP. THE IPF 200SL, 0N THE OTHER HaND,
ASSUMING USAID ESF INFLOVS OF U.S. COLS S0 HILLION,
PROJECTS AN UNFINANCED FCREIGN EXCHAUGE GAP OF U.$
00LS 134 miLLION.  (THE BASIC DIFFERENCE BETWEEH THE
TW0 PROJECTIONS 15 TO BE £QUND !N THE B80S MORE .
OPTIMISTIC ASSUMPTIONS ABOUT PRIVATE CAPITAL INFLOWS.)

44, BASED ON THE EXTREME POINTS OF THESE TvO
ESTIMATES, THEN, JAMAICA'S HEED FOR ESF WOULD RANGE
FROM U.S. BOLS 65 1ILLION TO U. 3. OOLS 183 MILLION.
THESE LEVELS VOULD BE HIGKER, OF COURSE, FOR A
TARGETED OECLINE 1h GOP OF LESS THAK ) PERCENT,

4S. HO PLAUSIBLE EXTRAPOLATION OF JAMAICA'S BALANCE OF
PAYHENTS EXPERIENCE OVER THE PAST FOUR YEARS WOULD
SUGGEST AN INFUSION Cf FCREIGH EXCNANGE OF SUFFICIENT
HAGNITUDE TO CONPENSATE FOR THE L 032 OF FOREIGN
EXCHANGE EARMINGS THAT MAS EEEN CCCASIONED BY THE
BAUXITE/ALUNINA CONTRASTICH. UMILE THZAE IS NO
PANACEA FOR JAMAICA*S BALSNCE OF PAYMEMTS OIFFICULTIES
1M THE MEDIUM RUN, THE CURULATIVE tFPACT OF THE
VARIOUS STRAUCTURAL ADJUSTMENTS SHOULD BEGIN TO MAKE
ITSELF FELT BETWEEN NOW AN 1930 IN THE FORM OF
INCREASED 1MYESTMENT AND EXPORTS OF aAGRICUL TURAL
PROOUCTS AND MANUFACTURES, PLUS INCREASED TOURISH
CARNINGS.

46. JAMAICAS IFPORT BILL IN 1985 AND A PLAUSISLE,
PROJECTION BY THE WORLO B4R FOR 1990, IN COMSTANT
U.S. DOLLARZ, AMD THE 3SOURCLS OF FOREIGN EXCHAMGE
REVENUE TO MEET THE IMPORT RiILL ARE GIVEN IN TAOLE
111, THE 1990 FIGURES ASSUHE A POSITIVE GOP GRGWTH
RATE OF 2 PERCENT PER NNUN FROM 1937 ONVARD. wHILE
THE WANR'S ASSUNPTION Twal THE LEVEL OF IMPORTS WILL
GROW AT 9 PERCENT A YEAR SCENS HIGN, IMPORTS ARE NOV
VERY COMPREISED, aNO AN [\FANSION OF IMPORTS WILL BE
NECOED IF GOP 13 TO SHOV amy REAL GROVIN,  THE

INCOMING
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FIGURES FOR 1990 ARE MADE “INTORMALLY" TO USE THE MOST

CHARITABLE CHARACTERIZATION. SUCH FIGURES ARE

INTERESTING, NONETHELESS, BECAUSE THEY INDICATE THE

POSSIBLE ORDERS OF MAGNITUDE OF THE IMPACT OF POLICY

REFORRS,

= ILLUSTRATION OF J<NMAICA*S FORCIGN EXCHANGE HEEDS

- AND SOURCES {CONSTANT U.S. 0OLS MILLION)
- 1988 1990
FOREIGN EXCHANGE NEEODS

= IMPORT OF GOODS 1009 1592
« IMPORT OF FACTOR SEAVICES (NET) )09 u
= IMPORT OF NON-FACTOR SERVICES i 468
*  OEBT REPAYMENTS 490 450
= TOTAL NEEOS 2009 )
MAIN REVENUE SOURCES

= EXPORTS 612 128
. BAUXITE, ALUMINA 322 won
- SUGAR 38) (v1)]
- BANANAS (Y} 14)
. OTHER AGRICULTURAL 24 (45)
. OTHER NON-TRADITIONAL nm 321)
. OTHER EXPORTS o 119)
- TOUR!ISH amn 100
= OTHER HON-FACTOR SERVICES 145 239
= REMITTANCES 138 178
= PUBLIC CAPITAL MAINLY FOREIGN

- ASSISTANCE) . 180 111 I
= PRIVATE INVESTMENT 11} 100
= CHANGE IN RESERVES =13 -1%
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- (INCREASE  MINUS)
= TOTAL REVENVE 2039 14

SOURCE: OERIVED BY USAI0/J FROM INTERNATIONAL BANX
FOR RECOMSTRUCTION AnD OEVELOPMENT: JAMAICA: ECONOMIC
SITUATION ANO PUBLIC INVESTMENT, VOL. I, P. 42,

41, THE FIGURES HIGHLIGHT THE NESD FOR A VERY STRONG
GROWTH PERFORMANCE 11l EAPORTS ANO OTHER FOREIGH
EXCHANGE EARNINGS. EXPORTZ VILL HAVE 1O GROW BY

13 PERCENT PER YEAR, ALD OVERALL FCREIGH EXCHANGE
EARNINGS BY 6.7 PERCENT PER YESR. THIS IN TURN
REQUIRES THAT ThE REFORMS IN THE POLICY AREAS WAICH
AFFECT THE EXPORT SECTCR IN GENERAL AND THE OIFFERENT
SUBSECTORS 11 PARTICUL~R EE CONSOL ICATED ANO IN SOME
INSTANCES EXTENOED. THE PRDJECTISNS ALSO ASSUNE THAT
THE SUBSECTORS Will EXPERISNCE %0 MAJOR EYOSENOYS
SHOCKS. CLEARLY, THE CECICI10% TO ALLCW MARKET FORCES
TO CETERNINE THE PRICE CF FOREIGN EXCHANGE PROVIDED A
SUBSTANTIAL BOOST TO E)PORTERS. A BRIEF SURVEY OF THE

MAJOR SUBSECTORS EARNINLG FOREIGH EXCHANGE OEMCNSTRATES

THAT THIS POLICY REFORN 4AS A HECESSARY IF noT
SUFFICIENT CONDITION FOR EXPANOING FOREIGN EXCHANGE
EARNINGS.

48.TOURISH - THE GROVTH IH RECEIPTS SINCE 1930 HAS
BEEN THE RESULT OF A VIGOROUS PROMOTION CAMPAIGN AND
AN OVERALL BETTER INTERHATIONEL PERCEPTION OF

JAMAICA. AT PRESENT TKERE 1S A NEEO TO SEARCH FOR NEV
PNVESTORS.  THE ESTIRATES 70R 1990 INDICATE THAT
TOURISH WILL IN ALL LIRELIHOOO REMAIN THE PREEMINENT
EARMER OF FOREIGH EXCHANGE. THIS UNOERSCORES THE
NECESSITY OF HOT EXPOSING THIS FRAGILE SECTOR TO THE
POLITICAL AND SOCIAL TURMOIL THAT HIGHT ACCOMPANY ANY
DRASYTIC SHORT RUN AQJUSTHENT NEASURES

49. MON-TRAOITIONAL EXPORTS - THE PROJECTIOHS ASSUME
THAT HON-'RADITIONAL E)PORTS WILL RISE 8Y 29 PERCENY
PER ANNUM.  WHILL THIS SEEMS KIGH, A 20 PERCENT GROWTH
RATE WAS ACHIEVEC 1M 1964, HAINLY ON THE SIRENGTH OF
807 GARMENT OPERATIONZ. USAIO INTEROS TO Of -°f
SIGNIFICANT RESOURCES TO ENPAND HON-TRADITIONAL
EXPORTS OVER THE COMING YEAR THROUGH 3 PACNAGE OF
TCLTG ACTIVITIES. THE POTENTIAL FOR USAID
INTCRVENTION 1N THIS aKEa va3 THE 3UBJECT OF A RECENT
ASSESSHENT.  NCMBERS OF TME A55CZ3MCHT TCAM UOHCLUOCO
THAT & SEREES OF INTCRRELATEO MECOS \TFE REQUIRED T0
FROMOTC MON-TRADITIONAL ENPORTS, IHCLUDIHG MARNCTING

KIKGST 11889 13 OF 1% 0322092
INFORMATION, TECHNICAL ASSISTAMCE, TRAINING, AND X
FINANCE, HOT SURPRISINGLY, THE TEAM FOUHD THAT THE
EXCHANGE RATE REFORM WAS A HECESSARY 1F NOT SUFFICIENT
CONDITION FOR EXPANDIHG NON-TRAOITIONAL EXPORTS. THE
TEAN CONCLUDEO THAT, IN «DOITION TO GARMENTS AHD
APPAREL, OTHER PROMISING SUBSECTORS INCLUDED
ELECTRONICS, HANDICRAFTS, FURNITURE, FRESH FRUITS AND
VEGETABLES, FLOWERS, PROCESSED FO0D, DRINK AND
TOBACCO, DATA ENiRY, &NU PACMAGING

$0. BAUXITE AND ALUMINA - THE NORLD BANK FIGURES
ASSUME SOME RECOVERY 1N THIS SUBSECTOR BY 1990, WNILE
ENBASSY/USAIO BELIEVES THAT THE RECENT CONTRACTIONS
VILL RE MORE OR LESS PEQMANENT. FOR THE SECTOR 10
OEMONSTRATE A STRCNG RECOVERY, SOME COMBINATICN CF THE
FOLLOVING EVENTS WOULD WAYE TO CCCUR: -a) A STRONG
RECOVERY OF VORLD SEMANO FOR BAUAITE &ND ALUMINA;

(8) SUSPENSIOM BY GOJ CF ®wE PROCUCTICH LEYY 1N THE
SHORT RUN AND RESTRUCTURING 1N THE LOMG AUN TO “&XE 1T
MORE OR LECS ECULVALENT 1 115 TAx 8ITE 4ITH OTHER
PROOUCERS; (C} INVESTHENT 10 1NCREASE THE ENERGY
EFFICIENCY OF JANAICA3 < UMINA PLANTS, ESPECIALLY THE
ALPART FACILITY, WAICH WAS RECENTLY CLOSED. THE
REOPEHING OF ALPART, UNOER &Y FORESECEABLE CONDITIONS,
IS MOST UNLIKELY.

S1. OTHER AGRICULTURAL EXPORTS - THE EXTERNAL
HARKETING ORGANIZATIONS FOR COFFEC, COCOR, CITRUS AND
PIRENTO HAVE SUBSIDIZED IMEFFICIENT NOH-NARKETING
ACTIVITIES THROUGH LOW PRCOUCER PRICES MAOE POSSIBLE
8Y THE MONOPSOMY POSITION. RECENT KEFORM PROGRAMS
INCLUOE RCVISING PRODUCER PRICES UPVARNS aNO OIVESTING
“SU-MARKETING «CTIVITIES TO THE PRIVATE SECTOR
TEGULATION OF MAKETING SHSULD SCHTINUE FOR THIS
ISECTOR TO INCREASE 173 FOREIGI EXCHANGE EARNINGS
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$2. BANANAS - THE INOUSTRY IS IN THE PROCESS OF
RADICAL RESTRUCTURING. THE OLD, INEFFICIENT, JAMAICAW
OVNED SAHANA CONPALY WAS BEEN ABOLISHED. OWING TQ
DEVALUATION, PROOUCER PRICES MAVE REACHEO RECORD
NIGHS. HOVEVER, GOVERNMENT'S ROLE IN THIS SECTOR IS
STILL TOO LARGE.

$3. SUGAR - LARGE PUBLIC SUBSIOIES HAVE BEEN NECESSARY
TO KSEP THE 1MOUSTRY ALIVE. RECENTLY, IN AM EFFORT TO
REFORM THIS SUBSECTOR, SOME FACTORIES HAVE BEEN
CLOSED, GOMESTIC PRICES MAISED, AMD EXPERT FCREIGN
MANAGENENT MAS BEEN CONTRACIEO TC RUN TNE [NOUSTRY. A
SUGAR REMABILiTATION PROGRAN NAS BEEN OEVELOPED FOR
THAT PART OF THE INDUSTRY PRODUCING FOR ASSURED
MARKETS,

36, FOREIGN INVESTMENT - aS DESCRIBED EARLIER, A
RECENT GOJ - USG STUDY ON tNVESTMENT W25 RECEIVED
SERIOUS GOJ CONSIDERATION. PROJECTED SUCCESS WILL
REQUIRE SUSTAINED EFFORT AND CLOSE COORDINATION BY
MANY GOJ AGENCIES

B. PUBLIC FINANCES

95. ALTHOUGH OVERALL LEVELS OF PUBLIC SECTOR
EXPENDITURE REMAIN HIGH AS A PERCENTAGE OF GOP, THE
SEAGA ADMINISTRATICN HAS TAREM POSITIVE STEPS TO
REOUCE THE OVERALL DEFICIT, AND TO RATIONALIZE THE
CAPITAL AND CURREYT EXPENOITURE PROCESS

$6. IN 1981, THE SEAGA GOVERNMENT ADOPTED A FOUR PART
POLICY TO DEAL WITH THE PRCBLEM OF PUBLIC FINAKCES:

ON THE EXPENDITURE SIOE, (1} BY COMTAINING CURRENT
EXPENOITURE, 12) BY INCREASING DOMESTIC REVENUE, (3)

BY RAISIHG HIGHER LEVELS OF FOREIGN FINANCING OF THE
DEFICIT TO RELEASE OOMESTIC RESQURCES FOR THE PRIVATE
SECTOR FM ANO (4) ON THC REVEHMUE SI0E, 8Y REFORMING THE
TAX SYSTEM, AS OUILIHEO IN aN EARLIER SECTION.

ST, LITTLE INPROVEMENT HAD BEEN MAOE IN PUBLIC
EXPENDITURES PRIOR 70 1984/33. NOVEVER, A MAJOR
EFFORT WAS NOV GEEN MAOE, a%D TNE CCMTRAL GOVERNMENT'S
OVERALL OEFICIT FELL IN 1934735 70 UNOER $ PERCENT Of
GOP, A& CUT OVER & PERCENT OF GOP IN CME YCAR. THIS
WAS ACHIEVEOD BY HOLDING CCYN BOTH CURRENT ANO CAPITAL
EXPENDITURES WNILE REVEWUE ROSE BY OVER 90 PERCENT IN
RCSPONSE BOIH 1O THE OEVALUATION aNO THE COMSEQUEMT
INFUATION AHD CCRTAIN REVENUE MEASIRES THAT WERE
TAKCN, (ALTHOUGR THESE OHLY ACCOUNTED FOR a8OUT 3§
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PERCINT OF THE INCREASE). CURRENT EXPEHOITURES FELL -
BY ABOUT 12 PERCENT IN REAL TERMS, INCLUDING A
REOUCTION N THE CENTRAL GOVERNMENT'S LABOR FORCE BY
SOME 4,000 POSTS, OR ABOUT & PERCENT OF THE Civil

SERVICE.

$8. WITH RESPECT TO CAPITAL AND CURRENT EXPENDITURES
MOST OF THE DISCUSSION OF JAMAICA'S SITUATION CENTERS
ON ITS PUBLIC SECTOR INVESTNENT PROGRAE PSIP). THS
AOGPTION OF A THREE YEAR PSIP, TO 8E ANNUALLY PEVIE LD
ANO UPDATED, WAS AN IMPCRTANT PART OF JAMAICA'S [BR)
SPONSORED STRUCTURAL aDJUSTMENT PROGRAN. * THE FCCU3 ON
A MULTI-YEAR PUBLIC INVESTMENT PROGRAN HaD 4 NUFOER IF
OIFFERENT OBJECTIVES: (1) TO PEQ:1IT an OVERALL VIEW OF
THE ENTIRE PUBLIC SECTCR, INCLUDING THE CENTRAL
GOVERNMENT anD ALL THE PaJOR PUBLIC ENTERPRISES, 1M
TERNS OF THE INVESTMENT EFFSRT anD (7S FISCAL and
RONETARY IHPRST; :11) TQ EMABLE THE SOVERNUNENT TO GAIN
SETTER KNOWLEJGE 21D CONTROL OF THE INVESTMEMT AND
FINAKCIAL PERFORNANCE ©F "WE PUBLIC SuTERPRISIZ; UIN)
TO FORECAST THE 1MPLICATIONS CF EXISTING INVESTHEYT
FOR THE FUTURE F13CAL SITUATION; AND (1Y) TQ NELP
ENSURE THAT THE PUBLIC INVESTIMENT PROGRAM SUPPORTED
THE GOALS OF THE ECIuOMIC STABILIZATICH &hD STRUCTUAAL
ADJUSTHENT PROSRAN. 35 A& PART JF TWE PSI?, A
MONITORING SYSTSM Wil SEVELOPED anpD A FCRMAL
OECISION-MAKING PROCESS 1S N PLACE. PRIME AREAS FOR
IMPROVEMENT (NCLUDE INTEGRATING THE PSIP PROCESS AND
THE BUDGET PROCESS. CONTINUED IMPROVEMENTS IN
APPROVAL OF TECHNIQUES ANO APPROVAL PROCEDURE WILL
ALSO BE MEEDED, AS VELL AS EFFORTS T0 Makt TNE
MONITORIHG SYSTEM MORE RELEVANT,

3. AN IMPORTAAT ARCA FOR FURTHER ANALYSIS LIES tM 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
PROGRAIM ON CURRENT EXPENDITURES, NO EXPLICIT AGGREGATE .
ANALYSIS OF THIS HAS BEEN INCLUDED IN ANY PSIP SO F AR,
AL THOUGH SOME DISCUSSION TAKES PLACE AT THE
PRE-SELECTION STAGE. PARTICULARLY DURING A PERIOD
WHEN FISCAL CONSTRAINTS ARE SEVERE, IT IS CRITICAL TO
IDENTIFY ADDITIONAL REQULREMENTS AS A PART OF THE
ANALYSIS. IDEALL Y, ime JOVERNMENT SHOULD LCOA AT
pPuBLIC EXPENDXTURES IN THEIR ENTIRETY., AND PREPARE A
THREE YEAR PROJECTION OF BCTH GURRENT ANMD CAPITAL
PROGRAMS WITH & COMPREHENSIVE FINANCING PL AN. WITH
THE INSTITUTION OF A PERFORMANCE BUDGETING SYSTEM AND
THE INTEGRATION OF AN ACCOUNTING SYSTEM IN SUPPORT,
JAMATICAN INSTITUTIONS WwWILL BE A STEP CLOSER TO THAT
GOAL. SECOND, THERE HAS BEEN A SERIOQUS LACK OF

QUTINE MAINTENANCE ALLOCATIONS IN THE RECURRENT
BUDGET FOR ROADS., SCHOOLS. AND GOVERNMENT BUILDINGS.
60@. RECENTLY, AN ADMINISTRATIVE REFORM PROGRAM MAS
BEEN LAUNCHEO, AGAIN UNDER IB8RO SPONSORSHIP. IT
INCLUDES REVISIONS OF CIVIL SERVICES SALARIES., THE
INTRODUCTION OF PERFCRMANCE BUDGETING. AND
DECENTR\LIZED PERSONNZL POLICIES. AT THE SAME TIME,
THE GOJ'S FISCAL PROGRAM HAS REDOUCED THE NUMBER OF
PUBLIC EMPLOYEES. GIVEN THE NEED TO REDUCE THE
DEFICIT FURTHER, 4ODITIONAL PERSONNEL CUTS WILL BE
NECESSARY, AND THE AOMINISTRATIVE REFORM PROGRAM
SHOULD HELP TO MAKE THIS A MORE RATIONAL PROCHESS.
ORFTD: OPEP: SS,MMC.  APRVD: OPEP: SSKOGSTAD)
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