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I. Introduction 

The 1986 Article IV consultation-discussions were initiated in 
Kingston in the period July 16-August 5, 1986. Further discussions took 
place in Washington in October and November, and in Kingston in the 
period December 10-23, 1986. The staff team in these discussions 
consisted of Messrs. Hardy (Head), Escobar, Guzman (all WHD), Hacche 
(ETR), and Teijeiro (FAD), and Hs. Rowles and Ms. McLeod 
(Secretaries-WHD). The team was assisted by Mr. Citrin, the Fund 
resident representative in Jamaica. The representatives of Jamaica 
included the Prime Minister, who is also Minister of Finance, the 
Governor and Deputy Governors of the Bank of Jamaica, the Minister of 
Mining, Energy, and Tourism , and other senior officials. 

The previous Article IV consultation discussions were held in 
Kingston in April-May 1985; the consultation was concluded by the 
Executive Board on July 17, 1985 (EBM/85/76 and W/85/200), and a 
request for a 21-month stand-by arrangement was approved. At that time, 
the Board noted that in view of the sizable external financing gaps 
projected for the next few years, Jamaica would have to make a very 
determined and sustained adjustment effort. Directors stressed the 
importance of maintaining a realistic market-determined exchange rate in 
order to promote export-led growth and ensure the consistency of 
economic policies. A restrained wage policy also was viewed as essen- 
tial to promote adjustment and minimize inflation. Directors stressed 
the need to reduce the size of the public sector and of the public 
sector deficit in Jamaica, through a major reduction in government 
current expenditure, prompt adjustments in public sector prices, and 
steps designed to reduce the operating losses of the Bank of Jamaica. 
In addition, it was emphasized that efforts to implement structural 
adjustment needed to be intensified. 
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In the attached letter, dated December 31, 1986 (and amended 
January 17, 19871, the Jamaican authorities request a 15-month stand-by 
arrangement in an amount of SDR 85 million (equivalent to 46.7 percent 
of quota on an annual basis) in support of a financial program covering 
the remainder of the current Jamaican fiscal year through March 31, 
1987, and the fiscal year April 1, 1987 to March 31, 1988. The proposed 
arrangement would be financed in the ratio of one to two from ordinary 
and borrowed resources. The Managing Director has been informed in the 
same letter that the Jamaican authorities are also requesting a purchase 
of SDR 40.9 million (28.1 percent of quota) under the Compensatory 
Financing Facility. 

It is proposed that the amount of the stand-by arrangement would be 
made available in six purchases, with the last purchase conditional on 
the observance of performance criteria at the end of March 1988. The 
phasing of purchases under the proposed arrangement is presented in 
Table 1. Repurchases under tranche policies and the CFF over the period 
March 1987~May 1988 will be SDR 166.6 million, or SDR 40.7 million more 
than the sum of the purchases under the proposed stand-by arrangement 
and the proposed CFF purchase. Assuming that all repurchases are made 
as due, purchases of the full amount under the arrangement would leave 
Fund credit to Jamaica under the tranche policies at 245 percent of 
quota at the end of May 1988, compared with 323 percent of quota at the 
end of 1986 (299 percent of quota excluding overdue obligations). 
Outstanding credit under the CFF at the end of May 1988 would be 
59 percent of quota, compared with 58 percent at the end of 1986 
(55 percent excluding overdue obligations). 

Jamaica has had almost continuous arrangements with the Fund since 
1977, and has used the CFF eight times, most recently in June 1984. 
Jamaica has frequently experienced difficuLties in remaining current in 
its payments to the Fund, although until 1986 delays were usually 
brief. Jamaica is at present current with the Fund. 

II. Economic and Financial Developments 1981/82-1985/86 

During most of the 1970s Jamaica experienced a sustained decline in 
output, large public sector deficits, and strong inflationary pres- 
sures. In the early 19809, heavy foreign borrowing facilitated a sharp 
widening of both the fiscal deficit and the current account deficit of 
the balance of payments. Meanwhile, with the officiaL exchange rate 
fixed, the Jamaica dollar became increasingly overvalued, which slowed 
the progress of efforts to foster exports. A sharp decline in exports 
of bauxite and alumina exacerbated Jamaica’s financial imbalances, but 
the authorities perceived the contraction as temporary and delayed 
policy adjustments. As a result, following nonobservance of the 
performance criteria under the Fund-supported program, and with rapid 
domestic credit expansion fueling private capital outflows, a balance of 
payments crisis ensued in 1983. In FY 1984/85 (April-March) and 
1985186, in the context of new arrangements with the Fund, domestic 
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Table 1. Jamaica: Project loo of IMF Poei tlon during Period of 
Stand-By Arrangement: February 1987-May 1988 

:a;., _. :_ ..:;:.. .,. 
.i_ - , 

Outetaoding 1987 1988 
Dec. .31, 1986 Jan-Mar. Apr.-June July-Sept. Oct.-Dec. Jan.-Mar. Apr.-May 

.: , 

Transactions under tranche 
policies (net)- 

Purchases 
Ordinary fe&rcee 
Rprrbwed respurces ,. 

Repurchases .. 
Ordinary resouroes 

‘.Borrowed -resources 
: 

Transactions-under special 
Ifacilitiei (net) I/ 

Purchases .. - 
Repurchases 

Total -Fund:credit outstanding 
‘(ehd of period)‘- 

Under tranthe’ policies 2/ 
Special facilities 11 

Total,Fund credit outstandiq 
(end. of- period) 

Under tranche policies 21 
Special facilities 11 

. 

.. 

-56.6 -2.9 
.10.0. 15.0 

5.0. ?A : 
6;7 :io:o,, 

-66.6 -17.9 
-15.4 -6 :4 
-51.2 -11.6 

33.6 -2;4’ 
40.9 - -- 
-7.3 -2.4 

554.. 4, 531.4. 526.1 
469.7 413~.1 - 410.2 

84.7 118.3 115.9 

(In mi.lli~ons of SDR$‘) 

(In percent of. quota) 

381.1 365.2 361.6 
322.8 283.9 281.9 

58.2 81.3 79.7 

492-6. -. 
388.2 
104.4 

338; 6 
266.8 

71.8 

‘.. 

-5.2 -23.7 -2.2 
15.0. -15.0. 15.0 

5.0 ‘. ,5 ;.o 5.0 
10.0. JO.0 10.0 

-20.2 -38.7 -17.2 
.-8.. 6 -10.8 -5.6 

-11.6 -27.9 -11.6 

478.3’ 445,; 5 443.3 
383.0. 359,.3 357.1 

95.3. 86.2 86.2 

328.7. 306.2 304.7 -. 
263.2 246.9 245.4 

65.5 59.2 59.2 

Source: -IMF. 

1/ Compensatory Financing Facility. 
z/ Ordinary and borrowed resources. 
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policies were tightened and a flexible exchange rate policy adopted. 
However, a further contraction of the bauxite sector, combined with a 
tapering off of aid inflows and rapidly accumulating debt service, 
necessitated a sharp compression of imports and led to a significant 
decline in real GDP in those years. 

From 1980/81 to 1985/86 bauxite and alumina exports fell from the 
equivalent of 12.4 million tons of bauxite to 6 million tons, as 
Jamaica’s share of the world bauxite market shrank by more than one half 
(Table 2). World market prices also declined during this period. The 
slowdown in world demand and an increase in output in other countries. 
led to a particularly severe cutback in bauxite and alumina production 
in Jamaica because of its high relative cost, which includes a sub- 
stantial export tax--the bauxite levy. Meanwhile, over the same period, 
medium- and long-term external public debt (including debt to the Fund) 
more than doubled to some USS3.4 billion, equivalent to over 160 percent 
of GDP, and total debt service in 1985186, before rescheduling, rose to 
the equivalent of 65 percent of exports of goods and services from about 
21 percent at the beginning of the decade. 

A 30 percent surge in nonbauxite imports early in the decade helped 
raise the current account deficit of the balance of payments to US$461 
million in 1982183 from US$189 million in 1980/81. The drop in bauxite 
exports and the rise in interest payments far outpaced the growth of 
receipts from other exports and tourism. Although nonbauxite imports 
were reduced sharply after 1982183, and by 1985186 had returned to the 
level of 1980181, the current account deficit in 1985186 (US$248 
million) was still almost 12 percent of GDP, compared with 7 percent at 
the beginning of the decade. 

The official exchange rate remained fixed at JSl.78 per U.S. dollar 
from May 1979 until November 1983. A dual rate system was established 
in January 1983 through the legalization of the parallel market, and 
doring 1983 there was a progressive shift of transactions into that 
market. Nevertheless, over the period May 1979-October 1983 the Jamaica 
dollar appreciated by 24 percent in real effective terms. The percep- 
tion of an overvalued currency within the dual market arrangements, 
coupled with easy credit policies and the interruption of the EFF 
arrangement with the Fund, led to large private capital outflows in 
1983. 

In November 1983, the exchange markets were unified at the level of 
J$3.15 per U.S. dollar and a new adjustment program supported by a 
stand-by arrangement with the Fund was implemented in 1984. The program 
involved a unified flexible exchange rate and a major tightening of 
domestic financial policies. Under the new exchange arrangements, the 
Jamaica dollar depreciated in real effective terms by about 45 percent 
from the third quarter of 1983 to the third quarter of 1985. After a 
further sharp drop in October 1985, when the exchange rate briefly 
reached J$6.4 per U.S. dollar, the authorities fixed the exchange rate 
at J$5.50 per U.S. dollar in November 1985. As a result, and despite 
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Table 2. Jamaica: galancc of Payments, 1980/81-1985/86 

(In millions of U.S. dollars) 

1980/81 1981/82 1982/83 1983/84 1984185 
1985186 

Prog. Actual 

Current account 
8auxite/alumina (net foreign 

exchange earnings) 
Nontraditional exports 

excluding CARICOU L/ 
Other exports 
Nonbauxite related imports 
Tourism (net) 
Interest payments (net) 
Other services (net) 
Transfers (net) 

Capital account 
Official capital inflows 

Nev money 
Rescheduling 

Official capital outflow 
Other (net) including errors 

and omissions 

Overall balance 

Change in reserve0 
Assets 
Liabilities 

IblF (net) 
Purchases 
Repurchases 

Arrears 
Other 

kicmorandum items 
8auxite/alumina extorts 

(millions of tons of 
bauxite equivalent) 

Nonbauxi cc exports 
(percentage change) 

Tourism earnings (percentage 
change) 

Nonbauxi te imports 
(percentage change) 

Current account deficit/GDP 
(in percent) 

tiedium- and long-term 
outstanding debt, 
including Fund. end- 
period (US$ million) 

Debt service/exports of goods 
and services (in percent) A/ 
Principal 
Interest 

Debt service/exports of goods 
and services (in percent) i/ 

-189 438 -461 -282 -253 -209 -240 

380 347 267 286 246 202 174 

80 84 105 96 151 177 144 
145 136 156 148 141 129 112 

-918 -1,188 -1,162 -1,035 -1,041 -909 -917 
230 301 317 361 389 394 397 

-176 -219 -250 -252 -279 -324 -305 
-24 -24 -45 -39 -7 -32 -7 

94 124 l50 l53 147 155 l.55 

37 
316 
263 

52 
-103 

-174 

481 241 -166 750 305 321 
649 m- 450 976 703 675 
562 486 330 438 5x 443 

87 153 111 53s 194 232 
-222 -325 -,384 -406 -438 -448 

-73 

-152 

l52 
ii 
141 
-19 

- 

-19 
65 
95 

54 

43 

-43 
-57 

14 
168 
233 
-65 

-106 
-48 

-220 

220 
46 
176 
134 
171 
-37 

98 11 
-56 

-231 

-448 

448 
27 
421 

39 
77 

-38 
332 21 

50 

183 

497 

-497 
-127 
-371 

39 
106 
-67 

-345 2/ 
-65 

40 95 

sa 

-96 
35 

-130 
-19 

78 
-97 
-07 2/ 
-24 

74 - 

-74 
-4 
-70 
-19 

78 
-97 
-53 11 

3 

12.4 

. . . 

11.9 

. . . 

6.9 

11.1 7.9 8.6 7.7 6.8 6.0 

-2.2 18.8 -6.4 19.3 4.9 -12.4 

36.0 6.1 13.3 6.4 2.9 3.7 

29.4 -2.2 -10.9 0.6 -12.7 -11.9 

14.6 13.4 9.2 11.2 11.6 11.7 

1,524 2,119 2,567 2,845 3,195 3,405 3,423 

20.9 33.3 36.5 42.6 48.6 57.0 64.7 
8.5 18.7 18.0 25.4 29.8 34.4 41.0 

12.4 14.6 18.5 18.8 18.8 22.6 23.7 

17.5 28.4 25.8 34.9 1l.b 43.6 46.6 

Sources: Bank of Jamaica; and Fund staff estimates. 

1/ Nontraditional exports here comprise domestic exports other than bauxite, alumina, sugar, and bananas, 
T/ Includes arrears on nonreserve liabilities. 
T/ Before rescheduling. 
/ After rescheduling 
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the subsequent decline of the U.S. dollar, by November 1986 the Jamaica 
dollar had appreciated in real effective terms by around 12 percent 
compared with the third quarter of 1985 and by over 18 percent compared 
withthe low point of October 1985, but was still about 30 percent more 
depreciated than at the beginning of the decade (Chart 1). 

Large public sector deficits have been a salient feature of 
Jamaica’s economy for many years. The overall deficit (including Bank 
of Jamaica losses) averaged about 17 percent of GDP a year in the period 
1980/81 to 1983/84 before declining to 13 percent of GDP in 1985/86 
(Tables 3 and 4). The decline in the deficit of the Central Government 
was particularly steep, but increased losses of the Bank of Jamaica 
offset this improvement to a significant extent. These losses stemmed 
mainly from rapidly rising interest payments on the large volume of 
external debt that was contracted or assumed by the Central Bank, com- 
pounded by the effect of the real depreciation of the Jamaica dollar. 
From 1980/81 to 1985/86, foreign interest payments of the public sector 
rose by the equivalent of 8 percentage points of GDP, which was mainly 
reflected in the Bank of Jamaica accounts. Over the same period bauxite 
tax collections declined significantly. The fiscal burden imposed by 
rising interest payments and falling bauxite revenues was equivalent to 
14 percent of GDP over these years. 

In order to curb the overall public sector deficit, in 1984185 the 
Government raised domestic taxes and prices charged by public enter- 
prises and reduced non-interest expenditures in real terms. Central 
government tax revenue (excluding the bauxite levy) rose by 2.3 per- 
centage points of GDP in 1984185 and 1985i86, while over the same period 
central government wage and transfer payments declined by 5 percentage 
points of GDP and capital outlays and capital transfers by almost 
2 percentage points. A substantial part of the improvement in the 
central government accounts has been made possible by a strengthening in 
the financial operations of the public enterprises in recent years, 
mainly through price adjustments, tationalization measures and improved 
efficiency, and sales of assets. As a result, central government 
transfers to the selected entities have declined significantly. 

During the four years to 1983/84, net domestic credit of the 
banking system rose on average by over 30 percent a year (Table 5); this 
strong credit expansion to both the public and private sectors led to 
heightened inflationary pressures and a loss of net international 
reserves of the Bank of Jamaica. More recently, the need to rebuild 
reserves, and continued heavy borrowing in 1985i86 by the public sector 
and the Bank of Jamaica from the commercial banks and the rest of the 
financial system, has resulted in crowding out of private sector 
credit. In real terms private sector credit declined by almost 
25 percent in 1984/85-1985/86. 

After expanding by about 1 l/2 percent a year in the three years 
through 1983/84, real GDP contracted by 1.4 percent in 1984i85 and by 
4 percent in 1985186. Unemployment has remained at a high level--about 
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Table 3. Jamaican: -Main :Economic Indicators 

I_ . ; . _  : .  

Prel. 
‘. ‘198olai’ ” 

,Program 
l981’/82-;‘, i’982’/83”’ 1983/84.” 1984185 ‘.” 1985186 : 1986187 1987/88 

‘,. 

. . . . . 

Real GDP 
Real nonbauxi te GDP 

.Nominal GDP 

GDP deflator 

Consumer -price index 
Annual average 
End of period 

Broad money 

Overall pub,lic sector 
balance l/ 
Of whichy 

Central government 
deficit 

Rest of public. sector 
Bank of Jamaica. losses 

External current account 
balance 

Outs tanding external debt 

Real GDP 1974 prices 1,843 1,879 1,907 1,940 1914 1,837 
Nominal GDP 4,871 5,350 6,143 7,577 9,856 12,014 

Memorandum items 
Real effective exchange 

rate index (1980-100) 2/ 
Average annual exchange 

rate JS per USS 

-3.6 
-4.6 
11.0 

15.2 

1;9 ;.. ‘,, ‘, 1.5. 1.7 
2;9 3.7 1.3 
9.8 14.8 23.3 

26.5 
19.4 

17.6 

‘-7.8.. 13.1 21.3 

9.0 7.1 14.7 
7.4. 8.2 21.1 

22.5 24.5 22.4 

(In percent of GDP) 

-17.8 -15.9 

-16.5 -15.8 
-1.3 -0.1 

. . . . . . 

-6.9 

58.1 

-14.6 -13.4 -9.2 -11;2 

‘71.1 73.3 91.1 136.2 

(Xn millions of Jamaica dollars) 

106.3 

1.78 

110.0 102.6 75.1 63.9 

1.78 1.78 2.47 4.36 

(Percentage,annual change) 

-15.7 -18.4 

: -14.1 -14.6 
-1.0 -1.9 
-0.7 -1.9 

--1.4 -4.0 
-0.7 -3.4 
30.1 21.9 

31.9 26.9 

2.2 
2.9 

20.2 

: 17.6, 

29.7 24.2 12.5 
29.7 19.8 11.3 

17.7 26.1 .17.0, 

-14.4 -13.0 

-5.6 -4.7 
-3.0 -1.2 
-5.8 -7.1 

-11.7 

160.7 

A-2 .j- 
L.5,’ 

-5.;4’. 

-4 <7 

133;‘3 

1,878’ 
14,440 

71.0 

5.50 

68.1 

5.65 

1.1 
1.0 
9;l 

7 :9. 

9:6 
7;o 

lo,:0 

-3.0 

-1.8 
3.5 

-4.7 

-3.;‘8 

-124 :6 

1,898 
15,750 

73.9 

5.50 

Sources: Bank of Jamaica; and Fund staff estimates. 

L/ Measured as the use of foreign and domestic financing by the public sector, which includes the 
losses of the Bank of Jamaica. Excludes government-guaranteed on-lending to the private sector. 

_1/ End of period. 
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Table 4. Jamaica: Summary of Data on Public Sector 
Fiscal Balances and Financing 

Prel. 1980/81 1981/82 1982/83 Program 
1983/84 1984/85 1985/86 1986/87 1987/88 

(In millions of Jamaica dollars) 

Central Government 1/ 

Rest of general government 

Selected public entities 

Bank of Jamaica losses 

Others and discrepancy 

Overall public sector balance 
Domestic financing 21 
Foreign financing 3/4/ -- 

Central Government 1, -16.5 -15.8 -14.1 -14.6 -5.6 -4.7 
Rest of general government 2.9 3.3 1.8 1.0 1.7 1.6 
Selected public entities -0.1 -0.4 -2.0 -1.2 -1.3 -1.4 
Bank of Jamaica losses . . . . . . -0.7 -1.9 -5.8 -7.1 
Others and df screpancy -4.1 -3.0 -0.6 -1.7 -3.4 -1.4 

Overall public sector balance 
Domes tic financing 2/ 
Foreign financing 3141 -- 

Flemorandum i terns 
GDP (in millions of 

Jamaica dollars) 
Overall surplus (in millions 

of Jamaica dollars)?/ 
(in percent of GDP) 

-804.8 

139.4 

-6.8 

. . . 

-193.2 

-849.9 -868.5 -1,107.4 -554.1 -569.4 

174.3 109.5 72.0 167.6 194.8 

-23.7 -126.3 -93.4 -133.6 -167.2 

. . . -41.6 -142.1 -576.0 -857.9 

-152.0 -39.7 -125.3 -318.9 -163.7 

-379.5 -293.8 

139.2 320.0 

130.8 233.0 

-781 .o -733.0 

-- 

-865.4 
219.3 
646.1 

-851.3 -966.6 -- -1,396.2 -1,415.0 -1.563.4 
167.1 15.3 407.0 599.1 852.9 
684.2 951.3 989.2 815.9 -710.5 

(In percent of GDP) 

-890.5 -473.8 
799.7 522.8 

90.8 -49.0 

-2.6 -1.8 
1.0 2.0 
0.9 1.5 

-5.4 -4.7 
-- -- 

-17.8 -15.9 
4.5 3.1 

13.3 12.8 

-15.7 -18.4 -14.4 -13.0 P - - - 
0.2 5.4 6.1 7.1 

15.5 13.0 8.3 5.9 

-6.1 
5.5 

0.6 

4,870.5 5.350.2 6,142.9 7,576.5 9,856.3 12,013.7 14,438.9 

-865.4 -851.3 -966.6 -1,485.l -1.485.2 -1.653.6 -1,176.5 
-17.8 -15.9 -15.7 -19.6 -15.1 -13.8 -8.1 

- 

-3.0 
3.5 
-0.3 

15.750.0 

-704.8 
-4.5 

Sources: Bank of Jamaica; Ministry of Finance; and Fund staff estimates. 

Lf Includes accrued levy receipts earmarked to repay a 1982 balance (tolling arrangement). 
2/ Includes changes in the net domestic assets of the Bank of Jamaica that are not offset by changes in 

its net foreign assets or in its medium- and long-term liabilities. 
3/ Includes changes in medium- and long-term liabilities and in net foreign assets of the Bank of 

Jazaica. 
4/ Excludes government-guaranteed on-lending to the private sector (pass-throughs). 
??/ Includes guaranteed on-lending by the Central Government to the private sector in 1983/84-1985/86. In 

1986/87-1987/88 comprises all programmed public sector guaranteed on-lending. 
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Tsble 5. Jamaica: summary nonecrry Accounca 

1980/81 1981/82 1982/83 1983184 Program 
198o/85 1985186 1986/a? 1987/88 

(Flows in millions of Jamslcs dollars) 

Net International reserves 

Net domestic credit 
Net credit to Central Cavernmcnt 

Net credit to rest of public sector 
Net credit to other financial 

inoritutions 
Credit CD private sector 
Hedlum- and long-term foreign 

liabil1tics 
Ner Bank of Jamaica losses 
Net unclassified 

SDR allocation 

Liabilities to private sector 319 3b3 S&3 
Monev 43 103 T 
Quss i-money 211 352 478 
Other 65 -92 49 

Net international reserves 1/ 

Net domestic credit 
Net credit CO Ccncral Covermenc 
Net credit to rest of public sector 
Net credit to banks 
Net credit to other financisl 

instlCutlons 
Medium- and long-term foreign 

liab1litles 
Net losses 
Net unclassified 

SDR allocation 

Llabllities to private sector 
Currency in circulation 
Cerciflcares of deposit 

Net foreign assets 

Net domestic credit 
Net credit to Central Covernmcnt 
Net credit tc. rest of public sector 
Net credit to Bank of Jamaica 
Net credit to other financisl 

institutions 
Credit to private sector 
Medium- and long-te”X foreign 

liabilities 
Net unclassified 

Liabilities to private sector 
Demand deposits 
time and savings deposits 
Special deposits 
Other 

Banking system 
Net domesclc credit 2/ 
Net credtt to the puKlic sector 2/ 
Credit to private sector 
L1abllltles to private sector 

I. Banking System 

-212 95 -178 

516 268 721 
490 151 619 

- 

-63 
238 

-22 
-- 

-97 

22 

-25 

-31 
338 

8 

-17b 

- 

-309 

64 
447 

-121 
42 

-al 

- 

II. Bank of Jamaica 

-207 77 -2bl - - 

237 -30 292 
7s -72 tm 
-- 6 -298 

-103 3 115 

-- - -- 

-19 9 -113 
-- - 42 

-159 24 -11 

1s - - - 

III. Coome.rcl~l bsnks 

-5 18 - - .E 

309 298 629 
-28 226 122 

-- -31 -11 
180 -14 2 -150 

-63 -31 bb 
238 338 467 

-3 -1 -8 
-15 -bl -35 

300 316 512 
-z 56 -Is 
211 352 478 

71 -141 - 

-b 49 09 

(Changes in percent) 

36.6 lb.8 33. I 
31.3 7.7 18.9 
23.6 31.5 36.0 
21.3 20.0 24.9 

-459 977 - 
1.151 -330 

794 -656 
317 -163 

196 695 - - 

902 421 
191 -71 

-502 -736 

715 - 

-105 
-189 
-368 

-54 
480 

-102 
124 

-151 -110 
345 295 

-254 -332 
142 576 

-274 223 

-170 
313 

-158 
858 
370 

219 
781 

34 

114 
733 

- 

692 
ii5 
455 
127 

647 
-ET 

1,098 
338 

309 716 
102 05 

- -- - - 

916 610 
223 154 
573 394 
120 62 

-556 

602 
139 
415 

-477 

1.063 

-l.ooo 
-824 
-120 
-318 

346 495 - - 

-125 -335 
-224 -640 
-393 -276 
-334 -523 

715 - 

-635 
-1,052 

-348 
-60 

-2 1 -51 -80 -22 

-2 38 -328 -156 241 
162 576 858 781 

23 13 175 -38 

114 
733 

- - 

86 63 
w 3 
-- -- 

- - 

221 160 
114 87 
107 73 

-- - 

80 
Tz- 
18 

97 -86 - - 

519 670 
55 168 
-98 -43 
618 329 

-150 

1,027 
415 

-109 
435 

- 

756 
369 31 

-460 zl 
151 

-- - 

530 
263 

-- 
60 

-52 -103 -119 -71 -a8 
480 126 313 345 295 

-16 -4 -2 -22 - 
-238 199 94 146 -- 

646 580 
64 93 
455 389 

51 7 

76 95 

877 756 510 
224 136 92 
609 500 376 
-58 - -- 

103 120 62 

62.3 -9.7 22.2 8.2 -1.7 
46.0 -7.1 11.5 -0.5 -6.7 
28.4 5.7 13.7 13.2 10.0 
25.1 19.0 27.0 17.8 10.0 

sources: Bank of Jamaica; and Fund staff estimates. 

1/ Valued at accounting rates of JS1.78 - USSI In 1980/81 through 1902/03, 351.90 - US51 In 1983/84, J$..OO - 
IJS:~ in 1980/85, JS5.65 - us51 in 1985186, and JS5.5 - USSl In 1986187 and 1987lB8. 

2/ Changes in relation to the stock of private sector llabllltles ac the bqinning of the perlod. 
I/ Includes 55395 million of domestic bank refinancing of debt of public entitles ssumed 5, ce;;:ral Government. 
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25 percent by the broad definition used in Jamaica. l/ Inflation accel- 
erated to almost 30 percent in 1984185 before droppiig back to 20 per- 
cent in 1985186 (see Table 3). 

Price controls were eased in the early 19809, but direct price 
controls still apply to a range of basic food items, hardware items and 
medicines, and there are controls on markups of a number of imported 
items. In 1986 and early 1987 the list of items subject to price con- 
trols was widened to include fertilizers, animal feed, and 
herbicides/pesticides. Quantitative import restrictions were relaxed in 
1984, though they still apply to goods representing about one fifth of 
non-oil, nonbauxite sector imports. With the support of U.S. AID, a 
comprehensive tax reform is under way, with the first element--personal 
income tax reform and simplification-- implemented at the beginning of 
1986. This reform lowered the previous steeply progressive tax races to 
a flat 33 percent rate, reduced exemptions, and introduced a withholding 
tax on interest earnings. 

World Bank lending in Jamaica has covered a wide range of sectors 
and development issues (see Attachment Ib). In 1982, the Bank provided 
US$76 million under the first structural adjustment loan (SAL), which 
was followed in 1983 and 1984 by second and third SALs of US$60 million 
and US$55 million, respectively. Current and planned World Bank policy- 
based lending includes sector adjustment loans in the areas of trade and 
financial reforms, and in support of improvements in the savings perfor- 
mance of certain public enterprises. The Bank is also contemplating 
sector lending for the agricultural and export manufacturing sectors. 

III. Performance Under the 1985/86 Financial Program 

Jamaica entered into a 21-month stand-by arrangement in July 1985. 
The program envisaged reductions in the public sector deficit in 1985186 
and beyond, through a combination of tax measures and cuts in current 
expenditures in real terms. Nontraditional exports and tourism were 
expected to perform strongly, but bauxite exports were expected to 
decline further. As net capital inflows were projected to taper off-- 
despite incremental assistance from donor countries and large-scale debt 
rescheduling by bilateral creditors and commercial banks--the value of 
nonbauxite-related imports and GDP in real terms wete projected to fall 
by 11 percent and 3.8 percent, respectively, and the balance of payments 
current account deficit was targeted to decline to US$209 million in 

l/ The Labor Force Survey counts as unemployed those who are not 
actively seeking employment. 
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1985186 from US$253 million the previous year. The program relied on 
the continuance of a flexible, market-determined exchange rate and was 
drawn up on the assumption of an average exchange rate of J$6.2 per U.S. 
dollar in 1985186, implying a depreciation from JS5.5 per U.S. dollar at 
the beginning of April 1985 to around J$6.9 per U.S. dollar by March 
1986. 

The program quickly ran into difficulties because of a delay in 
receiving an expected foreign loan and overexpansionary domestic 
financial policies. The September performance criteria of the program 
relating to the net international reserves and net domestic assets of 
the Bank of’ Jamaica, and to external payments arrears, were not observed 
and there was a delay in completing the required program review and in 
reaching understandings on policy actions for the remainder of the 
program period. After depreciating steadily during July-September, the 
Jamaica dollar came under heavy pressure, falling to J$6.4 per U.S. 
dollar in October 1985. Fearing a recurrence of social unrest, the 
authorities increased the supply of foreign exchange to the auction 
m.3rket to cause an appreciation of the Jamaica dollar to J$S.S per U.S. 
dollar, the rate at which it has subsequently been maintained. The 
Government also requested that the IBRD, U.S. AID, and the Fund take a 
“fresh look” at the Jamaican adjustment program with a view to deter- 
mining the feasibility of a policy mix that would rely less on demand 
restraint and would achieve a higher rate of economic growth. 

Following this shift in exchange rate policy and the nonobservance 
of the end-December 1985 performance criteria on net international 
reserves, net domestic assets, external payments arrears, and the cen- 
tral government borrowing requirement, a modification to the stand-by 
arrangement, including indicative targets for end-January 1986 and 
revised targets for end-March 1986, was approved by the Executive Board 
on March 3, 1986. The policy modifications were oriented toward sup- 
porting the exchange rate action that had been taken by the authorities, 
and included a further reduction in the targeted central government 
deficit, a larger improvement in the financial position of the selected 
public entities, and a tightening of credit policy. On the basis of 
these understandings, the Fund waived the end-September and end-December 
1985 performance criteria and Jamaica made the corresponding purchases. 

At the end of March 1986, the quantitative performance criterion on 
net international reserves was missed by USS46.2 million, which included 
external payments arrears of US$34 million (though not to the Fund). 
The ceiling on net domestic assets of the Bank of Jamaica was exceeded 
by J$206 million (equivalent to 5.1 percent of banking system liabili- 
ties to the private sector at the beginning of the period), and the 
indicative target on the monetary base was exceeded by J$222 million or 
5.5 percent. The central government deficit in 1985/86 exceeded the 
revised program ceiling by a small margin despite advanced tax payments 
by the government-owned alumina trading company and delays in certain 
government expenditures (including domestic interest payments to the 
Bank of Jamaica). More significantly, the overall public sector deficit 
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(including net lending) turned out at about 14 percent of GDP, compared 
with 9 percent of GDP contemplated under the modified program, as Bank 
of Jamaica losses were much higher than projected. 

The deficit in the current account of the balance of payments in 
1985/86 was US$39 million higher than had been projected. Both bauxite 
and nonbauxite exports were lower than programmed (indeed, nonbauxite 
exports declined by 12 percent in 1985/86); at the same time, non-oil, 
nonbauxite imports were higher than programmed. Net capital inflows 
were larger than programmed by about US$l6 million, as a US$38 million 
shortfall in net official capital inflows was outweighed by a 
US$55 million overperformance in other capital inflows, including errors 
and omissions (see Table 2). 

The Jamaican authorities ascribed the nonobservance of the March 
1986 program targets to the shortfall in net official capital inflows, 
and specifically to the nondisbursement of two sector adjustment loans 
from the World Bank. However, agreement had not been reached between 
Jamaica and the Bank on policy actions required under the two loans; 
moreover, following the request for the Tripartite Mission and the 
associated shift in government policies, the Bank took the view that 
there was no medium-term macroeconomic framework for its loan opera- 
tions. It should also be noted that, irrespective of the outcome 
regarding the quantitative performance criteria, acccrding to the terms 
of the stand-by arrangement no purchases could have been made after 
March 1986 without understandings having been reached with the Fund on 
policies and performance criteria for the remainder of the arrange- 
ment. With the stand-by inoperative, Jamaica cancelled the arrangement 
on July 17, 1986. 

The Tripartite Mission report, completed in May 1986, saw scope for 
only very modest growth of real GDP over the next few years and for no 
increases in real per capita consumption. Demand management policies 
(particularly fiscal policies) would need to remain restrictive, and 
structural reforms would need to be intensified. The Report emphasized 
the need to (i) permit the exchange rate to be determined by market 
forces; (ii) d re uce the overall public sector deficit by 3-4 percent of 
GDP in 1986187 and progressively to around 2 percent of GDP by 1990/91; 
(iii) implement a monetary policy aimed at reducing inflation and elimi- 
nating the distortions that result in discriminatory interest rates 
charged to the private sector; and (iv) modify the structure of incen- 
tives with a view to eliminating the anti-export and anti-agriculture 
bias of the economy and removing discretionary benefits and exemp- 
tions. These last reforms would encompass changes in the import regime, 
institution of a rebate of import duties for exporters, and a phasing 
out of exchange controls. 

In the succeeding months, despite an improvement in the current 
account of the balance of payments as a result of lower oil prices, 
arrests increased rapidly: at end-December 1986 official payments 
arrears stood at US$191 million, including overdue payments to the Fund 
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of US$61 million; at the same time liquid reserves were only USS3.5 
million. Arrears to the Fund have been cleared since that time with the 
help of a comm&rcial loan against future deliveries of alumina. 

IV. Summary of the Discussions and Description of the 
Economic Program 

The following sections cover the discussions on the short- and 
medium-term outlook for Jamaica, and the authorities’ policies and 
program for the remainder of 1986187, and 1987188. 

1. External policies and outlook 

a. BaLance of payments 

(1) Program period 

The deficit in the current account of the balance of payments 
in 1986187 is projected to decline to US$123 million (4.7 percent of 
GDP), from US$248 million (11.6 percent of GDP) the previous year 
(Table 6). The improvement in 1986/87 stems mainly from lower oil 
prices and interest rates, which have provided a net benefit to the 
economy of about US$120 million (5 l/2 percent of GDP). Although 
bauxite sector exports are projected to recover by 10 percent in volume, 
net foreign earnings from the bauxite sector are projected to decline 
because of price reductions. Nonbauxite exports are projected to rise 
by only 6 percent, but receipts from tourism are projected to increase 
by 19 percent in 1986/87, helped by a rebound from the poor outturn in 
the previous year when tourism had been adversely affected by social 
unrest. Despite the major drop in oil imports, total nonbauxite imports 
are projected to remain level with the previous year, with non-oil 
imports up by 14 percent. 

The authorities’ program foresees a further reduction in the 
current account deficit to US$llO million (3.8 percent of GDP) in 
1987188, based on an expected further increase of about 6 percent in 
earnings from nontraditional exports and tourism. Non-oil, nonbauxite- 
related imports are projected to rise by only 2 percent in volume. The 
projections for oil imports use the WE0 assumption of an import price of 
US$15.4/bbl., c.i.f., which for Jamaica would be consistent with the 
last WEO. If world market prices are sustained at their recently 
increased levels, Jamaica’s nonbauxite oil import bill would likely be 
about US$30 million (1 percent of GDP) higher than projected. 

Net official capital inflows, including debt relief, in 1986187 and 
1987188 are projected at about US$L60 million a year, down from 
US$227 million in 1985186. The reduced level of net inflows reflects 
lower aid inflows and growing repayments on debt accumulated over 
previous years, even after continued large-scale rescheduling. Inflows 
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Table 6 . Jamaica: 8alance of Papanta. 1985/86-1991/92 

(In millions of U.S. dollara) 

v 

1985186 Staff Projactlona 
kO8. Actual 198bl81 1981i88 1988189 1989190 1990191 1991/92 

current aCco”nt 
Bauxite/alumina (net foreign 

exchange earnings) 
Nontraditional exports 
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Nonbauxite-related imports 
Tour1 sm (net) 
Interest paymrnts (net) 
Other services (net) 
Transfers (net) 

Capi ta1 account 
Official capital inflows 

New money- 
Rescheduling 

Offtcial capital outflows 
Other (net) lnclud- 

ing errors and omfsslona 
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Change in reserves 
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Llablllties 
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Arrears 
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Financing gap 41 
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iiu~bauxire exports 
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c henge) 

Oil import price ($/barrel) 
c.i.f. 

Son-oil nonbauxite imports 
(percentage change) 

Current account deficit/GDP 
(in percent) 

6.8 6.0 6.6 7.6 8.6 8.8 8.8 8.8 

11.5 9.1 8.3 7.0 6.1 6.3 6.0 6.0 

4.9 -12.4 10.1 4.7 7.2 6.2 6.4 5.5 
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lng debt, including Fund, 
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Debt service/exports of goods 
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Principal 34.4 
Interest 22.6 

Debt service/exports of 
goods and services 
(In percent) 21 43.4 
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3,623 3,505 3,570 3.629 3,693 3,717 3,738 

64.7 72.1 66.4 47.1 42.3 36.1 35.3 
81.0 50.6 47.6 30.9 27.8 24.6 24.7 
23.7 21.5 18.8 16.2 14.5 11.3 10.6 

46.6 50.7 48.9 . . . _ . - . . . . . . 

sources: Bank of Jaoalca; and Fund staff l etimateo. 

I/ Nontradlcional exports here comprise domeatlc exports other than bauxite. alumina, eugar. end 
ba%nas. 

21 Includes drawings under proposed stand-by l od CFF arrangaaats In 1986/87-1988189. 
T/ Includes arrears on nonreserve liabilities. 
71 The flnanclng gaps shown for 1986107 and 19g7/08 are expected to be closed by reachedullng of debt 

service payments falling due to official creditors and commercial baoka. 
11 Before rescheduling. 
6/ After rescheduling, lacludlng rescheduling expected in 1986187 snd 1907180. 
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of bilateral assistance for balance of payments support are expected to 
be almost US$50 million lower on average during the two program years 
than in 1985/86, owing to a sharp cutback in U.S. AID disbursements. 
This.should be offset by increased project financing and by higher 
disbursements from the World Bank under various sector adjustment loans. 
Disbursements for balance of payments support from the World Bank are 
programmed at US$SO million during the period January 1987 through March 
1988. However, because of delays in reaching agreement on policies with 
the Bank, there may be a slippage in, the timing of disbursements and a 
shortfall of US$20 million. The projections for official capital also 
include net disbursements on commercial terms against future alumina 
exports under revolving purchase arrangements of IJS$33 million 
(US$90 million gross) in 1986/87, and about US$40 million (US$llO mil- 
lion gross) in i987iaa. Net exposure under these arrangements would 
reach around US$l45 million by March 1988, equivalent to two years of 
deliveries under a ten-year purchase contract. 

Achievement of the program targets will require rescheduling by 
official creditors and commercial banks. Jamaica is requesting 
creditors who participated in the 1984 and 1985 Paris Club reschedulings 
to reschedule 100 percent of principal payments and 50 percent of 
interest payments falling due and not previously rescheduled on debt 
contracted before October 1, 1983 (approximately US$97 million). Mexico 
has agreed to restructure Jamaica’s debt obligations over nine years, 
giving rise to debt relief of US$SO million during 1986/87 and 1987/88. 
In addition, the Jamaican authorities are requesting Venezuela to 
refinance some US$lL2 million out of maturities of US$L78 million under 
various oil financing arrangements, on terms similar to those granted by 
Mexico. Furthermore, under the commercial bank debt rescheduling and 
consolidation agreement of September 27, 1985, debt relief amounting to 
US$250 million is being sought for the program period. 

The net international reserve position of the Bank of Jamaica is 
targeted to improve by US$90 million in 1986/87 and US$L30 million in 
1987/88, compared with an improvement of US$74 million in 1985186. 
These improvements include the elimination of arrears by March 1987, 
with no incurring of arrears thereafter, and end-program liquid reserves 

of US$69 million, the equivalent of 3 l/2 weeks of nonbauxite sector 
imports. Assuming purchases are made as envisaged under the proposed 
stand-by arrangement and compensatory financing request, net repurchases 
to the Fund would be US$88 million (SDR 77 million) in 1986187, and 
US$lO3 million (SDR 86 million) in 1987/88. 

Even with major new loans against future alumina exports and incre- 
mental debt relief, the decline in net official capital inflows and the 
increase in net repurchases to the Fund during the program period will 
fully offset the benefits of lower oil prices and interest rates. 
Including debt to the Fund, over the two-year period 1986/87-1987/M, 
net medium- and long-term public external debt, would rise by only 
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US$70-80 million (roughly 2 percent) a year. After rescheduling, offi- 
cial debt service payments in relation to exports of goods and services 
in 1986/87 and 1987188 would still be close to 50 percent, of which 
interest service would be over 19 percent. 

(2) Medium-term outlook and capacity to service obligations 
to the Fund 

The staff’s projections for the medium term (see Table 6) 
indicate that Jamaica’s balance of payments position will remain quite 
weak for several years. Scheduled repurchases from the Fund, the 
servicing of other debt obligations, and the rebuilding of a more 
adequate stock of gross reserves are likely to Leave scope for only 
modest growth in imports. Further exceptional financing is likely to be 
required beyond the program period if Jamaica is to remain current in 
its external obligations. However, both the current account deficit and 
the debt service burden are projected to decline significantly over the 
next few years, and the external financing gaps are projected to be 
considerably reduced by the early 1990s. 

The projections assume that there is no significant relaxation of 
domestic financial policies beyond the program period, no significant 
erosion of external competitiveness from the base level used in the 
program, and no major increases in oil prices and interest rates. Total 
export earnings are projected to rise by 8 percent a year on the 
strength of a further modest recovery in the bauxite sector, where 
output is projected to level off in 1989/90 at 8.8 million tons a year, 
and a volume growth of nontraditional exports outside CARICOM of 
3-4 percent a year. Earnings from CARICOH exports and from sugar are 
likely to register much slower growth. Tourist arrivals are assumed to 
increase by 4 percent a year in line with the projected growth of 
tourism in the Caribbean region. With a volume growth of nonbauxite- 
related imports of 2-3 percent a year, consistent with the authorities’ 
growth targets, the current account deficit is projected around 1 per- 
cent of GDP by 1990/91 and 1991/92. 

In the capital account, bilateral balance of payments support 
flows, net alumina prepayments, and policy-based lending by the World 
Bank are assumed to taper off over the medium term, while project- 
related inflows are assumed to be maintained in real terms. A sharp 
reduction in amortixation payments is projected after 1987188, mainly 
reflecting the consolidation agreement with commercial banks and a 
bunching of maturities on debt to non-OECD creditors during the program 
period. 

The targets for net intetnational reserves reflect Jamaica’s 
repurchase obligations to the Fund and the objective of tebuilding 
liquid reserves to a level of about eight weeks of nonbauxite-related 
imports by Match 1992. Scheduled repurchases from the Fund (taking into 
account purchases under the current program) would reach a peak in 
1988189 equivalent to 12 percent of exports of goods and services 
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(15 percent, including charges). If there were no further purchases 
from the Fund after the proposed stand-by arrangement is completed, 
Jamaica would repurchase about SDR 400 million between March 1988 and 
March.1992 and its use of Fund credit at end-March 1992 would be down to 
SDR 47 million, or 32 percent of quota. During that petiod, scheduled 
payments to the Fund would decline to the equivalent of 5 percent of 
exports of goods and services by 1991/92. 

Unless the performance of exports and tourism turns out much better 
than presently envisaged, or unless Jamaica’s improved external 
financial position attracts larger capital inflows than assumed in the 
projections, financing gaps of about US$lSO million a year are foreseen 
for 1988/89 and 1989/90, declining to about US$70 million in the 
following two years, The debt service ratio at the end of the period in 
1991192 is projected at 35 percent, about half the peak level of 
1986187. In the absence of larger donor flows, the financing gaps imply 
that exceptional financing, including debt relief and Fund support which 
would be in amounts that would result in a sustained teduction in 
outstanding Fund exposure, may be required beyond the program period. 

b. Exchange rate policy 

In the discussions with the staff, the authorities recognized that 
the Jamaica dollar had appreciated substantially in real effective terms 
since October 1985. However, they sttessed that the real effective 
exchange rate was still almost 30 percent lower than in 1980; Jamaica’s 
exports, thetefore, still had a strong competitive edge. 

The Jamaican representatives were of the view that the exchange 
rate reached in October 1985 involved an excessive depreciation brought 
about by speculation. They considered that the absence of a significant 
difference between the official rate and the so-called street market 
rate indicated that the exchange market was in equilibrium. They felt 
that the responsiveness of bauxite/alumina exports to exchange rate 
movements was limited and that the tourism and agricultural sectots 
remained highly competitive-- tourism in particular was performing very 
strongly. However, they acknowledged the poor performance of nontradi- 
tional exports since the shift in exchange rate policy. They therefore 
planned to improve the profitability of manufactured exports by 
instituting an export rebate of 7 l/2 percent on f.o.b. value, pending 
the implementation of a General Consumption Tax that would allow for the 
reimbursement to exporters of domestic taxes paid on inputs. The 
rebate, introduced on February 2, 1987, will be administered by the Bank 
of Jamaica and would entail a multiple currency practice. 

The authorities felt strongly that the real effective depreciation 
that had occurred during the last few years allowed them to design 
policies around the goal of maintaining a stable exchange rate in 
nominal terms. They noted that depreciation of the Jamaica dollar 
results in price increases of highly sensitive items such as fuels and 
basic foods, and tends to trigger an almost simultaneous movement in 
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wages because of the strongly otganized labor movement. Thus, they were 
of the view that selective policies (such as an export rebate) aimed at 
poorly performing sectors, coupled with tight domestic financial 
policies, would be more effective in promoting exports while containing 
pressures on the balance of payments. 

Although the authorities’ program focuses on the tightening of 
fiscal, monetary, and wage policies with the aim of maintaining the 
current exchange rate, they recognise that the country’s international 
competitiveness cannot be allowed to erode significantly. Therefore, 
the program provides that should the teal effective exchange rate rise 
by more than 5.8 percent compared with its level in December 1986, l/ 
the nominal exchange rate would be adjusted to restore the base level. 
Also, in case of underperformance in regard to the quarterly targets for 
net international reserves, the authorities are prepared to take 
corrective action by increasing net retentions from the foreign exchange 
auction over the currently targeted levels; such action would be 
expected to result in a depreciation of the Jamaica dollar. In 
addition, the program tequires that understandings be reached with the 
Fund on the exchange system during each of the reviews of the program. 

2. Demand management policies 

a. Monetary policy 

The authorities explained that the Bank of Jamaica was targeting an 
expansion of broad money of about 17 percent during 1986187 and 10 per- 
cent during 1987/88, which in their view was consistent with revised 
growth and inflation targets of 2 percent and 12.5 percent, respec- 
tively, in 1986/87, and 1 percent and 7 percent, respectively, in 
1987/88 (see Table 5). The inctease in credit to the private sector 
would be limited to about 13 percent and 10 percent in the two years, 
and would be funded to an important extent by credits from international 
organizations to the Government for on-lending through domestic com- 
mercial banks. In Light of the rapid growth of the monetary aggregates 
in the first half of 1986/87 (15 percent in April-October and 30 percent 
in the year ended October 19861, the revised monetary program implied a 
sharp slowdown in the growth of domestic credit and the monetary aggre- 
gates in the balance of the fiscal year, which was needed to curb infla- 
tion and to achieve the balance of payments objectives of the program. 

The Jamaican authorities have embarked on a program of financial 
reform that seeks to eliminate distortions in the interest rate struc- 
ture. In the past, the Large unremunerated reserve requirement and the 
liquid assets ratio, 11 which provides a captive market fot government 

l! I.e., the difference between projected domestic and trade-weighted 
foreign inflation rates during the program period. 

21 The proportion of commercial bank assets that must be held in the 
form of cash and government paper. 
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securities, have resulted in relatively Low interest rates on government 
paper and correspondingly high spreads between deposit and Lending rates 
for the private sector. In Februaty 1986, the authorities began paying 
market-related interest rates on 3 percentage points of the cash reserve 
requirement (which presently is 20 percent) and lowered the liquid 
assets ratio from 48 percent to 38 percent of prescribed deposits. A 
further reduction in the liquid assets ratio to 35 percent is to take 
place by March 1987, and the authorities plan to eliminate the liquid 
assets ratio altogether before the end of 1987/88, leaving only the cash 
reserve requirement. In addition, it is planned to inctease the 
remunerated portion of the cash reserve requirement. These measures, 
which are being suppotted by a World Bank sector loan, should help 
reduce the spread between deposit and lending rates for the private 
sector. 

In May 1986, the authorities changed their ptocedure for open- 
market operations from one in which they auctioned fixed amounts of Bank 
of Jamaica Certificates of Deposit (CDs) and let the interest rate be 
determined by the market, to an auction in which the interest rate is 
pre-set and the amount of CD9 sold determined by market demand. The 
objective of this change was to lower interest rates with a view to 
promoting private investment. Since mid-July CD rates, which had been 
as high as 28 percent early in 1986, have been set at 18 percent. Also 
the minimum savings rate was reduced from 20 percent to 16 percent in 
May 1986 and further to 15 percent in August, leading to a decline in 
bank lending rates of around 4 percentage points since April 1986 to 
23-26 percent. These rates compare with inflation of 10.8 percent over 
the 12 months through November 1986. 

The authorities recognize that positive real interest rates will be 
needed to promote domestic financial saving and protect the balance of 
payments, and it is expected that in the short run there may be some 
upward pressure on interest rates with the tightening of monetary 
policy. In any event, interest rates on CD9 and treasury bills, as well 
as the minimum savings rate, will be maintained at Least at current 
levels through mid-1987. In line with the targets for monetary 
expansion under the stand-by program, and in order to remain within the 
program ceilings for the net domestic assets of the Bank of Jamaica, the 
Bank will move more aggressively to curb the growth of the monetary 
aggregates. This implies returning to a system where interest rates on 
CDs will be basically market-determined. In addition, it is planned to 
use treasury bills for monetary control purposes, and the legal ceiling 
on their outstanding amount is to be raised from the present level of 
J$l.O billion to JSl.5 billion. 

b. Public finances 

The authorities’ fiscal program for 1986187 as set out in the 
budget adopted in May 1986 was formulated on the basis of a 5.5 percent 
real growth objective, and a big boost was planned in central government 
capital outlays. However, in Light of the sharp decline in net official 
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capital inflows, the authorities subsequently scaled back planned 
current and capital spending and established a target of 6.1 percent of 
GDP for the overall public sector deficit in 1986/87. This would 
represent an imptovement of about 7 percentage points of GDP over last 
year’s outturn (see Table 4). Much of the improvement stems from the 
fiscal windfall from lower oil ptices. (Prices of gasoline, certain 
other petroleum products, and electricity to nonresidential users were 
kept unchanged following the decline in international petroleum prices; 
this was only partly offset by a rollback in prices of basic foods, 
cement, and electricity for households.) 

For 1987/88 the authorities have targeted an overall public sector 
deficit of 3.0 percent of GDP, to be achieved mainly by expenditure 
restraint, including a reduction in public sector capital outlays. The 
latter will be held below the nominal level of 1986/87, representing a 
cut of around 8 percent in real terms. 

A number of fiscal actions were announced recently. These include 
an increase in specific stamp duties on a range of domestic financial 
transactions; an increase in business license fees; reforms to the trade 
regime (reducing tariff exemptions and imposing minimum tariffs, while 
lowering the maximum tariff rate and the stamp duty on capital goods 
imports); and other actionr to improve the finances of the public 
enterprises, including lower subsidies on certain types of powdered milk 
and on the domestic manufacture of soya products, and an increase in 
telephone rates. Overall, these varioos measures are expected to 
improve the fiscal outturn in 1987188 by about 1 percent of GDP. 

(1) Central Government 

The revised targets for 1986187 envisage a central government 
deficit of 2.6 percent of GDP (J$380 million), compared with a deficit 
of 4.7 percent of GDP in 1985/86 (Table 7). The improvement is expected 
to result from an increase in tax revenues of over 2.7 percentage points 
of GDP partially offset by an increase in expenditures of 0.5 percentage 
point of GDP. The rise in revenue largely reflects a new excise on fuel 
products (equivalent to 2.1 percent of GDP) established to capture part 
of the windfall accruing from the oil price decline. Revenues ate also 
being boosted by collections of taxes and dividends from certain public 
enterprises, and by the full-year impact of a January 1986 tax 
package. A new 33 percent withholding tax on interest income is 
expected to more than offset the reduction in personal income tax 
collections in terms of GDP steunning from the reform introduced in 
January 1986. On the expenditute side, noninterest current outlays are 
projected to decline by 0.7 percentage point of GDP, while capital 
outlays are projected to rise by the equivalent of 1.6 percentage points 
of GDP. 

The central government deficit for 1987188 is projected at J$294 
million (1.9 percent of GDP). Domestic revenues are projected to 
decline slightly in relation to GDP, mainly reflecting Lower proceeds 
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Table 7. Jamaica : Summary Operations of the Central Government 

1981/82 1982183 1983184 
Program 

1984185 1985/86 1986187 1987188 

Revenue 1.509.1 
Tax revenue 1.157.6 
Nontax revenue 45.1 
Bauxite levy 300.0 
Capital revenue 6.4 

Grants 

Expenditure 2,358.2 
Current 1,715.3 

Interest 424.0 
Other 1,291.3 

Capital and net lending 642.9 

Overall balance -849.1 -868.5 -1,107.4 -554.1 -569.4 -379.5 -293.B 

Fina.wing 849.1 
Foreign 503.7 
Domestic 342.3 

Ranking system 189.2 
Other 156.2 

Revenue 28.3 
Tax revenue 21.7 
Nontax revenue 0.8 
Bauxite levy 5.6 
Capi ta1 revenue 0.1 

Grants 

Expenditure 
Current 

Interest 
Other 

Capital 

Overall balance -15.8 -14.1 -14.6 -5.6 -4.7 -2.6 

Financing 
Net external 
Net domestic 

Banking system 
Other 

(In mfllions of Jamaica dollars) 

- 
- 

- 
- 

44.1 
32.1 

7.9 
24.1 
12.0 

15.8 
9.4 
6.4 
3.5 
2.9 

1,649,5 1,794.7 2,686.0 
1.396.1 1.532.1 2.022.6 

55.2 64.8 -174.2 
198.2 194.0 481.2 

-- 3.8 8.0 

-- - - - 25.0 123.7 126.0 141.0 

2.518.0 2,902.l 3,265.l 
1.861.4 2.394.0 2.817.9 

-518.0 -780.0 1;000.0 
1,343.4 1,614.O 1.817.9. 

656.6 508.1 447.2 

868.5 1,107.4 554.1 
419.1 410.6 1.047.0 
439.6 693.8 1490.7 
643.7 790.0 -654.3 

-194.3 -93.2 161.4 

(In percent of GDP) 

26.9 23.7 27.2 
22.9 20.3 20.5 

0.9 0.9 1.8 
3.2 2.5 4.9 

- -- 0.3 - - 

41.0 38.3 33.1 
30.3 31.6 28.6 

8.4 10.3 10.1 
21.9 21.3 18.4 
10.7 6.7 4.5 

14.1 14.6 5.6 
6.8 5.4 10.6 
7.2 9.2 -5.0 

10.5 10.4 -6.6 
-3.2 -1.2 1.6 

3,150.7 4,191.5 4,463.Z 
2,716.Y 3.655.0 3,933.2 

145.6 146.0 178.0 
280.5 390.5 352.0 

7.7 -- -- 

3,843.a 4,697.0 4,898.r) 
3.253.0 3,761.0 4,026.O 
1,303.o 1,515.0 1,545.0 
1,950.o 2,246.0 2,481.0 

590.8 936.0 872.0 

569.4 379.5 293.8 
546.f 568.7 596.8 

22.9 -189.2 -303.0 
-53.8 -466.2 -789.0 

76.7 277.0 486.0 

26.2 29.0 
22.6 25.3 

1.2 1.0 
2.3 2.7 

-- -- 

28.3 
25.0 

1.1 
2.2 

-- 

1.0 0.9 0.9 

32.0 32.5 31.1 
27.L 26.0 25.6 
10.8 10.5 9.8 
16.2 15.5 15.8 

4.9 6.5 5.5 

4.7 2.6 
4.5 3.9 
0.2 -1.3 

-0.4 -3.2 
0.6 1.9 

Source: Fund staff estimates. 
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from the bauxite levy and from corporate income taxes. Expenditure is 
expected to decline by 1.4 percentage points of GDP, reflecting 
reductions in both current and capital outlays in real terms. The wage 
bill of the Central Government is to rise by less than 7 percent next 
year, and a contingency reserve of J$46 million is being set aside in 
the budget until the October 1987 program review, to be released only if 
tax compliance efforts improve revenue performance beyond program 
projections. As noted earlier, a rebate equivalent to 7.5 percent of 
export value is being introduced for exports of manufactured goods to 
non-CARICOH countries: the cost in 1987/88 is projected at 
J$34 million. 

(2) Rest of general government and selected entities 1/ 

The overall surplus of the rest of the nonfinancial public 
sector is expected to increase from 0.2 percent of GDP in 1985/86 to 
1.9 percent of GDP in 1986187, largely as a result of the winding down 
of certain large projects, cuts in the importation of automobiles and 
inventory reductions by the state trading corporation (JCTC), increased 
efficiency in the electricity sector because of new equipment, and a 
large increase in water tariffs at the beginning of 1986. In addition, 
the proceeds from the sale of 51 percent of the National Commercial Bank 
(NCB), equivalent to l/2 percent of GDP, has improved the financial 
outturn in i986/87. The net use of foreign financing by the rest of the 
nonfinancial public sector is expected to decline in 1986/87 because of 
net rep8yments of short-term oil credits and because of the completion 
of certain major foreign-financed capital projects (cement and electric 
power plants). 

The overall surplus of the rest of the nonfinancial public sector 
is projected to rise further to 3.5 percent of GDP in 1987/M, 
reflecting reduced subsidies on powdered milk and on soya oil, a major 
increase in telephone tariffs , and a freeze on capital spending by the 
enterprises, including a cutback in domestically financed capital 
spending and lending by the National Housing Trust and the Urban Devel- 
opment Corporation. Moreover, the Sugar Industry Authority is expected 
to reduce domestic spending, and the remaining NCB shares are to be sold 
to the private sector yielding significant resources in 1987/M. 

(3) Bank of Jamaica losses 

Losses of the Bank of Jamaica, which were negligible in the 
early 19809, reached 7.1 percent of GDP in 1985/86. As noted earlier, 
this development was mainly caused by a substantial increase in the 
B8nk’s service payments on foreign debt at market-related interest 
rate9, reflecting direct borrowing and the assumption by the Bank of 

A/ Comprises the rest of the general government (i.e., the National 
Insurance Fund, Nation81 Housing Trust, Capital Development Fund), and a 
number of major public enterprises. 
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nonfinancial public sector debts, and the rapid depreciation of the 
J8m8iC8 dollar. In addition, in 1984/85 and 1985186, domestic interest 
payments by the Central Government to the Bank of Jamaica were 
postponed. The lowering of foreign interest rates, reductions in the 
Bank’s foreign liabilities, and the appreciation of the Jamaica dollar 
are expected to reduce the losses of the Bank of Jamaica to 5.4 percent 
of GDP in 1986187 and 4.7 percent of GDP in 1987188. 

3. Incomes policies 

Most wage contracts in Jamaica are for two years. The most recent 
contract for central government employees involved increments of 
12 l/2 percent and 10 percent for professional staff and 18 percent and 
12 l/2 percent for nonprofessional staff in July 1985 and April 1986, 
respectively. Certain groups such as police, teachers, and nurses 
obtained somewhat larger increases for 1986. In the state enterprises 
up to January 1987 wage guidelines allowed increases of up to 15 percent 
a year, except for entities that receive direct government subsidies 
where the guideline was 10 percent 8 year. The personal income tax 
reform enacted in January 1986 involved an additional increase in after- 
tax income for most public sector employees, which has been estimated by 
the authorities at around 5 percent on average. In the private sector 
recent wage settlements generally entailed increases of at least 
15 percent a year. The basic minimum wage was raised by 30 percent in 
January 1985. 

The authorities acknowledged that a stable nominal exchange rate 
could only be sustained if domestic cost inflation was held down. They 
felt that a reduction of the wage guidelines was feasible in the context 
of a program that focused on a stable exchange rate. They argued that 
improvements in productivity in the export sectors relative to 
competitors could permit wage increases throughout the economy somewhat 
higher than abroad without weakening Jamaica’s international competi- 
tiveness. To buttress their economic program, in February 1987 the 
Government enacted guidelines limiting pay increases in collective 
contracts signed after January 1, 1987 to 10 percent a year; the limit 
applies to pay inclusive of wages and fringe benefits. Exceptions would 
only be allowed where offers had already been tabled by employers in 
accordance with the previous guidelines. 

4. Structural reform9 

In 1986 the Government introduced the first stage of a compre- 
hensive tax reform by modifying the personal income tax. A reform of 
the corporate income tax was announced in January 1987, which changed 
provisions for loss carry forward in order to replace existing special 
incentive legislation, and reduced the tax rate to 33 l/3 percent, in 
line with the personal income tax rate. In future years, the authori- 
ties plan to introduce a General Consumption Tax of the value-added 
type, which would incorporate and replace most existing domestic 
consumption and excise taxes, and broaden the tax base. 
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Certain reforms to import taxes are about to be introduced as the 
first stage of a reform process aimed 8t simplifying the import tariff 
system, reducing exemptions and preferences in favor of specified 
sectors, and introducing three or four basic tariff rates which would 
apply in conjunction with the CARICOM external tariff (whichever is 
higher) pending agreement in CARICOM on 8 lowering of tariff rates. 
Presently, about two thirds of imports enter free of duty, while duties 
on other imports are extremely high. The reforms will reduce the number 
of categories of exemptions, affecting about 13 percent of imports, 
lower the maximum tariff to 68 percent, and introduce minimum tariffs on 
all items except basic foods and drugs. At the same time, as already 
noted, a rebate has been introduced for manufactured exports, which will 
be superseded in future by the General Consumption Tax. These reforms 
are being supported by a World Bank Sector Adjustment Loan. 

The authorities’ program includes a plan to reduce exchange 
control9, starting with the remaining controls on current transactions. 
This will include delegation to commercial banks of exchange control 
authority for 811 current transactions, including for service payments 
such as interest and dividends, by mid-1987. The authorities recently 
increased the basic exchange allowance for tourist travel to US$lSO from 
US$56 per person per year, and it is planned to replace the general 
prohibition on remittances of income from emigrants’ property, 
remittances for family maintenance and cash gifts with reasonable 
allowances. 

5. Performance criteria, consultation provision, 8nd review clauses 

The following performance criteria would apply during the program 
period: 

a. Quarterly ceilings on the overall public sector borrowing 
requirement, adjustable downward (upward) for shortfalls (excesses) 
from projected disbursement9 of project-related foreign loans. The 
maximum allowable upward adjustment is US$lO million. 

b. Quarterly ceilings on the borrowing requirement of the combined 
Central Government and Bank of Jamaica, adjustable downward 
(upward) for shortfalls (excesses) from projected disbursements of 
project-related foreign loans. The maximum allowable upward 
adjustment is US$lO million. 

c. Quarterly ceilings on the change in the stock of medium- and 
long-term official foreign debt (apart from project loans) with a 
subceiling on gross disbursements of one-five years’ maturity. The 
ceilings on the change in the stock of debt exceed programmed 
amounts by US$20 million; however, any excess over programmed 
amounts up to the limit of US$20 million will necessitate an 
equivalent upward adjustment in the target on net international 
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reserves and downward adjustment in the ceiling on net domestic 
assets of the Bank of Jamaica. 

d. Quarterly ceilings on the net domestic asset9 of the Bank of 
Jamaica. 

e. Quarterly targets for net international reserves with external 
payment9 arrears, which 8re to be eliminated by March 1987, 
included a9 reserve liabilities. 

f. A limit of US$25 million on the increase in the stock of 
short-term external public debt, including net use of trade and 
suppliers’ credits. 

g. Limit9 on the Bank of Jamaica net forward position in foreign 
exchange. 

A summary of the quantitative performance criteria is presented in 
Table 8. 

The program contain9 an explicit trigger mechanism for exchange 
rate action that is designed to prevent any significant further real 
appreciation of the Jamaica dollar over the medium term. Under this 
provision, if and when the real effective exchange rate has risen by 
more than 5.8 percent compared with the December 1986 level, the Jamaica 
dollar will be adjusted to restore the base level. Exchange rate action 
also would be triggered by underperformance in the balance of 
payments: the technical memorandum attached to the letter of intent 
note9 that if the program targets for net international reserve9 are not 
observed, Bank of Jamaica net retentions from the foreign exchange 
auction will be increased, and that it is expected that such action will 
result in a depreciation of the Jamaica dollar. 

Reviews of the program by July and October 1987 and January 1988 
are al90 performance criteria. Indicative target9 have been set for 
base money and for the net accumulation of government paper by the 
public entities. The program also contains the customary injunction 
against increases in restrictions in the trade and payment9 system. 

v. Staff Appraisal 

For a number of years the Jamaican economy suffered from the 
effects of large public sector deficits and inadequate incentives for 
exports. Balance of payments difficulties became acute a9 a result of 
the sharp decline of Jamaica’s bauxite industry and the rapid buildup of 
external debt. Disbursements of official loans have been declining 
while Jamaica’s debt servicing commitments (including those to the Fund) 
have risen. Although lower oil prices and interest rates have provided 
relief equivalent to around 5 percent of GDP in 1986187, the overall 
external situation leaves little room for relaxation of the adjustment 
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Table 8. Jamaica: 1986/87-1987/88 Stand-by Arrangement 
Quantitative Performance Criteria 

Mar. 
1987 

June Sept. Dec. 
1988 
Mar. 

(End of period, in millions of U.S. dollars) 

Net international reserves l/ -526 -463 -473 -466 -396 
Net exteral debt disburseme%s 2/ 88 101 103 108 140 
Gross disbursements of external- 

public debt of l-5 years 
&turity 21 133 171 208 251 293 

(In millions of U.S. dollars) 

Increase in the stock of short- 
term external public debt 21 25 25 25 25 25 

Stock of external payments 
arrears -- -- -- -- -- 

(End of period, in millions of hm8iC8 dollars) 

Net domestic assets of the 
Bank of Jamaica 4/ 

Overall public sec'for net 
financing requirement I/ 

Central Government net 
financing requirement z/ 

3,769 3,435 3,490 3,561 3,116 

940 997 1,306 1,320 1,464 

1,210 1,450 1,892 2,028 2,287 

Source: Technical Memorandum of Understanding. 

L/ Targets adjustable upward for any cumulative excess of net exter- 
nal debt disbursements over programmed amounts. 

2/ Refers to medium- and long-term debt excluding project loans by 
multilateral and other official development agencies and trade financing 
contracted by the private sector with a government guarantee. Figures 
refer to cumulative Change from March 31, 1986. Any excess in net 
disbursements over programmed amounts (which are US$20 million below 
these limits) is to be added to net international reserves. 

31 In relation to the end-December 1986 level. 
z/ Ceilings adjustable downward for any excess of net external debt 

disbursements over programmed amounts. 
I/ Cumulative change from March 31, 1986. Adjustable upward (down- 

ward) for any excesses (shortfalls) over programmed disbursements of 
project-related foreign inflows. Maximum upward adjustment is the 
Jamaica dollar equivalent of US$lO million. 



- 27 - 

effort. Moreover, the external financing gaps projected beyond the 
period of the proposed stand-by arrangement indicate a continuing need 
for.-:exceptional financing over the medium term. 

.- 

:“..A.n important correction to the value of the Jamaica dollar was made 
fro.@1983 to October 1985 under the exchange auction system,. However, 
in:>L4ovember 1985 the Government abandoned its floating rate policy, 
induceil an appreciation of the currency, and has subsequently intervened 
to ensure a stable nominal exchange rate. Through November 1986 the 
Jamaica dollar appreciated by about 12 percent in real effective terms 
relative to July-September 1985. Even so, it was still Some 30 percent 
lower in real effective terms than at the beginni-ng of the decade. 

While the authorities’ desire for a fixed exchange rate is 
understandable, Jamaica cannot afford to allow any significant further 
deterioration in its competitive position, without risking losing the 
momentum of change toward a more export-oriented economy. Because of 
difficult medium-term balence of payments outlook and the country’s poor 
growth record over the past lo-15 years, the staff places great 
importance on the authorities’ commitment not to allow the Jamaica 
dollar to appreciate by more than a limited margin in real terms from 
its current level, and to undertake corrective exchange rate action 
through increased retentions from the foreign exchange auction if needed 
to meet the program net international reserve targets. 

To give assurance that the balance of payments goals of the program 
will be met without unduly restricting private sector credit, it is 
important that the overall deficit of the public sector (including Bank 
of Jamaica losses) be reduced sharply. Achievement of the program 
targets requires utmost restraint on expenditure in all parts of the 
public sector. The authorities should also be ready to make adjustments 
of public sector prices and specific taxes as necessary to maintain the 
revenues of both the public entities and the Central Government in real 
terms. 

Domestic credit has been expanding unduly rapidly in recent months 
and immediate steps are needed to slow down its rate of growth. Bank of 
Jamaica open market operations should be used aggressively to curb the 
growth of credit and liquidity so as to reduce pressures on the balance 
of payments and prices. It is likely that interest rates on CDs and 
treasury bills will need to be maintained at least at current levels 
over the next six months. 

A firm wages policy is essential if the momentum of inflation is to 
be reduced and competitiveness maintained. It will be most important to 
ensure compliance with the newly promulgated wage guidelines, parti- 
cularly in the public sector. 

The maintenance of appropriate financial and exchange rate policies 
needs to be accompanied by an acceleration. of structural reforms 
designed to facilitate the transition to export-Led growth. The staff 
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I_ 

welcomes the steps that are:being. t,aken to reform the -t.ax system, and 
‘stresses the,importance of completing this process, including early 
‘implementation of a General ConsumptionTax, Potenti,ally important 
r.ef,orms also are under .way iti. the area of import. tariffs,. with the-- aim- 
of reduc.ing. exemptions land moving gradually toward a. relativel-y f;lat.. 
&cross-thetboard tariff. The staff.:also urges the-authorities .to move 
promptly .to’ reduce exchange controls,;- the:,delegation of ,exchange control 
authority :to commercCa1 banks will be a welcome first’ step. 

: The expo,rt rebate s,cheme introdukd with- ef feet.. from February 1, 
,19g7 resul.ts .in a mult’iple. currency ..pract-ice. Since this is expec.t&d to 
be :a t.emporary ,measur,e-.‘pending the’. introduction of :a -General Consumption 
Tax, the- staff reconnqends approval of the multiple.. currency, prac.t.ice 
.that is involved until March ,31, 1988 or the, completion of the next 
Article IV consultation, whichever comes -first. 

, It .is’ rdtomaended::that the next Article IV cpnsultation tak&:;.place 
on the -statidard ,12-month ,cycle. ‘. ... 1 .:,, ‘: 

._ ’ ,’ 
. 
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Proposed- .Decision 

The -following draft.:deci,iion is proposed: fbr adoption .by.‘:the 
Executive ,Board: 

:... 

,Article IV Consultation 

1. The Fund-takes this decision relating to Jam&ica’s exchange mea- 

sures subject to Article VI:II, Sections 2:.and- 3, in the light. of the’ 

1986Article IV consultsti,onwith Jamaica’,conducted. under ,Decision 
: 

-No. .!5392:(77/63); adopted.April 29, 1977 (Surveillance over Exchange; 

Rate Policies). 

2. ‘.&naica maintains multiple currency practices resulting from the 

-auction system and .from. an export rebate sch.&se, .as des.cribed.,in .’ 

RR3(.87/,27. Jamaica, also~maintains~ restrictions.-& payments ,and.:trans.:- 
I ,’ . 

,fers for current international ‘transactions: as..described in ESSi67.!27. 

These. include external ,payments arrears. which ,Jamaica intend’s tb- elimi- 

nate by March 3L, L987. The Fund encourages jamaica to eliminate.the 

multiple currency practices and remaining:exch&ge restrictions ‘and’ in 

.the meantime grants -approval for these practices until March 31,-X988: or 

the completion of the next.Article IV consultation, whichever is 

earlier. 

Stand-by Arrangement 

1. The Government of ,Jama‘ica has requested a stand-by arrangement:for 

the period from through- May 31, 1988 in an amount 

equivalent to SDR 85 million. 

2. The Fund approves the stand-by arrangement set forth in EBS/87/ 27. 

3. The Fund waives the limitation in Article V, Section 3(b)(iii). 
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Jamaica . . - Fund'...Relat,ions 
.,: i. L .:a,. _ _. ._. '. 

.I.. Membership status 
(a), Date of membershi$ .February’Pl, 1963. 
(b). Status: .ArticLk:VIII. 

: 
: (A) Financial Relktionk (es of*-December 31, ,:1986) 

II,,t:‘: General Department, : la), ; Quotaj..“s. SDR 145,5:.,I;niilii:.oii’.,- ‘. ’ . . 

(b) ” Total Fund holdings of ,Jama-ica doliars: 
.SDR 699..99 million or 481,09.percent.‘,of quota 

.,, . , 

Millions Ati PerceI'it 
of. SDRs .of, Quota--. 

.' ,.: 

Tot,al- ‘Fund credit 554.42: 
Of which: .Under’ tranche policy 469.70 

,Credit ,tranches - 84.. 80 
--Extended -facil$.ty 

:$-+iiry ~5fk3i%~Wes 

394;9;C 

Suppleisentaryfinancing 
.(lC7:.-35) 

(9jii2) 
Enlarged access resources (180.43) 

Under @F. 1 .. ,84.‘73 
--(d)-. .-Reserve, tranche. -.pos.ition.:. .. ,ISJone. ,, 

.,::, 

58,;3 : 
264 ;,5 
-(-73.;;8) 
‘( 66 ;‘t) 

(124,;6) 
.5812 

III. Current stand&by or extended arrangemerit and special faci;',Lities 
( ) Current,. stand-by: arrangement.: 
.(Bb) Stand+.by+and extended arrangeme:F:eduring -the last .ten:--year-s,: 

,Approved -Amount ,Am(iunt 
Amount Drawn Drawn 

-(.In, inil. (In mil. (In X o,f 
Type ,Date Duration of :‘SDRs) of: ,quota-);. quo ta ).- 

Stand-by 8111177 2 ,years ,64.0 19.2 25.9 
EFF 6109178 3 years 200.0. 
(augmented) 6/11179 259.7 155.0 20965 _, . 
EFF 4/13/81 3 years 477 . 7 402.8 362.; 9 
Stand-by 6/27/84 1 year 64.0 64.0 44.0 
Stand-by 7117185 21 months 115.0 41.6 28 :6 

(cl Special facilities during the last 5 year's: 

CFF 4/13/81 SDR 37.0 million 
CFF 8125182 SDR 19.4 million 
CFF 6/26/84 SDR 72.6 million 
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IV. 

v. 

VI. 

VII. 

VIII. 

IX. 

X. 

Mat&e al.kocation: SDR 40.61 million 
(b) Holdings: SDR- OiC-million (0.0 percent of net 

cumulative allocation) 

Administered Accounts 
(a) Trust Fund loans: None 
(bj SFF Subsidy Accounts: Payments by Fund 

AuguJt 10, 1982 SDR 4.67 million 
September 29, 1983 SDR 3.33 million 
July 20, 1984 SDR 3.07 -million 
July 24, 1985 SDR 2.70 million 
December 23, 1,986 SDR 1.51 million 

Tota. SDR 15.28 million 

Overdue Obligations to Fund 
Jamaica has frequently experienced difficulty in rema.ining 
current with the Fund within the past two years and has been 
overdue on payments for periods ranging from a few days to 
several months. Jamaica is at present current with its 
obligations to the Fund-. 

(B) Nonfinancial Relations 

Exchange Rate Arrangement 

In November 1983, Jamaica adopted a unified floating rate within 
an adjustable exchange rate band. An auction mechanism to 
determine rates was instituted in December 1983, modified in 
March and November 1984. Since November 1985, the exchange rate 
has been effectively fixed in terms of the U.SW dollar. 

Last Article IV Consultation 

March 1985, completed by the Executive Board on July 17, 1985 
(standard 12-month cycle). 

Technical Assistance 

CBD: (1) Two CBD advisors were assigned to the Bank of Jamaica 
from April 1983 to November 1984. (2) CBD experts visited 
Jamaica in 1986 to review proposed changes in central banking 
and banking legislation and to advise on possible improvements 
in the structure and operations of the Research Department of 
the Bank of Jamaica. 

Resident Representative 

Mr. Daniel Citrin was resident representative until January 3, 
1987. Mr. John Hill is scheduled to replace him in late 
February. 
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Jamaica: Financial Relations Wit.h the World Bank 
;,. 

(In millions oi, 0.S.. dolIars) 
..'..'. 

: '. 

: ,'. I hit~tanding.:as-of June- 30, 1986 
Undis- : .Gpay-. Net 

Disbursed. bursed : Total ments Outstanding 

-Agriculture. and forest-ry 
&ijic?tiin 
P+ilatJon.,.zjnd r&i- 

,developmiznt 
Transportation 
P&e r 
ut:i1itiq3 : .:,I 
Pkogfam I&& ", " 
Export Development Fund 
SAL 
Iiidustrial-:diivelopment 
Other 

: :. 
563.40 ~.9i.b1 635'.31 .. 106,.02. 

41.59. $1.'28 52.87 13.59 2'8.00 
'25.66 ?4?14 -'. 29.80. 12.21 13.45 

23.03 
59.94 
60.84. 
22.95 ',f 
30.00. 
64.40 

191.40 
15.90 
27?69 

." ,23;ti3 7.56 
27.34 
:9..78 

; ++.85 ; 
', -.m 

G 
:,14.qs 

87.28 18.68 
,,. 70.62 25'.,84' 
.'. ,?8.80 ." '. 5.8-5 

; .~3o;of) : .. 9.24 
64.40 7.30 

191.40 -- 
,,35.37 .' 1.86. 
41.74 3..89 

IFC ~fnvesttients 10.40 -- 10.40 2.45 - -.m 

N.et disbutisements (.jBRD); -9x.5,. ,' J&8 59.5 '. : 1.6' 60.5 
Dikbursemtints 99.2 49;6 75.1 23.7 95.9 
Repayments- 7.7 14.8 15.6 22.1 35.4 

457..38 

IS.47 
41.26 
35:;oo 
0.10 
20676 
57.10 . 

191..40 
14.04 
23.80 

7.95 

_. 

.  

I .  

Source: IBID. 

L/ World Bank fiscal year (July l-June 30). 
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Area-.and. population 
Area 
Population 
Annual rate of population increase 
Unemployment rate (1985) 

GDP (1985) 

GDP per capita (1985) 

Origin of GDP 
Agriculture 
Mining 
Manufacturing 
Construction 
Government 
Other services 

Ratios to GDP 
Exports of goods and nonfactor 

services 44.0 59.9 58.7 52.6 52.2 
Imports of goods and nonfactor 

services 50.4 65.5 61.6 50.3 49.3 
Current account of the balance of 

payments -9.2 
Central government revenues 23.7 
Central government expenditures 38.3 
General Government savings 1/ -6.9 
General Government overall surplus 

or deficit (-) L/ -15.5 
External public debt (end of year) 91.1 
Gross national savings 13.5 
Gross domestic investment 22.7 
Money and quasi-money (end of year) 40.7 
Change - Money and quasi-money 8.2 

1983184 

8.1 
6.4 

15.8 
6.2 

18.7 
44.8 

Annual changes in selected indicators 
Real GDP 1.7 
GDP at current prices 
Domestic expenditures 

(at current prices) 
Investment 
Consumption 

23.3 

18.4 
31.8 
15.2 

-1.4 
30.1 

-4.0 
21.9 

2.2 
20.2 

1.1 
9.1 

29.0 18.9 14.1 8.3 
37.3 21.8 10.4 1.4 
26.8 18.0 15.2 10.3 

GDP deflator 21.3 31.9 26.9 17.6 7.9 
Consumer prices (annual averages) 14.7 29.7 24.1 12.5 9.6 

Central government revenues 5.8 51.1 20.8 31.9 6.4 
Central government expenditures 15.3 12.5 17.7 22.2 4.1 

Liabilities to private sector L/ 
Money 21 
Quasi-money 21 

Net domestic assets of the 
financial system 2/ 
Credit to public sector l/2/ 

Credit to private sector -- 

25.4 
4.0 

16.7 

42.3 
46.0 
28.4 

19.0 27.1 17.7 10.0 
4.6 8.3 4.3 2.5 

11.4 17.6 11.2 6.5 

-9.7 
-7.1 

5.7 

22.2 
13.5 
13.7 

8.2 
-0.5 
13.2 

-1.7 
-6.7 
10.0 

Merchandise exports (in U.S. 
dollars) 

Nerchandfse imports (ln U.S. 
dollars) 

-1.7 

-10.1 

-6.7 -19.9 3.6 13.4 

-2.3 -16.0 -0.1 1.8 

2.2 million 
1.1 percent 

25.0 percent 

SDR 1,996 million 
US$2,026 million 

SDR 1,055 

Rev. Pron. Pron. 
1984185 1985186 1986187 1987fg8 

(percent) 
8.7 8.9 
5.7 5.1 

15.4 16.3 
5.7 5.3 

19.0 18.0 
45.5 46.4 

8.9 
5.0 

16.3 
5.3 

18.1 
46.4 

8.9 
5.0 

16.3 
5.3 

18.0 
46.5 

1 

-11.2 -11.7 -4.7’ -3.8 
27.5 27.3 29.9 a 29.2 
33.1 32.0 32.5 31.0 
-4.1 -4.0 0.4 1.8 

-9.8 -10.3 -7.1 -4.5 
.36.2 160.7 133.3 124.6 
12.8 12.3 17.3 16.7 
24.0 24.0 22.0 20.5 
36.8 39.0 37.9 38.2 
4.8 8.8 5.5 3.5 
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Rev. 

Central-.‘government ‘.f inances’ 
1983/84 1984185.. 1985f 86 .198pt;;88;. .i$,‘;;,“, 

: .., (millions,.. of. Jamaica dollars). 
- -: Revenues 1;794;7 2,71-1.-O- 3,274.4 4;317.5. ,-‘4.,‘604.2 

Expenditures 2,902.l 3,265.l 3,854.8 4,697.0 4,898.0 
Current account surplus 

or deficit (-) -603.1 -114.9. 13.7 I,._ 556.5 .’ 578.2 
Overall:s.urplus or. deficit (-) -1,107.4- -554;‘l -569.4 -379 :5 -29.3 .8 
External ;financing (net) -410.6 1,047~.0:~ 546.5. 568.. 7 ,‘596.8 
Domestic’ finanbing (.net) 696 :8 -492.9. 22.9 -189.2 -303.0 

Balance of payments, (millions of -U.S.. dollars)- ‘. 
Mewhandise 721.8 exports. 67t3.3. 5-39.5. 558.7.. 633.3 

‘:Me&handise imports l-,25&7 1,2,21.4 1,025.8.x. 1,024.8’ &,104.5 
Inves’tment income (net) -237’.6 -273.8 -339.7 -361.0 -371.6 
Other ;serviCes and:transfers. (net) 484.1 569.1 578 .,5 703.9 733.1 

Balance. on current account ‘-282 ;4 -252.8 -247.5 -123.2 i109.7 

Official ‘capital +%5...6 
: 

32 :2- -.5.0, -136.6,. -95.9 
Private capital, including errors 

arid omissions -231.2 182.7 ‘94.4 54.7 ‘. 76.6 

.BaSiyk.balance -559r2’ -37.9 -158.1 -205 .l, -129.0. 

‘Debt .Re-scheduling 1ll.C 535.i’. 231;8. 295.1 259.0 
Changes in- reserves 306.0 -265.7 -59.2 A90.0. -13o;o 
Chariges ltt arrears, ,n. i .e. 142.2 -231.5 -14.5 --! 
Other?exceptional.:;f.inanciqg -- -- .-- j -- 

International’reserve position (miilions of U.S. .dollars) Central Bank (gross) 65.0 ,,_ 191.6 201.8 154.6 168 5 

Central Bank (net) -839.. 3 -555.2 -615:8 k525.8 395:8 

11. -.Inbludes Bank of Jamaica lossesi 
T/ -As -a percent .of liabi-lities to the, private sector at .the beginning of 

thy period. 
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Jamaica.:, S.wmar-y of StandlBy .Program 

The .progtam’s, basic objective is to continue the adjustmen-t and 
restructur.ing efrforts so asto, ac,hieve susta,i-ned growth, a lower ra-te of 
inflat,ion,. and be%ante of payments viability in the medium term. The 
program emphasizes the need. to contain public expenditur.e, reduce the 
public sector deficit, curb the rate of growth of money and credit, 
rest.rain increases in pay, and maintain internationa.1 competit&eness. 

1: Principal targets and, ,assumpt-ions 

Actual 
imm 

Progrgm 
r986’[87. 1987188 

Gutput and prices 
Real GDP 

(Percent increase _,,, from-, prev,io.us. year-) 

-4 .,o 
GDP def:l-at.or 26.. 9 
Consumer prices (average) 24...l 
Consumer prices (end-period) 19 ..8 

(In .percent 1 

External sector 
Current Xtitiount deficit (,ratio to GDP”) 1-l .7 
Gross debt service (ratio t,o exports 

o.f goo’ds and servi.ces) 64.7 
Debt service after rescheduling 46.. 6 
External debt (end-period, ratio to GDP) 161.0 

(In millions. of U.S. dollars) 

Overall balance of payment-s sur.plus 73.7 

(In percent of GDP) 

Public sector finances 
Overall balance (including 

Bank of Jamaica) l/ 
Central Government balance 

Central Government current 
account balance 

Bank of Jamaica balance 
Rest of public sector balance 

-13.0 -6.1 -3.0 
-4.7 -2.6 -1.8 

1.1 
-7.1 
-1.2 

2.2 1.1 
17.6 7.9 
12..5 9,.6 
11.3 7.0 

4.7 

72.1 
50.7 

l-33i5 

90.0 

3.8 

66.4 
48i9 

124..8 

130,.-o 

3.9 4.0 
-5.4 -4.7 

1.9 3.5 
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Actual 
1985/86 

Program 
1986187 1987f 88 

(Percent increase) 
Money and credit 
Base money 18.9 
Broad money 20.0 
Net domestic assets of the 

Bank of Jamaica l/ -3.1 
Net domestic assets of banking 

system l/ 22.2 
Net credit expansion to overall 

public sector A/ 13.5 
,Credit expansion to private sector 13.7 

17.2 9.8 
17.0 10.0 

-6.4 -10.5 

8.2 -1.7 

-0.5 -6.7 
13.2 10.0 

l/ In relation to banking system liabilities to private sector at 
beginning of period. 

2. Fiscal policy 

Both the overall public sector borrowing requirement and the 
combined borrowing requirementa of the Central Government and Bank of 
Jamaica are subject to quarterly limits during the program period. The 
limits in both cases are adjustable for deviations from projected 
disbursements of project-related official capital flows, with a ceiling 
of the equivalent of US$lO million on the allowable upward adjustment. 

a. Expenditure 

While the expected reduction in the overall public sector deficit 
in 1986/87 largely reflects the benefits derived from the decline in 
international oil prices, the further reduction in the deficit 
programmed for 1987/88 relies mainly on expenditure restraint. Overall 
expenditure by the Central Government is to increase by no more than 
4.3 percent from 1986/87 to 1987/88. This excludes a contingent 
expenditure margin of J$46 million (0.3 percent of GDP) which may be 
approved following completion of the second program review, if 
equivalent improvements have materialized from efforts to improve tax 
compliance. 

Capital expenditure by the overall public sector in 1987188 is to 
be held to the same nominal level as in 1986/87, representing a 
reduction in real terms of about 6 percent. In addition to the cut in 
the central government capital budget, this will require a halt in 
expenditure on a range of domestically financed capital projects by 
public entities, so that foreign-financed projects may proceed. 
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.,A.. _’ 

. . . . . . . . . . I . . y:.-: ..,. 
I. .I .I 

,,,::: 

,‘~$S~~$,fee &$,e. be&~~-.;tal&n -,t,b,.::redutie .-,the, c+pitai . . exp&%cures .of the-.. ;k’{. 
‘.’ ‘:N@ional Housing .Trust , the.’ Urban -D,eveloPing. Corpora’ti6n, and!.Air ’ .y;,._ 
,:.Ja’maica, by’s total of. J$84 million .(0.5 percent of-GDP), compared. t& 

.. ,.;:J:g&;/87. .In -addition, the, .$ugar In,&s.try .Aut,horityY..is to. reduce ;~??.;:.~.: 
-,‘;‘~$$~$i$stic s~ending~.,by:J$59~~iillion. (‘&4 percent:’ of GOP), and the Jamai:ca...;. 
‘I ‘. .C.$imodity .Trading’Company-y,has restructured ‘subsidies .on certain ::2 .- .,.: -51’. . . 

;p$ducts, Fobtaining a saving of J$33. million (0.2 pe-rcent of GDP).‘::.,..:::: 
. . ,. : ; . . -.. ..L .-..:, i, ,, ,: ” 

,’ 
J.;. ‘;I 9:; b k,, :~-{~:,:Revenu~ 

: ;- : : 
A number of measures.announce,d.in early 1987 are expected to 

ikrease revenues -by J$106 million ,(0,.7 perc,ent of. GDP) in 1987./88. . .‘. 
-Tl@e. compr.i~.se~ in&eases .-in-. specif ic:j.sfa’mp .d$ies :on~‘ce’rtain, domestic-: 
-!f~i~~ncial;‘t.~ansattiiiils, increases .‘.in ::telephone’, charge’s,; and increase& in 
,bid$iness, iicense .fees. 

’ 
;‘- .F,urthir~ ‘rel.?~rn;~,~-of-.~he: trad,e:Yr&gime ‘also. have:-bYeen.,anqounced til$ch .-, ; :: -‘, 

.&eez .ei@ecte& :to .hij&&,:‘a. poS$is+& fiet:;-;‘:f’f&t: ‘Gh &+en~~~~.~ &o&ting.jo;,.. ,) 

2$31- million’ (0.2 -percent’ .of GDP)‘.‘in.:1987/88... These ‘reformssentail i a’. 
reduction in tariff: exemptions, together with.a lowering of the maxisium- 

.tariff rate’ and- a -r,educt,ion: in stamp. duties on. certain capital goods’:;: 
-;.,%,: : : ’ . . ,, : J .. . ,, ., .. -. :.. . . 

Polld&ng the reform& personal’ income taxation. in 1986,, there:;. 
-w.ill be,a reduction. in the, e.ffectiv& rate of’.corporate income tax from 
‘.&$ercent <to 33.1/3 percent- in 1987.,.--. The ,expected ,revenue .loss fr.o& 
:t&i,s,:. m&~~~~ ~-is J$a2 :milii& (0; 5 : tikr,cent of’-‘: GDP)... 

The:introduction of a- General:-Consumption Tax.has. been postponed: 
pend,ing .fqther study of &he ‘effecFb_,of t!ie: trade re’forms. k@anwliil&; .a. 
.,lrVbate..gpir~~~kleiit-;:rt~ .7 .5..-pe~,cent.,‘~f;j,~xpdrt ;vilt& has$been -introduce’dl. I< 
: f ,r.om’ February 1, -, <19&T. fbf. &x$or<i:Ibf: ,&nufactbred. iotids’ to. nofi-Cfif&,. 

cduntries; with certain exemptions. -The cost of ,this.scheme-in 198ij.88 
is expected to be. J$34 million (0.2 percent of GDP).. 

- 

.FoQP.~~ing,.the...~artial~:eale ifi-“$.g86/87-.ijf the~‘~&@;r~ent’g -3hat&‘&,;.i:fi- 
ttie:‘National- Commercial Bank (NCB), the remaining 49, percent will be-- 
sold -in 1987188, b ringing-in capital revenue of J$150 million 
(i.;-0 perceht of GDP). The,rprivatiiation of--;NCB is’ pair-t of, a continuing 
process’ of-divestment of- a-number .of,,state:,enterprises.. 

3. Pay- and prices 

a. .Eay 

The Government has established a norm limiting increase in pay’in 
the public and private sectors to no more than 10 percent a year for 
contracts signed after January 1, 1987 6 exemptionsi-lbeing grant’ed onLy 
where negotiation of contracts was far advanced prior to that date. 
This replaces the former pay guideline of 15 percent. 
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b. Prices 

Public sector prices- will be adjusted. as neces’sary to offset 
increaseg Lin cost3, 3q as to ensure.. the ach,ievement. of the -public 
3ector’s ,financial targets. In January i98.7, price. cant rol s were 
imposed on fertilisers, animal feed, herbicides/pesticides, certain 
medicine3 and school books. The,acope of price controls will not be 
further increased during the program period. 

4. Monetary policy 

ai Targets 

The,net domestic assets (NDA) of the Bank of Jamaica will be 
subject to-quarterly limits ; these will be adjusted downward3 for any 
cumulative excess of net external debt disbursements within the limit3 
ref.erred -to: in (5b) below. The program Ialso includes indicative targets 
for.the growth of base money which are based on assumptions about the 
growth of the.public’s demand for liquid assets. It is,expected.that 
the:-NDA: of the .banking sy,stem wil.1..grow--by no more than around 8 .percent 
in 1986/87.ard decline by.about 2 percent in 1987/88, in relation to 
banking system liabilities to the private sector at the beginning of the 
period. After allowing, for the programmed financing of the public 
sector. by: the banking. system, bankcredit to the,private ,eector is 
targeted to increase by 13.perc’ent in 1986187 and 10 -percent in 1981188. 

b. Instruments 

The targets for the monetary and credit aggregates- will be achieved 
mainly through open market operations in public sector debt 
instruments. The Bank of Jamaica will sell CDs in> amounts necessary to 
meet the program’s indicative quarterly target3 on base money. Also, in 
order to facilitate the management of credit and liquidity, the 
Government has raised the ceiling on the outstanding issue of Treasury 
Bills from J$l.O billion to J$l.S billion, and will increase the issue 
of longer-term variable rate bonds as necessary. The program implies a 
reduction in the growth rates of credit and liquidity which may require 
interest rates to rise; in any event, the minimum savings deposit rate 
and the rate on Bank of Jamaica CDs will not be reduced from their 
current levels of 15 percent and 18 percent respectiveLy, at 1eas.t until 
the program review of July 1987. 

In order to hasten the narrowing of spreads between banks’ deposit 
and lending rates, the authorities will accelerate the program of 
financial reform which aims to eliminate by March 1988 the liquid assets 
requirements applying to banks and other financial institutions and to 
increase the remuneration of comercial banks’ reserve assets. 
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5. External sector policies 

a. International reserve3 

Quarterly target3 have been set for the accumulation of net 
international reserve3 (NIR) by the Bank of Jamaica. These target3 are 
subject to upward adjustment for up to US$20 million over the programmed 
net external debt disbursements referred to in (5b) below. 

Official and private external payments arrears will be cleared by 
end-March 1987. Thereafter, no external payment3 arrears will be 
incurred. 

b. Debt 

The program places ceilings on net disbursements of medium- and 
long-term external loans to the public sector excluding project 
financing, with sub-ceilings on gross disbursements of loan3 with 
original maturities of l-5 years. There is also a limit of US$25 
million on the net use of short-term credit by the public sector. The 
NDA and NIR targets are based on projected net disbursements of medium- 
and long-term external debt (excluding project-related disbursements) 
that are US$20 million less than the ceilings on such disbursements at 
each test date. If the disbursements of such debt exceed the projected 
level at any test date within this margin , adjustment3 will be required 
in the targets for the NDA and NIR of the Bank of Jamaica (4a and 5a 
above 1. 

C. Exchange rate 

The program incorporates two trigger mechanism3 for exchange rate 
action: 

(i) if any NIR target is not observed, the Bank of Jamaica will 
decrease the supply of foreign exchange at the auction as necessary, 
which would tend to lead to a depreciation of the Jamaica dollar; and 

(ii) whenever Jamaica’s real effective exchange rate index rises 
by more than 5.8 percent from the base level of December 1986, the 
domestic currency will be depreciated so as to restore that base level. 

d. Exchange controls 

(i) The basic allowance for non-business travel abroad has been 
raised from US$56 to US$lSO per person per year, with effect from 
January 15, 1987. 

(ii) From April 1, 1987, remittances of income from emigrants’ 
property, remittance3 for family maintenance, and cash gifts will no 
longer require specific approval up to certain Limits. 
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(iii) The administration of exchange’ control authority for all 
current transactions is being delegated to the commercial banks; this 
will be conipleted by end-June. 
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Jamaica--Stand-By Arrangement 

ATTACHMENT IV 

CAttached hereto is a letter, with annexed Technical Memorandum of 
Understanding, dated December 31, 1986, and amended on January 17, 1987, 
from.,the, Prime Minister and Minister of Finance,and the-Governor of the 
Bank..+ .Jamaica requesting.:a stand-by arrangement and. setting forth the 
objectives, policies, and measures that the authorities of-Jamaica 
intend to pursue for the period of.this stand-by arrangement, and under- 
standings,of Jamaica with the Fund regard,ing reviews that will be made 
of .p.rogress in realizing the objectives of the program and of the poli- 
cies and measures that the authorities of Jamaica will pursue for the 
period of this stand-by arrangement. 

To support these objectives and policies the International Monetary 
Fund grants th’s stand-by arrangement in accordance with the following 
provisions: 

1. For the period from 1.987 to May 31, 1988 Jamaica will 
have the right to make purchases from the Fund in an amount equivalent 
to SDR 85 million, subject to paragraphs 2, 3, 4, 5, and 6 below, with- 
out further review by the Fund. 

2. (a) Purchases under this stand-by arrangement shall not, 
without the consent of the Fund, exceed the equivalent of SDR 10 million 
until Hay 20, 1987, the equivalent o f SDR 25 million until August 20, 
1987, the equivalent of SDR 40 million until November 20, 1987, the 
equivalent of SDR 55 million until February 20, 1988, and the equivalent 
of SDR 70 million until May 20, 1988. 

(b) None of the limits in (a) above shall apply to a purchase 
under this stand-by arrangement that would not increase the Fund’s 
holdings of Jamaica’s currency in the credit tranches beyond 25 percent 
of quota or increase the Fund’s holdings of that currency resulting from 
purchases of borrowed resources beyond 12.5 percent of quota. 

3. Purchases under this stand-by arrangement shall be made from 
ordinary and borrowed resources in the ratio of 1 to 2, provided that 
any modification by the Fund of the proportions of ordinary and borroised 
resources shall apply to amounts that may be purchased after the date of 
modification. 

4. Jamaica will not make purchases under this stand-by arrange- 
ment that would increase the Fund’s holdings of Jamaica’s currency in 
the credit tranches beyond 25 percent of quota or increase the.Fund’s 
holdings of that currency resulting from purchases of borrowed resources 
beyond 12.5 percent of quota: 

(a) during any period in which 

(i) the limit on the public sector financing require- 
ment described in paragraph 2 of the Technical Memorandum of Understand- 
ing annexed to the attached letter, or 
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(ii) the limit on the financing requirement of the 
Central Government as described in paragraph 3 of the Technical 
Memorandum of Understanding annexed to the attached letter, or 

(iii) the limit on net domestic assets of the Bank of 
Jamaica as described in paragraph 4 of the Technical Memorandum of 
Understanding annexed to the attached letter, or 

(iv) the target for the net international reserves as 
described in paragraph 5 of the Technical Memorandum of Understanding 
annexed to the attached letter, 

is not observed; or 

(b) if 

(i) the limit on external payments arrears as des- 
cribed in paragraph 5 of the Technical Memorandum of Understanding 
annexed to the attached letter, or 

(ii) the limits on the forward position and commitments 
of the Bank of Jamaica or any subsidiary described in paragraph 6 of the 
Technical Memorandum of Understanding annexed to the attached letter, or 

(iii) the limits on the medium- and long-term external 
debt of the public sector and the gross disbursements of external debt 
of the public sector described in paragraph 7 of the Technical 
Memorandum of Understanding annexed to the attached letter, or 

(iv) the limit on short-term external debt of the 
public sector as described in paragraph 8 of the Technical Memorandum of 
Understanding annexed to the attached letter, 

are not observed; or 

(cl if Jamaica fails to implement the understandings on 
exchange rate measures as contemplated in paragraphs 9 and 10 of the 
attached Technical Memorandum of Understanding; or 

(d) during any period after July 31, 1987, October 31, 1987, 
and January 31, 1988, until the reviews referred to in paragraph 14 of 
the attached letter have been completed and any understandings on per- 
formance criteria deemed by the Fund to be necessary have been reached 
between the Fund and Jamaica, or after such understandings have been 
reached, while they are not being observed, or 

(e) during the entire period of this stand-by arrangement if 
Jamaica 

(i) imposes new or intensifies existing restrictions on 
payments and transfers for current international transactions, or 
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(ii) introduces multiple currency practices, or 

(iii) concludes bilateral payments agreements which are 
inconsistent with Article VIII, or 

(iv) imposes new or intensifies existing import restrict- 
ions for balance of payments reasons. 

When Jamaica is prevented’from purchasing under this stand-by 
arrangement because of this paragraph 4, purchases will be resumed only 
after consultation has taken place between the Fund and Jamaica and 
understandings have been reached regarding the circumstances in which 
such purchases can be. resumed. 

5. Jamaica will not make purchases under this stand-by arrange- 
ment during any period of the, arrangement in which Jamaica has an over- 
due financial obligation to the Fund or is failing to ,meet a repurchase 
expectation pursuant to the Guidelines on Corrective Action in respect 
of a noncomplying purchase. 

6. Jamaica’s right to engage in the transactions covered by this 
stand-by arrangement can be suspended only with respect to requests 
received by the Fund aster (a3 a formal ineligibility, or (b) a decision 
of the Executive Board to suspend transactions,, either generally or in 
order to consider a proposal , made by an Executive Director or the 
Managing Director, formally to suppress, or to limit the eligibility of 
Jamaica. When notice of a decision of formal ineligibility or of a 
decision to consider a proposal is given pursuant to this paragraph 6, 
purchases under this arrangement will be resumed. only after consultation 
has taken place between the Fund -and Jamaica and understandings have 
been reached regarding the circumstances in which such purchases can be 
resumed. 

7. Purchases under this stand-by arrangement shall be made in the 
currencies of other members selected in accordance with the policies and 
procedures of the Fund, and may be made in SDRs if, on the request of 
Jamaica, the Fund agrees to provide them at the time of the purchase. 

8. The value date for purchases under this stand-by arrangement 
involving borrowed te#ource# will be determined in accordance with Rule 
G-4 (b) of the Fund’s Rules and Regulations. Jamaica will consult the 
Fund on the timing of purchases involving borrowed resources in accor- 
dance with Rule C-4(d). 

9. Jamaica shall pay a charge for this stand-by arrangement in 
accordance with the decisions of the Fund. 

10. (a) Jamaica shall repurchase the outstanding amount of its 
currency that results from a purchase under this stand-by arrangement in 
accordance with the provisions of the Articles of Agreement and deci- 
sions of the Fund, including those relating to repurchases as Jamaica’s 
balance of payments and reserve position improves. 
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(b) Any reductions-in Jamaica’s currency held by the Fund 
tihsll reduce the amounts subject to repurchase under (a) ,above in accor- 
dance- with- the ,@rinciples .applied -by. {the Fund, ,for this purpose at t,he 
time of the reduction. 

(c) The value :date of ,a repurchase: in-respect of a purchase 
finagccd with borrowed. ~resources under this stand&by ,arrangement will be 
normelly -either the 6th day or the 22nd day- of thcmonth, or the next 
business day.if the selected ‘day is,not a business day, provided that 
repurchase will be completed not later than seven years from.the date of 
pu*chaqe. 

11. During the pdriod of the,,stand-by arrangement-- Jamaica ,shall 
rem&t in clore consultation with the,-Fund. These consultations may 
include correspondence and visits df officials of the Fund to Jamsica or 
of representatives of Jamaica to the< Fund. Jamaica shall .provide the 
F@;. through::r,eportsat intervala ,-Or dates requested by the Fund ,.. ,wi:th 
.sukh;-informkidn :ati’ the ~&nd’ ~request’s in connYStion with the progr,ess: of 
Jamaica in achieving,the- objectives- and policies set forth in the 
l t+ched letter and annexed technical memorandum of understanding. 

12. In l ccordanca.with paragraph 14 of -!he attached letter. Jamaica 
wiW <consult. :the,-Fund ,oti- the adoption .of any msasurcr that may bes-appro- 
prhtb at .the .initiative+of -the Goirhnment or: ir&ega)ver. :the klanaginc. 
Ditiiiitdr rcquert’i consultation because l qy-of- the criteria in paragraph 
4.ibove have -not been observed or’because he considers that consultation 
onthe program is desirable. In addition, after the period of the 
l rhhgem&nt and. while Jam#ica has outstanding- purchases Jin the upper 
cre”;i:lt tranehes, the Government will-consult~withthe Fund from time: to 
ti&$i at the initiative of ,the- Government or at-the. request of the. 
Unaging Director, concerning Jamaica’s balance .of payments policies-. 



- 4s - ANNEX1 

December 31, 1986 
(Amended January 17, 1987) 

Mr. Jacques de Larosike 
Hanaaing Director 
International Monetary Fund 
700 19th Street, I.W. 
Washington, D.C. 20431 

Dear Mr. de Larosiker 

1. - The Government of Jamaica hereby requests from the International 
Monetary Fund a lS-month Stand-by Arrangement, in the amount of SDR 85 
million, in support of its financial prograsmss covering the period 
January 1, 1987 to Harch 31, 1988. The Government is also requesting a 
purchase under the Compensatory Financing Facility of the Fund. 

2. Jamaica’s adjustment efforts in recent years have concentrated on 
char&ng relative pricer and implementing structural reform so as to 
favour export-led growth while, at the same time, seeking to reduce the 
public rector deficit. The unification of the official and parallel 
forei- uchange markets in November 1983, and the introduction of the 
auction market in foreign exchenge, was followed by a rapid depreciation 
of t& Jamaican dollar. In 1984/85, the average level of the real 
effictive uchange rate was 28 percent lower than in the previous year; 
and a further 8 percent real depreciation occurred in 1985186. The 
overall public sector deficit excluding pass-througha was reduced from 
18 l/2 percent of GDP in 1983/84 to about 13 percent of GDP in 1985/86. 
This was achieved in large part through the containment of current and 
capital expenditure, and significant revenue raising efforts to offset 
declining bauxite sector revenues and rising interest payments. 

3. In July 1985, the International Honetary Fund approved a 22-month 
Stand-by. Arrangement in support of a prograsxse aimed at a continued 
movement of the Jamaican economy toward a viable medium-term balance of 
payments position. The decline in tourist arrivals that took place 
during the first half of 1985 and the closure of the Alpart alumina 
plant in August added to pressures on the exchange rate. During the 
period September-October 1985, the Jamaican dollar began to depreciate 
very rapidly which, in turn, would have led to steep increases in 
domestic prices. To prevent a recurrence of social unrest that would 
have resulted from such increases, the Government decided to stabilise 
the Jamaican dollar at around the level of JS5.50 =: US$l.OO and to 
support this step by a further tightening of monetary and fiscal 
policies. The rate of inflation declined from 31 percent in 1984/85 to 
19 percent’in 1985/86 but real GDP declined by 4 percent and 
unemployment remained at a high level. 

4. It was not possible to observe the revised programme balance of 
payments targets for March 1986, due primarily to lower than programmed 
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loan inflows. The Covernmant therefore decided to cancel the second 
year of the 22-month Stand-by Arrangement and began negotiations for a 
new arrangament which would place greater emphasis on achieving sta- 
bility in the exchange rate and prices. The programsa of the Government 
of Jamaica, which is described in the following paragraphs, seeks to 
achieve further progress toward viability in the balance of payments 
over the medium term, while at the same time encouraging growth and 
promoting greater price stability. 

5. Monetary and fiscal policier have barn drawn up so as to contain 
aggregate demand to levels consistent with the targetted reserve accumu- 
lation, with planned levels of net foreign borrowing, and with domestic 
inflation of 13 percent and 7 percent, respectively, in 1986187 and 
1987/88. 

6. In the area of monetary policy, the Bank of Jamaica will aim to 
manage domestic credit to secure achievement of balance of payments 
objectives and a forecasted growth in broad money of 17 percent in 
1986187 and 10 percent in 1987188. The Government has increased the 
ceiling on the outstanding issue of Treasury Bills to Jsl.5 billion and 
will iacrease the issue of variable rate longer-term bonds so as to 
provide alternative instrumaats to tha Government to maet itr borrowing 
needs and to the Bank of Jamaica for managing liquidity. The ceiling on 
the Traasury Bill issue will be adjusted from time to tima to meat the 
Covarnment’a loan programe naads. The Bank of Jamaica will at least 
maintain interest rates on CDs and savings deposits at 18 percent and 
15 percent, terpectively, until compliance with the prograssse’s fiscal 
and balance of payrsants targets for the first quarter of 1987/88 has 
been verified. Interest rate policy will be subject to review in the 
light of fiscal and balance of payments developments. In order to 
reduce distortions in the structure of interest rates, the Bank of 
Jamaica has decided to accelerate its progr- of financial reform, 
which aims to eliminate the liquid assets ratio by March 1988, and 
envisages changes in the cash reserve ratio applied to different 
categories of deposits. It is expected that understandings on these 
modifications will be reached in the first prograssse review. 

7. It is recognised that in order to attain a viable external posi- 
tion, a sustained reduction in the public sector deficit is needed over 
the medium term. During the prograssse period, the overall public sector 
borrowing requirement (including central government, public entities, 
and Bank of Jamaica losses) is targetted to decline to 6.4 percent of 
GDP in 1986/87 and to 3.3 percent of GDP in 1987/88. Expenditure 
restraint will help significantly to achieve these targets as the growth 
of central government overall expenditure in 1987/88 is to be limited to 
4.3 percent compared with the revised estimates for 1986/87. This 
excludes a contingent expenditure margin of J$46 million which will be 
approved, subject to improvements in tax compliance: release of these 
funds will not be authorized before the October programme review has 

- 



- 47 - ANNEX I 

been completed. The following measures have been taken affecting public 
entities’ expenditures for 1987188, as compared with the revised esti- 
mates for 1986187. 

a. The National Housing Trust (MIT) will scale down its net 
lending operations through other financial institutions by an amount 
approximately equivalent to J$30 million. 

b. The comPercia1 building activities of the Urban Development 
Corporation (UDC) will be reduced by approximately J$32 million. 

C* The Jamaican Coarmodity Trading Company has restructured sub- 
sidies on powdered milk and will discontinue domestic processing of 
soybean meal, obtaining an overall saving of JQ33 million. 

d. Air Jamaica will reduce its investment in transportation 
equipment by an amount equivalent to J$22 million. 

On the revenue side, emphasis will be placed on continued implemen- 
tation of the Tax and Tariff reform programsea. As part of the trade 
reforms, no new applications for import duty incentives will be accepted 
after December 31, 1986 under the Hotel Incentives Act, the Industrial 
Incentive Act, and the Export Industry Encouragement Act, among others. 
Similarly, no further applications for incentives will be accepted after 
that date for ministerial remissioas of import related duties, except 
for some special cases like charitable programs, cases of national 
disaster, and grants. In addition, .exemptions will be eliminated for 
SO of the 77 items presently under the Second Schedule of the Custom 
Tariff Act covering approximately 10 percent of imports and minimum 
tariffs imposed on previously exempt or zero-rated items; the corre- 
sponding revenue gains are expected to be around J$77 million; however, 
the reduction in the stamp duty rate charged to some capital goods from 
30 percent to 29 percent and the reduction to a maximum of 68 percent of 
the total of custom and stamp duties to be imposed on some imports, is 
expected to reduce customs related revenues by J$46 million. Thus, 
collections of import related duties are expected to increase on balance 
by J$31 million. The reform of income taxation will be completed in 
1987 with the reform of corporate income taxation, basically comprising 
a reduction in the effective rate from 45 percent to 33 l/3 percent. 
The expected revenue loss from this measure is J$82 million. Also, the 
following additional revenue measures have been taken: 

a. Specific stamp duties on cheques, promissory notes, bonds, 
mortgages, and insurance policies, among others, will have been subetan- 
tially increased as of January 19, 1987 from their present minimal 
levels; the corresponding revenue gain is expected to be J$25 million. 

b. Increases in telephone rates of the Jamaica Telephone Company 
and Jamintel will have been announced by mid-February 1987 with effect 
from April 1, 1987, and are expected to improve the net surplus of the 
public sector by an additional J$61 million in 1987188. 
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CD Business license fees will have been raised from minimal 
levels starting February 1, 1987. The expected revenue yield is J$20 
million. 

8. The Government recognises that the success of the strategy to 
achieve external viability and growth with low inflation hinges criti- 
cally on containing cost increases in Jamaica. Therefore, a Ministry 
Paper establishing a norm limiting increases in pay to no more than 
10 percent a year for any contracts signed after January 1, 1987 will be 
laid in Parliament and all efforts made to reach understandings with the 
social partners by that time. This limit applies to the sum of all 
components of pay: straight time pay plus the money value of allowances 
and fringe benefits. However, allowances which are reimbursable such as 
travelling, provisions for uniforms, and tools and equipment, will not 
be included as part of pay* Increases in pay within the total pay bill 
limits will be permissible only given the demonstrated ability of the 
employer to make the payment. Exemptions to the new guidelines may be 
made only where negotiation of contracts was far advanced prior to 
January 1, 1987 and offers by the employer were within the previous wage 
guidelines. This pay policy will be monitored and compliance encouraged 
by the Ministry of Labour which will take these-norms into account in 
determining the national interest. The Government will invoke the 
provisions of the Labour Relations and Industrial Disputes Act as it 
relater to the Industrial Disputes Tribunal. Wage settlements must be 
reported to the Ministry of Labour within 14 days of their conclusion as 
provided for by Section 29 (2) (b) of the Labour Relations and 
Industrial’ Disputes Act. 

Prices of goods and services provided by the public sector will be 
adjusted as necessary to ensure the achievement of the targetted finan- 
cial program in the..public sector. Price controls are in place for 
certain basic foods, auimal feed, fertiliser, herbicides/pesticides, 
medicines, and textbooks, but controlled prices of these items will be 
adjusted as necessary at the wholesale and retail levels to reflect 
increases in costs. The scope of price controls will not be increased 
during the programme period. 

9. Helped mainly by the fall in international oil prices, increased 
tourism receipts, and expansion of free-zone exports, the deficit in the 
current account of the Balance of Payments is targetted to be reduced 
from a level of 11.6 percent of GDP in 1985186 to 4.7 percent and 
3.8 percent of GDP in 1986187 and 1987188, respectively. Nevertheless, 
the expected current account deficits and substantial external debt 
payments falling due in the next few years will require continued large 
scale access to exceptional financing. With respect to 1986/87 and 
1987/88, foreign commercial banks will be asked to refinance 100 percent 
of some US$2SO million of government-direct and government-guaranteed 
debt maturities which fell due or will fall during the period, and 
official bilateral creditors (both OECD and non-OECD) will be requested 
to reschedule a significant portion of principal and interest payments 
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falling due. On terms equivalent to those granted last year, reschedul- 
ings by such creditors would provide debt relief of US$251 million. The 
rescheduling arrangements with commercial banks and the Paris Club will 
be concluded by March 31, 1987. Special refinancing arrangements will 
have been concluded before mid-February with Venezuela providing addi- 
tional debt relief of US$S3 million in 1986/87-1987/88. With this 
rescheduling, and with the help of major loans against future bauxite 
export a, net official capital inflows are prograsssed to average US$161 
million a year in 1986/87 and 1987/88. Public short-term and private 
capital inflows are estimated to average about US$65 million per year 
over the two-year period. 

10. Official and private external payments arrears will be cleared by 
end-Hatch 1987. Thereafter, no external payments arrears will be 
accumulated. Net international reserves are programmed to improve by 
US$90 million during 1986/87 and by a further US$l30 million in 1987/88 
so as to enable the Bank of Jamaica to meet its external obligations and 
maintain sufficient liquid foreign reserves to meet seasonal variations 
in payments without accrual of arrears. 

11. Financial policies have been drawn up with the aim of maintaining 
the current uchange rate of J$5.S0 = US$l.OO through March 1988. This 
policy goal recognises the importance of maintaining an adequate level 
of competitiveness for Jamaica’s exports of goods and services. Despite 
the l hift in exchange rate policy since November 1985, the Jamaican 
dollar in October 1986 was still 30 percent more competitive than in 
1980, measured in terms of the Fund’s real effective exchange rate 
index. Given this improvement of competitiveness achieved in recent 
years, a modest real appreciation of the Jamaican dollar that may occur 
during the programme period is not expected to adversely affect export 
perfotmmce, except perhaps in the manufacturing sector. The Government 
recognises that there may be a need for measures to improve the competi- 
tiveness of the latter sector. It has therefore introduced an export 
rebate scheme for exports of manufactured goods with effect from 
February 1, 1987 at a rate of 7.5 percent of export value. More 
generally, the Government of Jamaica recognises that the overall compe- 
titiveness of the economy must be preserved. Thus, during the programme 
period, the real effective exchange rate will be maintained within 
envisaged margins. Furthermore, it is recognised that in the event of 
failure to observe the programme balance of payments targets, additional 
action will be taken. 

12. The Foreign Exchange Auction System has gained wide acceptance 
within the Jamaican conusunity, and the Government believes that this 
syetem should continue unchanged. Currently, those who bid for 
resources from the auction are required to pay the bid price rather than 
the marginal price if their bids are accepted. This “Dutch” bidding 
system, which might give rise to a multiple currency practice, has been 
approved temporarily by the Fund and the Government seeks extension of 
the approval through Hay 31, 1988. 
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13. The Government will continue to pursue its policy to deregulate the 
economy, to improve the incentives for private investment and export-led 
growth, and to reduce the scope of public sector involvement in the 
market place. The second stage of a comprehensive tax reform is to be 
implemented ‘at the beginning of 1987, and includes a reduction in the 
rate of corporate taxation to 33 l/3 percent (in line with the new flat 
rate income tax). The last stage of the tax reform contemplates the 
eventual introduction of a general consumption tax which will consoli- 
date a range of existing indirect taxaa and broaden the tax base. As 
noted earlier, the Government has begun to implement changes in import 
taxes as part of a prograssse of reforms to trade policy, supported by 
the World Bank, which aims to reduce exemptions from import duties to a 
very low level and to move to a three or four tier tariff structure over 
the next two to three years. 

The Government is also moving to reduce exchange controls so as to 
assist in creating confidence and facilitate the smooth functioning of 
the economy. The basic allowance for foreign travel other than for 
business and professional reasons, which had been set since 1977 at 
US$S6, has been raised to US$lSO a person for each calendar year. It 
has been decided that from April 1, 1987, remittance of income from 
emigrants’ property, ramittancas for family maintenance, and cash gifta, 
which have hitherto been approved only in specific cases by the Minister 
of Finance, will no longer require specific approval below certain 
reasonable levels to be announced. In addition, the administration of 
exchange control authority for all current transactions, including 
interest and dividends, is being delegated to the commercial banks: this 
will be completed by the end of June. 

In keeping with the policy to reduce the scope of public sector 
control in the economy, the Government is in the process of privatising 
a range of publicly owned companies. A number of smaller companies.have 
already been privatised and a major step in this process was taken in 
1986 with the sale of shares of the government-owned National Commercial 
Bank. The remaining 49 percent of shares of NCB will be sold in 1987/88 
and the Government will proceed thereafter with the privatisation of 
other publicly owned cossnercial operations , equivalent to around JQlSO 
million a year over the next several years. 

14. The Government of Jamaica believes that the policies and programmes 
set out in the foregoing paragraphs and further elaborated in the 
annexed Technical Memorandum of Understanding are consistent with the 
strategies, direction, and objectives for the improvement of the balance 
of payments and the maintenance of a satisfactory level of liquid 
reserves l The Government will periodically consult with the Fund in 
accordance with the Fund’s policies on such consultations, about the 
progress being made in the implementation of the programme described and 
about any policy adaptations considered to be appropriate for the 
achievement of its objectives. In any event, the Government will com- 
plete reviews with the Fund by July 31, 1987, October 31, 1987, and 
January 31, 1988 on the progress made in implementing the policies 
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aEfecting demand manag~m~qt andCth$.~Tchaqp system ,desctibed in this 
Eetter. and, accompatiying.. annei .and’, lf ‘ne6eLea+; ~611’ reach understand- 
+ngs in th,e context of such. revixey& on any aijdi;tionayl measures as- may be 
needeti : 

Yours sincerely, 

JsJ 
Head-ley Brown 
Governor 
Bank of Jamaica 

JsJ 
Edwarji .P. G. Seciga 
Prime- Himi ster and 

Min,ibter of Finance and .P’lan&irig 
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Technical Memorandum of Underrtandina 

ANNEX II 

1. This l4emorandum describes more concretely certain key targete 
and policy underrtanding of the letter of the Government of Jamaica 
dated December 31, 1986, regarding Jamaica’s economic program for the 
period through March 1988. 

2. The financing requirement of the overall public sector over 
the period from Harch 31, 1986 through March 31, 1988 will not be more 
than J$1,464 million. This financing requirement will not be more than 
JQ940 million from Merch 31, 1986 through March 31, 1987, will not be 
more than JQ997 million from March 31, 1986 through June 30, 1987, will 
not be emre than J$1,306 million from March 31, 1986 through 
September 30, 1987, and will not be more than J$1,320 million from 
March 31, 1986 through December 31, 1987. For the putpore of this 
memorandum the overall public sector comprieer the Central Government, 
local government0 , the Capital Development Fund, the Bank of Jamaica, 
and all other public rector entities. The financing requirement is 
defined as the rum of foreign financing and domestic financing of the 
overall public sector. Foreign financing is defined as the sum of net 
official foreign capital flows (excluding pars-througha listed in 
Table 7, and tolling), and net short-term debt flows of the overall 
public rector, minus the change in net international reserves as defined 
in paragraph 5 below, all valued at the exchange rate prevailing at the 
time of the transaction. Domestic financing is defined as the sum of 
(i) the change in banking ryrtem liabilities to the private sector and 
to other financial institutions , minue the increases in bank credit to 
the private rector and to other financial institutions, and in the net 
foreign assets and net unclaeeified assets of the commercial banks; (ii) 
the change in net credit of the nonbank financial institutions to the 
public rector ; and (iii) the change in the holdings of public debt 
instruments by the nonfinancial private sector. Public debt instruments 
held by the nonfinancial private sector are defined to include any 
financial obligations of the public sector, including Bank of Jamaica 
Certificates of Deposit. 

The limits on the overall public sector financing requirement 
as eat out in attached Tables 1 and 2 will be subject to downward (up- 
ward) adjustment for any shortfalls (excesses) from the projected levels 
of disbursements of project-related foreign inflows. Such excesses and 
the corresponding upward adjustment may not exceed by more than US$lO 
million or its Jamaica dollar equivalent the level of such projected 
disbursements at any test date as set out in attached Table 2. Indica- 
tive targets for the changes in the holdings of government securities or 
Bank of Jamaica Certificates of Deposit of selected public entities are 
set out in Table 3. External payments arrears of the public sector will 
be eliminated as described in Paragraph 5, below. The public sector 
will not incur any domestic payments arrears during the period 
December 31, 1986 to May 31, 1988. 
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3. The financing requirement of the Central Government, including 
the losses of the Bank of Jamaica, over the period from March 31, 1986 
through March 31, 1988 will not be more than J$2,287 million. This 
financing requirement will not be store than J$l,PlO million from March 
31, 1986 through March 31, 1987, will not be more than J$L,450 million 
from March 31, 1986 through June 30, 1987, will not be more than J$l,B92 
million from March 31, 1986 through September 30, 1987, and will not be 
more than J$2,028 million from March 31, 1986 through December 31, 
1987. For the purpose of this paragraph, the financing requirement is 
defined to be the rum of net foreign borrowing of the Central Government 
and the Bank of Jamaica (including the change in net international 
reserves) valued at the exchange rate prevailing at the time of the 
transaction, and net domestic financing to the overall public sector as 
defined in paragraph 2 minus the change in the net banking system and 
nonbank credit to the public rector entities (excluding local government 
and the Capital Development Fund) as set out in attached Tables 1 and 2 
which also detail projected quarterly flows. The limits on the central 
government financing requirement will be subject to downward (upward) 
adjustment for any ehortfalle (excesses) from the projected levels of 
disbursements of project-related foreign inflows. External payments 
arrears of the Central Government and the Bank of Jamaica will be elimi- 
nated as described in paragraph 5 below. The Central Government and the 
Bank of Jamaica will not incur any domestic payment8 arrears during the 
period Deceehcr 31, 1986 to May 31, 1988. 

4. The stock of the net dowetic assets of the Bank of Jamaica 
will be no higher than: J$3,769 million from December 31, 1986 through 
March 31, 1987; J$3,435 million from April 1, 1987 through June 30, 
19871 J$3,490 million from July 1, 1987 through September 30, 1987; 
J$3,561 million from October 1, 1987 through December 31, 1987; and 
J$3,116 million from January 1, 1988 through March 31, 1988. These 
ceilings will be subject to downward adjustment for any cumulative 
excess of net external debt disbursements as specified in paragraph 7 
below. For the purpose of this paragraph, the stock of the net domestic 
assets of the Bank of Jamaica is defined as the difference between (i) 
the sum of the stocks of currency in circulation (defined as the cur- 
rency issue minus the amounts held by the Bank of Jamaica and the 
domestic commercial banks), and the local currency counterpart of the 
gross cumulative allocation of special drawing rights; and (ii) the 
stock of net international reserves of the Bank of Jamaica as defined in 
paragraph 5 below. For the purpose of this paragraph, all foreign 
assets and liabilities except those denominated in special drawing 
rights (SDRe) will be converted into Jamaican dollars at the accounting 
rate of US$l.OO = JSS.50. The foreign assets and liabilities denomi- 
nated in special drawing rights (SDRe) will be converted into Jamaican 
dollars at the accounting rate of SDR 1 = J$6.60. 

In reeking to achieve these targets, the Bank of Jamaica’s 
open market operations will aim to achieve a Level of base money of 
J$2,078 million at end-March 1988, with intermediate targets of J$1,893 
million for end-March 1987, J$1,943 million for end-June 1987, J$1,967 
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million for end-September 1987, and J$2,149 milLion for end-December 
1987. Base money is defined as currency in circulation plus commercial 
bank reserve holdings at the Bank of Jamaica. These indicative targets 
may be modified upon understandings with the Fund staff in light of any 
changes in reserve requirements or any restructuring of reserve require- 
ments resulting from reforms to the financial system. 

5. The net international reserve position of the Bank of Jamaica 
which was negative USS61S.B million on March 31, 1986, will not be lees 
than: negative US$526 million through March 31, 1987; negative US$463 
million through June 30, 1987; negative US$473 million through 
September 30, 1987; negative US$466 million through December 31, 1987; 
and negative US$396 million through March 31, 1988, The net interna- 
tional reserve targets will be subject to upward adjustments for any 
cumulative excess over the projected net external debt disbursements 
specified in paragraph 7. 

Foreign assets of the Bank of Jamaica are defined to exclude 
the foreign assets of the Government of Jamaica and the foreign assets 
of the Export Development Fund. For the purpose of this paragraph, 
foreign exchange held by the Bank of Jamaica to provide cover on its net 
forward coPrmitmente will be excluded from the foreign assets of the Bank 
of Jamaica. Net forward coeeeitemnte are defined as forward sales of 
foreign exchange Lees forward purchaser of foreign exchange. All for- 
eign assets acquired in the form of swap8 from foreign and domestic 
entities will be excluded from the foreign aerate of the Bank of 
Jamaica. Swaps are defined as reversible purchases of foreign assets in 
exchange for domestic currencies or obligations. 

Foreign liabilities of the Bank of Jamaica are defined to 
include (i) promissory notes related to prepayment of exports; (ii) any 
new borrowing by the Government, Bank of Jaemica, or any public sector 
entity with a maturity of leer than one year not directly related to 
imports; and (iii) external payments arrears. ALL reserve liabilities 
shown in the attached Table 5 will continue to be treated as such, 
irrespective of any change in maturity. Official and private external 
payments arrears will be eliminated by end-March 1987. Thereafter, no 
external payments arrears will be incurred. Arrears are defined to 
include all external payments arrears, including overdue obligations of 
the Bank of Jamaica, the Government, or governmental entities, and up to 
March 31, 1987 exclude the programmed refinancing specified in Table 4, 
which has been derived under the assumption that the listed payments 
will be rescheduled before March 31, 1987 on terms equivalent to those 
obtained under previous rescheduling agreements with commercial banks 
and official bilateral creditors. Overdue replenishment obligations by 
the Bank of Jamaica to the EDF will be considered arrears. “Undue 
delayeW for the purpose of defining arrears will include any delays of 
more than seven banking days beyond the date on which payments are 
due. ALL assets and Liabilities in SDRe will be converted into U.S. 
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dollars at the accounting rate of SDR 1 = US$l.ZO. Assets and liabili- 
tier in foreign currencies will be converted into U.S. dollars at cross 
exchange rates prevailing on March 31, 1986. 

6. The uncovered forward position of the Bank of Jamaica (or any 
subsidiary) will not at any time exceed US$2 million. Further, the 
total forward corrmitmente of the Bank of Jamaica (or any subsidiary) 
whether covered or not, will not at any time exceed US$lO million. The 
uncovered forward position is-defined as the sum, in foreign exchange, 
of forward ealea of foreign exchange lees forward purchases of foreign 
exchange plus spot purchaser of foreign exchange for the purpose of 
providing forward cover. 

7. Any change in the stock of medium- and long-term external debt 
of the public sector (defined as consisting of the central government, 
Local governments, the group of selected public sector entities, any 
other public sector entity, the Bank of Jamaica, and of the private eec- 
tor with a government guarantee) in excess of US$68 million between 
March 31, 1986 and March 31, 1987; US$Sl million between Hatch 31, 1986 
and June 30, 1987; USSB3 million between March 31, 1986 and Septem- 
ber 30, 1987; US$98 million between March 31, 1986 and December 31, 
1987; and US$lZO million between March 31, 1986 and March 31, 1988 will 
Lead to adjustmenta in the net domestic assets and the net international 
reserve targets described in paragraphs 4 and 5 above. Furthermore, the 
change in this stock will not exceed US$BB million between March 31, 
1986 and March 31, 1987; US$lOl million between March.31, 1986 and June 
30, 1987; US$lO3 million between March 31, 1986 and September 30, 1987; 
US$lOB million between March 31, 1986 and December 31, 1987; and US$L40 
million between March 31, 1986 and March 31, 1988. The gross dieburse- 
ment of external debt of the public sector with an original maturity 
range of between l-5 years will not exceed US$133 million between 
March 31, 1986 and March 31, 1987; US$171 million between March 31, 1986 
and June 30, 1987; US$208 million between March 31, 1986 and 
September 30, 1987; US$251 million between March 31, 1986 and Decem- 
ber 31, 1987; and US$293 million between March 31, 1986 and March 31, 
1988. All projected changes in the stock of external debt are set out 
in Table 4. For the purpose of these ceilings, the definition of debt 
(i) will exclude Bank of Jamaica reserve Liabilities; (ii) will exclude 
groer inflows associated with project financing by multilateral and 
other official development agencies; (iii) will include the repayment of 
arrears on debt; and (iv) will include disbursements from the United 
States Economic Support Fund. External debt transactions will be 
expressed in U.S. dollars, with conversions from other currencies 
effected at the exchange rates prevailing when the loan is disbursed. 

8. The stock of short-term external debt of the public sector 
which was USS60.9 million as of December 31, 1986 will not increase by 
more than US$25 million between December 31, 1986 and March 31, 1988. 
Short-term debt is defined as trade and suppliers’ credits with original 
maturities of.less than one year. 
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9; In the event that: the. ne~tinternational remerve (NIB). target 
during--any programs period im not,,attained for teamona other than-a 
tempotary mhortfall in.ESF or IBBB-SECAL dimbursements that im revers- 
ible within the program period, the Bank of Jamaica will increase itm 
net.-retentiona-. from the ,fareign e+h@nge .auction market .during .the 
folldtiing quarter l bove:,preaioualy ~rogra&edi~,Levels in,...order to -Ifacili- 
t&r- attainment, of the Ut.& target for. that .quarter. The modification is 
eipected to trigger a depreciationof the -exdhange rate that would 
mttengthen the perform@cc of the ,overall balance of .payments. 

10; During -the, programs@ per-iod; the :e&mngg-z.rate of the,- Jamaican 
dolkar via-h&m the U.4,. dollar--will be ad justed as .ne&srary;~ -tienever 
the,index of the real effective eidange rate of the Jamaican dollar 
indicatem,a- cumulative appreciation from the.-level of .December 1986 of 
morethan 5.8. percent, the, domertic’ currency-.will be ,dopreciated:.:by ,that 
,hiiirnt, within-a-, period. of-. no more.-than four foreign.es;tihange auCtiona. 
The Waaurement of the, real effaitivvi exchange..rate will -be bamed,.on the 
index monitored, by the Inforaution- Notice System of the Fund. 



Table 1. Jamaica: Summary Public Sector Operations, 1986/87-1987/88 

(Ia.millions of Jamaica dollars, cumulative) 

March 31, 1986 March 31, 1986 March 31, 1986 March 31, 1986 March 31, 1986 
March 31, 1987 June 30, 1987 Sept. 30, 1987 Dec. 31, 1987 March 31, 1988 

Overail public sector 
balance -940.0 -996.9 -1,305.g -1.319.5 -1,463.3 

Central Government -429 .o -508.6 -715.5 -710.4 -772.3 

Total revenue 4.268.0 5.292.4 6.437.1 7.539.9 8.822.7 
Tax revenue 3,657.0 4,531.3 5.530.0 6,405.6 7,468.3 

4 

Measures -- 36.1 65.1 95.3 121.9 I 

Nontax revenue 245.0 290.0 338.0 416.0 514.0 
Bauxite levy 341.0 410.0 479.0 548.0 643.5 
Divestment proceeds 25.0 25.0 25.0 75.0 75.0 

Total expenditure 4,697.O 5,801.O 7.152.6 8.250.3 9,595.o 
Current 3,761.O 4.662.0 5,724.0 6.682.0 7,787.0 
Capital 936.0 1,139.0 1,428.6 1,568.3 1,808.O 

Dank of Jamaica -781.0 -941.3 -1,176.4 -1,317-l -1,514.0 

Public entities 270.0 453.0 586.0 708.0 823.0 

Memorandum Item 
overall balance of Central 

2 

Government and Bank of 
% 

Jamaica -1,210.o -1,449.g -1,891.g -2,027.5 -2,286.3 E 



Table 2. Jamaica: Public Sector Financing, 1986/87-1987/88 

(In millions of Jamaica dollars, cumulative) 

March 31, 1986- March 31, 1986- March 31, 1986- March 31, 1986- March 31, 1986- 
March 31, 1987 June 30, 1987 Sept. 30, 1987 Dec. 31, 1987 March 31, 1988 

Total financing 940.0 996.9 1,305.g 1,319.5 1,463.3 

Foreign 140.3 -35.2 146.1 270.4 140.7 
Net official capital 921.3 1,145.7 1.315.7 1,547.8 1,867.g 
Pass throughs -286.0 -33+3 -384.7 -4$2.4 -517.2 
Change in reserves -495 .o -842.6 -784.9 -825.0 -1,2l&o 

Domestic 799.7 1,032.l 1,159.8 1,049.l 
Banking system 599.7 794.1 901.8 811.1 
Other 200.0 238.0 258.0 238.0 

1.322.6 
1,024.a I 

298.0 tn 
0, 
I Memorandum item 

Central Government and Bank of 
1.449.9 1,891.g 2,027.5 
-217.5 -90.3 8.4 

665.3 736.6 898.6 
-40.2 -42..0 -65.2 

-e42.6 -784.9 -825.0 
1,667.4 1,982.2 2,019.l 

2,286.3 
-190.8 

lJd.5 
a4.3 

-1,21&o 
2,447.l 

-823.0 
331.5 
764.4 

-432.9 

-1,154.5 I ii 
iI 

Jamaica financing 1,210.o 
Foreign -8.2 

Net official capital 519.8 
Pass through8 -33.0 
Change in reserves -495 .o 

Domestic 1.218.2 

Public entities financing -270.0 -453.0 -586.0 -708.0 
* Foreign 148.5 182.3 236.4 262.0 

Net official capital 401.5 480.4 579.1 649.2 
Pass throughs -253.0 -298.1 -342.7 -387.2 

Domestic -418.5 -635.3 -822.4 -970.0 

Project disbursements 
(excluding pass-throughs) 
Overall public sector 
Central Government 

382.8 507.1 651.2 771.7 
165.0 234.3 315.2 378.4 

I 
H H 

947.7 
457.1 
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.’ ” 

,‘kble 3. Jamaica: Targeted &t%+ses i,n- Governmqnt. Paper Held, :by:,iiihe 
Selected, Public Ent’ifiks from December :31, 1986 

’ :;- (.Inwnillion s of.: ‘Jamaica dollars, cumkive) ,‘!‘- .’ ,. ..I. -. ‘.Y _.“’ ..’ ,.. ~ 
^. .‘.. : .,.a. -. - .~ _.. ..,: ._ ._ ;.,: 

.,;. ... I’ .’ .‘., 
.’ 1986. .19 8’i 

March 31, ” June 30 . Setit. ?O Dec. 31 March 31 

: ,’ ._ _.. 

., . 



Table 4. Jamaica: Cumulative Net Disbursement of External Debt 

(In millions of U.S. dollars) 

March 31, 1986 March 31, 1986 March 31, 1986 March 31, 1986 March 31, 1986 
March 31, 1987 June 30, 1987 Sept. 30, 1987 Dec. 31, 1987 March 31, 1988 

745.3 Inflows 627.6 900.9 1,052.l 1,207.6 

Bilateral 134.5 162.1 192.2 225.8 265.5 
United States 94.0 114.5 135.0 161.5 190.5 
Canada 5.0 6.2 8.5 8.7 10.0 
United Kingdom 4.5 5.6 6.7 7.8 9.0 
Germany 5.0 6.2 7.5 8.7 10.0 
France 6.0 6.0 7.0 7.0 8.0 
Japan 3.0 4.2 5.5 6.7 8.0 
Other 17.0 19.4 23.0 26.4 30.0 

I 

0” 
I 

Multilateral 73.0 78.0 93.0 118.0 123.0 
World Bank 50.0 50.0 60.0 80.0 80.0 
IDB 23.0 28.0 33.0 38.0 43.0 

227.0 Other 125.0 157.0 189.5 265.0 

Rescheduling 295.1 348.2 426.2 481.3 554.1 

-954.5 -664.5 -818.8 

82.1 

Outflows -560.5 

Net disbursements 67.1 

-1,087.6 

97.6 120.0 80.8 

Memorandum item: 
Programmed refinancing 275.1 321.3 388.9 436.4 501.3 

L/ Outflows include USS11.4 million of principal arrears outstanding at March 31, 1986. 



Table 5. Jamaica: Official Interqational Reserves of 
the R&k of Jaiaica 

(In millions of U.S. dollars) 

Actual Proj. 
1986 1987 1988 

Mar. 31 Miir. 31 June 30 Sept. 30 Dec. 31 Mar. 31 

-465.8 L3.95.8 -46.2~6 -473..1 -615.8 Net international reserves -525.8 

202.4 
.92;4 

152.7 
4,1.7 

110.0 110.0 

137.9 MS..5 
37.9 68.5 

100.0 100 .-i, 

Assets 201.8 
Liquid 6960 
Nonliquid 132.8 

680.4 
637r7 

36.0 
-- 

0.7 
3.0 
itO 

- 

665.0 
631.3 

32.0 
a- 

0.7 
- 

1.0 
-- 

624.8 603.7 564.3 
591.1 574.0 534.'6 

32.0 28.0 28.0 

817.6 
725.0 
42.0 

0.1 
0.7 

15.0 

3::: 

Liabilities 
InF 11 
Central Bank of Libya 
Bank of China 
Norway Consultancy Fund 
Ilarubeni 
Commercial banks 
Payments arrears (n.1.e.) 

- - -- 

0.7 0.7 0.7 
-- -- 

1.0 1.0 
-- -- 

Source: 

L/ SDRs converted at the rate SDR 1 - USS1.2. 
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Table 6. Jamaica: St.ock of Short-T&-m External Debt 
a,t December, 31, -1986 

(1.n. mi~llibns .of ..U .:S . ., &lla:rs.)‘ 

Air Jamaica 

JAMINTEL 

Jamaica Broadcasting Corporation 

Jamaica Comodaty Trading- Corporation 

Jama-ica Public Service Company 

Jamaica Tele.phone Company 

National Suga.r Company/Jamaica Sugar liol&ngs 

Petro,leum Corporation of Jamaica/E&tto jada. 

Sugar Industry Authority 

National Investment Bank 

Total 

0.9 

-- 

10.2 

-- 

2.4 

-- 

46,. 2 

-- 

1.2 

60.!9. 



Table 7. Jamaica: Cumulative Gross Disbursements of External Debt Treated as “Pass Throughs” 

(In millions of U.S. dollars) 

March 31, 1986 March 31, 1986 March 31, 1986 March 31, 1986 Yarch 31, 1986 
March 31. 1987 June 30, 1987 Sept. 30. 1987 Dec. 31, 1987 March 31, 1988 

Total 52.0 61.5 69.9 82.2 94.0 

Central Government 6.0 7.3 7.6 11.8 15.3 
U.S. E.S.F. 6.0 6.0 6.0 8.5 11.5 
U.S. AID - Energy Sector Assistance -- 0.2 0.5 0.8 1.1 
IBRD - Students’ Loan Bureau -- 1.1 1.1 2.5 2.7 

Government guaranteed 
IDE-Rehabilltatlon Fund 
IBRD - Export Crops 
U.S. AID - Energy Credir Fund 
U.S. AID - rural farms credit 
U.S. AID - agrobusiness development 
Brazil - line of credtt 
Japan - coffee project 
CD8 - agricultural credit 

46.0 
23.0 
10.0 

2.0 
7.9 
2.1 
1.0 

-- 
-- 

54.2 62.3 70.4 78.7 
28.0 33.0 38.0 43.0 
10.9 11.8 12.7 13.7 

2.0 2.0 2.0 2.0 
7.9 7.9 7.9 7.9 
2.1 2.1 2.1 2.1 
1.0 1.0 1.0 1.0 
1.6 3.2 4.8 6.3 
0.7 1.3 1.9 2.7 


