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The Ace ing Chai rman in;ide the  fol l .oving s t.atement: 

qefore  turni ing t o  the agenda,, I w i s h  uo report briefly on 
where we :?Land wi th  r e s p e c t  t o  A r g e n t l n a  and Mexic,o. 

You may r s c a l l  t h a t ,  d u r i n g  h i s  mee t ing  w i t h  hank  represen-  
t a t i v e s  on Noveinher 16  i n  Nsw York, t h e  Managing D i r e c t o r  s o u g h t  
a n  agreement w i t h  t h e  Workiiig Committee of Ranks on Argentina o n  
a s h o r t - t e r m  b r i d g i n g  loan  f o r  A r g e n t i n a  of $1.1 b i l l i o n ,  and a 
term l o a n  of $1 .5  b i l l i o n .  The b r i d g i n g  Iocin would be calcr i la ted 
f o r  each h a n k  a t  5 p e r  cent of cha t  b a n k ' s  exposure i n  Argent ina  
on the r e l e v a n t  dare l a t e  i n  1982 ,  and  t h e  term I.oan a t  5.8  p e r  
c e n t  of each bank'? expcisure.  i t  was on the  b a s i s  o f  t h e s e  con- 
d i t i o n s  a l o n g  v r i t h  s ~ v P ~ ~ L  poli.cy a c t i o n s  to be t a k e n  by t h e  
Argen t ine  a u t h o r i t i e s  a s  of  the beginning of the year ,  p a r t i c u l a r l y  
i n  t h e  areGs of i n t e r e s t  r a t e  poLicy  a n d  wages p o l i c y ,  t h a t  t h e  
Vanaging Direc tor  w a s  t o  make h i s  f i i d .  reconmeida t i o n  t o  t h e  
Excccltive Board w i t h  r e 4 p s c t  t o  the a p p r o v a l  of t h e  A r g e n t i n e  
s tand-by arrangement * 

The Pfanaging D i r e c t . o r  had i i ld ica ted  t h a t  he w o u l d  have t o  be 
in formed i n  writing before the end of 1 9 5 2  about the a v a i l a b i l i t y  
o f  these amounts. The ar rangements  were f o r  the r e l e v a n t  banks  
t o  inalce t h e i r  w r l t t e n . c o m m l t m e o t s  t o  t h e  group u f  banks  i .n  New York 
b y  Nonday,  December 2 7  and f o r  ar. i n i t i a l  d i sbu r semen t  of $600 m i l -  
LLon u n d e r  t h e  b r i d g i n g  l o a n  to  be made befo re  t h e  end o f  1982. 
T h a t  timi.ng d i d  not p r o w  f e a s i b l e  because of the heavy p re s su res  
c r e a t e d  hy  t h i s  o p e r a t i o n  and the Piexlcan P p e r a t i o n  t o g e t h e r .  

However, I ani p l e a s e d  t o  report tliat 'Late i n  t h e  a f t e r n o o n  
o f  December 31 the representatives o-f s u b s t a n t i a l l y  a l l  the  b a n k s  
and the  Argen t ine  a u t h o r i t i e s  s?:.gned an 'agreement for :  t h e  f ~ l . 1  
amount h o t b  o f  t h e  b r i d g i a g  l o a n  of $1..1 b L 1 l . i ~ ~  and  of t h e  t e rm 
l o s n  of  . $ 1 . 5  hiZli .on.  A1. I  t h e  n a t i o n a l  groups of banks  have met 
i n  f u l l  t h e i r  .-onrni%ments i n  c o n n e c t . i o n  w . i t i ,  both t h e s e  l o a n s .  
I n d e e d ,  a t  ttie last moment o n e  ~ l ~ i g h t  p r ~ b l e r n  was t h a t  the b a r i i ~ . ~  
h a d  cornmirLed s l . i g h r l y  more thil t l  r e q u e s t e d ,  and procedures  h a d  ti) 
be agree'; f g r  t h e  a r n o s ~ n t ~  t o  be: c u t  hack. 

We w i l l  5e exchang ing  tele:.c message-, w f t h  t h 2  r e p r e s e n t a t i . v e s  
of  the  h a n k s  th i s  morn:ing. The  Managirtg n i r e c t o r  n u s t  s t i l l .  
clecicie whether  h e  is f u ~ i 1 . y  satisfied w:i.th t h e  i n i t i a l  cneasures 
t-hal: 1 have  mentioned, part-  i.cu7.arly t:!:nse c9ncer;ning i n t e r e s t :  
r a t e  31id wage:; po.li.cy, beft.)rc h c  niakes h i s  f-!nal r e t :o rnm~_nda t~ inn  
and issues the s t a f f  paper  or1 Argentlna. 



o u t  some t e c h n i c a l  and o t h e r  d i f f i . c u 1 t i e . s  w i t h  t h e  Loans f o r  
Ar,TentIna. Of c:)urse, Mr. 'rei jeircj was a c t i v e  r m  t h i s  u n d e r t a k i n g  
t h rough o 1.1 t t h e  week 

2 ,  . i k Y A I C A  - 1962 A R T I C L E  'LV CONSULTATCON, PLPU'D REVLEW OF 
EXTENDED ARRANGEMENT 

The E x e c u t i v e  D i r e c t o r s  cons idered tlie staF i r e p o r t  f o r  the 1932 
Article L V  c o n s u l t a t i o n  w i t h  .Jamaica i!nd t h e  reqiew u n d e r  t h e  extended 
a r rangemen t  (ERS/82/223, 1 2 / 6 / 8 2 ) .  They a l s o  had before them a r e p o r t  
on  recent  economi.c d e v e l o p m e n t s  i n  Jania Lca (SP1/82/232, 12 /17 /82 ) .  

Th 1.2 s4-, .<if F represent:attve F rim the \des t e r n  Hemisphere Depar tment  

made the  f o l l o w i n g  s t a t e m e n t :  

A s  rioted i n  the staff r e p o r t ,  f u r t h e r  teci1ni.cnI ciiactissions 
have  been h e l d  i n  t he  past F e w  weelis OII t h e  proposed  reforms t o  
t: h e  exchange  sys tern, and new agreements have .  been  reached aldrig 
t h e  l i n e s  a l r e a d y  d e s c r i b e d  i n  the  repor t .  The changes i n  t h e  
exchange and t r a d e  s y s t e m  arc t o  be announced  a t  t h e  e n d  O F  th i s  
wec,;k. ilnder t h e  n e w  sys tem,  e x p o r t e r s  o f  n o n t r a d i t i o n a l  ag r i cu l2wra .L  
and  manufactured p r d u c t s  t o  countries o u t v i d e  t h e  CARICOM area.  
will be p e r m i t t e d  to  r e t a i n  SO p e r  cent i > F  t h e i r -  expfort proceeds,  
o r  t o  s e l l  t h e m  t o  i m p o r t e r s  throug'i1 t h e  commercial banks ,  i n  the 
form of nego t1 , ab le  c e r t i f l c a t e s  d e n o m i n a t e d  in foreign exchange.  
'In a d d i t i o n  t o  intettined.iat.ing these. ce r t  i € i c a t e s ,  t h e  commercial 
banks w i l . 1  a lso buy f o r e i g n  exi:hang:e o t  t h e  pnraL1e.i market: r a t e  
or1 a no-ques t i ons -asked  bas i s .  These p r o v i s i o n s  wi.11 i n s t i t u -  
t f o n a l i z e  t h e  par;tli.el marke t .  Howe.ver, t h e  existing s ; l r r c r i d e r  
recluiceinent wi.1.L be enforced t o  p r e v e n t  f o r e i g n  exchange e ; i r n . f n g s  
from t h e  b a u x i t e ,  s u g a r ,  banana, a n d  t o u r i s m  s e c t o r s  ( i n c i i i d i r i g  
h ~ t : ~ : l s ,  in-bond s h o p s ,  C A C  ren ta l .  a g e n c i e s ,  and t o u r  o p e r < i t o r s ) ,  
and f r r 2 m  c e r . t a i n  o t h e r  sectors, f r o m  be ing  s o l d  i.n t h ~  p a r a l l e l  
ma:rk e t . 



i m p o r t s  w i l l  be f - inanced t h r o u g h  c r s t i f l c a L e s ,  t h e  World Rank-- 
f inanced E x p o r t  Development Fund, o r  t h e  p a r a l l e l  m a r k e t ,  t h r c u g h  
whl ch will a i s o  be channe led  r - s o u r c e s  From va r io t l s  o f f i c i a l  l i n e s  
of c r e d i t ,  

I n  t h c  view of t h e  s t a f f ,  t h e s e  changes  i n  t h e  exchange and 
t r a d e  s y s t e m  c o n s t l t u t e  a modera te  iniprovement compared w i t h  t h e  
r x f s c i n g  s y s t e m  of 3'11 jllegal, but  t o l e r a t e d ,  p a r a l l e l  m a r k e t ,  
r e t a i n e d  Eccounts  f o r  c e r t a i n  f o r e i g n  exchange e a r n e r s ,  and a 
d i s c  re t  ionary---but  f r e q u e n t l y  li be ra l - i  s s i iance  of "no-funds 'I 

i m p o r t  l i c e n s e s .  The s t a f f  h a s ,  however ,  i n d i c a t e d  t h a t  f u r t h e r  
p r o g r e s s  toward a u n i f i e d  exchange sys t em x i t h  a l i b e r a l  impor t  
l i c e n s i n g  regime will be e x p e c t e d  i n  t h e  c o u r s e  o 1983 o r  a t  
Lehst by t h e  end of t h e  p r e s e n t  ext:ended ar rangement  (March 1 9 8 4 ) ,  
a n d ,  as no ted  I n  E63/82/223,  t h a t  a r e v i e w  of t h e  exchange sys t em 
w i l l  be require(! midway t h r o u g h  t h e  nex t  f i s c a l  y e a r .  

Mr. Casey s a i d  t h a t  t h e  s t a f f ' s  r e f e r e n c e  t o  t h e  s u r r e n d e r  r e q u i r e -  
men t  f o r  t o u r i s t  e a r n i n g s  s h o u l d  have s t r e s s e d  the v o l u n t a r y  aspect O F  
t h e  a r rangement .  He  then  made t h e  following s t a t e m e n t :  

Since t h e  s t a f f  p a p e r s  are f u l l y  comprehens ive ,  my comments 
- can be b r i e f .  

A f t e r  s e v e r a l  yeiirs of " s l u m p f l a t  i o n , "  e m i g r a t i o n  of e x p e r i -  
enced e n t r e p r e n e u r s  and a weak e x t e r n a l  p o s i t i o n ,  t h e  economy o f  
Jamaica  f i n a l l y  began  t o  t u r n  a round i n  1981.  I have c i r e i i l a t e d  
a t a b l e  b r i n g i n g  t o g e t h e r  t h e  i m p o r t a n t  t r e n d s  and r a t i o s  (see 
Annex). 

A s  t h e  s t a f f  p o i n t s  Gut, t h e  f i r s t  y e a r  of t h e  ex tended  
ar rangement  ( A p r i l  1981-March 1982) was s u c c e s s f u l  on  v i r t u a l l y  
all f r o n t s .  Indeed ,  t o  d a r e ,  a l l  per for inance  c r i t e r i a  have been 
mzt ,  i n c l u d i n g  the niost r e c e n t  o n e ,  d a t e d  December 2 9 ,  1982 ,  
p e r t a i n i n g  t o  rhe n e t  f o r e i g n  a s s e t  p o s i t i o n  of t h e  Bank of 
Jamaica .  

The r ecove r ,  of r e a l  GDP would have a c c e l e r a t e d  i n t o  1982 
i f  i t  had n o t  been f o r  t h e  slump i n  w o r l d  demand f o r  b a u x i t e  and 
a lumina  and some r e s idua l  d i f f i c u l t i e s  i n  a g r i c u l t u r e .  Neverthe-  
l e s s ,  t h e  m a n u f a c t u r i n g  and c o n s t r u c t i o n  s e c t o r s  and  t h e  i n v e s t m e n t  
raEio  were buoyant  i n  1982, which w i l l  help t h e  d i v e r s i f i c a t i o n  
p rocess  a n d ,  w e  hope ,  l e a d  i n  time t o  a r e d u c t i o n  of t h e  h i g h  
:inemploymen; r a t e ,  Tourism a l s o  grew s t r o n g i y  a s  Jamaica  made 
s u h s t a n t i a l  ga ins  i n  r e c u v e r i n g  i t s  t r a d i t i o n a l  s h a r e  of t h e  
Ca r ibbean  t o u r i s t  marke t .  H o t e l  occupancy r e c o v e r e d  froin abou t  
38 per  cent i n  i 9 8 1  t o  5 %  per cent i n  1982.  

The severe  e x t e r n a l l y  caused  problems i n  t h e  b a u x i t e  s e c t o r  
have i n e v i t a b l y  s lowed t h e  pace o f  ad j i l s tment  on  t h e  f i s c a l  Eind 



external sccounth and led to a n  increase i n  external borrowing  
and r h e  debt  service ra t io .  The bauxite sector had been expected 
t~ cont r tbu ta  over ona percentage point t a  GDP growth in 1982; 
the actual outcome was more like minus three percentage p o i n t s .  
Government revenue from b a u x i t e  i s  now expected t o  be s h a r p l y  
reduced--by t h e  e q u i v a l e n t  of almost 2.5 p e r  cent of CDP-although 
t h i s  will be offset  i n  part by t h e  prepayment a r r a n g e m e n t s  
described by t h e  s t a f f  on  page 15. Given these- extraordinary 
 hock^, t h e  a u t h o r i t i e s  have  dune well t o  keep t h e  broad a rch i -  
teetiare of t h e  program i n  place t o  d a w .  The e x t e n t  to which 
other,  and by d e f i n i t i o n  more p a i n f u l ,  a d j u s t m e n t  measures  can 
be taken f o r  t h e  t h i r d  year of t h e  program i s  c u r r e n t l y  be ing  
d i s c u s s e d  w i t h  t h e  a u t h o r i t i e s .  

F u r t h e r  s t r e a m l i n i n g  of s t a t e  e n t e r p r i s e s  and an i n c r e a s e d  
pace of gvverclmant d i v e s t m e n t  would a p p e a r  t o  be two areas where 
f u r t h e r  ad jus tmen t  might be a c h i e v e d  w i t h o u t  i n c u r r i n g  unaccep t -  
ah1.e s o c i a l  c o s t s .  With t h e  i n f l a t i o n  ra te  coming down, i t  stiould 
a l s o  be p o s s i b l e  t o  a c h i e v e  m o d e r a t i o n  a n  t h e  wage f r o n t .  

R e s p i t e  s t e r i l i z a t i o n  measures, c r e d i t  expans ion  would a p p e a r  
t o  be somewhat e x c e s s i v e  i n  r e l a t i o n  t o  che nominal  growth af GDP, 
bu t  t h i s  r e f l e c t s  reriewed c o n f i d e n c e  on t h e  p a r t  of t h e  p r i v a t e  
s e c t o r ,  a ca t ch -up  e f f e c t ,  and a f a l l  I n  v e l o c i t y .  T R  any e v e n t ,  
the growth i n  t h e  monetary  a g g r e g a t e s  h a s  n o t  been i n f l a t i o n a r y ,  
since c o n s i d e r a b l e  progress  has been  made w i t h  respect t o  t h e  
i n f l a t i o n  r a t e .  (The s l i g h t  a c c e l e r a t i o n  i n  t h e  CPI t o  6.8 p e r  
c e n t  i n  1982 is due a l m o s t  e n t i r e l y  t o  t h e  e l i m i n a t i o n  o f  govern-  
ment s u b s i d i e s  o n  p u b l i c  t r a n s p o r t . )  X n t e r e s t  ra tes  a re  now 
p o s i t i v e  i n  rea l  terms and a r e  h e l p i n g  t o  encourage  p r o d u c t i v e  
i nve s t m e  n t . 

Ul.timate u n i f i c a t i o n  of the dua l .  exchange system and t h e  con- 
comitant :  d i s m a n t l i n g  of complex r e g u l a t i o n s  ;re d e s i r a b l e  goa l s  
whlch che a u t h o r i t i e s  are a c t i v e l y  examining. S e v e r a l  Impor t an t  
i n t e r m e d i a t e  s t e p s  i n  t h i s  d1 ;ec t ion  have  a l r e a d y  been t a k e n  by 
t h e  authorities, who see  t h e s e  measures as  c r u c i a l  t o  t he  encour-  
agement of t h e  p r i v a t e  s e c t o r  and t h e  d r i v e  toward expor t - l ed  
growth.  The a u t h o r t i ’ s  a r e  p l a n n i n g  t o  i n s t i t u t i o n a l i z e  t h e  
informal marke t ,  make t h e  impor t  l i c e n s i n g  s y s t e m  more a u t o m a t i c ,  
and r e l a x  t he  f o r e i g n  exchange s u r r e n d e r  r equ i r emen t  of e x p o r t e r s .  

My .Jamaican a u t h o r i t i e s  wish t o  express  t h e i r  g r a t i t u d e  t o  
t h e  s t a f f  f o r  t h i s  i n c i s i v e  A r t i c l e  I V  r e p o r t  and rev iew of t h e  
ex tended  ar rangement  

M r .  E r b  remarked t h a t  s i n c e  e a r l y  1981 t h 2  Government had made s i g -  
n i f i c a n t  p r o g r e s s  i n  a number o f  areas .  A f t e r  seven y e a r s  of economic 
d e t e r i o r a t i o n  and i n  the f a c e  o€ a w o r l d  recession, Jamaica  i n  t h e  t w o  
p r e v i o u s  fiscal y e a r s  had r e c o r d e d  p o s i t i v e  r ea l  economic growth ,  a 
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d e c l i a e  i n  i n f l a t i o n ,  and i n c r e a s e s  i n  i m p o r t s ,  i n v e s t m e n t ,  a n d  employment. 
'In a d d i t  :oti ,  t h e  e x t e r n a l  a r r e a r s  had been  eliminated. Those p o s i t i v e  
developments were attributable bo th  t o  t h e  d i r e c t  impact  of t h e  Govern- 
Bent's new p o l i c y  course and t o  the s i g n i f i c a n t  increase i n  f o r e i g n  
p r i v a t e  a n d  o f f i c i a l  c a p i t a l  t h a t  had been a r t r a c t e d  by t h e  Government 's  
a c t i o n s ,  The c o n f i d e n c e  of f o r e i g n  s o u r c e s  of c a p i t a l  h a d  c l e a r l y  been 
enhanced by t h e  Fund's  endorsement  of t h e  Government '5 economic p o l i c y  
course. 

Bowever, Mr. E r h  went on ,  the r i s e  i n  t h e  b a l a n c e  af payments c u r r e n t  
accotirt  deflcit from 7 . 5  per c e n t  of G D P  i n  FY 1980 /81  t o  1 7  per  c e n t  i n  
FY 1982182 and an estimated 15,s p e r  c e n t  i n  FY 1982183 was worrying. The 
problem was due i n  l a r g e  parr t o  t h e  d r o p  i n  b a u x i t e  and a l u m i w m  exports, 
but the s t a f f  had noted  t h a t  n o n t r a d i t i o n a l  expor t s  had been below t h e  
programmed l z v e l .  On page 12 t h e  s t a f f  had conc luded  t h a t  s u g a r  and  
banana e x p o r t s  c o n t i n u e d  t o  per form p o o r l y ,  p a r t l y  because  of d e l a y s  in 
implement ing  s t r u c t u r a l  r e f o r m s  i n  t h o s e  areas. Delays  i n  implement ing  
o t h e r  s t r u c t u r a l  reforms, i n c l u d i n g  exchange ra te  a d j u s t m e n t s ,  had a l s o  
slowed d e s i r a b l e  a d j u s t m e n t s  i n  i m p o r t s  and e x p o r t s .  The prec ise  empirical 
relations hip between t h e  external c u r r e n t  accoun t  p o s i t i o n  and  t h e  l a r g e  
f i s c a l  d e f i c i t :  was n o t  c lear  t o  him, but  t h e  f a i l u r e  t o  r educe  t h e  f i s c a l  
d e f i c i t  s i g n i f i c a n t i y  had c e r t a i n l y  been a t  t h e  h e a r t  of the c i r r r en t  
account  imbalance .  

- 
Although a great: d e a l  hac! been dccomp~ished ,  Mr. E r b  remarked ,  much 

remained t o  be done i f  the  GovernmaEt was t o  a c h i e v e  its r $ v e r r i d i n g  
o b j e c t i v e  of r e t u r n i n g  t h e  econclrny t o  a p a t h  of eco?nlr.;c growth t h a t  
would be s u s t a i n a b l e  w i t h o u t  recGurse  TO s p e c i a l  f i n a n c i a l  a s s i s t a n c e .  
Addi t iona l .  p o l i c y  s t e p s  s h o u l d  be t a k e n  soone r  r a t h e r  than  l a t e r ,  and i t  
was th t3refore  d i f f i c x l t  t o  a g r e e  wi th  t h e  s t a t e m e n t  i n  t h e  proposed 
d e c i s i o n  t h a t  "no new w i d e r s t a n d i n g s  a r e  n e c e s s a r y  r e g a r d i n g  p o l i c i e s  
and measures  t h a t  Jamaica  w i l l  p u r s u e  d u r i n g  t h e  remain ing  pe r iod  of t he  
second y e a r  qf  the  e r t e n d e d  ar raqgement . ' .  I n  t h e  corning weeks, rhe s t a f f  
shou ld  d i s c u s s  wi th  t h e  a u t h o r i t i e s  t h e  p o l i c y  imasures- -par t  i c u l a r l y  
s t r u c t l i r a l  measures  a f f e c t i n g  p r i c e s ,  t h e  exchange r a t e ,  and t h e  p e r f o r -  
mance cjf t h e  s t a t e  e n t e r p r i s e s - - t h a t  w o u l d  be l i k e l y  to have a f a v o r a b l e  
e f € e c t  on t h e  c u r r e n t  account and c o u l d  be i m p l e m e n t e d  immedia te ly .  

I n  t h e  coming months,  Mr. Erb  c o n t i n u e d ,  t h e  s t a f f  w o u l d  d i s c u s s  wi1:h 
:he a u t h o r i t i e s  t h e  pol. icies t h e y  p l anned  t o  i m p l e m e n t  d u r i n g  t h e  t h i r d  
year  a€ t h e  ex tended  a r r angemen t .  I n  t h e  l i g h t  of developments  i n  t h e  
w o r l d  economy and of  t h e  s l o w  pace a t  which some s t r u c t u r a l  a d j u s t m e n t s  
i n  Jamaic.a had been implemented i n  t h e  f i r s t  two y e a r s  o f  t h e  ex tended  
a r r a n g e m e n t ,  t h e  a u t h o r i . t i e s  s h o u l d  be stcor:gly urged t o  re-examine t h e  
range o f  p o l i c y  o p t i o n s  open t o  t h e m  w i t h  a view t o  a d o p t i n g  a s t r o n g e r  
and more comprehensive s e t  o f  adjustment measures i n  t h e  € i n n 1  y e a r  of 
t h e  a r rangement .  The s t a f f  s h o u l d  g i v e  t h e  a u t h o r i t i e s  i t s  a n a l y s i s  o f  
t h e  medium-term p r o s p e " t q  of t h e  Jama ican  economy, p e r h h p s  Lhrough  a 
s e r i e s  o f  s c e n a r i o s +  He hoped t h a t  t h z  s t a f f  r e p o r t  uti t h e  proposed 
program for t h e  t h i r d  year of the e x t e n d e d  ar rangement  w o u i d  i n c l u d e  a 
c o m p r e h e n s i v e  a n a l y s i s  :f J a m a i c a ' s  medium-term p r o s p e c t s .  Me was no t  



i-tzjking t h e  s taff  t o  p r o v i d e  p r e c i s e l y  drawn f o r e c a s t s ,  but  i t s  q u a l i t a t i v e  
a n d ,  where p o s s i b l e ,  q u a n t i t a t l v e  judgment  would be u s e f u l .  

D e s p i t e  what t h e  s t a f f  c a l l e d  the a u t h o r i t i e s '  s t r e n u o u s  f i s c a l  
e f f o r t ,  Mr. E r b  remarked ,  t h e  budget d e f i c i t  was p r o j e c t e d  t o  exceed t h e  
1 2  pe r  c e n t  o f  GDP t h a t  had been p l anned  € o r  FY 1982/83. During t h e  
p r e v i o u s  d i s c u s s i o n  on Jamaica, h e  had s a i d  t h a t  h e  was w o r r i e d  t h a t  t h e  
12 per c e n t  t a r g e t  w a s  n o t  s u f f i c i e n t l y  a m b i t i o u s .  He a g r e e d  w i t h  t h e  
s t a f f  t h a t  t h e  b a u x i t e  i e v y  r e c e i p t s  were l i k e l y  t o  remain low i n  t h e  
t h i r d  y e a r  of the ex tended  a r r angemen t  and  p r o b a b l y  beyond, and  t h a t  t h e  
a u t h o r i t i e s  shou ld  t h e r e f o r e  act v i g o r o u s l y  i n  o t h e r  areas t o  bring :he 
1983 /84  f i s c a l  d e f i c i t  below t h e  1 2  p e r  c e n r  t a r g e t  € o r  1982/83. 

On t h e  e x p e n d i t u r e  s i d e ,  Mr. E r b  c o n t i n u e d ,  t h e  a u t h o r i t i e s '  a t t i -  
t u d e  toward p u b l i c  s e c t o r  wages was a c a u s e  f o r  conce rn .  The s t a f f  had 
e x p l a i n e d  t h a t  t h e  Government was p l a n n i n g  t o  i n c r e a s e  p u b l i c  s e c t o r  wages 
f o r  key p e r s o n n e l  by ai: l ea s t  70 p e r  c e n t  between FY 1983/84 and FY 1986/87. 
It was i m p e r a t i v e  t h a t  t h e  a u t h o r i t i e s  ho ld  che  l i n e  on nominal p u b l i c  
s e c t o r  wage i n c r e a s e s ,  t h e r e b y  cons  t r a i n i n g  government e x p e n d i t u r e  and 
f a v o r a b l y  a f f e c t i n g  p r i v a t e  s e c t o r  wage s e t t l e n e n t s .  Large p u b l i c  s e c t o r  
wage i n c r e a s e s  would have t h e  o p p o s i t e  e f f e c t .  To what e x t e n t  c o u l d  t h e  
Government d i r e c t l y  i n f l u e n c e  wage s e t t l e m e n t s ?  

The per formance  of t h e  p u b l i c  en te rpr i ses  had been p a . r t i c u l a r l y  
d i s a p p o i n t i n g ,  M r .  E r b  remarked,  and t h e  a u t h o r i t i e s  s h o u l d  he urged t o  
a c t  q u i c k l y  t o  improve j t .  They c o u l d  take  immediate  s i eps  t h a t  wotlld 
have a f a v o r a b l e  impact  on t h e  f i s c a l  d e f i c i t  and might f r e e  c a p i t a l  f o r  
more e f f i c i e n t  i n d u s t r i e s .  

The a u t h o r i t i e s  had been a b l e  t o  o b s e r v e  a l l  t h e  q u a n t i t a t i v e  p e r f o r -  
mance c i i t e r i a ,  b u t  o n l y  hecause  t n e  Government had r e s o r t e d  t o  a n  u n u s u a l  
f i n a n z i n g  a r r angemen t  w i t h  t h e  Bauxi re /Alumina  T r a d i n g  C o r p o r h t i o n ,  
Mr. E r b  commented. Wow l a r g e  was t h a t  a r r a n g e m e n t ?  D i d  t h e  a u t h o r i t i e s  
e x p e c t  t o  u s e  s i m i l a r  a r r a n g e m e n t s  i n  t h e  f u t u r e ?  How would t h e  inc l .n s ion  
of t h e  a r rangement  a f f e c t  J a m a i c a ' s  o b s e r v a n c e  of t h e  per formance  c r i t e r i a ?  
Q u a n t i t a t i v e  per formance  c r i t e r i a  p rov ided  a framework w i t h i n  which t o  
e v a l u a t e  t h e  SUCCCSS of a n  a d j u s t m e n t  e f f o r t  a n d ,  i n  t h e  l o n g  r u n ,  a n  
cconomy was bes t  s e r v e d  when a government a c t e d  c o n s i s t e n t l y  w i t h  t h e  
s p i r i t ,  a s  we l l  as t h e  l e t t e r ,  of the  agreement .  

T h e  a u t h o r i t i e s '  I n t e n t i o n  t o  f o r m a l i z e  t h e  p r e s e n t  i n f o r m a l  foi-eign 
exchange market  b e f o r e  t h e  b e g i n n i n g  a f  t h e  t h i r d  y e a r  of t h e  e x t e n d e d  
a r r angemen t  was welcome, Mr. E r b  s t a t e d .  The complementary p o l i c i e s  
t h a t  t h e y  i n t e n d e d  t o  a d o p t  t o  c h a n n e l  aiore t r a n s a c t i o n s  into t h e  fornal. 
market  wer2 a l s o  welcome. The measu res  t o  s t r e n g t h e n  t h e  i n f o r m a l  market  
s h o u l d  be s e e n  as t empora ry ;  t h e  o b j e c t i v e  s h o u l d  c o n t i n u e  t o  be t h e  
u l t i m a t e  unification o f  the exchange ra te  a t  an e q u i l i b r i u m  l e v e l .  He 
agreed wi th  t h e  s t a f f  t h a t  t h e  a u t h o r i t i e s  s h o u l d  h e  urged t a  move q u i c k l y  
to u n i f y  t h e  f o r e i g n  exchange m a r k e t s .  



The s t a f f  had encouraged  t h e  au tho r i t i e s  to  cunttnue deregulating 
p r i c e s ,  ?4re Erb went QP.. 3n page ti  of Sp1/%2/232, it had scressed 
~lrat :  ". . .p r ice  controls s t t l l  represent s i g n i f i c a a t  h i u i n c e a c i v e s  t c r  
dotnostic production in cer ta in  s e c t o r s ,  e.&. , dfomestic agr i cu i t r r r e  
and the manufac tu r ing  of fa-d and beverages, and thus c r s n t r i b u t e  to 
excessive re l iance 01; impor ts  In these categories ." 

The s t a f f ' s  s u g g e s t i o n s  concerning t h e  rent control. haw and Chc 
pace GI= disinvestment were apprnpriatc, M r .  E rb  cons idered$  TI.le rsveral l  
pact  of adj i is t tnent  i n  Jamaica m w t  be acce lera ted  if t h e  Government w a s  
to  a c h i e v e  i t s  main o b j e c t i v e s .  AG f o r  the proposed decision, t h e  multLple 
currency prac t ices  shou:.rj be reviewed b y  ttie Executive Board before the 
December 31., 1983 datlz s r e c i f f e d  Ln the d r a f t  t e x t ,  and t h e  f i n a l  paragraph 
s h o c l d  inclr i r fc  a sentence convey ing  a sense of urgency about the need  
for fut- her adjus tments ,  

Mr. M n l e y  s a i d  t h a t  basically he agreed wtth the s t a f f  appratsol 
a n d  proposed d e c i s i o n s .  A t  t h e  t i m e  o f  the previous discuss ion  o f  Jamaica, 
i n  kpr l l  1982, i r  had been clear tha t  the a u t h o r i t i e s  had nade significant 
progress i n  r e v i t a l i z i n g  t h e  cconony a n d  res t o r i n g  c o n f i d e n c e .  A1Ehough 
there had been s l l  ppagcs in c e r t a i n  areas,  t h e  Government's achievements 
had been impresslve: all t h e  perforLance  c r i t e r i a  had been met; t h e  
rea? ra te  of growth  had been  positive; t h e  r a t e  of t c f l a t l o n  had f a l l e n ;  
a n d  the balance of payments had been i n  o v e r a l l  s u r p l u s .  

The g e n e r a l l y  b r i g h t  economic: p i c t u r e  had darkened somewhat i n  
recent  months as a result o f  t h e  w o r l d  recession and domestic setbacks,  
Mr. h ! . n i e y  c o n t i n u e d .  I t  CI(IW seemed cer ta i r :  t h a t  the fi.sc;il and b a l a n c e  
of payments t a r g e t s  f o r  19PZ and 1983 woulcl not be m e t ,  l a r g e l y  because  
o f  the pto1ont;ed d e p r e s s i o n  i n  t h e  marLets f o r  b a u x i t e  aad aluminum. 
B u t  t h a t  was not t h e  s o l e  reason. Al though  t o u r i s m  had r e c o v e r e d  s t r o n g l y - -  
a remarkable  achicvement-- the performance of t h e  agricultural sector and  
of n o n t r a d i t f o n a l  expclrts had beer. d i s a p p o i n t i n g .  The a u t h o r i t i e s  had  
been  unab le  to i m p l e m e n ?  t h e l r  p l a n s  for r e s t r u c t u r i n g  ? h e  s u g a r  and 
banana s ec to r s  and t he i r  p l a n s  f o r  o v a r h a u i d n g  t h e  p u b l i c  e n t e r p r i s e s  
h a d  not  proceeded as  , ; u i c k l y  a s  had been hoped. A t  t h e  same t i m e ,  i1ifI.a- 
t i o n  had risen a g a i n ,  unemployment remair ied h i g h ,  t h e  s h o r t a g e  of  f o r e i g n  
exchange had l e d  t o  t h e  i n t e n s i f i e d  u s e  of a complex i n f o r m a l  foreigr?  
L::change market, a n d  t h e  ecnnony  r e m i n e d  u n c o m € o r t a b l y  dependent  o n  
f o r e i g n  a s s i s t a n c e ,  The p r o s p e c t s  f o r  recovery were c e r t a i n l y  mo-rr 
cLoudy now t h a n  , i n  recent months,  and it would be u s e f u l  t o  know whether  
t h e  s t a f f  had made preliminary p r o j e c t i o n s  € o r  GDP and t h e  bal-ance of 
paymenrs  f o r  t h e  t h i r d  year of t h e  ex tended  a r r angemen t .  
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Given t h a t  somber bac:cground, ctre a u t h o r i t i e s  were t o  be cornended 
f o r  h a v i n g  a g a i n  m o t  t h e  perfonnance crLterFa, MK.  Ain ley  s a i d .  T h e  
y u e s t i o n  t h a t  naturally a r o s e  was what  s t e p s  t h e y  should  t a k e  h e n c e f o r t h .  
The pace  Df a d j u s t m n r .  had s l o w e d ,  and  t h e  p r e v i o u s l y  a g r e e d  p a t h  no 
longer seemed a p p r o p r i a t e  Lf Che e s s e n t i a l  o b j e c t i v e s  of t h e  e x t e n d e d  
a r r angemen t  were t o  be met. He f u l l y  r e c o g n i z e d  t h e  d i f f i c u l t i e s  t h a t  
t he  a u t h o r i t i e s  were f a c i n g  and t h e  f l e x i b l e  way i n  whfch t h e y  had 
responded, bur f i r m  c o r r e c t i v e  a c t i o n  was now r e q u i r e d  t o  p r e s e r v e  t h e  
gains  that had been made and  t o  r e s t o r e  t h e  momentum oE a d j u s t m e n t .  

Strong a c t i o n  was particularly : i eces sa ry  i n  t h e  f i s c a l  arid exchange  
r a t e  po1Lc.y areas, Mr. A i n l e y  went  on. T h e  new t a x  c o l l e c t i o n  and expsn-  
d i t u r e  concrol p r o c e d u r e s  t h a t  had been i n t r u d u c e d  were welcome, 
a s  they p r o v i d e d  a sound b a s i s  f o r  improv ing  the b u d g e t a r y  perEormance.  
The moves t o  X m i t  t h e  p u b l i c  s e c t o r  wage b i l l  and t o  r e d u c e  consumer 
s u b s i d i e s  were a l s o  welcome. F e v e r t h e l e s s ,  t h e  f i s c a l  d e f i c i t  was s t i l l .  
d i sapp0in t ing :y  large--more t h a n  15 per cent  of GDP--and was l i k e l y  LO 
remain so i n  t h e  coming p e r i o d .  

Like t h e  s t a F f ,  M r .  AinLey went on ,  he  was w o r r i e d  t h a t  p u b l i c  and 
p r i v a t e  s e c t o r  wage s e t t l e m e n t s  would undermine  J a m a i c a ' s  c o r n p e t i t i . v c n e s s ,  
and p u b l i c  s e c t o r  wage and  r e c r u i t m e n t  p o l i c i e s  s h o u l d  be rev iewed.  ' In  
a d d i t i o n ,  more c o u l d  and  s h o u l d  be done  t o  i m p r o v e  t h e  e f f i c i e n c y  of 

scarce reyources .  To t h a t  end ,  marke t  mechanisms shou ld  be p e r m i t t e d  t o  
play a g r l - a t e r  ro le  i n  r e s o u r c e  a l l o c a t i o n .  Such recommendations would 
n o t  be e a s y  t o  f o l l o w ,  b u t  f u r t h e r  p r o g r e s s  i n  t h e  f i s c a l  area c o u l d  
h e l p  t o  promote p r i v a t e  s e c t o r  c o n f i d e n c e  and i n v e c t o r  i n t e r e s t .  The 
s t a f f  could  have u s e f u l l y  p r o v i d e d  additional i n f o r m a t i o n  on  t h e  l e v e l  
of i n w a r d  d Y t e c t  i n v e s t m e n t ,  which was c r u c i a l l y  i m p o r t a n t  t o  t h e  succes3  
of t h e  a d j u s t m e n t  program. Con t inued  p r i v a t e  f o r e i g n  i n v e s t m e n t  was an 
e s s e n t i a l  complzment t o  t h e  i n c r e a s e  i n  d o m e s t i c  savings t h a t  had been  
encouraged  by t h e  a u t h o r i t i e s '  more flexible i n t e re s t  r a t e  p o l i c y .  

- p a r a s t a t a l s ,  which c o n s t i t u t e d  a c o n t i n u i n g  burden  0i-t t h e  Government ' s  

A s  Eor exchange ' ra re  p o l i c y ,  Mr. Ain ley  c o n t i n u e d ,  t h e  s h o r t a g e  of 
f o r e i g n  e:cctiange had been  e x a c e r b a t e d  by t h e  decline i n  b a u x i t e  r evenues .  
T h e  r e c e n t  moves t o  f o r m a l i z e  t h e  infcrrnal f o r e i g n  exchange marke'r went  
I n  t h e  r i g h t  d t r e c c i o n ,  and t h e  d e c i s i o n  t o  p e r m i t  e x p o r t e r s  t o  sell 
part  of the i r  fo re ign  exchange  p r o c e e d s  i n  t h e  i n f o r m a l  market c o u l d  be 
a u s e f u l  f i r s t  s t e p  toward  c o n s o l i d a t i n g  t h e  two exchange  markets.. The 
d e c i s i o n s  t o  easi! t h e  a p p l i c a t i o n  of t h e  d i s c r e t i o n a r y  a s p e c t s  of r h e  
import 1.i.cerrsing system and g r a d u a l l y  t o  e l imina te  q u a n t i t a t i v e  impor t  
r e s t r l c z t o n s  c o u l d  make t h e  s y s t e m  r u n  more s n o o t h l y  arid were welcome. 
S t i l l ,  .it was d i s a p p o i n t i n g  tha t :  the a u t h o r i t i e s  had Eirund i t  n e c e s s a r y  
t o  maintain a d u a l  exchange  marke t  syst.em.. Even w h e n  the r e c e n t  i.mprove- 
merits were t a k e n  i n t o  a c c o u n t ,  the p r e s e n t  s y s t e m  seemed c o m p l i c a t e d  and 
a d m i n i s t r a t i v e l y  burdensome,  and h e  encouraged  t h e  a u t h o r i t i e s  to muve 
toward  a u n i f i e d  s y s t e m  as  qullckly a s  possi t1 .e .  He wondered whe the r  t i l e  
r e v i e w  o f  the exchange  s y s t e m  s c h e d u l e d  Eor the u i d d l e  c E  FY 1983/84 
m i g h t  not be b r o u g h t  f o r w a r d  so  t h a t  t h e  s t a f f  and t h e ,  a u t h o r i t i e s  c o u l d  
b e n e f i t :  from' t h e  review b e f c r e  t h e  t h . i r d  y e a r  o E  c i t e  ex tended  arrangement 
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began. If Y O ,  i t  might be a p p r o p r l a t s  t o  ltmft t h e  Fimd7s J p p r o v a t  of 
t h e  m u l t i p l e  c u r r e n c y  p r a c t i c e  under  the p r o p a e d  d e c i s i o n  to 6 months 
r a t h e r  than 1 2  months. Fund a p p r o v a l  for 6 inonths w m l d  cover t h e  period 
before  t h e  next  review. If  that was i m p r a c t i c a b l e ,  h e  would have  no 
J i B f L c u l t y  i n  a c c e p t i n g  Mr. Erb's proposal.  

The s t a f f  pape r ,  N r e  Airdey commnted, said surprisingly l i t t l e  
about t h e  p r e s e n t  level of t h e  exchange  rate. The s t a f f  merely referred 
b r i e i l y  t o  t h e  matter i n  its a p p r a i s a l  a n  page 20. However, t h e  s t a F f  
had noted t h a t  t h e r e  seerocd t o  have been some deterioration i n  Jateaicq's 
competitive p o s i t i o n ,  and t h a t  migh t  have  been an i m p o r t a n t  c a u s e  of t h e  
poor performance o f  n o n t r a d i t i o n a l  exports .  'rle hoped t h a t  t h e  l e v e l  of 
t h e  excharage ra te  a s  w e l l  as the exchange system itself would be reviewed 
by t h e  s t a f f  and t h e  a u t h o r i t i e s  d u r i n g  t h e i r  d i s c u s s i o n s  an t h e  program 
f o r  t h e  t h i r d  year of t h e  ex tended  a r r a n g e n e n t .  

The a u t h o r i t j - c s  had made a g e n u i n e  a t t e m p t  t o  t u r n  t h e  economy 
around,  Mr. AinXey considered. The results had been mixed, and t he re  
wab some r i s k  t h a t  t h e  key o b j e c t i v e s  of t h e  ex tended  a r r angemen t  would  
n o t  be m e t .  I n  t h e  present  u n f a v o r a b l e  e x t e r n a l  env i ronmen t ,  t h e  author- 
i t i e s  seemed t o  have  l i t t l e  o p t i o n  but  t o  u n d e r t a k e  more r a p i d  a d j u s t m e n t ,  
which would g ive  them t h e  b e s t  chance  of s e t t i n g  che  economy f i r m l y  on 
t h e  p a t h  of s u s t a i n e d  growth. The task would c e r t a i n l y  be e x t r e m e l y  
d i f  f i c u l t ,  but: the  a u t h o r l t i e s  had shown d e t e r m i n a t i o n  and f l e x i b i l i t y  - 

i n  t h e  r e c e n t  past .  

Fir. Laske c o n s i d e r e d  t h a t  by and l a rge  t h e  a u t h o r i t i e s  bad met t h e i r  
commitments under  t h e  e x t e n d e d  a r r a n g e m e n t ,  a l thor igh  developments  in t h e  
r e c e n t  pas t  had nor: been  as f a v o r a b i e  as t h o s e  d u r i n g  t h e  Eitst year of 
t h e  a r r angemen t .  TF.,e c o n d i t i o n s  i n  t h e  wor ld  ecorlOifiY h a d  i n c r e a s e d  t h e  
d i f f i c u l t y  i n  r e h a h i L i t a t i n g  and r e s t r u c t u r i n g  t h e  Jama ican  economy, and 
t h e  a u t h o r i t i e s '  d e t e r m i n a t i o n  t o  n o v ~  ahead  w i t h  t h e i r  p l a n s  was h i g h l y  
commendab le.  

The s l i p p a g e s  t h a t  had o c c u r r e d ,  p a r t i c u l a r l y  i n  wage.;, were w o r r y i n g ,  
M r .  Laske  remarked.  Corntracts  i n  b o t h  t h e  p u b l i c  and  p r i v a t e  s e c t o r s  
p rov ided  f o r  wage i n c r e a s e s  f a r  I n  e x c e s s  of  t h e  r a t e  of i n f l a t i o n .  As a 
r e s u l t ,  t h e  econoyoy hati had t o  a b s o r b  r e a l  i n c r e a s e s  i n  incomes a t  a t j m e  

when i t  faced even more serious e x t e r n s l  p roblems t h a n  had been  a n t i c i p a t e d ,  
T1-,e a u t h o r i t i e s  might  wish t o  c o n s i d e r  a d o p t i n g  a more fo rma l  incomes 
p o l i c y  t h a t  would t e m p o r a r i l y  l r n i t  t h e  n e g o t i a t i n g  p a r t n e r s '  a b i l i t y  t o  
i n c r e a s e  wages above a s p e c i E i e d  r e f e r e n c e  point. Cont i rued  s i z a b l e  r e a l  
w;;:jie i n c r e a s e s  w o u l d  hamper t h e  Government ' s  a b i l i t y  t o  c o n t a i n  i n f l a t i o n -  
ar:' pressures;  t h e  increases  would b o o s t  d o m e s t i c  demand and s p i l l  over 
. i n t o  t h e  balance of payments position, which W B S  a l r e a d y  r a t h e r  p r e c a r i o u s .  

The  a u t h o r i t i e s  had begun t h e i r  r e h a b i l i t a t i o n  e f f o r t s  w i t h  t h e  i n t e n -  
t i o n  o f  r e d u c i n g  p u b l i c  s e c t o r  p a r t i c i p a t i o n  i n  t h e  economy, Mr. Laske 
r e c a l l e d .  U n f o r t u n a t e l y ,  t h e  Government h a d  n o t  succeeded  EIS much a s  i t  
h a d  iirspsd i n  2 ivec ; t i ng  i t s e l f  oi a number O F  kcortornfc u n i t s ,  Indeed ,  on 
b a l a n c e ,  tie Government '2 i nvolvemeri t  in economic a c t i v i t y  h a d  Fncreased  
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s i n c e  t h e  a p p r o v a l  of t h e  e x t e n d e d  a r r a n g e m e n t .  The a u t h o r i t i e s  had 
r e c e n t l y  taken o v e r  a r e f i n e r y  a n d  severa l  t o u r i s t  f a c i l i t i e s  f o r  r e a s o n s  
t h a t ,  a t  f i r s t  g lance,  seemed f a i r l y  r e a s o n a b l e .  I n  f a c t ,  however ,  t h e  
a u t h o r i t i e s  p r o b a b l y  would n o t  be much more s u c c e s s f u l  t han  p r i v a t e  
o p e r a t o r s  had been i n  r u n n i n g  t h e  o i l  r e f i n e r y  on a p r o f i t a b l e  bas i s .  
l n  a g r i c u l t u r e ,  p a r t i c u L a r l y  in the  p r o d w r i o n  of t r a d i t i o n a l  e.xports 
s u c h  as bananas and s u g a r ,  t h e  a u t h o r i t i e s  had made o n l y  slow prcgress  
i n  r3ducirig t h e  Government ' s  Involvement .  The a u t h o r i t i e s  s h o u l d  pay 
c loser  a t t e n t i o n  t h a n  t h e y  had t h u s  f a r  t o  making Y i g n i E l c a n t  p r o g r e s s  
i n  t h e  e f f o r t  to  r e t u r n  e n t e r p r i s e s  t o  t h e  p r i v a t e  s e c t o r .  

Bank l i q u i d i t y  remained  ample ,  Mr. Laske  commented, d e s p i t e  t h e  
s t r o n g  p r i v a t e  demand f o r  c r e d i t ,  an.? t h e  small s i z e  of t h e  o v e r a l l  
b a l a n c e  of payments s u r p l u s .  I t  would be u s e f u l  t o  r e c e i v e  a f u r t h e r  
comment on t h e  c a u s e s  of t h e  s u b s t a n t i a l  bank l i q u i d i t y .  The  a u t h o r i t i e s  
had w i s e l y  d e c i d e d  t o  mop up t h e  excess l i q u i d i t y  i n  t h e  banking  s y s t e n  
t h r o u g h  a s p e c i a i  i s s u e  of s e c u r i t i e s ,  a n d  h e  wondered w h e t h e r  t h e  pro-  
c e e d s  of t h e  i s s u e  were t o  be s t e r i l i z e d  i l l  '-, . 1,er:ral B ~ r . c c  o r  u s e d  t o  
f i n a n c e  t h e  budget d e f i c i t .  I f  t h e y  were u s e d  t o  € ina r , ce  tht d e f i c i r ,  
t h e  o b j e c t  of t h e  i s s u e  c o u l d  be d e f e a t e d .  I n  PY 1981, a b o u t  30 p e r  
cent of the Government ' s  o v e r a l l  d e f i c i t  had been f i n a n c e d  from d o m e s t i c  
s o u r c e s ,  p a r t i c u l a r l y  commerc ia l  h a n k s ,  and i n  t h e  f u t u r e  t h e  a u t h o r i t i e s  
might  w i s h  t o  i n c r e a s e  t h e i r  r e c o u r s e  t o  nonbank. r e s o u r c e s .  

- 

The s t a f f  had  p r e s e n t e d  a c o n v i n c i n g  argument  i n  f a v o r  of e a r l y  
u n i f i c a t i o n  of t h e  exchange r a t e s ,  Mr. L a s k e  c o n s i d e r e d ,  b u t  t h e  a t l t h o r i -  
t i e s  seemed t o  b e l i e v e  t h a t  l i t t l e  would be g a i n e d  f r o u  s u c h  a move a t  
t h e  p r e s e n t  s t a g e .  Some of t h e  po i r l t s  t h e  s t a f f  had made in d i s c u s s i n g  
t h a t  i s s u e  were w e l l  t a k e n ;  t h e i r  r e f e r e n c e s  t o  t h e  e x p o r t  s e c t o r ,  which 
produced most of t h e  t r a d i t i o n a l  e x p o r t s ,  t h e  demand f o r  which was h i g h l y  
dependent  on t h e  l e v e l  of economic a c t i v i t y  i n  t h e  i n d u s t r i a l  c o u n t r i e s ,  
were p a r t i c u l a r l y  i m p o r t a n t .  A s  p r e v i o u s  s p e a k e r s  had s t r e s s e d ,  t h e  
r e l a t i v e l y  poor  perEorrnance of t h e  n o n t r a d i t i o n a l  e x p o r t s  seemed t o  be 
c l o s e l y  l i n k e d  t o  t h e  a p p r e c i a t i o n  of t h e  exchange r a t e  i n  r e a l  t e i m s ,  
and  t h e  a u t h o r i t i e s  s h o u l d  be e n c o u r a g e d  t o  f o l l o w  t h e  s t a f f ' s  recomnien- 
d a t i o n  oE a n  e a r l y  u n i f i c a t i o n  of t h e  exchange ra tes .  A c l o s e  look a t  
t h e  matter s h o u l d  be t a k e n  b e f o r e  t h e  n e g o t i a t i o n s  c n  t h e  prdgram f o r  
t h e  t h i r d  y e a r  of t h e  e x t e n d e d  ar rangement .  F j .na l l . J ,  tic FulLy a g r e e d  
w i t h  t h e  s t a f f  a p p r a i s a l .  

Mr+ V i d v e i  s a i d  t h a t  he had been  s t r u c k  by t h e  f a c t  t h a t  Jamaica 
had met a l l  t h e  per formance  c r i t e r i a  even though t h e  deve lopment  of  
many of  t h e  import  ant  a g g r  e g a  t c?s--inc l u d i  ng economic growth ,  gove r n m r  n t 
s a v i n g s ,  t h e  o v e r a l l  government  d e f i c i t s ,  e x p o r t s ,  and t h e  e x t e r n a l  
c u r r e n t  account--had been s i g n i f i c a , l t l y  l e s s  f a v o r a b l e  t h a n  \zxpected.  
On t h e  o t h e r  hand ,  t h e  r a t e  of  i n f l a t i o n  had f a l l e n  s h a r p l y  i n  i981/82  
and had probaLly  c o n t i n u e d  t o  d e c l i n e  i n  1982/83;  i n  b o t h  y e a r s  t h e  r a t e  
had been s l g n i f i c a n t l y  less t h a n  e x p e c t e d .  T o  what e x t e n t  had the unex- 
p e c t e d l y  l o w  ;ates of i n f l a t i o n  h e l p e d  J a m a i c a  t o  meet t h e  pe r fo rmance  
criteria? 
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Hr. V i d v e i  c ~ t n t i n ~ u e l l .  G:i-.ii: w;is t!i.e dLEference  between t h e  o f t i c i d l  a r ~ d  
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t o  see ;I deprec . ia t i .on  of t h e  currel . tcy,  b u t  t h e y  had t u  pay d u e  r ega rd  t o  
t h e  c o u n t r y ' s  i n t e r n a t i o n a l  compet. i . t ive p o s i t i u n .  Wages i n  J a m a i c a  had 
been g r ~ ~ i ~ ~ g  much more qLtickly t h a n  e x p o r t  p r i c e s ,  and  t h e  rnedium-term 
e f f e c t s  oE t h a t  r r e n d  c o u i d  be s e r i o u s .  F i n a l l y ,  a l t h o u g h  . Jama ica  I I R ~  
fornia1l.y met a l l .  t h e  perEoriaauce c r  i t e t - ia ,  t h e  t.rnernplpymenr ra te  was 
iit i . i l  high--rnore t h a n  2 5  p e r  cent--and he WC)ild(?red whe the r  t h e  employmenz 
situation s h o u l d  not be a Ci jUr je  f o r  c o n c e r n  i n  the E x e c u t i v e  Board. 

T h e  i iu t h o  r it i e$ under?  canda  b l y  we re r e l u c  t a n  t 

b l r .  S u r a i s r y  s a i d  t h a t  b a s i c a l l y  lie a g r e e d  w t t h  t h e  thrilst o E  the  
s c a f f  a p p r a i s a l .  A f t e r  vnars of d e c l i n i n g  . I c t i v i t y ,  t h e  J a m a i c a n  economy 
h e ?  begun c.2 improve a F t e r  t h e  imp lemen ta t i l  In of the ex tended  arrangemetic. 
T h e  a u t h o r i t i e s ,  w h o  had met a l l  t h e  p e r f o r i a n c e  c r i t e r i a  f o r  t h e  f i r s t  
s i x  months o f  t h e  second  yea r  of t h e  a r r angemen t  a n d  were e x p e c t e d  t o  meet 
Ehe performance c r i t e r i a  t h r o u g h  end-March 1983 a s  well, were cer t a i i i l y  
t o  'ne corninended f o r  t h e i r  per formance .  

The f o r e i g n  exchange  m a r k e t s  s h o u l d  be u n i € i e d  as soon as p o s s i b l e ,  
Nr. S u r n i s r y  c o n s i d e r e d .  The s ~ a f  f ' s  proposal Eo,r f o r m a l i z i n g  t h e  i n f o r - -  
i l i a 1  market  was a temporary  and p a r t i a l  s o l u t i o n  t o  t h e  problems t h a t  had 
3risrn f rom t h e  d u a l  exct-iange arr,inz;.aerit. Eecause of the p resen t  b a l a n c e  
of payfnents d - i f f i c u l t  ies arid o t h e r  u n f a v o r a b l e  economic c o n d i t i o n s ,  i t  
'was d i  E f L c u l t  t o  u n i f y  t h e  f o r e i g n  exclisn.ge inarkets f o r t h w i t h ,  b u t  t h e  
a u t h o r i t i e s  s h o u l d  c o n t j  nile t h e  p r o c e s s  o €  1. i i i i f ica t ion .  

The s t e p s  t h a t  t!Ie a u t h o r i t i e s ,  had t a k e n  s i n c e  ea r ly  1982 t o  b e g i n  
removing some of the i m p o r t  r e s t r i c t i o n s  were e n c o u r a g i n g ,  Mr. S u r a i s r y  
reiriarked. However, he a g r e e d  w i t h  t i l e  s t a f f  t h a t  t h e  a u t h o r i i i e s  s h o u l d  
be encouraged  t o  cont: irtue removing t h e  r e s t r i c t i o n s  i n  o r d e r  t o  c o n t r i b u t e  
t o  t h e  Eree - t r ade  s y s t c m  t h a t  wa:; i n  t h e  b e s t  i n t e r e s t s  of a l l  member 
c c w n t r i e s  . 

The a u t h o r i t i e s  ha:l inade cotmnendabls ef for::s t o  d e a l  w i t h  the f i s c a l  
d e f i c . i t ,  Mr. S u r a i s r y  s:iid, b u t  t h e r e  h a d  been i n  u n a n t i c i p a t e d  s h o r t f a . L l  
i f 1  t h e  baaxi. te Levy r e v e n u e s ,  and  t h e  d e f i c i z  i n  1952/83 was now p r o j e c t e d  
t r ~  be l a r g e r  than  o r i g i n a l l y  e x p e c t e d .  The a u t h o r i t i e s  h a d  been a b l e  t o  
o b s e r v e  t h e  p e r f o r m a n c e  crite:ion on n e t  domestic credi.L t o  the Government  
by h a v i n g  t h e  Rauxic2/,21.tim1.na Cumparty make a prepayment on b a u x i t e  s a l e s  
and by t r a n ? f e r i . n g  the p r o c e e d s  T o  t h e  C e n t r a l  ~~o\rerntnr lnt .  S u c h  fin;rnc,ing 
w a s  n o t  c o n s i s t e n t  w i t ? .  t h e  d e f i n i t i o n  of " n e t  rlooiestic c r e d i t " ;  i t  i ~ r i s  
t e c h n i c a l l y  and l e g a l l y  c o r r e c t ,  but. i t  invo lved  no rtzal ad justmerit a d  
was n o t  a n  app.roprii t tcr  way ti> reinai,n w . i c h i n  a c r e d i t  c e i l i n g .  Tnere was 
some i!ouSt whet .hec  the credlE c e i ' l ' i n g  f o r  the rpst  of f i s c a l  ye;?r  1.38%/83 
wou 1:l h e  o b s e r v e d  i f  ~ 3 e  s p e c i a  1 f i n z i i c i n g  :ir1-ilngt>merlt Were nu t  repealzed.  



T h e  a u t h o r i t i e s  s h o ~ i l d  c a r e f u l l y  reconsLder t h e i r  wage pl>l i .cy,  
M r .  Suraisry commented. Recent  i n c r e a s e s  i:i p u b l i c  and p r i v a t e  s e c t o r  
wages had exceeded  t h e  r a t e  of  i n f l a t i o n ,  which i t s e l €  had  a c c e l e r a t e d .  
E x p o r t s  would be h u r t  i f  t h e  wage i n c r e a s e s  caused  t h e  r a t e  of i n f l a t i o n  
t o  r ive  F u r t h e r .  Exports  had  a l r e a d y  s u € f e r e d  from the  efEects o f  t h e  
a p p r x i a t i o n  of t h e  Jama ican  "liar. F i n a l l y ,  t h e  s t e p s  t h a t  t h e  au t i i o r -  
i t i e s  h a d  t a k e n  t o  ;educe. government  r e g u l a t i o n s  were  welcome, and 
t h e y  s h o u l d  b e . e n c a u i a g e d  t o  m a i n t a i n  t h a t  e € € o r t .  

Yr. de  V r i e s  s a i d  t h a t ,  w h i l e  t h e  a u t h o r i t i e s  were  t o  be commended 
f o r  t h e  s i g n i , i c a n t  p t d g r e s s  t h a t  t hey  h a d  made , E x e c u t i v e  D i r e c t o r s  
wcre c1ea;ly conce rned  about  t h e  magnitude of t h e  t a s k s  t h a t  remained .  
A f t e r  s e v e n  years of  d e c l i n e  i n  real n a t i o n a l  o u t p u t ,  an a p p l i c f i t i o n  o f  
t h e  Fund ' s  harsh med ic ine  h a d  r e s u l t e d  in i n c r e a s e s  i n  r e a l  GNP i n  t h e  
p r e v i o u s  two y e a r s .  E x e c u t j v e  D i r e c t o r s  c l e a r l y  f e l t  t h a t  t h e  a u t h o r i t i e s  
s h o u l d  persevere w i t h  t h e i r  s u c c e s s E u l  a d j u s t m e n t  e f f o r t s .  

The st3.F f had c3.earl.y i d e n t  LEied t h e  speci  Fic a r e a s  where € u r t h e r  
a c t i o n  was called f o r ,  Mr. d e  Vries reuarked. F r i o r i t y  s h o u l d  be  g i w n  
co improving  the b u d g e t a r y  s i t u a t i o n ,  p a r t i c u l a r l y  the per formance  of 
t h e  p u b l i c  e n t e r p r i s e s .  B a u x i t e  r e c e i p t s  h3.d been f a l l i n g  s h a r p l y  and 
were L i k e l y  t o  s t a y  a t  a low level i n  t h e  coining p e r i o d ;  t h e  a u t h o r i t i e s  
seemed t o  have n o  c h o i c e  h u t  t o  a d j u s t  t o  t h a t  t r e n d .  The budget  and 
econornfc e f f i c i e n c y  i n  genera l  would b e n e f i t  froin t h e  i m p l e m e n t a t i o n  of 
more p r i c e  a n d  e f  f i c i e n p y - o r i e n t e d  i i ieasures i n  t h e  p u b l i c  e n t e r p r i s e  
s et: c o t . 

- 

Y o n e t a r y  p o l i c y  was another cause € o r  c o n c e r n ,  Mr. d e  Vries c n n -  
t i n u e d .  Althoiigh t h e  rate o f  I nc rease  i n  consiiiner p r i c e s  had f a 1  I ~ T I  
r a p i d l y  i n  1982 ,  n e t  domest ic .  c r e d i t  had c o n t i n u e d  r i s i n g  a t  rot ighly the 
same r a t e  a5 i n  1981, t h e r e b y  suggest ing  t h a t  t h e  l e v e l  o f  l i q u i d i t y  i n  
t h e  economy was exceus3.ve. 

Act- ion nf  Fecz ing  b o t h  t h e  exchange  sys tem and t h e  exchange r a t e  
itself was w a r r a n t e d ,  Mr. de  Vries considered. The  exchange  rate h a d  
been a p p r e c i a t i n ~ ,  r a t h e r  t h a n  d e p r e c i a t i n g  a s  seemed d e s i r a b l e ,  and  he 
doub ted  w h e t h e r  t h e  complex exchange s y s t e m  cou.7.J. c r e a t e  t h e  conf idelice 
needed to ach . i t .ve  t h e  r e v i v a l  of i n v e s t m e n t  t h a t  w a s  so importi inc t .o  t h e  
success n F  t he  program. Ear1.y unif icat .  i on  of clie exchanee t w r k e t  was 
! *  l e a r L y  ca.1 led For.  
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Commenting OIL t h e  proposed  d e c i s i o n  on Jama ica ’ s  exchange neasures 
s u b j e c t  t u  Ar t ic le  VITI, Mr. de  Vries s a i d  t h a t  t h e  d i s c u s s i o n  i n  t h e  
E x e c u t i v e  Board had  u n d e r s c o r e d  t h e  E x e c u t i v e  D i r e c t o r s  ’ f e e l i n g  t h a t  
t h e r e  was a n  u r g e n t  need f o r  t h e  a u t h o r i t i e s  t o  a c t  on t h e  exchange r a t e .  
Hence,  i t  would be a p p r o p r i a t e  t o  make a minor  change i n  t h e  proposed  
t e x t  so as t o  g r a n t  a p p r o v a l  of t h e  p r e s e n t  exchange r a t e  s y s t e m  o n l y  
until t h e  Board’s r e v i e w  of t h e  program f o r  t h e  t h i c d  y e a r  of t h e  ex tended  
a r r angemen t .  A s  f o r  t h e  proposed  d e c i s i o a  o- t h e  ex tended  a r r a n g e m e n t ,  
t h e  f i n a l  s e n t e n c e  l a c k e d  t h e  s e n s e  of urgency  t h a t  p r e v i o u s  s p e a k e r s  
seemed t o  f e e l .  The se r i t ence  i n  q u e s t i o n  seemed t o  be e s s e n t i a l l y  a 
t echn ica l .  one; t h e  r ema in ing  p e r i o d  of t h e  second y e a r  of  t h e  ex tended  
a r r angemen t ,  which was ment ioned  i n  t h e  s e n t e n c e ,  was o n l y  abou t  t h r e e  
months. The t ex t  need n o t  encourage  t h e  a u t h o r i t i e s  t o  adopt  a d d i t i o n a l  
measures  i n  t h e  s h o r t  t i m e  r ema in ing  i n  t h e  second year of t h e  ex tended  
arrangement, but i t  c o u l d  r e f l e c t  t h e  E x e c u t i v e  D i r e c t o r s ’  w i sh  t o  see 
t h e m  m a i n t a i n  t h e i r  s u c c e s s f u l  a d j u s t m e n t  p o l i c y  s t a n c e  by i n t r o d u c i n g  
new measures as t h e  e v o l v i n g  s i t u a t i o n  w a r r a n t e d .  

Mr. Morrell s t a t e d  t h a t  he  s h a r e d  t h e  conce rn  t h a t  p r e v i o u s  s p e a k e r s  
h a d  e x p r e s s e d ,  p a r t i c u l a r l y  about t h e  exchange ra te .  The s t e p s  t h a t  t h e  
a u t h o r i t i e s  had t a k e n  i n  tha t :  area were  welcome, bu t  t h e i r  argument  f o r  
m a i n t a i n i n g  a d u a l  exchange r a t e  s y s t e m  was not  f u l l y  conv inc ing .  The 
s t a f f  had p r e s e n t e d  a s t r o n g  c a s e  f o r  t h e  need t o  rev iew t h e  p r e s e n t  
exchange r a t e  sys tem,  and the proposed  d e c i s i o n  shou ld  he amended accord -  
i n g l y  . - 

The a u t h o r i t i e . ;  were t o  be commended f o r  t h e  measures  i n t r o d u c e d  t o  
improve t h e  per formance  o f  t h e  p u b l i c  s e c t o r  u t i l i t i e s ,  Mr. M o r r e l l  
con t inued .  Given  t h e  h igh  ra te  of unemployment and t h e  low r a t e  of GNP 
growth,  he f u l l y  sympath ized  w i t h  t h e  a u t h o r i t i e s ,  s u p p o r t e d  t h e  e f f o r t s  
t h a t  they  had made, and hoped t h a t  t h e  exchange r a t e  a r r angemen t s  and 
the impor t  l i c e n s i n g  sys t em c o u l d  be a d d r e s s e d  as soon a s  p o s s i b l e .  

M r .  C a r a n i c a s  remarked t h a t  i n  many r e s p e c t s  Jamaica was a s p e c i a l  
case. FOK a number o f  years b e f o r e  t h e  a d o p t i o n  of t h e  ex tended  a r r a n g e -  
m e n t ,  t h e  econorny had k r f  ormed p o o r l y .  
and t h e  b a s i c  dynamic advances  oE t h e  1960s had c e n t e r e d  a round impor t  
s u b s t i t u t i o n .  In a r e c e n t  i n t e r v i e w  i n  Fo rbes  Magazine,  t h e  Pr ime 
Ninister had  s t a t e d  i n t e r  a l i a  t h a t  “ o u r  m i s s i o n  now i s  t o  c o n v e r t  t h e  
p r i v a t e  s e c t o r  t o  be a n  e x p o r t - o r i e u t e d  machine.  To do t h i s ,  we must 
have  f a v o r a b l e  a c c e s s  t o  a marketplace € o r  e x p o r t s . ”  A p p a r e n t l y ,  t h e  
Prime M i n i s t e r  had had i n  mind t h e  p o s s i b l e  b e n e f i t s  €ram t h e  s o - c a l l e d  
Caribbean B a s i n  I n i t i a t i v e  of t h e  U.S. Government. L t  would p robab ly  be 
d i f f i c u l t  for Jama ican  m a n u f a c t u r e r s  t o  t a k e  advan tage  of t h a t  i n i t i a t i v e  
i f  t h e y  c o n t i n u e d  t o  emphas ize  p r o d u c t i o n  f o r  t h e  Jamaican m a r k e t ,  r a t h e r  
t h a n  t h e  Large r e g i o n a l  marke t .  He wondered what k i n d s  of new p r o d u c t s  
Jamaican  m a n u f a c t u r e r s  cc>iild hope t o  produce  and  e x p o r t  t o  t h e  r e g i o n a l  
market .  Could Jamaica c o n t i n u e  t o  ?3fEord t h e  f o r e i g n  exchange needed t o  
f i n a n c e  i m p o r t s  of  raw na t e r i a l s  used  s o l e l y  f o r  s u b s t i t u t i o n  i n d u s t r i e s ?  

The p r e v i o u s  development  s t r a t e g y  
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H e  f u l l y  endorsed the s t a f f  recommendat ions ,  p a r t i c u l a r l y  those 
c o n c e a f n g  f i s c a l  policy and t h e  exchange  s y s t e m ,  MI. C a r a n i c a s  commented, 
but he sympath ized  w i t h  t h e  a u t h o r i t i e s ,  who f e l t  t h a t  f u r t h e r  f i r m  p o l i c y  
a c t i o n  m f g h t  i n v o l v e  unbearable s o c i a l  c o s t s  and s h o u l d  be approached  
c a u t i o u s l y .  In h i s  opening  statement,  Mr. Casey had s a i d  t h a t  s t r c a m l i n -  
i n $  s t a t e  e n t e r p r i s e s  and an i n c r e a s e d  pace of governmerit d i v e s t m e n t  
appea red  t o  be two a r e a s  where f u r t h e r  a d j u s t m e n t  might  be a c h i e v e d  
w i t h o u t  fncurring unncc.eptable c o s t s .  One s u c h  er-alnple was t h e  p o l i c y  
on civil s e r v a n t s '  s a l a r i e s ,  which had r e s u l t e d  i n  some s t r i k e  a c t i o n ,  
a l t h o u g h  t h e  policy had e v e n t u a l l y  been  a d h e r e d  t o .  The a u t h o r i t i e s  
were c l e a r l y  a c t i n g  i n  good f a i t h ,  and t h e  c o n s i d e r a b l e  p r o g r e s s  c h a t  
t h e y  hod made in t h e  p r e v i o u s  year  had h e l p e d  t o  i n c r e a s e  c o n f i d e n c e .  

The second parag raph  of t h e  proposed  d e c i s i o n  on t h e  exchange s y s t e m  
c o u l d  be amended t o  g r a n t  a p p r o v a l  of t h e  m u l t i p l e  c u r r e n c y  p r a c t i c e  u n t i l  
t h e  r ev iew of t h e  program f o r  the  t h i r d  year of t h e  extgnded a r r a n g e m e n t ,  
Mr, CaranFcas  c o n s i d e r e d .  The  text o f  t h e  d e c i s i o n  on t h e  ex tended  
ar rangement  might be changed t o  s t a r e  more c l e a r l y  t h a t  no  new u n d e r s t a n d -  
i n g s  were needed i n  t h e  r ema in ing  t 5 r e e  months of t he  second y e a r  of t h e  
extended a r r angemen t .  

The s t a f f  r e p r e s e n t a t i v e  from t h e  Wrqtern Hemisphere Department  
s a i d  t h a t  t h e  s t a f f  would p r o v i d e  a medium-term a n a l y s i s  of the p r o s p e c t s  
f o r  t h e  Jama ican  economy i n  i t s  n e x t  r e p o r t .  The p r e s e n t  p r o j e c t i o n s  
were t h a t  real growth would reach 2-3 p e r  c e n t  i n  1983; a l t h o u g h  b a u x i t e  
o u t p u t  was expec ted  t o  decline f u r t h e r ,  o u t p u t  i n  o t h e r  s e c t o r s  would 
p robab ly  c o n t i n u e  t o  grow. The e x t e r n a l  c u r r e n t  a c c o u n t  d e f i c i t  was 
p r o j e c t e d  t o  c o n t i n u e  t o  be i n  t h e  r ange  of 1 5  per cent. The s t a f f  f e l t  
now,  os i t  had  a t  t h e  time of t h e  a d o p t i o n  of t h e  ex tended  a r r a n g e m e n t ,  
t h a t  a v i a b l e  e x t e r n a l  c u r r e n t  a c c o u n t  d e f i c i t  would be e q u i v a l e n t  t o  
a p p r o x i m a t e l y  10 per  c e n t  of GDP and pe rhaps  sorr,ewhat less, dapending on 
t h e  f l a w s  of c o n c e s s i o n a l  a i d .  Given t h e  r e c e n t  deve lopments  i n ,  and  t h e  
prospects f o r ,  t h e  b a u x i t e  i n d u s t r y ,  i t s  r e c o v e r y  i n  t h e  immediate  F u t u r e  
w a s  u n l i k e l y .  Indeed ,  b a u x i t e  product  i o n  migh t  never r e g a i n  t h e  levels  
of p a s t  y e a r s .  The c i r c u m s t a n c e s  c a l l e d  €o r  a de te rmined  adjustment 
e f f o r t ,  so t h a t  t h e  Jama ican  economy c o u l d  move c l o s e r  t o  a v i a b l e  f i s c a l  
p o s i t i o n  a n d ,  t h e r e f o r e ,  a v i a b l e  e x t e r n a l  c u r r e n t  accoun t  p o s i t i o n .  

Jamaica had had c a n s i d e r a b l e  d i f f i c u l t y  i n  r e t 8 i n i n g  q u a l i f i e d  
h i g h - l e v e l  c i v i l  s e r v a n t s ,  t h e  s t a f f  r e p r e s e n t a t i v e  e x p l a i n e d ;  t h e  o n l y  
solution I n  a p e r i o d  of  great f i s c a l  c o n s t r a i n t  was t o  adop t  a kind of 
wage-fund approach  under  which t h e  Government c o u l d  c r ea t e  a d i f f e r e n t i a l  
i n  f a v o r  of h i g h - l e v e l  p o s i t i o n s .  However, t h e  staff felt t h a t  t h e r e  
was l i t t l e  scope  For a g e n e r a l  wage i n c r e a s e .  A p a r t  from the example 
s e t  by the c i v i l  s e r v i c e ,  t h e  Government c o u l d  d i r e c t l y  i n f l u e n c e  wages 
o n l y  by i n t e r v e n i n g  i n  t h e  c o n c i l i a t i o n  p r o c e s s .  The s t a f f  p lanned  t o  
d i s c u s s  w i t h  t h e  a u t h o r i t i e s  a p o s s i b l e  fo rma l  incomes p o l i c y .  Such a 
p o l i c y  had been impl.emented i n  1978-79 ,  t o g e t h e r  w i t h  t h e  c r a w l i n g  peg 
exchange rate reglme. Though t h e  p o l € c y  had b r o a d l y  succeeded  i n  
r e s t r a i n i n g  wage g r o w t h ,  i t  had become a very  d i f f i c u l t  p o l i t i c a l .  I s s u e .  
T h e  present :  Government. p robab ly  w o u l d  n o t  wish to i s s u e  forma1 guidelines+ 
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I n  t h e  pas t ,  such g u i d e l i n e s  h a d  t ended  t o  become minimum r a r g e t s  fo r  
wage c o n t r a c t s  r a t h e r  t h a n  t h e  uppe r  limit o n  s e t t l e m e n t s .  Hence, t h e r e  
M a s  a feel .Lng i n  Jamaica t h a t  g u i d e l i n e s  were c o u n t e r p r o d u c t i v e .  

IF t h e  s p e c i a l  f i n a n c i n g  a r r angemen t  w i t h  t h e  b a u x i t e  company had 
been c o n s i d e r e d  s h o r t - t e r m  bor rowing  by t h e  pubLic  sector,  t h e  s t a f E  
r e p r e s e n t a t i v e  s a i d ,  t h e  Government would have exceeded  the c e i l i n g  on 
d i s b u r s e m e n t s  of s h o r t - t e r m  f o r e i g n  d e b t .  The  b r e a c h  probably would n o t  
have been s u b s t a n t i a l ,  a s  t h e  s p e c i a l  f i n a n c j  ng opera t - ion  had been  f o r  
$ 6 3  m i l l i o n ,  f a i r l y  c l o s e  t o  the c e i l i n g  on s h o r t - t e r m  l o a n s  of $60 m i l -  
l i o n .  Kowever, t h e  s taEf  had not  e x p e c t e d  t h e  s h o r t - t e r m  bor rowing  t o  
be c h a n n e l e d  d i r e c t l y  t o  t h e  Central  Government. One of the d i f f i c u l t i e s  
t h a t  t h e  s t a f f  had w i t h  t h e  s p e c i a l  f i n a n c i n g  was i t s  c o n s i d e r a b l e  cost. 
I t  was t h e  s t a f E ' s  u n d e r s t a n d i n g  t h a t  t h e  a u t h o r i t i e s  p l a n n e d  s i m i l a r  
s p e c i a l  f i n a n c i n g  o p e r a t i o n s  i n  1983. The  s t a f f  would d i s c o u r a g e  t h e  
a u t h o r i t i e s  f rom d o i n g  s u c h  o p e r a t i o n s  and would s u g g e s t  t h a t  t h e y  
s h o u l d  be cove red  by t h e  pe r fo rmance  c r i t e r i a .  

P r i c e  c o n t r o l s  w e r e  causi-g d i s t o r t i o n s  i n  t h e  Jama ican  ec'bnomy, 
espec ia l ly  i n  a g r i c u l t u r e ,  t h e  s t a f f  r e p r e s e n t a t i v e  commented, e s p e c i a l l y  
a s  t h e y  tended  t o  e n c o u r a g e  a n  undiily h i g h  l e v e l  of i m p o r t s ,  The s t a f f  
hoped t h a t  t h e  a u t h o r i t i e s  w o u l d  make f u r t h e r  p rog res s  i n  r e d u c i n g  t h e  
p r i ce  c o n t r o l s .  In t h a t  c o n n e c t i o n ,  the  s t a f f  i n t e n d e d  t o  work c l o s e l y  
w i t h  World Rank s t a f f  members, who would b e  d i s c u s s i n g  with t h e  a u t h o r i t i e s  
t h e  p o l i c i e s  and programs s u p p o r t i n g  t h e  second  y e a r  of  t h e  s t r u c t u r a l  
a d j u s t m e n t  l o a n  a t  t h e  moment when t h e  Fund s t a f f  would be n e g o t i a t i n g  
t h e  t h i r d  y e a r  of t h e  e x t e n d e d  a r r angemen t .  

The s t a f f  was also w o r k i n g  c l o s e l y  w i t h  t h e  World Rank s t a f f  on t h e  
exchange  sys t em i n  .Jamaica, t h e  s t a f f  r e p r e s e n t a t i v e  e x p l a i n e d .  The 
World B Z R ~'S rev iew of t h e  exchange  s y s t e m  midway th rough t h e  second  
year  of i t s  s t r u c t u r a l  a d j u s t m e n t  l o a n  would coincide w i t h  t h e  Fund 
s t ~ ? ? f , F ' s  review of the program f o r  t h e  t h i r d  y e a r  of t h e  ex tended  arrange-  
TIen t .  In t h e  past, the a u t h o r i t i e s  h a d  been r e l u c t a n t  t o  devalue t h e  
cu r rency .  They had a r g u e d  t h a t  t h e  economy had e x p e r i r i c e d  s o  many 
c o n s e c u t i v e  years of accumula t ed  d i s t o r t i o n s  t h a t  i t  was very  d i f f i c u l t  
t o  i d e n t i f y  t h e  e q n i l i b r i u m  exchange  rate. T h e r e  was much t o  be sa id  
i * j r  t h a t  a rgumen t ,  a n d  :he s t a f f  t h e r e f o r e  a t t a c h e d  g r e a t  i m p o r t a n c e  a t  
the p r e s e n t  s t a g e  t o  improv ing  t h e  exchange sys t em as  part of r e d u c i n g  
conr ro l s  on  a11 s e c t o r s  of t h e  economy, t h e r e b y  making i t  eas ie r  t o  
d e t e r n i n e  the e q u i l i b r i u m  exchange  r n t e .  The  c r e a t i o n  of d d u a l  inarkec 
w i t h  a € Loacing exchange r a r e ,  and  the  s i g n i E i c a n t  r e d u c t i o n  f n cr)ntrg Ls 
on imports should heLp t h e  a u t h o r i t i e s  co d e t e r n i n e  t h e  a p p r o p r i a t e  
exchange ra te .  The s t a f f  agreed  with t h e  a u t h o r i t i e s  t h a t  t h e  new 
exr::ange s y s t e m  s h o u l d  be i n t r o d u c e d  g r a d u a l l y ,  add t h a t  some e x p e r i e n c e  
*li t i t  i t  s h l , u l d  be gained before  tile i s s u e  o f  t h e  a p p r o p r i a t e  exchange 
rn t e  was reopeced. T h e  n t i d y e a r  r ev iew o f  t h e  program f o r  1383-e4 might  
be a c o n v e n i e n t  occaslon on  which t d  beg in  t o  a s s e s s  t h e  rcsu!cs of t h e  
new d u a l  marke t+  
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The i n f l o w  of f a r e i g n  investment had f a l l e n  f r o m  $ 6 5  m i l l i o c i  i n  
1980 t o  $27 mIl l . i on  i n  1981, and t o  $ 2  m i l l i o n  i n  1982, the s t a f f  reprz- 
s e r i t a t i v e  e x p i a i n e d .  Direct i n v e s t m e n t  i n  t h e  b a u x i t e  s e c t o r  had a l s o  
t a p e r e d  o f f .  T h e  ].ow l e v e l  of foreign i n v e s t m e n t  was p e r h a p s  a c a u s e  
€or  conce rn ,  a1thol;gh t h e r e  had been  a d r o p  i n  f o r e i g n  i n v e s t m e n t  a round  
the wor7.d w i t h  t h e  d e c r e a s i n g  i n t e r e s t  in c r e a t i n g  new p r o d u c t i o n  f a c i l i -  
t ies in d e v e l o p i n g  c o u n t r i e s  

The s t a f f  b e l i e v e d  t h a t  che  h i g h  l e v e l  of l i q u i d i t y - - w h i c k  wa5 n o t  
l i k e l y  t o  pe r s i s t - -was  a consequence  of t h e  r e s t o r a t i o n  of c o n f i d e n c e  in 
t h e  p r i v a t e  s e c t o r  and of t h e  f i r s t  p o s i t i v e  r e a l  ra tes  of i n t e r e s t  i n  
Jamaica i n  a number o f  years ,  t h e  s t a f f  r e p r e s e n t a t i v e  commented. The 
rzp id  i n c r e a s e  i n  l i q u i d i t y  s e e a e d  t o  have been a sor t  of ca t ch -up  phenom- 
enon. The c r i l i r i g s  i n  t h e  program c o v e r e d  a l l  d o m e s t i c  bank c r e d i t  t o  
the C e n t r a l  GovernrnenL and s e c u r i t y  i s s u e s  i n  t h e  d o m e s t i c  marke t .  The 
a u t h o r i t i e s '  open-market a r r a n g e m e n t s  had p rov ided  f o r  s t e r i l i z a t i o n ;  
t h e  s e c u r t r y  issues u s e d  t o  d r a i n  f u n d s  from t h e  banking  s y s t e m  f e l l  
w i t h i n  t h e  c e i l i n g s  and  were not: compansated by increases i n  c e n t r a l  
bank c r e d i t  t o  the Government.  

The  exchange r a t e  i n  t h e  o i f i c i a l  market, t h e  s t a f f  r e p r e s e n t a t i v e  
expla ined ,  was 551.78 = US$l.OO. The r a t e  i n  t h e  p a r a l l e l  marke t  a p p e a r e d  
t o  be In t h e  range  of J$2.30-2.80 = US$l.OO. The  large s p r e a d  between 
t h e  ra tes  i n  t h a t  mark.et was a reflection of t h e  i , J e f f i c i e n c i e s  and  
i l l e g a l i t y  of t h e  p a r n l l e l  marke t .  With t h e  recent l e g a l i z a t i o n  of t h e  
marke t ,  t h e  ra tes  were e x p e c t e d  t o  converge  toward t h e  o f f i c i a l  rate.  
The Bank of Jama ica  was e x p e c t e d  t o  i n t e r v e n e  i n  t h e  p a r a l l e l  marke t .  

The c o n t i n u e d  h i g h  l e v e l  of unemployment had o b v i o u s l y  caused  d i f f i -  
c u t t  s o c l a l  arid p o l i t i c a l  p rob lems ,  t h e  s t a f f  r e p r e s e n t a t f v e  from t h e  
Western Hemisphere Depar tment  remarked. The s t a f f  had  s t r e s s e d  t h e  need 
fo r  wage r e s t r a i n t  p r e c i s e l y  b e c a u s e  i t  felt t h a t  i n  t h e  p r e s e n t  c i rcum- 
stances I n c r e a s e s  i n  rea l  wages would worsen  t h e  unemployment problem. 

The Deputy Director of t h e  Exchange and  Trade  R e l a c i o n s  Department  
remarked t h a t  t h e  s t a f f  had not l ooked  closely at  t h e  r e l a t i o n v h l p  between 
the. unexpectedly  l o w  r a t e  of i n f l a t i o n  and t h e  authorities' a b i l i t y  to 
remain w i t h l n  t h e  c r e d i t  cef . l ings.  l-towever, presumably t h e  low r a t e  oE 
i n f l a t i o n  W Q U ~ . ~  have c o n t r i b u t e d  t o  some improvement i n  t h e  budget  a n d  
balance of payments outcome,  and would t h u s  have  h e l p e d  t h e  a u t h o r i t i e s  
t o  observe t h e  performance  c r i r e t l a .  

The s t a f f  had been qu i t e  concerned abou t  t h e  h igh  r a t e  of unernpLoy- 
 men^ i n  J a m a i c a ,  t h e  D e p u t y  Director commmced. T h a t  was one of  t h e  
rea3ans why t h e  s t a f f  had s t r e s s e d  t h e  need bo th  t o  m a i n t a i n  wage r e s t r a in t  
and to reach a n  appropriate exchange ra te .  

T h c  performance c r i t c r i a  had been observed even  though t h e  b n d g e t a r y  
p o s . i t i a n  had been less f avorab le  t h a n  h a d  been e x p e c t e d ,  t h e  D e p u t y  
D i r e c , t o r  of the Exchange anif Trade R e l a t t . o n s  Depar tmenr .  remarked.  In 
t h e  second year of t h e  program, i t  h a d  I W ~ R  the i n t e r i t L o n  of c h e  sc;!Ff 



- 19 - EB>f/’83/i - 1 / 3 / 8 3  

t o  i n c l u d e  per formance  c r i t e r i a  t h a t  were r o b u s t  a n d  i n c o r p o r a t e d  a i l  
t h e  w e l l - r e c o g n i z e d  forms of f i n a n c i n g .  The s p e c i a l  € i n a x i n g  arrange- 
Eent  t h a t  t h e  a u t h o r ” t i e s  had s u b s e q u e n t l y  made had heeri unexpec ted ,  
and t h e  s t a f f  would a t t e m p t  t o  n e g o t i a t e  even more r o b u s t  c e i l i n g s  on 
d o m e s t i c  c r e d i t  and  f o r e i g n  d e b t  f o r  t h e  t h i r d  y e a r  of t h e  ex tended  
a r r angemen t  drawing.  The lesson of t h e  second y e a r  of t h e  ex tended  
a r r angemen t  was t h a t ,  even  though t h e  performance c r i t e r i a  had been 
o b s e r v e d ,  a much g r e a t e r  a d j u s t m e n t  e f E o r t  would be r e q u i r e d  i n  t h e  
f i n a l  year  of t h e  ex tended  a r r angemen t .  T h e  e x p e r i e n c e  w i t h  Jamaica 
demons t r a t ed  t h e  advan tage  o€ t h e  p r e s e n t  k i n d  of review and  showed 
the way i n  which such  r ev iews  c o u l d  supplement  per formance  c r i t e r i a .  

Responding t o  a f u r t h e r  comment, t h e  s t a f f  r ep resen ta t ive  from 
t h e  ldestern Hemisphere Department  s a i d  t h a t  t h e  c e n t r a l  government 
d e f i c i t  was l a r g e r  t h a n  had been p rov ided  f o r  i n  t h e  program, w h i l e  
t h e  volume of d o m e s t i c  f i n a n c i n g  had  not. exceeded t h e  program l e v e l .  
T h e r e  had been c e i l i n g s  on domes t i c  and f o r e i g n  borrowing by t h e  Govern- 
ment and t h e  s e l e c t e d  p u b l i c  s e c t o r ,  b u t  clot on s h o r t - t e r m  borrowing 
by t h e  n o n c o n s o l i d a t e d  p u b l i c  s e c t o r .  
Company, which was p a r t  of t h s  n o n c o n s o l i d a t e d  p u b l i c  sec tor ,  had 
borrowed USS63 m i l l i o n  and  t r a n s f e r r e d  t h e  p roceeds  t o  t h e  Government 
thereby e n a b l i n g  t h e  a u t h o r i t i e s  t u  f i n a n c e  t h e  unexpec ted ly  l a r g e  
d e f i c i t  w i t h o u t  exceed ing  t h e  c e i l i n g  on domes t i c  c r e d i t .  Uad t h a t  
s p e c i a l  t r a n s a c r i o n  n o t  t a k e n  p lace ,  a d d i t i o n a l  domes t i c  f i n a n c i n g  
would have  been r e q u i r e d ,  and t h e  c e i l i n g  on domest ic  f i n a n c i n g  would  
have  been exceeded .  

The Bauxi te /Alumina  T r a d i n g  

Mr. E r b  s a i d  t h a t  he was worried abou t  t h e  p o s s i b l e  impact  o f  such  
special. t r a n s a c t i o n s  on t h e  f u t u r e  a d j u s t m e n t  of t h e  f i s c a l  d e f i c i t .  
As f o r  t h e  employment s i t u a t i o n ,  he wondered why t h e  h igh  r a t e  of 
unemployment had n o t  p r e v e n t e d  i n c r e a s e s  i n  wages. 

T h e  s t a f f  r e p r e s e n t a t i v e  from t h e  Western  Hemisphere Department 
r e p l i e d  t h a t  t h e  l a b o r  u n i o n  movement i n  Jamaica  was r e l a t i v e l y  s t r o n g .  
There were two l a r g e  f e d e r a t i o n s ,  each  l i n k e d  w i t h  one of t h e  two major  
p o l i t i c a l  parc:es, and i t  was d i f f i c u l t  f o r  any  government t o  e x e r c i s e  
s t r o n g  l e a d e r s h i p  i n  wage n e g o t i a t i o n .  I f  a government t r i e d  t o  r e s t r a i n  
wages, workers tended t o  sh l f t  t h e i r  a l l e g i a n c e  t o  t h e  un ion  s u p p o r t i n g  
the p o l i t i c a l  opposition, t h e r e b y  e r o d i n g  t h e  p o l i t i c a l  base  of t h e  
government i n  power. 

The A c t i n g  Chairman remarked thar. there seemed t o  h e  some danger  
t h a t  L F  h i g h - l e v e l  c i v i l .  s e r v a n t s  uero not- g i v e n  reasonably a t t r ac t ive  
s a l a r i e s ,  t h e y  mLght: vish t o  move to the p r i v a t e  sector o r  seek  employ- 
;nene o u t s i d e  t h e  counr ry .  A number o f  former  s e n i o r  c i v i l  s e r v a n t s  were 
already working o u t s i d e  Jamaica. 

The c e i l i n g  on n e t  d o m e s t i c  c r e d i t  t o  the p u b l i c  s ec to r  hac! been 
m r c  I n  a manner t h a t  i i ,dd b e e a  u n a n t i c i p a c e d  a2 t h e  time of t h e  establish- 
crrent of t h e  program f o r  the second year of t h e  ex tended  a r r a n g e m e n t ,  the 
A c t i n g  C h a i r a a n  commenced. As a result, the program had not been as 
t i g h t  as had bcen expecred. T h e  s t a f f  wou.Ld t r y  t o  ensure thac t h e  
<:e [ l i n g  f u r  t h e  coming per iod  was p r o p e r l y  des igned .  
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Mr. Casey remarked t h a t  a number of speakers seemed t o  f e e l  t h a t  
the  pace  of a d j u s t m e n t  i n  Jamaica had been r a t h e r  slow. It: was t r u e  
t h a t  the o v e r a l l  government d e f i c i t  had  r i s e n  t o  a b o u t  15 per cent of 
GDP in 1982, but  t h e  c o l l a p s e  of t h e  b a u x i t e  s e c t o r  had l e d  t o  a genera l .  
l a c k  o f  revenue  buoyancy, above and beyond t h e  loss i n  b a u x i t e  r e v e n u e  
p e r  se. On t h e  o t h e r  hand,  non’bauxite r e v e n u e s  had risen s i g n i f i c a n t l y  
8 s  a p r o p o r t i o n  of GDP because  of t h e  improved t a x  c o l l e c t i o n  a n d  t i g h t e n e d  
a s s e s s m e n t  p rocedures .  I n  a d d i t i o n ,  t h e  Government: had i n t r o d u c e d  l e g i s -  
l a t i o n  t h a t  would swf tch  a number of s p e c i f i c  t axes  on  a wide r ange  of 
goods t o  ad va lorem t a x e s .  On t h e  e x p e n d i t u r e  s i d e ,  t h e  i n c r e a s e  in 
t o t a l  government e x p e n d i t u r e  i n  r e l a t i o n  t o  GDP i n  1982 was a r e f l e c t i o n  
of the  l a r g e r  i n t e r e s t  payments t h a t  t h e  a u t h o r i t i e s  had had t o  make. 
Many other c o u n t r i e s  had also f a c e d  a large d e b t  s e r v i c e  burden b e c a u s e  
of h i g h  i n t e r n a t i o n a l  i n t e r e s t  rates. T h e r e  had been a n  e l emen t  of wage 
push i n  t h e  p u b l i c  f i n a n c e s ,  bu t  t h e  a u t h o r i t i e s  had had no choice but 
t o  i n c r e a s e  t h e  s a l a r i e s  of h i g h - l e v e l  c i v i l  s e r v a n t s .  It  was i m p o r t a n t  
t o  bea r  in mind t h a t ,  a l t h o u g h  real  wages i n  t h e  p u b l i c  s e c t o r  had r i s e n  
by 5 p e r  cent i n  1982-83, t h e y  had no t  risen i n  t h e  p e r i o d  1976-81. 
However, wage modera t ion  would be r e q u i r e d  i n  t h e  f u t u r e ,  and t h e  a u t h o r -  
i t i es  would c e r t a i n l y  c o n s i d e r  E x e c u r i v e  D i r e c t o r s ’  s u g g e s t i o n  f o r  i n t r o -  
duc ing  a more fo rma l  incomes p o l i c y .  

C a p i t a l  expenditure had-been c u t  i n  rea l  terms, Mr. Casey c o n t i n u e d .  
That d e c i s i o n  had n o t  been e a s y  t o  make, because  a l a r g e  p a r t  of t h e  
i n f r a s t r u c t u r e  had become run  down d u r i n g  the long p e r i o d  of s t e a t i l l y  
d e c l i n i n g  r e a l  GDP. In sum, a k ind  of compress ion ,  o r  a u t o m a t i c  a d j u s t -  
ment, had o c c u r r e d  on the  f i . s ca1  s i d e .  The overall f i s c a l  d e f i c i t  had 
been f t n a n c e d  l a r g e l y  by t h e  u n e x p e c t e d l y  h igh  l e v e l  of f o r e i g n  i n f l o w s  
and th rough  borrowing OR t h e  s t r e n g t h  of f u t u r e  b a u x i t e  sa les ,  t h e  l a t t e r  
a d m i t t e d l y  imp ly ing  the need f o r  a somewhat  s t r o n g e r  ad jus tmen t  in t h e  
t h i r d  y e a r  of t h e  ex tended  arrangement. The a u t h o r i t i e s  were w e l l  aware 
of t h a t  need,  and t h e y  were a l r e a d y  c o n s i d e r i n g  t h e  possibility of t a p p i n g  
nonf inanc ta l :  r eaources  i n  t h e  coming p e r i o d  

The slow pace O€ government d f v e s t m e n t  had been caused  i n  p a r t  by t h e  
Phortage of e x p e r i e n c e d  e n t r e p r e n e u r s ,  Mt. Casey c o n t i n u e d ,  Many of them 
had l e f t  Jamaica i n  t h e  1970s and had not: r e t u r n e d ,  As a r e s u l t ,  the 
p r i v a t e  sector demand f o r  government p r o p e r t i e s  had been q u i r e  llmtted. 

I t  was i m p o r t a n t  t o  u n d e r s c o r e  t h e  s i g n i f i c a n t  ach ievemen t s  of  the 
authorities, Pk .  Casey said .  Inflation had markedly i m p r o v e d ,  t h e  arrears 
had been eliminated, and the impor t  r e s t r f c r i o n s  and price c o n t r o l s  had 
been  reduced. The pace o f  a d j r i s t m e n c  a f  t h e  balance of payments hac! 
bean slow, a n d  a sustoinahle p o s i t i o n  would n o t  be a t ta ined  i n  1983, 
barring an unexpected mjot  tmprovement i n  the b a u x i t e  sector, w h i c h  
A C C O U R ~ ~ ~  f o r  7 5  p e r  cent of t o t a l  exporcs. The authorirles recognized 
c h a t  the performance o f  other exports ,  part  f cu l t z r ly  agricultural ones ,  
had been less f a v o r a b l e  t h a n  e x p e c t e d ,  and  t h e y  were df i temiaed  to improve 
rhn si .tuatf.on. (In tht? other ha t ld?  i n t e r e s t  r a t e s  Were p06.kttVe f n  reel. 
terms: the prime l e n d i n g  ? a t e  w n 3  1 3  per cent  and the s a v i n g s  d e p o s i t  
ra te  9 p e r  c a n t ,  compared w t t h  t h e  rfse  tn the CQW3UZWF pr i ce  index  of 
6-7 per c e n t .  
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The a p p a r e n t l y  h i g h  r a t e s  of d o n e s t t c  c r e d i t  drowth w e r e  not  i n f l a -  
c io r t a ry  and  would nat a d v e r s e l y  a f f e c t  t h e  b a l a n c e  of payments ,  Mr. Casey 
cominented. The r a t e s  Mere e x p l a i n e d  by t h e  ca tch-up  e f f e c t  r e s u l t i n g  
from the reneged c o n F i d c n c e  i n  t h e  p r i v a t e  s e c t o r ,  and t h e  v e l o c i t y  of 
money had d e c r e a s e d .  Domest ic  c r e d i t  e x p a n s i o n  wa5 e x p e c t e d  t o  s low i n  
t h e  coming period. 

T h e  u n i f i c a t i o n  of t h e  exchange r a t e  was more i m p o r t a n t  as  a means 
o f  h e l p i n g  t o  d i s m a n t l e  t h e  complex r e g u l a t i o n s  t h a n  ds 3 way of  r e d u c i n g  
L h e  exchange r a t e ,  Mr. Casey e x p l a i n e d .  A d e p r e c i a t i o n  was not  c l e a r l y  
e s s e n t i a l .  'The r e c e n t  a p p r e c i a t i o n  of t h e  r e a l  e f f e c t i v e  exchange r a t e  
had been x o d e r a t e ,  and t h e  r ea l  e f F e c t i v e  exchange ra te  was now a t  t h e  
Samc l e v e l  a s  t h e  ear ly  1970s. I n  any e v e n t ,  i t  w a s  d i f f i c u l t  t o  d e t e r m i n e  
the e q u i l i b r i u m  exchange  r a t e  i n  a f a i r l y  r e g u l a t e d  economy, and i t  was 
w c \ r t h  r e c a l l i n g  t h a t  t h e  d e v a l u a t i o n  i n  1978 had n o t  improved t h e  r e s e r v e  
p o 5 i t i o n .  The a u t h a r i t i e s  b e l i e v e d  t h a t ,  because  a c o n s i d e r a b l e  p r o p o r t i o n  
of t o t a l  i m p o r t s  were e s s e n t i a l  and a l a r g e  p r o p o r t i o n  of e x p o r t s  were 
c h a r a c t e r i z e d  by s p e c i a l  i n s t i t u t i o n a l  f e a t u r e s ,  t h e  s e n s i t i v i t y  of 
impor t  and e x p o r t  p r i c e s  t o  exchange  r a t e  a d j u s t m e n t s  was n o t  s t r o n g .  
It was d i f f i c u l t  to distinguish betweer. t h e  various f a c t o r s  t h a t  a f f e c t e d  
t h e  b a l a n c e  of payments.  F o r  i n s t a n c e ,  t h e  market s h a r e  of t o u r i s m  had 
increased ,  bur b a u x i t e  e x p o r t s  had s u f f e r e d  For  r e a s o n s  o t h e r  t h a n  a 
d e c l i n e  i n  c o m p e t i t i v e n e s s ,  which i t s e l f  was d i f f i c u l t  t o  assess because  
o f  t h e  c o m p l e x i t y  of t h e  exchange  r a t e  sys tem.  Given  t h e  p r e s e n t  s t a t e  
o f  t h e  a r t  of i d e n t i f y i n g  t h e  p r e c i s e l y  a p p r o p r i a t e  exchange r a t e  i n  an 
economy, i t  was wise t o  be c a u t i o u s  a b o u t  t a k i n g  a s t r o n g  p o s i t i o n  o n  
t h e  e q u i l i b r i u m  exchange r a t e  i n  t h e  J a m a i c a n  economy. However, t h e  
a u t h o r l t i e s  were committed t o  u l t i m a t e i y  u n i f y i n g  t h e  exchange ra te .  

tle tended  t o  a g r e e  w i t h  MP. V i d v e i  t h a t  t h e  u n e x p e c t e d l y  low rate  
of i n f l a t i o n  had h e l p e d  t h e  authorities t o  meet t h e  per formance  c r i t e r i a ,  
M r .  Casey remarked. I t  was c l e a r l y  i n c o r r e c t  t o  c o n c l u d e  t h a t  t h e  s p i r i t :  
o f  the performance c r i t e r i a  had somehow been  breached.  

The h i g h  ra te  o f  unemployment i n  Jamaica a s  a whole a n d  i n  K i n g s t o n  
in particular, where many unemployed persons tended  t o  conf;regate ,  w a s  
crear!:ig s o c i a l  t e n s i o n s  and  was cLearly a c a u s e  f o r  c o n c e r n ,  Mr. Casey 
s 3 i d  a T h e  i m p l e m e n t a r i o n  o f  s t r i n g e n t  a d j u s t n e n t  measure: was c e r t a i n l y  
difficult i n  an economy c t \ i . t r ac t e t t zed  by considerable unenpLoyrnent. 
However, t h e  recent h i g h  wage rate8 had c l e a r l y  not h e l p e d  t h e  ernployrrtent 
s i t u a t i o n .  

:'It-. E r b  recaI..Zed thaC speakers  had noted t h e  progress  t h a t  t h e  
a t i t t i o r i t  i r i s  had made. T h e y  a p p i > r e n t l y  h a d  chosen t o  focus  o n  the p r o b l 2 . m ~  
t'acl.ng t h . e  economy b e c a u s e  t h e  p r o g r e s s  t h a t  h a d  been made would be 
c.rnde.rrni,ned o r  reversed i f  a d e q u a t e  econoraic pci.Li.cies were not i n t r o d u c e d .  
%tie authur3.ties had t r )  ~ C : C  i n  orde r  t o  pave the  way for: t h e  cori t inued 
economic growth  t h a t  Jaaiaica c l e a r l y  r e q u i r e d .  
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The Act ing  Chairman made t h e  following summing up: 

In d i s c u s s i n g  t h e  1952 A r t i c l e  IV c o n s u l t a t i c n  w i t h  J a m a l c a ,  
E x e c u t i v e  D i r e c t o r s  a g r e e d  w i t h  t h e  t h r u s t  of t h e  s t a f f  a p p r a i s a l .  
They noted t h a t  y e a r s  of economic d e c l i n e  had been r e v e r s e d  in 
1981 and t h a t  p o s i t i v e  growth had been r e c o r d e d  i n  1982 ,  d e s p i t e  
a n  u n f a v o r a b l e  i n t e r n a t i o n a l  economlc climate and a s u b s t a n t i a l  
d rop  f n  t h e  p r o d u c t i o n  of Jamaica's p r i n c i p a l  e x p o r t s ,  b a u x i t e  
and a lumina .  D i r e c t o r s  commented f a v o r a b l y  on  t h e  s h a r p  d e c l i n e  
i n  the rate oE i n f l e t i o n  d u r i n g  t h e  same p e r i o d ,  bu t  v o i c e d  con- 
cern t h a t  t h e  r a t e  of i n c r e a s e  i n  wages i n  some s e c r o r s  i n  t h e  
past  two y e a r s  was a d v e r s e l y  a f f e c t i n g  t h e  c o u n t r y ' s  c o m p e t i t i v e -  
ness a 4  was c o n t r i b u t i n g  t o  t h e  c o n t i n u e d  h i g h  l e v e l  of unem- 
ployment.  D i r e c t o r s  a l s o  e x p r e s s e d  s e r i o u s  conce rn  a b o u t  t h e  
s i g n i f i c a n t  widening  of  t h e  external. c u r r e n t  accoun t  d e f i c i t  
d u r i n g  t h e  c o u r s e  of t h e  e x t e n d e d  a r r angemen t  w i t h  t h e  Fund t o  
d a t e ,  

D i r e c t o r s  no ted  tha t  a l l  pe r fo rmance  c r i t e r i a  had been 
observed so  f a r  i n  t h e  second y e a r  of t h e  a r r a n g e m e n t ,  a l t h o u g h  
t h e y  commented t h a t  t h i s  had been f a c i l i t a t e d  by a s p e c i a l  financ- 
ing ar rangement  between t h e  Government 3nd t h e  b a u x i t e  companies  
t h a t  had riot been  env i saged  unde r  t h e  program. 

'En p u b l i c  f i n a n c e ,  D i r e c t o r s  emphasized s t r o n g l y  t h e  impor- 
t a n c e  of a d o p t i n g  measures  t o  s e c u r e  a f i s c a l  ad jus tmen t  s u f f i -  
c i e n t  t o  make poss ib l e  a r e d u c t i o n  i n  t h e  dependence on e x t e r n a l  
a s s i s t a n c e  and t h e  achievement  o f  a s u s t a i n a b l e  e x t e r n a l  p o s i t i o n ,  
i n  l i n e  w i t h  t h e  o b j e c t i v e s  of t h e  program. They urged  the 
a u t h o r i t i e s  t o  move s p e e d i l y  t o  r e h a b f l i t a t e  t he  p u b l i c  e n t e r -  
prises and  t h e r e b y  eliminate the i r  r e l i a n c e  on budge ta ry  s u p p o r t .  
D i r e c t o r s  a l s o  recommended t h a t  p u b l i c  s e c t o r  wage p o l i c y  be 
reviewed i n  t h e  l i g h t  of t h e  f i s c a l  c o n s t r a i n t s .  Because of 
the temporary n a t u r e  of r e c e n t  g a i n s  111 t a x  r evenue ,  D i r e c t o r s  
n o t e d  the impor t ance  of measures to s t r e n g t h e n  the revenue base 
i n  a more lasting manner. 

In t h e  area of d e r e g u l a t i o n  and d i v e s t m e n t ,  D i r e c t o r s  no ted  
t h a t  the progress to date had been less t h a n  expec ted  a n d  t h a t ,  
i n  soae i n s t a n c e s ,  t h e  publ ic  s e c t o r  had indeed  i n c r e a s e d  its 
r o l e  i n  p r o d u c t i o n  and had i n c r e a s e d  t h e  scope of c o n t r o l s .  
Directors c a u t i o n e d  t h a t  s u c h  a c t i o n  might  impede the  needed  
r e s t o r a t i o n  of confidence on t h e  p a r t  of t h e  p r i v a t e  s e c t o r ,  

D i r e c t o r s  n o t e d  t h e  e l i m i n a t l o n  of excernal  arrears and wel- 
comed changes t h a t  a r e  abou t  t o  be i n t r o d u c e d  i n  t h e  exchange and 
t r a d e  sys tern w h i c h  would  i n s t i t u t i o n a l i z e  t h e  pa ra l l e l  €o re ign  
exchange market i n  t h e  commercial  banks, s t i m u l a t e  n o n t r a d i t i o n a l  
e x p o r t s ,  and reduce t h e  res t r i c t i v c n r s s  of  t h e  import  l i c e n s i n g  
system. However, t h e y  virided t hese  measures a s  only steps toward 
t h e  needed l i b e r a l i z a t i o n  of t h e  exchange system a d  ultimate 
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u n i f i c a t i o n  of t h e  market .  
p r a c t i c e  and excharlge r e s c r i c t i o n s  u n t i l  Oc tobe r  31, 1983 bu t  
c o n s i d e r e d  t h a t  f u r t h e r  p r o g r e s s  was u r g e n t l y  r e q u i r e d  i n  t h i s  
area and t h e r e f o r e  s t r e s s e d  t h e  impor t ance  of t h e  review of t h e  
exchange sys t em midway th rough  f i s c a l  y e a r  1983184. D i r e c t o r s  
a l s o  e x p r e s s e d  cmcern  about  t h e  t rade-weighted  a p p r e c i a t i o n  of 
t h e  Jama ican  d o l l a r  i n  t h e  o f f i c i a l  marke t  and u r z e d  t h e  a u t h o r -  
ities t o  pu r sue  a more f l e x i b l e  exchange ra te  p o l i c y .  

They approved  t h e  m u l t i p l e  c u r r e n c y  

I n  s u n ,  D i r e c t o r s  b e l i e v e d  t h a t  t h e  Jama ican  a u t h o r i t i e s  
s h o u l d  u r g e n t l y  a c c e l e r a t e  t h e  $ace  oE a d j u s t m e n t  toward a v i a b l e  
e x t e r n a l  p o s i t i o n ,  w i t h  a d d i t i o n a l  measures  i n  t h e  a r e a s  of t h e  
exchange and t r a d e  s y s t e m ,  p u b l i c  f i n a n c e ,  t h e  o p e r a t i o n s  of t h e  
p u b l i c  e n t e r p r i s e s ,  incomes p o l i c y ,  d e r e g u l a t i o n  and d i v e s t m e n t .  

The Execu t ive  Board t h e n  t u r n e d  t o  t h e  proposed d e c i s i o n s .  

The Deputy D i r e c t o r  of  t h e  Exchange and T r a d e  R e l a t i o n s  Department  
remarked t h a t  t h e  s t a f f  u s u a l l y  recommended E x e c u t i v e  Board a p p r o v a l  
of 3 member's exchange measures  f o r  1 2  months. However a p p r o v a l  f o r  
s h o r t e r  p e r i o d s  had been recommended from time t o  time. For  Jamaica, 
che s t a f f  h a d - r e c o m e n d e d  t h e  u s u a l  12-month p e r i o d ,  which would end  
on December 31, 1983, but t h e  s t a f f  would have no d i f f i c u l t y  i n  a c c e p t i n g  
t h e  p r c p o s a l  f o r  a n  e a r l i e r  d a t e .  He was not  o p t i m i s t i c  t h a t  t h e r e  would 
be f*indamental  changes i n  t h e  exchange sys t em by end-June 1983. The 
a u t h d r i t i e s  and s t a f f  needed some t ime  t o  assess t h e  l i k e l y  impact  of 
t h e  proposed changes i n  t h e  complex exchange sys t em.  I t  might be 'ippro- 
p r i a t e  t o  u s e  t h e  d a t e  of Oc tobe r  31, 1983, which would c o i n c i d e  w i t h  
t h e  d i s c u s s i o n  by t h e  E x e c u t i v e  Board of t h e  mid-term rev iew of t h e  
program f o r  t h e  t h i r d  year of t h e  ex tended  a r r angemen t ,  

Mr. Ainley  obse rved  t h a t  h i s  main c o n c e r n  about  t h e  exchange sys tem 
was t h a t  i t s  g r e a t  complex i ty  might riot encourage  t h e  c o n f i d e n c e  of 
p r i v a t e  i n v e s t a r s .  Al though he fully under s tood  t h e  c o n s t r a i n t s  to  
which t h e  Deputy D i r e c t o r  of t h e  Exchange and  Trade  R e l a t i o n s  D e p a r t m e n t  
had referred,  t h e  end-June 1983 d a t e  might  be a p p r o p r i a t e ,  By t h e n ,  s i x  
months of e x p e r i e n c e  w t t h  t h e  new system would be a v a i l a b l e  Eor a s s e s s m e n t ,  
and t h e  Execu t ive  D i r e c t o r s  would be i n  a b e t t e r  p o s i t i o n  t o  judge how 
t h e  t r a n s i t i o n a l  s y s t e m  was working and  the d i r e c t i o n - - p r e f e r a b l y  towarti  
u n i f i c a t i o n  of t h e  exchange r a t e - - i n  which t h e  a u t h o r i t i e s  were moving. 
Hgwever,  he c o u l d  also go a long  w i t h  extending the approval oE the p r e s e n t  
exci7dnge arrafigenents u n t i l  October 3 1 ,  1983 if  t h e  Board found i t  zener- 
a l l y  a c c e p t a b l e .  

Hr, de Vries c o n s i d e r e d  t h a t  the a u t h o r i t i e s  s h o u l d  be f u l l y  aware 
t h a t  ~ i u r i n g  i t s  discussion o f  t h e  program f o r  t h e  t h i r d  y e a r  of t h e  
exr.ended arrangccrient t h e  Exec:ut:ive Board would wicjh t o  t a k e  a c i o s e  look 
a t  Jamaica 's  exchange  s y ~ ~ ; i e m ,  w h i c t i  h a d  raised many prob lems  for speakers  
a~ the presen t  meetii lg.  111 w z t s  a p p r o p r i a t e  to u.se t h e  t e x t  of t b c  proposed 
decision t o  underscore  the E x e c u t i v e  Board's conce rn  about t h e  exchange 
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system. Hence, Mr. A i n l e y ' s  p r o p o s a l  t o  change  t h e  d a t e  i n  p a r a g r a p h  2 
of t h e  f i r s t  d r a f t  d e c i s i o n  was a c c e p t a b l e .  The proposed  d e c i s i o n s  
would permit Jama ica  t o  n-se Fund r e s o u r c e s  e q u i v a l e n t  t o  500 per cent of 
q u o t a ,  and approval.  of the program f o r  t h e  t h i r d  y e a r  of t h e  e x t e n d e d  
a r r angemen t  would e n a b l e  Jamaica t o  i n c r e a s e  t h e  amount t o  600 p e r  c e n t  
of quota. E x e c u t i v e  D i r e c t o r s  d i d  no t  w i sh  t o  have a member c o u n t r y  u s e  
such a large volume of Fund r e s o u r c e s  when t h e  a u t h o r i t i e s  were m a i n t a i n i n g  
a n  exchange sys t em i n  which E x e c u t i v e  D i r e c t o r s  had l i t t l e  c o n f i d e n c e .  

Mr. Zhang s t a t e d  t h a t  he  p r e f e r r e d  t o  keep  t h e  d a t e  of December 31, 
1983. The  s t a f f  had made a good case f o r  recommending a p p r o v a l  f o r  
1 2  months r a t h e r  t h a n  a s h o r t e r  p e r i o d .  Recommending a p p r o v a l  f o r  a 
p e r i o d  of less t h a n  12 months would be t an tamoun t  t o  t i g h t e n i n g  i m p l i c -  
i t l y  t h e  a p p l i c a b l e  c o n d i t i o n a l i t y .  The s t a f f  was p r o p o s i q g  t o  u s e  t h e  
s t a n d a r d  approach  t o  a member's exchange  sys t em,  and t h e r e  seemed t o  be 
no r e a s o n  t o  do o t h e r w i s e .  

The A c t i n g  Chairman remarked t h a t  E x e c u t i v e  Board a p p r o v a l  of a n  
exchange sys tem was n e i t h e r  r o u t i n e  n o r  a u t o m a t i c ,  When a p p r o v a l  was 
given, t h e  u s u a l  p e r i o d  was 1 2  months,  b u t  s h o r t e r  p e r i o d s  had sompiimes 
been recommended. Approving  Jamaica's exchange  measures  f o r  a p e r i o d  of 
less than  12 months would be one way of  s e n d i n g  t h e  a u t h o r i t i e s  a c l e a r  
message abou t  t h e  E x e c u t i v e  B o a r d ' s  view on J a m a i c a ' s  r e l a t i v e l y  complex 

- exchange sys tem.  The  use of a s h o r t e r  p e r i o d  would not  r e p r e s e n t  a 
t i g h t e n i n g  of c o n d i t i o n a l i t y .  R a t h e r ,  t h e  E x e c u t i v e  Board would be 
a p p l y i n g  a n  a p p r o p r i a t e  cond i  t l o n  t o  t h e  p a r t i c u l . a r  c i r c u m s t a n c e s  o f  a n  
i . ad iv idua1  member. 

Mr. Casey c o n s i d e r e d  t h a t  t h e  u s u a l  p e r i o d  of a p p r o v a l  was 1 2  months ,  
and t h e r e  was no reason  t o  d e p a r t  f rom t h a t  p rac t ice  f o r  J ama ica .  The 
amount of r e s o u r c e s  t h a t  J a m a i c a  was u s i n g  was of l i t t l e  r e l e v a n c e  t o  
t h e  q u e s t i o n  of t h e  a p p r o p r i a t e  p e r i o d  of a p p r o v a l ,  and t h e  proposed  
d a t e  of December 31, 1983 f i t  n e a t l y  w i t n  t h e  mid-term r e v i e w  of t h e  
program € o r  t h e  t h i r d  y e a r  of t h e  ex tended  e r r angemen t .  A d a t e  as e a r l y  
as  J u n e  1983 would be u n a c c e p t a b l e  co h i s  a u c h o r i t i e s .  U n i f i c a t i o n  of 
t h e  exchange r a t e  had  n e v e r  been a per fo rmance  c r i t e r i o n  u n d e r  t h e  extended 
ar rangement ;  n o r  had i t  been even  a n  e x p e c t a t i o n .  The a u t h o r i t i e s  had 
been e x p e c t e d  t o  make some p r o g r e s s  toward u l t i m a t e l y  unLfying  t h e  exchange  
ra te ,  and  such  p r o g r e s s  had i n d e e d  been made. 

Hr. Etb remarked tha t  t h e  proposed  t e x t  of t h e  d e c i s i o n  on t h e  
exchange system f a i L e d  t o  convey any  s e n s e  of t h e  u rgency  a b o u t  t h e  
s y s t e m  t h a t  t h e  E x e c u r i v e  D i r e c t o r s  f e l t  a t  t h e  p r e s e n t  l a t e  s t a g e  of 
the exrended a r rangemen t .  Mr. de Vries had a p p r o p r i a t e l y  n o t e d  t h a t .  
Jamaica  would be u s i n g  nearly t h e  entLre amount oE t h e  F u n d ' s  r e s o u r c e s  
a v a i l a b l e  t o  I t .  I n  a d d i t i o n ,  t h e  c u r r e n t  accoun t  d e f i c i t  r emined  
la rge ,  and a d d i r l o n a l  a d j u s t m e n t s  i n  t h e  exchange  system, a5 well .  a s  i n  
o t h e r  impor t an t  a r eas ,  were c l e a r l y  needed t o  e n a b l e  Jama ica  t o  record 
the d e s i r e d  economic growth  i n  t h e  comLng per iod .  T h e  d e c i s i o n  s h o u l d  
be modified t o  r e f l e c t  t h e  urgency  f e l t  by E x e c u t i v e  D i r e c t o r s .  



Mr. Halhot ra  c a n s l d u i e d  t h a t  t h e  Ac t ing  Chai rman ' s  sumining u p  ad&- 
q u a t e l y  conveyed t h e  sense of urgency  f e l t  by some E x e c u t i v e  D i r e c t o r s .  
The  summing up was p r e f e r a b l e  t o  a n  amendment of t h e  d e c l s i o n  as a way 
< i f  convey i?g  t h e  Execut ive  Directors' concern t o  t h e  a u t h o r i t i e s .  Shozt -  
e n i n g  t h e  p e r i o d  o f  a p p r o v a l  a t  a t i m e  when chznges  h a d  r e c e n t l y  been 
made i n  t h e  complex exchange sys t em would be i n a p p r o p r i a t e .  The proposed 
d e c i s i o n  sensibly provided  t h a t  a p p r o v a l  would b e  g r a n t e d  u n t i l  December 31, 
1983, o r  t h e  comple t ion  of t h e  n e x t  Ar t ic le  I V  c o n s u l t a t i o n ,  whichever  
was e a r l i e r .  As Mr, Casey had stressed, u n i f i c a t i o n  o f  t h e  exchange 
r a t e  had n e v e r  been a per formance  c r i t e r i o n ,  a l t h o u g h  i t  was a d m i t t e d l y  
J. d e s i r a b l e  o b j e c t i v e .  Given t h e  s i z a b l e  problems w i t h  t h e  c r u c i a l  
b a u x i t e  s e c t o r ,  the Exccut  ive  Board s h o u l d  avo id  be ing  e x c e s s i v e l y  demand- 
i n g  i n  i t s  approach  t o  Jamaica. 

Xr. Casey remarked t h a t  t h e  Fund and t h e  World Bank had ag reed  t o  
conduct  a j o i n t  r e v i e w  of t h e  exchange and t r a d e  sys tem as a p a r t  of the 
r e v i e w  of the per farmance  unde r  the s t r u c t u r a l  a d j u s t m e n t  l o a n .  The 
rev iew c o u l d  n o t  be comple ted  b e f o r e  June  1983. It w a s  €or  t h a t  r eason  
t h a t  t h e  Jamaican a u t h o r i t i e s  would not  w i s h  to  see a d a t e  a s  e a r l y  as 
June  30, 1983 be i n c l u d e d  i n  pa rag raph  2 of t h e  d r a f t  d e c i s i o n .  

The Deputy D i r e c t o r  of t h e  Excriange and Trade  R e l a t i o n s  Department  
remarked t h a t  it was t r u e  t h a t  u n i f i c a t i o n  of t h e  exchange r a t e  was not 
a per formance  c r i t e r i o n .  On t h e  o t h e r  hand,  a purpose  of any  ex tended  - 
a r rangemen t  was co e n a b l e  t h e  a u t h o r i t i e s  t o  make s u b s t a n t i a l  progress 
i n  s i m p l i f y i n g  t h e  exchange system. 

The Ac t ing  Chairman remarked t h a t  i t  was p robab ly  i rn2oss ib l e  to 
e s t a b l i s h  a precise per formance  c r i t e r i o n  f o r  an exchange sys tem a t  any 
g i v e n  t i m e .  Exchange rates were n o t  s u b j e c t  t o  t h e  same p r e c i s e  q u a n t i -  
f i c a t i o n  a s ,  s ay ,  n e t  d o m e s t i c  a s s e t s .  However, a member's exchange 
s y s t e m  was n e a r l y  always an i m p o r t a n t  s u b j e c t  of a schedu led  r ev iew that 
i n  i t s e l f  c o n s t i t u t e d  a per formance  c r i t e r i o n .  Hence, a c l o s e  examina t ion  
of J a m a i c a ' s  exchange sys t em would undoub ted ly  be a part of t h e  s chedu led  
rev iew of t h e  c o u n t r y ' s  perEormance under  t h e  ex tended  ar rangement .  

Pfr. Caranicas  s a i d  t h a t  h e  was w i l l i n g  t o  accept H r .  Casey's expla- 
n a t i o n  and  his request to  leave t h e  draft t ex t  as i t  was. When t he re  was 
a d i v i s i o n  of o p i n i o n  on t h e  t e x t  oE a d r a f t  d e c i s i o n ,  t h e  Executive Board 
craditionally acceded t o  t h e  w i s h  of t h e  E x e c u t i v e  D i r e c t o r  concerned .  

M . K ,  Ainlay s ta ted t h a t  h e  f u l l y  agreed with Mr. E c ' ~  t h a t  t h e  proposa l  
f o r  changing t h e  d a t e  i n  pa rag raph  2 of t h e  proposed d e c i s i o n  on t h e  
exchange s y s t e m  w a s  i n  no way meant t u  tighten c o n d i t i o n a l i t y  i n  a d i s -  
c r i m i n a t o r y  way. The a u t h o r i t i e s  t h e m s e l v e s  viewed t h e  i n f o r m a l  market  
2 s  a t r a n s i t i o n a l  a r r angemen t  and had  s a i d  t h a t  t h e  u l t i i n a t . :  u n i f i c a t i o n  
B E  t h e  exchange r a t e  w;is one OF the : i?  own o b j e c t i v e s .  H i s  proposal  was 
meant to  have t h e  Fu-nd revi.ew t h e  exch,*rtqe system a s  ea r ly  a s  f e a s i b l e  
i n  or4e.t t o  e f i c~u rnge  t h e  a u t h o r i t i e s  c 3  move in t h e  d i r e c t i o n  of u n i f i -  
c a t i o n .  I f  the d a t e  of J u n e  30, 1953 =as i m p r a c t i c a b l e ,  t h e  date of 
Octohzr 31 ,  2983  would be f u l l y  acceptah le .  In a d d i t i o n ,  t h e  summing up 
c o u l d  al.s.0 refer t o  the Exerrit ive B u a r d ' ' 8  concern about: Jamaica's exchange 
ep:; t em. 
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Mr. Casey cons ide red  t h a t  t h e  record of t h e  d i s c u s s i o n  would c l e a r l y  
show t h e  E x e c u t i v e  D i r e c t o r s  ' cor.cern a b o u t  t h e  exchange sys &em. There 
was no  need t o  change t h e  d r a f t  t ex t  of t h e  d e c i s i o n  o n  Jamaica's =xchange  
measures  

rir. Erh commented that t h e  d i s c u s s i o n  and summing u p  had accompl i shed  
his o b j e c t i v e  i n  p r o p o s i n g  a n  earlier d a t e  for t h e  proposed  d e c i s i o n ,  
namely, t o  u n d e r s c o r e  the sense of u rgency  the  Execu t ive  D i r e c t o r s  felt 
a b o u t  t h e  need for  a c t f o a  t o  s i m p l i f y  t h e  exchacpg r a t e  regime. We d i d  
n o t  w i s h  t o  ove remphas ize  t h a t  concern; t h e  summing u p  a d e q u a t e l y  expressed 
t h e  impor t ance  t h a t  E x e c u t i v e  Directors a t t a c h e d  t o  f u r t h e r  ad  j u s  tmen t s  
i n  the exchange r a t e  system. 

The Act ing  Chairmau remarked t h a t  t h e  rev iew of t h e  exchange sys tem 
by t h e  Fund and the World Bank p r o b a b l y  c o u l d  n o t  be comple ted  u n t i l  
O c t o b e r  31, 1983 at: t h e  e a r l i e s t .  E x e c u t i v e  D i r e c t o r s  might  wish t o  
amend t h e  second p a r a g r a p h  of t h e  f i r s t  d e c i s i o n  t o  i n c l u d e  t h e  d a t e  of 
October 31, 1983 r a t h e r  t h a n  December 31, 1983. I n  a d d i t i o n ,  t h e  t h i r d  
sentence of t h e  p e n u l t i m a t e  p a r a g r a p h  of t h e  summing up c o u l d  b e ' c h a n g e d  
t o  r ead :  '"They approved  w i t h  some r e l u c t a n c e  the  m u l t i p l e  c u r r e n c y  
p r a c t i c e  and exchange  r e s t r i c t i o n s  u n t i l  October 31, 1383 bu t  c o n s i d e r e d  
tha t  f u r t h e r  p r o g r e s s  was u r g e n t l y  r e q u i r e d  I n  t h i s  area and t h e r e f o r e  
stressed the, impor t ance  of t h e  r e v i e w  of the exchange  system midway 
t h r o u g h  f i s c a l  year 1983/84."  

- 

M r ,  Casey remarked t h a t  the wards "with 50me r e l u c t a n c e "  were 
urr lie cess a r y  . 

The Act ing  Chairman said t h a t  Mi-. Casey ' s  s u g g e s t i o n  was aCCeQtahle.  
4s for t h e  proposed  d e c i s i o n  a n  the ex tended  a r r angemen t ,  t h e  following 
s e n t e n c e  c o u l d  be a d d e d  t o  the t e x t :  "However, the Fund e n c o u r a g e s  t h e  
Jamaican a u t h o r i t i e s  t o  proceed  rap id1 .y  t o  implement further ad jus t m e n t  
pol ic ies  N O  as t o  move toward a more viable  and s u s t a i n a b l e  external 
payments position." 

M r .  %hang considered t h a t  t h e  additional t e x t  w a s  r a t h e r  s t r o n g .  
It seemed t o  p l a c e  t h e  e n t i r e  b u r d e n  of a d j u s t m e n t  on t h e  Jamaican a u t h o r -  
€ t i e s ,  even  though deve lopmen t s  i n  t h e  expor t  marke t s  were n o t  e n t i r e l y  
w i t h i n  t h e i r  c o n t r o l .  

Mr, Vidve i  s a i d  t h a t  he c o u l d  go along w i t h  t h e  addi t i0na .L  t e x t ,  
a l t h o u g h  h e  d i d  n o t  w i s h  t o  push t h e  a u t h o r i t i . e s  too  hard .  T h e r e f o r e ,  
t h e  ward mrapidly '*  should be d e l e t e d .  On t h e  o t h e r  hand, t h e  t e x t  c o u l d  
i n c l u d e  a reference to t h e  need t o  implement an incomes p o l i c y ,  some th ing  
t h a t  was not c l e a r l y  a d d r e s s e d  i n  t h e  s t a f f  a p p r a i s a l .  

The Deputy D.ircctot o f  t h e  Exchange and Trade R e l a t i o n s  Departrnent 
remarked t h a t ,  w i t h o u t  t h e  word " r n p i d l . y , "  t h e  t e x t  might  g i v e  t h e  impres -  
sfor! th.xt a d d i t i o n a l  ad justrnent policies s h o u l d  be implemented f o r t h w i t h .  
T R  any event ,  containment st; money and prices w o u l d  be crucial elements 
of t h e  a d j u s t m e n t  program and  migh t  n o t  need  t o  be. ment loned  i n  t h e  t e x t  
of the d e c i s i o n  on t h e  e x t e n d e d  arrangement. 
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M r .  Casey s a i d  t h a t  a n  incomes p o l i c y  had been r e f e r r e d  t o  d u r i n g  
t h e  d i s c u s s i a n  and i n  t h e  summing u p ,  and i t  need n o t  be mentior,rd i n  
t h e  proposed c k c i s i o n .  The a d d i t i o n a l  s e n t e n c e  nroposed by t h e  Ac t ing  
Chairman shou ld  pe rhaps  say  t h a t  t h e  Fund encouraged t h e  a u t h o r i t i e s  
t o  "proc.eed as r a p i d l y  a s  p o s s i b l e "  t o  implement ad jus tmen t  p o l F c i e s .  

Mr. E r b  s u g g e s t e d  t h a t  t h e  t ex t  in qvestio.: shou ld  read:  '' . . . i o  
v i g o r o u s l y  implement f u r t h e r  a d  justmerit p o l i c i e s . .  , .': 

T'ne E x e c u t i v e  Board ag reed  t h a t  t h e  a d d i t i o n a l  s e n t e n c e  shou ld  
r e a d :  "However, t h e  Fund encourages  t h e  .Jamaican a u t h o r i t i e s  t o  v i g o r -  
o u s l y  implemcnt f u r t h e r  adjustrneni:  p o l i c i e s  so as t o  move toward a 
more v i a b l e  and s u s t a i n a b l e  e x t e r n a l  payments p o s i t i o n , "  

The Act ing  Chairman recal Led t h a t  M r .  C a r a n i c a s  had ment ioned  
t h a t  i n  t h e  p a s t  t h e  u s u a l  p r a c t i c e  in r e s o l v i n g  a n  i s s u e  c o n c e r n i n g  
a p a r t i c u l a r  coun t ry  had been t o  give  heavy w e i g h t  t o  t h e  view of t h e  
Executive D i r e c t o r  fo r  t h a t  c o u n t r y .  However, i n  t h e  r e c e n t  p a s t  t h a t  
p r a c t i c e  had been changing.  1: was d o u b t f u l  whe the r  t h e  E x e c u t i v e  
Board c o u l d  conduct  s u r v e i l l a n c e  a d e q u a t e l y  i f  i t  adhered  s t r i c t l y  t o  
the o l d  p r a c t i c e  of a c c e d i n g  t o  t h e  wi she  of t he  Execu t ive  D i r e c t o r  
f o r  t h e  p a r t i c u l a r  c o u n t r y  under  d i s c u s s i o n .  

M r .  C a r a n i c a s  sa id  t h a t  t h e  Ac t ing  Chai rman ' s  comment was w e l l  
taken.  However, i n  t h e  present  c a s e ,  t h e  E x e c u t i v e  Directors  seemed t 3  
be roughly  e v e n l y  d i v i d e d ,  and i t  had seemed a p p r o p r i a t e  t o  pay p a r t i c -  
u l a r  a t t e n t i o n  t o  t h e  v i e w  of t h e  E x e c u t i v e  D i r e c t o r  f o r  t h e  c o u n t r y  
concerned .  I f  t h e r e  was a c l ea r  m a j o r i t y  opposed t o  the  view of t h e  
E x e c u t i v e  D i r e c t o r  € o r  t h e  c o i ' i t r y  c o n c e r n e d ,  t h e n  t h a t  view would of  
c o u r s e  p r e v a i l ,  

M r .  Ma lho t r a  remarked t h a t  he a g r e e d  w i t h  Mr. Caran icas .  @ne r e a s o n  
f o r  d e i e r r i n g  t o  M r .  Casey i n  t h e  p re sen t  case w a s  t h a t  t h e r e  was no 
i m p o r t a n t  d i f f e r e n c e  of o p i n i o n  on t h e  matters a t  hand between Mr. C a s e y  
and  t h e  s t a f f .  

The E x e c u t i v e  Board t h e n  approved  t h e  proposed d e c i s i o n s ,  as amended. 

The d e c i s i o n s  were: 

Exchange Measures _-- S u b j e c t  Eo Article VI11 

1. The Fund t a k e s  t h i s  d e c i s i o n  r e l a t i n g  t o  Jama ica ' s  
exchange measures  s u b j e c t  t o  Ar t ic le  VIII, S e c t i o n s  2 and 3,  
IR t h e  l i g h t  of t h e  1982 Ar t i c l e  IV c o n s u l t a t i o n  w i t h  J ~ w l c a  
conducted  unde r  D e c i s i o n  No. 5392-(77/63)  adopted  A p r i l  2 9 ,  
1977 ( S u r v e i l l a n c e  o v e r  Exchange Kate P o l i c i e s ) .  

2 .  Jarnaica m a i n t a i n s  a m u l t  F p l e  c u r r e n c y  p r a c t i c e  arising 
from t h e  i n f o r m a l  exchange m r k e t ,  and r e s t r i c t i o n s  on payments 
and t r a n s f e r s  f o r  c u r r e n t  i n t e r n a t i o n a l  transactions d e s c r i b e d  
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i n  SM/82/232. In view of t h e  c i r c u m s t a n c e s  o f  Jamaica, t h e  Fund 
g r a n t s  a p p r o v a l  of t h e  muLt i p l e  c u r r e n c y  prac t ice  and t h e s e  
r e s t r i c t i o n s  u n t i l  Oc tobe r  31, 1983 ,  o r  t h e  c o m p l e t i o n  of t h e  
n e x t  A r t i c l e  IV c o n s u l t a t i o n ,  wh icheve r  i s  ea r l i e r .  

D e c i s i o n  No. 7283-(83/1) ,  adopted  
J a n u a r y  3 ,  1983 

Extended Arrangement 

The Fund and Jamaica have conduc ted  a midyear  c o n s u l t a t i o n  
oE t h e  program p u r s u a n t  t o  p a r a g r a p h  3 ( b )  of  E x e c u t i v e  Board 
D e c i s i o n  No. 7095-(82/56) ,  adop ted  A p r i l  23,  1982,  and pa ra -  
graph  4 of t h e  l e t t e r  d a t e d  March 31 ,  1982 and  a t t a c h e d  t o  t h e  
ex tended  a r r angemen t  f o r  Jamaica (EBS/31/79, Supplement  3 ,  
$ /15 /2 l . ) .  
s a r y  r e g a r d i n g  p o l i c i e s  and measu res  thaf :  Jamaica w i l l  p u r s u e  
d u r i n g  :he r e m a i n i n g  p e r i o d  of t h e  second  y e a r  of t h e  e x t e n d e d  
a r r angemen t .  However, t h e  Fund e n c o u r a g e s  t h e  Jama ican  a u t h o r -  
i t i e s  t o  ,v igorous ly  implement  f u r t h e r  a d j u s t m e n t  p o l i c i e s  so  
a s  t o  move toward a more v i a b l e  and s u s t a i n a b l e  e x t e r n a l  payments  
p o s i t  i o n .  

It i s  conc luded  t h a t  no new u n d e r s t a n d i n g s  are. neces- 

- 

D e c i s i o n  No. 7284-(83/1) ,  adop ted  
J a n u a r y  3, 1983 

3 .  SWAZILAW - 1982 ARTICLE IV CONSULTATION, AND PURCHASE TRANSACTION - 
BUFFER STOCK FINANCING FACILITY - INTERNATIONAL SUGAR AGREEMENT 

The E x e c u t i v e  D i r e c t o r s  c o n s i d e r e d  t h e  s t a f f  r e p o r t  f o r  t h e  1982 
A r t i c l e  IV c o n s u l t a t i o n  w i t h  Swazi land  (SM/82/223, 1 1 / 3 0 / 8 2 )  and S w a z i l a n d ’ s  
r e q u e s t  f o r  a p u r c h a s e  under  t h e  b u f f e r  s t o c k  f i n a n c i n g  f a c i l i t y  (EBS/82/204, 
1 1 / 9 / 8 2 ;  and Sup. I ,  1 2 / 3 0 / 8 2 ) .  They a l s o  had b e f o r e  them a r e p o r t  on 
recent :  economic developments  i n  Swaz i l and  (SM/82/231, 12 /16 /82) .  

The s t a f f  r e p r e s e n t a t i v e  from t h e  Resea rch  Depar tment  e x p l a i n e d  t h a t ,  
a c c o r d i n g  t o  t h e  l a t e s t  i n f o r m a t i o n ,  S w a z i l a n d ‘ s  a s s u r e d  market  f o r  
a n n u a l  e x p o r t s  of s u g a r  t o  t h e  European  Community ( E C )  a t  p r e f e r e n t i a l  
p r i ces  t h a t  were n e g o t i a t e d  a n n u a l l y  was 1 1 6 , 0 0 0  t o n s ,  r a t h e r  t h a n  t h e  
166,500 tons r e p o r t e d  i n  ERS/82/204. I n  a d d i t i o n ,  t h e  f o l l o w i n g  s e n t e n c e  
i n  t h e  f l r s t  f u l l  parag raph  on  page 5 c o u l d  be d e l e t e d :  “ I n  a d d i t i o n ,  
Swazi land  has accumula ted  1,208 t o n s  i n  J u l y  and  a f u r t h e r  1 , 7 9 7  t o n s  i n  
Augus t .”  That  c o r r e c t i o n ,  based  on  t h e  l a t e s t  i n f o r m a t i o n  f rom t h e  
I n t e r n a t i o n a l  Sugar O r g a n i z a t i o n ,  d i d  no t  e n t a i l  any  changes  i n  t h e  pro- 
posed p u r c h a s e ,  which was based  on a s t o c k  a c c u m u l a t i o n  i n  Kay 1982. 
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Mr. Sangare  made t h e  f o l l o w i n g  s t a t e m e n t ;  

I shou l t i  b e g i n  by t h a n k i n g  t h e  s t a f f  f o r  t h e  w e l l - w r i ~ t e n  
s e t  o f  pape r s  on  t h e  1982 Ar t ic le  I V  c o n s u l t a t i o n  w i t h  Swazi land 
and on S w a z i l a n d ' s  r e q u e s t  f o r  u s e  of Fund r e s o u r c e s  under  t h e  
b u f f e r  s t o c k  f i n a n c i n g  f a c i l i t y .  

D e s p i t e  t h e  c o n s t r a i n t s  imposed by being a l a n d l o c k e d  coun t ry ,  
t h e  Swazi economy c o n t i n u e d  t o  grow i n  1982 ,  a l t h o u g h  a t  a s l o w e r  
pace t h a n  En t h e  p r e v i o u s  year when real  growth of GDP had been 
6.6 p e r  cent.  However, t h e  rea l  growth  r a t e  oE abou t  4 p e r  c e n t  
p r o j e c t e d  fo r  1952 i s  s t j . 1 1  s a t i s f a c t o r y  when viewed a g a i n s r  t h e  
background O €  f a l l i n g  w o r l d  p r i c e s  € o r  s u g a r ,  S w a z i l a n d ' s  most 
i m p o r t a n t  e x p o r t  commodity, as w e l l  a s  t h e  r e c e s s i o n  a b r o a d ,  
p a r t i c u l a r l y  i n  n e i g h b o r i n g  South  A f r i c a ,  which a c c o u n t s  f o r  
about  one  q u a r t e r  of Swaz i l and ' s  e x p o r t s .  A g r i c u l t u r e ,  i n d u s t r i a l  
p r o d u c t i o n ,  and c o n s t r u c t i o n  c o n t r i b u t e d  i n  v a r y i n g  d e g r e e s  t o  
economic growth i n  1982. 

T h e  f i n a n c i a l  p o s i t i o n  of t h e  Government,  which had rema'cned 
strong d u r i n g  t h e  p a s t  two f i s c a l  years,  1979/80-1980/81, weakened 
i n  1981/82, moving from a s u r p l u s  of E 17.8 million i n  1980/81  t o  
a d e f i , c i t  of E 49 m i l l i o n ,  e q u i v a l e n t  t o  abou t  8 p e r  cent  of GDP. 
The weakening was due i n  p a r t  t o  t h e  s h a r p  i n c r e a s e  ir. e x p e n d i t u r e ,  
e s p e c i a l l y  c a p i t a l  o u t l a y s ,  wiiich r o s e  from E 4 2 . 1  m i l l i o n  i n  
1980 /81  t o  E 71.5 m i l l i o n  j - r t  1981/82, and t o  t h e  d r o p  i n  revenue  
€rom the Customs Union as a r e s u l t  of u n d e r r e c o r d i n g  of i m p o r t s ,  
which a f f e c t e d  S w a z i l a n d ' s  s h a r e  o f  r evenue  from t h e  Union. To 
f inance  t h i s  d e f i c i t ,  i t  h a s  been n e c e s s a r y  t o  r e s o r t  to  a 
drawdown of  government d e p o s i t s .  A s  3 r e s u l t ,  t h e  n e t  c r e d i t o r  
p o s i t i a c  of t h e  Government d e c l i n e d  from a peak of F, 85.5 m i l l i o n  
i n  March 1981 t o  E 31.5 m i l l i o n  i n  J u n e  1982. 

The e x t e r n a l  payments p o s i t i o n  a l s o  d ? t e r i o r a t e d  i n  1981 w i t h  
the b a l a n c e  of payments swing ing  from a s u r p l u s  of SDR 2 4 . 1  m i l l i o n  
Ln 1980 t o  a d e f i c i t  o f  SDR 26.4 m i l l i o n  i n  1981. This was due 
i n  p a r t  t o  t h e  f a c t  t h a t  t h e  v a l u e  of e x p o r c s  i n c r e a s e d  by o n l y  
15  pe r  cent  i n  1981 compared w I c h  a n  a v e r a g e  i n c r e a s e  o f  2 1  p e r  
c e n t  d u r i n g  1978-80, r e f l e c t i n g  a s h a r p  d e c l i n e  i n  t h e  v a l u e  of 
s u g a r  e x p o r t s  resulting from f a l l i n g  w o r l d  market  p r i c e s .  The 
s i t u a t i o n  was compounded by a d e c l i n e  i n  ne t  c a p i t a l  i n f l o w s ,  
bo th  p u b l i c  and p r i v a t e ,  and a widen ing  s e r v i c e  a c c o u n t  d e f i c i t .  

The a u t h o r i t i e s  a r e  aware of these problems and even  of t h e  
p o s s i b i l i t y  of a f u r t h e r  slowdown i n  economic g r a w t h  and c o n t i n u e d  
pressure on the b a l a n c e  of payments.  They t h e r e f o r e  c o n s i d e r  -it 
t o  be of utmost  impor tance  t o  c o n t i n u e  w i t h  t h e i r  development  
s t r a t e g y ,  which aims at c r e a t i n g  t h e  basis f o r  s u s t a i n e d  economic 
growth and  i n c r e a s e d  employment o p p o r t u n i t i e s  w i r h i n  t h e  framework 
o f  p r u d e n t  f i s c a l  and monetary  p o l i c i e s .  
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As i n  t h e  p a s t ,  t h e  a u t h o r i t i e s  a r e  g i v i n g  p r i o r i t y  t o  the 
development  of t h e  a g r i c u l t u r a l  s e c t o r ,  w i t h  emphas i s  o n  new 
s t ra teg ies  aimed a t  r a i s i n g  t h e  p r o d u c t i v i t y  of t r a d i t i o n a l  agr i -  
c u l t u r e ,  where o u t p u t  has not i n c r e a s e d  i n  l i n e  w i t h  i n v e s t m e n t .  
Accord ing ly ,  a major review of t h e  R u r a l  Development Area Program 
(RDAP) i s  b e i n g  conduc ted  w i t h  World Bank a s s i s t a n c e  i n  a r d e r  t o  
d e t e r m i n e  how b e s t  t o  d e p l o y  r e s o u r c e s  t o  maximize p r o d u c t i o n .  
Given  t h e  economy's h i g h  dependency  o n  s u g a r  p r o d u c t i o n ,  which i s  
t h e  major a c t i v f  t y  i n  t h e  modern a g r i c u l t u r a l  s e c t o r ,  t h e  a u t h o r -  
i t i e s  do n o t  i n t e n d  a n y  ma jo r  new i n v e s t m e n t  i n  t h i s  area d u r i n g  
t h e  F o u r t h  P l a n  now under p r e p a r a t i o n .  The p r o d u c t i o n  of food-  
s t u f f s ,  p a r t i c u l a r l y  maize ,  w i l l  r e c e i v e  more a t t e n t  i o n  w i t h  a 
view to  a c h i e v i n g  s e l f - s u f  f i c i e n c y .  I n  t h i s  connec t  i o n ,  work h a s  
a l r e a d y  begun t o  improve s t o r a g e  f a c i l i t i e s  , improve he rd  manage- 
ment oil Swazi  Nation Land t h r o u g h  t h e  e s t a b l i s h m e n t  of coulmon 
g r a z i n g  areas u n d e r  t h e  RDAP, and d e v e l o p  f a t t e n i n g  r a n c h e s  to  
r e d u c e  p r e s s u r e  on communal g r a z i n g  areas. A p r o j e c t  € o r  t h e  
p roduc t  i o n  of c a t t l e  f e e d s c o c k  is under C o n s i d e r a t i o n ,  w h i l e  
s t e p s  are b e i n g  taken t o  i n c r e a s e  p r o d u c t i o n  of d a i r y  p r o d u c t s ,  
p a r t i c u l a r l y  m i l k .  Ti: is  t o  be n o t e d  t h a t  w i t h  che excepc ion  of 
ma ize ,  p r i c e s  f o r  a g r i c u l t u r a l  p r o d u c t s  w i l l  c o n t i n u e  t o  be marke t  
de  t e rmined  

The Government 's  i n d u s t r i a l  p o l i c y  c o n t i n u e s  t o  stress d i v e r -  
s i f l c a t i o n  of p r o d u c t i o n ,  manpower t r a i n i n g ,  and  t h e  deve lopment  
o f  l a b o r - i n t e n s i v e  i n d u s t r i e s .  T n  p u r s u i t  of t h e s e  o b j e c t i v e s ,  
t h e  a u t h o r i t i e s  are c u r r e n t l y  s t u d y i n g  t h e  i n c e n t i v e  sys t em,  
which now i n c l u d e s  gene roue  d e p r e c i a t i o n  and t r a i n i n g  a l l o w a n c e s  
and  s p e c i a l  p r o v i s i o n s  f o r  l o c a t i n g  o u t s i d e  t h e  e x i s t i n g  i n d u s -  
t r i a l  zones, t o  f i n d  ways o f  improving  i t s  e f f e c t i v e n e s s .  They 
are a l s o  p l a c i n g  major emphasis on a t t r a c t i n g  f o r e i g n  i n v e s t m e n t .  
Fu r the rmore ,  t h e  NatLonal  I n d u s t r i a l  Development C o r p o r a t i o n  of 
Swazi land  (NIDCS) ar.d i t s  s u b s i d i a r y ,  the Smal l  E n t e r p r i s e s  Devel- 
opment Corpora t io r .  (SEDCO) a r e  p r o v i d i n g  a s s i s t a n c e  t o  p r i v a t e  
i n v e s t o r s ,  i n c l u d i n g  t h e  p r e p a r a t i o n  of f e a s i b i l i t y  s t u d i e s .  

However, a m a j o r  problem t h a t  s o  f a r  has posed s e r i o u s  con- 
s t r a i n t s  on t h e  c a p a c i t y  t o  expand t h e  c o u n t r y ' s  p r o d u c t i o n  has 
been  t r a n s p o r t a t i o n  bot  r l e n e c k s ,  p a r t i c u l a r l y  t h o s e  emanat ing  
from c a p a c i t y  l i m i t s  i n  t h e  r a i l  system and i n  p o r t  f a c i l i t i e s  i n  
Mozambique. T h i s  is one of t h e  u1aI.n issues t h a t  have slowed 
p r o g r e s s  on t h e  development  of two new c o a l  mines ,  which c o u l d  
i n c r e a s e  t h e  c o u n t r y ' s  p r c ' u c t i o n  by abou t  two m i l l i o n  t o n s  
a n n u a l l y ,  The a u t h o r i t i e s  a r e  determined t o  s e r i o u s l y  t a c k l e  
t h i s  problem and have i n i t i a t e d  d i s c u s s i o n s  w i t h  Sou th  A f r i c a  
w i t h  3 v iew t o  s e c u r i n g  a c c e s s  t o  par t  f a c i l i t i e s  i n  t h a t  c o u n t r y .  
A p r o j e c t  i s  also under  way t o  link Swaziland w i t h  t h e  S o u t h  
African r a i l  sys t em,  w i t h  c o n s t r u c t i o n  e x p e c t e d  t o  b e g i n  i n  May 
1983, In  a d d i t i o n  t o  t h c  r a i l w a y  e x p a n s i o n ,  t h e  a u t h o r i t i e s  are 
c o n s i d e r 3 n g  a number o f  p r o j e c t s  f o r  i n c l u s i o n  i n  t h e  F o u r t h  
Developmen? P l a n ,  w h i l e  c i i r r e n t l y  engaged i n  an  extens ive  chree- 
year raad ma in tenance  training program w i t h  fo re ign  t e c h n i c a l  
ass 1st ance  * 
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Wlth regard t o  t h e  f i n a n c i a l  s i t u a t i o n  of t h e  p u b l i c  s e c t o r ,  
revenue from t h e  sugar export levy i s  now expected t o  be n i l  
owing to f a l l i n g  suga r  p r ices ,  compared with E 8 m i l l i o n  projected 
a 2  t h e  b e g i n n i n g  of t h e  y e a r .  S i m i l a r l y . ,  s h o r t f a l l s  are emvisaged 
i n  r e c e i p t s  from t h e  tax  on c o r p o r a t i o n s .  T h e r e f o r e  t h e  r evenue  
t a r g e t  f o r  t h e  L982/83 f i s c a l  y e a r  is u n l i k e l y  t o  be a c h i e v e d .  
Given t h i s  u n f a v o r a b l e  outcome, t h e  37 t h o r t t i e s  a r e  making e f f o r t s  
t o  coritnin t h e  growth i n  e x p e n d i t u r e ,  t h e  aim b e i n g  to k e e p  t h e  
o v e r a l l  d e f i c i t  w i t h i n  1 per c e n t  of GDF. 
t h e  poor p r o s p e c t  f o r  s u g a r  p r i c e s  and t h e  u n l i k e l i h o o d  t h a t  t h e  
large increase i n  Customs Union receipts experienced i n  t h e  current 
f i s c a l  year w i l l  be r e p e a t e d  i n  t h e  n e a r  f u t u r e ,  and because t h e  
imp lemen ta t ion  of a numker of development p r o j e c t s  i n  coming y e a r s  
w i l l  also p l a c e  a s t r a i n  on t h e  Government 's  f i n a n c i a l  r e s o u r c e s ,  
t h e  medium-term f i s c a l  o u t l o o k  is less  promising. I n  t h i s  connec- 
t i o n ,  t h e  a u t h o r i t i e s  are c o n d u c t i n g  p r e l i m i n a r y  work on t h e  
i n t r o d u c t i o n  of a sales t a x  a n d  are  c o n s i d e r l a g  wavs o€ improving 
the per fo rmance  of t h o s e  publ ic  corpora t ions  o r  lei - e n t a l  
e n t e r p r i s e s  which c o u l d  be a burden on the  budgc- .  Y .  L e o v e r ,  the 
a u t h o r i t i e s  i n t e n d  t o  m a i n t a i n  t h e i r  p o l i c y  of 1 . j  t - 1 .  ? .  i d i z i n g  
consumer goods and of g e n e r a l l y  a l l o w i n g  p r i c e s  t -  L 2.1ect market 
c o n d i t i o n s .  

However, because of 

In t h e  m o n e t a r y - f i e l d ,  d o m e s t i c  c r e d i t  expanded by 51  p e r  
c e n t  d u r i n g  t h e  f i r s t  s i x  months of 1982 as a r e s u l t  of t h e  d e t e -  
r i o r a t i o n  i n  t h e  n e t  c r e d i t o r  position of t h e  Government, which  
moved from E 52.1 m i l l i o n  i n  December 1981 t o  E 31.5 m i l l i o n  i n  
J u n e  1982,  and a 15  per c e n t  f n c r e a s e  in credi t  t o  t h e  p r i v a t e  
s e c t o r .  The banks are now 1. imit ing t h e  growth of c r e d i t  because  
of  t h e  much t i g h t e r  l i q u i d i t y  p o s i t i o n ,  g i v e n  t h e i r  dependence 
upon government d e p o s i t s .  The a u t h o r i t i e s  have i n c r e a s e d  i n t e r e s t  
rates to  b r i n g  them more i n  l i n e  w i t h  t h o s e  p r e v a i l i n g  i n  Sou th  
A f r i c a .  It is  hoped t h a t  t h e  i n c r e a s e  will encobrage  s a v i n g s  as 
w e l l  as c u r b  c a p i t a l  f l i g h t .  They are  also c o n s i d e r i n g  whe the r  
t o  r e s t r i c t  t h e  placement of government f u n d s  wiLh commercial  
banks so as t o  encourage  them t o  l n c r e a s e  t h e i r  e l f o r c s  t o  m o b i l i z e  
p r i v a t e  s e c t o r  d e p o s i t s .  

With regard t o  t h e  e x t e r n a l  s e c t o r ,  the deb t  service burden 
of Swaz i l and  i s  r e J . a t i v e l y  low,  e q u i v a l e n t  to  abou t  5.7 p e r  c e n t  
of 1982 e x p a r t s  of goods and services. The c o u n t r y  m. i in ta ins  an 
exchange s y s t e m  v i r t u a l l y  f r e e  of r e s t r i c t i o n s  on payments and  
t r a n s f e r s  f o r  c u r r e n t  i n t e r n a t i a n a l  t r a n s a c t i o n s .  The b a l a n c e  
of payments i s  expec ted  t o  improve i n  1982, w i t h  a p r o j e c t e d  
d e f i c i t  of n o t  more t h a n  SDM 18 m i l l i o n ,  compared with a d e f i c i t  
of SDR 26.4 m i l l i o n  in 1981. N e v e r t h e l e s s ,  t h e  icFrovement i s  
n o t  t h e  r e s u l t  oE an i n c r e a s e  i n  e x p o r t  e a r n i n g s  bctt r a t h e r  a 
r e f l e c t i o n  of t h e  d e c l i n e  I n  t h e  budge t  d e f i c i t  a n d  t h e  € n c r e a s e  
i n  i n t e r e s t  r a t e s  t h a t  took place i n  1982. 
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With t h e  s o f t e n i n g  of t h e  wor ld  market for s u g a r L  SwazILsrid,  
B Y  an e x p o r t i n g  member of the I n t e r n a t i o n a l  Suga r  Agreement CZSA), 
was o b i i g e d  t u  accumttlatc s p a c i a l .  s t o c k s  amounting t o  6,185 tons 
~f s u g a r  i n  tkie 12 months ended June 1982. In this contex t ,  my 
SwazZ a u t h o r i t i e s  a r a  r e q u e s t i n g  a purchase of SllR 0.975 million 
u n d e r  the b u f f e r  stock f i n a n c i a g  € a c i l f t y .  The s t a f f  has i n d i c a t e d  
q u i t e  c lear ly  i n  EBS/82/204 t h a t  t h e  r e q u e s t  s a t i s f i e s  a l l  r e q u i r e -  
ments  of t h e  b u f f e r  s t o c k  f i n a n c i n g  d e c i s i o n .  Swaz i l and  has a 
balance of payments need ,  as I have  already p o i n t e d  ou t ,  and the 
a u t h o r i t i e s  hewe demons t r a t ed  t h e i r  commitment to  c o o p e r a t e  closely 
w i t h  t h e  Fund i n  s e e k i n g  s o l u t i o n s  t o  t h e  c o u n t r y ' s  economic and 
f i n a n c i a l  d i f f i c u l t i e s .  I t h e r e f o r e  u r g e  the Board t o  a p p r o v e  
t h e  proposed  d e c i s i o n  on page 7 of EBS/82/204. 

N r .  A-inley s a i d  t h a t  he a g r e e d  w i t h  t h e  s t a f f  a p p r a i s a l  i n  SM!82/223 
and s u p p o r t e d  t h e  proposed  d e c i s i o n s .  S w a z i l a n d ,  a small l a n d l o c k e d  
d e v e l o p i n g  c o u n t r y ,  was extremely vulnerable t o  f a c t o r s  over w h i c h  t h e  
a u t h o r i t i e s  had l i t t l e  c o n t r o l .  'She per fo rmance  of t h e  m a i n  e x p o r t $ ,  
and s u g a r  i n  p a r t i c u l a r ,  was dependen t  on cond ' i t i ons  i n  i n t e r n a t i o n a l  
markets. R e c e i p t s  f rom t h e  Customs Union w i t h  Sou th  A f r i c a  a c c o u n t e d  
Eur a s u b s t a n t i a l  p r o p o r t i o n  of budge ta ry  r e v e n u e ,  and membership in the 
Rand Monetary Area l i m i t e d  t h e  s c o p e  f o r  p u r s u i n g  an i n d e p e n d e n t  monetary 
and exchange ra te  p o l i c y .  However, w i t h i n  t h o s e  c o n s t r a i n t s  t h e  a u t h o r i -  
t i e s  had m a i n t a i n e d  p r u d e n t ,  fo rward - look ing  p o l i c i e s ,  and Swaziland was 
now much b e t t e r  p l a c e d  t h a n  many non-oi l  d e v e l o p i n g  c o u n t r i e s  t o  cope 
w i t h  t h e  effects of  t h e  w o r l d  r e c e s s i o n .  The Government ' s  l i b e r a l  
approach  t o  f o r e i g n  i n v e s t m e n t  and  i t s  avo idance  of exchange  and t r a d e  
r e s t r i c t i o n s  had  c o n t r i b u t e d  t o  t h e  f a v o r a b l e  economic perEormance i n  
t h e  p r e v i o u s  severa l  years and were h i g h l y  cammendabLe. T h a t  t h e  a u t h o r -  
i t i e s  i n t e n d e d  t o  c o n t i n u e  t h e  p r e s e n t  g e n e r a l  approach  was e n c o u r a g i n g ,  
as was Mr. S a n g a r e ' s  s t a t e m e n t  t h a t  t h e  a u t h o r i t i e s  would g i v e  major 
emphas is  t o  a t t r a c t i n g  Eoreigrr i n v e s t m e n t  i n  t h e  corning p e r i o d .  

However, the e x p e c t e d  slowdown in economic growth and i n c r e a s e  i n  
unemployment i n  1983 u n d e r s c o r e d  t h e  need  t o  a d d r e s s  some of t h e  u n d e r l y -  
i n g  weaknesses i n  t h e  economy t o  which t h e  Managing D i r e c t o r  had r e f e r r e d  
i n  h i s  summing up of t h e  p r e v i o u s  d i s c u s s i o n  on Swaz i l and  (EBM/81/150, 
1 2 / 7 / 8 1 ) ,  Mr. A i n l e y  c o n t i n u e d .  The  p r e s e n t  review of development  p l a n n i n g  
i n  Swazi land  was welcome, and  i t  would be u s e f u l  t o  know when t h e  a u t h o r i -  
t i e s  expec ted  t o  comple t e  t h e  F o u r t h  Development P l a n .  T r a n s p o r t a t i o n  
b o r t l e c e c k s  had become a s e r i o u s  problem,  and  h e  was p l e a s e d  t o  l e a r n  
t h a t  rhe a u t h o r i t i e i  were d o i n g  e v e r y t h i n g  p o s s i b l e  t o  d e a l  w i t h  i t .  
They were a l s o  t r y i n g  t o  d i v e r s i f y  i n t o  c r o p s  o t h e r  t h a n  s u g a r ,  w h i c h  
was p r u d e n t  e s p e c i a l l y  as  t h e  p r e s e n t  world s u p p l y  o f  s u g a r  was excess ive ,  
t h e  demand f o r  s u g a r  i n  wor ld  marke r s  was weak, and t h e  o u t l o o k  f o r  s u g a r  
p r i ces  was poor.  The c o n t i n u i n g  d e c l i n e  i n  t he  p r i c e  of sugar had weakened 
t h e  Government 's  E i n a n c l a l  p o s i t i o n ,  as income f rom t h e  sugar  levy had 
f a l l e n  w h i l e  t r a n s f e r s  t o  t h e  s u g a r  mill had been  l a r g e r  t h a n  had b e e n  
e x p e c t e d  i n  t h e  c u r r e n t  budget .  



Eiz qz~eerl with the s t a f f  and M r .  Sriqare tfinr t h e  medium-term pros- 
pects  fo r  t h e  f i s c a l  sector were less promising t h a n  chcy had been, 
Mr. k ln ley  saLd, a a d  r h a r  the i n t r o 8 u c t i . m  of measttres PO d i v e r s i f y  the 
revenue base and to tmpeove e x p e n d i r t i r e  control shouLtf riot be pos tponed  
liicrlrer. RE" hapeci t h a t  t he  tecomaendatlans of the recent: Fund t e c h n i c a l  
assistance mission t o  Swaziland wauld be implemented as soon as possfble. 
There had been few discretionary t a x  changes i n  recoat y e a r s ,  and the 
l n r r d u c t  f a n  of a sales tax, perhaps wich t e c h n i c a l  ass-bstancn from t h e  
L'txnd, would reducs t h e  re l iance an revenue S W ~ C R B  ky011d the c o n t r o l  o f  
the a u e h o t f t i e s .  The t ax  might also add t o  t he  a l r e a d y  high rate of 
inflation and could i n t e n s i f y  t h e  upward wage pressures ,  but those possi-  
b i l i i i e s  mere ly  underscored t h e  need to Limit. t h e  g r o w t h  i n  pt-lblic s e c t o r  
wages and generally t i g h t e n  t h e  administrat ion of the pwbLCc f i n a n c e s .  
While some of the p a r a s r a t a l  e n t e r p r i s e s  en joyed a  SOUR^ f i n a n c i a l  piosi- 
CZOR, athers clearly d i d  n o r ,  a n d  the differences i n  performance could 
be traced i n  part to the enterprises' p r i c i n g  p o l i c i e s .  A more f l e x i b l e  
dppraach I n  that  area would ease the present and f u t u r e  strains on t h e  
Government's f i n a n c i a l  poslrion. 

The au thor i t ies  had much less room f a r  maneuver i n  t h e  mnnerary area 
than OR t h e  f i s c a l  side because of Swaziland's membersh ip  in the Rand 
Honetary Area and the f i x e d  parity w i t h  the  South African rand, Mr, Ain ley  
commented. The authorities c l e a r l y  felt t h a t  t h e  b e n e f i t s  o f  the r eg iona l  
arrangements outweighed the cos ts .  I n t e r e s t  ra te s  i n  Swaziland had t o  
move closely i n  line v f t h  t h o s e  fn the rest  of t h e  Rand Monetary k e a ,  
and  t h e  nar ruwfng of the interest: r a t e  d i f f e r e n t i a l  between Swaziland and 
Sou th  Afrtca during 1982 tract had a p a s i t i v e  e f f e c t  on financial s a v i n g s  
and had: h e l p e d  t o  r educe  c a p i t a l  outflows. Hence, he ag reed  with t h e  
s c a f E  t h a t  further increases i n  i n t e r e s t  r a t e s  might be w a r r a n t e d ,  i n  
p a r t  to  h e l p  t o  a l l e v i a t e  the pressures on t h e  commercial  banks' liquidity 
p o s i t  ton I 

The staff's cautionary n o t e  in its appraisal o n  t h e  external  sec tor  
was appropriate, Mr. A i n l e y  c o n s i d e r e d .  Although t h e  p r e s e n t  debt position 
was fairly confartable, large-scale f o r e i g n  borrowing could be expensive 
and w o u l d  n o t  p r o v i d e  a lasting s o l u t i o n  to Swaziland's problems. The 
c o u n t r y  clearly had to t ake  f i r m  corrective action, p a r t i c u l a r l y  in 
t h e  fiscal. sec to r .  He wondered whether t h e  a u t h a r i t i e s  had g i v e n  any 
thought t o  negotiating a s t a n d - b y  arrangement with t h e  Fund. T h a t  possi- 
b i l i t y  s h o u l d  be borne I n  mind, e s p e c i a l l y  If t h e  e x p e c t e d  improvement 
t n  t h e  b a l a n c e  of p a y m e n t s  was slow in occur ing .  A stand-by a r r angemen t  
would help t o  e n s u r e  an appropr ia te  m i x  of financing and adjusrnent  and 
would g ive  confl.dence tha t  a d d i t i o n a l  resource8 c o u l d  be attained if 
t h e y  were required. Finally, t h e  c o n s i d e r a b l e  weakening in t h e  external 
accounts s ince  1981) represented a n  u n d e r l y i n g  balance of payments need 
chat f u  t l y  j u s t t f i e d  S w a z i l a n d ' s  proposed w e  of t h e  b u f f e r  s t o c k  Efnancing 
f a c i l i  ey. 

Mr. Oallara stared that h e  b r o a d l y  agreed with the s t a f f  a p p r a i s a l s  
and a c c e p t e d  t h e  proposed  decisions. The economy 0:' S w a z i l a n d  had per- 
formed r e a s o n n h l y  w e l l  i n  r e c e n t  yea r s .  The a u t h o r l t i e s '  commendable 



record of @tierally sound economic rannagament neb kri?J.p& t o  promate an 
ef f  i c i e n r  allaeatfon of retmurcet;t.: and t o  encourage foreign Ewes trnent 
altbaugh receat and prospmcive  deve lopmen t s  i n  number o f  re lated 
areas,  aind parricul.c;rly t h e  EiBcaJ, and Isa;lance crE gaymemrs. p o s € t : i m s ,  
seemed a cotwe f o r  concern. 
standing the func t ion ing  o€ a l l  aspects of the economy and t h e  potential 
e f fecrfvaness  o f  various p o l i c y  measures because of Swaziland’s c l w e  
r@la t l . anshfp  wi th  rhe much larger  and mre complex- Sotltk African oconomy. 

He had had S Q ~  d i f f i c u l t y  i n  FcrlEy under-  

H i s  mfn C O R C ~ F ~ ,  Mr. DaLlara coatlnued, was fiscal poifcy  and t h e  
Emplicaeiaas of t h e  Likely f i s c a l  developments far the: medium-term balance 
of payments outlook. The imprevment: in t h e  f i s c a l  position expected in 
1982 sad 1983 was due in part t o  factors that were u n l i k e l y  t o  reeixt 
Aeco J ing ly ,  i f  the a u t h o r i t i e s  wetre t o  be able t o  m a i n t a i n  a s u s t a i n a b l e  
f i s c a l  pasftion in t h e  medium run and a c h i e v e  their growth and development 
objectives,  they would have t o  nak.e s t r e n u o u s  efforts t o  r a i s e  r evenue  and 
resc ta fn  expenditure. The  author i t i e s  a p p a r e n t l y  agreed with t h e  staff 
t h a t  d i v e r s i € i c a t i o n  of t h e  revenue base was needed ,  and t h e i r  w i l l i n g n e v s  
t~ examine t h e  p o s s i b l e  i n t r o d u c t i o n  crf a g e n e r a l  sa les  tax  was welcome. 
In t h a t  connection, some of t h e  dtaff’s statements were: puzz l ing .  On 
page 8 of SM/82/223 i t  was s a i d  chat “ t h e y  felt t h a t  measures  t o  d i v e r s i f y  
the revenue base and improve expenditure control could n o t  be pos tpaned  
Eurthet.” On the s a w  page, -however, the s t a f f  had indicated that ,  w h i l e  
t h e  a u t h o r l c i e s  had a l r e a d y  d r a f t e d  &he relevant L e g i s l a t i o n ,  they had 
deferred i t s  enactment: f o r  a number of reasons t h a t  were mentioned on 
pages 8 and 10, He fully recognized t h e  need f o r  t h e  authorities t o  
ensure t h a t  a p r o p e r  a d m i n i s t r a t i v e  framework and a broader p a l i c y  b a s e  
were e s t a b l i s h e d  before s u c h  fundamental ehariges i n  t h e  t a x  s y s t e m  were 
made, but he. wondered whether t h e y  might  not delay t h e  making of a t i m e l y  
effort t o  a c h i e v e  t h e  needed  dFversLEication. 

On t h e  e x p e n d i t u r e  s i d e ,  Mr. Da l l a ra  went on, the scope f o r  i n c r e a s i n g  
c o n t r o l  was l i m i t e d .  However, s i n c e  t h e  options €or increasing revenues-- 
p a r t i c u l a r l y  i n  t h e  s h o r t  run--were c l e a r l y  limited, an  e f f o r t  t o  increase 
expenditure c o n t r o l  was clearly n e c e s s a r y .  Particular a t t e n t i o n  should 
h e  p a i d  t o  improving  t h e  pe r fo rmance  of all nonfinancial p u b l i c  enterprises, 
and there v a s  little room t o  continue u n p r o d u c t i v e  c a p i t a l  p r o j e c t s .  

He a g r e e d  w i t h  t h e  s t a f f  and Mr. S a n g a r e ,  Mr. Dallara s a i d ,  tha t  the. 
balance of payments  p r o s p e c t s  f o r  t h e  coming s e v e r a l  years were not: b r i g h t  
and tha t  a s u b s t a n t i a l  a d j u s t m e n t  effort would be r e q u i r e d .  Indeed ,  i n  
the  absence of s t r o n g  a d j u s t m e n t  measuies, S w a z i l a n d ’ s  b a l a n c e  of  paymen t s  
would probab1.y no t  be s u s t a i n a b l e  i n  t h e  medium term. L i k e  Mr. AinXey,  he 
doub ted  whe the r  the p lanned  E u r o d o l l a r  bor rowing  was d e s i r a b l e ,  e s p e c i a l l y  
as i t  seemed t o  be an a l - t e r m t i v e ,  r a t h e r  t h a n  a complement,  to the needed 
a d j u s t m e n t .  I t  was true t h a t ,  because  of S w a z i l a n d ’ s  membersh ip  i n  the 
Rand Monerary Area and t h e  Customs Union, and because of t h e  a u t h o r i t i e s ’  
commendable commitment t o  m a i n t a i n  an exchange sys tem f r e e  of  r e s t r i c t i o n s  
an payments and t r a n s € e r s  f o r  c u r r e n t  t r a n s a c t  i o n s ,  some a u t o m a t i c  a d j u s t -  
rnent would occur ,  N e v e r t h e l e s s ,  h e  w a s  w o r r i e d  t h a t  S w a z i l a n d ’ s  a c c e s s  
to  t h e  c a p i t a l  marke t s  migh t  d i s c o u r a g e  the a u c h o r i t i e s  Erom introducing 
t h e  necessary ad  jus tn ient  measures .  F : i . naL ly ,  t h e  request  t o  use the 
compensa tory  f i n a n c i n g  f a c i l i t y  met al.1 the.  r e l evan t  c r i t e r i a .  
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Mr. Malhotru s a i d  t h a t  he f u l l y  supported the -proposed d e c i s i o n s .  

T h e  s t a f f  representat ive from t h e  African Department  remarked t h a t  
a s t a t €  paper  on t he  Rand Monetary Area updating a 1976 paper was in the 
f i n a l  stage cr€ preparalion. 

The period oE the Third Development P l a n  was drawing t o  a close,  
the s t a f f  r e p r e s e n t a t i v e  carnmented. The World Bank had p r o v i d e d  consu l -  
t a n t s  who Mere t o  a s s i s t  i n  the  p r e p a r a t i o n  of the F o u r t h  Development 
P lan .  The period covered by t h e  F o u r t h  Development Plan was t o  begin 
soon, but the  c o n s u l t a n l s '  report would probably not be z v a i l d b l e  ' u n t i l  
approximately t h e  end of 1983. However, i t  seemed cl.eat t h a t  t h e  F o u r t h  
P l d n  would be c h a r a c t e r i z e d  by a r educ t ion  i n  inves tmen t  i n  the  sugar  
sector and by a n  i n c r e a s e  Fn i n v e s t m e n t  to improve t h e  irrigation s y s t e m  
Ln the tradftional sector, where p r o d u c t i v i t y  was low at p r e s e n t .  

The a r r t h o r i t i e s  were f u l l y  aware o f  t h e  problems i n  t h e  ftscal 
sector and  apprec ia ted  the need t o  i n t r o d u c e  a sales t a x ,  b u t  t h e y  were 
worr ied  abrlut maklng s u c h  a move, t h e  s t a f f  r e p r e s e n t a t i v e  s a i d .  The  
s t a f f  had p r e s s e d  t h e  a u t h o r i t i e s  t o  i n t r o d u c e  tlie t a x ,  and  t h e  a u t h o r i -  
t ies would probab ly  do s o  some t i m e  dut i .ng the coming f i s c a l  y e a r .  A 
number of d i f f e r e n t :  g roups  i n  Swaziland would have  to be c o n s u l t e d  abou t  
t h e  t a x  p r o p o s a l ,  which would o b v i o u s l y  bear h e a v i l y  on p a r t i c i p a n t s  in 
the s u b s i s t e n c e  s e c t o r  who made purchases  i n  t h e  monet ized  s e c t o r .  

Un l ike  t h e  nonfinancia 1 p u b l i c  e n t e r p r i s e s  i n  most o t h e r  deve lop i -ng  
c o u n t r i e s ,  t h e  e n t e r p r i s e s  i n  Swaziland, g e n c r a l l y ,  au tomat i . ca l ly  adjusted 
prices i n  response to cost increases, the s t a f f  r e p r e s e n t a t i v e  e x p l a i n e d .  
I n  g e n e r a l ,  p r i c i n g  p o l i c y  i n  Swaziland was commendable. The main n e r d s  
w e r e  for a d j u s t m e n t s  a f  p o s t a l  r a t e s  and t h e  t a r i f f s  of t h e  Water and 
Sewage Rnard. T h e  a u t h o r i t i e s  were reluctfinl:  t o  i n c r e a s c  chose r a t e s  
because of t h e  a d v e r s e  e f f e c t :  on t h e  low-income groups. 

T h e  s t a f f  h a d  discussed w i t h  t h e  a u t h o r i t i e s  the  possibiLity o f  
ncgo : i a t ing  a 5 tand-by arrangetnentr,  the s t a f f  r ep resen ta t ive  remarked,  
and  t h e  a u t h o r i t i e s  had s a i d  t h a c  t h e y  were w o r r i e d  t ha t  t h e i r  a p p r o a c h i n g  
t h e  F u n d  might  be seen as a s i g n  of weakness8 T h e  s t a f f  had responded 
t h a t  members were be.ing iirgrid t o  a p p r o a c h  t h e  Fund a t  an e a r l y  stage i n  
t h e  development  of t h e i r  paymetics d i € € i . c u l t i e s ,  and the authorities had 
mentioned t h a t  t h e y  m.i.ght w i s h  t o  d i s c u s s  the matter f u r t h e r  w i t h  t h e  
s t a f f  e a r l y  i n  1983, i n  cor t junc t ion  w i t h  t h e i r  work on t h e  budget: fi,r 
t h e  coming f i s c a l  y e a r .  T h e y  agreed  with tlie s t a f f  t h a t  bo r rowing  i n  
the Eurodollar market  c o u l d  n o t  sustain Swaziland's b a l a n c e  of  payments  
p o s i t i o n ,  and  t h a t  ;tdjustment '3a:j c l e a r l y  nt..ede.d. However ,  they  s t ressed  
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t h a t  che most recent bocro iJ ing  was bei,rrg u s e d  t o  Ei - at. p r o  jetits-- 
p a r t  Icitlarly the n o r t h e r n  rail l i n k ,  w h i c h  would allow the passage of 
freight  from South  Africa through Swaziland a n d  the srlgat mildl--ehat had 
a h i g h  r a t e  o f  r e t u r n  and were t h e r e f o r e  f u l l y  w a r r a n t e d -  

The a u t h o r i t i e s  h a d  r e c e n t l y  i n f o r m e d  t h e  s t a f f ,  t he  s t a f f  represen- 
t a t i v e  from t h e  Afr ican  Depar tment  said, tha t  t h e y  intended t(~ continue 
t o  b r i n g  i n t e re s t  t o t e s  closer t o  market . l e v e l s  p e r r a f n i n g  i n  S o u t h  A f r i c a .  
T h a t  eF f o r t  s h o u l d  have a p o s i t i v e  s h o r t - t e r m  e f f e c t ,  p a r t i c u l a r l y  on 
the balance of payments.  

Mr. Sangare remarked t h a t ,  as a number of s p e a k e r s  had n o t e d ,  the 
underlying f i s c a l  s i t u a t  ton remained w e a k .  The sharp  r e d u c t i o n  i n  t h e  
budget d e E i c i t  had been  due t o  211 i n c r e a s e  i n  cus toms union rece ip ts  
t h a t  was unlikely t o  be r e p e a t e d .  The a u t h o r i t i e s  were fully aware of 
t h e  problem and were t a k i n g  s t e p s  t o  c o n t a i n  t h e  growth i n  e x p e n d i t u r e .  
A t  the same tlme, t h e y  were c o n s i d e r i n g  new s o u r c e a  of r e v e n u e ,  including 
a sales tax. Most public  e n t e r p r i s e s  i n  Swaz€land  had a p u l i c y  of  auto- 
m a t i c a l f y  i n c r e a s i n g  p r i c e s  i n  response t o  c o s t  hikes; o n l y  a few enter-  
prfses---notahLy t h e  water, sewage, and pos ta l  services--had lagged beh ind .  
The a u t h o r i t i e s  had  been c o n c e r n e d  t h a t  p r i c e  i n c r e a s e s  For those s e r v i c e s  
bore p a r t i c u l a r l y  heavy on 'Low-income g r o u p s .  N e v e r t h e l e s s ,  e l e c t r i c i t y  
t a r i f f s  were being ra i sed  20 p e r  c e n t  e f f e c t i v e  January I, 1983, a move 
t h a t  shou ld  have  a p o s i t i v e  Impact o n  the budge t .  The a u t h o r i t i e s  were 
determined n o t  t o  i n t r o d u c e  s u b a t d i e s  on consumer  goods. 

A r e a s s e s s m e n t  of publ ic ,  s e c t o r  investment was an i m p o r t a n t  part of 
t h e  Government 's  planning process, Hr. S a n g a r e  commented. The a u t h o r i t i e s  
were still. working on t h e  F o u r t h  Development P l a n ,  and part  of t h e  exercise 
was an a p p r a i s a l  of t h e  Government ' s  i n v e s r m e n t  s t r a t e g y  w i t h  a v i e w  t o  
improving the al Zoca t i o n  of r e s o u r c e s  t o  maximize o u t  pu t  and  t o  d i v e r s i f y  
t h e  economic base away from i t s  dependence on sugar. In a d d i t i o n ,  t h e  
l a c k  of g rowth  i n  t r a d i t i o n a l  a g r t c u l t u r e  was b e i n g  a d d r e s s e d  as R m a t t e r  
o f  p r i o r i t y .  A major  r e v i e w  of t h e  Rural Development Area Program was 
b e t n g  conduc ted  i.n order t o  Increase t h e  p r o d u c t i v t t y  of t r n d i t  i o n a l  
Farmers by expand ing  l r r i g a t i a n  in the  a r e a s  u s e d  € o r  d r y  l a n d  farming. 

Both t h e  r e d u c t i o n  i n  t h e  b u d g e t  d e f i c i t  and the.  increase In i n t e r e s t  
r a t e s  had  had a p o s i t i v e  effect o n  t h e  balance of payments, Mr. Sfingetre 
remarked. The a u t h o r i t f c s  were f u l l y  aware  of t h e  need t o  maintain 
t h e i r  p r u d e n t  €i.scal and monetarv po l - i c fe s ,  h u t  o b s e r v e r s  shoulc i  n o t  
undet -es t i iw tce  the a d v e r s e  e f f e c t  of w t e r n a l  factors  on t h e  ecorrumy o f  
SwazLland. The suga r  market, o n  w h i c h  Swaz i l and  r e l i e d  h e a v i l y ,  remained 
s o f t ,  and p r o t e c t i o n i s t  pnf ic i .es  had l im. i ted  the amount c3.f srigar t h a t  
Swnei p r o d u c e r s  could expor t .  Like rnany o t h e r  c o u n t t L e s ,  Swaz i l and  
hoped f o r  an e a r l y  r e c o v e r y  of tlw world economy and f a v o r e d  pot.Ir_.i.es 
promot i n g  i n t e r n a t  tonal .  t r a d e .  



?-.he d L f f i c u i c i e v  t h a t  u n d o u b t e d l y  Lay atlead* F P n a X l y ,  Swaziland's partici- 
p a t f a n  i n  the Cristsrrns Union was o n  balance benef ic ia l ;  the  authot fc i c s  
recognized that  t h e  cm. tn t ; ry '~  membership placed c e r t a i n  r e s t r a in t s  oa 
the i r  conduct: g E  f i s c a l  and a o n e t a r y  pol icy .  

The A c t i n g  C h a j  m a n  made t h e  f o l l o w i n g  summtag up: 

Executive Directors  g e n e c a 1 . l ~  S g r e e d  w i t h  t h e  views expressed 
in t h e  s t a f f  a p p r a i s a l  i n  the  r e p o r t  f c t  t h e  1982 c b n s u l t a f t o n  
v i t h  Swaziland. They commended t lw authori t ies  f o r  t h e  con1 i nued  
satisfactory recard of economic growth, which had been facilitated 
by the p r a g m a t i c  a p p r o a c h  t o  economic management and t h e  strong 
eacQuragement  t o  p r i v a t e  investment. However, t h e  lack of growth  
i n  traditional a g r i c u l t u r e ,  with Lts a d v e r s e  implications for 
f u t u r e  employatent p r o s p e c t s ,  a n d  the u n f a v o r a b l e  world market 
c o n d i t i m s  f o r  t h e  main e x p o r t  c r o p - - s u g a r w e r e  a s o u r c e  of 
concern .  The need to el iminate  s t r u c t u r a l  bnrtlenecks, partFcu- 
LarZy i n  t t a n s p o r t a z i o n ,  was also s t r e s s e d  i n  the Framework of 
t he  next dovelopinent p l a n ,  

Directors welcomed t h e  recent s h a r p  r e d u c t  i o n  i n  the gov- 
ernment d e f i c i t  €or Eiscal year 1982/83, but n o t e d  tha t ;  it was 
l a r g e l y  due t o  a n  increase i n  custarns un ion  r e c e i p t s  that was 
unlikely t o  be repeated. R e s t r a i n t  on expenditures and develop-  
ment of new d o m e s t i c  r evenue  sourees was u r g e n t l y  r e q u i r e d  t o  
avoid a recurrence o f  Larger d e f i c i t s .  I n  t h i s  r e g a r d ,  the 
desirability of an early i n t r o d u c t i o n  of t h e  g e n e r a l  s a l e s  rax 
was emphasized, as was a l s o  t h e  p o t e n t i a l  u s e  of  Fund t e c h n i c a l .  
assisrance f n  implementing such  a tax. 

Directors commended t h e  pol ic ies  o f  allowing p r i c e s  t o  
re€lect  market condi ~ I o n s ,  bur expressed c o n c e r n  r e g a r d i n g  some 
recent iineconornic inves tmen t s  and t h e  r e l u c t a n c e  to  r a i s e  p r i ces  
i t s  a few s t a t e  enterpr ises .  

Directors welcurned the r e d u c t i o n  Fn i n t e r e s t  race d i f f e r e n -  
t i a l s  between Swazi land and o the r  members of t h e  Rand Monetary 
A r e a .  They stressed t h a t  a f u r t h e r  upward movemeiic i n  inrerest 
rates may well be needed  t o  av0f.d c a p i t a l  f l i g h t  and t o  mohili.ze 
domes t l c  s a v i  trgs. 

Directors also. no ted  t h a t  the  i m m e d i a t e  prospec ts  f o r  the. 
balance of paymen t s  were n o t  f a w o r a b t e .  Uhi.1e recognizing the  
impor tance  of adverse e x t e r t d .  f a c t o r s ,  they felt t h a t  adjustment 
mewurcs,  primarily t h r o u g h  an a d o p t i o n  OF f i s c a l  reforma, were 
tirgrr~t1.y needed  t o  min imize  r e l i ance  an exceriia'l. borrowing.  T h e y  
noeed iLt;at Swaziland's exrernal  p u b i i c  d e b t  burden  was n o t  an 
j-m-mdicxtc source of concern, hut stressed r h e  need f o r  p rudence  
and f a r  inproved procedures for t h e  r eco rd ing  and  mos~ltroring of 
:+n<:h debt . 
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The Executive Board then tu rned  t o  the proposed dec is ions ,  w h k h  
it apptaued. 

The decfsfons were: 

Decfsion Gbncludfng A r t i c l e  XIV Consultation 

1. The Fund takes t h i s  decrfsion i n  c o n c l u d i n g  the 1982 
A r t i c l e  XZV consultation w i t h  Swaziland i n  the l i g h t  of t h e  
1982 Article IV eonsultatim w i t h  Swaziland conducted under 
Decision No. 5392-{ 77/63) adopted April  29, 1977 (Sarveillarece 
over Exchange Rate Pol ic ies) ,  

2.  The Fund no tes  with s a t i s f a c t i o n  that Swaziland 
continues to maintain an exchange system which 1s free oE 
rest r ic t ions on payments and transfers f o r  current  i n t e r -  
~ a t i o n a l  t x n s a c t i o n s .  

D e c i s i o n  No. 7285-(83/1), a d o p t e d  
January 3,  1983 

Purchase Transaction - Buffer Stock Financing Facility 

1. ?he Fund has r e c e i v e d  a request  by t h e  Government of 
Swaziland for  a purchase o€ the equivalent of SDR 0.975 million 
under t h e  decision on the B u f f e r  Stock Financing F a c i l i t y :  T h e  
Problem of Stabillzarion of Price of P r i m a r y  Products, Execu- 
t i v e  Board Decision No. 2 7 7 2 - ( 6 9 / 4 7 ) ,  adopted  June 25, 1969, as 
amended by Decision No. 4913-(7S/207),  adopted December 24, 1975, 
and the d e c i s i o n  on Che Buffer Stock Financing F a c i l i t y :  
International Sugar Agreement, E x e c u t i v e  Board Decision 
No. 5597-(77/171), adopted December 16, 19f7 .  

1977 

2, The Fund determines that  t h i s  purchase would be i n  
c o n f o r m i t y  with the d e c i s i o n s  r e f e r r e d  t o  in (1) above, notes 
the r e p r e s e n t a t i o n s  of Swaziland, and approves  t h e  purchase in 
accordance w i t h  the request. 

Decision NO. 7285-(83/1) ,  adopted  
January 3 ,  1983 
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DECISIONS TAKEN SINCE PREVIOUS B O W  MEETING 
I ---1__1_ ..------- 

The  following decisions were a d o p t e d  by the Executfve Board without 
meeting i n  t h e  period between E B M / 8 2 / l 6 8  (12 /23 /82}  and EBM/83/1 (1 . /3 /83) ,  

4 .  GREECE - E X W N G E  SYSTEM 
--Lc 

The a p p r o v a l  under Decision No. 7154-(82/92) of Greece's 
exchange r e s t r i c t i o n s  and  m u l t i p l e  c u r r e n c y  p r a c t i c e s  is  
e x t e n d e d  u n t i l  March 31, 1983 51: t h e  c o m p l e t i o n  of t h e  ongoing 
Art ic le  ZV consultation w i t h  Greece, whicheve r  is  t h e  ea r l i e r .  
( ~ ~ ~ / 8 2 / 3 i a ,  12/23/82)  

D e c i s i o n  No. 7287-(83/1), adop ted  
Decernber 29, 1982 

5. ICELAND - EXCHANGE SYSTEM 

The a p p r o v a l  of I c e l a n d ' s  m u l t i p l e  currency practice under 
pa rag raph  2 of Decision No. 7210-(82/128), a d o p t e d  September 27,  
1982, i s  extended u n t i l  December 31, 1983 o r  the c o m p l e t i o n  of 
t h e  n e x t  Article I V  c o n s u l t a t i o n ,  whfchever is t h e  e a r l i e r .  
The Fund u r g e s  t h e  I c e l a n d i c  a u t h o r i t i e s  t o  adopt  a l t e r n a t i v e  
s o l u t i o n s  t o  raise r e v e n u e  which would allow e l i m i n a t i o n  of this 
pract ice  as soon as p o s s i b l e .  (EBD/52/317, 12/23/82)  

Decision No.  7288-(83/1), adopted 
December 29, 1982 

6 .  SOMALIA - STAND-BY ARRANGEMENT - WAIVER OF PERFORMANCE CRITERION 

Somal i a  h a s  c o n s u l t e d  w i t h  the Fund i n  a c c o r d a n c e  w i t h  
paragraph 5 o f  t h e  s t and-by  a r r a n g e m e n t  f o r  Somal i a  (EBS/82/105, 
Supplement  1, 12/20/82),  The Fund f i n d s  t h a t  i n  view o f  the 
c i r c u m s t a n c e s  descr ibed i n  EBS/82/236 (12 /20 /82) ,  no a d d i t i o n a l  
u n d e r s t a n d i n g s  a t e  rlecessary r e g a r d i n g  t h e  nonobse rvance  of t h e  
performance c r i t e r i o n  on i n t e n s i f i c a t i o n  of exchange  res t r ic -  
t ions. I n  t h e s e  c i r c u m s t a n c e s ,  Somal i a  may proceed t o  request 
a purchase under t h e  s t and-by  a r r angemen t .  

Decis ion No. 7289-(83/1) ,  a d o p t e d  
December 2 7 ,  1982 

7. EQUATORIAL GUINEA - TECHNICAL - ASSISTANCE 

I n  response t o  a r e q u e s t  from t h e  EIqua to r i a l  Guinea  
a u t h o r f t i e s  f o r  t e c h n i c a l  assistance, t h e  E x e c u t i v e  Board 
approves tile p r o p o s a l  s e t  f o r t h  i n  EBD/32 /?15  ( 1 2 / 2 2 / 5 2 )  

Adopted December 28, 1982 
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In response tu a request from t h e  Tui i i s iar i  a u r h o c i t i e s  
€or teehniea3 assistance, t h e  Execut ive Board approves the  
p r ~ p ~ s o l  set  Earth i n  EBD/t32/313 (12/21/82) .  

Adopted  December 28, 1982 

9. ASSISTANT TO EXECUTIVE DIRECTOR .- 

The Executive Board nppcvves  the appointment set f o r t h  
i n  EBAP/82/442 (L2/23/82). 

Adopted December 28, 1382 

T r a v e l  by an Executive Direc to r  as s e t  f o r t h  in ERAP/82/443 
( ~ . 2 / 2 7 / 8 2 )  is approved. 

1 I. STAFF TRAVEL 
II - 
Travel by the Manag'lng Director as s e t  f o r t h  in EBAP/82/444 

(f2/2?/82) is approved.  

APPROVED: June 8 ,  1983 

LEO V A N  HOUTVEN 
Secretary 
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Jamaica - Maf.r? Indicators 

(To Accompany Mr. Casep's Statement at 
Executive Board Meeting 83/1 - Jantlary 3,  1983) 

E s t -  
19 80 1981 1982 

(Percentage change) 

R e a l  GD17 
CPL 
Net domestic credit 

Fixed investment 
Overall balance of C e n t r a l  

Current external. clef i c i t  
Overall external  d e f i c i t  

Cove rnment 

Gross reserves  of Central  Bank i n  

External debt service r a t i o  

tlnemployment r a t e  ( i n  p e r  cent) 

months of imports  

( i n  per  cent) 

-5.4 2.0 0.4 
28.5 4.8 6.8  
39.6" 37.0* 29.0* 

( A s  percentage of GDP) 

14.5 18.2 22.3 

-17.0* -14,l* -15.3* 
- 6 , 2  -17.1* -15.4* 
-2.3 -2.8 0.9* 

(Pro memoria) 

0.6* 1.0" 1.4* 

15.5 20.7* 23,6* 
27 .3  25.9 26.0 

*Fiscal year e 


