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I. 1Introduction

Jamaica has had almost continuous arrangements with the Fund since
the late 1970s, and has also utilized the compensatory financing facility
eight times, most recently in June 1984. As of end-June 1985 outstand-
ing use of Fund resources by Jamaica, under tranche policies, amounted
to SDR 540 millionm or 371 percent of Jamaica's quota, with an additional
SDR 102 million (70 percent of quota) outstanding under the CFF (Table 1).

In the attached letter, dated June 7, 1985, the Jamaican authorities
request a 22-month stand-by arrangement in an amount of SDR 115 million
(equivalent to about 43 percent of quota on an annual basis) in support
of a financial program covering the remainder of the current Jamaican
fiscal year through March 31, 1986, and the fiscal year April 1, 1986 to
March 31, 1987. The proposed arrangement would be financed by SDR 33.4
million from ordinary resources and SDR 81.6 million from borrowed
resources.

It is proposed that the amount of the arrangement would be made
available in nine purchases, with the last purchase conditional on the
observance of performance criteria at the end of March 1987. The dis-
tribution and phasing of purchases through April 1986 under the arrange-
ment is presented in Table 1. Repurchases under tranche policies and
CFF over the period July 1985-April 1987 would be SDR 220.5 million, or
SDR 105.5 million more than the anticipated purchases under the arrange-
ment. Assuming that all repurchases are made as due, purchase of the
full amount under the arrangement would lower Fund credit to Jamaica,
under tranche policies, to 316 percent of quota, while outstanding credit
under the CFF would fall to 533 percent of quota.

Jamaica has frequently experienced difficulties in remaining cur-
rent in its payments to the Fund; however, delays have been usually
brief and Jamaica is at present current with the Fund.

The discussions for the stand-~by arrangement were held concurrently
with the 1985 Article IV consultation and were conducted by a staff
team consisting of Messrs. Hardy (Head), Escobar, Lee (all WHD), Kibuka
(FAD), and Thomsen (ETR), and Ms. Khattak (Secretary-ETR). Mr. Joyce,
Executive Director for Jamaica, participated in the policy discussions.
The team was assisted by Mr. Citrin, the Fund resident representative
in Jamaica. The discussions took place in Kingston from March 26-30,
1985, continued in the period April 17-May l4, 1985, and were concluded
during the period June 3-7, 1985.

The last Article IV consultation discussions were held in Kingston
in January 1984, and were concluded by the Executive Board on June 8,
1984 (EBS/84/101 and SM/84/111).



Table 1.

Jamaica:
Stand-by Arrangement:

Projection of IMF Position during Period of
June 1985-April 1987

Qut-
standing 1985 1986 1986/87
June 30 July - Aug. 1- Oct. l- Jan. 1- Apr. l- July 1-

1985 July 31 Sep. 30 Dec. 31 Mar, 31 June 30 Apr. 30

Transactions under
tranche policies (net)l/
Purchases
Ordinary resources
Borrowed resources
Repurchases
Ordinary resources
Borrowed resources

Transactions under specilal

facilities (net)2/
Purchases
Repurchases

Total Fund credit out-
standing (end of period)

Under tranche policies 1/

Special facilities 2/

Total Fund credit out-
standing (end of period)

Under tranche policies 1/

Special facilities 2/

(In millions of SDRs)

-8.6 5.4 -8.6 -13.7 -13.2 -42.0

7.5 7.5 13.3 13.3 13.4 60.0

(3.75) (3.75) (6.65) (6.65) (6.7) (588)

(3.75) (3.75) (6.65) (6.65) (6.7) (5.8)

~16.1 -2.1 -21.9 -27.0 -26.6 -102.0

(-5.1) (-=)  (-9.1) (-9.2) (-9.1) (-26.4)

(-11.0)  (-2.1) (-12.8) (-17.8) (-17.5) (-75.6)

_2.6 : —5.0 _5-0 —500 —702

—2o6 - "'5.0 —5-0 _500 —702

642.1 630.9 636.3 622.7 604.0 585.8 536.6

539.7 531.1 536.5 527.9 514 .2 501.0 459.0

102 .4 99.8 99.8 94.8 89.8 84.8 77.6
(In percent of quota)

441.3 433.6 437.3 428.0 415.1 402.6 368.8

370.9 365.0 368.7 362.8 353.4 344.3 315.5

70.4 68.6 68.6 65.2 61.7 58.3 53.3

Source: IMF.

l/ Ordinary and borrowed resources.
2/ Compensatory financing facility.




II. Summary of Recent Developments

Many of Jamaica's financial and economic problems can be ascribed
to an intensification of government intervention in the economy and
a major increase in government expenditures on social programs, under-
taken in the first half of the 1970s. Central government budget defi-
cits ranged around 12-15 percent of GDP a year on average, and resulted
in a rapid buildup of foreign debt and recurring balance of payments
crises, while the economy stagnated.l/

The Government which took office in 1980 designed an economic
program aimed at a revitalization of the private sector and export-led
growth. Large~scale balance of payments support was to be used in the
initial phase to rehabilitate the productive sectors and rebuild inven-
tories, but reliance on exceptional financing was expected to taper off
with the projected growth of bauxite/alumina exports and a recovery in
other exports and in tourism. The budget deficit was to be reduced
from about 17 percent in 1980/81 to about 10 percent of GDP by 1983/84.
The Government's program was supported by an EFF arrangement with the
Fund, by Structural Adjustment Loans from the World Bank, and ESF
loans from U.S. AID. 1In the event, the authorities persisted in fol-
lowing overly expansionary policies despite a major decline in exports
of bauxite/alumina (which represent about 60 percent of exports). As a
result the quantitative performance criteria established under the EFF
arrangement were not observed and drawing rights were suspended after
September 1983. The emerging balance of payments crisis worsened as
external payments arrears accumulated, trade financing came to a halt,
and rapid domestic credit expansion accommodated the higher than pro-
grammed fiscal deficit and fueled private capital outflows.

A stand-by program covering the Jamaican fiscal year 1984/85 was
approved in June 1984. The program envisaged a major adjustment effort
through tight demand management, and a unified market-determined exchange
rate. Structural reforms were to be accelerated, particularly in the
area of liberalization of extermnal trade.

Important policy adjustments have been made in the Jamaican economy
over the past year and a half. Under the foreign exchange auction sys-
tem, the Jamaica dollar depreciated to J$5.5 per U.S. dollar by March
1985, compared with J$3.5 per U.S. dollar one year earlier, resulting in
a real effective depreciation of 18 percent during the program period.

The authorities increased administered prices and utility rates sharply,
and raised taxes and carried out budgetary spending cuts, including a
significant reduction in public employment. The budgetary measures
included tax increases, mostly on cigarettes, beer, spirits, and services,

1/ In this paper the coverage of the Central Government refers to
the central government budget. Thus, it is not consolidated with a
number of extrabudgetary activities consisting of the Capital Develop-
ment Fund, the National Insurance Fund, the National Housing Trust,
the Human Employment and Resources Training Trust and the Food Aid
Program.



estimated to yield about 2.1 percent of GDP in revenue. Expenditure .
measures included reductions in food subsidies, in transfers to public
entities and in public sector employment affecting some 4,000 persons.

As a result, the nonfinancial public sector deficit was reduced from
15.2 percent of GDP in 1983/84 to 6.4 percent in 1984/85, with the
central government deficit declining from 15.1 percent to 6.6 percent

of GDP (Table 2). The strong performance of the public sector was
offset in part, however, by a sharp increase in losses of the Bank of
Jamaica reflecting the higher cost of external debt servicing because

of devaluation, and, to a lesser extent, because of exchange guarantees
given on certain private sector arrears. When these losses are included,
the overall public sector deficit declined from 18.6 percent of GDP to
12.7 percent over the same period.

In addition, credit policies were tightened and administered
interest rates were raised by around 7-9 percentage points over the
program period, as price increases accelerated to 30 percent from 15 per-
cent the previous year, largely reflecting public utility price and
exchange rate adjustments. Real GDP declined marginally in 1984/85,
and unemployment (broadly defined) remained about level at 26.5 percent
of the labor force.

Despite the improvement in public sector finances and the restric-
tive monetary policy, the current account of the balance of payments
showed only marginal improvement and was almost twice as large as
programmed (Table 3). This reflected major shortfalls in traditional
exports and tourism compared to what had been programmed, while imports
remained roughly level with the previous year. Bauxite/alumina exports,
traditional agricultural exports, and exports to CARICOM declined by
13 percent, but nontraditional exports to other markets performed
strongly, increasing by more than 57 percent in U.S. dollar terms.
Earnings from tourism were significantly lower than programmed; this was
mainly attributable to civil disturbances that broke out in the wake of
adjustments in petroleum prices early in 1985, following which tourist
arrivals dropped by 18 percent.

The higher than expected current account deficit was facilitated
by short-term capital inflows. Rather than causing a major reduction
in imports, the rapid depreciation of the Jamaica dollar combined with
the tight credit policy led to a significant inflow of short-term
capital, much of which reflected a renewed use of trade credits by both
the private sector and by public enterprises.

Jamaica had difficulties meeting the 1984/85 program targets on
arrears reduction largely because of unexpected delays in loan disburse-
ments. After approval by the Executive Board of waivers on the ceilings
on arrears (EBS/84/233 and EBS/85/107) Jamaica was able to continue its
purchases. Moreover, as the balance of payments prospects worsened con-—
siderably in early 1985 following the social disburbances and the clo-
sure of a major alumina plant, additional fiscal and monetary measures




Table 2. Jamaica: Main Economic Indicators
Prel. Prog. Prog.
1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986/87
(Percentage annual change)
Real GDP -3o6 2'4 0.5 203 -002 '308 —
Real nonbauxite GDP -1‘-6 3-3 2-6 2-1 006 -303 -_—
Nominal GDP 11.0 11.4 1.4 20.6 29.8 18.6 13.0
GDP deflator 15.2 8.7 10.9 17.9 30.1 23.4 13.0
Consumer price index
Annyal average 26.5 9.0 7.1 14.9 29.7 23.0 12.0
End of period 19.4 7.4 8.2 21.1 29.7 15.0 10.0
Broad money 17.6 22.5 27.7 24,7 22.3 18.6 14.0
(In percent of GDP)
Nonfinancial public
sector deficit 1/ -13.8 -14.5 -14.9 -15.2 -6.4 -4.7 -2.0
0f which: .
Central government
deficit (-16.5) (-15.6) (-14.2) (~-15.1) (-6.6) (-6.0) (-4.0)
Rest of public sector (2.8) (1.1) (-0.7) (=) (0.2) (1.3) (1.9)
Bank of Jamaica
operating losses -_ - —_— ~-3.4 -6.3 -3.6 -1.5
External current
account deficit 3’ -9 .0 -20-2 '23'3 "12-7 -12n3 "11-5 ‘7-2
Outstanding external
debt 70.8 97.6 142.4 138.6 158.5 206.2 216.8
(In millions of Jamaican dollars)
Real GDP 1974 prices 1,843 1,888 1,897 1,941 1,937 1,863 1,863
Nominal GDP 4,870 5,425 6,043 7,289 9,461 11,225 12,684
Memorandum items
Real effective ex~-
change rate index
(1980=100) 3/ 106.3 110.6 108.1 76.1 63.6 v coe
Average amnual exchange
rate per USS1
Official 1.78 1.78 1.78 2.47 ( 4.36 6.20 7.00
Shadow 1/ 2.32 2.51 3.06 3.27 (
Source: Bank of Jamaica and Fund staff estimates.

1/ Consists of central government budget and selected entities (see Table 3,

of Annex IIl.

The latter includes the Capital Development Fund,

the National

Insurance Fund (NIF), the National Housing Trust (NHT), the Human Resource and
Employment Trust (HEART) and the main public enterprises.

2/ Before 1983/84 calculated on the basis of the shadow exchange rate, which

is the rate necessary to maintain constant the real effective exchange rate at

the 1978 level.
3/ End of period.



Table 3. Jamaica: Balance of Payments

(In millions of U.S. dollars)

Prog. Prel.
1980/81 1981/82 1982/83 1983/84  1984/85 1984/85

Current account deficit -189 -438 -461 -282 -133 =267
Trade account -192 =589 -658 -529 -435 -513
Exports, f.o.b (1,010) (889) (734) (722) (870) (723)
Bauxite/alumina /785/ /669/ 7473/ 1477/ /563/ /436/
Nontraditional (excluding CARICOM) /80/ /84/ /105/ /96/ /130/ /151/
Other /145/ /136/ /156/ /149/ 1177/ /136/
Imports, c.i.f. (-1,202) (-1,488) (-1,392) (-1,251) (1,305) (-1,236)
Bauxite related /=284/ /=300/ /=230/ /=216/ /=285/ /=207/
Nonbauxite related /-918/ /-1,188/ /-1,162/ /-~1,035/ /=1,020/ /-1,029/
Service and transfer account 3 161 197 247 302 246
Travel (net) (230) (301) (317) (361) (430) (368)
Interest payments (ne:) (=176) (-219) (=250)  (=252) (-262) (=279)
Other services (net) (~=146) (=45) (=20) (-15) (=36) (10)
Transfers (net) (95) (124) (150) (153) (170) (147)
Capital account 37 481 241 =166 644 164
Public (net) 211 427 314 65 626 567
Inflow (314) (649) (639) (450) (1,055) (974)
Bilateral J66/ /188/ 1293/ /273/ /611l/ /583/
Multilateral /25/ /66/ /51/ /51/ /116/ /65/
Commercial banks /52/ /119/ faa/ [/ /166/ /164/
Other /171/ /276/ /251/ /126/ /162/ /162/
Outflow (-103) (=222) (=325) (-385) (=429) (-407)
Private capital (net)l/ =174 54 ~73 -231 18 197
Overall balance of payments -152 43 =220 =448 511 497
Financing 152 :ﬁg 220 448 -511 -497
Change in net international reserves
(increase -) 152 =43 122 306 -283 =266
Gross reserves (11) (=57) (44) (27) (-88) (-127)
Ne:z use of IMF resources (=36) (168) (134) (39) (58) (39)
Arrears 2/ (65) (-106) (~=) (190) (-190) (-118)
Other (112) (=48) (=56) (50) (-63) (=60)
Other arrears 3/ -_— - 98 142 -228 =231

Memorandum Items
Bauxite equivalent (millions of

metric tonnes) 12.4 11.0 7.8 8.5 9.8 7.6
Current account deficit

(in percent of GDP) -9.0 -20.2 -23.3 -12.7 -6.4 -12.3
Rescheduled debt (millions of USS) 52 87 153 111 ces 535
Outstanding debt (millions of US$) ces e ee 2,812 3,090 .es 3,440
Debt service (in percent of

goods and services)4/ oes ‘oo 36.5 41.5 44.9 48.6

Sources: Bank of Jamaica; and Fund staff estimates.

1/ 1Includes errors and omissions.

2/ Overdue payments treated as reserve liabilities for program purposes.

3/ Includes private sector overdue payments and overdue official debt payments in
the process of being refinanced.

4/ Before rescheduling.



were adopted as a condition for completing the final program review.
The review also included a modification of the program targets to cover
end~April 1985 (EBS/85/107).

The quantitative performance criteria and actual outtumns for the
1984/85 program are shown in Table 4., The improvement in net foreign
assets of the Bank of Jamaica during 1984/85 was US$266 million, com-
pared to US$283 million envisaged under the program before its final
modification to establish April targets. Of this increase in net for-
eign assets, US$113 million represented a reduction in arrears, some of
which was through rescheduling. Some US$72 million in official arrears
still outstanding at end-March 1985 were eliminated in April and private
sector arrears which had been US$14.5 million at end-March 1985, were
eliminated by mid-June 1985.

Jamaica's extermal public debt (including obligations to the Fund)
at end-March 1985 totaled USS$3.4 billion, equivalent to 158 percent of
GDP and the debt service ratio (before rescheduling) was 49 percent of
exports of goods and services in 1984/85. External interest payments
were some 20 percent of exports of goods and services and represented
about 13 percent of GDP in 1984/85.

III. The Medium-Term Outlook

The balance of payments outlook for Jamaica has worsened signifi-
cantly since the Board's discussion of the 1984 Article IV consultation,
as world market prices and demand for bauxite and alumina have weakened
further. The spot market price of aluminum had fallen to USS$0Q.45 per
pound in mid-June 1985, close to the lowest level registered in 1982
and compared with an average of US$0.81 per pound in 1980. In February
1985, ALCOA (Aluminum Company of America) shut down its alumina plant;
another major plant, operated by ALPART (Alumina Partners of Jamaica) is
likely to close down during 1985/86, leaving only the ALCAN (Aluminium
Company of Canada) plant operating at about three quarters capacity.

The Government is keeping the ALCOA plant operating under a leasing
arrangement, but is unlikely to be able to sell alumina from this plant
at prices that will result in any significant net foreign exchange
earnings. Assuming the ALPART plant closed from the middle of 1985/86,
net foreign exchange earnings from exports of bauxite and alumina are
projected to be US$74 million less in 1985/86 than in 1984/85. The
volume of Jamaica's bauxite/alumina exports in 1985/86 is projected at
6.2 million tons (bauxite equivalent) just half the volume shipped only
five years ago, falling further to 5.8 million tons in 1986/87.

The medium—term balance of payments outlook through 1989/90 sum-
marized in Table 5 incorporates the following main assumptions. In the
bauxite/alumina sector, the ALCOA plant is projected to reopen on a
commercial basis toward the end of 1986 on the assumption that Jamaica's
bauxite levy is reduced so that the profitability of the plant will be
re~established. The Jamaican authorities are in agreement with the
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Table 4. Jamaica: 1984/85 Stand-by Arrangement Quantitacive Performance Criteria

1984 1985
June September December March/April
March 1/ Program Actual Program Actual Program Actual Program Actual

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

Net international

reserves 3/ -863 =750 -739.0 =755 -733.9 -680 -680.3 ~595 8/ -557.3 8/
Public sector external
arrears 362 114 113.5 76 74.6 4/ 10 44,7 -— —_

Net external deb
disbursements

c
5/ - 279 214.2 377

N
0
N
>
=

(%)

Y]

o

(%]
~4

0
.
~
N
0
O
X
~
&
[}
N
»
&
0
-

(In millions of U.S. dollars)

Reduction in stock of
private sector
external arrears - 14 14.0 14 14.3 14 16.0 6 8/ 9.7 8/

(End of period, in millions of Jamaica dollars)

Net domestic assets of

the Bank of

Jamaica 6/ 3,968 3,516 3,470.7 3,546 3,448.8 3,325 3,323.8 2,950 8/ 2,802.9 8/
Central government net

borrowing requirement 7/ 229 216.5 518 503.8 710 688.5 697 9/
Net banking credit to

selected public sector 7/ -38 -100.3 65 ~118.2 35 -255.7 67 9/ -5.8 9/
Net nonbank credit to

selected public sector 7/ 42 -3.9 42 -11.9 42 ~10.9 42 9/ -22.9 9/

Source: Technical Memorandum of Understanding.

1/ Actual.
2/ As modified im EBS/84/233, Sup. 1 (12/7/84).
3/ Targecs adjustable upward for any excess of net external debt disbursements over programmed amounts.
4/ Includes US$44.8 million of new arrears incurred during the July-September quarter.
5/ Refers to medium- and long-term debt excluding project loans by multilateral and other official development
agencies and trade financing contracted by the private sector with a government guarantee. Figures refer to
cumulative change from December 31, 1983. Any excess in net disbursements is to be added to net international
reserves.
6/ Ceilings adjustable downward for any excess of net external debt disbursements over programmed amounts.
7/ Cumulative change from March 31, 1984.
8/ Ead-April 1985.
39/ End-March 1985.
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Table 5 . Jamaica: Medium~Term Balance of Payments OQutlook

Proq.

Prel. Program

1984/85 1985/86 198B6/87 1987/88 1988/89 1989/90

(In millions of U.S. dollars)

Current account deficit =267 -209 -131 ~112 . =77 =36
Trade account =513 -467 -404 -409 -411 -405
Exports, f.o.b (723) (632) (670) (780) (882) (1,001)
Bauxite/alumina /436/ /326/ /313/ /360/ /385/ 1412/
Nontraditicnal (excluding CARICOM) /151/ J177/ /211/ 7259/ /319/ 7392/
Other /136/ /129/ /146/ /161/ /178/ /197/
Imports, c.i.f. (1,236) (1,099) (1,074) (1,189) (1,293) (1,406)
Bauxite related /=207/ /=-190/ /=179/ /=212/ /=227/ /=263/
Nonbauxite relaced /-1,029/ /-909/ /-895/ /-977/ /-1,066/ /-1,163/
Service and transfer account 246 258 273 297 334 369
Travel (net) (368) (394) (429) (468) (510) (555)
Interest payments (net) (=279) (=324) (-316) (-326) (~323) (-328)
Other services (net) (10) (33) (=) (-11) (=-26) (-35)
Transfers (net) (147) (155) (160) (l66) (171) (177)
Capital account 164 208 85 89 103 87
Public (net) 567 168 85 89 103 87
Inflow (974) (6086) (499) (456) (445) (435)
Bilateral /583/ 1228/ /230/ /200/ /200/ /200/
Mulrilateral /64 197/ {60/ 145/ /45/ 145/
Commercial banks /164/ /97/ /99/ /90/ 767/ 745/
Ocher /162/ /184/ /110/ /121/ 7133/ /145/
Outflow (~407) (-438) (-a14) - (~367) (~342) (-348)
Private capital (net)l/ 197 40 -— _— — -—
Overall balance of pavments 497 =L =46 =23 26 31
Financing ~-497 =96 -85 -165 ~178 ~132
Change in net international reserves
(increase -) ~266 -81 -85 =165 -178 -132
Gross reserves (=127) (34) (-6) (-20) (-20) (-20)
Net use of IMF resources (39) (-19) {(=65) (-131) (~158) (=112)
Arrears (~113) (-72) (=) (=) (—) (=)
Other (-65) (-24) (-14) (-1%) (—) (=)
Other liabilities 2/ -231 -15 —_ - - -
Financing gap/exceptional financing - 97 3/ 131 &4/ 188 152 81
Memorandum items
Exports of bauxite and alumina in
bauxite equivalent (millions of
metric toanes) 7.6 6.2 5.8 6.1 6.1 bel
Current account deficit -12.3 ~11.6 -7.2 -6.1 =-4.1 ~-1.8
(ia percent of GDP)
Outstanding debt
(in millions of USS) 3,540 3,730 3,931 4,122 4,264 4,365
(in percent of GDP) 159 206 217 223 225 222
Debt service
(in percent of
exports of goods
and services) 48.6 57.0 54.2 47 .9 43.0 37.4

Sources: Bank of Jamaica; and Fund staff estimates.

1/ Includes net errors and omissions.

2/ Arrears that were excluded from reserves for program purposes.

3/ The financing gap is expezted to be closed through rescheduling of debc falling
due to official bilateral creditors. Under the assumption that creditors who partici-
pated in the 1984 Paris Club rescheduling again will agree to reschedule 100 percent
of principal payments and 50 percent of interest payments falling due on not previously
rescheduled debt contracted before October 1, 1983, the cut-off date applied under the
1984 rescheduling, USS70 million in debt relief will be forthcoming from such
creditors. Furthermore, the Jamaican authorities intend to request other bilateral
credicors (mainly Venezuela and Mexico) to reschedule 100 percent of principal payment
on not previously rescheduled debt, estimaced ac US$27 million.

4/ Assuming rescheduling on same terms as in 1985/86 (see footnote 3), US$82 milliom
of the 1986/87 financing gap can be covered through rescheduling with official bilateral
creditors, which would still leave a gap of about US$49 million.
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staff that a significant restructuring of the bauxite levy is necessary
and the medium-term projections have been built on the assumption that
the remaining companies (Alcoa, Alcan, Kaiser) will maintain their
operations in Jamaica if the bauxite levy is reduced from US$12.7 per
ton of bauxite in 1985/86 to US$7.5 per ton as from 1986/87. The

net foreign exchange earnings from exports of bauxite and alumina are
projected at US$137 million in 1985/86 and US$106 million in 1986/87,
compared to US$211 million in 1984/85 and US$353 million five years
earlier. These net earnings are not expected to recover substantially
from the 1986/87 level over the remainder of the projection period.

Nontraditional exports other than to CARICOM are projected to
increase by 15 percent a year in volume terms on the assumption that a
continuation of structural reforms and the maintenance of flexible
exchange policies will enable this sector to maintain the momentum
gained in the last year and a half. Exports to CARICOM, however, are
likely to stagnate because of economic difficulties in the region.

Tourism volume is expected to rise by 5 percent a year. As nontraditional
exports are growing from a small base, it is the assumption with respect
to tourism, combined with a further reduction in import demand, that
accounts for much of the projected improvement in the current account.

The projections indicate that even under optimistic assumptions
about exceptional balance of payments support, nonbauxite-related im-
ports will have to decline by about 15 percent below the 1984/85 level
in volume terms over the next two years and can only rise modestly in
the subsequent period if the current account deficit is to be brought
down from the equivalent of 12.3 percent of GDP in 1984/85 to the
level of about 4 percent by 1988/89, a level which is likely to be
sustainable in the long run.

For 1985/86, it has been assumed that nonbauxite~related imports
will be reduced by about 11 percent in volume terms; that commercial
banks will reschedule 100 percent of principal falling due, including
previously rescheduled debt; that official bilateral creditors will
reschedule all not previously rescheduled debt on terms similar to
those granted by the Paris Club last year; and that Jamaica will pur-
chase SDR 41.6 million from the Fund in the period July 1985-March 1986
under the proposed stand-by arrangement. Jamaica has secured an incre-
mental inflow of new money of USS30 million from bilateral sources
above the already high level reached in 1984/85. Net inflows of short-
term and private capital are assumed to reach US$40 million.

As far as 1986/87 is concerned, the projections reveal a financing
gap of about US$131 million before rescheduling of payments falling due
to official bilateral creditors but after a further compression in
import volumes of 5 percent. These projections also incorporate full
rescheduling of principal payments to commercial banks, maintenance of
the recently secured incremental flow of new money from bilateral sour-
ces, continued support from multilateral institutions, and disbursements
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from the Fund under the proposed stand-by. However, even on the assump-
tion that official bilateral creditors again agree to rescheduling on
terms similar to those assumed for 1985/86, there remains a financing
gap of about US$50 million, which might call for a even larger decline
in the volume of imports than the 5 percent reduction that has been
built into the forecast.

The medium~term projections also show substantial financing gaps
in the later years of the decade; specific assumptions about the mix of
adjustment and exceptional balance of payments support needed to close
those gaps have not been incorporated in the projections. However, it
is clear that high levels of exceptional support will continue to be
needed.

This difficult scenario underlines the need to pursue very intense
efforts in the area of structural reform and to focus on the reduction
in the consolidated public sector deficit. The overall deficit of the
consolidated public sector is programmed to decline from 6.4 percent of
GDP in 1984/85 to 4.7 percent in 1985/86 and further to 2 percent in
1986/87 and beyond. The bulk of the adjustment will need to be in the
central government finances. Measures to reduce expenditures and
improve expenditure control, and tax reforms are expected to reduce the
scope of government in the economy while encouraging a more dynamic
growth from improved private sector resource allocation.

IV. Proposed Stand-by Program

The program supported by the 22-month stand-by represents a con-
tinuation and intensification of policies implemented last year, in the
context of the broader effort to restructure the Jamaican economy and
move it toward a viable external position. Even though considerable
progress was made in 1984/85 to correct existing imbalances, the adjust-
ment effort will have to be further intensified to cope with the more
severe balance of payments constraint that has emerged. In particular,
because of the expected decline in fiscal revenues from the bauxite
sector, further significant adjustments are to be made in the public
finances. Restrictive demand management policies would be supported by
continued flexible interest and exchange rate policies, and further
structural adjustment efforts.

Consistent with the programmed 11 percent decline of nonbauxite-
related imports in 1985/86 and 5 percent further decline in 1986/87,
real GDP is expected to contract by about 4 percent in 1985/86 and is
to show no growth in 1986/87 while inflation is expected to average
23 percent in 1985/86 and to decelerate to around 13 percent in 1986/87.
Despite the declines in imports, the external current account deficit
is expected to decrease only marginally in 1985/86, from 12.3 to 11.5 per-
cent of GDP (as GDP is also expected to drop in U.S. dollar terms) but to
fall to 7 percent of GDP in 1986/87.
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l. Policies for 1985/86

a. Domestic policies

A substantial portion of the fiscal, monetary, and price measures
needed for 1985/86 were implemented as prior actions for the second
review of the 1984/85 program, which was completed by the Executive
Board on May 20, 1985. These measures included a major increase in
tariffs on imports, increases in controlled interest rates by 4-5 per-
centage points, and a hike in the cash reserve requirements on banks.
Prices of basic foods were increased by 20-25 percent during April and
domestic sugar prices by 37 percent in May. In addition, commitments
were made at that time on adjusting prices of public enterprises, in-
cluding gasoline prices. Expenditure reductions in the central govern-
ment budget equivalent to 1 percent of GDP were also implemented as
prior actions for the proposed program.

Quantified fiscal and monetary targets have been established for
the remainder of the current Jamaican fiscal year, which runs through
March 31, 1985, and macroeconomic targets agreed for 1986/87. Quanti-
tative performance criteria for 1986/87 will be set by March 1986.

(1) Fiscal policies

(a) Central Government

Overall fiscal policy in 1985/86 aims at limiting the
deficit of the consolidated nonfinancial public sector to 4.7 percent
of GDP, representing a reduction of 1.7 percentage points from the
previous year. The central government deficit is targeted to decline
to 6 percent of GDP from 6.6 percent in 1984/85 (Table 6).1/ Securing
even this apparently modest improvement compared to last year, requires
revenue increases and expenditure reductions equivalent to about
4.6 percent of GDP to cover a decline in expected bauxite levy receipts
of 2 percentage points relative to GDP and a 2 percentage points increase
in foreign interest payments relative to GDP. The deficit will be
financed through substantial recourse to external resources, including
rescheduling, and the central government will retire debt to the domestic
banking system equivalent to 7.5 percent of GDP.

On the revenue side, additional tariffs on imports in the form of
stamp duties were imposed on April 13, 1985. These incremental stamp
duties of 10 percent on raw materials, 20 percent on capital goods and

1/ The target expressed in the letter of intent is 6.8 percent of
GDP because of a different treatment of the 1982 advance of bauxite
levy which the staff views as a loan by the bauxite companies. While
the Jamaican authorities net out the repayments from levy receipts,
because they recorded the advance as revenue when it was received, the
staff presents the levy receipts on a gross basis and the repayments .
are shown as external amortization.
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Table 6. Jamaica: Summary Operations of the Central Government _l_/

Actual 1984/85 Program
1980/81 1581/82 1982/83 1883/84 Pfag:lf Prel. 1985/86 1986/87
(In millions of Jamaica dollars)

Revenue 1,217 1,512 1,659 1,798 2,738 2,709 3,479 3,553
Tax revenue 916 1,160 1,407 1,335 2,060 2,021 2,541 3,095
Tax measures 1985/86 - -— — — -— - 319 -
‘Nontax revenue 71 52 54 69 129 182 132 127
Bauxite levy 230 300 198 194 484 481 345 170

Of which: advanced levy 2/ (=) (=) (16) (34) (61) (61) (81) (44)
Grants vee cee e e 65 25 142 161
Expenditure 2,022 2,358 2,518 2,902 3,374 3,332 4,163 4,520
Current 1,550 1,715 1,861 2,394 2,830 2,818 3,393 3/ 3,556 3/4/
Capital 472 643 657 508 544 447 770 964
Float and unrecorded items 5/ _— —_ _— - -— 66 -_— _
Adjustment gap - - - == - = == 460
Overall balance -805 =846 -859 -1,104 -636 -623 -684 -507
Total financing ggz 846 §22 1,104 636 623 684 507
Net extarnal gj}/ 220 504 419 411 1,551 1,047 955 6/ 972 6/
Net domesctic 585 342 440 693 -915 ~424 -688 ~1,147

Banking system (490) (189) (644) (790) (-1,062) (-654) (-850) (-1,330)

Other (including residual)5/ (95) (153) (=204) (-97) (147) (230) (162) (183)
Financing gap/exceptional

financing -— -_ - -— “ee - 417 .7/ 682 1/

(In percent of GDP)

Revenue 25.0 27.9 27.5 24.7 28.9 28.6 31.0 28.0
Tax revenue 18.8 21. 23.3 21. 21.8 21.3 22.7 24.4
Tax measures 1985/86 -— -_ — -— -— -— 2.8 -—
Nontax revenue 1.5 1.0 0.9 1.0 1.4 1.9 1.2 1.0
Bauxite levy 4.7 5.5 3.3 2.6 5.1 5.1 3.1 1.3
Grants e cee ces cee 0.6 0.3 1.2 1.3
Expenditure 41.5 43.5 41,7 39.8 35.6 35.2 37.0 35.6
Current 31.8 31.6 30.8 32.8 29.9 0.5 8/ 30.1 28.0
Capital 9.7 11.9 10.9 7.0 5.7 4.7 6.9 7.6
Adjustment gap - - foind - - = = 3.6
Overall balance -16.5 -15.6 -14,2 =-15.1 -6.7 -6.6 -6.0 -4.0
Total financing 16.5 15.6 14,2 15.1 6.7 6.6 6.0 4.0
Net external 4.5 9.3 6.9 5.6 16.4 il.1 8.5 7.7
Net domestic 12.0 6.3 7.3 9.5 -9.7 ~4,5 -6.1 -9.0

Banking system (10.0) (3.5) (10.7) (10.8) (~11.2} (-6.9) (=7.5) (~10.5)

Other (including residual) (2.0) (2.8) (-3.4) (-1.3) (1.5) (2.4) (l.a) (1.5)
Financing gap/exceptional

financing —_ - - - see - 3.7 Sed
Memorandum item
Fi{scal year GDP (millions of

Jamaica dollars) 4,870 5,425 6,043 7,289 9,461 9,461 11,225 12,684

Sources: Ministry of Finance; and Fund staff estimaces.

1/ As shown in EBS/84/233, Supplement 1.

2/ Corresponding to an advance of the levy in 1982/83, to be repaid out of yearly bauxite productiom,
which are included in net external financing.

3/ External interest is on a commitment basis.

4/ 1Incorporates expenditure reduction measures estimated at 2 percent of GDP implemented in 1985/86.

5/ Through 1983/84, float and unrecorded items are treated as part of financing residual items. Since
1984/85 these are treated as part of expenditures.

6/ Before rescheduling of extermal principal obligations.

7/ The financing gap for 1985/86 and part of cthe gap for 1986/87 is expected to be closed through
rescheduling as indicated in footnotes 5 and 6 of Table 5.

8/ Includes float and unrecorded items.
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30 percent on consumer goods are expected to yield about 2.8 percent of
GDP in revenue. Imports of basic foods, fertilizers, and other agri-
cultural inputs, certain pharmaceutical products, motor vehicles and
parts, imports from CARICOM and imports by exporters are exempt from
these duties. These exemptions cover some 50 percent of nonbauxite/
non-oil imports. The Government has undertaken to curtail ad-hoc
exemptions so as to boost the revenue yield and public enterprises are
being required to pay all taxes. Nevertheless, in the discussions, the
staff pointed out that the margin of error in the yield calculations
could be quite large. Tax revenues excluding the new stamp tax are
expected to grow by 26 percent in 1985/86 and increase as a ratio to
GDP. This reflects in part the effect of the expected devaluation of
the Jamaican dollar on import related receipts. In addition, higher
revenues are expected from the customs tax and retail sales tax on cars
that were imported in 1984/85 and are expected to be sold in the current
year. Also, new taxes on the tourist sector which were imposed last
year will be fully implemented following settlement of a dispute with
the hotel industry. Grants will increase substantially as certain
donors have stepped up efforts to assist Jamaica in various bilateral
projects.

In 1984/85 bauxite levy collections accounted for 18 percent of
total government revenue and 5.1 percent of GDP. Declining world prices
and the deepening crisis of the Jamaican bauxite/alumina industry indi-
cate that these tax arrangements need to be changed and discussions are
underway between the Government of Jamaica and the companies on this
issue. The authorities expect that any reduction in the levy that
might be agreed would only take effect from April 1986 and therefore
would not affect receipts in 1985/86. Thus, the projected drop in
bauxite levy receipts for 1985/86 reflects only the assumed closure of
the ALPART alumina plant by the middle of the program year, and the
fact that under the leasing arrangement, no levy payments are likely to
be forthcoming from the ALCOA plant, The staff stressed that should
there be any shortfall in levy receipts because of further closures or
declines in prices, or because of an early renegotiation of the tax
arrangements, offsetting action would be needed to preserve the targets
of the program. Even though the discussions with the bauxite companies
have not been concluded, a contingency plan for a cutback in expenditure
from the budgeted level equivalent to 0.8 percent of GDP has been drawn
up and is being implemented in light of the possibility of a further
shortfall in revenues, with the cuts mainly falling on capital outlays.

In the event that a shortfall in levy receipts does not materialize
and the contingency plan should prove unnecessary, total expenditures
would increase slightly as a ratio to GDP in 1985/86 because in addition
to increased interest payments there is a programmed increase in fixed
capital expenditures needed to rehabilitate basic infrastructure, although
capital transfers to public sector enterprises will be reduced (Table 7).
As regards current expenditures, the Government is facing difficult
negotiations on wage contracts for public sector employees. The authorities
are committed to contain the increase in wages under collective bargaining



Table 7. Jamaica: Central Government Expenditures 1980/81-1985/86

(In percent of GDP)

Prog. Prel. Prog.
1980/81 1981/82 1982/83 1983/84 1984/85 1984/85 1985/86

Total expenditures 41.5 43.6 41.7 39.8 35.9 35.2 37.0

Current expenditures 31.8 31.7 30.8 32.8 29.9 29.8 30.1
Wages and salaries (14.0) (13.5) (14.0) (13.3) (11.2) (11.0) (10.8)
Interest payments (7.7) (7.8) (8.6) (10.7) (11.3) (10.6) (12.6)
Transfers (5.4) (4.8) (3.8) (5.0) ( (3.9) ( (2.9)
Other (4.7) (5.6) (4.4) (3.8) ( (7.4) (4.3)1/C (4.2)

Capital expenditures 9.7 11.9 10.9 7.0 6.0 4.7 6.9 2/
Capital formation (4.0) (7.5) (7.4) (4.1) (3.9) (3.1) (4.9)
Transfers (5.3) (3.8) (3.5) (2.8) (1.9) (1.7) (2.0)
Other (0.4) (0.6) () (0.1) (0.2) (--) (--)

Sources: Ministry of Finance and Planning; and Fund staff estimates.

1/ Includes float and items under adjustment estimated at J$66 million.
2/ To be reduced by 0.8 percent of GDP under the contingency plan.

_g'[_
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negotiations to no more than 12.5 percent in 1985/86 compared with

an expected inflation of 23 percent on average. Current outlays, other
than interest payments, are expected to decline as a ratio to GDP by
about 2 percentage points in 1985/86; this is to be achieved by the

phase out of subsidies on basic foods introduced last year, by a compres-
sion in outlays on operations and maintenance, and partly through

further expenditure reduction measures. 1In light of the need for

further fiscal adjustment in 1986/87 and the time required for expend-
iture reduction measures to yield results, the Government is implementing
reductions in recurrent expenditures in 1985/86 over and above those
incorporated in the budget. These measures will yield at least 2 per-
cent of GDP in savings for 1986/87 and the following years. Because

of the redundancy payments associated with employment reductions, a net
saving of only about 0.3 percent of GDP is expected in 1985/86 from these
measures.

As explained in the attached letter, these expenditure reductions
are being carried out in two phases. The first phase which is to be
implemented by mid-July 1985, includes a reduction in the services dup-
licated at the local and central government level such as health, sani-
tation and water provision, a further cutback in certain operational
and maintenance expenditures, and layoffs of at least 2,100 public
employees. The second phase of expenditure cuts designed to yield a
further 1 percent in savings is to be identified and agreed with the
Fund by September 1985 and fully implemented by December 1985.

Capital expenditures which are incorporated in a three-year rolling
Public Sector Investment Program (PSIP), prepared with the assistance
of the World Bank, will increase by about 2 percent of GDP compared with
1984/85. Outlays on capital formation are slated to double to 5 percent
of GDP as part of the effort to rehabilitate and improve the productive
sectors, including agriculture, tourism, and industry. Capital transfers
to entities like Air Jamaica, Urban Development Corporation, National
Water Authority, and Jamaica Railway Corporation reflect steps to
improve the capitalization of these enterprises, or in the case of UDC,
to service its debts. As noted above, until the question of bauxite
sector taxation is resolved, capital expenditures are being held back
according to the contingency plan.

The authorities have undertaken to review the whole structure of
expenditures and will seek technical assistance from the Fund for this
purpose. The restructuring and scaling down of expenditure will have
particular importance as the Government is committed to implement cer-
tain tax reforms starting 1986/87 to improve incentives for the produc-
tive sectors, which might have an initial negative impact on revenue.

(b) Rest of public sector

In the rest of the public sector, including the selected non-
financial enterprises, the objective of the program is to generate an
overall surplus of about 1.3 percent of GDP in 1985/86 and 1.9 percent
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in 1986/87, compared to approximate equilibrium in 1984/85. The author-
ities have undertaken to adjust the prices of goods and services sold by
enterprises promptly to reflect changes in the exchange rate and other
costs in order to achieve the program financial targets. The prices of
products sold by the Jamaica Commodities Trading Corporation (JCTC) will
be adjusted monthly to reflect cost movements and to build up a net cash
surplus of J$90 million (0.8 percent of GDP) during 1985/86. Prices of
petroleum products will be adjusted according to an agreed formula

which incorporates changes in crude petroleum prices, changes in the
exchange rate and other costs. Prices will be adjusted when calcula-
tions indicate that the accumulation of resources into a special fund
has fallen below an agreed minimum level on an annual basis. Prices of
petroleum products would then be adjusted to secure an agreed annualized
accumulation into the fund that would make up for the previous shortfall.
The program projects accumulation of J$84 million (0.7 percent of GDP)
in this fund in 1985/86. Prices for other enterprises will be reviewed

on a quarterly basis.

(2) Monetary policies

Monetary policies for 1985/86 aim at restraining domestic
credit expansion to a level consistent with the targeted improvement of
US$81 million in the net international reserves of the Bank of Jamaica
(Table 8). Accordingly, total banking system credit is projected to
increase by about 5 percent, in relation to liabilities to the private
sector at the beginning of the period, and outstanding domestic bank bor-
rowing by the Central Government is expected to decline by some 16.5 per-
cent on the same basis. These credit targets are needed to offset net
operating losses of the Bank of Jamaica and amortization of its medium-
and long~term foreign liabilities. Operating losses of the Bank of
Jamaica which mainly stem from the effect of the depreciation of the
Jamaican dollar on its debt servicing obligations are expected to be
lower than the previous year. Bank credit to the private sector is
programmed to increase by about 9 percent in 1985/86 (in relation to
liabilities to the private sector), compared with 10 percent in 1984/85.

In order to tighten credit policies and raise interest rates, the
authorities recently introduced a number of measures. Banks were given
instructions to hold outstanding credit to the private sector constant
between March and June, and to increase such credit by only 2 percent
between July and September 1985. The cash reserve requirement was
raised progressively from 14 percent in March to 20 percent by mid-July,
and the 1liquid asset requirement was raised from 44 percent to 48 per-
cent in mid-March. The authorities also introduced a cash reserve
requirement on nonbank financial intermediaries of 5 percent of deposit
liabilities, effective mid-July.

1/ The expected reduction in these losses to the equivalent of 3.6 per-
cent of GDP in 1985/86 from 6.3 percent the preceding year reflects the
slower expected relative depreciation of the Jamaica dollar and the fact
that there are no exchange guarantees to be paid on private arrears in
1985/86.
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Table 8. Jamaica: Summary Monetary Accounts
Program
1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986/87
(Flows in millions of Jamaica dollars)
I. Banking System
Net international reserves =212 9 -178 =459 977 504 595
Net domestic credit 546 268 721 2151 -306 212 -So
Net credit to Central Government 490 154 679 794 ~656 -850 -1,330
Net credit to rest of public
sector —_— -25 -42 141 -258 - -—
Net credit to other financial
institutions -63 =31 64 -52 -63 -139 -38
Net credit to private sector 238 338 423 339 341 352 315
Medium- and long~term foreign
liabilities -22 8 -121 -254 -332 355 786
Net operating losses —_ — _— 250 602 400 201
Other unclassified -97 -176 ~282 -67 60 94 10
SDR allocation 15 == - - - fonet -
Liabilities to private sector 319 363 543 692 671 716 539
Money 43 103 16 110 157 170 126
Quasi-money 211 352 478 455 412 535 368
Other 65 -92 49 127 102 11 45
II. Bank of Jamaica
Net internacional reserves 1/ =207 7 =261 ~-556 1,063 504 595
Net domestic credit 237 =30 292 602 -999 =434 =541
Net credit to Central Government 518 -72 557 73 -B24 -1,007 -1,425
Net credit to rest of public
sector - 6 -55 98 ~-146 -95 -_
Net credir to banks -103 3 115 -477 -318 -107 -103
Medium~ and long-term
foreign liabilities -19 9 -113 -238 -328 355 786
Net operating losses — -— -_ 250 602 400 201
Other unclassified -159 24 =212 230 15 20 -—
SDR allocation 15 = - - - - -
Currency in circulation 15 47 31 46 64 10 54
II1. Commercial Banks
Net foreign assets =5 18 a3 97 ~B6 = =
Net domestic credit 309 298 429 549 693 646 485
Net credit to Central Government -28 226 122 55 168 157 5
Net credit to rest of public
sector - -3 13 43 -112 95 -
Net credit to Bank of Jamaica 180 ~142 -150 418 329 132 113
Net credit to other financial
institutions -63 =3 64 -52 -63 -139 -38
Net credit to private sector 238 338 423 339 341 352 315
Medium- and long-term foreign
liabilities -3 -1 -8 -16 -4 -_ -—
Net unclassified -15 =61 -35 -237 34 49 -_
Liabilities to private sector 304 316 512 646 607 646 485
Demand deposits 28 56 -15 64 93 100 72
Time and savings deposits 211 352 478 455 412 535 368
Special deposits 71 -141 - 51 7 -58 -
Other -6 49 49 76 95 69 45
(Changes in percent)
Banking system 2/
Net domestic credit 36.4 14.8 33.1 42.3 -9.0 5.2 -1.2
Net credit Central Government 32.7 8.5 31.2 29.2 ~19.2 -16.5 -27.7
Credit to private sector 15.9 18.6 19.4 12.5 10.0 8.6 6.6
Liabilities to private sector 21.3 20.0 26.9 25.4 19.7 17.5 11.2

Sources:

Bank of Jamaica; and Fund staff estimates.

]/ Valued at accounting rates of J$1.78 = USS] in 1980/81 through 1982/83, J$1.90 = USS1 in

1983/84, J$54.00 = USSl in 1984/85, J§6.2 = US$S1 in 1985/86, and USS7 = USS1 in 1986/87.

2/ Changes io relstion to the stock of private sector liabiliries at the beginning of the

period.
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As expressed in paragraph 15 of the attached letter of intent, the
authorities are committed to maintain domestic interest rates at levels
which are broadly positive in real terms. By end-April the minimum
interest rate paid on savings deposits was raised to 20 percent from
15 percent in March 1985. The minimum savings rate is the basic rate
upon which most other interest rates are determined. In addition, the
Bank of Jamaica raised its rediscount rate from 19 to 21 percent and
the ceilings on mortage rates were eliminated. With these measures,
interest rates on large CDs are expected to rise to around 24-25 per-
cent and most lending rates would exceed 28 percent. Further, to sup-
port the interest rate structure the authorities have undertaken to
raise the statutory limit on outstanding Treasury bills by J$250 milliom
to J$1 billion and to float new Treasury bills, thereby increasing the
assets available to banks to meet their liquid asset requirement.
Recently, due to the limited availability of Treasury bills, excess
demand has tended to exert downward pressure on the Treasury bill rate.

The cash and liquid asset requirements, by creating a captive de-
mand for government paper, may result in somewhat lower interest rates
on such paper than would otherwise be the case and thus contribute to
widen the spread between private sector deposit and loan rates. It is
expected that the cash and liquid asset requirements would begin to be
eased later this year and that the authorities will rely increasingly
on open market operations to influence domestic credit expansion and
interest rates.

To prevent the restrictive credit policies from placing an undue
constraint on the productive sectors, the authorities will continue to
implement selective measures. In particular, the ceilings on bank
credit to the distribution and personal services sectors will be lowered
by 15 percent. Also, the productive sectors will be able to obtain
resources from a more intensive use of the IBRD-financed Export Develop-
ment Fund (which lends foreign exchange to finance the import require-
ments of exporters) and from foreign official loans channeled through
the National Development Bank and the Agricultural Credit Bank.

(3) Wages and price policies

The authorities' commitment to restrict central govern-
ment wage increases to 12.5 percent in 1985/86 would represent a useful
guideline for wage agreements in the rest of the economy, including
public enterprises. 1In addition, the authorities intend to improve the
wage monitoring unit at the Ministry of Labor in order to provide data
on wage developments on a timely and detailed basis.

The Government has been reducing the scope of price controls in
the economy and is committed to eliminate specific price controls
before the end of 1985. At present only 3 basic items are subject to
such controls, down from 17 items at the end of March 1984. In addition,
3 products are subject to notional price controls, whereby increases in
prices are reported to the Prices Commission, and 15 items are subject
to markup controls.
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b. External sector policies

(1) Refinancing and exceptional financing

As noted earlier, substantial refinancing and exceptional
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as 1n the previous year, all principal payments falling due to commer-
cial banks in 1985/86, including payments on previously rescheduled
debt, will be rescheduled. This is expected to provide debt relief of
about US$97 million. Tentative agreement was reached in Kingston on
May 10, 1985 at a meeting of the steering committee of creditor banks
and final agreement, possibly involving multiyear rescheduling, is
expected in early July. With regard to official bilateral creditors,
it is assumed that they will agree to reschedule all not previously
rescheduled debt on terms similar to those granted in 1984/85. As in
last year's rescheduling, Paris Club participating creditors are assumed
to reschedule the equivalent of 100 percent of principal payments and
50 percent of interest payments falling due on medium— and long-term
debt contracted before October 1, 1983, resulting in debt relief of
about US$70 million (see Table 5). As for debts to other official
creditors, the Jamaican authorities will seek the same terms as the
Paris Club participants. The program assumes rescheduling of 100 per-
cent of principal payments falling due on not previously rescheduled
debt, estimated to amount to US$27 million. If Jamaica is able to
obtain rescheduling over and above these amounts, however, the incre-
mental amount is to be used to increase reserves. As for exceptional
financing, the program was drawn up on the assumption that Jamaica
would secure new money from official bilateral sources of USS30 million
above the already high level obtained in 1984/85. A commitment by
donor countries for such additional assistance was obtained at the
meeting of the Caribbean Group (CGCED) on June 21, 1985. 1t is also
assumed that Jamaica would purchase SDR 41.7 million from the Fund in
the period July 1985-March 1986, under the proposed stand—-by arrange-
ment.

According to the letter of intent, the rescheduling negotiations
with commercial banks and official bilateral creditors are to be con-
cluded no later than August 31, 1985 and the review mission that is
scheduled to visit Jamaica 1in early September will studv the consis-
tency between the outcome of those negotiations and the assumptions
underlying the financial program. A precondition for completing that
review will be that satisfactory rescheduling arrangements have been
made.

The program assumes a net use of short-term trade and suppliers'
credits of US$40 million in 1985/86 but net use of such credits hy pub-
lic enterprises will be limited to US$20 million.
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(2) Net foreign assets target

The program calls for an improvement in the net interna-
tional reserves of the Bank of Jamaica of US$81 million in 1985/86 and
US$80~100 million in 1986/87. This improvement is to result from
a reduction in foreign liabilities, specifically the elimination of pay-
ment arrears (that already took place in April 1985) and net repurchases
to the Fund of SDR 19.4 million in 1985/86, and of SDR 65 million in
1986/87. Although gross reserves by end-March 1986 are projected to
anount to some USS160 million, only about USS$40 million, equivalent to
2.3 weeks of nonbauxite related imports, would be freely available.

The nonliquid reserves would include about US$60 million that serve as
collateral for short-term oil credits from an extermnal commercial bank.
The authorities will not earmark further foreign reserves for such pur-
poses, since this practice could lead to a recurrence of payment arrears.,
Quarterly ceilings have been established on the net international
reserves of the Bank of Jamaica through March 1986.

(3) Exchange rate policy

Achievement of the balance of payments targets is to be
attained through the programmed tightening of demand management policies
in combination with a fully market-determined exchange rate intended to
ensure that any excess demand for foreign exchange will be balanced by
a depreciation of the Jamaican dollar. With the ceilings on official
external borrowing, including short-term horrowing by the public sector,
such a depreciation is expected to compress imports, encourage exports
and tourism, and lead to some reflow of private capital.

The exchange rate will continue to be determined in the twice-weekly
foreign exchange auctions. The use of the "Dutch” auction technique in
the foreign exchange auction, whereby each successful bidder pays his
bid price, may involve a multiple currency practice. In recent auctions,
bids have converged and the differential between the highest and lowest
accepted bids for several weeks has been less than 3 percent. Due to
this convergence and because there have been frequent changes to the
exchange system in the recent past, the authorities wish to maintain
the "Dutch” auction system for the time being and have requested Board
approval for an extension of this practice through October 1985.

The authorities considered that the depreciation of the Jamaica
dollar of over 200 percent (in terms of Jamaica dollars per U.S. dollar)
since the beginning of 1983 and 60 percent over the past 12 months had
enhanced Jamaica's competitiveness; together with the recent adjustments
in oil and food prices, this depreciation would have an impact on demand
for imports., The newly imposed tariffs on imports and tightening of
credit policies would play a significant role in restraining imports.
Thev added that a major further depreciation in the Jamaican dollar
could have serious social consequences at this juncture. The staff
stressed that, in any event, it was essential that the exchange rate be
allowed to move to a level consistent with achievement of the program
targets.
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(4) Trade and payments system
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Sig"u.f;c nc orms have been made in the exchange and
trade system in the last 18 months. In April 1985, most of the remain-
ing import licensing and quotas were eliminated ahead of schedule; the
remaining items on the restricted list comprise motor vehicles, basic

£ A {4+ nAd £ +414
food 1tems ana tertililizers 'ﬁrG‘v'idcl"l ‘l')_y' bilateral aid programs, restricted

drugs and medicines, and firearms and explosives. These items are esti-
mated to account for about 30 percent of 1985/86 nonbauxite, non-oil
imports.

e

The only restriction on current pavments applies to allowances for
travel, other than for business purposes, which, at present are limited
to USS55 per person a year. The authorities will review this limit when
conditions Iin the foreign exchange market are more normal.

2. The program for 1986/87

A further decline in the volume of nonbauxite-related imports of at
least 5 percent may be necessary in 1986/87, consistent with a reduction
of the current account deficit from 11.5 percent of GDP to about 7 per-—
cent of GDP. Even with such an improvement in the current account,
large—-scale exceptional financing would be needed again in 1986/87. As
noted above, after further rescheduling of debt falling due to commer-
clal banks and official bilateral creditors on terms similar to those
assumed for 1985/86, maintenance of the incremental bilateral assistance
obtained in 1985/86, and disbursement of SDR 60 million under the pro-
posed stand-by arrangement, a financial gap of some USS$50-60 million
remains. The closing of this gap will be addressed during the review and
negotiations on the quantitative performance criteria for the remaining
period of the arrangement, in early 1986.

Demand management policies during 1986/87 will have to remain very
tight, and the public finances will need to be adjusted further. The
expenditure measures undertaken in 1985/86 should assist in the achieve-
ment of the targeted reduction in the deficit of the Central Government
from 6 percent of GDP in 1985/86 to about 4 percent of GDP in 1986/87.
However, since the implementation of the first phase of the tax reform
in 1986 may lower tax revenues by about 1 percent of GDP in 1986/87 and
receipts from taxes on the bauxite/alumina sector are likely to decline
by another 1.5 percent of GDP, further expenditure reductions and off-
setting revenue measures would be clearly needed, amounting to some
4~5 percent of GDP. These measures will also be identified and discussed
early next year in the negotiation and review mission.




V. Structural Adjustment Policies

The Government's stated aim is to reduce the role of the public
sector, and to create an environment in which the private sector could
develop rapidly with an export-oriented outlook. Thus, economic dere-
gulation and export development are key elements in the Government's
strategy. Given the deteriorating medium-term outlook, an intensifica-
tion of the structural reforms in the Jamaican economy is clearly
needed. Three Structural Adjustment Loans (SAL) from the World Bank
for a total of US$190 million were approved in the period 1982-84 and
further SAL loans are expected. The SAL programs have complemented
Fund-supported stabilization programs. 1In addition, the World Bank has
been active in many sector loans (details of the financial relations of
the World Bank with Jamaica are shown in Attachment IV). Table 9 des-
cribes the main areas in which structural reform has taken place, and
outlines the main policy issues that remain to be addressed by the
Government.

Among these policy areas, the Government is contemplating a tax
reform designed to support the structural adjustment effort, with changes
to be implemented starting 1986/87. As a first stage, legislation to
restructure the tax administration to improve its efficiency has been
presented to Parliament. A major tax review study with various proposals
to improve the tax system has been completed and the Government has set
up a review committee pending a formal submission of the proposals to
Parliament. The reform aims at reducing income tax rates, widening the
tax base and improving the integration between corporate and individual
taxes. The reform of indirect taxes will center on the introduction of
a general consumption tax and a rationalization of existing taxes to
improve equity and efficiency. The first phase of the reforms is
targeted for implementation starting January 1, 1986 and the remainder
over the following five years. The proposed reduction in income tax
rates and the possible indexation of allowances may result in a short-
term loss of revenue even with a widening of the tax base. However, in
the longer run the improved incentives to productive activities are
expected to provide a more diversified and dynamic revenue base which
will more than offset the short-run adverse impact.

The Government also plans to accelerate the privatization of govern-
ment-owned commercial operations. A committee which has been operating
since 1980 with the object of divesting companies owned by the Government,
has identified 41 companies for divestment, but implementation has been
very limited. To date only five companies have been sold and one is
being managed by a foreign concern. 1In addition, a number of important
hotels have been leased and four small enterprises have been liquidated
or closed. A further six enterprises are advanced to the point of solic-
iting tenders and two are under serious negotiation for divestment. The
remainder are under evaluation by the committee's technical secretariat
in preparation for possible tenders by the end of 1985/86. The 1985/86
financial program has not included any estimate for proceeds from the
sale of enterprises.



Table 9.

Jamaica:

-2 -

Progress in Structural Reform

Policy Area

Development lssue

Policy Reform to Date

lssues to be Addressed

Foreign Exchange
Allocation System

Trade Regime

Central Govern-
ment Finances

Public
Adninistration

Tax Reform

Public Enter-
prises Savings

The exchange rate had previously
been maintained at an overvalued
rate, leading to noncompetitive-
ness of exports, excessive demand,
and the need to allocate foreign
exchange by administrative means.

The system of quantitative

restrictions and import licens-
ing had led to excessive levels
of protection for manufacturing
industry in particular, and to
an over-administered systea for
allocating import licenses.

The Central Government's overall
deficit was running act 14-17 per-
cent of GDP uncil 1984/8S.

The public service grew very
rapidly in the 1970s. In par-
ticular, many parastatals were
created to bypass the central
government budget process includ-
ing the civil service salary
structure, which weakened Central
Administration.

Currently income Zax rates are
high, contributing to substantial
tax evasion. Most allowances are
not included in the tax base and
most self-employed people are not
assessed for tax purposes. In-
direct taxes are largely levied
on imports, distorting the tariff
structure in favor of import sub-
stitution. Tax administration

is not well coordinated and is

in need of strengthening.

Most enterprises have been either
making losses or only marginal
contributions to savings. This
hag been primarily due to in-
appropriace pricing and inadequate
management. In additiom, there
are too many enterprises involved
in activities which could be
carried out by the private sector.

A two-tier exchange rate system was
introduced in January 1983 and re-
placed in November 1983 by a unified
rate which is determined at twice-
weekly foreign exchange auctions.
Under the auction system, the rate
has moved from J$3.15=US$1.00 to over
J$5.50=US$1.00 by May 1985. The new
system appears to have stemmed the
flight of capital.

A program to remove all QRs over a
five-year period was adopted in 1982.
In April 1985 all remaining QRs were
abolished along with the remaining
licensing system, and import controls
are now limited to basic foods, drugs,
agricultural imports and motor vehi-
cles and parts. 1In addition, stamp
duties of 10, 20, and 30 percent were
imposed on imports of raw macerials,
consumer goods and capital goods,
respectively. Exceptions include
basic foods, drugs, agricultural
imports, motor vehicles and parts,
imports from CARICOM and imports

by exporters.

In FY 1984/85, the overall deficic
was reduced to 6.6 percent of GDP.

An administrative reform program
(ARP) has been launched, including
senior civil service salary revi-
sions, the introduction of perfor-
mance (program) budgeting, and
decentralized perscanel policies.
At the gsame time, the fiscal pro-
gran has reduced the number of
public employees.

A study launched in July 1983
has been completed and the
report is under study by a
review comittee. A bill to
revamp the entire tax adwminis-
tration has been presented to
Parliament.

Management asudits have been carried
out for the main enterprises, and
pricing policies have been exten-
sively revised. Financial rargets
and monitoring systems have been
developed. A list of enterprises
targeted for divestment has been
drawn up.

Government should continue to
ensure the maintenance of a
competitive exchange rate.

The liberalization program
should be continued. Upon
completion of a comparacive
advantage and incentives
study, a new tariff structure
should be installed, taking
account of the new exchange
rate, which would provide a
reasonable degree of protec-
tion to domestic industry,
and encourage exports.

The Government should con-
tinue to reduce the overall
deficit to a sustainable
level, probably about 4 per-
cent of GDP. Given the high
level of taxation and low
level of capital expenditure,
efforts should be concen-
trated on reducing current
expenditure and transfers.

The ARP should be pursued
vigorously. 1In particular,
efforts to raise senior civil
service salaries should con-
tinue despite fiscal prob-
lems. Given the need to
reduce the deficit further,
addictional persomnel cyts
will be necessary, and the
ARP should help to make this
a more rational process.

Complete legislation on tax
adminiscration and implement
requisite changes. Introduce
new tax legislaction to impleme
tax reform, including a broad-
based general comsumption tax.

Efforts must continue to en-
sure that substantial current
savings are generated by the
enterprises and that indi-
vidual enterprises' action
programs are carried out.

The divestment program, which
has to dace had few positive
results, amust be pursued
vigorously.
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Progress {n Structural Reform {(Continued)

Policy Area

Development Ilssue

Policy Reform to Date

[ssues to be Addressed

Public Invesc-
ment

Interest Rates,

Private Savings,
and Monetary
Policy

Housing Finance

Money and Capital
Markets

Expart Incentives

Marketing and

Technical
Assistaace

to Exporters

The public sector tnvestment pro-~

gram (PSIP) had grown rapidly, but
with few controls, little monitoc-
ing, no clear decision process, and
without integration with the capi~
Most sources of long-
The

tal budget.
term capital had disappeared.
approval process for privace in-
vestment had become very cumber-
soma.

Interest rates have proved very
rigid in nominal cterms. While
generally freely determined, cer-
tain ractes are fixed centrally.
Taxation on savings was high.
Inceresc rates for the privace
sectot are much higher than chose
to the public secror.

Housing finance i3 dominated by
public institucions. The

a 5 perceant payroll tax. The

Jamaica Mortgage Bank (JMB) has not

effectively provided a secoadary
moctgage facility, and {s techni-
cally bankrupt.
vace mortgage lending rates has
been maintained below average
intereac rate levels.

Most Jamaican companies have very
high debc/equity ratios.
exchange has been very limited in
operations. CorporaCte raxes ara

Nacional
Housing Trusc (NHT) is financed by

A celling on pri-

The szock

A three-year rolling PSIP has been
developed ar a more appropriate
level., A monitoring sysctem has
been developed, and a formal deci-
sion makiang process ls ia place.
The Government established the
National Development Bank (NDB)
and the Agricultural Credit Bank
(ACB) as apex Iinstitutions
chanelling long-term rescurces
through comsercial banks, and
Jamaica National Investment
Promorion Ltd. (JNIP) as a “one-
stop” investment promotion agency.

Time deposits over one year were

made tax~free. The ainimum sav-

ings rate has been railsed to

20 percent and the overall level

of rates has been raised as part

of a tight money policy. Liquid-
ity ratios have been raised from

36 percent to 48 percent.

Few substancial changes oa housing
finance policy have been enacted.
Ceilings on mortage interest rates
of the building sociecties were
removed in May 198S5.

Little attention has been paid to
this area to date.

vary high and dividends are double-

taxed. The nmoney market (g very

thin, and the main paper chat exiscs
is 90-day treasury bills and 10-year

local registered sctock.

The system of protectican combined
with an overvalued exchanyge rate

led to anti-export bias, and a low

level of nontraditional exports
outside the regional market.

Efforts have sometimes been
unfocused and inadequately
funded, and are mainly doce
by public institucions.

In addition to liberalizaction and
devaluation, some 2xplicit incen=-
tives have been introduced. 1In
particular, a scheme to rebate
raw materials fmport duties to
exporcers has been ifnscicuted.

Action programs to promote indi-~
vidual exports have been developed,
with aajor success in the Jarments
area. More recently, Government
has established a Technical Assis-
tance Fund for Exporters, to
finance individual companies’
activities.

Efforts to concinue to iante-
grate the PSIP process with
the budget process should be
pursued. Continued improve-
ments in appraisal techniques
and approval procedures will
also be needed, as will ef-
forts to make the monitoring
syStem more relevaant. Having
established itself on the amar-
ket place, the NDB should now
streamline its procedures so
as to improve efficiency and
the speed of response. While
JNIP seems to have done a
good job, it should continue
efforts to improve coordina=~
tion with other Government in~
stitutions, and to streamline
the approval process for pri-
vate investment.

Yields on differenc forms of
3avinygs should be treated more
equally in the Government's
ongoing tax reform programs.
The Bank of Jamaica should-
phasa ouc liquidity ratios and
rely on base money manageament.

The Government should urgently
consider closing the JMB and
foster a private secondary
morcgage market. With the
high unemployment race, an
alternative way to fund NHT
should be idencified.

To encourage che development of
and equities market, Government
should give tax breaks co new
public companies and remove the
Jouble-taxing of dividends.

The Stock Exchange should be
widened Ln membership. 4As an
inirial boost to the mnney mar-~
ket Government should broaden
the range of its financial
instruments. A state deposit
lngurance scheme should be con-
sidered and financlal fnstitu-
tions' supervision should be
itrengthened.

Upon completion of the compara-
tive advantaxge study, the new
taryff system should provide for
exporters Lo operate on a free
trade basis. Most lmporcanc
will be che maintenance

of a competitive exchange rate.

While these afforts should con-
tinue, attention should also be
paid to the further rativnaliza-
tion of the various public {n-
stitutions in this sector.
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Progress in Structural Refora (Concluded)

Policy Area

Development [ssue

Policy Refora to Date

Issues to be Addressed

Bauxite and
Alumina

Tourisa

External Market-

ing Organiza-

tions for

Agricultucal
Exports

Sugar

Bananas

Nontraditional

Agriculture

Energy

Since che imposition of the
bauxite levy in 1974, and the
oil crises of the 1970s,
Jamaica has become uncompeti-
tive in bauxite/alumina produc-
tion, which has fallen froa

15 million tons in 1976 co uader
8 wmillion tons in 1983 and 1984.
In 1985, the industry is in desp
crisis, with production likely
to be not mora chan 5.5-6 mil~
lioa tons. Alumins production
is dependent on iamported oil.

Tourist arrivals stagnated in the
1970s, and little new construction
took place. Profit levels fell
with the overvalued exchange rate,
and infrastructure becoms run down.

The EMOS (for coffes, cocoa, citrus
and pimenco) have subsidized inef-
ficient nonmarketing activities
chrough low producer prices made
possible by their monopsony posti-
tion. However, they have succeeded
well in creating a special image
for these exports, reflacted in
above world aarket prices.

Sugar production has been
gradually declining, produc-~
civity {s very low, and very
large public subsidies continue
to be necessary.

Bananas suffered a similar fate
to sugar, although compounded
by the effect of the 1980 hur-
ricane. 1984 saw a record low
level of banana production.

This is the only sector, apart
from Government that showed posi-
tive growth in the 1970s. This
was mostly through producction

for the local market, as export
agriculture continued to decline.
However, agricultural servicas
are both expensive (in terms of
public expenditure) and rela-
tively uncoordinated.

Jamaica has virtually no energy
regsources, relying oa imported
oil for 98 percent of commercial
energy requirements. Extensive
efforts since 1974 have revealed
no exploitable oil deposits, or
ecuonomical sources of hydropower.
Only peat deposits and small hydro-
schemes have proved possible. In
addicion, pricing policies—for
electricity and gasoline-—have at
times been inappropriace.

The bauxite levy was restructured
in 1984 to encourage higher pro-
duction, and the devaluation has
lowered local costs in foceign
exchange terms.

A vigorous promotion cupdglf and
better international image has led
to a rapid increase in arrivals.
Proficabilicy has been restored
and some rehabilitation has caken
place, particularly in hotels pre~
viously operated by the Governament
National Hotels and Properties,
and now lessed to the private
sactor. The tourism sector has
been the brightast spot of the
economy in the 1980s.

Producer prices have been revised
upwatds. Nonaarketing activities
are being divested to the privace
sector. Private marketing of such
crops is now permitted under cer-
taln conditions. Export-based
pricing formulae are being
developed.

Two factories have been closed,
management reorganized, and
dowestic prices raised. More
recencly, export foreign manage-
ment has been contracted to run

the industry, and a sugacr rehabili-
tation program has been developed.

The industry is in the process of
a restructuring. New plantations
are being developed, and mosc non-
marketing activities of the Banana
Company have been divested.

The Government has launched the
ambitious AGRO 21 program designed
Lo continue import subscitution

and produce new export crops. In
addition, some rationalization of
cred{t delivery, extension services,
and vesearch has taken place.

Pricing policies have been revised
to pass on the full costs of
imported petroleum. An energy
conservation program has been
launched as parc of a National
Energy Plan. Further scudies of
peat, hydro and coal conversion
have been carried out within a
least cost power generation study.
0il exploration has continued
unsuccassfully.

The deepening crisis i{a this

induscry calls for urgenc re-
view by Gowernment. Discus-

sions should be held with the
companies to find out what can
be done to save rhe induscry,
including changes in the levy,
shared coal conversiouva costs.

Disturbances in Jamaica ian Jan.
1985 led to the first setback
since 1980 for the industry,
but should soon be overcome.
The promotion campaign should
continue, and JNIP should focus
attention on the search for new
investors {n tourism, 3lace
capacity constraiats are begin-
ning to emurge.

The ongoing reform prograas
should be compieted, including
early incroduction of the pric-
ing formulae. The deregulation
of marketing should continue
but with due regard co che
maincenance of quality coatrol,
and protection of Jamaica's
sepcial export markects.

Governaent will have to be
stroag in its support of the
new management, and may have
to face further hard deci-
sions. Where appropriace,
programs to utilize exiscing
sugar lands for other crops
should be devised.

While production 1s expected
to rise, Government remains
in firm coantrol of the sec~-
tor. Full deregulation
should be pursued, including
banana marketing, and gov-
ernmenc-owned banana planta-
tions leased or sold to the
private exporters.

These efforts should be con-
tinued. The Ministry of
Agriculture should be con-
sidered as the first candi-
dacte for action under the
Administrative Reform
Program. Further rationalfi-
zation of researcch and
extension services should
continue. Specific diversi-
ficacion programs will also
continue to be needed.

Energy options are limited
for Jamaica. Coal coaver-
sion seems to be an option
worthy of deeper study, and
mini-hydro schemes deserve
support. Peat development
should be approached very
cautiously. Some reorgani-
zation and i{mproved coordi-
nation of public insticu-
tions is warranted.

Sources:

World Bank; and Fuad scaif.
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VI. Performance criteria, consultation provisions, and review clauses

The performance criteria pertaining to the program for the period
through March 31, 1986 are set out in the Technical Memorandum of
Understanding annexed to the letter of intent (Amnex II to Attachment VI).
Reviews of the exchange system and demand management policies before
September 30, 1985, December 31, 1985, and March 31, 1986 are performance
criteria. The policies and performance criteria for the remainder of
the arrangement must also be established by March 31, 1986:

The following performance criteria are subject to continuous test-
ing during the program year through March 31, 1986:

a. Quarterly ceilings on the financing requirement of the Central
Government, defined to include all sources of domestic and foreign
financing. The Central Government will not incur payments arrears.

b. Quarterly ceilings on net banking system credit to the selected
public entities. The selected public entities will not incur payments
arrears.

C. Quarterly ceilings on the net domestic assets of the Bank of
Jamaica.

d. A set of balance of payments targets framed in terms of the
net international reserve position of the Bank of Jamaica (including
external payments arrears as foreign liabilities). The balance of pay-
ments targets will be subject to an upward adjustment for any excess
over certain amounts of net official medium- and long—-term foreign bor-
rowing, including rescheduling of official debt servicing.

e. Quarterly limits on net official medium- and long-term for-
eign borrowing and on gross borrowing in the one to five years' maturity
range.

In addition, the program includes as performance criteria a limit
on disbursements of medium—- and long-term external loans for capital
projects by the public sector other than the Central Government; a
limit on the short-term external debt of the public sector, including
net use of trade and suppliers' credit; and the customary injunctions
against restrictions on the trade and payments system.

A summary of the quantitative performance criteria is presented in
Table 10.
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Actual Projected
1985 1985 1985
March July Sept. Dec. March
(End of period, in millions of U.S. dollars)
Net international reserves 1/ -563 ~567 =545 -527 -482
Net external debt disbursements 2/ 55 110 124 205
Of which: 1=-5 years 2/3/ (31) (59) (80) (98)
Other public sector -
capital projects 2/ 68 68 68 68
Public sector short-term
net debt disbursements 2/ 20 20 20 20
(End of period, in millions of Jamaica dollars)
Net domestic assets of
the Bank of Jamica 4/ 4,147 4,176 4,042 4,022 3,713
Central government net
borrowing requirement 2/ 464 595 730 764
Net bank credit to selected
public enterprises 2/ 27 22 53 -

Source: Technical Memorandum of Understanding.

_L/ Targets adjustable upward for net external debt disbursements
over amounts specified in paragraphs 7 and 8 of the technical memoran-
dum attached to the Letter of Intent.

2/ Cumulative change from March 31, 1985.

}/ Ceilings represent gross cumulative disbursements from March 31,
1985,

é/ Ceilings adjustable downward for net external debt disburse-
ments over amounts specified in paragraphs 7 and 8 of the technical
memorandum attached to the Letter of Intent.

VII. Staff Appraisal

During the past 12-18 months significant adjustments have been
made in the Jamaican economy, and these have been reflected in a major
decline in the deficit of the overall public sector. However, the
strong performance of the nonfinancial public sector last year was partly
of fset by an increase in operating losses of the Central Bank and by
private sector dissavings, and the current account deficit of the
balance of payments showed only marginal improvement. With the depre-
ciation of the Jamaica dollar under the flexible exchange rate system,
a realignment of relative prices has taken place which is helping to
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improve resource allocation and promote the growth of nontraditional
exports and tourism. Major progress was made in liberalizing the econ-
omy, and with the assistance of substantial refinancing external arrears
have been eliminated.

Despite these achievements Jamaica continues to face severe eco-
nomic problems. Indeed, the sharp deterioration in the prospects of the
the bauxite/alumina sector has worsened the medium—term outlook and will
result in a higher debt burden in relation to the country's income. Tt
has been evident in recent months that adjustment measures have to be
carried considerably further. Therefore, the authorities have moved to
more restrictive policies through imposition of an import tariff, a
temporary freeze on private sector credit, measures to tighten liquidity
and raise interest rates, and major adjustments in administered prices.

The economic program over the next 22 months, in support of which
the authorities are requesting a stand-by arrangement, centers on a
further tightening in demand management policies and continued reliance
on a flexible exchange rate system, together with further pursuit of
policies designed to promote structural change and economic diversifica-
tion.

In the fiscal area, the overall deficit of the nonfinancial public
sector is to be reduced to 4.7 percent of GDP in 1985/86 and about 2 per-
cent of GDP in 1986/87, from 6.4 percent in 1984/85; the deficit of the
Central Government is to be reduced to 6 percent of GDP in 1985/86 and
about 4 percent in 1986/87, from 6.6 percent of GDP in 1984/85. Achieve-
ment of the central government target for 1985/86 requires adjustment
measures equivalent to over 4 percent of GDP to offset the expected loss
of bauxite sector revenues and the higher cost of debt servicing.

The fiscal program relies heavily on the proceeds of an import
tariff imposed in mid-April that is to generate revenues eguivalent to
2.8 percent of GDP. To buttress this measure, the authorities will
need to curb the practice of giving special duty exemptions and to
ensure that state enterprises pay all taxes and duties. In the expen-
diture area, the program requires restraint on wages and compression in
other expenditures. There is no margin to accommodate any deviation
from the programmed 12.5 percent wage increase in the negotiations with
government employees. Expenditure reductions are to be implemented
this year that will yield 2 percent of GDP in net savings on an annual
basis. A first package of such expenditure cuts, equivalent to 1 per-
cent of GDP on an annual basis, already has been implemented: the
second package is to be identified by September and implemented by
December 1985 as prior actions for the respective program reviews.
These reductions will involve laying off a significant number of pub-
lic sector employees, and little net savings are expected in 1985/86
because of redundancy payments. Difficult as they may be for the
authorities to implement, these expenditure reductions are essential
to establish a more viable fiscal position.
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A reduction in taxes on the bauxite/alumina industry is needed to
restore the international competitiveness of the industry. Although
the authorities hope that any restructuring of the bauxite levy will
only take effect from 1986/87, it may be necessary to move more quickly
in this area. Therefore, until new tax arrangements on the bauxite
companies are finalized, it is important that the authorities operate
the budget according to the agreed contingency plan, which involves
holding back capital expenditures equivalent to about 0.8 percent of

GDP with immediate effect and during the balance of 1985/86.

Changes in the tax system are needed to provide greater incentives
to the productive sector. The staff therefore welcomes the authorities’
intention to begin implementation of tax reforms in 1986. However,
these reforms may initially have a negative impact on revenue. Thus,
alternative revenue measures, as well as further expenditure cuts, will
be needed In 1986/87 to attain the targeted reduction in the fiscal
deficit. The authorities therefore should begin to prepare plans now
for further reductions in expenditure next year.

The program provides for an improved performance of the rest of the
public sector as a key element of the ad justment effort. This requires
that prices and tariffs of goods and services provided by public enter-
prises be ad justed promptly, whenever changes in costs dictate. In
addition, the Government is to accelerate its program to divest state
enterprises in order to reduce inefficiency and to encourage greater
private sector participation, both local and foreign, in the operation
of the economy.

Tight credit policies will be required throughout the program
period, and a positive structure of real interest rates is to be main-
tained in order to stimulate savings and protect the capital account
of the balance of payments. The staff therefore welcomes actions that
have been taken recently to raise the level of interest rates to a more
appropriate level. The staff would urge the authorities to rely on open
market operations to maintain an adequate level of interest rates and
to restrain credit expansion. This may be complemented by a reduction
in the existing cash reserve and liquid asset requirements over time
as a means of reducing the spread between borrowing and lending rates
for the private sector.

The flexible exchange rate system is a fundamental element of the
program as it will enable the achievement of the balance of payments
objectives and will foster the needed restructuring in the economy.

It is crucial that the authorities allow the auction market to equilibrate
the supply and demand for foreign exchange and refrain from intervening

in the market to affect the level of the exchange rate. Although the use
of the "Dutch” auction in the twice weekly foreign exchange auction may
result in a multiple currency practice, the staff considers that further
modifications to the auction system at this time would not be opportune
and thus recommends approval for an extension of this practice until
October 31, 1985. The staff also welcomes the recent progress made in
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liberalizing the foreign trade system, as a result of which some 70 per-
cent of nonbauxite, non-oil imports are now free from import restric-
tions. Together with the elimination of arrears and the foreign exchange
auction mechanism, the liberalization of the trade system should greatly
assist the process of structural change.

In light of the ad justment measures undertaken last year and the
measures already taken or that will be implemented in the course of this
fiscal year, the staff feels that the proposed program represents an
appropriate balance between adjustment and financing, and that it will
continue to move Jamaica toward a more viable external position.
Nevertheless, given the extremely difficult medium—-term outlook, there
is no room for any relaxation of effort, and further ad justments will
clearly be needed in 1986/87 and beyond to restore the balance of
payments to viability. Thus, general and sector-specific policies
designed to foster structural change in the economy need to be pursued
vigorously. In the meantime, Jamaica will need continued access to
significant amounts of exceptional external financing and debt relief.
Given the country's extremely high debt burden, such assistance should
be on highly concessional terms and refinancing and restructuring
arrangements should incorporate realistic grace and amortization periods.
In these circumstances, the role of the Fund should be a catalytic one.

It is recommended that the next Article IV consultation with
Jamaica be held on the standard 12-month cycle.
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VI. Proposed Decision

The following draft decision is proposed for adoption by the
Executive Board:

Article IV Consultation

1. The Fund takes this decision relating to Jamaica's exchange
measures subject to Article VIII, Sections 2 and 3, in the light

of the 1985 Article IV consultation with Jamaica conducted under
Decision No. 5392-(77/63), adopted April 29, 1977 (Surveillance
over Exchange Rate Policies).

2. Jamaica maintains a multiple currency practice resulting

from the auction system as described in EBS/85/162. In view of the
circumstances of Jamaica, the Fund grants approval of this practice

until October 31, 1985.

3. Jamaica maintains restrictions on payments and transfers for
current international transactions as described in EBS/85/162. In
view of the circumstances of Jamaica, the Fund grants approval of
this restriction until April 30, 1986 or the completion of the

next Article IV consultation, whichever is earlier.

Stand-by Arrangement

1. The Government of Jamaica has requested a stand-by arrangement
for the period from July , 1985 through May 31, 1987 in an amount
equivalent to SDR 115 million,

2. The Fund approves the stand-by arrangement set forth in
EBS/85/162.

3. The Fund waives the limitation in Article V, Section 3(b)(iii).
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Jamaica - Fund Relations
(As of May 30, 1985)

I. Membership status
(a) Date of membership: February 21, 1963.
{(b) Status: Article VIII,.

(A) Financial Relations

II. General Department
(a) Quota: SDR 145.5 million

(b) Total Fund holdings of Jamaica dollars:
SDR 792.75 million or 544.7 percent of quota

(¢) Fund credit (i.e., Fund holdings of Jamaica dollars
subject to repurchase and charges):

Millions As Percent
of SDRs of Quota
Total Fund credit 647.18 400.8
0f which: Under tranche policy 544,78 374.4
Credit tranches 74.91 51.5
Extended facility 469.87 322.9
Ordinary resources (135.68) (93.3)
Supplementary financing (167.79) (115.3)
Enlarged access resources (166.4) (114.4)
Under CFF 102.4 70.4

(d) Reserve tranche position: --

ITI. Current stand-by or extended arrangement and special facilities
(a) Current stand-by arrangement:
(1) Duration: June 22, 1984 to June 21, 1985
(ii) Amount: SDR 64 million
(i1i) Utilization: SDR 64 million.
(iv) Undrawn balance: none.
(b) Stand-by and extended arrangements during the last ten years:

Utilization
(millions (In percent

Type Date Duration Amount of SDRs) of then quota)
Stand-by 6/01/73 1 year 26.5 26.5 50.0
Stand-by 8/11/77 2 years 64 .0 19.2 25.9
EFF 6/09/78 3 years 200.0

(augmented) 6/11/79 259.7 155.0 209.5
EFF 4/13/81 3 years 477.7 402.8 362.9

(c) sSpecial facilities during the last 3 years:

CFF 4/13/81 SPR 37.0 million
CFF 8/25/82 SDR 19.4 million
CFF 6/26/84 SDR 72.6 million
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IV. SDR Department
(a) Net cumulative allocation: SDR 40.61 million
(b) Holdings: SDR 5.91 million (l4.6 percent of net
cumulative allocation)

V. Administered Accounts

(a) Trust Fund loans: -
(b) SFF Subsidy Accounts: Payments by Fund
August 10, 1982 SDR 4.67 million
September 29, 1983 SDR 3.33 million
July 20, 1984 SDR 3.07 million
Total SDR 11.07 million

VI. Overdue obligatidns to Fund

Jamaica has frequently experienced difficulty in remaining current
with the Fund within the past two years and has been overdue on payments
for periods ranging from a few days to eight weeks. Jamaica is at
present current with the Fund. :

(B) Nonfinancial Relations

VII. Exchange rate arrangement

In November 1983, Jamaica adopted a unified floating rate within
an adjustable exchange rate band. An auction mechanism to determine
rateg was instituted in December 1983 and modified in March 1984. The
band was eliminated on November 27, 1984,

VIII. Last Article IV consultation

Jamary 1984, completed by the Executive Board on June 8,
1984 (Standard 12-month cycle).

IX. Technical Assistance

(a) CBD: Two CDB advisors were assigned to the Bank of Jamaica
from April 1983 to November 1984.

X. Resident Representative

Mr. Daniel Citrin, since December 1, 1984,




-35 - ATTACHMENT I

Statistical Issues -

(a) Outstanding Statistical Issues

1. National accounts

GDP figures were revised in September 1984; however, a
more recent GDP deflator or constant price GDP figures have
not yet been reported.

2. Government finance

Government Finance Statistics Yearbook: Detailed statis-
tics for revenue are available only through 1978, for expendi-
ture through 1977 and for financing for the year 1976. These
data were compiled during a technical assistance mission to
Jamaica in June 1984, and no further data have been received
from the correspondent since then.

3. Merchandise trade

In view of the recent devaluations of the Jamaica dollar,
it would be desirable to obtain export and import data in U.S.
dollars. In the Bank of Jamaica's Statistical Digest export and
import data are in fact provided in U.S. dollars (Table 48.0)
but, before using them, it would be helpful to know how these
trade data were compiled and if export data for major commodities
are also available in U.S. dollars.

4. Balance of payments

There is a discrepancy between the data reported as deposit
money banks' short-term capital in Report Form 20R and those
reported in the balance of payments report forn.

(b) Coverage, Currentness, and Reporting of Data in IFS

The table below shows the currentness and coverage of data
published in the country page for Jamaica in the June 1985 issue
of IFS. The data are based on reports sent to the Fund's Bureau
of Statistics by the Bank of Jamaica, which during the past year
have been provided on a timely basis, although the government
finance data are very uncurrent,
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(c) Status of IFS Data

Latest Data
in June 1985

1FS
Real Sector - National Accounts 1983
- Prices March 1985
- Production Nea.
- Employment n.a.
- Earnings Nea.
Government
f inance - Deficit/surplus Q3 1981
- Financing Q3 1981
- Debt Q4 1982
Monetary
accounts - Monetary authorities February
1985
- Deposit money banks February
1985
— Other financial institutions January
1985
External
sector -~ Merchandise trade: value March 1985
prices Nea.
- Balance of payments 1983
- International reserves March 1985

- Exchange rates April 1985
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a

Area and populaticn '
Area 4,411 sq. miles (11,424 sq. kilometers)
Population (1984) 2.2 million
Annual rate of population increase (1978-84) 1.1 percent
Unemployment rate (October 1984) 25.4 percent
GDP (1984)1/ SDR 2,319 million

US$2,376 million

J$9,368 million
GDP per capita (1984) SDR 1,054
Origin of GDP (1984) (percent)
Agriculture and fishing 9.3
Mining 4.2
Manufacturing 15.9
Construction S 4
Government 19.6
Other 45.6

Ratios to GDP (1984)

Exports of goods and nonfactor services 6
Imports of goods and nonfactor services 6
Central government revenues (fiscal year from April 1) 2
Central government expenditures (fiscal year from April 1) 3
External govermment and government-guaranteed

debt (fiscal year from April 1) 158.5
Gross national savings 8.1
Gross domestic investment 21.0
Money and quasi-money (end of year) : 38.2
Annual percentage changes in selected Rev. Est.

economic iIndicators 1981/82 1982/83 1983/84 1984/85
Real GDP per capita 2.0 -1.5 0.6 -1.5
Real GDP 2.2 0.5 1.1 -0.2
GDP at current prices 22.5 11.4 20.2 29.8
Domestic expenditure (at curreant prices) 19.6 10.0 14.5 23.6

Investment (51.2) (3.8) (18.9) (27.2)

Consumption (13.9) (11.5) (13.5) (22.8)
GDP deflator 19.9 10.4 19.0 29.8
Consumer prices (period average) 9.0 7.1 14.9 29.9
Money and quasi-money 31.3 26.8 26.3 18.3

Money (17.4) (2.3) (21.3) (22.1)

Quasi-money (36.9) (35.5) (26.5) (17.1)
Net domestic bank assets 2/ 24.3 33.1 57.6 =12.2

Credit to public sector (net) (eee) (30.6) (17.3) (-19.2

Credit to private sector (17.8) (20.5) (17.6) (4.3)
Central government revenues 24.5 9.9 9.9 50.7
Central governmment expenditures 16.9 9.7 14.1 14.8
Merchandise exports (f.o.b., in U.S.

dollars) -11.9 ~17.4 -1.7 0.1
Merchandise imports (c¢.i.f., in U.S.

dollars) 23.8 -6.5
Travel receipts (net, in U.S. dollars) 30.5 5.6 13.7 1.9
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Central government finances

Revenues

Expenditures

Current account deficit (=)
Overall deficit (=)

Fyrarnal financing (nat
LakSLllalL LhidalilTauig (ue

)
Domestic financing (net) and residual

Balance of payments

Merchandise exports (f.o.b.)

Merchandise imports (c.i.f.)

Travel (net)

Investment income (net)

Other services and transfers (net)

Balance on current and transfer
accounts

Official capital (net)

Private capital (net) and errors
and omissions

SDR allocation

Qverall balance

International reserve position

ATTACHMENT II

Prel.
1981/82 1982/83 1983/84 1984/85

(millions of Jamaica dollars)
1,482.9 1,629.0 1,798.0 2,708.9
2,364.7 2,594.4 2,902.0 3,332.0
-238.0 -292.4% =596.0 -109.0
-881.8 -965.4 -1,104.0 -623.1
503.7 376.2 411.0 1,047.1
378.1 589.2 693.0 -424.0

{millions of U.S. dollars)

889.1 734.2 721.8 722.7
-1,487.7 -1,391.6 -1,250.7 -1,235.8
300.4 317.3 360.9 367.7
-225.3 =214.6 -215.6 -296.0
85.7 94,2 101.2 157.0
-437.8 ~460.5 ~282.4 =267.4
427.1 314.4 65.4 567.2
43.0 -220.0 -448.2 497.2

(end of period, millions of U.S. dollars)

Central Bank (gross)
Central Bank (net)

191.6
=555.2

188.1 65.0
-619.2 -859.3

130.7
-539 l8

1/ Based on the average exchange rate for the Jamaica dollar.
2/ In relatlon to the stock of bank liabilities to the private sector

at the beginning of the period.
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Jamaica: Selected Economic and Financial Indicacors,
1981/82-1986/87

1981/82 1/ 1982/83 1983/84 1984/85 1985/86 1986/87
Program Actual Program Acrual Prograam Actual Program Prel. Program Program

(Annual percent changes, uniess otherwise specified)

National income and prices

GDP at constant prices 3.8 2.4 4.5 0.5 3.3 2.3 0.3 -0.2 -3.8 —_
GDP deflator 18.0 8.7 9.3 10.9 8.4 17.9 18.9 30.1 23.4 13.0
Consumer prices (period
average) 18.0 9.0 10.0 7.1 9.0 14.9 19.4 29.7 23.0 12.0
External sector (inm U.S.

dollars)

Exports, f.o.b. 23.8 -12.0 1.1 -17.4 24.2 ~1.7 13.4 0.1 -12.6 6.0

Imports, c.l.f. 24.9 23.8 12.4 -6.5 -10.9 ~-10.1 3.2 -1.2 ~il.2 -2.3

Nonoil imports, c.i.f. cee 32.1 vea -2.6 ~-13.0 -13.6 3.8 ~2.7 -9.3 -0.9

Export volume oo -11.4 ‘ea -14.8 can 5.8 11.5 -0.7 -8.0 2.4

[mport volume s 18.3 . 9.1 ves -15.8 =-3.6 ~0.3 -12.2 -5.0

Terms of trade ces =5.1 ‘ee -5.8 “es -8.6 =0.7 1.4 6.2 3.7
(depreciation =)

Nominal effective exchange
rate (depreciation -)2/ e 4.9 ces -2.6 ree ~3B.4 ves -31.2 ‘e e

Real effeccive exchange—
rate 2/ (depreciation -) e 1.2 e -0.7 cas ~29.6 ves ~l6.4 P e

Government budget
Revenue, excluding grancs 19.5 24.4 21.8 9.8 21.7 9.9 46.5 264.3 .5
Toctal expenditures 17.0 17.0 10.7 3.7 1.7 15.5 15.3 1.1 4.2 -1.
Money and credit 3/

Domestic credit 16.6 14.8 -8.3 J3.1 L1.4 42.3 14.1 -9.0 5.2 -1.2
Government 4/ 7.7 7.3 4.5 29.3 -3.9 30.8 -30.3 -22.2 -18.5 =27.7
Private sector 3.1 18.6 16.5 19.4 11.6 12.5 7.2 10.0 3.6 6.6

Money and quasi-money (M) 25.0 20.0 15.2 24.9 18.1 25.4 17.0 19.7 17.5 11.2

Velocity (GDP relative to M) 4.0 2.8 2.9 2.4 2.4 2.4 2.3 2.5 3.5 2.5

Interest rate (annual average
rate, one-year deposit) e 9.85 ees 10.70 ves 12.60 “es 15.5 “es cee

(In_percent of GDP)

Overall public sector deficit ‘ee =-14.5 “ea ~-14.9 e -15.2 ‘e ~6.4 ~-4.7 -2.0
Central government savings -3.8 -3.7 ~-1.7 -3.3 -2.4 -8.1 -0.8 -1.9 0.9 1.5
Cantral government budget

deficit (including grants) 13.3 15.6 12.9 14.2 10.3 15.1 7.6 6.6 .0 4.0
Domestic bank financing 1.0 1.5 0.3 10.7 -l.6 10.8 -12.8 -6. -7.0 -10.5
Foreign financing 1.3 9.3 10.6 7.8 5.6 17.5 5/ 1.l 2.2 13.0
GCross domescic investment 17.7 2.3 23.9 22. 15.8 21.8 23.1 20.8 18.7 17.0
Gross domestic savings 7.8 1.1 9.7 ~1.2 12.8 9.1 7 8.3 7.2 9.9
External current account deficit

Excluding grants 12.8 24.6 17.4 27.8 7.2 13.5 15.3 14.3 1401 10.0

Including graats 9.9 20.2 14.2 23.3 3.0 12.7 Bed 12.3 1.5 7.1

External debt 6/

Inclusive of use of Fund

credit cos 97.6 180.9 132.0 36.6 144.2 170.3 158.5 206.2 216.8

Debt service ratio (ia per-

cent of exports of goods

and services)7/ ces 21.7 21.1 29.4 26.3 15.9 37.3 46.1 30.5 34.2
Interest payments (in per-

cent of exports of goods

and services) ves 14.0 14.0 17.8 15.2 10.7 18.7 19.3 22.2 20.9

(In millions of U.S. dollars)

Overall balance of payments 40 43 12 ~-220 198 8/ =448 511 497 81 35
Gross official reserves

(weeks of imports) _— - ~— - - 2 6 3 7 8
External payments arrears 25 - - 98 98 418 - 72 -~ -

1/ For 1981/82 actual ratios were affected by a sharp downward revision of GDP.

2/ December to December.

/ 1In relation to banking system liabilities to the private sector.

/ Iacludes selected public entities.

/ Includes 7.4 percent of GDP of refinancing.

/ Actuals and 1984/85 projections calculated using an exchange rate adjusted on purchasing power parity basis.
Cash payments, includes arrears repayments.

Comprises changes in net reserves of US$125 million and repayment of oil arrears of US$73 million.
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Jamaica: Financial Relations of the World Bank
Group with Jamaica

(In millions of U.S. dollars)

Qutstanding as of March 31, 1985
Disbursed Undisbursed Total Repayments

Total IBRD 504.29 137.83 642.12 79.79
Agriculture and forestry 38.38 14 .80 53.18 9.35
Education 25.26 4,69 29.95 10.41
Population and rural

development 23.03 - 23.03 6.05
Transportation 58.38 29.23 87.61 14.91
Power 51.04 20.50 71.54 21.77
Utilities 20.62 8.37 28.99 4.82
Program loan 30.00 - 30.00 5.78
EDF 64 .40 - 64 .40 2.41
SAL 163.86 27 .54 191.40 -
Industrial development 11.30 24.07 35.37 1.34
Other 18.02 8.63 26 .65 2.95
IFC investments 10.40 - 10.40 2.45 .

Net Disbursements During Fiscal Year 1/
Actual Est. Proj.
1981/82 1982/83 1983/84 1984/85 1985/86

Net disbursements (IBRD) 91.5 77.5 34.8 61.8 94,2
Disbursements 99,2 99,2 49,6 77 .4 112.3 2/
Repayments 7.7 7.7 14.8 15.6 18.1

Source: 1IBRD.

1/ World Bank fiscal year (July l-June 30).

2/ Includes disbursements of US$60 million for a fourth structural
adjustment loan.
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Jamajca: Summary of Stand-by Program

The basic objective is to consolidate the gains and continue the
policies initiated in the 1984/85 stand-by program, aimed at restructuring
the Jamaican economy over the medium—term to achieve sustainable growth
with balance of payments viability.

1. Principal targets and assumptions

Actual Program
1984/85 1985/86 1986/87

(In percent)

Real GDP growth -N.2 -3.8 -
GDP deflator 30.1 23.4 13.0
Congsumer prices (period average) 29.7 23.0 12.0
External sector
Growth of bauxite/alumina exports

(volume) -10.4 -18.5 -6.2
Growth of tourism receipts 1.0 8.5 8.8
Current account deficit (per-

cent of GDP) -12.3 -11.5 -7.1
Balance of payments surplus

(millions of USS) -497 -96 -85
Gross debt service ratio (per-

cent of goods and services) 48 .6 57.0 53.8
External debt/GDP 159 206 217
Public sector finances (percent

of GDP) —6.4 -4.7 -2.0
Central government overall

deficit -6.6 -6.0 -4.0
Central government current balance -1.1 0.8 1.5
Rest of public sector overall

balance 0.1 1.2 1.9
Bank of Jamaica operating losses -6.3 -3.6 -1.5
Money and credit
Broad money growth (no change

in velocity) 19.7 17.5 11.2
Net domestic credit expansion -9.0 5.2 -1.2
Net credit expansion to Central

Government 1/ -19.2 -16.5 =27.7
Net credit expansion to private

sector 1/ 10.0 8.6 6.6

1/ In relation to private sector liabilities at the beginning of

the period.
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2. Principal elements of the program

a. Fiscal policy

The main element of the fiscal pogram incorporates a continuation
of restraint in public expenditures begun in 1984/85. 1In particular,
this calls for further expenditure measures, as well as revenue measures
on the part of the Central Government., The rest of the public sector
1s expected to improve its financial position through changes in its
structure of prices and tariffs as cost movements dictate.

(1) Tax measures introduced in early 1985/86 are expected to
yield 2.8 percent of GNP, which more than offsets a 2 percent loss in
taxes from the bauxite sector. There could be further losses in the
bauxite taxes depending on the outcome of ongoing negotiations on the
levy, In 1986/87 the introduction of the first phase of the tax reform
program is likely to have a negative impact on tax revenues,

(2) Substantial reduction in expenditures in 1985/86, involv-
ing further reductions in the wage component of recurrent expenditures;
for 1985/86 the Government will limit wage adjustments to 12.5 percent
of the wage bill., Current outlays other than wages and interest payments
are to decline by 2 percentage points of GDP. 1In addition, expenditure
reductions are to be carried out that would produce net savings of
0.3 percent of GDP in 1985/86 and 2 percent in 1986/87. Even so further
adjustments in expenditures in 1986/87 are contemplated.

(3) Pending the finalization of current negotiations on the
taxation on the bauxite sector, the Government would operate its finances
based on a contingency plan. This involves further restraint on capital
outlays, amounting to some 1 percent of GDP.

3. Money and credit policies

(a) 1In 1985/86 the expansion in net domestic credit of the bank-
ing system is to be limited to about 5 percent, while in 1986/87 bank
credit 1s expected to decline slightly.l/ 1In 1985/86 net domestic
credit is subject to quarterly cellings that are adjustable downward
for any cumulative excess over specified levels of disbursements of
external loans and rescheduling of debt.

(b) Quarterly limits on the use of bank credit during 1985/86 have
been established for the selected public entities. For the year as a
whole, these public entities will not use any net bank credit in both
1985/86 and 1986/87.

l/ In relation to private sector liabilities at the beginning
of the period.
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(¢c) Net banking system expansion of credit to the private sec-
tor has been targeted at about 9 percent and 7 percent in 1985/86 and
1986/87, respectively.l/ Further, to ensure that more credit is
redirected to productive sectors, selective credit ceilings on net
credit to the distributive and consumer sectors will be lowered by
15 percent in 1985/86.

(d) The cash reserve requirement on commercial banks has been
ralsed from 14 percent of deposit liabilities to 20 percent and a
5 percent reserve requirement was imposed on nonbank financial inter-
mediaries. At the same time the liquid asset ratio of commercial banks
has been raised by 4 percentage points to 48 percent.

(e) The interest rate structure will be reviewed continuously to
ensure that it is positive in real terms. The Bank of Jamaica has
raised the interest rate on savings deposits by 5 percentage points to
20 percent and has raised rediscount rates to 21 percent from 19 per-
cent. To support the interest rate structure, the statutory limit on
outstanding stock of Treasury bills will be raised from J$750 million
to JS$1 billion, thereby increasing the availability of financial instru-
ments.

4, External sector policies

(a) The floating exchange system is the key element in the
restructuring of the economy, and equilibrating the supply and demand
for foreign exchange. The current auction system for determining the
exchange rate will be maintained.

(b) Quarterly targets on the accumulation of the net international
reserves of the Bank of Jamaica have been established. These targets
are subject to upward adjustment for any excess over specified levels
of disbursements of external loans and rescheduling of debt.

{c) No external payments arrears should be incurred during the
program period.

(d) The program also limits the net disbursements of external
loans and credits, with subceilings on loans with a maturity of one-
five years and on the total amount of rescheduling or refinancing.
Further, there is a 1limit on the net use of short-term trade and sup-
pliers' credit of the public sector.

}j In relation to private sector liahilities at the beginning
of the period.
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Jamaica--Stand—-By Arrangement

Attached hereto is a letter, with annexed technical memorandum of
understanding, dated June 7, 1985 from the Prime Minister and Minister
of Finance and the Governor of the Bank of Jamaica requesting a stand-by
arrangement and setting forth:

(a) the objectives and policies that the authorities of Jamaica
intend to pursue for the period of this stand-by arrangement;

(b) the policies and measures that the authorities of Jamaica intend
to pursue for the period through March 31, 1986 of this stand-by arrange-
ment; and

(c) Understandings of Jamaica with the Fund regarding reviews that
will be made of progress in realizing the objectives of the program and
of the policies and measures that the authorities of Jamaica will pursue
for the remaining period of this stand-by arrangement.

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

l. For the period from July _ , 1985 to May 31, 1987 Jamaica will
have the right to make purchases from the Fund in an amount equivalent to
SDR 115 million, subject to paragraphs 2, 3, 4, 5, and 6 below, without
further review by the Fund.

2. (a) Until May 1, 1986 purchases under this stand-by arrangement
shall not, without the consent of the Fund, exceed the equivalent of
SDR 55 million, provided that purchases shall not exceed the equivalent
of SDR 7.5 million until August 20, 1985, the equivalent of SDR 15 mil-
lion until October 20, 1985, the equivalent of SDR 28.3 million until
January 20, 1986, and the equivalent of SDR 41.6 million until April 20,
1986.

(b) The right of Jamaica to make purchases during the remaining
period of this stand-by arrangement shall he subject to such phasing as
shall be determined.

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

3. Purchases under this stand-by arrangement shall be made from
ordinary resources and borrowed resources in the ratio of 1 to 1 until
purchases under this arrangement reach a total of SDR 66.75409 million
and thereafter each purchase shall be made from borrowed resources,
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provided that any modification by the Fund of the proportions of ordi-
nary and borrowed resources shall apply to amounts that may be purchased
after the date of modification.

4, Jamaica will not make purchases under this stand-by arrangement
that would increase the Fund's holdings of Jamaican currency in the
credit tranches beyond 25 percent of quota or increase the Fund's hold-
ings of that currency resulting from purchases of borrowed resources
beyond 12,5 percent of quota:

(a) during any period in which the data at the end of the pre-
ceding period indicate that

(i) the limit on the central government borrowing require-
ment described in paragraph 2 of the technical memorandum of understand-
ing annexed to the attached letter, or

(1i) the limit on net domestic credit to the selected
public entities as described in paragranh 3 of the technical memorandum
of understanding annexed to the attached letter, or

(i1i) the limit on net domestic assets of the Bank of
Jamaica as described in paragraph 4 of the technical memorandum of
understanding annexed to the attached letter, or

(iv) the target for the net international reserves as
described in paragraph 5 of the technical memorandum of understanding
annexed to the attached letter, is not observed; or

(b) if the limit on external payments arrears as described in
paragraph 5 of the technical memorandum of understanding annexed to the
attached letter is not observed, or;

(¢) if the limits on the forward position and commitments of
the Bank of Jamaica or any subsidiary described in paragraph 6 of the
techndi cal memorandum of understanding annexed to the attached letter
are not observed; or

(d) 1if Jamaica fails to observe the limits on net disbursements
of new public and publicly guaranteed foreign indebtedness described in
paragraph 7 of the technical memorandum of understanding annexed to the
attached letter; or

(e) 1if Jamaica fails to observe the limits on external public
debt rescheduling or refinancing and on disbursements for capital proj-
ects by public sector entities other than the Central Government as
described in paragraphs 8 and 9 of the technical memorandum of under-
standing annexed to the attached letter; or

(f) if the limit on short-term external debt of public
entities as described in paragraph 10 of the technical memorandum of
understanding annexed to the attached letter, is not observed; or
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(g) during any period after September 30, 1985 and December 31,
1985, until the reviews referred to in paragraph 17 of the attached
letter have been completed and any understandings deemed by the Fund to
be necessary have been reached persuant to these reviews; or

(h) during any period after March 31, 1986 until suitable per-
formance criteria have been established in consultation with the Fund
pursuant to the end-March 1986 review as contemplated in paragraph 17
of the attached letter, or after such performance criteria have been
established, while they are not being observed; or

(1) during the entire period of this stand=by arrangement if
Jamaica

(i) 1imposes new or Intensifies existing restrictions on
payments and transfers for current international transactions, or

(ii) 1introduces new multiple currency practices, or

(1i11) concludes bilateral payments agreements which are
inconsistent with Article VIII, or

(iv) 1imposes new or intensifies existing import restrict-
ions for balance of payments reasons.

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

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

6. Jamaica's right to engage in the transactions covered by this
stand-by arrangement can be suspended only with respect to requests
received by the Fund after (a) a formal ineligibility, or (b) a decision
of the Executive Board to suspend transactions, either generally or in
order to consider a proposal, made by an Executive Director or the
Managing Director, formally to suppress or to limit the eligibility of
Jamaica. When notice of a decision of formal ineligibility or of a
decision to consider a proposal is given pursuant to this paragraph 6,
purchases under this arrangement will be resumed only after consultation
has taken place between the Fund and Jamalica and understandings have
been reached regarding the circumstances in which such purchases can be
resumed.
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7. Purchases under this stand-by arrangement shall be made in the
currencies of other members selected in accordance with the policies and
procedures of the Fund, and may be made in SDRs if, on the request of
Jamaica, the Fund agrees to provide them at the time of the purchase.

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

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

10. (a) Jamaica shall repurchase the outstanding amount of its
currency that results from a purchase under this stand-by arrangement
in accordance with the provisions of the Articles of Agrecment and
decisions of the Fund, including those relating to repurchases as
Jamaica's balance of payments and reserve position improves.

(b) Any reductions in Jamaica's currency held by the Fund shall
reduce the amounts subject to repurchase under (a) above in accordance
with the principles applied by the Fund for this purpose at the time of
the reduction.

(c) The value date of a repurchase in respect of a purchase
financed with borrowed resources under this stand-by arrangement will be
normally either the 6th day or the 22nd day of the month, or the next
business day 1f the selected day is not a business day, provided that
repurchase will be completed not later than seven years from the date
of purchase.

11. During the period of the stand-by arrangement Jamaica shall
remain in close consultation with the Fund. These consultations may
include correspondence and visits of officials of the Fund to Jamaica
or of representatives of Jamaica to the Fund. Jamaica shall provide
the Fund, through reports at intervals or dates requested by the Fund,
with such information as the Fund requests 1in connection with the
progress of Jamaica in achieving the objectives and policies set forth
in the attached letter and annexed technical memorandum of understanding.

12. 1In accordance with paragraph 17 of the attached letter Jamaica
will consult the Fund on the adoption of any measures that may be
appropriate at the initiative of the Government or whenever the Managing
Director requests consultation because any of the criteria in paragraph
4 above have not been observed or because he considers that consultation
on the program 1s desirable., 1In addition, after the period of the
arrangement and while Jamaica has outstanding purchases in the upper
credit tranches, the Government will consult with the Fund from time to
time, at the initiative of the Government or at the request of the
Managing Director, concerning Jamaica's balance of payments policies.
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June 7, 1985
(Rev. June 20, 1985)

Mr. Jacques de Larosiere
Managing Director
International Monetary Fund
700 19th Street N.W.
Washington, D. C. 20431

Dear Mr. de Larosiere:

1. The Government of Jamaica hereby requests from the International
Monetary Fund a 22-month stand-by arrangement in an amount of SDR 115
million, in support of its financial programme covering the remainder
of the current fiscal year ending March 31, 1986 and the next fiscal

year April 1, 1986 to March 31, 1987.

2. In June 1984, the International Monetary Fund approved a one-year
stand~by arrangement in support of an economic programme aimed at a
continued movement of the Jamaican economy toward a viable medium~-term
balance of payments position. The difficult external situation required
a major adjustment in FY 1984/85, in particular as related to the
central government finances, but also including a tight credit policy,

a flexible exchange rate system that would reflect market forces, and
large rescheduling and refinancing of external debt in line with the
debt management policy of the Government.

3. The adjustment effort in FY 1984/85 led to the reduction of the
overall budget deficit of Central Government to around 7 per cent of

GDP compared to 16 per cent in FY 1983/84. The reduction in the overall
deficit of the consolidated public sector was of a similar magnitude.
However, this was partly offset by a considerable increase in the
operating losses of the Bank of Jamaica. The current account deficit

of the balance of payments was reduced by only around 1 per cent of GDP
to 12 per cent in FY 1984/85 due in part to the continued decline of
bauxite and alumina exports. However, the net international reserves

of the Bank of Jamaica improved by US$266 million compared to a decline
of US$306 million in FY 1983/84, and external payments arrears were
eliminated {except for US$9.7 million of private sector arrears) by the
end of April 1985. This outcome was supported by refinancing arrangements
with official bilateral creditors and external commercial banks.

4. When the FY 1984/85 programme was adopted, the medium—-term balance
of payments showed large financing gaps in the years ahead, notwithstanding
the assumption of a recovery of bauxite/alumina exports. However, the
continued decline in international alumina prices, the closure of the
ALCOA alumina plant in February 1985, and the adverse impact of the
January civil disturbances on tourist arrivals, resulted in reduced
foreign exchange inflows and further pressure on the exchange rate. It
became evident that a much larger external and fiscal gap had emerged
and that an acceleration in the adjustment process was needed over the
medium term. As a first step to addressing the problem for FY 1985/86,
as well as to ensure the attainment of the objectives of the FY 1984/85
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programme, the Government took steps in March and April 1985 to tighten
demand management. Credit policies were implemented which reduced
liquidity in the banking system and lifted the interest rate structure.
An additional stamp duty was levied on a range of imports, and the prices
of basic foods and other imported products were adjusted to reflect
movements in the exchange rate and other costs. During the current
programme year, demand management policies will be kept very tight and
structural change will be supported by the flexible exchange rate,
liberalisation of the trade and payments system, the reform of the
taxation system, and selective credit policies.

5. Over the next few years the balance of payments current account
deficit should be reduced to a sustainable level of 4 per cent of GDP.
This implies that non-bauxite related imports must be held at or below
the nominal level of FY 1980/81 over the next 2 - 3 years. However,
even though the programme for FY 1985/86 projects a reduction in non-
bauxite related imports of more than 12 per cent, the current account
deficit is only expected to improve modestly to 11 per cent of GDP.

6. The continued current account deficits and substantial external
debt repayments in the next few years will require access to large
scale exceptional financing. With respect to FY 1985/86, external
commercial banks will be asked to refinance 100 per cent of some US$97
million of government-direct and government guaranteed debt maturities
falling due during the year. Also, official bilateral creditors will
be requested to reschedule a significant portion of principal and
interest payments falling due. On terms equivalent to those granted
last year, reschedulings by such creditors would provide debt relief of
US$97 million. The rescheduling arrangements with commercial banks and
multilateral agreements under Paris Club will be concluded by August 31,
1985. Finally, Jamaica has received commitments from donor countries
for new financing of about US$230 million. In respect of FY 1986/87,
rescheduling and new borrowings of a similar magnitude will be needed.

7. All official external payment arrears were eliminated at the end

of April 1985 and the remaining private sector arrears of US$9.7 million
will be cleared by mid-June 1985. Thereafter, no external payment
arrears will be accumulated. Net international reserves are programmed
to improve by US$81 million during FY 1985/86 and the Bank of Jamaica
will maintain sufficient liquid foreign reserves to meet seasonal
variations in payments without accrual of arrears. 1In FY 1986/87 the
government has targeted an improvement in net international reserves in
the range of US$80 - 100 million. There will be no new restrictions on
current transactions.

8. The Foreign Exchange Auction System has gained wide acceptance within
the Jamaican community and the Government believes that this system

should continue unchanged. Currently, those who bid for resources from
the Auction are required to pay the bid price rather than the marginal
price if their bids are accepted. This "Dutch” bidding system which
might give rise to a multiple currency practice, was approved temporarily
by the Fund and the Government seeks extension of the approval through
October 1985.
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9. A sustained reduction in the central government budget deficit is
needed over the medium term. For 1985/86 new measures are needed to
offset the decline of bauxite revenues relative to GDP of 2 percentage
points and the projected increase in interest payments relative to GDP
of a similar magnitude. The Government has already undertaken tax
measures and intends to implement expenditure reduction measures, in
order to restrict the overall Central Government deficit to 6.8 per

cent of GDP in FY 1985/86 - about the same level as in FY 1984/85.

In FY 1986/87 the deficit is targeted at around 4 per cent of GDP.

Stamp duties were increased as of April 13, 1985 and are estimated to
yield an additional 2.8 per cent of GDP. The Government has reduced
special exemptions from duties for importation of equipment and other
goods by manufacturers. The Government will also modify the incentives
provided under the various investment laws, so as to tailor exemptions
to the specific need of each industry and minimize revenue losses.

State enterprises will also be required to pay import duties and levies,
including the recently increased stamp duty. On the expenditure side,
public sector wage payments and other current outlays will be
restrained. The Government recognizes that its ability to attract and
retain staff at critical management, professional, and technical levels
depends on appropriate compensation. An administrative reform programme -
has been put in place with the assistance of the World Bank, to address
this issue. However, consistent with the need to reduce current outlays
in real terms in FY 1985/86 and in subsequent years, the Government

will contain increases in the wage bill and continue implementing the
staff adjustment programme designed to make the public sector smaller
but more effective.

10. Achievement of the targeted Central Government overall budget

deficit of around 4 per cent of GDP in FY 1986/87 will require further
major adjustment measures in that year. A tax reform package designed

to improve incentives to productive sectors, will begin to be implemented.
The planned reforms in income tax aim to reduce tax rates, widen the

tax base and harmonize individual and corporate taxation. Reforms in
indirect taxes will introduce a broad-base general consumption tax and
thereby rationalise existing excise, consumption and import taxes.

These reforms may result in a revenue loss. Further adjustment of
expenditure will therefore be required and as a first step, the Government
of Jamaica will identify and implement in FY 1985/86 a detailed programme
of recurreat expenditure reductions equivalent to 2 per cent of GDP on

an annual basis.

11, The Government has identified measures to reduce recurrent
expenditure in an amount of J$128.0 million on an amnual basis (1 per

cent of GDP) but which will also provide net savings of at least J$35
million (0.3 per cent of GDP) in the current fiscal year. This set of
measures will be fully implemented by July 15, 1985. Furthermore, the
Government of Jamaica will undertake a comprehensive review of expenditure
in order to identify and implement further cuts in outlays that are
recurrent in nature, equivalent to an additional J$S128.0 million on an
annual basis (1 per cent of GDP). These additional measures will be
identified by September 1985, and fully implemented by December 1985.
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12. The Government will establish a framework for a public sector

budget to embrace the Central Government ministries and departments,

local authorities, statutory agencies and public enterprises as from

FY 1986/87. The three-year public investment programme will be integrated
within this budget process. Finally, budget procedures including

budget formulation and preparation, will be strengthened together with

the system for recording and control of financial commitments and
expenditure, and the provision of timely financial and other reports to
the Ministries of Finance and the Public Service will be improved.

13. Overall, fiscal policy in 1985/86 aims at limiting the consolidated
deficit of the nonfinancial public sector to 5.5 percent of GDP, a
reduction of 1.6 percentage points from the previous year. The rest of
the public sector other than the Central Government is targeted to
improve its position from a surplus of 0.2 percent of GDP to a surplus

of 1.3 percent of GDP. State enterprises which engage in commercial
operations will continue to improve their efficiency and their pricing
policies will be geared to the objective of generating operating surpluses
sufficient to service external and domestic debt and make a major
contribution to financing their investment. The product prices for

such enterprises will be reviewed on a quarterly basis and adjusted as
necessary to reflect changes in the exchange rate and other costs, and

to achieve their financial targets under the programme. The prices of
petroleum products will be adjusted according to an agreed formula

based on maximum and minimum rates of accrual into the Accord Fund of
J$100 million and J$65 million, respectively. In the case of the

Jamaica Commodity Trading Corporation, the prices of its products will

be adjusted on a monthly basis to reflect cost movements. In additionm,
the Corporation will build up a net cash surplus of J$90 million by

March 1986.

1l4. In the monetary policy area the authorities will continue to
restrain expansion in the net domestic credit consistent with the
balance of payments objectives of the programme. The public sector
will not use domestic bank credit on a net basis over the programme
period. The programme projects a net increase in credit to the private
sector from the commercial banks and the development banks of 15 per
cent in FY 1985/86 compared with 1l per cent in the preceding year. To
facilitate the channeling of credit to the priority areas of the
productive sector, the selective credit ceilings on the distributive
sector and personal services will be set so as to reduce outstanding
credit in those areas by 15 per cent during FY 1985/86. For FY 1986/87
private sector credit is expected to grow in line with GDP. To improve
the allocation of financial resources and reduce distortions in the
structure of interest rates the authorities also plan to implement
reductions in the cash and l1iquid assets requirements on the commercial
banks and non-bank institutions on a phased basis beginning later this
year.

15. The Government will continue to pursue flexible interest rate
policies which support the mobilization of savings and efficient
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allocation of resources and assist in achieving the balance of payments .
target. In recent months, the interest rate structure has been raised
through an increase in the minimum savings rate of commercial banks to

18 per cent per annum on April 1, 1985 and 20 per cent per annoum on

May 1, 1985, and the average lending rate of commercial banks is expected
to exceed 28 per cent. The Government will also raise the statutory
limits on the stock of outstanding Treasury Bills to J$1,000 million

by July 15, 1985, and increase the issue of such bills in order to

support the present level of deposit rates. Open market operations of

the Bank of Jamaica will also be undertaken for the same purpose.

Building Societies have adjusted deposit rates to maintain competitiveness
with commercial banks and have given notice of an increase in mortgage
rate from 16 percent to 21 percent per annum effective in June, 1985.

With this upward shift in the interest rate structure real interest

rates have become positive.

16. The Government will continue to pursue its policy to deregulate
the economy and to reduce the scope of public sector involvement in the
market-place. Most of the remaining quantitative restrictions on
imports were removed in April 1985. The incidence of price controls is
low and the Government is committed to eliminating the remaining
specific price controls before the end of 1985. With regard to wages,
the Government will continue to urge moderation in wage settlements in
the private sector.

17. The Government of Jamaica believes that the policies and programmes
set out in the foregoing paragraphs and further elaborated in the
annexed Technical Memorandum of Understanding are consistent with the
strategies, direction and objectives for the improvement of the balance
of payments and the maintenance of a satisfactory level of liquid
reserves. The Government will periodically consult with the Fund in
accordance with the Fund's policies on such consultations, about the
progress being made in the implementation of the programme described and
about any policy adaptations judged to be appropriate for the achievement
of its objectives. In any event, the Government will complete reviews
with the Fund by September 30, 1985, December 31, 1985 and March 31,
1986 on the progress made in implementing the policies affecting demand
management and the exchange system described in this letter and
accompanying annex and, if necessary, will reach understandings in the
context of such reviews on any additional measures as may be needed.

The Government will also reach understandings with the Fund by March 31,
1986 on the policies and performance criteria for the remaining period
of the standby arrangement.

Yours sincerely,

/s/ /s/
Horace G. Barber Edward P. G. Seaga
Governor Prime Minister and

Bank of Jamaica Minister of Finance and Planning
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Technical Memorandum of Understanding

1. This Memorandum describes more concretely certain key targets
and policy understanding of the letter of the Government of Jamaica
dated June 7, 1985, regarding Jamaica's economic program for the period
March 31, 1985 through March 31, 1986.

2. The financing requirement of the central government over the
period from March 31, 1985 through March 31, 1986 will not be more than
J$764 million., This financing requirement will not be more than J$464
million from March 31, 1985 through July 31, 1985, will not be more
than J$595 million from March 31, 1985 through September 30, 1985 and
will not be more than J$730 million from March 31, 1985 through Decem-
ber 31, 1985. For the purpose of this paragraph, the financing require-
ment is defined to be the sum of central government net foreign borrow-
ing valued at the exchange rate prevailing when the loan is disbursed,
net domestic banking system credit, net domestic nonbank borrowing, and
the net domestic credit of the Capital Development Fund, as set out in
attached Tables 1 and 2 which also detail projected quarterly flows.
The central government will not incur any pavyments arrears during the
period March 31, 1985 to March 31, 1986,

3. The stock of net domestic banking system credit to the se-
lected public entities will not increase over the period from March 31,
1985 through March 31, 1986. This stock will not increase by more than
J$27 million from March 31, 1985 through July 31, 1985; will not increase
by more than J$22 million from March 31, 1985 through September 30, 1985;
and will decline by not less than J$53 million from March 31, 1985
through December 31, 1985, For the purpose of this paragraph, selected
public entities are as defined in attached Table 3. Further, during
the period from March 31, 1985 to March 31, 1986, the selected public
entities will not increase the stock of net domestic nonbank credit, or
incur any, payments arrears.

4, The stock of the net domestic assets of the Bank of Jamaica
will be no higher than J$4,176 million from March 31, 1985 through July
31, 1985; no higher than J$4,042 million from March 31, 1985 through
September 30, 1985; no higher than J$4,022 million from March 31, 1985
through NDecember 31, 1985; and no higher than J$3,713 million from March
31, 1985 through March 31, 1986. These ceilings will be subject to
downward adjustments, for any excess over (a) the projected net external
debt disbursements and (b) the projected total external debt reschedul-
ing or refinancing described in paragraphs 7 and 8 below and set out in
attached Table 4 and Table 5. For the purpose of this paragraph 4, the
stock of the net domestic assets of the Bank of Jamaica is defined as
the difference between (i) the sum of the stocks of currency in circu-~
lation (defined as the currency issue minus the amounts held by the
Bank of Jamaica and the domestic commercial banks) and the local cur-
rency counterpart of the gross cumulative allocation of special drawing
rights; and (ii) the stock of net international reserves of the Bank of
Jamaica as defined in paragraph 5 below. For the purpose of this
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paragraph, all foreign assets and liabilities including those denominated
in special drawing rights (SDRs) will be converted into Jamaica dollars
at the accounting rate of USS$1.00 = J$6.20.

5. The net intermational reserve position of the Bank of Jamaica
which was negative 1JS$563 million on March 31, 1985, will not be less
than negative US$567 million through July 31, 1985; will not be less
than negative USS$545 million through September 30, 1985; will not be
less than negative US$527 million through December 31, 1985; and will
not be less than negative USS$482 million through March 31, 1986. The
net international reserve targets will be subject to upward adjustments
for any cumulative excess over (a) the projected net external debt dis-
bursements and (h) the projected total external debt rescheduling or
refinancing decribed in paragraphs 7 and 8 below and set out in attached
Table 4 and Table 5,

Foreign assets of the Bank of Jamaica are defined to exclude the
foreign assets of the Government of Jamaica, and the foreign assets of
the Export Development Fund. In addition, for the purpose of this
paragraph, any foreign exchange held by the Bank of Jamaica to provide
cover on its net forward commitments will be excluded from the foreign
assets of the Bank of Jamaica. Net forward commitments are defined as
forward sales of foreign exchange less forward purchases of foreign
exchange. All foreign assets acquired in the form of swaps from foreign
and domestic entities will be excluded from the foreign assets of the
Bank of Jamaica. Swaps are defined as reversible purchases of foreign
assets in exchange for domestic currencies or obligations.

Foreign liabilities of the Bank of Jamaica are defined to include
(i) promissory notes related to any prepayment of exports; (ii) any new
borrowing by the Government, Bank of Jamaica or any public sector entity
with a maturity of less than one year not directly related to imports;
and (iii) external payments arrears. All reserve liahilities shown in
the attached Table 6 will continue to be treated as such, irrespective
of any change 1in maturity. No new external payments arrears will be
incurred during FY 1985/86. Arrears are defined to include all external
payments arrears, 1lncluding overdue obligations of the Bank of Jamaica,
the Government or governmental entities, and to exclude the "programmed
refinancing” specified in Table 4, which has been derived under the
assumption that the listed payments will be rescheduled in 1985 on terms
equivalent to those obtained under the 1984 rescheduling agreements with
commercial banks and official bilateral creditors. 0Overdue replenishment
obligations by the Bank of Jamaica to the EDF will also be considered
arrears., Undue delays”™ for the purpose of defining arrears will include
any delays of more than seven banking days beyond the date on which pay-
ments are due. All assets and liabilities in SDRs will be converted
into U.S. dollars at the accounting rate of SDR 1 = US$1l. Assets and
liabilities in foreign currencies will be converted into U.S. dollars
at cross exchange rates prevailing on March 31, 1985.
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6. The uncovered forward position of the Bank of Jamaica (or any

-subsidiary) will not at any time exceed US$2 million. Further, the

total forward commitments of the Bank of Jamaica (or any subsidiary)
whether covered or not, will not at any time exceed US$10 millionm.
The uncovered forward position is defined as the sum, in foreign
exchange, of forward sales of foreign exchange less forward purchases
of foreign exchange plus spot purchases of foreign exchange for the
purpose of providing forward cover.

7. The change in the stock of medium— and long term external debt
of the public sector (defined as consisting of the Central Government,
local government, the group of selected public sector entities, any
other public sector entity, the Bank of Jamaica, and of the private sec-
tor with a government guarantee) will not exceed US$55 million between
March 31, 1985 and July 31, 1985, USS$110 million between March 31, 1985
and September 30, 1985, USS124 million between March 31, 1985 and Decem-
ber 31, 1985, and US$205 million between March 31, 1985 and March 31,
1986. Furthermore, during the period any change in this stock in excess
of US$55 million between March 31, 1985 and July 31, 1985, US$90 million
between March 31, 1985 and September 30, US$104 million between March 31,
1985 and December 31, 1985, and US$185 million between March 31, 1985
and March 31, 1986 will lead to adjustments in the net domestic assets
and the net international reserve targets described in paragraphs 4 and
5 above., The gross disbursement of external debt of the public sector
with an original maturity range of between 1-5 years will not exceed
US$31 million between March 31, 1985 and July 31, 1985, USS59 million
between March 31, 1985 and September 30, 1985, USS80 million between
March 31, 1985 and December 31, 1986, and US$98 million between March 31,
1985 and March 31, 1986. All projected changes in the stock of external
debt are set out In Table 4. For the purpose of these ceilings, the
definition of debht (a) will exclude Bank of Jamaica reserve liabilities,
and other horrowing with a maturity of less than one year; (b) will
exclude gross inflows associated with project financing by multilateral
and other official development agencies; and (¢) will include the repay-
ment of arrears on debt., Fxternal debt transactions will be expressed
in U.S. dollars, with conversions from other currencies effected at the
exchange rates prevailing when the loan 1is disbursed.

8. External debt rescheduling or refinancing between March 31,
1985 and March 31, 1986 from external commercial banks, and official
bilateral creditors in excess of US$202 million will lead to adjustments
in the net domestic assets and the net international reserve targets
described in paragraphs 4 and 5 abhove. Any external debt rescheduling
or refinancing in excess of US$63 million between March 31, 1985 and
July 31, 1985, USS97 million between March 31, 1985 and September 30,
1985, and US$149 million between March 31, 1985 and December 31, 1985
will be added to the reserve target, For the purpose of this ceiling,
external debt rescheduling or refinancing will exclude Bank of Jamaica
reserve liabilities. The projected changes in the external debt
rescheduling or refinancing are set out in Table 5.
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9. Total disbursements of medium— and long—-term external loans
for capital projects by the public sector, other than the Central
Government, will not exceed US$68 million between March 31, 1985 and
March 31, 1986.

10. The stock of short-term external debt of the public entities
listed in Table 7 which was US$116 million as of March 31, 1985 will
not increase by more than US$20 million between March 31, 1985 and
March 31, 1986. The stock of short~term external debt of public enti-
ties not listed in Table 7 will not increase. Short—term credit is
defined as loans with original maturities of less than one year, includ-

ing trade and suppliers' credits.

11. During the program period, the Government does not intend to
introduce any multiple currency practice or impose new or intensify
existing restrictions on payments and transfers for current interna-
tional transactions or, for balance of payments reasons, introduce new
or intensify existing restrictions on imports, and will not enter into
bilateral payments agreements with member countries of the Fund.
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Jamaica:

Operations--1985/86 1/

(In millions of Jamaica dollars)

ATTACHMENT TO ANNEX

Summary Central Government

April 1- April 1- April 1- April 1-

July 31 Sept. 30 Dec. 31 March 31
Total revenue 890.8 1,438.7 2,288.7 3,406.5
Tax revenue 721.9 1,114.7 1,731.9 2,541.2
Tax measures 93.1 142.5 226.1 319.0
Nontax revenue 16.8 36.5 65.5 139.9
Bauxite levy 43.0 112.0 181.0 264.0
Grants 16.0 33.0 84.2 142.4
Total expenditure 1,354.7 2,033.0 3,018.7 4.,170.7
Current 1,164.7 1,753.0 2,538.5 3,392.1
Capital 190.0 280.0 480.2 778.6
Overall balance -463.9 -594.3 -730.0 -764,2
Financing 463.9 594.3 730.0 764.2
Net external 387.9 599.2 919.8 1,452.6
Net domestic 76.0 -4.,9 -189.8 -688.4

Capital development

fund

Sources:

Ministry of Finance and Planning; and Fund staff estimates.

1/ This presentation excludes an estimated J$80.6 million of
deductions from the bauxite levy in repayment of an advance on the

levy from 1982/83.

and the financing would be J$683.6 million.

By including this repayment, the overall deficit
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Table 2. Jamaica: Central.Government Financing
11985/86 (Cumulative)

(In millions of Jamaica dollars)

April 1- April 1- April 1- April 1-
July 31 Sept. 30 Dec., 31 March 31

Total (net) 463.9 594.3 730.0 764.2
Net external 387.9 599.2 919.8 1,452.6
Inflows 861.8 1,298.1 1,994.7 2,911.5
Project loans/supplier

credits 68.3 112.5 181.5 250.5
Donor countries 270.5 499.1 858.7 1,184,2

United States (255.2) (471.2) (812.2) (1,128.4)

United Kingdom (3.0) (9.3) (18.6) (27.9)

Germany (12.3) (18.6) (27.9) (27.9)
Multilateral - IBRD

(SAL) 170.5 170.5 170.5 418.5
Rescheduling 352.5 516.0 784.0 1,058.3
Outflows -473.9 -698.9 -1,074.9 -1,458.9
Net domestic 76.0 -4,9 -189.8 -688.4
Banking system (net) 45,0 -84 .9 -309.9 -805.0
Other domestic (net) 31.0 80.0 120.0 161.6
Memorandum item:
IMF presentation
Total (net) 443.7 554,0 669.5 683.6
Total (net) (as above) 463.9 594 .3 730.0 764.2
Repayment of bauxite

levy loan (tolling) -20,2 -40.3 -60.5 ~80.6

Source: Ministry of Finance and Planning; and Fund staff estimates.
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Table 3. Jamaica: Selected Public Entities

Airports Authority of Jamaica
Alr Jamaica Limited

Banana Company of Jamaica Limite
H.E.A.R.T. (Human Employment and Resource Training)
Jamaica Broadcasting Corporation

Jamaica Commodity Trading Company Limited

Jamaica Develo pment Bank

Jamaica International Telecommunications Limited

Jamaica Merchant Marine Limited

Jamaica Mortgage Bank

Jamaica National Investment Company Limited

Jamaica Omnibus Services Limited

Jamaica Public Service Company Limited

Jamaica Railway Corporation

Jamaica Telephone Company Limited

Montego Bay Bus Company

National Hotels and Properties Limited

National Housing Corporation Limited

National Housing Trust

National Insurance Fund

National Sugar Company Limited/Jamaica Sugar Holding Ltd.
National Water Authority/Water Commission

Petroleum Corporation of Jamaica /Petrojam/Accord Fund
Port Authority of Jamaica

Sugar Industry Authority

Urban Development Corporation

-
u
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Table 4. Jamaica: Cumulative Net Disbursements of
External Debt

1985/86
March 31~ March 31- March 31- March 31-

July 31 Sept., 30 Dec. 31 March 31

Inflows 173.0 270.0 409.3 594.0
Bilateral 48.0 89.0 157.0 228.0
United States (41.0) (76.0) (131.0) (187.0)
Canada (2.0) (4.0) (8.0) (13.0)
United Kingdom (0.5) (1.5) (3.0) (4.5)
Germany (2.0) (3.0) (4.5) (4.5)
France (2.5) (4.5) (6.5) (9.0)
Italy (--) (--) (4.0) (10.0)
Multilateral 37.0 42.0 50.0 98.0
World Bank (28.0) (28.0) (28.0) (68.0)
IDB (9.0) (14.0) (22.0) (30.0)
Other 25.5 " 45.0 60.0 75.0
Rescheduling 62.5 94.0 142.3 193.0
Commercial banks (31.2) (45.9) (73.9) (96.5)
Of ficial creditors (31.3) (48.1) (68.4) (96.5)
Outflows ~118.4 ~-180.1 -305.8 -408.8
Net disbursements 54.6 89.9 103.5 185.2

Source: Bank of Jamaica.
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Table 5. Jamaica: Cumulative Disbursements of Rescheduled
Dichl1d n Noahtr Cawmerd ms Dassmmani o
ruuiLLC vewuL oerlvice l.'dylllclll.ﬁ

(In millions of U.S. dollars)

1985/86
March 31- March 31- March 31- March 31-
July 31 Sept. 30 Dec. 31 March 31
Total 62.5 97.0 148.3 202.0
Commercial banks 31.2 45.9 73.9 96.5
Official creditors 31.3 51.1 74 .4 105.5

Source: Bank of Jamaica.
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TO ANNEX

Table 6. Jamaica: Net International Reserves of the
Bank of Jamaica

(In millions of U.S. dollars)

Actual Proj.
March 31 July 31 Sept. 30 Dec. 31 March 31
1985 1985 1985 1985 1986
Net international
reserves -562.7 ~566.6 ~544,7 -526.2 -481,3
Assets i%1i.5 113.7 141.1 i32.0 158.2
Liquid 61.1 1.0 21.1 12.0 38.2
Nonliquid 130.4 112.7 120.0 120.0 120.0
Liabilities 754.,2 680.3 685.8 658.2 639.5
IMF 1/ 623.6 631.0 636.5 622.9 604.2
Commercial banks 2.0 2.0 2.0 2.0 2.0
Central Bank of Libya 42.0 42.0 42 .0 28.0 28.0
Marubeni 9.1 i - -— -
Norway Consultancy Fund 0.7 0.7 0.7 0.7 0.7
CARICOM 4.6 4.6 4.6 4.6 4.6
Payments arrears (n.i.e,) 72.2 - - - -

Sources: Bank of Jamaica; and Fund staff estimates.

1/ SDRs converted at USS1l = SDR 1.
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Table 7. Jamaica: Stock of Short-Term External Debt

at March 31, 1985

(In millions of U.S. dollars)

Air Jamaica

JAMINTEL

Jamaica Broadcasting Corporation

Jamaica Commodity Trading Corporation
Jamaica Public Service Company

Jamaica Telephone Company

National Sugar Company/Ja. Sugar Holdings
Petroleum Corporation of Ja./Petrojam
Sugar Industry Authority

TOTAL

0'5

1'3

85.2

116.2






