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JAMAICA: COUJNTRY DATA SHEET Page 1 of 2

AREA: 10.99 (thou sq. km.) POPULATION: 2.4 Mtn (1992) DENSITY: 218 per km2
RATE OF GROWTH: 0.8 509 per km2 of

arable land

POPULATION CHARACTERISTICS HEALTH
Crude birth rate (per 1000): 24 Infant mortality (per 1000 live births): 15
Crude death rate (per 1000): 5 Population per physician: 2044

Population per hospitaL bed: 300

INCONE DISTRIBUTION ACCESS TO ELECTRICITY
X of National Income - highest quintile: 49 X of PopuLation - urban: 100

lowest quintile: S - rural: 92

EDUCATION
ACCESS TO SAFE WATER Adult literacy rate CX) 82
X of Population - urban: 95 Primary school enrollment

- rural: 46 - (X of relevant age group): 97
Secondary school enroLlment

NUTRITION - tX of relevant age group): 74
Calorie intake as X of requirements: 116
Daily caloric supply per capita: 2590

GNP PER CAPITA (USS 1992) a/ : 1340

GROSS NATIONAL PRODUCT (1992)
Us$ SHARE IN GROSS NATIONAL PRODUCT
Mn. X 1981-90 1991 1992

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

GNP at mrket prices 2,815 100.0 100.0 100.0 100.0
Gross domestic investmnt 648 23.0 23.7 23.2 23.0
Gross national saving 674 23.9 12.5 13.6 23.9
Current account balance - BOP

Before official grants 25 0.9 -11.4 -10.1 0.9
Exports of goods & NFS 2 250 79.9 54.5 69.4 79.9
Ilport of goods & NFS 2,110 75.0 59.9 68.6 74.9

OUTPUT, EMPLOYnENT AND
PRODUCTIVITY IN: 1992

992 Value Added Emptoyed Labor Force 1992 Value Added
USS# In X (Thousards) X Per Worker CUSS)

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

Ayricultte 252 7.9 247 27.3 1017.1
Ni ning 298 9.4 6 0.6 .51370.6

anufacturing 627 19.7 102 11.3 6152.0
Services 2,003 63.0 551 60.8 3636.9

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

Total/Average 3,180 100.0 906 100.0 3507.7

GOVERNMENT FINANCE
Consolidated

Central Goverrmnent - X of GDP General Goverrunent - X of GDP
............... ................... . ...... . . . . ----------------.--------------...--...... .

FY 1990 FY 1991 FY 1992 FY 1993 (Prel.) FY 1990 FY 1991 FY 1992 FY 193 (Prel.)
......... ... ...... ........... .... ........ ..... ....... . ....... ....... ........... .......

Current receipts 28.7 27.4 27.0 29.6 32.4 31.4 31.8 34.5
Current expenditures 24.8 22.5 21.2 22.1 25.9 23.5 22.2 23.2
Current surpluS 3.9 4.9 5.7 7.5 6.5 7.9 9.6 11.3
Capital receipts 2.0 2.1 2.4 1.0 0.0 0.0 0.0 0.0
Capital expenditures 6.2 4.1 4.7 5.5 8.2 6.2 6.5 7.0
Overall balance -0.2 2.8 3.4 3.0 -1.6 1.7 3.1 4.3

a/ World Bank Atlas methodology.
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1987 1988 1989 1990 1991 1992
. . .. -- - - - .... ---

(JS milLion)
MOREY, CREDIT AND PRICES

Money and qesi -money 6,215 7,730 10 393 11 466 13,897 22357
Bank credit to public sector 6,006 1,686 6,006 6,608 6,507 8987
Bank credit to private sector 3,150 4,248 5,528 7,140 8,467 10854

(Percent)

Money as X of GDP 37.4 39.8 44.5 37.6 31.5 30.6
Ceneral price Index (1988.100) 95.4 103.4 118.0 143.9 217.5 385.5

Armual percentage chanVes In:
Gwneral price index -- 8.4 14.1 21.9 51.1 77.2
Bank credit to pubiLc sector -- -71.9 256.2 10.0 -1.5 38.1
Bank credit to private sector -- 34.9 30.1 29.2 18.6 28.2

MERCHANDISE EXPORTS
(Avg. 1989-92)

BALANCIE OF PAYMENTS USS Mtn. 

1989 1990 1991 1992 Bauxite 104 9.5
----- .... .... ---.. Aluina 529 48.5

(USS mIllion) Sugar 81 7.4
Bananas 36 3.3

Exports of goods * NFS 1 941 2 247 2 188 2,250 Other Traditional 44 4.0
lrports of goods L NFS 2.291 2,340 2,163 2,110

Non-Traditional 250 23.0
Resource balance (350) (93) 25 140

Re-exports 46 4.2
Net factor Income (435) (510) (489) (362)
Net private transfers 300 159 161 248 TOTAL 1,089 100.0

Current account balance (485) (444) (304) 26

Direct foreign Investment 57 138 68 101 EXTERNAL DEBT, DECEMBER 31, 1992 b/tUSS Mtn.)
officiaL transfers/grants 194 123 113 92 ---------------------------------------------
Net MLT borrowing (35) (140) 46 (34) Pubtic debt, inc. IMF & guaranteed 3953.0
Disbursements 291 264 432 308 Non-guaranteed private debt 28.0
AmortizatIon 327 403 386 342 .........

Other capitaLt 99 415 23 51 TotaL outstanding & disbursed,
including IMF. 3981.0

Capital account 315 537 250 210

Net change In reserves 170 (93) 54 (235) DEBT SERVICE RATIO FOR 1992 a/ b/ c S
i- * Increase)

P-ubLic debt, Iicl. iMF 4 guaranteed 40.7
Non-guaranteed private debt 0.3

Total outstanding 4 disbursed,
including IMF. 41.0

EXCHANGE RATES
Annual Averages

1988 1989 1990 1991 1992
---- -------------------------------- - IBRD/IDA LENDING, Decefber 1992 (USS Mtn.)

USS1.00-JS 5.49 5.76 7.29 12.72 22.97 .........................................
JS1.OO-USS 0.18 0.17 0.14 0.08 0.04 IBRD IDA

Outstanding & disbursed 593.7
Undisbursed 161.8
Outstanding Inc. undisbursed 755.5

I/ Debt service as percentae of exports of goods, services and private transfers.
b/ Excluding short-term debt.
c/ Scheduled payments.

Sources for Country Data Sheet: Social indicators (income distribution, health, density, area);
Human Development Report 1991, U.N. (safe water, nutrition, electricity, primary school enrollment);
Plnning Institute of Jamaica (literacy); World Bank Atlas 1994 (population, GNP per capita);
Jirica CEN Statistial Appendix (all economic veriables).



PREFACE

As part of the Bank's assistance strategy for Jamaica, this report presents a vision of
how the economy can make the transition from stabilization to growth and reduce poverty
through economic development. The report combines a Poverty Assessment with a Country
Economic Memorandum. Such reports are often issued separately, but we have combined them
because reducing poverty and restoring long-run growth call for so many of the same policies
in Jamaica -- enhancing human capital, improving infrastructure for poor rural and urban areas,
and removing policy distortions that discourage labor-intensive activities in the formal sector.
Chapter 1 examines the pattern of growth in Jamaica and suggests how to accelerate it. Chapter
2 assesses the pattern of poverty and identifies a pattern of development to reduce it. The
policies for growth and poverty reduction can and need to complement each other, so the
remaining three chapters look at them together. Chapter 3 focuses on public policies to sustain
the macroeconomic framework. Chapter 4 examines policies to improve incentives and
regulations for the private sector. Chapter 5 looks at public spending, particularly in the social
sectors.

Based on the analysis presented here, the report makes a number of policy
recommendations but does not lay out operational action plans for achieving all of them. This
is being done in other contexts, such as the government's Medium Term Policy Framework,
currently in preparation, and the action plans for specific projects.

The core team that visited Jamaica in November 1992 and is responsible for preparing
the report comprised:

Steven Webb, Team Leader
Anne Maasland, Macroeconomist and Poverty Specialist
Jaume Ventura, Trade and Macroeconomist

Jill Armstrong contributed the sections of Chapter 5 dealing with social programs of the
Government and Bank. Jamil Mubarak went with the mission and gathered new statistical
information, particularly on investment and taxes. Ginger Reich, Eliza Wmters, and Kenneth
Xu provided further inputs to the data base and prepared the figures and tables. Dennis Brown
and John Harrison, consultants supported by British ODA, worked with the mission in the field,
and Brown produced a background paper on the sociological and employment factors underlying
poverty. Charles McLure, Jr. and Hernando Garzon visited Jamaica on a separate mission and
prepared papers on tax policy and tax administration, which served as background for this
report. Jose Sokol, Lead Economist, also joined the mission and provided valuable guidance
and comments throughout the preparation of the report. Fred Kilby contributed valuable
suggestions as the peer reviewer. Elizabeth Forsyth helped edit the manuscript.





EXECUTIVE SUMMARY

JAMAICA: A STRATEGY FOR GROWTH
AND POVERTY REDUCTION

TIme for the Long View

L. Jamaica now has a long-awaited breathing space in which to sustain and complete
the structural reforms necessary to restore growth and reduce poverty. For the first time in
almost a decade, the country does not face a major financial crisis, macroeconomic imbalance,
or negative external shock. Per capita income has slowly started to grow over the past few
years, with more than proportional effects in reducing poverty. Recent policy measures warrant
optimism, but not contentment. The government needs to continue with its planned reforms,
particularly of the public sector, and to sustain the achievements already made.

ii. Three problems stand out in Jamaica's economic experience with growth since
independence. First, growth has been too slow on average and too often negative. Second, it
was achieved very inefficiently in the sense that Jamaica borrowed and invested a lot, forgoing
welfare in the past and future without the commensurate results. Third, growth has only
recendy started to break down the economic dualism that Jamaica shares with many other
developing countries. Growth in the enclaves of the formal sector still does not draw enough
labor and material inputs from the informal sectors.

Private Sector Investment and Growth

iii. The private sector in Jamaica has become the engine for growth and poverty
reduction, but more investment is needed to expand this engine more rapidly. Private firms have
increased their share in economic activity and have become more export oriented, especially in
the service sectors, while the public sector has shunk in absolute terms and even more as a
share of the economy. Statistical analysis of the period since the late 1970s shows that increased
private investment leads to increased growth, after about a two-year lag. The extreme
inefficiency of investment in the 1970s and 1980s-slow or negative economic growth while
investment remained a substantial share of spending-seems to have been associated with the
small share of private investment, high government deficits, and stop-go policies in those years.
Quantitative analysis shows that high government consumption and deficits have a serious
negative effect on growth because they crowd out private investment and encourage private
savings to flee abroad. Potential access to international financial markets and the overseas
savings of Jamaicans means that the attractiveness of the economy for investors is the immediate
constraint, but increased domestic saving will be needed to sustain higher investment and
growth.

iv. While public sector employment has shrunk over the past decade, private sector
employment has grown rapidly enough to bring unemployment rates down from around 25
percent in the early 1980s to around 15 percent today. This has helped reduce poverty, but
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much remains to be done. Most of the poor are employed in the private sector, but their
productivity is low and therefore so are their eamings. Increasing the earning power and
opporunities of the poor in the private sector is central to the development strategy.

v. A fundamental problem with Jamaica's past pattern of development is that it has
not gone far enough in breaking down the dualistic economy. A sharp contrast remains between
the low-wage, capital-starved, largely informal or rural sectors and the capital-intensive, high-
wage sectors. Nevertheless, linkages exist between them, and both groups are modem in the
sense that they interact with the world market: small farmers grow bananas and coffee for
export, small shops sell goods to tourists, low-wage labor finds employment in the free trade
zones, and informal commercial importers bring in goods from Miami and Panama.

vi. The duality arose in the past from a combination of domestic policy, international
corporate strategy, and market imperfections that steered most investment-physical, human,
and technological-into a few already capital-intensive parts of the economy. To get more
capital into the labor-intensive sectors, where it can reduce poverty, the first steps were to stop
the trade, tax, and financial policies that encouraged over-investment in large-scale and capital-
intensive activities. The next steps involve removing the policies, such as wage taxes, and
mitigating the market imperfections, such as information costs, regulatory bottlenecks, and free-
rider problems in providing infrastructure, that hold too much labor in the already labor-
intensive activities and that restrict the flow of capital there. Improved incentives for growth
and investment in labor-intensive activities would complement increased overall capital intensity
and labor productivity. The need is to spread the increase of capital more evenly and more in
line with economic rates of return for society as a whole.

vii. The government should support the private sector without trying to dictate the
directions for its growth. Most efforts at directing the details failed drastically in the 1970s and
1980s. Agroindustry, informatics, tourism, and light manufacturing have grown strongly in
recent years, without heavy-handed government intervention, but they still face constraints that
caU for improvements in the relevant regulations, infrastructure, and training of labor. A major
cause for optimism is that the current government, as well as the main opposition party, have
good relations with the private sector, and each seeks to help the other. The government's
relation to the private sector has started on the next stage of cooperation-moving beyond
political and business leaders making friendly speeches on the same platform and into a
partnership of worldng out the details of designing infrastructure, regulations, and procedures.
The government needs to continue and deepen its efforts to improve the critical aspects of the
business environment for the private sector.

viii. Better protection of persons and property rights is urgently needed to promote
poverty-reducing growth, as well as to improve the overall quality of life. Crime is costly for
big firms, which hire security forces, buy insurance, and pass along the cost to the customer.
Even greater cost is incurred by the small business or farm that cannot afford adequate
protection and therefore suffers large losses or simply declines to make otherwise profitable
investments for fear that the capital or the profit will be stolen. Crime also imposes a high cost
on workers who find that employers have located away from poor quarters of the city, for fear
of crime, or have not come to the island at all.

ii



ix. The structure of demand for labor in Jamaica, which leads to underemployment
of low-skilled workers, has also led to emigration, especially of educated and highly skilled
people. Net emigration has persisted because of population pressures, but many people also
return to Jamaica. Increasing the growth rate of gross domestic product (GDP) and of per capita
disposable income after external debt service will both require and help create an economic
environment that attracts Jamaicans, as well as others, to employ their financial, physical, and
human capital in Jamaica.

Poverty

X. A socially unacceptable portion of the population is below the poverty
line-around one-third-but reforms since the mid-1980s have sped up growth and shifted it to
directions that have more than proportional effects in reducing poverty. Although the fraction
of population below the poverty line rose sharply in 1991 because of macroeconomic instability,
it declined again during 1992 as the positive effects of stabilization and other improved economic
policies became evident.

xi. Virtually all poor households in rural areas have one or more persons employed,
and the great majority in urban areas do as well. Thus, poverty in Jamaica is now mainly a
problem of the working poor, which contrasts with the situation a decade ago when
unemployment was more than 20 percent overall and was much higher among the poor. Poor
workers may have jobs now, but demand for their labor is not strong enough to push up real
earnings, and they lack the skills and often the geographic access to good-paying jobs. In
contrast, employers face shortages of skilled workers. To reduce poverty, the economy must
be restructured in ways that increase the demand for labor in the private sector, particularly for
low to moderately skilled labor. The skdlls of the poor need to be enhanced, and the flows of
communications and transportation need to be improved between businesses and the poor they
might employ.

xii. The effects of poverty are in most cases being mitigated, through existing social
programs, family ties, or a traditional rural location. The main challenge is to reduce poverty
itself. Starvation is virtually nonexistent, infant mortality rates are low by the standards of
middle-income countries, and severe malnutrition is not pervasive. More than two-thirds of the
poor are in the rural areas, so a large fraction of them have some opportunity to grow their own
food. The urban poor, though smaller in number, may suffer more because they lack affordable
housing and decent public transportation, suffer from high crime rates, and cannot grow their
own food. Nutritional social safety nets are in place and well targeted but need increased
funding.

xiii. To raise their incomes, the poor need more education and training to enhance the
value of their labor, better employment opportunities for their labor, and more access to credit
and land to complement their labor. Evidence from many countries indicates that the highest
social returns come from public spending that concentrates on providing at least good basic
education for all the population. Education is the need that takes the longest lead time and that
the government can address most efficiently, so it deserves highest priority.

iii



xiv. The prevalence of poverty in rural areas reflects the inadequacy of economic
development there and the lack of a strategy to accelerate it. Trade liberalization and the
removal of general food subsidies have improved incentives for efficient agricultural production
for export and domestic consumption and seem to have had a positive impact on agricultural
output and incomes. But little is being done to provide small farmers with the infrastructure,
information, and training needed to take advantage of the improved incentives. Growth of
incomes in rural areas would be much more effective in reducing the number of poor than
comparable growth in urban areas: five times more effective if distribution in each area stayed
the same.

xv. Urban and rural poverty are linked through the labor market. Small farmers are
the largest occupational group among the poor, so a successful poverty strategy must raise their
earnings and those of their children. Some individuals will be able to do this while remaining
in farming, but probably the majority will have to move into some other rural economic activity
or gain access to the urban labor market. Improving transportation would do a great deal to
increase opportunities for diversified rural development and for rural residents to participate in
urban economic development.

xvi. Compared with their position in most developing countries, women have a
relatively good position in the Jamaican economy and society. They have good access to
education and, once household composition is controlled for, are no more likely than men to be
poor. Nevertheless, unemployment is higher for women and wages for comparable jobs are
lower, indicating the need for furither progress.

Polides for Encouraging Growth and Redudng Poverty

xvii. Accelerating growth in a sustainable way will do the most to reduce poverty. The
government has limited resources and therefore needs to focus its efforts on tasks that the private
sector cannot perform adequately and on areas where its own resources will have the maximum
leverage: removing anti-growth and anti-labor biases from the incentive structure, assuring
macroeconomic stability, and targeting expenditure for infrastructure, environmental protection,
and human resource development. The government recognizes that reform of the public sector
must increase its efficiency and make its revenues more reliable. Putting together the action
plans to implement the recommendations here exceeds the scope of this report, although it does
note areas where the govemment already has such plans.

Macroeconomic Framework

xviii. Strong private investment by Jamaicans and foreigners is necessary to accelerate
growth and will come only as stability of the macroeconomic situation convinces investors that
they need not fear unexpected inflation, massive devaluation, exchange controls, tax hikes, or
cuts in infrastructure services. While the rich react to macroeconomic instability by withdrawing
from the local economy, the poor have no choice but to suffer the ill effects of an inflation tax
on their savings and on the real value of government social services. Thus, assurance of price
stability and sound public finances are needed both for reducing poverty and for encouraging
private sector growth. The government is committed to a strong macroeconomic program.

iv
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Strengthening the autonomy of the Bank of Jamaica would be one way to institutionalize this
commitment, enhance its credibility, and thus improve the private sector response.

xix. For the second year in a row, the public sector in 1993/94 operated with a budget
that gave an overall surplus, even after Bank of Jamaica losses, and that was in line with the
fiscal surplus targets in the program agreed with the World Bank and the International Monetary
Fund. Given the past record of fiscal mismanagement, establishing credibility of the currently
good macroeconomic framework will require sustaining fiscal surpluses for a few years. This
would also help reduce the inflexible demand of Jamaica's high debt burden. A good aggregate
fiscal position is necessary to avoid discouraging private investment, but it is far from sufficient.
The government is preparing a reform of tax administration and is continuing with reforms of
tax policy, which wil help sustain a sound fiscal position while allowing eventual reduction of
tax rates. Sustaining fiscal stability will also require greater efficiency in the public sector.

xx. Improving the exchange rate system has been critical for encouraging export-
oriented growth. The Jamaican doUar has traded freely in the parallel (bilateral private) market
since September 1991, and foreign exchange deposits have grown from zero to over $500
million. Further, reforms of the foreign exchange system in June 1993 allowed the interbank
rate to respond to market forces and restore export competitiveness. A large share of
transactions are now done outside the interbank market, but the rates have converged.
Procedures must be developed further to reduce volatility of the rate, unify the markets fully,
and assure access of the government to foreign exchange to meet its needs. The govemment is
taking care to deal with these issues in a way that does not disrupt the operation of the unofflcial
market, which now meets the needs of the private sector. The government may also need to
develop a strategy for managing the macroeconomic effects of the large foreign exchange inflows
that the current policy stance might induce. The business environment would need to encourage
the financial inflows to move into productive investment.

xxi. The debt overhang remains large; domestic and foreign debt service consumed
almost half of tax revenues in FY1992/93, even though the debt to GDP ratio has come down
greatly since its peak in 1985. Assuming that Jamaica succeeds with its program to sustain large
primary fiscal surpluses (which are necessary to have even modest overall surpluses) and to have
positive per capita GDP growth, then debt service will decline as a fiscal burden in absolute terms
and even more rapidly as a share of GDP and government revenues. This will give the
govemment options to cut ta rates and to switch spending for selected purposes. As with a
commodity boom, which will then taper off as the debt reduction phase slows down, using the
freed up resources efficiently to promote sustainable economic growth will be a serious if
pleasant challenge.

Incentives and Regulation

xxii. Reducing poverty requires implementing reforms to the incentive structure that
will also contribute to more efficient growth. This conclusion follows from the recognition that
most poverty results from the inefficient use and under-use of the land and labor of the poor.

xxiii. As the private sector increases its share of economic activity, more of the effect
of govemment will come through the regulatory and incentive structure it presents, rather than
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through budget and spending processes. This report discusses the effects of macroeconomic
stabilization, trade and exchange rate policy, domestic taxe, financial sector policy, and
protection of persons and property. To overcome the dualism in the economy more rapidly,
policies need to encourage firms to move from the informal to the formal sector as they grow.
In a recent survey of small-scale manufacturing enterprises, almost half of the respondents stated
that the major deterrents to legal and regulatory compliance were that the procedures were
complex, took too much time and trouble to follow, and were too costly. Regulations should
be simplified and oriented more to the needs of business.

xxiv. Although some trade reforms in the 1980s, such as eliminating quantitative
restrictions, made the system more transparent, the barriers to imports remained high. This
encouraged more capital-intensive production, because labor-intensive sectors tend to have
international comparative advantage. Trade policy measures in the 1990s increasingly recognize
that export promotion offers the best prospects for sustaining economic growth and generating
more productive job opportunities. The poor have benefited from recent reforms that removed
distortions favoring industry at the expense of agriculture and encouraging the use of capital over
labor. More trade liberalization is scheduled in the next two years, and the effects need
monitoring. Ultimately, there should be little dispersion across tariff rates and a low average
rate. Eliminating most stamp duties and agreeing on a lower common external tariff (CET) for
CARiCOM were important steps. At the October 1992 meeting of CARCOM, Jamaica took the
lead in securing an agreement to bring the CET in steps from a 0-45 percent range to a 5 to 20
percent range by January 1997. Although this would be good by historical standards, investors
are comparing options in a world with the North American Free Trade Agreement (NAFrA).
Integration with NAFrA will open wider market opportunities for Jamaican firms but wil also
require further tariff reductions. Toward this goal, it would be useful to accelerate the
reductions already agreed on and to announce the next phase of liberalization as soon as
possible.

xxv. The domestic tax regime is a pervasive channel of government incentives to the
private sector. Jamaica has already implemented a lot of tax reform, eliminating high marginal
rates from the income tax and introducing a general consumption tax in 1991 to replace a
plethora of product-specific taxes. Weak administration, however, leaves a large share of tax
obligations uncollected, making administrative reform the top priority in the tax area. The
budget introduced in June 1993 eliminated many exemptions and zero rates in the general
consumption tax and raised the rate. The main rationale for undertaking further reforms now
is to broaden the tax net so that its burden will be spread more evenly and to lower the rates so
the tax burden will be lightened. Too much of the burden still rests on labor in the formal
sector, particularly with the various payroll taxes and the pay-as-you-earn portion of the personal
income tax. At the same time, both capital and the informal sector caui readily elude taxation
if higher rates are aimed at them. Thus, the solution will be to strengthen tax collection and
enforcement, allowing rates to be lowered in the medium term as collections improve.

xxvi. Financial sector policy has improved greatly in the past five years: opening more
to international markets, evening out the regulatory framework for different categories of
financial institutions, and lessening the requirement to finance the public debt. Further reforms
to realize these objectives are embodied in the government's current policy program. Less has
been done to improve the access that small firms and microenterprises, which are often in the
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informal sector, have to the credit market. These firms are typicaly very labor intensive now,
and increasing the efficiency of and demand for labor in them will require increased capital.
This should not be a matter of pushing capital into the informal sector, but rather of increasing
the opportunities for small firms to obtain credit on better terms (closer to those of prime
borrowers) if they come into the formal sector. The government has announced such a program
for fiscal year 1994-95, which should help small enterprises to make the transition. Clarification
of property rights is an important part of the transition process, with benefits that include
improved access to capital. For large as well as small firms, long-term lending is scarce. Banks
will offer more long-term credit, transforming the term structure from their short-term deposit
base, only as the track record of macroeconomic stability lengthens.

xxvii. Security of persons and property from crime is vital to improving the incentive
framework. Besides eroding the social fabric, fear of crime distorts and discourages investment
and employment, retarding growth, exacerbating economic dualism, and perpetuating poverty.
Restoring economic growth and strengthening social programs, especially education, will help
solve the problem; improved law enforcement is also necessary.

Public Expenditure

xxviii. Jamaica has a vigorous private sector-business, agriculture, non-government and
volunteer organizations-that has demonstrated its ability to meet an increasing range of
society'i needs. The private sector is not likely, however, to fill the needs in all areas. The
public sector then has to play a critical role as a partner or a complement to the private sector.
The public sector role is larger for providing infrastructure, enforcing public order, and
developing human resources, especially for the poor, who have little access to private sector
resources.

xxix. The public sector needs substantial rationalization in order to fulfill this role.
Greater efficiency is needed-with fewer personnel who have higher qualifications and pay-to
deliver the necessary services while sustaining the fiscal balance. Although this report is not
based on a full review of public sector expenditure, the still-large share of the public sector in
the economy clearly needs to decline further, through privatization and other reforms to improve
efficiency and through faster growth of the private sector. The areas deserving less spending
include public enterprises and some statutory agencies. The areas needing more include road
maintenance, law enforcement, environmental protection, health, and education. For public
enterprises, the privatization program has begun to get the government out of activities where
the private sector has demonstrated comparative advantage. Completing the privatization
program will lower the need for subsidies to loss-making enterprises. Timely implementation
of the privatization program and other public sector rationalization will enhance private sector
confidence in the government's overall commitment to reform and thus encourage investment.

xxx. Education is perhaps the most important area of government spending to accelerate
growth and reduce poverty. Although Jamaican families show a commendable willingness to
pay for books and school fees even at the primary school level, too many children from poor
families are not getting an education adequate to assure functional literacy and numeracy. The
shortage of workers with good basic education reduces the productivity and earnings of highly
trained and educated workers, many of whom decide to emigrate. Programs have already begun
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to put more resources into primary education and into lower secondary education for pupils who
have not gained access to the academic high schools, and these programs should be implemented
vigorously. The government's immediate priority is non-wage expenditure for the primary
levels. Jamaica has one of the highest population densities in the Western Hemisphere, maling
people its most important resource to develop.

xxxi. In the health sector, Jamaica has important strengths, reflected in its good
aggregate indicators, like life expectancy and infant mortality. Programs for community health
education, immunization, and clinics need to be sustained and improved, particularly in rural
areas. Basic healthcare for the poor is an important part of the social safety net. Increased
overall health spending needs to be complemented with rationalization of user fees, of the
allocation for nonwage current expenses, and of the mix of public and private providers.

xxxii. The government used to try to assure adequate nutrition through generalized food
subsidies, but it has changed to more targeted approaches, such as food stamps and school
feeding programs. The targeting works well in that it limits the leakage of benefits to
individuals who are not poor, but many poor do not participate. To some extent that may reflect
the stigma and inconvenience of waiting to get food stamps, which should be addressed by
improving the distribution procedures. But many of the poor in rural areas may not especially
need the basic nutrition provided by these programs. Recent tax reforms have extended the
general consumption tax to most categories of processed food. Continuation of zero-rating for
unprocessed foods still protects most of the food consumption by the poor but will require
monitoring and perhaps compensating measures through the food stamp program.

xxxiii. Although Jamaica is always described as a small island economy, many parts of
the island are effectively landlocked and distant from nodes of economic development. Better
transportation infrastructure, particularly roads and public transportation, is sorely needed.
Improved roads would not only increase economic efficiency in general but also improve the
opportunities for the rural poor to participate in the market economy, as sellers of agricultural
output and as employees. Although the private sector will usually be the most efficient direct
provider of public transportation, the public sector needs to provide the infrastructure (roads),
regulatory framework, and some selective subsidies (such as those for schoolchildren). This
could be an important element in the strategy to alleviate poverty and improve the access of the
poor to opportunities for employment and human capital development.

xxxiv. Since most of the poor households in Jamaica are in rural areas, poverty
alleviation will require special attention there and more spending of certain types. Public
programs to provide support for smallholder agriculture need to focus on research and
technology transfer programs. Low productivity and severe erosion are the most critical
problems facing smallholder agriculture. Some currently known technologies would alleviate
both problems; research is needed to test these techniques under Jamaican conditions, and
effective extension services are needed to disseminate the methods. Small farmers and those
engaged in nonfarm activities need stronger market linkages, such as improved information on
prices and better transportation to markets. The government has promised to increase services
for smallholder agriculture and needs to follow up on that pledge.
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xxxv. Protecting the environment is not only an aesthetic goal-Jamaicans greatly
appreciate the beauty of their island-but also an economic means to sustain the basis for
agriculture and tourism and to protect public health. Watershed management and sewerage
treatment will require more spending for both maintaining existing infrastructure and investing
in new facilities.

Priorities

xxxvi. Growth and poverty reduction must come mainly from accelerated growth in the
private sector. The share of the public sector in the economy has declined and should continue
to do so. By improving its focus, however, the government can improve its performance of the
key tasks to support the private sector: maintaining macroeconomic stability, opening the
economy to the domestic and international market in a steady and predictable way, protecting
persons and property from crime, improving economic infrastructure, and improving education.
All these will be easier when increased private investment leads to faster growth and thus more
resources for the economy as a whole. During the difficult waiting period, the challenge is to
encourage investment without sacrificing macroeconomic stability or the other objectives. Two
tactics will help. First, the government could increase private sector support for its programs
and encourage private investment by streamlining the bureaucracy and continuing the
privatization program. Second, many infrastructure and social sector expenditures can be
partially financed from external official sources or provided by the private sector. Both will
require strong reforms of the public sector.
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I
Growth and Investment

1.1 The government of Jamaica has been bringing together, since the last Country Economic
Report in 1989, a critical mass of reforms that open the opportunity for higher sustainable
growth. If sustained, the reforms will break from the past pattern of off-and-on policy reforms
and macroeconomic instability. Achieving stability will allow both policymakers and private
investors to make longer-term plans. Growth has been positive during the latest stabilization
phase-0.3 percent in 1991, about 1.2 percent in 1992, and around 2 percent in 1993-although
it remains negative or low in per capita terms.' As this trend continues, the challenge is to
ensure sustainability and to ensure that low-income groups participate in the growth. This
chapter shows how the recent growth of private sector employment and investment has spurred
aggregate growth.

Strategic Perspective

1.2 Jamaica's economic decline and stagnation in the 1970s and 1980s shattered many hopes.
At the time of independence in 1962, morale was high and prospects of solid economic growth
seemed realistic. To accelerate the pace of development, Jamaica chose a strategy of import
substitution with heavy reliance on foreign capital directed where the government chose:
Capitalism by Invitation. During the 1960s, the economy grew almost 5 percent a year, fueled
by foreign investment in mining and tourism and by favorable terms of trade. High tariffs
fostered the expansion of import-substituting industries, with production costs well above the
world market price.

1.3 By 1972 per capita income was 51 percent higher than it had been in 1961. This proved
to be a peak, however, from which the economy declined sharply as economic nationalism, two
oil-price shocks, declining export prices, and political unrest discouraged foreign investment and
tourism (see figure 1.1). Although Jamaicans had invested a lot of resources in infrastructure
and human capital development during the boom years-an appropriate strategy in the broadest
sense-these investments were mostly oriented to nontraded sectors, particularly the public
sector. Consequently, the traded goods sector lacked the flexibility to respond to new conditions
in the world economy. The dualistic development worsened income distribution, as Chapter 2
shows, and incomes of the poor fell with the rest of the economy after 1972.

1.4 Up to the early 1970s, capital- and resource-intensive growth of production for export
generated income to subsidize the growth of a big labor-intensive formal sector producing
nontradables and protected import substitutes. External financing in the early 1980s allowed the
subsidized sectors to linger. Structural adjustment since the late 1980s has greatly accelerated
the demise of these inefficient sectors and the growth of the informal sector. The informal
sector has absorbed labor-a positive development-but earnings have been low, because firms
in the informal sector lack adequate capital, export opportunities, and access to infrastructure.

The statistical appendix gives details on macroecononmic performance.
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A key component of the next phase of the development strategy must be to improve the
opportunities for firms in the informal sector to upgrade technology and improve labor
productivity and access to export markets.

FIgure 1.1: Real GDP Per Capita and Tenns of Trade, 1965-90

1200 140

iooo qooo

120 

Z 800

100 
EU

X X 0 ~ ~ ~ ~ ~~~o w CD

C.) 600 I-0 _ 1 C c

| I ~Real GiDP per capita * Terms of Trade l

Source: Statsfica1 Institute of Jamaica.

1.5 In the second half of the 1980s, positive but still low growth finally resumed, as the
Jamaican economy started to free itself from the straightJacket of import-substitution policies and
pervasive administrative controls. The public sector deficit was reduced, the tariff system was
revised, many interest rate subsidies were eliminated, and some trade restrictions were lifted.
From 1986 to 1992, gross domestic product (G}DP) grew at an average annual rate of 4 percent,
which indicated a per capita growth rate of more than 2 percent. Although fluctuations in the
terms of trade do have a significant impact on growth for most developing countries, statistical
analysis indicates that Jamaica's annual growth rates have no systematic relation to changes in
the terms of trade.? Like Mexico, the Republic of Korea, and many other countries, Jamaica
in recent years has demonstrated that growth can take place without dependence on favorable
terms of trade. The effects of policy have overshadowed the effects of fluctuations in the terms

2 Annex I pres«ts the regression resolts for Jamaica. T'he terms of trade hero are calculated as the ratio
of average export and import prices. There are altermstivo methods, such as weghing with the sha of
exports and imports. Although increm in the price of oil in the ouly 1970s tended to worsen Jsmua"'s
terms of trade, this was initially more tban offset by increases in the price of bauxite and 91umina. Thws,
only after 1977, when those export prices declined, did Jamaica's terms of trade actually deteriorate. Alex
Culcierman, Pantelis Ka¢laizidakis, La¢wrence H. Summers, and Steven B. Webb, 'Contrnl Bankc
Independence, Grww*, Investment, and Real Rates, - Carnegie-Rodwcter Conrferensc on Public Poliy 39
(Autumn 1993), shows evidence for the long-term effects of changes in the terms of trade on growth in
a large sample of developing countries.
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of trade. Sustaining long-term development in a world of fluctuating commodity prices will
require a three-part strategy:

(a) Continue diversifying exports, particularly exports produced by the private sector
in activities that use human capital intensively;

(b) Improve the human capital of the population to make it easier for people to move
in response to changing economic opportunity; and

(c) Broaden the tax base of the government (with major responsibility for improving
human capital and economic infrastructure) so that it can raise resources from all
parts of an expanding private sector and not depend on borrowing or taxing
narrow export sectors, such as bauxite.

Dualistic Development

1.6 As in many developing countries, the private sector in Jamaica has an informal labor-
intensive sector, epitomized by small farmers, higglers, and informal commercial importers, and
a formal capital-intensive sector, epitomized by multinational bauxite/alumina firms, but also
including luxury, all-inclusive resorts.3 The dualistic development produced many fortunes but
also left a substantial fraction of the population in poverty, as described in Chapter 2. The
informal sector has no clear boundary, as enterprises choose to some extent selectively the
regulations and taxes with which they comply. In a 1992 survey, only about one-fifth of small
enterprises (under 10 workers) in the garment and furniture making, food processing, and
equipment repair sectors had a business enterprise number (tax I.D.) or were registered for the
general consumption tax; only about 5 percent were incorporated. Less than half of the firms
acknowledged and complied with various wage taxes and with regulations for occupational
safety, minimum ages, work hours, and leave.4

1.i Growth has accelerated within the informal urban sector in recent years, strengthening
links with the international economy, increasing employment, and reducing poverty. Still, more
needs to be done to open opportunities and increase the incentive for firms in the informal sector
to enter the formal sector, where they could enhance their profitability and the productivity and
pay of their workers by taking advantage of greater access to capital and greater protection under
the law. Also, entering the formal sector would bring most firms into the tax net and the social
security system for the first time. Regional integration is needed to open more opportunities for
the rural poor to participate in the modern sector.

The seminal discussion of dualistic economic development was W. Arthur Lewis, 'Economic Development
with Unlimited Supplies of Labor,' Mandhster School 22 (May 1954), which was written with the West
Indies particularly in mind.

Parici Anderson, OUt of the Shadows: The Institutional Framwwork and Small-Scale Manufacuring
Enterprie in Jamaica,* processed, (University of West Indies, Kingston, Jamaica, October 1992) report
for ILO and OECD.
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1.8 The formal sector has been a vital source of foreign exchange for the economy and of
revenue for the government. The jobs there are better paid and more secure, but scarce.
Employment in the mining sector, the largest source of merchandise exports, actually declined
some in the past ten years and now accounts for less that 1 percent of employment.
Manufacturing's share of employment rose from 12 percent in 1983 to 15 percent in 1990 (see
table 1. 1).5 Service industries had compensating increases in their share of employment. While
the share of employment in public administration services fell (from 14 percent in 1983 to 8
percent in 1992), employment in commerce and other private sector services increased by more.
Direct employment in providing tourist accommodations more than doubled. While high-paying
jobs in the public sector declined, workers also shifted out of low-paying jobs in agriculture.
These developments had opposing effects on average incomes.

1.9 To the extent that development has been dualistic, the benefits of foreign investment and
growth have reached only a relatively narrow strata of the population, while the majority of the
work force has not benefitted from higher productivity and wages in the short term or gained
experience with modern technology, which enhances earning power further in the medium term.
Of small business employers in a recent survey, only about 40 percent acknowledged and
complied with the minimum age law.' Many causes have contributed to dualistic development;
this report focuses on a few that derive from policy choices and that could be mitigated through
reforms. For instance, firms in the formal sector face disincentives to employ labor; those in
the informal sector face barriers to accessing capital markets and to entering the formal sector.
Low-productivity workers in agriculture face many problems associated with moving into the
formal sector: lack of adequate education, advanced age, the social disruption of moving to jobs
in the city, and the lack of transportation to commute to them. These problems crop up in many
policy areas and are addressed in Chapters 3, 4, and 5.

5 The classification of industries changed in 1991, but applying the now classification back to 1990 shows
a continued ris in the share of manufacuring employment.

Anderson, 'Out of the Shadows,' pp. 49, 51.
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Tabe 1.1: Employment Stuctue, 1977-92
(percentages unles ofthrwise noted)

Indicator 1977 1983 1987 1989 1990 1990' 1991 1992

Total employment (thousands) 689.2 718.6 845.4 871.8 896.3 896.3 907.7 905.7

Goods-producing sectors n.a. 51 53 51 50 46 45 45

Agriculture 36 33 32 28 27 27 27 27
Peasant 26 27 n.a. 23 n.a. n.a. n.a n.a.
Ware 10 6 n.a. 6 n.a. n.a. n.a. n.a.

Manufacing n.a. 12 16 15 15 12 11 11

Construction and instalations n.a. 5 5 6 6 6 6 7

Service sectors n.a. 49 47 49 S0 54 55 54

Transport, communications, and
public utilities n.a. 5 5 5 5 5 5 5

Commerce n.a. 15 15 15 16 18 19 19

Public administration n.a. 14 9 8 9 9 8 8

All other services n.a. 16 19 20 22 23 23 22

Informal sector outside agriculture 19 21 n.a. 23 n.a. n.a. n.a. n.a.

Unemployment rate 24 26 21 17 15 15 15 16

Job-seeking rate n.a. 13 10 8 7 7 6 6

n.a. Not available.

a. The classification of industries changed in 1991, and data are provided for 1990 under both old and new
classifications. Data before 1990 are not directly comparable to later years.

Note: Data represent annual averages for each year.

Source: Planning Institute of Jamaica, Economic and Social Survey, Joanaica (various issues); Statistical Institute
of Jamaica, The Labour Force (1988, 1991); Michael Witter and Patricia Anderson, The Distribution of
the Social Cost of Jamaica's Structural Adjustment 1977-1989' (University of West Indies, Kingston, May
1991).

Building the Engine of Growth: Private Investment

1.10 The engine of revived growth must be the private sector; private investment must build
the engine. This section reviews Jamaica's investment experience and its effect on growth.
Subsequent chapters discuss policies that would increase the quantity of private investment and
its efficiency for increasing growth and reducing poverty.

1.11 Investment as a share of GDP, measured in constant 1974 prices, has been much lower
since 1975 than it was before. Figure 1.2 shows the shares of output that have gone into
investment and the per capita growth during the following year, since the mid-1960s. The
vertical position of each point shows the rate of output growth in the year labeled; the horizontal
position shows the share of total investment in the preceding year. The dotted line indicates the
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combinations of investment share and subsequent growth that would correspond to an
incremental capital output ratio of 5.0-a good performance by international standards, though
hardly outstanding. Years above the line had higher investment efficiency; years below it had
lower efficiency, and many had negative growth despite positive investment in the previous year.

Igure 1.2: Total Investment and Growth in 1974 Constant Prices, 1966-91
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Source: Statistical Institute of Jamaica (see also annex 1).

1.12 Observations in the right-hand part of figure 1.2 are from the period up to 1977. They
show a strongly positive relationship between total investment and subsequent growth. Per capita
growth was positive from 1966 to 1972, then negative in the next five years with lower average
shares of investment. After 1977, the total investment rate was much lower than it had been
earlier and not significantly related to the subsequent growth rate. Until the late 1980s, the low
investment shares, which perhaps could not even cover depreciation, occurred along with
negative or very low average real growth. When growth recovered in the late 1980s, however,
investment shares increased only modestly, remaining far below the rates of the early 1970s.
Regression analysis verifies this pattern of a strong correlation between investment and growth
up to 1977 but reveals no significant correlation thereafter (see annex 1). One possible reason
is that the share of private investment in total investment increased during the 1980s, improving
the efficiency of investment and thus allowing growth to revive without a proportional increase
in total investment.
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1.13 Private investment increased dramatically as a share of total investment during the 1980s,
rising from about one-third at the beginning of the decade to more than two-thirds at the end.
Private investment is not measured directly but is estimated by deducting government spending
on investment, including the investment of public enterprises for which the government
budgeted, from total investment. The data are available only back to 1978 (see figure 1.3). The
share of private investment shows a significant positive effect on growth in the 1978-90 period.
The strongest impact occurred with a two-year lag; the effect with a three-year lag was almost
equally strong. Other variables like policies and weather are not included in the model but are
probably also important, as suggested by the low R-squared statistic.

1.14 Investment requires savings. A lack of private saving in the aggregate has not been an
important constraint for private investment in Jamaica in the recent past, when investment rates
were low. Substantially and sustainably increasing investment to get accelerated growth will
require more domestic private saving within the medium term. Jamaicans' private savings have
often gone abroad, sometimes with the label capital flight, but recently have begun to return and
finance private investment. Only large and export-oriented firms have had much access to such
savings and the savings of foreigners. Variations in saving by the public sector have
substantially affected the amount of money available for private investment, generally through
the channel of high interest rates. The large public sector deficits of the 1970s and early 1980s
corresponded to low levels of private investment, although it is hard to distinguish the crowding-
out effects of high deficits from the effects of other inappropriate policies.

1.15 Creating an environment that increases private investment would raise the growth rate
for the foreseeable future. First, increasing and improving physical capital have positive
externalities, arising from learning-by-doing. Second, in an economy open to international trade,
a higher rate of investment over time increases the overall capital-labor ratio, which leads to an
expansion of capital-intensive sectors and thus raises the marginal product of capital. Third, in
an economy whose human capital market is also open to the world, bringing in more physical
capital is likely to attract (or retain) the skilled labor that is more and more its main complement
in the context of today's technology.'

The effects of externalities, reallocation, and human-capital attraction all help counteract the emergence
of diminishing returns and tend to make the growth effects of increased private investment persistent.
Several studies have made quantitative estimates of the persistence of the effect of increased investment.
For both industrial and developing economies, most studies indicate that around 80 percent or more of the
initial effects of higher investment on growth would persist after ten years. See Robert Barro and Xavier
Sala-i-Martin, 'Convergence across States and Regions," Brookings Papers on Economic Activity I
(Brookings Institution, Washington, D.C., 1991); Robert Barro and Xavier Sala-i-Martin, 'Convergence,'
Journal of Political Econonmy (January 1992); N. Gregory Mankiw, David Romer, and David Weil, 'A
Contribution to the Empirics of Economic Growth,' Quanerty Journal of Economics (May 1992). Even
the most pessimistic study finds almost 70 percent persistence after a decade; see Norman Loayza, 'A Test
of the Convergence Hypothesis using Panel Data," unpublished mss. (Deparment of Economics, Harvard
University, Cambridge, Mass., January 1992).
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Figure 1.3: Private Investment and Growth, 1978 to 1990
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Source: Sastical Institute of Jamaica and the World Bank.

Public Investment

1.16 Raising the efficiency and profitability of private investment require some public
investment in areas such as infrastructure and human capital development. If these
complementary needs are not filled, then other investment encounters diminishing marginal
returns. It is crucial to strengthen the capacity of the state to perform these functions, and this
is discussed further in Chapter 5. By investing in projects that compete with the private sector,
on the other hand, the state can seriously retard productivity.

1.17 The high public investment in the late 1970s and early 1980s had disastrous effects on
economic growth. Figure 1.4 shows public investment from 1979 to 1990. The share of public
investment in (GDP varied widely year-to-year but clearly declined substantially in the second half
of the 1980s, as a result of the adjustment process. The yearly variation seems partly political;
public investment usually peaks one year before an election. This finding indicates an element
of arbitrariness in public policy that would have discouraged sustainable growth.
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Fgure 1.4: Public and Private Investment Share of GDP
at 1974 constant prices
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1.18 To the extent that overall investment is constrained by the availability of savings, one
would expect that public investment of any type would crowd out private investment to at least

some extent. Although Jamaica is not a closed economy, capital often does not flow freely
across the border, thus linking investment and domestic savings. During the late 1970s and

early 1980s, competing public investment also crowded out private investment by congesting

infrastructure, by contributing to the external debt overhang, and especially by contributing to

policies that discouraged private competition in sectors with public enterprises.'

1.19 The available data do not distinguish between competing and complementary public

investment or between infrastructure and other public investment. Consequently, one cannot

predict a priori how public investment would affect growth. In the short tenn (within a year),

investment would not affect output by changing the supply capacity of the economy, but there

might be some Keynesian effect on aggregate demand. Public investment would have this

positive effect on growth to the extent that it is not one-for-one crowding out private investment.

The supply effects of investment would presumably come with a lag of two to three years.

The data do not permit a good statistical estimate of tho magnitudo of the crowding-out offect of public

investment on piivate investment, which is calculated as a residual of total minus public investment The

two series are estimated in very different ways: one from an index of investment inputs purchased by the

economy and the other from public expenditure data. Thus, in a regression with private investment on the

left side and public investment on the right, any error in the public investme data would leod to an exacdy

corspnding error in the private investment series and thus to the error of the regression. Regr_ing

private investment on public investment does yield a large negative coefficient, with a year's lg, rolecting

a combination of the crowding-out effect and the correlation of aeors.
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Lagged public investment would have a negative effect on growth if it competed with and
otherwise crowded out more efficient private investment. A positive effect would indicate that
most public investment (or most of the variation in such investment) was for infrastructure
complementary to private investment.

1.20 The statistical evidence, described in the annex, points to several conclusions. First,
public investment has had significant short-run positive effects on growth, attributable to the
Keynesian demand-stimulating effects. Second, high levels of public investment have reduced
growth in the medium term, largely due to the negative effect on private investment. One
cannot determine from this evidence, however, whether this effect was the result of high public
investment per se, or whether it was the effect of other government attitudes and policies, which
for ideological reasons accompanied high public sector investment. Third, the positive effect
of private investment on growth still shows clearly, even after the effect of public investment
is taken into account. The government's commitment to privatize most state enterprises
corresponds to a decision to terminate public investment in activities that compete with the
private sector. There is also a corresponding government commitment to increase investment
in infrastructure and human resource development, especially through projects that external
donors will help finance.

Activities to Watch

1.21 To promote private investment and growth by providing infrastructure and improving the
regulatory environment, the government needs to have some idea of where future private sector
activity and demand for public services are likely to occur. The government has announced that
it is preparing an Industial Strategy, to be made public in 1994. With few exceptions, an
economy the size of Jamaica's can only support sectors on an efficient scale if they are
producing for the export market. Import-competing production, supplying no more than a part
of the domestic market, can rarely do so on an efficient scale. In Jamaica, the growth sectors
started with exports-sugar, rum, and bananas before 1900; clothing assembly, tourism, and
information processing services in recent years-not with import substitution. A few exports,
such as Jamaican music, started for the home market and then became world famous, but the
initial home production of music was certainly not fostered by any government policy to support
import substitution.

1.22 Four areas of labor-intensive export activity with especially strong recent growth are
agroindustry, tourism and entertainment, telecommunications, and light manufacturing. Each
is briefly reviewed here, with a discussion of its implications for overall economic development
and its needs for complementary public sector activity.

Agriculture and Agroindustry

1.23 Evaluation of the agriculture sector should bear in mind that Jamaica has a population
density eight times the average for middle-income countries and one of the highest in Latin
America, 218 persons per square kilometer in 1992. Thus, most activities in which it has a
comparative advantage will not be land intensive. Agricultural exports will probably grow
strongly only in lines where the Jamaicans have an advantage in supplying a special niche, like
mountain-grown coffee, spices, and high-quality fruits and vegetables. Foreign investment has
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already come into these activities, and more should come in the future. Processing agricultural
products-fine jam as well as rum-for the world market seems to be a reasonable expectation
for a growth sector. Expansion in these areas would absorb underemployed workers from both
the small-farmer and plantation sectors of agriculture and help raise their standard of living.
Chapter 2 elaborates on the importance of rural development for reducing poverty. Given the
country's overall resource endowments, and the large share of the labor force that still finds
itself in farming, one must be modest about predicting the aggregate growth of agroindustry.
Jamaican agriculture can become more efficient but will almost surely grow more slowly than
the average for the overall economy and will shed labor.

1.24 Sound economic reasons exist for offering substantial government support on a wider
scale for agroindustry than for the other three industries, as is elaborated in Chapter 5. Rural
roads are a crucial complementary infrastructure, which the private sector would never supply
adequately and which would have a number of other social benefits. Agricultural extension
services are sorely needed to disseminate information on improving marketing and production
techniques to producers-farmers and processing firms-too small to gather the infbrmation
efficiently on their own. Setting standards and conducting inspections to implement them are
clearly areas for public involvement. Private associations fill some of these functions, but not
to the optimal extent, because the individual firms supporting them have a natural inclination to
free ride. Also, dominance by a few large firms in each product line means that the associations
tend to do less for the small producers than would be economically worthwhile.

Tourism and Entertaimnent

1.25 Jamaica has had a tourist industry for most of the century, in various parts of the island:
Port Antonio, Negril, Montego Bay, Ocho Rios. The last ten years have clearly witnessed
another revival: dollar revenues have grown 10 percent and employment 7 percent a year as
entrepreneurs, particularly hotel owners on the North Coast, have developed new 'products."
The term itself reflects an appropriate awareness that part of the attractiveness of the industry
depends on its ability to offer novelty as well as quality to international customers. Getting
more developmental impact for the economy as a whole out of each visitor requires getting them
off the cruise ships, beyond the duty-free shops, and out of the all-inclusive hotels, although
these businesses are important for bringing first-time visitors and arousing curiosity about the
wider society and economy.

1.26 Entertainment, medical treatment, retirement facilities, history, and ecology each offer
the potential to increase local value added in tourism. The Sunsplash Music Festival shows the
(still underutilized) drawing power of Jamaican culture for tourism. Many films and television
shows have been shot in Jamaica over the years, so the potential exists for establishing a more
permanent industry. Medical tourism is already growing; patients come to Jamaica for routine,
elective procedures, such as dental or plastic surgery. The treatment is much less expensive in
Jamaica than in North America or Europe, and patients can recover in a warm climate.
Strengthening the facilities for medical tourism would, with the appropriate incentives, help
improve the health care system for Jamaicans. This would also be required for developing more
retirement communities. Focusing on atactions such as golf and the cooler climate at higher
elevations could bring tourism to the interior of the island, but it would require a substantially
improved infrastructure to make these areas attractive to foreign retirees. Historical heritage
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also has much untapped potential as a tourist attraction. For example, the New Seville Heritage
Project near Ocho Rios, where Columbus landed almost 500 years ago, has been identified and
planned but awaits implementation. Spanish Town, Port Royal, and parts of Kingston have
similar potential but also would require major investments.

1.27 The public sector needs to support tourism by reducing crime, by providing or
encouraging the private sector to provide infrastructure, particularly for water, sewerage and
transport, and by protecting the environment, which is central to the tourist attraction of the
island.

Telecommunications

1.28 An informatics industry serving the world market has already started strong growth. The
Jamaica Digiport International at the Montego Bay free trade zone employs 3,000 to 4,000
persons and is growing rapidly. The compatibility of language and time zones with North
America makes Jamaica an excellent location for such industry, and it is ideal because of its low
impact on the environment, low demand for physical infrastructure, and high externalities in
attracting travelers who want to mix business with pleasure. Space in the free zone is a major
constraint, which suggests that the regulation of telecommunications should be modified to allow
finrms on any site to hook up to the satellites. The other main constraint is the reliability of the
work force, which the government could improve by improving transportation-roads and
buses-and, in the longer run, by improving education and training.

Light Manufacturing

1.29 Evidence from recently industrialized economies demonstrates the need to orient the
economy toward exports from the start, rather than toward import substitution. In light
manufacturing, the products, inputs, and equipment are very mobile and competitively traded
internationally. Consequently, the private sector is usually stronger here than the public sector,
but the latter still has an important role to play in providing infrastructure and a tax environment
that does not burden exports. Manufacturing as a whole has a checkered record of growth over
the last two decades in Jamaica, reflecting the ups and downs of the business environment and
the cycles of trade policy. The relative abundance of labor in Jamaica implies, however, that
one could expect strong growth in some lines of light manufacturing. Garment assembly has
been the strongest area of export manufacturing growth in recent years. Wherever growth
occurs in the future (and government policymakers are rarely able to predict where it will), the
government will need to clear the path for such expansion by removing disincentives and
regulatory impediments. The successes of the garment industry have come disproportionately
in the two free trade zones, and this has rarely had much impact on the rest of the economy.
These outcomes imply that exports would grow faster if the status of free trade zones was
extended to more firms whose export activities are located outside such zones.

1.30 For telecommunications, manufacturing, and tourism that mix business with pleasure, the
free trade zones have become growth poles. Joining the North American Free Trade Agreement
(NAFTA), now that it is a reality, would provide important opportunities for spreading the
benefits of free trade zone activity to the wider economy. Indeed, speeding-up the libealization
of the economy would help prepare Jamaica for entering NAFrA.
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1.31 An industrial park could provide some of the benefits of a free trade zone-shared
infrastructure, childcare, and security. Small firms lack the scale to provide these efficiently,
if at all, and would realize great efficiency gains in a park context. The Small Business
Association has developed, at its own expense, plans for a small business industrial park near
Kingston. The government could usefully support such a venture in acquiring the land and
arranging infrastructure and financing.

Conclusions

1.32 Accelerating growth in a sustainable way will most likely be led by increased demand
for exports of goods and especially of services. Increased investment will raise the overall
capital intensity of the economy. In order for this to have the maximum effect in raising the
output and productivity of workers, a substantial share of this investment must go into labor-
intensive activities, such as services. It is not up to policy to dictate this, but rather reforms
must diminish the biases of policy and market imperfections that depress the productivity of low-
income workers, either by discouraging capital from going into the informal sectors or by
discouraging workers from moving into the formal sector.

1.33 Sustaining faster growth will require increased private investment. With the more open
financial sector, the savings from abroad are available to supplement domestic savings in
financing private investment. The missing ingredient is the willingness of the private sector to
invest, which awaits closer coordination with the public sector to provide complementary
infrastructure and, most importantly, confidence that the reform program is permanent.
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2
Poverty and Growth

2.1 The World Development Report 1990 concluded that poverty declined most in countries
that pursued a two-part strategy. First, policies promoted broad-based growth and made
intensive use of labor, the most abundant asset of the poor. Second, public expenditure and
institutions offered education, health care, and other social services to the poor. A poverty
reduction strategy in Jamaica needs to do both, paying particular attention to promoting labor-
intensive growth, because growth has been so slow for the past two decades. In the long run,
a strategy of poverty reduction that relies on improving the incomes from productive work of
the poor is self-sustaining and is broadly consistent with the objectives of structural adjustment.
Since 70 percent of the Jamaican poor live in rural areas, reducing poverty requires a growth
strategy that includes rural development.

2.2 To understand the problem of poverty and the possibilities for reducing it, this chapter
describes poverty from four viewpoints: changes over time, distribution between urban and rural
areas, correlation with employment status, and links with demographic characteristics of the
households. Our knowledge of poverty and income distribution in Jamaica has increased greatly
since the mid 1980s, thanks to the government's sustained effort at data collection. The Survey
of Living Conditions has been done at least once a year since 1988, with support from the Bank.
Along with the Labor Force Survey (LFS), it provides a valuable database for evaluating the
effects of past policies and for enhancing the design of future policy.

Tine Trends

2.3 The trend of poverty in Jamaica has gone through three phases. From independence until
the early 1970s, poverty declined because aggregate income was growing strongly as bauxite and
tourism sectors boomed, while inequality was holding constant or, at worst, increasing only
slightly. It was trickle-down economics, but there was a lot to trickle down. In the second
phase, from the early 1970s until the mid-1980s, poverty increased because per capita income
and consumption declined markedly, while distribution stayed constant or, at best, improved only
slightly. Whatever the social safety nets and structural adjustment did to help the poor was
overshadowed by the decline in aggregate income caused by bad policies and adverse external
shocks. In the third phase, starting in the late 1980s, the number of poor has fluctuated,
increasing some overall, because per capita output and consumption have fluctuated. At the
same time, poverty has declined in severity because distribution has become more equal.

2.4 Table 2.1 shows these long-term trends in per capita consumption of the poor. The data
on income or consumption shares of the lower quintiles come from different sources and so are
comparable only as the pairs indicate. Each pair roughly covers one of the three phases, so it
gives a good indication of what happened to the welfare of the poor in that period and of
whether the change was due to a change in distribution or in the aggregate average.
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Table 2.1: Constuption of the Poor, 1958-92

Sharc of the poor Index of per capita
consumption (1988=100)

Bottomn Net AU Bottom NetI Year qwntik quintik Jamaica quintik qsdntik

1958 2.2 6.0 83 34 50

1971 2.0 5.0 110 41 56

1975 4.1 9.0 123 94 112

1984 4.2 9.5 102 80 98

1988 5.4 9.9 100 100 100

1991 5.8 10.5 99 106 105

1992 6.5 10.8 - - -

-Not available.

Souc: For 1958, 1971, 1975, and 1984, the shares are of income; for 1988-92, the shares are of household
conumption. Shares are from D. Boyd for 1958, 1971; Statistical Institute of Jamaica for 1975, 1984;
Planning lsitute of Jamaica and Statistical Institute of Jamaica for 1988, 1991, 1992; per capita
consumption in 1974 prices are from the World Bank data base.

2.5 In the third phase, since 1988, negative or low per capita growth led to increased
numbers of people below the poverty line. The increase mainly came with the macroeconomic
instability in 1991; pardally offsetting decreases of poverty came in 1989 and 1992.
Furthermore, consumption levels since 1988 increased significantly among those in the lowest
quintile, indicating a decrease in the severity of poverty. Distribution improved in part because
agricultural production increased 14 percent from 1988 to 1992; all of the increase came from
production for the domestic market, in which most small farmers are involved. From 1991 to
1992, the shares of consumption by the poorest two quintiles increased, and per capita private
consumption probably increased as well, implying an overall improvement in consumption by
the poor since the late 1980s. Macroeconomic policy stabilized during 1992, contributing to
reduced inflation and a more stable exchange rate. Since fiscal policy tightened in 1992 and 20
percent of the civil service was laid off, poverty probably declined because the private sector
grew, as it was stimulated by a more competitive exchange rate.

2.6 Table 2.2 displays indicators of poverty over time for Jamaica, using three Foster-Greer-
Thorbecke (FiiT) measures. The headcount index measures the prevalence of poverty and is the
percentage of the population that is poor. The poverty gap index measures the depth of poverty
and calculates the mean proportionate distance of the poor's income (or consumption) from the
poverty line. The severity of poverty index puts greater weight on the incomes of the poorest
individuals; a (small) transfer to a poorer person decreases the severity of poverty more than the
same transfer to a less poor person. The measure of welfare used here is household
consumption per capita, which is preferable to income as a welfare measure (see annex 2 for
details on data and the FOT measures). Poverty decreased from 1988 to 1989, increased in 1991,
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and then recovered partally in 1992. From November 1991 to November 1992, average per
capita real consumption increased 10 percent. Consumption of the poor increased the most. Per
capita consumption increased 16 percent for the lowest quintile and 10 percent for the second
lowest. Over the 1988-92 period covered by the surveys, the improvements have been weakest
and the setbacks largest for the headcount of poverty, while the improvements have been the
greatest and the best sustained for the severity index measures, which focus on the status of the
poorest. This reflects the importance of improved income distribution.

Table 2.2: Aggreapte Estimates of PNverty, 191U-92
(pes)

August May Novcrf Noveniber Nova"bcr Novcmbfr
Indicaxor I988 1989 1989 1990 1991 1992

Percent po>or 29.8 29.2 26.9 27.9 38.9 34.2

Poverty gap irsdex 10.0 9.8 8.8 7.9 13.7 10.6

Poverty severity idex 4.7 4.4 3.9 2.9 6.6 4.4

75 percent of the 17.9 18.9 17.2 15.7 24.7 20.3
poewy line
Percent poor

Paverty gap index 5.4 5.5 4.8 3.5 7.6 5.0

Poverty severity index 2.4 2.2 1.8 1.1 3.4 1.7

Average per capita 4.9 5.1 5.4 4.7 3.9 4.1
conswnptiou

(thousands of Jamaican
dollars in 1988 prices)

Note: The poverty lino is increased by the average increm in the current pnce index betwoen July aNd August
1988, April and June 1989, October and December 1989, October and December 1990, and October and
November 1991 and by a weighted avage for August 1992 to March 1993. Thes months coincide with
the peinod of the mwrvey and one month prior Tne means for 1990, 1991, and 1992 are weighted for non-
response, which raises the men by 6. 8 percent in 1990 and 7.5 pSercet in 1991. The average conwmption
for 1988 and 1989 is increased by 7 percent to account for the fact that they wero not weighted.

Source: POVCAL program; means and docile data are from the Planning Institute of Jamaica nd the
Statistical Institute of Jamaica.

2.7 The Ministry of Health food basket is felt by some to be overly generous in allowing
3,000 calories per adult male and is considerably higher than the standards of the World Health
Organization/Food and Agriculture Organization of the United Nations (wHo/mo), which were
2,350 calories in 1985. To test the robustness of the poverty measures, their sensitivity to
changes in the poverty line is estimated by using 75 percent of the previous poverty line for all
years. This approximates the reduced number of calories recommended by the WHO/PAO. The
percent poor does not follow a clear trend with this measure, and the poverty gap and poverty
severity indexes show more improvement than they do with the standard poverty line. This
supports the result of declining severity of poverty and demonstrates the importance of
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calculating poverty measures that reveal the depth and severity of poverty and the importance
of using several poverty lines.

2.8 To show the importance of aggregate growth for reducing poverty, table 2.3 displays the
elasticities of the poverty measures to changes in the mean and the Gini indexes.' The elasticity
of the poverty measure with respect to mean consumption shows how poverty would change if
the distribution of welfare moved up or down by a uniform shift without any change in
inequality. The absolute value of this elasticity is greater than 1 for all poverty measures, so
poverty would decrease faster than the rate of growth, even if inequality remained constant.
Conversely, even if inequality did not change, a decline in per capita income would cause
poverty to increase more rapidly than average consumption declined. Furthermore, elasticity
increases for higher order indexes of poverty, which means that distribution-neutral growth
benefits the extremely poor more than the moderately poor. Growth, which at least maintains
the income share of the poor, reduces poverty more than proportionately. If growth were more
labor intensive, as with policies advocated in Chapter 4, poverty would decline even faster.

Table 2.3: The Effects on Poverty of Growth and Distribution

Elasticity with respect to

Mean Gini
.tradcxor and locion consumption index

AU Jamaica
PO headot -1.49 0.84

PI depth -1.93 2.26

P2swverity -2.17 3.50 !
Source: POVCAL progrm and 1991 SLC data.

Demography

2.9 As in most countries, poorer households in Jamaica are larger than average. The poor
are less educated than average about fertility and contraception, have less access to birth control,
and may view children as a source of future income. In Jamaica, the poorest quintile averages
5.7 members and 25 percent of households have 8 or more members. The average decreases
to 2.6 persons in the wealthiest quintile. This is partly due to the large number of single-
member households in the wealthiest quintile. The large family size of the poorest quintile is
only partially explained by the larger number of children; these households also average 1.60
adult males and 1.72 adult females, suggesting that adult children stay home longer and that
extended families are more common among the poor.

See N. Kakmani, 'Poverty and Economic Growth: With Application to Coe d'Ivoie' LSMS 63 (World
Bank, Washington, D.C., 1990).
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2.10 Female-headed households are common in Jamaica. In 1991, 42 percent of heads of
household were female. Of these households, 62 percent (weighted by household size) had a
man present and children, and 10 percent had a man present and no children. Thus, female
headship does not necessarily imply single parenting. The 1991 sLc data reveal only a weak
relationship between headship and level of consumption. Targeting female heads for progrms
to alleviate poverty would be less effective than targeting rural families.

2.11 Male-headed households had per capita consumption levels about 25 percent higher than
female-headed ones in 1989, and this figure was 42 percent higher in Kingston. The distribution
of observations of per capita consumption for male-headed households is longer and thicker in
the upper tail than it is for female-headed households, and these observations at the upper tail
pull up the mean for male-headed households. At the lower end, where poverty is the concern,
the distributions are more similar, and at levels of consumption below J$l,000 (1989), male-
headed households predominate.'0

2.12 Household composition at least pardally explains the differences in average consumption
between female- and male-headed households. Using consumption per adult equivalent, which
accounts for economies of scale in larger families, male-headed households are only 15 percent
wealthier in Jamaica and 28 percent wealthier in Kingston than female-headed ones. This occurs
because female-headed households are more likely to have more children. When households
with only one potential worker and children of various ages are compared, the differences in per
capita consumption are not statistically significant. This implies that the difficulty in raising
children alone is similar for male- and female-headed households. Multivariate regression
analysis that accounts for these and other household characteristics, such as the education of the
head, supports the conclusion that female headship is only weakly linked to poverty. Estimation
of the probability of being poor reveals that there is only a 1.4 percentage point increase in the
probability of being poor for female-headed households.

Socio-Geographic Distribution

2.13 Poverty and agriculture are closely linked today, as always, in Jamaica. Most of the poor
live in rural areas (about 70 percent), where the depth and severity of poverty are greater than
in urban areas. Poverty elasticities show that 1 percent growth in rural areas is five times more
effective at reducing national poverty than 1 percent growth in urban areas. Similarly,
improvements in rural inequality reduce national poverty more effectively than improvements
in urban inequality. Thus, an important component of a poverty strategy would be to ensure
growth and improve distribution in rural areas.

Frederic F. Louat, Margaret E. Grosh, and Jacques van der Gaag, 'Welfare Implications of Female-
Headship in Jamuaican Households' LSMS Working Paper 96 (World Bank, Washington, D.C., 1993);
They use the November 1989 data set. Their method of calculating the aggregate conmption figue i
diffeemi than the method of the Planning Insitutb of Jamaica/Statistical Insditute of Jamaics, so the pe
capita conumption figues are not directly comparble. When there are tu4 recall periods for the
same item, they ue the longer period, whereas the Planning Institute of Jamaica/Statistical Institutb of
Jamaica take an average. In addition, they calculate imputed rent and durable use.
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2.14 The median per capita consumption in 1992 was J$22,653 in Kingston, J$18,032 in other
towns, and J$13,889 in rural areas." In real terms, the disparity is less for several reasons:
prices are about 6 percent lower in rural than in urban areas; the consumption figures do not
include imputed rent, and more rural than urban residents own their houses; and the figures are
per capita, not per adult equivalent (since rural households are larger and have more children,
per adult equivalent figures would narrow the differential).

2.15 Despite the large differences in consumption among regions, most of the total inequality
is not due to differences in means between the areas. Inequality decompositions examine how
much of total inequality is due to differences in consumption levels between groups, as measured
by differences in mean consumption levels for each group, and how much is due to differences
in consumption within groups. This decomposition was done in May 1989 for the division
between rural areas, other towns, and Kingston and showed that only about 9 percent of total
inequality was due to differences between means, whereas 91 percent was due to inequality
within each area. An inequality decomposition for the fourteen parishes produced similar
results, implying that targeting for poverty alleviation programs on the basis of parish alone
would be ineffectual. The policy implications are that targeted poverty schemes based on these
three broad regional categories would be ineffective; they would likely aid many persons who
are not poor and exclude substantial numbers of those who are. Thus, programs need to identify
and target the poor within both urban and rural areas.

2.16 A simple headcount measure shows that 10 percent of the households in Kingston, 36
percent in other urban areas, and 41 percent in rural areas are below the poverty line (see table
2.4). Among the poor, 70 percent live in rural areas, 7 percent live in Kingston, and 23 percent
live in other urban areas. The depth of poverty measure shows that the majority of poor living
in rural areas are poorer than the average poor. This does not mean that urban poverty is not
a problem, however, for the social effects of poverty are harsher in urban areas, where physical
living conditions are much worse and deteriorating faster and where poverty contributes to crime
that disrupts other economic activity. Poverty in different regions is linked, of course, through
the labor market. Greater rural economic development would reduce population pressure on
urban development.

The consumption aggregate. produced by the Statistical Institute of Jamaica do not include imputed rent
and use of durable goods. Thse two exclusions tend to offset each other, since a larger share of
households in the lowest quintile own their housing, but they own fewer durables. Still, the rent factor is
more important, because imputed rent figures are much larger than durable use figures.
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Table 2.4: Geography of Poverty, May-June 19J9

AU Other Rural
Indicator Jamaica Kingston towns areas

Incidence of the poor
PO headcount 32.7 10.0 36.1 40.7

P1 depth 10.7 2.2 11.7 13.9

Distributon of the poor
P0 beadcount 100.0 7.0 23.0 70.0

P1 depth 100.0 4.7 22.7 72.6

Note: The poverty gap measure P1 is calculated as the income-gap ratio times the headcount
measure. The distribution of the poor is calculated by applying population weights to the
incidence numbers.

Source: Dennis Gordon, 'Identifying the Poor: Developing a Poverty Line for Jamaica' (Planning
Institute of Jamaica, 1989). Gordon's methods of calculation differ slightly from those
of STATIN and PIOJ; hence the All-Jamaica figures differ from those in table 2.2.

2.17 For reducing overall poverty, growth of rural incomes has much more effect than growth
of urban incomes. For example, using the 1991 sLc data, 1 percent growth in Kingston would
reduce the incidence of poverty 0.4 percent and its severity 0.3 percent, whereas 1 percent
growth in rural areas would reduce the incidence of poverty 0.8 percent and its severity 1.6
percent. Similar results hold for the regional elasticities with respect to the depth of poverty
index and the Gini index. Rural production should not be pushed regardless of cost, however.
An effective poverty strategy needs both to improve growth and distribution of income earned
in rural areas and to improve the transportation network so that rural residents can participate
more in urban growth.

Rural and Agricultural Development

2.18 Since the nineteenth century, Jamaican agriculture has had two distinct sectors: (a) an
export-oriented, large-scale plantation sector producing cash crops and livestock and (b) a small-
scale sector producing food crops and livestock for domestic consumption and some export
crops."2 Small hillside farmers, who are the majority, produce most of the perennial tree crops
and almost all of the annual food crops. A majority (77 percent) of all farmers operated 15
percent of Jamaica's farm land on plots with less than 5 acres, typically on hillsides. The most

12 This section drws on material in the following papers: Albert Brown, 'Agricultre Sector Strategy Report,
Volume 2' (prepared for U.S. Agency for Intenational Development, Chemonics International Consulting
Division, Washington, DC, October 1987); FAO, 'Agriculture Sector Development Strategy, Policy, ad
Planning' (1989); Natural Resources Conservation Division, Government of Jamaica, and Ralph M. Field
Associates Inc., *Jamaic Country Envirommental Profile' (Kingston, Jamaica, September 1987); Tropical
Research and Development, Inc., 'Impact Evaluation of the Hillside Agriculture Project' prepared for
USAID, (Kingston, Jamaica, June 1992); World Bank, 'Jamaica Small Farmer Development Project'
(Washington, D.C., October 1991).
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serious issues facing these hillside farmers are low productivity and erosion. Several projects
have shown that productivity and conservation can be greatly improved using current
technologies. The government has an important role to play in providing a strong rural
extension service and research program to disseminate these technologies to small farmers. In
the short run, improved technologies would increase productivity, use of labor, and rural
incomes; over the long term, increased agricultural productivity would require larger farms and
less labor. As noted in Chapter 1, Jamaica is a relatively labor-intensive country.

2.19 Any strategy to help the rural poor thus needs to recognize that many individuals would
need to earn most, if not all, of their income from nonagricultural activities. Strong overall
economic growth would draw labor out of agriculture, leaving more land and capital for the
persons remaining and giving them the opportunity as well as the impetus to improve their
productivity. Of course, much of the economic growth and demand for labor should and will
occur in the urban areas, but it is also important to improve opportunities for growth of
nonagricultural rural activities. Food processing is an obvious possibility, as are crafts and
furniture making. As mentioned earlier, more provision of roads and other infrastructure is
crucial for developing such industries. Small hillside farmers need a strong rural extension
service to provide them with up-to-date technologies to reduce erosion and increase productivity.
By several accounts, productivity could be improved fourfold using current technologies.

2.20 Many farmers complain of a shortage of labor. This means that farmers use labor so
inefficiently that they cannot pay even the low reservation wage of potential workers. Most
heads of farm households are between fifty and eighty years old, and other household members
are typically very young. A 1990 survey of four watersheds found that 70 percent of farmers
used hired labor. Family members in their most productive years have often quit rural areas and
sought employment in urban sectors. Improving public transportation and roads between rural
and urban areas would encourage rural residents to commute rather than migrate to urban areas.
This would help keep families together, keep youth away from urban problems, and ease the
pressures on urban infrastructure. Until wages in agriculture increase, this labor shortage is
likely to continue. Increases in real agricultural wages will not occur until productivity
improves.

Employment

2.21 Analysis that links data from the LFS and the SLC shows how employment characteristics
of households differ according to the level of consumption. Heads of households in the lowest
quintile are predominantly in self-employed agriculture (38 percent), the occupation for which
households have the lowest average level of consumption. Other poor households depend almost
entirely on employment for their income.

Unemployment

2.22 Although people usually become poorer if they become unemployed, unemployment is
not the main problem of Jamaicans below the poverty line. Indeed, official unemployment rates
are relatively low for households in the bottom consumption quintiles. The unemployment rate
includes both persons seeking jobs and persons not seeking jobs and measures the number of
people who would take a job if it were offered. This measure is used by the country because
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few facilities exist to help individuals search for jobs, so many people wait to hear about a job
by "word of mouth' rather than actively search for one. The job-seeker rate is comparable to
the standard measure of unemployment but probably underestimates the true rate.

2.23 Unemployment was once much more problematic in Jamaica, because the economy was
more dualistic. Even during the boom years in the 1950s and 1960s, unemployment figures
were high. From independence in 1962 to 1973, real GDP grew 4.4 percent a year, but
unemployment rose from 14 percent in 1960 to 23 percent by 1972. High economic growth
occurred alongside growing unemployment for several reasons."3 The booming bauxite
industry created an insignificant number of jobs and had only weak linkages to the rest of the
economy. In addition, the bauxite export boom led to an appreciation of the Jamaican dollar,
which hindered labor-intensive export agriculture, slowing down employment growth in that
sector. In manufacturing, the government protected import-substituting industries with policies
that promoted capital-intensive ventures. Finally, unions obtained real wage increases of 1
percent a year from 1967 to 1972, despite rising unemployment. For all these reasons,
unemployment increased despite high growth. During this time, Jamaica developed structural
weaknesses that became even more serious during the 1970s.

2.24 From 1973 to 1980, the unemployment rate varied between 20 and 28 percent. In the
early 1970s, unemployment fell as the public sector increased employment by a significant 58
percent between 1972 and 1976. Thereafter, it rose to peak at 28 percent in 1980. Rising
unemployment was accompanied by falling real GDP. The oil shocks, mounting labor strife,
government policy, and an increasing minimum wage led to business uncertainty, capital flight,
and emigration of professionals and managers. The bauxite industry, export agriculture, and
tourism suffered from increased rent extraction by the government and political violence. The
only growth industry was public administration.

2.25 From 1980 to 1987, unemployment averaged about 25 percent a year, with growth in real
GDP averaging about 0.4 percent a year. Stabilization and adjustment policies were not
consistently applied, and although the government lowered administrative controls somewhat,
progress was slow and the basic economic structure changed little.

2.26 Since the mid-1980s, structural adjustment has begun to spread the benefits of growth to
persons outside the formal sector. From 1988 to 1991, real GDP grew more than 3 percent a
year, and the unemployment rate fell from 19 to 15 percent, although unemployment rates of
youth and women remained high. Employment appears to have become more correlated with
growth, an important positive development. This is especially important for the poor since their
main asset is labor. Structural adjustment created new jobs and reduced unemployment, as did
slower growth of the labor force. In 1977-85, 13,300 new jobs were created annually, whereas
in 1985-89, the annual figure was 22,500.'4 The labor force grew 2.0 percent annually

13 S. Wellisz and C. Stone, 'Tho Political Economy of Poverty, Equity, and Growth, Janaica, 'in Ronald
Findlay, editor, The Political Economv of Poverty. Eguitv and Growth: Five Smafl onen Economies.
Oxford University Press for The World Bank, 1993.

14 Patricia Anderson and Michael Witter, 'Crisis, Adjustment, and Social Change: A Case Study of
Jamaica' (University of the West Indies, Kingston, Jamaica, July 1991).
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between 1977 and 1985, compared to 0.5 percent annually between 1985 and 1989. The slow
growth of the labor force in the late 1980s was partly due to increased emigration; net migation
was 13,400 persons a year in 1978-85 and 25,000 a year in 1985-89. In addition, labor
participation rates for males and females over the age of fourteen fell throughout the 1980s.

2.27 Unemployment rates by consumption quintile are available from the merged SLC and LFS
data sets and are displayed in table 2.5.15 The lowest rates of unemployment occur in the first
and fifth quintiles. It is not unusual for the lowest quintile to have low unemployment rates.
Measured rates are often low for the poor, who are usually located in rural areas and are
involved in small-scale agriculture. Technically, the poor are employed, through subsistence
agriculture or wage jobs, but the extent of underemployment, though unknown, is surely
significant. This explanation is supported by an examination of unemployment by region;
unemployment rates are the lowest in the first two quintiles in rural areas, whereas they are the
highest in the bottom two quintiles in Kingston.

Table 2.5: Unemployment Rates, by Consumption Quintile, 1991

LoCation 1 2 3 4 5

All Jamaica 9.5 15.6 14.3 15.3 9.2

Kingston 20.0 22.0 14.0 12.0 6.0

Other towns 16.0 21.0 21.0 14.0 11.0

Rul ares 8.0 13.0 12.0 17.0 13.0

Source: Dennis Brown, *The Sociooconomy of Poverty in Jamaica and Propets for its
Reduction,* mss. (Kingston, December 1992).

2.28 An examination of members employed per household shows that nearly all households
in the lower quintiles have at least one member employed but that the fifth quintile (the highest)
has a number of households in which no one is working. The poor cannot rely much on savings
when no household member is working. In addition, the poor rely on secondary workers more
than richer households do. The percentage of households with three or more employed workers
is higher for the lower than for the richer quintiles. Furthermore, since the poor have larger
families, they also have more members who are not in the labor force. In November 1989, 72
percent of poor households had members who were between fourteen and sixty-four years of age
but were not in the labor force and thus could potentially become workers."' About half of the
potential workers were women, and two-thirds were between the ages of fourteen and twenty-
four, for whom unemployment rates were high and employment opportunities limited.

Is Dennis Brwn, *Tho Socioeconomy of Poverty in Jamaica and Prospects for its Reduction.'

'' M. Grosh and J. Baker, *Protecting Poor Jamaicats from Currency Devaluation: Some Guidance for the
Safety Net from the Survey of Living Conditions,' HRO Worling Paper No. 10, World Bank (Washingto,
D.C., September 1993).
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Employment of the Household Head

2.29 The job of the head of the household is related to its consumption level, with the heads
of poor households being predominantly self-employed."7 The percentage of self-employed
heads of household was the highest for the lowest quintile (54 percent) and declined for
increasing quintiles (31 percent for the fifth quintile). Conversely, the share of heads who
worked for the government or in the formal private sector increased with economic status. This
is not surprising since government and other workers in the formal sector are usually more
skilled and better paid than workers in the informal sector. The high overall share of heads who
were unemployed or out of the labor force (25 percent) indicates that the head is not always the
main income earner and that the employment status of other household members is important.

2.30 Most heads of households in the lowest quintile are self-employed-38 percent in
agriculture and 13 percent elsewhere-or are not in the labor force (17 percent). Occupations
that are strongly and positively related to the level of household welfare include urban self-
employed, professional, technical, or administrative positions, manufacturing work, and, to a
lesser extent, clerical or sales occupations. Households in agriculture have average consumption
levels 29 percent below the Jamaican average. Mining is by far the most lucrative industry, with
consumption levels 2.3 times greater than the average, but only 0.5 percent of heads of
household are employed in this industry.

Job Mobility

2.31 Job mobility is high, according to evidence in the SLC and LPS. From 1990 to 1991,
about one-fifth of the labor force changed jobs. The degree of mobility seemed to be positively
related to job status. To get a rating of job status according to the associated level of
consumption, occupations were assigned a code of 1 to 5 depending on which household
consumption quintile was most prevalent (the mode) for that occupation in 1991. This gave the
distribution of the employed labor force by the consumption status of the worker's current
job."5 In the lowest quintile, where persons who are self-employed in agriculture predominate,
only 14 percent had changed jobs, compared with 22 percent in the top consumption quintile.
Of those currently with the lowest occupation code who had changed jobs, 65 percent had moved

1' The following data are from the SLC for May 1989, the latet year in which sch data have bemn tutod.

is Dennis Brown, The Socio-Economy of Povoty in Jamaica and Prospects for its Reduction.' The
pcentage of the people with codes 1 and 5 wu very high, with about one-hird of the employed labor
force in each coding. This implies that occupations at the low and high ends of comption sta are jobs
with a wide dispersion of consumption. For example, code I mosty includes different types of farmer,
implying that farming is an occupation with a wide disprsion of houehold consumption levels. Code 5
includes a lar rang of occupations, several of which must have lower consuption than the mode.
Many low-ill srvicoe jobs have a code of 5; this may be becaus other household members have high-
paying jobs that are pulling up the household consumption and leading to erroneous correlatious beteewn
low-skill jobs nd consumption datus. This coding is based on household consumption per capita, so the
occupations of other household members will affect the cosmption stus of an occupation. For example,
a husband and wife may be a social worker and doctor, respectively, and their household consumption will
be high. This will cause the conumption status of the social worker to be unrealistically high. This
problem is less relevant for looking at mobility over time.

24



from occupations with relatively high codes. Of those currently with an occupation with the
highest consumption code, 55 percent had moved from occupations with relatively low
consumption codes. This suggests that at the extremes, mobility was more downward than
upward, although that may be a short-term phenomenon, reflecting the macroeconomic instability
in fall 1991 when the surveys were conducted. The overall phenomenon of job mobility
probably reflects how recent liberalization policies have altered employment opportunities. For
example, opportunities have declined in high-status government jobs but increased in export
sectors and financial services.

2.32 There do not appear to be serious legal constraints to the mobility of labor. In the formal
sector, workers must be given some notice and severance pay based on current pay and years
of service. These rules do not seriously restrict mobility or deter firms from hiring new
workers, although it diminishes the willingness of firms to layoff senior workers.

Conclusions

2.33 Poverty in Jamaica is a problem more of insufficient growth in incomes than of
inadequate support of social programs that mitigate the detrimental effects of poverty. Thus,
a poverty strategy should include policies both for accelerating sustainable growth and for
assisting the poor by increasing their access to productive assets, raising the return on these
assets, and raising the quality as well as the number of jobs available. The main assets owned
by the poor are labor and, in rural areas, small parcels of land. Since most of the poor are
located in rural areas, effective rural development is the key to broadly based poverty-reducing
growth. Sufficient urban demand for labor is also important to ensure a continued and sustained
reduction in poverty.

2.34 The strategy would do two things: first, it would prepare all of the next generation for
productive employment in the modern sector and, second, it would allow more of today's poor
adults to gain access to employment in the modern sector or to capital that would enhance the
productivity of the self-employed. This would involve changing the incentive structure for
growth and investment in the formal sector, as described in Chapter 4. It would involve
expenditure for training and education, for protection of persons and property, and for
infrastructure to improve the links between the modern and the poor regions of the economy,
as described in Chapter 5. The strategy should reduce the barriers that trap the poor in the rural
sector, without forcing them into urban settings that lack adequate jobs and housing. The lack
of adequate policy and programs for rural development is the most serious lacunae in the
government's strategy to reduce poverty. Most of the poor live in rural areas, but their needs
are not adequately addressed in the sectoral programs for agriculture or infrastructure.
Education and health sector programs do not adequately address the needs of the rural poor;
more should be done in these sectors as well.
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3
Public Poliy: Macroeconomic Framework

3.1 Growth and investment in the private sector depend on security that unexpected shocks
from the public sector will not disrupt the plans of private investors. Even if all else looks
favorable, investors will usually delay their projects unless the macroeconomic situation looks
stable: with a sustainable fiscal balance, moderate inflation, and a competitive exchange rate.
Stop-go policy cycles and lack of coordination among fiscal, monetary, and exchange rate policy
repeatedly stalled and reversed growth efforts in the 1980s. They also worsened poverty, as
Chapter 2 shows for 1991. The current stabilization effort has been under way for two years
and shows promise of avoiding the pitfalls that beset previous attempts. Coordination between
aggregate fiscal policy, monetary policy, and exchange rate policy improved in 1992-93, but
further efforts to sustain and deepen the policies remain necessary.

Fsc Policy

3.2 The keystone of the improved macroeconomic framework in Jamaica has been
improvements in the fiscal balance. The public sector borrowing requirement, which had risen
from 5.4 percent of gross domestic product (GDP) in 1987/88 to 12.8 percent in 1988/89 (pushed
up by the cost of rebuilding after Hurricane Gilbert), declined to 6.3 percent in 1989/90 and to
an almost even balance in 1991/92. The government greatly tightened its fiscal stance in the
first quarter of 1992 and ended the 1991/92 fiscal year with an overall public sector deficit of
only 0.4 percent of GDP (excluding divestment proceeds and net of Bank of Jamaica losses).1'
In 1992/93 the government achieved an overall public sector surplus of about 2 percent of GDP,
which it expects to repeat in FY1993/94.

3.3 Striving for macroeconomic stability, Jamaica has entailed in the past decade repeated
eforts at fiscal tightening, which reduced the overall deficits even while the burden of debt
service increased. With a few recent exceptions, fiscal retrenchment has been accomplished
without adequate tax revenues or strategic downsizing of the duties of the public sector, which
has repeatedly distorted the allocation of spending. Spending on infrastrcture and human
capital development has declined in absolute terms and in relation to the nation's needs. To
make the fiscal adjustment sustainable, the govemment needs to improve the targeting of
expenditures to its priorities and to even out the flows of expenditurs during the fiscal year.
To provide the cabinet with adequate information and analysis to attain these outcomes, the
government is instituting a program budget, a financial management information system, and a
fiscal policy management unit in the Ministry of Finance.

3.4 Achieving such a surplus for 1993/94 was difficult because some government employees
received large wage awards to make up for past inflation. These increases were retoactive to
April 1992 but were paid only in FY1993/94. Their combined effect was to leave an anticipated
budget shortfall of 5.5 percent of GDP. To close this gap, the government passed a budget for

It In FY1991/92, the govement resorted to a one-time 'ces' or tax on bank acoounts, but it was genlly
recognized that such measures gave undesirable signals to savers, and they have since boen avoided.
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FY1993/94 with a package of tax changes that should raise most of the necessary revenue.
Measures to reduce expenditure should also contribute to the fiscal effort. The budget assumed
that the degree of tax compliance will be sustained; the tax package is discussed in detail below.
Two-thirds of the extra revenue is expected to be collected through the general consumption tax
(acT), partly by increasing the rate from 10 to 12.5 percent, but mainly by closing loopholes
(exemptions and zero-rating). The government is also working on a program of tax
administration reforms that should significantly raise revenues for given rates. Most of this
effect will come in later years.

3.5 Over the past four years, the government has also significantly cut tax rates and reduced
some expenditures. Import tax rates were lowered and stamp duties ended. Privatizing or
closing state enterprises has helped reduce budget subsidies (while also ending some other
sources of revenue). In 1992 a major retrenchment effort cut almost 20 percent of the
government work force-8,000 persons-from the payrolls. Severance pay cost almost 1 percent
of GDP, but the longer-term saving will be much larger. These cuts were made across the board;
further restructuring needs to be done with more focus, such as eliminating or consolidating
whole departments and agencies, to eliminate overlap and inefficiency.

3.6 Looking ahead, the government's fiscal program provides a basis on which to project
how the economy will grow with the savings generated from this program plus what can be
expected from the private sector. Financing from official sources is also projected to continue.
Trends from the mid-1990s are projected to continue through the later years of the decade.
Table 3.1 shows the assumptions about the efficiency of investment (ratio of gross investment
share to the growth rate in the following year), private financing, and the share of disposable
income saved by the private sector. With these assumptions and the baseline fiscal program,
average Jamaican growth would rise above 5 percent a year in the late 1990s, and the debt to
output and export ratios would decline by almost half. To demonstrate the importance of fiscal
discipline, alternate scenarios A and B in Table 3.1 show the effects of fiscal slippage,
specifically increasing public consumption by 2 percentage points of oDP beyond that projected
for 1993 in the baseline and sustaining that increase, rather than bringing down the share of
public consumption. In the alternate scenario A, this is the only assumption that changes. The
result of more consumption and less domestic saving by the government is less resources for
private investment and consequently lower growth. GDP and private consumption rise more
slowly, and debt ratios decline less. The negative effects of fiscal slippage are more serious,
as shown in alternate B, if they also reduce the efficiency of investment and lower the quantity
further by discouraging domestic saving and foreign saving (through direct investment). Such
effects would be quite likely if fiscal slippage occurred.20

XD Klaus Schmidt-Hebbel and Steven Webb, Public Policy and Private Saving,' in V. Corbo, S. Fischer, and
S. B. Webb, ods., Adusmnent Lending Reisited Policies to Restore Growth (Washington, D.C.: World
Bank, 1992).

27



Tabk 3.1: Nojecdoe: Altant. Auuuptiois ad Outcomn

Akernate B: Higb Akerate B: High
Base caw government governmt comumpd

e_ umpdoa wk repercuum

Summary of mumpioa 1993-96 1997-2000 1993-96 1997-2000 1993- 1997-2000
and outomes

Asumptions

Government consumption 16.9 15.4 20.0 20.0 20.0 20.0
(as a shae of GDP)

Private consumptaon
(as a share of disposable 80.0 78.0 80.0 78.0 85.0 85.0

inoome)

Lnmmmenta capaoulpt ratio
(CDP growth over lagged 5.8 4.35 5.88 4.35 6.75 6.0

invesmnent shame)

Direct foreign invesment
(millions of U.S. 131.0 169.0 131.0 169.0 118.0 138.0
doLars)

Outoesmf

GDP groWth rte 3.7 4.9 3.2 3.6 2.3 1.3

Ratio of investaent to cGDp 23.6 23.4 20.1 16.8 15.2 7.8

Domestic svings 23.7 29.0 25.2 22.6 20.8 14.8

Ratio of exteral debt to oDP 127.0 95.0 127.0 99.0 129.0 106.0

Source: Worid Bank daff estinates.

3.7 Will the recent tax measures and the plans for improving compliance make the share of
taxation too high? The share rose to more than 33 percent of gross national product (ONP) in
1993, makdng it one of the highest in the developing world.2' The issue goes back to three
separate questions. First, is the public expenditure (other than debt service) too large? Yes, it
is generally agreed. The government is reviewing its pattern of expenditure and is planning
further reform of the public sector, with support from the World Bank and other external
agencies. Chapter 5 discusses expenditure, with special focus on the areas needing more
resources: economic infrAstructure and the social sectors. The recent budget and tax package
are helping make the cost of the public sector more transparent, which improves decisions by
the political process. Second, are the incentive-distorting effects of taxes costing the economy
too much? Recent tax reforms have helped reduce the distorting effects. Improvements in
collection would also reduce distortions and allow further reductions in tax rates without
decreasing revenue. Third, is the government reducing debt principal or building up reserves
too fast? Domestic debt is one-fifth of total debt and is very costly, because interest rates are

21 World Bnk, Word Dewlopmet Report 1993 (Washington, D.C., 1993), pp. 260-61; staff
projections.
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high and debt contributes to macroeconomic uncertainty. It should be paid down as soon as
possible. The government plans to use the net proceeds from privatization to do so, but more
will probably be needed. The combination of economic growth and the reduction of debt
service, as surpluses pay down the debt, will open the option for cuts in the tax rates in the
second half of the 1990s, even without any cuts in program spending. As with a steadily
increasing commodity boom, it will be a serious if pleasant challenge to use the freed up
resources efficiently to promote sustainable economic growth.

Debt Burden

3.8 The overhang of external debt is a large negative endowment for the Jamaican economy,
about US$4 billion.' Interest on it and gross repayment of principal take more than 21 percent
of GDP, which is almost four times higher than the average for Latin America and the
Caribbean.' Disbursements of new loans came to less than half of total debt service in 1992,
and in any case the high gross flow creates major difficulties for fiscal management. The direct
effect is a major drain on the government budget: in FY1991/92 half of tax revenues went to
service external debt, while roads deteriorated for lack of maintenance, schoolchildren were
short of books, and hospitals were short of medicines. The indirect effects compound the
problem by slowing growth. The high debt burden makes business reluctant to invest in Jamaica
and encourages young people to move abroad if they have acquired enough education and skills
to have access to the international labor market. Reducing the debt burden could become a self-
reinforcing process if it encourages the creation of physical capital and the retention of human
capital in Jamaica, enhancing the productivity of individuals already in the country and spreading
further the burden of the debt.

3.9 Jamaica is gradually growing and exporting its way out of its debt difficulties, but the
burden of debt remains high and frustrating because growth has been so slow. The external debt
situation continues to improve because of the combination of fiscal restraint by the government,
more stringent conditions by multilateral lenders, and debt relief from bilateral donors. As of
the end of 1992, the stock of medium- and long-term public and publicly guaranteed external
debt was US$3.6 billion, the lowest since 1986 and down from the peak of US$3.9 billion in
1990. The depreciation of the U.S. dollar after 1985 had a negative effect on Jamaica's external
debt picture. Part of Jamaica's external debt is in Japanese or European currencies, either
directly or through the World Bank's source of funds formula. For example, Jamaica's debt to
the World Bank increased from US$468 million at the end of 1985 to US$594 million at the end
of 1992, even though Jamaica had made US$82 million in net repayments of principal during
that period.

3.10 Of the $3.6 billion in medium- and long-term debt, US$1.13 billion is owed to
multilaterals, including US$0.59 billion from the International Bank for Reconstruction and
Development, and US$2.04 billion is owed to official bilateral sources. Multilaterals have

22 A billion is 1,000 million.

23 Interest on external debt was 6.6 percont of GDP in 1992, and repayments of principal were 15. 1
percent.
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received substantial resource transfers from Jamaica. Bilateral lenders have been the main
source of recent net lending, much of it concessional, while at the same time they are
rescheduling or forgiving old loans. In January 1993 the Paris Club rescheduled Jamaica's debt
on Houston terms: repayments for (guaranteed) commercial credits over nine years following
a five-year grace period after the end of the consolidation period in 1995 and for official credit
over ten years following a nine-year grace period. The United States forgave US$217 million
worth of debt in 1991 and US$92 million in 1993, and other bilateral lenders forgave another
US$16 million. Further rescheduling or debt forgiveness would help Jamaica's finances, but the
priority in the government's use of its diplomatic and other resources should be to expand export
opportunities and investment interest, in order to speed up growth.

Bank of Jamaica

3.11 To achieve the macroeconomic stability necessary for private investment to respond to
the fiscal and microeconomic reforms that are under way, the Bank of Jamaica needs to provide
complementary stability of monetary policy. To do this, the government is taking steps to
eliminate the quasi-fiscal losses of the central bank and to strengthen its institutional autonomy.

3.12 Central banks usually make large net revenues, enough to cover their expenses and then
remit a good profit to the treasury. They do this by issuing noninterest bearing liabilities
(money) in exchange for interest-bearing assets: government securities, commercial paper,
interbank loans, and foreign exchange assets. Some central banks, however, started incurring
losses in the 1980s, as a result of other types of transactions. The Bank of Jamaica did three
of the typical kinds of loss-making transactions. On the asset side, it issued money without
acquiring earning assets. It made cash advances to the government, for which it received no
marketable security and little or no interest. Also, it was pressured to cover the foreign
exchange losses of those who borrowed from abroad before a devaluation, in return for which
it received just a non-earning accounting entry as the counterpart. This occurred mostly in the
late 1980s. On the liability side, the bank issued interest-bearing liabilities, particularly
certificates of deposit, as part of an effort to soak up excess liquidity in the economy, because
it lacked other marketable securities that it could sell. (This kind of loss-making activity thus
follows from the first two.) This happened, for instance, in mid-1992 when the bank sterilized
foreign capital inflows.

3.13 Bank of Jamaica losses were 5.6 percent of GDP in 1991/92 and 6 percent in 1992/93.
They contribute to the public sector deficit (or reduce the surplus), and they are now counted
as such. More important, the losses impair the bank's ability to conduct monetary policy.
Besides making it dependent on the government for its operating expenses, the large stock of
outstanding interest-bearing liabilities means that the bank cannot tighten monetary policy to
raise interest rates without simultaneously worsening its own already precarious financial
position. Hence, a prerequisite for strengthening the Bank of Jamaica is to have the government
take over its loss-producing liabilities in exchange for interest-bearing, marketable government
securities.4 These then provide a new asset base. Such an action plan is being carried out as

wThe transaction leaves aggregate public sector liabilities unchanged but reassigns them so that servicing
the liabilities is more efficient and transparent.
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part of the government's program being supported by the International Monetary Fund. First
taking over the interest payments and then the principal, the government will eliminate the
bank's loss-making activity completely by the end of 1995. To sustain this, the bank will have
to refrain from issuing more certificates of deposit and continue its policy of not covering
foreign exchange losses of either the government or the private sector.

3.14 The revision of the bank's charter in 1992 aimed to strengthen the bank's management
structure, and a further restructuring has been in progress since June 1993.2 The board of the
Bank of Jamaica must approve any major internal management decision and are informed of
decisions on monetary policy. The board comprises the governor and senior deputy governor
of the bank, the financial secretary, the director general of the Planning Institute, and three other
directors, chosen by the minister of finance. They represent the private sector and currently
include a lawyer, an economist, and a representative from the agricultural sector. The staff now
speaks with a unified voice through the governor, who has the task of winning support from the
outside members. Having a broader political base in the government and society helps the board
defend the bank's policy against challenges. For this arrangement to work, members of the
board, including the governor and senior deputy, must have security of tenure both in law and
in practice. They should not be political appointments that change with the composition of the
government, but rather persons who have bipartisan respect and remain in office under a new
government, even if they would not have been the first choice of the opposition.

3.15 The relation to the government sets the parameters within which the Bank of Jamaica can
pursue policies to maintain stable prices and exchange rates and influence the formation of
overall macroeconomic policy. While the Ministry of Finance has ultimate authority and
responsibility for assuring that the bank is doing its job properly, greater central bank autonomy
requires procedures to assure that this authority is exercised with great restraint and in an
absolute way only in exceptional cases. To support its autonomy, the Bank of Jamaica can
develop some political base of its own, for example through its regular testimony to a
parliamentary committee. The opportunity to be questioned publicly by members of the
opposition as well as the governing party, although inconvenient, creates accountability to a
wider range of interests and allow the bank to make a case and receive a mandate for its policy
strategy. (The chair of the Federal Reserve Board in the United States testifies regularly to the
Senate Banking Committee, for example.) Such a routine would also provide a context in which
to resolve any open conflict between the government and the bank. In the rare cases when the
Minister of Finance and the bank could not reach agreement in private consultation, the minister
could call for a special parliamentary directive for the bank to do the cabinet's will.

3.16 Looking at a wide array of countries, one finds that most compromises of a central
bank's role in assuring price stability arise when the bank is pressured to provide monetary
financing of the government's deficit or is expected to take on additional functions. The absence
of such pressure at the East Caribbean Central Bank has contributed to its success. To deal with
the pressure to finance deficits, central bank charters often have provisions limiting lending to
the government. The existence and rigor of such limits have a significant and favorable effect

2s A report of the Bank of Jamica Review Committee was delivered to the Minister of Finance in
January 1994.
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on the average inflation performance in industrial countries.' One can usefully distinguish
between limits on direct advances to the government and limits on securitized lending. Direct
advances have a more concealed and pernicious effect on monetary policy, since the advances
generally do not earn income and the bank has no recourse if the government chooses to defer
repayment. Many central banks are not allowed to make advances. Securitized lending, where
the bank buys government debt that could be and often already has been sold in financial
markets, is done by virtually all central banks, although the amount is sometimes limited. With
securitized lending, the bank has recourse to the option of selling the security in the market.
In Jamaica, the cash advances cannot exceed 30 percent of (projected) revenues for the current
fiscal year. This limit exceeds that of most countries, which have lower limits or allow no
advances at all, and relate the limit to the revenue of the prvious year(s). A backward-looking
limit is more anti-inflationary, because the limit becomes tighter in real terms as inflation
increases.7 ' The Bank of Jamaica charter should have smaller, backward-looking limits on
advances and should consider adding a limit to securitized lending, which will become more
relevant as financial markets improve. For the sequencing of such measures, the backward-
looking provision should come first, and then the limits could be reduced as appropriate to
sustain the credibility of the bank's anti-inflationary stance. It is a good sign that the bank is
not making any advances to the government at present.

3.17 A central bank can focus better on assuring price stability when it is freed from the
demands of other functions. Already in 1992, the Bank of Jamaica shed many of its functions
as a bank for the public sector, with commercial banks taking over that role. The bank holds
most of the official Jamaican debt, is responsible for making the payments on it, and has also
assured the supply of foreign exchange for petroleum imports. The intention-to make sure that
the money is available for these important purposes-is understandable, but it limits somewhat
the bank's ability to focus on maintaining the stable value of the Jamaican dollar. Thus, it is
probably useful that the Accountant General Office, under the Ministry of Finance, has started
to play a more active role in managing debt; its staff will need strengthening if it is to do more.

3.18 Procedures can shape outcomes in an important and predictable way only over time. To
begin the delicate process of building effective and durable central bank autonomy, the Ministry
of Finance needs some years in which it is not under irresistible pressure to put irresistible
pressure on the Bank of Jamaica to finance fiscal deficits. The program of fiscal surpluses by
the public sector will certainly help, as will the program to eliminate Bank of Jamaica losses.
The present situation, where the government is not taing advances from the Bank of Jamaica
and the latter is already pursuing a vigorous anti-inflation policy, would be the ideal time to
increase the Bank's autonomy and protection against borrowing demands of the government.

X6 Alex Cukierman, Stven B. Webb, and Bilin Noyapi, *Meauring the Independenc of Central d Bma d
Its Effect on Policy Outcome," World Bank Economic ReJew 6:3 (1992), pp. 353-98. For cental baks
in developing countries, the law seome to havo been too often flouted to explain the variation of infiatin
acrmss countries. Among thos conmtris, it is the indpendence of the central bank, as indicat by
secunrty of tenure of the governor, that helps explain lower averg inflation and fastr ave growth.

27 Alfiedo Loone, *Th Effectivens and Implications of Limits on Cental Bank Credit to the Governmt,'
in Patrick Downes and Ron Vaez-Zadeh, ods., The Evolving Role of Centrl Banks (Washington, D.C.:
Intrational Monetar Fund, 1991).
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Implementing such institutional changes would strengthen the signal of the government's
commitment to sustaining the current policy stance. This would help increase the willingness
of investors to commit their funds for productive investment.

Exchange Rate

3.19 Opening the exchange rate regime has been the most important macroeconomic policy
reform, from the point of view of the private sector. (Of course, fiscal and monetary measures
have been necessary to support it.) The repeated changes of the foreign exchange system in the
past five years reflect government efforts to achieve four objectives, all of them appropriate, but
not all easily reconciled: to avoid overvaluation, to assure access to the market for all firms and
individuals, to maintain some stability of the exchange rate, and to provide the government with
enough foreign exchange to meet its needs. The current arrangements meet the first two
objectives fully but do not yet satisfactorily meet the last two. The key question now is whether
the current system will meet them in due time or whether further changes in the institutional
arrangements will be necessary.

3.20 After some devaluations in the early 1980s, the rate was fixed for five years, 1985-89,
while domestic consumer prices rose about 50 percent. In 1989 the government instituted an
auction system and freed the rate. Fiscal and monetary policies were not well controlled,
however: the rate moved up very quickly, the auction mechanism was suspended after only a
few months, and the rate was pegged again. In September 1990, the exchange rate was in
theory allowed to be determined by "prevailing market rates," with the ultimate objective of
going to a floating rate, but exchange controls prevented the rate from moving to clear the
market, which prevented people from obtaining and holding as much foreign exchange as they
wanted.

3.21 In September 1991 the government removed the last significant exchange controls and
let the rate float freely. Firms and individuals could legally hold as much foreign exchange as
they wanted, parallel market transactions were tolerated, even if not explicitly legalized, and
banks could open foreign exchange accounts. These changes have not been reversed and have
allowed a large dollar-based financial market to develop, as described in the section on financial
market development. The move to a floating rate was not supported by fiscal and monetary
policies, which were too loose then. The rate depreciated quickly, more than 100 percent in
seven months. Inflation also accelerated, to a peak of 26 percent in the last quarter of 1991,
although domestic prices and especially wages lagged behind the exchange rate. The real
depreciation had some beneficial effects in stimulating agricultural production for markets other
than preferred markets (sugar and bananas) and in getting firms, including large, old import-
substituting businesses, to reorient their plans toward the export market. But the speed of the
depreciation caused social dislocation and financial panic. The government tightened fiscal and
monetary policy sharply in the first quarter of 1992. This set the stage for stabilization, but the
authorities did not intervene directly. In mid-April a major businessman in the tourist sector led
an intervention to support the Jamaican dollar; it succeed and other money flowed in, both for
speculative purposes and to meet the increased demand for nominal Jamaican dollar balances at
the higher price level. By mid-June the rate was down to J$22.50, and in early July it reached
J$22.20, where it stayed fixed until June 1993.
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3.22 An unofficial system evolved whereby the licensed traders of foreign exchange, mostly
commercial banks, bought and sold only at this rate, on which they had agreed. Dealers were
required to turn over 25 percent of their receipts to the Bank of Jamaica at the average selling
price for the day. Exporters and importers did an increasing share-eventually a majority-of
their foreign exchange transactions outside the interbank market. Having to turn over a large
share of their receipts to Bank of Jamaica depressed the volume of interbank transactions and
discouraged new firms from seeking licenses. By fall 1992 shortages of foreign exchange began
to appear at the unofficially fixed interbank rate. Commercial banks rationed some demanders
of foreign exchange at the par rate, and the parallel rate crept over 15 percent above par.
Clearly the situation could not be sustained indefinitely, but the government was wary of another
big run up of the rate and so waited until fiscal and monetary policies were under control before
announcing changes.

3.23 The presentation of the budget in June 1993, accompanied by strong fiscal measures and
the institutional strengthening of the Bank of Jamaica, also announced a few crucial changes to
the system in place since 1992. The interbank rate was no longer fixed by gentlemen's
agreement but was allowed to move daily, and it has moved closer to the unofficial rate. The
number of licensed dealers was to be enlarged, to prevent collusion against customers, including
the Bank of Jamaica. As the bank develops its newly opened trading room, it can enter the
market directly to obtain the foreign exchange it needs, and the effective surrender requirement
for authorized dealers can be phased out, thus eliminating the main disincentive to use the
official market.

3.24 Since June, the bank has tightened domestic credit strongly and thus increased the
incentive for holders of dollar deposits in Jamaican banks to convert them to Jamaican dollars
in the interbank market. As of the end of 1993, the incentives had not yet induced a shift of
assets, leaving interest rates on Jamaican dollars very high in real terms and the nominal
exchange rate still depreciating. Restoring the attractiveness of the domestic currency market
will require that the government sustain its commitment to sound fiscal policy and an open
exchange regime and let the bank conduct monetary policy to maintain the real value of the
Jamaican dollar. The markets have been testing the credibility of these commitments, leading
to high real interest rates. Failing the test by allowing slippage of fiscal or monetary policy or
by reverting to a controlled exchange system would seriously damage investor confidence and
once again spoil the prospects for growth. Passing these tests will have major payoffs for the
whole economy, including lower market interest rates.

Poverty Effects

3.25 Macroeconomic instability worsens poverty in the short run as well as the long run, as
shown by recent experience, discussed in Chapter 2. Accelerating inflation in 1991 had a very
negative impact on both average consumption and the shares for the poor. The poor are the
least likely to have assets protected from inflation, such as in foreign accounts. With the
restoration of macroeconomic stability in the latter part of 1992, the consumption by the poorest
groups increased strongly. Fiscal retrenchment, including substantial public sector layoffs, was
necessary for the stabilization in 1992 but does not seem to have had much adverse impact on
the poor, who are found mostly in the rural and informal sectors. Sustaining macroeconomic
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stability is a necessary condition, although not a sufficient one, for accelerating growth and
making sustained reductions of poverty.

3.26 Achieving a competitive exchange rate stimulates growth, as the record in Jamaica shows,
and helps expand employment opportunities for the poor. Had the high unemployment of the
1980s continued, poverty would surely be much worse today. When a country follows
excessively expansionary fiscal and monetary policy, a fixed exchange rate imposes a cost by
retarding export-oriented growth, while at the same time deferring some of the inflationary effect
and costs of the unsound macroeconomic policy. Eventually, when the exchange rate adjusts
to a more competitive rate, the inflation costs are realized, often with greater intensity than if
they had been dealt with earlier. In the transition, nominal devaluation can accelerate inflation,
which taxes away the savings of the poor, who are less likely than middle- and high-income
groups to have saving instruments that hedge against inflation. It can also cause a temporary
overshooting of the real devaluation, depressing real wages more than necessary to be
internationally competitive. Both of these happened with the devaluation in 1991-92, with
adverse consequences for the poor.2 ' The lesson is not that devaluation is bad for the poor,
but rather that the poor benefit from a competitive exchange rate that is maintained on a
continual basis and with consistently appropriate monetary and fiscal policy.

3.27 Among the poor, the main beneficiaries of devaluation were those who were in or were
able to move into sectors earning foreign exchange, such as tourism, even at the margins, and
agricultural exports. Sugar, bananas, citrus, coffee, and cocoa are labor intensive, especially
when grown by small farmers. Households receiving remittances from abroad also benefited
from devaluation. International remittances were received by 15 percent of households in the
poorest quintile and 18 percent of households in the second quintile; for households in the lowest
quintile that received remittances, those remittances accounted for 45 percent of their food
budget, according to the 1989 Survey of Living Conditions (sLC). Losers from devaluation
included persons in the nontraded sectors and those dependent on pensions and government
welfare. For them, the cost of food-the biggest expenditure item-jumped sharply, but nominal
income did not. Devaluation had little effect on the poor in subsistence agriculture, except in
the long term, as their alternate economic opportunities improved. The November 1989 SLC
indicates that about two-thirds of households in the poorest quintile produced food for home
consumption, particularly starchy roots and tubers, vegetables, and fruits. For these households,
home consumption accounted for 22 percent of the total food budget. Home production probably
became more important as food prices increased.

Conclusions

3.28 Macroeconomic stability has faced and often succumbed to serious challenges in the past,
and it is unlikely that things will be easy this time. Political support for stable macroeconomic
policy ultimately depends on achieving substantial real growth of disposable incomes. And vice
versa. Experience in many countries demonstrates both the reality of such a virtuous circle and
the long delays in its emergence. The counterpart of the virtuous circle is the vicious circle of
instability and stagnation, which Jamaica has all too often experienced in the past. Two key

M. Grosh and J. Baker, 'Protecting Poor Jamaican from Currmcy Devaluation.
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challenges can be expected. The first involves the difficulty of sustaining the strength of at least
a core of the public sector, from which a strong whole can be rebuilt. Chapter 5 discusses this
at more length. The second challenge involves dealing with speculative foreign exchange
inflows that come at the first sign of a successful stabilization, before a demand for real
investment exists that can use them productively. This situation arose in mid 1992 and is likely
to arise again soon. There is no ready solution to the second challenge, but the government
needs to sustain its surplus fiscal position, which is the foundation for a sound macroeconomic
framework. If only the private sector takes advantage of increased borrowing, then any problem
that develops will remain mostly in the private sector, which can deal with it more flexibly.
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4
Public Poliy: Incentives and ReEaon

4.1 The Jamaican government has joined many other governments in recognizing that the
private sector is better able and motivated to allocate resources for most commercial and
productive activities. Putting this realization into practice has started with the privatization of
many state-owned enterprises and the termination of explicit state control over most investment
and international trade. The challenge now is to improve the broader incentive and regulatory
structure to allow private investment to reach adequate levels and efficient allocation. Increasing
investment is not an end in itself. Achieving more integrated and equally shared development
will require that the scarce resources for private investment go mostly to projects that will raise
the demand for labor. Policies cannot dictate this directly, but they can strengthen market
signals in that direction. Presumably the Industrial Strategy in preparation will clarify further
the government's intentions.

4.2 First, it is crucial to have in place a trade policy that does not artificially increase the
price of capital goods and intermediate inputs and that signals to the economy its overall
comparative advantage in labor-intensive lines of production. Second, domestic taxation policies
must be consistent with private investment incentives. Third, financial markets have to operate
smoothly to permit savings to convert into productive investment. Finally, it is necessary to
protect persons and property from crime in order to create a social environment conducive to
private investment, particularly in informal and more labor-intensive sectors.

Trade Reform

4.3 As a developing country and as a relatively densely populated one, Jamaica's international
comparative advantage is mainly in labor-intensive products. The island imports capital goods,
primary inputs, and most consumer manufactured goods, including motor vehicles and most
items of machinery, which are simply not produced in Jamaica. This is neither surprising nor
worrisome. It would be highly inefficient for an economy with a population comparable to that
of the Boston metropolitan area to achieve self-sufficiency. Purthermore, realizing the benefits
of international trade requires specializing in the areas of Jamaica's comparative advantage. But
growth will require the development of advantages beyond those of static endowment-bauxite,
bananas, beaches-namely, the enhancement of the labor force and institutional infrastructure
to support growth in newer industries.

4.4 Trade reform has been on the agenda for a long time in Jamaica. Before 1987, the
system to foster import substitution had high tariff rates (see Table 4.1), stamp duties imposed
on top of the tariffs, a wide array of nontariff restrictions, complex customs procedures, and a
large number of exceptions to the general rules. In 1987 the government implemented a four-
year trade reform program. First, the reform aimed at reducing the bureaucratic obstacles to
international trade by simplifying the duty system and its administration, increasing the
transparency of the regime, and reducing the scope for discretionary actions, as in granting
quotas. Both lowering the rates and improving the administration are expected to reduce
smuggling, which was costing the government considerable revenue. The second goal of the
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program was to reduce the overall level of tariffs and rationalize the structure of protection by
reducing the widely dispersed rates.

Table 4.1: Average Tariffs, by Economic Sector, 1985-91
(percent)

Sector 1985 1987 1989 1991

Whole economy - - 49.9 20.3

Agricultu - - 53.0 24.4

Minng - - 43.5 9.6

Manufacturing - - 49.8 20.2

Consuner goods 10-60 40-103 58.0 29.5

Intermediate goods 5-54 16-68 50.5 13.4

Capitl goods 10-60 30-89 24.9 12.1

- Not available.

Source: World Bank data.

4.5 The public import monopoly of the Jamaica Commodity Trading Corporation (JCTc) was
eliminated in 1991, thus ending a practice of excessively constraining imports of some goods,
like autos, and using the monopoly profits to subsidize imports of agricultural commodities.
Eliminating the subsidies has helped farmers, many of whom are poor and grow crops for
domestic consumption. JCTC now operates as a procurement agency only for certain commodity
aid programs. Import licenses have been abolished, except for a few items which are
reasonable, such as pharmaceutical drugs and firearms. The Jamaica Sugar Authority currently
regulates all sugar trade, but that will change under the program being supported by the World
Bank's Private Sector Development Adjustment Loan (PSDAL). Refined sugar imports will be
liberalized, subject to a variable levy; raw sugar imports, if any, will be licensed by the
government; the Jamaica Cane Producers Cooperative, a sector-wide cooperative, will manage
all exports (to preferential markets). Remaining licensing also includes items such as motor
vehicles, which cannot be justified on the grounds of public health or national security. Many
representatives of the private sector complain about the slow process of actually clearing imports
through customs. The PSDAL supports measures to streamline customs procedures.

4.6 Agriculture has benefited from liberalization measures that have ended policies that were
hurting the sector, but the government has not developed a program to help the sector adjust to
changing conditions in the domestic and international markets. The JcTc, established in 1981
with an import and domestic monopoly on a wide range of commodities, was by the late 1980s
heavily marking up imports of autos, lumber, and pharmaceuticals, as well as electricity, and
using the profits from this practice to subsidize imports of a wide range of agricultural products.
In addition to being an extremely inefficient way to subsidize consumption for some of the poor,
because less than 30 percent of the subsidy went to them, the depression of food prices
discouraged production for the home market and lowered the incomes of small farmers.
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Eliminating the JCTC monopolies in 1991 improved incentives for agriculture, whose subsequent
growth has helped reduce poverty, as indicated earlier.

4.7 Export licenses have been largely phased out but still apply to some twenty to twenty-five
items, mostly for protecting endangered species. These exceptions are now under review, and
the list will be reduced soon.

4.8 The Export Industry Enhancement Act offers incentives to exporters, but only to firms
that export all their output. The benefits are exemption from corporate income taxes and duty
free import of raw materials and investment goods. Small businesses cannot apply because they
cannot afford to exclude domestic customers. Large businesses benefit either because they come
in from abroad and have no interest in the domestic market or because, as large domestic
corporate groups, they can afford to set up subsidiaries to specialize in the export market. The
incentives should be broadened to include all exports, allowing small firms to enter the export
market and expand as their experience and reputation grow, and the eligibility of firms should
be spelled out more clearly in the law, to reduce discretion and uncertainty. Measures to this
effect have been discussed as part of the preparation of the Private Investment and Export
Development Project and are being considered for inclusion in an Omnibus Investment Act. It
is important to free exports from Jamaican taxes on imports and from the general consumption
tax (GCT). This happens automatically for the GcT; in the case of import duties, an effective and
efficient system of drawback and duty suspension is required.

4.9 The Jamaica Investment Promotion Agency (JAMPRO) has a mandate to promote both
national and foreign private investment in Jamaica, foster trade, and encourage industries to
modernize. It acts as a marketing agency for Jamaica, identifying markets for exporters and
organizing associations of buyers of Jamaican products. In addition, it also targets specific
industries for modernization and assistance. It handles approvals for exports and for receiving
export incentives. Exporters frequently complained in the past of bureaucratic inefficiency and
delay at JAMPRO. There have been some recent improvements in expediting exports, but more
stramlining is needed to make JAMPRO truly a one-stop shop for investment. The private sector
should take over some of the tasks currently performed by JAMPRO.

4.10 Jamaica has participated and, indeed, has led in the process of reforming CARCOM'S
common external tariff (CET). Table 4.2 shows the scheduled reductions. From 1990 until
1993, the range was 0-45 percent. The reductions agreed on in October 1992 and implemented
in Jamaica at the beginning of April 1993 brought them down to a range of 5-30 percent. Most
stamp duties have been abolished, and the remainder are scheduled for removal, as part of the
program supported by PSDAL. The overall program of tariff reductions agreed with CARICOM
is estimated to be revenue neutral for Jamaica, with increased volumes and elimination of zero
rates making up for losses from the reduction of higher rates. In any case, reforms of the
domestic tax system, described below, have reduced the revenue importance of trade taxes.
Although the current tariff range of 5-30 percent reflects significant reductions in average duties
(inclusive of stamp duties) in most sectors, the average level is still high and dispersed enough
to provide high rates of effective protection for some sectors and to discourage export growth.

39



Table 4.2: Exisig and Newly Approved Common External Tariff Rats in CARICOM, 1993-97

April 1993 January 199S
to to Bginning

Untll December DecAmber in January
Categores March 1993 1994 1996 1997

Nonenmpeting

Primary inputs 0-10 5 5 5

Intermeditc inputs 0-10 5 5 5

Capital inputs 0 5 5 5

Final goods 30 25 20 15

Competing

Competing primary inputs 30 20 15 10

Competing capital goods 30 20 15 10

Competing intermediate goods 30 25 20 15

Other

Selected exports 30 20 15 10

Agroindusby 45 30 25 20

Garments 45 30 25 20

Genera manufacturcs 45 30 25 20

Source: World Bank data.

4.11 Restrictive trade policy has two deleterious effects on investment. First, it reduces
investment as a result of the increased cost of imported investment goods and primary inputs.
Second, it distorts investment because the policy-inflicted distortion of relative prices artificially
encourages overinvestment in import-competing sectors. Similarly, export industries face an
artificially low relative price, which results in underinvestment there. Lowering trade barriers
would thus increase the quantity and efficiency of investment in export industries, which are
Jamaica's most efficient industries and in developing countries tend to be more labor intensive
than average. Although most import-competing activities would decline with trade liberalization,
some would expand because they have easier access to inputs or because they benefit from the
overall expansion of the economy in response to trade liberalization.

4.12 An announcedfiuure reduction of the tariff on goods other than capital goods would have
basically the same effects as a current change in tariff, but only if the announcement were
credible. If firms beleve that the announced changes, bound in a CARICOM agreement, are as
certain to last as the current changes and if most of the useful life of capital goods would be
after the liberalization actually occurs, then the announcement of a tariff reduction would
immediately remove the investment-distorting effects and also the investment-reducing effects
of tariffs on noncapital goods. People would alter their investment plans to take advantage of
the future environment. To the extent, however, that firms doubt that the tariff reduction will
be carried out promptly, then the investment-distorting and investment-reducing effects of the
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old regime would continue after the liberalization is announced. To assure that investment
decisions are made with reliable expectations of a less-distorting trade regime, it is important
for Jamaica and the rest of the CARICOM countries to adhere strictly to the timetable and schedule
of rates agreed upon in 1992.

4.13 With or without uncertainty, the announcement of future reductions in tariffs on capital
goods would affect the interim level of investment differently than a current change would. An
announced future reduction in the duty on capital goods would lead firms to delay purchases of
capital goods. Since trade liberalization would cause the price of capital to fall, investors would
delay some of their investments until this occurs. For this reason, it is fortunate that the
CARICOM agreement calls for the immediate reduction of tariffs on most capital goods to 5
percent, the bottom of the eventual 5-20 percent range. Competing capital goods, with higher
duties, should be defined as narrowly as possible or merged with other capital goods at the 5
percent rate.

4.14 As a whole, the developments on trade policy provide an encouraging picture. Three
issues remain on the agenda, however. First, it is essential to eliminate the bureaucratic
obstacles that still remain in place. This is an important component of Jamaica's program in
private sector development, which the World Bank is actively supporting with technical advice
and lending. Second, the timing of tariff reduction and the effects of a potential incorporation
of Jamaica into the North American Free Trade Agreement (NAFIA) remain to be addressed.
'Tere was consensus among the officials interviewed that the future of Jamaica lies in NAFMA.
If the CARICOM countries want to retain the benefits of the Lome Convention and agreement,
joining NAFrA would mean that CARICOM would have to offer the Ewqmn Community the
same free access that would be available to North Americans. Third, what should investors
expect after 1997? Even the 5-20 percent range affords substantial effective protection for some
producers, allowing them to remain too inefficient to compete in NAFrA and with the European
Community. Further tariff reductions are thus needed as soon as possible, should be announced
credibly in advance, and should focus especially on bringing down the rates on capital goods.
If not, the incentive for firms to wait, to see if conditions will improve, may delay both
investment and growth.

Domestic Taxation

4.15 Beginning in the 1980s and continuing through the adoption of the general consumption
tax in late 1991 Jamaica has made substantial progress in reforming its tax system.2' Before
tax reform, income tax rates were high, because much employee compensation was paid as
untaxed "allowances" and interest on bank accounts was exempt; the top rate of the graduated
schedule applied to the income of individuals reached 57.5 percent. Rather than imposing a
single coherent sales tax, Jamaica taxed consumption under a hodgepodge of separate levies.
The system was complicated, and administration was weak. Based on extensive study by
Jamaican and foreign experts, various economic interests joined in an implicit social contract to
eliminate most untaxed allowances, subject bank interest to tax, simplify the system, and reduce

20 This section draws on a consultant report prpared for the Ministry of Finance by Prof. Charles McLure,
Jr. See annex 3, which is an updated version of that rport.
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income tax rates to a flat 33.3 percent. The wcT, a credit-method value added tax, replaced
many of the previous indirect taxes, yielding more revenues than expected, and as noted earlier,
even more revenues are expected with the recent reforms. Figure 4.1 shows the trend in yields
from different taxes. The jump in the tax share in 1992/93, with a furither increase anticipated
for 1993/94, is striking. As spending can be brought down in the future by reducing debt and
reforming the public sector, tax rates should be reduced. Further reductions to import duties
are planned, as described above. The next priorities for tax reductions are to decrease the ocr
back to 10 percent, update the depreciation allowances for the corporate tax, lower the corporate
tax rate to match the individual tax rate, and then lower both corporate and individual rates.

Figure 4.1: Tax Revenue, by Source
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Source: Ministry of Finace, Jamaica.

4.16 The social consensus that led to reform in the late 1980s unraveled in the early 1990s,
as various interest groups again used untaxed allowances and other benefits, some of
questionable legality, to reduce their taxes. Questions that were sidestepped during the 1980s,
especially in the taxation of income from business and capital, assumed more importance as
economic liberalization increased the importance of market signals in allocating resources.
Although the broad structure of taxes on the books seems appropriate, it would be desirable to
restore the social contract, reconsider some policy questions, remove distortions introduced since
the last reform, and simplify and enforce the tax laws better.

4.17 Administrative improvements made in the 1980s were not sufficient to assure that all
taxpayers would pay roughly what they owe. Poor administration, and the resulting perception
of inequity, makes firms and individuals more determined to seek special tax benefits. The
issues of tax policy and administration are linked in two major ways. The tax policy needs to
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be simplified, mainly by reducing the number of exemptions and making them less discretionary,
in order to facilitate administration, compliance, and enforcement. For the sake of fairness, the
removal of exemptions should be matched with measures to enforce compliance by individuals
and firms now escaping the tax net.

4.18 Firms in the formal sector would perhaps have below-average labor intensity in any case,
but some public policies increase the bias against labor. Of course, a substantial advantage to
staying in the informal sector is avoiding taxes, legally or otherwise. The solution is to extend
the tax net to include the informal sector. Firms and individuals that are forced to join the
formal sector in the sense of filing a tax return will then find it advantageous to join the formal
sector in other ways as well, such as getting clear property rights, police protection, and access
to formal financial markets. The additional revenue would allow the government to lower tax
rates and to provide more infrastructure and services, which are especially needed by rural
households and small firms.

4.19 As a more neutral trade policy comes into effect, the distorting effects of tax incentives
will become increasingly important and deserving of reform. Incentive legislation, in its
traditional form (partial or complete exemption from taxation for a number of years), suffers
from well-known problems, including manipulation of transfer prices between affiliated firms
in exempt and taxed sectors. In addition, experience throughout the world has shown that
politicians and bureaucrats are not particularly adept at picking winners and losers. Jamaica
should join the world-wide shift from targeted incentives to low tax rates levied on a broad tax
base. The identification of further reforms requires a comprehensive analysis of both incentive
legislation and 'ordinary' tax policy, including the double taxation of dividend income, capital
consumption allowances, and adjustment for inflation of the measurement of income.

Individual Income Tax

4.20 Already many reforms have been brought to the taxation of personal income, simplifying
the rate structure and lowering it on average. The main areas for further improvement pertain
to compliance and enforcement, making it easier for those persons who are willing to pay and
costly for those who do not. At present, the tax is paid principally through money withheld
from wages and salaries. Both to improve revenues and to reduce the biases against employment
in the formal sector, the coverage of income taxation needs to be extended. The Ministry of
Finance is initiating programs to do this.

4.21 The basic exemption needs to be regularly and automatically adjusted for inflation to
sustain the progressivity of the tax structure. Currently the exemption of J$18,408 (US$613)
is above the poverty line, which is about J$12,000 (US$400).3 Indexation of the basic
exemption would cost the government some revenue; better enforcement of the existing taxes
should generate more than enough to cover this.

ID This estimate takes the poverty line onginally developed in 1988 and indexes it for subsequent inflation of
the cost of living.
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4.22 The large number of exemptions is a major part of the problem with the individual
income tax. Besides reducing revenues, these provisions and practices distort consumer choices,
undermine the equity of the tax system, and complicate compliance and enforcement. There is
no economic reason for giving tax exemptions-partial or otherwise-for allowances and other
remuneration such as concessionary loans to employees and bonuses for productivity. The
allowances for uniforms, laundry, housing, and automobiles are estimated to reduce the income
tax by more than J$200 million in 1993-94. These allowances (and similar benefits) should be
subject to tax.

4.23 Capital gains should be subject to income tax, but only if the basis used to calculate gains
is indexed for inflation. Capital gains are taxed now only via the transactions tax on
stocks-which is not a true capital gains tax in that it taxes the whole value and does so at a
lower rate than the income tax. Including non-inflationary capital gains as part of taxable
income would improve equity, neutrality, and revenue. Since capital gains would only be taxed
when they are realized, taxing them adds an incentive to keep capital invested where it is and
to reinvest the profits.

Payroll Taxes

4.24 The taxes on labor have the most obvious and negative affect on the intensity of labor:
the levies on wages (from the first dollar up to a certain cut-off) that are earmarked for job
training (HEART), housing, and national (social) insurance and the education tax, which has not
been strictly earmarked but might become so. Although the initial motives for these taxes and
the uses of their revenue are certainly laudable, the economic effects need to be evaluated
according to whether or not the payers perceive them as forced savings, on which they can
individually draw in the future. For HEART and the education tax, the benefits are not linked
to an individual's payment-even capital owners as a group benefit from a better-trained work
force-so there is no economic reason for just taxing low- and middle-income labor to fund
education and job training. For social insurance and housing, benefits are linked to the
individual's payments, but not proportionately or immediately. For the insurance, one needs to
reach retirement age; for the housing trust, one accumulates points based on years of
participation, amount paid in, and other factors, and only with enough points does one qualify
to get the money to which one is entitled and to use it toward purchase of a unit in a public
housing project. As workers approach eligibility, the perceived value of continued participation
probably exceeds the cost and the program acts as a wage supplement. But such workers are
clearly inframarginal. Most workers at the margin of being hired would be far from reaching
eligibility, and for them these levies are like taxes with almost no perceived direct benefit.
Radical changes in these programs would be politically difficult, however, because employees
nearing eligibility would lobby strongly to continue them and would be well positioned to do
so.3 1

31 Payroll taxes (NHT, HEAR, and NIS) are collected in a particularly complicated way that increases the costs
of compliance and administration. Administration and collection of these taxes should be centralized, and
their bases and other provisions should be made more uniform to reduce these costs.
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4.25 The education tax (2 percent on employees and 3 percent on employers) is regressive
because it applies to all earned income, without a basic exemption. Since it flows into general
revenue, there is no reason to retain it permanently. It would be eliminated as revenues from
improved tax collection materialize.

Company Income Tax

4.26 The tax treatment of corporations needs to be reviewed systematically along with the
incentive legislation and trade regime. Companies in Jamaica, as elsewhere, have become more
sophisticated in responding to tax opportunities, so that one cannot address the issues piecemeal,
relying on common sense and traditional rules of thumb. Improving the efficiency of corporate
taxation will in most cases require lowering rates, and this cannot be done until the reforms of
tax administration have gone far enough to assure that the general consumption tax, personal
income tax, and property tax will raise adequate revenue. Nevertheless, the optimal rates of
corporate taxation will certainly not be zero, given the international tax environment in which
corporate income is taxed and offsets are given for any taxes paid in Jamaica.

4.27 Although it is well known that the double taxation of dividends discriminates against
equity finance, this problem should not be overemphasized. The current law offers many ways
of paying exempt dividends, and the exemption of capital gains currently in place is a powerful
counterbalance that favors equity finance. Double taxation should not be eliminated as long as
capital gains are exempt. Elimination of double taxation would cost an estimated J$120 million
annually in lost revenues. If enacted, a shareholder credit to eliminate the double taxation
should be allowed only for dividends paid from income that has been fully taxed. Any action
in this regard should be taken only after careful study and consideration to avoid conflict with
intemational tax treaties and to avoid giving up revenue that would be simply transferred to
foreign tax authorities. The United States and other capital-exporting countries allow credits for
income taxes paid to foreign countries. It would be unwise for Jamaica to pass up these credits
by setting its corporate income taxes too low.

4.28 The difference in individual and company tax rates enacted in January 1993 can be
expected to increase debt-equity ratios. Under a regime of 25 and 33.3 percent tax rates, every
$100 that a company pays to individuals as interest rather than dividends results in a tax saving
of $8.33 (and an equal loss of revenue to the govemment). It is likely that companies will
increase borrowing, perhaps from the current owners, and use the proceeds to retire shares or
otherwise reduce capitalization. A regime of equal tax rates (perhaps at 30 percent) would avoid
this problem.

4.29 Depreciation allowances are inadequate to allow tax-free recovery of capital in an
inflationary environment. Basing depreciation allowances on inflation-adjusted economic
depreciation would be extremely complicated. Although expensing (complete write-off in the
first year) has attractive features, it may remove many companies from the tax rolls, reduce
revenue collection, and create a perception of inequity. Acceleration of depreciation is probably
a preferable approach, and the government has announced plans to do this.

4.30 Many firms have found ways to use leasing to get around the inadequacies of depreciation
allowances. Some of these are illegal, and others call into question the tax treatment
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(exemption) of nonprofit organizations, which use their tax-exempt status to absorb the
inadequacies of depreciation allowances. The review of the tax regime should therefore include
the treatment applied to leasing and to pensions and other exempt organizations. The
government should also consider allowing affiliated companies to file consolidated returns.

General Consumption Tax

4.31 A major achievement of tax reform in Jamaica is the general consumption tax,
implemented in October 1991. This value added tax has successfully generated revenue, above
projections, and has spread the tax net to many activities that were totally outside it before.
Much room for improvement remains, however: the OCT was unduly complicated by efforts to
use exemptions and zero rates to eliminate the tax on purchases by the poor. This is a very
poorly targeted instrument for enhancing the purchasing power of the poor, since persons who
are not poor spend more than the poor on these items in absolute terms, even if they spend a
smaller share on exempted items. The revisions to the ocT, announced in June 1993, eliminated
nearly all of the zero-rated items other than exports and many exemptions (those for unprocessed
food and the activities of educational, health, and religious organizations were among the few
sustained. It appears that these reforms will reduce the costs of compliance and administration,
as well as raise more revenue.

Property Tax

4.32 The property tax (on unimproved land values) is being rejuvenated by revaluing
properties. This is expected to raise revenue similar to that raised in earlier years in real terms.
Once revalued, all land values should be adjusted regularly, and they should be adjusted annually
by the rate of inflation in years when a specific reassessment is not done. Special reduced rates
for land used for agriculture and hotels should be abolished. Most public infrastructure
investment and other improvement in public goods get capitalized into the value of land. It
would be appropriate to tax that value to help pay for these improvements. It may also be
appropriate to give at least a share of local revenues to local authorities for local improvements.
Doing so would provide more incentive for owners to pay their taxes and to monitor others,
since they would receive more of the benefits. Consideration should be given to taxing
improvements to property, especially commercial and residential structures.

Transportation Taxes

4.33 Taxes are a key aspect of the transportation situation. Raising revenue fairly and
preventing overcrowding of the roads are the main objectives. Protection of import substitution
is not an issue, since no vehicles are produced domestically, although the maintenance industry
goes a long way toward reproducing them. Taxation of the road-vehicle transport sector takes
three main forms: taxes on the import of vehicles, annual taxes on ownership, and taxes on fuel,
which tax usage. The highest tax rate is levied on vehicle imports. Prior to 1993, the taxes
amounted to more than 200 percent, which put even an inexpensive new car out of reach of
middle-class households that lacked some special connection. There were and are many
exemptions, available to government ministers, upper-level civil servants, clergy, nurses,
returning emigres, and others. As one could predict, the incentives foster a lot of rent seeldng
and rent gathering. Also, strong incentives exist for outright smuggling and corruption, as cars
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are brought ashore secrely or misrepresented as older, less expensive models. Recent scandals
received wide media attention. In January 1993, the government lowered the duties on smaller
cars to about 60 percent, which led to increased imports. Reducing the tax rates on imports and
cutting back exemptions are only part of the solution.

4.34 The budget of June 1993 substantially raised the annual registration fees for vehicles,
which makes sense as an alternate way to tax vehicles. Increased fuel taxes should also be
considered for the same reason. The ability of the tax administration to collect this tax
thoroughly, both to raise revenue and to discourage the use of automobiles, is not yet clear but
should be demonstrated before moving forward with import liberalization. Rapid growth in the
number of automobiles is overloading the road system and could prejudice the possibilities for
improving public transportation.

Poverty Effect

4.35 The tax structure can facilitate, or discourage, poverty reduction. Wage taxes were
discussed above. It is important to bear in mind that taxes will have at most a small direct effect
on the net income of the poor. Although tax loopholes are often justified as ways to protect the
poor, most of the benefits usually go to persons who are not poor. The most important
governmental actions for the poor will be to provide good basic education to their poor children
and to provide them with better infrastructure, such as roads, especially in the countryside, and
water and sewerage service. For this the government needs a tax system that efficiently raises
revenue. Here we just highlight two issues of special concern to the poor: the initial threshold
for the income tax and the exempt and zero-rated items in the GCT.

4.36 In 1986, the government revised the personal tax system by raising the initial tax
threshold and taxing all income at a flat rate of 33.3 percent, which was lowered to 25 percent
in January 1993. At that time, this reform relieved the very poor of any income tax burden.
Since then, the real value of the threshold has declined; in 1991 it was increased from J$10,400
to J$14,400, but this 38 percent increase did not keep up with inflation for 1991. In January
1993, the threshold was raised again. The government should sustain the tax threshold in real
terms, while focusing on efforts to collect more of the tax due at the 25 percent rate.

4.37 Consumption taxes are more regressive than income taxes since the poor tend to consume
a higher proportion of their income. As noted before, many items were zero-rated or exempt
from the general consumption tax until the reforms in June 1993. Although the justification was
to protect the poor, the main beneficiaries were persons who were not poor. For instance, zero-
rating of agricultural inputs and equipment benefits large farmers the most, since they can afford
such inputs, while the small farmers cannot afford them even with the tax subsidy. Simplifying
the OCT to exempt only unprocessed food and drinking water still shelters much of the basic food
basket of the poor.

Fnancial Market Development

4.38 To help investment build the private sector engine of growth, the financial market plays
the dual roles of smoothing the conversion of savings into investments and providing the price
signals to guide both savings and investment decisions.
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4.39 To obtain financing for investment, beyond retained earnings, firms can borrow from
Jamaican banks, borrow abroad, or issue equity and bonds and sell them on the Jamaican Stock
Exchange. Large firms have been able to take advantage of all three. Financial markets
expanded strongly and increased their linkages to overseas markets since the exchange rate
regime was liberalized in 1991. Small firms, however, have found it difficult to obtain
financing beyond their own earnings. Domestic borrowing is very expensive due to high interest
rates, which are much higher than current inflation (see Table 4.3). The result has been a
lower-than-optimal level of investment by the small business sector, which is usually more labor
intensive than the average.

Table 4.3: Intest Rates, 1985-93

Lending rate 1965 1986 1967 1988 1969 1990 1991 I992 1993

Commercial bank deposis
(overall weighted 18.6 17.4 15.0 14.88 16.55 23.65 23.65 33.2 23.9

Commercial bank
averagc lending rte 22.0 28.4 25.2 24.98 26.48 34.5 35.88 53.4 50.1

Bank of Jamaica ocetificates of
deposie - 27.9 18.0 18.4 17.4 28.5 29.3 39.3 -

Treaury bill (discount rate) 17.1 23.8 16.9 19.7 17.8 25.4 25.6 41.3 28.8

Long-tenr government bondu 19.4 25.8 20.7 20.5 19.5 26.5 24.5 30.5 26.8

Memorandumn km
Consumer prioe inflation

(year-end to year-end) 26.0 14.8 6.7 8.8 17.2 29.8 80.2 40.2 30.1

- Not available.
a. Up to August 1993.
b. The Bank of Jamuica strtod issuing certificates of deposit in Novenber 1985.
c. Up to July 1993.

Source: Bank of Jamaic.

4.40 A divergence between domestic and foreign rates of interest for lending-formerly the
result of capital controls-remains because of concerns about depreciation, because of the cost
of substantial required reserves, and because of the lack of vigorous competition among banks
in Jamaica. This cost difference is exploited by firms that can borrow abroad. Typically, small
firms cannot and, as a result, face higher financing costs than large firms. The liberalization
of capital flows in 1990-91 was a critical step toward correcting this situation. Although small
firms do not have direct access to international capital markets, they can borrow through
domestic and foreign banks operating in Jamaica, if they are exporters. The problem of high
reserve requirements is being corrected, and the reduction of government borrowing will help
assure that the government will not need to raise reserve requirements again. With the two
largest banks controlling more than 70 percent of domestic deposits, lack of competition in the
financial sector could pose a problem, but the presence of three large foreign banks puts more
competition into the system than the concentration ratio indicates. Also prudential regulation
encourages syndication and thus the presence of more banks.
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4.41 Liberalization of the foreign exchange market has helped increase the international links
of the Jamaican financial sector and fostered the development of banking activities that take
deposits and make loans in foreign currency. In the two and a half years since they were
allowed, foreign exchange deposits have grown to over US$500 million. For depositors, they
reduce the risk of exchange rate fluctuations; for borrowers, they offer lower interest rates.
Thus, more savings are available to investors in Jamaica, assuming that most of the deposits
would otherwise remain abroad and be less accessible to Jamaicans. To borrow in U.S. dollars,
a firm needs to show that it can earn dollars in the export market. The interest rates on loans
in U.S. dollars are considerably below those in Jamaican dollars, reflecting both the cost of
higher reserve requirements for the latter and the danger of renewed depreciation. This gives
firms incentives to shift production toward exports and thus increase access to dollar credit. To
some extent, therefore, the interest rate differential-reflecting possible depreciation in the
future-has a similar effect as a depreciated spot real exchange rate. For encouraging
investment to be the basis for growth, the main problem now is to encourage longer-term
lending of these funds.

4.42 Whatever exchange rate regime the government settles on in the long run, borrowers and
lenders still perceive the risks of exchange rate fluctuations and of constraints on convertibility.
These perceived risks will persist at significant levels in the medium term, because of past
history. The risks reduce the access of firms to capital or raise the cost, because much of the
potentially available capital comes from foreign lenders and Jamaicans who want to keep their
store of value for spending opportunities in foreign exchange. When a long record of exchange
rte stability and convertibility reduces the doubts of investors, Jamaican rates will converge to
international levels. In the meantime it will be important to let the parallel markets function
freely for both current and credit transactions, and for the central bank to concentrate on
acquiring foreign exchange to service official debt.

4.43 The Jamaican Stock Exchange provides an alternative to bank financing. This is still a
very small market, although it grew rapidly in the early 1990s: it was the fastest growing market
in the world in 1992. The market declined in the past year because of high real interest rates,
but the market should rebound as those subside. Until now, only large firms have used this
market. Part of the explanation is that small firms want to avoid going public, but they are also
discouraged by the high costs of the market, reflecting their low scale of operations. As the
stock exchange becomes a more important part of the financial system, it should try to reach the
small business sector.

4.44 Firms in the informal sector, including the self-employed, face barriers to accessing
capital markets and substantial costs of making a transition to the formal sector. As a result,
they leave some investment opportunities unexploited. Access to capital is to some extent
inherently more difficult for firms that are small and lack a reputation with banks. But policies
do have some effect and leave some room for improvement. The prime opportunities are in
clarifying property rights, especially to land, so that small entrepreneurs can get mortgages to
raise capital. One problem is that banks do not usually accept machinery as collateral, since it
is sector-specific and has a low resale value. Consequently, overall lending and investment are
lower than optimal, and there is too much investment in assets that can serve as collateral-such
as real estate-and too little investment in assets that cannot serve as collateral. Thus, as with
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trade policy, there is an inwstment-redcing and an investmentdistoring effect. The potential
gains of removing these credit constraints are similar to those discussed above.

4.45 There is no easy solution to the problem of constrained credit. Subsidizing capital is not
the best solution, since the problem is not that the social cost of capital is lower than the private
cost. The problem is asymmetric information in that banks cannot appropriately assess the
investment opportunities of the firms and do not have adequate mechanisms to ensure payment.
Solutions that appropriately address the problem would include subsidies for a credit-reporting
system-yielding socially useful information that an individual lender would lack adequate
incentive to collect-and improvements in property rights to allow smallholders to obtain
mortgages.

4.46 It would not be appropriate for the government to conduct industrial policy by trying to
pick strategic sectors in which to subsidize investment. First, this would distract the government
from its more essential tasks of providing infrastructure and education, as it often has in other
developing countries and in Jamaica in the past. Second, the sectors identiSed as 'strategic' are
typically high-wage, capital-intensive ones, so that scarce capital would be lured away from the
labor-intensive sectors, where most of the poor work. Such policies contributed to the dualistic
character of development in the past and thus worsened income distribution.

Protection of Persons and Property

4.47 In order for market forces, and policies that work through them, to have their desired
effects, people must have basic security about the safety of their persons and property. The
problem of crime is a complex social issue that goes beyond the bounds of this report, but
improving the protection of persons and property is important for enhancing economic growth
and for better distributing the benefits of that growth to all levels of society. Crime makes
headlines when the victim is a tourist or business person. Occurrences of this type discourage
investment to some extent, so it is of course important to try to stop them. The statistics on
crime (see Table 4.4) and the stories on the back pages reveal two important things: (1) crime
rates are high, although they are not rising overall, and (2) most of the victims are common
people, most of whom are probably poor. Police estimates of property losses due to crime rose
to more than one-third of 1 percent of oDP in the 1980s, and crime statistics since then suggest
that such losses remain substantial. Some estimate that farmers in the interior lose from 10 to
25 percent of their revenues to organized groups that, equipped with trucks and machine guns,
steal their crops.32

Carl Stone, "Crime and Violeaco: Socio-political Implications." in Peter D. Phillips and Judith
Weddaburn, editors, Cr*w and Woknce In Jamaica: Causes and Solutions. (University of the West
Indies, Kingston, Jamaica, September, 1988).
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Table 4.4: Crime Rate, 1980-92
(number of crimes per 1,000 persons)

Typeof crime 1980-86 1987 1988 1989 1990 1991 1992

offense against persons 9.54 8.82 8.26 8.44 8.61 7.64 8.24

Offensew agaist prvoprty 8.34 7.33 6.51 6."4 6.72 6.79 5.93

Source: Planning Insitute of Jamaica, Economic and Sodal Survey, Jamaica (various
issuo).

4.48 These numbers vastly underestimate the true economic losses due to criminal activity,
not the least because most economic crimes are not reported, especially in rural areas. Larceny
surely acts as a disincentive for agricultural expansion, especially on plots of land away from
the homestead. In addition, they do not take into account the cost of security systems and other
expenditures for protection. An indicator of the importance of crime is that the security guard
industry employs more than 20,000 people in some 200 firms. Large firms incur the extra cost
of running large security systems, and small firms, unable to afford them, are exposed to
repeated property losses as well as personal attacks. To the extent that protection services have
economies of scale, small businesses suffer the most from the current situation. Inadequate
protection from crime also discourages the use of labor, because it induces firms in the Kingston
area to locate away from the areas where most workers live or to pay higher security expenses
if they locate downtown. Putting idle capacity into production in agro-processing and
manufacturing would often entail shift work, but fear of crime prevents this. Urban crime also
encourages workers to stay in the countryside, or at least to leave their children in the care of
grandparents living there. Also, concern over crime contributes to emigration.

4.49 Protecting persons and property is a vital function of the public sector, and it must be
considered in the growth strategy. Inadequate pay of the police forces has been part of the
problem, which the recent pay increase addresses, but recruitment, training, and management
problems of the police and of the judicial and penial systems also require longer-term and
perhaps costly solutions. The agricultural warden program was abandoned in 1986 due to,
among other things, inadequate support for transportation, firearms, and supervision by the
police. Generally strengthening the financial management of the public sector will help some,
but sustained progress will require both targeted institutional reforms in the law enforcement
agencies and more general progress in improving the social and economic situations that
contribute to crime.

4.50 Property rights need to be clarified as well as protected. Improved land titles would help
provide security to the owners, expedite land transfers, and enable land to be used as collateral
for credit. These advantages are particularly important for tree crops, which have a longer
gestation period. Only half of the land in the 1 to 5 acre category-and half of all landowners
fall in this category-was titled. The process of titling is expensive, as is the litigation required
to title "family land." The Facilities for Title Act is an alternative but relatively unknown
method. Other land issues include the undeveloped land markets, which results from the lack
of titles and the lack of long-term credit for purchasing land. Land fragmentation is also an
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issue because small farmers often rent additional parcels and do not properly maintain these
rented lands.

Conclusions

4.51 Jamaica has gamed a lot by reducing trade protection and eliminating many other targeted
incentives, and it should sustain these reforms. Providing a favorable environment for business
will allow the market to be a guide for more efficient growth than in the past. Regulation needs
to prevent monopolistic abuses and should not enshrine monopolies, as sometimes happened in
the past. An update of the Medium Term Policy Framework would be useful to reassure the
private sector about the course of public policy and to avoid any uncertainty that could delay the
private investment and growth response.

4.52 The strategy of allowing market forces to direct growth into labor-intensive sectors does
not contradict the tendency of investment to increase the aggregate average capital intensity and
thus to raise labor productivity. This tendency is an essential part of economic development.
Such investment does the most to raise productivity and labor earnings, and thus to reduce
poverty, when a substantial share goes to the sectors where labor is currently operating with the
least amount of capital. A strategy for reducing poverty through growth needs to address the
public policies, market imperfections, and institutional inertia that currently keep a
disproportionate share of investment going to sectors that are already capital intensive.
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5
Public Policy: Expenditure

5.1 In order for the private sector to be an engine for more rapid growth, the public sector
must be strong in key complementary areas: carrying out the regulatory tasks described in
Chapter 4 and taking the lead in the provision of economic infrastructure and the development
of human resources. This chapter devotes special attention to expenditures for rural
infrastructure and for basic education, because of their importance for reducing poverty.

5.2 The government has frequently met its macroeconomic targets by cutting spending for
everything, except external debt service and programs of high political priority. Programs for
social and economic development-education, health, and roads-have suffered even though the
government has protected the share of spending of some programs. In selected areas, more
spending cuts are possible without retarding development; in others, more resources are sorely
needed. Resources saved in restructuring should be divided between reducing overall spending
and strengthening the personnel and other inputs for the functions retained in the public sector,
particularly for economic infrastructure and human capital development. The government is
conducting a review of public sector expenditure to evaluate the efficiency of existing spending
patterns and to suggest improvements.

Spending Cuts

5.3 Government expenditure, measured both in share of gross domestic product (GDP) and
in real terms, peaked in FY1988/89 and decreased until 1993/94, when wages increased. Real
government expenditure net of debt service declined even more sharply by more than one-fourth.
To get an overview, Table 5.1 shows the allocation of spending across programs in recent years,
although this only includes the accounts of statutory agencies that get subsidies from the central
government. Real expenditure declined in almost every area. The largest declines were in
education, social security and welfare, agriculture, and "other' economic services. Some of
these were cuts of uneconomic subsidies, but the cuts of expenditure for education and roads
seem to endanger economic development and should be restored. Two areas got substantially
increased resources: debt service (discussed in Chapter 3) and other general administration.

5.4 The proportional changes also reveal the shifts in priorities. Table 5.2 displays how the
programs for education, health, nutrition, and housing fared relative to declines in total nondebt
expenditures in the last three fiscal years. The index of vulnerability is defined as the ratio of
the percentage change in real expenditures on a particular program relative to the percentage
change in total real nondebt expenditures between 1988/89 and 1991/92. It is less than (greater
than) 1.0 if a category is relatively protected from (vulnerable to) such cuts. Total social
expenditures were relatively well protected as a share of total nondebt expenditures, except for
significant reductions in social security and welfare. Housing and water expenditures in the
budget are hard to interpret because of the large statutory agencies in these areas. Health has
been protected, while education and other social programs have been cut only slightly more than
average. The large decline in social security and welfare payments in 1989/90 represents mostly
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a rollback of an even larger increase in such payments in 1988/89. Housing cuts are not likely
to affect the poor since recent government housing investments were mainly for the middle class.

Table 5.1: Functional Classification of Total Govarnment Expenditu (Recurrent and Capital, Revised
Esimates, Isal Years 1988/89-1992/93

(billion of constant 1886 Jamaican dollars)

Services 1988/89 1989/90 1990/91 1991/92 1992/93

Public debt and fiscal services 27.5 28.6 24.4 30.0 30.5

Other general administration 3.9 4.4 4.5 4.8 5.6

Security services 4.9 4.9 5.1 5.0 5.4

Total social and community services 19.2 18.1 17.3 15.2 13.0
Education, training, and 8.5 8.7 8. 1 7.4 6.4
cultural development

Health 4.1 4.3 4.4 3.9 4.1
Social security and general welfare 3.7 1.8 1.3 1.0 0.6
Housing 0.5 0.3 0.3 0.3 0.2
Water supplies 0.5 0.8 1.6 1.1 0.7
Other 1.8 2.3 2.0 1.6 1.0

Total economic services 12.0 7.6 8.0 6.9 5.8
Agriculture 3.2 1.8 1.4 1.7 1.3
Industry and commrce 0.6 0.1 0.3 0.5 0.5
Transport and communications 1.0 0.9 0.8 0.8 0.8
Roads 1.9 1.0 1.4 1.5 1.4
Fuel and power 0.1 0.1 0.1 0.1 0.1
Development and the preservation of
natural resources 0.3 0.3 0.4 0.2 0.1

Other 4.8 3.5 3.5 2.2 1.7

Miscellaneous Services 0.2 0.0 0.0 0.0 0.0

Gross total expenditures 67.7 63.6 59.2 62.0 60.4

Total nondebt service 40.2 35.0 34.9 31.9 29.8

Source: Planning Institute of Jamaica, Economic and Social Survey (various issues); data from 1992/93
are from
Ministry of Finance, Financial Statements and Revenue Estimates (June 17, 1993); fiscal year
GDP deflator is from International Monetary Fund staff.

5.5 Some elements of an appropriate strategy for cost saving are already clear. Privatization
will not only allow enterprises to gain access to more private capital and to have more efficient
investment, as indicated earlier, it will also reduce the fiscal burden of covering the deficits that
most state enterprises run. In FY1990/91, the last year with complete data, most nonfinancial
entities operated at a loss. The largest loss makers included Air Jamaica, the sugar estates,
Jamaica Public Service (electric power), National Water Commission, and the Jamaica Railway
Company, all of which are slated for privatization. The total deficit of the sixty-six largest
entities, outside banking and housing, was 1.4 percent of oDP and 3.9 percent of current
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government expenditures. Many of these have been or will be privatized in the program
supported by the Private Sector Development Adjustment Loan (PSDAL). A second way to save
costs while strengthening the public sector would be to consolidate most statutory bodies with
the corresponding ministries, cutting back most of the staff in one or the other. A program to
raise salaries selectively and to reduce the overall size of the civil service will be necessary to
sustain such a reform. In some cases, functions would be turned over to the private sector, to
be done on a cost-recovery or profit-making basis.

5.6 Jamaica has a long tradition of public support for social services. Health, education, and
nutrition programs all need more resources, however, if they are to provide adequate services.
Public expenditures on social services and safety nets are necessary to ensure that the poor
participate in the opportunities created by growth, but a poverty alleviation strategy that relies
solely on transfer payments and social expenditure programs will encounter a lack of resources,
unless accompanied by growth.

Infrastructure

5.7 Investment in infrastructure is essential for growth. If a government does not provide
infrastructure at an appropriate rate, congestion effects reduce the productivity of other capital
and thus reduce the growth rate directly and indirectly by discouraging private investment.
Thus, the government's infrastructure investment program has a vital role to play, and needs
appropriate strengthening. The private sector can expand its role in providing infrastructure,
as it has already started to do so in the power sector. Much remains for the public sector to do
in areas like transportation, water and sewerage.

Transportation

5.8 Jamaica's internal transport system does not function well, either for moving goods or
for moving people. It is costly and difficult for workers to commute within Kingston or from
nearby rural areas to Kingston and other towns. Commuting times of two hours or more are
not uncommon, and many absences are caused by breakdowns of transportation. Some larger
firms provide vanpool services to some of their employees, but most businesses and workers just
suffer and complain about the loss of productivity and the mental anguish. Transportation of
goods is also a problem, particularly between urban and rural areas. Small farmers spend a lot
of time and money getting goods to the market for export, domestic consumption, or tourist
business. It is prohibitive in most cases to transport input and output back and forth between
the city and countryside, although doing so would be necessary to increase rural manufacturing
other than handicrafts. This situation helps perpetuate rural poverty. Improved transportation
of goods and people in and out of the cities would allow rural dwellers to participate more in
the growth of the urban, formal sector without having to crowd into the city and sever their day-
to-day ties with rural communities.

5.9 The details of a strategy for upgrading and maintaining the road system go beyond the
scope of this report but are being addressed in the Transport Sector Project under preparation.
A few concepts, however, seem clear already. The growth in the number of vehicles, shown
in Table 5.3, can be expected to accelerate further with the recent lowering of duties on vehicle
imports. The road network is already extensive and dense, but it is badly maintained. Much
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of it requires all-terrain vehicles, and even main roads are narrow and full of pot holes. Thus,
maintenance and upgrading are the main tasks. Donor financing is available for some of this,
but restoring a balanced attention to maintenance is necessary. With Jamaica's weather and
mountains, roads deteriorate very fast, wasting valuable investments, unless there is good routine
maintenance even before the signs of wear become obvious. Just as a stitch in time can save
nine, a resurfacing in time can save a whole road from washing out. For this reason, it would
be appropriate to consider the establishment of a Road Maintenance Fund to assure financing for
routine maintenance of existing, not-yet-dilapidated roads and bridges. Roads that already have
obvious problems receive adequate attention in the regular budgeting process, so the fund would
have to be very focused if it is to serve its purpose. Road programs would offer more jobs in
rural areas where poverty and underemployment are especially problematic.

5.10 The private sector can take care of commercial haulage, although public policy needs to
assure that bulk transport does not congest or degrade the system for other users. For instance,
large trucks are already wearing out the roads. Transport of bulk goods needs to be regulated
on roads and encouraged to go by water or rail, in the case of bauxite. Jamaica's future lies
more with high-value-to-weight products, including services, for which the speed and reliability
of the road transport system need improvement.

Table 5.3: Registred Vehies, 1986-92
(thousands)

Type of vehide 1986-87 1987-88 1988-89 1989L90 1990-91 1991-92

Motorcars 44 53 63 65 68 78

Trucks, tractors,
and buses 21 23 27 25 28 30

&Source Jamaica Transport Sector Study, Wilbur Smith Associations, and Statistical Institute of Jamaica,
Statistical Abstract 1991.

Housing

5.11 In urban areas, a broader program of basic services is necessary since living conditions
are more crowded and housing facilities are more scarce than in rural areas. Rural to urban
migration will continue, and this will put increased pressure on urban infrastructure; the
government should prepare for this increased urban population, many of whom will be lower-
income people. In particular, the government has a role to play in encouraging construction of
smaller houses suited for low-income families.

5.12 The Survey of Living Conditions (sLc) monitors housing conditions; the tenure status of
households reveals that, as of 1991, 65 percent of people own their dwellings, down from 69
percent the previous year. The poor have the highest share (89 percent) who own their
dwellings or live rent-free, and this share declines with increasing economic status to the richest
quintile (58 percent). Most rural residents own their housing, and most of the poor are in runl
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areas. Furthermore, of the persons who own their house, a larger share in the poorest quintile
have no outstanding mortgage (98.7 percent) than in the richest quintile (83.8 percent). Owning
their house helps protect the poor from inflation, which affects rental costs and variable
mortgage rates. The problem for rural poor is usually the poor quality of their housing and the
inadequate water, sewerage and road infrastructure. Housing shortages are more of a problem
for more of the urban poor.

5.13 The government has tried to shift away from the direct provision of units to the provision
of less-conventional solutions such as the production of serviced lots, the upgrading of
settlements, and the refurbishing of existing units. One of the aims of this new strategy is to
make housing more affordable to low- and middle-income earners. In 1991, for the first time,
starts of less-conventional housing exceeded the number of scheme units. In the first half of
1992, however, there were no new starts by the Ministry of Construction in less-conventional
housing. Although the government has stated that it wants to reduce its involvement in scheme
units, the number of such starts increased from 678 in 1990 to 825 in 1991. Most of this
activity was for the Greater Portmore Housing Scheme. Although the government's stated
purpose for participating in this project was to provide low-income housing, sharp increases in
construction costs and a general housing shortage have made Portmore housing prices too
expensive for low-income households to afford. Thus, the govemment should shift out of unit
housing, which can be provided by the private sector.

Water, Sewerage, and Environment

5.14 Improving the infrastructure for water management is crucial for many objectives: rural
development, improved public health, and preservation of the ecology of the shoreline and
hillsides. The next section pulls together various issues relating to rural development.

5.15 Access to clean water and sanitation is essential for good health, and lack of such access
undermines the effectiveness of other social services in health and education. The poor in both
urban and rural areas have less access to water and sanitation than persons with more assets;
only 11 percent of the poorest quintile had access to a water closet compared with 73 percent
of the richest quintile, and, conversely, 86 percent of the poorest used a pit latrine compared
with 26 percent of the richest.33 This reflects widespread use of pit latrines in rural areas. A
noticeable feature of the sanitation situation is the sharing of facilities, especially in Kingston,
where 38 percent of households do so. Furthermore, about 43 percent of water closets in
Kingston were not linked to sewers. Presumably, it is the lower-income residents of Kingston
who must share facilities and who are not linked to sewers, and this may make them more
vulnerable to infectious diseases.

5.16 Households in the lowest quintile have less access to indoor taps (8 percent) as their
source of drinldng water than those in the richest quintile (59 percent). The production of water
by the National Water Commission declined 1.5 percent in 1991/92 because of drought
conditions. The water supply is susceptible to shortages during droughts, which leads to

33 Based on data in the sLc of 1991.
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rationing of water during certain hours.' The major sources of drinling water for the poor
are rainwater tanks, public standpipes, outside private taps, and rivers and lakes. Since water
from natural sources is more likely to be contaminated than piped water, poorer households
clearly have less access to safe water than other households. Furthermore, their sources of
water are far less convenient.

5.17 The most pressing environmental issues pertain to water management: reducing erosion
of the hillsides and protecting coastal waters from both the buildup of silt and the dumping of
untreated sewerage. Erosion is a serious problem for small farmers, as well as for the
environment.35 About 80 percent of small farmers are located in the interior hills where the
soil is unstable when vegetation is removed during cultivation. The resultant erosion causes land
to lose its productivity and leads to siltation problems downstream, such as frequent water
shortages in Kingston, electrical interruptions in both rural and urban areas following heavy
rains, and degradation of coral reefs. With 50 percent of small farmers not owning their land,
incentives for long-term conservation programs are diminished. Better land tidtling and technical
assistance would encourage the farming of perennial tree crops, such as cocoa and coffee, which
are similar to the natural vegetation and hold the soil in place, if gradually introduced so as not
to denude the hillsides during the transition. Another solution is to use conservation tillage
systems, which maintain cover on the soil, combined with water holding and filtration devices
such as terraces, contour planting, and strip cropping. With these methods, annual crops can
be produced at sustained yields. Both solutions require greater access to credit and technical
assistance for small farmers.

5.18 Public expenditures on water supplies (real per capita) increased significantly during the
last three fiscal years, and despite cuts in the last year, real expenditures in 1991/92 were higher
than in 1988/89. The increase was due to larger capital expenditures in the previous three years
for water and sewerage works. Thus, the government is trying to increase the accessibility and
reliability of the water supply and of sanitation. Sewerage treatment capacity increased slightly
in 1991/92, and several major sewerage works are under construction. More data are needed
to analyze the incidence of these increased expenditures and whether they are affording the poor
greater access.

Rural Development

5.19 Chapter 2 shows the concentration of poor in rural areas. Most of the urban poor, as
well as a substantial part of the criminal element, have immigrated to urban areas due to the lack
of opportunities in rural areas. Increasing the opportunities for the poor to find employment in
the cities is part of the solution, but another part is rural development, which would decrease
the pressure on the poor to leave. Most of the poor are small farmers, at least part of the time.

34 This implies that households may have restricted access to water that is not reflected in the table on SoU
of drinking water.

World Bank, Jamaica: Environmental Framework Paper' (Washington D.C., 1993).
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5.20 Even though recent reforms have increased market opportunities, small farmers often
cannot take advantage of them because of credit constraints and geographical and information
barriers. The government has yet to develop a strategy for overcoming these obstacles. In the
1980s, the government started the Agro-21 program to promote import substitutes and exports.
It was unsuccessful due to the reliance on large-scale projects, which suffered from bureaucratic
delays, poor yields, and inadequate support. Domestic food crop production by small farmers
received little encouragement and assistance. In 1987, the government began the Hillside
Agriculture Project (HAP) and the Hope Watershed Project with the participation of external
donors. These projects provide technical assistance and physical inputs for the profitable
production of perennial crops (principally coffee and cocoa but also fruit, timber, and coconut)
in two watershed areas. Initially it focused on rehabilitating existing trees and is only now
starting to introduce new varieties. Demonstrating that existing trees can be more profitable will
encourage farmers to switch to such cultivation. Thus far, the HW has helped increase
productivity and production. Cocoa production increased between 37 and 80 percent for three
areas in two seasons, and such increases are feasible in a wide range of crops.' Furthermore,
the environmental impact has been positive. The mid-term review recommends that HAP develop
plans for a permanent, self-sustaining system to provide technical assistance and possible capital
infusions to small tree-crop farmers. HAP relies excessively on subsidized inputs, however, and
the government could probably not finance such an extension service. Surveys show that farms
express strong interest in programs to promote tree cropping, but that they need support from
the government and donors. The World Bank began preparing a Small Farmer Development
Project in 1991 to encourage better management of small hillside farms in Jamaica's thirty-three
watersheds, but planning was halted in 1992 due to lack of government interest.

5.21 Low productivity in agriculture is closely connected to the absence of a clearly defined
research and development program and an inadequate extension service. These critical areas of
support are especially absent for small farmers, as larger exporters have access to new
technologies through other means. A recent 1990 survey confirms that Jamaica's agricultural
extension service is ineffectual. Slightly more than one-third of small farmers had ever been
visited by an extension worker, sometimes several years before. The farmers felt the visits were
useful, and there was widespread interest in improved contact. Low productivity is also due to
environmental degradation and dependence on rainfed agriculture, for which access to technology
is needed.

5.22 The govemment has not succeeded in establishing a system for transferring technology
and is even less supportive of research, as shown by the slow progress made in establishing the
Natural Agricultural Research and Development Institute. The govemment's statements favor
an extension and research service, but the stated inclination has not bome results. The Rural
Agriculture Development Authority (RADA), established in May 1990, has too large a mandate
and should focus on smallholder extension services to transfer existing technologies. RADA must
establish priorities and prepare operational plans. It already shows signs of budgetary problems,

Tropical Research and Developmmt, 'Impact Evaluation of the Hillside Agriculture Project (report
prepared for the U.S. Agency for International Development, Washington, D.C., June 1992); E. Pulver,
'Strengthening Technology Transfer in Jamaica" (background report for World Bank, Washington, D.C.,
July 1991).
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as salaries and fixed overhead are taling almost all of the recurrent budget. Having too many
organizations with no clear hierarchy causes problems for program coordination, strains the
available staff, and leads to competition for resources and power. There is no central policy
planning for agriculture and only inadequate operational planning in the various agencies.
Research and extension services suffer high staff turnover and a shortage of professionals. Low
salaries and inadequate resources have led talented staff to take jobs in the private sector and
international agencies. This situation will have to change if RADA is to reach small farmers
successfully, and an in-depth study of the organization is warranted.

5.23 The importance of rural development for reducing poverty and the inadequacy of current
activity make rural development an important area in which the World Bank could support
projects in the future. When the government is ready to move in this area, useful projects could
include watershed management, road upgrading and maintenance, and extension services for the
development of tree crops, agroindustry, and other rural industry. Migration from rural to urban
areas wiUl increase as better-educated individuals seek jobs in urban areas. This will put
additional strain on urban infrastructure and employment, and the government must prepare for
this.

Education

5.24 Overwhelming evidence indicates that human capital development-education and
training-is essential to achieve sustained economic growth and reduce poverty. 3 First, it
raises the marginal product of labor and hence wages. Second, it increases the marginal product
of capital, counteracting diminishing returns and stimulating investment and growth. Once-and-
for-all improvements in the education system have long-lasting effects on the growth rate. As
new better-educated cohorts enter the labor force and replace the old ones, the average human
capital continually increases. Since the early 1980s, government expenditure in education has
declined markedly, from 7 percent of ODP in FY1982/83 to 4 percent in FY1985/86. After then,
expenditure on education was sustained, and this year spending will rise sharply because teacher
salaries have increased. In the education sector, nonwage areas remain underfunded, and the
allocation of spending across programs is poorly balanced and fails to have the optimal effect
on reducing poverty and increasing growth.

5.25 Education is positively correlated with consumption in Jamaica.' Household heads with
at least a secondary level education have higher than average household consumption. The
majority of all heads of household have a primary education or less; almost 90 percent of
households in the poorest quintile have heads with only primary education or less, while this

37 Theodore W. Schultz, 'Investment in Human Capital,' American Economic Review 41 (March 1961): 1-
17, was the first to use the human capital concept to explain growth. See N. Gregory Mankiw, David
Romer, and David Weil, 'A Contribution to the Empirics of Economic Growth,' Quwarery Journal of
Economics (May 1992) for a recent example. The World Develoument Report 1990, (IBRD, Washington,
DC 1990) and Access. Oualitv and Efficiency in CAribbean Education: A Regional Study (IBRD,
Washington, DC, April 1992) also strm the importance of education for acoeleating growth and poverty
reduction.

The us, rather than the sLc, has most of the household-level information on education.
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figure in the richest quintile is lower, but still high, at 58 percent. For secondary education,
only 0.4 percent of heads in the poorest quintile have a secondary degree, compared with 13
percent in the richest quintile. Educational levels for heads of households are highest in
Kingston and lowest in rural areas. Since part of the disparity in consumption between rural and
urban areas is due to educational differences, programs to improve education in rural areas will
help especially the poor in the medium and long term.

5.26 Enhancing the productive capacity of Jamaica's labor force is obviously crucial for
poverty-reducing growth. The problems here and the role that the government can play in
addressing them differ for the low- and high-skill groups. The low-skill groups in society have
the greatest need for more public spending. Virtually all poor adults in Jamaica have low levels
of education and training-although not all persons with little education are poor-and most of
the children who are now receiving only low levels of education come from poor families. Thus
the problem of human-capital formation and upgrading at the low end is closely linked with
poverty.

5.27 The situation regarding highly trained and educated workers is contradictory. Such
workers are scarce, in the sense that most employers, including the public sector, would like to
hire more at the going wage. The Jamaican society and education system, however, produce
more such workers than the economy uses, and many go abroad to take jobs in the United
States, Canada, and Britain. Improving the productivity and earning power of highly trained and
educated workers will require better education and training for those they would employ or
manage-the rest of the workforce. Thus better basic education for the poor would help the
economy attract more of the high-skill Jamaicans who now go abroad.

5.28 A high proportion of emigrants are professionals and skilled workers. During the 1980s,
migration was around 55 percent of the rate of population growth. Among those who migrated,
18 percent were classified as being in "professional, technical, and related fields' and 27 percent
were 'skilled workers.'" For example, in some years a majority of the nurses trained in
Jamaica emigrate to the United States, producing a shortage of nurses. When skilled workers
emigrate, the productivity of unskilled workers probably declines and so does their earning
power, because most studies find that skilled and unskilled workers complement one another.
Furthermore, the reduction of skilled workers also reduces the marginal product of capital.
Since capital is mobile, it reacts by leaving the economy, further reducing the marginal product
and wages of immobile, unskilled workers. Many of the expatriates regard themselves and are
still regarded as members of Jamaican society. Increasing the growth rate of GDP and of per
capita disposable income after external debt service will both require and help to create a more
attractive economic environment for the well educated.

5.29 All over the world, education has been essential for sustained poverty reduction. There
is both an indirect effect, since education improves the productivity of the general work force,
which increases economic growth, and a direct effect, since the poor attain skills that raise their
personal productivity and incomes. Many studies have shown that the social rates of return are

39 See Planning Institute of Jamaica, Legal Migration to North America fiom Jamaia, 1980-1989 (specui
report prepared by the Population Unit, Planing Institute of Jamaica, August 1990).

61



highest for primary education, followed by secondary education.40 Moreover, evidence
worldwide suggests that a basic education covering grades one through nine and emphasizing
core subjects is the most cost-effective way to provide both the labor market and the higher
education system with trainable manpower. Developing human capital must involve more than
formal education. Balanced growth and a reduction of poverty also require technical training,
continuing adult education, and retraining of those displaced by adjustment.

Performance Indicators

5.30 Jamaica places great emphasis on education, as evidenced by high enrollment rates.
Female participation rates in education are among the highest in the world, with male and female
enrollments about equal. Education in Jamaica is free and compulsory up to age eleven and is
provided largely through a public education system. Private institutions figure only marginally
(around 4 percent of primary and 6 percent of secondary enrollment).

5.31 Despite the high coverage of the educational system, educational opportunities are very
unequal across geographic and socioeconomic groups. Educational attainment (as measured by
the highest grade completed) of children aged six through nineteen currently out of school is
lower for children from the poorest quintiles than for those from the highest. Table 5.4 shows
that about half of the poorest quintile completed at least one year of lower secondary education
(grades seven through nine), while 36 percent reached grade ten or eleven. For the richest
quintile, 81 percent of children who had already left school had attained grades ten through
eleven. Similarly, the out-of-school children in rural areas completed school at a lower level
than urban children. Lower educational attainment undoubtedly contributes to the low median
consumption of the rural sector compared with that of urban areas, as discussed above. In 1990,
households were asked why their children were not attending school. Their responses, by
quintile, reveal that children from poorer quintiles are more likely to have left because of lack
of money, lack of interest, or pregnancy. For the poorest quintile, these three reasons accounted
for three-fourths of the cases of leaving school early.4"

5.32 The primary education system boasts almost universal coverage, with a net enrollment
rate of about 98 percent for children in the six through eleven year age group. Dropout rates
are relatively low, primarily because Jamaica practices a system of automatic promotion to
higher grades without reference to achievement or ability. In terms of equity, although the
poorest two quintiles recorded the highest enrollment in primary schools, the wealthiest quintile
had the highest percentage in preprimary schools (or 'basic' schools). The percentage of
children aged six through eleven who were not enrolled in any school2 was the same for both
the first and fifth quintile, however, suggesting that all consumption groups have equal access
to primary education.

4 See, for example, Gerg PacharopoWos, Joe Peng Tan, and Emmanuel Jimene Finaning Education
in Developing Cowmnies, World Bank EDI Rearh Repot (Wahigton, D.C.: World Bank, 1986). For
Latin America and the Caribbean, the average social returns to education ae estimated to be 26 perceot
for primary oducation, 18 percent for secondary education, and 16 percent for higher education.

41 Planning Institute of Jamaica, 'Jamaica Survey of living Conditions Analytical Review 1990,* (Kingso,
July 1992), p. 24.
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Table 5.4: Out-of-School Children Aged Six through Nineteen Yeas,
by Highest Grade Attained, by Quintile, 1991

(ent)

All
Grade 1 2 3 4 S Jam

1-6 12.4 9.0 9.S 6.9 4.3 8.8

7-9 50.6 38.7 36.9 19.4 12.8 34.6

10-11 35.8 47.8 51.2 74.2 80.9 54.3

12-13 1.2 4.5 2.4 0.0 2.1 2.3

Source: Planning Institute of Janaica, 'Jamaica Survey of living Conditions Report 1991' (1992).

5.33 Universal coverage and low dropout rates mask the poor quality of schooling provided
to the majority of primary students. According to the National Assessment Program's
achievement tests in the late 1980s, 31 percent of sixth grade students were functionally
illiterate, that is, unable to read with comprehension at the fourth grade level. A mathematics
test at that time also showed that 77 percent of students scored below 50 percent.42 Notable
differences in achievement exist across schools (with urban schoolchildren generally outscoring
rural) as well as by gender (with girls typically scoring higher than boys). Although there are
no clear data, the poor likely encounter low-quality primary education more than the wealthy.

5.34 Poor attendance is one explanation of poor performance despite high enrollment. In the
1991 sLc, 76 percent of children in primary schools attended school all five days and 10 percent
did not attend school at all in the survey week. The Ministry of Education estimates that
attendance at primary schools in 1991 was 72 percent. In some deep rural areas, it was as low
as 50 percent. Thus, despite compulsory primary school attendance laws enacted in 1983, many
children do not attend school on a regular basis.

5.35 The 1990 sLc (which included an expanded education module) found a strong relationship
between consumption quintile and attendance in both primary and secondary schools. The poor
were less likely to attend five full days (68 percent compared with 90 percent for the first and
fifth quintile, respectively) and four times more likely to attend no days than the wealthy.
Similarly, rural areas were less likely to record full attendance and children were more likely
to attend zero days of school than occurred in urban areas. The two main reasons stated for lack
of attendance at primary schools were illness (35 percent) and lack of money (29 percent). Of
those who claimed that lack of money was a constraint, 85 percent were in the lowest two
quintiles.

5.36 Jamaica also has been successful in providing access to secondary education, with net
enrollment rates high relative to other middle-income countries. In 1990/91, the net enrollment

Plannig Instite of Jamaica/Ministry of Education, 'Jamaica Five Year Developmet Plan 1990-95:
Education' (August 1991).
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rte was around 83 percent for lower secondary (gades se through nine) and 48 percent for
upper secondary (grades ten and eleven). Even this coverage does not provide equal acces to
quality of schooling. Secondary education is highly satified and inequitable, with six parallel
types of lower secondary school programs: traditional high schools, comprehensive high schools,
technical high schools, new secondary schools, all-age schools, and vocationalagricultunal
schools. The type of school varies significantly by the ability of students recruited, expenditure
per pupil, and teacher qualifications.

5.37 More than 40 percent of students in grades seven through nine attend all-age schools.
They receive the lowest quality inputs, the lowest per student expenditures, and essentially a
repeat of primary curriculum. The quality of the new secondary schools is also very low,
although these schools only serve secondary grades. The all-age and new secondary schools
serve the poorest students. Table 5.5 shows that 78 percent of children from the poorest quintile
attend these schools, while only 10 percent attend the better-quality high schools. In contrast,
47 percent of children from the richest quintile attend high schools. All-age schools are
predominantly located in rural areas, while high schools are mostly in urban areas. The pattern
of attendance by area matches the location of the schools. Thus, not only is a smaller share of
the poor attending secondary schools, but the poor who do attend are more likely to attend lower
quality schools.

Table 5.5: P _runte EnroUmet in Seco_dy ad Tertr Edcation,
by Type of School and Qutile, 1991

Type of achool 1 2 3 4 5

AU-age 44.6 32.9 26.6 19.7 16.0

New secondary 33.8 37.1 39.0 25.3 16.8

Secondary high 10.2 16.1 23.4 41.4 47.1

Comprehensive high 3.2 6.3 4.6 3.0 2.5

Technical high 3.2 3.5 3.9 4.0 3.4

Voctionalagricultural 3.2 2.1 0.7 2.5 4.2

Poetsecondary 1.9 2.1 2.0 4.0 10.1

Notc: Columns total to 100, except for rounding discrepancies.

Sowrc: Planning Insitut of Jamaica, Jamaica Survey of Living Conditions Report 1991'
(1992).

5.38 By contrast, secondary high schools prepare students to take the prestigious academically
oriented regional and international examintons that ultimately provide the way to enter
postsecondary education and offer good prospects for employment opportunities. Entry into the
prestigious high schools is currently awarded on the basis of an exam taken between the ages
of eleven and twelve. Although 70 percent of children of this age sit the exam, only 20 percent
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of these are awarded free places in traditional high schools. Because the stakes are so high,
parents who can afford to do so pay for expensive tutoring for the exam.

5.39 As with the primary level, many students have low achievement at the secondary level.
This begins with the low share of functionally literate students-less than 60 percent-entering
secondary school. At the secondary level, poor instructional quality is also evident in the very
low performance on terminal exams. The Ministry of Education estimates that about half of
those students who finish the nine-year basic education cycle in the most-disadvantaged all-age
schools fail to acquire fundamental literacy and numeracy. More than half of students leave
school and enter the labor force at the end of the ninth grade. This translates into limited
educational achievement and lifetime employment opportunities for a large share of Jamaican
children, especially the poorest.

Input Indicators

5.40 The uneven and poor average quality of primary and secondary education results from
(a) curriculum deficiencies; (b) inequities in the examination system; (c) inadequate in-service
training for teachers and drastically declining real teacher salaries, leading to attrition,
absenteeism, and low morale; (d) inaccessible textbooks and instructional materials for some
students; and (v) inadequate physical facilities, which are plagued by overcrowding, poor water
and sewerage supplies, lack of maintenance, and vandalism.43

5.41 Recent curriculum reform has addressed grades one through six, while the curriculum
for grades seven through nine remains both inequitable and inefficient. This curriculum varies
by type of school and is a major factor contributing to the uneven provision of secondary
education. Those children attending all-age schools through grade nine, who are not likely to
receive more than a basic education, are taught essentiaUy the same curriculum they received
in primary school. Their teachers have virtuaUy no instructional materials for secondary-level
teaching. The curriculum is based largely on rote learning by drill and by a didactic style in
which teachers dispense information and students take notes, which is inefficient. The present
examination system distorts the teaching of the revised curriculum at the primary level because
classroom instruction-and parental resources for private tutoring-concentrates on the content
of the highly competitive bigh school entrance exam.

5.42 The quantity and quality of teachers are especially uneven at the secondary level.
Teacher-student ratios for all-age schools average 1:40, whereas those for aU other secondary
schools are about 1:20. Teacher qualifications also vary by type of school. In high schools, 40
percent of teachers are university graduates, compared with 8 percent in the new secondary
schools and only 2 percent in the all-age schools. Although the percentage of graduates from
teachers' college in the system has increased considerably, most of these teachers were trained
to teach primary, not secondary, school. FinaUy, the lack of in-service training for secondary

4o The oveBall peroestage xcess mrolment over capacity was 28 pecet in 1987/88. It varies by parish
from -6 pert in Poitland to 64 percent in St. Catherine. See Planning Institute of Jamaica/Ministry
of Education, Jamaica Five Year Development Plan 1990-95.u
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school teachers means that the teaching force is not exposed to modern advances in subject
content and teaching methods.

5.43 Inadequate provision of textbooks hinders learning. For instance, students in the seventh
through the ninth grades in all-age schools do not have secondary-level textbooks, and they must
therefore rely on materials already taught at the primary level. Moreover, a significant number
of students do not rent the books, either because parents cannot afford the rental fees or because
students are unable to read the books. The Ministry of Education has estimated that
approximately 60 percent of students in grades seven through nine in all-age and new secondary
schools would be unable to read these books if they were available.

5.44 Additional educational materials and teaching equipment are also inadequate. There are
no science laboratories or equipment in all-age schools. Even in the high schools, many
laboratories and pieces of equipment are not functional for lack of maintenance. As nonwage
recurrent budgets have shrunk, other teaching aides, such as maps, posters, and consumable
materials, have been eliminated.

5.45 Physical facilities have also suffered from lack of maintenance, both at the primary and
secondary levels. In particular, the all-age schools are usually old and dilapidated, have open
classrooms separated only by chalkboards, and do not offer different rooms for different age
groups. In many schools, furniture is designed only for use at the primary level, with
secondary-age students sharing seating in groups of three or more on low benches.

5.46 Although as a share of nondebt public expenditures, educational expenditures rose from
19 percent in 1981 to 22 percent in 1991, actual expenditures fell from 15 to 12 percent over
the same period as a result of high debt service and fiscal austerity measures. As a share of
GDP, education spending also fell from about 7 percent in 1981 to a low of around 4 percent in
1985; it has since recovered only to about 5 percent at present. Overall, education represents
about 4 percent of the capital budget and about 18 percent of the central government's recurrent
budget.

5.47 In real terms, recurrent expenditures have declined sharply, by 23 percent over the past
decade (see Table 5.6). The shrinking budget has had its greatest impact on recurrent
expenditures other than salaries, such as instructional and resource materials, maintenance, and
quality training programs. With three-quarters of the recurrent budget allocated towards
salaries, few inputs beyond teachers are available. The average annual grant per pupil for
nonsalary recurrent expenditures decreased from J$140 to J$52 (in 1987 constant prices) between
1987/88 and 1991/92. This translates into less than US$2.00 per student for funding quality
inputs. The government should avoid letting the recent wage increases for teachers cut further
into nonwage outlays.

5.48 Within the recurrent budget, the share devoted to primary education has increased
(although the absolute real spending declined some), which is consistent with the commitment
of the Human Resource Development Program to strengthen basic education. In 1991/92,
primary education accounted for 38 percent of the budget, up from 35 percent in 1981/82. The
shares for secondary and terdary education declined only slightly. Most of the redistribution
came by cutting adult education from 2.7 to 0.9 percent of the sector budget.
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Table 5.6: Ministry of Education Recurrent Expenditures, 1981/82-1991/92
(percentage of total expenditure by the Ministr of Education)

Program 1981/82 1985/86 1986/87 1987/88 1988/89 1989/90 1990/91 1991/92

Primary 35.1 36.2 36.7 37.4 37.1 36.2 36.6 36.0

Secondary
New secondary 33.6 36.3 37.4 34.4 33.7 34.1 33.3 33.3
High school 29.4 32.6 33.7 30.9 30.3 29.7 26.6 28.8
Technical and 4.2 3.7 3.7 3.5 3.4 4.4 4.5 4.5
vocational

Tertiary 23.0 21.4 18.3 21.6 22.1 21.5 21.1 22.4
University of the 14.9 14.3 11.9 16.0 15.6 15.5 14.8 15.7
West Indies

Adult and continuing
education 2.7 0.8 1.2 0.5 0.5 0.5 0.6 0.6

Central 2.0 2.7 3.0 2.6 3.3 2.6 3.1 2.6
administration

Curriculum
development and 2.4 1.6 3.4 3.3 3.3 2.9 2.2 2.7
library

Ministry of
Education 331 239 274 285 315 341 320 256
total expenditures
(in millions of
constant 1981
Jamaican dollars)

Source: Ministry of Finance budget documents, various years.

5.49 The decline in the Ministry of Education's recurrent budget, especially the low
percentage of nonwage recurrent budgets available for quality inputs and maintenance, seriously
harms the quality of Jamaican education. Furthermore, the allocation of what little resources
the sector does command lies at the heart of the inequity of the education system; the unequal
distribution of resources by type of school is striking. Children who attend all-age schools
clearly receive the least educational resources from the public sector, come from the poorest
segment of society, and have parents who can least afford to contribute financially to their
schooling. Table 5.7 shows grants per pupil that the Ministry of Education provides to schools
to cover their nonwage recurrent costs, including utilities, maintenance, and other quality inputs
such as textbooks, resource materials, libraries, and teaching equipment. In real terms, the
amount of resources available fell by as much as two-thirds from 1987/88 to 1991/92 (the
increase in teacher salaries in 1993 presumably reversed some of the decline). The table also
illustrates the inequality of resource allocation by different types of schools; for example, in
1991/92, students in traditional high schools received seven times the amount of resources as
pupils in grades seven through nine in all-age schools and more than twice the amount as pupils
in new secondary schools.
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Table 5.7: Grats per Pupil in Grades Seven through Nine,
by Type of School, 1987-92

(in cona:ant 1987 Jamaican dollars)

Type of school 1987/88 1988/89 1989/90 1990/91 1991192

AUl-age! 30 28 24 20 11

Now secondary 100 92 79 67 37

Comprehsve 167 154 131 112 62

Traditional high
school 200 183 157 133 74

Technical high
school 312 286 246 208 115

a. Equivalent to per pupil grants to primary school students.

Source: Ministry of Education, Statistics Unit.

5.50 Students and their families also contribute substantially to pay for education in Jamaica.
Currently, the government supports a policy of cost recovery for textbooks through an
established rental scheme for secondary schools, excluding all-age schools. A study completed
by the Ministry of Education estimated family expenditures by type of secondary school (see
Table 5.8)." Although fees are not charged directly for tuition in government schools, family
expenditures include outlays for education-related items, particularly textbooks, writing
materials, transportation, uniforms, and meals.'5 The burden of these costs has depressed
attendance in all-age schools and, to a lesser extent, in other secondary schools. It is widely
acknowledged that one reason for poor attendance at all-age schools is that some days parents
cannot afford to provide lunch or transportation money. The average expenditure in all-age
schools is almost one-quarter of per capita ODP, which is undoubtedly quite difficult for many
families to afford, particularly families who are at lower income levels and who have more than
one child in school. Family expenditures also vary by type of school, with outlays for
traditional high schools about double those for all-age schools.

44 Ministry of Ecation, 'Unit Cods Study' (January 1990).

45 For example, in secondary schools, excluding all-age Cools, a cost-recovery scheme has families pay
anywhee from J$60 to JS120 per book per child per school year.
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Table 5.8: Educational Expenditues by Students' Families
(average Jamaican dollar spent per pupil)

New
Expenditures Allage secondary High Technical Comprehensive Vocational

Transport 128 458 512 332 404 40

Lunch 287 400 361 205 369 439

Uniforms 731 692 1,038 977 1,081 872

Supplies 163 398 497 237 221 210

Tutoring 72 21 49 18 2 0

Percentage who 31 12 17 9 2 0
get tutored (%)

Books 190 80 353 135 122 440

Percentage who 43 35 62 100 53 97
buy books (%)

Total 1,571 2,049 2,810 1,904 2,289 2,001

Note: All data are from principals estimatmig the average behaor in their chools. Th expenditure esates
take the principals' cost esimates by category and weight them by studet enollments and the stimated
percentage of students who buy books, pay ttution, and so forth. It is assumed that students who do not
pay the estimated charges pay nothing. Th trnsportation category includs stimates of field trip expenses
as well as commuting costs.

Source: Ministry of Education, 'Unit Cost Study 1990, Survey Data.'

5.51 The government also intends to improve quality and equity in grades seven through nine.
The comprehensive reform is inherently complicated because it replaces the existing stratified
system with a junior high school program that provides a common curriculum giving equal
educational opportunity for all students. Recently, the government has embarked on a
comprehensive reform of secondary education through a loan from the World Bank.

5.52 The government's reform strategy at the lower secondary level, therefore, has a
distinctive anti-poverty bias. Students from low-income families will be the initial beneficiaries
of the reform because of its focus on all-age and new secondary schools. Higher overall levels
of achievement and increased resources targeted to the poorest groups of students would raise
personal productivity and incomes. As more relevant and effective basic education provides
better trained workers in the economy, workers with higher education will also benefit, because
these workers complement one another.

5.53 Substantial resources have also been directed toward tertiary education. A ten-year
development plan (1990-2000) prepared by University of the West Indies and supported by
several donors is aimed at improving and strengthening the university system overall. The
project includes infrastructure, equipment, and institutional development components specifically
related to the improvement and expansion of teaching and research. It also boasts a regional
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component to strengthen outreach services to countries without a campus and off-campus
students, which is likely to benefit poorer students. ,

5.54 Increasing private sector involvement in secondary and tertiary education will help
strengthen education's financing and reorient its content toward teaching what is demanded in
the labor market. As at other levels, however, tertiary and good-quality secondary education
in Jamaica is largely financed by the state. The good arguments for state involvement are that
highly trained people produce strong positive externalities when they work in Jamaica and that
imperfections in capital markets prevent individuals or families from borrowing enough to
finance such education. There are, however, three problems with heavily subsidized higher
education. First, it is regressive, since the vast majority of the recipients come from families
with income above the median. Second, students often do not receive the sort of education that
employers want: the technical components, in particular, do not satisfy the needs of business.
This is partly a problem of having faculties determine the curriculum and partly a matter of
students (and their families) lacking adequate incentives to get economically relevant education.
Third, graduates face inadequate incentives to stay and work in Jamaica.

5.55 One strategy to help deal with these problems would be to charge fees for tertiary
education that cover a larger share of the cost and at the same time to offer scholarships to
students from poor families. A program could also offer loans to students from middle-income
families. Some forgiveness could be given to graduates who stay and work (and pay taxes) in
Jamaica, and even greater (perhaps complete) forgiveness could be extended to those who work
in the social sectors. Although enforcing loan contracts is difficult when borrowers do not
obtain good jobs in the formal sector, enforcement could be linked to the credit collection and
rating systems in Jamaica and in the countries to which Jamaicans emigrate. This would
enhance the incentives for human capital to stay in the economy that saved to pay for it. In any
case, the prospect of having to pay in part for a university education might enhance the
motivation of students to get an economically relevant education.

Health

5.56 Better health often both reflects and contributes to the reduction of poverty. Numerous
studies have shown that better health and nutrition improve productivity, especially for manual
agricultural labor.46 Better health raises productivity by increasing energy output, reducing
absenteeism, and facilitating learning. Reductions in infant and child mortality also indirectly
reduce poverty by decreasing fertility rates among the poor; studies consistently show that
parents who have lost a child tend to have a larger desired family size.

Performance Indicators

5.57 Jamaica's health is among the best in the Caribbean, with life expectancy of seventy-five
years for women and seventy-one years for men. Health status, in general, has improved
progressively over the past twenty-five years. This implies that some ill effects of poverty,

4f See chapter 5 in World Bank, World Development Report 1990 (Washington, D.C., 1991) for examples
of such studies.
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typically found in other countries, have been mitigated in Jamaica. Although the poor lack many
comforts, their predominately rural location provides clean air, potable water, and a ready diet
of fresh fruit and vegetables. The crude birth rate fell from 38 births per 1,000 persons in 1965
to 30 births per 1,000 persons in 1989. During the same period, the estimated crude death rate
fell from 9 to 7 deaths per 1,000 persons.

5.58 Examining the leading causes of death reveals an epidemiological shift from causes
related to infectious and vector-borne diseases to those related to chronic and degenerative
diseases. Jamaica has been successful in combating infectious diseases, which is important for
the poor who are particularly likely to suffer from such illnesses. The leading causes of adult
death in 1984 were cancer, heart disease, cerebrovascular disease, and hypertension. This
transition reflects both an aging population-the result of declining fertility and mortality-and
changes in risks due to urbanization, industrialization, and lifestyle. Accidents and the adverse
effects of violence are the leading causes of death for persons between five and forty-four years
of age, even with substantial underreporting of these events. Even though they compare
favorably with other countries at similar income levels, perinatal and maternal mortality rates
are unacceptably high.'7

5.59 The infat mortality rate is sensitive to both socioeconomic conditions and access to
health care. Jamaica officially reported an infant mortality rate of 27 deaths per 1,000 live
births for 1984, but a 1989 perinatal mortality and morbidity study determined that adjusting for
underreporting would raise the rate to between 35 and 40 deaths per 1,000 live births. The
major cause of infant deaths was asphyxia during birth, which can be prevented by improving
the management and training of staff. The next largest causes were stillbirth and prematurity,
both of which can be reduced with prenatal care.

5.60 Maternal mortality in Jamaica is even less favorable than infant mortality. A recent study
on high-risk pregnancies estimates that there are 102 maternal deaths for every 100,000 live
births;' other estimates range as high as 115. More than two-thirds of maternal deaths resulted
from causes that can often be prevented or controlled, such as hypertension.'9 The majority
of women at high risk of death in childbirth are less than twenty years old and experiencing their
first pregnancy, a common situation given the prevalence of teenage pregnancy. Having more
education and direct pumped water or flush toilets in the house decreases the risk of maternal
death. Risk of maternal death increases if the mother herself is the major wage earner, or if she
lives in a household where the major source of income is an agricultural worker or farmer. In
addition, mothers that live farther than 2 miles from a health center are also at higher risk of
maternal death than those who live closer. All these factors imply that poor women in rural
areas disproportionately risk matemal death.

In University of the West Indies, Jamaica Perinatal Mortality and Morbidity Study, Final Report (Mona,
Jamaica: Department of Child Health, 1989).

49 P. Gertler, 0. Rahnan, D. Ashley, and K. Fox, 'High Risk Pregnancies and Maternal Health Services
in Jamaica' (Rand Corporation and Ministry of Health, May 1992).

4R G. Walker and others, *Maternal Mortality in Jamaica," Lancet i (1986), pp. 486-88.
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5.61 In theory, prenatal care is one of the key measures, along with effective family planning,
that reduce maternal mortality because it helps detect potential complications during delivery and
allows doctors to refer the patient for supervised delivery. In Jamaica, more than 95 percent
of mothers attend a prenatal clinic at least once during pregnancy, yet maternal mortality remains
high. The 1992 Ministry of Health/Rand study highlights serious concerns about the timing,
frequency, content, and quality of this care. Young, first-time mothers, have high risk of
maternal death. Poor, less educated, young women in the Kingston metropolitan area are
especially likely to delay their first prenatal care visit or not receive any prenatal care. Poor
rural women are less likely to deliver in a hospital than others, and they are less likely to use
prenatal care, despite the availability of nominally free public facilities for such services.
Private provision, is, of course, more common for richer women, but a substantial fraction of
the poor use and pay for private health services, which suggests that the poor quality of prenatal
care in public facilities may discourage use (see Table 5.9). Although the coverage and use of
prenatal care declined from 1987 to 1991, coverage of postnatal care improved.

Table 5.9: Coverage of Perinatal Care
(perct unless otherwise noted)

Type of care 1987 1988 1989 1990 1991

Prenatal care

Percentage of pregnant
women receiving care 88.8 75.0 72.0 67.8 65.6

Percentage of pregnant
women initiating
care before sixteen weeks 20.0 18.4 18.1 18.4 18.0

Average number of visits
per wonan 4.0 4.0 3.7 3.8 3.9

Postnatal care

Percentage of mothers
receiving care 65.1 65.6 66.4 68.4 67.0

Percentage of babies
receiving care 67.4 68.5 69.2 69.4 69.

Source: Planning Institute of Jamaica, 'Economic and Social Survey Jamaica 1991' (1992).

5.62 Teenage fertility is high in Jamaica but may be declining. According to the 1989
contraceptive prevalence survey, 37 percent of women aged fifteen through nineteen had at least
one child before they reached twenty, compared with 40 percent in the previous survey
conducted in 1983. Teenagers account for more than one-quarter of births in Jamaica. In
addition to posing potentially fatal health risks to young mothers, teenage pregnancy contributes
to poverty by encouraging women to end their formal education early, reducing employment
opportunities, and causing social dislocation.
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5.63 Child imnunzadon coverage is nearly universal (see Table 5.10). From 1988 to 1991,
immunization coverage for children under five improved significantly for all injections, despite
fiscal cutbacks. By 1991 there were no significant differences in coverage rates between
quintiles, which indicates that immunizations reach the poor. In 1991, rural coverage rates, with
the exception of BCG, were even higher than urban rates.

5.64 HIv/AD6 and other saxually transmtted d&seases are a growing health problem. Among
the groups at particularly high risk of contradng av are sex workers and migrant firm
workers, both of whom are likldy drawn from poorer segments of Jamaican society. Infection
in these groups is largey transmitted heterosexually; currently half.of all reported AmDS cases
in Jamaica were spread this way. This, in turn, translates into potentially much higher infint
mortality rates, because of a 30 percent probability that an infected pregnant woman will pass
the virus to her fetus.

Table 5.10: 1mmunization Covewe for Childn
under Five Yesn of Age, 1991

Au Jamaica

Augut Novanber Novunber Novanber
Type of covewe 1988 1989 1990 1991

3 dosoe OPV 68.9 81.0 79.1 81.3

3 doses DPT 69.3 81.0 80.3 82.1

BCX 82.4 95.0 94.2 96.6

Meases 62.3 79.0 80.9 84.4

Quintile

1 2 3 4 5

3 doses OPV 82.3 79.1 7i.3 85.7 84.0

3 doems DPT 82.3 80.2 79.7 87.8 82.7

BCG 94.1 96.0 97.3 98.0 100.0

Measles 82.7 84.9 92.6 85.6 90.1

Note. OPV - polio vaccine; DPT - Dipthedia, peudsis, and teanus; BCGX tubeculoss vaccine.

Source: Planning Insitute of Jamaica, 'Survey of living Conditions' (vanouf issus).

Input Indicators

5.65 Jamaica has twenty-four public and six private hospitals. The larger hospitals are located
in Kingston, but anyone has access to them either directly or through hospitals that refer patients
and provide them with free transportation. The primary health care network is extensive; an
estimated 90 percent of Jamaicans live within 10 miles of a primary health care clinic. There
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are 366 public primary health care clinics and more than 800 private ones. Although private
facilities provide some elements of primary health care in Jamaica, public facilities remain the
main channel for delivering perinatal care, immunization, and family planning.

5.66 A recent study based on the 1990 SLC found that public primary health care facilities
provide better perinatal diagnosis and counseling, immunization, and family planning than
private facilities, even though public clinics are in relatively poor repair and inadequately
equipped and staffed. Urban centers have slightly better access to equipment, supplies, and
drugs than do their rural counterparts, but the difference is less than in most other developing
countries. Primary facilities provide the majority of primary health services but have less
equipment and drugs than higher-level clinics, although the disparity in resources is not great.

5.67 The SLC data provide information about health care access and use by consumption
quintile. The percentage of individuals reporting illness or injury is not related to economic
status in any obvious way. Perhaps this is partly due to the subjective nature of self-reported
rates, with the poor being less likely than the rich to perceive and report illness. In 1991, 12
percent of the poorest quintile reported illness compared with 16 percent of the wealthiest;
higher and lower percentages were reported in the quintiles falling in between. Of those who
were ill or injured, persons in the second and third quintiles had the most severe illnesses, as
measured by whether the condition began more than a month before, the mean number of days
of the illness, the mean number of days of the impairment, and whether medical care was
sought. Age is the strongest correlate of reported illness; children under four and adults over
sixty had the highest percentage of illness.

5.68 Table 5.11 shows the source and level of care, by quintile. The poorest quintile seeks
medical care less frequently than any other quintile, a trend that has been observed in prior sLcs.
As expected, the primary source of care for the lowest quintile was from public services."'
However, the percentage of the lowest quintile seeking care from private sources was
surprisingly high at 49 percent in 1990 and 34 percent in 1991. The majority of persons in the
second quintile and above sought help from private sources. In general, use of public sources
declines (and use of private sources increases) as economic status increases, except in the fourth
quintile, where use of public sources increases as economic status increases."' Rural and urban
areas use private sources about equally. Overall, about 60 percent of Jamaicans sought private
services for medical care. This provides evidence that Jamaicans, even the poorest, are willing
to pay for health care and that people perceive the quality of care to be worse at public sources
than at private sources. If the public sector could improve quality by improving cost recovery,
even some of the poor would apparently be willing to pay for better services.52 It should be

30 TThe Statistical Institute of Jamaica/Planning Institute of Jamaica publication on the 1991 SLC does not break
public care into hospitals and health clinics. Data from the 1988 SLC reveal that the poorest quintile uses
health clinics substantially more than the other quintiles do.

In general, statistics on health by quintile for 1991 show steady trends except for the fourth quintile, which
often breaks the trend.

n Two studies on willingess to pay for health care in Jamica are nearing completion and should provide
guidance on the feasibility of raising feos based on an analysis of demand elasticity.
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noted that the fee structure for public facilities does not apply to those Jamaicans who either
receive food stamps or demonstrate their inability to pay. Thus, the system provides for
individuals in lower income groups and may oversubsidize individuals who can pay.

Table 5.11: Source and Levd of Care, by Quintile, 1988 and 1991
(percenlt)

Quintile
_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ A U

Source and level of 1 2 3 4 5 Jamaica
care

1991

Share reporting illness 12.1 14.4 14.1 11.7 16.0 13.7

Share of ill seeking care 38.7 52.0 48.7 50.6 47.8 47.7

Source of care

Public 57.8 43.3 29.0 35.8 20.6 35.6

Private 34.4 52.9 64.5 53.1 73.8 57.7

Both 7.8 3.8 6.5 11.1 5.6 6.7

Level of care

Primary 65.6 74.0 79.6 72.8 82.2 75.7

Outpatient 25.0 21.2 15.0 19.8 14.0 18.5

Hospitalization 9.4 4.8 5.4 7.4 3.8 5.8

I988

Place of care

Hospital 20.0 34.8 25.6 31.2 14.1 25.0

Health center 40.4 16.5 19.4 12.8 8.5 18.1

Doctor's office 37.6 46.3 52;7 52.5 66.9 52.9

Source: Planning Institute of Jamaica, 'Survey of Living Conditions' (1991 and 1988).

5.69 Due to macroeconomic difficulties in 1980, public spending on health fell from 3.2
percent to GDP in 1980-85 to 2.5 percent in 1985-92 (see Table 5.12). The government has
tried to restore health expenditure by increasing its share of GDP from 2.0 percent in 1986/87
to 2.9 percent in 1990/91. In 1991/92, health expenditures did not keep up with the high
inflation experienced in 1991 and fell to 2.1 percent. Real per capita government health
expenditures followed the same trend.
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Table 5.12: Governrent Health Expenditure, 1986-92
(percent)

Expenditure 1985/86 1986/87 1987/88 1988/89 1989/90 1990/91 1991/92

Total social services
as a percent of GDP 8.8 8.9 9.7 12.9 11.4 11.3 7.9

Total health
as A percent of GDP 2.5 2.0 2.5 2.8 2.7 2.9 2.1

Total gross expenditure 7.0 5.5 7.0 6.1 6.7 7.5 5.6
Gross discretionary expenditure 12.6 10.0 11.4 9.8 11.7 12.3 11.1

Recurrent health
as a percent of GDP 2.4 1.9 2.2 2.5 2.4 2.4 1.7

Capital health
as a percent of GDP 0.2 0.2 0.2 0.3 0.3 0.5 0.4

Source: Planning Institute of Jamaica, 'Economic and Social Survey' (various issues); Planning Institute of
Jamaica, Quarterly Economic Review (April-June 1992) for fiscal year rjDP.

5.70 The share of public expenditure on health going to secondary care is very high, averaging
about 57 percent, which reflects the large number of hospitals run by the govemment (see Table
5.13). The share going to primary care has fluctuated over the last five years between 16 and
20 percent, despite a govemment target of allocating 25 percent to primary care. Proposals to
expand or rellocate public health sector spending should consider the already strong role of the
private sector in providing care to patients of all income levels.

5.71 Health insurance coverage is very low in general, especially for the lower quintiles.
Overall, 9 percent of patients had health coverage, and this coverage increased significantly as
income increased: from 7.9 percent to 28.4 percent of patients in the fourth and fifth quintiles,
respectively. The percentage of the population in each quintile who sought care and was covered
by health insurance increased with each quintile.

Table 5.13: Distribution of the Recurrent Expenditures
of the Ministry of Health, 1987-92

(peroent)

Type of recurrent
expenditure 1987/88 1988/89 1989/90 1990/91 1991/92

Central administration 5.6 6.0 5.3 6.7 9.0

Primary care 20.2 17.6 20.2 19.4 15.9

Secondary care 62.2 58.5 55.2 55.6 54.4

Paramedical services 4.1 10.8 11.6 11.1 12.6

Training 1.4 1.2 1.4 1.7 2.6

Departments 6.5 5.9 6.2 5.6 5.5

Source: Planning Institute of Jamaica, 'Economic and Social Survey' (1991, 1992).
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Current Programs

5.72 With donor support and loans from multilateral agencies, the government is pursuing a
range of programs in the health sector. Most of these programs are coordinated under the policy
and project umbrella of the Human Resource Development Program, whose Secretariat is in the
Planning Institute of Jamaica.

5.73 The World Bank supports the Population and Health Project (US$12 million in 1988)
and a health component in the Social Sectors Development Project (US$15.5 million in 1989).
The main objectives of the Population and Health Project are (a) to reduce fertlity and meet
population policy goals by strengthening population and family planning programs and (b) to
improve the efficient use of health care through the development of a standardized referral
system linking primary health care centers with higher-level facilities, including hospitals.
Under the Social Sectors Development Project, the World Bank is supporting the supply of
pharmaceuticals, supplies, and medical equipment, the computerization and upgrading of the
Registrar General's Department (which is responsible for recording vital statistics), and
construction and refurbishing of primary health centers, including nurses' quarters.

5.74 The Government of Jamaica, with additional support from the Inter-American
Development Bank (IDB), is active in the hospital subsector. A US$100 million loan from DB
supports the Jamaican Hospital Restoration Project, which is refurbishing existing hospitals and
constructing a new one.

5.75 The U.S. Agency for International Development's Health Sector Initiatives Project aims
to (a) increase the efficiency and productivity of public sector hospitals; (b) increase revenues
at public hospitals from those who can pay and explore other sources of revenue from cost
recovery; (c) increase the productivity and expand the market for private hospitals and privatize
selected medical support services; (d) expand private payment of health care costs through
commercial insurance; (e) increase the productivity of private hospitals; and (f) foster closer
collaboration between public and private sector health care providers. The bulk of proceeds
from the project go to finance technical assistance in analyzing policy options and to develop an
appropriate policy framework. The U.S. Agency for International Development also makes an
important contribution to family planning through the Family Planning Initiative Project and to
the government's efforts in the prevention of mv/AIDs and other sexually transmitted diseases.
The Govemment of Italy provides support to local health systems, including the construction of
five new health centers and the management of a mother and child care project.

Recommendations

5.76 Most mortality and morbidity in Jamaica result from chronic diseases and accidents. The
exceptions are high maternal mortality rates and sexually transmitted diseases, both of which are
preventable. The government should, therefore, improve the provision of health education,
prevention, and treatment interventions for mothers and children most at risk-who are also
likely to be poor-and prevention and treatment of chronic diseases in adults. Public resources
are insufficient to provide all health services free of charge for all citizens. The government
needs to decide which services it will provide, aiming to ensure that all citizens-especially the
poor-have affordable access to at least basic care. The government is already taking steps to
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increase revenues through appropriate cost recovery and improve the quality of the services it
provides. Further steps should develop an appropriate mix of public and private provision.

Nutrition

5.77 Nutritional indicators respond to changes in welfare more quickly than longer-term social
indicators, such as literacy and mortality. Malnutrition negatively affects the school attendance
and performance of children and labor productivity of adults. Furthermore, the malnourished
are more vulnerable to diseases. For these reasons, improving the population's nutritional level
will make the poor more productive in both the short term and the long term.

Performance Indicators

5.78 Two types of recent data on the nutritional levels of children are available: household
data from the SLC and data collected from persons attending health clinics. Table 5.14 presents
the household survey data for low weight-for-age.53 The sLc data are of high quality and are
likely to be the most accurate measures of malnutrition. The Ministry of Health conducted
similar anthropometric surveys in 1978 and 1985, although their data may not be stricty
comparable to the sLc data.54 Malnutrition declined from 1978 to 1989, although it increased
some in the early 1980s and again in the early 1990S.35

5.79 Between November 1989 and November 1991, malnutrition in children declined in the
Kingston metropolitan area but worsened in rural areas and other towns. Some areas within
Kingston clearly have higher levels of malnutrition than others. Also, in the greater Kingston
area, malnutrition has shifted noticeably toward younger ages. Data from the Bustamante
Children's Hospital, the main specialist hospital for children, show that in 1987 one-third of all
cases were in infants between six and eleven months of age, while 43 percent were in infants
between twelve and twenty-three months. In 1991, however, the onset of malnutrition appeared
more frequently in younger children, 44 percent were in children between six and eleven months
old and 29 percent were in children between twelve and twenty-three months. This is clearly
tied to the weaning period.'

53 Wasting is low weight-for-height and measures acute malnutrition at the time of measurement. Stunting
is low height-for-age and measures chronic malnutrition over a period of time. Low weight-for-age
measures both of these occurrences.

s4 In particular, the Ministry of Health surveys were conducted at homes during work hours during the school
year, and to the extent that malnourished children do not attend school, these surveys may overestimate
malnourishment. In fact, children from poorer households are less likely to attend preschool than richer
households, thus oversampling the poor. An attempt to correct for the sampling bias in 1985 shows that
low weight-for-age would have been 14.0 percent instead of 14.6 percent, and the conclusion that
malnourishment has improved continues to hold.

Clinic data since mid-1989 also show a slight upward trend in the proportion of children with low weight-
for-age.

Patricia Anderson, "The Incorporation of Mothers and Children into the Jamaica Food Stamp Programme,'
Jamaica Poverty Line Project Working Paper 6 (Planning Institute of Jamnaica, February 1993).
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Table 5.14: Rate of Low Weight-for-Age in Children
under Five Yean of Age, 1978-91

(perent)

Survey and year Moderate Severe Total

Ministry of Health

1978 - - 15.0

1985 13.6 1.0 14.6

Survey of Living
Conitiom

May 1989 8.5 0.7 9.2

November 1989 6.5 0.8 7.3

November 1990 8.0 0.4 8.4

November 1991 9.0 0.0 9.0

Note: Normal weight-for-age childrei ar those over 80 percent of the referenc standard.
Moderate malnutrition is a weight-for-age 60-80 percent of the standard, and evere malnutrition is
below 60 percent of the standard.

Source: Planning Institute of Jamuaca, *Survey of Living Conditions: 1991 Report' (November
12).

5.80 Anemia is significant among women. Iron deficiencies are believed to be due to
inadequate nutrient intake, low-level absorption, short birth intervals, and high fertility. The
1989 Perinatal Mortality and Morbidity Study also indicates that the proportion of women who
are anemic varies with socioeconomic status. Pregnant women who were married at delivery
were less likely to be anemic, as were women with a secondary or higher education and women
from households whose major wage earner was in a non-manual occupation. Women who were
unemployed had a higher probability of having anemia. In rural areas, the incidence of female
anemia is higher in areas specializing in bananas, oranges, and sugarcane and lower in areas
raising goats and growing vegetables.

5.81 The Surveys of Living Conditions indicate that the lowest quintile spends about twice as
large a share on cereals and cereal products and on starchy roots and tubers than the wealthy.
This suggests that the poor substantially alter their diet to economize. The largest expenditure
share is on meat, fish, and poultry (24 percent); this share is the same for the rich, but the
average amount spent per capita on meat is about 5.5 times larger for the wealthier quintile.
Prepared food is the chief category on which the rich spend more.

Current Programs

5.82 Because of the twin necessities of reducing government spending and protecting the poor
in a period of severe decline in per capita incomes, the Seaga government in 1984 called for the
elimination of general food subsidies (with a budget of US$16 million) and created the Food
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Stamp Program and School Feeding Program. The Food Stamp Program targets four categores
considered at nutritional risk: (a) pregnant and lactating women, (b) children under six years of
age,57 (c) individuals who already qualify for poverty relief and public assistance (the elderly
and handicapped), and (d) low-income, single or poor households. Food stamps are legal tender
and are good toward the purchase of cornmeal, rice, powdered skim milk, dark sugar, flour, and
meats.

5.83 As of 1991/92, 300,000 individuals were targeted to receive food stamps. Table 5.15
indicates, however, that some groups are not covered sufficiently. While single-person
households with annual incomes less than J$3,000 and poor households with annual incomes less
than J$7,200 have exceeded registration targets, there is a severe shortfal of food stamps for
pregnant and lactating women. The value of monthly food stamp allowances is J$45 for women
and children, J$60 for persons receiving poverty relief and public assistance and single-headed
households, and J$105 for multiple-headed households. Food stamps are issued every two
months and are collected in public areas (such as police stations and churches). The overaU
administration of the program is the responsibility of the Ministry of Labour and Welfare, while
the Ministry of Health and the Ministry of Local Government also cooperate.

Table 5.1S: Targeted and Rqesterd Beneficiaries
of the Food Stamp Pogram, 1991/92

Number of Numnber of Monthly benefit
Targeted population persons persons (Jamaican

ta-eted registered do_ar)

Pregnant women 15,000 9,700 45

Lactating mothers 15,000 3,000 45

Chidren under six years 150,000 132,000 45

Poor relief and public
assiawnce recipients 50,000 15,000 60

Single-person households
(annual income less than JS3,000) 20,000 48,500 60

Poor households (two or more
persons with annual income loe
than J$7,200) 50,000 102,000 105

Total 300,000 310,200 n.a.

n.a. Not applicable.

Source: Ministry of Labor, Welfare, and Sport.

Originally the Food Stamp Program covered children under five yeas of age; this has recently boen
increased.
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5.84 Tle sLc data show that the food stamps reach a substantial portion of the low-income
households.5' Table 5.16 compares the distribution of food stamps by quintile as reported in
the 1990 and the 1991 SLc. Overall, benefits decline progressively as consumption rises.
Compared with 1990, all quintiles showed an increase in the proportion of households receiving
benefits, with overall coverage increasing from 12.8 percent of the population to 17.8 percent.
The coverage of the poorest quintile increased from 29.3 percent to 42.6 percent. Although the
poor were favored, the share of benefits across quintiles did not become more progressive. In
1991, the poorest 40 percent of the population contained 58.2 percent of the beneficiaries, down
from 59.6 percent in 1990. Rural households accounted for 76.9 percent of households
receiving food stamps in the 1991 sLc (up from 73.6 percent in 1990).

Table S.16: Percentage and Distribution of Households Receiving
Food Stamps, by Region and Quinfile, 1990-91

Percemage of household D-n.-butio Of repie 1
receiving stamps houdsh ol

Area and quntile 1990 1991 1990 1991

Area

nwropolitan area 4.2 5.3 9.4 8.9

Other towns 11.5 12.6 17.0 14.2

Rural arna 18.0 26.8 73.6 76.9

Total 12.8 17.8 100.0 100.0

Quintile

Poorest 29.3 42.6 33.6 32.6

2 20.4 27.6 26.0 25.6

3 14.2 20.3 19.1 20.9

4 9.2 11.7 14.9 13.9

Richest 2.7 4.0 6.4 7.0

Total 12.8 17.8 100.0 100.0

Source: Planning Institute of Jamaica, 'Survey of Living Conditions Report 1991" (November 1992).

5.85 Overall, the Food Stamp Program is relatively well targeted, and certainly much better
targeted than the former general price subsidy program, even though some benefits do reach the
upper quintiles. Although the rolls have been 'cleaned' twice (once in 1987 and once in 1989)
and recipients' means tested again, the system needs to have exit mechanisms that are better
defined and implemented. The main problem with food stamps is their poor coverage of the

x Planning Institute of Jamaica and the Stistical Institute, Jamaica Survey of LiWng Conditions Report 1991
(October 1992).
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most vulnerable groups, especially pregnant and lactating women. Because the public health
system in Jamaica is extensive, this group of women apparently is underenrolled not because the
system does not reach them, but rather because the procedures for registration are complicated
and the receipt of stamps is far from automatic. In fact, the administrative link between the
Food Stamp Program and the Ministry of Health has been weaklening noticeably. The problem
of underregistration is attributable in part to a shortage of staff in the Ministry of Health to
identify and register pregnant and lactating mothers and children. Low coverage of mothers and
children results from implementation problems at all stages of the program, from application and
registration to disbursement.'

5.86 The government through the Ministry of Education also initiated a new School Feeding
Progrwm. Approximately 400,000 children from basic to secondary schools in Jamaica are being
reached by some form of school feeding program. Nutri-buns, a fortified bread product,
accompanied by a half pint of milk, are centrally prepared, packaged, and distributed daily to
selected schools. With support from the World Food Program, a monthly average of 120,000
children in preprimary and primary schools were fed out of a target of 150,000. The
government has taken over a portion of the project previously financed by the U.S. Agency for
International Development. A traditional lunch program (a cooked meal prepared at the school)
targets another 132,000 students. Students who receive Nutri-buns pay J$0.20 on a voluntary
basis. In the traditional lunch program, the nutrition grant is $0.44 per day per child and in
1992 the daily charge ranged from J$3.00 to J$10.00. The direct subsidy from the government
to the program is approximately J$2.00 and J$2.50 for Nutri-buns and traditional lunches,
respectively. In 1992, approximately 55 percent of enrolled students received some form of
school snack or lunch, and about half of these students were from the poorest 40 percent of the
population. As such, a significant portion of poor children remain outside the program.

5.87 The Ministry of Health's Supplementary Feeding Program is a curative program targeted
at children from birth to five years of age who are identified as malnourished. A network of
nutrition clinics acts as referral centers for children diagnosed as malnourished. The program's
focus is both rehabilitative and preventive. It distributes skimmed milk and cornmeal and
provides nutrition information to parents. The size and composition have fluctuated with the
availability of food donations to the Ministry of Health. Approximately 6,000 children were
reached through this program in 1990-92, which effectively reaches the targeted population
because only malnourished children are admitted.

Recommendations

5.88 Although malnutrition is not increasing rapidly, the increase of poverty in 1991 and the
continuation of fiscal austerity mean that nutritional indexes need careful monitoring. The
government currently has three well-established nutrition programs; all three need some
improvements.

Soe Patricia Anderson, 'The Incorporation of Mothers and Children into the Jamaica Food Stamp
Programme.W
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5.89 The Food Stamp Program most directly targets the poorest groups by providing them
with the stamps. It could be improved to cover more of the intended beneficiaries-especially
pregnant and lactating women-and, if nutrition indexes worsen substantially, the size of the
program should be increased. Distribution of the stamps needs to be improved; postal services
have been proposed as a more efficient means to deliver the stamps. Linkages with the Ministry
of Health's system of health centers should also be strengthened, given the reinforcing benefits
to both nutrition and primary health care objectives.

5.90 The School Feeding Program suffers from low production of the Nutri-buns, insufficient
means of transportation, and inadequate storage facilities in schools. Any increase in coverage
should be targeted to the poorest areas of the country. Because the poorer schools probably also
are more remote, it may be more appropriate to consider expanding support for the traditional
school lunch rather than for Nutri-buns.

5.91 Infrastructure, organization, and equipment are in place for the Supplementary Feeding
Program. The missing component is funding for the food supplement now that external
financing has ended. The program is important in rehabilitating young children who have not
benefited as intended from the Food Stamp Program.

Conclusions

5.92 Although sustaining macroeconomic stability and relieving the tax burden on the formal
sector both call for further reductions in the share of the public sector, these must be done in
a way that preserves and in some cases even increases the allocation of resources for key
functions of the public sector. Every area has some scope for increased efficiency, but two
areas in particular warrant increased public spending: education and roads.

5.93 Raising the earned income of the poor requires investment in education and training.
Teachers' salaries were raised in 1993, but a comprehensive program is needed to upgrade
education and to focus it on preparing people for the economy of today and of tomorrow. The
government has a long-standing commitment to education and other social programs, but the
distribution of public resources still provides a disproportionately small amount of support for
children from poor households. Current reforms seek to redress some of that imbalance.

5.94 Achieving sustained growth of the overall economy and enhancing the participation of
the poor in that growth both require improved roads. For overall growth, the priority is to
improve roads in Kingston and the trunk roads between towns. Rural development and poverty
alleviation require improved rural roads, lowering the time and money needed to transport goods
and people to urban markets. In some cases, new investment and major rehabilitation are
required, but adequate attention must also be paid to routine maintenance. With Jamaica's
weather and mountains, roads deteriorate very fast, wasting valuable investments unless good
routine maintenance is performed even before the signs of wear become obvious.

5.95 Financing these needs will be easier when increased private investment leads to faster
growth and thus more resources. During the difficult waiting period, the challenge is to
encourage investment without sacrificing macroeconomic stability or other objectives. Many
infrastructure and social sector projects can be financed in part from external official sources and
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thus without a negative short-run macroeconomic effect. Of course the borrowing needs to be
done prudently and to be used for good projects that lead to growth and provide the resources
to repay the loans in the future.
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POLICY, INVESTMENT AND GROWTH: Annex 1

7HEoRY AAD STAISTICAL EVIDENcE

To provide a rigorous underpinning for the discussion in the main text, this annex
presents the theoretical and empirical work that guides the policy recommendations of the paper.

TJhe Basgc Model

The basic neoclassical theory of economic growth has important policy implications
which are explained here. It assumes a perfectly competitive one-good economy endowed with
an aggregate production function such as:

q - Ak (1)

where q and k denote per capita output and capital, respectively, and A is a technology
parameter. The latter, is assumed to grow at the exogenously given rate (1-aJ) x. The rate x
is usually interpreted as technological progress; it includes all changes in labor productivity that
cannot be accounted by capital accumulation.

As customary, we denote with a hat variables which have been detrended by x.
Accordingly, the marginal product of capital, MPK, is given by:

MPK - AO af'

where AO is the initial value of the technology parameter.

To determine the rate of growth of capital, we have the following accumulation equation:

. z-- n - x (2)
f

where z is the investment rate, defined as the ratio of gross investment to the capital stock; a is
the depreciation rate, and n is the growth rate of population.

The next step is to determine the rate of investment. Letp,1 be the cost of a capital good
before installation. Since most capital goods are imported, pr represents the price of a capital
good at the border, after clearing customs. Let 4 be a measure of the costs to install new capital
goods, chosen so that the price of an installed investment good is p 1 -,. Consequently, O=I
when these costs are zero and O > 1 when they are positive. A standard assumption is that 4
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depends positively on the investment rate - installation costs are lower when investment is more
gradual.

One can think of p,, +(z) as the value of a firm that owns one machine, or equivalently,
as the price of a share of a firm that owns many capital goods. At any moment, the expected
rate of return to this asset has two components: i) the value of the marginal product of capital
(VMPK), which could be interpreted as a dividend, and ii) the expected capital gain (loss) due
to price appreciation (depreciation). Mathematically, these two elements are represented as
follows:

jd[pr.- (z)JJ
(I -p) *p * MPK + E|

where p is the price of the good the firm produces; and (1-p) is the fraction of the VMPK that
the owner actually receives. The right way to interpret p is as a measure of taxes, theft, and
all other subtractions from the market value of the MPK that the owner endures. The first term
of the expression above measures the VMPK. The second term is the expected change in the
value of the firm.

The opportunity cost of investing on a firm is given by:

(r + f) *P1 4(z)

where r is the 'appropriate' or 'required' rate of return.

Absence of arbitrage opportunities requires that the following condition be sisfied:

(r+a)opr*a#z) - (I-p).pUMPK + E, |d[pj (z)?}

where r is the 'required' rate of return which, under certain assumptions,' coincides with the
real interest rate.2 In a small open economy, p, and p are exogenous. Manipulation of equation
(3) yields the following differential equation governing the dynamics of z:

'in partculr, it is requird that: i) aSents are risk-aver, and ii) the option value of waiting until net period
to invest is zero. If condition i) fails, risk-hedging may induce agents to accept a lower (hgher) ato of reur tha
the real inte rate, if the particular invetmet yields a rate of retur which is counteryclical (pocyclical). If
condition ii) fails, it is well-Imown from the literatre on irreversible investment that r can be substan y higher
thn the rel interest rate. Thebe considerations are important when carrying out quntitative analye.

2 This is defined u the nominal intes rate on a domestic riskess bond minus the rate of inflation It inould
be equal to the covered interest on a ridkess foreign-currcy-denominated bond.
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t(t) X * r + 6 - EPr_ - (-p)_p_4*AOO (4)
10, (Z) Pr p, * (Z)

As is well-known in the literature on speculative bubbles, the no-arbitrage condition is
not sufficient to determine the path of z. We lack an initial condition for the investment rate.
This indeterminacy is solved if we impose the condition that financial markets value assets
'correctly'. Basically, this assumption means that asset prices reflect the net present value
(NPV) of the stream of VMPKs (or dividends), and effectively rules out the existence of
bubbles.

The phase diagram of the system is presented in Figure Al. Once the initial value of the
capital-labor ratio is known, k(O), we use the NPV-valuation condition to pin down the initial
investment rate, z(O). The latter is such that the economy travels along the stable arm towards
the steady state. Note that as the capital-labor ratio increases (and therefore per capita income
too), the investment rate declines. The same happens with the growth rate (y). To see this,
note that the growth rate at any point in time is given by:

y - (1-&) x + cv(z-8-n) (S)

The reason why growth declines is simple and well-known. Since there are diminishing
returns to capital (al<1), as k increases the MPK declines, making private investment less
attractive. As a result, the investment rate declines, slowing down the growth rate. This
process goes on as long as z>8+n+x, and stops only in the steady-state, where the growth rate
is x and the steady-state values of z and k are:

r a, + .+x * (6)
lPr +(6 +n+x) (r+a)J 

The steady-state per capita GDP is:

p,-.*(8 +.nx) (r+a)

This model highlights the role of public policy in promoting private investment and
growth. First, in a small open economy, price variables (p, p, and r) are basically determined
by trade policy and the degree of integration to the world's capital market. Second, p is
influenced by both taxation policies and the extent to which property rights are enforced.
Finally, the model brings to the surface the assumption that the financial markets operate
smoothly, which underlies many real growth models, but is not always acknowledged.

Consider a reduction in r, p,, and p; or a increase in p. Each of these changes raise j
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and (through z) -y. Chapter 4 analyzes the impact of trade policy, domestic taxation and property
rights protection on these variables. The effect of implementing any of the recommended
policies can be represented as an outward shift of the z=O schedule. This is shown in figure
A2. These measures generate both a level and a growth effect, by raising the level of per capita
income in the steady state the growth rate during the transition.

Financial Markets and Growth

As mentioned above, the model presumes that financial markets function well, which
implies three critical assumptions that need further consideration. First is the NPV-valuation
condition that assumes that financial prices reflect the true value of assets. Second is the
assumption that firms do not face credit constraints. Third is the assumption that firms are risk
neutral or can costlessly insure against any relevant risk.

Consider first the possibility that markets do not value assets properly. Speculative
bubbles, fads among investors, or the presence of uninformed (noisy) traders, are the arguments
which are often cited to explain movements in prices that do not seem to be justified by
fundamentals. According to these views, the NPV-valuation condition is only satisfied on
average, and there might be temporary but self-orrecting departures from the equilibrium path.
To the extent that these departures from NPV-valuation are temporary and self-correcting, the
problem that they pose is the misallocation of resources that the wansitory misalignment of prices
produces. Of course, the more persistent these episodes are, the larger the welfare loss.

Two observations are important with regard to the policy implications of temporary
departures from NPV-valuation. First, it is difficult to support empirically the view that the
government is better than the market at guessing when prices are misaligned. As a result, it
seems that unlikely that policy interventions can reduce these welfare losses. Second, satisfying
the NPV-valuation condition only on average adds noise to the system, but does not invalidate
the long-term prescriptions that come out of the model.

Some firms are credit constrained, especially, small businesses, because the banks cannot
appropriately assess the investment opportunities of the firms and do not have adequate
mechanisms to ensure payment. As a result, they leave some investment opportunities
unexploited. The machinery they use is not accepted as a collateral by the banks since it is very
sector-specific and has a low resale value. There is overinvestment in assets, such as real estate,
that can serve as collateral and underinvestment in assets that cannot serve as collateral.

The existence of credit constraints does not alter the implications of the model. To the
extent that not all firms are credit constrained and that there exist investments opportunities in
assets that can serve as collateral, the measures discussed above do increase investment.

Finally, markets are incomplete in the sense that a set of well-developed instruments to
allow firms to hedge risks does not exist. To the extent that firms are risk averse and cannot
hedge, they do not take some investments, because they entail too much risk. If the risk could
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be sold, these investments would be undertaken. There are two ways to improve the situation:
to reduce the risk in the system, or to allow firms to sell this risk, say in a stock market. The
effect of any of these developments would reduce r, the required rate of return.

Since a major risk comes from exchange rate fluctuations, a fixed exchange rate with the
US$ would certainly have a positive impact on investment, specially foreign. Of course, to fix
the rate credibly, it is necessary to pursue a monetary policy that is in line with that of the
Federal Reserve in the U.S. But there are many risks other than exchange rate fluctuations.
Terms of trade shocks, interest rate movements, natural disasters; all increase the risk of
investments. Firms would be more wiling to make those investments if they could insure
themselves against them. The development of appropriate markets to allow firms to hedge
against these risks would therefore promote private investment and growth.

Externalities and Changes in the Structure of Production

The main thrust of standard growth theory is that public policy can only affect growth
by fostering private investment. Since technological improvement (x) is exogenous, the theory
does not provide us with any guidance as to how public policy affects this rate. Furthermore,
in the long-term, the growth rate approaches x, so that public policy can only have transitional
(although substantial and long-lasting) effects on the growth rate.

The growth theory attempts to incorporate into the framework an explanation of what is
it that determines the long-run rate of growth. This research has gone in two different but
complementary directions. One line of research has argued that standard theory might be
underestimating the role of private investment. Under this view, the policy recommendations
that come out from the standard model are not only sufficient, but much more powerful than
previously thought, and they may lead to permanent changes on the growth rate. A second
strand of the literature has placed less emphasis in physical capital investment and has looked
for alternative routes to explain long-run growth. These 'explanations' have come in the form
of infrastructure, human capital and technological progress.

In a seminal contribution, Romer removed the perfect competition assumption and argued
that there might be positive externalities to physical capital. These externalities arise if there
is learning-by-doing and/or improvements in the aggregate technology result from physical
investment. Under these circumstances, an increase in the capital-labor ratio has two effects.
As in the neoclassical model, for a given level of aggregate productivity, the existence of
diminishing returns to capital implies a reduction of the MPK. However, since there are positive
externalities to capital accumulation, the increase in the capital-labor ratio raises the aggregate
level of productivity, therefore augmenting the MPK.3

'Romer, Paul, "Increasing Returns and Long-Run Growth," Journal of Political Economy, October 1986.
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In the Romer model, aggregate technology can be represented as follows:

q - (8)

The diminishing-returns effect is measured by 1-a, and the externalities effect is
measured by ju. If these two effects happen to be similar, A is close to 1-a and the MPK remains
roughly constant as the capital-labor ratio increases. Note that the existence of positive
extemalities does not necessarily imply that a +A is close to one. It does however suggest that
a +A might be substantially larger than what the neoclassical theory would predict.

If we allow many goods in the economy, there is an alternative explanation of why
diminishing retums might set in slowly, if at all. In economies open to international trade, the
pattern of production does not have to match the pattern of consumption. In this setting, as the
capital-labor ratio increases, two effects take place. On the one hand, for a given pattern of
production, diminishing returns tends to reduce the MPK. On the other hand, an increase in the
capital-labor ratio leads to an expansion of capital-intensive sectors and a contraction of labor-
intensive sectors. This reallocation of economic activity towards capital intensive sectors tends
to raise the MPK. In a Hecksher-Ohlin economy this second effect (the Rybcinsky effect)
completely counteracts the existence of diminishing returns and the economy behaves "as if"
a+A were equal to one. In general, a+IA could be less than one, but the argument suggests that
it should be substantially higher than what the neoclassical model would suggest.

Figure A3 depicts the case of a+IA=l and x=0. For a given initial value of the capital-
labor ratio, k(O), the rate of investment is given by z',

= ,) (1-p).p*A0.c

Pr* r + 5 - Et

As the picture shows, the economy embarks in a process of continuous growth. In this
case, any of the policies that raise investment would raise the growth rate permanently.

In general, a necessary condition for endogenous growth is the existence of constant
returns to scale to the factor (or factors) that can be accumulated. When this is the case, it is
possible for the economy to keep increasing its stock of that factor (or factors) without
diminishing returns setting in. In the standard model this necessary condition is not satisfied
despite having constant returns to both capital and labor. The reason is that the latter cannot be
accumulated but grows exogenously.

If we allow 1s to differ from zero, the growth equation (5) becomes:

y (1 -a)-x + (a+ g)(z -a -n) (10)

If a + < 1 the long-run rate of growth is now (1 +IA) *x, instead of x, because there are
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increasing returns to both factors. As in the standard model, the economy eventually reaches a
steady-state where z and k take the following values:

z ' + n + x , P (I-p) Ao a (11)
p8-0 jP(8n+x)-(r 8 )j

However, the effects of policies that promote growth through private investment are more
powerful than in the standard model.

Empirical Evidence

The investment data shown in Figure 1.2 and used in the statistical analysis discussed
below are in constant dollars, and these do not look implausible. When converted into current
prices, however, the investment shares stayed much higher in the 1980 and early 90s, going well
above 20 percent. Since these share imply implausible saving ratios, they probably reflect some
problems in the way the data are collected. To estimate investment, STATIN starts with the
data on importation and domestic production of investment goods and then grosses them up to
total investment expenditure by using wholesale and domestic mark-up ratios. These ratios
correspond to profits and labor costs associated with the installation of the capital goods,
including the labor costs of construction. While STATIN does this procedure carefully and with
some sophistication in terms of different ratios for different product categories, the ratios derive
from surveys of enterprises done 10 to 15 years ago. Two changes took place in the past five
years that could have substantially decreased the mark-up component of investment expenditures.
First, increased availability of foreign exchange and reduction of import barriers have made

investment goods more available and thus should have increased their share in total actual
investment expenditures. Second, public investment expenditures declined, both as share of
GDP and as a share of total investment (even the lower estimates of total investment).
Compared with public enterprises, private firms probably have less mark-up expenditure Oabor,
etc.) per unit of machinery or other purchased capital good, because they have stronger motives
for cost saving, while public enterprises have (or at least used to have) motives to keep large
payrolls, even in the absence of machines and materials for the workers to use.

The statistical relationship of total investment with growth is strong. Using data from
1966 to 1991 (Figure 1.2), one obtains the following regression result:

GDPGrowth(t) = - .21 + .85 * InvShare(t-1)
(-2.87) (3.02)

+ .08 DummyPostl977

R2adj. .24 Dubin-Watson = 1.91
The numbers in parentheses are t-statistics.
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where InvShare is the share of total gross investment in constant prices, and GDPGrowth in the
GDP growth rate. Since there was a clear structural break between two periods, with a
transition in 1977, we used the dummy variables indicated. This result is robust to the inclusion
of other variables, such as a slope dummy for post 1977 and a variable for the change in terms
of trade (current and lagged), none of which were statistically significant. The R-squared of
considerably less than one does of course mean that much of the variation in growth is not
explained by investment alone. Growth is measured per capita, as a proxy for growth of output
per worker.

The regression tells us that total investment led to strong growth about a year later. The
negative constant term suggests that there may have been some productivity decline over the
period. We tested to see if the coefficient on growth is different after 1976 and could not reject
at the 5 percent level of significance the hypothesis that it was the same in both subperiods,
although we could reject it at the ten percent level. Focusing only on the second subperiod, the
growth coefficient of investment is essentially zero. A possible reason is that the public-private
composition of investment changed. Rising private investment could have raised the growth rate
even while total investment stagnated.

Regressing growth on the share of estimated private investment shows a significant
positive effect on growth, even in the 1978-90 period. Private investment is not measured
directly, but is estimated by deducting Government spending on investment, including public
enterprise investment for which the Government budgeted, from the total investment.4 The data
are available only back to 1977. Figure 1.3 and the regression below show growth in relation
to lagged private investment -- a two year lag had the strongest impact. The effect with a three
year lag was almost equally strong.

GDPGrowth(t) = - .06 + .71 * PrivInvShare(t-2)
(-2.49) (2.44)

R2adj. = .31 Durbin-Watson = 1.52
The numbers in parentheses are t-statistics.

The regression coefficients imply that raising the share of private investment in GDP by
1!% increases the per capita annual growth rate by 0.7 percentage point after a two-year lag.
Investment with a three-year lag gave almost as large a coefficient when entered separately.
This is a large impact, by intemational standards and in terms of the implied rate of return to
investment. To some extent it may indicate that increases investment (even lagged) may reflect

' Since the series for public and for total investment are generated in totally different ways, some of the
movement of the resultant series of private investment is an artifact of the differential. In particular, if the public
investment process becomes more efficient in the sense of using less labor and overhead to install a given amount
of investment goods, then the public investment figure would decline but the total investment figure would not, and
the improved efficiency of installing public investment would be lead to an increase in the measure of private
investment. Nevertheless, these data are the best we have.
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general improvements in the policy environment. Even if all the growth is not attributed to
investment per se, the implications for the importance of policies to enhance investment remain
the same. The negative constant term implies that productivity declined over the period. We
also tried the terms of trade variable in this equation and it was not significant (or even positive).

Regression analysis shows that policies that raise private investment do have a substantial
effect on the growth rate after a one year lag. This does not imply that this initial increase in
the growth rate is permanent. It is possible however to produce some rough estimates of the
speed at which the growth effects fade over time. First, linearize the system of differential
equations (2) and (4) around the steady-state, allowing for u to differ from zero:

dt~

dz*(r+f)(z-z*) + (+;la|)otO-n*
;i ~~~~~4'(8.n)

Then, using the initial and NPV-valuation conditions, we obtain the following closed-
form solution to this system:

ln(i . (o)- a .) (12)

Xt) - f(z t)-InA) e e +

where fi is given by the following expression:

,r+ 1+ 46 (1-*-p) (13)
2 2 1 *1t8+n+x) (r+b)

The parameterfl measures the speed to which the economy converges towards the steady-
state. It also determines how fast the effects of policies that raise the growth rate during the
transition vanish. To see why this is so, use (10) and (12) to obtain:

y(f) - ( *,) X +

Assume now that the economy is in the steady-state, growing at the rate (1+;t)-x.
Consider the following experiment. A trade reform is undertaken and the growth rate jumps to
,y(O) which exceeds (1+Z) *x. The initial effect of the policy is therefore to raise the growth rate
by -y(O)-(l +p) *x. What will be the effect of this policy after T years? This can be calculated
as follows:

y(7) -(1 p)-jx - ePTjy(O)-(1 44)-x]

If p=O, policies that raise investment have permanent effects on the growth rate.
Looking at equation (13), it is easy to see that this is true only when there are constant-returns
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at the aggregate level - that is, a+ =l. When fi<0 growth policies that work through the
investment rate loose power as time goes on. But how fast? Iffim-0.069, after 10 yean 50%
of the initial growth effect has gone away. In this case, growth poliies which work through
private investment do not soem very effective. Ifi--0.0069, after 10 years 93% of the initial
growth effect remains. In fact, it take 100 years to reduce the growth effect by 50%. In this
case, growth policies which work through private investment have, for all policy purposes, what
we can label permanent effects.

A lot of effort has been recently devoted to estimate fp. All these attempts have used
cross-country data sets. In a senes of studies, Barro & Sala-i-Martin (1991,1992) have looked
at data for US states, European regions and Japanese prefectures. Their estimates indicate that
fi is about -0.025, -0.030 and -0.018, respectively. Manldw, Romer & Weil (1992) use the
Summers-Heston data set and estimate f. for three subsamples. For the group of non-oil
countries they estimate a value of -0.014, while using a restricted sample of countries with more
reliable data they obtain an estimate of -0.018. Finally, using only OECD countries they find
a value of -0.020. Loayza (1992) has repeated the exercise of Manldw et al. using a more
appropriate panel data technique. He finds a value of,p close to -0.039.5

What value forfi should we use for the Jamaican economy? One could argue that after
the policy reforms of the early 1990s, which have essentially lifted all barriers to capital
movements and are moving in the direction of virtually free trade, the Jamaican economy will
economically resmble a US state. Then it would be appropriate to use Baro and Sala-i-
Martin's estimate of -0.025. Yet one could take the position that the lack of labor mobility
coupled with remaining trade barriers still makec Jamaica behave quite differendy than a typical
US state. Then Loayza's estimate for.B of -0.039 would be preferred.

Table Al shows the effect of raising 2% the share of private investment in GDP under
both assumptions. The initial growth effect is to increase the per capita growth rate by
approximately 1 %. Note that the growth effects of promoting private investment are quite
persistent, no matter which esdmate do we use. After ten years, about three-quarters of the
initial growth effect remains. After 20 years from one half to two-thirds of the growth effect
is still in place. It ta almost 50 years to make the growth effect 'small'. Ihese numbers
clearly indicate that raising pnvate investment have a long-lasting effect on the growti rate.

5 Robet Bao nd Xvier Saai-Martin, 'Convergence Acros States and Regions,- Bnoln Pera ag
Eemomic Aglb& 1 1991; Baro and Saa-i-Mautin, 'Conveguac, lanud f Political mLaco. January 1992;
N. Gresory Madw, Dvid Rom, David W.il, OA Contributions to doe E3mpirica of Economic Growth,' QOurl1

of Economics, May 1992; Norman Loasyza, 'A Test of the Convrwgence Hypothesis uanig Panel Daft,
mu., Departmnt of Economica, Rawurd Univesity, Jnury 1992
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TABLE Al: EFFECTS ON PER CAPITA GROWTH OF A 2% INCREASE IN THE
SHARE OF PRIVATE INVESTMENT IN GDP

Year .p=-0.025 j=-0.039

1 1.00 1.00

5 0.90 0.86

10 0.80 0.70

20 0.62 0.48

50 0.29 0.15

The Provision of Infrastmcture

A popular extension of the basic model adds to the production function a public good that
is non-rival in use but is subject to congestion. The idea is that this good reflects the economic
nature of basic infrastructure such as roads and bridges, the court system and many other
publicly provided goods.

The simplest formulation of this idea is embodied in the following production function:

q .

where g denotes the per capita stock of infrastructure. The congestion effects are measured by
a. If a is positive, an increase in output diminishes the productivity of labor. Note that the
model discussed in the previous section is obtained as a especial case of this formulation in
which o=0.

Now the growth rate depends not only on physical capital accumulation (z-8-n) but also
on the rate at which infrastructure is provided. Taling logs and differentiating the production
function we obtain the extended growth equation:

y - a*(-8'-n) + *-4-8-n) (14)
1+0 1+0

where & and M' denote gross investment and depreciation rates of g, respectively. The coefficient
on physical capital accumulation contains three parameters: at, ; and a. As before, 1-at
measures the diminishing-returns effect while u measures the strength of the externalities plus
reallocation effects. Now we also have a, which measures the congestion effect
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Comparing equation (14) with the - appropriately modified - equation (10), we find the
folowing interpretation of x, which remember is the fraction of the growth rate of labor
productivity which is not accounted by physical capital accumulation:

x i - 88 *(-nt-) 
(l -)-(1 .o)

The model implies that the residual is capturing the rate at which the government
provides new infrastructure. A high Oow) rate of infrastructure creation compensates
(aggravates) the diminishing-retums and congestion effects that accompany capital accumulation.
This in turn produces a higher (ower) investment rate and per capita growth. If this model is
correct, public investment policy has an important role to play in promoting or constraining
economic growth.

Figure A5 presents the evolution of public investment from 1978 to 1990. The share
of public investment in GDP exhibits a large year-to-year variation. Although it is difficult to
establish a pattern, it is clear that it declined substantially during the second half of the 1980s,
as a result of the adjustment process. Another regularity that comes out of the data, is a
tendency for public investment to peak one year before elections. This finding suggests that
public investment has been used to produce short-term expansions before elections. If this is
true, this adds an element of arbitrariness to public policy that certainly does not promote
economic welfare.

The Compos*ion of Public Investment and Crowding-Out Effects

To analyze the impact of public investment programs it is crucial to recognize that not
all public investment is complementary to private sector investment. Traditionally, a large share
of public investment funds have bm spent in activities that compete with the private sector.
There is a large number of public enterprises which operate in sectors such as cement,
transportation, tourism, banldng, telecommunications, agriculture and so on. One could also
include in this group investments in health, insurance and education, which could have been
performed by the private sector. These investments are referred to as competing investments,
while public investment that is complementary to private investment is referred to as
infrastructure.

In a closed economy in which the amount of investment is constrained by the availability
of savings one would expect that competing public investment lead to a large crowding-out
effect. In such a setting, the case for having a public investment program in physical capital
would depend basicatly on the claim that public managers are more efficient than private firms.
This claim i3 difficult to support empirically.

Even though Jamaica is not a closed economy and capital flows freely across the border,
breaking the link between investment and domestic savings, competing public investment
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nevertheless does crowd-out private investment, rather than adding to it. The are many reasons
to expect a positive crowding-out effect. Competing investment raises installation costs,
congests infrastructure and induces diminishing returns. In addition, if public enterprises fear
competition, they may use their political access to discourage private investment in their sectors.

Public Investment and Economic Growth

The available data do not distinguish which public investment is competing with private
investment and which is complementary, nor between infrastructure and other public investment.
Consequently, aggregate public investment could affect growth positively or negatively. In the
short term (in the current or immediately following year), investment would not affect output
by changing the supply capacity of the economy, but there might be some keynesian effect on
aggregate demand. Public investment would have this positive effect on growth to the extent
that it was not one-for-one crowding out private investment. The supply effects of investment
would presumably come with a lag of 2-3 years. We would interpret a negative sign of the
coefficient on lagged public investment as indicating that it competed with and otherwise
crowded out more efficient private investment. A positive sign would indicate that most public
investment (or most of the variation in such investment) was for infrastructure complementary
to private investment.

Estimating the effects of public investment, with several lags, on per capita growth rate,'
finds no regression coefficients are significant, but there is a lot of multicollinearity, the overall
regression is significant, and the effects seem more negative than positive, particularly at a three-
year lag:

GDPGrowth(t) = .05 + .44 * PublicInvShare(t-l)
(1.79) (0.80)

- .00 * PubliclnvShare(t-2) - 1.09 * PublicInvShare(t-3)
(-0.0) (-2.32)

R2adj. = .47 Durbin-Watson = 2.59 Years: 1978-90
The numbers in parentheses are t-statistics.

Once private investment (the residual between total investment and public) enters into the
equation, as it obviously should, the negative coefficient on public investment becomes
insignificant, which suggests that the negative effect was operating through discouragement of
private investment. In part because of the way the private investment share is computed, the
variable is strongly negatively collinear with public investment in the same period. In a
regression with public investment lagged one period and with private investment lagged two
periods, one sees a significantly positive short-run effect of public investment, as well as the

'We also tried the terms of trde variable in th equations and it ws insignificant.
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positive effect of private investment with a two-year lag, found earlier.

GDPGrowth(t) = -.23 + 1.46 * PubliclnvShare(t-1)
(-2.87) (2.19)

+ 1.67 PrivatelnvShare(t-2)
(3.31)

R2adj. = .50 Durbin-Watson = 1.86 Years: 1978-90
The numbers in parenthesos ar t-statstics.

The equations point to several conclusions. First, public investment had significant short-
run positive effects on growth, attributable to the keynesian demand-stimulating effects. Second,
high levels of public investment reduced growth in the medium term; much of the effect operated
through the negative effect on private investment. One cannot deternine from this evidence,
however, whether high public investment per se had this effect supply effect, or if it was the
effect of other government attitudes and policies, which for ideological reasons accompanied
high public sector investment. Third, the positive effect of private investment on growth still
shows clearly, after the effect of public investment is taken into account. Public and private
investment together are able to explain about half of variation in the growth rate. What is most
troubling from these results is that public investment seems to be totally inefficient even if one
does not consider crowding-out effects. Dropping one and two-lagged values of Public
Investment does not affect the R2 of the regression. This finding should be interpreted as
follows: The funds spent in public investment programs have not only crowded-out a large
amount of private investment in 1978-90, but also were unable to increase the productive
capacity of the economy in those years.

Human Catal Accumulaion and Growth

One of the central developments in growth theory has been to specifically model the role
of human capital and education in the growth process. This reflects the findings of many
empirical studies that have established that there exists a strong correlation between investment
in education and the growth rate.

Let h denote the average level of human capital in the economy. Consider now the
following production
function:

q - (f. h k-.k+
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Once more, taking logs and differentiating we obtain an expanded growth equation:

y * la-(i-8'-n) + * £+Z + (17)
1+a l.a h l.a

The next step is to determine the law of motion of h. Let the index v denote the cohort
that enters the labor market at time v and retires T years after. Then, the average human capital
of the economy at time t is obtained as:

ht) - f h(v)XA()dv (1t)
f-r

Equation (18) has the following interpretation:

h(t) - E (average h of cohort v) - (fracdon of tdu labor forca in v)

The average human capital of cohort v depends on both, the average education level it
had when it entered the labor force, e.(), and the experience or training it has gathered since
then. Assume that the value of human capital grows at the constant rate jo, reflecting this
experience accumulation or learning-by-doing. Therefore, the average human capital of cohort
v is defined as follows:

h(v,) - c(v) e9*l (1D)

Substituting (19) in (18), allowing for migration, and differentiating, we obtain the
accumulation equation for h:

i - ph + e(*-)(* - a(t-7) c'f A(t-7) - m-(hl-h) (20)

where m and h' denote the migration rate and average value of h among migrants, both at time
t. Equation (20) can be interpreted as follows:

Ah - (Aexperience) + (avg h entranzs) (%entran&sT)-(avg h lkavers) (%kavers)-(migradon of h)

Equation (20) describes the dynamic behavior of h and, together with equation (17),
highlights the role of education and migration on the growth process.

Consider a once-and-for-all increase in the average level of human capital, h. This is
what would happen if suddenly a large fraction of the professionals and skilled workers that have
migrated to the U.S. and Canada return to Jamaica. There are two effects of such an event.
First, the direct effects of an increase in h on q. Second, there are indirect effects which work
through private investment. These indirect effects are similar to those of any of the policies
which stimulate private investment that were discussed above, and can be quite persistent.
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A change in education policies that produces a once-and-for-all increase in the education
level of all future entrants to the labor market, would be equivalent to having around 40
consecutive once-and-for-all increases in h. The reason is that as new better-educated cohorts
enter the labor force and replace the old ones the average human capital increases. This process
stops when all cohorts which entered the labor market before the education policies were put in
place, have already retired. This process could last almost forty years. For policy purposes,
these effects can be labeled permanent, although they would eventually fade away.

Furthermore, even if o=p=O, the model satisfies the necessary condition to generate
endogenous growth: there are constant returns to factors that can be accumulated, physical and
human capital. It is possible although not inevitable that appropriate education and investment
policies jointly could sustain a high rate of economic growth. We know that there are incentives
in the economy to keep k growing at a constant rate as long as the MPK is constant. As k
grows, however, the MPK will remain constant if and only if h grows at the same rate. Thus
development of human capital is essential for sustained growth through accumulation of physical
capital. Chapter 5 discusses education policy in detail.
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Annex 2

POVERTY MEASURES

The Government has conducted eight Surveys of Living Conditions (SLC) to date,
five were available for analysis. The surveys were conducted in August 1988, May-June
1989, Novernber-December 1989, 1990, November 1991, Autumn 1992, and Autumn
1993.1 The results of the first seven were available for preparation of this report. They
constitute a valuable resource for social analysis and policy design, and are a cost-effective
way to improve the efficiency of public spending for poverty reduction and alleviation.

Consumption data are collected on a recall basis. For most items, especially food,
the recall period is from one week to one month. The corresponding price data used to
deflate each survey include one month prior to the survey.

The measure of welfare used here is consumption per capita. Consumption is
preferred over income as a welfare measure for two reasons. First, income tends to be more
variable than consumption, and consumption smoothing opportunities usually exist. Current
consumption is a better indicator of long-term well-being since it reveals information about
past and future income. Second, consumption data are usually more accurate than income
data, which often suffer from under-reporting due to taxes and inaccuracies due to self-
employment.

The poverty line for August 1988 is calculated as follows. The Nutrition Department
of the Ministry of Health (MOH) calculates the minimum costs of a fixed menu for feeding a
family of five for one week. At the end of July 1988, this cost is estimated to be J$144.31
per week. The data are collected quarterly using end-of month prices. For June 1988 the
cost was J$142.98 and for September 1988 the cost was J$146.98. The figure reported for
July is based on interpolation of the June and September numbers. Furthermore, these costs
are for urban areas; because of the small size of the island, there is not a large price
variation between urban and rural areas. The number for household food cost is divided by
five to get the cost per capita, and annualized to get the food cost per year per person. To
account for other basic necessities such as clothing and shelter, this figure is inflated by the
inverse of the food share for the bottom two quntiles. The food share used is .61 which was
the food share of the lowest two quintiles in the May 1989 data, the earliest survey such data
was available. For other surveys, the food share of low income households was .623 in
November 1989, .628 in 1990, and .643 in 1991.

1. b. pdWods of lpic ited a Tabe 2.1 o X =PIrrATDf, ^Jma_ca of LLvbygCoedMtaa Repot9 1991, Xgukm.O-cla19
0* ptelaiaq .inuy dt f*m tbe 1992 riny wo avaiable ast do m. of wiing.
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To calculate the poverty line for other time periods from 1989 to 1991, the poverty
line for 1988 is inflated by the increase in the consumer price index. The CPI increased by
159 percent from July-August 1988 to October-December 1991 (the food portion, which
accounts for 55 percent of the CPI, increased by 192 percent).

By comparison, the MOH cost of the minimum food basket increased by 269.5
percent. This larger increase is not used for several reasons. The MOH food basket
composition is fixed by volume over time. As relative food prices change, however, there
will be substitution between foods, so that a fixed quantity basket does not reflect the lowest
cost nutritional minimum. Furthermore, almost half the cost of this basket is due to
relatively expensive foods from animal sources. Alternative protein sources can be obtained
from domestic legume, for example. For these reasons, the large increase in the MOH
basket likely overstates the true increase in the minimum nutritional cost.

The Foster-Greer-Thorbecke (FGT) measures of poverty are used in the poverty
assessment. They are calculated as follows:2

P. = 1/n E [(Yi - z) / z]', summed over i= 1 to q where Yi z.

where Y1 is the income of the ith person, n is the total number of persons, z is the poverty
line, and q is the number of persons below the poverty line.

For a=O, this measure reduces to the headcount poverty measure, P0 = H = q/n,
also known as the incidence of poverty. This measure is easily understood and may be
adequate for assessing the overall poverty trends, as long as the poverty line is accurate. In
this respect, at least two poverty lines should be used, and the sensitivity of the poverty
measure to the poverty line should be analyzed. However, the headcount measure does not
adequately measure the depth of poverty. For a fixed budget, transfers to individuals just
below the poverty line, and ignoring the poorest, would improve the headcount measure by
the most. Thus, the headcount measure does not reflect the degree of poverty.

A measure of the depth of poverty is the FGT measure for a=1. This measure, the
poverty gap, estimates the amount necessary to raise the income of all the poor to the level
of the poverty line, as a proportion of the poverty line. P1 can also be written as P, = H*I
where I is the income gap ratio defined as I = (z-ybar)/z, where ybar is the mean
consumption of the poor. The income gap measure, I, alone is often used as a poverty
measure. It is not a good measure because if someone just below the poverty line becomes
non-poor, then the mean of the remaining poor will fall, and this measure will increase. One
of the poor has become non-poor and the remaining poor are no worse off, yet the poverty
measure shows an increase in poverty. This problem does not occur if I is multiplied by H.
P, also equals the ratio of the minimum amount of transfers to the poor (with perfect
information) needed to bring all of them up to the poverty line [(z-ybar)eq] to the amount of

2. TWO scSo refea to Ravailko, M., -Poverty Conpaison: Conept and Wfctds of Povey AnsiYsis.
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transfers it would take to eliminate poverty if all households got the same amount tzen].
(Assuming in both cases that after tax income stayed constant.) Thus PI indicates the
potential saving to the Government from targeting anti-poverty measures.

The poverty gap measure P, shows the depth of poverty for the population as a
whole, but is not sensitive to the income distribution within the poor population. If there is a
transfer from the least poor person to the poorest (such that the least poor person still
remains poor) then there is no change in the poverty gap measure. For a=2, the P2 measure
places higher weight on the poorer people and an improvement in their position will increase
this poverty measure by more than if there is a similar improvement for a less poor person.
The P2 measure is not easily interpreted as a single number, but comparisons over time will
show whether severity in poverty has changed.

The FGT poverty measures have the advantage that they are additive, using
population weights. Thus, total poverty will equal the population weighted sum of mutually
exclusive and exhaustive subgroups of poverty, for example rural and urban poverty. This
property guarantees subgroup consistency, so that when poverty decreases in any subgroup of
the population, the aggregate poverty measure wiU also decrease. This property is useful for
evaluating the effects of policies, especially targeted poverty alleviation schemes.
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Annex 3

A REVEW OF TAX Poucy

I. Introductio

1. This annex is not a backward-looking appraisal of the previous tax reform efforts.
Rather, it examines the current tax system and looks forward, asking what further steps are
needed to improve the tax system of Jamaica.'

A. Historical Background

2. Beginning in the 1980s and continuing through the adoption of the General Consumption
Tax (GCI') in late 1991 Jamaica has made substantial progress in reforming its tax system.
Before tax reform, income tax rates were high, because much employee compensation was paid
as untaxed 'allowances" and interest on bank accounts was exempt; the top rate of the graduated
schedule applied to the income of individuals reached 57.5 percent. Rather than a single
coherent sales tax, consumption was taxed under a hodge-podge of separate levies. The system
was complicated and administration was weak.

3. Based on extensive study by Jamaican and foreign experts, various economic interests
joined in an implicit social contract to eliminate most untaxed allowances and subject bank
interest to tax, simplify the system, and reduce tax rates, to a flat 33 1/3 percent. The General
Consumption Tax (GCI), initially 10 percent and now 12.5 percent, is a credit-method value
added tax, which replaced many of the previous indirect taxes and has yielded more revenue
han expected.

B. The Need to Re-examine the System

4. The social consensus that led to reform appears to be unraveling, as various interest
groups are again using untaxed allowances and other benefits, some of questionable legality, to
reduce their taxes (and are attempting to gain legislative approval for their efforts). Questions
that were sidestepped during the 1980s, especialy in the taxation of income from business and
capital, are assuming increased importance in an environment of economic liberalization, where
economic signals from the market have become more important in achieving an efficient
allocation of resources. It would be desirable to restore the social compact. reverse the
deterioration of tax policy and consider questions of policy that remain open.

This annex is a slightly revised version of a report prepared by Prof. Charles McLure, Jr, for the
Ministry of Finance of Jamaica.
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5. As important as good tax policy is, there is widespread agreement in Jamaica that
inadequate tax administration is amore important problem than poor tax policy. Administrative
improvements that were made in the 1980s did not suffice to assure that all taxpayers pay
roughly what they owe. Poor administration, and the resulting perception of inequity, may help
explain continued efforts to seek special tax benefits. In the absence of improved administration,
those who pay tax are at a comparative disadvantage, relative to those who do not. In 1993 the
Government increased its efforts to improve tax administration, not only by stepping up
enforcement efforts within the existing institutional framework but also by preparing for
institutional reform, with support from the Bank.

6. Some of the needed improvements are not technically difficult or costly: these include
amendment of bank secrecy laws; improved legal authority for the tax administration to require
compliance with laws and regulations (taxpayers are not even required to have BENO numbers);
legalization of information sharing between different tax departments; canvassing of various lists
(e.g., voter registration, professional societies, importers and exporters, and property owners)
and comparing them to the tax rolls to identify non-filers. (Note that it is not suggested that
certificates of compliance with tax laws be required to engage in the activities mentioned above;
experience from other countries does not recommend this practice. The lists mentioned, and
others, would simply be used to provide lists of those who probably should be registered
taxpayers for checking by the tax administration.) Others would require increased resources;
these include continued taining of revenue agents and computerization. Some improvements
will involve reorganizing the tax collection agencies, especially for domestic taxation, along
functional lines, putting together units that formerly did the same thing for similar but legally
separate taxes.

C. The Organization of the Annex

7. This annex is devoted primarily to examination of the Individual Income Tax (section
III), the Company Income Tax (section IV), and the General Consumption Tax (GCT, section
V). Substantially less attention is devoted to thuee other areas of tax policy (customs duties,
drawbacks, and incentive legislation, in section II, property taxation, in section VI, and taxation
of motor transportation, in section V>), to the tax mix (the proper mix of taxes on consumption,
income, and property, in section VI), and to two organizational issues (the role of the Revenue
Board, in section IX, and the need to convene a Blue Ribbon Commission to monitor tax
administration and help build a consensus for improved tax policy and administration, in section
X). The bauxite and alumina industries were not singled out for special attention.

8. The annex focuses on questions of policy, giving only a brief discussion of administrative
issues. It does, however, consider the constraints weak tax administration impose on tax policy
and the implications tax policy has for tax administration; the interplay of tax policy and tax
administration are especially pervasive in the design and implementation of the GCr. Secton
m considers the possibility of merging the various payroll taxes to simplify compliance and
administration, as well as eliminating the education tax.
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E. Customs Duties. Drawbacks. and Incentive Legislation

9. Jamaica, as part of the CARICOM process of creating a common external tariff (CET),
is maling good progress toward a system of import duties characterized by low rates and
relatively narrow bands of rates. The implementation of CARICOM's proposed 5-20 percnt
band of CEr rates should go far toward eliminating the undesirable features that have long
characterized the system: artificial encouragement and protection of inefficient domestic import
substitution and discouragement of production for export. Because others have studied tariff
reform in depth, it is not reviewed in this annex. This section discusses two related topics,
elimination of import duties on items used in production for export and the need for careful and
comprehensive consideration of tax incentive legislation and provisions of the income taxes that
affect investment in Jamaica.

A. Drawbacks and Suspension of Duties

10. It is important to free exorts from Jamaican taxes on imports and from the General
Consumption Tax (GCO). Otherwise, they will enter foreign trade at a disadvantage. (Strictly
speaking, adjustments in the exchange rate might effectively compensate for any remaining tax
imbedded in exports, but most countries do not rely on this; they attempt to eliminate the burden
of import duties and general taxes on consumption.)

11. The zero-rating of exports should free most important exports from the GCT, including
that paid on imports. (rhere may, however, be some input tax levied on pre-export stages that
is not recovered because of breaks in the chain of credits caused by exemptions. This may be
inevitable, but probably is not an important problem. The important distinction between
exemption and zero-rating, and the implications of each, are explained in paragraphs 80 and 82-
85) The more important reason for concern is probably the cash-flow problem created by the
necessity of paying GCT at the time of importation and- then claiming a credit (perhaps with
refund) at the time imported goods are sold, perhaps for export. This problem could be
alleviated, though not without some risk of evasion and loss of revenue, by suspending payment
of GCT until the first post-import sale, as is done in some countries. (Since all GCT collected
on goods imported by registered taxpayers for business use should ultimately be allowed as tax
credits, the primary risk is that goods would be imported free of GCT by those who are not
registered taxpayers. This could easily be disallowed; only registered taxpayers should be able
to import on a tax-suspended basis. There is the risk that registered taxpayers would import
goods on behalf of those who are not registered. But that risk exists in any event.) It would
be aprpriate to examine the administrative feasibility of allowing registered taxpayers to import
on a tax-deferred basis.

12. It is substantially more difficult to free exports from import duties than from GCr. In
the case of the GCT any tax collected on business inputs at import will ultimately be allowed
as a tax credit. The same is not true of customs duties; except for duties that would otherwise
burden exports, they are final taxes that become a cost of doing business. Thus it is necessary
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to distinguish between duties that would burden exports and those that would not; only the
burden of the former should be eliminated. This is most easily done by allowing relief only for
those companies whose entire output is exported. Export free trade zones and bonded
manufacturing facilities and warehouses are means used to implement this objective; qualifying
manufacturers are allowed to import, subject to administrative safeguards, without paying duties.

13. This, however, penalizes indirect exporters (those who do not export their own
production) and those who could produce for both the domestic market and for export. Various
means have been tried to provide relief for these business, commonly through formulas based
on import content. All such schemes are inevitably difficult to administer. Jamaica has had
a traditional system of duty drawback, but not a system of duty suspension. One consulting
report (PDP Consultants Ltd., 1991) suggests that Jamaica's exporters have not made heavy use
of the existing drawback scheme, in part because they have not been encouraged to do so and
in part because of administrative and technical flaws in the design and implementation of the
drawback. (Apparently only four firms are currently using the drawback facility.) In addition,
drawbacks are not available to indirect exporters and those who produce partly for the domestic
market. It is importnt to create an effective and efficient system of drawback and duty
susoension. Drawback should not be limited to direct exporters.

B. Tax Incentives and Related Legislation

14. As the members of CARICOM reduce the distortions caused by trade policy by replacing
high and differentiated import duties with low and similar duties, other economic distortions will
become relatively more important and deserving of examination. (he analogy to the
introduction of the common exteznal tariff in the European Community is obvious. As the CET
came into being, other fiscal barriers to the creation of a common market demanded attention.)
Particularly important in this respect are the incentive legislation currently in existence in
Jamaica and many of the other members of CARICOM. There is little information on either
the costs or the benefits of incentive legislation. Various aspects of the general income tax laws
of these countries accentuate, diminish, complicate, or otherwise interact with, incendve
legislation. It would be apropriate to have a thorough study that encompassed both the special
incentive legislation and the general income tax laws affecting the income from business and
cWixa. Such a study would consider Jamaican policy on incentives from two angles: Jamaica
considered alone and as part of CARICOM. In the meantime, it would be advisable to approve
no more grants of eligibility for incentives.

15. Aspects of the general income tax law that deserve inclusion in such a special study are
indicated in greater detail in sections m and IV. They include the double taxation of dividend
income, capital consumption allowances, and inflation-adjustment of the measurement of income.
Analysis done in other countries indicates that it is not at all unusual to find that the marginal
effective tax rate (the rate applied to income derived from another dollar of investment) on
certain investments is negative; that is, some investments are subsidized, on balance, by the tax
system. This implies that investors may find an investment worthwhile, even though the social
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return to the investment is less than the private return. Few investments fitting this description
are worthwhile. A country must be careful to avoid falling into the trap of encouraging
investment, without regard to the economic costs.

16. Some examples may help to clarify this point. Suppose that a particular investment in
Jamaica yields both a social and a private return of 5 percent and that another yields 6 percent.
(The social return is the return calculated considering all benefits to society, including those that
a private investor would rationally ignore, such as reduction in unemployment. The private
return considers only benefits to the investor.) From a social point of view, the second
investment is clearly preferable. If, however, income from the first investment is exempt, but
the second is fully taxed at a rate of 33 1/3, the private investor will prefer the first investment,
where he or she can earn 5 percent tax-free, instead of the 4 percent after-tax return on the
second investment. This example illustrates the general advantage of a neutral tax policy, which
does not alter the order of preference of investments.

17. The situation is potentially even worse than this example suggests. Suppose that a third
investment yields only 3 percent to both society and the potential investor, but is subject to a
marginal effective tax rate of minus 100 percent (a figure that is not unusual, once one considers
the interplay of investment incentives, debt finance, exemptions of interest and/or dividends,
etc.) It yields an after-tax return of 6 percent, and thus is preferred to both the more productive
alternative investments considered earlier. Even this comparison does not adequately indicate
the potential damage that can be done by using tax policy to encourage uneconomic domestic
activities. Suppose that, because of tax incentives, the country is, in effect, borrowing abroad
at an interest rate of 6 percent to earn a social rate of return of 3 percent on domestic
investment. For every $100 borrowed and invested, the country would lose $3. This clearly
is not sensible. But it is precisely what some countries have done, particularly by investing in
resource-based industries that process their natural resources, instead of shipping them abroad
for processing by firms that might be more efficient and therefore would pay a higher price for
the resource input.

lI. Individual Income Tax

18. During the last decade Jamaica has made impressive progress in reforming its income tax
system. Notable achievements include subjecting a substantial amount of previously untaxed
benefits of employment (allowances) to tax, instituting a withholding taxes on interest, and
lowering and flattening the rate schedule. Yet what remains to be done is almost as great-or
perhaps even greater--than what has been done, in part because tax reform has been followed
by (or even accompanied by) tax "deform." In the company income tax there is legitimate room
for disagreement on the proper course of policy in some cases. But in the case of the individual
income tax, the proper contours of reform are quite obvious in many cases--including some that
are important for both economic neutrality and fairness, as well as for revenues. There are
cases in which administration could be simplified without compromising other policy goals.
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A. Untaxed Allowances, Concessionary Loans, etc.

19. In the 1980s the Government of Jamaica concluded that one of the glaring defects of the
Jamaican income tax was the existence of large amounts of untaxed allowances--emoluments
that, either legaUy or illegaly, were omitted from the taxable income of individuals. Some
progress was made in damming the resulting flood of lost revenue, for example, by placing
limits on allowances for housing and automobiles. But at the same time two new allowances,
for uniforms and laundry, were added to the income tax law.

20. Before discussing particular allowances, it will be useful to make several fundamental
points of general applicability. First, and most fundamentally, there is no place for 'allowances"
for ecpenses in a well-designed and well-functioning income tax. It can be argued that certain
expenses incurred by employees (e.g., for business travel by salesmen) should be reimbursed,
but such reimbursement should be based on actual expenditures, not provided as a flat-rate
amount that does not depend on actual expenditures. Second, by reducing the tax base,
allowances make it necessary to levy higher tax rates on income that is taxable, in order to raise
a given amount of revenue. (The allowances for uniforms, laundry, housing, and automobiles
are estimated to reduce the income tax by over J$200 million in 1993-94.) Third, as they have
operated in the Jamaican context, allowances have reduced the progressivity of the income tax,
because they have been available disproportionately to upper income employees, including
managers and civil servants. (Bahl L1., 1992, estimate that in 1988 66 percent of allowances
were received by the 26 percent of persons with incomes in excess of J$20,000 and that 18
percent were received by the 4.4 percent of persons with incomes over J$50,000.)

1. Uniforms and laundry

21. Whereas allowances for uniforms and laundry were initially unlimited, at the end of 1882
legislation was enacted that limits them, to J$5,739 for uniforms and J$3,395 for laundry. That
change, in combination with the increase in the legal tax-free amount enacted at the same time,
effectively increased the tax-free allowance to J$27,542 for many employees. But this de fac
increase of the tax threshold is available only for employees whose employers designate part of
their wages and salaries to be uniform and laundry allowances. These tend to be higher-income
employees. Thus these allowances reduce the progressivity of the income tax.

22. While these limits are a step in the right direction, they are not the proper solution.
Reimbursement of uniform expenses should be limited to the actual cost of specialized uniforms.
(Mhis was initially the case; allowances were available only for members of certain occupations,
such as policemen, firemen, nurses, and lab technicians. Then they proliferated as a means of
reducing taxable income.) It should not be allowed for clothes that can be worn for other
purposes. As suggested, in principle the present uniform allowance discriminates against those
whose occupations do not lend themselves to the payment of such allowances, for example, those
for whom uniforms are not required-or could not reasonably be required, such as day laborers;
in fact, the allowance is apparently being paid where no uniform is required or expected.
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23. Expenditures for laundry should not ordinarily be a deductible expense; they are a normal
personal expense. The laundry allowance discriminates against those for whom laundry is a
luxury. The uniform and laundry allowances should be eliminated. This would increase
revenues by J$135 million (J$73 million for laundry and J$62 million for uniforms, given the
25 percent individual income tax rate) if enacted for 1993-94. It might not be inappropriate to
phase it out over several years. Certainly, the limits should not be increased from their current
levels.

2. Housing

24. The tax-free allowance for housing is limited to 15 percent of other (taxable)
emoluments. Again this limit is better than nothing, but not the proper solution. All income
should be subject to tax, including virtually all housing provided by employers. (An exception
can reasonably be made where housing is being supplied for the convenience of the employer,
for example, in remote areas where there are no substitutes. This rule should be interpreted
very strictly, to prevent abuse.)

25. Not only does the housing allowance undermine revenue, equity, and neutrality. It opens
the door for taxpayers to conspire with their employers to have the latter provide "rented' tax-
free housing in the owner-occupied housing of the employee. The rental income of the
employee can then be used to offset normal expenses (such as painting, repairs, and upkeep) that
should not be deductible to owner-occupants. (Strictly speaking such arrangements might be
illegal under the rules dealing with transactions between connected person. In practice the rules
are flaunted.)

26. The housing allowance should be eliminated. The implied revenue gain for 1993-94
would be on the order of J$44 million. Again, phasing it out over several years (say 5
percentage points per year) would not be inappropriate. Short of this, a dollar cap should be
placed on housing allowances. The cap might initially be set at a level that would not affect 90
percent (or more) of the population, for both political and economic reasons (fairness). Ideally
this cap would not be indexed for inflation, so that it would fall in real terms to the point that
the allowance could be eliminated. (It is sometimes suggested that the allowance should be
available only for housing actually owned by the employer. While this suggestion has merit,
it has the disadvantage of perpetuating and encouraging the unfortunate system in which housing
is owned by employers, which is inimical to a well-functioning housing market.)

3. Automobiles

27. Automobiles are also provided as a tax-preferred perquisite. The amounts to be imputed
to the use of automobiles of various values and ages were recently raised to reflect inflation; see
Table 1. For an automobile that is less than five years old these imputed values appear to be
much too low to be reasonable. For example, the income assumed to flow from a vehicle that
costs more than J$350,000 and is less than five years old is assumed to be only J$27,000. At
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an interest rate of 10 percent, the interest cost alone in the first year would be J$35,000; at an
interest rate of 20 percent, the interest cost would be J$70,000. Straight-line depreciation
calculated over ten years (to be conservative) would add another J$35,000. These costs alone,
at J$70,000 per year (at an interest rate of 10 percent; J$140,000 using a five-year life and an
interest rate of 20 percent), excluding maintenance and fuel, would be 2 1/2 times the value
imputed for tax purposes (and twice that for the higher interest rate and depreciation rate).

Table 1
Imputed Income from Private Use

of an Automobile

Original cost Less than 5 years old More than 5 years old
Below J$150,000 J$12,000 J$ 9,000
J$150 - 300,000 18,000 15,000
J$300 - 350,000 24,000 21,000
Above J$350,000 27,000 24,000

28. High-value automobiles are treated more generously than low-value ones. The ratio of
imputed value to the value of new automobiles falls from 12 percent for a car worth J$100,000
to 5.4 percent for one worth J$500,000. Since J$27,000 is the maximum imputed amount, the
understatement of imputed income grows with the excess of the value of the vehicle over
J$350,000. On a vehicle costing J$700,000 the proper measure of imputed value could be
understated by as much as 80 to 90 percent or more.

29. The situation appears to be quite different in the case of older cars; the income imputed
for tax purposes is much more realistic, and may even overstate true economic income. (The
imputed values of "old" cars range from 3/4 to 8/9 of the imputed values of "new' cars. With
a ten year useful life, a figure of 1/2 would appear to be more appropriate.) This is not to
suggest that the treatment balances out over the life of an automobile; one would expect a highly
paid executive to drive a new company car, not an old one.

30. The allowance for automobiles is highly regressive, for several reasons. First, only
relatively well-paid employees have such tax-free allowances; low-income families do not.
Second, one would expect the most valuable automobiles to be provided to employees with the
highest total compensation. Third, these employees are also the most likely to have the newer
cars that are accorded the most favorable treatment.

31. The imputed values of automobiles provided employees should be increased substantially,
especially those with the greatest market value. (There is no reason that the percentages used
to make the imputations should not be proportional to value; certainly there should be no cap.)
The present scheme loses revenue, undermines the progressivity of the tax system, and
artificially and inefficiently encourages over-consumption of automobiles. The elimination of
this preferential treatment in 1993-94 would yield J$39 million.
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4. Concessionary loans

32. Concessionary loans to employees are being used illegally to pay untaxed wages to
employees. There is no justification for this. The interest advantage of preferential loans to
employees should be subject to tax as compensation.

33. It is reported that bank secrecy laws are being used to frustrate efforts to discover who
is benefitting from loans made on concessionary terms (as well other forms of tax evasion).
Bank secrecy laws should be reviewed and revised to prevent their beine used to shield tax
evasion occurring both inside and outside the financial sector. Because of bank secrecy it is
impossible to estimate the amount of revenue being lost through concessionary loans.

34. Various groups in Jamaica have strong interests in preserving or extending the tax
benefits they enjoy. They will be willing to give them up (if at all) only if they get something
in return--or if they see others making similar sacrifices. An effort should be made to
reconstruct a social compact to eliminate tax benefits in order to keep tax rates down.

5. Incentives for productivity; tax-free gratuities

35. Two recent policy initiatives can only be termed "tax deform." These are the general
provision for incentives for increased productivity and the specific provision that up to 10
percent of the gross receipts from certain tourist facilities can be paid to employees on a tax-free
basis. The proposal for incentives for overtime falls in the same category.

36. If productivity could be monitored and measured, the private sector would reward it, if
left free of interference by unions and the govemment; that being the case, there would be no
need for tax gimmicks intended to encourage productivity. In fact, productivity commonly
cannot be monitored and measured, and both unions and governments commonly interfere with
efforts to reward it effectively. So again, there is not much to be gained from using the tax
system to try to encourage increased productivity. Certainly there is little reason to believe that
the tax administration can monitor and measure productivity better than employers, and little
reason to use this method, instead of directly attacking the interference that stymie efforts to
increase productivity. In short, the gene provision for tax relief based on increases in
productivity should be repealed. It is simply a tax break that has no basis in principle. IhM
provision that allows tourist facilities to establish programs under which they pay tax-exempt
wages, by calling them gratuities. should be abolished. The proposal to give tax breaks for
overtime work is similarly an unjustified, unwarranted tax loophole. At best, it would
encourage increased use of workers who are already employed, instead of the unemployed.
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B. Indexation of Tax-free Amount

37. The tax-free amount should be indexed for inflation, as should all other quantities in the
income tax law that are fixed in nominal (monetary) terms. This would insulate taxpayers from
inflation and remove from the political arena this key question of economic life. Before the tax-
free amount is fixed in real terms, it should be combined with the existing allowances for
uniforms and laundry, as described above. The resulting threshold should be examined to be
sure that it is achieving the intended purpose of removing those living in poverty from the
income tax net, without being overly generous; altematively, it should be set at a level
commensurate in real terms with the threshold at some time in the past when it was thought that
the tax threshold was adequate. If necessary, the existing real threshold (including the uniform
and laundry allowances) might gradually be brought in line with the poverty level, in order to
avoid undue strain on the budget. In making these determinations the need to remove low
income workers from the tax rolls for administrative reasons, as well as equity reasons, should
be remembered.

C. Taxation of Capital Gains

38. Gains on capital assets (capital gains) are generally exempt from income tax in Jamaica.2
Gains on shares are exempt, provided they amount to no more than 50 percent of income (in
either the present year or in the most recent three years, including the present one). The
wisdom of such a policy is highly dubious, especially in an inflationary environment.
(Taxpayers can deduct nominal interest payments on debt incurred to hold assets that yield tax-
free gains. This asymmetry is more important in an inflationary period than in a period of stable
prices, because nominal interest payments are higher.) The general exemption of capital gains
(as well as the limited exemption for gains on shares) should be eliminated. It is important,
however, that the basis for calculating gains be indexed for inflation, to avoid taxing fictitious
gains.

39. The exemption of gains creates or accentuates many problems. First, it reduces revenue.
Second, it complicates administration, by creating opportunities to convert ordinary (taxable)
income to exempt capital gains. For example, it is often possible to disguise payments of
ordinary income as purchases of assets. Third, the exemption of gains reduces the progressivity
of the tax system, as gains are realized predominantly by wealthy individuals. Fourth, the
exemption distorts investment decisions toward investments (e.g., land) in which the return is
realized as (or can be disguised as) capital gains; in many cases these investments have limited
social productivity. Fifth, as long as the tax treatment of capital gains is not reformed, it may

2 These gains are taxed if realized in transactions tha arm covered by the transacdon tax. This tax covers the whole
value of the asset, however, whether or not their is a capital gain and is At a much lower rate than the income tax.
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make little sense to eliminate the double taxation of dividends (discussed at length in the section
on company income tax).

40. There are important decisions to be considered in the design of a system to tax capital
gains. These include: the definition of capital assets, whether to index the basis of capital assets
for inflation (presumably yes), whether to allow tax-free "rollover" of gains into other
investments, and how to treat gains on assets transferred at death or through gifts. In addition,
it would probably be improper to retain the transfer tax if a capital gains tax were introduced.

D. Payroll Tax Issues

41. There are presently five different generally applicable taxes on payrolls: the PAYE
system under the income tax, the education tax, and the contributions for NIS (National
Insurance Scheme), HEART (Human Employment and Resource Training), and NHT (National
Housing Trust). Analysis of the programs financed by these taxes--and thus a complete analysis
of these taxes--is beyond the terms of reference of the present study. (It might be noted,
however, that the HEART and NHT programs --and the use of earmarked taxes to finance them-
-appear to be questionable; it appears that they might simply be merged into the budget and
financed with general revenues.) It is clear, however, that several changes in these taxes are
long overdue.

1. Abolition of education tax

42. Jamaica collects an "education tax" of 5 percent, 2 percent paid by employees and 3
percent paid by employers. (The rate on the self-employed is 2 percent.) The tax is not
earmarked for the support of education: it flows into general revenues. Unlike the income tax,
there is no tax-free amount; the tax applies from the first dollar earned. Thus the tax is
regressive. This education tax should be abolished and its revenues made up by raising the
individual income tax rate. (See paragraph 64 below for the argument that only the individual
income tax rate should be raised, in order to restore near conformity with the company rate.
The Revenue Board has estimated that the income tax rate would need to be raised to about 28.5
percent to replace revenues from the education tax.) This would reduce regressivity by limiting
taxation of labor income to amounts in excess of the PAYE floor and by subjecting non-labor
income to the increased tax rate. This might make more palatable the changes in the GCT
proposed below. (It might be necessary for political reasons to retain the fiction of the
"education tax," renaming it the 'education surcharge.")

43. A potential problem is that part of the education tax is paid by employers, while the
entire income tax on labor income is withheld from wages. The shift proposed would reduce
taxes paid by employers and increase taxes paid by workers. Economic theory suggests that any
tax on wages will ultimately be paid by workers, once adequate time for adjustment has elapsed.
This does not mean that workers will immediately recoup the benefit of a reduction in the
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education tax now being paid by employers. To increase the likelihood of quick recoupment,
for example, via labor negotiations, it would be appropriate to eliminate the employee part of
the education tax immediately, but to phase out elimination of the employer's part over a period
of several years, according to a predetermined schedule. The context of mild inflation in which
Jamaica now finds itself should facilitate shifting of the benefits of tax reduction to employees,
so that they should experience little net burden from the shift in tax policy proposed here.

2. Merging administration of payroll taxes

44. The five payroll taxes have various provisions regarding bases, floors, deductibility in
calculating income tax, rates, collection schedules, provisions for earmarking (HEART is
earmarked for training, NHT is used for housing loans, and NIS provides social security
benefits), etc. Collection of each of the taxes is administered by a different agency, with
varying degrees of attention to compliance; there are several taxpayers identification numbers.
This jungle of rules and agencies greatly and needlessly complicates compliance for small
businesses, as well as wasting administrative resources in duplication--or facilitating evasion.

45. The Government's plans for reform of tax administration include measures to centralized
payroll taxes and simplify compliance. A unique identification number should be assigned to
each employee and to each employer for use in all systems. Computerization would facilitate
centralization of administration, but its lack should not stand in the way of centralization. Bases
should be made more uniform, if not identical, and all collection dates should be the same. All
the taxes should probably have the same thresholds for contributions, but that depends on a more
thorough study of the programs financed by the taxes.

E. Amnesties

46. Throughout the world there is a tendency to consider tax amnesties as a means to increase
revenues and improve compliance. The idea is that those who have been evading taxes are
unwilling to come forward and begin to do so prospectively, for fear that they will be held
responsible for taxes unpaid in the past. By declaring an amnesty, the reasoning goes, the tax
administration can improve future compliance and perhaps can get some past revenue, as well.
(Details vary. Some amnesties are only for penalties on overdue liabilities; others are for
interest or even for the taxes themselves).

47. Arguments for amnesties suffer from several defects. First, taxpayers have little reason
to believe that an amnesty is one-time thing. If they think it will be repeated, they have little
reason to improve compliance; indeed, some of those who have been complying can be expected
to quit. In short, amnesties reward and thus encourage disrespect for the law. An amnesty is
likely to have the desired effect only if taxpayers believe tax administration is being markedly
improved. If that expectation is well founded there is little reason to offer an amnesty;
implementation of the improved administratio). 11 do the job. Tax experts are in virtually
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universal agreement that amnesties are bad policy: Jamaica should be reluctant to join the list
of countries that have offered amnesties (see Uchitelle, 1989). (The experience of some states
in the United States is not relevant for Jamaica. There the states can rely on the administrative
capability of the federal govemment. Jamaica does not have this option.)

48. One form of amnesty being discussed in Jamaica differs somewhat from the usual type.
It would apply to those who took money out of the country in violation of exchange controls.
Any income earned outside the country is legally liable for Jamaican income tax. In order to
encourage repatriation of such money, amnesty might be given for violation of exchange controls
or of income tax law. Appraisal of this idea is complicated. On the one hand, an amnesty
would send an undesirable message to those Jamaicans who kept their money at home and paid
tax on it. On the other hand, the exchange controls were part of an attempt to offset the
inevitable effects of inappropriate economic policies that encouraged capital flight (and brain
drain). An amnesty for violations of exchange controls might reasonably be offered as an
admission that prior policies were inappropriate. This leaves open the question of whether to
extend the amnesty to income tax on amounts earned abroad and to interest thereon. (Penalties
would presumably be forgiven.) This is more like the traditional amnesty question described
above and raises the usual issues. In principle, such income would have been liable to tax, even
in the absence of exchange controls. (Of course, one presumes tax is hardly ever collected on
foreign-source income of individuals.)

IV. Company Income Tax

49. The company income tax is in relatively good shape, compared to the individual income
tax, in the sense that there are fewer glaring inconsistencies with commonly accepted tenets of
tax policy. This does not mean, however, that there are no issues to be examined; it simply
means that in many cases the proper answers are not obvious, as they are in the case of the
individual income tax. In many cases the issues examined have been subject to earlier analysis,
recommendations have been made, but no action has been taken. (Issues of the type discussed
here are not unusual in developing countries, including those of the Caribbean. Many of them
have adopted tax laws (or carried over laws from the colonial period) that may have been
adequate in a time when economic relations were simpler and investors were much less
sophisticated. Such simple laws will not suffice in a world of increasing sophistication, where
investors in Kingston know almost instantaneously the techniques of tax planning being used in
the United States and elsewhere to defeat the intention of the law.) In what follows attention
is primarily on features of the tax law of Jamaica that affect the decisions of a potential Jamaican
investor considering alternative investments (e.g., investments in various sectors and various
assets within sectors) and altemative means of financing investment (new equity, retained
earnings, and debt). It also discusses several issues of relevance to a foreign investor
considering investment in Jamaica.
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A. Capital Market Issues

50. Concern has been expressed that Jamaican businesses are relying too heavily on debt
financing and that the tax system is accentuating this trend. The Mission did not examine the
first contention, on which local opinion is far from unanimous. The discussion that follows
concentrates on the second issue, by attempting to identify tax-induced pressures on the debt-
equity choice.

1. The need for relief from double taxation of dividends

51. The double taxation of dividends has long been identified as a disincentive to the use of
equity finance. Whereas interest is taxable to the recipient, it is deductible to the payor. By
comparison, dividends are also taxable, but are not deductible. Stated differently, whereas
interest received by individual shareholders is subject to a tax of 25 percent, dividends are taxed
under the company and individual taxes at a combined rate of 50 percent (33 1/3 + 25 % of 66
2/3). (It is worth noting that the recent reduction of individual rates aggravated this problem.
Under the previous rate regime, the aggregate rate on distributed income was S5 5/9 percent (33
1/3 + 1/3 of 66 2/3) and that on interest was 33 1/3 percent. Both the differential in rates (22
2/9 vs 25 percent) and the ratio of the rate on dividends to the rate on interest (5/3 vs 2) were
smaller before). It is estimated that the revenue loss from removing double taxation of dividends
would be about J$120 million in 1993-94.

52. While this analysis is persuasive as far as it goes, it does not go far enough, for several
provisions of the Jamaican tax law diminish the applicability of the 'double taxation' argument.
First, dividends paid on preference shares issued by listed companies can be deducted as an
expense. Dividends on preference shares issued by privately held companies can also be
deducted as long as preference shares account for no more than 50 percent of share capital.
Thus the issue of double taxation involves primarily dividends paid on ordinary (non-preference)
shares.

53. Second, firms that have affiliates that are benefitting from export incentives can distribute
the resulting exempt income to their shareholders, while retaining income that would be subject
to tax upon distribution; such retentions presumably increase share values and provide the basis
for future capital gains on shares.

54. Third, the concentration on the taxation of dividends overlooks the favorable tax
treatment of capital gains on shares; such gains are exempt if they constitute less than 50 percent
of income in a given year (or a three year period ending in the year in question). This factor
can easily swamp the double taxation of dividends in the debt-equity choice.

55. Fourth, dividends paid out of capital gains (instead of current earnings) of a company are
subject to only the 7.5 percent transfer tax, instead of the regular rate of 33.3 percent (now 25
percent); some companies are following this strategy, which is facilitated by the realization of
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large nominal gains created by the recent high rate of inflation. It is difficult to know how to
combine these factors, in the absence of a detailed analysis of the effects of tax policy on the
financing of Jamaican companies. But as long as capital gains remain untaxed. relief should not
be granted for the double taxation of dividends. Dividend relief makes more sense in the context
of a comprehensive reform that includes the taxation of capital gains.

2. Forms of dividend relief

56. There are several altemative methods of providing dividend relief, if it is to be granted.
First, it appears to make very little sense to provide a shareholder credit for (part of) corporate
taxes, as is done in Europe. Such an 'imputation" credit makes sense primarily where
individual income is subject to taxation under a graduated rate schedule. However, subjecting
dividends to a withholding tax that could be claimed as a credit (and refund) only by filing a
return might have the beneficial effect of inducing increased filing.

57. Second, except for political considerations, the preferred approach would probably be
simply to exempt dividends (fully or partly) from tax paid by the shareholder. (This is what
Colombia did as part of its 1986 tax reform.) This would have the effect that tax would be paid
at the company rate, instead of the lower individual rate, as under a conventional integration
scheme; given that company shares are held predominantly by upper-income groups, this is
probably acceptable on income distribution grounds. This approach has the decided political
disadvantage that dividends would be exempt, while interest would remain taxable. Moreover,
it would not induce increased filing. (The international implications of this and other approaches
to dividend relief merit further study. When it exempted dividends, Colombia increased its
withholding tax on dividends paid to foreign corporations enough to leave the total tax on
cororate-source income unchanged. It should be noted that Colombia does not have an
extensive foreign tax treaty network. Jamaica's treaty partners might object to taxing dividends
paid to foreigners, while exempting those paid to Jamaicans.)

58. This suggests that consideration should be given to allowing a deduction for dividends
pAid; the deduction could be for all or part of dividends. Under this approach all dividends
would be treated uniformly, and in a manner consistent with the tax treatment of interest.
Although this approach would be more favorable (to corporations and recipients of their
dividends) than the second (exemption) method, if dividends were deductible in full, it would
avoid the perception of a give-away to shareholders. Deduction could be limited to 75 percent
of dividends paid, thereby exactly offsetting the individual tax, but at the risk of some remaining
inconsistency with the tax treatment of interest. (Again, international implications deserve
further study. One potential disadvantage is the automatic granting of dividend relief to firms
owned by foreigners. Treaty partners would presumably object to an increase in the withholding
tax to compensate for the benefits of the deduction of dividends.)

59. No matter which of these schemes might be chosen, it is necessary to decide how to treat
dividends paid from income that has not bome company tax. The common practice in Europe
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is to allow the shareholder credit only to the extent that company tax has been paid. Colombia
has adopted a similar policy; only dividends paid from taxable income are exempt. The issue
would be more complicated in Jamaica, where there is much more income that is deliberately
exempt from company tax (or is tax-preferred). There are alternative views on this matter--that
preferential treatment should flow through to shareholders and that it should be available only
to the extent that income remains invested.

60. Further complicating this issue is the existence of incentive legislation (for particular
industries and for venture capital, in general) that exempts dividends as a form of tax incentive.
Providing general relief from double taxation would effectively eliminate the advantage this
legislation provides the chosen industries and activities. This is not necessarily undesirable;
those who believe in market allocation and dislike industrial policy would presumably find it
desirable. In any event, this--together with the general issues of dividend taxation reviewed
here--is further evidence that there should be a comprehensive study of all aspects of the taxation
of business and capital.

3. Individual/company rate differential

61. The difference in individual and company tax rates recently enacted can be expected to
increase debt-equity ratios. Under a regime of 25 and 33 1/3 percent tax rates, every $100 of
interest companies pay to individuals results in a tax saving of $8.33 (and an equal loss of
revenue). It is likely that companies will increase borrowing, using the proceeds to retire shares
or otherwise reduce capitalization. A regime of equal tax rates (perhaps at 30 percent) would
have avoided this problem. The differential in individual and comany tax rates should be
eliminated, or at least narrowed. It would thus be appropriate to raise only the individual
income tax rate to compensate for abolition of the education tax.

B. Capital Consumption Allowances

62. Closely related to the issues just discussed are questions relating to the provisions for
recovery of capital invested in physical assets through deductions for depreciation and similar
allowances. These provisions, many of which date from colonial or early post-colonial times,
are extremely complex (this is one of the problems) and are not easily summarized. They do,
however, share several common features.

1. Problems

63. First, these provisions are old and therefore do not accurately reflect the typical economic
life of assets today. If, as seems likely, the depreciation rates are too low, investment may be
discouraged. On the other hand, there are initial allowances (extra allowances available in the
year of acquisition that reduce the basis for annual allowances) and investment allowances (extra
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first-year allowances that do not reduce basis). These may compensate--or more than
compensate--for low rates of depreciation; this can be known (ignoring the effects of inflation,
to be considered presently) only by comparing the present values of allowances provided in the
law with the present value of allowances based on the best available estimates of economic
depreciation. (In addition, there may be problems of "churning," described in paragraph 71.)

64. Second, the allowances are based on historical costs, without adjustment for inflation (or
depreciation of the exchange rate). In a time of inflation (devaluation) the real value of any
allowances not taken in the first year is eroded by inflation. This reduces the real present value
of depreciation allowances and discourages investment; if inflation is high enough, the real
present value of depreciation allowances for tax purposes (including initial allowances and
investment allowances) may fall below that of economic depreciation.

2. Potential Solutions

65. The alternative methods of dealing with the problems created by inflation are all
problematical; it cannot be overemphasized that avoiding inflation is crucial for a simple tax
system. If depreciation is accelerated, its real present value will be appropriate (in the sense that
it equals that of economic depreciation) for at most one inflation rate; for any other rate of
inflation, allowances are too generous or not generous enough. The only conceptually correct
approach is to set depreciation allowances equal to economic depreciation and adjust them for
inflation. (Note that it is not appropriate merely to adjust the basis of imported assets to reflect
devaluation, as some countries have. This discriminates against the manufacturers and users of
locally produced assets.) Not only does this add an unwelcome element of complexity to the
system.

66. If the measurement of real income is to be accurate, it is necessary also to adjust interest
income and expense (or the principal amount of debt) for inflation. (There is also a need to
adjust debt or interest if depreciation is accelerated, but this is not commonly realized.) If
capital gains are taxed, the basis for calculating gains should also be indexed. This adds further
complexity, as well as entailing serious transition problems. But stopping short of a unified and
consistent system creates asymmetries that can be exploited to avoid taxes.

67. A final alternative is to allow first year write-off of assets (commonly called expensing).
This can be shown to be equivalent to exempting the return from marginal equity investment.
(Essentially,the government shares equally in both investment and earnings, so that taxation does
not change the rate of return.) This might usefully be considered as an alternative to other
forms of incentive legislation; it is simpler, it is less subject to abuse, and it does not involve
using tax policy to pick "winners" and "losers," an activity at which governments are notoriously
poor.

68. Introduction of expensing would, however, raise several troublesome issues. First, it
involves substantial revenue loss, and it can be questioned on equity grounds. Second, a
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growing company may, in effect, have no tax liability for extended periods of time, because its
deductions for investment wipe out its income. This was one of the reasons the United Kingdom
elirminated expensing in 1984, returning to a more conventional system of depreciation
allowances. Third, firms that "zero out" are likely to try to use various techniques, such as
leasing, to shift unused deductions to firms that can use them. This causes administrative
problems and may accentuate the perception that the tax system is unfair. (Political support for
the 1986 tax reform in the United States has been traced in part to the specter of wealthy
individuals and profitable corporations paying no tax. This may be less of a problem in
Jamaica, where the public would not know whether private companies pay tax.) Fourth,
expensing (or any system of rapid write-off) increases the likelihood that assets will be
"churned" (sold before the end of their life, so that they can be written off again); this puts a
premium on monitoring the balancing entries required to achieve recapture of excessive
depreciation allowances (depreciation for tax purpose in excess of actual depreciation).

69. Finally, allowing both expensing and the full deduction of interest (especially in an
inflationary environment) is generally thought to be too generous, since it reduces the effective
rate of company taxation from zero (the marginal effective rate on equity-financed investment)
to negative (on debt-financed investment). Thus provisions for expensing are commonly
accompanied by proposals to eliminate the deduction for interest and the taxation of interest
income (or principal). (This is true, for example, in the Simplified Altemative Tax, or SAT,
that was discussed in Colombia as well as in Jamaica, though not by that name; See McLure,
1991.) This, however, also has problems, especially in the context of a country that borrows
on world capital markets. Among these are an increase in the cost of capital and the possibility
that capital exporting countries might not allow foreign tax credits for such a tax.

70. There is no easy way out of this dilemma, short of eliminating inflation--an ideal solution
that might not easily be realized. Yet is not satisfactory to do nothing, given the implications
for capital formation. On balance, it seems appropriate. as an interim measure. to accelerate
depreciation somewhat. relative to economic deprecation, in order to offset inflation's effects
on depreciation allowances at the inflation rate realistically expected to prevail in the near future.
The risks of doing so without dealing with the debt side of the picture should, however, be
understood. Several countries that have begun with accelerated depreciation have been forced
by high and changing inflation to shift to a system of indexed depreciation allowances and then
to index debt or interest and capital gains. This underlines the necessity of controlling inflation.
As indicated in Section II, these issues should be examined further, as part of a comprehensive
review of the taxation of income from business and capital.

3. The special case of motor cars

71. A particular anomaly in the depreciation schedules deserves special attention, in part
because of the manipulation of the tax law it encourages. Depreciation for private motor
vehicles is limited to 12.5 percent per year for eight years, with a total over the life of the
vehicle of J$3,200 (J$400 per year). This limit, which may have made sense when first
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introduced in 1973, is clearly too low to allow the tax-free recovery of capital invested in cars.
To the extent this limit reduces the attraction of providing automobile to employees for personal
use, the result is not unfortunate. (If the imputed income from company cars is not to be taxed,
companies should be allowed no deduction for interest and depreciation expense of providing the
cars.) But it is the wrong way to achieve a worthwhile goal. To the extent it applies to vehicles
used for legitimate business purposes, the depreciation allowed is clearly inadequate and should
be raised and perhaps accelerated. In any event, taxpayers have found a way around it through
the use of leasing.

C. Leasing
72. The key to such schemes lies in asymmetrical tax treatment of lease payments by the
lessor and the lessee. The simplest case is that of leasing by a pension fund or other tax exempt
organization. The lessor deducts the entire lease payment as a business expense, in effect
deducting depreciation allowances at a realistic rate. By comparison, the pension fund does not
care that depreciation allowances are unrealistic, since it cannot make use of tax deductions, in
any event. (The problem may be even worse than suggested, since the pension fund may be the
captive of the company to which it leases. If so, lease terms may be manipulated to shift income
from the company to the fund.) This phenomenon, and another to be described in paragraph 78
below, calls into question, and suggests that there should be a comprehensive review of the
entire tax regime (or lack thereof) applied to pensions and other exempt organizations. (It is
worth noting that in the United States the mirror image of this problem has arisen. Since tax-
exempt organizations cannot utilize any tax deductions, they have leased assets from for-profit
companies that could make use of deductions, in order to prevent them from being "Wasted.")

73. Tax benefits based on asymmetry of tax treatment apparently requires illegal action in
the case of taxable lessors. The lessee treats the arrangement as an ordinary operating lease,
while the lessor treats it as a finance lease. Thus the lessee deducts the entire lease payment as
a business expense, while the lessor reports only the interest component of the payment as
income. Without this asymmetrical reporting of income, the leasing arrangement would entail
no tax benefit. But with it the aggregate taxable income of the two parties is under-reported.

74. In principle this type of arrangement should not be legal under the income tax. In fact
it is difficult for the tax administration to detect this form of abuse. The accounting profession
is considering a proposal that would limit the ability to treat transactions with the characteristics
of sales (e.g., transfers to the lessee at the end of the contract) as operating leases for purposes
of financial accounting. To the extent that companies use the same concepts for tax and
financial accounting, this would reduce this form of abuse. But one must have mixed feelings
about this reform; as long as depreciation schedules are unrealistic, leasing provides a safety
valve. The tax treatment of leases should be examined as part of a comprehensive review of the

as system.
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D. Other Pension Issues

75. An employee is allowed to withdraw funds from a pension fund when he leaves a
particular job. Some persons apparently avail themselves of his opportunity repeatedly to meet
short-term current financial obligations. This defeats the purpose of the pension fund and, in
itself, throws the long-run viability of the pension system into doubt, as workers may who abuse
this privilege may face retirement without adequate pension coverage. The tax treatment of
withdrawals accentuates this problem. Since amounts withdrawn before retirement are not taxed,
there is a tax-based inducement to withdraw funds prematurely. At the very least there is an
incentive to withdraw funds immediately before retirement, since the annuity received after
retirement is taxed.

E. Consolidation (Group Relief)

76. The Jamaican economy is dominated by groups of companies sharing common ownership
and management. Yet affiliated companies are not allowed to file consolidated returns,
calculating tax on the basis of the combined profits of groups. Where some members of a group
report profits and others losses, tax is higher than if the group were allowed to file a
consolidated return. More commonly affiliated firms can manipulate transfer prices to eliminate
losses, by shifting them to their profitable affiliates. The present system taxes honesty. no
eovenment should consider seriously the possibility of alowing the fling of consolidated retums
by affiliated companies.

V. General Consumption Tax

77. This analysis was drafted before the 1993/94 Budget made some important amendments
to the Jamaica's General Consumption Tax (GCI). The changes will be noted, but the original
analysis is useful to understand what has been done and what needs to be done to complete the
reform process. The GCT is extremely complicated. This is true in large part because the GCr
provides zero-rating for a large number of products, activities, and purchasers that, in other
countries would be either subject to standard rates or exempt. (Neither exempt nor zeo-rated
producers pays tax on output. Exempt producen are not registered taxpayers, keep no GCr
records, file no tax retums for GCT, and get no credit for tax paid on inputs. By comparison,
zero-rated producers are registered taxpayers, must keep records in order to file GCT returns,
and receive refunds for GCT paid on inputs.)

78. It appears that Jamaica has gone over-board in trying to eliminate GCT from various
products, activities, and organizations for income distribution or social (or political) reasons.
It has zero-ated some products, some activities, and the purchases of some organizations and
has exempted others, while in some cases also zero-rating inputs to these products, activiies,
and organizations. This policy complicates compliance and administration and causes loss of
revenue. Revenue loss, in turn, is translatd into higher tax rates on what is taxed (or reduced
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public services or higher budget deficits and greater inflationary pressures). This policy stands
in sharp contrast to the recommendations of the Jamaica Tax Structure Examination Project, the
Revenue Board, the Finance Ministry (in its 1989 Paper No. 1), the IMF, and the GCT
Committee, all of which recommended that exemptions and zero-rating should be minimized.
Zero-rating should be eliminated for all (or virtually all) products except exports. and
exemptions should be minimized. This section presents the case for this basic recommendation.
Each subsection after the next one begins with a brief explanation of issues and practice in other
countries and then discusses the situation in Jamaica.

A. Relative Advantages of Exemption and Zero-rating

79. Neither exemption nor zero-rating is without problems of compliance and administration.
It is useful to consider the situation of a business involved in only one or the other type of
activities (that is, one that makes only exempt sales or only zero-rated sales). An exempt
business is simply "out of the system," and thus has no contact with the revenue authorities.
By comparison, a business engaged in a zero-rated activity is "in the system" and, in order to
claim refund of input tax, must engage in the same type of accounting for input tax as does a
taxable business. The revenue authority, for its part, must engage in the same type of audits of
zero-rated business as it does for a taxable business. This administrative distinction is the
primary advantage of exemption over zero-rating. Exemption does not eliminate tax, as does
zero-rating; indeed, if exemption occurs before goods are sold to consumer, it actually increases
taxes, because of the 'break in the chain of credits" that occurs when credit cannot be claimed
for input tax.

80. For administrative reasons, and to relieve them of the burden of compliance, small
businesses are commonly exempt from the requirement to register and pay tax. Registration is
commonly allowed on an optional basis to those who are below the registration threshold, in
order to avoid the burden of input taxes for which no credit can be taken.

81. In the case of businesses selling both taxable and excluded (exempt or zero-rated)
products the relative administrative advantages of the two approaches to exclusion are less clear.
Both exemption and zero-rating require the segregation of sales into taxed and untaxed
categories. Zero rating has the advantage that all tax paid on inputs is creditable. By
comparison, in the case of exemption, credit should be allowed only for input tax paid on, or
attributable to, taxable sales. This means that it is necessary to segregate purchases of goods
for resale and direct costs into exempt and taxable categories and to allocate indirect costs among
the categories. Of course, these allocations, as well as the segregation of sales, must be
monitored by the tax administration. Where a particular business deals overwhelmingly in either
taxable or exempt products, it may be appropriate not to require (or allow) allocation of
expenses.

82. Where substantial amounts of products are imported, another consideration enters the
decision. Whether imports are exempted or zero-rated, they pay no tax. By comparison,
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domestic production is burdened by tax if it is exempted, but not if it is zero-rated. Thus
domestic producers of exempted goods are at a disadvantage in competing with imports. This
may be an important consideration in the choice between exemption and zero-rating if the tax
content of exempt domestic production competing with imports is significant. It should be
noted, however, that when wide movements are occurring in exchange rates and rates of
effective protection, this factor may be relatively unimportant in determining the competitiveness
of domestic producers.

B. Agriculture

83. Agriculture (broadly defined to include such primary activities as fishing, forestry, etc.,
but not mining) is commonly exempt in other countries, because of the difficulties farmers have
in complying with GCT laws. Zero-rating would not achieve the same objective, because
farmers would need to keep GCT records and file returns, as noted above. In order to reduce
the burden of input taxes, important agricultural inputs that cannot readily be diverted to non-
agricultural use, such as feeds, seeds, insecticides, and fertilizers, are commonly zero-rated at
all stages of their production (or importation) and distribution. Easily diverted inputs, of which
motor fuels is the most important, are commonly not zero-rated, due to the risk of evasion
through diversion to taxable uses. There is inevitably some residual tax burden on agriculture,
but this is usually deemed to be an acceptable price to pay to avoid the cost of compliance and
administration involved in both zero rating and taxation at the standard rate. Many countries
allow farners who qualify for exemption but want to register and pay the standard rate, in order
to obtain credit for input taxes, to do so. In addition, agriculture that produces primarily for
export is sometimes zero-rated, in order to avoid cash flow problems and prevent the need to
refund tax paid by exporters of the agricultural products in question.

84. Jamaica adopted the unusual policy of zero rating both agriculture and most important
agricultural inputs. (It zero-rates motor fuel purchased by fishermen, but not others in the
wfarming' sector.) Zero-rating of agriculture, if fully implemented, would place on both small
agriculturalists and the tax administration an impossible burden of compliance and
administration. As a matter of fact, it is likely that many small agriculturalists are simply not
filing; if so, the results are very much like those of exemption. (Some large agriculturalists may
be following the same strategy, in order to avoid the risk of being required to register for
income tax.) But the tax administration lacks the authority to refuse to allow a farmer to register
and be zero-rated, as it would under exemption, since the law explicitly zero-rates farming. Nor
does this complexity seem to achieve anything of importance; since virtually all important
agricultural inputs (except motor fuels) are zero-rated, there is relatively little reason to zero rate
agriculture, instead of exempting it. Of course, exports would be zero-rated. r[he June 1993
reforms eliminated zero-rating on most non-export items.]

85. Zero-rating of agricultural inputs, considered by itself, also went too far in Jamaica. In
addition to the usual list of feeds, seeds, insecticides, and fertilizers, Jamaica zero-rated various
small tools (e. g., machetes, files, and hoes) and other items that can be converted to non-
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agricultural use (e.g., fishing gear, boat engines, and fuel used by fishermen, which is colored
to distinguish it from taxed fuels). This only complicated compliance in the case of businesses
selling both these and taxable products, and can have at most an insignificant impact on the tax
burden on agriculture. It also opened avenues to abuse, especially in the case of boats, motors,
and motor fuels ostensibly bought for fishing. (Monitoring of fuel for fishing is under the
control of the Ministry of Fishing, which probably has neither the expertise nor the incentive
to do the job well.)

86. Since the reforms of June 1993, Jamaica follows more nearly the standard practice by
exempting agriculture and carefully limiting zero-rating of agricultural inputs. Farmers who
keep adequate records of account who want to register and be taxed (and thereby qualify for
refund of tax on inputs) might, however, be allowed to do so. Motor fuel used in fishing should
probably be subject to tax. It might be possible for fishermen who are registered (even if
exempt registered persona, rather than registered taxpayers) to purchase boats and motors on a
zero-rated basis, with the prior approval of the GCT authorities; such a system has been initiated
in Trinidad and Tobago.

C. Food and Other "Necessities"

87. Foodstuffs, especially unprocessed ones, are sometimes exempt from GCT in the interest
of reducing tax burdens on low-income households. Such exemption, in combination with
exemption of agriculture and zero-rating of important agricultural inputs, eliminates most tax on
unprocessed foodstuffs, which figure most heavily in the market baskets of the poor. Zero-
rating of such food would further reduce tax burdens on low-income families only slightly, but
it would bring many more taxpayers (especially small retailers), many of whom do not keep
adequate records, into the tax net and add to administrative problems.

88. Preferential treatment commonly is not accorded to a wider range of food (or to other
"necessities"), because of the revenue loss involved. Moreover, extending preferential treatment
beyond unprocessed food helps the poor only slightly more than those with higher incomes. It
is an inefficient way to try to protect the poor from taxation.

89. Jamaica zero-rated a wide range of foods. This had the expected effects, as described
above. For example, in the first year of operation 1,149 retail stores dealing in general
groceries claimed net refunds of J$2.2 million, or an average of just under J$2,000 each. These
refunds amounted to only 0.16 of total sales of these merchants; had they not been granted, as
under exemption, prices would presumably been only imperceptibly higher. At a time when
inflation and devaluation has reached the levels recently experienced in Jamaica, it seems
unnecessary to be unduly worried about effects of this magnitude. Moreover, the proliferation
of zero rates and exemptions provides a veritable 'jungle' in which unscrupulous taxpayers can
hide under-report of taxable sales. (For example, the Commissioner of the GCT Department
believes that the fraction of zero-rated sales by supermarkets--58 percent--appears high.)
Jamaica should follow standard practice by exempting (not zero-rating) unprocessed foodstuffs
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and water service and subjecting other food and electrical service to the 10 gercent GCT. This
conclusion might, however, be modified to the extent that exempt foods would contain an
element of tax that would make them uncompetitive with imports.

90. The primary reason not to eliminate most exemptions and zero-rating is the burden
imposed on low-income households. Much of the increase in burden could be offset by merging
the education tax into the income tax, with its tax threshold.

91. Jamaica has exempted electricity and water provided by public utilities and has zero-rated
equipment purchased by public utilities providing electricity and water. This treatment of
electricity is questionable, for it eliminates a large component of the potential tax base. Charge
for electricity should be fully taxable. (Whether equipment is taxable or zero-rated is largely
a question of administrative ease.) It would be possible to utilize Hlife-lineH pricing (preferential
rates for residential users of small amounts of power) to remove burdens on low-income
households.

D. Public Interest Activities

92. Activities such as health, education, and religion are commonly exempted from GCT
because of their beneficial effects on society (or for related reasons). Thus providers of these
services do not pay tax on their output, they pay tax on their purchased inputs, but they are not
registered taxpayers and thus do not receive credit for these input taxes; in short, they pay tax
on their purchases, but not on their own value added. For both revenue and administrative
reasons these activities are commonly exempt, rather than zero-rated. If the organizations were
zero-rated, their purchases would be subject to tax, but they would be allowed to claim credit
for tax paid on purchases.

93. In some cases exemption from GCT (or zero rating) is based on the end use of the
product; the most common case is exemption of purchases by governments and statutory bodies.
(Ordinarily such sales to government are not zero-rated.) Exempting the purchases of
governments is not a desirable practice, because it gives a distorted picture of the cost of
government, relative to the private sector, which is taxed. Moreover, granting exemptions based
on end use complicates compliance and administration. Purchasers (other than governments and
statutory bodies) must apply for certification alowing them to make tax-free purchases, such
applications must be approved (perhaps on a one-time basis), vendors must distinguish between
taxable and exempt or zero-rated sales (for which they may be required to have on hand
purchase orders approved by the tax administration), and the tax administration must monitor
the division of sales between txable and exempt categories. (It should be noted that in Jamaica
the Ministry of Finance uses different criteria in determining whether a particular organization
should be classified as a charity for purposes of the income tax, an old tax, and the GCI, a new
tax. The implications of the classification can be quite different under the two taxes.) Zero-
rating these organizations, as described above, is clearly simpler than zero-rating their
purchases. (It is impossible to achieve the results of exemption, except by exemption, based
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either on end user or the nature of the product involved.) It might, however, create a cash-flow
problem for some organizations, compared to zero-rating sales to them.

94. Jamaica has carried these techniques to a new high (or low), by zero-rating (not
exempting), inter alia, purchases by (or sales to) governments and statutory bodies; diplomatic
missions and international organizations; the Red Cross and other charitable organizations;
hospitals and certain other institutions providing health services; various educational
organizations; various youth organizations; and various purchasers of motor vehicles, in addition
to goods (e.g., offertory envelopes and decorations, vestments, candles, communion wafers,
etc.) used in worship by religious denominations and medical services provided by certain
hospitals, diagnostic centers, and laboratodes. (The provision of certain other medical services,
as well as education and training and services of various youth organizations, are exempt, rather
than zero-rated.) This zero-rating is implemented using a combination of the techniques
described in the previous two paragraphs. That is, tax is charged on some sales to such
organizations, which recover tax by filing returns and claiming credits, but in other cases sales
are zero-rated, based on presentation of purchase orders approved by the tax administration.

95. It does not appear that there is enough money involved in these transactions to justify the
administrative complications created by preferential treatment. Jamaica should follow the
standard patce of exempting educational. health. and religious organizations: govemrnm
might also be exempt. In addition, certain drugs, medical equipment, and medical appliances
might continue to be exempt or zero-rated. Jamaica should not provide either exemptions or
zero-rating based on the end-use of products, except perhaps in the case of large purchases (e.g.,
of equipment).

96. It is particularly inagropriate to zero-rate the purchase of motor vehicles by various
organizations and individuals (for example, those recruited from abroad to fill particular
positions). It imposes costs of compliance and administration, including the need to monitor the
program to prevent abuse. To the extent such preferential treatment is justified as necessary to
attract qualified personnel to the Island or to various professions, the preferred solution would
be to eliminate this tax benefit and increase salaries by enough to offset the lost benefit (perhaps
with the assistance of public subsidies, in the case of hospitals and educational institutions). This
would eliminate the administrative burden and opportunities for abuse caused by this provision.

E. Excisable Goods

97. Goods commonly subject to excises in other countries are treated in an unusual manner
under the GCT. Alcoholic beverages, tobacco products, and motor fuels are subject to the
'Special Consumption Tax' at the point of importation or manufacture, but not to the GCT;
manufacturers can claim credit for GCT on their taxed inputs. Such goods are not subject to
GCT when they are subsequently sold. (There is an exception in the case of bars and restaurants
selling alcoholic beverages. They are subject to GCT on sales and are allowed a notional GCT
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credit of 1/11 of their costs. This type of treatment was not extended to sales of motor fuels
because of fear of evasion.)

98. Motor vehicles are treated differently. If imported by a dealer, they are subject to
differential rates imposed at the time of first domestic sale, in addition to the standard 10 percent
GCT, levied at the time of import. The tax on first sale is (under the GCT law) applied to the
sum of value for customs duty, customs duty, and the dealer's markup. This anomalous
treatment, in combination with the legacy of price controls, is causing problems. Dealers are
splitting their profit margins into the 12.5 markup allowed during the period of price controls
and an additional amount, which they call "recoverable." They argue that only the standard 10
percent rate, and not the differential motor vehicle tax, should be applied to the last element of
price. In the effort to equaLize the tax burden between cars imported by dealers and cars
imported directly by consumers, the law specifies that the differential rates applied at the point
of entry in the latter case should be 12.5 percent higher than those levied on first sale in the
former case.

99. It would be apropriate to streamline this treatment of traditionally excisable goods by
aplying a separate "Special Consumption Tax" that is not part of the GCT system at the point
of importation or manufacture. (It might be desirable to use another name for it, if retaining
the existing term would be confusing.) The standard GCT would then be applied at each
subsequent stage in the distribution process to the price inclusive of the customs duties.

100. Second-hand sales of motor vehicles are subject to GCT. Because no input credit is
allowed, the marketing of second-hand cars is suppressed. (Dealers sell on consignment, rather
than buying cars from their owners for resale.) To avoid this problem, it would be appropriate
to tax such sales only on the excess of sales price over purchase price. (Altematively, a notional
credit could be allowed, based on the purchase price.)

F. Capital Goods

101. Input tax on capital goods cannot be claimed as a credit immediately; rather, credit must
be spread over two years, pro-rated on a monthly or semi-monthly basis, as GCT returns are
filed. (Exceptions include purchases of $20,000 or less, investment approved under the
Modemization of Industry Programme, and purchasers by exporters.) This is problematical,
because credits not available in the year of purchase lose real value. (If, for example, the
interest rate is 25 percent, the 50 percent of credits postponed for a year would have a present
value of 40 percent of the purchase price, so the present value of the entire credit would be 90
percent of the tax paid on capital goods.) At the time the GCT was being designed, this -nay
have seemed to be a reasonable compromise between the short-run need for revenue and the
desire to avoid taxing capital goods. The situation is more problematical in a world of high
inflation. (With an interest rate of 67 percent, the present value of the half of the credit taken
in the second year is only 30 percent of the tax paid on the purchase; the entire credit is only
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80 percent of the tax paid.) Consideration should be given to allowing the entire tax credit on
caDital goods to be taken immediately, if the budget can support the revenue loss.

102. Goods used in modernization programs are zero-rated. This provision confers primarily
a cash-flow advantage, since registered taxpayers could take input credit for any taxes paid on
such purchases.

G. Construction

103. Construction poses difficult practical problems under any GCT or value added tax. The
best approach seems to be that followed in Canada, New Zealand, and Trinidad and Tobago.
There construction (including alteration of buildings) are taxable activities. Sales and rental of
buildings to registered taxpayers for commercial use are taxable. Ordinary input tax credit is
allowed for tax paid. (To avoid cash-flow problems, such real property might, in effect, and
subject to necessary administrative safeguards, be zero-rated, canceling tax on sale against input
tax credit on purchase.) Sales to others of existing buildings are exempt, as are residential
rentals.

104. At present construction is an exempt activity in Jamaica, cement is exempt, and pipes of
more than two inches diameter are zero-rated. Exemption of construction creates some
competitive distortions, as credit cannot be claimed for input taxes. It would be apropriate to
consider making construction taxable, perhaps by adopting the treatment described above. In
that case, it would be appropriate to eliminate the preferential treatment of cement and large
pipes, despite the increase in the cost imposed on self-construction by the poor. To relieve tax,
burdens on poor households, purchasers of small houses might be allowed to recover tax on such
purchases. (These issues deserves further study.) The existing small-business exemption would
eliminate the need for many contractors to register as taxpayers.

H. Incentive Industries

105. Incentive legislation (pertaining to bauxite and alumina, export industries, hotels,
manufacturing, factory construction, free trade zones, motion picture producers, petroleum,
petroleum refliing, and resort cottages) provides for tax-free purchase by those granted
incentives. In the case of purchases of inputs subject to the normal GCT this would infer no
extraordinary benefit (except a cash-flow benefit, resulting from avoiding delays in receiving
credits and refunds), since input tax would be creditable by all businesses. In the case of
construction, which is exempt, there would also appear to be no benefit, since GCT is ordinarily
levied on the purchases of the contractor, instead of those of the incentive firm. To avoid this
break in the chain of credits incentive firms purchase construction materials to be used on their
behalf on a tax-free (zero-rated) basis. Whether this preferential treatment is satisfactory or not
depends on one's views of incentive legislation; the provision of preferential treatment is the
purpose of such legislation.
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106. It appears that incentive legislation is being abused, by incentive firms that make tax-free
purchases (for example, of motor vehicles and construction materials) on behalf of their
employees. Legislation should be tightened to specify that incentive treatment is to be allowed
only for purchases of goods and services used in the productive activities of the incentive firms.
Of course, the same is true of the allowance of input credits to non-incentive firms.

I. Miscellaneous Issues of Policy

107. Transortation of both goods and people is currently exempt. Consideration should be
given to maldng domestic transportation of goods taxable. Bus transportation should remain
exempt for income distributional reasons, and taxis should for administrative reasons. Of
course, many transporters would fall under the small business exempdon. (Attempting to tax
international travel courts the risk of inducing travellers to purchase tickets for continuing
transportation outside the country, for example, in Miami.)

108. In principle, taxing transportation of goods would reduce the cost of products carried by
taxable entities for taxable entities, since both businesses could claim credit for tax on inputs.
But that is only part of the picture. It would increase the cost of goods carried for exempt
entities. Administrative problems, especially the risk that motor fuel would be diverted from
registered taxpayers to others, should also be considered. Like taxation of construction, this
issue deserves further study; nothing should be done pending further study.

109. Energy saving devices are zero-rated in Jamaica. This is an unusual provision; few if
any other countries follow the same policy. It complicates administration and achieves little.
It means that businesses selling the zero-rated products must distinguish them from taxable
products. In some instances this might be the only product sold that is not taxable. From an
administrative point of view, exemption of such devices would be even worse, since it would
add the need to allocate tax on inputs between taxed and exempt sales. The zero-rating of
energy-saving devices should be eliminated (and not replaced by exemption).

J. Administrative Issues

110. The threshold for registration as a "registered taxpayer' is now J$144,000 per year.
Some have suggested that this threshold should be lowered, or even eliminated, in order to bring
into their net businesses that are under-reporting turnover. (Of the 25,000 businesses registered
as either registered taxpayers or registered persons, 16,000 fall in the former category and 9,000
in the latter. These figures do not include charities registered to obtain refund of taxes on
purchases.) This does not appear to be the proper way to handle under reporting of turnover.
The GCT department would clearly be overwhelmed if the threshold were to be reduced enough
to remove all doubt that all who should be registered taxpayers fell in that category. Rather,
it appears that the proper approach is to assign more personnel to verification of turnover figures
of those who claim to fall below the threshold. (Mhis may require a change in the law; it
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certainly would require increased Departmental resources.) Whatever the proper figure for the
threshold, it should be indexed for inflation, to avoid pushing small business above the line.

111. Training of GCr administrators should be funded on a continuing basi in order to assure
a steady supply of revenue officials to replace those who leave the GCT Department at the
expiration of the bonded period following completion of their training at public expense.

112. Several miscellaneous matters need to be cleared up. First, the GCT legislation contains
no definition of manufacturing, although the term is used in several sections of the GCT law.
This omission is important, for example, in the case of cars created from imported chassis,
which are subject to much lower import duties and GCT rates than are fully assembled
automobiles. Second, the GCT Commissioner is empowered to set values only in the case of
transactions between connected persons. This is much too confining. Third, several provisions
apply to those who are registered.* They would more properly apply to those who are "liable
to be registered,' whether registered or not. Fourth, there is no provision for registering new
businesses as registered taxpayers on the basis of their anticipated tumover. Fifth, reference to
the provisions of the Pesticide Act improperly results in the zero-rating of pesticides used in the
home as well as on farms.

VI. ErPrptyTaxan

113. Jamaica has a relatively unusual form of property taxation. Tax is based on the
unimproved value of land, rather than the value of land and improvements (primarily buildings).
This has both advantages and disadvantages. On balance, it seems that Jamaica should retain
the taxation of unimproved land.

114. The property tax has faUen dramatically, as a share of total tax revenues. Whereas this
percentage was once roughly 5 percent, it is now only 1 percent. This drop in relative
importance has occurred because land has not recently been revalued and tax rates are well
below their historical level. Rates were reduced in 1986, in order to prevent the shock of new
valuations, and only this year have there have been serious attempts to bring them back up.
These efforts should be pursued vigorously, both to bring in the revenue needed to meet the
year's budget and to improve the horizontal fairness and progressivity of the overall tax
structure.

115. The prot2rty tax on unimproved land values should be rejuvenated by completing the
revaluation of properties. The rate structure should be set to raise a fraction of revenue similar
to that in earlier years, when this was a significant source of revenues. Once revalued, aU llad
values should be adjusted annually by the rate of inflation. The reduced rates for agricultural
land and hotels should be eliminated.

VII. 
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116. Taxes related to automotive transportation should be designed to contribute to efficient
finandng and utilization of roads and highways, as well as to general objectives of equity and
revenue. Thus taxes that vary with road use (motor fuel taxes, truck user charges based on
weight, and perhaps taxes levied on the purchase of an automobile, via depreciation) should
reflect the marginal cost of construction and maintenance; they might also reflect congestion and
pollution, but this goal is more difficult goal to achieve. Taxes on motor fuels, road use, and
the purchase of automobiles intended to act as user charges should generally be specific levies
(that is, they should be based on quantities consumed, weight, etc.) and not ad valorem levies.
This is true because road use depends on weight and distance travelled; it does not depend
independently on the value of fuels or vehicles. (Mhe costs of road construction and maintenance
do not change just because the price of crude oil or gasoline changes.) Specific levies can be
indexed to prevent their being eroded by inflation. By comparison, taxes levied on motor
vehicles to add to the progressivity of the system should be ad valorem taxes. If tax rates
depended on values of automobiles, the values should be adjusted for inflation.

117. Tax changes in January and June of 1993 reduced the taxes on purchase and then
increased those on annual registration. In principle, the same amount could be collected in
present value terms, whether collected at the time of purchase or over the expected life of a
vehicle through annual fees. Since the purchase amount to be financed would be smaller,
income would be freed to pay the annual fees. Annual fees have conceptual advantages.
Insurance rates would not be so high, and the losses of uninsured motorists would be smaller.
Taxation based on purchase (or importation) is vulnerable to one-time mistakes in valuation.
In principle, it would be possible to devise schemes that would help assure the accuracy of
classification for purposes of annual registration. But annual registration suffers from a
potentially deadly political defect. They must be indexed, if they are to have the same real
present value as purchases taxes. Experience with the land value tax does not lead to optimism
on this score. (Evidence that registration is not very efficient and absorbs a high percent of
revenues in many countries is not persuasive. If greater reliance were placed on registration
fees, the fraction of revenues absorbed in administrative costs would be lower and efficiency
would probably be higher.)

VIII. Tax Mix

118. If there were no other constraints or objectives, the optimal policy for the economic
development of Jamaica might well be very heavy reliance (complete reliance in the extreme
case) on taxes on consumption and on taxes and charges related to benefits received and light
reliance (none at all in the extreme case) on income taxation. Such a policy would encourage
saving and both foreign and domestic investment. (More accurately, it would not discourage
it, as income taxation does.) There are at least three problems with such a strategy.

119. First, if implemented through the use of indirect taxes on consumption, such as the GCT,
it would be quite regressive. (It would take relatively more from the poor than from the
affluent.) Thus, it would suffer from extreme vertical inequity. This could perhaps be offset
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at the top of the income scale by restored reliance on the land value tax and introduction of the
tax on luxury residential property (which would be a final tax in this scenario, rather than a
presumptive income tax). But there appears to be no way to eliminate the burden on the poor,
except through the use of exemptions and zero-rating in the GCT. This suggests that the shift
in reliance toward indirect consumption-based taxation probably should be only moderate.

120. Substitution of a consumption-based direct tax such as the SAT for the income tax would
avoid some of these problems. It could be made progressive, and wages of the working poor
would not be taxed. There is still a problem of burdens on the non-working poor, in addition
to others. So, while this alternative deserves further study, it is not a panacea.

121. Second, concentrating reliance on one form of taxation increases the risk of unacceptable
evasion and revenue loss. It is probably better to employ several broad-based taxes (i.e., both
the GCO and the income tax), instead of only one.

122. Third, the United States and other capital-exporting countries allow credits for income
taxes paid to foreign countries. It would be foolish to pass up these credits for taxes paid to
Jamaica, since the alternative would be to levy heavier taxes on Jarnaicans. This, together with
existing treaties (which could, of course, be revised in time), should act as a constraint on the
reduction of Jamaican income taxes.

123. All things considered, it agpears that Jamaica should not go much further in reducing its
income ta. It already had one of the world's lowest income tax rates at 33 1/3 percent and
may have seriously compromised vertical equity with the latest reduction in the individual
income tax rate to 25 percent. (As indicated earlier, to help restore equity, several glaring holes
in the individual income tax base (e.g., for allowances and other concessions) should be plugged,
the land-value tax should be reinvigorated, and a presumptive income tax on residential property
tax should be considered.) To reduce the company rate to the same level as the individual rate
would have beneficial effects, but would risk 'leaving money on the table," because of the
forign tax credit. If. as suggested. the education tax is eliminated, only the individual income
tax rate should be raised to rplace the lost revenue. This would help restore the equality of
rates paid by individuals and by companies.

IX. A Blue Ribbon Commission

124. It is important to renew the social contract under which Jamaica was able to have a
successful tax reform during the past decade, since the system will otherwise deteriorate to the
place it was before, with high rates being collected on a narrow base. It is unlikely that the
social contract can be renewed without the promise of marked improvement in administration.

125. Many of the requirements for improved administration are clear, and have been for a long
time: more and better staff, which implies more training and better pay; computerization; better
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incentives for performance, etc. These requirements translate into the need for increased
budgetary resources, together with improved monitoring of performance.

126. Consideration should be given to creation of a standing "Blue Ribbon Commission"
devoted to improving tax administration. Such a commission would be composed of leading
citizens and chaired by the Minister of Finance or the Financial Secretary. It could be expected
to act as a spokesman for the tax authorities in securing adequate resources (including
continuation of authority to pay extraordinary salaries), to monitor (and insist upon) efforts to
improve administration, and to be the nucleus of a group devoted to restoring the social contract
needed to create consensus to reform the system, based on confidence that administration will
be improved to the point that everyone will be paying their fair share of taxes. Given these
objectives, the committee must be non-partisan and should probably include representatives from
unions and employers. Under no circumstances would the members of the committee have
access to confidential information on individual taxpayers, unless they sign confidentiality oaths;
even then, extraordinary care should be exercised to avoid conflicts of interest.
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STATISTICAL APPENDIX





"M.A _1.1_ __ - @L ins. 13 -#

1960 1961 1962 193 194 INS 1916 1967 19i6 Ing 1390 1991 1992

POPRTIIUI Ibeginning of year) 2123.4 2143.1 2161.0 2210.6 2263.0 2296.3 2325.5 2346.7 2355.4 2357.9 2392.0 2414.9 2435.0

POPULATION UKREAS3 19.7 30.4 37.1 44.5 33.6 26.9 20.6 9.0 2.5 34.4 22.6 20.7 24.9

Natural Increase 44.0 44.3 46.9 40.0 44.1 42.3 40.7 39.9 41.4 44.0 47.4 46.6 45.4
Births 56.6 59.4 61.S 61.4 57.5 56.2 54.1 S2.3 S3.6 59.1 59.6 59.9 50.6
Deaths -14. S -15.2 -14.S -12. s -13.4 -13.9b -13.3 -12.4 -12.2 -14.3 -12.2 -13.3 -13.2

Net Mlgration -24.3 -5.9 -9.0 -4.3 -10.S -13.4 -20.1 -30.9 -38.9 -10.4 -24.6 -2s.9 -20.5

POPULATIOM (end of year) 2143.1 2101.0 2210.6 2263.0 2296.3 2325.5 2346.1 2355.1 2357.9 2392.3 2414.9 2435.5 2460.7

(percentage)

RATs OF RTUIMAL INCRASB 2.1 2.1 2.2 2.2 1.9 1.6 1.6 1.7 1.6 1.9 2.0 1.9 1.9
Birth Rate 2.6 2.6 2.9 2.6 2.6 2.4 2.4 2.3 2.3 2.5 2.5 2.5 2.4
Death Rate -0.7 -0.7 -0.7 -0.6 -0.6 -0.6 -0.6 -0.6 -.°5 -0.6 -. -0S °. -0.5

RATE OF MIGRATIO -1.1 -0.3 -0.4 -0.2 -0.S -0.6 -0.9 -1.3 -1.7 -0.4 -1.0 -1.1 -1.0

RATE or POPULXATIO
I3CREAS3 0.9 1.6 1.6 2.0 1.4 1.2 0.9 0.4 0.1 1.5 1.0 0.9 1.0

souxc-s statietical Inutitute of Jamaica.



T7m Al .2. JMWA - eI Y?O AM wwumr. aT l Ow, 19e-9

193U 1901 1932 1933 1934 193S 1936 1937 1933 1939 1990 U-1 1992

AIWtUL AV SRG

labor Force 960.3 966.1 1009.9 1008.4 104S.9 1042.4 10S9.0 1069.7 1071.4 1062.9 10S6.3 1072.S 1074.3Wloyed Labor Force 616.7 730.3 731.4 743.3 776.9 761.7 60e.S 645.4 874.3 671.6 063.7 607.7 905.7Agriculture. Foretry & Fishing- 261.1 271.7 260.S 249.7 257.0 279.0 272.7 272.0 257.9 247.7 239.S 243.7 247.3Mining, Quarrying a letining 6.2 7.7 6.2 7.1 7.7 6.5 5.6 6.0 6.0 6.4 6.9 5.1 5.6.. facctui..g 73.0 78.2 62.1 9S.0 97.1 96.6 110.0 131.4 136.6 . 133.0 135.6 9s.e 101.9Construction L Installation 25.0 23.0 29.3 34.6 32.7 33.6 32.6 39.6 45.7 54.9 S6.6 58.2 S6.1Transporte ColmmicatLons & Public
Utilitci. 34.7 31.0 31.3 31.9 36.3 3S.5 36.4 41.1 42.6 42.6 42.1 41.6 41.2Cairce 37.6 96.0 96.7 107.7 109.4 113.7 124.2 123.7 137.2 136.2 142.5 170.3 172.1Public Adinistration 104.1 100.5 100.2 100.2 100.5 61.3 77.6 74.0 76.4 73.6 77.3 76.6 76.4other Servics. not specified 105.0 115.2 120.7 120.7 137.7 132.2 149.1 157.6 172.5 176.2 191.1 213.2 201.9nesployed labor Force 261.3 255.6 27e.5 276.6 266 . 260.6 250.s 224.3 203.4 191.1 16j.6 164.6 169.2of whibs non-seekers /1 154.7 167.2 130.0 145.1 1.9.5 143.0 1s1.4 136.0 215.1 100.5 100.2 101.5 103.9

/1 1990 Data for oorth of October only
Source- Statistical Intitute of Jamica.

TANI Al.). JAMAXL - eRw LAM PC= flW1JCV6. 1960-S2
________ f~~ ~~tl esft

1966 1961 1962 1963 1984 1965 1966 1967 1966 1969 1690 1991 1992

TOTAL POPUIATIOS -- ANJAL AVSIAGI 2130.9 2156.7 2192.9 2229.2 2268.1 2302.6 2323.2 2340.1 2355.4 2356.9 236S.S 2425.S 2441.0--- -- - -- - -- - -.-- --- - - - - -- ------ ...... ----- -.... - - - - -- - - - -- -,- .... --- - -- - -- - -- - -- --- - ---- - -- .--- - -- --
repulation 14 Years & over 1332.8 1357.3 1397.4 1420.6 1472.5 1495.0 1493.6 1506.0 1510.3 1S11.2 1520. 15SS.5 1565.3Percentage of Popul-tion under 14 Tears 37.3 37.1 36.3 35.6 36.1 36.1 36.7 35.6 lS.9 35.9 35.9 35.9 35.9Percentage of Population 14 'tars and Oner 62.1 62.9 63.7 64.2 64.9 34.9 64.3 64.4 64.1 64.1 64.1 64.1 64.1Labor Porce " Perentage of Total Papulation 45.1 45.7 46.1 45.2 46.1 45.3 45.7 45.7 45.6 45.1 44.3 44.4 44.0Labor Force an Percentage of Population

14 Years and Over 72.6 72.6 72.2 70.s 71.0 69.7 70.9 71.0 71.3 70.3 69.1 69.2 66.7Percentap of Labor Force E loyed 72.7 73.7 72.4 73.6 74.5 75.0 76.4 79.0 61.1 62.0 64.6 64.6 64.3Percentage of Labor Force Ua_Loyed 27.4 26.0 27.6 26.4 2S.0 25.0 23.6 21.0 10.9 18.0 15.4 15.4 15.7

orce-: Statiaticoal Institute ot J_mmica.



TABLB A2.1: JAHULC& - EXPENDITURB ON GROSS DOMESTIC PRODUCT AT CURRW PRICES. 1960-92

- (~~~~J$ million}

1980 1984 193S 196o 1937 1333 1939 1990 1331 1992

Consuption 4012.7 7743.5 9604.9 10713.1 12530.2 15427.6 21342.3 25170.7 34961.5 54896.2

Private 3046.5 6202.0 7363.4 8577.0 10036.6 12290.6 18026.0 20624.3 28871.6 44751.6

Public 366.2 1541.5 1741.5 2136.1 2431.6 3123.0 3316.3 4546.4 6063.7 10144.6

Investment 759.2 2163.9 2837.3 2574.0 3704.6 4372.9 4021.1 6011.1 8869.7 14886.5

Gross Fixed Capital Formation 690.1 1980.7 2581.2 2431.8 3544.7 4240.0 3832.8 5840.0 6609.5 14427.9

Change in stocks 69.1 163.2 256.1 142.2 160.1 132.3 168.3 171.1 260.2 460.6

Total Expenditures 4771.9 9907.4 12442.2 13287.1 16235.0 19800.5 25363.4 31181.6 43831.2 69784.7

Resource Balance 1.2 -548.9 -1226.3 612.4 394.0 -365.6 -2009.0 -666.8 296.9 3196.3

Exports of Goods and NFS 2437.5 5057.7 6s29.6 7370.6 3643.2 9400.5 11153.3 16133.6 26S05.0 51650.3

Imports of Goods and UFS 2436.2 S606.6 7755.9 6758.2 8255.2 9766.0 13162.4 16806.4 26208.1 48452.5

GROSS DOMISTIC PRODUCr 4773.1 9358.5 11215.9 13899.6 16629.0 19435.0 23354.4 30513.0 44128.0 72983.0

_ GROSS NATIONAL PRODUCT 4365.3 6284.0 9568.6 12171.1 14518.7 17196.5 20855.9 26850.6 38203.3 64669.2

Gross Domestic Savings 760.4 1615.0 1611.0 3186.5 4098.6 4007.3 2012.1 5342.3 9166.5 18086.8

Gross National Savings 498.3 657.6 615.5 2069.4 2631.5 4164.9 1234.2 2822.1 S186.9 15471.7

(percent of CDP)

Oonsuwtion 64.1 62.7 t5.6 77.1 75.4 73.4 91.4 62.5 73.2 75.2

Private 63.6 66.3 70.1 61.7 60.4 63.3 77.2 67.6 6S.4 62.3

Public 20.2 16.5 1SS 15.4 1S.0 16.1 14.2 14.9 13.3 13.9

Investment 15.9 23.1 25.3 16.5 22.3 22.5 17.2 19.7 20.1 20.4

Total Expenditure 100.0 105.9 110.9 95.6 97.6 101.9 108.6 102.2 99.3 95.6

Resource Balance 0.0 -5.9 -10.9 4.4 2.4 -1.9 -8.6 -2.2 0.7 4.4

Exports of Goods and NFS 51.1 54.0 56.2 53.0 52.0 45.4 47.5 52.9 60.1 70.6

Imports of Goods and NFS 51.0 59.9 69.2 44.6 43.6 50.2 56.4 55.1 59.4 46.4

GROSS DOESTIC PRODUCT 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

GRoss EATZOUAL PRODUCT 91.5 6.S S5.3 67.6 67.3 66.s 83.3 3".0 66.6 - ".6

Gross Domestic Savings 15.9 17.3 14.4 22.9 24.6 20.6 9.6 17.5 20.8 24.8

Gross National Savings 10.4 9.2 7.3 14.9 15.8 21.4 5.3 9.2 11.6 21.2

Source: Statistical Institute of J-maica.



TA3LZ A2.2i JAMHICA - EXPZ9DITUUZ ON GR058 DOMESTIC PRODUCT AT CURRENT PRICtS, 1396-92
-_(38 million)

1986 1297 1366 1919 1990 1991 1992

Agriculture 1040.0 1276.3 1392.6 1622.6 1974.1 3072.9 5777.4
Mining 901.6 1146.7 1726.9 2199.5 2631.3 4816.0 6043.4
Mnufactures 2966.0 3479.2 3009.7 4S61.7 5929.0 6436.4 14399.0
Blectricity and Water 569.1 612.1 600.6 531.3 609.5 622.9 1637.1
Constzuction 1066.1 1405.0 2021.1 2672.4 3566.8 5564.7 9381.6
Distribution 2794.2 3471.1 3967.0 4767.1 6444.0 9299.3 18194.2
Transportation Coam and Storage 1309.3 1SS3.S 1742.0 2076.6 2641.3 3537.9 55S1.S
Financial and Insurance services 931.0 l1SO.S 1477.1 1913.7 2467.9 3390.S 5721.1
Real Rstate and Dusinoss Service 1091.0 1216.1 13226. 1472.1 1794.6 2173.1 2963.4
Prod. of Govt. Services 1236.2 1407.1 1646.4 1906.6 2570.2 3445.6 4407.5
Miscellan.ous 596.7 712.6 766.6 933.S 1219.6 1714.1 2870.6
Hhld. and Prv. Non-Profit Instit 111.3 117.9 148.2 181.S 229.2 273.8 427.5

Imputed Services Charges 744.4 919.1 1190.S 1526.3 2004.5 2419.2 5422.6

Sross Domestic Product 13391.6 16629.0 13435.0 23354.4 30513.0 44126.0 72963.6

(shere of GDPI

Agriculture 7.5 7.7 7.2 6.9 6.5 7.0 7.9
Mining #.5 6.9 6.3 9.4 9.3 10.9 9.4
Manufactures 21.3 20.9 19.6 19.6 19.4 19.1 19.7
Electricity and water 4.1 3.7 3.1 2.2 2.7 1.9 2.S
Construction 7-. 6.4 10.4 11.4 11.6 12.6 12.9
Distribution 20.1 20.9 20.4 20.S 21.1 21.1 24.9
Tra nportation. Coma and Storage 9.4 9.3 9.0 *.9 8.7 6.0 7.6
Financial and Insurance services 6.7 6.9 7.6 8.2 6.2 7.7 7.6
Real Rstate and ausoiesm Service 7.6 7.3 6.6 6.3 5.9 4.9 4.1
Prod. of Govt. services 6.3 6.5 6.5 6.2 0.4 7.0 6.0
Miscellaneous 4.3 4.3 3.3 4.0 4.0 3.9 3.9
Obld. and Prv. on-Profit Instit 0.6 0.7 0.6 0.° 0.6 0.6 0.6

Xqputed Services Charge 5.4 5.5 6.1 6.5 6.6 S.S 7-.

(ross DoM_stiC Product 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Statistical Institute of Jamaica.
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TABLE A2.3: JAMAICA - EXPENDITURE ON GROSS DOMESTIC PRODUCT AT CONSTANT PRICES, 1986-92
_-. ----- (1986 J5 million)

1986 1987 1988 1989 1990 1991 1992

Agriculture 1048.8 1102.9 1065.3 968.5 1080.2 1078.3 1217.0
Mining 901.8 955.8 913.0 1238.1 1520.5 1606.7 1566.0
Manufactures 2966.0 3136.8 3308.3 3559.4 3706.4 3422.6 3455.4
Electricity and Water 569.1 615.1 617.2 685.4 732.6 745.5 778.2
Construction 1086.1 1240.6 1424.6 1680.5 1707.2 1718.2 1725.5
Distribution 2794.2 3100.9 3131.1 3239.9 3400.5 3467.6 3870.0
Transportation. Comm and Storage 1309.8 1465.0 1532.2 1592.5 1647.2 1718.7 1802.9
Financial and Insurance services 931.0 1017.2 1204.8 1457.1 1618.7 1906.3 1985.5
Real Estate and Business Service 1091.0 1137.0 1169.6 1192.2 1274.7 1331.5 1399.2
Prod. of Govt. Services 1238.2 1243.3 1286.6 1270.4 1243.7 1222.3 1227.0
Miscellaneous 596.7 649.6 627.4 675.8 721.5 701.2 709.1
Hhld. and Prv. Non-Profit Instit 111.3 114.9 119.2 113.6 121.4 114.3 102.8

Imputed Services Charges 744.4 804.0 989.5 1195.3 1365.2 1575.0 2171.2

Gross Domestic Product 13899.6 14975.1 15409.8 16478.1 17409.4 17458.2 17667.4

(growth rate)

Agriculture .. 5.2 -3.4 -9.1 11.5 -0.2 12.9
Mining . 6.0 -4.5 35.6 22.8 5.7 -2.5
Manufactures .. 5.8 5.5 7.6 4.1 -7.7 1.0
Electricity and Water .. 8.1 0.3 11.0 6.9 1.8 4.4
Construction .. 14.2 14.8 18.0 1.6 0.6 0.4
Distribution .. 11.0 1.0 3.5 5.0 2.0 11.6
Transportation, Comm and Storage .. 11.8 4.6 3.9 3.4 4.3 4.9
Financial and Insurance services .. 9.3 18.4 20.9 11.1 17.8 4.2
Real Estate and Business Service .. 4.2 2.9 1.9 6.9 4.5 5.1
Prod. of Govt. Services . 0.4 3.5 -1.3 -2.1 -1.7 0.4
Miscellaneous .. 8.9 -3.4 7.7 6.8 -2.8 1.1
glhld. and Prv. Non-Profit Instit .. 3.2 3.7 -4.7 6.9 -5.8 -10.1

Imputed Services Charges . 8.0 23.1 20.8 14.2 15.4 37.9

Gross Domestic Product .. 7.7 2.9 6.9 5.7 0.3 1.2

Source: Statistical Institute of Jamaica.
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TABLE A2.4: JAMAICA - PrU3 CAPITAL PORMATION AT CURRENT PRICRS, 1980-92

--------- (JS million)

TYPE 1980 1985 1986 1987 1988 1989 1990 1991 1992

TOTAL FIXED CAPITAL FORMATION 690.1 2581.2 2431.8 3544.7 4240.0 3832.8 5840.0 8609.5 14427.9

CONSTRUCTION 361.4 1155.0 1233.5 1681.5 1970.4 1695.9 1069.8 2751.8 4240.1

Building Construction 333.5 1101.2 1146.2 1598.2 1704.4 1569.2 914.5 2326.6 3510.3

Other Construction incl.
Land Ilprovemnt 27.9 53.8 87.3 83.3 274.0 126.7 155.3 425.2 729.8

TRANSPORT BQUIPKgNT 79.2 530.6 261.9 409.2 847.0 908.8 1765.4 2168.6 4014.1

Motor Care 1 24.2 127.8 109.8 103.0 217.5 316.9 423.7 837.9 1843.4

i Truck and Buwe! 41.6 147.2 83.1 194.2 337.5 467.6 591.0 970.5 1200.1

Other Transport Bquipment 13.4 2S5.6 70.0 112.0 292.0 124.3 750.7 360.2 970.6

OTINL MACHINERY AND EQUIPMENT 249.S 895.6 936.4 1454.0 1414.6 1228.1 3004.8 3689.1 6173.7

Agricultural Machinery and 13.8 39.6 35.3 100.4 80.9 150.0 104.0 135.6 173.7

Equipment
Industrial Machinery and 73.0 260.9 312.8 517.2 435.9 732.8 882.6 1100.8 2300.0

Equipment
Other 162.7 595.2 588.3 836.3 697.8 1345.3 2018.2 2452.6 3700.0

Source: Statistical Institute of Jmmaica.



TABLE A3.1: JAMAICA - BALANCE OF PAYMENTS, 1980-92
--------- (US$ million)

1980 1985 1986 1987 1988 1989 1990 1991 1992

EXPORTS, GIkNFS 1368.6 1174.6 1345.5 1576.3 1712.6 1941.4 2246.6 2187.6 2249.6
Goods (FOB) 962.7 568.5 590.8 709.2 883.0 1000.4 1157.5 1145.2 10S2.8
Non-Factor Services 405.9 606.1 754.7 867.1 829.6 941.0 1089.1 1042.4 1196.8

(of which tourism) 241.7 406.8 516.0 594.9 525.0 593.0 740.0 764.0 882.4

IMPORTS, G&NFS 1367.9 1395.2 1233.7 1504.5 1779.2 2291.1 2339.7 2163.1 2110.3
Goods (CIF) 1159.6 1131.9 962.1 1226.6 1437.9 1864.4 1933.8 1790.9 1684.4
Non-Factor Services 208.3 263.3 271.6 277.9 341.3 426.7 405.9 372.2 425.9

RESOURCE BALANCE 0.7 -220.6 111.8 71.8 -66.6 -349.7 -93.1 24.5 139.3

NET FACTOR'INCOME -229.0 -296.3 -315.5 -384.6 -407.8 -434.9 -509.8 -489.0 -362.1
Receipts 63.0 91.5 66.9 57.9 S9.1 67.6 78.1 74.0 69.4
Payments 292.0 387.8 382.4 442.5 466.9 502.5 587.9 563.0 431.5

NET PRIVATE TRANSFERS 81.8 153.2 111.6 117.2 436.5 299.5 159.0 160.7 248.2
Receipts 120.7 191.4 141.3 139.2 461.0 327.6 187.8 190.7 285.2
Payments 38.9 38.2 29.7 22.0 24.5 20.1 , 28.8 30.0 37.0

CURRENT ACCOUNT BALANCE

Before Official Grants -146.5 -363.7 -92.1 -195.6 -37.9 -485.1 -443.9 -303.8 25.4
Official Grants 9.0 68.0 36.5 59.9 92.9 193.8 123.4 113.0 91.;
After Official Grants -137.5 -295.7 -55.6 -135.7 55.0 -291.3 -320.5 -190.9 117.0

LONG-TERM CAPITAL INFLOW 279.0 280.5 -35.8 169.3 4.4 22.1 -2.0 114.1 67.0
Direct Investment 27.6 -9.0 -4.6 53.5 -12.0 57.1 137.9 68.4 101.3
Net Lonq-Term Borrowing (DRS) 251.4 289.5 -31.2 115.8 16.4 -35.0 -139.9 45.7 -34.C

Disbursements 352.7 450.3 231.3 356.7 319.7 291.2 263.5 431.6 308.0
Amortization 101.3 160.8 262.5 240.9 303.3 326.2 403.4 385.9 342 I

OITHER CAPITAL, N.I.!. -220.6 -61.5 23.6 196.4 83.8 98.8 415.2 22.7 51.8

CZHANGE IN RESERVES (--increase) 79.1 76.7 67.8 -230.0 -143.2 170.4 -92.7 54.0 -235.0
Net IMP -19.0 -10.5 -90.0 -99.8 -160.6 -85.9 -55.7 31.4 -71.0
Other Change in reserves 98.1 87.2 157.8 -130.2 17.4 256.3 -37.0 22.6 -164.0

Source- Bank of Jamaica.
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TABLE A3.2: JAMAICA - EXPORTS, F.O.B.. 1980-93
--------- (USS million)

Jan. -Ap:
1S80 1985 1986 1987 1988 1989 1990 1991 .992 1993

TOTAL 962.7 568.5 590.8 709.2 883.0 1000.4 1157.5 1145.2 1052.8 377.6

O/V Noe-Exports 22.0 33.5 23.7 16.9 21.9 35.2 34.8 93.3 21.8 5.6

MERCPAIDISE EXPORTS . 940.7 535.0 567.1 692.3 861.1 965.2 1122.7 10S1.S 1031.0 372.0

MAJOR TRADITIOINL EXPORTS 800.6 343.6 367.0 429.6 574.3 673.0 852.6 78C.4 691.9 239.7
Bhuxite 198.4 77.S 90.1 112.5 111.8 112.0 103.1 112.9 8)8. 26.9
Alumina 537.3 212.2 205.4 224.0 354.9 474.9 625.3 543.0 471.1 1S2.6
Sugar 54.4 49.8 62.2 74.1 91.9 67.8 85.8 87.4 82.5 48.9
Bananas 10.5 4.2 9.2 19.1 15.7 19.3 38.4 45.1 39.5 11.3

OTR TRADITIOWUL EXPORTS 25.5 30.3 30.8 30.1 34.2 33.2 48.2 40.9 51.8 19.6
Citrus 2.4 1.6 2.6 2.7 4.6 2.5 9.0 4.5 8.1 3.8
Cocoa 4.4 4.5 S.3 2.6 1.0 0.2 6.4 4.8 4.9 1.2
Coffee 5.3 7.5 6.7 8.4 9.2 9.5 9.S 12.1 16.4 7.2
Pimento 3S. 6.7 5.4 5.0 5.1 4.6 5.7 3 . S 3.7 0.9
Run 9.6 8.9 10.1 10.7 13.7 1.3. 17.2 15.4 13.0 6.2

ypaum - 1.1 0.6 0.7 0.6 0.3 0.4 0.6 0.7 0.3

1Oi-TRADrTIONRL 114.6 161.1 169.4 232.6 252.6 259.0 221.9 222.6 297 3 112.7
O.w.: Clothing 6.5 36.0 52.5 102.6 105.9 111.1 83.0 86.2 152.5 65.6

Source: Statistical Institute of Jamaica.
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TABLE A3.3: JAMAICA - EXPORTS, VALUE, VOLWE AND PRICE, 1980-1993
...........

UNIT 1980 i935 19 6 " 19198 1989 1990 1991 1992Jn 

BAUXITE
Value USS MILLION 193.4 77.5 90.1 112.5 111.8 111.0 103.1 112.9 38.3 26.9
Volung MILLION MT 6.1 2.3 2.9 3.7 3.5 4.2 3.9 4.3 4.1 1.3
Unit Value USS/KT 32.8 33.3 30.7 30.4 31.9 26.4 26.4 26.3 21.7 20.7

ALUMINA
Valu USS MILLION 537.3 212.2 205.4 224.0 354.9 474.9 625.3 543.0 *71.1 152.6
Votun MILLION MT 2.4 1.6 1.6 1.6 1.6 2.1 2.9 3.0 2.9 0.9
Unit Value US3/KT 227.7 131.0 130.0 140.0 221.8 226.1 215.6 181.0 162.4 169.6

Value USS MILLION 54.4 49.8 62.2 74.1 91.9 67.8 85.8 87.4 82.5 ".9
Volum THWSaS MT 131.8 152.0 143.3 135.7 152.7 132.0 146.4 152.3 139.3 77.0
Unit Value 135/M4T 412.7 327.6 434.3 545.9 601.8 513.6 556.1 573.9 592.2 635.1

UM- U
Value U# MILLION 10.5 4.2 9.2 19.1 15.7 19.3 38.4 45.1 39.5 1t.3
Votui TNOJSAIt IT 33.1 13.0 20.3 M3.3 27.4 46.9 53.0 73.5 70.9 22.0
UnIt Value U/MNT 317.2 320.5 452.2 572.7 573.0 411.5 662.1 613.6 557.1 513.6

OTHER WORTS
Value USS MILLION 162.1 224.9 223.8 279.6 308.7 327.4 304.9 356.8 370.9 137.9

TOTAL EXPORTS
(Value) USS MILLION 962.7 568.5 590.8 709.2 883.0 ¶00.4 1157.5 1145.2 1052.8 377.6

.,...................... ................................................. .... ...... ...................... ............................. ...... ... ........--...-------

Source, Bank of JaIcae and Statlatieal Institute of Jaifcs.
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TABLE A3.4: JAMAZCA - IMPORTS BY END-USL. 1980-93
--------- (US$ million)

Jan-April
1980 1985 1980 1987 1900 1909 1990 1931 1992 1913

CONSUM GOODS 131.2 15S.2 193.9 234.7 256.9 390.5 353.1 251.9 288.7 123.6
_- - - -- - - ---- ______ ___ ___ -____- -- - -- - -- - -- - ----- _ _ __ 

Food 72.3 82.1 97.7 94.7 124.5 160.0 131.3 90.9 103.9 47.7
fon-Durables 31.0 40.3 66.6 97.0 105.2 142.2 143.8 52.0 104.9 52.9
Durable. 27.1 35.2 34.7 43.0 57.2 08.3 7S.0 78.2 79.9 29.0

FUBLS 446.5 367.8 195.4 235.1 192.1 273.2 400.7 325.3 269.6 92.3

OTRER XRAW MATERIALS 394.6 335.1 329.7 417.6 512.2 643.0 5S5.9 053.5 *33.1 264.2

CAPITAL 0O000 197.7 202.5 243.5 346.9 450.2 565.3 602.7 397.9 201.4 100.9

Construction Materials 47.0 56.1 56.3 79.8 138.1 161.6 104.3 92.9 68.7 24.7
Transport Equipment 34.6 55.2 39.1 61.0 117.6 102.2 164.4 161.7 79.9 42.2
Other Capital Goods 116.1 171.2 140.1 206.1 202.5 301.5 334.0 143.3 132.8 42.0

SOP ADJUSTMSNS -10.4 -11.7 -5.4 -7.7 -11.5 -8.4 -8.6 -37.7 -8.4 0.0

M2CRO1ISER INPORTS 115S.6 1131.9 962.1 1226.6 1437.9 1064.4 1933.8 1790.9 1654.4 595.0

Source: Statistical Inatitute of Jamica.
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TABLE A3.5: JMUC3L - DIRWCTION OF TRADE. 1980-92
--------- fVS$ million)

1980 1985 1986 1967 1988 1989 1990 1991 1992

BPORTS

United States 358.4 109.1 200.2 262.0 317.3 259.8 339.1 342.0 336.3

United Kangdo, 186.0 95.2 111.3 124.3 162.3 154.9 174.0 186.1 180.2

CARI0 countries 57.0 40.6 42.3 45.6 59.2 67.S 71.0 62.8 60.0

Canada 37.5 93.0 9S.4 97.0 135.4 135.5 129.2 119.3 119.8

Norw-y 104.4 13.3 17.0 21.5 8.7 45.4 131.1 87.7 113.7

Latin America 15.1 3.1 2.9 6.3 4.5 15.6 19.9 19.7 8.9

EBC Countries 9.0 42.5 41.0 85.3 89.5 145.1 166.8 173.4 65.6

Otber 195.3 91.6 C0.2 66.7 106.1 176.4 126.4 154.2 168.3

TOTAL JAJBICa 962.7 568.5 590.8 709.2 883.0 1000.4 1157.5 1145.2 1052.8

IMPORTS

United states 369.8 481.5 487.5 588.0 696.0 913.8 948.8 934.3 832.7

United Xngdom 78.9 59.7 65.8 84.7 99.3 115.4 102.6 102.0 84.3

CARICoK Countrie- 85.1 43.0 68.3 59.0 S6.1 90.6 87.7 67.6 65.9

Canada 70.2 41.6 51.4 19.2 105.5 106.2 120.9 76.0 69.7

Latin America 199.7 211.9 136.5 146.3 150.4 195.2 280.5 180.5 212.0

8BC Countries 54.5 53.9 50.6 68.0 120.9 114.8 95.7 144.1 164.5

Otber 301.4 240.2 102.0 211.3 209.7 328.2 297.6 286.4 255.3

TOTAL JAM.ICA 21S9.6 1131.9 962.1 1226.6 1437.9 1864.4 1933.8 1790.9 1684.4

Source: Statistical Institute of Jamaica.



TAW A)3.#$ .l_ICa - CMAI4 UP AM DWFS13, 1904-92
_--_------ 1134 millIon)

Jan. -Aprilloss 1967 lss 1359 19o 1991 1992 1993
CA3ICl 70mbL CARan tOTAL CAUC.Z TOTAL CAaCN TOTAL CUAeR TOTAL aAICON OTAL CARICoN TOTAL CAZcoL4 TOrAL

TOTAL EWoRm 42.3 S90.0 45.4 703.2 S9.2 183.5 67.1 394.S 71.0 3257.5 63.1 1150.7 40.0 1052.1 10.1 377.4Pead 0.16 130.1 8.0 1S1.2 10.7 171.4 11.S 144.5 12.7 192.0 15.5 204.7 11.1 209.4 4.4 93.7Ievezsggo an Tobaco 4.7 29.3 S.1 23.4 S.9 3l.f 5.0 3S.S 4.0 36.9 4.6 32.9 4.3 353. 1.1 12.1
CVzd _Cter1lo. 0.4 301.1 0.4 343.4 .5 472.0 0.4 593.5 1.7 734.5 0.5 442.2 0. 5S66.7 0.2 .02.2
hhLa.wal til1 3.3 15.0 2.7 14.1 .7 1I. 7. 14. 0.7 14.: 4.0 11.6 4.1 10.1 1.4 3.0Olmicala 11. 10. 13.1 21.3 i4.5 20.7 16.3 24.S 17.5 24.4 14.4 22.5 14.S 25.3 4.4 7.4Manfactured Goods 12.5 73.9 13.5 123.8 15.1 142.0 23.8 150.1 21.9 119.* 20.2 125.3 17.5 135.0 3.2 4.9
NM&AJwr -d ?ZUpt 

5
9'p 1.5 15.4 1.1 1S.7 2.0 19.8 3.2 32.1 3.7 30.4 3.0 30.3 3.7 20.3 1.0 4.5

obor 95oAts 0.0 6.1 0.2 0.3 0.0 0e0 0.0 0.0 0.0 0.0 0.0 0.3 0.0 0.0 2.0 49.C

7.L DwOs 32.1 969.1 s9.0 1209.0 S.1 1449.4 68.5 1369.4 17.7 1942.3 C 7.C 1620.4 66.0 1692.0 24.7 595.0
OJt Tood 4.5 146.2 12.0 121.s 12.4 224.1 21.3 290.3 22.3 231.6 12.0 217.0 22.1 202.9 s.c 77.1Devuraga and Tobacco 0.9 9.6 2.2 11.1 C .1 1S.3 12.2 22.9 10.3 20.4 5.1 1S.0 2.0 11.0 1.2 4.6Cruds materials 0.1 30.3 0.3 30.3 0.5 4e.5 0.6 47.1 0.7 45.9 0.6 52.9 0.4 59.3 0.0 19.6

tinaral Va.1a 7.3 199.1 11.1 203.6 0.s 155.4 6.0 274.3 3.9 403.7 3.3 327.5 0.7 211.0 1.0 93.0
Ani>ml & Wag. Oil* and rate 1.5 10.4 2.0 15.5 2.3 15.5 4.1 15.9 4.4 17.9 4.2 14.2 1.6 11.1 1.0 4.0jaicals 4.0 107.7 4.2 119.2 10.4 164.3 15.3 219.9 17.7 225.3 14.5 227.4 1S.4 220.4 5.6 64.0Mommulacuzj God 5.1 252.0 10.7 362.6 15.2 452.5 23.4 5S4.7 24.0 474.2 23.0 473.9 19.7 493.5 7.4 146.1"Cb.Y a"d Tapoat Uq. 2.2 174.0 3.8 246.5 6.9 311.3 S.4 396.0 4.4 486.0 4.4 475.1 4.1 369.0 1.3 132.0Ot0r ProacLs 0.9 17.3 1.1 22.2 1.4 21.7 0.6 32.8 0.0 34.0 0.0 19.3 0.0 29.4 2.0 14.4

I urea Bank of Jamaic.



TABLE A3.7: JAMAICA - TERHS OF TRADE. 1983-1992 a/
---------- (Index 1932/83 * 100)

Unit Value Unit Value Term of
of Exports a/ of Imports Trade

1983 88.5 99.0 89.4
1964 92.0 107.4 *S.7
198S 77.4 109.4 70.7
1986 81.9 95.9 65.4
19S7 99.8 107.1 93.2
1988 110.1 109.3 100.7
1989 106.1 113.2 93.7
1990 11O.S 120.7 91.S
1991 101.4 115.2 86.0
1992 97.2 114.8 *4.7

*/ Excludes re-exports.

Source: IMF.
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TABLE A3.8: JAMAICA - EXCHANGE RATES, 1974-93
*--*------- (period averages)

Jamaica DoLlars Nominal Real
per U.S. dollar Effective Effective

------------------ Exchange Rate Exchange
Officiat market Index a/ Rate Index

............ 0.909.-- -- - -- - -- -- -- -- 204.. ........ 102.4.......... .--....----.----..
1974 0.909 204.4 102.4
1975 0.909 214.5 112.0
1976 0.909 198.8 111.8
1977 0.909 183.6 111.8
1978 1.413 126.1 96.0
1979 1.765 99.9 89.9
1980 1.781 100.0 100.0
1981 1.781 107.0 106.5
1982 1.781 113.7 110.5
1983 2.018 104.0 104.3
1984 4.055 61.5 72.9
1985 5.554 45.5 63.8
1986 5.476 44.4 68.5
1987 5.487 43.8 67.7
1988 5.490 44.3 68.2
1989 5.763 4 .3 73.1
1990 7.291 38.6 65.5
1991 12.716 26.3 59.0
1992 22.969 13.2 52.3

January 21.038 13.3 43.8
Febuary 23.351 13.1 46.2
March 27.267 12.1 44.5
April 24.616 11.2 43.0
May 22.990 12.7 50.0
June 22.302 13.3 52.7
July 22.168 13.3 53.7
August 22.173 13.3 54.3
September 22.181 13.5 55.6
October 22.175 13.8 56.6
November 22.177 14.2 57.7
December 22.185 14.3 57.9

1993 25.039 13.6 58.4
January 22.184 14.5 59.0
Febuary 22.186 14.7 59.7
March 22.185 14.7 60.5
April 22.185 14.6 59.8
may 22.185 14.8 60.7
June 23.673 14.7 61.6
July 24.576 13.7 58.7
August 25.839 13.1 57.9
September 26.886 12.6 57.3
October 27.839 12.3 57.1
November 29.475 11.8 55.4
December 31.250 11.2 53.4

~~~~.... . ........... ........................... .... ..... _ .. ... .... ..

a/ 1980-100; Increase In index represents appreciation of Jamaican dollar.

Source: Bank of Jamaica and IMF.
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TABLE A3.9: JAMAICA - NET INTERNATIONAL RESERVES, 1982-93
---------- ~~(US$ million)

March 31

1982 1983 1984 198S 1986 1987 1988 1989 1990 1991 1992 1993

TOTAL (NET) -442.8 -547.1 -866.2 -516.5 -535.2 -552.6 -407.1 -306.2 -403.7 -217.1 -238.1 -60.8

Assets 149.7 106.8 67.0 232.3 245.1 216.4 252.2 236.9 187.3 220.2 182.6 313.8Liabilities 592.5 653.9 933.2 748.8 780.3 769.0 659.3 543.1 591.0 437.3 420.7 374.6

BANK OF JAMAICA (NET) -465.7 -566.2 -867.1 -557.1 -578.5 -605.9 -464.7 -363.5 -474.0 -260.0 -250.5 -80.1

Gross Reserves 126.8 87.7 66.1 191.7 201.8 163.1 194.6 179.6 117.0 177.3 170.2 294.5
Holdings of SDRs . . . . . . 0.4 . . 0.2 .. 2.3Other Assets 126.8 87.7 66.1 191.7 201.5 163.1 194.2 179.6 117.0 177.1 170.2 292.2

LIABILITIES 592.5 653.9 933.2 748.8 780.3 769.0 659.3 543.1 S91.0 437.3 420.7 374.6

IMF 464.1 597.8 626.1 618.2 687.7 683.2 617.9 453.4 360.3 368.0 381.0 362.1Trinidakd and Tobago 55.0 ... .. ......
Foreign Bank of Venezuela 2.6 . . . . .. ..
Bank of Ecuador 5.0 .. ... ... ...
Bank of Cuina 1.3 1.3 1.3 .. 0.1 .. ...
Norway Conmultancy Fund 0.7 0.9 0.8 0.7 0.7 0.4 04 0.4 0.4 0.4' 0.4 0.4'Libya 50.0 50.0 50.0 42.0 42.0 36.0 28.0 20.0 12.0 4.0 1.0

CARICW4 Clearing Facility 10.9 2.4 15.3 4.6 0.0 .. 4.0 13.3 35.2 48.9 21.9Arrears, n.e.i.. .. 154.3 72.2 33.8 43.0 - 55.0 176.1National Coemgrcial Bank . . 1.2 .. ......
M4exico : . 25.0 9. 150 64 .0 .0.Marubeni 5.0 91 1. . . .
Austen Blades . . 6.0 .. ... ...
Bank of America .. 1.5 1.5 1.0 0.0 .. ...
CGS Miami . . 1.0 1.0 1.0 . . .
Security Pacific . . 1.5 . . ... ...

VEMILUB . . 44.0 .. ...

CDP . . . . . . .. 7.0 7.0 5.0

OTHER PUBLIC SECTOR 23.0 18.9 0.9 40.6 43.3 53.3 57.6 57.3 70.3 42.9 12.4 19.3

Consolidated Pund Gen. Acct. 0.3 0.6 -3.9 -4.5 2.0 0.3 . 0.5 0.5 . 0.6 0.4Sinking Funds 9.4 9.9 0.7 5.4 . .. ..Depositiw in New York 1.9 1.6 1.3 3.4 4.3 2.0 4.9 0.4 0.9 0.4 0.1 0.4Banana Industry Fund 0.5 0.8 0.6 0.3 1.3 0.6 0.7 0.7 0.6 0.3 0.2 0.6Capital Development Fund 0.4 0.2 0.2 0.2 0.1 0.7 0.2 0.6 1.0 o.2 0.3 0.3Sugar industry Authority Fund 0.1 .. ... . .. .Export Development Fund 10.4 5.8 2.0 35.8 35.0 49.1 51.6 55.1 67.3 42.0 11.2 17.4

1438R1AMDU4 ITEM:
alanige in NIR, Dank of Jamaica,

Met of Valuation Adjustment a 122.0 306.0 -265.7 -61.9 -SS.4 -189.7 -71.6 111.9 -110.3 -42.4 -170.4
a/ The concept for change in MIR as monitored under Fund program.

Sources Bank of Jamaica and DMP.



TABLE A4.1: JAMAICA - EXTERNAL DEBT, 1980-92
--...-. (US$ milioon)

1980 1965 1986 1987 198B 1989 1990 1991 1992
--. --. .. .----..---...-......---...................... .......... ............... .I........ .............. ........ ................ .. ....

DISUMSERENTS
Publfc & Pubtlely Gumr. LT 327.7 440.3 224.1 352.7 319.7 291.2 263.5 431.6 275.0
1. Offical Creditore 306.7 347.6 141.8 230.9 248.7 219.1 224.9 419.2 273.0

a. Multilateral 92.7 126.3 70.0 138.1 93.7 113.3 102.1 133.6 123.0
of which IDA 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
of hich IBRD 55.3 75.2 23.0 64.2 54.8 51.8 35.3 42.8 27.0

b. Bltateral 214.0- 221.3 71.8 92.8 155.0 105.8 122.8 285.6 150.0
2. Private Creditors 21.0 92.7 82.3 121.8 71.0 72.1 38.6 12.4 2.0

a. Bonds 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
b. Coaiercial Banks 3.7 11.2 0.0 0.0 0.0 0.0 0.0 6.4 0.0
c. Other Private 17.3 81.5 82.3 121.8 71.0 72.1 38.6 6.0 2.0

Private Non-Guaranteed LT 25.0 10.0 7.2 4.0 0.0 0.0 0.0 0.0 6.0
(.A TotaL LT Disburs monts 352.7 450.3 231.3 356.7 319.7 291.2 263.5 431.6 281.0

1INF Purchases 0.0 51.8 31.2 125.6 58.7 81.8 55.8 119.1 59.0
Net Short-Term Capital .. .. .. . .. ..

Total DisbursJnmnts 352.7 502.1 262.5. 482.3 378.4 373.0 319.3 550.7 340.0

REPAYMEbTS a/
Pubtic & Pubtlicly umr. LT 91.3 147.0 253.0 230.9 250.2 223.3 300.1 376.9 395.0

1. Official Creditors 36.4 98.1 158.6. 150.7 163.9 155.7 204.9 306.7 332.0
a. Multilateral 10.2 27.8 40.6 62.3 74.9 82.1 101.8 130.2 157.0

of Aidch IDA 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
of which IBRD 5.6 18.3 30.0 41.6 52.6 53.8 61.8 62.0 78.0

b. Bilateral 26.2 71.0 118.0 88.4 89.0 73.6 103.1 176.5 175.0
2. Private Creditors 54.9 48.2 94.4 80.2 86.3 67.6 95.2 70.2 63.0

a. Bonds 8.6 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0
b. Comeercial Banks 15.6 5.0 10.0 10.7 10.9 10.1 1.1 2.0 24.0
e. Other Private 30.7 43.2 84.3 69.5 75.4 57.5 94.1 68.2 39.0

Private Non-Guranteed LT 10.0 13.8 9.5 10.0 7.1 8.9 8.3 5.8 6.0
Adjust.-Principsl not Paid 0.0 0.0 0.0 0.0 46.0 94.0 95.0 3.2 247.0
Adj.mt.-Arrers RedVPrepey(-) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total LT Repsyuents DUE 101.3 160.8 262.5 240.9 303.3 326.2 403.4 385.9 646.0
Total LT Repay mts PAID 101.3 160.8 262.5 240.9 257.3 232.2 308.4 382.7 401.0
INF Repurchases 19.0 62.3 121.2 225.4 219.3 167.7 111.5 87.7 78.0
rotal LT RepeY DUE, fncl. IMF 120.3 223.1 383.7 466.3 522.6 493.9 514.9 473.6 726.0
Total LT Reqpy PAID, 1ncl.INF 1ZO.3 223.1 383.7 466.3 476.6 399.9 419.9 470.4 479.0

a/ Creditor breekdow expressed on cash basis (^mot paid).

Sore: IBM Debt Reportfng Syst_, October 1993.



TABLE A4.1: JAJAICA - EXTERNAL DEBT, 1980-92 (con't)
......... (US witlion)

1960 1985 1966 197 1968 1969 1990 1991 1992

NET FLOWS
Pubtle Pubtlicty Sur. LT 236.4 293.3 -2$.9 121.8 69.5 67.9 -36.6 54.7 -120.01. Officifl Creditors 270.3 248.8 -16.8 80.2 84.8 63.4 20.0 112.5 -59.0a. ultitlateral 82.5 98.5 29.4 75.8 18.8 31.2 0.3 3.4 -34.0of wuich IDA 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0of which IBRD 49.7 56.9 -7.0 22.6 2.2 -2.0 -26.5 -19.2 -51.0b. litateral 187.8 150.3 -46.2 4.4 66.0 32.2 19.7 109.1 -25.02. Private Creditors -33.9 4.5 -12.1 41.6 -15.3 4.5 -56.6 -57.8 -61.0a. Bonds -8.6 0.0 -0.1 0.0 0.0 0.0 0.0 0.0 0.0b. Coerciel Banls -11.9 6.2 -10.0 -10.7 -10.9 -10.1 -1.1 4.4 -24.0LA c. Other Private -13.4 38.3 -2.0 5Z.3 -4.4 14.6 -55.5 -62.2 -37.0Private Non-Guaranteed LT 15.0 -3.8 -2.3 -6.0 -7.1 -8.9 -8.3 -5.8 0.0Total LT Disbursna nts 251.4 289.5 -31.2 115.8 62.4 59.0 -44.9 48.9 -120.0INF -19.0 -10.5 -90.0 -99.8 -160.6 -85.9 -55.7 31.4 -19.0Net Short-Tern Capitalp 32 29 .. 1 .. .. . .. - .ET FLCOW - PAID 232.4 279.0 -121.2 16:0 -9J. -26.9 -100.6 803 -139.0NET FLOWS- DUE 232.4 279.0 -121.2 16.0 -52.2 67.1 -5.6 83.5 108.0
...................................................................................................................

_._....



TABLE A4.1: JAICA - EXTERNAL DEBT, 1980-92 (can't)
-..... CUS ofIltlion)

1980 198 1986 1967 196 1969 1990 1991 1992

lIlTERST a/
PubItc & PublIcly Bimr. LT 114.2 207.0 220.6 200.1 186.5 169.2 224.4 189.5 165.0

1. Officiat Creditors 45.0 118.6 147.9 140.7 141.1 120.6 173.7 159.2 148.0
a. Nulttlfteral 16.2 45.9 63.8 62.7 84.9 79.2 86.2 91.9 93.0

of hifch IDA 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
of which IBRD 12.7 33.5 48.0 56.2 61.4 55.2 58.4 58.5 59.0

b. If Later( 28.8 72.7 84.1 56.0 56.2 41.4 87.5 67.3 55.0

2. Private Creditors 69.2 68.4 72.7 59.4 45.7 48.6 50.7 30.3 17.0
a. bond 1.1 0.0 0 0 0.0 0.0 0.0 0.0 0.0 0.0
b. Caariol 5.ns 54.5 68.3 51.0 47.8 31.5 34.0 35.5 19.8 14.0
C. Other PrIvate 12.9 20.1 21.7 11.6 14.2 14.6 15.2 10.5 3.0

Private Non-Otronteed LT 6.8 4.7 4.2 4.s 3.8 3.2 2.5 2.7 2.0
AdJust.-interest Not Paid 0.0 0.0 0.0 0.0 35.0 66.0 15.0 36.0 14.O
AdJust.-Arree rt edtfnC) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total LT Intest OUE 121.0 211.7 224.8 204.6 225.6 238.4 241.9 228.2 313.0
Total LT Intest PAID 121.0 211.7 224.8 204.6 190.6 172.4 226.9 192.2 167.0
INF Service Charge 23.0 55.0 52.6 62.4 41.5 37.1 33.9 23.5 29.0

0% Interest on ST Debt 14.0 21.6 14.0 14.0 17.0 20.0 24.0 16.9 15.0
Total Interest ME 158.0 288.3 291.4 281.0 284.1 295.5 299.8 268.6 357.0
Total Interst PAID 156.0 288.3 291.4 281.0 249.1 229.5 284.8 232.6 211.0

DEW OUTSISTING & DISO. (IDC)
Pubtlic PuMcley Guar. LT 1421.2 3122.2 3261.4 3728.6 3710.6 3726.7 3873.5 3750.8 3596.0

1. OfffeIlf Creditors 911.0 2482.4 2619.6 3035.7 3049.6 3090.2 3316.0 3270.8 3167.0
a. MultfIlteral 285.0 750.0 905.9 1158.5 1092.7 1101.6 1175.8 1192.1 1130.0

of which IDA 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
of whilch IMD 176.4 4T.9 572.5 734.9 671.2 649.7 671.9 664.1 594.0

b. Bilateral 626.0 1732.4 1713.7 1587.2 1957.1 1968.6 2140.2 2078.7 2037.0

2. PrIvate Crrdftors 510.2 639.8 64.8 692.9 660.8 636.5 557.5 480.0 429.0
a. Bonds 18.7 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
b. Co mrciat anks 384.0 395.6 387.1 377.6 357.6 32z2.5 297.6 286.5 Z63.0
c. Other PrIvate 107.5 244.1 254.7 315.3 303.2 314.0 259.9 193.5 166.0

Private Ion-Susranted LT 75.0 66.2 63.9 58.0 50.9 42.0 33.6 27.0 28.0
Total LT DOD 1496.2 3188.4 3325.3 3736.6 3761.5 3768.7 3907.1 377.8 3624.0
Use of INF Credit 309.3 693.2 678.2 678.5 482.8 383.4 356.7 391.4 357.0
short-Tem 96.0 186.6 183.6 231.2 268.1 384.5 334.4 285.8 323.0
Total External Debt 1903.5 4068.2 4187.1 496.3 4532.4 4536.6 4596.2 455.0 4304.0

.. ................... . ...... .... .......................................... ....................

a/ Stock of debt expresse on cah besis. Principal arre included, Inteet arres not included.

Soeet IMD Debt Reporting Sst_, October 1993.



TABLE A4.2: JANAICA - EXTERNAL PUBLIC DEBT, 1980-9Z
------ C .JS itllion)

......................................... ........................................................................................ _ .___.....__. ... .__.... 

1960 1965 19J6 1967 1966 1909 1990 1991 1992

.......... .................... ___,_____.__,,____._____..........................................................................__..__......

NEDIU AhD L04C TERM DEBT1 a/ 105.5 3681.6 4003.5 4465.1 4244.3 4152.1 4263.5 4169.2 3981.0
__ .._ _ ................. __.__.............._

kultilateral 594.3 1443.2 1584.1 1837.0 157S.5 1485.0 1532.5 1583.5 1487.0

1BM 176.4 467.9 57Z.5 734.9 671.2 649.7 671.9 664.1 594.0
NF N 309.3 693.2 673.2 678.5 482.3 383.4 356.7 391.4 357.0

#.A
liateral 626.0 1732.4 1713.7 187.2 1957.1 1988.6 2140.2 2078.7 2037.0

CoinmeriaL gut 384.0 395.6 387.1 X77.6 357.6 322.5 297.6 216.5 263.0
... ___..___......

Others 201.2 310.4 318.6 373.3 354.1 356.0 293.5 220.5 194.0
______.___

MEBT SERVICE (NLT) *J 264.3 489.8 661.1 733.3 739.7 769.4 790.7 725.3 1065.0
___.__.___________.... .. __. ...... ...... ------ ..... , .. __. .... _ ---- ...... _

Interest (due) 14.0 266.7 277.4 267.0 267.1 275.5 275.8 251.7 342.0
Amortization (due) 120.3 223.1 383.7 466.3 S22.6 493.9 514.9 473.6 726.0

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

DE3T/CDP al 67.4 192.4 157.8 147.3 119.9 102.1 100.4 114.5 125.2
DET SERVICE/EXPOITS *I bl 17.0 33.6 42.6 41.3 35.4 32.9 31.5 29.6 41.0
INTEREST/EXPORTS a/ b/ 9.3 16.3 17.9 15.1 12.0 11.8 11.0 10.3 13.1

.... ~~~~... I ... i..i.d... __,.,_" ........... __.__............................... .... -------------------- ------------------
*1 Nedit & Long Term inluding IN?.
4 Expots of goods, servfces and private transfers.

Source: TabLe 4.1 of Statistical Appendix.



'TABLE A5.1: JAMAICA - SIfIM OPERATIOS 0f THE COSOLIDATED GENERAL GOVERURENT. 1981/18 - 9V/93

... .. ,........................ ............................ _. ................... ...................................... -

Prel.
1981/82 195/86 1986/87 1987/88 1988/89 1989/90 1990/91 1991/9Z 1992

(3$ ofltion)

r;EVuEI 1799.6 3441.Z 4716.2 5797.9 6349.9 8037.0 1046.6 15919.0 25496.7
Tax R-vawa - 1157.6 2716.9 3756.2 4323.6 4979.1 6363.7 7922.2 11479.4 19050.2auxf to Low 415.3 244.3 458.7 334.8 390.1 367.6 606.5 1245.8 1622.9Other 226.7 480.0 499.3 1139.5 960.7 1305.7 1917.9 3193.3 4823.6

EXPEWDITtRE 2474.4 4028.6 4072.6 6060.8 7556.3 8435.7 9865.6 14376.8 22318.2
....-- --.. ... .... ...... ---- .. ... . . ..... ---- ...... ---- ......

Current 1688.0 3214.3 3671.3 4178.5 5403.9 6407.4 7816.6 11125.3 17171.9Captatl wd not te3dIn 11 716.4 813.8 1201.3 1862.3 2152.4 2028.3 2049.0 3251.5 5146.3
CRIETm ACCOWT BALANCE 111.6 226.4 1044.9 1619.4 946.0 1629.6 2630.0 4793.7 8324.8

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

OVERALL ALANCE -674.8 .587.4 -156.4 -262.9 -1206.4 -398.7 581.0 1542.2 3178.5

FINAICING 674.8 587.4 156.4 262.9 1206.4 396.7 -581.0 -1542.2 -3178.5
.. ..... . .... ---- ....... ---- ---- ..... ---- --- ---

Grants . 25.0 123.7 130.0 440.0 322.8 356.6 714.3 943.2
Not Externat Finfnicng 503.6 636.7 -111.1 387.0 693.1 36z.6 382.0 1430.0 -562.300 Uet Dneetic Flnancina 171.2 -74.3 118.8 -S82.1 -118.7 -954.0 -19585 4388.0 -3559.6

lanking systeo 180.7 -180.1 -30.5 -1294.6 -631.5 -738.7 -967.3 -2966.2 -2142.7Other -9.5 105.8 149.3 712.5 512.8 -215.3 -971.2 -1421.8 -1416.9

(p ernt of GDP)

REVEUE 31.4 27.5 32.6 35.6 31.3 32.4 31.4 31.8 34.5.. .. ..... ----- ----- .....
Tax Revien 20.2 21.7 26.0 26.5 24.5 25.7 23.8 22.9 25.7
Bauxite Levy 7.2 2.0 3.2 2.1 1.9 1.5 1.8 2.5 2.2other 4.0 3.8 3.5 7.0 4.8 5.3 5.6 6.4 6.5

EXPENDITURE 43.1 32.2 33.7 37.2 37.2 34.1 29.7 28.7 30.2…..... ..... … ---- …... -.. ----- ----- ----- .... _
Current 29.4 25.7 25.4 25.6 26.6 25.9 23.5 22.2 23.2Capital *nd n t lendino 1/ 13.7 6.5 6.3 11.5 10.6 8.2 6.2 6.5 7.0

CRIENT ACCOLT BALANCE 1.9 1.8 7.2 9.9 4.7 6.6 7.9 9.6 11.2....................... ..... ..... ..... ..... ..... .....

OVERALL BALANCE -11.8 -4.7 -1.1 -1.6 -5.9 -1.6 1.7 3.1 4.3
........ ....... . .. _ ....... ..... ...... . ..... ....... ..... ....... ---- . ........ ......

FINANCING 11.6 4.7 1.1 1.6 5.9 1.6 -1.7 -3.1 -4.3__ _. _._ ... ~~~~~~~~~~~~~~~~~~..... ... , ,... -----.. ..... . .. ..... .

Giant. 0.0 o.2 0.9 0.8 2.2 1.3 1.1 1.4 1.3
Met External Finnnicno 88 5.1 -0.8 2.4 3.4 1.5 1.1 2.9 -0.8
Net Drastic Financing 3.0 -0.6 0.J -3.6 -0.6 -3.9 -5.9 -8.8 -4.8

Bonking syste 3.2 -1.4 -0.2 -7.9 -3.1 -3.0 -3.0 -5.9 -2.9Odthr -0.2 0.6 1.0 4.4 2.5 -0.9 -2.9 -2.8 -1.9.~~~... ..... .......... ....... ..............................

1/ Ineluda. divestment procdes.

wUsrcez Ministry of Finmnce.



TABLE AS.2g JA2 C - CITRAL OOV 8RI41T OPERATIONS, 1980/01 - 92/S3

1990/01 1985/66 1916/07 1987/68 1901/19 19S9/90 1990/91 1991/92 1992/93

(J$ million)

CtWtRENT REVOI 1181.1 3143.0 4361.0 4861.6 5592.7 7121.2 9094.0 13507.2 21836.2

Tax Revenue 880.9 2716.9 3755.2 4323.6 4979.1 6365.5 7921.9 11479.4 19050.5

Ron-Tax revenue 70.2 145.6 139.3 203.2 223.5 386.1 565.6 782.0 1212.8
bauxite levy 230.0 - 280.5 463.5 334.6 390.1 367.6 606.5 1245.8 1622.9

CRREWr EXPUIDITUR 1550.3 3253.0 3755.3 4189.3 5136.0 6137.0 7470.0 1063S.9 16321.0

CWRt=T ACCOUNT BALAC -369.2 -110.0 605.7 672.3 456.7 984.2 1624.0 2868.3 5565.2

CAPITAL. REVUNUE 10.6 7.7 25.0 49S5.3 248.4 501.2 687.9 1199.6 726.2

I
CAPITAL EXPENDITURE 471.8 681.0 964.6 1319.6 1719.6 1532.6 1371.8 2379.4 4059.8

OVERALL BALXNCE -830.4 -783.3 -333.9 -151.4 -1014.5 -47.2 940.1 1688.5 2231.6

'0 -670.5 -46.1 977.2 2052.6 1174.6
FINANCING (NET) 830.4 783.3 333.9 151.4 1014.5 47.2 -940.1 -1688.5 -2231.6
______.___…____ ----- ----- ----- ----- ----- ----- ------ ------ ------

lxternal (Net) 219.6 636.7 -111.1 387.0 692.7 383.3 382.0 1430.0 -562.3

Grants - 123.7 130.0 154.1 440.0 322.8 356.6 714.3 943.2

Domatic (Net) 610.8 22.9 315.0 -389.7 -118.2 -658.9 -1678.7 -3832.8 -2612.5

(percent of GDP)

CURRnW REVIEU 24.1 25.2 30.2 29.8 27.5 28:7 27.4 27.0 29.6

Tax Revenue 18.0 21.7 26.0 26.5 24.5 25.7 23.8 22.9 25.7

Woo-Tax revenue 1.4 1.2 1.0 1.2 1.1 1.6 1.7 1.6 1.6

Bauxite levy 4.7 2.2 3.2 2.1 1.9 1.5 1.6 2.5 2.2

CURRNT EIPnDITIUR 31.6 26.0 26.0 25.7 25.3 24.8 22.5 21.2 22.1

CURRANT ACCOUf BALANCE -7.5 -0.9 4.2 4.1 2.2 4.0 4.9 5.7 7.5

CAPITAL RBVIw 0.2 0.1 0.2 3.0 1.2 2.0 2.1 2.4 1.0

CAPITAL UPEUITtDlR 9.6 5.4 C.7 8.1 8.5 6.2 * 4.1 4.7 5.5

OVBRALL BALANC -16.9 -6.3 -2.3 -0.9 -5.0 -0.2 2.8 3.4 3.0

FIrWCI (NET) 16.9 6.3 2.3 0.9 5.0 0.2 -2.6 -3.4 -3.0

xternal (Net) 4.5 5.1 -0.o 2 4 3.4 1.S 1.1 2.9 -0.8
rant - I ( 0.) . S 2.2 1.3 1.1 1.4 1.3

Domestic fet) 12.5 0.2 3.2 -2.4 -0.6 -2.7 -5.0 -7.6 -3.5

ourze e Ministry of Financ, and IMF.



TABL AS.3: JAMAICA - CENTRAL _OWT REVEME, 1980/81 - 92143

Prel.
1980/61 1985186 196i6/69 7/88 198/89 1969r90 1990(91 191/92 199V/93

(JS llion)

TOTAL REVEWIE 1191.7 3150.7 4366.0 5357.S SJ41.1 7622.4 9781.9 14706.8 22612.4
..... ............. .... ...... ......... ...... ........... ...... ...... ---- ...... ......

CLOUEWT RIVEIRE 1181.1 3143.0 4361.0 461.6 5592.7 7121.2 9094.0 13507.2 21J86.2~~~~~~~~~~~~~.,,,........ ...... .... ---- ---- ...... --- ---...... ......... . . . .... ... ...

Tax Rev,ui 880.9 2716.9 37S8.2 4323.6 4979.1 6365.5 7921.9 11479.4 19050.5
...........

Taxs an income anx profits 412.2 1161.0 1549.0 1M7. 2138.2 2663.0 3707.4 4845.3 78a5.3TaXes an property 23.3 242. 33.6 63.5 59.0 70.5 67.1 69.2 87.7Taxes an procict ton *nd
TaxesanfntIO 396.7 r81.4 1367.9 1524.9 1590.0 2098.0 2486.4 389.7 6395.5Taxes an Intenn.tlonol
tad u r tansctioe 48.7 653.3 807.7 1013.1 1191.9 1534.0 1661.0 2675.2 4682.0

B mite Lay 230.0 280.5 463.5 334.8 390.1 367.6 606.5 1245.8 1622.9
....... ........ .

Man-Tax Current Re%uvje 70.2 145.6 139.3 203.2 223.5 388.1 565.6 782.0 1212.8~~~~~~.......................

CAPITAL REVEJUE 10.6 7.7 25.0 495.9 248.4 501.2 687.9 1199.6 726.2~~~~~~~~~~~~~~~.... ..... .. ...... .... .... .. .... . ..... .. ..... ....... ------ ------. ...----.--....

Divestmnt Proceds 0.0 0.0 25.0 328.0 96.0 323.7 319.5 350.0 0.0Other 10.6 7.7 0.0 167.9 152.4 177.5 368.4 849.6 726.2

(percent of GDP)
TOTAL REVEU 24.3 25.2 30.3 32.9 28.8 30.8 29.4 29.3 30.6

OCRRENT REVEORE 24.1 25.2 30.2 29.8 27.5 28.7 27.4 27.0 29.6
......... ............ ..

Tax Revunu 18.0 21.7 26.0 26.5 24.5 25.7 23.8 22.9 25.7
Taxes an Inca e and profits 8.4 9.3 10.7 10.6 10.5 10.8 11.2 9.7 10.7
Taxs on property 0.5 0.2 0.2 0.4 0.3 0.3 0.2 0.1 0.1Taxes an prct fan and

consa ttIon 8.1 7.0 9.5 9.4 7.8 8.5 7.5 7.8 8.6Taxes on International 
trad and transctions 1.0 5.2 5.6 6.2 S.9 6.2 5.0 5.3 6.3

BamIte Levy 4.7 2.2 3.2 2.1 1.9 1.5 1.8 2.5 2.2
............ ............ 

Nan-Tax Current Reverue 1.4 1.2 1.0 1.2 1.1 1.6 1.7 1.6 1.6
.................

tAPITAL WVEM 0.2 0.1 0.2 3.0 1.2 2.0 2.1 2.4 1.0
DIw Omnt Prseeods 0.0 0.0 0.2 2.0 0.5 1.3 1.0 0.7 0.0Oder 0.2 0.1 0.0 1.0 0.8 0.7 1.1 1.7 1.0

. .. . ..... .... .....................................
IIAce9 NInIstry of fluinwa



TABLE A5.4: JAMAJCA - CEWTRAL GOVERNMENT EXPENDITURE, 1980/81 - 92/93

.. . .... .... ...... ......... ... .... ,,,,,,,,,,,_,_,,,,,,_,,,,,__............................------------------------------------------------.-_-..-----------.... 
_ _ 

Prot.
198018 1985/86 1986/87 1987/8a 198a89 1989/90 1990/91 1991/92 1992/93

(JS sillion)

TOTAL EXPENDITURES 2022.1 3934.0 4719.9 5508.9 6855.6 7669.6 U41.8 13018.3 20380.8
............... ... ....... ....... ....... ........ . , ,, , ,,.......... ,,,, .,,,,. ,,, .......... ,,,..,........ . ....... ..- ___-.

CURRENT EXPENDITURES 1550.3 3253.0 3755.3 4189.3 5136.0 613T.0 7470.0 10638.9 16321.0
. .. ..... .............. _... ....... ....... ....... .... ..... . .... ._.. ---- ---- ---- -------. 

Wages and Satartes 1/ 683.2 1083.0 1260.0 1335.4 1501.5 1798.0 2100.0 3886.4 38B6.4

Interest 373.8 1300.0 1515.0 1612.0 1885.4 2344.6 2926.0 4140.6 6873.0

0/l: Foreign - 835.0 830.0 843.0 988.4 1448.0 17Z6.0 2073.0 3211.9

Other 1/ 493.3 870.0 980.3 1241.9 1749.1 1994.4 2444.0 2611.9 5561.6

CAPITAL EXPENDITURES 471.8 681.0 964.6 1319.6 1719.6 1532.6 1371.8 2379.4 4059.8

..........----- ............. __. _. _, ,,,,,,,,,,_.,......... ... .. .. ... .... ....... ....... ....... ..... .. ....... _

Fixed Investmnt 193.4 309.3 720.5 733.6 1120.5 1097.0 825.6 1475.3 3176.1

Pass-through- 90.2 42.6 156.5 176.5 42.7 58.0 0.0 0.0

Other 278.4 281.5 201.5 429.5 422.6 392.9 488.2 904.1 883.7

tpercent of GDP)

TOTAL EXPENDITURES 41.2 31.5 32.6 33.8 33.7 31.0 26.6 26.0 27.5

CUtRENT EXPEmDITURES 31.6 26.0 26.0 25.7 25.3 24.8 22.5 21.2 22.1

iJng nd Salaries 1/ 13.9 8.7 8.7 8.2 7.4 7.3 6.3 7.6 5.3

Interest 7.6 10.4 10.5 9.9 9.3 9.5 8.8 8.3 9.3

0/W: Foreign 0.0 6.7 5.7 5.2 4.9 5.8 5.2 4.1 4.3

other 1/ 10.1 7.0 6.8 7.6 8.6 8.1 7.4 5.2 7.5

CAPITAL EXPEUDIIUES 9.6 5.4 6.7 8.1 8.5 6.2 4.1 4.7 5.5
. ._...___.__ .__...

Fixed lestm_ nt 3.9 2.5 5.0 4.5 5.5 4.4 Z.5 2.9 4.3

Pas-throughs 0.0 0.7 0.3 1.0 0.9 0.2 0.2 0.0 0.0

Other 5.7 2.3 1.4 2.6 2.1 1.6 1.5 1.8 1.2

1/ Methodology revised for FY 1990/91-1992/93 - Wags end staries inctudes teachers astaries nd civit service

alloiances. For earlier years, they are included in mother goods and srvice.

Source: ministry of Finance.



TABLE AS.5: JAMAICA - 31 OF JANAICA LOSSES, 1984/85 9Z193
......-.-- CJS miLlion)

Prel.
194/8s 1906t/6 1966s7 1997/88 988/69 199a/9o 1990/91 1991/92 1992/93

~~~~~~~~~~~~,... ............. ........ ........................................... ............. ................... ..... ...... ......

IUCOE 29L.3 265.1 148.8 165.6 161.4 407.6 444.7 364.0 966.3
... ..... ..... ----- ..... ..... --- . -..-.

Local 218.0 180.9 116.1 151.1 143.6 363.4 433.8 289.4 840.8
Local registered stock .. .. 55.9 26.1 60.6 209.7 205.5 167.4 661.7
Treasury bills .. . 16.3 51.9 71.0 37.9 25.9

Interest current accounts . 60.2 125.0 33.0 50.5 54.2 15.2 57.7
Other .. .. 33.5 51.3 103.1 68.9 95.5

Foreign 76.3 84.2 32.7 14.5 17.8 4.2 10.9 74.6 125.5

EXPENSES 870.3 1123.0 970.8 1041.0 1251.6 1630.3 1923.1 2985.7 4919.7

% Yames wnd Khin. experses 46 69.1 99.9 108.5 86.3 107.4 153.0 250.7
I') Current e-p-n-s 9.3 .. 32.6 38.9 Z7.3 14.5 36.1 25.8 83.7

fDoestIc Inteet .. 255.7 316.5 411.9 70Z.8 921.T 1053.3 1339.6 2624.5
Foreign interest 517.6 694.9 552.0 490.0 406.6 407.5 569.6 1073.3 1400.4
Other a/ 323.4 126.3 0.6 0.3 6.4 200.3 156.7 394.0 560.4

BALANCE -576.0 -857.9 -822.0 -875.4 -1090.2 -1222.7 -1478.4 -2621.7 -3953.4

.... ,, ,......... ..... ......... ..... ......... ...... ............ ............. ... .... .. .... .................

a/ IncLides nction expenses, exchanges subides, interest arrers.

Source: Bank of Jmaica.



TABLE A6.1, JMAXCA -SUMMARY ACCOUNTS OF THE BANKING SYSTEM 1989-93

(is million)

... _.___...._._..__.________,.,_,,__,_,_____,___.__.____._.____.____._._.._._._.__._.._.__._.___.__._________

MARCH 31
, . . _ _ . _ _ _ _------- - --- - - --- - --- _- __-_-- _-- _-__-._-_--_-..-__-_--_-

1989 I/ 1990 2/ 1991 3/ 1992 4/ 1993 5/

NET FOREIGN ASSETS -1998.2 -2371.6 -2361.0 -3578.1 -1233.4

WET DOMESTIC ASSETS 3098.1 2072.6 17065.3 26809.0 33821.1

NET CLAIMS Ol THE PUBLIC SECA 6005.6 6608.2 6S06.6 8987.1 12062.6
Net Credit on Central oournuent 2546.5 2071.7 1340.1 1331.8 -1029.4
Not Credit on SPE -384.4 -929.0 -1157.1 -693.7 -1022 4
Not Credit on Rest of Public Sector -947.9 -1192.5 -1346.2 -2725.2 -1261.4
Operating Losses 4405.5 5628.1 7042.9 9664.6 13618 0
Net Unclassified Assets 38S.9 1029.9 626.9 1409.6 1757.t

N14T CREDIT TO OFI -959.7 -1194.4 -2134.8 -3564.7 -4704 8
CREDIT TO PRIVATE SECTOR 5528.2 7139.8 8466.5 10853.9 SS93.1
VALIATION ADJUSTMENT -4646.3 -S882.6 6901.8 20866.8 17094.9
UNCLASSIFIED ASSETS OF comRCI 3Ajn -569.5 -1170.6 -544.9 -695.5 1743 0
RESIDUAL/FLoAT 132.4 324.4 961.2 1235.8 -621.3
AiXoCATION OF SDb -289.3 -374.2 475.9 -1SSS.3 -1289 6
M&LT FOREIGN LIASILITXES -2103.4 -3378.0 -3S67.0 -7319.1 -6055.0

LIAILITES TO PRIVATE SECTR 6/ 10392.6 11466.2 13896.5 22357.1 33347.4

Money 2719.3 2837.2 3712.1 7121.3 11174.0
Quasi-Money 7/ 8/ 7673.3 8629.0 10183.7 15235.8 22173.4

SOMCCR: Bank of Jamaica and IM.

I/ Valued at exchange rates of JS5.51-VSt1 and USS1.29271-SMR 1.
2/ Valued at exchange rates of JS7.00-UWS1 and USS1.30083-8DP 1.
3/ Valued at exchange rate of JSC.56-UStl and VStl.34632-SM 1.
4/ Valued at exchange rates of J$27.27-1SSi and USS1.37174-SDR 1.
6/ Valued at exchange rate- of J$22.19-WS1 and US51.39773-SD 1.
6/ Includes foreign currency deposits, except thoso held il the foreign currency "Al accounts.
7/ Includes holdings of Bank of Jamaica CDo.
8/ Includes comercial banks capital and surplus.
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TABLE AG.2: JAM34CA - SUMMARY ACCOUtTS OF THE BANK OF J4MWCA, 1953-93

(JJ million)

MARCH 31

1969 1/ 1990 2/ 1991 3/ 1992 4/ 1933 5/

NET INTERNATIONAL RESERVES -1681.2 -2065.1 -2218.0 -6345.5 -1632.0

Assets 994.5 819.3 1512.4 4335.0 6216.6
Liabilitias -2662.7 -2904.4 -3730.3 -10680.4 -7310.6

NET DOKESTIC ASSETS 3000.6 3447.8 3639.7 "694.0 4793.6

Net Claims on th- Public Sector 4796.8 S735.6 5335.5 73S3.S 6331.6
Het Claim on Central Govermnent 1105.3 1037.5 -213.2 -1034.9 -7642.6

Treasury Bills 306.1 23.4 1.3 0.t 1087.1
Other Securities 2422.9 2468.5 2352.0 4684.7 2631.6
Other Claims 917.1 925.1 463.3 -264.2 -520.6
Consolidated Fund Depoeits -2146.9 .1932.9 -2610.7 -4171.6 -5357.7
other Deposit. -382.0 -451.9 -411.8 -6i3.S -2482.3
Certificates of Depopit -12.6 -0.7 -13.9 -600.3 -0.3

Nht Claim of SPR .133.2 -830.3 -905.7 -163.6 -74.7
Net Claim on other Public Sector -906.7 -1123.0 -1215.4 -2436.2 -726.5
Operating Loeser 4405.5 S622.1 7042.3 3664.4 13616.0
Not Unclassified Assets 385.3 1023.3 626.9 1403.6 1757.6

Ift Credit to Commercial Banks -3160.0 -3373.1 -3164.0 -S54I.1 -10447.1
Credit to Couusorcial lanks 707.3 365.0 163.3 111.4
Liabilities to Commercial Banks -3067.3 -4360.6 -3333.3 -S671.2 -10447.6

Bank of Jamica CDa -1096.7 -565.2 -605.3 -1601.3 -1344.0
Deposits -2770.6 -3795.6 -2726.0 -4063.3 -85U3.6

Not Credit to orl -419.0 -480.7 -700.6 -1566.6 -1522.1
claims 2.0 2.0 2.0
Deposits -130.2 -130.7 -210.0 -37a.4 -1063.7
Bank of Janaie CDs -230.8 -3S2.0 -492.6 -1186.4 -452.4

Valuation Adjustment 4646.3 5662.6 6901.6 20666.8 17034.3
Adjustment for Uc:-lassified Foreign Exchange tets --- --- --- --- ---
Bank of Jamaica CD Held by Private Sector -541.4 -661.1 -712.4 -657.4 -42.4
Allocation of SDkr -259.3 -374.2 -475.3 -1555.3 -1263.6
MALT Foreign Liabilities -2032.7 -3270.6 -3464.7 -3193.0 -5S31.3

CUMRENCY issUu 1312.9 1362.9 1691.1 2604.5 3630.9

Currrency Outside Banks 116S.3 1246.1 15S2.1 2S44.0 3527.6
Currency With Banka 127.0 116.6 93.0 260.5 303.3

MEMORANDUM ITEM

Stock of Bank of Jamaica CDs 2732.3 2497.3 2171.2 5312.4 3403.4

Source: Bank of Jamaica and IMF.

1/ Valued at exchange rates of J$5.51-U.$1 and 05$1.29271-DR 1.
2/ Valued at exchange rates of J$7.00.US$1 and VSt1.30063-8DR 1.
3/ Valued at exchange rates of JS6.36-US31 and US$l.34632-SDRS 1.
4/ Valued at exchange rates of J527.27-US$1 and VS$1.371748DR 1.
5/ Valued at exchange rates of J522.19-US$l and USS1.33773.8DR 1.
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TABLB A6.11 .NC - S UO ACC S OF COOSCTL BA, 1963 - 93
---------- ~~(J ailioal

M1RCH 31

1983 1964 1965 1966 1967 1968 1969 1990 1991 1992 1993

NMI PMI0I ASSr? 27.4 124.6 36.1 -111.6 -121.6 -266.6 -310.2 -256.S 2549.0 10322.6 12774.7

Assets 180.7 307.9 247.4 302.9 332.1 310.9 625.4 654.6 1102.3 6371.5 6637.1

tiabilities -153.3 -163.3 -209.3 -414.7 -453.9 -605.7 -935.6 -941.1 1366.7 3951.1 6137.6

MET CLIMUS an am or JMUCBZ 97.8 515.6 644.9 1279.5 2050.9 2154.0 3419.4 3016.3 4224.2 7056.1 10127.6

CJU OP 3315K Of JMSICA 104.0 S20.6 664.2 1309.1 2068.4 2356.4 3662.8 4003.2 4401.5 7216.1 10984.0

cArrencr 32.7 33.6 39.6 S0.6 76.6 79.0 127.0 116.6 99.0 260.5 303.3

Certif.tcate of Depoair - - - 194.0 523.7 169.3 1026.9 565.2 605.9 1601.2 1944.0

Special Depoaits S5.$ 53.0 - - - - - - -

Other DoitB 71.3 436.4 766.4 1064.3 1465.9 2108. 25S26.9 3321.2 3694.6 5354.4 0736.7

LIASrLzlIS To SM OF J4"Ch -6.2 -5.2 -19.3 -29.4 -17.5 -202.4 -263.4 -186.4 -177.3 -160.0 -656.2

0% 15NE DOWIC A88atS 2291.3 2420.0 2652.S 3271.3 3S63.0 4903.9 5626.8 6123.1 7656.5 9738.1 19285.0
-- - - - - - - - - -- -- ________ ------ ------ -- -- ----- ------ ------ ----- -- -- ------ _ _ _ _ _ _

NET CLM OF PMi0 C aSCT 790.3 747.5 872.5 1174.6 961.5 1271.6 1208.6 172.6 1171.1 1627.6 5130.6

MIT Claim On WUAL GOvsVeNVOr 649.2 704.2 872.4 1267.6 1656.6 1609.6 1441.2 1034.2 1SS3.3 2366.7 6613.4

Treasury Dills 410.4 400.0 514.2 724.2 713.2 799.6 1226.5 1156.4 1334.4 1707.3 2024.6

Other Scurities 257.3 376.2 463.3 466.S 476.5 514.7 39S.6 116.0 163.7 651.S 5011.3

Other Claim 9.S 12.4 13.6 218.7 650.7 665.0 1S6.4 170.7 432.4 561.1 1174.6

DepoeLts -26.0 -66.4 -116.9 -121.6 -151.6 -369.7 -337.3 -410.9 -377.2 -553.2 -1597.1

NUT CLADU am S7LCCT D PM. IwT8RxS 166.6 112.6 2.0 -120.6 -644.7 -266.s -191.2 -96.1 -251.4 -510.1 -947.7

MET cLan O on=m KULWC Sucroa

KNLIC s8CR -2s.7 -49.3 -1.9 7.6 -52.6 -51.3 -41.2 -63.5 -130.6 -229.0 -534.9

NEr C1DIT TO FIANCIA
IB511TIUroS -62.9 -134.* -236.1 -357.3 -462.0 -509.0 -540.7 -713.7 -1434.2 -1997.9 -3132.7

CREDIT TO PRIVATI SECtOR 1666.1 2166.1 2349.3 260c.3 3150.3 4247.7 s523.2 7139.6 6466.5 10353.9 15593.9

MET 1U0.ASSIFIU ASSMm -104.2 -360.9 -131.2 -151.3 -46.0 -106.6 -569.5 -1170.6 -544.9 -695.5 1743.0

MEDIM4 AND LONG TM4 POREIG1
LIBILZTZRS 1.5.9 31.6 43.3 36.3 51.6 66.2 70.7 99.4 106.2 106.9 134.6

_- - - - - - - - - - - - - - --- ---- ... ---- ---- __ .____. . . ---- ._____.___..-

SPSC=AL DEPOSITS . s 500 50.6 . .. .. .. ..

__- -- - -- - - - -- ---- --- ... .... --- ... --- .... .... ----__, .__

LIABILITIES TO PRrU UB SECrOt 2400.6 2977.6 3641.4 4400.7 5440.S 6702.9 8665.3 9559.0 11592.1 19155.7 29777.6

Demand depoult. 367.1 433.1 553.7 661.1 632.9 1100.1 1533.4 15S91.1 2120.6 4577.3 7646.6

Time deposits 761.5 1074.3 1298.6 1096.2 1102.4 1251.0 1646.9 4975.4 1967.4 2987.0 4042.9

Savlng9 depoIto 1045 1 118651 14 2.3 2163.4 2860.6 3584.6 4565.0 1919.6 6129.9 9247.9 14595.1

Other 206.5 252.1 376.6 460.0 644.6 767.0 920.0 1072.7 1354.0 2343.5 3493.0

Source, benk of Jmeica and 2W.



TANA A6.4 a JAM4cA - DISUlD loT ca CauIMC1L M18 LOWA AD ADVANCWS 1960-93

NUMS 31

16s0 1965 1oss 1967 16 1969 1990 1931 1932 1S93

1016.1 2116.6 3210.2 4030.9 5211.9 1010.5 V16S. 9413.4 12030.5 16642.6

-- - - - - - -- - - -- - - -- - - -- - - -- - - -- - - -- - - - -- -

Agriculture 117.5 422.1 460.9 431.6 S30.0 704.3 721.1 S56.6 1013.7 1076.4

Mining 6.3 6.1 7 .1 1 1.2 16.4 2.9.5 35.1 33.3 46.7 130.5

nufacturiJ 213.9 7)3.2 737.1 665.4 1059.6 1169.2 1432.6 1570.1 1929.3 2186.6

Sslpr/Dm 45.3 116.9 67.5 59.0 39.6 36.9 47.9 95.3 131.7 94.0

Pood/Drink 36.6 127.3 127.6 159.8 200.3 216.3 275.0 315.0 368.S 448.1

T.xtlla and footwear a/ * 1.1 * 7.0 115. 14S.3 1S9.0 162.1 174.6 199.7 245.6

cement 13.1 16.S 27.0 33.7 46.0 162.1 49.4 50.0 52.4 99.3

dCheicals 17.4 41.7 5S.0 46.3 65.7 94.5 67.7 98.5 207.6 146.5

other 101.5 347.7 373.0 470.3 542.6 518.4 610.5 836.7 965.4 1154.9

Con-truotLom Deelqp_ant 127.3 6S5.S 602.7 660.7 990.4 1406.S 1891.1 2103.0 2151.7 3074.7

Construction 37.3 365.0 293.7 345.7 S1 9.7 630.6 1276.5 1525.6 1509.2 2385.6

Land Develcszent/Acquiaition 9o.0 293.5 309.0 335.0 450.7 575.9 614.6 578.2 642.5 689.1

Pinancial Institutions * 23.0 59.7 55.5 109.1 96.6 145.7 217.1 264.8 593.9 275.5

Transport 106.7 357.2 412.2 510.3 640.2 710.5 1050.2 1163.9 1068.9 1613.0

Ulectrilty. water. Gas 40. 16.4 17.5 4.C 12.9 39.0 115.1 30.6 26.9 75.s

°-o,rmeot 23. 69.2 371.9 692.3 683.1 467.2 551.4 626.6 011.4 930.6

Distribuia S9.f 110.3 107.1 116.3 175.0 205.9 295.2 426.1 712.8 1030.4

Tburio. Batertainnt 72.4 146.0 205.3 263.0 374.2 535.6 660.7 794.1 779.0 1432.2

Professional Servic 76.7 154.2 145.4 1S1.1 192.6 276.9 411.6 672.2 1447.3 2365.4

Personal 1.0 137.7 147.5 175.1 244.6 290.0 385.4 670.7 1448.9 2647.6

(percent of GDP)

Agricultur* 10.6 14.7 14.1 10.7 10.2 11.6 9.3 9.1 8.4 6.4

Mining °.- 0.3 0.2 0.3 0.3 0.3 0.5 0.4 0.4 0.6

azuufaaturL 19.7 25.5 22.5 22.0 20.3 19.4 16.4 16.7 16.0 13.0

Supr/bm 4.2 4.1 2.1 1.5 0.3 0.6 0.6 1.0 1.1 0.6

Food/Drink 3.4 4.4 3.9 4.0 3.6 3.6 3.5 3.3 3.1 2.7

Tex~tLI d rFotwar 0.0 2.6 2.7 2.9 2.6 2.6 2.1 1.9 1.7 1.5

1.2 0.6 0.6 0.o 0.9 2.7 0.6 0.5 0.4 0.6

ai.ieals 1.6 1.4 1.7 1.1 1.6 1.6 1.1 1.0 1.7 0.9

Otber 9.3 12.1 11.4 11.7 10.4 6.6 10.4 6.9 6.0 6.9

OwtxuctLos Developnt 11.7 22.9 18.4 16.9 19.0 23.2 24.3 22.3 17.9 16.3

Conatructicn 3.4 12.7 1.0 6.6 10.3 13.7 16.4 16.2 12.5 14.2

Lad Devlopmant/Aoquisition 6.3 10.2 9.4 ' .3 8.6 9.S 7.9 6.1 5.3 4.1

Financial Institutions 2.1 2.1 1.7 2.7 1.9 2.4 2.8 2.8 4.9 1.6

Tranupot 10.0 12.4 12.6 12.7 12.3 12.9 13.5 12.4 6.9 9.6

leatrizcity, Water. GU 3.6 0.6 0.5 0.1 0.2 0.6 1.S 0.3 0.2 0.4

ovezret 2.2 2.4 11.4 17.2 14.9 1.1 7.1 6.6 6.7 S.S

Distributia. 8.2 3.6 3.3 2.9 3.4 3.4 3.4 4.5 5.9 6.1

Tariu etetainmt 6.7 1.1 6.3 6.5 7.2 6.6 8.5 3.4 GA5 6.5

Irite 1ioma nrXcGiN 7.0 5.4 4.4 3.1 3.7 4.8 5.3 7.1 12.0 14.0

P"VegsL 17.3 4.6 4.5 4.3 4.7 4.6 5.6 7.1 12.0 15.7

4/ IW iSi IA Ot IbiAfaatWut for 1979-84.

gaur.e, Da"kt S mcs.



TABL8 A6,S5 JAMAICA - SBL$CTED INTEREST RATBS, 1985-92

1985 1386 1967 1988 1989 1990 1991 1992

B4J CERTIFICATES OF DEPOSITS 1/ .. 27.9 1S.0 18.4 17.4 26.5 30.6 50.0TREASURY BILL (90 DAYS) 2/ 17.1 23.6 16.9 19.7 17.6 25.4 28.5 44.5LONW-TERM GOVERNMENT BONDS 19.4 25.8 20.7 20.5 19.5 26.5 24.5
TIMe DEPOSITS 3/ 19.6 14.8 15.5 14.3 20.2 24.5 27.5 20.0
3-6 MONTHS (WEIGHTED) 20.7 15.4 16.1 15.2 19.5 26.9 29.0 43.46-12 MONTHS (WEIGHTED) 19.7 15.2 15.5 15.2 18.5 23.6 23.0 41.4

SAVINGS DEPOSITS 15.0 20.0 15.0 15.0 13.0 18.0 15-21 15.28.6PRIHE LENDING RATE 4/ 21.9 23.0 23.0 23.0 31.0 36.0 40.1 49.6
COMPARABLE INTBREST RATES

TRSASURY BILLS (90 DAYS):
BARBADOS 0.6 4.4 4.6 4.7 4.9 7.1 11.3 12.7TRINIDAD & TOBAGO 3.5 4.0 4.6 5.9 7.1 7.5 8.7 9.3UNITED KINGDOM 11.6 10.4 9.3 9.8 13.1 14.1 9.9 9.2UNITED STATES 7.5 6.0 5. 6.7 6.1 7.5 4.6 3.7

EURODOLLAR DEPOSITS (90 DAYS) IN
LONDON 8.4 6.9 7.2 7.9 9.1 8.2 4.2

MSMORANDUH ITgM,

CHANGE IN CONSUMZR PRICES 26.0 14.8 6.7 6.8 17.2 29.8 80.2 73.3

11 The 'ank of Jamica started issuing certificates of deposit in November 1985.2/ Discount rate.
3/ Overall average veighted rate of time deposits ranging from call mney to deposits of 24 uontha and above.41 base rate to which comisaions and fees are added.

Sources Dank of Jmaica.



TABLE A7.1: JAKAICA - PRiWucTIoa OF saUcrTED ACtCLtNtE cCaps, 1980-92
,............ .

CRCPS WIT 1960 1855 1966 1987 1988 1989 1990 1991 1992

XPMor CROPS

Sus re n 'C00 to 2,766 2,260 2,204 1,982 2,562 2,294 2,572 2,731 2,646
Banana mn.lb 127 94 101 112 108 120 123 128 144
Plantain mIn.lb 55 67 67 62 58 22 61 59 63
Sweet Ora5nes %000 bo 1,121 1,094 1,088 1,960 1,320 1,500 1,556 1,039 1,432
Grapefruit '000 bo ns 463 7Z9 445 528 600 536 316 416
Ort=n=qaes, etc. ooo bo 455 369 za5 129 352 401 189 117 257
Coconuts m1n.nu 163 110 151 162 174 73 77 96 114
Coffee 1000 lb 16 475 15,262 18.525 22,247 26,821 10,719 15,780 20,805 20,958
Ch cocoa IWO lb 9,749 13,248 13,258 17,560 8,534 7,639 10.963 10,487 14,510

oo Pimento '000 lb 2,079 7,208 4,532 5,274 4,232 8,202 3,491 1,010 1,074
Gfnicr o000 lb 876 1,352 2,412 1,842 1,394 1,454 1,906 1,823 1,678

CROPS FOR DaSESTIC CONSUMPTION
............. ...................... _ ................

ROOT CROPS
.........

Cassava '000 Lb 51,596 39,362 36,424 37,524 29,922 22,328 26,020 26,670 33,730
Tanias, Cocoes, etc. '000 lb 66,118 69,306 69,706 59,016 57,040 48,754 51,266 48,997 58,927
Irish Potatoes '000 lb 16,774 15,598 11,990 20,818 21.810 23,850 31,516 16,640 15,291
Sweet Potatoes '000 lb 57,848 69,834 59,476 53,620 43,646 48,100 47,316 38,483 52,450
Yams '000 Lb 303,630 361,036 365,700 387,194 367,874 293,836 355,960 410,285 472,659

VEGETABLES
........

Beetroot '0O Lb 1,258 1,506 1.432 1 522 1,960 1,898 1,930 1,391 2,132
Ca1be '000 lb 31,596 35,546 33,420 31;2f4 28,812 3a,38 38,Z20 33,067 32,818
Carrots '000 lb 23 690 32, 44 32,350 33,714 25,568 31,260 34,238 33,565 41,488
CaulifloLer '000 Lb 24 770 578 456 478 818 1,214 380 1,089
Celery '000 lb 174 204 180 340 154 174 254 172 260
Cho-cho '000 lb 8,556 10,768 9,852 9,856 7,182 9,456 10,418 7,701 7,859
Cucuubr I000 lb 13,526 z6,194 Z9,062 z9,910 18,882 18,084 17,890 15,179 20,143
EggpLant '000 Lb 110 loa 1,376 706 86 406 176 135 461
Lettuce '000 lb 2,350 4,474 4,632 5,330 4,958 6,m 5.192 7,449 8,538
Okra 'OOO lb 2,450 2,934 2,620 2,946 1,876 2,466 2,766 2,595 4,090
Pcpp r '000 Lb 4,08O 15,644 16,296 16,748 10,180 8,382 10,034 11,345 18,071
Pu pking 11000 Lb 55,490 66,918 56,568 59,408 47,978 52,240 57,868 58,063 75,369
Tc mtoee '000 tb 54,76G 62.990 36,282 35,198 28,566 33,664 31,440 24,110 31,014
Turnips 'Gao lb 2,554 ! 1 212 ?,O 3.662 2.170 2,866 2,434 1,905 3.664
Uatetwlon '000 lb 6,618 18;N2 9,300 10,464 7,74z 8,78 14,304 10,553 17,864



TABLE A7.1: JAMICA - PROWtCTION OF SELECTED AGRICILTURE CROPS, 1980-92 (con't)

CROPS UIIT 1980 96 1986 1987 1988 1989 1990 1991 1992

COWIMENTS

ScaLlIon '000 lb 7,686 7,626 6,748 9,846 6,030 6,694 9,254 5,831 15,390
'000 lb 4,882 8,886 3,704 4,482 4,348 6,022 7,006 2,668 9,912OiThne '000 lb 412 368 430 512 466 598 773 873 1,850

PULSES

PeaS '000 lb 17,724 30,342 21,440 20,324 15,854 17,014 18,000 20,094 14,705
Peanuts '000 lb 5,026 7,090 4,700 6,3Z8 3,5Z2 5,360 4,103 5,260 9,059

CEREALS

Com '000 lb 9,631 8,582 10,050 8.750 4 546 6 388 5 225 6 402 8 488
RIce 000 lb 5,Z66 9 392 5,44 4,976 3;816 1,138 1;138 1 239 1 107

Source: Statistical Institute of Jaica.



TabLe A7.2; JAMAICA VALUE ADDED IN AGRICWLTURE, fORESTRY AND fISHING, 1980-90(J* sillion)

~~~~,. ...... .... ....... . ..... . ... ................... ..................................... ..... ......... .. .... .. ............ ..................

1980 1981 1962 1983 1984 1965 1986 1987 1966 1989 1990

.............................................. ............................................................................................................ ...................................................

Ccurrent prices)
AGRICLLTIEE, FORESTRY AMD --------------
.........................

FISHING 392.2 397.7 396.0 450.5 544.3 671.5 820.0 962.6 1,065.0 1,204.0 1,502.2
..... ..... ..... ..... ..... ..... --....... ....... ..

EXPCRT AGRICULTURE 60.1 63.8 73.8 75.2 99.0 133.2 155.4 186.5 211.0 198.0 269.3
Sugarcene 37.8 40.5 47.8 46.5 60.6 76.8 89.0 104.5 131.0 112.0 174.3
other ffn exports 22.3 23.3 26.0 2867 38.3 56.4 66.4 75.8 75.8 75.8 95.0

DOMESTIC AGRICU0LTURE 216.4 209.8 197.2 232.6 281.2 350.0 428.4 506.5 573.0 649.0 761.2
Root cren 96.0 90.0 79.5 93.1 115.9 134.7 154.3 197.0 261.0 345.0 345.1
Other primry products 120.5 119.8 117.7 139.4 165.3 215.2 274.1 309.5 312.0 304.0 416.1

LIVESTOCK & WULTING 91.9 97.6 96.7 111.1 127.2 137.3 165.9 186.1 199.0 254.0 357.8

FORESTRY A LOGGING 3.6 3.7 3.8 5.3 8.0 16.4 15.3 19.9 a/ a/ a/

O FISHING 20.2 22.8 24.6 26.4 28.8 34.6 55.0 63.6 82.0 103.0 113.9

(1974 prices)

AGRICULTURE, FORESTRY AND
FISHING 152.7 156.1 143.8 154.2 169.7 163.6 160.2 164.3 160.0 153.0 170.7

EXPORT AGRICULTURE 24.6 24.9 24.4 23.7 24.5 23.6 23.1 22.7 25.0 25.0 25.1
Sugarcane 16.1 14.2 14.6 13.4 14.0 13.1 12.8 11.5 15.0 13.0 14.9
Other men exports 8.5 10.7 9.9 10.2 10.5 10.5 10.3 11.2 10.0 12.0 9.7

DOMESTIC AGRICULTUE 75.9 78.6 69.2 75.2 87.1 85.7 82.2 81.4 78.0 68.0 75.2
Root croes 37.8 38.7 31.7 34.6 42.4 43.6 42.2 38.8 41.0 35.0 41.4
Other prim_ry products 38.1 39.9 37.5 40.4 44.7 42.1 40.1 42.6 37.0 33.0 33.8

LIVESTOCK & ITING 43.5 44.1 41.3 U".1 48.6 44.2 43.7 48.9 47.0 51.0 62.3

FORESTRY 4 LOGGING 0.9 0.9. 1.0 1.2 1.5 2.0 1.8 2.3 a/ a/ a/

FISHING 7.8 7.7 7.9 8.1 8.1 8.1 9.4 9.0 10.0 9.0 9.0

..................................................... .............................................................................................................. , .. ,,,...,.,,,,,,,,....................,-.. 

Source: StatfStical Inetitute of J_ica.

a/ Inciuied In Fishin,.



TABLE A7.3: JAMAICA - PRODUCTION AID EIWRTS OF UWXITE AND ALUMINA, 1980-90
..........

1980 1981 1982 13 196l 1985 1986 1987 1988 1989 1990

BAUXITE

PRODUCTION ('000 tons) 12,053 11,682 8,378 7,683 8,937 5,975 6,953 7.702 7,260 9,487 10,965EXPOIRTED
uwatity (-000 TONS) 6,060 5,294 4.079 3,009 4.560 2,325 2,913 3,700 3,455 4,190 3,886X of Total Production SO 45 49 39 51 39 42 48 48 44 35Value ('000 JS) 353,509 306,341 302,858 216 301 815,146 430.79Z 495,550 618,750 576,95O 637,956 739.442Unit Value (JSITON) 58.3 57.9 74.2 71.9 178.8 185.3 170.1 167.2 166.9 152.3 190.3PROCESSED
Quantity ('000 TONS) 5,918 6,312 4,223 4,674 4,176 3,914 4,051 4,002 3,805X of Total Prodctfon 49 54 50 61 47 66 58 52 52 0MINING CAPACITY (%000 tons) 13,000 13,000 13,000 13,000 13,000 13,000 13,000 13,000 13,000 13,000 13,000CAPACITY UTILIZATION RATEM) 93 90 64 59 69 46 53 59 56 73 84

ALUMINA

PROWCTION ('000 tons) 2,456 2,556 1,758 1,851 1,749 1,512 1,578 1,622 1,514 2,205 2,868INPUT-OUTPUT RATIO 242 242 242 252 238 258 256 246 251 245 245-1 EXPORTED
Quantity ('000 tons) 2,395 2,549 1,755 1,907 1,720 1,622 1,586 1,600 1.575 2,140 2,885Value ('000 iS) 957,210 1,047 585 612 379 604 139 1.492'100 1.179 535 1129 708 1,232 000 1,718,325 2,758,888 4,515,314Unit Value (JS/ton) 399.7 411.0 348.9 316.8 867.5 7i7.2 7i2.3 7j0.0 1,091.0 1,2B9.2 1,565.1REFINING CAPACITY('000 tons) 2,850 2,850 2,850 2,850 3,100 3,100 1,900 1,900 1,900CAPACITY UTILIZATION RATE(%) 86 90 62 65 56 49 83 85 80

VALUE ADDED (J$ MILLION)
............... ......................... 

CURRENT PRICES
... _...........

MIMING AMD QUARRYING 678 543 338 284 664 569 902 1,145 n.a. 2,097 2,840Bafte anid AIumiun 671 536 330 273 651 553 887 1,128 n.a. 2,077 2,814uarryIng (incl. Oyp.m) 7 8 8 10 13 16 15 17 n.a. 19 26
CONSTANT 1974 PRICES
.--- ...--- -- --- --

MINING AND LARRTING 163 165 117 118 119 95 102 107 n.a. 140 165B&mf to and Alumfna i58 161 liZ 113 114 92 98 103 n.a. 136 160Ourryiro (incl. Cy,sa) 4 4 5 5 S 4 4 4 n.a. 4 4
Sou... Statisti.-l...... t............ .. -............................ ........................................................

Sources Statistic l Institute of JamaIca.



TABLE A7.4: JAMAICA VALUE ADDED IN M4NUFACTURING, 1980-90

1980 1981 19J2 1963 1984 1965 1986 1987 1988 1989 1990

(miiniu of current JS)

MANUFACTURING 771.3 as9. i? I&. i 1398.5 1731.6 2237.0 2914.9 3450.6 2321.9 2691.8 3725.2
............ ~~~~~. -- - .. _._.. .. .. ... . -- -- -- -- -- -- -- -- -- - - --- -

Food (exel. sugar) 124,11 1.6.6 1WA 4 207.7 318.1 418.9 511.1 606.4 635.6 m.8 1066.2
Sugar Molasses and Rum 13.7 15.9 43.5 44.0 53.5 75.7 89.5 98.6 .123.2 128.7 173.2
Beverages (ALch & Mon-Atch) 112.2 134.5 14.5 174.2 206.3 297.3 377.3 440.5 486.1 555.0 774.1
Tobacco & Products 107.9 116.2 137.6 157.0 193.1 259.1 279.4 320.6 342.6 364.3 396.0
Textiles I Apparel (excl. footwear) 30.8 32.0 42.5 42.5 66.0 93.5 138.2 210.4 192.0 204.9 235.7
Leather & Products (excl. footwear) 4.8 6.5 8.7 L.B 9.4 15.6 19.3 19.8 ..
Footwear 13.8 14.4 13.2 13.8 18.3 24.3 27.0 34.9
wood A Cork Products (exl. furniture) 5.9 6.1 6.7 8.4 9.4 14.8 16.6 20.0 .. .
Furniture * Fixtures (ex. primary metals) 21.9 29.0 38.2 40.7 61.3 69.3 62.9 79.9
Paper 4 Products, Printing 4 Publishing 41.8 39.3 45.2 80.8 100.7 115.0 128.6 147.3 .. ..
Petroleum Refining 97.4 80.1 119. 196.6 122.9 148.2 440.4 445.1 542.5 665.2 1080.0

sJ Chemicals * Chemical, Petro i
Rubber & Plastic Prod. 78.5 97.8 114.5 178.0 213.9 262.8 318.1 386.2

Non-Metallic Products (exl. Petro 4 Coal) 20.0 19.1 40.7 55.5 85.6 102.7 133.7 168.7
Metal Z Fabricated netal
Products, Machinery & Equip. 91.2 115.0 126.8 178.9 258.2 317.6 344.4 439.0

Other tMnufacturing industries 6.8 7.2 8.4 11.6 14.8 2Z.2 28.5 33.3

(millions of constant 1974 JS)

HANUFACTURING 281.3 283.9 304.9 310.8 297.7 299.1 308.0 3Z5.8 206.9 215.6 226.

Food (excl. sugar) 47.4 47.2 51.2 55.3 59.9 55.5 61.4 65.2 61.9 65.8 70.7
Sugar Molasses and Rum 11.7 9.8 10.2 10.3 9.6 10.7 10.3 9.5 11.2 10.3 10.8
Beverages (Atch & Mon-Atch) 53.3 50.1 50.9 45.7 43.1 45.1 48.6 50.0 53.9 57.7 60.4
Tobacco £ Products 44.6 45.5 50.1 48.5 46.0 45.4 39.6 44.3 43.4 43.6 41.6
Textiles & Apparel (excl. footwear) 10.5 8.5 9.1 8.3 10.8 12.9 16.7 22.8 20.2 20.0 19.3
Lesther * Products (excl. footwear) 1.5 1.9 2.6 2.5 2.0 2.8 3.2 2.8
Footwear 5.4 5.9 5.3 4.7 4.4 4.4 3.7 3.7
Wood & Cork Products (ext. furniture) 4.0 3.5 3.6 3.4 3.7 4.2 4.5 4.7
Furniture & Fixtures (ex. primary mtals) 4.9 5.1 6.2 6.1 7.2 6.8 5.7 6.4
Paper & Products, Printing & Publishing 15.5 16.5 18.1 15.8 17.0 15.5 17.8 17.4
Petroleum Refining 19.4 15.7 17.9 22.1 12.9 19.2 16.9 11.9 16.2 18.1 23.7
Chemicals & Chemical, Petro

Rubber & Plastic Prod. 26.8 31.3 32.4 36.3 34.5 32.6 35.9 40.8
Non-Metatllc Products (exl. Petro 4 Coal) 7.2 7.3 10.8 12.1 11.7 11.5 12.2 12.6
HMtal & Fabricated Metal
Products, Machinery & Equip. 27.0 33.4 33.9 37.0 32.3 29.6 28.4 30.6

Other Marufacturing Industries 2.0 2.2 2.4 2.6 2.5 3.0 3.0 3.1
......................................................... ............................................................... ............ ................ ..

Sources Stet(tictf l Institute of Jamica.



TABLE A7.5: JAMAICA - TOUtISN STATISTICS, 1980-92

........ ............... ........ .............. ...... ........... ____---. ........................ ...................

1980 1985 1986 1987 1986 1989 1990 1991 1992

TOTAL VISITORS 543.0 846.7 954.6 1037.6 1020.3 1163.2 1236.1 1340.5 1563.1

STOPONER VISITORS 395.3 571.7 663.6 738.8 6U8.9 714.8 840.8 844.6 909.0
CRUISE VISITORS 133.4 261.5 278.5 92.2 367.7 444.1 385.2 490.5 649.5
AWED FORCES VISITORS 14.3 13.5 12.5 6.7 3.r 4.4 10.1 5.4 4.6

ORIGIN OF STOPOVER VISITORS 395.3 571.7 663.6 738.8 648.8 714.8 840.7 81447 909.0
............................. . ... ....... ....... .......…..... ....…. . -..

UNITED STATES Z39.7 433.1 494.3 545.5 460.9 451.4 565.5 544.5 563.0

CARADA 70.T 82.3 100.6 109.9 9Z.9 106.3 113.9 94.2 100.8
UNITED KINGDOM 12.1 22.0 30.0 35.2 44.4 67.1 82.4 89.2 96.8
EUROPE 51.6 10.0 12.1 22.9 25.6 29.5 38.6 70.7 91.1
COUhONUEALTM CARIBEB 10.4 16.0 16.4 16.0 15.9 1T.7 20.9 18.5 18.2
OTHER 10.8 8.4 10.1 9.3 9.1 1Z.9 19.4 27.6 39.2

HOTEL ROO OCoCPAt CY RATElO 44.2 51.8 57.0 61.7 56.5 59.1 62.1 57.9 60.1
........ ............... _ ..... --- _. . .... ....... . .... ...... ... ... . ..... ....... ..... .......... .............

AVERAGE LENGTH OF STAY (DAYS) 9.9 9.8 10.2 10.2 10.3 10.6 10.9 10.9 11.2

ESTIMATED EXPENDITURE
....... .. ..... ......... _

(US S KILLION) 241.7 435.2 435.2 595.0 525.0 593.0 740.0 764.0 882.4
.. ...... ........ . .... .. .. . ..... ........ ....... ........... . .... -----.... ..---..--.

AVERAGE EXPENDITURE PE£
.......................

VISITOR (IN USS) 45.1 514.0 455.9 573.4 514.6 509.8 598.7 569.9 564.5
.t........ ..... ..... ..... . .... ..... .. ._,,,__ ....... ..... . .. .. . . .. .. .....

n.e. a not available
Source: Ninistry of Nining, Energy *nd Tourim., Govenu.nt of Jmic_.



TABLE A8.1: JA.4AICA - CONSLI4ER PRICE INDEX (ALL JAMAICA), 1984-93

(Janury 1988 s 100)

FOOD FUEL & HOUSEHOLD PERSONAL
TOTAL & HOUSEHOLD HOUSING FURNISHING CLOTHING/ PERSONAL TRANSPORT XISCEL-

DRINK SUPPLIES & FURNITUR ACCESSORI EXPENSES ATION LANEOUS

~~~~. . .................. ...................................... _,....... ..... ......... .......... .... .... ...........

AVERAGE

1984 61.8 59.8 64.6 75.0 68.2 62.4 56.2 79.0 64.9
1985 77.9 75.0 83.3 94.2 80.7 74.7 72.9 98.2 88.3
1986 89.4 88.3 92.4 98.6 88.3 88.3 86.2 100.6 93.0
1987 95.4 94.8 96.0 102.2 98.6 97.5 93.2 100.8 95.1
1988 103.2 103.8 102.7 103.9 105.7 104.1 102.9 100.9 101.7
1989 118.0 124.3 110.7 112.3 112.1 115.0 110.4 105.5 109.6
1990 146.8 155.2 142.3 131.9 126.6 146.2 131.2 144.3 131.4
1991 217.5 138.5 228.8 176.2 177.2 195.5 205.7 200.5 192.6
1992 385.5 417.8 405.1 317.1 299.2 390.6 361.8 308.1 332.3
January 315.3 339.5 341.2 272.7 251.9 297.1 292.8 268.5 265.3
Febuary 339.6 369.9 359.9 286.5 272.7 305.7 319.7 294.3 272.0
Harch 355.7 388.4 378.7 294.3 279.7 339.0 337.5 300.7 276.7

P- ApriL 376.1 413.2 394.7 309.8 285.7 356.8 349.5 307.9 300.8
Hay 387.0 424.8 418.8 309.6 300.5 378.0 361.9 309.9 305.9
June 389.9 425.4 425.2 302.4 304.3 390.4 368.5 317.2 318.4
July 399.7 431.4 427.4 323.5 303.9 405.0 372.2 316.9 341.6
August 403.7 435.1 421.2 346.7 308.9 422.0 380.7 315.3 349.6
Septefber 410.2 440.8 423.7 345.1 315.6 431.3 385.9 314.5 381.2
October 412.2 443.3 419.9 337.9 318.6 441.5 387.1 317.2 389.3
November 417.3 449.3 425.3 338.3 323.1 455.9 389.3 317.7 394.0
December 419.6 452.1 425.2 337.9 325.3 464.2 396.5 316.7 392.3

1993
January 423.2 455.5 424.0 338.0 326.3 472.2 401.6 329.9 394.9
Febuary 425.2 457.0 426.8 338.2 332.5 476.5 407.3 329.1 397.0
Harch 430.7 462.4 428.6 338.3 337.8 483.6 431.6 330.7 397.8
April 435.5 464.7 430.4 346.7 343.5 488.3 436.9 333.2 420.2
Hay 442.8 467.3 431.4 347.1 350.7 496.5 441.8 395.3 429.8
June 447.8 473.7 435.4 347.1 357.5 504.9 446.5 396.3 432.6
July 466.0 497.4 451.8 353.1 372.3 509.3 459.6 401.5 453.0
August 481.9 517.5 465.5 367.8 379.5 521.7 469.7 408.2 461.8
september 502.3 543.1 475.2 379.8 393.2 532.5 477.6 413.8 497.3
October 514.6 558.8 486.1 389.0 393.5 542.6 491.3 417.8 502.5
November 531.2 580.2 496.1 396.3 406.1 560.3 511.9 421.3 510.3

Source: Statistical institute of Ja_fca
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