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Preface

TheJamaican economy has exhibited a striking and-eaLimented historical pattern of
underperformance in terms of overall growth since the 1970s, despite an evident capacity
to generate limited expansion in short spurts based on achievements in particular
economic sectors and products. This chronic pattern of underperformance has left in its
wake a high level of public debt, unemployment, deterioration in physical infrastructure
and in the delivery of social services (such as health, education and the gystem).

These inherited conditions underpin significant and persistent levels of poverty as well as
the continued existence of marginalized, vulnerable, and volatile communities throughout
the country.

The issue of how to achieve sustainable econarogvth with social equity therefore
remains today as a matter of primary concern. It is central to any consideration of policy
and action to address the host of economic and social problems that the country now
faces.

This report presents results oeth P1 OJo6s analysis of this 1iss
following therefrom for a strategy to induce economic growth in the short and medium
term and in the particular context of the economic situation prevailing today.

The analytical and strategic founmet of the growthinducement strategyests
fundamentally on our finding that Jamai cabs
growth can be explained as the direct consequence of specific, identifiable, and
guantifiable conditions operating in the econoaryd through the process of capital

investment. In particular, these conditions are:

the dronic state of fiscal imbalance
underutiization of productive capacity
economic waste of capital

concentration of capital investment in highly capitaénsive setors and
economic enclaves.

= =4 =4 -4

These conditions, in turn, are associated withumber of dysfunctional pathologiand
systemic constraints, operatinglasth cause and effect in a complex mutual interaction
with the investment procesét the top of thislist, as determined by our assessment
based on worldvide surveys done by international agencies, are the following factors:

crimeand violence
corruption

taxation

supply of electricity
finance, and
macroeconomic instability.

= =4 =4 -8 -4 -9



They represent suppt de f actors in the business envir
which have a significant effect in terms of the cost, risk and uncertainty of business
activity.

Other relevant supplgide factors include:
1 bureaucracy and regulation
1 quality of the labordrce,
1 quality of infrastructure and
1 the foreign trade regime.

Factors related to the #Ainternal 06 operation
industries, include:

1 intensity of competition,

1 financial market development,

1 technological readess,

1 business sophistication,

1 capacity for innovation.
Viewed from the standpoint of investment and growth, these constraints are considered
here to be crucial because, taken together, they determine the prevailing low level (on
average) of internatnal competitiveness of the Jamaican economy. They serve,
therefore, to limit the capacity of Jamaisased firms to respond to competitive
pressures emanating from the global economy. To this extent, they constitute a key
priority for any policy that eeks to address the problem of economic growth and
development in the Jamaican economy.

Transforming the complex set of structural and behavioural conditions described here
constitutes the fundamental challenge that Jamaica faces at this fifme. is tre
challenge that must be overcome in order to set the country firmly and effectively on a
dynamic path to sustained growth with social equity.

The totality and complexity of the conditions involved dictate the need for a coordinated,
integrated and holi approach to designing and implementing economic policy. There

is no quick fixorones hot sol uti on. No single invest me]
taken by itself, will do. No arbitrary package of incentives, waivers and stimulus will do.

The essential shortcoming of such measubessically designed to compensate for lack of
international competitiveness, is that they leave undisturbed, and perhaps serve to
reinforce, the prevailing low level of international competitiveness in the economy. An

spurt of growth achieved under such conditions is necessarily limited and unsustainable.

The proposals presented in this report follow from this basic understanding of the
Jamaican growth problematic. They constitute a sharply focused and highlurswluct
strategy and corresponding program of actions designed to be implemented iR a time
phased manner so as to achieve a turnaround in the economy and build a platform for
long-term growth and development. As such, they represent the essential requ@rement
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for making a determined start on the road to-sefitained growth with social equity in
Jamaica.

Because of limited resourcesjerything cannot be done at onceherefore, the strategy
seeksto focus resources and action at those points whichdamified as critical to
releasing binding constraints and capable of yielding demonstrable and significant results
in a short and mediwterm context It also callsfor forceful leadership and exercise of
political will

We were not called upon to constt acomprehensivelan for longterm development

of the Jamaican economy. However, a detailed road map for such a plan is laid out in
Vision 203QJamaica National Development PlanThe specific proposals presented here
aim to provide a practical velddcto carry forward that Plan in the short and medium
term.

Gladstone A. Hutchinson and Donald J. Harris
December 16, 2011
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Chapter 1

Introduction
1.0 Prologue

1.1 The Growthinducement 8ategy was prepared through careful satonomic

analysis and a structured approach to public scholarship. The consultation process
involved in its preparation is summarized in the Acknowledgements to this document. A

draft of the strategy documentwasu b mi tt ed to and discussed by
three occasions between January and February 2011, and subsequently was publicly
released on March 4, 20 5kite. Atienith puplic leasedtheon t h e
P10J organized and hosted a Paliymposium, featuring analysis and critique from

expert panelists drawn from the private sector and civil society, as well as commentary

from members of the public in attendance. The full presentations are also available on the

Pl OJ 6-site.we b

1.2 Subsguent to the Public Symposium, public commentary on the Growth
Inducement Strategy has, by and large, been favourable, with prominent editorials in the
largecirculation newspapers endorsing the philosophy and strategy of the Growth
Inducement Strategy, @it with special emphasis on different aspects (for example, the
proposed fiLifestyle Centre for Downtown Kin
to the printed press and commentators on radio and television have providebdsedd

support for th&Growth-Inducement Strategy.

1.3 On September 29, 2011 the University of the West Indies (through the Sir Arthur
Lewis Institute for Social and Economic ResearcBALISEST and the Department of
Economics) hosted a public seminar for further criticallyaig and discussion of the
GrowthInducement Strategy.

1.4  We hope that continuing public attention and public scholarship are brought to
bear on the further development and execution of the strategy, transforming it into a
living, organically adaptivenstrument for economic and social transformation.

20 Epilogue

2.1  Buy-in from the Cabinet for the Growth Strategy was high. In late February 2011,

Cabinet granted preliminary approval to the adoption of the Growdincement Strategy

asthe organzi ng fr amewor k for determining Govern
mediumterm beginning with the FY 2011/12 budget. The consensus was that, as far as
possible, the GOJ would-gioritize its expenditures and programmes to incorporate the

policy initiatives outlined in the Growtinducement Strategy, in order to minimize the



need for ARaddi ti onal fiscal spaceodo and redu
economic programme.

2.2 Our preliminary assessment of FY 2011/2 budget tabled inAjti 2011 and

early May 2011, I svas prepared baskdeon &KYJ2014/12punthny e t
surplus target of 5.2% of GDP. This compares with an initial FY 2011/12 target in the

IMF Standby Arrangement (SBA) of 8% of GDP, and hence, the curremay primary

balance target represents a relaxation of the initial fiscal target of the central government

by 1.6% of GDP. However, we caution agai ns:
spaceo for the purposes of gtheadyustmenitotideu c e me nt
primary balance was made in order to accommodate higher expenditures mainly due to

(@) The West Kingston disturbance in May 2011 (b) Emergency and rehabilitation
expenditures due to Tropical Storm Nicole, and (c) Legacy costs figastohent
operations. Hence, the new pr-owmwarg hbrabdmnc
adjustments made to the FY 2010/11 targets.

2.3 Further,it should be noted that major components of the Grdmdlocement
Strategy would, in principle, be capgdar in the FY 2011/12 budget through the
operations of public bodies (such as the NWA, FCJ, etc) rather than in the Capital A or B
budgets of the central government. In this regard, we understand that the deficit of the
ASel ected Publ i dor EYr2Q1&%2 s nowdaegetéd at(afpPokimajely Y2

% of GDP, which is essentially unchanged from the initial SBA target of 0.6% of GDP.
Hence, taking the central government and public bodies together, it is apparent to us that
the FY 2011/12 budget does nntorporate much in the way of a net quantitative fiscal
stimulus.

2.4  Nevertheless, we are of the view that the FY 2011/12 budget incorporates
important growth inducement elements. In particuee, believe that the allocation of
expenditure to certaimpriority areas (such as road construction, among others) will
engender significant benefits to a sluggish economy in tefrtigeir direct impactand

also to the extent that they serve to alleviate critical production constraints (such as
improving the rsilience of the targeted infrastructure amadoviding other production
infrastructure such as factory space).

2.5 Further, we note thasubstantial work has been done to carefully craft a tax

reform package that simplifies the tax system, broadens thédase and increases
compliance. There is still additional work to be done to map out the social and welfare
impacts of variousax-reform proposals in order to properly prepare the government to

sensitize stakeholders, gain brdaambed consensus and implknt mitigating measures.

It is imperative that this work be expedited so that the tax reform package can be
finalized and its implementation bagin the shortest feasible time frantéowever, in

the interim, firm decisions have been taken with regardhéo treatment of certain

Anui sance taxeso (such as stamp duty and pr
instruments such as corporate paper and bofit®seare important elements of the

Afasset mobilizati ono i nlnduderaenti Stragegy aodutiiesei ne d |



proposals had widespread agreement across stakeholders in the public and private sectors.

Changes to the tax regime in these areas became effective-Manid011.

2.6  The Community Renewal Programme (CR¥acentrepiece oé holistic growth
strategy There has beersubstantial progress in the preparatory work for its
implementationnotably:

1 establishment and full operation of a CRP Secretariat housed at the P1OJ

1 selection of the 100 most volatile and vulnerable comtiasitargeted for
intervention over the teyear life of the project

1 identification of a funding envelope for the life of the praject

1 initial allocation of approximately $3.9 billion in FY 2011/12 for the execution of
CRP projects.

2.7 In sum, we are reeouraged by developments leading to the preparation and
adoption of the growth strategy and the early signs relating to implementation. In
particular:

1. The PIOJ has prepared, disseminated and received-basad stakeholder buy
in for a GrowthinducementStrategy for the Short and Medium Term, which is
fully aligned with Vision 2030 while addressing existing social and economic
conditions.

2. The Growthinducement Strategy was prepared utilizing careful economic
analysis and focused public scholarship thlousxtensive and broashsed
consultations within the public and private sectors, including key civil society
groups and NGOs.

3. A highlight of the stakeholder engagement process was the hosting of a Public
Symposium, which provided reactions indicating gahsupport for the Growth
Inducement Strategy, even while highlighting areas of risk which require
continuous monitoring and further analysis.

4. Important elements of the Growthducement Strategy have been incorporated
into the FY 2011/12 budget, notwitasding continued fiscal constraints inherent
in the need to maintain the credibil
under the IMF SBA.

Ity
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GUIDING PRINCIPLES
1 Unleash entrepreneurial dynamism by unlocking latent wealth tied up in idle
assets
1 Infrastructure investments as catalyst for job creation tigto strengthening
resiliency of théuilt and natural environment
9 Build an innovative & cometitive modern economy of big and small firms by
strengthening business networks and removing stgé/constrairg

1 Modernize and improve the efficiency of government
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1.0 The Economic Situation Today

1.1 The Jamaican economy has been in a chronic state of near stagnation since the
1970s. During that timehere have been fits and starts, but no demonstrated capacity of
the economy to sustain forward movement. The deadweight of that history now hangs
heavily over the present. The process of awakening and recovery from this state of inertia
is a difficult one that will take time. It requires a systematic approach to designing and
implementing integrated policy solutions aimed to modernize and transform the economy
so as to meet the challenges of operating in a dynamic, competitive world where the
country has lost ground relative to others that it led or equalled some 50 years ago. It
also requires determined and forceful leadership.

1.2 The basic objective of such policy is, through proactive partnership between
government and the private sector, toldwand sustain an enabling environment for

creative and enterprising actors (individuals and firms) to seize emerging opportunities

for valuecreation that link local competitive advantages to rapidly changing conditions

of global competition. For this ppose,there is ho magic bulleand no quick fix We
therefore reject, in principle, the popul ar
grab bag of randomly chosen projects, or a
i Il ness 0 olatiom,woe d systeam of tax waivers and incentives geared to
compensate for lack of international competitiveness, will magically produce meaningful

and sustainable economic growth and development.

1.3 At the macroeconomic level, a start has alreadgnbmade, beginning with the
recent successful debt exchange, to lay the initial groundwork for mounting & broad
based economic recovery, albeit based on a fragile financial stability that requires gains
on the production side for it to take holdt is now time to build on this start.The
GrowthInducement Strategy presented here aims to do just that.

1.4 In preparing this report, the singular objective has been to analyze the current
state of the economy and, on this basis, to develop recommendmatiopslicy and

action to induce economic growth, starting with the upcoming budget process for the new
fiscal year 2011/12 and going forward into the medierm 2012/2014.We were not

called upon taconstructa plan for longterm development of the ecang. However, a
detailed road map for such a plan is laid out in Wigion 2030 Jamaica National
Development Plan That Plan also states, in bold relief, the aspirational goals firmly
expressed by the Jamaican people in direct consultations held tbubwadihsectors and
regions of the country. The specific proposals presented here aim to provide a practical
vehicle to carry forward that Plan in the short and medium term.

2.0 Constraints and Opportunities

21 On the basis of careful assessmehtthe current situation in the Jamaican
economy, this report presentsstrategic frameworkand astructured programe of
actions designed to achieve a turnaround in the economy and build a platform and
momentum for mediuaerm growth. In essence, it capts the reality of the present




moment which demands-mienting our economic policy towards a sharpened focus on
enhancing growth as the necessary basis for realizing sustained improvements in the
social weltbeing of citizens, consistent with the goadd/ision 2030

2.2  The strategy recognizes tbending constraintshat the economy now faces, not

the least of which come from tight and restrictive conditionalities of the IMF prageam
However, it simultaneously appreciates and exploiigjue gportunitiesarising from

the current situation which have combined to create important avenues for economic
recovery.

2.3  Specifically, ongoing fiscal consolidation and improvements in budgetary
management have resulted in significant reduction @ ititerest yield on financial
instruments offered by government and BOJ, hence in the cost of government financing
activities. This, in turn, has forced private capital into a search for new opportunities to
earn competitive returns. The ongoing recess$ias also created significant liquidity in

the portfolio of development banks as they experience aaffap demand for funds to
support traditional venture economic activities, thus similarly forcing them into
identifying new ways and economic actiesifor creating value.

2.4  Hence, an economic stimulus and recovery strategy that is aimed at facilitating
increased privatsector investment in real sector activities, and development bank
financing partnership, could provide a rich vein for econamiovery without excessive
new demands for central government support either in finances or through fiscal space.

25 At its core, the strategy recognizes a basic, feet that there exists a sizeable

pool of latently available and potentially pradive assets financial assets, physical
capital, buildings, labour, and land that currently lie fallow, dormant, and/or
underutilized and/or wastedl'here also exists throughout the economy, in big, medium,
and small businesses, entrepreneurial takady to act to bring these assets to fruition in
productive activities. Foreign investors and diaspora partners have also shown an active
interest. In some widely reported cases, creative moves in this direction are already being
made in various sect®of the economy, as is evident, for instance, in a recent run of nine
successful IPOs (with ten more expected in 2011) and in the revival of the real estate
market in downtown Kingston. The strategy seeks to strengthen and accelerate these
positive devedpments by setting in place the necessary support framework to mobilize
potentially productive assets and unleash entrepreneurial dynamism.

2.6  This dynamic combination of factors constitutes a solid base on whizdgio to

build a platform for growi. However, there are significant niraints real and
perceived, which stand in the way of realizing this potential. Of tlilesesingle most
important is the cost of crimelt is estimated to cost the economy between 5 and 7 per
cent in gross output A systematic approach to crime reduction is being taken by
Government, with noticeable gains now being realized. Ongoing actions and plans now
in place should vyield further gains, hence advance further towards normalization of
criminality and, therebyenhance the climate for conduct of business as well as the daily
life of citizens. In this context, the proposed Community Renewal Prograns




expected to provide an essential antidote to the cancer of crime by offering positive
alternatives to illegadctivity in one hundredargeted communities throughout the island.
Combined with other proposed measures for uwregional development and
strengthening the capacity of MSMEs, these efforts serve also to meet the need for
levdling the playing field broadening participation in the growth procemsd combating

the social marginalization that affects many of our citizens

3.0 Understanding the Fundamental Constraints

3.1 In developing a growtmducementsategy for Jamaica the central problem ¢o b

confronted, conceptually and strategically, is the supposed paradox of a high investment

rate (as a % of GDP) and low growtte which has characterized
performance since th#&970s The analytical and strategic foundation of the gtew
inducemenst r at egy rests fundamentally on the no
hi gh i nv e s tisnthen consguuerce bfespecific conditions operating in the

economy through the investment process and in combination with a number of
dysfunctianal pathologies and systemic constraints.

3.2 In particular, our analysis indicates thlmaicé s -drawth highinvestment
puzzle is explained by the following set of conditions:

(a) chronic state of fiscal imbalance

(b) underutilization of productive capac

(c) economic waste of capital

(d) unbalancedsectoral structure of the economy, with high ingestt rates in
capital intensive andnclave sectors.

The for mal analysis of these determinant <col
is set out in Chaptet of this report.

33 Analysis of the conditions wunderlying J
complemented by acareful review o f recent di agnostic stu
competitiveness and business environmésge Chapter 8), whiclsystematically

identified and ranked the key suppide constraints to growth in the Jamaican economy
asfollows:

a
d

Crime and violence
Corruption

Taxation

Electricity

Finance

Macroeconomic instability

> I I > I

This listing of key constraints displeay act or s t h at theindeidual &t er nal o
and have a significant impact on all firms, in terms of the cost, risk, and uncertainty of

8



doing business. Government must address these constraints by adopting a range of
instruments available to it through its roles in monetary &esdal management,
economic regulation, delivery of public services (security, health, education, training,
information dissemination) and provision of physical infrastructure.

3.4 In addition, our analysis of competitiveness factors and the busingssnament

showed hat the weak competitiveness of theductive sectors also a result of the

failure to address supplyi de f actors fAinternal o to the fi
are

Goods market efficiency
Labaur market efficiency
Financial market development
Technological readiness
Business sophistication
Innovation

Tou I I I 3> I

These Afirm | evel 06 supply factors are | arg
individual firm, or collectively within an industry

3.5 Taken together, these conditions reflect an@mphasize the weknown fact

that there is an organic interdependence betweepthe vat e sectmands r ol e
engine of tle growthprocessa n d t h eole astaa énables Moreover, to the extent

that firmlevel deficienciesreflect market failures,government policy can play a

constructive roleby sponsoring institutional arrangementsctwrectsuch failures and

helpng to build entrepreneurial capaciynd dynamismwvithin domestic firms.

3.6. Table 2.1 outlines the overall policy framework following from this analysis, in
terms of the key indicators (figapso) that t
contributing factors, and the correctisteategies to be adopted.



Table 2.1. The Policy Framework:
A Mapping of Gap Indicators, Contributing Factors and Corrective Strategies

Gap Indicators

Contribut ing Factors

Corrective Strategies

Fiscal Gap( f D ¢
Over hanggd

Lack of adequate fiscglovernance.

Fiscal consolidation and governance reform; fis

expenditure control; broadased tax reform.

Capacity

Utilization Gap
(AUnder ut

of Productive
Capacity

1) Supply-side: Deficiencies and
distortions in the existing structure

econonic incentives (risks, rewards, cos
externalities) that drive entrepreneur

decisionmaking; poor busines
environment, including the effects
crime; internal management, resign

preferences and rational myopia on the g
of entrepreneurs.

(2) Demandside: Weakness in
international competitiveness; resign
preferences and rational myopia on the [
of domestic consumers/wars; global
demand conditions.

Improving the business environment; brdzabed tax reform
including el i mi neatoi;o m scsfe t
entrepreneurial development, business management
innovation (development banknd venturecapital financing

business networks, clusters)social inclusion (crime
reduction, community development and empowerment
selfageng, ruralurban development); fiscal expenditure

prioritization towards coreservices (infrastructure, transpg
& logistics, energy, finance, communications, and secur
education, training and certification dahe labour force;
research and develogmt; macroeconomic stability.

Capital (2) Excessive construction costs d| Improving the business environment;cti$ expenditure re
Efficiency Gap to poor quality of construction work, cos prioritization; infrastructure investments to improve {
( A Ec on o mil of providing security on site, kickbacks ¢ resilience of the built and natural environments; improven
of Capi t gvarious sorts from contractors to -aite | of government contracting, procurement and pro

agentsexcessive postonstruction costs o] management.

repair and maintenance due to abnori

Afwear and tearo (W

actual use), and cost of secur

(Aprotectiond) for

(2) Reduced productivity of privat

capital due to inadequate and/or op(

quality public capital (infrastructurg

transport).

3) Reduced productivity of botl

private and public capital due to excess|

vulnerability to natural hazards (lo

resilience of the built and natur

environments).
Sectoral High rate of investment in capital intensiy Incentive reform, including tax refm; improving domestiqg
Efficiency Gap sectors accounting for amall share of| linkages; promotion of the businessetwork model;

( Bnbalanced
Sectoral Structie
of Produ

GDP or of employment (Bauxite &
Alumina; Transport, Storage 4
Communications)and sectors with low
domestic linkages (Tourism)Related to
the structure of incentives (e.g. ta
incentives for export enclaves)

government priorities  (incentives fq
private investment in infrastructure

achieve divestment objectives).

development of a logistics hub; buidit of regional ICT
centres

Source: Compiled by the PIOJ
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4.0 Components of the Growthinducement Strategy

4.1 Operating within this strategic and programmatic framework, the following
elements are proposed as essential components Girtiveh-Inducementtrategy, to be
implemented in a timphasednanner during the short and meditarm.

1. Asset Mobilization Undertake a systematic programme of tax refasnthe linchpin
of the effort b unlock latent wealth tied up in potentially productive assets and
promote entrepreneurial dynamism: remove distortionary takeg]ify the tax code;
review the external tariff structurentroduce new mechanisms for collateralizing
assets (physical capl, financial assets, and land); package and privatize
governmenbwned assets.

2. Build international competitivenesly frontally addressing costs of production:
accelerate the National Energy Policy Action Plan as an urgent priority and a
potential gamehanger; continue ongoing efforts to lower cost of capital and improve
transmission to the productive sector; improve productivity of the workforce by
ramping up training and labo certification; promote technical innovation (e.g.
greenhouse agriculture hydroponics, tissue culture through research and
development.

3. Exploit the full potential othe businessetwork modeto promote synergies within
and among targeted clusters of economic activity, reduce transaction costs and realize
economies of scalebuild and strengthen valwghain linkages, backward and
forward, among firms (g. business incubator networlinkages between tourism,
agriculture, agrgrocessing, and local services (health, sports, food, crafts,
entertainment)); promote emergencenefv clusters of activity based on a logistics
hub. Immediate gains for increased employment and export earnings are expected to
come from froloaded measures to expand ICT sites.

4. Protect and strengthen the built environmeBévere and costly damaga treasure
and human life) is perennially inflicted on Jamaica by hazards arising from both
natural and mamade causes, recent experience \titpical stormNicole being
only the latest example. Opportunities now exist to simultaneously reduce steh co
and create jobs, by redirecting resources within existing fiscal constraints, through
Apublic workso: infrastructure maintenance

5. Social inclusion Spearhead the drive for economic growtith an immediate and
concerted effort taamp upthe Community Renewal Programrmeunlock creativity
and entrepreneurship in targeted communities throughout the island as a foundation
for organic and sustained development of such communities and as a positive
alternative to ikkgal options lfence, as an antidote to crimey dombination with
other local and regional initiatives by government and private sector working in
partnership  (e.g. Downtown Kingston Redevelopment) and a strengthened
programme of onlending to MSMEs,provide thereby an holistic and integrated
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programme of social inclusiothat levels the playing field, broadens the base of
participation in the growth process, builds confidence, and allowsinbuyy
stakeholders.

6. Public sector transformation Adopt a ne role for government At present,
government iis widely perceived to be dpart
beset with intelagency coordination problems and, by its own actions, creates market
distortions, allocative inefficiencies, avenues fentseeking and corruption. Now
engaged in a contractionary mode, government should seek to pull back to
performing well its core functions, efficiently delivering services to the public and
acting, not just to facilitate, but also to becompraactie partner with the private
sector.

4.2 Specific components of the growthducement strategy and corresponding agenda
items are listed in th&rowth Strategy MatriXTable 2.2). Some of these items are
further highlightedin Table 2.3. Details of theganda for public sector transformation
are laid out in Part IV.J.

5.0 From Strategy to Implementation

5.1 In total, this strategy is comprehensive in scope, highly focused in its targets,
rooted in local (national) initiatives and effort, and emihepractical andelevant It
effectively deploys limited financial resources in a tight budget scenario while calling for
forceful leadership and exercise of political will.is atimely anddoable strategy

5.2  Several features of this propossthtegy are worth emphasizing:

1 Firsttt hi s i s not a W@ seekasplace intHergfnorda arsinaegic
framework that gives coherence, focus and direction to the giiodtlcement
strategy (see above, Figure 2.1).

1 Second, because ofrlited resourcesgverything cannot be done at onchk.is
therefore necessary to focus resources and action at those points which are
identified as critical to releasing binding constraints on economic growth and
capable of yielding demonstrable and diigant results in a short and medium
term context.

1 Third, it is important tadistinguish two phases of the strategg. measures that
are intended to take effect in the short term, and thoseatbaesigned for the
medium term. All measures are p&cted to be brought estream within a three
year horizon and be fully integrated with the thyear budget cycle of
Government (Medium Term Expenditure Framework).

1 Fourth, because of the complex structure and -phmesing of the overall
progranme and nterdependence among its component parts, therelesar need

12



for coordination and monitoring of performance by agencies responsible for
different components to ensure consistency and continuity in implementation.
Forceful leadership will be required tdrive this process so as to achieve
successful results.
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Table 2.2 Growth Strategy Matrix

Implementation

Strategic Focus Agenda Schedule AEEITEY ; iy
Short-term | Medium- Source
term
1. Social Inclusion Community Renewal Program (CRP)0ltargeted communities a a PIOJ various
throughout Jamaica
2.Asset Mobilization | Asset Class Agenda ltem
Financial Loan portability a MOF
Secured transactions a MOF
Credit Bureau a MOF
Jamaica Mortgage Bank a a DBJ
Venture CapitaFund a a DBJ
Real Property (land) | Land registration and title a MOF/LAMP
Probate & land transfer a MOF
Real Estate Investment Trust a MOF
Government Sugar industry privatization a DBJ
Property Jamalco divestment a DBJ
3. Competitiveness | Program Agenda ltem
Tax Policy Reform Tariff structure review a a MOF
Tax waiver reform a a MOF
Consolidate statutory deductions a MOF
Energy National Energy Policy Action Plan a a MEM/OUR
Net metering/net billing a a MEM/ OUR
Manufacture Industry Modernization Program; factory a a MIIC/IMA
space; GOJ procurement
Agriculture Diversify, modernize traditional farming; a a MAF/RADA DBJ/PC
PMOs; greenhouses
Exports NES- Implementation Plan a a MIIC/IEA
Human Resources | Training, certification a a ML/ME/HEART
4. Business Sector Agenda Item
Networks
Tourism & other Health/medical/heritage tourism a MT/JAMPRO
services Sports a a JAMPRO
Entertainment, crafts, food, attractions a a JAMPRO
JBDC
Government Public sector procurement a a MOF
ICT Regional ICT centers a a JAMPRO
Logistics Hub Logistics infrastructure initial phase a a MTW
MSMEs Capacity building; §r tax holiday; a a JBDC/HEART DBJ/PC
Venture Capital Network; Technology Par
5. Built & Natural Sector Agenda ltem
Environment
Infrastructure Jamaica Development Infrastructure a a MTW MTW
Program
Negril Beach Restoration a MTW MTW
Housing Various projects, islandide a a MWH/NHT MWH/NHT
6. Urban-Regional Program Agenda ltem
Development
Community Renewal| 100 targeted communities a a PI10J
Programme
Development Downtown Kingston Redevelopment a a Private
Projects West Kingston Commercial Lifestyles a a Sector/UDC/
Center KSAC
Logistics infrastructureinitial phase a a MTW MTW
Port of Falmouth a UDC/TPDCo
Montego Bay Convention Centre a ubcC
TPl Septor See Part IV.J for details. a a OPM, MOF
Transformation

Source:Compiled by the PIOJ
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Table 2.3, Highlighted Growth Projects

Programme/Project (Js%%itn) Source of Funds Agency
la. Shortterm Growth Stimulus
NWA - Priority Level 1 3,292.66| MTW MTW
NWA - Priority Level 2 5,703.76| MTW MTW
Farm Roads 3,883.00| MTW RADA
Community Renewal Program 1,277.00] DBJ, PetroCaribe | Various
Micro-business finance & capacity building 250.00| DBJ DBJ, JBDC
Total Cost 14,406.42
1b. Other related development projects
Downtown Kingston Redevelopment Private Sector UDC, KSAC
West Kingston Commercial Lifestyles Center Private Sector UDC, KSAC
Regional ICT Centers JAMPRO
Logistics infrastructure initial phase MTW
Port of Falmouth UDC/TPDCo
Montego Bay Convention Centre uDC
Negril Beach Restoration MTW
Housing MWH/NHT
2a. Unlocking latent wealth in dle assets
Loan portability MOF
Secured transactions MOF
Credit Bureau MOF
Probate & land transfer MOF
Land registration & title MOF
Consolidate statutory deductions MOF
2b. Privatization of government property
Sugar indusir privatization DBJ
Jamalco divestment DBJ
Jamaica Mortgage Bank DBJ
2c. Other related projects
Labor force training & certification ML/ME/HEART
Net metering/net billing MEM, OUR
3. Medium term projects
Tax policy reform MOF
National Energy Policy Action Plan MEM, OUR
Public Sector Transformation OPM, MOF

Source: Compiled by the PIOJ
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6.0 Short-Term Growth Stimulus

6.1  Within the overall Growtinducement Strategy framework outlined above, we
isolatefor analyss specific projects and activities whiele expected tprovide the basis

for an immediatestimulusto economic growthserve tamprove the neaterm credibility
oftheGover nment 6 s e c,amdengender ippravedrecmomie condis

for the mplementation of acomprehensive reform package over the meebemmn.
Specifically, we identify a package of public works and social inclusion projects aimed at
achieving the following outcomes:

1 enhaéne the resilience of the builind naturaknvironmem and rehabilitate farm
road

accelerag implementation of the Community Renewal Programme (CRP)
releag latent entrepreneuriabctivity of Micro, Small and Medium Enterprises
(MSMEs) through renewed lending from the \Bdéopment Bank of Jamaica

(DBJ).

6.2 Some of hese projects are expected to be implemented throughi W& 6 s r oad
improvement programme (JDIP)he farm roads repair programmmder the Rural
Agricultural Development Authority RADA), communitybased infrastructure
programmes and social itervention activities by various agencies including, among
others, the Jamaica Social Investment Fund, the Ministries of National Security, Health,
Youth and Water & Housing, th&ocial Development CommissioB[C) and the DBJ.
Appendix A provides detailsof the targeted projects.

il
T

6.3 The projected growtimpact of these projects is presented in the next section.
The projections provide a direct measure of the multiplier effect of the injection of
expenditure on each project as that expenditure worksatsthrough the productive
structure of the economy, creating jobs for workers, demand for products, sales by
business firms, and revenue for government. These projections do not take into account
the likely impact from currently ongoing government infrasture projects or from other
development projects being planned or implemented by various Ministries. Moreover, no
account is taken of government proposals and plans for housing construction that are
likely to come omstream during FY2010/11, quantiteg data for which are not available

at this time. Additional stimulus is expected to come from all of those efforts.

6.4 It must be noted also that the strategy includes a range of initiatives targeted to
improve the environment for doing business amérihance the dynamic capacity of the
economy, involving changes in rules, regulations, and various tax items, as well as crime
reduction. These initiatives are expected to have a significant positive effect on business
decisions, both from thedtirect mpacton costs of doing business and frsignallinga

new and favourable direction of public policy. This effect, though measurable through

! The main areas recommendedtbg Office of Disaster Preparedness and Emergency Management (ODPEM) to be
targeted for comprehensive enhancement of the built and natural environment in a longer temorkaare outlined
in Part IV.F of this report.
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further study, is not included in the impact analysis, but must be considered to augment
the projected growtimpact reported here.

7.0 Impact Analysis of ShortTerm Growth Stimulus

7.1 The overall projected growtimpacts of the promsed shorterm growth
measures are summarized in Tables 2.4 anthéldw. Appendix2B presend detaik of
the projected emplayent and/or regional impactsThe methodology of the impact
analysis is described in Appendix 2C.

Table 2.4 One-year Growth Impact of Short-term Growth -Strategy Components

Additional One-year Growth
) (% Change in GDP at constant prices)
Projects Expenditure a
(J% million)
Lower bound Upper bound
NWA - Priority Level 1 (PL 1) 3,292.66 0.34 0.72
NWA - Priority Level 2 (PL2)k 5,703.76 0.59 1.24
RADA Farm Roads 3,883.00 0.46 0.85
Enhanced CRP (various agencies) 1,277.00 0.16 0.27
DBJ Micro Loans 250.00 0.03 0.05
Total 14,406.42 1.58 3.13

aFor NWA and RADA projects, the expenditures do not necessarily reflect the total project costs but rather
the component of final demand expenditure acaaifdr in the projection period.

b NWA-PL1 projets are those projects which have been targeted for implementation in FY2011/12, but
for which the fiscal spaceas uncertain.

¢ NWA-PL2 pojects are those projects thaere initially targeted for implementation after FY 2011/12.

The accelerated implemetitan of these projects is being recommended

Source: Compiled by the PIOJ

6.2  Overall, the aggressiviEont-loading andimplementation of the specified short
term growthprojectscould increase real GDP growthy 1.6 - 3.1 percentage points
above a badine projection(by P10J)of 2.1% for 201% This implies thainstead ofa
projected 2.1% real GDP growth in 201theseprojectscould induceincreasedreal
growth to between 3.7% and 3& This boost in growth would come from a total
expenditure of§14.4 billion, amounting to about 1% of current GDP.

6.3 The improvement in growth performanesuld also hae positive benefitdor
povertyreduction and social inclusiornderthe baseline scenario of 2.1% real growth,
the povertyratein 2011 is pojected tobe inthe range of 16.5%18.1%, representing a

2 This baseline projection is subject to further revieyyP1OJon the basis of incoming data on current
economic performance.
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decline of 2.0- 2.2 percentage points compared with 281This baseline projection is
predicated on the following assumptions:

6.4

1)

2)

3)

4)

Real GDP: Real GDP is projected to grow by 2lduring FY2011/12driven
mainly by Mining & Quarrying, Hotels & Restaurant§jectricity & Water
Supply and AgricultureForestry & Fishing.

Employment. Total employment level is projected to increase by 1.5 per cent;
this increase is associated with expected growthhenfallowing industries:
Agriculture, Forestry & Fishing Wholesale & Retail TradeRepair and
Installation of Machineryall of which are labar-intensive industries.

Remittance Remittance is projected tocrease as the global econooontinues

to recod economic growth. Economic activities are also expected to improve in
Jamaicads main ¢heUBAce of remittance,
Pension Theincrease in pension bensfitom NIS (initiated inJuly 2010 and
paid in December 2010)n addition to the announced increas government
worker® pension, will positively impact disposable incoraed, thus, assist in
reducing povertyn an age group (age 60 and over) where it is most prevalent.

Under the improved growth scenario, the higher growth rates are projected

further reduce povertyatesto a range of 14.8%6.4% (assuming 8.7% growth rate)
and 12.4% 14.6% (assuming a 5.2% growth rate).

6.5

The shorterm growth projects are also projectedricrease tax revenuesased

on the increased valtaded geerated under the improved growth scenari@ble 2.5
shows the amounts of the projected increases in-alded and tax revenues.

Table 2.5 IncreasedValue-Added & Tax Revenue Generated by
Short-Term Growth Projects

(J$ million)
Projects Increment in Real Value-Added
Lower Bound Upper Bound
NWA - PL1 4,124.0 8,626.8
NWA - PL2 7,143.8 14,943.9
Farm Roads 5,497.7 10,171.3
CRP 1,913.9 3,214.7
Micro Credit 390.8 655.0
Total Value-Added 19,070.2 37,611.7
Tax Revenue(at 23.6%) 4,495.9 8,867.2

Source: Compiled by the PIOJ

% Poverty rates are measured as the toeanht i.e. the proportion of the pdption below the poverty line.
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Appendix 2A

Details of Targeted Projects

Table 2A.1. NWA Projects Tentatively Budgeted for 2011/12 (NWA Priority Levell)*

Project Timeline Expenditure Direct Job Creation Aim
Date J$ Million persons/month
IDB 2026 TIRP Scotts Covie Apr/2011 to 3000 30-40 Improve travel time along the
Belmont Feb2012 corridor, redue vehicle
operating costs.
IDB 2026 TIRP Sheffield Negril Jun/2011 to 515.4 50- 60 Improve travel time alog the
Sep/2Q2 corridor, redue vehicle
operating costs. Improve
drainage
JDIP- N. Mandela Highway Jun/2A1 to 80 Improvetravel time along the
Improvement Project Ded2013 corridor, redu@ vehicle
operating costs. Raisead
and improve dainage
JDIP - Westmoreland Bridge 40 Re-establish direct access fro
Reconstruction Agudta Vale to Richmond$t
Mary.
JDIP- Scheme Road rehabilitation Feb/2A1 to 429.5 20 Improveroads reduce risk of
Mar/2013 localised floodingreduce
vehicle operatingost.
JDIP - Fairview Housing Scheme 1,300.0 60 Reducerisk of flooding in this
Drainage Plan community.
JDIP- Ocho Rios Road and Draige Feb2011 to 544.0 60 Improve travel time along the
Improvement Feb2012 corridor, redue vehicle
operating osts. Improve
drainage
CDB - Tropical Storm Nicole Apr/2011 to 2,319.3 300 Reducerisk of flooding in
Rehabilitation Mar/2012 communities islandwide.
IDB 2026 TIRP- Big Pond/Old Aug/2011 to 5154 30 Reduce theisk of flooding in
Harbour Drainagémprovement Fely2013 the communities of Barton,

Colbeck, Old Harbour and Olq
Harbour Bay.

* NWA-PL1 projects are those projects which have been targeted for implementation in FY2011/12, but
for which the fiscal spaceas uncertain.
Source: The National Wks Agency
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Table 2A.2. NWA Projects To be FasfTracked to FY 2011/12 (NWA Priority Level 2)

e . Direct Job
Project Initial Timeline Expenditure Creation Aim
J$ Million persons/month
Improve connectivity
OPEC Phase 2 Ma
Pen- Trout Hall Apr/2012 to Jul2015 4.037.00 150 between the southern ang
northern coasts.
Tom's River to Improvetravel time along
Apr/2012 to Jul2014 150 the corridor redue
Agualta Vale 2,749.00 . :
vehicle operating costs.
JDIP - Morant Bay
to Cedar Valley Improve travel time along
Road jﬂgg%g o 60 the corridor redue
Rehabilitation vehicle operating costs.
Project

* NWA-PL2 pojects are those projects thagre initially targeted for implementation after FY 2011/12.
The a&celerated implementation of these projects is being recommended
Source: PIOJ estimates based on data provided by the National Works Agency

Table 2A.3. RADA Farm-Road Rehabilitation Projects:
Cost and Distance of Farm Roads in need of Repair, lparish
All Farm Roads Priority Farm Roads
Parish Distance Cost Distance Cost
km J$ Million km J$ Million

St. Andrew 140.9 276.16 54.8 107.41
St. Thomas 161.1 315.76 142.5 279.30
Portland 311.8 611.13 82.0 160.72
St. Mary 296.4 580.94 257.0 503.72
St. Ann 87.6 171.70 87.2 170.91
St. Catherine 262.2 513.91 85.6 167.78
Clarendon 54.5 106.82 23.0 45.08
Manchester 31.8 62.33 27.4 53.70
Trelawny 89.3 175.03 32.0 62.72
St. James 65.5 128.38 42.5 83.30
Hanover 149.6 293.22 149.6 293.22
Westmoreland 63.8 125.05 23.7 46.45
St. Elizabeth 266.2 521.75 266.2 521.75
TOTAL 1,980.7 3,882.17 1,273.5 2,496.06

Source: Rural Agricultural Development Authority, Ministry of Agriculture & Fisheries
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Table 2A.4. Micro-Finance Inditutions (MFI):
Estimated Demand forFunds, FY2011/2012

(I$Million)
MEI Allotted Balance Projection
(50% of MFI's NW) Outstanding 2011/2012

Micro Credit Ltd 22.5 4.2 120
JN Small Business Loans Ltd. 196.0 75.0 48.0
ﬁztlon Growth Microfinance 800 293 300
Access Financial Services Ltd. 1368 114.7 1000
Ch_urches Cooperative Credit 3389 250
Union Ltd. R
St._Thomas Cooperativeredit 46.4 100
Union Ltd. R
St. Elizabeth Cooperative
Credit Union Ltd. 749 - 250
Total 895.5 2232 2500

Note There is wide regimal distribution of these funds to allow for breladsed access.
Source: Development Bank of Jamaica
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Table 2A.5. Community Renewal Projects(CRP), 2011/202
Project (J$CI\:/I(i)IIiScfn)
CRP Projects Already Budgeted*
1. CSJP
Regularprogramme activities 1,000.0
2. JSIF
PRP Il (infrastructure upgrading) 318.0
ICBSP(infrastructure upgrading) 584.0
Community Crime and Violence Project 102.0
Community Investment Project (infrastructure upgrading)
387.0
Basic Needs Project 5&6dsial & infrastructural upgrading) 808.0
Subtotal 3,199.0
CRP Incremental Projects
1. CSJP
Sanitation upgrading 172.0
2. JSIF
High-Risk Youth intervention in conjunction with PMI 200.0
Other CRP related activities 100.0
Sanitation upgrading- 250.0
Youth literacy project 85.0
3. JBDC/DBJ
Business development & mictending + 100.0
4. SDC
Community mobilization/planning 85.0
5. Ministry of Health
Healthy lifestyle zones 85.0
6. Ministry of Youth
CRP related activities 100.0
7. Ministry of Water & Housing/UDC/NHT
CRP related activities 100.0
Subtotal 1,277.0
TOTAL 4,476.0

* It is requested that full budgeting for these items be brought on stream.
+ Funding providd by PetroCaribe for these projects.
Source: Various agency budgets and PIOJ data.



Appendix 2B

Impact Assessment of Shorterm Measures: Detailed Tables

Table 2B.1. Value Added & Employment Impact of NWA- PL1 Projects
Projects Increase in Expenditure on Value Added from expenditure
jobs Construction (J$ Million)
Activities Lower bound Upper bound
(I$Million)
IDB 2026 TIRP Scotts Cove 100- 134 285.00 356.95 746.70
Belmont
IDB 2026 TIRP Sheffield 167- 200 408.03 511.04 1,069.03
Negril
JDIP- Scheme Road 300 365.08 457.24 956.50
rehabilitation
JDIP- Fairview Housing 200 1,105.00 1,383.98 2,895.10
Scheme Drainage Plan
JDIP- Ocho Rios Road and 200 408.00 511.01 1,068.96
Drain Improvement
CDB - Tropical Storm Nicole 1,002 412.32 516.42 1,080.28
Rehabilitation
IDB 2026 TIRP- Big Pond/Old 100 309.24 387.31 810.21
Harbour Drainage improvemen
scheme
TOTAL 3,292.66 4,123.95 8,626.77

Source: PIOJ estimates based on data provided by thenlafiorks Agency

Table 2B.2. Value Added & Employment Impact of NWA- PL2 Projects

Projects Increase in Expenditure on Value Added from expenditure
jobs Construction (3% Million)
Activities Lower bound Upper bound
(I$Million)
OPEC Phase 2 Mayen- Trout
Hall 502 3,229.84 4,045.27 8, 462.18
Tom's River to Agualta Vale 502 2,473.92 3,098.51 6, 481.67
TOTAL 5,703.76 7,141.78 14,943.85

Source: PIOJ estimates based on data provided by the National Works Agency
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Table 2B.3. Impact of Repairing Farm Roads (J$Million)

Expenditure on

Value Added from expenditure

(3$ Million)

Projects Construction Activities
(I$Million) Lower bound Upper bound
All roads 3,882.17 5,497.65 10,171.29
Priority Roads 2,496.06 3,534.74 6,539.68

Source: P10J estimates basaddata provided by the National Works Agency

Table 2B..4. Impact of Repairing Farm Roads, by Parish

All Farm Roads Priority Farm Roads
Parish Distance Cost Value Added | Distance Cost Value Added
(km) (33 Million) (J%$ Million) (km) (J% Million) (J$ Million)
St. Andrew 140.9 276.16 391.08 54.8 107.41 152.10
St. Thomas 161.1 315.76 447.15 142.5 279.30 395.52
Portland 311.8 611.13 865.44 82.0 160.72 227.60
St. Mary 296.4 580.94 822.69 257.0 503.72 713.33
St. Ann 87.6 171.70 243.14 87.2 170.91 242.03
St. Catherine 262.2 513.91 727.77 85.6 167.78 237.59
Clarendon 54.5 106.82 151.27 23.0 45.08 63.84
Manchester 31.8 62.33 88.26 27.4 53.70 76.05
Trelawny 89.3 175.03 247.86 32.0 62.72 88.82
St. James 65.5 128.38 181.80 42.5 83.30 117.96
Hanover 149.6 293.22 415.23 149.6 293.22 415.23
Westmoreland 63.8 125.05 177.08 23.7 46.45 65.78
St. Elizabeth 266.2 521.75 738.87 266.2 521.75 738.87
TOTAL 1,980.7 3,882.17 5,497.65 1,273.5 2,496.06 3,534.74

SourcePIOJ estimtes based on data provided by the National Works Agency

Table 2B.5. Impact of the CRP by Projects
Agency Expenditure on Value Added from Expenditure
Infrastructure & (J5Million)
Social Activities Lower bound Upper bound
CSJP 472.00 710.35 1,236.64
JSIF 335.00 486.29 877.70
JBDC/DBJ 100.00 155.59 262.00
SDC 85.00 132.25 222.70
MOH 85.00 132.25 222.70
MOY 100.00 155.59 262.00
MOWH/UDC/NHT 100.00 141.61 262.00
TOTAL 1,227.00 1,913.95 3,214.74

SourceCompiledby the P1IOJ
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Table 2B.6. Impact of DBJ Loans to MSMESs, by Industry

Loans Impac'F o
( 3% Million) Eégewrl‘iﬂ:;‘#)re
Agriculture 49.11 96.15
Mining & Quarrying 0.01 1.70
Manufacture 10.80 111.64
Electricity & Water 0.003 28.36
Construction 0.14 12.50
Wholesale & Retail Trade 134.35 229.00
Hotel and restaurant services 53.17 107.08
Transport, Storage & Communication 1.27 65.63
Financial intermediation and insurance services 0.06 27.02
Real Estate & Business Services 0.62 46.01
Governmenservices 0.31 5.89
Other Services 0.00 12.55
Other community, social and personal services 0.15 32.18
Value Added 0.00 390.83
Total 250.00 1166.55

Source: Compiled by the PIOJ
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Appendix 2C
Methodology of the Growth-Impact Analysis

1.0 The impact analysis of the shaerm measures within the Growthducement
Strategy was primarily based opplying an InputOutput (FO) model toanalye the
economiceffects ofimplementation of selected list of projects.

1.2 The FO modé used isbased orthe 2000 InputOutput tableof the Jamaican
economy® It was closed with respect to the household sector. This allowed for
measuring, at the detailed industry lewbg projected direct, indéct and induced output
effects ofeach progct Employment multipliers derived frorthe I-O Model were used

to estimate the impact on employment. Bearing in mind t@abased multipliers may,

for various reasons, be lower than those obtained through time series estimates of
expenditure multipkrs, & alternativecrude estimate of an output multiplier for the
overall economy was also estimated using data relating to the change in GDP per dollar
change in government expenditdre The results of both methodsre presented in
measunig the overalimpact of each project on the econofiyWe interpret the-D

based estimates as providinglaver bound for the economic impacts while the
aggregate multiplier is viewed as providingupper bound.

1.3  The main assumptions used in isolating the firhdnd injections arising from
each type of project were as follows:

1 For the NWA public works projects, the injection was primarily metehs an
increase in investment demand for the outpuheimining and quarrying sector,
given the large share of expditures devoted to local materialsick as
aggregates, bitumen, etc.

1 For the RADA farmroad rehabilitation projects, the injection was mtmtkas an
increase in investment demand distributed according to existing sectoral
distribution d investment.

1 For the CRP projects, a distinction was made between infrastruetiated
projects and fAsoci al w 0 ormpa@nents werg teeated s . The
in the same way abe RADA projects above, while the social work components

* The Input-Output Table is best used to determine skenn impacteffectsfor up to five yearsfterits construction
because underlying changes in the structure of the econowey a longer termare likely to alter te estimated
coefficients. The 2000-0O Table usethere ishased on the economic structure of 10 years #ige, therefore, likely to

have reduced accuracy, by how much and in which direction are not knpwori. Improved measures must await
updatingof the FO table. Meanwhile, these estimates serve as a useful benchmark, better surely than wild guesses or
backof-the-envelope calculations.

° The crude output multiplier was measured by change in expenditure divided by change in GDP for 7 y&&ws, 200
2010. A trimmed mean was then used as the multiplier.

® The value added multipliers produidey the O analysis are usually underestimated as some of the spillover effects
are not captured, depending on how the model is closed with respect taldmahd. Conversely, the output
multipliers for the overall economy are generally hégid overstated. This the PIGdas leared from past experience

of assessing the impact of construction of the Highw@02Project. The approach taken in the presemk vgoto use

both methods to provide a range for the expected gain in value from the projects.
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were moddkd as an increg in Government consumption demand for social and
community development services.

1 DBJ funding for MSMEsvasmodédled as an increase in investment chaledeo
the sectors indicated by the DBJ as accounting for the composition of approved
but undisbursetunding.

1.4 There are several caveats to bear in mind:

(1) Thel-O based estimate of GDP impact captures mainly the impact of the
construction phase of the infrastructuedated projects.lt is to be noted
that after construction, these infrastructurejgcts would be expected to
have additional productivitgnhancing effects due to increase in the
guantity and quality of the stock of public infrastructure. This is especially
true for the RADA farrroadprojects.

(2) While the FO model is closed with respgeto the household sector,
thereby capturing important secondary effects through induced household
consumption spending, theQ framework still may not capture dhe
induced demand spitivers.

(3) The GDPimpactrelates to the firsyear impact of these pgrammess
assuming a given production structure and #dustry relationships.
Permanent effects on growth would necessitate the implementation of
other policy interventions which reinforce the credibility and sustainability
of the overall economic pgramme
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Chapter 3

From the IMF Programme to Private-SectorLed Growth
within Vision 2030 Jamaicd

Dr. Gladstone Hutchinson
Director General, PIOJ

AThe private sector iI's where much of our f
overarching chal | en g eGranth, jobs andiopmonunitd lelorggl o p me n
there [and] not i nMarkiMalloap Brown, Adninistyer, WRDPN me nt O .

1.0 Introduction

To grow a developing economy through a redu
is tricky business. Add to it the layers of complication brought on by a deep world

recession and the internal misalignment of econornsiouees and history of sudptimal

public policy in Jamaica, and we are left with the narrowest and messiest of paths to
success. Yt is abundantlyclear that this transformation is doable.

My argument is that this success rests squarely on whethethgoprivate sector can
discover resilience, robustness and elasticity in entrepreneurship and business
development.

The fact is that statdominated and directed management of economic resources as a
paradigm forprogress ireconomic andocialwell-being is largely discreditedlt is and

was always a bad idea. |dBalization and technological progress and their demands that
modern economies be agile, responsive and knowdbdged are furthering the demise

of this idea.

| need not do any telling tthis group about the most basic of necessary condition
underlying our new economic paradigm and reform effdft.markets, and you the
private sector, are not fully convinced that our country is irrevgrsibinmitted to this
new privatesector led ecammic paradigm, then the transformation will déailure. In

my presentation will discuss the evidence on this very point, @sdmplications.

! Copy edited and rormatted text of Presentation Toh e Ch ai r mBonué s Pri€ateuSkctor
Organization of Jamaica,September 28, 2010.
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2.0 Vision 2030 Jamaica

Before delving into economic analytjcswould like to briefly engage us in whwe
should. As yourecall, beginning in mikR000 under the PNRidministration and
subsequently embraced, suppoyteohd launched in 2007 under the current JLP
administration Vision 2030 Jamaicai National Development Plans a product of
comprehensive mn@nal discussions with stakeholders across political, religious,
business, government, ngovernment and civil society divide. It conciliates our
aspirations as a nation around four realistic national goals that integrate economic, social,
cultural and avironmental dimensions. These are:

1. To empower Jamaicans to achieve their fullest potential
2. To make the Jamaican society secure, cohesive and just
3. To make the Jamaican economy prosperous

4. To make the Jamaican natural environment healthy

Figure 3.1 National Goals

GOAL 2
The Jamaican
Society is Secure,
Cohesive and Just,
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On the basis of these national goal®e PIOJ has developed a dashboard of national
indicators and targets to serve as a metric of our progrégsion 2030 Jamaica

Dashboardof National | ndicators

Table 3.1. Vision 2030 Jamaicd National Development Plan

Main _ Past Present Future
Reporting Key Indicators
Area 1995 2009 2015 2030
1.Health Status  |Life Expectancy (Years) 71.3 72.7 73.4 76.4
(Avg. 1989- | (Avg. 2006-
1991) 2008)

2. EducatiorStatus |Adult Literacy Rate (%) 75.4 86.8 O 91. O 98.
Gross Enrolmerit 9.5 30.8 3545 50-70
Tertiary Level (%) (Provisional) | (Provisional)
Results in CSEC (% passin( 15.9 35.9 40-50 60-80
subjects or more) (1998) (Provisional) | (Provisional)

3. Labour Force Labour Force Ctification 9.4 20.1 60.0 90.0

Quality (% of Labour Force)

4. Securiyy Status  Major Crime  Rate/100,0( 616 438 182 43
Population
Murder Rate/100,0( 31 62 42 10 (a)
Population

5.Justice Status Case Clearance Rate (%) 97.8 80.1 95 100
(Resident Mag (Provisional) | (Provisional)

6.Economic Real GDP Growth Rate (%) 2.2 -0.8 5 5

Growth
GDP per Capita (US$) 2,346 4,832 6,629 23,567

7. Employment Total Unemployment 16.0 10.6 7.5 4-5
Rate (%)

8.Environmental Environmental Brformanc 74.7 58 O 82 O 85

Stewardship Status |Index (2006) (2010)

(a) Represents benchmarking to global average rate
Note: Moving 3year averages used for economic indicators
Source: Compiled by the PIOJ
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3.0 May 2010 Security Event and Aftermath

The clearesteviltec e of t he countr y 0 sision€@3d Jammaxcsp ur s ue

the May 2010 security operati®in West Kingston. The event exposed a malady of
difficulties and challenges in the identified 100 vulnerable communities across the
country. A Communiy Renewal Programmeis being developed to address
comprehensively the exposed social problems, in particular, crime and violence, and
attendant issues such as illiteracy, &aitial behaviour, low self esteem, unemployment,
poor housing, poor infrastruct) weak community governance and lack of coordination

of social intervention programmes. Thanks to you as a body, and your leadership in the
persons ofMr. Joe Matalon andrs. Sandra Glasgow, the PSOJ has been a perfect
partner i n t hedevelopOahd soordinatd the Canmuhity Renewal
Programme.| am happy to report that significant progress has been made and we are
well on our way to putting in place the framework to make a lasting difference in these
communities.

What is important for audiscussion is thaBoals One and Twof Vision 2030 Jamaica
which speak of our collective wants of a
our full est aplanaeah ha &l ,ics ainsdecur e, cohesi
inspirations for the CRPThese importantly are also the end goals of our economic
growth and development ambition.

| say without fear of contradiction, that neither the goal¥ision 2030 Jamaicayhich
require substantial wealth creation, nor our IMF Fiscal Consolidatiogr&nme, is
achievable without the transformation of our economy into a private sedtone.

4.0 Current Fiscal Consolidation Programme

We are all aware of the GOJ entering intS8tandBy Arrangemen{SBA) with the IMF
to help pull our economy k& from the brink of collapse. Quantitative and qualitative
fiscal consolidation and reform are at the core of this SBA programme. Specifically, the
Programme seeks to:

71 place the debt to GDP ratio on a downward trajectory

1 entrench fiscal accountabilignd discipline

1 significantly raise real GDP growth rates.

The programme is growth inducing if it credibly reduces:

A government inefficiencies and distortions of economic resources

A the taxprice of the provision of government services

A the perverse incenes associated with government economic activism

A government crowdingut of the private sectorrbugh competition for resources
and leads ta greater expansion in the private economy because of the rational perception
that longterm permanent wealttnd income will increase as a resulthis perception
then encourages an increase in current expenditures and an expansion and growth in the
economy.
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This desirable outcome is boosted by the role fiscal consolidation plays in stabilizing the
macreeconomc environment through low inflation, stable exchange rate and low
interest rate, while creating facilited¢ conditions for private investment.

Hence, fiscal consolidation has to be perceived as credible if it is to signal to the private
sector that tb government will be smaller, more efficient and complementary, and
provide services at a lower taxice, and if it is to be foundational in economic
expansion. Its success rests exclusively on the emergence of a positive psychology and
positive expectédns by households, workers and firms in the econonBconomic
agents must be convinced that the fiscal consolidation programme is credible, i.e.
properly rationalized and/or timely and/or sustainable and/or irreversible, for them to
extend their rationakxpectations beyond the short term and imagine a rise in their
permanent wealth and income.

It is important to notderethe result of failure. Under ¢hfailurescenario the economy
would experience the predictable Keynesian response of a macroecodediite in
economic activities and output and deflationary tendencies to fiscal consolidation. This
Keynesian effect would be compounded by the shock of the global recession, and the
structural rigidities clogging interest rate and price transmission anexhs in the
economy.

5.0 The Evidence

TheFiscal Consolidation Programneludes:
1 rationalization of the public sector
1 increase in taxes
1 Debt Exchange Programme (JDX) to lower interest expense and extend the
maturity of government instruments
1 stepstowardsenactment oFiscal Responsibility Laws.

This Programme is aggressively poyclical, and is being implemented at a time when
the economy is in a recession, thus exacerbating the downturn and delaying the recovery.

Our experience so far has inded:

A decline in private sector demand for credit despite the lowering of nominal
interest rates

A decline in the demand for the US dollar due to increased supply of foreign
currency and noted fall of private sector demand

A decline in output in most industs resulting in increased unemployment
levels and net private sector job losses of 86,600 since the official start of the
recession in October 2008

A decline in household demand for credit.

The Programme has been further challenged by the shocks of:
1 the longer than anticipated global recession
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1 the longer than anticipated global recession

1 the shrinking fiscal space due largely to unprogrammed expenditures associated
with the May 2010 Security Operations in West King&ton

1 the loss of wealth and liquidity ithe private economy from the collapse of
unregulated financial organisations (e.g. OLINT, Cash Plus), the impact of the
JDX on interest revenues which led to the ending of GOJ low risk high return
treasury bills

Additionally, the structural deficienciaa the economy including a high debt to GDP
ratio have
1 prevented the GOJ from running countercyclical policy to stimulate the
economy during the recession
T reduced the GOJO6s di sdebtesgpenditure)athug limiimgp e ndi t u
t he g o0 v eabilitynt® nspedds on growth enhancing areas (education,
infrastructure, security, etc).

6.0 Immobility of Capital | ssue

The financial sector meltdown in the mid 1990s and the subsequent reform of the
financi al regul at i on,appetbedoe delt énancingj hiavie ledthh e GO J €
a financial sector that is heavily dependent on government and that is relatively risk

averse when lending to the productive séctdihe current recessionary environment has

seen an increase in the stock of babitslea further increase of the risk averseness of

financial institutions and uncertainty about future prospeatsd an increasein

postponement by consumers and fimhgheir spending and investment decisions.

8 ECLAC estimateshe fallout at $13 billion, while the Ministry of Industry and Investment estimates $18 billion.
® Access to financing was ranked fourth most problematic factor for doing business in Jamaica in the Global
Competitiveness Report.
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Figure 3.2

GROSS SAVINGS RATE
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Since the intensification of the impact of the global recession on the Jamaican economy,

the stock of Loans & Advances to the Productive sector has tapered off indicating the
gener al oOwait and seed apprlighathe unactrtamty ed by
of the extent of future job cuts and its impact on aggregate demand.
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Figure 3.4

PRIVATE SECTOR EXPENDITURE IN CONSTANT 2003 PRICES
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Real value of the Private Sector expenditure has been declining since 2007.

Figure 3.5

TOTAL EMPLOYED LABOUR FORCE
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Decline in the Employment LevelsTotal Employed Labour Foe amounted to
1,087,900 persons in April 2010, down from a peak of 1,174,500 in October 2008.

Comparing the latest employment figures (April 2010) to the last time growth was

recorded in employment (October 2008) it is seen tlatnaulative total 086,600 jobs
were |ost.
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Table 32. Employed Labour Force by Industry Group, April 2004 i October 2008

. Jobs
Industries Apr-04 Oct-08 Gained/Lost

Agriculture, Hunting, Forestry & Fishing 196,200 223,600 27,400
Education 48,800 72,200 23,400
Real Estate, nting & Business Activities 39,400 54,700 15,300
Wholesale & Retail, Repair of Motor Vehicle, Cyc

Personal & Household Goods 204,800 219,500 14,700
Health & Social Work 23,900 33,600 9,700
Public Administration & Defence; Compulsory Soc

Security 43,500 52,900 9,400
Hotels & Restaurants Services 70,300 78,600 8,300
Financial Intermediation 13,500 21,600 8,100
Transport, Storage and Communication 76,500 84,200 7,700
Other Community, Social and Personal Sery

Activities 53,400 58,400 5,000
Mining & Quarrying 5,500 9,300 3,800
Electricity, Gas and Water Supply 6,500 9,100 2,600
Construction and Installation 105,300 105,700 400
Industry Not Specified (Incl. Extr@erritorial Bodies) 6,700 6,400 -300
Manufacturing 86,100 81,100 -5,000
Private Households with Employed Persons 74,200 63,600 -10,600
Total Employed L abour Force 1,054,600 1,174,500 119,900

Source: Statistical Institute of Jamaica

Table 33. Employed Labour Force by Industry Group, October 2008- April 2010

Industries October April Jobs
2008 2010 Gained/Lost

Wholesale & Retail, Repair of Motor Vehicle, Cycle, Persa 219,500 205,000 -14,500
& Household Goods

Construction and Installation 105,700 92,900 -12,800
Transport, Storage and Communication 84,200 72,000 -12,2®
Health & Social Work 33,600 22,500 -11,100
Other Community, Social and Personal Service Activities 58,400 49,200 -9,200
Mining & Quarrying 9,300 3,000 -6,300
Education 72,200 66,500 -5,700
Manufacturing 81,100 76,000 -5,100
Private Households witBmployed Persons 63,600 59,400 -4,200
Electricity, Gas and Water Supply 9,100 6,600 -2,500
Real Estate, Renting & Business Activities 54,700 52,200 -2,500
Industry Not Specified (Incl. Exte&erritorial Bodies) 6,400 4,200 -2,200
Public Administration& Defence; Compulsory Social Securi 52,900 51,100 -1,800
Hotels & Restaurants Services 78,600 79,000 400
Agriculture, Hunting, Forestry & Fishing 223,600| 224,500 900
Financial Intermediation 21,600 23,800 2,200
Total Employed L abour Force 1,174,500 | 1,087,900 -86,600

Source: Statistical Institute of Jamaica
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Three industries recorded increases in employment over the péupttulture, Forestry
& Fishing, Hotels & Restaurants Services, and Finance & Insurance Industries.

7.0 Danger of PublicSector Growth

Against thke background of the dispirited economic performance evidenced above, the
private sector must understand and appreciate whegn the public sector grows faster
than the national economy and the private sector, it diminisheshdity 86 modernize

and robustly grow our economy, and more importantly, robs us of our personal and
collective development, webleing and freedoraf ambitions.

Such a situation ultimately erodes our ability to exercise agency in the pursuit of our
prefaences just read the wailing over the constrictions of the rrlaliral programes

0 and is an important source of-tneedoms. |t t her ef ore amounts to
because of its inescapability despite our best private efforts to abate its negative
consequences. A secorate education system, poor heaitlre, high levels of

criminality and crime, corruption, and business enterprises with outmoded and
uncompetitive structures of production come immediately to mind as examples of how

governmentfalues can inflict an economy with publ:i
These public fAbadsodo contribute to the <creat
fairness and opportunity of justice between thelR.ub |l i ¢ fAbadso are al s

because they are collectively consuh@and require our collective effort to negate their

societal harm.Since transitive fairness and justice, bréim$ed opportunities, equity and

a Agood economyo are all accepted as dApubli
aspirations oVision 2@0 Jamaicdor all the reasons just discussed.

80 Government 6 s Beotorled GrawthPr i vat e

In an August 1997 PSOJ Investment Policy Paper, your members endorsed the findings
that micreeconomic incentives like industgpecific tax incentiveand subsidies were of
secondary importance to the abatement of macomomic and infrastructural constraints

in the modernization, revitalization and growth of the economy. This point has been
made by the World Bank and by a slew of researchers. | apfgebat these incentives

can influence business decisions at the margin, and that they are often sought to
compensate for how the poor maemwironment taxes firms and industries into
uncompetitivenessat other timesto match tax incentives and subsslibeing granted to
competing industries overseas; sometimes to assist in the modernization of domestic
industries or to grow new ones; and sometimes for pure economic \\ématever the
reason, aside from their unaffordability and the perverse inceniness create, they
represent a losing and irrational proposition for our dielotlen and publicapitatstarved
economy. Micreincentives should never be used as a compensating factor for
government failure to adequately address critical macomomic ad infrastructural
impediments to economic growth.
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The fact of the matter is that the biggest incentive for growth, and one that has no sunset
provision, is for Government to commission itself to the efficient production of its core
functions. This bestminimizes the transactisrcost of privatesector business activities

and is growth inducing.

As Professor Daad Harris has agantly showedin a recent study on the Jamaican
economy, fiscal consolidation aimed at dealing with the prevailing chrone aitdiscal
imbalance is probably the most important of early steps in this important process.

Having declared this, | would be foolish to ignore the large body of international
evidence that, and | quote from a May of this year study by the World Bank

fishows that while activist government economic policies in
developing countries have historically failed to achieve their stated
objectives, in all successful economies the state has always played
an important role in facilitating structural change ahélping the
private sector sustain it across tirae.

So the issue ias much about the quality of government participation in the economy as it
is about its size.

Therefore once the Apublic goodo of government e
and having budgetary practices that assure the public of transparency guarantee is
adequately addressed, the issue tbesomes:how government can rationalize its

selective support for modern economic growth and development. The general view,

based on cdmuously updated empirical international evidence, is that grénethdly

government policies beyond core activities is focused on addressing market imperfections

that arise because of the collective consumption and productive nature of activities that

are often essential to industry modernization dywdamic competitiveness

Translating, successful government interventions under globalization and rapid
technological change occur in situations where the policies are aimed at facilitating
private agentsn industrial upgrading and diversification of industry, and in exploiting
market opportunities. They are aimed at assisting industries overcome information and
coordination problems, including better matching Higlaring capacity to access to
financing ad coadinating access to new markewggddressing externality/spillover
effects, and improving industry soft and hard infrastructure, including modernizing

property.

Note t hey dondét take equity share inonfirms or
grant credit orreturn on investmentROI) guarantees, offer pricing subsidies through

tariff or nontariff barriers, etc. Instead, their focus is on increasing the technical

efficiency and competitiveness of firms and industries.
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9.0 Proposalsfor Growth-Stimulus Initiatives

Within this context the Economic Competitiveness Unit at the PIOJ has identified a
couple of areas that could bear immediate fruits in terms of thelizafitan of economic
activitiesand sustainable growth in the ecano

First and foremost i t is the PIOJb&6s judgment t hat
ROI for public expenditures and effort are in the areas of:

9 Fiscal consolidation

1 Crime and violence reduction @ecommunity revitalization

Fiscal consollation greatly reduces the chronic uncertainty over the impact of public
finances on the private economy. If the consolidation is smartly rationalized and
executed, it will have immediate growéimhancing influences.

Crime and violence are cited as thember one reason hindering business activities in
Jamaica and may cost the economy between-B% in output growth yearly. The
CommunityRenewalProgrammecould serve as a dual stimulant to the economy by, on
the supply side, reducing security and extorticosts to firms, and facilitating a
lengthening in the use of their capital base (i.e. run second and third shifts), and on the
demand sideincreasing aggregate demand through its shieady infrastructure
projects.

Beyond these twarecommendatins, government should also studfe following
initiatives

(1) Incentives for the Short Term

1 Tradable Tax Creditfor startups in emerging industries and capital market funding

1 Tax break for companies employing new workavhich would be capped atpre
specified amount. A fraction of incremental revenue due to GOJ would be utilized to
fund this initiative.

1 Business Incubator Network Access to affordable rent (e.g. Downtown Kingston),
shared internet, shared corporate services with techrogalsight provided
(GOJ/IDP funding).

1 Organic and Greenhouse Farmigsing Constituency Development Funds and IDP
Grants.

1 Webbased employment baniwhich matches persons on the basis of -skits and
not previous positions held (GOJ).
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(2) Incentves for Short to Medium term

T

Establishment of aReal Estate Investment Trustr all Crown Lands (Capital
Market).

(3) Incentives for the Medium Term

T

Abolition of Estate Dutyi Needed to give the necessary fillip to the real estate
market which remaindormant as beneficiaries are unwilling to apply for letters of
probate for fear of losing the bequeathed asset totally. Initial fallout in revenue will be
covered by an exponential increase in second sales. This is already being treated in
part under thé&pecial Provisions Aatvhich governs LAMP communities. Likely to

be substantially revenue positive in the short to medium term.

Give Local Authorities (parish councils, KSAC) the latitude to vary property tax and
other local rates and chargesan effot to attract new business activity. This would
create competition, a natural tax reduction for firms, and an expanded tax base for
local government. It would also -d&ngstonize the economic base of the economy
and open up new markets for housing and .[&@wlpled with the earlier suggestion

for creation of a Real Estate Investment Trust and the abolition of Estate Duty, the
regional real estate market would have new reasons to experience a boom in
activities.

Secured Transactions Collateral reformi funded by IDPs. This would allow
borrowers to pledge movable property as security for a loan in a manner that removes
ambiguity regarding the property that has been pledged, gives lenders the right to
repossess these assets speedily in the event of pagefantt. Fastracking the
implementation of this recommendation should result in reduced interest rates, lower
transaction costs and increased access to finance for the 35 per cent of business
persons currently marginalized by the financial system.

(4) MediumLong Term

T

Strengthen Business Clustdigat are organically developing. Foster the organic
development of clusters of economic enterprises and industries that sharehaatue
linkages and benefit from proximity to each other. These linkatgs be at the
national level, or at the level of specific regions of Jamaica, where we can already see
such clusters emerging, for example, in the development of linkages between farmers
and hotels in resort areas on the North Coast, or between farmdmodrmocessing
facilities in our agricultural heartlands, or between transport infrastructure and
logistics and manufacturing zones on the South Coast. These and other examples all
offer the opportunity for a proactive and agile public sector to prosiggporting
conditions through integrated spatial and land use planning, provision of adequate and
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targeted economic and social infrastructure, improvements to the business
environment and labour markets, and other interventions.

Regional developmentThe benefits of a strategy of regional development are many,

including provision of sustainable livelihoods on a balanced geographic basis, and
reduction in rural to urban drift. Most importantly, such a strategy will contribute to

an expansion of the spheoé freedoms enjoyed by our citizens, who will be better

able to make choices based on economic ben
with their feetdo to relocate in-tagmeographi
wellbeing and economic developmt aspirations. The suggestion to give Local

Authorities (parish councils, KSAC) the latitude to vary property tax and other local

rates and charges in an effort to attract new business activity is the perfect
complement to any regional development itiie.

Tax reformaimed at a general lowering and broadening of the base and simplifying

taxes to better promote equity, fairness and economic growth, industry
competitiveness, and brohadsed development. According to existing studies, the

complex systenof tax incentives distorts the use of economic resources and is a

major source of the misallocation of resources and inefficiency across industries. The

tax system encourages fAenclaved devel opmen
rest of the economyna directs investments flow to industries isolated from the

violence which affects the other areas of the economy. This results in investment
concentrating in areas such as All Inclusive Resorts, Mining & Quarrying and Export

Free Zones. According to th2004 Final Report of the Tax Policy Commitiee

Agover nment has significantly narrowed its
range of preferential treatments, 0 and AJa
nortcompliance (catch me if you camnd a path of finding the path of least

resistance on the administrative side (I w

These are just some tiie ways in which the government could assist in removing
constraints to growth in the private sector and the economy.

10.0 Conclusion

Our economy is at an important juncture, if not at a tipping point in its developrtent.
has taken important strides to transform itself into a private sect@conomy, but for a
variety of reasons the private sector and private engnioave contracted even more
rapidly than the public sector over the past few years. Heheefreedup financial
capital assetand the displaced human and physical capital agsgtsctedunder the
rationalization of the public sector, are not beingoabsd into an expanding private
sector and expanding maeesonomy. The potential economic dislocations from this is a
recipe for a retreat to a stade@ected economy, which over the pa6tyears has proved
unsuccessful in advancing our national wading and development aspirations in any
notable way.
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It is clear to us at the PIOJ that crime reduction, the renewal of vulnerable communities
across the island, and fiscal consolidation, form the essential platform for economic
revitalization and broatlased growth and developmerithey are essential modern
public goods, not modern public sector gaodkhis distinction is important because
public goods and public bads are inescapable, are collectively consumed, and require
collective production for theefficient contribution to national development.

This is where the private sector needs to step up a bit. Too often the discussions about
economic reform are dominated by the illogical ideology of good private sector and bad
government. There is no roldusmpirical validation of this position internationally
anywhere. In fact, in my own study of privatization and economic efficiency, which has
since been selected as among theS@porks worldwide over time in public policy on

the topic, | prove that thenvironment within which an enterprise operates is far more
important to its efficienperformance than whether it is a public versus private firm. And
frankly, since the classic necessary conditions for firm efficiency do not exist in Jamaica
i i.e.simutaneous capital market and goods market competitibare is good reason to
believe, and frankly sufficient evidence of the fabat private firms are not necessarily
systemically efficient in Jamaica.

Fiscal consolidation and public sector ratimation will benefit our economy by
reducing the misallocation of economic resources, lowering the cost of capital and tax
price of government, crowding in the private sector and private economy, and raising
household wealth and workers permanent incofifeese achievements combine to
create a most important public good.

So too are the econonwide and collective benefits of crime reduction, community

renewal, tax reform, and broddsed development. These reflect the conciliant
aspirational goals of Jantains and are reflected in Vision 2030 Jamaica. As a result,

the pursuit and achievement of Vision 2030 Jamaica, whose national vision statement is
fiJamaica, the place of choice to live, work, raise families, and do buginesss a cr i ti c
national publicgood that all of us, including the private sector, must invest in and
collectively produce if Jamaica is to achieve its fullest potential.

The private sect@r sesponse to the fiscal consolidation effort has been insubstantial to
date and | should useishoccasion to remind you that entrepreneurship and private
sector developmergremuch like surfing: no riskaking, no reward, and staying on the
beach, while safe, never gives you worthwhile returns.

Whil e the government hpausb | ii tcs goold® iord @&r esaotL
economy and an enabling business environment, so too the private sector has a role to
play in creating broatiased growth and development by:

1 engaging in activities that build productivity and innovatiomndustriesinstead
of behaviour that seeks to secure preferential treatment for one group at the
expense of others
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1 partnering with government to discover, develop and take advantage of new
sources of competitive advantagedomestic, regional and global markets

1 supporting, and indeed leadingfforts to ensure good governance, transparency
and accountability at all leveisthe company, the community and the country.

| thank you for this opportunity to share my analytical and He#riperspectives and
aspirationsand faith about our possibilities as a country. | represent all my colleagues at

the P11 OJ whose daily actions reflect their s
discussion today reflects the colleet views of my colleagues and mysatid | lope it

represents part of the public good of governmekite pledge to work tirelessly in

partnership with you to pursue these important ends.
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Chapter 4

Alignment of the Growth-Inducement Strategy with
Vision 2030 Jamaica National Development Plan?®

1.0 Vision 2030 Jamaica

Vision 2030 Jamaica National Development Plans th e ¢ o dongtarny sirategic
plan. Itprovides a comprehensive planning framework in which the economic, social,
environmental and governance asp&dtaational development are integrated. The Plan
is based on the visiomf J a m&he mlage o&choicé to live, work, raise families, and

d o b u sandiseespected to put Jamaica in a position to achieveldped country
status by 2030.

The Plans built onfour strategic goalfor nationaldevelopment. Operationally, the four
National Goalsare mapped intd5 National Outcomes which in turn will be pursued
throughNational Strategies and ultimately through actions, programmes and projects at
the sector and organizational level$hese are implemented through the plans and
budgets of public sector ministries and agencies, as well as through the plans and projects
of privatesector companies, civil society organizations and the programmes of
Interrational Development Partners (IDPs).

The four National Goals arth National Outcome are indicated in Table 4.1

2.0 Medium Term Socio-Economic Policy Framework(MTF)

The Medium Term SocieEconomic Policy FrameworkMTF) 20092012 represert
thefirst phase of implementatidimwards the longeterm goals contained in the Plait
outlinesthe priority national outcomesstrategies, actionand targetdor the threeyear
period FY2009/10 2011/12.

The MTF targes an annuagrowth rate ofeal Gross Domestic Produetjual to3% from
FY2011/2012 to FY2013/2014However, recognition of the impact on Jamaica of the
prolonged downturn in the global economy, and particularly in key export markets for
Jamaica including bauxite and alumina and tourisavel, as well as the reduced
prospects for access to global capital markets and foreign direct investneeigd ta
revisions in a number of key macroeconomic targets over the period2PQ#1 For
example,under the Stan@y Arrangement with the Inteational Monetary Fundvhich
Jamaica entered into in February 2010, the anguavth target ha been revised
downward to 1.9% for FY2011/2012 and FY2012/2013 and 2.0% for FY2013/2014.

%1n consultation with thé@lan Development Unit, PIOJ.
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3.0 Growth Inducement Strategy

The Growth-Inducement Strategyidentifies measureslesignedo increase the rate of
economic growthn theshort andnediumterm. These measures are closely aligned with
the priority outcomes, strategies and actions contained iMTife Table 4.2 identifies
specific features of the ahgnent of the MTF in relation to each componeitthe
GrowthInducement Strategy.

This close alignment demonstrates that the Grdmndlncement Strategys fully
consistent with the lonterm strategic plan for development of the country. Therefore,
its proposed measures will not only address the imperative for increased economic
growth rates in the short to medium term, but will also contribute to the achievement of
the medium and lonrterm goals and outcomes a&fision 2030 Jamaica It also
demonstratethe dynamism and relevance of the strategic planning framework provided
by Vision 2030 Jamaica

Table 4.1. National Outcomes Linked to National Goals

National Goals National Outcomes

1. Jamaicans are Empowered tg A Healthy and Stable Population
Achieve their Eillest Potential World-Class Education and Training

Effective Social Protection

Authentic and Transformational Culture

Security and Safety

Effective Governance

A Stable Macroeconomy

An Enabling Business Environment

Strong Economic Infrastructure

10. Energy Security and Efficiency

11. A TechnologyEnabled Society

12. Internationally Competitive Industry Structurg

Agriculture

Manufacturing

Mining and Quarrying

Construction

Creative Industries

Sport

Information and Communications

Technology

1 Services

1 Tourism

4. Jamaica has a Healthy Natur§ 13. Sustainable Management and Use of
Environment Environmental and Natural Resources

14. Hazard Risk Reduction and Adaptation to
Climate Change

15. Sustainable Urban and Rural Development

2. The Jamaican Society is
Secure, Cohesive and Just

3. Jamaicabs Econ
Prosperous

OO N0~ W IN =

=A =4 =4 =488

SourcePIOJ
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Table 4.2. Alignment of Growth-Inducement Strategy Components with Vision 2030 Jamaica

Growth-Inducement Strategy

Ali

nment with Vision 2030 Jamaica- MTF

Strategic Focus

Agenda

National Outcome

National Strategies

Priority Sector Strategies /
Actions for Years 1-3

1. Social Inclusion

Community Renewal Prograne (CRP); 100 targeted
communitieghroughout Jamaica

Security andSafety

Strengthen the capacity of
communities to participate in
creating a safe and secure
society

Improve the implementation of
targeted community interventions

2.Asset Mobilization

Asset Class

Agenda Item

Financial

Loan portability

Secured transactions

Jamaica Mortgage Bank

Credit Bureau

An Enabling Bumess
Environment

Increase access to capital

Develop and implement measures
for expansion of the domestic
capital market

Institute credit bureaus to facilitate
and fast track acce$s capital

Real Property
(land)

Land registration and title

Probate & land transfer

Real Estate Investment Trust

An Enabling Business
Environment

Ensure a facilitating policy,
regulatory and institutional
framework for business
development

Improve processes related to land
ownership, titling and transfer

Government Sugar industry privatization A Stable Macroeconomy | Ensure fiscal and debt Undertake divestment of narore
Property Jamalco divestment sustainability GoJ assets
3. Competitiveness | Programme Agenda Iltem

Tax Policy Reform

Tariff structure review

Tax waiverreform

Consolidate statutory deductiong

A Stable Macroeconomy

Develop an efficient and
equitable tax system

Undertake fundamental tax reform
to increase efficiency, simplicity an
equity of the tax system

Improve and rationalize tax
administration and payment
processes

Energy

National Energy Policy Action
Plan

Net metering/net billing

Energy Security and
Efficiency

Diversify the energy supply

Finalize and promulgate the new
EnergyPolicy

Ensure appropriate integrated polig
framework, legislative and
institutional framework for the
energy sector
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Growth-Inducement Strategy

Ali

nment with Vision 2030 Jamaica- MTF

Strategic Focus

National Outcome

National Strategies

Priority Sector Strategies /
Actions for Years 1-3

Agenda
Manufacture Industry Modernization Rogram
factory space; GOJ procurement
Agriculture Diversify, modernize traditional
farming; PMOs; greenhouses
Exports NES- Implementation Plan

Internationally
Competitive Imustry
Structures

Develop company
sophistication and productivity|

Develop the capacity of local
companies in process, materials af
energy efficiencies

Develop a diversified rangef
agricultural production including
higher valueadded production

Develop and implement the Nation
Export Strategy

Human Resources

Training, certification

World-Class Education
and Training

Expand mechanisms toguide
access to education and traini
for all including unattached
youth

Increase the use of technolegy
driven training programmes

4. Business
Networks

Sector

Agenda Item

Tourism &other

Healthmedical/heritagéourism

Internationally

Develop economic linkages

Develop new tourism market

services Conpetitive Industry and clusters segments
Sports Structures Promote Jamaica as a sports tourig
destination
Entertainmentcrafts, food, Increase opportunities for products|
attractions and servies in the creative
industries
ICT Regional ICT centers Expand ICFfocused business park
for major service providers
Government Public sector procurement

Logistics Hub

Logistics infrastructure initial
phase

Strong Economic
Infrastructure

Dewvelop Jamaica as a regiona|
logistics hub with multimodal
transport linkages

Coordinate and rationalize plans fo
logistics facilities at Port of
Kingston, Vernamfield and
Caymanas

MSMEs

Capacity building; 5/r tax
holiday

An Enabling Business
Environment

Develop the capabilities of
micro, small and mediursized
enterprises

Provide training and capacity
development for MSMEs
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Growth-Inducement Strategy

Ali

nment with Vision 2030 Jamaica- MTF

Priority Sector Strategies /

Strategic Focus Agenda National Outcome National Strategies Actions for Years 1.3
5.Built Environment Sector Agenda Item
Infrastructure Jamaica Development Strong Economic Expand and rationalize land | Improve and rationalize the road
Infrastructure Program Infrastructure transport infrastructure and transport infrastructure
services
Negril BeachRestoration
Housing Various projects, islandide
g' v eﬁlgg?nnéﬁteglonal Programme Agenda Item
Community 100 targeted communities Security and Safety Strengthen the capacity of Improve the implementation of

Renewal Program

Development
Projects

Downtown Kingston
Redevelopment

West Kingston Commercial
Lifestyles Center

communities to participate in
creating a safe and secure
society

targeted community interventions

Port ofFalmouth

Strong Economic
Infrastructure

Expand and diversify maritime
infrastructure and services

Facilitate the smooth development
of strategic maritime infrasicture
for cargo and passengers

Montego Bay Convention Centre

Internationally
Competitive Industry
Structures Tourism

Develop Montego Bay Convention
Centre

7. Governance

Public Sector Transformation

Effective Governance

See Part IV.J

See Part IM

Source: Compiled by the PIOJ
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Part Il

Situational Analysis
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Chapter 5

The Jamaican Economy
Economic Performance and Prospects

10 Summary
Economic erformance during 2010 was characterized by the following positive
developments:

A significant stabilization of fiscal and debt dynamics in the skearh, occasioned
by the Jamaica Debt Exchange

A stability in foreign exchange markets, reflecting the impecBOP and budget
financing from multilateral financial institutions in support of an IMF SBA, and
central bank management of liquidity in line with monetary and fiscal targets
under the GOJ6s economic programme

A low and declining interest rates on GOJdkenark instruments, which influenced
a lagged and much smaller adjustment in bank lending rates.

However, notwithstanding these positive developments, economic growth was depressed
and performed worse than initially projected in the second half of the (gaaent
projection for 29 half of 2010 isa decline of-0.8%, down from initial projection of
0.2%)." P10J also projects a rise in poverty levels from 16.5 per cent in 2009 to within a
range of 18.5 per cent and 20.3 per cent in 2010.

These projetions reflect, among other things, the negative effects of:

1 weak aggregate demand occasioned (@ fiscal stabilization measures (b)
reduced external demand for exports of g
tailedo global recession)

1 exogenous sbcks, such as the May 2010 civil disturbance and the extreme
weather conditions in September and October 2010.

In addition, production conditions continued to be negatively affected byskamgling
structural constraints, including:

9 high cost of doing bsiness (financing, taxes, etc.)

1 high levels of crime (notwithstanding a reduction in violent crimes during the
latter half of 2010)

1 high energy costs

™ In consultation with the Economic Policy Research Division, PIOJ. Data and analysis in this Chapter
first presented on September 16, 2010.
12 Real GDP growth for 2010 is projected-&a2 per cent.
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1 inadequate provision of public infrastructural services (both physical and non
physical infrastructure)

1 inadequate stocks of human capital

1 continued weakness in the real sector, as evidebgeddecline in private credit
and rise in notperforming loans, which are leading indicators of ssadtor
business confidence.

Real GDP is projected to grow by 2.1rment in FY 2011/12 on the basis of favourable
assumptions about production and demand conditions. However, the continued negative
impact of the abowenentioned structural weaknesses combined thigHikely negative

impact of higher commodity prices (piaularly oil and grains), will weaken the
likelihood of attaining the projected growth target.

Current growth prospects are based on extremely fragile foundations and the PIOJ
perceives most of the risks to its growth forecasts to be on the dowii$iddragility of
growth is underpinned by the following dovside risks:

A uncertainty regarding the robustness of a nascent global recovery in output and
trade

A a further weakening ofdomesticaggregate demand consequent on continued
fiscal contraction, inan environment wher e-i pos hat e s ¢
exhibited significant inertia

A further erosion of social capital under the conditions of: (a) a slower than
projected decline in poverty rates, and (b) continued weak labatket demand

A vulnerability to weatheirelated shocks

A continued low labour (and capital) productivity due to structural constraints
previously highlighted.

By retarding growth, these risks may threaten the sustainability of the current fiscal
consolidation programme. In the absenaf sustained growth, a fiscal consolidation
programme wuld have to be supported by unsustainable cuts in public expenditures or
additional revenue enhancement, the limits of which will be quickly reached. Such
additional expenditure cuts and/or additb tax or revenue enhancing measures would
further compound the proyclicality of the current fiscal consolidation programme.
Experience in other emerging economies operating under IMF programmes of fiscal
consolidation confirms this proyclical tendeny, which is further aggravated by the
nature of the political cycle.

There are current signs that these risks are real, for example, in the underperformance of
certain categues of fiscal revenues (Aprid December 2010), in particular, PAYE and
GCT (local) tax collections.

Therefore, lhe need to reduce the econemigle risks to the sustainability of the current
fiscal consolidation strategy and to acl@evhigher growth target compels an urgent re
consideration of the mediuterm macroeconomic polfcagenda to focus on initiatives
that achieve the following objectives:
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provide a stimulus to aggregate demand, in the gbart

enhance the resilience of the economy to shocks

reduce or remove, over the medium term, critical structuraltieonts to log-

term growth

improve the social inclusiveness of economic policies, which would include
arresting and reversing the upward trend in poverty and addressingrurabn
imbalances.

> > >

Of special note regarding the fragility of our growth projectiatega onthe impact of
recent natural disastegghlights that, during the last decade, Jamaica has suffered from
several natural disasters, with Hurricane Ivan being the most significant. Combined,
these disasters have cost the country approximately $11skmHiapproximately 2.1 per

cent of GDP annually (compare this to the optimistic baseline forecast of 2.1% real GDP
growth for FY 2011/12). These extreme weather events have also contributed
significantly to either undesirable budget imbalances or unplafaed oftentimes,
unproductive) cuts in expenditures to finance jolisaster rehabilitation.

In light of these policy imperatives, the PIOJ is proposing adoption of a Growth
Inducement Strategy focused on a mix of short and médearm measures featag:

A targeted infrastructure spending, which is intended to improve the resilience of the
built environment, contribute to increased agricultural production especially
through rebuilding and maintaining farm roads, generate an immediate injection
of aggregte demand and income, and improve social inclusion in volatile and
vulnerable communities

A a targeted and broabased Community Renewal Programme, aimed at
ameliorating crime and improving social cohesion in targeted communities

A apackage of mediurterm policy reforms, including tax reform, which address
the removal of structural constraints and imgr@ostcompetitiveness of the
economy

A strengthening value chain linkages between tourism, agriculture;pagcessing,
and local services.

Early adoptionand implementation of this Strategy is projected to provide significant
immediate benefits beginning in 2011 in terms of the following key objectives:

a. Job creation
b. GDP growth

c. Poverty reduction
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2.0 Macroeconomic Assessment

2.1 International Economy

The international economy continued its recovery from the financial and economic crisis
of 2008/09, as evidenced by an expansion in production and trade.

For 2010 the global economy grew by an estimated 4.3 per cent. Increased global
economic actity was driven largely by Emerging Markets & Developing Countries
which grew by 7.1 per cent. Within this category, Developing Asia registered growth of
9.4 per cent (China 10.5 per cent and India 9.7 per cent). Developed Countries grew by
an estimated.Z per cent.

Despite improvements, further recovery wasngdaned by risks associated witingh
unemployment, subdued consumer demand in developed couatiteshe European

debt crisis. The threat of contagion to the Euro area thenGreek and Irisdebt crisis
compelled the IMF and other European countries to establish bailout packages to the
highly indebted countries along with the implementation of stringent fiscal measures.

Table 5.1. Wald Economic Growth Performance and Outlook:

20081 2010(per cent per annum)

2008 2009 2010p

World Output 5.2 -0.6 4.3
Advanced Economies 2.7 -3.2 2.4
USA 2.0 -2.6 2.2
Euro Area 2.6 1.0 1.9
Japan 24 -0.3 19
UK 3.0 0.7 2.8
Canada 2.7 0.6 3.1
Emerging & Developing Economies 8.3 6.3 7.0
Central & Eastern Europe 6.2 5.2 2.9
Commonwealth ofindependent States 8.6 6.0 3.3
Developing Asia 10.6 7.8 9.1
China 13.0 9.0 9.9
India 9.3 7.3 10.3
Latin America & the Caribbean 5.7 4.6 5.0

p = projectel
Source: IMF World Economic OutlogkOctober 2010

Movements in International Commodity Prices- 2010

Rebounding from a major slump in 2008, commodity prices significantly recovered.
Improved economic otturns resulted in higher prices digeincreased demand for fuels,
crops and metals, particularly from emerging economies in Asia.
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Table5.2. Percent age Change in Worl d BanikR@le
2008 2009 2010
Energy* 39.7 -37.3 26.5
Non-Energy** 21.1 -21.6 26.5
1 Grains 49.0 -23.7 0.4
1 Metals & Minerals 3.7 -27.7 47.5

* The Energy index incorporates prices for coal, crude oil and natural gas.
** The Non-Energy index incorporates prices for agriculfimeverages, food, raw maitds and fertilizers.

Source: World BankCommaodity Markets Review

Commodi ty

Additional impetus for commodity prices resulted fronpificreased investor confidence
supported by the perception that the worst of the recession had;p@ssaegoply side

shocks and production restraints; and (iii) severely cold winter weather.

during 2010 was influenced by financial investors whtiwough the use of futures

contracts as financial instrumentsid up prices according tprospects for future

shortages and exchange rate movesient

Table 5.3. Selected Commodity Prices, Daily Movemeni$alf Year And Calendar Year Changes

Commodity Daily Change Six Month Calendar Year
Units 31-Dec09 30-Jun-10 | 31-Dec10 | Change (%) Change(%)
Aluminium US$/mt
2208.00 1928.00 2461.00 -12.7 11.5

Crude Oil US$/barrel

77.56 74.70 89.84* -3.7 15.8
Wheat US cents/bushel

5.43 4.65 8.51 -14.4 56.7
Rice (CBOT) US cents/bushel 14.85 9.44 13.99 -36.4 5.8
Corn/Maize US cents/bushel 416.00 354.50 560.00 -14.7 34.6

* Data available for December 30, 2010.
Source: Data compiled from LME, EIA, CBOT

Against this background, energy prices increased
approximately 26.5 per cent relatit@ a decline of 37.0
per cent recorded in 2009. Nenergy commodity
prices also moved upy 26.5 per cent. Reflecting th
interplay between demand and supply fagterside oil
prices fluctuatedending the year at US$89.84, 15.8 p
cent above the e recorded a year agduoyant global
demand was associated with increased
production, transportation and fuel for heating duri
severe winter weather. Global oil demand reache
record high of 87.4 mbd during 2010, up 2.5 mbd relat

hy

Price volatility

(1%
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industrial

Wheat

Daily Price Movements, 2010
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to the previous year. Higher fuel consumption emana
largely from Asia, most notably China he wor

| db6s |

argest

increased its consumption by approximately 10.0 per, egrat North America with an
approximate increase of 2.0 per ceniowever, he severe debt conditions in several
Euro countries contributed to decreases in demand from this region.
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Increased global oil consumption was facilitated by Corn
increased supply from ne@PEC producing countries Daily Price Movements, 2010
However, d prices have been cetraned by high levels
of inventory and production restraints. OPE@hich
accounts for 40 per cent of global oil supptyaintained
its production limitations enforced in 2008.  Alsg#50.00
moderating the level of oil price increase was the steasby oo -
increase innonOPEC oil production, from countries ,s, o
such as Canada, Kazakhstan and Brazil

650.00

550.00

In the first half of the calendar year 2010, grain prices

declined in response to sufficient global supplies, amidst high levels of inventory and
increased global productioriThis trend was subsequently reversed as market conditions
tightened within an environment of supply side threats resulting from the impact of
severe drought conditions on output levels of wheat producing countries, such as Canada,
and Eastern Europe. ImRussia, forest wildfires

destroyed a significant percentage of the crop, leading Rice

the authorities to impose a ban on the export of grains  paily Price Movements, 2010
until, 2011. Consequent on these developments wh§9t

prices spiked to a twgear high. Subsequently, demar
shifted b other grains such as corn, resulting in an
increase in the price of these commoditie§Vheat 1
prices ended the yeat US$0.085/bushebf increase
of 56.7 per cent corn prices ended at US$5.60/bushel’ c 56 & 6 55 &5 56 & &
(an increase of 34.6 per cgnHowever, ice prices g 3 § 4‘%55 E %Dgg :
ended lower, at US$0.1399/bushel, a 5.8 per cent

decreaseelative to the previous year.

There was also a gera increase in metal price3he price of aluminium stood at
US$2461/tonne, 11.5 per cent greater than the price quoted at the beginthieg/edr.

The upward movement in these prices reflected improved industrial production and the
associated increased demand for metals.

2.2 Domestic Macroeconomic Performance

Macroeconomic Policy

Central Government budget for fiscal year (FY) 2010itas developed within the
contx, t of t he Go v esrMediuerherm Ezdnomic @mgrammea vehich had
facilitated the International Monetary Fund (IMF) approval of a SBynd\rrangement
(SBA) for Jamaica in February 2010.Revised Targets detailingsovernment's
Memorandum of Economic and Financial Policigkich accompanied the Letter of
Intent to the IMFare indicated in Table 5.4.

¥ Non-OPEC oil supply awvaged 52.8 mbd in 2010, up 1.5 mbd relative to 2009.
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The GOJ highlighted five strategies that would be the focal point on which a competitive
macroeconomic environment wadbe pursued. These were:

1 application of a stronglisciplined approach to fiscal and debt management

1 reform of the tax system to allow for improved efficiency and the creation of a
business friendly environment
reduction of bureaucracy
achieving higherdvels of local and foreign investment above levels that were
attained in the past 30 years
1 increased energy nservation andevelopment of alternative energy sources.

il
il

Table 5.4. Jamaica: Medium Term MacreEconomic Targets

2009/10 201011
Unit 2008/09 Actual Targets*
Outcome
Real GDP Growth Rates % -1.7 -2.5 0.6
Inflation
Annual (pointto-point) % 12.4 13.3 7.3
Balance of Payments
Current Account/GDP % -18.0 -9.4 -8.8
Net International Reserves US$ million 1,629 1,751.9 1,424
Gross Reserves US$ million 1,664 2,414.4 2,151
Gross Reserves in weeks of impol weeks 12.8 17.4 14.6
Fiscal Accounts
Fiscal Balance % -1.3 -10.9 -6.5
Primary Balance % 4.8 6.5 7.0

Source: Compiled bthe PIOXrom data provided by BOJ, STATIN & MOFP

Fiscal Accounts

For the period Aprii November 2010, Central Government operations generated a fiscal
deficit of $50682.7 million, which was $1599.3 million better than budgeted. The
fiscal deficit for the priod resulted from Revenue & Grants being $572.3 million higher
than expected while spending was 389®.3 million lower than planned.

The higher than programmed Revenue & Grants was due to improved intake from Tax
Revenue (up $I27.5 million) and No#Tax Revenue (up $618.0 million) which
outweighed shortfalls by Bauxite Levy, Capital Revenue and Grants.

Central Government spending at $805.1 million was 5.8 per cent lower than planned
and was due to shortfalls of $5@0.3 million and $4628.9 milion for Capital and
Recurrent Expenditure, respectively. The lower than expected outlay for recurrent
expenditure was due mainly to the categories Interest and Wages & Salaries being
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$4,742.0 million and $688.4 million below expectatipmespectively. Thdower than
planned spending on interest reflected the impact of lower than projected interest rates
due to the Jamaica Debt Exchange.

Inflation

For 2010 the point to point inflation ratéwas 11.7 per cent, 1.5 percentage points
greater than the rate aerded for 2009 (Table 5). During the year, prices were
influenced by both external and domestic forces.

Movements in international commodity prices, particularly crude oil and grains
contributed to higher energy, food and transpeldted prices Consequently the
divisions which contributedhost to the inflation oudturn for the year were Food & Nen
Alcoholic Beverags, TransporttHousing, Water, Electricity, Gas & Other Fuels, which
togetheraccounted for approximately 78.0 per cent of overadkhiian.

1 Food & NonAlcoholic Beverages increased by 12.8 per ceamftuenced by
weather related shocks and upward movement in international grain prices.
Consequentlyfoods such as meat, bread and cereals for which grains are an input
recorded inreased prices. Additionally, the supply of domestically produced
agricultural items was affected by drought conditions earlier in the year and by
heavy rains in the latter half. As a resiultreases in the prices of Vegetables &
Starchy Foods accoumtdor approximately 40.0 per cent the movement in
food prices.

1 Transport increased by 25.7 per cent. In additiahéceffect ofcrude oil prices
the upward movement of the Transport index was affected by the April 1st
increase granted to the 7O ard JUTC franchise operators.

1 Housing, Water, Electricity, Gas & Other Fuels increased by 8.4 per cent.
Movements in international commodity prices, particularly crude oil contributed
to higher energy costs. The West Texas Intermediate to which locay gmiees
are linked, increased by approximately 28.8 per cent, translating into higher
electricity costs.

Higher consumer price indices were reflected in all three regions: Greater Kingston
Metropolitan Area (13.6 per cent); Other Urbaen@es (12.0 per cent); and Rural Areas
(10.3 per cent).

1 This is the percentage change between the monthly index for December 2008 and the monthly index for
December 2007.
!5 The average annual inflation rate was 12.6 per cent relative to 9.6 per centiacteing year.
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Table 5.5. Inflation

2009 2010
All Divisions 10.2 11.7
Food & NonAlcoholic Beverages 8.1 12.8
Alcoholic Beverages & Tobacco 23.3 14.4
Clothing & Footwear 10.6 9.0
Housing, Water, Electricity, Gas & Other Fuels 23.0 8.4
Furnishings, Household Equipment & Routine Household Maintenar 9.8 7.0
Health 4.1 2.9
Transport 6.2 25.7
Communication 3.2 5.3
Recreation & Culture 9.6 6.9
Education 6.6 8.0
Restaurants & Accommodation Services 7.2 5.5
Miscellaneous Goods & Services 13.0 8.7

Source: Statistical Institute of Jamaica

2.3 External Trade Performance®

Merchandise Trade

For the period January August 2010, Jamaica recorded a merchandise trade deficit
(including single entity free zone) of US$2,452.8 million compasgith US$2,301.3
million for the corresponding periodf 2009. This performance is attributable ttee
increase in the value ofmports andfall in the value of exports for the period under
review comparedavith the corresponding periazf 2009.

Merchandise Exports

During January August 2010, total exports (including single entity free zones) were
valued at US$879.6 million, a reductioof US$45.9 million compared with the
corresponding period in 2009. Earnings from domestic exports were US$829.6 million, a
reduction of 5.3 per cenRe-exports were valued at US$50.0 million.

Traditional Domestic Exports

For the January August 2010period, earnings fromTraditional Domestic Exports
totalled US$413.5 milliondeclinng by US$38.4 million or 8.5 per cent relative to the
corresponding periodof 2009. While all groups within this category declined,
Agriculture, which earned US$19.9 milh, registered the greatest loss, falling by 43.0
per cent. The decline in Agriculture receipts was due mainly to a 50.4 per cent fall in

coffee sales stemming from reduced demand
coffee exports.

18 Data for this section relate to the period up to August 2010, due to the unavailability of more recent data.
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Non -Traditional D omestic Exports

Earnings from NosfTraditional Exports were US$416.0 million for the Januafygust
2010 period, decling by US$8.2 million or 2.0 per cent compared with the
corresponding perioaf 2009. This decline resulteftom a 7.4 per cent fabff in

earnings from the category AOthero as increas
three components within Nehr adi t i onal Exports. I n the c
recei pts wer e received for AChemical so (in

Manufactured Goods (down 32.9 per cent) and Machinery and Transport Equipment
(down 11.8 per cent). Lower exports of ethanol during the review period were the
primary contributor to the decline in earnings fr@memicalgincluding Ethanol).

Table 56. Merchandise Exports: JanuaryAugust 2009, 2010 (US$ Million)

Jan- Au Jan- Au Absolute Jan- Aug

Exports 20099' 2010 9 Change % Change

2010/2009 2010/2009
Traditional Exports 452.0 4135 -38.4 -8.5
Non -Traditional 424.2 416.0 -8.2 -2.0
Domestic Exports 876.1 829.6 -46.5 -5.3
Re- Exports 49.4 50.0 0.6 1.2
Total Exports 925.5 879.6 -45.9 -5.0

Source Compiled from data supplied by Statistical Institute of Jamaica.

Merchandise Imports

During the JanuaryAugust 2010 perid, total imports (including single eity free zone)
were US$3,332 million, an increase of US$105.5 million compared with the value of
imports for the corresponding periofl2009.This was due mainly to an increasethe
value of Mineral Fuels which v up by US$154.7 million influenced by higher
international fuel prices associated with the improvement in global economic conditions.

Table 5.7. Merchandise imports and Exports: JanuaryAugust 2009, 2010 (US$ Million)

. . Jan.- Aug. 2010/2009
Jan.i Aug. 2009 Jan. Aug. 2010 % Change
Imports | Exports Imports | Exports Imports Exports

Food 537.7 185.7 529.7 154.2 -1.5 -17.0
Beverages and Tobacco 51.2 66.2 50.4 71.7 -1.6 8.3
Crude Materials 35.1 325.1 39.2 327.4 11.7 0.7
Mineral Fuels, etc. 896.0 143.8 1,050.7 214.1 17.3 48.9
Animal &Vegetable 245 0.1 12.0 0.1 -51.0 0.0
Oils & Fats
Chemicals 456.8 141.9 414.7 51.6 -9.2 -63.6
Manufactured Goods 350.8 21.9 367.3 12.9 4.7 -41.1
Machinery and 535.5 27.6 506.1 21.4 -5.5 -22.5
Transport Equipment
Misc. Manufactured articleg 275.7 10.7 308.3 18.0 11.8 68.2
Other 63.7 2.7 541 8.1 -15.1 200.0
Total 3227 925.5 33324 879.6 3.3 -5.0

Source: Compiled from datuppliedby the Statistical Institute of Jamaica
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The Foreign Exchange Market’

At the endof December 2010the average nominal exchange rate was $85.86 per
US$1.00, representing a nominal appreciation of 4.2 per cent compared with the end of
December 2009. This performance for 2010 contrasts with an 11.3 per cent nominal
depreciation recordeduring 2009'® Most of the appreciation observed during 2010
occurred in the Aprilune quarter when the Jamaican currency appreciated by 4.1 per
cent. Marginal appreciation was recorded for the first and fourth quarters of the year as
the JulySeptembeguarter registered 0.3 per cent depreciation. The market displayed
relative stability during the third quarter of 2010, in spite of demand pressures due to
decline in net private capitaiflows and reduced foreigexchange supplies from tourism
during the month of September.

The performance in the foreign exchange market during 2010 was influenced primarily

by gener al i mprovements in Jamaicads macr oec
of the Jamaica Debt Exchange initiative and the signing 8tandby Arrangement

(SBA) with the International Monetary Fund (IMF), market conditions improved.

Investor confidence improved as a result of these two initiatives and was further
strengthened by the subsequent passing of end of March, June andb®eptdin

guantitative targets. Investors showed increased willingness to hold Jamaican
denominated instruments dueatavourable inflation outlook and increased confidence.

Throughout the year, foreign exchange supply was supplemented by: (i) higher
remittance inflows?; (i) increased inflows from the International Development Partners;

(i) reduction of the foreign currency reserve ratio by the BOJ during the first quarter of
2010 which led to the immediate release of US$30.0 million; (iv) higherstaegeipts.

On the demand side, the continued decline in aggregate demand resulted in weak demand
for foreign currency which further influenced the appreciation of the dollar.

3.0 Sectoral Performance

3.1 January - September 2010

The economy cordicted by 1.3 per cent for the first nine months of 2010 with the Goods
Producing and Services Industries declining by 1.9 per cent and 1.5 per cent,
respectively. The decline in real GDP was attributable to:
1 the lagged impact of the global economic crisis
9 drought conditions which impacted some industries in the first and second
quartes of 201Q
1T reduced operations at Air Jamaica given t

" This section is being assessed up to September 2010.

18 The depreciation recorded in 2009 reflected the impact of the ecomfmwinturn which resulted in a
fall-off in supply reductions in remittance inflows and mining and quarrying receipts, and increased
demand pressures due to market uncertainty.

¥ For the January to November 2010 period net remittance inflows were US$Iniilliaie) a 6.4 per cent
increase compared with the corresponding period of 2009.
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1 negative impact of the Jamaica Debt Exchange Programme on net interest income
of financial institutions

1 security operations in sections of Kingstom &t. Catherine in May 2010;

1 the passage of Tropic&torm Nicole in September 2010.

The industries that registered the largest declines during thismmanéh period were

Mining & Quarrying; Finance & Insurance Services; Electricity & Water Supahd

Manufacture.

Table 5.8. Change of Valu&Added by Industry at Constant (2003) Prices

Jan- Apr- Jul- Jan-
Indust FY Mar Jun Sept Sept Oct-Dec | Jan-Dec
ndus
&4 2009/10 2010 2010 2010 2010 2010 2010
Preliminary
Official Estimates Estimates
GoodsProducing I ndustry -84 -3.9 -2.2 0.7 -1.9 -0.5 -1.5
Agriculture, Forestry & Fishing 12.9 6.6 -3.2 5.2 2.9 -5.0 0.9
Mining & Quarrying -54.7 -40.7 3.7 29.3 -10.3 20.2 -3.5
Manufactue -4.2 -0.6 -2.6 -3.5 -2.2 -2.7 -2.3
of which: Food, Beverages & Tobacco -3.5 -2.0 -1.7 -0.5 -1.5 -1.0 -1.4
Other Manufacturing -5.0 1.6 -3.8 -7.0 -3.2 -4.5 -3.5
Construction -5.4 -2.1 -2.2 -3.9 -2.7 0.5 -1.9
Services Industry -04 -0.5 -2.1 -1.9 -1.5 -1.3 -1.4
Electricity & Water Supply 2.2 -1.2 -2.5 -5.8 -3.2 -7.7 -4.3
Transport, Storage & Communication -14 1.2 -3.1 -4.3 -2.1 -3.0 -2.3
Wholesale & Retail Trade; Repair ar
Installation of Machlney 22 2.0 22 1.9 2.0 1.2 -1.8
Finance & Insurance Services 0.1 -3.7 -5.2 -4.2 -4.3 -3.0 -4.0
Real Estate, Renting & Business Activitig -0.7 -0.7 -1.0 -1.2 -1.0 -1.0 -1.0
Producers of Government Services -0.3 -0.2 -0.1 0.0 -0.1 0.0 -0.1
Hotelsand Restaurants 4.1 6.6 -1.1 2.4 2.7 4.5 3.1
Other Services 0.3 0.0 -1.1 0.6 -0.2 0.8 0.1
Less Financial Intermediation Servic
Indirectly Measured (FISIM) 0.2 57 58 91 6.9 6.0 6.7
Total GDP at basicprices -2.5 -1.1 -2.0 -0.9 -1.3 -0.8 -1.2

Source: STATIN & PIOJ

Mining

For Januaryi September 2010, real value added for the Mining & Quarrymagstry
declined by 10.3 per cent relative to the corresponding period of 2009. This was due to a
20.4 per cent decline ialumina production as crude bauxite production increased by
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53.7 per cent. The decline in alumina production was as a result of fewer alumina plants
being operational in the current period relative to JanilaBeptember 2009. Total
bauxite production icreased by 8.2 per cent to 6 331.1 kilo tonnes, reflecting increased
crude bauxite production, which outweighed the decline in the Bauxite Equivalent of
Alumina production.

Alumina exports fell by 31.2 per cent to 1 039.4 kilo tonnes, while crude baxqtets
increased by 51.3 per cent tB82.8 kilo tonnes. Total bauxite exports declined by 0.5

per cent as the increase recorded in crude bauxite exports was offset by the lower bauxite
equivalent of alumina exports.

Preliminary data for export earning® the ninemonth period show a decline of 1.3 per
cent to US$351.9 million compared with the corresponding period of 2009. This
reduction represented a decline in the value of alumina exported, which outweighed the
increase in the value of crude baux#eported. The decline in the value of alumina
exported was due to lower volume exported, which outweighed the impact of higher
prices, while the growth in crude bauxite exported was due to higher prices and volume
exported.

Manufacture
Real value added br the Manufacturendustry declined by 2.2 per cemgflecting he
lower real value added for the two main components of the industry. Real value added
for Food, Beverages & TobacemdOther Manufactureleclined by 1.5 per cent and 3.2
per cent, respéiwely. For the ninanonth period, the industry was negatively affected
by:
1 low domestic and international demand for Jamaican manufactured products
1 the security operations and State of Emergency in sections of Kingston and St.
Catherine, during the mdm of May and June 2010
1 adverse weather conditions associated with Tropical Storm Nicole in September
2010.

Contraction in theFood, Beverages & Tobacgubindustry was influenced by lower
levels of output for both thEood ProcessingndBeverages & Tbaccosubcategories.
Contraction in thd=ood Processingomponent was reflectivaainly of relatively lower
levels of sugar production, which declined by 6.9 per cent compaitdd the
corresponding periodf 2009. Lower sugar production was attributedinly to the
impact of adverse weather conditions on the quantity and quality of sugar cane reaped.

The decline in th®everages & Tobaccoomponent reflected lower levels of production
for all commodities, with the exception of Carbonated Beveragegshvwgrew by 12.4
per cent for the ninenonth period relative to the comparable period of 2009.

The lower real value added f@ther Manufacturingvas attributed mainly to downturns

in Chemicals & Chemical Productsnd Non-Metallic Minerals Producton in the
Chemicals & Chemical Producsibgroup was influenced mainly by lower output of
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ethanol and paint, whereas lower demand for construction materials such as cement,
blocks and tiles accounted for the detunn in theNon-Metallic Productsubindustry.

Construction
During January September 2020 real value added for the Construction industigll

by an estimated 2.7 per cent.

This performance occurred against the background of the lingering effects of the negative
impact of the globaéconomic crisis on the domestic economy. The downturn recorded
for the industry was attributed mainly to:
1 decline in activities in Building Construction due to a reduction in the number of
projects
1 reduced activities associated with the completion ajomconstruction work on
the North Coast Highway Project at the end of 2009 and work stoppage on
Highway 2000 due to geological issues.

Cement production for the nisreonth period amounted to 5P80 tonnes, a 4.1 per cent
decline when compared with tl@nount produced in the corresponding penb@009.
Approximately 141573 tonnes of cement was imported during the first nine months of
2010 compared with 1233 tonnes of cement during the corresponding period of 2009.
The export of cement increas to 132804 tonnes during the period relative toC&®
tonnes during January to September of 2009. Cement supply fell by 13.7 per cent to
534,859 tonnes.

Table 5.9. Selected Construction Industry Indicators,
January 1 September 2008010

Indicator 2008 2009 2010 02010/2009
% change
Housing Starts 2,616 1,607 2,262 40.8
Completions 2,739 2,092 1,961 -6.3
Total Value of Mortgages ($ million) 2,672 17,987 17,076 5.1
Comm. Bank Loans & Advances ($ million) 12086 49,825 56,646 13.7
Cement Prduction (tonnes) 537,468 549155 526090 -4.2
Cement Supply (tonnes) 708502 619529 534,859 -13.7
GDP Growth Rates (per cent) -3.7 -4.9 -2.7

Source: Compiled by the PIOJ

Non-residential construction expenditatey sekcted entities during Januargeptember

2009 were as follows:
1. The Port Authority of Jamaica disbursed a total of $5 684lbn relative to $2

450.5 million disbursed in the comparable period of 2009

20 Latest actual data availablethetime of writing.

21 Building Construction (82.0 per cent) and Other Construction, mainly Civil Engineering (13.0 per cent),
together acount for 95.0 per cent of Total Construction. Building Installation (inclusive of repairs)
accounted for the remaining 5.0 per cent.
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2. Disbursements by the Jamaica Public Service Coynptth declined by 98.3 per
cent to reach $27.9 million

3. Capital expenditure on construction projects by the National Works Agency
amounted to  $276.0 million reflecting a fall in expenditure on the construction of
the Northern Jamaica Development Proj@&torth Coast Highway)

4. The Urban Development Corporation disbursed a total of $2 019.2 compared with
$1 275.0 in the corresponding period of 2009.

Agriculture

For the period JanuarySeptember 2010, real value added for Agriculture, Forestry &
Fishinggrew by 2.9 per cent relative to the corresponding period of 2009. The growth in
the industry was driven by increased output in Traditional Export Crops and Other
Agricultural Crops. For the first half of the year, real value added for the sector grew by
1.7 per cent. The industry grew despite being severely affected by drought conditions
which began in the latter half of 2009 and continued through to May 2010. Following the
drought, the industry was impacted by Tropical Storm Nicole at the end ohitde t
qguarter (September 2630) which caused considerable losses. Losses to Domestic Crops
and Livestock were estimated at $576.5 million with a further $574.6 million damage to
agricultural roads.

Growth in the sector was influenced by the intensificatof the Ministry of
Agricultureos AProducti on and Productivity
practice methodologies among selected groups of farmers engaged in the production of a
selected group of domestic crops. This programme encourages thetmo of the
selected crops in areas that are best suited, by farmers who are willing to be trained to
implement improved production practices. In addition, to mitigate the effects of the
drought, the Ministry of Agriculture encouraged the followingtsiyees:

1 water conservation and improved irrigation efficiencies through the use of drip

systems supplemented by Black Tgnks

1 increased planting in areas served by irrigation schemes

1 increased use of protective agriculture (greenhouse).
Wholesale& R etail Trade; Repair and I nstallation of Machinery
For the ninemonth period, Januat$eptember 2010, real value added for the Wholesale
and Retail Trade; Repair and Installation of Machinery (WRTRIM) industry declined by
2.0 per cent compared with the corrasgiog period of 2009. The lower value added was
consistent with the adverse impact of the global crisis on consumers and distributors.
Within an environment of contracting output levels, relatively high levels of
unemploymerff and uncertainty about futuezonomic prospects, gross sales declined.
Consistent with this otiurn was a decline of 13.4 per cent and 7.2 per cent in the volume
and value of Automated Banking Machines (ABM) and Point of Sale (POS) transactions
respectively. Additionallythe industy was adversely impacted by declines of 2.7 per
cent and 2.2 per cent in the Construction and Manufacture industgpsctively.

% As at July 2010 the unemployment rate was 11.6 per cent relative to 11.3 per cent in July 2009.

65



Analysis of preliminary GCT data revealed that six of the nine goods categories recorded
lowered sales. Those registeriogver sales were:
1 Food Beverage and Tobacco (3.5 per cent)
Automobiles, Commercial and Transport Equipment (1.0 per cent)
Chemicals, Pharmaceuticals and Cosmetics (13.4 per cent)
Furniture, Furnishings, Office Equipment and Jewellery (39.1 per cent)
Electonics, Musical and Photographic Equipment (2.1 per cent)
1 Other Manufactured Goods (8.8 per cent).

1
1
1
il

Further reduction in value added was mitigated by increases in other indicators,:namely
1 a 7.0 per cent increase in the value of remittance inflows relatvehe
corresponding period of 2009
1 a20.2 per cent and 2.0 per cent increase in the stock of loans and advances to
distributors and consumergspectively
§ a 3.3 per cent increase in Merchandise Imports for the period January to Zugust
2010 relative tahe corresponding period of 2009.

Electricity & Water Supply

Real value added for the Electricity & Water industry contracted by 3.2 peforeghe
period JanuaiySeptember 2010 relative to the corresponding period of 2010. This
performance reflectedeclines in gross generatfmnd water production.

Total generatioft was 3139.3 million kwWh compared with 3 140.4 million kWh during

the corresponding period of 2009. The relatively flattaut reflected the combined

effect of a decline of 0.5peree i n generation from the JPSCo
increase in generation from ndPSCo sources. The reduction in generation occurred

despite higher generation in the Jantsligrch 2010 and Aprlune 2010 quarters as

output in JulySeptember 201 was impacted by, among other things, the rain related
conditions, including Tropical Depression # 16 and Tropical Storm Niddie. heavy

rains and strong winds associated with TS Ni
distribution system resultingn loss of power to some customers. The lower generation

recorded in JuhSeptember 2010 must be viewed against the background of record
production leved in the corresponding quarter of 2009, in response to the highest peak

demand at approximately 644m@illion kWh. During that periodboth JPSCo and nen

JPSCo sources recorded their highest production levels since their inception.

Electricity sales increased by 1.2 per cent,@#2.3 million kWh, reflecting higher sales

to all category of consumersgeept the Power Service which declined by 3.1 per cent to
570.9 million kWh. The overall improvement in sales was due to increases in the
JanuaryJune 2010 period, reflecting expansion in the customer base of some categories
of consumers.

% Based on data availabht the time of compilation.

4 Calculation for real value added is based on gross generation, which is generation from JPSCo inclusive
of Station Use plus purchases from at#SCo sources.

% Total electricity generation is the amount of electricity madailable to the national grid.

66



The amount ofwater produced byhe National Water Commission duridgnuaryi
September 2010 was 20P2.9 megalitres compared with 225 102.0 megalitres in the
corresponding period of 2009. The faff in production during the review period
stemmed from lower prodtion of 7.3 per cent and 3.5 per cent in the Eastern and
Western regions to 1286.5 megalitres and 85 996.4 megalitres, respectively. The
performance in the review period was due mainly to the contraction in output in the
JanuaryJune period, influencemainly by the drought conditions experienced from the

|l atter part of 2009 into the first quarter
works by Tropical Depression # T@bpical Storm Nicole, there was higher water
production in JulySeptember2010 comparedvith the corresponding quarter of 2009
when output was constrained by the ensuing drought corglitibhe increased output in
July-September 2010, however, was not enough to outweigh the earlier declines, thereby
translating imo reduced otsturn for JanuarBeptember 2010.

Transport, Storage & Communication

Real value added for the Transport, Storage & Communication industry declined by an
estimated 2.1 per cent in the first mim@nth period of 2010. This was due mainly to

reduction inthe Transport & Storage segment of the industry as the Communication
component recorded moderate growth. The dectirtbe Transport & Storage segment
reflected in the mainr educed activities at 4{Huneand sl and?ad:
July-Septembe2010 quarters, which outweighed improvements in Janlvagch 2010.

During the Januarpeptember period, total passenger movements at the airports fell by
1.8 per cent t0,330,256, reflecting reductions in all categories of passengers:

A Arrivalsi 1.6per cent to 780599 passengers

A Departures 1.5 per cent to,875023 passengers

A Intransiti 12.2 per cent to 7834 passengers.

The negative outurn occurred despite the introduction of new flights during the review
period, as there were other thages. Among these were:
A the negative impact of the global economic crisis on air travel
A cut in some Air Jamaica routes prior to its sale to Caribbean Airlines
A cancellations associated with the Icelandic Volcanic Ash, the unrest in West
Kingston andhe strike by Spirit Airlines pilots

The downturn in airport activities was enough to outweigh improvements at the seaports.

For the review period, the total vol ume of
per cent to 11338408 tonnes, duata 9.8 per cent increase in the volume handled at the

Outports.  The higher cargo volumes handled at the Outports was triggered mainly by
increased activities in the bauxite/alumina -gutustry, brought about mainly by

increased bauxite exports at PBHoades. Increased activities at the Outports was also

positively impacted byhe reopening of the WINDALCo plant in Ewarton in June 2010

which resulted in higher exports of alumina from Port Esquivel duringSepyember

2010.
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