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Executive Summary

Agriculture has not implemented the increased quotas because the Con-
gress neither provided new funds nor authorized the use of existing
resources.

Tourism presents a comparative advantage for Caribbean Basin coun-
tries, and citrus production holds good potential for some countries.
Since 1978, however, AID has discouraged its missions from providing
assistance for citrus production due to concerns for its potential impact
on the domestic U.S. industry. AID has also generally discouraged its mis-
sions from funding tourist facilities, although some missions have pro-
vided limited funding for services supporting tourism.

AID’s Promotion of CBI
Objectives

Agency Comments

The cBI-related element of AID's program is country-specific and consists
of projects focused on (1) infrastructure, (2) training for skilled workers
and business owners and managers, (3) medium- and long-term credit
availability, (4) export and investment promotion services, and (5) pol-
icy reforms to promote an attractive investment climate. AID projects
complement and support CBI objectives and may assist the countries in
taking advantage of C8I opportunities.

Despite its efforts, AID is faced with continuing constraints in the vari-
ous countries. For example, the success of assistance efforts in Haiti
depends upon sociopolitical stability, which remains volatile. Inconsis-
tent implementation of reforms by the Dominican Republic has caused
concern among importers/exporters and investors and has threatened
the success of AID's efforts. The continuing lack of infrastructure and
transport facilities, limited labor and resource bases, and an underdevel-
oped private sector in Belize and the Eastern Caribbean greatly compli-
cate AID's work. Economic Support Fund programs in some of the
countries have been used to promote policy reforms which contribute to
CBI objectives.

AID and the U.S. Trade Representative (incorporating the comments of
the ¢BI Task Force Subcommittee on Policy, including the Departments
of State, Commerce, and Agriculture) provided comments. AID said that
the report was ‘“‘a thorough, objective and constructive assessment of
the CBL..” and noted that since CBI has only been underway since 1984,
results have been fairly impressive. AID said that the report should more
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Executive Summary

thoroughly and prominently address the role played by Economic Sup-
port Funds to encourage policy reforms leading to *‘economic stabiliza-
tion and structural adjustment which are general prerequisites to
private sector export development.”

The U.S. Trade Representative also suggested that more prominent
treatment be given to AID efforts to promote policy reforms, and noted
that an investment survey to be completed May 31, 1988, by the Depart-
ment of Commerce ‘‘will document that benefits [from CBIj have been
widespread.”

GAO agrees that CBI countries’ economic success and ability to benefit
from CBI opportunities are contingent upon adoption of rational eco-
nomic policies. Although AID’s Economic Support Fund policy dialogue
efforts predate the CBI, GAO has addressed their importance in the report
with specific references to the Dominican Republic and Grenada where
such efforts are most prominent. To the extent that the policy reform
efforts have been successful, they are reflected in the GA0O analysis of
export and employment performance.

Since the Commerce investment survey has yet to be published, GAO can-
not comment on its findings. Additional comments by the executive
agencies have been addressed and/or incorporated in the body of the
report, where appropriate.
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Chapter 1

Introduction

CBI Eligibility
Requirements

The Caribbean Basin Initiative (CBI) was proposed by the Reagan admin-
istration in February 1982 as a trade initiative to promote economic and
political stability in designated Caribbean and Central American coun-
tries by attracting foreign and indigenous investment, thereby diversify-
ing the countries’ economies and generating employment and foreign
exchange earnings. The Caribbean Basin Economic Recovery Act (Public
Law 98-67), which is the centerpiece of CBI, modified the administra-
tion’s initial proposal and took effect in January 1984. Its principal pro-
vision permitted eligible products from designated CBI countries to be
imported duty-free into the United States. Subsequent legislation and
policy actions complemented the act by providing additional trade pref-
erences, supported by tax concessions for U.S. businesses investing in
CBI countries.

In December 1984, the President directed ““all Administration officials to
give programs relating to the Caribbean Basin their personal attention
and the institutional support needed for success.” Aithough no U.S.
agency has a specific legislative mandate to implement CBI, the Depart-
ment of Commerce and the Agency for International Development (AID)
fund various programs,/projects to encourage investments in CBI coun-
tries and to assist the countries in improving their trade regimes by
diversifying and expanding their export bases. A multiagency cBi Task
Force, chaired by the U.S. Trade Representative, coordinates CBi
activities.

Articles must be grown, produced, or manufactured in a beneficiary
country, and must meet the following rules of origin to be eligible, under
the Caribbean Basin Economic Recovery Act, for the U.S. duty-free
treatment which was intended to stimulate trade and investment:

The article must be imported directly from a beneficiary country.

The value of the article must include 35 percent in direct processing
costs in one or more beneficiary countries. The 356 percent may be com-
posed of 15 percent in U.S.-made components, with a 20-percent balance
contribution of material and/or labor costs from the beneficiary
countries.

Any article made with foreign materials must be substantially trans-
formed in one or more beneficiary countries, as defined by U.S. Customs
Service administrative laws.

As an added inducement to CBI export expansion and investment, the
President, in February 1986, announced the ‘“Super 807"’ program, or
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Chapter 1
Introduction

Our Previous Reports
on CBI

Objectives, Scope, and
Methodology

807A, which is an expansion of U.S. Tariff Schedule Item 807.00. The
807 A program guarantees CBI-country access to the U.S. market outside
established quotas for apparel assembled from fabric formed and cut in
the United States if the same U.S. business both exports the U.S. compo-
nents and imports the assembled product. The guaranteed access levels
are contingent upon bilateral agreement between the U.S. government
and participating CBI beneficiary countries.

In an effort to promote the development of tourism and services sectors
in the Caribbean Basin countries, the U.S. government permits U.S. busi-
ness convention expenses to be treated as an income tax deduction
under the U.S. Internal Revenue Service Code, if incurred in CBI coun-
tries. To be eligible for this provision, CBI countries must enter bilateral
tax information exchange agreements with the United States. These
agreements give the U.S. government access to tax information held, for
example, by the Grenada government on American citizens and likewise
gives the Grenada government access to information held by the U.S.
government on Grenada citizens. Also, CBI countries must not discrimi-
nate against U.S. convention sites in their own tax laws.

This is our third report on CBI. Previous reports issued to the Chairman,
Subcommittee on Oversight, House Committee on Ways and Means,
were:

Caribbean Basin Initiative: Need for More Reliable Data on Business
Activity Resulting From the Initiative (GAO/NSIAD-86-201BR, Aug. 1986),
which reported that a Department of Commerce study attributing a
large number of investments in Caribbean and Central American coun-
tries to CBI was unsubstantiated and incorrect. The Department, with
assistance from AID, has a new study underway.

Caribbean Basin Initiative: Legislative and Agency Actions Relating to
the CBI (GAO/NSIAD-87-58FS, Dec. 1986), which discussed congressional and
administration actions that could constrain the effectiveness of CBI.

At the request of the Chairman, Subcommittee on Western Hemisphere
and Peace Corps Affairs, Senate Committee on Foreign Relations, we
reviewed the impact of CBI on selected Caribbean Basin countries. As
specified by the Chairman, in his letter of May 14, 1987, we focused on
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Chapter 1
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how much CBI has contributed toward alleviating Caribbean debt-servic-
ing problems, created lasting employment opportunities, and fostered
broadly based economic growth;

what, if any, actions have been taken by the executive branch or the
Congress that may inadvertently work at cross-purposes with CBI’s prin-
cipal objectives; and

what AID’s CBI-related program has achieved to date, problems encoun-
tered in implementation, and prospects for the near future.

For the purposes of this review, we have defined CBI as including the
Caribbean Basin Economic Recovery Act, as well as complementary U.S.
legislation (e.g., tax concessions to U.S. business making selected invest-
ments in CBI countries) and policy actions (e.g., the 807 A textile conces-
sion) which accord preferential trade and investment treatment to
Caribbean Basin countries. Although CBI can affect a country’s entire
economy, we limited our examination to its impact on the foreign trade
sector, including traditional and nontraditional exports, services, and
tourism.

As agreed with the Committee, we performed case studies of Haiti, the
Dominican Republic, Dominica, St. Vincent and the Grenadines (St. Vin-
cent), and Grenada; we included Belize but specifically excluded other
Central American countries. Our case study thus does not assess the
overall impact of CBL

The countries we reviewed vary considerably by population and geo-
graphic size, resource base and level of development. Haiti is reportedly
the poorest country in the western hemisphere and is severely deficient
in elements necessary for economic viability. The Dominican Republic is
an established democracy with a diversified economy and good resource
base. Dominica and St. Vincent are small islands which lack infrastruc-
ture and the labor and resource bases to effectively compete for non-
traditional export markets in the international economy at this time.
Grenada has an international airport, good port facilities, and a diversi-
fying economy. Belize became independent in 1981 and is a stable
democracy; its limited government regulation and encouragement of for-
eign investment make it attractive, but inadequate infrastructure has
hampered development.

Since cBI did not become effective until 1984, we used 1983 economic
data as the base from which to do comparisons and assessments. We
used domestic value-added, rather than export performance alone, as
the measurement by which to determine the foreign exchange earnings
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being generated for the countries from CBI opportunities. The value of a
country’s exports does not provide a complete picture of the impact of
these exports on the domestic economy, since the final exports may
incorporate imported raw materials and intermediate goods. Thus it is
not the total value that generates needed foreign exchange, but the pro-
portion of these exports produced in the country, or domestic value-
added, which includes labor and domestically produced goods. To deter-
mine the net foreign exchange generated by these exports, the value of
imports used in their production is subtracted from the gross value of
the exports.

The countries we reviewed lacked detailed data on sectorial employment
and inter-industry production structures. However, we used information
reported by their trading partners when individual country trade-flow
data were unavailable or inaccurate. The annual average percentage
change in dollar-value for commodity trade was calculated through
regression analysis, using the ordinary least square growth-rate
method.! Conservative approximations of direct and indirect import
components were used to estimate domestic value-added when valued-
added could not be directly calculated. We assumed that import compo-
nent ratios remained constant over 1983-86, and thus changes in domes-
tic value-added are due to changes in the composition of gross exports.
Although some countries have aggregate employment data for the agri-
cultural, manufacturing, and services sectors, most do not have break-
downs of employment in the export sector of these industries. As a
proxy for the growth of employment in the export sector, we used the
growth rate of real domestic value-added, assuming, over the short-
term, a fixed relationship between employment and the volume of
exports.

In Washington, D.C., we met with officials of AID, the U.S. Trade Repre-
sentative, the International Trade Commission, the U.S. Customs Ser-
vice, the Overseas Private Investment Corporation, and the Departments
of Agriculture, Commerce, State, and Transportation. We reviewed legis-
lation and numerous studies on cBI, and U.S. government program docu-
ments, reports, and economic analyses relating to CBl. We also met with
private-sector groups with interests in the Caribbean Basin and with
officials of the government of Puerto Rico’s Economic Development
Administration.

IThe ordinary least square method computes, by a regression formula, the annual average growth-
rate trend incorporating information on intermediate years, as well as for beginning and ending years.
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We performed our fieldwork during September-October 1987 in the
selected countries, where we met with U.S. embassy and/or AID mission
officials in each country. We also met with officials in the respective
agencies/departments of finance, investment, tourism, and/or trade, pri-
vate-sector businessmen, and representatives of private-sector associa-
tions/organizations, and with an official of the Central Bank in the
Dominican Republic.

Our work was performed between March 1987 and February 1988 in
accordance with generally accepted government auditing standards.
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Chapter 2

CBI and Caribbean Debt, Employment and
Economic Growth

Trade Profile of
Selected Countries

We analyzed the types and domestic value-added components of exports
being promoted in the countries we reviewed and the investments being
undertaken to determine how much CBI has contributed to the (1) crea-
tion of broadly based economic growth, (2) alleviation of debt-servicing
problems, and (3) generation of lasting employment. To date, benefits
derived from CBI have generally not been sufficient to address debt-
servicing needs, although some employment has been generated in the
Dominican Republic and Grenada and the beginnings of broadly based
economic growth are starting in the Dominican Republic. The ability of
CBI countries to service their debts has been affected by factors, such as
changes in interest rates, trade demands and prices, all of which are
outside cBl. However, the CBI emphasis on trade, investment, and export
diversification and promotion may, over time, create more broadly
based economic growth, help generate foreign exchange to assist coun-
tries with debt-servicing problems, and generate lasting employment.

Before the implementation of cBI, the United States was the major trad-
ing partner of the Dominican Republic, Haiti, and Belize. Other Carib-
bean countries and Great Britain were the principal trading partners for
Dominica, Grenada, and St. Vincent. By 1986, in part as a result of cBI,
all of the countries had increased their total exports to the United
States. Furthermore, the countries are generally diversifying their
export products and attempting to become less dependent on their tradi-
tional agricultural commeodities. Appendix I provides a breakdown of
traditional and nontraditional merchandise exports and tourism on an
annual basis.

Table 2.1 summarizes the commodity trade experiences for 1983-86 of
the countries we reviewed. Columns 2, 3, and 4 are the annual average
growth rates in the U.S. dollar-value of total exports, nontraditional
exports, and imports, respectively, between 1983 and 1986. Exports to
the United States as a percentage of total exports are in columns 5 and
6. For the Dominican Republic and Belize, nontraditional exports have
grown faster than total exports, due to increased volumes, which may
be attributable in part to CBI, and to the decline in world prices and/or
export quantities of traditional commodity exports. Imports declined
somewhat for Haiti and the Dominican Republic; grew moderately for
Belize, Dominica, and St. Vincent; and increased rapidly, but at a growth
rate which was less than that for exports, for Grenada. There are also
changing geographic trade patterns. The growth of nontraditional
exports to the United States appears to be additional exports rather

.
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Chapter 2
CBI and Caribbean Debt, Employment and
Economic Growth

than a diversion of exports from other trading partners for all countries
except Belize and Dominica.

Table 2.1: Commodity Trade Profile tor
1983-86

Broadly Based
Economic Growth

Figures in Percentage

(5) (6)
(2) (3) (4) Exports to the United
Average annual growth rate, 1983-86 States

_m Total Nontraditional Total _Percent of total exports
Country exports exports imports 1983 1986
Haiti 412 4.68 -1.31 76.06 76.9¢
Dominican

Republic 2.61 22.28 -0.08 70.37 827z
Dominica? 12.04 —-4.61 542 0.76 253C
St. Vincent? 18.24 16.10 6.91 9.31 10,11
Grenada 15.64 12.63 15.13 1.00 947
Belize 2.0 8.1 2.64 38.67 58.0¢

These countries’ export growth rates are attributable to increased exports of traditional exports, partic-
ularly bananas at guaranteed price levels, to a protected market in Great Britain.

Source: Calculated from AID, U.S. Department of Commerce, United Nations, International Monetary
Fund, and World Bank data.

The diversification and growth of nontraditional exports in most of the
countries we reviewed can be viewed as a positive indication of broadly
based economic growth. Table 2.2 illustrates the level of diversification
and, except for St. Vincent, each country’s movement to more diversi-
fied bases in exports to the United States.

Table 2.2 describes the percentage share of the five leading products
exported to the United States in 1983 and 1986. A small number of
mainly traditional products accounts for a large share of each country’s
exports (see columns 2 and 3). Growing diversification is shown by
declining shares for these traditional exports with accompanying
increases in mainly nontraditional exports for all countries except St.
Vincent. Likewise, growing diversity within nontraditional exports for
all countries, again except for St. Vincent, is shown by the declining
share of the leading nontraditional exports (columns 4 and 5). This
broadening of exports reduces the countries’ dependence on a few com-
modities and thus reduces their vulnerability to declining commodity
prices and export quantities.
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Table 2: Leading Five-Product Shares in
Exports to the United States

|
Figures in Percentage

S C) I () I (6)

(1) (2) (3) _ Nontraditional ~ Number of

All exports exports new

Country 1983 1986 1983 1986 products®
Haiti 3659 3375 3671 34.45 0
Dominican Republic 5282 3987 3434 2902 0
Dominica 9415 5525 9496 5585 28
St. Vincent 89.00 9365 9068 93.78 16
Grenada 9843 5423 9286 5261 26
Belize 9233 6740 9116 6556 18

3Products exported to the United States in 1986, but not in 1983, from among the top 30 products
Source: Calculated from U.S. Department of Commerce data.

Broadly based economic growth may also be defined as the creation
and/or expansion of related investments. The growth of pineapple
exports from the Dominican Republic, for example, has encouraged a
local manufacturer to make high-quality, wax-coated boxes to package
the fruit for export. Another firm has begun importing sewing thread in
bulk from the United States, which it in turn processes on small spools
for sale to local garment manufacturers.

CBI encourages investment growth by requiring 36 percent local content
or a minimum of 20 percent if U.S. intermediate goods are used before a
product is eligible for duty-free access to the American market. Since
most Eastern Caribbean countries are too small to produce the quality or
quantity of components needed to qualify for duty-free treatment, CBI
allows combining local content inputs from all CBI-eligible countries to
meet content requirements for a particular product (i.e., an export from
Grenada may include components from other CBI countries to meet the
35-percent local content requirement).

However, many nontraditional exports from the countries reviewed do
not provide the potential for the production of components resulting
from investment expansion. For example, assembly operations use
mostly imported materials and machinery, with local content generally
restricted to labor and utilities. The U.S. Department of Labor, in its
third annual report to the Congress on the effects of the Caribbean
Basin Economic Recovery Act on the U.S. economy, stated that most
apparel, textile, electronic products, and sporting goods exported to the
United States contain over 70 percent in U.S. content. The CBI concession
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to allow exports of textiles to the United States under the 807A guaran-
teed-access level program may actually discourage the development of
component production, since to benefit from the program, a cBI country
must use cloth which is made, cut, and formed in the United States.

We did find that local content in some assembled products has increased
sufficiently to allow the countries to benefit from CBI duty-free provi-
sions. For example, baseballs manufactured in Haiti, which had previ-
ously entered the United States under the 807 tariff code with a 3.0-
percent duty assessment on their non-U.S. content, were imported duty-
free in 1986 under the cBI tariff code because of increased local content.
Also, a sports equipment firm deliberately expanded its manufacturing
operations in St. Vincent to meet the 20-percent local content
requirement.

Since economic growth is a dynamic process, a country may be able to
increase its local content and domestic value-added, as well as obtain
benefits of expansion of investment in related industries over time. As
workers gain skills and experience, they are able to perform more
sophisticated assembly and manufacturing tasks; nationals replace for-
eign managers and the pool of local entrepreneurial talent grows. A fac-
tory in a Dominican Republic free-trade zone previously sewed shirts for
export, but now assembles women's suits and jackets for export. This
requires more attention to detail, better quality control, and production-
floor supervision, all of which increase Dominican value-added.

An increase in net exports leads to additional employment which is
reflected in increased incomes and expenditures. Expenditures, in turn,
generate the demand for additional production and employment. Exam-
ples of expanding domestic service sectors responding to growing
employment in the export sectors include small-scale entrepreneurs who
have set up portable restaurant facilities outside the Santiago free-trade
zone in the Dominican Republic to provide inexpensive lunches for
workers. Similar facilities were set up for workers at the industrial zone
near the airport in Port-au-Prince, Haiti. Workers in the Haitian assem-
bly sector also employ extended-family relatives to shop, prepare meals.
and care for children.

In the countries we reviewed, the tourist sector has generated limited
investment in related industries. In addition to furniture, appliances,
and linen, the tourist industry usually imports food, beverages, and
some building materials. A country like the Dominican Republic, with a
population of 6.4 million and a more developed manufacturing base thai
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Value-Added Measures
Domestic Effects

the other countries, can produce more goods than other countries we
reviewed but, nevertheless, imports about 60 percent of its tourism cost-
components such as food and furniture. To maintain the standards and
atmosphere desired by tourists, tourist enclaves are sometimes isolated
from the rest of the country. For example, resorts in Puerto Plata and La
Romana in the Dominican Republic are self-contained areas set off from
indigenous population centers. This reduces the positive impact on the
domestic economy.

A similar enclave is located at Cap-Haitian in northern Haiti. According
to a U.S. embassy official, a recently established tourist area caters to
day visits by cruise ship visitors, but does not advertise the fact that it
is in Haiti because of negative publicity about Haitian sociopolitical vio-
lence and health threats from Acquired Immune Deficiency Syndrome.

Therefore, if one looks at broadly based economic growth as the diversi-
fication and growth in nontraditional exports, some success might be
attributed, in part, to cBl. However, if one considers broadly based eco-
nomic growth as the creation and/or expansion of related industries,
any benefits have been much more limited.

Although nontraditional exports to the United States are commonly
cited as a measurement of CBI's contribution to Caribbean Basin econo-
mies, even the total value of a country’s exports does not provide a com-
plete picture of its impact on the economy, since it is the proportion
produced in-country or domestic value-added that generates employ-
ment and the net foreign exchange earnings which may be used for debt-
servicing. The value-added component is the difference between the
value of a country’s exports and the imported intermediate and capital
goods (depreciated over time) used to produce those exports. Imported
goods include those factors such as cloth used to directly produce an
export (e.g, garments) as well as those used indirectly, such as imported
oil used to generate electricity.

A primary motivation of CBI was to encourage the diversification and
expansion of nontraditional exports in the agricultural, light manufac-
turing and assembly, and service (tourism and data-processing) sectors.
With the exception of some agricultural products, the percentage of
value-added in nontraditional exports is less than the percentage in
traditional exports. With this changing structure of exports, the value-
added may change and may even decline, despite the fact that the total
value of exports may remain the same or even increase. The following
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illustration indicates how value-added influences foreign exchange and
employment generation in the countries reviewed.

Host-government officials said that traditional exports, such as sugar
and coffee, have an estimated value-added component of 90 percent,
while light manufacturing, such as in textiles, has an approximate
20-percent value-added component. Although a $1 million decline in
sugar exports offset by a $1 million increase in textile exports would
result in no change in reported export earnings, there would actually be
a net loss of $700,000 in value-added, and an associated decline in net
foreign exchange earnings. Thus, a $1 million decline in sugar exports
would have to be offset by a $4.5 million increase in textile exports to
maintain the same level of value-added and generate the same net for-
eign exchange earnings.

Using the figures of the previous example, but adding the assumption
that export values have been adjusted to keep sugar and textile prices
constant, and that the value-added component measures workers’
wages, the employment effect can be similarly calculated for a change in
real value-added. If the average agricultural wage is $750 per year as in
the Dominican Republic, the $900,000 decline in value-added from sugar
translates into a loss of 1,200 employee years ($900,000 divided by
$750). While the $200,000 increase in value-added from textile exports
translates into the generation of 200 employee years at the Dominican
Republic’s average textile real wage of approximately $1,000 per year, a
net loss of 1,000 employee years remains. Textile exports would have to
increase by $6 million to offset the employment loss from a $1 million
decline in sugar exports.

Debt-Servicing Problems

A country’s debt-servicing burden is defined as the external debt-service
payments (i.e., payment of principal and interest) divided by the export
of goods and services. If a country’s export-generated net foreign
exchange earnings are growing at a faster rate than its debt-service pay-
ments, its debt-servicing burden is improving.

If one assumes that a country’s existing debt is not being reduced (i.e.,
payment of principal is not being made) and that no new loans are made
except for borrowings for interest payments, the debt-service will grow
at the same rate as the interest rate. Thus, the average annual interest
rate on a country’s foreign debt measures the growth in the country’s
debt service.
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Our review focused on the contribution made by net foreign exchange
generated from a country’s export sector, since CBI's emphasis on trade
and investment for export is intended to stimulate the exports neces-
sary, in part, to permit debt-servicing. Therefore, we did not include in
our focus other sources of foreign exchange that a country may use to
service its debt, such as new loans, remittances from abroad, foreign
assistance, and import reductions. A country with inadequate export
earnings may have no difficulty in servicing its debt if large levels of
foreign exchange from these other sources can supplement export
earnings.

The growth in the value-added of a country’s export sector is a measure
of exports’ ability to generate foreign exchange. A country’s debt-
servicing burden is reduced if net export earnings grow at a higher rate
than does the interest rate on its debt. Conversely, if the interest rate
exceeds the growth rate of net export earnings, the debt-servicing bur-
den will worsen, all other things being equal. A comparison of the two
indicates the degree to which the export sector is generating the foreign
exchange necessary to service a country’s debt.

Table 2.3 shows the 1983-86 average annual growth rate of gross export
earnings, net foreign exchange and foreign debt, and the average annual
interest rate on foreign debt for the countries reviewed. The average
growth in net foreign exchange for the Dominican Republic, for exam-
ple, declined -0.3 percent as shown in column 4 compared to the average
interest rate of 5.87 percent as shown in column 5, and thus its ability to
service its debt through export-generated earnings has deteriorated.

Similarly, Belize’s net foreign exchange earnings from exports declined
for 1983-86, since its increase in nontraditional export earnings was not
sufficient to offset the decline in earnings from traditional exports (pri-
marily sugar). However, growing remittances from its citizens abroad,
and increasing levels of donor assistance which does not directly relate
to CBl, have permitted the country to continue to service its debt.
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Table 2.3: Foreign Exchange Generation
and Debt-Servicing Needs, 1983-86

|
Figures in Percentage

_(2) 3) 4) (5)
Average annuali growth rate Average
Gross effective
1) export Net foreign interest
Country Foreign debt earnings* exchange ) *rart‘ej
Haiti 7.03 364 25 142
Dominican Republic 489 6.39 -03 587
Dominica 10.85 10.65 6.0 461
St. Vincent 9.65 15.05 183 544
Grenada 2.86 17 .68 181 394
Belize 7.43 3.26 -08 542

2Export earmngs are merchandise exports plus tournism

PThe effective interest rate includes concessional elements of loans and reschedutings.

Source: Calculated from AlD. International Monetary Fund. World Bank, United Nations, and U.S Depart-
ment of Commerce data.

Grenada has had an increase in both traditional and nontraditional
exports (see table 2.1), attributable in part to CBI, and its 18.2 percent
growth in net foreign exchange considerably exceeds its 3.94 percent
interest rate. However, it continues to have a problem servicing its debt
because of growing imports (15.13 percent annual growth rate) and fis-
cal deficits (21.7 percent annual growth rate). The country has become
increasingly dependent on U.S. assistance to service its debt.

Haiti’s ability to service its debt has improved since its 2.5 percent net
foreign exchange annual growth rate exceeds its 1.42 percent interest
rate, as shown in table 2.3. There has been a net inflow of foreign assis-
tance as reflected by the 7.03 percent annual growth in foreign debt in
excess of its concessional interest rates. However, Haiti continues to
have difficulties with reduced revenues from tax collections and may
face problems with declining exports and foreign assistance, attributa-
ble in part to the social and political unrest which remains following the
overthrow of both the Duvalier dictatorship and the succeeding civilian
government. Dominica’s 12.04 percent growth in exports (see table 2.1),
due in part to cBIl-related benefits, has helped reduced the country’s cur-
rent account deficit and enhanced its ability to service its debt.

Employment Generation

Each of the countries we reviewed has a small, relatively open economy
which is extremely vulnerable to changes and movements in external
economic conditions, rendering overall employment generation as well
as that possibly attributable to CBI benefits neither necessarily secure
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nor long-lasting. Although both capital- and labor-intensive investments
may be important for a country, a relatively high capital-intensive
investment per worker generally indicates that the investor has made a
longer term commitment to operate in the country than has an investor
with a low-value investment, and thus employment growth is more
secure and longer lasting.

Investment in the tourism sector generally carries a relatively long-term
commitment on the part of an investor to a particular country due to the
costs of land, buildings, equipment, and training for workers. Similarly,
investment in some nontraditional agriculture indicates a fairly strong
commitment. For example, tree crops require long gestation periods
before they may be harvested and fresh-cut flowers may require irriga-
tion and a closely controlled growing environment. The commitment is
even greater when land is purchased rather than leased.

A low capital-intensive investment per worker, on the other hand, may
indicate little commitment on the part of the investor since costs are
minimized should the investor decide to move from the country. For
example, “contracting’” investment in light manufacturing/assembly, a
major type of recent investment in the countries we reviewed, may be
both volatile and short-term. It requires little initial investment since

(1) factory space is frequently leased, (2) less costly, second-hand
machinery is often used, (3) most materials for assembly are imported,
and (4) many production workers can be trained at relatively low cost in
a few weeks. Low capital-intensive investments may, however, benefit a
country in the short term by generating needed jobs.

While cBI has generated additional employment by promoting nontradi-
tional exports and tourism, this employment should be assessed in the
context of each country’s needs. Table 2.4 provides insight to both the
need for employment generation and the amount of employment
generated.
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Table 2.4: Growth in Export-Sector
Employment Compared to Employment
Needs

. _________________________________________________|
Figures in Percentage

(2) (3)
Annual average growth
rate
Real vaiue-
added,
export 4
(L)) sector Labor force Unemploymen
Country (1983-86) (1980-85) rate (1986)
Haiti -57 20 49 00
Dominican Republic 1.2 35 26.0
Grenada 57 33 200
Belize -03 300 150

3AID noted in its comments on the draft report that this figure includes 37 percent underemployment
However, AID's own figures, as shown in its fiscal year 1988 congressional presentation, indicate an
unemployment rate of 49 percent.

PAnnuat growth rate of population, 1981-85. This underestimates labor-force growth; the age structure
has caused the labor force to increase faster than the total population.

€1985.

Note: Since employment figures for the export sector are not available, we have used the growth-rate of
real value-added as a proxy for the employment growth-rate. Data are not available for Dominica and St
Vincent.

Source: Calculated from AID, World Bank, Inter-American Development Bank, International Monetary
Fund, U.S. Department of Commerce, and host country data.

The relative need to generate employment can be assessed by consider-
ing both the unemployment rate as shown in column 4 and the growth of
the labor force as shown in column 3. For example, the 1985 unemploy-
ment rate in Belize was 15.1 percent, while the annual average growth
in the labor force (1980-85) has been 3.0 percent. Since 1983, employ-
ment in the export sectors (using real value-added increases as a proxy
for employment growth) has fallen by an estimated 0.3 percent, primar-
ily due to declines in traditional (sugar) exports.

Conclusions

Over the past few years, most of the countries we reviewed have been
restructuring their economies and have increased and diversified their
exports, while increasing relative trade with the United States. The
countries are also promoting tourism since it is a sector that can gener-
ate foreign exchange and domestic employment. For the most part,
traditional exports consist of or use indigenously grown agricultural
products and are thus of high value-added. Most nontraditional exports
and tourism require the use of large percentages of imported materials
and thus generate comparatively fewer net foreign exchange earnings.

Page 22 GAO/NSIAD88-177 CBI Impact



Chapter 2
CBl and Caribbean Debt, Employment and
Economic Growth

Where nontraditional export earnings (a major objective of CBI) have
supplemented expected traditional export earnings, as in St. Vincent and
Grenada, net foreign exchange earnings have increased. Employment
has also increased in Grenada. However, declining world sugar prices
and reductions in U.S. sugar quotas resulted in lower foreign exchange
earnings for Belize and the Dominican Republic, in spite of increases in
the countries’ net earnings from nontraditional exports. Although this
exemplifies the need for these countries to diversify their export bases,
it has exacerbated their short-run unemployment situation and made it
more difficult for the Dominican Republic to service its foreign debt.
Foreign remittances have been sufficient to permit Belize to service its
debt despite declines in net foreign exchange earnings from exports.
Thus, CBI benefits have not yet generated the necessary levels of foreign
exchange earnings for these countries. However, net foreign exchange
earnings that have been generated through nontraditional exports may
be attributable in part to CBI-related benefits. We therefore believe,
given declining net foreign exchange earnings from traditional exports
such as sugar, that the countries’ situations would have been worse in
the absence of cBl. However, to quote from our August 1986 report to
the Administrator of AID on AID’s promotion of policy reforms,' we do

“not believe that nontraditional exports can generate the needed foreign exchange
within the foreseeable future to compensate for the decline in traditional exports’
earnings and provide the solution to these countries’ economic growth and debt-ser-
vicing problems.”

The Dominican Republic has better economic potential than the other
countries since it has a large labor force, a manufacturing sector, rela-
tively good infrastructure, and a diversified agricultural base. It is capa-
ble of eventually producing some products which are now imported for
use as components of nontraditional exports. The other countries
reviewed have limited labor forces and/or infrastructure and resource
bases that restrict the potential for production of components which
would free them of dependence upon imports and thus increase their
foreign exchange earnings and employment generation resulting from
increased value-added. Each of the countries we reviewed has a small,
relatively open economy which is extremely vulnerable to changes and
movements in external economic conditions. Recent investment in
assembly industries suggests limited commitment on the part of inves-
tors to a particular country. Therefore, recent employment generation,

Foreign Assistance: U.S. Use of Conditions to Achieve Economic Reforms (GAQ/NSIAD-86-157.
Aug. 1986).
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whether specifically attributable to CBI benefits or not, cannot at this
time be termed either secure or long lasting.

Agency Comments and The U.S. Trade Representative, incorporating the comments of the CBI

Our Response

Task Force Subcommittee on Policy (including the Departments of State,
Commerce, and Agriculture), disagreed with our assessment that bene-
fits derived from CBI to date have been limited, and said that an invest-
ment survey to be completed May 31, 1988, by the Department of
Commerce ‘‘will document that benefits...have been widespread.” Since
the Commerce survey has not yet been published, we cannot comment
on its findings. We have revised the report to note that benefits derived
from cBI have generally not been sufficient to address debt-servicing
needs, while cBI-related employment has been principally in assembly
industries which is not necessarily long term. Broad-based economic
growth has not occurred to date.

The Trade Representative also commented that the use of domestic
value-added was ‘‘interesting,” but cautioned that care must be taken in
such an analysis and said that we may have ‘“pushed [the concept]
beyond what can be supported by the underlying data’ because of the
(1) difficulty in acquiring accurate information, (2) confusion between
export values and volumes, (3) secondary effects on countries’ balances
of payments, and (4) failure to differentiate between different types of
export activities. We believe our use of domestic value-added is appro-
priate as outlined below.

We agree that caution should always be used because of concern over
the accuracy of economic data. However, we used the best available
information from host-country sources and their industrialized-country
trade partners, including that of the U.S. Department of Commerce, and
from the International Monetary Fund, World Bank, and United Nations.

Value-added is not a new concept and is used to construct gross domes-
tic products and to measure the effective impact of tariffs and subsidies.
Domestic value-added incorporates the underlying structural change
that is occurring in a particular country and provides greater insight
into the net impact of exports on the country. We have applied this
approach to the countries we reviewed because we believe that looking
at gross export data and not at trade balances gives misleading informa-
tion on economic performance. We have clarified the section on value-
added employment effects to avoid confusion between export value and
volume.

.

Page 24 GAO/NSIAD-88-177 CBI Impact



Chapter 2
CBI and Caribbean Debt, Employment and
Economic Growth

We do not include in our analysis, as noted in the Trade Representative
comments, a discussion of all possible secondary effects on countries’
balance of payments of decreased sugar production. However, we did
include the net foreign exchange and employment effect from nontradi-
tional as well as traditional exports (including sugar), and we discussed
the limited but possible effects these exports may have on the economy.
We agree that theoretically, moving resources from an inefficient opera-
tion such as money-loosing sugar production to more efficient activities
such as textiles and apparel *“[will] benefit an economy overall.”

In response to the Trade Representative’s statement that there was a
failure to differentiate among the different types of export activities, we
believe that the lack of differentiation among export activities is unim-
portant in estimating employment effects in the countries we reviewed
since virtually all export activities are relatively labor-intensive. The
U.S. Trade Representative’s comment is theoretically correct but is
applicable to countries such as Brazil, which manufactures and exports
such capital-intensive products as automobiles, in addition to its labor-
intensive exports such as apparel.
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CBI provided preferential trade and investment opportunities to eligible
countries, but specific import-sensitive products such as petroleum,
canned tuna, and certain leather goods were excluded from duty-free
treatment. U.S. import and health standard requirements, which regu-
late product entry into the United States to protect the American public,
remained applicable to CBI countries. Some subsequent legislation and
executive actions and decisions have either imposed restrictions or are
viewed to some extent as imposing restrictions, which hamper invest-
ment and export growth in CBI countries.

Several public-sector officials and private-sector representatives in the
countries we reviewed said that the expectations which were raised by
CBI, as it was originally proposed by the administration, have not been
fulfilled. They complained about congressional changes to the adminis-
tration’s proposal which restricted the scope of CBI, said that U.S. mlicy
toward CBI lacked consistency, and charged that the “‘rules” for cBI were
subject to what they termed “arbitrary change.” The 1986 anti-dumping
case involving Costa Rican fresh cut flowers! and changes in the duty-
free status of ethanol produced in CBI countries? were consistently cited
by these officials as restrictions placed on CBi as a result of U.S. domes-
tic lobbying efforts. The officials also noted that such actions have nega-
tively impacted on CBI effectiveness since they raise questions among
potential investors about U.S. intentions and the dependability of con-
tinued benefits. An official with a private-sector trade group in the East-
ern Caribbean said “nobody is going to make substantial investments if
the rules are changed the moment a successful export attracts the atten-
tion of U.S. lobbyists.”

U.S. officials disagreed that the Costa Rican cut flowers case was an
example of inconsistent rules and arbitrary change in the administration
of CBI and said that CBI provisions, as enacted in the Caribbean Basin
Economic Recovery Act of 1983, were very clear in not exempting CBI
exports from U.S. trade laws. U.S. officials termed the cut flower situa-
tion as an example where goods were exported using incentives which
were found to be inconsistent with U.S. trade laws on countervailing
duties and antidumping measures.

!The International Trade Administration of the Department of Commerce found that Costa Rica was
subsidizing its cut flower exports to the United States and consequently imposed duties.

2Since ethanol exports were originally accorded duty-free treatment, investments in plants in severa.
CBI countries were planned. Between 1986 and 1986 U.S. imports from CBI countries increased by 3°
percent. Section 423 of the Tax Reform Act of 1986 placed restrictions on ethanol imports by raising

local content requirements to 76 percent over a 3-year period.
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Some private-sector representatives and government officials in the
countries we visited complained about the difficulties exporters had in
meeting U.S. import requirements, the complexity and application of
U.S. Customs Service procedures, and Department of Agriculture and
Food and Drug Administration regulations. For example, a winter vege-
table grower from the Dominican Republic complained about a delay in
the Department of Agriculture’s clearance of a shipment of tomatoes in
Miami. An AID consultant in the Eastern Caribbean noted that U.S. Cus-
toms Service officers were confused about entry requirements for CBI
products during the first 2 years of CBI, but that these problems have
now been corrected. The complaints were more pronounced from offi-
cials/representatives in Belize and some of the Eastern Caribbean coun-
tries where exporters lacked experience in exporting to the United
States and were unfamiliar with U.S. health, safety, and sanitation
requirements, and U.S. Customs procedures. U.S. regulations and
requirements serve the purpose of protecting the American people and
cannot reasonably be expected to be eased to accommodate foreign
exporters. General experience can smooth product-entry to the United
States, as shown by Haitian and Dominican Republic producers and
exporters who had more experience in exporting to the United States.
These producers and exporters generally understood U.S. requirements
or appeared more aggressive in learning U.S. regulations and either

(1) did not have problems with U.S. regulations/procedures or (2) knew
how to deal with any problems.

U.S. agencies offer various programs to help Caribbean exporters avoid
delays or losses in shipping to the United States. For example, the
Department of Agriculture’s Office of International Cooperation and
Development provides technical training on product-entry requirements,
and the AID-sponsored agricultural project in the Dominican Republic
provides fresh fruit and vegetable pre-clearance which reduces export-
ers’ risks. Also, the Departments of Commerce and Agriculture help Car-
ibbean exporters find U.S. partners who are familiar with product-entry
and marketing requirements.
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Amendments, contained in the fiscal year 1987 Foreign Assistance
Appropriations Act and renewed in the fiscal year 1988 Continuing Res-
olution, restricted AID financing of some activities that promoted the
export of certain agricultural and import-sensitive products.

Section 558 of the fiscal year 1987 Continuing Resolution (generally
referred to as the Bumpers Amendment) restricts AID from funding cer-
tain activities

“in connection with the growth or production in a foreign country of an agricultural
commodity for export which would compete with a similar commodity grown or pro-
duced in the United States.”

Similarly, section 559 (generally referred to as the Lautenberg Amend-
ment) prohibits AID from providing funds to

“(1) procure directly feasibility studies or prefeasibility studies for, or project
profiles of potential investment in, the manufacture, for export to the United States
or to third country markets in direct competition with the United States exports of
[two categories of import sensitive articles that include certain textile and apparel
goods, and certain leather goods and wearing apparel]; or (2) to assist directly in the
establishment of facilities designed for the manufacture, for export to the United
States or to third country markets in direct competition with United States exports
of such import sensitive articles.”

Our 1986 report to the Chairman of the Subcommittee on Oversight,
House Committee on Ways and Means, noted that AID officials said the
amendments posed potential constraints to investment in CBI countries.
Although this may be true, host-government officials, private-sector
representatives, and AID officials in the countries we visited said that
the amendments continue to have no adverse impact on either export
development or AID programs. Some officials said that as the exports
from CBI countries continue to diversify and expand, the amendments
may pose problems. For example, officials in Belize noted that as sea-
food and beef exports expand, they may begin to compete with U.S.
products and thus face constraints from the amendments.

There were persistent criticisms, particularly in Belize and the Domini-
can Republic, of the U.S. government’s sugar policy. CBI countries,
except for the Dominican Republic, Guatemala, and Panama, had duty-
free trade status, without limitation, for their sugar exports to the
United States under the Generalized System of Preferences established
in the Trade Act of 1974 (Public Law 93-618). CBI expanded duty-free
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importation of sugar, subject to U.S. quotas, to all cBI countries. The con-
cession could have been particularly important for the Dominican
Republic, which was the leading exporter to the United States—485,000
tons in 1983. However, the Food Security Act of 1985 (Public Law 99-
198, title IX) required that the U.S. sugar program be run at no budget-
ary cost to the U.S. government, thus requiring the President to limit
imports through quota reductions to maintain domestic sugar prices.

The U.S. sugar policy has significantly reduced export earnings for
Belize and the Dominican Republic. A private-sector official in Belize
estimated that the value-added content in sugar production/export was
97 percent since sugar, unlike citrus, requires minimal imports of fertil-
izer, fuel, or machinery. Belize’'s sugar quota has been halved since 1983,
and nontraditional and other exports that have lower value-added com-
ponents are not compensating for the foreign exchange losses attributa-
ble to sugar exports. For example, using a value-added component of a
more conservative 90 percent for sugar exports from Belize means that
the country must increase garment exports by $8.00 or citrus by $2.00
to compensate for each $1.00 reduction in sugar exports. The Dominican
Republic’s sugar industry provided about 150,000 jobs and indirectly
supported 500,000 people. Dominican officials estimate that the Domini-
can Republic has had cumulative foreign exchange losses of $500 million
since 1982. They said that potential foreign exchange benefits accruing
from CBI concessions have been negated by sugar quota losses. Officials
recognized that they must diversify their countries’ economies from
dependence on sugar but said that this takes time and U.S. quota reduc-
tions have resulted in severe foreign exchange losses.

Under the fiscal year 1988 Continuing Resolution, the Congress enacted
a special, 1-year benefit to CBI countries by increasing their sugar quotas
by at least 290,000 tons. However, the program is not being imple-
mented by the Department of Agriculture at this time. The dollar value
of U.S. sugar imports under the special allocation were to be set by the
Department of Agriculture based on the estimated cost of U.S. commodi-
ties which would be made available to CBI countries to compensate for
their export reductions in the 1988 sugar quota year. The special alloca-
tion permitted the importation of raw sugar to the United States for
refining, provided that an equivalent amount of refined sugar is
exported from the United States. According to U.S. officials, the special
allocation is not being implemented because (1) the Congress neither
provided new funds nor authorized the Department of Agriculture to
use existing resources to implement the program and (2) the Secretary
of Agriculture has determined that U.S. commodities to compensate for
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1988 quota reductions, and against which the value of special sugar
imports were to be set, will not be available to CBI countries as compen-
sation for the 1988 sugar quota year. With or without the increased
quota for 1988, CBI countries’ prospects for maintaining viable sugar
export industries do not appear to be good. In fact, some U.S. officials
believe that under the 1985 Food Security Act, there will be no sugar
quotas for CBI countries within a few years.

Citrus Products

Tourism

Belize and Dominica have a comparative advantage in the production of
citrus for export, according to host-government and U.S. officials, and
could generate needed employment and foreign exchange earnings.
However, AID’s 1978 Policy Determination 71 restricts the funding of
projects involving the production, processing, or marketing of sugar,
palm oil, or citrus for export unless ‘““their development rationale is
strong and their likely impact on U.S. producers low.” The restriction
was implemented in response to lobbying pressures from U.S. producers.
and has effectively precluded AID missions from funding citrus projects.
U.S. and local officials and citrus growers in Belize and the Eastern Car-
ibbean maintain that technical and credit assistance is needed and could
be particularly helpful from AID. These officials also said that citrus
exports would be in concentrate form and would essentially compete
with exports from Brazil, which is now the largest supplier of concen-
trate to the United States. These officials and growers further main-
tained, as does the International Trade Commission, that such exports
would have an insignificant impact on the U.S. domestic producers.

Tourism ranks as a priority development sector in most of the countries
reviewed since it generates considerable employment as well as earns
foreign exchange. In a previous report?, we reported that Department of
Commerce officials were concerned that language in the fiscal year 1987
Continuing Resolution might restrict the Department’s International
Trade Administration from sponsoring seminars, trade shows, and other
activities which promote trade with and investment in CBI countries.
Conferees to the Continuing Resolution stated that they opposed “any
[U.S.] government support of projects designed to attract U.S. companies
to relocate outside the United States.”

ative: islative and Agency Actions Relating to the CBI (GAO/

3Caribbean Basin Initi
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Congressional concerns over a study by the Commerce Department’s
U.S. Travel and Tourism Administration, which suggested ways for CBI
countries to derive more economic benefits from tourism, also resulted
in language in the fiscal year 1987 Continuing Resolution directing the
Travel and Tourism Administration to limit its promotional efforts to
travel in the United States and its possessions. Explanatory language
accompanying the legislation stated that “‘funding available to {the
Administration] is not to be used for policy studies or technical assis-
tance to promote travel to any destination other than the United States
and its possessions.”’ Both legislative restrictions, applying only to fiscal
year 1987 funding, appear to conflict with the CBI objective of promoting
tourism; neither was included in the fiscal year 1988 Continuing
Resolution.

Although the Caribbean area is natural for the development of tourism,
AID has provided very limited assistance to the sector. According to AID
officials, support for tourism projects declined when AID began empha-
sizing basic human needs in the early 1970s and assistance for tourism
came to be viewed as incompatible with this emphasis. Mission officials
in the countries we reviewed said that there was an internal understand-
ing in AID that (1) tourism projects would not be funded with AID
resources and (2) specific authorization from AID/Washington was neces-
sary before the missions could fund any tourism-related projects, even
with tourism being recognized as a sector which generates considerable
employment and some foreign exchange. Very limited tourism-related
support services, such as technical assistance, training, and infrastruc-
ture development, have been funded in some of the countries reviewed.
For example, AID has funded hotel employee training in the Dominican
Republic and revitalization of the harbor front in Grenada. However,
since funding for tourism-related development must compete with other
priority projects, some missions were reluctant to propose projects
because of both the perception that tourism was not supported as an

appropriate sector for AID funding and the lack of guidance from AID/
Washington.

AID commented that there is no policy prohibiting or limiting support for
tourism in the Caribbean and cited a recently proposed project of its
Eastern Caribbean mission as an example of support for tourism. In
addition, the Trade Representative said that a cBI Policy Working Group
on Tourism is identifying tourism areas for future support.
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Conclusions

CBI was intended to stimulate trade and investment in nontraditional
export products which would complement Caribbean Basin countries’
traditional exports, resulting in increased employment and foreign
exchange generation. Although the countries under review have benefit-
ted from CBI trade provisions through increased employment and foreign
exchange earnings from nontraditional exports, congressional and/or
administration actions in three areas may conflict with CBI objectives.

U.S. sugar quota cuts and declining world sugar prices have severely
damaged the foreign exchange positions for major sugar producers like
the Dominican Republic. Although the Food Security Act of 1985 poses
long-term problems for CBI countries, congressional action in the fiscal
year 1988 Continuing Resolution to increase sugar imports from cBi
countries, had it been implemented, could have assisted the countries in
maintaining employment and generating needed foreign exchange dur-
ing the U.S. 1988 fiscal year. Congressional actions, which prevented the
Department of Commerce’s International Trade Administration from
funding some trade shows and the Travel and Tourism Administration
from assisting foreign tourism development, also may have conflicted
with CBI intentions and objectives.

Administration actions that may conflict with CBI objectives include the
AID prohibition against assistance in the area of citrus production and
the agency understanding which, at the time of our review, discouraged
involvement in Caribbean countries’ tourism sectors. Both sectors hold
considerable potential for CBI countries.

U.S. health and safety regulations and Customs procedures are intended
to protect the American public. While exporters from some CBI countries
may find these requirements to be both confusing and challenging, their
problems should decline as they gain experience in exporting to the
United States, as has occurred for exporters in Haiti and the Dominican
Republic.
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AID Funding Levels

AID is the principal U.S. foreign assistance agency, but it has neither a
congressional mandate nor internal written policy guidance on how to
define or implement CBI. Generally, AID officials said the Agency’s pri-
vate-sector projects (funded through Development Assistance) along
with its Economic Support Fund policy dialogue efforts, are considered
as their ‘cBI related program.”

AID’s private-sector initiative began in 1981, before announcement of c¢sI,
and is being implemented in most CBI countries. Private-sector led
growth and development, closely paralleling the trade and investment
objectives of the CBI, is the basic strategy of AID missions in the Carib-
bean Basin. AID officials are working to develop an improved business
and policy environment in CBI countries to allow them to take maximum
advantage of CBI opportunities. Specifically, AID’s CBI-related objectives
include

promoting economic and financial stabilization and an environment con-
ducive to private investment;

encouraging production, trade, and investment in nontraditional
exports; and

enhancing management and marketing capacities of the nations’ busi-
ness communities.

AID received a supplemental appropriation of $350 million in Economic
Support Fund assistance for Caribbean Basin countries in fiscal year
1982 to support the administration’s request for an aid component to
complement the trade initiative. Of this appropriation, $223 million was
allocated to Central America (of which $10 million was for Belize) and
$127 went to the Caribbean islands. However, since then AID has
received no additional funding specifically earmarked to support CBI'.
According to AID officials, AID does not maintain an account to identify
assistance for cBl-related activities because it does not receive discrete
cBI funding, and its efforts to support investment and export-led growth
cannot be isolated and readily identified. CBI-related activities can be
funded through aip’s Development Assistance or Economic Support
Fund accounts, or from local currencies generated through the sale of

! An additional financing mechanism was established by the Tax Reform Act of 1986 (Public Law 99-
514), which amended section 936 of the Internal Revenue Code to encourage investment in CBI coun-
tries. The revised section 936 expanded the existing exemption from federal taxes of qualifying prof-
its from investments in Puerto Rico by U.S. companies, to include profits from complementary
investments (those which maintain or create jobs in Puerto Rico as well as in a CBI country) in CBI
countries which have bilateral tax information agreements with the United States. As of December
1987, only one such investment had been made—$8.7 million for housing in Jamaica.
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U.S. agricultural commodities. AID assistance for fiscal years 1983-87, to
the countries reviewed, is shown in table 4.1.

Table 4.1: AlD Assistance to Selected
CBIl Countries, Fiscal Years 1983-87

Goals of AID’s CBI-
Related Program

Dollars in millions

Dominican Caribbean

Haiti Republic Belize Regionai®

Development Assistance $122.15 $130.94 $32.37 $121.47
Public Law 480 i/l 70.00 132.40 0.00 000
Public Law 480 I 51.04 10.19 0.00 0.00
Economic Support Funds 70.58 190.80 28.17 188.69
csr 10.00 41.00 10.00 2400
Otherc 3.28 0.01 0.00 163

aCaribbean Regional programs include bilateral assistance to the seven English-speaking, less devel-
oped countries of the Eastern Caribbean (Antigua/Barbuda, Dominica, Grenada, Montserrat, St. Kitts/
Nevis, St. Lucia, St. Vincent/the Grenadines) and regional assistance to five additional countries inclug-
ing Belize. Bilateral U.S. assistance to Grenada, estimated at $81 million for development assistance,
Economic Support Funds and disaster relief, is included in the totals for Caribbean Regional programs
Belize also receives bilateral assistance.

This was allocated in the fiscal year 1982 Economic Support Fund supplemental and was availabie tor
obligation in fiscal year 1983.

Includes disaster relief assistance and child survival funds.
Source: AlD.

AID also provides funding to other executive agencies to support CBI-
related activities. For example, in fiscal year 1987 AID provided
$115,000 to the Department of Commerce's Caribbean Basin Informa-
tion Center to support publication of its CBI Business Bulletin and a
guidebook for Caribbean exporters. AID also allocated $227,500 in fiscal
year 1987 funds to the Department of Agriculture’s Office of Interna-
tional Cooperation and Development, which promotes U.S.-owned or
joint-venture agribusinesses in the Caribbean. AID also provided $25,000
for a Department of Transportation study of port facilities in the East-
ern Caribbean and has funded technical assistance and related travel for
Transportation officials in the Caribbean. AID provided $150,000 to the
Department of Commerce in fiscal year 1988 to fund publication of cBI
promotional materials and to complete CBI investment surveys. In past
years, AID also funded the investment exposition held in conjunction
with Caribbean/Central American Action’s annual CBI conference.

In the countries reviewed, AID’s CBI-related program consisted of projects
and policy dialogue intended to promote conditions AID identifies as con-
ducive to trade and investment growth (see app. II for a listing of AID

Page 34 GAO/NSIAD-88-177 CBI Impac



Chapter 4
AID’'s CBI-Related Assistance

projects). Although many of the projects were similar from country to
country, the relative emphasis placed on specific projects, components
within projects, and issues stressed in policy dialogue varied based on
AID’s assessment of each country’s needs and comparative advantages.
Given favorable economic and political conditions, AID’s objective is the
expansion of nontraditional exports in agriculture/agribusiness and
light manufacturing, with emphasis on the potential to create jobs and
increase foreign exchange. In some cases, where a country has a notable
comparative advantage in tourism, AID missions have provided limited
funding for supporting services to the sector.

To promote trade and investment, AID's private-sector program focuses
on the following areas:

Infrastructure - AID maintains that investors will commit funds where
basic infrastructure needs are being met. Projects reviewed in CBI coun-
tries include improving and maintaining basic feeder roads, facilitating
crop movement to the port in St. Vincent, and funding factory shells to
attract light manufacturing in Grenada.

Trained/skKilled labor force - As the Caribbean countries move from
rural/peasant economies to increased dependency on light industry and
agribusiness, skilled laborers, trained supervisors, and prepared mid-
level managers are needed. Shortages of these personnel can influence
wage rates and overall productivity. In Haiti, the shortage of trained
managers results in wages more than double those of managers in the
Dominican Republic. AID provides training designed to improve private-
sector management and/or worker skill levels in each country we
visited.

Credit - We found a common shortage of venture capital and medium-
and long-term credit for agribusiness and industrial development. Com-
mercial banks are frequently risk averse and require significant collat-
eral for new or small enterprises. AID supports a variety of credit
programs ranging from loan rediscount programs through private-sector
development finance institutions in the Eastern Caribbean to programs
to lend local currency, generated from the sale of U.S.-donated agricul-
tural commodities, for free zone development and sugar diversification
in the Dominican Republic.

Export and investment promotion capacity - The Caribbean countries
must compete with each other as well as the rest of the world when
attempting to attract businesses. AID supports export and investment
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AID’s CBI-Related
Programs in Selected
Countries

promotion corporations to encourage collaboration between the public
and private sectors and to institutionalize the skills necessary to attract
foreign investment and assist the indigenous private sector. These
projects usually provide for feasibility studies, brokering for joint part-
nerships, analysis of and input into a country’s policies and regulations,
and personal contacts with potential investors.

Favorable investment climate - AID officials and private-sector repre-
sentatives agree that tariff preferences are only one factor in the com-
plex investment decision process. A favorable investment climate, also
significant in the investment decision, includes (1) the overall stability
of the government, (2) reasonable import and export requirements, (3)
the ability to repatriate profits, (4) access to foreign exchange and ratio-
nalized exchange rates, and (5) investment incentives such as free trade
zones and tax holidays.

During our field work, we reviewed most of the 23 AID projects and
activities listed in appendix II, identified by the missions as CBi-related,
and visited many of these sites. We considered each program within the
context of the level of private-sector development and attendant needs
within the individual country. Our assessment of program achievements
and future potential was hampered by several factors. AID's CBI-related
efforts are relatively recent and it will take time before their contribu-
tion can be seen. In addition, it is not possible to isolate the effects of
AID’s programs from the wide array of other factors influencing a coun-
try’'s export-led growth, such as the international financial and trade
environment and a country’s sociopolitical stability.

Haiti

During our review, AID suspended government-to-government assistance
to Haiti following cancellation of the November 29, 1987, election. The
election was aborted following widespread violence and failure of the
governing military council to ensure civil order. Nongovernmental,
humanitarian, and some private-sector funding is continuing. A substi-
tute election was held on January 17, 1988, but the regime which was
installed was subsequently overthrown. U.S. officials consistently
emphasized that both the success of the AID program and the benefits to
be derived from cBI for Haiti depend upon sociopolitical stability, which
in turn is dependent upon a stable, democratically elected government.

Haiti’s private sector is composed of a large number of subsistence farm-
ers and small-scale businessmen and traders, but is dominated by a rich
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elite of closely associated family groupings who control export-import
trade, tourism, construction, and the formal manufacturing sector. Haiti
had long been attractive for foreign export-assembly investments
because of its low wages and previously stable labor environment. AID
resources available for private-sector development address constraints,
which include a backward agricultural base, high unemployment, and a
shortage of trained supervisors and mid-level managers. A constraint
frequently cited by U.S. officials and some private-sector representa-
tives is the lack of investor confidence in the country’s stability follow-
ing ouster of the Duvalier dictatorship. They also said that negative
media coverage associated with health threats from Acquired Immune
Deficiency Syndrome has severely impacted on the tourist industry.

Specific AID projects to promote export-led growth include funding for
PROMINEX, Haiti’s center for the promotion of exports and investment.
Since the current political environment discourages foreign investment,
PROMINEX is promoting contract manufacturing which requires mini-
mal capital commitment by foreign investors. PROMINEX began opera-
tions in February 1987 and established a trouble desk in the summer
1987 to provide assistance and what was termed “accurate’ information
to businesses about labor unrest. It plans to hire a consulting firm to
develop a public relations strategy to boost investor confidence in Haiti.
PROMINEX also intends to promote agribusiness investment, but had
not hired the necessary staff as of September 1987.

Officials in Caribbean Basin countries have frequently expressed con-
cern over the difficulties encountered in meeting U.S. health and safety
standards. When the U.S. Environmental Protection Agency banned the
use of the pesticide ethylene dibromide to fumigate mangoes intended
for the U.S. market, AID financed a project to develop a hot-water dip
method of fumigation. This technique was approved by the Environmen-
tal Protection Agency, and Haitian officials hoped to increase and solid-
ify Haiti’s market-share in the United States before competitors, such as
Mexico (which had been using ethylene dibromide and was also banned
from exporting mangoes to the United States), received approval for
their alternative treatment methods.

Additional cBI-related projects include a development finance corpora-
tion to provide medium- and long-term capital and support services to
new or expanding industry and agribusiness, management training, and
policy dialogue that would liberalize import restrictions and eliminate
export taxes.
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AID's program is focused on areas which should help Haiti take advan-
tage of CBI trade opportunities, but its effectiveness is dependent upon
factors which are beyond AID's control.
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investment climate, credit availability for export-oriented industry and
agribusiness, and development of institutional capabilities to promote
investment. AID also provided some technical assistance to the govern-
ment to educate officials about debt-equity conversion possibilities for
addressing the country’s external debt problems. The overall success of
AID’s efforts are greatly dependent upon the Dominican Republic govern-
ment’s adherence to policy reforms, such as a free-market exchange
rate, advocated by aID.

::“

The Dominican Republic government has adopted many reforms to
encourage the expansion of nontraditional exports and to position the

country to take maximum advantage of CBL. The government is promot-
ing diversification of the am'mnlfnrnl base, with an pmnhaelq on non-

tradltlonal export crops, and estabhshment of free—trade zones where
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tive wage rates and re-exporbed In response to discussions with AID over
conditions attached to its ua.la.lu.c-ux-pay ments aamm.a.uu:, the Domini-
can Republic government, under a previous administration, agreed to a
unified, market-determined exchange rate resuiting in devaiuation of
the peso. This increased the competitiveness of Dominican wage rates,
thereby attracting foreign investment and increasing exports. However,
in June 1987 the current government imposed administrative controls
over the exchange rate, which resulted in foreign exchange shortages
with an attendant loss in investor confidence, thus jeopardizing the suc-
cess of AID’s efforts and trade and investment benefits accruing from the
CBI.

In September 1987, AID deobligated $6 million of the $19.8 million fiscal
year 1987 Economic Support Fund assistance allocated to the Dominican
Republic due to the government’s unwillingness to adhere to the prior
agreement to maintain a unified exchange rate. Following economic dis-

mintinn and ﬂmln—nnn faraicn avnhanda aarminde tha ganvarmmant
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reversed itself in mid-November 1987, replaced the govemor of the Cen-

tral Bank, and allowed the t:xuld.u&e rate to float. However, the govern-
ment also imposed a 20-percent commission on some imports by the
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private sector and imposed a 10-percent withholding requirement on
exporters’ foreign currency earnings. These actions are an attempt by
the Dominican Republic government, facing a difficult financial situa-
tion, to capture needed foreign exchange to service its large debt and to
pay for necessary imports. As of January 1988, no Economic Support
Fund moneys were allocated to the Dominican Republic for fiscal year
1988; however, this was due to reductions in available funds rather than
problems in negotiating an agreement with the Dominican Republic
government.

Diversification into nontraditional agricultural exports is especially
important for the Dominican Republic, given its large foreign exchange
losses from declining world sugar prices and quota reductions by the
United States. To support Dominican efforts, AID funds the Joint
Agribusiness Coinvestment Council, Inc., a private nonprofit agribusi-
ness association which (1) identifies and brokers promising joint ven-
tures, (2) provides loans for feasibility studies, and (3) works to
influence investment laws related to agribusiness. Through an agree-
ment with the U.S. Department of Agriculture, the Council provides a
fresh fruit and vegetable preclearance program, which reduces the
exporters’ risk of delays and rejections at U.S. ports of entry. AID also
provides a $17.3 million line of credit through the Central Bank for
agribusiness loans. An additional $20 million equivalent in local cur-
rency from the sale of commodities was provided by the United States to
compensate for sugar quota cuts and support diversification in areas
affected by the sugar quotas. AID also funds a crop diversification
research and development project for alternatives to sugar production.

AID supports the government’s emphasis on export growth through pro-
motion of free-trade zones by providing credit lines for free-trade zone
development. The credit is funded through local currency from Eco-
nomic Support Fund and U.S. commodity programs. AID also funds an
investment promotion council, which focuses on improving the country’s

_investment climate and promoting investment in the free-trade zones. A
favorable investment law has been passed by the government which has
resulted in more free-trade zone investors than space available in the
zones.

Although tourism is a priority development sector in the Dominican
Republic, AID does not have a policy on assistance to this sector and has
generally discouraged such use of AID funds as incompatible with the AID
mandate for basic human needs assistance. However, the AID mission in
the Dominican Republic is funding a basic training program for hotel

L Y
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employees such as receptionists, waiters/waitresses, and kitchen
workers.

In the Dominican Republic, AID’s CBI-related program supports the gov-
ernment’s goals of agricultural diversification and export growth
through the promotion of free-trade zones. However, the government’s
inconsistent adherence to its previous agreement to maintain a unified
exchange rate has threatened the program’s potential success by under-
mining investor confidence in Dominican policies.

Dominica and St. Vincent

These Eastern Caribbean islands have a unique set of circumstances
that constrain rapid development of the private sector and pose a chal-
lenge for AID programming. The islands are small, with limited labor
forces and minimal resources, relatively high wages compared to those
of Haiti and the Dominican Republic, and seriously underdeveloped
infrastructure and transport facilities. The private sector in Dominica is
one of the most underdeveloped in the region, and St. Vincent’s private
sector has been characterized as risk-averse and inexperienced in mar-
keting techniques.

The AID program is attempting to alleviate these constraints in order to
place the islands in a position to take better advantage of CBI opportuni-
ties. AID’s goal is to provide the basis for self-sustained, long-term
growth. Its cBl-related program focuses on (1) developing infrastructure,
(2) improving productivity of traditional agricultural exports, (3)
encouraging diversification into nontraditional crops, and (4) expanding
the manufacturing sector through investment promotion.

Poor infrastructure is a serious constraint to private-sector develop-
ment. Farmers in Dominica and St. Vincent have problems transporting
produce to embarkation ports, and transportation to markets is costly
and unreliable. AID has funded feeder-roads; however, because of the
limited resource base and volume of exports, improvement of transpor-
tation facilities, such as port improvements or airport expansions, woulc
not be cost-beneficial.

Some foreign investors in St. Vincent cited the availability of factory
shells as the major incentive for choosing to locate there. However,
neither island currently has unused factory space available. AID’s Infra-
structure for Productive Investment Project was designed to finance pri
vately owned and operated industrial estates and related infrastructure
However, private-sector representatives from Dominica criticized the

L )
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design of this project because it required borrowers to repay loans in
dollars since commercial banks pass the exchange risk on to the bor-
rower. A recent AID evaluation also found limited investor interest in the
project because privately developed factory shells in most Eastern Car-
ibbean countries would have to compete with government-owned and
subsidized shells. In 1987, $6 million of the $12 million project was
deobligated.

Credit for medium- and long-term loans is available through the AID-
funded Caribbean Financial Services Corporation, a privately owned
regional development bank. As originally proposed, early lending was to
be through either discounts of commercial bank loans or direct loans. An
AID evaluation reported that the loan discount component was not used,
in part because borrowers would not assume the foreign exchange risk,
although demand for direct loans reached 150 percent of planned vol-
ume. The evaluation found that many of the medium-sized firms that
received Corporation loans could not arrange financing elsewhere and
described the project as successful in terms of total investment, employ-
ment generated, and net foreign exchange earned.

From 1981 to 1987, investment and export promotion efforts for St. Vin-
cent and Dominica were provided through the Project Development
Assistance Program, which is a regional project serving the Eastern Car-
ibbean. Under this project, a private consultant was contracted by AID to
provide investment promotion activities through resident advisers on
each participating island and an investor search component based in
Washington. The project was renewed for 3 years in 1984, but the con-
tracted component was terminated in October 1987. A project evaluation
found that the Eastern Caribbean’s investment promotion program
should (1) be more tailored to the needs of each country, (2) place
greater emphasis on institution-building and policy reform to create an
attractive investment climate, and (3) transfer responsibility for invest-
ment promotion to the participating governments. Subsequently, a new
project structure was implemented to provide for local investment
development corporations in each country, along with a central Eastern
Caribbean Investment Promotion Service staffed by Eastern Caribbeans,
and located in Washington, D.C.

AID’s regional High Impact Agricultural, Marketing and Production Pro-
ject, started in June 1986, is designed to stimulate new agricultural
investment in privately owned and managed commercial enterprises
producing for export in Eastern Caribbean countries. High Impact pro-
vides technical assistance, brokering for joint ventures, and a trust to
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provide equity funds to new ventures. Two High Impact projects for the
processing of passion fruit jelly and aloe vera products have been
approved for Dominica, and additional projects are pending for both St.
Vincent and Dominica. AID recently revised both the design and manage-
ment of the High Impact venture-trust component because of (1) imple-
mentation problems attributable to project management, (2) the limited
resource base and underdeveloped private sector, and (3) general lack of
expertise and the institutional framework necessary for introducing
venture-trust financial instruments. While the High Impact approach is
creative and theoretically attractive, it is too early to determine its
effectiveness or potential for long-term impact. Inspections for fruit flies
can present a problem in the timely clearance of export produce through
U.S. Customs. AID was instrumental in helping St. Vincent receive certifi-
cation that it is free of fruit flies, which should help its export of agri-
cultural products to the United States.

The underdeveloped private sectors and limited resources of Dominica
and St. Vincent have hindered their ability to diversify and expand into
nontraditional exports to take advantage of CBI benefits, although a few
foreign investors have begun assembly operations in St. Vincent. Indige-
nous exporters in Dominica said they were not ready to use CBI benefits
because of the complexity of the U.S. market, and felt more confident in
dealing with their traditional markets in the Eastern Caribbean regional
area. AID's program acknowledges these limitations, and its success in
helping Dominica and St. Vincent take advantage of CBI will be largely
influenced by the success of the High Impact and the investment and
export promotion project.

Grenada

Whether Grenada can successfully take advantage of CBI opportunities
and fully benefit from AID programs depend upon an improved business
climate and the continued political stability in the country. Government
leaders must also have the political will to undertake difficult but over-
due reforms and to increase efforts to strengthen and improve private-
sector investment opportunities.

In addition to assistance provided under the Eastern Caribbean regional
program, Grenada has received $62.9 million in bilateral U.S. assistance
since 1984, targeting economic recovery and subsequent stable growth
and financial solvency. The emphasis on public-sector investment by
Grenada’s Marxist government, which ruled the country until 1983,
resulted in a 40-percent drop in private investment and a 75-percent
increase in public investment during 1980-84. Because of this past
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emphasis on a nonmarket economic system, which resulted in deteriora-
tion of the economy and subsequent dependence on external assistance,
AID has linked budget support for Grenada to economic policy reforms.

Policy dialogue is focused on restructuring the economy to reduce the
Grenada government’s role and to promote domestic and foreign private
investment. Conditions for disbursements of U.S. funds include reduc-
tions of arbitrary market restrictions that impede private-sector devel-
opment, tax reform, and reduction of public-sector expenditures
through privatization of state-owned enterprises and reductions in the
number of government employees. However, the Grenada government
either has not adopted some agreed-upon reforms or has altered the
implementation of the reforms so that they have lost their positive
impact. For example, with AID’s support, the Grenada government
agreed to consolidate, simplify, and rationalize the tax system. However,
implementation of a new land-value tax was postponed, and according
to U.S. officials, the government is modifying it to make it less effective.
A new value-added tax has been inconsistently applied and the govern-
ment is not collecting all taxes due. The government also has not com-
plied with its schedule to reduce the excessive number of public
employees and thus cannot reduce its budget deficit.

According to U.S. officials, the prime minister has complained about
U.S. conditions requiring economic and governmental reforms which AiD
attached to its assistance. After a visit to the United States by the prime
minister, U.S. officials relaxed the AID mission's conditions for the dis-
bursement of funds, ordered disbursement of $1.2 million, and promised
an additional $1 million. When the Grenada government did not subse-
quently meet remaining conditions, further disbursements of $4.8 mil-
lion were halted.

After completing the Port Salines airport, which had been under con-
struction by the Cuban government, AID provided additional funding for
needed infrastructure improvements of roads and water systems, elec-
tricity distribution, and for development of factory shells and tourism
infrastructure. Private-sector representatives in Grenada criticized the
factory shells, claiming that they were not designed for tropical climates
and did not contain basic features, such as lavatories. Also, AID has
required Grenada to set lease rates high enough to provide for full cost-
recovery, which may contribute to the fact that some shells remain
empty while investors go to other countries.
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Grenada’s natural beauty, attractive capital, and unique history provide
favorable conditions for tourism. Under an infrastructure project, AID
funded three restoration/renovation activities designed to enhance the
country’s tourist appeal. However, Grenada lacks sufficient hotel space
to qualify for the number of international airline flights that would con-
solidate its tourism sector into a major foreign exchange earner.

AID’s High Impact project is promoting new agricultural investment in
Grenada. Also, AID is assisting in a pest-risk analysis with the goal of
having Grenada certified free of fruit flies by the end of 1987.

U.S. officials and private-sector representatives were highly critical of
the management of Grenada's Industrial Development Corporation,
which was established to attract and retain foreign investment. The Cor-
poration is slow in approving investment applications and has a poor
record of providing services to potential investors. It has been unable to
finalize lease agreements with firms operating in AID-built factory shells
and has thereby failed to collect rent for the shells. AID mission officials
are aware of these weaknesses and of the possibility that additional U.S.
technical assistance and financial support may be necessary to get the
Corporation in viable working order. Despite the completion of the air-
port, opportunities offered through cBi, and a revision of Grenada'’s
investment code, growth in the manufacturing sector has been well
below expectations. An AID contractor representative said that Grenada
is still perceived as politically unstable.

The success of AID’s CBI-related program in Grenada is related to the (1)
performance of the High Impact project, (2) establishment of a more
responsive investment and export promotion unit, and (3) continuation
of difficult government reforms promoted by AID and necessary to
strengthen the investment climate.

Belize

Belize received assistance through AID’s regional Caribbean office for
almost 2 years, following its independence in 1981. AID subsequently
established an in-country mission in 1983. Belize parallels the Eastern
Caribbean countries with its problems of a small labor force, underde-
veloped infrastructure, and limited credit availability. AID’s program
emphasizes strengthening the private sector and promoting investment
and export diversification.

The success of AID’s project to increase available medium- and long-term
investment capital is constrained by the reluctance of Belize commercial
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banks to approve loans for new investments. In March 1983, AID estab-
lished a fund with the Central Bank against which local commercial
banks could discount new loans for productive investments in agricul-
ture and related industries. The scope was broadened in November 1984
to permit loans to any sector that would provide foreign exchange. How-
ever, the commercial banks were reluctant to approve the riskier, longer
term loans targeted under this project, and in August 1984, AID deobli-
gated $2.1 million of the $5 million project total. AID is attempting to
devise new lending programs which will be outside the traditional com-
mercial banking sector.

Belize's Export and Investment Promotion Unit, funded by AID, began
operations in the summer of 1986 under the Belize Chamber of Com-
merce and Industry. The Unit reported that it contacted over 300 inves-
tors during its first year of operations and generated at least 12 new
investments. Belize businessmen criticized the Unit for focusing on for-
eign investment while overlooking opportunities to support export
efforts of local producers.

Belize was heavily dependent on foreign exchange earned from sugar
exports. Sugar earnings were $34.2 million or 53 percent of its total for-
eign exchange earnings in 1983, $32.5 million (45 percent) in 1984,
$22.9 million (36 percent) in 1985, and $31.4 million (43 percent) in
1986. AID and the Belize government are working to diversify the agri-
cultural sector by developing alternative export crops. AID funded
research to identify tropical fruits and winter vegetables appropriate
for cultivation. The development of tropical fruit production for export
has begun on a trial basis, but with the exception of papaya, these fruits
will not be ready for commercial production for 4-7 years after planting.
An AID consultant has questioned the viability of producing winter vege-
tables for export since these products require higher levels of sophisti-
cated planning and management than is currently available in Belize.

The Belize government has designated tourism as a priority develop-
ment sector. The country has the second longest ocean barrier reef in
the world as well as ruins of the Mayan civilization in its interior, both
of which could be developed as tourist attractions. The AID mission has
indirectly supported tourism through several loans to private develop-
ers from the commercial banks’ discount fund and through outreach by
the government’s Export and Investment Promotion Unit, but is reluc-
tant to provide further assistance in the absence of clear policy guidance
from headquarters in Washington.
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AID's CBI-related portfolio also includes projects to promote cocoa pro-
duction, build and maintain roads, and improve overall management
skills. Recognizing Belize's limited resources, AID’s CBI-related program
depends upon agricultural diversification away from dependency on
sugar exports and on increased credit availability.

Conclusions

Although AID does not have a specific legislative mandate for imple-
menting CBI, its private-sector program is consistent with and supportive
of CBI's trade and investment goals. The AID missions in the countries we
reviewed emphasize private-sector led growth and development through
projects and policy dialogue designed to improve the investment climate
and expand nontraditional exports in agriculture, agribusiness, and ligh:
manufacturing. In general, the projects address the need for improved
infrastructure, employment generation and training, credit availability,
and export and investment promotion.

AID's program in Haiti is designed to support Haiti’s private-sector led
growth; however, its success depends on sociopolitical stability. Without
stability and a credible democratic government, U.S. private-sector
assistance directed toward CBI-related investment and export promotion
may prove ineffective.

The AID program for the Dominican Republic is directed toward support-
ing development of free-trade zones and diversification from sugar to
nontraditional agricultural exports. Continued private-sector investment
and economic growth in nontraditional exports and services depend
upon the government’s willingness to maintain a positive investment-
climate, particularly by adhering to a free-market exchange rate. Diver-
sification away from dependency on sugar as a foreign exchange earner
continues to be important for the success of CBI in the country.

AID’s program for the Eastern Caribbean islands recognizes the con-
straints posed by inadequate infrastructure and transportation, an
underdeveloped private sector, and limited resources. The restructured
High Impact project and investment and export promotion approach are
too new to evaluate for achievements. Successful private-sector led
growth in Grenada depends on improved investment and promotion
efforts and on the government leaders’ timely adoption of difficult but
necessary reforms. AID's CBI-related program in Belize encourages agri-
culture diversification away from sugar to nontraditional crops and has
attempted to increase medium- and long-term credit availability.
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Agency Comments and
Our Response

Overall, the contribution of AID’s CBI-related program to the export-led
growth of the countries we reviewed is difficult to assess, in part due to
the newness of the effort. In many cases, the benefits from crop diversi-
fication and agribusiness projects will only be apparent in the long term.
Exporters with limited experience in the U.S. market have encountered
difficulties anticipating market changes and in meeting U.S. regulatory
requirements. AID programs are attempting to address these complaints.
These programs include the Department of Agriculture inspector based
in the Dominican Republic, the fruit fly eradication and certification
programs in the Eastern Caribbean, and the promotion of joint ventures
between indigenous and U.S. investors.

In addition, the impact of AID’s CBI-related programs cannot be separated
from other factors influencing a country’s export growth and foreign
investment potential, such as world market prices and economic and
sociopolitical stability. However, AID’s CBI-related projects are consistent
with the overall goals of cBI and have the potential to contribute to
export-led growth in countries where the private sector is sufficiently
developed and the investment climate remains favorable.

AID commented that the report should more thoroughly and prominently
address the role of Economic Support Fund assistance as a policy dia-
logue and conditionality mechanism for “economic stabilization and
structural adjustment, which are general prerequisites to private sector
export development.” The U.S. Trade Representative also pointed out
the importance of AID’s policy reform efforts. We agree that CBI coun-
tries’ economic success and ability to benefit from CBI opportunities is
highly contingent upon adoption of rational economic policies. Although
AID's Economic Support Fund policy dialogue efforts predate the CBI, we
have addressed their importance in the report, with specific references
to the Dominican Republic and Grenada where such efforts are most
prominent. To the extent that the policy reform efforts have been suc-
cessful, they are reflected in the our analysis of export and employment
performance. In addition, we have issued a number of reports on the
importance of Economic Support Fund-supported policy reforms and the
mixed success of U.S. efforts, through AID, to encourage developing
countries to undertake appropriate reforms. U.S. Use of Conditions to
Achieve Economic Reforms (GAO/NSIAD-86-157, Aug. 1986) discussed, for
example, the Dominican Republic government’s reluctance to comply
with AID conditions. Compliance was subsequently achieved when the
government recognized the absolute need for reforms and AID increased
both its level of assistance and its willingness to withhold disbursements
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Chapter 4
AID's CBI-Related Assistance

for noncompliance. Other reports include AID's Assistance to Jamaica
(GAO/ID-83-45, Apr. 1983) and Providing Effective Economic Assistance to
El Salvador and Honduras (GAO/NSIAD-85-82, July 1985).
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Commuodity Exports and Tourism, 1983-86

Dollars in millions

1983 1984 1985 1986
Haiti
Merchandise exports $391.9 $447.2 $441.8 $450.2
Traditional of which: 618 56.3 58.4 632
Coffee 509 451 495 567
Sisal 49 56 25 14
Sugar 13 0.5 0.0 0.0
Nontraditional of which: 3301 3909 383.3 3870
Garments? 83.9 102.7 131.6 1305
Tourism $85.0 $83.4 $95.1 $84.9
Export eamings of which: $476.9 $530.6 $536.9 $535.1
Net foreign exchange® $2109 $224.8 $227 8 $227 7
Dominican Republic
Merchandise exports $996.7 $1141.4 $1059.8 $1113.2
Traditional of which: 685.7 417 569.7 5451
Sugar 276.4 300.0 190.1 146.1
Coffee 76.4 949 57.6 1159
Cocoa 60.9 759 648 678
Tobacco 240 304 229 25.7
Dore 1645 1318 113.6 1118
Ferronickel 835 108.5 1207 778
Nontraditional of which: 3110 399.7 490.1 568.1
Agricuiture 283 355 37.2 535
Manufactures® 2827 364.2 4529 5146
Tourism $320.5 $370.6 $451.0 $506.3
Export earnings of which: $1317.2 $1512.0 $1510.8 $1619.5
Net foreign exchange® $873.6 $971.7 $853.0 $903.0
Belize
Merchandise exports $65.0 $72.8 $64.4 $72.4
Traditional of which: 366 356 26.2 359
Sugar 342 325 229 315
Bananas 24 3.1 33 4.4
Nontraditional of which: 284 372 38.2 365
Citrus 68 98 121 1.1
Fish Products 7.0 6.7 75 54
Garments 8.2 15.6 15.7 16.1
Tourism $9.3 $10.7 $11.8 $12.9
Export earnings of which: $74.3 $83.5 $76.2 $85.3
Net foreign exchange® $49.5 $50.9 $43.1 $510
(continued)
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Appendix I
Commeodity Exports and Tourism, 1983-88

1983 1984 1985 1986
Grenada
Merchandise exports $18.9 $18.2 $22.3 $28.7
Traditional of which: 126 102 13.4 197
Nutmeg 29 2.1 42 97
Cocoa 6.0 42 50 42
Bananas 30 29 32 37
Mace 08 09 09 21
Nontraditional of which: 6.3 79 9.0 9.0
Fresh fruit 41 48 6.4 na
Garments 1.8 07 06 na
Tourism $18.6 $21.1 $27.9 $30.8
Export earnings of which: $37.5 $39.3 $50.2 $59.5
Net foreign exchange® $20.9 $21.1 $26.9 $336
Dominica
Merchandise exports $27.8 $26.1 $28.6 $39.4
Traditional 1.2 1A 133 253
Nontraditional of which: 16.6 15.0 153 141
Manufactures® 29 6.7 125 130
Tourism $8.2 $10.8 $9.8 $10.4
Export earnings of which: $36.0 $36.9 $38.4 $49.8
Net foreign exchange® $26.0 $234 $22.4 $32.1
St. Vincent
Merchandise exports $41.1 $53.6 $63.2 $68.0
Traditional 15.7 16.3 246 267
Nontraditional of which: 254 373 386 413
Manufactures® 96 73 86 89
Tourism $15.7 $15.8 $17.5 $18.1
Export earnings of which: $56.8 $69.2 $80.7 $86.1
Net foreign exchange® $38.5 $50.8 $59.6 $64 0

3Exports to the United States
bDomestic value-added.

“Reported by importing countries

Source: International Monetary Fund, World Bank, United Nations, U.S. Department of Commerce, and
host countries.
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Initiation/ - _
Country/Project Completion Funding Purpose
Haiti®
Development Finance Corporation 1983-88 $10 million grant Provide medium/long-term capital for industrial/agro-
industrial projects.
Export and investment Promotion 1986-90 $7.7 miiiion grant improve export promotion services and investment
Crafts Export Resource Center 1985-89 $2 million grant Provide export-oriented support to crafts producers
Haitian Development Foundation 19084-86 $2.2 miltion grant Meet the credit and managerial needs of micro-
business sector.
Management and Productivity 1985-50 $3.3 million grant Upgrade management skiils of business owners and
Center managers.
Dominican Republic
Export and investment Promotion 1985-88 $6 million Strengthen the investment and grant export
promaotion council.
Agribusiness Promotion 1985-88 $19.8 million grant/loan Promote and finance agribusiness.
Small Industry Development 1982-87 $5.9 miition grant/loan Provide credit, technical assistance & training to smaii
entrepreneurs.
Graduate Management Training 1983-87 $6.5 million grant Provide graduate MBA and MPA programs and to
support research.
Belize
Commercial Bank Discount Fund 1983-87 $5 million? loan Increase private productive investment in agriculture
and industry.
Export and investment Promotion 1986-91 $2.5 million grant Deveiop capacity to promote and facilitate export and
tourism.
.............. ~E Albmrematiiin 1006 _an BL O mmillimm ~rand MNayalam Aldarmadivn amein ddiieal meaad imda
UUIIlIIlCIU‘dlILdLIUII Of AllENative 1 IJOI~TV U0 llllllUII Hlalll WCVCIVUY allciniaive dgllbulluldl plUUU\,lb.
Crops
Toledo Agricultural Marketing 1987-92 $2.5 million grant Establish a viable export industry among small land
holders.
Training for Employment and 1985-90 $5.2 million Provide management, public administration and skills
Productivity training for private sector.
Caribbean Regionai*®
Caribbean Financial Services Corp.  1983-87 $15 miilion grant/loan Establish private sector development finance
institution.
Private Sector Investment/ 1981-87 $3.5 million grant Support selected industry and commerce association
Assistance Program activities.
......... P I gy 4004 ON D47 D nillimen mommd [y . ._A— ;_..‘.,‘__-_A -
IIIVUDLIIIGIH I"IUIIIUI.IUII o CApUIL 120%°0J D17 .c ITHmon gld 1 |ut:v|u|y an IU promuie p VAl Hivestuner m ﬁprl [
Development oriented business.
High Impact Agricuitural Mar! rketing 1086-91 $40 million grant Stimulate the agricultural sector by imoraving
and Production investment environment and demonstratmg
profitability.
Small Enterprise Assistance 1986-91 $11.9 million grant Assist local entrepreneurs produce and sell their
goods.
Regionai Non-Formai' Skills Training  1982-89 $7.6 miliion grant Provide non-formai skilis training, particuiarty to 15-25-
year-olds.
Infrastructure for Productive 1984-87 $6€ million loan Provide physical infrastructure for expanded private
Investment production
(continued:
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Appendix I
Selected AID CBI-Related Projects in

Countries Reviewed"
Initiation/
Country/Project Completion Funding Purpose
Productive Infra structure Rehab. 1982-87 $3 2 million grant Rehabilitate feeder (farm to market/port) roads
(St. Vincent)
Grenada?®
Infrastructure Revitalization 1984-86 $6 million grant Improve Grenada's physical infra-structure, including

factory shells and tourism infrastructure.

3AID missions identified these projects as “'CBI related.”” Other AID projects may also support export
growth/private sector objectives

®U.S. government-to-government assistance was suspended following the aborted national elections in
November 1987

“Various credit lines are also avaitable for sugar diversification and free-zone development. using local
currency from section 416 and Public Law 480 commodities and Economic Support Funds.

°This project was terminated and $2.1 of the $5 million was deobligated in August 1987.
€Projects apply to Dominica, St. Vincent, and Grenada.
‘Representatives from the private sector in Grenada identified this project.

SAID also bilaterally funded projects for Grenada.
Source: AID.
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Appendix III

Comments From the Agency for
International Development

Note: GAQ comments
supplementing those in the
report text appear at the
end of this appendix.

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON D C 20523

ASSISTANT
ADMINISTRATOR

APR | 1988

Mr. Frank C. Conahan

Assistant Comptroller General

National Security and International
Affairs Division

U.S. General Accounting Office

washington, D.C., 20548

Dear Mr. Conahan:

In response to your letter of March 11, 1988, we have reviewed
the draft report entitled, Caribbean Basin Initiative: Impact
on Selected Countries (job code 472133). Enclosed you w11§
find che comments of the Agency for International Development
(AID) on that report.

Enclosure: a/s
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Appendix I
Comments From the Agency for
International Development

AID Comments on the GAO Draft Report,
Caribbean Basin Initiative: Impact on Selected Countries
(Job Code 472133)

1. Overall, we find the Draft Report to be a thorough, objective
and constructive assessment of the CBI program. We expect that
the CBI has considerable potential over the long-run to enhance
the economic environment in the recipilent countries by promoting
export growth and diversification. Given that the Draft Report
observed only the initial three year period, we believe that the
results have been fairly impressive. The report has also done a
valuable service by pointing out policy changes such as the cut in
sugar quotas and various import restrictions which have adversely
affected the CBI countries.

2. The Draft Report correctly identifies A.I.D.'s CBI related
program as including the Agency's private sector projects and the
policy dialogue efforts. However, the discussion that follows and
the Appendix II list of CBI Related Projects largely ignore the
major role played by Economic Support Funds (ESF% in the policy
dialogue component of A.1.D.'s CBI program. The aim of most ESF
policy dialogue and conditionality is economic stabilization and
structural adjustments, which are general prerequisites to private
sector export development.

Seep. 47. We believe that the Report should address more thoroughly and
prominently, the role of ESF in supporting the overall CBI program
and positive changes in the Basin's investment climate. 1In Haiti,
for example, ESF assistance in FY 1986 and FY 1987 facilitated
significant progress in trade liberalization, income tax reform,
and improved financial accountability. In the Dominican Republic,
state sugar lands have been leased to private producers of
nontraditional crops. Belize has undertaken some privatization.
In Dominica, Grenada, and Belize, ESF assistance has supported the
construction of infrastructure which will facilitate private
investment.

3. As the report makes clear, many other factors affect the
results sought by A.I.D. under the CBI Initiative such as the
recent sociopolitical upheaval in Haiti cited in the report.
However, A.I.D. continues to pursue those actions that arve
directly supportive and contribute to achievement of CBI
objectives. 1In this regard, attached you will find a paper that
highlights several of the key interventions that A.I.D. is
undertaking in the CBI area.

See comment 1, p. 61. 4. The Draft Report utilizes export earnings of non-traditional
exports to assess the impact of the CBI. It would be useful to
also draw upon USDOC data on manufactured imports to the U.S. by
CBI countries to more directly measure the impact of the CBI.
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Now on pp. 3, 29.

Now on p. 46.

Now on p. 17.
Seep. 4.

See comment 2, p. 61.

Now on p. 20.

Now on p. 22, table 2.4.

-2 -

This kind of data is especially important for countries, such as
those in the Eastern Caribbean, who also have had considerable
exports to non-U.S. destinatious. The attached table shows that
U.S. manufactured imports have increased dramatically from a
number of CBI countries, e.g., Jamaica, Dominican Republic,
Guatemala, St. Lucia, etc.

The following are recommended changes in the subject report. The

changes are listed in sequence; the listing is not in order of
priority or importance.

Page 6. It should be noted that the referenced (pages 6, 47, 61)
sugar quota increases in FY 1988 have not materialized to date.

Page 7. For accuracy, we suggested the text ''upper-level
management'' related to training be struck and in substitution,
therefore, place ''short term functional and skill training and
long term scholarship training under the Caribbean and Latin
Axerican Scholarship Program''. We also suggest the following
change be made here and elsewhere, where applicable. We suggest
the text "A.I.D. projects complement CBI objectives' be changed to
"A.1.D. projects complement and support CBI objectives''. We
believe this statement is more representative of A.I.D. program
support of the CBI and should be made throughout the report where
appropriate. For example on page 72, '"Conclusions'", we recommend
the following text: '"is consistent with the Initiative's trade
and investment goals' be modified to indicate ''is consistent with
and supportive of the Initiative's trade and investment goals'.

Page 26. While it is true that "if one considers broadly based
econoumic growth as the creation and/or expansion of related
industries, benefits have been much more limited", it is
unrealistic to expect significant impacts given the short period
of time since the CBI became effective. We have completed only
the first 4 years of a 12 year program. The development of
labor-intensive industries regardless of investment size are
expected to develop a skilled labor pool and managerial and
entrepreneurial skills over decades, not just several years.
Likewise, the inducement for locally produced inputs should not be
axpected to take place so quickly, but only after considerable
time as quality and experience are developed.

Page 29. The discussion of the interest rate serving as a measure
of debt-service growth and the related analysis should be
re-evaluated. For a given level of debt, the effective interest
rate is a measure of the level of a country's debt service, not
its growth.

Page 31. The last sentence should preferably read 'The country

has become increasingly dependent on U.S. assistance to service

its debt."

Page 31. The 'unemployment' rate of 49% for Haiti includes some
37% under-employment. It 1s misleading as now stated.
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Now on p. 30.

Now on p. 31

Now on p. 35.

Now on p. 38.

-3 -

Page 44. Recommend that after "A.I.D.'s 1978 Policy Determination
71", the words ''developed in concert with Congress' be inserted
immediately thereafter. We deem it important to signify that this
particular provision was developed in response to Congressional
interest in thils matter. A reassessment of this provision may be
appropriate.

Page 46. Here and elsewhere in the report, reference is made to
and contalns text such as the following: ''The Agency has an
internal '‘understanding'' that tourisa projects will not be funded
with A.I.D. resources in the absence of specific authorization
from AID/Washington'. This is not correct. There is no Agency
policy prohibiting or limiting A.I.D. support of tourism
activities in the Caribbean, although the comment is true for
other LAC areas. Due to limited funding and the magnitude of
problems faced in relation to A.I.D.'s resources, tourism
activities often are displaced by other more pressing
interventions as judged by an individual mission in developing its
country program. A vivid example of A.I.D. support of tourism is
the recent initiative by A.I.D.'s regional office in Barbados
titled: "Tourism Promotion Audiovisual and Feasibility Study for
Marketing Campaign in North America to increase Tourism in the
Caribbean'. Given the regional reach and impact of this project,
we believe this particular activity merits listing along side
those already cited.

Page 53. Suggested change under "Infrastructure' - A.I1.D.
maintains that investors will lncreasingly commit funds where
basic infrastructure needs are met.

Page 59. The $6 million ESF was de-obligated in September rather
than November. The remaining $13.8 million has been authorized by
AID/W for a grant agreement to the GODR but has yet to be
obligated by a signed grant agreement.
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Information as of
December 1987.

ACCOMPLISHMENTS UNDER A.I.D.
LATIN AMERICA AND CARIBBEAN PRIVATE SECTOR PROGRAM

1, Policx Dialoaue. The LAC Bureau has been the leader in
utilizing policy dialogue as a tool to achieve policy reform that
will improve the investment climate in the LAC countries. The LAC
missions have played a significant role in the following policy
initiatives which are designed to provide incentives for increased
investment that will lead to an expansion in non-traditional
exports, and employment generation:

o} Policy areas targeted are exchange rates, tax reform, credit
allocation and banking regulations, price controls, tariff
regimes, and legal and regqulatory constraints to investment
and export growth.

o] A.I.D. policy dialogue has been instrumental in achieving
appropriate exchange rate policies in two countries (Costa
Rica and Guatemala) where exchange rate misalignment was a
major problem.

o] Legislation favoring establishment of export processing zones,
industrial parks and other measures to increase
non-traditional exports, have been implemented in four
countries (Costa Rica, Honduras, Guatemala, and El Salvador)
stimulated by policy dialogue.

2. Investment and Export Promotion. Each of the 12 LAC
country missions have assisted in the creation of private
investment and export promotion center or units. Their mandate is
to encourage and work with local and foreign investors and
exporters by providing a range of business services (i.e.,
feasibility studies, marketing studies, financial analysis, joint
venture brokering, etc.).

For example, in Costa Rica, Honduras, and El Salvador these
organizations have been instrumental in:

o} the passage of legislation to stimulate investment and
exports; the establishment of export processing zones; and
other measures aimed at the development of a favorable
business climate;
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o providing leadership under the CBI that is reflected in the
positive trend in the growth of non-traditional manufactured
exports to the U,S. (i.e., a 19.5% average annual increase
since 1983.,)

3, Privatization. All LAC missions have developed a strategy
for privatization activities (divestiture of state-owned
companies), to support our policy dialogue that seeks a reduction
in the size of government in LAC countries. Nearly all of the
missions have studies and/or programs for valuation and
divestiture under way:; several have completed substantial
privatization programs, For example, Jamaica is privatizing the
National Commercial Bank, a major cement company, and most of the
government-owned hotels, now under private contract, are soon to
be fully divested. Honduras and Costa Rica have created holding
companies to manage the divestiture and sale of an estimated 60
parastatals,

4., Credit/Banking Programs. The LAC Bureau has often been
recognized as the innovator of A.I.D, credit programs dating back
to the creation in the early 1960s of the Latin American
Agribusiness Development Company (LAAD), several Development
Finance Corporations (DFCs) and credit guaranty mechanisms. The
LAC Bureau continues to be in the forefront of innovative credirt
and banking programs throughout the region:

o LAC missions have some 30 projects which have provided over
$335 million in resources during the past four years to
support intermediate credit institutions.

o Exporters, microenterprises, small businesses, and small
farmers are the groups which generally benefit from these
programs.,

o Credit programs include technical assistance components for
loan packaging, basic financial and accounting procedures, and
production assistance for smaller borrowers.

Page 59 GAO/NSIAD-88-177 CBI Impact



Appendix IIT

Comments From the Agency for

International Development

COUNTRY
Belize
Costa Rica
El Salvador
Guatemala
Honduras
Panama
TOTAL, CENT. AMERICA
Dominican Republic
Haiti
Jamaica
TOTAL, CARIBBEAN
Antigua

Dominica

Grenada

Monserrat

St. Lucia

St.Kitts

St.Vincent

TOTAL, EAST CARIBBEAN

TOTAL, AID COUNTRIES
Growth rate

.S.

881.

nN~ddohdm

@OUHWOLONN oo

=]

($ MILLION)

1984
15.6
134.3
121.5
27.17
39.4
33.5
372.0

331.9
330.8

34.2
696.9

1

NANRO OO I
~N DO PO

33.5

1102.4

25.0%

1985
23.
166.
90.
28,
45,
85.
440.

D Oh GO B N OY

421.
348.

8.
848.

~SJ oW

10.
8.
0.
2.

10.

13.
7.

53.

OoObdbJOooU

1342.1

21.7%

1986
20.4
218.6
7.3
38.7
55.5
50.1
440.6

516.8
339.9
129.6
986.3

-
GNNONN®®
GWWInE ®Y

W

1484.6

10.6%

*1987 Estimates are based on January-November data,
except for the Eastern Caribbean, which is based

on January-August data.

MANUFACTURED IMPORTS FROM A.I.D. CBI COUNTRIES

(SITC CATEGORIES 5-8)

Average
Estimated* Growth Rate

1987 1983-87
16.5 24.8%
262.6 26.6%
76.7 -5.1%
65.3 45.5%
69.2 16.6%
69.6 19.9%
559.9 17.9%
674.4 27.0%
367.0 6.2%
211.2 80.7%
1252.6 21.9%
6.0 -0.8%
6.0 134.0%

2.0 n.m.
3.0 39.2%
16.0 38.9%
21.0 22.3%
7.0 15.7%
61.0 25.2%
1873.4 20.7%

26.2%
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The following are GAO’s comments on the Agency for International
Development’s letter.

G AO C omments 1. Our use of nontraditional export statistics includes manufactured
imports to the United States drawn from Department of Commerce sta-
tistics; we also include such imports by countries other than the United
States. While statistics on the growth in total manufactured exports to
the United States may be impressive, these exports utilize high levels of
imported components, and thus their positive impact upon the exporting
country is considerably less than the statistics would lead one to believe.
As we have stated in chapter 2, the value of a country’s total exports
does not provide a complete picture of its impact on the economy, since
it is the proportion produced in-country or domestic value-added that
generates employment and net foreign exchange earnings. The value-
added component is the difference between the value of a country’s
exports and the imported intermediate and capital goods (depreciated
over time) used to produce those exports.

2. AID’s statement is correct for any fixed level of debt. However, if the
level of debt is not fixed, there is no direct relationship between the
effective interest rate and the level of debt service. For example, if the
outstanding debt increases, the debt service may increase even if the
interest rate does not change. Since debt levels are not fixed for these
countries (see col. 2, table 2.3), such a restrictive assumption contributes
little to the analysis of a country’s changing economic conditions. We are
concerned with changing levels of debt and debt-service obligations. The
effective interest rate may be used as a measure of these changing levels
of debt and debt service.
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Note: GAO comments
supplementing those in the

report text appear at the
end of this appendix.

Seep. 47.

OFFICE OF THE UNITED STATES
TRADE REPRESENTATIVE

EXECUTIVE OFFICE OF THE PRESIDENT
WASHINGTON

Mr. Frank G. Conahan
Asgsistant Comptroller General

National Security and International
Affaire Niviaion

U.S. General Accounting Office
Washington, D.C. 20546

Dear Mr. Conahan:

Thank you for circulating your draft report,
initiative: Impact on Selected Countries

caribbean Basin
(job code 472133), for
our review and comment.

We are submitting this letter, reflecting joint comments by

gsaveral of the U.8. GCovernment agencies narfiﬂin-finn in the

L8 i+ L Jeledp 414 e v apmealy -ais

Caribbean Basin Initiative Task Force Subcommittee on Policy, co-
chaired by the United States Trade Roprclcntativo and the U.S.
Department of Stats. Other agenciss contributing to this rsport
are the U.S8. Department of Commerce, the U.S. Department of
Agriculture, and the U.S. Agency for International Development.
The latter agency submitted separate comments to you directly,
since a large part of your report focuses on AID's specific
activities in promoting the CBI.

We appreciate the report's breadth in reviewing both Congressionally-
mandated and Administration actions which unfortunately have

worked at cross-purposes with the objectives of the CBI. Ve
agrcc that both the Congress and the Executive Branch should

remain sensitive to the impact of potentially contradictory
actions on the countries in the Caribbean Basin and, to the
extent possible, should avoid taking actions which will be

detrimental to their overall economic and trade interests.

Bafore turning to specific references in the text, we have
several quncral comments which we would like to see included in
the finnl votlion of tho rcport. These broad 1uu‘l have an effect

___________ P Y PR ET e e BT
on Lll- UV'I“J.* UP-IHBLUII unu S8Li8CULiIVENnsss UL W WDl

First, we believe that the report does not give sufficient weight
to the importance of the economic policies adopted by the CBI
countries themselvas. Discussion of this aspect is relegated to
brief mentions in the final chapter on AID programs. We recommend,
that this aspect recsive much more proninont treatment in the
report, including references in the Executive Summary and perhaps
as part of the case studiss.
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Now on p. 33,

See comment 1, p. 72

The focus of the CBI is on a cooperative partnership between
four "actors"™ -- the private sector in the United States, the
private sector in the Caribbean Basin, the government of the
United States, and the governments in the Caribbean Basin. The
United States offers greater access to its market while the
Caribbean Basin governments are to enact policies to encourage
greater private sector initiative.

We believe that the policies adopted by the CBI benefit aries
themselves are of critical importance to an evaluation of the
CBI's effectiveness. Such policies, in turn, also have direct
implications for CBI beneficiaries' ability to generate
employment, promote broad-based growth, and service debt. The
CBI should be seen as one tool which may be used to accomplish
these other objectives. Without adoption of rational economic
policies by CBI beneficiaries, U.S. economic assistance and
investment promotion activities will bear little fruit. The
U.S. maintains an active policy dialogue with all of the CBI
beneficiaries, often under the auspices of bilateral economic
assistance programs administered by USAID.

Second, the Executive Summary makes no mention of recent
decreases in AID funding levels, although the point appears
later in the body of the report (p. 50). The study gives good
marks to the past development and implementation of AID
programs in the region. However, without adequate funding in
the future, such programs will, of necessity, be reduced in
scope and, in some cases, jeopardized altogether.

In PY 88, for example, the Administration requested $92 million
in Economic Support Funds (ESF) and $80.3 million in
Development Assistance (DA) for Belize, the Dominican Republic,
Haiti, and the Eastern Caribbean. 1In response, Congress
allocated $68.2 million, all in DA, less than 40 percent of the
amount requested. This resulted from reduced Congressional
appropriations for all foreign assistance combined with
Congress' earmarking of 94.7% of worldwide ESF. Since only the
four Central American democracies were earmarked, the other
traditional Latin American and Caribbean ESF recipients, with
the exception of Bolivia, received no ESF in FY 88 because the
unearmarked ESF residual of about $100 million was subject to
sense of Congress restrictions that excluded this hemisphere.
Because U.S5. efforts to encourage economic reform and growth
are linked to the amount of ESF we are able to provide, our
interests and objectives in the hemisphere will suffer as will
the countries affected.

Through the CBI, the Administration seeks to improve the
climate in Caribbean Basin countries for all types of
investment. The study curiously favors capital intensive
investment (which is described as indicative of the investor's
longer term commitment) over labor-intensive investment
(described as being less secure and more volatile because the
capital devoted to it is less). However, the CBI economies
will benefit from both kinds of investment; therefore, it seems
unnecessary to favor one over the other.
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The study itself notes that the economies in the Caribbean Basin
generally are characterized by relatively high rates of unemployment
and low wages (compared with the United States). Therefore, it
should not be surprising, nor should it be a cause for concern,
that most investments in the Caribbean Basin are in relatively
labor-intensive operations. Such investments, by creating more
smployment per dollar of investment, ultimately will be of
greater value in contributing to economic develcpment in labor-
surplus economies.

The following comments are keyed to specific references in the
draft report:

Chapter 1 -- Introduction
Now on p. 9. P. 13 -- We suggest replacing Jamaica for Dominica in the explanatory
sentence on Tax Information Exchange Agreements, since (as of
this writing) Dominica has not yet implemented its TIEA. Barbados,

Grenada, and Jamaica are at present the only CBI countries which
have TIEAs in effect.

Now on p. 9. p. 14 -- In the paragraph at the top of the page on the earlier
GAO report on investments in the CBI, add the phrase ",with

assistance from AID," after "“The Department..." in the last
sentence.

See p. 10. pP. 15 =-- While we recognize that the selection of countries was
worked out with the Senate Committee on Foreign Relations, we
would also like to point out that the selection of the countries
studied influences the findings in the report. By excluding
other countries in Central America from the scope of the report
and focusing on a group of countries which is not totally repre-
sentative of the region as a whole, your assessment substantially
understates the accomplishments of the CBI. The experiences of
Dominica and Grenada in taking advantage of the CBI have not been
the same as those of Costa Rica, Jamaica, or St. Lucia.

Now on p. 10. pP. 16 =-- The text cites Dominica and st. Vincent as being unable
5 14 table 2.1 to "effectively compete in the international economic environment
eep. 14 tabec. 1. at this time." We believe that this statement is far too sweeping
a generalization, since the report's own figures (page 21, Table
2.1) show annual export growth of 12 percent for Dominica and
more than 18 percent for St. Vincent.

Now on pp. 10-11. PP. 16-17 ~- While we find the use of domestic value-added in the
S 24 study interesting, we believe that the concept is pushed beyond
eep. e4. what can be supported by the underlying data. We would approach
the analysis with a considerable degree of caution for the
following reasons:
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See pp. 24-25.

4

Securing accurate export and import figures, let alone
accurate domestic value-added statistics, can be difficult.
Where estimates are used, these should be treated more
cautiously than the report seems to do.

Of more serious concern is the confusion in the study
between export values and volumes. For example, on page 28,
the study calculates a loss of 1,200 jobs from each $1
million decline in sugar export earnings in the Dominican
Republic, even if export volume is unchanged. If that were
true, the marginal product of these 1,200 workers would have
been zero. In fact, the decline in sugar export earnings in
the Caribbean Basin occurred both because of lower sugar
prices and lower export volume (brought about to some extent
by lower U.S. quotas). The effects of lower export earnings
are absorbed in a variety of ways, including reductions in
real wage levels, reduced company earnings, cutbacks in
production, and increased unemployment.

The study fails to take into account secondary effects on
countries' balances of payments of decreased sugar production.
One could argue that the closure of an inefficient, money-losing
(and resource=-absorbing) sugar facility would actually
benefit an economy overall, especially if it is replaced
with a more efficient, higher-skilled operation producing
non-traditional items, such as textiles and apparel, for
export. Although some economic adjustments will be necessary
to shift resources and workers from the production of sugar
to production in other sectors, historical experience in
many countries has shown that the longer term benefits from
such structural adjustments are many. At the least, diversi-
fication of exports, by enabling countries to avoid excessive
dependence on any one product or sector, results in less
volatility in export earnings when external market conditions
change abruptly.

The study uses its estimates of increased real value-added
to extrapolate the number of jobs created in the export sectors
of the CBI countries. By making no distinction between
different types of export activities, the study misses the
potential for Jjob creation. Under the study's present
methodology, if a capital-intensive company producing $1
million in value-added closes, while a labor-intensive
company producing the same amount of value-added opens for
business, the study would conclude that net employment in
the economy remains the same. This would be an incorrect
agssumption and misses the welfare benefits derived from
employing formerly unemployed workers and for transferring
new skills to the marketplace.
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Shapter 2 -- The CBI and Caribbean Debt. Emplovment and Economic
Growth
Now on p. 13. pP. 19 -- We disagree with the following assessment: "To date,
See p. 24 benefits derived from the CBI have been limited, with only eome

lasting employment and broadly based economic growth being
generated in the Dominican Republic."

It may be true that some investaents in the region will be
volatile and short-term. This is especially the case with
contracting relationships, which are sasier to establish but also
sasier to break. However, the study should differentiate between
investments characterized by contracting operations and those
involving fixed assets.

We are confident that the CBI investment survey being carried out
by the Commerce Department, and to be ready for distribution by
May 31, 1988, will document that benefits from the CBI have been
widespread. Verification of the 700 surveys completed to date
will include all of the CBI beneficiaries except Panama and
Montserrat and will include information such as investment

levels, sales volume, amount of employment generated, and sources
of investment.

Now on p. 15. P. 22 =-- Table 2.2 would better illustrate the degres of export
See comment 2, p. 72 diversification taking place in the CBI countries if it reported,

e for example, the top five "new" exports as a share of total
exports from the region. As it stands, the table shows that the
CBI countries are exporting more types of products but gives no

information about their relative importance to the economies as a
whole.

Now on p. 15. P. 23 -- While it is true that the CBI program allows cumulation
of value-added from the various CBI beneficiaries toward the 35
percent rule of origin requirement, in practice we have not seen
such intra-CBI trade taking place. It would be interesting to
examine closer the reasons why such trade has not developed.

Now on p. 19. P. 30 =-- We assumse that the last sentence on that page, in

mentioning "growing remittances and increasing levels of assistance,
neither of which relate to the CBI," refers to foreign assistance
from countries other than the United States.

Now on p. 22. P 35 -- Qualify the last sentence in the first paragraph by
revising it to read, "Some non-traditional exports and tourisa ...."

We would also recommend adding to the "conclusions" sections a
discussion of the CBI beneficiaries' economic policies and their
effect on the ability to export and attract investment projects.
See pp. 46-47. The Administration, through the USAID policy dialogues and other
ongoing contacts, has urged reform of such harmful economic
policies throughout the region.
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One manifestation of this continuing effort is the U.S. Department
of Commerce's project to conduct a series of "investment disin-
centive" studies in the region. In carrying out these studies,
the Department will be working with the CBI beneficiaries to help
identify domestic policies having adverse effects on the investment
and business climates. In turn, we will use these studies as a
basis for encouraging the countries to undertake reforms to
remove existing impediments and lessen the effect of other
policies which reduce their attractiveness as sites for investment
and other business activity.

Now on p. 23. p. 36 =-- Revise the first sentence of the second paragraph to

read, "The Doaminican Republic has bestter economic potential than
the other countries ...."

Now on p. 26. p. 38 =-- The introductory paragraph to this chapter indicates

that U.S. import and health standard requirements remained
unchanged under the CBI. This is accurate but the implication is
that this situation works at cross-purpcses with the CBI. The
implication is corrected later in the chapter, where it is clear
that such requirements remain necessary and exporters simply need
to gain experience to deal with them. However, we suggest adding
the following sentence after the second sentence in the first
paragraph to avoid mnmisinterpretation: "Some exporters have
viewed these as barriers, but they should not be considered as
such; exporting experience generally lessens this problem."

See p. 26. We disagree with the use of fresh cut flowers from Costa Rica as
an example of "“inconsistent" rules and "arbitrary" change in
administration of the CBI. The CBI provisions, as enacted in the
Caribbean Basin Economic Recovery Act of 1983, were very clear in
not exempting CBI exports from U.S. trade laws. The cut flower
situation is an example where goods were exported using incentives
which were found to be inconsistent with U.S. trade laws on
countervailing duties and anti-dumping measures.

In addition, U.S. officials consulted with the Costa Rican
Government during the time it was being designated for the CBI
and warned them that its subsidies could be subject to U.S.
countervailing duties. We encouraged Costa Rica to accede to the
GATT at that time, to gain access to the "injury test" in counter-
vailing dAuty investigations on duty-free products, and the Costa
Rican officials we spoke with indicated that the government would
consider taking that action. However, in the end they did not
pursue GATT accession until later.

Now on p. 27. pP. 40 =- The report mentions in general terms various U.S.
government programs which help Caribbean exporters learn the
procedures and regulations required for product entry. It would
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be appropriate to clarify the type of assistance that the Office
of International Cooperation and Development (OICD) of USDA
provides. We suggest the following text be added after the
reference to the OICD office: "For example, the OICD office
works closely with export promotion associations of Caribbean
Basin countries and organizes various technical workshops,
seninars, individual export or team visits in which information
is shared on USDA regulations, particularly phytosanitary require-
ments, quality issues such as grades and standards, and labelling
and packaging techniques and practices."

In addition, the last sentence in the paragraph should read,
"Also, Commerce and Agriculture help Caribbean exporters find
U.S. partners who are familiar with product-entry and market
requirements."

A new paragraph should be added to this section to describe the
activities of the CBI Ombudsman: "Currently the Director General
of the U.S. & Foreign Commercial Service at the Department of
Commerce, the CBI Ombudsman facilitates contacts between officials
and firms from CBI beneficiaries and appropriate U.S. agencies
and departments. In particular, the Ombudsman assists individuals
who have been unable to get responses from the U.S. Governmant
regarding the feasibility of importing their products into the
United States or have experienced difficulty in ascertaining
whether their product qualifies for duty-free entry under the CBI."

Now on p. 29. pP. 42 ~-- We find it highly doubtful that the pnet value-added

content in sugar production could ever approach anything close to
97 pesrcent. Most of the CBI sugar-producing countries have to
import substantial quantities of fertilizer, fuel and machinery,
so that the domestic value-added content must be considerably
lower than this comment implies. This also has implications for
the earlier discussion on foreign exchange earnings and employment
effects of the CBI based on domestic value-added ratios.

Now on p. 29. p. 43 -~ We would disagree with the characterization of the
decrease in U.S. sugar quotas as being "abrupt." We recognize
and agree that the decrease in access to the U.S. market for
sugar has led to sometimes severs economic disruption in the
region. At the same time, however, we believe that once the
Food Security Act of 1985 was in place, the CBI beneficiaries
could have foreseen that some reduction in U.S. sugar quotas
would occur. Some unanticipated factors, such as the increasing
popularity of substitute sweeteners in the U.S5. market, have
caused that reduction to be more severs and rapid than originally
could have been predicted.

Also, the estimate attributed to officials in the Dominican
Republic that the country has suffered $500 million in cumulative
foreign exchange losses as a result of the imposition of U.S.
sugar quotas is based on a set of implicit assumptions about
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sugar prices and external demand which are not spelled out in the
report.

See pp. 29-30. The discussion on "U.S. sugar policy" should be corrected to

reflect the current situation on the so-called Incuye amendment.
While there is a provision in this fiscal year's Continuing
Resolution requiring the Secretary of Agriculture to issue
requlations establishing a one-year, special quota increase for
CBI beneficiaries, it is not being operated since the language in
the Continuing Resolution failed to authorize USDA to use existing
resources or to provide additional funding to carry out the
program's operations. Under the provisions of the so-called
Incuye Amendment, the ceiling for the program would in any case
have besn zero because of the Secrstary of Agriculture's determi-
nation that no commodities would be made available under section
416 of the Agricultural Act of 1949 to the affected countries as
compensation for the 1988 sugar quota year.

There are several other places in the report where the text
assumes that the program is in place and operating; this needs to
be corrected. Purthermore, we suggest that the text note that,
even if put in operation, the Caribbean special export enhancement
progran does not address the root causes of the problem -- the
deficiencies of the U.S. domestic sugar program. The Administration
has put forward legislative proposals to address this basic

issue, but to date the Congress has responded to them with little
anthusiasm.

Now on pp. 30-31. pP. 44 -~ We agres with the report that tourism represents a major

and important area for potential economic development in the
Caribbean Basin. Tourism is second only to agricultural exports
as a source of foreign exchange in the region and is the mainstay
for many of the Caribbean economies. It is the only industry in
the region demonstrating steady growth since 1973.

Development of Caribbean tourisam pays dividends in the form of
greater numbers of visitors, creation of jobs, and increased
construction activity throughout the Caribbean. The majority of
development in tourisa is by U.8. investors working in the
following areas of activity: construction of roads, hotels and
restaurants; furnishing of eguipment for such activity:; planning
and building sewage and water treatment facilities; provision of
utility services (electricity and fresh water):; and provision of
telecommunication services (both satellite and cable), airport
construction and expansion, airline services, recreational
equipment and services (boating, scuba, etc.).

Others are making efforts to diversify the region's tourism
industry to include attractions of cultural and historical
interest. Tourism in the region directly benefits the United
States, as well, since a large part of every tourisa dollar spent
in the area (some say as much as 60-80 percent) comes back to the
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U.S. market for the purchase of food, equipment, and other
supplies.

Tourism has the potential to exert a higher economic multiplier
effect than many other industries because of its labor intensive
character (especially if local procurement of goods and services
can be increased). The advantages to developing tourism in the
Caribbean include: increased employment opportunities; increased
earnings of foreign exchange, which can reduce balance of payments
difficulties, provided that local sources of goods and services
are developed; positive multiplier effects or linkages to other
sectors of the economy (particularly agricultural and manufacturing
industries); increased government revenues; and greater diversifi-
cation of the CBI beneficiaries' economies.

The Administration has created a CBI Policy Working Group on
Tourism to identify administrative actions which the U.S. Government
could take to enhance tourism development in the Eastern Caribbean
countries, which typically have had more difficulty in attracting

manufacturing projects. This group shortly will develop an
“action plan," focusing on tourism needs in the Eastern Caribbean
as a "pilot" effort. The "action plan" will focus on ways to

bring existing resources together to support certain tourism-
related activities.

4 -- ' - :

We concur with USAID's comments on this and other parts of the

report. There are a few areas in this section where we have
additional comments. |

See p. 34. pP. 51 -- In the last paragraph, we would add the following

language, "AID continued to fund the Department of Commerce in
fiscal year 1988 in the amount of $150,000 to support publication
of promotional materials on the CBI as well as funds to support
completion of the CBI investment surveys."

Now on p. 37. p. 57 -- We suggest corracting the second paragraph to read, "When
the U.S. Environmental Protection Agency (EPA) banned the use of
the pesticide Ethylene Dibromide (EDB) to fumigate mangoes
intended for the U.S. market, AID financed a project to develop a
hot~-water dip treatment method." Similarly, at the end of the
paragraph, the words "“fumigation method" should be replaced by
"alternative treatment methods."

In the same paragraph, mention could be made of OICD's current
work with the producer and export groups on coordinating similar
research on treatment of mangoes in Guatemala in order to facilitate
entry of mangoes into the U.S. market.

Now on p. 38. p. 59 -- This is the first time in the report that a discussion
of a CBI country's policy and its effects on business and investment
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appears. However, we believe the report should not leave the

impression, as this paragraph presently does, that the U.S.
Government determines the policies which the CBI countries must
follow. Clearly, we have a policy dialogue with the CBI bene-
ficiaries which is collaborative in approach and seeks to sncourage
them to adopt policies which are conducive to building a strong
private sector. We certainly do not dictate these policies.

Now on p. 42. pP- 66 -- Revise the last part of the first sentence under the
Grenada section to read, "...political stability of the country
and a marked improvement in the business environment."

Now on p. 46. pP- 72 -- The text mentions in the first line of the conclusions

that AID has no "specific legislative mandate" to implement the
Seep 8 CBI. In fact, no U.S. department or agency has such a mandate.
The National Security Council formed the CBI Task Force, chaired
by the USTR, to implement the program. It is divided into two
subcommittees, the CBI Policy Subcommittee and the CBI Operations
Subcommittee. The Policy Subcommittee takes up questions of policy
affecting the CBI program and is co-chaired by USTR and the State
Department. The Operations Subcommittee discusses various issues
affecting implementation of policy decisions already taken under

the program and is co-chaired by the Department of Commerce and
AID.

Now on p. 46. p. 73 -- Strike the phrase, "Despite a one-time increase in the

Dominican Republic's U.S. sugar quota for fiscal year 1988," and
start the sentence with "Diversification ...."

Again, thank you for the opportunity to comment on your draft CBI
report. Our offices and the other departments and agencies which
are members of the CBI Task Force will be happy to work with your

staff in preparing the final version of the report if additional
questions arise.

Sincerely,
[ /b il -
cggn Rosenbaum Paul D. Taylor
Assistant U.S. Trade Deputy Assistant Secratary
Representative for latin of State for Inter-American
America, Africa and Affairs

North/South Affairs
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GAO Comments

(472133)

The following are GAO's comments on the U.S. Trade Representative's
letter.

1. We agree that both capital- and labor-intensive investment are impor-
tant; we are not favoring either capital- or labor-intensive investment.
Our analysis is meant to address the question of long-term employment
generation, and the facts are that investment of capital (which cannot
be packed up and removed overnight by the investor), rather than
investment in leased space and second-hand sewing machines for a
labor-intensive operation, is indicative of an investor’s commitment to
an investment thus leading to the creation of more permanent
employment.

2. The intent of CBI is not just to promote ‘“‘new’” exports, but to promote
those exports that the country can produce and market efficiently,
whether they are bananas, coffee, baseballs or apparel. This report
deals only with 6 countries in the region and thus does not address total
exports from the Caribbean Basin region. The top 5 “‘new exports’ from
these countries are of insignificant importance, accounting in the aggre-
gate for about one percent of their exports, and thus do not show any
meaningful diversification in the countries’ economies. For example,
there are no new products among the leading 30 exports to the United
States from Haiti and the Dominican Republic, and it would be mislead-
ing to suggest this fact translates into ineffectiveness on the part of CBI.

2U.S. G.P.0. 1988-2(1-76G; 301 3:
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