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Infroduction

Fellow Citizens, Development Partners and Friends of Grenada, for Developing
Countries, fostering economic growth, increased employment, and managing the high
levels of debt feature among the most pressing challenges of the millennium. This GPRS
is rooted in our “contract with the Grenadian people” entered info on February 19,
2013. This confract embodies a commitment on the part of Government to provide
opportunities for all who desire a future where they can realize the opportunity for a
fulfilling life, where they can achieve their full potential, and are prepared to work for it.

Our 2013-2018 Growth and Poverty Reduction Strategy (GPRS) responds to these
challenges. It is an important consensus policy statement which signals the alignment of
the priorities of our people with the resources required to address them. This is
particularly critical at this fumultuous period in the global and domestic economy. This
GPRS also represents a policy statement which coalesces our actions across diverse
stakeholder groups and interests, macro-economic objectives, socio-economic,
cultural and political contexts.

Based on our consultations, we elucidate two primary constructs, “pro-poor growth”
and the “New Economy,” as the guiding premise for our actions and interventions at
the macro-economic, sector and institutional levels over the next five years. We are
convinced that such a future filed with hope can only be achieved through the
achievement of the Millennium Development Goals (MDGs), particularly those related
to reducing the levels of hunger and poverty.

The 2013-2018 GPRS will act as the framework through which the actions and
interventions of my Government and our development partners can be situated to
achieve the greatest impact, while providing a benchmark for continuous monitoring
and evaluation of the effectiveness of our actions in addressing the challenges of job
creation, poverty reduction and economic growth.

As chief public servant, | am gratified, along with Cabinet, to have presided over the
process of preparing this document. Indeed, we have already commenced
implementation of many of the actions contained herein. We invite all, including our
development Partners to join with us in ensuring that we achieve an unprecedented
level of implementation of the priority actions and projects outlined in this GPRS.
Indeed, “our best years are ahead”.

The Hon. Keith C. Mitchell
Minister of Finance
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1. GRENADA AT THE CROSS-ROADS

1.1 Grenada’s Economic History

1.1.1 Economic Transition

Over the course of its 37 year history, Grenada'’s fransition from a colonial to an
independent economy has been marked by varying degrees of support from the
United Kingdom (UK) and other counftries. For many years, preferences for
traditional commodities such as bananas and sugar remained in place and
significant overseas development assistance (ODA) was received. While it can be
argued, that such policies were necessary for Grenada's early economic fransition,
they had the unintended consequence of maintaining an economy and economic
mentality based on the status quo. In essence, the economy remained anchored
largely on fraditional exports supported through preferential treatment, protection
from competition through high tariffs and access to ODA. There were limited
incentives for the economy to develop a competitive dynamism built on the
country’s frue competitive advantages.

In the 1990s, the global economic environment facing Grenada began to change.
The creation of the World Trade Organisation (WTO) and the development of the
North American Free Trade Agreement (NAFTA) were manifestations of the
movement toward liberalized frade on a global and regional level. The deepening
of economic integration in the European Union (EU) put traditional preference and
support regimes (e.g. the Lomé Conventions) under scrutiny. While small island
states, such as Grenada, argued for special and differential freatment and
continued unilateral preferences, such pleas were largely unsuccessful. As a result
the annual rate of economic growth in Grenada, and other small island stafes,
began to decline and debt began to accumulate.

While in many ways, Grenada's economic experience has been similar to ifs
Organisation Eastern Caribbean States (OECS) associates since 2001, Hurricanes
lvan (2004) and Emily (2005) obliterated its economy and exacerbated its debt
sifuation. As Grenada moves into the second decade of the new millennium, the
country is at a crossroads where significant structural and institutional changes are
required if economic growth and prosperity are to return. What is needed is an
economy built on competitive advantage, entrepreneurship and the ability fo
adapt to changing economic conditions.
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1.1.2 Historic Economic Performance

Grenada'’s historic economic performance can first be assessed by examining the
behaviour of real Gross Domestic Product (GDP). The evolution of real GDP over the
1983-2012 period is well approximated by a simple linear trend regression (R2 = 0.95).
This linear frend can be considered as representing long-term trend growth. For any
given year, the deviation in actual growth from trend growth capftures cyclical
variation that enable a depiction of periods of above frend and below trend
growth (Figure 1).

Figure 1 Real GDP and Cyclical Pattern of Real GDP
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Over the 1983 to 1990 period, GDP growth averaged about 6.5% per annum. This
period began with two significant events: the ousting and execution of the then
Prime Minister, Maurice Bishop, and the subsequent military invasion by the United
States (US). The policy environment at this time was influenced by Lomé lll, which
placed emphasis on the import-substitution industrialization development (ISI)
paradigm. The country was the beneficiary of unilateral preferences in European
markets, and considerable aid fransfers provided by Europe and the US, through
the Caribbean Basin Economic Recovery Act (CBERA) enacted in 1984. As can be
seen (Figure 1), real GDP growth over this period was consistently above long-term
trend. Growth dropped significantly following the coup and invasion, followed by
acceleration as a result of post-invasion reconstruction. From 1987 to1989, the
annual rate of growth declined, but remained above trend growth.
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= 1990to 1999

The maijority of the 1990 to 1999 period was characterized by below frend growth in
real GDP. Over this period real GDP growth averaged about 4.4% per annum. The
major external events that occurred during this period included the ratification of
NAFTA and the creation of the WTO. In response to the creation of the WTO, a
decision was taken that the Lomé agreements would end in 2000 and replaced by
what became known as the Cotonou Agreement. This was done in order to bring
EU support for African, Caribbean and Pacific (ACP) countries into compliance with
the provisions of the WTO.

In response to these changes in the global frade policy environment as well as
changing development paradigms, Grenada began moving from policies
predicated on ISI fo those based on export-led growth. A key part of this, were
policies infended to promote economic diversification, especially in terms of
agriculture. The conventional thinking at this time was that the WTO signalled the
eventual end fto preferences for tfraditional crops such as bananas and sugar.
Additionally it was believed that many Cariblbean countries had at least a potential
competitive advantage in the production and export of non-traditional agricultural
commodities. As a result, attempts were made to foster the development of non-
traditional agricultural product enterprises as a means of increasing export revenues
and providing some measure of import substitution.

It is difficult to definitively explain the below trend performance of GDP growth over
this period. However some causes may be speculated. The beginning of the
decade, the first Persian Gulf War resulted in a rapid escalation of energy prices
which negatively impacted Grenada.

Also, attempts to diversify the agricultural sector ran into head-winds both in terms
of the loss of competitive position as NAFTA eroded preferences initially provided by
the CBERA and limited success achieved in developing commercially viable non-
traditional agricultural enterprises. Further, it can be argued that economic
institutions in Grenada were ill-prepared for a transformation from unilateral frade
preferences and significant foreign aid to a more liberalized trading environment. It
should be noted however that by the end of the decade GDP had returned to
above long-term trend.
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= 2000to 2012

Real GDP growth from 2000 fo 2012 was the most volatile period in Grenada's
history as an independent natfion. Indeed, from 2000 to 2005 real GDP growth
averaged about 5.5% per annum while over the 2006 to 2012 period, GDP fell at an
annual rate of 0.4%. Real GDP growth returned in 2011, but it has been very
anaemic. All of this volatility was as a result of forces beyond the country’s control.
In 2001, the terrorist led attacks on the U.S World Trade Centre (WTC) led to a short-
term disruption in tourism that led to a decline in tourism.

Just as the economy started to rebound the country was devastated by Hurricane
lvan in 2004 and hit by Hurricane Emily in 2005. Following a significant decline in real
GDP as a result of the devastation and loss of tourism revenues, real GDP growth
increased fo above frend reflecting the rebuilding efforts. However, the global oil
price spike in 2007 followed by the global financial crisis that began in 2008 (with
elements that continue today), caused a precipitous decline in GDP to well below
trend. Figure 2 depicts the evolution of the annual growth rate in real GDP from
1983 to 2012.

Figure 2: Annual Growth Rate in Real GDP (%)

15.00

10.00

5.00 |

0.00

-5.00

-10.00 *

Growth Rate Four Year Moving Average Linear {Growth Rate)

There are two fundamental takeaways from the evolution of the annual growth rate
in real GDP from 1983, which are of considerable importance to future economic
policy in Grenada:

» First and most importantly (as seen by the trend line fitted to annual GDP
growth rate), is that the rate of real GDP growth has exhibited a downward
trend. Stated alternatively, while the size of the economic pie has continued
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to grow on average over the past 30 years, the rate at which the pie has
been increasing is slowing down. Consequently, economic goals, such as,
increasing employment and real incomes, and reducing poverty are
becoming more difficult. There is a tendency to look at the past decade as
the major source of Grenada’s current economic difficulties. To be sure,
major external events have created historic volatility in real GDP and
exacerbated Grenada’s recent debt situation. However, the long-term
downward frend in real GDP growth rates suggests that Grenada’s economy
requires both structural and institutional fransformation. In essence it needs
what the current government has labelled a ‘new economy’.

» The second aspect is the increased volatility of GDP growth. As noted, this
volaftility has been the result of external events. The optimist may even argue
that all of these events were one-off and not likely to be repeated, especially
in a period of 8-10 years. It is also true that these events have also greatly
exacerbated Grenada's current debt situation. However, Grenada’s long-
term real GDP slowdown and lack of insfitutional and structural economic
changes have also confributed to Grenada’s deep-seated debt problems.

1.2 Recent Economic Developments

This discussion defines “recent” as the period beginning in 2000 and focuses on
three key aspects of Grenada’s economy: (a) the evolution of the country’s debft to
GDP ratio; (b) sectoral composition of GDP; and 3) performance of the fourism
sector.

1.2.1 Evolution of Debt 2000-2011

Grenada’s public debt comprises both central government debt and public
corporation debt. From 2000 to 2011 the debt to GDP ratio increased from 47.5% to
95.7%, an average increase of 8% per annum (Figures 3 and 4). The central
government debt to GDP ratio increased from 39% to 87.2% from 2000 to 2011, while
that for public corporations debt/GDP increased from 7.5% to 10.2% over the same
period.
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As seen in Figure 4, changes in the debt to GDP ratio have demonstrated significant
year-to-year variatfions since 2000. Between 2000 and 2001, and 2001 and 2002, the
total debt to GDP ratio increased by about 25% and 47% respectively. For central

government,

the respective numbers are about 22% and 35%. For public

corporations the numbers are 42% and about 98%. In other words, a considerable
amount of Grenada’s build-up of debt occurred during the first three years of the

2000s.
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Excluding 2000-2002, the total debt to GDP ratio increased at an average of 1.8%
per annual, central government debt increased at an average of 3.7% per annum
and public corporations decreased at an average of 6.1% per annum. Total debt
increased by 13% of GDP in 2004 (Hurricane Ivan) and 13.5% in 2009 (effect of
global financial crisis). Interestingly, if one eliminates the big jumps in debt in 2000 to
2002, 2004 and 2009, central government debt as a percentage of GDP increased
by an average of 0.1% per annum and public corporation debt/GDP declined by
7.7% per annum.

These data suggest there may be some cause for optimism regarding Grenada'’s
debt situation moving forward. The seriousness of Grenada’s current debft situation
notwithstanding, the data suggest much of the debt build-up was a result of
external circumstances beyond the country’s control rather than disregard for some
modicum of fiscal prudence. Barring future major external economic disruptions,
prudent government policies have the potfential to return the country to a
sustainable fiscal path.

1.2.2 Composition of GDP by Economic Sector, 2000-2012 [augmented]

Analysis of the contribution of various economic sectors has provided insight into
how changes in the economic environment, both internal and external, have
impacted the contribution of various types of economic activities to GDP. Tablel
presents the economic confributions to GDP by sector from 2000 to 2011 (and also
includes estimates for 2012); and Table 2 depicts year-to-year percentage changes
with green cells showing increases of more than 10% and red cells showing
decreases of more than 10%. For the most part these changes reflect the impact of
global economic events and Hurricane lvan on economic activity.

Table 1 summarizes changes in economic composition of the economy as
manifested in Tables 2 and 3. There are a number of noteworthy observations. First,
education increased its confribution to GDP by an average of 7.6% per year, and
exhibited very little volatility. Secondly, Public Administration, Defence &
Compulsory Social Security increased its contribution to GDP by an average of 2.5%
and also exhibited relatively little volatility. Third, other sectors with positive gains
greater than 1% were agriculture, forestry and fishing, and electricity and water.
Finally, sectors most negatively impacted by external events since 2000 were
manufacturing, whose conftribution to GDP declined by an average of 2.7% per
annum, construction, real estate, and agriculture, which experienced periods of
significant fluctuations in economic conftribution to GDP.
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Table 1: Composition of Grenada GDP Sector
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Agriculture, Foresiry, 599 616 723 681 577 343 453 413 434 528 524 518 561

Fishing

Manufacturing 526 518 502 451 387 336 394 417 382 378 401 371  3.40
Electicity & Water 383 425 480 455 410 337 421 444 460 436 450 454 458
Construction 1095 897 882 1007 1076 1929 1378 1264 1125 817 820 725 561
}/rvgg;esme & Retail 916 904 920 772 7.85 858 893 858 849 747 795 817 817
Hotels & Restaurants 701 667 678 698 563 247 482 514 496 499 402 411 437

Transport, Storage and
Communications
Financial
Intermediation

Real Estate, Renting

17.40 16.45 15.06 1535 1597 16.14 1479 1464 1347 1416 13.14 1317 1219

7.08 8.45 7.96 8.76 8.47 7.52 7.33 7.35 7.49 7.56 7.25 712 7.07

. o 13.83 14.21 13.97 13.57 13.82 1387 14.17 13.59 12.72 13.41 13.65 13.67 13.67
and Business Activities
Public Administration,
Defence & Compulsory 6.35 5.65 6.22 6.38 6.92  6.01 6.60 6.74 7.73 7.76 8.30 8.42 8.36
Social Security
Education 8.93 10.76 10.65 10.92 1222  11.65 12.47 14.48 16.88 18.93 1932 2020 22.46
Other* 5.87 5.96 5.93 5.83 6.00  5.58 5.82 5.57 5.72 5.62 5.89 5.77 4.65

* Other includes mining and quarrying, health and social work, other community, social and personal services, and activities of private households as
employers
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Agriculture, Forestry, Fishing

Manufacturing
Electricity & Water
Construction

Wholesale & Retail Trade
Hotels & Restaurants

Transport, Storage and
Communications
Financial Infermediation
Real Estate, Renting and
Business Activities

Public Administration,
Defence & Compulsory
Social Security
Education

Other

Table 2: Year to Year Percentage Change in the Composition of Grenada GDP Sector

2001
294
-1.52
10.99
-18.09
-1.24
-6.26

-5.45
19.43

276

-10.94

20.52
1.58
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2002
17.36
-3.04
12.99
-1.67

1.72

1.68

-8.45
-5.80

-1.71

9.97

-1.07
-0.57

2003
-5.90
-10.19
-5.30
14.10
-16.06
2.95

1.93
92.96

-2.82

2.61

2.54
-1.60

Part 1: the Policy Context

2004 2005 2006
-15.22  -40.46  31.76
-1422 -1323 17.29

-9.77  -17.92  25.15

6.91 79.19  -28.58
1.66 9.34 4.11
-19.33  -56.06  94.56
4.03 1.02 -8.35
-3.23  -11.25 -2.55
1.83 0.32 2.20
8.49 -13.18 9.80
11.92 -4.70 7.08
2.78 -7.01 431
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2007
-8.71
6.07
5.36
-8.33
-3.95
6.85

-1.04
0.28

-4.09

2.10

16.10
-4.15

2008
5.14
-8.48
3.64
-10.98
-1.02
-3.61

-7.97
1.98

-6.40

14.68

16.60
2.57

2009
21.53
-0.99
-5.21
-27.35
-12.07
0.70

5.16
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5.42

0.40

12.15
-1.63

2010
-0.78
5.93
3.19
0.28
6.43
-19.54

-7.22
-4.12
1.77

6.99

2.04
4.72

2011
-1.10
-7.31
0.79
-11.48
277
2.40

0.23
-1.78

0.17

1.38

4.56
-2.03

2012
10.52
-2.61
-1.31
-2.11
-3.33

0.91

-0.59
-0.98

-0.28

-3.82

3.24
-2.94
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Table 3: Average Change, Standard Deviation and Coefficient of variation in Sectoral

Contributions to GDP
Sector Average Standard cv
Deviation

Agriculture, Forestry, Fishing 1.42 18.77 13.199
Manufacturing -2.69 9.09 -3.380
Electricity & Water 1.88 11.31 6.002
Construction -0.67 28.17 -42.038
Wholesale & Retail Trade -0.97 7.26 -7.490
Hotels & Restaurants 0.44 34.32 78213
Transport, Storage and Communications -2.22 5.01 -2.252
Financial Infermediation 0.24 7.86 33.299
Real Estate, Renfing and Business Activities -0.07 3.26 -47.153
Public Administration, Defence & Compulsory Social

Security 2.37 8.45 3.559
Education 7.58 7.81 1.030
Other -0.33 3.58 -10.820

To summarize, since 2000 social programs and government have done fairly well,
while the private sector has been buffeted by what might be termed boom/bust
mini-cycles.

[this section moved up from Part 2 - Sowing the Seeds, under Grenada’s Big Think
Options]

= GDP by Consumption/Expenditure, Trade and Capital Formation

GDP is also defined in terms of the following components:
GDP=C+I1+G+ X-M

Where C is household consumption, | is gross capital formation, G is government
consumption, X is total exports and M total imports. Figure 5§ below depicts the
evolution of these components over the 1983 to 2012 period. According to the
trend, GDP experienced a slowdown from 2009, driven mainly by a decline in
consumption expenditures and gross capital formation, with average GDP growth
from 2000 to 2009 at 5.2%.

The following are some other key indications of the data:

Consumption & Expenditures:

» final consumption expenditure is the most significant element of GDP;
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capital expenditures registered a significant increase immediately following
Hurricane Ivan, which is correlated with a significant deterioration in the trade
balance. This led to an increase in final consumption expenditures which
moved GDP significantly above long-term trend.

Figure 5: Composition of GDP (SEC Milllion)

s Final consumption expenditure Gross capital formation

e Nt Exports m— N ot Exports

—GDP

Trade Balance:

The net trade balance has deteriorated significantly since 1999, caused by a
sharp increase in imports. Total exports have remained relatively constant.
This has had a negative impact on GDP growth

However, ceteris paribus, if the frade balance had remained at the average
of the level from 1983 to 1999 period, nominal GDP growth would have
averaged just over 8% per year.

The low value of exports from Grenada (only US$35 million in 2012), was
dominated by agricultural exports (H.S. Chapters 1-24), and exports from the
light manufacturing sector. According to the WTO database this accounted
for close to 99% of the Country’s exports. The products of two industries,
milling and beverage alcohol, accounts for close to 90% of the Country’s
agricultural exports. Non-agricultural manufacturing exports feature two other
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industry segments of relevance - aluminum fabricated products and paints
and finishes.

Agriculture in Trade:

Agricultural imports accounted for 23.1% of total imports or US$77,385.00 in
2012. Approximately, 18% of agricultural imports are accounted for by poultry
and meats, and another 10% represent items that can be produced by the
food production system in Grenada.

Grenada as the “Spice Island of the Caribbean” has a well-deserved
reputation historically, as an agricultural producer. The lack of diversification
in ifs export patterns and the declining role of Grenada’s export presence
within the CARICOM Single Market Economy (CSME) and in exfra-regional
markefts, suggest the need for urgent redress.

Services in Trade:

The services statistics demonstrate both the concentration of services exports
(travel and transportation-WTO definitions); and, the low levels of services
performed outside the education and tourism and hospitality sectors.

The services data also reveals the nascent level of commercial service
exports from Grenada, such as communications services, including computer
and information and telecommunications, construction services, insurance
services, financial services, other business services, comprising frade-related
services, professional and fechnical services such as legal, accounting,
management consulting, public relations services, advertising, market
research and public opinion polling, research and development services,
architectural, engineering, and other technical services, agricultural, mining
and on-site processing; and personal, cultural and recreational services
including audio-visual services.

The figures (Figure 6 (a) and (b) below capture the evolution of Grenadian exports
and imports based on data published by the WTO. Note the data are denominated
in US dollars and are self-explanatory.
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r R
Figure &(a): Grenada Imports {SUS Millions)

Total Imports

Total Service lmports

Total Merchandise Imports

r 3
Figure é(b):Grenada Exports ($US Millions)

Total Exports

A 4

e Total Merchandise Exports Total Service Exports

1.2.3 Performance of the Tourism Sector [Title change]

White sand beaches, rocky points, mountain vistas and rainforests make Grenada
one of the true jewels of the Caribbean. However, the country remains somewhat
unknown and its tourism potential remains largely unfilled. Figure 7 contains data
on tourist arrivals by type. Over the 2000-2011 period, despite the fravel disruption
from the 9/11 fterrorist attacks in the US, the occurrence of two hurricanes, one of
which was devastating (lvan), and the global financial crisis which began in 2008,
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total annual visitor arrivals increased from an average of 285,500 over the 2000-2002
period to an average of about 453,000 over the 2009-2011 period.

However, over these same two sub-periods, stay-over visitors declined from an
average of about 123,000 per year to just under 109,000. Perhaps the most
troubling aspect of these data is the steep decline in per visitor expenditures from a
2000-2002 average of EC$1,622 to an average of about EC$595 over the 2009-2011
period.

Figure 7: Number of Visitors to Grenada by Type of Visit

500,000
450,000 —— ——
400,000 —
350,000 Z——_—\V/
300,000 = 2 e
250,000 . /\\///
200,000 /

150,000 \\_____..-
e

50,000

2000 2007 2002 2003 2004 2005 2005 2007 200g 2009 2019 207;
Total Visitors = Stay-Over Visitors Excursionists

—— Cruise Ship Passengers Y acht Passengers

As seen in Figure 8 tourism revenues and expenditures per visitor are highly
correlated (rho = 0.96). Combined with the fact that total visitor arrivals have
increased on average, and stay-over visitors have declined only slightly, these data
suggest that the decline in per visitor expenditures is tied to the change in the mix of
arrivals away from stay over visitors towards increased cruise visitors. The latter are
likely to have much lower tourism expenditures than stay-over visitors.
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Figure 8: Total Visitor Expenditure and Expenditure per Visitor
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These data are only anecdotal, but they provide a strong indicatfion that the
tourism sector in Grenada is currently underdeveloped and has significant growth
potential. The key questions that must be answered are: what are the present
binding constraints inhibiting growth in the tourism sector and what policies or
actions are required to alleviate them.

The following factors have emerged from industry studies and interviews with the
stakeholders (presented in no particular order of importance):

» |nsufficient room stock in the high end market segment;

= Significant under-marketing of the country and its tourism products in major
markets;

» Lack of convenient travel access for stay-over visitors;!
» Barriers to foreign investment in tourism and related businesses;

= Concentration of hotel establishnments in Southern part of the country around
the “"Grand Anse” area; and

» Under-developed linkages between hotel/beach tourism and other potential
tourist venues or destinations in the country.

1 Convenient access as used here refers to daily flights and the ability to reach the country is less than 8
hours from the final point of debarkation from the Americas or Europe.
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2. ECONOMIC PERFORMANCE AND POVERTY IN GRENADA

In April 2006, the Country Poverty Reduction Strategy/Action Plan (CPRS-AP)
informed by a detailed Poverty Assessment Report was approved for three years

(2006-2009). Since then successive budgets have emphasizes the following themes:

a) Growth

b) Poverty reduction,
)

Institutional reform,

0O

d) Participation of the poor in the growth process,

e) Transformation,

(
(
(
(
(
(

f)  Rural development and Poverty,

(g) Institutional reform. [this brief infro moved from Part 3 Macro-economic
approaches — 2006 Country PRS]

2.1 Measuring the Impoverished

The current economic situation in Grenada is very difficult; hence any discussion of
poverty alleviation must be tied to a long-run economic strategy to address first the
short-term debt issues and then the structural challenges to increasing the rate of
real economic growth considerably above its long-term frend. One can talk about
all manner of programs to provide opportunity and assistance to the impoverished,
but absent money and opportunity for employment, there is not much that can
really be accomplished until the economy recovers and begins growing.

The structural adjustments required to increase the rate of growth will require
difficult and possibly unpopular actions ‘A rising tide lifts all boats’; until Grenada
gets its economic house in order there is not a great deal that can be done in terms
of real sustained poverty reduction. This does not mean that some measure of social
safety netfs is not warranted, but that safety nets should not be confused with
poverty reduction strategies.

[previously ‘the Scourge of Poverty’]

“Poverty”, or the “impoverished” tends to be discussed in highly general terms and
often in the absence of any real substance. In Grenada, the most recent snapshot
of poverty comes from the 2008 Country Poverty Assessment (CPA). As the
economy has deteriorated since 2008, these data probably underestimate the
current incidence of poverty. Nonetheless, these are the only data that can be
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used to picture the extent of poverty on Grenada. Who are the Impoverished?
According to the 2008 CPA, the statistics suggest that:

» 37% of the population are living below the poverty line, with an estimated
2.4% being considered as indigent;2

= the number of undernourished has risen to 23% from 10% in 1991.[added]

= another 14.7% of the population is considered vulnerable or likely to fall info
poverty as a result of external shocks;3

= 53% of the poor are children and 66.4% of the impoverished are 24 years old,
or younger;

»  56% of the poor live in St. Andrew and St. George; and

= almost two-thirds of the population living below the poverty line is employed,
and more than half are working in either agriculture/fisheries or construction.

2.2 The Millennium Development Goals Framework [sub-header added]

A key measuring stick for assessing progress in reducing poverty and improving
social welfare are the UN Millennium Development Goals (MDG). Grenada is a
signatory to the UNDP’s ‘eight goals for 2015" or the UNDP’'s MDGs. Grenada, like
other nations, has committed to the undertaking, in collaboration with the UNDP, to
accelerate its efforts to eradicate poverty and inequality. [inserted from MGDs in
Part 3.2]

The 2008 CPA concluded that Grenada had achieved the MDG targets of (q)
Universal primary education; and (b) Virtually no maternal mortality. The report also
stated that Grenada had made notable progress or is making progress toward:

» Reducing indigence and the depth of poverty;

* Immunizing children;

» Reducing under-five mortality rate;

» Reducing infant mortality rate;

» Providing universal access to anti-retroviral drugs for those with HIVAIDS; and

» Increasing access to land and cellular telephone lines per 100 people.

2 |ndigent is defined as unable to afford food that meets the daily minimum caloric intake from health and
sustenance

3 Given that the 2008 global financial crisis represent one such external event, it is quite possible that the
actual incidence poverty in Grenada at present exceeds over 50% of the population.
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It is difficult to say what these data suggest about poverty or the impoverished in
Grenada. Indeed, the data seem to be somewhat difficult to interpret. Many of
the impoverished (two-thirds) are young (24 years of age or less). This would suggest
that innovative education and fraining programs aimed at this demographic may
be effective in developing employable skills. It also appears that a significant
number of those living below the poverty line (also two-thirds) are essentially what
might be termed working poor. This would suggest that policies aimed at increasing
productivity in sectors such as agriculture/fisheries and construction could result in
increased incomes and poverty alleviation.

One area where the data are clearer is in the area of access to health care. Most
of the MDG goals that have been attained or are close to being so involve health
and access to care. While there is always room to improve health care delivery, it
appears that the impoverished have what would be considered at least adequate
access to health care.

2.3 Risk and Vulnerability Assessment to Date [originally end of Part 4
except Implementation & Constraints lessons learned]

= Household Risks

Grenada has made significant investments in social development; however,
Grenadians face a number of risks and in most cases, the poor are most vulnerable.
Grenada faces significant challenges in ensuring an adequate safety net in the
face of economic and environmental pressures and the changing social
landscape.

Households in Grenada face a variety of risks, including macro level (covariate)
and micro-level (idiosyncratic) risks. Despite its middle-income status, economic
achievements are fragile and Grenada is vulnerable to external shocks, such as
hurricanes, commodity price fluctuations, and global economic turndowns. Price
increases in food and fuel and the global economic crisis have confributed to a
slowdown in growth, job losses, and declining remittances.

Social vulnerability is also a concern. Good social indicators (including low levels of
maternal and infant mortality, universal primary education, low fertility and
increasing life expectancy), exist alongside high and increasing levels of poverty —
32.1% in 1999 and 35.3% in 2008.
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As in most countries around the world, children bear the brunt of poverty. One out
of every two children is poor and 53% of the poor are children. Almost half the
households in Grenada (47%) are female-headed. Of these, more than 20% in the
rural areas are poor as compared to 13% of male-headed households. For the
urban households 44% of female heads live in the bottom 3 quintiles as opposed to
18.6% for the males. Over half the female heads (56%) are unemployed compared
with the male heads where only a quarter has no work.

2.4 Social Protection Programs - Safety Nets

In assessing safety net programs, it is necessary to determine how well these
programs help households to manage their vulnerability to covariate and
idiosyncratic risks, including vulnerability, due to:

i.  Chronic poverty and the inter-generational fransmission of poverty, transient
poverty, and vulnerability to poverty

i. Risks that threaten human capital development of children and adolescents,
who are particularly vulnerable because they are unable to care for
themselves

ii.  Limited human capital and unemployment and risky lifestyles among youth

iv. Limited or no income due to unemployment, disease, or disability among
working age women and men

v. Loss of income due to retrement and disease/disability among the elderly

vi.  Needs of special groups, including single headed households, the elderly
taking care of children, persons with disabilities, migrants, and persons
affected by HIV/AIDS and/or non-communicable diseases

vii. A striking feature of the social assistance landscape is the number of
Programs and multiple ministries involved in the provision of social assistance.
Programs include, inter alia:

- Public Assistance Program, which is targeted to the elderly, the disabled
poor and (effective in 2009) the indigent poor and reaches about one-
quarter of the 60+ age cohort.

- Student support schemes which reach about 10% of school age children
from poor households.

- School Feeding Program, which provides a cooked meal to
approximately 9,500 students with free meals supposedly provided to
students who are poor.
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- Active labour market Program aimed at promoting employability and
employment, including a public works Program, second chance
education Program, ftraining Program, job search assistance, and
microenterprise development services.

- Basic Needs Trust Fund, a community based social assistance Program.

- House Repair Program targets indigent households by providing small
loans and grants to repair damaged/dilapidated housing.

In addition to the social protection programs discussed above, Government grants
periodic concessions (for example, duty free importation of foodstuffs, duty free
tires, concessions on new buses, equipment for engines and fishing supplies) and
imposes prices controls on basic foodstuff in an effort to further protect the
population.

» Expenditures on the Safety Net

Analysing social assistance spending is difficult as expenditures cross ministries and
Program, and in most cases, Program level expenditure data is not available. In
2008, expenditures on social assistance equalled EC$55.7 million (US$ 20.6 million).
This represents approximately 3.2% of GDP and 9.2% of central government
expenditures. Between 2004 and 2008, expenditures increased in both nominal and
real terms. Public assistance school feeding, housing and skills fraining absorb the
largest share of social protection expenditures.

Donor financing from the capital budget funds two-thirds of social assistance
expenditures. This raises concerns about the sustainability of social protection
initiatives. In non-election years, spending on social assistance in Grenada is
comparable to other countries in the region; however, expenditures increased
considerably in 2008 because of politically motivated increases in the number of
beneficiaries and expenditures.

* Matching Programs to Vulnerabilities

Grenada has a plethora of safety net programs, which if reconfigured, could
address critical risks faced by the population. Although the elements of an
appropriate safety net are present, there is a need to strengthen and rationalise
existing programs to ensure that they better address priority risks. For some key
programs, particularly student support schemes, coverage of target groups remain
low and efforts to expand Program coverage will be necessary. Given limited fiscal
space however, meeting this and other challenges will require a reallocation of the
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budget toward areas with relatively high returns and away from areas with relatively
low returns.

The safety net is not flexible enough to respond efficiently in emergency situations
(either financial crises or natural disasters). The Government implements a number
of small emergency specific assistance schemes, including burial assistance,
disaster fund and emergency assistance that respond to idiosyncratic shocks, but
these programs (which served a total of only about 120 households in 2008) are not
well positioned to respond to covariate shocks. Critical requirements for an
effective emergency response are that programs be fimely, targeted and
temporary.
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3. ANTECEDENT GPR APPROACHES AS BUILDING BLOCKS

3.1 Reviewing Macro Approaches-Strategies to GPR

Over the past two decades there have been various antecedent initiatives pursued
by the Government of Grenada (GoG), which holds implications for the
development of the extant growth and poverty alleviation/reduction strategy.

= 1992-1995 SAP

In 1992, the GoG embarked on a three (3) three year structural adjustment plan
SAP), the goals of which were tfo:

a)  stimulate read GDP growth of 4% in the medium term

b)  Improve financial management to achieve current account surpluses

(
(
(
(c) Return the country to credit worthiness

The debate on the success of the 1992-1995 SAP continues to be inconclusive.
Objective commentators would advance that while the Program achieved fiscal
stabilization, it did not achieve fiscal adjustment. The Program also exacerbated
the plight of the poor and did not improve the well-being of the Grenadian people.

The initiatives pursued under the 1992-1995 SAP resulted in devastating cuts in social
sector spending and development, the provision of education, training and human
resource development. Private sector activity was also not enhanced under the
SAP, nor was there a drastic reduction in the size of the public sector. The
privatization and commercialization component did however, achieve some
degree of success.

= 2000-2002 MTESP

In 2000 the Medium Term Economic Strategy Paper (MTESP) 2000-2002 was
approved. It was aimed at “Repositioning the Grenadian Economy as a More
Diversified, Competitive and knowledge Based Economy, thereby ensuring that the
quality of life of all its citizens is permanently enhanced”.

The Poverty Eradication Strategy was completed with wide ranging consultations.

However, subsequent to its conclusion, Grenada was hit by Ivan in 2004 and Emily in
2005.
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[removed 2006 Country PRA from here and placed in Part 2]
= 2003-2005 MTSP

The Medium Term Strategic Plan (MTSP) (2003-2005) had as its theme “developing a
more diversified and service oriented economy, strengthening the operations of
cenfral government, and poverty reduction and alleviation”. The Government at
that time undertook the following priorities:

e Sustained robust economic growth

e Disaster rehabilitation and Disaster management
e Reduced unemployment

e Improved access to health care

e HRD

e Modernization of the state machinery

e Improved environmental management

e Housing development

e Agricultural rehabilitation

The initial poverty reduction and growth framework arrangement approved in April
2006 was extended. The successor Extended Credit Facility (ECF) arrangement was
approved in April 2010. While the program was on track to meet (or nearly meet),
the targets, it was put on hold in mid-2011, when the GoG took the decision to
pursue a debt restructuring.

Subsequently, the GoG undertook expansionary fiscal policy in the face of weak
growth and amid a difficult political situation in the run up to elections. That ECF
program expired in April 2013.

The IMF Country Report 14/19 in the Executive Summary concluded that:
» performance under the Fund-supported programs was weak;
» most program objectives were not met.

» there were difficulties of program implementation in the midst of major
shocks;

» thereis a need to reflect the macroeconomic and institutional challenges of
small countries in future program design.
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» growth projections were too optimistic, with insufficient account taken of
Grenada'’s significant capacity and institutional constraints.

» alarge number of structural reform measures, which were largely unmet;

=  program ownership was an issue, manifest by difficulties in meeting both the
fiscal and structural reform objectives of the programs.

The extant GRPS will cover the five (5) year period 2014 -2019.

3.2 Reviewing Social and Economic Empowerment Strategies [sub-
header change]

It is important to establish that the ‘Empowerment Strategies’ are national in
character and the expectation would be that Grenadian nationals would develop
skills and competencies, hopefully, in an improving socio-economic environment.
[was originally 24 para in this section]

In general, Grenada's poverty reduction strategies have been based on three
broad programmatic initiatives and interventions, namely:

» National parficipation in the UNDP-Millennium Development Goals (MDGs)
» Social and Economic Empowerment Strategies for the Grenadian people

» Specific ‘Pro-Poor’ programs and projects for poverty alleviation.

3.2.1 MDG Poverty Reduction/Alleviation

[first part of para moved to part 2] Despite its meagre resource endowment and the
economic challenges that have constrained its development, Grenada has
performed remarkably well in its responses to the millennium development goals.
While the number of Grenadians who consider themselves to be in vulnerable
employment fell from 20% (1991) to 18.4% (1998); this statistic is still uncomfortably
high with a gender gap of 1%.

Eradicating extreme poverty and hunger: Grenada's responses to this goal have
yielded impressive results. The level of indigence fell from 10.1% (1991) to 2.4%
(1998). The depth of poverty, measured by the poverty gap ratio, fell from 15.3% to
10.1% for the period under review. However, there are challenges sfil to be
overcome.
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Achieving universal primary education: Grenada continues to register impressive
strides in this goal. In fact, Grenada has achieved universal primary education and
is rapidly proceeding to the next level of universal secondary education. Net
enrolment for boys and girls at the primary school level has been 99% since 2000.
About 82.6% of all boys and girls who start grade 1 complete their primary
education. Evidently, literacy rates are quite high among both males and females.

Achieving gender equality and empowerment of women: Government and non-
governmental agencies have been actively involved in the promotion of this goal.
Parity among males and females in education has therefore been achieved. In
fact, at present, female enrolment at all levels (primary, secondary, and tertiary)
exceeds that of males. This, notwithstanding, the proportion of women engaged in
non-agricultural employment is only about 40%.

Reducing child mortality: Grenada has also made remarkable progress in this area.
Among the population of one-year olds, 99% are immunized against measles. The
mortality rate among five year-olds has fallen from 40% to 15% and among infanfs, it
fell from 33% to 13% during the period.

Improving maternal health: Similarly, Grenada has demonstrated significant
progress. Maternal mortality is between 0 - 0.1%. Annually, skiled health personnel
attend to more than 98.8% of births. Full universal antenatal care was achieved in
2007. The stigma that was once attached to persons living with HIV/AIDS is slowly
dissipating in Grenadian society and is attributable to the increasing levels of
education and awareness. Universal access to antirefroviral (ARVs) by children and
adults is 100% and 90% respectively.

However, more has to be done regarding education on the modes of fransmission
of AIDS and the use of condoms in the context of serial monogamy and multiple
partnering. Grenada continues to be challenged by the upsurge of non-
communicable diseases (NCDs). The Ministry of Health reported that lifestyle
diseases such as diabetes and hypertension affect about 16.2% of the population.
There is also increasing concern about tropical disease epidemics. For example,
Grenada experienced two dengue epidemics in the first decade of the twenty-first
century. In 2000, there were 323 reported cases and there were 115 cases in the first
nine months of 2010.

Environmental sustainability agenda: Overall, this agenda is on-tfrack. There was little

change in forest cover from 1990 to 2000. The proportion of protected terrestrial and
marine areas has been increasing since 2000 through the declaration and
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management of new marine parks such as the Moliniere Marine Park and the soon-
to-be-commissioned Clarkes Court Marine Park. However, eighteen (18) of the one
hundred and fifty bird (150) species and one of its snake species are seriously
endangered.

Promotion of global partnerships for development: This goal is also receiving much
attention and the progress is manifested in a number of areas. Telephone lines per
100 population have increased from 15.89 to 27.60 for 1990 to 2008; Cellular
subscribers per 100 population increased from 0.16 to 57.97 from 1990 to 2008. The
number of mobile telephone subscribers increased from 150 to 60,022 in the period,
1990-2008. The number of Internet users in Grenada increased from 0 in 1990 to
24,000 in 2008, while the number of personal computers stood at 16,000 in 2004.

However, of some concern is that Overseas Development Assistance (ODA)
received was irregular. For example, from EC $ 13.80M in 1990 there was a slight
increase in 1991. It fell to EC $ 7.87M in 1993 and again rose to EC $ 18.15M in 1994,
In 2005, ODA was at its highest, at EC$ 52.2M, which was a reflection of
development assistance in response to the effects of Hurricane Ivan. In 2008, ODA
was at the second highest level, EC $33.04M. Debft service as a percentage of
export of goods and services has steadily increased, albeit with low percentage
increases during the period 1990 to 2008.

The adoption of contextualised/localised targets helps to focus planning efforts to
reduce social, economic, and environmental vulnerability whilst bolstering areas of
resilience. The global targets have some utility, however, the Caribbean-specific
targets and more country specific target setting, as relevant, would allow Grenada
to build on its achievements and focus on the key issues that affect development
progress including crime and violence, aftainment of certification in technical
vocation and the quality of education including functional literacy.

As such, tailored MDGs need to be integrated into the national development
process to allow for institutionalisation and effective monitoring and evaluation of
progress for evidence-based policy development. This wil also require a
strengthened statistical framework for data production, analysis and use. Other
requirements are greater sensitisation on the MDGs and advocacy for integration in
development planning as well as strengthened public/private partnerships and
enhanced space for public dialogue.

Attainment of global and localised targets of MDGs 1-7 are closely interlinked with
MDG 8 - development of a global partnership. Efforts to maintain progress and
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meet the goals where the country is falling short as well as develop and work
towards localised targets and an MDG- 9 plus agenda, are set against the
backdrop in that, Grenada, like many other Caribbean countries, is heavily
indebted. Added to that, there is currently no real space in the formal job market
for significant hiring and little fiscal space for increases in spending on social services
and public investment.

This means that the country must seek and secure new export markets, develop
initiatives to support policy formulation, institutional strengthening and increase
investments. In addition, the promotfion of domestic entrepreneurship and
establishment of mechanisms for development of such business is critical.
Implementation of such initiatives by governments of developing countries requires
large injections of donor financing to support increased investment in health,
education, agriculture and key infrastructure, amongst others.

There is need for financial resources to be made available and accessible at a low
cost, no cost, or as grants. The proposal made in 1969 and cited in the 2003 Human
Development Report (HDR) that rich countries should give 0.7% of their Gross
National Product (GNP) for global development in the Report on International
Development was also widely accepted by the UN General Assembly in 1970. This
position has more recently been included in the international strategy to achieve
the MDGs (UNDP 2003). This underscores the point that whilst developing countries,
like Grenada, have to be committed to the MDGs there is need for concomitant
support from the developed countries.

3.2.2 National Social and Economic Empowerment Strategies [originally Part
4]

= Education and Human Resource Development (EHRD) [sub-header change]

Philosophy and Goal

Successive GoG have recognised education as multi-faceted and multi-
dimensional in its social and developmental contexts and, consequently, it is not
surprising that ‘Human Resource Development’ has become a central pillar of the
country’s development demarche. The current education strategy and ifs
implementation is built around the Government’'s comprehensive Strategic Plan for
Educational Enhancement and Development (SPEED), due to terminate as Phase |l
in 2015.

Philosophically, the premise of the education policy is that “...every [Grenadian] has
the right to access to education for lifelong learning.” This goal takes on board
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considerations for the individual Grenadian as well as the society, to the extent that
education of the Grenadian is ‘set within personal, national, regional and
international contexts’ in the hope of guaranteeing the production of a socially
cultured and creatively productive human being.

Government has expressed its awareness of the need for greater emphasis on skills
and vocational training as a maijor pillar of its human resource development. It has
also recognised the urgency to repair the mismatch between skills that are currently
being taught to the nation’s youth and the actual needs of the job market. From
this perspective, Government has undertaken to effect “... a revision of the national
fraining policy and priorities, areas of scholarships and the preferences of the
National Training Agency. More resources will be invested in youth to make them
more competitive in the technological age.” (Throne Speech, 2013)

Furthermore, Government, having recognised the powerful role that Information
and Communication Technology must play in the New Economy, has decided to
infuse its education and training policies with *“... a comprehensive and integrated
IT Strategy [that] will be pursued to advance Grenada’s development. Government
will pursue a public-private partnership to deliver broadband connectivity and
tablets fo the students in the Nation's secondary school.” (Throne Speech, 2013)

EHRD Plan: Objectives and Rationale
The six broad objectives and their underlying ratfionales outlined in the SPEED 2006 —
2015" continue to inform the education agenda. These include to:

- Provide universal access to and participation in education for [the entire
Grenadian] population. The rationale is to provide a foundation for
increased educational atftainment through maintaining the universal
access which exists at the primary level, increasing access at the pre-
primary level, achieving universal secondary education and increasing
out-of-school opportunities and coverage at the tertiary level.

- Improve radically the quality of education and the achievement of pupils.
The rationale is to make the various resources available to the system
more effective (including teaching practices and learning conditions)
and target educational outputs for improvement.

- Provide learners with relevant knowledge, attitudes and skills for work,
citizenship and life. The rationale is to cause all students leaving the
school system at the end of at least twelve years of schooling to be
functionally and computer literate with the ability to apply information
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and communication technology to the activities of daily life, whether at a
personal level, in the workplace and in society at large.

- Establish and strengthen relationships with partners in education. The
rafionale is to address societal and international imperatives and
enhance cooperation between those engaged in the delivery of
education and the wider stakeholder society.

- Improve the effectiveness of management and administration of
education at Ministry and learning institutions levels. It is for the Ministry
and [all educational and training institutions] to make the most efficient
use of scarce resources within clearly defined roles that will develop a
new culture of service, support and mutual frust.

- Ensure consistent Government financing of education, diversify the
funding sources and make certain that resources are used efficiently.

The underlying rationale is to develop a new inclusive framework for financing
education, one that embraces medium term financial development planning within
a set of agreed [least] cost minimum national standards.

Government has restated ifs philosophical and material support for the role of
education and human resource development in the New Economy. The
Government has stated, unambiguously, in its 2014 Budget that planned
expenditure of EC$101.2 million must respond to the ‘elements of the ‘New
Economy’, which calls for, the following:

- Technical and vocational education and training
- Innovation and knowledge
- Lifelong learning and high wage employment

The Government has mandated the National Training Agency (NTA) as the lead
institution for the delivery of the requisite skills and atfitudes that will achieve the
above stated objectfives. In the classroom, Government will facilitate a
technological change from the use of books to that of tablets. This will be
implemented in the secondary school system at levels Form 3-5; naturally,
accompanied with the necessary internet connectivity. Some of the other salient
policy and material innovations are:

- Continued teacher training in ICT and other technical disciplines

- Establishment of an Education Management Information System for more
efficient management of schools and greater support to teachers
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- Upgrading of the Mirabeau Farm School (part of the policy of improving
facilities for the effective delivery of technical and vocational education)

- Provision of increased numbers of scholarships to students in disciplines
that are consistent with the fransformational sectors

- Financing Programs (fransportation support, school feeding, uniform
support) to improve the accessibility to education by the disadvantaged

» Health and Social Security

The GoG has affiimed its strong commitment to the improvement of health care
both in terms of the delivery of health services and improvements in the health
physical infrastructure. In the 2013 Throne Speech, Government pronounced, “My
Government affirms its strong commitment to providing better health care for all
Grenadians. In this regard, a major thrust will be the strengthening of primary health
care. Our people can expect to benefit from more doctors and nurses in the
community, extended hours of service, and more diverse services at our health
cenfres.” (Throne Speech, pg. 10)

Government has announced its intentfion to, “commence [work] on the upgrading
of the General Hospital to address some pressing problems. This work will include:
more space for Accidents and Emergencies, the Eye Ward and the Maternity
Ward.” (Throne Speech, pg. ?)

Government recognizes that it has to provide accommodation to social care
initiatives within its health agenda. Consistent with this philosophy, Government has
declared its policy position: “The establishment of a National Health Insurance Plan
has been identified as a major priority by all the Social Partners. My Government
eagerly awaits the recommendations of the Working Group. In the interim, the
Ministry of Health is putting measures in place for the successful implementation of a
National Health Insurance Plan. The ultimate aim is to guarantee all citizens a
certain level of health care service and to ensure that those who cannot afford to
pay will sfill receive the health care that they need” (Throne Speech, 2013, pg. 10).

Infrastructure and services delivery challenges in the health sector are massive. Two
factors are influencing the evolution of a rational approach to the challenge:

- The conscious undertaking of infrastructural interventions by Government
in the areas in which priority health services delivery is dependent.
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- Aggressive Utilization and dissemination of health education at the
community level to reduce pressure on the limited capabilities of the
existing and slowly improving health system.

The strategy, enunciated in the 2014 Budget would result in:
- Improved supply of basic medicines
- Anorganised focused community health education Program

- Commissioning of the Phase Il of the General Hospital to include Accident
and Emergency, Physiotherapy, Laboratory services, Medical Records, the
Electronic Health Centre, Biomedical services et al

- Commissioning of new x-ray units in the General Hospital and Princess
Alice Hospital

- Installation of oxygen unit at the General Hospital
- Modermization of the ambulance system
- Improved water storage systems in the hospitals

*» Housing and Social Care

Housing has become one of the most politically and socially charged development
demands of the Grenadian population since the passage of Hurricanes Ivan (2004)
and Emily (2005). In the aftermath of Hurricanes Ivan and Emily, Government
negotiated successfully with the People’s Republic of China a housing grant of 2000
units. Since then, the Chinese Government has built 150 units at Soubise in St.
Andrew and another number of units at Tempe in St. George's. The GoG is pursuing
the possibility of having the Chinese Government expand the housing project.
Another stock of houses, as a grant, was negofiated with the Venezuelan
Government. The GoG has built 100 of the 500 housing units at La Colombe in St.
David under that project. Parallel to these projects, Government continues a series
of house repair programs. Although this has lost some impetus due to the
deteriorated financial and economic state of the nation, these projects include:

- The Emergency Housing Response Program: |t was designed to provide
assistance to the very dire cases of housing support needs. There is no
evidence of expenditure under this Program in 2011.

- The Housing Repair Program: Government pursued the implementation of
this Program vigorously immediately following Hurricane Ivan. In 2005,
Government loaned out EC$22.14 million to 5500 households for acquiring
building supplies for the rebuilding and renovation activities (Culturing
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Marketing and Communication Ltd, 2011). In 2011, Government spent
only $732,065 of an approved budget of EC$2.4 million. (Estimates of
Revenue and Expenditure, 2012) Housing repair demands remain
significantly unsatisfied. From 2014, the Program will be expanded.

- Materials Assistance Program: is a highly politically driven Program under
which individuals receive building material, especially close to elections
and often times do not pay for it.

- The Housing Loan Program: was infroduced by the NDC Administration of
2008-2013; there is no evidence of expenditure for the year, 2011. The
Program offered loans of a maximum of EC$20,000 to successful
applicants under the Program. However, a soft loan will be activated
from 2014 to assist those wishing to renovate and expand existing homes.

- The completion and distribution of the Chinese housing units in Frequente,
Mt. Gay and Soubise in 2014

The Grenada Housing Authority contributes through its soft loan system to improving
the housing situation. The conditions of its housing loan scheme are:

- Successful applicants receive a maximum loan of $40,000 Eastern
Caribbean;

- The loan must be repaid within a period of not more than ften years; and,
- Aninferest rate of 3% per annum is charged on the loan.

Notwithstanding the investments in housing programs in the aftermath of Hurricanes
lvan and Emily, the provision of adequate housing for the vast majority continues to
be a daunting challenge. The economic and financial crises of 2008 and onwards
have conspired to worsen the housing situation in Grenada. Government’s policy
and programmatic pronouncements are both recognition of the gravity of the
housing problem and its commitment to finding solutions to it. In 2013, the
Government declared in the Throne Speech of 2013:

“My Government is very cognizant of the considerable housing needs of our
citizens. In this regard, expanded programs for house repair and affordable housing
are high priorities. In addition, a major focus will be preparation for Phase Il of the
Housing Program with the People’s Republic of China. My Government will invest
more in the House Repair Program and establish a soft loan scheme for helping
citizens to repair and possibly expand their homes. Public-private partnerships for
low and middle-income housing will also be pursued. Citizens will be expected to
pay for these houses.”

33



_Mg’ Grenada's Growth and Poverty Reduction

strategy (GPRS), 2014 - 2018 Part 1: the Policy Context

More specific to the national social care agenda, Government will continue by
enhancing existing programs while infroducing and funding new ones. Some of the
initiatives are:

- Continued and increased support for the SPEED Program.

- Government will infroduce the use of proxy testing to ensure that the
needy and vulnerable benefit from the safety net programs.

- Government will complete and effect professional management of the
Bacolet Juvenile Rehabilitation Centre to guarantee the best social
environment for the rehabilitation of young male transgressors of socially
and lawfully accepted norms of behaviour.

- In partnership with GRENLEC, Government will begin to provide housing
for socially displaced persons.

= Youth and Sports Development

Because of the preponderance of youth in the Grenadian demography, recent
governments have equated investments in youth and sport with investments in the
future of the nation. Consequently, although specific and special attention is given
to youth in the sectors (such as education, agriculture, fisheries, tourism and small
business development), the Youth and Sport portfolio is still used to direct additional
and well-infended investments on Youth. In relation to ‘Youth Development’ among
other programs, Government is committed to:

- The confinuation and refining of the IMANI Program

- The commissioning of a Youth Enterprise Initiative that will benefit 100
youths annually

- Annual funding to Churches to assist with the civic and personality
development of youth

Although ‘Sports Development’ is often viewed in the context of youth; it has a
larger role, and that is as a vehicle for the promotion of good health and human
recreation. This dimension requires all Grenadians to become active participants in
recreational activities, irrespective of age and physical characteristics. The other
facet has to do with ‘Sport Development’ and the culturing of athletic talent as a
foundation for professional growth and occupational undertakings. The efficacy of
Government investment in ‘Youth and Sport Development’ is measured by the
extent to which developments are able to safisfy those two broad purposes. Some
of the Government development initiatives are:
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- The aggressive pursuit of a policy addressing the consfruction of sporting
facilities, which cater for a diverse range of sporting disciplines (athlefics,
football, cricket, tennis, basketball, swimming et al).

- The observance of a placement policy of sporting and recreational
facilities that is sensitively located and balanced (Gouyave, Hillsborough,
Grand Anse, La Sagesse, Victoria, Grenville).

» Use of Information Communication Technology (ICT)

In 2013, the Government outlined its philosophical underpinning for the role of ICT in
the transformation of the Grenadian economy. The Prime Minister and Minister for
Finance, Dr the Right Honourable Keith Mitchell declared in the Government’s 2013
Budget presentation, “... ICT has become widely diffused and inexpensive. The
world of commerce is much smaller [and] the ability to conduct business across
fime and space has increased greatly. In addition, ICT has drastically reduced the
cost of transferring capital and information from high-cost locations in developed
countries to low-cost developing countries. Considered together, this means that
economic activity in a high cost location such as Grenada is incompatible with
routine tasks and “business as usual” strategies. There is a vast body of research that
suggests that a key benefit of technology and ICT is that it supports changes in
industrial structures [in favour of] smaller firm sizes and that these small firms are
accounting for a greater and greater share of growth. Also of significance is the
fact that countries which have promoted entrepreneurship have benefitted from
an additional employment and growth premium.”

There are, at least, three important policy prescriptions suggested in the budget
declaration on Information and Communication Technology.

- Firstly, the GoG has accepted ICT as a mainstream tool of national
development in its economic and social development agenda. In fact, in
2002, the Government declared, “Information and Communication
Technologies (ICT) offer a novel and effective tool to help advance
sustainable human development in Grenada. ICT is a new significant
factor that can propel performance and growth of the Grenada
economy.” (GoG, 2002)

- Secondly, Government views ICT as a dynamic industry in and of itself.

- Thirdly, it views ICT as a solid support for the development of other
productive and service economic sectors.
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Based on other pronouncements, a fourth policy prescription is easily identifiable;
that is, the utilization of ICT to make Government more efficient and cost effective
to operate. These policy prescriptions are consistent with Government’s ICT strategy.

Government will create an enabling environment to attract local and foreign
investors through appropriate policies, legislation and improved public sector
efficiency. This ICT strategy seeks to pursue a sustainable process of action and
review which is based on the synergistic development of:-

- Education and fraining to develop human resources in the necessary ICT
and business skills;

- ICT to expand the horizons and capacities of existing businesses and
recruit new businesses to Grenada;

- Deepening the use of ICT in governance to increase its efficiency and
fransparency; and,

- The implementation of a focused promotional strategy, directed at the
business and government sectors and civil society. (ICT Strategy and
Action Plan, 2002)

The Government has further enunciated in its 2014 Budget that it contfinues to view,
with greater importance the role of ICT as an ‘enabler of innovation in the New
Economy. It has given notice that in 2014 and beyond, it will undertake a series of
initiatives under the Caribbean Regional Communications Infrastructure Program
(CARCIP) a series of policy inspired actions such as:

Roll-out of the Public Private Partnership roadmap for ICT in Grenada
- Implementation of Broadband and GovNet Services

- Establishment of a business incubator

- Finalization of skills fraining Program with the National Training Agency
- Establishment of a data centre

» Entrepreneurship-Small Business Financing and Development

The current public sector-inspired entrepreneurship and small business Program had
its beginning in the United States Agency for International Aid (USAID) project called
the Grenada Business and Agriculture Revitalisation Program (GBARP). In the
affermath of the 2004 Hurricane Ivan, the GoG and the USAID signed a
Memorandum of Understanding (MOU) establishing the Entrepreneurship Unit in
2005. In 2006, Government merged that unit with the Business Resource Unit of the
Grenada Development Bank (GDB) to form the Grenada Business Development
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Cenftre that eventually was domiciled under the umbrella of the Grenada Industrial
Development Corporation.

Initially, the Program attempted to be responsive to every request from every
economic sector. However, in the last three years, the Centre has adopted the
focused policy of considering business proposals that are consistent with the
transformational sectors as defined by the Government. The Centre offers fraining
in entrepreneurial skills, business procedures and good business practices and
techniques in the identification of centfres of small business services, among other
areas.

The Centre has an acceptable profile of performance. In 2012-2013, through the
Caribbean Youth Entrepreneurial Project with funding from the USAID and the
supervision of the Baltimore Youth Foundation, 48 young entrepreneurs received
assistance to establish their own businesses. The target is to set up successfully 120
such business enterprises. The business profile targeted is between the ages of 18
and 25. The individual should have completed secondary school and up to
attaining four CXC passes. Every successful candidate can receive between $5000 -
$25,000. Proposals that require higher amounts of funding and demonstrate a high
potential to be successful are referred to the commercial banks and credit unions.

While the credit unions have been actively involved in providing funding for some
business start-ups, the commercial banks have been lukewarm and unresponsive.
In the last year, the Centre has noticed a change in the behaviour of the credit
unions in that they have moved to financing existing businesses and progressively
have shied away from start-ups. This change is attributable to the poor economic
and financial state of the economy and the attendant increases in business failures
and credit delinquency. In this type of scenario, proponents of small business
development have a strong argument for the participation of micro-financing and
guaranteed financing schemes to support the small business sub-sector. However,
to improve the probability of small business success, there has to be effective
monitoring and evaluation mechanisms that the Centre does not have the
capacity to provide because of the slimness of its staff compliment.

Government, in its presentation of its 2014 Budget, in addition to reiterating its policy
support for small business development, announced two initiatives that will provide
substantial financial support to it. Government is very deliberate in its intention, in
that, local contractors and sub-contractors have to be positioned to benefit from
the more than $262 million Eastern Caribbean worth of Government capital projects
for 2014. Small business start-ups will also benefit. The initiatives are:
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- In 2014, Government wil provide EC$2 million to the Small Business
Development Fund.

- Government has allowed Axcel Finance, a micro financing institution, to
set up business legally in Grenada.

Reviewing “Pro-Poor” Strategies and Interventions [change of sub-
header]

Since the 1980's successive Governments have also been deliberately pursuing
policies of poverty eradication. These poverty eradication programs are of two
types: - social safety net programs and the pro-poor programs. Some of the more
prominent ones are

The Basic Needs Trust Fund (BNTF) was started in the 1980s and is financed by
a grant from the Caribbean Development Bank (CDB) and annual
government subventions.  This intervention is aimed at improving and
increasing the physical and social infrastructure of communities. Some of the
projects undertaken are the construction of roads, community cenfres,
medical centres, small community water systems and craft centres. More
recently, there has been an increasing concentration on capacity training of
community persons in some skills’ disciplines. Between 2008 and 2011, of the
EC$ $2.1 million allocated, only 64.8% was spent.

The School Feeding Program (SFP) began in 1992 in response to the need fo
provide primary school children from poor households with a hot meal. Over
the years, the Program has expanded to include a significant number of
secondary schools. Between 2008 and 2012, Government spend EC$9.81
million.

The Micro Enterprise Development Project (MEDP) existed from 1996 to 2010.
During that period, 600 Grenadians received loans amounting in excess of
$20 million Eastern Caribbean for the generation of small businesses. Based
on data from the 2007/2008 CPA Report 574 projects were funded in fifteen
different industries with agriculture, livestock, fisheries and services featuring
most notably. Every project that received funding created 1.05 jobs, on
average. Data that measure sustainability of those jobs are not available.

The Grenada Rural Enterprise Project (G-REP) was a direct response to the
findings of the 1998 Country Poverty Assessment Report. About $20 million
Eastern Caribbean in loans and grants from the Caribbean Development
Bank (CDB) and the International Fund for Agricultural Development (IFAD)
was provided to fund poverty reduction programs through the creation and
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enhancement of employment opportunities especially in the rural
communities. The expansion of social and economic community assets did
benefit under this project, also.

The Market Access and Rural Enterprise Project (MAREP) is the response to the
2007/2008 Country Poverty Assessment Report findings. Its design suggests a
more focused approach to rural poverty challenges. There is greater
specificity concerning the targeting of communities and the nature of the
projects. For example, pouliry development is being concentrated in St.
David, while goat milk production is earmarked for St. Patrick.

Social Safety Nets and Assistance Program (SSNAP) is a consolidation of a
number of pro-poor safety net programs such as the Public Assistance
Program, the Necessitous Fund and the Transportation Allowance for needy
Students. Funding in the amount of $13 million Eastern Caribbean is coming
from the World Bank. The fransportation subsidy for needy students costs over
EC $5 million for the period, 2008 — 2010.

The Free School Books Program cost EC$12.9 million during the period, 2008 -
2010. Government has since modified it.

Pro-Poor Safety Net Programs being financed by Government with some
additional services, including:

- Water for the Poor

- Disaster Fund for fire victims

- Burial Support

- Senior Citizens’ Outreach Program

- Free Medication to needy persons

-  Medical Services Support (CT Scan, Dialysis, Chemotherapy,
Radiotherapy)

[moved section Risk & Vulnerability assessment to Part 2]

3.3

Implementation and Constraints — Lessons Learned

Although program support the same target groups, each Program requires
completion of separate applications, investigation by staff, and these multiple
targeting mechanisms are administratively costly. Information collected is generally
the same for all programs, some of which include:

Errors of exclusion (those not in the Program but should be) are significant
and a large share of the target groups for key programs remains uncovered.
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Benefit levels differ between programs. Public Assistance provides a cash
benefit equal to $200 per month or 41% of the poverty line, while Necessitous
Fund Benefits for primary and secondary students are equal to EC$100 per
month or 21% of the poverty line.

Benefits for the different programs are paid via different mechanisms and this
increases administrative costs, makes accounting more difficult, and
increases opportunities for leakage.

Sound monitoring mechanisms are absent; therefore, it is not possible fo
accurately assess whether the rights of children, men, and women regarding
social protection are being fulfilled.

Accountability and control are weak, as evidenced by the fact that policies
and procedures are not fully documented, programs lack formal appeals
mechanisms, process and impact evaluations are virtually absent, and not all
programs are audited annually.

Grenada has signed international commitments that mandate provision of social
safety nets, including the CRC, CEDAW and UDHR and ILO labour market standards
regarding social protection; however, Grenada is not living up fo its commitments.
Grenada has a number of social assistance programs that serve, or could serve, a
risk management function; still, there is considerable scope for strengthening
Grenada’s social safety net. At the same time, Grenada faces significant
challenges in enhancing access to and the quality of its social safety net, including
the following:

Vi.

Vii.

The social safety net does not adequately protect children, single parents
(predominantly women) or the working age poor (with or without children).

There are gender differences in access and eligibility to safety net programs.
As aresult, the safety net does not adequately protect women.

The safety net does not incorporate the basic principles of effective risk
management.

State financial intervention does not sufficiently enhance equity for all.
The social safety net could benefit from rationalisation of programs.

Safety net implementation is subject to political interference and this makes it
even more difficult o serve the poor.

Institutional capacity to implement social safety net programs is limited.
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vii.  Grenada'’s safety net is not sustainable given the heavy reliance on external
funding.

As indicated previously, Grenada’s plethora of safety net programs have had
limited success in addressing crifical risks faced by the population.

[moved section 4.11 Matching Programs to Vulnerabilities to Part 2]
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4. SOWING THE SEEDS OF A GPRS — A CONCEPTUAL FRAMEWORK [WAS
PART 2]

4.1 The Imperative of a Long Term Vision and Strategy [was in part 2 -
intro]

As noted, economic growth is a necessary but not sufficient condition for making
progress in the reduction or alleviation of poverty. Thus the first stage of any poverty
reduction strategy must focus on addressing the current economic situation in
Grenada and then developing a coherent strategy to address the impediments to
improved economic growth. There are a number of issues that must be addressed
through policy actions. The new government is actively developing such policies.

[Deleted 2.1.1 Grenada’s Big Think Options and moved the GDP discussion to Part 1]

4.2 Economic Growth [was start of Part 5]

Economic Growth has emerged as a critical driving force to inter alia, employment
growth, buoyant government revenues, firm profitability, social and economic
development, improved livelihoods and poverty reduction.

Economic research has coalesced around a “core” of macro-economic constraints
to growth, including high inflation, high debt to GDP ratios, volatility and
uncertainty, inappropriate government policies, and external shocks (including
natural disaster, man-made catastrophes). This economic research has also
converged around a number of factors which determine growth more so than
others, including the importance of international trade, education and training,
macroeconomic stability, the role of the State and Government policies (public
policy), the quality of institutions and risk mitigation.

Surveys of firms and businesspersons in the region in recent years (World Economic
Forum (WEF) and IADB/CC) documented constraints that affect business operations
and growth in the region. The World Bank’s Doing Business Report for Grenada
(2014), elucidates the following factors as constraints to business growth and overall
economic growth:

» Registering property
= Getting credit

» Paying taxes
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» Enforcing confracts
» Resolving insolvency
» Trading Across borders

» High Cost of Getting Electricity

» Evidence from the Regional Integration Arrangement

Grenada occupies a strategic place and plays an important role in the two
regional infegrafion processes. Both of these processes have expended an
immense amount of resources in completing the Development Plan (OECS), and
Strategy (CARICOM) which will guide the regional integration process over the
coming years.” The GPRS takes both these strategy documents into account, thus
ensuring a seamless synergistic continuum of actions and initiatives among national,
OECS and CARICOM development spheres.

These Strategies (OECS and CARICOM) have identified the following as key areas in
the Region’s new growth path:

e Renewable Energy,

o Creative Industries,

e New Manufacturing,

e Agriculture and Agro-processing,
e |CT/Digital Technology,

e Specialty Tourism,

e Transportation and International Business.

In order to reverse the negative growth tfrend and accelerate economic growth in
Grenada emphasis must be placed on:

e Promoting macroeconomic stability for growth and development
(consolidation, and adjustment).

e Establishing long term goals for economic growth (improved quality of life,
poverty reduction, employment generation etc.) not just growth but, pro-
poor growth.

4 Strategic Plan for Regional Development (SPRD); OECS Development Strategy (2013)
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e |dentifying areas for specific urgent action—industries, sectors, markets,
factors which constrains growth.

e Establishing policies, programs, initiafives, interventions, and other
approaches to facilitate the growth process.

4.3 Pro-Poor Growth, Poverty Reduction and the New Economy

This Strategy adopts the definition of “pro-poor growth” as growth, which reduces
the level of poverty. The “other popular definition” which refers to a greater decline
in poverty than would have been the case if all incomes grew by the same rate, is
subsumed within the definition adopted by this strategy.

In general, the strategy refers to absolute levels of poverty, though discussions are
not necessarily confined to this consfruct, but extend to relative measures of
poverty. Conceptually, when poverty reduction is the objective (for which
economic growth is one of the instfruments), then the rate of pro-poor growth is
defined as a distributional correction term (the “other popular definition”) multiplied
by the rate of economic growth. That is, rate of “pro-poor” growth = distributional
correction times rate of economic growth.

The economic literature establishes that the debate about the “pro poor”
character of economic growth is really a debate about the definition(s). If “pro
poor” growth is defined as the extent to which the level of poverty declines if all
incomes grew by the same rate, then economic growth is not typically, “pro-poor”.
The empirical evidence, predicated on the adherence to the other definition of
“pro-poor” growth, suggests that growth tends to be distribution neutral on
average; hence, absolute poverty levels tend to fall with growth, Kraays (2003), and
Fields (2001). Accordingly, economic growth tends to be “pro-poor” by the
definition adopted by the Study.

Even so, having regard to the several caveats attached to the empirical studies,
caution is advisable in interpreting the results of these studies as a basis for focusing
on economic growth alone, if the objective is poverty reduction.” Because the
gains to the poor from growth are clearly not confined to people near the poverty
line, but reaches far deeper, the finding that growth tends to be distribution neutral
on average does not indicate that distribution is necessarily unchanging.

5 All these studies tell us is that there has been little effective redistribution in favour of the poor. Nothing can
be inferred about the potential for "pro-poor” redistribution.
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Evidently, the rate of growth is an important determinant of the rate of absolute
poverty reduction. However, the evidence indicates that the same rate of growth
can potentially bring about different rates of poverty reduction. The empirical work
undertaken on a cross-section of countries indicates that two of the more important
factors that account for cross-country differences in the poverty-induced dividend
of economic growth are the initial levels of inequality and how this inequality
changes over time. These two factors can therefore hold significant implications for
the types of policies that are needed for rapid poverty reduction, in addition to
promoting higher growth.

» Initial Levels of Inequality

A number of evidence-based findings have emerged from a cross-section of studies
which suggest that while absolute poverty does fall with positive economic growth,
the higher the level of initial inequality in a country, the less the gains from growth
tend to be shared by the poor. That means that a smaller initial share tends to infer
a smaller subsequent share of the gains from aggregate economic expansion. Two
simple conclusions emerge: (i) that poverty responds slowly to growth in high
inequality countries and, (i) high inequality counfries will need to have high rates of
growth to achieve rapid poverty reduction.

Even here, the results of cross-country comparisons are important fo the evolution of
a GPRS for Grenada aft this fime. During the consultation process in Grenada, some
have advanced that the experience in a number of individual countries reflects an
increase in average inequality with increases in economic growth. However, the
results of work done by Kraay (2003)® and others, suggests that aggregate
economic growth has occurred. The results of cross-country studies lend some
support to the policy conclusion that for reducing poverty (even in such
circumstances), what is required is a higher rate of economic growth.

If growth in a low inequality country comes with a sufficient increase in inequality,
then it may by-pass the poor. The cross-sectional results indicating that growth on
average is distribution neutral implies that it increases roughly half the time during
growth spells. Accordingly, policy efforts to keep inequality low will be crucial to
generating pro-poor growth in developing counfries.

¢ Kraay, Aart (2003), ‘When is Growth Pro-Poor? Evidence from a Panel of Countries,' mimeo, Development
Research Group, World Bank.
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In high inequality countries, growth will be fairly limited in its ability to depress levels
of poverty, unless such growth is accompanied by falling inequality. In addition,
depending on the source of growth, inequalities could perceivably widen, as the
growth dividend “by-passes” the poor.

Having established that inequality is a key variable in policy determination when
pro-poor growth is the target, the understanding of the various dimensions of
inequality is essenfial. The literature is replete with factors that impinge on
inequality, including access to public goods, private assets, including human,
physical and social capital, inequalities in access to infrastructure and social
services, access to information, ICT, among others.

» Changing Levels of Inequality

Changing levels of income distribution is a second factor influencing the rate of
poverty reduction, at any given rate of economic growth. However, changes in
distribution among counftries are casually linked to a number of common elements
but also to a number of idiosyncratic features. Factors, such as economic shocks,
changes in trade regimes, tax reforms, welfare-policy reforms, demographic
changes and sectoral patterns of growth rank among these.

The higher incidence of poverty in specific communities, economic sectors, and
parishes points to the importance of patterns of growth to overall poverty reduction.
In addition, so do factors such as gender, age demographic, youth, among others.
In Grenada, the extent to which growth favours the rural sector, youth and women
will be central to its impact on aggregate poverty. The literature also establishes
that the pattern of growth to the rate of poverty reduction will also be dependent
on past and current differences between sectors and regions. Agriculture has
limited potential fo reduce poverty in the absence of significant institutional
change and capital investment.

Evidence suggests that a counter-cyclical tendency exists between the present
levels of poverty and inequality, and their future growth. For example, in Grenada
where credit markets are relatively under-developed several persons are unable to
seize growth-promoting business opportunities. The “resource-poor” are more likely
to be the most affected by these constraints. In this context, the higher the
proportion of “resource-poor” relative to other groups, the lower the economic
growth rate, and the more will poverty be self-perpetuating.
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The economic literature makes the point that, in the presence of capital market
failure arising from moral hazard, high inequality can dull incentives for wealth
accumulation. Other literature suggests that the presence of high inequality can
slow growth-promoting reforms and resource-reallocations, requiring cooperation
and trust.

Evidently, there are a number of pro poor polices that an enlightened Government
can pursue. Among such policies are public policies, which assist the poor in
acquiring the skills they need to escape the cycle of poverty, as well as public
actions that contribute to good health enabling them to participate in the growth
process.

An important theme arising in the literature is the importance of social insurance in
mitigating longer-term poverty. A number of micro-economic studies have
provided irrefutable evidence on the lack of insurance as a cause of longer-term
poverty, Ravallion, (2004).” Social protection policies have also turned out to have a
far more significant role in assuring pro-poor growth than was previously thought. By
recognizing that it is the poor more so, than any other group that are locked out
from lucrative opportunities for self-development, well designed public policies
against current poverty can promote growth and hence long-term poverty
reduction.

The GoG recognizes the challenges to combining growth promoting policies with
immediate, medium and long term policies and programs to ensure that the poor
are able to fully participate in the opportunities unleashed and to contribute to that
growth. In this regard, the GPRS:

i. is informed by factors and variables at a national and sub-national level,
which influence the distributional nature of economic growth.

i. recognizes that not all such factors are amenable to policy intervention.
ii. recommends policy interventions that promote growth and are pro-poor.

iv. considers alternative policies and arrives at the most prudent interventions
which take into account redistributive social policies and alternative growth
strategies, particularly the Strategy by Non-State Actors Panel (2013).

[moved OECS Economic Union to next Part]

7 Ravallion, Martin, Transfers and Safety Nets in Poor Countries: Revisiting the Trade-Offs and Policy Options,’
in Abhijit Banerjee, Roland Benabou and Dilip Mookeriee (eds), Poverty and Development, Oxford
University Press.
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5.  GETTING THE MACRO-ECONOMIC FUNDAMENTALS RIGHT [WAS PART 6]

5.1 External Environment

Global economic growth is projected at 3.6% in 2014, largely driven by the
advanced economies. Growth in major emerging markets, although sfill strong, is
expected to be weaker than in 2013. Growth in Latin America and the Caribbean
(LAC) is projected to expand by 3.0 % in 2014, with domestic demand remaining the
main driver.

Economic growth rates for the BRIC (Brazil, Russia, India and China) Countries have
been adjusted downwards for 2014, reflecting contfinuing concerns about the
faltering global economy and lagging export growth. China confinues to lead with
an expected growth of 7.3%, Brazil 2.5%, India, 5.1% and Russia, 3.0 %.

Two of Grenada'’s three largest frading Partners (USA, UK) have also undertaken
revisions to their growth projections for 2014. In the United States, growth is projected
to strengthen to around 2.5 % in 2014, as a continuing housing market recovery and
still-accommodative financial conditions bolster private demand. The UK growth is
now being projected at 2.4%, supported by an upturn in gross fixed investments and
exports - indicators of rebounding private sector confidence.

For the Euro Area, growth is projected at 0.9% in 2014 and then by about 1.6% a
year in 2015-17. The Year 2014 is the first positive result since 2011. The resilience of
financial markets in the face of political turmaoil in Italy and fiscal issues in the US
have contributed to much needed confidence in the European Central Bank (ECB)
as a backstop for Eurozone bond markets.

The ECB will also have a key role to play in 2014 in setting policy to counter any
tightening in credit conditions imported from the US once the Federal Reserve starts
tapering. Some downside risks remain - notably the ECB’s asset quality review and
the subsequent restructuring of the banking sector. Policy-makers must ensure that,
at the very least, the relatively modest expectations of the markets are met so as
not to threaten the current fragile stability of the entire Euro-zone Region.

In countries with low inflation and anchored inflation expectations, monetary policy
should be the first line of defence if downside risks to the baseline materialize. Fiscal
consolidation remains appropriate for countries with tight capacity constraints or
limited fiscal space; it will also help constrain the continued widening of current
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account deficits. Safeguarding financial stability is a key priority in an environment
of tighter global financial conditions and increased asset price volatility.

The majority perspective is that the current outlook for Latin America and the
Caribbean does not warrant an easing of fiscal policy for most of the countries. In
fact for countries such as Grenada, sustainability issues constrain the space for fiscal
policy. In most of the commodity exporters, economic slack is very limited, external
current account deficits have widened, and fiscal balances are generally weaker
than prior to the 2008-09 global financial crisis. Thus, attempts to maintain high
growth rates through fiscal stimulus would only weaken public finances and external
positions. For the countries which are heavily services oriented, particularly in
tourism, the fall-off in demand from target markets severely constrains the efficacy
of monetary or fiscal policy.

The evidence of a weak global recovery, led by Industrial Countries, portend that
the economic recovery in Counftries such as Grenada could take another three or
four years, without accounting for various down-side risks. The prognosis for
economic activity, employment and poverty reduction, driven by buoyancy in the
external environment, will be somewhat subdued in the immediate period.
Resource mobilization and readying of the domestic supply capacity to take
advantage of the uplift in external demand for goods and services when the global
environment improves, remains an imperafive and will partially compensate
through buoying domestic demand.

5.2 OECS Economic Union [was Part 5.3]

Grenada, a founding Member of the Organization of Eastern Caribbean States
(OECS), established in June, 1981, has been successful in pursuing a far deeper form
of infegration and economic cooperation, than other similar arrangements within
the Region. In June 2010, the OECS progressed from a sub-regional economic
integration arrangement, to a customs union, deepening even further the scope
and infensity of the integration efforts. The Revised Treaty of Basseterre establishing
the OECS Economic Union envisions the free circulation of goods, services, labour,
and capital.

The provisions of the Revised Treaty provide for a number of important institutions,
which include the East Caribbean Supreme Court, Eastern Caribbean Central Bank,
the Eastern Caribbean Telecommunications Authority (ECTEL), Eastern Caribbean
Civil Aviation Authority (ECCAA), and the Eastern Caribbean Energy Regulatory
Authority (ECERA).
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The governance structure for the OECS Economic Union devolves supra-national
authority to the OECS Authority -the principal organ within the Economic Union of
the OECS, in five agreed areas: the common market and customs union; monetary
policy; trade policy; maritime jurisdiction and boundaries; and civil aviation.

The Regional Assembly comprising Members of Parliament and legislators of
Member States is the legislative arm of the Economic Union. The OECS Commission
will guide the work of the Secretariat by providing critical oversight to the mandate
approved by the Authority.

A status review of the OECS Economic Union, undertaken for the 58" Meeting of the
OECS Authority, indicates that Grenada is in full compliance with the Legislative and
Administrative commitments attaching to its membership in the Economic Union
(including travel facilitation and free movement of OECS nationals, among others).
Grenada is also an active parficipant in the unfinished agenda pertaining to the
free circulation of goods, and Competition Policy and Law. In the instance of
Competition and Law, the OECS wil soon establish a new body - the East
Caribbean Competition Commission.

There exists some concern at the conceptual level that the OECS Economic Union
may conflict with some aspects of the Revised Treaty of Chaguaramas, where the
same substantive areas of competence are covered (trade policy, common
market and customs union).

Accordingly, an amendment to the Revised Treaty of Chaguaramas is presently
being pursued (Protocol to Amend the Revised Treaty of Chaguaramas fo provide
for Deeper Integration by Groups of Members and the Recognition of the OECS
Economic Union) to bring legal certainty to Economic Union, within the framework
of the Revised Treaty of Chaguaramas.

Grenada has played an active role in concluding the OECS Growth and
Development Strategy, the core of which is a four-part agenda viz. (a) Prospects for
Growth and Development; (b) Leveraging the Growth Drivers: (c) Pushing the
Growth Envelope; (d) Underpinning the Growth and Development Thrust.

The OECS Strategy identifies agriculture, manufacturing, services (tourism creative
industries, constfruction, financial, education, health, and other services), ICT, social
development and social protection, citizen security, energy, environmental
management, and ocean governance as priority themes for the economic union.
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Other priority issues to be addressed are transportation, frade policy and frade
facilitation, business facilitation and the business climate.

As it enters the second decade of the 21st century, the OECS sub-region is at a
crossroad. On the one hand, it could enter a period of strong economic growth
based on greater sub-regional integration, investment in knowledge, and greater
attention to the public sector’s role as regulator rather than investor. On the other, if
vulnerability to economic and natural shocks or to internal social pressures and
demands are not adequately addressed, socio-economic gains could be
threatened.

From a sftrategy standpoint, the Economic Union is important for Grenada as a
response to the myriad challenges posed by the following:- small size; an already
large and unsustainable public sector wage bill; and the growing administrative
and insfitutional demands on the State, imposed by deepened global market
insertion (e.g. competition policy, environment, financial reform and global
compliance, among others). Conceptually, the OECS arrangement can assist
through "“burden-sharing” and rationalization of functions, thus reducing the cost of
providing these services at the national level.

However, the Economic Union is also important from the standpoint that functional
and economic cooperation, are areas which many argue provide greatest benefits
to the small archipelagic States of the Eastern Caribbean. It is therefore critical that
the actions and inifiatives for growth and development strategies at the national
and Economic Union levels are aligned to deliver the greatest synergies in the
resource use. A clear example of this is the ECCU growth and stabilization Program.
Member Governments formulated a comprehensive eight-point plan to address in
a coordinated and strategic manner the economic challenges being faced by the
member countries as a result of inter alia, the global financial and economic crisis,
the Currency Union which renders them incapable of reducing unemployment and
poverty and maintaining and improving their Human Development Indices, and the
difficulties occasioned by the collapse of CLICO and British American Insurance
companies.

The Plan provides a comprehensive framework for the consideration of the issues
attendant to macro-economic stabilization and adjustment, economic growth and
poverty. The Plan’s core elements include the following:

i.  Suitably Adapted Financial Programs for each country

i. Fiscal Reform Programs

51



_Mg" Grenada's Growth and Poverty Reduction

strategy (GPRS), 2014 - 2018 Part 2: the Conceptual Framework

ii. DebtManagement Programs
iv.  Public Sector Investment Programs
v. Social Safety Net Programs
vi.  Financial Safety Net Programs
vii.  Amalgamation of the Indigenous Commercial Banks

vii.  Rationalization, Development and Regulation of the Insurance Sector.

While acknowledging the importance of each of the eight Points of the Stabilization
Plan, the Strategy focuses on Points 1 through Points 5. The relationship between
growth and poverty in the 8-point Plan is that the poor will benefit from the positive
impact of stabilization and economic growth, particularly through growing income
and employment opportunities.

According to the ECCU, “The first three components - Financial Program, Fiscal
Reform Program and Debt Management Program - of the eight point Program are
aimed at first stabilizing the economies by addressing the deficiencies that have
placed the region under severe stress. The PSIP and Social Safety Net Program are
intended to stimulate the economy”.

5.3 National Macro-Economy [new sub-header]

5.3.1 Fiscal Policy [was 6.2]

= The Reality

Grenada, like most of its OECS counterparts, has experienced difficult fiscal
circumstances over the last two decades. The 1990s evidenced a steady decline in
the country’s revenues as performance in traditional agriculture continued to
disappoint combined with procrastination in aggressive development of the fourism
and other services sectors. Anecdotal evidence indicates that the slowdown in the
1990s and early 2000s was also associated, with declines in productivity growth.

The fiscal balance declined steadily throughout the 1990s, with an escalation from
1997 to 2000, due to rising levels of capital expenditure, undertaken in an attempt
to compensate low levels of private investment and drastically reduced exports.

The external shock of the first half of the decade of the second millennium, the
bombing of the World Trade Centre on September 11" 2001, followed by the
natural disasters of 2004 and 2005, are well chronicled, so too were the impact on
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revenues and current expenditure patterns both of which moved in adverse
directions.

Figure 9: Selected Fiscal Measures as a Percentage of GFP

Current Revenue

Current Expenditure

Current Account Overall Balance after grants

The primary and overall deficits for 2013 were 4.4%, and 4.9% of GDP, respectively.
Current revenue was 19.45 % in 2013, and current expenditure was 19%. The period
was also characterized by Grenada and other OECS counterparts taking on higher
cost commercial financing. Even though Grenada is committed to repaying its
debtors, the Government has been forced to dramatically fighten fiscal policy in
order to appear credible to investors, hopefully reducing the risk associated with the
restructuring. Grenada'’s fiscal circumstance will contfinue to be challenging for the
next several years:

» Total expenditures exceed total revenues by between EC $180 and EC $192
Million per annum.

» 70 cents of every dollar collected are expended on personnel costs.
» 28 cenfts of every dollar raised is allocated in debt repayments.

» High unpaid claims and high debt are the results of this monthly deficit
(approximately EC $15.0 Million).

» Past wages and emoluments arising for the period 2013-2014 amounts to
EC$40.0 million.

» Total revenues fell short by EC $40.0 Million.

» Capital expenditure of EC $151.2 Million was 58% of estimate, but EC $16.3
Million more than in 2012.
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With the exception of Petro-Caribe, grants are also underperforming. EU Budgetary
Support under the 10" EDF Program is crifical, but realistically can only occur within
the contex