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1. CONFIDENTIAL EWTIRE TEXO.

2. ON 16 AUGUST MR. WILLIAN INGLE OF INGLE'S TOYS, MIT VIR
LrEASSY OFF ICIALS TO DISCUSS KIS INVESTHERT PLEKS I GRENRDA
AND ASK KB GO% ECTION ON H1S REOUEST FOR SPECIFIC EXENPTION
FROM GOG LAVS PRECLUDING OFIC DISBURSEMENT OF FUNDS. RS ME
PROMISED EARL IR, FR. INSLE ALSO BRIEFED EMBESSY OFFICERS -
ABOUT YHE MEETING K[ WED VITH SIR ERIC GAIRY VHE WIGNT BEFORE
(LUCUST 38). INGLE ®aD BEER IMVITED BY INTERTEDIARIES DARLIER
IN TNE WEEX 70 MEET WITH GAIRY OR THE EVERING OF THE 151N
YHE MEETING HELD &1 GAIRY'S HOME ABOVE ST. GEORCE'S LASTED
APPROXIHQHH TMD HOURZ. RS 1MGLE INYERED RE waS *PATTED
poww= BEFORT BEING ALLOWED TO SEC GAIRY. KE S&V APPROXIDATELY
! 28-30 EODYGUARDS AT THE WOUSE.

3. ANOHS THE MOAL INTERISTING LoSERTIONS GAIRY MADE DURING THE
MEETING WaS THAT GIARY CONSIDERT THE CURRENT INTERIM GOVERNMENT
RS “1LLEGAL. * "GAIRY CONYINUED THAT VHMENW DT IF) NME VRS
ELECIED PRIMS MIMISTER Ei WOULD MDY CONSIDER TAL DECISIONS OF
THE CURRENT  GOVERMMINT &3 CLUDING, 1K THIS REGARD CAIRY

ASKED INGLE AEOUT THE CONCES3ITHS WE WAD RICEIVED FROM THE
IETLRIE COVERGNENT 15 START nil BUSINESS AND INPLIED TMAT INGLE
RIGHT M&IBTAIR SOME GUT hOT ALL OF TrE CONCESSICNS VHDER A
GLIRY GOVERWNENT.

. GRIRY £L50 101D IKSLT THAT KL SHOULD FIRE #IS CURRERT
CROIE OF FACTCRY DNPLOSTEL &Gid wIRE rIMELRS O VKD RINTAL,
RINUAL AUG TECRHICAL MORRERD UMION (GEIRY'S UKIOHI. BY NIRING
MEREERS CF GuiRY'S UNIDN, AR. IRGLE vis ToLD KP COULD EmIURY
THET ¥1% FACTORY WOULE £ FRIED FRON STRIREZ, LIECTIRICAL ARD
WLICR CUTOFFS ALD SKBCTAGE, &ND OINER INCIDENTS TEAT RIGHT
KERRER K15 PRODUSTICH. CRIRY INSTRUCTED INGLE T0 NEET WITN
Onsm——
mR. KLBERT FORSYIE, THL LERDER OF GELIRY'S UKION, OR 13 RUGUST
10 DISCUSS THL KIRING OF GRIRY VORKERS.

§, IN RCSPONZIE 1O & OULSTION FACH &N erEecsyY OSFICER, INGLE
SAID THET GRIRY AshID FOR & UZILEDD CRAPAICH COUTRIEVTION, YD
s EL DEPOZITEL TC CLIRY"S ACCOULT 1IN nianl,

6. INGLE S0iD KE ¥0ulD GET EACK 1O THE [MBASSY AFTCR KIS
MEEVILG FORLYTe O SAYURDRY. EPEOFFS SUSGESTLD TMAT EIFORE
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INEY PMIETING 10SLE SHOULD SPEAN TO VML RIFLD .

GRENADR'S UNION KISTORY ILSTLAD OF THL RMISINFORMATIL.
PROEAELY RLCEIVE FRCH TCRIYTH.

7. [MBRSSY COMMEWT: ..,
@« PoLINICAL conr\tﬁ'l‘j VI MavVE MEERD VKA ChIRY wAS ESEN
SRAKING DOWN LOSKL EUSILISS NG W WAVE RCPORTED MIS TNREATS 1O
MEMBERE OF TRE MCTEL R%SCOIATICH, THES 1S TRE FARSY IMSTanlE

Wi KHOW OF USING SinILAR .'IALCTltS ViTH & FOREIGH IRVESIOR,

MR, INGLE VISELY STAYED aviy FROW CONFFCHILIION VITH CAIRY,

BUT CLEARLY WAS DISTUREED Ev TEL ENCOUKTER. &5 NI aPTLY PUT

B) ECONONIC COMMENT: F VHERD &RE ANY MORE INCIDENTS LIKE

TRIS END ONE OF THE IMVESIORS GSES TO ML PRESS IT WLl UNPERCUT
MANY Of OUR INVESTHENT PRCMOYION TFFORYS PRIOR 10 THT ELECTIONS.
SHOULD THE KIDDLE WOT COALLSE &AND GRIRY VIH THE UPCOMING
LLECTIOR THERE maY BL LITYLT WEED FOR & FULL-TINME ECONOMIC/
CONMMERSIAL EFFORT IN GREWADL. '
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CONFIDENTI AL GRERADA 2886

£.0. 12356: DECL: ORDR

TAGS: ECON, EAID, ECIN, EFIN, GJ

SUBJ: ECONOMIC POLICY ISSUES SCHEDULED FOR DISCUSSION AT THE AUGUST
16 GRENADA ADVISORY COUNCIL MEETING

REF: GRENADA 288%
f. CONFIDENTIAL ENTIRE TEXT.

2. BEGIN SUMMARY. IN MEETINGS BETWEEN US MISSION OFFICIALS AND GOG
DEPUTY CHALRMAN ALLAN KIRTOM AND DIRECTOR GENERAL OF FINANCE
LAURISTON WRSON, GOG INTERLOCATORS SAID THE ADVISORY COUNCIL MEETING
OF AUGUST 16 WOULD DISCUSS THREE IMPORTANT ECONOMIC POLICY MATTERS,

DUYESLUIURE, THE LUSURY LAW AND THE ODE. A
DISCUSSION OF THOSE ISSUES FOLLOWS. END SUMMARY.

3. DLKESLLIUBE--GOG ACTION O DIVESTITURE VILL FOLLOW AN INTERNAL
REVIEW OF THE SINGH COMMITTEE REPORT (SEE GRENADA 2885) AND DEL!IBER-
ATION OVER WHICH STATE-OVNED ENTERPRISES SHOULD BE DIVESTED AND AT
WHAT SPEED. WE BELIEVE THAT SOME RESULTS OF THIS INTERNAL REVIEW
SHOULD BE AVAILABLE TO THE GOG BEFORE 16 AUGUSY. ALTHOUGN NO PROMISES
NAVE BEEN MADE, DIRECTOR GEMNERAL OF FINANCE WILSON HAS HINTED
BROADLY THAT AGREEMENT COULD BE REACHED BY THE ADVISORY COUNCIL TO
DIVEST MOST OF TME LIST OF EMTERPRISES NAMED IN THE SINGH REPORT;

THE GREMADA DAIRIES, THE GRENADA RESPORTS CORPORATION,
_PROCESSING PLANT, THE COFFEE PROCESSING PLANT, THE NATIONAL FISH-
ERIES CORPORATION AND THE AGRO PROCESSING PLANT.

4. USURY LAM--THE USURY LAW 1S A DIFFICULT ISSUE FOR TKE GOG 10
TACKLE, CURRENTLY INTEREST RATES iW GRENADA ARE CAPPED AT AN UNREAL-
ISTICALLY LOW RATE OF 12-1/2 PERCENT. THE MINISTRY OF FINANCE CLAINMS

IN 1TS CONVERSATIONS WITH THC BANKING COMMUNITY, THAT THE BANKERS ARE

AKSING FOR THE CEILING TO BE RAISED TO 1% PERCENT FOR "ORDINARY LOANS
WITH LOWER PREFERENTIAL RATES MAINTAIRED FOR KOUSING, AGRICULTURE AND
FISKERIES. THE MINISTRY OF FINANCE 1S COUNTERING THE BANKER'S PROPOS-
ITION BY PROPOSING A NEW CEILING OF 17-1/2 PERCENT ON ORDINARY LOANS
AND THE HAINIENANCE OF PREFERENTIAL RATES FOR AGRICULTURE, HOUSING
FISHERIES, CONVERSTIONS BETWEEN USAID OFFICIALS AND BANKERS SHOW

THAT OWLY ONE BANK 1S SERIOUSLY CONMCERNED ABOUT A COMPLETE LIFING OF
INTEREST RATES, A LOCAL COOPERATIVE BANK WITH A LARGE PORTFOLI10 OF
LOW INTEREST LOANS. TKE OTHER BANKS, ALREADY EHJOYING SPREADS OF & TO
7172 PERCENT, ARE UNDERSTANDABLY RELAXED RBOUT A RISE IN INTERESY
RATES.

S, THE GOG SEEMS IMPERVIOUS TO US MISSION SUGGESTIONS THAT THE CAP
ON INTEREST RATES ADVERSLY AFFECTS GRENADA’S ABILITY TO ATTRACT
OVERSEAS FUNDS, WHETHER THESE FUNDS BE FROM LOCAL MERCHANTS EARNING
FOREIGN EXCHANGE, WORKING CAPITAL OF A MANUFACTURING FIRM THAT MUST
BUY INPUYS FROM ABROAD OR THE FUNDS AN INVESTOR MAY BRING IN TO SET
SP AN OPERATIONK N GRENADA. THE USURY LAV AND FOREIGN EXCHANGE
CONTROLS ARE A DISINCENTIVE 10 THE REPARTRIATION OR IMPORT OF
FOREIGN EXCHANGE (N GRENADA. FOR BUSINESS CONCERNS TO HOLD FOREIGN
EXCHANGE IN GRENADA, THEY MUST FIRST OBTAIN FINANCE MINISTRY PER-
MISSION TO HOLD A BANK ACCOUNT DENOMINATED IN A FOREIGN CURRENCY
FUNDS (K TMESE ACCOUNTS DO NOT ACCRUE INTEREST. FOR FIRMS AND
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THESE FUNDS ARE
SUPPOSED TO BE EXCHANGED FOR EC DOLLARS THAT CAN EARN AT MOST 6-1/2
PERCENT FROM LOCAL BANKS. SINCE THESE MEASURES PREVENT THE PRIVATE
SECTOR FROM EARNING MARKET INTEREST, GRENADA IS DENIED ACCESS TO MUCH
OF THE FOREIGN EXCHANGE EARNED BY iTS NATIONALS AND RESIDENTS.

6. THE GOG DISCUSSION OF THE USURY LAW IS FOCUSSING ON THE INTERNAL
EFFECTS A RISE N INTEREST RATES MIGHT HAVE, BOTR REAL AND PERCEIVED,
ON THE COST OF LIVING. THE FIRST REAL EFFECT WOULD BE AN INCREASE
IN THE COST OF CONSUMER LOANS. LATELY THESE LOANS HAVE FUELED A
SHMALL NEW CAR IMPORT BOOM - ADDING MAINLY TO TRADERS PROFITS, WERE
GRENADIANS FACED WiTH THE RESL COST OF FUNDS WE WOULD EXPECT TWO
RESULTS: (5) MARKET RATES WOULD ATYRACT MORE CAPITAL AWD () BY
CHARGING MORE REALISTIC INTCREST RATES, FUNDS WOULD FLOW TO MORE
PRODUCTIVE ACTIVITIES. A WIDELY PERCEIVED

EFFECT OF A RISE (N INTEREST RATES WOULD BE AN INCREASE IN THE
COST OF IMPORTED FOOD. WE SEE LITTLE REASON TO FEAR THIS FOR TWO
REASONS: (1) EVEN IF THE CEILING RATE WERE CHANGED, THE COST OF
MONEY IS A VERY SMALL COMPONENT IN THE COST OF

FOOD; (2} THE

TRADING COMPANIES ARE THE PRIME LENDEES ON THE ISLAND AND AS SUCH
WOULD BE LAST ENTITIES CHARGED THE HIGHESY ALLOWABLE RATE OF - |
INTEREST. SINCE ALL PROPOSALS FOR RATE INCREASES UNDER CONSIDERATION
BY THE GOG PROVIDE PREFERENTIAL RATES FOR AGRICULTURE, HOUSING AND
FISHERIES, THESE IMPORTANT POLITICAL CONSTITUEKCIES ARE PROTECTED
IN ANY EVENT.

7. THE US MISSION HAS NO PREDICTION WHAT THE GOG WILL DECIDE

T0 DO WITH THE VARIOUS USURY LAW PROPOSALS. WHAT WE DO FEAR

1S THE 6OG WILL INSTITUTE A HALFWAY MEASURE THAT WILL INCUR

THE VRATH OF THOSE WHO THINK TMEY WILL BE AFFECTED BY A CHANGE,
VOTHOUT PROVIDING GREMADA THE BENEFICIAL EFFECTS OF A SUBSTANTIAL
INTEREST RATE REFORM THAT WOULD ATYRACT GRERADIAN FUHDS, PRIV&TE
AND BUSINESS HELD, PLUS FOREIGN FUMDS, FROM ABROAD.

8. MISSION DISCUSS!
NDITIONS FOR _THE RANT,_VE USUuR
AND FOREIGN EXCHANGE COHTROLS AS TVO AREAS NEEDING REFQRM, WE

NAVE NOTED THAT WE PREFER NO USURY LAWS, VIEW A NOH-BINDING
CEILING AS A SECOND BEST ALTERNATIVE AND FURTHER THAT VE DO NOT
CONDONE PREFERENTIAL RATE STRUCTURES. THE US MISSION AND THE GOG
KAVE AGREED TO CONTINUE DISCUSSIONS ON RELAXATION OF FOREIGR
EXCHANGE CONTROLS TO REMOVE THIS IMPEBIMENT YO CAPITAL FLOWS.

9. IN HT --THE GOG 1S SUPPOSED TO HAVE REVISED 17S INVESTH
GUIDE IT CIRCULATED IN LATE MAY. THE US MISSION HAD MADE NUMEROUS
APPROACHES TO THE GOG ON THIS ISSUE MOTING THAT-THE LAST VERSION,
WITR (TS RESERVATION OF 21 SECTORS FOR GRENADINA ACTIVITY WAS
DIFFICULY 7O SELL AS AN INDUCEH 0 FORCIGN INVESTMERT. WE WAVE
SUGGESTED INSTEAD THAT GRENKDA USE THE CARICOM FISCAL INCENTIVE
GUIDEL INES, FROM WHICK GRENADA’S 1374 INVESTHENT LAV WAS DERIVED,
AS THE BASIS FOR ANY FUTURE INVESTHERT GUIDEL INES. IN THIS MANKER
GRENADA'S LEGISLATION MOULD BE MO MORE RESTRICTIVE THAN THAT IN
NEIGHBORTNG ISLANDS. US MISSIOR OFFICIALS LEFT A DRAFT EMBODYING
THESE SUGGESTIONS WITH GRENADIAN OFFICIALS IN LATE JUNE. WE HAVE
NOT SEEN ANY GOG REVISED COUNTER-DRAFTS

18. WE WAVE MADE THE S PQSITION VERY CLEAR TO THE GOG; THAT

BOTH DOMESTIC AND FORLIGN. FURTHER WE HAVE MADE VARIOUS
REPRESENTATIONS ON THE NEED T0 SIREAMULINE IHE GOG {NVESTHMENT
IEW PROCESS. OPIC HAS ASSISTED US IN TKIS PROCESS BY PRESENTING
SPECIFIC INSTAKCES WHERE INVESTHENT KAS BEEN DELAYED BY INTERNAL
PROCEDURES. WHEN THE NEW VERSION EMERGES AFTER GOG CONSIDERATION

WE WILL REVIEW T IN LIGKT OF THE ABOVE AND REPORT.
LAMRENCE
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