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CARIBBEAN BaASIN EcoNOMIC DEVELOPMENT AND
THE SECTION 936 TAX CREDIT

Richard L. Bernal and Stepben E. Lamar

Introduction

n 1986, as part of a major overhaul of the

U.S. tax code, the U.S. Congress made a
valuable source of private sector financing
available for Caribbean economic develop-
ment.! Less than 10 years later, as part of a
series of measures to balance the U.S. federal
budget and enact a package of tax cuts for
small businesses, the Congress approved leg-
islation to terminate this source of funds for
the Caribbean.?

The pool of investment capital for the
Caribbean has actually been generated
through the investment of profits of U.S. com-
panies operating in Puerto Rico under a tax
credit contained in Section 936 of the U.S. tax
code.? These profits were made available to
entrepreneurs and investors, who used the
funds to finance investment and capitalize
projects throughout the Caribbean. As a result,
although Section 936 has been seen primarily
as a tool to promote growth and employment
in Puerto Rico, it emerged as a key financing
source for investment and economic develop-
ment throughout the Caribbean.

What has not been fully understood in the
debate over the Section 936 repeal is the
importance that Section 936 has held for the
Caribbean and, as a result, for U.S. economic
and strategic interests (a summary of the uses
and effects of Section 936 is depicted in Chart
1). While the repeal was effected to offset the
budgetary impact of small business and adop-

tion tax credits, it has inadvertently reversed a
major policy supporting U.S.-Caribbean eco-
nomic relations. It has eliminated the incen-
tive structure behind the Caribbean loan pro-
gram, causing a significant financing gap that
will have a detrimental effect on U.S.-
Caribbean trade relations and on Caribbean
economic development.

This paper examines the operation of
Section 936 as it has functioned to the benefit
of the Caribbean and to the benefit of U.S.
interests in the region. Specifically, the first
section outlines the parameters of the general
debate over the Section 936 tax credit. The
second section describes the rationale for the
Section 936 loan program as an essential com-
plement to the original Caribbean Basin
Initiative (CBD. The third section explains the
working of the program, and the fourth sec-
tion identifies ways in which the program has
stimulated economic development and pro-
moted regional stability. The final section
reviews policy recommendations to preserve
Caribbean and U.S. economic development in
light of the demise of the Section 936
Caribbean loan program.

The term “Section 936” refers either to a
provision in the U.S. tax code or to the credit
contained in that provision. The Caribbean
loan program is the mechanism through
which loans, sometimes referred to as 936
loans, are made available to eligible
Caribbean Basin countries. This program is
also known as the Caribbean lending program
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or the Caribbean Development Program, the
latter of which is the official name given by
the Puerto Rican government.

The Section 936 tax credit itself was made
available to businesses that operated or
invested in Puerto Rico (or other U.S. territo-
ries). To minimize their potential tax expo-
sure, these “Section 936 companies” retained
most of their profits in financial institutions in
Puerto Rico. Section 936 provided that interest
and investment derived from these profits
would be exempt from federal taxes. In addi-
tion, by virtue of an amendment enacted as
part of the Tax Reform Act of 1986, the
Section 936 tax credit was modified to permit
the use of these funds for loans to certain
Caribbean Basin countries. Although this
Caribbean loan program was subject to crite-
ria established by the U.S. and Puerto Rican
governments, the funds were generated solely
by private sector firms using the Section 936
tax credits and were loaned at the discretion
of financial institutions.

Background on Section 936 and Its
Impact on Puerto Rico

Despite the importance of this program for
the Caribbean, the debate over its credit
has been overshadowed by the larger debate
over the use of Section 936 as an effective tax
stimulus for Puerto Rico’s development.? In
fact, in the past five years, Section 936 has
generated considerable controversy as differ-
ent groups in Puerto Rico and throughout the
United States have offered competing views
over the effectiveness of the credit in further-
ing economic goals, especially job creation, in
Puerto Rico. As a result, the fortunes of the
Caribbean loan program have been directed
by the debate surrounding the overall Section
936 credit.

Perhaps the biggest source of controversy
has arisen from the perception that Section
936 disproportionately benefits large pharma-
ceutical corporations, which include some of
the largest credit recipients. The Treasury
Department estimated that in 1989 the average

pharmaceutical worker in Puerto Rico earned
$30,400, while the tax expenditure for each
pharmaceutical job created equaled more than
$66,000.% The Treasury Department and others
in Congress have used such statistics to claim
that the tax burden of Section 936 far exceed-
ed the benefit in terms of jobs created. They
have also been the driving force behind pro-
posals of the Clinton administration and the
Puerto Rican government to redesign the
credit as a wage-based credit.°

A similar argument has emerged over the
role of Section 936 in isolating or distinguish-
ing Puerto Rico from the rest of the United
States. This sensitivity has often colored the
ongoing debate in Puerto Rico over the
island’s political identity and the future of its
commonwealth status with the United States.
This means that Section 936 often emerges as
a potent campaign issue in Puerto Rican poli-
tics.” Puerto Rico’s Resident Commissioner,
Carlos Romero Barcelo, has argued forcefully
that Section 936 has encouraged companies to
think of Puerto Rico as a foreign country. He
argued that Section 936 has not been neces-
sary to establish a competitive presence in
Puerto Rico and that Section 936 should be
phased out, preferably in exchange for the
granting of health care benefits enjoyed by
other U.S. citizens, such as Medicaid.8
Conversely, proponents of continued com-
monwealth status for Puerto Rico have argued
for the retention of Section 936 by arguing
that loss of the tax credit could lead to a 50-
percent rise in unemployment in the island.”
The U.S. business communities in Puerto Rico
and in the United States have argued that the
program is necessary to attract investment.
They also point to the number of jobs created
in Puerto Rico to show the program’s eco-
nomic benefit on the island.!® At the same
time, organized labor groups have argued that
Section 936 has encouraged U.S. firms to
close factories in the United States in favor of
Puerto Rican facilities. They have insisted that
the Section 936 credit be eliminated or scaled
back to emphasize the linkage with wages
paid. 1!
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While controversies over the credit’s effec-
tiveness and ambiguous levels of support
from Puerto Rico have made the credit vulner-
able, the prospect of recouping foregone tax
revenues has probably been the largest moti-
vator for attacks on the program. Under U.S.
budget laws, any changes in tax policy that
would increase the budget deficit must be off-
set by other changes so there will be a net
neutral effect of all the changes on the budget
deficit. This means that any tax cuts or pro-
gram cuts must be offset by increasing taxes
in other areas or by repealing or scaling back
tax credits.!? By providing a credit to U.S.
companies that do business in Puerto Rico,
the government is foregoing tax revenue that
would be generated by those companies. If
collected, this revenue could be applied
against the budget deficit or be used to fund
other Federal programs.

The Section 936 tax credit has been
reduced on two separate occasions since the
Clinton administration assumed power
because of this budget requirement. The cred-
it was first scaled back in 1993 to help raise
$3.8 billion (over a five-year period) to offset
changes wrought by President Clinton’s tax
plans during the first year of his administra-
tion.!?> Two years later, to help pay for
Republican tax cuts in the Balanced Budget
Act of 1995 (HR 2491), Congress approved a
plan to repeal Section 936 and phase out its
benefits over a 10-year period.'* Although this
legislation ultimately was vetoed by President
Clinton in December 1995, many of the
Section 936 provisions reemerged in the
spring of 1996 in the Small Business Job
Protection Act of 1996 (HR 3448). In that bill,
the Section 936 repeal generates about $10.5
billion of additional tax revenues over a 10-
year period, providing about 80 percent of the
offsets for a legislative package, including a
raise in the minimum wage, a series of small
business tax credits, an adoption tax credit,
and a number of other tax changes.!’
President Clinton signed that bill into law on
August 20, 1996, thereby effectively repealing
Section 936.16

The Caribbean loan program became a
casualty of these attacks on Section 936.
While the Caribbean loan program survived
the 1993 changes, its viability was eliminated
as part of the repeal provisions in HR 3448 in
1996. Section 1601(c)(2) of HR 3448 calls for
the repeal of qualified possession source
investment income (QPSII) — which supports
the Caribbean loan program — for tax years
beginning after December 31, 1995, or earned
after June 30, 1996.17 The net effect of this
modification is to eliminate the incentive that
makes the Caribbean loan program work,
while encouraging the funds that formed the
basis of the Caribbean loan program to be
invested elsewhere.18

The U.S. Congress belatedly acknowledged
the effect of the repeal on the Caribbean by
stating as much in the Conference Report
accompanying HR 3448, but it did little to
temper the impact of this action on the
Caribbean. In that report, Congress admitted
that “the repeal of the credit for QPSII will
have the effect of eliminating a provision that
has supported economic development and
trade-related growth in the Caribbean Basin
and served U.S. interests in that region,” but
stated that “the repeal should not be interpret-
ed as a loss of interest in the region.”’? In so
doing, Congress implicitly recognized that the
dismantling of a key U.S.-Caribbean policy
tool was effected without due consideration
of whether such a policy change was warrant-
ed or would advance either U.S. or Caribbean
interests.

The Interrelationship Between the
Caribbean Basin Initiative and
Section 936

T he Section 936 Caribbean loan program

J- has come to play an integral role in fulfill-
ing the original intent of the Caribbean Basin
Initiative (CBD), which was launched by the
United States in 1982 to promote stability
through economic growth in the Caribbean
Basin, a region consisting of island countries
within the Caribbean and countries bordering
the Caribbean, including those in Central
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America and a few in South America. The CBI
proposal grew out of a perception that
adverse terms of trade, changing market con-
ditions, and the persistence of undemocratic
regimes in Grenada, Nicaragua, and Cuba
would undermine the social and political sta-
bility of Caribbean countries, thereby eroding
U.S. security interests in the region.?’ As pro-
posed, the program envisioned a series of
trade preferences, tax incentives, and techni-
cal and financial assistance to premote private
investment and the growth of a revitalized
export sector throughout the Caribbean. The
rationale in 1982 was that reducing poverty
through economic development and the
strengthening of democratic institutions and
practices would counteract the influence of
communist elements in the Western
Hemisphere. In short, by forging a closer link
between the Caribbean Basin countries and
the United States, Washington would maintain
its traditional influence in the region.?!

Trade Preferences Under the CBI

Congress responded to the Reagan admin-
istration’s CBI proposal by enacting the
Caribbean Basin Economic Recovery Act
(CBERA) of 1983, which became effective on
January 1, 1984.22 That act and subsequent
legislative and administrative modifications
implemented over the following decade elimi-
nated or reduced duties and improved quota
access to the U.S. market for most products
from eligible Caribbean Basin countries.
Eventually, the CBI was extended to encom-
pass most products, although it continues
statutorily to exclude textiles and apparel,
footwear, luggage, watches, tuna, and petrole-
um products.

The CBI program has also created a num-
ber of miscellaneous trade provisions to sup-
port or regulate individual imports from CBI
countries. The CBI established a framework
governing market access into the United
States for Caribbean and Central American
sugar, beef, fruit, vegetable 23 and ethanol?
exports to the United States and established
several mechanisms to link Caribbean exports,

including exports of rum and coffee, with
similar products from Puerto Rico and the
United States.?® In addition, the CBI exempts
beneficiary country products from cumulation
rules used to calculate dumping and deter-
mine if an imported product is materially
injuring a U.S. industry.2® In general, by virtue
of these trade preferences for CBI countries,
the CBERA provided beneficiary CBI countries
preferential access to the U.S. market not
enjoyed by other developing nations.

Supporting Executive Branch Programs

Since the mid-1980s, other U.S. govern-
ment agencies have responded to the passage
of the CBERA by making a number of aid and
financing programs available to eligible
Caribbean Basin countries. These programs,
which have complemented CBI trade prefer-
ences to varying degrees, have been adminis-
tered by the U.S. Agency for International
Development (USAID), the Overseas Private
Investment Corporation (OPIC), the Trade and
Development Agency (TDA), the U.S.
Department of Agriculture (USDA), the State
Department, and the Export-Import Bank
(Eximbank) of the United States. Moreover,
under the Enterprise for the Americas
Initiative (EAI), the U.S. government has sup-
ported Caribbean economic development by
providing debt relief to several Caribbean
Basin countries?” and contributing to the
Inter-American Development Bank’s
Multilateral Investment Fund.??

Tourism Promotion

In addition, as part of the CBI legislation,
Congress enacted several programs to pro-
mote tourism in the Caribbean. Section 222 of
the CBERA authorizes U.S. taxpayers to
deduct the cost of conventions held in the
countries that have signed Tax Information
and Exchange Agreements (TIEA) with the
United States.?? Sections 232 and 233 of the
Caribbean Basin Economic Recovery
Expansion Act (CBEREA) of 1990 required the
Commerce Department to study the regional
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tourism industry and authorized the establish-
ment of customs pre-clearance facilities.3°

Deficiencies in the CBI Program

While these CBI-targeted programs provid-
ed an important framework under which an
enhanced U.S.-Caribbean economic partner-
ship could be created, they failed to address
three key elements of that partnership.

Financing Constraints. First, none of these
programs provided a sustainable mechanism
through which Caribbean investments could
gain access to private capital. This was espe-
cially critical for the Caribbean countries,
many of which suffered from extensive credit
shortages and large debt burdens during the
early 1980s.3! This was a significant constraint
in that, although the trade provisions of the
CBERA established a pattern of export incen-
tives, they did not necessarily facilitate capital
formation, which was critical as a catalyst for
the formation of export enterprises.? While
the original CBERA proposals contained a
financing provision, the version that was ulti-
mately enacted by the Congress in 1983 had
left out those provisions.?? As a resul,
although access to the U.S. market improved
with the passage of the CBERA, many
Caribbean enterprises were not able to take
immediate advantage of that improved access.
In fact, during the first four full years of the
CBERA, from 1984 through 1987, U.S. imports
from CBERA countries actually declined by
more than 30 percent, even though duties on
those imports were lowered.3* It was not until
1992 that U.S. imports from the Caribbean
Basin actually surpassed the import level
established in 1984.%

U.S. official assistance flows helped close
some of the financing gap in the Caribbean
Basin by making funds available for public
sector programs or the implementation of
trade-based economic reform measures. These
programs, however, did not adequately
acddress the credit needs of the private sector,
particularly of small- and medium-sized entre-
preneurs throughout the region. Moreover, as
U S. fiscal realities began to affect the foreign

aid budget, official development assistance
actually played a declining role in supporting
Caribbean economic development, even at the
public sector level. In 1984, U.S. assistance
and export credits to the 24 Caribbean Basin
countries equaled $1.262 billion. By 1994, the
level of assistance had dropped to just over
$544 million, a decline of more than $700 mil-
lion.3® See Table 1 for more information on
declining U.S. bilateral aid flows to the
Caribbean Basin region.

Uncertainty. A second constraint of the
original CBI is that the program by itself had
been unable to generate a significant level of
investment flows into the region. For the first
six years, the CBI faced a 12-year sunset,
making it difficult to attract long-term invest-
ment.?” Although the program has since been
made permanent, Congress can modify or
eliminate it easily without any recourse by
Caribbean countries. The administration also
enjoys the ability to remove a beneficiary
country from the CBI program if that country
fails to meet the eligibility criteria. Similarly,
strong domestic protectionist pressures make
it difficult to modify the CBI to respond to
changes in the U.S.-Caribbean trading regime.
For example, although the implementation of
new trading regimes under the General
Agreement on Tariffs and Trade (GATT) and
the North American Free Trade Agreement
(NAFTA) have eroded many of the trade pref-
erences contained in the basic CBI program,
Congress has been unable to enact legislation
to rectify these growing imbalances.38

Product Coverage. A third weakness of the
CBI is that it excludes some products and
industries, such as apparel and footwear, in
which the region has a comparative advan-
tage. Such product exclusion not only height-
ens investor insecurity in the program, by
reminding them that the program exists at the
discretion of the U.S. Congress, but it also
inadvertently channels investment away from
those products for which the Caribbean
enjoys good export prospects.

Ironically, because Caribbean production
has shifted into those industries specifically

e Fesgy vy
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excluded from the CBI, Caribbean exporters
are now paying higher average duties than
they were paying in 1984. A recent U.S.
International Trade Commission (USITC)
report shows that the average duty paid for
CBI imports was 1.9 percent in 1984 but 11.5
percent in 1994. The USITC attributes this
steady increase in the average duty to the
changing product mix of Caribbean exporters
away from “lower duty items such as petrole-
um products to higher duty goods, such as
wearing apparel.”? Unfortunately, the dynam-
ic shift in production in the Caribbean, com-
bined with the inflexibility of the CBERA,
means that the CBERA duty provisions alone
have had a decreasing impact in support of
Caribbean Basin economic development.

Section 936 as a Response to the CBERA

To a large degree, the Section 936
Caribbean loan program has helped compen-
sate for the shortcomings of the CBERA.
Section 936 funds, which first became avail-
able to the Caribbean in 1988, have filled a
needed gap by providing a growing source of
private sector financing and by enabling
Caribbean countries to adjust to the disci-
plines of market-oriented reforms.4? Similarly,
Section 936 helped alleviate uncertainties of
economic development in the region by
establishing a secure source of capital that
could be made available for medium- and
long-term financing. Because Section 936
funds can be used to finance investment in
industries excluded under the CBERA, such as
petroleum, textiles and apparel, they have
also helped ensure development in these
sectors.

Moreover, Section 936 funds have
advanced the original goals of the CBERA,
especially at the level of the private sector. By
fostering the use of foreign private capital in
the development of a domestic private sector,
the Caribbean loan program established a
working partnership between Caribbean and
foreign business communities. Since many of
the Caribbean countries were working to stim-
ulate their private sectors and undertake pri-

vatization schemes at this time, such a part-
nership has provided a tangible contribution
to Caribbean economic growth. As the pro-
gram has created jobs and fostered trade link-
ages throughout the region, it has secured a
role for the private sector in bolstering social
and political stability.

How the Program Has Worked

In short, the Section 936 Caribbean loan pro-
gram encouraged private funds to be invest-
ed in certain Caribbean Basin countries. It
accomplished this through a multi-tier process
that depended upon the active participation of
U.S. firms investing in Puerto Rico and upon
the participation of the Puerto Rican govern-
ment, the U.S. Treasury Department, and the
Caribbean Basin countries themselves (see
Chart 1 for a pictorial overview).

CBI Eligibility and the Tax Information
Exchange Agreement (TIEA)

To be eligible to receive loans generated
from the Section 936 credit, Caribbean Basin
countries were required to satisfy two basic
criteria.#! First, the country had to be desig-
nated as a beneficiary under the Caribbean
Basin Economic Recovery Act.4? Of the 28
countries that the U.S. president may desig-
nate as CBERA beneficiaries, 24 countries
have been so designated.®3 The four undesig-
nated countries include Anguilla, Cayman
Islands, Suriname, and Turks and Caicos
Islands; Cuba is not included in the list of
designated CBERA beneficiary countries.
Second, the country was required to sign a
Tax Information and Exchange Agreement
(TIEA) with the United States.*¢ To date, 10
CBI beneficiaries have signed the TIEAs:
Barbados (1984), Jamaica (1986), Grenada
(1987), Dominica (1988), Dominican Republic
(1989), Trinidad and Tobago (1990), St. Lucia
(1991), Costa Rica (1991), Honduras (1991),
Guyana (1992).4 Several others — including
Haiti, El Salvador, Nicaragua, Guatemala, and
Belize — have commenced discussions with
the United States but have not yet signed
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TIEAs and, therefore, have not been able to
access this facility.4°

The TIEA is a mutual and reciprocal oblig-
ation to exchange information with the United
States relating to the enforcement of tax
laws.?” In signing a TIEA, a country under-
takes the following commitments:*?

1. Tax information can only be provided
on a government to government level
and cannot be withheld because of
nationality or local nondisclosure laws,

2. Information must be in a form admissi-
ble to U.S. and host government courts,
and

3. Governments must guarantee a method
to require the reporting of tax informa-
tion.

Caribbean governments that sign TIEAs
agree to provide U.S. tax authorities with sig-
nificant access to the tax filings and fiscal
practices of their companies and citizens, and
they may also obtain reciprocal access to U.S.
tax records. In addition, ratification of a TIEA
made a CBI beneficiary eligible to receive
Section 936 funds while making U.S. individu-
als able to deduct expenses of attending con-
ventions in Caribbean Basin countries that
have signed a TIEA. Despite these mutual
benefits, negotiations of TIEAs often meet
with political objections or raise sensitive
questions*® about sovereignty in Caribbean
countries.’® One of the issues raised by
Caribbean Basin governments is that TIEAs
may inhibit the development of offshore
banking centers in the Caribbean, particularly
since the agreements require the elimination
of many banking secrecy laws and instru-
ments.”! As a result of the concerns, some
Caribbean governments that signed the TIEAs
believe they were doing so in a quid pro quo
arrangement under which they would gain
benefits, such as access to Section 936

funds.>?

The Private Sector Role: The Tax Credir
Incentive

The Section 936 funds themselves were
channeled to Caribbean Basin countries as a
result of the incentive structure behind the
overall Section 936 credit. Through the
Section 936 mechanism, firms had an induce-
ment to accumulate profits in Puerto Rico,
while financial institutions were then permit-
ted to apply those funds to Caribbean Basin
investments.

The 936 Credit in Puerto Rico. As noted
earlier, Section 936 has provided U.S. busi-
nesses two kinds of credits for their opera-
tions in Puerto Rico and other U.S. insular
possessions, such as Guam, American Samoa,
and the Virgin Islands. First, they received a
tax credit on the income they earned from
“active” business operations, such as manufac-
turing. Second, they received a credit on the
income earned from qualified investments
made with the profits of the active business
operations. This income is more commonly
known as “qualified possession source invest-
ment income” (QPSID. To qualify as a “936
firm,” a company must have been able to
demonstrate that 80 percent of its income
over a three-year period was derived from
operations in Puerto Rico or other U.S. pos-
sessions and that at least 75 percent of its
income was derived from active business
operations, as opposed to passive invest-
ments.

In establishing a two-part credit on federal
income taxes for companies doing business in
Puerto Rico, Congress created a dual incen-
tive: first, to attract firms to Puerto Rico to cre-
ate jobs and, second, to induce them to keep
their profits there to establish a source of lig-
uidity.>® In general, Section 936 has been
credited with supporting one in 10 jobs in
Puerto Rico as well as over $15 billion in
financial assets, which are available for public
sector, commercial, and individual needs.5

Section 936 has been modified a number
of times. In 1993, the U.S. Congress and
administration took measures to strengthen
the linkage between tax benefits and employ-
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ment creation in Puerto Rico. As part of the
Omnibus Budget Reconciliation Act of 1993,
the credit was subjected to a series of limita-
tions to encourage firms to calculate the
amount of active business credit based on the
level of wages they pay — not on the income
they earn. No changes were made at that time
to the QPSII element of the credit, although
both the House of Representatives and the
Senate had explored proposals to limit the
QPSII tax credit.>®

Nevertheless, several analysts suggested
that changes in the overall credit during 1993
did affect QPSII by altering the incentive
through which firms generated funds for
QPSII accounts. Some predicted as much as a
35 to 40 percent drop by 1998 of available
QPSII funds.>® They noted that the incentive
under the pre-1993 scheme was directed at
making profits, while the incentive under the
1993 plan was modified to promote the pay-
ing of wages. This change removed the tax
incentive on making a profit, which was the
foundation for the QPSII funds. Without that
incentive working properly, companies were
not rewarded for maintaining active contribu-
tions to their QPSII accounts.

Most recently, in the Small Business Job
Protection Act of 1996, Congress repealed the
Section 936 credit for taxable years beginning
after December 31, 1995.57 Although Congress
established a 10-year grandfather period for
existing users of the active portion of the
credit, the value of the credit is phased out
completely over the 10-year period. As noted
above, the element of the credit providing for
QPSII income was not included in the phase-
out period. Furthermore, Congress codified
the provisions governing the grandfather peri-
od and the phase-out period in a new section
30A of the Internal Revenue Code.%®

The 936 Credit in the Caribbean. While the
credit has remained targeted on Puerto Rico,
the Tax Reform Act of 1986 changed the
QPSII provision to permit the use of QPSII
funds to finance qualifying projects — either
active business assets or development projects
— in eligible Caribbean Basin countries. The

1986 Act and a subsequent modification made
by the CBERA of 1990 require the Puerto
Rican government to “take such steps as may
be necessary to ensure that at least $100 mil-
lion” of QPSII income is used in new CBI
projects each year.

Through these changes, Congress effec-
tively created a “window” for Caribbean
financing, using funds created through this
credit. These modifications established a facility
— the Section 936 Caribbean loan program —
to allow banks and other lending institutions
to use the invested profits of Section 936 com-
panies to finance Caribbean economic devel-
opment. At the same time, these modifications
created a way for other companies, both U.S.
and foreign, to obtain low-cost financing for
their Caribbean projects. This lending program
was possible because the tax-free status of the
underlying funds allowed banks and other
financial intermediaries to charge lower inter-
est rates than would otherwise have been
available on the market for Caribbean pro-
jects. The Puerto Rican State Department esti-
mated that Section 936 loans were made avail-
able at 1 to 2 percentage points below com-
mercial rates, resulting in a 20-percent savings
of financing costs.?® Under this system, U.S.
firms were still able to make a healthy profit
while investors in Caribbean countries could
gain access to capital at affordable rates.®®

A basic model that emerged allowed firms
to deposit their funds in Puerto Rican com-
mercial or merchant banks, which could then
loan those funds to investors or developers in
the Caribbean. In addition, several develop-
ment institutions, including the Government
Development Bank of Puerto Rico (GDB), the
Puerto Rico Economic Development Bank,
and the Commonwealth Development
Corporation Puerto Rico, Inc. (CDCPR), were
empowered to make Section 936 loans avail-
able to eligible borrowers.

A number of financing schemes, supported
to varying degrees by the public sector, have
been developed to help both investors and
borrowers maximize their use of the 936
funds. In 1990, the Puerto Rican government
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chartered the Caribbean Basin Financing
Authority (CARIFA) to finance medium- and
large-sized projects in eligible CBI countries.
CARIFA, a public corporation that is guaran-
teed by the Puerto Rican government, can
issue bonds or provide loan guarantees for
qualified projects. Since 1990, CARIFA bond
issues have financed over $650 million in
investment in 12 projects in seven of the eligi-
ble Caribbean countries. Jamaica, Trinidad and
Tobago, and Honduras have been the largest
beneficiaries of CARIFA bond financing.®!

In contrast, a second financing scheme
focused on small enterprises. In 1991, a group
of 28 U.S. companies operating in Puerto Rico
under Section 9306 established the Caribbean
Basin Partners for Progress, Ltd. (CBPP) to
provide loans to small- and medium-sized
projects (of up to $10 million per project).
Since its inception, the CBPP has been one of
the major success stories of the Caribbean
loan program, primarily by channeling funds
to a large number of small projects through-
out the region. During the last four years,
CBPP has been involved in roughly half of all
Section 936 loans, making a total of 63 loans
with an average loan amount of $556,538.62

A third financing scheme through which
Section 936 funds have been used to support
economic development in the Caribbean
Basin is an indirect financing mechanism
known as the “twin-plant” program. Under
this program, which has been encouraged
both by the Puerto Rican government and the
CBERA,% a company was able to use Section
936 funds to establish two plants — one plant
in Puerto Rico and one plant in a partner
Caribbean country — to produce a single
product. The Puerto Rican government has
encouraged such production sharing ventures
as a way of taking advantage of complemen-
tary Puerto Rican and Caribbean technology
and skills. In general, because Caribbean
labor rates are cheaper than in Puerto Rico,
the labor-intensive phases of joint production
ventures tendd to be located in the Caribbean
partner countries % The program differs from
the rest of the Caribbean loan program in one
critical way, The partner CBI country was not

required to be a signatory to the TIEA, pri-
marily because the intention of the twin-plant
mechanism was to facilitate investment in
Puerto Rico. As a result, the twin-plant initia-
tive has permitted Section 936 funds to be
used to support economic development, albeit
at extremely low levels, in four non-TIEA
countries. In total, complementary production
with Puerto Rico has played a part in neznly
one-third of all Section 936 loan projects.”

Puerto Rican and U.S. Government
Regulations

The other elements of the Section 936
partnership included the Puerto Rican govern-
ment and the U.S. Treasury Department,
which established the regulations and guide-
lines and in some cases made the approvals
for financing using Section 936 funds.
Ironically, as the program emerged into a pri-
vate-to-private financing mechanism, the
involvement of the Puerto Rican and U.S. gov-
ernments often inadvertently complicated the
process.

The Treasury Department's role consisted
of establishing parameters for the program
and taking the lead in negotiating and imple-
menting the Tax Information and Exchange
Agreements. The Treasury Department issued
a number of regulations governing the basic
Section 9306 credit and the use of funds under
the Caribbean loan program. In general,
Treasury regulations define qualified projects,
in which Section 936 funds may be invested,
as “lawful industrial or commercial activity
that is conducted as an active trade or busi-
ness in a qualified Caribbean Basin country.”
Additional regulations outline due diligence
procedures, define eligible financial institu-
tions, and establish financing and application
requirements. By way of example, a recent
Treasury regulation on the Section 936
Caribbean loan program. which was issued on
May 13, 1992, specified the following general
guidelines and eligibility criteria for develop-
ment projects, includirig privatizations;“°
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- Acquisition of real property is eligible
only if acquired in connection with a
government-backed development pro-
ject or USAID or OPIC-approved priva-
tization.

2. Section 936 funds can be used for con-
struction, rehabilitation, improvement,
or upgrading of real property.

3. Privatizations are eligible for 936 financ-
ing as long as the government owned
the asset for a three-year period prior to
privatization and had completely divest-
ed itself of all ownership during the pri-
vatization.

4. Projects must have a neutral or positive
impact on the Puerto Rican economy
and a positive impact in the CBERA
country.

5. The borrower must take title of proper-
ty being financed and must use the
property predominantly in a CBERA
country.

6. Section 936 funds can be used for fol-
lowing development projects and
expenditures:

a. transportation, communication, and
sewage facilities;

b. industrial parks (including power
plants);

c. oil and gas exploration;

d. purchase of machinery and farming
equipment;

e. tourism development; and

f. incidental expenditures (including up
to 3.5 percent of cost of arranging
financing).

In addition, the Department of Treasury
and the Office of Management and Budget
(OMB) have issued guidance from time to
time as to how Section 936 funds can be used
in connection with other U.S. government
financing mechanisms and guarantees, includ-
ing the Overseas Private Investment
Corporation (OPIC). Since January 1993, the
OMB has prohibited the use of U.S. govern-
ment guarantees to finance Section 936 funds.
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This decision was prompted by a concern that
U.S. taxpayer guarantees for tax-exempt funds
amount to a “double dip” at the taxpayers’
expense.’ Many borrowers of Section 936
funds decried this decision, largely because
the lack of U.S. government guarantees made
financing difficult to obtain for small to medi-
um projects.%8

For its part, the Puerto Rican government,
using the authority in Section 936(4), created
a Caribbean Development Program through
which it promulgated regulations governing
the application for and disbursement of such
funds to qualified Caribbean Basin projects. In
general, the Puerto Rican government exer-
cised this authority to maximize the way in
which Section 936 funds would benefit Puerto
Rico. Although Section 936(4)(d) mandated
the Puerto Rican government to channel at
least $100 million to the Caribbean annually,
the Puerto Rican government had consider-
able flexibility in determining how those
funds were to be channeled. For example,
throughout 1993, in response to changes pro-
posed to Section 936 by Congress and the
Clinton administration, the Puerto Rican gov-
ernment issued a series of regulations to
restrict and modify the use of Section 936
funds for Caribbean countries. Initially, out of
concern that Section 936 might be terminated
or significantly weakened, the Puerto Rican
government froze new applications on May
19, 1993, for Section 936 loans to the
Caribbean in excess of $5 million.

The purpose of this step was twofold.
First, it provided a breaking mechanism to
prevent large projects from exhausting avail-
able 936 resources if the credit were terminat-
ed. Second, it sent a political signal to
Caribbean heads of state to lobby for the
preservation of Section 936 QPSII credits. In
fact, Puerto Rican Governor Rossello pledged
to double the $200 million per year lending
commitment if Caribbean countries lobbied to
save Section 936.% Many Caribbean Basin
countries lobbied to preserve Section 936, and
Rossello eventually made good on this
pledge. He announced a doubling of the
commitment several months after President
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Clinton signed into law a compromise pre-
serving much of the Section 936 credit as part
of the 1993 Omnibus Balanced Budget Act.”®

In addition, the Rossello administration
issued a new set of regulations in 1993 that
established lending limits on many 936 loans
to the Caribbean. Under the new guidelines,
which also streamlined the application
process, new loans were subject to the fol-
lowing limitations:”}

1. A $75 million cap on new projects.

2. A prohibition on financing of tourism
projects that fail to meet one of the fol-
lowing three criteria:

a. the project is under $1 million,

b. the project is certified by the Puerto
Rican government as not competing
with the Puerto Rican tourism indus-

try, or

c. the investor develops a tourism pro-
ject in Puerto Rico equivalent to 150
percent of the cost of the proposed
Caribbean tourism project. (This cri-
teria was dubbed the “twin bed” pol-
icy.)

At the time, both limitations came under
sharp criticism from Caribbean leaders and
businesses.”? Some felt that the per project
cap of $75 million would kill a number of
mega-projects that were already in the
pipeline or force those projects to seek co-
financing elsewhere. Although funding for
large-scale projects remained relatively con-
stant through 1995, it is possible that a num-
ber of large deals were never consummated
because of the cap. Since the restrictions took
effect, only three large-scale projects were
funded: a $101 million power project in
Jamaica and two $75 million oil and gas pro-
jects in Trinidad and Tobago. Before the
restrictions, however, four projects were fund-
ed at or above the $75 million level.”?

Other criticisms were leveled at the
tourism restrictions, including the so-called
“twin bed” policy, which required the 150
percent co-investment in Puerto Rico.
Whether it was intended to stimulate such co-

investment or discourage tourism develop-
ment in the Caribbean, the new policy effec-
tively killed Section 936 funding for large-
scale resort ventures and may have actually
acted as a catalyst for small-scale tourism pro-
jects. From 1988 until 1993, when the regula-
tions were implemented, five of the nine
tourism projects funded with 936 loans
exceeded the $1 million threshold. During the
next two years, although the overall number
of tourism projects increased to 12, only two
projects exceeded $1 million.”4

Benefits of the Program to the
United States and the Caribbean’

By all accounts, the Section 936 Caribbean |

loan program has been an overall suc-
cess. Through 1995, the program supported
178 projects in the 10 TIEA countries. On
loans of $1.28 billion, the program has gener-
ated an estimated $2.08 billion in investment
and nearly 37,000 jobs. This figure is slightly
higher when the non-TIEA countries, through
the twin-plant program, are factored into the
equation.”® Table 2 provides further informa-
tion on the use of Section 936 funds in TIEA
countries. Table 3 reprints the Puerto Rican
State Department’s list (as of December 29,
1995) of CBI projects financed with Section
936 loans.

Since it was made available to the
Caribbean, the Caribbean loan program has
made a significant contribution to the eco-
nomic development of the entire Caribbean
Basin and to the United States by providing
financing to facilitate increased trade and
investment. Overall, the impact of this provi-
sion has been considerable since it has result-
ed in increased U.S.-Caribbean trade and
investment and has promoted economic
growth, employment, and more effective
cooperation throughout the region. There are
three major ways in which the Caribbean loan
program has had positive tangible impacts on
the region: It has 1) expanded U.S.-Caribbean
trade, 2) promoted greater development of
the Caribbean, and 3) promoted greater
regional stability.

B AN S i G R o,
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Expanded U.S.-Caribbean Trade

The Caribbean loan program provided a
source of capital to allow businesses to take
advantage of CBERA trade opportunities. In
many ways, 936 funds have been the fuel of
the CBI engine. The result has been an
unprecedented expansion of trade between
the Caribbean and the United States with the
following results:””

1. Currently, the U.S.-Caribbean commer-
cial relationship supports more than
300,000 jobs in the United States and
tens of thousands more throughout the
Caribbean. During the past decade, the
Caribbean Basin relationship has created
roughly 18,000 jobs per year in the
United States. (See Table 4 for more
information on employment generation
in the CBIL.)

. The Caribbean Basin is now the tenth-
largest export market for the United
States, surpassing countries such as
China and Singapore.

3. The Caribbean Basin is one of the few
regions in the world where U.S.
exporters maintain trade surpluses (see
Table 5 for more information). In 1995,
the tenth consecutive year for which the
United States recorded a trade surplus
with the Caribbean Basin, that surplus
equaled $2.6 billion.

4. In 1995, U.S. exports to the region sur-
passed $15.3 billion, resulting in a 160
percent increase in U.S. exports during
a 10-year period. Although the benefits
have been concentrated in Florida and
other coastal areas, every state in the
union has benefited from this relation-
ship.

5. In 1995, U.S. imports from the region
reached $12.6 billion, completing a 10-
year growth rate of nearly 100 percent.

This beneficial trade-based relationship has
flourished primarily because of natural com-
plementarities that exist between the United
States and the Caribbean. Many Caribbean
economies do not have the capacity to pro-

3]

duce capital goods or high-tech equipment,
while the United States finds itself in a less
favorable position to manufacture labor-inten-
sive products that can compete on the world
market. To tap the resources of both the
United States and the Caribbean, many firms
have set up production facilities in both
regions. As a result, there has emerged a sub-
stantial trade interdependence between the 24
CBERA nations and the United States. In prac-
tical terms, approximately 60 cents of each
dollar spent by investors or consumers in the
Caribbean Basin is ultimately used to pur-
chase U.S. goods and services. In comparison,
only about 10 cents of each dollar spent in
Asia is spent on U.S. products.”®

Linking the regional trade figures to the
Caribbean loan program provides clear evi-
dence of the impact of the program on the
United States. Through 1995, the program
generated more than $2 billion of investments
in the CBI region. Since 60 cents of each of
those investment dollars has found its way
back to the United States, Section 936 funds
have generated about $1.2 billion in U.S.
exports over the last eight years. Using the
Commerce Department figure that each $1 bil-
lion in new exports generates an additional
20,000 US. jobs,” this level of exports has
generated about 24,000 U.S. jobs.

Aside from simply generating stronger
trade between the United States and the
Caribbean, resulting in more jobs in both
regions, the Caribbean loan program has
helped bring about a number of specific ben-
efits that have contributed to the overall
development of the Caribbean Basin region.

Promoted Caribbean Development

As the Caribbean economies undergo
major economic changes and adopt export-
oriented growth policies led by the private
sector, their need for investment funds
becomes acute. Countries in the Caribbean
have been able to draw on the pool of capital
from Section 936 funds to promote growth
through the expansion of private investment
and to finance critical public sector develop-
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ment projects. Section 936 financing has
helped strengthen the economies of each eli-
gible Caribbean Basin country. Section 936
funds have financed investments that have
been critical in the creation of jobs, the instal-
lation of productive capacity, and the produc-
tion of goods and services. The specific ways
in which 936 funds contributed to Caribbean
development and thereby increased U.S.-
Caribbean trade are through a) increased
investment, b) improved infrastructure,

¢) privatized public enterprises, d) increased
foreign exchange earnings, e) expanded food
supply, and f) increased employment. These
contributions to development and increased
U.S.-Caribbean trade are discussed below.

Increased Investment. During the past
decade, many Caribbean governments have
implemented comprehensive economic reform
programs that involved the removal of barriers
and impediments to the operation of the mar-
ket. These changes resulted in the creation of
economies oriented toward the private sector
that depend upon diverse sources of invest-
ment to accelerate and sustain economic
growth. Section 936 funds have been impor-
tant in funding public sector development
projects, including privatizations and private
sector investments since 1988. These funds
have been particularly valuable because they
were available in foreign exchange and, there-
fore, alleviated the foreign exchange con-
straints faced by many Caribbean nations.
Table 6 shows that 936 funds were the third-
largest source of capital inflows in TIEA signa-
tory countries in 1993, accounting for nearly
16 percent of total inflows during that year.

These funds took on an added importance
because U.S. official development assistance
and economic support to the Caribbean Basin
have declined precipitously since the mid-
1980s. Section 936 funds have helped fill this
gap and, in so doing, have supported vital
development efforts. As noted before, Table 1
shows how aid to Caribbean Basin countries
has declined by 56.89 percent from 1984 to
1994. This funding drop-off is even more pro-
nounced for the TIEA countries, which have

experienced a 72.52 percent decline in aid
during the same period.

Improved Infrastructure. The resources
provided by 936 funds have made substantial
contributions to rehabilitating and upgrading
infrastructure, enhancing the productivity of
private investments, and improving export
competitiveness. For example, the trans-
Caribbean telephone cable system and a
series of modernization projects within the
Barbados and Grenada telephone companies
were financed through Section 936 funds.
Such activities strengthen the region’s commu-
nication links and provide the countries with
state-of-the-art service and equipment, thus
stimulating more effective commercial dis-
course. Moreover, Air Jamaica received $51
million in 936 funds to acquire two aircraft
that are now used for high density flights
between Jamaica and the United States.
Trinidad and Tobago has seen much of its
loan portfolio of 936 funds used on infrastruc-
ture for natural gas exploration and petrole-
um-related construction to help it develop its
abundant fossil fuel resources.

Privatizated Public Enterprises. Money
from the 936 loan facility has helped to fund
privatization programs, which are key to the
long-term health of the private sector and
which reduce the drain of scarce fiscal
resources from government budgets. By sup-
porting privatization schemes, Section 936
funds have facilitated reforms to reduce the
presence of government in the economy and
stimulate the activity of public enterprise.
Privatizations have been especially important
in tourism development. Hotel privatization
programs, such as the Wyndham Rose Hall in
Jamaica, led to more efficient management,
expanded employment, and significant increas-
es in revenue generated by that property.

Increased Foreign Exchange Earnings. The
936 funds have provided foreign exchange
inflows that have helped stabilize regional
exchange rates while cutting foreign exchange
costs of needed external financing. Moreover,
many 936-financed projects have generated
additional foreign exchange earnings by
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expanding export capacity through improved
efficiency in the tourism sector, such as the
refurbishing of Mallards Beach and Americana
Hotels in Jamaica. In traditional sectors, such
as the reorganization of the wood and sugar
processing industries in Honduras; or in
assembly industries, such as textile and appar-
el manufacture in Costa Rica and the
Dominican Republic.

Expanded Food Supply. Section 936 funds
have been used for small-holder farms as well
as large estates and have supported invest-
ment in agricultural and food processing. In
particular, the agricultural sector has been
able to utilize these funds to expand its pro-
ductive capacity, such as the expansion and
modernization of broiler meat and hatching
egg facilities in Costa Rica and the establish-
ment of a cardboard box factory in Dominica
to supply that country’s banana industry and
manufacturing sector. As these industries
develop, Caribbean Basin countries become
more self-sufficient in food products while
producing higher value-added goods.

Increased Employment. As noted above,
the projects financed with 936 funds both in
the public and private sector have directly,
and through their multiplier effects, created
thousands of new jobs across a range of skill
categories. Employment creation for many
Caribbean Basin countries, some of which
have unemployment levels of 20 to 30 per-
cent, has a powerful symbolic and tangible
effect on national development.

Promoted Regional Stability

The Section 936 Caribbean lending facility
served as a suitable policy mechanism to
enhance social and political stability and bol-
ster democratic traditions and institutions
throughout the region. In fact, this view was
embraced as one of the driving rationales for
the CBERA program and for the extension of
the Caribbean loan program to the CBERA. In
the findings of the Caribbean Basin Economic
Recovery Expansion Act of 1990, which set
the $100 million floor for Caribbean invest-
ment using Section 936 funds, the U.S.
Congress reaffirmed that “a stable political

and economic climate in the Caribbean region
is necessary for the development of the coun-
tries in that region and for the security and
economic interests of the United States.”®”

Specifically, by fostering employment and
economic opportunity in Caribbean countries,
the Caribbean loan program played a role in
discouraging migration from the Caribbean
Basin to the United States. From 1981 to 1988,
emigration from Caribbean Basin countries to
the United States represented 47 percent of all
emigration in the Western Hemisphere, more
than three times the region’s share of the
hemisphere’s population.?! In the 1990s, emi-
gration (for the United States, immigration)
problems continued to be an important factor
in U.S.-Caribbean relations, as the United
States had to deal with twin immigration
crises from Haiti and Cuba, two of the most
economically disadvantaged countries in the
region.

Economic stability also strengthens the
ability of Caribbean countries to fight nar-
cotics and drug trafficking. While counter-nar-
cotics programs should focus on accepted
strategies — destruction of crops and pro-
cessing facilities, interdiction efforts, public
education, and the criminalization of money
laundering — more attention and resources
must also be devoted to providing jobs and
economic activity as an alternative to involve-
ment in drug trafficking.®? In Jamaica, Section
936 funds have been particularly effective at
targeting low-income residents, both in pro-
viding employment opportunities and in
improving their access to social services. For
example, the construction of 750 low-cost
prefabricated housing units, which were man-
ufactured in Puerto Rico and assembled and
installed in Jamaica, added significantly to the
low-income housing stock while creating local
jobs.

On a related note, the Caribbean loan pro-
gram, by encouraging the signing of Tax
Information and Exchange Agreements, direct-
ly supported efforts to fight drug traffickers by
discouraging money laundering and tax eva-
sion. It also encouraged Caribbean govern-
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ments to adopt good governance and trans-
parency reforms, furthering a key U.S. policy
goal in the region. As Caribbean countries
develop cooperative relationships with the
United States and establish a precedent for the
sharing of information on tax cases, they will
gain confidence and develop mechanisms
needed to confront international drug traffick-
ers and money launderers. By taking such
actions, Caribbean countries will also be more
likely to resist the kinds of narco-corruption
that have plagued many poorer countries.

Recommendations and Outlook

learly, the loss of the Section 936

Caribbean loan facility will create a large
gap in Caribbean financing needs, undermin-
ing a2 number of policy objectives in the over-
all U.S.-Caribbean economic relationship.®3
Although the U.S. Congress has now enacted
a law to phase out Section 936 over ten years
and to eliminate immediately the credit ele-
ment that finances Caribbean development, it
can still develop a policy to compensate for
the loss of this program. In fact, Congress has
left the door open for such a possibility by
declaring in the report accompanying the
Section 936 repeal language that “The
Conferees continue to support efforts further-
ing stable commercial and economic relations
in that region.”8* Congress and the current
administration can take several important
steps in this regard.

Reestablish a Tax-Based Caribbean Financing
Facility Independent of Any Residual Puerto
Rico Tax Credils

As it was financed through the Puerto
Rican tax credit and was administered by the
Puerto Rican government, the Section 936
Caribbean loan program was often seen pri-
marily as a “Puerto Rican issue.” Accordingly,
it was often lost in the debate over Puerto
Rican economic development or political affil-
jation with the United States. Members of the
U.S. Congress and the Clinton administration
typically viewed Section 936 and all its ele-

ments by assessing the credit’s impact on
Puerto Rico. As long as the Puerto Rican gov-
ernment was willing to defend Section 930,
the entire credit program had a good chance
for survival. When the Puerto Rican govern-
ment decided otherwise, some members of
Congress chose to adopt the Puerto Rican
government’s recommended changes, a politi-
cally expedient alternative.

While it is important to recognize and
maintain Puerto Rican-Caribbean economic
and trade links, that relationship should not
serve as the guardian for the entire U.S.-
Caribbean relationship. The program evolved
as an offshoot of a minor Puerto Rico-based
lending facility to become a major source of
financing for the Caribbean region. Any effort
to revive the Section 936 Caribbean loan facil-
ity should recognize it as a Caribbean Basin
institution. Not only will such a modification
distance the Caribbean loan program from
Puerto Rican politics in Washington, D.C., but
also it will insulate the Caribbean from the
public debate over the impact of pharmaceuti-
cal companies and the wage credit in Puerto
Rico.

A stronger Caribbean identity could be fos-
tered by shifting the QPSII provisions (which
provided the incentive behind the Caribbean
lending program) to another location in the
U.S. tax code, severing the link with the
Puerto Rican tax credit. As noted, the 10-year
phase out of the Section 936 credit is effected
by repealing Section 936 and creating a new
Section 30A Puerto Rican Economic Activity
Credit. While this “new” credit is expected to
be discontinued after ten years, it serves to
remove the Puerto Rican credit from the
Section 936 nomenclature. A similar device
could be employed in the resurrection of the
QPSII provisions, through the creation of a
“Section 30B Caribbean Basin Enterprise
Facility” to emphasize the Caribbean nature of
the program. In this way, individuals, whether
they are business officials or tax legislators in
Congress, will develop a better understanding
of and appreciation for this program’s impact
on the Caribbean.
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Maintain Caribbean-Puerto Rican Economic
Linkages

At the same time, the Caribbean-Puerto
Rican trade partnership should be encourzged
and strengthened. With exports of $811.1 mil-
lion to the Caribbean during 1995, Puerto
Rico remains one of the largest suppliers of
goods and services to the Caribbean. In fact,
were Puerto Rico a state, it would be the fifth-
largest exporting state to the Caribbean, after
Florida, Texas, Louisiana, and North
Carolina.® One way to accomplish strong
Caribbean-Puerto Rican links would be
through the retention of the twin-plant pro-
gram. Although such a program is targeted at
Puerto Rican economic growth, the twin-plant
relationship is an important element of the
Caribbean-Puerto Rican trade partnership.
Combining Puerto Rican technology and skills
with Caribbean labor would generate employ-
ment in both Puerto Rico and the Caribbean
and enable Puerto Rican industries to manu-
facture more competitive products for the U.S.
and international markets. Even though the
current credit that supports the twin-plant pro-
gram has been repealed, such twin plants are
still encouraged by the CBERA, which permits
the use of Puerto Rican value-added to count
toward CBI rule-of-origin requirements.5¢
Moreover, the Puerto Rican government could
continue to support twin plants through a
Puerto Rican government tax credit.

Seek Alternative Administration of the Section
936 Caribbean Loan Program

A problem related to Section 936 was that
Puerto Rican authorities did not always
administer it according to the best interests of
the Caribbean Basin. To be fair, the Rossello
administration fought to support the Section
936 Caribbean loan program, most recently by
recommending the retention of a Caribbean
loan facility as part of an overhaul of Section
936;%7 it also doubled the size of the
Caribbean lending program. However, the
1993 near-cessation of lending operations and
the subsequent imposition of caps and lend-
ing prohibitions suggested that the Caribbean

lending program was subordinate to Puerto
Rican economic goals. Some observers ques-
tioned whether the Puerto Rican government
saw the Caribbean lending program as an
inconvenience.%8

If the program is to be continued as a
viable mechanism for the Caribbean, it must
be administered so that Caribbean interests
are a priority. The U.S. Congress and Clinton
administration should explore moving the
administration of the Caribbean loan program
to an established multilateral financial institu-
tion, such as the Inter-American Development
Bank. Alternatively, to reinforce the private
sector nature of the facility, the program
could be administered by a private entity or a
consortium of banks. The Caribbean Basin
Partners for Progress program provides a
good precedent for such an operation.

Broaden the Participation of Other CBI
Countries

Any efforts to revive this Caribbean loan
program should also involve efforts to encour-
age other CBI countries to become beneficia-
ries of the program. Broadening the participa-
tion will strengthen the CBI and further U.S.
goals of economic development and political
stability in the region. Putting the program on
a sound, permanent basis will likely reduce
much of the uncertainty that has been associ-
ated with it. Such an action would encourage
countries to complete negotiations on the
TIEA, while signaling those who have already
negotiated an agreement that the underlying
diplomatic obligations remain sound.

Diversify Caribbean Financing Sources

A long-term goal must also involve the
diversification of Caribbean Basin financing
sources. The U.S. Congress’s ability to elimi-
nate nearly 20 percent of private sector
financing for 10 Caribbean Basin countries
underscores the need for broader and more
varied sources of investment capital. While a
revived or reconstituted Caribbean loan pro-
gram is important, tax credit-based programs
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can easily be amended by U.S. congressional
action and, therefore, are not very stable. The
United States can play a role in helping to
diversify Caribbean funding vehicles by sup-
porting the creation of equity funds through
such entities as OPIC and the Trade and
Development Agency. The United States and
other developed countries can also advance
these efforts through their continued support
of multilateral financing facilities, such as the
Multilateral Investment Fund (MIF), the
InterAmerican Investment Corporation, and
the International Financial Corporation (IFC).
Similarly, care must be taken to ensure that
aid programs in the region can be restruc-
tured to accommodate this financing gap.

Strengthen Collateral U.S.-Caribbean Trade
Relationship

It is imperative that any effort to rebuild
Caribbean Basin financing mechanisms be
undertaken only in the context of broader
U.S.-Caribbean relations.?® Currently, the
Clinton administration and the Congress
appear unable to take a holistic approach to
the range of Caribbean issues and are devel-
oping U.S.-Caribbean policy in a piecemeal
approach. Ideally, a plan to salvage the
Caribbean loan program would be harmo-
nious with other policies to improve
Caribbean Basin products’ access to the U.S.
market vis-a-vis NAFTA?? or with an agree-
ment that would preserve Caribbean market
share in the European Union’s (EU) banana
market.?!

Conclusion

Ironically, President Clinton approved the
repeal of the Section 936 Caribbean loan
program exactly six years after President Bush
approved the law establishing the $100 mil-
lion per year floor for the Section 936
Caribbean loan program. By allowing such an
important Caribbean program to be disman-
tled as a result of an unrelated budget debate,
the U.S. government has inadvertently sig-
naled diminished U.S. interest in the region.

U.S. and Caribbean interests would be bet-
ter served by looking for ways to strengthen
healthy U.S.-Caribbean ties. U.S. and
Caribbean policymakers should work toward
reversing this most recent action so that a
more effective Caribbean loan program can
be established. Moreover, business leaders
throughout the region should develop alterna-
tive financing sources to broaden the funding
base to support economic development in all
Caribbean Basin countries. Finally, the United
States should take a fresh look at Caribbean
trade initiatives to bolster the U.S.-Caribbean
relationship in order to respond to recent
changes in the international trade regime.

The U.S. Congress has long recognized the
United States’ ongoing interest in promoting
stable economic relations with the Caribbean.
The Caribbean Section 936 lending program
was a prime manifestation of that interest, as
it operated according to the original intentions
of the U.S. Congress. By making a significant
contribution to financing investments in the
Caribbean, the program stimulated economic
development, expanded U.S.-Caribbean trade,
and supported regional stability and coopera-
tion. Ensuring continued access to such finan-
cial resources for Caribbean countries is vital,
not only in sustaining Caribbean prosperity
but also in maintaining a sound and stable
U.S.-Caribbean partnership.
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Table 1 Table 2
U.S. Assistance to CBI Beneficiary Section 936 Investment Activity in Eligible
and TIEA Countries Caribbean Basin Countries!
(millions of US dollars; fiscal year basis) (1988 — 1995)
Percent CBI Date Qualified Total No.of CBI
Country 1984 1988 1992 1994 Change Country Eligible Loans? Invest Pro-  Jobs
Bahamas 00 01 11 07 na. ment> jects Created
Barbados 4.4 0.0 0.0 0.1 97.73 Barbados 1984 51.1 52.1 7 249
Belize 6.0 15.4 10.2 4.0 -33 33 Costa Rica 1991 70.3 2317 44 11,618
Costa Rica 1811 1206  33.0 122 -93.26 Dominica 1988 21 21 1 50
Dom. Dominican
Republic* 1045 509 243 91.4 21254 Republic 1989  168.7 2739 75 19,524
El Salvador 4125 3956 2914 572  -8613  Grenada 1987 120  17.8 6 273
Grenada 494 01 0 01 9980  Guyana 1992 0.6 0.9 1 n.a.
Guatemala 202 141.6 629 678 23564 Honduras 1991 1683  215.2 16 3,633
Guyana 0.0 7.0 8.0 95 na. Jamaica 1986 434.8 577.9 19 1,194
Haiti 47.6 40.3 51 106.0 122.69 St. Lucia 1991 1.5 2.0 2 30
Honduras 1727 1981 957  47.8 -72.32 Trinidad and p
7
Jamaica 1162 823 800 326 7194  Jobago 1990 3 62 709'2 / ; 222
Nicaragua 01 04 749 931 9300000  rotals 1,276.4 2,0826 178 36,79
74 4 ! Eligible Caribbean Basin Initiative (CBI) countries are coun-
Panama 258 1.2 271 6.6 74.42 tries who have signed a Tax Information Exchange Agreement
Trinidad and (TIEA) with the United States, “Date eligible” indicates the date
Tobago 39.0 0.1 0.5 0.1 -99.74 the country signed the TIEA.
Central American ? Figures for Qualified Loans and Total Investments are calcu-
Regional 15.5 58.6 12.4 6.9 5548 lated in millions of dollars.
. Source: Statistical and Graphic Summary (as of December 29,
Canbbean 1995), Caribbean Development Program, Bureau of Caribbean
Regional 66.8 46.1 29.6 7.9 -88.17 Basin Affairs, Department of State of Puerto Rico.

Total CBI 1,261.8 1,167.4 802.1 544.0 -56.89
Total TIEA 734.1 5142 2711 201.7 -72.52
Note:  Countries included are based on CBI Beneficiary status
as of 1996. TIEA countries have signed Tax Information
Exchange Agreements.

source: U.S. Overseds Loans and Grants.: Series of Yearly Data,
Volume I Latin America and Caribbean, FY 1946 - FY 1994.

* Dominican Republic figures for 1994 include $71.7 million in
capitalized interest on prior loans.
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Table 3

Financing Program of the Caribbean Basin Initiative
PROJECTS LISTED BY CALENDAR YEAR

(not including complementary plants)

(in US dollars)

Projects Financed with Qualified Funds in 1988

Jobs Loans of
Created Qualified Total
Project Country Industry in CBI Funds  Investment Bank
ABC Container* Dominica Paper & Allied Products 50 2,100,000 2,100,000  Citbank
1DC Transhore Jamaica Low income housing n.a. 8,700,000 8,700,000 GDB
TOTAL 2 50 10,800,000 10,800,000
Projects Financed with Qualified Funds in 1989
) Jobs Loans of
Created Qualified Total
Project Country Industry in CBI Funds Investment Bank
Air Jamaica Jamaica Services 30 51,000,000 57,000,000  Drexel
Transcaribbean Cable  Jamaica Services na. 17,000,000 17,000,000  Chase
TOTAL 2 30 68,000,000 74,000,000
Projects Financed with Qualified Funds in 1990
o Jobs Loans of
Created Qualified Total
Project Country Industry in CBI Funds Investment Bank
Barbados Tel. Co. Barbados Infrastructure na. 13,000,000 13,000,000  Scotiabank
Supphire Beach USVI Tourism 200 9,135,000 9,135,000  Citibank
Rosehall Montego Bay  Jumaica Tourism n.a. 10,000,000 35,400,000  Chase
Jamaica Tel. Co. ] Jamaica Telecommunications 125 22,000,000 22,000,000  Scotiabank
Metaldom Dom. Rep. Metals & relared products 240 27,500,000 27,500,000  Scotiabank
Seaboard Dom. Rep.  Infrastructure 24 18,000,000 22,500,000  Chase
Phoenix Park Trintdad Petroleum refining 50 7 80.000,000 80,000,000  Citibank
TOTAL 7 639 179,635,000 209,535,000

Note: "Exceptinns
respesavely ey

sithouah Searle Costa Rica, Ine. and ABC Container are complementary plants Iocated in Costa Rica and Dominica,
are included o this bst because these projects ire also “qualified investments” financed with qualified funds.
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Table 3 continued
PROJECTS LISTED BY CALENDAR YEAR
(not including complementary plants)

Projects Financed with Qualified Funds in 1991

Jobs Loans of

Created Qualified Total
Project Country Industry in CBI Funds Investment Bank
Barbados Tel. Co. Ltd.  Barbados Infrastructure 132 22,000,000 22,000,000 Bankers Trust Caribe
Inversiones Cen-Am Costa Rica Agribusiness 140 300,000 600,000 Partners/Chase/LAAD
Searle Pharmaceuticals® Costa Rica Chemical & allied prods. 33 1,628,000 2,000,000 Citibank
Grenada Telephone Grenada Telecommunications 40 8,000,000 8,220,000 Bankers Trust Caribe
Alcan Jamaica Metal & allied prods. na. 60,000,000 60,000,000 Citibank
Alpart Jamaica Metal & allied prods. 75 60,000,000 60,000,000  Paine Webber
Jamaica Broilers Jamaica Food 83 3,000,000 3,079,000 Citibank
Jamaica Grande Ltd. Jamaica Tourism 100 27,000,000 27,000,000 Chase
Bratex Dom. Dom. Rep. Apparel & textiles 400 520,000 1,025,000  Partners/Chase
Caribex Dominicana Dom. Rep. Food Processing 100 1,620,000 1,620,000 Citibank
Fiesta Bavaro Hotel Dom. Rep. Tourism 305 22,000,000 36,455,900 Central BankCorp/BBV
Hotel Embajador Dom. Rep. Tourism 17 2,500,000 3,246,100 Bco. Com. de Mgtiez/BBV
NSS Dom. Rep. Electronics 200 4,500,000 4,500,000  Citibank
Texaco Trinidad Trinidad Petroleum exploration n.a. 20,000,000 20,000,000 Scotiabank
TOTAL 14 1,625 233,068,000 249,746,000

Note: *Exceptions: Although Searle Costa Rica, Inc. and ABC Container are complementary plants located in Costa Rica and Dominica,
respectively, they are included in this list because these projects are also “qualified investments” financed with qualified funds.

Projects Financed with Qualified Funds in 1992
Jobs Loans of

Created Qualified Total
Project Country Industry in CBI Funds  Investment Bank
Barbados Bottling Co.  Barbados Industrial machinery na. 950,000 950,000  Partners/CFSC
Bondhus Barbados Fabricated metal prods. 27 150,000 320,000 Partners/Chase/CFSC
Chiquita Brands Costa Rica Agribusiness 7,200 38,000,000 130,000,000 Bankers Trust Caribe
Estructuras de Concreto Costa Rica Concrete products 165 2,500,000 3,627,900 Citibank
Inversiones Zeta Costa Rica Infrastructure 220 5,000,000 5,500,000 Citibank
Paraiso Verde Costa Rica Agribusiness 100 900,000 9,000,000 Partners/Chase/LAAD
Texaco Costa Rica, S.A. Costa Rica Retail Trade 240 4,049,000 4,049,000 Citibank
Adhotel Honduras Tourism 50 980,000 980,000 Partners/BASA
CAHSA Honduras Agribusiness 150 999,000 999,000  Partners/LAAD
INDEMA Honduras Wood & wood products 475 550,000 550,000 Partners/LAAD
INDEMA 11 Honduras Wood & wood products 255 200,000 200,000 Partners/LAAD
Rio Nance Honduras Agribusiness 14 250,000 250,000 Partners/LAAD
Jamaica Inter Telecom. Jamaica Telecommunications 594 0,000,000 8,472,000 Scotiabank
Jamaica Tel. Co. II Jamaica Telecommunications 125 0,086,000 10,360,000  Scotiabank
Jamaica Tel. Co. 111 Jamaica Telecommunications n.a. 5,400,000 49,900,000 Scotiabank
Caribbulk Dom. Rep. Agribusiness 6 999,900 1,596,400  Partners/Chase
Amoco Oil Trinidad Natural gas production 113 75,000,000 100,000,000  First Boston/Chase
Mobil Oil Trinidad Petroleum exploration n.a. 35,000,000 46,000,000  Scotiahank
TOTAL 18 9,734 183,013,900 364,754,300

—_—
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Table 3 continued
PROJECTS LISTED BY CALENDAR YEAR
(not including complementary plants)
Projects Financed with Qualified Funds in 1993
Jobs Loans of
Created Qualified Total
Project Country Industry in CBI Funds Investment Bank
American Flower Corp.  Costa Rica Agribusiness 10 400,000 1,500,000 Partners/LAAD
Calypso Costa Rica Tourism 6 350,000 466,660 Partners/Banex
Catanzaro Costa Rica Tourism 30 650,000 650,000 Partners/PIC
Coopesa Costa Rica Metal & related prods. 120 500,000 500,000 Partners/PIC
INCESA Costa Rica Tile manufacturing 92 999,000 999,000 Partners/PIC
Lovable Brassiere Costa Rica Apparel 400 600,000 600,000 Partners/PIC
Lago Azul Costa Rica Agribusiness 11 400,000 1,100,000 Partners/LAAD
Papayas del Pacifico Costa Rica Agribusiness 119 550,000 550,000 Partners/LAAD
Pifales de Santa Clara Costa Rica Agribusiness 110 300,000 600,000 Partners/LAAD
Tico Verde Costa Rica Agribusiness 100 900,000 900,000 Partners/LAAD
Wamers Costa Rica Apparel 600 3,000,000 3,825,000 Scotiabank
Demerara Oxygen Co. Guyana Chemical & allied prods. n.a. 600,000 857,000 Partners/CFSC
Hondex Honduras Agribusiness 30 900,000 900,000 Partners/LAAD
Hondutel 1 Honduras Telecommunications 300 75,000,000 91,000,000 Chase
Hondutel 11 Honduras Telecommunications 150 76,000,000 100,000,000 Citibank
Inalma Honduras Agribusiness 36 113,000 224,000 Partners/LAAD
Olga de Villanueva Honduras Apparel 1,500 4,000,000 4,000,000 Scotiabank
Santa Elena Honduras Agribusiness 85 110,000 178,000 Partners/LAAD
Viveros Tropicales Honduras Agribusiness 40 500,000 721,000 Partners/LAAD
Texaco Caribbean, Inc.  Jamaica Retail trade 15 2,150,000 2,150,000 Citibank
Agrolasa Dom. Rep. Agribusiness 179 588,000 850,000 Partners/LAAD
America Mills Dom. Rep. Apparel 200 1,000,000 2,600,000 Chase
Bratex II Dom. Rep. Apparel 490 1,500,000 3,200,000 Chase
Caribex 11 Dom. Rep. Food processing n.a. 810,000 810,000 Citibank
Caribex Dominicana Dom. Rep. Agribusiness 68 350,000 500,000 Partners/LAAD
Central Romana Dom. Rep. Agribusiness n.a. 4,000,000 6,000,000 Chase
Domex Dom. Rep. Agribusiness 47 400,000 721,000 Partners/LAAD
Metaldom II Dom. Rep. Metal & related prods. na. 2,500,000 2,500,000 Scotiabank
Metaldom 111 Dom. Rep. Metal & related prods. 700 13,000,000 25,000,000 Scotiabank
Procesadora Mejia Dom. Rep. Agribusiness 1,143 999,000 1,580,000 Partners/LAAD
Rancho Cavman Dom. Rep. Agribusiness 25 400,000 400,000 Partners/LAAD
Fast Wines Beach Hotel St Lucia Tourism 30 500,000 1,000.000 Partners/CFSC
National Gas Co. Trinidad Infrastructure 60 7,000,000 7,000,000 Citibank
TOTAL 33 6,696 202,069,000 263,881,666




NORTH-SOUTH AGENDA PAPERS ® NUMBER TWENTY-Two

U
Table 3 continued
PROJECTS LISTED BY CALENDAR YEAR
(not including complementary plants)
Projects Financed with Qualified Funds in 1994
Jobs Loans of
Created Qualified Total
Project Country Industry in CBI Funds Investment Bank
Accesorios Plisticos Costa Rica Plastic products na. 360,000 360,000  Partners/Banex
Desarrollos Hoteleros Costa Rica Tourism 460 650,000 36,300,000  Partners/Transamerica
El Sapo Dorado Costa Rica Tourism 2 170,000 278,000 Partners/Banex
Empaques Santa Ana Costa Rica Cardboard manftg. 120 650,000 4,000,000  Partners/Banex
Envases Comeca Costa Rica Metal product; n.a. 500,000 650,000  Partners/Banex
Hacia Adelante Lida., Costa Rica Tourism 37 650,000 2,000,000  Partners/PIC
Hules Técnicos Costa Rica Rubber manfig, 21 500,000 680,000  Partners/Banex
Inv Agro Lomas Platanar ~ Costa Rica Agribusiness 21 350,000 742,000  Partners/Banex
Playas Tamarindo Costa Rica Tourism n.a. 500,000 1,471,000  Partners/Banex
Swiss Travel Service Costa Rica Tourism 10 350,000 669,000  Partners/Banex
ELCATEX Honduras Textiles 423 5,200,000 9,200,000 Bank of Boston
Hoteles de Honduras Honduras Tourism 53 700.000 2,300,000  Partners/BASA
Texaco Caribbean, Inc. USV.L Retail trade 18 2,350,000 2,350,000 Citibank
Holiday Inn Jamaica Tourism 100 28,000,000 32,000,000 Bankers Trust
Jamaica Private Power Jamaica Energy 40 101,000,000 144,000,000  First Boston
Power Sun Jamaica Jamaica  Toursim 7 950,000 3,300,000  Partners/Eagle
Agric. Nueva Esperanza Dom. Rep. Agribusiness 31 400,000 855,000  Partners/LAAD
Benjamin & Gil Abreu Dom. Rep. Agribusiness 20 200,000 200,000  Partners/LAAD
Bratex 111 Dom. Rep. Apparel 1,101 6,000,000 8,080,691 Chase
Camelia Agroindustrial Dom. Rep. Agribusiness 55 456,000 3,000,000  Partners/LAAD
Caribbean Catering Serv Dom. Rep. Food services 60 975,000 1,875,000  Partners
Cherobi Agroindustrial Dom. Rep. Agribusiness 45 445,000 1,900,000  Partners/LAAD
Exportadora Japonesa Dom. Rep. Agribusiness 16 200,000 413,000 Partners/LAAD
Miguel Marrero Dom. Rep. Agribusiness 8 200,000 452,000 Partners/LAAD
Telepuerto San Isidro Dom. Rep. Telecommunications 150 32,000,000 32,000,000 Chase
Texaco Caribbean, Inc. Dom. Rep. Retail trade 207 5,500,000 5,500,000 Citibank
Malabar Beach Sta. Lucia Tourism n.a. 999,000 1,000,000  Partners/CFSC
Amoco Trinidad Oil Co. Trinidad ~ Natural gas production  n.a. 75,000,000 225,000,000 Bank of Nova Scotia
Enron Gas & Oil Trinidad  Trinidad  Gas & oil production n.a. 75,000,000  231,000,0000 Citibank/Scotiabank
TOTAL 29 3,005 340,255,000 751,581,691

Note: **Citibank financed $31 million and Scotiabank financed $44 million of the total $75 million of this loan.
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Table 3 continued
PROJECTS LISTED BY CALENDAR YEAR

(not including complementary plants)

Projects Financed with Qualified Funds in 1995

Jobs Loans of
Created Qualified Total
Project Country Industry in CBI Funds Investment Bank
Barrel III Barbados Telecommunications 0 15,000,000 15,000,000  Citibank
Cabana Tortuga, S.A. Costa Rica Tourism 0 300,000 300,000  Partners/Banex
Parador Quepos Costa Rica Tourism 72 500,000 4,000,000  Partners/CPI
Pifia Tica Costa Rica  Agribusiness 50 600,000 4,589,000  Partners/Transamerica
PPLP Costa Rica  Plastic products 6 850,000 1,000,000  Partners/Transamerica
Price Waterhouse Costa Rica Service 0 400,000 1,300,000  Partners
Recyplast Costa Rica  Plastic products 38 950,000 2,400,000  Partners/Banex
Ticofruit Costa Rica  Agribusiness 72 950,000 4,343,000  Partners/Banex
Bratex IV Dom. Rep.  Apparel 515 3,000,000 4,655,109 Chase
Rafael Rodriguez Dom. Rep.  Agribusiness 12 200,000 200,000  Partners/LAAD
Punta Cana Dom. Rep.  Tourism 100 1,500,000 5,000,000  Bilbao Vizcaya
Sociedad Filpo y Almonte  Dom. Rep.  Agribusiness 55 400,000 2,097,000  Partners/LAAD
Telepuerto San Isidro Dom. Rep.  Telecommunications 150 14,000,000 14,000,000 Chase
(TRICOM)
Grentel Grenada Telecommunications 13 4,000,000 6,434,000 Nova Scotia
Deli-Honduras Honduras Agribusiness 42 800,000 2,273,000 LAAD
Derivados de la Madera Honduras Wood and wood prods. 30 999,000 1,490,000 LAAD
Telecommunications of Jamaica Telecommunications 0 25,000,000 30,800,000 Nova Scotia
Jamaica Limited (TJL) I
Telecommunications of Jamaica Telecommunications 0 1,546,169 6,675,000 Nova Scotia
Jamaica Limited (TJL) II
TOTAL 18 1,155 70,995,169 106,466,109
Key:
Banex Banex International in Panama
BASA Banco Atlantida, S.A.
BBV Banco Bilbao Vizcaya
CFSC Caribbean Financial Services Corporation
Eagle Fagle Merchant Bank of Jamaica
GDB Government Development Bank
LAAD Latin American Agribusiness Development Corporation
Partners Caribbean Basin Partners for Progress, Ltd.
PIC Private Investment Corporation

Transamerica

Source: Reprinted from Statistical and Graphical Summary, Caribbean Development Program, Bureau for

Transamerica Bank & Trust Company, Ltd.

Caribbean Basin Affairs (as of December 29, 1995), Department of State of Puerto Rico,
San Juan, Puerto Rico.
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Table 4
Number of U.S. Workers Dependent
on Trade with the Caribbean
Basin Nations

Total Number of
Number of New U.S. Jobs
Year U.S. Workers* Created per Year
1985 118,840 —
1986 127,240 8,400
1987 138,120 10,880
1988 153,800 15,680
1989 165,800 12,000
1990 191,380 25,580
1991 200,260 8,880
1992 225,262 25,002
1993 248,552 23,290
1994 268,814 20,292
1995 306,120 37,306

Average Annual Job Creation: 18,731

* Assuming that §1 billion in U.S. exports creates 20,000
U.S. trade-related jobs.

Sources:U.S. Department of Commerce..
U.S. International Trade Commission.
Updated: April 22, 1996

Table 5
U.S.-CBI Trade Statistics (1985 - 1995)
(millions of US dollars)

Annual
U.S. U.S. Export
Imports  Exports Trade Balance

Year Growth
1985 6,687 5,942 — -745
1986 6,065 6,362 7.1% 297
1987 6,039 6,906 8.6% 867
1988 6,061 7,690 11.4% 1,629
1989 6,637 8,290 7.8% 1,653
1990 7,525 9,569 15.4% 2,044
1991 8,372 10,013 4.6% 1,641
1992 9,627 11,263 12.5% 1,636
1993 10,378 12,428 10.3% 2,050
1994 11,495 13 441 8.1% 1,946
1995 12,673 15,306 13.8% 2,633

Average Annual U.S. Export Growth: 9.96%

Note: 1995 marked the 10th stiaight year of US. trade
surpluses.

Sources: U.S. Department of Commerce.
U.S. International Trade Commission.

Updated: April 22, 1996

Table 6
Loans Disbursed in
TIEA Signatory Countries In 1993!
(in thousands of US dollars)

Financial Source Total
Caribbean Development Bank (CDB) 25,300
Caribbean Financial Services Corporation (CFSC) 3,498
Central American Bank for Economic

Integration (CABEI) 83,300
Commonwealth Development Corporation

(CDC) 51,752
Export Development Corporation (EDC) 54
European Investment Bank (EIB) 37,513

German Investment and Development Company
(DEG) 3,507

International Development Association (IDA) 85,918
International Finance Corporation (IFC) 26,800
Inter-American Development Bank (IDB) 302,200

Inter-American Investment Corporation (1IC) 9,920
Latin American Agricultural Development Bank

(LAAD) 10,482
Latin American Export Bank (BLADEX) 239,990
Overseas Economic Cooperation Fund (QECF) 1,115
Overseas Private Investment Corporation

(OPIC) 14,000
Netherlands Development Finance Company

(FMO) 4,550
World Bank (IBRD) 169,773
Subtotal 1,069,672
Section 936 Funds 202,539
Total (including Section 936) 1,272,211
Section 936 Percent of Total 15.92 %

I TIEA Countries include Barbados, Costa Rica, Dominica,
Dominican Republic, Grenada, Guyana, Honduras, Jamaica,
St. Lucia, Trinidad and Tobago.

Source: Analysis of Section 936 CBI Investments and
Caribbean Loan Disbursements, Caribbean Latin American
Action.



