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ANTRODUCTION .

*

' ihibﬁié*étuain?attampt tdfout?ine"the?monetaryTimplications

of tug differént: approacnes to vegional integration batwean vary snall
open BDQHOMLBS.- ;~Uss-tha axperience of CARICOM to 1llustrabe tﬁe
nesd for theprféuitfd$rmhatrI call;supplyés;degextarnal-trade—craatinn
uusn'théﬁ-af“ar&ihé:y tradefﬂiueréibn.:Liﬂargué~thatpwhen~thg tradie
tiﬁﬁélfthéﬁfy“n?iinfsgra?imh‘4siamehﬂéd'tn'stréss.thé need—énr supply=
91de ‘external trade creaulan,»Lt ds.in faut a vary dynanlc appruach.
in ths First SBCLlOﬂ of this- paper, nhxs view ig contrasted with that
uf the structural%sn thinkers whase ideas have dcmlnated the_’
discussign ﬁbuuﬁyanpggraq;nn;unﬁnqrnqw,‘ }.callltha;r g;eu‘the current

ccnugntiqnal misgpmimgﬂgtclaim.thaﬁ:it~shgyld\bafrgj§ctsd. Section II

ig .an attempt to operationalise via an econometzic analyeis some of

the idess outlined. in. Section I.. The, conclusian outlines the monetary
implicaticns -of .the empirical .findings. -

DL

SECTION -1s - CURRENT. CONVENTIONAL WESDOR . .

g

Tﬁé iécﬁé classicdé{dﬁ édonoﬁié intagrat@on:is”uﬁ;cnursé
Vinarts (18) fafmous’ uorﬂozféuﬁ-iﬁ ﬁasfbeen;extahdediaﬁd_ciaﬁified
by Nawds {17) Fie “orthadax ﬁﬁeaby ié-dué-mainTy'bﬁ-ﬁheéartwo. From
ﬁh£5‘me gét‘a suatamann_of the salisnt feature.cof -econamic lntegratlono

.. ot
. A N
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It combince nlonuan uf rrou Lrada mlth alanonna of prOLBCL10ﬂa fis

- [

‘Johnuun (0) hag shmmng cthis makcs.l a pranOm 1n qccund bost.
BUu that is as far as thc'urthadax'thhory is concecned. When
acanonlsi in tho Ear1bbaan WOTO. ee?ing for a théoroticaI ﬁndar—;;.

pJnn1ng for Lhﬂ i0CoNDmic un1un af. ino former Brtt;sh calanles that

is: ganerally

‘;..i.-.

“now mako up: khm Carlhbaan “Eoniman. Markec" zror
va11md LﬂR}‘EDP‘l9 Lhny Lurned away. ?rom LhG uanudog theory and -
iauoluad a et uf 1daas uhlen uhey fa *“mara nore: releuan%.} This

‘sot of 1duas I8 am<hare call1ng nhe curraent conuentlonaJ wisdom. ..,

S i Thes dlsaﬁchanhmenb wvuh the. ornhadcx theory lS neatly lllU"“'

,txanad by Mel HLYIB (13) Detalllng ‘a number.of Teasans why, LhB 11}—

ffa%aﬂ*DaribbéanVpdlitical??edaratipn cgllapseab hgﬁsaid inter alias

il secand raasun “iiss ‘n tﬁé“ﬁhabfy‘nF BCﬁhﬁhiCEinfegratiah

i*°§i¥;- }ha presenm theury has baen deueloped ‘out of &
”5éaueral mr1tera habe snown9 is nouoriausly lnappllcabla Lo
:E‘sehemao Gf " Bcnndmlc 1nnegratlnn 1nuolULng not 0n1y davelop-:
ing cuuncrias ac dl ’aren{ °Laqes of deue1upmsnt ‘but
daueloped cuuntr:es as well. For the iheory doos not taka
into acnount tha need for: uructural changes in, the aconamses
’“’concéLnedo:;‘%lsoncérna;ikéélf solely_mith ihe er?ects af
'{‘-' ny egrat onion - a. reglnn as a wn0139 and lgnnres the. erfacts‘
ol 1nd1u1dual,nountrxego _Hence it is unraallstlc to. axpecn‘

:-.any=0ounn3y to anbracs a: lelBy of" lnuegrqtlun basad sulely

ﬁhis'nrthodox thaoryai

naouclaSBLGal“cnncapblon of lnuernanlmnal Lfade mhxch dg

SoiwE

Ly
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It is often difficult to identify eXactly what are the main

L,

- features of .the "mors applicable¥ theory of integration Caribbean .

[ S T i

thinkers have in mind, but a. eclue may be found in Girvan and

: : St TR P
Jafforson (4). For them i1t appears that economic "deuelopment';oo
is the 0se of domestic resourtes for the satisfaction of domestic
needs.” " {Riearde must Lurn in his grave). Thé prrpogce- of "inta~
gration‘in'deﬁelﬁﬁihg“nountriéb ib'to'help'échiéué”hhib-goalp'Hhat

T

appaéfs ta be percemved ag 4ts najor baneflc are’ the economwau u?f_
secale it makeﬁ‘pousvbla, ‘which in tuth makeu feaulble tha reglcnal
uidlisation of tesources that- was preunously stymled by Lhe BXIgt-
Banco nf'markazs'¢hat:wexe‘bQQ'smal;,, In,;armS'aF,Uinsr‘s:paraq;gm
then,;#ra&e diuarsiun;seemsytclbegﬁheimajar plank;inAﬁhﬁ\structufa
uf,Barihbaanytﬁaught;abﬂuﬁiintegratiﬁnf-ﬁjw--a-r _.;';;_;1
Vﬁndtherrcrucial plank ih-thatustrucﬁupa.appears to“téka the

form n?!a;¥VEn£‘fnﬁusurplustargumanﬁja'This~isjput1faigl§ gleatly
by Bre&siar”énﬂ fﬁa#aé'(2),;mﬁgainfrejaéting-thé Drﬁhodcgfthaory

and atbtribuyting to-it:ihe. ShUTbCDm1nQ8 that charactarlsad aarller

discussions about Caribbean integration, the go on to.say:
9 ¥

B L i . .
These shoritcomings arise bscause the liberalist approach,
' Sl L ELo : " S
baépd asfit‘is,on micro—aconomic thaory,'is essentially

- ~concernad uv*h tha gmlﬂs rron 1ncreased a1flclency whlch

- are eacured by ranou1nq ecnnomlc dlocrlmlnatlon. It cheraby

_relagates to a subswdlary p051t30n, t;e puraly macrou' A

scpnqm;u ga;ns uf brlnglng 1dle rasources,into usa._ Even ]

- - PR Y RS-

i uursory axamlnacion of he pLOdUEuJUQ structure° of the

. ((

various territories-indicates that our concen%ration can
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legitimately bo 6n expanding the production frontiew
'of the region and less with the attalnment of the top
R TR S S Cle oL -
lavel opiima of welfarg economies.

.. The-fingt Shing to notice is. that the latter tus authars
m;saébrgﬁand,ghe;mgﬁhcdalggi;al?153ua°'»Fpr_gs Uéhnson has bhomn-q[,
a?ﬁuaa;egqnnmi¢-inﬁégpation—ig.éssenﬁiélly;a sachﬁfbgsE(problémf 
Hpmeuér,Apf.mugh;mggg_ip?s:ést;ithhé,way_thay:gﬁiop t”'qi59”59,7'

'ﬁhe;vi@yé;ﬂf-g,Tgéhédaggagd Tﬁhagd}gouernmsnt dogument. They,

continues -

CiwntsiTha ektent-te which the traditdcnal liberalist thinking

“iitulchad’ pervaded some influential cireles is shouwn by the - .

following quotation from an. official publication:  !'The

Tx.E

::Jbésé Fﬁf;éﬁbnﬁmib*intagrationfuf thé-wéstsindiQS‘rasﬁs

‘?ﬁﬁ-f 1Gssfbhﬁ¢EeAanlér@emenﬁ#of5tha markeﬁfwhiph:itimakes_
;ﬂkﬁi?péssible;;$hén'nh“thb?uppqﬁtunity'mhich'iﬁ”mill;prouide-

;Jéi5&§Fa;ﬁthﬁ?ﬁdre“ef?icieﬁtousé mfffeéuurcésla“ (p.8) ~

[ - - ’ e M

“ -

~ Later on they state clearly their own view of what the major

benefits to flow Trow Caribbean integration really are. According

to them ™ ... our.major concderns are with Issuss related to economies

of scale. BUL; ... it doss not mean that we have eschewed all con-
" Ht , _

cern for matters relaied to allocative efficiency. These we beliese

to be of very great importance, but at this time, and at this level

Eal

.of developwent, it seems to us %o be a second order problem of ranking,

which “would follou on- identification of potentialities.(p.28).
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Thp uork 1rom whlch uhBSB quotations are draun has an .
admirable ai. BUb 1t tlear1y dues not succeed° And it is nct
d1 Ticult to SLate uhere 1ta mado rallura llssa This is in_tha

. .

Loo uncrlulba1 agceptance of LhB Latin Amazican st“ucnurﬂli vigw

of_anaﬂumic_daueldpmeﬁt with ;ns ouarmempnaals on 1mporn “substitution
‘as a way out of fdspendency™. When it is recallad that bie majmr
intellectual spur to that strateoy was flawad in ons critical res-

trade

 pect,1ibibénceﬂﬁ£étibh6n‘ths ﬁdﬁémént'iﬁrfhé barter tevms of
betusan deualuplng Gountrias aﬁd uhé14 1ndu Lrlallsed Lradlng partm
ners for whom Britaiﬁ mas the proxy rather uhgﬁ on tha income terma
‘q?fﬁrade; an umsdun of accep- g‘théﬁ,parﬁdigﬁ bécdﬁés |aven mors
qﬂaéfionabiajqr'it,ié'yét to b shoun that the functional relabionw
'shib bétﬁeéhséhé'priﬁa of coffee dnd‘tﬁe wslfare &t ﬁha-hassesrin
cnffea;ﬁrodubihé'ﬁoﬁntries'isrmoﬁﬁtunib;A mhéﬁ is more, the argument
,,does ot appear ‘oo irrelevant for the case af 011;

Hnwauer valid the Lauln ﬂme ;can struccurallsu u19m is for
_ﬁhe larger Soubh Américan sgétesg-it.is my belief that it is com-
pletely harmful for the CARICOM region wibh érpoﬁﬁiéﬁion af 4 - 6
rmillian. 1ha gvudllng admxss¢cn by Brewstor and Thomas that “’n is
apﬁarenﬁ thgﬁrtha_dirqct'and iﬁdirect impgct'of.;nporﬁ_supstltutiun
maanaCtuﬁéd:goquéﬂgi_not he able tc,pﬁoqidﬁia cbmplete.aﬁsuez
co_tha Meéﬁﬂiﬁqian problam of_iaﬁge—agaia‘unemploymentﬁ, (p663):is
rag gnd§rs§§ﬁamant qfrtﬁa,dapgmp qf’an inwardméoukéng dmuelnpment
sﬁ;étagy;fur thisqragionn wiﬁh gdbh a small,mafketgithé limits to

Jndustrlaj iun wnuld be raached uery quickly.

But ﬁhera,is apother problem, and this is bost considered by




noting the view af another prominent Caribbean thinker, Demas (3).

Also deriding ths prescriptions of orthodox economic theory hs
continuess
"From one.point of view, commonsense provide e better
~ olus than much of the orthodox theory as to the sourcs
of benefits of sconomic integration among developing

pountriesy for it is inbuitively obvious (Is it really?)

sven to the practical man that the creation of a wider
market among small developing countries as a result of

the romoval of tariff and other trade barriers can stimulate

,ﬁho quq;qpﬁenﬁ of_@he industpia%-sacfcra 'Tﬁisfia thQ;F?i”“
_gipal sour9e’9fJgain from economic inﬁagratiani Let us |
‘e;abﬁraﬁa on thisrpuint,¥_Ithonoerns“ecoﬁom%as.of larga-
scale pradgc@iqn'a.a ﬂo&érn,technqlogyJisVSQCh that cqsts

of producﬁiuhipar-unit”pf qutput are reduced as a cnnseqﬂénce
of ﬁhe:axpanéiqn of thse capacity of existing plant or the

"

construction of ‘a larger ona (p. 23).

4:Jha'-:;'th‘5-t ar'gum'ént fails o take into consideration, is the
importance of fne initial scale of preduction. Silberston (15) as
a'good discuss;bn‘nflfhé complakitiés:af thé7acondmiés'bflsqaie thesis, -
But I wish toncﬁnbeﬁﬁfééé'dﬁ'hd'aéhémflthét appeafs to ma to berdf
criticalfimgnjtanda_?bﬁ“the'harketé)df“ragiuna of very small eéﬁnmmiase

Tharphint is thatpfof‘tﬁésé‘ih‘snme'caseé fégimnalising the firm may

o

result in diseconomiss rather than ecanomies of ‘scala, ' Considen

Figure 1,
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FIGURE 1




On the horizontal axis ue measure the guantity per unit of

o » x.

time of a commodity that can be purchassd on the world markst or

- produced dqmesticéily on a small scale, perhaps in a craft industey -
-at price —ﬁwo' Dé is the domestic demand curve ¥or the single : .
sconomy. The market is therefors U Qqe It is decided to produce .

for the regional market whose demand curve is*Dzo But to do so
raquires changlnq to a new technology that raqu1res a minimum sizse

market 0 ba?ora ecanohﬁes of suala are axperlancadg or is

G 7
indiv -ible up te thab painte. The_longhrun supply ocurve thereforer

passég through polnts T U UV W As can be QQEn; tha‘reginnal

,markat 8129 pa-N smal1er than LhB size at. wh:ch Lheaa gconomies bagln

ta ba BnPBIlBﬂGBd. CharacterlstlcalTy, this point 18 concealed by

the fact that ths typical size‘p? the market in which the +technology y -
is already used is 1arga£ than 0 Gse in Féct, iﬁ is assumed hera
that the world macket is served by firms that prnduce on the horizon- -
tal section uf the supply cuove T U ¥ W, Tu produce damestlcally

for the . raglunal marken requ:res argarnanent nar1rf S R and the

product sells nr ﬁ

Because the whole region could have purchased the commndlty at

p#, it suffers a loss of consumers' surplus aqual ta Rf S' T, of
which R § T is barné by the domastlc cnnSUmars.E 0f ecoursse, it is
already known that iﬁpart_suhstituﬁioﬁ:nprmally entails the imposition
of arﬁariff and'spme_reductibn in coﬁsuﬁers§ éurp1qa. Howsvar, this
is generally'dé?endad an the gruunds of proteciing én infant industry
or on those of unabauhed naLJ_onan..,m° But neither of thaese is implied :

abovs. Rather we are askad to palleua Lhat the anlarged market musi




it time lead taglomerzcuéﬁ ﬁrhéuctioﬁ, However, it is @y- contention
that this:néedsrndt!bé“the,casé'mhan_as in the case of CARICOM the
";fegidnaIQMhrkei'ié=stiil ela juely very smalla_.RnauiGUS—thaorising_
aépéafé?ﬁu-ﬁaﬁe falled to grasp this polnn sufi 1 iently;

Hﬁmauerg:thau tnls ﬂthL bs a uary partlnenL prublan for -
IEARICDﬁ is. 1rnnlcally 1nnlmaned n‘Brewsuar.and Thnmas,;.ln;autempt-
'ing o demon trata chan thazinduéﬁﬁializétién ﬁbliciésithat-were being
puréued by the 1nd1vldual countries in the req10n werea: 1nha;ently
d@fBGLLUB and should glus may %o raglonal policias’ whtch permltted
'?Tumctlonal_and,SSctoraltlntegramlan“; they grasented,soma au;dancg
on;cdstyaaiééiﬁétiﬁs ?6# differ Bnt ize,plantS'infﬂamaina. Thay'had
this tn say;ébcutrfhét;euidenceag ”NcneuheYBSs, on- tle premiss that
a lower bOSL/S&lBS ratlo may ba 1ndlcatlue ?ur qomo sconomies, the -
déta;suggest that*the gmall“uperator\is-npt at all-uutvcompeted by
‘théilérge§rnpefaﬁorﬁjsfpi'ﬁ?) Thus theiijsuidancarlands support o
hhé;ualidiﬁyraf'Fiéure;Ts.:For it is highly;ﬁnlikély that the size:

T plant necassary to supply she CARILCOM mazkeb. would differ gsignifti-

- cantly. from than of "larger qpefaﬁbrs“ in Jamaicaé-i

It may ba nemptlng Lo argue that the foragulng does not- iijata
the theooy nunl;nes in Braw Lgr_anﬂ Thomas s;nce,mhat they;clearly_
mean by,uha;cumhquOms%canceptg?un&tianaifand-sectnral iﬁtagration.
is aconomiﬁ;integrétipj accompanied by central planningo But for
that argumehtzéo,succegﬂg_it will,haué tnréhoﬁuthét centralzplannihg
by-itsaiércéﬁ béea%fﬁhaVSize;GQﬁsﬁraiht ahd that is very dpubtful;

-ThG'abbﬁe;haé{bdncentratédsoh the viets of a namber. of 8CENG-

mists whose mark:has greatly-in?luencad thinking ébaut.integration




10,

*cgrsrin the [‘arlbhaa-a° <Th93é views ara the .current convenbional

wisdoms‘fi»baliaue~that éomEJmflthislmisdom'needs“tofba questioned.
Nunethalass,‘nobhlng ﬁaua ﬂrgueﬂ aboue should be¢ interpreisd

eithar as-disparﬂging intagfaiion”batween-small.stanQS‘or dige:

rnura91ng industrialization. The main point I wish to make is that

- for such: dcondmies the. ovoi-emphasis o 1np0¢t substitution is harite

-

:fuby'ahd?Ehahﬂbhceuthisulsuréalisadg'the énalysistnf[the.so—callod
u:thuduxﬂthboryvis“muphi5039 reiéuénttfdr ihé@éﬁddy‘bf thase:nﬁdnch
miaé'ihan5itéicrit5nsiwoulﬁ have ué;' oXi aue;.m fifo:

ﬁThBré.arBinonathleSé two:aspects ofthis theory that appsar
o me.to be in need.of modification@1bafnpefit-isafully:usdfﬁi'ta=
gux problamaf;Theffirst.i 'i' %emporaifrénkinguoffetagés“ofiintagrau
ﬁiona mIf'appears}thst wéashould bégin mith'éffyaa trags area like”
CARIFTngthénfla§ariaduahcé to a,custohsﬂuﬁipng after that to a’ ~
. common. mariet. &nd-only. then o a ménetary union an&sabDUQ; I belisve
that for many regional grﬁupings.the_intégrgtinn,mf monetary -policy
=.qén;pru?itébly énticipaté other stages af'iﬁtegratidngg One béna?it
af this that desarves to be explored is theaﬁﬁsaibiliﬁy of using
»regiqnéi mnnstaryipollcy to stabilise the eXpurt recalpts of commodily
pfnducérs~iﬁ the Third® warldo, AT all ~the potability of monay
malkes. .it an’ easier: good ta staore than maber1al uommod ias.

Fur lnsaance, right now, there is an unexpecnad rise in the

' mﬁrldipriceyof'sugérn Some’ Thlﬂd Uorld countries: are therefore
gmttinn rscaipts*in.excess of their prcjactioqs,;assumiﬂg that
.realu tic sstimatesrof thair-oilrbili'wéfe‘made, . It ought to be

puasible;to;syphon_foﬂthis sxcess of .earnings over. their . expected

m



1'i§".";

rugluglfp?:uggiﬁﬁiégﬁerfutura tiﬁa‘whgn-the ﬁficﬂ'u?'sugar falls'
ba;uy‘}yg“aﬁpégﬁgévqa}geg Th}s-kiﬁﬂ ol macea aconomic pelicy could
kggagﬁglpi“uan;@akanhxgg.indiuiduél gouerp@antg vbut it ﬁaf&ig
could bao undertaken‘by a regional central Eanka‘lTha existence of
:pgipnﬁl daualoppqnt panks mpuld;prubably_maka_ﬁhe,trangitinn to
the Sﬁaﬁarpfrafféirsriﬂamtsuggesﬁing easier, than it might have been
a_decggazor'sg;agg. mérmight aven dare to hape tﬁaﬁ an astute
po;itipaL'lgadQ?;?%ghﬁ ua;pnme_gch an institptiqnal phgckAop the
_politicign's,pgpcliuitylﬁq:squahder.h )
tr.Thaﬁsacpnq_mnd%ﬁicatiqg of the npthmdqx’theory'qf.integrétion
I qant_tq suggasﬁ is an sxpliqit rqgognitian.ofuﬁhe rple of what we
Vméy call suppl?ﬁsidg t:adg,c:eatian. This is_thé‘;splacamani af
goodls producsd‘reia%iuaiyiinsfficiently_for the dqmsstib markat by
T o A " : _ ¥ 7
gqus, ;n,mhosgjppodqciianlthe cpuntry has a compaga%iue advantage,
'fa:aegpur%a *Nq%ice ihat_guﬁplyusidﬂ tradercyeaﬁécn isrqampleméntgry
to‘the_ﬁorg n?thodog Uing:ian_éoncept of trédé craaﬁiuvq This is
.qpcause iv ié,aésuméd thatzraggqnal impar#slwill clgg;_tharaxcass
demand for domést;pa;lquqnsumad’goqu previously p:pduced by dgmgsm
Vfirmso' The net resuld of_all this for ths cpqsumer‘is a reduction-

of tariff or relaxation of import quotas, and therefore an increass

' in,cbnsumgr aurplua;—;That i3¢:tha oppﬂsiﬁajtp;the situatiun portrayed
in Figura 1.
Here than_is_ﬁhg real cééaffcr econbmicuintggratiOﬂ_of vaoy
smali:qpen-éédhﬁmiesf:rThat'is acanqmigslyhat;argrsu_émallnthgﬁ_even
tha mé:k@tJGF-ﬁﬁq‘tegian is_unlika;y to supgar? by itself a @odegt

 industrialization ppogramma, Casual empiricism supgests thabt this




1'20 i-

argumahﬁ ié;ﬁeléuént for any ragiﬁh‘hith a-pcpulaﬁion of less than
10'millinﬁ§ which at the same time has a narroi physical resource
base. The Caribbean with less than 5 million and no appreciable
dapbsiﬁsldf'ironipra'?élls'intu thiS‘éatﬂgdryg

I would like %o suggest a cdhnection between the integration

s implicit in my argument and Leibensteints (11)

e

strategy that
notion of VX—@éfficiency", Recall tha®% heé demonstrated that although
the gains to an economy which resultedfrom the elimination of alloca-

tive inefficiency = as for instance. the removal of tariffs -~ might

ot .

‘qu ﬁui‘a\ihéignificant;_ﬁhuse that flowed From things like improved
managérialrﬁracﬁiCBé wﬁich accompanied the p}bdioué'ghangea were

prdhably huge. The difference betwsen these twe Kinds of gains ware

shuﬁh:th be'u?‘thé magnitUdd‘dF'tHe yiff@renéé betwesn 25 per cent

and Y10 of 4 pef.%énf) These labger gains @hiéH'Léibénstein belisved
stemned Prow "the degree of compotitive pressure, as well as from ’

otlier motivabional Tdctors™, could be atiributed to an improvemsnt

=

in whai he balibdlxaafficiahcya"This'anaiyais‘nlgarly itas implica-
tidﬁs'fmr the ﬁé%é Mﬁ'discussed with tﬁa'aid'bf Figufé‘1.

E'fIt'isimy conjecture that aﬂ'importaht_ﬁbntribﬁﬁbr tu tha kind
nf'qnmﬁhtitiué préssﬁ:B”Leibensﬁainﬂhad in mind is the Drdinary trade
 creaﬁiph'éffé§tsin? eboﬁoﬁic‘integratinn which théﬂ set in motion
supply-sidse {trads creatiqn. This introduces a truly dynamic element
in%qlﬁhat appéabsﬁaﬁ‘?irst:ﬁlushrtﬁ he static inﬁag?aficn'thanry.
Réb311 thé€ Loibenstein offered his hypothesie to explain thb'éesidua;
in'écﬁnomfé_gruwth theory. Us ﬁigﬁt'%hefafdrérexped%‘thaﬁ‘in a region,

thoe eccnomy enjoying the most supply~side trade creation, other thing
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,begng Bqua1 mill ba Lha .ong that is gromlng the fastaat.' In’theg

'next sectlan, hls hypothasms 13 testad.T_ ;N“,f;f 74;” i u
: :r'ssr‘;_-'_r'm :1Lg JEMPIRICAL’ ANALVSIS:,.:» -

what thls emplrlcal sactlnn sesks to du 18" uaa “the 1nfarmat1un
that comes ?rnm the esulmaulan 0f a sat of 1mpnrt and - expnrt func-
‘tions o thrnu.sama.llght on tha PIOGBSB'Dfatpadg;dlvarﬁ;ﬁﬂg trade

craatiun'ahd‘sUpblyésida tradgicraatianuin the CARICOM region.

it
;
L e VIR TU e R e St g ot T un s mpa 4
THE P T FUNCTION : .
1} " ALY
B At & L LIty mactdl fr 0 ea ek i

Tha bas;c import functlnn in this paper folloms thuse apecl-

A B R s O VL AP it RIS T
fled ln s;nilar studles. Most of nhsae ragard 1mports as a func—,—
A i;',_ !’:l‘;:,‘ L SRR
ion of hational incama9 ralatiua prlCBS and a varlable that
Bt Tl AL TR L i v ',,‘ e v . e

captures the effect of nhe elimlnatlon of 1ntra—raglnnal tariffs

- - i
L

folluw&ng the ashabllshment af a customs unlnno' Thare lS of couréa

S :‘-»-“. A T S T .“:‘, - - ¢.~

=

TH L O : o, . " L .
A \,:l, il - .,1.. i, T, FTE K 1

I

. & furﬁhéfruarlff affect mnlcﬁ Fnllous frum tha equallzatlon of the
regmcn g Lé;;ff”;ana an!axternal ifadéu Thla addltlnnal};%fast jis
”iﬁﬁugtéﬁi fnr adéiu;ilﬁg exuer;alhtrada creaﬁln;; ¥ha£ﬁ;;‘a rlsa
ilakfagioﬁai‘;ﬁporﬁa from tﬁé f;ég-dfruﬁésgﬁfld‘lnducad By ikéu .
'estab1ishmant'aéxawéﬁgiﬁﬁ;'ﬁé:on.: e
B B Nl LIS TRt R A I e —
A scan uf nhe preuibus ilgérature rauaals Lhat lt has not

IR
ER I

beanﬂuery easy ta capturs satnsfactorlly; ﬁha 1ntegratlan affect.
;Shmmarlsiné ﬁha difflcultles uarinus auuhnrs enﬁu;n:aééd in trylng
lto capﬁura,gﬁ1; ;%fectg Kreinin (10) had ﬁha foi{gging to SGY¢ -
ﬂﬁUnfngéunau;ly ihéﬁe is no aatxefactory way %o aue;ébﬁé ;hese difflm

L P 40 S BREREY RSN T
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cuigiagf tachiapproach, lnciudlng the onés (employad”mn *his papér),

13 fraught w1th dangers arlsfng From 1ts ‘GuhvHbrGic’ assumptlnns"
That is equally true u? the mathnd T am employlng in this

paper. An import function'is-estiQQ§quQyipggggggpgﬁqqq:gfﬁqiq%qgry

=

&

.

== d-. i PURC ST

stxgguggggﬁjphg) and_in_ Baph-?unction, one,qr'mora,dummy variaw

E=)

lag . arg, of

1] ‘?a ;nterpspt of ths functlon.-

REsH

AT
R Speclﬁlcallyiwawwrate° R I eI U R AU ShrT LA St T f PR e
.f.:.,‘ ‘“’i P -:-.i,x.;;‘ii-.f f*1 i 1 p':': Sioanna

e ey RSN L

Where 1 is the value of 1mpurts danumlnatad 1n_domestlc currancy,

e

Y is 4 national lnCGHQ uarlable,' P is the fnrelgn cnuntry's

i REIRTARS s e St urs DEISR I R I R IS ST ,\“.‘ T e

expnrt price, y is the ordlnary 1nLercept of the 1ngar1thmic
PR L O TS S - P I

e . - FEey g apas § ety -0 ‘e
"t _-:; FEN. RIS A R SLUE SOt ""f‘fr.'. +

function nf whlch . and | ara tha uaual klnd ot expanenta,

R R At SUNPANISY TSR IRRIC RN AT 5 D Or O AT SPRE S AN St SR Sy PR

fa Lhe shift in tha 1ntercept than is intended to captura tﬁé

TRIGT T

P

‘ T oraE s he Lo it Ui Tamhn st om e Tt
1ntegrat10n affech and _ is a multlpllcatlue BrrTor "cerm°

PR A G S TR NP 1 R0 LR B S PN AR - '.m.;rg
The rsaason why I chose a multlplicatlve 1mpnrt functacn is

Bht DR Pl IR SUEET St T SEETESG s L T AR f TR o gt

empirical, Harrls (7)9 in falrly thnruugh exanlnatiun of the

Sons g Jnoa) ot T whye

i

E : .. L
BET I e e+ ‘i_ . TR

Jamaican aconomy ‘in the parlud 1956065 exparlmented wlth a numbar
r.,: T -;.L .i.‘:“(" s ik .:ui‘] - ii’w‘ I in‘ SERTLEN _.—:-" §he ;.-.

of apaclflcauluna of the 1mport functlon. He tells us that "Linaar

SR v vkl \l (S O Sl L W nartl e o AR Y T I |

semi-lug and doublenlog forms of equatlnns wers usad to speclfy the

- . IS i . ‘-_.», I
IS TR SIS P T £ - i RESS: ol rmanm

denand functlons ‘and the duublemlog form tendad to giué ths bast
RETERES KN A el T A LR S AR R A T S )

ah s

reaulus“ This flndlng of his is consistsnt wlth Lhe uiew that the

SEVIEY Syl n s s Sy A ® ,f..‘ S CE Y 1= S .t"'~.:=. Eo Ll 3 R R TN ]

Jamalcan sconemy is characterlaad cy a consvanﬁ alastzc demand fur

..... T A P, ey - -
BT I S B AR St I3 I UL NN SOt FLLE RO Te o o EPRITIE SR ST

Ex “
toe e

1mports. In ganeral, 1% 19 assumad Lhab tha same ba31c structure
worer et LR T frtoh gt oy A , .
. - u.\E.! -t T A ity Q..-A.‘\.H«J . 1, i#i A

0 v

duminatea economies of the Larlbhsan, and we mlght axpact to fznd
il RTRNS TR IIN Tt o e e o i

R L ol
T I N BRSBTSl

-y
P

falrly similar import functions throughuut the. raglnn. Equataon k|

";,,
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which 46 a constant elasticity Function, is applied to the aggregate

of imports for the region as well as o -the estimations we havs

‘

carnried out at a lawar 1auel af aggraganluno

Inuldantal Ly wlilaanson and BUusr1ll (I9) shom nhat a con=

sicity lmport function might help to solve a_ probklem

_pnsad_by'sgme analysts of thes E.E.C., integration affects on trade
'flcmao Tnese assuma ohﬂt i tha absenca of integraﬂiun, the share
of mearnq 1n rcnsumpnlon mnuld be constanL.V'Thqy are,then able to

actrlbute a, change in that shara Lc the affecn ar the formatlon of

Cthe Egﬁeﬂ. The problans wlth bhlS assumptlnn is hhaL it - s generally
'hgliaugd thqt;tha incnmé?elasticixy n? demand ?or 1mports exaeeds

unitys A eonsfan» B1aSulCluy function solvas this ;ranya In any

Py

~cass it w111 be nnulced belnu than such a funczlnn ymers a remark-
~ably goad it for Cﬂﬂlcaﬁ‘daﬁaa‘

.. The tuwo arguments in the import function are slightly differ~-
. R oL R . Ty L e e

. ent from the ones that are gensrally used. HMost researchers prefer

- GNP aé,%hair aggrsgaﬁa.incnme variable. I was unable. to find enough

nbseruanlcns on Enls 862198 for the CARICDM cauntrias. In its place

L am using GDPq fhws shmqu not ba Lagﬂrdad as a sorvious dafectq
'ha otheé'dauiation ?rcm tha nozm 13 the use o? she fcrelgn axpnrt
;prlce uhﬁch 1s tha pvlce thau faces fha domasflo anonomy, 1nstead

;Qfﬁralgtiua pp;qayuar;gb;ao rEPOHDﬂlL tnsury oaems tn suggast that

,thaflattar is‘the’mure apprcpriate'theory, Hpueua:? there is some
dlfflculuy in ?urmlna an 1ndex of CAR ICDM prlues, In any case, this

is perhaps not & sarlous flauw sxnce there 13 much aumdanca that prices

in the Garibhganrfo}luu‘thusa_lnlthe UaSa almos; mgchanlcally.
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wheﬁ;gquation-i is transformed it ylalds the fullowlng

ésfimatiﬁg;fuﬁdtians_ o AU
%U-m; z.”ln'“1 R D.1n a, *+ B inY + ¥n P+ ineg. .....2

The éxbected"sighs ot ﬁ 'and i are7u911:undérstouau The

CFformer s hcu1d be pnsi ive and rioae to un&»yﬁd The'latter'should be

R ;g;~-,;r .. o R '
naegative,; but little is knomn a grlur1 ahmuu Tts nagnlbudeo Mueh

at f1e 1ntaresi in thls study rpﬁtres Dn the 51gn and size of

: RN ':f_‘ . )
ln @(2 _whlch in s??a;t is the pqramarer of uur ln egraulon dunmyo
From this we hope to éat'mstimaﬁes &% the d@grse qf trade creation

~and trade diversian in diffevent applications of the basic astimating

Homéﬁér} é'ﬂiffiéuity must ba’édﬁittaﬂ heré; CARICOR camo

_iﬁtn existence in 19749 nub Lhe .common tarlff dld ADL bauune rully
:abéfatiané1'uﬁtil 1976. Tiae 1atber‘yaar might be a botier point for
i assésq1nn LhE arrmcusfﬁ? uhe‘eALSLEﬁGB of ARIPDN on trdﬁa flnws.
;Huﬁéber mdst'éF-éﬁé'éeriesrﬁnrhaﬁa and.in fhat‘yea:; "I have thgreé
fbéa;épedifkéa-ﬁﬁaﬁ ﬁhé'iﬁpaat 6% CARiCdM @bhméhbes-iﬁ 1974°*;AS-7
13ua¥§badf-khoh§ ﬁﬁa%iﬁas é-yﬁaiuaf,baﬁéideréblé ;ﬂénge ih inter-

‘national tféde:ralaﬁiunsv'”ﬂqsf of these arvese in cannection with

thé Eramwuna rase in LhB prlca nf oil and to a lesser extent nthar

R Y

-Cﬂlhﬂdihlos-t‘—ﬁnls meanS'tnac wﬂ must bg CaULlCUS in attrﬁbuﬁlng
e T T .

to tha coming into existenca ni CAPICGH alano, any rhanges in trada
"Fl 48 that are reflected .in the ‘sstimated ualue of i{ . Witk 7"ha{;

‘}déuéé%'in7ﬁind"here is a list of thm appllcatlans or aqUatlon 2 Lo'

T .
o

Vaéﬁé'ahd tha results T abnalnod.
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'Firét;I'esEiﬁéhéE the imhdfﬁ fﬁnbtinn'Far “he whole of
CARICOM's = imparts Trom the west of the world for the period
1970-75 usihg'é Stap;ﬁise peoressions @ This wés'dunéién'Thé'Uﬁiﬁaru
siby of the West indias (fona)} compubten Qiﬁh'thé aid af the SP5S

packaga I obtaineds

o IR = 1@ 9.7 4+ R68 In Y «. o6 1n B
TR ' (37) - (.89)
- 1n .32D ' 3
(.14)
R - = tgdb ; d = 2965

Equation 3 talls a fairl Y lnuerestina stary, Me discouar

haL the reglun 8 lnCDHG a?as{i iuy of demand for 1np0fta From the

e

—

Test af'ﬁha‘unrld is'less than unity. -1h58 is not surprising, but

I3

. is good to know.. Tha ZﬂﬂDjﬂUbLC “BabﬁJDﬂ ﬂf ‘some paupl in the

region ta the consumptionrof :arq1gn goods ﬁppadrenot to be warranted,

+

The price uépiahle hés_the right ‘iqn ﬁUL the coefficient is not
'sighificantly‘di?férant-from_za:o¢: Bu% tha important:finding appears
to ba thei the intention %o change the Carihbsan community from a
“?ﬁaé_traﬂe“abea to a common harket-indudéﬂ:a measure of itrade diver-—
gien. This' ‘i heing may he Dnnparad UJLﬂ the wsdr ]y'findiﬁgs on the

- impact of the E.E.C. on Erada-?lows-inﬁﬁhat common . markeat survevad

2,

,ih,Hilliamsbh'and‘anﬁtrill. - The finding there was that

the estab~

tlighment of the E.E4(. induced some axternal trade creation.




. are calculated and tha coeffigient of

48,

anugger,‘iﬁ should be noted that the trade diversion affect

doas. appeay to be. very small. When the antilogs of intercept teorms

o2

;{é;fis corragctly . inter-

]

- s, 1{— - ‘ ll 1 ) 1 P2 ) - P V > oo
nreted,-. it .eppears that post 1974 evenis are rasponsiile for shifi

in Qgg of about ECH1,377. - Bubt when we consider that the value of

Cimports 4g tha region rose considerably after ths 1974 rise in world

i)

oit pricésg;éﬂCh a‘émallrshift-ié not at all éurprisinga.rIn fact it
might'bq interpreted as pninting‘ﬁa a uery ﬁeﬁihite tendancy;

I next astiﬁated thé,impogt ?unction without the price variabls
foxr the'foﬁr Msz-in the reginn; Barbados, Guyana,_jamaica and
Trimidadléhd Tohagdras,é group. - The population of these foun raola~
tiuaiy larger pnuntries‘anqugnts,fnr fﬁpr;millipn;ﬁqi of thes 4.0
miilidhrinrfhe region. Tho share of ﬁﬁaée Feriih the‘ragidnis GDP
ia in~9£céss.of,9D peﬁcenﬁ, ;ﬁ-is therefore inférasting to compare

the import function of this group with that of the total region.

T ohtained the followino results frois that regression 3

&

nfi = 1n 5.8 + 1.84 InV | oy,

) ‘(a'_.ar"z)_'

N : ,
R = L0897 H 2] = He2
. In this regression the siepuise process deleted thse. integration

,dummy-suggestiﬂgtthat-tha,a%ist@nce,o?,CARICOm had neither a trade

]

~diversion external trade crsation offect on the larger countries in

1. -

n the region. The coefficient an the income variable is . not signi-

i_h

ficantly different from unity whish is consistent with the finding
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.on: the intggraﬁ;pn affect. Thié;méans tﬁat;fﬁr ﬁh@szCé alone the.
incose elastiqitx ofidemand‘for;impqrts_waq,unitary, ‘The;citizéns
af thess countries iﬁpqrted neitheﬁ_more nor 1@53;as.theyigut richer.
Bt pruportiﬁhately ma;e of their‘insoae than that of the region as
‘a-whole was-spent nn;fqraign}goudé.f

,it is npw~£ima ﬁn look .at the imbgct,quthejfbrmation: of
CARICOR. en intra-psgional trgﬂegand to,dubthatal-Qstimatad-tha
- demand nﬁ‘the'MDEsr?qr.impbrﬁs—?rmm theA:gst-qféthe region. . In
_thiswragrqsaign,}i.Qrupped thé_pgice variable. I obtainad the

following regulise

iy

MM =  -In G.4 4 1,43 1n Y 4+ 0,05 In D

-(0,36) (0,31)"'

R = . .28 5. d_-ﬁ B8.93

To ithe extent t'ai thishs¢ﬁﬂy ﬁés'gmyFimmediate puliticél
sinnificance for theiregiﬁn, this regregsion is a very eﬁcouraging
.finding: 'Th%gﬂis hacéusa al@h@ugh the ﬁosffi:i%hh for ths inta-
gfatiéﬁrdUmmy'ig not ;ignfiimanﬁiy diffarant from, Zero = nonathelass

with the sign that would indicate trade creation if it was signifi-

sant mrrwe nnticgrfhat the‘incqma‘elagiic;ty.pf demand vor imports
is ga%l aboveﬁunityo As ﬁhé-beﬁtar off cquntyies in the raéion arow
_;icﬁepg thgyrimpq¥? prgpnrfinnataly‘mafe from ﬁhe_worse offa “fhis
is,é 5Uld nqgtgaét'mith.thé_béﬁaqimur of thé région,as_a wiole wibth

respect to the rest of the world.

S0 much for import functions. I want to go on now to the
ol e - S T
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gnpirical part of “this study that has some baavlng on the ideas '
‘abigut - supply-side trade ‘éreation that were discussed in LHe

Cprevious - section. - This leads us to -a cohsideration of - export

Functions. -

. -

£ Urts are - anerallv'fééarded to be a positive Tuncition
r . - R

-pruaucu ive rapaclby and -a nag- tive function aof the tarms of
Vﬂrade ahﬁ'uf*?inanra.-‘Thmra appears'tu 6é7h§féunCensué akout the
éurrébt funbﬁibﬁél‘ﬁnrm‘oF the ERparﬁs - gutput rélationéhipa“ﬂuﬁ
'Ulnuars (?U), mhnse analysis 01 UeKo exmurto is ong of the most

¥,

rigorous 1nuesnl ation of ex ort-?unctions recentl underuaken
3 h ?

“appears to fauour the SPEPlf'"atLﬂﬂ of a duub1e logarlhhm1c rela- .

’

tions hlp-'
This has led me te specify an exports function that is
similar to my imports function. Accordingly we have =

-'n'?uf
31 ¥ /ngéﬁ

there X is \omu meastre of a<nurLs, S is oan nndax or prndu tion
o just slmp]y GDE a&s the case mlﬂhL ne,, P .is a U8, 1mpurt

price index, i is mnrld damand¢ and the parameters have the same

' nean1nq as thein counnerparu in vquau1nn 1.

\ T

A que&z1on that 1mm9dzahelv arisas about the spsc ication

of aquatioh 6 in the context b? a- i q enequatlnn model is ahout
Lhﬂ dttectlan uf causation behbwasn BXpurts aﬂd outputu Particularly
in a‘daueloping'country and in u1am of th9~thrust of nhe argunant in

the prauiuué:éestion9 itv mlqhh be uhaL ouLpu is tha dependent
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variable and-a?povus Lhe'independent;ua

that equatiun 6 is really an inverse le

As wo shall see below the study

ance mainly of the econonies of Barbados

3

appliad the Grangsr (5) causality tsesi

L s . s .
BT ‘FlTSB for f ¢ I iried the &

-

[xd
[N

auppllmd by Barbaduso Thﬁ-Gfahgafftant

producuion‘is the depandmnu variable an

“one. " However; when GOP was used in pla

1

‘nore astention Lo

output, in both the case of Barhados an

that thers was a feed-back relationship

TR N 3. r Y S R
Tie" fwo results taked Logethey su

this issuaos  In partl

Cdndustrnial ouiput Ao b"“gﬂdu, functiona
‘of sxporie’hay have considerable policy’

'dﬁ'thd‘Faedébﬂmk'ralatinnship'batweén ex

thad mhnq the exisience of Pnaunﬂ'data
L FLET R TR i ] Ve e oaa
funcition should be meedded in a simult

single=eguation rasulits below may there

aquation bias, thouah my own donjectura

gihle. Howevar, this fact must he kept

resuliiss ~ GDP was ochosen’ as the sxplana

What I have done is compaced the

P S ,- Ty 12 -
of Darbados ‘with that of Jamalcas I

Guvana and Trinidad and thean oxtand the

of ‘comparison.

jﬁa&l&, Thisiwuuld suggaest
ast squares‘problem;

axaininas thé pxport pecfori-
and Jémaicab I therefors
to data Tram these itwo coun-
ndex of indusinial oubtput
reﬁéals_that'ih this case

d axports arve Lne independent
ce of the index of industrial
cl ﬁﬁat'a? Jamaica, I found
bétméah équrta’ahd output.
ggas? Zhat ue uhﬂu1d pay
cular, uhB finding that
lly'dépendé'Ch‘the volume

i nnlica ations. ~The Tind iing
ports and outpub suggests
parmiﬁéqit;'tﬁaiaxbnris
aneous equation hndala_ The

oo

¥ore suffer from simnltanoous-

is that this Will he naglie

in and whean readln the
tory'qériaﬁlao - X
ékpw&£ ﬁeifbrmancé, 1970~78,
pianhlater’mﬁ'td démparé‘

analysis to cover othe® sols
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©In the Barbados® sguation, the prive variable was rejected

by the step-uise process and I ended vp with -

In'X =" =In 2.5 4 1o1 In® +°0.9 In ¥ + In 0,50 7
(0.28) - {0.42) (0.2).
A2, = 0,98 d = 2.7

Just for fun I decidad to bhrow in an YAdams dummy®. This
mag to capture- the effect of tha post 1976 circumstances in
- - 1 ) . N - ""2 ' . 2 i
- Barbados. . For the record Lhs adjusted R™- went down. But the

8

fan

Qn,qglthe-c5efficianﬁ was pqsi?ipe, ‘Ms cannot. accuse the ourrent
gnﬁafﬁmaﬁ% p?;iaapiégzarnagatiua-imbact'nniéha par?ormance-uf_thé
_Barbggﬁs ékpﬁrﬁ;geé?pr, -But_ngither'can we giuafit‘much credit for
,inddping-a-pdé@tiua gﬁift in‘tha'éxpofﬁ'function;.1Maybe,-Barbadoé
has ér;iued.atrihét,fgrtunats stagqiwhera-aléﬁéngé in gnuarnménﬁ is
ﬁggirai.with,rasp9§§;tn,tﬁ¢-Bcnnomy.r | |
];ﬂqmayart uﬁaﬁ eﬁuatian_?!shﬁws is thatraa'nutpuﬁ groms, ﬁhe
qxport_anﬂ_#hepgforg présumably the”pfoduqtion o thoss goods
,catagurisgd_asrmanufapﬁures, mﬁbhinéry and trﬁnspnrt;equipmant and
’ miéuellanpqus,maﬁuféctpraa_alsu grau}uﬁut at é prupuxﬁ%unateiy fasten
faté; Tha Qo:;d&dqmaéﬂlfor_Bgybédiaﬁ manufactﬁres is almost unifaryr
glastigf‘“Thé‘gqqnpmV;ié thségféfg'plEarly undergoing an industrial

transformation. It.is whether or net we like it an scponomy "in

The sign ard value of the CARICOM dummy je of interest. When
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he artilog 18 talculated it 'seems to imply that the effect of post

.d.'

s

1974 conditions, was to add ECHY,622 to the ordinary'intércept of
the éxhnrtf?unéﬁion; Eﬁén if_thia is a reélatively small number, it
must be remembersd that the full ‘impact of the dummnh market had
_noﬁ yét”doﬁe}into'sffaéta‘ f -

Hhatrall“th$é haéns is that thoe paﬁ?drmancerﬁf Barbados:is
cdnéisﬁéht’@iﬁﬁfﬁhé-axistance of what'l'haum'oalléd supply~side
-trade craatiéﬁ;*

s turﬁ'now-tn‘the gase ﬁﬁ‘ﬂamaicagi‘Tﬁa bestiregrassion
contained the arguméﬁtéa‘iGDﬂg‘ UJS:'imPortzppicesg' moild damand
- and agaiﬁ fnr'%hG ﬁuﬁfuf'itg'a-H&niQQ dUmmyéJ:mhen’thé'BARICUH'?
dumiiy was- added, it reduced the value ‘of ‘the adjuétéd A2 and
wag nagétiueﬁiﬁ gion.: "So Jamaica ‘does nat”éppeér to have experienced
“any éuPplyméide'tréde'creaﬁiun. The results excluding the CARICON.

“dummy ' but ineluding the fanley-dummy (MAN) are @ =+

In-X = 1n 3.9 + 0:68°Ine - 0,60 dn P -

ot (w.d9B) - v (0.599)

+ 0,72 ln 4~ 1ln 0.20 MAN

(0.66) (9,21)
W2 e Los g d = 3.0

The striking difference between this equation and the Barbados
one, is that Jamaican exports seem to be world ‘price slastic. This

'iS'cerﬁainLy:ﬁhe'éaSGJiﬁ*one.éccepts thefHa$£dUsky'(6)‘britérion. 1t
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a

-might not be safe .to assume thaﬁ relative prices have no effect on

the;garfurménqa of ihe Jamailcan expart-sac;torn

Tha Uariahiqs that.are_pﬁmmaﬁ;in.the,Bapbadian and“ngaican
expmrt-?unctions3ﬁaua the same signs. .The impact of world demand
on the two emﬁnomiés‘appears to be guite similar, although the
jamaiéan alastiqity-is‘mérgihallyuamallmrp  However, tﬁa Jamaican
a%pont.@lasticity,wiﬁh=respedt to "output is unlike Barbados less
than unity. This might ba axplainéd by ﬁha ?a;t that the bulk. of
Jamaica's_axpart:eafnings.qdme Teom a primary;commodity which is
atqﬁha sama.timq,its,mcat;dyﬁamic sgctor.  The pressure fnffinf;,
creasing the exports of manufactures is¢tharefqralmuch lagser than

it is in Barbados,' -Recall that according to Leibanstein, this

. kind of pressure-is critical: for.-the existence of X«efficiency. -

U A Rinally[wa téka'nota of,tha.Manla% dummy. Whatever happens
in the Farthcoming-eléqﬁiqn}in Jaﬁaiod,‘thG-Pfime Minister-nf that
country can take pleasure in the fact that whereas his counterpart
in Barbados appears to be insiéﬁificant for tﬁe parfﬁrmance 6? his-
country‘s'éxporthnfﬁmanufactures, he.is significant for his. But
I doubt that the sign of thse cugefficisnt on the Waniey dummy is

A L,
the one he would prefer.

v

Our an?lysié 6f_tha expdrt df manufactures in twan CARICONM
countries has revealed that one is alert to supply-side tradae

creation, whereas the other is pot. In my epinion, if integration

‘1s going to be meaningful Por the sconomies -that belong to CARICOM,

- they will all have to pursue the expdansior’of supply-side tradse

cpmationa"IhiS‘mill_ihuuluapa‘shifﬁ in emphasis from tha theoretical
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orientation of the early days of the integration movement which was
ﬁatharriqmardnlnaking to an agoreasively uutuard looking strategy.
: ST DL LT E .

Dne could noc p080¢b y F1n1sh an ess ay llkB th without

naking refa:ance Lo the NICS in Scuth East Asia and_of all places
. P - R yane e - - I E o : , o LI - -
Latin America. But in parb1ruTar9 aftﬂr uhe syccess of nhe ASEAN

.

cominon maniei, it-is-diffiqult'to dany that supply~swde irado_
creation ‘is a viable integratieon stratsgy Tor deueTDplng cnuntrles.

ﬁy'qwnupgrsnhél ragrets'lié in thé Facﬁ tha* EARIEDH is nnt tha B

B R B

,leader of thisftfend. TL was aFLar aL] to the paopla uhn haue

bacama Lhe meﬁbprs of thls nummun1cy cha£ Nobel laur:.en,9

i,-

Athur LaUls (12) sa dsr ”Br1ba3n (has) daueTOped an ennrmous

_mpnrﬂaLlun Di na les from IndLa and Hong Kong, reuea1lng a market

which lf Lhe Usst Indles “had gone'intu itimuyld have‘prouiQQG a very
Vsubstantial;leuglfpﬁ amploymeqﬁ?hg;erfur_us”. {Haugryg’since dis-
, qu9£qdrﬁﬁe_;nigigﬁ;QQé imggiqgt@dnrand\w;ll;ngnggs to take the |
riskrthgﬁ1L9Q19Jéquéellad?i;: |

_ 4‘Fihaﬁly_I;m;gﬁ:tQ iuqk'a? tﬁe manetagytimplicatipns of the
pf@gédingfanal&é}saeryﬁ oﬁjthagb,fc};qw ffo@zﬁectiun 1, #haroﬁhe?s
,f;om133§tiqﬁ;11u ﬁThahfifgi isﬂsﬁréightfarmapd_and concerns the
priﬁe-lauel 1np ation of {he anaJy51u cunducted ulth the aid of
Figure I, It,is plaaf that the inuardmlonking strategy has an
infiationar? biask *iﬁ-is theraforeKnuﬁ-a coincidence that in genera;
the,post%wéé Létin_ﬂme;ican ecanomiés have been the MOst'inflatidﬁm
-bfonad we haﬁerknamn.: |

The secnnd wasrmantlnnad briefly iﬁ the disﬁussiun of my

proposed mddifisa%ion Uf'tha orthodox theary .of integration. For



our:kihd of reginn9 Lheru is a compe _ihg case for a hlghe
dggree of nmnecary ihtagratian 1hn wa have at prﬂaenuﬂ"Tﬁere
is among dﬂUhlﬂplﬂg countries mn '7I-like‘ﬁorball aprMer'
i110sion. Ths Uay ‘this operabes in the Carzbbga is to forestall
the mbve tb”fegional mdnatary maﬁégemento' BUL in a number of cases
we have seen Ehls and up in thae ménagément af our affaira y,comh
. e T T A S
plets OULSldQTSu : .
The ather nanacary 1mpllcdnwons come OUL of my empiriCal
N to et TR oo
analysiso IL ﬂppears to me Lhat ma are no lnnger JUS ified in
blaming our balanca of paymanco dlf:lcuvtles on hlqh prnpens:cy
v " e : = La

ta inport goods From outsida OF tha reoiun. Fuan in LhB case 0?

the hDCu, tne reuaaled pr faranus 19 an a qrummng shqrs of Lhe

'prnduc g UF uhe LDEs at tha expen a of LhDSB from nha rasu of the
world, And this is aven prior tn,the CHRICUN impacto

Howe\:er9 uhen it comes %o supp ymslda exuernal trade’ “ereation

*

we notiece an 1mpurtant dlfference bauwean uhe performanca of

Barﬁadns'ahﬂ,that of JaMaicao ,Tha'Facﬁfthéﬁ‘thera'is also a diffes-
snce hatwean Lneqe “tug' Lnunur1es* appvnach to mon( ary management

migﬁt“ha'a"ﬁhincidenca;"Dut I rather,duubt—ita" 1t is this differ—

| T,

[P ‘_f‘ ) :l',. L :‘,Z"..: T . L . . Lo !‘.;:-)
ence that.dessrves much fuprther thought by all of us,

< . . . S -n - . o ) - . X e T . - , . .
. ot . f Sl . . L

Y

i

a1
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FOOTHDOTES

L

1The Moneuary SLUdlBS Pragrﬂmme at U. hqug Nuna, de1rayed
the cost of 9011¢ri1ng the data used in thé study. 'The .

Librasidns and members of the statistics hranch at the
‘CARICOM Socretariat assisted me in finding them. In for-

mulating equations 1 and 6 I benefitted greatly from a
discussion with:Prdfessor AL Francis and Danny Bpanch respecs
tively oft the Econemics and Nathamachs Deparnmanns of the
U.L‘J.{Ing mﬂnao )

255r1ctly speaklng CARICOM is not a cmmmon mﬁrkan since

ffactars are. nDL completeTy mnblla.

SSLmllar sentlments are to ba found in Beckford's (1)
”Per51suenu PovertyT,

4This‘ignoras’ othér well-~knows defects in Prebisch's
ana1yais for example, igno®ing the way the British trade
statistics are reporisd and Lhe of fect of declining itrans-
port cast an those data.

5 . , . - - '

An estimate of the revenue~loss in welfare suffered by
cdomestic consumers is sasy to make. It should be half the
product of the tariff and change in demand induced by the
tariff. But we shall see below. that for the economy this
is noi the.most important laoss in welfare.

6 - . . . s

Vaubsl (17) has recently given a guide for svaluating
the cost in torms of price~level stability of monetary
unification,

TTup good surveys of these studies ars those given by
Williameon and Bottrill (19) and Kr81n1n (10)..

0 . ‘
“In all results, the numbers in brackets are standard errors
The estimate of p2 is adjustoed for degrees of freedom. The
reported Durbin Watson statistic (d) shows us vvidence of
serious autocorrelation given the number of observations and
of independent variables, But a couple are in the indeter-
minats range. ’ '
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YFor instance the papulabion handbook "The Caribbean
Communitys A Guide”, put out by the Caribbean Community
SBcraLariat says on page 9: A Tproblam which has basst
the economies of the region in recent vears has been a
qrow;hﬂ&taste for foreign gooas and sxcessive consumptian

pandlbure, part 1cu1arly of’ imported goods™.. (empha31s:

.mlﬂ8}4 Llsar1y Lherc is no eu1d9ncn 1ur tth CTalmgr

more - intuitive atcount

represent a bivariate process.. Y

those exports classified as numbers & through 8 by S.I.T

[.1 Vl. ‘, - o .u- N -'l - 1) ) 2 . - » ’ ‘ .- . o :
’A-rmgqraug‘Ereaumentqls,ue'ba found in Suits (16).
t is given.by Kennedy {2) pp. 1423,

1Bas§ca11y,Qhatvthe Granger_tésﬁ says is uhau (Y X, )

,

1; Cgud OFC past Ualuas.
g is a uectuf‘o? coafiicients miuh B, = 1, and w2 ig
the' erroxr- uarlance of LhB processo We. can say that V¥
causas X If .- o e o
2 , 2
12ThB exports variable used in thé study are thé sum of 7
+Ca

T ey

o e

-8
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