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. ECONDMIC POLICY AND THE INF IN JAMAICA

- SUMMARY  STATERMENT -

The skisting dilemma for sconomic policy in Jamaica demon-
étraﬁss {ha‘cuﬁflicts which can arise betuean the requirsments for
external and for intérnai bélance, or the higﬁ,custs'nf axternal
balance of terma of income and output grumfh. 'Tﬁét basic conflict
'waé ohly exacsrbated by éttampts to foéct a naw_écuﬁomic strategy
in thae cmntext‘nf,poor_domastic sconomic programme and cantinuously
réhanging external sconomic conditions. More genérally, the
jamaica axberience‘n?.tha 19701 g weuld'suggast-tﬁat nev directions
' ih.po1icy'wiil of necessity fUGUS.DD gfeater flsxibility, on appro~
‘priatensss ih ﬁhe ﬁimingrof policy responees, and on a greater
'amphésis on the ﬁossihilities for extending the available rangs and
mix of policies.

Udfrant inﬁerast in altering idtérnatiunal_institutinnal
_rarrangamants1as thsss,affact capital flows to unﬁerdeuelopeﬁ coun-
tries in fact reflecﬁ an awarsness of the basic conflict between
extérnalrand ipternal balance. The concern is with the posgibility
for raﬂucing the conflict or fcr‘égtending the scope for policy |
choice by lessening the external constraint. The discussiohs which
relate to increasing the availability of medium term finance and
balance of paymants suppert on concessionary terms, on inereasing

the flow of aid, an arrangements for the finance of LDC debt, an




tha coda-for %hé transfer of technology summariae‘tﬁe responses
at the intgrnétional lsvel ?D the basic issie,-

For thé undeﬁdeyelnﬁed coupntry in defi&itg_the constraints
on the capacity tu-édjust can be sUch-thét extarnal Ealanca can

| - i , : _

only be defined in the context of the need tq~limit untoward
raparcussions on inbnmés and income growthe Fnﬁ such countriés,
a crucial problem for pglicy arises from the fact that given the
strucﬁural conditiﬁﬁs sgch as obtain for Bxample‘in Jamaica, defla-
tionafy po;icies can ge assooiated with a fall in iﬁuestment; It
is therefore possible that a féll‘in incomes and employment cén'
result without external balance being achieved; |

The relevance of the structurél sonditions ie that thess
déﬁgrmine,the capapity‘to adjust, and the spéed at mhichradjust—
ment can vake placaoi\This is the relevgnce of the concentration
of exports; of tﬁa,wids range of necessary imports; of the-
depandance on direct inflows which have their counterpart in the
merchandise acceunts and of the organisational and other difficul-
tieé Mhich'inhibitrnuﬁputVQXpansiono Tﬁasa factors define tho
margin fuf'bolicy inducaﬁ variations in thé short or medium term.

They indicate that there are shor:t run limitations to the removal

2

of the external deficit. Those conditione also indicate that exter-

r

i
nal balance is to ho deﬁihad,'not only in regard to the desired

|

income changse, but on the hasis of the understanding of the inter-
98y !
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relatinnships'betméan t?e current and the capital account, and on
the assumption of a desire or possihle level of capifal inflows.

The axtent of available external finance or the level of
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capital inflows is one. aspect of :aducing‘tha cuﬁstraintso Another
ié what domestic'pbiicies reduce the conflict Qétwaen the aims of

internal aﬁd eALarnal halance, i.es. bgtwean income and einUymenL
grouth at stabls prices and mithuut woreening incoma concentration
an the ane hand, and;curbing ﬁhe current account defieit on Lhe
u?her. |

Thaéa uera the main difficultioes fnf aconumic policy in

Jamaica in‘th97197ﬁ'sa 0il ahd'uther import price increases added
to the difficulties for policy, and less anéd the areas of fTlexi-
‘bility. Thé attempt to altef stratagy in difficult oxternal circuhm
stances was further hindered by the lack nf_clafity-on what measures
were necessary for the prcpusad'structural‘changes,- The traditional
'usé of monetary and fiscal policies to effect stabilisatiun and »
.adjustment would in any svent have encountared-the constraints of
the structurél characteristics of the acunﬁmy. Eueﬁ more important
was tho faét that their effscts ran counter to the main aims of tha
‘change in gouérnmant policy. While the guuarnmantrfadad difficul—
ﬁieé in fashioning appropriate policies to mest the long run alms

and restrain a growing external deficit, INMF policiss were aimed

at returningrthg cocnomy %o its previous path. Neither succesded,
The greater_leuaraga'which the INF had nn‘accounﬁxnf its being
lendar of last rasor£9 was reinforced by the lack of a cohsrent

and cnnslstenL st of guuarnnent prupnsals, tha government's
waakened financial pos;twong and a lack of polltlcal cohesion.

At the sams timeg IﬁF policies were incapable of mglntalnlngklnvestu
ment, andkthe merchandise account of the balance of payments was

improved at the cost of outpubt growth and structural change.
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~Essgntia11y% Qiuen the need.tﬁ adjust, the scope Tor po;icy
gholce is enlargad by & graateﬁ dépendencaron'salectan MEasures.
The aim is ﬁq iimit or reduce the change in ingome for any given
_halande of payﬁents change. The genaral amphasis of policy was
howsver on curbing the lsvel of demand. This has in any svent
baEﬁ a characﬁaristic of monesatry ﬁolicias in»jamaica, which‘
enphasisse genaral dafléﬁion whila the expansion of govarnment
expenditure takaé up the siack, rThe wmorg affective are defiation—
ary.mﬁneﬁary pﬁlicieé,~the gﬁaaﬁar the reliance on-the counteré
balancing'effenhs,af government expendilures.

The difficulty for policy in the 1973~74 period was thab
-the theﬁt of #hé_chénga requiréd was never ss-urlarga9 and Ehar
shortfalls ;n iﬁ?lowa which usually pr@cipiﬁété the extsrhnal prisis
have usually bean reuersad;- This was, Tor axample, the case in
1969. Changes in output or incoms strucﬁurm wers nof then under
considarat;nﬁ; feal.adjustmant did nuﬁ haua:tn ﬁak@ place, given
new capital inflqma° That wastthéxsigni?icath of the oil qr;s;s
and the increasés in prices of other intermediate goods imports
petween 1073 and-1974o The effact of those impo?ﬁ ﬁrice changes -
was turmake‘raal adjustment necessary, even at_the usual level of
caﬁital inf}uw3 and'eUan without the attempt to redistribute incomas.
With the ad justiment ampﬁaéis on aggregate demand; the reduction in
incohe was larééf tﬁén necessary. fhere wasg litﬁle_snopa in the
shurt‘run'Fgr incraas;ng axporits or raducing further, the use of
imports, given that'impnrt controls ware alraady in éffectf

The' full range of possible policy measures was brought to
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bears repeated devaluations, higher interast rates, direct

controls on imports, increases in tariiis, and foreign exchange

controls were all either strengithened or put into sffect. The

sconamy was deflated and.inuastmaht and ouﬁput fell,

The bauxite levy uhich was imposed in mid 1374, was Used
o ﬁ-nigéﬁe going ot tﬁa affaects afAﬁha Qensral‘daflatianary polie
cies, The_léuﬁ whicﬁ ancries in‘fpreign exahaﬁgs pontributed to
some eaaing of the extarnal situation, and alsﬁ provided the basis
for an ekpansinn of gavernment expenditurs. In addition, expoft
pficé incraasbs fﬁrthef eased the external situatinno

By the héginﬁing of 1975, the main impact of oil and other

price increases had been absorbed. Therse was a net increase in

resorves of $54.1 million, and the merchandise deficit was at its

ldwest since 1978n The de?icit-as a percéntage of total imports
was éu its lo@est since 1958~61, which was a period of high export
grouwth, | ‘

To explain the crisis which later emerged in 1976, it is
necasséry o éxamine government policy after 1974,

The new sconcmic sfraﬁegy was aimed at income redistribution
and employment oxpansion. Emphasic was on raising the level of
money and real incoﬁas at the 1ﬁwar end of the scale, on expandipg
incomes and ampluyment'in agficultura, and on expanding shori-term
emplnymenﬁor - o

Increasing unsemployment and worsening income distribution
had indicated;-since the Lattar'part of the 1960's that policy

changes were required. The previous goverhment had at the end of




“the 1960's aﬁﬁeﬁptad to address these issues within the ?ramemofk
of existing policies aimed at.industrialisaﬁihn for exports. The

' new guuarnmant; thch came to office in 1972, did not then alter
that Eaain strategy. Initiailyg policy ﬁas d0mihated'by the
attonpts to counteract the consequences of international monetary
instability. ‘By11973m?49 these effornts méra ﬁuartaken by the -
increasas in*dil prices and the incrsases in prices of other basic
raﬁ'matarialse Towards the end of 1974, and after tha bauxite

levy had béen imposed, the new strategy of democratic socialism

was announﬁado:‘fhare were howeuér important difficultiss with the
now étratégy; AJLnnugh the aims wers Llearg ‘the msans for achigu—
ing-thasa,mare never clarified. While public ownership and wage
policies appeéréd fo be the main.instruments, these ware not
complamenued by appruprlata investment prngramneso The axtengiun
lnf’public inuastmant and public awnership was represented by the
transfar af asééts from private to public, réther than by the crea-
,tiUﬂlo? new assétsa Yet,.mhateuer the redistribution policies, the
extént,to which redistribution and grouth could be effected would
depend on whatheﬁ g?nuth coﬁld be reaumed, and this proved to be
rthé most difficuit area Tor poliecy., This was in fact clearly out-
side the scope of tha government budget. The bésic difficultiaé
merelg acerbabed by the dec_una in bauxlua and alumina production
whioch begqn in Bar Ly 1975 and after the impnsmtlon nF the levy.
ThlB remoued an impnrtanu area 0? flay1b113ty, and the balance of
paymants constpaint ﬁh@n_becama gven mare prassing; The pavernment

itself created additional difficultles by the association of democratic
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socialism with the denigration of private.capital, Private capital
withdreaw and the gaﬁernmant was not .capahle of effectively replac—
ing this. Av the séme time, Qnuernmenﬁ policy allowed no scape
for widaf publié as opposaed to state participation,

A baaicruhdarlying'prnhlé# arose from the fact that policises
addrossed to the balance of paymenis ane inflation were not ﬁamu

patible with the aims of the new strategy. Monetary policies were

in keeping with their traditional purpose, addresssd to curbing

=

nflation and the deficit on the balance of payments, through
genaral;deflatiang As moneatary policy,forbed,ﬁbntractian, the

main areas of short~term employment -~ construction, distribution

and other services - declined, while government shortntarm.and
récurrsnt exbenditures expanded. Although there was a clear need

to reactivate qutput and investment moneatry pnlicy_was directed
at'curbing demand and the halance of payments defiecit, While the
Bxpansion af éauarnment expenditures at suéh'timas is traditional,

if aonly to-contain the poséibla inecrease in unemplayment, the strUc-
ture of those"expanditures, more so than the extent was not

warranted under the prevailing economic conditions. Further govern-—
ﬁant raﬁenuos'uare'homéuer constrained. Slow ecanomic growth and

the rastriétimns on imports reduced the. rate bf,gnowth of government
'rsusnué_from téxatione Gougrnment borrowing both iﬁternal and exXtep-
‘nal increased dramatically, both on account q? the emphasis ofrpublic
sactor agtiuity-réqUired by the new dirsection of policy, and on’
account of the tpaditional use of Tiscal policy to counteract the

deflationary effects of monetary policy. By end 1975, when greater
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'seles%iﬁiﬁy was introduced as a weans of stimulating invesi-
mantrand output Mhila'muntaining import demand, the business sector
was in a slump, and capital was %lnwiﬂg aut. The cconomy was mainé
tained by gauarnmantlburrmming'abrbad. By March 1976, netb furéign
rESOrves Wers hegatiuao

rIn 1977, the gouernmant'signéd a sténdby agreement with the
IMF. Two aspocts of this agreement are worth noting. After months .
of negntiatiun the government appearadrﬁﬁ haué settled on terms
which reflectéd guuefnmant palicy. In particular, the government
maintained the dual exchange rate, price control and subsidies9 és
well asrits;axpanditu:e grogramme on ampldymenﬁ and social welfars,
antl loose wags guidelines. It also maintainaﬂ_a tight money policy,
directed at the lsvel of agoragate demand. There did not appear
Lo be a caﬁflict betwesn the aims of government and these policies,
if;the focug of monatary pﬁlicy was to induce a switch Trom consump=
tion td imports to dinvestment rather than curtail aggrégate demand,
and to induce domestic output and domestic demand fur locally pro-
rducaﬁ gpuds even at the expensé of sone uariationrin tho ahsoluts’
gize df the deficit. quther, thare seemsed little point in securing
wage incraasas'mithnut attamptihg to translate-at.least some pnrfiun

of these increases into new investment. The prablem at this time

uaé that the sconomy was in a slump and capital was flowing out.
.The curtailing of aggregate demand worsened the siump, while interest
rate policies had no effect on stomaing capital outflows nor inducing

new inflows, Further, the merchandise account was already subject

to direet centrols. Foreign exchange controls as well as controls
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over fﬁreign burrﬁwing-in the domeétic market were also in effect.
.Tha agrsemanﬁ on the detaiis of monetary pnlicy, and the absence
of any pnliqiaé tq induce investment meant that the effective model
was the IMF'model° ‘The pminﬁ of the IMF "tests" was to reinferce
this,-whéteuer alse appeared Lo have been allowed. The only uay
-uut was to raise the lavel 5? investment. Since thors was spare
capaéity, given the previous yealrs decline in output, the implica-
tions for the éxtarnal accoount need'not have been sxcessive. The
INF model on the other hand was clearly direétad-at-maintaining
the existing deﬁsndance on foreign capital'éndranhancing the
BXport-saotor, The assumption was that neu cépital inflows or
xport increaéas would finance a highser level of imports. The
cantral aim of gauarﬁmeht polidy was to change this and to induce
‘a greater spread of domestic inuastment,dipaﬁtsd at the domestic
mazket. Bub thé-gauernment had no investment policy and moneﬁary
pbliqy in faét fu?théf depressed-dumestic investment, aspedially
in sinall businasses=
At end 19??,7thara was a drastic decline in the current

account defibit, Harchahdise imports were less than merchandise
axgurta? at very low levels of Eapital inflows. This was itself
'é problem, sincé_production could not recovsr at that level of
impprts. The_deblina in reserves was 14,6 million compared with
over $200'hillion at the end of 1976. - The IAF nevartheless
rsuspended e agresment. The reason uas fhe %ailure to meet the

net domestic assets test, a consequence not simply of government

over expenditure, but of the continuing shortage of foreign exchangse.
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The essence of the economic problem was however the low level of
activity, the falling rabte of lnvestment, and ipcreasing capital
ousflows,

it is not elear why the government entered into the second

IRF agbaemeht under the Extended Fund Facility, except that i%

was ctherwise vunable %o secure external fipance. This new agrae-
ment in effect completed the reversal of governmeni policy and by
the end 1978, the changes in the functional distribution of income

which had been effected were reversed. The balance of payments

improved, but output Tell further as investment continued to

decline. Such indicators as are now availahle for 1979 suggest

that in spite of a favourable merchandise account and increassd

receipts from foreign travel, the over«—all external account has

‘worsened and domestic demand remains sluggish.
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INTRODUCTLION

-Tha'Inﬁa?natiDnél Monetary Fund has been a focus of contro-
versy in Uamaica? at leaét since 1977-when the Gavernment negotliated
.a Stand By Faﬁility ampountino to JQGB million over two yzars. Since
then at'laastg acnnbmic pelicy in Jamaica has bsen dominated by the
-International ¥Fonetary Fund iﬁ its dual rmlé of lenﬁer of last
‘resort and overseer of international monetary stability.

The neéd an the part of countries sucﬁ aé Jamaica for the
functions of the INF is not simply the external financing which the
InF iﬁsel? offers. OFf even g?éater importénpe is’the role of the

hF as guarantur of international creditworthiness, especially given
therlimited ?laxibility mhich countries such as ours-haue-in intepm
nétiénél finaneial markata,- fhat lack of international Flexibiliﬁy
Vcéupled m;th the relatively unintegrated domestic economic strupw
ture, influanpe'buth the abiiity to adjust to ecqnomié disturbanca
and the timing anﬁ pace of-anylsuch adjustment.

¢ af

-7

The IMF ip its primary role of guardién aof the stabilit

¥

the intarnatiunalrmnnetary ordenr, emphasésas measures to Bnsure a
spesdy. return to Balance of Payments respectability. It therefore
impinges on pobr cauntrieé which mﬁst depehd on iﬁs function as
lender of last resort. This function allows the influence whicﬁ
"ban'datarmihe a deficit country's gconomic policies.

‘This history of ralations with the IF since 1976 indicates
that from the beginning Jamalcan poliqy_mékérs wers awars of the

“difficulties which would be posed by an IMF pfogramme. The essence
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the programme was to lomgr”dumastic incumesrtd a level which
muuld'ba.cnmpatible'mith'external'balanceso The axténd af ther
fal} in incaﬁas“mhich would be necessary and the relatively short
time period ovar mhiéh,such_adjustments would bé reqULred was
. cause for ﬁchcernigiuah both the high unamplayment.level-and_the
highly skéuad'distribution,af incomes, Thé government faced the
additional difficulty of the fact that a fedﬁbtiun in unemployment
nd a more aqu1 vaple income structure were anong the more 1mportann
puints of its political plabfnrn.' Furtharg by the time of the
,negntiationa’which culminated in’tha 1977 Agraéﬁanﬁg real doﬁestic
incomes uérs already Fall;ng;- Tha adjustmant ﬁéasures_hastaned tﬁa
fall'in'incnmeérnu as suqh peasures are intaﬁdad to do == but they
pfoduceﬂ instability., The#e was instability.in_that each found of
iﬁcame raducﬁioh-whiﬁh waé-required on acbﬁunt oF-the'Balaﬁce of
Payments constraint necessitated a ?urthar round of incame readuc=—
tion, since both the external account and the falling domestic
incomes moula paiﬁforqe each other to inhibit new iﬁvastmant;.
There are'éevaral dimenéions to tha'cufrenﬁ 8CoNOMLC. condiem
ticﬁé of fél;ing incomes and putput, alongside rising wages, unemploﬁ-
ment and continuead external‘imbélannan ‘These ara sxamined by dig-
tinguishing the apprcach Lu the axtarnal crisis which surfaceﬂ in
farch 19769 and the pOllDy raspcnses to the unfavourahle coincidence
lungwrunrdlfflcultles and shopterun exuarnal instabilitias,
IE is'imﬁortant to recognise that élthough ﬁhe praoccupatiﬁn
7 Mth IHF adJustmant nolicies date to '1976/'?79 adjustmant moasures

“were ‘Lnit abed as early as 197?/?3o These eentred on suppraessing the
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lavel d? éggragéﬁei&emand'ﬁﬁd onn the use of deualuation as a means
of indUcinglexpaﬁt,seétuf gompetitivensss ahd éonﬁaining impdft
V§r0mth; At'ﬁha.énd af 1973*bath internal and éxtarnalrcanditions
hadrwupéened in so far as real output fell and the sxternal deficit
worsened in spita'of anrincraase'in capital ﬁinms.u

The apparanu recovery in the Balanco n? Paymants in 1974
reflected not the adjustment maaaures of 1972/?3 but the reu1310n

of bauxite and alumina prices, the bauxit léuy hlgher sugar prices
- and fhé'recnue:y éf ;nues bment . 1nflowq froom th low 1evsl of §91.3

- millian to_$139;2-milliuna The improvement in the external acﬁdunt
was cdue tn“circumstanbes.uhich WeTe ﬁxﬁapnal to the sconomy. Output
stagnéted and ‘the stabilization of consumpfion-and the increase in
domestic sauings wefa hot‘raflecﬁed tin increased inuestment; The
 focQs on the need to pndertake ad juatment mgasurés mhich depressed
aggﬁega#e domestic damand réfiamtad the lack of pqlicy Flsxibility.
At the same timé; given the stfudtural‘ cnﬁditions-which‘haﬁremerged
the mawn policy m&asuras wvhich were almad aL stabhiliz tion waré ine
gffactiuea' An added di i ibulny in uhﬂ per1ud was that agalnsn a
;bao-ground af increasing dlfflcul by in obtaining adaqugto external
fipanecg, policy rasponsas LD changlnq international and domestic
'1cond ions were slouo It was to he expemcedg howeuar,-Lhat in the
past 197& pexiod, thare would have bemn axtremp nlfflculty in
antlcwpaL nq and sven lnnerprahln the changing intefnatinnal BEOND~
'miq cnnditiﬁns,'

Beﬁwean-19727and éarly 197437hdmeVerg,tﬁs hnhetafy and_ﬁthar

- measures which were the core-of thoe ad;us mant programm99 were
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generally acuébtéd és appfnpriateg as was the,case in‘earliar 
‘yea:ée  whila the measures were-mure strihgent fhan auer beforé,
the basioraésumptinns underlying ﬁhése, did notiéeém to bé open to
to qgastioh, - | | ‘

| Thérpolicy chéﬂges thch warekénnOUncéd;afﬁaﬁ the bauxits
levy in 1974, and inbluding thelattgmpﬁ to ease suppression of
aggregate deméﬁd,.réleaée,iﬁpnrts-and inducg'nom inuestmanﬁ
.indicafad;thdt,the:e was beﬁinning tao bealgés tﬁah completae con-
fidenca in_tﬁe affectivenesss af policies of éggregate damand reg-
traint in inducing paw-grow%h. ‘These atﬁempts ere never consolis
dated into a coharénh DT OOranme. Between 1975.a5d-1976,-int9rnal
ﬁnliticél'dif?ereﬁceé among the énuarnmant and bureaucracy wers
refiagtad in frégmanted ecpﬁdmic policias-ahd,a further loss in
bueiness con?idahbao'rIn February 19?5, for axémple, mﬁi;e the
Bank of Jamaica reduced the Bank raterandiraiaXQd mbnetarf policy
"as_a continuation af ﬁha pnlibyrof gfédua; feflation"g gsections

0

of the government and the ruiing party inuaighéd agéinst private
capital, and‘threatened nonnﬂaéeiéérningso 'wﬁile'the actual
'mpasures'intrnducad bEtweah'mid 1974, atier the béuxite levy and
éarly 1975, sunoested a widgﬁing,ofrthe scopéffbr economic ab’c.iuity9
official political-stétemants promised rastriction,_rastraintrand
insocurity of;aarpingéo Priﬁata gapital withdesw.- By 1976-the

7 gduarnment,bﬁdgat mas'ﬁha maln MBahé for addréssing the government

- prioritiss qf;inéreaséd employment‘and a'hettér_incnme distriﬁutiono

The government was also the main source of new capital formation.

The government seemed quite undetierred by the fact that government
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réuanUss and expenditures aé-thsy merértheh structured were QUite
unequal to the ﬁask; n anyreUant; 1976 wag an election year, ana
with'tha acohcmibrslUmpg gnuefnmsnt exp@nditura axpanded by maré
than would ordinarily be naseséary or prudeny, euan ih an.election
year. The increase was financed largely. by monay qreafiun,,whila
the axtern31 dap was financed partly by short—ﬁepﬁ high cost loans
and partly by a further running douwn 6? raSarueég',This was already
:tha patterh.g?;hhé,prauinus yéar, the faét of the alections';n 1976
only extended furﬁher-Bank of Jéﬁaica finéncing and the extarnal gap.
By the time of the first agreemsnt with the Ihr in Uuly/
- August 1977, tha acoﬁnmic probléhruas npt simﬁly the external
daficit and the.nagatiue not Toreign exchanﬁe réssrues, nor %he
sizarof the government debt. Béal Uutbu%-had‘Falien, and Gfoss_
Fixed Capital investment Qasr16°5% of GDPréomparéﬂ,with 31% in 1969,
fhe requiremantsfﬁheh ware fTor policiss to stiﬁUlaté'domastié écono-
mic activity . and neuw inuastméntg-'Tha priorities of the 1977 pro-
- gramme were inappropfiate in”sﬁ far as tharémphasis on external
'balénca and therﬁihs period over which this was td‘bs achieved,
further worsened domesticrincomes and eﬁplcyment and ﬁew invest=
ment. Gauerﬁment approach to policy formation fdrther waakened
buéineSS confidenca, The extent of IMF finange under the programme
mas~quitalinade@uate Lo aase_tﬁazaalahce a% Payments. At thé same-
time, gouexnmant”ﬁdlicy as'§u£lined in 3anuary11§779 IMF/Guuernﬁent
rpoliéy of-july/ﬁugust 1977, and the-Emergency Productibn Programme,
all feflect;theVlack aft amarénass'nf the nesd to épéedily reacii-

vate investment,
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r%he banseqﬁences of the programmes of the poét 1976'befind
‘havse démnnstrated'thé diffinultiaé thch can ariée because policies
.raduirad far éﬁnﬁturun adjﬁstment whid. ek emphasize tha.arbiérary
pemoﬁal'mf a'currént account deficit run counter to the policies
;equiréd ta msa% oﬁjéctivas nf’intarhai aquilitirium énd lang run
deueinpment, -Specific ilssues involvs tﬁe role of imports in main-
"taininb grouﬁh?mumantUmgr the impaét on incume distributioﬁ af
general meaSurgS'which raedous aggragaté inéome énd deméndg the
depandeﬁce'cfrtﬂa new manufacturing'sectdr,oﬁ domestic deﬁand, and
thelraspaﬁsiueness of domestic qutputé to relative @rice changes
when aggragate:demand is declining,

Tﬁe-bnnﬁradictions in-thé ad justment prﬁgrémme ware dnly
haiohtehgd~by thalapparent lack of clarity-among policy makmrs ih
' the post 1974 pariﬁd and especially_aqiaftér 1975 ag to mhat_
policles were possible or necessary, tm'maet tha-main objectivaes.
one such contradietiuh arisés in resﬁact of the role of investment
 §9nerél1y and ﬁ?r?oreign inuéétmant, The intention tp diversify
the suﬁfués‘of inuéstment mas-nnt accompénied by a cangideration
of the need For new sources of inugstméhﬁ_ﬁor yet the ﬁf;ductiua
_outleta-?ur thatrinuaetment.' The failure to 1ink inuestmant
priorities ta tha;shnrtmrun adjustment.pragramme in Fact‘raflecﬁs

the absence of an sffective investiment sirategy.




_The Pefiod Béfbre 1972

v

A bria% ﬁaﬁiem of aame;of the main chafactsristics of the-
euondmy-ié-hélﬁful to an understanding o?'ﬁhe main-policy problems
Jmhich amerged in the-197ﬂ'spi-

: f of bartinUlar'significanca in thié-regérd is the increased
Viménrtancs_cf importé and iﬁpdft dependeﬁt_séctprs in the‘generam
tion of 1ncuma and emp“lnyment° Sectoré such-as_ﬂnnétructicng
Dist rlbutlan and Manufaruurlng which dapend haaumly on 1mports
toosther accnunted For .aver. q1 per cent of Natlonal Incomse, and
about 27 per cent of emplnymant in 197U,_3Also of 1mportanca is
Lhe slmw growth of the agrlculuuraT sector and the absolute decline
in the'ouﬁpun'uf expart agrlculuureo In 1970 the agrlnulurual
:secuar cannrlbuted 0.6 per cent of incoms and over 30 per cent of

amplnymenta Comparabla flqures'1uv 1960 éra 12.7 per cenn of
income and ﬁuer 40 per cent of employmanhn' |

The fadt that the- 1arge and rap1dly gromlno sectors - use
'7 rather thah'éarn 1aralgn exchange, emphasmsed Lha relative importe-
ance of the.mining septor as a source QT sarned import napaclty
 ané;aé a SUUrcs_bf capital_infiuuso .Both the ngacity to adjust
o0 an ex ternal daficit and thé time,peribd duEr thch such adjust—

ment takes place, would be constrained by the concentration of the
_ B85 5 . . y ,

gource of foreign exchanga and the widespread dependence on imparts.
) : preal _ P

A Tall in BxpurL rece Lpts Dr in capital inflows, would in the
absence nf compensating finanpe, he readily transmitted to the

rest of the economy partly bhscause the Level of astivity in sectors




18,

suech as(Constructiun, Distrihution and Mapufacturing would be

highly sensitive to changes in-the external account.

After naarly_tuo dapadés of laigsez fairg,economic poli-
‘cies aiméd‘at'industrializaﬁiqng‘thera was_samé diversification
af acdnomic sﬁruétufe, but export pruductinn‘d? bauxite, supgar
‘and Lourisn reméinad the hagis of tha Bconbmy; Bauxite and
Alumina had the lérgast share of tntal exnn:tg and in 1968 con-
trihutaq pver 49 per cent. Foreign dirécﬁ iﬁﬁestmenﬁ in the export
sectorsrandriﬁ particuiar'ﬁhe mining SBG%GP wvas the main source
Df'méonnmic dyhamismo Between 1964 ﬁnd ﬂgﬁégrfnf axample, nat
capital in?lows? averaged 39 per cent uf:Tntal_Nét Investment and
in11969-the share was 35 per qént? In'1§70, Uf'?he_Tutal Fixed
Capital Formation 36 per cent ués accounted for by thse share of
‘Baukite,anﬁtﬂlumina.

'mhile there was 1ittls direct inflow forthajnnﬁmexport
éecturs'there was nauértheleas a high.degrée nfqintérdapendance
batuaén'foreign and local investmoent. Loéal inuestmeqté iﬁ Con-
,structiong,in_seruice activities anﬂ in nun—éxpo&t manufacturing
usually incpaaéed during péridds-uheﬁ the ieuel of inflows was high.
'As_ﬁhe mining sacturreuolued, it baéama the main source of earnecd
?oreign axcﬁangeg of inFloMs on capital adcuunt and an important
stimulanﬁ to.the construction sactor; "This last is particularly
 important beqause“the construction sactmrrwés one of the main
means of mdintainihg short tern emplaymaﬁt, aspecially amungrun—
skillgd vorkers mﬁich make'up*{he bullk of the lébﬁur'fnrnerand of

the unemployeﬂo
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The imporiance o? the mining sector as,a'soupca of growth

since the 19aU’s is well docunen ed, in particular by leffersan

in hiS‘Epstéuar Economic Daﬁelopmant'af Jamal.ca, iSER9 Jamaica,
1972, What is also of importance is that mithrtheraxcapticn of
the Lourist sector, other smctors'whiqh'greurrapidlyg while thay
depended heavily on imports did DOu cmntrlbune much, if at all,
ta forseign exchange sarnings. The manufacLur1ng segbor itaelf which
mhich was by 1968'§0ntributing'14a7 per cent of Gross Domastic
 Dutput was highly dapandent on ram'material imﬁortsc- It had been
lhopad that theée new industrias'mould cater to Lhe export markets,
butrthéy were in fact sustained by domeétic demandor'D stribu ion,
Handfactu;ing-and_ﬂqnatructian sectors which haﬁ axpandaed rapidly
during thér196ﬂ's, wers also heéuily dependeﬁt on imports. In
'1959 the.Distriﬁution sechor Qas the largest single contributor to
Grcéeromestic Product at current values. Thq céntinued expansion
uf those sectors tepended on wmaintaining the flow of imports. The
Qidaﬁiﬁg:current account deficii after the mid ui tlav was & con-
éequoncé not onlylof rising consumer demand, but also af the
dependence of these‘fapidly growiﬁg sactoré an impor%s. On the
side of raceipts,_thare was a decliniﬁg trend in'uutput of the
_main axﬁart crops and sluggish external prices. The trend in nuﬁ;
put in thértraditianal export agriculture sector mﬁuld suggest that
an incraasa-in export raceipts-such as woﬁld CUuntéract a shorte
fall of receipts ﬁn,other items, would be unlikely in the shori run,
excaept through substantial increases in export prices.

The dsciine in foreign reservaes in 1969, for the first time

‘ginca 1966 amhhasised the effects of long run trends on the external




accnﬁnt and.demonstratad the depeﬁdanca,un direct capital inflows.
The.factors contribdting to the loss in :aaé;vas uefa the absolutse
decline in nau‘inuestmen% inflows in that year, the increase in

, outflows on investment income account, as wall as incroases in
imﬁorﬁ prices;' With the rocovery of capital infiuws in 1970,-and
particularly %he increass in inflows %o the,béuxite and alqmina

and toupist sécﬁﬁrs, the extsernal accountrimﬁrouedo In spité of

a larger current account deficit compared to 1969 the size of the
inflouws éllowad an increass in réservas, Tﬁe 1969/70 oxperiencs
also amphaéizad the fagt that ﬁhe ecunomy could maintain. its
momantum ﬁnly-if periodic shcrtfalls in not foraign inflows or in
requrt recaipts‘ére-fairly épaédily revarsed;'

hlﬁhough ;he immediate cause of conéarn in respsc£ of the

- Balance of Payments was ramaued,'and with that domestic pressuras
were lsssanad,-the structural difficulties remainad. Another trend
which emérgsd in the period was the gfuwth of unemﬁloyment in spite
of highrincume'énd output growth rates. While Gross Domestic
Prnduntrexpanded-ﬁt an avsfaga annugl rats of B.6 per cehﬁ betwaesn
1960 and 1974, unehplcyment Qés 13 per cent bf ﬂhe labﬁur fdrée in
1960 and 20,3 per cont of the labour force in 1970, The high level
'nF‘Unampl¢yﬁant‘led to-a censideratisn of alterﬁa%iue aconomic
st:atagies. In the meantims, howaver, the gouernmgnt budget was
-incraaeingly used to provide shuft—tarm employmeht opportunities,
and-to-tranafer real income. Long=term unemployment hadrbsen.held 7
in check by hsavy Uﬁtnmigration in earlier years, but with the

sconomy losing momentum and'BMigration dutiets lessening, the
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unamploymant_aituation was mdésaning; ‘-Lou productivity and
low incomes in agriqulture were an important'aspéct not anly ﬁ?
fha low rate of employment grduth'but of the increasingly skeuwed
ﬁatﬁarn:of income distribution as mell;"During'tha pariod
105310270, when gross output grew at an ageraga‘annual rate o’
9,7 per cant, tha rate of growth of the agﬁicgltural sector was
3;0 per cent per annuli. Auerdge-Magas gnd-salaries and averags
national incahe ganerated in‘agriculture mefe among the lowest
-in tha acunumy.: '

The &iéparity in-incumss is accounbted for in
large part, by the wide differenceé in'wagé?ratas-acrOSs industries
and between skilled and unskilled workers. The causes o% these
differences have implications for incomes policies. 1In . so Tar
as vage differences raflectgd'not only differences in skill,
mducéticn, or training bﬁt also the diuérgent rates of growth of
the various sacﬁors,jthen lnﬁg'run maasuréa for reduéing thesae
difTeronces would naﬁessarily include measures to expand the
Qﬁd@th of these séctnrs ana upgrading of thé'lahnur force.
nlthuygh therg,mas a consideration of alternative sconomic
etrategiaé, the'guuernmenﬁ hudget was in Fact usad'increasingly
to provide short--term employment. | )

| By the latﬁar part of tha 1960°'s, while external
balance and now invéétment wefe maintainsd by capital inflows
,andrtre immédiate pfessdrés n?rynamploymanﬁrweré eassed by
government expenditure, it was clear that some departéurs in

economic policy was required, This would he necessary if growing

“ungunloyment, worsening income distribution and the growing
¥ 1 !
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dafinit on merchandise account wers nn# to erods the esal gains-
of thes previous ten ar more years.

Batuaan,1968 and 1870 several new measurss
wore introduced in an attempt to cope with the. problens of
increasing urban unemployment: with the limitations imposed on
domestic policy by the esontinued dependsnce oﬁ foreign capital
and the concentration of that ecapitals and mith'tha widening
definit oh the curéent'aGQOUnt of #he Balance of ?éymantao

Tharse was na dhanga in the therlying devalo-
mant atrateéyrwhich ehphasizad industrialization based on
privatp capitaifaGEUmulétiono,' Fiscal inéantiues would centinue
to be the main'means of iﬁducing new capital, .The main adjust-
ment in_puliqy-conéisted,uf‘maaSUres to diuefsi?y the sources
and uses of inuastibla-fundsj-tu "lamaicanize’ investment and
to extend gaUé;nMant participation in economic activity. The
changé'wﬁiéh_mouldrbe e??antéd in tha‘snope-and'nﬁaratinh of
puhlicrsabtcr actiuity is evident from a dompérisnn of the views
Qpresséd in;the fiueVVBar Indapandanéé.Plan 1963~68, wmith those
of the Enget Spagches of ﬁha'late 1960%g, -Gouernment palicy
an p?iuate'uaréus public'inuestmant as stated in the Five Yaar
Plan,.ihciuded”the vieu thét “inueetmant,in-tha fostest growing
indus$rial sectors will be the concern of pniuatélantarprise“.
Tho genaral-pontext was the definition of the role of government
sconomic ac%iuiﬁy,as that of providing the necessary social and
in?rastrﬁntural faquiraments; and short wun stabilization of
fluqtuations so as-to induce privete sector expansion.  The

proposed chanées in that role are evident from the 1969 Budgset
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Speech by the Minister of Finance., That contribution indludes;:
rfnr example, the statémmnt, ‘government cannot afford to cfsafe
-tha facilities forflunratiue projects wifhﬁhigh gquick gains withe
ous joipning in somé of tho participatioﬁg because of the nsed to

uild up Budgetrrsauurnaé“. ~ Rlso mentionad waérthe neéd to
inerease the extent of priuate-jaint ownership through the
.iﬁitial purcﬁasarnf“inuestmnnts uhichrwould 1atér be mads aﬁailabla
to the public.. The emphases maé on ”a'stakerin major investments®
rather thénron anafehip and//or managsment nf_inuestments, The
Tact was that as private sector expansion ?ai;ed to kgep pacs
with labour supply, there was jncreasing pressure on gcuarnmqnt
pxpendlture,

| Betwean 1969 and 1971 %total government expendi-

turm.ihcréasad_hyrouer 38 pex cent chm 518546 mil. to $256.6
willion. ﬂf,pgrticular importance was the SpécialrEmplnymenér
Ppugramme,‘mhichVMas in%roducéd in the 1%64%/69 @nget and which
acsounved fn# $5,2 million or Jjust under 10 her cent of the total
'_capitgl,ﬂudget in that year. fly 1971/72 the corresponding
amatnt méé G -_- milliun;r R special invastnent pﬁugramme,
'?inénnad by government througﬁ.tha Jamaiva Development Bank, was
also introducad, These sﬂbsﬁantial jncraases in Qnuarnment
axpeﬁditurérwera-Fihanced lapgsly from dqmestic,sgurcas we TrOM
increased qarnings and Trom bérrnming; -These included the
creation of Nétinnal Dsvolapment Beards (1268), The Nétiungl
Lotterny (1963), she Land Imprduamenﬁ tax (1268), additional
GUHSUmbtiUn-dgﬁidS, travel taxes and ﬁhé imposition 6? hotel-

guest taxes (1969), a restructuring of income tax regulations
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(1969) and a company ﬁrmfits tax (1870). In spite of neu
"sources of earnéd révanuas, thare was an iﬁnrease of nearly 67
per cens in‘luan_recaipts bétmaan 1070,/ and 1971/72. External
loans_incraasad_From ﬁé.ﬂ million to 23 willion and the greater
pant 61 ‘this consisted of Commercinl Bank Loans,

nlthuughrthara was considerable expansion in
rgouernmant exﬁanditure.ahd diueréificatiun in the sgurces of
government revenus, both of whxch altored tho structurs of the
- budget, puliéy'changes were well within the orthodox laissez
%aire framework,

Throughnuﬁ the period, monétary policy was
,d1reccad towards protecting the Balance of Payments. As inflaw

innary|pressurss 1ncraasad, nartzcu]arly after the 1967 devalua-

'tion; wonetary poliey becans inereasingly Boncarned wlth the
conualnnant aof agqrega te demand. Tradlulonale, movements in -
the Jamaican fDank rate reflected novements in intarest rataes in
the finanqa markaté 0f ouUT main sources of capital. Gne-aim was

o

to prevent the substitution of dOﬂGSblP financial capival for
axtarnal iunds.  Another was ‘o pravant such outflows as might
ocour in fesponeé to higher rates abroad. Hhen, in addition,
there ware'inFlétionary prasshres'high.idtérest rabes wers
usually_cmﬁbinaﬂ with craditlras rictions as a means of prsvesnting
axcoss dohestic demand Trom uursening'thé current account daficite
Ona conssquance was thab damastio rates could be inaréasad in
respoh e LD rising rates abroad, regard:auu of domastic economic
oﬁndi lons. - Thers coqu uherafore be a L1ght monenary policy,

in conditions mhloh would regulrs empha is on stimulating domestic
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lnuastmenu or domés'i demand ?0: 100&11y produced goods, - In
such circumstances, fiscal policyrmas usually réiiéd on to maine
tain the iqﬁél of economic activiiy. The. extent of the reliance
on the guﬁernment3quge£ neuépthaless déﬁéndsron the axtent to
whigh wonatary policy is cdnéidered torbe flexihle, even within
the cnnsﬁiaints'mf ﬁhe need to protect tho baléhca of payments,
. One aspeat uf éuch flexibility is the scope for nhe se- of
salective instrumenis. |
ﬂlthaugh durvng 196071 some SBlBCLlUiLy was
intﬁsdqced in the use of monetary measures to curhi;mporb
demand and inhibi t -foreign bdrfowing in the domestic narket,
moneuary poligy uparated largely through the leve1_of aggregate
demand. In‘19(03 for example, although measures to cnnLraJ ncﬁu
rosidens bdrroﬂiﬁg had been put into a?fact in 1969, and a;though
"hoth‘shurtuﬁérm and lang tarm_intéreét rates in interpational
monay markets were daclining, the Jamaican Bank rateé was main{aingd
at the than relaulve XY hlgh rate of 6 per canthr The Bank of
Jana;cﬁ 1epnvu (1o70) while recmgn1z1ng that “high interest raites
~couldd adyersely affect goanomic growth? nfferéd the following
axplana tions -*lawaring the Hamaican Bank rvats could have been
“interprstaed by thglbuéiness community to'hean_thatrthe:currant
: in?lationéry-praasUras in the arunomy had besn uhackad and that
such a lowerlng signalled a move bamards gsasisr credit and'w
Vganeral,refjétiun'of~ecunomic adtiuity”. The d'"“lcultv was
l that by Lha ond of the 1¢60's 1{ was clear thaﬁ the currant‘

saccount'dsflcﬁu, increasing 1nflat¢onary prasaure and unemplnymen»

lndlcaued a need to stimulate domestic oubtput, oven if consumer
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demand for same categories of imports were restrained. It was not

i) T, k]

t restrictions which depressed the lavel of

unsil 1?71; that credi
agonumic activity, were redefinéd to exclude transactions which
'did-not involve the Balance of Paymentsn
in genexral, as Tar as inu%stmant was concarned

thé hé%n intereéﬁ wasrfuraign investment inflows rather &than
_thazpnssibility for indusing local investmant. While this
feflantad:the"Fant that the_dyngmic of the msconomy centred on
Torsign inﬁéétment infiows, the traditional use of monetary policy
alsq maant that ﬁoneﬁary pﬁiidy‘could have Dhly a minaor role in
diuersi??ing invsstment and the structuré of autput. There wés,'
Tor exampley no indicatiun'that.tha'possibiliﬁias for structuring
intecrest rates sd as to Faciiitate dmméstiq investment was.
explored, |

| Tt might also be said that the aggregative
'approaéh of mbngtary nalicy had the effect bf diécfiminating
ragainst-ﬁriuaﬁa investinent Trom domestic sources. While
'inteéeét ratee are high and credit restricted to prutact,ﬁhe
7 palance of Péyﬁahts giuch policiss also rastrict_domesticr
horrowihg on ‘the domestic maviet for investment purpgseé unless
adequata eXempiions are o??ered, both to thé purchasers of the
fipal output and to the users of inuéstment funds. Such
,radiscriminating Facilitieé as wers from time to time offered
to'public ukilities, to the conatructlon sécﬁnr and to exXporis,
for exampie, waréllimited in scope and uduld not necessarily

meet the requirements of the productive sector for long Larm

invastment finance.
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The use ﬁf-muneﬁary puiicy can also ba.sean‘as
én_aspact‘nf tho expansion in the scope and uses of fiscai
policy. . in,ﬁeneralg raetriuﬁiuns on cradit to the priuata
‘séctnr'oftan allowed accummodatiun af increased government gectpf
oredit mhimh aggrauatadrthe'incnma affects o?-deflatianary mone-
ﬁarﬁ'pqlicias. - This occurred bstwasn 1963‘and 1971, as government
expgﬁdithes‘increasmd aé did the gross internal debt., Internal
debt increased from $141.1 willion to $210.3 million batwean 19G9
and 19?1; There was very little incrmase in external dabt, which
ﬁentkfrom_ﬁ1ﬂﬂl1 to $110,0 million over the éama period. Policy
flexibility téndad,to depend on the government budget. Any
daciine in the level of scononic activity was usually met by
inc;easiné'éqﬁennment expenﬂituras. | .
There is not tﬁen s0 much a quastioh of the sffectivenass.
af mdnetafy péiicy during the pariods réthar its aésignad rale was
limited,. During the 1960'% mhen-ganral daflatinnary-pnlicias
Méﬁé uséd to éontain the level of damand anﬁ'proteﬁt.the Bélanca
df aymantu ihcuheé were rising, even if output growth was slower
'than in nhe preuiaﬁs p'éripcl° The infa:encerisrthat the impact
onrdcmastin éupplias of monetary'rastfictimns on the lavaliaf
aggragaﬁa domand may not bo éymmatrical between periods of rising
incomgs ancl pepiods of ¥alling incomasa rFurEharg for as Jlong
as inuestmenﬁ.infloms continuad in the context of relatively

tablae ih sernational and domestic f3nanu1aJ and monetary cundzulonsg

' n0net4ry pol lcy could be assumed to haue a]pos itive influence on
thg-capiﬁal agpount pf the Balanua af Paymentse

This raises questions conecerning the secops Tor the use
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of monetary policy particularly in %he 1970's, When domestic output

ig falling, the exiernal deficit reflects hoth the low level of
: =9 - :

economic actiuity'in the export sectors as well as-ieduced infloms.
or aven a chahga in-the diractiun o7 capital flows unrelated to
interest ratg diffar@ﬁiialso Funrther when the main source of
in?laninn is the rapid inereass in import priqas,rmeasUres to

gtinulats domestic activity are as necessary as neasures %o contain
o K 4 " rl

the extarnal deticit.
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I. Between 1572 and mid 1974 econemic policy was dominated
by attempts to counteract the influence on the domestic BGoOnomy,
of the instahility in exechange rates abroad and later the oil and

other jmport price incroases. _
Although the new government which assumed office in 1972

pspoused a_saﬁialisn philosophy, there mas‘nﬁt than any major
nhanga'in‘strategyo Tharq was nevertiisless a significant change

in that prioritiss were ranrdépod and the Focﬁs ﬁf policy on income
rrgdistributiﬁﬁ anﬂ,emplnyment thfoueh_tha covernment budget was more
heavily ampﬁasised. Thae rété nf'goubrnment expahsibn of government
expandituré%'ués nevertheless somewhat lower in 1972 and 1873 than
in the;two pracpding yaars,-rThe average ahnual ﬁercentage increésa
Tor U970 and 19?1 was 18.2 new cantg‘uhile f&r 1972 and 1973, this
was 16,7 pér centa- Given two relatively larger increase in prices
in Lu73 ﬁhan in ahy'preuinus year, ﬁharincraasa in real expendituros
would be Less. Tha'pbrtion"a?,public{axpenditufa which waes covered
by now axterhél debtb incnaasedrsignificantly, as private capital
inflﬁmsruqre maduceq; Othey cﬁarabteristims of public expenditure
during thosé Qaars are aiao of somﬁ signifiCance for policy
Tlexibility in léﬁer years. Une was the mxtent to which nau
ekpehditures pérticularly in 1973 ropresanted ongeing or recurrent
cﬁmmitﬁmants-uhich could Ea axpestad-fc increaséiﬁithout any short
or mediun tarﬁ_expansimn in the output nf:guads or ﬁroduction

. ' . L " : ‘tranafer
capacity. Anaother was the extent of new expenditure on ths .

of assets as opposed to the creation of asssats,.
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,In'lg?z, the Balance of Paymants més again cause for
concezn. - By the end of the yea$‘tharé waé‘a'fall in reserves of
£4%.6 million. International monetary - and exchange rate
: unﬁartainﬁias Unmbined to cause a éubstanfiél Baductiuﬁ in nat
uapsual lnF Lows, an increase.inroutflows an investment incows
account and‘;ncrﬁaaas in‘merchandise imports éé thers was stook-
pilihg of neérly-all-classes of imporia. Smha of ths changes in
thé‘capital_accnunﬁ were not unexpected. The decline in inflows
to thp'bauxita/alumina nduuur9$‘for axample, was consequent on

the schaduled completion of consbtruction activity. In addition,

there was the usual taendency for a falling of ¥ in'nam inflows and

an inerease in stock=piling of imports during.énJalactioh yoar.

- These iﬁflusnueé_mmre-exacerbated by thé unstable intarnatinnal-
monatary. PDndlLlOﬂS and the difficuliios theaa'cragéad for domestic
'pulicy;"in pabticglar hy 1972 thers was éuen,greatar anertainty
thaﬁ in-tha previous year‘cdnoerning wxchange rate polimiaa;
Althnugh tﬁé'mainrinfluenceé hegon during 1971, mhén the LIS doilar
camng under'incrsésing prassure; net capital'in%lows were maintained.
f.'hB panalan of I8 dollar convertibility in August 19?1 and
the flpating of Lhe UsS dollar, xchanme rate axpehtatibns
contrihuted ta instabilityo After the rea]innmant of Decembar 1971
Cand the Jamaicanfdollar maé allowad to waintain pariby with &ho pound |
atebling ~ ﬁhé7 aqal Link hau;ng aJraady been. Jroken in 1971 - thsa

Jmma1can da laz appr eciated in respect of the US dullar b/ about-

4 per cent. To the usual uncsrtaintias ganaraned by the general
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ralactiuns were now added thﬁ %ears of ‘a daualuaﬁiqno Given the
character af the bulk of usual flows whiech are easilyrreua:sed in
ﬁimés of ﬁndertainty, and‘tﬁe réiétiue case with which damesﬁic
nurrencf cou;d ét_that tiﬁa‘he converntad intorforaign axchanga'nr
impu:ts;iFurther deﬁiaﬁatiqn on the extarnal account was to bhe

-axpsctédg Thcidecision to float with sterling did not stabilize
expectatlons. For the first time since 1066 ﬁe% private capital
-inflowsjin11972 at the unuéuaily low lauai‘uf £41.2 million were
léss %han-ﬁat'dutflomé.in investment incoma account in'thaﬁ year.
,_Thare wero novertheless, during 19729'improuamants-ouer
1971 in real inéame ouhpuﬁ-and employment, although exchange rate
:expmnﬁétinns remainad Qnstabla and capitai-outflnﬂs convinuad,
Heairoutpuﬁ‘faf ﬁha'aconbmy‘as a wHole.inqraasado The rate af
.growth gf‘ﬁrnas-domastic Prmduét at Pﬁrchasars'ualug (constant
1974 pricas)'iﬁcraasmd by 9.3 percent betwesn 1971 and 1972,
comparad with 2.4 percent for the-ig?ﬂ to 1971 period.,
| fha continuing loss in resafﬁqs durihg-ihe 1atter_part
o7 1972 1ed't§ adjustment meaéuﬁas at thq and of I§72_and carly
19730 These maésurBS focused on reducing %hé 1éugi of aggregate
deﬁahﬂ through' a ﬁrogfamme p? restfaint cnmprisiﬁgrmaﬁetary ﬁrade
ant fisuél‘maasures;, Tpers reétrainﬁ was institutod at‘thc and .
af 1972, and iananQafy 1973-th973$ was devalued by 6,5%67
‘Intarastiratas_mege'incraasado In fehruary the 3§ was again devalued
coﬁsequant ﬁn theldayaluation of the U5 dollar., Initially, and

for tho {irst half of 1973, exbterpal conditions appeared to have




.
stablizaﬂ_andifuraign raserves increased, ,uhilé thé,fixing of the
axchange”rata and the replacing of sterling with the US dollar as
tharinterUentidn currency sarly in71973‘appadfad to have siablized
exuhange'ratﬂ_expectatinns,.and sﬁemmed:%he dfaih o reservas,
éther-peiicy measures nay have Uontriﬁﬁted to low husiness
activiéyg Tha busineas sector remainad'céutiaus aﬁid tight monetary
'poiidy and import controls. By thq third qgéﬁtar and eueh baforse
thm_oil'prina inéfeases, tha ppinaé of severél hasic imports
increased hy‘substahtial ambunﬁso_‘Thara alsd appears to have been

rancwed fears of a further devaluation. The Bank of Jamaica Raport

(1973) records that there was ¥earlior sebtlement of import bill
ahd:priuate dabt ces due.ﬁu'a widespread belief that the Jamaican
dullar-was gning-tcfthe'be devalustd soeeo accélération of the
-raﬁittance of inﬁestmenﬁ incomé payménte and a significantrihcraaas
in cap;tal‘outilaws velated to émigratipnﬁ. The dramatic incroase
in o0il prigas,FQrﬁher worsoned the axtarnalr&alancag and created

new anUchs-of‘inﬁarnal insﬁabilityo By Eha and of the year foreign
reserves fall by JHSZOS-million,A Total inflows on private and
public accﬁuntrqf $124,1 million, mhich‘mas more thantwice the
amounts of 1972 amﬁunted to less than the marchandlise defigit of

$161.2 million,

ﬂlthough-ﬁhsré would Eé some lag iﬁ fhé impact of the
"priecs changos énﬂ partinulafly the pil prioce increases on the
domestic écunomy? thére vere #iffects on the ékﬁarnal acc&unf by
ond of 1973, Price changes alone would haus-added approximately
7@167°U million tﬁ the import hill (on tﬁérbasis,cf the Extérﬁal

Trade Reports) if 1572 imhcrt volumes had been maintained. That



- 33
ié an amount larger than the current account defieit in any previous
year. The fall in import velume accounted for approximately (73
hillion. The reduction in import volumse cecurred mainly in the
caonsumer goods category end to a lesser exteant in the capital ogoods
£ategory.

Import capacity was not waintained, not anly becauss
import prices rose, but also bscause of the relatively lay level
of lang term inflows since 1972, because of asscclated increases in
investment income outlows and becayse the tradifional oxport oraps,
in gpite of'higher external prices continued %o experisnce
'declining volume. The capacity tnraxpand exports and reduce
import demand conssquent on high import ‘prices, within a relatively
short ﬁima'pafiod was in any event limited by a varisty of factors.
These include the high concentration of exports, the dependance of
production on imports and the relative lack of short run subs
stitutability between traded and non-traded goods.

External borrowing was particﬁlarly'difficult in 1973
. as international borrowing conditions were unfavourable. OFf the
~total ﬁég.? million in official inflows, lines of credit accounted
far 3338597miilian. These lines of credit accounted for a large
~part of the increase in gross exiternal debt from $12f;6 million to
B177.3 milliah between December 1972 and December 1973, A net
drawing of aﬁiﬁ.l million was mads under an INF stand-by agresment,.

Adjustment was effected partly thrqugh fhe declina in

real income and peartly through the fall in imports. It would bs
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difficult fo deﬁerminswhethar and to what extent a fall in import
~volume was ﬁbnsaquant of raal income changes, or an relat;ue price
“changes, aspeciélly since imboéﬁs wers administratively controllad,
1t.is likely, however, that the combination of high import prices,
and restrictivs mbnaﬁary poiicies contributed to falling output.
Real autput-Fe;l in nearly all sectors which cater to the domestic
,markét: domesfié agriculture, footusar, tobacco, food manufacture,
furniture; leather products and cement. The Construction and
Distxibution sectors exparianced-raal output declines of 19.6 per cent
and 14.2 per cent respectively, In fact the main indieation of the
dacline in capital flows on the level of sconomic activity, was the
teeline in cdnstructioh activity. It was mentioned above that the
cunsﬁruction sactor is among the fizst to he influencéd by external
changes in respect of either a ;eductiap in imports or a slowdown in
capital in flows. That sector - therefors among the more important
indiﬁators of cﬁrrant inuastment trends, of short~term employmant
and of business prospects. The balance of payments was contained
at the éxpense,nf incraasésrin real output.

In the shsence of ade uate external £inance the choice
més either to initiaté ad justment by‘raiﬁfurcing ?he do@nward affects
of the change in the external account or allow a further less in
ressrves. The me asyres which wers in keeping with sarlisr use of
such policias wﬁrsaned the internal situation. IL is not clear that
whey had any positiva sffecﬁ on investment inflows nor that they

inhibited outflows on investment income account and other forms of
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foreign axchange laakage,_which mére aspects of the detsriorating
sxﬁernal account; The poséibility is that auch foreign exchanage
Tlows unjcapitai‘asa well as on current acocount, and in-gmticular the

propayhent of bills étc,? raflected sxpectations which were eithe?®

unstahie ni perversa. flonetary policies may aleo have bessn aimad
at the merchandise account with ths intention of preventing domestic
-inflaﬁion-induced by autanqﬁoﬁs import price increases and devaluation,
from worsening the current accounf deficit, But import controls,
thch also tend to increase domestic prices were aimed at the
merchandlse account.r

Ths conssquenca nf the combination of import pribe increasas,
devaluation, restricted dredit, higher interest rates, controls on
'imporhg an& an the use of foreign exchange ; as well as increasad
indirect taxes, was a signi cant fall in domestic demand and
domsstic_uutputo ,It is difficult to. escape the coneclusion, at
laast fraﬁ.ﬁindsight'that pulicf over—roactod to the conditins of
the exfarnal account, at therexpéhsa of maintaining domestic
scﬂnomic actiuity. Sinece the intention was to check demand and
-'ga contain the external daflch, a slowdoun in the rate of growth
was not unexpacted, given the conditions in Lha export ssctor.
Tna'awsnluta dacline nevertheless suggests that eithsr import
"~ shortages restrained growth or that the policy influences on damand
ware fairly rapidly transmitted throughout the ecocnomy. The
question is of course whether there was in fact a choice hetueen

soNG further less in reserves, whether through capital flows or
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increased curreht_accuuqt déficit, and a-substanﬁially émaller
fhhaqga in output. ‘One possibility for allouing a greater degras
'bf freodom arisss from reliance on selactively or disagg;egation in
the uss of mgnéhéry and fiscal policies to maintain dcmastic activity.
In this regérd, given the sensitivity of tﬁs construction sector,
the pnssibiiitias for using the interest rate structurs crediﬁ
availahility and othex incentives to private Eﬁnstructiun activity
may ﬁaue heen usaful. Such pqssibilitias wera not axplarad until
the November measurss whicﬁ offercd some relief, but which were
too late to be sffective given the extent of the decline which
appears to hava occurred By the end of éaa third guarter. It cahnat
be said thét during this period the issue was democratic socialisms
Rathar, demand uas-constrainad, crediﬁ wasg expensius9 import
'_shorﬁages wera beginning to be falt and businéss prospects were
lnm; If ﬁhe‘sdepticism which is often Uﬁiced'in regpect of the
afficacy of selective measures is admitted than th:ﬁnly real
'alternatiue was slowing the péce 0f adjustment.

While for the bettor part of 1972 and sarly 1973 the
main puliny1problam was hﬁw to counteract the effects of the
external account and continuing international instabllity on
'ﬁhe dﬁmas%ic-éuanomy by énd of 1973, mere additional policy problems
of internal diséﬁuiiibrium. Given the apparent difficulbty in
-nbtaining external finance which could cushion the adjhsﬁment

procass there remains the quastian of whether thera was any
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graater:scopa fnr_pmlicy9 to_aitef the balapcs betwesn the changa .
in the extérnél éccount and the extent of the uhaﬁge in domestic
sctivity. _
While the inatabiliﬁies-ariaing, from sXxchange rate
movements abroad had diminished by early 1973, and not foreign
reserues_inéreaaed, import price increases added now aifficultias
during 1973. It became increasingly difficult %o insulate the
economy from external economic changes. 1In éhe ahsqnce af
ﬂdaﬁuate-infioma, ad justment measurss were undertaken betwesn
the end of 19?2 and early 1973,
| It is cleér that under,sxisting structural conditions
the extarnal-changee would necessarily induce unfavourable
changes iﬁ the domestic aconemy,. especialiy in the absencs of the
usual leuai 6f lﬁng term capital inflows, and the scarcity of
extepnal finance on favourable terms., It is also the case that
the almost continuous and often unpredictable changes in the
ih%ernatianai:economic-anvironment.put o prémium on the spesed of
Tesponse as;_msil as on the appropriatensss of response.
-_Euﬁnumic averits in the period nsveriheless ralse the question
of whether the traditiunalrépproach to Ba;ancé af Paymentsl
digsaquilibrium cantributad-tu the transmission of external
influencas and %herafurs allowsd a larger fall in income than

might have baén‘necaaaary} More particularly, these pvents
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jndicate a ﬁaed to extend our undarétanding of the relation
batmman policies for axﬁarﬁal balance and pdlicias for internal
balanéa under thé gconomic conditions df ths period. ﬁf
relevanco in this regard is the depandeﬁca of currant economic
activity and investment on capital inflous and on imports and
the Tact that the cgpital account exhibited instability,
apparently unrelatad to dnﬁastia production conditions.

Therse is Llittle doubt that the Psurvival mpasures”
introduced in Banuéry 1974 would have Turther depressed the
aconomy, Nor is it clear ihat there would bs any balance of
pavients géiﬁa, in so far as an impoxrtant scurce of the external
imbalance uriginatad in the capital account. Continued restraint
in raespsct of imports would he necessary, although not necessarily
through-dspressingiaggregatad demand and a further decline in
incomeq The nniy faalApnssibility for é\ratreat from further
deflationary maésuras was through a combination of oxpenditurs
_ stitching rather vhan expanditure éeducing puolicies and an
autonomous incraasa in soithsr akpurts or capital inflous.
The-bauxita lauy'which was imposed din fMay 1974, retroactively
to Jaﬁuafy:1974, was equiuélan%'tu a capital inflow while
increassd axpuft receipts agéin from the bauxite/alumina

industry provided the former.
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1914 = 1976

Batwesn 19874 and sarly 1976, sconomic policies, their

tining and implementation and the impact of the overriding Fragmnante

=

ation in the political and adhinistratiua structure interacted tﬁ
produce the cfisis which emergsd i& early 1976,

For the first five months of 1974, the sconomy was under
the influence of the Ysurvival measures” which uerﬁ intendad to
improve the external accaunt by containing dﬁmes%ic demand. Ths
determining factor appoearsd to be Vthe loﬁ leuéi of Foreign exchanga
IBBETVBS ..e00. BOULValent to 1.5 months importad at the 1973 rate
ocooo; /which/ was totally inadequate s..s.. wibth the impending
" inerease in Foreign exchange demand? (Bank of amaina Reports 1974},
Monetary measures .includeds incfaased casts of sfadit, coiliﬁgs an
commarcial bank lending to maintain the aﬁeraga level of loané‘nutm

standing du;ing thes last quarﬁar of 1973, and fasprictions faly} cfadit
to the comnercial bénks from the Bank of Jamaica, In éddition,
private holdings of foreign assets were to he liguidated and remitiaed
%o Jawaica within éix months. Trade'maasures featursd the restriction
of imports, by specific licences and guotas and the complete exclusion
of qua consunar goods which wore cﬁnsiﬂared non-gssaniial. Total
imports for 1974 were not to excead $6d5.0 million or about $40
million more that the value of impnrté in 1973,  {iscal palicieé
waﬁe difacted'at compensating for the expected loss in custnms and
sxcise which would Tollouw both the reduction in imporis and the lou
level of domestic economic activily. | The measures includaﬁa

additional duties on imported spirits, increases in sales taxes on
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durable consumer goonds and on increase in the price of gasolane of

nearly 100 per cenﬁ.‘ Supplises of gasolene to the domestic market

were to be restricted hy about 25 per gent of the previous year's

supply. Thafpackégé wasrcompletely deflatiaonary andrcould improve

tha Balance df Paymsnts by réduoing-fhe cUFTent agocotunt daficit at
the sxpense of drastic cuts in incofes and ehploymenﬁ, provided the
capital actount remainad stabla, In the absance of stabllity in
the capital account and associaﬁed invastment'iﬁcome flows, the
balance. of payﬁents could worsen, even though'ﬁhé mérchandisu agcount
imprmuad.ir 7 7

The measures which weré intended te-stimulate domestic

production and sxports were long-run sven if they could have been

speedily implemented. These included increasing banana gulitlvation,

the intention to rationalize the sugar industry so that the expori

quota could be met , as well as expanding beef, dairy and domestic

food crops.

:Thg combination of %he morsenihg:ekternal imbalance, which
wag then dus 1argaly to external factors aé‘import prices Tosg, and
the,worsanihgrdomastic‘prnble@é of depressad thput, inflation and
high unamplqyment pmphasized the épecifid constraints on sconomic
palicy. ',Thase.constfaints dsriue-in lgrga,paft from the(sﬁructural
charactéristicé of-the.ecunmmy,~and from the conssquences ol develop-
ment strategies which had been_pursuéd;sincé'the 195078, : oF |
particuiar impnrtance is the constraint imposed by tha requiremnents

of. an industrialization programme based on imports and capital inTlows,
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Since waintaining growth dynamie depends on the "low of imports, the

t Y.

tempt to sontrol the Balance of Payments deficit direstly through

x4

el
the mérchandise aggcount can oftan onlyrbe achisved in the short rcun,
at the BXpanée'oflmainﬁaining the stimulus to arowbth. Further, since
thé Flouw of,imports dapends_bn_capital inflows, an important priority
of Balahce-oF_Payments policy must be to mainﬁain stability in the
rcapital account. h

fThe main difficulty in the early mqnths of 1974, was that
ganaral da?létionrand,import cohtrols-had contriboted to an improve-
ment in net #oraigh reseruesrbut at the expense of incomas,rampiuyment
and moal -output growth,

ﬂs-ﬁhe'ﬁinisterlofrFinanee statad in his budgat-sﬁeech of
1974/75, the Ysurvival measures" had put 5pressuies on growth', which
it was-hoped could bs relieuad'onrtha basis'ﬁ? tha revenus from the
bauxite lauy;impdsad in flay 1974, The main cHangas in-the economic
méasnrasrof_ﬁanuafy 1974 which-mare intruduced atver the fay levy:
mére.as*?olléusa

:(a)” imports were relaxad by aiiawing & higher celling of
an additionﬁl $80 million, with the'bulk of the increase ($35 million)
_goiﬁg-tu éééital goods imphrts° Soma items_wera-ramoued'frnm
'licancing'réqui:ements and the:a was also a relaxation in the licenging
reéuireﬁanés reguired for some items of raw material impuytsu

(b) Credit controls wers eased by a;loming an increase of

3 per cent per quarter. Banks wers allowed to include as liquid

aggats long term loans to the productive sector, up to a maximum of




5 per pént df'dapusit liébiiitﬁaé, Interest rates wers, houever,
maintained and the liguidity ratio of the comwmercial banks was raised
r%rom'21rbar cent imposed in late 1973 to 23% per cant.

(c)"THa feductiun in Qasolena supply to the domestic
market was restored, while tha new prices wera maintained.

(d) Fiscal restraint which was.bianned in January 1974
was abandunédg'anﬂ the hudgetéd expsndituré'of over $720 million,
émaunted;to‘anrincreaseru? 144 million ox neafly 60 per cent over
1973 expenditurea,

| -The sconnmic trends between wicd 1974 and the beninning
were mixed,'hutrnn balance indicated the possibility of econowic
‘repouery,< ~The balance h?:paymants bositian showestd samé improve-
mentgrpartly on account of a'reualﬁatioh aft batixite and'aluminé
pﬁicés'and inereased output éf ﬁhesag nf-higher sugar pricaé in
spitaréfrluu volume as well as the contéinﬁant of merchandise
imports. Natrdapital in?lqws:ysra maintained, Theré ﬁas a
marked chaﬁge iﬁ distributian rbetweah private and public, as both
‘direct gouernmené debt and g$uernment guarantaad‘dabt incraased,

There was real outpub growth in domestic ag}icultura,
'manufactUred 'ood and beverages and in_the tourist sector.
Agricultﬁral’fﬁod_outputiﬂaé expanding, but if'éppeared that other
sscfurs which shuﬁad_impréuemenﬁ mefe ih aéfact recovering lost
ground. Dthefrméngfacturing activities such as Tlour, edible

£

0il, fertilizer, battery and tyre production reflected shortages

of imporied material and work stoppages as prolonged industzial

disputes becama prevalant. ‘Existing capacity was being reactivated
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in somé'subsecﬁoré'bqh there was litile new investiaent. Eﬁnstruction
actiuiﬁy és well as activity in allied actiuitiéé such as gypéum
“mining, c-meﬁt,’pain{;9 M§ﬂdrand lumbér-production thesrefore continﬁed
to decline. The construction ssoctor also suffered Trom the lou
level of naw gctiuity in bauxite and alumiﬁa, the reduction in imports
of building matsrialég'high.raw'matarial costs due both to shortages
‘and rising impnrt pribes; high interest rates and emigration. 5lou
activity in the distributiﬁn sactor'réflected-tha.constraints on
imparts. ”@hileithefefora increased gavernment expanditure, slightly
‘easisr cradit coilings and rising wages stimﬁiated'eomp sectors, the
rgrowﬁh of now cépitalj fcrmé%iun was élﬁmn The, indications were

that econumié Tecovery wou;d ba slow, Thae Bank of-lamaica Report
(1975)‘maé guen more 6p£imistid asrindicétad by +the following:

“Unlike,1974 theretore, 1975 began with & more relaxar

atmosphergf- rThs'cfisis o% the previous vear had been diffused

ahd there was gensral éxpactation that the Qains recarded in 1974
would be consoiidated.anaooo"

The-yaaﬁ 1975 was neverthelsss ons of unmitigated disaster.

The main épngomic—euent was the decline‘in hauxita and alumipa- output,
-n?terltha ?irsflhal?‘a? 1975, capital bagah to flum out abt an alarming
rate, By the end of the first quartgr of 1976, ne% Toreign reserves
_mafa negatiﬁe (-41.9 million)., The approach -to the crisis which was,
as usual Tirst Buidencadrnn tha axﬁarhal acqount, can ha outliqad

by examining the more imbortant characteristics of the period.
- These include: a highly unstable pblitiqal climate, spiraling

wages and prolonged industrial disputss, changes ip the structure




of government budget and the rapid expansicn in government
axpenditures. and smigration of persons and capital.
it is difficult to over~estimate the unfTavourable eifects

of the apparent fraguentation in political direction on husiness

confidence and econowic activity, particularly in the context of

-t

i

“%he difficult pcononic conditions already prevalling. it is not

at ail,claaﬁ_ﬁhat instaﬁility~resulted from the fact ov the
initiation of a atrategyréf democratic gocialism rather than the
manneﬁ of its implementation, the absence of clear policy guide-
'lihés and the danigration of private capital which threatenad the
securfty Uf:largé and small husinassesq in so Tar as small
_businésses ara_mainﬁainad bn the apin--offs or the tackle-doun
effects of tﬁa activities created by large ﬁusinessas, a reduction
< in big business activilty is soon reflected in lagéing activity in
swall businesses. Further; it is likely that small daﬁastic-
based bqsihessas rather than large businesses uf export oriented
buéinassesrmere already nore af?eﬁted by tha rastricted'credit
'aﬁd high_intarast‘ratesﬂ ‘ELven if it uvas the intention %o spare

: daméstiéally'orianted actiui%ies, both the existing economic
structure and prevalling business norms and practices would havo
inhibited this. The atéempt to distinguish between a capitalist
mode of prﬁductidn and the unrsgulated'accuhulation'o? private
capital maé of no avail in the political climate initiated by the
ruling ﬁafty bureaucracy.

The apparent ambivalence or even gontradiction in

political strateygy was mirrored dn the failure to setile what was
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in fact a quﬂial issue oF-new economic policy. 7 fhis is the
relation bétmeen peliciss to rediatribute inDomas and policies to
induce growch. This rTemains an important. aspact of economic

policy, still to be setiled. _*The iséﬁas iﬁuolvad are not sﬁraightw
forward even uheh output and incames are expanding but implementation
ofVrédistribgtiua'paliciés ars conéiderably lese difficult than during
pariods mheﬁ'grnmth is stagnant. The migration of skills and capilital
whidh Qéuélly agcompanies rqdiétributiye pﬁlicies also tend %o ba

loss severs during pgrinds of high grnwtﬁ,. Some ganeral questions
whicﬁ arise are Firstz_ 'Undef mhat'cohditiqns does the atiempt to
redistribute income = or the failure to redistribute incomes -
-retatd-gfow%h; sacond, :hom.is the location of the trade~off betwean
gfow%h and distribution affabtad by the kind‘and'ranga ufrpclicies
ahnsén as Qéll as the timing and tha implsmentation of these
policimsgﬁ ‘third,, how . is the pace of fe&istribﬁtimn affected by

ﬁhe gfquth cdnditiuhs as well as ithe Uueg«allrrate of growths and,
fburth; mhaﬁ inuéstment;strategies and p@licies,and neceésary to
éupport'a policy of redistribution, and méintain'pr increase the
growth momaﬁtum. in fespect of this last gquestion, it sﬁeﬁed the
intention of poliey makers to focus on a stratagy of public invest-
ment by expanding the public sector share of asset ownership.

There were two maln diffiéultiesv One was the lack of an |
appropriate ?qnctional distinction batﬁsen pﬁhlic ownership as an’
'nhjectiug'ofrdehmc:atic socialist purpoéa'dnd as tho means thrnugh

which the fact of public ownership weuld be used %o achisve
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radiétributiano_ VMhiie the political dirsctorate clearly perceived
the need tao complenent the percepﬁionrnf ﬁhs'pnlitical Framemmrk,by-
gltering tﬁé goonamic power structure, the meaﬁs to 6hange wers
migsing, r,ﬂthHs decisinn méking praceés did not cohera, and as
‘this was reihfuréed by politiecal ?ragmehta%ion, the practice of
1damocraﬁic soclialisn waé more and mofe cﬁnductad withfn shortmruh
constraints to orient short-run ubjeﬁtiuas; Ynfortunately, the
neod o émhhasiéa appropriate investwent pa;icias mas-paramount not
qnly becauss of the attempt to change the palitical and sconomic
diracfion, .'A focus on_inuéétmaﬁt wag also ﬁarti&ularly pecessary
at that time becausa this'is the only meéns thrau§h uhich short-run
daflatianéry policies, such as were ghenrih:axistence-tn protectAthe'
Ealance af pdymsnts can ba-mads to complement or at isast not retard
long-run gromthrprospsctso

 Th§~Emuxite 1éu§ ailaued.suma lesway toAgnusrnment policy,
-and éllnwed'seueral rédiéﬁfibutiue NBasUTes mhichrmauld nnf other-
,miselhaua beén‘passibla in ﬁhé‘circumstances, But the ultimate
aduan%ag@'of the Jovy would be its Qsefulhass in allowing tims to
-raac%iuéteratﬁgr,p:cductiue sogtors and maintaﬁh existing,sodrcas
of Yoreign exchaﬁgé parnings aqd/or genesrate nsw sources, " The
léby did:noﬁ ﬁorreﬁt'tha externai imbalanpa; rather as the equivalent

of an autonomeus capital inTlow it =llowed time Lo reactivate the
sourcas of growth.  Governwent palicy failed in this raespect.
The wixed econony which was being pursued depended not so wmuch on a

-widening of the scope of investment and with that an increase in the
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public share, but onlthe replacement of private investment by
'publip ownarship} The fact thét by early 1375, government
?inanéial mahoeuurability new depended on the réceibts from the
levy, exacerbated the crisis9 whan the-baUXite companies cut\back‘
proguﬁtionrmhinh resulted in a shafp fall in fYoreign exchange
éafnihgs.* The increasa in the revenue ?romrtha leavy which resuliad
,ff0m §he higher‘prica of giﬁminium'and the levy applicable in 1878
rammuhted to ager $40 million, but‘this.was inadegquate to compensate
for the Tall in export receipts.

TﬁE‘gouernment éaamed aithen unprepared for the agtenﬁ af
LhB cutback in production or unable to astiuata ef fectively such
alcernanluas as may have exlsted,-l Fiven tha gontinuing discussicns
betwean the coﬁpanies and the governments, as wall as the diplomatic
‘and other ihitiatiﬁes in respect 0F ﬁha ﬁnurt for the Settlement of
Inté:natiohal'Diéﬂutesg and:tha astablishment of the IBA, it wugld
seem that resistence to the measures by thé-éompanies was not
'runexpacted. It was also ﬁhe caéé that the bauxite levy was part
of a set of measures directad at inecreasing the government's
participaﬁidﬂ_in ahd control of %the expleitaition Df the resourcs,-
and that thq bauxite measures together were as was statad, part
of an ouéfﬁali strategy for invesiment, wﬁich wauld be increasingly
govarnhgnt contrclled; From that pervspective, it could be assumeﬂ

tha®t governmentis foreign policy initiatives, in particular, the

e

versify e %tern11 relations init iated since 1872, were

i

efforts to o

an intenral part of the over-all strategy. One advantage of such
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-diuarsificaﬁinn1mbuld be the associated diumrsi%iéation of the
Torms ahd sourcp§ of external Tinancas greafei flexibility in
obtaihing tamporafy invlows, as wéll as diplomatic and other support
which might be necessazy to)mainﬁain mhét dould be protracted
negotiatioﬁs miéh the bauxite companiasu,' Further, some reduction
in mining activity had been e#ﬁectad as the North American aluminium
companios had,announcadKreductions in aluminium brmduction, which
they expecisd would affect production of bauxite and alumina in
Jamaica.

- Inm 1975; actual inflous fail short of expected or desired
inflﬁwso et capi%al inflowsrwere G67 million loss than tﬁe
current account daficit'ﬁf‘m$25? millien, Capital in?ioms in 1975-
consisted largely-af gavernment o?fi&ial intLlows or Quuernmant
guarénteed inflows. This reflected the desline in bauxite/

alumina dpvestment as well as other traditional forms of inflows

M3 o

and tﬁe diTTiculty in finding new\aodpcas of iong run Finance.
Tﬁalmain policy response to téa axpemﬁad shori-~fall of
foreign exchange receipts'from tha miniﬁg and-tourism secﬁurs was
'va‘reﬁaréél df;the rélaxation of impmft nonﬁféls which took place
after the.leuy.:' The impﬁrtrcoiling for 1975 was set at H200
million or about §50 million over the actugi axpéﬁditura on imparts
inﬁ1974, ' At the sume time - February 1275 -~ the Bank ;ate uas
raduced as_@és #ha Eommefcial Banks FPrime Lending rate. Produétiye
sectars‘wgfeg héueuer? unreébonsiue;and the commercial hanks in

general*rémained liguid Tor the ?irstqha;? of_ﬁhe'yaaro " By June
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1975, thare Mas‘ a mérked décline in sconomic activity. Bauxite
rand alumiﬁa'production had by. then declined by 13°5‘par cent and
'9,3 per cent raépaétiuely,  The wintar tourist sgason was poor'
and thera-mgre hotel closures.. |

The timing d? policy announcemnents would have added to the
ecnnumic'uncertainty, The. Fabruary announcamants promised more
Krestrictians-inlthe form of an ”antiminflatinn“ packaage in August,
while thé Augps£ measures praomised additional contractionary
heasureé in ﬂctobér. Each set of annéuncemeﬁﬁs gstranothened the
-the expectaﬁioﬁ,that there would be curfenﬁy devaluation and
Purther destabiliz  the capital acoount.  While deflatiaonary
maésﬁresrmers_axpectad given the weak sxternal pnsitian,'tha fact

hat these were spread out over months left ample time for all ths

3

usual haans of avoiding Fo:eign exéhénga losses,  The annoupcemend
that wages and incnmes would bhe cantrpiled before-pracise details
pould barmorked out also added to the. demands Tor wage increasesf
" The measures which were introduced in August 1075, tﬁ reactivate
ﬁprmductinn ant ihdﬁca new iﬁﬁestmant wers too late to be effootive.
Susiness confidence was lo@ and the effects oy the international
receasian merelbéginning to be Telt. The drastic decglins in
foreign exchange reserves was only svident after mid 1975,

As real output and income continued to Tall, mora
‘dé?latiqnary measures were introduced and imports-ware furth9r
restricted since ‘the Balance of Paynents did not improve.

Although imports were in fact reduced, the weasures could nob
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rssfore balahce'sinna the soﬁrce of the problem was nou the
capital adbnunt and'the,associaﬁéd investment lncome account. The
papitél'aqcnunt re?lectéd inStébility which was only worsened by
rapaated‘déflaticndry NeasuTes. - Each round of income reduction
would thefefofe necessitate new deflaticonary weasures as capital
infiums failed to ipcrease and out?lbwa on surrent ind capital
acGaunt continuat, Although the de?latiohary MeasUTES WBLE .
“designedrto restore stabhility by reetraining aggrsgate demand
and thereby reduce inflation seeoes the crux of thd problem uas
thelfailura'd?.inﬁestment which was itsel?_ralated to the decline
in capi{al influws. ‘The_méin ﬁrends in the Balance of Paymentis
are shawn ianébls-In

| The decline in capital inflows betwesen -1975 and 1976 uas
léssociaﬁed with an increase in investment incopme outflows.
increases in ﬁha_ne% autward movements in the usually small
Linuesﬁmantfincome_abcount itemrﬂothe$” also indicate an agaeleration
ih the outfloﬁ of funds. VTha'effect'oF the decline in capital
inflows was reinforced by the decline in bauxite and-alumina reosipis,
as well as by the low volumes in sugar and othe» éxport crops, in
spite of higher prices.

| -'The-uieu‘that the deﬁoriation in the external accuunﬁ-
was not duﬁ to an escalation in expenditures on imports, is
Vsupportad by the trends in imﬁortsn _A£ laasﬁ for the pariod
1970 - 1974, the growth rate of imports was on average 15.6 per
cant per annuﬁ and hbelou the BXportLgrcwth rate of 19,9 per cent

per annum.  For the 1974 - 1876 period, imports recordad a'grawth
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rate of just over 6ne hal{ of dng per cent, while exports declined

at the rate of just over 4 pef cent par aHnum; " The relabtively lower

gpnwth raté of imports between 1970 and 1978, is a reversal of the

trend between 1960 and 1370, when the highar rate of growth of imborts

was sustained by capital outflous. Between 1978 and 1974, the

axport growth rate exceedsd tha-imparﬁ growtih rate. The main

changes occurred beﬁmeeh 1975 énd 1976 when all classes of luwporis |

rdeclined, with the largest déclinas occurring in imporus a?-babiﬁal %

goads and cbnsumptiun goods. | | |
There wars btwo seharate influenca; on thé merchandiss account

batween 1974 gnd 1875, '-In the 1974“1975 pgriod; there was an

axPénsiuh in impqrt axpanditures on accaunt 0% increasas in bobh

pricse and uulume; Tﬁe index of quantum-neuartheless indicates a

-<1qwar ﬁolums of imports in 1975 that in the years 197ﬂ7tn.ﬂ972.,

Terms.of Trade indices are shown below. This increase in imports was

" Tentative Teérms of Trade - R
- .aExports Imports Ekpofﬁé' Hb??@urts_ Eﬁports' ihpdfts
Value : Unit. Value . {luantum
1979 100 . 100 100 100 100 100
. 1971 93 1085 | 90 197 99 90
1972 -~ 109 110 102, 110 107 101
1973 113 129 102 145 111 . 8B
1874 o211 178 : 175 210 120 85
1975 228 215 . 265 228 B6 . U6
1976 182 174 240 - 232 74 75

1977 247 ‘ 164 210 254 1473 65

Source: UNCTAD, Handbook of Internmational Trade and Development
: - Statistics, 1979, : '




7 ‘ Tablo 1

Dalancs of Paymonts Summary, 1570 ~ 1978

| 1970 i1 497z 1973 1974 agrs  igis a9k
Forchandiso ' N 00,2  ~10%.2 21,0 =161.2 ___=106.9 ~144.0 ~11049 85,0
Exports (Fe0.b. adjustod) N | © 205.1 206.1 302.4  357,2  630.7 . 736.7 599,7 69941
Imports Feoebe 374,3  395,1 423,4 51044 737.6 °  G01.5 ~710.6 ~605.1
- ‘gservicos (Not) _ = 56,2 = 5124 = 58,9 = 27,4 = 66.2 = 1360 ~160.7  _ ~165.1
, Foreign Travol. : , o 6647 7742 9144 90.4 T 80.6 . 69,3 42.0 - 54,7
« Invostmont Incomo S , : ~ 81.0 ~05.7 ~10044 = 52,8 = 061.3 - B3.5 10807 ~125.6
-+ Bthoxr h ' ‘ ) ] 41.1 - 42,9 ~ 43,0 K Ghe'T - 03,3 -~ 111.5 .- 50«2 ~ 04,2
Goads and Scrvicos (Not) ' ~145,4 =~160,4 ~178,9 ~100.3 —173.1 — 200.0 ~200.5 - 0.1
~ Unilatoral tfansfor (not) L 1002 17.3 22,3 2440 21.3. 23.0 =R 10.2
Curront Account Oolance -  -127.2 143,71 ~457.6 _=1664.3 ___~i5130 = 257.0 ~27502 ~ 6149
 Not Capital Movomonts 3 | 13401 "163.2 1178 1247 . 221.1 189.5 43.9 51.7
official § | - 1.2 643 . - 40,6 3344 81.9 112,43 7240 - B.4
Private | L . © 135,3  156.2 . 50.4 91,3 139.2 7740 ~2Ce1 '57.1
Quor—all Dnlancos 3 | L 6.9 1701 . = 4046 = 33,5 65.3 = (7,1 ~231.3 - 1042
- Allocation of SDRS | . 5.3 4T B - - -
. Change in Rosorvcs’ ‘ : R : ‘ . S , o o
- Increaso = minus — 17,6 ~3644 43,0 27e7 ° . =54e7 = TCe3 230,1 14.6
Not Errors ond Omissians’ = . Buh 1446 = TaT 1149 ~15.2 - =~ 6.5 -~ 640 - 4.4

. .

-1 ‘ : 7 ' . - R
. at oxchango rate J01.00 = US$1.103 figuros for 1576 arc provisional
. - i « ) ' .
- 2 ‘ . " ' IEN ";I:
includes not orrors and ommissions
Al . . gr.} - . . )
Spurco:. Dank of Jamaica, Roports and Stotumont of Accounts ~ various issuos
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~not matehed Ey’fhe growith in export racaipts, In the following
pariod; 1975 = 1976, axpéndiﬁuyes on'impnrté.fell as both prices
and volume declined. Export raceiptsg'hﬁwauerg fell by a larger
amount. A signi icant ?emtﬁra_uf the - changeé in Lthe merchandise
aocount_is‘tha fact that the fall in iumpori expenditures was in’
part the squivalent of tﬁe Dhanga in the capital acnudntg hecause
of the high percentage of direct imports. h large part af the
capital inflows in a nﬁrmal year ig in fact raprﬁaentmd by direct
iﬁportsrﬁq minipg,-to toufism, to thé utilitiég‘and to the export
ménufdctuping'subusector, That ehange in the cépital acgount in
1976 - 1976 and the associated change in the merﬂhandisé:account
iﬁdidéte a lawef'leual nfsdomestic iﬁuesﬁment.ih that time period.

" This n itself deflationary.

is i
The distinction between sources of the defisit are of
relevance {or remedial measurss. In so far as the deoficit is not

Bxplainéd by an increase in ©ONSUNBT demand foxr imports, ahd Ja in
:factrésscciatad;wi#h a,reducﬁibn in capital goods impnrtg_then
e#ﬁénditura smitching'rather thénraxpenditurg redusing policies
are :an[icaté;d9 if there is not to bo a'aumulétiua dacline in
'iinvestmqntlin incﬁmas and in emplnymant? The traditional Balance
-of ﬂayméhts méasures which-mera uéed dﬁringrtha paricod, in Tact

had no effect on the capital account nor on the investment income

asoount, The question was already taised above, of whether, given

the nature of the bulk of these Tlows, they were likely %o be
sensitive to such changes in'mnneﬁary palicy. The monetary and

trade measurss could, howsver, be expscted to inhibit the
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possibilitias For dmméstic substitution in respeét of autput and
inuastmentn."The_Failuré td maintain investment expahditure
reinfqrnad-thq uumulatiﬁe‘dabiins whiéh originated from the a%ternal
account, .

| Tha éﬁailable data suggest thaﬁ-cnncessionary infTlows
played'né signigicanﬁ role in this period - fact which helps to
'abcnunt for éhangeé in the strﬁctura and the cost of gouernmént debt.
The ﬂotal concéssional_influws-récorded between 1974 and 1976 amountec
to US'$76}9 million. fHost of this ameount represented bilateral flows
frdm DAC member countries. Multilataral agencies accounted Tor

us $22.6 million -- less than one third-af the total. Data on
financial flows are showh in Table 9. |

VTha expansion in gouérnment axpenditures.hhich acbumpanied
the deflaﬁianaryrmonatary policies did not ggnerata adéquaté
inueathenté while %he struqtuﬁa of revenus, ﬁ?rexPenditure and of
thergquernment d95t9 uhich aﬁoluad ereateﬁradditional difficultiss.
The burdeniuf maintaiﬁing sconomic activity waé largely_nn
gouernment*exgeﬁditure, at a time when feuenues wera constrained.

Tk haé baan-argued abave that the expansion of gbuérnmant
expeﬁditures:ﬁn suppo;t émployment and maintain the lavel of
econnmic_actiuity is traditinﬁal aspecié;ly'during periods of
,mnnetafy restraint. It is neuartheless tha case that the axpans;qn
in government éxpendituras, the structure o-i*‘,‘x*twen-xuas‘J uf-expenditura
and the dabt which evolved croatad édditianal difficulties. As is

usual if econowies such as Jamaica it is often necessary G0 expand
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lgouarnmeni expenditure prec;sely during perlodsAuhen guuarnnsnt
revanues are consuralned° The st;uature of the smurces of ravenue
in fact imposed cnnstrainté; Any signigicanﬁrfgll.in imports has -~
rapercussions for gouerﬁment reuanue, a subétéﬁ%iﬁl portion o?lwhich
normallyrderlues from customs and excige dutles, Appendix

Table . shows the main sources of tax revenus. 0f particular
intefaét ig the slow growth and ultimate decline i&‘reuenua from
custqﬁs ggd exai599 in spite of increases in the rates buer the years,
Gther sigﬁificant-changes include the pépiﬂ,inﬁrease in the range
and_contribuﬁion of othér inﬂirect taxes, Consumption dutiés, for
fexamplg,'which'were nagligible up %o 1972 - 1973 were by 1976 22 per
cenﬁAn?*totél‘recunrant revenua, Inxfiscalryaar 1973 - 1979 thase

amounted to 35 per cent of total tax revenue, just slightly lass

%han the pe%ﬁentage contribution of personal and corporate income
Laxes taken togsﬁhgra :Tha distribution of personal _incbmas9 and
‘the high level of unemployment also limits thé émount uf—additiunal
revenue Trom increased taxes on personai incomes while, increased
Laxes nn'ﬁusinéss are not easily effected when business autput is
falling. Betwsen 1972 = 1973 and-197? « 1078 for example,

corporata taxes moved sllghtly from J$60.7 million to 2$67.3 million,
mhila'total tax revenue just about_doubledo Tha consequence
thar@ﬁﬁre was the increase in the range of indirect taxes, which
unless thay are‘selectiﬁe and'pragrassiuely structursd can in the
cuntaxﬁ_mf ihcfeaéingrdaflatiunary monetary policies counteract

ths need to maintain domestic output gromth}
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- By'19?5/76 gavernment expenditure més ahout 35 per cent
af Grdss'Dnﬁestic Product at Purchasers Values compared with about
273 par'bént in 1972/7%, | Ey‘1978/79 the comparable figure was 37
per &ant;i— Tharduermall”faﬁe-cf expansiuh was not ip itseli the
‘main source of difficulty-parﬁiculariy gince an expansionary fTiscal
prugramme_wés'necéssary_ﬁm insulaﬁe,ﬁhe-domestic BCoNOiy from the

“deflationary policiecs addressed 4o tho Balanes of Payments.

=

Specific difficulties arose from the Tact that the financing of this
,axpenditure increasingly relied on Céntral Gank financing and on
axtending tha'scopa of indiréot taxes, and on external short term
-10ans.‘ | |

‘One imporitant gquestion which arises Trom the chapges in
the structuﬁe of gduernment ravenues, isrwhathar and to what extent
thesa cnunterabted or even negasved simulianeﬁus attampts'to
re&istributa incomas through the guuerﬁmant budgat. The growth
_of'expanditures on subsidiasg for axamp;e, uarrﬂﬁts further analysis.
Between.ﬂg?é and 1976, increased expendituraes dn subsidiﬁsg which were
then relatédrto impdrt price incragsas,went‘from 1.2 par cent tp
1.8 ﬁéf csﬁﬁ of Total National Disposable Incame. Between 1976
‘and 1977 the increase was from §43.9 million to $157.0 million and
in,tha-iéﬁtmr year amountsd tu 2D p9r ceht of Total governmant
racurrént axpenditure. |

"The essential cnnflict in goverriment financial operations
was nevertheless the fesult of the simultaneous'attempt to -step up

the pace of income redistribution, while pounteracting the effectis
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of the axtérnal account on total- income and soploynent, at a time
Qhan capital inflows werk being reversed and Teal oubputb growth was
nagatiue, There simply did not exist the ﬁangé of effective policy
instruments %o meet all those objectives ‘at tﬁa sare time. Tﬁe
cations-on.fhé féhge of effsctive poiicy ihstrumantsrisrparﬁly
, a:consaquence\qf-the strﬂctura af Ehe.eéonohye

| As far as redistribution itself dis concerned it would not.
appsar thaf this was based 06 any realistic assessment of ths sxtent
qf'rasourcas which would be nscessary to affect a'giuen-redistribution.
Inradditiun in's& far as gouarhmant uwnership tanded to-centra on the
tréns?ar of assets, and the maintenance of existing assets; rathenr
than the creation of naw aSSBtS?VthB axpansion in gouernmént axXpandi--
tura'maa not matched by an expansion of the tﬁtal rasolrces available
4o effect any given income tfansfer,_ As iung»run employmant
opportunitieé ?ailedrtn increase, sither through govarnment or
through private sector activity, and as the wain short term private
goctor employmant openings in bbnstrudtinng on the docks and in athér
miscellansous saruicés stagnated, government polioy concentratad
gvan more hsavily on-tha-"impéct" programme for creating short tewm
employment. While therefore noverament expenditure expanded
aubstantially, this expendiEUre was not an adsequate substituté Tor
- private secltor investinent as a source of new growth,

The-difficu1ty was not simply the extent of the increase

in governmant expénditur99 but that these expenditures did not
extend productiue'capanity nor did thay induca private sector activity.

Further, given the econonmic conditions of the period. the government.
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'budgat,.iﬁspita of éonﬁinuous iqcraasas was simply'not atlaguate for
the t;aditianalrtask of filling the gap left by private economic
éctiuifyo The point is of some relevance for an appraisal af the
Vrﬁsriod after 1976, when businass economic actiuity declinsed sven
further. ‘Tha-?radi ional budgset structure, whatever the J_ncreases9
could not,'giueh ﬁhe basic structural characteristics of the
acqnumy,lgéherate growth dynamic.

The facﬁ that the axpansion in government expenditures
was 1ncréa91ng iy financed from loan sources, and in parti cular by

hnrt carm9 h:gh cost ext arnal loans, further constrained the

budget Tlexibi lwtyu: Tables 7¢ and 7b show the debt atruétura
including maturity structure of debt. Therrépid sxpansion in
debﬁ wasreuidant by'1974 as: both internal_and tharnal debt increassd.
* The increase in internal debt nauarthelegsréxcaedad the increaée in
axternal debt and by 1975, the percgntagé CUhtribﬁtidn of internal
debt to tobtal dabt was 55.8. per cant, copnparsd to 12 per cent in
1972,  In splﬁe of' the proliferation in domesL1c laan sources, the
,Bapkrof_Jémaica financed the bulk of %the increase of 401 per cent in
total intérﬁal ﬁebt in 1976, As the externai aggolunt worsenod
,and capital ogtfldws continued thexs waé also the nasﬁ for foreign
axchange in addltlon o domastic loans. "The increase in external
debt was, homeuer, assarlated with a sharLenlng in the maturity
structura of that debt, Debt of over 5 years amounted to 32.5
' perrcant in 1975 compared with 62.9 per cant in 1972. It is likely
that this reflects the difficulty in obtaining long term loans, and

is an aspsect af the increasing reliance on Commercial Oank loans after
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1874, The egﬁgnt to whichrﬁﬁeae'new inans fipanced expendituraes
which did not on balance expand outﬁuﬁ and Bxpnrts.would suggest
that the allocation of the use of foreign exchange was less than
optiwal, = This toe is an aspect of the structufa af government
expenditures, and the distributibn betméshrrecuﬁrant commitiments
'thch can only yield returns oué: the long r@n and expanditures
mhibh yiald returns directly or indiractly in the short or medium
tern, A higﬁ—proﬁoftion ay a%penditures which were commitied
betwean 1972 and 1874, could not be easily rsversed and would
ihcreasé at a faster rats dufing periods of low grouth. As out~
put stagnated and foreign sxchange becam; more scarce, there was
an sven gfamtar,need te_éxpand gduernment expenditures.

The trénd in‘wagasris a relevant aspect of the
domestic adonumic situation during these years, Betueen 1973
and 1375 woney wages more than doubled. ,.Haga_rates began to
rise,steebly aftar the exchange rate changes and price increases
of 1972/73, Thermain contributory factoz waa,,héwsuarg the
influancq'uf import ﬁrice‘ihcreasas which began in 1973 and
continued into‘{974° Real wégas also increésad.

The data below, esbimated ﬁy UNCTAD, gives an
indicadtion of the impact of import pricse increaseé on the-dqmestic
rprice level, .

The primazny impactiuf import pgicas on the
rganaral pgica level was concentrated in the years 1973 and 1974,

These wage trqnds in the.period in the context

of stagnating output have had two main affscts which are of




1971 1872 1873 1974 1975 1876

Change in GDP

Def‘,la'tor 1002 i)as 279§ 24&11 1301 -'1802
Weighted change in . ' 7 ' "
 Import Prices 2,5 1.4 11,3 14,2 3.5 1,2
Tnde g a :
tndex of feal 100 116 124 120
ages
Index of Meney Wages 100 150 106 212

signifinénce'?mr sconomic policy in ths post 1076 pariod. First,
they have bgan a moans of transmitﬁing the inflation which was
initiated by import price increases. - With output fairly constant,
it can hé assumad that wage rate increases exceeded the rate of
prbdyctiﬁity increase. . At unchanged labour income share of
Tdtal Incume'(ﬂutpuﬁ) goods pripas could be akpécted to rise,
Thare wés in fact both én increase in lasbour's share and in
goods bpicaso
To the extent that wage increases stimulated

price increases; thoy also contributed to the ﬂifficulty of
mainvaining price controls which were paft of governmant's Tapti-
inflation? packégso Evén after import'pricas had stahilized
there was coﬁtinuo@s pressure for incraaseaAin the prices of
" oontrolled items, while hheré were substantial increases in
uncontrolﬁad prices, as producers, distributors and wagse earnsrs
aach_tfied to maintain thair relative incume;shareo

| It is in any evant di?ficult ﬁo control prices,
exoapt through cﬁntinuousraubsidy if mégasrare free to rise.

tlage control is itseli a complex issus euen if thoe administrative
.
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and political difficulties are assumed absent. One alternative
o wage control is to allow wage increases and to tax the surplus
and convert this into new invesiment. . Since private sechor
investment was low there could be a net gain., This alternative

g

would be sonsistent with ouer;all government policy to increase
fhe relative share of public sactor,invastment in total investment.
Peréohal incoma taxes and other taxes paid by persons did in
”,%ant increase as mégas T0G8. Ag it happened, however, the
ino;aasa‘in-gouarhmént expenditure on naw capital formation as
distinnt.From_tha capital budget,.was lam, as was the growth
generating effect of that axpandiﬁura.

Another coﬁsequance of the wage trends relates
to the structﬁra of wéges and'pricas rather than to their general
Lquals. - Changaes in the magé/price structure mesan changes in
the Gbst'giructura of industry given that wags and price chaﬁgas
haﬁe h&tAbééh squal-and uniform,. The'auaiiabla data do not
now allnp Fifm conclusions cunce;ning changes in inter-industry
wage differentials over the period, It is iikely, howavsar,
that an balance there was a nparrowing o wage differentials
betwesn skilled and unskilléd and betwesn industries. The ques-

tion is whether and to what extent the structure of wage rate
changes 1ed to ehanges in ralativs profitiability iates,'as dig-
tinct frow profit levels, across industr?. This determines
whether on Ealance changeé in wage structure operated to the
ralatiueréduantage or disadvantage of, for example, exporting

. dndustries, or wmanufvacturing, or agriculiure, Df the service

industnries. One point arising from a consideration of this is




.62 -

3

whether such shifts were inm keeping with the planned or desired

putput and investmant mix, of with domestisc production and export

production miX.

Few general conclusions can be made from the
aggregate data now available. For the aconomy as a whole tha:
share of wages in Natiana; Incows incraasad’ﬁ;om ST.T per oent
in 1974 o G3.7 per cent in 1§7ﬁ_mhile the share of the net surplus
declinad from 34 per cent to 20 Qar cénta The experience
within ahd across industries varieds In.general, activities
which did hcﬁ on balance axperisnce nagaﬁiue gruutﬁ, aikher

naintainod their share of the,surplua or experienced a fall in the

relative share which was less than that for thes sconomy as a

whole. - In oﬁhér indUBtries, in parficular in manufacturing

and construcéion, the decline in the relatiye share ofrthe éurplus
was greater than thgt for the sconomy, Given the fact that the
change during the period was not limited to wége increasss, it

is not tb ha aséuméd that such changes, or more uenerally that
éhangas in profitability during the period reflect only the
iﬁ?lusnca of wage chancges. The factors affecting the adjustment
to wage increasésjwoﬁld includes ﬁhe ratio of imported inputs to
total costs the ratio of Fixéd changes (particularly intersst and

other fipancial costs) to total cost. The possibility for

incrsasing product price and the elastigity of demand for output

are alsno relevant, The fact that imports, intersest and othen
financial charges had increased substantially over the period,

and the fact that crediti restrictions were in force, could have

neant reduced profitability for some firms, whatover the wage
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rate increase, . This would apbly aspebially.tﬁ the small firm,

or @ha firm withwliftla short run flexibility in its ops;ational'
or financial structurs. Information on the structurs of industry
by_siia is-not available and racent publishmd data do not‘include
spsci?ic information onruninoorpuratad bhusiness activity. Yot
Vthe Bf?ebts‘of'waga, priceg interest rate brends and credit availa-

 bility on this sector is necessary for assessing sither the impact

:

of past policy or the likely course of fulure policy. in 1978,

[d

he ratio of incomes  From unipcorporated enterprises to wage and

éalary incpma was abprmximatély'133.5. The Lahour Fforce Survey
recards thét‘in 1872 the auaragé amplaymeﬁﬁ_in_”ﬁelf employed and
independant Operations”’ was apprdximately 218 thousand or just
over 35 per cent of the total ampioyed labour force. A Tecent
“survey of swall écale non-farm snterprises conducted by Qévias,
.Fiséeha and Kirtnﬁ, rspdrts that in 1978 there were 37,738
sgtablishnents gmpluying over 72 thausand pérsohs oz 11 per cent

S
]

of the btotal employed labour Tonrca.
Batween 1974 and 1976 some redistribution of
income was effected as represented by the change in the income

3

'shares.} Therqutpht of the domestic agriculiural ssctor also
increassad. These mére, however, aqhieuadlin the context of
declining total output  and inveastment, and worsening'balanne qﬁ
paymanﬁs,' Thé 0il and other import price increases reduced

policy ?laxibility, givan the already existing balance of paymentis
trehdé, so that a giuén redistributiona; change reqguired even

nore ﬁesourcaaa The cause of the inecreasing cost of redistribution

was the Talling off of investment and the decline in output and
P
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expmrtsg as_capitalrinfluﬁs were roverssd. wﬁiie there wéa é
plear need for'éxﬁarnal financae ths af?acf-oF the IMF programme
was %o reverse the effscts of redistribuﬁiun:and change the
diracﬁidn-of_guuernmanﬁ policy. The smphasis was on stimulating
the Qqurt_of mahufadtured goods, and;qn suppreésing domestic
demand. | The IMF policies did nnﬁ, homévsr, include an investment
 prngramme and the capital accounﬁ of the balancérnf paymants

remained wsalk.

As repeated attempts'fn incréaserofficial
Tlows .alJad, the gouernmenu F:nally came LO terme uwith ths- INF
and 91gnad a 2 yaar 35 uand By Agresment in July/August 1977. on
balanca, uha main points of gouarnnent pnllcy preuallada - Undex
this agraamann a total of US§79.6 mllllnn would ba auallabla
over the %wo years ta June 1979, Given asuhar the usual lsvel of
inflowe o the external financing acbually required, it could not
bé-assumadrﬁhat tha amount of Financarundar the .IMNF proogramme would
'he,adaqqéte to'étiﬁulate abahomic racouefy. Rather, the fact of
the agreament was sxpocted to be the lever for additional inflouws
undar the aegls of the IHF°
o + The tarms included a continuafion of the dual
'axchange rate pulloy 1n1tlaoed 1n Aprils reductions 1n the rata
af wagse increases asruppnsad—tnra freeze on wages, and a cnntlnua-

tion of subsidies; restrictilve monetary policies as wsll as_a
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redqctién in'goue?nmant expenﬁitdre. The aéreament was civcum-
seribed by éests rélating tos (1) net Torsign assets and net
dumesﬁic assqﬁs of the Central Banks (2) nat banking system credit
-to the pu#lic sector and outstanding arrears, and {3) limits to
new éxﬁerﬁalﬁmedigh and long térm bcrrowing;

| 77 This-agreement was tarminated in December 1977
‘when the target for domestic credit expansion waé not met, A
new agreamanf was signed in May 1978, This new agreement, under
~the Extended Fund Facility was applicable to a higher 'tranché’
and reQuirqd more rigid conditions.,: The aﬁreemsnt covared a
three year peﬁiodiénd allbwad & total of US$240 million, The
terms includeds

(1) unification of the dual exchange rates.r A

dauaiuation af 15 per cent at the beginning of the programme and
_mnnﬁhly miniudaualuétinns of oné to one and one-half per bant for

twelve monihs.

(2) price liberalization and limitations on
wage increasas (including over time and frings benefits) to a maxi-

“mum. of 15 per cent over the first two YBars.

(3) Increésed taxes taryielq 5180 million in
1978/?9; a raductiqn in government axpandiﬁure ta yield current
account savings equal to 21 pax cgnt-o? capital uutlays; incraased
pricas of pubiic ufilitias.

-

(4) The monetary measurss initiated to ensure

meeting the “tests” and in perticular the. net domestic assets
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test wers:
(1) Amendment of the Bank Act to allow the
Cdmmsrcial Bank's liquid assets ratig to be réisad to 40 per

cent, The paribd of notice was also reduced to 15 days from

30 - days,

{i1) & ceiling equal to 10 psr cent abuué the
ﬁmnunt in May 1975, on commercial banks loans and advances %o
~the private sgdtqr. This was further redqcad7td 5 per cent
sarly in 1979, | | | |

{iii) Eomﬁarcial—banks'wera required to set
asidae cash':esérues the squivalent of Vorsign payments arrears

and pending payments with an exchange rats guarantee,

1 Sélectiua exéhénge rate guarantees were suspended.

In May 1973 and after the "tests" wers meat, thse
goqe?nment fgqhesééd'a revisinﬁ of the agreemént in ﬁpder to
abﬁain'?inanéihg under the Supplemenfary Finaneing Facility. The
'tarﬁé whichuwaré'siﬁilar to those agreed under the 1978 agrssmsnt
“ineluded limits on new extarnal bﬂ??éﬂingg

This was thé mést deflatinnary programme yat,
The emphasis was on reducing dnmastic_cansﬁmptiﬁn andlinbreasing
'QXportsgrsu as tq,impfnua the external accaunt. Wage restraint
and,a-séries of monthly mini devaluations which were scheduled to
Tun until May ﬁQ?Q, wersa sxnécted to imprave the competitivenesé
ai tﬁe ekpqrt sectur=_ A necassary assamptidn_uae that net capital

inflows would increase considerably.
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o

'rThe analyéis of the hackgrﬁund Lo tha.foﬁeign
rexchange crisis as well as ﬁhe-prlanatiﬁn-ofrthﬁ slump in the’
domestiﬂ'écﬁnnmyrallom samé'understanding a¥ the failure of the
pfogrammé‘td<sFFectiimprGUamenﬁ in thm'domasticLech0my. Consump--
.ticn:an%'réél u@tput declineﬁ,'whila'price increases axceaeded
thQ§B df.thB'mid:1§7U'8a That neithar*ihpssﬁmant not nat,capitéi
‘iﬁflﬁﬁs incraasadrcauld-haxdly have heen unexpacﬁeda The economy
was dapréséédiaﬁg the imprnusmént in the merchandise account,
whiﬁh ﬁad Ddcnrred éinna 1377 was due %o the control of imports
and the réhalqéﬁiah of export récaipés‘cnnsequent on devaluvation.
Tﬁe quéréall,baiahcé‘oh current acccunﬁlnsuerﬁhéiess worsensd
in spite d?'bantinuing,ipcfaases ininét';acsipts'?rom foreign
trauel,:aé invaétmaht'iﬁcame and other current.éqcbunt outflows
increassd;a

:ﬂt least ane aspgctrn?xgnQErntht pbliéy Qas
cnmplataly reQefséd as the laboUr income shépﬂ at end 1078 was
oxachly mhatrit wés An 1574,;, The sharsg of ﬁﬁa-surpius in total
incomafaocur&ingly alse increased to thé 1974 level, but the
decline in output Q:owth has éqcaleratnd.;' The ?éqt ai the
changﬁlin Qouarhmaﬁt ecnﬁomic*strategy'which_mas a??ected'through
?ﬁa oparafian_qf.tﬁa,admit&dlﬁ:arbiﬁréry‘selectiva ﬁanfurmancax
c:iteria is ﬁ? some'impurtancaa It aliqms ﬁhe’question of

mhath@r-iﬁ?_aséistancu in %he higher ecradit tranches is available

conly withs

¥

n the conbtext of IfF approved economic strategy. The
periTormance tests limited the scope of ovovernment financial
operations, and this is » separate issue from the exercise of

restraining the government deficit,
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IMF policics emphasiia_épsedy,adjuetmentr

dovined in terms of exiternal balance ihrough reductions in domes-

{ic incomes and expenditures, - The various “monetary’ conditions

are maaﬁs to this end. Both the implicit duefinition of adjusté
ment as well as ithe shnrt'time paeriod- over thch adjusthenﬁ was
expeétad'tq;ﬁéke placo uafaigarticular;y inappropriata to the
amaican cif§umstancgs.-

| | The amount uf*fu:eign exchanga supplieﬁ in
suppord uf_thé T prﬁgrammeélmas uncelated sither to the size.
of the deficit or the cqnditiqﬁs governing the capacity for adjust-
meni; Yot gha éxtant of the:Financing auqilébls can determine
the speed of adjustment and therefnre'alsé the extent of the
necassary declins in incoma, . The inéﬁaduaby'of IMF Balange of
ﬁéymants support cpmbinéd wifhithe “condi@imﬁa“~sarued_tq %0rca
‘hhé pace . of adjuétmenﬁ.

The Uamaican;akpeniéncermduld support the view

—thﬁt thg rel&tiua'inadaquaﬁy ot Galaﬁce af Paywants supnarh
goupled qith,thé'axistence af énd dfbitraringss involved in
ﬁhe use of the ﬁissté“ in factrréduca tha,pcliﬁy choices ageilébla
to-ﬁhe counfﬁy ancd are an iﬁportehﬁ megans of imposing IMF euonomic-
stréﬁegy, | "The IMF attempted to impose an gxpnrtwled stratagy

5

and the policies agcordingly ;mpliéd'a sﬁift of ©esources towards 
—BXpOrts; ;7fhe'gcvarnmant was in fact tfying'tn change this
straﬁegyilérgely on account of the income-énd investment concen«
tratian aésuciatéd wiﬁh preﬁiodé'pcliciesg At the .same time,
howauexg_gnuéfhment policy offered no compraﬁansiﬁe set of mBasuras

aimad at—effecﬁing-thEBB changes. This no doubt limited the
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1

negotiating leeverage which the government may have had. %o far
as can bo ascartained,-?dr example, the policiss adopited in the

1977 anreesneny, maintained the main points of the govornment

programme.  The major points at issué_apbéared to have baen'tﬁa_
rexchangﬁ raté? ﬁégerpalicy and fiscal expahdiﬁure. Thaese would
hava been‘imerﬁént adjustments to the policy.framework of the
iﬂFa'j Tﬁeir.efféctiuensss was; howauer; roducad by the monetary
measures with which they were combined, by'ﬁhe structqra of the
gouernﬁenﬁ?s ékpenditura ag- it felatad ﬁa inuéstmeh£ and ﬁhé
création uf3inuestmsnt opportunities, aﬁd tﬁa féilura to use
rising wages as.a neans to increass inuastmeﬁt.'r bnce that was
the CESGgrthB agoregative maney model became the Qpayatiue part
af he prograhﬁe;  Yhe "Eésts“gthen only reinforced the rigidity

of the model.
The It progranme is consistent with an "export

lad" strategy and is based an tha'assumptinh that trade flows

are sufficiently sensitive to relative price changes to affect

- the required increase in expovris in a given time period. This
assumption has. not been warranted in the case eof Jamaica. ~ As

is wall kndﬁn, because af_tha-prganizatiunal structural and

_ other'ﬁharaﬁteristicéro? tha export agricﬁlﬁural sactor, the
bulk of the shange would nead to be affected in ©he new manufag-
turing aﬁd‘ﬁéﬁrisfrsécto#s on_tﬁé one hand and in the domestic
agrioulturé-an tha,ﬁ£ﬁer, ,VJy 5976/?? there maé a-case for
déualuatiaﬁ in reépeﬁ% of axport manu?actufihg and tquriém, as

a lgans of méiﬁfaining axisﬁiﬁg ma;kaﬁa ant possib;y_axpanding

exports to CARICOM. . Expansion in the ahbrt_run, would however
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he limitaed by:ekisting cabgcity. | The relatively swmall size bf‘éhe
aéﬁtor also 1imits‘?ha'poqslulejextent of theriﬁprouement in the
trade balance. . The impact of increases in the output of domestic
agriQUlﬁuré on tha-trada'béléhca; in the absence of import controls
is lﬁ’e]y ta ba mven sna1lar?'Qiuenrthé_éxisting,ranga of commoddi-~
tises nd, asvigrtha case inrthe exporﬁ agfiuultural sector, the

gbrustural and organizational constraints on expansion and diverw

These cnnstraints‘on #hsrﬁnadé balance improvement

Trom thé devaluation ﬁeaht that the.degired-changé in ﬁhe trada
-balanca required a larger Fail in incahéé thén uouid'hava been
nabessary ouer a lqhger-periqd9'qr if new ihuestment cauld ﬁaﬁa
been iﬁitiétedo There Qére tharefore'£uq pfnblé%s, There wag
nasd for substantially greatsr capital inF;pws than were availahle
and Qrbater~§algctiuity anﬁ'fléxihilify'in the<heasurasa |

| ‘f The midély'dif?ering oohditions iﬁ and requirve-
ﬁents 0?.industries'and éacto:a indicatd_tha'aﬁprnpfiateness aft
1mulﬁ1ple exrhange rates or a dual rate as was initiated in 'Abril |
1977 AThefaxisting ratve @ecame a “Haﬂic raue“ wthh vas |
mpplicaﬁla td‘sssential imﬁarts,és.a means of—intagrating the
meacu of hlghar domestlc pr1ces for 1npnru; on Lhe cost of
'liuing. ThaL rqne ‘also applled o) che baHleG a]umlna lndUbbryo
fﬁe ”‘paclaj rata” repraaenned a davaluatian of 37. 5 per cent
on ﬁhe'"basic_rate“‘and uas intended tUVStiMUlatB,thB manufac-
,Lurlno santmr. ‘The‘dual_raté could haué beeﬁ dunsiatant with

the IAF prngramma in so ¥far as it 1 npravad the comp tit annsss

Erl

of the new export industries, since the programme was aimed at

v
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gxpdrt expansiohu The dual rate may haue'pfasehfad fhe iUF
mith a moral dilamha, és it uas non maxnualnad Qndar the EEF
agfeament{ 'i Hitarnatiualy;rtha min%«deualuatipns? which replaced
ﬁhé dual §ata may hauve héaﬁ seen as a suTe MOans m?'réduaingr
real Qages.uhiCﬁ was an importaﬁt{aspeatrgf {he Imf hfogrammaa
rTha-duallfate combined with moderation in,waée_increasesg'wﬁuld
héve allouéd'gouﬁrnment policﬁ marelflaxibility and avoided the
dramat:c pr1cs 1ncreasea mhlch were as smdiatdd with the sxchange
rate changaso Thﬁ dual raue, in the ahsence mf Lhe gxtent of
the exchangeirate-change as under he minl daualuatlons, implLed

1nngarradjustmenﬁ_pariqd. Tha mind . dmuaTuanlcns had no atfect
on the qapiial'accaun%; sinna capital wasa nat,mouing‘in raSponsar‘
to an%icibé#edf@Xchﬁnge raﬁé chaﬂgaéo

That the structural caonditions of thé,eponnmy

iimitad thé‘éffactiueness oi- the IMF pragrgmmé was nob thé
6nly sﬁur&e ﬁf thé di??iéulty. Evan mdra impdrfant was the
" fach that #he:pérsisteﬁce'of the extarnél diaequilibrium which
emargsdrihjthe,197ﬁ’s was a conQQQUehcm'uf.a Heciiﬁing rater
of iﬁuast&aﬁtg decreas:ng cﬂplnal iIntlows and eventually
: increaéing cépi al,uut?loms, (g1l and other import nrice
‘lncraasas DEuueen 1873 and 1974, creatad difficulties on the
'{axtmrna; account and made internal adjﬁstment ﬁecessary,_ This
was not, ﬁoméverg_the dnly source of the external imbalance.
The external aceount normally invelves a current account
deficit, dus-largély o é]trade ﬂeficiﬁ,;whiéh is finanéad by
brthta*wapiﬁél inflows. Since Lhe warly 1”50‘8 at least the

Jirade d "-‘ has heen in excaess of 20 per cent uf the valus
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of imporis. Betwesn 1969 and 12706, the t:adé daficit as a

percentage of the value of imports consistently excesded 30 per

‘cont with¢§ha akception af 1974. and 19?5'@heb7thé figures were
mzﬁ,ﬁ bar cént énd-m2?,4 per cent raépa&tiﬁaly. The main change
in therﬂalqncﬂ-df'Payménts'uafé in thé cépitaljacdbunt, and in
'tharihumétment-income aﬁcuunﬁ as direcy investment retreated.
ﬂfﬁer-19?3 there QaS'little private inflow mhich-@as not guaranteod
by guuernmwht. _i-Thg cdunﬁerpart waé a siﬁuihg down in domgsiic
ihueétmantafj

The po;icyrraquirement wasg Fai measures to
‘stimulaté,inuastmaht and raabﬁivata prndﬁctibn, wiﬁh thBtUSB
of selactive;measﬂraa to conﬁain'thé impﬁr%fleékage arising from
‘incpeasiné indbmes. The recovery programme was not addpessad
tﬁ,invastméntgi_.Iﬁtef@st rqtacahd crodit policies became
inqraésinglyﬂrestrictiue with each neu set of measurss. ?at,
monebary policy!did npﬁ appear to be an issua botween the
gouerhmanﬁ-aﬁd the IMF. The.t;aditiqnalfusa of moné%ary poliqyl
Es alraadyldagcrihed was maiﬁtained. Mhile tﬁis was cénsistant
‘with the IﬁF”pfugiamme,it ran_cphhtér to what'appaafed to bé
govaernment strategy. ThBrEHF brugrammeris kased on export led
strétegy infﬁhich loﬁ wanes aré important-?oﬁinduca foreign
"eépital and markets and tp maintain-£ha qampét'tiuenasé of éxpurt‘
goods abzoad, Tight credit énd high-intarest_rates=ara
cénsistent witﬁrthis as was the case,uhdaf-thq gpen industrializam
tion puliciés. The nau strategyfuf.govérnmahé_éeeméd to call.
Tor incréasing the share of lonél,inuaatmaﬁ? andrdiuersifying

‘the invostment structure im keaping with the policies of incoms
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redisﬁribﬂtiuh.-- This would rgquire that the main.aim of ocredit,
intarest réte and other ﬁolicias'ﬁa direcied tuyards increasing
and.restpuctufing invaestment rather than towérds-conﬁaining
aggrqgata demans 8o as to inhibit Inports. Extensive import

and ?oraign,éxdhénge contvols already serve that purposs. Current
pbactices depresslbnﬁh consﬁmptiun and inumstmenﬁ in order to
inhibit impor£ leakage, while changes in ﬁhe Structurw of demand
rathar-thanrﬁhe raduﬁtion-o? thu'absoluﬁs level of demand are
mora raleﬁant to what appears to he tha-gouarnmentférprioriiies.
it might'alsp ﬁe aﬁded that as capital outvlows continue, given
the unrespongivensss of dirac? flows to interest rate changss,
the usuai_prinritias of monetary policy beﬁome léss relevant,

- The IMF programme has héd the effect of
inhibiting local investmant thla huping that external halance,
?iXad'and unified exchangae rates ahd a low ratio of wages'to,
profits wauld'induﬁe foreign céﬁital._ The guuernmahﬁ strategy
on the whﬁla_rejacting.therqnequal income distribution, and the
iow gmployment growth rate~aséociataq with “that strategy, has
nnf definad_a‘aat of policies which can induce an investment
structure cqnsistsnt Qith ite changed priorities. Rolated
Véspects of £he government programnmg which reﬁain to be clarified
include: |

| (a)r the possible role and scope for local as
against Toreign capital, including private direc% investment,
and:

() the role and scope for private as against

t
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pubilic capital which can be distinguished from state capital,

Given tha lihits ta new growth hased on the
axistingtimpbrt'capacity of exporis, the aim of increasing the
gromth‘o? incomss.depanqé an a éurrént accnunt,de?icit_(net
éépital inflows)3 The aim of policy directad aﬁ external
balanags ié'thgn'more anpropriataly considered in terms of thé-
lovel and struétupe of thé_da?icit ihcludiné tha form of net

inflows, .
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Junc S 1360 : 122,80 : 111.4 Juno - 320.7 B32,5

Sopt. o+ 1088 12640 T 0347 | - Sopte = 402.4 1335,0

Doc, . Gt 13340 . 57.2 Doce - 447.4 112C.4
1574 ' L ) 973 . S .

poreh T 121.3 150e6 671 Noreh - 404,56 121301 A

une ‘ 144,08 : 1917 75, é} - duno w 525 ,0 128861

. Sopt. 168.5 , 2337 72,4 Scphe | :
- Hoo. 15002 243.4 Bie5 Dons e

Sau“ces ﬁank of sgnaicaﬂ Sba*iatical Dopte



JADLE 3

GROSS_DORESTIC PRODUCT IN PURCHASERS VALUES  CONSTANT (1974 = 100)

Py

Transperk

éo&l,

Toiold ﬁgriﬁulu'. T Elco=- Storoge ‘Finanea Esiote H/8 1
- GoP  turs fiining Aot tricity Digirie & . & &
. Foragstyy & : & Construc~ bution Copmunicoe Insurange  Dusinpss Sovdte FPrpivate
y Fishing GQuoareying factups Hator Jtion : _ELion Sozvises  Sorviscs Rovnuos fisc. NomeE.
1865 1835.8  138.0 ";'5.9‘ 317.3  18.8 . $25.7  317.5  406.5 | 57.5 32,7 55,6 10843 31d5v
1570 2054,1  T46.5 235.&   ~32§.4 _.3¢;3': 389,08 352;5 : iaage 65a7 1559 163.3 920,2 35,8
1971 2901.5 1645 245.6 35840 15,3 329,2  365.4 11544 72.2 | 156,09 15656 . 123.0 37,2
. 972 22735 67.9  ?52,2 3ME 1747 34T,4  427.4 1?255 - 8241 1678 10848 15943 3842
1575 2215,2 15742 - 26107 " 50%.0 - 192 275.3  366.7 1%1,9 9904 17545 22247 1és,c 42,2
U 4574 2248.6  156.3 25043 '35395 19.3.; 26344 36046 1$a,§ 10545 17645 | 247.2 130.0 30l
1975 2219.5  168.3 7;m%é#,¢ 36,0 231 211.3 44146 14244 100,85 21,3 2903 142.2 2547
4976 2020.3  153.3  408.5 . 378,58 2540 16045 857.6  137.3 741 212,5 23445 100,5 27,3
‘f B 1577 190047 170.C - ;%1?63 533,3 2344 - &29,3 | 340,0 135,1 J 5040 . 21607 25747 100.5 33w
LY oo 158803 1086 2217  525.5  28.7 152.9  300.2 | 1310 8242 21146 26044 102,9 2345

1 Sub=botals will not add sinco inputod sorvide chargos have [oon axé;uﬁeﬂ.




:Rates'af Gromth of Graoss Domostic Product by Industrial Soctors at Cbnstant Pricgs

3 C (1974=180)

: ‘ _ | . . . ,Tiﬂnsﬁort . Real . ‘ -
- Ngri - . . - i stat H
| Eggal iaigful nglng tiggity ,‘ 5 ogago‘ ‘ FLZOHCD E.zatu | . Héﬁ
‘: " . Forostry _ Mang—~ . & Construc— Distri- Communica~  Insurance  Dusinoss Govt. ' Privoto
s , Fishing Quarrying_‘facturo Wator . tion . bution tion Sorvicos -Sprvicos Sorvices Misc., nan=proli’
fosy | |
1o70  12.2 Gad 13,1 3.6 40 17,3 7 1147 BT R P - 9.6 14;3‘ 1345
et 1.0 4244 42 1.0 1.2 1403 3.5 B 108 0.6 -~ 2.9 3.1 ‘7 \‘3;g |
972 8.2 1.5 3.5 1.5 118 B 17.0 149 12.0 6.9 17.2 6.0 4.5
1593 =246 = 5.0 3.0 8.2, 7.9 =18.6 =142 7.0 | 11,3 5.5 1840 ~ 430 s.gT
1994 1.3 1.1 A R I X: - 5.7 ~ 1.7 Gub . 15,6 1.5 1143 440 ~10.3
1975 =246 1.4 | -23.5 2.4 PRI B X B N N - 1321 — 6.2 =21.0
1976 8.5 4.1 ~19.0 = 5.1 _;.7’ —20:3 . =167 =35 ~13.4 0.5 7.6 - 3.3 — 50
a¢ 2.0 7.3 17.0 9.6 s ~23.4 = TS 5.9 o - s.adl | 1.0 87 - =70 5.0
170 =147 9.5 2.0 S 13 2.8 =11.7 53£7 R - Y s 2.0 -17.4

- Spurcas  Dopartmont of Statistics, National Income and Product Accounts

- Figuros for 1974 have bogp'rnuiéod . Tho Grouwth raip for Totel GOP is'nom‘ostimatcd ot ~0.7%. -~ Significant diffogéncos are in Distributicn -
[/ now cstimate = ~16.7%_/ in Eloctricity and Woter / now cstimate = 0.1_7 and in Roal Esato / now estimate =.2,1_/ C
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Avpzogo Annual Growth Bobos of Expogbe and Impurdo

Tabln Bg

ipports
1060=1979 9.3
1950-1960 1.6
19601570 547 2,1
19701570 1345 7.3
4071974 19, 5.6
1970m1970 241 PR
19741975 1345 20,0
. 197B=1976 ~2243 0,7
49761977 352 - Ba7
19771970 - UaY = 440

Sournos UNCTAD, Handbook of Inﬁornatiunul Trndo and ﬂnvulupmant

Stoblietics,

1973
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Finaneo OF Invcstwont: Porcentoos Distzibetion
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1963 1870 4974 3gIs . igIa asmT 49Te

Sawings L - '. \ .5{.‘,,‘ i 4.;: o ;:;- ;:: ;: 2:; . 34,7 ;: | -;:; ‘-'-13.;1" . ;»:;:;:
Consumption of Fixod ﬁapita.’i.’..f}f. 2648 3147 . ;29,.9' '..'35.,5 B 8- 38,0 T 38,2 50,6 26,5 5704
Capital ?rans?ﬁr? ?:ém‘thé" L SRR - | . - ‘

- Rest of tho torld . = Gl ol e = a2 ~ 145 o7 oG 157 1
ot Farcign égrxwing -: CUet 38,8 T 2247 ) 36.7 5' ‘.‘. 3.6 - 30.9 T 20,8 . . 36,8 . 643 36,8 - 27.%

‘Total Groes focumulation © 10C.8 . 10040 - 100.0 100.0 1080 100.0 10T.0 00,0 | 100.0 - 100.0




Igbls 7o
Dobi Strpucturo, 1971 -~ 1970
1971 " . 1872 4973 | 5974 1575 1976 -~ 2977 1975
INTERNSL DEDT :
Tronsury 0ills T ' : - I 43,8 89,6 . 54,0 9040 100.0 159,27 . 27%.1 -~
Local Regisbtorod § sck - 1883 ' 103.0 2272 208.0 32G.7 3901 1040, 3 . A270.4
Land Donds . | 9.9 T8  1Te7 . 22,3 22,7 . 2647 3407 32,1
- Hokional ;.:Mzm.apmnf@“‘ Donds - ‘ - L ' - Y Ba 6,2 = Be7 T2 SN 2
3. BIC R e e - - - - &S . 8,5
Dank of Jomodiea . . R e - -~ : - - - 305.0 . - . -
Commoreial Dank lobons ‘ . .0 Beld T 6e0 T 7.4 18,2 ' 3.3 32,7 . 28,8
Japaica ﬂar%gagu Bank _ - - K - . o G.4 - - -
Othop o . .- aﬁ? 5_0"—5: . Tel . ‘EGmS 1.0 1&,2 ?q‘g V 25@5
Groes Internal E - 210.0 25658 | “ 00,4 3884 60%.0 | B6D,5 §323,2  1642.0
Loss Sinking Fund . . -  45.7 2.5 2743 30.6 36,0 4643 50,4 . 8406
‘= Hot Intornal - S 19443 . 235,83 - 201.1 IST5 445,00 522,77 1272.8 . 1578.2
EXTEREAL DEGT ’ | | ' ' :
‘Morket leoms 64,2  71.5 C B%e8 | B7.0°  S6.5 41,6 422 5640
Iintornotionel QJQM&DQ* . . TE.2 170 - | R 2562 312 &5&? 63,7 . 23%.4
Intop=-govornmant S - 135 . 15,20 23:7 2643 - HMae3 . BBLE 135,1 363.3
Lines of oredit ' o .. - 18.4 223 8142 S - . - - - ' -
Suppiicre crodid . . - o BB J.8 2.3 taB - Bel R 1.2 -
Pubilic Ubilitios . - - - : L ZB.2 . 28,2 30.7 54,5
Commareial Danks and Affiliatos o - - o= L 1ED.Y | 232.4 - 22802 208,89 458,86
Gmoss Extornal . 4100 . 127.6  477.3 | 272,3 301.5 444.0 484o7 T174.3
- Loss Sinking Fund | D 28en - . T 31a% . 2668 . 2040 28,7 2265 3203 . 4G.4
& Mot Extornol © 82,0 T98.5 1504 243,53 - 352,080 42%.5 = 452.4 192044
TOTAL GROSS DEDT C 320,80 . 304.4 40547 65004 862,53 11130 18079 20170
TOTAL BET DEDT S

278,3 . 337,383 G378 . GU0.8 FT9T.0 1D44,2 . 1725.2 275604
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B L Frtdarms o cme it e 4 wman = %

Totol Intornal Debt

Total Exiornal Dobt
p to 5 ¥oorms
S to 16 vours
Ovor 16 yoors
Unoliocoiod

TOTAL DEQDT o

Toitnl Intornal Dob

- Totol Extorpol Dobt

- Up o £ yoaors
- & %o 10 wvoors
10 %o 4% yoors
Duwor 95 voors
FUTAL DEDT

. Toblo

Fagunily Staunkur &3

(g

{a} 18572 %5 18746

Donenbos

1872

5.5

- 330,3
8G.5 .

1511

80,5

Je%

354,2

{b} 1975 %o

. o

Docombor
1973 . §_§_
54,3 1.2

88,8
C 12&@& ' 26&#’
156,9 32,3
165.0 3669

o Bel . ee
4D5,7  100.0

15970

- W
Cooonbor

1975

o 4010
- 3878
"3{5{3@6'-
1902
83,7
R Y
BE2.5 .

-

g?&
55,8
44,2

X Y

22,0
3t
5.4

100,80

i

Dogombos .
4915 &

6605  60a1
244,0.  35.0

10%7.0 D7
226,56, 20.2
U BT.4 Hei
54,2 %09

19923 100.0

095 Public Debb. 1972 ~ 1970

Dosombor

1974

53,1

201,55
219,58
1774
*'ﬁa?

G49.7

Deoofbox
A

13232  T3.2
404.7 26,8
176.5 67
16204 Dol

B7.0 Fa2

My .
Rt . Qcy

100,03 100,08

2

S5.% .
ggcg
310
328 .
Z¥ a3

180,08

" Deoomphar
REri h!

G428 TUL3

1787 51,7
536,84 19,1
T 04 Ga0
88,7 3.4
380,86 12.4
20%7.5 100,.0
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Indizpiors of Tronds in Iiome 5f Bovornmont Exsonditone
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1971472 1g72/73 0 4973f7%  4974/95 19%8/76 0 1ZISfIT 0 A8RRfIn

Sovta Exponditure as,a_éﬁ@f‘@&ﬁ o EmZ - @m0t 2.8 - | E5.0 .2 38,8 37.0

grose #atian31 mcﬁﬁ as %,ﬁtqf gep B S zme 51,3 33,2 530 E5.8

' Subsidics ne a % of Gowts Expondituze = © 1T “f‘ R E 5,5 B 4.5 . 4.5 . 8.3 20,0

Dobt Scrwicing Costs as a{ﬁ-af Soburront Rovonue 11.2 L 1.7 2.9 4.7 ; 187 . 203.0 | ‘353?

© . Extornal Dobt s a & pf.ﬁqéal Sobt : 346 . 334 38.5 - 4449 39.0° . 33,6 31,0
"§ .Exﬁarﬁai Dobd Sezvicing Qésﬁs ﬁs a‘%'s? : : , : | | , : . _ : ‘ |

JE | Goods ond Sarviavs‘“f‘ B .3 , 32 T B.8 b0 B 3.3 o Fal 13.3
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