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SOME_THOUGHTS ON THE EFFICACY OF BALANCE= .
BF—PAYMENTS POLICIES WITHIN

- THE CQHIBBEAN COMMUNITY

'Caribheén cammunity (EARICOM) chn%ries;'wi%h‘thé axcaptimn7bﬁ'
the mid-1970s. The widening deficits raflacu-staap import price ihe -
creasaes (particularly 0il) s well as deeclining axpurﬁ volume, weoak

prices for wajor sxport commodities and rising dsbb service payments.

- -The persistent balance-of-payments problem and the concomitarit
shortage of fordign exchange have militaﬁs&-agéinéf'the seconomic growth
of the highly dependent CARICOM scohomies; consequently, thera have been’
various atbempts to stabilise the situatiens This Paper preserits a brisf:
overview of the balande-af-paymants_éituatinn and seske to assess the
efficacy of the current stsbilisation policimses It also outlines some

alternative strategies, -

Overview of ths Ealancaaof-Fagmenﬁa
Situation L

The camblnad.current accnunt defiecit, of CARICUM countrles (ax—‘
cludmng Trinidad and Tobage) increaged from US®231.6 m;ll;an in 1877 %o
US$895,.1 million (soc Table l)e The rate of increasc was must rapid in

the case ofzqgmaiéa and,Guyaha.':

Jamazca's current account. deflclﬁ :ncraasad continuously. - . ..

rrcachlng a anal of .J5$426.8 million. in 1981, Tharahwasﬂa_marked_w;dening

.of the current account gap in 1981,.rsf;a%ting;a_significant_iqcregse_ )
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(26 per cent} in the level uf'impor%s dﬁring that“yaar.‘ Over the period
1977-80, Jamaica experienced a #riﬁicalfShdﬁﬁage of foreign exchange which
‘stifled sconomic growth due to the unavailability of vital impozts. In

addition to declining'export earnings and the high import bill, the balance

of—paymants position was adversely affected by high debt service payments

and outflows of foreign capital,. -

Guyaha‘s_balance~qf+paymants-positiun has‘stsadily_deteriurated
since 1979« A conéiderable fall in the volume of exports (particularly
bauxite) in l98l-rgsulted in a current accnﬁnt defibiﬁ of US$174.0 million.
In. addition %o increasing -foreign borrowing and drawing down on reserves,
it bepaﬁa nacessary,tn—aﬁcumulate Eommercial_arrears.‘ As in the case of
Jamaica, economic growth in Guyana has been limited by the chxronic shoxrtage

of foreign exchanges

The pexrformance of the balance=of=payments of Barbados was ‘more
favourable than that of Jamaica and Guyana. After showing overall balance=-
of-payments surpluses in the yéars 1978-80, Barbados re;o;deﬁ an overall
balance-of—payments'daficit of USHLS million in 19581, The cuirant accoth
deficit -for 1981 was lﬁrtimas greater than that for 1980. Weak psrformance
in the ‘Bugar industry and the tourism sector Was mainly responsible for the

baiéncaédf—paymanfé”hreééuréé experianqéd'iﬁ 1981,

Trinidad and -Tobago consiaten%ly"recoidéd balance«pT=paymnenis
surpluses over the poriod 1977-81, Tﬁa curront accmﬁnt surplus in 1981 was
lower than. that for 1980, reflecting the dacling in the surplus on merchandise
trade brdught_éboutiby'a:sharpifall in ‘the valume of eride oil expﬁéts. Thel
non-oil éurrert account deteriorated markedly ovez the period with the doficit

increasing by 136 per cent from US$T730.8 million in 1977 to USHL T727,.0 willion

in 198l. This deterioration in the non-oil current account was most significant

on merchandise tradoe
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. In the case of the-less Developed Countries (LDCs), most-countries
Facéd2parsistenﬁ current account definits over the iast five yearse,™ The.
deteriﬁratiqn.was most marked for Antigua and Baibuda and-Saint Lucial., - .
Sinw-growth in touristfeainings and significant‘increases-iﬁ imports of food
and capital gonds wors mainly maspnnsibla for the widening current account

gaps in 1980~81,

.- The principaifraaspns,fur the.marked-daﬁeriuxaﬁiun.in.thg-cuirant,
account position of CTARICOM céuntriae were the declinc in the, volumo of major
expﬁ:t';gmmnditias and the increase in the dmpowet bill, - For the Regicn as a
whnle,rexpgrt_vglume dqclined in most sectors over the last five ysars but -
the performance ﬁf the sugar indﬁs%ry was. panticularly poors  Sugar output”
declinad in most countries aver the period.and tnﬁal_uuﬁput for the Region
in 1981 was at the lowest level in 30 yesars. Banana production has declined

significantly duc %o destruction by.hurriaanas,,JSihilarly,‘rica production

in Guyana has followed the downward frend, declining evozy year .since- 1977,

except in 19884 In the mining sector, bauxits and alumina production. de-

clined in Jdamaica and Guyanae

‘ Trinidad and Tobago is - not yet faced with a balange=ofwpayments
deficit but the surplus ds being. erodaed by declining oil production. Petro-
leum p;nducﬁicn_has daclinad‘in_recentjyeais due largely to tha declining - . -

prcaqgﬁiyiﬁy,of_axis#ing walls., Output in 1981 ﬁas;ﬁha_loﬁest in seven years.

- f_. Recénﬁly, the effocts of the declining volume of exports on .the
balénpaﬁufhpaymaqﬁs haé been worsened. by. falling prices., Theze was: a sharp
drOp'in‘suga::pricgs'du:ing.1981'apq tha_pxiqp:fn; bananas:in the Unitéd kingdam
(UK) market also de;iincd.f:Aldminium pr@pms.ﬁeiilby ton per cent,, seriously
affac%ingJQamaica which is_the:wmrid's thicd largest praduder of bauxite.

The rate of growth of petroleum prices also slowed duxzing 1981
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In addition to declining export volume and weak export prices,
the falleoff in tourist sarnings as a result of the recession in the inw ' .
dustrial couritries *has adversely affected the balance~of-payments position

of Eaiﬁadns and those LDCs heavily dependent on tourisme =~ T -

CARICOM bountries depend heavily on imported food, raw materials

" and capital goods. Conseguently, imports -have continued o increase even

where countries are“facad with declining export earnings, The sharp increases

- in import pfiées,rparticﬂlarly'ail; severely affected the balanco<of=-payments

position of the dependent CARICOM eionomies. 7Those péuntriés which are
heavily depsndent on impdrted fuel have been burdsned with rapidly incrsasing
fuel bills, In 1980, for example, fusl accountad for 38 per cent of the im

port bill in Jamaica and 33 per cent in Guyanas

Adverse texms of trade is another factor which has contributed %o
the balaneeg=of=payments problems foxr some countries.- However, it has Pro=
bably had less serious effects than the poor performance (in terms of output)

of the major export sectors.

The increasing current account deficitas have heesn largely financed -
by-ruﬁning,dowh'rsseryes"and by foreign borrowings' Table TI'Shnws‘changes in
net foreign rasérves for Barbados, Guyana and Jamaicas The decling in reserves
was most marked in the case of Jamaica. Greatly increased debt levels have |
rasulted in high debt service payments for some countries (see Table 11I).
These countries have been forced to divert 'a greater share of ékpnrt zarnings d
to debt servicing, fhéraby'reducing the availability of foreign exchange to
finénce essential imports. Guyana and Jamaica; which relied heavily on private
sgurees Dﬁxcrediﬁ,'faced'hurdensmme debt sérvica‘payments due'largaly'fa'fhe
flexible interest rates and shorter maturities attached to loans obtained in

private capital markets.
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Stabilisation Policiss - - . -

' 'Ecohumic'grnwth'ih CARIEDMfcuuntries'depends<Eeéﬁily on . the availe
ablllty of foreign exchange to- maintain an adequate lavel of ‘imports, Théi
raw matsrzals and capztal gcoda:naadsd to increase praductlun are mainly imni
ported, Table IV shows real Gross Domestic Product (GDP} growth for CARICOM
coUntrias.avér~tha#last'fiva yeaféaﬂ I+ can be seén that—ecnnomic*gxnwth was
perianped,geveratshnrtagas of_furelgn-exchgnge.‘ Whlle the foreign Bxchanga h
problem might not have been the only factor militating against growth in
these gmunfriesirit was -certainly a very dimportant factor. : '

. The constraints imposed on overall economic gxaw%h'hy'thé'détefiu-'
rating balance-of-payments situation led some.CARICOM countriss *to introduse’
moasures spacifically designed tulsfabilise the balance-of-paymentss Tha
discussion here concentrates on the balance~ofwpayments policics of Jamaica,

Guyana and Barbados.!

‘ -, Mgasures introduced tu cope with ths balance-mf—paymants situaticn
in Jamalca 1ncluded axport stimulation, impoxt westrictions and foreign ek=
change budgetmng.- In add;t;un, Jamalca-entered“lnto an Extended Fund Faclllty
(EFF) Agraement with tha Intarnat;anal Mone%ary Fund (IMF) 1n 1978, the terms

of whlch 1ncluded drasﬁlc daualuatlun mf the Jamalca dnllar {by & ﬁutal of

Vabout 43 . per cent), ellmlnatlon of the Government - daflczt, cradit cuntrols tu

tha public and pr1Vata sccturs, wags calllngs and erDVal of price conbrula.
The EFF programma was suspandad after Jamalca falled tha parformanca tosts at
the end of 1979. T R
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" In 1981, Jamaica embarked on an economic recnvary-programmarw.
supported by a new EFF Agreement with the IMF and a World Bank structural
adjustment loan. . The key component of. the recovery programme is the pro-
motion of export-oriented production (particularly*nén#tfadi%icnai pfoducts)

t0- gensrate incroased flows of Toreign sxchanges

Under the terms of the structural'adjustménﬁ:1ﬂén,'the Gnﬁernmeht
is committed to ensuring'the competitivenass cfrdamaica's exports through-
the éliminaﬁinn_uf qdantitatiVe.resﬁrictians over a five-year period, come-
mencing 1982, Measures have alse besn put in place %o ensure efficient
-allocation of foreign exchanga within the gconomye' -These include decrimin-
alising the dinformal fnréign exchange market and simplifying the impord
'liéensing systems  The simplified impoxrt licensingﬁsyStem‘hravides'fOr thé
automatic issue of no-funds licences for raw. matcrlals, ‘spare parts and

capltal goods ¢

Similarly,'ﬁuyana has attemptsd to strengthen its balance-of-
payments by means of widespread import restrictions, fozeign exchange budgeting
and the expansion af import substitution and export-oriented activities, Howe
ever, theiiﬁport restriﬁtinns,imposediby Guyana have beem more pervasive than
thosc- imposed by Jamaicas Guyana also suught.bélahce—of;péymenﬁsisuppurﬁ from
the IMF under an EF?ngreement in 1979, but the programme was suspended dus
to failure to moet the targets., In mid=-1981; in an abtbompt to correct the

sver-worsening situation, the Guyana dollar was devalued (by soms 15 per cent)e

. Stabilisation - lelClES in Barbados have besn limited to restrictions
-nn crsdlt to consumexra and to the distributive sector, aimed at. curtailing the
rate of growth of cunsumer lmpnrts. In September l981, commercial banks were
dmrected to reduca the level uf their outstanding consumer instalment credit
and personal lending, to ten per cent below the level -for August 1981, by the

end of March 1982, There were also increases in the average lending rate and
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the Central Bank gsneral diacnunt rate, In an apparent attempt to

.pressure commercial banks into 1ntrodu01ng foreign funds 1nto the system,

the Eentral Bank raised reserve requlramants 1n Novamher.

Assessment of £he Policies

The bélaqcéyof-paymsntsrcrisis'ia'the fesult of the hbavy
éxfernal dependsnce of our economies. Adjustment paliciss should, there-
fore be deaignad tc&:ringrabﬁut SfrdéﬁhralVCHangasrﬁhiéh éilnw fox 7
greater flexivility in responas to chdngms in the' sxternal aconnmy. It
is in this context that the efficacy of the present stabwlmsat;on and

adjustment policies must be examined, =

The major policies which have been used in bélén&e—df—paymanté
management are -~ devaluation, restrictive monetary and ?iécal policies;
import restrictions;. Foreign exchange budgatlng, the EXpan51on of import e

subgtitution and, axpurt Uriented activitiea,

The devaluation strategy has been unsucceésful in both Jamaica
and Guyana.. - Th#mrétically, davaluation should cause axcbﬁntiy'é ﬁfnducts
to hacome cheaper v1s-a-v1s othar countries, hencé axpnrts are ancourwged
and 1mports (which become more BXanSlUH) are dlSCGUIagBd. HGWBVQI, thae
structure uf ‘the CARICOM economies. seersly limit the benefits than ean
be derived fiom devaluatidn, A large portion of’ expnrts eonsist of
primazy products such as stgaxw and bananas which are sold undex cuntraéﬁuélr
arrangemants.. Furtharmnru, structural rlgldltles llmlt th ablllty of tha
expnrt sector +o respnnd qu;ckly to whataver increase 1n damand raaults ‘

From lnwer relative prlces.

In thc casa of manufacturad exports,'expan51nn of output
raqulras 1mpor#ed 1nputs - the prlca o which would be increascd by tho '

devaluation, In Jamaica, for example, row materials (including fuel)
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accounted far 6245 per cent of total imports in 1978 and- 67 per cent-
in 1979, It is clear th@t the higher prices for imported goods brought

about by the devaluetion must have resulted in substantial increases in

the cost of local wanufactured goods, tharsby reducing their

competitivenssa on ths world warkst,

Un tha uther hand +the Raglon s imports are malnly raw _
maﬁsrlals and 1ntermad1ata goods for which demand is falrly inelastiec,
Price increases Wlll, therefore, not result in any 51gn1f1cant
reductlon in tha level of imports. In both Jamaica and Guyana,
reduction in the level of imports was achieved by the strict system of
import llcensmng rather than by devaluation. Rather than improving
the balance of payments, devaluation resulted in unprecedented hlghr'
rates Df 1nflat10n in bnth cauntrles. In the case of Jamaica, the

crawling peg of lBTT-TB undermined confidence in the currency which .

led to a flight of capital.

-Restrictivg_mpnatary.and fiscal policies are designed o
affect the balanée of payments through the level and compositiun-of
demand, In the ahoit*term, such policies are successful in restréining
the grawth'ofrimﬁnité,Abqﬁrthey do not provide a long~term solution to
the Ealaﬁca&cf-payﬁanta problem which is essentially structural in,

naturc,

Impnrt reatrlcﬁlnns and foreign exchanga budgeting have been
effectlve in limiting the growth of imports in Guyana and Jamaica,
However, given the dependent nature of those economies, the severse

restrictiong have militated against economic growth., The expansion

' . - - R - LT
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af foreign exchange earning capacity-is'highly,debendent on imported - -
inppts.,;ﬁuhsequéntly,rprdlongad'usa of -severe import rastrib%idna,'
has iesulﬁed in:furthér'tailnspiﬂning of the economies, It would

SHEM, tharefora, that severs import restrictions in this context are

éaunteréprnductive in the long run,,

The systen of. direct controls on importe ‘and the attempis

ta Limit banking system cradit to the Public Secbor. have more

racently been complemented by efforts to axpand import substituting

and expmit—criehﬁed«p:oductian activities. -CARICOM countries which
are pursuing these policies, however, are Tor the woet paxh acoapting -
a'prolanggddependence an circumstances outside of the Regions It is
trus that fha'debt obligations and present import roguiremente of-
theae countrioe make: foreign exchangé-éarningalnacesaaxy.s_A%,%he
game .time, howsver, tﬁa,pfeeent course of action (which is being
undertaken at great rescurce cosﬁ} would seem to hs, a prioei,

increaéing fhe.dehendenca of the R+igion an the outside world,  The

sfratagy-uf i&pbrt substitution has relied heavily on imported .inputs . -

while export expansion ia dapandant on axtarnal demand,. hence
1ncreasmng the external dependence -of CARIEDM BCUanlES in tha long -
rUN, - This 1ncraasad dependerice gould mean even. mnre 1ntractabla

balanceaoﬁ-payments dlfflcultles uf external urlgln in tha fuhura. o

Conclusionz . - y

The balance—uﬁ—paymants problem.in- CARIEUM 13 nu% tempmramy,<
Furecaata of. cantanuad renassion in.the. wmrld acannmy.lndzcatb that

CARICDM gconomies w1ll continue to face gerious balance~nﬁ~paymants

/
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difficulties in the short~-medium term, So fazr, attempts at
managing the balancaewmgf-paymenta problem have not been very successful,
There is, therefore, an urgent nead for the formulation af more

appropriate strategies,

Some countries may seek to secure additional foreign
~finaneing to achieva.stabiiisation;-butwthis is only a shorb-run
solution as foreignrbnrrowing,increases the burden of future debt
service payments.. Moreover, the conditions praﬁailing'in the inter<
national economy - indicate-that the‘terma'and'cnﬁditionS'mf_new ‘
borrawing axe likely to be onerous., -A first priority would be to

ensure nnngruence»with what .is happening with the cutside world,

: rThe prBSEnt‘pa;icyrof export exparision needs to be
cumplementadaby:mdre%vignrous,markat research to ensure that production
“is compatibla'Nithrinternational demend, - There is also a need to ensurs
the greatest possibla usze of regional inputs so as to reduce dépendénce :
- on impurts. Ultimdtely, the success of export expansion strategics
depends on tha.ability-tn penetrate third country markets, It would
seem, therafuie,ﬁfhatfin addition to trying to establish treding -
ralaticnéhips‘with countries other than the traditicnal trading-paritners,

CARICOM countries need to closely examine present policiss on technology.

CARICOM will be competing with other producers for a fixed
" market in which quality and price of product will be key determinants
of success.ijt:mﬁst be recognised that technolagy is a majoxr fackor
influancing.bofﬁtquality and price, while indigenousa: technology may be
more appropriate-in'éartain~instances;“perhaps'thé surplus genarated at

the first stags of the BXpar%'cycla with high technology might allow
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countries to finance a broadening of the investment base in the

second stage of the cyclse,

The ecreation of a climate for the atiraction of direch
foreign jinvestment seems to be neceasary, in the absence of laorgs
aources of invsatible funds regionallyrta financa rapid increases
in production. At the same time, howaver, countries have to be
selectivelin attracting investors so as to ensure that tha investment

is in line with the Region®s developmental objectives,

Recent developments in key export industries (sugar, hauxite,
bananas, tourisw) seriocusly threaten the viability of the »egional
sconomy over the longer term. Rising production costs and a highly
volatile market geem fu make sugar an unlikely industry on which signi-
fTicant earnings expectations should be based. The bauxite industry is
dikely te facs increasing difficulties as'the demand far aluminium
weakens, while tourist earnings will continue to fall if the global
recession deepens; “At the same time, the banana industxry is plagusd by
production problems and increased competition in the United Kingdum;
in 1light of these developments, serious consideration must be given %o
changing the present sxport base in the long run., The time might indeed
be right for CARICOM to exemine collective opproaches to adjustment with
fundamentally sound concepts such as scale sconomies, scarce resourcs

allocation and appropriste divieion of labour, in wind,

s —————
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TABLE 1

CARICOM COUNTRIES: BALANCE OF PAYMENTS

CURRENT ACCOUNT BALANCES USSHM

1977 1978 1979 1980 1981
MOECs
Barbados 5 ~ 51,6 - 31,5 -~ 19,0 - 5.8 - 96,5
huyans - G8,5 -~ 28,4 - Bi,6 -117.6 ~174.0
Jemaica - 34.6 - 86,7 | ~142.6 ~148,1 -426.8
Trinidad and Tobago 215.0 36,2 45,4 295.,4 98,8
LDLs
Aptigua and Barbuda - 9.6 - 2.2 - 23.3 - 39.6 - 56,1
b Belize - 19,2 - 15.B - 29.5 ~ 12,9 - 22.0
Daminica ~ 5.5 - 6,2 - 14,1 - 33.5 - 21.7
Grenada 5.3 -~ 4,4 -~ 15,1 - 15,1 - 21.6
Montserrat - 1.1 - 0,3 -~ 2.6 - 5,9 - 6.3
S+, Kitis-Nevis - 1.2 -~ 0,6 - J.2 - 10,4 - 11,5
f Saint Lucia ~ 11,4 - 23,5 ~ 27.9 - 33,3 ~ 51.6
15¢, Vincent & The Grenadines | - 6.4 0.0 - 7.3 ~ 9,4 - 7.0
Total {extluding Trinidad & ~231.6 ~200,2 ~366,2 -432,.0 ~B95,1
Tobago) ‘

Sources:

Central Bank of Barbados Annual Reporit 1981, Bank
of Guyana Annuz) Report 1981, Bank of Jesmaica
Annual Report 1980-81, Central Bank of Trinidad

& Tobago Annual Rzport 1981, World Bank Economic
Memaranda 1982,




CHANGES TN NET FOREIGN EXCHANGE RESERVES {-INCREASE/+DECREASE) USHM

—13—

FABLE 11

}97? 1978 1879 1980 1941
Barbados + 7.5 -289.1 - 11.0 ~19.6 + 18,5
L Guyana +29.2 - 9.8 + 48.4 +B4,2 + 33.8
Jamaica +16,1 +77.3 +140,9 +77.9 +154.9

Sourece:

Central Bank Amnuzsl

Rzports 19680-81



CARICOM MDCs. - EXTERNAL DEBT _INDICATORS USEM
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TABLE IIL

;

1877 1978 1979 1980
Baxbados
Total debt outstanding 48,7 - £3.8 69,2 78.9
Total debd service 9.9 T.6 11.8 13.9
Debt Service Ratio 3.2 2.1 2.6 2.4
buvana
Totzl debt outstanding 977 427.5 467.7 519.0
Total debt service 32.7 46,8 30.6 70.0
Debt Service Ratio 11.9 is.0 29.8 17.0 J
Jaméica
Total debt outstanding 945.1 1,0585.0 1,123,2 1,299,1
Total debt sexrvice ©152,9 195.4 208,5 189.,3
bet Service Ratio 1l4.8 16,6 15.9 2.8
' Trinid=d & Tobsgn
Total debt outstanding 257.0 417.5 421,8 451,8 i
Total debt service 14,9 31,8 49,4 BG,6
Debt Service Ratio 1.6 1.2 2.3 2.4

Notes: (a2} Debt Outstanding is disbursed debt outstanding at end of period
{b) Debt Service ratio is defined here as the ratioc of debt sexvice
. payments to exports of goods and NFS,
- Somrcer - World Bsnk Dbt TEBTes, DScembsr I98r ™
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IABLE IV

CARICOM — REAL_GDP GROWIH (PER CENT)

COUNTRY 19?? % 1278 1979 1980 1981
§
Mils ‘
Barbados ‘ 3.8 4,8 7.9 4.8 =3.1
Guyana : 3.0 -2.6 ~1.4 1.8 ~0.5
Jamaica - ~1,9 -0.3 -1.4 ~5,4 1.3
"1 Trinidad & Tohage - 7.8 7.9 5.3 Tedt 6,0
{Locs
Antigua and Barbuda n.a 7.9 B.3 5.2 3.8
Belize n.a 7.8 1.4 3.1 1.0
| Dominica | 3.4 9.1 ~9.1 9.0 8.0
Grenada 5.8 5.4 2,1 3.0 2.6
Mowteanzat =4,5 6.1 1.9 7.8 3.4
Saint Lucia : 5.9 13.5 4,4 -4,5 3.2
5t. Kitts-Nevis 0.0 5.9 5.0 J.3 0.0
‘ESt. Vincent and The Grenadines 3.5 14,6 ~0,6 1.1 9.0

Sources: (1) Ceribbean Group: Current Sitﬁation =nd Prospects,
IBRD M=y 1982

(2) Central Benks Annual Reports
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