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INTRODUCTION
-

Like all Less--Developed areas, the Carigbeén region
has always been plagued by Foreign Exchanée probiems. They
became more acute as a result of the o0il price increases of
the period 1973/74 and seemed to disappear as high sugar
prices prevailed in the world markets during 1975. 1In
1976 however, the problems were more serious than ever, as

balance of payments deficits on -current account lncreased

alarmingly, and especially so in Jamaica and Guyana.

The seriousness of the dissquilibria in the external
sectors of these economies was such that both countries
decided to embark on a Foreign Exchange Budgeting exercise with
a view to allocating their scarce foreign exchange rasources

= .

by means of quotas to iﬁporters. The consequence of the
exercise by these two countries havé given rise to much acid
comment on both sides. Lxporters in the 'non-Budget' countries
have come out in force in favour of some sort of retaliation
against the exports of Jamaica and Guyana, who in turn have
been trying to show that the effect of their restrictions are
somewhat overstatad by their detractors. Some commentators
have even predicted that the Budgeting exercise and the

dangers to intra-regiomal trade which 1t presents, will

eventually lead to the demise ¢f Caricom itself.
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This paper concerps, for the most part, Guyana's

experlence with the Budget and some 9f the legsons It has
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learned fxom that experience. The first part of tﬁis‘paper
briefly describes the 'Paymentd approach to balance.of payment
correction and attempts to place the foreign eﬁchange budget
in this framewori. It alsc shows some of the pitfalls which
need to be zavoided in implewmenting a féreign exchange budget

anéd is based on 2 past experience of countries which have

tsed this method of correction.

Part two recites the Guyana experience with Foredign
Exchange budgeting and finally a part three gives a preliminary

evaluation of the budgeting exercise by Guyana,



The "Payments” approach views. the balance of

payments as the relation between aggregate expénditure and

2

aggregate receipts in the economy. Thus B = Y - A
where, B = Exports less imports :
Y = National Incomne
A = Consumption & Investment i.e. Expenditure

This can be re-written:

B = R -7

where, R aggregate receipts, and

by

aggregate payments
From this equation it can be seen that a deficit in the
Balance of Payments will arise 1f aggregate pavments exceed

aggregate recelpts.

Since a country cannot continue indefinitely to

>
maintain a disequilibrium in the balance of payments then
corrective action 1is needed. The authorities must either

reduce the level of payments (P) or increase the level of

receipts (R).

The choice of tool used to correct the disequilibrium
is dependent on the original cause of the disequilibrium,
whether or not the imbalance is temporary., the underlying
behavicral relationghips in the economy, as well as the size

of the foreipgn sector gap.



The authorities may use either specific measures to

affect the price and or quantum of foreign eélhangg'utilised
during the period. That is they may act directly tao reduce
the level of the Balance of Payments gap by switcﬁing
expenditure from foreign to local sources, and, or; they

may act on the total level of aggregate expenditure via the

central government bucget on .the fiscal side or through credit

adjustmencs on the moauetary side.

On the‘fiscal side a higher level of tariffs tend to
lncrease thé domestic price of foreign exchange while licences
on merchandise trade and quotas tend to limit.its guantum.

On the monetary side exchange rate changes affect the price

of foreign axchange. Advance deposits on imports are usually
impoéed to reduce the attractiveness of impbrts via dncreasing
the cost of financing  while exchange controls aim to limit

the quantum of foreign exchange flows.

Whiie much has been discussed in the literature on
the use of demand management and exchange rate movements as
a corrective davice, little has been said in terms of the use
of exchaage ~ontrols. This paper aims to make a more thorough

examination of this tool.



Exchange control regulations aim to increase the
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level of foreign receipts by 1lmplementing measuresctbiensure
that the maﬁimum of income earned abroad flows back into the
system. 0On the payments side it seeks to control éhe level

of outflows which leave the systam. It is in the pe;formance

of these funcfioné that the foreign exchange budget 1is prepared.
Similar to budgets prepared inm other economic and commercial -
spheres the foresign exchange budget serves as an indicator

of possible revenues and expenditures over a cgiven period

of time. It attempts to estimate the level of foreign iaflows
arising from visible and invisible exports, transfers and

capital receipts, and at the same time it attempts to predict

the level of outflows via lmports and capital repayments.

Thus the dudget serves as an early indicator to
authorities for the need to accommodate a gap either by
borrowing, by u£ilising reserves, ér onn the other hand to use
corrective ;gtion to bring the gap to a level closer to cone
which the resources could supﬁort.' Thus the foresign exchange

budget serves mainly as a guide to overall financial policy.

There has bean a tendency to regard foreign exchange
budgeting as simply a more elegant way of expressing a systen

of rigid quancitative import restriction, and hence the exercise



has been associated with shortages and rationing of commodities.
While in terms of Balance of Payments the bud%eting operation

may give rise to the fixing of quotas by the authorities

elther to firms or to sectors,its usefulness is nét to be
inextricably associated with Balance of Payments crises.

Rather it is prcbébl} even more benefigial when implemented

in non-crisis situation, where Balance of Payments considerations
are not parazmount and when technicians and polilcy makers have
the time to set out other natiomal goals. In periods of
foreign exchange crisis, attention is placed almost solely on_.
the foreign éector of the economy, thereby tending to neglect
its feedback effects on the domestic sectors. It is this
neglect which results in so many of the distortions associated
with foreign exchange budgeting. -

Unfortunately the identification of economic
.distortions with forzign exchange budgets withiﬁ the region /
i has been s;réngthened by the fact that both Guyana and
Jamaica made ﬁo se;ious attempt to implement a foreign exchang
budget uncil faced with a Balance of Payments crisis. Until
this stigma is removed, éeneral acceptance, by individuals and,
the business community, vital to the efficient performance of

the budget., will not be forthconming.
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The alm of budgeting in a crisis is to close the
. . - , ' = :
foreign exchange gap by placing direct -controls on the level
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of outflows and at the same time 1t aims at allocating the

scarce foreign resources in order of the prilority requirements

of the economy.

Theoretically in terms of its expenditure switching
role,this tool is similar to a dewvaluation. However ina

devaluation the system depends on the price mechanism to achieve

" the switch and to veallocate the resources, In both cases the
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maintenance of internal stab ty is dependeant cn the eccanomy's
capacity to increase the level of ourput. Without an inecrease
in output the achievement of extarnal balance may well be at
the expense of internal.stability.

In éases where the level 0f foreign exchange resources
i; very low it 1s argued that one cannot depend éolely on the
market.respcnse to the price stimulus to bring abtout a closure’
of the gap in the foreign sector. TFurther it is argued that the

}

choice of a foreign exchange budget as against a devaluation
as an allocative device has implicit in it that the market
mechanism gives rise to allocations contrary to the national
interest and that a direct mechanism will instead distribute

this scarce rasource in a manner morzs conductive teo the

development of the economy. ’
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If the foreign exchange budget is adopted as the
, ‘ - )

tool for allocation, what first needs to be determinediis the
maximum level of resources available for allocation. Thus
some attention would have to be focused on the sup%ly_side of
the foreign exchange budgéta Foreign exchange earners wmust be
given producficn targets to be achizved and a monthly analysis
of the variances between actual and tazrgeted production be
made in order to determine whether shortfalls are the result
of price fluctuations or reduced ievels of production. It is
only by such close scrutiny of the supply side of the foreign

exchange that the budget can serve as a means of encouraging

production and a higher level of inflows.

Having determined the possible level of inflows,
the question now arises of how the foreign exchange is to be’
allocated; ‘Government and the economic planners will have a
hierarchy of priorities consistent with the D-plan and it is
on the.basis of these that the resources are usually allocated.
Topping the list of priorities * are usually péyments for food
and other essential commodities such as fuel, repayment of
loan capital and ingerest, especially with respect to Government
"guaranteed debt, and essential inﬁuts, including machinery

for export industrilies, not necessarily din that order.



Howaver, the avertion arises as to how efficient

the budget can be in performing these allocatiVve functions.

A}

In its aim to achieve the target of efficient distribution in

will be an internal cost, which,
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the external sector ther
1f not minimized wmay lead to sericus disruptions in the

economy. Some of the more important of these zre the following:-

(1) The budget of itself may not cause an increase in
the level ofrimport pri?es, nevertheless domestic price
-effects of foreign exchange ra;ioning are likely to be quite
substantial and the burden will be passed on to consumers
unless strict price control of basic commodities is undertakan
by the Government. Price effects arise frem the fact that

allocation tvy
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cased rationing of foreign exchange is not

fully synchronizad with the demand pattern of consumers.

As a result the pressure of excess demand‘for theée imported
commodities on a limited supply, forces up the mérket price,
with concomitant effects on real income. Price controls '
cften féil to prevent the formation of secondary markets in
thesé commodities which do reflect true market prices.

Further, because the items are usuvally of high price-elasticity,
the inflationary effects of foreign exchange rationing are to

be carefully considered in planning the Budg=et. HNeedless to

say, with higher prices. come trade union demands for higher

[T
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wages and salaries, further aggravating the already substantial

inflationary pressures. .

-(ii) The allocation of foreign exchange by mééns of a
foreign exchange budget has important consequegces on production
and industrial strategy. One of the targets which the foreign
exchange budget sets out to achieve is Eo maintain the léval
of activity dn the productive sector. In this case prioricy
is usually gi&en to iﬁtermediate goods for use in these sactors.

. However, when the budget constraint is high i.e. the level
of rescurces available for distfibution are very low, then
the aggregate demand for raw ﬁateriéls and other imported
inputs may well outstrip the supply allowed by the allocation.

‘Usually., within the manufacturing sector prilority is granted

.to the industries which are the major export earmers.

It follows thereforé that for the rest of this
sector, foreign exchange will be in short supply, and
cutbacks in production will result. Unfortunately it.is in
thls group that Smali manufacturers and miagor ex;orters
fall, and it is therefore in this category of manufacturers
that most of the burden of the foreign exchange rationing

falls. Diract allocation of foreizn exchange via the Budget

may well give rise to a conflict of objectives between national
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pricrities, viz, the.promotion of small scale industries
éﬂ@ export promotioun. An approprilate balance gf emphasis
between these aims, no matter how elusive, mus£ be é@ﬁ%ht if
benefits gaired in one area are not all to be dissipated

.

in anogther,

(iii) The complementary fall in emﬁloyment consistent with
reduced levels of output, an& a lower level of industrial
activity, in gemeral, are consequences which must be anticipated
in planning the foreign exchange Budg=st. In pariods of normalcy,
some unemployment may result in those enterprises which are

not engaged in activitles of national economic priority, such

as distribution, aznd the manufacture of “mon-essantials.”

In periods of crisis in the Balance of Paymeﬁts, and therefore

of iess foreign exchange availability, pro?uction and employment
lavels deteriorate much faster, with muitiplier effects on
income and economic éctivity in general.: The inclusion of
employment levels din the list of criteria for allocation of
foreign exchange is perhaps one means of alleviating the proﬂlems
but here again conflicts of ogjectives may arise between
encouraging production in the export, or import-substitution
gsectors. a2ad that of raising enployment levels. In countries
where average rates of unemployment are already high, a

budgeting programme which places the greatest emphasis on the

avoldance of aggravating the lavel of unemployment is wvital.




(iv) Johnson has argued that by adopting direct controls
instead of an explicit tax on non-essential imports, policy-

. i i o . .
makers miss the opportunity to appropriate in taxes the scarcity value of
non—essential imports created by rationing. * Instead, the
scarcity value accrues to recipients of imﬁort-licenées for
these.commodities. This situationm =must run counter to both
social and economic policy. In plénning the budget therefore,

a quantitative analysis needs to Ee made of tax receipts

foregone as against benefits to be derived by a direct form

of foresign exchange allocation.

(v) In many countries the use of the forelgn exchange
budget as a means‘of saving foreign exchange is seen as a
booster to their industrial plan; for developing import
substitution industries. In these countries.e.g. Ghana,
India and ?urkey, this has heen'repartad'to be one of" the
prime causes of-a failure of the foreign exchange budget.
p

The potential distortive effects of foreign exchange
allocatlon by rationing on Industrial Strategy meeds to be
carefully avoided by the policy makers. The scarcity of
imported commodities which are in great demand and these

include non-essantials, has been an incentive to substitution

of these commodities from domestic resources. Usually, import
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substitution industries are given positive encouragement

by the government with a view to expanding local industries,

incomes, and employment levels. However, not only‘isiit
necessary to import subtstantial amounts of the essential

inputs into the 1industries, so that whatevar foreigp exchange
gain there is., nesds to be nettad out, but alsc bacause of the
subsid? implicit irn the allocation of foreign exchange to import-
substitution iﬁdustrics, domastic‘resourcas such as skilled
labour, and savings, are diverted towards them. On the other
hand, becauss of the absence of a scaréity value atrtaching

to such essentials as food on account c¢f their high priolity.
in the Budget, domestic rasources tends to be switched away
from these industries and d1nto those concerned with impor:c
substitution. The ﬁndesirability of this pattern of Industrial
Strategy is clear in a fegioq such as ours.: Therefore great
care must be exercised in oxrder to ensure that thé'couﬁtry's
import substitution programme is not abused by unscrupulous
manufacturars and to ensure that adequatebresources, botﬁ

*

domestic and foreign, and encouragement are channelled towards
the manufacture of such essential items as -food and clothing.
Failing this, the industrial pattern which emerges will tend

to perpetuate, rather than relieve pressures on the foredign

reservas
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Apart from its effects on prices, income, employment
= g
and industriazl strategy, foreign exchange budgets have been

severely criticised on administrative grounds. Primarily
because dacision making lies in the hand of a_groﬁp of
administrators, systams hava been devised in many countries
to limit the possible abuses which could occur should corrupt
persons fill those éositions. These chacks in the s&stem
have tended to lead to a proliferation of bureaucratic
allocational procedures. In many cases bottlenecks have
: coccurred and consequent Shortages in system due to delays
involved in the processing of documents for the quota releases,
The direct allocation of foresilgn exchange by an adminisﬁrative
machinery operating under such constraints as the lack of
adeguate information on the inter-relationships between the
foreign and domestic sectors, and a constant pressure by
importers and consumers to make ad hoc decislons, of necessity
- will giée.rise to.such inefficiencies. To a larée-extent
this type of problam could be avoided if a foreign exchange '
budget 1is prepared sufficiently in advance of tﬁe period in

]
which it is affactive.

It will be observed therefore that unless these
internal repercussions of foreign exchange rationiag are

anticipated and corrected, the net benefits to be derived
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by the nation 2s a whole from tﬁa pre~cccupation with the Balance of

Payments connection to the exclusion of other domestic vgriables_ﬁight

well be small. This result arises in most situations where ecgho;ic

"problens are appfoached on the framework of a partial analysis. The

tendency to perceive foreign exchange budgets as a tool énly qf

Balance of Payments correction, instead of integrating it within a

general framework consisting of other fiscal and monetary tools with a

view to achieving simultaneous equilibriﬁm in all sectors of the economy

needs to be strictly discouraged. The most important single criticism

by the monétarists of direct ccntrols is that it adopts a partial

équilibrium approach, to the neglect of feedback effects om the rest of

the economy. Both economic theory and bitter experience of the many

countries which have practised rigid foreign exchange budgeting strass

the economic distortions which occur when a partial approach is adopted.
Perhaps therefore, the single most importent task of policy- i

makers in framing the budget is to emsure that a mors comprehensive j \éﬁ

t

approach to the budgeting exerecise is undertaken - thereby enéuring that-J/L
the foreign exch;nge budget links smoothly with the exercise of natiomal

planning for the domestic sectors. Thus at the same tine that attempts

sre made to conserve foreign exchange, domestic savings must be encouraged,

higher surpluses need to be generated by Govermment corporations, and the

Central Govermment Budget deficit nzeds to be reducad.
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. TEE GUYANA , EXPERIZINCE

L very rudimentary form of foreign exchange budgeting

has been practised in Guvana since 1973. It takes the form of

- -
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projecting on a monthly basis, receipts and payments expect=ad to
flow through the Banking System. Qn the zreceipts side, projections
are made of receipts expected from the major expért garners such

as the sugar and bauxitz industries, and ¢f other mriscallancous
recelpts., On the payments side projgctidns are made o expected
merchandise and service payments. These projections are compared

with actual monthly receipts and payments and a short analysis is

made of the variances.

In this form the budget serves only as a guide to zxpected

lavels o0f rgcei

!? j

ts and payments and therefiors toe the possible move-
ment in the international reserves. Since export racelpts are for
the most part regarded as exogenous, the power of sanction is_con~
fined almcst entiresly to impoxrt paymentis which are cortrolled by
the Central Bank. Since there existed little Central Bank inter-
vention.in import iicensing, the value of this type of Budget was

confined almost entirely to ‘*ex-post' analysis of adverse variances

on import payments. . T
]

At the end of 1978, however, a critical Balance of Pay-
ment position developed as the deficit on current account mcved
from $35 million in 1975 to $351 million. With net capital inflows

mekilized of enly %114 million, the International Reserves plunged



by around $240 million. Forecasts fcr the year 1977 zll predicted
that it indced wquld b2 a challenging pericd fqr the policy-makers.
Projactions showed no significant 1ift im level of externél garnings
 and indicated that resarves weri at a level which was much too low
to sustain the current rate ¢f growth in expenditure. h reviaw of

. -

the monztary relicy indi 4

h

1AL exX-pcst attempts te limit the
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via credit restrxaint had 5ot met with

1
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growth in aggre e
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much sucgcess. In terms cf the Guyana banking system the cxedilt con-

trols merely served as a way of reallocating credit from the private

-
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sector to the publie sactor, While the commercial banks complied

ting their loans and advances, the excess

Fi-

with dircctives in 1im
rasources released were immediately utilised in purchasing Central

Govarnmant Tr

{8

asury Bills - thersby incraesing the level cf credit
to Government. To the extent that the central government seemed to
have almest limitless access to the rszcourse of the central bank to
finance its budget deficits, it seemed that a contraction in the
level of aggragatz2 demand could occur only if a consciocus decision
was mads by the Céntral Governmeni to closc the gap between its
receipts and p;ymants or to find firancing from external sourcés.
This imgyplied that to. close the gap the Governﬁenh would either have
to increase taxes or o rsduce the level cf expenditure. Borrowing
from externzl scurces wculd have helped to support the existing
level of governmental activity, as well as buoy the level cf fcreign
reserves though in the long run increasad debt repayments could have

placed an &ven heavier burden on the accnomy. However, borrowing
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was not forthcoming in the magnitude reguired. On the receipts

side an increase in the level of taxatinn seemed inapprcpriate
o .

since the sconomy isg alreadvy cazxrying a heavy tax burden -in a2lmost

all areas of eccnomic zactivity. Therefore it seamed that the

adjustment had tc be made via 2 reducticn in the level of expen-

.

t seemed, in the light cof existing

1

olicy aims of

pa-
Y3

diture. But

axmenities available, subsiding the cost ¢f living and

n¢ basic

"R

makx

)

at least maintazining curranit employment levels, that there was not

very much scope for sgubstantial reduction either current o9r capital

ture. In the light of the foregcing it was thersfore not
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expand

surprising thot there was 2 considerable balance of payments gap as

much dependance was still keing placed on the banking systam to
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All majior users of foreign gxchange, including vaernment
Ministries and Agancies and Impcrters, were requestéd to submit to
the 3ank a breakdown ¢f their foreign exchange reguirements for
1977. P8r example, large importers were tc list the type of mer-
chandise, or sarvices to bé paid for in foreign currency. In addi-
ticn to these written submissions, most of the major users of

foreign exchange, accounting for 2 substantizl percentage of the

U

foreign exchange usad in 1976 were interviewed by the Bank, with a
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view to havin~ a first hand knowledge of their cperaticns, the
nature of their contrikution tec the economy, and their minimum

foreign exchanye requirements. It needs to be*stressed that inter-

i
yiews were not confined only tc the larca importers, they also

catered foxr small manufactures with turncvers ¢f arosund 325-34,0040.

“

Within this framework ¢f fairly ccocmprahansive informaticon

gn &xchan

~

of the economy,; and the poten
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concerning the fore
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tial feedback effacts cn the Jdomegt sector cf recuced foreign
exchangs availability, the Bank made allocations on a “transactor”®

basis to all the entities with which it had heen in cantact. The

o
113

total amecunt of forecign exchange allocated was based or Central

Sank prcijecticns cf export earnings, andéd exterazal loans, credits

mn

ifi

as food,

a

and grants for 1577. Essential itenm

[
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were clas

1]
[0]
n

.drugs, spare parts and fuel, With respect to, invisible imports,
repayment of loans satisfied the essentizlity concaept. Quotas were

Y

deternmined on the following criteria:-

{1) The type of activity encaged in by the firm:-
firms which were important export
earners, such as the Bauxitc, Sugar

; . J .
and Rice Corpecrations wera given the

=g
-
w)

ghest pxicority - the obijecctive
being that they shouls nct be depriwved
of vital machinery and other eguirpment

in their effort tc bouost export sarnings.
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At the cther
fcocr example,

on

]

distribut

ené of the scale were,

firms engagad in the
.

of ncn-essential r

imports such as hi-fi and stereo

eguipment.

avera¢e turncver and the number c¢f employees, of the

- firm:-

Having satisfied the first criteria,
an attempt was made t¢ grant guotas

in such & way as to cause the minimum

cutback in production or sales.

Scrious cuts would have the efifect cf

damaging the firm sericously, or per-

haps even permanantly. The numbar of
erploveas was regarded as an important

terion for chvicus social and

[

cxr

national economic policy reasons.

The growth potential of the firm with respect to genera=«’

(3)

. ting foreign e¢xchanse, income and employmant.

b

36% of totazl allocztions were made to Government Ministrie:

and Corporations, 27% to the major export earners - sugar, rice and

bauxite, 25% to other small exporters and manufacturers and 14% to



the remaining transactors.
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Simultaneous to the issuing of thessz alloecations, the

Central Bank assumed an eqgual rcle with the Ministry of Trade in

the approval of licenses. " Licenses are now first submitted to the

3]

. P
liance with

O

r Ccom

i

Ministry cf£ Tradce, where they ars assessed f

3

cies and are rankgd acccrding toc the essentiality or

]

|50

naticnal g2l

non-essentiality cf the commodities reguired. They are then routed

to the Central Dank where a check is made that the amount on the

licenses ara within the importer's quota.

No restriction was placed cn the use of the foreign

exchange once granted except that it should pay Ifcr goods for which

[Fp

there was a2 valid import license, and that on account ci the

seasonality in sugar exports, cnly one-~third cf the guota could be

-

used for import payments in the first half of the year, the remain-
ing 2/3 being available in the second half. Importers were to sub-
mit to the Zank cne waek heforshand, a schediule of theilr payments

coming duz ian any particular week, 50 that the reserve situatiocn

could be anticipat%d.

A cartain degree of flexilility was huilt intc the budget
in so far as imporiers wihc feund themselves faced with changing and

difficult c¢circumstances, or

)

xporters whe needed a supplementary

allocation in order to mect and retain a lucrative market were asked
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tc apply to the Hank, which promised to bhe sympathetic in spita of

the

stances.

EVALULTICY TC

evaluate
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preliminary analysis which should -prove useful in
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level of

&y the end of

with

ar
e

it was oaperating un

sl

Eight

fully the performance of Guyana's exper
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udgeting. evarthelass, we are akle t©

the excrcisa.

In terms cof gcchieving a targetad rate

foreign reswrves, the budget has
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the first six menths of the year,

performed

eXxtremely difficult circum-
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of change in the

foairly wall,

the actual change

in ressrves axceeded the budlgeted change by a mere G§2 million. 1In
- . -

terms of individual allzacations, apart from a few excepticns the

‘actual use of foreign exchange has varied only minimally from gucta

allocations.

phe
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level in

been r=dn

defic
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The effect of the Budget on the Balénce of Paymenys for

first half of the year also elicits some encouragenmant,

+ on current account shows littla:

i.l.

the c¢crresponding pericd in 1976,

-
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$43 rillizn,

by

While

improvement over the

non-oil imports have

opera-
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However, zapart from these two encouraging indicators, a

o

cursory analysis qf the budget reveals several shortcomings. 1In
the first place it now seeﬁs élear that our.initial egtgﬁate of man
hours reguired to put the Budget into operation waS'ggo low. The
preparaﬁory work involved countless hours involved inréontacting
transactors, verifying their submissions esrecially with respect to

histeorical import levels, an v1ew1ng them. Even after =211
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this was complested,; importers praevicusly uﬁnncwn to the DRank,

descanded on the

(J

institution after %t hocame widely known that a
foreign exchange Sudget was in prenaration. In retrospect 1t now
seems that nct @nouch time was devected to this prepsratory shaga,
although the haste can p=srhaps be undarstood in the context of cur

nrecaricus financial »csiticn.

Again, primarily on account of the haste in which the
exercise had to be completad, the spin—oﬂ effects of the-éeveré
restrictisn on foreign exchange payments on the domestip sectors
also seem not to have keen fully zppreciatad at the time. Were‘it
not for % rigid system of price control, the price effact of foréign
exchange restrictions would have heen much more substantial than ix

)
presently is.

The economics of the situation is clear; the pressure of

fu

excess demand for importedé commoditiss, ccnseguent on iaport

restricticn is attempting to push all nrices upwaréd in spite of



selves. 1In 2 periad when maximization of export carnings should be

dies and price ccentrcl. Already a bucyant seconpdary market

[

subs

in high demand essentials such as toilet scap exists side by side
3. .

with the contrcllsd markaet. Demand, restrained with respéct to

imperts, has spillad over into domestically prcduced -goods which

are substitutesz for contrelled imports. In some cases, e.g. in the i

s, the market has been ahle to
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producticon of agriculture commod

ncrezsed levels of production, How-
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raspond to this stimulus with

1y

evar, in thec manufzcturing sector it has not been possiblae to axpand

the level cf production - mainly beczuse of its high import content.

Thore seaems little doubt that as a result of the quota

=

allocaticns cf the Zuduet, preduction, especially in the smaller

|

"

import-depandent manufacturing industries, Lias been reduced. The
dedree of reduciicn is 2ifficult teo guantify, nevertheless our ccn-

clusion is hased on first-hand reports from the businessmen them-

¢of paramount concern, & Poreign Exchange Budget shculd not prove
most burdenscme tc thosa who have a vital contribution to make to

the  eccnomy. '
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With respect +tc the issue of whethe
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the Foreign Exchange
Budget has led to seome increase in the level cf unemployment, 2

Priori cne wouléd exwect some dislocations tc cccuxr if production
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levels arc not uniformly keing maintained. Thare hav

few instances of retrenchment. 1In the private sactor, businessmen
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£ their firms. In thgs puvblic sector an attempt
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n made tc maintain cmplevmant levels by redeploying persons

previocusly employed on prdéjacts to £1i11 exis+ting vacancies in other

W

parts ¢f the puklic scctocr. However, many persons noet on tha fixad

estabhlishmant have found themszlves numbarad among the unam

]

3
i
h
.

=4

oy

N
}.‘-
o

Furthsyx, £falling production and exports in the small manufactn
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ntial effect con

e
g

secter ogives rise to much concern as t¢ the

future amplcoynment levels.

The effect of the Cudget on industrial strategy cannct

yvyet be avaluated, however, it is cgleer that uncertainty as to the

wn
[s+]

level of guctas for 1578 can have a sarious zffect on the akility

of companies +o plan their activity for ths future.

One major unfortupnate effect of the Budget, has been that

for the pcpulatiocn ag 2 whele, it has ccme to he asSociated only
with its negative aspecis such as cccasicnal shortages; and khlack-
marketing. Such responses will nzed ta be corrected if public
support f£or the Budget is tc ke snlisted. Continuing the exercissa

when the present economic situation improves o cne of less

austerity may assist in reversing present attitudzs. Integrating
it as a fundamental aspact c¢f natiornal econcmic planning will

-

accelarate the nermzlizaticn process avaen furthar,
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Guyana, 1f it has taught us nething elsa, has taughi ¢
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g viewed s5nly as a tosl £ar Zalante of Payments

correction. The mcre pruioccupied we are with this chjective, thea

less heneficiel will ke the cverall effect of the Dudget. Oth
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variables crucial to the exzlanation ©f cur present positiocn need
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Ona that ctmas to mind immediately is tne

s —

rate of bank credit extendsd o the Central Governmant, which in
Guyana expandcsd ry arcund Z250% in 1976. It is unscound eccncmics

that direct controls on imports should be in force, while puklic
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it continues to eauxpand at anacceptable rates

Anothar lesscn which wa have learnt is that the Foreign
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Exchange Dudget, and therefore the vatlunal DEVelqueqh Pl can-
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net divorcge themselves freom issues of rassrve adeguacy and resarve
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management. Previcuszsly, we have been content only to monitor
reserve moevaments. I, however, the Budgeting exsrcise is to

assist in the develcpment of our countries, cne important task which

it weuld have teo undertaks wouléd bhe te ensurs that adecuate foreign

exchange is available for priority arsas, with a cushiocn left over

facts nf une
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to smocth cut tha =«
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pacte

exchange reccelpts.



The
with Foreign Excheanqde
lessons which it has so

of pclicy-formulaticr

Aw

Budgzting carefully and‘$c

25~
of us is to svaluate cur short experisnce

ensure that the

far taught us a2re not lcst 1n “the process
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