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TEE SIGHIFICANWCE OF BYCTAYMGE RATE ADJUSTHURENTS

TOR TES HCONOUIZS OF TEE COMMONWEALTH CARTIBBEAN

Zelevant Characteristics

It is possible to reach generalized conclusiona on the
gtructural effects of exchange rate adjustments in the Commonwealth
Caribbean on account of the pérvasive presence of important
characteristics. In general, the constituent economies ars small
and narrowly specialized with disprbportionately large primary
sectors, Financial market develdpment is rudimentary and intarest
rates are largely administeiéd. Forsign curréﬁéj flows are
monitered and controlled so rigidly, that capital flows are
unlikely to exhibit much sengitivity to chaﬁééa in interest rates.
In Guyana and Jamaica payments, even for current impoita are
releaged cnly in conformity with allocations within a foreign
exchange budget. Finally, and perhaps most importantly, is the
fact that daily adjustments in the exchange wvalues of domestic
currencies are not determined by indigencus economic conditions,
but by controlled movements in the market valuation of the
incervention currsncy.

From these features, we may draw a number of conclusions
which have an important bearing on the following analysis. TFor
example, characteristics of smallness usuclly implies the
inability of the State to affect the foroign price of txraded

commoditisg,.
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Alvhough this observation is generally true of extra-regional
trade, there are important exceptions on the sxport side. Produc-
tion differentiation ia tourism1 and near mcnopoly control of the
maricet for calcined bauzite ensure a degree of price responsiveness
to locally determined levels of supply. Ian the shoxrtrun, the
supply of exportas is fairly rigid; since, in addition to the
firsi characterigtic, capacity creation in the prgdominant
DPrimary secior usuelly raquires long gestation geriods°

The third characterigtic, viz. the narrow produc#ion
base; forces a heavy:éeﬁendepce on‘imports and minimizes the
substiﬁhtion effect of higher import_prices. In general, the
price of traded commodities are determined and denominated in
foreign currency, with the resu;t that_changes in the value of
the interveniion currency influences the region's term~of-irade,

and thus also its‘balance of payments and its real income potenial.

7 =,

It will be seen fﬁaﬁ cﬁanges in the intervention rate affect the
balance of paymenis exclusively, mainly cn account of the price
elasticity of demand for impoxrts, Hote also thaﬁ changes in

the exchange value of the intervention curxency also exert a
gecaondary impact in the balance of payments in consequence of
the. elasticity factor. -lasfly, the rudimentary state of
financial intermediaticn betrays the absence of an adequate in-
frastructure o support an independenily managed float. We shall
elaborate upon these conclusions as the analysiz develops.

Let us tura our attention briefly to the immediate historical
developments which appear to have given »ige ‘o the prevailing

concern over the structural significanne of eichange rate movements.



Yrom Bretion Woods to Smithsonian

The events which followed the suspension of US dollar
convertibility in August 1971 culminated in a new international
mcnetqry arrangement in which the Bretton Woods System of
adjustable par values gave way to a universal floét.

Under the former system; it was customary for the
typical developing country to peg its currency %o a single
intervention_currency, with an establisghed par value in gold,

Bach country was expected to intervene, when necessary; to
maintain the value of itg currency within prescribed limits

of its official par value; the object of intervention being to
egualize the forces of supply and demand for the domestic currency
at some desired exchange rate. In practice, the Bretton Woods
Sygtem ensured reasonable stability, since major adjustmentz had
%o be approved by the International Monetary Fund upon clear
evidence of the existence of "fundamental disequilibrium;"2

The prevailing concern with exchange rate stability was:hnderstand-
able in light of recent experience with competitive devaluation
and its reftarding ipfluence on global trade and development.

Under the Bretton Woods System, regional currencies
maintained a fixed parity relationship with the pound. So
invarisble was that relatiounship thought to be that full
avareness was assumed in the preparation of mathematical exercises

in ey qualifying examinations with the region. Just eighteen
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months afiter the Smithsonian Agreement was reached, the pound was
released from its goid anchor and allowed to float. However, the
pre-Smithsonian parity.with regional currencies persiated until
January 5973, when Jamaica realigned its currency to the US
dollaxr,. Similar re;lignments followedrand, in time, the pound
compiétely lost its status as an intervention currency within

the region. 3arbadoa énd-Guyana realigﬁed in 1975 and were
joined by Trinidad and the E.C.C.d. territories in 1976.

(See Table 1 on next vage).



TABLE 1

IMPORTANT EXCHANGE RATE ADJUSTMEﬁTS WITHTW THE REGION

Date of Pre-Smithgonian Rate of Point Rate at
Country Realignment Parity (with of Realignment December 31,
to US 4§ Sterling as to U8 § 1976

Intervention

Currency)
Barbados July 1975 Bi4.80 : £1:U842.40 B2, 00:USH1:£4, 32 B$2,0030841: £3.40
Guyana October 1975 - GH4.80 & £1:0US$2,40 GH2.55:U8%1¢£5,78 GH2.55:0881: £4.34r¢
Jamaica Jaxmary 1973 J$2.00 ¢ £1:US§2.40 J§0,91:0881:£2,.17 JH0.91:TUS81s £1.55
Tyinidad & Tobago liay 1976 744,80 = £1:US%2.40 i TTH2.40:U8%1:£4,22 . TIE2.40:USE1s £4.08

Souxcaes: Banl of Guyana, Circulars to Commercial Banks (1973-1977)



e replacement of par walues by central rates, with
wider margins, ushere& in the existenée of "managed float",
Even before July 1974, when the value of the present numeraire,
viz. the S.D.R., was allowed to reflect the weighted average
movement of 16 major currencies,3 it wes quite plausible o contend
that a general float existed. The fact that some currencies floated
neont that all other currencies floated with respect to ﬁhem._}
Valnation is simply multidimensional, However, the global
dimension of the float is certainly made obvious by the fact tﬁat the

5.D.R. value of each currency fluctuates daily.

Table 2 on the next page containg an index of the
S«.D.Re valﬁe of 7 major currencies between July 1974 and
June 1977.

The SDR wvalue of the Dutch Florin inersased in that
period as many percentage pgints ag the SIR value of the pound
declined. Apart from the Canadian dollar, the remaining currencies
appreciated viz-a-viz, the SDR or the sysitem's numeraire. We
are concerned with the impact ofrsuch fluctuations on the region
ag a whole, on member states within it and on important sectors

within each Siate.



TABLE 2

SEMI-AUNUAL, TWDEX OF THE SDR_VALUE OF MAJOR CURRENCIES TN REGIONAL TRADE

1974 1975 1976 | 1977

| July 1 Deg. 30 June 30  Dece 29 June 29 Dec 28  June 28
U.5. Dollar 100.0 - . 98,6 97. 4 103.1 105.1  10%.8  10%3.8
Canadian Dollar 100.0 . 96.8 92,2 98,8 - 105.9 99,8 95.1
Pound Sterling ' 100,0 96,9 89. 4 87.3 78,6 73.9 74.8
Japanese Yon | 100, 0 | 93.7 94.2 96.4 01,2 1016 1094
Dewtsche Hark " 100,0 105.4 106,0 100, 7 104.7 12,7 112.8
Dutch Florin  100.0 105.3 10643 10,2 102.5 1123 113.3
Swiss Pranc - 100.0 118,0 117.2 118, 1 128,2  127.3 125 .6

*

Sources Bank of Guyana, Private Files
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Appropriate Valuation

e

Traditional indicators of appropriate valuation have, in
general, taksn too narrow aﬁ approach in &etermining the aﬁpropriate
gtructure of exchange rates, Adherents of the purchasing power
parity nypothesis, for example, focus on relative cost in relation
t0 exchange value., They contend that-if one unit of commoﬁity
A exchanges for 3 units of currency B and 6 units:of currency G,
then 1 unit of currency B should equal 2 units of currency C.

Coat considerations alsc take a prominent place in Lewis! analysis
of exchange rates in the Commonwealth Caribbean. In his second
addregs to the board of.governors at éhe Carib%ean Devolopment
Bank, Sir Arthur Lewis argued that exchange rates within the
region were over-valued in relation to internél costs.5

It is important to recognise that the -exchange rate
instrument is part of.a package of economic policy measures;
which may be aséigned to a variety of economic targets. Under
the Bretton Wbodé System, par %alua adjugtmenta were ge;era;ly
endorged by the Fund, when clear evidence of !fundamental disequili-
brium! was preseni. This conditioﬁ waa manifested in some oT
all of the following economic maladies: persistent balance of
peyment deficita, little or no growth, high unemployment and
spiralling inflation. The nature of these maladies points to the
potential conflict in the use of the exchange rate instrument
Devaluation will, ceteris paribus; improve the balance of payments
and the possibility of enhaﬁcing tﬁe rate of growth and employment,

but will certainly aggravate the already high rate of inflation.6
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In practice, ceteris paribus conditions do not alwéys holﬁ. The
positi#e effects of devaluation may be neﬁtralized?by a8 liberal
credit policy. Thig possibility may be a_preciated either by
refsrence 4o the real balance sffect of monetary tﬁeory, or the
more famiiiar absorption approach.

Devaluation increases domestic prices and thus faﬂuce the
level of real balances. As efforis zremadd to restore that level
to its in;tial relationship with real income, aggregate demand
declines in relation o agaregate supply with beneficial éffects
on the balance of payments, However, thas mesult will not_obtain,
if the increased demand for real balances is financed by credit
expansion. Higher credit leads to greater absorption and the
possibiiify of erasing the positi&e effecta of devaluation.

This is significant in light of present efforts to grase huga
deficita in three of the four countries within the M.D.C. group.’

The recent trend in reserve holdings is depicted in table 3,



TABLE 111

END OF YBAR FORETGN RESERVE TRENDS - Gf Million
1970 1971 1972 1973 1974 1975 1976 ,
Barbados 50.4 ‘31,4 31,8 80,2 30,2
' * *
Cuyana 347 46.4 66.8 23,9 94,2 184.5 -55.0
Jemaica 234,0 313,7  176.4 . 136.6 226.6 3.6 -518.0 .
Prinidad & Tobago 106.6 169.7  119.9 72.9 8%4.2 1857.8 2596.6

®

Banking System only
Sources:
Central Bank of Barbados, Deconomic and Pinancial Statistics 1974-1977,
Bank of Guyana, Monthly Bulletin, 1973~-1977
Bank of Jamaica, Report and Statement of Accounts 1973-1977

Central Bank of PTrinidad and Tobago, Annual Reports, to 1976

o -



=11

Exciange Rate Devendencr

Zxchange rate developments in Caricom counitriea are not
the result of conscious plannirg, but the outcome of osecillations
in the foreign currency markets of major metropolitan couniries
with which they trade. These develonments, therefore, have no
relation t0 local zgsymetries in itrade and related payﬁents.

In fact, dally adjustments in the exchange rates oi traded
currencies affect not only the extermal value of regional currencies,
but also the terms-of—trade8 and thus also the halance of payments
of host countries. Secondary effects on the balance of payments
algo result from the impact of each currency movements on the
domestic currency wvalue of imports,

The choice of intervention currency per se is immeterial
t0 the region's terms~of-trade and the foreign cuxrrency balance
on current account, However, even in the absence of elagticity
considerations, the local currency value of the curreq} account
balance invariably reflects the valustion adjustments of metropolitan
currencies. That ig,the local conversion of the foreign currency
balance will mirror variation in the relative value of the local
currency and create the illusion of posaible advantages from an
alternative choice of intervention currency. The illusion becomes
evident when the balance is adjusted for changes in purchasing
power,

These conclusions are slucidated in the following exanmple:

The example assumes +two currency areas and a completely
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free intervention policy. It will be seen that the designation

of 2 aingle intervention currency for the region =28 a whole

permits g convenient and realistic representation of the initial

pogition,

where

Example:

A, which‘symbolizeé the Caricom region as a whole,
trades with cduntries.iﬁ WO currency areas, but has
pegged its curzency o the US dollar. At any foint
in time, its current account baiénégﬁmgy be éipiéssed
either in local currency, in US dollir, or i the
alternative currency group. The initial balancs is

given respectively aa:

B, - s  + D B (1)

By - S + D ' (2) |
By S'_ + D (3)
# — Current account balance in local currency
B$ — Cﬁrrent account balange in US dollazrs
S - Surplus
D. Deficit

The subscript L, $ and £ symbolizes respectively the

Jocal currency, the UJ dollar and the average of other currencies.
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Implicity the ratios of L:S:Z ares given by aibic. the ratio

a:b expresses the exchange rate of the local currency in terms of -
the US dollar, or the units of local currency which must be
exchanged from one US dollar, Similarly; e3b gives the units of
other curréncies which mugt, on average, be exchanged for ome

US dollar. Implicit in the aﬁove fornulotion is the agssumption that
A enjoys a surplus with B and a defiecit with C.

; Since the region has 2 surplus in its current transaction
with the dollar area and a deficit in its current transactions with
other countries, it is invariably truwe that A réceives a terms-
of-trade advantage whenever the US dollar appreciates in value
viz-a-viz other traded currencies and guffers a terms-of-trade
loss, whenever the US dollar depreciates in relation to other
currencies. The terms-of~trade phenomenon invloves prices as
well as quantities, since it relaites to the weighted average of
both export and impoxrt prices. Thus, a US dollar appreciation
leads, cetsris paribus, to highér average prices for exp;rts and
imporits but, since exports to the dollar area are larger than
imports from it, it is obvious that the average price of exports
will inerease by more than that of imporfs. The reverse obtains -
when the US dollar depreciates viz-a-viz other currencies in which

the region +trades.
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" The net gain or loss from suchk movements is reflscted in
sizes and/or direction of the region's current account balance.
Observe that in foreignm currency the balance is not affected by
the choice of intervention currency, since neither b/c nor its
inverse c:b depends on the size of tal,

- Let us make the'éxamgle gomewhat more concrete by

attaching abitrary values to each variable at time t..AGCOrdingiy5

- A @ -= i :h . 3 = F121
8.+ & US$20, D, - -£10, and‘ a,ibyie, 512121
¢ From equationa (1) to (3) we obtain:
B, =3 (20) +5 (~10) =I0 (4)
B, = 20+ 2 (~10) = vsso (5)
Wy =
B, = 1 (20) +=-10 = O ~ (8)

t 2

Az a matte¥ of ideal céincidence the current account is in overall
balancs, feflecting neithér gurplus nor‘deficit. The océurzance
of a zero sum in équafions (4) to (6) testifies to their logical
consistenc&. o | |

if the U8 dollar appréciates b& é5% viz—a=-viz currencies in
the secénd éroup, the”ratis L: 3: £ become 3.75: 1.5: 1 or 5: 4
yeildiﬁg o | ’

5. =25 (20) + 15 (-10) = 112,50 (7)
Ygpr o 2 4
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B, = {(20) + 1 (-10) = US$5.00 (8)
541

B, = 2 (20)+ (-10) =2£3.33 (9)
£, ;

I% may be observed that the currsncy valuations of
the new halance-are in the same ratio as the prevailiné éxbhange
rates.

If however, the local currency is pegged to a third
currenéy outside thé dollar area, asc will revert to itavalue
at time t, while a:b becomes 25:8. Note that these changes
affect only the local currency value of the current account
balance, since the ratic, bic, and its ilnversse ‘e:b are not
further affected, Thus the switch in intervention currency
inflated B from L 12,50 to L 16.68 but adds nothing to its
purchaging power. It is, therefore} of no significance to A's

termg=o0f=-trade,

The Intervention Rate and the Balance of Paymenis

~ oL E)

In the preceding section, it was argued that the size
of the ratio a:b, or its inverse b:a had no bearing onm the
region's terms—of-trade. The latter depended, infer-alia, on the

value of the £ in terms of the 3 or the size of the .ratio b:c.

It was also pointed out that ‘the current account balance in each
currency area is for the te:ng—of—tzad.,an equally crucial factor.
Whereas poeltlve adjustments in the terms-ox-trade increase

the balance of naymenta gurplus or reduce its deflclt, changes

in the latter are not always associated with the terms-of-trade.
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An increase in the intervention rate (a:b) will al%ays improve
the balance of payments, providing that the joint elasticities
of demand for the regionis imports and supply of its exports are
greater than oneg. Since the region's export trade is plagued
by supply riéidities, it is reasonable to assume that thg short-
term. balanpe of payment effects of changes in the intervention
rgte.p:oceed exc}usively from adjustments in impoxrt 1evels.
Lef ﬁs illustrzate with the aid of the following assumptions:
.1 1)  The ratio asbsc in the originel example,
changes from 5:2:1: %o 6;2:1, that iz, L
devalues by 16.7% with respect to both
the pound sterliz\:g and the TU.S, dollar 7
?) Prices in the_commodiﬁy:market are held constant,
3) The price elasticity of demend for imports
= 1.2
4) The quentum of export malés is ihsensitive
t0 price movements
5) The change in import quantities from B and C is

proportional to the prevailing distribution.

- Pro=devaluation:
B, = X, - M ' (10)
‘B, = 50 <277 80T = 0 (11)
‘t - . N . -
B, = 20 - 20 = 0 (12)
5 ; .
v . : _
B, = 10 -~ 10 = 0 (13)



Pogt=devaluation:

By opr = My - By (14)
N = 60 = 45.6 = 14.4 (15)
t+1
3, ° = 20 =15.2 = 4.8 (16)
g1 ) _
B, = 10 = 7.6 = 2.4 (17)
441 '

Degpite the shorit-run rnature of the analysis, and the
inelasticity of export supply in that periecd, the sensitivity

of domes¥ic demand to changes in import prices is enough to

improve the balance on current account. It i1s noted thatb:

K
m+Ex;a-1

In this-instance the 'real! change in the current account
balance results from the price effect of the exchange rate
adjustment. Again, the gur;ency valuations of the current
' account balénce are in the same Tatio as the prevailing exchange
rates viz, 63231, Observe that the price change is qugl to
the movement in the exchange rate and not its inverse = the
adjustment in the foreign currency value of L. Thus, although
the L devalues by 16.7% with respect to % and £, the exchange
rate (and, therefore prices) of § and £ in terms of L increases
by 20%

The price effect of ezchange rate adjustments should
be seen apart from complementary or competitive effects

emanating from supply and demand forces in the commodity market,
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if we are to appreciate diversions in the empirical estimates
of exchange rates and price trends.

Although it is neceasary to specify the responsiveness
of demand for imports to changes in import prices, it is not
eggential to assume impor% quantities, The point elasticidy,
measuring the responsiveness of import quantities to chgnges in

import prices .is expressed as: -

AN

- m = " 5+ 1

AN Pmt + 1

Thus the percentage change in the gquantum of imports from period

t b0 1+ 1 (i.e. b o t +1 ) ig given by éln & Pm T
th Pmt
where (m = elasticity of demand for imports and Pm = import

prices. Therefore, if period +t+ &= the base year,
Pm

m DR,

t

ig the import quantum index, ' s
Wote that em  t+1 may be written as:

o, :

A
om t+1 = 1+ bm 1 = B Bpyq o /m By o VB, Py
oy, ¥ PRy o1 Fop PRy TRy
Where Vm = value of imports
~and B = constant
Thus  Vm, ., = Vm, Pm, . (1 + &CmDBPR, L,
Pm, Pm,
T - b

which is the forﬁula used above o calculate the new level of

import payments. Wote that ¢ does not appear in equation (20).

1

.I

2

(19)

(20)
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Observe too that (-, in thSTformulation, is a negative guantity,
Once & m i3 known, the new value of imports may be
calculated from its present value and the percentage change in
import prices. This is 2 gignificant advantage, since in
przctice import quantities cannot be aggregated into a single
megnitude, lMoreover, import elasticities, though not available
in precise magnitudes, are thought to exist within a range of
= 0.9 0 = 1.0 or just éhove for the typical develoming bountry.10
Barlier, it was noted that the terms-of-trade index
portrays the relative levels of import and export prices, However,
these prices are themselves represented by relevant indices whose
domestic values Qefiéct-pertinent developments in the commodities
and foreign exchange markets. The latter's influence on domestic
orices ig zelated to two factors:
1) The magnitude of exchange rate charges, and
2) The curwency denomination of external peyments and
reéeipts.
If both are available, we can estimate, at various 1eve£s of the
regional structure, the terms of trade impact of changes in the
relative value of traded currencies. I% iz convenient, for
illustrative purposes, to revert to the previous dichotomy of
traded currencies, involving the U,S. dollar, on one hand, and
a representative unit of other currencies on the other. If,
ag suggeﬂted by statistics on the direction of trade some 77% of the
region's receipts come from, and 67% of its pajments goes to the
dollar are11. Then the terms-of-trade movements which are likely
to result fronm wolative chenges in the U.S. dollar value cen be

oclcoulatod cag Tollows:



Implicit Index
of U,5, ¢ £

TABLE

4

CARICOM COUNTRIES 1)

JERMS~OF~TRADE EFFECT OF ADJUSTMENT TN THE: VALUE OF THE U.S. DOLEAR-

. Hypothetical Index..
aof tha S5.D.R. Valus

Hypgthetical Value
“of the Averaga 8.D.R. . Indax of U.S5.:L Effect an

CImplicit

Cumulatiﬁa

Cumuletive Cumulative
Effoct an Changes in

Exchange Rate of the U.5, dollar - Value of the Rest of Currengy WYalum Export Import the terms
. the World Currencises ' : Prices Prices of Trado
: S (U.S. Pag) (ll.S. Peq)
¥ (%) (%) Index %
166 . 75 125 60 15 22 -0
150 .BD' 120 6? 12 16 -4
135 85 118 74 8 12 : -3
122 90 110 82 5 7 -2 é
111 . 95 105 50 2 3 -1 I
100 100 100 100 100 100
90 105 95 111 =2 ~3 1
- a2 110 an 122 -4 -6 2
74 115 85 145 o -9 3
66 120 ’ 80 150 8 -11 3
60 125 75 167 13 9 4

Includes data for both the LDC and HDC

Baurcas

Table 7 belou
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The indices of the SDE wvalue of the_U.S. dollar and of
the resgt of the world cufrencies aré.hggofhatibaﬁy However,
they are provided over the likely range of the average movement of
the U,5, dollar in relation to other traded currencies. Hote
that the effect on import and export priceg reflect not only
the relative value of the dollar, but also the adjusted trade
distribution, which ig used as a proxy for the currency distribuiion
of payments and receipts. TFox egample, the effect on import prices
is given by the product of thé exchange rate movement and the
proportion of non~U.S., dollar payments.
Tdeally, the floq of payments and receipts by curmency
gshould be obtained directly from‘stafisfics on the sale and
pvurchase of foreign exchange, However, although the bagiec data

are, in varying degress, collected by centxral banks in the region12

congtructed series are shért, and not generally reconciled with

13

relevant stock movements. Moreover, no analytical use of these

geries has been aiftempted. )

One plausible altermative proxy of the currency distribution
of ieceipt flowg is the currency digtribution of foreign reserves.
However, its representative wvalue is reduced by the growing
involvement of regional central banks in portfolic management.

This pr#ctice hasg been intensified since the adoption of the
gystem of central wates with its greater scope for interest
abitrage. Moreover, only Jamaica has a published series, which

significantly, dates back %o the inception of the post-Smithsonian

Phage. See table 5 below,
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CURRENCY DISTRIBUTION OF GROSS FOREIGN RESERVEST)

i

;}9?1 1972 1973 qera T 1975 1976
sterling 72,4 55,6 © 59,6 3.6 2.0 9.8
U.S. dollers 423 37.8 6121 - 75.0 7847 39.1
Can. dollars 0.1 0.1 0.4:{ : 5}0.2 0.9 0.9
Dausthe Mark - " 10.0 0,2 .- - - : -
5.0.1. |  1b.6 5.6° 7.4 . .5.8 4.7 6.4

W

1) Data are Por Npvember 31 of sach ysar.

Source: Bank of Jamaica, fMonthly Rgviews 1971 -~ 1977



The table shows a sharp declina in the sharerof aggets
held in the United Kingdom, followiang the termination of the
Steriing Agreement in December 1974, This suggests that the
currency denomination of receipis is not an important factox
in the determination of the currency portfélio of the érevailing
regerve stock. Finally, the influence of regerve size on its allocation
cannot be discounted entirely, In this exeréise; the cuzrency
distribution of foreign payments and receipts is estimated from
trade statistics. The procedure followed is that of classifying
into the dollar area all countries whoge currencies are maintained
in unitary or other fixed relationskip 4o the U,S, dollarm, or
whose intermational transactions are likely to be denominated and
more importantly, determined in that currency. This step
virtually o-%a2blizl 28 the weights within a dichotomous framewerk
and thus provides the basis for estimated of varying term-of-trade
effact from specific changes in the U.S. dolilar value. Refore
observing the varia~i-n among nember states,; let us first note the
relevant trade distribution contained in the table 6 bhelow.

Within that contexzs, it appeawrs that The countrieé or
regions which merit inclusion into the dcllar area are the
United States itself,; Canada, Caoricom, Lgtin America and an
estimated 50% of those not specifically identified. Thus, the
estimated share of receipts from the dollar area are 63% for
‘Barbados, 56% for Guyana, 6% for Jamaica and 86% for Trinidad
and Tobagoe. On the payments side, the raspective shares are

64,63,72 and 58 parcent, It may be recalled that the region



ABLE 6

MDC_MEMBER STATES

DIRECTION OF TRADE DURING 1975

(PERCENTAGE SHARE)

LATIN

F UK USA__ CANADA ARERICA EEC CARICOM OTHER TOTAL
| EXPORTS | | |

Barbadoa " 29 31 7 o3 20 .10 100
Guyana 21 - 26 5 1 5 42 352 100
Jamaica 23 38 3 1 1‘ | 4 30 10%
Trinidad and Tobago 4 66 1 2. 0 9 : 16 100 ’

Total Caricam 2) 11 54 2 3 o2 B 20 100 %ﬁ

IMPORTS

Barbados 23 21 9 12 5 18 8 400
Guyana 21 29 4 3 9 . 21 13 -104
Jamaica 13 37 5 15 7 9 ‘15 100
Trinidad and Tobago 9 21 3 Hg 3 3 | 59 100

Total caricom 2) 12 . |

2)

lhere unavailable, estimates ara

2)

Alse includes the L.D.Cs

Source: Calculatad from U ECLA

28 ° 4 12 5 7 32 : 100

based on values realized in ths previous year

Economic Activity = 1975 GCaribbean Countries (Aug. 15, 1976)
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as a whole, including IDC , gets 77% of its foreign receipts
from the dollar area and makes £7% of its payments there,

In general, the currency digtribution of receipts and payments
indicate a tendency for Trinidad and Tobhago'ls terms-of-trade like
thoge of the regions as a whole, 4o imvrove when the wvalue of the
dollar increases in relaticn to other currencies and to decline,
when the reverse obtainsg., The opposite cccurs in the césé of
Guyana and Jamaica., For Barbados, the balanced disiridbution of
foreign currency flows appears to neutralise the influence of
exchange rates on its termgwof-trade., HNote that the influence
on Jameica's terms-of-trade, indicated in the above distribution
ig justified only in so far as the flow of receipts and payments
are confined to visible trade, The effects are egtimated in
table 7 below, over a specific range of fluctuwaticzs in the average
value of the dollar,

Observe that the terms~of-trade effect which is derived
from the ratio of the respective indices is of the samglmagnitude
in the negative and positive ransge. BSee alse table T above,

The more proncunced differsncs in the pattern of Trinidad's

payments and receipts makes for a more significant terms-of-

trade response to changes in the relative wvalue of traded currencies.
HMoreover, the dominance of Trinidad's influence on the

digtribution of regional trade% virtually snsures corresuondencesn

* In 1974 and 1975 Trinidad and Tobago's trade just exceeded 50%

of the total for the region as a whole.

See U.N. E.C.L.A., Economic Activity ECLA/POS, Aug,1976.
DPR. 42 and pp 21 & 22.



TABLE 7

1

Préuiouely _ " Proportion of Prica Effect Terms of Trade

Specifiad Ranga Trads with U.%, _ Effact
of U.5. £ Rate Exportis Importg . Exports” Importa + = Improvement
(a) (b} . ~ = Dptearioration
(=) - () B¢ N ) (%)
Barbadaos (a) 66 63 64 . 42 42 -
(b) ~60 : . ~38 -38 ‘ -
Guyana (a) 66 50 63 \ 38 41 : -2
_ (b) ~60 . - ~35 38 . 2
Jamaica (a) 66 ' 61 72 | 40 48 -5
(b) -G0 ~36 . 43 5
Tripnidad & (a) 66 86 58 | 57 38 : ~13
Tobago {b) ~60 ~52 35 13

sgurce:  Table 6



in the direction in which the termg-of-itrade change.

Barlier, it was pointed ocut that tarms-of-tradé developments
within the region are exogenously determined in both the exchange
and commodity markets. Towever, these developments are not
uniform from state %o state, oxr from iﬁdustry to industry within

v
them, It seema desirable therefore, that a system of corrective
transfers should. be egtablished at several levelg of the regional
structurg withouﬁ penalty"to the designated receipients.
%s practical measured, sgch arrangements are possible only within
sovereign gtates, where provigions for tﬁxes and subsidies already

«

exist. The exercise in termg-of~trade accounting, like inflation

.

accounting is important in itself and should form a congcious part

of the determination of enterprise efficiency, particularly in

e

the export sector of the region's economies.
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BARSALCS = YEARLY AYEQAGE S90T RATES OF TAADER CURRENCIES
(8%}

Cuzrancy 1970 1971 1972 1973 1974 1975 1976
Us3 2,00  1.96  4.92  1.96 2.0 2,08 - - 2.00
Cani 1,92  1.94  1.94 1,96  2.09 2,04 2,02
UKz 4,80 4,80  4.80  4.80 4,80 3,76  3.60
o 0.55  0.58 0,64 0,77 0,85  0.87 0,98
Yan g.,006 0,006 0,807 0,007 0.007 .00g .007
S.Fr. 0.46  0.48 0,54  0.64  0.82  0.87  0.80
FoFT - 0,36  0.36  0.40  0.44 0,46 0,51  0.39
Guy? 1.00 1,00 0,83 0.93 0.93  0.89 0,78
Jami 2.40 2,40 2,40 2,17  2.26 2,28 2.20
TTS 1.00 1.00 1.00 1.00 1.00 0.96 0.a2

Source: Calculated from IMF, International Finance Statistics, fugust
1977,
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TABLE 18

P pury

-—a

GUYAWA = YEARLY AVERAGE SPOT RATEZS. OF IﬁﬁDED_CURﬂENCng

(c5)
Currancy 1970 1971 1972 1973 1974 1975 1976
us% 2.00 1.96 2,09 2,13 2,23 2,33 2,55
Cani ‘ 1.92 1.94 2.11 2413 2.27 2.29 2.56
ux & 4,80 4,80 5,21  5.2T  5.21 5,16  4.60
DA 0,55 0.58 0,70 0,84 0,92 0,98 4,06
van 0.006 0.006 0,008 .008  .008  .009 008
5. Fr 0.46  0.48 0,59  0.70 0,89  0.98  1.02
FoFr, 0.36  0.36 0,43 0,48  0.50 0,57 0,51
BDS & ) 1.00 1.00 1,09 1.09 1.09 1,12 1.27
1aa © 2,40 2,40 2,60 2,36 2443 2,57 2,80
TS 1,00 1.00 1.09 1,09 1,09 41.08  1.04

Scurcea: Cadeulated from IiF, Intsrnational Finance Statistics, August
19717%
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TASLE  1C
JAMAICA - YEARLY AYERAGE SPOT RATES OF TRADED_CURRENCIES

(33)
Currancy 1970 1971 1972 1973 1974 1973 1976
us & 0,83 0,82 0.80 0.%0 0,81  0.91 6.9
Can.$ 0.80 0.81 0.81 g.90 0.92 0.99 0,92
UK £ 2.00 2,000 2,00 2,21 2,12 2,01 15§
Df; 8.23  0.24 0,27 0,35 0,33  0.38  0.38
5 Fr, 0.1 0,20 0.25  0.29  0.36  0.38  0.97
F.Fr. 0,15  0.15  0.17 0,20 0.20 0,22 0.18
B0S § 0,42 0,42  0.42  0.46 0.4 0.33 .46
63 0,42 0,42 0.36 0,42 0.41 Q.44 0.36

TTS 0.42 0.42 0,42 D.,46 0.44 0,42 0,37

Sgurce: Caloulated from IMF, International Financeg Statisticx, August
1977, - '



TRIMIDAD AND TOBAGO = YEARLY SPCT RATES OF TRADE CURRENCIES

(773)
Curzency 1970 1971 1972 1973 1974  1975. 1976
Us § 12,00 186 1.87 1,95 2.05  2.17 2.4
Can.$ o 1.92 1.94 1.94 1.96 2.09 2,13 2.46
UK £ 4,00 4,30  4.30 4.80 4,80 4.80 4,42
DI} a.ss 0,58 0.64  0.77 .85 0.91 1.02
ven 0.006 G.006 0,007 0.007 0.007 0.008 0.008
5. Fr, 0.46 Q.43 0,54  0.64  0.82 0.59  0.98
F. Fr. 0.36 0,36 0.40 0.44 Q.46 0.53 0.49
Guy$ 1,00 1,00  0.92 0.92 Q.92 0,92 0.96
Jam5 2.40 2440 2,40 2.17 2,28 2,39 2,868
sy 1.00 1.00 1.00 1.00 1.00 1.04, 1.22

Source: Calculatsd from IMF, Internaticnel Financa Statistics, Nugust
1977,



THE SDR_VALUE OF CARICOM CURRENCIES

BY IHp) J4 TTH
1970 0,5000 0.5000 ' 1.2000 ' 0.5000
1971 0, 4898 0.4511 1.1755 0, 4898
1972 0, 4506 0.4150 1,0814 0.4506
1873 - :
flarch 0,4754 0,4379 1,0132 0.4754
June 0.4955 0.4563 1.0132 0. 4955
Sapt. 0,463 0,4265 1.0132 0.463
Dac. 0.4458 . 0,4106 1.0132 0.4458
1974
March 0.4182 0.3852 0.9119 0.4128
June 0.4128 0,3802 - - -D0,9120 0.4%20
Sapt. 0.4083 0.3766 0.9269 0.4089
Das, 0,3932 0.3621 0.8823 0,3932
1875 L _ _
March 0.4029 g.3710 0.8817 0, 4029
Juns 0.3740 0.3445 D.8884 0.3740
Sapt. 0.4294 0.3358 0.9396 0.3G46
Des. 0.4271 0.3350 0.9396 0, 3601
1976
March 0,4324 0.3391 0,9513 0.3452
Juna 80,4363 0,3422 0.9598 0.3635
Septe 0.4332 0.3397 00,9520 0.3610
Dec. 3.4304 0,3375 0,9468 0.%586
a817 _
March D.4314 0.3303 : 0,9490 0.3616
June 0, 4289 0, 3363 0.6862 G.3574

SOURCE: Caleulatad from Central Bank of farbadas; Fconeomic and Financial Statistics,
Tabie 112, A2 nosanttdl whatislklis

"'ZQ:'
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The growing tendency to denominate hoitel charges in U.S,
Dollara and the increasing popularity of package tours
have minimized the influence of local factors.

of

See I.M.F., Articles o _gggement

The rationzle for arriving at daily adjustments in
S.D.R, values as well as the method used in computing
them on a weigh'td average basia ie contained in the
LY., Annuai Rewnoxrt, 1974, p.51,

See, foxr example, Don Uéhe The Price Iechanism and the
¥Meaning of Wational Income S atistica. (Oxferd:Clarendon

Pre???_19°§) op. 45-54.

See C.D,B.. "Statement v the President at the Second
Anmual MEEtlns of the Board of Governors". {St., Lucia,
April 21, 1972). ,

Tery often less nrofﬂuna but nevertheless, significant
considerations prove dec1s¢ve in ths choice of both the
1nuerventlon rate and interveniticn currency. With reaspect
to the. latter, the motivating factor for the regions as

a whole appears . t¢: be sthe convenience of international
trade. R

Thé decision by Barbadasz, in July 1975, %o resitore the
value of its currency to its pre-Smithacnian parity
with the U.S. dollar was prempied by the- fact sthat that
currency's virtual depreciation cameas a result of its
gterling peg,. rather than as a congequsnce of insernal
economic weakness. Although Guyana realizned its

currency at the prevailing rarked rate, the decigion was
taken in the limt of +the inflatvionany ofzects of deprecia-
tion which was theovght to be Zrevitable in a continued
intervention link with sierling. In its mogt recent
exchange rate decision (%aksn in Lpril 1977) Jemaica
sought to protect essgential consuzer goods from the price
effect of dEValuatlon, while increasing the intsrvention
rate applicable in vther transactions, This (special)
rate was designed; inter-zlia, tc azrest further erosion
in the balance of paymenta, as w2ll as to improve the
viability of the export sector. Finally, it iz contended
thats

"One of th= main considerations invelved in the appropriate
exchange raite for the dollar was ths fiscal impact of such
an action on government rovenues and ita ability to meet
budgeted expenditures?,



Ts See 0.BE,G, Johnson, "The Bxzchange Rate as an Instrument of
Policy in a Developing Country ". I.M.F. Staff Papers,

B4 The terms-of-trade express the relationship between the
average price of exports and that of imports, ‘Vhen
prices increazse more thap in proportion to import priess,
the terms-of-trade improve and vice-versa.

9. Thig conclusion was first proclaimed in the famed
Marshall /Lerner condition. See, for example, S.S.
Alexander, Effects of a Devaluation, "A gimplified
Synthesis of Elasticity and Absorption Approaches,"
AJR. March, 1959,

10, See A.C. Harberger, " Some Evidence on the International
Price Mechanism," Journal of Political Economy, Vol.65
»o. 189

11. The relevant estimating procedure ig explained below in

relation to the currency distridbution of receipt and payment
flows affocting —ember stotes. -

12, The weighted average of global currency movements on
the valuaticn of pariicular currencies is generally
calculated with trade weights, See, for example,
Arinash Ghagwat and Tusuke Onitsuka "Export-Import
Resgponses to Devaluation: Experience of the Hon~-industrial
Countrieg in the 1960g" I.M.F. Staff Papers, Vol, X1
Ho, 2, July 1974, pp.414~-462,

13 . So far, Jamaica has not prepared such a sertes although
it has a comprehensive data base from which to do so.
The writer has been assured, however, that the requisite
machinery will be set in train shoxr+tly.
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