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. A
Trade and Pavments on the Caribbean Common-—tiarket

-

The Case for a CARICOM Rescrve Fund

The negotiations which led to the establishment of CARITFTA in 1968
and subsequently CARICOM in 1973, were based on a desire to create an
environment which wouid encourage an expansion in‘intra regional trade.
It was hoped that regional trade expansion would help to overcome the

. oo

constraints to trade expansion experienced by the participating countries,
brought about by the increasing difficulties they were facing, in gaining
access to markets in the developed market economies of North America,
Western Europe and Japan, particularly, for their manufactured products.

There had been substantial growth in intra-regional trade involving the
major countries, Barbades, Guyana, Jamaica and Trinidad and Tobago, up to
1975, But in the post 1975 period further regional trade expanslion has been
curtailed as a resuit of license and quota restrictions imposed by Jamaica

and Guyana, arising from the severe detericration in their respective

balance of payments posicious. Thercfore new initiatives in regional payments

arrangements will bhe required to complement regional trade

expansion. In this paper it will be argued that a new initiative in the
form of a CARICOM Reserve Fund would be ideally suited te perform this
function. Before proceeding with an outline of the operation of such a
Fund, there will be a review of developments in CARICOM trade with a view
to showing the importance of chis trade to the four major countries. This
will be followed by a eritical examination of the current CARICOM pavmencs

arrangement ' N

In 196%, the first £uil year of CARIFTA, the total value of domastic
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Total Domestie Exports/CARLCOM Exports(l) 1968 -~ 1975

U.S5. & Millions

T |

Country 1969 1970 1971 1972 1973 | 1974 ‘ 1975

j ' : ’

i ' , : .
Barbados i : ! ]
Domestic Exports to CARICOM 4.5 i 5.6 ; 6.9 _ 8.7 ; 10.46 14.7 . 16.2
Total Domestic Exports ] 28.7 ¢ 31.0 28.3 . 30.9 - 40.0 L 61.4 88.9
CARICOM % ; 15.7 18.1 244 , 28.2 . 26.5 ' 23.9 18.2
Guyana
Domestic Exports to CARICOM ‘ 13.3 13.2 16.8 . 18.¢ 19.0 . 29.7 40.5
Total Domestic Exports L 116.9 132.4 141.8 £ 136.0 . 127.8 267.7 324.3
CARICOM % : 11.4 10.0 11.8 ;o 13.2 . 149 11.1 12.5
Jawaica : i i f
Domestic Exports to CARICOM . 9.2 . 10.5 . 13.8 bo19.9 0 24.2 31.3 33.0
Total Domestic Exports 247.3 i 334.9 351.2 i 343.1 i 382.5 705.8 . 800.0
CARICOM % 3.7 P31 , 3.9 " 5.8 I 6.3 4.4 ; 4.1
Trinidad and Tobago j : ; : :
Domestic Exports to CARICOM 36.2 | 41,6 { 53.0 P 55.7 i 69.5 136.5 ' 141.5
Total Domastic Exporrs - 467.9 C 470,77  532.5 v 514.7 | 654.7 ©1924.7 1618.5
CARICOM % . 7.7 8.8 : o 10.0 | 10.8 L 10.6 : 7.1 ’ 8.7 -

. i | i ! ? i
Total CARICOM Exporcs } 63.2 70.9 1 90.5 | 102.3 | 123.3 | 212.2 i 231.2 !
Total Domestic Exports ' 860.8 969.0 11053.8 ‘1024.7 { 1205.0 12959.6 2831.7
CARTCOM ¥% ; 7.3 7.3 8.6 i 1.0 | lo.2 | 7.1 i 8.2 |
| L

1) Intems in SITC Classes 0-3

*Sources. Estimated [rom annual external crade reports of each country canverted eo U.S. dollars at the
cencral market rate rveported in International Financiszl Statistics.




Table 2

Total Exports/Regional Exports of Manufactured Products(l) 1969 ~ 1975
U.5. § Millions
l | | i | ‘
Country ; 1969 i 1970 1971 ! 1972 I 1973 ! 1974 J 1675
: ! : L i ! f
l f ’ ‘
Barbados : i ' :
Faports to CARICOM 2.4 3.1 3.6 4.9 : 6.8 9.1 10.7
Total Exports 6.3 7.8 7.7 10.8 16.4 21.5 25.6
CARICOM % 38.1 39.7 - 46.8 45.4 41.5 42.3 41.8
Guyana
Exports to CARICOM 1.4 2.0 2.8 4.5 5.9 6.2 7.7
Total Exports 3.8 4.1 . 4.6 5.7 7.2 7.6 8.3
CARICOM % 36.8 48.8 . 60.9 © 78.9 81.9 8l.6 80.#
Jamaica ; E ;
Exporrs to CARTCOM 7.1 8.1 i 9.8 :+13.0 15.4 21.0 22.2
Total Exports 21.5 21, } 28.1 i 26.6 2%.7 35.9 37.8
CARICONM X 33.0 37.3 } 34.9 . 48.9 55.6 58.5 58.7
Irinidad and Tobago i i :
Exports to CARICOM : 15.4 19.5 [ 24.3 25.4 i 30.5 43.7 47.5
Total Exports 58.3 55.1 58.9 59.2 i £1.6 100.3 . 93.)
CARICOM % . 26.4 v 35.4 41.3 42.9 i 49.5 : 43.6 E 51.0
Total CARLCOM Exports | 26.3 | 32.7 40.5 7.8 | s8.6 | 0.0  88.1
Total Exports : 89.9 i 88.7 ! 99.3 102.3 I 112.9 1 1865.3 i 165.0
CARICOM % i 29.3 i 36.9 40.8 46.7 I 51.9 . 48.4 {53.4
] N H
I : :

&
Source:

Same as for Table

Items falling within SITC classes 5-8



central banks and wonctary authorities. This has resulted in a change in

the arrangement Incorporating multilateral settlements and substantial
increases 1n Lhe lines of credit. The CARICOM Multilateral Clearing
'Facility which came into effect in June of 1977 with an overall credit
limit of US § 40 million, currently has a credit limic of US $§ 80 million.
The lines of credit for cach partiecipant are sect ou: below,

- .
Table 3*
CARICOM Multilateral Clearing Facility

U.S5. § Million

Participant Line of Credict

Barbados 11.0
Belize 10.0
E.C.C.A. 16.0
Guyana 19.0
Jamaica 18.0
Trinidad & Tobago 6.0

Total 30.0
Jf

“Source: Bank of Jamaica, Quarterly Bulletin. Vol. XVIT, No. 3, September
1978, p. 12.

The Facility operates on the basis of semi annual sectlements. Settle-
ments are carried out on a multilateral basis with the Central Bank of
Trinidad and Tobago acting as agent for the TFacility. At the seftlement
periods, debtor countries are required to make a minimum payment, normally
50 percent, of their outstanding indebtuess with the Facilicy. Nominal
interest rates dr 5 percent are chargeable on debit balances during a

;

settlement period to Guyana, Barbados, Jamaica and Trinidad and Tobage,

and 3 percent to DBelize and the E,C.C.A.
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fact there were negative net private capital inflows in 1976 and preliminary
: Ca . , . 6
estimates for 1978 indicate a similar situation.
Table 4

Jamaica: Forelgn Exchange Earaings from Maior Export Activities

US § Mn. (At Exchange rate: $1.00 = U§ $1.10)

1974 1975 1976 19%7 1978

Bauxite/leumina“) 185.5  153.5 130.4 189.5 138.7
Sugar 8.1 153.7 61.5 59.5 58.2
Bananas 12.7 16.1 13.1 14.6 16.8
Tourism 133.3  128.5  105.7 72.0 98.3

D Production levy and royalties.

Source: Bank of Jamaica. Report and Statement of Accounts

Annual

Department of Statistics. Statdistical Yearbook 1977

in view of these developments the government has been obliged to rely

increasingly on external loans from both official and private agencies to
satisfy minimal current spending. In 1977 and 1978 the greater portion
of this borrowing was in the form of instruments wiih a period to maturity
of less than five years. 1In 1976, the portion of direct govermment and
government guaranteed external debt, with a term to maturity of less than
[ive years, accounted for 24 percent of the povernment's external indebtedness.
By 1978, these short term debts accounted for 46 parcent af official external
debkt. The dependence on short term credits, and the higher conts asscclated
with such credits,; adds considerasly to the burden of debt service charges
in international-puyments and compounds the difficulty of dealing with the
payments problem. In 1977, the estimated cost of scrvicing official debet,

US $191.9 million, absorbed 27 percent of foreign exchange receipts from all



‘Foreign Exchange Reserves End of Period 1968-1977

" US $ Millions

- Participants 1968 | 1969 . 1970 1971 1972 1973 . 1974 . 1975 1976 1977
Barbados:  Total Reserves .  .15.5 ' 12,5  14.6 . 15.2 . 22.8  26.6.  33.3 . ' 32.5 21.0 29.7
. Change in Reserves . -3.0 - 2.1 0.6 7.6 38 = 6.7 -0.8 ~ -11.5 - 8.7
Guyanai - Total Reserves - 22,3 : 19.3 - ‘18.5  23.8. 31.7 9.1 55.6  90.2 . 23.2 19.7
Change in Reserves' | -3.0  -0.8 5.3 7.9 -22.6  46.5 34.6. ' =67.0 ~3.5
 Jamaica:  Total Reserves 12,9 108.6 123.3  150.8 152.2 119.7 1841  120.6  31.5  30.9
Change in Reserves . ~4.3 147 27.5 . 1.4 =32.5 644 =63.5  -89.1 -0.6
_Trinidad/  Total Reserves  47.6 . 41.9  35.9  S4.4 . 43.2  38.4 374.9  720.2 . 972.5  1433.4
CTebago: o ange in Reserves =~ -5.7  =6.0 18.5 -11.2  -4.8 336.5  345.3  252.3  460.9
. o ‘ f . . . ‘ . . /‘ ‘ ' .
© ECCA: Total Reserves . 22,9 2.0 12.3 - 17.7 . 7.6 28.5 24.5 50.2 64.4 -
Change in Reserves = -10.9 0.3 . 5.4 -10.1  20.9  -4.0 . 25.7 14.2 -
Total Exchange Reserves 221{2 194.3  204.6  261.9  257.5  222.3  672.4 1013.7 1112.6 = —-

A) Trom 1968-1972 ‘estimated by subtractihg'Barbadian holdings from total ECCA External‘aSSét‘holdings, .

Source:“lnternational Monetary Fund: ZIuternational Financial Statistics

Eastern Caribbean Currency Authority Economic and Financial Review
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frem the fund to raduce its overall balance of payments defiecit, as measured

by a decline in its gpross {oveipgn curvency beldiangs, by one half, up to

an amount such that its cumulative debt with the  fund would be limited to -

a maximum of twice the value of its deposits in any year. Each parcicipant

would be required to use subsequent surpluses; calculated as an increase in

its gross foreign currency holdings, to repay ité débt to the fund, subject

to the constraint that :his'yould not absorb more than 50 peréent—of its

surplps in the year subsequent to the deficit. Any participant being in
a_posi;iqn of het iﬁdebtednessrwith the fund for four consecutive years’

would be subject to contractual amortization of the .debt over.a period not .

exceeding four years: -

In table 6 is set out aunual end of year estimates of foreign
exchange raserves of the participants on the assumption that the fund
had been in existénce since 1969 with the automatic borrowing privileges.

described above. ‘It is assumed here that all borrowing from the Fund

" would be for payments to non’ CARICOM members. It is further assumed for

" purposes of this illustration that the usage of foreign exchange over the

period Qould not}hd¥e béen,affectga Dy ;hg existende,OEEtﬁg Fund,
VAcéQrdingly,‘itfmight be argued tﬁat-our éstimdtc; of users changes might"
undefstateﬁthé détu;1 change§-th¢h might'haQé tdken ﬁlace had the fund
been infekistenée{ -Bééedion these anhugl estimétgs;9§ reserveé'Qe ﬁavé
dé;ivea-estimates §f Ehe deposits with the Fund by tﬁé vafious participaﬁts.
Thése are sﬁé éuf_ih_Table 7. Kt the beginniﬁg-of 1977 depositsfwith thér
Fund wéuld-ﬁévé beén;US$ 237.1 million; Iﬁ the years:1969_through_
19747therc woulq:h;ve been moqérate fluctuations in exchange holdings{‘ The
largé grb&thiip é#ch#ngerholdings in the subseﬁuéht éeriod ié entircly-a
result of the rapid grﬁQEh in:thurforeign exchaﬂgc fcscrves of Trintdad and

Tabago,




Table 6 i s e . 1 ¢ = ‘ " ‘

Adjueted(l) Forelgn Exchange Reserves with CARICOM Reserve Fund 1968 1977 | “ Co ‘-1 ‘
US_$ Millions : o : o o “ ‘ o o ‘
Participants 1968 | 1969 © 1970 i971 1972 1973 1974 4975 1876 - 1977
Barbados- L 15.5° .14Qo 14.3 '14.j o 22.1 ‘-26;6‘ 133.3 32.9  27.0 283
CCayana. 223 2008 19.7 217 2800 190 457 %0z s6.7 197
Jamaica 2.9 1008 L1 1508 152.2 136.0 167.8 14620 655  30.9

Irinidad/Tobago ~ 47.6  44.8  40.4  47.0  4S.1-  41.7  369.2 . 720.2  972.2  1433.4

ECCA 22,9 175 . 149 16,3 8.6 219 24.5° . 50.2 644 - ==
Toral ~  °  221.2  207.9 210.4 250.5 256.9 245.2 640.5  1037.7  1185.6 . -

Ln

1) Adgustment based on automatieg borrowing prlvllges designed to offsct 50 percent of foreign
exchange losees hUbJECL to the constralnte outaned in the cext.

LRI
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Hypothetical Debr Positions With the CARLCOM Reserve Fund e
© US_§ Millions | | |

Participants . . 1969 1970 1971 1972 1973 1974 1975 1976 . 1977
" Barbados . (1) ‘ o .
 Yearly borrowing 2) 1.5 = -— - -- -~ 0.4 6.0 -
- Yearly repayments —— 0.3 0.5 0.7 -- - - S 1.5
Cumulative debt | 1.5 1.2 0.7 - - - 0.4 5.4 'vk.f
Cuyana B XeY . Co o oo
Yearly horrowlng (2 )' 1.5 1.2 — - 9.9 —-- -- . 33.%5 -
Yearly ‘Tepayments - - 2.1 0.6 - 9.9 ~= - -
. Cumulative debt . r.3 2.7 0.6 - 9.9 -~ - 33.5 ~—
Jamaica R (1) ' K S )
Yearly borrowing (2) 2.2 - e - 16.3 == 0 23.6 34.0 -
Yearly repayments '’ - 2.2 —- -~ == 16.3 —-= -— . =
Cumulative debt 2.2 —— == == 153 - == 23.6 57.6 '57.6
Trinidad/Tbbago | (1) ‘ ‘ ‘ 4 ‘
Yearly borrowing 2) 2.9 4.5, - L.g- 3.4 - .- —— -
- Yearly repayments = Lo — 7.0 - -= 5.7 -— == =
Cumulative debt - 2.9 7.4 0.4 2.3 5.7 - = - T
ECCA | 0 PP = (3)
Yearly borrow1ng )' 5.4 2.6 -—- . 1.0 = = e L e
Yearly r&paynents L = - 1.4 == 6.6 -+ —= - — =
‘Cumalative debt -~ 5.4 7.0 5.6 6.6 - - - L= -
Total borrowing . ] 13.5° 8.6 - 2.9 29.6  --. .23.6 73.5. ——
Borrowing %‘of'dQPOSits 30,5 20.6 — ‘5.8‘ 57.7 =~ 18.4 35.4 e

1) Yearly bozruwirg set at a limic of 50 pcrccnt of the annual 1cducLlon in gross
' foralgn exchange holdings. :

2) . kcar]v repayments rost ricted to a maximum of 50 pe1ccnt of tha annual increase in
gross foreign exchange holdings. ‘ - :

3) BoprOWLng'restrlcted below 50 percent of reserve veductlon to rastrict net
indebtedness to twica the level of deposits held with the fund.
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Hipothetlcal Net Position witH CARICOM Reserve Fund
US § Millions

Participants 1969 1976 . 1971 . 1972 1973 1974 1975 ' 1976
Barbados' 1.6 1.6 2.2 2.8 4.4 5.3 6.3 0.4
Guana © -+ 3.0 L5 3.0° 4.3 -4.1 3.8 9.1 -15.5
Samaica ©20.4 22,2 24.7  30.2 141 C27.2  10.0 -28.8

Trinlddd/Toba&o 6.6 1.6 7.1 7.1 3.3 8.3 73.8 144.0

ECCA -1.6 =35 -2.6- -3.3 1.7 4.4 4.9 10.0

Net position represents the difference beiween the aRHUdl value of dep051ts
and the cumulative debt of the partlLipaan :




short and long term interest of that cohhtry. It was pointed out in the

- first sectlon of the paper that it waé,the coﬁntry that had borne the

major share of the reduction in regional trade, following the restructions

&
. - \}i’

o
R

imposed by Jamaica 56d Cuyana, in the pést 1975 period., This was particularly
;rue:inithe;case of manufac;qrcd,pfo&ucts where,ibctwéen iQ?Srand 1977, its
regional export sélésﬂgeclinéd by 28'percént. Tﬁis deciine;in rggioﬁél i
salés was not_offsét by increased ééles Eo extra feéigﬁal_marketé. _Sales
ofrmanufacturedrproducté, exéluding_chemicals, that'is;iitémé féliing'
within SITC classes 6 to 8, declined from TT $85.3 million in 1975 to
TT $67.3-million in l§?7}ll/ Overall sales of mdﬁufactpfea préducts did
notrsqffer as—majéé'a Aecline due to incfeaséd salésfoﬁ_chemicalrproducts.
Nevertheless, ekpbr;-vaiues fﬁr 1977 ﬁere stiii'éeiQW'thOSe-of 1975i

A revifaliiéﬁién-éf-the CARiCGM ﬁarket,is impo?taﬁt:to that cbuntry's

expert trade in the more labour intensive manufactured items, such as,

clothing and appliances and in this way té overall employment in the

-country. To thls extent reliquishing sovereiguty over a part of its forelgn

exchange reserves to the fund can be viewed as a means of providing

~indirect support .tc output and employment in those exbort—sectors mantioned

above, in. so far as it helps to ease the payments problems of {its partners.

A placement of 20 percent of its foreign exchange holdings in the fund would.

.still have left the country, based on end of the year estimates for 1977,

12/

with US $1,146.8 willion for investments in the major financial centres.
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