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Financihg Economic Growth: An Examination of Some

Critical Issues with Special Reference to. Jamaica

,introduction

The stégnationfhhieh héé characterized the economic performance of
-most. Caribbean godnﬁries:éincér1980 has highlighted the'need—to'formulgte
effective strategies for the restoration of economic growth. Nevertheless,
- the evolution-of thé'Jaméican ecbﬁomybeﬁween 1950 and 1973, ﬁnderscorgd
the facﬁ that rapid econqmié'growth-cbuld,leave relatively ﬁnchanged_suoh
:fundaﬁental_egonomic,brgbiems as high-unempldyment‘and Qidespread poverty.
A consideration of théifinancial requirements for econémic,growtﬁ must then
-g0 béyond thé-narrow issue of how thérhecéssary domestic'and external funds
might be mobilizéd %o:help achieve'somé‘target.rate of growth; Attention
'musﬁ also'be-directéd todarQS-ﬁhe'issué of growth'and struetural:change.
Consequenfly,rin-this péber,'attention will be difected ;owards the issueé
_involved iﬁ mobilizihgrfinénCe-for invéétment, as well as; howiinvestmént
oﬁght to be tangetéd in'order to achieve certain structural chénges in the
' eoonom_y.r o -_
' In the first section of the paper attention will be directed to the-
- following issues. First, there will be the matter of determining the level
of invesfment'requiredzto'achigve-a desired‘taﬁget rate'of gEowthtanﬁ the
financing requiheﬁ forrthat lével of ipngﬁment. This ﬁill be followed‘by
an exploration of whgt:has been the major factor constraining growth ovef-
the past_décade, namely the sh§rtage'of,foréign exéhange;-and what must bé"
done to alleviate the,fofeién exchange'cbnstraiﬁt. The second section'of
the'paper wil;'be doncernéd with sﬁch issues as the idéntification of

“sectoral investment priorities, the roles to be played by the public and
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priVate'sector, as well as dlrect foreign investment in trylng to ensure '

that growth is assoolated with structural change,

fihaneing Requirements for Economie Growth

Sinoe'198t,'the Jemaican €conomy experieneed a phase of moderate
‘expension ﬁp'to 1983, followed by stagflation in 1984 and 1985, and a
return to positlve growth in 1986. The overall result of this pattern of
economic_performance 1ed to real Gross'Domestic Product (GDP) in71986 being
at approximetely.the'same level es 1n-1981 Preliiinary estimates‘for'l987
'suggested that there was a real rate of growth of 5 percent. In view ofr
the fact that the annual average growth rate of the population has been 1.5
percent over the past,25 years and {is expecteq to remain at-approximately
‘the Same_rete'untll the year-ZOQO, the mihimum_acoepteble-long run annual
average growth rate for-the SCONOMmY should be-iﬁ the'rahge of‘3 pereent.
. This would allow'for somermodest growth in real per oapltaiincome..

.Ih this seotion of the paper the assessmentrofvthe finaneing
requirements-forrgroﬁth will be based on a target'growth rate of 3 percent
oer aonum;; Hevingleetablished that,growth target, the first.issue to ﬁhich
attention will be,oirected concerns the rate of-investment-which would be
'necessarﬁy to faoil-ltate'.an 'annual average grov_:th .r'ate of 3 pereent-.
Estimates. of the relationship between cﬁanges 111-grose fixed capital
formation, GFCF and GDP over the peried from 1973 to 1986 indicated that a
1 percent point change in the GFCF/GDP ratic would be associated with a .2
percentage point change in the growth rate of GDP‘. In 1986 the'GFCF/GDPl

ratio was'18;1'peroent.,fln.that,year the economy reoorded a real rate of

_growth of GDP of 2.1-peroent.° Given the relationehip-between the GFCF/GDP
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' natio_and the growth;rate of'GDP mentionedrabove;rin orden to realize the
target rate of growth of 3 percent the'GFCF/GD-P ratio would have to be
-increased'by appnoximately ki percentage pointe to'éé'percent.-:

Estimates of the financing required to achieve the target real growth'
rate would have to 1ncorporate”eome notion of an anticipated rate of'
inflation. A major factor determining the inflation rates in open
- economies, such as that of'Jamaica, has been global infiationary trends.
In addition,'more necently} downWard'movements_in the excnange-rate
-assooiated witn tne operation of‘the excnange auction system in 198#7and
"1985 contributed direotly to the accelerated rate of inflation in those
years, Given that the maintenance of nelative prioe stability hae been
'entrenched_as a maJor'policy goal of the industrialized_oountrlee, one
f-might neasonablj-expeot that the country.‘isnot' likely, to exper-i-ence
difficulty in'combating:extennally generated infiation.: In addition, the
expected stability of petroleum prices over the next decade will also work
to ease 1nf1at10narx,pressure. Consequently, the maintenance of .the
‘moderate reflationary monetary and fiscal measures introduced in '1986
'comoined with SOme-modest adjdstment.in the excnangerrate to‘stabilize the
real rate, should make,it possible to maintain an atenage 1ong term rate of
inflation of 10 pencent.- | In Table 1 we have set out estimates of GDP and
'GFCF from 1987 thnougn to 1996 based on a nominal'annualravenage'growth
" rate of 13 percent . h - | - -

The major determinant of the performance of the economy over the yeare
has been the availability of foreign exchange. The economio stagnation of
the seventiee and'eightieS'oan be directly iinked_to,the scarcity of

- foreign exchange._ﬂConeequently; any_assesement,of the financial
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'”requinemeoﬁs foudeconomie grouth uill'reSt on deoeumining the foreign_
,;exchanée:reQuired add the 1ikelihood'of meeting £hose uequiuements;' The
economy has traditiOnelly been highly dependeut on imports to satisfy both
cousumptionand inuessmeut needs. Between 1980 and 1986, the retio of
imports to GDP oanged,ffom;a iow of,ﬂo percent in 1986 to a high of 56
Vpercent in 1985 The average for the period was U6 percent Even during
the period from 1973 to 1979 when there was an annual average negative
-growth rate of 2,5,percent, ‘the import/GDP ratio averaged 35 peucent, it'
is our view that the iﬁipo'r-'t GDP 'ratio"of the eighties is likely to be a
rmore accurate reflectlon of the nature of the relationship over the pericd
from 1987 to 1996 & Accordingly we proceeded Lo estimate outlays on imports
~ for that period on the assumption that on average 1mport$would amount to 45
percent'cf,GDP In Table 2 we rmye set out estimates of GDP and the -
associated outlays on imports in US dollars.?

This exutrapo}\.e‘cion of Vt_ne potential value ;of: import outlays can
obviously be challehged on the grcunds that it seems to make ho'allowance‘_
for growth being associated with some_econodization on impor't_outleys°
Specifica1ly,_the'question.mighu be raised as to wﬁether impoct
substitution in food ough;c. not to be a central feature of -any growth
stnategy.' There would also, as well, epoear to be some scope for impont'
substitution iﬁ other conSUmer goods. In Table 3 is set out .outlays on
-imports by economic function from 1974 through to 1987 During the late
'sevaﬁﬂes there was a dramatic decline in import spending on food.
Spending on food impocts in 1977 was approximatelyj41 percent of that in
,?974.‘*Moreover,geveh'in'the<period of'high.spending‘rrom 1981ﬁthrough

1983,_the amounts spent were significantly less than in 1974. The decline
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- in impont-Spending on iood'in the late seventies was assoclated with a
substantiai increase in the produotion of root'eroos and other'nrimsny
'f_produots notrdestined for the export'market.: Real odtnoﬁ of these items
was 32 percent higher in 1978 than in 1976, 1In the period of high import
spending in the early eighties real output remained below that of the .
-peniod from 1977 to_1979. " There would appear to be a strong potential for
savings onifood imports; Withrrespect to consumer goods in general, total
inport spending in 1987 was anprokimateiy the sane as in,197Ho Moreover,
since 1980, thenernsve oeen—wide yean to year'fluotuations-in spending. A
pert'ofethe paﬁtern'oan be attributed to nnends In food inpontss -In
general there would'appear to'be sone potential for controlling.outieys on
imports of consumer goods. | |
In an effort to arrive at an estimate of what might more accurately be
viewed as non-discr‘etionar'y spending—on impor'ts, an ef'fort was made to.
estimate 1mport outlays which would be linked directly to investment
)?1rst we proceeded to determine the relationship between - imports of_
capital goods and Gross Fixed Capital Formation, GFCF. In the thirteen
year peniod from 1974 to 1986 the value oi’ imports of capital goods
amounted to 52 percent oflchF; The iowest value was in 1974 whenrcaoital
'goods‘imports'amounted to uurpercent of GFCF. Mdreover, in nine of
:thirteen years the import ratio was at 1east 50 . percent. Acoordinglv; we
have assumed that imports of capital goods will account for 50 peroent of
,GFCF over the period from 1987 to 1996. In-Table 4 we have set-out.
- estimates of GFCF and spending on imports of capital goods in US dollars'
- based on the assumption.that during—the period suech spending will represent

50 percent;of'capital'outlavs. -
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7 Apart from the foreign input requirement in capital formation, there

is also the factor ofrthe very heavy dependence of the manufacturing sector
_‘on imported-raw'materials. ‘Between 1980 and 1986_spending on imported rawv

" materials represented'on average 80 percent of the value'of output of the
" manufacturing sector;-rfThere'wés; however, considerable jea:- to _year
-Variaticn. It has also to be borne,in mind that imports of raw materials
-'in any giVen year'would nct.be totally absorbed in production in-that gear.- :
In estimating potential outlays on imports of rav materials for use “in
- manufacturing we adopted the following procedure. First, it was assumed
that output of the manufacturing sector will represent on average 18
'percent of GDP. This is reflective of the relationship during the
eignties._‘SecondL it was also decided that-an assumption that imported raw
:materials WOuld-on'average represent-Tsrpercent-of thepvaluerof GDP in
,manufacturing was reasonable., In TableVS'is set.Out_estimates of GDP in
manufacturing as mell as‘spending on imported rav materials used in
-manufacturing. | o
| In summery, the’ procedure adopted prov1des a range-of estimates of-
foreign financing requirements, which would be consistent wWith achieving a
growth target of 3 percent._ The issue tonards which attention will now‘be

‘directed-concerns the implications of meeting these requirements.

Availability of Finance

At this st'age attention will 'be directed towards‘ the issue of the
VpOtential atailability‘of_foreign exchangeinecessary;to,satisfy the demand
_,outlined‘ixi the previous secticn. Tne principal sources of foreign
exchange -are - the earnings from ‘exports -6f goods ‘and servzces, direct

foreign 1nvestment and foreign borrow1ng It will be 1nd1cated below that
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there will be severe’ oonstraints on the relianee on- foreign borrowing as a.
: source of—foreign-'exchange., In assessing potential foreign exchange
.'earnings from exports of:goods and services it is-important;to distinguish

—.‘between_the reoorded neiue of'tnese exports and'theaectuaifforeign ekchange
“or cash flows to theieoonomy{ ‘fne;country's major exports for most of the
Vperiodksinoe the-seoonn World Warfwene benxite and alumina; -However; the—'
' gross'value of theserexpOrt sales eannot be taken as being indieative of a
- pool. of forelgn exchange avalldble to finance imports.i Given the dominance

‘of foreign firms in the produotion and export of these items only a. portion

,of.this revenue, essentially the local expenditures of these eompanies, for_
example; wages and salaries, taxes and royalties, account for the foreign

'exchange 'flows assoomated with that sector.. .Aoeordingly, we willrbe
concerned ni;n'an_assessment of the potential'cash fiow.realized,from
exports of goods:and;serviees. , | | o
| Tneroesn-flow reali;ed from exportsfof goods-end'serrioes grew at an

-annual‘arerage'rate of_6;9’peroent between 1980 ann'1937. Hoﬁever,‘ehere
were{two distincttoeﬁoernsito the flons over the-oeriod., Between iQSO'and

"1983 there was a significant'decline in cash inflows. In 1983 cash infiows ’
assooieted with:exooros of‘goods and'services amounted to~only 66 percent
of that in‘léBb 3‘;711.'1''19-83'-,,'-‘u:l'lere wéé the major revisionrof the e#change

'rate system with the introduction of an auction to ‘determine the exchange
rate. N Since thet.time, as - shown in Table 6 there has-been-a umjor'
increase'in-oasn inflows, ° The-greatest,single year'increeSe was in 1984;

: whenrforeign eﬁchangefflons ohrougn_ohe'oanking systen rose by 37 peroent.
_'Fromri985 througn 19877the annual'inoreaseSVaferaged 21 percent.

The rapid growth in foreign exchange earnings. from exports of goods
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'an& sérvices_ since 1984 can be attributed to the growth in tourism, -as well
as in exports of manuf‘aetur-ed products, ﬁrimarily' garments. Receipts from
Tourism incr'e;aséd f‘rpm Us $175 miilion in 1984 to US $527.1 -million based
on preliminar*jrr estimates for 1987. At the Samé tixﬁe earnings from the
‘bauxite/alumina sectﬁr' wﬁich haé declined precipitousiy'beﬁween 1980 and

1984, to the point where -earnings in 1984 were only 21 percent of that in -

1980, showed signs of a strong recovery in 1987. Earnings in 1987 amounted

to 63 percent of that of 1980 (Bank of Jamaica, Répbrt and Statement of
Accounts 1987). |

~In Spirt-e of the.'gr-owth in fo_reigr; exdhange receipts from exports of
goods 'an-d services 'sinc:,e 1983, the foreign exchange available for finanecing
imports .'f'r'om that sou,f'ce,r, has been constrained-by the fact that on average
57 percent cﬁf thesé.r_eoe;pts annuélly,r f_zéve been used to*service the
external public c:‘lébt.-" Moreover, as showﬁ in Table 7, if one were to take
into ‘consideratiori ’ar'}-ear's and hence t_,hé accruéd obligations, debt'r service
would have absorbed 88 ‘percent of the cash inflow ih-1985 anﬁ 1986. Even
in 1987, wher'e- according to _pr'eiiminar;y gstimates receipts rose by 30
percenﬁ, the 'acc-:ru_éd‘ ﬁebt'rservice _obligations would have absor'bedr 8i
percent of export earnirigs. |

The lincr‘ease in the .bur'den of débt service cﬁérges_ during the per'iod_
caf_1 be linked to the,_'gr'_owth i;_'l the ex‘cer"na'l: public debt. This came aboﬁt,"
ifl part, . as a-‘r-esult_- bf‘ the govehnment of the day being obliged to shouider
the r'esponsib'ility of:- f‘inaneing the economic reodvery :in, tﬁe absence of
| dir;e‘ctr investment irnrflows,_ From December 1980 to December 1983 1-;he
éxternél-, public debt ‘rose- by US -$‘i ,‘-1}00 million, The external debt which

had stood at US $1,866.8 million at the end of 1980 had risen on the basis
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of‘ preliminar'y estim‘ates to US $4,‘d13~39 miilion at the end of 1'987.
Although one Iulght expect reschedullng arrangement to allow for some
'Vpartlal ea31ng of the debt servioe burden, the best that mlght reasonablv
be hoped for over- the;next five to ten years is 2 lowerzng'of the actual
oebt rser-vic:e ratio from the pr-rgsent range of -close to 6-0 percent to
psomething olosen to-30 pehoent. . | - ‘
| VVIn light of ther current 'debt service situation, the success' in
' maintaining & de_s-i'red positive growth t'ater wi_llrr'est" primarily on the
_-extent_to whichfearnings;from esports of goods and_service_can grow,at_an
'adeqnate rate. -A;eontinsation of the-strong gfowth in. earnings from.
tourism and-'.'expor'.tsj"of ‘manofactured pr'oducts,; which star'ted in 1984,
combined wlth a recovery of earnlngs frmn the. bauxlte/alumina sector
. towards that of 1980 could'in this best case scenar'io allow for* a 20
'percent annual average rate of growth in export earnings._ AIn Table 8
'estimates are provlded of cash receipts from exports of_good'and-services
_based onra 207percent annual growth rate, using 19865eeeipts-as_the'base
value. In'addition,‘l 1ncluded in the table are the eapl*i'a;- estimates of
total spending on- 1mports, as ‘well as 1mport outlaysron‘capital goods'and
raw mater-ials, which would be consistent with the 3 per‘cent gr'owth tar-get

it can be observed that even with the prOJected high rate of growth of
forelgn exchange earnings,'the,major.share of receipts would gO'towards
financing imponts-‘over ‘ther ten year 'period There is, of -conrse,' the
;matter of the deot senvice obligations.v It was pointed out above that in

the clrcumstances prevalling in the mid-eightiee the best that might be -

_' hOped-_for' is a reductlon of the debt service ratio to somethlng in the area

- of 30 percent,. The ‘estimates in the table. indicate that it would not be
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until 1994 that spending on imports would amount to less than 70 percent of
export receipts, It is then clear that the projected pattern of import

spending would not be consistent Wwith the country meeting its external,debt

obligations This dilemma could only be avoided if there was a major flow.

of direct foreign investment to supplement regular foreign exchange
-earnings from,exports-of goods and services,
] It was pointed out earlier that it might be possible to economize on
import spending on food and other consumer goods. To that extent it would
be posSible to reduce total outlaye while maintaining ‘a level of spending
on imported capital goods and raw materials necessary to realize the growth
tafget In the last three columns of Table 8. we have shown estimates of
the share of foreign exchange earninge which would be absorbed by imports
of capitai goods andrnaw_materials.r It would seem that if spending .on
imports of consumer' go'o'ds could be‘controlled the impor'ts necessary . to
support investment could be sustainedrand leave sufficient funds which
-givenrreasonable rescheduling axrangenents could also_allow the country to_
meet its débt service obligations. It must be repeated, .howeveb, that this
tentative concluSion is based on an exceedingly optimistic assumption
Vconcerning the growth in foreign exchange earnings.’ B

In summary, suocess in establishing the economy -on. a positive secular
growth path will depend on the extent to which adequate foreign exchange is
available. The post 198& experience suggests that there is scme scope for
the country to enhance its foreign exchange earnings -from tourism and the
export of manufactured products. HOWever, the heavy external debt overlay

indicates, that even - allow1ng for -a .dynamice . growth in foreign exchange

: earnings, problems_could be experienced in simultaneously satisfying debt
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service obligations and financing the ‘imports of capital goods and raw_'
materials necessary to support growth - The oountry is olearly not 1n a
'position-where it coulq oontinuejto rely_heavily on_officlal borrowing to
_ supplement the-Suppij'of foreign exchange. ' The attnaotion of dinect
'fobeign innestment isfoiearly aﬁ!alternativef ‘The attnaotion of foreign3
,qireot inuestment-nas beenra oentral"feature of deveiopment strategy of the,
country sinoe the-fiftiss. It declined in prominence during the seventies,
but has been revived withrgneat,fanfare during the eighties; Very 1imited
sucoess has been realized inrattracting such-infestmentaSince 1980; It
woulo then seem that:agrowth-strategyhas to incorporate as a-central‘
'feature an economizationrin'the-use-of foreign exchange. This'meansrthat,
7of7 n'ece.ssity, ',gr"-oW_th' -n_lust .ri-noorpor'ate on_ange in th_e -_tr‘a’ditional “way in
which the eoonomy nas}oenfonmed in the past. In the next seotion “an
;exploratlon will be oonduoted of the type of stnuotural changes which might :
‘be requlred to set the eoonomy on a stable growth path

Growth and Struotural Change

In thlS section we begin by P&lSlné the question, ‘growth for whomé
Studies which have been oonducted on the performance of the Jamaican
-economy durlng_the nlneteen-flfties and- sixties have shown that in spite of
therranid nate of;growth,'ayeraging annroximately's,penoent per annum, on a
pen-oapitabasis,'the'leyel of" unenployment:remained-nign and there'wene..
iWide,disoanities_in the distribution-of'inoometi' (See, for ekample;r
t'Jeffenson,:1972;) A monefnecent studf:fBoYd 1988) has also underscored the
faot that not only didetne_condition offthe poor not improve significantly
‘during periods of nrosnenity, they were_also-major‘losers during'the_

eoonomic'downturn offthe.seventies. Furthermore;-it was argued that”the
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poor seemed to‘have.borne a diSproportionate shane bf the adjustment costs -
associateo with the stabiliza_tion programme nhich-was -car'r'ied out between
1983 and 1985.

| ~ In the previoos seccion attention was directed towards assessing the
lforeign exchange financing wnicnvwould be required to promote gronth on the
assumption‘thatrthe economy was eharacterized-by a given‘set of structural
features. However, in view of the fact chat nigh economic growth in the
.past has been-associated with high unemployment and widespread-poverty, a"
gnowth strategy must:in the contemporary period, be framed to directly
address these issues, if the past enpenience is_ndt to be repeated; *The
previous growth pattern, undoubtedly, was a reflection on certsin basic
structural characteristics of the econom&, .fhe realization of a different
_growth pattern would then seem inevitsblf'to callifor certain structoral-
changes. This, 'in turn, raises the:qusstion as to what have been
identified as the major structural shortconings which would require
cornection. The widely ‘held view is that the fundamental problem of the
Jamaican economy, like that of many other small economies gan be linked
dinectly'to itsVextreme openness. The inherent weakness in this situation
arises fromthe fact that the economy is heavily dependent on the state of
international markets for,a narrow range of products and-services,-such as,
bauxite,'aluminsrand tourism. At the same time - production and consumption
embodies a very high 1mport content.r This leads tc the question as to what -
SpEClal initiatives ought to  be pursued in fcrmulating a growth strategy
”and implicitly the role to be played by government.

TheKJamaican:government.has,_sincew1980,,emphasized-a;gnowthrstrategy

‘based on the private sector playing the dominant role. Consequently, the
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role'of éovernmentnae been:restniotedto tnat-of oneating the proper
investment- oiimatel” dovernment 'poiicy' initiativesr.have ‘been aimed at
liberalizing the economy in‘areas such as, eiohange rate,management,
'commercial policy, as well as, initiating changes in_the operation of-
‘monetary and fiscal polioy_which”abe_ail geared‘oatensibly toward improving
the_effioiency,of theimanket°meonanism; “The freer market environment was
‘enpected to stimulate economic-grpwth'and all would share in this growth :
through the,'triokie”domn' effeot;7"' |

,Although the'recordrof government involvement in the_prOViaion_of
goods and‘sermieee_in the decade of the seventiea was far from'imoreaaive;-
as evidenoed by the, éeneraliy'poor performance of state'enterprises, it-is-
“hard to v1sualize how the ourrent approach, even under ideal clrcumstances,
oould result in anything other than the unbalanced growth of the past -All'
- countries which have been suooessful,in aohieving broadly based growth in
recent yeans, have.. used their instruments of monetary, fiscal'and
'_commercial pOllCieS ko influence directly activities in various productiver
sectors. _The roie'of government will then have to extend beyond the -
" creation of the abpnopniate‘ investment climate, 'to that of oloee
coondination-with produoti#e;agents ineoarrying ont the-gronth strategy;,i
This leads to. the question as to what ought-to'be the priorities in the
growtn'strategy'whioh mnst be.aimed at reducingxthe;extneme‘opennese ofsthe_
*sconony. R o |
-First- the problems cﬁ‘ poverty and unemployment can. berdinectlyz
-_related to problems in’ the agricultural sector. Rural underdevelopment. has
. contributed,to the rural/urban migrationﬁ'whion in tunn-has deepened the -

urban unemployment problem. Rural poverty reflects the general low level -
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of agricultural pfoduct_ivity ﬁhioh‘ can be linked difectly to. the h_i_gh
degree of i-'nequaiity in -land ownery'ship.--_ For example, in 1979 farms uoder
-f‘ive acres aoco’unted'f‘or' 82 'per-ce'nt-of all farm hol'dings but only 16
percent of f’afm acreage (E}oyd,i 1988, p. 90). . |

The government had announced :'Ln -1 982 that it planned to eddress many
of the major weaknesses in the agricultural sector- as par't of its programme
of structural adju_stment. In 1983 it launched what was called the AGRO 21_
Progremme in whi'oh ‘.it claimed a fundamentally differ'ent appr'oach to
domestic agr'ieultur‘er was being initiated. -The programme called ;for"
oriAnging in to pr-odootive use‘s_oh-ze 250,000 acres of unutilized or under-
utilized land oveﬁ A four year period. The centre plece of the programma
wes the goal of pr'oduoing twenty seven -or-ops,' with the .ald of advaoced
technology, for markets in the United States and ~Europe (Bank of Jamaica,r

Reoor't and Statement of Accounts 1983, p. 3).

The main thr'ust of the programme with its emphasis on advanced
technology was olear'ly not dir’ected at the vast number of peasant f‘ar'me;'s
w1th lnadequate land holdings. In essence, the programme seemed to have
been aimed at bringing into farming a new olass of farming entrepr-eneurs.
Any benefits which the peasant f‘ar'mer' might realize from the programme
would_be determihed by the extent to whi"oh he—ooulo.beoome engaged 'in the
proouotion of crops whrich ‘could be sold through theee modern agf’ioultur'al
'enterorisee' on the export market., |

Ma-r'kei_'.ling problems.have resulted in the expected_ goals of the
pr’o_gr'amme not bei'ng: realized, Ther oenter -piece, of the or'ogr'amme, -the_

Spring Plain project, which had involved -substantial government

per-ticipa-tion kf‘ailed, after a short period, In any event since ths
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erogremme was,ﬁot~geared~towards addreés;ng a basic cause of rural poverty,

namelﬁ;elend\ecarc;ty, it;ie_likely that even if the programme had been a
major*Success we weuld have witnessed a bepetitioﬁ of pas; experienee of

Vgrowthewith no subetaneial inroads into poverty.

A centralielemeﬁt-in any rural growth etrategy must be that of trying
Vrto'exploit mqre,effectively the potential ofjthose groqpsrwhich have-been;
peripheral'te'ﬁhe érowth procese iﬁ the past. 'Emﬁhasis must be placed on
_the development of innovatiQe credit schemes which would alloﬁ peasant
~ farmers to increase-tﬁe size of theirlland holdings. At the same”tihe it
would also Be neceseafy'to provide a-more dynamic‘qarket for their produce
to enhance their ingome earning potential.- Thisrwdﬁld,mean that although a
major role for;the.sﬁalluférmer shohld be ihab of satisfying domestic food
requirements a sehioes:effdrt ehdu}d also be made to tnvolve them in export
activitj. | - |

- The export ef'fresh produce entails a.high'meaeere of-marketing riek.
This is~e3peeially;se when'experts-ére_geared to-mafkets-in i;dustriai'
eeuhtriee where)rigidestandafds have to be maintalned with fespect to
product quality an&, frequently, product size. - These conditions make it
veﬁy difficuit for-peasantrfermers to participate in selling fresh produce
to ﬁhese'majof-maﬁkets. The standards'for fresﬁ produce becqmee_an 1asue
Vof less importance in the eeee- of expdrts- of processed products. The
export_markeﬁ for preéessed domeStie food products haSjbeen exploited to
only a -limited degfee,.Special emphasis should be placed in any gr0wth"
strategy on expanding the sale of processed domestic'produce; Since this
would reduce . the _impoftance of 'standardizetiopr it would Vbe possible ﬁo

ineorporaﬁe the less'sdphisticated rural farmere‘in equrt activity and -
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nnovide a relatively stablermanket for'thein:output. There would also be
mone general:benefits,in that food onocessing WOuld'oreate'additional
employment naise the level of »domestlo value added and potentially
: 1ncrease foreign exchange earnings. | | . |

Any attempt to formulate a rural growth strategy .cannot ignore the
role of sugar. The sugar industry has been chronioally depressed for
almost two decades., Produetion'of 175 3 thousand tons ‘in 1987 was less
than 50 per-cent of‘-the level of production 356 3 thousand tons in 1976

(Bank of Jamaica, Statistioal Digest, monthly) The industry is faced with‘

- a stagnant market,.in partiattributable to the widaspread use of artificial’
‘sweeteners. VThe question can be raised_as,tornnether there is any real
future for the induetny,rwhere, apant from the depreasedrmarket, prioes'
undenrthe guaranteednarketing arnangementa,have not been suffioiently high
to cover coate of pnoouction.r_A resart to1radical.measufea'such as a major
reduotion in tne-overall size of the sector, or working to’improve
-efficienoy and'lowen'oosts throuéh-mechanization,'u3ually bringsrto the_
fore the 1ssue of. the large numbers. of workers likely to be- dISplaoed by
such aotions. -An approaoh ‘which. might potentially revive the 1ndustry
without belng_aasoolated.with.large nunbers of'workers;being displaced
could be achieved_tnrough a major ditersification-programme designed to
make more-effective use-of the industry'a by producte (see Worrell, 1987,
p. 120). | |
lhe promotionlof uﬁnufaoturing industry'has inrthe past and will
certainly. continue in the future to be an important part of any strategy
~designed to ‘promote economic growth. The stnuotune,of—the;manufacturxng'

" sector has been critioized on the grounds of the very limited contribution
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- it has maderto employment and income.r This has .been attributed to the'fact
l that réliance has been placed cn the use of relat1vely capltal intenelve
fcrelgn technology. ln addition, the dependence on forelgn direct
investment has'resultedrln a high rate cf usage,cf impcrted,capitaljgoods
and,rawrmaterials'in‘production;o'Consequently;:thelletel'cf domestic value
added in manufacturihg'has:been very low. Ideally,'a hew strategy fcr-the
manufacturing sectcr'should be directed towards acdressing these
deficiencies; HoWeyer; this_would recuire“the'develcpment-of new
'.-techhclcgles and new prcducts; uhlch_can be seenbin the_ccntext of a long
run policy objective,“but cculdrnct realisticaily_be Seen as 3 bealizable
4gcal in theVShcrt cun; | 7 |

)lh recent yeabs'the ccuntry'has'achieVed some success in attractihg
producers of garments from overseas to establish plants in the freezone.
In additlon, several Us based garment manufacturers have establlshed plants.
in the ccuntry to take advantage of the provisicns under Item 80? of the Us
tariff schedule. 7 The ~attractiveness_ of Jamalca toiforeign garment .
producers is r_‘el'ate'd to-the country's low wage rates, as well as it
bhoximity to therunltedVStates. The changes in the COmpetitive'en#ironuent
in which firms in hajor industrial countries have:fouhdrthemselves since
the seventies has lec them to seek-outllccaticns in developing'counthies
where labour costs are lower to which they could‘thansferitheir host labour
ihtensive,actiVities.- Thensubstantial devaluaticn of the Jamaican dollar
since 1984 has enhanced'the attractiveness of the countby'tc those firms,
particularly,us firms, seeking a'lccatioh-where they canrminimize their

labcur costs. .

Several thousand jobs have been created in these plants. -In light -of




"Page 19

thé _étructures of their oper-'atidné,i thé contribution-wnich these pl_ants
'make'to' national‘ income is ressentially neter'mined by the siée of the wage
bill. However, given the vér'y high national rates | of unemployme'nt- the
rate in 1987 was estlmated to be around 21 pereent, any activity which has
‘a hlgh JOb creating potential clearly embodles a substantial soclal
‘ _penef‘it. Mor-eover', most of the jops created were for female wor'k_ers “and
the r'at";e of‘\unemploment annong females hasr historically been signifi'cantly
higher than f‘onmale"s‘_'(see lBoyd 1988, p. 12). |

This experienc-e-'indicétes that it is possible to pursue a strategy in
rnanuf‘;ctur'ing where tn'e emphas-is will be 'nn mnxinizing_ emp;oyment- in- the
'shor'trrun. The attraction of so calle&, 807 f‘actor-i_es', as well as
'addifional'firms to the freezone should eonf,inue ‘no be pursued
aggr'esswely, given the pomtive contr'ibutions these aetivities can make to
employment. - 7 )

Although a .continued- reduction in thé nate of unemployment has to be a
major objective of n érnwth strategy, i‘c"is inconc;eivable that growth in
low paying jobs could be a de51rable long term ob,]ectlve.. Mor'eover', in tne
Jamaloan environment wi'ch its free trade unions, wage r-ates will not remain
repressed. ‘The attr'action of Jamaica as fa.site for ,of‘f‘shor'c-; ,pr-oduot:.on

will fall as: 1abo1‘n~"costs rise. 'Consequently, an effort must be ‘_mrade to

take the steps necessary to develop a more broadly based manufactur'ing -

sector- which ‘can incor-por'ate in its oper'ations a substantial input of
domestic r-esou.r'ces,r- fl‘hese issues 'wer'e _hJ.ghlighted more than twenty year-s
ago énd,hence at this étage_ it is wdrﬂthwnile‘ to consider whether the
solution-recommended.:at; ,:tnat“time mi;ght still yet r:be-'}valid. ‘The proposed

s-olution rested very heavily on adopting 2 regional appr-oa'oh to
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industfiaiization. It waerekpeoted that ﬁhrodgh reg;i.onal.sectorai planning
it would be _I-Jess-ible-- to create a manufacturing sector which was
,-significantly' less’ -debendent on foréign' inputs. |

" The pr-acticarl diff’iculties in the way ef- febmulatiﬁg a regional

'industriallzatlon strategy are 43 great or gr'eater in the eighties than

they were in the sxxtles . That regional approach lncor'por'ating ag it did a_ '

' high measure of gover'hment regulatory activity is not consistent with the

free market ethic curffently- on the- ascendancy in the region. Moreover, of

even greater importance is the fact that the debressed 'state of many

‘countries' in the "re_gion has led gover'nr_nente to seek out extra regional

sources for a solu:tiion to'their; economic pr'obiems, ‘thus weakening the

“sentiment for regional collaboration'.' Nevertheless; go?er‘nmehts- must be

. made to r-ealize that reglonal eollabor-ation is an mpor'tant ccmplement to

the outward 1ooking strategies to which they all subscrlbe.
The economic deoline of the seventies was aesociated with the gr'owth

of what has ‘become to be known as the informal sector'.. This 'sector

mcor‘poratee a large number of self employed persone, most of whom are

engaged in retailing imported consumer gdode." Given the large numbers -

involved in what, desp}i'terthe name, has become an institutionalized form of
eco_riemie activiﬁy, it isi-lr'easonable to question whe-t er'e the implieations‘
of the-exietence of"tﬁis 1ar;ge'sector'f for the grewth process.

The sales -of imperted -c'onsumer go.ods by--participahts in thi‘s sector- irs
financed in: part: by the sale of domestic produce in non—traditlonal markets)
such as Panama. Nevev-theless, as long as an avenue is open which per'mits

" consumptlon of a wide r*ange of non-essential impor't.ed consumer goods, ther'e

will be negative cdneequences for the potential expansion in production'of




-Page 21

domesticlsubsiitutes.'.:Howevér; the governmen£ cleérly 'cannot. éct to
.qoﬁstrain;activitieslin ﬁhe Seqtdr, in a situation where there are no
~alternative sourcés Eﬁ;iemployment: and incomé.r At the same ﬁime the
=,unbridlgd growth-df the sector will ﬁéke itrmorefdifficult tolchannel-
additional foreign'exchéngeVearﬁlngs towards supﬁorting-invespment rather
.than-cpnsumpﬁion.:'VA'major challenge;'which will have to be met if an’
effective growthfstfategy is to be implementéd, might very well-iﬁvolve
working out hpw to chénnel the energies ofrthose engaged in the informal
sector'towapds argﬁéatef_support of production rather than pupgly

consumption.
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TABLE 1
. Estimates of GDP and GECF
» J S M |
Year GDP GFCF -
1987 15,060.8  3313.4
1988 < 17,018.7 - 374h.1
1989 19,231.1 " 13230.8
1990 . 21,731.1 . 4780.8
1991 24,556, 2 5402, 4
1992 . - ‘ 27,748.5 - 6104,7
1993  31,355.8 6898.3
1994 o 35,432.0 - 7795.0
1995 - 10,038.2 . 8808.4
1996 ¥5,213.1  © 9953.5
TABLE 2
Estimatesfof GDP and Import Outlays
Us s M - B
Year . GDP - . °  GFCF
1987 2375 1231.9
1988 . 3093. 4 1392.0 .
1989 - - 3u95.6 1573.0
1990 3950,0 - ° 1777.5
1991 | 1463.5 20086
1992 5043.7 2269.,7
“1993 5699.4 2564, 7
1994 64480.3 2898.1"
1995 . 7277.6 3274.9
7 3700.7

1996 - 8223,
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TABLE 3
Imports By ‘Economic Functlon
: us $ M
) Consumer- _ - Raw . Caplital
Year - Goods _ Food = - Materials Fuels -  Goods Total
1974 - 234.1 131.2 70.9 . 195.1 - 230.6 . 935.9
1975 233.9. 129.9 - 543,7 215.1 346.0. 1123.2
1976 164.5 - 88.0 514.4 - 203.5 233.9 912.8
1977 - 96.4 - 53.6 496,2 - 225.6 154.2 T46.8
1978 129.9 76.1 537.0 = 193.9°° 197.8 864.7
1979 121.0° 65.7 668.5 331.2 213.3 1002.8
1980 - 131.9 72.7 8u1.1 ~ hu6.5 - 198.3  11T1.3
1981 190.1 ~ 101.9 987.3 488.8 ~  295.2 - 1472,6
1982 230.9 119.4 824.5 406.8 325.7 1381.1
1983 - 206.9 110.4 780.0 =~ 397.3 - 294.2 - 1281.1
1984 163.7 98.9 732.3 ~  349.0 287.3 - 1183.3
1985 158.2 - 82.1 T02.9 367.8 282.5 1143.6
1986 200.9 97.2 529.5 198.5 245, 9 976.3
1987  233.1

93,48 833.8 - 217.6 ' 349.2 1216.1

Source: Bank of Jamaica Beport and Statement of Accounts, Annual, Monthly
' Statistlcal Digest

' TABLE }
Estimates of GFCF and Imports of Capital Goods
: Us $ Mn

, o Imports

Year . GFCF - Capital Goods‘
1987 602. 3 - 301.2
1988 _ 680.5 : 340.3
1989 , - T7T69.0 - - 384.5
1990 . , 869.0 - 434.5
19N ' 982.0 : §91.0-
- 1992 1109.6 . 554.8
1 993 ’ 1253&9 i B - 627 -70
1994 T 1M6.9 708.5

1995 - 1809.2 - 904.6




TABLE 5 .

Estimates of GDP in Manufacturing and
Imperts of Raw Materials
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“Statement of Accounts Annual.

UsS-$ Mn
I _GDP | ‘Imports
Year Manufacturing? Raw Materials
‘1987 . 492.8 369.6
1988 © 556.8 417.6
1989 629.2 - 471.9
1-990 . . 71 1 .0 ) 533-3
1991 803.4 602.6
© 1992 907.9 680.9
1993 1025.9 T69.4
14984 1159.3 869.5 . -
1995° 1310.0 . 982.5
1996 1480.3 1110,2
~ TABLE 6
: Foreign Exchange Cash Flcw
us $ M-
Year | Béuxite/Alumina ~.Other Exports Tourism Other -Total
1980 367.8 - T64.8 160 7 07.2  799.9
1981 - 333.2. 121.8 168.3 136.0" 759.3
1982 284 .4 141.9 183.9 1441 -754.3
1983 216.6 113.9 120.8 73.9 525.2
1984 179.2 78.1 175.0 288.0 720,3
1985 86.0 154.0 315.9 272.1 828.0
1986 98.5 . 190.2 22,9 269.6 981.2
T987* 230.9 258.1 527.1 258.2 - 1274.3
¥Preliminary
' Source: Foreign Exchange Budget Reported in Bank of Jamaica Report and '
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TABLE 7

Externa; Puﬁlic Debt and‘Debt Serviee Obligations

S US $ M
: ) g Cash Flow

External Debt .. Debt ° From ‘ g :

Public Service Service  Export Goods  Debt Service Debt Service
Year Debt. . Actual  Accrued and Services Ratio:lctual Ratio Accrued
1980 1,866.8 . 263.3 -~ 799.9 - 29,2
1981 2,293.1 437.8 . 759.3 ‘ ST.T
1982 2,739.9 408.4 . 750.7 54.7
1983 3,266.9 371.4 . ‘ 525.2 70.7
1984 1 3,261.6 '394.8 o 720.3 54.8 AR
1985 3,587.0 4484 - 729.0 : 828.0° 54,2 88.0
1986 3,575.8 598.2 .  862.5. g81.2 ‘ 61,0 : 87.9
1987%  4,013.4 725.6 1036.9 - 1274.3 - 56.9 81.4
*Provisional

Source: Bank of Jamaica: Statistical Digest Monthly Report and Statement of
Accounts Annual. ' : C -




Page 26
TABLE 8

Estimates of Cash Réceipts from Exports of Goods
and Services and Import Qutlay by Economic¢ Function

US $ Mn

1 2 3 “Export Goods | .

Total -~ Capital Raw and. : Percent Shares
Year Imports  Goods Materials Services = 1 + 4 2 + 4 3+ 4
1987 1231.9  30t.2 - ~ 369.6 A177.4 104,86 .- 25.6 3.4
1988  1392.0 3%0.3  M7.6 . 1M2.9 98,5 24,1 29.6
1989  1573.0 384.5° . - 4¥7M.9 1695.5 92.8 o 22.7 27.8
1990 1777.5 B34.5 533.3 2034.6 BT.4 217.4 - 26.2
1991 2008.6 491,00 - 602.6 241 .5 -'82.2  20.1 ' 24,7
1992  2269.7 554.8 680:9' 2829.8 . T7.5-  18.9 23.2
1993 2564.7 627.0 769.4 3515.8 " T2.9 17.8 21.9
1994  2898.1 T08.5 869.5 4219.0 ~ 68.7 16.8 20.6
1995 3274.9 T 8B00.6 982.5 5062.8 4.7 15.8 -19.4

1996 3700.7 904.6 ° 1110.2 6075.3 - 60.9 T 149 18.3
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END NOTES
The equatibn was ,the fellowing:
GDP = - 4.99 + 1.99 (GFCF)

GDP
This 1s consistent with the estimates r-epor-ted in Khan and Knight

: (1985), Table 4, p. 15

red

The US. dollar GDP estimates were based on extrapolating the GDP
estimates for 1986 in US dollars at an annual growth rate of 13
percent. The estimate for 1986 was determined by the value of
impor't.s, usually repor'ted in US dollars and the share of imports in
GDP. - ,

'This sharp decline might be explained by the diversion of funds to the

50" ealled 'parallel market' for for*eign exchange.




Page 28

REFERENCES

Bank of Jémaica, Reportrénd Statement 6f Accounts Annual, -

Baﬁk of Jamaica, Statisﬁical Digest Monthly}

Boyd, D.A.C., Economic Management, Income Distribution and Poverty in-

' Jamaica, Praeger Publishers, New York, 1988, ' -

International Monetary. Fund, International Financial Statistics Supplement
-on Economic Indicators, Supplement no. 10, 1985,

International Monetary Fund, Theofeticél Aspects of the Design of Fund
Supported Adjustment Programs, Occasional Paper 55,

Jefferson, 0., The Post War Economic DeVelopment of Jamaica, Ihstituté of
- Social and Econpmio Research, Mona, Jamaica, 1972, '

Khan, M.S. and M.D. Knight, Fund Supported Adjustment Programs. and Economic
" Growth, Occasional Paper 41, Internatinal Monetary Fund, Washington,
D-C- 1985. ) ! -

'wofrell, D., Small Island Economies, Phéegef; New Yohk, 1987.




