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SAVINGS INVESTMENT AND GROWTH.

TRENDS AND 1 ETERMINANTS IN SELECTED CARIBBEAN

'COUNTRTRS 1IN RECENT YEARS

by

RAMESH RAMSARAN

The'emergence of_serione fieeal_endrbaleneerof'peyments_
. problemerin“the context of stagnent or_declining-output levels
-and persistent high ratee of nnuemployment hee forced'e number
of Caribbean countries to. review their development strategies
‘and ttaditionel apprpaeheslto economic management; Generally,
the 'new’ ptOgrems'emohesise inereasesyin the level of savings,-
and inveeteent as major polic& objectives for getting out‘ofr
stagnant:or negative‘growth oeths and for restOiing balance of
'payments equilibrium. Identifying end'remoeing the obstaeles to -
'investment hee understandably become a maJor preoccupation of
both the.public and private-sectors. It is widely accepted that
the desire to encourage greater capitelefofmetion has to be
accompanied by a more vigorous savings effort whieh 1tself requires
action over a. .vexy. broad front involving as it does behav1oural
and institutional changes of a w1derrenging,nature. . Uncertainty
over the neture:of-both the innestment and eeeings funetiOns tends
to put ‘the focus on what appears to be the most critical obetacles
rand ineentives9 and whlch appear to be easily influenced by

‘immediate palicy action. Depending on.one's view the order of



prioriﬁyican vary widely. The removal of red tape, the manipula-

- tion of interest rates, exchange rates adjustments, the reform

of the tax system, the allocation of fofeign'exchenge, the

rationeiisation of publlc expenditures and the introduction of

new opportunities for,saﬁing feature prominently in the programs.

~Also high on the list is fhefsupplementing-of domestic resources
with forelgn savings. .The recent trends of capital flight and

diminishing inflows of investment and loan funds are viewed with

cencern;sihee there is e widespreadrpefception tﬁet this trehd‘
is-stroegly correlated with fhe_poor groﬁth'performances of recent
yearst' Eeen countfies that ere deemed to_be highly indebted seer
the-path tb-feheﬁed growtﬁ as belng criticallyrdependent not only

on intefpal policy reforme, 2but also on the availability of more

, foreign resources. In fact, access to new'funds is often made

.

contingent on certain types of economnic adjustments being under-

taken even though these may run counter to desired social polieies

and long term objectivee. In such circumetances polieiee may

be instituted ‘not because they are the right' policies9 but

because they are the ones creditors .Bee as necessary for bringing

'_,about-theﬂ;equlred adjustments. The heayy Welght of guilt being,

- placed-on intefnalrpdlicies often ignores the fact that external

factcrs'haﬁe_contributed to therdeeperate fiscal'end‘foreigﬁ

' exchange peeitions that have emerged, and to the extent that this
B is so too much may. be expected from some of the reform programs

. within the_time frame envisaged.



Tﬁis paper has-é limited objectivé.: Using recent data and .
Qimﬁlé:regreésion analysis we teéf a number of common hypothéses
relatingrto’certain macro;econpmic aggrégates. The paper is
organised into two main éecﬁiqns; In‘the-fifsﬁ we éxamine reéént
'treﬁds in-growth; sévings and investmeﬁt._ In the second we explore
determinaﬁté-of these,aggregateé in recgnt fears: The disgtssion
is‘Caninéd to the exﬁeriéncé of foﬁr.hountries, viz. Barbédos,

Guyana,,Jamaicé and Trinidad and Tobago.



I. RECENT TRENDS IN GROWTH, SAVINGS AND'INVESTMENT

Wﬁile fecogﬁising the need for economiéradjustmént, given

7 the seriousnéss of theréresent diffiéulﬁies,_poiicy4makers
(and créditoré) ihsist that EUCh'adjﬁstﬁenEs shpuld'net-impact
adversely omn thg growth process. The groﬁth of'GDP'(of one |
'of its-séﬁéral Gersions) is vieﬁed‘as a majbr indieator of the
Vsuccess o§ fai1ure of a given'poiicy ﬁackage{ It is weil
fecogniséd,-hpﬁeyef,that ‘given the étrﬁctﬁre of Caribbgan
eéoﬁomie;igrﬁwth can take place even iﬁ thé_presence of perverse or
inconsistent ' . )

/policies;_ High prices for a major export product, for instance,

" can produ@é cénseqqences which can hide the inefficacy of a
widerrange.bfrﬁolicies. Ip facﬁ, a Buoyénfrérowth rate itseif‘
ﬁay spawn‘noﬁsgnsical policies. " Conversely well cqnéeivéd
Rrogramé‘can'suffer from lack of proper implementation stemming
from striqgéncias relating Eolpdor balﬁnce of payments ?erformances.
VIﬁ short, it cgh‘be miéleading to use GDP gfowth rates as ﬁn
indicatof:fof efficiént resource uée_or welfare. Growth results

 from the interaction of a wide variety of factors. It is often

-V'difficﬁit to say Which'isrthe dependentrand which is the indepép— ;
dent variabig,; For'ipétahce, it - is well known that savings, |
,;nvestment-éﬁd growth. are ciosely iin#ed. The classical appfoach .

—:séeé;sa§ings”as a_prefequisiﬁé of investmént. The Keynesian . |
view igltﬁat inﬁestméﬁt,determinesiéavings{ Tﬁe pragmatia approabh

underlying much of tddéy's-thinking is that both,savings‘and-



Investment are necessary ;o_raise-real estpet and 1iving'standardsa
It is equaily reepgnised tﬁet factqfs other than savings and
investmeet_else influence‘;he‘growth'pfocess."Some of sheSe are
not easily,quantifiabie,'apd—often escape. much'of the,discussion'
deeling'sith ‘adjustmeﬁt with growth! topics. Meny.developing
countries theﬁselves hafe contributed to their predicameet Ey
fiddling for years with importent igsues felseing to producﬁiVity,r
motivaeionraﬁd_efficient'feseurce ﬁse, . The external imposition

of economic management is part 0of the price to be paid for resource
misuse, wastage and the general absence of a well conce1ved frame—
work of development. -In certain cases one cen easily add |

'1rresponsib111ty,

in’Taﬁle I we ercvide data relating to growth rates, and
ihvestﬁenﬁ apd savings ratios for four Caribbeen countries.  The
Table.sﬁould be sead;against tﬁe normal caveats associated with
national income estimates. Seﬁings and investmeﬁt data in:
particular tend to be associated with a Wide margin of error.

While most of the ratios are derived from official data, some are

the author's own estimates.

Between 1970 and 1580 the Barbadian economy grew at an
-average rate of 4.7 per cent; Since then it has averaged less
than one per cent. While'the[saviegs ratio appears to have risen

from the eafly 1970s and the investment ratio mainteinedﬂe level .
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TABLE 1

Trends ia Growth, Savings and lavestment, 1970-87

BARBADDS - - - CUYANA JAMAICA ) * TRINIDAD & TOBAG)
Real Gresth Gross Investment Real C:J:cwth Gross Investment " Real Gn_:éwth Gross lnvestmer:t : ‘Real Growth . Gross  lovestment
Rate Savings Ratioc . . . Rate .  Savings Ratio ' Rate = Savings Ratio - Rate Savings CRatio
3 3 1 . . 3 g 3. g % i z g 3
1970 7.3 na na 3.4 2 . .2 1.9 2 . 3 3.6 0. . 21
7 1.0 . na ~ma . 2.8 . 2 18 3.1 S8 28 ' 1.0 33
72 a.a 5 23 . =20 19 Y| 9.z 19 C 26 58 - s . 0
73 2,3 5 25’ 1.7 no - 24 1.4 22 26 ST .6 .23
74 13.5 8 22 ‘7.0 78 21 -4,7 2t 22 ‘ 3.8 . 25 16
75 2.9 9 19 10,4 - 33 .30 . -0,4 17 24 s 33 .ozt
76 4.3 5 o277 2.9 13 34 S 6.5 8 17 6.4 27 2
77 3.8 5 o200 . las 14 " 26 - -2.4 12 12 9.0 S o2 3
T8 5.0 s 23 o 1.8 21 - 19 " 05 12 s . 10.0 24 Y
19 7.8 14 24 " -0.7 C 22 - ‘ -1,7 © i3 18 ’ 3.6 . 22 27
80 - F 19 .25 1.9 19 27 © 5.8 9 5 10.4 T30 8
81 2.0 13 28 ‘ 4.5 1 3 2,5 9. 13 a6 271 26
a2 -5.0 - 16 23 -12.4 9 24 1.0 8 20 1.0 i3 27
as 0.4 15 20 . -B.8 3 22 - 2.0 1 21 9.2 6 z7
wm 3.5 17 T 0.3 18 25 - 0.4 10 2 : %00 8 s
85 0.5 19 15 : 0.9 10 -7 B 3.7 15 2 4.5 6 17
86 a1 16 16 R na na 2.3 15 18 ‘ -2.3 B 23
LTL 2.0 L 15 . 0.0 na o “na .40 16 19’ 1.4 2 19
p - Provisional " a-GP at current markat prices deflated by 1985 prices.. -
na - not available .
Real Growth Rate - except where otherwise indicated this is'based on GDP at current market PflCGS deflated by ‘930 prices
Gross Savings Ratlo ‘- Gross Domestic Savings as a % of GDP at current market prices. . .
[rwestmsnt Ratio - Gross Fixed Investment as 3 % of GDP at curront market prices,

Sources: Offlcial F'ubucatmns and IMF, International Flnancxal Statistics, Various I55uas.
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of over 20 bgf'cgnt untii_l980, tﬁe buoyancy of. the period 1976450

 'was Eléérlyflipkéd to deve%opments in Trinidad and Tobago, which
"had‘é'favouﬁéblé effect omn that.couﬁtry‘s'manufacturing-dﬁd tourism
7secpors;'-Thefsgagnation.in-output groﬁth siﬁce’lQSO is‘assdciéted_

‘with a decline in the'investmeﬁt ratic .to underVZO-per cent. Most
of this period incidentally also coincides with a down-turn in the
Trinidad and Tobago ecdﬁém;.

| -The high gfowth rates é#perienced by ‘the Cuyanese'economy'
jiﬁ t#e 1974-?5 pe;iod'raflects:the buoyant pfices for sugar im
-:that periodé; Since 1976 the"ﬁﬁyana economy haé begn in a

7_ viftual-ﬁaii spin. The 19é5 output was estimated to be about 20

per cent;beloﬁ-;hé 1976_1eve1.11The'sa§ings ratio has shown a |

" decline in recent years, but the data until 1985 indicate that

the .investmeﬁf-fatio apﬁeafs to have retained a level of'over 20

per cént,vlargely no déubt/g?cﬁﬁgedeernﬁeﬁt's efforts. Ié is

) estimatéd that tﬁé;private'sebtbr on‘éverage accounted for-iess
than 20 per:cgnﬁ of.the‘ahnual-iﬁves;ment in fixéd capital forma-

~ tiom between 1975'and 1985.

" The Jamgicén:economy's'grow;h'path changed sharply in 1974.
7increase§rﬁ;ices_fof oil,ra depfessed-bquxi;éimérket and probleﬁs
_1n_the tourism sector combined to.tight§n thg foréign axchange
';constraint.frBeﬁwéen 1974 and 1580 there was.bositive gréwth i@
only one ygafu "The performance in 1986 aﬁd 1987 seems té indicate

- a révefsalrofrrecent-trEnds. .The 1986 output,however, was



estimated to be still about 17 per cent below the 1973 level.
'Both the savings and investment ratios appear to have derlined

ffrom therearly 1970s. 7

'Between 1970 and 1975 the growth rate'ofrtbe Trinidad and
iobago economy averaged 2.6 per cent. This'increased to over‘_
6 per cent in the 1976-82 period as a result of the increased

7foreign exchange earnings accruing from the oil sector and

-the resultant expansion in public revenue and expenditLre. The
economy has declined in- every year since 1983 as a result of

the drop in foreign earnings.- Qutput in 1987 was estimated to

. be. about -20 per cent below the 1983 level. The savings and
linvestmentrratios averaged well\over 20 pergcent in the boom
years of 1974-81, Since lgdl'the savings ratio has declined
snarply; averaging under lb,perrcent since 1983. AThe investment

“ratio has also-declinedrthough less sharpljrthan the savings ratio.

Though there has been some improvement-in the :ranéerand
quality of. the national income data available on the region, the
official estimates still 1ack many details which ‘are lmpertant
for planning and policy making For instance, because of the
way aggregate savings is derived, it is often difficult to pick

up personal savings which tends to be included with corporate

'?savings in a category called private savings' 'The savings

aggregate tends to be derived as a residual and not from independent



'sourees_whieh'conld'be crossed:checked. ‘Personal disposable
incomne is not‘readily-aveilabie. The contribution'of_rhe'public
and privare eentors to—reelrcapital formation is also 1acking.
In. the folloning;seCtion:based on available data we try to
_provide some further detaile_dnzthe aggregate concepts discussed

earlier.

. The gavings aggregate has three main oomponents° government
sagings, personal or household savings (including unincorporated
enterprises) and corporate ‘savings. Grossrsavings inclnde
estimates for<the consnmption of fixed capital (depreciation),,

The share-contrionted by the’latterivariee widely Efrom country
torcountry and can be quite controversial In Trinidad and Tobago
the consumption of fixed capital as a proportion of grdss capital
formation (et current prices) varied between 29 per cent and 60 per
cent between 1983 and 1987. In Jameica the proportion varied
between-34.end 78 per cent in the period between 1974-84. "The
term;natIOnal_sarings refers to domestic savings adjusted for net
faetor income peid abroad and private transfers. So that even 1if
net factor income is negative national savinas could exceed
domestic savings if private transfer inflows are greater than net
factor income_outflowsf In Barbados for instances national savings

tends to be‘higher than domestic savings. In 1986 and 1687 this
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ffend was réveréed beﬁéuée of the éignificant‘iﬁcrease in net
;factof incomé payménts;) In the case of,Guyana'grOSS national
savings hés béen,congisténtiy below groés démestic saﬁings in
recént years., Befﬁeen_lé?S'énd.IQSS therfdrger averagedIBQ per
cent of ﬁhe latter. queétic savings itself can be divided,

_as indicated earliér; between government saﬁings and private
savings. Therlé;ter category tends o écéﬁunt for the major
part of'ﬁhe_sévingé'takiné piabe in'the-région. The period-
1974-81 ﬁas an ekceptiopal_ope in the case of Tfinidad and-Tobagé
when gbvernﬁentél:saviﬁgs éccoﬁﬁted on avéragé for ébdut 66 
perréent'of—net'domestic'savihgs.

: iﬂveétment1is financed both by doﬁesficrsavings and
7 f0reign-saving$; Jdt is diffiﬁult-to guage-the extent of tﬁe'
lattéf?s con;ribution to capital formationf The balance of
"payments data is not adequate since not all-of governments'
borfawe& fundé is used for investment. i‘The resbecfive contribu-~
tion'df'fhe fwo sﬁurdes of’fﬁnds varigs from-céuntry to couﬁtry.
In the case of Jaqaica, net foreign inflows are eétimated to
, have'amountéd to an aéerage'of 37 per:ﬁent-of gross accumuiation,.
in the pericd 1974-84. The -aﬁﬁua'l é__'o':;tr'ibp:ion'f'_luctuar.e,d'

' _between 7 per cent and 56 per cent.
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bavernment Savings

Given the significant increase that :has taken place in the
"pnblic debt_for the region generally and the increasing burden -
of servicing-this debt, governments arenunder nressure to reduce

~ the levélvandigrcwth of current expenditures‘in order to make

more resonrcesravaiiable for investmentt Among.the neasures

taken or contemplated are the reduction'of the public'service work
force, stricter control of wages and salaries,-rednctionlor
elimination of various kinds of subsidies and sociairassistance,
increases—in public utilities rates and the closure or privatisa-
tion of-state enterprises. in certain cases;'as inﬁicated
earlier,‘these measures are a precondition for :foreign assistance
-and debt relief

Between 1977 and 1987 the central government accounts in

: Barbados showed a surplus. in every vear. Only in two years, however,
, didAthis_snrnlusrexceed 5 per. cent of'GDP.V‘In fact since 1983,
this surpins‘has }shcwn,a consistent decline failing to less than
'i'ﬁef cent in 1987. The overall balance im the period has been
‘negative in every year, the deficit as a percentage of GDP varylng
between 0. 4 per cent and 8.4 per cent.: For the public sector as

a whole the savings performance has- fallen steadily since 1983,
"With the deterioration of the current account balance, foreign-
finance has played an’ increasingly important role in financing

_ the Government s ‘investment act1v1ties. Between 1978 and 1987
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-foreign finanee is esrimared te have contribured 80 per_eent
ef‘theftotal-overall deficite_dncurred in the period. The out-
standing‘publie exrernaledebt grew from-B$89.2 nillion'at the
end of 1978 to B$553.5 million at the end of 1986. Interests
paymentsron,tne external debt increased from-B$5;6 million

(1.8 per cent"of current revenue in the fiscal year 1978/79

to B$43 2 nillion (6. 4 per cent of current revenue) in fiscal

year 1986/87.-_

In Guyana the fiscal position has deteriorated significantly
in recent years. The current aceount deficit which. averaged
less than 10 per cent of GDP in the 1976 80 period had increased
to over,30 per cent by the early 1%80s. The overall deficit had
increased rnroner.SO per cent. For the-public sector'ae a wholer
the current defieit ae a percentage-of GDP averaged ever ZC per-
'cent betneen 1977 and 1987.‘ In Guyana‘s-case too externalrfinance
has also'fearured proninenrly”inn;he finance of the eapital'
Vprogrammee. Between 1975 and-1985'net external'borrowing accounted
for 25 per cent of thertotal;overail deficitsrincurred by the

central govermnment.

The Jamaican=Goverhment has not-been able torﬁake any-
"saving on its current budget since 1976. - The deficit/GDP ratio
averaged almost K per cent between 1976 and 1986 For the current

budget and 15 per cent for the overall budget of the central
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'govérﬁmént. For the puplid sé;tor as a_ﬁﬁoie fhe deficit /GDP
ratio rose ffom dnravgrégerof‘5.5 per'cent.in 1977/85 to an

Vaverage.of'16 pér Cedi in 1981/85. The rapio dropﬂed to less

" than 10 per cent in 1986 and 1987. Between fiscal year 1973/74

and‘fiscaluyear 1956]873gxterﬁél finance accounted for almost

'fSOVPer éeﬁf'df the-ﬁotal overall deficitg of'the central

government. -

Trinidéd aﬁd-Tobago's surplus on current account as a
proportion of GDP increased from less fﬁan 31bér dént in the
eéarly 1970s to an average of over lS'pef cent in the periqd
1974 ﬁﬁé 1981.7 In this period the Government was able to finance
a large part:of its development programme with 1its own fundé.
VSome'qfrthe savings were diverted into a ﬁumber of so-called
Long TermAfﬁnds earmarked;fo? spgcifié_éreaé,_but these WQre_
qn'ickly'd;awr;-doﬁn in the 1981-86 period with -the decline in
revenues Stegming_from-fhe-drop,in oii pricés.. Between 1983 and
11985 the cﬁxrentraccouﬁt sufplus fell to iesé than 2 per cent
of GDP aﬁd'in 1966 and 1987 itrturned negative. VBetween11982
aﬁd 1987_the overall defidit averaged almost 10 per cent af
"GDP, ﬁuﬁ'a 1argé partrof tHis‘was_finanged bj ptevioug years
éavings, aéfiﬁdiqated earlier. 0f thé tota1 deficits of some
:TT$10.8 biiliﬁﬁ incurred between 1982 and 1987 net external
) finéncihg amounted to less than 9 per cent. In 1386 and 1987 net

exférnél'finapcing (L.e. disbﬁrsements minus-repéyments),was
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_negativé. _ﬁet QOmestic borrqwing-(inclpdiné,édﬁances fromrthe
_Centralrsanﬁ) in;reased from TT$55 million in 1984 to an estiﬁéted
TT$1,274 million in 1987. With current account deficits in

 1986 and 198?, And_giﬁen the'difficultias in raising foreigﬂ,
ands, the ﬁapifdl pfogram ﬁasrréduced cbnsidérabiy in 1986 and

1987, when no ﬁajbr:undertakings‘were iﬁitiatgd.

Pri#até Savings:

| As a ‘aource of funds for dévelopmént; the non-Government
gsector hoids éritiqal impo:tancé. Goférnmentsf investment
prdgraﬁs Have suffered as-arresult of;thergrowth ﬁf consumptilon
: spénding; To move from a p?sitiod of zero or negaﬁive,savings
rto arlevel‘aﬁouﬁting to say.S ﬁer cent of_GDP‘will requiré,a
great-degl'of'bolitical will paftiCuiarly in a éituation where
thé—regiﬁﬁls ﬁéjor expdfté are faéing depréséed prices. Table
2 Qhows that the proportianof_GDP accounted for by Govérnment
finalrconsumbtidn'expenditqre-arﬁ-higher'ih the cases of Trinidad
and TObééorénﬁrGﬁya#a thén in the cases of Bafﬁados and Jamaiqa.
B ﬁith respect to the former two there ﬁere sha?p increases in

- the proportion'sihce the early 1970s.

One of the major elements in the adjustment programé is a
reduc;ion'of government intervention in the economy and a more
';activérrple for the private sedtor. The need for Governments to

- finance é-larger proportion of their investment is not unrelated
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TABLE 2

: Government,and'Private'Fiﬁél Consumption Expenditure
' as a % of GDP,_l970—87

BARBADOS - GUvana . JAMAICA  TRINIDAD & TOBAGO

Private Governmment Private Government Private Government Private Government

| a

1970 - 75.7 19.9 lso.a) 7.7 . 60.9. .7 60.0 13.1
740 76,8 142 537 17.0. 67.9 17.97ﬂ 23 13

75 69.9 :12.6A'_ 4%;3"' 19,6 66.1 - 18.4 426  12.3
76 74.0  17.5 50,3 282 69.6 - 20,9 47.5 12,2
77 . 746 - 17.3° 607 - 25.8 - 68.4 20,7 47.8°  12.8
8. 70.3 17 56.2 - 23.4 fas.g-;' 2000 52.0.  13.4
9 7. s s2.2 262 631, . 19.3 513 13.9
80 62.4 149  51.8  726.9 65.7 204 459 12.0

" 8l 64.8 . 16.8  59.3  29.4 69,4 210 499 12.8
82 63.5 . 16.5 . 1 60.7 30,0 -70.3 _: 7722.6 57.9 ©21.0
83 "62.5 . 6.6 6'4.8..'w 32,0 69.5 211 62.7 20.4
8 2.2 - 16.8 - 51.5  32.3. . 65.6  17.9 6.2 22.2
85  58.2 515}8 i 53.0 36,9 66,3-l C16.7 55.7 22,7
86 . 60.3 17.5 . 45.0 39.5_' 69.7 15.2 7" 50.7 - 24.3

87 66.013 19.0 . -46.7  36.1  65.4 15.5  56.9 . 23.0

©a. 197é‘17"

f:Soufces:V‘Offidial Publications and IMF Intermational Financial -
Statistics, Various Issues.
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to this objecfivé; It is feared the present trends of increasing -
govérnmént bbproﬁing on the ldcal markets could crowd-Aut the
private éectdr; Tax‘fefoﬁms ére_al#o aimed at’éncouraging a
higher level of inveétment. The privaﬁe seétors,argﬁe that-tax
révenues Haféinot beenrspent efficientiy, A reduction in thé tax
Tate fof'hus;nessjconcerns will ﬁrbvideAthe surpluses hecessary'
fqr é,ﬁigher,ie#él of inveéﬁment; _A complémentafy argumént isr
that a_reductian in the-téx”rate for the higher income g;oupé
would raise:thewlevél of savings, since-théy haveia-highér

- prcpénsityrt6<save. ;Tﬁe faét is that,in many cases the effective
level ofrtaxatibn is mqéh 1owar/gggg the nominal rates would-
seem to suggest glven the exemptions anqiéhe oﬁportunities for
_reduding thé géx burden. A major premiﬁerundérlying_the abqve
argumeﬁté ig thaf fﬁndé spent By tﬁe'privaté sector provide a-
higher reéﬁrn to thg_economy than'the same fqndsrspent by the
public seéfér;_,Thé ﬁqtives which prpvide_the ba$is fof public
spénding:ara'ﬁdt necessarily the éame-oﬁés that. drive the privaﬁé
secth and thé concept of 'feéurn' has to Be interpreted wiﬁh
garef-*The-pe;éeption that nqnjwage iﬁcqme is assqciated #ithra _
Vhighef Saﬁiﬁg propensity is not one'th;t is-accgpted without
controvérsy.- Thé-growth_in per capitariﬁ;dme need not be _
acdompanied,ﬁy a.hiéher marginal savings rate as:is commonly

assumed.
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Therreénetien in direct texes-is often aeeempanied,by an
increase inrindi:ect_taxes‘andrthe rednction‘or removal of price
contnoie;f In-snch,attenpts to_increase eavings and improfe thé
alloeatien of fesources distrientional issues-e;e put en the
 back burner‘,to be handled by ad hoe ﬁeasuree;‘ In therinterest
'ofredjuetmenﬁ7ehe-regressiye,neture of;indireet taxes is easily
bverloeked.‘tlf in‘fact’nnese taxes succeed in reducing consumption,’
eome'unenplefmentrconld_reeuit;- Fi:ms.long-oniented toWaids--

.the demeetiermenket-meyeehoose to cioae ra;her than shift_their
resonrcee torenperts,‘ The enport function isifer more complex
_than is generally accepted and ipeludes factors outside the controel
; of the Tocal economy. There are instances of countries which
have‘donelall fhe thinge expected of them but have not been able

‘to develop any'significant'non—traditional export capacity.

Interestrrates policies are an. important element in adjustm_
ment programs. Interast rates tend to be seen as a major
influence on.sevinge and 1f it is peréeived that there is an
inadequate level of investlble funds, an}increase in intereeﬁ
. rates 1s normally suggested  Am increase-ln the cost of funds
twould of course tend to lead to an inerease in lending rates if
: financial'intermediaries insist on maintaining their spread-

Paradoxically, such an increase can take place when a major

objective is to increase the level of investment. In such a case



18.

'-1ooe is left to assome that-there'is ershortege of resources;

and thls-ls_riewed'as a more'important'oostecle to investment-
than the cost of borroﬁing.,VAlternatively;the'thinking ‘may be
that-the'increaSe-in-the-interestrrate is not eoough to make |
borrowing prbhibitiVEb _Certainly, it would not be that the cost
of funde_ooes.not matter‘in the‘investﬁeﬁt deoision._ When

w deooSlt andrlendinglrates come—doon_not ooly is it essumed that

volume of savings will not fall, but that investment will increase.

Partxofrthe answer to some of the'inconsistencles one'finds
in interest rates policies is to be found in the theories of
those arguing for a positive interest rate policy i.e. for
interest,ratas_thet exceed the expeoted:rate of inflation end
'tous prorlde savers with a positive real rate of return. lhef
hasic argument is that controlled interest rates (which is only
'one aspect of the finencial repression programme) ‘distorts
saviug behaviour and encourages resources to move to non-p roductlve
uses. To the extent that the controlled nominal rates are below
~the equilibrium real interest rate necessary to prov1de,the
_1eve1 of saving ‘to finance the required level of investment the
desired growth rate will/ggtreallsed - Advocates agelnst
frfinanoial'repression argue agailnst control of ooth deposit rates
and leodlng ratee.' Severs should not subsidise borrowers.
Ioterest”retes'left to findrtheir values in themarket place would

not only attract the neeessary funds, but would determine which
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: préjects,are-worth undertaking;_lﬁarginal projects offering
a rate of return below the real cost of funds would be discouraged.

Bﬁtfsupposexthese marginal projects have high social values? -

The emp rical wdrk onrintereét rates bofh—in devalopéd and
developingjcbﬁﬁtfiés is quite inconclusive. In some studics
the link betﬁeéﬁ interésf rates“(nominai ﬁr re#l)-and savings
‘is Weak;;yBecéusé'of thé'mOney illusion, negative real interast
fatés do nptlalways appeér Gdihévé the,adverse;effect oﬁ economic

grbwth sﬁggésted by much of tﬁercOnveptipﬂal theory.
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II., DETERMINANTS OF SAVINGS, TNVESTMENT AND GROWTH*

-Croth ;5 
lClassical and neo-classical growth theorists take a rather

"simpliétic view of the ﬁorld. The savings and investment functions
are vigﬁed:és ﬁirtually the same thing. Savings is seeﬁrés a con-
straint on devgiopmeht aﬁﬁ‘if investment is t0 increasé,,this has
to bhe precedéd bf an increase in‘the savings level; All savings
are traﬁslatedrinfo investment. VIn cher words, realised invest-
ment isralways équal to planned saving} In-the reai wotld this
Vneéd‘not be the case. Inﬁeétmént can also be financed on the_basis
7 oflborrowing. “As indicated éaflier, Keynesians see saving as being
a functionrof invgstment and incomé. Whéteﬁér the view oﬁ whigh'
comes fifsf, financial resources are séen as a éritiégl'variéble'
 in effotté to sfﬁmﬂate growth'and empldyment.- Inrequationé}(i) to
(4) wé'eﬁaﬁiné the‘relationsﬁip,betWeén gfpwth, dﬁmestic éavingsr
and prilvate and€official.fprgigﬁ capitai flowé for the four coun~r
tries.j'éévinga énd'foreign éapitalrafé expressed as percentagés-
of'GD?: Iﬁ-Equation-(l) doméstic savings and foreign finaﬁce are
not ableftorexplain any signifié;nt partrof Barbados' economie
perfdrhancérin_the.périod,IWQ-SQ. Fofeignrééviqgs are 'broken-up'
into direct,investment, ’othe? private capital' and offidiai
inflows, buﬁ ail ;he independent variablés have negative signs.
The high standard errors cast serious'ﬁbubts on the‘significancé

of these variables.

I am indebted to Vince Marnj for his assistance w1th the
computations.
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RGDP : ' %-,fété of.gfowth—of real GDP’
: GDS:, = ‘grqss domestic savings-as a % of GDP
bI ‘ = net_directVinveépment'flows as a % of GDP
PT '._=f-ﬁg£ ofher,privatelinﬁestment flows.AS a #% of GDP 
oR- - = _nef officia1 recelpts as a % of'GDPV
;GD? | - grbsé doméstic prodgcf at current prices.

BARBADOS (1972-86)

(D) RGDP = 10.21 - 0.37GDS - 0.57D1 - 0.26PT ~ 0.640R

©(6.113 (0.35)  (0.76)  (0.56)  (0.69)
o | R* = 0.15
& = -0.20
D.W= 1.99

GUYANA (1970-85)

(2) RGDP = --8.09 + 0.47GDS + 0,94DI ~ 0.11PT + 0.160R
, o C(2.84) (0.16) - (1.03)  (0.95)  (0.17)
o f = 0.39
- 1.88

- DJW

JAMAICA (1970-86)

(3) T RGDP = -7.78 + 0.446DS + 0.52DI - 0.1IPI + 0.200R
: (5.33) (0.31) = (0.42)  (0.35)  (0.28)
| & = 0.30
DW= 2.3

TRINIDAD AND TOBAGO (1970~87) -

(4) RGDP = -5.91 + 0.34GDS + 0.39DI + 0.52P1 + 0,810R .
. ~ (2.54) (0.11) (0.33) . (0.71) (0.48)
' . 8% = 0.51

DW= 2,67
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CIn thé case of Guyéna the explanatory power of the same
vafiables= is mﬁch grégterraccouﬁting'aé they do for almbst-éo per
_cént of Guyénafs-grOWth iﬁ'the perioérlg70s35.' ihe éaviﬁgs; the |
direct investmg;t aﬁd-thé official inflows vériables all have
poéitive_.signs; The direqt investﬁent-coefﬁicient is larger than

" the domestic savings coefficieﬁt; but is not sgignificant. -

In the case of Jamaicérdoméstic and fpreign savings accounted
for about'é,third of the growth;in réaliGDP iﬁ the period 1970-86.
All thervariableé'with the exdeptioﬁ'ﬁf 'other private inflows'
had a positive effcct;, With a coefficient‘of'O;SZ direct invest?
mént had a stfdnger inflqéﬁ;e~than either'do@eétic savings or

official capital flows.

r;iﬁ ghé_caée of Trinidad_and Tqﬁago,:all ﬁhe independent

' variable; are assbéiétéd with posifivé signs, and tdgethe; explain
oﬁef half'§f T;iﬁidad and Tobago's g:bﬁth in the period. 197@,82,-_
The 'dffieial'iﬁflowg’ variable has éhe highest'coefficient, fut
.the-staﬁdard'érror'raises'5qmé,QOUbt about its ;ignificance. on
the other ﬁandrthe_savingsr¥é:id éeems_tc have had a definite'

impact on Trinidad and Tobago's growth in recent years.

There 1s some controvﬁrsy'in the literature oﬁer the effect
of f-ore.-ig-n Vres_ourcresAon the domérsrt:ri.é sav_ing:s laffort. There is a
view ﬁhiéhrésserts fhat the impact tén&é fo Bé,negative., The
Vavrailabilityl ,of.'-forei'gn.finanrce, Vi‘.t is argued, --cran'encourage'

greater consumption and reduce the local savings effort.
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‘Equations (5) to (8) show the‘rélatibnshib between the domestic
savings'ratio and-fbreignﬂfinanéé. In ﬁarbados‘both the private
" and foicial-inflows variables are associated with negative signs,
implying they have had a negétive impact on the_domésticrsavings°

effort. In. Guyana the opposite is the case. All the explanatory

BARBADOS (1972-86) -

(5) GDS = 16.10 -~ -1.37DI - .0.77PL - 0.320R _
: - (2.17) (0.51)  (0.43)  (0.60)
82 = 0.3
DW= 1.82

- GUYANA (1976-85)

(6) © GDS . = 14.30 + 0.68DI + 2.23PT + 0.230R

©(2.82) (1.81) (1.55)°  (0.30)
o 82 = o.i9
7 = ~0.009
D.W= 2.16

JAMAICA (1970-86)

(7)-  ebS = -16.33 4+ 0.82DI + 0.54PI - -0.530R
. C(1.49) (0.30) T (0,27) . (0.20)
7% = 0.60

D.W= 1.37

 TRINIDAD AND TOBAGO (1970-87)

'(8)  6DS = 15.76 + 0.27DI + .2.52PT - 0.930R
| (4.79) (0.83)  (1.65)  (1.18)
| R =0.07

DW= .1.03
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variables have pésitiye signs, but they e#piain very littlé ofrthe
variatibﬁ in the domestic sévings rétio; inﬂthe case of Jamaica
they explain_éorper cenﬁ; O0fficdal inélows,‘hDWever; has had a
'negative'efféct on the'domestiérsaviﬁgsrratio; The same is the
.case iﬁ'Triﬁidéd and Tobagb;_though the high sfandard error asso-
ciafed with this variable caéts doubt on ité_significance.- Also,
rall the'vgriablésrtaken together explain véfy little of the varia-~

tion in the doﬁeétic savings ratio.

VIn 5¥der—tolfufther éxpiore tﬁe factoré-affecting the éavings-
_rate,the rﬁté of-growth-bﬁ GDP was added és anréXplanatdry'vériﬁble.
‘In the-case,of Barbados the fit was not sigﬁif%cantly,improved.,'in
the éase'df:Guyéna_fherraté of growtﬁ of inceme was a'majorrfactof
affecting'thersavings_ratiof :In jaméica it,haé'a'positive effecg,
hut there_was'nb improvement in the éxﬁlanatory power of thé
fuqction.'}in_tﬁe éase of Trinidad and Tobago-the_incomé Vériable
-waS'féuhd td bgrtha:mogt importap; influénce affecting the
fsaviﬁgstratio;' Tﬁe éddition'of‘this variabie-increééed the

adjusted_Rz;frbm less than 10 per cent .to over 40 per cent.,

As a further exercise the savings ratio was regressed on

GDP at current prices with the fbllowing‘results:
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BARBADOS (1972-86) -

¢ 9) . gDS = 3.84 +. 0.CO6GDP

(1.68) {0.001 o
R = 0.68
DW=.2.18
GUYANA (1970-85). _
(10) GDS = 24.80 -~ 0.007 GDP
_ : (5.53) . (0.004) B
| | & = 0.07
DW= .1,74
JAMAICA (1970-86)
(11) . GDS = 17.79 - 0.64GDP
: - (2.30) (0.40)
' 82 = 0.09
DW= 0.44
TRINIDAD AND IOBAGO"
(12) ~ @pSs = 21.03 - 0.0005GDP
: ' : © (4,62  (0.0004)
- 7% = 0.03
DW= 0.46

The current income hypothesis appears to stand up only in
Barbadds'whefe 68 per cent of the variation in the domestic savings
ratio is éxpiained by current income. The explanatory power of

the other équationslnot only extremely low, but the income

variable has the 'wrong signm.’



As'iﬁdicatéd-earlief, net domesﬁid savings has three main
ccmponents. :Tﬁe factors influencing each are not the samé.. Govern-
 ment savings is'ﬁQtivated hy)the need to fiﬁancé at least part of
thé inf:a~$t#u¢tural reqﬁirementsneceSSary to encourage growth.
Argood sa§ings effort may alsq help a government obtain outside
funds, particularly iﬁ éiﬁuétions wﬁeré_counﬁerpart resaurceérare
a precondition;- Govefnments,_hbwever, are always ﬁnder pressurc
to expand ;onsumptiqﬁ expenditure anﬂ a major savings effort cails
for great political will. It ig diffigult to speclify a savings.
function.fbr govérﬁment* siﬁca the availégility'of/gteatar amouﬁ
of-revenue;in itééifgneed notrrasult in a gneﬁﬁef level of éavings.
Such facto£5'like.export and the tax rate do_tend tc influence
-revénue.' iuvestmént expgﬁditqie can'itéeyf'genefate greater cur-
rent spending; Corpcraﬁé savings alsc dépends on a variety éf fac~ "
tors. The'gréwth'bf the economy and the investment climate will
rankihigh dﬁAthe list. The latter téndsrto be—influeﬁced:by govern-
ment policieé, the taxrrgée;iproductivity of the labour force, -
Kvarious fo;ms of iﬁcentivesg development in other countfies,
npportﬁnitieé fbr_investmeht an&, cf course, the political climate.
,With-respect to pefsonal savings, empirical_studiés poiﬁt te a
vafiety of faétgrs, Parscnal dispcsﬁble iﬁché tends t§ be of
ﬁajor-impoftantg; _Intefésf (real or nomiﬁal)'has been éhown to
"have a posifive effect oh'pgrsona} savings in some situatioﬁs and .
in othefs-notu Unquantifiable_iqfluancés éuch as ﬁncertainty about

the futufé'énd the need to save for a Fainy déy or to provide for
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future contingencies,cften exert a stronger impact than the rate of

retdrn. " In
selected

/1ndependent
Equations (I

7Fovernmant s

(TR). With

CAS - =

TR - o=

Eqﬁations (13) to:(28) we examine the effects of
varlables on scme of Lhe components of aggraoate savingq.
3y to (16) show the ralatiﬂnshlp betwaen the central
av1ngs (d;f1c1ts) ratLo, exports (X) and the tax ratic
the exception of,Trinldad and fobaga,rthe association .
government current account sav1ngs (defic1t) expressed
as a proporticn f GDP

ezports of gords and services expressed in current
values

‘tax revenues éxpressed-aé a proportion of GDP

' government consumpticn expenditure expresszéd as a

preportion of GDP

cR =
PCI -

" BARBADOS (19

government current revenue

per capita GDP

72f1986)'

(13)  cAs

. GUYANA (1970

= ~-14.35 + 0.0009X + 0.65TR
1 (10:76) (0.001.  (0.49)

(14) ' CAS -

§ = 0.20
D.W = 1.48
sti.i 7
- -33.56 + 0.01X + .0.17TR
(21.43)  (0.02)  (0.98) .
| -R?;,= 2.09
DW= 0.70
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JAMAICA (1970-86)

(15)  CAS. - = -0.14 + 0.0006X - 0.24TR

(2.96) (0.0004) - (0.14)
R B = 0.5
| | DW= 1.5
TRINIDAD AND TOBAGO. (1970-87)
(16 - CAS = -30.52 - 0.004X + 1.98TR
o : (4.52) (0.0007) (0.22)
-' & = o.82

DW= 1.00

in the otﬁarrcéses is .wéa#. In the gases_of-thé fﬁrmerr the tax.
ratioe had_a “significant iﬁflueﬂce on the Government savings effort.
(Tablerg shoﬁs that the'taxErevenue[CDP ratiq'vary'greatlg among
‘the fogr cnunt?ies). The cquations_vefe fe;run using current
revenue as_thé'éependent #afiable énd éxports‘aﬁd-per capita;-
incbme aé'thé'indepenaent variaﬁles; Not Sufprisingly,the assd~:

. ciation was much stronger here. See Equationé (17) to (20).

BARBADOS (1972~86)

(17)  CR = =26.98 + 0.,073PCI + 0.C2X

(12.17)  (0.009) (0.05)
‘ B 8% = 0.99
| DW= 2.18
CUYANA (1970-85)
(18) . CR © = --332.50 + 0.83PCI - 0.55X
: , - (68.76) - (2.17) (.26
' : 7% = 0.92

D.W = 0.87
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TABLE 3

- Tax Revenue as a %-of GDP%_1970—87;

Sources:

‘0fficial Publications,

Birbados" 7 nyana : -JamaiCa : '_Trinidad
| Tobggo2
1970 nea.. 22 17 .16
S n.a. © 20 18 17
72 23 22 18 18(4)
73 23 - 23 18 18(5)
74 20 313 17 30(21)
75 22 39 18 32(24)
76 22 . 30 18 . 33(23)
77 22 27 17 36(23)
78 25 24 20 32(20]
79 24 25 - 20 33(21)
80 23 . 25 19 40(25)
"81 22 - 30 22 £0(26)
. 82 23 31 25 34(17)
83 24 .- 33 23 132(13)
84 26 - 34 23 33(15)
85 25 na’ 27 32(14)
86 24 . .na . 28 27(10)
87 P 26 na na 28(12)
na —rrndt;aﬁailéblé
‘P Provisional
1. at current market prlces :
-2,  .f1gures in brackets refer to revenues from the oil sector
3. 1974 to 1977 include the sugar levy .
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JAMAICA (1970-86)

(19) . GR = =~145.12 +  0.47PCI +  0.15%
o (109.21)  (D.12) (0.83)
R s 0w
D.W = 1.83
_TRIHIDAD AYD TOBAGO_(1970-87)
(20). . CR =  -620. 59 + 0.32PCI + 0.34X
(116,13) . (0.32) (0.08) P
S o SRS = 0.99
DW= 1,75

~Another way to examiné the savingsrfgncfiqn is go iook ét'
.rﬁhe consumption function Goverﬁment cthumption ratio (i, e. finai
consumption étpendltures éxprcssed as a proporticn of GDP) was
regressed en the tax ratio with the rhsults shown in Equations (21)-
to (24)1 The asscciation is_generally very weak. We expect in-~

creased tax revenues to lead to greater govarnmenf'spending, thus

 BARBADOS (1972-86)

(21)  -CE = 2,19 + 0.64TR

(10.87) - (0.47)
o B2 = 0.06
_ DW= 1.36
. GUYANA (1970-85) |
(22) CE = 12.16 + O0.48TR
(7.75) (0.27) |
% = 0.12

o
=
n

. 0.88
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JAMAICA (1970-86)

(23) CE® = 15.55 + 0 .127R
- c (2.66) (0.13) ~2
. R® = (.05
D.W.= 0.4
TRINIDAD AND TOBAGO (1970-87)
(24)  CE = 16.64 - 0.02TR
- T (471 (0.15) :
- S & = 0.0
DW= 0.28

implying a positive sign for the tax ratic variable., In the case ¢f
" Trinidad aﬁd Tobagq the expeéted sign d¢id not materialise. A nega-
tive”félaticnship<between ﬁhé'tax variable énd gbverhment current

spending suggests a policy aimed at cdntroiling aggregate demand,

Bank-depoéits,repreéént a major form af savings in CaribbEQn
economies;fVSome of the factors-that-gfféét.the voiume of bank .
deposits are interest rates,_pe:!éapitarinccmé and ﬁhe expeéted
rate of.inflatién; Therséréad-of bank offices can also affect tﬁa
aﬁount 6f savings acccunted for by the_bankiné éystem. ‘The gxpectéd
ré:é of inflation'is'not a directly observable variable and 2 num-
. ber of deviséslhas been‘;sed'in empggical'work‘fo arrive,atré
reqéonable_qurrogate,' -In thils gtudy we have used the previcus
yéér's inflation rate as .a ﬁréxy‘in the current year. We chose a
‘middle rate ( the 3 mbnthé fixed depcsit rate) to represent the
rate of;refurn}: In all fouf cases, tﬁd interéét rate, thejéxpected

.rate of inflatidn and pérrcapita incrme explain a high propoftion
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of ‘the variation in the level of bank depoqits. In the cases of
Guyana and Jamaica thb interest rate variable ‘came out With p081tive
gigns, but so did thn 1n{lat10n Vallgblc._ In the cases of Barbados

and Trinldad and Tobabo bath these variables are associated with-

The Variables

~ IBD = total bank deposits’

-ViNfU' = average nominal 1nterest rate on 3 ‘months fixed dep051ts,
iF =" the e?pected rate of 1nf1ation represented by the actual'
’ _finflatlon rate }aggeﬁ one yaar
PCI = per capita GﬁP-in current prices.

- BARBADOS (1972-86)

(25) TBD. .= 39.38 - 0.80INT - O0.94IF + 0,11PCI

. @2..74) (3.82) (0.91)  (0:27)
72 = 0.99
) DW= 2.11

GUYANA (1970-85)

- (26) TBD = -588.27 + 83.12INT + 6.95IF + OC.34PCI

- (271.14) (28.78) (16.14) - (0.29)
- | ﬁz = 0.78

D.W= 0.43

. JAMAICA (1970-86)

(27) TBD = -2204.18 + 402,69INT + 7.44IF + 0,008PCI
R S -~ (1047.98) (111.89) (38.67) ~ (0.33)
' ' 8 = 0.55

D.W="0.90
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TRINIDAD AND TOBAGO (1970-87)

(28) . TBD = 1986.78 - 421.88INT ~ 120.81IF + 0.62PCI
' ©(1002.02) (200.92) (38.37)  (0.06)

' # = 0.93

p.W = 0.92

'ﬁegative.signs. Though per capita income is-positively related to
totél bénk depésits, Ehe assdgiatedrstandard‘errof is generally
ﬁigh, excapt_forrTrinidad And Tobago. Qne'expécts the interest
_raté to be aésdciated'ﬁith'a positive sign. A neggtive éién indi-
catés thét:people save less when the rate rises. A high rate of
inflation'ﬁoula,tend to.encsﬁrage peoplelto move out of financial
assets.  Sgﬁers:who'éuffer'frém'MOney iiiusicn cr who are motivétéd
by factors ofher ﬁhan tﬁe-ratb of_reﬁurn w?uld cogtinue to éave
even thaughrthe raterof inflation is higher-thgn the intefést rate,
imélyiﬁg a'negativé.real interest rate;i ﬁeéponsiﬁeness tc incern-
tiﬁeg isrcondition#l by a vériety of factors which have a dif-
,feréntiai impact cn communities, dépending oﬁrsophistication,

_ opportunitieé fcrrinvestmeﬁt, envircnment, exbefienceg confidéncé

and perception of the future.

éiﬁce deéoéit rates'répresent.éhg cost'of fundsrfor'financial
intermediariés,.they‘aré a ﬁajor influence 6n lending rates. Not
sufprisiﬁgly they;tend té move in thé samé direction since finaﬁcial
institutiens ;e@d'to mainfainuaréerﬁainrspreéd; "The cést cf bor-
rowing fgﬂdérié-only one.factor iﬁrtbe'investment decision. Pro-

jecte thatloffér_fhe'prospect of a gooa‘return will still be under-
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taken notwithstanding marglnal changes in the 1nterest rate, This

'is likely to be partlcularly S0 where “the costs could easily be

passed on.: An increasc in interest rate can declde the fatc of

some projects.,_

RegteSSiots carried eut with the réte of growtﬁ of real in-
ccme as the dépéndent variable and the investment ratioc as the
independent ratioc shqw the latter as a poor e#planator}rvariéble
except for Jamaica -where the coeffitient'ﬁi@ highlyréigniticant
and the ﬁ? to be almost 40 péf,cbnt. In,ﬁquétions (29) tortBZ)
the_invéstﬁent vériéble'isrregtessed‘on the_average prime rate and
the expétted;inflation rate. The Frime Rate ié asscciéted with the
expectad,negative s;gﬁVEXcept in thé-case'of;Barbados. Only in the

case of Jamaicagrhowever,ris. the coefficient significant.

= the’ inflation rate larged cne Year
1VT =-wgress fiyed ‘investment as a proportion of GDP,
PR =

_average prime rate

BARBADOS (1972-86)

-(29). IVT = 17.80 + O0.28PR 4 0.09IF

(6.53) (0.68)  (0.12)
' | RZ = 0,07

D.W=" 1,11
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GUYANA (1570-85)
(30)  IVT = 25.18 - 0.58PR + 0.45IF
- . (4.09) (0.56)  (0.24)

" JAMAICA (1970-85) .

(31)  IVT = 28.95 - 0.68PR - 0.03IF

(4.26) - (0.32) - (C.17)

TRINIDAD AND TOBAGO (1970-87)

(32) . - IVT = 30.59 - O0.41PR -~ 0.21IF

(5.46)'.(0;57) - {0.21)

D.W

D.W

I

-6,12

1.9

0.13

0.93

0.01

1.23
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Coecleding'gemarks

Seriees fiecal.aﬁd belence of paymenes problems - are forcing
Goverements ie the regioetndt only to review their ewn-;ole in the
“econony, but a wheie'renge of cther measures and policies. The
fall of euelie_end ptivete ineeetment in the region has no doubt
been a contributcry factor. to - the poor performances of recent
years.r Savings and investment 1 velsrthemselves, reflect the de-
‘cline or stegnatlon of real 1ncome.: Tﬁis peints tc the need not
only for comprehensive programs,nbut-fefVa‘greee deal of consis-
tencﬁ and”co4ordinaeion among the_measures both ie relation'te
< ghort term goals and long term objectives. The nﬂed te idcreaee
Vthe level of public and private sav1ngs is widely acknowlﬂdged.
Whatever merits or demerits may bc assoc1ated with foreign capltal
the 1atter-qught,net'te'be viewed as a subseltute for a more
V1goreus domestic saving s efrort.r Goverﬁments-have to lead the
way by exercxsing greatar control over the growth of current.
spepding, ‘There are limits to which they can borrow locally, or
abroad, and in certain cases these 1imite may have been raached or
passed.. Heweﬁef eell—intentiened a govermment may be, it has to
Vfashion 1ts pPrCgramns. within the llmits of the resources available
to it. The mcre effective use of these may mltigate some of the
'hardships thdt are likely to result in the short term from the

rationalisation of public expenditures.
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Private sévings also needéto be encouraged. There aré doubts
'whether margiﬁal-changés:iﬁrthe3nomina1 iqtérest rates are-sdffi—
cient to'achieve ;his.  Fértunateiy, Cnribﬁean countries do,not-;alfffrlr
_framthe ou£ragecﬁsﬂ '~ inflaticm levels prevaleﬂiiin some Latin
Aﬁeticanrstétes; Financialrassets aré-éfill attractivé. The”
expérieﬂce,.of‘other‘éountrics with indexaticn tell us this should
,rbe avoided. . What may be needed-besides‘responsible fiscal policies
are more:imaginative‘instrﬁménts in terms of nct only &ield, but

-mafketability.

with reépect to-pfivéte investment  it is clear that many
of the iﬁstitutions'Set u§ to encoﬁrage expansion of prodﬁctive
capacity have coﬁtriﬁute&_very little - to this cbjéctive.-'Théir
structure and cpergtioné need to be eritically examined with a viéw

to increasing their effectiveness.

-
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