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INTRCDUCTION

Th.ls paper represents a pccelnnmaly analysn.s of Jamaica's Econcmic Policy

'1 in the 1980's, under the mfluerme oﬁ Intemtloml Fbwetaxy th:l {MF) Balarce

i .of_ Payments adjustment. programes..

. In so far ag Jamica's ecomruam].icy since 1981 hasmen designed’l-"in

: :' conjmwtimwi " the IMF, ttuspap&outlmfmtofalltheﬁ&aoryofﬂ@
cordltlonah.ty ard the IMP's vmw of thebalarne of payrrerrts adjustment process.
I.nsodomg, therew:.llbe a review of scmeof ’cherrore canon cr:.tlc:ls-ms of the
T's approach and typical responses to those crltlca,_ans by the Fund and its
staff merbers. S o

. -The paper then exarrdms the background to the‘si’c&ati&ﬁ as emsted :Ln 1930,

- lookmg in partlcular at Jamaica's "adventm:es" with fore:.gn exchange cns:.s ard
. theII'ﬂE‘J_nthe 1370%s. Inlm}ungatthe 1980 = 1.tlsmsportantbo lderrtlfy
what, ”lesscms“ hadmen laamt:“ frcmt‘cﬁ 1970 = anﬂ.‘the exterrt:towhlcl*:,those

| Same comzlwsn.ons st:Lll remain mpntam: in ea.ther v:mdlcatlng or mzalldatu}g
tlzeMsa;proachtoEoochohcymaJmmmtext '

Two main IMF programmes. have daninated Jamaica's. eooncmlc.‘ policf J.nthe
1980's. Flrstly, there was an Extendéd Fund Facility extending from Z\prll 1981
to its premature termination at the end of September 1983, Secordly, there was

© a Stand~by Arrangement covering the periodi Fiscal Year 1984-85. These programres
inchided the main TMF performance targets as well as Bany of the typical pre-
conditions and undertakings (not all of wmch appear to have been officially
annowrnced) . Also, within the context of these agreements, there have been many
policy adjustments (for éxample, of Cash and Liquid Assets Raticg). It is hoped
that this paper will be able to give a-syétaratic cutline of the programmes, the
performance targets. and mxierta}u.ngs and,specnflc pollcy measures without being
cverbearmgly detailed. |
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Against the backgrmmd Of those policy measures, we will review the
‘performance of the econany in the 1980's. The primdry concern is not with the
passing of periodic perfommance tests. (It is. apparent that significant effort
was made on the part of the Ministry of Finance and the Bank of Jamaica to pass
" those tests.) Technical waivers have been granted on the basis of uncontrollable
delays in programmed foreign exchange inflows.) Our primary concern is with the
ultimate impact of the Balance of Payments adjustment programme on the econany
{for example, in terms of growth rates, unemployment, inflation, Ralance &F Pay—
);nents performance, etc.). |

The review of the econcmic impact of the policy measures will permit a re~
" exemination of the role of IMF adjustment programmes in Jamaica. It is hoped that
fraw this review, useful policy implications may be drawn for Jamaica, other under—
developed econamies with actual ar latent baTiree of payments priblems and for the.
role of the IME‘ ard the international monetary system.in theprocéss of balance

of payments adjustment.




SECTIN QM
I¥MF CRDITICNALITY AND BAIANCE OF PAYMENTS ADJUSTMENT POLICIES
"Condi‘éiona]_ji.ty“ ffan the perxspective of the Internatlonal Monetary Fund
"refers to the policies the Fund expects a member to follow in oxder to be able
0 use the Fund's General BEswxces.“l o
Fhilg_?:he term was not defined as such in the origina% articles of .agree-
ment, the practice evolved with the use of Stand-by Agreements throughout the
1950's. De facto conditionality led in turn to "definitions' of the principle
appearing in Fund Annual Reports of 1964 and 1965, For example, the 1964 Report
stated: .
Drawings bayord the Gold tranche . .. . are conditional in greater
T Lo o lesser deg;ee,uéh: the ;do;-;rtion by the drawing poqptries‘qg& L
. policies designed to ensure the termraxy character of their pay-
.. Tents: pIOblemam designed also to eliminate or reduce the member's

reliance on exchange restrictions or cortain other exchange practices.z

‘vhile same critics of the TMF have questioned the princinle or legallty of
T co::dltlonall " ard sare IMF functionaries have argued terlally that the IME‘
' doss. ot impose policies on debtor countries, the basis for conditidnaliky may be
Seén as: reflected in the orlgmal Artlcles of Agreement and ear;{.hasmed in their
Second Amendment. For example, Rebichek's gootation of the Second Amendment,
”.Article IV, -Section 1, irdicates the Fund's "responsibility" for 'orﬁefly ard
‘stable exchéﬁga;mta_.._practices and other "econanic and financial corditions con-

ducive-to stability and growth." Article IV, Section .3, emphasizes. the Aund's

4 eind .:-i';! e

J’oseph Gold,. ‘"Corﬂa.tlonal:l.ty“ IME‘ Pamphlet Serles 33. p,

Joseph Gold, cp. cit., p. 2.
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pc.-zers of survelllance over the ecommc policicos of member oountnes.3 In any
event, as di Tella, in response to Rob:.c:‘nek's presentatlon, stated: " . . . con~
dltlonallty, legal or not, does in fact exist . o |

The availability of ¥ financing to a country expar:.encmg Balance of Pay-—
ments problems. especially under Stand-by ané Extended Fund Facility agreements
is therefore conditional vpon the borrowing country undertaking certain policy

adjustments. Such. financing i5 seen as peweitting a lengthening.of, and Te-

‘duction of, severity of the adjustment process.

In providing financing on the conditionality of adjustment, "the Fund secks

to help menbers to attain, over the medium term, a viable paymerts position, in

& Gontext of reasomable price ahd exchange rate stability, a sustainable level

ardl growth rate of econcmic dctivity, and a liberal systen of milti~lateral

' ;baynéﬂts.‘"s Tt must be emphasizé&l that-a “viablé’rﬁ;‘zig;me}rts' position® does not

'necéssarily refer to an overall surplus but may fiean a. curreht ‘account: deficit

whid‘x is financed by sustaingble net capital inflows."that arve c:cxrpat:‘tble with
the dev*elo;_:ment and gro;vth prospects of the cc:u.mtz:y, and therefore, W:Lth its
debt carrying. capacity.” . . ... S ‘

. IME: adjushrent policies focus on both demand r"anagement and the atta:l.ment

i CLuaR T - ' _ - . R

3 &, walter Bobiehek, - "IMF's Conditionality Re-examined”, inmJoaquin.Muns

.(e&.-}*}”ﬂﬁjustﬁent, Copditionality ard. International Financirg, pp. 68-69.

. 7
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Op. cit., p. 76.

5 :«1anu.el Guitian, "Furd Corxﬂltlonahty, Evolutlon, Pr:.nc:Lples “and Practices",
MParrphIet Ser:.es, 1\’;0 3G p.--nf‘-:""._ AP T
6 Loc.. cit. ' ] A




of "agproprlate eooncmy—w:i.de prices These. two strands of pOllCY must be seen
as bemg inter-related and interdeperdent. )
_ 'I"ne fccus on demand manage'ent has g:ccwn cut of the Abscn:ptlon ard esmc:.ally
the Momtary Approaches to the Balame of Payments., The Absoz:ptlon Approach, sees
darvestic inccme over damestic absorptlon or altematlvely an excess of damestic
"Investment" over MC "Savihgs""f. The Menetary Approach €5 the Balince of
Payments, focus:.ng on the "Overall Balame", sees Balance of Paymants dis~
eqtul:.b:rlaasbelrxgaresult of d;l_sequllz_brlmbetween’che stoc}’ danarxiarxﬂ stock
supply of roney. (The IMF's concept of a sustainable cur*‘ent account def:.c:.t
indicates the Monetaxy Approach's arphasxs on the crverall balarm )

‘ Analys;.s of Bala:we of Payments problams often focuses ort the role of
"'ptcessxxres generatl.ng measm fiscal budget def:LCJ.ts whlch du:ectly contrlbute
-to excessive Abaorpi::l.on. Given a tendemy far such deflcz_ts to be measmgly
: f:.nanced by the Central Bark, there is excessive Money creatlon, reflecrt:.rg it~
self in elther forelgn reserve losses OF pressure. on & flex:r.ble excl‘zarxge rate.
| Dana:xl managenent policies ‘therefore usually 1nclude control oﬁ th= fiscal
budget deflca.t (especmally on current. aocount) v restrlctlons on Central Bank
lerﬂl_ng[ to the publlc sector and réstrictions. on crech.t expansmn by the banking
and flnanca.al system These requlranents are. nol:mal Y acpressed in ten‘rs o:E
quantlfled pgfonmme taxgets to be mat penodlcally {usually quarterly} to
fac1lltate oontlmai access to IMF furqu

.. The foc:us cn amroprlate econcmy—mde prlces has its roots in the aﬂphaSlS
of the rﬁo—class.lcal tradition on the superlorlty of markets in the effJ.CJ.ent
aJ_'Locatlon of resources. The thaczreta.cal foundations. of this emphasz.s have also
been s:.gn1f3.cantly strengt‘nened by the wel_'l.—]mam mrks of. Sl'm McKimmon, Gablis

_'arﬁ Fry {on F:r.nanc:.al Repressm ard Deepemrx;) anc'Lvarlous staff studles by the-
/6.




Irrte:t‘natlonal Monetary Fu:ﬂcl N
The prices. with the most pervasive econcmy-w1de ffeu:ts are usually seen
as being the excharge rate and interest rates. Attention is also paid to wages,
_subsidies,. marketing boards or any other "intervention” which inhibits the
"approprlat&" (as ln Mmarket detemurzed") adjusm‘ent of J.nterrﬁl terms of t:r:ade
(rural—urban) ard the relﬂtlve prlces of traded and non-traded gocds, and
darestic relative to foreign costs of production.
_ The negative consequences of an overvalued darestic currency include:
excess demand for foreign exchange with balance of payments problens arxi reserve
losses; foreign excharge rationing with attendant problems, inefficient allo- .
cation and the costs of bureaucracy ard corruption; spemz.lation against the
_ ____ér_:irgf_ast:c currency resulting in capital flight; cost non—ocmpertltlve exports and
pr;ce.‘rmr-attractlve traded goods; diversion of foreign exchange fram official
to parallel markets. |
’ Namml interest rates have ofte.n been adrmmstq:ed in mdwdevelog:ed
count;:i_es; whare, in a context of ‘mflat:i.on,' real rates are sub-equilibrium
{unable to equate the supply and demarnd for lcamable funds) , and often negative.
The &onsequences Of ‘sub-equib;_briun anél negative real rates of interest irgclude:
excess demarﬁ for loanable funds or an éxc-eséhof darestic investment over
dcm:astlc savings,. reflecting ;Ltself_ in bala.nce of haymnts probhl ems, meffa.c:.ent
credit-rationing; a disincentive to save in dqr‘estlc_qurency with implications
for capital flight; utilization of financia} su_rpl_uses fou socially inappropriate
. consumption ard investment (far example, capi‘tzai intens;ive techrology ma labour
surplus econcmy) .- o | :

.o

Tﬁages that mcrease too rapldly relatlve to the rate of dcxmstlc c:w:rency

deprecmtlon arrd/or. the rate of mcz:ease of labour productlnty, mﬂem:.m the




mtenaatlonal o:ﬁpet:.t:weness of damestic producticn.

Subsmclles ard price controls are seen as having a magatlve impact on the
allocation of pIOdU.C‘t‘.lVE resources. For example, a policy of keep:_rxg ‘imported

gooda a:r:tlflc:r.ally cheap for sceial welfare purposes suppresses the prices
oi tradecl goods relat:.ve to those-of non-traded goods, J.th.b:Lthg ‘efficient
import subst:f.'mtion and replacement and improved balame of payments perfonnancé.

“A@m};iriate pricing" therefore usually includes:

1) Exchange rate @e&faluatiion, This may take the form either of an administered
. devaluation to a fixed exchange rate, or scee allowance for fluctuatlons
mfluen:ea by "market forces”. Multiple exchange J;ate practices are Tot a
favourite of the IMF.
—l——-z)';-'_-‘.I‘m:reas&s; in real interest rates with allowance for greater influence by
"mar}éei:'fm:ces.'. Beyord allowing for increases in neminal ratés , anti-inflaticnary
~ policy is also important im this. context. |
gy Corxtrollln} the. rate of Whge increase.
' 4) The remval of subsidies and price c:ont:mls.,

‘I‘hesa pr:.c::.rg ‘policy adjustments are expected to reverse the negative con-
séquences of "1nappmpr1abe prices” as .h.sted above For- éxample, the “foreign
exchange and savings-investment gaps should be closed and their atterdant re-
source. msallocatlon and balance of payments cmsequences elimirated. -

. " It should be noted that the varicus p_ric;iﬁg policies are inter-related in
their’ effécts Me an "appropriate exchange rate” is expected to increase the
flows of dawestic sévirx;s, an appropriate “real‘ interest rate" is expected to
inhibit the foreign exchange leakage. As stated by Claudio M.:TLoser, . .

"i,"'_ o e mterést rate pOlLCleS J_n a wm:ld ef mcreas:.rxg “financial dependence

canmtbe seen. as: separate. frcmexchangeratemanagement theymll have to be:
. /5




campatible with sow other demestic finoncial po}_icies‘."7 Again, a trade-off
between the rate of wage increase ard the rate of currency devaluatlon is often
a féature of e sponsored adjustment prograntes.
Wnile-we have spoken of demand management and appropriate pricing as being
two strands of adjustment policy, it must be emphasized that they are tightly
‘interwoven. " Demand management policies may, in redressing 1I1flat1.onary pressures,
supplement the expenditure switching effects of devaluation, {In fact, more
stringent demand management may reduce the necessaxy rate of currency devaluation.)
On the other hand, devaluation, ﬁigber real interest rates, ramoval of price
controls and subsidies and wage controls may all make a sigrﬁ.fican{: contribution
to demand management. -
~- - Perfamance targets for damand management and the increase of net inter-
national reserves and the movement toward more appropriate prices, are nommally
supplemented by "undertakings® to deregulate imports and. capital Flows and.
eliminate foraign-paynénts arrears conscnant with the IME's e;<;pfessed? parpose to
free intermaticnal movement of goods, gervices, capital and mvestrrent income.

e adjusttrhent pohcles have been subjected to several cr:.tlclsms {many of

© Rrasar <E herd e W,
N iy Voas oy

which are inter-related), scme of Wh.’l.Ch are hriefly dlscussed hereunder with . . -

e,

RS-

scme of the responses. presented by the IMF and its fmctlonarles

1) Firstly, it is argued that adjustment pollcnes anphaszze stab::.l:.zatlon

4 om Lo e Sinm

(demand management) rather than growth (supply expansion) . They are therefore
seen as leading to econanic stagnation and unemployment. Manuvel Gmtlan resporﬂs

ag follows:

7 Claudio M. Toser, "'I\‘he Role of Eccacmzy—widen Prices", in J. Muns .(ed:)},

"op. cit., p. 9l.




Whlle the aciuevamnt oﬁ a sustalnable lr\v 2l of ,2dgregate damand

“ and the consequent achlevement of flnamzlal stabll_lty may have
been the proxima cbjectlves of Furd pr‘llcles, the attaj_m‘entw_“ )
of supply potential has always been the ultimate a.un..8

He bo::rcws the meta;i'lor of the Marshalhan scissors to dea:rlbe the dual
(sugply and demand) nature of Furd adjustment policies. ‘

| RDblChek admits the mport:ance of buz.ldj_ng sunply oriented measures into
adjustment programmes but argues that scme of the necessary measures are beyond
the IMF's campetence (¥ . . . the IMF was designed to be a specialized doctor
ard not a general medical practitioner . . .") and more related to the role of
the World Bark.’ S

Both Gu_tlan and Robl.chek see the supply or.._entat.l.on of IME’ adjustment:
pollc1es as bemg mherent in the a-lpm.:ls on approprlate eooncmy—wﬂde prices

in generating a more efflclent allocation of resources as a bas:.s for ecorx:mlc
growth. Increasing the stability of the econcmic enviromment and the cushion

of TMF, ‘ard TF-inspired financing, is also seen as a necessary basis for the
‘ekpansion-of econdanic activity. Approprlate’ prlclnj however & nay only bé' effective
where markets are develcped and ccmpet.x.twe, A.lso forelgn J.nflows mch serve to
bulld up resotrces ard pay off other- arreats will require additional f:t_nancmg to
eithance growth.” o R .

2) The IMF has often been accused of not'being sufficiently Flexible in

“tailoring its adjustivent policies to’thé §pécifics of the ‘sodial, political. and

B o

& Manuel Guitiam, op. cit., p. 26. T L

> E. Walter Robichek, op. cit., p. 73. .- S g Tar
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edopanic realities"' and policy priorities of the recipient country.
Joseph Gold discusses in detail the Fund's Executive Board's Decision of

March 2, 1979, parag:ra;ﬁl 4, of Wh_'LCh states:

In helpmg menbers to devise adjustment programmes,; the "‘und will
' pay due regard to the damestic social ard political objecta.ves,
the econcmic priorities, arnd the circumstances of members, including
the causes of their pavments :imbalames,m '
Paragraph 8 of that same decision refers to the non-discriminatory treatment of

members.

T The Managing Director will ensure adequate co~ord3_nat10n in the
application of policies relating to thn use of the Fuzxi’s general
resources with a view to maintaining nor-discriminatory treatment

' of members. ™t ’ B '
paragraphs 11 and 12 respectively require orgoing assessments of individual
adjustment. programmes and pericdic reviews of t?'ne general expa;:iexm of MF

Desp:.tethe apparent willingness of the ]l‘rIF to be sensitive to damestic
realities arx:'l‘reflectiﬁe on its policies, many of its critics are not convinced
¢hat such decisions have effectively been translated into practice. In parti-

..cular, there is insistence om "apgiropr.iate prices” regardless of the level of

A { Joseph Gold t:;' “E). 220 . ’ . e Ument L

Y op. cit., P 30 __,
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developnem; of markets, Also, the insistence on derequlaticn is opposed to
central plannmg or "sccialist regulation“. |

' 3) T}p IMF ms been criticized for the stringency of J.ts target., the expected

- speed and assocq.ated costs of adjustment arnd the tightness. of prcgraz@es repay-
I-nent. periods.,. The costs of adjustment, it is therefore argued, tend to be. sgvere.
The IE cmnterposmtlon argues that, in the’'context of ongomg Balance of Pay—
ments deflclts, the use of financing instead of adjustment is not mdeflmtely

possﬂale in so far as international reserves are not infinite,

Countries typically seek to enter into arrangenents with the Ty
when their own international reserves are close to exhaustion and
when their access to other extermal sources of finance is severely

The: oomeprtion theréfoa:e 15 that mar:y Balance of ‘Payments deficit comrtries
only seek the medlc:me of the: IMF when their “illness" is chronic or acute.
In that context,.it is. argued (scm:hat 1llogn,cally) that the patient must, of
necessa.ty, be givern arger: doses of the antldote |

o On a more sound: logical rmrﬁatlon , it iz argued that the provmslon of IMF
fmanon-g is des:.gned.to smooth and. facilitate the process of adjushrent- The in-
tens:.ty and abrasn.veness of the adjustment effort necessarlly varies inversely
with the amount of emergency financing available. Given that the deficit.
cozmt@'s international reserves are usually exhausted, the intensity and speed

of ad;‘iﬁétn*errt are dictated by the limits of IMF financing.

2. pobichek, op.. cit.,. p. 71
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. Wanda Tseng,. i stpparting the case for adjustment, argues that "the costs

of such adjustment must be measured against those of not adepting timely adjust-

ment policies."’ Because deficits cannot be sustained indefinitely, adjustrent.
Y -

mtheabseme of IMF policies, will be farced upon a country ard the ¢osts of

- such. adjustment may be more significant and less socially and politically

tolerable. These costs will include: depletion of international reserves;
erosion of international ¢redit worthiness and interruption of trade credits;
capital and raw material shortages; capital flight.

It rust ke stresseﬂ however that in; 1 adjusﬁrr.nt pollcms ve_ry often appear
to be soca.ally and po]_ltlcally 1ntolerable J.n urxier&evJoped oountries. di Tella

puts thsa issue in pe.rspectlve, as follows

. . . the limits to flexibility are not caly determined by a limit
to Fund resources*, but also by ‘che J_nterml ..:ltLE.thl’l 1n a country
whi.ch J.nposes a de facto J_1mltat10n, one whlch I fear is becmung

more s:.gxuflcantm . ..,cmemhes we speak as if in a d_'l.alogue of

thedeaf, aboutthel:ru.tontheﬂmdarxﬂthelmmtonnﬁm;dual

countr_:q,es when in fact both ex18t,.l4

. Thus, it may be necessary for the fund to acquire expanded resources 6 pro~
vide a more tolereble balance between adjustment and financing.
4) The IMF's medicine is undoubtedly strong but it is often arqued that it is

related, to faulty diagnosis and is therefore inmappropriate ‘in treating the basic

B vanda Tseng, "The Effe(i:tS of Adjustment”, Finance and Development, Vol. 21, -

No.. 4, December 1984, p. 5. i : c ¢t Ll

M uido at Tella in J. Mins (ed.), op. cit., p. 77
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cause of Balance of Payments disequilibrium., For exanmple, it is claimed that the
IMF underplays. the role of exogm shocks (oil price i.mreases) aryd other
external factors {including protectlonlm J_n deve :loped ccuntrles) Ag another

_ exarrple, the IME is accused of 1gmrmg strwtural features in Ln-sﬂerdeVeIOped
coxm’cr:.es wh.lch J_unlt the fle}u.blllty ot thelr supply response. In this =ense,
E‘und pohc:.es terxi to be global rather than selectlve;

The nE, for its part, pcmts to its develcr:tmt of speclal fmam:.ngr
facn.lltles (for example, Qil and Ccmpensatory Fmanc:.rr Facﬂ_]_tles) as ev1d::nce
of its sersltlvz.ty to changing external ClI‘CUHlStﬂI‘);CGSo It is not clear however:
that such financirg especially in the absence of ext.ra-:JIVIE‘ flows have been
adequate to the needs of oil-importing developmg countries, |

. Inrelationship to protectionism in developed countries, urderdeveloped
countries camplain that they have carried the main burden of adjustment while
there J.s limited leverage on the pollc:.es of - surplus econanies, espe(:lally of
the developed world.

. The IMF' arques that it focuses mainly on macro-econcmic targets, leaving the.
distribution of cutbacks to be informed by the priorities of the def:.cmx, country.
- -In. real:.ty, however:,’ ‘the Furd Has insisted on-the cutting of spec:.flc categories
of fiscal expenditure. "This arises when projects are of questionsble produc-
t:LVlty, imply excrbitant recurrent costs, or are at low priority relative to
other.claims on the budget.">-
- Tt may: alsd be appreciated that extremely tight glckal fiscal targets may

force a govermment to cut forms' of expenditure which it sees as being essential

15

Peter S, Heller "Contm}_llng E‘;Lscal Expendz.tux:e ; Emance and: Develop-
ment Vol. 22, Yo. 2, Ju.ne 1985.. ’ '
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for the lm~@ develcpment: of its econany.

On the question of structural factors inhibiting develorment, it has
already been pointed cut that Fund policies are restricted to demard management
cand appxopriaﬁe prices. §*Jhiie the World Bark is designated as the specialist
for supply problems ard there is to be increasing collaboration between the
Fund and the Bank in their country programmes, the Bank's concept of
"structural adjustment” is not synonymous with the ILatin American/Caribbean
concept of "structural transformation”.

5) We have stressed the central role of "appropriate prices” in Furd sponsored

adjustment programmes. According to di Tella:

B Cbviocusly tha Furd's philosophy holés to the belief tlfxa.t markets

| adjust speedily ard well. This implies believing that markets are

- campetitive, no oligopoly exists to hamper ccmpetitive adjustgre:;rb,
that markets are transparent, that Only a gingle price exists in
each of them, that there are no natural disequilibria and those
that do exist are temporary aberrations, that the markets are stzble
ar.r,-i ;chat no destabilizing trerds exist or that these are temporary
or of short: du.ratlon e In reallty there is no antcmgticity,
ccmpetltlveness, transparency or stabn.llty in the markets and the
impact of the adjust:rrerrt varlables that need to be used is so
great and SprLEld over sur-h a long perlod if time that they becane

Jmpossmle, J_f not to say utop.uan 16

18 g3 merla, in g Muns (edl), op. cit., p. 8.
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While di Tella accepts the legical consistency of the IMF's policy model,
he believes, because of mgr}k._u J_nfl..XJ.bJ_]_Lty in urderdevelopzd countries, toak
the required scale of the demgnated policy changes is unrealistic,

There has been much controversy on the Flekipilit ty of markets in under-

‘developed countries, with T.‘.hu Furd frcm l’t.: anpirical analyses remaining con~

vinced of there be.ms:r a suf_flc:r_ent degree of resPonswemess to warrant its.
p@rs:Lstence with approleate p:lClng pOllCl&!"- It nonethelegs appears that
price adjustmerrts have been more effective in restricting aggregate demand -
than increasing aggregate Supply.” ]F‘urthenmre, price changes which are too
frequent, tco large or tco unpredictable rray gererate psychological reactions
which terd to urxiennlne the objectlves of the policy. For example, a foreign
exchange rate that mekes wn.de and uneven swngs (in both directions) may urder—
mine confidence in the functioning of the Foreign exchange market.- Again, high

ncminal rates. of interest (even when. real rates are positive and stimulating real

4 saving's) may disdouraqer the sxpansion of investment.

6) The Fund has been SEen az & pow powerful. international apostle of free market
ideoclogy and an agent of the. international capitalist ard banking system in the
extraction of surpluses fram underdeveloped econaniesu'w’ 18

While this paper is not prepared to deliver a -judgement on the above

characterization, it is.a fact that the IMF emphasizes the role of the price

mechanism in the allocation of resources where such an emphasis is not

wiiversally appropriate. An wncritical global deregulation of imparts may not

H Richard Berisl, "Denowiatic Socialism Meets the IMF", im Jill Torrie

{ed.), Banking on Poverty, p. 239.
18

Kari Levitt-Polyani, "Manley's Defeat, Whose Fault", in Jill Torrie
: .

‘ (ed), Banking ‘cn Poverty,. p. 260..
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bex J_nthe best mte‘:ests of an underdeveloped country (especially where there
is prctectlomsm 11'1 develcped countries). o

‘ Ihe deregulatlon of capltal flows ard rermzﬂ. of foreign paywents arrears,
whllc pz:otectmg the J.ntc.rests of forelgn lerders or investors, may also open
- the door to more forelgn flnancn‘g Such inflows, however, if on non-
” corx:essmnary terms or for "socially non-prdductive® purposes, may sink the
recipient ccnmt.ty desper intc the “vicicus circle of intermational deht.

The IMF therefore needs- to reconsider the flexibility in its diagnoses

arxl ;;rescriptions and the international monetary . sgstem needs. to be redesigned
to ensure greater flows of concessional llquldlty in keepirg with the. needs ard

aspirations of urderdeveloped econcmies.




SECTICH TR0

THE BACKGRCUND TO THE ECCHGIC CRISIS OF THE 198Q'S

Caribbean econcamies have been characterized as open deperdent and struc—
tural'i.y underdeveloped. Historically, their prccess of integ;ration into the
W;Jrld capitalist: system has left them as specialists in production of primery
products. where most of their consumption and investment needs are imported fram
the rest of the world. This pattern of specialization makes Ca.r:.bbean ecorxmies
very vulnerable to econcmic fluctuations in their develcoped trading partner
econcmies, and to exterded pericds of declining terms of trade.

Given the vulnerability of primary export specialization as demonstrated
in the Great Depression, and inspired by the apparent success of Puerto Rico's

Operation Bootstrap, Jamaica among other Caribbean econamies embarked on a pro-

g:r:amne of mport—-mbstlmtmg "Irdustrialization by Invitation” in the 1950°s.
Wnile the programme has subsequently been seen as being deficient in saeveral
_lrespect's-,,_ it, with the axpansion of Tourism and the Bauxite/Alumina. sectors,
contributed to "respectable™ rates of growth. through the 1550's and the 1960's.
Between 1962 ard 1971 GDP per capita in real temms grew at an average rate
exceeding 2% per anmm. The rate.of fixed capital formation exceeded 18% every
year and was. nearly ‘30" between 1968 and 1970 (the last phase of major bawite/
alumina expansion). For the same decade (1962-1971), the rate of damestic
savings averaged 21% per year. | |

Despite the surface manifestations of econcmic health, Jamaica in the 1960's
xan current acoount (balance of payments) CleflCJ.tS Wh.'LC‘.h were f_mancect by rr.et
capltal inflows es;_:xac:lally for expansion in tourism and bamte/aluru.na (Were-
these current account deficits sustainable?) It is also true that the rate of

unemployment almost doubled between' 1962 and 1972 and growing disaffection with

"7 the proliferation of Symbols of socio-econcmic ma:;u:.ty contributed significantly
' o /18
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to the change of goverrment in 1872. The Demccratic Soc::z.allsm of the new govern-
ment and its er@hasis on social welfare redistribution were in part a reaction
to that rising disaffection. l

The 1972-80 pericd was on2 of constant aconatic decline. Rial GO per
capita declined.at an avérage- anmual rate of 4%; while manufacturing and mining
contracted and agriculturc stagnated, goverrment sérvices grew significantly.
Savings and. Investment rates fzll almost eve:ry ymr, By April 198Q‘ the UHéE’J.QlOy-
ment rate had risen tc 27.9%. Inflation was for the most part higher than in |
the 1960's and peaked at'47% in 1978-79, The current account (balance Of pay

ments) was mostly in deficit and net capital inflows declined with the result

that net foreign reserves declined fram J$148m m 1972 to minus J$82Zlmn in .

1980.1°

In looklng at the 1970's, 197276 may be seen as-the 'years in which the

CL‘lS:LS was entrenched anc’i 1977—-80 as the years in which MP~inspired attetrpts

. were made to grapple W1th *that cz::.s:.s° For the 1972~76— perlcd,_,_.tha econanic

factors but there is scme disagredient on their ralative importance.

dowre-tarn is séen. as being causeci by a carbination of internal and external

20
Gizvan et-al— ‘see the crisis as belng caused mainly by external’ factors

:Lmludux; the 011 price increase (1973), deClan_an‘ terms of trade, _uqcx:easJ.ngr

debt. service payments, declining net’capital inflows and pol:Lt:Lca_‘L ho'stility

resulting in a decline in tourism (1974-76). They see the MP TS emphas:.s on the

= Jeszer Sharpley, “Jamalca 1972-1980“ in ;f’bny Kllhck kédo)‘, The M

an:'L Stab:.llzatlon, ppe ]_15~—ll7

_ 20 Norman. G:Lrvan,r R;Lchard Eernal ard Wesley Hughes, ""I’i‘le IMF and. the Third

o ;World Elha Case of Janmca, 1974-80“ Develognent Dlalogue Repra.nt frcm 1980 2,.

p- 20.
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rate of wage increase as boin; misguided.

According to Jermifer Shavpley, "Jamaica's Balance of Paynuenﬁs crisis was
rot so much the result of extemal factors . . . as df dcmeéticpc;lJ_CLes and
structural factors affecting the demard. for nom-oll imports, the’ sﬁppli; “of
exparts and nel: inflcow of foreign fi_nar'lce,,"'zz -. '

While mentioning most of the external factors presented by Girvan et al.,
she beliszves that there ware of a second order of importance. She argﬁes tha'l_
imported inflation explained less than half of domestic inflation which was more
deperdent (contrary to Girvan et al.) on large money wage increases increasing
the real wage betwm' 1973 and 1976. In far*t there was. a redlstrlbutlon fran
capltal to labm M_m negauw. m@hcar_ons for Invcstment o
... The policy mistakes of the government are seen by Sharpley as including:

1y 'Delayir'q devaluaticn and attanptlng to defend a fixed exc.hange rate with
quantltam.ve r":o*-l: restrictions {causing distortion of relata.vt, prlces)
, 2') Expansz.onary* fiscal ard mnctary pC)lle fuelled by the Bamate I:evy.
"3) Fiscal deficits .].Ilcx}_JLJJ_L.;y;..La\.c._x__\[ finascad by exieinal out:rerclal credlts
and’ rt*onetlzatlon ‘
4) Overa@nasm.: on secial wel 1_fart, with a negatlve attltude mm econcaic -
| stablllzatlon,. | l -
5); Absence of an effmve deamestic preductlva strategy eSpecJ.allv for agri-
culture. | |

Snarpley also discusses the role of a rbn%integrated econany (absence of linkages),

I _ 2L Girven et al., op. cit., p.144.

%2 sharpley in T. Killick (ed.), op. cit., p.129.
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Aine_ffiéient capital intensive import substitution ard adverse privain sector
reactions to the govarnment arxi.- its Demccratic Sceialism.,

Kari Polanyi-Levitt also feels that beyond the extermal factors, the crisis
wés'to_ a. large extent generated by policy mistakes by the government mludlrxg
1)  Enphasis on redistribution without growth,

2)  Rhetoric against “the international capitalist system” while wasting the
Bauxite Levy. |

3) Vacillation in sccial and econamic recrganization to increase the resilicnce

of the eoon:rny (the Fon--THF Alternative?) .

' 4} | FJ.SOc.l mmga"@nb - lack of controls and accommtablllty

)l-
¥

- S) Abseno_ of effe:t_ve fore_lgn exchange managerrent (till there was 1o Iore

fore.lgn exchange to man_ge)

§) Naivety with respect to the local private sc-ctor=23

The crisis may therefare be seen as having becn influenced by both internal

_and extenxal factors., The internal factors. included weak demand management,
klnapprcygrlate pol:Lc:Les ard lagging production. .‘Iif; was in that context that a

two—yc.ar Starxi-by Agrecment. was 51gned. betwean Jamcu_ca ard the Fund in July 1977.

Pricr to the agreesment, the government had jﬁ_Lanuary 1977 outlined a pro-

gramme including increases in .unport and exchange controls, foreign exchange

7 ratlom.ng and demand restra_urt measures.  Given thf_ po]_ltlcaj_ fear of a unitary

devaluatlon, a dual exchange rate syatan was adopted in May 1977. Demard
restramt neasures wera mcluded in the agreanent but the ZII*IE‘ against its
standard preferences, accepteél the existence of a dual exchange rate, exchange

and import controls and a relatively liberal wage control policy. Given the

i I

23 Keri Polanyi-Tévitt in Jill Torrie (ed.), op: cit., pp. 257-259.
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mtenszflcatlon of demand mmmt and the requl:ccmen* for accelerated el_um,-
natlon of foreign payment arrears, Du.l and Lawrence found that the resources
madefavallablehy the IMF‘ware mdaguate 24 Tne IMP also-fa:.‘_leri ;m_lts role as.
& ;:atalyst far add:.tlonal forc.lgn flnancmg | A
With the faulure of the fn:st (Decc—mber 1977) test, an Extended Furd f‘ac:Lllty
agreen‘ert was: nagotlated, being finalized in Mav 1978, This agreement pmlded
for drawings of SR 200rm (270% of Jamaica's quota) over thres years ‘and repayrzent
in Elght years (the maximum time allcwed} "he furﬁ__ng appears to have been more
generous ard more in keeping with the grmth cbjectives” of the progxarm
Targets included. those wvsually related dlrectly ta dewand rtmagement bat |
additionally there was- to be dﬁvaluatlon to a Unlflc& Excgange rate ard a pr(}- o
- _,_gramred. c:r:awlmg pes o.evaluatlon totmllng 15% betwsen May 1978 an:i May 1979
% | Ga.ven corrtrols on. mnal wages, real wages were to be cut by 25~30% over that
l} ~ year. Despite referrmg to gro»rth cbjectlves, the prograrme seered ooy emphasue
| : dema:xi restrmnt more heavily than supply con51derauonso_ Despa.te the govea:n-
| ment's apparent camitment to the prccranma (mclmmg the dewluatlons and the
cut in real wages), weak supply effects, debt servmlrxgs and forelgn capltal oub— '
- flows mmmuted to Investhent, grow-tn and balance of payrents stabilization ] -
chiectives not bemq met. Given the dlsappomtmg results. and hardshlpscn:e;ated ‘
rby the first ye& of the prcgrame, there was a: rensac*otlatlon in 1979 allowing: fox:
aﬂdlta.onal fu.rximg ard mora. generous perfonrk.me target ceilings. Demand manage-
ment, however, still appeared to be the central focus., The additional financing
was made possible by inczeasing IMF flexibility and. additional rescurce availa-
bility through the creation of the Supplementary Flnancnlg Facility in:February 1979.

3

f . L
2‘ Dell and Iawrerne, The. Eala.me« of anxrents Adjustment Process: in Developng

Ccmntrles, p,, 10-.,
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In that year, desplte the renegotiation; econcmic performance was agam chs-
appomtmg nwonyy the contrlbutmg factors vere oll price mcreasos, higher
interest ratc,s on external debt, weak extra~THF capital flows ard the effect of
floods. o the agrlculu:ral sector.. In Septa’lber 1979, negotlatlons on thn
reflmmmg of Jacmawa s commercial ban}" external c'ir.bts falling ciue in 1980 were
suSperﬂai, In December 1980 Jamaica failed to meet three perfom targets _
ard the TUF agresment was terminated. While Girvan et al. have- established that
exogenous factors contributed 608 of the shortfall in net intermational 1.'eserves,25
Sha:fpiey suggests that the mein reason for IMF withdrawal was the govermént"s
lack of fiscal restralnt.26 | | _
Given the IMF's reguirement for tlghtar wage controls and lay-offs in 'the
pubhc sector, the Jamaican goverrment WJ.thm = frcm negotlhtlons for a rew Stand-
— _mwtgymzhkgﬁfeama‘crt m March 198C ard subsequently lost the "IMF electlons" held in
October of ‘.hat year.,
T dJ.scwssmg Jaz*talm s a@alence frcm 1977 to, 19‘40 Glrvan et aJ. refer tos
1) The fa:.lure of excnange rate and danand managdmnt policies to dmprove the
nercharﬂ:.se trade balance. ' .
‘ 2) The absence of supply- effects in the-face of supply rigidities and techno~
loglcal dependence ) | .
3 The failure of the mvestment rate to recover and continml negative
8)  Wegative 'socio—po}_‘i.’ci'cal consequences of adhbrmce to TMF poufli.icies..‘?7

25 Girvan et et al., opﬂ c1t,, D. 29°

ShaxpleymT R:CLllck {ed.), © E cit., p. 153.

Glrvanetal @ﬂ c:.t,., g;p 145-147 e R
A - NS

27.
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Polanyz.-Leer*'t’s SuMATy comment  on the faiiure to reverse ’clu. ECO“K:{TD.L

sh.de is to thc. u,ffect that the IMF is not essentlally ccncern:ﬂ w1th grwth

but rath¢ to ensure that hard . currcnc:y accruing to the mtematloml capltall..-,t
and banking system is not locked into underdeveloped countries .,28'
Sharpley's conclusions on Jamaica's 1977-80 policy experience may be

summarized as follows:

1) Thers is a direct relationship between willingness and ability to accept
I¥E conditionality and the quantim of reéburces made available by the IMF.
2)  Sunstantial foreign assistance was necessary to case the costs of- adjustment.
3) The Fund displayed “constrained fieijility“ in response to social I‘tensj".ons
and exogenous shocks. |
._'_._,_..ér... ’Ihe prograrmes hdcl @ Tr‘o—market bias but claims of an antl—sccml;st bias
s are q.lestlonable
5) The IMF seal of apprcval does not always. act ag a catalyst for addltlonal
foreJ.gn financing.
6) Furd agreswents could nct easily dispel “uncertainty surrounding the dCl'\'ElSth
policies of the Pecple’s Nationmal Party (EFP). . ."‘.29
"Despi’é;e- elements of dlsagrea?ent on the rela_tive _ixrpoﬁtax}_’;e of causative
factors, and on the *focﬁs and mfluer:oe of TMF ‘adjustment policies, certain

relatively uncontroversial conclusions may be drawn from the experience of the

1970°s
1) Balance of Payments problems may be caused by both internal and extermal

factors,

ZB?olanyi-}’.evih‘c in J. Torrie (ed.), op. cit. » Pe 260.

29-31751'9162- in T, Killick (ed.), op. cit., p. 160.
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2)" The internal factors may inclwde a policy enviromment conducive to excess
aggragate demend but may alsc relate to structural deficiennitas and .supggly
rigidities.

3) The IMF's policies. appear t0 have been daninated by demand management. and
appropriail:e prices.

£)  While the essential importance of growth was accepted, there seems to have
bean nc consistent or camprahensive programe to generate that growth. Was it
taken for granted that appropriate price signals would be sufficient?

5) While the IMF may have recognised the role of expgenous shocks and the need
t0 provide additional financing,- such additional fimncihg, in the absance of
extra-DF flows, may be inadequate. '

6) Fmphasis on tighter demand restraint in the facc of excgenous shocks may be

Jess than helpful.




SECTICY THREE
ECCNCMIC POLICY IN THE 1980°S

The Prxranmes

In Aptil 1981, the new goveryment SLgned a thrc%year Extended Fund Facility

with the Internatiomal Monetary Fund. This agreement provided for drawings

- totalling US$698mn including US$48mn frem the Campensatory Financing Facility,

Tt was expected that IMF;finahcing and the required policies for adjustment
would serve as a catalyst for the inflaw of additional financing, |

' This BExterded Fund Facility was tobe a cornerstone of the Econcmic Re-
covery Progranme, the ;briorit_y chjectives of which “were identified as the pro-
motion.-of econcmic activity in order to restore the sconany to a sustalne:i groerth
path ard a reductlon inthe level of unenploymen 0"30- To attain these_gbjectives,

the strategy was

1) To anploy‘excess cap—acity to earm 'foreign exchange,

2) To increase: proc‘ruct:.ve ‘capacity to reduce unezrploynmt

Tt was emsaged that thm"‘e would be increased rellance on rrarkert forces vith a
greate:r: rellance orx the private sector as against the rubhc sector.

'I’he perfomuance targets under the E'xtender_ “und Fa\_.l_b.ty J_ncltxiod

S R r“1’1(: Net. Intu.natlonal Reserves of the Central bank-

2)  The Net Danestic Assats of the Central Fank |

A ~3) The Net Dawestic Credit to the Publie Sector -

4) P; oe:.l.mg on Foreign Debt Authorizations. -

Ceilings on damestic monetary variables and intamﬁional résé‘rves'weré i‘:;lé}dble,
depend_mg on the out—-turn of programmed mn—IME’ capital inflows.. Wages pOllC_Y
was. based on ab:.la.ty to pay ard there was. no insistence on imrediate devaluat,.on

N

- _30"‘ Bank: of Ja:malca, Annual Report 1981, p. I.°




“4'"_“_6“ﬁf'US$18mm_L including support frem. the Compensatory Finaming Facility. The main

but undertakings had to Lke made rot to officially introduce rrﬁltiple currency
practices or intensify trade and foreign exchange _c_o:}trolé. Sharpley sees in
_this: agrearént a greater degree Of geperosity ard w:Lllln:mess to be flexihle on
the pact of the D relative to their Jamaican programmes in the late 1970's.7
The Extended Fund Faca.llty prograrmme survived until September 1983, when the
T dlsagreed with the Bank of Jamalca "on certain technical aspects relating to
the camutation of cne of the perfarmence criteria,” _ The agreeavent was temu,nated
ard, after protracted negotiation, . replaced by a Stand-by Agresment to run fram
April 1984 to March 1985, The focus of this Stand-by Agreement was to improve
_ the Balance of Payments, enhance the acammlation of .foreign exchange reserves

ard eliminate arrears on external payments. The a_greemenﬁ was to provide furding

- elements of poi cy ware to be a flexible market deterrrum exchange rate, tlght
dandnd rranagatent andt ' prudent deb’c: polJ_cz.ed . Pe_rformance ta.rqets focused on
_ ra:tructm:lm borrc,vmg by the. Centra]. Gove.rment apd. Pubhc entlties (to free up

c:ailt for the pr:.vate sectar) , 1ncrea51ng the net mtematmna.r_ reserves of the

Bank of Janmca and. the elimination of external payments arrears.

. The Jama:.can-gwenment.was.. granted-a technical waiver ro;: failure to.meet
a Decenber 1984 performance target. In March 1985, howevér, it again failéd to
meet perfomance targets and the Standby Agrecment Had to be renegotiated,.
A new Stand-by Agreement was entered into in July 1985, adain emphasizing strict
monetary and fiscal targets (with more lay-offs in the public sector), maxi~
mizing the ingut of market forces in the detémuinatibn of the exchange rate and

ather prices, ard.'oontinu;ed deregulation. of the ecotamy. The first quarterly

T.

y -

3L sharpley in .. RiIlick (ed.) ;- Ops cit,, p 136.
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test-at the end of September 1985 has however been failad and the goverrment has

- ‘applied for.a technical waiver on the grourds that programmed inflows failed to

-+ arrive im time. (Do the tests becore harder the more one :Eai‘ls”)

Foreign Exchange Rate Policy ard the Exchange Rate
Jamaica's foreign exchange policy in the 1980°s has been faced with two

major issues (which are of course inter-related). These are;
1)  What is the most "efficient" system for the mobilization ard allccation of
foreign exchange, and
2) What is the appropriate or equilibrium excharge rate and how ought it to
be determined? . -

In the 1980's, Jamaica has experimented with several sets of arrargements

in attemgt.mg to optimize foreign excharge flows. The present auction systean

has. undergone at least two major mcdifications. The standard textbook listing -
of the "pros and cons" of fixed as against flexible exchange rates becares much
more car@lex ina vsituation where gross Tesarves are negligible, net reserves
are highly negative, whei:e there is a thriving parallel market in foreign

currency and where entrenched expectatiohs of onooing devaluation have

~1981 Cawned with Jamaica in a eritical foreign exchange situation. Batance

of Payments mrfonnance in preceding years had-besn disappointing; net imter—

national reserves had beceme hlghly ‘negative and there was a pilé*up’ of arrears
on foreign payments. One-Consequence -of-éll'of the above was an inability to
finance imports of raw materials and capital equlpnent to reverse the negative
trends in growth perfommance. It is also worthy oOf note that in the late 1970°s

7' & significant "street market™ in foreign excharge had sprung up, dlvertmg furds

L frcmthe’*offlcnal market"
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While there was no official devaluation at the cutset of,.-tﬁe Extended Furnd

- Facility, an attewpt was wade in 1961-82 to divert the resources of the “street

market" into the financing of reqmred impocts by the utilization of "no. furds®
licences. This device effeétively con_stimte:’t a ae. facto recogﬁi'tim (if not

quite a"'formalization") of a second market in foreign exchahge.

Against the background of the internationel recession, the downturn in.

bauxite/alumina exports and consequent weakening foreign exchange flows, new
foreign exchange arrangements were introduced on January 10, 1983, These new
measures were also influenced by sxcesses in the administration of the "no funds"

Jicence system and a perceived need to gain greater control over the direction

of foreign exchange flows. P
© 7 The two main policy measures introduced are as follows:
1) The "fémlalization of the péra’lle‘l market"” system with an official market
at a’ flxed exchange of US$ZL—-J$1 78 and a second rnarket operated: by Comer—
cial banks. These banks were initially penrd.tted each to set its own buying
and selling rate, Inbay, following protest fram CARICOM trading partners, a
special CARICCH rate of US$1=J52.25 was introduced for CARTOOU transactions®
2) .. Allowance for non-trada.tlonal exporters to reﬁain .50'% of thedr export
recelpts as. an incentive to t‘nose exparters.. |

The Bank of Jamaica Report of 1982 also refers 0 a quota system to

prioritize the allo:ation of- foreign exchange ard keep imports within targeted
- levels. Official market payments inclmied.mbl"ic debt, basic focd, petroleum

‘products,. tourism inputs, -school books, drugs and infant feeds. Most ather

- mports were: to be- £i nanced hy +the formalized péral‘lel market. Receipts fram
bamte/almu.na, tradltloml agrlcultural ex}jorters ‘and . tcurls'n were ta be

surrendared at tlw offlc::.al rate-,, The system was amﬂd_ at ‘giving incentives to

i
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mﬁ-traditioml exporters, discouraging “non-essential” imports and holding down
the prices of basic nes ds, It was also hoped to close down the street market by
movmg it into the banks, with greater potential for official moni toring.
| Shortfalls in official foreign exchange flows saw o further shift of import
_ items to the fomala.zed parallel rerket in June., Furthermore, the Street market
J_tSElf was not effect.w(.lv eliminated and 1t conttinued to canpete er furds with
both the official (for example, teurlsm flows) and tne formalized parallel market.
On the formalized parallel market the anticipated unification (eguilibriation) of
Eﬁe ex(:h;:inge rate was rot attained and there were "undercurrents® ‘between banks
- and between the Hinistry of Finance and banks on the matter 6f rate setting.
Desplte the eljmination- of "tied purchases” in Augqust, the parallel market
. —- conta.rrued vidth J.tS appearance of distortion, fragmentation and of being subject
e to manipulation. Official Flows continued to be weak and there appeare&‘ to be an
acute shortage of foreign exchange for l’—*SSentlal imports. Parallel market- flows
were also runm_rg below levels targeted for the Fiscal Year 1983-84..
leen tHE weaknesses in the system and also the need to negotiate a Stand.—by-
:Agreement {the Extendcd Fund Facility having ended as of Sepﬁerrber 1983), the "two
| tier foreign exchange market” was_;_ terminated on November 23, 1983.: -
It was .replaéed. on Woverber 24 by limited foreign exchange auction where the
daily tate was set by ccm’rercml banks w::_tru_n a J$3 band; the mldpomt of which
:would be recelved fortnlght}.y by the Bark of Jamaica. The initial bard was J $3.00
to J$3.30 per USS. | ' |
By early 1984, it was found that the system was valnerable to collusion in |

exchange rate setting and therefore that the systen did. not. “reflect the forces
~ - Of Demard and. Supply® (Bark of Jamaica Report, 1984, p. 10).

+- Camercial banks instead of being principals were: to:be comission agents of
| I e
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the Central Bark in thc purchase of foreign exchange. The auction supply was to
be the dlfferer*ce b"twcen total purchases a.nd amounts subtracted for official
paynents {debt serucmg build-up of reserves, etc.), The minimun bid for '
direct. access was to bc- forr UC‘$50 000 with sm:.llo_r hids being channelled in-
‘_ d_u:ectly ‘through. the cammercial. banks. The Jso,qo bend. renadned inforce with the
: exchange rate beJ_ng determined as the lowest bid clearing the auction supply
and Wlth‘ allocations bhoing made at that rate. The band was to be adjusted umvards ‘
(devaluc;xtion of the J$) "if unsatisfied demand in the auction was greater then a
predetermined level over three oonsecu’t;ive auctions” (Bank of Jamaica Anmual
Répori';,- 1984, 5. 10).
It was subsequently realized that the March 1984 system had certain weak-
_ nesses. By bidding at the top of the band, transacters (.x:md engure themselves
an-allccation at & Alcz:af@rr; clearing rate while effactively foréing én upward adjust—
ment. of the J5 range of the band Effectlve Novcmber 24, 1934, therefore, the
band was rancved and: the Jamaicandollar “alloved to freely reflect the forces of

demamd and. supplya“ - (At last?) _Provision was made for the agpreciation of the

g ' Jamaican dollar and ‘successful bidders were €0 pay for foreign excharge at the

} raté at which -they bid The syster.“t wi’;:h £he_s_€_: ;miificatioﬁs. has remained in 7
placc to the present tms: (November 1985) R

1 The auction system is generally accepted s being more successful than the
parallel market: system in enharx:lng the Flows of forelgn excha:ge through' the
banking system. Such flows, however, may vet be madequate to mest the miltiple

demards of financing official payments and necessary imports, building up foreign

exchange reserves and stabllizing the exchange rate.

'I'.he off;Lc:Lal prlce ;ar Uss has moved from J$l 78 in 1981, through J$3.00 -
J$3.30 at the establlsl'ﬂﬁent oﬁ the auctlgn. systen, J$4.75 a,_t;J.ts modification in
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Ncrvembez: 1984 to J$5.50 on-Novewber 14, 1585. In between, however, therc ha\_fe
been same fluctuations, sane of them q;Ectacu]ar For exanple with the rnai:u—
fication of the am:tlon in Novomber 1984, the price per USS plunged immediately
" frow J$4.75 to J$4.00 but by Decanber 20 was back to J$4.95. In Cctaber 1985,
the price per US$ increased fram amr@d.rratély J$5.95 to J$6.40 on Oc:tober 17
‘ard ‘subsequently fell (with,lshalply increased supply) to J$5.5C by No-vember 14,
Tt is clear, however, that in the 1980's there has been significant devali-
ation of the Jamaz.can dollar. By éarly 1985, when the price per USS had excecdea
J$_;°00 a senior’ Ban}\ of Jamaica functicnary declared that the extent of the
devaluatlon had been sufftc:.ent to restore international ccmpetlt:n.veness to
Jamaican exports: This view is supported by thcn work of the Plann_mg Il'lntltllte
 of Jamaica in carput:mg a real effective exclmrgc rate mdex for Jarrmca on 2
quarterly ba51s, hetween 1975 (lst cuart.r) and 1984 (f‘th ouarter) This index
a_'ir\ost éioubled between 1975 ard 1984 ard mcreascd by about 80; .be’ween 1980

arrl 1984.. The. Plannlnq Tnstitute of Jamaica tbe}:e,fore concluded in early 1985:

Tt is thus apparent that relative prchability between export ard -
nan-export actj_.vities has been shlfted J.ra furdamental way, perhaps
_ REIPR : mlpreoedented in...the...histﬁbry of the comtry.,.' The nen—-traditional
4 - export; sector ia thus in a posz.tlon to meet the challenges posed by

: the deterloratlon of the Bamte—Almuna Sector,32'

The above quotation places in relief the questicn of the appropriaté

‘exchange rate and Varzphasizes i;he absence of highly developed market forces on

?1&1311:33- Ins'tl.mte of Jamaica, ”An Assessment of Real External Com-
| ;,;;;ertltlvemss of tkﬁJmcarLExternﬂlSectm: Quarterlv ‘Econcmic Report Vol. l,
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the foreign exchange markcts, constraints on the damsstic production and the
intierrﬁtional trade of underdeveloped econcmies. Despite "competitivensss®

having heen attained. at eprroximately J$5=0S31, the cxchange rate proceeded to

J$6.40=US$1.00 by October 1985 ané has only been brought back to J$5.50<US$1.00

(Noverbexr l98i5), by urcharacteristically generous intervention by -the Ban]\ of
Jamaica. While non-traditiopal exports have been expanding, it is clear that |
supply has not responded fast enowgh or in suffieicnt volure to f£ill the gap

left by the bawdte/alumina fall-out. The Caribbean Basin Initiative has so far

- been-disappointirg for Caribbean econanles, end their efforts to diversify are

stll]. haunted by prcrtectlomsm in developed market econamies.
The-anction system is not a free market, On the darand sme, 1t is subject

to what appears to be oligopsenistic &ernazﬁ. - On the supply 51de, the Bank of

""Jamalca‘s interventions: have been anything but refined., "‘urthenmre, almost

ncbody‘ “beheves m" the current exchange rat@ (I55. 50=US$1 00) . G.wen the

state of tha- ecomry, one. mcessarlly questlons the aolhty of the auction system

to. rna.mtaln that excnange rate. Large smrgs in .thé exchange rate can only serve

“to undermine confidence in the auction system and confidence in the CUrrency .

Fiscal policy in the 1980's, in keeping with the need t¢ control the public.
secl;or{ borrowing: feé;uiranent, scﬁgtrt' to reduce: the currerit account and overall
budget déficits as pércentages of the GDP. One initial projection of the
aborted 1981~84 Extended Fund Fz;cility was that (given estimatss of real grawth)
in comparison to-a current deficit of 7.5% of P in 1960-81, a current surplus
of 1% of GDP would be Jenarated by the third year of that prograrrme

}I'J.scal policy therefore concentrated to a large extent on 51gm.f3.cantly

- . R e
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increasing current revenue ard controlling current expeorditure, In increasing

current revenue much emphasis has beon placecibn the need to make the tax

| ~ collection machinery more cfficient. In 1981, a Revenue Board was set up,
7 charged with the task of streamlining and co-ordinating the collection of public

sectar reverme. Alsc between 1981 and 1982, significant effort was mede to

R

collect tax revenue arrears dating back to the 1570°s. (Businessmen were ' I
threatened with fhfa "back tax axe”.) These efforts were very successful as
between April and Decesber 1981, tax receipts were almost 423 higher than for the
correspording period in 1580. The inprovement was maintained in 1982 and 1983.
Increases in taxation were minimal in 19681 ard 1982 end moderate im 1963,

While tax collection was lnprovmg, the Fiscal Budget suffered in 1982 and
—thereafter from the down~-turn in the bauxite/alumina industry with contracting prc%
| duction, the bauxite Ievy as a percentage df.GJDP fell fran 5.5% in 1961-32° Ehrough
- 4.9% in ;_1982-53 to 2.0% in 19§3-84. Table 1 below sets out selet;ted fiscal

indicators for the pericd 1980-81.to 198485,

| The effort to control recurrent expenditure was initial‘ly:ceﬁtred on the

rate of increase of wéérés ard salaries in the public sector. Ihc,causc of
restrlctlng publlc sectar remneration in 1981 and 1982 was supportedby ,iq-r'
ratas of :mflat:.on in 1881 (£.6%) amdd 1982 (6 5%). F«acurrep’c. expenditure has

also- mvolved 1rx:teasmg mterest oaynﬁnts on the public debt. In 1983 the

rate of inflation increased to 1 arxi for thc fleul yoar 1983-84 c:u::rent
experditure as a percentage of GDP increasedto 33.9% fraw 30.8% in the previcus

fiscal yecar. There are indications that the effort to control current e:fpen

dJ.ture~ has resulted in & extensive reglect in the maintenance of pUbl.‘LC prr:perty
(schools, roads, guil.hes, cmrthcmses, atce. ).
C&@ltal expe.rxhtu:e has: also surfered_ frcm the med for fl‘SC&ll restra.lnt. :




TABRLE. L

SELECTED FISCAL TNDICATORS

PERCENTAGE OF GDE  (COMTURL)

1980/21 TO 1584/85

81/82

Overall Balance -

80/81 52/03 ©3/8  84/8S

Tax Revenue' 21.4 23.3 21,0 21.4
Bauxite Levy 5.5 4,9 2.0 4.2
Current Resources 27.9 29.3 3.9 25.6
~urrent Experditure 31.5 30.8  33.9 30.3
: Capital Expenditure 11.8 1.1 6.8 4.6
f"“fj‘*mt¢a1Expeniiture_ 43.5 £1.9  42.7 35.1
| Current Balance S SN RO W ~1.5 21000 <=3
1 Belar -17.0 -+ -15.6  -12.6 ~18.7 ~7,2

Source: Econcmic and Sccial Survey {(Jamaica) 1984, Table 6.2

@ fell fram 11.9%. of GUP in 1981~82 to 8.8% Of GDF in 1983-84.

Between 198l and 1983, the most "buoyant™ element of capital expenditure had

Given the above trends in fiscal performance, the current balance as a

34

been. é:mrtizaﬁon of. the publ,z.c debt. Other elements of capital experditure were

scverely curtailed with the reéult, that éapi}:al expenditure as a percentage of

percentage of GDP- in 1983-84 was -10% (instead of the projected 1%) and the over-—

- all balance was. ~18% of GDP. It is in that context that the 1984-85 Stard-by

Agreement: focused heavily on the need for drastic and. immediate fiscal -improve—

- ... ment... The ovexall deficit:was.to be reduced: £0,.or belcw,.8.3%. pf:GDP in fiscal

/35,
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year 1984-85. BA-tax packagé totallJ.ngJ$1831m was announced before the budget
(T$138mn) and durlng the budget (J$45mn), 1984. Pecurent expendifure was to
be ooﬁtrolled by limiting miblic. sector -wager increases (ko the- lczé-t?;ﬁ. of- 19% to
15% ar $15 per week) and laying off 6,200 public servants during that. fiscal
vear., The rate of inflation for l%f was 31.3%. | |

| Between Aprll and Decomber 1984, total rcve,nuf increased by 57.6% mth tax
revenue increasing by 30%. Total cxperditure incraascd by 19% with recurrmt
axperditure increasing by 37.8% and capital exponditure falling by 20.8%. So
effective was. the govenmm’s; offart at fiscel restraint that for fi§ca‘l year
1884-85, the overall deficit had been reduced to 7.2% of GO (L.1% bclaw tne

targeted ceiling). Current expenditure fell in real temms,; and to 30.3% of GDP.

s oo GDP-1tgel £ :Ls estnmatea to have fallen darz.rr; the £lch~l year C?Dital eXpan-

cllture fellmbothncmmlarﬁrealtems andwas dam to 4.8% in GDP in 1984-85,
This £all in capltal.exg:erxilmre was the result both o{:“ a rescheduling in debt
pajments ard lmtecl rabllc sectoﬁ jhvést?snt'., Tax raverue a.nd bauxite-related
earnings (counter-trade agreements and CDF -tz:ansferrg) incressed as a percentage
of GDP. | _ -

_ ’I‘here appears to have been an c.coelcratlon in the accwrrulatwn of pubhc
debt in: the 1980 s ThlS is especially true of the extornal debt which increased
by 26 2% m 1.981 32, 57" in 1982, 62.82% in 1983 and 74.69% in 1984. Gross
exterrml debt as a tercerrtage of G@DP J_ncreaseﬁ fram 3&71; in 1981 teo 83.77% of
GDP in 1984. 1In the 1980's also external debt has replaced internal debt as
the domirant conporent. |

Debt service ratics have also been heavy and measmg E‘B’lllﬁ the:Bank of
Jﬁ:nama,Anmmlepoitsgwethemtms oﬁtotaldebtseﬁacetogrosmaxmtBOf
gCOdS and serm.ces as: follo;qs- G Lmive e BERE

S | . /36
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TARLE2 -.-
CENTRAL, COVERH Tt DEBT DDICRICRS (AT DECEMEER)

1880 - 1564

1981 1se2 1983 1984

Anmual Tncrease in Gross Het Debt % 2. 18.76  40.42  55.08
Anrual Increase in Gross Intermal Debt 3 36,6 10.33  26.14 36,48
Anmual Increase in Gross External Debt % 26,2 32,57 62,82 T4.60
Gross. National Debt as % of GDP 97.Z 143,26 . 127.27 152.48
Gross Exterral Debt as % of GDP 36.7 i5.36 6211 §3.TT
Gross: Ebcterna_]_ Debt ag % of Gross 'lNat. Debt 37.7 . £2,09 £8.80 54,54
% of Gross Nat. Debt 62,3 57.91 51.20  45.06

' dource: Econcm:.card Scctal S‘uz:vcy (Jarﬁéica) 1981-1984.,

1980 1981 . 1982 1983 1982

¥ . 185 29.1 3.7 273 275
these fmures Cspec1ally for 1983 and 1984, may be samewhat misleading. Tm debtz
serv:n.cz.r:g* figure used is net of rt_fmancz.rxg or reschedullm and J.f these are taken

into oonslderatlon the ratJ.os for 1983 and’ 1984‘ may be. of the order of 3b% ard 40%.. . .

It is apparent therefare that the debt servicing burden, given the heavy accu~
malation of feraign debt in the 1980's, is increasing. Successful debt servicing

especially in view of refinancing arrangements requires. econamic growth and export

o ot

"exﬁansionn L ) 5 | R A S T g
Whlle the« flscal targets have b&.n attalmd tbgare haB baen mnslderable

J:_,.; -

dﬁ.s&atmfaction amonq publ:n.c sector employ@ea ncrt&bly teache.rs, nm}:ses and: those
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WO nave lost ohe: To\a.u._, Inzoruaete saleries end lack of waints—nance ard e
rensicn are esriously i”rﬁ&t&‘;ﬁ.ﬁ": the guality of the eaucatmm.l systarz.  Hhile
DEANCenEnCe S CF”‘M T sernsion have baon ndnimizes ffort has been made to
Ccatch wr with c.b. mal ue /L'v::*.ts arrears.  Extornal pavments have also becon
cckmu_ﬁd reducing current pressure on thy buljet. E:ut' what Lre- the jlaplié:atio:s
for the futur-a J:Lt -.‘-3‘_’..‘-:ViCii’};. hurden if tiehter and t‘;ghtf:r demand’ restraint

]

means continued oo oo stannacion?  Flocel balancs Lo ephanced, hut at sk

cost to social Stﬁi’.’ii‘}j.*:_%’ ard long-tomm oconoric notential? B
Honoteaxry Pcl...‘:} :
- "?_-E:mstar_\,-’: rolicy in L' 1EG s hies c,«:vr; influsnoed mainly ,»f ‘::z- ‘e o
restrain firencial U Yruidity end Lo vorerate “G:ltlﬁ;;a I—‘;“"L"CL qu.CL_"I’ 59
2t in cwriih the various econcadc “*e:fo:tmce: ta”"’«“p_‘
T cz.».t‘- rcsr_::l._'_*“_c bas Meen an cssential c.{lamm;. of "-.riferd TsnaGeTeEn,
“ d:f'wrz,c‘_ o x T;L:'— inflavion, sphance bolancs of pey qrﬁ-f* {%__‘EJ.CL’IDEI'C:. azz; Sul
' .:cru.nt_f tc cort::cj; Jeograd on e fored nc,“c.l;.n;: :“cc_.c* uuv:mx; l%i-él‘anfi 38z

the. voluntary Jiquid cspwia ratics of oamercisl harks were maintained at 40%

(thc. rm:.:mr ratio _0‘-"‘1; il ‘ll" perris il}.': rommining &t 29.5%). In ‘19835 in the

i 'oontext‘ of a2 contimmation of weal official f'_:I\_l_, 1 ﬂ\cl'lany.rs ficws. tur‘ AO%
luntary'liquid asse:ts ratic wa 15 C..-‘}O.iul;i.k. anu the statutory .ratio was increased

in two stope to 369 > Dy April of that ;,-":.L'.' In June 1853, the licuidity situation

OF CGEEELcial barie was emsed s *fwhat. by their beins ellowed to count their

;m:allel market £floet as a part of thelr licuid assets.

uJ

"‘he cor‘t:mu:mr“ mand, ob 4T JF‘J’d of 1_}'....3, to st-abi‘lize the balance of rayments
ard to incresse a.orc_r. ccdhange reserves led to the ,.r\tx:cﬁ.actlon in Janua:r:v 1284

of Ivmqtrv Paﬁc... ,)/JA~ \’I‘w Jiruidity related 1!:&&5111‘(—:5 muluand in that paper

e r—
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are.as. follaws:
1) The. statutory licuid assets ratio of commercial barks to Le increased

from 36% ts 40%.

2). The cash reserve fatio rof- cormarcial banks tc be increased fram 5% to 16%.
3) The pamﬁssioﬁ granted in Cune 1283 for the inclusion of "foreign currency
flecat" as liguid assets was withdrawm.
&) 'I‘be hqmd asséts ratic of nerchant banks and trust campanies te ke
increased from 10% to 15%. |
After the unificationof the exchange rate in November-1983 ard the estab-
lishment of the auction system, it came to be an “article of faith" of Jamaica’s
monetary authorities that high levels of demend at the auction and consequent
____slippage of the exchange rate ware: primarily caused hy excess: liguidity in the
oonmercial banklng systan. Therefore, subsequent to the intrcduction of
Ministry“Paper 5, there were. further attempts to. tighten: liquidity. In May
1984, a depos.tt scheme for . the e_lmmatlon of pavments arrears was intrcduced:
resultmr in a .:harp depletion 1n ccxmc_rcml bank liquidity between May ard
Jurer. z.;Eter Sct:nte:rﬁaar. 1, the cash reserve ratic was increased fram 10% to 14%
and a voluntary hquld;asse‘l‘ﬁ xatio of 448 was mtrc tuced.  In November, the
raximam statutory ]_lcnlld assets ratio was increased to all of 50%.
Wh.}.l\, the depos:.i: scha'ne for the clearing of arrears was discontinued.
a:f:tcr July, cormercia >anks after October 22, Were raqxured to malrtaln a

special clearing acc'ount at the Central Bank as a separate entity fram their

‘statutory liquid assets. Attempts were made to mitigate the effects of

tightening. liquidity: o stretegic productive sectors by the expansion of Bank of
Jamaica’s. rediscounting. facility in the latter half of the year.

S n the first snc"lmrrths of 1985, the required: Tiquid -assets ratio was
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-increased fram 44% to 48%. The cash reserve ratio was increased in steps fram
14% at the beginning of the year to 205 in July.
By any stardards, with the liquidity ratio of 20% and the cash reserve
ratio at 20%, liquidity requirements were extremely tight. These measures,
| oontra.ty to the expectations of the Benk of Jamaica, proved inadequate to

stabilize the exchange rate.

Selective Credit Controls

Throughout the 1580°'s, cccasional attenpts have heen made to mitigate
potentially harmful effects on private sector production of tightening. llqllldlty

In the context of llquldlty management:, it was hoped that the strict managenent

——--of~the public sector borrowing requirement would fre_a sufficient credit for the
private éa:tor:ﬁ

To influence the allocation of pri\:zate sector credit, ceilings on constmer
orlented Credit and selective red:;.soount facz.lltleswere used. Consumer credit -
guidelines which had been in operetion s:ince the 19707s were tightened in March
1982 and May 1983. Thrés special rediscounting facilities cperated by the
Jamaica Export Credlt Irsurance Corporation were 3.ntegrate:1 in 1984 to Eor:m a
Bar:kers‘ ‘-REdJ.SCOlan.Dg racu_]_]_ty The sectors facﬂ:d:ated wers exports con-
_ ‘-stmctlon,, manufact:r.lrlng-,_ tourism ard. agrlcultureh The_ JECIC also _operat_ed an
i Export Developneﬁt Furd and a_ﬁeﬁabilitatién Fund (fof construction gm-m}.
facturing) . | -

E‘rcm‘i?able3be_cm, 1t would appear thatthere hasbeenanmprcrvz—:mentm
the sectoral’ allccation of comercial bank. credit in the 1980'a. The share of

_ manufactnring increased and the share of conguver credit declined thrcmghotrt: the

period. While “agra.cul'mre' " share fell between 1981 and 1983, it increased:
. o
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-markedly im 1984.. The steadily incroasing chare of construction ard land

developmment: cught: not to be taken as a necessary muvifestation of socially
productive credit ajlocation. The larger share of that sector's allocation is

for "land develcpment” and may siggest heightened o -..x:lation. This latter

point indicates the need for a more extensive and sensitive analysis of credit

flows. -
Scme attempt has been made, therefore, to mitigate the effects on production
of tight liquidity. It is likely, however, that. the licuidity comstraints and

selective credit controls will affect large businesses differently fram relatively

‘stmall businesses,

AR = TABLE 3

SECTORAL ALIOCATICN OF COMMERCTAL BANK CREDIT (1980~1984)

. SELECTED SECTORS - PERCENTAGE CF TOTAL

1980  lser  1ss2 1983 1984

Consumer credit* 32,5 29,7, 2.5 212 150

Mamfacturing 15.7 2.2 20,2 213 24.8

Construction and lard development  1L.7° 12,1 16.6  2L.0  22.5

Agricultwe 10.8  12.9 1.8 .10.8 14,6

*Includes distribution, personal and prcfessicnal scrvices

Source: Bank of Jamaica. Anmual Reports, 1980-1984

/41
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- Interest: Rate Policy

Throuc:hcut the 1980°s, nd:crcst rate mllcy ha been concerned with the
need. to allow market forces to generate higher and rositive real rates of
interest as a means of stirulating .savirggc:- and: inpraving eff.iciemv in the
allocation of finanoial reéources- It was exyec:trx‘i that tlghtenlno' llquldlty
(as discussed above) vould exert upward prtssure on nam_nal rates and help to
attzin the desired resalts...

In 1981, it was determiined that the Bank rate should be tied to the
Treasury Bill rate which would fluctuate with the state of liquidity. .P‘}hile
nauinal interest rates increased gradually between 1981 arﬁ'1983, in the latter

S months of 1984 there was sharp upward adjustment under the influence of

——““tlghtermg Tiquidity. The bark rate moved fram 13%.in August to 16% in Noverber

‘withr a concamitant movement in cavmercial. bank lerding and deposit I:ates

The: Treasury Bill rate increased from 11.3% in June to 15.40% in Decanber with
the: resm_t t‘ﬁat"scné short-term deposit rates reaéheﬂ 20% and sare lending rates
reached 26% in.the latter month.

The upward moverent of ncwmindl interest rates has contimued into the first

o quarters of 1985,

The uprard movement in naninal interest rates has, however, not baen éuffiv
cient to génerate. pomtxve real rates of interest throughout the 19807s,. -

A crude canparison of interest rates and.changes in the consuter ‘pr-ice
irdex would irdicate that wiile real rates may have heen positive in 1981 and
1982, real deposit rates were regative in 1983 and all real.rates. negétive in

1984.,. The work of the Planning Institute of Jamaica has 1nd3.cated that real

'deposa.t rates. of interest have contmued to ke negative in 1985 In the. seuond

‘ qua:cter of 1985 (Aprll-June) the bank rate was: mcrr:aaed to 28 ard the: pr:me
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TARLE 4
SELECTED CO2FRCIAL, BANK INTEREST RATE TMDICATORS (%)
L WEIGHTED AVERAGE

DECEMBER 1980 - DECEMEER 1984 .
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DEC 1680 DEC 1581 DEC 1982 " DBC 1583 DEC 1984

_Deposit 3 = 5 nonths 9.59 12.24 12.30 12.

2.65 18,47
Deposit 12 - 24 nonths .21 10,45  10.83  12.47  14.55
Treasury bill - discount rate 9.91 5.97 9.26 12,11 16.40
Credit - instalvent . 20.57  201.64  2L.69  22.55  23.68

- 16.64 15.61 15.70 16.35 1t.61

 Source: Bank of Jamaica Amnual Reparts,. 1980-1954.

, : TARIE 5
CHANGE IN ALL TTEMS CONSGMER PRICE IHDEX

DECEMEER 1980 -~ DECEMBER 1584

E o 1980 1981 1982 1983

1584

Percentage “(point +o point) - 28.7 4.7 6.5 16.7

31.3

Source: Econanic and Social Survey (Jamaica), 1984




Adending rate to 23%‘,33 ,
Despite tight demand management, the slide of the exchange rate has con-—-
tinued to genez_:ate_:inflaticn__,re_sgltirg in negative rsal rates of interest.

'
E

et

e S P

E R YL H .

b

33 Plannmg Institute of

vol. 2, No. 1,
. 22=23.




SECTICN FOUR

BAISNCE. OF PAVENTS. AND MACRO-BCONCMIC PERFORMANCE, 1980 ~ 1984

The sumary of econcmic policy initiatives in the previous section is not
' ezcilaust_iveu For exawple, there has. been movement: towards dismantling
coﬁt:cols; deregulation of imports and 1n ccngmzct::.onw:l.th the ¥erld Bank's
.- Structural adjustment -programe, an attempt- to change; the pature of prbtectionien
fram quotas to tariffs. Also, in addition to selective credit contrels,. attﬂnpm
have been: wade to stimulate production ard exports by means of flSCal J.noc:wclves

_Pgro~21 arxl the Carlbbe:c_n Basin Irutlatlve have bezn focal pomt:. uf. the gove.m

.P..

-

ment s drlve for E:COI”CITL'L“ grcwm
e 13 9 S RS R TN SR ST

We have, m;;ever, fccus& on the centxal elements of IMF msp:red pollcy 3

T

fox: demand: mrﬁga“mt and appropriate pricing. This section gives a hrief
smnnary of. the Balance of Payzrmts and Macro~econcmic out-turn in the 1980's.

“The. Balance of Payments

. The merchandise. trade balance became more negative between: 1980 and 1982,

" but Jmproved be.rtween 1583 ard 1984. The initial worsening was due both to a

T AT
e e

R e

f freelrg up of- mports apc‘L the: dec]_lne_ in baux:.te/alm mrcductlon in the-early
. 1980 s. (J’mport likeralization had a negatlve effect on domestic agrlculmre )

) ¢ 'I'he nnp.'evanent Petweer 1963 and 1984 was due to mArgitAl incrésss in exports.
-(mn-ltraditional) ard a significont curtailment in imparts. There doés not
appear to ke much more scope for import contraction. .

v o The Serv:l.oes balarce-became less negative hetween 1980 and;1983 but

o detenorated m 1984 _ zorglq;;z trax{el_ hasbeen ggs_;t;ye..-arﬂ_ increasingly .so

| - _Vsmce 1980 waestxre.nt J,nc:t:me had becc:me. less neqatwe between: 1930 and 1982
"—_.lbut reoonied J_ts greatest negatlve balance for tha per:Lod (~US$304. &nn) | Total

-*net mesment inccme outhcw for 1981—84 is: US$G44.9mn,.-
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1
TARLE 6 ’,
JEMATCA'S BALANCE OF PARMENTS, 1950 — 1984 o 2
(US;MN) 3
i 1950 1981 1982 . 1983. 1984
L - ' (PROV)
e - |
¥ A. MEFCHMDISE . =75.4  -322.7  -461.5 . -438.5 "=295.7
_Exports. (fcb) 962.,7 974.0 767 .4 685.7 738.7 |
Tmports (fob) _ 1038.1 . 1296.7  1208.8  1124.2  1034.4 |
' B. 'SERVICES (NET) -181.7  -138.4  <96.8  .~18.0  ~122.3 |
Foreign travel 228.9 270.5 306.1  374.3 403.3
5. " Investment income -251.2 ~201.5 -183,5 =185.1 ~304.8
Other -158.5. ~-207.5 ©-219.4  <207.2  -220.€
\ GOODS' & SERVICES (NET) -257.1  -461.1  -538.3  -456.5 -412.0 ‘
e mesm (NET) 90.8°  124.3  150.4°  10L.5.  127.0 .
[ Private 81.8 123.3 134.5 - 24,7  118.0
% ° Official 5.0 1.0 15.9 . 6.8 .- 9.0
B wmmpmcmmm*cp -166.3  -336.8  -337.9 = -355.0." -29L.0
'D'-,.. NET: CAPITAL MOVEMENTS 105.1 225.4 465.6 ° 5 76.4  515.3
Official , 226.6 240.2 44610  321.0 © 358.2
Private . - . -12l.5 ~14.8 16,6 © -244.6  157.1%
E. TORALATOD - -6l.z 1114 777 -278.6 2243
' F.  ALIOCATION OF SDRS C16.0 1049 - -
G. TOIAL E PWUS F -51.2 1014 0 77.7 -278.6 0 224.3
- H. CHANGES' IN RESERVES  50.2 90.5  -86.0 2881  ~223.3
- {Incrgzsz = Minus) ' Coe
Holdings of SDRs | , G.5 -1.3 1.2 0.1 -
Reserve position of E - -2.86 +  -1.3 6,1 - T
‘Goverm;ent -12.7 14,0 = =1.0 17.4 -3.8
Capital Develomment Fund ) ~0.1 -i.0 3.1 027 " -7
‘Bapk of Jamaica & otherbarks 71.0 ~ 86.5 .. -90.3 | 257.6 ~183.6
..Export Developuem: E‘und -8.5" ~-1.9 1.3 9.7 -36.7
MR EREORS &mﬂsszcm . 1.0 10.9 83 -5 . -
* Inclvdes N’et. Errors and inssmns _
sm:cce; Ba;rﬁc of JauhlcaArmual Reports o S
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“Unrequited transfers (net)” has been positive throughicut the pericd,
It increased fraw 1980 to 1962, declined in 1983 and increased again inm 1264.
Private transfers have dominated official transfers.

The current account balance has been negative throughout the 1980°s. - Tt

worsened between 1980 and 19382 arnd: improveﬂ thereafter., Net capital movements,

“account deficits.,

Net capital movements have been poéitive in the iQBOis, They increased
between 1980 and 1982, dech'_ned sharply in 19¢3 ard exceeded the 1582 lavel in
-1984. It is clear that positive officiél capital wmoverents have dawinsted
‘mostly negative private capital flews. For 1981-84, official capital movements
:total US$1365 am, while private capital movements total L‘~$82 Ton.  Private
_‘—-_m_c—éé;.;é.a. ncver@nts thenfore, hke:net_:.nvestment Inccme, haabeen a foreig:n

chango dra.m ln the 1980 S

‘ It is not clear that these private capital inflows will be maintaired. If they
are malntamed they, with official capltal inflaes, will necéssarily havé'imglif-
caticns for mvesmmc incams outflc;ws ard extermal debit servicing.

) The, Balance- of Payments s_ituation,. therefore, has not been stabilized..

i Imports can hardly be cutfurtber without affecting the prospec{:s for eocmm.c
qgrowth. Investment incame outflows have contimed to Le a drain on the econcmy,

while private capital inflows have been. disappointing. There is scre potential

for the. expans;.on of mn—tradltlonal exports services (esgeually fore.lgn travel)
and a resurge.rx:e of the: bamate/altmum wé‘ustry is still hoped for. "’hese latter
mxgn:cxvements (esp..—c:La}J.y tc)urlsn) ave- c:r:uc:.ally dewarﬁent on the mntxmance of
ffsoc:.o-—pob.tlcal stablllty ' ' '

“with the exception of 1982 and 1984, have been inadequate to finance these current

Reserves have mostlj fallen. w1th the. excepruons (.L982 :._nd 198&) bE.‘HK." largely

‘due to. offlc:,al cap:;.tal :mflo.qs ard in the case of 1584 to pm.vate capital J_nflcms -
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. Inflation
After ipitial successes in contrcelling inflation in 1581 and 1982, there was

a resurgence in 1963 and 1984.

TABLE 7

PERCENTAGE CHANGE. T THE ATL TTEMS CONSUMER PRICE IMDEX, 1981 ~ 1584 -~

1980- 1581 1982 - 1983 1984

Percentage (point to poimt)  28.7 4.6 6.5 167  3L.3

Percentage (average) 28.2 113 6.4 113 27,0

Source,. Ecorcmic ard Social Survey (Jamaica), 1964, Tahles 4.1 and 4£.2.

- . Given relativé—],y' strict wagec:ontrols -(esgécialif in the publlc sector) with
o ‘a;‘consmuent decline in real. r.;:a;qes; it would appear that daesstic. inflation in
the 19u0 5 has been dcnmmtd Ly mvaﬂen*-s in the mchmqe._ rate
| In 1901 ard 1982, there was nc_‘} official devaluation (desplt:, the exira‘teme of
a thrlvqustreetmrket iﬁ.‘szfeig%rf exchange) . Also, in thase yeaxs the Tocal

market was flooded with L.rgor:ted means Of consmptlona In 1983, t‘n,re was- the

formalization of the parallel market with cumular ve shlftlng of transactions
frem the official to the parallcl market. - In late 1953, thers was

official devaluation with the unification of the excharge rafe, Under the auction.

System between 1983 and 1985, there has been significant devaluation of the

Jamalcan dollar, The hrSighich preference forr decontrclLrg prle_.S ard ‘eliminating ;'

' _ rsubs:.dws* ‘ms also mntxlbuted tol t‘m_, mlamomrv cy]gerlence,

7,’48-: o
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The ntzflatlona_t} reswrgence has becn maintained dn 18G5 with prices in the

et f:u:st ter increasing by 5.93% and in the secord muarter by 8.4% (on a point

to roint Lasis). The link ?ctWﬁen the exchange rate and inflation creatcs a

- .vicicus spiral whersin inflation makes balance of paymeitts and exchange rate’

_stabilization‘mre difficult, makes real interest rates negativé and threatens

social stability in the frce ofcdenand restraint.

Feonamic Grawth

1961 represanted a reversal of the econc:mlc contraction as experienced
throughout most of the 1970°s. The growth performance in the 1980°s has, however,

‘_ beon uneven.

TARLE 8

PERCENTACE CHENGE TN GDP Ii¥ CONSTANT PRICES,. 1980 -~ 1904

1980 1881 1sk2 1983 15€4

Percentage: change =7.33 2.4%  0.95. 2,04 -l.4

Source: Econauic and Social Survey (Ja'naica) 194, Teble 1.1.

: Nota:r These flguxes reoresent Planning Institute of Jamaica revisions of earlicr

: estmﬁtes

B ‘_ - In 1982 influenced by the contracﬁion lP the hauxite/aluina industry,
- grcwth was J_m.tlal_ly estimated as 0 0% and subsequently as 0.96%. Isfter‘a'
resurgence in 1983, the aconcmy' again contracted in 19G4. This contractlon has
Lx . corrtlnueclm 1985 . Wl.th’. the Planning: Instltute of J"_c.malc_a, by the middle of
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the years. est:matlm a decline of 4-6% for the cntire year. Beyornd the con-
tlmledsllznp ire bam{ite/almnim., the Institute scos the tightening of fiscal
and monetacy pol:.cy as contrilutcrs to.economic AdecJ._inee%

The. apalysis could ko deepe.mduy more sectoral -detail_; It appears, however,
that econcmic performance is influenced Ly econcmic shocks: ina 'sj.tuaﬁion where

the: cantractionary effects of policy damindte any stiulative or expans’ionary

effects.
Unamployment: N
The rate of unemployment appears to have becn relatively constant throughout
the 1980°s. ) -
- TAWE _
UNEMELOWMENT PERCFHIAGE, 190 - 1934 .
1950 1981 19E2 1983 1984
_______ ' ' ' (CCT. )
Percentage unavployment  -27.9 -25.9 - 27.4 26.4. 25.4

Source: Feoonomic and Sccial. Smrvey (Jamaica), 1530 -'1-984;

It declined in 1881, mproved in 1962. ard decl_ned sl_lghtly in 15€3 and
1984=. 'I'he 1983 ard 1954 dmprovements are esrec:t.ally SUIprlS]m in light of
econcmic oontractmn with lay-offs in the baux:f.te/almum subsectors. Those

' re&uctlom in the. rate of umr@loyment are asc:m_b@d tc :mc:t:msed fosnla employ~

\
. e

HQ'EL.nm_ng Insta_tutu of Jamalca, Quarterly ECODCI"IJ."‘ Report Vol. 2, No. 1,

/30




50
ment in the service sactor., (It is not clear exactly what this means.) !
Domestic Savings and Investment ¢

Damestic savings and imvestment are important as foundations of the econtmic

growth process The fractions of GDP saved and invested may be taken as an o

' : ‘
indication of the ability of an econady to sustain its grawth process. :
TABLE 10
DCMESTIC SAVINGS. GROSS AND HET INVESTMENT AS A PERCENTAGE OF GDP
1980 - 1984
1880 1981 198z 1933 1864 A
(PROV)
Damestic savings* 10,16 8.6 7.7 10.6 10.2 ]
' Gross imvestment - 15.9 20.5 0.5 2L.6 22.5. 1
' Net imvestment 7.0 1.2 1i.4 13.4 9.1 ‘
*Includes depreciation
Source: Cm;;ute& from Econcmic and Social Survey (Jamaicé) . 1934,
Tables 1.1 ard-1.6 '
Damestic savings as a percentage of GDP fell from 10.16% in 1980 to 7.7% in
1982, increased to 10.6% in 1963 but by 1984 was back to the percentage of 1980.
Tt must be noted that within Gross Damestic Saving, capital consumpticn :
allowances are dawinant with other saving. (private plus public) belng rﬁglicjible ;
or negative. - R o o e




' GI(.)SS'.'IHVQS'UHEL‘C hes increacsed stoacdlly from 15.9% of GDP in 1980 22,58
'of GDP in fl%'ééo This investment is financed mainly from external sources.
Since 1981, for&gn financing hes deminated doamestic financirg. | |

Net Irwestment as a parcentage of GDP increased fram 7.0% in 1980 hto 12.43%
in 1984, In 1984, however, it fell to 9.1% of GDP. |

Tt appears, therefore, that while Gross Investment rerfomance has been
gb:;itive, the jinprovane.nt in net investment has not been sustained. Gross
Demestic Saving has been weak generating an increasing reliance on foreign
financing for domestic investment. A more detailed analvsis of rublic ard |

private sector saving behavicur is necessary:, In particular,; one must

examine tha relationship between the real rate of interest ard real private
sector savzl_rx;s
'Ihls paper has J.rﬁlcated however, tllat econanic pollcy in the 1980°s has.
| nort always beén able to control inflation and guarantee pogsitive real rates of
inferest. One may also conclude that the ecorx:my has beccme increasingly

dependent on forelgn financing.
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__had to tc.ke large doses of . IMF ﬂhedlC.lI‘}e: it is _Irr;*ortant to exercise fiscal i |

-agalnst unenployment and the ratr of mge mcreas(_. as agau}st soc:.o—econanlc:

- welfarea.) Th.ls need for ¢ound econcmic nk,mgerenr_ is viwidly J.]_lustratad by

and policies have been corrected. There is: contimed emphasis on demard 3:essi:rai.nt_E T

CCHCTUSION

A theory may be logically consistent and mathexatically elegant but it must
be. rereu&:ered that theory is only a quide to reality and in pv_rt an abstréction

frcm reallty An ecorcmist must not only ke a “geod techmcz.an“ in being able

- to corgtruct: ani rampdatc models, but most also be aensmlve to the sccial

and polltlcal reality in which one is cperating. So, while it is a:cgued that
the Monetary A{proach to the balance of payments is “a universally va];Ld
mmlytlcal frana«m:k ariging as it dres fran the balanr*c g}ﬁet 1den1:_1ty , it
must be reahzea that pecuharltles of irndividual countrle:s My make them
prc-ne to exce551ve money - creation ard limit the rate of feg.smle mnetary
adjustment. o .

There a.ie-, _1'_19‘?9“‘?'@3;'..; important lessons. for urxjerdev_elogea COUI""CIJ.GS in that

Monetary Approacl'tto the Bélarx:e of Payments. For ccuntries..v&d_ch have rot -yet:

,restra:mt and. scxmel :Elnanu,lal mger*xent: The e.fvmtu_.‘l altemﬁtlve may be TMF

' mflumced restralnt .v"xere_ the priorities of tb.c. I’:IE’ are Lchly to cu.ffer frem

those of the oount:cy receiving TMF assistance. . (For @camole-, 1nflat10n as

Jamaica's- fiscal ard monetary over-expansion in 1974-75 creating a need for the .

'IMF's financial suppert and Fseal of apéroval",

Several weaknesses in DMF inspired ecorsmic policies in Jamaica in the 1970°s :
have been identified. While the IMF has displayed sighs of increasing generogity
ard flexibility, it is not clear that the furdamental weaknesses of the DrOgranimes:

&

2 Rebichek: in i Mans (edu), op.. Cit.. p. 727
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and: appropriate prices, while measures to stimlate snpply,l egmrecially in the
face of exogenous shocks, hav;'a been inadequate. It is -als.o élear that the Dd}?’s-
"seal of approval", especially where interrﬁtioml. banklrg ig worried about
internatioral debt, may be impotent as a catalyst for additional financing.
Jamaica's economy has not been stabilized and it has contracted in 1984 and

1985, Socic-econamic welfare has deteriorated, scciel resistance has alré;ady
teen displayed as in the Jaruwary 1985 protest over the gas price increase.
Those demonstrations are ‘seen as having had & negative mpact on the tourist
idustry. Ironically, Ja?aica, hawj_nc1 borrowed so much ard grown so little,
may how be approaching the h.mlts of Its debt &rxylmr ‘cepacity. o

- e - — —The international financial system is still in crisis with its survz.val
still beirg threatened by the overhang of internaticnal debt. There are 5191'15
of increasing resistance to debt. sexvicirng reguirements and the rature of IMF
corxfutlonalltye In that cogte}ct, a recent suggestion for addltlom financirg
for the world's largest debtors (with an increased role for the %rl;i Bark) at
the cost of more austerity may be madequatp to solve tbe prcbleﬁ., '

o 'Iherefore, while one accepts the need for more. prudent eoomm.c @mgmt in
urderdeveloped countries, the.re is also a meed for more emphasis on the stimu-
latmanf.__ econcmic growth. "Where markets. are not hlghly develo;ed reliance
é:urely on market forces rréy be misquided. International derard managenent, with
protectionism in developed countries, will have negative consequences not only
for individnal’ urderdevel@ed ecomes,, but far the :Lntematlonal eooncmlc
systam, ’I‘here :Ls also a need fqr increased .mternatlonal f:LnanCJ.m, on more by

_ concessional terms a.nd a more rea.h.stlc approach to the debt problems of urder—
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