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DEEPENING FINANCIAL MANAGEMENT IN THE CECS

ABSTRACT:

The objective of this paper, "Deepening Financial Management
in the Organization of Eastern Caribbean States," (OECS) is to

explore the underpinnings of three key issues financial
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should be analyzed to deepen the financial management associated
with the issues. We argue that the deepening could have more
benefits for the OECS and the wider Caribbean.
Pragmatically, the central idea of the paper is to note, in
a political-economic schemata, that while the present financial
. systen iﬁ‘thq'QECSuhas_sdme ﬁefité, dréater depth in the
R PP, .‘::,.ﬁ.i:n_anoihfl'l:'.mémag-c;mei*ft--cﬁu'idf-" l'e:-ad.;;ﬁo.r-rndre: bré"édftb:i{":n‘:r{.-:the voverall .o
v ' 2 weconomicusysten. - Furthermore,' iti-is.our. contention that the °
- lessons: from.the experience’ 6f .the OECS in these thiee selected

issues could be of relevance to the wider Caribbean region.
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managemenk-in-the OECS. We present a view that these issues—— -
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INTRODUCTION:

Within recent years, the spotlight of attention has been
focussed on the member states of the Organization of Eastern
Caribbean States, hereafter the OECS. This spotlight of attention
has been focussed on the OECS because it has not followed what
others around it has done, nor has it fallen in the caverns of
despair like others in the region have fallen. While other
regional countries and groupings grope for econcomic survival and
try to find ways and means of creeping out of the economic morass
of depreciating currencies and mounting debt, the OECS has been

able through thick and thin to keep the wolves of devaluation and
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Sees—roxcessive -debt at bay.
The current focus on the OECS is interesting, in retrospect,
in the sense that many commentators are now viewing the OECS’s
new development as a success story. We are happy to see that
reality has now become a fixture in the thinking of many regional
and. international commentators. Finally, those who had no faith

*.Jéw§fih5the'viability of size, are now éeeing that "size is not a
J4ﬁf?ﬁﬁéﬁnstraiﬁtitafsgf%ivarwbﬁ*the!miérdstqhea gf.’the Caribbean," asg
--e'kaasisaidﬁat7§~00ﬁﬁerenceriﬁ\Hexico~City.eleéen-years ago.
(aneS#Héndficksonyf197glf“IE'is“our“view;*that'management is of
moment in all states, but specifically so, in microstates.
Before the euphoria of congratulatory excesses die, we offer
some advice to the political and economic directorate in the

Skt QECS o ~The - ideas-emanating from the advice.may. be implemented in

the OQECS as the subregion marches into the 2lst. century.
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In this paper, therefore, we focus our advice on the OECS
and identify some strategies which may be put into effect by the
OECS as a means of deepening the financial management. The ideas

by way of focus and advice will center on three areas:

(1) Strategic planning
(2) Factor mobility: capital and labor

(3) Regional Central Bank and common currency

Anyone of these three issues could be the subject of massive
amounts of paper and discussion. However, we will restrict our
discussion to the vortex of financial management. When we use the
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e oncept financial, the idea pertaihg:tc—finanCE“br“pﬁﬁlié“fé?éuﬁél“”‘

or having to do with monetary issues. In a systematic manner,

financial pertains to a system or science of public revenues and

expenditures or any public sector resources and the attendant
monetary value.

‘,gijanagementJ in the context that we will use it in this

. .afg paper, isAtpe,act‘gfﬁtreaging;xdifeéting,.carryihg;oh or handling

. meome, 'set  BE,dgenes with. a yview. bfsachievingra-desized: target,

... .« goal.or .objective. -

b ‘ﬁ_Einanqialvmanagement,_inﬁsgmiiggglﬂ_gg-déféged_gg Fhe
conscious‘manipulation of public sector revenues and
expenditures, private sector revenues and expenditures, in a
directed, controlled manner such that specific, planned outcomes

s s @ €. Obtadned. Financial-management cannot be construed in a

vacuum. Financial management must be seen in the financial space
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as well as in the managerial space. In this regard, management is
not merely manipulation by anyone. Management is that corpus,

. that body-politic or body-economic deriving from a

- personification of the tasks of a manager or a person., It
follows, therefore, that management is the encapsulation of what
a manager as an actor does as that actor seeks to define a
problem, formulate an objective, recognize a constraint, and
evaluate alternatives. Out of this schematic, financial
manégement perspectives will suggest what optimal course of
action will be chosen. Financial management could be discussed
qualitatively or quantitatively,

Qualltatlve management rests on the personal experience,
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—‘“”"“”“judgement;“gut“feeixng“and“lntﬁxt&Un*Uf"managerS“and others who— - -
are permitted to input into the decision-making process.
Quantitative management, on the other hand, rests on the solution
of a problem which could be reduced to a many variable-set, a
repetitive issue, something having a numeric system, and one in
' which the decision-making environment lends itself to a
." specification of goalsy Given this context of financial
7¢;k”*hman£QQMéﬁﬂ?fr@m$the}Quahtﬁﬁativefgndéqﬁayttative“pointsJqf view,

W Hﬁwletnusénbwnturn-to:theqﬁirstuissqu‘namely%strategic planming.

I. Strategic Planning:



In the consideration of strategic planning and the deepening

of financial management in the OECS, we. have.to use the arguments
- of financial management as developed in the definitional sense

above, Financial management, as we noted, refers to the
manipulation of revenues and expenditures. In the strategic
planning context we want to use financial management such that
the countries of the OECS are not peripheral to the requisite
budgetary system that has to be in place if the countries are to
remain viable, stay afloat, and avoid the razor’s edge of
development;

These three caveat: viability, staying afloat and avoidance

of the razor’s edge of development, are central to the long-range

P TATTING protes e o T iE OReE = In—gones Hendriokson (1989:88), the
point was made that "... when the financial structure and
economic development in the OECS over the period 1979 to 1987 is
considered, it can be seen that there are no significant genetic
defects in the methods of financing the economies vis-a-vis
ibng—term survivability of the economies."

4w S We are of the view from a’ long, historical and continuous
QﬁnpuaasessmentﬁofZthachCS:vihat“thsanCSxisrviablg;;sihce-i981-whenl
+ "' theé™0ECS, was created, " the organization!/s:leaders have heen
“~hattlingithe. Scylla.of “non~viability-and the' Charybdis of
cynicism emanating from those who were of the view that the OECS
were/are too small to be viable. Lewis and Emmanuel (1975), Lewis
(1976), Emmanuel (1976) and Jones-Hendrickson (1979) have

~sannaademonstrated that the non-viability. issue . is a. non-issue., We are



not concerned with the non-viability issue. What we are concerned
————-with is the issue of "flotation" (solvency and buoyancy), and
- with the issue of avoidance of the razor’s edge of development.
When we put the case for the manipulation of revenues and
expenditures, a la financial management, strategic planning
fequires that the leaders of the subregion begin to set agendas
that will entail multi-year budget cycles which cycles should be
independent (completely divorced, if possible) of the political
budget cycles.
Strategic planning is contemporary long~range planning. It
differs from the traditional long-range planning "...in that it

adds special emphasis on discerning and understanding potential

changes—inmthe external environment, competitive-conditions;— ===
threats, and opportunities" (Morrison, Renfro and Boucher, 1984:
iii). strategic planning "attempts to develop a greater
sensitivity to the changlng external world and assists the
organization to thrive by capitalizing on existing strengths"
.'fcyert, 1983: vii). Fundamentally, strategic planning is an

.”f¢ﬁ$ﬁﬁgapproa¢hathatuwilg_getfadministrators,-key.decisionemakers and

v

Lo 20 wofhers fzfihé-fﬁéapdli;t'ica& -andietonionic Hirectorate Sthinking’ .
M'-uﬁumwinné%attvalyﬁandngmting.strateqicalkyr‘with‘the.future‘in mina" :
- (Keéller, 1983). ' ; | g
In today’s wofid, more solthan before, the concept of the
global village is of momentous importance. In this regard,
strategic planning captures the essence that organizations are

“*molded by external ~and' internal forces to a degree that was not

always evident and possible. Hence, strategic planning is an



attempt to institutionalize a system to make "this year’s
decisions more intelligent by looking toward the probable future

. in coupling the decisions to an overall institutional _strategy"
(Keller, 1983: 182). If the OECS ls to achieve success in
strategic planning in the deepening of financial management, that
success will depend on the organization having an adequate and
effective means of using qualitative and quantitative management.
There must be, in effect, adequate and effective ways and means
of identifying and anticipating probable events in the external
and internal environments; and to forecast, within reasonable

degrees of freedem, how the events may impact on the

~organization. T e

Strateglo prant g L Che<f TRaoTa L Mg e soemario that ~
we are discussing involves short-term and long-term solutions. A
series of optimal short-run solutions could lead to a
well-defined long-run solution. Operationally, however, it need
not follow that the summation of short-run optimal points equal a
"fong—run optimal solutiob. Given that there are unforeseen,
't U3 disruptive, external "perth%béfiveﬁ}foréés;ﬂwhat may be
J*:ﬁﬁugnﬁwelé—defiﬁg&-ghoktﬂrﬁh}opt;malﬁsben&riﬁsmmay;nsi'al&aysnend~ub!¥n
g;ﬁ”43.wth2.lbngfrun'space. '
i e - EheDECS ,countries are 'sufficiently small -countries to
manipulate their financial resources without causing too many
distorting effects. The states, also, are sufficiently large,

that small though the distorting effects may be regionally, the

@ v nue@ffocts .may be.large.on .the.level--of-an -individual state. This
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concept is what we have termed our axiom of micro: "what way be

micro in a macrostate, is denerally macro in a microstate.®

Jones~Hendrickson, 1985: 50). -
In the OECS, the leaders have to begin to pay greater
attention to the "flotation" issue (solvency and buoyancy). The
agglomeration effect of one major project, the institutional
instabilities of some developments, the debilitating current
expenditures impacts of capital expenditures can, through
diseconomies of scale and scope, affect the region in a way that
was not anticipated. To date oil, and its attendant calculus, has

been the one commodity in which the solvency and buoyancy space

- has ‘been clearly demarcated in the OECS. Because oil is external,

e N ] [P

“““*‘“Tﬁ“ig“ﬁﬁt*éasy*tﬁ“fﬁﬁtﬁr”dn*thE"decI51onat“matr1x*of~all of the
likely perturbations of oil shocks. This inability to plan or
anticipate the full force of éxternal shocks, suggests that just
like strategic planning was advocated above, an understanding of

catastrophism must be high on the agenda of understanding in the

”ibng—range scenarios of the OECS financial managenent.
he 'éf CatastrOphlsm, .as 'we are using it in thlS present context,
st themmy‘thatlseERs toUunderBtand,thE'VlmlEnt-soc&aLuupheava]
b . »+’im-the bodyrpalitic .and bOdY“ECOHDmiC;Of.3”5001ety.yThe upheavals
?5';J;in St Ritts*NeV1s 1n”196? Trxnldad‘un 1970, Grenada in' 1983 and
Trinidad, again in 1990, all point to the need for the regional
decision~-makers to anticipate the likely upheavals in he
economies and plan accordingly. The issue with not planning for

remenwwthese -catastrophic .events is. the . fact that .after a catastrophe,

the expenditures associated with trying to restore some semblance



of order in the country is normally subject to some discontinuous

— - - junp in the expenditures path, The path is similar to a “ratcﬁet
effect" type of system that obtains in a long-run consumption
path.

One Key issue that is meritorious of further discussion
within the strategic planmning cum financial management path is
the issue of hurricanes. Hurricanes come under the rubric of
catastrophes. The destruction, the assoclated looting and other
calamities of hurricanes are now so frequent in the region that
the mere mention of planning for these disorders is disruptive.

From a strategic planning point of view, the leaders and

decision-makers in the OECS need to begin to look, seriously, at

SR Enuipts cpTremnL. -
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Bu1td1ng codes, Pan ~Caribbean disaster preparedness, “and greate1~W“~W“
degrees of mobilization of resources before and after calamities.
Crucial to all of these preparation is the financial implications
stemming from the costs of the calamities, the insurance
overlays, availability of labor and the timeliness in the
restoration of devastated areas. The massive replacement costs
—*»associaﬁédﬂwith”the capital ‘and ther infrastructural costs in
rnb]acnhq Hhiidlngb and Sryding to put-suclaﬁﬁorﬁer back .to somz
it -approximatison of ~the pre—calamity :era,. is: samethlng that. must be
high ‘on theYagenda’ of ‘planning in the short: run-and- the -long .run.
While there is some level of predictability of hurricanes,
our argument is that we have enough evidence to plan for
worst-case scenarios rather than assume that aid will arrive and
Treesthat o the taid wild arrive .on.time. In implementing what will be a

Keynesian precautionary mode, the opportunity of the use of funds
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devoted tm precaution versus the m=se2 of funds in alternative
endeavors will- have-to-be-analyze3 and scrutinized to the nth
degree amdE minutest level of.complexity.

'The mazor’s edge of developmenit, is suggestive of the
dynamic¢ exguilibrium of the Domar growth model (Domar, 1946). The
model is mnstable and that is why it is called a "razor’s edge®
model. Thz development is so thin that one magnetic turn to the
left or tw the right can tumble the economy into the abyss of
destitutimn, the precipice of recession or the crater of
depressicm. The economy cén shoot off into hyperinflation oxr deep
depressiam at any point in time. There are problems inherent in

~-the Domar ':model - But, ceterls paribus, the growth in the OECS,

'm:\';\..rlﬁa_—

GVar th??asﬁ seiié?ﬁl‘“y”é’a‘fé“mrg‘“aggroximated"*“ in the limit; a-

“ Domar groswih model a la the razor’s edge scenario. Our suggestion
is that tHe decision-makers have to undertake some strategic
planning %o try and cost out the financial implications of this
type of mlanning and try and avoid the likely consequences of

‘f;'$=t:his type of growth., To avoid this razor edge type of

-'i'ﬁevellqpm,,ai;‘t, ‘the decisiontmakers.. in . the. dE.CS‘qhév.e to exercise

d oy .z=kee,n-lﬁmdié‘lﬁméhag‘émenﬁ" whei:'él:fy'; t:h:e:.ar et dealistic goals and -
g v ;;manipulam'r,;:the ..ﬁ:nte-,rhal .ands. extama.l“:enuiramﬁent. to obtain the |

wes-dosired cijective.of stable growth.
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II. Factor Maz~%ets: Capital and Labor:

Capital =md Mobility of cCapital:

The quesition' of deepening financial management in the
capital market:s revolves around the issue of the so-called
regionalization of the stocks markets. In our discussion of
capital market=z, we are prona to put forward the idea that the
OECS decisicn—makers have to plan for what may be termed the

inevitable. Currently, the OECS member countries have rudimentary

and fragment=ry instances of capital markets. All of the

governments h&wve instances where they have bonds debentures and -

e pr treasury bills. While the publie is ;paxtlally 1riv01vz§a‘“ii~f*“3 s
| these govermmamt securities, the Eastern Caribbean Central Bank
is the main umdervriter of these securities, in a narrowly
defined sense ©f the term, underwriter. But, as it is well known,
finance knows mo boundaries in its search of areas of investment.
If there are imvestment opportunities available, investment funds
w2 . .will move to tThose areas Mhére.thé best. returns a"fe available.
C ﬂJﬁThe?queétj;mltﬁhat#mushmbéfkeptfonkthéﬂagéﬁda?b%?finahéiéiq ;o

e, Management hs swhather.the, OECS.as.d. xesexrvoim.of capital base can

attract the kimd of investment "that v).ll ‘be reqiired as the . .

states nmove imto the 21st. century? The case of Guyana
demonstrates tThat it does not automatically follow that the areas
with the high=st need for the diffusion of funds will get the

e o g reatest.infesion..of funds .chasing. the highest  interest-rates
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It is widely perceived that capital will flow across borders
according to many assuzmptions.-The Branson (1968)
stock-equilibrium approach, the Mundell (1968) and Johnson (1971,
1972) monetarf approach to the balance of payments are all tried
and true approaches tested in the literature and have some
merits. Concretely, the literature on capital markets and capital
mobility centers on c¢hanges in domestic income, the current
account balance, changes in domestic monetary instruments and
changes in foreign interest rates on the demand and supply of
mnoney. |

In the OECS the norm has been a very precarious system as

far as changes in dowestlc income is concerned. The current

R

. Iafrastrueture.and the  Jevel. of .infrastructure.are. also. critical .

Lt R A T e e

'}accéunt balandes” 1n thae sﬁaﬁeS”héV;““fdr tha™ mbst'part all shown

negative balances. If this system is to persist in a type of
chronic undertow of the economic system, this too, will be
problematic as far as the capital market is concerned. Domestic
monetary instruments in the OECS, as exemplified by the Eastern
ééiibbean Central Bank, have been bordering on the conservative.

The evidence .from around the world suggests that changes in

ﬂi@cogﬁ?aﬁe}highlyﬁsignifiqantfinjexplainiggtcapital:flqwsw

t

_intheclével- ofiinvestment: that a.region or a country attracts.

As Worrell (1989: 3-4) noted, "The prerequisites for investment
are an orderly, stable society with obvious legitimate political

authority, dependable public utilities and transport and

~hasically sound.education, health and social.serviees. .Once these
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are provided for, investrent follows profitability." Worrel is

- concerned with the orthodox fallout of this preregnisite for

investment and capital flows.

Conservative as the approach may sound, it is an approach
that approximates reality. We are of the view that in the OECS
the member states, too, will have to think of these issues if
capital is to locate its own market and if investment is to seek
profitability in the subregion. On¢ merely has to consider the
Japanese case in terms of capital flows and understand the
substance of capital flows and capital markets.

Between 1978 and the present, Japan’s role in the

international capital market and international flows have been

TR

HA AT o st LS s

o

PN

oné o §ATgantiuan proportisns. Japan has followed the 1ikeratisn™
of capital markets. In the context of the OECS and the wider
Caribbegn, the gquestion is whether the region will truly
liberalize the capital market system such that capital will

diffuse to areas of highest interest concentration. If capital is

-+ to flow from the larger, countries to the smaller countries, from
'J:uﬁthe.Jamaicasqand'others~toutﬁexmicrostatés,»economic issues and
3 finangidl.ninaderial. termeiof .reference #hd shot ’qusntitative 7 .- .

> eontrolstandsother barviers:will -determinae the ‘magnitude of

capital flows -and the size of the capital market.
Bourne {1988: 53-55) has shown that the investment ratios in
most of the Caribbean countries have been stable with a tendency

to decreasing at a constant rate. National saving rates are low,

»ewpy and large, with a téendency to decreasing at a increasing rate.’

National savings as a percent of GDP has been very erratic in the
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OECS countries=. Except for St. Lucia which has shown positive
savings to €0% ratio from 1977 to the present, all of the other
countries hawe shown some negative rates over theée same period. |
St. Kitts-Mewis and St. Lucia, in the OECS, have been chronic
negative savers or dissavers (Bourne, 1988: 144, Table V.2).
Positive sawings rates will do a great deal to give the fillip to
the OECS capital market.

While th= capital market is considered in terms of the
mobility of «apital, the nature of the investment must be taken
into perspecicive. Will the OECS be able to absorb long-term .
securities from the other regional states if the capital market

becomes trmly regionalized? What will be the role of equities in

C e

“Totago and -
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Barbados begimn to penetrate the OECS? If the nationals in the
OECS are permitted to invest in the stock markets of non-OECS
states, will a simlilar strategy be permitted for non-OECS
nationals to invest in the firms and other businesses in the
OECS? If this external, but regional, ihvgstment is permitted in

: --‘«'«._?-the"‘OECS‘,‘.i:b “what ‘exteiit’ #ill that capital 'swamp the local

e dhitistive? wWill dkire loval wmanagers .ofs finance. '.-ri‘$e.'.tow.th.e o
.. challenge’ of a widened and brdadnned..acapit*c’;i ‘market? R
o Whaty ted, will bethe-role of trade c¢redits?:What. will be .

the role of private capital flows? Will the largest users of '
capital from the larger countries create a type of “crowding out
effect" in thea OECS as the large firms and businesses use their

etacwcagonomic and political might . .to get funds? What type of. . interest
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rate regime will be im existence and how will it be managed? What
- “type of external rate megime will the OECS be able to tolerate -
such that its financimg gap is less precé\rious'?.

In summary, wher we think of financial management in the
capital mobility and capital markets, we are thinking of the
nature of the market == it now operates in the OECS, the nature
of the infusion of capital from the wider region and from within
the region to other f£irms, and the degree of tolerance that all
markets will have if wapital were to flow freely? There is much
talk about the regiocm=l1 stock maket. It is clear that some .
thought must be giverm to the issue in the OECS. It is not merely

a situation that will permit sterilization of the 1mpact of -the

e

~ stock markets: Eveni Ersotgh “tﬁéi@ TE55" Fs’éw:c“mr:ﬁk‘é‘rtf‘%zraﬁl

s e

it will not be possibBle for a long time that the OECS w1ll be o
outside the maln ever=t. The rapltal market in the OECS has to.
develop such that the subregion is fully part and parcel of the
capital market as ex=mplified by the capital market which

obtains in the larger countries. '
'-"w».a"'lh’.‘.thls issue . of the capital market and capltal mobility,

Y

..;‘.?“» 'cost* halgvto be cl.t.aa‘.ciz? :demaxcated. Th&qaais *and‘ ;crb'_}ec’l:lVes- of. 55‘ -
wn. - .. ithe GECS,ast the leadess. per:qgive of. thos.tangals and. tobjactlves T e
within the: planning eoontext of.the-members ;T_s‘tat_;e_g,,..pave to be
such that the sustaimability of the OECS relatively to the |
carrying capacity of the region is of moment. The one issue that
will loom large is t¥F issue of interest rate. This is such a

1eoresehorny.- issue that -th= .OECS.leaders will.have .to.give.cogent
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thought to the impact of the capital market in terms of its scope
and in terms of the mobility of capital as the interest reéime is
manifested.

Linked to the interest rate also, is the soon to be q
established Common External Tariff (CET). January 1, 1991 has
been designated as the date for the implementation of the CET.
The larger countries are expected to put the CET into effect by
Januafy 1, 1991. The OECS and Belize will follow and Montserrat
will have a special arrangement. The critical issue here is, will
the CET have negative repercussions on the capital market and the
mobility of capital in the region? It is not clear what will
occur. What we do know is the fact that among the CET’s
provigion, provisions will be set in train such thaﬁ the special
revenue needs of member states will be taken into consideration.
Even though some attention is being paid such that the CET will
not push up, unduly so, the cost of living in the members
countries, it is clear that the cost of living will be pushed in
some countries. The OECS are sure to suffer as a result of this
new CET regime. This may be a short-run phenomenon until such
time as the "diffusionary" aspects of the CET takes effect.

The leaders in the OECS will have to introduce sFrong levers
of financial management to cost out the impact of the CET on the

subregion.
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Labor and Labor Mobility:

The movement of labor in the region and particularly in the
subregion of the OECS will require a deep understanding and whef
that understanding is fully placed on the agenda of
consideration, the financial managerial aspects of the labor 5
mobility will have to determined. It is to be remembered that we
are discussing the deliberate action or manipulation of revenues
and expenditures to attain some specific.goals and objectives.

over the last few years, there has been an increasing
tendency to discuss the question of labor mobility. The issue
that is crucial here, from a financiél management point of view,
is the nature of the mobility. There are experimental cases such
as that discussed between Antigua and Montserrat. There are also
some instances in the Windward Islands. No cleaf set of policies
are on the agenda for discussion.‘

Will labor mobility go beyond mere professionals who are
merely moving from one country to another to provide technical
service or expertise service? Will there come a time when labor
will move freely and not be subjected to the battering of rules
and regulations of thé host country? If the rule and\regulations
are suspended relative to who can move and how many can move,
will this scenario throw the OECS, as a recipient region, into an
economic tailspin? Forecasting will be of importance here.

This issue of labor mobiliiy, or labor migration, if you
will, has not received a great deal of discussion in the regional

literature. In labor economics, however, the topic has its fair
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share of discussion. In terms of the OECS, there is a need for
the decision~makers to try and come to grips with the entire
question and issue of labor mobility. The policies which are now
in existence are really possibilities tantamount to arbitrary q
whims and fancies of immigration officers. The principal feature
to consider is what will be the possible impact of people moving
into one country as opposed to another? What will be the impact:
of people moving from the larger countries to the microstates of
the Eastern Caribbean? Will the OECS states have the required
infrastructural accouterments to facilitate movements of large
numbers of people? What will be the short-run and long-run costs?
If we are to understand the efféct of labor mobility, and if
the leaders in the OECS are to deepen their financial management
capacity such that they will be able to cope with labor mobility
that has already started from the larger countries to the OECS,
then we need to understand the wage differential between the OECS
and the larger countries. Under conditions of perfect and
costless information, there will be a tendency for labor to
migrate from areas of high labor concentration and low wages to
areas of high wages and shortages in the labor pool. This
movement will occur, ceteris paribus, because people Yant to
achieve the highest pay for their services. If the regional
market is permitted to be seen holistically, the movement of
labor from the larger countries to the microstate economies of
the OECS will be such that the real wages will rise in the larger
surplus labor countries and will fall in the OECS. The existence

of a wage difference betwesen the OECS and the larger countries of
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the region will entail that labor will move from the area of low
wage to high wége. This movement of labor across the low
wage/high wage threshold will impact on the wage differential and
tend to equalize the wages. This model is a classical economic Q

model. There are a number of intervening factors that may prevent

"the smooth movement as the model suggests.

Two intervening factors come to mind. Information is costly
and imperfect as far as the movement of labor from the larger
countries to the OECS. The financial nature of the information
may thereby prevenﬁ a rapid diffusion of labor from outside the
OECS into the OECS. Hence, the wage differential may not be
equalized as quickly as the model of iabor mobility will
indicate. Of course, the presence of families and friends in the
countries outside of the OECS will filter out the errors in the
information and prevent substantiative information about job
opportunities rather than "false qoise" about job realities.

The other critical issue that has to be considéred is the
age profile of the people who are now moving into to the OECS.
From our observation, a large number of the persons who have been
moving from the larger countries of the region into the subregion
of the OECS are older persons., There are benefits to gpe
migration process. But, the older the migrant, the fewer the
years the migrant has to devote to productive services. Given the
economic conditions in some of the larger countries of the
region, it is clear that some migrants view their options to be
better if they enter the migration stream. They see their

benefits far outweighing the costs of migration. The potential
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benefit to the migrant in any given year is what he or she can
earn in the larger country of the region and what can be earned
in the OECS. The total benefit is really the discounted sum per
annum over the remaining worklife of the individual. 9
For the OECS, the presence of the migrants in the OECS labor
market means that the some level of human capital is being added
to the labor pool. However, their is a cost associated with this
migratory inflow. This is where the decision-makers have to use
creative financial management to try‘:qwnd.anticipate and forecast
the likely impacts of this mobility of labor into the subregion.
It is to be remembered that we are discussing the manner in which
the OECS leaders will have to orqaniée their financial portfolios
such that they can manipulate their revenues and expenditures to
deepening and broaden their capacity to be more viable in the
years ahead. This strategic (long-range) approach to planning
must be central in this case of labor mobility, as it was in the
case of capital mobility and as it was in the overall case of
strategic planning from a generic perspective. To plan is to act;
not to plan, is to react. The OECS decision-makers have more to
gain by setting up planning parameters rather than reacting to
the inflow of labor ahd assuming that conditions in ;Pe external

environment will improve in the long run.
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IITI. Regional Bank and Common Currency:

]

The final issue that we want to discuss in this paper of
deepening financial management is the issue of the Regional
Central Bank and a common currency. There are many views on this
issue, William Demas, Courtney Blackman, DeLisle Worrel and
others have put forward several views,. sometimes in concert, some
in contrast, as to the merits and demerits of a regiocnal Central
Bank and a common currency. The merits and demerits can be
established, depending on which side‘of the economic spectrum one
falls. It also depends in which economic grouping one happens to
be: namely, in the OECS or the rest. Of central importance to our
paper, however, is the necessary and sufficienﬁ conditions that
must be established in the OECS for what will be the inevitable:’
namely, a Regional Central Bank -and a common currency.

For those of us who believe in the integrative approach to
fiscal and monetary policy, this idea of a regional Central Bank
and a common currency is of moment. The decision-makers in the
OECS already have the Regional Central Bank and the gommon
currency on their agenda. The question is, what is the level of
forward planning to anticipate the inevitable. If we are making
the correct assumption that creative forward planning is
essential and that the leaders will have to manipulate revenue
and expenditure trajectories to anticipate what will come, how

can deepening financial management help?
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The Central Bank in the OECS is being promotedlnow as a
leader just like the OECS is being projected as a success story,
The stability that the ECCB has been able to maintain in the
economies of the OECS is a stability that, for the most part, %f
local stability in the individual countries and global stability
in the subregional countries. In the context of a Regional
Central Bank and a common currency, ECCB’s role will change. Its
functions may or may not change. ECCB is now a multi-bank
multi-country institution. In the context of a Regiocnal Central
Bank, its powers may be limited for the benefit of the larger
experience. The disparate levels of currenci;s in the rggional
will have to be in some common baske£ perhaps similar to the
European Currency Unit (ECU), the Special Drawing,Rights or what
may be termed the Caribbean Currency Units (CARICU).

Deepening financial management will helprin this Regional
Central Bank and common currency in that the scope of creative
financing that is open to the Central Bank of the OECS, namely
the Eastern Caribbean Central Bank, is a scope that is yet to
develop to its fullest potential. But we are not discussing the
pros and cons of the Regional Central Bank and the common
currency. What we are’ suggesting is that the intellec}ual tool
kit should now be oriented to analyzing the financial
implications of such a development. This discussion should center
on the rigidities, the instabilities, the economies of scale and
cope and other tractable and intractable problems that will
attendant the regiocnal Central Bank and the common currency. In a

word of sufficiency, what we are suggesting is a pattern of
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forward planning in the OECS such that decision are not made in
crisis mode but rather in a preemptive strike zone. It is not
merely to consider the issue of the Regional Central Bank and the
common currency: it must be also that efforts are devoted to aq
consideration of the displacements effects that will accompany

such a development in the short run and the long run.

1

Conclusion:

N w7

The kernel of this paper, "Deepening Financial Management in
the Organization of Eastern Caribbean Statesj“ is fixed with a
mode of understanding that is scoped'around discussion of three
key issues. The issues are: strategic planning, factor mobility,
specifically labor and capital, and the inevitability of the
Regional Central Bank and a common currency. We could have
discussed, among other issues, the graduation of the OECS from
the International Development Agency/World Bank, a greater
presence of the Eastern Caribbean Central Bank’s in member Bank
countries, the revenue/expenditure nexus and the attendant
instability, taxes and the impact/incidence scenario, debt
projections and growth planning. All of these could hﬁve been
discussed with a view of anticipating plans and policy
implementation. We did not discuss these other issues because we
wanted to use a different approach to financial management. We
wanted to underscore the point that management, consciously

recognized or not, was at the heart and is in the center of what

is now termed the success story in the OECS. If the success story
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is to continue to be a success, then the decision-makers in the
OECS have to project their thinking and gene-splice their plans
such that they are ahead of the game as far as long-term
developments in the subregion are concerned. Success by defaultq
is more precarious than success by muddling through. In the 21st.
century into which the OECS and its people are now moving, it is
of moment that financial management be put center stage. Some
financial management is in place. Our paper is timed to suggest
that the deepening of this managementlyill underscore the success
that was attained and may also broaden the benefits spectrum for
the OECS and the wider Caribbean.

Financial management is, as we ﬁave said, the conscious
manipulation pf public sector revenues and expenditures in a
directed, controlled manner such that specific, planned goals and
objectives are attained. It is our view that thé three issues,
namely strategic planning, factor mobility (capital and labor)
and the Regional Central Bank and‘a common currency are high on
the agenda of operations. In this regard the cost implications of
these issues have to be demarcated now rather than when change

overtakes the regional decision-making directorate.
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