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Industrialization Policies and Economic Growih

. Perhaps the time haé cdme now when edonomisfs in the Caribbéan should
"révigw:what we have learned about economicigrowth pblicies for the regiocn.
jTheqries of’:macro—econ&mi;:groﬁtﬁ were améng the-pfincipal concerns of

_ Caribbean écohomisfs in {hé,yéafs of the firsf'fldwéring of the discipline
in this regioﬁ, and many ofrour finest ecénomists'had something t0'sayrébout
the structure of Caribbean eéonomy and the policies thaffwould serve ‘to

(1)

modernise it~ °. In more recent times we seem to. have moved away- from this

.1evel of generalléatlon for a whlle the Marx1sts had the Field to
themselves(_).'with Demas (1976) as the only active economist hewxng'to

. the eafiief tradition;' The economlsts who began to publish in the mainstream
‘tradltlon “in the 1970'5 have stuck by and large to sectlonal 1ssues-such as e

finance or employment or the balance-of_payments.

In the meaﬁtime active economic Ddlicv making has 5écome the norm,in the
'Engllsh speaklng Carlbbean, with the avallabllltv of economic statlstlcs,

the establlshment of Diannlng agenc1es and the . advent of central banks.‘ Tﬁe@e
ris danger that Pﬁllqynﬂklng'will=fall ;ntq a rut defined by evlscerafed‘
Vérsipné ofrfhe"insights of the'lQGO‘s, unlésé we take a fresh look at the
old'?fbbosifions in light of the experience aégumﬁlated in the lasf décade

and a‘haif;¥ We dntend fo take a second look at foﬁr_propositions'which

still seem ‘to have currency in poiiqy'méking in-the Caribbeén and to discuss

how they have been reflected in development policies in Barbados. We do not

- - - - -
. - [V,

_1:3;Among ‘the- bestvknown contrlbutors are Best (1968) Seers (1962), Girvan .(1971)
.Beckford (1972)1 Demas (1965). . ,

2: The best example of a general theory in the Marxist mould to come out of the
' Carlbbean is perhaps Thomas (1974).
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expect to deriverradically'new hypotheses, but perhaps we cai eliminate a few

inconsistencies and blow away some fuzzy thinking.

We have chosen four propositions, one in finance and three on aspects of

_ - ) i - TR »
industrial policy, where we detect some confusion.(:éEfEED the relationship

between Finance and growth; s there a good,reasoﬁ to ekpect that growth in

e —————

~banking liabilities will contribute to growth in_output? <§E§E§§2 labour

intensity and cdmparative advantage; should industrial incentives be structured
— - -

so as to favqur-labbur—iﬁfensiv§”igégﬁﬁggf Thira,.tariff protection and efficiency:

do Cayxibbean governménts encourage inefficienév with'their;tériffS‘to keep out -

competing imports, and do they have any alternative?f(gég%ggg ﬁrice

competitiveness in export.markets; is it feasible, as.a long run marketing

strategy, to try to sell industrial exports from the Caribbean as cheaply as any

potential competitor?,)

In what félloﬁs we debate eacﬁ of-these pféposifions in'turn. Iﬁ each case ﬁe
éxamine'whét:the<Bapbadianrexpefience has to téll us about the agsumEtions

that are relevaﬁt to-thiéikind'of eepnomy. rThe second half of the Dapéf atteﬁp{s
a more géneralranaiysis bf'indﬁsirial develbumeﬁt5poiiéieé in-Bafbadbs:-

beginning with é'description of the policies and concluding with an attemnt tqu 5

" draw out some of the implications of the arguments made in the First part. -~  °.

" Finance and Growth
In the 1970's economists discovered that finance promoted ethOmiq groﬁth,

s

' following the work of Goldsmith (1969)$7McKinnow'(1973), Shaw (1973} and
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others( ).- Financial 'liberalisation' and financial fdeepening' now bear

preminently tﬁe cachet of international institutions and developmentrtheorists
It is not often said, but the theorles depend heavlly on the sav1ngs constralnt
‘Develqpment_theor;sts in the tradition of Chenery—Strout (1966) Bruno (1967),
RerieeFei (1969) and*bthereKidentified three potentialtgrowth‘constraints:

domestic savings, foreign exchange and absorptive capacity. At different stages

of growtﬁ, different constraints might be b;ndiﬁg. We neee not go too deeply
Vinto the,reﬁienale,for_or‘the critiques of this notiom. . True, none of rhe
censtréints is absolute: if a country has llmlted absorptlve capa01ty it is’
;p0351ble, in theory, for 1t to use some of 1ts forelgn exchange te buy skills
abroad. Slmllarly, 'excess' savings should‘be_ueeq to produce goods to sell
-abroed:if fqre;gn excherge'is rhercruciei bettleneck;f The real problem is that
“with given eeondric structures and an e#istirg eonsrellation of social and
_Vpolitical forcesxithere are'limits'to how much can'be'done to substitPte and
how qulckly jImportation of skills beyond a certain peint_leads to surrender
of local control over the dlrectlon ofreconomlc change, developlng rew export

()

markets takeS‘time, and so on. So the three gap hypothesis remains a useful

“working tool.

‘Firancial'deﬁelopmeht will rermit fasrer growth enljxif-domeeric savings is the
Vconetreint.'-Su;pese absorptive_capcaity,is.EfInveetment is iower thanrgeﬁernment
woﬁld,iike‘but{prbéqcersléreeleW'to penetrafe export markets, inrestors ere”
hesitant to eﬁﬁport néﬁ venfuree, smell-firms ere'ﬁot'growing.-'Moreeyer,-those

- -““. f

3: Like all’ dlscoverles in economics, this was known all along by perceptive
writers and. by practitioners. Lew1s (1955) comments on the 1mportance of
Ffinancing stocks (p 212). Bankers in the Caribbean have never been in any

 doubt about the® importance of overdrafts to thergrewth of business.

by The literature usually refers to "two-gap' models, apparently on- the notion
that absorptive capac1ty is difficult to measure So-we may pretend it is not
~ a problem. :



. -

the financing

who gtick their necks out soon run into difficulties: one orfiwo firms take

-

bold export_ihitiatiVes"hut_can't deliver on time, to agreed specification

or in the required quantity, or ‘they don't get paid. One or two investors get

into movel lines and lose their shirts. A few small firms wtart growing and
run into management and-Financial problems. These are the indicators of

capacity limitation. ‘Clearly, the financial sector has no answer to these

‘problens. By the same token, it will ot help much “to provide more (or 'better')

- finance if thé dountry'srgrowth iérheld up for lack of sufficient Foreign

(5) o

exchange ™ .

-y

In countries with,afdomesticrsavings”éonstféintfthe devélopment of financial

infrastructure.may.help to-stimulate faster growth,‘ﬁut’only if more,fapid

. financial accumulation is'accompanied by more effective allocation. The usual

index of fingncial-dévelopmént)is {he ratio ofiigﬁili%ies of the finantial_
system:{o gfoss hational'incomé.r_The fact that this ratio increases tells us
nothing abéut'changes‘in:domestic savings ratesruntii we khow‘how the matcﬁing
assets 5f’fﬁé’finénciai sjstem have been_allocatedrbefﬁeén consﬁmptiph and:-'
:iﬁvestmen%.r Féfiif;fhe égtfa_finanéial,instrumEPt finé@cégiéénsumptién?fatrthe
eﬁd of‘th6~daysaving$ are_no-higher‘than-they-woﬁld ﬁa§e~béen inftheiébseﬁpé of .

()

5: A pestatement and elaboration. There is a foreign exchange constraint -only
 If further output requires more foreign exchange than is available and '

“additional foreign exchange cannot be secured by switching domestic

- production towards exports or switching domestic consumption away from
foreign goods, within the time that the policy makers wish growth to

" accelepate. Natuvally, if switches are possible, financial policy becomes
relevant. ' : B : - '

”

6: This notion will not be mew to Caribbean economists (See Odle (1972) p
and Thomas (1972) p ) but economists in the North American mainstream have
peglected it. They can afford to, because in the economies they create in
" their writings substitution is always possible so no one constraint is
binding. Policy makers cannot afford to follow suit, unfortunately,
because they must cope with the real world where substitution will certainly
not happen secon and may eonceivably net happen at all. '
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There ielanothef:iinerofiargument,ﬁe must put out of the wayﬁ Finance, McKinnow
. (1973) argues;:is a factor of prbduction; Thefefore; more finanoe;rmore
prodoetion?__bnly if there is perfect techoioal‘subetdtutability'among Factors

- of produofioo,-of at least between Finance and some_other?factor'which creates

a_poten{ia;'bottleneok (for-example,'mahagement skills). Once we drop this

implaueible‘assﬁﬁption there is not much left in the argument.

Tébie—l'gives some,iﬁdicafors-of*fhe imporﬁaﬁee of-finaecial develooment~for:
growth in Barbados. Compare average growth rates over flve—year perlods with
average monetary liabilites-to- ~GDP (TML/GDP) ratlos and credit allocatlon for

"the correspondlng perlods.r We would have preferred the breakdown of credlt and .

1nvestment Wthh 18 not avallable,‘but we know that credlt to ‘the personal and
distrlbuflon'sectors is almost all for consumptlon.r We are not sure how much

of the remalnlog credit is also for coosumptlon so we bias the feeults in
favour of-those who thlnk Finance promotes growth by aSSumlng that anythlng that
is not for the two eectors shown separately goes for dinvestment purposes. Tf

';flnanclai development has promoted growth we' should see the follow1ng for

perlodswﬁmﬂ1growth was relatlvely high, the TML/GDP ratio was hlgh and the

e proportlon of credlt For other was hlgh( ). The table SPeaks “for itself.

We suspect- that domestic savzngsixﬂnanot been the growth constraint in Barbados.§¥L

e e 3

JVSav1ngs ratios have been qulte high on occasion, averaglng over 20% for several&auu

- 23

years in eucce551on over llmlted perlods. However these perlods have not 4p72

usually been those when growth rates were hlghest. On the contrary,rwhere growth

- s
¢ o

was most rapid domestic savings rates were less than 10% and even negative on

7: The fact that there was: such an association would not prove -the importance
of finance; it would merely. suggest that the hypothe31s is plau51ble. Since
-there is no clear assoc1at10n the point is academic. '
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occasion ﬁSee Worrell:(lQBl) pages-lg, 20). -Furthefmofe, thgzratio of
financial liabilities'has not inoreased over time, even though the Barbadian
economy has gfown'persisteutly, though'not.without interruption, during*the

pOStmwaruperioe. B "7 o , o . T 5

_Such indicators as we have suggest that foreign exchange has not Been a bindingﬂ%%=

SSEEEEEEEE“EEEEE?‘- For one thing, two of the three leading expori sectors

_suffer from chronic excess capacity. In the tourist sector, average annual bed

. v' .
occupanoyﬂrates_have seldom exceeded-609. Spare capaclty is also a feature of.

manufacturlng, though the documentatlon is less: pr801se. .The.only attempt to
measure'spare capac1ty dlrectly (Wllklnson (1978)) Found evidence. of 1dle |
| machinery in “the Important clothlng 1ndustry, but Wwe ave not told what proportlon
of total capa01ty it represented However, the low 1nc1denoe of a second shift
'ts ev1dence of unused capa01ty,-1n November 1981, eight of 32 food proce851ng
-{ofirms employed a second sh}ft;‘three of 12 firms making beverages and tobacco,
Tour of 21 firus in eledtronios assembly and only one of 32 clothing manu-
:facturers did-likeﬁise(s).' If it ﬁefe‘only:the_extfe uuit of foreignrcurrency'r'

that the countryrneeded-for faster growth it could have utilised some of this

idle capecity.l The problem was precisely that. it could not.

- Labour ‘Intensity and Industrial Incentive Policy

' Although economic theorists have'always,been ready to‘ackhowledge that 1abour
15 not homogeneous macro—eeonomlcplannlng in the Carlbbean 1nvar1ably proceeds

on -the assumption that it is. Bo that 1ndustrlal pollcy is de51gned to promote

8: The results of a telephone survey undertaken by the Central Bank of
Barbados, using a list of firms based on the Barbados Industrial Developmentr
Corporatlon s Directory of Manufacturers.
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_’1abour'intensive'industry, with no attempt to specify the quality of labour(g).

This is not the'harmlesesimplificationit is-ueually taken to be; it can lead

to quite misleading perscription,

The first thlng we must do is to. put skills back 1nto the descrlptlon of the

labour force. We may construct arscale of‘wages for labour which ranges.from

maﬂhal unskilled at thé lower end to managenial/?fofessional at.the,cpper. If
we take the medlan Wage for any skill level and mark it on that scale we may be
sure that there Wlll ‘be no takers for jObS in that category if the salary

advertlsed is much below that. {7'

Next we must'explicitly‘recognise ~an institutional minimum wage. There is a

- wage level below which the average worker is not_prepared to offer his services,
at least mot for anjilengﬁh of time.: It does not matter:that there is a
. reserve pool of surplus labour. If the avallable jObS W1ll not pay the

lrequlred minimum (whlch is a ‘norm ‘the 5001ety tac1tly sets) the worker does the

occa51onal odd;job and lives at his pelatives' expense. [ 7 ";_'n

B

Actually, there is not one 1nst1tutlonal mlnlmuﬁ, bat several. They vary f%ﬁuf
prlnclpally w1th'the worker's level of education. At the lowest level of Wages
where labour services will be offered there Wlll be no secondary school graduates
among the'appllcants-even though many‘of‘them,W1ll notrbe employed. Thelr ,
miniaum}is_higher-than_thalL | |

Policy makers. will:have to mafch~the level of skill required.by. new enterprise-

8: Because TO. adeQuate data on skill levels is available. Of course, so long
as everybody is prepared to make do w1thout spe01fy1ng labour by levels of
skill, such data will mever appear.

I
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with the‘countrf'e educetional goals'eﬁd establisﬁment. Ifﬁiﬁe policy is ':;:e”\'
) iﬁdiscriﬁinately:tezfavouf 'laboer infensive‘ industry while secpndar& o
educéthﬁiﬁgeomeeincreesingly‘wideepread,;unempleymenf;may,remain chronic. - This
happeneiwﬂen ;ndQStpies'need ﬁanﬁai labour ehd 1abouwaHOSe skills.can:be
acquifed inAe‘feW'short weeks of treinieg._ One obtion-which policy-makers may
thiﬁk they hevetin tﬁese;cifcumetances is'pureiy iilueory: governments may
'-try_to depfeee fhe_iﬁstitutional miﬁimem fer‘seeondary school leavers by touting

the virtues of working with the hands and by a .variety of national service

" schemes. . They never succeed in incorporating secondary school leavers into the

manual workforce. They are an excelleptﬁmeansrof exacerbating social tensions.
e — - ;"' Tt e e T T e S :

Ll =75 e e

e B - o ) T ) —

rThe ins?itﬁtienai minimum Wage may be;expected'to riee over time, so long as
nefienal inceme:per head increases(lo).' The ﬁroverbial man in theestreet Erows
'-torexpectideeentrheueihg instead ef'hie.forﬁer siigh£1y7dilepidated:sheltega
he expects ‘to hévé his ﬁfilities hreﬁght into his.home, he-insistsronpa
balaneedfdiet,-berekfeet'erefout,'and'he'expecfe'enioeeesional-evefSeée-vacatidn.
He knows ﬁe Wili-haVerto We?k hafd_fo’eftainrthese-goals;:but he:ﬁili-nof werk
'-Et_ell fer a eelagyﬁwﬂieﬁroffersrhim ﬁo reeiistic cﬁaneé”of reaeﬁi@g fheé.
'_Fomerly, he- Would ha&e been content to aim for lees. 'Inrthe:futuye,'should

MRS

growth pers;st he will need to be assured of 1 more. ¢ o o - :

-~

}ThlS presents ar dangerg,ln time, for an 1ndustr1allsatlon policy based on employlng

. manual labour. It is pOSSlble - l1kely even - that the 1nst1tut10nal wage will
1
- T——

rise fasfer'than firms!? demand prlce for labour, given. the low Sklll levels

10: Unless the gains in real income are so concentrated that the 3001ety as a -
whole does not detect their existence.
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required. To eafeguardrexieting employment government may fhen be tempted to

the fatal step of additional sub51dy Even for firms whieh have not yet reached‘:‘

. this pass It is ‘an ever present threat; promotlng manual type job creation 1n
arhighlyfllterate society with grow;ng'materlal aspirations may be a dangerously

short-run employment palliative. It will never eliminate all unempioyment, and

it may absorb some unemployed only temporapily{f

Transferrlng skllls is 81mply more important than creatlng jobs. -First, it

Poal S

e

. absorbs secondary'school leavers and the upwardly moblle, se it offereflqngwterm
employment proepecte. 'Second, those who acquire the skills - andlwe intend

' Both maﬁegebialland tedhnical —'may:tﬁemselves-éenerete empioyment elsewhere,
often by establlshlng thelr owﬁ enterprlse. Third.,skiiied people are more
selferellantraﬁd more adaptable when economlc challenges arise they are more
-likely than the unskllled,to contrlbute to tne solutlon and not to the

- PR . -

( e
problem. oo w 1,*' ‘f;_ e e
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Tapiff Protectlon and Efflclenez

The 1nfant 1nduetry argument is the only valld basis For tarlff pro%ectlon
-'forra-w1de range of manufactured goods Because each firm has to Jlearn by
d01ng, manufacturlng will never get off the ground if new flrms‘must start out
in open competltlon w1th foreign flrms who have been in “the business for years
(Lewis (1955),_Renis (1981}). The other*erguments;for protecflon are not valid.
Ferre#ample, the argumenf that gevernments sﬂould create jobs at home; Suppose
a protective teriffrproviees 100 jobs in-e Firm wﬁich.would‘nbt qthefwise locate
-in the'ceuntry'beceuse its local operation'is inefficient - that is} i;'makee a
lossqif the product is sold at world market pricee;_ The cbmmunityxis better

off if it imports the good and uses an amounf equal to the cost of the tariff



AN
to sﬁbsidise tﬂe employment of 100 persons in an efficient oﬁeration. Similar
reasoning refutes-tﬁe argnment that - industries should be protected in order |
te save foreign exchange(ll);
Unfortunately, industriél‘pelicy in-the Canibbean_haentaken little notice.ofr
this argument, even though i% has long been well known; Fiscal ineentives have
neen harmonised to exnend for ten years, although there is nothingrne can
'contemplate‘prodneing where the firm takes ten_yeansrto.natunitf(lz). As a
result, Caribbean governments are probably subsidieing‘e-great deal of
inefficiency, thereby.creating Fewen jobs than ‘the available @ésouncesfnill
supnort'and generating,less grewtn.thanithe economies ave capable of. Evidence

(13)

of inefficlency is the low 1eVel of plant utilisefien, already noted

TN
F

The lqng-tenm development of the economy is threatened by the gpowtn,of
inefficient manufactuning. As the real SHPPlY-WQSE ?isea.in'the counse of
eeonomlc development 1neff1c1ent firms Find 1t :harder to survive. -Tﬁeyfﬁave a
'strong 1ncenf1ve to try to blackmail government 1nto prov1d1ng more sub51dles

by threatenlng ‘to close and llqu1date employment unless such support 1s.nj
‘forthcomlng.r Development also produces a more dlscrlmlnatlng consumer,'wno.is _

prepared to pay high premiums to get the goods he wants.. If domestic firms

11: 'The other wvalid aréumenfe for pfotection do .mot apply in Barbados -
domestication of ‘the production of strategic goods and comservation of basic
raw materials. -

12: There is an argument which says that Caribbean countries must effer_lo-year
_exemptions because other countries do. Tt is a bad argument. . Let the
other countries take the inefficient firms, ' : '

13: A study currently underway ‘o measure levels of effective protectlon in the
‘Caribbean should provide further evidence. Extremely high protectlon
creates a prima facie case for the existence of 1nefflclency.

!

.\‘
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cannot meet hlS standards they will be unable to malntaln sales(lq). Thirdly;,

QvereprotectlonnmayVlaolate the firm from technical changes and the gains to

ne:made;from them;f'- | .
‘It is not inevitable thar Caribbean eountries:should iive-with inefficiency. It
- may noffbé feasible to;begin a prerSs of weeding out until the manufacturing
_;seetor has achieVed:a degree of naturity. But once there:is enougn industry to
generate'eeonomies external fO‘therfirm the-preceaa of removing'anpnerts miéhrf}
:hegln._‘Whenrnew'firms are able to find competent managers and skilied werkers
who have learned thelr trade in ex1st1ng concerns ‘when they Find adequate_-
' transporration arrangements_alread? set np to sErvlce the exlst;ngrtrafflc;'when
there are'estab;ishedrfirns willing'te take a;share'in a new venture, policy
7 nakers shbuld'realise‘that the time-for a shakefdownﬂhaé eome.

Price- Competltlveness and Export Marketlng

'VThe argument that Barbadosr manufactured exporta should be prlce competltlve is
V_absurd and-hasrno supportran theoryror.pract;ce.},Theory tells us that“ther
demand curve faéiﬁg a small producer iike Barbados ia infinitely,pricé elastie._
The countryrmay sell whatever it can produce at the7g01ng world market prlce' if
it cannot profltably supply at that price it will sell nothing. 1In the long run,
supply is also 1nf1n1tely price elastlc. So long as’ lt remalns-profitable'to'

"~ supply at the gaing world prices, it makes sense for the small producer to go on

14:  The goods the more affluent consumer requires are sometimes of higher
- quality; however, often they are simply more attractively packaged or more
aggre551vely marketed. -The inefficient domestic firm suffers anyway; the
moral is that: efflclency must be measured over the firm's total operatlons,
mot Jjust productlon.
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:increa51ng capac1ty(- ) '\The prlce therefore, has very little to do with
‘the level of productlon. Output is determlnnd by the qualé ative 1nputs -
management, enterprlse, marketlng skllls, knowledge.‘ For any product there
_:areronly fﬁerp0551bll;t1es. - Where technolegy, transportation costs and -
ioeairiﬁcentivés ﬁake-prbfi{able_ﬁroduction'feasible,roﬁfput wiil‘be as great-:

as the‘qualitative_inputé-will allow. Elsewhere there will be no production

- - < J e

at all., T o e R e e B

The caee fef price-eompetition is-often made in:eonnec{ion with wege'policy
issues.'_weée push maylcauee costs to rise to the egteﬁt ‘that if ne‘longer
Abecomee feasible'to pfoduce-a?perficular product, and thaf_iinefof induetnial :

: acfiﬁify may be threatened withrextihctioni fhe~firme.invdiﬁedrare'nbt without
"reeou;se; it-is'usﬁally pessible to economisefon-the use of 1abopr_byVE;ing more
soéhistieated-machines. If thetreaﬁnottbe doﬁe, geverhment_sﬁould resist the

E temptation to mouﬁt costly‘rescue operatlons. Workefs must be free to raise
the 1nst1tutlonal wage, but they Wlll have to accept that there is an

_ unemployment cost whlch comes 1nto play once we exceed the llmlts set by the

:'product markets and the avallable technology( 6)

.15: The classical theory which produces an infinitely elastic long-run supply
curve assumes that all factor markets are integrated. TIn practice, there
are restrictions in ‘the dinternational mobility of labour and capital.
_Barbados may.not be ‘able to' expand a profitable line of manufacturing because
- potential foreign investors cannot get funds out of their own countries '

. or because they cannot persuade individuals with specific-essential gkills

~ to make .their homes in Barbados for a period sufficient for local training.
But the restrictions on international factor mobility are not sufficiently
great (relatlve to Barbados - néeds) to be .of much account.

16: Tt is often assumed “that workers - in partlcular unlonlsed workers ~ are
" too obstinate, militant, selfish and irrational to moderate wage demands
which threaten to create unemployment. Workers are smarter than that, of
course. They understand that technological sophistication is 1nev1table,
" whatever the level of wages, if only because the people who make machines
are no longer turning out the old simple ones. They also understand that
most elected governments are oo chicken to allow the collapse of a whole
area of industrial activity. Government can always be blackmailed into .

ballng out -the industry, so there are in fact no dangers:u1pursu1ng an
adventurous wage policy.
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Economists Like to think that policy can correct for workers' unco-operativeness

by tampering with the exchange rate {Lewis (1972), Demas (1878}, Caricom

Secretariat (1873); World Bank (1974)). In the ° open economy devaluation is

an attempt to force -the entire community to subsidise employment in the
marginal export'sectors. Prices rise &nd real incomes fall everywhere, while

exporters Who were threatened with bankruptey at the old exchange rate stay

in busihess. Unfortunately for the economists, the population at large very
'seldom agrees to the sub31dy foisted upon them They react by raising wage

‘_demands all_round. The old marglnal exporters whose 1nterests the economlsts held

-

so dear are back'where‘they started, on the verge of collapse. Firms ih other

- activities are faced with more insistent and more Inflationary wage demands

than they otherw1se would be, and the climate of industrial relations_

deteriorates. The country s latter state 1s many tlmes worse than its first.

\

We all know ‘that price competltlveness is not the only way to secure markets.

If 1t werea, there would be no export 1ndustry in the Caribbean, except perhaps

in Haltl.‘ Even allow1ng for transportatlon costs the Far East does everythlng
jthe Carlbbean can do, more cheaply Also, performance among domestlc flrms

_varles enormously, some firms maintain vigorous export sales while others

selling in the same markets falter. Still much discussion of export strategy

presumes that there is mileage to be made from price competition.’

v,

That presumptiOHVis misguided. The scope for gaihlng cost advantages is;zegy,f

r PR

- narrow when your averageé standards of living are already close to those of

'newly-industrialising countries' (Taiwan, Korea, Singapore, Brazil), and where

your technology is not yet competitive with theirs. Developing countries must



: aisa‘fealise that in the pficerseramble théy_aré yielding é dispré?értibnate_—_“
_ sharé ofrprodﬁctivity géins to consumers in industnia;ised countries (Dornbusch
”(1981));_-There isfaﬁ:aIternative, fﬁr wore ﬁreférablé,-waﬁ to compete when |
 you-start Wifh‘fhe;édvantage:of a highlleiteféfeupdpulafién with a sound

basic education - product differenfiétiqn.' It is a more demanding strategy

than pricefcbmpetitioﬁ: 'aggressive but highly seléctive'marketiﬁg, quality  ,
_ control, production co-ordination (often among several £firms) and soéhisticatégtw

planning ave all involved. The payoff is lower risk and greater domestic -

flexibility.

7
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Table . . FINANCIAL DEVELOPMENT AND GROWTH
Real 7
Growth ) } l'- o 9
Rate |- 1ML/@DP” | CRO/CR
1946-50 L5.5 o 82.7
1951-55 " 0.6 - 87.3
1956-60 - 1.6 | 55,7
1961-85 - H.2° - 49.5
1966-70 wy o 68,9 " 68.0
1971-75° . -0.2 - -57.3 - 47.8
1u76-80 . 5.1 5L.0 . 6L.5
Notes'

JL.' Ratlo of total monetar; llabliltles of the .
C Danklng system to GDhP. :
2. . .Ra'th of (al cred;ut ‘ta all.séctans. exce?t )
'personal and dlstplﬁutlon to. Qﬁldtotql
s credit. o

So@rces;”;DeLisle_WOrrell,_'Note on REal GDP!,
- Central Bank of Barbados (mimeo) November 1981.



