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THE EFFECT OF INFLATION JN CARIBBEAN ECONCIAIES

INTRCDUCTION

In merket economies it has becone normal tu expect regular moderate
increases in the price level. However, such increases have tended not to
cause undue concern since the effect on real incomes and economic activity in
general have not usually been of particular significance. ‘hat concerns us
here, is the exiraordimarily large increases in prices which have occurred over
the past two or three years. Such price increases have created dislocatians
of guite & serious order in the economies of many countries including those of
the Caribbean. At the same tims as the effects of this inflationary situation
have been working themselves out, there have been other situations which have
had some dislocating effects on the world economy. In particular, one refers
to the ©0il crisis, the food crisis and major recessions in some of the indus-
trialised countries. The purpose of this paper will be to examine the behaviour
of certain economic and financial variables in selected Caribbean economies
during the past four yezrs in the context of the Inflationary situation. In
so doing, an attempt will be made to establish what effects wers principally
due to the inflationary conditions as well as to advance some possible explana-
tians for the changes which occurred.

In som¢ Earibbean countries, almost every aspect of the economy has
been effected. In some instances, of course, the effect on the same sectors
have differed markedly. This may imply that the effect of inflation on differ-
ent Caribbean economies is a function of their structure. In other words, the

extent and nature of economic growth and development in times of inflation may



be very dependent on the main components and structural features of the
economy.

In this paper, the economies of three Caribbean countries will be
examined, viz. Barbados, Dominica and Jamaica. All three countries are net
importers of oil, and all three have a strong dependence on exports as a gen-
erator of economic growth. However, the economies of Jamaica and Barbados are
more broadly based than is Dominica's and both Barbados and Jamaica bave their
own central banks while Dominica is still a member of the East Caribbean Cur-
rency Authority. This later feature of course is an indication of the greater
degree of control over monetary variables which Barbados and Jamaica can
exercise as compared to Dominica. The other major background feature of these
three economies is that Jamaica and Barbados are classified as More Developed
Countries {(in the Caribbean context) while Dominica is one of the Less Developed
Countries of the region.

It is hoped to identify a number of effects of the inflationary
situation which have werked to promote growth in a number of sectors, to retard
activity in others, to reduce the levels of employment, to change the role of
government in the eccnomy, to dampen investment levels and overall to contri-
bute to stagnation in the economies of these countries. Possible explanations
for these phenomena will be advanced, particularly where the effects on the

economies appear to have differred somewhat from what the theoretical liter-

ature would lead one tc expect.



TREND COF FRICE INCREASES

Over the last five years, prices have behaved somewhat differently
in these countries, in so far as the trend of increases is cancerned. In
Barbzdos for example, prices increased by 7.8 per cent in 1970 over the level
of prices in 1969 and thereafter by over 12 per cent in 1971 and in 1972. In
1973, prices increased by an extraordinary 21.9 per cent and by an even more
fantastic 41.4% in 1574. Jamaica had a somewhat different situstion, where
the increase in prices in the Kingston area in 1970 was 9.7 per cent but the
imcrease fell to 5.1 per cent in 1971. However, the rete of price increases
rose again in 1972 to 9.4 per cent and was even greater in 1573 with prices
increasing by 29.5 per cent. In 1974, prices increased, but by a lower per-
centage rate (20.8 per cent} than in 1973, In the rural areas, the increases
in prices were in all these years higher than the increases in the urban area
but the trend was the same.

The situation in Dominica was more similar to Jamaica's than to
Barbados. A price increase of 12.1 per eent in 1970 wes follaowed by only nild
increases of 4.6 per cent and 3.5 per cent in 1971 and 1972 respectively. But
in 1973, the percentage change in prices once more inereased, this time to 12

per cent and in 1974 the increase in prices was e tremendously large 36.3 per

cent. {See Tcble 1).



TABLE 1

Changes in Retail Price Index 1970-74

Change in vear ended 1970 1971 1872 1973 1974

Country Over index at end of vear 1879 1970 1971 1972 1973
Barbados ALl items 7.0% 12.4% 12.1% 21.9% 41.4%
Food 8.0% 14.4% 12.7% 27.7% 41.2%

Jamaical Kingston Arpa - ALl itams 9.7% 5.1% 9.4% 29.5% 20.8%

Rural Area -~ All items 10.5% 6.8% 7T.7% 32.1% 27.4%
Dominica2 All items 12.1% 4.6% 3.5% 12.0% 36, 3%

Some explanation may be advaneced for these differences in rates of
inflation. On average, the inflation rate in Barbados was higher than in the
other twc islands. One explanation of this might be that imported inflation
was a significant factor and Barbados has a higher import component of consump-
tion expenditure than does either Jamaica or Dominica. This is particularly the
case where food supplies are concerned. Both Jamaica and Dominica produce far
more of their food requirements than does Barbados. Hith world food prices
rising, as a result of a tight supply situation, the effect on food prices
wuould be much groater in Barbados than in the other two countries. 1In all
three countries food has a weight of more than 45 per cent in the overall con-

sumer price index and in Barbados the weight is of the order of 58.7 per cent.

1. Anppual Average 2. Average manthly figures

Sources: Central Bank of Barbados: Economic and Financial Statisties, July, 1975
ftational Plamming Agerncy, Jamaica: Econonic and Social Survev, Jamaica
1974 E.C.L.A.: Economic Activitv - Caribbean Communitvy Countries Part

VII -~ W.I. Assccisted States, 1973



it is therefore, clear that an escalation of world food prices would have a
proportionately greater effect in Barbados than in the other two countries.

Other factors such as the increaged costs af energy requirements, raw
material inputs and capital imports would be of the samé orcder of relative
importance in all three of the countries. The main factocrs in the increases in
prices of the items other than food would be, of eourse, the increased price of
ail and oil products like fertiliser, petroleum etc. and increasing costs of
shipping and insurance as well as the increased caost of capital and intermediate
goods. ‘here insurance and freight charges are concerned, Dominica might have
suffered mare than Barbados and Jamaica because of the transhipment arrangements
which have o be used in maving goods to Dominica frem cutside of the region.
Both the cost of insurance (because double handling etc. is involved) and freight
would have increased meore than in the case of Barbados cor damaica with their
higher proportion of direct shipping.

To a large extent, as well, the level of increases may have depended
on the degree of price control implemented and maintained by govermments. For
example, in 1974 which was the major year for inflation, the rates of increased
of prices for Barbados was 41.4%; in Dowminica the rete of increase was 36.3%
and in Jamaica, the rate of increases was 20.8%. Onc could perhaps comparz the
behaviour of prices in Jamaica on the one hand with the behaviour of prices in
Dcminica and Barbados on the other. The price control apparatus in Jamaica is
much more extensive than in Barbados or Dominica, possibly because of longer
experience with the implementation of such policies and the allocation of rela-

tively more resources for the task.
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It is interssting to note, though, that Barbados, which has 2 more
extensive price control machinzry than does Dominica, experienced a higher rate
of inflation than did Dominica. But it is possible that prices were rising
very rapidly in areas not normally subject to prices contrel. Furthermore, as
mentioned sarlier the food supply situation in Barbados is rather more subject
to imported inflation tham it is in Deminica. In addition, thz structure of
manufacturing in Barbados depsnds much more on imported inputs than in Dominica.
In any case the sizz of manufacturing in Dominica is very small in comparisan to
Barhados. Thera is far less scope, therefore, for inflationary trends to show
up in this sector of the Dominica's ecanomy than there is in Barbados.

S50 far, one has idzntified some sort of functionmal relationship
bztween the level of inflation and other features of the economies of Jamaica,
Daominica and Barbades. Specifically, it seems clear that thz level of inflation
has besn affected by depend=2nce of the food supply situation on foreign suppliers,
the structure cf consumption, the size and structure of thz manufacturing

sector requiring foreign inputs, and the extent of price control mechanisms,

EXTERNAL SECTOR

1t haz besn implied sp far that the openness of the Caribbean coun-
tries has to a large extent been contributory to the high inflation experienced
by Jamaica, Barbados and Deminica, cover the lagt few years. A lock st the
behaviour of the entire extsrrnal sector is necessary. Table 2 sets out the
percentage growth rates of imports, exports and the vi;ibla trade deficit

ovar theyears 1970 to 1974 for Barbados, Jamaica and Dominica.



TABLE 2

Rates of Growth of Visible Trade, 1970-74

Imports Exports Deficit in Visible Trade
1970 B'dos. J'ca Dom. Btdos J'ca  Dom. B'dos J'ca Dom.
1970 15.7 20.5 26.9 6.6 16.2 =~19.5 29.6% 29.3 B89.0%
1571 8.3 2.9 1.4 1.4 0.3 16.2 4,8% 136 -~ 7.0%
1972 11.0 9.4 8.5 5.3 5.8 1.3 13.9% 9.7 13.7%

1373 21.7 22.9% -=1D.0% 23.0 18.1 24.4 21,1% 29.3 -31.8%

1574 26.9 40.8 n.a 65.8 B7.3 n.a 5.0% -25.3 n.a

~

After relatively large increaseos in importe in all three countries
in 1970 the followuing year saw a decline in the rate of growth. [In 1972,
however, the rate of increase grew tc approximately 10% in all three countries.
During 1973 and 1574 the rate of increase reached over 20% in both Jamaica

and Barbados. The explanation for this behaviour of imports is clear. The

relatively good economic conditions of the late 1960's and early 1970's

together with the slow but steady rise in world prices led to substantial

increases in imports. But when the boom slackened off and incomes ceased to

grow as quickly the rate of growth of imports fell somewhat. What happened

in 1873, however, was that the prices of opil and releted products increased

tremendously by about 300%. In addition, the lag in world food supplies

behind demand led to substantial price increaeses. The prices of those imports

into which petroleum products represents an important input alse showed a

sharp upward trend in 1973 and 1574, in the two countries mentioned above,

n.a : Not availabls
Sources: Statistical Service, Barbados: Annual Overssas Trade Report
Central Banmk of Barbados: Economic and Fimancial Statistics. Juh1975
National Planning Agency, Jamaica: Economic and Social B
Survey, Janaica 1974
FE.C.L.A.: Econcnic Activiiv Caribbean Cowmunitv Countries, 1973,
1974.



The situation in Dominica, however, was somewhat different.
The value of imports in 1973 fell by 10%. This is a strange phenomenon
in view of the generally inflationary conditions existing in that yeer.
However, there were some factors in the situation which renders a certain
degree of plausibility to the result. In the first ixlace, the economy
szens to have entered a phase of stagnation or even decline. Such crude
estimates as arc aveilable suggzst that Gross Domestic Product increased
by 14.2 percent at current prices in 1973. However, in the content of an
inflationary situation (the retsil price indsx rose by almost 12% in that
y2ar) the growth in rzal output (and income) could have been very small
or even negative, thus depressing the demand for imports. Furthermore,
the country appears to have had problems in procuring supplies of somes
cammadities during the latter part of the year in the wake of the increase
in o0il prices, and the supply constraint may have bsen further aggravated
by the country's dependence on trans-shipment of most of its supplies from
other ports in the Caribhean.

From the data in Table 2 ones observes that the growth in exports
for the two years, 1973 and 1974, from all of the three countriss being
considered was con averag=s higher than the growth in imports. This was
occurring for the first time in at l=ast fivz years. Thz2 principal rsason
for this fairly spectacular incrgase in the values of sxports in thosz years
was the inflationary conditions in world and commodity markets. For
example, sugar began to increasz in price from 1973 and so too did bananas
and most of the othcr export crops in th2 region. It must bz notad care-

fully, however, that most of the increase in exoorts was due not to an



increased level aof physical output but rather to the increased level of
prices of these exports. MNormally ons would expect the sharp rise in
export prices to act as a spur to increased production of these commodities
and at a later stags in this paper one shall have to look at this aspect

of the effects of inflation in the region.

At the beginning of this excessively inflationary period, both
Barbados and Jamaica experisnced unprecenda2nted declines in the level of
their Foreign Exchange Regerves., 1In Darbadas, Foreign Exchanze Reserves
at the end of 1973 were 44.3% below the lsvel of 1972. In Jamaica, the
dzcrease was 25.7% over the same period.

Even though, therefore, exporis increased substantially in both
of thesz countries during 1573, and the percentags increase in exports was
roughly of the same order as the increase in imports, the latter was on a
far larger basc and so the visible trade deficit would have increased.
Foreign exchange reserves would, th=refore, fall substantially. 5o great
was the shock of this fall in reserves in Jamaica, that strict import
rztioning and control of currency movemenis were implemented serly in
1974 and casy convertibility of the Jamaican dollar was suspended. In
Barbados also, currency movements and imports were also strictly supervised
and controlled by the Central Bank. 1In 1574, the Jamaican Government toock
advantage of the rising prices of aluminium and alumina products and
imposed a new and higher tax structure on the foreign-owned bauxite/alumina
companies operating in Jamaica. In addition, the price of sugar really

spiralled upward in 1974 and with a larger crop of sugar reaped in 1974
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than in the previous year Jamaica's earnings of foreign exchange increased
significantly. The value of imports increased by 87.3% during 1974.

The effect of the high sugar prices also worked to the advantage
of Barbados, for even though the sugar crop was not a particularly good
one, sugar prices were so high that Barbados made record earnings for
salés of sugar overssas. In addition to the usual increase in other
exports, the effect of this sugar situation was toc raise the value of
exports for 1974 by 65.8% over 1973. With such fortuitous circumstances
prevailing in the export ma;kets, both Barbados and Jamaica were able to
raise their holdings of foreign exchange reserves in 1974. Compared with
the losses in 1973, foreign exchange reserves increased by 15.4% at the
end of 1974 over the end of 1973 level in the case of Barbadoes, and for
Jamaica, the increase was 73.6% over the same period. As a matter of
fact, the increase in the level of Jamaica's Foreign Exchange Reserves was
so good, that the heldings of Foreign Exchange Reserves at the end of 1974
was actually 29% above the level of foreign Exchange Reserves at the end of
1972. In other words, the ability of both these couﬁtries to increass
their imports of raw material inputs into manufacturing ard other
industries, and to increase tHe purchases of capital goods were substantially
increased in 1974 partly as a result of inflationary conditions in the export
markets for their product;.

Not only did the growth of exports help to reclaim lost ground
in so far as foreign exchange reserves are concerned, but they also hslped

to decrease the rate of growth of the visible trade deficits. Table 2 shows
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that between 1971 and 1973 for Barbados and Jamaica, the deficit on the
visible trade was in general tending to grow at a faster rate each year.

In Dominica, an 89% growth in the visible trade deficit in 1970 was reduced
to m 7% drop in the deficit in 1971. In 1972, however, the visible trade
deficit again grew, this time by 13.7% and fell in 1973 by 31.8% reflecting
the effect of a growth rate of almost 25% in the value of exports and a
decline of 10% in imports to which we have already referred.

No figures are available for Dominica‘'s trade balance in 1974
but in Barbados because of relatively good earnings from sugar combined
with import controls the visible trade balance rose by only 9% compared
to an increase of 21% during the previous year. In Jamaica the change
was even mors dramatic. An increase of 29.3% in 1973 was converted into
& reduction of 25.3 percent in 1974. Once again the resasons were good
export earnings and stricter import controls.

Unfortunately, the increase in expart earnings during 1973 and
1974 was principally due to price increases and not to any substantial
increases in physical output. Certainly, during 1973 the production of
agricultural commodities for export stagnated at the level of previous
years and in some instances even declined. 1In 1974, however, some small
growth in the level aof production of these agricultural commodities was
evident. Possibly, the upward trend in prices was beginnirg to affect
production after a leg.

During the late 1960's and very esarly 1970's there had tended

to be a marked upward trend in the growth of income from service industries
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such as tourism. This factor would have tended to offset to some extent
the growing deficits on visible trade. 1In other words, the current
account deficits were not growing as quickly as the deficits on visible
trade. DBuring 1973 and 1574, however, there was some slowing down in
the rate of growth of tourist expenditure in the countries concerned.
This means, therefore, that since the onset of the marked inflation the
growth in the deficits on visible trade were no longer besing moderated
to the same extent as previously. In addition, the cost of services
purchased from abroad was also being affected adversely by inflation
and generally unstable monetary conditions.

The effect of these changes in the structurs of foreign
exchange earnings is that the countries will have to monitor continously
the growth of caommodity imparts and promote visible exports to an even
groater extent since the phznomenal growth in earnings from services to
partially relisvz the visible trade deficit can no longar be relied on.
Hopefully this will induce a switch to greater emphasis on investment in
the productive sectors of the economy.

Another aspect which has not yet been adequately documented is
the effect of inflation on rsmittances from abroad. A large number of
West Indian people have emigrated over time to the United Kingdom, the
United States and Canada, all of which haves been plagued by abnormal rates
of inflation in recent times. The volume of remittances to dependents at
home has built up to significant proportions in a number of Caribbean
countries including those being studied here. It can be assumed that

inflation abroad would have limited the extent to which the emigrants
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could have remittad funds to dependsnts. The disposable income of the
latter would therefore have tended to decline. To the extent that
incomes arising from this source are gpent on domestic output there would
have been a depressing effect on the local economy. Of course, this is

only a hypothesis which needs to be supported by more detailed research.

STRUCTURE DF CONSUMPTIDN
Reolated to the question of the significent growth of imports
is that of the structure of consumption. As mentioned earlier food
prices have been among those most affected during the recent inflation.
As a result the consuming public has in some cases switched to greater
consumption of commodities which would normally have bzen exported.
This has been particularly the case with bananas. If this trend continues
and production grows to match the increased demand (rather than supplies
simply being diverted from export markets} a contribution would have been
made towards solving the problem of extrcme vulnerability to external
economic conditions.
It should be noted also that the drastic rise in oil prices
has also let to renewed =fforts to find new sources of energy. In
Barbados tha commzrcial production of limited quantities of crude oil is
now possible and resOurces of natural gas have alsc been located. Jamaica
has renewed interest in the search for oil both on - and off-shore,
and Dominica is also anxious to explore new possibilities of thermal
energy which might exist in the iain volcaniec sections of the island. In

other words, one effect of the inflationary structure has been to provids
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the necessary incentive for increased investment in energy exploration
enterprises. The prospectis of using solar energy hsve also hecome
brighter and plans have been announced for morz intensive research in

this connection.

INVESTMENT

Traditional theory postulates that inflation should encourage
investment, The basis of this assumption is that inflation tends to
increase the profit margins of producers and distributeors and so induce
increased investinent. Furthermore, if the producer expects inflatiaon
to continue he should try to avoid increased costs of investment which
would occur if he postpones the decision to invest.

This does not appear to have been the situation in the Caribbean
countries examined. While the level of investment measured in current
prices increased in some countries during the recent inflationary period
the increases seem to have been due principally to the higher price level
for capital goods. Furthermore, there appears to have been a tendency
for the public sector to increase its share of inpvestment relative to
the private sector. In some countries when the public sector was not
so active the level of investment might even havs fallen in real terms.

A number of hypotheses can be put forward as to why actual
behaviour of investors in the Caribbean does not conform with what the
theory would lead us to expect. The first one is that sven if inflation
in the region actually gives rise to increased profits, the structure of

ownerships of assets is such that increased investment in the private
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sector is not necessarily made. Most of the profitable concerns in many
countries are foreign-owned and their profits tend to be repatriated
rather than re-investzd. The second reason is that even when businesses
are locally owned the preopensity to invest, generally speaking, tends
not to be high. Profits which have been made in the distribution sector
or in traditional export industries such as sugar tend naot to be channelled
inte new production areas. Of course, to the extent that govermmonts by
way of taxation can appropriatz some of these surpluses, investment in
the public sector may bz increasaed. But ipvestment in the public ssctor
tends to be still hsavily waighed towards infrastructure rather than
directly productive activities. And in many cases recurrent expenditure
has been pressing so hard on recurrent revenue that governments have
had to incrzase their levels of borrowing quites substantially so as to
carry out such investment as was undertaken by the public sector.

Another reason for the lack of spectacular growth in real
investment in some countries has bzen a tendency towards a slowing down
in private capital flows from sbroad. One reason could be that inflationary
conditions in the traditional source countries together with the generally
unsettled state of money markets have made investors adopt a "wait and
see” attitude.

Inflation in the United Kingdom has been one factor making for
the substantial depreciation of the exchange rate of the pound in
international money markets. UOther things being equal, the depreciation
of the value of the pound should have served toc encourage North American

invastment in the arza. But as mentioned earli=zr, there were many other
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factors working in the opposite direction. Not least of these, was the
decline in demand in the North American market for the type of export
commodities for which investment funds are usually wade available by

rrivate investors.

PUBLIC SECTOR ACTIVITY

As pointaed out earlier same governments have been tending to
play a much more important role as far as capital expenditures are
conczrned. In Jamaica, Tor sxample, government capital expenditure
during 1974 increased by 77.1% over tha previous year. Even allowing
for rising prices this represented B substantial increase in real invest-
ment as far as the public sector was concerned. This was made possible
partly by the relatively large increase in revenues as a result of the
new tax structure imposed an the bauxite/alumina industry. It can be
said that these new tax measures were triggered by the effect of imported
inflation sinee without the additional foreign axchange made available
as a result the economy would have been much harder hit by the combined

uffect of the increases in prices of o0il, food and raw materials.
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TABLE 3

Growth in Government Activitv. 1970-1974

Current Revanus Currant Expenditure Capital Expenditurs

r
Year | B'dos J'ca Dominic% B'dos| J'ca | Dominical B'des | J'ca

Dominical

1970 | 19.6%| 22.0% 11.3% | 13.8%|22.6% 23.1% | 19.6% | 30.494 128.29%
1971 | 13.6%| 14.8% 12.6% | 10.7%]15.9% 16.3% | 13.6% | 22.4 80.79%

1972 8.4%| 12.9% 1.6% | 13.4%|26.2% ~-B.6% 8.40% 17.8% 137.19%
1973 | 23.6%| 22.3% -7.7% | 32.8%(26.9% 28.8% | 23.6% |16.09% -71.19%

1974 | 19.9%| a7.6% 3.8% | 30.1%(47.9% ~6.3% | 37.2% |77.12%H -40.3%%

Sgurces: Ministry of Finance and Planning, Barbados: Estimates

of Revsnue and Expenditure, different issues

National Planning Agency of Jamaica: Economic and

Social Survev of Jamaica 1974

E.C.L.A.: Economic Activitv - Caribbean Communit.,
Countries - Part VII - W.I. Associated

States, 1973, 1974

Estimates of Dominica, 1971, 1972, 1973
Statistical Yearbook of Jamaica, 1973
Thz large increases in capital expenditure which were made by
the Barbados and Jamaica governments were parallellsd by similarly large
increases in current expcnditure for 1973 and 1974. Even by 1972, the
rate of growth of the current expenditure of the Jamaica government had
reached 26% and this rate of growth increased significantly in 1974 to

almast 48%. In Barbados for the period 1970-1372 the average annual
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increasas in current expenditure did not exceed 13.8% (See Table 3).
However, in 1973, ths increase in current expenditure was of the order

of 33% end in 1974 the increase was 30.1%. Certainly in the case of
Barbados, string:nt controls were instituted over currant expenditure so
that all expenditure which was not particularly urgent was omitted and
the control of expenditure even went so far as to the point where there
was a curtailment of the creation of new positions within the public
ssttor. Goavernmant's role as one of the primary generators of employment
was therefore substantially affected by the high rate of inflation. With
fewer possibilities of employment in the government sector the onus was
therefore thrown onto the private sector to absorb a far larger percentage
of the increase in the labour forece than was customary. With relatively
little new investment in the private sector and somne firms actually
reducing their labour force there has baen very little additional jab
creation in the private sector and so the unemployment problem in the
country appears to have worsened.

In Jamaica the unemployment situation has not shown much
improvenent during the recent inflationary phase. However, this was not
because of gnvernment curtailment of employment expansion but rather as
a result of the slowing down of investment in the private sector. A
relatively high percentage of new housing investment during the periocd
since mid-1973 was undertaken by the govermment. 1In addition, the
government's '"crash programme" to relieve unemployment (financed out of
the additional revenues occasioned by the bauxite levy) helped to creats

a substantial amount of employment. However, with the increase of the
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labour force and the slowing down of the rate of expansion of the private
sector the result was merely to prevent the rate of unemployment from
increasing.

Such data as is available for Dominica suggests that public
sector activity declined drastically in 1973 and 1974 after having
been at very high levels during the preceding three years. Capital
expenditure im thz public sector actually fell by 71.1% and 40.3% in 1973
and 1974 respectively. In the latter ysar government current expenditure
also fell by 6.3%. These declines reflected the behaviour of government
revenue which in turn arose out of the low level of economic activity
in the economy. With the stagnation of the banana industry and the
slow growth of private investment in other asctivities there has been
little real growth, if any, in the economy over the past few years.
Government revenues actually declined by 7.7% in 1973 and increased by
only 3.8% in 1974. Vith inflation procesding at a brisk pace and in the
absence of budgetary aid large cuts had to be made in certain items of
current expenditure so as to more nearly achievs some sort of balance
in the budgset.

As far as cepital expenditures are conczarned the main sources
wauld bes external aid and external borrowing. As indicated above there
was no surplus in the current account to be applied toward the capital
budget. Furthermore, th2 rigidity of the currency beard system, under
which countries likes Dominica operate, place severe limits on the extent
to which loars can be raised in the local market.

External aid to Dominica appears to have declirmed absolutely
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in 1973 and 1974. We have been unable to identify the reascns for this
phenomena. As far as external borrowing is concerned the main source

for the less developed countries of the region has been the Caribbsan
Development Bank. However, disbursemants up to the end of 1974 were

low in relation to loan approvals reflecting the normal lags experienced
by institutions of this nature and accentuated by the high proportion of
loan approvals accaounted faor by projects with long gestation pericds such
an parts. In addition to the nermal delays assoclated with the
implementation af projects the problem was compounded by the inability

of many governments of the lesg developed countries ta find the counter-
part funds necessary for projsct implementation. Furthermore, in an
inflationary situastion delays in the implementation of projects can

mean large increases in costs resulting in the need for applications

for additicnal loans if tha project is to go forward. It should be

notzd that the gaveznment of Trinidad and Tobagao, thz only CARICOM
country which was in a position ta benefit from the rapid sscalation af
ail prices, has provided a fund of TT§10 million in the Caribbean
Developmznt Bank to assist the less developed countries to meet their
counterpart requirements. This has already begun to assist in the speedier
implementation of projects.

The significant increases in public sector capital expenditures
in Jamaica and Barbados which was referred to sarlier was sccompanied by
significant increases in the public debt since rscurrent expenditure
tended to rise at a faster rate than recurrent revenue. The level of

public barrowing in Jamaica during 1974 was more than 60 percent higher
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than in the previous year and in Barbados the corresponding growth was
0% the order of 40 percent. The rapid rate of growth of public
borrowing in relation to rzcurrent revenue is almost sura to lead to
a situation where an increasing share of the latter will have to be
directed towards s=rvicing of the public debt.

It should be noted, however, that the sizehle increase in
public borrowing tended to be accompanied by a noticeable increase in
the share obtained from local sources. This shift towards greater
dependence on the local capital wmarket might have been dus in part te
& conscious effort on the part of governments to reduce the burden of
future foreign debt service payments. A number of other factors might
have influenced the decision. Among these one can point to the sharp
increases in interest rates abroad and the reluctance of many instituticnal
investors overszas to lend at long term in the face of an unstabls
international situation.

Domestic money markets could hardly sscape some effects of the
international monetary situation together with the heavy increases in
local borrowing by govermments. If the Treasury Bill rate ig taken as a
rough indication one finds that in Barbados for example the rates
increased sharply from somewhere under 6% at the end of 1972 to 6% at
the end of 1973. Approximately the same rate was prevailing at ths end
af 1974. A similar trend was also noticeable in Jamaica when the rate
maved from approximately 5% to more than 7%. The inflaticmary situation
appears to have affected the cost of government borrowing both at home

and abroad but in terms of availability of funds th= local markets offered
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a distinct advantage.

TABLE 4

Movements in Government Treasurv Bill Rates

Year Ended Barbados Jamaica
1970 7.10% 4.38%
1971 6.69% 3.52%
1972 5.98% 4.97%
1973 8.10% 7.14%
1974 8.04% 7.20%

Source: Central Bank of Barbados: Econemic and Financial

Statistics Julv 1975

GROWTH OF OUTPUT

Although data at constant prices are not gensrally availahble
such crude indicators as exist suggest that the relatively high rates
of growth of domestic output whicﬁ occurred in many countries during the
late 1960's and early 1970's did not continue into the period of abnormally
high inflation. 1In Jamaica, for example, real growth rates approximately
8% between 1969 and 1972 were reduced to an average of about 3% during
the following two years., High growth rates at current prices tended to
be a reflection more of rapid inflation than of increased output.

It has been postulated by some theorists that substantial growth
in real output should occur during inflationary conditions since the
increased level of prices, and correspondingly of profits, should encourage

producers to invest more and so boost production.
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As the phenomenon of "stagflation" has clearly demonstrated
the proposition is not necessarily valid depending as it does on the
doutttful mssumption tha{ as a general ruls consumar prices can be
increased at a faster rate than cost of production without at some point
affecting the level of sales. It also assumes that profits are, as a
matter of course, rzinvested in the production scctors. The evidence
in the Caribbean docs not seem to confirm this hypothasis.

It might be useful to lock briefly at the major trends in some

of thz main productive sectors of the economy.

Agriculture

The inflationary period has resulted in increases in prices of
agricultural produce both for export and domestic consumption during the
yzars 1973-74. There were spectacular increases in the prices of some
commodities such as sugar.

Other things being squal, such price increases should have acted
as a spur to increased production. It is as yet too early to make
authoritative statements about whether this is the case but it is clear
that the cost siructure has also been rising thus making inroads into
the surpluses generatad by higner prices. The folleowing incieases in
prices of selected fertilis=zrs in Jamaica during 1974 illustrates the

point.
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TABLE 3

Prices of Selected Fertilisers in Jamaica

4% per ton Percentage Change
1973 1574
Urea 133.6 323.8 142, 4%
Complex 12-24-12 127.4 241.7 89.7%
Super Triple Phospate| 134.5 252.1 87.4%
Sulphate of Ammonia 77.9 178.6 129.3%
Muriate of Potash 95.0 114.9 20.9%
1

In addition the price of machinery, fuel, transportation etc.
rose vary considerably during the same period. Wage rates have also
been rising in agriculture. Vage increases tended to originate in the
export sector, where in same cases windfalls were being experienced, and
permeated through to the domestic sector of agriculture.

With all these inputs rising in price the cost structure of
agriculture in the region rogs significantly and it is not clear whether
the inflation has increased the overall profitability of the sectar. As
far as some crops are concerned costs might even have risen faster than
prices, thus rocducing profitability.

In somz instances, as in the case of sugar, Goverrmenis have
taxed away significant portions of the windfall gains arising from
spiralling pric=s. But it is not always the case that such funds are
channelled back into the agricultural sector.

The inflationary situation

has also increased the price of agricultural land thus making land
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acquigition more difficult especialiy for the small farmer. Thus at a
time when food prices are rising abroad and tha supply situation is
also tight it is not clear that the necessary conditions have yet been

created for bringing about the spectacular increases in food production

which ths circumstances warrant.

Construction

The indications arz that the rate of construction of new
housing at all levels has tended to stagnate during the inflationary
phase. This is mot surprising in view of the combination of higher
building costs, increased interest rates on mortgages and rising land
prices at a time when the population is also faced with spiralling
costs of other basic necessities such as food.

It might be argued that if rates of inflation are high and arz
expected te continue the rational approach is t2 borrow now since the
burden of repayment will be progressively reduced as inflation proceeds.
However, this approach ignores the downpayment which has to be made in
respect of mortgages and in a period of rapid inflation this may be
increasingly difficult to comz by.

The decline in private sector activity in this sector has been
partially offset by public sector activity financed by loans from
international agencies or by windfall revenues derived from export
commodities such as sugar or bauxite.

There has also been some slowing down in construction of new

hotel accommodation because of a levelling off of the rate of growth of
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the demand for such accommodation. In Jamaica, in particular, hotel
construction had becn a significant portion of activity in the sector
during the late 1960's and early 1970's.

Another very important areas of construction is that of road
building and repair. The pericd under review witnessed sharp increases
in the cost of both materials and labour associated with this activity.
With limited government revenue available, particularly in the case of
Barbados and Dominica, much of the new read construction programme had
to be shelved temporarily and even road repair had to be cut back in the
attempt to keep public expenditure within reasonable bounds.

The result of the circumstances outlined above has been a
tendency towards reduction of the employment generatad by the comstruction
sector. Traditionally this sector has been a relatively large employer
of both skilled and unskillsd labour. As a consequence the pace of
expansion of the sector has important implications fer movcoments in the

overall level of employment.

MANUFACTURING

The relatively slow rate of growth of real income and
employment appears to have led to a reduction in the growth of demand
for manufactured goods. In addition, because the sector depends heavily
on imported inputs it has felt the effects of increases in costs of raw
materials and freight rates.

As far as the enclave industries are concerned the high rate

of inflation in the Caribbean countries relative to N:irth America tended
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to erdde some of the cost differential which made location in the Caribbean
advantagsous in the first instance, This factor together with sagging
demand as a result of recession in thz United States led to closure or
retrenchment of labour in some of these industri=s in Barbados and

Jemaica.

TOURISM

"Stagflation" in the traditional tourist markets tended to
reduce the amount of discretionary income available for expenditure or
foreign travel. Furthermore, air fares tendzd to incrcase and so has the
cost of hotel accommodation in the Caribbean, For these reasons, the
rate of growth of tourist arrivals has fallen in Barbados and levelled
off in Jamaica. (See Table 6).

TABLE 6

Growth of Tourist Ar-rivals 1970-1974

1978 1971 1372 1973 1374

% % % % %

Barbados 16.5 20.9 1.2 5.6 3.9
Jamaica 8.1 8.1 7.9 8.3 8.4
Dominica n/a 10.0 4.0 6.4 n/a

Sources: Barbados Statistical Serviece - Apnual Abs%ract of Statistics

Central Bank of Barbados = Economic and Financial Statistics

July 1974
ECLA: Economic Activitv - Caribbean Communitv Countries 1973. 1974

The high and increasing cost of hatel accommodation in the

Caribbean, particularly in Barbados and Jamaica, has ssverely reduced
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the competitive position of the tourist industry in these countries.
Unless this declinme in competitiveness can be averted the trends evident
in 1973 and 1974 are likely to be accentuated.

Already the effect on employment of the depressed state of the
industry has besen quitz apparent resulting in hotel closures and
retranchment of staff. The situation is most serious in Jamaica where
over-expansiogn of capacity in the late nineteen sixtiss and early nine-
teen seventies together with the recent reduction in demand led to a
dramatic plunge in occcupancy rates leading to many closures.

As far as this industry is concern=d one limited benefit has
accrued from the recent inflation. The high cost of imported foodstuffs
together with same shortages of supply has induced some marginal switching
towards locally producezd commoditivs. But unless the agricultural sector
can respond by increasing production guickly to the desired level even

this limited benefit may disappear.

INCOME DISTRIBUTION

The data available for Caribbean countries are grossly inadequate
for the purpose of measuring short period changes in income distribution.
As a consequence it is almost impossible to assess tha impact of inflationary
pressures on relative income changes as between different segments of the
society.

Evidence drawn from the expericsnce of other countries suggests
that re-distribution of income in favour of property owners is one af the

more pervasive =ffects of rapid inflation. It would be surprising if this
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ware not thz case in the typical Caribbean country but it is -
imbnssible to refute or support this hypothesis from the existing data.

However, sven if it could be shown that the distribution of
income betuween property income on the aone hand and wages and salaries,
on the other did not change markedly the conclusion could not be drawn
that the income distribution did not worsen. Rates of increase of income
can be vastly diffsrent between different groups of wagzs and salary earners.
It is difficult to generalise on this point but the case of Jamaica seems
to suggest that in a period of inflation those workers who are able to
protect their real incomes most vigorously are precisely those who, on
average, started off close to the top of the income pyramid.

Within recent wonths at least one Caribbean government has
begun to attempt to formulate a strategy aimed at correcting this situation
by providing guidelines for wage and salary movements involving higher
percentage increases at the lower than at the higher level. But it
rzmains to be szen whether this laudable policy can be enforced outside

the narrow confines of th= public sector.

Conclusion

This survey, focussing as it does on a few aspects of a limited
number of countries has covered only a small proportion of the many effects
which inflation has had on Caribbean economies recently. However, even
from this limited evidence it is clear that the recent inflationary
periaod has served to highlight the known structural weaknesses of Caribbean

economies and their very hesavy dependence on the rest of the world.
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The initial impac* of the imported inflation was on the balance
of payments. Traditional deficits on current account were worsened by
the escalating prices of oil, food and a variety of other goods and
services. Favourable movements in the price of sugar on the world market
helped some countrises to recover a portion of the huge loss of reserves
and in Jamaica increased taxes on the bauxite/alumina sector also helped
to partially retrieve the situation.

In those countries without central banks a balance of payments
problem did not materialise. As elsewhere imported inflation manifested
itself in a rapid rise in consumer prices and a tendency towards a creation
of deficits (or widening of already existing ones} on government current
accounts. With limited means of credit creation and the absence of
sufficient guantities of aid many of the non-independent countries were
forced to restrict government expenditure quite sharply thus reinforcing
a tendency towards stagnation of the economy.

Increased prices of imports affected the cost of structure of
all sectors adversely. A combination of inflation and stagrnation in some
foreign countries affected the grawth of demand for exports and in same
cases where demand was growing the traditional bottlenecks, especially in
agriculture, prevented ocutput from responding sufficisntly quickly to
benzfit from the favourable situation.

Typically the rate of growth of real income and employment tendad
to be relatively low. This was accompanied by a situation in which it

appesrs that income distribution tended to worsen as those at the bottom

of the income scale were least able to protect themselves from the ravages
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of inflation.

The recent internaticnal situation has provided convincing
evidence of the dangers of excessive reliance on external sources,
especially for basic supplies such as food. It has pinpointed other
arcas where greater self reliance can be a reality. Ore can say, then,
that although esconomic growth may have bsen retarded in the short-run
real development could be enhanced in the future if the challenges provided

by recent events are squarely faced.



FIRST SESSION

""THE EFFECTS OF INFLATION ON CARIBBEAN ECONOMIES"

0. Jefferson and D. Boyce
Caribbean Development Bank

Chairman: Maurice Qdle

Sesslon started at 9.25a.m.

The Chairman situated the paper in the context of the Conferemnce

theme pinpointing the differences this paper has relative to an earlier

papar of a like genre.

.

Jefferson's introductory remarks were aimed at rooting the paper

in a context of Caribiean inflatrion as evidenced in three micro case

studies of Barbados, Jamaica and Dominleca.

in the

of the

Five tentative hypotheses were advanced for the price increases

Caribbean.

(1) Imported inflation, primarily via food prices.

(2) Increased energy costs,

(3) Raw materizl imports, and the rises therein.

(4) Increased costs of capital imports.

(5) Insurance and freight increases.

Seven main classificatory schemes were analysed in a verification
impact of inflation in the three countries under study.

External Sector: Openness of the economy, energy crunch, supplies
of raw materials constraint ..... were the main focal determinants.
Foreign Exchange Reserves: This was particularly evident in surplus

for Jamaica - due in part to the Returns from the bauxite levy.

14T OCTOBER, 1975.
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The rise in sugar prices also made it possible for Jamailca and
Barbados to register surpluses. However, ineffective price
controls of foods destroyed what was an acceptable position.
Tourism suffered decreases because of the state of the tourist
originating economies. This slowing down of tourism receipts
exacerbated the inflationary situation in Jamaica and Barbados.

Remittances from the Metropole mey have had negative effects

dus to the inflation in the major areas of West Indian Remittance
origination. On the level of food consumption it appeared that
there was a switching of consumption to locally produced foods;
bananas in Jamaica was given as an example. Under this income and
substitution effect, the rise in oil prices "encouraged" the
search for oil in Jamaica, and the use of natural gas in Barbados.
Investment: It was wmentioned that the theoretical theses about
investment were not substantiated. The public sector was a
significant investor. Some tentative hypotheses were advanced as
to the difference of behaviocur in investment in the Caribbean
versus the metropolitan variant. The structure of the enconomy
and ownership of production were the main hypothetical bases.
Public Sector: The public sector was in a very "favourable"
position in Jamaica due to windfall gains in Bauxite. By and
large "urgent' expenditures were instituted, but these measures
were not fully implemented. Impact programmes and other Keynesian
type expenditures were used in the Caribbean economies, but again
there was no sustained public sector operations. The private
sector was weak, hence the pubiic sector had to bear the brunt of
investments, but this caused z certain degree of inflation in the

economic systems.



7. Growth of Output: The high rates of growth of Caribbean countries
did not continue through.the inflationary period. Increases in
GDP /GNP were Monetary increases and not real; in addition output
was not rising.
Stagflation has now caused a turning point in the growth of demand/
supply/prospects.
At this point, Jefferson turned attention to a Sectoral analysis
of the economies. Rising prices in Agriculture, Construction, Manufacturing,
Income Dimtribution, were identified. The critlcal causal determinants
were noted. In the main the causal determinants were rooted in the

theoretical and empirical discussions of the first part of the paper.

SUMMARY :

The paper pinpointed the challenges facing Caribbean economies
resulting from the dependency syndrome on external countries. A sectoral
analysis from a microscopic view was presented. It was suggested that
there ought to be a shifting of financing from external to local sources,
80 as to establish efficiency in a broad aggregative frame of reference.
George Theophilus: Principal Discussant: He stated that asuthors of paper

indentified cost-push as the main type of inflation. Several observations

were made:
1. Long-run implementation of coordinated monetary and fiscal
policies ought to mirigate inflation in the Caribbean.
2. Political realities ought to be taken into consideration in
the inflationary impact.
3. There seems to be a confusion in terms of recognising the

types of inflation in the Caribbean.
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4. It should not be assumed that external ownership of capital
will ilead to capital outflow.

5. The level of entreprenearial ability in the Caribbean is low
and this may have some ''significant" relationship to inflation
ag far as wages-push inflation is concerned.

6. Income Distribution should have incorporated forced saving.
Finally, the "non-balance of payments'" problem in the smaller
Caribbean countries is an inadequate assessment of the situation.

In the “Open Discussion” session, it was noted that Govermments

in the Caribbean do not give the needed support to the Price Commiasions.l
Stall scale sellers are being "wiped” out by the monopolies and other
market structures. These structures are significant catalysts of price
increases.

D. Boyce, in some concluding points, restated the paper's position

and objected to the observations of the primncipal discussant.

The session concluded at 11.10a.m.

14TH OCTOBER, 1975.



