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“Jamaica":

Pollc; towurds Capltal Flows and the Jamqlcun

*
- Bqlunce of Puvmenus :

1In 1nternat10ngl moneua;y economics, one of the central

| questlons qs it relates to un 1nd1v1duql econom/ has to do wa‘%

the maintenance of balance of payments equilibrium s;mul%aneously B
with 1nternq1 bqlmnce.i' Internal balance enta;ls maintenance

of full enploynent along with a stable prlce level, This is

thus merel/ an imaginary state for most. upderdeveloped countrles.

Nevertheless, even if the population does not openly rebel as

a result of unemployment and the poverty it pxoduces, the

counﬁry 's balance of pa/ments problem hos to be tackled qﬁ

- some point as international creditors requm:e payment,

'Effecﬁlvely, thzs 1s_tuck11ng the proclem of the foreign SX -

change constrdini-in the so=called development process,

- For Jamaica, o country with a tendency to persistent balance

- of pqyméntS'prdblems,.it is important that o well considered and

erticulated pdlicy be implemented., Ihdéed,'the situa%ion demands

" -coherent atiention from coorJ1na+ed agencies of government polxcy.

‘In the modern period, as early as 1961, we find the following

comment in the Department of Stotistics' "Bqlance of Payments of

3it ma/ be of some interest to note that to carry o
deficit is characterlstlc of Jamaican Trade, cnd
thot the last occasion on whlch it showed a positive

~balance was in 1922°“2

The author wishes to ac?nowledge tﬂe kind ass;sﬁunce of

Mr. Hinston Carr,octlnj Director of Research of the Bank of
Jamulca, in providing access to worksheets that were 1ndlspen-

- sable in mcklng sense of the data.
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. The balunce of pujnento next shows ¢ pos“tlve balance on v1s;nle

2 0,

trade:ln ?963,:reverﬁ1n to deficit ¢ ereaf*ef.

-y

Th us,'only on
two. occus;ono in over nalf a cﬂntuzy 51nce 1922, ﬁmg thls
,ocﬂurredaa ‘ _ o '
It wouia seem tc Qe clear tHerefcre, ina -uhhindereﬁ'narkm*
i_forces will not tend $0 allevxme the bqlance of puynents proplcmso
The correctzon of the gonthULng deflClt wzll have’ to be o matier.
-of spec é POll“ya _ﬁlthougﬁ there exist o myriad of measures in
'1solat10n or comolnatlon, to deal wlth thls p;oblon, in nclance
of pa/ﬂents theor/, uhreerdlstlnct ﬁ/pes oF mechanism can be
'_lsolated. ..nulyLLCGll;, these mechanlsms can ‘cover any combl-
'-fngfion of measureo. _Th se-%hree mechunlsns are -
- 1 Excnﬂnge rote ad;ustnent°
f2,f-‘orexgn exchanﬁe control"dnd

Je _ﬁjcptation or- restructurlng of the
- . domestic economy to accommodaue the
forelgn exchange constrainte

-Therpreseht papér_has as its Tocus, caplial flows in the
“Jamalﬂan balunce of prmenﬁso Section one deals. theoretl ally;
wath the 1mpmc? of lnternaﬁlonal caoitul Fiows on the balance 7
:wof pa/menﬁso aectaon £w0 gtbenpts to chart the bethlou: of the
lbqlance of paynents and lnfluence of capltﬂl fi_ ws. in pﬂrtlculqr,_
'from the late ?950'30 Seci;on three brlngs iogeuner the ecrller

"dlsc0351on with ¢ focus on. pOllCVo Sect;on four is in th

nature of concludlng remarksa
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Section I

- 7 : i ' ' . - . JL‘-; .
Kt isg appropr;aﬁe to begln w;tn as s;mple and concise a @jwj

 1Jef1n;t1on of copitul as posslble. He refer here, to monetory

3iclulms, 1nternat10nally acceptable as payment for goods,;

- serv;ces or ‘debts, _rs such, .ve refer to TlnGnulGl flows which,
“to effect a transfer of :esources from. one counﬁr; to another,

'1_requ1re a counterpart of real flows.

ﬁssume there ;s an aUuOnOmOUSly moﬁlva%ed Lnrlow of cqm;ﬁul

ipto Jamalca,'what impact ls 1% lzPely ﬁo have” on the . balqnce of

payments and what is the transn;sslon neckon;sm lik el/ to be?

= To ansver thls quest:on, flrst requmres vs to kpow the na%ure of

7'f.the cap;tql anflow. for dlfferenu ‘typos have potent;ally dlfferent

'“gi -  ‘1,-12- :-"" (b) Supply oriented production,

MRS

. J.mpcacto

' “e can - break down capltal flows thus.,;" _
- ' ,15"Shortvterm portfollo for

{a)  Trade Credit
{(b) Acquasailon oF financial assets

-;Zg ;tong,term Portfol;q,_r
3, lLong term Direct for

{¢)  Demand oriented production

ﬂé.ae— aarl,
.(u) In the case of short term capital flows for ﬁxuae credat,r~?f$l
C—n_,_*_______—-. J—‘"-J’

" the 1n1t1al 1mpuct on the balance of paymenus is straighte

. forwaxd. There ls an . equql and oppos;ta moyement.ln the
’:;current account on merchandlse trade. in many cases,'there

'_as no. actual movenent of funds but rqther merely ‘an increase

of the Fpre;gn,lloballtles of pzavate fizms in Jamaica,
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,ﬁlterna%ively, if iﬁe'frqde credit goés %brough the
chaanels of the Commercial o&nkan ysieﬂ, there can
be an lncreaoe in the domestic money supply if o bill
is dis ounted and settled by srédii creationo SUch an

 increase ih-monej supply however, is only ﬁfﬂﬂ%;tory

if the foreign creditor is lﬂwedlu%el/ paide

(b) bhort-te&m portfolio sapaxal flows 1nﬁo Jumaica fox the
acquisition of f;nancznl assets increase the foreign '
lighiligies of Jamaico. 'aamulatneoysuyrthe/ Prov;de'
'finunging'For'uny:incipieh% defidit'in-the_current |
-aCcounﬁ. -$n'addition hbwever, dependiﬁg'én the
_commercidl banks lending policy and the impoct of
the central bank's policy on crediticzeaﬁion, thare
can be an incxease in the money sépply through nei
domesﬁic'credit,creufiCn'by the banking systeile

.Givén:sdme marginal propenéit? to consume imports
~ there is going to be an increase inrcuﬁrent account
puyhentsrfo cover the incremént iﬁ_impbris;, Further
'ﬁorihis,'qs the maturity dotes ar%ive{ repuymenﬁ of
1cap1%ql and interest generqte outflows of Fore1gn'
exchange via the balance of nayments. ’ _
Both these cases tend to reflect lndependently
“motivated or qutonomous transactions carried out in
the pri#dte-secﬁor,without referehcé to balance of
‘payments éonéidevafionse-'Theré can of course be
accommoiatlng offlcxal caplt0¢ Flows of a short terﬂ
nature, The eene;al 1np391 of chese is the same, .

except % ney can be viewed as ex-post devolopmen%s.
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2+ Long term private pofﬁfblié capital, a relu%iQelyrun-_
-ihpoiiont'maghitude-in the modezn period, responds %o interest
rates, in g perfect compe+1tave world, in the limit, these
lead to ;ntexesx rate equq;lzut;on. The. cssumptlon is
genezally nade:thqtaéapi%al-flOWS from“ow to high interest
rate ureas- raaslng the level of interest rates in the lending
and lowering iriln the borrow;ng countrys ' '

The ;mpqct of the canital inflow on the bulance of payments
of the borrowing countzry, can then be Gndljsed in two stages,
1n1t1ally an increase in foreign liabilities and a form of |
| financing for G_poss19le sprrent'qccqunt deficit, Assunlng
VhdweVer, halahced %rude'{o-begin with, it is the transfer w
procesé tht:comprises the second gtage'of the anqusiso1 
Thexe are two questioné,rfirsﬁiy how does %he cgpital,in?lbw
cffect,éggﬁegafe expeﬁditure in the domestic ecomomy and
: second1y, how does a change in ezpendituré_a?feat the trade
balqnce. | |

In o Keynesion world “the movement of 1ntereot rates is o

key to this process, for in the 1link w;%h the mqrglnal effi-

. -¢clency of capludl, tne lower interest rate Gssoclated with the

~ capital inflow calls forth ney lnvestmeni, multiplier
offects as governed by the Foreign trade muliiplier then aid
the transfer proseso° Of course, the new lnvestment can

exceed the capztal inflow xf complementar/ activity 1s Lnduced.

t
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) It Ls the marginal propensztzes *o_1nport of the two
countrles thct pccv;de the theoreticol mechanism linking changes
in expenditure and chonges in the trade balances . Thus, the
‘nature of the egpendituxe-turns ouﬁrto berimportant in
dete;mining the effect on the ﬁrade,balance. For'insﬁance,r,
oxpenditure on wages and construction should lead %o less

impdrts than say. expenditure on heovy'machinery.

'3(0} DLrect forelgn lnves%ment fox demand-0flented productlon
rofors to foreign investment in the donea*ln economy, ..
-controlled-by the investor and geared prlmarll/ to .
sdtisfying domestic demand. Such inveéfment, aside
from its'ini%ial impact on the bulance of poyments,
,; will tendrto'lécd %b significant incxedsgs in impoxts
fbf’ruw'mu%eriél if it is impbrtusubstiﬁutingo The
composition of'imports is thus altered, évéq if not the
_ mqgnltude. o : . ':',
This - type of capltul 1nflow sets vp significont future
: chcrﬂes og current accoupt ﬁhrough 1nvastment_lncome,
royalt/ and othe: payments, It also tends to increuse
'the'inpOrt dependencé of the econemy = this has beén

pa;nfully clear in the Jamaican economy of tne seventies,

3(b) auppl/-oraented direst fo:elgn investment is motivated
by demand in foreign morkets. It refers %o foxeign |
_,1nvastment ‘controlled by the investor used essentlully

'1n-product;0n,for export, The classxc,cqse of such
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investment is in the extractive industries such as

bauxite in Jamaica. The siaplest and glso as a

resuli the most wninteresting from the point of

view of impact on the balance of payments, is the one

- in which the inflow covers the importation of plant and

equipment. In this case, the transfer is immediate.

- The point of interest rather is the induced

- chonges in domestic expenditure, iis impact op the

balangce of payments and ﬁhelpng-term_consequenceé-of
the inves%men%o As 3inger notéd'QS'éarly as 1950:
"Economically speaking, they [the foxeign inm
,vesfﬁentg?’were really an butpost'of the
economies of the more develoﬁed-inVes%ing
- countiries. The mgin secondary multiplier -
 ﬁeFFects, which the textbooks tell us to
-gxpect from investment, took place ﬁot wvhere
 the investment Qos'physically'ldcaﬁed but -
N '_(tb the ex%ehﬁ_ﬁhut-ﬁhe-results of these
investments returned directly home)} they
took place where the invesiment came from,"
This hos been the weight oF_much'of the discussion

5

on foreign investment by Caribbeon economists.

It can be summed up, not withcout some injustice to the

~depth and breadth of the discussion by the following

quotation . again from Singer.



-8,

"eee the speciclization of undezdeveloped

countries on export of food and row muteriols
'ﬁo'iﬂdustriﬁlized GOUntzies, 1ﬂrgely as d
result of invest ment by the lotiex, has been
unfortunote;ao.(a},because it removed most
of the Secbndary and cumulotive effects of
iavestment from the country in which the ine
vestmeht took place %o the inves%ing-sountry;
dnd-{b}-because it diver%ed'thelunderdeveloped
countrles into types of ac11v1ty of Tfering less
- sgope for technical progress, 1nte:nairand_
externol economies taken by themselves, und
‘withhold from the course of “their economic
'-_his%ory a central foctor of dyndmic radiation which
has revolutionised soc;ety in the industriclized
country." a ' |
:This is the reolity of the impact o?'s&ch fbreign ine
vestmen%,'fegmadless of tne orgumenus ana controversy
generated b/ those who see ro:elgn lnvesrmenﬁ as the
ongine of growih. It certainly has'mhe copocity to
. be, but the question is whether, given its hatvre
as it tokes place in underdoveloped coyntries, it
can really be. _
Implied in the. forego;ng arguments is thé fact
that these foreign investments are pr;mcrlly meant

to transfer cesources from vaderdeveloped,
e _ o8 TR ; N
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industriclized countries. it,is this process of trqnéfer
that will be ref flected in the balance of payments. In the
current acccount, the level of exports will rlse as output
goes'ﬁo.pareﬂ%_Cx other subsidiéry compahyo As in the other
cQses, SO with'ﬁhe-level'ofvimports gsvérned by the maxginsl
propehsity'to import. More'importantiy,'d§er,%ime investment
income becomes o charge on forsign exchange earnan cupac;ty,
that cannoﬁ be man;pulated by tqe governmenﬁ under the IFF
rules of the games '

In summing up this discussion, it should be noted, that the
inheren%'inﬁérnreiutedness'QF the various-iéems in the balance
of payments makefit impossible_to ident ify ox predict the
preclse import of any one item. heoretluall/, it is possible

to deternlne %he nature of effects and their directions
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Section II.

Thercrqphs of Charts 1 to 3, nresent the behaviour of
cap;tal flows and oﬁhes releVQnﬁ items in tne balance of
puymengs._ They are constructed from the Jomaican balance
of Pa/nents da*ao_ For the period 1?5?—1977,'the balance-cﬁ-
current uccoun by 1%ems tHrougn D of Table i, vas in 5U£Plus .
once = in 1983, Met. capltul movements have QlWQ/e been
posztzve though not necessarily autopomous, From chart I,
it con be seen that the chapge in yeserves: tended to be
'posatwve moreso than negamave with {two sagnlflcun% decl;neS'
in 1?72-73 apd 1n 1976, _ _

The transfers associated w;ﬁﬁ cap;tal inflows are thus'
 being effacted. through the mechanism of %the marginal pxof

:ﬁénsity-to impori@ The #erformqnce of the economy as
frefle@téd in,ihe bqlance of pgymeﬁts cannot however, be
divorcéd,froﬁ'thé_specific policiés Qimed-at engouraging
'impofﬁ;substitu{ing indust:ializatioh, dn dddiiion, there is
the powerfuil aigumen% that the :eqﬁired rate of gopital
 formation %o'achieve development and'iﬂﬂrea§esrin employment
~ cannoi be met by domestic savings alones - '
| By any standa;ds the rate of capital 1nflow into Jamaica
has been high, Private 1onJ terﬁ capltal inflows show four .
" peaks (chart 2). In the lote 1950's and ea:ly 1960 s, the
mining sector and d;str=butzon were the cn;ef recipient wlth
the main sources,belng—the UsSe, UoKo and »ahqda.- Throughe

‘out the period cqvéred, the mining'inqust:y'has been the
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'recipien% of the greaﬁeét proportion of inflowse. In addition
hpwever, | '
LI significant amounts have also been invested
3in'tﬁe'publicrétility companies} manufoacturing
and. the tourzsm indusitry, These inflows have
'rbeen in tne foxm of plant and equzpment supplled 
by controlling overseas conpan;es, und;stvlbuted
'eqxnlngs, loans ond debentures an¢ shore capital
in r951dent entexprises. Lﬂore 1nportqnulé7 ovexr
90 per cent of these funds represent dirxect
investment inflows mainly in the form of plant
‘apd equipment and limbi;iﬁies t0 Overseas conhe
',trolllng companies," _

We shall :eturn to this point in the discussion of sectlon
throe, Presentl/ anotherfeature of note, was the significant
.'decreqse'in'privéte capital inflows in 1972 and the actual
net outflow in 1976, The 1972 decline has been attributed
to the competition of expansion projects im the mining industry
whezreas the 1976 net ouiflow has been ﬁﬁtiibOted to the |
liquidation of trade c:edvts, CﬁPlual flight in response %o
polltlcﬂl Jncertqlnt/ and a reduction f'in?lows for the same
reason, ~There is no;doubtrthaz pol;t;gai ?dcﬁoks, which in
Qrea% neasure’constitute %hdt 'coafideﬁcé‘ so often mentloned
in discussion of forelgn investment, are ampoxtunt in ﬁhe
decision mak;ng process,. This secoms sel?-evzaent agt a

quotation from the VYigce President and Treasurex, Xaiser
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ﬁlﬁmiﬁium:ﬁﬁéfﬂﬁémicél_§prp¢ré£idn; in which he noted
) ihe 1nitial dec131on b/ hﬁ1ser to pa;tlc;pate
;an the ilpqrt r.xrcjes:“fL and to ma<é ;He necessar;
‘?vnanclal ﬂomwltments was on,thé'baols that -
i;POllﬁchl rlsk lnsurcnce Hus avaliawle and
-'-irwcuid be obtalned,f Ihls wcs 80 stazeﬁ to tne
"] Kglser'neard of dlreutorq, tne uovernneni
'5;0? Jamaaca ﬂnﬂ to the varléus Lendzng
7 , ;1nut1but;onso;8 '_ '
'-helps demonstruta the polnt.; -
B rusﬁhermo:y, zn tnls process,’aa u1rvan anong othevs,,
 *has noted, wHen lﬁ comes to 1nvestnenf of lﬂuernqtlonal
Vicorpora+;ons ln underdevelop94 host 'eountrlcs, the bargalnlng
'proceos ls lopsaded - welgﬁted Ln fgchr of tue lnvestlng
;f1rm° in, +h1s pro%ess, 11 ounnt also ﬁo be oorne in nlnd %hqﬁ
" the. ;nterna+1onql corporatlon ls QlSO'ln a very real sense,7 
i 1bacPed up “by* gll the lnfluence or its home ﬁateo, :hus,- 7
'.Senator Churcn pomnted out, thqt O?Iu %urned out effeéfively'
to. be seallng an 1dent1ty of 1n+ekest usrbeuween'ﬁnvesiing
_f;vm and tﬁe d bn governnenﬁ to auch un eﬂtenﬁ that the
fnlrm hga muah lessr1ﬂueﬂblveooo to get aloag in tﬂe hos»
: country ? OGAC Fur%hﬂrmore has access to:dgp prof iles_anﬁ'
'makes 3udgenerﬁs on thls anformaﬁlone N o

Hany no:e %lms of- evadenbe gon_ be 0roughm to bear on tne

“ﬂfquestlono ?he welﬂﬁt of tﬁe qrwuneni however, po;nts to %he, 

1-V19W ﬂaﬁ Ln deullnu'w;%h e;ﬁrather,;n,attemptlng tqrcontrol
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:f the behav;our of 1nvestment of the 1nternat10nu1 corporqtaon,. 
-' hosﬁ governments are- at a severe dzsadvantagee7 One cannot o
":}merely loom at the economlc performance or the economy for' 1
'; the GGUsal elements of the 1nvestment dec1310n.-' -
' One prOV1so snould be menﬁ;oned however,. Thas is the'

fact that over’ tlme,';n the bargaznln& process, the relatlve

'1Estreng»hs of 1nvest¢ng Firm and host. coun*ry governnent has a

’-u;iendency %0 chcnge. Thas cnenge in. given ClruumeanQSJ will

"f}most llkely be in’ uhe favour of the nost. ;=1tH an lnvestment 

5§1n faxed capltal not yet anortzzed ﬁne anGStlng flrm should'
fbe wemkeneg in ‘some sense. : o L _

| It is also useful to con31der tne bencv;our of capltal
'}movements ln relatlon %o flows of lnvestneﬂﬁ lﬂCGMQQ Tnls

s?can be seen ln chqrt 3, agq;n for ﬁhe perzod 3957-1977

;Invesﬁment anomezs treuted ne+ of dnmestzc ﬁaxes and covers

";lnterest, profzts, anludlng und;strlauted proflts and .

':d1v1dends.r Foz purposes of the oalance of payments, these

f,fare treated s af they are pazd out, watn a'ﬂontra—enury

'-freflected in the ccpltal qccount, isee a8 if they were new

' fore;gn capltql 1nflowso, Thls is really a questaon oF defi4 -

"nltlon and the laws govern;ng forelgn 1nvestnent 51nce lﬁ is

--5 _the ragntto repatrlate 1nvestnent zncone that makes Lt

'g fe11g1ble for such treatmenﬁo

Thls would seem to be one of t%e mreas of confllct

"<'fbetween host ccuntry and 1nvest1n3 flrmo investnent anomer
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 1$ eﬁvned fron cne loval prodactlon proceose it is real;zed

ﬁs flnuncaml asseﬁs ox cluvns wnlcn qre then at the dlsposal

R of the ermd Absﬁractlng rron gll tbe propTeﬂa_Of determl-'

' nqt1on o? lts magn*tude througa txﬁn Fer_prlsang.and 80 on,.
" here is Stlll tﬁe neea ;n the “hos t’coértiy;{fbf—?oreigh
_exchqnge ln llght of oalqnce of puynents 50n¢1deraﬁlons, as
'_bpposed to tne need of the flrm to aliocate lts resouvces
'tbqseﬁ on prorlt naxznlsmtlon it o “losal leveld it wall
'rmerel/ be. coﬁnc1dental if thls oa,ectlve 1eads to re~
- 1nvestment 1n ﬁhe host countr/g s such the ‘outcome must
Tneuessarlly be the result or bargﬂlnlng anfisome form of
 'coﬂprom1seo L _ o 7 E
L Fox. tuelve of the /ears covernd in?estmen% incdme 7
'5,exceeds prvvaue caoztal 1n?lowso Iﬁ 5 qnql/tzcally incoti=
fslstenv to reluﬁe annugl 1nflows QF capltml to 1nvestmen% :
'-iﬁéoﬁeaﬁ ObVlOUSly 1ncone 13 generated by past ratner than
igcurrenﬁ 1nflowso' Eor bqlance of- pa/mento purposes however,
'ilt 15 3ust %hls relamﬂonsnlp ?hat turns out. %o be lnpo:tanto
Vet, with 'fore plqnnlng for-bhe ashlevemen% o. palqnﬂe of
"pagment ieq01llbr1dn, there shouid be some pr edlctamle
 :rela lonshvp beiwenn past lniiows of capata& qnq ﬁne e%pected

outflow of lnies-nent 1nconeo _
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e huve noued tﬂaﬁ it 1s cnaracter&stlc 0; the Jamaican

,; 900n0m/, to curr/ a deflc1+ on vzslnle trmde.- hat we have

done ;s to Lsola o the. dzstrlbutlon of 1npogts whacn—
in’ part, must be Flnanceq by cqbi?a? flows. In chqrﬁ
'}to%al lnpor%s 1“5?-@?77 and Aits €3 s%ribution Dj prznc;pal
=:$ect10ns Gre.’ 3rapneﬁo. (3ee !qole 3 as wel3} iﬂe pslncipal
:fcharucterlstlv of" the e"onony s s»ruc ure of productlon wh;ch
515 seen 1n foreign t aJe stqtlstlcs 1s the .eqture thﬁ*
-economzs+s of varylng PGISUGolOﬂ argue,_needs to be chqnged.
'}ProdUﬁﬁlon is. geared to external Jemanu and demand geared to
'5_f0re1gn productlon - the leduc/ of hlstorlc speciali uQﬁrbn has
ran lnertla prOVan uhus fqr to be 1nsurmounﬁable.1?:-r B
One notable feaﬁure is the obrupt 1nc:ease 1n tne value of

':lmports of raw mauerlul supplaes in the E??G's,the fuel componenh o{

'1"wh1ch is suastanuael. _ihls increase reflects not 1ncreased

';:productaon 1n the amport—sunstltuulnﬂ lndUStrzeq; but rqther

Fadverse movemenﬁs 1n:the terms of tradeo It furthernore
’hlghllgnts mne degree of Jepenaence engendered by pollc;es
'of ;mpor% SUbStlbUtlgn as the/ have opexated in the ‘local
econonyo; In relaﬁfon to poiacy towqrds forezgn 1nvestmalﬁ,
‘the two- dre 1nsepq;aale, hence neeﬁ to be ronqldereq lnter-'
5fdependen%ly.—' 7 _ |
X n;or%unqtel;, G detalled breaadown of 5?1vata shorﬁ-
'°?£érm capltal *lews was Unavaalaole ror the perlod covered at
the tlme of - wr1t1ng. nhese flows noweve;, Lnﬂlude prlnquly,
, currency and bahL deposlts, fore;mn ‘control government s

: 'securltles,grade credlts und ot her flnanc1a1 aqsets, Trade
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 cred1ts represent a sign"f ant pr0p0r+Lon of such ?lows,iﬁaé”
?shovtntefn a»commodablons are provvdea Jy %he commercmal
-jbcnklng s;s»en.}g o ' o _
| Tnese ccpltal F?ows se£Ve the purpose of'b?°dginj'ﬁ%e
t!gap between 1nT1ows of fornlgn capltal 1nVesthnu ‘and %he 7
-’ﬂurrent mccount defi cits They facal tﬁte e %ransfer hénce f
'flnfluence one balance of po;nents usuull when the pressure'
'iof locul denand ou;1ds up VlG 1mporis ané tne bulance of

ayments, uontrol measures become necessaryo 11& 1s,notemble '
'tﬁat for the flrSu t’me 1n ﬁ decaae, uhe'valué o§-inp6rts

t-fell from the prevzous yearo ?hls occurred 1n 3?76 and vas

e resalt 0? spehlflc con't:roi meﬂsurosn

“in’ sunmerzs;nj this sectlon, ‘we cqn lsolu%e he mqln
flnfluences on tne bala1ce 0. pa/nents oveT iane as nlrsml/ _
xthe +cndency for uhe terﬂ of irqde 10 nove agalnst JﬂmdlCGn-

urh1/ thl is as. ar result of the au Ononoos mevenent in- :

'glmport prices but. also purtly because of devg*ua ions inw

-iréuced by per%ornqnce in ﬁhe aﬂlance of payﬂents ltselfo, -

;3aeﬂond1/ there as a tendanc/ for .orexJﬂ ﬂaplxal 1nflows,_

through the marg;nal propenslty to 1mporm, $6 predlspose the

;*econom/ to deflc&ts on vasable tradeer Ihej ﬁ‘so set up cdrren%

account cnqrges of smgnlflcanﬁ mqgnlzudeﬁ For znvestnent 1ncome. '

-:_Table i presen%s selecﬁed categorles of the balunge of payneﬂts

'1for fave yequ/ averages and the yeaz 17?J,'1n »urrent vqlues,'
whlle Table 11, snows tne s;gnlfluange of pagnents for ;

5ftechnolo~yo;_~



wand ,
bt I
e .

ihe deflcat on nercnandlse t;ade has sllmoed s%eqdllj,_=

'fChanelng ubruptly to'quxpxua in 317#.’:T%’f:“esalt,'far-from

d*fislgnlfy;ng an 1mp“0V0ﬁeﬂh in the perforquce of the econon/,'

is merely o re?lect&on of rl"ld controls Neneramlng ﬂﬁSSlVe_
-isﬁortages,:aistorilons such as nozor caur prlces rﬂlelV'
x'fapprouchlng hose oF @welllnu houses mnd a black mar&eu in ull
"iﬁorts of ﬁomnodlfzes'— eosenilal anJ non-essent;alo '

Tuble also snows the r~0rxr.:i_nuz.ru,; overall current account'

'.-1deflc1t and Falllng reserves from 1?72, durlng wnach pexlod,

rfoff;caal cap;ta‘ 1nflows tuke on mqjor comparﬁtlve s;gn;flan“er’
wEVen in thzs peraod oF attempued uccamnodthon of the current
“facsounu_ deflcxts reserves contlnued %o rall.' The corollary,

- ‘and": Our-nGjOI focus, is. 01 course ﬁhe cht t%at net yapthl

"movenents cecse to cover the foreajn exchange QGP on qverage

 _?from 19?2._-3-

Capl%al 1nflows or rather the nutare of the bulL of ﬁhese'
, 1nvestments porpotuato the s+ruatu:e of produc%;on and demand
1based on. the questlonable statlc aonpqratlve udVantqge ﬁneSLS-
150nd depengency generatlng lnporb subSulﬁutlonr' They did not und
?;do noﬁ 1nduce tne actzvxty o=ruonplementary nndustrlal grow%h. :

'Tqble 111 consxsts of the prlnc=pal sectzons of 1mports qs ~five

':ryearly averades by value and- oercenuaoe dlsbrlbutlon._ it 1s te

'5be noteq thut Consune; goods, wz%h raod belnc of majox 31gn1- _
-':fgqnce, mg e - up more tnan hqlf tne value ror 1?57 1?66, declznlng

*utherémf%er ang beln supfessed in 1?7/ to 12.8 per cent. Raw

':fmaterlqls and cmpltal goods were generﬁll/ ﬁn' he- Tunge. of 20

- tO 30 per cen't, lncreaslng fI'OuH 3/72 OﬂWﬂde bU refle‘;tlnﬁ

icontrols GnJ supre051on of deﬂand rﬁthe; mhan eapanslon of the

3'1ndustrlai sector. '
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"_ZTABLE 1o

,iBalance of Pa!menus.,uelecueu Lctagorles ??5? 17?/

'ﬁategory S

f,Wercnandlse {Ne%} - E

_Envestnent .
'in*ome (Met;

Lurrent ﬂ/g"
‘Balance

'ﬁeﬁuﬁgpital' -
1Movementé_15“J
Official
2?:1&&%2"

-} O--‘.l '- ) :
Change iﬁ;ﬂr;

_ S T
- Reéserves . -

2 Source.

Five (equv ﬁverqqes

- 1957-1961.

27.5
B O
| 2.

. oee

..  =-'Zoo-

- ::increase

| w167

11,7
B Qé4;8'

18.6

-]

Ty Gn
K-

S 2,0

, JmH

1952-1968 | 1

w

LI

-7

71| 1972-1974

?2704 -
3.8
- B3.6

€

&
Soa

[\ ]

_ba1culaied From "°ﬁlance of. Pajpents ef Jama*ca

o geparunent of Statistics and Ban of Jamaica, -
-various: lSSUQSa B : S

'“130,8

| B1.7
- Bod
57,1

1406
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7-Etemsr'~f“”'-

f-,Io,f'he%urns on ulrecf

| :f;fTechnologj paynents
tis percentage

. Significance of Technology Payments. J5in.

Foreifn 1nvestment

'7{,Tecnnology Paynenté
‘as g percentage.

Totul income on

'uorelqn *nvestment

'V7,,Technology pqymenisVV .
~as percgnpng_rfl :

s

a?ore;gn excﬂange _
- ;earnings Dy tﬁe-'—' S
-_".Nanufacturlng aecﬁor 43 5_*

1973
48,3

,25%j;

"—,f_24ﬁ:-

1974 1975 - 1976

43,2 54T 4645

35% Bl 60%
85,3 1140 11666

18k 2a% | 24%

63,8 0 70,9 82,0

N
o)
e
&
g
£
R

'begfge{f' rtHJr, 0 Sn "!he uomnerclallzataon uf:,

echnology in Janaica"
7iah“, 1035 {uu;anﬂ)ﬁlmee.
103o -




.20,
T/PLE iii '

Valve ond Dis trlbutlon of brlnclpml Sectaons of impormg
195? 197/ F&ve Yemrly fvercge J?Mn Qnd Percontuwe

19571961 . 1962-1966 1967-1971 . 1972-1976 1977

,'Cagégory . Value % . . Volve ® . Volwe % - Vaive = % . Value %
Ao  Consumer R R B ‘ - e ' o ' :

“Goods. 66,7 51,0 _ 88.3 50,5 11642 - 31.6  177.2  23.2 99,9 1

2
) Food = 30,4  23.5 40.6 - 23.2 49,7 13.6 .. 93.0 Jﬂzoﬁ“52'3 )
“:Oihor kone= = S B T : ' o ‘
. d04culeﬁ”] ‘l:  R S ST
. Durgble . . 36,3 28,0 47.7 . 27.3
" Be . Raw R R
© 0 Moteridls @ 29.3 22.6 38,9 22,

3.6 9.1 48,9 . B,
2.9 . 8,9  43.3 &,

.
N?O

24,7 . 3.2..
? 9 ' °

3665 510.1 . 65,

? ‘LN ) 2
- TFuels . 18,0 10,0 7.2 9
CcOther 16,30 12.6 21,7 12

Co CGpital,T“‘

7 48,1 2
7.5 193.8 | 17.6 228.2 28¢5
26,2 232.7 . 30.5 7

286.9 . 36.7 S

Goods .. ..93.3  2B.7 476 O7.2 . " 126.8 845 - 218.2  20.6 uzn 6 219
Construetion . o . o " S =

Materdals e = wo e 26,00 7.1 65,00 7 8.5 /0 3 9.0

kronspdrt S S
Equxpmont e e e s e 20,00 Be7 0 4163 B4 15,37 1.9
Ot Juchlnery - R [ L o B

Equpwen% o _3f f* éff”‘flfﬁl. f"f ~ ‘fo5f /9 8‘i;21;? f 1ﬂ1Q9ﬂ 14'7"86'0-fh1150@f'l:

b Totels 72,5 100.0 174.8 100.0 367,71 100,0  762.,0 100,0 781.5 1000 . .

| aourcér‘ "Bulunco of Payment o¥ Jame1ca ', Department of ﬁmtlaxnca and,w"
o . Bank of Jamaico VGIlGUS aasueso ‘ S ‘ s
Mote {1) Totals and Percentages may not mgroe wztn aubucategorleé‘,f”*
- due %to errors inm roundlng. o : o

L

 L §2) a&reakd0wn for caplial goods not avallable for year¢ ﬁ95i ﬂ@ééo
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7 Capatal Fiows tnus chlllta o transxers @J+ naﬁ necesso=
'1.§ily the klnds ﬁhat foater growtn or domestic produﬂtlve capq01 Ve
"urthermore, ﬁhe/ have donu !lttie to alter the oa%+ern of

- income dlﬂtrlbutaon ox" 1nﬂrease leve¢s of employmen Iho

'fposs&ble sp&ecd effeh%s are short=0ﬂrcuzteﬁ tnrough ihe vary

-zfnalanhe o? au;nen+s ;hey are suppeseﬂ to heia lnproveo

In %he 1ongrun, in .eed ack nechanlsns, L) cont;numng

?'bqlance o¥ paymenés erisis remaxns maaLed even in che of

';r131ng eAport eqrnlngs in chrent values, unt11 capzmal 1nflows

>{decrease,r The slass;ﬂ IMF neasure of: devalua»;on and reduction

a;of domestlc expendzture is shunnea fo; direct ﬁontrols which

ftend tc be more effectlve tnan devaluatxoﬂsois_ Though there
Lmq/ Qe a %runs&cory effﬂ@c, the lmport depen&ence of the
econon/ fo*ces the S/sten to a lower Tevei equ;ilbrzdn w;th
‘Zuneﬁployed'feseurces.” The d1sequ1llbraun cmnﬁoﬁ be remedleﬁ f

%

'ﬁnd on cqlllnﬂ ln the EH ' deVQlJatlpn, suppresslon_of

. d0mes+1c expendltdre —,Ln sﬁbr%, the well known pqckuge(

;Ls 1mp1ementedq iqere is a nreﬂth=ng spaﬂe, but greathtmkangl/
'Ishorb as the ﬂunaamental probleMS of resﬁ&vccurzng tae economy

chnnOt be aci?velj pursued Jnder sugh cond1+10n



rrissue-ls “he'role of -

':,lah“age wi+hnbne~com|unast,o: raihe* SOClGiES '=loc“u

29,

[44)
1)
[$]
et
N
o .
ai]
Ll
s}
Bl

In’JdmdiCé;:t : te hag been xegafaless of olltacaérpéo=
';fnUn 1@%10ﬂs, an’ essen 1&11/ open doo: rol;c; on nore?gn 1nvest=_
~{men . To go 1n+o tne jﬁSu?flcdclon of thls;'woulﬁ be %o-xes$a;e'
-de‘lberutlons adequqhelj *overa' egsewneve n/ a number. of
"wraters.is Tne azn Was 1ndusbr¢a1? ﬂilOﬂ; whish aoulJ lnﬂrease
mplo;nont, ski ll—urclnlng and entfepfenesflal technlques, v
'fredUﬂe lﬂpov-udependenﬂe; aid in- solution ow the balance oF
' pa/menus problgm - in short ln%ernul oﬂonomnv develcpnentn
- That 4hi 'fﬂqy, t bcen cchieved, is nO"'ﬂi-lssueaf $ﬁ'
;g ovelgn lnvestnent and waat policies Pould
be pursued to foster lnﬁernal deve¢opmen Qus focus §$mng
yne balmnue 0¥ payments, “the quest_on ijﬁi be posed xhus. -
hOW oamnt cuplﬁai Flows to be treaueq in order “that the/
'relleve the .orelJn exc ﬂunge constraln%- vax-tzne7 7
Two sqora,answers Jreg Pe"elve tﬁem as ngta {volJntqulj
g;ven) ox ﬂonf1scqce them, als ern"tlvelj, ban +hem and Lely
,solel/ on gonesblc prouuczzono' Perraps there are oz’e--extrémeso'
771800; unese nowever, are ulbrﬂmunreq 5ﬁﬂc,,tﬂe solut&on resting

in't

o

":
i

is' defi

;
o

e

as nvﬁely sonewhe?e in betwee eny g;ven the political -

direction of the Jovernmento ?here”weé,one'oﬁ

e; proposed

Calt ernatlve,_trut of a break wi%h'%hé'sapitg ist vest and

2 o

|
-y

. this were an ulternatvve, A% Certa¢ﬂ1/ yas nok seraous?/

enterbalned on pursuedo



2

_f{ aaven what seen bo be tﬁe pavqmeters, we have £0 remurn
S to ?ae fosmer proposztlono :?F we ?oo gt ﬁ.e :eseﬁﬁ H;nas%;/

Pﬁper 13 of day 3978, ve fan o restauemen"orijLACj-zurnlng

,jessentlall/ on tne encourQﬂemenu 0?,?ozeign investmept., It

- proposes to. encovaage cap;*ai =nfloua fowrbne roliow1ng :

'reasons.;! A _ - o
'3 (1) in lews lﬂ an bF"thémSelVesfendblé éoVeragé of
_ 'cu:vent cccount snor 'Jllsg 5 }ey must also
f{?ﬁi hnh:eque domesm&c Ancome and enploynan%S'
L{Q}, Increase fore*gn exgnanJe eaznangs ox savangs°f
o  _%%9/ nus» also , B
-if(4} 'TransFe? technolo y agd xnownnow to the loca':
o -jfsacﬁeﬁ/,qB.,,* ' o -  7__
u;ven oar d1scuss1on of aeu% : i-ahﬁ;reaalling %He3balance 

. '_Of Pa/men'ts perfcrmance ovtlined in '_se ction 2, one is loft at

T

4o
e

o loss to find oum wh/, ih‘T??S) is'tﬁcgg tnat the outcome_
:';of‘ iﬁ_pgfacz;ls going" ﬁorbé dny if? ent than it has. neen 1n
;i‘théibas+“~;051éanfi{'bé thau we gre nerel/ g tﬂne, go;nﬁ
fxtnrougﬁ %he 0ot ;bﬂérof eallng Wﬁth mhe proslém?

iuLe tﬁe mosu fﬂvourable set of cons tiong = worla-w;de

“5f-econonav expun51on,'7ero pola*acal x;s ilnjﬁqmaisa and abundanﬁ

ffore;gn cqpmta‘ 1nF10ws._ Gdr ﬁa]or propos tion now sﬁaﬁes:'vﬁ
' ‘ if the nagur of Prlva*e qulual “nflows -
  doeo not sﬁgnge, oven unJer the gulde‘lnes
3~19f7N1n1 stry Paper. 18, it is llkel/ that
7bﬂlence.pawpaymea;s,problems w;ll,ensue,r_

LN }

‘agﬁéziginly with. iﬁé next downward woxrld
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- eycle or as absorbptive capasity of Jamaica
de?ineﬂ'%y foreign invesiors, xeaches its

limit - thQHevef

Z
i

fizs t:bcﬁursr"

I.Jn
['¢]

'fth f aw iﬁ he pollc/ der*ves f:on v1ew1ng caplual in? lows;

Cdnc Seg?eﬁ t on fror tne necnunlsms of resou*ue trﬁnq?er'~ bOtH

to ef-e %”%Le eai ﬁrgﬂsrer GSSOf£Jth w; sh the cap%ﬁci inF’ow
tan” m%o ii 1& Jl and ?eal %ran51efs qssoglemej w1uﬁ lepa/ment
',ofrﬂ ai and 1»5 man1ngs ovef tlneo_-unles inulows are of

Uﬂh u nutu;e that ﬁbe; genaraue new capaclt/ znat :oduue,a

'ra*e o: Jrowtﬁ oF OJupuz 1ar er ,nan tne . ?qﬁe o¥ repuvnent for

'famorulza ;on GﬂG iniere ost - in SJch a wa/ fthat 1mpor¢s are €1e-

:placea or expov s'intreqsea ove? ine ='there ;s bound to be
: &

1
:.orelgn excnaﬂge cr s1s in the fuxure.

Tho p i'y,on Forezgn 1nvesmmen%'is the_counterparx of
1nd150% v“'pl iﬂg' on o natzonml scaie ?ov ﬁhe domestlc

B
' lebonon/o, ,ons ider the .ol!DWTng cas s;bgsed'qh the four mojor

”=Gspec%s oT the pollcyo

2

. gase_lor uaa‘tal fiows increase done _équnGOm:'and'employmentg

'iOn tne;fifs= ound, the SG? ﬂl flow &tself requires a.
:i’urrent accoun* daflclﬁ T0£ ﬁhe ﬁsans feze. &ddlzlqnglly
‘g8 domesmaﬂ 1#ccme 1ncreases nmpoxﬁs :153 in:dcsoidance
-;wath the h;gn marhinal,propensi%y'%o'imporio.it'is '
: 1,nusin9ﬁ3aufsic ént_so weicone capzue? leWS'WHir%
;ﬂﬁréaéé'dbmésti qﬂcome e::mf“1 énplo;nenz, rather it
"jmush QO so, for Dalance of pﬁ;menta,puxposes,;by
'_Jeneratlng Jenu1ne local pxod30x1on dtiliéieg;%dn
7 sfj lOﬁcu Jemenao ﬂluerncm?veij it wust do so in.
-'?iconpetlﬁlve eaporﬁs, with Jovernmen golacy =n supporﬁan
“;spheres chqnnell;nﬁ'u se of- ﬁhe proceeds Trom such exports

'flntp,more domes%;c-m;ylylty,ratherrtnan merely as



';to the loccl soc1etyo,f'
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'$1nm1c;ng for 1npo s;_f -

jgmre %ﬂese reml; 11, 'posi*“ohs?' They =
- dre not, and there *s no. evadenﬂe in tne?-fr
“histo?y of Fofeagn lnvestﬂen “in the pos£¥wcro

*perlod to oug jest. tnl Tnose investors. that

 joperate co SﬂtlSIj tne 10 ql euonoﬂy will Flnq

2

VTl%rgressau uneconomlc {From;%;eiv point of v'ew)

'5%0 geg&n a. venture from scra ch 80 %0 spetky

’ibcsed on. and USlﬁg the resou:ces of local

a g

*condltaonso, Th ie xnrarilvo ;ndus ries Wlll remain

;genclaves wﬁth government's use of ‘revenues determ

'11n g'tne ouﬁcome=e this is o pol;tzsalfnconomln'

”,jdecxsionoV'

';baplual Flows 1nurease soxeaqn excnange eﬁrnlngs__

';andfos 1ncremse foreaqn eécnanqe SGVLHQSQ

This can be dong . An one of £40 wa/s, lnCIeGSlnﬂ

"fekp@r?srox- xsglmclng_ ;mpprtsg in the fozmer, the

¢ . same argumend with'reépegi'té,bse:o ‘proceeds as

- dn-case I holds. The terms of irade are also of

“impoxriance. 'Ifj1nporﬁs axe d;splahej, ‘the ovtcome

- fi§s>pb1icy;a The 11 el;bood of this is QJ93110~>"*

nuole 31ven ine pasco

'G pluul f‘ows ugansfer togo Hnology und :nowéhow’

IF “hey do so at. all,_1$ isxq% n

[-ln '

gh ¢ost

A:f(see !agle 2) Of forezgn e’ change eurnlncs
-fiJ$82un) n/ tone. nqnu. cturlng sector, some 34 pex

' *f;ecn+ aepresenued oa;nents for mec?noloay in ?ﬁ7é;_
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'1”ié;i??éfgis¢g some 40 pe;rcnu of re+4wns on
Hiairéaérforeign'invas ment uore pa id oul as :
 ?;+ochnoae3J pagm n%sgrfine curren wview is 'hat
“the. adove ﬂ&opa'iﬁlon doeg ﬂoﬁ hold for-' '
;-T;Jalﬂlud in’ par%i' 1a£ aﬂd une mn;?d worlg_in
:ffgeﬁeral, -
ihere Sllla reﬁalns an inherent onflici'dfﬁinterééﬁ_as'

between'cO?ezgn:wzreQ% 1nvestor and nos 'countiy govexnments and’

] )

'Vipeopleo Onuv - pXOPoss of bargglnlng in waich suitable com=

7fpromlses can be worm dfouir ¢11 enquxe parﬁ1c*pﬁtlon lh close

”gtO'G.‘fGlr Sﬂﬂae by he domestic- econon;, Thzs is done, as"r
noteq ’ﬂ ecx;on 2, lﬁ an u3/ﬂmeu icél pr0ue§sg —-In the shortg'
'run, kncwledﬂe of werld=w1de con ﬁions'gdveéning téchnoldgy=
7 paymants, and GOWJGEG%“VQ pfod ﬁﬁ?Gﬂ aﬁsfs 8ﬁ00¢d prove userul in
 ¥ch;s procﬂsso5 ihefe is howeve:, tuo qdd1 sional dﬂfflcult/ of |
ifzndzva Udlly conpe 1+1ve po % ons oF Ehlrd,woxld countr;es_fo::
 30@% znvestﬂenﬁof;, ) - o |

'iVRGCOQﬂl??On of +the above leads one £0 bei&eve chuﬁ for

f.{transfornq,“on, prlv t Jlreét'foreign anves,ﬂenm shoula be

Vm;n;mxsed ;n_ hose soH res wnere'a dbmesz ic AOHBetence—axastSQ

2'*Funding of an”offacaai'nmﬁvr',anafo blnia erqm agreements

'*{1nvolv1ng o aaliche qu&m p:o auo oag%i %0 be- uvrangea For
“dowestvc pvodUﬁmlenof '

hcone as- an iten of %he currenc

ine treaimenv of inves%m

'acaounu sub*ec ¢yo no ﬂOﬂcro;s Shﬂdld 5@ ﬁnallenﬂeﬁ an arﬂued ln

'iihe xnuernattonal goiﬁesog:sne iﬂterﬁependence ‘of the woxld.

- w e
i

-fegonomy houia be uaed qs-d basrs or qrrivihg'aﬁ'su1table
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ital f30w3¢ To take

i
ful to aulla a noaei b £ can ﬂand’e a% leasb the

snomﬁ-run d/ﬂﬂmlﬁs o; the 1ntexpla; o?Einrlows of capit ulfr
"}ﬂn” ﬁe Delanue of pﬁ/meﬁusa oanrul1y, this will be

E*)

= ¥&@111%aied by tne presenm ini i*al swabeneﬁ* of tha problen °ﬂ'
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Even the conuepu of - equlllbv&un is sub;ect to controversy
“hut ;u ‘is not oux purpose o go into tnu here, Machlup .

o me7 provides o very uvseful dlSCdaSlOﬂn

 %2i-

. V'zij P

To note this ?qcﬁ "is not of ccvrse, to know its cause.
One of - ﬁhese,'ls “is the tendency for the terms of trade to move

'fjadve;selx to Jaﬂqﬂcﬁ coupled wit%-*he’%ifh'ﬂaruinal'prcpen—,
-sity to impoxrt. ALl of this con then be traced back to the
- struciure of the economy and %the Jﬂeqdul antexnCulonal

e

5. . Foz instance the work of al?van 2 ? geckford g ? mnd
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