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Table 1%

Volume and Value of Major Exports'and Tourism Receipts

1076|1975 | 1976 |-1977 | 1978
Bauxite (tons mill) ' 8.0 5.5 7_6.3-, : 6.4rrt 6.6_;-
(3 $ mill) | 134.7 | 106.9 | 112:6 | 145.9 ["138.0
Alumina (tons mill) ' 2.9 2.3 1.6 2.1 2.2
(3 $ mill) 346.7 | 346.9 | 276.8 | 343.3 | 355.5| .
Sugar . (toms 000) - B | 296.7 | 253.6 | 229.8 | 216.6 199.2
(T % mill) _ 74.4 {139.7 | 55.9 [ 54.1 1} " 52.9
Bananas  (tons 000) | 723 | esa | 766 | 8.8 757
(S mill) - 1.5 | 14.6 | 11.9 | 13.3| 15.3
Tourism (J § mill) {1212 | 116.8 | 96,1 79.2| 166.6
Total Recelpts - | es8.5 {72609 | 553.3 | 635.8 728.3] -

-%Sources: Bank of Jamalca, Report and Statement of
Accounts, Annual. .
Jamaica Department -of Statistlcs, Social and
oL Economlc Survey, Annual.

‘slow. economic growth in the major 1ndustr1a1 economies following ‘the’ dlsloca—i
tions to the global economy brought about by the Substantlalrlncreases in -
petroleum prlces 51nce'1973. At the same time, partlcularly in the area of
sugar and bananas, domestic productlon was undermined by unfavourable climatlc
conditions, as well as, 1abour disruptions, and tourism by 1nterna1 polltical
conditions.

The stagnation in foreign exchange earnings'frOm-expotte and tourism
was also associated with_e cessation of private capital inflows by 1976, and
as a comsequence increased reliance had to be placed by the government on
external botrowing. In Table 2 belom we have set out the external debt position

of the government from 1974 to 1978. As the Table reveals there-was a-major
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Table 2%

Government of Jamalca External Debt and Debt Service Charges
J $Mn

1974 1975 1976 1977 1978 | .-

Total Bxternal Debt | 272.3  3BL.5  444.0 4847 1174.8|
Ipebt Service 7 , , _ . 7 ,. h
Interest. R 28.4  46.2  52.8 547  107:8 . -
Awortization 20.6  29.4  47.8  78.0  231.0
Total Debt Service o 49.0  75.6 100.6 132.7 - 338.0[ ..
Debt Service % Gross 5.4 7.6 117 167 19.2)

E:';ports Goods & Services

. % Source: Bank,of Jamaica, Report and Statement of Accounts,
: ' : - Annual

increase 1n the 1eve1 of external indebtedness over the perlod although the_‘“

_:1978‘va1ues are scmewhat,blased given the approx1mate 50 percent devaluatlon 1¢g_~'”:3

of the currency An that year.- Of even more importance than the growth 1n the B

total size of the debt was the 1ncrease in the burden of the debt serv1ce

'charges on the nat10nal economy. Interest and amortlzation charges 1ncreaaed |
from approx1mately 5 percent to 19 percent of the value of gross expcrts of
'gooes and~serv1ces. This increase in the burden of debt service charges 7
refiects not,cn1y the increase in the absolute size of the debt; but the

fact that by }978,a1most 50 percent of the debt was in the form of instruﬁents
with a period toimaturity cf less thah 5 years.

It 1s agalnst this background of economlc stagnation and decline

and growing external 1ndebtedness that we now turn to the task of trying to
determine the foreign exchange requirements'which would he associated_with a

return to positive economic growth.



'v.;'; T R T R L e i AT e A R I I S L Ay SR N RS B

}

' Estimating Jamaica's Foreign Exchange Requirements

Thednormal approach nhich would be adopted in estimating whar'is'
sometlmes called the foreign exchange gap would involve the comstruction of:
"a complete econoﬂetric-model of the Jamaican economy.3 In this 1nstance Af B
much less ambitlous path will be followed, We will-atrempt to identiﬁy'
potentlal changes in outlays on 1mported commodlties and the means of flnanc1ng
'these'imports from bauxitefand alumina earnings, other commod1t§ exportsrandf
jreceipts from tourism for the perlod up to 1985 In so doing we-will derive:
an . approxlmatlon of the flnancing requirements for meeting spec1f1ed growth
'targets, before deallng with the matter of approaches to meeting- external

,debt servlce,charges.

-t

_MerchandiseiIﬁportsr i
| 1 The level of spending on commodity imports in recent years ‘has’ been
-1nf1uenced by the series of ad hoc measures whlch have been adopted in the-iﬁ:;'h
<face of the forelgn exchange crisis. As a result,lln order to determlne,a ;:
set ofrsystematlc relationshlps between the performance of- thereconomy and
'_1mport spendlng, it was necessary to try to. determlne the nature of the relatron-f
ghip in a period when such extraordlnary measures were not in force. We have;
accordingly; chosen the.period from 1963 to 1972 as a reference base. Total

commodity imports was then subdivided into the following groups

' Ml This includes all items falling within STITC classes 0 and 1 with the
exception of unmanufactured tobacco. '
M All 1tems falling within SITC class 8 as well as essential oils and

‘med1c1nal and pharmacentical products from SITC class 5.

M. ALl items falling within SITC classes 2, 3, 4 and 5 with the exceptlon
of those class 5 items in M2 and unmanufactured tobacco.

M All items falling within SITC class 7.
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The task was then that of establlshing the prinCIPal determinants of import-
demand for items falling Within those f0ur ‘broad groups using linear regression
'analysis.

- In:considering'the‘factorsrwhich woold lihely play an important role
in deternining Mi; consistingnof food, beverages and tobacco, one would expect
- that outlays on these-items would in the main be determined by private conSump-
tion expenditure; At the-same time one might‘expect thet'import,spending on
these. 1tems c0u1d be moderated by growth in the domestic production of food
iworking‘partially_to replace imports. Two separate ‘estimates were made for
Ml' Therfirst empioyéd private consumption expenditure as the sole indepen-
dent varlable, and the second employed private consumptlon expenditure and
-rgross domestic product of the agr1cu1tura1 sector as independent varlables.

The*estimates'were as‘follows;

'.ni = .08536.2, ~ .31670 Lo R* = o818
©q, 432) - 14462) S d = 2.2437

My = 07460 P + .24307 GDP, - 8.2905 % = .9865
(12.787) (2 4125). (-2.2143) - d = 2.1489

__where PC represents private consumptlon expendlture, GDPA gross domeStic
product of the agricultural sector, R2 the coefficlent of determlnation adjusted
for degrees of freedom, d the Durbin Watson statlstlc, and the numbers in
parenthesis are’the t~ratios.

The estimates revealed a direct rather'than inverse relationship
between these imports and agricultural production. This might in part be
explained by the fact that the income effect of changes in agricultural
production on consumption of inports, out-weighed any substitution effects.

In the case of Mz, which consists in the ﬁain of durable and non-

durable consumer goods, apart -from food and tobacco products, we again selected

private consumption expenditure as the principal determinant. We were also
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concerned nithotrying to determine the:potentiaifeffect.of import substitution
_on these imports;k Tno-estimates were nade'for MZ’ one with private consumption
.;as the single 1ndependent variable and the second using gross domestic product

in the manufacturing scctor as the- second independent varlable.
' 2

M, = .05318 7, - " 4.0751 s R” = .9333
(15.945)  (-2.4374) o d = 1.6156

M, =';05178:fc-+ 1007132 GDP_ ~ 4.0721 .Rz - .9235
T (3.5478) (.01980) . (~2.4335) | ~ d = 1.6116

where GDPm represents_gross;domestic product of the manufacturing sector. The
' estimeted coefficient for gross donestic'product of the manufacturing sector
was" of the wrong sign and was not significant.
leen the structure of the economy, with 1ts heavy dependence on
cimported inputs for most productive activities, it was declded that the princlpal
't,pdeterminants of MB’ which 1n the main consists of intermediate 1nputs, would
"2be dependent’on the 1eve1 of activ1ty 1nrthe agricultural mining, manufacturlng
) transportatlon, utilities and the construction sectors.

3, 9184 + - 25613 cop% - g’

L9346

1.8658

e

;(@4?694)‘(11.383) - - ':d
wnere'GbP*:nessures total gross domestic;product for the six sectors listed
iabove._ | | _

| Finally, it was thought that MA’ consisting mainly of machinery and
equlpment would be mainly determined by gross fixed capital formation

2

‘M, = .60707 GFCF ~ 36.437 ‘ R .8477

4

Il

(7.1488) (-2.8181) : . d = 1.833
To summarize, the following four equations were employed estimate changes in

imports.
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VMerchandise Exports

_tation would be that eXport sales are malnly determined hy the economicl;j;

: performance of the major 1ndustr1a1 eco

- the case of the WO - agrloultural products,

"“frequently is’ the factor of OVerriding signmflcance.,

'rused as a ba51s for extrapolations. Since the United States is‘the maJo

.08536 P, — 31670

M, = 05318 P, ~ 4.0751 |
My = 3.9184 + .25613 GDR* BT
M. = .60707 GFCF ~ 36.437

Turning now to the question of commodity exports.':The-country*s3a

maJor exports are bauxxte and alumina, sugar and hananas.

The normal expec—fl

nomies of North America and Western

Europe, the maJor markets for these 1tems. However it Would appear that in.
the 1eve1 of domestic production

T :
As a. result,rour estimates: o

of potent1a1 ehanges in exports of the

historic peak 1evels 1n the volume of exports of thes

:market for the countrys exports of bauxite and alumina, 1t Was thought_the
1ndex of 1ndustria1 production of that country could be used as the 1ndepend fxif"f

variable in estimating export sales of these commodities. The fOllOWing
estimate WaS‘derived ......

X, = 1.0796 TP = 75.365 | g

£ u o 7

It

7006

(5.9990) (-2.7260) 4 1.8205

when XBE represents exports Of-bauxite and alumina and IPﬁ is the'index:ot 7
industrial production for the United States. The estimated elasticity at the-

mean was 1.83.

As far as the residual exports are concerned, consisting mainly of

manufactured products, the CARICOM market has emerged as the major export .
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market for these items.. The somewhat unsatisfactoryzapproach-mill be adopted
of extropolating export sales on the ‘basis of trends in the growth of these |
exports to ‘the CARICOM market.

| In so far as receipts from tourism are concerned a ma;or determinant 7
could be the levels of national 1ncomes of North American and European countries;'
.the prlncipal countries of origin for tourists. In additlon, as was revealed
by the experience of 1976 and 1977, such difficult-to-quantify factors as the ;'
political cllmate could have an equal 1f not more - important 1mpaet on earnings
from tourism. Nevertheless, we estimated the relationship between 1ncome in
the major industrlalized countries and receipts from tourism,f mploylng the
value index of GDP of the OECD countries as the dncome variahle with the

results shown helowp?'

xT, = ;74508-1oﬁ - 50.360 L RF=eess
(6.0582) (3. 1083) Co e = 16325
where XT represents receipts from tourism and IO the value 1ndex of GDP of

“the OECD countries. The estimated elasticities at: the mean was 2 1.

VDomestic Production and donsumption

| The tradltional pattern was followed of assuming that domestic
production, GDP, ‘would be determlned by accumulated capltal stock lagged one
yvear. Applying thlS principle to the 1963 to 1974 period yielded the f0110w1ng
estimate. The

RZ

GDP = 481.48 + .27924 LGFCF .9892

=1
(60.549) (28.687) | ' d

It

2.3487
coefficient of GFCF is then the reciprocal of the incremental capital output
ratio, suggesting in this instance a value of. . 3.6. This period was associated

with major capital investments in the bauxite and alumina industries, particu-
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lafiy, in the late sixties. Nevertheless, because of the failure to replace
qapital in recent years and the likely heavy investment requirements in the
mining and agﬁigultural sectors, the ingremental capital output ratio might
more closely approximate 5 for the period up to 1985;

Qutput in the six major sectors, agriculture, mining, manufacturing,
transportation; utilities, comstruction, was linked to GDP with an estimated
elastdcity of 1.

CDP% = .53461 GDP — .97396 %

i

.9783

1l

(20.168) (-.05367) d = 2.4427
Private consumption expenditure was treated as being determined by GDP. The

following relationship was determined.

.9479

HI

PC = 77.751 + 61413 GDP ' R

2.3022

li

(0.3745) (12.839) d

Estimate of the Foreipn Exchange Gap

Tn Table 3 we have set out estimates of earnings froﬁ expofts.and
tourism and payments for imports in terms of US dollars in 1985. Estimates
of foreign exchange receipts were determined in the following way. In the
case of receipts from bauxite and alumina, we used as a basis for our egtimates
the average of earnings from these activities for 1977 and 1978 as reported
by the-Bénk of Jamaica in its foreign exchange budget.S These estimates reflect
receipts from royalties and the levy, as well as, payments by the companies
to meet local operating expenses. This 18 more appropriate than the Teported
value of exports of bauxite and alumina, although it is reasonable to expect
that these earnmings will be closely related to expérts. It was indicated gbove
that the level of industrial production in the United States was a reasonable

guide in explaining export sales of bauxite and alumina.



Table 3

i’onreign Exchaﬁge'Rgceiﬁté'and Outlays — Major Transactions

US $ M

‘Irransaction - L T I o Value|

. IReceipts - o
. Bauxite and Alumina = - — - 422

- Banamas © . | -

“Sugar - . ) s
SiQOther Exports' T o _ ~ 246':i
' T0urism o R o ) o 138

0 lPayments . it o B
NEE N 261 -

669

Cowotal oo | o ese

- fﬂ;Total Imports E?-if‘? f:;;:: S R ,:; ’ ' :¥ ’ ) '1676:ff:¥fﬁ¥f'"{

;~Rece1pts - Payments ; g fii S -'7_ T :-1; =722 -

 Most econ0mic forecasts fof the United States economy suggests that_ .
there Wlll be very slow growth over the first half of the current decade with f
growth in real terms averaging at most 2 percent. Given our elasticity
estimate ﬁhich wés-slightiy less than 2 it seemed that at a maximum,receipté
‘from this sector Wépld grow at an average annual rate of 5 percent.
In fhe;case df'fénanas a major detérminént'of-export earnings'in-the'
past has been domestic production. As was iﬁdicated'in Table 1, the ﬁolume

of exports remained virtually unchanged between 1974 and 1978t- In Projecting
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receipts from banana_erports:We then selected as a target the 1973 volume of
ekports. The realiaationlof that'export:target by 1985 vould require an |
average annual growth rate of approximately 5 percent based on the 1978
export volume. As far as prices are concerned export unit prices for bananas,
7 like many other primary products have been hlstorically unstable.r The positlon
was taken that the average annual price 1ncrease of approx1mate1y 6 percent
over the 1974 to 1978 period, is llkely,the_best prospect for the trend in
prices in the forthcoming period. Our i985restinate WasAthen based on an
average annual increase.in e#pbrt volume:of_Shpercent_and'nnit prices of 6
percent.: - - - | |

The volome of sugar exported:in 19?8-was abont-onerthird less'than
,that'exported'in 1974 _ At the same time export price per ton in’ 1978 was just
about 6 percent above the’ 1974 price level Sugar prices changed very little
on a year to year ba51s With the exception of 1975 when prices were in -
_,excess of US $ 500 per ton. In‘estimating-recelptsAfrom-sugar“sales in.1985k:"
we first select as ‘a target for the volume of exports, the level achieved in
‘1974. The reallzation of such a target by 1985 would require an- annual average
growth,rate of,S_percent; The 1985,est1mate_for sugar export'sales was then-
'based on this export volnme target being realized along with-a 5 percent average
.annual ‘increase in .the export price. | - |

The category, other exports, consists in the nain of exports‘of
manufactnred products. The CARICOM‘market has emerged as the major export
market for these items. The 1985 estimate was extrapolated on the basis of
an assumed average annual_lorpercent_growth rate. Jamaican CARICOM exports
grew at an average annual rate‘of'lz.percent between 1973 and 1978.

In estimating receipts from tourism we have made no attempt to

incorporate the effect of socio political developments in the country. Instead
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"=§e base ourleStinate on=the eiﬁéﬁﬁ*%é hhichiearnings-eill‘be influenced by
;1ncome levels in the main countrles of origin for tourism.r‘We have assunedf'
"qthat income will. grow in these countries at‘not more than 2 to d percent.
Vannually; éiven our estimated income elasticitp of 2 reported earlier the -
':_ estimate for 1985 was hased on an annual growth rate of 5° percent.; #!‘
'nrin‘estlmating import-outlays we operated nnder the assumptionAof the
;fealiéAtibﬁ'of.ah annnalrarerage"growth rate of 2 percent-in'real.terns.i
.Moreover, since spendlng on imports w111 be ba31ca11y income - determined we.
‘build 4An:an annual average inflation factor of 10 percent tobarrive at what
'rwould ‘be the costs of foreign exchange outlays on imports_reflecting,global
"filnflationary trends. The table then shows imports across the fonr;categories,

__as defined earlier, for 1985

51_1;A comparlson of the projected foreign exchangefreceipts'with'import:

Aﬁspending, 1n Table 3, suggests that additional financing,tin ekéess of US $[700

:jlmillion, would be required to realize the rather modest annual real growth target

h ;of 2 percent. Mbreover, the table does not 1nclude external debt service payments.r-
_— '1 The whole matter of)debtvserrlce charges raises the issue of debt |
<rescheduling and what goals should be established in’ trying to arrive at a
tolerable 1evel for the debt burden. It is our v1ew that the issue should be
resolved on the basis of such charges not absorbing more than a certaln percen-
tage of gross current recelpts from commodity exports and tourism. Such a
target might, for . example, be set at 15 percent.

-lt must be,emphasized that not‘only are the estimates rough approxim~
ations ratherrthan precise predictions, no acoountris taken of other potentially
-important sourcesxof°foreignVenchange receipts such asy direct investment flows
and foreign aid. -Direct investmentrflows will‘depend on how aggressively govern-
Vment putsues such investment, as well &s, the way in which foreign investors

view the investment climate in the cosntry..'Foreign ald-flows by and large




;"reflect the political,objectives of the donor countries and the attitude offi;u
L multilateral agencles towards the economic policies pursued by the country;

] In 1978 Jamaica received foreign aid and loans on concess1onal terms from h.
member countrles of the Development Ass1stance Committee‘and multilateral

' agencies amounting to US $ 122 million.6 - ={:'ﬂ':-1ﬂ-: fl, o

M0b11121ng Foreign Exchange Reserves

In this sectlon we will put forward a series of proposals suggesting:
ways in- Whlch through regional co—operat1on the foreign exchange reserves of 7
member countries of CARICOM mlght be mobllized to support reglonal developnent; N
‘in the coming years. In addltlon we will also propose a reglonal co—operative;:f{
i.approach for rais1ng funds from external sources. - : |
In Table &: we have set” out the year end 1nternationa1 reserve ;_;ii£"35

,position for the s0 called more developed CARICOM countries for the period

'1973 through 1979. The most notable feature of the table 1s the remarkable

71ncrease in the reserve p051tion of Trlnidad and Tobago and the deteriwration
1n the Guyanese and Jamalcan pOS1tlons. Consequently, any consideratlon of-
';ways of effectively mob11121ng foreign exchange reserves w111 essentlally be
based on ways in which Trlnidad and Tobago will be w1111ng to play ‘the : central,
role. Its willingness would fo doubt be influenced by the potentlal benefits ;
which-could be reallzed. That country has in the past prov1ded f1nanc1al

. support to its CARICOM partners on conce551onary terms, but there are obvious
limits to such support. The problem which will be faced by countries, such

as Jamalca in the eighties, is the ability to secure long term.development o
financing. Our initial proposal.then concerns- the establishment of such a
regional long term lending facility inrthe form of -what we will call a CAEICOH
Development Fund. Let us now turn to a consideration of ‘the potential operationalr

features-of this fund.



Table 4*

International Reserves CARICOM Countries';jﬂsl$an, B rlﬂ

19730 1974 . 19751976 1977 1978 1979

Barbados

- Total Reserves._ 3204 :39{2 ffégfdifij2é;6ifﬁ137:b?1i;59 8 = 66 1:5
' Forelgn Fxchange 26.6 33.3 82,5 21.0 - 29.7 52,7 ST
Guzana . . o R ' . ai ',,“ :
. Total Reserves . 14.0  62.6 100.5  27.3.- 23.0  58.3 .- -
Foreign Exchange‘ ' 9.1 55.6 90,2 23,2 -19.7 . 54.7 .
—Jamalca - e R *',;<} ,':g';i;r,_r;;f;,'r__ R '1?“ff=nr-”
" Total. Reserves - o 127.4° -190.4 125:6 @ - 32.4 . v48.3. . 58.8 .6
Foreign Exchange__ ~119.7 184.1 -120.6 - 31.5 -30.9 '53.0 - .
:'Trinidad/Tobago' o - -i-hﬂ'v_i R gV_gj 4-'1f-]?f*gr':g TRk
"~ Total Reserves ' © 47.0 390.3 751,0 1013.5  1481.7 1804.8 2137.8| - .-
.. Foreign Exéhange o '38,4-:374,9"726;2jfu972;5;fl433.43ﬂl744gﬂgﬁ204?;04fff

*Source - Internatlonal Mbnetary Fund International Financlal'“
Statistics, (August 1980) ‘ T

It wild: be assumed that Trinidad and Tobago could be induc

fcontrlbute 5 percent of 1ts gross foreign exchange reserves towards hé oper

ation. of- the fund withla committment to. increase this amount by 10 percent of},fi;»'7:*”* o
rthe country s. incrementai reserves., Based on the country s gross foreign

' exchange reserves at ‘the end of 1979, the 1nitia1 contribution would be

approxlmately US $ 100 million. These funds would then be employed to buy };:

“honds. 1ssued by member governments with a period to maturlty of 10 or more

.years. These bonds would be issued -and repayable with respect to prlnclpal

and interest in US$ dollars. The fund would be administered by the Central Bank

of Trinidad and Tobago and the loans granted would be at commercial rates

The advantage. to the borrow1ng country would be the fact that the 1ong term _hr

nature of the borrow1ng would ease the burden of 1nterest and amortlzation

charges.
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.,-Althoﬁgh the Central Bank of Trinidad-and Tobago would manage'the
fﬁhd;'thereicesld be en agreement to the effeet that in rhe interest of main-
'rsinihgfspﬁe:degree of equity in terms_of—aeeess to the fund no more than one
,third'of rhershererof the bond sortfolio coﬁid consist‘of the bonds of any
pﬁe-ébﬁséfy.' ’ ';_ _'T i' - 77 - ' B |
| The bperetion of such a fund eduld be eveﬁ more effieient if there
could be‘develeped erresele.market for these bonds. Through resale additional
funds‘woui& be‘ayeilable,for lending. ‘bﬁerpossible way-in which‘sueh a-market
'-mightjbe-dereloped WOeid be'through government:agreement to resuire the f-
,braﬁcheslofiinterhetionel firﬁs.to invest a minimumrportien of rheir employee
) pen31on funds in these bonds.i This requlrement might be accompanled by 4 -
iguarantee by the fund managers that they would stand ready to repurchase the

bonds at current market prlces..

As an alternatlve to the type “of. debtor/credltor relatlonshlp

'Jemboered in the capltal development fund some consideratlon could be glven to
'T:dlrect government 1nvestment in dlrectly produetlon activitles. Governments;
'of member CARICOM states,r regardless ;of thelr 1deolog;cai stance,'arefali
commltted to an act1v1st governmental role in the economles of their respectivef
countries; fhis activity could‘berextended on a regional.basis with governnﬁ.
mental equityrholdings in such 1eading_eeonomic sectors as bauxite and alumina,
sugar end'banaﬁas end toqrismr ‘The debtor/creditor relationship would then |

be replaeed by one of ownership participation. This would complement the
existing schemes for encouraging priﬁate firms to operate in different
couetries in the region. This type of activity would not only provide needed
foreign’exchange, but might also be epssidere& to hold the added advantage of

helping member countries break their reliance on the major international firms

which tend to dominate these leading sectors.
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' External Financial Support

"_:let;ns non tnrn to-arconsideration of-potential arrangements for
xraising'foreign'encbange-from:extra regional sources. The approach which is
'belng proposed here WOuld 1nvolve negotiat1ng on a CARICOM basis’ Wlth the

‘p:governments of the developed Commonwealth countries, Canada, the United Klngdom,

Australia and Nen‘Zealand, to_provide a guarantee with respect to principal

" and interest for'bonds issued by the region. The responsibility of raising

. funds‘in the capital:markets of the respective countries would be the respon- -

' sibility of a single CARICOM agency, ‘with member governments,on the basis of
an’ agreed formula, belng contlngently liable for the total debt of the- agency.

n-adyantage”oﬁ thls,approach'is that it overcomes the polltlcal'roadblockrof

',raising'morefdeVelopnental aSSistance'from these countries, while the existence

iﬁofla government guarantee would enable ‘these bonds to be marketed privately

iand at 1ower costrirEach ofrthe'guarantors would provide a guarantee for a
,.‘certaln portion ot therporttolio.- For example, the governments of Canada and
rrthe United Klngdom could agree ‘to guarantee 30 percent each Australia 25
i percent and New Zealand 15 percent. -

| 1be next,lssue concerns the size of the loans which nould be tbe

recipient of-thls,guarantee. It might be the case that a reasonable limit,
given the potential ragional financial requirements, would be of the order of
Us $.500'million. This could be combined with a proviso that the maximum
bond-issue'in any one year would be US éb100 million. This would mean in-
terms og the guarantee proposal, that the governments of the United Kingdom
and Canada would be guaranteeing loans of a value of US § 30 million each,
Australia, Us § 25 milldon and New Zealand, US $§ 15 miilion at a maximum in
any one yeari |

The CARICOM agency would be floating long term bonds. The funds
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raised would then be. disbursed among CARICOM members based initially on their
c0ntingent liabrlity to the agency A member could exceed this limit on - the
basis of agreement of all parties.- The agenCy would dlsburse funds at & rate il
slightly above 1ts own borrow1ng rate, for example, a halflof one percentﬁfas .
a means of covering the administrative costs of itsxoperation.-;; ' _;’.7:v

Although in this instance we have raised the question of a 1oan
guarantee by some Commouwealth governments, a-similar- prlnciple could-be- 1ncor—f
porated. in approaches to other European countries and the government of the ; |

United States.

Conc1u51ons
In prop051ng methods for ra1s1ng foreign exchange we have plaeed
empha51s on the importance of raising long term,financ1ng.o Thrs emphasis on

1long term.flnancing 1s based on the fact that through such long term support

debt serv1ce charges would'not 1mpose an onerous burden onlthe borrow1ng
countries. Ve have not directed our attention to ways and means of raislngr ;
conce351onary finance. Thls 1s consistent w1th ourwview that in the‘immedlate
future, w1th an outlook of very - slow growth in the industrlaiized countries a
great effort will be requlred to maintain ex1sting levels of foreign assistance,'
much less realize substantial increases. The debt problem,rcurrently, reflects
the heavy reliance onrshort termrborrow1ng in. recent years. To meet the

financing needs emphasis must be ‘placed on access to 1ong term capital financing.
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Footnotes

H. B. Chenery and A, M. Strout, "Forelgn Assistance and Economic Develop-
ment", American Economic Review, September 1966; R. McKinnon, "Foreign -
Exchange Comstraints in Economic Development. and Efficient Aid Allocation",::
Economic Journal, June 1964; Trade Prospects and Capital Needs. of Developing

Countries, United Nations, New York, 1968; D..J. Harris, "Savings and

Foreign Trade as Constraints in'Economic'Growth., A Study of Jamalca

Soc1a1 and Economlc Studies, June 1970. - U _ s

Availability of foreign exchange will clearly not be a matter of concern ,
for Trlnldad and Tobago the only member state Whlch is a petroleum exporter.

For example the study by D. J. Harris- cited prev1ously.

This a similar procedure to that adopted by Harris. except he excluded the =
agricultural sector. - D. J. Harris, OpP. cit., P 154. '

Bank of Jamaica, Report.andAStatement of. Accounts, 1978, p. 10.

O.E.C.D.,'DéVelopment.Co—operation.Review,,1979.
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ke Jama1ca Department of Statlstlcs,

0 E C D., Development Co~operat10n Review, 1979..

jl_UhitedtNatiOns, Trade Prospects and C
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