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Introduction

Superficia1?y; there are two features,which are part of the econonic
Tandscape of the Microstate Economies of the Eastern Caribbean. One is a
persiétent public sector deficit and the other is a halance of payments
problems. The Former seems to be endem1c to sma11 developing Third Worid
economies; the latter has on1y been_accorded active front'page news- within
the last decade. _7

Public sector def1c1t is def1nab1e as the excess of pub]1c sector
expend1tures.over pub11C-sector revenues - expend1ture over revenues for
shohtt TheBaﬁanCeof Payments‘(BOP) would 1nvo1ve:,(l) Exports; {2) Imports;
‘té)-Uni1ateka] transfers- (4) increases in foreign assets and (5) some '
-stat1st1ca1 discrepancy as a ba1ance ttem o V _

S1mp11st1ca1]y, we Know that a country wh1ch 1mports (M) more than its
'exports (X) has to pay the d1fference in some offsett1ng cred1t such as '
goid or some other 1nternat1ona1]y accepted reserve: The qo1d or 1nterna-
't1ona1 reserve form of payment 1s contingent upan there be1ng no other |
means of payment ava11ab1e to the country in quest1on In the Eastern Carib-
"bean, 1mports {M) have trad1t1ona]1y exceeded exports (X) It therefore
means that the current account batance of payments, that 15, (X -M) or. net
»exports-(Xn).have tq be pa1d by some_means acceptab}e to the 1nternat1onal
, commun1ty | 7 D . 7 R B
The Eastern Car1bbean countr1es do not have a tremendous amount of
,' iacCess to the go]daand or capital marnets hence,they are cont1nously con-'
'§trained‘in their-economic developments prospects duerto,the balance of pay-
meits c0nstkathts which:are imposed upon their budgets;'.The-constraints

- dre readily observable if we analyze.the'variables'offnhtch the Balance of
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payments are comprised. Following that we will Took at what others have

said vis-a-vis the balance of payments. Next we will demonstrate via a

~statement of the problem of this paper that the current account section

of BOP is the more crittcal part of analysis for the Eastern Caribbean.

We will follow this with a generaT equ111brium'mode1; a subset of which will
be the focus'of‘our'paperr' in turn, " data will be presented and some
empirical analyses performed to affirm or d1saff1rm the substance of our
content1on or hypothes1s 11nk1ng pub11c sector expenditure and the current

account., - We conc]ude the paper with a discussion of the empirical resuitsr

TheBalance of Payments

n a'schematic hanner the.Ba]ance of Payments (BOP) is comprised of:

et ekports'(xnj% net sales of ftnencia1 asSets (An)} net-decrease in the

quantum‘of-internationa1 reserves‘an); and netAreceipts'of unilateral .
transfers (Tn) ' ‘

ConVent1ona11y, net exports are exports minus 1mports (X M) This. is

Calso ca11ed the current account or the ba]ance of trade (BOT} Net sa]es
Vof f1nanc1a1 assets (A ) 1nc1ude fore1gn secur1t1es, fore1gn bank accounts
"and other currency hold1ngs, direct Jinvestment in fore1gn enterprlses,

‘government 1oqns to fore1gn ent1t1tes Tocal government hoId1ngs of fore1gn_'

: funds, and the reserve position at the 1nternat1ona1 Monetary Fund (IMF).

These could be cons1dered 1ncreases 1n f1nanc1al assets abroad Ana)

, On the other hand there are assets which 1nc1ude fore1gn purchases

:of regxona] secur1t1es accounts 1n regiona] ‘banks; accounts in fore1gn
;vanks 1n the reg1on (tax evas1on, avo1dance) d1rect 1nvestment in reg1ona1
_enterpr1ses These cou]d be cons1dered as 1ncreases in f1nanc1a1 assets

' in the reg1on,gAnr) Ana + Anr equa]s An, or ‘net cap1ta1 outfiows
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Unilateral transfers (Tn) are those funds which a country-receives

- or 15 given such that its favor could be purchased, its friendship could

be counted on or it vote could be-depended upon in international fora.

Tt is generally understood that the BOP always ba]ances; this means

by * Byt Ryt Ty < 0 .

When Rn s positive this signifies a deficit'in the BOP or a so called

unfavourab1e baiance of payments. A favourab]e balance of payments or sur-

plus is the case when Rn is negat1ve From equation one
-Rp = Xh:f' An,* T 2 - (2)

If dR = - Rn, where dR.> 0 implies growth in international reserves,
and dR < 0 implies a”deQTine in international reserves, then

H

R=¥g+ Mg+ Ty (3)

It 1S'possib]e*that'xh could be poSitive while dR 1is Tless ‘than zero, and

v1ce'versa The magn1tude of dR and Xn depend upon what is happen1ng in
the net f1nanc1a1 assets (An and in11atera1 Transfer acoount (Tn). Regard-
1ess of whatr1s happen1ng.1n a couptry’s eoonomio{sphere, the balance of
oayments‘a]ways-ba1ancesﬂ ,TniS'has led to our dubbing the'ba1ance_of pay-
ment "eoho—eoonomics v - : ‘ . | o

~In Sum ;. the balance of payments accounts are an 1ndepth treatment of

,the transact1ons of the househo]d bus1ness and pub11c sector of a country ,

"w1th other countr1es Pub11c sector transact1ons of the Eastern Car1bbean )

appear in the ba1ance of payments account because the reg1on rece1ves pay-

:-ments from abroad, rece1ves aid, grants, Toans from abroad makes expend1—
_tures abroad and se]] some secur1t1es abroad. Many foreign countries rec1*

aprocate 1n the terms ment1oned above by purchasxng and investing and making

other,f1nanc1al“transact]onszln,the_reg1on.' On the whole, however, balance
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ofapayments'prObiems per se are mpre a statistical artifact of non-
independent countries;rterritories and colonies, - We will deal with this
1ater.when we formulate our hypothésis linking public sector expenditure

and the balance of trade.

What Others Have Said About BOP

From our reading of what others have said-about the Ba1ahce of Payments
(BOP) and 1ts 1mpact on economies,- wenot@that a variety of factors are
causal in creat1ng BOP problems Girvan (1980:58) captures the -essence of
the Car1bbean factor when he notes that "the batance of payments is funda—

menta11y a man1festatlon of the balance of forces to which a country is

- subject, in both'1ts internal and 1nternat1ona1 relat1onsh1ps. Th1s view

is a poﬁtico;eéoﬁomic -reading' o‘f the BOP prob‘lelns Indeed 1973 éou‘m

conven1ent]y be c1ted as the year in wh1ch recent concerns with the BOP pro-

b1ems was catapu]ted on the po]1t1ca] and economic horizons. With the aftermath

' of the OPEC offens1ve many Th1rd N0r1d peraphera1 cap1ta11st countr1es

were thrown 1n a state of d1sequ111br1un1 The non- 011 export1ng countr1es

' were thrown 1n a state of mount1ng fue1 costs These costs 1mp1nged on- the

' short and ]ong range goals of deve]opment in the var1ous countr1es The

attendant general 1nf]at1onary spiral which fo1!owed the 011 pr1ce hike

,=created sorie devast1ng_soc1a1 and econom1c,cond]tlons nn,the countries in

questaon : The<tastern'Caribbean-Statesror the Associated States Were'severe]y
affected _"In many ways " as Frang1s (]977'4%Usaid ”the‘Assoctated States

represent a modern m1rac1e of suryival in coming. through ‘the current per1od

-‘;'of serious wor]d 1nf1at1on Th1s period of ana1ys1s was 1970-1975.  QOver

the 1ast five years, the issue of BOP problems has taken a turn for the worse

1n the Eastern Car1bbean States
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"Objectively," as Shaw (1973:9) notes, "obtaining a balance of pay-
ments cquilibrium is one of the soughtwafter objectives of government
policy.” What 13 a Satﬁefactory'ba]ance of payments position is not ter-

rﬁb?y clear. 0ver the years, however many of the discussions of the BOP

" problems seem to revo1ve around issues of monetary and fiscal po11cy fea-

tures, factors perta1n1ng to the Ba]ance of Trade {paTi passu, the terms

'of trade }. and currency devaluation.

PoTak and Argy (1971) and Taylor (!972 have 1mp11c1t discussions with

regards to the BOP problems and the cred1te]1nked monetary and fiscal policy -

a]terhatives of'deveiopinq countries. Taylor (1972) concluded that he

be11eves that changes 1h government expend1ture and exports ref1ect ba]ance

_of payments 1ssues More Spec1f1cal1y, he argued “the ciose a55001at1on

between‘government expend1ture and balance of payment 1tems shou]d be a
warn1ng that monetary and fiscal (sxc) action should be harmonised if the
rea] effects of a monetary po11cy are to take p]ace"(Taylor 1972: 179)

Now that BUP probtems nave taken center stage in economic ana1yse5,

_many peop]e are coming around to the realization that trade on the current

account of the ba]ance of payments has increased faster than the ]1qu1d1ty

‘posat1on of the countr]es' Th1s I1qu1d1ty problem or def1c1t probiem has -

' affected countr1es, part1cu1ar1y M1crostate Econom1es (MSEs),1n their ab1]1ty

to-atta%n_certa1nlgoa1s. Eor the M1crostate economies (MSES) of thekEastern
Cartbbeah‘ideticits seea to be the norm In general. the fu11 eftects of |
terms of trade have a]so 1mpacted negatwvely;on the reg1on s capacity to
aid the most affected 1ower socic-economic strata in the soc1et1es

The quest1on of exchange rate and the BOP seems to be focussed .oh the

' -monetary approach to BOP prob]ems In a European prototype open economy,

'namely, Br1ta1n,,5a1l' Burns and Laury (1977: z) contend that the "monetary
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approach to the'bolance_of baymonts has stressed_the‘role_of exchenge rate
adjustment as a mecnanism which enables an open economy to choose its own
rate of inf]afion rather than accept the determination by the rest of the
wor]d.“ It-is:ounrview that the Eastern Caribbean—States have not acceded
to such an exalted position of manipulating exchange rate policies and.r
imported 1nf1qtfon in-line with their desired quantum. | |

Immediately aftef'wor]d War 1I, the vien that was moment centered on

an_exchange rate policy Tinked with-an “appropriate fisca1'polity, (which)

could be used as an instrument to reconcile full employment and a satis-
factory ba]ance on - the current account (Ba1] Burns, Laury, 1977:2). The
openness of some econom1es also 1ead some wr1ters to the conc]us1on that

“fo1JOW1ng'exchange rate changes, the public sector def1e1t and the current

~account will tend to move-together." (Ball, Burns and Laury, 1977:20).

From simulation results of Britain's economy, Ball, Burns and Laury obtained

results which-seem-to substantiate the above view: They cautioned, however,
that "there is no question of causality from the_pub1ic sector to the over-

seas sector. It is simply that in the long run both deficits react in a

similar manner toierhangerrate'changes.” (Ball, Burns, Laury, 1977:20).

JOn'another’soore; Ka idor (1971} of the New Cambridge Schooi of'Thought

7 '(Ne11d 1974) suggested that fiscal policy shou]d be zeroed in on. the ba]ance

of payments prob]ems Loncurrent with this or1entat1on, the exchange rate
shou]d be emp1oyed as a tool to establish the magnitude-o¥ "domestic acti-
Vity by export '-'1ed growth " Ball, Burns and Laury refute th1s not1on

It is not fundamenta11y c1ear why they refute the argument In the Eastern

-Car1bbean, Ka]dor s-as well as Ba11 Burns and Laury's contentions are

germa1ne to our hypothes1s 11nk1ng pub]1c sector expend1ture and the ba]ance
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ot oaymenrq, sonoitically, the haience of Lrade. Wo will deoolop Lhis
hypothes1s 1ater | _ _ o
7 The f1na1 factor wh1ch re1ates to BOP prob1ems IS currency devaluation.
From a reading ofnwolfson,(1979),'Looper;(19i1) and Haberler (1961), we |
cancur with the very 1mportant point made by1doyfson'(1979:83)

"It is a well—known findino of the theory of international trade

that a currency devaluation will improve a country's balance of

payments to the extent that the sum of the elasticity of its

demand for imports and of the effective foreign demand for -its

exports is greater than unity." . 7

Unfortunate]y, correnoy devaluation is'not'a‘oanacea.for the economic
- 11Ts of countries. We believe thet currency devaluation is a placebo. It
isa sugar coated bitter pill. Countries, such as those in the Eastenn
Car1bbean which depend on export crops are trad1t10na11y faced with the
prob]em of 1neTast1c1ty An the short-run for the1r goods and services. The
demand for the 1mports is a]most a]ways 1ne1ast1c Th1s 1s true because,
1n many- cases, there are m1nute instances of effert1ve 1mport subst1tut1on
in the domest1c econom1es ' what could be done abootrthts 1ssue of the_ba]ance
of payments, therbalance of trade, curhency.deya1uetion end publio sector
expenditumeror deficit?: Technically, me could suggest that Eastern Carfb—<
bean-conntries'o0u1d be fore produotive in theit export seotor.. This-eimp]e
soTut1on has some ser1ous system1c prob]ems We w1I] now turn to th1s issue

7by present1ng a statement of the prob]em of our paper

'Statement of the ProbTem .

| ‘Hinshaw- (1959 276) makes- the point that the shift in the U. S A. surp1us
to def1c1t pos1t1on in the.overall BOP, in the post—war era, was due, in
large measure to the changes in the exports— 1mportc sector We are of the
iv1ew that it is the current account, or the balance of trade component of the

BOP that is of moment in_ an ana1y51s of the underp1nn1ng Tinks with pub]1c
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sector etpendituro'in,the tastern Caribbean. Following Shaw (1973:10), we
yiew the BOP ohjeotfve_”as the need to‘maintain-international competitivej
ness... (In thisrhespectj, ﬁthe onus of a satisfactory (BOP) performance_/,a—¢
must fall prtncipa11y_on the trading account.” "As far as the Easternfﬂr -
» Catibbean States are concerneo,'the ”capita1 acooont (of the BOP) most be

Tooked upon as fu1f1]11ng merely a short- term _emergency role in time of S

‘—._.., — =T

-cE}ses" (Shaw, 1973 10) ~ Our focus, therefore, is not on the overal] BOP e

which may be a misnomer 1n the Eastern Car1bbean non- 1ndependent States, but oo

on the Ba1ance of Trade (BOT). o o o
We arr1ved at thts view from the ideas of Preb1srh Shaw, Iook1ng at

_ the experiences “of the Eastern Car1bbean States, among other factons Our
1deas cou1d:bettraced to some more critical concerns which we have repeated
‘Aeisewhere,(Jonee;HendriCkson,'1979)- We be]ieve that the formulation of

- public sector and monetary pelicies in the Car1bbean must be 1ntegrat1ve :
“such that they have a pos1t1ve impact on the ba]ance of payments, specifi-

ca]1y the ba]ance of trade component of the balance of payments G1ven the
openness of the Caribbean econom1es, specifically the M1crostate Economwes .

of the Eastern Car1bbean, thxs 1ntegrat1ve approachof‘the public sector (fiscatl)
and monetary pollc1es, is of_tremenoous mport V)s-a*v1srthe_Balance_of

Trade sector. o | | | |

_ Conventlonal w1sdom ma1nta1ns that ”trade is better than aid. " In this .
| 11ght 1t was once thought that deve]op1ng countr1es should deveTop by
1nereas1ng the1r exports Per1phera1 countr1es were supposed to increase

their exports wh1]e centre countr1es ‘were to contlnue in the1r 1ndustr1a11—
'zat1on. It seemslhowever, that‘Raullpreb1sch s adv1se_was being 1gnoredJ 7 X

He contended_thatras the technical abjlity ﬁncreases in peripheral primary
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production, a signifieant quantity of tne “fruits of such.technical advance
wili usua11y'bebtransfered from the peripheral countries to the outer
world..." Prethch 1959:252}. Primarily, argued Prebisch, the "greater
the inelasticity ef‘demand tor periphera1 exports, the 1arger'the:pr0p0rt10n
of the'fruits'that is so transferred.” V(Prebisch,]JJSQ:ZSZ).'~

In the Caribbean ¢ontext while they were exporting goods and services,
the terms of trade were turning aga1nst them, The Cartbbean; and particu-
1ar1y, the Eastern Caribbean increased the1r exports, but they also 1ncreased
the1rr1mports.'AThe efforts -in the export sector was shert changed because
the rea}:nurchasjnérpower of the eountries was on a down.trend. In practi-
cal terms the Eastern Caribbean Microstate Economies are_in a situation

where their exports, income and employment are functions of the externa1

- decision- making,'goa1s and aspirations of others. ”Hence we argue

that pub11c sector expend1ture patterns are linked to the ba]ance of trade
or the fore1gn trade sector Ph1111ps (1957 151), Kha]eed (1969:53- 82) and
Woliison (1979 84) have a]so deve]oped similar points of departure.

In summary, the Eastern Car]bbean Countr1es ba1ance of payments, in
our est1mat1on, seem to revo]ve around the. subset of BOP'namely BOT. Imba-
Tances in BOP cou]d revolve around the exchange rates at wh1ch the EC dallar
exchanges There are 11m1ted degrees of freedom that the East Carlbbean
Currency Author1ty has over the exchange rate reg1me We suspect that even
if it were a Central Bank, it still would have 11m1ted degrees of freedom
g1Ven the reg1on S power]essness re]at1ve to the wor1d monetary swtuat10n

7 The c]ass1c not1ons about balance of payments prob]ems could be gleaned :

from many cIasstc_texts. Some summary statements from one text are from

‘tweintran 09205370-375). His po1nts show what shou]d obtaln a]] th1ngs
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being equal. 'Uuh-oosition and comments reflect what we believe wore
aoproximate the balance ofetrade/ba1anCelof payments\and oub11c,sector
expenditure position in the Caribbean. | -

Traditionally, when a deficit posit{on obtains 1n fhe BOP posftion;
it ie reasonabTe to argue that “hioh domestic money costs and prices” vis-
a-vis fore1qn costs may be reSpons1b!e In any given year; when there are
price change sens1t1v1ty, exports would be Iarger than normal. Foreign .

investment will be larger than normal, because the region would be a less

expensive place in which to invest.

'Basica1ly; "a payments deficit” may. be linked to a 'high’ and a pay-
ments surplus to a "Tow' domestlc money costs and pr}ces relative to fore1gn
money costs and pr1ces (Ne1ntraub1970370) Imba]ances in the cap1ta1

accounts. (of the BOP) may reflect differences in the under1y1ng supply and

demand cond1t1ons between the money and cap1ta1 markets of the Eastern

Caribbean and foreign countries. If the interest rate which equates EC
supp1y and demand for investment funds is Tlower than the interest rate
equat1ng supp]y and demand in foreign countrles, there may be capital out-

f]ow, However, in the region, there seems to be little control over the

'1nterest rate reg1mes,,1f we recall the works of Bourne and Joef1e]d-Nap1er

on th1s 1dea :

Trad1t1onal1y v1ewed, 1nternat1ona1 financ1a1 f1ows he1p to deterane
domest1c lnterest rates Outf1ows tend to raise the dome5t1c y1e1ds and
1nf10ws to changevthem above and. below, respect1ve]y,,the ratesrthat‘would
obtain in the absence of 1nternat10na1 capital movements (Weintraub 1970
1375}, But ‘as the s1ng1ng group, the Tradew1nds say, “1t s traditional.

Girvan, Berna1 and Hughes (1980:133) put the1r 1dea in focus when they

~ noted that the current.account deficit of the ba]ance_of payment may be seen
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asra.rough approximation of tne magnitude of foreign capital inflows in
“a country.  In the:Eastern Caribbean' this idea is particularly apropos.

~ The Eastern CarTbbean states, Tike all other countr1es, have the
-power of -not cooperat1ng with other countries in terms of trade. However,
-the EC states are functﬁona11y and fundamentally dependent on other coun-
“tries for their supply of ﬁmports,and-the demand for ﬁheir exports. The.
region is agriculturally dominant; sugar, bananas, citrus,-Spices form
significant proportions of the GﬁP, In some cases, as. in St. Kitts; sugar
represents approximateiy 90 percent of the GDP. This.extreme1y high depene
dence -on agr1cu1ture puts the region in an extremely dependent p051t10n
on the outs1de wor]d vis-a-vis exports

Fore1gn cap1ta1 forms a s1gn1f1cant component of the operat1ona1r
thrust of the region. It is not ciear, however, whethen the net movement
of capital is ﬁnnfayor of the regfon or the foreign;country. From-cosoa]
empiricism, we mey {nfervthat there is a net outflow, asopposed to a net
fnf]ow When we cons1der the class1c 1nstanc1ng of the ba1ance of payments
in the Eastern Car1bbean we are 1nc11ned to the view that the current
account or ba1ance of trade component of the BOP s the proverb1a1 tail
wh1ch wags the dog 1n “the reg1on In this regard, we w111.now bu11drourr
o1scoss1on aroond public seccor expenditure and the balence of paymenﬁs in
the Eastern CapipoeanroVer the period 19/0-1979. - -The sequence of events
will be the pnesentation of a generaﬁ equi1prium model,_discussion:of a
subset of that mode] deta presentation, some empirical'ana1yses-of the

' model, dlscu551on of the resu]ts, and a conc1u51on of the work
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A General Equilibrium Model

~ Following Bowers and Baird (1971), Tet us specify equilibrium in an
opeﬁ economic system such as the:Eéstern_Caribbeah} The doméstic goods
énd services market, LI§),:the domestic money market (LM), the foreign
exchange market (FX}, and the Balance of Trade Market (BOT) are all
assumed to be in equ111brium. The four markets may be written accbrding

to Bowers and Baird (1971:282-289):

(4) Y= f{E, v, Xy) e IS curve
By o= D B mmmemmmmmomnee LM curve
6) . E o= falr, X ,-R) S — T
7y X fq(Y, E)'f-f—¥—F~f——j———--—--?~———F ————— BOT curve

n
where Y, r, E, Xh,‘areequilibrium levels of aggkegate deménd, interest
~rates, exchange rate,land'net exports, respectively. The exojeneous vari-
ab]es'overrWhich the pubTlic sector may have some_contr01 are G; pub1ip _
zsector expenditure, M, money supply and R, the rate of change of foreign
excﬁange; this is our AR from earlier discussions.

The total differentials equations équations of {4) through (7) are: -

-(8)"- Car - f11d6 + Frpde +  fy3dXg
:_(9) S dr = fydM + fyndY |
Qo) CdE = fypdr + fa,df + FyadR

(1) A = fY ‘f42E -

Fb11bw1ng canEhtiona1 notation, the behavioral assuﬁptions are {see foot—

note one):
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31 Ts2 f33 ; * ¥ -
fa 542. 0 - - 0

A bubset of the Genera] Model

_From Bourne (1977) we may foilow the argument and s1mp11fy the above
modelj Bourne was 1nterested in analyzing "bank portfo]1o in Jamaica.™ Hfs
most pertinent conclusion was that from his "statistical estimation of the ‘
1nterest rate_funct1ons » there was "a reTat1Ve1y unimportanﬁ rofe for j
intenest rates oWt We will appeal to this argument as wel] as the view
that the 1nterest rate in the Eastern Caribbean cannot dev1ate for long from
those rates which obtain in the world money market. From these two points
we wf§1 assume thatrdr equals zero. Furthermore, Since the Eaatern Carib-
bean d011ar is 11nked to the U.S.A. doilar, we w111 assume that a quas1 ~Fixed .
exchange rate reg1me 15 in vogue Thls 1mp]1es that we can set dE equal
zero, although dR is not equal to zero. |

In po1nt of‘fact the four equat1on system is now reduced to

Gz e

fpdG + fypdXy

ol

(13) - dXy = fp7dY

' Our concern is. the determ1nat1on of pub11c expend1ture or fiscal po]1cy .

on net exports. We w1]1 make the determ1nat1on in two steps F1rst,,we will
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féwfite'equation (12) to (12)

(12)'  dG = dY - fypdin-
i LE

Substituting equation (13) into (12)I we get -

d6 = dY - Fyp (Fg7dY)

11
= dy (1 - of )
11
d6 =1 - fpfy7 >0
dy f'”

We ndte thatxthe impéct of pubiic éector expenditukes is reduced as a

result of a negative impact of tﬁe posﬁtive change in aggregate démand on

net exports. |

| Our fuﬁdamenfaf concern involves the seﬁond step. We need to determine.
the effect of public sector expenditufe on increased imports or alternatively

on the'quantum of net exports. From equation (13} we have

dxn = f4] dyY. |
or

dY = 1 <0
A fgq

Ndw, the'marginaﬁ rate of change between public sector_éxpenditure and net
exports, or the balance of trade,'invoTveS'changes which relate to aggregate
demand and aggregate demand which relates to net exports. Hence we may

-write
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6= dG Y
w, A d |
-1 {de%,é T”-HZQT <0

CFfy %MW%'
&

In sum, what we have demonstrated is the following: an increase in
Pﬁ‘ .

net exports will decrease pub11c_sector expenditures by a smaller amount
than an increase due to the change in public sector eXpendfture with respect
to aggreg#te demand. Conversely, a rise in public sector expenditure will
cause a ‘fall in net exports but by a smaller quantum thaf any initial
incfease of public sector expenditure vis-avis aggregatg demand. Implicit
in this argument offtﬁe negative value of dG 1is the notion that there will
dX,
be hQ impact on domeétic aggregate demand, if all of the risesin,pUb1fc
rsgctOr prendituﬁes'go_towards the purchése‘of imports (that will be a case
where f]ir= 0). Given the nature of the implicit balance of payménts pro-
blems in the Eastern Caribbean export-Tled economies, we be]ieQe'that there
. is a fundamental péradox in terms of the non-impact on domestic aggregate
~ demand wﬁéntinéreases in pub1icrsector'expenditures are devoted to imports.
This classical po;ition seems to suggest that Eastern Caribbean type econo~
mies cou]d_éuccessfuljy'jnsuiate their domestic economies from the vagaries
of the wor]d'éyﬁtem That this is a fallacy is evidént from the deteriora~
t1ng terms of trade and the 1mp11c1t ba]ance of payments pr0b1ems of the
Eastern Car1bbean States '
Let us turn. to the data for the period 1970~ 1979 and cons1der the

rresults of the subset of the genera1 equ111br1um mode], among other 1nd1ces

of balance of payments_features.
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A Anglysis of the Data.

In table one we presunt indices showing the trend fﬁ net exports (Xn},
gross dOﬁestic prédutt (GDP) and quiic sector or-government expenditure(G)
~ between 1970-ﬁ979.i Beginning in 1970, net exports (Exports minus Imports)
- have gétten worse. The higher the figufe, the worse the overall value is.

~ In case of the Eastern Caribbean, this'came about as a result of a pro-

gressive increase in fmports relative to exports. The Xn figures are more

accurately presented with the base year 1970 equals to minus 100, since the -

Balance of trade was negative for all of the years in question.
- The geometric growth rate for the aggregates indicate a 10.1% decrease
for Xn, 10.0% increase for GDP and a 15.6% increase for government expendi-

ture.

_Table two dep1cts the net terms of trade more accurately an  index

(. Pt

(. 1 .
of export va]ues d1v1ded by an 1ndex of 1mport values the ratios of net

o —

exports to-gross domest1c product and government expendifure to_groés domes-
tic product . - _ |

It shou]d be noted here that the net terms of trade show a 9.5% geo-
metr1c growth rate per annum. Th1s 1s 1nd1cat1ve of the h1gh import con-
tent and the Tow base of exports In other words, a fa111ng 1ndex wou'ld
-be representat1ve of (a) rising exports vis—a;vis imborfs;’(b) declining
exports vfsné-vis imports, (c) increases in both expdrts and 1mp0rt§,rbut
with imports increasing Tess rapid than exports or di decreases in both

var1ab1es but with 1mports dec11n1ng faster than exports..

_The ratio ofrnet exports to GDP shows an aTmost neg11gib1e'dec1ine (Xn

series if negative). Here, numbers below 100 are reflective of "non-exhaus-

' tiye" feature of net exports relative to gross domestic product. In a tech-
nical sense, this Xn to GDP ratio pertains to the openness of econdmies in

-

[ —
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question Lonsequent?y, 1nd1ces be]ow 100 cou1d be term "pos1t1ve in

terms of the econ0m1es, whereaq 1ndﬂces above 100 may be termed negative

“in terms of the exhaust1ve oopenness of the economy

F1na]1y, the rat1o of government expend1ture to qross domest1c product_

shows geometrlc growth ‘rate per annum of b.1 percent.. The share of govern-

‘ment has been 1ncreas1ng s1gn1f1cant1y s1nce 1970 The growth raterhas notﬂ

kept pace wtth 1nf1at1on which has been running on the order of near]y four
times the growth rate of government expenditures to GDP.
We are 1ntere5ted in ana1yz1ng the changes in government expendltures

and net exports Ne also are interested in 1ook1ng at some corre]at1ons,

,desp1te the - shortcom1ngs of this analys1s, and f1na1]y we are 1nterested in

1 ana]yz1ng the e]ast1C1t1es derivable. from the aggregates presented

F1gure one 1]1ustrates some genera1 features of the k1nds of changes

and the1r re1at1onsh1p wh1ch are 1mp11c1t in net eXPOVtS, gross domest1c

. product and government Spending Figure two. gtves simear insights for the
-changes. in the net terms of. trade, rat1os of net terms of trade to- GDP

-and govenrment spend1ng to - GDP.

In tab]e three we present the corre]at1on coeff1c1ents of -the - three
var1ab1es in’ questlon ‘There are clear. shortcomings to this ana]ys1s As
1t is. wel] known there cou]d be a.host of intervening factors, co1nc1den—

tal. and chance issues which combine to- produce the high correlat1ons. In

.terms of FegPeSSTOH ana1yses, these w111 be the- core 1ssues in the colli-

near1ty probTems Neverthe]ess, the htgh s1gn1f1cance of the corre1at1on

-coeff1c1ents wh11e not 1nd1cat1ve of causat1on are sutf1c1ent1y 51gn1f1--

) cant (note the t va]ues) for us- to pay same attentton to the re1at10nsh1ps




-1y -

which Obtainxamonglthe-variables-in question.

| _ F1na1|y, we present some marginal propensities (s]opes) and efasti-
cities of. the three variables. All of the s1opes are posat1ve, except the
years 1971-72- and 1972 73 in the cases of the change of government ex-

penditures and gross domestic product to net exports. Over the period of

_ana1ys1s, the  geometric mean of the sTopes of the three cases were 1.64,

1.34 and 1.23, respect1ve1y (see table four). The vaiues were fa1r1y

high (perhaps erratic)rﬁn all cases. The “erratic" effects were magni-

fied in-the case of the changé in government expenditures relative to net

exports S1nce AG/AX is a product of nG/AGDP and AGDP/AX, the 1nter-

inal dynam1cs of the 1atter variables were reflected in the change in go~

'vernment expend1tures vis-a-vis net exports

' In table f1ve we present the e]ast1c1tes and the marg1na] rates of
change All e1ast1c1t1es are mildly e]ast1c A one percent change in net

exports br1ngs about a 1.55 percent increase in government expend1tures

Ihis s compr1sed of a one percent change in gross domestic product wh1ch

_br1ngs about a I 29 percent increase in government expend1tures and a one

percent change in net exports which causes a .16 percent change 1n gross

wdomest1c-product.

Comments and Lonc1us1on

In the class1ca1 or trad1t10na] rend1t1on of “ba1ance of payments

economacs," 1t is assumed that net exports have a negat1ve relatlonsh1p

to the level of aggregate demand (Takayama, 1972 334 Bowers and Ba1rd

1971: 284). In other words, in assum1ng that dX /dGDP < O the po1nt Could
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be made that total exports are not dependent on aggregate demand. However, .

the reality of the Eastern Caribbean States is-such that, we believe, this

is an incorrect specification of the net exports or balance or trade effects

in these export-Ted economies.

From the resuits in table four, we note that over the period of ana-

lysis, dX,/dGDP"is positive. We are of the view that dX,/dGDP should be

positive. Microstate, open,. peripheral capitalist economics, such as those

in the Eastern Caribbean, need imports, capital, ski]Ts, technologies, and
so forth, to_mount-meaningfu1,,rea1ist1c and viable programmes. Exports,

rtherefore, are not only a function of foreign demand and the ratio of

fore1gn DTTCES to domest1c prices, they must also be a function of domestic

aggregate demand

If our content1on is accepted that exports are a funct1on of the 1eve1

of gross domest1c product in the Eastern Car1bbean, then AX /AGDP is the
.reg1on s marg1na1 prOpens1ty to export minus the req1on 5 marg1na1 pro-

' ,pens1ty to 1mport This value could be pos1t1ve That the va]ue was po-

§1t1ve‘0yer the period of ana1ysts seems to‘qffjrm our 5usp1¢10n, although
we'admit that the time series is too short for a powerful codc1usion of
our susp1c10n | | | |

If dX /dGDP or in the discrete case AX [AGDP is pos1t1ve, then

when we cons1der_dxh/dG, its positive value shou1d come as no surpr1se

'sihce dG/dGDP dr dG/dY {in the model) is positive Fuhdamenta]1y, we be-

]1eve that the ba1ance of payments prob]ems in the Eastern Car1bbean
M1crostate Economles, and M1crostate hconom1es s1m1lar1y c1rcumstanced
w1l]i_be N unt1l these economies develop mechanisms and wherewithal to -

insulate their economies from the vagaries of the international order.
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But, the inplicit.'paradox is, the economies need the world order if
they arertO'survive, principally, along agriculturally dominant paths?

l In sum, the export content of imports, the 1mpnrt content of expont
andithe “nature of qross domest1c product, must be acnorded mean1ngfu1
we1ght1ng in determining how ‘the net terms or trade will affect M1crostate
Econ0m1esr balance of trade, and in tandem, balance of payments,,and,
public secter'expenditures.'Essentia]ly; giren the large marginal pro-
pensity to dimport, in-the Eastern Caribbean, ne believe that some of the
changes in government expenditures are exported. By the same token, the
h1gh proport1on of import and export to GDP seems to 1nd1cate that the
vagar1es of the externaI economic system affect the Ieve3 of domestic
aggregate demand,far more negatively, in light of deter10rat1ng‘terms Qf
trade,-than is-observabIe from a superfic1a1 ana]ysis'of therdeficit in
the ba?ance of trade or current account It seems that a quant1ty of the
reg1ona1 thrust from the increase in government expend1tures 1s Tost

through the net export of goods and services3 It 1S‘theref0re not clear,

to us, that dG/dX must be, unequ1voca11y, less than Zero, as trad1t10na1
~"ba1ance of payments econom1cs” would have us be]leve We subm1t that in

‘the Eastern Car1bbean, and in Eastern Carwbbean type States, the change

1n government expend1tures re]at1ve to net exports 15 pos1t1ve As X

grows, G- tends to grow. This p0s1t1ve re]at10nsh1p, 1mp11c1t1y, exacerbates
the BOP prob]ems F1na11y, if we are forced to spec1fy a BOT equat1on,

it will be:. |

with behavioral assumptions, fy >0, fg 20, f 0 °

and where Y is real income or output; E is the-exchange rate, and P is

output price. .
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The last point in understanding the paradox linking government ex-
penditures-and:the'net exports vﬁriab]e eenters around the traditionai _
view of fiscal po]1cy under flex1b1e ahd f1xed exchange rates Recall
' that we - stated that the exchange rate is quasi-fixed, gaven the l1nk1ng
of the region’s currency to the umbrella currency, the Un1ted States of
America do]Tar No doubt this view could be cha]lenged

‘Takayama (1972, ch. 1) rerews the traditional case when he states
that nnder a‘flextb1e exchange rate regime, and with free movement of -

: capita1, fjsca] po]icy tends to_generate sme}] tncreases in emp]oyment-
,end'output. It is furtheh' argued that fiscal poiicy ni11 facilitate a
'right shitt of:the IS—curve'(Hicke, 1937). All things_being equa1,;there
should be a net inflow of foreign cap1ta1 due to-the.rise tn the Tevel
of the rate of 1nterest The content1on here is a s1mp1e one. The balance
oof-payments_w111 be brought into equ111br1um by the vaciliations of the
'exchanoe,ratef Hence, the “increase in net inflow {or the decrease-nnAnet
outf]ow) of fometgn.capjta] must Be accomnanied by an offsetting deteriora-
tion 1n the trede balance." (Takayama; 1972: 328) 'Thie detehioration in
the trade ba]ance w1|1 force a 1eft sh1ft in the IS -curve. Assum1ng free
movement of cap1ta1 and a sma11 economy, the catha] w1ll flow 1nto the
'sma]1 economy thereby restor1ng the TS-curve to its or1g1na1 pos1t1on
 (Takayama, 1972 328). N
-This seems .to be more ftction that fact.uwersuspect‘that as Eastern
Caribbean'SteteS ﬁncrease their govennment expendituhes;to raise their‘leve1
' Vof outputrand exportertwhich tncrease in output and exports came from

“-output. and expendtture of a previous period), the level of imports in-

i
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creases, thereby effectuat1ng an exacerbat1on of the terms of trade This
'VexacerbaL1on, 1nter alia, leads to crippling effects on tho offﬁoLt1nq
accounts in the ba]ance of payments. Fiscal p011cy could workrln ameliora-
tjng‘some ot.the.impact of the balance of payments in the Eastern Carib-
bean. However. 1t ought to be noted that when the pub11c sector spends
to import ond_ ) spends to export the residual to the countries ‘in
ouestion may be negative. In other words, the rise in government expendi-
turesbmay be dccOmponied by a deterioration in net exports or-BOT. This
in turn cou'td haVe an impact on the ba1ance of payments and hence on
- the countr1es ab1i1ty to provide certain goods and serv1ces
Tn the flnal analysis, the Mlcroetate Economles of the
7 Eastetn Carlbbean have a balance of payments problem in the
genuine sense, 1f they are treated as Jndependent entltles :
bsubjectlto the art1f1c1al issue of balanclng the varxous |
eccounts in .the balance of payments.rHowever, in my view,
‘and from-the prelininary ”empirical" estimation, the_keyr
iSsue tnat-should be of moment to the Eastern Caribbean
' States is thelr relatlonshlp of government expendlture
and net exports, or the current account component of the
"balance of- payments Over the perlod of analy51s, there
has been a p051t1ve relatlonshlp,'as opposed to a negatlve

relatlonshlp, as tradltlonal analy51s would have us believe.
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TAR L L

INDTCES OF NET EXPORTS, GhI AND GOVERNMENT

YELAR

1970
1971
1o
1075
1974
1975

h 1976

1977
-19?8;
1979%

il

o <
GRPA

EXPENDIUTURE TN THE EASTIERN CARUBBEAN

STATHS, 1970-1979° (1970=100)

Xn ' Ghp : G

100 ' < 1ao 100
121 L10 i1z .
i1o CHLs , 118
108 28 - 132
112 o140 165
114 , 153 190
132 _ 166 ' 234
163 : 181 236
194 - 197 - 274
216 , _ 214 : 319

10.15% o 10.0% 15.6%

SOURCE :

NOTE:

ECCH Secnetaniat Anpual Digest of Statisties, 1975

1976/1977'I£ﬂgﬁﬂﬁgggﬂﬁé_[Fun Nominal date)
(1) For 1978 - 1979, these are estimates for all
three aggregates. Data aggregnited from the

individual states.

(7)  GRPA: geomethric growth hate pet annum.
_ g £ j

Xp, 1970 = EC§ - 177.2m

GOP, 1970 = EC$312.1m; G, 197¢ = EC#97.0m
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TARLE 2
NIFTTERMS OF TRADE, NET EXPORTS TO_GP
AND_GOVERNMINT EXPENDUTURE TO_GDP TN

TIE_HASTERN CARIBEUAN 1970- (971 (1970=100"

YEAR R Xn/Goy G/Ghp

1970 . 100 100 : : 100
1971 . ' 02 : 110 102
1972 - 104 ' 10) ' ' 100
19753 A 145 84 ° 103
1974 s 152 80 _ 118
1975 o 158 75 - 124
1976 L 157 80 141
1977 o 172, 90 130
1978 : 189 98 = 139
1979 . 207 , ‘ 101 149

o=

A% 5.1

o0

‘GRPA ‘ c 9.5

‘SOURCE:  ECCM Annual Digest of Statistics, 1975 and Trade Dégest

ﬁhum11976, I977(Foﬁ'aﬁ(giwa£ ddtd).
CNOTE:  Estimates fox 1978 - 79,

NTT, 1978 Exponts EC$75,692; Imports, $766,125. Fou

,oihzk base year nominal data, see Table 1.
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TABLL 3

- CORRELATION COEFFICIENTS

NOTE :

level. t(Sj .05

G . Xn GDP
G - 1.00
.90
An (5.84) 1.00
: .99 .90
GDP (19.80) (5.84) 1.00
The valués in pérentheses are the t - values at 5%

= 2.31, hence all of the correlation.

coefficients are significant.

GDP is expressed as Y .in the equatidn in thec model.
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TABLL 4

SLOPES OF VARIABLES -

YEAR ﬁég;_ ZA; B AGDP
- AXn AGDP. AXn_

1970-71 .58 Mﬁwhwi.zn 48
1971-72 ~3.00 - :75_ : -4.00
;972-73 -1.27 .40 ~ .01
i973—74 -8.25 2.75 3.00
':1974-75' 12,48 1.92 6.50
1975-76 2.43 3.38 72
1076-77 06 13 .48
_ 1 8
1977-78 1.24 2.38 52
1978:35 : 2.6;-_ N _‘;.96 N 1.05
GR* T 123

SOURCE : CalculatedffromrTable-Ohe.

* Geometric mean.
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TABLE 5

RLASTICITIES AND SLOPES OF VARIABLES

AG . Xn ' AG . GDP ~ _AGDP Xn~
- AXn G , AGDP G AXn GDP
S1.ss b1 2 - 1. 16
AG*
AXn . 1. 64 - - -
i)
AGDP -- 7 1 . 34 -
AGP
AXn -- - - 1. 23
NOTE : The elasticities and slopes were all evaluated at the |

geometric rate of change and the geometric‘means for

- the entire period 1970 - 19?9;

* Geometric mean.
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FOOTNOTES

Cgovernment expenditures mulfiplier;
the slope of the IS curve is negarive.
export multiplicr.

* “the interest rate is negatively rclated
~to the money supply. ‘ o

-the_siope of the LM curve is posi:‘ive.

'the exchange rate is positively assoclated
with the level of interest rates. -

~the exchange rate is positively related to .
net exports. '

the rate of exchange in foreign reserves is
inversely related to the exchange rate.

net exports are inversely related to the level
"of aggregate demand. ' :

net exports are inversely rélated to the exchange
rate. B ' ‘

tn Caribbean countrics need the world economic

if they are to survive and grow. That point seems
indisputable fact. However, Arthur Lewis (1980)
even if the "engine of growth” is slowed down in
countries, the developing countries could survive.
notes Lewis - {1980:560): '

from the standpoint of the individual LDC

it matters not at all what the MDC growth rate

may be. Given resources and flexibility, it can
always sell more to MDC's. However, 1t thereby
displaces some other LDC's trade. What one can

"do cannot be done by all.

Itagreé, fundamentally, with Lewis. The idea that Lewis refers

to is the clas

“trade and .trad

3..In the Appe

sic case of a paradox of composition, as far as
ing relationships are concerned. -

ﬁdix; we present a more detailed analysis of what

we perveive are the links between government expenditure -and
exports in the Eastern Caribbean between 13955-1975. The appendix
is drawn from Jones-Hendrickson (1979: chp.6). . '
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APPENDIX

Recently, we tompletcd a docement in which we tested that
ris regressed g0v01nmont ‘expenditures (L} on exp01ts (X) and
.gopernment expendltures 1agged one perlod (Et 1) Our main aim
was to determlne the nature of the concept of export-propelled
ecoﬁomies,sand'te determine the natute-ofrthe impact of fiscal
policies on exports. In light of our present paper, we feel it
is uwseful to hlghllght the results of that document, and speci-
flcally the equat;on that was tested. The equatlon was of the
ordet-efl a'plagged edfustment model. We had
| 1¢gst,= AZ + b1ngtr+ (1-2)10gEt_1+ U, - (A.1)
In dts ﬁofmal”muitipariate form, we had o

ldg. = loga + vliogX, + wlogh, ; + U (A.2)
where 1n equatlon A.1l, E is government expenditurc; A is ajcon—
stant b is an estlmate of the short-run elast1c11y, Z measures
the speed w1th whlch the dependent varlable,kE, ad)usts to
equlllbrlum, (1 Z)/Z measures the mean. adjustment lag; and b/Z

g measures or estlmates " the long run elastlc1ty of government

expendltures w1th respect to expoxts

In table A 1 we present rho 1esu1ts for the lLastern Carlbbean

States dccordlng to the equatton form of A.2. In:tahle ‘A2 we

present the results accordlng to the equatlon form of A.1.
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Table A.j

EXPENDITURE AS A FUNCTION OF,EXPORTS:AND EXPENDITURE LAGGED ONI:

PERTOD
Country Intercept v W Rz' SER
Antigua - 3.022 L174% ~1.615 JTAO 537
- ‘ .650)  (.931) -
Dominica 140 086 NN 9974 030
j .162)  (.110) -
Grenada = ~.512 L596% .532% 944 .099
, .240)  (.141) ‘
Montserrat  .069 044 - .058% . .978  .055
| - .093)  (.086) o
St. Kitts/N/A-.399 .021  1:043% .981 049
' o .133)  (.073) - '
- - : - - ES ® -,
St. Lucia  ~-1.339 .341 . 860 .984 .071
L ‘ L154)  (.141) g
St. Vincent .-.181 .007 1.025% .994 .031
D 121)  (.043) '

Source: Jonestendritkson (1979:197), Table 3. .

These values in parentheses are the standard errors.
The stdrred values are indicative of t-values which are
significantly different from zero at the 5% level of
~ significance. The t-values are obtained by dividing the
~each of the coefficients by the respective standard

errors.

‘The equation associated with the above Tesults is: -

IOgEt = loga + y1ogxt * \n:l'ogEt“1 + Ut

é
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Table A.2

S OF THE EXPENDITUREfEQUﬂTJON

b/7

‘Country  b 7 (1~2)/Z

ﬂntjgua 2.1?; Z,Ejﬁ .831 r ~.018 ) N
Dominic@ j ;036 .163 . 835 8.709 o -
jGr‘ergada 598 - .468 1.278 1.137

‘Montserraﬁ’ 044 ' .041 1.073 g;;SQU 

St.l{iﬁtts,/:N/.A.oz;l ~.043 -4.853 ~24.256

St. Lucia  .341  .140° Z.436G T6.143

St. Vincent ‘007 ﬁjozs - .311  -40.366

Source: Jones-Hendrickson (1979:198),

Thé'equation from whiqh these

ist

lngt.

Table 5.

AZ + blogX, + (1~Z)L0gEtF1j+ U,

values were derived
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From the results in table ALl, it is obscrvvable that all of

~exports variables, cxcept Antigua's, are inelastic. I[n the casc

of Antigua, a 10 percent increase in exports brought about a

21.74 percent increase in public expenditures. St. Vincent's

- case was very minute. Here, a 10 percent increase in exports

bfought about-a .07 percent increase ipn public expenditures.

The t-values for Antigua, Grenada and St. Lucia‘are signifi—

- cant for the exports‘variable at the 5 percent level of sig-

nificance. All of the lagged variable coefficients,except

~Antigua's, are sigficant at the 5 percent 1evé1 of significance.

Given thg collinearity between Et and_Et_l; we'expected the
statisticai significance of éhe latter variable.

Iﬁ the lagged vafiabie case, Dominica, Moﬁtserrat.and
St. Lﬁcié preséntéd instances of inelﬁsticities.'The:othér
states had posifﬁve elasticities, except Antigué. Finally,g

in all of therstates, except Antigua, over minety percent of

the variation is being explained. While the Rz for Antigua 1is

,1essnthan ninety pércent, it is still significant, it we

considerrthe ovefgli Fvvalﬁc._In this canse the F»valuc,ié
25.69. if we test the nuli_h?pothesis that ¥ = Q.%ﬂ at tﬁe
1 percent }efel'ofsignificance,the F(Z;lB)'is\S.nl. Since
26;597is gfegtér,fhan 6.01 we reject the nuli hypothesis.

_ Uﬁderpinning the results in table A.Z-areithe short-run

(b)) and 1qngrrun (b/Z)} Qlastigitias, and the mean adjustment

lags(1-2)/7. On the expenditure side, the longffun elasticities

for allrstates,'ektept_Antigua, are greater thag'the short-run

elasticities. There was one unexpected case, that of St. Kitts-
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Névis~Anguilla. Here, the results indicated that a 10 bercent‘
'intreaéé in'cxpofts was asséciated with a 48.53 pcercent de-
crease 1in government éxponditufes. |
The speed with which-actual expenditures adjusted to cqui-

1ibriumréxpenditures was the longest for Antigﬁa, 2.615_yearé
_and,the shortéstrfor'Montscrrat,_ox about_tﬁo weeks. These -
data are to be comﬁared with the negative results for St. Kitts
Nevis and Anguiila and St. Vincent. These ‘negative results
were unexpectedfrThey present a éhallenge in terms of a sound
economic explanﬁtion. We are inclinéd to beliéfe that a one
period iﬁg model may‘not berapﬁlicable to thérexpendifure
vis-a-vis exports relétidnships inlthertase ofrthese two
rstates. | | |

'The.méaﬁ adjustment to equilibrium valueé occurred abové
one ygarfiﬁ-fhe_cases of‘Dominica, Grenada,‘Monfsérrat and-
S£l Lucia. it weht-from a low of 1;1377yearsrin Grenada tb.
a high'of 2313907yéars in the case of Montserfat. There are
thfeerﬁegafivé'yalueé for the 5tates of‘Antigﬁa;rSf. Kitts;
.Nevis and Anguillé,'and St. Vincent. |

ALl thihg5 being equal, it is safe té say.thét there-is
a definiéé_réiatioﬁéhip between exborfs and govérﬁméﬁt in the
the'EasterniCaribbean States. The slopes ih the lap adjust-
mén£‘m0d61 are'posifive; These are in accordance with my in-
terpretation iﬁ-the present paper where fhe'point is_madé that
dG/MXHQshoﬁldfbévpositive, as oppbsed_to'negatiVe-from the
coﬁvenfibnallreading of the issues. Some more ﬁbrk ﬁeeds to béf

done on this issue. .
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