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Introduction

Encouragement of capital flows from the industrial to
the developing nations was widely accepted as an important
element of international development strategy in the early
post-war years. With the recovery of the European nations
from the‘ravages of +he War, and the emergence of many former
colonies as independent nations, this position took a stronger
hold, and in 1961 when the first United Nations Decade was
launched, it was prpposed that the developed nations should
aim at transferring 1 per cent of their national income to
developing natiéns aslfinancial assistance.l This target
(which incidentally covered both official and private capital
flows) was subsequently adopted by the UNCTAD Conferences of
1964 and 19682, as well as by other forums. The Pearson
Report,3 for example, published in 1969 endorsed the 1 per
cent target and suggested 1975 as the date for meeting it.
It, however, went further and fecommended that development
agsistance should be increased from 0.39 per cent of GNP in
1968 to 0.70 per cemt in 1975, 'and in no case not later than
1980'. At the start of the 8econd United Nations Development
Decade in 18970, 1t was urged that each economlcally advanced

country should endeavour to provide annually by 1972 for the



benefit of developing countries, resource transfers in the
form of net disbursement of a minimum amount of 6ne per cent
of its gross national product at market prices, consiéeration
being given to the special situation of countries which are
net importers of capital.u Within this overall target a
option of 0.7 per cent of GNP was set for official

development assistance (ODA).

Available data indicate that by 1983/84 the ODA/GNP
patio for Development Assistance Countries (DAC) was 0.36
per cent as compared to 0.3% in 1970/71. For a few countries
(including the United States and the United Kingdom) the _
proportion actually fell in the period. Of the seventeen (17)
DAC countries, only five (5) had an ODA/GNP ratioc of over
0.7 per cent in 1983/84%. In the absence of inadequate official
flows to developing countries, and given the difficulties they
have encountered in borrowing fpom multilateral institutions,
many of them have turned increasingly to the private markets
to finance current account deficits and development programmes.
Tt is estimated that international bank lending now represents
more than 50 Pef cent of international capital flows and more
than 50 per cent of total long-term external debt of developing
countries. "Claims with a maturity of more than one year now
represents about 50 per cent of total bank claims, thus
contributing to the medium-term financing of current account

deficits."5 Tnereasing reliance on commercial bank loans has



also been encouraged by inadequate flows of private direct
investment. In fact, throughout the 1970s and early 1980s
official development assistance grew more rapidly than private

investment.

Commonwealth Caribbean countries have not been isolated
from the trends outlined above. Several of these countries
have ventured to borrow abroad from eommerical banks, but in
most cases such loans still form a small proportion of the
total outstanding debt. The borrowing activities of a few of
these countries have been hampered by low credit rating
resulting from poor export performance, low or negative growth
‘rates and inability to service past debt. Private capital
inflows have dwindled in vecent years, and in certain cases
there has been a net outflow of funds as a result of dis-
investment being larger than inflows. The paper examines the
current account performance of the various countries and the
main sources of finance since 1970. Some of the issues
associated with the various sources of finance are raised
against the background of changing financing trends. The
paper is divided into three main parts. In the first, we
clarify some balance of payments accounting concepts and out-
line the perspective which assigns to capital imports an
important role in the development process. In the second, we
examine the experience of individual countries with respect to
capital movements. And in the third section, we discuss
some issues connected with two major forms of capital flows,
viz, foreign private direct investment and government borrow-

ing. In the final part, we present some concluding observations.



The Functions of Capital Imports in a Development Coentaxt

Tn the 1950s and 1960s it was widely assumed that
the major problem facing economic development was a shortagé
of capifal. In the absence of inadequate levels of domestic
savings and foreign exchange, external rescurces were needed
to cover both a savings-investment gap and a trade gap. In
this context, two gaps modelse came to occupy a prominent
place in the development literature. Assuming a simple
relationship between capital and output a major purpose of
these models was to project external capital requirements,
based on ' certain rates  of growth., In the light of the
development experience of the last two or three decades and
a greater understanding of the development process, such
exercises have lost a great deal of their early popularity.
Thig, however, has not diminished the call for a greater
transfer of rescurces from the developed to the developing
nations, which is now made with even greater intensity in the
context where loan repayments in a number of cases are
exceeding annual disbursements aﬁd private capital'service

payments are often greater than new inflows.

Foreign dapital flows tend to take a variety of forms.
Private direct investment, portfolio investment, government
to government (including agencies) loans or grants,export
credits, commercial bank loans and lending by multilateral
dgencies are among the best known. Some loans are made on

striet market terms (hard loans), while others may possess



varying degrees of grant elements as they relate to interest

rates

o

nd grace and repayment periods (concessional funds).
Some loans have non-financial conditions attached to them.
Since each type of finance tends to be associated with
different economic and political implications, some observers
think a clear distinction should be made between the various

‘7
kinds of foreign inflows.’

From a balance of payments accounting point of view,
an attempt (baséd on theoretical reasoning) is often made to
distinguish between autonomous transactions and accommodating
tpansactions, i.e. distinguishing between transactions that
are undertaken for their own sake and those which have their
 source in other transactions elsewhere in the account., In |
practice, this dichotomy is difficult to maintain given the
problems in identifying the motivations of individual trans-
actions, particularly where short-term capital flows are
concerned.8 At one extreme one can adopt an approach that
draws the line below the current account balance i.e. treat
all capital inflows as accommodating. Some presentations
attempt to capture the spirit of the distinction by using a
basic balance approach which focusses on the current and the
long-term capital balance in an attempt to show long-term
tendencies and a balance unaffected by fluctuating easily
peversible or speculative flows. In this framework all long-~

term capital is regarded as autonomous, and all short-term



as accommodating. While this apprecach is useful for some

s, it does not strictly meet the theoretical rationale.
Making a distinction between long-term capital and short-term
capital is quite problematical, and often involves an arbitrary
approach since conceptions of long and short can differ. In
practice, capital with an original maturity of less than one
year is generally regarded as short-term. Rather than distin-
guish between types of transactions, many countries prefer to
make the distinction between types of transactors. In this
approach, the only item below the line is the official settle~-
ments balance. OFf eourse, not all official transactions are
accommodating. Given the tendancy to associate welfare
changes with the 'balances', many countries prefier to simply
publish the details of the various transactions, leaving

interested parties to make their own interpretations of eventsp’

A common feature of all forms of foreign capital flows
is the association with foreign exchange availability. The
importing country gains foreign exchange, while the exporting
country loses it in the immediate transaction. Subsequently,
the process is reversed when loans have to be sevviced, or
profits remitted back home, or in the event of disinvestment.
For the capital‘importing country, foreign funds not only
supplement domestic savings, but expand its foreign purchasing
power. Foreign capital thus allows a higher level of imports

'of both consumer and capital goods without a net loss of



foreign exchange reserves. It facilitates not only consump-
tion, but investment. By enabling a country to import more
than it -exports, it discourages the imposition of exchange
and trade restrictions, and thus prevents the distortions
to which such measures give rise in the domestic economy.

The adoption of restrictions by one country often invites

In pvecognition of this, the provision of short-term credit
to finance balance of payments deficits was a major reason
for the establishment of the IMF which has as one of its

main responsibilities the liberalization of international

trade.

It is often argued.that in the short-term developing
countries need a continuous flow of capitl, since it takes
time to develop the productive base of the economy and to
inerease productivity. For this reason, private capital of
a long-term nature and loans with long maturities tend to be
more greatly appreciated. The premise for attrac%ing foreign
capital is that the economy will move along a path that not
only reduces the need for foreign exchange, but results in a
higher national income and a greatly enhanced foreign exchange
earning capacity that makes the servicing of foreign capital
an easy task for the economy. In this connection, it is
often suggested that thére should be greater emphasis on

attracting equity capital, rather than loan capital, since the



servicing of the former depends on the making of a profit,
while the latter has to be serviced regardless of how or
where‘it is spent. Very often, however, public borrowing is
undertaken in the absence of an inadequate private fléws.

Since equity investment is more directly associated with
private enterprise, the two forms of capital are not completely
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substitutable, at least in the

Fvents do not always turn out as theory suggests.
Some countries which have long been the recipient of foreign
capital have nat been able to develop any substantial non-
traditional expoft capacity, and have become increasingly
dependent on foreign resources. Structural transformation has
proved an elusive goal. One of the arguments for foreign
capital is that the initial inflows would generate further
investment, income, savings and employment. The extent to
which this happens often depends critically on public policy.
With respect to private capital, some of the incentives
offered to attract foreign investors have not only often
proved to be unnecessary, but counter-productive. Inward-
looking strategies have in many cases worked against the
development of an export potential. As far as borrowing by
governments are concerned, a significant part of such loans
has been used to finance consumption or spent on prestige

projects, which have contributed little to productive capacity.



Donors and lenders themselves often determine where resources
go and may finance projects that have a high profile, rather
than those that can make the greatest contribution to national
development. At the global level, political and strategic
coneiderations rather than need,exert a strong influence on
the pattern of resource allocation. Beacause of these distor-
tions, capital may not flow to activities or areas where its
marginal productivity is greatest. Some observers argue that
the availability of foreign funds tend to discourage domestic
savings efforts. Such funds do not supplement domestic
resources, but replace them. Rather than finance investment,
it is further contended a large part of foreign capital is
used to increase consumption.10 Econometric studies have
shown that in some cases there is not only a negative relation-
ship between domestic savings and foreign capital, but also

between the latter and growth.ll

In the following section we examine the current account
performance of individual countries and the main sources of

finance.
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Bahamas

The Bahamas produces very little of what it needs,
either for domestic purposes or for the tourism sector.
Imports are critical to the functioning of the econcmy.

While earnihgs from merchandise exports pay for only a small
part (on average about 25-30%) of total import requirements,
the foreign exchange from tourism and other services have been
able to offset a large part of the trade deficits over the
years. Between 1970 and 1974 the country had current

account deficits in four years, but this was followed by

five (5) consecutive surpluses (see Table 1). Thare has been
a deficit in every year since 1980 totalling .B$294.0 million
between 1980 and 1984. While the net capital account balances
in this period amounted to only B$191.0 million, the external
reserves of the Central Bank increased steadily from BS78.7
million at the end of 1979 to B$181.5 at the end of 1985,

continuing the trend from 1970.

Though the capital account balance fluctuates greatly
from year to year, generally it‘has been positive, except for
three years since 1970, viz, 1978, 1984 and 1985. These
balances, however, are substantially less than those of the
services sector in the curirent account. Between 1970 and
1985 they averaged about 12 per cent of the latter. An
examination of the data for the last few years perfaining to
the private long-term capital accountaééﬁaéto show a reversal

of the trends of earlier years. The property purchase/sales



TABLE

1

Bahomas: Seiected Balance cf Payments Data, 1970-85

BSmn
Current Acgount Capital ."u:c::un(:I

Trade Services | Current Private Long Term [net) Other i Capital External

Year | Balance| Balance Accounc j Froperty  |Loans/ | Otner - 1 Public Govern-t Commercijall Financial ' Account Reserves of
Balanca |Purchases/ Repay- | Invesc- | 'O 2| Corpora- | ment Bank Institutions Balance CentEal
Sales ments | ments ticns (net) (net) {net) ‘ Bank
{nat) '
ig7e | -225.5 | 18z.7 -53.3 .a. n.a. | n.a n.aJ 5.2 -1.8 n.a. {on.a. ¢ 78.0 15.0
i !

1571 | -228.1  226.0 -181 fn.a n.a. | n.a n.a.] 6.0 -2.2 2.0 n.a. 98.0 19.1
1972 | -124.5 | 223.4 ] 86.7 n.a. a.2 n.a. 75.0 3.8 -1.8 2.0 a.a. 78.0 32.0
1973 | -212.% [ 151.9 t72.2 3.4 1.5 | b&.§ 79.3 ] 4.2 6.5 ~3.9 n.a, 90.6 4o.o
197% | "zez 2474 -57.2 17.6 7.0 93.1 117.7 | -z.0 2.4 7.1 ;o 12.0 118.1 1.6
1975 | -222.8 | z91.6 53.6 8.7 2.4 39.3 s0.91 -7.8 -5, 1 -11.4 -2.1 38.0 45.5
1976 | -28B.6 | 331.1 70.9 7.1 5.3 5.0 1741 -5.3 5.0 -23.6 I‘ -5.8 7.1 55.9
1977 | -23%.% | 356.2 108.5 20.0 3.6 ) 1.y 34.8 | =3.6 8.2 27.5 y -7.8 . 3%.4 67.2
1978 | -290.9 | 4CO.% 94.7 |- 2.3 ~14.4 1.1 i-15.6| -&.0 -b.2 -4.2 | 6.0 ;| -25.8 53.8
1975 | -427.0 | 446.8 15.8 8.1 -6.1 1.5 3.5 8.4 -7.7 -19.7 0.4 l k.2 78.7
1980 | -600.%& | 587.1 -i5.2 |- 0.5 3.5 4.5 7.6 10.2 7.6 ~5.3 -0.8 po10.2 I 2.6
1981 {-620.5 |541.3 -82.3 15.5 52.9 | 18.6 g7.0l 27.0 31.3 17.8 -0.4 | 145.6 { oo
1982 ) -541.8 | 4749 -63.1 |- 3.4 22.3 8.2 25.1 | 2.1 6.4 5.4 1.3 | 73.6 : 113.6
1983 ) -8557.0 | 555.% -345 |- 2.3 8.7 | -3.7 277 | -6.3 18.4 -17.8 -1.5 4.8 | 237
1984 | -604.3 | 554.1 ~48. 4 - 5.3 0.0 -0.4 -45.9 | -8.1 -1.6 -21.5 ~2.,3 1.k 162.5
1985P 1 -595,4 | 538.3 -50.4%  |-10.4 8.7 |-21.4 |-23.1 | -8.2 -l0.5 | 25.9 2.1 ~41.8 ~ 1815

1. MNon-menetary sector

2. At end of year

P. Frovisional

n.a. Mot available

source: Central Bank, Quarterly Rcview’\n’aricus Issues
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component experienced positive inflows in the period 1873-77.
Between 1978 and 1985, net outflows in six (6) years were
recorded. The private loans repayment category indicates a
considerable drop in the balances since 1983, compared to

1981 and 1982. The 'other investments sector' (which includes
direct investment) experienced posi
1973 and 1982. Since then, net flows have been negative. If
we were to exclude 1981 and 1982 which were heavily influenced
by private loan repayments, the private long-term capital
account is estimated to have experienced a net outflow of
B$30.0 million between 1978 and 1985. Capital movements
prelating to the public corporations and the governmment accounts
are strongly influenced by external borrowing activities and
servicing of these loans. As we shall see latér,the foreign
debt of the public sector has increased significantly in recent
years, as have amortisation and interest payments. For
instance, in the period between 1979 and 1985, new drawings

by both the Government and public corporations totalled

B$274.6 million, while debt service charges amounted to B$298.9
of which B$125.4 million were interest charges. There was,
therefore, a net transfer of resources abroad -of some B$15.0

million in the period.l2
Barbados

Between 1870 and 1984 Barbados experiericed a~curpent
éécduht‘défiéifrin every year, except 1984, when there was a

surplus amounting to one per cent of GDP (see Table 2).
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TABLE. 2

Barbados: Selected Balance of Payments Data, 1970-84

BSmn
Current Account Canita]l Arcount o Basic 1 Gveratl Reserve Ret
Trade Sarvices Brlance Long Term Gapital Flows | Shorf Ter, Lasit.] tlows | Other Capits] Flows § Net Balance Balance Hovementis , Intar-
Balance uf whi.h Corrent —— Privale Sector Puplic | 3 Commerctal | Grher*}! Capital [+ decrease) nationa!
Alt Net Fuldic account | et Pert~ ¢ Public, § Sector Grher Ganks Muvements {- increase) Reserve:
Year Services| Direct | Externat Direct folio| Sector I
Balance
invest~ | Debt {nvest-
ment Interest ment |
income .
1970 {-163.7 | 79.§ | - B.2 -8 | -83.7 | 15.9 7.0 | 0.6 -0.3 2.7 . - 26.5 | uIogC f“'g 245 33.0
1971 {-178.2 | icB.9 | - 7.7 - 1.6 § -633 | 29.2 3.2 -0.06 2.3 1.6 [~ - %3 T3 3 - 13.8 37.0
1972 [-198.2 122.0 ~T1.1 - 1.6 - 76.2 33.4 -0.% | 5.0 -0.9 -2.8 | .- - 3.2 2 -3 - 1 g 1.0 50.3
1973 |-234.9 | 138.8 | ~11.8 - 2.5 | - 9.1 ER) 6.5 [61.0 -7.6 1.5 | z.0 - 3.0 b.5 |- 25 255 ho.
ts7h |~280.8 | 182.4 | -~10.5 - 5.7 - 88.4 | 12,4 16.2 |-7.1 1.0 -0.4 | 57 - 28.0 A I g 7.9 9.3
1575 i-246.9 | 163.2 | -16.2 - 33 | -838 | 4h7 6.6 1-0.5 -0.2 6.9 . |-0.3 0.1 56,7 N - 348 85.2
1976 :-324.4 195.9 - 7.7 - 2.9 ~128. & 12,4 6.4 § 5.5 5.3 Loy t 2.1 -1.0 56.0 iy 36-0 36.0 56.4
s77 |-378. | 271.2 | - 5.2 - 3.1 | <1032 | 9.3 185 JiL} -1.5 1i.5 19.2 9.7 59.9 IR S el - 9.2 76.
1578 {-h06.5 | 343.6 | ~1:.3 -5.6 | -62.9 | 13.B -6.6 [32.0 -1k 32.2 [ 8.4 -2.2 £1.0 ity 3 3 - 583 127.2
1979 {~586.0 4a7.1 -1t - 3.9 - BB.9 10.2 -35.0.] 9.0 1.5 L5.6 } -8k -1.2 17.0 B *u-{ !g ? - if-l 1456
1980 {-687.3 : 633.1 -10.6 - 9.7 - 54,3 1.8 {-ri.k [53.7 -1.4 51.€ l 5.3 1.5 100.2 P Js T 162-0
1591 {-gas.0 | s7.2 | -16.8 -15.0 | -250.1 | 143 | k2.0 |9B.8 0.2 6.2 ' B.7 16.5 242.6 R e bi.9 126.
1592 {-889.6 | 606.0 | -12.5 ~20.5 - 83.6 8.8 -1&.1 [35.2 3.2 .4 bira 24.5 $5.6 . fé-7 ! -5 - 65.9 1880
1883 [-701.9 | €01.3 | - 8.5 ~23.9 -100.6 L5  1-17.7 [57.5 0.0 £.3 ! 367 £2.5 036 | ?]-3 3.3 - h2.6 225,
1984 |-642.0 | €8&.4 | - 8.7 TR B I e N S SR A -2 &.0 j-0-2 1.2 287 2 2 - "16.8 1.5
1. MNon=monetary sector
2. tainly lodns and suppiieors' crediz
3. Inciudes private sector trade credits
k, 1includes movements in foreign assets of the Ceatral Bask not included in the Tareion ¢ crves

Sugh assecs Tnciwde bonds of fnternational iending agencies {which neve an crigin. .
maturity of one yearl and issues of Tareign governments
5. End of vear position.

Sourger Central Bank, Bzlance of Payments of Borbados, Various fssues; Annozl Statigiic ifices: Variows Issues;

iMF, Financial S.aristics, Various lssuss.
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The trade balance was consistently negative in the period,

but a major part of these deficits was offset by surpluses

in the services account which has tended to be consistently
positive, despite a significant increase in interest payments
on the public debt in recent years. As a result of both
private and public sector capital inflows, the capital

account (non-monetary sector) was positive throughout the
period, except for 1984, In the long-term capital oategbry,
direct investment inflows have tended to fall in recent years,
while public sector borrowing has taken on more significant
dimensions. Between 1970 and 1978 net direct investment
inflows averaged B$20.2 million per year. Since 1879, however,
the average has been around B$é;0‘million per year. In 1984,
there was net outflow as a result of the reduced level of
investment and the sale of equity by foreign concerns.

Between 1970 and 1984 total net direct investment inflows
amounted to B5219.0 million, giving an average of BS1u.E
million per vear. In the same period net direct investment
income (which is included in the current account) amounted

to B$161.0 million with an annual average of B$10.7 million.

In the fifteen year period between 1970 and 1984, the portfelio
capital balance was hegative in seven years. Total net flows
for the period was minus B$%16.3 million. With respect tc the
public sector long-term borrowing (loans and supplieré'

credit)inflows between 1977 and 1984 totalled B$309.9 million
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as compared to B$51.4 million between 1970 and 1376. Between
1980 and 1983 these inflows averaged arcund 59 per cent of the.

current account deficit,

In the short-term category, private sector inflows have
generally been positive. Between 1977 and 1982 net inflows
totalled B$225.0 million as compared to B$13.7 million between
1970 and 1976, In 1983 and 1984 there was sharp fall in the
contribution of this sector (which is dominated by trade

credits) to the capital account.

The figures reccrded under 'commercial banks' refer to
tpransactions of non-residents with banks operating in Barbados
as well as funds brought into Barbados by the banks for on-
lending to both the publiec and private sectors. The figures
indicate great fluctuations from year to year in the movement

of these funds.

Despite a persistent defieit in the current aeccount,
the overall balance was in surplus in nine of the fifteen years
between 1870 and 1984, With the exceptiocn of 1981 when there
was a tremendous increase in the current account deficit and
the country's foreign reserves declined by some B3U45.0 million,
reserves have increased in every year since 1977. Net inter-
national reserves at the end of 1984 was equal to just over

two months merchandise imports.

Guyana

Guyana is one of the Commonwealth Caribbean countriss



most severely affected by a shortage of foreign exchange gince
the mid-1970s. The cumulative current account deficits
between 1970 and 1984 amounted to 6$3,245 million dollars (see
Table 3). Since 1976 the payments problem has been critical.
The country experienced a deficit of 6$35 million in 1975,
which was equivalent to 3 per cent of its GDP. The current
account balance improved in 1978, but in the period 197S-8H
fluctuated between 65208 million and G$468 million, As a

per cent of GDP, the deficits since 1981 have averaged over

29 per cent. Both the trade and services sectors have con-
tributed to the growth of the current account deficits.

Since 1976 the trade account has shown a positive balance in
only one year, viz, 1978. The deficit in the services
account, which was less than 65100 million in 1979, has grown
to over G$200 million per year in recent years. A major
factor influencing this trend has been the increasing interest

payments on the foreign debt.

Data on the capital account for recent years are not
readily available in great detail. Capital inflows between
1970 and 1975 more than covered the current account deficits.
Net international reserves increased from G$54.6 million at
the end of the 1970 to G$197.3 at the end of 1975. DBetween
1976 and 1984 naﬁ capital inflows are estimated to have amounted
to only 20 per cent of the cumulative current account deficits.
As a result, the net international reserves position deterio-

pated from a positive G3$197.3 million at the end of 1975 to
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TABLE 3
Guyana: Selected Balance of Payments Data, 1970-84
GSmn
Curnent Account Capital Accoun?.I
Services Balance Current Private Soctor Overall ?:Eer-
¥ Trade A1l insvestment Atzaunt Direct fther Orker |Official Balance Balance i
ear . . nationa
Balancge Services Income Balance Invesc- | Long Term Short Capltal an Capital Rese X
2 rvas
ment lnvestment { Term Receipts Account
{net) {net} {ret} | (nec:
1970 | - 3.4] - b0 | - 42,5 - 6.7 | 17.9 - 0.5 - 3.6 | 21.7 35.5 2.1 54.6
1871 23.2 - 38,1 - 36,0 - 13.2 | -3.B 14.6 - 4.8 32,1 33.3 -12.7 67.3
1972 [.g - 25.5 - 2.0 - 22.5 8.2 5.4 1.0 24,4 35.7 -22.4 89.7
1572 - 8.4 - 3%.0 - 17.0 ~123.4 17.6 1.0 2.4 33.0 £3.0 h7.9 41,7
1974 33.0 - 45,0 - i8.0 - 17.0 18.0 2.4 14.7 57.5 g2.8 - 63.6 105, 4
1975 43.8 - 70.¢ - %C.0 - 35.2 5.0 7.5 - b5 j102.2 0e.2 -32.3 187.3
976 - 216,10 -1i9.2 -~ 59.0 -350.8 -3.9 -19.8 .- 4.8 1176.86 148, 3 231.3 ~ 3.4
1977 - 1433 - 98,0 - b5.7 ~251.1 3.0 -1%.0 - 5.0 B4.7 {60, 7 7h, ks - 100.2
1978 hz.7 - 98.5 - 56.3 - 72.3 1.0 17.3 - 3.7 piez.¢ 97.2 ~-2k.9 - 109.2
1373 - 837 ~145.4 -~ 72,2 -208.1 1.5 9.9 3.8 7h.2 16l 6 123.5 - 251,3
19390 - 92.4|  -206.0 - 87.0 - 5006 1.2 0.3 6.5 | 71.6 B5.6 214.8 - 470
1981 - 268.2 -208.2 -163.7 -475.8 ~5.0 17.7 noa. b 3480 3606 -175.2 ~ 620.0
1982 - 116.0 ~261.0 -13¢.3 -426.0 i3.2 -11.6 n.a.| 163.0 113.8 -z80.8 - 9h6.2
1983 - 165.2 -221.0 - BB.0 ~468.0 14,1 -56.0 n.a. 75.0 -162.G -566.1 -1,263.6
1964° | - sg.2] 2676 | - 77.% -436.0 | n.a n.a n.a.| 45.0 -216.1 -546.0 -1952.7
P. Proyjsional
1. Non-monetary sector
2. End of year pusition
n.a. MNot availatie
Souracs: Cantral Rank, Apnual Repert, Varlous Isyucs and Sta Patical Bulletin, Septamber P30
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minus G$31.% million at the end of 1976 and minus G$1,952.7
million at the end of 1984. Since the early 1970s official
capital receipts have dominated capital flows. For instance,
between 1971 and 1984 inflows to the public sector amounted
to about 80 per cent of net capital inflows. Because of its
inébility to raise funds abroad, as a result of its poor
credit rating and continuing debt servicing obligations, net
receipts by the official sector have fallen considerably in
recent years. Public policies and the economic and political
climate since the mid-1970s appeared to have adversely affected
inflows of privvate foreign capital. The experience of both
the private and public sectors has contributed to the deficits

in the capital account in recent years.

i

Poor export performance and the decline in foreign
capital inflows both to the public and private sectors have
resulted in a severe cut in imports in recent years. There
appears to be little scope left for further reducing imports
without even greater adverse effects on the standard of living

and the efforts being made to stimulate the economy.

Jamaica

Jamaica experienced a current account deficit in every
year between 1970 and 1984. As a percentage of GDP, this

defiecit averaged about 9'per cent between 1970 and 1976. The
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proportion dropped during the following four years, averaging
around 4 per cent. Since 1981, it has increased sharply,
averaging over 12 per cent between 1981 and 1984. The current
account position has been influenced by a consistent negative
services account, and trade balances that were positive in
only twe years during the pericd (see table 4). The currenf
account deficits would have been larger in the absence of the
substantial inflows of unrequited transfers since 1979. These
transfers amcunted to 41 per cent of cumulative trade deficits
in the 1979-84 period. A major factor affecting the trade
position was, of course, the significant increase in oil
prices during 1970s and early 1980s, and the problems facing
the bauxite industry. The down-turn in tourism as a result

of the political climate during the 1970s contributed to the
unsatisfactory performance of the services sector. In recent
years interest payments on the foreign debt has contributed
significantly to the deficits in services and current accounts.
Actual interest payments between 1978 and 1984 have ranged
between 41 per cent and 92 per cent of the current account

deficits.

With the exception of one year, the capital balance
has generally been positive. These surpluses, however, were
of a magnitude only on five occasions to offset the current

account defiecits. Until 1975, the countyry was able to
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TABLE &
Jamaica: Seieateg Slance of Paywents Data, 1770-3h
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finance the overall deficits and maintain a positive net
foreign reserves position. In 1976, as a result of the
worsening of the current account position and a sharp drop
in net capital inflows, the overall deficit moved from
US$81 million in 1975 to US%$262 million. As a result, the
net foreign reserves changed from plus US$68 million at the
end of 1975 to minus US$199.5 million at the end of 19786.
The net reserves position has been negative since. At the
end of 1983, it dipped to minus US$808.9 million, but improved
the following year as a result of a reduced current account
deficit and inflows of official and private short-term
capital.

Between 1970 and 1975 rnet direct investment flows were
positive, varying between US$22.2 million and US$161.0 millicn
per year. In the eleven years following 197%, the figure was
positive in oﬁly two years. Not only has new investments
slowed down, but a certain amount of dis-investment (capital
flight ) has taken place. In the mining sector which attracted
a great deal of investmsnt in the 1950s and 1960s, inflows of
foreign capital has virtually ceased. In the late 1960s
énd early 1970s, private capital inflows associated with
expansion projects in the bauxite and tourist sectors
accounted for approximately 30 per cent of domestic capital

13

formation. The negative balance of payments effects of
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direct investment movements tend to put in sharper focus the
continued outflow of income associated with foreign capital,
even though the absolute amount has fallen in recent years.
Between 1970 and 1974 total direct investment inflows

amounted to US$352.8 million while direct investment income
outflow totalled US$301.5 million. Between 1975 and 1984 net
direct investment outflows were of the order of minus US$70,9°
million as compared to direct investment income of outflows

of US$L30 milliomlLL Other private long-~term capital flows
which were positive until 1976 has been consistently negative
since. Between 1978 and 1984 there was a total net outflow

of US$367 million. Private short-term capital varies widely
from yvear to year. Between 1970 and 1984 this account was
negative in only four years. In recent times, capital movements
associated with government borrowing have dominated the capital
account. Between 1978 and 1984 official inflows totalled
US$1,720 million, as compared to U$S$352 million in the previous
seven yeérs, A substantial part of these resources were for
financing the balance of payments deficits. At the end of
1984, more than half (US$629 million) of the Bank of Jamaica

external debt was owed to the IMT.

Trinidad and Tobago

Between 1970 and 1973 Trinidad and Tobago experienced
a current account deficit in every year, with a cumulative

. total of TT$683 million for the period. (see Table 5). In
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TASLE 5

Trinidad and Tobage: Selacted Balance of Payments Dara, 197¢-34

Tismijlion
Cursent Account [ Capital Accnunti Overall Net

frade | Gervicss Account Current | Direct | Other Net Net 8alance ::::ie:s
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’ Ingome Exterpail Loans
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the following eight years, there was a deficit in only one
year, and that was in 1979. The net surplus for this period
was TT$4,031 million. Since 1982, the current account has
been consistently negative, the total deficits for the period
1982-84 amounting to TT$5,288.S million. The favourable
current account experience. between 1974 and 1981 was due
largely to the increase in international oil prices, and the
effect of these on the trade account. Between 1970 and 1978,
the sepvices account was negative in only two years. Since
1978, however, a deficit has been experienced in every year,
and this has contributed to the payments problem. Even
thpugh there were trade surpluses in 1984 and 1985, as a
regult of the measures instituted to curb imports, these were
offset by the negative balances in the services account. The
sepvices deficits in the 1979-84 period totalled TT$3,779
million. As can be seen in Table 5 two of the major elements
in this account are direct invesement income and interest on
government loans. The falling income . from government's
diminishing external assets has tended to exacerbate the

position.

In the period 1970-85, the capital account was in
deficit in one year, and that was 1976. Two of the main
factors contributing to this situation have been the positive
direct investment inflows and government borrowing. Between
1970 and 1984, direct investment inflows totalled TTS4,488.0

million. In the same period direct investment income

4
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amounted to TT$7,564.3 million. As can be seen in Table 6
the petroleum industries have been the major recipient of
direct invesement. They also, of course, account for the

major sharve of direct investment income. Because of the

depressed state of the oil industry in recent years, investment

has fallen significantly since 1982.

Other private capital flows covers, inter alia, loan
draw~downs and repayments by government-owned non-financial
enterprises and changes in the foreign asset/liability
position of firms other than dipect investment enterprises.
Between 1970 and 1977 there was a net outflow in this
account in four years, the total net movements amounting to
minus TT$75.1 million. In the following five years total
inflows amounted to TT$1,145.5 million. This was followed

by three consecutive deficits in the period 1983-85.

The figures under net official inflows indicate that
Government was borrowing in the height of the oil boom, when
foreign reserves were increasing. This was apparently being
done, not so much out of need, but to help establish the
country's credit worthiness in international capital markets.
A éignificant part of the funds borrowed in this period went

into the highly capital intensive energy~based industries

that were initiated as part of the diversification process.16

The positive inflewd since 1982 indicate that government

borrowing activities have continued in the recession years,

15
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Trinidad and Tobago: Supplementary Balance of Payment Data, 1974-82
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but in the current economic situation, that is clearly more

out of need,

With respect to the overall balance account, two (2)
negative balances in 1972 and 1973 prespectively were followed
by eight years of positive balances totalling TT$7,556 million.
The net foreign reserves of the country increased from |
TP$67.1 million at the end of 1973 to TT$7,686.8 million at
the end of 1981. At the end of 1984, this had fallen to

TT$2,850 million. It increased slightly at the end of 1985,

Organization of Eastern Caribbean States (OECS) and Belize

The propensity to import is much stronger in the 0ECS
and Belize than in the MDCs. For instance, in the case of
the latter, the import coefficient (the ratic of imperts
cf goods and non-~factor services to GDP) in 1984 was 47 pep
cent as compared to more than 75 per cent for the 0OECS and
Belize. For the QOECS group, the export ratio was only 35 per
cent as compared to 45 per cent for the MDCs. This heavy
import orientation is a major factor in the persistent current
account deficits which these small economies experience. The
deficits would be higher in the absence of the significant
crivate transfers asscclated with nationals living and working
abroad and grants from foreign governments. 1In the case of
Montserrat, net transfers in 1984 are estimated to have

amounted te over EC$19 million as compared to export of goods



27

and non-factor services of EC$27 million. For St. Lucia, net
private transfers averaged EC$13 million per year between
1980 and 1984. This was the equivalent of over 30 per cent

of the earnings from domestic exports.

On the capital side, official transfevs from friendly
governments have played a major role in helping to sustain the
high level of imports. (see Table 7). These transfers,
however, hdve not been adequate in the context of the public
sector investment programmes which the various governments
have formulated in the post-independence period. Increasingly,
they have turned teo borrowing both from multilateral agencies
and private markets, not only for project related purposes
but for budgetary and balance of payments support. Servicing
this debt has in some cases tended to put greater pressure on
both the current and capital account. Detailed data on
private capital flows are not readily available. Belize and
OECS countries offer a wide range of incentives to foreign
investors in pursuit of developmental objectives such as
capital formation, employment generation, economic diversifica-
tion, export generation etc. Because of the émall domestic
markets and the inadequate infrastructure, these incentives
have not been very effective. A substantial part of private
investment has flowed to the tourism secfor, which has Leen

one of the fast developing areas in these economies.
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TABLE 7
Selected Balance of Payments Data1 for Belize and the DECS

ECSmn
Current Accounf Capital Account

Current of which gfficial Official Private Capital Overall
Countries Account interest Transfers Borrowings Flows? Account Balance

Balance Payments {net) Balance

{net) L

Antigua - 69.4 - 7.9 5.5 .8 55.3 70.6 1.2
Belize - 38.8 - 6.5 a4, .2t 2. 30.8 - 8.3
Dominica - «8.9 - 2.3 26.7 12.0 11.8 50.5 1.6
Grenada - 64,5 - 2.9 43, h 20.6 -k K 59.3 - 5.2
ﬁontserrat; - 17.8 - 0,2 3.5 o, -9 n.a. n.a,
St.Kitts-Nev.s | =~ 18.7 - 0.4 6.8 L9 5.k 17.1 - 1.6
St. Lucia -100.1 - 2.3 13.8 g.4 58.1 81.3 —~18.8
St. Vincent” - 23.9 - 2.0 11.6 7.8 3.9 23.3 - 8.6

Figures are ayerage for the five year period 1980-84
fncluding errovs and omissions

1979-83

Include transfers

Average 1983-84

A L B

Sources: E£L.A, Economic Activity in Caribbean Countries, various lssues;
IMF, international Financial Statistics and 3alance of Payments Statistics, Various lssues,
Statistical Departments




29

Private Direct Foreign Investment (DFI)

Private foreign capital flows to developing countries
take a number of forms. One of the most important of these
forms is direct investment which implies control by the
foreigr investor, or at least an effective voice in manage-
ment and decision-making. Such control need not require 100
per cent ownership of equity capital. Another form of inflow
is portfolio equity investment which because of limited
investment opportunities, national regulaticns and rates of
return has tended to be less important for developing
countries than direct investment. Portfolio capital is
motivated more by financial returns than the desire for control
of an enterprise. Domestic financial institutions also often
borrow abroad to finance local activity, depending on leccal
interest rates, the domestic liquidity situation and
opportunities for lending. Foreign capital inflows also stem
from borrowing by governments and their agencies in private
capital markets which have come to play an important inter-
mediary role between surplus and deficit countries in the

international economy.

Net flows of direct investment from industrial to
developing countries as a group, increased from an average of
under US$2 billion a year during the early 1960s to an average

of around US$10 billion a year during the 1874-82 period.17
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Despite an increase in the annual direct investment capital,
the rate of growth of such flows has been much lower than
those associated with borrowing from official and private
sources {(see Tables8 and 9). During the 1960s, direct invest-
ment accounted for well over half of all private capital

flows from industrial to developing countries but by the

late 1970s, it represented barely one-quar'ter.l8 The result
of this trend is that by 1983, the outstanding external debt
of non-oil developing countries was almost five (5) times

the stock of direct foreign investment, as compared to abéut

three (3) times in 1973. (see Table 8).

The international environment affecting direct invest-
ment flows has changed in several respects since the 1950s
and early 1960s. In both develcping and some develcped
countries concern over increasing control of key sectors of
the economy by foreign enterprises had led in many instances
to a more restrictive approach to foreign investment. Several
countries either have drawn up codes to govern the behaviour
of foreign investorsy.or issued policy statements (some of
them far from clear) indicating the conditions on which
private foreign capital would be received and the areas where
it will be welcomed or prohibited. Nationalizations during
the 1960s and 1970s added an element of uncertainty to the
'investment.climate in several host countries, leading to a

certain amount of disinvestment. Even in countries where



31
TABLE 8
Non-oi} Developing Countries: Composition of

Financing Flows, 1973-1983

Usébillions

1973 1981 1983

1. Current account deficit 10.9 108.5 52.6
2. Reserve accumulation 9.7 3.7 10.0

Financing (1 + 2) 20.6 112.2  62.6
3. MNet direct investment 4.2 13.1 9.3
4, Official Transfers 5.5 13.1 12.0
5. Net long term borrowing from

official creditors 5.7 24.3 24,5
6. MNet external borrawing from

private creditors 5.7 66.4 18.4
7. Other source's1 _ | -0.5 -4.7  -1.6

1. Includes errors 'and omlssions

Source: IMF, Foreign Private Investment in Developling Countries,
Washington, D.C, 1985
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TABLE 9

Non-oll Developing Countries: External Llabilities,
1873 and 1983

Stock of Average annual
liabilities  Growth Rate

1973 1983 1973 1983
UssSbiliions Per cent

Forelgn direct investment2 ) b7.0 140.9 11.6
Total external debt> 130.1 685.5  18.1
Short term debt 18.4 110.6 19.6

Long term debt 111.8 574.9 17.8
Official craditers 51,0 219.9 15.7

Private credltorsh 60.8 355.0 19.3
Financial institutions’ 17,3 20h.1 28,0

{As a per cent of exports of goods and services)

Foreign direct investment k.5  3i.7
Total external debt 115,484 54,4
1. End of year
2. Book value; net of disinvestments and nationalization
3. Exciuding reserve related credits
4, Including debt not guarantees by government of debtor country
5. fuaranteed debts only

Scurce: IWF, Foreign Private Investment In Developling Countries,
Washington, D.C., 1985
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foreign investment was avowedly welcome, bureaucratic
procedures and unclear regulations often served to discourage
foreign investors. A certain amount of official ambivalence
in the context of nationalistic environments often added to
the uncertainty. In this situation foreign investors devised
new ways for contrclling or penetrating markets, increasing
exports, and dealing with perceptions of political risks.

To satisfy demands for local participation and to reduce

risks, there has been some shift away from direct control Dby
the parent company over management of an associated enterprise,
to management participation, technical assistance agreements,
production sharing, supply contracts, rent of technology
etc.lg There has also been an increasing shift from equity
participation to the use of loans and suppliers’' credit.
Since these developments do not fall within the traditional
definitions of ‘'private direét foreign investment' which has
tended to be seen in terms of equity participation with an

effective voice in management, the extent of foreipgn invest-

ment activity in a country can be seriocusly under-estimated.

In some capital exporting countries themselves, there
is concern over the implications of capital outflow for
domestic employment and the balance of payments. In the
context of high unemployment levels and payments difficulties,
some countries have tended to take a more restrictive approach

to capital outflow, though such investment tends to generate
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foreign investment income which impacts favourable on the
balance of payments in later years. The short-term view,

however, often exerts a dominant influence on policies.

The role of foreign private capital in the develop-
ment process remains a very controversial subject. In the
early post-war years the direct investment component was not
only associated with an inflow of capital, but with manage-
ment, entrepreneurial and marketing experiise, technology as
well as marketing ccnnections. In at least one well-known
model the re-investment of profits by the foreign controlled
enterprise was seen as playing a critical role in the expan-
gion of the local capital stock, the creation of employment
and the rrowth of the modern sector.zo In mcst cases there
has been a great measure of disappeintment over the contribu-
tion made by direct investment to economic transformation.

In many cases fhe export base remains very narrow, and the
technolegy transferred has been inappropriate, or of a vintage
that has had no significant impact on productivity. Despite
this, balance-of-payments problems, poor growth rates and
prodding by multilateral agencies are leading some countries

to intensify their efforts to attract private foreign capital.
Inspired by the export and growth performances of such
countries like South Korea, Hong Kong, Taiwan and Singapore,
some states are not only modifying their development framework,

but adopting more open door policies towards foreign capital.
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Commonwealth Caribbean countries have long been in
receipt of foreign investment. The areas of early interest
were the agricultural plantations, mining, the utilities and
the financial secteor. In the post-war period, attention
shifted to the manufacturing and tourism sectors, as govern-
ments Fparticularly after independence) began to institute
active measures to promote these sectors out of concern with
the narrow base of their economies and the need to create
employment and develop new exports. Emphasis in the 1960s
and 1970s was on import substitution, i.e. the domestic
productidn (or assembly) of goods (largely of a consumer
varigty) previously imported. This did not reduce the level
of imports, but tended to change its composition in favour
of raw materials, intermediate and capital goods. Based on
the infant industry argument, a number of devices, such as
tariffs, quotas, exchange restrictions and licensing arrange-
ments were used to protect the local market. These devices
were bolstered by measures designed to encourage greater
participation in the economy. In order to retain access to
the local markets traditional suppliers found it necessary to
enter into various kinds of arrangements with local business
groups, or to establish local operations in the form of
branches and subsidiaries. This process has in some instances
resulted in a significant increase in service payments, not

only in the form of direct investment income, but in commissions
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and fees relating to the use of foreign management, royalties,
patent and professional and technical services. In the case
of Trinidad and Tchagco such service income (excluding direct
investment income) increased from less than TT$10 million in

1970 to more than 1T$250 million in 1982,

Favoured with an environment free cf competition and
with little pressure to export, costs have tended to remain
high., With respect to exports, parent companies often find
it necessary to prohibit their local operations from selling
qutside local markets to avoid_competition with related
establishments in other territories or in their home country.
The strategy of market control by transnational firms has
werked against exports development in Commonwealth Caribbean

territories.

While, therefore, the manufacturing sector remains
critically dependent on imports of intermediate inputs and
capital goods for survival, the poor export performance of
the sector has resulted in a situation where the net foreign
exchange earnings capacity of the sector is negligible.
Exports remain highly concentrated. The foreign exchange
situation is exacerbated by the continuous need to service
foreign capital, technology and know-how., The stream of
such outflows often exceed the initial capital inflow, and
this, of course, raises the question about the contribution

of direct investment as far as foreign exchange is concerned.



The counter avgument to this is that it is not correct to
compare the series cf subsequent service outflows (e.g.
interest and dividents) with the initial equity inflow since
the latter may not only have had a positive impact on output,
employment and savings, but cn exports both in the sectors
directly concerned, as well as in other areas of activity
through the linkage effect.21 In the context of foreign
exchange difficulties and poor growth performance being

exrerienced in many cases, this icsue remains A gensitive

and controversial cne.

Foreign private capital is associated with costs and

benefits both for capital exporting and hest countries. In

= e e -‘t‘-..-

~ver., roth ovolitical ang oo oroimic considera-
tiong have influenced their a-
Fepefits and minimize 2nsts. This has provet o easy task,

as nationalistic policies and measures designed to increase
the local contributicn or to correct inequitable arrangements
are often seen as an anti-foreign investment stance., TFor
newly independent countries a completely open decor policy to
foreign capital in the context of efforts to encourage greater
local participation in the ezonomy has not been palatable,
particularly againest a backeround of historical foreign
economic domination. Becausa of the size of local markets,
high growth performance, macro-economic policies, political

climate and development strategy, some countries have been
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more successful at attracting foreign capital than others.
The experience of Brazil, however, which has received
significant amount of foreign private capital since the
early 1960s does raise some interestines questions. Mexico,
too, despite a more naticnalistic environment also attracted,
during the 1960s and 1970s, a wide range of manufacturing
concerns. A major question is, is 'peripheral capitalism!
capable of leading to a stage of self-sustained growth?

Put differently, is it capable of generating enough foreign
exchange to satisfy its own cravings, since inflows of foreign
capital seems to create a need for more foreign capital.
Despite impressive growth rates in the 1860s and 1970s,

the emergence of balance of payments problems in recent
years have resulted in massive foreign borrowings by the
government of these two (2) countries in order for these

economies to function.

The Public External Debt

There is a tendency in Commonwealth Caribbean countries
for current expenditufe to grow faster than current revenue.
A major factor in this situation has stemmed not only from
increases in wages and salz.'es Dbut from the growth in public
sector employment, often at a rate far beyond what is required
to maintain public services. In some cases, state subsidies
have increased because govermments have had to acquire unviable

enterprises in order to save jobs, or take control of foreign
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enterprises which the cwners nn longer wished tc operate and
which, because ¢f the size of the investment, the local
private sector was not particularly interested. 1In a number
of cases, government ccrroratiscns (including the utilities)
are unable to cover their operating expenditure for various
reasons, and, therefore, these alsd require state subsidies.
The financial positiszsn of governments is cften made more
difficult not only by a rfenerally peoor fiscal effort, but

by depressed prices for major exports, declining production
levels, natural disasters and recession in major trading
partners. Of ccurse, when current revenues fall, certain
categories of current expenditure which loom large in govern-
ment budgets are not easy to reverse, particularly when the
state itself sees its role as havineg to maintain a high level
of activity in order to cffset some of the consequences

stemming from a fall in the private sector investment.

Given the poor state of the infra-structure, particu-
larly in the LDCs, and the commitment to a mixed eccnomy
framework, governments in Commonwealth Caribbean countries
often find themselves investing more in infra-structural
development than in directly productive activities. The
gestation period‘of such investments tend tce be long, and
therefore are not quickly reflected in income and public
revenues. Increasingly, the governments of the region have
been borrowing (both lccally and abroad) not only to finance

budetary deficits, but investment pregrammes. In the case of
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the LDCs, grants from friendly governments have traditionally

played an important role in budgetary support and public

investment activities. In recent years, however, there has

been a growing resort to foreign borrowing because of failure

of grant receipts to match proposed development expenditure.

A glance at Table 10 shows that domestic investment
as a proportion of GDF has varied widely among Commonwealth
Caribbean countries in recent years. Tor example, in the
1982-84 period the average for Barbados was 20 per cent as
compared to 15 per cent for St. Kitts-Nevis, 22 per cent for
Jamaica and 37 per cent for St. Lucia. In most cases the gross
domestic savings ratio is far below the investment ratio.
Detailed data on domestic savings are not avialable, but
public sector savings, as indicated earlier, tends to be
small or negative. In most cases public capital investment
has depended critically on borrewed funds. In order not to
crowd out the local private sectcor, governments not infrequent-
1y turn to foreign markets for capital resources when these

are avialable. In certain cases foreign financing as a pro-

portion of GDP has tended to increase. For instance, the
ratio for Jamaica averaged about 12 per cent between 1981 and
1984, as compared to 7 per cent between 1970 and 1980. Tor
St. Lucia external finance averaged over 50 per cent between
1977 and 1982. This, however, was largely due to the con-
struction of the Hess 0il Terminal. The figure has fallen

considerable with the completion of the facility.
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TABLE 10

Communwealth Caricbean Countries: Selected Financial Statistics

Domestic Gross Domestic  Central Government Finangas as a % of GOP (1984) o
Investment as Savings as a & Current  Current Currant Aggount Capital Overall Damestic
4 & of GIP of GGP Revenue E«penditure Surplus Expendi ture Deficit Financing
1982-84 [983-84 (Daficit) (Surplus
My n.a n.a 28.0 23.2 (.2 8.8 3.9 6.6
Bahamas n-a n.a 20.2 19.9 0.3 1.1 0.8 k.1
Burpados 15.9 20.4 24.58 4.3 0.5 5.8 5.3 1.0
Guyana 25.3 B.2 37.2 61.3 {24.1) 5n.7 [ 57.2
Janaica z1.8 12.9 19.7 27.2 { 7.5) 6.1 13.5 9.4
Trinidad & Tabago n.a n.a 3.2 31.3 1.4 10.2 8.8 6.4
QECS (Tora' Averace) 29,6 n.a- 30.5 32.6 (g_l] 13.4 15.5 n.a
Antigua 2oL b 12.6 7.2 31.6 (4.4) 12.5 16.9 14.1
Euminica 29.4 3.3 33.3 32.5 0.8 21.8 21.0 1.0
Grenadd 41.€ n.a. 37.3 37.0 c.3 30.6 30.3 (0.3)
Puntaerrat 30.a {16.3) 23.8 23.0 0.8 7.8 7.0 n.a.
st.Kitts-Nevis 14,7 (16.0} 31.5 3%.8 (3.3) 5.5 8.8 n.a.
Sr. lucia 36.9 10.3 23.8 3.1 {4.3) 8.4 12.7 6.1
S5¢. Wincant 28.9 n.a. 31.9 3.8 0.1 7.0 6.9 n.a.
Belize n.a n.a 29.1 28.9 0.2 3.5 {1.7} n.a

n.a. Not available

Source: Caritbean Development Bank, Annuai Report, tgls.
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As can be seen in Table 11, the public external debt
outstanding has increased in all cases, both in absclute terms
and as a percentage of GDP. Some governments have increased
their borrowing at a faster rate than others. For instance,
while in the case of Barbadcs, the ratio of ocutstanding debt
to GDP increased from 9 per cent to 16 per cent between 1870
and 1984, for Guyana the ratic moved from 30 per cent 1o
over 150 per cent and for Jamaica from 16 per cent to 136
per cent. Judged in terms of the ratio of outstanding debt
to GDP and service payments in relation to exports earnings
Jamaica and Guyana have become two of the most heavily
indebted countries in the developing world. While the external
debt and and debt service payments have grown in volume terms,
a contributing facter to this situation has undoubtedly peen
the stagnation cr decline in GDP and export earnings. Even
in the case of Trinidad and Tobago which experienced a signi-
ficant growth in its net foreign reserves position during the
1970s as a result of the increase in international oil prices,
there was an expansion in foreign borrowing. This debt,as
indicated earlier was incurred, noct s¢ much out of need, as
to establish the country's credit worthiness in foreign
markets. Given the downturn in its economy in recent years,
foreign borrowing is likely to increase, resulting in greater
debt service payments. As far as the LDCs are concerned, in
most cases there has been a significant expansion in foreign

borrowing since independence. For instance, Antipgua's



Selected Data on External Debt, 1970 and 1984

k3
TABLE 11

External Debt

OQutstanding Debt

External Debt Service

Debt Service Payments

Qutstanding as a ¥ of GDP Payments as a % of Exports of
Countries Goods and Services
USSmn | USSmn 1S Smn USSmn
(1) (2} (3) (4) {5) (6) (7 €:)]

1970 | 1984 1970 1984 1970 1984 1970 1984
Barbados 16.1 | 182.6 9.0 15.9 0.9. 23'7h 0.9 2.9
Guyana 80.0 | 683.0 30.0 153.0 6.0 31.0, 3.3 13.&3
Jamaica 154.0 3237.1 15.8 136.0 14.0 39k.0 2.6 28.0
Trinidad & Tobago| 79.1 [838.7 9.4 11.2 9.9 145.8 2.8 5.8
Bahamas 27.3 ] 155.1 7.0 7.8 3.4 28,6 1.0 2.3

1975 1984 1975 1984 1975 1984 1975 1984
Antigua 83| 53.0° | 27.9 | 0.4° 0.6 1.9° 1.2 2.2°
Belize 11.6 | 66.05 | 12.1 39.3 2.1 6.5° 2.6 6.97
Dominica 6.8] 35.2 24 4 41.2 0.6 2.6 L.5 16.3
Grenada 5.5 1 4B.2 i3.7 55.5 0.6 5.5 2.7 32.06
Montserrat 0.4 2.7° 5.1 3.0 - 0.26 - 2.1
St.Kitts-Nevis 5. 470 15.8 18.77 | 25.5 1.27 1.1 6.2 3.1
st. Lucia 3.4 31.2 8.5 20.6 0.1 1.8 0.4 0.7
St. Vincent 1.8 1 24.8 4.9 24.9 0.2 1.9 1.9 1.0

Note:

-] WU W o —
- - * L 3 L I

Sources: (DB,

Data for LDCs generally refer

End of period disbursed outstanding debt
interest and amortisation

Refers to Central Government debt,
Actual payments; on an accrued b
End of 1983 position
1983 position
1976 position
Annual Report, 1985. Official Pubiications.

to external public and publicly guaranteed debt

asis this figure wou

debt guarenteed by government and Bank of Jamaica debt
1d be much higher




"

outstanding nominal debt increased by almost 200 per cent
between 1975 and 1983, as compared to increase of over 400

per cent for Belize. and Dominica respectively.

The sources from which resources are borrowed often
have a great bearing on the terms of repayment. The funds
agssociated witﬁ multilateral institutions and government
agencies tend to carry softer financial terms than commercial
banks' loans. A substantial part of the LDCs debt is owed to
the Caribbean Develcpment Bank (CDB). In the case of
St. Vincent, the CDB's share was 85 per cent as compared to 9
per cent bilateral at the end of 1983. For Dominica, the
bilateral share was higher - 26 per cent, as compared to 56
per cent for the CDB. For Antigua the CDB share was far lower
19 per cent as compared to 80 per cent for other sources.

A few of the LDCs have ventured to increase thelr commercial
borrowing in recent years, in the absence of a greater volume
of resources frcm traditional scurces. The MDCs have tended
to rely less on CDB funding. At the end of 1984, Jamaica's
outstanding external debt stood at U$$3,237.1 million. Of
this US$%265 million was government guaranteed debt,
US$1,776.7 million central government and US$1,195.% million
Bank of Jamaica obligations. Of this latter figure, US$628.7
million (52.6%) was due tc the IMF. A breakdown of the
central government debt showed that 31 perrcemtwas owed to
international institutions, 39 per cent to other governments

and 29 per cent to commercial bank and other commercial
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sources, while suppliers' credit rerresented about 1 per cent.

Sixty four per cent of this debt had a maturity of less than

fifteen years. In the case of Guyana, the commercial pro-

portion of outstanding disbursed debt fell from an average of
45 per cent between 1972 and 1980 to 24 per cent in 1984,
This situation may be a reflection of either z deliberate
pclicy tc rely less on commercial funds because of servicing
diffiéulties, or an inability to raise guch leans in the
light of pocr credit ratings of the non-commercial compenent,
48 per cent (5.4% in 1972) was owed tc multilaterial
institutions and 52 per cent was bilateral. Because of its
relatively high per capita income, Trinidad and Tobago has
been ferced to do most of its berrowing on commercial terms.
Of the total amcunt outstanding at the end of 13884, more than

75 per cent had a maturity of less than ten years.

Concomitant with the growth of the external debt,
debt service payments have frown absolutely and as a percentage
of earnings from the export of goods and services. Some
countries have found it increasingly difficult to service
this debt both from the pcint of view of public revenue and
foreirn exchange earnings. 1In a few cases defaults have
occurred. Guyana's actual debt service ratic increased from
less than 5 per cent in 1970 to 13 per cent in 1984. 1Inability

+o service its debt has resulted in an accumulaticon of arrears.

On an accrual basis the average ratio in 1982-83 would have
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been in the region cf 35 per cent. 1In recent years, Jamaica

has also faced an arrears problem, in the licht of its poor
export performance and inability to mobilize enoush resources

to service past lcans. The actual debt service ratic increased

from about 3 per cent in 1970 to 28 per cent in 1984. On an

accrual basis the latter figure would have been over 50 per

cent. The comparative figure for 1985 was estimated to be

61 per cent.22 The ratioc of 6 per cent for Trinidad and

Tobage locks small compared to that of Jamaica and Guyana
respectively, but this could increase significantly in the
iight of the devaluation of the Trinidad ané Totago dollar in
1985, and the decline in oil prices. Some of the LDCs are
also facing seriocus debt servicing problems, despite what
aprears to be low debt/GDP and low debt service ratios.
Antigua, for example, because of its increasing reliance on

commercial finance has experienced a significant growth in

debt service obligations. In 1982 and 1983 less than half of

accrued debt service oblirations falling due were actually

paid. Arrears increased from 9.1 per cent of current

revenue in 1979 to 47.4 per cent in 1983.23

Because of debt servicing difficulties, roth Jamaica

and Guyana have had to seek re-scheduling arrangements with

creditors. The continuing protlems facing traditional exports,
and the decline in private foreign capital flows, however,

still make debt servicing a serious problem. As indicated
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earlier, Jamaica has relied heavily on IMF funding to help it
with its payments difficulties. Belize and Dominica have alsc
sought and received IMF financial assistance. Because of out-
standing debts owed ty Guyana to this institution, in May of
1985 the Executive Board of the Fund declared this country
"inelipsibie to use the general resourceé cf the Fund". Given
the highly conditional nature cf IMF credit, develoring member
countries tend to turn to the Fund as a last resort, and

often because the Fund's approval of general economic policies
is necessary to gain access to octher sources of capital.
Though commercial finance is associated with much harder terms
that those associated with bilateral or multilateral sources
the absence of conditions relating to demestic policies has
tended to make it more attractive. In movre recent years,
however, the tighter liquidity situation and the inability of
debtors to repay loans have made bank finance more difficult
tc obtain. Borrowine countries, themselves, have tried to
reduce the share of commercial loans in total debt in order to
mitigate the servicing problems. In crder to escape from the
debt trap developing ccuntries have cften called for a greater
flow ¢f concessional funds both from governments and multi-
lateral arencies. The operation of the IMF itself has long
been regarded as a subject for fundamental reform, given the

widespread feeling that its adjustment procrammes do not take

account of the peculiar conditjons prevailing in developing

countries.
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While the availability of foreign rescurces gives a
government greater flexibility in the pursuit of developmental
objectives, debt programmes have to be carefully managed if
the cains made are not to be destroyed. HeaQily indebted
countries are often forced not cnly to give up development
paths they may wish to pursue, but also sovereignty over
short-~term domestic policy formulation. The diversion of a
large proportion of foreign exchange earnings towards debt
servicing forces a nation to forego imports which are essential
to the functioning and transformaticn of the economy. 1Its
very capacity to service debt is thus damaged. In this
connecticn, the willingness of creditors to enter into debt
re-scheduling arrangements may have forestalled a stranger
tendency to limit the amount of foreign exchange earnings that

should go intc debt servicing, as Peru decided to do a short

time ago.

Concluding observations

The evidence indicates that foreign capital has played
an important role in helping Commonwealth Caribbean countries
to maintain a higher level ¢f imports than would otherwise have
been pessible. The higher growth rates experienced by some
of the econcmies in the 1950s and 1960s were associated with
significant foreign inflows, particularly at the private sector
level. In recent years capital movements stemming from

government borrowing have dominated capital flows, particularly
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in the MDCs. Scme countries, however, are finding it
increasingly difficult to borrow in the light of poor economic
performance, debt servicing difficulties, low credit rating

and stricter policies by internaticnal banks. This situation
combineZ with low or declining public sector savings, exclusion
from the soft lecans window of the Werld Bank and the influence
of certzin foreipn covenments and multilateral apgencies have
le¢ Commcnwealth Caribbean governments to make a renewed
commitment to attracting privage fcreign capital. This
develcpment has no doubt also stemmed from a certain amcunt

of dissatisfaction over local private secter performance and
the convietion that access to certain kinds of technology
needed can only be gained in this way. One suspects, too, that
there is a feeliny by the governments of these countries that

they can bargain more effectively with feoreign investors with

respect toc the divisicon of benefits.

Whatever the merits in this policy, there are pitfalls
in any strategy which place toc high a reliance on foreign
capital, particularly when the latter is viewed as a substitute
for efforts at the domestic level., It is possible that with
more imaginative policies and a hicher level of fiscal res-
pensibility a greater proporticn of capital formaticn ccould
be financed from local sources. It is pessible too, that the
crucial impediments to growth may nct be a shortage of foreign

capital, but poorly conceived macro-economic policies, the
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soccio-political environment and weaknesses in investment
strategy. For instance it can be argued, with a fair amcunt
cf evidence, that governments have allowed too high a propor-
tion of foreign exchange rescurces to be spent on consumption.gu
The availability of foreign rescurces may have served to
weaken the resclve to pursue policies aimed at getting a more
satisfactory performance in the current account of the balance
of payments. Specifically issues relating to the pursuit of
realistic exchange rates and productivity have been ignored
for far tooc long. With respect tc public investment policy
there is a feeling that the mix of directly productive/infra-

structural investment may have been too much in favour of the

latter.

It is evident that the absence of regicnal foreign
investment policy and a strong commitment tc regional industrial
programming have resulted in a sreat deal of capital wastage.
Duplication of facilities throughcut the regicn is undoubtedly
one factor explaining the under-utilization plants in the
various territories, and the high costs of prcduction. The
needsto create jobs, and competition among the territories
often lead governments to grant concessicns to foreign enter-
prises, which have not served the long-term development in-
terests of these countries. The setting up of local assembly
plants generally has not led to foreign exchange savings or
earnings, given the continued dependence on imports of inter-

mediate inputs and capital geoeds, and the low propensity to
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export. There are indicaticn, too, that because of poor
long-term planning and inadequate implementation capacity,

the debt proiects are not the ones always selected for finance.

As indicated in the paper, growth, by avoiding the
compression of developmental imports, is facilitated by an
inflow ¢f foreign short- and long-term capital. Capital
flows, however, are very vclatile, responsive as they are
not only to the domestic, pclitical and economlic situation,
but to the whims of foreign eovernments who may be influenced

by perceptions ¢f what is or what is not an acceptable

government in the host country. In the past, capital inflows
both tc public and private sectors, reduced the urgency with
which disequilibrium in the current account should have been
attended. Debt servicing problems and the increasing
difficulties being encountered by some states with respect to
foreign borrowing, plus the fact that private capital is not
flowing at the desired rate have forced gavernments not only
to reduce the level of imports, but to pay greater attention
to increasing exports. The conditionality attached to funds
from multilateral agencies and its effects on domestic policy
cbiectives have alsc generated some concern with respect to
étrategies which envisage a critical dependence on these
institutions. A questicn that remains in the context of the

changing international environment is, tc what extent should

Commonwealth Caribbean countries encompass foreign capital as
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an element in development strategy. Specifically with respect

to the current account, and this may relate both to develop-

ment needs and the standard of 1living, the question can be

posed in terms of, to what extent should they pursue dis-

equilibrium policies, assuming as this does, a certain

amount of capital inflows to cover the deficit. The fact

that dependence on foreign capital seems to be inconsistent with

a e . )
toc independent /political stance, or the pursuilt of certain

kinds of economic and social policies,would suggest that this

question has to be answered in a framework that encompasses

a wide range of economic and political variables, if contra-

dietions between political behaviour and the dictates of

economi¢ policy are te be avoided.
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