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INTRODUCTION

The decision of the Jamaican government, in January of
1983, to transfer the major portion of the country’s foreign
exchange transactions from the official market operating
with fixed exchange rates, to the parallel market where ex-
change rates could freely fluctuate, was further evidence of
the difficulty the country has experienced, in the past decade,
in implementing appropriate measures to cope with its
balance of payments problems. In that period, a combination
of direct controls on foreign payments and exchange rate
adjustiments had been employed. These measures did not
contribute towards any significant easing of the problem.

The policy initiative of January 1983 set off a crisis
within the Caribbean Community. The other member states
took the position that the Jamaican government had adopted
what amounted to an arbitrary use of exchdnge rate devilu-
ation, whicHl -would give the country an unfair advantagé in
thé regional trading association.

In this paper, an analysis will be conducted of the role
of exchange rate adjustment in the country’s struggle to cope
with its balance of payments crisis. It is generally argued that
the external payments problems faced by a developing
country, such as Jamaica, is in large part, indicative of the
fact that the currency is overvalued. This overvaiuation con-
tributes to a serious misallocation of resources for both
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domestic and external purposes. This makes it more difficult

to develop new export and import substitution industries.

There is, also, the counter argument, that an attempt by a
‘'small open economy, such as Jamaica, to employ exchane
rate devaluationi 48 a mears of establishing an appropriate
international price relationship, will be unsu'c:c_essful, in that
such a measure will simply result in an ihcrease in dox‘neshc
prices. These issues will be addressed in the first section of
the paper where an analysis will be conducted of the evolu-

tion of the country’s exchange rates with the currencies of it'sz‘

major trading partners.

Apart from the question of the importance of exchange

rate adjustment in establishing the appro'pri?té intern‘éx:cipnal
price relationships to assist the export eaming capability of
- the country, there. is the associited question of the role _O.f
exchange rate management in lelping to minimize the leak-
age of foreign exchange from the official market. The greater

the leakage, the more difficulty will be experienced in mobi-

lizing foreign exchange to restructiire econofmic af:tivities to
alleviate the payments crisis. In the second section ofﬂ ‘th‘e
paper we will investigate the relationship between exchange
rate management and the gtowth in black market, or uh-
- official trading, in foreign exchange. : ‘

In the final section of the paper we will present a brief
evaluation of the response of the CARICOM states ‘to 'Ehe
Jamaican decision of 1983. In this regard, we will examine
the charge of unfaimess levelied against the country f_or
effectively devaluing its currency against those of its
CARICOM partners,

EVOLUTION OF JAMAICA’S EXCHANGE RATES
1973-1982

industrial countiies to abandon fixed exchangé rates for 4

The pe:'riod of the edily 1970s witnessed the breakc‘lo?fh‘:l;‘ :
of the Bretton Woods system and a move by the major -
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system of floating exchange rates. The uncertainties gener-
ated by this development in the international payments
system was further compounded by the first OPEC price
shock in 1973. The payments difficulties created by these
international developments for the Jamaican €COROMY were
further compounded by the fact that the large capital inflows
which had supported capital expansion in the bauxité indus-

try, starting in the late 1960s, came to an end at that time.

In 1973, the currency was devalued and pegged to the
U.S. dollar. The rate J$1.10 = $1US, established in 1973,
remained unchanged until mid-1977 when a dual rate system
was adopted. The dual rate system was a patt of the policy
response to the virtual exhaustion of the country’s foreign
exchange reserves. The 1973 rate was retained for essential
imports and. transactions of the government and bauxiie
sectors. A special rate was introduced for all other trars-
actions. This rate, J$1.25 =$1US; represented a 37.5 ‘per

- cent devaluation. It was hoped that this $pecial rate would

help to encourage export expansion and import substitution
activity. The retention of the 1973 rate for essential prodticts,
such as imported foods, was for the purpose of avoiding the
inflationary impact of a general devaluation.

The measures introduced in 1977 did not help to ease
the foreign exchange crisis. In January of 1978, there was a
further devaluation of the special rate. Finally, in May of that
year, as a condition for receiving support from the Intei-

~ national Monetary Fund (IMF) undér the Extended Fund'
" Facility, the dual raté was replaced by a single rate of J$1.55

= $1US. This uniform rate represented, at the time, a 47 per
cent devaluation of the rate for essential imports, governmient
and bauxite transactions, and a 15 per cent devaluation in

terms of the special rate. In addition to this initial unification

and devaluation of the cutrency, it was agreed that there
would be furthier monthly minidevaluations of between one.
and ofie and a half per cent; which wotld result in a further

I5 per cent devaluation of the currency by the end of May
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Notes
1.

Index does not incorporate the effect of the speeial rate introduced in April 1977.

" 2. Weighted by import shares.1975-1977 US 59 per cent; UK 11 per cent; Canada 6 per cent; West Germany 3 per
cent; Japan 3 per cent. The residual 18 per cent weighted by SDR,.

3.  ~Weighted by export shares-1975
- cent weighted by SDR.

1977 US 57 per cent; UK 21 per cent; Canada 7 per cent; the residual 15 per - -
4, Weighted by share in overall trade.

Sources: International Monetary Fund; International Financial Statistics, Annual;

International Financial Statistics: Supplement on Exchange Rates No. 1.
Department of Statistics, Bxternal Trade 1 977, Jamaica.
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1979. The result of all these adjﬁstments was that by 1980,
the exchange rate, with respect to the US dolldr, had declined
by 96 per cent relative to the pre-1977 devaluations. ‘

Let us now proceed with a closer examination of the
impact of the devaluation in terms of the US dollar on the
country’s trading position. Given the fact that the US doll_alr
was floating against the currencies of the major industrial -
countries, it is then necessary to determine how that dévalua-
tion affected exchange rates with all its major trading
partners. meinal exchange rate indices for the Jamajcan
dollar in tefms of the currencies of the country’s major
trading partners and the SDR are set out in Table 1. |

The Jamaican dollar generally appreciated relative to

these currencies during the 1973-76 period,. reflecting the .

appreciation of the US dollar on foreign exc.hange‘markets.
The situation was reversed between 1977 and 1980. In that

period, the Jamaican dollar depreciated more against the

cuirencies of the United Kingdom, Germany, Japin and the

SDR than the official devaluation against the US dollar. This -

reflected the appreciation of the currencies of the EﬁrOpean?
OECD countries and Japan relative to the US d?llar. In ad-
dition to the bilateral indices, we have included ir the table

‘import and éxport weighted indices, in an effort to capture

the effect of the divergent exchange rate movements on the
country’s trade. Changes in the imiport and export weighted
indices indicate an effective devaluation, slightly in excess of
the nominal devaluation against thé. US dollar. This is indica-
tive of the dominant position held by the United States as a
market for the country’s export and a source of imports.

The nominal depreciation in a country’s exchange rate
does not accurately measure the extent to which its competi-
tive position in international markets might have changed. It
is also necessary to determine the extent to which the decline
in the international value of the currency might have b’eerii‘
offset by the fact that the rate of inflation in the country
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exceeded that of its major trading partners. These effects are
captured in real exchange rate indices. In Table 2, we have
reported real bilateral and trade weighted indices for the
period 1974 through 1981. :

These estimates were derived by deflating the nominal

| exchange rate indices by the product of the ratio of the

Jamaican GDP deflator to the respective wholesale price
‘indices. These indices reveal a general appreciation of the
bilateral exchange fate up to 1977 asi well as in the export
and import weighted indices. The real appreciation in the
exchange rates in this period was greater than the nominal

- rates, largely due to the fact that although the nominal US

dollar exchange raté was unchanged during this period, the
higher domestic rate of inflation, telativel-to that in the
United States, meant that thete was a real a preciation in the
exchange rate. In the period following the 1977-78 devalua-
tions, the real depreciation in the exchange rates is revealed
to be substantially less than the nominal devaluation. In real
terms, the curf'ency had depreciated by 54 per cent against
the US dollar by’ 1980 as compared with the nominal devalus
ation of 96 per cent. There were also major différences be-
tween the real and nominal trade weighted indices. The maxi-
mum real depreciation was 70 per cent, as compared with a
decline of 106 per cent in the nominal rates. Not only did thé
tiigher domestic rate of inflation help to moderate the impact
of the devaluation on the domestic-international price

© relationiship, but we can see from Table 2 that the import
- weighted index had started to appreciate by 1980 and the

export weighted index in 1981. Nevertheless, it would appear
that the devaluations of the late 1970s did give rise to a sig-
nificant change in purchasing power parities consistent with
the desired goal of stimulating exports and _encouraging
import substitution: , ,

In Table 3, we report estimates of real exchange rate
indices, employing on this .occasion, consumer price indices

. as deflators. These indices reveal significantly different éffects
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TABLE 2: REAL EXCHANGE RATE INDICES*
. 1975=100

Import!  Export!  Trade!
SDR®  Weighted  Weighted: Weighted

Japan

West.
Germany

United  United
States Kingdom

Year

Canada

$104.3.
100.0

108.2
100.0
. 947

107.9
100.0

108.6 -113.2 109.8 117.6. -108.5
100.0- 100.0

1974

107.5

100.0

100.0 .

$100.0°

100.0 .

1975

89.3 84,9 97.2" 95.1 54.3

- 90.8
133.2

86.1 97.8
. 888

133.6
175.9

96.1

1976

91.9.
13t4
154.8

91.6
130.7
155.4

92.2-
132.0
1541

. 153.8

97.8
163.9

94.4
146.2

87.3
1115

91.6
123.3
147.7

1977
1978
1979
1980
© 1981

168.7
133.1
139.9

1611
158.7
153.4

162.4
154.5

1319
129.6
129.5
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155.8

157.8

196.2

148.3

125.1

149.0 1474

145.7

174.2

144.5

/Nominal exchange rates divided by the product of the ratio of the-Jamaican GDP deflator — the respective -

wholesale price indices

&*

Notes -

Weights are the same as thosa used in Table 1

1.

Adjusted by a weighted average of wholesale price indices reflecting the SDR basket.

2.

OECD Main.Ecbnomic,[ndiéa‘tors, 1983. - : . .
- ‘International Monetary. Fund, International Financial Statistics: Supplement on Price Statistics No. 2

Sources:

TITRY
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of the devaluation on purchasing power parities. We find far
more modest increases in the bilateral and trade weighted
indices. Furthermore, of even greater importance, was the

fact that the effects of the devaluation were shortlived. In !

the case of the trade weighted indices, the devaluations were
reflected in a 41 per cent depreciation by the end of 1979.

However, this was followed by a 20 pef cent appreciation of |

the currency by the end of 1982. At that time, the trade
weighted index represented a 12 per cent devaluation relative
to the pre-devaluation values of 1977. In the case of the
United States, the countty’s major trading partner, the rate at

the end of 1982 amounted to a [4 per cerit devaluatxon
‘relative to the pre-1977 levels.

The indices reported in Table 3 might be considered to
more accurately reflect the real effect of the devaluations oh
the change in the international competitive position of the

country The principal reservation against using the consumer

price index in this cohtext is the weight given to services and
non-traded goods in the index. On the other hand, one must
consider that the devaluations of 1977-78 were part of a
complex IMF stabilization package, which apart from the
devaluations, required the government to increase indirect

taxes and raise the prices on commodities subject to govern-

ment control. The combined effect of all these mieasures on
the cost of living, and the associated implications for internal
income distribution held important implications for the ease
or difficulty with which the desired changes in resource
allocation could be realized. The total effect of these measures
is more accurately reflected in the consumer pricé index:

A major objectlve behind the exchange rate adjustments.

‘and the other measures adopted in the late 1970s was that of

providing ' greater incentives for expanding non-traditional
exports, primarily exports of manufactured products. In an
effort to determine the potential effect of thé devahiations in
promoting such exports, we have reported in Table 4, nomi-
nal and real export Welghted indices, where thé weights are

I
|
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REAL EXCHANGE RATE INDICES* -

TABLE 3:

1975=100

-

United
States

Traport Export.
© Weighted Weighted

Japan S})H.1

West..
Germany:

Canada

United
Kingdom

Year-

Trade
Weighted

1118

- 1973..

118.1
106.8

117.9
106.4
©100.0

118.2.
107.2
100.0

114.5

120.9

111.9-

120.6

118.6

110.2°
100.0

104.9

99.5
100.0

107.5

1974~

.1051
100.0

1202,
100.0
101.2

100.0

1000

100.0

'86.4

1975:
1976
1977

98.5 - 96.0 95.0 95.5

99.7
1061

90.7

96.5

92.3
116.2

91.7
124.7

91.2
1233
129.9
119.6

© 1115

93.0
160.4
143.8

93.8
130.5
141.8
120.0

S 910

108.1

86.9-
1211

92.2°
126.1

1978
1979
1980
1981

163.3

130,0 -
118.4

130,31~
117.2

1096 156.0
129.3

1447
148.5

123.3

128.0
106.7

1110
108.7
105.2

95.9

110.5 .

109.5
103.0

123.4
102.8

90.6

933 ..
91.7

128.4-
1089

1037

104.8

98.7

812

1982

* Nominal exchange rates.d-ivided‘ by the. product of the ratio of the Jamaican Consumer Price Indices — the:

respective consumer price indices,

1. Adjusted by a weighted dverage of consumer price indices reflecting the SDR basket.

Sources:

Same as-for Tables'l and. 2..
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TABLE 4: EXCHANGE RATE INDICES:
| NON-TRADITIONAL EXPORTS*

1975 = 100
’ Nominal Real '
Year - Index Index
1974 1085 105.5
1976 . . 100.0 100.0
1976 T 942 ‘ 93,2
1977 953 .. 92,0
1978 . 1867 124.1
1979 188.3 131.7
1980 . 188.9 120.1
1981 184.8 118.2
120.4

1982 - . 182.2

* Exports in SITC classes 5 to é weighted byiéxport s';ha;es 1975-1977
as follows! Trinidad and Tobago 46 per cent: Barbados 18 pér cent
~ {including ECCA and Belize) Guyana 6 per cent; US 13 per cent;

UK 2 per cent; Canada 1 per cent; SDR 14 per cent.
1 Nominal exchange rates deflated bjf ¢onsumier price indiees, -

_ Sources: Same 4s for Table 2.

" export commiodities falling within SITC classes 5 through .

Once agdin there is 4, inajor difference between the

" niominal and réal effect of the devaluations. Although there

was an appreciation in the real rates tn 1980 of 9 per &eiit
subsequent to the devaluation of 43 per cent in the 1977-19
petiod, the réal rate rémaired relatively stable after 1980.

There then appeared to have been a lastinig effective devalita-

tiori of 30 per cent compdred with thie sitiiation prior to the
1977-78 adjustient. The fact that the devaliiations sesmad

.10 have had a lasting redl imipact mighit be attribiited to thé

fact that in excess of 70 pér cent of the country’s éxpoits

falling in this citegory was Witk its CARICOM paitners. The



62 SOGIAL AND ECONOMIC STUDIES

currencies of these countries are all pegged to the US dollar.
The substantial devaluations were clearly, in this instance,

not offset by higher rates of inflation relative to its major

trading pé_rtners, the CARICOM countries. Howeifer, if at the
same time one considers that there was also the objective of
developing non-traditional exports for traditional markets,

for example, the OECD countties, then the exchange rate

adjustment would not have had a signiﬁcant impact on easing
entry to those markets.

The following factors emerge from our review of the

evolution of the country’s exchange rates over this period.
Prior to 1977, there had been a significant appreciation in
the country’s’ exchange rates in real terms. In light of the
deterioration in the balance of payments during that period,"
a devaluation in the exchange rate would séem to have been
appropriate. However, the evolution of the real rates since
* the 1977-78 devaluation highlights the limited isefulness of
this policy instrument by a small developing country which
attempts to realign international purchasing powet parities by
this method. This arises from the fact that the potential
inflationary impact of the devaluation undermined the poten-

tial beneficial effect of the nominal price change. Moreover,. |

in this instance, the direct effect of tlie devaluation in con-
_tributing to inflation through raising the domestic cost of
- imported goods was reinforced by the price raising effects of
other elements in the stabilization package. -

EXCHANGE RATE POLICY AND
FOREIGN EXCHANGE LEAKAGES

The issue of leakage of foreign exchange from the
official market has been one of continued concern fo

Jamaican authorities throughout this period of crisis in inter-
national payments. Between 1973 and 1980 the govern- ;
ment’s response was to tighten controls on-the purchase and ;-
sale of foreign exchange and to impose penalties for unofficial
dealings in foreign exchanges. In spite of these efforts, the .
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unofficial or parallel market dealings in foréign exchange did

. not appear to have been curtailed and in fact, is generally

believed to have expanded. After the change in government

~in 1980, a new approach to the unofficial exchange market

was ac.lopted. Many of the penalties which had previously
been imposed on dealings on the parallel market; were

- allowed to lapse. There was, in effect, a tacit acceptance of

these operations.’ The new government’s position was that
given the critical shortages of food and raw materials brought
about by a shortage of foreign exchange,f every effort should
be made to mobilize foreign exchange to deal with these crit-

cal shortages, itrespective of the source of the foreign
exchange. ' '

This initiative did have the effect of making more funds

- available for relieving the constraints on imports of consumer
 goods. Nevertheless, there was a recognition of the fact that .
- this approach to the problem had resulted in too great a
- portion of the limited foreign exchange being used to fihance

consumption. The needed resuscitation of investment in
support' of export activity, as well as production for the
domestic market, continued to be crippled by a scarcity of

. ereign exchahge to finance raw materials dnd capital goods.
As a consequence, thete was increased official acceptance of .

the need to réduce the volime of transactions conducted on
the parallel market. ‘ - :

In Jahuafy of 1983, the government finally faced up to
the fact that more effective control over the use of the limit-
ed foreign exchange could only be redlized by removing the

price incentive to trading on the unofficial market. A dual

foreigh exchange market system was introdviced which per-
mitted the commercial banks to compete for foreign ex-
change by offering competitive prices. In addition, most of
the couniry’s international transactions would now have to
be financed on this free market operated by the banks. The

- upshot of these developments was that there was, in effect, a
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substantxa] devaluation in the country s currency, although
there was no official devaluatxon

Let us riow examine more closely tlie question of the
potential relationiship between eXchange raté management
and foreign exchange leakage. Direct evidence on the extent
‘of this leakage from the official market is.hard to come by.
‘ The approach adopted hetre is to examine the issile indirectly
by comparing the sources and uses of foreign exchange, as
repoited in the annual forejgn exchange budgets since 1977,

with international transactions recorded 1n the balance of o

payments statements.

Table 5 sets out data on the amounts allocated for im-
ports recorded in the_ foreign exchange budget and outlays on
imports reported in the balance of payments statement.

The differences in values froin the two sources can be
explained by tiie fact that the foreign exchanpe budget re-
flects a cash flow situation for the relevant period and does
not then incorporate imports financed through tied credit

lines or imports for which no direct funding is required. The

latter would include transactions where importers had ne-
gotiated their financing independently and, to a certain

extent, imports of consumer goods which were financed by .

overseas relatives of residents. Finally, there was also the
matter of importers not making their payments on time.
Estimates of the annual use of various tied lines of credit, as
well as payments arréars are reported in the table. Between
1978 and 1981, there was a substantjal increase in the margin
between the reported amounts allocated for imiports in the
foreign exchange budget and the value of imports recorded

in the balance of pdyments, even when allowance is made for

the use of tied lines of credit and payment arrears. In 1982,
there were no reported payment arrears, but the margin be-
tween the foreign exchange budget allocations and the‘
;)alalnce of payments remained approximately at the 19811
eve :
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Itis feasonable to conclude from the evidence presented

iin the table that an increased share of the country’s imports
in this period was financed through dealings on the unofficial
market. The share of imports for which no identifiable source
of financing could be found rose from 20 per centin 1978 to
40 per cent in 1982, Tt is also interesting to note that follow-
ing the implicit official acceptance of the parallel market in
1980, the share of imports not financed through official

© Sources, increased from 29 per cent to 40 per cent.

Given the evidence of significant leakage of foreign
exchange from the official market, let us now consider how
this leakage imight be explained by deficiencies in ‘exchange
rate policy and more generally, by deficiencies in foreign
exchange management Ifi the analymcal treatment of the

. question of foreign exchdnge leakage, or black market opera-
tions, it is usually argued that the basic reason for this oc-
currence is the fact that the official exchange rate is pegped
at a level below the market cleanng rate.] The unsatisfied

demand at the official rate glves rise to a 51tuat1on in which .

buyers will w1111hg1y pay.a premium above the official price
to secure the desired foreign exchange. The willingness of
buyers to pay a pretnium, in tirn, provides the incentive for
holders of foreign exchange to divert sales from official
markets to the black market: This logically leads to the con-
clustoni that thé appropriate policy response to curb the leak-
"age would be a devaluation of the official rate. This approach
leaves unanswered the following questlons To what extent
should the black market rate be used as guide to the appropri-
ate degree of devaluation: required? Will the maintenance of

the existing tontrol mechanism for allocating foreign ex-

change still resul‘t in certain demands remaining unsatisfied .
and, consequently, provide the necessary conditions. for a -

continuation of black market operations? -

The majotr devaluation of.the currency, as reported
earlier, ‘commnienced in 1977, and by 1980, thé nominal de- |
vaiuatlon agamst the Us doIlar was 96 per cent. The trade |

i |
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weighted devdluation was in excess of 100 per cent. The
black market rate from 1974 to 1975 was 22 pet cent above
the official rate.? As the payments crisis deepened in 1976
the black market fate rose to 46 per cent above the ofﬁc'ia.l
rate, The initial devaluation, with the introduction of the
special raté in 1977 was 37.5 per cent and by the end of
1977, the black market rate at J$2.00 = $1US was 60 per

‘cent ahbove the special rate. This mdrgin was mamtamed

through 1978.

* The increase in the differential of the black market rate

© relative to ‘the official rate following the devaluations and the

continued expahsion in the level of black market transaction
is not surprising in this context. The devaluatiohs wete dssoci-
ated with 4 tightening in the restrictions imposed on the

. official allocation of foreign -exchange; particularly for

financing iriported consumer goods. At the same time, as
indicated in the previous section of the paper, the incredse in

* the rate of inflation imeant that there was a much s$inaller

chdnge i real exchange rates. Cofisequentiy, there would be
a smaller disiticentive to import consiumer goods. The de-

. mand for fore1gn excharige on the black niarket WouId then

be sustamed

It is generally afgued that the existence of exchange
controls and the imposition of severe penalties for dealing on
the biack market will work to dampen the supply and de-
mand for currency on that market.> This would result in a
higher black inarket premium based on the assumption, that

there would be a greater decrease. in supply thar demand.

This conclusion is based on partial equilibrium static analysis.
The available- evidence suggests an expanding level of black
market transactions. This can be reconciled with the argu-
ment outlined above, in that the effects of the severe
shortages. prevailing in the economy of virtually all consumer
goods and the hostility of the private sector to the govern-
ment of that. period; all had a sitonger positivé impact on
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black markei operations than the negatlve Impact of the

controls and penalties.

The change in approach to black market operatlons .

adopted in 1980 meant, in effect, that the penalties for dedl-
ing in that market were vittually ehmmated In terms of the
standard analytical treatinent of black market operations,
ane would have expected an increase in the level of {rans-
- actions. This, in fact, is what did occur, as reported earlier.

In summary, the policies adopted, currency devaluatioh, |

rigid exchange controls and penaities . for black market

trading in foreign exchange would have appeared on the .

‘surface to be the appropriate policy mix given the situation

of 1977. The policies were not effective for the following

reasons. First of all, the effectiveness of the devaluations
were offset by the subsequent increases in pnces The con-
sumer price index, based on 1975 prices, rose from 109.6 in
1976 to 270. 3 in 1980. The resulting limited real effective
devaluation, codmbined with the failure of the other measures
to increase export earnings from traditional and new sources

caused a widening in the gap between the demand for and
“supply of foreign exchange. It was this overall scarcity which
provided the support for an expanded black market. The
relaxation of controls on black market operations in 1980
only served to provide a further stimulis to that market

Tlie decision taken in January of 1983 to mtroduce an

‘official free market for foreign exchange is of significance in

that by allowing the commercial banks to offer competitive
prices, it attacks the major incentive for selling currency on
the black market. This policy initiative meant, however, that
there was a further major devaluation of the currency. The
rates quoted by the banks ranged between 47 per cent and
. 62 per cent above the official price for the US dollar. Never-
theless, as we have stated repeatedly, 2 devaluation is not

likely to contribute to a fundamental easing of the external .
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payments problem given the likelihood of subsequent price
increases. :

| THE CARICOM RESPONSE TO THE EXCHANGE RATE

INITIATIVE OF 1983

The respontse of the CARICOM member states to the
policy initiatives of 1983 was that it represented an arbitrary
use of exchange rate devaluation by Jamajca to gain an unfair
competitive adVantage over its trading partners. Barbados

reacted initially by floating its currency against the Jamaicdn _

dollar. In view of the fact that the currencies of all the

'CARICOM countiies are pegged to the US dollar, one might

be better able to evaluate this dispite by assessing the effecis
of the previous Jamaican devaluations on the price ;elation-
ships with these countries. Jamaica’s real exchange rate

'TABLE6: JAMAICA BILATERAL CARICOM REAL
EXCHANGE RATE INDICES*

1975 = 100
: Trinidad and

Year Barbados Guyana Tobago

1974 . - 96.0 - . 1149 - 106.1
1976 . 1000 ' 100.0 100.0
1976 966 . 919 - 89.7
1977, 937 O 89.2 91.5
1978 119.9 120.3 118.0
1979 . 1338 . 135.0 1290
1980 1214 122.3 120.2°
1981 1283 - 1227 121.9

- 1982 127.1 . 124.3 129.3

Nominal exchange rate indices divided by the ratio of the product of
the Jamaican consumer price indices w:th respect to the consumer
_price md;ces of the countries listed.

Sources:‘ Same as for Table 2. '
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indices for its three major CARICOM trading partiers are set
in Table 6. This covers the period 1974 through 1982:

Between 1974 and 1977, there was a significant appreci-
ation of the currency relative to the Guyatia and Trinidad
and Tobago dollar. The rates of appreciation were 29 per
cent and 16 per cent respectively. Theré was virtually no
change in the real exchange rate for the Barbadian dollar in
. that period. Subsequent to the 1977-78 devaluations, the
movement in the indices reveals a depréciation of 30 per cent
© with respect to the Barbadian dollar, 51 per cent and 41 per
cent with respect to the currencies of Guyana and Trinidad
and Tobago, by the end of 1979. The highet Jamaican rate of
inflation in 1980 led to an appreciation. in real exchange

" rates. The currency appreciated by 9 per cent against the

Barbadian and Guyanese dollar and 7 per cent against the
Trinidadian dollar. The relatively lower rates of inflation in
Jamaica in 1981 and 1982 caused a further depreciation in
real exchange rates: The end result was that by the end of
1982, the Jarmaican dollar had depreciated by 6 per cent
against the Barbadian dollar, 3 per cent against the Guyanese
dollar, and 10 per cent against the Trinidadian dollar
compared ‘with the parities established after the initial
devaluations. By the end of 1982, the real exchange rate
relationship between the Jamaican dollar and the CARICOM
countries was then not significantly different from that pre-
vailing in 1978, immediately following the initial devaluation.

, It might be argued that the Jamaican currency was over-
valued relative to that of other CARICOM ¢urrencies prior to
1978, given the higher cost of living in Jamaica. The sub-
stantial nominal devaluation and subsequent changes in
relative costs might suggest that the appropriate parities had

been established. The transfer of CARICOM trade to the
parallel market involved ah additional significant devaluation. ;
It is then understandable that the country’s CARICOM
partners would view a second major devaluation within a |
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period of five years, as prowdmg the country with a dec1ded
ly unfair regional trading advantage. Furthermore, through-
out this period of balance of payments crisis, CARICOM
exporters had expenenced difficulty in entering the Jamaican
market and had suffered an absolute decline in sales, At the
same time, the CARICOM market continued to be the i major
outlet for J ama1ca ’s non-traditional exports with the country
realizing major increases in export rates. :

The crisis in CARICOM created by this Jamaican policy
change highlights the need for new initiatives in' regional
payments to complement the trading arrangements. An
mltlal step might be to establish formal links between the
currencies of the member states. Eventually, if CARICOM
is to continue to. develop, steps must be taken towards the
establishinent of a regional uhit of account. Serious consider-
ation will also have to be given to the question of reserve
pooling,

FOOTNOTES

Y5ee, for eximple Gupta {19811 ; Cuilbertson [ 19757 ; Sheikh [1976].

zThe rate was J$1.11 = $1 US. This information was detived from Pick's

" Currency Yearbook 1977-1979.

 35ce Sheikh (1976, pp. 16-20].
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. Ramesh F. Rﬁmsaran

:

 The Retail Price Index of Trinidad arid Tobago
- and jts Relevance as a Measure of Changes
in thé Cost of Living

: INTRODUCTION

o The Retaﬂ Index (RPI) published monthly by the
Central Statistical Office is the chief device used both of-
ficially and:unofficially to measure the rate of inflation in

- the economy. In this capacity, it is often used to deflate time

series data in order to get an idea of real changes in the par-
ticular series. It also tends fo be interpreted as a Cost of
Living Indéx, ahd is widely used by trade unions and em-

. ployers f? wage and salary negotiations. Cost of Living

Allowances (COLA) are often directly tied to mOVements in
the RPI throUgh the ihsertion of .cscalator clauses il wagé

- anhd salary cohtfacts. Increases in pensmns also tend to be

finked to chafiges in thé RPI The Retdil brice Index was
designed for 4 particilar purpose and its use beyond this

_ always has to be seen against its prlmary or ongmal objechves
dnd methodology -

in this paper we ‘intend to d1scuss the na{ure and

'structure of the R‘PI and its usefulness as a Cost of Living
" Index. The paper is divided into three sections. In the first,

we describe the history and methodology of the RPL The
‘second js devoted to an analysis of price movements ifi recent
years as reflected in the RPI and in the third, we asseSs the

RPI and discuss some of its mam shor{commgs as a Cost of
. Living Index P
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