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FINANCING OF CARIBBEAN GOVERNMENTS!
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INTRODUCTION
Caribbean countries have historically exhibited dependence on foreign econo-

mies for not only the propulsion of economic activity, but also for the satisfaction of
basic material needs. Dependency is observed no Jess in the financial sphere than in
production and consumyption relationships. One outcome of dependent financial rela-
tionships with the metropolitan countries, particularly within the colonial era, has
been the failure of both domestic fiscal performance and local public debt finance to
develop.
Since constitutional independence there have been modest attempts at im-
proving the capacity of the domestic cconomy to finance govemment deficits. None-
theless, as shall be cvidenced in the next section, foreign financing of governments is
still quite large. The postdindependence era has in fact been more Lypified by a diversi-
fication of foreign creditors and by the introduction of new instrupfesits than by any
significant advance towards domestic financial self-sufficiency. While in the colonial
period, Britain and international agencies were the main creditors, the list now in-
cludes the U.S.A., Canada, West Germany, continental European kid agencies, East
European countres, and private multi-national financial enterprises. Short-term loan
certificates and Central Bank foreign deposit liabilities have been added to the range of
debt instruments.

Recent developments in international capital markets particularly the revival of
loan demands by favoured corporate and governmental borrowers in the United States,
Western Europe, and Eastern Europe, have by creating financial stringencies for Third
World countries in peneral, given new urgency to internal mobilisational con-
-siderations” . Reinforcing these pressures have been the new constellations of political
sensitivities and overt alliances and postures which create blockages from both the
demand and the supply side to the rapid prowih of foreign debt in Caribbean and
other Third World countries.

This paper deals with the growth and structure of the intemal public debt of
four Caribbean countrics, namely, Barbados, Guoyana, Jamaica and Trinidad and

Tobago. The central objectives of the paper are. to describe the growth and structure
of the debt, and to assess the scope for further substantial expansion of the internal
debt. Each of these is taken up in turn in the remaining sections of the study.

sk iy -

R L1

il LR ECIEELIE S HEEE VI P

- ntal Apstracy of Stativtics,

UBLIC DERT

J4976. 'For Jamaica over the g
.‘S-Itl 13.0 miliion while in Ty
million to TT 6175 million at

ame period, the change

- : 8¢ Was from J$116.4 i
;zdad and Tobago, the debt expanded T, m:%lmn to
1 December 1974, fom TT$232.6

TABLE 1

Gross p
URLIC Dgpr OUTSTANDING (CurRRENT VALUES) M
Year
Barbadog
rhadog Guyana Jamaicy ]
- Trinidag
1963 ;;g.;.: 148.0 1374

1967 : 1718 2328
19638 5"3“; 187.5 11 %595 'é’ 266.1
1969 oy 198.4 2109 2982
1970 61 '7 229.7 53' s ; 338.2
1971 6ia 2672 2753 370.8
1972 763 4463 1200 392.6
1973 1332 5215 3850 433.0
1974 179.0 659.0 1857 533.1
fg” 2000 689.1 6604 625.9
976 y 936.6 ’ 628.7
258.8 862.7
636.0

1,201.7 Lli3e 617.5
Noter 5
oter End of year valyesy, Allvalues are in

Soreee $m of national curregciss
A ados: Lyp -
Eeong ¥ i mates and Central B
and Finaneial Starise : G irbados:
s AToacos: Anmual Starivry {
2l Digess

» ana; 0, -
. Y ¥ R alca: Mo
Gu na Bd.'ﬂk of Gu ATa Aiﬂ?u&'} EDOrts, Jnm Car e

.EA'J“G’HH, and Bﬂ-nk of Jﬂnllﬂ‘-d S!ﬂﬂslmﬂ! ,ng(_.\! ]I'.l.nldad An-
» .

>

data in Table 2
deflator, ope finds that while

valngg inoreises 1 ; 1¢ of the order of thrice to ten times the 1965

Guyana ang Jamaica. Theg



SOCIAL AND ECONOMIC STUDIES

|4
65 $m
o OQUTSTANDING IN 19
12 Gross PUBLIC DEBRT
TABLE 2
) inidad
amaict Trinida
Barbados Guyand Jamaica
= e 1 232.6
43.2 148.0 113';: 2324

s A oty 170.1 116.6
e I A 1882 292.6
o M% oy 1927 313.4
e 41“0 ﬂ e 200.8 3210
e o oy 232.0 340.9
o 41-?’ . oy 255.3 384.1
7 8 e 2487 362.4
o 49-6 pad 7798 307.0
i 59-5 prsd 346.3 273.9

1974 46 356 : s

o a71e

1975 664 w

1976 B

IR LA I L XL - A

rowth of the public debt. In

| determinants underpin the din 1976 to

plying that moré fundamenta panding untit 1972, retume

Trnidad and Tobago the [eal debt, after o

imately its 1965 value- - that for Gross
appmxmlﬂtdy m‘f xpansion of {he nominal debi Was faster than
The rate of &

N W 1 national income data were
‘ tries for which pationa o
Juct i of the thice coun bich e S per ¢
e ledébt uzat n(:)minal depyt grew at an aver?gc m?;:;t,ndﬁ;g 8 D 1s.
ayailable. In Guyana, e oot e iss
el .y cent for GNP l'n cQ ' e exwpd
o capared.m e Eel;it :cspectivcly. 1n Trinidad and I‘oba:f;, g:;ssﬁm__.fm D Nt
- > e ' - .
o mal » lﬁ;:ratc of 11.5 per cent gompared with ilomlpﬁ mdceuct ; inN;’re °
an anmupal avert ]
therefare, the ratl as as
surprmngly,

Nat
o of debt 1o Gross L e e gmwm
the pedod. It should be noted however that since
jemificantly over Ll . : ©
s:)?:;he debt has slowed down relative to GT e N -
| e is e e 2 d at a much faster
i nand at a slower raté petween 1971 and l‘)o’:'14 ;.:; L s
B T zxf976 In Barbados, in comirasi, the expansl
gate in 1975 an .

- y L 19 5 as com-
g I bet Len 19 1 io

i;\‘l-l:h-ll-”- th-ose yEﬁus IhOU h. ulcreﬂsmg bhghtl tdstbl’ wLe i i

an he p ]ic de i of Tnnlddd dCtuaﬂy dGCLln(.

tl thl‘ (]d., t ub b i "(! 1 |9 ?6 as a

Pa“.cd 'LO t g g1

. ; stirement. .
result of a conscious pokicy of debt x¢ national apencies, and

i i yermn 3 From
. gries, foreign SOUICES (0 ] s pross public debt.
b fc"-ulr'::tiu?utions) contributed significantly 0 g;; tg;s a proportion of iotal
private iman;l ::,1; 3 it is evident that though the Eo:elgil 4 for as much as 59 per cent
the data in 12 3 ¢ time, it stil] accoun € i Trinid
peen diminishing ove ’ . Jamaica, 25 per cent o 1t
pross debt has beert . Guyana, 40 per eent 1o ' . foreign debts
of tofal £70% p\l: hf9d;2: 12.:;1:1 Barbados in 1976. Lazge and growing
and Tobage, an

{0y ‘Qbe 8] 14 d.y ] i1 exChdIl | use. IhE EX.[J()I'E PL['

Anolher feature of not

ments, inter

nt and fo reip

UETHNS

e R T DA

PRORLEMS TN DOMESTIC DERT FINANCING

4135

formance of the economies has not been good within the period under review, except
for oil producing Trinidad, and shortlived good international prices for sugar in 1975.
Continually rising import prices especially after the oil crisis in 1974 but more
generally as a result of pemistent inflation in Euro-America have depressed foreign
exchange reserves in Barbados, Guyana and Jamaica to dangerously low levels. The
difficulties of foreign debt service payments are intensified by the fact that there is
now little compressibility in imports.

Guyana and Jamaica have from 1974 virtvally eliminated non-essential imports
and have imposed severe financial quotas on essential imported consumer and
producer goods. These consideraiions wnderscore the importance as well as the
urgency of domestic debt creation as a means of financing Caribbean govermments.

The trends outlined ahove prompt at least two questions, Firstly, to what extent
was the growth in the total debt a response to the financing needs of the governments?
Secondly, what factors constrain or zltemnatively facilitate the ability of Caribbean
governments to mobilise funds by internal debts? These issues are dealt with in the
remainder of the paper. Though the first cannot be treated adequately within the

confines of this paper, some explanations are supgested in the next section. The rest of
the paper concentrates on the second issue.

TABLE 3 FOREIGN DEBT AS A PERCENTAGE oF GrROSS PURLIC DEBT
Year Guyana Jamaica Trinidad Barbados
1965 71.9 458 53.6 na
1966 66.2 47.3 51.2 n.a.
1967 66.2 46.1 48.1 B4
1968 63.3 439 46.4 na
1969 61.8 419 45.3 3.
1970 60.0 39.5 40.3 na.
1971 66.7 35.8 37.4 na
1972 63.7 35.2 37.4 30.8
1973 55.6 34.9 40.8 42.1

L1974 59.6 34.9 334 236
1975 5932 38.4 34.4 7 215

Sourceyr Sume as for Table 1

EXPENDITURE GROWTH AND FISCAL REVENUE INSUFFICIENCY

No attempt is made here to document fully the several factors contributing to
the debt finsncing requiremnents of the govermments. Nonetheless, it seems possible to
explain the growth of debt financing needs in texms of a few fiundamental factors.
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he Commonwealth Caribbean, rising soctal aspirations

Fisstly, in all countyies of t1
sures for rapid growth in government

nd constitutional adyances have created pres
x penditures. In Barbados, Guyana, Jamuaica, and Trinidad and Tobago respectively

otal nominal govemment expenditures increased at annual average rafes of 18.3 per
cent, 14.5 per cent, 15.5 per cent and 11 per cent between 1965 and 1973.

Most of the growth in expenditures can be attributed to 1he expansion of the
bureaucracy, defence expenditures in Guyana, gconomic development cxpenditures of
an insfrastructural Kkind, and salary revisions notably in Tenidad and Barhados. Partly
under the influence of domestic price inflation, the increases in government expendi
tures have been even greater in § amaica, Guyana and Trinidad and Tobago ove! the last
four yeers of the period. However, price inflation alone canaot account for the average
annual rates of expansion of 23 per cent and 41 per cent experienced i those

countries.
Secondly, the tax structures ol even Lhe constitutionully independent countries
are not conducive 10 fiscal revenue self-sufficiency. The fiscal base has pistorically

peen quite narrow, with taxes on foreign trade and on pc:sonal and corpoyste incomes

contributing most of fiscal revenues stace 1950.
Within the past decade, especially within the last [ive years, some degree of {iscal
innovation has been attempted, the most notahle being ihe development of con-
sumption taxes. New tax instruments Dave heen introduced. AmoDg these have been
compulsory savings levies in Guyana and Jamaica, defence taxes in Guyand, and con-
sumption taxes in a1l four countries. These reforms have been ad hoc snd piecemeal,
without the benefit of any systematic examination of the tax structure and the
desirability of introducing new, mote widely based taxes, such as t\srpﬁvi:r taxes.
Nonetheless, 8 the details in Table 4 show, ihe butk of fiscal revenues afé still
generated by import duties, excise duties and income taxes. In 1970 these theee groups
of taxes together accounted for 82.5 per cent of recurrent revénues in Jamaicd, 81.6
per cent in Guyana, 65 per cent in Trinidad and Tobago and 63.6 per cent in
Barbados. In 1974, the cortesponding proportions were 75.5 per cent, 52.5 per cent,
76.7 per cent and 61.4 per cent for those countries. The declines were due mainly to
the new taxes such as the consumption taxes and the Defence levy and the Sugar
Levy introduced in Guyand in 1969 and 1974 respectively.
Tmport duties have grown more stowly than recurrent and total expenditures in

a}} four countries since 1965. Likewise for income taxes in Guyana and Barbados; and

“for excise duties in Jamaica, Barbados and Guyana. (Details are given in Table 5). In
Guyana and Trinidad, gxport duties have risen substantially between 1973 and 1974

largely in response to Favourable price developments in the markets for petroleum and
troleum have contributed to the

sugar. In Trinidad and Tobago, roylaiies on pe
maintenance Of high annual growth rates of income taxes (30 per cent belween
1965-1974; and 83 per cent between 1971 and 1974).

In 1eal terms, there has been 2 slowing down in the growth of the main fiscal
bases identified above, {hereby creating a0 additional source of revenue difficulty-
Practically ail the independent countries, whether motivated by acute palance of

TR R e S I

ST

an
2

i

i
=
=
-
o,
-
s
z
=
£

E

paymenls pmb]en-ls orb e
et impor&ubsm guiinmal flevelopmental considerations, have 'ol - i
B cemoot of dutisble . Moreover, eflorts at economic i.nt:: ti o E involve
the replacement of dutd e nn;')orts from third countries by CJEFI:E;(;((:;11\/1\,"’1'1lch e
een reinforced by measures of fiscal harmoniz t'lmp?rts o
E ation. However

iaudable i}

ese developments :

weakening of a maj pments are in a long run sense, they i )
a major source of fiscal revenues se, they imply in the short run a

Income tax e
. £ venue generati i
collection lags. The I jon is hampered by wide
3s. The [isca achi y widespread A AT+
numbers and quality Of.Sll'lfr;uchmery of government, partly bec;ﬂlx cva_sl‘nn and by
aff, and because of bureancratic inertia hsse bor nacequare
a, has been unable to

]ABLL 4 . ¥ 4 !

Country and year
Y Import Duty Excise Duty Income Tax T
é otal
Revenue
$m % $m % $m %
@ $m
Jamaica
1965
- 27.8 2
1970 8.0 21.2 213
41. i 24 340
1973 54 (__2) 234 39.0 22.2 651 §4'2 99.4
1974 <40 19.3 54.6 19.2 1226 46-9 175.9
/ 184 647 186 1336 5.1 284.4
Guyana - 38.5 146.9
1965
28.0 16
1970 2 8.9 115
. 24.9
1973 ;g; 30.3 18.1 13.6 igi 322 77.3
1974 1 18.9 30.5 19.1 g 31.7 1330
- 104 548 17.2 0.0 35.7 160.0
“Trinidad and Tobago - 24.9 317.8
1965
47.0 29
1970 -1 14.7 9.1
5. . 75.
1074 2;3 178 25.3 8.1 1222 46.7 161.3
1974 757 14.3 36.6 1.7 2020 39.1 313.2
. 62 292 14 g% 42.4 476.0
Barbados g 681 12172
1970 -
21.8 2
1973 24.8 4.3 4.9
1974 ;;2 25.3 3.8 3.0 igg 33.9 87.9
i . 18.5 3.8 2.4 cas :(3)-‘53 125.1
- - 159.2
Souwrces:

Computed from fallowing data sources:

Guyana: Bank of G

ment of Statistics; Lrini Juyans, Annual Report; Jamai

& ind T ; Jamaica: Me PP

Barbados: Cﬂntr:ﬂ.’]} rk dqd and Tobago: Central Bunk of Trinids o”fm".}’ Statistics, Depart-
ank of Burbados Annual Stetisical Digest nidad and Tobago Annual Report;
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cope with the tasks of efficient tax administration. Moreover widespread tax evasion
sugpests the absence of an appropriate morality in fiscal matters among the populace.?

As a consequence of the factors outlined above, fiscal revenue generating
capacity has lagged behind government expenditures. In terms of elasticity measures,
the income elasticities of total povernment expenditures exceed the income elasticities
of total fiscal revenue. Though one should not attach too much significance to the
actual estimates, the following tentative findings from regression analyses are illus-
tralive. For Guyana, revenue and expenditure elasticities with respect to GNP were
estimated to be 1.37 and 1.49 respectively for the period 1960 to 1974. For Jamaica
the elasticities of revenue and expenditures with respect to GNP are 1.31 and 1.47 for

the same period.
MARKET CONSTRAINTS ON THE GROWTH OF THE INTERNAL DEBT

As an introduction to the discussion of market constraints on the internal debt,
it is worthwhile to describe the asset-type composition of the debt. Details are given in
Tahles 6,7, 8 and 9.

TARBIE 6 PERCENTAGE SHARES OF SELECTED Assels IN GROSS
INTERNAL DEnr: Guyana (YEAR END)
Savings
Treasury Cerlificates

Year Bills Debentures and Bonds All
1965 4.4 80.0 6.8 100
1966 10.6 0.0 5.3 100
1967 16.5 76.1 5.0 100
1968 ’ 23.4 70.8 29 100
1969 20.4 63.2 2.0 100
1970 244 63.3 2.9 100
1971 41.1 545 2.0 100

- 1972 443 547 1.0 100
© 1973 4635 45.9 0.6, 100
1974 37.3 59.1 0.6 100
1975 42.4 55.1 0.1 100

‘Source:

Computed from data in Bank of Guyana Annual Reports.

It is important tonote that throughout the period, Treasury Bills and deben tures
accounted for over 80 per cent of the gross intemal debt in all four countres. Asa
result, the following analysis concentrates on these two debt categories. In Guyana and
Barbados within recent times the share of Treasury Bills has tended to rise and that of
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PERCENTAGE SHARES OF SELECTED ASSETS IN GROSS
TwyERNAL DERT: Jamalca (BND OF MARCH)

TABLE 7

S

Local
Treasury Registered
Year Rills Stock Ronds All
e — I —
1965 299 65.5 43 100
1966 29.0 66.3 4.4 100
1967 28.6 66.3 4.9 100
1968 24.8 70.5 4.5 100
1969 198 740 5.6 100
1970 18.3 74.9 5.4 100
1971 19.6 7.5 5.5 100
1972 202 70.1 5.5 100
1973 16.2 153 52 100
1974 16.5 74.8 5.3 100
1975 15.6 68.3 6.4 100

Sources: Computed from data in Monetary Statistics, Department of Statistics various issues,

and in Bank of Jamaijca Statistical Digesi, various issves.

debentures 1o decline. This tendency reflects difficuliies ccnfron(,.‘in_g attempts at
expanding the long-term intenal debt, and the corresponding recourse to the
somewhat easicT mechanism of finance through the banking gystem.

A muajor obstacle to internal debt {inancing 1s the pcrsis!cnce‘-""pt‘a very nafow
ownemship stracture of Lhe debt. For both the long-lerm and” the short-term debt,
ownership is concentrated among ingncial institutions and governmental or quasi-
govemnmental agencies. Holdings by non-financiat enterprises and by individuals 2re
relatively minimal.

These obscrvations are supported by the data on the percentags shares of various
types of holders in Treasury Bills and debentures. In Jamaica, at 31 Docember 1975,
commeicial banks accounted for 49 per cent of Treasury Bills, the Bank of Jamaica for
34 per cent and quasi-govemmental hodics for the remainder. This reps’esented no
improvement from the situation in, say 1967. The Treasury Bill market in the other
three countries is no less skewed. 1n Trinidad and Tobago, at 31 December 1975, the
commercial banks accounted for 82 per cent of the total stock of Treasury Bills
panies and pension funds for 10 per cent and Sinking

outstanding, the insurance com
Fund provisions for seven per cent. In Guyana at tho sameé point in time, the hanks

Leld 60 per cent, the Central Bank 18 per cent, and other fipancial institutions a
further five per cent. In Barbados also at the end of 1975, commercial banks held 55
per cent, the Central Bank 29 per cent, and quasi—governmcntal and statutory bodies

the remainder.
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TABLE 8- TN
‘[sz'ncrm TAGE SHARYS OF SELECTED ASSETS IN GROS
NTERNAL Drgr: TRINIDAD (END OF YEAR) S
y . Treasury Treasury
car ills ‘
Bills Bonds Dehentures
s All
1965
30.0
1966 : iy ;
1967 ;ZE e 52-; o0
1968 29.7 & sas o
s ’ 68 6 100
1970 ifi i 221 o
o 2. 53 . 100
o7 i 4 63.9 100
1973 igg 22 gg-g 10
1974 ‘)Sfl n.a. )3 ..l 1 00
1975 54.6 n.a. I'L.:).- HJU
, 100
a. 100
Sources:  Com s i
urees, puted from data in Central Statististi I5t
Bk e Smmum?p :‘1;.11 Statististical Office Finereinl Statistics: Central
TABLE 9 P INTAG
INERCI..N!AC-E SHARES OF SELECTED ASSETS IN (GROSS
TERNAL Drs1: BARBADOS (END OF YEAR)
) Treasury gon;mercia]
ear ' ills on
Rills Debentures Loans All
1972
15.3
Bk : 68.0 13
1974 s 169 : r
1975 36.5 i 8 i
515 6.0 100
. 100

So N npi L 3 ¥
y £ . o
wrcess Co uted from data in Central Bank of Barba dos Iconanic and Fingne inl Statistics

Cleasly then private holdi
¢ holdings of the short
to the commerci Lo . 16 short-term debt are almost enlj
biluteral mon;;i:;; %ﬂt‘:’i industry. The Treasury Bill market can gzléf:zrj‘;zfllﬁned
. » & monetary authorities bei ° as a
mercial ba s g ies being the sole s
nks the sole buyers. There are at least two signiﬁcmtecf:?q:;s Td the ;:om—
sequences of this
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market structure. First, the fact that given the regulatory framewark, transactions are
determined largely on the basis of strength of need. Secand, the impossibility of
transferring the debt to third parties. Each is dealt with in tum. Even though minimum
legal Teserve requirements do constitute a built-in bias towards Treasury Bill accumula-

tion by the banks, and have in fact been several times revised upwards in Jamaica in
pursuit of debt financing objectives,"‘ the pemistence of a strong tradition of excess

liquidity makes the governments more dependent on the commercial banks as 2 source
of demand, than the commercial banks on the govemments 2 2 source of
interest-income yielding liquid assets. For this reason Treasury Bill rates of interest can
be said to be determined by the excess demand for Treasury Bills. Judging from

repeated statements in the reports of the Central Banks, this view prevails among

Central Bankers.®
The essential peint 10 be made here, however, s that as a result of the bilateral

monopoly character of the markat for short-tem government securities, any attempt
at rapid expansion in the private sector's holdings of Treasury Bills is likely to involve
substantial increases in interest costs. Whether or nol such cost increases seriously
constrain govemments depends on their cost-consciousness, their attitudes towards the
income redistributional implications of debt service payments, the scope for financing
debt charges, and the alternatives to debt finance.

Mo general statement sbout the cost-consciousness of govemments is possible. In

Saction I1, it was argued that {he fiscal capacities of the governments aré limited. 1t is
unlikely therefore that the governments would be insensitive to any additions to their
recurrent expenditures which might have to be fnanced out of fiscal revenues.

Furthermore, in & structurally dependent economy the scope for pn_a.ncing debt by

money creation s restricted by high import propensities, and by the need 10 conform
ons with respect to deficit

to foreign, prvate and institutional lenders’ conventl
financing. The experience of ihe past decade does not supgest that- the income distri-
butional consideration cardes much weight with Caribbean govemménts.
The second consequence of the market structure is the impossibility of shifting
the stock of debt on go any third pasty. By implication, there is nO possibility of
maintaining private sector holdings in the face of a determined attempt by commercial
panks to reduce their holdings. Moreover, the Central Banks have the function of
developing money and capital markets. One aspect of this function is the prevention of
drastic deterioration in the willingness of the commercial banking sector @8 well us
other holders 10 acquire govemnment securiies. For this reason, the monetary
authorities act largely as a residual buyer and seller concemed with preventing large
capital value movements in cither direction but especially in the downward direction,
and concerned with avoiding munifestations O presumptions of “lock-n effects” The
problem which arises is that the commercial banks may wish £0 anload government
securities at times of acute financing need for the governments. This seems to have
been the case in Jamaica, Barbados, and Trinidad and Tobago in 1973 when the
commercial panks, confronted with high nd rsing deposit rates of interest did not
find Treasury Bills aitractive sssets. 1o {hose instances, the Central Banks and quasi-
govenunental bodies served as residual holders of the debt.
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stantially between 1960 to 1 9"173Tr1n1da§, the share of Treasury Bills exp :lévzly for
sfte]l: as the Govcrnmeht kepf the\’:if)[r‘tlteir:rgggd 12 per cent but fell ]15avil; ﬂ:;-:-
ecline in Jamaica has occurred despi : e_ t constant. It is noteworthy that -
1972, Two offsetti espite several increases in the liquid as y A .the
bank assets as ttshnif?}rces at work were the declining rates of1 lgcil;ﬁt?ssegs ratio stnce
e reduced willingness of commercial banks tc: ‘;m;:‘;“;meicml

" TEasury

Bills under conditi
nditions of high lo
ne . an d ¢ els .
Treasury Bill rates of interest. emands elsewhere in the system and sticky

A]] ].Ill]'JOlI'd]lt 1!11618!!6& ¥ 4 p y
18 t]ltlt 1t Gll and, the capacit Of the Comefclal br-l
E nks

p y (8} } ] d P -
P
u[e[ rom the stan oint O.t 01tf0].lo CGIHPOS].thn must be clOSf.. fo full exhau.‘:“on

]n the Other th
ee countries there 18 e\']de Y O T db fulﬁ]lcl]l& t)y C}X])a!lbloﬂ Oi
th-(' bhales Of IIeabllIy BIHS m the LOIHIneILla} bﬂ.ﬂkb portfollos Of assets. I\‘iudl

depends on the

e regulatory framew

n .. : ork and o s
ot competitive with other earning assets n moral suasion since Treasury Bills are

“Turning now to the
market for | i
much the same kinds . . ong and medium term inte fe de
o e dem;n d!:-d\b off ?baenranor‘n can be made. Financial inbsIt]iltﬂtE Ubh? o
Dominant cemande [:1,1 of the debt, followed by statutory bodies. I (];ns aon, st 31
e S;“ngsm];z;?l;);nks held 20 per cent, insurance co;npnani::hlagos’ p
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‘he same point in time, the commercial banks held approximately 13 per cent of local
registered stocks (the major longdated geeurity) pension funds 18 per cent, huilding
societies 16 per cent, and ipsurance companies 7 per cent. Statutory bodies and
sinking funds accounted for a further 62 per cent; and other institutions for 15 per
cent. Tndividual holdings amounted to roughly gight per cent of the Lotal outstanding

local registered stock.

In terms of irend analysis, the major changes have been the decline in the

percentage shares of the commercial banks from 27 per centin 1967, and the growth
of the National [nsurance Fund (NIF) as the major hotder. In December 1966, the NIF
accounted for only elght per cent of lacal registered stocks. [n effect, govemmental
agencies have taken up the siack left by the established financial institutions. The role
of national insurance funds in converting the security payments of workers into credit
to govemments has been noted by Reviglio [4] who altests to its importance in
¢conomic development financing. In the Caribbean there is still scope for the
gxpansion of national insurance since its introduction is of recent origin; many

workers (especially the self-employed) are still not contributars, and large pumbers of
the labour force are unemployed.

Complete details are not available on the ownership structure af the longet-term
internal debt in Guyana, nor in Trinidad and Tobago. Fram the data available for
Guyana, financial institutions’ holdings appear to be on the decline. At 31 December
1973, the commercial banks accounted for 4 per cent, domestic insurance companies
for 5 per cent, the Post Office Savings Bank for 8 per cent, and the Central Bank for
25 per cent. No data is available on the holdings of foreign owned insurance com-
panies which dominate the industry. I Trinidad and Tobago, insuranee comparies aré
large holders of the long-term debl, accounling for roughly 29 per gent at 31

December 1971,

&,

The ability of the governmenis 10 expand the long-terim debl is Tacilitated by the
preference of certain financial institutions, notably pension funds and life insurance
companies for long-term debt as a means of matching long-term, predictable liabilities.
The interest rate factor has not been an important in{luence witlin recent years,
largely because of regulatory and moral constraints which minimise the scope for

acquisition of foreign long-dated securities.

It is not to be concluded that long-dated govermmnent secugties form a quantita-
tively very important part of {inancial institutions’ asset portfolios and that there is no
scope for cxpansion. In Jamaica commercial banks have held on average only 2 per
cent of their total asset portfolio in local registered stock between 1967 to 1975. The
porifolio share of life insurance companies has declined from 25 per cent in 1967 to
15 per cent in 1975. 1o Barbados, longer term povemment stock accounted for
roughly 7 per cent of commercial bank assets at 31 December 1975, despile an upward
trend since 1970. In Guyani, commercial banks’ portfolio shares pave also been
declining, from 8 per cent in 1967 to 2 per cent in 1975; domestic Insurance com-
panies- held between 7 per cent and 9 per cent of their portfolio in long term govern-
mentstock between 1970 t0 1974 while building societies held at themost 5 per cent of
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presence of a large, stable core in their deposit balances. Intense desire for liguidity
seriously constrains efforts which aim at widening the ownership structure of the debt,
at lengthening the maturity structure of the debt, and at expanding the outstanding
stock of the debt by increasing substantially the munber of market transactors.

A further difficulty in enlarging the public debt holdings of individuals is pased
by seemingly widespread lack of confidence in government’s financial viability. Fears
of this sort sre often reinforced by ignorance of financial markets and debt
instruments. Most Caribbean peoples bave some notion of financial instruments such
ag commercial pank deposits and life insurance policies; very few, inchading
businessmen, have the faintest understanding of securities markets. Some governments,
notably Jamaica, atleropt to disseminaie lhe necessary knowledge and to develop
capital markets. Some have also resorted t0 quasi-fiscal methods which deduct incomes
at source in exchange for financial asscts such as compulsory savings certificates,
defence bonds, and Natjonal Housing Trust bonds as 4 means of expanding the car-
porate and houschold sectars® contribution to medium and long-term public debt

‘finances.
at political divergences within the Commonwealth

Caribbean and increased government involvernent in the economy of Guyana npder-
mine the value of the ahove analysis in two ways. Firsl, by reducing its general
applicability; second, by making a market analysis of the Guyanese economy mis-
teading. There is little objective basis for {hat view. Not only did the divergences

appear towards the end of the period studied, but they have also pot been sufficiently

significant in the field of public finance other than in the realm of rl}ctpric to warrant
separate analytical treatment nor to vield qualitatively different resulis, Furthermore,
p of the financial seclor was only partial. Accumulation of per-
tili central fcaturcs;of the Guyanese

The view has been advanced th

governsent ownershi
sonal wezlth and financial intermediation are $

political economy.

GENERAL MACROECONOMIC CONSTRAINTS

Even if the internal demend lor the public deht was insatiable, some general
economic considerations would fimit the growth of the debt. Most of these have been
so well established in the Viterature’ that an extensive discussion is not justified at this
time. Nonetheless, it is necessary to Teview at least a few of the important ones in the
specific context of the Caribbean countries under study.

To begin, the issuing anthorities have to be oundful of the effects of rapid debt
increases on overall credit in the cconomy. They also bave io be concemed with the
effect of a large stock of liquid debt on the efficacy of legal reserve requirements as
instruments of eredit control, The growth of the shors-ferm debt, il it results in excest
liquidity within the banking system may vitiate legal reserve requitements. Yhe com-
merciel banks in these situations, in order to finance their desired loans to the private
sector, have the option of reducing their stock of shosl-lerm government securities by
not replacing those which mature or by selling {heir stock to the Central banks. Given

SN

LA E RUE RN TN

Hi y p E -
tlle IIlOll(it T ut—horltles Othb’I Conc
al ONCEINS f()l' reventing dehtﬂbﬂlﬁaﬂ.on Qf l.h.b govbfﬂ.

ment securities market and
S too great increasas i i
e ! and 2s in ihe inicrest costs of t ebt, the
pz:ssjhlc : i)lzmic; ;eslst with any notable degree of pemistence such ofi‘e:] ix? :blt’ tgw
already attempted by Jamaica — is to increase pe‘riodilcz.lﬂi. t{]e
ally the

11 Uld asseis re ireme -
q s q_l! ments to Whlch the cOomm CI:.LI deLI\S miust Confonll
er by

Another t 3 i ion i

o the otvae $§?0ﬂar¥1co?sxderatxox1 is the effect of the debt on the supply of credi
o P nece.s ‘ r.t0 ik issue pertains not only to the conventional forrr\ls L?'dlt
ol B (ﬁre(‘s‘aryt 1¢,mstt¢'~.eﬂ?:cmmt also of commercial banks® and other ﬁnZn:i};T

( t rovermment which, cxcept i

o S g ich, except in Barbados, : i
National Debt statements. These forms of credit have bcer; :‘:’; - 1':—
‘ ng quite

NI y b y
some C can countries hln he pﬂ.b 15
bll])h‘ a a I 111 arippe ountries wit t i “VG etllh, H ShOWIl n

Table 10. The bhasi i i
s nevats de:; g)snal-:mfa underlying any concern with the growth of public debt
e argument that financial institutions arce substituting claims

p
on govetlmle!lt io[ C].m[lls on the nvdte bBLtO!. AS Such thhre I8 h!st an e“lp“lad—l
le.lestlon ta bﬂ SetﬂCd i()i ihc Canbb{nlﬂ met}}es und{.f Teview

TABLE . :
10 COMMERCIAL BANK LENDING TO GOVERNMENT {(fint AND PER
1 A LN
Cent OF TOTAL ASSETS) 1970-1975

Guyana Jamaica Trinidad
End of Year 3 % i) % Y
A h P
1970 13.8
, 9.4 9.2
1971 ' 1o
1971 igé §_1 10:0 1.9 13'.: ;i
1572 133 3-4 147 23 30.6 4.0
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The sccond aspect of the thesis is that such displacements are suboptimal for the
conomy. The yalidity of the thesis depends on the employment of the funds by the
rivate borrowers and by the government. There is no basis for the presumption that
jovernmental use of hank credit is less socially beneficial than private sector Uses in an
sconomic system in which historically the allocation of bank credit hos fostered
import dependence, and rigidity in production gtructures, and by noglect hus
frustrated the emergence of potentiaily high growth industries.

Rapid expansion of the internal government debt, if financed by credit creation,
can lead to significant short period deterioration in the b lance of payments unless
{here are compensatory adjustments in private $8ct0E import expendifures. If the
expansion s financed by a shift in the private sector’s or the financial sector’s
portfolio compoasition, the existence of balunce of payments affocts depends upon the
differences if any, belween the private sector's and the public sector's import pro-
pensities. The negative lmpact on the balance of puayments derives quite
straightforwardly from the bigh import dependence of the economies. Despite 4
decade of attempted import-substitution, the ratio of imports to gross nalional pro-
duct in 1974 was .36 in Trinidad, .50 in Jamaica, and .63 in Guyana. The short period
foreign exchange constraint is a serjous one in these economies under present cireur-
ign exchange receipts are at hest stagnating as 4 result of problems

stances in which fore!
in the tourism and pimary product industies. Over the long run, depending upon the
displacenent, and

expenditure effects of the debt on imwport substitution and import
on foreign exchange eamnings, initial negative balance of payments effects can be
overcoms. liowever, very littls govemment expenditurces make a direct contribution to

conscryvation of and earnings of foreign exchange.

Two additional constraints will be mentioned in this section. First, an expansion
of the public debt has as its concomitant an increase in the Jevel of debt charges. The
growth of debt charges as depicted in Table 11 shows an expmasiorf".in‘Trmidad and
Tobago from 1966 to 1969, but relative stability with a hint of decline thereafler. In
Guyana, debt charges a5 a percentage of tatal government expendilures declined from
a high of 13 per cent in 1969 to 9 per cent in 1971, only to rise again to about 14 per
cent in 1974, In Jamaica, debt charges have heen a more or less stable proportian of
total expendilures since 1967. In Barbados, there has been a discernible increase in the
proportion of tota) government expenditures going towards debt service payments.

The macrosconomic significance of an ypward trend in the share of debt charges
in total government expenditures depends on geverat factors. Among these is the
expenditure propensitics of holders of government debt vish-vis non-holders since
interest payments on the debt constitule a form of income sedistribution from non-—
debi holding tax payers ta debt-holding tax paycrs. In view of the predominance of
institutional debt-hotders in the countries analysed here, there is likely to be a not
inconsiderable credit-expenditure effect, though profit repatriation by [oreign-owned
financial and nonfinancial enterp rises would modify its magnitude.

The significance of debt charges also depends upon the expenditure elfects of
alternative financing methods, nolably taxation. It is likely that [iscal revenue
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TABLE - DE ‘ b
11T — DEBT CHARGES ($m AND AS % OF ToraL GOVERNMENT

EXPENDITURES)
Guyana B
arhados Jamai
i alca Trinidad
hy >
% 3 % 3 % 3 ‘7
(]
1965 12,1 11
. 4 2.8

1966 “ 7.1 8.0 ,
g 130 10.8 2 71 9.2 b 1od 7.9
1968 17-9 io-l 3.4 6.7 10.7 7.8 78 6.7
1969 e 109 S Y o
3970 o8 0.9 3.6 5.9 5.0 >4 51-6 10.4
1971 18.3 31 0 4.9 5.4 2.3 33'3 t-2
1972 25.3 1. 3.1 3.0 25.2 9.0 43, 53
1ors 253 ! 1 4.6 40 ) 8.4 4 p 92
1974 535 12: 9.3 7.2 32.7 8.8 n? 5.6
- - 12.1 - .. .
1975 : 6.8 44.5 .
63.7 12.0 13.9 6.7 e 15:-9 n.a. n.a
" -8 n.a. n.a.
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market for government securities. Several macroecopornic factors are glso pertinent to
the scope for internal debt finance. Those deserving of attention in Caribbean
cconomies are the influence of debt expansion O credit control, ibe displacement of
credit to the private sector, the effect of debt creation on the hatance of payments, the

influence of debt payments on government and total domestic expenditures, and the
jmplications of debt acoumulation far future generations.

FOOTNOTES

1y wish to thank the conference participants for comments. 1 am especially indebted to

DelLislke Worrell and Maurice Qdle for written commenis and advics, some of which could not be
sibility for remiining £II0TS is

incorporated becauss of the confines of time and space. Respon

solely mine.
2for evidence see for example the discussions by representatives of sevesal prominent Euro—

dollar banks in EuroMoney, Qctober 1976 pagss 4497; und L.J. Brainard {1]-

that tax morality of attitudes is reluted to the public’s
be genentl dissatisfﬂction with the
blic services 18 Bkely; and doubt

31he point necds 10 be stressed
percepﬁons of the performance of the public sectoT- There may
efficiency of the public sector; the feeling thal non-delivery of pt
that beneficiaries will actually benefit from the fiscal outlay.

41n Jamaica, increases in the lguid assets ratio from 17.5 10 18.5 iu!]u.i‘.y 1972, then to 21
per cent in November 1973, and finally to 23.5 per cent in May 1974 have coincided with petiods
of acute pudgetary and foreign loan financing difficulties as well as with a trend towards dis-
jnvestment {relotive and sometimes absolute) by the commercial banks. i

Sgpe for instance, Bank of Jamaica Annual Reports: 1963, p- 4, 1971, p- 2 and 1973, p. 22.

6 5 nnual average growth yates 2ie as follows:-

() Trinided and Tobago 1967-1971: 18 per cent; 1971-1975: 26 per cent
() Jamaica 1967-19712 23 per cent; 1971-1975: 18 pér cent
{c) Guyuna 1967-1971: 14 per cent; 1971-1975 24 per cent

1968-1971: 26 pur centd; 1971-1975: 12 per cent

{d) Barbados

oo for instance Nevin (2], Relph 5] and Ott and Ott [3}-

8we nre for present purposes ruling out distihutional effects stemming from the possiply

different financial asset portfolios.
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