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"Financial Structure and Economic Devélopment_

~.in the Organizgtioh of Eqstern_Caribbean

' ‘States [OECS].”"

This paper examines the nexus between  financial structure

and economic deValopment in the seven  countries of the

Orgaﬁizétion ,of"EasteranariEbean States (OECS). Our analysié

will be an ekistic one in that we will conduct: thg'analysis with

the basic needs: of the individual and the entire community as our

frame of reféfénce.'r Our method  will be; of necéssity;-aﬁ
"eclectic¢ one: - we will choose from various systems and doctrines
thoée;features which will- buttress our arguments.  This means

,thét_we:will not co§ér all of the elements that ought to go into

“the comprehension of the financial structure and economic growth

in the OECS}; ‘Ouf ﬁalue is norﬁativé; but, as Heffnsfein Smith

(1984)' notes,\;“Ailzvalhe ié radically contingént,_being'neithér'

‘an inherent property of objects nor-an arbitrary projection of

"_subjects but”rather,:]the produéf of-the dynamics of an economic

system.”

Since . 1981,' the seven  countries .which comprise the

- Organization of Eastern Caribbean States have had the spotlight

of pbliiica1~and eéoﬁomic attentioﬁ fccussed:on them._-The_Treaty

of Basseterre waé signed on June 18, 1981 ushering into existence

the OECS. The establishment of the OECS serves as a model
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'whereing-seven fnlcrosteteev heve pooled their 'resourcee- in a
'risymbolio,: 4eynbiotlo, andn substantlve _way,rwithf the reim of
"furtherlng fhélf';ae§§1d§ment, Then*countriee _hauerexperienced

Vsome‘-benefite at-ithe macroeconomio andl-uieroeconomic scale.
f However, - there have been concerns about the structural nature of_

\:the{feountries'fies} they battle 'fhé,' perturbatlons of the

‘1nternatlona1 and reg{onal- env1ronments 'Questions have been

'f centered on: the vulnerablllty and viability of the_ stetes; their -

structural adJustment,,,the' 1mpaot of multllateral finenclelrj.‘

'h‘institutions on them, the llkely scenarlos of the 1mpact of thelr

'rgraduat1on from the Internat1onal Development Agency, among other

: key perspeotlves.:, S1nce-1981 too, many scholars and students of .
":the-OECSlhave'contended'that' theJCECS. has'passed the acid test'
of“suruiuibllitfrend' -furthermore; the OECS may have within 1ts_

'-modus operand1 the seeds of the transformatlon that are germalneﬂ

’ to -elevatlng the w1der Carlbbean -on ‘a .susta1ned growth path
-:,ﬁlfhln the last two years the case in the OECS has, been made for
: :a-closer polltlcal'unlon. - The 'qurorS'.are ‘still 'out on this.
'case i Sufflce to say, the spotlight is still on the OECS. -Itr
is in thls llght that webWish t0” asSess the nexus between the
1f1nanc1al structure of the OECS and the resultant development of -

'the countrles

. Structure -
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By 'struéture,- we - mean the way :inr which -the financial

framewofﬁ of,fhe tOECSVholds %pgethéf. ' Esggﬁtiaily, the holding

,togethef  15 reall? the jsuppqrtiﬁg, -7crifica1 pérts “of 'thé
: :finénéial cémpiéx,fjfhé.manner?”;fhé.fqrﬁ aﬁd the organization in
 ﬁhichrtﬁe_0ECS,-haé 9pér§ted, finénéiaily."The intefrelafioﬁ of .
~all of- the pafts-;f‘the'whdle_finahéiai'-étfuétﬁré; has sometimes

been synefgistic: and, "at other .times, ﬁdn—éynergistic. The

synergism and non-synergism have not:been_'by design; they have -

been more by défault. In a sense, thé financial structure in the

OECS is the political ‘and economic analog to ~ the =

strﬁcfural—funétibnai'views'of_ébciéty'aé 'fouhd ihuLthe,works of

authors Sﬁch as'Talcott'Pafsonérflgﬁl), .Robertrmértbn_(IQST) and

- iohn;Powelsoh"(1972);, to name a few authors. The finaﬁcial'

,sfructure provides“a scaffold upoﬁ' whichrsignificant structural

work could rbe‘”érégfed, " We are pnot operating in the Latin
American notion ofﬁétfuC£uralist —'a_notion which focusses on the

structuralﬂvulnerability of - economies; our mnotion 1is one of

' strﬁqtﬁra1 traqtibility'of the financialrsystém'as it pertains to

economic development. -

Economic Development .

iBy,gbonbﬁic development we are positing_a‘system that is in
line withfthe'view.developed,in JonesfHendricksdn (1985; 1985 a).
'The system is é;noaneynesian syétem.' It is Kaleckian in scbpe.

Kaiecki (1976) discusses'thé."mixéd-EGonomy"."In'his-analysis he
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V-refered.to-aiprototyPefideveloping:countrv‘in-whiCH. the{ private
_sector pleys e”doninant 'role in production Jend dlstrioution and
-the'public sector 'is:an.active "perticlpantfin the promotlon of-
economlc development through monetary and flscal pollcles )Our
-,analy51s is . not a mere ,emplrlcal test ,of 'e Kaleckian systen;

.:rather,: our analys1s 1s a focus on' the flnan01el structure of‘

" the: OECS such that we can understand to what extent the structure

:permltted econom1c development in a quant1tat1ve and qua11tat1Ve
manner | | 7 | |

~In a synop51s,r our approach to - the concept’ of economic
'ldevelopment comb1nes the arguments of some authors “who giggd the -
'lnotlons of growth and development - .or transformation as we have
r,called 1t elsewhere; In the works of Lewis (1955), Meier (19?0);
Kindleberéer-(1965)§ Kasdan (1973), Stewart and Streeten (1976),:
Dawes (1982), Eshag (1983), and Hope (1986),' the concept of _7

development whlch 1nforms our th1nk1ng is operatlonallzed.'

.Tne-nelleknown rldea 1s that econom1c growth is quantltatlve
t-and economic development is qualltatlve In this paper we are'
‘pus1ng a broad deflnltlon wof deVelopment . Development is' both
:.quantltatlve and qualltat1ve in. a welfare enhancing facet of-
transformatlon DeveloPment is soc1ally determlned If we are
to get away - from .nhatr was, 'we' need toifocus‘ our studv of
financlal structure;and developmenttin the-OECS on a view that .
challenges -tne: rcontours* of; the .lescipline,__Questions the

paradigms and _assnmptiOne} " posits the possibilities of
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crcss-disciplinary'and'uulti~dieciplinery' issues and determines
how all 'of these characteristics permit - us to. anchor the
questlon of flnanc1al structure and econcmic: develcpment within

the'd1501p11nary boundaries that'we have'sketched._ Economics hae

‘never -attained ehpermament state_or ~stasis. It never has and 
never will. ./ 1In fegicns euch as the OECS, :change is constantly
changing and at tlmes, 1t is- 1mpercept1b1y constant For' us,

'therefcfe, the nexus of flnan01al structure and - development is
© . viewed . ae the changer'iu the utilization of 'rescurces, plus a
.change in productlon, pluere.chenge.in welfare, plusra susteined
growth in income - partlcularly per capltel income. |

In summary,'-the‘key tesh that cohtfonté'us'ih'thie paper is

an assessment of the role and nature_,of “the financial structure
 of the' countr;es “of 'the OECS. Ve are :ccncefuea uith‘the
Qualitetive an& quentitatiue additiohality'caused by the types.
.an&'sccpes'of finenCial etfucture iu'existence in the microstates
in questiont The paper is -on the hlstory and the practlse of the
' financiai structures es they 'alded-r : abetted the economic
deyelopmeht process_inrthe microstates of the OECS,

Interaction of Structure and Growth

- In trfing to understend the financial structure of the OECS,
we have to 'understand' the sociel,r political, economic and
cultural charecteristice that .are attendant in the region. In

ane fectcr'_that gpans the gamut of‘ all of these is the tax
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'”-eystemi Taxes are- functlonally related to product1on structures,
f.trade structures,_ admlnlstratlve systems, enforcement systems,

and the whole soc1al matrlx of the reglon.

Since 1981  the OECS has followed the traditional approaches
N andiused:the: tradltlonal tools: of extractlng fznan01a1 resource:
7;£romt the[dpmestlcj:and 1nternat10nal communltles., The'resource

"~ base has been centered on:

}i.—_Indireet‘Takeer“
f’,f ﬁirect Taxeef
—-Substaiee'
- Other revenue
j#_Aid_frqm:egternel largess

. — Loans "and grants -

7'.Indirect'Taxee

}When'we-use the termrindireet taxes we mean a ”tax in whieh,
'idlfferent tax rates are 1ev1ed on. dlfferent goods and services_pr
rtypesrof 1ncomem Indlrect taxes in the OECS 1nc1ude, 1nter—alia;'

='f_‘custcuue‘, Aduties, rimport duties, export duties,r excise taxes,
'rconsumptlon tex;:”.stamp taﬁ, fereign ‘currency :taxg‘_tax; on'
’-1nternat10nal trade- transact1ons, 'eustom tax, custbus seruiee

. icharge, value added tax, as well as'other'nqu~descript-taxes. We
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noferrthe everlappihg hature of hames'end ~the. synonym use of

- customs duties, custom tax, customs service charge, import and

rexpdft duties;:,?“s

In the'OECS,(indeed,r_in the Caribbean region) there is the

‘tendency to follew'the dictum af'JohnSStuart Mill-[1923: Chapter

6, Sec 3] that 1nd1rect taxes make the taxpayer less con501ous. S

' So, this feature of the flnan01al structure 1ooms domlnant in the

-system. ObJectlvely, 1nd1rect. texes are'to_ encourage saving,

conserve foreign exchange, .and assist in preventing or dampening
inflationary tendencies.. . The . ease of  administering indirect

taxes may lie in - the.feCt,‘thafi there afe_sqlid[ ﬁlﬁses in its

‘admihistretien;:_es_opposed to thef,theeretieel'cheracseristies
'.identified abeveirllTheefact,r toe;rthat indifec£ taxes_heve some -
.:1eveis; of- pfogfessivity and some 'euto—stability-'cosbinedwwith '
' sqme equity; maylﬁe;oﬁe of fhe*ﬁain.1reasoes,whi,,indirect taxes

“are central in  the finaneial strucfure-of " the OECS. - But as is

well developed by Fromm and Taubman [1973 134], on grounds of.

:equlty, a dlrect tax 1s better than ‘an indirect tax.,

Direct Taxes

We deflne d1rect taxes as those taxes in whlch the same rate

'of tax 1s 1ev1ed all goods and serv1ces and all’ klnds of income.

Broadly deflned j 1n the case of the "OECS, the focus is on taxes

on income, consumptlon .and wealth Direct taxes have come to

__Be;regarded as_taxes 1ev1ed on persons assepposed to'goods and
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- services.. Direct taxes include, inter—-alia; income’ tax,

'lj:rproberty tax; tax. on goods and serriees, _Hotel - tax, hotel room

tax, -telecommunications tax, motor vehicle liscenses, and the
~ umbrella category taxes on domestic production, consumption and

'71fa1ﬁe_edded:

If the tax rates were proportlonal and all income. were taxed
,jln the OECS drrect taxeslwould‘haveu been- e3511y admlnlsteredp
7.;However,.f,w1th deductlons,'_:exemptidns, dual ' books, poor

'record keeplng, lage 1n tax payments and no personal income taxes

7'.rf1n three-OECS countrles, therpersonalnlqeome tax'ln-the QECS has

:been Hampered* On average, however; whilertheré‘is evasion and'a'
'1great deal of av01dance, dlrect.taXee in theLOECSe are effective
 1n reachlng 1ntor these levele;.qffinceme ihetr eomefimesrare_not,
e reachable under otherf ﬁodes of rtaxafion Equit& is-regarded
hlghly in the 1mp1ementat10n ef dlrect taxes

~ Subsidies

Ve The f1nanc1alretructure 1n-the OECS 1ncludes, as one of its
:componente, sub51d1es to companles There is a lag relationship
in: this. respect. : Beneflts are, osten51bly, to redoundrto the
countrles 1f they brov1de the favorable flnanclal climate +to the
firms. { When forelgn dlrect 1nvestment is made in the‘OECS,the
'leeg;term' ratlonale_:ie that the Vreglon‘~W111 , benef;t from.
'reﬁpioymentrgeﬁereﬁidh, income tax that. people will pPay,. end-otherr

taxes that will be- generated from an - agglomeretion and
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.multipliér/aCCéléfafor_éfféét of the:investméht. : In'th;'best of
both wdrl&s;.it cénnbt be'said,_conélusively;:that fhe region haé
benefitted from fhé £ax';hq1iday, the accelerated depreciafion
given, the dutyifreé:oﬁ'cépital‘andtraw_maferials, thé alloﬁance

on profit repétriafion,letc,

: Iﬁdeed;"thel fax holidéyé' and-otﬁér fiscal-3incentivés:mdy
have undefminéd7thé:capacit§-of7the QECé,téiqollect the quantum
6f téxés ,that  are_jdue_.tdr'the regién. "Couple .thié overt
underminihg :féaturé ﬁith the problems 'Ofﬂ mgniioring business,
policing'them;‘tapd cﬁrtailing; uhdergroﬁﬁd économic ac£ivities
fhrough whigh'there are7Vsignificant leakages, “and: it bépqmes
evident . that this- fiscal inceﬁtive  arfahéement may - bé
-pro%in£ernationa1, Bﬁéineéé and 'ﬁotﬁr procheflocél ﬂgconomiéé.
Furthérﬁqre, 7 %hen,;we'rlink ,the"r‘polificairfihtérference gnd-
'somefiméé in%olveﬁéht in the granting_ of- fiscal ihcentiVes, it
becames'drématic fhat sﬁbsidiés, as they é;eroperafioﬁaliZQd with-
the,fiﬁénéiél Strﬁétufé'of-thg OECS, may not ;bé'és substénstivé
'in_rholsteriné "thé.=févequé_ cbffefé' as - it* “ié‘ ﬁuperficiall&

fbelieved@

Other Révenues

+

.This 'catggbry- in7 the _financial  stfucture” of the "~ OECS
_includes what is- c@nventionally-cafled non—fax _.revenues, Amohg

" these mnon-tax revenues may be -found liscenses, rents - and
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- royalties; - repayment  of government locans,. revenués from"

'~ " government departments,; transfer from: government enterprises,

. sale of crown lands, and so on.

Other' revenues,ere 7an omnibus category which . is sometimes

'?giused rto; solldlfy' regular tax revenues which ‘may have been

-?._éliminated; In some: countrles, Iike-Stg;Kitte—Nevis;end Antigua

"where - personal income  tax ie not~ih 'vogue, the: other revenue

'5.*category is skewed towardsr garnering the revenues that may have

'“r’been lost by the ellmlnat1on of the personal income tax.

,’_This'other revenues ‘category'is of moment, though, because

;itj gives a good _ineight'into the reliance of’the OECS on its

. own—efforts in . terms of domestic saving and 1nvestment Here,-

-the type ofrdeveloement that underpihs our analysis in this paper

L . comes. to the‘fore-t_ Development ‘as we heve said, .ineludes the

ft 1mprovement of the welfare of the people and the countries of the

o OECS.j- The dlstlnctlon-of "otherrrrevenues " is. the ownfeffort-'

-tifeature. : Objectively the Vown;effoft revenues are rgeered to
-1ﬁtnimiziﬁ§, in the short run, -and obllteret1ng 1n the long—run,g
 the dependence on ”external a1d.: Thls own effort suggests that
Lflocal 1nst1tut10ns: end'10031 finan01al structures ought to pley

fi?a cr1t1ca1 role in the pursult of the dlreotlonal deeelopment of

'ethe eountrles in questlon {Hope, 19886: 3 53 Kasdan 1973:10].
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~ Under thé,othef revenue category we are conﬁeniently putting

~public financial'institutions._ Austin Robinson, in reviewing-

: Johﬁ M. Kéfneét_Géneraerheory_ in the Ecoﬁomist "Feb 29, 19886,
-(1986568)_ contends thét_ Fdeérnments énd ;cﬁrrenéy éﬁthofities
hé#e arre9ponsibi¥ity for greéter-tﬁaf”thétiof “merély making the
. fulés and hdlding tﬁe riné". But;rhe_nétes,:“.l, thefe‘aré;noné
:so aéngerégs_agr thdse who 5eligvertha£ écoﬁomics is a set qf
immutaBle éomm#ﬁdments'discovéred iﬁ the ningtenfh ééntur}, to be-
" imposed, costrﬁhét it ma&, oﬁ a'comﬁleteiy different world of the

late twentieth Eentufy.";"

The ﬁuﬁliéifiﬁanciél institufiéﬁs hévé chahged rin,the OECS.
- But thére is still foqmifor ééﬁcern aé Ca:los Holder has sbown.
-Holﬁer’s_scénéfio-was Set:'iﬁ Barbaﬂés but there  are derivatives
: ffom the OECS.- 'Héldéf [198?: l1i notés'thaf there is a roie'fdy
publié fihaﬁciél'insfﬁtqtioﬁs'in'finan¢ing ieéqnpmic develbpmént
givgﬁ- "tﬁat' fhe:_;réraditioﬁéi; "coldnial4fyPe, ﬁfinaﬁéial
”institﬁtionsl,like commercial banks have . not .or - cannot play the
type of deﬁélqbﬁ;nt_role éh?iséged byl eﬁéféing'Cafibbean—type.
economies. 'Eﬁbérienée'-has shown;  fﬁoldérr ﬁotésj, fha£:§ublib
financial 'Viﬁstitutions héﬁe-, failed,"—partiy . because of
orgahizationai‘_structufes lthat’e?igted _since théir inception,"
Holder’é focus was.6h 'Nationgi-Commerciai Banké, Local Domeétic
Banks, VDeveidpﬁéﬁtﬁ Eankg and Venture Capital'rcorpérations. In
rfhe OECS the Barbados 'iessoné are also eﬁidenf,'rand _morerso?_

given the-economieé Bf,séalé'of the,financialVinstitufions in the
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" QECS. It is ?nofeworthy, though, that some of these financial
insitutions; public endiprivete;'_have:Servedfthe.OECS{econpmies

—_at-commendable levels ef operafion{

Wlthln recent years, some government54 like Grenada and St.
5K1tts Nev1s, have resorted -tqr borrowing' froms their?Nationa1
Insurance Schemes and Natlonal Provident:Fﬁnd - respectively, to

meet thelr flnan01al needs or to engage in electlon gimmicks.

"Aid; Loahs'and Grants

ﬁnder' eid;;_ 1oens' en&' grants, ':We refer to':eid ffom
-multllateral ‘and bllateral interhetionel 'financial agencies;
'ssubreglonal and reglonal agenc1es The_OECS has benefitted froﬁ'
a varlety of fundlng rsources which fall runder multilateralr'
;flnan01a1 agencles 7 Pr1nc1pally among ‘these are the World Bank
,<spe01f1cally rthel eoft—w1ndow, the Internatxonal Develcpment
- Agency (IDA), and the Internatlonal Monetary Fund (IMF).

-

On the sileferal 1¢ﬁé1,, the " countries of interest are

: Brltaln, the USA. and -Cenads.- These are_rnow . perceived as
‘tradltlonal'ulendefsfr  Britain has maintained a series  of
. -conce551onal type loans and. grant programs - The USA has

developed a varlety of 'ald 11nked programs,- most noteable fhe
VCaplbbean BQSID- Inltlatlve (CBI)_ and gB&Sle'-Needs Programs;

'f']danadaj;'too;' has ma;ntalned its raideiinked programs, mostly
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,finandialrégéncies. ~ Principally among these ‘are- the World Bank,
:specifically ;théﬁisoft—window, . the Intérhétionali Development

Agency (IDA), and the International Monetary Fund -(IMF).

On the bilateral level, the[-countriés- of interest are

Britain,rithé- USA and. Canada. These. are ‘how* pérgeivéd as
traditional lenders.  Britain has maintained a series of
qondessional—type_ loans  and grant programs. ~The USA has

dEﬁelopé&'a vgriety'of zaid~1inkedr-progrﬁms, most #oteéblé the
'_Garibbean'rﬁasin;iIni£iative .(ﬁBI)-;and-'Basic ﬁeeds Prégréms}
iCaﬁada, qu; lhés'imaintained' ité ‘aid—linkéd programs, moSfly
notable, - wigﬂiﬁ  récent; years; its. CaribbeanfCanadién"Aiq
J(QARIBCAN)V prﬁéfém;'Cdnada has, over the yegrg, %ide&_the region

gin'thé'afea'df'infraétructure for'schools'and,aifports.

iRegionaliy, i£hé- CariBbeén'Dévéiopment'Bank  <ODB) has been-
the -financiaL;imédiatqr,'- direc£§r 'ahdi:ércﬁéstratorr of some
developménf-in the-OECS.,VThe CDB} byVChartér, has ah émphasis'oh
7 development'in the OECS —  the so;célled Lesé-ﬁeveldﬁed CountrieS"
{bf'the' Bank. ':Ovér: the -yearé,- éver 50 Vﬁerpent of - fhe Net
Cumuiétivé_?inancing approved 5péf aﬁnﬁmrby }bDB ﬁas gone to,thé;
so~éalled;LDCS;. 'These-ére loaﬁs,w contingenc&-loans and eqﬁity.'-
Oﬁ,avérage about175- percéﬁf ofrfhe fiﬁancing is Euféued'through

Msoft funds”. :Soff'funds ére<$ﬁecia1'FunduResourCesL
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Up to 1987 Cumulatrve Grant F1nanc1ng to the. QECS and other'
so- called LDCs was $67. 1 mllllon w1th over 81 percent glven-tor
the.SOfcalled LDCS . On average the CDB has glven over 56 percent
of'its cumﬁ1a£i§é  dlsbursements and over '68 percent of all its
. conce551onary spe01al funds‘ resources to the, OECS conntriesiand '

the other countrles of the so—called LDC group.'

fin- the subreglon,T the:Eesﬁern:Geribbeanficentral Bank has
.been a malnstay for loans for many of -nhe_vconntries. Besioes
lesbur51ng loans to the Central Governments of the OECS the-ECGB;
-hes'been erprlnc;pal purchaser of.governments Treasury BilIs and

debentures. 
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Iﬁ 198%;_the ﬁét credit ffom.cdmmefcial banks to goyernments
of the'dECS' Wés -EC$177;8 lmillidn or -efproximatelf $350 per
: ,cepita. “This amount, éoﬁp]ed with ether debt, as we shall show,
rsubseﬁuent1§;' ﬁeans thet_the financialhearrying -capacity ot the

" countries oftthe OECS was being stressed over the period.

‘A First Look Behind the Data

‘I-”'Teble One we rpresent the data. tor Indirect Taxes{r We
note that the growth rate for ‘the group was- 10:7 'perceﬁt. Thts
is to be rompared with the countrles of Antlgua, Domintea and St.
71V1ncent whlch had grcwth ratesrof 15;6 -percent; 13.3 percent
rand 12 7- percent respectlvely Convetsely the othereeountfies
fell below the OECS group average. .St. Lucia was 9.7 'perrent
‘Montserret 7.6‘percent Grenada 6.9 percent and St. Kltte was 5.7

percent. [See Graph Cne].

_The deta for Direct Taxee are presented in Table Two. The
OEéS gtouﬁlrgrowth rate was -10.3 percent between 1979 ~and 1987.
Comperattvely!r dtrect takes'grew by seven tenths (.7) of one
pefcentjiﬁ St; Kitts; '8;1__percent-in 8t. Lucia; 7.1 berceﬁt,in
Grenada{eﬁd' 7.3 'ﬁercent'in Montserrat. '70n the btherghand, St.
Vihcent, _Aﬁtigua' and Doﬁiniea 'eere abobe-”the group’s'average{
Theit 'tetes-wate 11.1 percent, 15.7 percent and 18.8 percent,

respectiVely.-[See Graph Two]
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'7 If;wa' iodkﬁ behina the data ‘we note fthat'thefa‘-ia a‘higa
dégrea; of"volatlllty in the growth ratejof the member.states.,
The rfaar—to—year growth rates for both the indirect andadirecf.“
taxes have not been sustalned upwards aa the group ' data tead fa
' 1ndlcataf"»furjhermore, these _data- are hominal dafa. <Whea
iiiaflatiaaﬁ ia';taken intb:_considafafianrthe;trend'upwafﬁsﬂ-has:a

further feduaédfimpactﬁ of the effort in the countries.

_ 'inJTahla Thfae wa ipreaant‘éraaa'nomastic Product?at_Fapﬁar
;fCost (GDP or Income) ar: fhéiaoantrfaa ‘of the -dECS ‘andra;
rcomp051te flgure for the OECS 1979-1987. If‘We use the_group’a

s-growth pate‘as the basa ofrcomﬁarison, we nate fhat OECS' had-ar

anp gquth'fate per annumaof 9.9 percent.

~ This baaa:;growth rof"Q.Q parcent is-to be compared with
:rMontserrat s- growfh rater'of 14 2 Aéercent; -12;2 percent forl
Antlgua and 11,1 peraent'for Dominica. “-Iﬂ contrast, St)'ﬁit£s _
registered: 9.3_ peraent;w St. Viacent Qlaaéercent; St. Lucia 8.2
:parcent an& Greaada-S;i:percent}>On a country by countf& baais we:
nota a simiiaf'le§31 of volatilit§' as- that which obtains in:

~indirect and direct taxes.

In Craph Three we .illustrate tha OECS"overail tread and
. comparaflve welght of- direat‘ taxes and indirect taxes between
a1979 and71987.- Graph Four. shows the relation of Income (GDP at
rFactof Cdsf),-:lndlrect' takr'and dlrect tax. From & trendJ

“_perspectiveiwa " note fram both graphs that in 1980, both direct’
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~and indirect taxes ,wefe‘onrthé same level of trend. This was
also ﬁrug in 1982. In 1986 incdmé aﬁd indirect taxes were on the
'sameftrend., Between 1980‘ and_1986 the growth 1in income was

'faétef_than the growth:in direct taxes and‘indiréct taxes.

Tax_éffort, Margiﬁai Rate and Buoyancy

_In Table  Féur we underscore the relationship  of the

finaﬁcial structure of - the OECS, ©over the years"197971987, as

-_thafrétructure_relatés fo- Gross Domestic Product at Factor Cost

or Tncome,;  as we are calling it. Column two shows the indirect

tax effort.; This is the ratio of indirectrfaxes to GDP over the

' yeafs., VThgt effort has ?veraged"abouf' 18 cents to the GDP

_doliafh' Direct taxes effort averaged nine cents to the GDP
'doliér,',as,used; in - column three. “Cumulatively, the average -

;direqt)ahd_ indirect tax effort was 27 percent between 1979 and

-19871  _Ih:'the notation bfr R.J. 'Chelliah [1971: 258], what we

. obsefﬁed, is that the degree of control the,govérnments).of the

bECS“-ékérciSed over the disposition of pﬁrchasing'p6Wer "of the

economies was an average of 27 percent.

 Celumns four éﬁd,five,'of Table Four show the marginal tax
rates of indirect taxes and direct taxes. Following Chelliah
ccnceﬁt-féf ~the prcﬁortibn of -the additional _Gross:Domestic

Prodﬁct marshalled by the“public sectorif Between-1979—1987,_the

_'OECSVmarshalled approximately 20 percent of indirect tax for its

‘ [1971:"261} we contend that the marginal‘tﬁx rate deiineates-thef
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1ﬁéb; :_simﬁlféneﬁuSJy;VBT pércentJ‘qf; thef;édditionaih GDP  wééé
-Vﬁgfshéiled-vié ﬁireét'téxés;_rrThus, the;gveragé tax rate and-the
imarginal'taxrratésﬁ—j a§ far és-7indiréct faxgé 'énd direct taxes
A;are cohéerﬁear¥ 7;r§ a1most,équa1€  27 percent and 28 peréeﬁt;-on

average. .

{—Iﬁgeoiﬁmﬁsléix éndf:seﬁeﬁ‘rof Téble Fcﬁf; we present the
eihstiﬁify'of;Bﬁ;yéan;éoéffibiéﬁtsTfbnﬁihdirect taxes'andfdirect
_taxésr_i ThéfBITEf fﬁ£oyanc§2of{,iﬁdirect‘zTaxes)- avéraged-1.07.”
-Tﬁis GQQ;Siightiy e1as%ic. AT%e Tax Sfétem:ié élightly responsive
to &Hénées{rin:;GDP _Qr 'incoﬁéi as we iare'- using the term.

Specificéily; 'g”'1;07-1percent, change in_ indifect taxes was

- associated with 'a one perceﬂt change in income. Withrrégards to
direct;%axes,' the 'elasticity'-wés inelasticity. Here, a one

‘pefcent CHange'in income was assgciated with a .88 percent change

_in direct taxes. -

From;TaBie Four we observe-threé.yeafs in which the indirect

tax was above the norm.  Fbﬁnthe_imérginaI indirect tax, 1984,

1986 ~and 1987 seemed unusually 'high. Ip-thé case of marginai

direct téx, 1983; 1984 and 1985 seeﬁéd.abOVe the norm. _Follbwing' -

"the'Gfehadaiﬁepisode“ in 1983 there were discontinuous gquantum
'Jumps in the_indiréct'and direct taxes. In a sense these Jjumps
may be- placed under the rubric of irregular features from the

" point of view of a time series.
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In the easefof BITE-thefe_were three very respoﬁaive rates
far the years 1984 (1.66%), 1986 (2.25%) and 1987 (1.87%). BDIE
'had three very fespoﬁsfve rates: '1983 (1.51%)} 1984 (2.16%) and

1985 (2.16%)

'Debtﬁend Develepment

Let ﬁs'new tueneoﬁr attentidﬁ to. the.debt structure in the

OECS nountrles and 1ts relatlonselp to GDP; Ih "Table Seven we
111ustrato the Debt to-GDP ratlo, theechaﬁge in deb{ relative'fo
the chenge in GDP and finally we show thet elasticity of-debt
Vve;—a VIS GDP.  From the Table we.obeergerthat oﬁer therpefiod of
'analvs1s, the Debt to—-GDP ratlo averaged .32, fefhaps, if was

i thls ratio whlch 1ed Calrence Ellis and Arthur Williame (1985} to
contend that the debt_burden_;n - the OECS 15 ﬁodesf._iﬁuﬁ weile
they-argued that 'ﬁhe debf,bﬁrden'in-'tﬁe OECS - was moaest,‘they

| noted thatethe traditional measures- of relativerqebt service'to-
expert faties areVillueory in the sense that the‘OECS has a rosy
pictufe thet doesrnot‘square with the underlYing reality of tﬁe
eeonemies' They conclude, fightly so;- fhat_the OECS 15_  Besf
-rharacterlzed by :exogeneous ‘iﬁstability, underveloped capital
markete, ;and the resf. In thie'-case?':the ~incidence of debt
adjustmenf‘ falls on the'fiSCal eector ef the states ;-iﬁ this_

. iﬁsfance, th1s burden fall° on the publlc sector
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The slope of debt fo'GDP"iseindiCatediinecblumns three;off
able Seven ' There we observe that theVSiope;everaged .42iqver
- the perlod | The change in the debt level to fhe chahge' in GDP
- moved from a low of .14 in 1984 85 to a hlgh of 96 in 1982. The
perledVIQBO/JQBJ -fo 1982/1983 ‘was a partlcularly high marginal
‘;=deb£{;ateete§GﬁPw' No- doubt this perlod 'wes_e re%lectiona of the -

'yleefereel cfieiss-ini 011 and- _thec_attendan#;'perterbetionsrwhieh-

impacted anthe:fhe eqonom1es~of“the OECS-

leen that fhe slope 1s  aﬂ_ unrellable :indicator, we-nekf-
>‘fﬁrnedﬂtq the elastlclty of Debt to GDP By‘ and iarge,rthe
't:eensifivityw' od Debt ;fo: changes ~ in GDP":wae :ineiasfic;
Aepeeifieally;'-ln the perlod 1979- 1987  37ene percent change in
GDPehrought~ebout_a .13 percent change in Debt. Oﬁee agein,‘the
yeers°71980/1981 throuéh 1982/1983 ‘were the'troublesome yvears.
VVOve}'thet sub perlod the elaeiicitylavereged .25’ as opposed to

_the overall average of .13 Slnce 1982/83 't@ere'has develoﬁed’a 
V*Vdeflnlte effort to control the debt Vsen51t1€i£§¢£o GDP. Thie_is

'”ev1dence in the,low 1nelast1c1ty over-therlattter period.

Conclusion

In 'the flnal ana1y51s,' when we - consider the_finahcial
structufe and eonomlc development in the OECS over ' the period
1879 't011987 --we note' that' there afe no 51gn1f1cant genetlc

defeete. in the method of f1nanc1ng the economies  vis-a-vis the
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 iongftefm,,gurﬁiQability ofi-tﬁé economies. If we .pércgiﬁe the
'écon0mies aéﬂbrganic entitiés  Qﬁosé objectivities are,surﬁival,
_ growth aﬁd_ dé§e1q§menf, _ifu is poésiblé,rfo_-argué that some
d¢¥eiopmentJf60k blacé inithg'éﬁuhtfies,évefrthe-lasf ﬁi;e yéars5
The naﬁure;of fhe finaﬁcial SYSfem;-zthbﬁgh,_presents no evideﬁce
qf'majar:dépaftuféé';from_ the tradition31 system -ofrfinance for
economic ;devélopmént. There aré'n0- c1egTVCuf -Pﬁlicies_ of the
p&iitical difebtofate,"sfemmiﬁg'ffom‘financial'structures,'which-
7-su§g¢strarﬂéhaffde departure fdr-the traditidnal line §f fublic

findhce'offtﬁe_ﬁéyneéiah line.

_Wérn6t§ﬁ£haf'fhere isiﬂé 1ong—term.'§trategic planning whiéﬁ
‘_is ofienfed:‘fblﬂorchesérating -ﬁéw' lines ;f 7dévélopment. Yét,
-émidst thié-ldw"kéyedfapprdach to.develbpment we'cléiﬁ that {ﬁere'
wéﬁ-'défel&pﬁénfﬁr'Whaf isifhe rgénésis;éf,ﬁur iargument?rBy_and:
iarge,'oﬁr poéifive'éfgﬁment dériveé from the-ﬁaﬁnef in which the
OECS-Vﬁasrrdépenée&-;on 'eﬁtérnal aséisfance to prop up the£f
éconoﬁiesé':Thé”'éfinéipal :faﬁ "strﬁéturés7-bf . direct fax and
indifect tax dd!tnot‘seeﬁ'fé.bé' theﬁbﬁrden ‘carriers of revenue
énhﬁnceﬁént?aé;ohe;w9ﬁ1d-horﬁélly._thihk._{The imperatives df the
preséntyiﬁrthe'OECS;seém to appéaf‘fo cdﬁstféin-ahd deﬁércéte,the
pefformanbé-éfrfhe future. Foreigﬁ aia fromrmulinational agencies::
and lécél-aidrfrom £he Cafibbeéﬁ‘CeﬁtrailBank and an easy credit
‘po]ipy of; tﬁe?fECCB,-teﬁd to . shield . the- gcqnomiesr froﬁ:the

”harshnéss ' of_ the:‘ international . -éqoﬁqmip:-ghvironment.- The
“dépendenee- 6n:_ekternal‘\fipancing ihaé beég designated the

"disassociation factor"” in our earlier work (Jones-Hendrickson,
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rlQTQ)qf,‘Develooment has takén .place- in. the. OECSV -but-'the;
dovelopment 1s d1sassoc1ated from '+he internal‘ own;effortﬁassis
- "exemp11fred in- the 1nd1rect anf dlrect efforts.' While the debt
) Eﬁrdén'seéhé to rbe moderate,r the dependence of_ the OQECS on
dexternalr.tlnaneing,-eollaoses"the degrees of freedom of the_

" countries from a . long-term planning perspective.

In the OECS surv1va1 over the long run’ is what. is cruc1al

Vd'It 15 thls nature of surv1va1 that is central to an understanding

iof the relevance of the type of f1nanc1a1 structures whlch ex1st;

'1;1n the area. The regzon depends on non-tax revenues to complete

”fthe revenue p1oture.' The non—tax' revuenes ‘are - amorphous taxes

‘1wh1ch tend to foster short run plannlng, and sometlmes permlt the;
-fldevelopment of strateg1es and dlscretlonary tactics and pol1o1es
whlch are wedded to the pol1t1co economlc 'env1ronment. Two cases'

po1nt are- the Ant1guan :and St}‘ Kitts- Nev1s cases where,
'frpersonal income taw was . abollshed for-pollt1cal reasons but where
Anon taxrrevenues are belng forced to p1ck up the slack. Flnanc1al_
structures and clear plann1ng are 1nv1olate parameters whlch.must'

V-be seen and percelved as preoondltlons for susta1ned growth. But
.';when debt partlcularly external debt is a cause of concern, the
. R1card1an theorem of equ1valence comes to the - fore. As Tobin
(1981) *and' Barro . (1974) have shown, ifromr the Ricardian
equ1valence theorem,i most people do not percelve of pub11c debt-
7 as net”wea]th. fThe' people see the gouernment< debt as a mlll

_around the necks-of the future generations.




"This- long term perspectlve of the seeipg of debt as a mill
around the aecks of future- generﬂtlons is, for the most. part, an
accounting notation. The majority of the peobre on_the QECS do
not serioasiy ineoporate :the idea of=-the.burden of the public-
- debt inrtheirohorizon‘of concerns. In fhe OECS the public sector
' haS'akillfullywlinked private eaviog;r'governﬁent saving'-anﬂ net’
foreign borrowing}'and has paraded them as gross 1nvestment This
ia_true in ah exfpos sense. It is not always true an an ex_ ante
sense, -So,_ehilertﬁe development'path'ln the OECS has-moved away
- from the 'VHarrod—Domar ltype: of economic | érowth - and the
neo elassicai- growth development scenarioe,.' the _productioh
functlons in the OECS stlll substantlvely depend on what ekternalir
-1nvestment is earmarked for development in the reglon. The upshof
~of this drama is the . fact that r;sometlmes the inrestment
':aot1v1t1ea in the reglon become skewed to programs and plans that
iarerof momenﬁjln the the_plann;ng horlzons of the donor agenc1es:
‘In eﬁhe-lQGO’s the USA gave money_tor the reg}on_ for Secondary
Sehool Veducatlon Secondary ‘School ;eauca{ion' enteredr the
ﬁnvestmeﬁt plans of the region, iike a thief io the night,,even
hefore theipolirioal direcforafe had an  opportunity to evalnate
the:-;full -ioagfterm . ramifications. of .such an edﬁoational

investment.

Within the last few years, the emphasis in the region has
-been on the eradicationlof iliegal &rués,- the traihing of police
" and other. parawm1111arv and customs to eradicate drugs, and the

tralnlng of personel 1nrcounter—revolutionary tactics. Few will
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. disagree that some of these measures are necessary. Necessary

though'-they mayi be, they are not sufflcient‘ fTor eoonomdc
development and‘ transformation. In a nutshell, within recent
. years, ' there is _anf external drive to get the OECS and other

Carlbbean countrles to engage in a flnanclal structure that makes_
‘drug eradlcatlon and hlgh pollce v1s1b111ty a. permanent part of
‘the budget The questlon that sprlngs forth from thls or1entat1on

th157 whose beneflts are. belng served9r Is such a f1nanc1a1
2strneture beneflclal o5 the local people _or is: such a system
;rproteetive of the polltlcal d1rectorate and the international

' community?,,'f

Flnally, ;it iS'safe tO'saﬁ that’ orer the: iastznine years,r
rerthe- member countrles of the OECS'have:esperienced' sone growth
-’Vstemmlng dlrectly and 1nd1rect1y from the nature and character of

;ther f;nanc1al structure in 'voguea_ There' is a growth—orlented

:'adjnstmentvlikef' system , in traln in‘wrthe : reglon; h‘The,

"f”_groﬁth?oriented ‘system that we percelve does not depend on‘osn

:resonreesr'enongh. As arconsequence, the region depends on the
foretgn marketrhfor a signifieant_ proportion of the necessary
eapitai to drive the engine of-growth; It is our view that tf the
fdomestlc eoonomlo pollc1es are to succeed ‘rand lead to long-term
j-siructural chdnge and transformatlon; the OECS member states w111
-_haneﬁto:-do.'more-:to. marshall- the1r ‘oWn—effort resources_and
minimize the - -heary‘ -reldance— on : external . resources. The
-traditional flnan01al structures hare~1ar builtHin Vtendency to .

';crtsis,ij-inﬂ the. limit. That crisis must ffirstr be locally
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.g£abilized énarthen- globally stabilié§d. -Sdmg countyiés_are wWay
-bélow:uthe OEQS :averages in some pérfﬁrmance-indicafofs in ihe
finaﬁciél éreéé;_ If thercrisis is stabilized ]pcally; that is,
~ 'within countries, then -the c?isis-could be stabilized-giobally;
that_is"witﬁin' the OECS és‘;an econoﬁic aﬁdr pqiiticdi entity.
Unless thefe are_changesrin the fingnéialg,sfructures to ensure -
atability iﬁ‘fevenues,_short;fun and_long run resource aliocatidn
wiil-bé aifficﬁ1t'tO‘implemeﬁf,with-ahy ievel‘ of certaipty. fhié
daes nbt mégn that the econoﬁies Will'not=rexperiencp levels_of
'<groﬁth. ‘A_sigﬁifiéanf pfoqution ofAﬁhe growth wouid stem frbm
external brecoﬁditions-and not from interﬁél condifipns. A'éfrong:
'finaﬁciai jstruc?urércan'rfeinforce :ebdnomic ;stabilitf,'enhaﬁcé
growth aﬁd'_ﬁSher:-in effiqiency “in  the écqnomic system. The
pdlit;él;ecéndmié caveats'must be ,aaﬁanged, however,”whén one
Abﬁeratéé'ihfan;ihtérndtional environment where it is assumed thatl
‘small size =i$f scﬁetimeéfé_Anﬁisénce, apd:'that viability and

,sovefejgnify'can be surreptitiously encased in hegemonic circles. '
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'TABLE ONE

IINDIRECT TAXES [EC $M]

Source: ECCB, Economic Financial Reviews

QECS, National Account Digests ]
Central Bank of Barbados, Annual Statistical Digests

¥ Estimatedr




~ TABLE TWO _
. DIRECT TAXES IN THE OECS, 1979-1987 [EC $M]

cauntriég 1979 80-. 81 82 83 84 85 86 87
imtigua 1.7 22.7 26.2 26.6 92.4 38.1 530 58.5 56.7
Cpominics 8.3 168 159 16.6 158 22.5 25.9 2.1 3.0
sredads - 19.7 16.5. 15.7 15.1 19°8 22.7 30.3 31.5 3.2

Souréeé:rECCB}'Economic and Financial Reviews
'  Central Bank of Barbadeos, Annual Statistical Digestis
. OECS,. National Account Digests - :

‘ *Estimatedu )
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" TABLE THREE

GDP. AT FACTOR COST [ECSEM]

Source: BCCB Ecopnomic & Financial Reviews. : .
. Central Bank of Barbados, Annual Statistical Digests
CECS National Account Digests ' ' :

¥Estimated
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TABLE FOUR °

Tax Effort, Mérginal Rate and Bouyancy.
& S in- the OECS, 1879-1987

Years ITE ~ DTE  MITR  MDTR BITE  BDTE
ig78™ ~"lzo T 1o T =TT =TT - -
1980 .18 . . 09~ T loe . 03~ . a8l 327
1981 .17 . o8~ .1z 7T 05- . 64 . 54
Tesz .17 U o8 .17 . o1 .89 T i1~
1983~ .17 L 09" TTTT1a T 127 1.0z T 1.51
1984 .18 . 10 .31 " Tzo 1.8  z.18
1985 . 18 . T A - 20 . 86 2.16
1986 . 20 .10 .4z . 07 2.25 . 76
1987 . 21" .10 .35 .05 1.87 . 54
Average .18 . 0g - . 20 . 08 ~1.07 . 86
ITE = Indiréct Tax Effort................. LIDT/Y
DTE =. Direct Tax Effort........... ... .vvv DT/Y
MITR = Marginal Indirgct Tax\Rate...(change'IDT/change

in Income)- )
Marginal Direct Tax..:....... (change DT/change

MDTR =

- ‘ in Income).

BITE = Bouyancy of Indlrect Tax - Elastlclty —The
percentage change in Indirect Tax relative to
the percentage change in Income.’

BDTE = Buovancy of Direct tax - Elasticity - The

_ percentage change in Direct Tax relative to
the percentage change in Income ’
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TABLE FIVE

'OECS EXTERNAL PUBLIC DEBT OUTSTANDING
( at year end in US MIllions)

1975 76 77 78 79 80 81 82 83 84

',Antigué_ ': . °18.3.17.2 18.1 21.2 slforss(s 46.7 51.5 53.5 51.1
dominica . 8.8 7.7 10.2 12.2 15.2 17,7 20.1 34.3 40.1 42.7
Gremita . 42 4.7 5.8 7.4.10.3 116 18.0 26.8 40.7 42.1
womtserrat | 0.1 0.3 0.5 0.8 1L 1.5 2.0 2.4 2.6 2.9

- St.Vincent/ o _— ' o L -
Grenadines 1.8 2.8 2.0 9.7 11.8 14.3 17.4 18.9 20.5 24.4

Total 1 3?;5 40{3 49.4:67.0'90.2 104.9 139.0 170.4 202.2 210.2
Sources: Iﬁter—American Deveiopmént Bank (1984);'Ellisfand'

Williams (1885) World Bank Country Reports (1979 and
(1985) for Antigua and Barbuda, Dominica, Grenada -
Montserrat, St. Christopher and Nevis, St. Lucia

and 8t. Vincent and the Grenadines
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TABLE SIX

- COMPARATIVE OECS DATA

INDTAX - DTAX GDP - DEBT

_.—--—_-—.—.——-_-_._—u_-.——.__f—_'..'_—_.—_.—.—-—__.—_._—--_-—..__.—--.u
-.-—-._.—__._'—.—_..—.—_..—_4__-.—m—.——_———._.—v-—...—_-—_.—-—.-.——-.—_.-—--—

Source: See Téble‘One.

Note: Data for Debt, 1985-87 were estimated.
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.- TABLE SEVEN

. OECS DEBT TO GDP RATIO, SLOPE AND ELASTICITY

DEDT/GDP SLOPE . ~  ELASTICITY

1979 26 - - -
1980 .25 .23 o7
1981 - .29 59 . .19
1982 - .33 .80 .26
1983 .37 . .98 .31‘
1984 .35 - .17 .05
1985 .34 . .14 .05
1986 33 :.2of.._ .06
1987 .32 .23 o7

Source: Seé'Table One. -
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GRAPH THREE
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GRAPH FOUR
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