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Part Three

THE ECONOMIC DEVELOPMENT OF JAMAICA AND
TRINIDAD AND TOBAGO IN THE 1970s

JAMAICA
1. Recent economic trends: Introduction and summary

In 1980 the gross domestic product at factor cost (GDP) decreased 3.59% according to
preliminary calculations, marking the seventh straight year in which this indicator has either
stagnated or declined.’ Over the course of this period the GDP has dropped by somewhat over 18%,
while the per capita CDP has sunk by well over 25% (see table 1).

In addition to the severe foreign exchange constraint that has depressed the level of output
throughour this period, but especially since 1976, other factors which disrupted economic activiry
in 1980 were recurrent adverse weather conditions and an accentuation of the already turbulent
social climate. Hurricane Allen caused big losses in agriculture, including the obliteration of
between 759 and 90% of the banana trees that remained standing in the wake of Hurricane David
in 1979, and overall agricultural production dropped almost 9%, following the 7% reduction in
1979. Manufacturing output fell over 5%, while construction activity plunged by one-fifth, owing
in large part to a cutback in government-sponsored projects. Of the goods-producing sectors, only
mining showed a gain (7.5%) in 1980. This performance was conditioned largely by the 26% rise
in cthe relative international price of bauxite, although the reduction of the bauxite levy in late 1979
also may have played a role. As far as the rest of the economy is concerned, the level of production
diminished about 29%.

As a result of the further contraction of economic activity, especially in agriculcure, the rate of
unemployment climbed well above 30% towards the end of the year, according to provisional
estimates, while the rate of inflation accelerated from around 209 o 30%, owing in large measure
to the pronounced intensification of external inflation. Indeed, the increase in the import price
index (22.99) was the largest since 1974. Another contributory factor, however, was the marked
expansion of domestic credit, which maintained or even increased the level of domestic demand
while domestic supply was declining. This occurred because the deficit of the central government
was greater, and its foreign borrowing lower, than projected. In the circumstances, the authorities
resolved to accomodate both the central government's financing requirements and the private
sectot’s demand for credit, rather than reduce the availability of credit to the private sector and risk
an even larger downturn in economic activity. Compensatory measures, such as ceilings on
consumer credit {which were not respected} and price controls, were relied on to mitigate and
repress inflationary pressures.

The balance of payments result for 1980 was perhaps less than hoped for but probably
considerably more favourable than could have been expected when the government decided to
break off negotiations for an interim standby agreement with the IMF in March. At the time the
Bank of Jamaica possessed liquid reserves of only some US$ 25 million (or less than one week of

'In fact, it declined in every year of this period with the exception of 1977, when it was stationaty,
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Table 1 )

JAMAICA: MAIN ECONOMIC INDICATORS

971 gre 1973 1‘9711 1975 1976 1977 1978 1979 1980(a)

h. Basic economic indicators
Gross domestic product at factor
cost (millions of dollars at
1970 prices) 1316 1447 1 463 1 406 1 3B4 4 208 1298 1 294 1 237 1194
Population {(millions ef inhabitants) 1,89 1.93 1.97 2.01 2.0 2,07 2,09 2.1 2.1 2.17
Per capita gross domestic product .
(dollars at 1970 prices} 697 750 T42 700 678 627 621 613 578 550

Growth rates
B. Bnort-run econchic indicators

Gross domestic product 2.3 ¢.8 1.2 -3.9 -1.6 -h.2 - -0 4 -b,3 =35
Per capita gross domestie product 0.1 7.6 -1, 5,3 -3.1 7.5 -1.0 =2.,2 -5.7 -49
Gross income (b) .2 1. =2.0 3.1 2.9 -9.2 .9 -37 6.0 -2.1
Terms of trade of goods and
services =2.7 3.8 7.7 18,1 13,5 B 6.5 -10.6 -4.5 3.2
Current value of exports of
goods and services 4. 13,2 2.5 63.3 5.7 1541 4.9 14,6 7.6  23.6
Current. value of imports of
goods and services 6.1 12.8 8.1 39.6 21.% -13.8 -17.5 13,6 16,3 231
Consumer price index
December - December 5.1 9.3 29.5 20.6 15.7 8.3 14 gy 198 295
Variation between annual averages 4.6 4.6 9.8 2u.4 17,4 9.6 1.4 339 22.t 26.8
Money 24.5 10.3 20.8 27.3 20.2 2.4 376 7.6 7.6 355
Wages angd salaries (c) 7.3 -6.2 18.6 6.2 4.5 7.8 -14.0 -12.0
Rate of unemployment (d) . 23,2 219 212 20,5 P24 242 2h5 278 20.5
Current income of govermment 13,3 16.1 21.2 u8.8 23.8 5.3 7.5 59.0 7.8 2.3
Total expenditure of government 1%.2 21.0 23.5 59.0 325 21.1 3.1 %.9 119 4.2
Fiscal deficit/total expenditure
of govermment (d) 17.2 20,5 22.1 26,6 3.4 48,3 Mo 3W.e  3T.2 462

Milliens of dollars

C. External sector
Trade balance (goods and services) -3131.9 -151.9 -178.3 -U9.2 -207.7 -193.0 50.1 66.1 -20.3 -19.0

Balance on current account -166.8 -190.0 -240.3 .82.9 -287.6 -306.6 -73.1 -97.4 -153.0 -213.0
Variation in international

reserves 25,6 -22.1 -65.0 GO7.1 -33.5 -188.8 -17.0 -55.8 -162.7 £3.3
External debt {e) me 210 354 528 06 965 1052 1236 1895 1 607

Source: CEPAL, on the basis of official data.

{a) Preliminary figures,
{b} Gross domestic product pius ferms-cf-trade effect.

{2) Real wages and sslaries.

{d)} Percentage. ) .
() Public debt plus State-guaranteed private debt; and use of IMF credit {disbursed only).

imports), while the economy faced an overall balance of paymenuts deficit in the neighbourhood of
US$ 300 million (or more than 10% of GDP), if the decline in output were to be held o
manageable proportions. Yet it proved possible to maintzin the existing volume of imports and
record a surplus in the balance of paymencs {for the first time since 1974). Several developments
were involved here: the 34% hike in the unit price of merchandise exports; the emergency
arrangement to defer the amortization of loans falling due to foreign commercial banks; anuprurn
in official capital inflows; the further accumulation of arrears; and a sizeable increase in the foreign
exchange earnings of the parallel economy. As a result, the current account deficit turned out to be
US$ 213 million, or about half the amount that was originally forecast, and the overall balance of
payments surplus was US$ 85 million, one-half of which corresponded to the accumulation of
arrears and the other to a reduction in outstanding obligations with the IMF.
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It February 1980, the then Prime Minister announced that elections were to be held ahead of
schedule and as soon as possible, in order to resolve the basic economic issues facing the country in
the wake of the suspension of access to the IMF's Extended Fund Facility (EFF) in December 1979
and the failure of the stabilizarion plan adapred in connexion with the EFF to halt the contraction of
the economy. In March, the Goverment informed the nation that it had resolved to stop
negotiations for a new agreement with the IMF, because it would be impossible to comply with the
performance criterta sought by the Fund. An alternative economic programme, designed to
maintain the existing level of activity until the elections were held, was then adopted. The
elecrions took place in October and the governing party was defeated. The new Government
indicated that it would seek a fresh accord with the IMF in the context of its strategy for ecunomic
recovery. '

In addition 1o the discussion and analysis of the evolution of economic activity during the past
year, this survey includes a descriprion and interpretation of some of the outstanding aspects of the
evalution of the Jamaican economy over the course of the 1972-1980 period.

2. Trends in economic activity

(2) Total supply and demand

The evelution of total supply and demand is shown in table 2, which gives the percentage
breakdown (current prices) for 1970 and 1979 and the growth (in constant prices) of the main
components in recent years. Only a few of the principal aggregates are available for 1980. During
the year, total supply dropped by close on 39, following no change in 1979 and a modest increase
in 1978, In 1978 and 1979 the increase in the quantum of imports was large enough to offset the
decline in the GDP, but the import volume could not be augmented in 1980, owing 0 the
exacerbation of the foreign exchange constraint in the wake of the breakdown of the IMF accord
and o a marked upturn in international inflation. Data on the evolution of consumption and
investment in 1980 are not available, but indirect indicators strongly suggest thac investment
amounted for more than a proportionate share of the downturn in demand, following a partial
recovery of investment activity in 1979,

As may be appreciated from the data in table 2, the structure of demand underwent big
modifications over the course of the 1970s. The large increase in the participation of the external
sector in the economy was accounted for by the systematic contraction of the GDP after 1973 and by
the pronounced change in relative prices, rather than by any real increase in exports and imports.
The reduction of the resource gap likewise occurred because of a variation in relative prices (Le.,
due to the tmprovement of the terms of trade). The marked shift in domestic demand was first a
cause and lacer a consequence of the depression of economic activity. Investment demand, which
averaged around one-quarter of the product between 1950 2nd 1970, peaked in 1969/1970 when it
soared to more than 319 of the product. It fell appreciably in 1971 (w0 27.8% of GDP) and again in
1972 (to 25.59%), as the investment cycle in the mining sector came to a close and an expansionary
phase in tourism waned. This presented a major challenge to the country, inasmuch as the high
rates of growth of the economy during the preceding two decades were attributable in large part to
the creation and successive waves of expansion of the mining industry and tourism.

The new government elected in 1972 expected to offser the autonomous reduction in
investment and foreign capital inflows by an expansion of public sector capital formation financed
by external borrowing, 2and by big joint venture projects with foreign firms in oil refining and with
other countries in bauxire, Inially, it was possible to midigate the extent of the decline in
investment and capital inflows. Between 1972 and 19735 in spite of a notable rise in consumption,
the investment coefficient was mainrained relatively high and international reserves at adequate
levels, through a big increase in the government capital expenditure programme, foreign horrow-
ing, the internacionalization via the Bauxite Levy of a sizeable proportion of the mining sector
rents that had previously accrued to foreign-owned bauxite companies, and a rharked improve-

545



Table 2

JAMALCR: TUTAL SUPPLY aXD DEMAND

Fercentage
braoakdown {a) Growth rates ‘b)
1970 1979 1974 1979 1980
Tetal supply REARLY 150.4 1.2 - -2.6
Gross domestic preoduct at market prices 1000 100.0 -0.5 -2.0 -3.5
Imports of goods and sopvices 37.4 5o 5.1 5.2 0.4
Total demand 1374 150.4 1.3 - -2.6
Domestic demand tou.2 101.6 -3.9 -2.3
Gross domestic invesiment 31.6 19.0 7.8 16.7
Gross fixed investment 3.4 17.64 2.5 2000
Changes in stocks 0.2 ] 122.4 -an.z
Total consumption 72.6 82.6 -5.4 -4.9
General government .7 19.6 3.9 0.2
Private 60.5 62.0 8.1 6.5
Exports of goods and services 33,2 3.8 19,7 2.0 -?.3
Income terms of trade 7.0

Jamaica, Department of Statistics, Nal,i._gn_il Inceme and Product, 1979; Bank of Jamuaica,
Report and Statement of Ageounts, 16%. T o

{aY Current prices, T

vb}  Jonstant prices.

Source:

ment in the terms of trade. In the meantime, however, the oil refinery project was cancelled as a
result of the petroleum crisis, and the multinational aluminium project did not ger beyond the
planning stage. .

On another front, investment by the local private sector had begun to decline in the wake of
escalating wage settlements. Then, in 1976, a severe economic crisis broke out. As output and
income plunged, both the private and public sectors moved to protect existing levels of consump-
tion, and that year investment fell below 179% of GDP (against almost 24% in 1975) and
international reserves were virrually exhausted. In 1977 che economy remained depressed, but the
prevailing level of consumption was maintained even though real wages and salaries were slashed.
The rate of investment dropped to less than 1292, and net savings became negative.? Subsequently,
one of the primary aims of economic policy was to reduce consumption in favour of investments
and exports. Some success was achieved, as investment rose to 17.6% of the product (in 1979) and
the resource gap diminished {in 1978) but the objective of halting the decline in output and
commencing economy recovery was not achieved.

(by Evelution of the main sectors

(iy Introduction. In 1980 all of the goods-producing sectors, with the exception of mining,
registered production declines. The decreases ranged from over 5% in manufacturing to close to
9% in agriculture and as much as 209 in construction. On the other hand, mining output rose
7.59%. Overall, the value of output in the goods-producing segment of the economy dropped about
6%. A breakdown of the results for services is not available, but the total value of production of
services contracted somewhat less than 29 (see table 3).

The systematic contraction of the level of economic activity since 1973 has affected every
major sector of the private area of the economy with the exception of agriculture, which expanded
appreciably until the severe weather conditions of 1979 and 1980. On the other hand, some of the
service subsectors (e.g., transportation, storage and communications) were still producing more at

“Berween 1975 and 1977 investment was cut by more chan one-half in real terms.

546



JAMAICA
Table 3

JAMAICA: COMESTIC PRODUCT, BY KIND OF ECONOMIC ACTIVITY, AT FACTOR COST

Millicns of constant Percentage
Jamaica dollars breakdown Growth rates

1978 1974 1980(a) 1970 1980 1978 1879 1980(a)
Total gross domestic product 1 973 1 934 1 866 100.0 100.0 -0.4 -2.0 -3.5
Goods 807 767 120 45.1% 38.6 0.6 5.0 -6.1
Agriculture 187 174 159 7.5 8.5 9.4 -7.0 “E.6
Mining 145 147 158 6.9 B.5 1.4 -1.3 7.5
Manufacturing 133 316 299 1.5 16.0 =4.9 =5.1 -5.4
Construoticon 138 130 104 13.2 5.6 3.0 -5.8 ~20.0
Basic services 153 158 ] 6.3 7] 0.7 3.37]
Electricity and water s 22 0.8 53 ]
Transport, storage and
communications 129 136 5.5 - 5.4
Qther sarvices 1013 1 009 L 1 146 48.6 6.4 =-1,3 =0.b4 \ -1.8
Commerce and finance 403 37¢ 25.7 ? -4.5 -8.2
Real estate and business
services 210 216 9.8 =3.2 2.9
Public administration and
defence 344 363 9.1 4.6 5.5
Miscellaneous services (b) 56 50 _J 4.1 -3.4 T.13

Source: Jamalca, Department of Statistics, National Income and Product, 1979; Bank of
Jamaica, Report and Statement of Accounts, 1950,
(a) Preliminary figures.
{h) Includes miscellaneous services and household and private non-profit institutions, less
imputed service charges.

the end of the decade than in 1973, but no complete sector recorded growth over the course of this
period. The reductions in output were especially marked in construction (609 between 1971 and
1980); in commerce (40% berween 1972 and 1979); and manufacturing (25% between 1973 and
19803. In contrast, the value of production in the public area of the economy climbed over
three-quarters in the period in question.? Initially, the expansion of the public sector was intended
to stimulate and complement growth in the private sector. Subsequently, the Government
indicated that the public sector would assume a much greater role in the economy, in connexion
with the pursuit of its objectives in the areas of growth and employment, income distribution, and
external economic relations, but by the middle of the decade the course of events had placed the
public sector in a position in which it was struggling to offset the decline in private sector output.
The size of the reductions to be counter-balanced, the numbers of entrepreneurs, managers and
skilled workers to be replaced, and in parcicular the magnirud of the foreign exchange gap to be
filled, however, made this task impossible to achieve, in spite of the fact that the Government was
able to increase substantially its command over domestic resources and mobilize a considerable
amount of international sympathy.

(ii) Agriculture. In 1979 Jamaica was ravaged by recurrent floods caused by heavy rain,
including the especially intense flooding provoked by Hurricane David in June. Losses in agricul-
ture were extremely high? Especially hard-hic was the banana subsector, as approximately

*Between 1970 and 1979, the propartion of GDr accounted for by the public sector rose from 9,1% o 18.8%,

#The following quatation extracted from a special study on the effects of the June 1979 rains sheds lighton the severity
of the flooding and recalls the devastation major hurricanes can wreak on small island economies: “The year 1979 was the
wertest year for the decade of the 1970s. There were four periods of heavy rainfalland of these the ones on fune 12 were the
most severe in terms of the amount and the effect on the spatial economy. Flash flouds, debris wash and landslides
disrupted physical communications, destroying or blocking roads and bridges and completely cut off the Western end of the
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one-third of the banana stands was simply annihilated. Also, the harvesting operations in sugar
cane were disrupted. Overall, more than 20 million dollars’ worth of exports were foregone, while
as a whole the crop losses translaced into a reduction of almost 7% in the sector's ourput (see
table 4). Furthermore, the flood damage to farm installations and rural infrascruceure, which was
appreciably greater than originally estimated, continued to hamper farm operations and reduce
crop yields into 1980. As a result, by the end of the first half of the year it was estimated thac total
ourput would fall at least another 2% in 1980. And then Hurricane Allen struck the island in
August. Preliminary tabulations suggest thac the extent of the destruction of property and the loss
of ourput was even more severe than that of cthe previous year. Damage to farms and infrastructure
was placed at well over J§ S00 million {J§ 1.78 = US$ 1), while the devastation of crops translated
into a loss of exports valued at some US$ 30 million. The banana subsector again bore the brunt of
the onslaught: this time, however, fully three-quarters of the stands were wiped out. Moreover, the
havoc wreaked on coffee farms was just as incense,

Production data for the principal export crops are given in table 4. As may be seen, with the
exception of citrus, which turned in a strong performance, all of the commodities shown suffered
substantial downturns. In the case of bananas (exports only) the drop amounted to 46%%; in thac of
coffee, more than 55%. The outputs of copra, cocoa and pimento decreased by proportions ranging
from 14% to 25%. The decline in sugar cane, however, was under 8%, or substantially less than
the 199% reduction registered in 1979. Greater losses in 1980 were avoided only because the bulk of
the ctop had already been harvested when Hurricane Allen hit the island.

Overall, the preliminary dara reveal that the cutback in production approached 9% in 1980,
following the 7% contraction of the previous year,

Given the existing dearth of resources on the one hand, and the extreme dislocations caused
by the weather on the other, public and private efforts were directed mainly at overcoming
emergency situations and restoring damaged or destroyed production capacity. In the case of
banana acreage, the damage made necessary twa massive replanting operations, the second of
which was initiated shortly before the end of the year. Owing to the mulriplicity of needs and acute
scarcity of resources, several urgent problems could not be fully attended ta. Thus, for instance, in
some areas plant diseases began to spread: sugar cane was plagued by rust and smut disease,
bananas by leaf-spot blight, and tobacco by blue mould disease. However, in the last quarter, when

the resource constraint eased somewhat, a rehabilitation programme in agriculture was began.
Under it some 120 000 acres of sugar cane, or about 809 of the area currently devoted to cthe crop,
are to be replanted with disease-resistant varieties. The programme also financed the replacement
of the destroyed banana stands.

While the pronounced decreases suffered in 197971980 forced total agricultural output back
to the levels recorded at the beginning of the 1970s, it may be recalled that between 1972 and 1978

island from vehicular traffic. Reports vary as to the actual volume of water which fell. The estimated return period for
similar or greater rainfall in the four western parishes ... varies from 50 to 150 years.

The rains gave rise to about 125 separate bodies of warer; of significance was the flooding in Chigivell where water rose to
8.25 fect. At New Market the lake which was formed attained a maximum heighe of 11.168 feet, The town became
non-functional 2s houses and public buildings were inundated or submerged. In all, the June rains resulted in damage to a
lund area of approximarely 975 square miles (almost a quarter of the area of the island). Between 130 000 and 160 000
persons were ditectly affected in some 1 150 villages and towns, The death toll was forty-one.

It has been assessed by the Geological Survey Department that no feasible drainage system could have adquately caped with
the large volumes of surface run-off generared ...

The Ministry of Works estimated that islandwide damage to roads and bridges, for which they are responsible, amounted to
20 million dollars ... (This demage) created dislocation in many communities which were cut off by inundation, landslips,
breakaways of the roadside and roads which were completely washed away ...

Damage 1o railways in the West was estimated 1o be 1.2 million dollars ...

Approximately 60-70% of the water systems in the West were rendered non-operational and many others were badly
damaged.

It is estimared that most of the damage to housing was due to flash floods simply washing away houses.”

Jamaica, National Planning Agency, Economic and Social Survey, Jamatca, 1979, Jamaica, 1980, pp. 271-276,
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Table 4

JAMAICA: INDICATORS OF AGRICULTURAL PRODUCTION
{1970 = 100)
Growth rates
1977 1978 1979 1380(a) - - ———
1977 1978 1979 1980(a)

Index of agriculture,
ferestry and fishing

productien 1140 12U,6 116.1 106.1 7.9 .3 -6.8 -8.6
Agriculture 134.0 158.3 149.7 A 9.1 18.1 -5.4

Export 4.6 84.3 75.1 vee -17.8 13.0 -10.9

Domestic 151.0 181.5 175.3 N 25.1 20.2 3.4
Livestock 109.5 105.6 93.7 . 8.3 =3.6 ~11.3
Forestry 78.2 I5.5 29.8 -9.2 -41.8 -3k.5
Fishing 115,86 115.6 94.5 2.8 - -18.2
Production of some
important sxport crops
Sugar cane {(miiled) 3 252 3 64 2 965 2 Tu =31.1 12.0 -18.6 =7.4
Bananas (b) 80 75 69 33(e) 3.8 -6.3 -8.0 -45.39(d}
Citrus (e) &3 69 50 79 «3.8 10.0 -27.8 58.2
Pimento 2 022 2 58% 1 28% 943 -52.8 27.8 -51.5 -24.3
Copra 3 080 1927 1835 1577 =-39.1 =-37.6 =48 =-14.t
Cocoa 4 B2 4 hg3 3 U416 2 627 2.6 -0.2 -24.0 =23.1
Coffee 1 208 1 504 2 267 1 011 35.6 2.5 50.7 =554

Source: Jamamica, Department of Statistiecs, National Income and Product, 1979 and Production
Statisties, 1979; Jamalca National Planning Agency, Economic and Social Survey, 1979; and
data supplied to CEPAL.

{a) Preliminary figures.

(&) Exports only.

(e} January-October only.

(d) January-October 19580 compared to January-Cotober 1979.

(2) Oranges and grapefruits only.

the production performance of this sector —in contrast to that of the rest of the economy— was on
the whole satisfactory and —in the case of crops destined for the domestic consumption—
impressive. Furthermore, it showed a notable improvement over that recorded in the previous
decade.

During the course of the 1960s as a whole the agricultural sector (including forestry and
fishing) stagnated in per capita terms, even though the rate of growth of the population was
relatively modest. Agriculture proper, in fact, tegistered a reduction in total output in this period,
owing mainly to an acute contraction of export commodities but also to a generalized drop-off in
crop production in the second half of the decade. Thus, the cutputs of sugar cane and bananas, the
first and second most important crops, plunged from 500 000 to 370 000 tons and from 235 000 to
134 000 tons, respectively, between 1965 and 1970. As a consequence of the stagnation of total
production per inhabitant and the rise of 3.4% per annum in gross domestic income per capita in
the 1960s, Jamaica became, for the first time, a net importer of agricultural products in 1970. This
wirnaround, which persisted in subsequent years, was one of the important underlying factors
involved in the progressive deterioration of the balance of payments thar commenced with the
foreign exchange squeeze in the second half of 1972 and the devaluation of the Jamaican dollar at
the beginning of 1973, about a year before the initial round of oil price hikes in December 1973,

Some of the causes of che decline of agriculture wete explored in previous economic surveys.
Suffice it 10 note here thar an intensive strucrural and geographic shift of the population led to a
shortage of labour at wages which farmers, if not estate-owners, could offer without producing ara
loss, notwithstanding the exceptionally elevated and increasing level of unemployment prevailing
in the economy as a whole. This, coupled with the declining marginal fertility of the land, an
inadequate allocation of resources to support activities —which led to a gradual multiplication and
intensification of institutional and infrastructural bottlenecks and thus rising production casts, and
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diverse policy measures that placed agriculture at a competitive disadvantage, left the sector in a
position in which it was unable to respond adequately to changing market conditions. Moreover,
with the recurrent adverse weather conditions in the last half of the 1960s, output fell appreciably.

In view of the highly unsarisfactory production performance of agriculture and its repercus-
sions on rural poverty, growth of urban population and unemployment, and the balance of
payments on the one hand; and the sector’s considerable potential for outpur growth, as suggested
by the underemployment of both land and labour and good-to-excellent market opportunities on
the other, the Government which assumed power in early 1972 resolved to attach high priority to
increasing agricultural production,

Following an exhaustive study of the sector commissioned by the Government and carried out
by the World Bank and a team of experts headed by Arthur Lewis, a host of measures designed to
overcome agricultural stagnation were acted on. The most important among cthese included the
extensive reorganization and upgrading of the Ministry of Agriculture and other agencies
responsible for making agricultural policy and providing support services to the sector; stepped-
up central government investment in infrastructure; the expansion and reorientation of creditas a
function of market opportunities; an integrated rural development project; the “land-lease
programme”, designed to match idle and abandoned farmland with underemployed farm labour;
and the rehabilitation of the sugar industry.®

The degree to which each of these and other measures were implemented varied substan-
tially, but as from 1974 and especially from 1976 onward che execution of a host of policies,
programmes and projects was interrumpted or delayed by the loss of professional staff, the
growing frequency and length of strikes, the acute shortage of foreign exchange and, eventually,
budgetary cutbacks. One of the most successful programmes, in terms of the proportion of the
agricultural labour force benefitted and the production gains realized, was the "land-lease pro-
gramme”, Between 1972 and December 1979 some 36 500 farmers and agricultural labourers —a
number equivalent to fully 19.5% of the population economically active inagriculture in 197¢ and
23.5% in 1979 benefitted from the "land-lease” scheme under which the Government acquired
arable but idle farm land for leasing to underemployed farmers and selected landless agricultural
labourers. In addition it provided necessary support services to the beneficiaries, including
guidance in the selection of the outpur mix.¢ As well as encouraging more efficient utilization of
land and labour, the authorities sought to increase the output of crops aimed at satisfying the
domestic demand for food, and in this respect they achieved substantial advances, to the extent that
the appreciable expansion of domestic agriculture (i.c., those crops consumed domestically) is
attributable to the “land-lease” and other programmes. In any event, the output of domestic
agriculture climbed almost 8295 between 1970 and 1978, and until the second half of 1979 this
notable gain more than compensated the marked cutbacks in food imports forced by the foreign
exchange crisis and thus permitted the maintenance of generally adequate food supplies at
approximately constant relative prices.

In contrast, efforts to arrest the deterioration of export agriculture were unsuccessful. Thus,
sugar cane output had already dropped an additional 15% between 1970 and 1978, before the
sharp contraction suffered in 1979/1980. Forestry output, together with construction acrivity, fell
drastically from 1974 onward, while the output of the livestock and fishing subsectors rose only
marginally between 1970 and 1978. Overall agricultural output rose somewhat less than one-
quarter berween 1970 and 1978, and because of the appreciable reductions in both 1979 and 1980,
the level of production in 1980 was a mere 6% above that recorded in 1970.

(iii) Méning. The volume of cutput in the bauxite industry rose 7.5% in 1980, following a
medest downturn in 1979, The increase in bauxite production was somewhar less than 6%, while

SFor further details on these and other programmes, see, for example, Jamaica, National Planning Agency, Economic
and Sucial Survey of Jamaica, 1972, Jamaica, 1974, especially pp. 130-131.

SQver 67 500 acres, or abour 319 of the arable [and identified as abandoned in the 1970 agricuttural census, had been
incorporated into the programme as of December 1979,
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that of alumina expanded 18% (see table 5). Nevertheless, owing to the dramatic production
cutbacks of 1975/1976, the output of the former was still 1995, and that of the latter 129, below
the respective peak production levels recorded in 1974.

The improvement of the sector's production performance in 1980 may be attribured mainly
to the upturn of one-quarter in the relative international price of bauxite, but it is also due to the
apparent resolution of long-standing differences between the Government and the transnational
corporations which control the industry. In chis latter regard the most important development was
the agreement concerning the modification of the Bauxite Levy in late 1979. Previously, this levy,
which was imposed by the Government in 1974 following incongclusive talks with the bauxite
corporations on new concracts, was applied at the rate of 7.5% of the average realized price of
primary zluminium, divided, by a factor of 4.3, which is the rate of conversion of bauxite into
aluminium.

Under the new accord, arrived at through negotiations between the Government and the
corporations, the revised levy is linked to the world market price of aluminium and o the rate of
utilization of capacity (in each enterprise).

As the average realized price of aluminium rises, che marginal levy declines. Up to 53 US
cents per pound, the levy is 7.3%; between 53 cents and 58 cents the levy drops to 6.8%, and at
higher prices a dual formula is applied involving a base, or "cap” price. Between 58 cents and 63
cents, the cap price is 58 cents; between 63 cents and 68 cents, it is 59 cents; and soon. A cap price
of 58 cents or 39 cents draws a base levy rate of 6.8%; higher cap prices draw a base levy rate of
6.3%. The difference between the cap price and the average ralized price is assessed at a rate that
commences at 5% in the 58 cents to 63 cents range and falls to 3% in the 83 cents to 88 cents range
(where the cap price is 63 cents and the base levy is 6.5%).

Table 5

JAMATCA: MINING PRODUCTION

Thousands of metric ton Growth rates
1978 1979 1980 1978 1979 1980
Bauxite 11 736 11 505 i2 150 2.6 -2.0 5.6
Alunina 2 114 2 096 2 475 3.2 -0.9 16.1
Gypaum 135 66 s =-35.4 -51.1 eea

Source: Jamaica, Department of Statisties, Production Statistics, 1979, and Central Bank of
Jamaica, Statistical Digest, January 1981.

These rates also vary according to production levels: as output rises above a floor equal to
85% of each firm's capacity, the marginal levy likewise decreases. Up to the floor level production
is assessed at 100% of the rates quoted above. For the first increment of 200 000 tons above it the
levy is reduced to 75% of the rate applicable given the average realized price. For the next
increment of 400 000 tons, the levy is reduced to 50% of the applicable rate. The assessment on
further increases will be subject to negotiation.

According to the agreement, the new levy system will be reviewed in January 1980, or when
the average realized price reaches 85 cents, whichever occurs first.

In order to compare this somewhat involved formula with the previous straight 7.5% levy,
the price of aluminium and the expectations of its future evolucion prevailing at the time the new
agreement was reached (October 1979) must be taken into account.

First, it may be noted that the price of aluminium in the world market has risen continuously
since 1972 and has been above 53 cents —or the level at which the levy falls below 7.5% — since
the third quarter of 1977. Between then and the fourth quarter of 1979, the price climbed more
than 399, to 74.5 cents, or the level where the next to lowest levy rates obtain under the new
formula. At that price, and assuming capacicy utilization were 859%, the effective levy would be
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5.95%. Furthermore, the price prospects for aluminium in the foreseeable future are highly
favourable, owing mainly to the increasing substitution of aluminium for other, heavier metals.

In the light of these factors, the new levy system represents a substancial concession to the
bauxite corporations. It translated into a reduction of more than 209 in the levy rate at the
moment the agreement was concluded, and will permit the bauxite companies to capture a
progressively increasing proportion of the expected windfall gains. In exchange, the firms made
informal committments to expand production and capacity.

In 1980 aluminium prices averaged 85.4 cents or some 229 more than in 1979. At that price
the levy fell to 5.52%. Nevertheless, owing to the marked increase in price and the sizeable upturn
in production, the nominal value of the revenue from the levy decreased by only 3.5%. In the third
quarter of 1980 the international price of aluminium surpassed the 85 cents mark that would
normally trigger a new round of negotiations over levy rates under the QOctober 1979 agreement.
Because of the pressing obligations associated with the elections in October 1980 and the resultant
change in administrations, however, the negotiations were postponed until 1981. Presumably it
was the same confluence of events that led the bauxite corporations to delay the implementation of
their informal committments to expand capacity.” On the other hand, the apprecizable reduction in
the levy rate may have encouraged the firms to expand output in 1980, But, as suggested at the
outset of this section, the principal inducement seems to have been the steep rise in aluminium
prices.

The creation and expansion of the bauxite industry was the principal source of the 6.5% per
annum growth cbtained between the early 1950s and the early 1970s in Jamaica. During this
period the increases in the rate of investment {in several years over 30% of the product); the level
of capiral inflows (which accounted for an average of 32% of total investment); the growth of
exports (6.8% per year), and the growth of the overall external sector (7.5% per year) were all
generated primarily by successive cyclical expansions (roughly in 1953/1957, 1961/1965 and
1967/1972) in the bauxite sector. Thus, in addition to the direct {over 18%) and indirect (e.g., via
the stimulation of the construction industry) contribution to growth, the product and capital flows
that the sector occasioned entailed both a large and persistent deficit on the cucrent account and a
sizeable and consistent surplus on the overall balance of payments. During the course of the last
expansionary phase in bauxite —the final year of which coincided with the first election of the
previous Government— the extent of the sector’s contribution to the 7.45 per annum growth of
total output and to the buayancy of the external sector (gross reserves almost doubled) assumed
even greater proportions. In effect, investment in bauxite and alumina alone accounted for fully
one-third of investment; the increase in its product provided almost 279 of the rise in the GDP;
and the increment in the value of bauxite and alumina exports provided more than two-thirds of
overall export growth. And in 1973/1974, when the rest of the economy began to contract in the
wake of the pronounced acceleration of inflation, a marked drop in construction-related invest-
ment, and the stagnation of import volume, mining output still climbed an additional 26%.

In the light of these facts it can be appreciated that the bauxite corporations’ decision to slash
production was a heavy blow to the economy, The real value of the industry’s output plunged 219
in 1975; the following year it dropped a further 219%. The rest of the economy was in fact
recovering from the 1974 recession when mining production first tcumbled. In 1976, however,
output in the rest of the economy dropped almost 6%, as import volume was compressed more
than 169, and at the end of the year operations in the foreign exchange market were suspended
because the gross international reserves were nearing depletion,

While other factors, such as the international recession, the multiplication of petroleum
prices, labour/management disputes and an explosion in Alcoa's alumina refinery (1976) also
incided 1n the severe cutback in bauxite mining and refining in 1975/1976, the principal factor
involved appears to have been the extremely adverse reaction of the transnationals to the

“In this connexion, it may be mentioned that long-planned construction by the Government of a US$ 550-600 million,

600 ton refinery at South Manchester was delayed once again because the required additional financing —some US$ 250
million— did not matrerialize.
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Government's deciston to enact the bauxite levy {which was followed by the Caribbean producing
countries but not other major producers). With respect to the question of its effects on corporate
investment in the sector, however, it should be noted thar the various companies did not have any
existing plans to undertake a further expansion of their respective mining and refining capacities
in Jamaica. Indeed, and notwithstanding the last round of expansions there in 1967/1972, the
bauxite firms had begun intensive development of sources outside Jamaica (and outside the
Caribbean in general) in the mid-1960s, even though Jamaica was the lowest-cost praducer. As
early as 1971 Australia had already overtaken Jamaica as the world's principal producer of bauxite,
and by 1974 it accounted for 24.4% of world supply, against the 18.7% share originating from
Jamaica. On the other hand, the controversy over the levy definitively precluded any additional
transnational investment in Jamaican bauxite.

The value of mining output (in constant terms) not realized between 1975 and 1980
—caleulated as the difference berween actual and 1974 production— equalled an average of 2.5%
of GDP in that period.® In terms of GNP, the proporrion falls 1o 1.6%, owing to the remirtances of
profits which the added production would have occasioned.? In spite of the dimensions of these
losses they were more than otfset by the total value (in constan: terms) of the bauxite levy coilecred
during the period. In effect, levy income exceeded the value of production lost by almost 37% and
was more than double the proportion that would have remained in Jamaica.'® Bue these resources
were not employed to enlarge the mining indusery's production capacity, nor directly urilized in
development projects, as was originally intended. Instead, the course of events made necessary the
use of the levy income to finance part of the fiscal deficit.

(iv) Manafacturing. Preliminary dara show a downturn in excess of 5% in manufacturing in
1980 (see table 6). The sector's output had declined systematically since 1976, with the cumulative
reduction approaching 25%. Moreover, the level of output in 1980 was about 16% below the 1970
figure. The depression of manufacturing accounted for almost 2696 of the drop in GDP experienced
between 1973 and 1980 and well over 339 of that registered between 1975 and 1980. The results
for some specific producrs in 1980 are shown in tables 7 2and 8 However, data on performance by
subsectors are not yet available. As of 1979, eleven of the sixteen principal induserial branches
were producing less than in 1970. The proportions involved ranged from -51% (furnicure and
fixtures) to -99% {(food). Moreover, the real extent of the cutbacks was generally even greater,
because production peaked around 1972/1973 in most branches. In this connexion it may be
observed that the only branch to reach its maximum production level in 1979 wuas tobacco and
tobacco producrs, '

Between 1960 and 1972 five other sectors of the economy registered growth rates greater
than that of manufacturing. Nevertheless, the 6.3% per annum increase obtained in that sector
was higher than the economy-wide average. Also, manufacturing accounted for one-sixth of the
expansion of GNP —a contribution which was surpassed only by thar of mining— while it
provided over one-third of the jobs created during the period and the increase in manufacruring
employment was equivalent to fully 849 of the net gain in jobs.

Owing to diverse factors, such as the dearth of opportunities to achieve economies of scale,
the country's brief industrial history, and incentives schemes that encouraged the manufacture of a
broad range of products, the industrial sector that developed in Jamaica depended heavily on the
external market for input supply and on the internal market for output demand. Thus, in 1972, for
example, imports actributable to the sector totalled about one-half of the value of its production,
while the domestic market absorbed some 83% of the value of its outpur. In that same year che
sector’s imports gave rise to almost 28% of total imports, but manufactured exports provided only
slightly over 13%% of total exports. The trade deficit thus generated by the sector was equivalent o

8n 1974 the sector's output reached almost 94% of capaciry.

“The ratio of profit remittances o product was taken from the 1970/1973 accounts. The data are from the World
Bank.

If the comparisons are limited 0 1975-1980, the above figures become 7% and 7265,
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more than one-third of the value of its cutput, and equalled the entire amount of the overall trade
deficit.

Given these characreristics, the subsequent depresston of manufacturing activity is traceable
primarily to developments in the rest of the economy, namely, the collapse of investment demand
in construction and mining; the balance of payments crisis; and the deflation of consumer demand.
Thus, the close of investment cycles in construction and mining, together with the first squeeze on
the balance of payments, led to a decline in manufacturing growth from almose 1245 in 1972 to less
than 1% in 1973 and in 1974 the sector’s output dropped 3.5%. With the cransitory let-up in the
pressure on the external sector, which translated into a 5% rise in import volume following two
years of stagnation, manufacturing rebounded slightly to record an increase of somewhar more
than 2% in 1975. However, the full-fledged balance of payments crisis thatsurfaced in 1976 forced
a reduction in import volume amounting to fully 379 in 1976/1977. This severe blow, which was
accentuated in 1976 by the first important reduction in the domestic demand for consumer goods,
provoked a decline in manufacturing of 5% in 1976 and almost 7% in 1977. In 197871979 the
additional 9% decrease was a result mainly of the deflationary policies adopted under the IMF
accords. The intensification of the severe slump in manufacturing activity in 1980 was as much a
consequence of the persistent contracrion of domestic demand as of another marked cutback in the
supply of imporred intermediate inputs.

Table 6

JAMALICA: MANUFACTURING QUTFUT BY SUBSECTOR
(1970 = 100)

Growth rates

1977 1978 1974 1980  mecmmemremm e -
1977 1978 1979 1980

Index of manufacturing
producticen (1973) 100.6 95.7 90.8 89.9 -6.8 -4.9 =5.2 -5.4
Food {1972) 117.9 108 1 91.3 2.3 -4.3 =15.5
Sugar, molasses and rum (1965) 80.3 78.2 7.6 -17.2 -2.7 -0.8
kleoholic beverages (1975) 134,8  140.0 138.3 -2.3 3.9 -1.2
Non-alcoholic beverages (1974) 106.3 95,8 85.9 8.3 ~8.9 -11.3
Tobacco and tobacce products
(1979) 122.7 118.% 131.0 0.2 3.1 10.5
Textiles and wearing apparel (1373) 101.0 92.9 67.6 -5.6 -8.0 =27.7
Leather and leather products (1978} 135.8 174.3 162.6 5.2 28.4% ~6.7
Footwear (1970) 75.5 62.7 53.1 9.9 -17.0 -15.3
Wood, wood and cork products (1977) 226.3 0.4 121.7 26,4  -38.0 -13.3
Furniture and fixtures (1972 83.5 64.3 4g9.2 -3.4 -23.0  -23.%
Paper and paper products,
printing and publishing (1975) 103.6  108.3  139.0 -20.9 4.5 28.3
Petreleum refining (19703 64,5 59.6 71.3 -15.0 -7.6 15.6
Chemicals and chemical petroleum
rubber and plastic products {(1973) 120.9 128.2 115.5 -13.2 6.0 =9.9
Non-metallic producta {1972) 76.0 70.4 65.5 -5.6 -7, 4 =7.0
Metal and fabricated metal
products, machinery and
equipment (1973) T6.4 70.9 57.7 -21.5 -7.2  -18.6
Cther manufactures {1970) 69.7 72.1 89.9 -17.0 3.4 24.7

Source: Jamaica, Department of Statistics. National Income and Product,

1974,

In cthe 1973/1976 period the sector’s performance was also hampered by an appreciable fall in
the real exchange race. The steep rise in the costs of production at the prevailing (nominal) rate of
exchange reduced the internacional competitiveness of Jamaica's manufactured exports, and this,
in conjunction with the severe limits on the supply of imported inputs, occasioned the closureof a
large number of firms that produced for the external market under a free trade zone-type of
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arrangement. Between 1972 and 1976 the value of manufactured exports as a proportion of the
value of total manufactured cutput dropped from 17% w 13.6%.

Finally, factory operations were prejudiced also by the migration of professional, technical
and skilled manpower, industriai unrest, recurrent disruptions of basic services and, in 1976 and
1980, by the atmosphere surrounding the elecrion campaigns.

Policy initiatives directed mainly or pattly at halting the decline of this sector were focused
almost exclusively on improving export performance. They included the successive devaluations
of the Jamaican dollar between 1977 and 1979, which translated into a rise of almost 399 in the
real exchange rate, This notable adjustment doubled the extent of the decline recorded between
1973 and 1976 and lefc the real exchange rate at its highest level since World War II. Also, the
Government created the Certified Exporters Scheme, designed to ensure that producers geared to
the export market, or those capable of meeting a specified level of exports, receive priority in the
disbursement of foreign exchange for import needs. Finally, the Government obtained from the
World Bank a sizeable loan to set up and finance an Export Development Fund (EDF). This
revolving fund was used to cover the foreign exchange requirements of certified exporters.
According to World Bank records, 80 firms, accounting for some 75% of the export volume of
noo-traditional cxports, had made use of the EDF by December 1980. In addition to directly
expediting the international transactions of exporters, the EDF also permitted firms to obtain
better terms from overseas suppliers and from the Jamaican branches of foreign commercial
banks.

In 1977 and 1978 exports of manufactures remained sluggish, but in 1979 the current value of
manufactured exports climbed well over 32%. No comparable data for 1980 are yee available.
However, it appears that little or no further growth took place.

(v} Construction. According to the preliminary figures on GDP, the value of construction
output dwindled more than 209% in 1980. Selected indicators of construction activity are contained

Table 7

JAMAICA: INDICATORS OF MANUFACTURING ACTIVITY

Thousand of metric tons Growth rates
1978 1979 1980{a) 1978 1979 1980(b)
Production of selected manufactures
Sugar 292 283 226 -1.0 -3.1 =147
Flour (wheat) 49 4z LY) -10.,0 -13.4 351
Animal feeds 21 203 169(c) 6.6 -3.8 -
Rum and alcchol (d} 17 18 18(e) ~5.1 T 6.1
Fertilizers 30 31 16{F) 38.5 4.4 211
Petroleum produets (d) 1173 137 982 1.6 16.9 -20.9
Textile fabries (g) 9 330 5 94y 2 9B6(f) 16.4 -36.3 15.5
Indicators of manufacturing
production
Electricity sales to industry
by public utilities (h) 635 588 527 - -7.3 -2.8
Industrial employment (i) 79 T 3 3.4 -6.9 -2.9

Source: Jamalca, Department of Statistics, Production Statistiecs, 1979, and Statistical Digest,
January 1981,

(a} January to Hovember.

(b  January-November 1980 with respect Janvary-Novembper '979.

(o) January-October.

(d4) Millions of litres.

(e) January-September.

{r) January-June.

(g) Thousands of metres.

(h) Millions of KWH.

(i) Thousands.
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in table 8 As may be seen, the production of two of the main building materials, cement and steel,
contracted by one-third and one-sixth, respectively, during the twelve months ending in
November 1980, The marked drop-off in cement was caused by the recurrent shut-down of the
kilns at the Cement Company because of the inability to obtain spare parts. The scarcity of cement
in turn forced reductions in other firms that supply materials {e.g., concrete blocks and tiles) to the
construction industry. The contraction of the domestic production of building components was
aggravated further by the appreciable reducrion in the supply of imported construction materials.
As a result of the big drop in construction, employment in the sector was slashed by more than
one-third (see again table 8).

The level of construction output had spurted ahead by almost 219 in 1970, as the last
expansion of capacity in mining and tourism peaked. In 1971, however, the value of the sector’s
output rose less than 19, and construction activity commenced what was to become a relentless
contraction, notwithstanding a substantial increment in residential building in the middle of the
decade. In 1980, the value of the construction GDF was a mere 409 of that recorded in 1971. After
having dropped 15% between 1971 and 1973, when the rest of the economy expanded by over
149, the persistent decrease in construction accounted for over 30% of the fall in the total product
between 1973 and 1980.

While overall building activity systemarically declined, housing completions rose from
approximarcely 3 000 per year at the beginning of the 1970s to a high of ¢ 837 in 1977. In 1978,
however, the total dropped to 4 876, and in 1979 4 940 unuts were built. No data for 1980 are yet
available. Of the residences completed in the 1977/1979 period, 76% were constructed by the
public sector.

In spite of che stepped-up effort in housing development in the 1970s, the pronounced shift
in the age discribution of the population led to the doubling of the number of families formed as
the decade progresses, so that the annual increment in the housing deficit registered a marked
expansion.

Table &

JAMAICA: INDICATORS Or CONSTRUCTION ACTIVITY

Growth rate

1978 1979 1980(a)
1978 1979 1980(b)

Production of selected buildings
materials

Cement (¢) 294 225 135 -11.7 -23.5 =33.5

Paint (d) 5 513 5 782 cen 17.7 4.9 .

Steel ‘c) it ¢ 8 37.9 -30.3 -16.2

Bagasse board (e) & 60 s -83.0 963.0 .
Employment (f) 33 2 24 -0,3 -3.0 -3h._5

Source: Jamaica, Mational Planning Agency, Econcmic and Social Survey, 1979, and Statistical
Digest, January 1980.

{a) Januvary-November only.

(b) January-November 1980, compared to January-November 1979.

(2) Thousands of metric tens.

(d) Thousands of litres.

{¢} Thousands of em2.

(£ April of each year,

(vi} Tourism. Following the recuperation of che tourist industry in 1978 and the achievement
of a record number of tourist arrivals in 1979, the total number of visitors through October 1980
was 0% less than in the corresponding period of the previous year (see table 9). The traditionaily
volatile short-stay (one or two nights) and cruise-ship segments of the market accounted for this
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downturn as the first category dropped almost two-thirds and the second about one-sixth. On the
other hand the number of long-stay visitors {three or more nights) showed a slight increase. Partly
for this reason, but mainly due to a rise in average spending per tourist, estimated tourist
expenditures climbed almost 31%. This development, however, largely reflected price inflation.
Full-year data from the travel account of the balance of payments reveal an increment of slightly
more than 19 in current US dollars, and a decrease of well over 189 in constant dollars.
The determinants of the recession in tourism in Jamaica in 1980 are broadly similar 1o those
that led to the severe depression of 1976/ 1977. First, owing to the marked reduction in the growth
of the developed market economies, particularly in the United States, where the product dipped
0.29%, and in Great Britain, where it declined 3%, and to the new rounds of fuel price hikes,
tourism in the Caribbean as a whole fell about 24% in 1980. This negative panorama was further
exacerbated by the upsurge in viclence and disturbances associated with the continued deteriora-
tion of the economy and the election campaign in Jamaica, with the consequent effects on the
image of the country as a destination for vacations. The 119 reduction in the real exchange rate of
the Jamaican currency in terms of US dollars may also have influenced the decline in the number of
tourists from Jamaica's principal market, although the country’s price levels became highly
competitive again following the huge exchange rate adjustments of the 1977/1979 period.
The total number of tourists increased somewhat more than 6% per annum in the 1960s in
Jamaica. However, the number of long-stay visitors climbed well over 13% per annum, and by the
second half of the decade the average hotel room occupancy rate surpassed 67%. In view of these
and other develupments, such as the rise of charters and group travel associated with the entry into
service of the jumbo jets, and of the absence of convention-type hotels on the island, in the fate
1960s the Government resolved to actively encourage a major enlargement of hotel capacity. For
this purpose it obtained in 1968 the enactment of the Hotel Incentives Act. This initiative
provided for the waiver of import duties on capital goods and exemption from taxes on profits for
ten to fifteen years for the erection of hotels with 350 or more rooms, Also, the central government
decided to make available government guarantees on loans raised to finance hotel projects.
Largely in response to these incentives, the total number of tourist rooms more than doubled
between 1968 and 1973.In 1970, when hotel building activity attained its zenith, the room capacity
was augmented by fully 22%, and while the rate of increase thereafter railed-off progressively,
additions were sufficient to lead to a rise of at least 109 in each of the folowing four years.
In the meantime, the growth of overnight tourism remained strong (10%), but was in no case
sufficient to cover the massive expansion in hotel rooms. Consequently, between 1968 and 1973
the average room oc¢cupancy rate plunged from 66.8% to 48.1%5, and when the number of tourists
peaked in 1975, the occupancy rate was down to only 43.5%. In 1976, the occupancy rate tumbled
10 32.29% in the wake of the drop of 18% in tourist arrivals and the completion of the final projects
commenced under the Hotel Incentives Act. The bottom was reached the ensuing year, when the
number of visitors contracted a further 189%. The fact that the occupancy rate only fell to 28.1%
was due to the bankrupteies which had resulted in a 9% contraction in the supply of rooms. A
greater cutback was avoided because the Government decided to take over and subsidize a number
of facilities that otherwise would also have closed.!!

Thus, the invrdinate expansion of capacity in the late 1960s and early 1970s had already
depressed the average occupancy rate below che breaking point prior to the severe 1976/1977
slump. Marginal operations —including many of the new projects— were flirting with bankruptcy
before 1976.

The pronounced reductions in tourist arrivals in 1976 and again in 1977 would appear to be
atcributable primarily to the notable deterioration of the media image of Jamaica in the principal
tourist markets. And as in 1980, this factor may be traced to the intensification of violence in
Jamaica during the electoral campaign, and to the deterioration of Government-to-Government
relations. But also of importance was the steady decline of the real exchange rate of the Jamaican

UThe number of rooms decreased another 5% in 1978.
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Table 9

JAMAICA: INDICATORS OF TOURIST ACTIVITY

1378 197% 1980(a)  ~-mmmmmm e

1978 1579 1980(b)
Total visitors {ec) (d} 533 594 Y57 37.9 114 -5.8
Leng stay (e) (=) 370 401 334 45,3 8.3 2.3
Short stay (¢) (F) 12 26 g 14,3 117.5 -63.7
Other (¢) (g) 151 167 1Y 24.9 10.5 =15.7
Hotel rcom cccupancy rate T4 ua 46 38,y 20.C Q.4
Average length of stay (h} ] 9 9 -2.3 3.5 -8.2
Estimated expenditure (i) 148 194 215 41.8 311 30.6

Direct employment (3} 10 166 11 707 Ve 21.1 15.2 ..

Source: Jamaica, National Planning Agency, Economic¢ and Sccial Survey, 1979, and Bank of
Jamaica, Heszareh Department, Statistical Digest, Janvary 1981,

(a} January-October only.

(b) January-Cctober 1950, with respect to January-Cetober 1979.

(e} Thousands.

(d) Excludes naticnals rasiding abroad.

(e} Three or meore aighia,

(f} One or two nights.

(g) Includes cruise-ship passengers ancd memders of the armed forces.

(h) Nights.

(i) Millions of current Jamalea dollars.

(i) In hotels, guest houses and cottages.

dollar in terms of US dollars between 1973 and 1976, because the United States provided around
80% of Jamaica's tourists at the time.

In spite of the 1976/1977 experience, and thanks to the remarkable rebound of 1978, the total
number of tourists arriving in Jamaica in 1979 was 43% above the 1970 figure, or about half the
growth rate recorded in the Caribbean as a whole. On the other hand, overnight visitors in 1979
were still slightly below the record 1974 level, and 1980 tourist expenditures, as measured in
constant US dollars, were 129% less than in 1970 and 299 less than 1972, as the peak level was
registered prior to the first devaluation of the Jamaica currency in 1973, Finally, in 1980 the
occupancy rate remained excessively low (469 ).

(<) Employment and unemployment

Notwithstanding a high rate of economic growth and a modest rate of growth of the
working-age population in the two decades ending in 1972, the relative and absolute levels of
unemployment recorded very substantial increases in Jamaica. During the 1960-1972 period the
asymmetry between the evolution of the product and the evolution of employment became
increasingly pronounced: in fact, in the final years these two variables moved in opposite
directions. Simultaneously, the steady stream of emigration of skilled rechnical and professional
personnel, together with appreciable shifts in the structure of production, led to a growing
shortage of skilled and managerial labour,

The disarticulation of the labour market from the expansion path of the economy and the
marked division within the labour market between the unorganized unskilled segment and the
highly organized, high wage one had a profound impact on the formation of both the short-term
economic policy and the long-term development strategy of the Government elected in February
1972.

In 1960 the rate of unemployment in Jamaica stood at 13.09% (9.0% for males and 19.2% for
females}. In the 1960s total economic growth averaged 5.5% per annum, while per capita growth
averaged 4.0%. After emigration, the average annual increase in the labour force attributable to
the expansion of the working-age (15-64) population was a mere 0.4%.If it had not been for the
massive net emigration which took place and affected principally those of working age, the growth
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of the population aged 15 through 64 would have reached the figure of 3.6% per annum, ot nine
times greater than the actual rate. Part of this outflow was offset by a pronounced rise in the female
labour force participation rate. But rhe overall annual increment of the labour force remained at
the relatively low figure of 1.4%. A total of 94 500 individuals thus entered the labour force during
the decade.

But high economic growth and low labour force growth was not accompanied by an improve-
ment in the employment situation. Net job crearion amounted to some 51 000, or less than 1.0%
per year. As a result, the rate of unemployment climbed to 17.6%: 10.7% for males and 26.5% for
females. The number of persons affected by unemployment rose by a total of 49%, or 4.6% per
year.!?

In the meaniime, the high natural rate of growth of the population (3.1%), combined with
the large-scale emigration of labour force members, led to a notable rise in the dependency rario,
which climbed between 1960 and 1970 from 834 to 1 065 {per 1 000 working-age inhabitants), and
in 1970 children under 15 constituted 469% of the population. Moreover, the elevated vegerative
growth of the population in the 1960s meant that the rate of growth of the labour force would
accelerate appreciably in the 1970s, unless emigration were to register a systematic, proportionate
increase. On the other hand, the pattern of the depletion of the labour force through emigration
created a serious imbalance berween experienced and inexperienced workers. The number of
people of prime working age actually decreased between 1960 and 1970. Furthermore, the
confluence of the population and emigration trends would exacerbate dramatically cthe proportion
of this imbpalance in the 1970s.

2The labour force data are from the Jamaica National Planning Agency, Economic and Social Servey,vacivus years;
and the World Bank.
Before proceeding furcher, account should be takenof the particular manner in which unemployment is officially defined in
Jamaica. In this connexion, the Nattonal Planning Agency has observed: “In the Jamaican situation, unemployment levels
include both active job-seekers as well as non-seekers, chat is, persons who made no effort to find a job during the survey
wecek but wha indicate thar they wanted wurk and were available ro accept it. This approach has been judged to be more
appropriate for the local context in view of the very high proportions of non-seekers among the enemployed, and because ic
is recognized that in situacions of chronically high unemployment job-seeking activity is not a sufficient indicator of
availability for work. In QOctober 1979 abour 41% of all unemployed males and 70% of all unemployed females were
classified as non-seekers, while the highese levels of job-seekers were recorded in the urban parishes of Kingston and St.
Andrew. Job-seeking activity is clearly related to personal judgements as to the likelihood of finding a jub, as wellas to the
existence of formal agencies for securing employment. Whereas 29% of the unemployed labour force lived in the Kingston
and St. Andrew area in October 1979, some 38% of all active job-seekers were found in those two parishes.
It should be noted that the inclusion of non-seekers leads o a wider definition of unemployment than is used in many
countries, and thar it does serve to provide a higher estimate of the labour force and of the unemployed.” {Jamaica, National
Planning Agency, Economic and Sacial Survey, 1979, vp.cit., p. 1623
Thus, while the rate of unemployment {and the labour force) as defined in Jamaica are not directly comparable with
unemployment rates ubtained under the conventional concepts, the Jamaican authorities consider that the broader
definition of unemployment is the one most refevant to the characteristics of Jamaica’s labour market,
1f the uncmployment and labour foree data are madified to correspand o the most commuon usage, that is, if those who
want to woark but were not actively seeking work when interviewed are excluded from the labour force and from the
unemployed, the rate be unemploymene diminishes appreciably. [n 1972, the firsc year for which it is possible t make this
adjustment, the unempluyment rate becames 14.39% versus 22.9% according to the official definition. The large difference
stems from the fact that 58% of the unemployed females and 145 of the unemployed males were not actively seeking
work.
It is important to nare chae the proportion of unemployed who actively seek work does it facr decline as the rate of
unemployment decreases, Thus in 1979, when unemployment officially reached 27.89, arcund 70%% of vnemployed
females and 419 of unempluyed males did nut actively look for work.
The 1960 census, from which the 1960 unemployment rate is taken, did not make a distinction berween those who were or
were not actively seeking work. It merely tabulated chose who wanted to work. Consequently, the magnitude and direction
of che trends in the 1960s remain identical under either concept of unemployment, unless the substantial rise in the labour
force participation rate detected between the 1960 {population census) and 1968 (first labour force survey) dara is
atrributed to che possibility thar in 1960 non-seekers were excluded from ehe labour force. In the 1970s the situation is
straightforward, The adjusted unemployment rate declines from 62.2% of the official unemployment rate (19723 t0 47.2%
(19793,
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As these developments began to materialize, the limited capacity of the economy o generate
a ner again in employment along the existing growth path simply vanished. Thus, while cutput
expanded more than 26% between 1969 and 1972, total employment actually declined by 145. This
breakdown, together with the acceleration in the growth of the labour force despite an upturn in
emigration gave rise to a 409 leap in the number of unemployed and the unemployment rate
soared 1o 23.29% (see table 10). Male unemployment was 14.3% and female unemployment was
35.39%, which unemployment in the 14 to 24 age bracket was 40.9% (30.2% for malesand 54.4%
for females).

In addition to its direct consequences, the intensive increase in unemployment made for a
deterioration in the already highly skewed distribution of income and created a climate in which
crime and other social ills flourished.

On the face of it, the explanation of che inability of the economy to create enough jobs to meet
even the minor increment of the labour force in the 1960/1972 period is straightforward: che
growth of the product was concentrated in sectors in which the relative share of total employment
is modest, the capital costs of job creation high, or the employment elasticity low. At the same
tirne, the elasticiey of emnployment in the sectors which account for the lion’s share of jobs became
negative. Suffice it to note here that the 150% expansion of bauxite mining and refining, which
accounted for more than one-sixth of the rise in GDP and thus constituted the principal source of
growth, generated a mere 3 300 jobs: sufficient to absorb just 3.7% of the new labour force
entrants. On the other hand, employment in agriculture, which provided 419 of wral employ-
ment in 1960, contracted by over 13%. The extent of the decrease surpassed by 4.6 times the total
employment in mining in 1972.

On another level, the lack of correspondence between growth and employment was in large
part actributable to the intensive exploitation of the country’s abundant natural endowment in
minerals and tourism: not only did these low-employment activities actract the largest part of
economy-wide investment, but also their development depressed the level of relative profitability
in the rest of the economy. In manufacturing cthis effect was largely offset by cthe array of policies
adopted to foment industry. But agriculture was not compensated, under circumstances in which
the profitability of the full utilization of the island's nacural resources in agriculture was already in
decline.

Employment and unemployment were also affected by the changing characteristics of the
labour supply. The marked imbalance that developed in the labour force as a resulc of emigration in
the 1950s and 1960s aggravared unemployment to the extent that: (i) the general level of
employment was a function of cthe ratio of experienced workers to inexperienced workers; and
{ii} it altered the relation between the overall supply of labour and the general level of wages and
costs in the economy. Also relevant to the latrer question were the repercussions of the creation of
cases of high-wage employment (in mining) on the economy-wide wage structure. Large-scale
rural to urban migration, for its part, led to a regional disequilibrium in the labour market, whereby
unskilled labour was in short supply in agriculture, yet unemployed in the urban areas. Finally, it
may be added that the long-run situation of high unemployment in Jamaica is partially rooted in
sociological and demographic factors that have impinged on the conformation of an unusually
high rate of labour force participation in relation to the working-age population.'?

In the light of the grave situation and the dramartic implications of the impeding surge in the
growth of the labour force, the administration which assumed power in early 1972 placed a very
high priority on the creation of jobs.

To this end a host of initiatives were undertaken: (i) first, and perhaps most important, was
the reorientation of the growth strategy as a function of job creation: that is, as a function of the

BApproximarely half the households in Jamaica ace headed by females. This, coupled with the consistently high tevels
of emigration of labour force members in the past four decades, has led to an extraordinary rate of participation of women
in the labour force. In 1979, for example, some 809 of the women of working age appear as labour force members, while
over 47% of the total labour force is composed of females, (Jamaica, National Planning Agency, Feonomic and Social
Survey, 1979, op.cit))
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Table 10

JAMATCA; EMPLOYMENT AND UNEMPLOYMENT
(1969 = 100) '

1972 1973 1974 1975 1976 1977 1978 1979 1980{a)

Labour force 106, 107.6  109.5 115 118.0  121.5 125.4 127.3  130.2

Employment 99, 102.0  104.7 110,58 111, 111.8 1148 111.6  113.0
Agricultural (b) 86. 86.7 96.8 g97.4 104.8 1048 110.4 99.7
Mining (c) 133. 137.3  149.0  146.0 153.9 1441 11607 149.0

3
Q
9
3
Manufacture 115.1 116.4 17.3 18,8 10B.1 110.5 111.5 107.9
Canstruction 92,4 98.6 95.0 105.7 B9.9 7B.1 T7B.0  T75.6
Trangportation and communication (d} 116.0  121.0  121.0 144,49 143,8 1349  133.8 133.8

é

13

[

1

2

Comuerce 124, 129.3  112.8 1193 117.8 1290 136.%  131.2

Public administration 123. 130.7 138.9 180.0 1945 203.5 198.8 201.2

Other 89. 91.4 90.6 95,2 Bz2,5 80,9  B2.9 92,5 e
Unemployment 140. 134.0 1319 133.2 150.2 167.3 175.1 200.9 218.6

Rate of unemployment 23. 21.9 21.2 20.5 22.4 2u.2 24,5 27.8 29.5

Source: Jamaica, National Planning Agency, Econcmic and Social Survey, various years; and the World Bank,
(a) Estimates based on Statistics for the first half-year.

(b} Includes forestry and fishing.

(e) Includes guarrying and refining,

(d) Includes public utilities.

sectors capable of making the largest contribution to employment. Apart from long-term plan-
ning, this involved the implementation in 1972 of a set of policies known as Operation GROW,
designed to stimulate growth and employment in agriculture; (ii) a package of measures designed
10 address the [abour force imbalance on the one level, and the expected shift in labour demand, on
the other. It consisted of training and literacy programmes and the establishment and upgrading of
various social services in rural areas, including employment informacion offices; (iii) the creation
of employment through public sector work programmes; and (iv) the implementation of an
expansionary fiscal and monetary policy.

Between April 1972 and April 1975, the labour force increased at an annual average rate of
2.8%, against only 1,7% in the previous three-year period and a mere 1.4% in the 1960s. This
radical upturn was a product not only of the expected bulge in the number of labour force entrants
but also of a 609 plunge in net emigracion. Nevercheless, the number of jobs created was not only
sufficient to absorb this sudden influx, but even to effect important reductions in the number of
individuals affected by unemployment. This was accomplished by augmenting employment 3.8%
per year, providing a total of 82 000 new jobs in the three-year period. This figure may be
compared with the 31 750 jobs added to the market in the twelve years ending in April 1972.

The outcome of the above trends was a decline in the rate of unemployment from 23.6% to
19.99% —the lowest rate recorded since 1969. Male unemployment dropped from 14.3% t0 11.1 95,
and female unemployment from 33.2% 10 31.29%.'4

The turnaround in the employment situation mainly reflected the expansion of employment
in the public sector, including public works projects, together with an appreciable rise in the
number of jobs in agriculture. Indeed, employment continued to expand in the face of the
downturn in output in 1974, and again in 1975 was almost solely a consequence of special public
works programmes and increases in the regular public administration. The 44% enlargement in
the labour force financed by the public sector between April 1974 and April 1975 was made
possible by the enactment of the bauxite levy and the special rax on windfall gains in the sugar
sector, which together led to a 62% leap in central government revenues in that fiscal year,

H1f the size of the labour foree had continued to grow ar the same pace as in the 1969/ 1972 period, the overall rate of
unemployment could have been reduced 1o 17.4%.
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Contrary to expectations the economy did not recover quickly from the 197471975 recession.
Employment continued to expand, but not enough to prevent the rate of unemployment from
inching up over the course of the ensuing yeatr. When output receded sharply between April and
QOctober of 1976, and the public sector was no longer in a position to offset the consequent loss of
jobs, the rate of unemployment soared from 20.5% to 24.2% (see table 10).

The persistent decline of the producr and the deterioration of public finances, was not,
however, accompanied by a further aggravation of unemployment until the second half of 1978, In
fact, by April of 1978 the rate of unemployment declined ro 23% thanks to an appreciable
expansion in agricultural employment.’’

Unemployment rose sharply once again in the second half of 1978, and following a downrurn
in the first half of 1979 it climbed drastrically to 31.1% in October of that year. In addition to the
progressive contraction of the economy, the implementation in mid-1978 of highly restrictive
monetary and income policies under the second IMF agreement conditioned the evolution of
employment in this period. The exceptional upswing in unemployment in the second half of 1979
was largely a repercussion of the effects of flooding on agriculture, however,

Disastrous weather conditions in the second half of 1980 likewise propelled the rate of
unemployment well beyond the proportion attributable to the reduction of output. Thus, while
27.9% of the labour forece was whithout a job in April, 31.5%% was in that position in Qctober
1980.1¢

Staristics by age and sex are not available for 1980, but in October 1979 male unemployment
reached 19.9% and female unemployment 43.5%. Over 349 of males and 63 % of females aged 14
to 29 were unemployed.

When the then Prime Minister announced that the Government had resolved to discontinue
negotiations for a new agreement with the IMF in March 1980, one of the main justifications he
cited for this decision was that the additional budget cuts sought by the IMF would lead to a further
11 000 unemplayed.

Between April 1972 and April 1980 employment increased 17.7 %, while the product declined
by a similar proportion. About one-half of the expansion in employment took place in agriculure,
two-fifths in public administration, and the remainder in commerce. During this period the
increase inoverall employment averaged 1.89% per annum, against 0.45% between 1960 and 1972,
when the product climbed over 9055,

3. The external sector

(a) Introduction

When the government decided to terminate the IMF talks in March 1980, the Bank of Jamaica
possessed a mere US$ 25 million in liquid reserves under circumstances in which cthe economy
faced a projected current account deficit of some US$ 390 million, or 13.5% of the GDP, if the
anticipated contraction in the product were to be limited to 2.5%. This, however, implied a
US$ 300 million overall balance of payments deficit unless additional external finance were to
materialize. Otherwise import volume would in fact have to be slashed by a larger proportion than
planned, with the result that the decrease in output would be greater than originally contemplated.

UThe rate of growth of the labour force also slowed at this time due to an upsurge in net emigration. But this type of
development may have aggravated, rather than eased, the panorama, as was suggested in connexion with the discussion on
the evolution of employment in the 1960s.

Sectoral figures fur October 1980 are not available. However, it may be noted that berween April and October 1979
employment in agricuiture dropped 14%. This decline appears to be wholly attributable to flood damage and disruption,
inasmuch as the level of agricubtural employment in April 1980 recwrned to the April 1979 level. In any case, the fall in
agricultural employment in April-Gctober 1979 accounted for 7007 of the increase in unemployment in that period.
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In spite of a decrease in export volume and an increase in import prices and interest rates
beyond the dimensions projected, the country managed to avoid external insolvency and internal
collapse through a combination of fortuitous circumstances: an unforeseen increment in official
capital inflows; an emergecy agreement with overseas commercial creditors; and an upturn in the
foreign exchange earnings of the parallel economy. In fact, the overall balance of payments
registered 2 sutplus of some US$ 83 million, after taking into account a US$ 42 million reduction
in outstanding obligations with the IMF. This was the ficst cime since 1974 that a surplus had been
achieved.

The current account deficit turned out to be USS 213 million (7.3% of the GDP), which was
substantially more than in 1979, but markedly less than expected. The curreat value of exports of
goods and services rose almost 249 cthanks to a 349 hike in the unit price of merchandise exports.
The increase in che current value of imports of goods and services was about the same and likewise
reflected price bahaviour, As a result, the deficit on the commercial account was somewhat smaller
than in 1979, instead of the expected four-fold increase. On the other hand, payments of profirs
and interest rose more than anticipated, to US$ 267 million, equivalent to fully 9.2% of the GDP.

The actual current account cutcome transiated into a reduction of US$ 120 million in the
originally identified gap in the overall balance of payments. This, together with unanticipared
capital inflows from both formal and informal sources and an increase of US$ 43 million in
arrears, was responsible for the accumulation of US$ 42 million in gross reserves. From another
point of view, it may be observed that the increase in total foreign exchange inflows made it
possible to keep the decline in import volume, and hence che decrease in the product, in the
neighbourhood of the proportions planned for.

In the light of the failure to reach a new agreement with the IMF and the size of the projected
payments gap, the actual performance of the external sector was remarkable. On the other hand, it
continued to be mired in crisis: gross international reserves were still insufficient to cover a
month’s supply of impores of goods and services, while the renewed accumulation of arrears
endangered the existence of the remaining sources of supplier credirs.

The development and evolution of the crisis is outlined in table 11. The first signs of steain
surfaced in the final months of 1972 and continued throughour 1973. The immediate cause was the
steep downturn in private direct foreign investment, coupled with an acceleration in the growth of
imports. The decrease in foreign investment in the bauxite sector was not accompanied by
moderation in import growth because a midly expansionary fiscal policy and a liberal monerary
policy, together with a revaluatton of the Jamaican dollar v#5-4-vir the US dollar, stimulated the
demand for imported consumer goods. In 1973 price rises, import controls, devaluation, and a
slowdown in the growth of credit combined to reduce imports in real terms. But a decided
worsening of the terms of trade led to a further deterioration in the balance of payments. As a
result, by the end of that year gross international reserves were sufficient to cover only 1.5 months
of imports, versus 3.4 months in 1971,

In 1974 the panorama improved substantially notwithstanding the dramatic increase in the
value of imports, the tripling of interest payments on the foreign debt and the second successive
downcurn in earnings from tourism. In effect, the current value of merchandise exports leaped by
more than 90% on the strength of an unprecedented rise in international prices, Simultaneously,
the Government ¢nacted the Bauxite Levy, which slashed the outflow of profits on foreign capiral
by two-thirds. As a result of the above developments, the current account deficit was reduced to
3.5% of the GDP, compared wit 12.6% in 1973 and an average of 10.4% betrween 1969 and 1972.
Private foreign investment continued to taper off and short-term capital flows turned highly
negative, but long-term credits received by both the public and private sectors offser most of this
difference. The overall capacity to import climbed 17%, but the increase in import volume was
limited to 3%. Consequently, international reserves climbed almost 50%. Buc in terms of the
prevailing cost and level of imports, the impravement in reserves was appreciably less (see again
table 11),
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In spite of further large gains in export prices the 1974 turnaround began to lose impetus the
following year, as an intensification of the principal adverse trends was accompanied by a marked
reduction in export volume.

In 1975 foreign direct investment became negative {as late as 1971 it had been equivalent to
fully 11.3% of GDP), while payments of interest on the foreign debt doubled to almost US$ 44
million, compared to a mere US$ 8 million just two years earlier. Furthermore, the flight of
capital, which first became apparent the previous year, assumed considerable proportions, Never-
theless, net capital inflows reached a new high in nominal terms, owing mainly to che loans
contracted by the public sector. In the meantime, the deficit on the trade account quadrupled,
primarily because of a 209 plunge in export volume, but also because of another substantial rise in
impart prices and the persistence of the recession in tourism. The pronounced contraction in
export volume, it will be recalled, reflected the decision of the bauxite corporacions 1o slash
production in response to the Bauxite Levy.

Table 11

JAMAICA: CAPACITY TO IMPORT, IMPORT VOLUME AND TNTERNATIONAL RESERVES
(1970 = 100)

1972 1973 1974 1975 1976 1977 1978 1979 1980

Purchasaing power of exports of goods

and services 12,7 106.7 126.0 122.3 100.8  99.3 106.2 103.4 104.3
Purchasing power of het imports

of capital (a) T2.9 80.3 T4 4 98.6 38.8 (b) {b} 10.1 21.5
Capacity to import 106.1  102.4 120.0 115.9 90.7 79.7 B4.1 8.1  90.7
Import volume (c) 14,1 13,9 NT.7 126.7 106.0 8201 87.0 91.6 91.9
Gross international reserves {d) 97.8 59.2 75.4 52.7 15.8 18.8 20.1 20.9 27.5
Gross international reserves/

imports (e) 2.4 1.5 1.8 1.2 0.4 0.6 0.6 0.6 0.8
Current account deficit/

gross domestiec product (f} 10.6 12.6 3.5 10.0 10.3 2.2 3.6 6.5 7.3

Source: CEPAL, on the basis of official data.

{a) Defined here in the difference between the global balance and the commercial balance plus the use made
of IMF credit. (See the balance-of-payments data in table 15).

{b) Less than zerc

(e) Gocds and services.

{4} Deflated by the price index of imported goods and services.

(e) Months of imports of goods and services obtainable with the level of reserves and imports of each
year.

(f} At the prevailing rate of exchange.

The deficit would have reached enormous proportions —or import volume would have had to
be compressed— if it had not been for an additional 349 advance in export prices. Even so,
however, the current account deficit rase from 3.5% to 109% of the GDP.

While relatively less than the record 1973 deficit and even somewhat smaller than the
1969/1972 average, the relation between the deficit and the structure of demand in 1975 was
appreciably different from the one prevailing in the earlier period. Between the mid-1960s and
early 1970s the large current account deficits were associated with high rates of both investment
and savings, and this pattern reached its zenith when investment climbed to 2lmost one-third and
savings more than a quarter of the product in 1969 and 1970. Consumption was then around only
70% of output. Between 1970 and 1974, however, the investment coefficient tapered off, while
consumption rose to about 789% of the product, and in 1975 consumption climbed t0 82.5% of the
product, while savings fell to less than 15%.

This shift in the allocation of income between consumption and savings is traceable to a
substantial modification in the distribution of income in favour of wage earners, a surge in
inflation to a rate well above nominal interest rates, and an expansionary fiscal policy.
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One of its main effects was to maintain the demand for imports in spite of the evaporation of
the large foreign investment inflows; that is to say, when investment declined, one of the factors
that prevented the deficit on the current account from contracting was the stimulation of
consumer demand for imports. On the other hand, it should be emphasized char 853 of the
doubling of the current value of imports between 1971 and 1975 was accounted for by price
inflation -—at constant prices imports increased only 18%.1

In 1975 the capacity to import contracted slightly more than 3%, but the volume of impores
rose close to 89%. As a result gross international reserves dropped 30% to a level sufficient to cover
only somewhat more than one month of imports (see again table 11).

As 1976 unfolded, both the capacity to import and the payments position deterioraced
steadily, and by the end of the vear the authorities suspended foreign exchange transactions in
order to avoid the total depletion of the gross reserves.

In 1976 the full effects of the international recession were thus finally manifested inJamaica’s
external sector, as foreign demand for the country’s principal exports, including tourism, con-
tracted appreciably, The price of sugar, for instance, plunged 60%. Ar rhe same time, labour-
management disputes and technical problems in the bauxite/alumina sector reduced the supply of
mineral exports, while domestic strife aggravated the depression in rourism. As a result of these
ciccumstances the value of the exports of goods and services declined by US$ 166 million, or by
more than 15%.

In the meantime, a 50% jump in interest payments on the external debt and a cut-off of
private transfers on the one hand, and a more than 50% reduction in net short and long-term
capital inflows on the other, pushed the net contribution of total capital flows to the capacity to
import close to zero. However, this heavy blow was partially offset by the use of IMF credit under
the petroleum and compensatory facilities and loans from other official sources.

The decline in exports and in capical flows translated into a drop of fully 22% in the overall
capacity to import, and since the 17% reduction in import volume was somewhar less,® the global
balance of pyaments suffered a record deficit of US$ 187 million, equivalent to 6.3% of the GDp.
The result was the virtual exhaustion of gross reserves: indeed, the net international reserves fell
below zero. The current account deficit —10.39% of the GDP— was, on the other hand, similar to
the one experienced in 1975. From chis angle, the rundown of reserves appears as the counterpare
of the paralyzation of commercial bank lending to Jamaica. In any case, the economy was squeezed
berween impending bankruptcy and anabrupt cutback in supply. The product decreased more than
6% and gross nattonal income dropped almost 11%.

In the following year (1977) the precarious external payments situation improved considera-
bly, thanks mainly to a remarkable 23% contraction in import volume, but also t a 15%
increment in the current value of merchandise exports. The overall crade account in fact registered
a surplus —the firsc one in the post World War I era. This performance, together with a partial
recovery of private transfers, permitted reduction of the current account deficit to a level
equivalent to 2.2% of the GDP. But rhe inflow of long and short-term capital once again decreased
sharply, with the result that even this modest deficit entailed another, albeit small, deficit in the
overall balance of payments. However, gross reserves rose slightly because of the use made of IMF
credit.

The enormous reduction in imports —which clearly bore the brunt of the attack on the
crisis— was accomplished through a combination of severe controls, an incomes policy, increased
taxes and devaluation. And in the second half of the year the Government added to its arsenal a
programme of fiscal and monetary restraine under a two-year US$ 75 million stand-by agreement
with the IMF. However, this accord was terminated in December and the scheduled US$ 15 million

"In this connexion, it should be emphasized chac these data are highly sensitive to the choice of the base year, which in
this case is 1970, owing to the radical change in relative prices in 1974, 1f the prices prevailing in 1974 are used, the quantum
of impures did not increase at all in chis period.

®The volume of merchandise imports was actually compressed by 20.5%.
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credit instalment cancelled when one of the performance criteria was not met. This setback also
held up the disbursement of a large World Bank loan and a loan package negotiated with a group of
commercial banks. The interruption of this agreement thus largely explains why the dramatic
turnaround in the current account was not accompanied by any improvement in the capital
account,

Most of the principal external aggregates evolved about the same in 1978 as they did in 1977,
Thus, another surplus was achieved on the overall trade account, bur once again the net movement
of capital flows was negative, and the small current account deficit did not translate into a surplus
on the overall balance of payments. In fact the deficit on the balance of payments widened. The
small gain in gross reserves was made possible by the use of credit under a new agreement with the
IMF,

On che other hand, for the first time since 1974 the capacity to import did not contract, thanks
mainly to a major recuperation by rourism, but also to a modest recovery of mineral exports. The
small increment in import capacity was matched by an expansion int import volume, following the
enormous contraction of the previous three years.

In spite of a new downturn in the income terms of trade and an actual outflow of funds on the
capital account, the country was able to augment import volume by an additional 5% in 1979
without depleting the grass reserves, thanks to a large infusion of IMF credit. But as had occurred
with the first accord, the Government failed to comply with one of the performance criteria and
the agreement was cancelled in December.

In early March 1980, the negotiations for an interim one-year agreement with the IMF were
deadlocked over the question of the extent of further budgetary cutbacks and the effects of these on
employment. At this juncture, the Government received a report from the Ministry of Finance
indicating that by September at the latest the country would be unable to comply with the net
international reserves performance test (the same one it had failed to pass in December). In the
light of this, and owing to the further unemployment the new accord would entail, the Govern-
ment resolved to break off the talks and call early elections. The alternative short-term economic
programme it adopted rested on a crucial assumption: that the existence of a balance of payments
gap would bring forth the necessary finance, And, in fact, the course of events did accomodate to
Jamaica's external financing requirements, without the IMF agreement: the inflow of funds on the
capital account was not only sufficient to finance a current account deficit equal 10 7.39% of GDP
—the largest since 1976— but also to cover the repayments to the IMF and attain a surplus on the
overall balance of payments for the first time since 1974. Furthermore, the net inflow on the
capital account turned out to be the largest, in constant terms, since 1975: over three times the level
of 1977, and over five times the level of 1978. As already mentioned, 1979 saw 2 net outfiow. After
accounting for the movements of IMF credit, the net flow in 1980 was still one-third larger than in
1979, four-fifths larger than in 1978, and well over twice the 1977 one.

(b) Merchandise trade

(i) Exports. The improvement in the overall balance of payments in 1980 was in large part
artriburable to the performance of the bauxite sector. In effect, the toral value of bauxite and
alumina exports climbed over 29% (see table 12). While the volume of alumina exports climbed
159 to its highest level since 1974, the chief factor here was the 399 leap in international prices
{see table 13).' The evolucion of the ocher main traditional exports was not favourable, The value

1ln this connexion it is of interest to note that bauxite is the mineral whose value has best stood up to the petroleum
price onslaughr. Between 1973 and 1980 che price of bavxite multiplied 3.5 cimes, while its relative incecnational price rose
almost four-fifths. [t thus managed to retain about one-third of its value in ternts of petrolenm through 1980, with 1965 as
the base year. If 1970 were chosen as the basc, the deterioration is greater (over four-fifths). On the vther hand, over the
period 1974-1980 the price of bauxite in terms of petroleum did not decrease at all, in spiteof the 1979/1980 round of
pecroleum price hikes. In the same period the price of tin in terms of petroleum declined ¢lose 1o one-third; and that of icon
ure, over une-half.
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of banana exports dwindled to US§ 10 million (from US$ 18 million in 1979), owing to the
massive destruction of plantations by Hurricane Allen. For its part, the value of sugar exports
expanded less than 195 notwithstanding the tripling of the international price of sugar and the
23% adjuscment of che EEC price. As has occurred for the last several years, Jamaica was unable to
fulfill its quota with the EEC in 1980 and for this reason could not take advantage of the sharp rise
in the free market price, the shortfall in production in 1980 being provoked by poor weather.

Table 12

JAMAICA: EXPORT OF GOODS, FOB

Percentage
Millions of dollara breakdown Growth rates

1978 1979 1980 1970 1980 1978 1979 1980
Total 795 815 992 100.0  100.0 1.6 2.5 217
Main traditional exports 649 639 810 75.8 81.7 8.7 -1.5 26.8
Aluming 418 368 552 38.9 55.6 10.8 =-12.0 50.0
Bauxita 171 214 201 26.7 20.3 6.8 25.1 -6.1

Sugar 60 57 57 10.2 5.8 - -5.0 -
Other exports 146 176 182 24.2 18.3 12.1 20.5 3.4

Source: Bank of Jamaica, Report and Statement of Accounts, 1980; and Jamaica Department of
Statisties. External Trade, 1979.

(i) Impores. The value of imports (CIF) rose over 199 in 1980, or somewhar less than that of
exports (see table 14), The sole cause of this movement was external inflation, inasmuch as the
import quantum did not vary.?° In this respect, the oursranding development was, of course, the
jump of two-thirds in the international price of petroleum. In lastyear's Survey some of the effects
of the oil price revolution on the Jamaican economy were explored. Suffice it to recall here that the
economy is very energy-intensive, due primarily to the energy consumption of the bauxite sector,
while ac the same time 99% of the island’s commercial energy supply comes from imported oil.
The further marked increase in the price of oil was thus a heavy blow, particularly in the light of
the severe constraints operating on the availability of foreign exchange in the economy. The
increase in the oil bill accounted for 709 of the rise in the value of imports, and absorbed 41.59% of
toral imports in 1980, against only 22.89% just two years before,2!

The substantially higher expenditures on food imports, for their part, were made necessary by
the large reduction in agricultural production.

Together, the much enlarged outlays for energy and food resulted in a cutback in the nominal
expenditure for other imports (see again table 14).

(iil) The terms of trade. In 1980 the terms of trade index, with 1970 as the base year, showed a
gain of about 6%, and thus stood close to one-fourth higher than in 1970. On the other hand, it
remained some 7% below the high registered in 1973 (see table 15).22

2The volume of merchandise imports in fact dropped 7%.

2iPetroleumn and petroleum products make up virtvally the entire value of mineral fuel imporrts.

22As was discussed in conngxion with the evolution of the impore volume in the intraduction to this section, the use of
1970 as the base year results in a distortion of the post-1973 siruation in countries in which petrolevm constitutes a

relatively larger share of exports or imports. In the case of Jamaica the evolution of the terms of trade would appear much

less favourable if the base year were chosen so as to rake accuunt of the dramatic shift in relative international prices in
1973/1974,
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Table 13

JAMAICA: NOMINAL AKD RELATIVE PRICES OF BAUXITE
(1965 = 100)

Price of bauxite/

Year Nominal price Relative price (a) price of
petroleum
1966 112.6 107.1 112.6
1967 130.4 119.1 130.4
1968 133.7 116.8 136.8
1969 131.6 109,14 136.8
1976 131.6 103.2 134.7
1971 153.8 113.9 123.9
1972 165.5 115.% 115.8
1973 188.4 120.3 92.8
1974 223.3 123.7 30.4
1975 327.¢ 159.5 40.6
1976 364.2 159.3 k2.1
1977 a7 161.5 Ly, .9
1978 429.9 45,2 bs5.0
1979 473.9 142.3 37.1
1580 659.8 178.8 30.6

Source: IMF, International Financial Statistics, various volumes.
{a) Nominal price deflated by world prices.

Table 14

JAMAICA: IMPCRT OF GooDS, CIF

Millions of Jamaica Percentage
dellars breakdown Growth rates

1978 1579 1980 1570 1980 1978 1979 1960

Total 865 1003 1196 100.0 100.0 104 16.0 19.3

Food 169 130 192 17.2 16.1 26.1 -23.5 4g.2

Mineral fuels 197 335 uyo 6.4 39.3 -12.2 70.3 o2

Manufactured goods 222 221 205 26.1 17.2 29.9 -0.3 =71
Machinery and transport

equipmant 110 143 139 32.3 11.6 16.7 30.5 -2.9

Other 187 174 190 16.0 15.8 7.0 4.1 9.2

Source: Bank of Jamaica, Reperi and Statement of Accounts, 1980; and Jawaica, Department of
Statistics, External Trade, 1979.

{(c) Services trade

The modest surplus on trade in non-factor services was more than offset by the outflow in
respect of profits and interest. Receipts from tourism stagnated in 1980, but other non-factor
services showed a farge expansion. In the meantime, remittances of profits climbed markedly, and
exceeded US$ 100 million for the first time since the enactment of the Bauxite Levy, while interest
payments on the debt continued to rise at a fast pace. The sum of profits and interest payments
equalled an unprecedented 9.2% of the GDP in 1980. On the other hand, private transfers
remained buoyant as Jamaicans residing overseas responded to the distress caused by Hurricane
Allen.

(d) The current acconnt position and its financing

The ourcome of the movements on merchandise and services trade was an overall current
account deficit of US$ 213 millian, or 7.3 % of the GDP (sec table 16). This was the third successive
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Table 15

JAMAICA: MAIN FOREIGH TRADE INDICATORS

1975 1976 1977 1978 1979 1980(a}

Annual growth rates

Exports of goods

Value 7.5 -18.4 15,2 4.5 2.5 21.8
Yolume -19.5 -10.4 2.2 2.5 -i.q -g.1
Unit value 33.6 -G.4 12.8 2.0 7.8 34,0
Inperts of goods
Value 19.5 -18.4 -15.8 12.5 7.7 20,2
Volume 5.2 -20.5 ~20.5 4.8 5.9 -2.1
Unit value 13.6 2.6 6.0 7.3 1.1 29.5
Terms of trade 18.2 -11.6 6.4 -4.7 -2.9 6.4
Indexes (1970 = 100)
Terms of trade 134, 4 118.8 126.5 120.5 117.0 1244
Purchasing power of exports of goods 137.3 108.7 117.6 114.8 106.5 105.8
Purchasing power of exports of goods
and services 122.3 100.8 99.3 106.2 103.4 104.3

Source: CEPAL, on the basis of official data.
{a) Preliminary figures.

year in which the current deficit increased both as a percentage of the product and in real terms,
following its drastic reduction in 1977. But it remained modest in comparison to the ones sustained
ptior to 1977, when the average deficit equalled abour 10% of the GDP.

Complete information on the breakdown of the financing of the deficit in 1980 is not yet
available. However, provisional data of the Bank of Jamaica reveal that net public sector borrowing
amounted to US$ 120 million, or about 409 of the net inflow on the capital account. Precise
figures on gross borrowing have yet to be published, but it may be mentioned that the Government
raised well over US$ 100 million from various QPEC nations. Of this amount, US$ 50 million came
from Libya, while US$ 38 million represented advances under the Venezuelan petroleum loan
facility.??

A significant proportion of the difference between the overall net movement of capiral and
the net borrowing of the public sector apparently originated from the parallel economy. 24

For the first time since 1974, a surplus was registered on the overall balance of payments. One
half of this was absorbed by the debt with the IMF, while the other half was used to augment che
gross reserves. However, the increase in gross reserves may be viewed as being offset by an
increment of virtually the same amount in arrears. In any event, the extent of the expansion of
arrears was less than 409 of that originally anticipated.

(€) FExternal indebtedness

Following an expansion of two-fifths between 1977 and 1979, the external debt outstanding
rose by 7.5% to slightly more than US$ 1 600 million in 1980, but after allowing for the increase

“Bank of Jamaica, Report und Statement of Accounts, 1980, Kingston, 1981,

#Estimates of che size of the parallel economy vary widely, but there is general agreement that che foreign exchange it
generates made an important coatribution 1o financing the observed currenc account deficit. Serictly speaking, these
foreign exchange inflows are payments for illicic exports. Hence, the curcent account deficit was in fact less than the
recorded one by an amount equal to the value of these exports.

ZNote that che external debe as defined in table 17 excludes public and State- guaranteed debt having a macurity of less

thun one year and private debt not guaranteed by the Srate. In 1980 the debt on these accounts totalled approximately
US$ 200 million.
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Table 16

JAMAICA: BALANCE OF PAYMENTS
(Millions of US dollars)

1974 1975 1976 1977 1978 1979 1980(a)
Exports of goods and services 1 030 1099 933 979 1122 1 208 1 492
Gooda FOB 752 808 660 760 795 815 992
Services (b) 278 291 273 219 327 393 500
Transport and insurance 60 T4 77 69 100 114 150
Travel 133 129 106 72 147 195 198
Imports of gocds and services 1079 1 307 1126 929 1 056 7 228 1511
Goods FOB a1 970 791 667 750 883 1 061
Services (b) zh8 337 335 262 306 345 u50
Transport and insurance 162 193 171 148 182 203 300
Travel 21 52 59 12 10 M 10
Trade dalance -ig -208 -193 50 66 =20 -1%
Prafits and intereat ~58 -103 116 -138 -178 -203 -Z6T
Profits -47 =59 =50 -38 -g2 -82 =115
Interest =21 -4y 56 -100 -86 -121 =152
Unrequited private transfer payments 34 23 2 15 15 T0 73
Balance on eurrent account -83 -288 =307 =73 =97 =153 =213
Unrequited official transfer payments -9 5 4 5 10 10 9
Long-term eapital 226 228 144 ug 32 -9 v
Direct investment 23 -2 - -7 -27 -26
Portfelic investment -1 -l i - - - ven
Other long-term capital 20l 234 140 53 -5 17 .
Official sector (e) 107 154 129 1)} 172 Ti vee
Loans received 119 159 160 96 275 174 va
Amortization payments N -4 -29 U7 =104 =111
Commercizl banks (e} - - - - - -
Loans received - - - - - -
Amortization payments - - - - - -
Other sectors {c) 97 80 11 5 =177 =54
Loana received 89 115 57 33 - -
fmortization payments -14 -21 -29 -37 =177 -S4
Basic balance 134 =55 -159 =22 =119 =152
Short-term capital g 95 9 56 3 1 .
0fficial sector 5 26 18 -9 - -
Commercial banks -12 2 5 - 5 3
Other sectors -42 67 =iy 65 35 -2 cee
Errors and omissions -15 -83 -34 -8 26 «15 287
Counterpart items (d) -3 9 -3 2 -3 3 .
Glebal balance &7 -3 -187 -2 56 -163 83
Total variation in reserves (- sign
indicates an Lnerease) =67 34 187 12 56 163 -83
Monetary geld - - - - - - -
Special Drawing Rights 2 1 4 -16 12 5 1
IMF reserve position - - - - - - =
Foreign exchange assets -h2 58 88 3 =19 -8 -1
Other assets -7 -25 n 3 - -
Use made of IMF credit - - 64 22 63 166 =42

Source: 1975-1979: International Monetary Fund, Balance of Fayments Yearbook, {magnetic tape,
Mareh 1981); 1980: CEPAL, on the basis of official data.

(a) Preliminary figures.
(b} Serviges also include other official and private transactions, but exclude profits and

interest,
(c) In addition to loans received and amortization payments made, this entry includes net loans

granted and other assets and liabilities.
(d) Includes counterpart items in respect of monetization or demonetization of gold, allocation
or settlement of Special Drawing Rights, and variations due to revaluation.
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in gross reserves, the net position registered an increase of less than 5%.%¢ Owing to the modest
increment in money terms and to an acceleration in international inflation, the external debt
decreased —for the first time in a decade— by 129 at constant prices. It also declined in relation to
the product: from 62.4% to 55.3% at the prevailing rate of exchange, and from 53.4% t0 48.1% at
the real rate of exchange. This was also the first year since the 1960s in which the debt/product
ratio fell.

Measured in terms of the ex ports of goods and services, the burden of debt service lessened for
the second consecutive year, thanks to both the expansion of exports and to an interruption in the
growth of debt payments. On the other hand, interest on the debt continued to absorb an even

larger proportion of the GDP, due mainly to the persistent contraction of the product (see
table 17).

Table 17

JAMATCA: INDICATORS OF EXTERNAL INDEBTEDNESS

1970 1972 1973 1974 1975 1976 1977 1978 1979 19B0(a)

Debt {b) (millions of US dollars) 129 210 354 528 706 965 1052 1236 1495 t 607
Gross reserves (millions of US dollars) 139 160 27 190 126 32 48 59 63 105
Debt index (1970 = 100) '

Current prices 100 63 274 w09 S47 THB 816 958 1159 1 2U6
Constant prices 100 155 242 267 409 583 556 609 b6T 585
Debt/gross demestic product

Prevailing rate of exchange 9.2 1.7 18,5 221 2.6 323 3BT ¥9.1 624 553
Real rate of exchange {c) 9.2 b6 176 235 27.3 3B.3 39.0 440 53 4801
Debt service (percentages) (d)
Exportz (e} 0.5(f) 1.4 3.6 3.1 7.3 13.3 22.2 251 202 2.7
Groas domestie product (g) 0.4f) 0.1 0.4 0.9 1.5 2.2 3.7 3.4 5.0 5.2
Debt. sources
0fficial lenders 4.0 7.1 362 299 27,8 M.9 856 53.8 668 63.9
International organizations 22.7 .6 1.0 7.9 7.7 T8 9.6 128 132 166
IMF - - 4.2 3.9 2.2 8.3 10, m.6 235 19.2
Governments 8.3 205 21.0 8.9 7.9 25.8 228 264 .1 331
Private lenders 58.6 62.9 63.8 701 12.2  5B.1 oh.4  ug.2 33.2 .
Debt uses
Interest 56.5 23.0 10.6 16.2 210 20,7 U431 2u0 23.6 6B.6
Mmortization 143.5 3.9 12,2 W8 b6 2.7 569 W14 23 324
Investment - x.B 543 161 61.4 - - MY 34 -
Consumption - 20.3 22,9 52.9 - 57.6 - 0.2 4.0 -
Average rate of interest . 8.3 8.3 9.7 9.5 1.7 6.4 6.8 17 .
Average maturity (h) {years) . 9.4 128 1B N5 W3I w2 1me 117 12.2

Source: CEPAL, on the basis of data provided by the World Bank, IMF and the Bank of Jimajcs.
{a) Preliminary figures.

{v) Disbursed public and State-guaranteed, private debt and use make of IMF credit.

(e} Trade weighted.

{d) Fram the balance of payments.

(e) RAmortization and interest payments as a proportion of exports of goods and services.

{f} Receipts.

(g) Interest payments as a proportion of gross domestic product.

(h} Cn commjtwents of each year.

The main developments affecting the external debt situation in 1980 included the break-off of
talks with the IMF, the conclusion of an emergency agreement with the country’s commercial
creditors, and an upmrn in the flow of credits from official sources other than the IMF.

The March decision 10 terminate negotiations for a new accord with the IMF not only closed
the door to the additional use of IMF credits, but entailed a reduction in the outstanding obligations
with the Fund over the course of the year, and this accounted for the slowdown in the growth of the

%[t should, however, be recalled that the increase in gross reserves in 1980 was achieved by allowing arrears o
accumulate. The total of US$ 120 million in arrears at year's end exceeded the holding of gross reserves.
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external debt in 1980. Thus, whereas Jamaica received IMF credits totalling US$ 73 million in 1978,
and US$ 171 million in 1979, it effected amortizations of US$ 43 million on this account in 1980
(see table 18).

The Government managed, however, to augment net barrowing from other sources by an
amount sufficient to cover repayments on its debt with the Fund and make up for most of the
hypothetical inflow that would have been available had a new arrangement been reached with the

Fund.??
Table 18

JAMAICA: USE OF IMF CREDIT {a)
(Millicnz of US dollars)

1975 1976 1977 1978 1979 1960
Credit tranche drawings,
ordinary - - 23 25 16 7
Compensatory drawings 16 u6 48 62 98 9l
Buffer stock drawings - - - - 1 -
Extended facility, ordinary - - - 55 102 a7
Extended faeility suplementary - - - - 103 99
0il facility drawings - el 36 EL-] N 21
Total 18 80 107 180 5l 8
Net yearly flow - 6l 27 73 1m -43

Source: International Mcnetary Fund, International Financial Statistics, Vol. 3%, May 1981,
{a) Cumulative totala,

The principal factors involved here were the temporary scheme to refinance the public and
State-guaranteed debt owed to foreign commercial banks, and an increase in loans from official
lenders.

In mid-1979 the Guvernmenc had negotiated an accord with the banks to postpone 87.5% of
the principal payments falling due between April 1979 and April 1981. The deferred sum was
converted into a 3.5 year loan, with payment commencing in April 1982 but the existence of the
agreement depended on Jamaica's compliance with the following conditions: (i) the amortization
of the balance of the debr as it matured; (ii) the timely cancellation of interest charges on the entire
debe; and (iii) the satisfaction of the quarterly performance criteria under the IMF agreement th