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. INTRODUCTORY REMARKS

Mr. Chairman, Distinguished Governors, Your Exaaties, Directors,
Observers, Guests:

Exactly ten years ago, in 1972, we held the Seé¢ondial Meeting of the Board
of Governors of our Bank here in St. Lucia.

| am sure that all of us are very happy to be enoee in St. Lucia - the "Helen of
the West" - with its great natural beauty and tha&rm, liveliness and hospitality
of its people.

Our pleasure is heightened by the fact that thedohGovernors is meeting
under your chairmanship. We are all aware of thetanding contribution which
you have made to the economic and social developaiest. Lucia. All of us are
also aware of the active and important role whict frave played in Caribbean
integration. Your unwavering support for the Cagab Development Bank and
for the Caribbean Community is a matter of recdlot so well known, perhaps,
is your pioneering role in initiating and promotitige Organisation of East
Caribbean States which is now, contrary to the toabthe pessimists and the
fears of the timid, a reality.



ANNUAL REPORT FOR 1981

During 1981, the Bank continued to make, on thelejreatisfactory progress
both as a Bank and as a Development Agency. Ouu@riReport for 1981
provides you with all the necessary detailed infation and statistics to enable
you to judge for yourselves the validity of thisagion.

One of the points which stand out in the Repottésfact that the economies of
virtually all our borrowing member countries saiklxdough troubled waters in
1981. What is more - and this is common knowleddering the rest of this
decade of the nineteen-eighties, our economiescwailtinue to be faced with a
difficult international environment. Hence the ndedanother look at the
development strategies which would best servelaglge over the troubled
waters which lie ahead.

FASHIONSIN DEVELOPMENT STRATEGIES

There are fashions in development economics anelal@wient policies. At one
time, the emphasis was on a high rate of accunoulati physical capital
combined with rapid growth of modern industry. Abéher time it was on
education and human resources. At yet anotheritimas on agriculture and
rural development. Subsequently, the emphasis wédseeting the basic needs
of the people".

More recently, the emphasis has been on stimul#tiedarger modern private
sector firms - both foreign and local - and on atward orientation of the
economy. Indeed, the term "import substitutionfiasv in some quarters almost
as pejorative as the words "State ownership anttaarf productive activities".

NEED FOR CLEAR THINKING ON TWO CRUCIAL DIMENSIONS OF
DEVELOPMENT STRATEGY

Exactly ten years ago, in 1972, my illustrious g@eksor, Sir Arthur Lewis, a
West Indian of St. Lucian origin, in his Statementhe Annual Meeting of the
Board of Governors of our Bank held here in St.iapdealt with the issue of a
comprehensive development strategy for the Caribléthin a simple but
powerful analytical framework. He argued that thieiavement of continuing



economic growth, structural transformation of tkereoemy and adequate
employment creation in our countries depended allyadn the manipulation by
the authorities of four policy variables and theraction between them:
productivity, foreign trade policy, exchange ratdigy and incomes policy.

It should be noted that in discussing foreign tradicy he allowed for both
import substitution and for exports an that in dsging productivity he dealt not
only with the need for high rates of national sggiand domestically financed
investment, but also with the need for a dramaticagase, through education and
training, in the number of persons which middleeleand para-professional
skills.

| cannot hope to improve on the essentials of hayais - although at the time |
wrote a few comments suggesting certain qualificetito, and different
emphases in, his main arguments. My more modestaalay is to cast clearer
light on the issue of a Caribbean developmentexisappropriate to the decade
of the eighties by examining two crucial dimensiohsuch strategy:

a. the "vertical" dimension - that is, should we strier development from
the top or development from below? This is the jaef whether the
engine of growth in production should be at thedogpt the bottom of the
economic and social scale; and

b. the "horizontal" dimension - that is, should welaowards or outwards
for markets and sources of goods and servicesarstérce factors of
production?

(@) Issueof Planning versusthe Market

| shall have something to say on the role of thegbe sector, both local and
foreign, in discussing the vertical dimension. Butll say nothing on this
occasion on the already much debated issue of iplgwersus the market; for it
seems to me that even in countries where the pra@ttor appears to have very
great freedom of action, there is usually some kihihdicative planning, often
combined with a wide range of government influeacd even controls on
economic activity. The most striking examples ash - not at all well known -
are Japan and South Korea, generally regarded @sgatine most economically
successful of developed and developing countrespectively. Indeed, a close
examination of the world today does not reveal sigys yet, either in centrally-
planned or in market economies, of the "witheringa of the State"!

(b) Summary of the Vertical Dimension

The first dimension - the vertical one - deals with question of whether the

authorities in our countries should start from tilye and encourage big foreign
and local investors in the large-scale modern s&dtthe economy or from the
bottom and try to increase production and proditgtasmong the small and the



poor. The former approach is the traditional on@ r@ties on the "trickle-down
effect in transmitting income to the poorer groupsirtly through the expansion
of employment in the larger firms which are suppbosesave and re-invest a high
proportion of their profits, partly through the amtotive re-distributive effect of a
progressive tax system combined with governmeneedpures which benefit the
poor and partly through prosperity in the modertt@eincreasing the demand for
goods and services largely produced by the smail nfiar example food, petty
retail distribution and the output of small-scatgegprise generally.

However, by the beginning of the seventies, it fedtsthat in practice the
"trickle-down"approach - in spite of high ratesosfrall economic growth - still
kept the majority of the people of the developiongrmries in great poverty. An
opposite approach was therefore put forward.

The opposite approach is aimed at improving "huoapital” among the poor
and small-scale producers through the provisioedoication and training, low-
cost housing, health services, pure drinking wsigplies, etc., taking direct
measures to ensure that the domestic pattern diption matches closely the
composition of demand of the poorer groups (whanftre majority of the
population), thus making for production of relativabour-intensive and simple-
technology goods with a lower import content as parad with the consumption
patterns which would prevail in the absence of éipigroach; and to take other
steps (that is other than improving human capitalipcrease production among
the small people and the poorer groups in bothrudpal rural areas - such as
provision of credit and inputs, extension and técdirassistance, improved
marketing facilities, feeder roads, etc.

In practice, emphasis varies as between these skts®f measures depending on
the particular country, its size and degree ofigigdtion in international trade, its
resource base, its rural/urban balance and theededmpoverty of the masses.

This latter approach is termed "meeting the baseds of the people” or the
"direct attack on poverty".

(c) Summary of the Horizontal Dimension
The other dimension - the horizontal one - death:wi

c. the relative emphasis to be placed on extra-regfongign trade as
against production for national and regional market

d. the volume of capital inflows - overseas aid, exaéborrowing on
commercial terms and foreign private investmenggesnst reliance on
local financing in both the public and private sest

e. the use of foreign as against indigenous and adaetinology;

f.  the use of foreign expertise as against massivgranomes of institutional
and on-the-job training of local personnel;



g. training for local and regional job opportunitiesagainst a policy of
training for emigration; and

h.  more generally, national and regional self-reliaas@against excessive
external economic, psychological and intellectieggdehdence.

(d) Overlapping between the Vertical and Horizontal Aspects

In some cases, the vertical and horizontal aspeedap. This can be most easily
seen in the case of policies designed to reduekitoports and to change their
composition away from "luxuries” and towards "essd'hitems meeting the

basic needs of the poorer groups. In this casesaihree measure can at one and
the same time serve the purpose of both a morerdhleaking economy and a
basic needs approach to development. Another exaisipeavy reliance on
foreign private investors to establish export-aeeinindustries; this strategy
combines the vertical dimension of trickle-downtiihe horizontal dimension of
extreme outward orientation of the economy.

(e) Need for Appropriate Blendsin Both Dimensions of Development
Strategy

As regards the vertical dimension, we need a coatioin of both trickle-down
and basic needs strategies, with the exact bletweeba the two depending on the
particular sector, sub-sector or activity undersideration.

With regard to the horizontal dimension, a litédlection shows that in the
Caribbean, as indeed in all other developing ceesitive need a combination of
inward-looking strategies in the various sectoud-sectors and activities of the
economy.

In this connection, let me be immodest for a momienan article on "The
Economics of West Indies Customs Union" which | tenm late 1959 and which
was published in the March 1960 issue of the wetvin University of the West
Indies journal "Social and Economic Studies"”, bsas follows:

"The West Indies suffers from the ‘complex fatehabing to be
both inward-looking and outward-looking at the samee,
although on balance the outward-looking side should
predominate.”

Looking back after more than twenty years, | haweaason to change this view.



In the Caribbean of the eighties, it is not a sengse of "either/or" with regard
to both dimensions. It would be just as wrong fakhhat every sector, sub-
sector or activity in production should be entireiport-oriented as to urge that
we should rely entirely on trickle-down effects.

What we need is a set of comprehensive nationategidnal development
strategies combining in the right proportions ingvéoking and outward-looking
elements and trickle-down and basic needs elem8uath a strategy must aim at
high rates of economic growth, since in the lormgersustained economic growth
is a necessary, although not sufficient, condif@mmachieving sustained increases
in the standard of living of the poorer urban amakgroups. Indeed, we need a
coherent and comprehensive development strategshviginot lopsided but is
instead well-balanced, internally consistent anglgteed to achieve high rates of
economic growth, diversification and strengtheroh¢he economic structure and
desirable levels of productive employment. And wedto achieve these
objectives without serious pressure on the balahgayments beyond the normal
current account deficit which requires to be fireshan the process of
development (sometimes called the "developmentidgfiThe difficulties in
determining the appropriate blend and relative easjghin each of the two
dimensions are quite severe and depend on theresmjrce-base and
geographical location of the country concerned atbealability of statistical data,
the quality of economic analysis available to ththarities and, to some extent,
the political ideology of the country concerned.

This having been said, we may have to consideaicesequential emphases. For
example, in critical periods we may have to put@msiress on economic growth
and economic recovery rather than on employmestiore or meeting basic
needs, while in other medium-term periods we maaeha shift the emphasis
towards the latter approach.

(f) CDB in Relation to Comprehensive Development Strategies

In the Bank we have tried, in formulating our fiyear lending programmes for
our borrowing member countries, to reflect this poamensive and balanced
development strategy to the maximum extent condistéh the national
strategies, policies and objectives of these casatr

FURTHER ELABORATION OF THE VERTICAL DIMENSION

Let us discuss in greater detail the vertical disi@m Since we need high rates of
economic growth as a necessary, although not sirificcondition to promote the
fulfillment of the basic needs of the people angEyment creation, it is clear
that we need to encourage and promote vigorousljoital and regional modern



private sector and that we have to attract forgigvate investment technology on
a selective basis consistent with the short-terchlang-term national economic
advantage.

At the same time, it should not be taken as evidafitukewarmness of outright
opposition to foreign private investments if welseereserve sectors of the
economy for national enterprise - whether Stategrimate or a mixture of the two.
For virtually every country in the world (even thst developed and market-
oriented) treats national enterprise more favoar #in foreign enterprise at least
in some respects - however welcoming it may bé&eddtter. While equality
before the law should be assured to foreign privatestments, there may well be
certain areas which should be reserved for Stat®aprivate national ownership
- in full or in part.

Examples are: exploitation of natural resourcesti(pdarly minerals, agriculture,
forestry and fisheries); limitation on access nyefgn enterprise to local bank
credit; and restriction of the full right of suchterprise to participate in certain
small-scale activities, particularly small-scalenrmtacturing and service activities
producing for the home or regional market and usatatively simple
technologies and small amounts of capital per woredatively small-scale
construction; and certain professional and teclsieavices. These are best left to
indigenous enterprise and personnel.

For just as there is a case for protection of paldr industries (for a limited
period of time) on the well-known "infant industrgfounds, so is there a case on
"infant economy" grounds for protecting local epteneurs in the hope that in
the long run such protection will be reduced asllenterprise learns to compete
more effectively with foreign enterprise by acqugrithe necessary
entrepreneurial, managerial and technical skills.

While the modern private sector in manufacturiegyism and mining and
refining can be an important engine of growth, \&erwt rely solely on its
trickle-down effects. We say this in the light bétexperience of the 1950s and
1960s in the Caribbean where, in spite of thetfzat some of the countries had a
high rate of growth in the manufacturing, tourisna anining and refining sectors
based on large part on a relatively large infloviaséign private capital,
unemployment (both in terms of absolute numbersaana percentage of the
labour force) actually increased. There were a3y few linkages created
between the different sectors of the economy, whielocal food-producing
sector languished.

This king of trickle-down effect not only left setis imbalances and lack of
linkages in the economies, but it also worked fowly to meet within a
reasonable timeframe the aspirations of the podtia®unemployed. This means
that in the 1980s we must combine the high growatb-trickle-down approach
with some king of basic needs approach (suitabteedCaribbean and therefore



emphasising relative labour-intensity in manufaoproduction and increased
productivity per acre and per man among small fasinédnd we must also
pursue strategies in the modern private sectoriwégek to encourage more
labour-intensity and greater use of local and negjioesources as inputs. As we
shall see shortly, a less protective and more éxganted industrial
development strategy may be of some assistana®maqting more labour-
intensity in the growth process.

We must also in the interest of employment createek to encourage and
promote not only the medium-sized and large-saalal Iprivate sector enterprises
but also the small-scale private sector -small rfecturing and service industries
and small and medium-scale agriculture. These smsdiale activities tend to
have lower capital-labour and capital-output ratien the larger-scale activities
in the modern private sector - that is, they nesd tapital per worker and per
unit of output, thus promoting employment and ecoising on scarce capital.

This leads me to reflect on the precision of tentéprivate sector". It is a very
ambiguous term. It is always necessary to spesifyracisely as possible which
element of the private sector we are thinking of:

the large-scale foreign private sector (mainlytthesnational
corporation) engaged in manufacturing, tourism,ingrand refining and
the provision of financial services;

a. smaller foreign private investors in manufacturamgl tourism;

b. local privately-owned large-scale and medium-sizetdrprises in modern
private sector enterprises engaged in agricultaeufacturing and
tourism (the directly "productive” sectors) andrirportant service sectors
such as banking, insurance, construction; etc.;

c. small enterprises in agriculture, agro-industrynofacturing and services
(as well as craftsmen and makers of handicrafg; an

d. local medium and large-scale privately-owned emigep in the
distributive sector largely geared to importing deo

Omitting the last-named (e), all of these actigitieed encouragement and
promotion by the authorities - with the long-terrmaf building up vibrant local
and regional enterprises which could, in assoagiaticcertain specific areas with
large-scale and smaller foreign-owned enterprisede the economies more
dynamic and more export-oriented in the manufactusector.

Particularly needed are policies and programméaspoove production and
productivity in the small-scale private sectorattls to say, small industry, small
service businesses and small farmers. The same fwlthe small individual and
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family craftsmen and makers of handicraft produgésticularly in relation to the
tourist industry, where there is a strong caseniposing quantitative restrictions
on a regional basis on imports of certain foreiggdmsouvenirs and craft items.

With regard to the larger firms in the last-nametivaty, distribution, they should
be encouraged to move in the direction of becommoglucers and exporters of
locally-made manufactures.

The basic needs and anti-poverty approach, aglasgrowth-oriented modern
private sector approach, strangely enough, both tietead some of us to forget
the role of medium and large-scale physical econonfiastructure - Electric
Power, Drainage and Irrigation, Telecommunicatiétts, Airports, large-scale
Water and Sewerage projects, Main Roads, etc. W& paty due attention to the
need for economic infrastructure, while being stied prudent in embarking on
such projects by taking into account the budgeataplications, the need for
Public Utilities to be profitable, the increasedezral debt burden where such
projects ar financed from foreign loans, the needtbst/benefit analyses of the
projects concerned and the fact that the stimulaifadirectly productive activity,
and not just the construction of huge structuresteir own sake, is the true
objective of the provision of such economic infrasture.

FURTHER ELABORATION OF THE HORIZONTAL DIMENSION

We now elaborate on the horizontal dimension - Ywetve should be inward-
looking or outward looking in various sectors, |dztors and activities. We start
with the subject of Trade and Protection in Mantifeing.

(@) Tradeand Protection in the Manufacturing Sector

It is undoubtedly the case that manufacturing itrgus the Caribbean, because
of the small size of both the national and regionatkets, must be predominantly
oriented to extra-regional markets. It is also theg high levels of protection,
particularly by means of quantitative restrictiomsjst for many (although not all)
products be phased down over a period of timemasans of tilting the balance of
incentives more in favour of extra-regional exp@gsagainst national and
regional import-substitutes. In this way, an ovestpcted and therefore high-cost
and inefficient industrial structure would be avexddand economies of large-scale
production achieved.

In this connection, three specific dangers of esigesprotection of industries
deserve emphasis. The first is that in many cdsesdtablishment of assembly
industries may produce the phenomenon of "negatiige-added" for the
economy. Where an import-substitute assembly-tydastry replaces imports,



the price of imported inputs for the locally asségdiproducts may be raised by
the overseas supplying company. Added to this wbalthe payments overseas
of dividends, interest and technology and managéfees - to that in the new
situation there will be a net loss of foreign exofpato the economy or "negative
value-added". It should be noted that here | usd¢dim "value-added" in the
special sense of the actual value of productionuéieg to the nationals of a given
country from a particular type of economic actiyiyter deductions have been
made for imported inputs and outflows of incomesied by non-nationals. Thus,
although it is seldom taken into account, negatalee-added can also occur in
export industries. This would be the case if thesgivalue of export earnings of
these industries fell short of the value of impdntaw materials, components and
technology including foreign payments for educatangl training the workers
plus remittances of profits and dividends assodiatgh foreign investment plus
external interest payments for related infrastmecplus of course, subsidies (on
Public Utilities and Industrial Estates) given twolst the profitability of the
industries in question.

The second specific danger of a high level of mtide for manufacturing
industry is that it creates incentives to produ¢ershift resources into import-
substitution industrial activities and away notyofibm export industries but also
from food production - particularly for the localdregional markets.

The third specific danger is that in import-suhgitn strategies virtually all
imported raw materials and other inputs as wetlagstal goods may enter duty-
free. This makes the "effective rates of protectipimat is, the protection on
"value-added") higher than the "nominal” rate adtpction on the gross value of
final output. Apart from the loss of governmentenue, it also discourages local
and regional production of inputs and encouragpgalantensity in the
manufacturing sector.

The foregoing considerations point to the needfose appraisal of
manufacturing projects in terms of cost/benefitiggia which looks not only at

the financial profitability of the project to theviestor but also at its economic rate
of return - that is, its net contribution to thdioaal economy as a whole.

Taking into account all the relevant factors, mat be denied that our
manufacturing sector must in future be heavilymed to extra-regional markets
in the interest of achieving efficiency and econesmf large-scale production,
maximising foreign exchange earnings and creatingntives for local and
regional production of food and of inputs into thanufacturing sector. This
should also help with employment creation in ounafactured exports insofar as
our comparative advantage in international tradleats our situation of abundant
supplies of labour and a shortage of capital.

The question that arises next is what type of expented industries we should
establish if they are to have the maximum effectasaign exchange earnings



and employment in the short-term and on self-rékitavelopment in the longer
run.

It is obvious that the simple "enclave"” or "offsa@ssembly" or "segmented
production” type of industries tend to be relatyeéavy employers of labour. On
the other hand, such industries tend to employ inaimskilled (and therefore
poorly paid) workers and seldom have linkages withrest of the economy.
Moreover, there is little, if any, participation local and regional factors of
production (whether capital or management or skilidour) other than unskilled
labour at the same time as they make heavy dentamesonomic and social
infrastructure.

Our businessmen and national and regional plarmass therefore aim at having
our countries move up the scale from the simplelé&®" industries to more
sophisticated and technology-intensive industmegiiring a relatively high level
of skills and capable of having more linkages wité rest of the economy. On he
other hand, workers in the Region should realia¢ttiey cannot expect high and
increasing wages in export manufacturing unlessete of skills and
productivity is being continuously raised partly tweir own efforts and partly by
training schemes provided by the manufacturinggiand by the governments.

Sub-contracting by locally-owned and managed fifonexports abroad to
companies (or their affiliates) which supply thenpmnents to be locally
assembled and the development of joint venturds fwieign capital in export-
oriented industries are obviously more valuablth®economy from both a short-
run and a long-run point of view than the simpleclave” industries.

Leaving aside two most valuable types of exporugty - namely natural
resource-based industries (which are often heawipytal-intensive) and
processing industries based on local producticagoitulture and raw materials -
the most desirable type of manufacturing exportugid is one where there is
local control of, or substantial participation the capital and management of the
enterprise, use of a reasonable proportion of limgalts, and scope for
employment of relatively skilled labour per unitazpital invested.

Finally, needless to say, many existing import-ftiison industries can
gradually become oriented to extra-regional markets

(b) LookingInwardswithin aLarger Area- Regional Integration

The case for a largely outward-oriented indussiedtegy cannot be refuted. But
this does not mean that we have exhausted allljesgpportunities for national
and regional import-substitution, particularly tager. This is where regional
economic integration becomes relevant. Integraapally an extension of the
inward-looking strategy to a group of neighbounpagtner countries. Integration
can facilitate economies of large-scale productionalways available on the



basis of the national market alone and can alsgliagether natural, human and
financial resources to produce certain producth Wigh regional value-added. In
addition, exporting to other countries in the imgggpn grouping can be viewed as
a training-ground for exporting manufactures ta@&xegional markets.

Some twenty prima facie feasible national and negjiacmport-substitution
industries have been identified for the CARICOMioegand the Standing
Committee of Ministers of Industry has started Bocation exercise based on
such studies. This is to be a continuing procedsaore viable import-
substitution industries for the national and reglanarkets will no doubt
continue to come up.

(c) Economic Cooperation among Developing Countries

Exports of manufactures can also be promoted ter qtéarts of the developing
world as part of the recent movement to Economigpgeéoation Among
Developing Countries.

First of all, there is the possibility of the wideg of CARICOM in due course to
include more islands of the Caribbean Archipelagg &uriname. There are also
distinct possibilities of some kind of linkage bgiestablished between the
Caribbean Community and the Andean Group in Soutiedca, with Mexico
and Brazil and with the Central American Common kéarif the latter is
revitalised. Looking even further afield, there atgo wider possibilities of
South-South cooperation in production and trad® ekample, with Nigeria and
the other members of the Economic Community of WAdstan States
(ECOWAS), provided that air and sea transport lialesdeveloped.

(d) Opportunitiesin North-South Trade

One of the difficulties faced by developing coue¢rsuch as those in the
Caribbean in exporting manufactures is protectiomssorted to by developed
countries. Where such protectionism is reduced gvew opportunities for
exporting manufactures to the developed countrigs.an this connection, the
fact of free access to the European Economic Contgnunder the Lome
Convention and the possibility of free access &Nlrth American market under
the Caribbean Basin Initiative provide good immézlend medium-term
opportunities for extra-regional exports of mantiiaes to the industrialised
countries of the North.

(e) Tourism



Tourism is evidently a service activity which carresignificant amounts of
foreign exchange. A large tourism sector in ourlsaral very small countries is
bound to be based on an outward orientation. Bupthrsuit of a regionally-
oriented tourism side by side with outward-orient@arism should not be
ignored.

(f) Scopefor Small Enterprises

Whether the strategy is outward-looking or inwavdling, there will always be
scope for production for the local and regional ke&s by small enterprises in
industry, agro-industry, small-scale indigenougitia and small-scale services.
The latter in some cases may be geared to toutastis( entertainment,
restaurants, etc.). These are forms of "inward-logkactivity which can not only
meet local needs directly but can also in parnbi&ectly geared to the expansion
of the directly foreign exchange-earnings sectbresanufacturing, agro-
industries and tourism.

(g) Agricultureand Food Production

Moreover (and very obviously) we have to be inwlwking in the case of good
production for the local and regional market, sittenecessary land and labour
are available in all our countries and since oodfonport bills are so massive,
while we try to be export-oriented both in tradm# export crops and newer
forms of agriculture, such as fruit, vegetables atiner types of horticulture.

We should, however, note that, in all developingntdes, protection of
agriculture (as well as certain "sensitive" mantdees such as textiles and
garments) will long be essential, as has beensatillibeing demonstrated by
this kind of protection practiced by the most hygtieveloped countries even up
to this day.

(h) Energy

Very obviously, in the field of alternative souradsenewable energy, both
conventional and non-conventional, we have to lard-looking, aiming at
production predominantly for the national markebrbver, the strict
conservation of imported energy, which is dailydramng more urgent, is another
inward-looking activity.

(i) Financial Services

In vital areas such as banking, insurance and éiaheervices generally, there is
scope for a greater degree of "looking inwards'weheer, there is still scope for
foreign enterprise in specialised areas -for exariplcertain types of
international commercial and merchant banking wihiate access to overseas
financial resources and in reinsurance.



() Technology

This is also the case in technology where we haveethoth inward-looking and
outward-looking at the same time. We can do thidéyeloping local technology
and by adapting imported technology so that ishetiter meet the needs of the
local and regional environments. It should, howeberstressed that the regional
building-up of high-level technology capability niusst on the development of a
strong science and mathematics base at both tbad&y and tertiary levels of
education.

(k) Useof Foreign Expertise

Since, like nearly all other developing parts & torld, and in addition, because
of the fact that our countries have either smallaxy small populations, we still
need to depend heavily for some time on overse@asrgge in many fields - even
if we were to maintain existing, and to create neamnmon Services and Pools
of Exports on a regional and sub-regional basisavghould be kept in mind and
actively pursued is the goal of regional self-suéincy in certain specific areas
within a certain time-frame. In addition, wheredign expertise is used by both
the public and private sectors, counterparts shibeldssigned to the exports,
whatever the sacrifice in doing so may be, solttl and regional personnel can
take over after the experts finish their contratttsyeby not prolonging unduly
the need for such overseas expertise.

() Emigration

With regard to outward migration of both semi-s@dglland highly trained
personnel, our educational and training effortstmalways be aimed at creating
skills for use within the Region. We should notildetately train people for
export. To do so would erode national and regiseftconfidence and weaken
the sense of national and regional dignity andtitien

Moreover, there is the purely economic aspect.aRoemendous amount of
national resources goes into the education anaingbf personnel with middle
and high-level skills. If there is some degreeaifer-spill"* of skilled and highly
trained people into other parts of the world, tedb a large extent unavoidable,
though regrettable, and could be accompanied bipehefits o the migrants'
remittances. Indeed, serious studies of the costdanefits to our countries of
emigration need to be undertaken.

(m)  Source of Capital Investment

Reliance on foreign capital can take three forrasl- commercial borrowing and
foreign private investment and know-how. Our coest{both LDCs and MDCs)
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will continue to need high levels of inflows of hig concessional finance for at
least the rest of this decade. The reasons arewalln: serious budgetary
difficulties, a weak balance-of-payments positiod a low rate of savings in
both the public and private sectors. But our aiwusth be to considerably reduce
the need for high levels of aid inflows during thexade of the nineties.

With regard to foreign private investment, we slkloag far as possible try to "de-
politicise” and "de-ideologise” this aspect of eapnomic life and view it in
pragmatic terms in the light of two criteria (whigtust in each case be
simultaneously satisfied):

whether it makes a net contribution to our nationeabme, our balance of
payments and our employment situation; and

a. whether it contributes in the long run to a morésiant type of
development or whether it institutionalises andoparates our under-
development and excessive external dependence oppased to
appropriate interdependence with, other countmeisaaeas of the world.

(n) The Special I1ssue of Employment Creation in Construction and Non-
Tradeable Services

It may be thought that a state of reasonably fulp®yment in our countries
could be brought about by the expansion of "noddadble" activities such as
Construction and both publicly and privately praddServices (other than those
that earn foreign exchange such as Tourism). Hokyévie strategy is feasible
only if the necessary foreign exchange is availdbleis not available, local
recipients of income from these activities will§gending a large part of their
incomes on imported goods without themselves géngrany foreign exchange
earnings. Indeed, as demonstrated in recent yieaesgn exchange availability in
our countries is one of the major constraints mdy ¢ economic growth and
structural transformation, but also to employmeeation. This consideration
strengthens the case for a predominantly expoented industrial development
strategy.

There are just illustrations of the way in which agve to be both inward-looking

and outward-looking at the same time, dependintherparticular sector, sub-
sector or activity.

POLICY INSTRUMENTS FOR PURSUING AN APPROPRIATELY
BALANCED DEVELOPMENT STRATEGY

Finally, I wish to refer to the instruments to ksed to get the right balance
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between the inward-looking and outward-looking #reltrickle-down and basic
needs elements in our economic strategy. We needueh sets of instruments.

One set is the greater use of the price mechamigheiallocation of resources.
We have "to get prices right", as the economiststplihis means improving the
internal terms of trade for agriculture by removprgce controls on local food
production so as to stimulate output, replacingpany lines of manufacturing
protective quantitative restrictions by reasonddlels of tariffs, constantly
reviewing our exchange rates, interest rates areld@nd structure of indirect
taxes and re-examining constantly the extent o$isligss on consumer and
producer goods and levels of charges by Publiagtigsland other State-owned
enterprises.

The second set of instruments supplements thefuke price-mechanism and
consists of the use in certain instances of maertgovernmental influence and
intervention - for example, national indicative héng, including the drawing-up
of a Public Sector Investment Programme and inisigdhe sources of financing;
State involvement in the ownership and controlestain key economic activities
and Public Utilities (provided that these are waelinaged and reasonably
autonomous in their day-to-day operations); devalppnd promoting
appropriate technology; direct export promotion sugas; skills training;
changing patterns of land tenure; other institialomprovements and
innovations; imposition or retention of quantitatirestrictions on imports of food
and certain "sensitive" manufactured items; exchamamtrols; selective credit
controls; and, above all, the adoption of some kihthcomes policy, difficult as
this may be.

The use of such non-price direct measures by thie & anathema these days to
some people. Such attitudes are strange. For ¢ihedd combining the "magic of
the market" with certain non-coercive forms of @leand sectoral planning and
government direct measures and interventions ioipareas in the economies
of both developed and developing countries - elilesd with largely private
enterprise orientation - has long been acceptatidyase majority of economists
and practical men alike. Indeed, in no part ofvleeld does the euthanasia of the
mixed economy appear to be imminent.

TOWARDSA GREATER DEGREE OF ECONOMIC SELF-RELIANCE
IN THE CARIBBEAN

But true development - which combines self-susthgr®wth, structural
transformation and employment creation - must engéhd always be inward-
looking, even where there is heavy export-orieatain production and trade and
heavy reliance on external finance and importetdrelogy.



So far, we have been examining the concepts ofroeeking and outward-
looking in the rather literal and tangible senserdthe essential issue is the
extent of involvement of a country in the interoaal economy - that is, the
degree of self-sufficiency. This is a question efite since no country - even
huge countries such as the USA, USSR and China emapletely isolate itself
from the international economy. But it is possitdeview the matter in a deeper
and more fundamental sense - that is, self-reliance

In the last analysis, even in small and very si@lintries such as ours, self-
reliance means the will and the determination efglople of the member
countries of the Caribbean Community, acting incawn, to earn their way in the
world rather than to continue to be chronic supptidor the assistance of donor
countries and the international community. At tihesent juncture, as we have
already seen, large capital inflows on highly castenal terms are necessary for
the rest of this decade, given the severe forexghange and budgetary problems
of most of our countries; but such large inflowscohcessional finance should be
utilised to enable the economies to stand on their feet by making the
necessary structural adjustments to overcome ryttlo@ centuries-old pattern of
dependent and lob-sided underdevelopment, butlasonfavourable
international economic situation which emergechim 1970s and will almost
certainly continue in the 1980s. The vital factoall this must be our human
resources, suitably educated and trained, and atetito work hard and
productively, to save and mobilise financial resegrfor development and to
search relentlessly for new opportunities for piuatun, for technological
innovation and adaptation and for markets.

In the end, therefore, while the economies of thgié need a predominantly
outward orientation in many aspects of producticage, technology and finance,
they also need to be inward-looking in deeper anderfundamental aspects of
self-reliance, the most important being the "inddigation" of the economy - that
is to say, the creation of a regional economy, Withimpetus of growth,
structural transformation and employment creatieimdp increasingly generated
from without our countries and our Region from own human, technological
and financial resources. In other words, we mushléow to earn our way in the
world by a combination of individual, national aretjional efforts.



