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Mr. Chairman, Honourable Premier, Honourable Manist Distinguished



Governors, Observers, Guests:

| am happy to be attending the Eleventh Annual mgetdf the Board of
Governors of the Caribbean Development Bank hetiearhospitable country of
Antigua, where the First Meeting of the Board wakllien years ago.

We all know that Antigua, under the forceful leastep of its distinguished
veteran Premier, is second to none among the borgonwember countries of the
Bank and the Member States of the Caribbean Contyn(@ARICOM) in its
commitment to national development and integragéibboth the sub-regional and
regional levels. We cannot overlook an act of @ulistorical importance - that
the original three-country CARIFTA Agreement wagngd at Dickenson Bay,
Antigua.

| have to note with sadness the passing of thebatéhe Honourable Eric
Williams, former Prime Minister of Trinidad and Tadp and former Governor of
our Bank for that country. | will not seek to addthe many tributes paid to him
from all over the Caribbean - except to recorddcuitstanding contribution in both
thought and practice to West Indian nationalism @adbbean Integration and
his resolute and steadfast identification at alkts with West Indian and
Caribbean interests - as evidenced, for exampléjgountry's financial support
for our Bank and patrticularly of its less developeeimber countries.

INTRODUCTION

The Annual Report of the Bank for the year 1980aatds the continuation of
satisfactory levels of performance of our instdatboth as a Bank and as a
Development Agency. | will merely draw your attemtito the record level of
disbursements for the year. | leave it to you tmgtthe Report as closely as you
usually do.

In this Statement | will confine myself to discusgibriefly certain aspects of the
development of the seven Leeward and Windward dslam the 1980s. By the
end of this year, five of them will be independant no doubt the other two will
achieve that status in a year or two. They willrilgdoe deepening, extending and
rationalising their ongoing efforts at integrati@md cooperation through the
formation of the Organisation of Eastern Caribb8tates (OECS). They have
always constituted a coherent sub-group within bloghBank and CARICOM.

These countries constitute a majority of the lessetbped member countries of
the Bank and, in accordance with the Bank's Chatteir development deserves
special attention. What | have to say should atselsome relevance to the other
less developed members of the Bank.

| begin with some remarks which seek to clarify tbacept of viability of these



countries and which make the point that viabiliy de achieved by a
combination of planning and action at the natiosah-regional and regional
levels.

| will then discuss some key development issuesveglt to national efforts at
development.

This will be followed by an examination of the relaich sub-regional and
regional integration and cooperation can play ongpoting national development.

| shall end with a brief look at some of the implions of my analysis of the
abovementioned issues for external aid and techassastance to the countries of
the sub-region.

CONCEPT OF ECONOMIC VIABILITY IN THE OECS COUNTRIES

The starting point must be the well-known fact tiiat seven countries are very
small in size, with populations ranging from 12@00 St. Lucia to 12,000 in
Montserrat and with land area ranging from 305 sgjuales in Dominica to 39
square miles in Montserrat. They have a combinguaifation of 520,000 and a
combined land area of 1,150 square miles. Theseticesi can only be described
as "micro-states".

At the same time, per capita incomes, althougtertrtemely low by the
standards of the world's poorest countries, termeteomewhat less than the
average for the middle-income countries of the d'Nworld - although the
Physical Quality of Life Index (PQLI) - which brisgogether measures of life
expectancy, literacy and infant mortality rates albout the same as that for the
world's middle-income group of countries. In shttg seven countries are lower-
middle-income developing countries with a rathghhPQLI level.

It is also very well-known that, because of tharywsmall size, these countries
face certain serious constraints to their develagme

a. very small size of markets for industrial produntio

b. very limited range of natural resources;

c. diseconomies of small scale and lack of "criticalssi' in public
administration and in economic and social overhezguital. Such
diseconomies of scale lead to high per capitaafdsoth public
administration and economic and social infrastmegtu

d. inadequate levels and narrow range of trained huesource skills;



e. grossly inadequate national savings - income aaskesting itself in
consumption levels that are higher than total pctidn as measured by
the Gross Domestic Product (GDP);

f.  extreme external economic and financial dependemmuding in some
cases the receipt of grant-in-aid to balance tieeirrent fiscal budget;
and

g. susceptibility to natural disasters (mainly humies, floods and volcanic
eruptions) which devastate the entire countrieabse of their very small
size.

These constraints can be summarised as absencemafmeic scale and lack of
"critical mass" in many activities which bear oroeomic and social
development.

A further complicating factor during the 1980s lirghe expected increases in
the rate of growth of the labour force consequenthe likely reduction of
emigration opportunities.

In addition, the islands suffer from lack of fledity and adaptability of their
internal production apparatus in face of adversmemic developments of
external origin. This fundamental constraint of erdevelopment also has to be
overcome in addition to the constraints peculiardny small size already
mentioned. In this respect, as in so many othkesséven Leeward and
Windward Islands are microcosms of the relativahgér borrowing member
countries of the Bank. Both groups of countriesehewonomies that remain
fragile and highly vulnerable to adverse exterman®mic developments - the
hallmark of underdevelopment.

Naturally, the question of the economic and finaheiability of these very small
economies always lurks in the background -likeecse constantly haunting the
West Indian consciousness.

Let us begin by noting that in a certain sensegtrestion of economic viability of
a country is a non-issue, if by viability we simphean the ability of a formally
sovereign State and its people to survive. Thesirgly possible.

The real issue is whether the level of living toieththe people of the State can
reasonably aspire can be achieved on a sustaibabi®, without "excessive"
external financial and economic and therefore pobbpolitical dependence and
loss of effective (as distinct from formal) soveyriy.

| am not saying that the seven islands can entilisiyense with foreign
assistance on concessional terms, with trade csiocessgranted by the developed
countries, and with foreign private investment gawhnology flows in fair terms.

It is recognised in the discussions on the Newriatonal Economic Order



(NIEO) that developing countries generally, anganticular disadvantaged
developing countries such as the small develoElagnd economies, will need
special concessions and special development oppiesifrom the international
community for at least the remainder of this centlihe issue is one of degree -
whether the present "excessive" degree of extémaicial and economic
dependence can be significantly reduced by theoétids decade. To a
somewhat less severe extent this is also the profaeing the relatively more
developed borrowing member countries of the Bank@&rCARICOM.

The fundamental requirement of viability is a prexef sustained increases in
production and productivity in all sectors of theweomy in a reasonably
balanced way. In other words, can the agricultunalstrial and tourism sectors
of these islands grow on a sustained basis attke required to give the people
of the State within a reasonable time-frame thellefliving to which they can
realistically and reasonably aspire? | have no tithdi the answer is yes.

For one thing, it is generally agreed that the pioa for significant increases in
production for import-substitution at the natiorelp-regional and regional levels
as well as for exports to extra-regional marketstexn all three sectors and in
many of the islands such potential also exist®dmessubsectors such as forestry,
fisheries, agro-industry and renewable sourcesefgy.

For another, there is no doubt that the countoesdcalso achieve a higher
degree of conservation of traditional imported logdrbon energy.

And third, no one doubts the great potential fgngicant improvements in all
the islands in the quality of the human resourhesuigh considerable increases in
levels of training of all types and at all levels.

A higher level of national economic management@adning than in other
developing countries is required to overcome thaymhsadvantages of very
small size of both population and land area anekalise the full production
potential of these islands. These disadvantagebegartly overcome through
increasing the level and range of trained manp@wvailable; better management
in both the public and private sectors; a greaggree of entrepreneurship in the
private sector; and more effective efforts to msbidomestic financial resources
for domestic investment.

Not least, there is the fundamental point thahase countries the national
development effort can be complemented and reiatbly appropriate planning
and actions at both the sub-regional and regi@val$ and this can do much to
ease the constraints of very small scale and abs#raritical mass in most areas
of relevance to national development.

Finally, an argument by analogy may be introduce@ hl am aware of the
shortcomings of such arguments from a strictlydagpoint of view. But at least



they can sometimes have the merit of suggestirtgingyossibilities; and this is
all that is intended here.

Although Barbados is smaller in land area than sofitee individual Leeward
and Windward Islands (with its population about-tvaéf that of the combined
population of the seven Islands), it has a pertaapcome about three and one-
half times that of the average of the seven coemtatnd PQLI quite close to that
of many developed countries. It has also beentahigalise its production
potential in all sectors to a much greater exteantthe individual Leeward and
Windward Islands. While | do not hold the populaew that Barbados has very
limited natural resources, the fact is that thislsWest Indian country has been
able to achieve a high per capita income and PRlable to meet many of the
basic economic and social needs of its people ascgmmational savings ratio
which finances a reasonable proportion of bothipudid private sector
investments.

If Barbados has been capable of such economicanal progress, there is no
reason why the seven Leeward and Windward Islaxdig as far a possible as a
sub-group and within the framework of CARICOM coulot achieve a similar
degree of economic and social progress over thetwexdecades by appropriate
development policies and approaches - particulartiie field of trained
manpower, economic management, the encouragemsavtioigs in the public

and private sectors, and the promotion of entreqareship in the private sector.

It should, however, be noted that Barbados, iresgfiits remarkable economic
and social progress during the last two and adedfades, still has to tackle the
fundamental problem of underdevelopment facingnalCaribbean and many
other Third World countries - particularly thosatlare small in size and/or have
a narrow range of natural resources, whatever bzl of per capita income or
PQLI - namely, a fragile and vulnerable economy #redconsequent need for its
production apparatus to become more flexible asiligat in the face of adverse
economic developments of external origin.

NATIONAL EFFORTS AT DEVELOPMENT
a. Establishment of a Framework for Systematic Devalemt Efforts (or
National Planning)

The countries need to plan more effectively fotanged expansion in
production and productivity, for more equitabletdisition of income
(largely through the creation of productive empl@yt) and therefore for
increased living standards for all the people. &digabout five of the
countries have small planning agencies.



Planning should not be viewed as an impositionhieyGovernment of a
rigid set of controls and regulations on the natl@tonomy. Rather, it
should be viewed as establishing a framework forensgstematic
national development efforts. This entails:

I.  setting up sensible development objectives andipes® and the
formulation of a mutually consistent set of natiotkevelopment
policies and associated sectoral programmes anecgsditted
into the resources expected to be available;

ii.  the elaboration of a public sector investment paaogne for a three
to five-year period, with matching financial andhet resources;

ili.  wherever data permit, the making of some roughicatd/e"
projections of private sector investment and ouyath certain
specific important projects being identified; and

iv.  specific policies, measures and procedures to &imand
encourage investment in high priority projects g local and
foreign private sectors.

Moreover, national plans and public sector invesinpeogrammes should
be "rolling” plans and programmes where every yleaplans and
programmes are carried forward by one year. Thisipe flexibility and
adequate response to changing circumstances (ingltlibse in the
outside world as well as those resulting from logalral disasters)
without abandoning a logically consistent and systigc framework for
development.

There are three important beneficial results wic@h flow from such a
systematic approach to development in the islahlas first is the
imparting of a sense of direction and coherendbeaentire development
effort of the country. The second is that extemdlfor the financing of
specific development projects could make a betiatribution to the
overall development of the country. Third, suctystematic approach
could be used to influence and convince donorshaitwhe real sectoral
needs and gaps are and to obtain their coordiratgdtance. The same is
also true for external technical assistance anditigaof personnel. The
needs in these two areas could be much betterfieenwithin the frame-
work of a systematic approach to development. lddexternal financial
assistance, technical assistance and trainingteitould all have a greater
impact on development within such a framework. édjdor ex-ternal
assistance to be effective, the country must hasleaa idea of where it is



going and what it wants.

Public sector investment programmes should be bathas between the
directly productive sectors, economic infrastruetand social
infrastructure.

In such programmes the quality, rationale, econ@nd social
justification, utilisation and priority attached @ach investment and how
it relates to existing assets and other new investsnare all critical. Thus,
for instance, proper preventive health care coalehmore meaning and
usefulness than construction of a well-equippedfaty staffed modern
hospital. Similarly, the use of existing schoolltungs through the
introduction of a two-shift system would be moreamiagful and less
costly in terms of capital expenditure than thestarction of new schools.

In this Statement, it is not my intention to gaoitihe content of sectoral
production programmes. But | wish to draw attentmthe importance of
proper planning in the Energy sector - a sectocivig of crucial
importance to all oil-importing developing coungiguring the next two
decades. Planning in this sector involves "natiem&rgy accounting”
(that is, the collection of information on a coyntvide basis on the
sources and uses of all forms of energy); rigidseovation practices
including appropriate pricing policies; the clos@amination of the
economies of various alternative sources of prinegigrgy for generating
electricity; and the systematic search for bothvemtional and alternative
renewable sources of energy.

Different types of public sector projects oughb®financed in different
ways. Thus, directly productive projects - thafpisyjects in Agriculture,
Industry, Energy and Tourism - and self-liquidate@pnomic
infrastructure projects - for example, ports, aitpoelectricity,
telecommunications (as well as certain "social'|gnts such as housing,
water and sewerage) -should be financed on a lasis.dn the case of
these directly productive and self-liquidating adtructure projects, the
governments could borrow soft and make the fundgahle to the project
at commercial rates. On the other hand, sociahamdself-liquidating
projects such as public health programmes, hospgahools, etc., should
be financed on a grant basis. Whatever the soarwsature of
financing, the government should ensure that iesalpublic sector
investment programme is balanced and optimal atfdmthe country's
financing and debt-servicing capacity without judtsevere strains on its
fiscal position.

Although the Bank will continue its emphasis durthig decade on the
financing of the productive sectors and directlgmartive infrastructure
projects, the Bank would be prepared to work wighegnments and other



donors in evolving balanced development programniesh donors,
institutions and borrowers could realistically resg to.

But it cannot be emphasised too strongly thatniosenough to have a
well-conceived and balanced public sector investrpesgramme
consisting of specific high priority projects. $talso necessary that such
projects be backed up by the right policies anditjie operating climate
such as availability of trained and trainable lah@arious kinds of
incentives for different sectors of production,repteneurial drive and a
properly functioning streamlined public sector wsimplified and
expeditious procedures.

The issue of entrepreneurship is a key one. Shmesdven islands are
greatly lacking in entrepreneurship, it is necegsaustimulate the local
private sector in various ways. One way is to dgyglovernment policies
and procedures favourable to the development aectise of
entrepreneurship. But, particularly in the casthefsmall-scale and
medium-size local private sector, it would be neaegfor the
governments to go further and to facilitate new ns/estment in
production instead of distribution of imported gedx providing what
may be termed the "functional equivalents” of thaaus attributes of
entrepreneurship - project identification and prapan; the provision
where necessary of "venture capital" and the @eatf industrial
"extension” services aimed at improving managensengervision of
workers, cost accounting, access to the right telclgy, plant layout, and
advice on domestic, regional and export marketswgh industrial
"extension” services could be provided for all iglands by a Pool of
Experts.

At the same time the local private sector mustdasingly turn from
distribution to production of goods and serviced Barn to become more
self-reliant over time vis-a-vis both the governmand the foreign private
investor. In other words, no local private sectortl its salt should seek
to become pampered by the government or to havegitsmate role in
national development performed preponderantly bgifm private
investors.

The local private sector would also not really bi-geliant and dynamic
if, as is the case in so many of the islands, sispases large tracts of
unused or otherwise underutilised land - a class@ample of lack of
entrepreneurial drive. As we shall see later, geshihe answer to this
particular problem might have to be found in a meffective system of
land taxation.

| emphasise the local or national private secturesthe seven islands
would find it difficult to develop genuine nationatonomies if the bulk of



private investment were always to come from oveys@ace more the
very difficult problem of stimulating local entregreurship presents itself
in this context.

Foreign private investment is certainly needed.tBate are two problems
here. One is the local ability to distinguish bedweinscrupulous and
often sinister "modern buccaneers" who are menatymexploit or "rip
off" the country in the crudest possible way ratttemn to contribute to its
genuine development. Why does this type of charlatfest the West
Indies so much as against other areas of the denglovorld? | must
confess that | do not know the full answer; buhpgss this may be yet
another instance of micro-states being peculiaulperable to foreign
predators of all types.

The other problem is the need to ensure that thatcpmakes the most
advantageous arrangement with the genuine foreigstor.

In both these areas, a high degree of vigilanceaandss to information
on the part of the governments of the seven isled=quired. Here,
training of local personnel by impartial United iaits bodies such as
UNIDO, the UN Centre on Transnational Corporatiand UNCTAD to
improve their negotiating capacity on foreign invesnt and the transfer
of technology should be very useful.

The final issue in this section of my Statementosons the relationship
between the government and other groups in theod systematic
efforts at development (or national planning). och efforts to have
meaning, there would have to be widespread paaticip of the public in
the planning process in terms both of formulatiod amplementation.
Thus, the local private sector, the trade unicasnérs, women and youth
must be involved at all stages in the process. &ivantage of this is that
it should facilitate not only the identificationé@preparation of projects of
all sizes and in all sectors of the economy aralliparts of the countries,
but also serve to mobilise enthusiasm and commitaieal| levels to
national development.

Attaining and Maintaining Fiscal Balance

| define fiscal balance as the ability of the cahgpovernment in particular
and the public sector in general (that is, bothcér@ral government and
the government-owned public utilities and otheegmises) to generate a
surplus on current account on a sustained basesleMel of the surplus
(or public sector savings) should as a rough bemckine at least 5% of
GDP, the exact level being dependent on the sitdeegbublic sector in
relation to the whole economy and the amount ofrdmution which the
public sector has to make in the financing of é@pital expenditure



programme.

Historically, most of the seven States have coasibt generated deficits
on current account, with such deficits being firethmitially from
recurrent grant-in-aid from the UK Government amcteasingly now by
borrowing from the domestic commercial banking systind to a lesser
extent from the Eastern Caribbean Currency AuthdeCCA) and from
the various IMF financing facilities. Finally, amgost unfortunately,
increasing use is now being made of the funds géediby National
Social Security Schemes, with inevitable adversesequences for the
future viability of the Schemes in terms of meetihgir legal obligations
to contributors.

The capital programmes on the other hand have fresmced by capital
grants, mainly from the traditional donors (Canadd the UK) and
increasingly now from grants and soft loans from-traditional donors
and lenders such as the European Development ED¥E)( Trinidad and
Tobago, Venezuela and, last but not least, the Bank

Two technical points arise in relation to the digiom of “"capital” or
"development" expenditures in these countries.firbeis whether the
need for "deferred maintenance" and reconstrucigovernment
overhead capital assets such as roads, schoofstdigsclinics, etc.,
brought about by a tight fiscal situation in thetshould be regarded as
falling under recurrent or capital expenditure. Pnagmatic view is that
initially, while the country is trying to corredsisituation of fiscal
imbalance, such expenditures should be regardetiaasapital nature and
eligible for external capital assistance on a gbasis. The second issue is
whether development expenditure on a vital programuoch as
Agricultural Extension Services should be regaraedurrent or capital.
Again the same pragmatic approach should be taken.

Why should current surpluses in the public seceogénerated? The first
answer is that the system of recurrent grant-insatteing phased out and
it is therefore no longer an option.

The second answer is that governments which hagalfdeficits and
succeed in getting capital grants from donor coestior social projects
such as schools and hospitals are almost certantto in future even
bigger current deficits because the creation ofi swew facilities would in
future give rise to the need for higher recurreqmemditure associated
with the operation and maintenance of such faediti

Thirdly, borrowing, whether local or external, t@et recurrent
expenditure or to create assets which are not tesearning is not
prudent since debt is accumulated and has to laédreghile no provision



is being made for revenue-earning assets, the iedoom which can be
used to meet these obligations.

Fourthly, local borrowing to finance such expencitupre-empts
resources which might otherwise be available ferlmsthe productive
private sector, thus serving to depress overalheeuc activity in the
medium and long term.

Fifthly, such actions are inflationary and/or hawhtb the balance of
payments as they involve spending of financial weses while no
marketable goods and services are being produced.

Sixthly, some local contribution to the financinigcapital expenditure
projects ensures the commitment of governmentse@fficient and
speedy implementation of such projects and subsigue their
economical operation and maintenance.

Finally, it is necessary to reiterate the fundarakepoint that the bigger
the share of the public sector in the economyhtgker must public
sector surpluses on current account be.

The answer to this situation of public sector didits that revenues must
be gradually increased, recurrent expendituresnalised and, where
feasible, reduced and administration of both exjteres and revenues be
made more efficient. (It should be noted parentladiti that while
recurrent expenditures could be reduced over tiyngréadually reducing
public sector employment, they cannot often be cedun the short run -
except by the unintelligent method of maintainiegtain vital
programmes by retaining personnel but cutting éedesupplies such as
materials for road maintenance and consumablescfaols and
hospitals).

The ratio of Central Government revenue to GDfhégeven countries
was, on average, 26% over the period 1974 to 19%Bould be stressed
that this compares favourably with the positiomiany of the world's
lower-middle and middle-income developing countrlaghis situation
the recurrent budget deficit tends to reflect diseenies of very small
scale and lack of critical mass in administratiod aconomic and social
overhead capital because of limited population.

The fundamental answer to the problems of fisckrzze is to increase
production of goods and services in all sectoithefeconomy so that, at
any given ratio of taxation to GDP, economic growtbuld automatically
result in higher tax revenues in both financial eeal terms, with "real”
revenues growing pari passu with "real" growthiiaduction. It should be
noted in passing that the need for this becomederavhere IMF



Extended Fund Facility medium-term credits are magelable to these
countries and are used for current budget support.

But in addition other steps can and should be taken

The first remedy is an improvement in the efficigo€ assessment and
collection of existing taxes. | am convinced thas ttan best be done on
the basis of a Common Service in Tax Administrafarthe group of
seven countries.

The second remedy is to give serious thought tontineduction of new
taxes, including Land and Property Taxes and TareSapital Gains
arising from the transfer of land, thus helpingtwourage the use of idle
or underutilised land. Consideration should alsgilsen to increasing the
effectiveness of taxation of income and similaniofrom foreign
companies operating in the countries. This is fdssvithout diminishing
the incentive for such investments.

A third approach would be to make the structureawétion on the
consumption of goods and services more "progressivbat the more
luxurious and "inessential” the good or service,liflgher the percentage
rate of tax. (The scope for this might sometimeslib@nished through its
possible effect in encouraging smuggling).

Above all, it cannot be too strongly emphasised, tivtathe extent that
Public Utilities make deficits in their current apgons, such deficits
would have to be financed ultimately from tax revenSo that an
important aspect of improving the fiscal balancthat all Public Utilities
and other Public Enterprises should be made s&fifiing and able to
earn surpluses as early as possible. This will lads@ the obvious effect
of increasing public sector savings in the economy.

On the expenditure side, "zero-based" budgetindgddoel introduced, with
very good justification having to be given for eyeollar of budget
allocation requested by every Ministry or spendiggncy.

An essential problem in relation to fiscal balarscthe problem of the
inexorable increase of wages and salaries for pgelitor employees to
meet increases in the cost of living - in large suea deriving from
increases in the prices of imported goods and cesvi

Let me say categorically that seeking to "indexé' thoney incomes of all
sectors in the community or of any particular sectkdere increases in
the cost of living derive wholly or mainly from ireases in import prices,
is to court economic disaster. In both the MDCs BDEs, the simplistic
approach of seeking to justify increases in wageksalaries on the



grounds of increases in the cost of living has asidin strict economic
logic - even if from a practical point of view amcrease of 1% in the cost
of living might have to be accompanied by a ¥%/8f4d.increase in
wages and salaries. Putting the matter in somembeg technical terms,
one cannot hope to be compensated for a drop limaganal income
resulting from a deterioration in the terms of gaBveryone in the
community must share the drop in real income utfuese circumstances.

It should be carefully explained to the public se@mployees that if they
were to be fully compensated for increases in tiwep of imported goods
and services, this would make life more difficut bther persons not so
compensated, would reduce public sector savingsldieause the
emergence of inflationary and balance-of-paymerdgsqures and would,
if anything, worsen the present and future emplayrséduation.

All of this stands the best chance of being dorteiwithe framework of a
general Incomes Policy (which is admittedly poétlg difficult).

Mobilising National Savings and Minimising Exterriaébt

The seven countries have traditionally had low sgwiratios. In 1965 the
ratio of consumption to GDP for all the countriess®2.8%. This ratio
increased to 111% by 1971 and in 1978 was estimatkdve fallen back
to 97.6%. In the sub-group as a whole only 2.4%DP was saved. This
is a somewhat alarming state of affairs in coustwere per capita
incomes range from US$450 to US$800.

The ratios of investment to GDP in the LDCs havernbeecently around
28% to 30%. This is a reasonable rate of capitah&dion. The financing
of this level of investment came from four prindipaurces:

I.  savings of foreigners made available to governmasigrants;
ii.  savings of foreigners lent to the public and pevsectors
(including nearly all the loans from the Bank);
iii.  savings of foreigners who engage in direct foremyestment in
hotels, manufacturing enterprises; etc.; and
iv.  savings of nationals resident abroad who remit $uloccreate
capital formation at home - for example buildinghoimes.

Thus nationals at home hardly contribute anythathe financing of
investment and the dynamics and basis of econorawgth were both of



external origin.

This state of affairs is inherently unsustainabtée countries hope to
become more self-reliant. Can a country which segifor political
independence and the maintenance of its effectiversignty be so
extraordinarily dependent on external sourcesif@anicing investment?

Whatever may be the answer, it is clear that taie ©f affairs is
undesirable and should be urgently reviewed. Soauktional benefactors
appear to be poised to cut back their aid - at ieagal terms.

Difficulties in traditional donor countries are rantly affecting migration
opportunities but also the ability of migrants ablg there to remit funds.
Moreover, the longer the migrants stay abroadwbaker their ties with
relatives at home and the less feeling of obligatmthem. And the
prospects also point to a reduction of opportusitee emigration.

The only answer is that the countries themselvest geenerate a
reasonable level of savings so that a reasonabj®pron of investment
could be locally financed.

In any event, traditional and new foreign donoesiacreasingly,
particularly within the context of the CaribbearoGp, coming to use
performance as a criterion for the availabilityad.

Moreover, the easy availability of foreign savirgstroys local initiative
to make the necessary efforts and sacrifices reddar genuine national
development.

Let me stress that | am not advocating the cessaficeliance on foreign
aid and foreign private investment. | am simplyisgythat the present
balance between foreign savings and national saviegds to be
adjusted. This could well mean reasonable increasieseign aid and
foreign private investment in real terms accompaibig substantial
increases in the levels of locally financed investin

There are many ways of increasing the levels abnal savings.

At the public sector level, | have already alludedome means; but in a
mixed economy the public sector alone cannot mexbdil the savings
required for development. It can, however, devgara@priate policies and
establish a framework to induce progress in thisatiion, since the
personal and corporate sectors have to contributeetsavings
mobilisation effort.

Life insurance is an obvious source of personahggv But Social



Security or national Insurance Schemes are algguteBond Issues to
attract both sources of local savings could be tsditance part of the
cost of productive or self-liquidating governmeptvdlopment projects
and so reduce the need for contracting externabtetiness.

Adopting realistic interest rate policies which i@hcourage saving flows
and which do not allow the saver to so blatantlyssdise the investor or
the intermediating mechanism should be areas warftleyxamination.

In particular, the situation in which low or negati'real” interest rates
(that is, taking account of inflation) on savinggpdsits in the commercial
banks, coupled with high operating "spreads"” chéitgethese banks,
need more investigation by the authorities.

The payment by governments of lump-sum retroacataries and wages
during periods of heavy spending such as Christeabkviously
undesirable. This practice not only reduces thermgal for maximising
savings by government employees but also has arsaleffect on the
international reserve position of the country. Qaild think that both
savings institutions and government itself woulf&oincentive packages
to try to convert these back payments into savigfsy could not
governments offer to make such retroactive paymarttse form of
governments offer to make such retroactive paymarttse form of
government bonds which could be converted at ang by the holder for
the purposes of home building or improvement amdipion of his or her
children’s education? Such bonds could be prowd#dother attractive
features such as higher interest rates and taxtives.

Because of the presence of financial intermediatiesfinancial savings
of one group may not necessarily be convertedprductive investment
or indeed any investment at all. This seems tdhbeése in the seven
countries where the commercial banks, which arerthie financial
intermediaries, tend to channel financial savingbifirsed from one group
to support the imported consumption patterns oéogmoups. Such
patterns take the form of lending to the persoeela for hire purchase
credit, to the distributive trades for financingported consumer goods
and to the government sector for meeting currecv@at budget deficits.
Thus, the commercial banking system is predomipaygared
inadvertently or otherwise to financing of imports.

Consequently, the onus is on the authorities niyttonmobilise financial
savings but also to ensure that a large propodidghese are converted
into long-term productive investments rather thao unsustainable levels
of consumption, a large part of which takes thenfof imported goods
and services.



The governments themselves are not blameless. ganinbilised
through Social Security Schemes in a number ofscasechannelled
directly into financing the public sector deficit what would not appear
to be priority or productive public sector investrhe

It is imperative that, instead of the major asséthese Schemes being
lent to the Government for such purposes, theyldhmeiplaced in loans
to viable productive projects which can servicedbbt from internal cash
generation, while at the same time increasing prtdei activity and
employment creation.

Even if the level of national savings is sharplgreased, there will always
be need for the countries to contract external deliher directly held by
the government or guaranteed by it. Certain braadedjnes can be
presented here.

First of all, external debt should as far as pdedie contracted to finance
the direct and indirect foreign content of the talptost of projects which
are productive, self-liquidating and either foregacthange-earning or
saving. Where this is so, the project could seritcéreign exchange
liability and hence minimise the need for drawimgvehatever foreign
exchange reserves may be available. On the otimel; bacial capital
expenditure should increasingly be financed fromdat surpluses or
from grants from donor countries, or from some coration of the two.

Secondly, countries should try as much as posgildeek to raise loans in
a currency in which there is a fixed or stable tyasiith the local currency
S0 as to minimise the "foreign exchange risk".

Thirdly, consideration should be given to the ficiahterms of the loan -
that is, the grace and repayment periods, the rdeshcepayment (for
example, foreign currency, local currency or baar@angements), the
interest rate on the loan and other financial cesth as supervision and
commitment fees, etc. On the other hand, short-teams - and
particularly such loans denominated in foreign ency - at high interest
rates should be scrupulously avoided. To resattd borrowing can in a
few years create tremendous fiscal and balancexpfpnts problems for
the country. While accommodation may initially beiable from ECCA,
these problems will soon arise.

A careful analysis should be made of hidden castishadden benefits
associated with a loan. Thus, for instance, ajpam the usual benefits
associated with softer borrowings from multilatdesiding institutions
(such as the Bank), there are additional benesgs@ated with technical
competence in project design, preparation and &gabnahich these
institutions provide. Thus, a development lendmsgitution tries to



ensure that the project is properly prepared apdsaged and will make a
positive contribution to, and bring about lastireydlopment in, the
economy. Further, and this is not often realised |énding institutions
may impose conditions to facilitate achievementheffull developmental
benefits in terms of improvement in the economy écample, competent
management, adequate levels of staffing, the naeithé project to
generate financial surpluses and the easing oé goatrols by
governments so as to provide more incentives tduarbon). What is
more, the lending institution can allow itself te bsed as a scapegoat
when politically unpopular decisions are imposéar-example, the
raising of public utilities tariffs. (I may add thiéne Bank does not mind
being used as a scapegoat in these circumstances!)

At the present time, the level of external pubkbt(or publicly
guaranteed debt) of the seven islands which s@nd$$68 million, gives
no cause for concern as it represents only 19%d3® @hile annual debt
service is only 1.4% of exports of goods and nantefaservices. The only
concern in some cases is that the debt was coadr&ztfinance the
creation of infrastructure which may not necesgdrdve been self-
liquidating.

Increasing Absorptive Capacity

Absorptive capacity has two dimensions. The fgswell-known and
refers to the capacity of a country to quickly iemplent capital and
operating programmes required for continuous graamith development.

The second is just as important. It refers to thibtgto utilise existing
assets more fully and productively. The first drthe concept is what
donors and lending institutions are principally cemed with. But the
other part of the concept should be of greaterasteand more importance
to the country.

Another factor to be borne in mind is closely rethto the country's goals.
Thus, a country with little interest in improvedustlards of living for its
people might have a very limited problem with alpsoe capacity, while
a country with significantly more financial and npamver resources but
with ambitious goals can have a serious absorptpacity constraint.

Obvious but essential ingredients of absorptiveacayp are the
availability of qualified and appropriate skillsgmacity for management
and organisation; some basic (but not necessanhptete and perfect)
economic and social infrastructure; and entrepnesingoL It is therefore



basically a question of the existence of trainetmoaver, management
and organisation, some infrastructure and entrepmship.

A sustained increase in absorptive capacity is smmgethat can only be
achieved in the medium and long term. However,tdpam the need to
establish the groundwork now to obtain this objextihere are other
short-term measures which can be used to effecé smprovement in this
situation.

These include better organisational arrangementedovernment with
regard to the Project Cycle - such as setting upshall Project Unit in
either the Ministry of Finance or Planning whichulebcoordinate and
expedite the execution of projects and receiveleegaports on project
implementation and report regularly to either ai@absub-committee or
to the full Cabinet, as the case may be. The efédfiis Project Unit
should also have some familiarity with project itiecation, preparation
and appraisal. It should also ensure that apprepp@rsonnel from
relevant ministries and government agencies shoaticipate fully in the
project preparation and appraisal being done byuhéing agency. The
Bank itself is now financing, along with IDB and E[xraining in all
aspects of the Project cycle through its ProjeanAuistration Training
Unit.

The unavailability of appropriate skills at exigtirates of remuneration
has often been cited as contributing to the diffycaf recruiting the
necessary expertise.

On the other hand, it has been argued that to tlagskevel of
remuneration of persons with skills in various tachl fields such as
engineering, agronomy, accounting, managemen,oatc.put severe
pressure on public sector current expenditure lojtiag demands for
similarly higher levels of remuneration by all atlygoups in the public
sector.

The situation is not, however, all that bad sinadgssionals probably
need job satisfaction as much as they need adelgwatls of
remuneration and the former can, to a large exsettustitute in part for
the latter. Another approach might be to give skenn contract
appointments to such persons in scarce supply.

Thirdly, external agencies could be requesteddp Up" the salaries of
such persons for a specific period of time. Bus tigain is likely to be
followed by demands from the rest of the publideefor adjustment in
their own salaries financed by the public sectlit This situation would
be sustainable only if over a period of time thgegoment could succeed
in reducing the numbers employed in the publicaetirough attrition



and a deliberate policy of not filling vacant iness8al posts while the
productivity of public sector employees is activetlycouraged.

Finally, such scarce persons can be obtained thrthegestablishment of
Pools of Experts and Common Services organisedso-aegional or
regional basis. This point will be further develdshortly.

Relevant training programmes can also help in upggathe level of
manpower. But a word of caution should be soundatumber of
institutions and donors, including the Bank, haveeicent times
recognised the need for training and have beenngdkaining
opportunities available to the countries, partidylan project-related
areas. Although the Bank has been trying with seuteess to coordinate
such training efforts, the present circumstance®uwhich training now
takes place have serious shortcomings - princigaignming from the
lack of systematic approaches.

First, the ease of availability of such traininguees the perception by
participants of the importance of the trainingsime reported cases,
persons are recommended not because their jobse ¢ge specific type
of training involved or there is the intention tepdoy the trained person in
an area appropriate to the training received, kereig because it provides
a reward and break for long-serving and loyal pubdérvants.

Secondly, given the limited availability of pers@hrsuch training
opportunities can serve to worsen the existing stadrtage.

It is therefore imperative that governments evauah a case-by-case
basis, the need to take up the various trainingrsffensure that the most
capable and relevant person is recommended anththperson trained
will be placed in a position to use the trainingaieed to make a real
contribution to improved performance and output.

Here again we must emphasise the importance afregsic national
planning which would include a determination of wireanpower
resources are available, when they will becomelavai, what
bottlenecks exist and how they can be eliminategiioimised, etc.
Training, however well-intentioned, outside thenfiwork of a national
plan, is likely to be of little benefit to the camn

V.
VI.  SUB-REGIONAL AND REGIONAL EFFORTS AT DEVELOPMENT

We have seen that national planning (or, if youwss/stematic efforts at national
development) is a must. But particularly in thesermstates, there is also



considerable scope for a pooling of resources #od®through planning and
action at both the sub-regional and regional levels

Given the background of extremely small size, disetnies of small scale,
absence of critical mass in many areas, limiteckatar land area and human
resources in all of the LDCs of the Eastern Camob&ub-regional and regional
approaches in a number of activities are obviodskirable.

Already there exist sub-regional institutions antivéties such as WISA, ECCM,
ECTA, a common Court of Appeal and a Common Dinettoof Civil Aviation.
The East Caribbean Common Market (ECCM), which gsages a very high level
of economic integration among the islands (virtpalinounting to an Economic
Union), and WISA are to be consolidated and upgtadé¢he form of the
proposed OECS. This would further expand areasafdination, common
policies and joint actions by providing a framew&ok Common Services, Pools
of Experts, joint external representation, harmaitis of foreign policies and
joint approaches to Tourism and Investment Promoiilne OECS would be a
major step forward in promoting coordinated develept, availability of scarce
high-level manpower and increased external bamggipower and therefore
greater effective (as distinct from formal) sovgray of the member states of the
subgroup. Moreover, the Treaty envisages thatl irelvant areas sub-regional
efforts and actions will be set within the frametvof the wider Caribbean
Community.

At the regional (CARICOM) level there is the Camdalm Community itself and its
associate institutions such as CFC, WISCO, LIAT, IUBARDI, CXC and the
Bank itself. In addition, we should be reminded tha Treaty of Chaguaramas
establishing the Caribbean Community provides ai@pRegime providing
special concessions and special development oppiesifor the relatively less
developed countries which, with one exception (HgrBelize), will all soon
become members of the OECS.

We can now give some examples of coordination aoperation at both the sub-
regional and regional levels which would involveater benefits and/or lower
costs for the seven islands than a single-coumpycach.

The extremely small domestic markets of the islamdate the necessity for the
promotion of industrial development on a sub-regl@and regional basis.

The ECCM Industrial Allocation Scheme (already fieet but in need of
refinement) and the possible formulation and im@station of a sub-regional
Agricultural Development Programme for the sevdsnids, within the
framework of the CARICOM Regional Industrial Progwaing effort and the
Regional Food Plan, respectively, are cases intpidioreover, exports of both
manufactures and non-traditional agricultural paiduio extra-regional markets
can and will be facilitated by joint actions atfbb¢the sub-regional and regional



levels.

In the very costly fields of external representagi@and the promotion of Tourism
and Foreign Investment, the benefits of joint apph®s at both the sub-regional
and regional levels are manifest.

Almost by definition, air and sea transportati®ub-regionally, regionally and
internationally - is an area which is a must foorchnation at both OECS and
CARICOM levels in the interests of saving costs arakimising benefits.

Yet another example of the beneficial effects eégnation and coordination at
the sub-regional level is the ECCA, the scope atit is proposed to increase
shortly. An increased scope for this institutiorvggy the entire sub-region is
potentially rewarding.

It is rewarding because seven separate sovereigmoorto-be sovereign States
will be collaborating in one sub-regional monetastitution which will have
many of the characteristics of a Central Bank. Pinesents a great challenge to
the LDCs of the ECCM.

It would be particularly rewarding in that, givdretalmost universal misuse of
Central Banks by governments in Third World cowttiacing financial
difficulties, with its ruinous effects on the ecomyp the checks and balances
which would be needed to prevent the excessiveipgiof money by a sub-
regional monetary institution would be inherentha new arrangements, as
would be the significant economies involved in plodling of foreign exchange
reserves and in the employment of high-level s&den in this light, there is
virtue rather than disadvantage in a multi-natidviahetary Authority or Central
Bank operating at the sub-regional level.

| would also wish to observe that the often alledéficulties in the operations of
a multinational Central Bank or upgraded Monetaughrity - while real - might
not really be all that great to the extent thatghevisions of the ECCM
Agreement which, when fully implemented, would ¢eea very high degree of
economic integration among the Member States,allftiamounting to an
Economic Union.

In the financial field too, critical mass might aehieved if, under the ECCM
Agreement, the seven countries attempted, whesgbteato mobilise savings on
a sub-regional as well as on a national basis.

There are other areas which could well benefit flmimg organised as Common
Services in the sub-region. These include a Nagalifty Service, Audit,
Statistics, Income Tax Administration, Customs Bmdise Administration,
Forestry, Fisheries, Veterinary Services, Land &ying, Training in
Management and Public Administration, AgricultuResearch and possible



Agricultural Extension Services.

There is also scope for Pools of Experts in suehsaas Energy, Agronomy,
Engineering, Accounting, various specialised aspettevelopment planning,
etc. Expertise in Energy is required at both tHegional and regional levels.

The cost and financing of these Common ServicesPads of Experts are of
course a source of concern to the participatintgeStaiere, there is need for very
clear thinking.

We must distinguish sharply between Pools of Expantd Common Services.

A Pool of Experts is constituted when a rather smaiber of persons with
expertise scarce in the sub-region is recruitethbysub-regional organisation and
services of these persons are made available fk @osub-regional plans,
programmes and projects and for work with natigmalernments at the request
of those governments.

The pools of experts concept differs sharply framapproach to external donors
for individual experts from time to time on a cdseease request basis. In this
latter situation, there is not sufficient focussomgregional and sub-regional
sector programmes and projects. It merely consstnbrmal technical assistance.

A Pool of Experts need not duplicate national effofAlthough in practice there
could be some duplication, the whole point of dgthing Pools of Experts is to
acquire in the region or sub-region expertise wisan scarce supply or non-
existent in the individual islands.

Even if generalist skills in certain areas existhe islands, the Pools could be
established to attract specialist skills which rbayacking in the individual
countries and could be made available to natiooaegqments in their planning
and implementation efforts.

There will, of course, be additional costs of seftup Pools of Experts. The
principle of external assistance (which could cdroen some of the relatively
more developed CARICOM countries, as well as exedlonors) on a tapering-
off basis over a period of time is a sound one, #ethe end of the period of
external support, the costs would have to be méhéyslands. But there is a
strong presumption that the benefits in developmentld exceed the new costs
assumed by the former beneficiaries. And to therdxhat the Pools of Experts
are effective and, along with other national depeient policies and regional and
sub-regional approaches to development, levelsaafyztion and productivity are
increased, the individual governments should, istneases, be able to absorb the
additional cost after the tapering-off of exterassistance.

A Common Service exists where there is a structargenisation at the sub-



VII.

regional or regional level established for the kdésge of a set of functions
normally carried out by a department or agencyavegnment or a government-
owned commercially-run enterprise.

A truly Common Service need not in most cases wevduplication between the
sub-regional or regional and national levels. Eitnh€ ommon Service should
replace pre-existing national services (althoughay be possible to have a small
nucleus at the national level to facilitate comneation between the staff in the
Common Services and the national government). Csramon Service is
established where there is no national serviceusecaf the country's inability or
reluctance to afford such a service. Examples aerdJWI, CXC, WISCO,

LIAT, CARDI, the WISA Court of Appeal, a Naval Seiy Service, etc.

On the surface, there will no doubt be an incredsettjetary burden in
establishing new Common Services. But on analysisns out that the burden is
not entirely a real one. It simply means that befts establishment as a sub-
regional or regional Common Service, a servicd wataevelopment or to the
public interest or welfare was not available toitidividual countries because
they simply could not afford it on an individualdiand is now available on a
common basis at lower cost to the individual caestrMoreover, the same
argument made about the ability of governmentgpdace sources of external
financing because of the impact of the serviceamemic growth which applies
to Pools of Experts also applies to Common Services

SOME IMPLICATIONS FOR EXTERNAL AID AND TECHNICAL
ASSISTANCE

| will end by pointing to some of the implicationsthe foregoing analysis for
external aid and technical assistance to the meBia¢es of the OECS.

First and foremost, since viability can be obtaibgdh combination of efforts and
actions at the national, sub-regional and regitnatdls, external institutions and
donors (including the Bank) should support effamns actions, programmes and
projects, at all three levels. It is true that sabional and regional projects in
production and sea and air transportation sectbrshanvolve equity ownership
by more than one government are in many cases iffieult to get off the
ground. Nevertheless, special efforts with suchgets should continue to be
made by donors and lending institutions. Only &erg last resort should national
projects involving only the country in which thesogirces is located or which
forms the major market for the product should bed&d; but they should be so
shaped as to leave the door open for other cosrtoipin at a later stage.

Second, external bilateral aid donors should ngtea the financing (through



grants) of social infrastructure projects. The Baldarly should not be expected
to finance such projects.

Third, in view of the still critical recurrent deft situation in the most seriously
affected countries, capital grants for reconstamctind deferred maintenance of
basic economic and social infrastructure whichreme-self-liquidating -such as
main and secondary roads, hospitals, health ceatr@schools - should not be
neglected in external assistance. This is alsoftnueertain vital development
programmes such as Agricultural Extension Services.

Fourth, external aid, technical assistance anda@tippr training can be most
productive within a framework of systematic devetgmt efforts at the national,
sub-regional and regional levels.

Fifth, systematic approaches to national developretarts (or, if you will,
national planning) provide the best framework for brganisation of external aid
and technical assistance efforts. In other wolds country must know clearly
why it wants each capital, technical assistancetiiding project proposed; and
it can only know this within the framework of cokat and mutually consistent
national policies, programmes and projects.

Sixth, there must be more effective coordinatiomagidonors of external aid,
technical assistance and training facilities toighends concerned. Again, clear-
cut national objectives, priorities, policies, pragmes and projects could be of
considerable assistance in the coordination oégternal aid effort.

Seventh, greater familiarity with the capabilityragards all aspects of the Project
Cycle will be an important result of improved natb planning and could
increase absorptive capacity significantly.

Eight, donors should seek to ensure the availglaficapital grants or loans on
extremely soft terms for reconstruction of natiomadductive and infrastructure
assets destroyed or severely damaged by naticsesdtdrs such as hurricanes,
floods and volcanic eruptions without reducing thiabrmal” development aid to
the island or islands concerned.

Ninth, donor countries and lending institutionsdaseek generally over time to
obtain financing by the island governments thenmesebf a certain percentage of
the cost of projects financed by then so as to @age:

a. greater national commitment by the recipient togimects being assisted
at both its implementing and operating phases;

b. greater national saving and more local self-rekamnd

c. inthe case of projects financed by soft loansetiuce gradually the
build-up of external debt.



VIII.

Finally, an assessment of performance of indivicdwaintries will have to
encompass a much broader range of issues thanmoegases in national savings
and the elimination of current budget deficits. Texelopment of systematic
approaches to national planning and policies, gearities as well as efficient
and speedy project implementation and, not lelastpature of the changing
external environment facing the particular coumirany point in time will also
have to be taken into account.

CONCLUDING OBSERVATIONS

Mr. Chairman, Honourable Premier, Honourable Manist Distinguished
Governors, Observers, Guests:

The road to economic viability of the OECS Statdklve arduous. The
difficulties should not be underestimated. At tlagional level very high
standards of planning and economic managementlvingahe constant taking
of difficult political decisions, are required. Ate sub-regional and regional
levels resources and efforts in many areas hakie fwoled. Vision,
statesmanship and a constant readiness to comgertimeis apparent immediate
national interests are required of the politicatisi®n-makers of the seven
countries; for by so doing the States can achieyeater degree of effective
sovereignty and meaningful development througlctbgest possible association
with their partner States in the OECS and in thebBaan Community in
coordinating development activities and in harmimiggxternal policies and
actions.

But what other ways are open to the seven islamdhé attainment of economic
viability?



