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Abstract

This study analyzes the patterns of developmeinhénCaribbean and gives particular focus to the
challenges to and opportunities for sustainableldgwment. The study is divided into two parts. The
first part of the study examines trajectories favelopment in the Caribbean, while the second
addresses the relationship between competitioriraegration’

The significant development gains attained sinceependence have been threatened in the
last decade. Slowing productivity growth, risindtjéncreasing crime and social dislocation in réce
years have adversely affected growth in per capitame and social welfare. The study therefore
calls on policy makers to promote dynamic drivdrgrowth and development in the region. The key
requirement in this regard, is the need to stresrgttmport productivity, or the efficiency with which
the region uses foreign exchange. This can be #gnproducing and exporting more high-value
services such as education and the output of thatice industries. The sub-region also needs to
strengthen its systems of governance by providingenopportunities for citizens to participate in
decision making.

In addition, the region needs to address the imhewdationship between competition and
integration by developing improved systems to auslihe negative impacts on weaker members of
the integration arrangement. These could includmoge robust development fund and capacity
building to enable losers to benefit from regiomatle and investment. However, regional integnatio
should provide a platform for moving up the vald®io, through research and development and
innovation to produce more competitive exports.

1 In this study, Caribbean countries refer tolBhgCaribbean countries plus Suriname listed enThble 1 on page
8, unless otherwise stated. This study is bas@d/emeports by Vanus James and Anthony Gonzales.

2 Import productivity is a measure of GDP per usfitimports. It is in effect the reciprocal of theeyhesian
marginal propensity to import and measures theieffcy in foreign exchange use, since foreign emghas a
scarce resource.
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This study, which follows &eview of selected areas of research on the Caaibsabregion
in the 2000s: Identifying the main gafl<C/CAR/L.370Y, is the second publication commissioned by
the French Development Agency (AFD) under its Fraork for Action for the Caribbean Region.

3 The electronic version of the report can be founat http://www.cepal.org/cgi-
bin/getProd.asp?xml=/publicaciones/xml/3/4544 3/P@85mI&xs|=/portofspain/tpl-
i/p9f.xsl&base=/tpl-i/top-bottom.xslt
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|. Existing development trajectories

In the post-independence period, in line with tlsing expectations of citizens, Caribbean
policy makers have been searching for a suitableldpment model to deliver high growth rates and
improved living conditions. During the last decad#® region has tried different development
models, ranging from industrialization based on aongd inputs and technology, to models of
structural change which prioritized tourism andeotiservices to open regionalism which blends
regional integration with efforts to boost the estpmompetitiveness of tradable goods and services.
Nevertheless, after early gains, a slowdown in petdity growth, limited adjustment in traditional
sectors and increasing social problems includimgeciand violence threaten these development gains.

An important issue is the need for developmentcpdid reflect the critical challenges in the
region. These include the need to increase immaductivity or the efficiency with which foreign
exchange is used, by using local domestic captgrdduce high value added exports of goods and
services. Secondly, policy makers must craft pedidio deal with both the external current account
imbalance on the one hand and internal imbalanmduding high inflation and unemployment.
Thirdly, the systems of governance need to be @ugeld to limit the power of the executive and to
increase the patrticipation of citizens in decisinaking.

Changes in these areas that would influence thestate and dynamics of the regional
economy and society are critical for sustainableetigpment. Moreover, by addressing these
challenges and thereby raising per capita inconmessacial welfare, the region would be better
positioned to tackle rising crime and social dysfion.

A. Introduction

Caribbean economies have been searching for anompe model to promote sustainable
development, especially in the post-independeng®ageln the early post-independence period
development strategy was based on a variant ofAtieur Lewis model, which focused on

industrialization to absorb the surplus labourhe tegion and to create more competitive exports.
This required raising the savings rate sufficientdyprovide the finance for investment in resource-
based industries. Although heavy industry centregetroleum did take root in Trinidad and Tobago
and light industry developed in Jamaica, it wasst@ined by insufficient economies of scale and
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high costs in the smaller countries. Therefore, esah these economies continued to depend on
agriculture as the main engine of growth up to 1880s. After the loss of preferences in the

production of agricultural products, a number ofinies promoted services, especially tourism and
later offshore financial services and other ses/&® engines of growth and development (see table 1

Alongside efforts at structural change, integrati@s been an important aspect of the Caribbean’s
development model and the current model of opeiomatism seeks to leverage integration as a
platform for accelerating international export catifiveness.

TABLE 1
CHARACTERISTICS OF CARIBBEAN COUNTRIES — POPULATION , TOTAL AREA AND
TYPE OF ECONOMY

Country Population Total Area (Kin Type of Economy

Anguilla 15,358 91 Consumer Service Export (Toujism

Antigua and Barbuda 88,710 443 Consumer ServicefExpourism)

The Bahamas 342,877 13,940 Consumer Service Ef@mrtism)

Barbados 273,331 430 Consumer Service Export (3ioUri

Belize 307,000 22,966 Goods Export (Agriculturaddurcts and oil)
Dominica 67,757 751 Consumer Service Export (Tourism)

Grenada 104,487 344 Consumer Service Export (Troyiris

Guyana 754,493 214,970 (I\/ITigSgS—m()Boods Export / Consumer Service Export
Jamaica 2741,052 10991 (I\/I_I_igsgs—m(;oods Export / Consumer Service Export
Montserrat 5,934 40 Consumer Service Export (Tauris

Saint Kitts and Nevis 52,402 260 Consumer ServiqeB (Tourism)

Saint Lucia 174,267 617 Consumer Service Export (Tourism)

Saint Vincent / Grenadines 109,333 389 Consumeri@&eExport (Tourism)

Suriname 524,636 163,270 Mixed —Goods Export (Energy and

bauxite/alumina)
Trinidad and Tobago 1,341,465 5,130 Goods Export (Energy)
Source: United Nations Statistics Division

Undoubtedly, the region has made some progreskeirpost-independence period, with a
number of countries having achieved middle incomag&us - and some high income status - based on
improved growth in per capita incomes and socialfase. This has been marked by improved
educational outcomes including increased high dclaoal tertiary graduates owing to better
enrolment rates, better health care services aratagrlevels of nutrition, among other indicators.

Nevertheless, the region remains saddled with aoeurof development challenges related to
the slowdown in productivity growth in the last dde, weak export competitiveness in some sectors,
expanding fiscal deficits and debt in addition t@asure to natural disasters and climate change
related challenges. These problems have led tckeofesustained growth in per capita incomes which
makes it difficult to lift a large enough segmeiffittioe population out of poverty. Moreover, weak
export competitiveness has led to chronic exteimaklance, reflected in structural current account
deficits in many countries, thereby aggravating fitreign exchange constraint and the capacity to
import intermediate inputs and technology to fuebremic growth. Similarly, on the social front
there has been growing inequality and severe canmtedysfunction in many societies in the region
especially among the youth. Indeed, in some castthe development gains of the past decades are
threatened unless radical reforms are instituteddkie these challenges.



ECLAC - Project Document collection Development Paths in the Caribbean

An important aspect of the development challengéhésneed to rethink the approach to
development to ensure that it is embedded in there@aand logic of the regional economy. This
demands a clearer understanding of the main driwktbe development process. Past theory has
given primacy to increasing labour and capital prigity to increase the quantity and quality of
production of goods and services, particularly fport to major markets. This growth in
accumulation and productivity was expected to barfced by increasing the domestic savings rate
and to be supplemented by foreign direct investn{&ml) that would also transfer knowhow,
technology, managerial skills and provide establisimarketing networks. While all of these are
necessary for changing the trajectories of Caribloeaelopment, however, they are insufficient.

Growth in the Caribbean is constrained by the rieeathieve a sustainable external current
account balance. This means that raising domesdicur productivity is not sufficient for sustained
growth. The region also has to increase import yctidity or the efficiency with which it uses scarc
foreign exchange resources. This can be done lsiimg in upgrading high-value export services
such as education and health services, which mgjuégsearch and development and innovation in
these sectors.

In order for the region to achieve improved ecormoigiowth and social outcomes, three
dynamical properties of the economy and societydside be targeted. The first of these is an
increased capital-intensivity of exports, or cdfstgort ratio. This requires policies to increase
domestic capitlin the economy. This would enable the region fét flom exporting primary goods
and low—value added services to capital-intensivedg and high-value services such as education
and health services, and the outputs of the ceeatigustries. In effect, an improved capital/export
ratio is an important driver of export productivityhich is a crucial driver of sustained internasibn
competitiveness. In addition, an improved ratiocapital to import capacity leads to higher import
productivity growth or accumulation of foreign esetye. Improvements in these ratios are critical to
domestic restructuring and trade competitivenesgengthe importance of imports and foreign
exchange earnings to the growth process in théokizan.

The second dynamical property is the persistergrigistency in policy options to address
external current account imbalance and internablamrre. Policies to tackle external imbalance are
often inconsistent with efforts to control inflatio excess liquidity or unemployment. The third
dynamical property is the weakness of governancangements, where the executive tends to
dominate the legislative function and also veryitéd avenues for citizens to influence government
policies.

Both regional integration and competition are caitito tackling the issues related to the
dynamical properties of the regional economy amdetny promoting growth and development in the
Caribbean. The challenge for the region is to datex what blend of competition and integration is
best suited to boosting domestic and internationaipetitiveness to deliver high growth and greater
equity in their societies. Competition is esserftialdisciplining regional producers to improveithe
productivity and efficiency and hence achieve imi¢ional competitiveness. Meanwhile, integration
provides a vehicle for achieving greater econonmescale in production to facilitate economic
diversification, as well as for functional coopé@vatin a number of areas.

There are, however, huge disparities in the leskfser capita income and in overall levels of
development among countries, as well as the cosisbanefits of integration for each country.
Naturally in such a climate, there is reluctancextaept reforms that emphasise more competition,
especially in the less developed countries, whertgive themselves as losers in a zero-sum game. |

Recall that domestic capital refers to the physicahns of production produced within a country.

Export productivity refers to the productivitykd that is associated with a country’s basket«foets, relative to
its per capita income. It indicates whether a cguis specializing in relatively high value addeechnology-
intensive exports, intermediate or low value-adgehary exports.
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is therefore essential to strengthen mechanismsniproving the capacity of these countries to
compete and also to share the gains from integratiooss the region.

The evidence suggests that the extent to which C&RA countries open their markets to
regional competition is related to the degree wiilarity in the content of their exports. Countra®
generally unwilling to open markets if they produsimilar products even though competition can
boost trade and specialization, thereby leadingn¢oeased overall welfare in the common market.
With the exception of the tourism-based economiks, high degree of specialization in small
CARICOM countries, however, tends to make Cariblbmamtries less similar in their export patterns
than would be expected. Very few CARICOM countr@gesually compete with each other in export
markets, and in general there is a low degree pbmsimilarity between countries.

Given the relatively weak competition in exportscenm the countries of the Caribbean, open
regionalism becomes imperative because the lewkltype of competition required to drive global
competitiveness must largely come from outsideitibegration scheme. Small integration schemes
are therefore faced with the challenge of sequenend blending regional and international
competition in doses that would make adjustmenifip@cceptable and transformation desirable.

Confronting the challenge of international compatit demands major reform and
restructuring of Caribbean economies. This requaresajor programme to raise the value added and
guality of Caribbean exports through improved resfeand development, investments in technology
and management. In addition, capabilities need doehhanced by upgrading the human and
institutional capital in the region to attract maeeehnology-intensive FDI. The Caribbean also needs
to adopt a strategic policy at the regional leeebolster competitiveness, including the identifima
of prospective competitive activities, the promotaf clusters and joint marketing.

This study therefore seeks to examine the naturegidnal competition and integration in the
context of new approaches to development for thentyvfirst century and proposes measures that
would minimize any conflict between them. The studjl also consider the role of the state in
development and deal specifically with the relaglip between public institutions and private
markets. The first part of the study, Section Balslevith development approaches in the region. The
following section, Section C, evaluates developnmritomes, including growth in real per capita
income, employment and education and health outsorSection D looks at the outstanding
development challenges, including inadequate stracthange, crime and unemployment. Section E
examines policies and paths to the future, whitdiee F provides recommendations and section G
concludes part I. In part 1ll, section A analysks telationship among competition, competitiveness
and development. Section B evaluates the staternpetition in CARICOM, especially it weakness
as a driver of international competitiveness. $ect discusses the regional problematique and the
state of regional integration, noting the differemdn adjustment costs among countries and their
impact. Section D deals with the challenges toamaji competitiveness and sustainable development.
Section E examines the role of emerging markets &odth-South cooperation in diversifying
economic relations. Section F assesses emergirgogenent initiatives in areas such as food security
and climate change, while section G provides recentations and section H concludes part Ill.

B. Approaches to development

Sustainable development in the Caribbean entaiisltidimensional process of progressive change in
economic, social, political and environmental ctiods that improves the welfare and freedoms of
citizens.

Sustainable development implies harmonious progresise economic, social, political and
environmental parameters of a society. This entaifgoved productivity in the use of resources, a
change in the structure of the economy from lowalue added, less competitive to higher value

10
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added, more competitive sectors and activitiesyavgd levels of education, healthcare and housing,
increasing freedom of choice and action for citizewithin the context of better environmental
protection and management. Following the MillemmiDeclaration (2000), Caribbean countries have
embraced the idea of human development, which izsored by a composite index that includes
growth in per capita income, knowledge and longevit

At the practical level, human development is matéd in lower levels of inequality and
poverty, improved living and working conditions faromen, and strengthened systems of good
governance based on a robust mechanism for citizeparticipate in government decision-making.
Complementing these socio-economic and politicallggbas been a focus on the sustainable use of
environmental resources and measures to reducerdueiction of greenhouse gases that lead to
global warming.

Growth in per capita income is a key plank of depeient and past development models
have proposed that the major economic problem wg dmd variable economic growth that is
insufficient to raise per capita income on a suastibasis.

Caribbean policy makers acknowledge that sustagmedth in per capita incomes requires
high growth rates over a long period of time. THallenge is how to achieve this. Caribbean
development theorists and policy makers have feduss addressing constraints related to the
structure of the economy, low productivity linkeda shortage of capital, skills and technology,lsma
size and openness.

It has long been recognised that the Caribbeanoaepmeeds to advance the process of
structural change marked by a shift from primaryicadture and mining to industry and high value
added services. The engine of structural changeaduction is the change in the capital-labourorati
that affects the relative shares of different sscand their levels of technology and change in the
capital-import ratio that reflects the structuretrafde. Both the structure of production and trade
crucial because Caribbean economies are balangayofients-constrained economies that need to
produce competitive exports to generate the foreigrhange that is required to purchase imports,
especially of intermediate goods, investment goanis technology. These foreign inputs are vital
contributors to innovation and growth in Caribbeannomies.

Nevertheless, development approaches have focusedporting equipment, technology and
know-how from abroad by offering fiscal and otheceantives, rather than developing indigenous
productive capital. In many instances, these iricesithave been quite costly in terms of revenusts lo
and the distortion of the incentive region betwisrign and domestic investors.

However, structural change is influenced not onhthe techniques of production and trade,
but also by incentive structures and the role ofegoment vis-a-vis the market. In the early post-
independence period a number of Caribbean counéiebarked on state-led development and
structural change. Influenced by Lewis (1954), ¢hesuntries developed import substitution policies
to facilitate light manufacturing industries. Meanig, in Trinidad and Tobago, the government
explicitly promoted heavy industry in the petrolgurmon and steel and other sectors. The impetus for
active state participation in the economy stemmethfa weak private sector response and market
failure in some sectors. In some cases, howeverrgments overreached and became involved in
industrial activities for which were ill-suited. Bhled to inefficient production, rent-seeking aad
slowdown in growth as state-led industrialisati@edme entrenched.

In the last few decades, development policy hasgvinack to market-friendly policies under
the aegis of the Washington Consehsiiis policy package was guided by the mantrabikze,

®  Sen, AK. (1999)Development as Freedo®xford: Oxford University Press.

" Further details on the Consensus http://www.iiepuiblications/papers/williamson0904-2. pdf

11
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privatize and liberaliz& Specific prescriptions included trade reform nearky lower tariffs to open
the economy to greater competition and efficiertey; reform to remove distortions that retard the
flow of investment into productive activity, finalat liberalization and privatization of state
enterprises to improve their efficiency of operatipamong other policies.

Nevertheless, the market-based reforms have nitededl the expected levels of economic
growth and improvement in employment. Thereforgetent years, countries have been searching for
alternative approaches to development. The cumpptoach is based on open regionalism, which
entails important roles for the market, the steggional integration and industrial policies toilizate
a more beneficial insertion into the world econdmaged on trade in competitive goods and services.

An important aspect of development theory in thggaie has been an acknowledgement of the
role of growth in labour productivity and total fac productivity as drivers of sustained economic
growth® A crucial contributor to low productivity has beenshortage of capital and skills. This
capital shortage has been viewed as the main cdiike concentration of economic activity and FDI
in primary agriculture and mineral exports in a fwemof countries in the region. However, the capita
shortage problem can be addressed by investmeéletvieloping domestic capital which is a key factor
input in upgrading the quality of production angests. The real problem is that past approaches to
development did not target the growth and developroéthe domestic capital for use in domestic
production and export and as the main driver afcstiral change.

Rather, governments focused on supporting privatesiment by developing supporting
infrastructure and utilities and negotiating marketess to third countries for goods and servi€es.
example deep water ports were built in a numbearoohtries to boost cruise passenger tourism and
electricity generation and road networks were upega Governments also promoted agricultural
productivity growth by upgrading extension servicks promote more efficient agriculture,
consolidating landholdings to reap economies ofesemd improving marketing arrangements to
boost local demand for agricultural products. Bolkas also focused on the development of small
and medium sized enterprises by providing extensemmices, windows for soft credit and training.

However, development approaches have paid littlenmrattention to growth in import
productivity and the growth of domestic capital faroduction and export as critical drivers of
sustained competitiveness and development.

A major weakness of policies to increase produstiwas lack of consideration of the
importance of import productivity and the produntiand export of domestic capital in the growth
process. Import productivity - a measure of thécifficy of the use of scarce foreign exchange- is a
critical indicator of the ability of the region tmldress its balance of payments constraint. Irtiaddi
in the past education, health and copyright-basedices were not treated as exportable services.
However, some governments are moving in this doaciThe main initiatives were from government
in collaboration with the foreign private sectar,the form of the St. Georges University in Grenada
and the Ross University in Dominica, both offerexport-oriented programmes in Medicine. Since
the 1990s, these programmes have widened to inohade other areas of vocational and professional
training and other reputable export-oriented ursiters have been established in Saint Kitts andf\Nev
and Antigua and Barbuda.

Caribbean countries have pursued regional integrdati enable them to better integrate into
the world economy and to address structural balahpayments current account deficits.

To address the structural current account defipiblem, especially in an era of trade
liberalization and the removal of preferential agements, Caribbean countries have focused on

8 See Rodrik, Dani (2006), Goodbye Washington Conggrtdello Washington Confusion? Harvard University.

® For example, see Downes, A., Holder, C., and L&bn(1990). The Wage-Price-Productivity Relatiopshi a
Small Developing CountrySocial and Economic Studje29(2), June: 49-77.

12
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producing more competitive exports. However, thisjuires a concerted effort to strengthen
productivity growth, technical change and a genenmagrading of regional production systems.
Therefore, in order to tackle the limitations pobgdsmall size and limited economies of scale,qyoli
makers have championed regional integration teevelithese constraints. The CARICOM Single
Market and Economy (CSME) is now the establishddcle for promoting trade, labour market and
financial integration and functional cooperatiomeTexpectation was that regional integration would
provide opportunities for learning the requiremeiotsexporting and scaling up activities to achieve
the scale required to benefit from external marké&sspart of its widening, CARICOM has expanded
into CARIFORUM which also includes the Dominicanpblic. In recognition of the growing
importance of South-South cooperation, CARICOM faged trade and integration arrangements
with Costa Rica, Brazil and Colombia. Given changethe world economy, strengthened relations
with these and other countries in the South hoddigpotential for sharing experiences and promoting
trade, investment and technology transfer.

Development approaches have focused on internaht@| especially the control of budget
deficits and high debt, all of which are now magpbrallenges to long-term growth in a number of
Caribbean economies.

Caribbean development plans have identified inangdsscal deficits, rising debt (see figure
1) and debt servicing costs as chronic economiblenes. Indeed, the IMF noted in 2011 that five of
the thirteen most indebted countries in the worédenin the Caribbeaii.High government borrowing
to finance deficits might not only crowd out prigagector investment in productive sectors, butnofte
lead to higher taxes that distort incentives amdice the welfare of citizens.

The debt problem has been linked partly to persisiade deficits and the need to borrow
externally to finance imports and social programmiBs address this, governments focused on
reducing current account deficits by increasingdtmmpetitiveness of exports to reduce the balahce o
payments constraint and increasing public secteinga to reduce the need for public sector
borrowing. This has entailed programmes of fiscahsolidation, in some cases under IMF
programmes to contain growth in spending and toeame revenues in an effort to achieve sustainable
debt levels. Going beyond this, however, policy tiasus on raising the productivity of government
investment, so that resources borrowed have aggréavelopment impact.

10 IMF (2011), “Caribbean countries have several waysnhance growth prospects”, Barbados Conferencie

Caribbean, Hilton Hotel, Bridgetown Barbados, Janp27-28.
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FIGURE 1
PUBLIC DEBT AS PERCENTAGE OF GDP IN SELECTED CARIBB EAN COUNTRIES

160

140

120

100

80

60

40 -

20 A -

R R R ) 2 P @ R &
g\)& @b ’b&’b R NS O \&o &%\o e?'& \9(} <& \(@é‘ 0'290
P o o RN O <8
ob @ 2] ) @ QO
PN NG 2 >
N A & D
© S Q &
¥ % &% <&
&
4\
&
P

Source: Economic Commission for Latin America dmel€aribbean (ECLAC), based on national data

Approaches to dealing with unemployment, the deigaigic transition and the potential for
social unrest are important planks of the regialeakelopment strategy.

Public policy continues to emphasise measures &b wlith high unemployment, especially
among youths. Strategies have also attempted teveethe pressure on workers who are made
redundant by technical change through redundangmeats, re-training and measures to link wage
growth to productivity growth.

As a result of family planning and lower birth téhe region has been transitioning to an
older population age structure. Policy may increglyi have to focus on population ageing and the
need for pension reform, including increasing tlye af retirement and adjustment of the wage
ceilings used to calculate pensions.

Governments have also incorporated programmes thessl other social development
challenges in their development plans. These progras have aimed at improving basic facilities for
education, medical care, housing, water and otbefices. In addition social safety nets have been
developed depending on the availability of resagiré@ountries such as Jamaica and Belize have
introduced conditional cash transfers that are tiedecipient families maintaining their childrem i
school and ensuring vaccination and proper headtirhent.

The modern conception of development in the regioognizes the need for significant
political reform to balance competing interests.

Caribbean countries now acknowledge that the dpusdmit process is fundamentally about
improving well-being by widening and deepening cksi Success in this area can be measured by
the composite indexes of income, education, anddwity, all adjusted for equity, governance, and
environmental considerations.

However, to achieve improved governance, there&slirfor political reform to make systems
of governance more democratic and participatorye Phlitical system in the region provides for
limited participation of the mass of the populatiardecision-making outside of exercising the right
to vote in elections. Further, with limited cheeksl balances on government, there is little urgémcy
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implement agreed decisions, leaving the region wierious implementation deficit in domestic and
regional policy-making. This is particularly evidezi the level of CARICOM.

C. Development outcomes

The measurement of economic development outcomiéSosus on relative factor productivities,
labour and import productivity, growth in employnhegrowth in output, changes in the shares of
sectors in output, performance of the financiataeand impact of education and health outcomes.

The key indicator of economic development is theagh of gross national income per capita.
The main drivers of this are the improvements ie ttompetitiveness indicators of labour
productivity, import productivity and the shareinfestible profit in national income, which must be
investigated using the structure of industry (he. sector shares in GDP and employment) as weights
These factors help to determine whether the reg@mnachieve price and quality competitiveness in
international trade.

FIGURE 2
GDP GROWTH RATES FOR THE CARIBBEAN AND THE WORLD
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Source: Economic Commission for Latin America ahd Caribbean (ECLAC), based on country and
International Monetary Fund (IMF) data

Over the decades since 1970, per capita incometigraxas underpinned by substantial
differences in the rate of growth of the economg #re average population growth rate. In Jamaica
economic growth was marginally above the populagoowth rate between 1970 and 1999. In the
decade 2000-2009 (see figure 2), the rate of ecingrawth slowed to only 0.83 per cent, again only
slightly above the rate of population growth of @.@er cent. Therefore, very marginal economic
growth occurred in Jamaica in the decades sinc8.197

In Saint Lucia, economic growth was high and robaseraging 5.24 per cent over the first
three decades (1970-1999), well above the rateoptilption growth. This was clearly a period of
substantial economic development. In the decad®-2009, the rate of economic development has
slowed substantially, as the average rate of ecanamowth fell closer to population growth.
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Meanwhile in Trinidad and Tobago, economic growtswositive but slow in the decades from 1970
to 1999, with economic growth averaging 2.44 pertt aehile population growth averaged 0.97 per
cent. The rate of economic growth picked up shaiplyhe decade of 2000-2009, as the rate of
economic growth outstripped the rate of populajoowth.

Except for Jamaica, other mineral export econongegyying buoyant commodity prices
overall, tended to grow. Suriname’s growth rateaghem 1.6 per cent in 1970-1999 to 4.5 per cent
in 2000-2010. Its population virtually remained banged over the same periods. Dominica was an
anomaly. After the decade of 1970-1979 when thaujation grew by only 0.6 per cent, Dominica
experienced a decline of its population in the sghent three decades. So, the per capita GNI grew
partly because a significant number of persons atégr and the number of births steadily declined.
Barbados experienced a decline in its average groate from 1.5 per cent per annum for 1970-1999
to 1.3 per cent in 2000-2009.

The structure of the Caribbean economy has changedtime. Specifically, the Jamaican
economy appears to have restructured towards &esereonomy centred on tourism, the creative
services, and the financial sector, but with sorgeifsicant remaining role for its traditional spalist
mineral export sector. In the case of Dominica &aiht Lucia, the evidence appears to show a
decisive restructuring of the economy to a servidented economy centred on communications,
tourism and related services, with only a modeaat declining role for traditional export agricutiu
In the case of Dominica, there has been a growblg for the capital services and associated
copyright-based income. By contrast, Trinidad amibdlgo, and to a lesser extent Suriname, have
continued to evolve mainly as mineral-export ecoiesifocused on energy and its derivatives. There
has, however, been some limited growth in the magtufing sector through investment of some of
the foreign exchange surpluses into manufacturing.

With respect to import productivity - the ratioiofports/output - the evidence suggests that a
broad distinction emerged over the decades betwaeraica on the one hand and countries like
Dominica, Saint Lucia and Trinidad and Tobago amdther (table 2). On average, Jamaica’'s import
productivity fell from 2.2 in the period 1970-1998 1.82 in 2000-2009. The importance of this
observation is that the falling import productiviyould create downward pressure on per capita
income, unless there is a compensating increatbe irate of use of import capacity, an increagben
volume of import capacity per capita, and/or a lomageof the average price deflator.

TABLE 2
ESTIMATES OF ECONOMY-WIDE IMPORT PRODUCTIVITY, SELE CTED COUNTRIES

Import Productivity

Country 1970-1999 2000-2010
Antigua and Barbuda 1.3 15
The Bahamas 1.8 21
Barbados 2.0 1.9
Belize 1.8 17
Grenada 15 1.9
Guyana 2.6 1.4
Jamaica 2.2 1.9
Dominica 1.8 1.9
Saint Kitts and Nevis 13 15
Saint Lucia 1.3 15
Saint Vincent and the Grenadines 1.6 1.8
Trinidad and Tobago 2.3 25
Suriname 2.4 1.9

Source: Economic Commission for Latin America (EQ)Aon the basis of data supplied by the Unitedddat
Statistical Division (UNSD)
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In contrast, over the same periods, import prodiigtincreased for Dominica (from 1.77 to
1.92), Saint Lucia (from 1.33 to 1.55), and fornldad and Tobago (from 2.33 to 2.51). Thus, over
the long period, the development achievements aiailz rest on distinctly weaker economic
competitiveness than those of Dominica, Saint Lacid Trinidad and Tobago.

Most Caribbean economies have run structural balah@ayments current account deficits.
The persistence of current account deficits in toes such as Saint Lucia and Jamaica reflects the
relatively weak competitive positions of these emoies and should be cause for concern since the
countries have been living above their means amdnaclating liabilities for a long time. It is
necessary for these countries to either adjust 8tandard of consumption downwards, slow their
growth, or increase productivity, and hence contipetiess, as the basis for expanding exports and
raising per capita income. From the standpointhef ¢urrent account balance, the most important
common characteristic of the economies is that theeye all generally failed to use their access to
capital to address productivity growth and to tfarma their economies by increasing the production
and export of the domestic capital services. Incte of Trinidad and Tobago, energy intermediates
have grown, but like all the other countries, tlsifive services balance comprises largely tramdl a
transport services linked partly to increasing\distin tourism, a consumer service export.

A real challenge for the region is that, given tletandards of living as middle and even high
income status, for some, labour and import prodglities are far too low. This is reflected in relatiy
low export productivity (productivity of exports le¢ive to per capita income) levels, where the
Caribbean tends to export products that reflecéghaf countries at a lower standard of living. In
addition, Caribbean unit costs tend to be far tigh for their firms to undersell European firmstlie
markets in which they specialise. What is requiref@ARICOM is large scale investment to raise the
resource productivities and this can only be dana sustainable way by growing domestic capital
faster than both labour and imports. Such a progr@amvill require regional and international
cooperation and greatly increased implementatiantefration commitments.

Regional integration has a critical role to playstructural change and economic progress in
the Caribbean. CARICOM has evolved from a limitesneon market to plans for a CSME. The
CSME was aimed at the removal of existing barrierghe free movement not only goods, but
services, capital, technology, and skilled persétmwever, this experiment remains substantively
incomplete.Recently, CARICOM Secretariat studies revealed thatCSME is operating at about
64per cent level of compliance. CARICOM needs tosenexpeditiously to implement commitments
and to leverage agreements such as the EconontitePdnip Agreement (EPA) with the European
Union and successor Caribbean-Canadian Agreemesedare improved market share in these
markets.

Although the Caribbean had brought down povertyelevin the 1990s on the basis of
moderate growth and income redistribution measuhesregion is now in danger of losing the fight
against headcount (absolute poverty).The Caribbe@anhigh levels of headcount (absolute) poverty
but has made significant improvements in levelindigence (extreme poverty and hunger) over the
decades. The indigence rate can be broadly comparedtime and between countries, since it
reflects the costs of the same objective phystealdard across countries and time. It is compairable
Millennium Development Goal 1, which aims to “ereaie extreme hunger and poverty” and has as
one of its targets “halving the proportion of peoptho suffer hunger” over the period 1990-2015.
The region has been able to control extreme povieytya combination of measures, including
investments in education and healthcare, transfedssubsidies to poor households and improved
access to affordable housing.

Indigence levels have fallen in most countrieshvitie exception of Belize. In Dominica
extreme poverty fell from 10 per cent in 2002 tt Ber cent in 2009, while Grenada experienced a
similar drop from 12.9 per cent in 1998 to 2.4 pamt in 2008 and Trinidad and Tobago from 11.2 per
cent in 1992 to 1.2 per cent in 2005 (see tabl&BKitts also performed well in this area, redgcin
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the proportion of the population in extreme povdrom 11 per cent in 2000 to 1.4 per cent in 2008.
Nevis succeeded in eradicating extreme povertypertimg zero indigence in 2008, a significant

improvement compared to the 17 per cent reporte2D00. The most significant improvement was

for Saint Vincent and the Grenadines, which rembi2e9 per cent of the population in extreme

poverty in 2008, down from 25.7 per cent in 199%®avwhile, the poverty rate in Jamaica tended to
fall overall since 1989, while the level of ineqtiatemained generally constant.

TABLE 3
POVERTY AND INDIGENCE RATES FOR SELECTED CARIBBEAN COUNTRIES

Poverty Rate

Year CPA Indigence -
Country conducted (& belfivr;/elioverty (% in extreme Poverty) GINI Coefficient
Anguilla 2002 23.0 2.0 0.31
Antigua & Barbuda 2006 18.3 3.7 0.48
Bahamas 2001 9.3 na 0.57
Barbados 1996 13.9 1.0 0.39
. 2002 33.0 13.4 0.38
Belize
2009 41.3 15.8 0.42
BVI 2002 22.0 1.0 0.23
n 2002 39.0 10.0 0.35
Dominica
2009 28.8 3.1 0.44
1998 32.1 12.9 0.45
Grenada
2008 37.7 24 0.37
Guyana 1999 35.0 21.3 0.43
n 1992 21.2 11.2 0.42
Trinidad and Tobago
2005 16.6 1.2 0.39
Turks & Caicos 1999 26.0 3.2 0.37
. 1995 25.1 7.1 0.50
St. Lucia
2006 28.8 1.6 0.42
St. Kitts 2000 30.5 11.0 0.40
Nevis 2000 32 17.0 0.37
St Kitts 2008 23.7 14 0.38
Nevis 2008 15.9 0.0 0.38
1995 375 25.7 0.56
SVG
2008 30.2 2.9 0.40
Source: CDB Poverty Assessment Reports 2000-2088p://www.caribank.org/publications-and-

resources/poverty-assessment-reports-2

D. Outstanding challenges

The Caribbean needs to rethink its developmentesjyato address the central problem of producing
more competitive capital service exports to raige gapita incomes. In addition, social problems in
the areas of education, healthcare, crime and ulogmpnt also need to be tackled.

The Caribbean confronts a number of challengedsiraitempt to catch up with rapidly
improving economies of the world owing to structutanstraints and the pursuit of inappropriate
policies in the past. Radical reform is neededjrimegg with the restructuring of production anddiga
to develop capital-intensive exports and to de#h wicial problems.

The central concern of the whole development thinsthe region has been to reduce
unemployment and underemployment. The problem ehamemployment has been largely solved in
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Trinidad and Tobago, but not in the rest of theil@®san, where average unemployment rates still
exceed 10 per cent of the labour force (see fi@)reFurthermore, in all countries, the problem
remains largely unresolved for the youth, with agerrates of unemployment equal to or greater than
16 per cent in all cases. There remains a subskaggnder unemployment gap. In Saint Lucia for
example, unemployment rates for males averaged@8.&ent in 1970-1999 compared to 20.4 per
cent for females. The rates remained the same ditgsin 2000-2010, but increased to 23 per cent for
females. In Jamaica and Trinidad and Tobago, femnaeployment is roughly double that for males,
and is still above 10 per cent though the rateféilten over time. Only in Dominica and the Bahamas
is the female unemployment rate below that of males

FIGURE 3
UNEMPLOYMENT RATES IN SELECTED CARIBBEAN COUNTRIES
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Source: Economic Commission for Latin America amel€aribbean (ECLAC), on the basis of national data

Although access to education and training has ingaicubstantially in the Caribbean since
the 1970s, quality remains an important challedde mean years of schooling of persons 25 years
and over has generally been rising in the largentis such as Guyana, Jamaica, and Trinidad and
Tobago, and at worst have been stationary sinc® 2d&maller countries such as Dominica and
Suriname. The expected years of schooling havebalso stationary. Despite the growth in the mean
years, the relative position of the region on tbacation index has not been as high as necessary to
compete on a sustainable basis for a strong positithe international economy.

The top rate of 9.63 mean years of schooling reambiuly Jamaica is still below the highest
rate of 10.00 recorded by China, Hong Kong Spe&ihinistrative Region (HKSAR) a successful
small economy. Most countries are well below thetfgrmance, and some countries such as Belize,
Dominica and Guyana are only slightly above theledvaverage of 7.64 years. The rate of 7.23 years
in Suriname is even below the world average. Thidieits point to underinvestment in raising the
quality of education and the skills to use techgglolinked to underinvestment in technical and
vocational education as well as to the failuredogt quality by investing in education for export.
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TABLE 4
MEAN YEARS OF SCHOOLING IN CARIBBEAN COUNTRIES

Mean years of schooling

1980 1985 1990 1995 2000 2005 2010
Antigua and Barbuda . . . . . . 8.93
Bahamas . . . . " . 8.45
Barbados 6.31 7.35 8.09 8.59 8.68 9.18 9.34
Belize 7.26 7.56 8.00 8.46 8.07 7.70 7.96
Dominica . . " . 7.68 7.68 7.68
Grenada . . . . . . 8.55
Guyana 5.47 5.96 6.38 6.79 7.07 7.45 7.96
Jamaica 5.24 5.80 6.44 7.42 8.56 9.03 9.63
St. Kitts and Nevis . . . " . . 8.39
St. Lucia " . . " . " 8.28
St. Vincent and the Grenadines . " . . . . 628.
Suriname . " . . . 7.23 7.23
Trinidad and Tobago 6.98 7.20 7.45 7.88 8.34 8.81 249
Norway (global best practice) 9.07 9.98 10.84 11.14 11.52 12.71 12.63
World Average 4.83 5.38 5.92 6.51 6.91 7.26 7.64

Source: United Nations Development Program (UNDR011 HDI Education Indicator: a new data set” [oa]i
New York, UNDP http://hdr.undp.org/en/statistics/data/2Q12011.

In general, poor health is not a significant caaistr on the prospects for Caribbean
development. However, there are still significahltenges related to the qualitf healthcare,
including the financing of healthcare. Cruciallyafth insurance coverage levels are inadequate to
meet the needs of the population. Data from theailmrSurvey of Living Conditions (JSLC) reveal
quite low percentages of the population with heaiurance. This ranged from 13.9 per cent of the
population in 2001 to 21.1 per cent in 2009.

Aggravating the outstanding healthcare issueseictimtinuing challenge with relatively high
adolescent fertility rates, measured by the nunebdairths per 1000 by women between 15 and 19
years}'. Overall, measured in births per woman, totalilfgrtrates have generally dropped in the
years since 2000, as compared to 1970-1999. Howeeetly on account of the high adolescent
fertility rates, only Trinidad and Tobago and Batbs report total fertility rates in line with thosé
more advanced economies such as Norway, Austi@liggapore, and Canada. Such a condition
promises continuing difficulties in the medium émger-term with efforts to reign in pressures an th
healthcare system and to bring the standard afdivm the Caribbean in line with the more dynamic
economies of the world.

Alongside the education and health challenge, Gadh countries continue to face high
homicide rates and perceptions of insecurity. Jeanaurrently has a homicide rate of about 59.5 per
100,000 persons, followed by 39.7 in Trinidad amidgo. These are easily among the highest rates
in the world. Available data from the 2010 HumanvElepment Report (HDR) suggests low
percentages of Caribbean populations who feelwgafking alone at night. This ranged between 42.0
per cent (Trinidad and Tobago) and 47.0 per cenyéBa). A useful international benchmark against
which the Caribbean numbers can be compared isafamg, with homicide rates of 0.4 per 100,000
and a perception of safety index of 98.

1 For example, United Nations (201®jorld Fertility Policies 2011shows that there is only one country in the
Caribbean which thinks its fertility rate “too low(Barbados), with three countries considering thates “too
high” (Dominican Republic, Haiti and Jamaica). Thset of the countries regard their rate as “satiefg.”
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The reality that Caribbean countries will have emfcont is that quality issues in healthcare
and education, as well as outstanding problemsddage the region to lead the world as centres of
criminal activity cannot be addressed by simplyesging more of the same things that have been
done with government-dominated education and heshsystems. It may be necessary to introduce
adjustments that open the education and healttssetems to global competition. This ultimately
means pursuing development by taking advantagepbrtunities to grow labour productivity and
import productivity in the sectors though tradetliwese services, especially through the pursuit of
export markets for them. Furthermore, the regidfessifrom weak systems of governari¢do date,
no substantive efforts have been made to modifydtmeinance of the executive over the legislative
process across the Caribbean. With the possiblepéirn of Barbados and its longstanding political
traditions, the status of good governance remaiminlgn that of peaceful elections to change
governments in the region. Social partnership gearents which have proved so successful in other
regions have not been effective in fostering gemydnt decision-making in the Caribbean. Even the
strategy of using consultative arrangements andnéaty compliance to manage competing interests
in different areas have had very limited success.

E. Policies and paths to the future

In rethinking the paths to development, Caribbealicy makers need to focus on the dynamical
properties of the economy and society, particultiby roles of import productivity, domestic capital
and exportable capital services and governancersgsthat are required to facilitate their growth.

In general, governments in the Caribbean havedai® an orthodox view of policy that
emphasizes two broad sets of initiatives to infageedevelopment. These are monetary policies that
exert their influence through control of the mosepply, and fiscal policies that exert their infige
through changes in revenues (taxes and borrowimg)eapenditures, including direct participation in
enterprise. However, such policies largely addteeschanging variables of the economies over the
medium term. There is therefore the need for amaguh that focuses on the dynamical properties of
the economy including the capital-labour and cnitgort ratios underlying the resource
productivities of the economy.

The common economic challenge of Caribbean sosiéi¢o transform inherited economic
structures by strengthening or creating industines/hich they have a comparative advantage and
ensuring that resource productivity in those indestis raised to levels that allow them to compete
globally to raise factor rewards and the standédiVimg of the population. Since the economies are
very open and rely heavily on trade, this placelss&ntial burden on the economies to adopt
investment programmes that simultaneously raiseuabnd import productivity, thereby persistently
lowering unit costs to allow exporting firms to wmdell competitors in the countries with which they
trade.

In practice this market penetration requires defjnfinancing and undertaking investment on
a sufficiently large scale to produce and exportpoufrom the capital service sector, especially
education, healthcare and the copyright-based indsssuch as music, radio and film, even as the
domestic economy is being provisioned and the coesisectors are growing as fast as they can. This
is a substantial social challenge of catching ugh &irapidly moving target, and success will reguir
that all social sectors are brought into a wellstoicted joint decision-making process so that the
intent of all partners can be adequately syncheshiz

There are three key dynamical socio-economic fadiwat should be targeted by deliberate
policy to achieve progress in the region. The filghamical property is an inappropriate economic

2" For instance, average of values of six Governamdieators of the World Bank for the Caribbean waxin 2008,
which was below the world average of 4.8.

21



ECLAC - Project Document collection Development Paths in the Caribbean

structure marked by low investments in domestidtab produce capital intensive exports of goods
and services. Capital intensive exports not onlyp leeuntries in the region to move up the value
chain, but in doing so raise import productivity the efficiency of foreign exchange use. This is
essential for relieving the structural current asgaleficit in Caribbean economies.

The second dynamical property is a persistent isistency between policies to address
balance of payments imbalances and internal imbekarsuch as unemployment and inflation.
Measures to address the imbalances of paymentseoexternal account often contradict policies to
control inflation or address excess reserves anidity or unemployment. The third dynamical
property is the weakness of governance arrangemehése the executive function tends to dominate
the legislative process, at almost all levels afjamisation. To address these challenges the region
requires an investment program that grows the dibeneapital sector faster than the consumer sector
and faster than imports or exports, even as ther late being encouraged to grow as fast as they ca

Importantly, mere market forces have proved undblengineer the capacity to adjust,
restructure and export competitively. To achieve taquired restructuring of exports, a deliberate
course of action, designed under suitable goodrganee arrangements, must be pursued to reshape
the trends in the two fundamental parameters tffattathe dynamic pathways of the region’s
economies — labour productivity and import produtti The required path forward is to grow
exports while raising import productivity to bringports under control. This would have to be
achieved through systemic innovation and restrirgjyuthat is by growing domestic capital relatige t
both labour and imports. Given the fiscal constrairthe region, governments would need to pursue
public private partnerships and build up domesgipability in the economy so as to attract the right
type of FDI to help re-engineer the regional ecopom

The attraction of foreign direct investment inte tlomestic capital sectors would also require
removal of the current government monopolies incatlan, healthcare, and even culture, opening up
these industries to the profit-motivated processcompetition through innovation and change.
Governments would also need to facilitate resegvablication and related discourse as part of the
development of original thought, and thereby caliion of a systematic preference for quality over
guantity, if the region is to produce and exporm\kiedge on a competitive basis.

With respect to governance, an important test ef dhality of the political system is its
ability to promote development. In that regard, igseies of good governance is related to the rared f
a dynamic process that brings the productivityadiolur and the productivity of imports in line with
their respective local and foreign relative fact@wards in order to achieve competiveness in ¢hose
activities. This requires new modalities of pobliiparticipation, and in particular compromisesaloy
informed and responsible citizenry, to achieve ¢changes required to re-engineer Caribbean mixed
economies. In addition, effective public poli@guires an effective state with the capacity tonlea
from policy mistakes and with the willingness tgpliement decisions.

F. Recommendations

1. Address the policy inconsistency by optimizing ¢ apital-output ratio

Governments should recognize the policy inconsistegoroperty during the planning process to
clarify how it can be tackled by changing the calpitutput ratio and the capital exports ratio.

The policy inconsistency relates to current accoonftalance combined with unsustainable
debt alongside high unemployment and inflation @me countries. In this situation, owing to
inadequate measures to restructure the econonuksiep aimed at expanding employment tend to
lead to higher current account deficits. To hellvesdhis problem, deliberate government policy is
required to facilitate the growth and restructurioigexports to relieve the balance of payments
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problem. This requires optimizing the trade andneodic benefits that can be achieved under the
CSME and the EPA and also increasing the prodtigtofiall factors of production through improved
systems of research and development, innovatiomemgement.

2. Focus on restructuring the regional economy to p roduce capital
service exports and less consumer services exports

Efforts to restructure the economy should focusgoowing capital service exports faster than
consumer service exports

Given the current profile of industries, Caribbeauntries can usefully start to invest in the
following capital services: education, healthcanel @opyright-based services and related products.
Further, for the effective export of such servic@8RICOM governments should move to reform and
upgrade the ICT infrastructure and to encourageat®i competition in these sectors to promote
technological modernisation.

Export of tertiary education services should foaws attracting foreign students and
enterprises to the Caribbean education system. Matlyese students and trainees would remain to
invest in the region and many would return homleuitd brand loyalty.

Currently, significant success in this direction bieing achieved in training in medical
services. This should be expanded to include hératelevant disciplines.

To achieve this and to adequately target the dpwedmt of enterprise generally and the
capital sector in particular, Caribbean societiesud reform the existing post-secondary system
along two distinct lines: introduction of competgrariented and problem-solving education and
training which makes intensive us of the internéhvthe fastest possible broadband to enable full
access to all potential national candidates.

3. Enhance the role of the private sector inthe Ca  pital Service
Industries

Caribbean countries should systematically dispkmae of government’s involvement in the capital
service industries by encouraging private enteggtiat is oriented to the export of such services.

Countries should use market forces to engineerdhaired change in the structure of the
economy to ensure an adequate link between tedlinaloprogress, the growth of capital service
industries relative to consumer supply industréas] the growth of capital service exports relatove
total exports. For this, government would need ridaitake appropriate partnerships with the local
and foreign private sector to ensure a strong facuguality as it promotes expanded investment in
domestic capital for export. The example of thenkpgrforming University of St Georges’ model is
useful, with the state establishing the institutaomd then opening it up for international investimen
collaboration that is having a major impact on tpglity and creativity of both the local and
international offerings at that university. Successuld require several forms of state regulation to
ensure quality, based on the requirements of iddalicountries in the region.

4. Implement existing Integration Treaties
CARICOM should therefore do the following:

« Review the current practices that inhibit the imnpémtation of the current integration
treaties, with a view to establishing clear mecbiausi to ensure their implementation or
revision to enable successful implementation.

e Strengthen the capacity of the CARICOM Secretasatl other relevant regional
institutions to drive the implementation of theeigitation treaties.
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Look to the high-growth and high-demand market8dzil, China, India, with which
they share borders or solidarity and can enginemress through South-South
Cooperation and Triangular Cooperation.

Introduce a CARICOM-wide framework for attractingréign direct investment to
prevent race to the bottom type competition anthtiitate investment in the domestic
capital export services sector. This would provaleplatform for boosting export
competitiveness in the OECD markets and also fauré®y a strong foothold in
emerging markets such as Brazil, China and Indldae region should prioritise the
export of creative services and health and edutatovices.

The Caribbean investment framework should focus cooperation to rationalize

investment among member according to their devedoprmeeds. An appropriately
designed regional capital sector development ailyhsinould be established to promote
FDI into the domestic capital-intensive export s&s sector. This authority can be
managed through a partnership between regionakgments and the private sector.

5. Ensure routine legislative oversight of the exec  utive function

Instead of relying on voluntary social partnershiparibbean societies should establish legislatures
with the capacity and responsibility to ensure tbke of law, including the routine oversight of
executive action.

Among the relevant steps are the following:

Reform of the existing governance arrangementsisare that members of the senate are
elected thereby providing greater scope for theatgeto operate independently of the
executive.

Removal of the veto powers of the law making predesm the chief executive, whether
Prime Minister or President, and locating it inuitable constitutional majority in the
Oversight Senate.

Introduction of a routine rules-based option faehiécites on any matter of law-making
before the Senate, if any concerned citizen wisimekis able to take the steps necessary
to triggering a plebiscite on the matter.

Reform of the existing education system to add labogate multi-level programme of

certifiable public education and information-shgreimed at routinely preparing citizens
for the responsibility of executive oversight args@ciated independent participation in
joint decision-making processes.

Introduction of open government data systems toamakst government data routinely
available to the public to properly exercise itei®ght function.

6. Draw on the advantages of political reformstor  evisit the

outstanding challenges

Relying on the updated arrangements for the ruldaef under joint decision-making in their
legislatures, and an informed public, Caribbearcpahakers should revisit ways to tackle the major
challenges facing the region including:

Unemployment and the viability of the social safie¢y.

Problems of inadequate quality in the pre-schoding@ry and secondary education
system.
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« Inadequate quality in the healthcare system.
« High crime and personal insecurity.

Further, it is within that context, as distinct fiathe current ‘consultations’ approach, that
governments would be able to address other ouistgusdcial issues, such as:

« Persistent inequity in the distribution of land arlder property.
» Ineffective taxation.

« Ineffective implementation of policies.

e Low labour productivity in the public sector.

« Persistent problems of corruption.

G. Conclusions

This report sought to examine the current stateteajelctory of the Caribbean economy and specify
the factors required to push the economy to itsreldslevelopment targets. The evidence points to
three dynamical properties that influence the dgwelent path: (i) an economic structure defined by a
low capital/consumer ratio and a low capital/exp@atio, a concentration of exports in consumer
output or primary and low stage intermediates; diipersistent inconsistency in the policy options
faced by every one of the countries as they seealdtivess imbalances of payments alongside other
internal imbalances such as unemployment or iofiatand (iii) a characteristic tendency for the
executive function to oversee and dominate theslaiye process, at almost all levels of organisati
These are the mutually-reinforcing properties thast be changed for sustainable development to be
achieved. The region needs to embark on a progeaaimadical restructuring to increase the exports
of capital services such as education, health agdtige industries, intensify the skill and R&D
content in exports and design participatory systefngovernance to increase participation of the
population in decision-making and thereby tap thiofount of knowledge of all the region’s people.
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lI. A complex relationship between Competition
and Integration

Caribbean economies are challenged by a lack dafrexpmpetitiveness that is required to promote
growth and development. Past efforts to restrudtueaegional economy has not yielded the expected
results. Consequently, growth in productivity h#sled in many countries in the last decade and
growth rates have been low and unstable, threajetia development gains of earlier decades,
including improved social welfare. The real chajjerfor the region is to engineer a more dynamic
and competitive economy that can deliver sustaltgl growth rates to raise the living standards of
the population.

However, in seeking to advance the competitiversggnda, the region has confronted a
conflict between the strengthening of competitiondifferent sectors and activities and regional
integration. This stems in part from inadequate matsms such as structural funds to deal with the
fall-out from competition in the weaker economig&his challenge needs to be tackled by providing
better mechanisms for building capacity in disadaged countries to enable them to better benefit
from the regional integration process.

Nevertheless, economic restructuring and regiooalpetitiveness require more than getting
regional integration right. In addition, the regimeeds to revamp its incentive framework for
attracting FDI by focusing more on harnessing spilér from FDI to build human resource and
technological capacity. In addition, the businesgrenment needs to be improved to reduce the cost
of doing business for firms and there should baaive search for new competitive activities that ¢
drive growth in the region.

A. Competition, Competitiveness and Development
Caribbean economies must achieve a balanced blermbropetition and integration to promote
international competitiveness, growth and develagme

The provision of competition entails policies arichtegies that are geared to reduce and/or
eliminate border and non-border trade barriersciipally this includes a modern industrial policy
that minimizes the use of subsidies, transfersatiner distortions; the establishment of condititiveg
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facilitate easy entry into and exit from an indysénd regulatory frameworks that dissuade anti-
competitive practices by eliminating monopolistiagtices and other abuses of market power.

The basic objective of competition policy is to Bboompetition and rivalry among firms in
order to maximize efficiency, to achieve econonufscale and to achieve greater innovation. In this
way, firms can become internationally competitived aexport more, which will promote faster
growth. If this growth is well distributed and aslei environmental degradation it will promote
sustainable development.

‘Competitiveness’ has been conceptualized in maffigrdnt ways. Krugman (1994a, 1994b,
1996) has argued that as there is no clear ben&hmnf@n applying the concept of competitiveness to
national economies and economies with little otrade, it is elusive or meaningless and is a strang
way of referring to the traditional concept of ‘prmtivity’.*® Porter (1990) concurs on the idea of
national productivity as the only meaningful notiohcompetitivenes¥'’ In so far as it emphasizes
diversification, innovation and value-added, thisductivity approach appears appropriate for small
developing countries, such as those of the regisnthey seek to promote sustainable growth and
development as well as strengthen their resilience.

The ideal link between competition, competitivenasd development is not easily attained
and has to be judiciously implemented. For instasome degree of imperfect competition that does
not restrict new market entrants but allows for saegree of monopolistic earnings from research
and development activities over a temporary pedad be considered important for innovation.
Determining the optimum amount of competition isréfore crucial.

Developing countries have generally been conceatoedit how to optimize the benefits of
competition, while reducing its adverse effectsisTtequires a careful calibration of policy to
determine the extent and the sequencing of litetidi® of sectors and activities. Indeed, in many
cases, a strategic industrial policy that providesntives for firms to build up their capacity to
compete before facing the full onslaught of intéioral competition is best suited to strengthening
their competitiveness. Moreover, in cases whereetlaee adverse spill over effects, such as higher
unemployment owing to firms going out of busingksese should be tackled by remedial measures.

B. The state of Competition in CARICOM

Competition in CARICOM has not evolved to a levdiese it can provide the stimulus to regional
firms to become competitive.

Competition, both regional and extra-regional, haisevolved to a level where it can provide
the stimulus to regional firms to become compaitiklthough the Revised Treaty of Chaguaramas
requires the Member States to take the necessgisidive measures to ensure consistency and
compliance with the rules of competition, only #a@untries - Barbados, Guyana and Jamaica - have
enacted national competition laws and set up aititb®to enforce them.

Moreover, even in the states where there is a ctitigpepolicy it is not clear to what extent
is effectively enforced and embodies the neagssabustness to deal with the powerful anti-

—

13 Krugman, P. (1994a) ‘Competitiveness: A dangerobsession’,Foreign Affairs 73:2, 28 — 44; Krugman, P.

(1994b) ‘The fight over competitiveness: A zero sdebate: Response: Proving my poiRtreign Affairs73:4,
198-203; Krugman, P. (1996) ‘Making Sense of thenPetitiveness DebateQxford Review of Economic Policy
12:3, 17-25.

14 Porter, M. E. (1990The Competitive Advantage of NatipN®w York: The Free Press.

15 It should be noted however, that trade libertilirais a necessary, but not a sufficient condition achieving
competitive sectors and activities.  Particularty developing countries such as those in the Caaibbe
liberalization needs to be complemented by strategiicies aimed at building capability to trad@he right
institutions and mix of industrial policies are @ssal in this regard (see Rodrik and RodrigueD®@
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competitive business practices that exist in smetinomies. The resources are not available in the
vast majority of states to undertake the requirgfbrms, especially in the current tight financial
situation.

Due to a lack of export similarity and weak comipati within CARICOM, open regionalism,
which combines competition with efforts to streragthintegration is imperative

The extent to which CARICOM countries open theirkess to regional competition seems
to be related to the degree of similarity in thenteat of their exports. Countries are generally
unwilling to open their markets if they produce t$@me products even though in terms of creating
trade and specialization this competition is expatd have positive effects for the overall welfafe
the common market. In the case of the Caribbeam pdrtially to the high degree of specialization in
small CARICOM countries, there is in general a Idegree of export similarity between them.
Research on this question has found that only feunities compete with one another in export
marketlsﬁ, and that it is unlikely for member stai@scompete in similar products on the regional
market.

In this situation of low intra-regional competiticend generally in small integration schemes,
open regionalism becomes imperative, as the scalettee type of competition required to drive
global competitiveness must largely come from dlatdhe integration scheme. Therefore over the
longer-term, small integration schemes are challdngo sequence and blend regional and
international competition in doses that would makpistment socially acceptable and transformation
desirable.

However, Caribbean countries have not been abléntbthe right mix of regional and
international competition that would assist thetreeguring process. Rather, they have been very
cautious and over-protective in most cases, theesimyendering a slow process of growth and
transformation.

C. The regional problematique and the state of regi  onal
integration

Regional disparities in development, insufficieasgurces and asymmetric adjustment costs across
countries constitute obstacles to the regionagiatigon process.

The main aim of the CSME is to integrate the ecarenof CARICOM into a unified,
coordinated and harmonized market where peoplejggaervices and capital can move freely in a
single economy. This is expected to stimulate grea&fficiency and competitiveness, thereby
providing a platform for gaining and sustaining ketrshare in international markets for goods and
services. This mix of regional integration and opess to the benefits of the international market is
the crux of the open regionalism model.

Nevertheless, there are significant differencesrap@ARICOM members in the approach to
open regionalism. Regional disparities affect tley kntegration drivers: strong commitments to
institution building; a sustainable political consas on the goals of integration; and an equitable
distribution of benefits. The majority of countrids not regard themselves as capable of competing a
a free trade level on a fully reciprocal basis witthe region, or even on an asymmetrical basik wit
countries outside the region. This poses a majuvlpm for the integration scheme, which is forazd t
move at the liberalization pace of the slowest memndeverely limiting the pace of global integratio

16 Lewis, D, and A Webster. “Export Specialisationthe Caribbean and its Implications for Trade Niegons.”

World Economy4, no. 6, 2001.
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Even with the best of efforts, integration amongbroountries and micro-states, especially
when those are insular, remains a costly exerdis¢ goes beyond the means of the average
participating country. The wide economic divergean®ng member states is now a major obstacle to
advancing competitiveness and regional integratiohas led to an uneven distribution of the costs
and benefits of integration. The CARICOM Treatyagaizes the need to address these disparities
and, in 2008, created the CARICOM Development H@@F), capitalised at US$ 89.6 million and
intended to help disadvantaged countries, regiodssactors to cope with CSME-related adjustment
and promote business development. In the currasischowever, the Fund, which was already
limited, is now overstretched.

Meeting the requirements for adjustment to greapenness and competition now involves a
significant amount of external donor assistance ffas to be sustained over a long period of time.
Donor assistance in the present economic climateotslikely to be forthcoming for Caribbean
countries, many of whom are middle income countied who rely disproportionately on external
donor assistance for development support for tedjastment. Therefore countries would have to
allocate some resources out of their already cainstd budgets to accelerate their integration én th
regional and global economy. Moreover, if resourees targeted at areas that facilitate the
development of new competitive activities such igh lvalue niche agro-processing and the creative
industries, the return on investment could be high.

The regional integration movement as exemplifie€ARICOM has not been able to widen
and deepen at the desired pace to provide thereelsiimulus for development

The lack of uniform regional sectoral policies teni create different responses at the
national and international levels. Given the impocde of trade and investment policy for building
competitiveness, it is not surprising that compatitess has been constrained by a slow and uneven
process of trade liberalization. The latter processerms of goods was certainly marked by the
Uruguay Round, when CARICOM countries, with theaptoon of Haiti, set an average bound rate of
100 per cent for agriculture and 50 per cent fon-agricultural goods’ With the exception of
Suriname and to a lesser extent Barbados, CARIC@Mtdes had 100 per cent or near 100 per cent
bindings. The overall average bound rate of the XM was higher than the average for
developing countries and that of the Central AnariCommon Market (CACM) countries used as a
comparator.

In addition, the first and second generation refoancepted at the national level in the 1980s
and 1990s have never been adequately supporteémgfeinented at the regional leVé[This has
posed a major problem for CARICOM as countries tienaipproach liberalization and integration into
the global economy on the basis of sectors thavfargerest to them.

The implication of this is that at the macro andigeal level there is no coordinated and
harmonized approach to openness. Examples of lioignal. In the goods area, there are significant
differences of opinion as to the pace of liberdiora Countries such as Trinidad and Tobago and the
Dominican Republic (although the latter is not amber of CARICOM) tend to view greater
liberalization as leading to greater competivenesile others do not see themselves in a position t
compete. The Common External Tariff (CET) is therefvigorously defended by these countries.
Trinidad and Tobago consequently has forged aheats @wn by seeking greater market access and
introducing more competition. It has taken stepshsass application for suspension of the CET, for
greater liberalization under the EPA, and the atibn of bilateral negotiation of Free Trade Areas,
such as those with Costa Rica and the Dominicarulilep(which are only partly accepted by some
CARICOM members).

17 WTO bound rates indicate the desired level dfftprotection that a country can always resortfti arbitrarily

wishes to change its applied rates. In this sdmsehighlight the real level of protection.

18 Not all of the second generation reforms weraalbt implemented at the national level.
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The lack of a sustained political consensus onel@ag the process of integration has led to
slow and incomplete implementation of the CSME IARDCOM, which is the centre piece of
Caribbean integration

Progress towards the establishment of the CSMBbéeas slow. 1999 was the target date for
adopting the major policies and measures estabijstiie CARICOM Single Market, but in many
areas this target date was not met until 2006. r8eeentingent measures necessary for the CSME to
function effectively are still to be implementedéelpolicies and measures for the single economy are
still to be elaborated and adopted but decisioninga&nd action in this area has come to a halt. In
general, the CSME process has hit an impasse, avitbluctance to adopt stronger governance
arrangements to guide the process and minimalcjyzation in the Caribbean Court of Justice (CCJ).
It is evident that both at the national and redidesels, various activities and strategies areeesary
to make progress in implementation in this area.

Economic integration can therefore be regardedaamb achieved only limited success. The
uneven distribution of the benefits of trade andesiment is largely responsible for this state of
affairs as well as the growing disparities in ineoand wealth among the countries, not to mention
other aspects of human development. It is cledrttiteaeconomic process requires new governance
arrangements at the centre, especially: an execatithority with powers to implement, question and
propose; a regional legislative consultative bobgt tfunctions effectively; adequate separation
between the executive from the decision-makingtipelibodies; and the entrenchment of decisions in
law as they are made and enforced by a regional soch as the CCJ.

D. Challenges to regional competitiveness and susta  inable
development

In trying to get the political economy of its contipgeness and integration right, the Caribbealh sti
confronts a number of challenges related to seamsstutions and emerging issues.

At a time of huge debt service ratios and fiscabatances, natural disasters and security
threats are posing a challenge to building conipetiess. As an example, the recent spurt of crime i
very costly for business and many businesses irréb®n regard it as the number one issue that
affects their competitiveness.

The role of Brazil, Russia, India, China and Sodftica (BRICS) as important new players
in the global economic system implies greater dlamenpetition, since the global workforce has
doubled as a result of the size of these coundmelstheir entry into the global market. This nevitsh
of economic power poses important challenges feiGharibbean region in moving up the value chain
and finding niche markets.

These challenges needed to be addressed in anraig@gmanner to advance the
competitiveness of the regional economy.

1. Diversification and industrial restructuring

Diversification and industrial restructuring areykissues for all Caribbean economies as the high
product and market concentration of exports proslub@h volatility of income as well as
vulnerability to adverse shocks. Increasing comegion in the structure of the region’s exports was
visible over the period 1997-2006, when the shatbetop 20 products in exports increased from 51
per cent to 71 per cent of the total exports. Amtirage products were four manufactures, four food
products, six minerals and ores and six energyymtsd The United States is the main importer from
the region, accounting for 40 per cent of importih the EU share at around 10 per cent. The share
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of exports from Caribbean countries to Latin Amariand the Caribbean increased slightly, but
nevertheless remains at less than 25 per cent.

Declining export competitiveness has translated sibw growth of exports and this has
expressed itself in stagnant and low growth raee®cplly. Given the demand for imports, the current
account deficit is the major constraining factorgsowth. The implication of this for development is
clear in so far as low growth rates have limiteel distribution of income and employment creation. |
has forced governments into excessive borrowingmaintain economic activity leading to
burdensome debt levels and reduced capacity togeaswnomic shocks.

In general, the region has not been able to diyersilustrial production and capture higher
valued added production. Its lack of competitivenesthis area is largely related to its inability
restructure its economy to attract non-resourced&sreign investment, its small market size ard th
challenges it faces in developing adequate levidisiman capital and innovation.

Outside the tourism and offshore finance sectdfsits to diversify service products have not
been very successful. Foreign investment in the-tonorism service sectors has not grown
significantly in the last decade. This is evidantikey area such as telecommunications, whera, eve
though the sector has been liberalized since 2@3djting in considerable foreign investment in the
basic infrastructure for mobile or cellular telepkoservices, export-oriented valued-added services
have not emerged.

The cost and dearth of availability of infrastruelservices (finance, telecoms, and utilities)
and the inability to attract significant new foneignvestment in new service industries are amogg th
main constraints to the development of competitior-tourism services.

2. Finance

The Caribbean’s access to international financebiea®me even more difficult in the wake of the
global crisis. A number of developed economies hgamered a significant portion of available
financing, effectively crowding out developing eoamies or at least increasing the cost of access for
them. In addition, structural current account defimean that most countries in the region have not
been able to bolster export receipts. Also, remi#a have tapered off in some countries as
unemployment and income uncertainty remains higlthf® diaspora in the advanced economies. FDI
has also been badly affected by the uncertaintyosnding the global crisis, while official
development assistance (ODA) is no longer an imapbrsource of finance in region as a most
countries have been graduated from the ‘soft wirlddwlevelopment finance institutions (see figure
4).
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FIGURE 4
AVERAGE NET ODA, FDI AND REMITTANCES TO THE CARIBBE AN, 2002-2010
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Source: World Bank, World Development Indicators nlfoe database], World Bank,
http://databank.worldbank.org/ddp/home.@613.

In addition, structural adjustment funds to allosuctries and regions to adjust to increased
competition in the market place are not availabfe the required amounts. The Caribbean
Development Bank (CDB) and the recently-createdoBaan Development Fund (CDF) represent an
attempt to address this problem but they are nificintly endowed. CARICOM therefore remains
heavily reliant on aid for trade.

As most Caribbean countries have almost been fulyaned from official development
assistance, they have had to access commercial, @fen on unfavourable terms. Therefore access
to development financing remains an important intpedt to the restructuring that is necessary to
build competitiveness, especially for small and imexsized enterprises.

3. Climate change

Although the Caribbean has one of the lowest leeglgreenhouse gas emissions after Africa, it
suffers the effects of global warming more than ather region. Internationally, it is widely accegt
that small countries as those in the Caribbean miguficant and urgent assistance to adapt to
climate change. With low-lying coastal areas, thgion is prone to natural disasters. Caribbean
nations are particularly vulnerable to the effaftsea level rise (SLR) and extreme events duledtio t
relative isolation, small land size, concentratiafispopulation and infrastructure in coastal areas,
limited economic bases and climate-sensitive etesys (reefs, beaches, and mangroves), and limited
capacity for adaptation. Indeed, the Caribbearbkas ranked as one of the most high risk regions fo
fall-out from climate chang¥.

19 Inter-American Development Bankjlimate Change’s Impact on the Caribbean’s AbititySustain Tourism,

Natural Assets, and LivelihoodBechnical Notes, No. IDB-TN-238, 2011.
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4. Infrastructure

The Caribbean countries are relatively well-endowtth physical infrastructural capacity for ports
and runways. Access to improved water sourcesnsrglly regarded to be higher on average than
that of East Asia and the Pacific and Latin Amercal the Caribbean as a whole. Areas of core
infrastructural weakness lie in electricity, roaasd sanitation, where investment is low.

Transports costs are relatively high in the regimmstraining the expansion of intra- and
extra-regional trade. Even domestically, the transion of goods suffers from the poor conditidn o
existing roads, which are not properly maintainedniost Caribbean countries. This, combined with
inefficiencies such as port charges, renders imguoadt export costs particularly high in Belize, Hait
and Jamaicaln general, according to the World Bank 2008 DoBuginess Survey, the Logistics
Performance Indicator, which measures key dimessidrogistics for developing and industrialized
countries, indicates that the Dominican RepubligjtiHJamaica and Guyana are performing below
the Latin America and the Caribbean regional av&rag

TABLE 5
AIRFREIGHT AND SHIPPING COSTS

Transport - Airfreight costs ($) | Transport — Shigptosts ($)
Region To To To From From From To To To From From From NY
London Tokyo NY London Tokyo NY Rotterdam Yokohama NY Rotterdam Yokohama
Pacific 798 507 599 1419 1135 1018 2717 2139 32483577 2619 3448
Caribbean 598 844 360 630 1082 406 2213 3388 2972440 3707 3187
SSA 462 680 520 896 1822 1250 1617 1666 27061931 1822 3344
LA 696 966 579 781 1584 890 1502 1470 1581 1497 2038 1520
South Asia 387 362 430 667 996 769 1012 804 23331314 1281 2598
Rest Asia 709 413 683 1119 420 745 892 597 2742668 481 1976
OECD 446 686 527 485 1074 630 973 1260 2013 965 1521 2127

Source: L. Alan Winters and Pedro M. G. MartinsaBt#ful but Costly: Business Costs in Small Ecoresni
Economic Paper 67, London, Commonwealth Secretariat

Some Caribbean countries have been making stridesmproving the quality of
infrastructure. As a whole, however, public sersige the region remain below an acceptable level
and are not comparable with developing countriedh sas Mauritius, South Korea, Singapore, and
Taiwan.

5. Governance

Inefficiencies in governance continue to delay ittegration process.With the exception of the
CCJ, no other regional body has been endowed withfarm of supra-national decision-making
power. There is no executive authority at the neglidevel with the capacity to implement and
enforce decisions. The idea of converting CARICQOWhf a Secretariat to a Commission with some
executive authority, as recommended by the Ram@oahmission in 1992, has been debated for
twenty years, but is far from acceptance. Recetitly,proposal to set up a Permanent Committee of
Ambassadors to oversee implementation was adopte@ARRICOM Heads of Government but its
efficacy has been seriously questioned.

20 CARICOM established a Prime-Ministerial ExperbGp on Governance in early 2003.
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One of the major deficiencies that significantljeaf the regional integration process is the
absence of common legislative instruments such egsilations and directives. In CARICOM
Community decisions become law through a sepaegfislative or administrative decision by every
member state. This process is subject to signifidatays in implementation especially in a situatio
where efficient enforcement mechanisms are notaoep

In addition, effective governance has been stynigdhe inadequate funding of regional
institutions which rely heavily on donor supporheTavailability of such support over the last three
decades has weakened the commitment of regionarigments to finance their own institutions.
Another downside to this donor funding is the geshtion of institutions which have not brought any
noteworthy enhancement in the delivery of tangihlgputs.

E. The role of the emerging markets and “South-Sout  h”
cooperation

Among the emerging markets, Caribbean countrieg hamned especially to Brazil, Venezuela and
China. Brazil and Venezuela have been active imgg®mn and to some extent rivalling each other for
influence. Brazil has stepped up the opening ofoditic missions throughout the region and has
been offering a larger volume of financial and techl assistance to Caribbean states over the last
two decades, a significant part of which has beended on Guyana and Suriname. The CARICOM-
Brazil Commission recently elaborated a vast pnogne of collaboration in fields such as education,
agriculture and construction. Brazilian investmdiais also been seeking opportunities mainly in
natural resource areas such as energy and mining.

Venezuela’'s influence in the region has grown dicgtly due to its concessionary funding
of ail imports, especially to the oil dependentiBlean countries. Venezuela has now emerged as the
largest donor to Caribbean states based on itaikcessionary facility. PetroCaribe loans to
Caribbean countries have increased as the globddetarice of oil has climbed; credits grew from
US$1.17 billion in 2005 to approximately US$4.5ibit by 2010. This is the largest single source of
concessionary finance to Caribbean countries.

China has also been increasing its presence inregen through trade, credits and
investments, which have increased significantlgaitne 1990s. It has been active in providing many
loans with a strong grant element and labour fanstoiction, as well as investing in regional
minerals, tourism and agricultural industries l&kegar. The Chinese private and public sectors are
now more involved in the ownership of sugar prousttourist resorts and minerals. Direct flighas t
the region from Beijing are also underway in ameffo encourage Chinese tourism. By 2010, having
grown by 24 per cent annually for the precedingygars, trade between China and the Caribbean had
reached US$ 7.2 billion.

Alternative regional mechanisms and alliances offew sources of cooperation. In the
context of stagnation within Caribbean integratithe rise of wider regional cooperation and
integration schemes that go beyond the capacitgARICOM or any other regional mechanism to
deliver financial and technical resources, haseuasshift in alignment of some Caribbean countries
Two prominent regional cooperation organizationsctwthave been growing in significance are the
Union of South American Nations (UNASUR) and thdi®arian Alliance for the Americas (ALBA).

UNASUR was established in May 2008. Its main olpyects to integrate the entire South
American continent at the political, social, cudtiir economic, financial, environmental and
infrastructural level, by promoting regional coogtén in areas that facilitate development, such as
trade, infrastructure, energy, research, innovatechnological transfer and technological produrcti
It seeks to transform the South American contimeiat a major geopolitical actor that will make the
region a dynamic force in international relations.
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Two CARICOM countries based in South America, Gayand Suriname have ratified the
UNASUR Treaty. It is argued that CARICOM can bensinificantly from the presence of these two
members in UNASUR in the areas of trans-nationahey climate change and energy security,
provided that CARICOM appropriately reforms its gavance structure and develops a strategic
agenda. Whether Guyana and Suriname can act adge lretween UNASUR and CARICOM also
depends upon the evolution of geopolitical dynanicthe region and the role of other groupings,
including the newly formed Community of Latin Ameain and Caribbean States (CELAC).

As continental countries, Guyana and Suriname tekms have the potential to benefit from
improved regional infrastructure, environmental agament, and human security, not to mention the
much larger market for goods, services and investriteat UNASUR will offer?* As the north
eastern part of Brazil develops and attempts tgefarew links with Guyana and Suriname, it is
difficult to imagine the cost of non-participationUNASUR for the two countries.

As compared to UNASUR, ALBA challenges existing ree®@f cooperation and integration
in so far as it is heavily state-driven and seekaddress issues of poverty by laying more emphasis
on income distribution and the meeting of basicdse&LBA was specifically created by Venezuela
and Cuba in December 2004 as an alternative teriae Trade Area of the Americas (FTAA), which
was under construction at that time. The princilesvhich ALBA is founded are, inter alia, special
and differential treatment, energy and food segueihvironmental protection, preservation of cuwtur
identity and the vital role of communications anansportation. Significant concessional financing
has gone to social projects that relieve the podrfar the reduction of energy import costs.

The Caribbean countries that are ALBA members antigha and Barbuda, Cuba, Dominica,
and Saint Vincent and the Grenadines. Other membessEcuador, Venezuela, Bolivia, and
Nicaragua. Paraguay and Guatemala attended thsula@shit as observers. The CARICOM members
view ALBA as another source of diversifying thedrdign relations and reducing their dependence on
a few traditional partners.

Two key institutions in ALBA are the ALBA Caribe Rd and the ALBA Bank. The ALBA
Caribe Fund supports social programmes geareddicceepoverty and is based on the PetroCaribe
programme in so far as 25 per cent of the crudémgbrt bill is assigned to this fund. The ALBA
Bank (BALBA) was agreed between Bolivia, Cuba, Micga and Venezuela in June 2007 and
established in 2008. It is geared to promotinggragon and development as well as to reduce
poverty. It targets an authorized capital of US§ilBon and will start with subscribed capital oS3
1 billion.

Cooperation in health and education is also cetwrAlLBA. There are roughly 2,000 Cuban
scholarships per year for Venezuela and 5,000 Cufedical scholarships for Bolivia. Bolivia is
reportedly benefiting from 600 Cuban medical sgetsaand Venezuela has 15,000 Cuban medical
professionals working in its Barrio Adentro missidinder the programme Dominica sends over 100
students for training as doctors and nurses arathéss for other training.

Declining Official Development Assistance (ODA)thre wake of the crisis has led Caribbean
countries to diversify their sources of developmasgistance, most notably towards Venezuela and
China. Worldwide, ODA has been on the decline sit@ef? It moved from US$63 billion in 1991
to US$35 hillion in 1997, a 44 per cent decread2A@ the CARICOM, with the exception of Haiti,
which has received above average flows, amounted38 444.7 million in 1991. ODA flows
declined by 3.4 per cent on average between 1982@02, but has rebounded to grow by 14.8 per
cent from 2003 to 2010. As at 2010, ODA amountetd $$598.2 million. Nevertheless, indications
are that ODA has tapered off in the aftermath efdtobal crisis, and given the economic difficudtie

2L This market includes 400 million people and h&D¥P of approximately US$ 2.3 trillion.

22 p. pesmond Brunton, “Aid effectiveness in theillizean: Revisiting some old issues”, Staff WorkPaper no.
3/00, Caribbean Development Bank
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in major donor countries, it is uncertain whettrse flows will return to past levels in the mediom
even longer-term. Moreover, given scarce resoudi@rs are practising more careful Aid targeting,
which means that middle-income countries, suchhaset in the Caribbean, will not be a major
priority, as focus shifts to least developed ¢nas. In light of this trend, Caribbean countries/e
had to diversify their sources of development #sste and they have turned mainly to Venezuela
and China.

Venezuela has been the major donor to the regiothénlast five years. It started the
PetroCaribe Facility in 2005, which was an extemsibthe Caracas Energy Accord of 2001. This was
made available to 16 countries in the Greater ®agh and finances a portion of the value of imports
of crude oil from Venezuela according to a slideugle: 25 per cent of the value of imports at grice
of above US$30 per barrel; 30 per cent at aboved0$®r barrel; 40 per cent at above US$50 per
barrel; 50 per cent above US$100 per barrel Thanbal is payable over 25 years at 1 to 2 per cent
interest (different figures for the applicable &t rate are reported) and there is a grace pésiod
repayment of 2 years.

While it is difficult to put a figure on China’s sistance to the region, it should be noted that
China announced, in the Third China Caribbean Ewdmoand Trade Cooperation Forum in
September 2011, that it would provide US$1 billinrsoft loans to Caribbean countries to finance
infrastructure projects. China is also claimedawehprovided US$132 million to Caribbean countries
in aid and soft loans in the years leading up €2B07 Cricket World Cup.

F. Emerging development initiatives

1. Food Security

The high prices recorded during the crisis havggéied a search for greater food security in the
region. A number of policy measures have been gutdrd to improve food security. At the broad
level, CARICOM has developed a Food and Nutriti@e8ity Policy Implementation Strategy, but a
work plan is to be formulated. Oversight and Caaation of the policy strategy will take place a th
national and regional levels. The CARICOM Secratai$ charged with mobilizing resources for
capacity building, public education and advocaognsensus building, information for decision
making, and monitoring and evaluation.

The Food and Nutrition Strategy could ensure higioed production, better health and
nutrition. The response of Caribbean countriehatrégional level has been mainly under the Jagdeo
initiative which started earlier to boost investitsain the agricultural sector. Progress on thigative
has, however, been slow as the expected investrhamésnot been forthcoming.

Apart from these CARICOM initiatives, other regibmdforts in which Caribbean countries
are participating have been undertaken by ALBA #raLatin American and Caribbean Economic
System (SELA). ALBA efforts have focused on regiocaoperation initiatives such as the Grand
National Food initiative, which includes joint peats for agricultural production, food processing a
food distribution. ALBA now operates the Pescalbar@ National project, initially started by Cuba
and Venezuela, dedicated to tuna fishing and rdlativities. Other ALBA projects include the
establishment of a Food Bank and the creationnaftaork for regional food marketing.

2. Climate change

CARICOM, Caribbean countries and the Caribbean Conity Climate Change Centre (CCCCC)
have participated in a number of major regionajgmis designed to strengthen institutional, nationa

2 “Why is China spending billions in the CaribbeaR@ra Fieser, GlobalPost (Boston, MA, USA) Apri,2011.
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and human capacitié$The CCCCC has been working on a range of touristhc@imate change
initiatives®

In July 2009, the CARICOM Heads of Government (H@@ppted the Regional Framework
for Achieving Development Resilient to Climate CganThis document noted that over the last three
decades, the Caribbean region has suffered direcinalirect losses estimated at between US$ 700
million to US$ 3.3 billion due to natural disastassociated with extreme weather events. HOG also
mandated the CCCCC to develop a comprehensiveragitan for implementation of this strategy in
which priorities will be established and resporigibs allocated, in addition to an investment
program, a governance regime and a monitoring saldiation system.

It should be noted that CARICOM has always stressedmportance of a common regional
approach to address the threats and challengedinadite change and of the full and effective
participation of the region in the internationagjogations on climate change.

G. Recommendations

1. Measures to strengthen international competitive ness in CARICOM

« The outstanding gaps that need to be filled to boospetition in the region, including
developing competition policies; implementing cotitpen law and training of persons
to the new competition regime should be addressedmaatter of urgency.

« To enable a better functioning of competition pglithe primary focus at this time must
be on providing capacity building assistance tazgelSuriname, and the OECS to draft
and pass national competition legislation, and ghith Trinidad and Tobago to enforce
the legislation and establish national competitiathorities.

e Support should be sought for the CARICOM Competit@ommission (CCC) accelerate
the implementation of its activities, particularly its effort to harmonize Consumer
Protection Policy and to develop Caribbean Conipatiprocedures and rules in areas
such as the treatment of monopolies, mergers andisitions and other restrictive
business practices in the CSME.

2. Focus on enhancing the Framework conditions for full
implementation of the Single Market:

e Development and implementation of a sanitary angitgbanitary measures (SPS)
regime. The aim is to meet the new guidelines gehb WHO International Standards
and Accreditation in the area of food safety.

« Member States should attach greater priority toeth@ctment of new legislation as well
as assign the requisite technical and financiawess for the effective functioning of
Caribbean Public Health Agency (CARPHA).

24 The most important activities to date include NagibEnabling Activities supported by the U.N. Dexghent

Programme; the Caribbean Planning for AdaptatioiClimate Change project (1998-2001) supported ey th
Global Environment Facility; the Adaptation to Chite Change in the Caribbean project (2001-2004jchwh
helped establish the CCCCC in Belmopan, Belize; NMaénstreaming Adaptation to Climate Change project
(2003-2009), with Global Environment Facility (GHEpding through the World Bank; and the Impleméota

of Adaptation Measures in Coastal Zones projed®§2@011), with GEF funding.

One of which is providing an evidence-based apghoto the development and implementation of prakti
strategies to assist communities, the private seetiod national governments in building a sustdmand
climate-resilient tourism sector.

25
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The implementation of new dispute settlement meisha at the national and regional
levels as well as the provision of information e interests of consumers should also be
tackled with greater urgency.

3. Adopt the Draft Framework CSME Regional Integrat  ion Policy on

Government Procurement

National consultations with all member states an Ehmaft Framework CSME Regional
Integration Policy on Government Procurement needse completed and the policy to
be adopted by the Council for Trade and Economizelapment

The approval of this Government Procurement Prétslvould be backed by an adequate
dispute settlement mechanism and assistance wrcerember states lacking the funding
and the requisite skills for legislative reform aappropriate administrative practices
should also be provided.

4. Harmonize regional customs legislation

The region should harmonize its customs legislatind adopt appropriate measures for
the promotion and export of goods and servicedudirg effective trade information
systems and trade facilitation programmes.

The Single Administrative Document (SAD) for subsiism of customs declarations
needs to be urgently adopted as well as the sicgdiibn of Import and Export
Procedures and a framework to apply valuation phoess in accordance with Article VII
of the GATT (1994)

5. Empower the Caribbean Development Fund to combat regional

disparity

In an effort to deal with regional disparities andstrengthen the capacity of weaker members ® fac
up to the competition in the CSME the CDF, whictswaentioned earlier, should be better capitalised
to respond to the needs the less developed MendiEsS

6. Improve the business environment to attract inve stment

CARICOM countries need to enhance their capacitgti@act investment by improving
the business climate in areas such as doing bgsamesskill development;

In addition, the region needs to implement a Comitgumvestment Policy and a
CARICOM Investment Code to regulate of businessesiinore liberalized environment
as a matter of priority.

7. Adopt a strategic regional competitiveness polic y

In addition to promoting greater competition andmare effective single market,
CARICOM needs to adopt a strategic policy at thejiamal level regarding

competitiveness. Several areas such as clustgoimg,research and development, joint
marketing, training should be part of this new oegl strategy as well as the
identification of competitive areas.

Potential non-tourism services areas of opportutfityt should be further exploited
include off-shore banking, education, financialvegrs, energy services, entertainment,
transport, information services and telecommuroceti
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« A policy which promotes a competitive and sustai@agricultural sector is needed. The
implementation of the Community Agricultural Polig@AP) as well as improvement of
information, training, transport, storage, reseamtl development, financing, technology
transfer, risk management and marketing could iallevconstraints related to food
production and security and expand rural incomes.

e Given competition primarily from countries outsitlee region, the Caribbean should
develop a common tourism policy (investment, pgcifDI policy) to benefit from
synergies and to reduce the cost of marketing &met operations in the sector.

e The region needs to develop a modern strategy dosting competitiveness in tourism
through product differentiation (diversification darspecialization) and enhancing the
quality of service, given the decreasing marketestia the sectdf. Efforts to diversify
the tourism sector such as health, sports, mandéaritage tourism are needed.

e A regional harmonized regulatory, legal and polfcgmework for air and maritime
transport should be elaborated.

e Maritime assets should be expanded and moderniaegkr scale, specialized vessels
created; and seaports upgraded.

* At the same time small vessel and schooner servised for intra-regional trade in
agricultural and other products require supportthe form of training and other
assistance.

* A plan and programme for the efficient use and rgarmeent of regional air space are
also required. The question of strengthening safaty security should also be addressed
through technical assistance and training of ingpe@nd a regional safety management
system.

¢ Given the high dependence on and cost of imponbeds fin the Caribbean with the
exception of Trinidad and Tobago and Suriname, web&e alternative energy—solar,
geothermal, hydroelectricity has to be more adgfiyelrsued and interisland connectivity
through the provision of proper incentives showédpobomoted.

8. Develop a regional strategy for engagement with emerging markets

CARICOM should craft a clear strategy to integnatth emerging markets in the south to provide an
expanded market and to promote cooperation on ¢doyyy innovation and international
negotiations.

< Initiatives have been taken to develop new marketbto foster greater investment and
development assistance from the South. On the ediorfoont, a major noticeable shift is
the search for investment and markets especiallaiim America and Asia.

* Entry into organizations such as UNASUR which prtenoeew opportunities can bring
benefits to CARICOM itself. However, CARICOM neddsplan ahead to determine how
it can better leverage integration with these gitoggto promote regional development.

9. Develop climate change mitigation and adaptation strategies

Given the potential serious fall-out from climatenge, including economic, environment and social
impacts Caribbean countries need to include clinashnge mitigation and adaptation strategies in

% The market share of tourist arrivals of the Clae#n has slightly but steadily decreasing in regeats. According
to UN World Tourism Organization, tourist arrival 2011 in the region recorded 20.8 million whichsval per
cent of the total tourist arrivals in the world ngared to 2.6 per cent in 1990 and 2.4 per ce20@5.
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their development programmes, including a focuggymen energy and building a green economy.
Implementation of adaptation measures for such qu&p will require assistance from the
international community to strengthen both capesitis well as resources.

10. Develop a serious programme to achieve fiscala nd debt
sustainability in affected countries

The severe threat to growth and macro-economidlisgahat is posed by fiscal deficits and high deb
requires that affected countries develop robustesys for public expenditure management, revenue
administration and collection and to reduce thegdto contract debt.

H. Conclusion

The Caribbean is searching for a development miodeiprove upon the gains that it has made. This
model needs to create a harmonious balance betiveereed for competition to spur innovation and
new tradable products and services and the negekfoen regional integration.

A model of open regionalism is imperative since #oale and the type of competition
required to drive global competitiveness must Igrgeme from outside the integration scheme. The
region is therefore faced with the challenge ofuseging and blending regional and international
competition in doses that will make adjustment aibciacceptable. Caribbean countries have not yet
been able to find the right mix of regional andemfational competition to assist the restructuring
process and, as such, the current model has failsdur sufficient competition to drive productyit
growth and high value-added tradable services @asaisuch as telecommunications. In addition,
regional integration has been floundering due t@kveommitment to implement decisions that
promote a more integrated and dynamic regional etark

In order to boost its competitiveness on the regi@nd international markets, the region
needs a comprehensive competitiveness programnagstoproductivity and efficiency in its flagging
traditional agriculture, tourism and other sectarsd to search for new areas of comparative
advantage, including aspects of the creative imghsstA role for government will be required to
strengthen the business environment by improviegetise of doing business and, in some instances,
to nurture sectors with promise through selectetlistrial policies. As a complementary factor, in
order to add greater value to activities FDI musstbletter leveraged to harness technology and skill
transfers for the development of domestic capattitpugh education and training and for the
development of domestic capacity for R&D. At thensatime, the region will also need to strengthen
its competition policy framework, both to reducdi@ompetitive practices and to improve consumer
welfare.

Finally, the Caribbean must better leverage codjperaand integration arrangements with
emerging markets in the South such as Brazil, ladid China in order to benefit from technology
transfers and greater market access for its prediuna services. Cooperation in this area may a@&so b
essential for confronting the existential threatsetl by the region.
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