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CHAPTER I
 

EXECUTIVE SUMMARY
 



INTRODUCTION 

The Organisation of Eastern Caribbean States comprises the independent
island nations of Antigua & Barbuda, Dominica, Grenada, St. Kitts & Nevis, St. 
Lucia and St. Vincent & The Grenadines together with the Crown Colony of 
Montserrat. The islands range in size from the largest, Dominica, which is 290 
square miles to the smallest which is Montserrat at 39 square miles. 

The small size of the countries individually and cf the region as a whole 
presents unique challenges to the development of private sector activity.
USAID has been successful in the past in developing comprehensive programs
to address the private sector needs of the region. Even though some programs
have been flawed and others have failed, USAID is credited with significant
achievements especially in terms of the creation and strengthening of national 
and regional private sector organizations. These organizations have been 
instrumental in conducting valuable research and in providing emergent
businesses with access to missing resources, skills and finance. The private
sector organizations have begun to create a new awareness in the region of the 
role and functioning of the private sector and to address the very real problems
associated with the development of export earnings. USAID's programs have 
also resulted in more structured and coordinated activities aimed at attracting 
new foreign investment. 

The purpose of this report is to provide a sound basis for leveraging the 
successes of the past and carrying the development effort forward into the 
1990's. 

SECTORAL ANALYSIS 

Chapter IIdiscusses the recent performance of the principal private sector 
activities in the region which are tourism, agriculture and manufacturing. Whilst 
each of the countries has recorded steady growth in recent years, tourism has 
consistently grown at a faster pace than other sectors, even though it is not the 
largest contributor to total national income. With the exception of Antigua and 
Montserrat, agriculture continues to be a major force in the region's economy.
Although the rate of growth in agriculture matches that of total national income,
its contribution to national income has tended to decline as the economies 
diversify, particularly into tourism. Manufacturing is a relatively new sector to 
the region and contributes less to national income than either tourism or 
agriculture. The rate of growth in manufacturing has not kept pace with other 
sectors. 

BUSINESS CLIMATE PROFILES 

Chapter III provides the reader with some factual background to the business 
climate in each of the OECS countries. The data is not rigorous but 
complements the many published accounts (OECS Secretariat, CDB, 
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Caribbean/Central American Action etc) with some more succinct and unbiased
 
assessments.
 

CONSTRAINTS TO PRIVATE SECTOR DEVELOPMENT 

The results of more than 80 personal interviews with public and private sector
representatives are organized in chapter IV into an assessment of the
 
constraints facing future growth of the private sector.
 

Many problems and constraints face private sector development in the OECS
countries. They range from those which are common throughout the world ­
finance, collateral security, bad government policy - to those which are unique
to the West Indies - small scale, novelty of private enterprise experience, social 
structure. Key constraints relate to finance, the shortage of business and market
skills and the creation of an environment conducive to new investment (both
local and foreign) and to business development. 

The coi istraints identified are complex and interwoven so that they need to be
addressed comprehensively and simultaneously. 

RECOMMENDED STRATEGY 

Chapter V presents the recommended strategy for USAID's future private sector
development programs. The strategy is summarized in table I-1. The key
objectives are: 

Improve the general business and investment climate so that business
 
itself will establish priorities and determine what activities should be
 
developed, not the governments or international agencies. The
 
emergence of a robust business climate will serve to attract investment
 
(both local and foreign) far more effectively than contrived conditions.
 

Be flexible and responsive to changing circumstances by developing a
 
strategy which places emphasis on many small scale activities rather
 
than few large scale activities.
 

Develop a baseline strategy which can respond to changes in funding
 
levels.
 

The strategy for accomplishing these objectives are presented in terms of the
three major sectors of activity plus the services sector which acts in a
supporting role to the other sectors. In overall terms, the strategy statement 
runs as follows. 

The region possesses a natural comparative advantage in the tourism
 
sector which will be leveraged for its direct economic impacts in terms of
 
foreign exchange, national income and employment generation.
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Table I - 1 

USAID RDO/C- PRiVATE SECTOR STRATEGY 

....................................
 
, .:.
 

w Baseline strategy able IMPROVE GENERAL andOBJECTIVES to respond to changing responsive byfunding levels BUSINESS CLIMATE focussing on small 
scale activities 

mwcorwiviand ;6spone: 10 o 

TOURISM ARCLUEMANUFACTURING 
.. SERVICES 

STRATEGY 
Promote growth 

Promot, O~annes, of. seek walutlons to Morthor growth, Iq:Iit~. ~ r~~t-ad~ hqt:u~~Q
ifda'.pl faster: Imploenttion , ~ t-

PROGRAM TRAINING AND PUBLIC POLlCY
COMPONENTS TECHNICAL ASSISTANCE DIALOGUE INN 



" 	 As a result of promoting growth in the tourism sector, first level impactswill be felt in the services and agriculture sectors which stand to benefitfrom the expanded local market for direct consumption by visitors. This
impact wiil be strengthened as much as possible. 

" But 	agriculture and especially manufacturing must depend on otherprescriptions for growth than simply being carried along by growth intourism. Therefore, specific program components will provide the meansto address the many constraints to growth in these sectors which tourismalone will not resolve, particularly those constraints related to intra­regional trade within both the OECS and wider CARICOM. 

Therefore, the strategy for each sector is as follows. 

TOURISM 
The strategy will be to promote planned and accelerated growthfocussed on the accommodation sector but also paying attention to the
development of ancillary supports. 

AGRICULTURE 
The strategy is to encourage diversification into food crops by facilitating
the emergence of strong channels of distribution and to impose
discipline on the supply side. 

MANUFACTURING 
The strategy is to search for and to facilitate the implementation ofsolutions to the many constraints to the sector, and to facilitate the emergence or expansion of those ;ndustries which can be viableproducing products for direct consumption by an expanded visitor market
and an expanded accommodation sector. 

SERVICES 
The strategy for the service sector will be to simply monitor its growth inresponse to the other sectors and intervsne only if the response issosluggish that it begins to impact negatively on the growth of the other 
sectors, especially tourism. 

The objectives will be accomplished and the strategy implemented through abroad range of activities which are grouped under the headings of: 

" Public policy dialogue 

" 	 Training 

" 	 Finance 

Public policy dialogue will enable the public and private sectors to work 
together in search of solutions to many of the constraints imposed by the 
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prevailing business climate such as fiscal policy, freight facilitation, 'tourismdevelopment planning, investment promotion and gaps in enterprise financing.Training and technical assistance will continue and develop existing efforts toimprove the range of business and management skills in government and theprivate sector as well as the values and work skills of the labor force, whilesimultaneously enhancing the general understanding of the role andfunctioning of the private sector. In the area of finance, efforts will be made tomeet the need for equity and loan financing through the mobilization of localmoney into productive investment, enabling existing resources to be accessedby a broader range of businesses and developing new concepts for combating
the high perceived risk of new enterprise investment. 

The recommended strategy and activities to accomplish the objectives areneither especially new nor creative. They recognize that change in theconstraints takes time for consensus building and the acquisition of new skillsand new ways of thinking. A major change of direction would be inappropriateat this time when existing activities are beginning to take hold. Therecommended strategy is a solid conservative approach which emphasizes
consolidation, quality and impact rather than proposing an entire new 
approach. 
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CHAPTER II
 

SECTORAL ANALYSIS
 



INTRODUCTION 

This chapter provides an overview of the major components of the private sectorof the economies of the OECS countries, namely tourism, agriculture andmanufacturing. The economic impact of each of the sectors is shown, as well asa description of each sector in terms of general characteristics and trends. Thetreatment of each sector is not rigorous but provides the reader with a quick
background understanding of the performance of each sector. 
Table I1-1summarizes the GDP performance of the OECS countries in 1986. 

Table I1-1 
Summarv of GDP Performance 

ANT DM CRE MON= TK STL1986 total GDP at
factor cost incurrent (1)prices ($ECmil) $537.2 $243.5 $279.2 $88.6 $183.4 $426.6 $255.4 

Compound annual
 
rate of growth in

GDP 1980-86 (%) 13.1 9.2 8.9 9.0 10.0 8.3 11.7 

% contribution to GDP in 1986:-

Hotels & restaurants 15.1 1.5 6.7 4.2 4.5 6.8 2.2Agriculture 4.6 29.7 18.2 4.8 9.5 16.6 17.9Manufacturing 4.0 8.8 4.8 5.8 12.9 7.7 9.3Construction 9.4 5.1 8.4 8.0 9.1 7.5 9.2W/sale & retail 9.6 9.7 13.3 14.9 14.4 15.2 11.9Government servs. 16.7 22.4 20.3 9.3 22.6 21.6 20.1Other sectors 40.4 28.322.8 53.0 27.0 24.6 29.4 

(1)-1985 

ANT - Antigua and Barbuda STK -St. Kitts and Nevis
DOM - Dominica STL - St. Lucia
GRE - Grenada S'V - St. Vincent & The Grenadines 
MON - Montserrat 

Source: OECS Secretariat 

Insummary, the findings of this chapter are as follows. 

TOURISM has recorded significant growth in recent years and although itremainc secondary to agriculture in all countries except Antigua, it hasshown a higher growth rate than most other sectors in all countries. 
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AGRICULTURE has remained stable in all countries except Antiguawhere it has declined significantly. Agriculture continues to be a majorforce in the economies of the OECS but has not exhibited any significant
growth trend. 

MANUFACTURING is the weakest of the three sectors, being a relativelynew sector in all of the countries. The growth rate in manufacturing iswell below the overall rate of growth rn total GDP. 

TOURISM 

Over the last decade, tourism has increased in importance for the OECScountries as it has for most of the Caribbean region. In 1986 the "Hotels &restaurants" sector contributed 7.5% to the total GDP of the OECS region.Since 1983 this contribution has grown at a compound annual rate of 18.4%
compared with total GDP growth of 10.8% during the same period and it can be
expected to continue to grow. Tables 11-2 and 11-3 show the trend of GDP
 
contribution. 

Table 11-2Contribution to GDPby"Hotels & restaurants" 
in current dollars ($ EC mil) 

I8 1984 1I9M A 
Antigua and Barbuda $45.5 $58.7 $73.5 $81.0 21.2%Dominica 1.9 2.2 3.52.6 22.6%Grenada 9.2 11.7 15.3 18.8 26.9%Montserrat 3.0 3.2 3.7 4.2 11.9%St. Kitts and Nevis 44 5.2 6.1 8.3 23.6%St. Lucia 22.2 24.8 26.5 29.1 9.4%St. Vincent 4.5 4.6 5.0 5.6 7.6% 
Total contribution (OECS) $90.7 $110.4 $132.7 $150.5 18.4% 

Total GDP (OECS) $1,482.4 $1,646.3 $1,813.1 $2,013.9 10.8% 

Contribution as a % of Total 6.1% 6.7% 7.3% 7.5% 

CAGR = Compound annual growth rate 

Source: OECS Secretariat 
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Table 11-3
Contribution of "Hotels & restaurants" to GDP 

as a Dercentage of total GDP 

84MA 19 15 
Antigua and Barbuda 
Dominica 
Grenada 
Montserrat 
St. Kitts and Nevis 
St. Lucia 
St. Vincent and the Grenadines 

12.8% 
1.0% 
4.5% 
3.9% 
3.2% 
6.9% 
2.2% 

14.5% 
1.1% 
5.2% 
3.9% 
3.3% 
7.0% 
2.1% 

15.8% 
1.2% 
6.2% 
4.2% 
3.6% 
6.8% 
2.1% 

15.1% 
1.5% 
6.7% 
4.2% 
4.5% 
6.8% 
2.2% 

Total OECS 6.1% 6.7% 7.3% 7.5% 

Source: OECS Secretariat 

It must be recognized, however, that the income generation of hotels andrestaurants represent only a portion, albeit a large portion, of the total incomecontribution of tourism. Direct impacts in other sectors arise through visitorconsumption of goods and services such as water sports, ground tours andtransport, attractions and activities, souvenirs, duty free shopping and others.There is no accepted multiplier to determine the total contribution of tourism andany such multiplier would vary from country to country. However, CTRCestimates that in general in the Caribbean only 70% to 75% of total visitor 
expenditure relates to the hotel and restaurant sector. This implies thattourism's total contribution to GDP might be closer to 10%. Although this doesnot yet compare to the 14% contributed by agriculture, tourism currently offersan important and as yet only partially exploited opportunity for the economies of
the OECS. 

The picture at the regional level disguises some important differences betweenindividual countries. In Antigua tourism has already replaced agriculture as theleading sector of the economy. In fact the economy of Antigua rests almostexclusively on the success of its tourism sector as shown by its contribution tototal GDP of 15.1%, double that of any other OECS country. Conversely, inDominica and St. Vincent tourism contributes very little to GDP Dominica lacksbeach front sites for hotel development and this requires development of adifferent style of tourism product from the Caribbean model of sun and sand.There are, however, many beautiful inland areas and with carefully targetedmarketing campaigns, "green tourism" could be established. However,Dominica requires guidance and counsel on how to accomplish its goals in aregion in which its style of tourism will be almost unique. 

St. Vincent is more fortunately endowed but so far has not chosen to emphasizetourism in its development plans and is somewhat constrained by poor airaccess and inadequate air port facilities. In terms of growth since 1983, St. 
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Vincent should have been better placed than Dominica but in fact records one
of the lowest growth rates. 

Whilst St. Lucia's tourism sector contributes a slightly higher than average 6.8%of total GDP, it has experienced one of the lowest growth rates since 1983which, like St. Vincent, suggests that it may suffer not so much from inability togrow tourism but rather from a failure to emphasize tourism in its development
plans. 

Table 11-4 presents recent experience of foreign exchange earnings by thetourism sector in the region. This has increased consistently and by a rate of18.1% since 1980, and in 1987 reached US$ 411 million. The significance ofthis rate of growth is shown in table 11-5. The OECS has substantially increasedits market share of total Caribbean visitor expenditure from 3.6% in 1980 to
6.2% in 1987, a remarkable achievement. 

Table 11-4
Visitor Expenditure in current doglars (US$ million) 

M9 1.9.1 1M8 1_9.3 !984 1985 1986 1.987 CAGR 

Antigua and Barbuda 
Dominica 
Grenada 
Montserrat 
St. Kitts and Nevis 
St. Lucia 
St. Vincent &the Grenadines 

47 
2 

15 
4 

13 
33 
14 

49 
3 

17 
5 

16 
29 
15 

59 
4 

17 
6 

17 
32 
16 

77 
7 

19 
6 

19 
40 
17 

110 
9 

23 
7 

24 
42 
19 

133 
9 

32 
8 

31 
56 
23 

156 
11 
40 
8 

38 
73 
29 

P 
187 

13 
42 

9 
47 
78 
35 

% 
21.8 
30.7 
15.8 
12.3 
20.2 
13.1 
14.0 

Total 128 134 151 184 233 291 355 411 18.1 
Annual Growth(%) +4.7 +12.7 +21.9 +26.6 +24.9 +22.0 +15.8 

p - projected figures 
CAGR = Compound annual growth rate 

Source: Caribbean Tourism Research Centre 
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Table 11-5
 
Caribbean Market Share of Visitor Exn'3nditure (%.
 

Antigua and Barbuda 
Dominica 
Grenada 
Montserrat 
St. Kitts and Nevis 
St. Lucia 
St. Vincent 

Total 

p - projected figures 

p 

1.3 
0.1 
0.4 
0.1 
0.4 
0.9 
0.4 

1.3 
0.1 
0.4 
0.1 
0.4 
0.8 
0.4 

1.4 
0.1 
0.4 
0.1 
0.4 
0.8 
0.4 

1.8 
0.2 
0.4 
0.1 
0.4 
0.9 
0.4 

2.4 
0.2 
0.5 
0.2 
0.5 
0.9 
0.4 

2.6 
0.2 
0.6 
0.2 
0.6 
1.1 
0.5 

2.7 
0.2 
0.7 
0.1 
0.7 
1.3 
0.5 

2.8 
0.2 
0.6 
0.1 
0.7 
1.2 
0.5 

3.6 3.5 3.7 4.2 5.1 5.7 6.2 6.2 

Source: Caribbean Tourism Research Centre 

The ultimate impact of these foreign exchange earnings is subject to a numberof constraints and factors which diminish their magnitude and others which mayserve to enhance them. National income generation is equal to the grossreceipts multiplied by a multiplier factor which takes into account both theleakages of earnings out of the country and the linkages of tourism to othersectors of the economy. CTRC estimates that visitor expenditure accounts for
approximately 40% of national income. 

Stay over visitor arrivals have increased at a rate of 6.7 % annually between
1980 and 1987, from 324,000 in 1980 to an estimated 511,000 in 1987 (table11-6). During that period, declines were experienced in 1981 and 1982 at thetime of the world recession, but consistent increases have been recorded everyyear since then in each of the OECS countries. The compound annual growth
rate between 1983 and 1987 is 11.3%. 

As well, as shown in table 11-7, the OECS is growing, in terms of arrivals, at afaster pace than the rest of the Caribbean. The OECS has increased marketshare of stay over arrivals from 4.7% in 1980 to 5.3% in 1987. This increase in
market share is less than the increase in market share of total visitorexpenditure (3.6% to 6.2% in the same period) implying that the region hassucceeded in attracting a visitor who typically spends more than visitors to other
Caribbean countries. 

According to EIU (Econonist Intelligence Unit) forecasts, world travel isexpected to increase a a rate of 5.8% p.a. until 1991 and then at a rate of 4.4%in the years following. The experience of the wider Caribbean and of the OECSsuggests that the region stands to share at least the same forecast rate of
growth, and potentially substantially higher. 
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Table 11-6
 
Stay over Arrivals (thousands)
 

Antigua and Barbuda 
Dominica 
Grenada 
Montserrat 
St. Kitts and Nevis 
St. Lucia 
St. Vincent 

102 
14 
29 
16 
33 
80 
50 

100 
16 
25 
16 
36 
69 
45 

102 
19 
23 
15 
35 
70 
37 

117 
20 
33 
14 
34 
78 
38 

145 
22 
40 
16 
40 
86 
39 

156 
22 
52 
17 
46 
95 
42 

166 
24 
57 
16 
55 

112 
42 

p
*177 

27 
57 
17 
65 

123 
46 

% 
8.2 
9.8 

10.1 
0.9 

10.2 
6.3 

-1.2 

Total 324 307 301 333 338 429 472 511 6.7 

Annual Growth (%) -5.2 -2.0 10.6 16.5 10.6 10.0 8.3 

* - estimate 
p - projected figures
CAGR = Compound annual growth rate 
Source: Caribbean Tourism Research Centre 

Table 11-7 
Caribbean Market Share of Stay over Arrivals(%) 

p 

Antigua and Barbuda 1.5 1.5 1.5 1.6 1.9 2.0 2.0 *1.8Dominica 0.2 0.2 0.3 0.3 0.3 0.3 0.3 0.3Grenada 0.4 0.4 0.3 0.5 0.5 0.7 0.7 0.6Montserrat 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2St. Kitts and Nevis 0.5 0.5 0.5 0.5 0.5 0.6 0.6 0.7St. Lucia 1.2 1.0 1.0 1.1 1.1 1.2 1.3 1.3St. Vincent 0.7 0.7 0.5 0.5 0.5 0.5 0.5 0.5 

Total 4.7 4.6 4.3 4.6 5.1 5.4 5.6 5.3 
* - estimate 

p - projected figures 

Source: Caribbean Tourism Research Centre 

The two principal source markets for OECS stay over visitors are shown in table11-8 to be the USA and the Caribbean itself. The latter strength is due in part tothe selection of the OECS countries by other Caribbean nationals for vacationsclose to home, but also in large measure to commercial traffic. With the 
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exception of Antigua and St. Lucia, all of the countries have fewer than 2,000hotel rooms. As a result, commercial and diplomatic visitors to these countriesrepresent a much higher percentage than in countries with a larger room stock.In Antigua and St. Lucia, the dependence on the Caribbean market is thelowest. The theory is that as room stock and visitation grows, commercialCaribbean traffic remains stable and so becomes a less significant factor. 

Table 11-8
Stay over Arrivals by country of origin for 1987 (%) 

_2An .- Ezr bn.z
UKI CI 


Antigua and Barbuda 52.9 8.2 11.4 9.8 15.3 2.4Dominica 21.2 6.3 11.110.4 41.4 9.6Grenada 24.2 5.6 10.212.2 43.1 4.7Montserrat 39.4 9.8 8.8 2.7 32.9 6.4St. Kitts and Nevis 41.8 15.9 6.3 1.4 25.0 9.6St. Lucia 30.6 11.4 21.1 13.5 21.6 1.8St. Vincent and The Grenadines 28.0 8.8 12.1 10.9 38.2 2.0 

Source: Caribbean Tourism Research Centre 

Table 11-9 shows that the trend in stay over arrivals for the region as a whole isfor increasing reliance on the USA market and, to a lesser extent and morerecently with the decline in the US dollar, the UK and Europe markets.
Canada's performance has been unexceptional, perhaps due in part to a lack of
attention to the market in terms of marketing and promotion.
 

Table 11-9 

Market Mix for theQECS as a Region(%) 

1= iu j2 1983 j4 I= I= 1W7 
USA 29.1 27.8 28.7 33.0 37.0 35.8 37.9 38.5Canada 10.9 10.5 11.3 9.0 9.8 10.2 10.2 9.9UK 13.0 14.0 13.3 13.5 12.4 12.5 12.6 13.2Other Europe 12.0 10.6 9.6 8.0 8.9 3.2 7.7 9.5Caribbean 24.9 26.5 27.6 27.8 25.9 26.1 24.1 21.9Other 10.1 10.5 9.5 8.8 7.9 7.47.2 7.0 

Source: Caribbean Tourism Research Centre 

However, stay over arrival numbers should not be taken alone to measure thevalue of tourism and its trends. Length of stay and average expenditure are key 
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factors. Whilst expenditure levels have been explained previously, average
length of stay is shown in table 11-10. 

Table 11-10
 
Average Length of Stay in days
 

Antigua and Barbuda 7.5 7.2 7.0 7.0 7.0 n/a n/aDominica 7.8 8.2 8.2 9.5 10.7 11.9 10.9 
Grenada n/a n/a n/a 8.5 8.5 8.5 9.1Montserrat
St. Kitts and Nevis 8.0 7.5 8.0 8.1 8.0 8.1 n/a8.6 8.6 9.6 9.9 9.9 9.0 9.0St. Lucia 10.0 n/a n/a 10.2 10.4 10 n/aSt. Vincent & The Grenadines 7.0 9.0 8.0 n/a n/a 9.4 9.4 

Source: Caribbean Tourism Research Centre 

Although the information is rather sketchy, it does suggest that average length
of stay in the OECS has remained at a higher level than is typical of many other
Caribbean countries (Eahamas 
- 5.9 days, Puerto Rico - 3.0 days, Aruba - 7.0days). This may be taken in part as being due to the longer travel time requiredto reach the destinations which is a recognized factor in determining length ofstay. The best serviced country in terms of air access, Antigua, records theshortest average. Future growth in tourism visitation in the OECS is likely tocarry with it a reduction in length of stay, but since all increases are incremental,
the growth is still valuable. 

Like stay over arrivals, cruise passenger arrivals (table I1-11) declined duringthe recession years of 1981 to 1983 and have increasbd steadily andsignificantly since then. In 1987, cruise passenger arrivals were at a levelwhich was equal to stay over arrivals. Although cruise ship passengers do nothave as great an impact as stay over guests because of their short visits, theyare important in that they provide additional foreign exchange earnings andpresent a market opportunity to encourage their return as hotel guests. Also likestay over visitors, the OECS market share of Caribbean cruise traffic hasincreased steadily in recent years as shown in table 11-12. 
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Table I1-11
 

Cruise Passenoer Arrivals (thousands)
 

1M IM_1 M I 1982 IM IM IMiZ9 
Antigua and Barbuda 
Dominica 
Grenada 
Montserrat 
St. Kitts and Nevis 
St. Lucia 
St. Vincent 

127 
7 

146 
4 
6 

59 
33 

133 
6 

78 
5 

11 
19 
33 

67 
2 

62 
9 

11 
34 
29 

52 
6 

50 
4 

23 
33 
34 

67 
3 

34 
4 

34 
37 
64 

101 
7 

91 
7 

32 
55 
34 

122 
12 

114 
9 

27 
59 
38 

153 
12 

127 
10 
31 
84 
66 

2.7 
8.0 

-2.0 
14.0 
26.4 

5.2 
10.4 

Total 382 285 214 202 243 327 381 483 3.4 
Annual Growth -34.0 -33.2 -5.9 16.9 25.7 14.2 21.1 

Cruise passengers
as a % of total arrivals 54% 48% 42% 38% 39% 43% 45% 51% 
CAGR = Compound annual growth rate 

Source: Caribbean Tourism Research Centre 

Table 11-12ylarket Share of Cruise Passenger Arrivals (%) 

m 9.8a. 192 1 IM 98 1927!98 985 

Antigua and Barbuda 3.5 3.9 2.0 1.5 1.9 2.4 2.4 2.7Dominica 0.2 0.2 0.1 0.2 0.1 0.2 0.2Grenada 4.0 2.3 1.9 1.5 1.0 2.2 
0.2 

2.3 2.3Montserrat 0.1 0.1 0.3 0.1 0.1 0.2 0.2 0.2St. Kitts and Nevis 0.2 0.3 0.3 0.7 1.0 0.8 0.5 0.6St. Lucia 1.6 0.6 1.0 1.0 1.0 1.3 1.2 1.5St. Vincent 0.9 1.0 0.9 1.0 1.8 0.8 0.8 1.2 
Total 10.5 8.4 6.4 6.0 6.8 7.9 7.6 8.6 

Source: Caribbean Tourism Research Centre 

Tourist arrivals for the region vary significantly throughout the year (table 11-13),December to March being the high season, with another smaller peak occurringinJuly and August. This seasonality of the sector creates substantialmanagement arid financial difficulties for the hotel industry. Close to maximumoccupancies inthe high winter season are offset by very low occupancies inthesummer. Hotels often close for several weeks at a time and employees are laid 
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off. Even though closed, the high level of fixed charges which characterizes thehotel industry (amortization, interest etc) must still be covered. 

Table 11-13
Monthly Arrivals as aDercentaae of Annual arrivals 

(average for the years 1985-1987) 

I QM -Q i ONJanuary 10.4 6.9 8.5 10.4
February 10.7 10.4 6.9 9.2
March 11.3 7.8 8.1 10.3
April 9.7 7.2 7.3 8.5
May 7.2 6.8 5.9 8.5
June 6.0 7.1 6.8 7.3
July 8.2 8.5 11.2 8.0
August 7.4 13.3 15.9 8.9 
September 4.6 8.3 5.5 4.9 
October 6.2 7.1 5.8 5.4
November 8.3 7.3 7.1 6.6
December 10.0 9.2 11.1 12.1 

Source: Caribbean Tourism Research Centre 

STL STL QEGS
8.5 18.1 8.6 10.8 
8.6 15.8 7.9 10.3 
8.8 14.1 8.8 10.5 
8.7 10.4 7.6 9.0 
7.0 2.4 5.9 6.1 
7.0 2.7 11.4 6.4 
9.0 3.9 10.9 8.3 
8.8 2.3 9.9 8.5 
5.8 1.6 4.9 4.6 
6.2 6.2 5.7 6.1 
7.9 9.6 6.9 8.0 

13.7 12.9 11.5 11.4 

The peak summer months of July and August represent the time when nationalsliving abroad return during school summer vacations to visit their friends andrelatves. Many of these VFR travellers do not stay in commercial
accommodation establishments and although they do incur exp-nditure onother goods and services, the hotel industry does not benefit. 

The accommodation sector in the OECS is characterized by a few large,international hotels and many small hotels and guest houses. As table 11-14indicates, there are few hotels with over 100 rooms (only 28% of the totalnumber of hotels) and most of these are concentrated in the islands of Antiguaand St. Lucia. The 23% of room stock contained in hotels with over 100 roomsin St Kitts and in Grenada represents only I hotel on each island. Most of thetourism plant (number of properties rather than number of rooms) is locallyowned and often owner operated, although more recently there has been anincrease in foreign ownership especially in the larger properties. 

11-10
 



Table 11-14
Distribution of tourist accommodation by size (1987) 

Number of Percentage of 
rooms in hotels rooms in hotelswith 100+ rooms, with 100+ roomsAntigua and Barbuda 919 35 % 

Dominica 0 0
Grenada 
 186 23
Montserrat 0 0St. KJtts and Nevis 250 23St. Lucia 1,072 43St. Vincent and The Grenadines 0 0 

Total 2,427 28 % 

Source: Caribbean Tourism Research Centre 

As an indicator of investment in tourism, table 11-15 shows the increase in hotel room stock over the past 5 years. Combining these figures with construction 
costs, which for a hotel in the Caribbean range between US$50.000 andUS$100,000 per room, indicates that there has been substantial investment in
the tourism sector, especially in Antigua and St. Lucia. 

Table 11-15 
Number of rooms for tourist accommodation - 1987

(hotels. aDaiments andouesthouses) 

Antigua and Barbuda
Dominica 
Grenada 
Montserrat 
St. Kitts and Nevis 
St. Lucia 
St. Vincent and the Grenadines 

ni 
1,969

280 
588 
260 
706 

1,442 
527 

and Ba1r 
1,931 1,931 2,419

343 405 405 
578 600 643 
279 233 236 
707 780 1,100 

1,705 1,735 2,003 
695 987 985 

bud 
2,604

405 
822 
236 

1,100 
2,003 

985 

Total OECS 5,772 6,238 6,671 7,791 8,652 

% change 8.1% 6.9% 16.8% 11.1% 

* Estimate 

Source: Caribbean Tourism Research Centre 
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A concern that there is little US investment in tourism in the Caribbean wasraised by Mr. James Holtaway, director of USAID and, on enquiry, this view was,
shared by the Caribbean Hotel Association. The figures in table 11-16 were
obtained from the US Department of Commerce, Bureau of Economic Affairs
and show that investment in the region by US firms is, in fact, growing
substantially. As there is no comparison to investment from the rest of the world,
the proportion of total investment in the accommodation sector in the regionrepresented by these figures is unknown. Also, whilst money to financedevelopments may originate outside the USA, it is still possible that it
 
represents capital controlled by US .nterests.
 

Table 11-16U.S. Direct Investment Position Abroad in th, Lodging industry (US$ mil) 

M 91M !9M4 j98 M08 1M8
For selected Caribbean Countries (1) 22 14 26 60 68 88Total for all foreign investment 493 446 462 548 600 789 

(1) The countries covered include The Bahamas, Jamaica, Barbados, Aruba,

Dominican Republic, French West Indies and the OECS.
 

Source: US Department of Commerce 

Accurate statistics of employment in tourism are not available, so a quantitativeanalysis has not been possible. However, it is estimated that a hotel in theCaribbean employs between 0.9 and 1.1 persons per available room. Thus thenumber of jobs currently provided by the hotel sector in the OECS probablyapproximates 8,652 or roughly 4% of the labour force. To arrive at a figure fortourism as a whole, employment provided directly by all of the other tourismactivities (restaurants, tourist attractions, taxi serices, ground tour operators,shopping etc.) or supported by demand created by the tourism sector should be
considered. 

Reliable information on planned new accommodation projects is not available.However, there is activity in each of the islands with Antigua appearing to bewell in the lead. In St. Lucia, projects which would provide an additional 1,000rooms over the next 3 years are already being seriously promoted. InDominica, the Fort Young hotel reopens for the 1989 winter season afterrefurbishment and repair of hurricane damage. In Grenada, a number of newprojects totalling some 500+ rooms are on the drawing board but appear to bestalled due to delay in establishing financing plans. Three new projects in St.Kitts will provide an additional 800 rooms. Only in St. Vincent and Montserrat isthere no immediate evidence of now development in the pipeline. 
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AGRICULTURE 

All of the islands of the OECS have an agricultural tradition. The islands were
originally colonized and then fought over, changing hands many times,because of the waalth that their rich soils and generous climates promised. 

Agriculture is still one of the most dominant economic sectors in the OECS,contributing over 14% to the region's GDP in 1986 (table 11-17), althoughgrowing in recent years at a rate slightly below the growth rate for total GDRThe importance of the sector does vary among islands, however, as can beillustrated by a comparison between Dominica and Antigua. In Dominica,agriculture contributed almost 30% of the island's GDP ?or 1986, whilst inAntigua the contribution to GDP was only 4.6% (table 11-18). 

Table 11-17 

Contribution to GDP by agriculture in current dollars ($ EC mil) 

IM4 1 J9A 19 8 A 
Antigua 
Dominica 
Grenada 
Montserrat 
St. Kitts and Nevis 
St. Lucia 
St. Vincent 

21.8 
52.5 
41.3 

3.3 
16.2 
42.3 
35.5 

19.3 
56.8 
44.9 

4.0 
19.7 
46.2 
39.2 

23.2 
62.4 
44.2 

4.3 
17.0 
58.3 
44.1 

24.6 
72.3 
50.9 

4.8 
17.4 
70.7 
45.7 

4.1% 
11.3% 
7.2% 

13.3% 
2.4% 

18.7% 
8.8% 

Total contribution (OECS) 212.9 230.1 253.5 286.4 10.4% 

Total GDP (OECS) 1,482.4 1,646.3 1,813.1 2,013.9 10.8% 

Contribution as a % of Total 14.4% 14.0% 14.0% 14.2% 

Source: OECS Secretariat 
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Table 11-18Contribution of agriculture to GDP as a oercentaae of total GDP 

Antigua 6.1% 4.8% 5.0% 4.6%Dominica 29.0% 28.1% 28.2% 29.7%Grenada 20.2% 20.1% 18.0% 18.2%Montserrat 4.2% 4.7% 4.9% 4.8%St. Kitts and Nevis 11.9% 12.5% 10.2% 9.5%St. Lucia 13.1% 13.1% 15.0% 16.6%St. Vincent 17.4% 17.5% 18.6% 17.9% 

Total OECS 14.4% 14.0% 14.0% 14.2% 

Source: OECS Secretariat 

Dependence on agriculture has remained fairly stable, decreasing slightly from14.4% of total GDP in 1983 to 14.2% in 1986 (table 11-18). St. Lucia, Montserratand Dominica experienced the highest growth. 

There is little in the way of current employment statistics for the countries of theOECS. It is thought, however, that agriculture accounts for between 25% to40% of the region's economically active labour force. 

As is indicated in table 11-19, the main crop grown in the region is bananas.Other major crops include citrus and other fruit, coconut, cocoa and spices.Figures for the p-oduction of root crops and vegetables were not available for1984, althw,gh in 1982 production was 45,909 and 7,028 long tonsrespectively. Secause of the difficulty of collection of such figures, the accuracyof the table may be questionable, but it provides an aid to understanding the
agriculture sector in the region. 

Table 11-19
Agriculturalproduction for 1984 in theOECS (Montserratexcluded.kIn tons) 

1=
Banana 210,319 GRIE STK STL M623 34,354 13,971 49 129,570 31,752Citrus 20,711 0 14,997 03,435 1,724Coconut 11,003 1,238 2,291 
555 

441 0 8,271 4,696Plantain 7,185 0 1,379 523 2 3,393 1,988Other fruit 5,098 213 0 0 03,298 1,578Nutmeg 3,122 0 0 3,035 300 57Cocoa 3,042 0 439 2,492 0 111 0Ginger 422 32 0 8 0 252 130Coffee 
 194 0 153 0 
 5 36 0
 

Source: Canadian International Development Association 
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Most of the arable land in the OECS is broken into small plots. Table 11-20shows that 94% of the farms cultivate less than 10 acres of land. With theexception of St. Kitts, this is further complicated by the fact that many farms aredivided into several sub plots because of broken terrain. 

Table 11-20 

Number and size distribution of farms in the OECS 

Total Distribution of farms (%)Ea 1a 1-10Oac 10-50 > 50ac 
Antigua 
St. Kitts 
Dominica 
Grenada 
St. Lucia 
St. Vincent 

1,998 
2,036 
1,921 
5,959 
4,730 
3,032 

55 
58 
26 
49 
45 
43 

41 
38 
63 
47 
47 
54 

1 
1 
9 
3 
7 
3 

3 
3 
2 
1 
1 
0 

Total/Average 20,217 46 48 4 2 

Source: Canadian International Development Association 

The majority of farms in the OECS are owned by local farmers. Most farmershave a heritage of farming and many farms have been handed down throughseveral generations. This contributes to the small size of farms, because on afarmer's death, his farm is often divided and a portion bequeathed to each of his
children. 

With the exception of bananas and nutmeg, most agricultural produt;e is tradedwithin the region. The worldwide demand for nutmeg is supplied primarily byIndonesia and Grenada, Indonesia supplying 75%. Bananas, the mostimportant export crop of the OECS, are sold to the U.K. under preferential termswhich may be affected by the "Free" European market planned for 1992.Marketing cooperatives exist in ea,.h of the banana growing countries andthese are linked to a regional organization, WINBAN. These organizations
provide marketing and a range of other services including provision offertilizers, transfer of technology and transportation of fruit from rural depots to
the ports. 

MANUFACTURING 

Manufacturing is a relatively new sector in the OECS. The main industriescurrently existing in the OECS countries include apparel, chemicals, flour andanimal feed, aerated drinks, paint, electrical goods, cigarettes and coconutproducts including soap. There are also various assembly type operations 
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where all of the inputs, except for labor and power, are imported. With the
exception of these assembly type operations, which export finished goods to the
US under s807 of the US Tariff Schedule and similar schemes, the sectorprimarily produces goods for local consumption, with some o the larger
companies exporting to other islands in the Caribbean. 

Dependence on manufacturing in the region has actually declined slightly since
1983, when itcontributed 9.0% to GDP: in 1986 it only contributed 7.2%. St.Kitts has established the strongest track record in manufacturing in the region
with the highest growth rate (10.4%) approaching that of total GDP and the 
highest total contribution to GDP of 12.9% in 1986. 

Table 11-21Contribution to GDP by manufacturing in current dollars ($ EC m) 

Antigua and Barbuda 
Dominica 
Grenada 
Montserrat 
St. Kitts and Nevis 
St. Lucia 
St. Vincent 

Total contribution (OECS) 

Total GDP (OECS) 

1M,3 194 1985 1M8 CG 
17.6 
16.6 

19.3 
16.2 

20.3 
19.2 

21.5 
21.5 

6.9% 
9.0% 

10.5 9.8 12.5 13.3 8.2% 
5.3 

17.6 
5.6 

22.6 
5.1 

21.9 
6.5 

23.7 
7.0% 

10.4% 
30.2 31.1 33.0 34.0 4.0% 
21.3 27.7 26.3 23.7 3.6% 

119.1 132.3 138.3 144.2 6.6% 

$1,482.4 $1,646.3 $1,813.1 $2,013.9 10.8% 

Contribution as a % of Total 8.0% 8.0% 7.6% 7.2% 
Source: OECS Secretariat 

Table 11-22 
Contribution ofmanufacturing to GOPasa percentage of total GDP 

Antigua and Barbuda 
Dominica 
Grenada 
Montserrat 
St. Kitts and Nevis 
St. Lucia 
St. Vincent and the Grenadines 

Total OECS 

Source: OECS Secretariat 

4.9% 4.8% 4.4% 4.0% 
9.2% 8.0% 8.7% 8.8% 
5.1% 
6.9% 

4.4% 
6.7% 

5.1% 
5.8% 

4.8% 
5.8% 

12.9% 14.4% 13.2% 12.9% 
9.3% 8.8% 8.5% 7.7% 

10.4% 12.4% 11.1 % 9.3% 

8.0% 8.0% 7.6% 7.2% 
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CHAPTER III
 

BUSINESS CLIMATE PROFILES
 



ANTIGUA AND BARBUDA 

BUSINESS CLIMATE PROFILE 

INDUSTRIAL DEVELOPMENT POLICY - PRIORITY AREAS 

Tourism is the primary focus of government development plans. Other aspectsof the plan will include light manufacturing and agribusiness primarily insupport of the tourism and real estate development activities. 

Labor availability problems are a concern in the agriculture and manufacturingsectors. Antigua has many guest workers, particularly in the constructionsectors. There is little overall development planning, but government will

capitalize on any opportunity which presents itself.
 

COMPANY FORMATION REGULATIONS 

The process to form and register a company takes from 2-6 weeks and requiresa lawyer. The cost is in the region of EC$1,500 plus stamp duty based on 
capitalization. 

FOREIGN INVESTMENT INCENTIVES 

Exporters have preferential or duty free access to markets under Lome, CBI,
CARIBCAN and CARICOM. 

Manufacturing incentives include duty free import of equipment and rawmaterial for all companies qualifying for tax holidays. Tax holidays of from 10­
15 years are based on value added. 

Additional incentives may be provided for industries that provide significantforeign exchange earnings or high local value added. 

Hotels may qualify for a 5 year tax holiday providing exemption fromcorporation and dividend taxes as well as import duties on capital costs andoperating supplies. Also, the capital cost of the property can be amortized over a period of 5 years after the expiration of the tax holiday. 

Antigua has not signed a tax information exchange agreement with the US so as to gain access to Puerto Rico's s936 programs. 

EXPORT INCENTIVE PROGRAMS 

No specific programs. 
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FOREIGN EXCHANGE REGULATIONS - REPATRIATION OF PROFITS AND
DIVIDENDS 

Repatriation of all profits, dividends and imported capital for industries withforeign investment is allowed without restriction for approved enterprise. As anadditional incentive, the government often exempts foreign investors from the1% levy on outward transfers. Unless exempted, withholding taxes areimposed at 10% on payments of interest and 25% on royalties and 
management fees. 

Application must be made to repatriate, but it is usually not a difficult process

although it can take a fair amount of time.
 

CORPORATE AND PERSONAL TAXES
 

Corporations pay taxes at a flat rate of 40%
 

There are no personal taxes for citizens or foreigners. A property tax exists but 
is not thought to be high. 

IMPORT REGIME - DUTIES, TAXES, LICENSES, FREE ZONES 

Taxes on imports are not considered to be any worse than other OECScountries. Generally within the region, there are no import duties on CARICOMgoods. Consumption taxes are charged and vary from from country to country.Exemptions for exporters are not difficult to obtain from the government. 

Licenses are required for many imports, lists are provided by the Ministry of
 
Finance.
 

No export processing zone was discussed as being developed or planned. 

EXPORT REGIME - LICENSES
 

There are currently no government impositions causing any comments.
 

PRICE AND CREDIT CONTROLS
 

None discussed or discovered. 
 Local currency money supply no constraint tocredit, although in the past foreign exchange has occasionally been in shortsupply. US dollars are freely used within the economy and many prices are
posted in U.S dollars. 
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LABOR FORCE - SIZE, SKILL LEVEL AVAILABILITY, LITERACY 

Labor is becoming a constraint in Antigua, especially in agriculture andgarment industries. Total availab! work force is around 40,000 people. Workattitude is a major problem with r,i .ry people preferring the hotel sector even ifit means working only 6 months a year. Literacy is considered no problem. 

Highly skilled workers are in short supply, primarily due to the low wage scale.An example is the low pay offered to linesmen by the power company which 
can not recruit or retain skilled persons. 

COMPENSATION - MINIMUM WAGE, AVERAGE WAGES 

There is a minimum wage which is virtually ignored in that everyone is paidsubstantially higher. Average manufacturing wage is about $1.35 US per hour
with office staff around $2.50. 

LABOR UNIONS - PREVALENCE, FREQUENCY OF STRIKES, MAJOR 
UNIONS 

Labor unions exist but are not as strong as in other OECS countries. The majorunion is the Antigua Trades and Labour Union and the Antigua Workers Union. 

Strikes are relatively infrequent and there is an Industrial Court Act whichprescribes arbitration procedures. Labor relations are described as 
harmonious. 

ELECTRICITY - VOLTAGES, RELIABILITY, IMPROVEMENTS IN PROGRESS 

Power supply is irregular and availability is considered a major constraint.
Government is aware of the problem and planning for remedial action is at anearly stage. Backup generators exist in almost all establishments (there are noimport duties on generator sets). 100% of power is supplied from diesel.
Additional generating plant is needed as well as skilled personnel inmaintenance and transmission. Voltage is 110 or 220 volts at 60 cycles and 
costs about 13 cents US/kwh. 

COMMUNICATIONS 

Phones service is erratic and installation of new lines is difficult and the wait islengthy. International direct dialling is available. The phone system hasimproved in quality over the last few years, but continued improvement will be 
slow. 
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WATER AND WASTE DISPOSAL 

Water is clean and potable but in short supply during the dry season
(December through June). Most hotels and manufacturers have water storagecapacity on site. No common sewage treatment and disposal system currently
exists except in St. John's and this is considered inadequate. 

TRANSPORTATION - PORT FACILITIES, AIR AND SEA CONNECTIONS 

Port facilities at St. Johns are considered excellent. Container facilities existand drafts of up to 50 feet can be handled. The port provides good shelter
during storms. Sea connections to Puerto Rico are available twice a week
(containerized) and fairly good connections to Europe Canada and the USA 
are also available. 

Air connections are good both to the US and Europe and throughout the rest ofthe Caribbean. Antigua is home base and a major hub for the regional aircarrier LIAT. Air service is offered by American Airlines, Eastern, British
Airways, BWIA, Air Canada and Lufthansa. 

Air cargo is somewhat of a problem for shipping within the region, but betterthan most islands. Cargo to the US is no problem but the cost can run as high 
as $1/pound. 

BANKING SYSTEM 

Major banks include, Barclays, Royal Bank of Canada, The Bank of Nova
Scotia, Canadian Imperial Bank, Antigua Commercial Bank, Bank of Antigua,
the Swiss American National Bank of Antigua, and the Antigua Development
Bank. 

INDUSTRIAL ESTATES - FACILITIES AND AVAILABILITY 

Industrial estates are owned by the Industrial Development Board. Space isbuilt on demand rather than for inventory. Many consider the availability of 
space a major problem. Annual rent is currently $2.30 to 2.60 US/sq ft. There 
are 3 parks in Antigua 
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BUSINESS SUPPORT ORGANIZATIONS
 

Antigua Employers Federation 
Antigua Chamber of Commerce 
Manufacturers Association 
Antigua Hote! Association 
Industrial Development Board 
Antigua Development Bank 
National Development Foundation 
Antigua & Barbuda Development Bank 
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DOMINICA 

BUSINESS CLIMATE PROFILE 

INDUSTRIAL DEVELOPMENT POLICY - PRIOR!TY AREAS 

Government is intent upon pursuing a diversified economy with agribusiness asthe focus but which will include light manufacturing and tourism, Traditionalagriculture continues to dominate the economy, but non-traditional fruits andvegetables are growing in importance. The government is determined fortourism to play a larger role, but is limited due to infrastructure (airport facilities,400 visitor rooms). Labor availability problems are a concern in the agriculturesector. There is an overall development plan, but government will capitalize on any opportunity which presents itself. 

COMPANY FORMATION REGULATIONS 

The process to form and register a company takes from 2-4 weeks, requires a
lawyer and is meant to be fairly easy due to some changes in the laws
regarding regulation of companies. The cost is approximately EC$200 to
$1,500. One problem is legislation which passed in May defining any companythat had as little as one share owned by a foreigner or owned any shares in aforeign owned corporation as a foreign corporation. Any foreign corporationhas to get permission and licenses from the government to carry on many formsof business activity. No aspects of this legislation has been enforced as yet, butit is of concern to many businessmen in Dominica. This legislation is being
reviewed as almost all of Dominica's medium to large companies would 
now
be reclassified as foreign. 

FOREIGN INVESTMENT INCENTIVES 

Exporters have preferential or duty free access to markets under Lome, CBI,

CARIBCAN and CARICOM.
 

Manufacturing incentives include duty free import of equipment and rawmaterial for all companies qualifying for tax holidays, including hotels. The taxholiday provides exemption from corporation, income, dividend, sales andwithholding taxes as well as import duties on capital costs and operatingsupplies and exemption from import licensing. Tax holidays of from 10-15years are based on value added ( 50% or more is 15 years, 10-25% is 10years). Employers are allowed to pay 75% of the minimum wage for the first 6months of plant operation to offset the cost of training for labor. Government willconsider requests for training grants, but they are not automatic. 

A tax information exchange agreement exists with the US which allows access 
to the Puerto Rico 936 funds. 
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EXPORT INCENTIVE PROGRAMS
 

There are none at present, but government is studying a tax incentive scheme.
 

FOREIGN EXCHANGE REGULATIONS - REPATRIATION OF PROFITS AND 
DIVIDENDS 

Repatriation of all or a high proportion of profits for enclave industries is
allowed. Industries with foreign investment are allowed to repatriate but it is

encouraged to reinvest some profits back into Dominica.
 

Application must be made to repatriate, but it is usually not a difficult process
although it can take a fair amount of time. 
 Unless exempted, withholding tax isimposed at 15% on payments of interest and management fees. 

CORPORATE AND PERSONAL TAXES
 

Corporations pay a flat rate of 35% 
 There is no capital gains tax. A double
taxation treaty exists with the US.
 

Personal tax rates range up to 45% for iruomes over $19,000 US. 
 Property taxis 20% for vacant land and 5% for residential. Foreigners are subject to the
 
same tax.
 

IMPORT REGIME - DUTIES, TAXES, LICENSES, FREE ZONES 

Taxes on imports are not considered to be any worse than other OECScountries. Generally within the region, there are no import duties on CARICOM
goods. Consumption taxes are charged and vary from from country to country.
Exemptions for exporters are not difficult to obtain from the government. 

Licenses are required for many imports, lists are provided by the Ministry of
Finance. 

An industrial park is located near to Canefield and there are plans to establish an export processing in conjunction with it as well as a similar facility close to 
Melville Hall airport. 

EXPORT REGIME - LICENSES
 

There are currently no government impositions causing any comments.
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,,RICE AND CREDIT CONTROLS 

None discussed or discovered. Local currency money supply no constraint tocredit, although in the past foreign exchange has occasionally been in short 
supply. 

LABOR FORCE - SIZE, SKILL LEVEL AVAILABILITY, LITERACY 

Labor is becoming a constraint in Dominica, especially in agriculture. A
shortage of skilled repair and service personnel for all types of appliances,
machines, utilities etc. exists. Total available work force is around 40,000
people. 
 Work attitude is a problem as is keeping good personnel due to the
 ease with which they can leave. Literacy is considered no problem.
 

COMPENCJATION - AVERAGE WAGES 

Average manufacturing wage is about $1 UC per hour. Agriculture field hand is
about 80 cents US. 

LABOR UNIONS - PREVALENCE, FREQUENCY OF STRIKES, MAJOR
 
UNIONS
 

Labor unions are strong in Dominica. The major union is the Waterfront and
Allied Workers Union with 5000 members and the Dominica Amalgamated

Workers Union with 3500 members.
 

Strikes are relatively infrequent. 

ELECTRICITY - VOLTAGES, RELIABILITY, IMPROVEMENTS IN PROGRESS 

Power supply is fairly regular. Backup generators are not very common. 75%of power is supplied from hydroelectric with the balance from diesel. Additionalgenerating plant is being planned which will improve the reliability of thesystem, allow more widespread use of electricity and help to lower the cost (power averages around 12 cents US/kwh) Voltage is 220 volts at 50 cycles. 

COMMUNICATIONS 

All of the island is served by phone which is acceptable (6000 phones). Linkswith St. Lucia for external communications exist. International direct dialling is
available. 
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WATER AND WASTE DISPOSAL
 

Water is clean and reliable. No common sewage treatment and disposal
 
system currently exist.
 

TRANSPORTATION - PORT FACILITIES, AIR AND SEA CONNECTIONS 

Port facilities are adequate, existing at Roseau and Portsmouth. Containerfacilities exist and drafts of up to ,30 feet can be handled. No harbor exists toprotect ships from storms. Sea connections to Puerto Rico twice a week(containerized) and fairly good connections to the French islands exist. The
Geest boats provide some transport between islands. The government has

plans to upgrade port facilities so as to be able to handle more ships.
 

The 2 airports' lengths are a major problem with Melville Hall the longest at3500 feet. Plans to expand are being considered. Air service is a problem withLIAT providing the ma:or links to the other islands with 4-5 flights a day. Cargois provided by CARICARGO, Seagreen and Air Carib, mostly on a charter basis. 

BANKING SYSTEM 

Major banks include, Barclays, Royal Bank of Canada, Banque Franuaise
Commerciale, National Commercial and Development Bank and the Dominica
Agricultural, Industrial and Development Bank. 

INDUSTRIAL ESTATES - FACILITIES AND AVAILABILITY 

Industrial estates are owned by the government with space built on demand
rather than for inventory, although they claim to have 20,000 sq ft in reserve.

Many consider the availability of space a major problem. Annual rent i;currently $2 US/sq ft. There are a number of industrial parks with a tota of over 
100,000 sq ft. 

BUSINESS SUPPORT ORGANIZATIONS 

Chamber of Industry and Commerce 
Ministry of Finance, Economic Planning Unit 
Permanent Secretary for Industry, Agriculture ane Tourism 
National Development Foundation 
Industrial Development Corporation
Dominica Export and Import Agency
Agricultural, Industrial and Development Bank 
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GRENADA 

BUSINESS CLIMATE PROFILE 

INDUSTRIAL DEVELOPMENT POLICY - PRIORITY AREAS
 

Government objectives seem to be to expand all sectors of the economy.
There does not seem to be any prioritization of areas in the development policy.
In the tourism industry tha objective is to expand facilities that cater to up-market
visitors, and to develop :inkages between tourism and agri-ulture. In agriculture
it is to expand the traditional crops of nutmeg, cocoa and bananas as well as to
diversify into other food crops. In manufacturing it is the promotion of light,
"clean" industries that are labour intensive. 
 Although tourism was identified asa necessary area of development, the government appears more oriented
toward agriculture. 

COMPANY FORMATION REGULATIONS 

The formation of a company requires that documents of incorporation are filedwith the registrar. The preparation of these documents takes 2 to 3 weeks andactual registration takes 1 day. Cost of incorporation is approximately EC$450,and !egal fees for preparation of documents average EC$3,550 

FOREIGN INVESTMENT INCENTIVES 

Hotels and restaurants 
A 10 year tax holiday is available to hotels and restaurants. This providesexemptions from corporation tax, property tax, value added tax and tax on theimportation of both capital and operating items. Additionally, a hotel orrestaurant is exempt from having to obtain import licences for operating
supplies arid capital goods. 

Industry
Manufacturing companies are eligible for a 10 to 15 year tax holiday providingexemption from duties and taxes on importation of operating and capital items.The holiday also guaranteus a waiver of the Business Levy (see below), VAT(Value Added Tax) on raw materials and other taxes on company income. Thelength of the tax holiday depends on the value added locally by a company.Enclave enterprises or anterprises for which local value added is at least 50%are eligible for a 15 year holiday; enterprises for which local value added isbetween 25% and 50% are eligible for a 12 year holiday and enterprises forwhich local value added is between 10% and 25% are eligible for a 10 year
holiday. 
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Access to export markets under CBI, CARICOM, CARIBCAN and Lome arepossible. Also, a tax information exchange agreement was signed to provide
access to Puerto Rico s936 funds and projects. 

EXPORT li 2CENTIVE PROGRAMS 

None. 

FOREIGN EXCHANGE REGULATIONS - REPATRIATION OF PROFITS AND 
DIVIDENDS 

There are no restrictions on foreign exchange for the payment of principal andinterest on foreign borrowings, purchase of goods and services overseas orpayment of salaries to non nationals. There are also no restrictions onrepatriation of profits or payment of management fees and royalties, once allrelevant taxes have been remitted to Government. Applications must be madefor the purchase of all foreign exchange but generally, once sound business reasons are given, tnese are approved. There is, however, a foreign exchange
tax of 5%. 

CORPORATE TAXES 

Local companies are subject to a "business levy" which is equal to the greaterof 35.33 %of net profits or 2.5% of gross revenue. This levy has not, as yet,been collected from the agriculture sector, because of the resistance of thefarmers. Foreign companies are taxed at a rate of 35.33% of net profits. The2.5% of gross option does not apply since it is not compatible with tax systemsin other countries and therefore would render double taxation treatiesineffective. A US company, for example, would not be eligible for relief from a
levy on gross earnlngs. 

The Government also imposes indirect taxation in the form of VAT (Value AddedTax). A 20% VAT must be paid at the port for all imports, an additional 5% VATis due at the wholesale level and another 5% at the retail level. There is also a10% VAT which is imposed on all food and beverages served in hotels and 
restaurants as well as on hotel room rates. 

IMPORT REGIME - DUTIES, LICENCES 

Taxes on imports are not considered to be any worse than other OECScountries. Generally within the region, there are no import duties on CARICOMgoods. Value added tax of 20% is charged on CARICOM and extra-regionalgoods. An additional surcharge (10%) is imposed on extra regional goods.Licences are required for the importation of certain goods, but this is not
considered a serious issue by business. 
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EXPORT REGIME - LICENCES 

Ucences are required for the exportation of very few items and is not 
considered an issue. There are no export duties. 

PRICE AND CREDIT CONTROLS 

There are price controls on certain basic necessities. 

LABOUR FORCE - SIZE, SKILL LEVEL AVAILABILITY, LITERACY 
The unemployment rate is estimated to be 25%. The majority of the labour forceis unskilled. Many people have a very basic level of education and some are
uneducated. 

COMPENSATION - MINIMUM WAGE, AVERAGE WAGES 
The average wage for a hotel employee is EC$400 per month (US$148). Theaverage wage in manufacturing is EC$15 - $18 per day (US$6). The minimumdaily wage for agricultural workers is EC$15 for males and $13.50 for females. 
Compensation is very low, in fact, in some of the rural areas. The high cost oftransportation means the difference between employment and unemployment isquite small. One example is an employee in the manufacturing sector. Thisemployee earned EC$15 per day (approx. equal to US$5.50) and paid $4fortransportation and $3for lunch. He was then left with $8 from which NIS had tobe deducted. Additionally,a portion of of his salary had to be used to buy work
clothes and other things needed by members of the work force.
 

LABOR UNIONS - PREVALENCE, FREQUENCY OF STRIKES, MAJOR
UNIONS 

Labour unions were not mentioned as a concern except in the case of the seaport. The port workers are members of a very strong union which demandswages that are becoming prohibitive, especially with regard to overtime. 

ELECTRICITY - VOLTAGES, RELIABILITY, IMPROVEMENTS IN PROGRESS 
Electricity is generated using diesel. The current is220/240 Volt, 3 phase, 50Cycles. There are frequent power outages and many hotels install back up
generators. 
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COMMUNICATIONS 

The telephone system has the capacity to cater to the islands current needs.International direct aialling, however, is only available to some homes and
businesses. 

WATER AND WASTE DISPOSAL 

Rainfall in Grenada is enough to supply the island with water on a year roundbasis. However, the catchment areas and treatment plants are not adequateand the water becomes cloudy. Hotels often install backup facilities in order tohave clear water all year. 

TRANSPORTATION - PORT FACILITIES, AIR AND SEA CONNECTIONS 

Airport
Point Salines International Airport has a runway length of 9,000 feet. It currenlyaccommodates aircraft up to the size of a Boeing 747. It has night landingcapabilities but cannot 3ccommodate aircraft when visibility is poor. ThisAirport has replaced the older Grenville Airstrip which has a runway length of748 feet. There is also a small airfield on Grenada's island of Carriacou whichservices light aircraft. 

Direct air service is provided weekly to the UK (British Airways), 2 or 3 times perweek to New York and daily to Miami (BWIA). 

Sea Port - St. George's has a sheltered natural harbor with a maximum depth of28 feet. There is an 800 foot pier with berth space for 2 to 3 vessels. The porthas reasonab!y modern facilities but is too small to accommodate current levelsof traffic. In 1987 traffic averaged 96 ships per month, or 3 to 4 ships per day.The size of the pier also restricts the size of ship, arid goods must sometimes betransshipped in Barbados or St. Lucia. A great deal of cruise business hasbeen lost, because of the unacceptable situation where cruise liners often haveto wait on cargo ships. 

BANKING SYSTEM - MAJOR BANKS, RESTRICTIONS ON LOCAL 
BORROWING 

The banking system is quite modern with both international and local banks.The major banks are Barclays Bank, Bank of Nova Scotia, National CommercialBank, Grenada Bank of Commerce and the Cooperative Bank. 
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INDUSTRIAL ESTATES AND FREE ZONES - FACILITIES AND SPACE
 
AVAILABILITY
 

Frequente Industrial Park is the main industrial area. Factory space costs EC$7 per square foot according to the Grenada Development Bank. Currently there islittle factory space available and many consider this a major problem. Anotherindustrial park is planned in the north east near to Pearls Airport. It is planned
that the airport would be revived and used for cargo. 

BUSINESS SUPPORT ORGANIZATIONS 

Grenada industrial Development Corporation
Chambar of Industry and Commerce 
Development Bank 
National Development Foundation of Grenada 
Grenada Nutmeg Association 
Grenada Banana Cooperative Society
Grenada Cocoa Association 
Employers' Federation 
Hotel Association 
Grenada Marketing and National Importing Board 
Technical and Vocational Institute 
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MONTSERRAT 

BUSINESS CLIMATE PROFILE 

INDUSTRIAL DEVELOPMENT POLICY - PRIORITY AREAS 

Government is intent upon pursuing a diversified economy which includes theoffshore financial sector, agribusiness, light manufacturing and tourism.Tourism seems to have the priority but is limited due to infrastructure (airportfacilities, 200 visitor rooms). Labor availability problems are a concern in theother sectors. There is a plan, but government will capitalize on any opportunity
which presents itself. 

COMPANY FORMATION REGULATIONS 

The process to form and register a company takes about 3 weeks, requires alawyer and is fairly easy due to the fair number of offshore banks and finance
related companies that exist. Regulations have been changed in the last few
 years and are considerably easier than previously.
 

FOREIGN INVESTMENT INCENTIVES 

Exporters have preferential or duty free access to markets under Lome, CBI,

CARIBCAN and CAR,'COi.
 

Manufacturing incentives include duty free import of equipment and rawmaterial upon obtaining a license (it is not automatic with granting of taxholidays, but apparently not difficult to obtain). Tax holidays of from 10-15 years based on value added (50% or more is 15 years, 10-25% is 10 years).Government will consider requests for training grants, but they are not 
automatic. 

Hotels may qualify for a tax holiday up to 10 years providing exemption fromcorporation, income, dividend and withholding taxes as well as from import
duties on capital items and operating supplies. 

A tax information exchange agreement has not been signed with the US to
allow access to the Puerto Rico 936 funds. 

EXPORT INCENTIVE PROGRAMS 

Businesses not granted tax holidays are entitled to a tax rebate on extra-OECSexports of up to 50% on percentage of profits attributable to exports. 
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FOREIGN EXCHANGE REGULATIONS - REPATRIATION OF PROFITS AND
DIVIDENDS 

No restrictions exist on repatriation of dividends, profits and registered capital.Application must be made but it is usually a simple and speedy process.Unless exempted, withholding taxes are imposed at 15% on payments ofdividends and at 20% in the case of interest, royalties, management fees and
commissions. 

CORPORATE AND PERSONAL TAXES 

Corporations pay taxes at a flat rate of 40%, offshore companies are taxed at arate of 20% There is no capital gains tax. A double taxation treaty exists with 
the US. 

Personal taxes range up to 30% over $7500 US. Property tax is 20% for vacantland and 5% if developed. Foreigners are subject to the same tax. 

IMPORT REGIME - DUTIES, TAXES, LICENSES, FREE ZONES 

Duties are not considered to be any worse than other OECS countries.Exemptions for foreign investors are not difficult to obtain from the government.
Ucenses are not required for many things. 

No free zone space was discussed or is being currently considered by
government. 

EXPORT REGIME - LICENSES
 

No government impositions causing any comments.
 

PRICE AND CREDIT CONTROLS
 

None discussed or discovered. 
 Money supply no constraint to credit. 

LABOR FORCE - SIZE, SKILL LEVEL AVAILABIUTY, UTERACY 

Labor is a major constraint in Montserrat, especially in agriculture and garmentindustries. A tremendous shortage of skilled repair and service personnel forall types of appliances, machines, utilities etc exists. Total available work forceis under 6,000 people. 
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COMPENSATION - MINIMUM WAGE, AVERAGE WAGES 
There is no minimum wage. Average manufacturing wage is about $1 US per
hour. 

LABOR UNIONS - PREVALENCE, FREQUENCY OF STRIKES, MAJOR
 
UNIONS
 

Labor unions are strong in Montserrat. The major union is the Montserrat-AlliedWorkers Union with 980 members and the Montserrat Seaman's andWaterfront Workers Union with 120 members. The leading garmentmanufacturer was shut down in iarge part by strikes to its operations. Althoughthis may be an isolated incident upon which much attention is focussed due tothe small size of the country, other manufacturers indicate a higher level of concern than was evident in other OECS countries. 

ELECTRICITY - VOLTAGES, RELIABILITY, IMPROVEMENTS iN PROGRESS 
Power supply isfairly regular. Backup generators are not very common.
Voltage is 220 at 50 cycles. 

COMMUNICATIONS 

All of the island is served by phone which is considered good. International
direct dialling is available. 

WATER AND WASTE DISPOSAL 

Water is clean and reliable. No common sewage treatment and disposal
system exists. 

TRANSPORTATION - PORT FACILITIES, AIR AND SEA CONNECTIONS 

Port facilities are barely adequate. There is no harbor to protect ships fromstorms. There are sea connections to Puerto Rico twice a week (containerized)and fairly good connections to Antigua by island schooner. The airport is amajor problem at less than 4000 feet. Plans to expand being considered. Airservice is major problem with collapse of Montserrat Air Services. UAT is theonly scheduled carrier and it is considered unreliable by locals with little cargo
capacity. 
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BANKING SYSTEM 

Major banks include Barclays, Royal Bank of Canada, First American Bank,Bank of Montserrat and a building society. Foreign companies may borrow 
money from local institutions. 

INDUSTRIAL ESTATES - FACILITIES AND AVAILABILITY 

Industrial estates are owned by the government with space built on demandrather than for inventory. Many consider this a major problem. Annual rent iscurrently $140 US/sq ft. There is one industrial park close to Plymouth with a
total of around 100,000 sq ft. 

BUSINESS SUPPORT ORGANIZATIONS 

Chamber of Commerce 
Ministry of Finance, Economic Planning Unit 
Permanent Secretary for Development
Development Finance Corporation 
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ST KITTS AND NEVIS 

BUSINESS CLIMATE PROFILE 

INDUSTRIAL DEVELOPMENT POLICY - PRIORITY AREAS 

Government is intent upon pursuing a diversified economy with tourism as themajor growth area, but which will include light manufacturing and agribusiness.Traditional agriculture and trading continues to dominate the economy, but lightmanufacturing and electronic assembly are gaining in importance. Thegovernment plan is for tourism to play a larger role, but is limited due to suitablesites (which will change with the new south coast road). Labor availability

problems are a concern in the agriculture and garment sectors. There is an
overall development plan, but government will capitalize on any opportunity

which presents itself.
 

COMPANY FORMATION REGULATIONS 

The process to form and register a company takes from 2-4 weeks, requires a
lawyer and is meant to be fairly easy due to some chanqes in the laws

regarding regulation of companies.
 

FOREIGN INVESTMENT INCENTIVES 

Exporters have preferential or duty free access to markets under Lome, CBI,
CARIBCAN and CARICOM. 

Manufacturing incentives include duty free import of equipment and rawmaterial for all companies qualifying for tax holidays. Tax holidays of from 10­15 years are based on value added ( 50% or more is 15 years, 10-25% is 10years). Training programs are available for the electronics and garment
industry. 

Hotels can receive tax relief for ten years if they are over '10 rooms. The reliefextends to corporation, income and dividend taxes as well as import duties oncapital items and operating supplies. Similarly, duty free concessions for use inconstruction and equipping of the hotel are available. 

A tax information exchange agreement with the US has not been signed toallow access to the Puerto Rico 936 funds. 
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EXPORT INCENTIVE PROGRAMS 

At the end of the tax holiday period an export allowance is available forcompanies with export profits. This rebate of income taxes based on export
profits can be as much as 50% 

FOREIGN EXCHANGE REGULATIONS - REPATRIATION OF PROFITS AND 
DIVIDENDS 

Repatriation of all profits, dividends and imported capital for industries withforeign investment is allowed, but reinvestment of some profits back into St.

KAtts and Nevis is encouraged.
 

Application must be made to repatriate, but it is usually not a difficult process
although it can take a fair amount of time. 
 Unless exempted, withholding tax isimposed at 10% on payments of royalties and management fees. 

CORPORATE AND PERSONAL TAXES 

Corporations pay taxes at a flat rate of 50% There is no capital gains tax. 

There are no persona ta' es for citizens. Foreigners pay a tax of 30% Propertytax is based upon the acreage for vacant land and 5% of the annual rental
value for houses. Foreigners are subject to the same tax. 

IMPORT REGIME - DUTIES, TAXES, LICENSES, FREE ZONES 

Duties are not considered to be any worse than other OECS countries.
Exemptions for foreign investors are not difficult to obtain from the government. 

Licenses are required for many imports and lists are provided by the 
government. 

An export processing zone is being developed near the Golden Rock airport. 

EXPORT REGIME - LICENSES 

There are currently no government impositions causing any comments. 

PRICE AND CREDIT CONTROL3 

None discussed or discovered. Local currency money supply is no constraintto credit, although in the past foreign exchange has occasionally been in short 
supply. 
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LABOR FORCE -SIZE, SKILL LEVEL AVAILABILUTY, LITERACY 

Labor is becoming a constraint in St. Kitts and Nevis, especially in theagriculture and garment industries. Total available work force is around 20,000people. Keeping good personnel is a problem due to the ease with which theycan leave. Literacy is considered no problem, 

COMPENSATION - MINIMUM WAGE, AVERAGE WAGES 

There is a minimum wage which covers domestic servants and storeemployees only. Average manufacturing wage is about 90 cents US per hour. 

LABOR UNIONS - PREVALENCE, FREQUENCY OF STRIKES, MAJOR 
UNIONS 

Labor unions exist but are not as strong as in most other OECS countries. Themajor union is the St. Kitts and Nevis Trades and Labour Union with 2800 
members. 

Strikes are relatively infrequent. 

ELECTRICITY - VOLTAGES, REUABIUTY, IMPROVEMENTS INPROGRESS 

Power supply is fairly regular. Backup generators are not very common. 100%of power is supplied from diesel. Additional generating plant is needed as well
as skilled personnel in maintenance and transmission. Voltage is 220 volts at
50 cycles and costs about 13 cents US/kwh.
 

COMMUNICATIONS 

All of the island is served by phone which is of good quality (280C phones).Links with Antigua for external communications exist. International direct
dialling is available. 

WATER AND WASTE DISPOSAL 

Water is clean and reliable. No common sewage treatment and disposal
system currently exist. 
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TRANSPORTATION - PORT FACILITIES, AIR AND SEA CONNECTIONS 

Port facilities are considered good, existing at Basseterre. Container facilitiesexist and drafts of up to 30 feet can be handled. A roll-on, roll-off facility exists.
No harbor exists to protect ships from storms. Sea connections to Puerto Ricotwice a week (containerized) and fairly good connections to Antigua and St.
Maarten exist. Good shipping connections exist to Europe Canada and the 
USA. 

The Golden Rock airport is 8000 ft and the Nevis airport is 2500 ft. Air service isgood and improving with service from LIAT, Pan Am, American and BWIA. A
number of small carriers provide links to the other islands. Cargo is somewhat

of a problem, but better than most islands. 

BANKING SYSTEM 

Major banks include, Barclays, Royal Bank of Canada, The Bank of Nova
Scotia, St. Kitts-Nevis National Bank and the Development Bank of St. Kitts and 
Nevis. 

INDUSTRIAL ESTATES - FACILITIES AND AVAILABILITY 

Industrial estates are owned by the Development Bank with space built ondemand rather than for inventory, although they claim to have some space inreserve. Many consider the availability of space a major problem. Annual rentis currently $1.90 to 2.65 US/sq ft according to the Development Bank. There 
are 2 parks in St. Kitts and one in Nevis. 

BUSINESS SUPPORT ORGANIZATIONS 

St. Kitts and Nevis Employers Federation 
Chamber of Industry and Commerce 
Ministry of Finance, Economic Planning Division 
National Development Foundation 
Permanent Secretary, Ministry of Developme ,
Investment Promotion Agency
Development Bank of St. Kitts & Nevis 
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ST. LUCIA 

BUSINESS CLIMATE PROFILE 

INDUSTRIAL DEVELOPMENT POLICY - PRIORITY AREAS 

Government objectives appear to be agricultural diversification, tourism, smalland micro enterprise, s807 type assembly operations and data entry. There islittle overall development planning, but government will capitalize on any
opportunity which presents itself. 

COMPANY FORMATION REGULATIONS 

The process of registering a company tales approximately 2 weeks and thecosts depend on the amount of capitalization. Stamp duty ranges from EC$230to EC$2,000, while legal fees start at EC$1,500. Although it is not essential toemploy the services of a lawyer, usually one is used. 

FOREIGN INVESTMENT INCENTIVES 

Hotels - A 10 year tax holiday is offered providing exemption from corporate tax,dividend tax and import taxes on capital items for construction and majorredevelopment. Accelerated depreciation on buildings etc. is provided over a 7 
year write off period. 

Industry - A tax holiday varying from 10 to 15 years is offered depending on theamount of local value added. Enclave enterprises are granted the maximumholiday of 15 years. Duty free entry of machinery, equipment, raw materials andspare parts is also granted. For projects which do not qualify for a tax holiday,an export allowance is avai!able in ths form of a tax rebate ranging from 25% to50% of the tax on export profits depending on the proportion of export profits
compared to total profits. 

Exporters enjoy preferential and duty free access to export markets underpreferential trade agreements provided by CBI, CARIBCAN and Lome. Also,the prerequisite tax information exchange agreement has been signed toprovide access to Puerto Rico's s936 funds and projects, altho jh the
implementing legislation has not yet been passed. 

EXPORT INCENTIVE PROGRAMS 

For projects which do not -,lualify for a tax 1 .iday, an export allowance isavailable in the form of a tax rebate ranging from 25% to 50% of the tax onexport profits depending on the proportion of export profits compared to total 
profits. 
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FOREIGN EXCHANGE REGULATIONS - REPATRIATION OF PROFITS AND

DIVIDENDS
 

There is no restriction on repatriation of profits, purchase of goods overseas,payment of principal and interest on foreign borrowings and payment of salariesoverseas, other than the need for formal application which is normally expectedto be granted if there is a sound business reason. A 25% withholding taxapplies to purchase of services overseas, payment of management fees and
 
royalties.
 

CORPORATE AND PERSONAL TAXES 

Corporations pay tax on profits at the rate of 45%. There is no capital gains tax.Corporations can normally amortize buildings over 20 years and other
equipment over 5 to 10 years. Corporations pay tax on dividend income. 
 Thereis a proposal to reduce corporate tax to 35% as well as personal tax rates (from50% to 33.3%) and to increase indirect taxes. Whilst the process of increasing
indirect taxes has begun, direct taxes have not yet been reduced. 
Double tax agreements exist with USA, Canada, UK, Switzerland, Norway,

Sweden and Denmark.
 

IMPORT REGIME - DUTIES, TAXES, LICENSES, FREE ZONES 

Taxes on imports are not considered to be any worse than other OECScountries. Generally within the region, there are no import duties on CARICOM
goods. Consumption taxes are charged and vary from from country to country.
Consumption taxes are considered to be high as a result of the policy to
deemphasize direct tax in favour of indirect forms. Licensing is not consideredto present any obstacles to trade even though there are some negative listed
and controlled items. 
 The private sector does not express any concern thatimport licensing requirements and negative listing has imposed unacceptable
rastrictions on their activities. 

Free zone space is available at Hewanorra and Vieux Fort in the south of theisland close to the international air port. No special services are provided inindustrial parks. Land is more readily available than factory space. The St.Lucia National Development Corporation builds factory space to demand rather
than carrying an inventory. 

EXPORT REGIME - LICENSES 

None. 
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PRICE AND CREDIT CONTROLS 

There is almost no interference in the private sector by government. Price
controls apply only to a few items 
- mostly agriculture imports. Money supplypolicy has not been identified as being a constraint to availability of credit.Consumer credit is readily available and the banking system is liquid, sufferingmore from a dearth of bankable investment projects. 

LABOR FORCE - SIZE, SKILL LEVEL AVAILABILITY, LITERACY 

The labor force considered ample with an estimated 20% unemployment. St.Lucia has to be viewed as a dual language (English/Creole) situation. Lowskill, high volume employment opportunities (garments, data entry) seem tocater to females but have not been successful in significantly reducing male
unemployment. 

COMPENSATION - MINIMUM WAGE, AVERAGE WAGES, REDUNDANCY 
Labor costs are considered modest by regional standards. Average wage runsapproximately 900 per hour for unskilled labor and $1.80 per hour forexperienced labor. The statutory minimum wage is so low that nobody pays itcr even remembers what it is - infact the minimum wage rate ranges from EC$2to EC$9. Severance law provides for payment of such low compansation thatfew employers adopt the minimum. The law provides for compensation ofbetween one to three weeks pay depending on length of service (8 yearsservice is required for the three weeks entitlement) and the pay rate is the lowerof actual pay or a rate ranging from EC$1 00 to EC$300 again depending onlength of service (the $300 rate being available only to those with 8 yearsservice). After 8 years service, the maximum compensation provided by law is
therefore EC$900 (approx. US$333). 

LABOR UNIONS - PREVALENCE, FREQUENCY OF STRIKES, MAJOR 
UNIONS 

Labor relations are in good shape with no recent history of labor unrest, strikesor industrial disputes. Restrictive !abor practices are not generally imposed.Recent union wage negotiations have been settled amicably. 

ELECTRICITY - VOLTAGES, RELIABILITY, IMPROVEMENTS IN PROGRESS 
There are frequent power outages. Hotels install back up generators. Theisland's power is diesel generated and a new generator plant contract hasrecently been awarded. The island supply is 240 volt single phase, 416 volt
three phase, frequency of 50 hertz. 
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COMMUNICATIONS 

The island's telephone system has the capacity to serve 100% of the island'scurrent needs. International direct dialing is available to all consumers. A new
earth station is planned to support the data entry industry. 

WATER AND WASTE DISPOSAL 

Water supply becomes unreliable in the dry season. Hotels install back upstorage facilities. There is no common sewage treatment and disposal system.Surface water drainage problems in Castries are now being addressed. 

TRANSPORTATION - PORT FACILITIES, AIR AND SEA CONNECTIONS 

Vigie (Castries) - 5,700 ft. runway capable of handling aircraft up to an Avro -
night landing facilities available. 

Hewanorra (Vieux Fort) - 7,000 ft. runway capable of handling aircraft up to

Boeing 747 - night landing facilities available.
 

Pointe Seraphin cruise terminal is a popular success. Port services areinefficient but so far effective in meeting the island's immediate needs. Portcharges are lower than some regional ports and St. Lucia has picked uptransshipment business from Barbados due to its lower cost structure. 

Air cargo is a problem since there are no cargo-only flights, only spare capacityon scheduled service after passengers and baggage have first been 
accommodated. 

St. Lucia airports are currently served by BWIA (Miami daily, Toronto, Londonand Frankfurt twice weekly), American (Puerto Rico daily), British Airways
(London and Frankfurt 3 times weekly), Air Canada (Toronto once weekly), liat,
Air Antilles/Pegasus, and Gulf Air. 

BANKING SYSTEM - MAJOR BANKS, RESTRICTIONS ON LOCAL 
BORROWING 

Commercial banks are Bank of Nova Scotia - 2 branches, Barclays - 5,Canadian Imperial - 1, National Commercial - 2, Royal Bank of Canada - 2. 

Other financial institutions include the Housing Development Bank, St. Lucia
Cooperative Bank and St. Lucia Development Bank. 
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Foreign investors may borrow up to 50% of project capital locally subject to 
government approval. 

INDUSTRIAL ESTATES AND FREE ZONES - FACILITIES AND SPACE 
AVAILABILITY 

Fee zone space is available at Hewanorra and Vieux Fort. No special servicesare provided in the island's industrial parks. Land is more readily available
than factory space and many consider this a major problem. . The St. Lucia
National Development Corporation tends to build factory space to demandrather than to carry an inventory. Land at Vieux Fort costs approx EC$2.75 psf.Leases of land are available at 10% of the cost of the land p.a. 

BUSINESS SUPPORT ORGANIZATIONS 

Chamber of Commerce and Industry
Development Bank 
National Research and Development Foundation 
Banana Grower's Association 
Employers' Federation 
Hotel and Tourist Association 
Manufacturer's Association 
Marketing Board - gov't owned - agricultural produce
National Development Corporation 
Tourist Board 
Community College 
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ST VINCENT AND THE GRENADINES 

BUSINESS CLIMATE PROFILE 

INDUSTRIAL DEVELOPMENT POLICY - PRIORITY AREAS 

The Governments current objectives are to promote export-oriented production,
employment generating activities and import-substitution industries.Diversification of agriculture and expansion of manufacturing are key strategy
elements in the accomplishment of these objectives. 

COMPANY FORMATION REGULATIONS 

Incorporation requires that the Memorandum, Articles of Association and aStatutory Declaration of Compliance (which must be signed by a lawyer) arefiled with the registrar. The proce3s takes between 1 and 3 weeks. The cost ofincorporation is approximately EC$250 for EC$1 0,000 of authorized share
capital or EC$3,000 for EC$1,000,000. 

FOREIGN INVESTMENT INCENTIVES 

Hotels 
The tax holiday for hotels varies in length depending on the size of a hotel. A 5to 20 room hotel is eligible for a 10 year holiday, a 21 to 34 room hotel may begranted 12 years and a hotel with 35 rooms or more may be granted up to 15years. The holiday exempts hotels from corporation tax, dividend tax and importduties on capital items as well as certain operating goods. The hotel ispermitted to claim a capital allowance in respect of any capital expenditureincurred in order to earn income. Such capital allowances may be used tocreate or increase losses for tax purposes. Losses incurred during a holiday aswell as any unrelieved capital costs may be carried forwari and used against
profits earned after the tax holiday. 

Industry
Manufacturing companies are eligible for a tax holiday of between 10 and 15years which provides exemption from corporation tax. Dividends paid by acorporation enjoying a tax holiday are exempt from personal income taxes.Government may also grant duty free importation of capital and operating itemsfor the duration of a tax holiday. The length of a tax holiday depends on thecategory in which a business falls. Enterprises for which local value added is atleast 50%, enclave enterprises and capital intensive enterprises (where capitalinvestment is over US$9.25 mil) are eligible for a 15 year holiday; enterprisesfor which local value added is between 25% and 50% are eligible for a 12 yearholiday and enterprises for which local value added is between 10% and 25% 
are eligible for a 10 year holiday. 
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Preferential or duty free access to export markets under CBI, CARICOM,CARIBCAN and Lome is possible. A tax information exchange agreement hasnot been signed to provide access to Puerto Rico s936 funds and projects. 

EXPORT INCENTIVE PROGRAMS 

None. 

FOREIGN EXCHANGE REGULATIONS - REPATRIATION OF PROFITS AND

DIVIDENDS
 

There are no restrictions on foreign exchange for repatriation of profits, paymentof principal and interest on foreign borrowings, purchase of goods and services,or payment of management fees and royalties. Formal applications must bemade for the purchase of all foreign exchange but these are normally approvedonce a sound business reason is giver.. A 15% withholding tax applies toprofits repatriated (applicable only after the end of a tax holiday) and a 20 %
withholding tax applies to management fees and royalties.
 

CORPORATE TAXES 

Companies manufacturing goods for domestic and OECS markets are taxed ata rate of 35%; companies manufacturing goods for the CARICOM market aretaxed at a rate of 30%; companies manufacturing goods for the extra CARICOMmarket are taxed at a rate of 25% and all other companies are subject to tax at a 
rate of 45%. 

IMPORT REGIME - DUTIES, TAXES, LICENCES, FREE ZONES 

Import duties are comparable to the other East Caribbean Common Marketcountries. Licences are required to import certain goods into St. Vincent but this
is not considered an issue. 

EXPORT REGIME - LICENCES, DUTIES 

Licences are required to export most food items. licences are free of chargeand are just a formality. This is not considered an issue. There are, however,export duties on certain traditional agricultural items. Bananas, for example,attract a 3% tax. An exporter of coconuts is charged 50 per nut. 
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PRICE AND CREDIT CONTROLS 

There are price controls on certain basic food items, motor vehicle parts and 
medical supplies. This does not seem to be an issue however. 

LABOUR FORCE - SIZE, SKILL LEVEL AVAILABILITY, LITERACY 

Although a population census has not been carried out recently, it is estimatedthat the rate of unemployment is at least 20% and could be as high as 40%.The majority of the labour force is unskilled. Many people have a very basic
level of education and some are uneducated. 

COMPENSATION - MINIMUM WAGE, AVERAGE WAGES 

Compensation is very low. Minimum wage rates for industrial workers areEC$13.52 and EC$10.40 for males and females respectively. For agriculturalworkers corresponding wage rates are EC$10.40 and EC$7.80. These rateswere set in 1982, however and are generally lower than current rates. 

LABOR UNIONS - PREVALENCE, FREQUENCY OF STRIKES 

Labour unions are quite active and are involved in training and other programsto help in the development of the labor force. There is no legal compulsion foran enterprise to be unionized and there was no indication that unions pose aproblem in St. Vincent. About 30% of the work force is unionized. 

ELECTRICITY - VOLTAGES, RELIABILITY, IMPROVEMENTS IN PROGRESS 

Electricity is generated using diesel. The current is 240/400 Volt, 3 phase, 50Cycles. There are frequent power outages and many hotels install back upgenerators. Government is concerned with the reliability of supply and is trying
to correct !he problem. 

COMMUNICATIONS 

The telephone system covers most of the St. Vincent area and the larger islandsof the Grenadines. International direct dialling is only available to a limitednumber of subscribers, but work is currently in progress to provide all
subscribers with direct dialling capabilities. 
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WATER AND WASTE DISPOSAL 

St. Vincent has abundant rainfall and the water system adequately supplies the 
island's needs on a year round basis. 

TRANSPORTATION - PORT FACILITIES, AIR AND SEA CONNECTIONS 

Airport - The airport has a runway length of 4,650 feet and can accommodateaircraft up to the size of an Avro 748. The airport isserved by Liat and other

light aircraft.
 

Sea Port - Kingstown has a natural harbor. There is a 900 foot pier with berthspace for 2 to 3 vessels. The a maximum depth of the approach channel is 27feet. The size of the port, although small is able to handle the current level oftraffic, which at present is usually a maximum of 2 ships per day. The facilities 
at the port need upgrading, however. 

BANKING SYSTEM - MAJOR BANKS, RESTRICTIONS ON LOCAL
 
BORROWING
 

The banking system is quite modern with both international and local banks.
The major banks are Barclays Bank, Canadian Imperial Bank of Commerce,
Caribbean Banking Corporation, St. Vincent Cooperative Bank, Bank of Nova
Scotia, National Commercial Bank of St. Vincent and St. Vincent Agriculture

Credit and Loan Bank
 

INDUSTRIAL ESTATES AND FREE ZONES - FACILITIES AND SPACE
 
AVAILABILITY
 

Campden Park is the only industrial park. Factory space costs between
US$2.50 and $3 per square foot according to government sources, confirmed
by the Chamber of Commerce. Currently there is !ittle factory space availablebut there is also little demand for additional space. However, many considerthis a major problem. Another industrial park is planned on the windward side
of the island at Diamond. 

BUSINESS SUPPORT ORGANIZATIONS 

The Development Corporation 
Chamber of. Commerce 
National Development Foundation 
Banana Growers Association 
Employers' Federation 
Hotel Association 
Technical and Vocational Institute 
National Commercial Bank 
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CHAPTER IV
 

CONSTRAINTS TO PRIVATE SECTOR 
DEVELOPMENT 



INTRODUCTION 

Purpose 

This chapter identifies the conditions prevailiny inthe OECS countries whichare serving to inhibit or constrain growth inprivate sector activity. It providesknowledge of the issues and problems to which a successful private sectorstrategy should seek solutions and the manner inwhich the constraints willthemselves serve to influence the success or failure of particular components ofan action plan. Itfacilitates an understanding of how the various constraintsinteract with each other, how the impact of remedial action inone area isdependent upon action inanother and how areas for priority attention may bedetermined. This chapter also provides a framework for judging the relevanceand potential impact of existing and proposed new AID programs. 

Method 
This chapter has been compiled from the results of more than 80 personalinterviews conducted by Arthur Young with public and private sector
representatives throughout the OECS sub region. 
 Persons interviewed weredrawn from the commercial and development banking sectors, large, medium
and small size enterprises intourism, manufacturing and agribusiness, key
government ministries and departments and private sector organizations. It
also draws on the accumulated experience of the consultants who have livedand worked inthe region for more than a decade providing professional adviceand services to private investors and participating inthe business life of the
region. AID adopted this approach inorder that the description of constraints
and opportunities should be candid and informed, rather than perpetuate any
pre-conceived assessments or biases that might exist within AID or among
advisors not so personally attuned to the business environment and life of theregion. 

Results 
Many problems and constraints face private sector development inthe OECScountries. They range from those which are common throughout the world -finance, collateral security, bad government policy - to those which are uniqueto the West Indies - small scale, novelty of private enterprise experience, socialstructure. Key constraints relate to finance, the shortage of business and marketskills and the creation of an environment conducive to new investment (bothlocal and foreign) and to business development. 
Inview of the complex nature of the subject of this chapter, its findings arepresented ina sequence that facilitates an understanding of each topic bybuilding the picture in a methodical fashion. The sequence inwhich topics arepresented does not therefore indicate any order of assumed priority orimportance. To assist the reader incomprehending the range and relative 
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severity of constraints, the matrix in table IV-1 has been assembled. Thepurpose of the matrix is not to define all of the problems facing the privatesector, but to concisely describe those most frequently identified as significant
during the consultants' interviews. 

Description of chapter 

The remainder of this chapter expands upon the constraints outlined in thematrix in table IV-1. Although not rigorous in nature, the various points attemptto explain how and why the constraint is a constraint. A number of exampleshave been included where they are available and serve to illustrate the points.The description of constraints is gathered under the following major headings. 

* Constraints inherent in the general business environment. 

* Constraints to the expansion of local investment. 

* Constraints to the growth of foreign investment. 

* Constraints related to infrastructure and labor. 

• Constraints related to tourism, manufacturing and agriculture. 

• Constraints related to public policy. 

The discussion of the various constraints necessarily touches upon theopportunities which exist for private sector growth as well as the opportunitieswhich exist for growth to be achieved by eliminating or diminishing the impact ofthe constraints. In addition, the sectoral analysis presented in chapter IIdiscusses recent past performance and current growth trends and prospects inthe principal sectors of tourism, manufacturing and agriculture. Therefore aseparate treatment of opportunities is not provided in this chapter. Chapter Vpresents the consultants' recommendations for USAID interventions and a fullertreatment of opportunities to be derived from correction of constraints isprovided in that chapter in support of the recommendations. Finally, thischapter presents under a separate heading an assessment of comments madeto the consultants in respect of AID's approach to earlier private sectordevelopment programs and identifies actions which USAID might addressinternally in order to maximize the impact of its programs. 

GENERAL BUSINESS ENVIRONMENT 

The size of the markets and communities. 

The small size of the OECS markets and societies taken individually, and evenas a sub region, presents formidable constraints to private sector development.The small scale of OECS and even the wider CARICOM markets prevents the 
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Table IV-1 

MATRIX OF SIGNIFICANCE OF PRIVATE 
Constraint area Anti ua Dominica 

SCALE OF 1 = HARDLY SIGNIFICANT TO 5= VERY SIGNIFICANT 

GENERAL CONSTRAINTS 
Stigma of failure 4 5
Smal market size 5 5
Small society 3 3Complacency of large business 4 5Complacency of farmers 4 3Attitude to foreign investment 3 3Rationalisatior/modemisation of laws 2 22Strenqth ofprivate sector organisations 4 3 

SECTOR 

Grenada 

5 
5 
3 
5 
5 
3 
3 

2 

CONSTRAINTS 

l Montserrat St. Kitts 

5 5 
5 5 
4 4 
3 4 
4 3 
2 3 

3 
3 2 

I St. Lucia 

4 

5 
3 
4 
4 
3 
3 
3 

I St. Vincen 

5 

5 
3 
5 
5 
2 
3 
4 

BUSINESS SKILLSBasic management skills 
Middle management skills 
Senior management development 
Marketing & merchandising
Financial management 
Business planning 
Stratgicplanning 
Quality controlproduct design
Production/materials management 

5 
5 
4 
5 
3 
3 
5 
5 
4 

5 
5 
5 
5 
4 
4 
5 
5 
4 

j 

I 

5 
5 
5 
5 
5 
5 
5 
5 
4 

5 
5 
5 

4 
5 
5 
5 
5 

5 
5 
4 

3 
4 
5 
4 
4 

5 
5 
4 

4 
4 
4 
4 
4 

5 

5 
5 

5 
5 
4 

FINANCE 
Debtfinancing
EquiNenture capital 

Security of debt 
Bankable r°ects 

2 
4 
4 
3 
4 

3 
5 
4 
4-
5 

-
3 
5 
4 
4 
5 

3__2__2_3 
4 
4 
3 
4 4 

3 
3 
3 

u 

45 
4 
3 

4 
3 
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Table IV-1 

MATRIX OF SIGNIFICANCE OF PRIVATE SECTOR 
Constraint area F Antigua Dominica I Grenada 

SCALE OF 1 = HARDLY EAZGNIFICANT TO 5
=VERY SIGNIFICANT
 

INFRASTRUCTURE/TRANSPORTATION
E5xticky - availabiy3 


Electficky - cost 
 3 I 3
Water 3

4 1 
 3
Telecommunications -4 2 
 32
Roads 2 2 
 2
Air port 2 5 
 1
Seaport 1 4 
 4
Waste dis osal 3 3
Factory shel availability 3 

3 4 
 4
Air transport -availability 1 4 
 5
Air transport - cost 


Sea transport - availabiliy OECS/CARICOM 
3 
4 3 

3 3 


Sea transport - availabili extra-regional 3 3 
3 
3
Sea transport -cost 
 3 3 
 3 


LABOR

Work ethic 

Availability of unskilled labor 

4 4 5 

4 2 
 1
Availabilityof skilled labor 3 4 
 4
Cost 4 3 
 2
Education 3 3 
 3
Labor practices 2 2 
 2
Labor relations 2 3 
 2 


GOVERNMENT/PUBLIC POLICYInefficiency 4 4
Policies toward private sector 
4 


1 3 
 3
Understanding of private ector 3 4__4 3
Taxation 2 3 
 3

Incentives 3 3 


I 
3 

3

Rati__.ii-io 
of OECS trade 2 4 
 3 

Foeign exchange control 3 4
Touis planning'---Toursep omotion 
 3 4 
 4 


CONSTRAINTS 

Montserrat 

3 


3 

2 


3 

5 

3 

3 

3 

5 

4 

4 

3 

3 


4 

4 

3 

4 

3 

3 

3 


4 

3 

3 

3 

3 

2 


2 

3 


St. Kitts 

3 


3 

2 

3 

3 

3 

3 

3 

4 

2 

3 

4 

2 

3 


4 

4 

3 

3 

3 

2 

2 


4 

2 

3 

2 

3 


3 


3 

3
2
 

St. Lucia 

3 


3 

2 

2 

2 

2 

2 

3 

3 

2 

3 

3 

2 

3 


4 

2 

3 

2 

3 

2 

1 


4 

3 

4 

2 

3 


3 


2 


St. Vincent] 

3
 

3
 
1
 
3
 
4
 
5
 
2
 
3
 
4
 
5
 
3
 
3
 
3
 
3
 

5
 
1
 
4
 
2
 
3
 
2
 
1
 

4
 
4
 
4
 
3
 
3
 

3
 

3
 
3
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establishment of business activities that can compete with large scale extra­regional producers on the basis of intra regional markets only. The ability toexport both within the region and extra regionally becomes imperative tosustain almost every business activity other than personal services and microenterprises, not merely to generate foreign currency earnings. However, withthese small markets, the scale necessary to produce almost anything in a costeffective manner is difficult to accomplish and so exported goods tend to beuncompetitive (price, channels of distribution etc.) for enterprises initially
premised on the basis of regional or national markets.
 

Further, the OECS countries are very small ocieties. Personal and familyrelationships are closely woven and there is little of consequence that occurswithout rapidly becoming the subject of public knowledge and discussion.Perso,,alities and minor events assume enormous proportions. Personalopinions and actions as well as business activity come under the mostsearching scrutiny. Responsibility for an action that is rejected by the societybrands the individual for life in an environment from which there may be no escape short of emigration. 

Business decisions, and especially risk taking, are made against this
background. 
 The price of innovation and entrepreneurship is the risk of failure.Even in developed countries, the failure rate among new business start ups ishigh. The stigma of failure in the OECS communities is so great in terms ofstanding and respect in the community, that even (perhaps especially) the moststable and secure individuals tend to act only after extensive reflection andanalysis. Winners rapidly become heroes, but losers are shown I;,ttle mercy andmay not be allowed a second chance. The potential long term personalconsequences of business decisions distorts the "normal" operation of market
forces and commercial activity.
 

As well, in the relatively unsophisticated societies of the OECS, self
employment as a desirable and achievable goal is a new concept. 
 Peoples'understanding of the responsibilities, costs and benefits of private sectorenterprise is limited. The encouragement of private sector growth through theemergence of a substantial entrepreneurial class is a goal constrained by thetime required for new concepts and ways of thinking to be embraced and
become entrenched in society. 

The complacency of established enterprises. 

In each of the OECS countries, the business community is dominated by a smallnumber of relatively large, established companies, usually merchants. Theseestablished companies tend to be family owned and managed. They controlsignificant shares of capital and managerial resources and their owners tend tobe also the pillars of society. However, these companies have not been activein the development of non-traditional enterprises even though they arestrategically better equipped and positioned to do so than any other privatesector group. Their failure to venture away from traditional activities caused one 
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development banker in frustration to describe his country as "a nation of margingatherers". The reasons advanced for the lack of innovation are: 

New ventures would stretch limited management resources too thinlyand jeopardize even the established activities. (In at least one instance,this particular reasoning was even applied to joint venture prospects.) 

Shortage of available w'rking capital. 
Promotion of managers who are not family members would jeopardize
the family control and ownership. 

" Promotion of managers who are not family members or promotion of jointventure partnerships might expose "family secrets" and practices suchas those designed to shelter the family owners from taxation and toprovide other benefits of a non-commercial nature. 
* There is little motivation to enter ventures seen as unacceptably high riskwhen traditional activities are yielding a satisfactory income for theinvestors and management. One of the elements of risk is the adverseconsequences for social status and standing in the event of failure

discussed previously. 

Executives of these enterprises had no answer when asked directly if, with theirunused lines of credit and control of significant management resources as wellas political and private influence, they are unwilling to enter new ventures, whythen should anybody else take the risk. The apparent complacency of this
group points up the need to strengthen the private sector organizations of the
OECS so as to ensure that the small and micro enterprise sectors are fully
represented, are given a chance to grow and to have access to the training and
resources to allow them to enter new areas.
 

Even though there is some indication of these established companies
beginning to make new investment in relatively "safe" ventures such as real
estate, thay can not be regarded as a force for growth and diversification unlessthey can be motivated into doing so. A few companies are beginning to move inSt. Kitts (O.D. Brisbane & Sons, St. Kitts Trading & Development Co.), while St.Vincent Flour Mills is moving into shrimp farming. There is significant peerpressure among these enterprises which crosses national boundaries andwhich has the potential to generate a "follow the leader" effect if one or two ofthese enterprises can be persuaded to enter new ventures. 

Constraints to agricultural diversification 

With the exception of Antigua, each of the countries has a strong agriculturesector founded on traditional crops such as sugar (St. Kitts), bananas (Grenada,St. Lucia, St. Vincent and Dominica), nutmeg and cocoa (Grenada), coconuts 
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(Dominica), sea island cotton (Montserrat). In each case, the farmers have littlemotivation to diversify into "new" food crops for the following reasons. 
" They have a highly organized and guaranteed market for their produce 

and recognize no equally strong market in alternative crops. 

* They enjoy a guaranteed price for the crop. 

* They enjoy free agricultural extension and other advisory services. 

" They are provided with fertilizers and sprays. In St. Vincent andDominica, their banana crop is even sprayed by light aircraft. 
" They have generations of experience in growing and cultivating. 
" They are enioving substantial and stable incomes, sometimes (St. Lucia)complemented by tax exemptions not just on the income but also on

vehicles. 

In many ways, agricultural diversification is constrained by the samecomplacency which characterizes the established merchant class. The small
farmers who do grow food crops are also regarded as opportunistic and
undisciplined in terms of business dealings. There is more than one example ofa farmer or group of farmers who contracted to supply a food crop to a buyer,but sold to another at harvest time for a better price. In Dominica a smallpassion fruit industry has been trying to get off the ground for four years. Anumber of small farmers were convinced to raise passion fruit and guaranteed50 cents a pound. When the fruit was harvested, local hucksters were offering$1 and were sold the fruit. At the next harvest, the factory would not accept thefruit, the price dropped to 25 cents and the small farmers consider they have 
been wronged.
 

In Grenada, farmers were guaranteed $100 per bag for eddoes by a UK basedbuyer. At harvest time the local price rose to $120, the crop was sold elsewhereand the UK market folded. Subsequently, the market price dropped to $60 andfarmers returned to the UK buyer expecting the $100 price to be made available
again. 

The farming community tends also to distrust "middle men" who act asdistributors. The farmers will seek to circumvent the distributor and secure hismargin for themselves. This attitude tends to be driven by a lack ofunderstanding of the value provided by the distributor. The result is absence ofdiscipline on both the supply and demand sides resulting in a highly volatilemarket lurching from shortage to glut with price structures to match. Inthesecircumstances, the activities of public sector marketing corporations, whichshould serve to control imports to complement local supply and demand, in factoften contribute to the turmoil of the market. 
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The individuals who have diversified into vegetable and other crops often tendto be small farmers and those who are new to agriculture. Risk is perceived tobe high without all the supports in terms of inputs and markets enjoyed by thetraditional crops. The need to get some of the larger farmers involved in non­traditional crops as a way to give stability to supply and enforce some disciplinewas noted. The reasons given for the unreliability of the small farmer include alack of education about how markets work and how to practice business; thenewness of the concept of growing fruits and vegetables for sale rather than themore traditional kitchen gardens where some is sold and some is consumed bythe family; the lack of reliable and disciplined repeat markets where the cost offailure to keep to a contract would be sufficiently high to enforce compliance. 

The banking system. 

In all of the OECS countries without exception, the commercial banking systems
are highly liquid. With the exception of micro enterprises financed through theNDF's, the development banks have experienced slow growth in their portfoliosindicating that they also find difficulty in identifying new investment opportunitiesto absorb the available funds. The problem, say the bankers, is a dearth ofbankable projects and the reasons identified are as follows. 

Many entrepreneurs with a viable project do not possess the generalbusiness skills necessary to secure the confidence of the banking
community. While the project and business plan may be good, bankers
do not believe the manager has the requisite skills, experience or
discipline to make the project a success. 

* In particular, applicants for new venture loans are generally incapable of
preparing credible business plans or, if they have obtained professionalassistance in preparing a business plan, do not demonstrate the skills necessary to implement or comply with it. Some typical examples: 

In Grenada, one applicant presented a bank manager with an envelope
full of receipts and invoices to represent the proposed business plan. 

In another case, a loan was granted for construction of a 2 storey buildingto house a new restaurant business. On his return from vacation thebank manager discovered a 3 storey building in progress which hadbeen started on the entrepreneur's advice from a friend that it would be a more efficient and profitable use of the land. No consideration had been
given to the fact that there was only sufficient funding available for 2
storeys. The project failed as a result of too great a debt burden. 

Many projects have been convincing in terms of production capability
but the ability to undertake merchandising and marketing activities isabsent or extremely weak. Again, this reflects the weakness and limited 
range of management skills. 
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There is a general difficulty in identifying security for loans. In Dominica,for example, the development bank requires between 133% and 150%security on any loan. Even if that requirement can be met, it means thatthere is nothing left over to offer as security for a commercial bank loanfor working capital, the development bank typically taking a fixed andfloating charge over all of the enterprise's assets. 

The small size, or total absence, of a market for specialist equipmentoffered as security for some loan applications may result in the securityoffered being valued as worthless. 

Some bankers mentioned their experience with inappropriate prioritiesdemonstrated by their clients. Cash management skills being ratherweak, temporary positive cash flows might be very quickly used "topurchase luxuries such as expensive cars rather than to improvefinancial management with a $10,000 computer" or otherwise reinvestedin the future growth or financial stability of the enterprise. This is theresult of misplaced values or inability to plan for the future, but is notrelated to or encouraged by the tax structure. 

Whilst the difficulties faced by the banking community in approving new loans
are valid, the following criticisms are leveled against them.
 

* The commercial banks are accused of complacency in their reliance ontraditional short term consumer lending. They have little incentive tobecome involved in areas where they have less expertise. Theexceptions tend to be local banks with strong leadership and, perhaps, agreater depth of understanding of the personalities involved in a project("lend to the person, not the project" as one banker puts it). 

* The policies of the majority foreign owned banks are determined abroadwith sectoral portfolio targets and loan policies that are relatively
inflexible. One company executive in St. Lucia believes that it isessential for the chambers of commerce to prepare strategies forconsultation with the headquarters personnel of the banks since he sees no indication of any change occurring on the strength of the local 
management's authority. 

The fact of surplus liquidity coupled with the potential for increased competitionfrom other sources - CFSC, development banks - should tend to encourage thecommercial banks to liberalize their approach to portfolio management andproject evaluation, although there is precious little evidence of this happeningyet. Some banks have begun home mortgage !oans in recent years. This isseen as a major step away from the syndrome of "can't make long term loanswith short term deposits". Also, the credit guarantee program with the NDFmicro business sector should begin to introduce a whole new class of businessto the banks, many of whom will stay on as clients as they prove their
businesses. 
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EXPANSION OF LOCAL INVESTMENT. 

The conclusion is that, aside from motivating the established merchantbusinesses, the future for new local investment lies with individuals possessingsome special expertise or confidence in a business venture but unable toimplement their project from their own resources or within the constraints of theexisting business environment. Specifically, they lack business skills and 
access to the capital required. 

Business skills. 

The shortage of business skills presents one of the most formidable constraintsto private sector development in the rogion. This shortage exists to somedegree in almost all private sector enterprises in the OECS countries. Even thelarge established companies cite it as a reason for their unwillingness to enterinto new ventures. There is a universal call for more training opportunities at alllevels from youth training programs, to the business support services of theNDF's, to the executive seminars conducted for senior executives. Specifically,
the 	priority areas identified were as follows. 

Basic management skills. This is a priority area for micro enterprises. Aretailer of handicraft items and another of furniture found that themanufacturers would interrupt commercial orders to make some specialitems for a friend or family member. Micro entrepreneurs tend not toplace any value on their time, only on materials. 

* 	 Middle management skills. This is a priority to enable senior executivesof established enterprises to delegate routine functions and promoteconfidence in their ability to expand into non-traditional ventures. 
* 	 Senior management skills such as strategic planning to expand therange of vision of executives interms of what they might seek to

accomplish by leveraging their available resources. 

* 	 Merchandising and marketing. This was considered by all to be one ofthe single most significant and important constraints. Uttle innovation isshown in presenting even familiar products in new and exciting ways thatwill make them attractive to both the local market as well as tourists ifnotfor physical export. An example of what can be achieved is the CSR(Cane Spirit Rothschild) clear spirit produced in St. Kitts from sugarwhich is gaining acceptance as a "status drink" competing successfully inthat respect even with "Black Label" whiskies. 

* 	 Financial management and business planning. There is the problemhere that some businesses may resist proper record keeping becausethey find it convenient to muddy the waters of their business performanceso as to minimize exposure to tax liabilities and other regulatory 
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impositions. The danger is that in the process the business may have noaccurate measure of product or service costs, nor any basis fordemonstrating compliance with targets agreed with financial institutions. 

" Production and materials management. Scheduling of production runsand staffing to meet contractual obligations, avoiding stock outs of rawmaterials or finished goods and avoiding over-production are significantmanagement problems given the volatile markets for most manufacturedproducts and the uncertainties of shipping of both raw materials and
finished goods. 

" Product design and quality control are cited as weaknesses ofmanufactured goods. Small manufacturers especially tend to bemotivated by values that are not relevant to the market. A shop in St.Lucia selling locally made items to cruise ship passengers finds itimpossible to persuade the manufacturers to change product designeven marginally to better suit the demands of the buyers. Themanufacturers are unwilling to G-impromise their own design taste. 

Supplementing the skills of the entrepreneur with services provided through
NDF's, development banks ar other organizations and programs is only part
of the solution. Peace Corps volunteers and accounting firms (if affordable)may be able to provide invaluable temporary support, but bankable projects
need to demonstrate the ability to follow through on an ongoing basis.
need is for the entrepreneurs to acauire theskills themselves. 
The
 

Procrusteansolutions are unlikely to be effective. Didactic training has to be supplementedby follow up to enable the entrepreneurs to implement new concepts in their
 
own business settings.
 

Access to capital. 

Access to working capital is perhaps the single most significant financingconstraint. When it is possible to find the money for equipment by offering theequipr-ant itself as security, there is often nothing left over to support a furtherloan application. The new export credit guarantee scheme of the EastCaribbean Central Bank may make working capital more readily available forsome manufacturers, but few potential beneficiaries are yet either aware of orunderstand the value of the scheme or how to make use of it. In Dominica, theNDF, after months of trying, has finally obtained permission to set up a workingcapital fund, but with only US$50,000 it can only be regarded as an experiment. 
Outside of the established business houses, local investors lack equity andcollateral to support loan applications. The shortage of equity leads in somecases to cutting corners of projects, resulting in inefficient operations, inattentionto quality standards and long term competitive disadvantage. There is muchtalk, but little understanding, of venture capital which is hardly available to anew entrepreneur at all. People with cash are rarely willing to invest in anunproven concept or, worse yet, an unproven manager. Lack of equity both 
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thwarts new project development and also limits the wi!lingness of banks to
lend to a project. 

CFSC is not widely known and its more liberal approach to project financingmight benefit from greater publicity of its services and achievements, as well asfrom increased loan limits. Debt financing is also constrained by the inability toprepare and sustain credible business plans as previously discussed.Development banks tend to focus on new projects and start ups since theirpolicies and loan sources do not enable or encourage them to become involvedwith refinancing or debt consolidation options associated with potential
diversification or expansion of existing enterprises. 

The general constraint of shortage of equity and of loan capital is not directlyimpacted by tax or other government policies. There is the potential to utilizetax and other policies to encourage mobilization of savings into productiveinvestment, but there is no evidence that existing policies contrive to makeunproductive deposits more attractive. 

Stigma of failure. 

This constraint bears repeating because of its deterrent effect on mobilizinglocal investment in unproven enterprises. In the small communities of theOECS countries, it does not require the resources of a Dun & Bradstreet topermit the community to discover the credit history of any individual. Fear ofsocial rejection is compounded by concern for the welfare and security of family
when development banks or commercial banks demand personal guarantees
in support of 1,"cn applications. Unfortunately this most affects the medium size
businesses vi 
 .ch are the most capable of growth and expansion. The one manentrepreneur will likely still go forward as he often has little to lose in the eyes ofthe ccmmunity. It is those most capable who suffer most from this constraint. 

The role of micro/small enterprise. 

Micro enterprise is regarded by the commercial banks and more establishedbusinesses as politically expedient but as having very little real economicimpact; it is a means to an end rather than an end in itself. The NDF's areclearly enthusiastically committed to their clients - in St. Lucia more thanEC$1.3m has been disbursed since 1984 in 200 loans creating 1.8 jobs perloan. They perceive that by enabling a client to run a business, one of thegreatest accomplishments is the pride that it generates not only for the client butfor the family and circle of friends. It promotes self respect and the belief thatother ambitions, previously thought to be unrealistic, may also be achievable.In a society in which education has not yet succeeded in broadening the rangeof ambition and the vision of what can be achieved, this infusion of belief in theart of the possible is a significant accomplishment. 
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Micro enterprise also provides a relatively low risk opportunity for theentrepreneurs to acquire some basic business skills through practicalexperience. However, even the NDF's acknowledge the difficulty of graduatingtheir clients so that they can function without continuous subsidy. Significantexpansion of NDF activity depends 'n part on provision of factory space toaccommodate those enterprises whicn begin to grow as well as to facilitate thedelivery of mentoring and other business services. However, they acknowledgethat their clients can not afford to pay commercial rents for the facility. 
Whilst the NDF's are seen to be winners in helping businesses start, there are
few programs for ongoing small and medium sized businesses. This group
seems to fall into the cracks between the NDF's and CFSC, with many aspectsof the SEA/P seen to have little benefit to these companies. Part of this is due tolack of knowledge about SEA/P and the slow start up of some of its componentsand part due to the 25% cost sharing requirement by the company for obtainingtechnical assistance. It is felt to be too high by many people. 

There was a lack of understanding that business failure should be recognizedas a natural component of risk taking, innovation and entrepreneurship.
Development agencies should not prolong the process through subsidized
means. 
 This ties into the overall lack al understanding of the role andresponsibilities of private sector activities by large and small businesses, the
banks and governments. 

EXPANSION OF FOREIGN INVESTMENT 

Foreign investment in the OECS has typically consisted of the traditional form inwhich the foreign investor owns a controlling, usually 100%, interest in theventure. Whilst there are significant rewards to be derived from the furtherpromotion of foreign investment, it has had a mixed record in some countries,particularly the Leewards. This has left a bad taste which the governments mustcontinually seek to overcome. Accusations (true or false) leveled against
foreign investment include: 

* Foreigners are given privileges and concessions not available to localinvestors. In a similar vein, one local manufacturer in St. Lucia had beengranted fiscal incentives to produce appliances only to discover shortlyafterwards that a foreign investor was granted the same incentive for the same product in direct comoetition with him. The complaint is
"Everything for the foreigner, nothing for us". 

" Foreign investors are often better placed than local investors to producea competitively priced and higher quality product or service and arebetter equipped to bring it to market so that they appear to have an"unfair" advantage. 

Foreigners make poor corporate citizens, arriving suddenly anddemanding priority access to scarce resources, then leaving just as 
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suddenly when it suits them to do so, not always for what are deemedvalid reasons. The foreign investor who departs at the expiration of the 
tax holiday is a case in point. 

* Some loss of control to foreigners over internal economic activity createstension. The president of one chamber of commerce says in this regardthat "the region has been exporting its capital since Columbus". 

" Some foreigners are granted permission to establish a business in anapproved sector such as manufacturing and the investor then sets upanother business such as a retail or merchant enterprise in competition
with what locals consider to be activities reserved for them. 

Foreign enterprises are characterized as typically low tech businessesdesiL '9d to exploit low skilled labor and providing unattractive jobs at 
low rates. 

Low tech enterprises such as garments and electronics assembly areviewed as providing jobs mainly for females, only few opportunities being
provided for male employment. 

On the other hand, the advantages of foreign investment are also recognized.

These include:
 

* Larger scale investment than local investors could sustain. 

" Employment generation, foreign exchange earnings et,. 

" Technology and skills transfer. 

" Management skills training ground. 

• Demonstration effect for local investors. 

• Management expertise and marketing experience and access. 
InSt. Kitts, Montserrat and Antigua, the view was expressed that furthersignificant foreign investment in enclave industries such as garments could notbe sustained due to shortage of labor. Whilst there is not yet full employment,some unemployed would prefer to remain unemployed than to take the low skillemployment offered. There is already evidence of imported labor in somecountries. In scme cases, the countries are looking to change the role of foreigninvestment to "upgrading" the quality of employment by replacing existing lowtech industries with more attractive opportunities. However, there is noevidence of detailed planning to achieve this goal. 

Where foreign investment is sought, the promotion efforts are generally initiatedby governments rather than the private sector and have tended to focus on taxreliefs and preferential market access. Some arsembly operations attracted by 
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the preferential access to US markets provided by s807 of the US Tariff
Schedule have been successfully promoted. 
 In other cases, investmentpromotion efforts have not been uniformly successful. This may be due in partto the fact that tax reliefs, on which much emphasis is placed, probably do notplay a significant role in the foreign investment decision. 

A reassessment of the incentives offered to attract foreign investment appearsnecessary and the opportunity might be taken to rationalize the incentivesthroughout the OECS. The expressed need to compete for foreign investmentwith other countries (the rest of the Caricom region, the Dominican Republic, theFar East) must be tempered by consideration of the cost of that competition. 

Foreign investment promotion is currently government led and based on tax
reliefs and other concessions. 
 Instead, success with foreign investmentpromotion should rest on identifying and expanding the genuine advantages ofthe region as opposed to artificial concessions and on the correction of negativeperceptions on the part of potential investors (which can be created by the
regulatory activities of government). 
 It is seen by many that correcting thenegatives (bureaucracy, unreasonable tax rates, transportation constraints) andaccentuating the positives (nice place to live) will do more to attract foreigninvestment than will a whole set of legislated fiscal incentives. This aspect is

revisited in a later paragraph.
 

INFRASTRUCTURE AND LABOR 

Roads, water, electricity, communications, waste disposal. 

There is general acceptance of the status quo even though thereliability/availability of utilities is not considered ideal anywhere. The worstcase is Antigua, but even there it has not put much of a brake on economicactivity. In every country, back up electrical generators are considored normal,water tanks are common in hotels and people (both nationals and foreigninvestors after they have set up operations) are prepared to suffer with thephones. The high cost of electricity is viewed as a constraint throughout theregin. In most countries, the USAID road schemes have been effective butthere will soon be a need for maintenance. 

Any shortcomings in these areas are more likely to be of concern in attractingnew foreign investment than in encouraging local investment or in maintaining
existing business activity. 

Air and sea transport. 

Airport facilities are a major constraint in St. Vincent, Montserrat and Dominica,with small runways and few carriers. Dominica also suffers sea port facilityproblems. Elsewhere, problems are more related to capacity and stability ofsupply than to physical facilities at this time. 
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Sea transport of cargo between islands within the region is a far greaterconstraint than transport of cargo to destinations outside the region. WISCO (aregional public sector marine shipping company) suffers from competition witticarriers whose main business is carrying goods to North America and Europe.WISCO is also seen as expensive relative to the small schooners although itruns a more regular schedule. It is easier and cheaper to send sea cargo toPuerto Rico than it is to a destination within the region. Whilst containerizedcargo can be transshipped through Puerto Rico to another regional destination,it is much more difficult to accomplish with break bulk or perishable cargo. 
Although many large carriers (Geest, Hapag-Uoyd, Tecmarine, Bernuth etc)
pass through the islands, they primarily carry freight inand out of the region.
Geest will carry inter-island freight but does not stop at all islands, currently
does not carry other perishable products (fruits and vegetables) than the
bananas that are the primary reason for visiting the region and can be
expensive for non-containerized products. The inter-island schooners areconsidered costly and often do not run on regular schedules. An exceptionmight be the Stella S which runs from Dominica to Barbados carrying fruit and
vegetables. 

The development of St. Lucia as a transshipment point for extra-regional goodshas helped transport among the leeward islands. This business has beentaken away from Barbados almost solely on the basis of much lower port
charges. The result has been some more regional traffic as these extra­regional shipments are broken down for re-shipment elsewhere in the region.
 
CARICARGO (a public sector regional air cargo carrier), while offering lower
rates than other commercial airlines, suffers from tremendous inefficiency and
unbalanced routes. Southbound freight stacks up in Miami and New York whileplanes fly empty northbound. Maintenance and scheduling problems with the 2aircraft cause them to be very unreliable. No manufacturer spoken to will dealwith them, preferring to pay twice the price and ensure that the cargo gets to its
destination. 

Regional air freight suffers from the equipment used by the regional carrier LIATwhich maximizes passenger capacity at the expense of cargo. This creates adilemma inthat passenger capacity is essential for tourism in those countries(St. Vincent, Dominica, Montserrat) which are poorly served, ifat all, by othermajor destination carriers. LIAT appears to be operating close to capacity sothat cargo-only flights are difficult to accommodate. Any unscheduledmaintenance also places severe pressure on the scheduled flights. Mostelectronics manufacturers in Montserrat and Dominica charter planes forexporting products but it is considered expensive. 

Other commercial carriers primarily carry freight inand out of the region, but areconsidered expensive, up to US$1 per pound. These carriers also put a priorityon people and baggage so that freight sometimes is delayed, especially inthe
high tourist season. 
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In relation to both air and sea cargo as well as air passenger traffic, there is achicken and egg situation. Ifthere were greater demand, the carriers wouldrespond with increased supply to formerly unprofitable routes. However,investment in increased industrial activity and hotel development can not bewidely encouraged unless it is possible to demonstrate how to ship productsand receive visitors. This is particularly true for the small island freighters wheredemand for their services fluctuates widely. They are like the small farmers andwill normally go where demand is highest rather than stay with a disciplined
schedule. This creates problems for long term planning by manufacturers.
 

Factory space. 

Ready availability of factory space was cited by many people as a majorconstraint to attracting foreign investment. In all countries, construction offactory space has tended to be undertaken on d,-mand rather than to havespace inventoried for immediate occupancy. Only when immediate needs arefor space less than the economic size of a single factory shell is there a
temporary and small inventory. Specific examples were given in Dominica
(electronics) and Montserrat (garments) of foreign companies which wanted to
set up operations in 30 to 60 days to capture some rapidly emerging market
trend. 
 In both cases no space was available and both potential investorsmoved outside of the OECS region. It might be suggested that such investors
would close down just as rapidly when the perceived market advantage
dissipated, but they may also stay given a favorable investment climate. Theneed to have space readily availabie is emphasized repeatedly throughout the

region.
 

It is estimated, in Dominica for example, that the total time from beginning
negotiations to completion of a new factory shell is in the region of 12 to 18
months. 
 Much of this was due to the perceived difficulty of working with theCaribbean Development Bank to access funds under the Employment
Investment Program. 
 Both the length of time to negotiate the project and the
necessity of complying with standardized, but not necessarily appropriate,
construction methods affected the length of time to construct facilities. Ingeneral, rents for government owned factory space are charged at subsidizedrates, although there is no consistent regional policy or practice in this respect.As well, collection efforts are not always applied as rigorously as they would bein a commercial setting. Although there is no complaint about the cost of factoryspace (except in the micro sector), there is some concern that other countriesoutside the region are offering cheaper or even free space. 

Labor 

As regards cost, the state of labor relations and labor practices, there aregenerally only isolated complaints. Cost becomes a concern only in relation tothe region's competitiveness with other regions of the world. 
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While there is a general problem related to the availability of skilled labor and ofskills training opportunities, the availability of unskiiled labor produces mixed 
comments. 

Antigua - Shortage of unskilled labor and evidence of imported labor to fill lowquality positions. Some unemployed Antiguans would prefer to remainunemployed or seasonally employed in a "quality" job such as in the hotelindustry than to accept low quality employment offered in low te~ch industries or
agriculture. 

Dominica - Shortage of unskilled labor and a reluctance to accept employmentin agriculture (although self employment in agriculture is acceptable). 

Grenada, St. Lucia and St. Vincent - No shortage of unskilled labor but a
reluctance to accept employment in agriculture.
 

Montserrat and St. Kitts - Unskilled labor is in short supply, the absolute supplyof people being diminished by the continuing problem of emigration. 

The work ethic and attitude is of regional concern, but it is important tounderstand that the comment is related not to laziness or mischief, but rather tothe absence of work related training and values and the ability to applyknowledge to a variety of real life situations. In St. Lucia on banana cutting day,children are expected to help the family with the crop and do not attend school.
Such training must inevitably diminish the acquisition of values and discipline
appropriate to the work place. The USAID youth training program is seen as 
having been successful not only in political terms but also in that it producedpeople who could work, in terms both of functional skills as well as in their graspof behavior norms expected in a work place. However, school leaversgenerally have almost no idea about how businesses operate and there is aneed for morie business related curricula in the schools. 

Finally, dual language considerations apply where strong dialect is spoken andespecially in St. Lucia where Creole is a mother tongue. 

SECTOR SPECIFIC CONSTRAINTS 

Constraints related to tourism 

There is general acceptance that tourism has a major role to play in economicdevelopment. This enthusiasm is qualified in Dominica by the recognition thatits natural resources require that it develop a particular style of tourism in quitesharp contrast to the typical Caribbean sun and sand model. With the possibleexception of Antigua, every country qualifies their commitment to tourism withthe determination to pursue diversified economies. 
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Tourism offers potential rewards in terms of employment, foreign exchangeearnings, national income and government revenues. Achievement of therewards depends upon finding solutions to a number of constraining factors. 

Growth of tourism traffic depends upon expansion of the accommodationsector. Since that expansion requires large amounts of capital, it is likelyto depend primarily upon foreign investment for the attraction of which asuccessful and reliable recipe has yet to emerge. 

" Growth of tourism traffic also depends upon the creation of demandthrough comprehensive marketing and promotional efforts, which mustbe supported by sufficient volume of air traffic to the country. This in turndepends upon adequate airport facilities as well as frequent scheduledair service to the major market areas for Caribbean tourism - the USA,Canada, UK and Europe. A number of OECS countries do not yet enjoy
these facilities. 

" Delivery of an acceptable tourism product depends on the availability ofa comprehensive infrastructure - potable water, telecommunications,electricity and waste disposal for the protection of the environment.Whilst infrastructure may be adequate though not ideal for presentdemands, substantial growth in the accommodation sector places verylarge incremental demands on the resources which they may not be ableto meet from current expansion plans. 

* The extent of the economic benefits of tourism development dependsupon the degree to which the foreign exchange earnings can be remittedto and retained in the country and leakages minimized. This impliesmaximizing linkages to other economic sectors especially industry andagriculture. There is no consensus, however, as to how the linkagesbetween tourism and other sectors can be strengthened. Based on theexperience of more touristically developed Caribbean countries, tourismrelated services which require less organization, expertise, capital andother resources to establish, such as water sports, handicrafts,restaurants, taxis, ground tours etc., commonly develop from localinvestment without the requirement of significant support andencouragement once the demand from visitors is established. 

The capital required to create a single job in ths accommodation sector isextremely high compared with other sectors such as manufacturing. Theabsence of a comprehensive plan to justify and support the expenditure ofsignificant leyels of capital in tourism ventures is a major constraint to grovith ofthe sector. There is no clear position in respect of the future strategy for tourismdevelopment in the different countries. A pre-requisite for tourism developmentis tourism master planning at the national and even regional level which mustaddress issues such as: 

* Project identification, investment promotion and incentives. 
• Marketing and promotion. 
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" Market research. 
* 	 Product development.

The administration of tourism.
 
* 
 Air 	access and aviation policy.
* 	 Cruise industry policy.
" 	 Infrastructure planning and development.
* 	 Taxation policies.
" Channels of distribution.
* Foreign exchange retention strategies.
* Foreign ownership policies and regulations.
* 	 Environmental planning. 

Inthe absence of a public/private sector consensus on the directions to betaken and the responsibilities to be discharged by each group, tourismdevelopment remains haphazard, potentially high cost and low benefit. 

The constraints mentioned by the hospitality and tourism sector inthe regioninclude the following, not all of which are experienced in all countries. 

" The control exerted by tour operators and travel wholesalers who
demand deep discounting of room rates. 

* 	 The need for a reservation system to allow hotels to place unsold roominventory at the disposal of retail travel agents through tho computerizedairline reservation systems. Technological innovation such as this isalready a major force in the expansion of the tourism sector inthesophisticated markets from which the region derives most of its visitors. 

" The impact of the seasonal pattern of tourism visitation and revenue 
generation. 

" 	 The ownership of appropriate beach front sites by persons unwilling tosell or develop them for tourism purposes. 

" The need for enhanced training facilities for employees at all levels so asto be able to deliver i.,ernational standards of service. 

The imposition of import licensing and negative listing which givesprotection to poor quality and high priced products which, althcughacceptable for local consumption, may not be of a sufficiently highstandard for sophisticated travellers who expect what they are
accustomed to at home. 

The imposition of high levels of duty and consumption taxes onconsumables which are classified as luxuii.s in reatior to theirconsumption by the local populace, but which are necessities fcr
international class hotels. 
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" Low financial returns caused by excessive levels of taxation and highcosts of construction and utilities which in turn prevent the maintenanceof adequate reserves for ongoing replacement and refurbishment andrenovations. Weak financial performance constrains access to long termfinance for construction and refurbishment. The absence of a capitalmarket to invest cash reserves for future refurbishment would also applyif in fact the hotel industry were able to generate acceptable returns on
investment. 

* The inadequate funding of the promotional efforts of national tourism 
organizations. 

* Restrictions placed on the granting of work permits. 

" Shortage of seat capacity on direct air routes from existing and potentialnew major markets. Whilst scheduled air carriers await evidence ofincreased demand before supporting new international direct routes,potential hotel development is constrained by concern over how totransport guests to the country from the major source markets. 
* Poor quality service by immigration and customs officials at airportsleading to passenger delays and negative assessment of the welcome 

afforded to visitors. 

* An urgent need for enhanced public/private sector consultation andcooperation in planning for the development of the tourism sector. 
One of the opportunities frequently associated with tourism is that it increases
the size of the domestic market for products of other sectors. Moreover, the
incremental demand is export oriented in that the visitors purchase goods and
services with "hard" currencies. 
 Constraints related to the strengthening of
linkages between tourism and other sectors are considered in the following

paragraphs.
 

Constraints related to manufacturing 

Given the small size of domestic markets, many people feel that some form ofrationalization of manufacturing is needed within the OECS to allow industriesof economically viable scale to be established. Even though many people arestrongly opposed to any government involvement in business decisions,nevertheless there is a strong feeling that within the region more discussion ontrade agreements, taxes, incentives and manufacturing facilities needs to beundertaken before OECS trade can become a major force in private sector
growth. 

Some sort of rationalization or planning will have to occur if local industry andagriculture is to effectively exploit the "home based export market" whichtourism represents. There is a tendency within the OECS to copy other 
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successful industries (breweries, furniture, paper products, paint) in eachcountry. This proliferation of facilities, which the small markets are unable tosustain in a cost efficient manner, leads to a poor utilization of resources andexpensive competition among the OECS countries to attract new investment.Most manufacturing facilities are established on a scale which do not produceproducts competitive with those from outside the region (or even from Jamaica or Trinidad) and on top of that, most have excess capacity. 

A good example is the Heineken brewery in St. Lucia, a local investment
project. For 7 years the brewery was denied protection from imported
substitutes through duties and as a result yielded no return to the investors,instead creating a drain on the other resources of the companies with which it isconnected. As soon as protection was granted, the brewery began to show
healthy returns, but still will not export its product in large volumes because it
considers the margin on export pricing to be too lcw. Its present profitability isentirely dependent on the protected local market. Nonetheless, it is nowleveraging its new profitability to finance an $18m expansion to enable it to
produce Guinness and Red Stripe.
 

Although there is considerable disagreement within the region on how torationalize industry, starting to talk more seriously about taxes, trade
agreements etc. is a necessary first step to reduce the constraint of
uncompetitive manufacturing facilities.
 

The accommodation sector consumes many items which could possibly be
manufactured within the region. 
 Examples are linens, pillows, blankets,mattresses, towels, furniture, chemicals, electrical fittings, lamp shades, drapes,plumbing fittings, paints, cutlery, crockery, kitchen equipment, air conditioners,fans, sun shades, sun tan creams, beach accessories, paper products, tiles andmany more. However, many such industries will likely be found to require atleast a regional market to sustain them. To discourage the emergence of morethan one manufacturer in each product and to provide protection from extra­regional imports can lead to sloppy management and unacceptable price,quality and standards of customer service. If there is no such agreement, thereis a tendency for countries to follow the leader and establish multiple plants inthe same industry with the result that none of the olayers can be sustained. Partof the solution may lie in promoting s807 type operations in which the majorityof the output is destined for an extra-regional market in the US or elsewhere. 
Another constraint arises from the expressed reluctance of hoteliers, includinglocal investors, to purchase local products. Given the same quality at the sameprice as imports, hoteliers may still opt for imports if they are not confident of thereliability of supplies or so as to sustain business practices which enable themto reserve funds overseas (e.g. through over-invoicing) or to minimizeimportation costs (e.g. through under-invoicing). 

Complaints are also made that hoteliers are not aware of products that arealready manufactured in the region. Many people blame the governments fornot encouraging hotels to buy local. A frequently cited example is the Royal 
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Antiguan Hotei which was constructed with funding from Italy to which the
condition that the materials and fittings be purchased in Italy was attached
without effective resistance from the government. The manufacturers are also toblame for not aggressively marketing and merchandising their products. Thelimitations of intra-regional cargo transport also hampers the ability of a singleregional manufacturer to provide reliable supplies. 

Constraints related to agriculture. 

The constraints related to promoting the cultivation of non traditional food cropshave been fully discussed in an earlier section of his chapter. The constraint ofinadequate intra-regional cargo transport is even more significant to thedevelopment of regional trade in perishable foodstuffs than it is to manufactured 
products. 

Unlike the case of manufactured items, hoteliers express less concern with thequality and price of local fruit and vegetable produce when it is available. Theirmain difficulty is unreliability of supply. In terms of planning their purchasing,often the first the accommodation sector knows of the availability of a crop iswhen t[-. farmer or a huckster drives into the hotel compound with the producein the back of the truck or car. Their complaint is more one of reliability of supplywhich is due in part to the small nature of most of the farmers who are producing
food crops. 

The need to match the advantages of growing traditional crops in order toencourage agricultural diversification has already been discussed. In terms of
the hotel industry, enhanced linkages to agriculture might be accomplished by
the formation of a purchasing agency, possibly supported by the HotelAssociation. The agency would have to guarantee in advance the quantity of acrop which it will purchase and agree to pay the best market price at harvest
time. 
 It might also be necessary to provide some inputs to the farmers, perhaps
working capital. In order to be successful, the agency would have to be capable
of imposing serious penalties on farmers who break contracts and so bring
some discipline to the supply side. 

PUBLIC POLICY ISSUES 

Private sector intervention. 

All countries felt that their governments are in favor of private sector activity.This position ranged from active promotion in Dominica and St. Lucia to laissezfaire in Antigua. However, the actual degree of government intervention in theprivate sector varied and there appear to be opportunities for privatization in, forexample, electricity generation and other public utilities, the dairies of St.Vincent and Antigua, the flour mill of St. Vincent, the national commercial bankof St. Lucia. If this could be accomplished in a fashion that encouragesparticipation by a wide range of small investors, it would mobilize savings into 
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productive investments rather than remaining in commercial bank deposits.
This could result in the emergence of a small but valuable capital market based on the establishment of the first ever publicly held corporations. In the sameconnection, so long as the excess liquidity in the banking system is not utilizedby the private sector for productive investment, it remains a temptation for useby the public sector to finance increased government activity in the private
sector through state owned enterprises and para-statals. However, there hasbeen little previous history of privatization in the Caribbean region and this isdue in part to the absence of the political will arid confidence to follow such apolicy as well as to the conviction that the public sector must take a lead in
establishing enterprises if the private sector is reluctant to do so. 

Tax policies and fiscal Incentives. 

There is a general concern that taxation policies need to be overhauled andrationalized. The trend is to move away from direct towards indirect forms of
taxation. In many cases, it was felt that the indirect forms had been imposed
without the promised relief from direct forms, with the resulting complaint of over 
taxation. 

There is widespread support among the private sector for a revision of tax

policies so as to favor export industries and proposals to that effect are
expected from CAIC. They will need to be mindful of GATT rules. There is an
enigma in that the same manufacturers who clamor for tax exemption forexports deny that the hotel sector should be granted the same exemption even
though hotels are exporters. 

The role and structure of tax reliefs as investment incentives requires re­evaluation taking account of the separate impacts which they have in relation tolocal as opposed to foreign investment. The theory behind the offer of tax
incentives is to achieve one or more of the following goals. 

* To accelerate investment that would have occurred anyway but at a 
slower pace. 

" To influence the type of new investment or its geographic location. 

" 	 To remove or compensate for barriers to private sector return on
investment, or, alternatively, to permit the realization of a higher than 
normal return on investment. 

" To diminish the impact of the potential investor's perception and 
assessment of risk in terms of both political risk and economic risk. 

Appropriate tax incentives are seen as offering one means of motivating boththe established local businesses as well as a new local entrepreneurial class toinvest in new non-traditional areas of activity. However, those reliefs may not infact play a significant role in foreign investment promotion. The de-emphasizing 
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of direct taxation also serves to diminish the investment promotion value ofreliefs from direct taxes. Instead, measures which reduce the cost of investmentare seen as more valuable. There is also a need for some clear understandingof the rules for eligibility for various tax incentives, since discretionary approvalsare 	often interpreted as discrimination. Tax provisions which discriminate
against new forms of foreign investment such as management contracts,
licensing agreements and franchising are seen as requiring review and

modification. 

Investment promotion. 

The present approach to investment promotion receives quite severe criticism.A pillar of current thinking on investment promotion is the offer of tax reliefs. Inthe preceding section the view is recorded that such incentives may not berelevant to the promotion of foreign investment. For the local investor, who bydefinition has nowhere else to go, tax reliefs may be an effective means ofchannelling energies into preferred activities such as tourism or manufacturingfor 	export or non traditional food crops. For the foreign investor, the investmentdecision process will often not reach the stage of detailed exploration of thepros and cons of tax reliefs if more readily apparent negative perceptions arerecognized first. These negative perceptions are created in a wide variety of
 ways, of which some examples are:
 

" 	 Complex administration, whereby the investor is obliged to prepareextensive documentation and to follow a complex process of applicationfor 	business licenses, foreign exchange registration, land and share
holding permissions etc. 

" 	 Discrimination and inconsistency in the way that rules and policies areapplied in practice even if not imposed by law. 

" The absence of bilateral investment treaties. 

* Bureaucratic delays in obtaining rulings in relation to the proposed 
investment. 

" 	 The petty regulation involved in obtaining necessary permits or
 
registering a company or registering to do business.
 

* 	 Work permit availability and practices that delay or otherwise complicatethe recruitment of management personnel and impose a penalty on theinvestor for the absence of local skills available for the position. 
Professionals and others who have had dealings with potential investorsindicate that local and especially foreign investment piomotion should take asits starting point the elimination of constraints inherent in policies and practiceswhich form the basis for negative perceptions of the country's investmentclimate. It should then move on to identify and respond to investor needs and 
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concerns in each individual case. It may be that the central role currentlyplayed by the public sector in investment promotion through the IDC's would bemore effective if shared with the private sector. Foreign executives ofcorporations with experience of the host country may be more convincing totheir peers in proclaiming the virtues of the host country than the country's
political directorate. 

Inefficiency of government departments. 
This is a very serious area of concern among the private sector. Complaintsrange from unnecessary delays in clearing goods through air and sea ports topetty regulation and long waits for government decisions. Part of the problemlies in th, attitude of some government employees toward the private sector. Alack of understanding and appreciation of the role, structure and functioning ofthe private sector on the part of government officials is coupled with thinlydisguised contempt for the sector as self interested exploiters of the nation'sresources and people. Misguided public officials may see themselves as theprotectors of the nation's interests and regard the private sector as theiropponents. There are complaints as well that public officials do not appreciatethe practical implications of their decisions due to lack of experience. Anexample given in St. Lucia is the promotion of construction, especially housebuilding, and the simultaneous denial of permission to expand quarryingactivity. Accusations are also levelled against public servants that they tend tobe obstructive simply to promote their own self importance. 

Training with respect to efficiency and private sector development isrecommended not only for public officials but also for the officials of regional
organizations which exert considerable influence over public sector attitudes
and policy making. 
 As one executive put it, "the regional institutions havebecome too bureaucratic and self serving". The Caribbean Development Bankis frequently singled out as one important example and the DFC's as close
relatives of the COB receive similar criticism. Their processing of projects
needs to be speeded up and made more innovative. The St. Lucia
Development Bank is considering a joint venture scheme in conjunction withthe commercial banks, but the foreign commercial banks say they will notparticipate due to the inefficiency and "politicization" of both the DevelopmentBank and the National Commercial Bank. 

It is worth noting that an adversarial relationship between the public and privatesectors, where it exists, is quickly recognized by potential foreign investcrs andtends to be interpreted as a major deterrent to investment. 

It is also fair comment that the private sector tends to be poorly organized in itsapproaches to government. Strengthening of the private sector organizationsso that they are more representative of the range of large and small interestsand moderation of their demands to more sharply focussed requests whichcarry the commitment of their members and can be reasonably accomplishedwould assist in improving the working relationship with the public sector. So too 
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would the establishment of a closer relationship in joint workirg groups to
address longer term and policy issues.
 

Modernization and rationazatlon of laws. 

The legal framework governing the functioning of the private sector tends to beoutdated and fail to recognize modern business practice. Company law is oneexample. The most recent consolidation of company law is dated 1962 in
Antigua and Montserrat, the oldest is a 1926 Act in St. Vincent. 
 Law whichrecognizes the realities of modern business practice such as telephonemeetings is needed. Regulatory laws involving obscure licenses may no longerbe relevant and yet ren ain on the statute books. Tax law in particular consistsof a long series of measures passed at budgets but has never beenconsolidated. It is difficult, even impossible, for the average business to obtaina copy of the tax laws and regulations as they currentiy stand. Laws providingfor new forms of prot ly ownership common in tourism developments such astime sharing, intervai -:-,Anership and condominium ownership may not be
0,-3tablished. 
 There may be conflicts between different pieces of legislation,such as different definitions of a hotel in the investment incentive law, the hotel
classification or registration law and the hotel licensing law. The powers and
duties of statLtory corporations embedded in their empowering legislation may
not be updated to reflect the changing demands on the activities of the
corporation. Inappropriate and outdated laws can serve to constrain andfrustrate growth, efficiencv, innovation and diversification in the private sector as
well as para-statals. 

PERCEPTIONS OF USAID 

The USAID program of privata sector projects has been well received andcredited with high scores for innovation and comprehensive identification ofareas of need even though some projects have been flawed or have failed. 
Some concerns arise in respect of the impact of USAID programs which may beimpro:ved by actions taken internally within the mission. These p6rceptions mayor may not have any basis in fact. 

The rate of staff turnover within AID is too rapid. Officers do not stay longenough to see their projects through to their conclusions. New officersare inadequately informed about what has occurred before and spendmuch time going over old ground, relearning old lessons. AID mightconsider whether its orientation program for new officers fully equipsthem 'or their duties and ensures as far as possible that the accumulatedexperience of the mission is retained and passed on from outgoingofficers. Sending poorly informed officers to meet with project contactsdiminishes the impression of professionalism. 
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AID is too impatient. It expects programs to show positive results mrch 
too quickly and can dampen the enthusiasm of executing agencies by
imposing reviews too early in the life of a project. 

AID should avoid rapid changes of direction. AID does not give
programs the chance to succeed before deciding that a new emphasis
might be more appropriate. Many programs require consensus building,
education and adoption of new ways of thinking and acting which need 
time to establish. 

AID and individual project regulations are too inflexible and complex and
inhibit the success of the projects. Project guidelines should recognize
that some beneficiaries must be expected to fail if a broad range of
businesses are to be reached. Otherwise, project managers will be
reluctant to approve individual cases without the most exhaustive 
analysis. 

One small farmer wanted to buy irrigation equipment to raise wintervegetables for export. It was estimated that he would have to hire 1 - 2 
persons to meet the reporting requirements of the HIAMP program and
he gave up trying due to the red tape. Although HIAMP receives
favorable comments for its provision of equity to projects, there are 
complaints that it is administration ridden. 

A project director is receiving dunning letters from a travel agent who hadsupplied travel to a beneficiary of the project and has not been paid for
several months due to difficulties in complying with AID and project
reimbursement rules. 

" 	 AID needs to broaden the range of persons in the region with whom it
consults in order to understand how to set its priorities. There is a
tendency to consult the same, quite small group of business "leaders"
who are the very persons who are identified as being most unlikely to be 
a significant force in the development of new enterprises. Although this 
group is well informed about events and circumstances in their countries,
there is the risk that they will influence AID activity into areas of benefit totheir own traditional enterprises rather than into new, more productive
endeavors. 

* There is a need to broaden the range of businesses involved in AID programs and in private sector organizations. Too many small and
medium sized businesses operate outside the mainstream of the private
sector and do not benefit from AID programs. One of AID's primary goals
should be to get the private sector to support CAIC and the local
chambers and in turn get these organizations more involved with small
business and in selling themselves to the public sector. 

* AID needs to provide for stronger local participation from the earliest 
stages of project design and execution. Often success depends upon an 
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intimate understanding of cultural and social forces which expatriateslack. Furthermore, some AID personnel are trained in othor areas of theworld where it is acceptable for programs to come "from above". In theWest Indies, such an approach can not be successful. 

AID's in house reference materials are not adequately catalogued andindexed. Often some of the persons consulted by AID officials felt theyknew more about AID programs and activities than the AID officers 
themselves. 

USAID needs to do a more thorough job of marketing itself, its programsand its achievements. There is a general perception that a highproportion of project funds are swallowed up by American (sic)consultants and institutions such as COB, never to be seen v'gain.Publication of disbursements, circulation of information abovc the internalstructure and personnel changes and resources of the mission,publicizing consultations with local personnel and especially theidentification of case histories of successful program beneficiaries would go a long way to dispelling somg of the negative perceptions. 
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CHAPTER V
 

RECOMMENDED STRATEGY
 



INTRODUCTION 

This chapter outlines the recommendations for activities by the USAID PrivateSector Office for the next five year planning period - 1990 to 1994. The chapteris comprised of threq main sections. 

Objectives - which describes a set of objectives for the private sectorstrategy effort inthat time frame. 

• 	Strategy - which provides a framework and rationale for accomplishing
those objectives. 

• 	Program components - which describes the specific activities to becarried out under the strategy to achieve the stated objectives. 
'o
assist the reader, table V-1 provides a quick visual review of the structure ofthe 	recommendations in this chapter. 

This chapter describes a means for continuing the general improvement andstrengthening in the private sector's well being throughout the region. The keyrole of USAID in strengthening the private sector is an accepted fact within the
region. 
 The key challenge to USAID will be to maintain the enthusiasm andprogress made by the private sector into the next decade. The soundness andstrength of the following objectives and strategy will play a large role inthecontinued development of the region's private sector. 
The general approach to programming solutions recommended in this chapterare mostly not.new or especially creative. They represent a solid conservativeapproach which emphasizes consolidation, quality and impact rather thanproposing an entire new approach. 

OBJECTIVES 

There are three key objectives of the Private Sector Strategy. 

• Improve the general business and investment climate.
 
* 
 Be 	flexible and responsive to changing circumst"nces by developing astrategy which places emphasis on many small scale activities rather

than few large scale activities. 

* 	 Develop a baseline strategy which can respond to changes in funding
levels. 
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Table V - 1 

USAID RDO/C - PRIVATE SECTOR STRATEGY 
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Objective 1 - Improve the general business climate. 
The central and pivotal objective is to create a robust private sector in the
region by encouraging the creation of a business environment conducive to
investment and economic growth. 
 The development of such an environment
will encourage investors, both local and foreign, to develop new business
ideas, to take risks and contribute to overall economic growth. 
 The objective
will have the effect of removing many of the constraints and impediments to
strong private sector growth and thereby provide an environment where
business itself will decide what activities should be developed, not the

government or international agencies.
 

The region currently suffers from the perception of a poor investment climate byforeign investors. Local businessmen are hampered by numerous constraintswhich all contribute to slow economic growth and maintenance of traditionaltypes and scales of business activities. Inducing an improved business climaterequires attention to be focussed on the following areas. 

* Reducing constraints related to government inefficiency. 

* Promoting the ability of the private sector to develop policy alternatives inpartnership with government to ensure public policies have a privatesector input and orientation. In general it is important to promote abalanced dialogue between the private sector and government topromote economic growth based on public/private sector respect,
confidence and cooperation. 

" Sustaining pri' .. te sector institutions that can effectively influencegovernments, improve the business climate, encourage growth and help
to improve the work ethic. 

* Providing assistance to the private sector in developing "bankable" 
projects. 

" Mobilizing local money for investment and working capital. 

" Providing training and technical assistance for management andbusiness skills as well as supervisory and vocational skills and pre­
vocational training. 

Achievement of this objective would result in the strengthening of the privatesector and its ability to deal with government on a more forceful and effectivebasis. Progress has been made towards this objective over the last 5 - 8 years.klthough it may seem slow, the important process of improving the business
climate needs to be continued. 
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Objective 2 - Small scale projects 
The second objective of the private sector program is more an internal
objective. 
 It is necessary to ensure that the changing USAID role in supportingthe region's private sector activities is sustainable and is seen as effective inthe region. While direct intervention has achieved much (particularly in theform of building institutions such as CFSC, the NDF's, a revitalized CAIC etc.),there is a need to continue to improve the climate for investment and businessby leveraging the successes of earlier programs. 

The constraints identified in Chapter IV combined with the budgetary realities ofthe coming years require a strategy that is as flexible and responsive aspossible. Whilst the impact of programs may be explained in macro scale termsas in past years (strengthening national and regional institutions, fosteringtourism sector development etc.), the activities which make them up shouldbegin to be viewed and measured in terms of their impact at a more micro level.An example of what is meant is responding to the "here and now" training andtechnical assistance needs of a single business to enable it to capture someopportunity when it arises and before it passes in addition to the more usualplanning for training in a particular management or vocational skill for a groupof businesses which will be of assistance at some later date, but not specificallyrelated to an immediate opportunity. 

A major criticism of past USAID programs is that they suffered from aninflexibility which prevented them from being modified when something wasshown to be ineffective. Therefore, programs will be broken clown into manysmall components, each targeted at specific private sector constraint oropportunity areas, so that the impact of each activity can be measured promptlyin real and practical terms (e.g. "How many enterprises have implemented thefinancial management skills of last month's seminar?" rather than "To what
extent have export earnings increased in response to the export promotion
efforts of the last 2 years?") and future activities modified to take advantage of
the lessons learned in earlier stages of a program. 

It is not intended that programs themselves should be small and numerous; andso create an impossible AID management burden. Instead, activities will begrouped and executed through agencies such as CAIC. Providing anexecuting agency with multiple smaller objectives will also promote innovativeapproaches to project management on its part and encourago it with a sense ofaccomplishment which can be recognized at much more frequent intervals. 

Objective 3 - Baseline strategy responsive to changing funding
levels 

The third objective is to develop a new strategy which consists of a baseline, setof activities but which isflexible and easily adaptable to changing fundinglevels so that the funds that are available from time to time can be utilized in themost effective manner. This is also more an internal objective and 
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complements the second objective. By 	designing programs containing multiplesmaller scale activities, they can be implemented or deferred, expanded orcontracted rapidly in response to available funding without affecting the overallimpact or thrust of the programs or requiring a major redesign effort. 

STRATEGY
 

The strategy used to achieve these objectives is straightforward. While the
strategy does not c6rectly address individual constraints described in chapter
IV, it is focussed on providing the resources necessary to improving the
business climate within the region. The strategy can most easily be describedin terms of the four major business sectors within the region, namely tourism,
agriculture, manufacturing and services. 
 The strategy also complements theeconomic plans of the OECS countries (with the possible exception of
Dominica) to emphasi.e tourism growth yet try and maintain diversified
economies (with the possible exception of Antigua). In overall terms, the

strategy statement runs as follows. 

* The region possesses a natural comparative advantage in the tourismsector which will be leveraged for its direct economic impacts in terms offoreign exchange, national income and employment generation. 

" 	 As a result of promoting growth in the tourism sector, first level impactswill be felt in the services and agriculture sectors which stand to benefitfrom th-. expanded local market for direct consumption by visitors. Thisimpac, -." be strengthened as much as possible. 

* But 	agriculture and especially manufacturing must depend on otherprescriptions for growth than simply being carried along by growth intourism. Therefore, specific program components will provide the meansto address the many constraints to growth in these sectors which tourismalone will not resolve, particularly those constraints related to intra­regional trade within both the OECS and wider CARICOM. 

This approach to strategy definition differs somewhat from earlier private sectorstrategies for the OECS region which were explained in terms of foreigninvestment and extra-regional exports. Whilst these elements are retained inthe recommended strategy (foreign investment is a key element of tourismdevelopment, for example), they are more implicit than explicit. This conformswith the first stated objective of the strategy whereby foreign investment can beexpected to flow in response to the creation of a healthy business climate ratherthan through contrived efforts on the part of governments and development
agencies. 
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Tourism 

The strategy in relation to tourism will be to promote olanned and acceleratedgrowth focussed on the accommodation sector but also Davina attention to the
develooment of ancillary suoorts. 

USAID should recognize the promotion of tourism as an important element ofpromoting and strengthening the private sector. It is a necessary but, on itsown, not a sufficient element to achieving a well developed private sector.
Although requiring significant capital investment to create 
a single job whencompared with industry, tourism offers a more acceptable "quality" job andprovides much needed foreign exchange. The strategy will also seek means ofmaximizing the retention of foreign exchange earnings within each country andthe region. Tourism development also provides an impetus for development ofinfrastructural support which benefits local and visitor alike and contributes tothe overall attractiveness of a country as a place to invest and to live. 

Growth in the tourism sector is seen as the easiest to achieve given the region'srelative competitive advantages in this area. Experience in more touristicallydeveloped countries of the Caribbean has shown that local investment
responds well to increased local demand from visitors without the need for
significant support mechanisms. 
 The presence of significant numbers ofvisitors with a high propensity to consume local goods and services promotes
the emergence of activities such as handicrafts, ground tours and transport,
beach accessories, water sports, restaurants etc. These relatively small scaleenterprises require less expertise and capital to establish than othermanufactured goods. They are likely to be typical of many of the existing clientsof the NDF's which have performed so successfully in recent years in relation tothe micro sector. Tourism thus offers an opportunity to leverage the success ofthe NDF's and to develop an expanded local market which will permit their
clients to proliferate and grow. 

However, while tourism offers opportunities, it is not the economic panacea forall sectors that some would like to believe. Agriculture can be encouraged andassisted to respond to the expanded i2gI market for food crops but will likelynot do so without some additional input= and support mechanisms.Manufacturing of products consumed directly by the visitors (e.g. beverages)can also be expected to emerge or expand in response to growth in the tourismsector. However, manufacturing of products not directly consumed by thevisitors but rather by the accommodation sector (e.g. soaps, towels, linens,furniture, chemicals) faces many additional constraints (especially theconstraint of small market size) which growth in tourism activity alone can not 
alleviate. 

The strategy will be to focus on activities which will support tourism growth butnot necessarily on tourism projects directly. For example money would not beprovided to carry out a feasibility study on a new hotel complex. Money wouldbe provided to help government and the private sector better plan the .overalldevelopment of tourism with respect to issues such as land use management 
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and environmental concerns which result in the economy being a better placeto invest. Similarly, finance would not be provided for a new hotel, but rather forthe businessman who will make furnishings or raise tomatos for the hotel. 

Agriculture 

The strategv in relation to aariculture is to encourage diversification into foodcrops by facilitatina the emeraence ofstrona channels of distribution and toimpose discipline on the suoolvside. 

Agriculture has the potential of being directly impacted by growth in tourism inresponse to a significantly expanded local market and, potentially, organized
demand. 

The strategy continues the focus of moving the agriculture sector out of relianceon the traditional crops. This strategy focuses on supporting the privatedistributor/exporter of agricultural produce (or the agro-processor) and thendepend on him to force the discipline onto the individual growers of theproduce. This turns around many conventional programs which have tried todirectly assist the small farmer. Supporting the so called middle-man andrelying on him in part in conjunction with other activities to provide the inputs,supports and information to the producer (if in fact thesu things are needed) cango a long way towards implementing the reliability and quality of product thatboth the tourism and export markets require. 

Alternatively, direct links could conceivably be built between the supply anddemand sides which have the same attributes and effects ano also avoid the
need to depend on the emergence or development of the middle-man.
However, the latter approach would require careful planning to take account of
the importance of discipline in supply and demand which will be more difficultto establish when both sides of the equation are dealing in much smallerquantities. Direct supplier/buyer links will be impossible to establish on aregional basis and will probably be a relatively high risk approach even in the
national setting. 

Tourism will be of importance to the agriculture sector because of the need fornon-traditional agricultural products and the historical reliance on importedsupply. Also the ability to differentiate between local versus imported product islow, which makes many hoteliers indifferent to source of supply, unlike thesituation in respect of manufactured goods in which there is a distinctpreference for imports based on quality and variety. Thus, agriculture may beable to more effectively take advantage of growth in tourism than themanufacturing sector. Independent of this slight advantage, however, is thenecessity to provide the agriculture sector the ability to stand on its own,especially with respect to intra-regional trade. 
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The strategy and program components targeted at the agriculture sector shouldcoordinate with and influence the development of strategies within the
Agriculture Division of USAID. 

Manufacturing 

The strategy in relation to the manufacturing sector is to serch for and tofacilitate the implementation of solutions to the many consraint to the sector.and to facilitate the emeraence or exgansion of those industies which can bviable oroducina roducts for direct consumrtion by an exoanded visitor mar etand an eoanded accommodation sector. 

The impact of tourism growth will be much less on manufacturing than onagriculture. Thus the strategy focuses on seeking solutions to constraints to
improvement in this sector and fostering their implementation. Manufacturing
has to be grown for its own sake as a large contributor to employment and
foreign exchange earnings and an important component of a diversifiedeconomy which can weather recession in other sectors. It can not hang onto
the coat tails of tourism because tourism alone can not provide a sufficiently
expanded market to sustain many manufacturing industries, a fact shown to betrue in Barbados which has a visitor market supported by 7,000 hotel roomscompared with a total of 8,600 in the whole of the OECS region. This is not tosuggest that efforts should not be made at targeting some portion of the tourismmarket. It is simply that reliance on tourism to sort out the difficulties being
experienced by manufacturing is ill advised. 

The strategy for manufacturing will be to focus on business skills development,
especially marketing and merchandising, and labor skills development and to
assist in the development of sources of equity and working capital.
Improvement in the business climate through freight facilitation, review of taxesand fiscal incentives, remedial action in respect of government inefficiency andadministration etc. will be far more helpful to the manufacturing sector than astrategy based directly on seeking foreign markets. Providing themanufacturing sector with the means to solve these constraints and so competefor foreign exchange earnings on more even terms in both regional and extra­regional markets on the basis of quality, price, customer service and reliabilityof supply will create a robust investment climate. In turn, the genuineadvantages of the region thus created can be incorporated into a revisedinvestment promotion strategy which does not rest upon contrived conditionsand which will be more effective in attracting foreign investment. 

Services 
The strategy-for the serice sector-will be to simply monitor their growth in 
resoonse to theother sectors and intervene onlyif the resonse is so sluagish
that itbeins to imact neaativelv on the arowth of the other sectors, esoecially
tourismV 
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This sector will benefit equally from the improvement in the business climateand can as well take advantage of training activities and policy development. Itis assumed that this sector will respond readily to the opportunities presentedby growth in the tourism sector (restaurants, water sports, ground tours andtransport, activities and attractions, entertainment etc.) and will not requiresignificant direct inputs and supports from the private sector strategy. 

PROGRAM COMPONENTS 

The strategy will be accomplished by activities in three areas. Table V-2 showshow each of the proposed program areas relates to the constraints to privatesector growth identified in chapter IV. 

" Public policy dialogue 

" Training 

* Finance 

These three areas provide the inputs required to improve the business climate.Central t"this ik'.ontinued activity in supporting and strengthening the privatesector organizations. Public policy dialogue allows the private sector to have agreater input into the formulation of public policy as well as increases thecontact and understanding between government and the private sector. Thetraining will benefit all sectors of the economy, as well as the government andregional organizations, providing for a general uplifting of the abili%,, of the
region to effectively engage in trade and economic development. Finance is a
key element to any sound business community and while significant strides
have been made in providing finance for all types of business ventures, more
effort is needed, especially in the areas of equity and working capital. Thesethree program elements will allow the strategy to accommodate changes infunding levels, support existing institutions and areas identified as key todeveloping a better business climate, and allow a maximum amount of Localinput into the actual development of program activitieG. 

In an era of reduced levels of support for private sector activities, programsmust be carefully targeted and act to reinforce one another. Thi is it is importantto build programs from the ground up, first identifying the activities that musttake place to support the strategy and objectives and only then building thesbactivities into programs. As a result, the following paragraphs describe theactivities identified as key to achieving the identified objectives and do notattempt to put them into complete programs. The extent to which each of theactivities will be implemented will depend to a large extent on the degree offunding available from time to time. Thus, the activities may be implemented ordeferred, expanded or contracted as appropriate without detracting from theoverall achievement of the strategy and its objectives. 
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Table V-2 

MATRIX OF RECOMMENDED PROGRAM COMPONENTS AND IMPACT ON CONSTRAINTS 
PROGRAM AREAS PBLI>CIuPOLICY 7RANING j FINANCE j 

DIALOGUE 
Constraint :rea 

GENERAL CONSTRAINTS
 
Stigma of failure 
 v
Small market size _ 

Small socieh,
Complacency of large business V 
 V

Complacency of farmers V V

Attitude to foreign investment v 

Rationalisation/modemisation of laws 

V
 
V
Strengjth of private sector organisations V [ V 
 J V
 

BUSINESS SKILLS 
Basic managament skills V
Middle management skills V
Senior. management development V
V 

Marketin9 & merchandising 

V
Financial m.lagement 
V
Business planning V V
Strategic planning V 
 V


Quality control/product design V

Production/materials management 

FINANCE 
Debt financing 
Equity/venture capital
Working c-apital 
Security of debt V
 
Bankable projects I
 



Table V-2 

MATRIX OF RECOMMENDED PROGRAM COMPONENTS AND IMPACT ON CONSTRAINTS 
PROGRAM AREAS >>>>>> I PUBLC POUCY FI TRAINING L FINANCE 

Constrain! area 
DI~LOGUE 

INFRASTRUCTURE/TRANSPORTATION
Electricity - availabiliv _ 

Electriciy - cost 
Water 
Telecommunications 
Roads 
Air port 
Sea port 
Waste disposal 

_Factory shell avalabiliIv 
Air transport availability 
Air transport - cost 
~Sea transprt - availability OECSCARiCQM jV______Sea transport - availability extra-regional I _

Sea transport ­costI 

V 
V 
V 
V 
V 
V 

V 

V 

_ 

__ 

1 
I 

LABOR
Work ethic 
Availability of unskilled labor
Availability of skilled labor 
Cost 
Education 
Labor practices 
Labor relations 

V 

V 
V 

GOVERNMENT/PUBLIC POLICY
Inefficiency 
Policies toward private sector 
Understanding of private sector 
Taxation 
Incentives 
Rationalization of OECS trade 
Foreign exchange control 
Investmert promotion 
Tourism planning 

V 
V 
V 
V 
V 
V( 
V 
V 
V 

V 
V 
V 



Similarly, the methods for evaluating these programs must support the need toexpend funds effectively and to make the programs responsive to the changingneeds of the business community. This suggests evaluation methods whichallow frequent and simple use. The ability of the program elements to respondto either programming mistakes or to changes brought about by other factors(such as tourism master planning or some change in policy) will be key to thesuccess of the overall strategy. This is even more true in a period of limitedfunding, where the option to attack a problem with lots of money is not 
available. 

Many of the components described below are broader in nature than the simpleheading under which they are listed. Clearly there are some programcomponents that could be placed under additional headings. The reason forusing only three headings is to maintain a focus and directness of the strategy ­these are the main tools to accomplish the strategy. 

Public Policy Dialogue 

1 	 The establishment of public/private sector councils in each country under aregional umbrella is necessary to guide the agenda for public policyresearch and to provide a forum for the exchange of information betweenthe public and private sector. The following description of a possiblestructure and implementation is provided as a demonstration. However, it isintended that the councils should be flexible rather than rigid, informal ratherthan formal and the description is not intended to be hard and fast. Thesingle most important element is balance between public and private sector
participation and the commitment to get things done. 

These councils will be formed at the instigation of CAIC and will overcomeearlier difficulties encountered by similar efforts by providing the councilswith access to funds to actually accomplish goals. However, no funds willbe provided directly to the national councils in respect of their meetings etc.
National councils will consist of the following representatives. 

* 	 President of the Chamber of Commerce
* President of the Manufacturer's Association
 
* 
 President of the Hotel Association 
* President of the Agricultural Association
 
* 
 President of the Banker's Association 

(in cases where the associations do not exist or are fragmented, thesector representative would be selected by the president of the chamber 
of commerce.)

* 	 Director of the NDF 
* 	 Permanent Secretary of the Ministry of Finance 
* Permanent Secretary of the Ministry of Trade

* 
 Permanent Secretary of the Ministry of Agriculture
* 	 Permanent Secretary of the Ministry of Tourism
• 	 Permanent Secretary of the Planning Division 
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(Incases where ministries are combined, othe," senior public sectorrepresentatives may be appointed to provide a balance between the
public and private sectors.)

General manager of the OFC.
 

Not all these persons need be permanent members of the council. Infact, itwould be appropriate to experiment with a smaller but still balanced groupat first. Provided the smaller council proves effective on its own as smallergroups often do, the other representatives could be involved only in specificagenda items for which their expertise and influence is required. 

The public sector representation consists of public sector managementrather than the political directorate in order to promote the professionalismof the senior civil servants as well as to avoid reluctance to confrontproblems which have political implications but nonetheless require
resolution. 

The assembled council will elect a chair person. These chair persons will
comprise the regional umbrella council which will also incorporate
representatives of CDB, CAIC and the OECS secretariat. To the extent thatthe regional council should maintain the balance of public and privatesector representation, some modification of this structure may be necessary. 

The national councils will meet as often as they consider necessary andproductive but not less than monthly. The regional umbrella council willmeet quarterly (varying its venue within the region to maximize participation)and will serve to coordinate activities at the regional level and to leverage,
inform and complement the experience of the complementary research and
other activities of the CDB, 0ECS and CAIC. Attendance at regional councilmeetings will be enhanced ifthe travel costs can be funded under this
 
program component.
 

Typical agenda items for the consideration and review of the groups will

include the following.
 

* Tax policy
* Freight facilitation 
* Investment promotion
* Post mortems of business failures to identify the reasons* Identification of distribution mechanisms -for agricultural produce* Dialogue between the commercial and institutional banks to close the 

gaps in enterprise financing
* Privatization ot state enterprises
* Tourism planning
* Investment promotion planning and the development of guidelines forpre-screening of potentiel foreign investors 
These councils would have no funds of their own, but would be able torecommend research to be carried out in support of some policy area, which 
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2 

would be funded through CAIC. CAIC would not necessarily execute theresearch but rather contract some other specially qualified group or agency
to carry out the work. 

Although this program component is viewed as critical and pivotal to theaccomplishment of the strategy and objectives, concerns do exist as to howit will differ from earlier endeavors of a similar nature which have not beenuniformly successful. Firstly, the councils will have access to funds forresearch and studies, a missing element of eariier efforts in which there wasno resource available to support and inform discussion which could not,therefore, bear fruit. Secondly, there is clearly expressed interest on thepart of both public and private sectors in the potential for such an approach
at this time. 

The remaining program components under the heading of public policydialogue may be viewed as subordinate to the formation of thenational/regional council structure described in 1. Each of the followingcomponents may be regarded as part of the work of the national councils or theregional umbrella council and may be initiated and prioritized by the councilswith guidance from USAID. 

Initiate tourism master planning at the national, and possibly regional level(through the regional umbrella council described in 1), to provide a clearframework to guide the promotion of new investment in the accommodationsector and ensure that all ancillary support mechanims are developed inharmony. The master planning process will e a joint public/private sectorundertaking executed by independent consultants. 

The rationale for tourism master planning is that the sector's promotiondepends heavily on the generic activity at the national level. Therefore, it isnecessary to develop guidelines to determine the evolution of the generictourism product rather than to permit the establishment of conflicting stylesof development. As an example, Barbados lourism suffers a total absenceof image in the market place due largely to the diversity of its product whichwas allowed to develop without the benefit of such guidelines. Whilstdiversity of product along some dimensions may be considered desirable,when it is allowed to go too far it prevents the establishment of clearperceptions in the market place and national promotion efforts are diluted tothe point where they become ineffective. As well, tourism master planningcan address issues such as the servitude/service and cultural invasioncomplaints before they materialize and accelerate the rate of growth in thesector with every participant pulling in the same direction. 

A whole range of environmental and policy studies may result with somespill over into infrastructural projects to rectify environmental problems(sewers, land use planning) which may be developed and funded if money 
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becomes available. Issues which will be addressed in tourism master plans
include the following. 

" 	 Project identification, investment promotion and incentives.
* 	 Marketing and promotion.
* Market research.
 
" Product development.

* The administration of tourism.
 
* 
 Air access and aviation policy.

" Cruise industry policy.

* 	 Infrastructure planning and development.
" Taxation policies.

" 
 Channels of distribution. 
" Foreign exchange retention strategies.
* Foreign ownership policies and regulations.
* Environmental planning.

" Land use planning.

• 	 Public awareness of the benefits of tourism.* Training as well as incorporation of tourism studies into school curricula. 

3 Through the vehicle of the Caribbean Law Institute, laws governingcommercial activities will be reviewed with a view to modernization,
consolidation and facilitation of private sector activity. 

4 	 One of the functions of the newly formed national councils will be to explorethe opportunities for privatization as a vehicle for increased efficiency inoperations as well as a vehicle for mobilizing local investment. This effortwill be assisted by the provision of consulting services to evaluate thepotential benefits either of privatizing specific entities or of privatization in amore general sense in the particular country setting. The objective will be todemonstrate the practical opportunities which exist so as to promote afavorable attitude to the subject among the political directorate. 

5 The umbrella regional council will initiate a process of strategic planningand the development of an action plan with the objective of strengtheningthe linkages between the various financial institutions which make up thecapital market of the region. The purpose will be to discover ways of makingthe fin.ncial institutions more responsive to the financing needs of theprivate sector and to impact positively on their policy guidelines. Part of thesolution will lie in executive level training to broaden the range of vision ofthe 	financial community and promote innovation in portfolio managementand financial instruments appropriate to individual projects. 

6 The umbrella regional council will also initiate a policy planning project withthe objective of facilitating intra-regional and CARICOM trade. This projectwill be executed by a separate study/action group comprising independentconsultants over a period of, say, three years, housed in the CAIC or OECSsecretariat but reporting to the regional council. Although much work has 
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been done in this area in the past, there is a need to continue the efforts and move forward with the benefit of earlier research. 

Training 

Develop a comprehensive and ongoing business skills program through theDivision of Management Studies of the UW1 to facilitate a wide range ofbusiness training. This organization would not actually carry out the trainingbut would contract with other specially qualified groups or individuals to dothe 	training. The organization would be responsible for planning,coordinating and evaluating. This training wculd cover the spectrum ofneeds from the micro-enterprise level to the senior executive level. Specialemphasis should be placed on marketing and merchandising training, withassistance from outside the region most likely called for in some cases. Thetraining program must also cover the spectrum of business size, but withspecial emphasis on the medium size business which has so far notbenefited from training opportunities to the same extent as the large and
micro sectors. 

The following program components numbered 2 through 8 may be viewedas compatible with this component for the purpose of program development. 
2 Provide training for middle/lower management and supervisory levelpersonnel in a coordinated fashion with those of higher levels so that whenparticipants return to the work place they will find that their superiors arereceptive to implementation of the newly acquired skills. 
3 	 Improve the level and quality of training for local NDF's and chambers ofcommerce in technical assistance areas and develop a network of advisorsupon whom these organizations may call for specialist assistance andadvice. This could be accomplished through a regional body such as CAICor as a spin off of the business skills program above. 
4 Focus training efforts on the companies who are distributing or exporting theproducts of many smaller suppliers in both agriculture and manufacturing.These companies will have to provide leadership and training to manysuppliers with respect to basic business practices such as planning, cost

control and quality control. 

5 	 Training for govGrnment employees right along with their private sectorcounterparts is important. This can work especially well in the planning,feasibility study and cost control areas. Training opportunities forgovernment employees should include participation with their private sectorcolleagues in selected seminars, workshops or courses where appropriateas well as specific programs addressed to their needs. The object is tostrengthen the professionalism of the public sector, enhance understandingof the role and functioning of the private sector and also to develop skills 
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and attitudes related to efficiency and productivity just as they are required
in the private sector. 

6 	 Training for the management of labor unions with respect to issues of labormanagement, the roie and functioning cf the private sector and itsrelationship to the labor unions. 

7 	 Provide for the ability to follow up 	in-class training with assistanca inimplementing the skills or ideas learned in the business setting. Failure tofacilitate implementation of newly acquired skills is a universal weakness oftraining programs in the West Indies. Implementation can 	also be assistedby 	careful planning of training which takes into account the actualcircumstances of the work places of the participants. 

8 	 Pre-vocationa! skills training and the incorporation of business subjects intoschool curricula. This component would require the identification ordevelopment of appropriate teaching materials. 

9 	 Strengthen the ability of CAIC to develop increased awareness among theprivate sector ,nd the public at large of the range and quality of productsmanufactured in the region. A travelling trade show (perhaps a small cruisevessel leased for a month) which p;resents the locally produced items(including those of other CARICOM countries) side by side with examples ofthe competitive proaucts currently being imported will allow buyers andconsumers to see the differences, or lack of them, for themselves. Thispractical activity will complement the production of catalogs of regionallymanufactured products which, even if they were widely read, would fail toprovide an opportunity to compare with the imported substitute. Theproblem with stationary trade shows is the difficulty in persuading a verywide range of businesses and the general public to attend.
innovation is required to encourage attendance. 

Some 

10 Through CAIC, prepare and mount a program designed to increase publicawarene :s of the role and functioning of the private sector in the society andits 	relationship with the public sector. 

Finance 

An 	increase in the credit guarantee levels for the NDF's in addition to theability to provide working capital is needed. This is particularly true for thesuccess cases amongst the NDFs' clients. The ceiling should be kept lowfor start ups but be increased for existing clients until they graduate to thecommercial banks. This should not impact the credit scheme significantly asthe companies in many cases have proven themselves - they are less likelyto fail than a whole new set of start ups. Consideration for expansion tosmall size companies makes sere as the Development Banks traditionallyhave not serviced these clients effectively. Working capital is essential to allNDF clients. Evaluation measures would include success/failure rate, 
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companies in arrears, number of applications vs loans made, companies
graduated to commercial banks. 

2 	 Provision within CFSC or a similar organization of the ability to either makeequity funds available or to provide guarantees to nervous investors thattheir equity investment has some protection. The shortage of equity capitalis a critical problem facing development of a favorable investment climate.One possible model for addressing this problem is the "GuaranteedRecovery of Investment Principal" (GRIP) scheme fielded by the IFC. Underthis 	scheme, investors may opt to place a cash deposit with IFC which inturn uses the funding to take an equity position in the project. Capital gainsand dividends are shared. At intervals, the investor has the choice of takingover the investment as the sole and direct shareholder, withdrawing hiscapital, or extending the agreement. A similar scheme might be developedthrough CFSC to benefit iocal investors who are reluctant to venture too fartoo fast. This component should be coordinated closely with ongoing plansfor CFSC to receive funding from the European Investment Bank as well asthe recently announced plans for an equity participation scheme by OPIC. 

3 	 Investigate means and mechanisms for mobilizing local money for
productive investment. 
 This will tie in with the policy study sections on tax,fiscal incentives, credit guarantees etc. This activity will addressopportunities to increase public participation in investments mdo availablethrough pi ivatization or through the flotation as public companies of some ofthe established, family owned companies, although the latter first requiresdemonstrating (through training) to the existing equity owners the value ofhaving access to public participation and equity. One method ofdemonstrating the value of wider equity participation would be through taxincentives for the issue of shares to employees. 

4 Provision of technical assistance for feasibility study/business p!andevelopment and the use of business counsellors to assist these samecompanies to become successful. This might include access to CFSC fundsor help in gaining credibility with the commercial banks. The developmentbanks have been historically poor at providing this type of service, being atthe 	same time both the counsel and the judge as well as sometimes
suffering from political influence. 

5 	 Provision of direct support (either in the form of working capital or businessdevelopment funds) to regional food distributors or co-ops with the aim ofassisting them in providing training to local farmers and in gaining sufficientcapacity to service both tourism and export markets. This may considersuch options as privatizing CATCO or working with a number of privatedistributors in each country to assist them in gaining further expertise. Thisactivity should focus on existing companies if possible rather than startingnew entities. Perhaps linking this with an agriculture project or in someother way accessing agriculture funds would be possible. 
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6 Provide access to working capital for middle sized companies either throughprovision of technical assistance to help them make their case morepersuasively or through export or raw material credit guarantee schemes.This middle group of companies can be a significant force in newinvestment in the region as they are less complacent than many largecompanies, more willing to take risks, but have less access to capital. 

7 	 Provision of feasibility study/business plan funding and seed capital forprivately owned business incubators. This approach could be applied to thetourism sector's ancillary services on the lines of the Pelican Village inBarbados. In the case of manufacturing, an incubator might deal only withdistribution and sales occurring off site together with freight facilitation 
services. 

8 	 Provision of temporary direct grant support to private sector organizationssuch as national chambers of commerce based on need and pending selfsufficiency based on expanded active membership. 
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DACKGROUND NOTES TO THE REPORT
 

The PEDS Project
 

This study was conducted under the Private Enterprise Development 
Support Project. The PEDS Project is a five year (FY88 - FY92) 
$20 million project managed by the Bureau for Private Enterprise. 
In the first year of the project, PRE provided technical assistance 
for nearly fifty different requests from Missions and Bureaus. The 
PEDS Project is designed to provide a wide range of expertise in 
private sector development. Areas of technical assistance include 
the following: 

0 Policy analysis related to private sector development
 
0 Sector assessments and analyses
 
a USAID private sector strategy development
 
0 Legal and regulatory analysis and reform
 
0 Small-scale business development
 
0 Trade promotion
 
0 Investment promotion
 
• Free trade zone development
 
0 Financial institutions and instruments
 
* 	 Management and financial training
 
• 	 The role cf women in private enterprise
 
* 	 Applications of MAPS: Manual for Action in the
 

Private Sector
 

USAID Missions have the resources of thirteen contractors available
 
to them through the PEDS Project.
 

0 Arthur Young (prime) • Ferris & Company
 
0 SRI International 0 Metametrics
 
* Management Systems International * Elliot Berg Associates 
" The Services Group * Robert Carlson Ass. 
• 	 Trade and Development, Inc. • Ronco
 
e. 	 Multinational Strategies 0 Dimpex Associates
 
• 	 J.E. Austin Associates
 

The Consultancy
 

The Regional Development Office/Caribbean is in the process of 
revising its development strategy statement for the Eastern
 
Caribbean region. A major component of this effort will be
 
developing a strategy for promoting growth of the private sector.
 
The purpose of this consultancy was to conduct a detailed review
 
of the environment for private sector growth in the region and
 
identify specific strategies and actions that the RDO/C should take
 
over the next 3-5 year period.
 



ThAthr
 

Martin Beck was the primary author of the RDO/Caribbean Private
Sector Strategy. Mr. Beck is a partner in Arthur Young's affiliate
office in Barbados, West Indies. 
He has 13 years of professional

experience in the Caribbean region, primarily 
in management

consulting. His areas 
of functional specialization include all 
aspects of business planning and management including regional
exchange control, taxation and t 'her foreign investment regulations
and incentives, tourism and hospitality marketing, finance, project

identification, development 
and evaluation, cost and financial

analysis, economic and statistical analysis and the application of
 
information technology.
 

Suzanne Evelyn 
is a member of the consulting staff of Arthur
Youmg's affiliate office in Barbados. 
Ms. Evelyn is a graduate in

Commerce of McGill University in Canada and a qualified accountant

(Association of Certified General Accountants of Canada). Her

professional experience is in the tourism sector of the Caribbean
 
region, having participated in 
a number of major assignments on
behalf of both private sector clients as well 
as regional

governments and international agencies. 
Her areas of expertise are
economic research/analysis and financial management and analysis.
 

David Staples is a consultant to Arthur Young's affiliate office

in Barbados. 
 He holds a Masters Degree in Public Administration
 
from the John F. Kennedy School of Government, a Masters Degree in

Engineering and Public Policy from Washington University and

Bachelor of Arts 

a
 
in Political Science from the University of


Southern California. Mr. Staples has 
established an export

manufacturing corporation in Barbados.
 


