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EXECUTIVE SUMMARY

Private sector-led development is the coré of the RDO/C Regional
Development Strategy (RDSS, FY 1990-94). The ultimate aspiration is to
stimulate economic growth throughout the region by developing a
mutually-reinforcing set of vital, viable and sustainable private sector and
private-sector-supporting institutions and governmental policies. This
perspective extends beyond the end of the century. The present RDSS is
therefore viewed as one five-year subcomponent of a longer-term process. This
document is presented as a self-contained strategy statement drawn from
numerous analytic works contained in a separaté Annex document.

The RDSS is primarily addressed to five key problem areas: economic
growth; agricultural sector deficiencies; obstacles to private sector
development; access to basic and professional education; and democratic
traditions and institutions. The mission is also concerned with other problem
areas but these do not constitute a central part of the strategy because:
planned RDO/C resource levels do not permit significant contributions (large
infrastructure and macroeconomic budgetary support); or the problem does not
warrant high mission priority in light of acceptable standards and other donor
and government activity (traditional large scale health and family planning
activities). Environmental preservation, land use management and biodiversity
are serious mission concerns, but will be addressed in terms of their
cross-cutting importance to the private sector and agricultural development
objectives, rather than as a separate objective.

In terms of the LAC'MBO framework, interventions will focus on Goals 2,3, and
4, to achieve the following LAC Objectives: strengthen the private sector;
promote exports (and tourism éarnings); improve educational opportunities;

i
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strengthen democratic institutions; and an "other' category which includes
improving the financial efficiency of health and family planning services and
small community develogment projects.

Other cross-cutting strategic concerns include: Grenada; Women In
Development; Advanced Developing Countries; targeted and focused
infrastructure; Sectoral Structural Adjustment (alternative to Stabilize
Financial Structures); Collaboration with Peace Corps and PVO's; and support
for regional economic integration.

Long-term structural adjustment, not economic stabilization, has been the
central macroeconomic problem in the Eastern Caribbean. That emphasis will
now shift from macroeconomic to sector structural adjustment programs and
policy dialogue. With the exceptions of Grenada and Dominica, the World Bank
and IMF endorsed QECS countries as essentially being in current account
equilibrium. Depending on funding levels and allocations, three areas are
anticipated targets for sector programming: agricultural diversification;
tourism; training a&d education. Policy dialogue will aim at alleviating the
constraints that impede development in these sectors.,

Ann x IIT details the strategy for RDO/C's future private sector
development programs. It is intended to accomplish a single major objective:
to improve the generalrbusiness and investment climate, and encourage the
emergence of robust private sector-led economies which will serve to attract
investment (both local and foreign) far more effectively than will contrived
incentives.

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. The strategy will be to
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promote planned and accelerated growth focused on the accommogation sector but
also paying attention to the development of ancillary supports. Tourism
master planning in each country and at the regional level will be a key first
step in exploiting the potential of this important sector. The agriculture
strategy {(Annex IV) will focus on economic policy changes, institutional
reforms, infrastructure to remove bottlenecks, and product development and
marketing programs that will facilitate the development of diversified private
sector agriculture,.

With probable scarcity of ESF funds during the RDSS period, large
infrastructure projects may not be feasible. Some infrastructure may still be
constructed with DA funds, or in the context of Sector Structural Adjustment

i
programs and will be targeted at: improving the productivity}og the private
sector; preserving the natural environment; supporting or leveraging sectoral
structural reforms; and maintenance of existing capital, emphasizing regional
utilities in the early years. Other donors and lending institutions
(particularly CDB) are expected to provide significant amounts of new
infrastructure.

The strategy includes a special focus on development at the roots of a
market economy; the legal and institutional environment in which
entrepreneurial decisions are made. Efforts at private sector development
cannot be effective if rudimentary foundations such as a modern corpus of
corporate and commercial law and a private sector voice in setting development
priorities are absent.

Environmental degradation will eventually destroy the very resources upon
which the tourism and agricultural sectors survive, Conservation,
maintenance, and more careful development of these resources will support the

region's medium to long term growth and development aspirations.
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Regional economilc integration, with free flow of labor and capital and a
wider market for products, is central to the long term viability of these
small island nations. AID will encourage regional integration--channelling
assistance through selected regional institutions to the extent their
absorptive capacity and our resources permit. In this context, the mission
requests AID Washington to designate Barbados and Trinidad/Tobago as "'Advanced
Developing Countries" (ADC's), given their potential catalytic role in OECS
regional development. Guyana (see Annex II} could play an important regional
role as well, It is now only eligible for food aid.

Full implementation of the strategy will require at least present levels
of DA funding and a portion of the AAPL ESF levels. However, the strategy has
been designed as an "accordian'' that can adjust to various levels of funding
without damaging the central thrust of the program. Funding changes can be
accommodated by, for example: adjusting the number of sector structural
ad justment programs; varying investment in productive infrastructure; and
varying the number of island replications of environmental activities. A
vigorous consolidated strategy will generally favor regional over bilateral
institu ions for implementing projects but will have an identifiable,
coordinated impact at the national level. The number of RDO/C management
units fell from over 100 in 1985 to 34 in 1988 and will decrease to about 15
by 1994. Of those 15, at least three will solely reflect AID and
Congressional Special Concerns. Within the overall focus on regional
cooperation and institution-building, we will continue to recognize the
special national needs of Grenada, to protect the massive investment we have

made in that island's economic recovery.



I. OVERVIEW OF THE ENVIRONMENT FOR DEVELOPMENT

The small islands of the Eastern Caribbean, widely scattered across
80,000 square miles of tropical sea, form a unique setting for human
habitation and serve as an environmental bridge between the plant and animal
species of the North and South Americas. Beaches, wetlands and forests lie
along ancient migratory routes for numerous land and waterfowl. The islands
are rich in endemic marine and land species, although many of these are now
endangered. Except for Barbados and Antigua/Barbuda, the islands have
volcanic origins, with diverse soils and micro-climates suitable for
production of a wide range of agricultural commodities, albeit often on a very
small scale. Soil stabilization suffers continual attack from poor
agricultural practices, deforestation and overgrazing. Hurricanes, tropical
storms and even normally heavy rains result in landslides which threaten human
life and destroy investments in land and infrastructure. Several Eastern
Caribbean islands boast white sand beaches, emerald waters and coral reefs
which--thbugh imminently threatened by pollution and over-use--form the basis

for a substantial and expanding tourism industry.

All the English-speaking countries of the Eastern Caribbean are
functioning democracies with multiparty political systems and freely and
openly elected parliamentary governments. Basic human rights are universally
enjoyed on a level that is rare in the developing world. While some traces of
the colonial past are still evident, upward social mobility is widely
available to all classes, achievable through educational attainment, and more
recently, commercial success. Independence during the mid-1960's to 1983 left

the islands with a highly developed welfare system. As a result, the benefits
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of economic growth are widely shared through a series of mechanisms.
Government has traditionally acted as employer of last resort, and protected
markets for agricultural products engendered broad-based small farmer
activity, including very high proportions of females. Extended family
relationships can soften the blow of underemployment.

While direct or indirect participaton in the fruits of economic growth is
therefore wide, this situation is threatened in several islands by high
unemployment rates among a large young population. The median age of most
island populations is under 20. This, combined with high aspirations for
consumer goods is increasing the number of drug users with increasingly
serious consequences for the social and political structures of the islands.
Unless economic growth can outpace labor force expansion and reach the poor,
the region could experience political and social disruption. Unless they can
develop appropriate marketable skills, it will become more difficult for women
and youth to participate in the economic process and for women to achieve
positions of increased authority.

The movement toward Eastern Caribbean regional political integration is
very slow. The RDO/C strategy does not assume any early resolution of this
complex issue. However, much can be done, short of formal political union, to
grea:ly improve the environment for growth and development. Coordinated
efforts that effectively increase the size of the regional market, reduce
barriers to trade and labor and capital flows, and lead to harmonized custons
and investment incentives may ultimately be more important to the region's
development than political union per se.

Given the handicaps associated with being tiny open economies, the OECS

countries have performed remarkably well in the past decade. In overall
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terms, the OECS countries have been fairly successful in promoting economic
growth in the 1980s. Ten-year individual country growth rates ranged from
3.5% to 6.,5%, with most exceeding 4%. While the rest of Latin America and the
Caribbean experienced aggregate real GDP growth of 0.8% per year during the
1980~-85 period, the corresponding figure for the OECS states was 4.2%;

Growth has been export-led. Real growth of OECS exports of goods and
nonfactor services between 1980 and 1987 was 5%, or 1.2 times the average GﬁP
growth rate. In all islands the rate of growth of real exports nearly
equalled, exceeded, that of GDP. The exception was St. Kitts-Nevis,
reflecting the impact of declining sugar exports. The two leading sectors
have been tourism and agriculture. Growth has been relatively good in, all of
the OECS states. Dominica, whose economy grew slowest of all, managed 3.8
percent per year since 1977, despite two hurricanes in 1979/80. Antigua
experienced the most rapid annual growth (6.5 percent).

Per capita GDP in the OECS increased by more than 3.5% annually from 1980
to 1987, varying from a low of 2,3% in St. Lucia to a high of 4.6% in Antigua,

Eastern Caribbean growth rates are strongly influenced by the strength or
weakness of the U.S. dollar, to which the E.C. dollar has been tied since

1975. Banana exports are traded for British pounds sterling. When the U.S.
dollar weakened vis-a-vis the British pound, beginning in 1984, growth rates
rose to the 4-8 percent range. European tourism has also been stimulated by
the 1988 dollar lows.

The QECS states, with the exceptions of Grenada and Antigua, have made
impressive strides in managing their public finances over the past three to
four years. 1In 1986, the donor community launched the "Tighter' Consultative

Group (TCG) as a basis for coordinating external financing for the OECS
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countries. IDA-eligible OECS countries were to have access to 1BRD funds only
if they ﬁere judged fiscally sound by the IMF or were engaged in an IMF
stabilization or-adjustment program. Of the five IDA-eligible OQECS states,
St. Kitfs, St, Lucia, and St. Vincent received clean bills of fiscal health,
Of the remaining two, Dominica has had a Structural Adjustment Facility {SAF)
arrangement with the IMF (supported by AID funding) for the past two years,
and has turned a fiscal deficit into surplus. At the same time, Government
undertook important fiscal reforms (designed with AID assistance}. Grenada,
too, has carried out extensive fiscal reforms, but uneven (and to some extent
imprudent) implementation has resulted in financing gaps, supported in part by
AID.

Government revenues, close to half of which are derived from international
trade, range from 28-40 percent of GDP., Inflation averaged 7.5% since 1977,
but was under 4% in the mid-1980's. External debt levels (except for Antigua
and, to a lesser extent, Grenada) are not particularly worrisome so long as
the banana and tourism markets remain strong and the U.S., dollar weak. Debt
service is less than 20 percent of exports in all countries except Antigua,
which depends on tourism rather than exports for repayment,

External assistance is carefully coordinated through a participatory
arrangement between governments, regional institutions, and donor agencies.
The World Bank-led Caribbean Group for Cooperation in Economic Development
{CGCED) serves as a forum for donors and countries to analyze and discuss
development constraints and long-term planning. However, fiscal management
and economic planning $till raise complex issues. Fach of the six OECS states

maintains a full bureaucracy, and government services amounted to about
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one-sixth of GDP on average in the 1980s. Recurrent budget revenues are high
(between 20 and 30-plus percent of GDP), and government investment is also
substantial. The World Bank examines public sector investment programs each
year for the Caribbean Regional consultative group meetings, In the past two
to three years, some OECS states have commissioned development strategies.
The Gevernment of St. Vincent recently published the second iteration of a
rolling, three-year development plan. The Govermment of St. Lucia has perhaps
most clearly defined its development goals, although it has not yet published
a "plan". The Government of St. Kitts has released a development plan, but
the document needs further work. Finally, in 1986 Grenada published a draft:
development strategy. CDB and other donors are available to provide technical
assistance for improved planning efforts.

Eastern Caribbean countries are, however, vulnerable to natural disasters,
external economic conditions and in most cases are almost exclusively
dependent on donor assistance to finance public sector capital formation.
Development prospects during the RDSS period are clouded by: vulnerability of

exports to externally-induced exchange rate changes and possible economic

recession in the industrial countries; threatened loss of protected markets
for sugar and bananas; and potentially diminished external assistance flows if
they are '"graduated" from IDA and U.S. assistance levels off or decreases,
Geographic separation, diseconomies of small scale, low productivity,
inadequate investment and transportation bottlenecks stifle export performanbe
in agriculture and light manufacturing. The comparatively high cost of labor
deters foreign investment in industry and agriculture. ;ast experience with

low-technology, labor intensive textile and assembly industries dampens

expectations for the manufacturing sector and for extra-regional exports.
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Major development problems include: fragile environmental ecosystems;
poorly maintained physical infrastructure; dependence on a few traditional
crops enjoying protected markets; scarcity of entrepreneurial experience;
inefficient public bureaucracies; an allegedly risk averse commercial banking
sector;rdomestic savings rates inadequate to fund needed investment; lack of
human resource development and management training; land use management that
does not take full account of ecological and social concerns; in some
countries, fapid population growth feeding high dependency ratios.

RDO/C's strategy deals with these by building the region's capacity to

deal with them on a self-sustaining basis in the long term.

II. PROBLEM ANALYSIS AND DESCRIPTION

A. Inadequate Income Growth

Despite serious constraints, and except for dislocations caused
by hurricanes, world recession and other external shocks, growth rates in the
OECS have generally been quite good, even remarkable, in the past decade.
Overall, the OECS economies grew by 4.9 percent per year in the decade
1978-57, approximately 3.5 percent per year in per capita terms. Moreover,
due to favorable movements in the exchange rate and boomlets in tourism and
traditional agriculture, that growth accelerated in recent years, With the
exception of St. Vincent, which has been hampered by adverse weather and a
somewhat sluggish manufacturing sector, the countries of the OECS growth rates
have ranged from 4 to 8 percent per year since 1985, 1In each case this has

been sufficient to increase per capita income.



-7-

Past growth was spurred by export of traditional crops, large inflows of
foreign capital in the form of foreign aid, and in some cases, tourism. In
addition to several long-standing constraints, the countries now face the
reality of reduced sugar quotas, economic stagnation in their most important
regional markets and the potential elimination or alteration of UK
preferential purchases of bananas. Future growth at historic rates is
therefore far from assured in these countries. Even moderate growth will
hinge on the ability of each island to successfully cope more effectively than
it has in the past with fundamental constraints and to move quickly to address
programmable constraints.

The Eastern Caribbean Agriculture Strategy Assessment (Annex IV) and the
Private Sector Strategy paper {(Annex III)} provide greater detail on current
activity, island by island, as well as potential and uctual constraints, In
general, the OECS states show a geographic split in the pattern of economic
growth, The Leeward islands (especially Antigua) place heavy and growing
emphasis on tourism, khile the Windward Islands still depend mostly on crop
mono-cul ture--bananas (Dominica, Grenada, St. Lucia and St. Vincent), cocoa
and nutmeg {Grenada). In spite of tendencies toward increased economic
balance, each country is still uncomfortably reliant on one sector or one
product. Diversification must contiaue throughout the 1990's, with increased
emphasis in all islands on non traditional agriculture, tourism, manufacturing
and services linked to tourism and regional markets. Diversification will nqt
be a panacea but rather a cushion against adversity. Tt will not remove thei

Fundamental vulnerability of small island economies to trends and events

beyond their controtl.



-8-

Interisland differences are partly attributable to natural features. The
terrain of Antigua is flatter and more conducive to tourism development, At
the other extreme, Dominica in the Windwards is very mountainous with little
accessible shoreline. Differences in terrain and rainfall also have led to
sharply different crop mixes. In the Leewards, sugar and molasses, and to a
lesser extent cotton and coconut, are the leading agricultural products, but .
agriculture is struggling. In Antigua the share of agriculture in GDP fell
from 11% to 4% between 1977 nd 1987, In the Windwards, bananas are dominant,
followed by root crops, cocoa, copra, spices, plantains, citrus, and a wide
variety of other crops.

These and other differences in the structures of the economies have been
reflected in the labor markets. The Leewards are experiencing labor shortages
while the Windwards still generally have labor surpluses. There is
significant on-going net out-migration from all the islands, so that
population growth rates are generally low. In St. Kitts, the labor shortage
is making it increasingly difficult to sustain the sugarcane harvest at levels
sufficient for an economically efficient amount of throughput in the sugar
milliii; process. Throughout the OECS, the labor markets have an important
bearing on the prospects for economic growth. Country descriptions and policy
agenda issues are included in Annex [T,

Reliable income distribution data do not exist for the QECS states. Few
countries have household surveys, and not all included the item in the 1980
census., Full detail will not be available until the 1990 census, RDO/C will

assist CARICOM and the Economic Affairs Secretariat of the OECS in analysis of
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data to be gathered in the 1990 round of censuses. In 1988, RDO/C contracted
a regional expert to provide estimates of income distribution in the region.
Severe lack of data precluded very meaningful conclusions. Based on the
fragmentary information available, the consultant concluded that the région
exhibits a generally "moderate degree of income inequality.", with Gini
coefficients lying between those, such as Brazil with high inequality and

those such as Sweden with low ratios.

B. Agriculture Sector Deficiencies

Constraints to agriculture must be viewed in the context of the
sector's overall recent performance. Agriculture's share of GDP in 1985 was
14.4% for all the OFCS states and 18.8% for the four Windward Islands of
Dominica, St.Lucia, St.Vincent and Grenada. However, when the role 6f
agroindustry and agricultural marketing is taken into account, those shares
rise to 22.0% and 27.1%, respectively (See Tables in Annex IV).

Agriculture's importance as an earner of foreign exchange has been
proportionately greater. In 1986, agriculture accounted for 75.6% of the
value of all domestic exports of goods (that is, excluding re-exports) and
32.9% of all foreign exchange earnings. Excluding Antigua, which is
exceedingly oriented toward tourism, the latter figure rises to 47.5% (See
Annex 1V},

Between 1965 and 1983, OECS agricultural exports increased from $22.5
million to $87.9 million, for an annual growth rate of 7.9%. In more recent
years, exports have continued growing even more rapidly. From 1982 to 1986,

agricultural exports expanded at an annual rate of 19.0%.
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In per capita terms, the agricultural export levels are among the world's
highest, 1In 1984, the OECS exported about $217 worth of agricultural products
per capita. In a reasonably representative sample of small and large
countries, world-wide, only Malaysia exports more agricultural products on a
per capita basis (see Annex IV). And even some superstars in agricultural
exports, such as Argentina and the Ivory Coast, rank somewhat beltow the OECS
by the same criterion.

These data underscore the concern in the QECS over the prospect of losing
their preferential access to the UK market in bananas in 1992. This concein
is heightened by knowledge that in spite of the dependence of their economics
on agricultural exports the OECS states are not among the most competitive
producers of their two main export products, bananas and sugar.

With the exception of Antigua, each of the countries has a strong
agriculture sector founded on traditional crops such as sugar, bananas,
nutmeg, cocoa, and coconuts. In each case, the farmers have little motivation
to diversify into "neﬁ” food crops because 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, a supply of
inp ‘ts and free agricultural extension and other advisory services. They have
generations of experience in growing and cultivating and are enjoying
substantial and stable incomes, sometimes complemented by tax exemptions. In
many ways, agricultural diversification is constrained by the same complacency
which characterizes the established merchant class, Small farmers who do prow
food crops may be regarded as opportunistic and undisciplined in terms of

business dealings, but have successfully produced for export on contract.
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While in gross terms tourism earns more foreign exchange than agricul ture
does, Annex IV shows agriculture is probably the larger net earner of OECS
foreign exchange, and it is very much larger when Antigua is excluded., This
does not deny the important role of tourism but suggests that the islands are
equally dependent on agriculture., Programs that succeed in further improving
agriculture's performance could contribute substantially to overall economic
growth,

The macroeconomic environment affects the agricultural sector by
influencing cost-price relationships. The main elements of fhe macro
environment are the exchange rate, trade policy, wage structures, and
instruments of fiscal policy, particularly tax rates on exports and other
commodities,

Real agricultural prices for OECS exports Qere threatened in the early
198)'s by the high rate of the U.S, dollar and owe much of their present
prosperity to its decline. Moreover, Antigua and St. Kitts' experiences
suggest that the growth of one export-oriented, high-wage sector, tourism may
produce the "Dutch disease' syndrome whereby the leading export sector
supports the exchange rate at a level higher than it would otherwise be, and
at the same time 1t puts upwarq pressure on the domestic wage structure,
thereby damaging to the international competitiveness of the econom??s other
tradeable-goods sectors: agriculture and manufacturing. The region must work
to counteract the negative effects on agriculture's profitability that arise
from the development of the tourist industry and are transmitted through the
exchange rate mechanism. At a macro level, three economic mechanisms are
available: Jevaluation, letting real wages decline over time, and compensatory

trade policies, Devaluation is unlikely because it requires an unlikely
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unanimous decision by the OECS governments. A deflationary wage policy does
not appear feasible, although wage restraint would be beneficial.
Compensatory trade and fiscal policies, consistent with GATT rules, are
therefore important to sustain export agriculture. It will be important to
seek elimination of domestic price controls, where they exist. In these open
economies, international prices, as modified by the exchange rate and the
tariff/export subsidy schedules, effectively determine domestic prices, and
attempts to additionally control those prices are distortive,

A micro response to the Dutch disease syndrome is to increase productivity
in the production and marketing of farm products. The consensus of experts is
that yields can be substantially improved via more extensive use of known
technologies, improved extension efforts and ongoing agricultural research.
The Dutch disease places a greater burden for improved performance on the
research and extension network than would otherwise be the case. Other
intervéntions include: better quality control at the field level, and through
cost reductions in the storage and marketing network. It appears that more
systematic'quality contrel in bananas could largely offset the loss of the
preferential arrangements in the UK, by increasing the average unit value of
the product at the farm gate. Other problem areas involve lack of cold
storage and dry storage, and lack of regularly scheduled refrigerated
transport, unusually high rates of wastage and high unit costs for
farm-to-market transport and lack of sufficient all-weather feeder roads.

Analytical groundwork has been laid that promises potential in the
processing of fruits and vegetables on a relatively small scale, to be able to
reap greater value and from a comparative advantage at the field level.

Crop-level studies appear to indicate that in spite of the unfavorable
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macroeconomic environment a comparative advantuge exists in a range of
products, including traditional exports, traditional foods for export,
non-traditional foods for export, and some import substitutes. RDO/C will
support an approach which emphasizes market signals and feasibility studies
guide the selection of crops in any of the groups. Institutional barriers to
diversification include the existing companies acts and the land tenure
situation,

Women are smail farmers and are wmajor participants in inter-island
vegetable and fruit trade. Limited access to credit is a potential constraint

on their sphere of operations.

C. Obstacles to Private Sector Development

A more extensive list of constraints to private sector development
found in Annex III. Key constraints relate to finance, the shortage of
business and marketing skills, and the creation of an environment conducive to
new investment and to business development, both local and foreign.

In the area of finance, working capital is the single most
significant constraint. Although the commercial banks are highly liquid,
conservative lending policies and the shortage of equity in the region make
working capital very difficult for new and expanding enterprises to obtain.
For the same reasons, there is also a shortage of long term debt capital.
There is much talk but little understanding of venture capital, which in any
case is hardly available at all.

Working capital is the most significant financing constraint. RDO/C's
priority in the area of enterprise financing will be to expand the working

capital component of the SEA project to the regional scale originally
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intended. Project financing in the vicinity of $800,000 would provide
essential working capital to 35 small and medium size companies throughout the
region that could not otherwise obtain it, to enable foreign-exchange earning
projects in tourism and backward linkage projects in manufacturing and
agribusiness to go forward.

In the area of venture capital, USAID activity depends mainly on the
progress of the HIAMP and EIB/CFSC programs and on future levels of mission
funding. Although the need for more equity in the region is clearly
identified, venture capital may not be the best means of addressing this
constraint.

A major element of our strategy with respect to financing will be policy
dialogue aimed at eliminating constraints to the mobilization of local capital
in the region. Issues to be taken up will include development bank policies,
leveraging changes in commercial bank policies, and encouraging the free flow
of capital and the formation of new types of capital markets in the region.

The second major constraint to private sector development in the region is
the lack of business and marketing skills affecting firms of all sizes, from
micro-enterprises to the large established merchant houses. There is a
universal call in the region for more training opportunities at all levels,
from youth training programs to management seminars conducted for senior
executives, The lack of business skills is closely connected to the shortage
of enterprise financing. Many entrepreneurs with a good business idea lack
the skills necessary to prepare credible business plans or may lack the
business skills neccessary to carry them out.

USAID has developed a broad approach to business skills development
covering the entire socio-economic spectrum and including training and

technical assistance for micro-, small- and medium-size enterprises,
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management training for middle and senior executives, participant training in
a wide range of skills related to private enterprise development, and job
training for young, economically-disadvantaged entrants to the labor force.
The strategy for the forthcoming RDSS period is to continue on each of these
fronts,

The third, and in our view most critical, constraint is the lack of a
policy environment conducive to business development and new investment, both
local and foreign. Thére is an urgent need for enhanced public/private sector
consultation and cooperation in planning for development of the tourism
sector, developing backward linkages to agricul ture and.manufacturing, and
removing impediments to regional and extra-regional trade. A pre-reqdisite
for tourism dévelopment is master planning at the national and regional level,
which must address issues such as investment promotion and incentives,
marketing, air access and aviation and cruise ship policy, infrastructure
planning and development, and environmental planning.

There are a number of areas in which government policies act as
constraints to businesses of all sizes and types. For instance, there is
concern in the private sector that taxation policies need to be overhauled and
rationalized. There is concern that complex administration, bureaucratic
delays, and petty regulation create negative perceptions of the region’'s
investment climate and frustrate both foreign and local investors.
Inefficiency of government departments is a serious concern, wi th complaints
ranging from unnecessary delays in clearing goods through air and sea'ports_to
long waits for government decisions. The legal framework geverning the
functioning of the private sector tends to be outdated and fails to recognize

modern business practices.
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In the current RDSS period, substantial progress was made in the priority
area of investment promotion and improving the capability of governments in
the region to respond to the needs of investors. The principle vehicle was
the Investment Promotion and Export Development Project (IPED) which provided
for the establishment of the Eastern Caribbean Investment Promotion Service
and for technical assistance to the Industrial Development Corporations of
each QECS country. Progress also was made through the Public Management and
Policy Planning Project (PMPP) in the area of fiscal reform.

In the RDSS period, the strategy to obtain 1lmprovements in government
policy and planning and enhanced public/private sector consultation and
cooperation will be to encourage the formation of national public/private
sector councils under a regional umbrella and to provide these councils with a
means to contract for policy planning expertise. The councils will identify,
prioritize, and seek solutions to constraints to private sector development
and provide input to development planning, including tourism master
planning. The objective will be to obtain incremental improvements in the
business climate leading to increased investment and more robust private

sector led economies.

D. Access to Basic and Professional Education

The Eastern Caribbean enjoys high primary and wodest secondary
enrcllment rates. The nature and quality of education is, however, inadequate
to meet the challenges of development in the 1990's and beyond.

Table II.14 in Annex I provides country by country enrollment
estimates for OECS States,

Measured literacy rates seriously overstate the quatifications of the

human resource pool. Although well over 90 percent of the children of primavy
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school age are currently enrolled, the formal education sector at primary and
secondary levels is characterized largely by untrained teaching staffs with
inadequate teaching materials. As a consequence, the labor force available to
staff offices, factories and farms--lack sufficient general education to
prepare them for job-specific training.

A recent CARICOM study reports ''an observed decline in the levels of
functional literacy and numeracy'. Employers complain that weaknesses in
basic literacy, numeracy and problem solving skills leave a significant
proportion of the work-force poorly prepared for job-specific training. The
quality and relevance of basic education must be improved to resolve this
problem.

The overly academic orientation of secondary schooling does not adequately
prepare school leavers for employment. The unavailability of trained workers
for the manufacturing, tourism and services sectors exists concurrently with a
high level of unemployment. A program for the training of entry level workers
1s required to respond to this dual problem.

The development of appropriate management expertise to promote private
sector development is constrained by (a)} a lack of trainers, (b) a lack of
communication and coordination with employers, (c) limited training
opportunities for needed skills and (d) the low quality of training
institutions, Underdevelopment of management expertise is as damaging to the
future of the region as any shortage of physical or fimancial resources. A
program of management training is required to redress these constraints.

Only ten percent of secondary school graduates proceed immediately to
terciary level education. Indeed, a disproportionate amount of educational
resources is required to provide such tertiary level education., The

University of the West Indies, for example, provides an increasingly costly
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form of bachelor's education, with total costs approximating those at U.S.
private universities. Targeted tertiary level training relevant to the
development needs of the OECS countries should be provided. Mission training
projects are achieving 50 to 60 percent female participation, however the
mission is attempting to shift the focus of participant training away from

traditional female careers to better-paying and higher status fields.

E. Democratic Traditions and Institutions

Democratic traditions are strong in the Eastern Caribbean. The
English-speaking, predominantly English common law-based Commonwealth
Caribbean is one of the few areas in the Third World where democratic
institutions have taken hold and are enthusiastically retained. Multiple
parties, free elections, speech and press are the norm. The judiciary is
responsible and independent and respect for the rule of law remains high.
Democratic institutions themselves are based largely on British models and
often antedate U.S. experience.

Having said this, however, a study commissioned by AID late in 1985
revealed this has been changing and for the worse, due to lack of investment
in, nd routine maintenance of, the system of administration of justice.
Because of poor salaries and incentives, lawyers refuse government legal
service and judgeships in their own countries. Laws are woefully
out-of-date. Statutes and subsidiary legislation are not printed or revised
and court decisions not reported.

The need for the revision of laws, rules and procedures relating
especially to private sector development, trade, commerce and investment has
been graphically demonstrated by recent RDO/C experiences. The outdated state

of all Eastern Caribbean companies laws alone has been found to be a
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significant constraint to investment (whether local, regional, or
extra-regional) in export-oriented and other productive enterprises. This is
especially true for investment in existing small enterprises that c;uld grow
significantly from the timely injection of equity investment. The lack of a
clear, relatively simple, well-known body of investment law, regulation and
policy--especiaily in the equity financing area--is a significant bar to the
development of other than the largest, most well-entrenched business
organization. A companion and supplementary effort to CJIP is the Caribbean
Law Institute (CLI) which has as its express purpose the revision, updating
and harmonization of laws relating to commerce, trade and investment.

The public/private, high low split in female employment is as evident in
the legal world as it is in the private sector. Most of the legal librarians
are women and all of the Chief Justices are men. The legal librarians have
achieved management and administrative stature within the public sector
employment structure. The Chief Justices are men because the pool of
contenders with the qualifying education/experience mix happen to be almost
exclusively men. Where women have had the social support necessary to permit
them to obtain the qualifications necessary for appointment, they have
compe ted effectively and have been appointed to various senior posts in the
legal system of particular territories (Jamaica, and recently St. Lucia).
However, child care responsibilities and low family income make the path of

women attaining qualifying status much more difficult. |

F. Degradation of Natural Resources and Biodiversity Issues

Annex V treats this subject in detail. Tourists are attracted to the
Fastern Caribbean by climate, coral reefs and beaches, flora and fauna, and

spectacular scenery. However, population pressure and careless development
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- efforts have begun to threaten and, in some cases, degrade these prime
resources. Proper sewage disposal is a serious continuing problem. Misuse of
agrochemicals further jeopardizes freshwater and marine resources. On most of
the Eastern Caribbean Islands the coastal waters are being rapidly degraded.
Improper landscaping in urban and tourist areas is resulting in increased
sedimentation, which once again contributes, along with agriculturally
produced sedimentation, to the death of coral reefs.

Increasing tourist visitation also puts greater stress on the marine
environment to provide the lobster, shell and fin fish consumed by local
populations and visitors alike.

Long term sustainable agriculture depends on the use of appropriate
technology to maintain soil cover and to control agricultural pests.
Currently, many small farmers, because of limited land space and skills are
farming steep sloped areas in a manner that promotes severe soil erosion. The
loss of this top soil not only decreases long term agricultural production but
eventually washes into the nearshore waters smothering coral reefs and grass
beds, these latter environments being extremely important to tourism and to
fish production. On many islands inappropriate soil conservation and
wate.shed management by the small farmer results in only a few years of
production from a piece of land resulting in continual deforestation as new
land is continually cleared to replace that which has gone out of production.
It will be years before the full biological potential of the land returns; in
some cases this potential is lost forever.

It is probable that high levels of fertilizers and pesticides are
also carried into the coastal waters, furthering their degradation.

Pesticides used by untrained farmers may be applied at excessive rates. There
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is a need to take the fishing pressure off of the nearshore coral reefs, and
while attacking land-based pollution, give both the reefs and the dimersal
fish populations (especially the grazers which control algal cover on the
reef) a chance to recover,

The mission realizes that manufacturing must be undertaken with great
caution, and that appropriate standards are promoted in the Caribbean with

regards to the production and disposal of wastes.

G. Infrastructure Peficiencies and Maintenance

Basic economic and social infrastructure is either in place or under
construction throughout the Eastern Caribbean. Basic roads, power and
communications have been supplied. However, due to limited financial and
administrative capability, lack of maintenance and the nature of the physical
environment, nearly all forms of infrastructure are deteriorating, some at a
rapid rate. Government agencies responsible for specific services often lack
the funds, managerial capability and technrical competence to plan and
implement either their capital investment or operational maintenance
programs., They are, therefore, unable to assure reliability of service or
maintain over time an adequate balance between supply and demand. The
characteristic historical pattern is an accelerated deterioration of plant to
the point where conditions force emergency allocation of funds to remedial
action programs,

Efficient public utilities are critical to the development of the
Eastern Caribbean. Most public utilities have been slow to adopt businesslike
pricing criteria and are unable to generate the cash flow to meet normal

counterpart funding requirements for capital projects or to defray the cost of
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operation and maintenance. Unfortunately, most public utility systems arc
both unreliable and expensive. Due to their small size and remote location,
it is difficult for them to take advantage of economies of scale and to lower
per-unit procurement costs through bulk transactions. On many islands, hotels
and industrial plants require stand-by power units due to the unreliability of
public electric power generation and transmission. U.S. assistance through
NRECA (The National Rural Electric Cooperative Association) has identified the
following priority areas for improvement in electric power utilities:
Training, Procurement and Inventory Maintenance, Management and Finance.
Investment in other productive infrastructure {(e.g., ports, airports and
industrial parks) cannot be widely encouraged, unless significant ESF funds
become available.

Infrastructure projects have direct effects on women by making life for
any economically productive member of the household easier or more efficient.
The Basic Needs Trust Fund Project improves and constructs schools, water
systems, health centers and roads. To the extent that women participate in
economically productive work and maintain a household, improvements in their
local infrastructure have a cumulative positive impact because they enhance

the efficiency with which both men and women accomplish productive tasks.

H. Population Growth and Access to Family Planning Services

Population growth ranges from 1.0% to under 2.0%. However,
population densities are great even where population growth rates have slowed,
as in Barbados--one of the most densely populated countries in the world.

All1 islands have experienced historically high rates of emigration which
siphon off skilled and unskilled labor and increase dependency ratios. Hard

currency remittances compensate for this to some extent, Population
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projections are shown in the table in Annex I, Table I1.8. Two sets of
projections are shown for each of the OECS states. Scenario (A} straightlines
current total fertility and emigration rates, while Scenario (B) assumes major
declines in both during the 1980's and 1990's. These data lead to the
following observations: (1) Emigration is the key to medium term labor force
management, With decreased emigration, labor force growth accelerates
rapidly. Fertility declines, of course, do not begin to affect the labor
force for 15-20 years. (2) School age populations grow appreciably in St.
Vincent and St. Lucia where fertility is now highest, but begin to decline in
Grenada, Dominica and St. Kitts as fertility continues to decline,

Current estimates of unemployment are inexact for all islands, but there
are clear indications of skilled labor shortages in Antigda and in St. Kitts
and labor surpluses in the Windward Islands. Crude estimates can be found in
Annex I, Table I1.10A. Labor movement among the islands is tightly
restricted, another argument for political and economic integration.

The majority of population activities are managed by women as executive
directors and as educators in extension delivery. Project participants are
almost 100% female ahd the emphasis is on young females. In addition to the
need to decrease fertility in an absolute sense, the prOgrém aims at
child-spacing for womens' health and at the achievement of reduced fertility
rates in young age categories because teenage pregnancy limits womens' options

and ability to participate in the benefits of growth.

I. Health Sector Deficiencies and Costs

Compared to other developing countries, the Eastern Caribbean enjoys
relatively high standards of overall health. The leading causes of morbidity

and mortality are the same as in the U.S. and Western Europe: cardiovascular
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disease, cancer, hypertension. Cervical cancer rates in the Caribbean, for
example, are among the highest in the world. Additionally, the prevalence of
g@aucoma which, undetected leads to blindness, is the highest in the world and
25 times the rate found in the United States.

As Table II.3 in Annex I shows, most of the Agency-monitored health
statistics for the region (e.g., infant and child mortality rates and life
e&pectancy at birth) are favorable when compared to the A.I.D. and worldwide
standards. The major maternal and child health related problem in the
Caribbean is perinatal death which is closely related to low birth weight,
anemia during pregnancy, toxemia, high pregnancy rates, short birth intervals
and abortion. The high life expectancy at birth statistic is both a positive
and negative indicator: while it suggests improved health care, it also
suggests one reason for the changing disease pattern and growing emphasis on
chronic diseases. The rapid '"graying" of the Caribbean further suggests both
increases in the dependent populations and more costly, longer term health
care needs. For other Agency indicators {e.g., percentage of population below
F.A.0. critical level of caloric intake, and percentage of children under five
with chronic and severe undernourishment), the data are less accurate but
tho - which are available suggest that the Eastern Caribbean may not yet have
arrived at the standards. 'Food and nutrition'" has been identified as one of
the seven Caribbean Cooperation in Health (CCH) priority areas and continues
to be addressed by the Jamaica-based Caribbean Food and Nutrition Institute, a
PAHO collaborating center.

The battle against communicable and environmental diseases is not
over, however, and the firmly held popular conviction that government should

be the provider of free health care for all results in both critical and



..25_
costly public sector programming. For example, dengue, which is spread by

Aedes aegypti mosquitoes, is endemic to the region. Evidence from the Centers

for Disease Control and national surveillance programs indicate that dengue
epidemics have occurred in the Caribbean with increasing frequency over the
past. 25 years and sporadic cases of dengue hemorrhagic fever/dengue shock
syndrome (the most severe forms of the disease) have been documented in
several Caribbean countries in the 1980s. Environmental health activities to
prevent dengue outbreaks require constant attention. The number of cases of
sexually transmitted (communicable) diseases are increasing significantly
acress the Caribbean including the most critical disease pandemic, AIDS, The
prevalence rate for AIDS in Barbados (13.3/100,000) is the seventh highest
repcorted worldwide. The most common means of transmission in the Caribbean is
heterosexually, a frightening prospect given the cultural norm of early
initiation of sexual activity and multiple partnering.

With increasing pressures on all government expenditures, real
expenditures in the health cére financing have declined throughout the Eastern
Caribbean--contributing to declining levels of service and the quality of care
and deferral of maintenance of the capital stock. At 12-15 percent of total
government expenditures, public sector spending on health is comparatively
higher than in most developed countries and is not likely to increase
further. Governments must seek ways to improve efficiency of existing
resources and to expand sources of revenue through new financing strategies,
However, these efforts face formidable constraints.

The largest of the target countries in the region has a population of only
120,000, The small size of these markets limits the ability of many

country-specific strategies to improve system efficiency. Where the costs of
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delivering of health care services are subject to significant economies of
scale (as in many hospital and diagnostic services) smaller volumes of
production mean higher costs per unit. Governments spend significant portions
of their health budgets sending patients offshore for treatment unavailable
locally and face the need to upgrade select (e.g., diagnostic) tertiary care
facilities to reduce the exponentially increasing costs of medical referrals
to the more advanced Caribbean countries and extraregionally. However, the
lure of sophisticated technologies without a full appreciation of their
recurrent costs and relative value vis-a-vis other options has already
resulted in poor procurement decisions such as a $1 million CATscan in one
country of 80,000 people., Hospitals already account for up to 35% of the
total health budgets and such new technologies will require expensive
maintenance and human resources to support., Opportunities to aggregate
activities to achieve lower average costs are limited.

Many of the region's health care systems were developed under British rule
and in most cases, the physical facilities are old, inadequately maintained,
and in a deteriorating condition. These circumstances generate higher
operating costs creating financial shortfalls for major expenditures in other
par.. of the health care system. The over-reliance on tertiary facilities
means that primary care facilities are frequently underbudgeted. This results
in shortages of supplies and inefficient uses of health manpower. The
combination of inappropriate use and inadequate support impacts adversely on
the quality of care. These conditions are self-reinforcing.

Most public institutions are funded through annual budgets supplemented by
special appropriations throughout the year. Records of expenditures, although
carefully made, are not organized for management purposes and appropriate

financial management is nearly absent. Public sector health systems are
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plagued by inadequate budgets, lack of trained staff, management deficiencies,
shortages of critical supplies and essential drugs and the absence of modern

information systems.

J. Shelter Deficiencies and Land Use Management

This topic is treated in Annex VI. The combined effects of
urbanization and economic growth are creating significant demand for land in
the Eastern Caribbean region. This demand is in response to the needs of
expanding populations and a variety of industrial, commercial and tourism
uses. At the same time, there is only a finite supply of accessible,
easy-to-develop land to meet this demand. In this context of very small
island economies, whose economic base has traditionally been agriculture,
competition for this scarce ;ommodity has fueled a heated debate between those
who require land for new development and shelter and those who wish to keep
the land in its present agricultural state. The question raised is whether
enough land will be made available to accommodate future growth and |
development without having to sacrifice land that is essential to productive:
agricul tural purposes. |

Unfortunately, the record to date in resolving this predicament is
not good. There currently exist serious deficiencies in the Eastern Caribbean
region in the delivery of urbanized land and basic shelter and in the
management of the use of land., Problem areas manifest themselves in the lack
of access to public services (such as water, waste disposal and electricity)
for the expansiqn of economic activities and the orderly growth of urban
settlements. Lack of adequate access to public services is particularly acute

in the islands' smaller towns and in lower-income sectors of the population.
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The region's existing shelter and urban development problems arc
exacerbated by the lack of rational land use management systems. Individual
land delivery systems are not responding well to the myriad requirements
placed on them by the agricultural, industrial, tourism ahd shelter sectors.
Current demand for land to meet these various sectoral requirements is being
met on a haphazard, ad hoc basis. This non-planned and inefficient allocation?
of land works to the detriment of this scarce, environmentally fragile
resource.

The clearest evidence that the shelter and land delivery systems of the
region are not working efficiently is the rapid growth of illegal squatter
settlements in the region's growing urban centers and around industrial,
estates and tourism complexes. The need for urbanized land and basic shelter
in the Eastern Caribbean will only be met through the combined efforts of the
local public and private sectors. The vast majority of éhelter produced in
the region is still produced informally by individual household units with
assistan;e from family members, friends or small contractors. The
availability of adequate public services and secure land tenure greatly
facilitates and stimulates the production of shelter by the formal and
inf--mal private sectors. While varying among the islands, current govefnment
policies generally do not build on or take advantage of informal construction
processes which could be guided or made more efficient to enhance
accessibility to land and services by lower-income households. A key
component of a potential USAID policy agenda is to assist government to
disengage from a direct role in shelter production and finance and to begin to
facilitate the participation of the private sector through supportive policies
and the timely provision of land and urban services. Annex VI contains a full
discussion of the key problem areas in the shelter and land use management

sectors as identified by a RHUDO assessment team.
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[1I. STRATEGY
A. Summary

1. Concentration and Establishment of Priorities

The mission has reviewed and weighed the relative importance of the
various constraints to economic development in the Eastern Caribbean and has
identified five key problem areas for its strategy focus during the 1990-94
period: removing constraints to economic growth; agricultural sector
deficiencies; obstacles to private sector development; access to basic and
professional education; and democratic traditions and institutions.

The selection of the subset of problems to be most directly addressed
derives from the premise that the private sector strategy is the core of the
RDO/C Regional Development Strategy (FY 1990-94). The most inpoftant
long-term priority is to help develop a mutually-reinforcing set of vital,
viable and sustainable private sector and private sector-supporting
institutions and governments, This perspective extends beyond the end of the
century. This ultimate objective will therefore be achieved during a series
of RDSS periods, not merely one. The present RDSS is therefore one five-year

subcomponent of a longer-term process. It focuses on reducing several

fundamental barriers to market-led development. It is a growth-oriented
strategy aimed at providing equity through widespread participation. Both
growth and equity considerations will guide small enterprise assistance, work
with women and small farmers, institutional development and policy reform.
The democratic governments of the OECS are in a strong position to maintain
equitable and efficient distribution of the benefits of growth. The RDSS
therefore focuses on promoting equity via wider participation in the economic
growth process, leaving the more explicit social equity programs to the

governments themselves.
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A diagram in Annex I illustrates the long-term interrelationships
between the region's growth aspirations, the requirements necessary for a
market-led economy to achieve needed investment and growth, and the areas
where interventions in the RDSS period may bring about necessary changes.

In terms of opportunities for structural adjustment at the sectoral
level, tourism and agriculture are the leading priorities, ranking first or
second, depending oniwhich island is considered. Agricultural productivity
must be improved and its output diversified if the sector is to survive the
integration of the EEC market after 1992, It is an important potential
earner/saver of foreign exchange and serves as a supplier to the tourism
sector. It is anticipated that a large portion of mission funding will be in
the agriculture account. For most countries in the region, tourism is the
area of clearest comparative advantage and the sector most likely to
experience the most rapid rate of growth. In the Leewards tourism is likely
to be large enough to serve as the primary engine of growth, while in the
Windwards it will satisfy an essential need for creating jobs and generating
needed additional net foreign exchange.

" Human resource development is the third sectoral priority. Increased
labor productivity as well as well as improved entrepreneurial and managerial
skilis will be central to the development of a vigorous private sector that is
capable of carrying the development process.

The strategy includes a special focus on the roots of market economy
development: the legal and institutional environment in which entrepreneurial
decisions are made. One lesson learned from past RDO/C approaches to private
sector development is that such efforts cannot be effective if such
rudimentary foundations as a modern corpus of corporate and commercial law and

a private sector voice in development planning are absent.
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The mission is also concerned with other problem areas, but these are
not, for various reasons, singled out as separate objectives to be pursued:
Although inadequate infrastructure still represents a constraint to
effective private sector-led growth, funding limitations will virtually
preclude large RDQO/C infrastructure projects {airports, ports, major road
construction) 'on a regular basis. Smaller projects on a given island will be
funded using DA or ESF resources as part of a policy-leveraged sec;or
structural adjustment program. These projects will be aimed specifically at:
improving the productivity of the private sector; preserving the natural
environment; supporting or leveraging sectoral structural reforms; and
maintenance of existing capital, In the early part of the period, the
emphasis of the latter will be on regional utilities maintenance. A separate
infrastructure objective is therefore not included because the needs are
largely subsumed under the requirements for strengthening the private sector
and preserving the environment. Other donors and lending institutions
(particularly CDB) are expected to concentrate on new infrastructure
development as well as on other areas of RDSS concern (e.g., tourism linkages
to other sectors) for which close coordination will be required.
Stabilization of Financial structures in a macroeconomic sense has
rarely been a central concern in the Eastern Caribbean and is not selected as
a separate goal or objective. Macroeconomic structural reform has been
important in several counties, notably in Grenada and Dominica. This
objective will become less important during the RDSS period, unless there is a
more severe cutback in Lome privileges than is currently anticipated. The
mission's focus therefore will shift to sectoral structural adjustment

programs and policy dialogue. Depending on funding levels and allocations,
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the areas anticipated as targets for sector programming are: tourism;
agricultural diversification; training and education.

Health problems in the region tend to follow a pattern somewhat similar to
those of more developed countries. Traditional interventions such as child
survival, are therefore not appropriate., Health financing and delivery,
including opportunities for privatization, is a concern. The mission's
comparative advantage as a donor suggests that improving health care financing
and management will be the most effective way to utilize its relatively meager
health funds, thereby supporting the overall strategy thrust of enhancing
professional management capabilities of senior and mid-level managers and
reducing the burden of the government on the private sector. AIDS will become
an increasingly severe problem, and RDO/C will continue to support targetted
activities which in collaboration with other donors, will work to prevent
further spread of that disease.

Protection of the region's resource base is essential to a strategy of
sustainable economic growth. The mission underscores the vulnerability of
Eastern Caribbean environmental resources which are key to continued :conomic
growth and to improved quality of life. Environmental degradation will
eventually destroy the very resources upon which the tourism and agricultural
sectors survive. Conservation, maintenance, and more careful development of
these resources will support the region's medium to long term growth and
development aspirations. This is therefore a cross-cutting objective
supportive of diversified private sector-led growth and is not singled out as
a separate objective to be pursued for its own sake. During the RDSS
period,RDO/C will develop and implement at least one

environmental /biodiversity project that will serve this cross-cutting function,
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Similarly, shelter and land use management institutions and policies have
cross-cutting effects on the mission's core strategy. These are to be
addressed through a separate program that RHUDO/Jamaica is presently
attempting to develop with the CDB and which will mesh with this RDSS.

The role of Women in Development is another important cross-cutting
strategic concern. The mission is embarking on its first WID Action Plan (due
in AID Washington March 31, 1989) which will focus on specific ways of
including West Indian women in the design and implementation leadership
required to overcome the key constraint to WID issues in the Caribbean so that
women can routinely achieve the highest levels of professional authority and
responsibility.

A more focused family planning strategy will help reduce dependency ratios
while improving women's health and increasing opportunities for their active
economic participation., Intra-regional and extra-regional migration policy
holds the key to labor force containment, given the real limits to gréwth in
agricul tural employment and small enterprise development.

Regional economic cooperation or integration, with free fiow of labor and
capital and a wider market for products, is central to the long term viability
of these small island nations. AID will encourage regional
integration--channelling asSistance through selected regional institutions to
the extent their absorptive capacity and our resources permit. Potential
development partners inclqde: the Caribbean Development Bank, the Caribbean
Agricultural Research and Development Institute, the Cafibbean Association of
Industry and Commerce, the Caribbean Tourism Council, the Caribbean
Conservation Association, the University of the West Indies, the Qrganization
for Eastern Caribbean States and the Caribbean Community Secretariat.

The mission requests that AID Washington begin the steps necessary to
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designate Barbados and Trinidad/Tobago as '"Advanced Developing Countries'
(ADC's), given their potential catalytic role in OECS regional development.
If it manages a successful structural adjustment program, Guyana (see Annex
IT) could also play an important regional role. It is now only eligible for
food aid.

2. Public/Private Sector Split in U.S. Assistance

It is proposed that economic assistance include ESF project and
sectoral program assistance, DA project and sectoral assistance and Housing
Guarantees in order to assist the private sector and to assist governments and
regional institutions in activities that benefit the private sector by
providing physical and social infrastructure, research and training essential
to private sector development., HG funds may be provided by RHUDO/Jamaica for
a proposed prdgram with the Caribbean Development Bank.

Though not a central part of its portfolio or strategy, it is
anticipated that RDO/C will have managerial and monitoring responsibilities
for Guyana's PL480 and 416 food assistance programs in the early part of the
RDSS period.

ESF funds will enable the mission to help meet the critical
cortinuing need for additional improved public infrastructure. An evaluation
of RDO/C's policy dialogue and related technical aséistance is scheduled to be
completed by April, 1989. While a definitive decision on the matter must
await tpe results of that evaluation, at this time it is not anticipated that
ESF funds will be used for general budgetary support or macroeconomic
structural adjustment programs. Exceptions would be made if a serious
stabilization crisis emerged, for example, due to a natural disaster or a
collapse in international commodity markets. Instead, as funding levels

permit, ESF resources will be used to supplement SDA-financed sector
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structural adjustment programs in agriculture, tourism and human resource
development.

Given their tiny size, limited absorbtive capacity, and general
nutritional profile, food assistance will not be an effective form of
assistance for the OECS states. 1Its benefits for Guyana, however, have to
date been considerable, albeit difficult to administer from afar. Future food
aid to Guyana will be increasingly programmed as sectoral or subsectoral
assistance and will be designed to complement a structural adjustment program,
if one is undertaken.

The DA portfolio targets the private sector at the national level,
though in cases indirectly through regional institutions. The private sector,
and notably small enterprises benefit directly from funds and technical
assistance channeled through IDC's and National Development Foundations. In
line with the mission's objective of developing sustainable private sector
support institutions, AID funds have supported the development of the
Caribbean Association of Industry and Commerce and the Eastern Caribbean
Investment Promotion Service. The Agriculture Venture Trust provides equity
capital to agribusinesses, while the Caribbean Financial Services Corporation

provides loan funds to regional entrepreneurs.

I1f an agreement is concluded between RHUDO and CDB, HG funds will be
used to provide sites and services development for private housing
construction and to leverage policy and institutional reforms that will
improve land use management in ways that will enhance the productivity of the

agricul ture and tourism sectors.
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B. Goals and Objectives #

GOAL 2:  SUSTAINABLE ECONOMIC GROWTH

a., Overview:

The pattern of future economic growth will reflect the
bifurcation in the resource endowments and sectoral prospects between the
Leewards and the Windwards. While agriculture still predominates in the
Windwards, tourism is emerging as an important source of growth for the region
as a whole, but especially in the Windwards. The tourism sector has been
relatively neglected by country planners and donors alike. It will assume a
more important role in the future, and is an important element in the RDO/C

growth strategy. Linked to the region's obvious comparative advantage and
anticipated continued worldwide tourism growth, the sector provides employment
and business opportunities. In some islands it has the potential to replace
declining foreign exchange earnings provided by traditional agricultural
exports, Private sector development in every sector will require on the
demand side more aggressive marketing and on the supply side productivity
increases and product development. Strengthening private sector institutional
ope "1tions is central to achieving this goal. Productivity depends on the
resource base--protecting the physical environment, maintaining capital
infrastructure and, most important of all, investing in human resources.
Long-term structural adjustment, not economic stabilization, has been the
central macroeconomic problem in the Eastern Caribbean. In the RDSS period,
this emphasis will shift to sectoral structural adjustment. Policy dialogue

will be leveraged through sectoral structural adjustment assistance to

#ROTT: Targets marked by an asterisk are required by MBO No. 6.
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(depending on the particular country): tourism, diversified agriculture, or
education and training. Policy dialogue will aim at alleviating the

constraints that impede development of private sector instituions, private
investment, exports of agricultural and manufactured products and increased

tourism earnings.

OBJECTIVE # 2: STRENGTHEN THE PRIVATE SECTOR
by 1995
Target (A):* Private investment as percent of GDP 27%
Target (B): Number of small enterprises receiving
credit under AID programs 450
Target (C): Direct employment created or sustained
under AID programs ' 3,600

b. Strategy
Annex I1l details the strategy for RDO/C's future private sector
development programs. It is intended to accomplish a single major objective:
to improve the general business and investment climate, and encourage the
emergence of robust private sector-led economies which will serve to attract
investment (both local and foreign) far more effectively than will contrived
incentives,

The strategy for accomplishing this objective is presented in terms of the
three major productive economic sectors plus the services sector which acts in
a supporting role to the others.,

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, natiopal income and employment generation. The strategy will be to
promote planned and accelerated growth focused on the accommedation sector but
also paying attention to the development of ancillary supports. Tourism
master planning in each country and at the regional level will be a key first

step in exploiting the potential of this important sector.
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First level linkage impacts of tourism growth will be felt in the services
and agriculture sectors which stand to benefit from the expanded local market
for direct consumption by visitors. This impact will be strengthened as much
as economic efficiency considerations permit. However agriculture and factors
manufacturing must depend on other prescriptions for growth than simply being
carried along by growth in tourism. Therefore, specific program components
will provide the means to address the many constraints to growth in these
sectors which tourism alone will not resolve, particularly those constraints
related to intra-regional trade within both the OECS and wider CARICOM. The
mission will work closely with regional institutions and governments to
facilitate the implementation of solutions to the many constraints to the
private sector, and to facilitate the emergence or expansion of those
industries which can be viable producing products for export, local
consumption, direct consumption by an expanded tourism sector. The strategy
for the service sector will be to simply monitor its growth in response to the
other sectors and intervene only if it is essential to the growth of the other
sectors, espectally tourism.

The strategy will be implemented through a broad range of activities,
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
prevailing business climate such as fiscal policy, freight facilitation,
tourism development planning, investment promotion and gaps in enterprise
financing{ The mission will work to institutionalize the policy dialogue
process between the private sector and governments, thereby beginning to move

away from the short-term donor-government dialogue model. One step in this
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process will be to foster fora and provide research support for public-private
sector discussion of policy constraints to private sector investment and
growth.

Training and technical assistance will build on existing efforts to improve
the range of business and management skills in government and the private
sector, the values and work skills of the labor force, and the better general
understanding by key government officials of the role and functioning of the
private sector.

Efforts will be made in finance to meet the need for equity, working
capital and loan financing through the mobilization_of local money into
productive investment, enabling existing resources to be accessed by a broader
range of businesses and developing new concepts for combating the high
perceived risk of new enterprise investment.

Efforts under this objective are closely tied to those under CLI in
objective 12, below, whereby critical changes in commercial law and practice
will be addressed.

Small enterprise development will continue to emphasize outreach to, and
support for, females as employees and as owners of businesses. Investment
promotion efforts are focused on industries that offer both unskilled and
supervisory opportunities to women. Indeed, male employment appears to be a
more serious problem because so many new jobs are perceived as being for
women. The mission will continue to emphasize the employment of women in
management and skilled service delivery positions in counterpart organizations
administering AID projects {for example, the National Development Foundations,

CFSC and CAIC).
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OBJECTIVE # 5 PROMOTE EXPORTS

by 1995
Target (A):* Value of Total Commodity Exports (US$mill) $400 m
Target (B): Value of Nontraditional Exports (US$ mill)

1. Agricultural $55m
(of which, AID project related $ 2Zm
2. Industrial $135 m
3. Value Added in Drawback industries n.a.
Target (C): Foreign Exchange Earnings from Tourism
(visitor expenditures)(US$mill) $600m

b. Strategy:

RDO/C's Agricultural Strategy in the West Indies is based on the
premise that export agriculture is a major employer and earner of foreign
exchange as well as a complement to local tourism and services development,
Development of export agriculture is an important element in the private
sector strategy and in spreading the benefits of growth to women and small
farmers {although the Private Sector strategy concentrates on improvement of
the business climate to foster manufacturing and related agrobusiness
export). In addition to providing employment, business opportunities and
foreign exchange, the sector complements the tourism sector by providing
needed inputs and reducing the large foreign exchange leakage in the hotel
sector. A large number of products already have profitable international
markcts or have been demonstrated to have good market potential,

The agriculture strategy concludes that in the Organization of Eastern
Caribbean States (OECS) context agricultural development should have four
basic elements. (1) Project and sector support resources will be used to
leverage economic policy changes to eliminate inconsistencies in trade policy,
to shift the basis of fiscal policy somewhat, and to eliminate domestic price
controls. (2) Institutional reforms will be urged, to remove the impediments
in labor markets, to encourage easier management of capital through new

companies, to improve land markets, and to eliminate any inefficiencies that
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might be associated with the existing monopoly in banana marketing. (3)
infrastructure investments will be made to remove bottlenecks in the area of
transport and storage. (4) AID projects will fund product developmeﬁt
programs, including agricultural research and extension and market-led pilot
programs for production and marketing of products whose potential has not been
fully realized.

RDO/C will work to improve the economic policy framework and to efiminate
inefficiencies in institutional environments., New projects or sector
structural adjustment programs will address these areas within the context of
the four strategy elements listed above so as to implement policy changes and
to foster dialogue on relevant economic and institutional issues aﬁong the
member states of the OECS. It is fundamentally a private sector strategy,
though public institutions and universities play a key role in it, This is
because the identified constraints are not basically "on the farm," but are
rather in the areas of technology, human resource development and economic
policy. The strategy thus closely complements the general private sector
development thrust of the RDSS.

To break the long-standing dichotomy between island plantations and
subsistence farmers the RDO/C agricultural strategy will support programs
dedicated to streamlining production and marketing activities of farmers and
exporters, This goal is consistent with the Agency's emphasis on increasing
income, expanding availability and consumption of food, and maintaining and
enhancing natural resources. To support all of these objectives and the four
strategy elements, RDO/C will concentrate on improving efficiency in farming,
especially of non-traditional export crops. A more complete description of
the agriculture strategy and its foundations is found in Annex IV and the

documents referenced therein,
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Tourism is a cross-cutting sector that supports both this objective and
Objective 2, Strengthen the Privaté Sector. The tourism strategy will be to
promote planned and accelerated growth focussed on the accommodation sector
while also serving the need to develop ancillary supports.

Agricultural diversification in the QECS is part of a multi-donor effort,
coordinated by the CDB and involving CIDA, BDD, EDF in a closely coordinated
effort lauhched by the governments in March of 1988, In his inaugeral
address, the new President of the CDB stressed the need for devoting more
attention to tourism, It is likely that other donors will move into this
area, but to date intervention in the sector is largely in the planning
stage. RDO/C has a unique opportunity to place its private sector ''spin" on
both agriculture and tourism development.

The agriculture sector strategy will recognize the integral role that
women play as decision-makers in the agricultural production system and will
develop technology and train technology transfer agents in the importance of
this role so that women are integrated more fully into the agricultural system.

GOAL # 3 WIDER SHARING OF THE BENEFITS OF GROWTH

a, Overview,

Human resource development is important for equity
considerations, but it is also vital to economic growth objectives and central
to our private sector tourism, agriculture and infrastructure strategies. We
will continue proven approaches to non formal skills training, regional
management training and training initiatives under the Presidential Training
Initiative for the Island Caribbean and COT and will consider support for
basic education once the revised LAC guidance on this subject is issued.
Family planning services are central to maintaining the balance between

population and resources on the small islands of the Eastern Caribbean. They
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also provide women with greater control over their own lives and reduce the
burden of child care which impedes their access to higher wage employment and
social mobility. Maintaining health standards by strengthening health
financing is part of the long term strategy for helping Eastern Caribbean

countries become increasingly self-reliant.

OBJECTIVE ¥ 11 IMPROVE EDUCATIONAL OPPORTUNITIES

By 1995

Target (A): Satisfactory completion of basic education 90%
Target (B): Skills Training and placement network in

six Eastern Caribbean countries 100%
Target (C): Vocational training and placement

a. Males trained annually 500

h. Females trained annually 700

c. Males placed annually 85%

d. Females placed annually 85%
Target (D): Self-sustaining Institute of Management 100%
Target (E): Managers trained annually

a, Males - 150

b. Females 50
Target (F): Number of Persons Beginning Training

Programs During the Period FY 90-95
a. Short-term (up to one year) - Total: 1175

1. Men 735

2. Women 440
b. Long-Term (more than one year) - Total: 205
1. Men 135
2.  Women 70

b.  Strategy
A detailed human rescurces development strategy is attached as Annex

VII. The main elements of that strategy are noted here.

(i) Overview: The region does not now have the pool of skills to
undertake and sustain the development program RDO/C wishes to pursue. RDO/C's
overall development strategy requires a concurrent human resources development
strategy designed to improve educational opportunities in basic education,
vocational and technical academic train;ing and management.

(i1) Basic Education: The basic education constraints in the Eastern

Caribbean are related to quality. The high enrollment of children of
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primary school age in Eastern Caribbean countries since the 1960's outstripped
the availability of resources to provide classroom space, essential supplies,
qualified teachers and improved curricula. Employers are now hindered by the
lack of functional literacy, numeracy and problem solving skills in the
work-force., While USAID initiated some activities (primarily between 1979 and
1984)- to alleviate these constraints, the major follow-on work required to
reap the full benefits of this_project was not undertaken. If future
resources permit, RDO/C will assist in the alleviation of the basic education
constraints to development by helping Eastern Caribbean countries develop an
innovative teacher-training program, a regional resource development center
and standardized grade level testing.

(iii) Non-Formal Skills Training: Shortages of skilled labor exist

concurrently with a high level of unemployment. In 1982, RDO/C funded the
Regional Non-Formal Skills Training Project to assist in the training of entry
level workers, Under OAS leadership, the project has successfully trained
over 6,000 young people and placed over 80 percent of them in jobs in the
private sector., Measures to institutionalize the skills training program are
underway. RDQ/C will assist participating countries further with the
inst.‘utionalization process by providing annual reducing grants through the
OECS Secretariat to assist countries in meeting project costs.

(iv) Management: In FY 1986, RDO/C designed the Regional Management
Training Pilot Project to test a number of interventions aimed at improving
management skills, particularly in the private sector, Results of this pilot
are encouraging. RDO/C will fund the development of a follow-on program which
maintains some_of the current focus on seminars, symposia and case
development, and which addresses private-public sector policy issues and gives

greater support to institutional strengthening.
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(v) Participant Training: Participant training is an essential

component of USAID's development strategy in all sectors, complementing other
forms of assistance, and continuing to have an impact long after other
investments of capital, commodities or technical assistance have been
expended. In the past 9 years, 1579 individuals have received training in
various fields. Most are, for the most part, now utilizing their training to
train their countrymen and many of them have risen to leading positions within
their countries.

Currently, the major training efforts of RDO/C are channeled through the
Presidential Training Initiative for the Island Caribbean (PTIIC) which will
have trained a total of 749 individuals by the end of the project in FY 94.
This project has spread the benefits of growth by primarily targeting the
disadvantaged. Phase II of this project will continue during the period FY 90
thru FY 95 with a more leadership focussed selection criteria (training an
estimated 350 individuals) with a more leadership focussed selection criteria
new Development Training Project (CDT) will provide training for 790
individuals and will aim to support three major activities in the RDO/C
regicnal strategy: (1) strengthening the private sector; (2) institutional
development; and (3) spreading the benefits of growth. Wwhile the project will
contain both long- and short-term training, the majority of the training will

be short-term technical courses in third countries.
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OBJECTIVE # 13 Other: Public Services and Community Development

By 1995
Target (A): Reduced unit costs of pharmaceuticals

compared to 1980 levels: 15%
Target (B): Cost Recovery Pilot activities introduced 5%
Target (C): Percent of population with correct

knowledge of how AIDS is transmitted 75%
Target (D): Increase percent of women in union

contracepting 50%

Target (E): Family Planning programs using private

sector delivery mechanisms implemented 3%
Target (F): Number of local affiliates served by

regional family planning institution 5
Target {G): Cumulative Jobs Created through Community
Participation 650
Target (H): Small Community Infrastructure Projects 150
Completed under SDA Program
Target (1): Persons trained in nonformal community
skills through SDA program 300

b. Strategy:

(i) Creating Efficiencies in Health Services

Real public sector expenditures for health in the Caribbean have
stabilized over recent years at 13-17% of total government expenditures and
are not likely to increase significantly as a percentage of total government
outlay. The need to maintain primary health care services while facing the
growing demands of chronic disease, environmental health and AIDS will be
impossible without signficant improvements in the effectiveness and efficiency
of publically delivered services and the willingness and capability of
gov. "nments to divest itself of those services which can be more appropriately
provided by the private sector.

Undoubtedly governments need to upgrade tertiary care facilities to
address severe physical plant deterioration over recent years and to reduce
the exponentially increasing costs of medical referrals to the more advanced
Caribbean countries and extraregionally. However without improved resource
allocation methods and health management systems including comprehensively

applied cost containment programs, all health services will seriously
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deteriorate over the coming years. This mission has already tested some long-
and short-term models for promoting improved management and cost effectiveness
in health care delivery. The longer term efforts {e.g., Regional
Pharmaceuticals Management Project) have been most successful at introducing
and institutionalizing critical change.

In the RDSS period, the mission will use successful health and training
models to improve the efficiency of public health sector systems. RDO/C will
provide additional support to institutionalize the Eastern Caribbean Drug
Service of the Regional Pharmaceuticals Management Project. This project is
providing one of the most successful models for cost-effectiveness and
enhanced public sector services through international competitivé procurement,
improved management techniques and cost-containment.

Drawing on the experience of the Regional Management Pilot Tréining
Project, RDO/C will introduce health management training at the top policy
level following up with a targetted program of interventions to improve public
health management. Training and technical assistance will focus on areas
inciuding program budgeting and resource allocation, health information
systems, and the institutionalization of cost containment activities, OQver
the course of the RDSS period, dialogue with governments will continue to
promote divestiture of ancillary (e.g., hospital dietary, laundry and sterile
supply) services for which models already exist in other countries. Following
on successes in Grenada and St. Lucia where hospital fees have been increased,
the Mission will continue to promote the benefits of cost sharing%and improved
fee collection methods.

Activities will address the tertiary level in the first instance as (1) it

represents such a large draw on health sector resources, (2} builds on
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successful hospital cost studies already conducted in St. Lucia and Antigua,
and (3) such efforts will augment and facilitate the regionally-adopted
Caribbean Cooperation in Health strategy and other infrastructural work at
hospital level by other donors.

The regional model will also be applied to assist Caribbean countries in
supporting the fight against AIDS. The strategy being implemented by the
region-wide Caribbean Epidemiology Centre and U.S.-based AIDS experts through
the AIDS Communications and Technical Services Project includes assessing both
the level of HIV seropositivity and the knowledge, attitudes and practices
(KAP) among select high risk groups and the general population; developing
effective communications strategies; training in AIDS surveillance and
education strategies; and testing and replicating effective and innovative
models for increasing knowledge, changing high risk behavior, and reducing the
financial burden on health care systems. Among the models being examined to
reduce costs will be the feasibility of testing pooled blood samples for HIV
infection and introducing cost recovery for AIDS screening.

The above strategy will maximize the efforts by governments and other
donors in this region by working within the Caribbean Cooperation in Health
fra:. work. |

(ii) Access to Family Planning Services

Child spacing spreads the benefits of growth through its beneficial
health effects on women and increased female opportunities for labor force
participation and upward social mobility. In the RDSS period, if gains are to
continue and to be sustained, the management of family planning institutions
delivering the services will need to be improved. The Caribbean Family

Planning Affiliation Ltd. based in Antigua, will be used to coordinate and
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facilitate the further manager:al development of its affiliated family
planning associations. With technical assistance provided by a U.S.
contractor, the CFPA will organise training for its own staff and those of its
affiliates in: program management; development and implementation of
management information systems; expansion of revenue generation activities;
and improvement of the commodity supply logistics systems.

The mission will undertake three to five pilot projects in different
locations aimed at delivering family planning services and counsell’ng at work
sites. Feasibility studies indicate a 10 percent or higher pregnancy rate on
industrial estates and the pilot projects will try to demonstrate to industry
that their participation both in monetary terms and in active propagation of
the benefits of child spacing and child planning, could lead to a more
productive and stable work-force. There has been a slow but steady increase
in the percentage of couples contracepting, so that by 1990 the average
percentage across the region will be 40 percent. In the RDSS period, the
Mission will focus its effort on those two or three countries where, despite
considerable gains in reducing the total fertility rate, the rates remain
relatively high (St. Lucia, St. Vincent and Grenada).

RDO/C is the major population donor in the Eastern Caribbean--the
only one which dévotes resources to service delivery. UNFPA, with its
diminished funding levels is no longer a major player, although continuing to
work through PAHO on family life education in the schools. UNFPA.also
provides some training and supports research projects and underwrites work
with parliamentarians. FPIA is an important provider of commodities which AID
cannot fipance. IPPF (with substantial AID funding)} provides some core costs

to the family planning associations.



(iii) Community Development

The Special Development Activities Fund is a continuing program to
spread the benefits of development and has been in existance since FY72.
RDO/C's strategy will continue to address the constraints and promote
opportunities for economic and social development at the community or village
level by encouraging small community groups and non-profit organizations to
participate in small scale self-help development activities. Self-help
community participation will continue to be one of the primary channels
through which low income groups and the rural poor can be encouraged to

actively contribute to the development of their communities.

GOAL # 4 STRENGTHEN DEMOCRATIC INSTITUTIONS

a, Overview:

While respect for the rule of law, exercise and protection of
democratic traditions and the foundation of democratic traditions are arguably
stronger in the Eastern Caribbean than any other single geographic area in the
Third World and often antedate U.S experience, a lack of investment in and
routine maintenance of the systems of administration of justice have eroded
thi firm ground. Moreover, the antiquated state of the laws relating to
commerce, investment, trade and the formation of capital are being
increasingly indicated as obstacles to investment {whether local, regional or
extra-regional) and growth in export-oriented and other productive
enterprises. This is especially true for investment in existing smaller
enterprises that could grow significantly from the injection of equity

investment,
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OBJECTIVE # 12 Strengthen Democratic Institutions
By 1993#
Target (A): Strengthen Court Systems
1. No. of Courts Renovated 19
2. No. of Judges Trained 65
3. Court Mgt, Activities Conducted 14
Target (B): Development of Regional § Local Institutions
1. Bar Activities Conducted 14
2. Legal Aid Design/Development Activities 7
Target (C): Law Revision/Harmonization/Printing
1. CLI Training Activities Conducted 9
2. Revised Laws Prepared for Adoption 10
3. Printing of Laws (by country) 4

4 Work expected to be complete before 1995.
k.  Strategy:

RDO/C has two elements in its strategy to strengthen democratic
institutions. Both will be completed during the strategy period, and at the
present time, RDO/C has no plans for follow-on efforts to either: -

(i) Caribbean Justice Improvement Project (CJIP)

CJIP was developed to assist in correcting the justice system lack of
investment and maintenance noted. CJIP provides technical assistance to and
training of judges and court personnel, will complete the renovation of
selected courts in the region to allow the introduction of more modern
technology in administration, construct a judicial facility including library
and registry for St. Kitts/Nevis, undertake the publication of legal
materials, print laws and court judgements and assist in the design and
development of affordable (to both client and government) legal aid programs.
Finally, the project will conduct policy dialogue with governments and
negotiate policy changes relating to salaries, benefits, incentives and
conditions of service of judges and members of government legal service. An
impor tant aspect of the project will be to accomplish these activities within
a recurring cost context affordable by countries that have the population and

revenie ‘base of small countries in the United States,
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(ii) Caribbean Law Institute (CLI)

A cooperative effort of the law faculties of the University of the
West Indies and Florida State University, CLI will draft and encourage the
adoption of such legislation and provide technical assistance and training to
legislators, law practitioners and others to ensure its dissemination and
knowledge. Model statutes will be developed for consideration by all
Commonwealth Caribbean States and adoption in substantially model form will
begin the creation of a body of uniform law in the Caribbean., CLI builds on

the efforts of, and closely coordinates with, the OECS and Caricom.

C. OTHER STRATEGY CONCERNS

1. Grenada.

Grenada will retain its special concern status during most of the
RDSS period. The prospects and issues surrounding Grenanda's future are
presented in more detail in the separate Country Annex. Grenada's economic
prospects are moderately good, perhaps better than those of its Windward
neighbors, provided that early and decisive action is taken to address several
key isjsues, including: restoring the government's fiscal solvency; improving
the PSIP process; removing price controls; reexamining the tariff structure
and removing harmful disincentives; a more vigorous program of privatization
of parastatals; removing red tape and other disincentives to investment; and a
general improvement in the business climate and attitudes toward private
investment, As with most of the other QECS islands, given their tiny size and
limited fiscal resources, it is probably not reaéonable to expect Grenada to
provide from its own resources more than a fraction of its Public Sector
capital needs through the mid-1990's, External assistance will therefore

necessarily be an important part of the country's development during this
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period. Much of this can be provided from external sources other than the
U.S., including an anticipated large role in the region by Canada and Great
Britain in agriculture, fisheries, forestry and water-related infrastructure
as well as available infrastructure funds from CDB.

Fortunately, much of the large basic infrastructure is now in piace,
thanks to previous AID assistance, Future infrastructure needs will be more
modest and the mission proposes that these be tied to government's ability to
maintain its infrastructure or to one or more policy-conditioned sectoral
structural adjustment programs.

Maintenance of political stability and government fiscal solvency are
perhaps the two most urgently needed interventions to improve the business
climate, In this context, there is need for training at all levels, but in
Grenada more than in other states, emphasis needs to be placed on basic
education and training and community development activities aimed at youth and
the unemployed. This may be addressed on a project or a sectoral basis.

The mission's overall private sector strategy points out the region's lack
of sufficient cooperation between the private sector and government as well as
fragmentation of the private sector itself. This problem is especially
critical in Grenada and special efforts will be made to improve coordination
within the private sector and to establish a constructive dialogue and more
mutual trust between the private sector and government.

Experience suggests that bilateral macroeconomic and general budgetary
support outside the context of a multidonor structural adjustment program will
be counterproductive. It runs a serious risk of building a dependence on U.S.
assistance that will preclude the structural reforms that are essential to
future economic growth.

Future nonproject assistance for Grenada, if funding permits, will



-54-
therefore be for bilateral sectoral structural adjustment. The sectors to be
targeted are tourism, agriculture and education/training., Given its potential
for early and significant impact, tourism will be the focus of the first such
program, The sectoral program will consist of a mix of policy level technical
assistance and advice, targeted tourism-related (or other sector-related, as
appropriate) infrastructure projects, and training programs through which to
work with the Grenadian public and private sectors to develop and implement
agreed comprehensive private/public sector policies and policy reforms.
Technical assistance at the senior policy/organizational levels will be the
lead element of our bilateral strategy. Ideally, and to be fully effective,
such a program should be developed in the context of a TCG program, though
there may be some opportunities for bilateral leverage at the sectoral level.
Policy dialogue will focus on improved government efficiency, eliminating
price controls and other government disincentives to investment, production
and export, and on increasing the sustainability of sector support

institutions.

2. Biological Diversity/Tropical Forests

The mission will address environmental issues under two broad
headings: land use management and environmental protection. More detailed
treatment of these two subjects is contained in Annex VI and Annex V,
respectively. In deference to space limitations in this document, fuller
explanation of the mission's special strategic concern is deferred to Annex X,

RHUDO HG funds channeled through the CDB will leverage policy
dialogue and institution-building to develop a sound land use management

system to meet the varied multi-sectoral requirements for agricultural,
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industrial, tourism and residential land at affordable prices.
Poicy dialogue will emphasize the need for hoﬁt governments to support
land use planning and land development, training and technical assistance,
The program will assist governments to research and develop a coherent set
of incremental site planning and engineering standards, while providing
developable land to low and moderate income households at affordable prices.

b, Environmental Protection

The mission's environmental strategy will focus on strengthening
each island's non governmental organizations {NGOs), helping them assess and
monitor significant environmental impact resulting from growth and economic
development. Biodiversity activities will be included in ongoing mission
projects. 1In addition, during the RDSS period the mission will develop and
implement at least one environmental project.

Environmental Education will be at the top of the mission agenda. RDO/C
will encourage National Conservation Strategies and improved environmental
planning capabilities and will also explore means of implementing an
integrated marine resources/watershed management program. [f ESF fdnding is
available, we will help fund waste treatment maintenance programs.

Policy dialogue will emphasize the importance of user charges for
irreplacable resources.

3. Women in Development

The high degree of female participation as salaried workers in the
labor force suggests that Eastern Caribbean women face very little
discrimination in education or training and little overt discrimination when
they compete for rank and file jobs. However, the social definitionzof female
responsibility for childcare severely limits the ability of women to compete

for upper level jobs. The burden of child care affects educational
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attainment, capidal formation and other foundations for socio-economic
advancement. RDO/C family planning initiatives, perhaps combined with
self-financing day care centers, may have more impact on the mass of Eastern
Caribbean women than any other intervention. All mission training activities
will continue to emphasize female participation and will encourage women to
enter fields of training normally identified with upward mobility. Small
enterprise development and other assistance to female entrepreneurs will
continue to make credit available to women who are pursuing self-defined roads
to economic advancement. The WID Action Plan, which is due in AID/W in March,
1989, will provide a more extensive explanation of the socio-economic forces
which affect the WID issue in this region.

During the RDSS period, the mission will make a conscientious effort
to disaggregate project data by gender in order to ensure that WID issues are
given the highest practical focus. Project design documents will include
information on women's social and economic roles as well as an analysis of how
the project will relate to these roles. Evaluation documents will begin to
assess the extent to which women participated in and benefitted from the
project. In order to assure that the mission addresses WID issues in a
systematic way, PPC/WID will carry out a TDY to RDO/C early in 1989 to set up
a computerized information system and to examine methods for improving WID
input into project design.

4. Support for Advanced Developing Countries

RDO/C recommends that AID take steps to declare Barbados and
Trinidad-Tobago as "Advanced Developing Countries' thereby making them
eligible for the kinds of programs available to ADC's. A consultant's report
is attached as Annex VIII. Due to space limitations, the mission's rationale

is deferred to Annex X.
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IV. RESCURCES.AND OTHER DONORS.

A. Other Donors
Table IV. 1 in Annex I reports donor assistance to the Eastern
Caribbean from 1980 to 1988.
The Caribbean Development Bank (CDB), in cooperation with the World
Bank, takes the lead in donor coordination. Most multilateral and bilateral
lending supports public sector investment programs developed with World Bank
assistance, The United Nations Development Program (UNDP) has computerized
the tracking of donor aid flows and coordinates technical assistance
programs. Multilateral donors include: |
The United Nations Development Program and the Organization of American
States provide modest grant resources for training and technical assistance.
The principal bilateral donors are the U.S., Canada and the Uaited
Kingdom. Canadian assistance focuses on science and technology, training
grants, major water and sewerage infrastructure and forestry development. The
UK administers a long standing program of independence grants, with emphasis
on the traditional agricultural sector. Japan and West Germany have begun to
play stronger roles. France (and to a lesser extent Italy) have increased
their programs. Other donors include Brazil, EDF, EIB, People's Republic of
China, South Korea, Taiwan, Trinidad and Tobago, and Venezuela,

Donor Coordination. The World Bank chairs the Caribbean Group for

Cooperation in Economic Development, with annual meetings to coordinate
donors, regional and national government planning. UNDP assists in tracking
the development assistance funds provided by the donors, This information is
used by the World Bank for their Investment program Analyses and their Balance

of Payment Analyses. According to UNDP, incomplete information on what



-58-
countries spend for technical assistance in economic assistance projects
affects their ability to reconcile the national accounts,

The Inter-American Development Bank (IADB) funds road designs, port
studies and road traffic studies, offers project preparation and
implementation courses, supports environmental impact assessments of capital
projects, provides credit to small investors and is considering provision of
special assistance to micro-enterprises. IADB also works with the Caribbean
Association of fndustry and Trade (CAIC) on a Trade and Development Program
for the small islands in those productive sectors with the most potential for
growth: agriculture; furniture, and apparel.

Responsibility for tracking country and donor expenditures for development
is shared by the Caribbean Development Bank (CDB), which is responsible for
tracking public sector investment programming and capital assistance programs
and The Eastern Caribbean Central Bank (ECCB) which is responsible for

monitoring debt.

B. J.S. Resources.

1. Financial Resources

Full implementation of the strategy will require between 36
million and 39 million dollars per year, 20 to 25 million of which would be
SDA and the remainder ESF. Programming of ESF has deliberately been made
flexible, to reflect the uncertainties in future funding. As they become
available, ESF funds will be used to fund: shelf infrastructure projects
targeted at SUp%orting privéte sector development; sector structural
ad justment prngams supported by policy dialogue; and fuller funding of
projects in the private sector portfolio, Table IV.3, Annex I, presents

RDO/C's planned assistance levels.

ot
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To the extent that ESF funds are not forthcoming, the strategy
will not be fully implemented. In particular, the Maintenance of
Infrastructure and the Stabilize Financial Structures objectives will be
largely curtailed while the Strengthen the Private Sector and Natural
Resources/Biodiversity objectives will be funded at reduced levels.

2. Staffing Levels

The Table IV.4 in Annex I indicates RDO/C's staffing levels by
category of employee as it has evolved during an intensive four year effort to
streamline management units and consolidate what had been a $250.0 million
portfolio. The 26 USDH, 31 FNDH, and 48 PSC or PASA positions are fully
utilized in the implementation of a program which now consists of only 34
management units but covers 15 Caribbean nations and numerous regional
institutions, While the ratio of staff to overall budget seems generous, the
ratio of staff to normal programming and Congressionally earmarked
requirements has proven at times to be less than ideal.

As this RDSS is being written, the Department of State has implemented a
new management system whereby RDO/C's primary territory, the Organization of
Eastern Caribbean States (QECS), has been divided into three separate
embassies (Grenada, Barbados and Antigua). A result of this separation is a

consideration that USAID establish 3 separate offices.

The March 24, 1988 Foreign Service Inspector's report for the Bridgetown

embassy included the two following recommendations:

- "Recommendation 5: The Department (ARA in consultation with M and M/0)
should enter into discussions with other agencies with representatives present
in Barbados, particularly AID and USIS, with a view to having their operations
decentralized and their staffs dispersed to the other embassies in the region,
as appropriate, and incident to plans of the Department of State to disperse
its staff." :
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- "Recommendation 6: The Ambassador should, under authority of NSSD
Directive No. 38 1nitiate a review of operations and staffs of other agencies
in Barbados, and in consultation with the Department, encourage and arrange
the appropriate dispersal of their staffs to the embassies and regions served."

In a similar context, the Charge d'Affaires in Grenada argues that, "In
the political and economic development of Grenada, and continuing shortcomings
in the develop&ent area which require corrective effort at the national level,
it is essential that we retain an American-led A.1.D. office in Grenada to
work with Embass& Grenada, the GOG and RDO/C on continuing development issues."

RDO/C has argued, so far unsuccessfully, that it is technically and
administratively more effective to implement its development program from a
regional office located in the Caribbean, presumably in Barbados. RDO/C has
expressed its disagreement with the proposed fragmentation of USAID because it
would create an additional drain on both operating expense and management
resources and, in RDO/C's opinion, reduce overall development effectiveness
and abandon regional-type programs and institutions, in direct contradiction
to the strong desire among West Indians for regional integration and in
contradiction to the U.S. Embassy Goals and Objectives Statement which clearly
states k:gional Integration as a central U.S.G. goal. In the event of failure
to decentralize AID resources to the three embassies, as recommended by the
Department of State Inspectors, a recent memorandum from Embassy Barbados
advocates, on the other hand, relocating RDO/C to Miami or Washington, D.C.

The Mission requests that the complex management issues raised by the
State Inspector and the Charge' in Grenada be addressed in the review of the
RDSS. Additional background documents will be sent to AID Washington in a
separate submission.

Should RDO/C's funding levels decrease to approximately $22.0 million, and

be skewed away from ESF and PSEE (106) funds as predicated by recent
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congressional earmarking of the agency's budget, the Mission's management
units can be expected to decrease to about 15 by FY92 and the following
adjustments to the Barbados staffing table can be expected:

The four technical divisions would be consolidated into two. This would
occur as a result of a virtual phase out of the infrastructure portfolio, a
significant decline in the scope of the private sector projects and a virtual
cessation of all macroeconomic structural adjustment programs. The
engineering and private sector divisions would assume support roles for those
functional accounts which maintain significant budget levels. Changes in the
configuration of the technical divisions would result in a gradual reduction
of three USDH, three FSN, three USPSC and one PASA position.

The regional legal advisor and the regional contracting officer would
preferably pick-up management responsibility for additional missions in the
Caribbean although its possible that they could be transferred to other
missions. Should RDO/C be able to retain these critical positions, one FNPSC
position would still be eliminated in FY92.

The project development and program/economics offices would be reorganized
to satisfy the regional coordination objective. The project development
office would absorb the program operations function and coordinate
communication with AID/W regarding project funding levels, CNs, and the ABS.
The program and economics office would focus on strategic planning and
budgeting, macroeconomic monitoring, regional institutions, donor coordination
and embassy coordination. While this would only result in a decrease of one
USDH, it would increase the efficiency of the regional
communication/coordination process and reduce redundant project-related AID/W

communication.
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- While there may be a savings of one USDH and one USPSC in the
controller's office, there would be no reduction in the FSN staff since the
amount of documentation would not decrease significantly nor would payments
related to the labor intensive grants to agriculture and education projects.

"The size of the executive office would also not decrease appreciably,
although two USPSC's would be replaced by FSN staff and one USPSC would be
eliminated., Since RDO/C has recently withdrawn partially from FAAS, it is
waiting to alter the composition of its staff by transferring two employees

from the Grenada office to Barbados if that office closes.

From the above analysis the following fiscal year staffing levels are derived:

Category FY30 FYOI FYD2 FY93 FY94
OPERATING EXPENSE
USDH 24 22 19 19 19
US parttime 2 2 2 2 2
FNDH 33 33 33 33 33
uspPsC _ 2 1 0 0 -0
FNPSC 28 28 28 28 28
Subtotal OE Funded 89 86 82 82 82
PROJECT FUNDED
FNPSC 4 3 1 1 1
USPSC 4 4 2 2 2
PASA 2 1 1 1 1
Subtotal project 10 8 4 4 4

TOTAL STAFF 99 94 86 86 - 86

»
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Table 1.3 C

VALUR ADDED, 971, IN 1977 BC$ ELLLION

L -

AGEL MANY R Govr  OTHER Goy

am— ——— - ——— - -

dntifes 17.4 8.3 185 1.5 W.¢ 1588
Dosinica .9 1.2 1.2 16.9 30.7 1.8
Grenada (1988, NOT [811) 2.4 1.4 5.9 17.2 §1.9  100.5
§t. Litta/ Nevin 13.1 12.5 14 1.4 0.4 6.2
8t. Lucia .l 3.8 12.4 3 9.0 156.1

§t. Vincent/Greaadines 14.1 5.9 1.4 14.9 . 8.3

- - - - -~ - ———

T074L 0C3 123.8 8.3 0.4 1086 3Nt 6502

VALUE ADDED, 1987, 1N 1977 BCS WILLLON

AGRI NANU TOUR  GOVT  OTHER [H]4

-——— - - ——— - -

iatigue 1t.3 16.§ €8.1 0.4 9L 83
Doninica HA 9.8 14 W 9.8 1289
Greanda 5.1 T.é .0 1298 1.3 1.8
8t. Kitts/ Nevis 11.7 1.0 1.3 A 6.4 1137
it. Lucia i 15,8 18.0 1.2 151 s

§t. Viscent/Greaadines 2.7 13.3 ¥ 0.1 $5.2  145.8

------ ———— - ———— ——a- - -

TOTAL OBCS 145.7 80.0 1%.6  176.3  5TL.3 1,062.8

VALUB ADDED, 1995, IN 1977 RC§ MILLION

AGRI NANU TR Gove  otime Gop

Mntigus 4.1 2257 805 40.0  z280.6 421
Domiaica i1.? 4.3 2.4 28.6 (1 161.8
Grenada 8.1 12.5 17.3 2.4 w2 W
St. Litts/ Nevis 1.6 1.3 0.3 1.1 92.0 180.3
§t. Lucia §3.1 6.4 1.1 59.8  1v.0 N1
§t. Vinceat/Gresadines AR 16.0 5.4 5.4 114, 1888

TOTAL 0RCS 186.6 1061 178.0 2284 803.6 1,502.7

N b [} ’),, R r“
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Table 1.5

Growth of Real Exports of Goods and Non-factor
Services Compared to GDP Growth, 1980-87
(EC$ million, 1977/ Prices

(a)

(b}

1980-87  1980-87
Rate of Rate of
Growth Growth
Real Real
1980 1982 1984 1986 1987 Exports GDP (a)/(b)
An igua 150,96 141.46 201.04 246.50 271.64 8.8% 6.3% 1.4
Doninica 22.52 49,24 54,43 57.24 56.44 14.0% 4.,2% 3.4
Gr *nada 70.24 62,28 63.88 89,79 90.96 3.8% 4.4% 0.9
St. Kitts/

Nevis 67.30 52.13 62,23 76.36 79.77 2.5% 5.1% 0.5
St. Lucia 143,11 116.66 139,19 200.00 190.86 4.2% 3.9% 1.1
St .Vincent/

Grenadines 65.15 80.19 105.18 112.94 93,25 5,3% 5.8¢ 0.9
Total 511.28 500.94 623.94 773.68 774.85 6.1 5.0 1.2



Table 1.1

Antigua and Barbuda - Balance of Payments

1985 1986 1987

CURRENT ACCOUNT -67.0 -386,0 -240.4

Tracde Balance -351.4 -690.3 -573.1

ExXports 72.5 75.6 83.2

Imports -423.9  ~765.9 -656.3

Services Balance 246.0 258.9 287.1

Travel 266.8 298.6 344.9

Other Non-Factor Services -13.5 =21.0 -18.1

Interest Payments i -~ 5.7 - 5.9 -32.4

Other Factor Services -1,6 - 6.8 - 7.3

Private Transfers (net) 36.5 39.2 41.4

Official Transfers (net) 1.9 6.2 4.1

CAPITAL, ACCOUNT 78.5 413.1 233.2

Official Drawings (net) 4.0 311.0  174.7

Commercial Banks 25.7 23.5 -20.3
Private Direct Investment _

{Plus Errors & Omissions) 48.8 78.6 78.8

Overall Balance 11.5 27.1 -7.2
Pinancing: '

Change in Imputed Reserves -11.5 -27.1 7.2

SOURCE: Statistical Department, IMF and ECCB estimates



Table 1.1 B

Dominica ~ Balance of Payments

(ECSM)

1985 1986r  1987p
CURRENT ACCOUNT - 9,2 11.3 6.9
Trade Balance -72.6 ~33.5 -50.6
Exports (f.o.b) 76.8 117.2 129.5
Imports (f£.0.b) -149.4 -150.7 ~-180.,1
Services Balance (net) 5.9 4.0 8.9
Travel (net) 20.5 21.2 22.4
Other Non-Factor Services (net) -10.2 - 8.4 - 6.7
Factor Services - 4.4 - 8.8 -~ 5.8
Private Transfers (net) 18.1 17.6 18,4
Official Transfers (net) 39.4 23.2 30.2
CAPITAL ACCOUNT 11.7 10.7 0.6
Public Sector Loansf(net) 8.9 11.1 10.5
Private Direct Investment 4.9 7.2 23.3
Commercial Banks -2.1 - 7.6 -33.2
OTHER INCLUDING ERRORS & OMISSIONS -5.1 - 6.7 16.8
Overall Balance -2.6 15.3 24.3

Financing
Change in Imputed Reserves - 0.6 - 0.8 - 1.3
Change in Official Reserves 7.3 ~12.9 -21.9
Change in Use of IMF Reserves -4.1 - 1.6 - 1.1

r = Revised; p = Provisional

SOURCE: Statistical Office, Ministry of Finance,

IMF and ECCB Estimates



11.1C

Grenada - Balance of Payments

TECEH]

CURRENT ACCOUNT
Trade Balance

Exports (f.0.b)
Imports (£.0.b)

Services Balance

Travel (net)

Other Non-Factor Services {net)

Factor Services
Transfers

Private
Official

CAPTITAL ACCOUNT

Central Government Loans (net)
Private Direct Investment
Commercial Banks

ERRORS & OMISSIONS
Qverall Balance
Financing:

Change in Use of IMF Credit
Change in Government Foreign Assets
Change in Imputed Reserves

vy -

1987

-47.8

-143.2

95.3
-238.5

38.4
60.1
-11.3
-10.4
57.0

41.8
15.2

-24.,2

- 6.6
- 0.6
-17.0

e

SOURCE: Statistical Office, Ministry of Finance,

IMF and ECCB Estimates



1.1 D

Montserrat - Balance of Payments

TECSM].
N 1985L 1986T 19879
CURRENT ACCOUNT --—1.0 -0.6 - 6.1
Trade Balance ~ 41.8 - 46,5 - 58.9
Exports {f.o.b) 7.8 6.9 9.5
Imports (f.0.b) -~ 49.6 - 53.4 - 68.4
Services Balance 14.2 16.9 20.4
Travel (net) 14,5 17.3 20.8
Other Services (net) - 0.3 - 0.4 -~ 0.4
Transfers (net) 28.6 29.0 32.4
CAPITAL ACCOUNT 5.9 8.2 8.8
Commercial Banks 0.1 2.9 1.8
Other Long~term Capital 5.8 5.3 7.0
(Private & Public)

Overall Balance 6.9 7.6 2.7

Financing:
Change in Reserves - 6.9 ~ 7.6 - 2.7

r = Revised; p = Provisional

SOURCE: Statistical Department and ECCB Estimates



.1 €

St. Kitts and Nevis - Balance of Payments

TECHHT

1988 1987

CURRENT ACCOUNT -22.5 -37.0
Trade Balance -110.7 -141.4
Exports (f.o.b) 63.6 74.3

Imports (f£.0.b) 174.3 215.7

Services Balance 58.4 68.9
Travel (net) 62.5 75.6

Other Non-Factor Services (net) - 2.9 - 7.5

Factor Services -~ 1,2 - 0,8

Transfers (net) 29.8 ~35.5
CAPITAL ACCOUNT 30.9 38.5
Official Borrowings {(net) - 0.3 9.4
Commercial Banks ~ 4.7 -20.1
Other Direct Investment* 35.9 49,2
Overall Balance 8.4 1.5
Financing ~ 8.4 1.5
Change in Government Foreign Assets - 0.8 - 0.5
Change in Imputed Reserves - 7.6 - 1.0

* Includes Errors and Omissions

SOURZE: Statistical Office, Ministry of Finance,

IMF and ECCB Estimates



.1 F

St. Lucia - Balance of Payments

(ECEMT
1985 1986 ‘1987

CURRENT ACCOUNT - 25,4 4.5 -.34.6
Trade Balance -197.1  -194.3 -272.2
Exports {(f.o.b) 140.4 223.8 208.7

Services Balance 109.4 141.4 170.9
Travel {(net) 80.2 113.1 138.0

Non~Factor Services 37.3 37.5 41.8

Other Factor Services (net) - 8.1 - 9.2 - 8.9

Private Transfers 38.3 34.6 35.1
Qfficial Transfers 24.0 22.7 3L.6
CAPITAL ACCOUNT 40.0 26.3 55.8
Official Capital (net) 9.5 6.8 14,0
Private Direct Investment 48.6 50.0 59.4
Commercial Banks (net) -18.1 -30.5 ~17.6
Overall Balance 18.4 30.6 -24.6
Financing: -18.4 ~30.6 -24.6

Change in Government Assets - 0.5 - 0.6 - 9.2
Change in Imputed Reserves -13.0 ~-28.9 ~15.4
Change in Use of IMF Reserves - 4.9 -1.1 - 0.0

SOURCE: Statistical Department and ECCB Estimates



1.1 G

/

St. Vincent and the Grenadines - Balance of qumen{s

(E§§§I
1985 1986 1987

CURRENT ACCOUNT 23.9 - 16.0 - 37.2
Trade Balance - 43.1 - 63.3 -125,1
Exports (£.0.b) 170.8 172.4 141.3

Imports (c.i.f) 213.9 235.7 266.4

Services Balance (net) 20.8 25.9 49,4
Travel {net} 31.0 33.7 59.5

Other Non-Factor Services (net) - 2.4 - 3.0 - 3.6

Factor Services (net) - 7.8 - 1.6 - 5.4

Transfers (net) 46,2 53.4 38.5
CAPITAL ACCOUNT 2.0 3.1 26,2
Public Sector Borrowing (net) 5.9 - 10.7 28.4
Private Direct Investment 5.0 8.1 8.0
Commercial Banks - 8.9 =15.7 -10,2
ERRORS AND OMISSIONS - 1.9 12.0 - 4.1
Overall Balance 18.0 31.1 -15.1
Financing: ~-18.0 -31.1 15.1
Change in Government Assets - 2.7 - 2.2 n.a
Change in Imputed Reserves ~13.4 -27.8 15.1
Change in Use of IMF Reserves -1.9 - 1.1 -

SOURCE ; Ministry of Finance, Statistical Unit, World Bank & ECCB
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Table IT1.3A

Selected Health Status Indicators
and Neighboring Countries Compared to A.I.D
Minimum Standards

Infant 1-4 yrs. Maternal
Life Gross Mort. Mort. Mort.,
Exp, at Mort. Rate per Rate per Rate per.
Birth Rate 1,000 1,000 1,000

Antigua and Barbuda 70.0 na 11.5 0.1 0.2
Dominica 71.0 5.1 13.9 0.4 na
Grenada 65.5 7.3 21.2 - 1.4
Montserrat na 10.4 26.4 - na
St. Kitts/Nevis 65,0 10.6 41.2 1.1 2.3
St. Lucia 67.0 7.8 18.0 1.1 0.3
St. Vincent & the
Grenadines 68.5 6.1 33.0 3.0 1.3
Barbados 70.0 6,8 17.6 0.6 na
Trinidad and Tobago 68.9 7.0 19.7 1.3 0.9
Turks & Caicos Islands na 3.9 24.4 3.8 na
Guyana 70.5 7.0 47.9 3.4 na
British Virgin Islands na 5.4 21.6 1.0 na
Anguilla 70.0 7.1 na na na
Bahamasg 69.3 5.5 24,7 1.0 0.8
Bermuda 73.0 7.0 8.7 1.3 na
Cayman Islands na na 24.3 1.7 na
Jamaica 70.1 5.9 26.5 3.0 0.6
A.I.D. Minimum
Standards - 60.0 na 75.0 10.0 na
Table II, 3B
Life Expectancy at Birth
M F YR M F YR
Antigua 68.6(E) 71.9(E) 1983
Dominica 72.0 72.0
Grenada 66.7 73.0 1980-85 67.8 74.3 1985-90
St. Kitts-Nevis 66.1 69.8 1983
St. Lucia 67.0 72.0 1980 67.4 73.7 1987
St. Vincent 65.6 70.9 1980-85 65.6 70.9 1987
Barbados 70.2 75.2 1979-81 70.2 75.2 HELD CONSTANT
(1986-2000)
Sources St. Vincent and Grenada - ECLAC

Barbados - Population Policy
St. Kitts and St. Lucia - Digests of Statistics
Antigua -~ Ministry of Health

Ccompiled by Dawn Marshall



Table II.4

Daily Per Capita Protein and Calorie Supplies

Calorie Intake as
% of Requirements

Per Capita
Protein Intake
gms/day

Antigua 86.1 (1977) 58.3 (1977)
Dominica 87.0 (1978) 56,9 (1978)
Grenada 86.0 (1977) 57.0 (1977)
St. Kitts/Nevis . 144.0 (1982) 56.0 (1982)
St. Lucia - -
St. Vincent - -
Barbados 138.0 (1983) 93.0 (1983)
Guyana 104.0 (1975) 58.0 (1975)
Sources: IBRD: World Bank Economic Memoranda and Updates
As reported in Dawn Marshall, "Quantitative Profile of
Nutritional, Health, Demographic and Educational
Characteristics of Population of the OECS Countries,
Barbados and Guyana," - RDO/C, September, 1988.
Table II, 5
Aids Cases Reported 1981-1988
1984 1985 1986 1987 1988 Total
Antigua - - 2 1 ~ 3
Dominica - - - 5 1 6
Grenada - 2 1 5 3 1l
St. Kitts/Nevis - - ~ - 1 -
St. Lucia ' - 4 0 7 0 11
St. Vincent 1 0 2 6 1 10
Barbados 2 9 20 24 5 60
Guyana - - - 12 2 14
Sources CAREC Surveillance Report (CSR) Vol: 14 Nos., 1 & 2; January and
February; Vol: 14 - 5 May, 1988; Ministries of Health
Notes Antigua actually had 10 cases reported, but 7 of these were not

Antiguans and have since left the state,

Compiled for RDO/C by Dawn Marshall, September, 1986



Table II, 6

Doctor/Population Ratios (1:XXX)

1980 1981 1983 1985 1987
Antigua 3039* 2297*  2485% N/A 1659
Dominica N/A 3521*%  2738* N/A 2524
Grenada N/A 2848* N/A N/A N/A
St. Kitts-Nevis N/A 2548 2538 2000 N/A
St. Lucia : 3757 2546 2577 3424 2905
St. Vincent N/A N/A 5214* 4379* N/A
Barbados 1136%*
Sources Statistical Digests
Notes * Estimated from figures on number of doctors per 10,000

population. Figures would be affected by the accuracy of
the inter-censal population estimates. Where these are not
available, population projections (medium) for 1985 were
used.



Table II. 7A

Estimated Enrollment Ratios

PERCENT

ESTIMATED $ PRIMARY ESTIMATED SECONDARY

AGE GROUP PRIMARY ENROLLME§T AGE GROUP  SECONDARY ENROLLMENT
COUNTRY GROUP 5-11 ENROLLMENT AGE 5-11 GROUP 12-18 ENROLLMENT AGE 12-18
Antigua 14075 9933 71 14410 4197 29
Dominica 13265 17386 131 13500 3466 26
Grenada 16165 20284 125 16550 6396 39
Montserrat NA NA NA NA 727 NA
St. Kitts/Nevis 7785 7074 91 7970 4334 54
St. Lucia 22295 32415 145 22830 5031 22
St. Vincent 18456 24551 135 18910 5170 27

* The percent primary enrollment is greater than 100 in some countries
due to the enrollment of students from outside the age group 5-11,



Table II. 7B

Percent of Teachers with Certification

— -

1980/81 82/83 83/84 86/87 87/88
Anticua P 57 57 66 N/A N/A
s 47 _ 51 55 .
Dominica P 37 37 31 35 42
8 9 9 7 5 11
Grenada P N/A N/A N/A N/A N/A
S
St.Kitts &
Nevis P 50 60 60 69 N/A
St. Lucia p 40 36 41 52 N/A
S* 30 28 28 28
St, Vincent P N/A N/A N/A N/A 25
S 49
Sources OECS Annual Digest Statistics, 1984
Ministries of Education
National Digests of Statistics
Notes {Sst. Lucia) * Graduates, not necessarily with teacher

certification
(St. Kitts) Data available for primary only

Compiled for RDO/C by Dawn Marshall, September 1988
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Table II, 9

Migration. Patterns

1970~-79 1975-79
Census Annual
Est'd Average 1983 1983 Bouvier
Average USA & (2) as % IBRD USA & L = Low ECLAC/
Net Annual & CANADA of (1) Est. C'DA H = High COUNTRY
Antigua 700 816 117 - 2,090 L= 0 N/A
H= 250
Dominica 1,300 643 49 615 L= 400 L= 6.7
H =800 H=
Grerada 2,100 1,147 55 664 1,328 L= 900 L= 627
H=1,800 H= 1,600
St. Kitts/
Nevis 800 870 109 1,747* 2,843 L= 400 L= 200
444%*> H= 800 H= 700
St. Lucia 1,900 612 32 689 742 L= 75 L= 350
' H=1,500 H= 700
St. Vincent 1,500 © 779 52 1,062 935 L= 500 L= 500
H=1,000 H= 1,000
Barbados 1,500 2,856 190 1,600 2,106 L = 900 1,500
' H =1,800
Guyana 13,000 8,388 65 8,000 11,615 1981-86
' {1979} 5,468/yr
Guyredem
Sources Guengant, 1985

* 1986 Memorandum
** 1988 Memorandum

Compiled for RDO/C by Dawn Marshall, September 1988



Table 11.10

OPEN UNEMPLOYMENT RATES

(PERCENT)
: Ratio of Femaie
Rate to Male Rates
1988 for

Country 1980 1985 Low High 1980 or 1985
Antiqua n.a. 21.0" 10.0 15.0 n.a.
Barbados 11.0 18.0 18.6 18.6 1.89
Dominica 19.0 n.a, 18.0 20.0 2.40
"‘““j%gg%ggg 18.0 20.0 25.0 30.0 1.31
“Montserrat 11.0 n.a. 5.0 o 1.88
St. Kitts 12.0 20.5: 15.0 20.0 1.50
St. Lucia 19.0 25.0 20.0 25.0 1.44
St. Vincent 20.0 n.a. 20.0 30.0 1.22

Sources: 1980 and 1985 from Compton Bourne, CARIBBEAN DEVELOPMENT TO THE YEAR
2000: CHALLENGES, PROSPECTS AND POLICIES. 1988 figures are Mission's
speculative estimates based on perceptions voiced by government
officials and other observers in the region. The 1988 rates are are
illustrative numbers, not hard data. T —
—..-——'"""#—’-— . )
**1983 for Antigua and 1982 for St. Lucia.

Mission estimate




Table II. 10 B

Labor Force Projections

Scenario A Scenario B

Est. 1990~2000 Est 1990-2000

1980 1990 2000 Rate 1980 1990 2000 Rate

Antigua 39015 42742 0.9% 39334 47335 1.9%
Dominica 32903 36447 1.0% 34694 41157 1.7%

' Grenada 31382 33760 0.7% 37265 46161 2.2%
St. Kitts 16556 16829 0.2% 18446 21527 1.6%
St. Lucia 45311 58242 2.5% 49098 68371 3.4%
St. Vincent 40981 47607 1.5% 43114 55693 2,6%
OECS 206148 235627 1.3% 221951 280244 2.4%

Scenarios correspond to A and B Population projections. A assumes current
fertility and emigration rates, while B assumes large decreases in both of
these,

Source: ZARA & Bourne (1988) as compiled for RDO/C by Dawn Marshall and
David Mutchler.



Table 11,10 C

Simulated Employment Growth in the OECS 1988-95

Scenario A
Average Annual Employment Ratio of
Annual 1988-95 Growth if Employment Growth to
1990-2000 Real EMPL/GDP Labor Supply Growth
Lab, PForce GDP Elasticity is: I1f Elasticity is:
Growth Growth 0.31 0.874 0.31 0.874
Antigua 0.9% 4.6% 1.4% 4.0% 1.6 4.4
Dominica 1.0% 3.5% 1.1% 3.1% 1.1 3.0
Grenada 0.7% 4,3% 1.3% 3.8% 1.8 5.1
St. Kitts 0.2% 5.9% 1.8% 5.2% 11.2 31.5
St. Lucia 2.5% 3.8% 1.2% 3.3% 0.5 1.3
St.Vincent 1.5% 3.3% 1.0% 2,9% 0.7 1.9
QECS 1.3% 4.3% 1.3% 3.8% 1.0 2.8
Scenario B
Average Annual Employment Ratio of
Annual 1988-95 Growth if Employment Growth to
1990-2000 Real EMPL/GDP Labor Supply Growth
Lab. Force GDP Elasticity is: If Elasticity is:
Growth Growth 0.31 0.874 0.31 0.874
Antigua 1.9% 4.5% 1.4% 4,0% 0.8 2.2
Dominica 1.7% 3.5% 1.1% 3.1% 1.1 0.6
Grenada 2.2% 4,.3% 1.3% 3.8% 0.6 1.7
St. Kitts 1.6% 5.9% 1.8% 5.2% 1.2 3.3
St. Lucia 3.4% 3.8% 1.2% 3.3% 0.3 1.0
St.Vincent 2.6% 3.3% 1.0% 2.9% 0.4 1.1
OECS 2.4% 4.3% 1.3% 3.8% 0.6 1.6

—— e e et e s st

Scenario A assumes that Emigration and fertility remain at present levels
Scenar10 B assumes 51gn1:1cant redUEET6ﬁ§"Th both of those variables.

Source: Data from ZABA, conplled for RDO/C by Dawn Marshall,

OECS employment Elasticities are not known.

Bourne, "The Commonwealth Caribbean to Year 2000...." estimated elasticities
of .31 for Trinidad-Tobago and .874 for Barbados. These are assumed to be a
plausible range for the OECS.



S TVAINYV HOLISIA "TVIOL WO¥Ad SHLVWILSH NOISSIWN ‘8861
"8861 ‘IANNC ‘SMAN TTVDILSILYLS DHLDO ‘L1861
*L861 ‘UAdOLOO :soavauvd ., ° ‘NvAgE9I¥VD JHL NI
LNINJOTIAZA ANV HLMOUD OJIWONOOH OL WSI¥YNOL 40 NOILNGIMLNOD HHL,
‘YALNHED HOYVASHY WSIUNOL NVALAIIVD “‘98-0861 :SAJUNOS
VQVNIYD ¥0Jd SATYAS MAN SNIDIE £861 :dALON

L R e . e L M e e o — ——— " ol ko i e . e S h ol o i e T —— — A i " —————————— i — — — —— o — i P Ak e i ke ————— ——

X9°¢ €°1€21 v'8601 6" ¥€01 0°'G66 8°v¥68 S'¥E8 8-188 8°626 TV.LOL
%X1°G1I 9°9¢ 0°6¢ 2°62 €°L1 2'vl ol | £°21 6°11 SOO1IVD % SHuNl
%Z°0 L°102 €161 1°L81 G161 0°061 0°061 8°981 2'661 ODVHOL/AVAININL
%Z° G 8°6S 8°9% 0" L¥ £ LY 0°Sv LA 8 0°0O¥ 0°0¥ VYNVAND
%L1 6°12¥% 8°69¢ I°6SE L"L9¢ €°82¢ 8°£0¢ 9°2¢¢ 6°69¢ soavauvd
xX5°9 €' II1G GS°SG¥ G 21¥ 2°'1LE £°LIE 0°982 1°062 8°80¢ T¥LOLENS
y S 0°9% 1°2¥% 1°2¢v S'8¢ L°LE | X L' vy - ¥°06 LNHONIA LS
%5°G 9°221 LTITT G ¥6 2'98 8°LL Z2°0L 9°89 L 6L vIoNnt °LS
%8°8 9° %9 1°6¢ 1°9% 8°6¢ £ Ve G*¥E G°G¢ g8°2¢ SIAIN-SLLI¥ °LS
xZ'1 0" 21 9°61 G°91 6°S1 o § 0°'S1 9°G1 S'GI LVHHASLNOW
X.'8 bLS £°LS 0°25 S'6¢ G 2¢ 2°'€2Z 1°62 ¥ 62 VAVNIED
%X0°8 L°92 v vz 612 2°22 9°61 0°61 6°GI 12N 2! VOINIRKOd
%E'6 0°LL1 £°6¥1 8°6¢1 1°621 I"101 0°L8 L'¥8 9°98 vandgava/vnoI.LNV

L8-0861 L86T1 9861 G861 ¥861 £861 2861 i861 0861

HLMOYD

TVNNY

( SANVSNOHL)

SITIVATHUY LSTHNOL HIAOAVILS

Li°1i algel



"L861

‘¥HEY0LD0 :@soavdauvd

w® *NVREELINVD HHL NI
INANJOTIAZA (UNYV HLMOHD OIWONOODH OL WSI¥NOL 40 NOILNGIHINOD HHL.
'HHINAD HOUVISHY WSIUNOL NVIAGHINVD ‘98-0861
VAVNIYD 804 STIIYAS MIN SNIDHAL £861

- 5H04NOS
- HLON

o L —————t . — — . . —— A —— T —— — — T . — — . T it = VR i e e R i S — R — S e S e = o —

e v - A — . —_— — —— o — = TE. " i A R A= A S W e el S - M o S A v A T ek i = TE- S N e o . M o S S P T i — A T e s

XL 21

SODIVD ¥ SWMANL
ODVHOL/AVAINTYL
VNVAND
soavdauvd
1v.iLoLans
ANADNIA LS
VIOoNt °LS
"‘STIAAN-SLLINY °LS
LVUARSLNOKW
VAVNIUD
VOINTROO
vangavd/vNDILNV

- - —— - R = W A - ML S — - i M . —t S e W W e e M o — i — - e S W — T —— W A A e

98-0861
HLMOYD
TTVIINNV

9°09L 9°LLY £°029
2°21 6°9 S°S
£°L61 8°L61 L°502
‘V'N ‘V'N ‘V'N
0°60¢ 2°'¥82 9°162
1°2¥%¥2 L°881 G LST
0°¢€2 0°61 L 91
LGS vy L°6¢
0°1¢e 2'¥ve 9°81
L L L°9 0°9
v'ee L*'22 L*81
L°8 9°8 €°L
9°¢€8 1°S9 S°0S
G861 ¥861 €861

— —— - —————— T —— T il Sy = = A i A i S S M . S T T e S L e S AN T T S b — . A W e M S Y A S e T M e . M T S e g T e mm

(SNOI'TIIH $8n)

JUNLIANAJIXE YOLISIA QALVWILSH .

ZL Chio21qel



Table II, 13

Growth in Real Per Capita GDP, 1980-87
- (EC$ Constant 1977 Prices)

Population Scenario

Scenario A _ Scenario B
Est. 1980-90 Est 1980~50

1980 1987 1990 Rate 1980 1987 1990 Rate
Antiqua 75200 84150 88305 1,6% 75200 82528 85964 1.3%
Dominica 72311 76826 78899 1.0% 72311 79315 B2521 1.3%
Grenada 91300 98353 89950 -0.1% 91300 97131 99742 0.9%
St, ¥Kitts 43309 42979 42838 -0,1% 43309 44948 45670 0.5%
St, Lucia 120300 133784 140016 1.5% 120300 131513 136633 1.3%
St. Vincent 97845 109142 114375 1.6% 97845 110725 116751 1.8%
OECS 500265 637278 554383 1.0% 500265 546214 567281 1.3%

Per Capita-6BP
5
Scenario A Scenario B

1980 87— Annual Rate 1980 1987 Annual Rate
Antigua 2581 3545 4.6% 2581 3612 4,9%
Domirica 1275 1599 3.:3% 1275 1549 2.8%
Grenada 2130 2901 4.5% 2130 2698 3.4%
St. Kitts 1854 2645 5.2% 1854 2529 4.5%
St, Lucia 1514 1775 2.3% 1514 1806 2.6%
St. Vincent 1004 1334 4,1% 1004 1415 3.9%

3.9%

OECS 1682 2196 1682 2196 3.6%

Growth in Per Capita GDP was calculated for population scenarios A ard B,
Table II. 8

Source: Table I1.8.

in



PARTIAL LIST OF SOURCES OF DONOR FINANCING FOR

Table IV.2

PUBLIC SECTOR INVESTMENTS

Productive Sectors
Agriculture Production, Infra
Agriculture Fisheries
Agriculture, Other
Manufacturing
Tourism

Economic Infrastructure
Power and Energy
Transport
Water
Economic Reform Budget Support

Social Infrastructure
Environment
Education and Training
Health and Family Planning

Policy and Management

TOTAL

{Includes estimated T.A. of):

(Us$ Million)

;
FY 93/94

FY 89/90 FY 91/92
18.38 18.38 18.38
2.94 2.94 2.94
0 0 0
1.68 1.68 1.68
.84 .84 .84
2.40 3.51 3.51
18.92 20,03 20.03
12.48 13.59 13.59
0 0 0
4.20 4.20 4.20
19.46 19.46 19.46
7.68 7.68 7.68
.18 .18 .18
79.16 92.49 92.49
(15.83) (18.49) (18.49)

Note: PSIP data are not available for most of the RDSS period. These mission
estimates are highly tentative and were derived from partial data, They

represent only a portion of

the antitipated donor community assistance,

Notably, two of the largest multilateral donors are excluded from these

figures.
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Table IV 3
SUMMARY RDO/C ASSISTANCE LEVELS

BY ORJECTIVE
PLANNING PERIOD

OBJECTIVE FY%0 FY91 FY92 FY93 FY%
DEVELOPMENT ASSISTANCE (DA)
02 ~ Strengthen the Private Sector 4364 5400 5800 S800 6150
05 - Promote Exports (tourism,

Agr. Manufacturing) 6700 7300 7400 7400 7400
11 - Improve Educational Opportunities 4200 4350 4550 4900 4550
12 - Strengthen Democratic Institutions 0 0 0 0 0
13 - Other: Public Services & Community

development 3236 2950 3250 3900 3900
Total DA Funding 18500 20000 21000 22000 22000
ECONOMIC SUPPORT FUND (ESF)
02 - Strengthen the Private Sector 6200 2650 2650 2600 2600
05 - Promote Exports (tourist,

Agr. Manufacturing) 1500 5000 5000 5000 5000
11 - Improve Educational Opportunities 3000 8000 8000 8000 6000
12 - Strengthen Democratic Institutions 2100 0 0 0 0
13 - Other: Public Services & Community

Development 2250 350 400 400 400

"fotal ESF Funding 15000 16000 16000 16000 17000
P.L. 480 & SEC 416" 4000 4000 4000 4000 4000

*Non-add. PL480 for Guyana.

Total RDO/C 33500 36000 37000 38000 39000

=3 Poo Y ] BTSN sS3== = mERERE== TTTJIRISNS

Table IV. 3A
SUMMARY RDO/C ASSISTANCE LEVELS
BY MANAGEMENT UNITS

PLANNING PERIOD

MANAGEMENT ONIT FY90 FY91 FY92 FY93 FY9%4

Infrastructure 7862 6550 7200 7400 7400
Agriculture 8400 12400 12400 12400 13400
Private Sector 4047 0 0 0 0
Health & Population 3939 4120 4400 5000 5000
Education Training 6155 11750 11750 11900 11900
Other 3097 1180 1250 1300 1300
P.L.. 480 & SEC 416 0 0 0 0 0

Total RDO/C 33500 36000 37000 38000 39000
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Table IV, 6
Selected List of Regional Organizations
by Functional Classification
Planning and Policy Coordination

--The Caribbean Development Bank
--The Eastern Caribbean Central Bank
-=University of West Indies
--CARICOM Secretariat

--0ECS Secretariat

Environment

--Caribbean Conservation Association
--National Non Governmental Organizations

Tourism

--Caribbean Hotel Association
--Caribbean Tourism Organization

Small Enterprise Development and Finance
--Agriculture Venture Trust

--Caribbean Association of Industry and Commerce
--Council of Eastern Caribbean Manufacturers
--Caribbean Financial Services Corporation
Agriculture

--Caribbean Agriculture Research and Development Institute
--University of the West Indies

--Caribbean Agriculture Trading Company
Population

--Caribbean Family Planning Association

Health

--Caribbean Cooperation in Health
-= Caribbean Epidemiology Center

Humans resource development

--University of West Indies
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ANNEX I1 A ]

GRENADA

Recent Economic Developments *

Production and Growth

Grenada's economy boomed in 1987, growing by nearly 6 percent. This
continued the very favorable performance of the preceding three years,
following the late 1983 change of government. With the exception of
Antigua, Grenada was the fastest-growing OECS economy in 1987. Very
early estimates for 1988 suggest that real growth could again hit 5
percent., From 1980 to 1987, including two weak years in 1981 and 1983,
the average annual rate of growth was 4.35 percent. Depending on
assumptions made about fertility and emigration rates during that period,
this yielded annual increases in per capita GDP of from 3.4% to 4.5%.

Grenada's agriculture sector, as a share of the country's GDP, is among
the largest in the OECS. This sector, which performed poorly in the
1977-86 decade, with negative growth in 1985 and 1986, grew rapidly in
1987 as bananas, cocoa, nutmeg, and mace production all thrived. Banana
output grew by 7 percent, largely due to better agronomic practices such
as improved field packing. Cocoa production and exports grew by more
than 8 percent, but excess world market meant no increase in foreign
exchange earnings on that crop. High world market prices for nutmeg and
mace gave Grenada a sharp increase in exports and earnings on those two
crops. Preliminary estimates for 1988 indicate continued growth, but
perhaps not a repeat of 1987.

The manufacturing sector in Grenada is small. In terms of value added
and in terms of its percentage share of GDP, the sector is relatively the
" smallest among the OECS states, Following a poor showing in 1986, 1987
was a banner year for Grenada's manufacturing, with growth exceeding 16
percent. This contributed to a significant increase in employment in the
sector and to a sharp increase in electricity consumption, The sharp
rises will not be repeated in 1988, but data for the first three quarters
suggest that the sector may turn in a respectable 6 percent performance.

Tourism, small but growing, saw in increase in the number of visitors in
1987, compared with 1986, but earnings grew only marginally. Preliminary
reports suggest that the second half of the 1987-88 tourist season was
d¢istinctly better. After a disappointing summer, tourism arrivals began
to increase again in late 1988, so that overall tourism growth for 1988
is expected to be about 11 percent.

The construction sector has grown very rapidly since 1983, probably the
result of the period of relative economic and political stability since
then. In 1987 growth was about 15 percent, reflecting an increase in
private housing construction as well as contined high levels of public
sector capital spending. In 1988, construction continued to grow at
about 10 percent.

® This Section draws heavily upon data and reporting by the 0.E.C.S.
Economic Affairs Secretarlat, the Caribbean Development Bank, IMF, IBRD
dnd the ECCB.
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‘The rest of the economy mirrored this good performance in 1987,
especially transport and communications and wholesale and retail trade,
growing at 7.5 percent and 6.3 percent respectively. Partial data for
1988 indicate further expansion in these sectors,

To some extent, the growth in the economy in the past four years must be
seen in the context of a falloff in performance in 1982 and 1983. Still,
Grenada stands out among the OECS in terms of economic growth,

Government Finance

The disturbing state of Grenada's public finances is at once one of the
country's greatest economic problems and the problem most amenable to
solution,

In 1986, following nearly a year's analysis by Government and outside
consultants funded by AID, the Govermment announced a sweeping reform of
the revenue system, First, the revenue system was simplified by removing
an extensive series of revenue-earning items and increasing the rates on
those that remained. Second, the dominant feature of the revised system
was its primary reliance on indirect taxes, by contrast with the direct
taxation in the previous system. Unfortunately, despite the consultants’
recommendation that the revenue reform should be revenue-neutral, the
Government felt compelled to make numerous concessions to various
interest groups and revenues dipped significantly. To compound the
problem, the Government did not take corresponding measures on the
expenditure side of the budget, perhaps in large part because the
Government expected AID budgetary support to make up the difference. In
1986 the govermment required extraordinary financing of EC$ 40 million,
including arrears. This was equivalent to approximately 40 percent of
recurrent expenditures. About half of this shortfall was provided by
A.1.D. budgetary support. In 1987 the situation worsened slightly.
Extraordinary financing was EC$ 41 million. However, with only EC$ 4.9
million in budgetary grants, the largest proportion of the gap was
covered by a 'loan'" given by Cable and Wireless -as prepayment for its
purchase of shares in the local telephone company. In 1986 and 1987,
Grenada's government was clearly living beyond its means. Despite this,
in 1987 the GOG contracted with the civil service for a pay increase of
some EC$ 8 million, in excess of the figure provided for in the budget
for that year. The windfall from Cable and Wireless saved the government
finances from bankruptcy. This windfall also delayed the day of
reckoning for the GOG, permitting it to continue increased spending and
permitting it to hold off on reductions in civil service wage
expenditures.

In 1988 the Government of Grenada (GOG) took same steps to come to grips
with its financial situation, The 1988 GOG budget, unveiled in March
1988, contained some fundamental changes in the revenue system, changes
that the GOG hoped would turn around the sagging revenue performance of
the two preceding years. Import duties were raised on extraregional
imports (thereby creating a de facto two-tiered exchange rate) and the
value-added tax (VAT) on domestic value added was dropped in favor of a
sales tax levied on wholesalers and retailers. These actions appear to
have been reasonably successful, particularly with a strong performance
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at the end of the year. Preliminary government figures report recurrent
revenues of nearly EC$ 121 million. While this is less than the budgeted
amount, it still represents a 17 percent increase over 1987 and 29
percent more than the 1986 figure, The budgeted recurrent balance was a
strong EC$ 16 million, or just over 3 percent of GDP. This scenario
would have required only about EC$ 15 million in extraordinary financing
(EC$ 10.3 million in budgetary grants and EC$ 4.6 million from the NIS).

The government reports balance in the current account, which would still
represent an improvement over the previous year, It is not yet known
what the final capital revenues and expenditures will be, or to what
extent the recurrent account balance was achieved through accumulated
arrearages. However, it appears that the need for extraordinary
financing may have been reduced compared to previous years, although it
represents a problems that still needs to be addressed. Barring
windfalls such as the Cable and Wireless funds which the GOG received in
1987, even with the revised revenue figure there is likely to be an
overall deficit to be financed by previous years' techniques, including
borrowing from the National Insurance Scheme (NIS), accumulation of
arrears on its debt obligations and borrowing from the domestic banking
system, if it can.

As for 1989, AID estimates that improved administration combined with GDP
growth may bring in revenues about ten percent over the actual 1988
level, If the recurrent expenditure level in 1989 can be held to the
1988 level, public savings could be about EC$ 10 million, or about two
percent of projected GDP.

Balance of Payments

The economic expansion of recent years has been "purchased', to some
extent, with a deterioration of the balance of trade. Visible exports
increased by 10 percent in 1987, due to a large increase in the unit
value of some exports. On the other hand, while the volume of cocoa
exports increased by 13 percent, a price drop produced a 15 percent
decrease in the value of cocoa exports. Nutmeg prices increased sharply,
producing an increase in value despite a slight decrease in volume.
Imports increased by nearly 6 percent in 1987. The trade deficit rose by
3.5 percent between 1986 and 1987. A substantial supply of external
resources helped to finamce the country's import bill. Unable to
conclude an agreement with the IMF and World Bank, the sources of these
external flows became more scarce, While sufficient to fund commodity
imports, they were inadequate to cover full debt service obligations as
well. The 1988 balance of trade picture looks better than originally
forecast, though it is expected that the deficit widened somewhat over
1987,

Balance of payments projections for the RDSS period reflect an expected
slowdown in the rate of GDP growth, compared to 1987-88, a continuation
of the modest historical agricultural growth rates, a slowdown in
reconstruction-related construction, reduced donor flows, and a steady
increase in tourism, but at rates below the large percentage increases in
1987. Nutmeg and mace prices are expected to be stable at about 1987
levels due to the recently concluded agreement with Indonesia, although
this situation is clouded by rumors that Brazil and India may enter
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production. Other exports are expected to grow slowly but steadily.
Imports are expected to be constrained somewhat by reduced demands from
the Public Sector Investment Program.

Population, Labor Force and Employment

The 1980 census reported a population of 91,300. Data compiled for RDO/C
from CARICOM and other sources produce an estimated 1987 population of
90,353 or 97,131, depending on assumptions made about fertility and
emigration. The former represents an annual growth rate of -0.1 percent,
the latter an increase of 0.9 percent., As with most of the other OECS
states, emigration and fertility will be key to the ability of the
country to steadily increase the level of living for its citizens and to
provide jobs for them, with emigration being the more important factor
for Grenada. _

Depending upon the fertility and emigration assumptions made in the
estimates, the labor force will increase by anywhere from 0.7% to 2.2%
annually during the RDSS period. Using the employment/GDP elasticity
range employed for the other countries, combined with alternative labor
force growth scenarios, produces a range of projected employment increase
of from 1.3% to 3,8% annually. The scenarios suggest that employment
growth may generally keep pace with labor force growth except in the case
of lowest elasticity (.31) and sharply reduced emigration.

There are no reliable data on unemployment, but observers estimate that
despite the strong growth performance of recent years, the open
unemployment rate is still between 18 and 20 percent, and many workers
are underemployed. This results from several factors, including:
mismatch between skill levels and job requirements, causing shortages of
workers in certain skill areas alongside unemployment in others; recent
rates of growth in the labor force in the main urban center; the
relatively capital-intensive nature of the major reconstruction projects;
rigid job security requirements that make labor virtually a fixed cost;
and factors in both the labor and capital markets that make labor
expensive relative to capital.

Economic growth by itself, therefore, will be necessary but not
sufficient to reduce the unemployment rate to more tolerable levels.
Rather, interventions on the supply side will be needed to provide the
labor force with the skills that will be demanded by a growing economy
while opportunities will also need to be available for self-employment in
small-scale enterprises. Human resource development is an important
element in attacking unemployment as well as productivity,

Prospects for the 1990-95 Period

Mission projections for the period suggest that growth in Grenada in the
medium-term is potentially solid, but is unlikely to sustain the rates of
the past three or four years. Projections for Grenada are particularly
risky, because the country is still so dependant on agriculture so that
changes in weather and international commodity markets will exert strong
impacts on GDP, Trends, therefore, should be viewed as illustrative
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rather than predictive, since the future growth path is likely to be
quite cyclical, with rather wide year-to-year deviations from any
underlying "trend" that can be identified.

Whereas data for the other OECS countries date from 1977, for Grenada
interally consistent data can be identified only since 1980. A simple
extrapolation (not shown) of the 1980-87 growth rate for each component
of GDP yields a pro;ected 1987-95 increase of about § percent per annum.
In the mission's opinion, while this is achievable, it is rather
cptimistic and represents an upper bound scenario, for at least two
reasons, First, the mini-boom of recent years strongly reflects
construction and other public sector investment activity that is likely
to slow in the near future., Second, government services represent the
single largest component of real GDP, Simple extrapolation recent growth
rates in that sector is inconsistent with the sustainability of the
government's finances. Restraint in the growth of recurrent government
expenditure will be required to restore fiscal solvency, and this will
dampen short-term economic growth somewhat. Unless it is continuously
shored up by donor grant flows, there will be a tradeoff between fiscal
solvency and short-term rapid economic growth. To some extent, the
dampening effect of these factors may be offset by stronger-than-expected
increase in agricultural exports and, what is more likely, a breakthrough
in the threshold level of tourism capacity that will bring double-digit
growth to that sector.

Under a more probable scenario, the real GDP growth rate is projected to
average 4.3 percent, which is approximately what it has been since 1980,
after allowing for two serious slowdowns in 1981 and 1983. The essential
differences between this scenario and the previous one are slower rates
of increase in construction and government services. Improvements on
this base case can be had by stronger performance in tourism, and becuase
of its large weight, even a modest improvement in agriculture. For
example, if tourism growth can be raised from 8.5% to 12%, GDP growth
will increase to nearly 4.8%. If this is combined with only a modest
increase in agricultural performance, from 1.7 to 2.0 percent increase,
the overall growth rate will approach 5 percent,

In short, if carefully Grenada engineers the shift from an economy
heavily dependent on the public sector and traditional agriculture for
employment to one in which a diversified agriculture, tourism and other

' elements of the private sector can absorb reductions in public
. employment, the medium-term prospects for Grenada's economy are modestly
. optimistic. Even if the more conservative IMF projections prove correct,

a 3 percent rate of economic growth will still provide a steady, if

| modest, increase living standards through the mid-1990's if present

population projections are correct. Migration will be the critical
¢lement in this outcome, Under the high population growth scenario,
population increases would erode much of the gain from economic growth,
while labor force growth would threaten to outstrip job availability,
Eowever, if emigration remains at current rates, the labor force and
total population will both grow more slowly than the economy.

As with St. Vincent, a major concern that could undo the more optimistic
scenarios, is the str Ctural adjustment path to be taken by Trinidad and
Tobago. While growth in the latter would, in the past, have meant
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expanding markets for agricultural and manufacturing products from the
OECS, discussions now indicate that Trinidad could in fact become a
competitive producer rather than a net purchaser. In this case, the
prospects for Grenada's manufacturing and agriculture sectors will be
rather dim unless extraregional markets can be tapped very early in the
1990's. This adds a cautionary note to the projections about employment

prospects.

Under the above scenario, exports and imports are projected to grow at
rates that permit a narrowing of the resource gap. Much of the gain in
export earnings depends on success in the tourism sector, Total
consumption and savings grow steadily, with investment slowing on the
assumption that the PSIP will not sustain receat high levels.

Development Issues

Continued Diversification

Grenada's heavy reliance on agriculture makes it particularly vulnerable
to external shocks, which could undercut evea the more conservative
scenarios outlined above. Prosperity will therefore depend heavily on
the country's ability to absorb techmological changes required to
diversify within agriculture and a willingness to remove policy
impediments to agricultural diversification, particularly in agricultural

exports.

Whether Grenada achieves the gains in the more optimistic scenarios, or
something less, will depend in large part on the performance of the
tourism sector. Better promotion of the tourism product will be
essential, but equally important is the government's ability to foster
and "market' a business and legal climate that will encourage domestic
and foreign investment in tourism and in supporting sectors, in order to
achieve the minimum scale of tourism plant required to attract regular
airline service.

Restraint in government recurrent expenditure, so important in
maintaining fiscal solvency, will have a negative effect on overall
demand and employment unless early and vigorous steps are taken to assure
that a vigorous private sector is prepared to fill the gaps.

With the caveat about Trinidad's future development, as noted above, the
manufacturing sector is projected to grow at over 6 percent per year.
While that is not sufficient to make it a major sector, its share of GDP
is projected to rise from about 5 percent to over 6 percent over the RDSS
period, While it will not therefore serve as a major engine of growth,
it will represent an important complement to tourism and agriculture, and
will provide a significant number of jobs. For the sector to play its
important role, however, significant changes will need to be brought
about in the country's business climate. The problems are similar to
those discussed in the main text, including: envigorating the IDC,
removing price and other disincentives to investment, removing
bureaucratic impeditments that slow the investment application process,
and careful examination of the fiscal regime to assure that it is
compatible with investment by efficient firms.
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For all sectors, as noted in the main body of the RDSS, the system of
price controls and other government influences on market prices and
incentives should be carefully re-examined with the objective of creating
a positive investment climate for competitive firms in agriculture,
tourism and manufacturing.

Improved Quality of the Labor Force

Grenada lacks depth in nearly all of the skill areas that will be
required to support adequate private sector growth. Worse, there is
always the threat that increased training will result in a '"brain
drain". Formal training in a broad range of skill levels will be
required to adequately staff the tourism, manufacturing, and services
sectors. Furthermore, in Grenada perhaps more so than in the other
islands, the '"raw material'' for secondary training must be improved by
work in the primary schools, so that the labor force becomes trainable
before it needs to be trained. Important issues include:

Reducing the school dropout rate

Improved teacher training at all levels

Improved management skills at all levels

Development of entrepreneurial skills

Improved women't access to vocational/technical training

Environmental/Infrastructural Issues

Maintenance of the physical environment, notably the provision of clean
water and adequate sewerage facilities, must be a high priority if
tourism is not to be choked off before it gets started. This in turn
will require that the government's priorities for its own capital
expenditures be set through a very rigorous analytical process that will
ensure the most long-term economic benefit from public savings and
increasingly scarce external capital resources to support the Public
Sector Investment Program (PSIP). |

Government Finances

In order to establish an attractive future investment environment, it is
essential that the government's public finances be immediately set in
order, so that it can generate savings to cover at least part of its
capital budget, and that its own borrowing does not crowd out critical
private investment. This will require careful restraint in the recurrent
account budget, great care to remove economic distortions that may exist
in the revenue system, and prudent administration of the revenue system.

Sectoral Adjustment

Absent a natural disaster or collapse of one of the important commodity
export markets, it is unlikely that further macroeconomic programmatic
support will be called for or necessary. The Government is presently
considering the possibility of a TCG structural adjustment program. If
such a program is undertaken, general budgetary support might be part of
tahe IMF/IBRD package. Macroeconomic budgetary support programs should
not be undertaken outside the context of a TCG program.
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To the extent that non-project assistance is given in the future, it is
the mission's intent to use the bilateral sectoral structural adjustment,
rather than a macro-structural adjustment, mode. Policy changes required
to maximize the benefits of assistance to the sector will be leveraged
through DA or ESF funds, as available. In Grenada, the sectors targeted
for bilateral structural adjustment are: tourism, diversified
agriculture, and human resources development (education and training),
with tourism the probable first candidate. While the final determination
will be made at the project design stage, it is assumed that in some
instances an ongoing TCG structural adjustment framework may need to be a
prerequisite or concomitant to an effective sector assistance program.
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ANNEX |1.A 2

ST. VINCENT AND THE GRENADINES

Recent Economic Developments *

Productior and Growth

The economic history of St. Vincent has been dominated by agriculture,
centering around the production of bananas, sugar and arrowroot. 1In the
1980's a significant trade in ground provisions emerged as 'hucksters'
traveled the islands with produce. In 1987 this fell off by nearly two
thirds, as Trinidad removed the two-tier exchange rate that had favored
these traders, and as its own suppliers began to produce ground
provisions.

Of the three major traditional commodities, only bananas remain
important. The sugar industry had been dormant for some time, when the
government attempted to revive it during the period of high prices in the
1970's. However, the factory startup costs were high and prices began to
decline in the 1980's, By 1985 the government could no longer afford to
sustain the losses of the sugar industry, and the factory was closed.

St. Vincent arrowroot starch exhibits unique characteristics that make it
an elite among starches. For nearly 30 years, it occupied a
near-monopoly position, and then began to face competition from cheaper
starches. Since 1983 acreage and production have decreased by nearly 80
percent. Ironically, this has led to a situation where the industry was
recently unable to meet an increase in demand by baby food producers,
because of low farmgate prices, poor technology, inadequate management,
and a crushing debt burden. Unless some way can be found to change its
fortunes, the arrowroot industry appears headed for extinction.

Bananas are threatened by the potential removal of the protected market
status in the U,K, in 1992,

Preliminary data for 1988 are still rather sparse, but growth was again
probably slow, It is estimated that real GDP at Factor cost increased by
3.1 percent in 1987, Given the severe blow that agriculture sustained
that year, some observers feel that even this estimate may be

optimistic. This was a very disappointing performance compared to the
6.2 percent gain registered in 1986, and also compared unfavorably with
the strong performance from 1982-86, when the economy averaged 6 percent
growth. Indeed, growth averaged between 5.5 and 6 percent for the decade
ended in 1987,

While few sectors turned particularly good performances that year, The
major explanation for the 1987 slowdown lay in the poor performances of
agriculture and manufacturing, which together account for approximately
25 percent of real GDP,

*This section draws heavily on data and reporting by the 0.E.C.S,
Economic Affairs Secretariat, CDB and World Bank reporting.



After growing each year from 1980, crop production declined by nearly 8
percent in 1987 due to tropical storm Danielle in late 1986, followed by
the worst drought in more than a century during the first half of 1987,
topped off by Hurricane Emily in September 1987, which destroyed more
than 40 percent of the banana plantings., Banana exports were down 9.4
percent from 1986, This was cushioned by an appreciation of sterling
against the U.S. dollar. Given its dominant position in the economy,
these agricultural disasters spilled over to the other sectors as well.
These effects were compounded by the 1987 unification of the
Trinidad-Tobago exchange rate which had previously conferred
concessionary benefits to St. Vincent's exports of ground provisions.
Misfortune carried over into 1988, While first-half 1988 banana exports
were 60 percent above 1987 lows, rains from a nascent hurricane Gilbert
later in the season again raised havoc with the plantings. Arrowroot is
on the ropes. At the end of 1988 the critical Trinidad market was ''dead"
according to one analyst. Hucksters have found some outlet in Barbados,
but it is not sufficient to counter the severe loss of Trinidad. Worse
for St. Vincent, while it was formerly an importer of foodstuffs,
Trinidad is now becoming a potential competitor by revitalizing its own
agriculture. On the brighter side, St. Vincent's 1987 fish landings rose
due to increased technical and infrastructure support for the industry.

Manufacturing stagnated in the face of economic troubles in the important
Trinidad market, though some items, notably flour, arrowroot, steel
sheets and garments recovered somewhat from the doldrums of 1985 and
1986. 1In 1988 performance continued to be uneven, While clothing,
tennis rackets, beer and other items registered increases, arrowroot
starch and galvanized sheets decreased by 36 and 26 percent,
respectively, RDO/C's preliminary estimate is for virtually no overall
growth in manufacturing.

On “he other hand, in 1987 construction remained strong, growing by 11.8
percent. This reflected a sharp increase in public sector investment in
1986 and 87, spurred by the Cumberland Hydroelectric Project. This
activity will continue to be one of the few supporting struts on the
ecoriomy in 1988. 1In 1987 an upswing in stayover tourist arrivals also
helped offset the calamity in agriculture. Tourism arrivals were down
sharply in the first half of 1988, though an increase in stayovers
perhaps was sufficient to contribute modestly to growth.

The drought combined with the depreciation of the U.S. dollar increased
the rate of inflation from about 1 percent in 1986 to 3.4 percent in
1987. There are reports that prices fell somewhat in early 1988 as the
effects of the drought wore off.

The sectoral composition of output has changed only moderately the last
decade. :

On the basis of fragmentary preliminary data, it is expected that 1988
will show only modest improvement, since storm damage prevented
agricultural recovery, the arrowroot industry is in serious trouble, the
Trinidad market for nontraditional foods and manufactures remains largely
closed, and limited factory shell space imhibits the growth of
manufacturing, The economy in 1988 is largely driven by construction of



the Cumberland Hydroelectric project and some other PSIP infrastructure
activities, The attached tables show an estimate of 1988 growth in
excess of 2 percent. While government officials voiced optimism near the
end of the year, other observers expect that final data will reveal it to
be between one and two percent.

Government Finance

In recent years the Government of St. Vincent has markedly improved its
finances. In fiscal 1981/82 the Government's current account deficit was
equivalent to 2,6 percent of GDP. By 1983/84 this had decreased to 0.9
percent of GDP and the current account has been in surplus ever since.

In FY1987/88 this is projected to reach as much as 3.5 percent of GDP.

While revenues have increased, this turnaround was achieved largely
through expenditure control, though salaries continued to increase at
relatively high rates in 1986 and 87. While revenues increased slightly
as a percent of GDP, recurrent expenditures fell from 32 to 26 percent of
GDP between 1981 and 1987. The increase in revenues came about as a
result of more rigorous collection and a shift toward indirect taxes,
which increased to over 58 percent of revenue by 1987. The latter, in
turn, reflected a sizeable growth in imports, The Government's five-year
plan calls for sustained public sector savings that will enable it to
contribute to funding a sizeable portion of the Public Sector Investment
Program. The ability to maintain this level of fiscal performance hinges
in part on enforcement and adequate staffing, which has become a problen,

While central government finances have improved, the future of the
overall public sector is clouded by the prospects for several
parastatals, The public enterprises succeeded in moving from large
deficits in the early eighties to a surplus of 1.7 percent of GDP in
1986/87. However, this masks the plight of three enterprises that
remained in deficit in 1986/87: The Arrowroot Industry Association; the
Development Corporation (DEVCQ}; and the Housing and Land Development
Corporation., The Arrowroot industry is burdened by significant debt.

Ministry of Finance figures show that the combined central government and
government-guaranteed external debt stood at US$36.5 million in 1987.
This was nearly double the level of 1981 and represented an increase of
23 percent for the latest year., Even so, this amounts to only about 27
percent of GDP, Moreover, the debt is on highly concessional terms. The
average interest rate is about 4 percent, with a maturity of about 25
years, Consequently, debt service amounts to only about 4 percent of
exports of goods and services and under 7 percent of central government
recurrent revenues. The debt therefore appears to be easily manageable.

Balance of Payments

St. Vincent ran balance of payments deficits during the first half of the
1980's. In 1985 and 1986 there were current account surpluses as trade
deficits were offset by surpluses in the services account (notably
tourism earnings) and by significant transfers. By 1987, the drop in
exports combined with a surge of imports produced a current account
deficit despite a large increase in travel receipts. The sharp decrease
in exports was caused by falling banana production and other factors



noted above., At the same time, large public investment projects coming
on stream led to the increase in imports. The surge in tourism receipts
was not enough to offset the combined effects of a trade deficit and a
decrease in official transfers, to that overall there was a current
account deficit. Because of increased private sector borrowing, capital
account activity tended to offset these deficits, but the overall balance
of payments still turned negative in 1987. While data are not yet
available, it is likely that this pattern continued, and perhaps worsened
in 1988.

Population, Labor Force and Employment

Estimates compiled for RDO/C place the 1980 population at 97,845.
Depending on assumed fertility and emigration rates, the 1987 population
is estimated to be between 109,140 and 110,725, reflecting growth rates
of 1.6% and 1.8 percent, respectively. The latter places it at the top
of the OECS list. St. Vincent is one of two countries (St. Lucia being
the other) where fertility-driven population growth threatens to
seriously erode the gains from economic growth. The two share a total
fertility rate of 4.5 per thousand. Emigration has provided a partial
safety valve so far. Labor force growth rates during the RDSS period are
projected at 1,5 percent to 2.6 percent, depending on whether current
fertility and migration rates continue, or whether both fall, Clearly
reduced emigration would pose a serious problem for St. Vincent's job
seekers,

Although there are no reliable statistics on employment, and despite the
relatively high economic growth rates of the last decade, it is widely
believed the unemployment rate in St. Vincent is the highest among the
QECS states, and is estimated to be in the range of 25 to 30 percent of
the labor force., It is particularly high among women, youth and those
without marketable skills. This is combined with a high dependency
ratio, so that the working population has a considerable burden to bear.

The government is very concerned about the unemployment problem and has
undertaken several measures in an attempt to deal with it, including both
improvements on the supply side and increased opportunities on the demand
side.

We estimate that, given the economic growth projections outlined below,
employment will increase annually by about 1 to 2.9 percent, depending on
the assumed elasticity of employment with respect to GDP growth. With an
elasticity as high as that estimated by Bourne for Barbados (.874) it
would appear that employment growth would keep up with labor force growth
if migration rates remain at current levels, However, if migration rates
fall (population/labor force scenario B}, even at the higher elasticity
employment will barely keep up with labor force growth.

The unemployment problem in St, Vincent is not likely to be resolved
easily, even if growth rates remain relatively high because it is not
solely a demand problem (as evidenced by the fact that the unemployment
rate has remained high despite years of relatively rapid growth). There
is a labor supply problem as well, Much needs to be done to improve the
skills of those coming out of the school system, and particularly among
school leavers.



Prospects for the 1990-95 Period

Not only is St. Vincent one of the poorest countries in the region, but
its growth prospects are perhaps the least bright among the QOECS states,
Mission projections suggest that the high rates of growth of the early
eighties would be repeated only under a very optimistic set of
assumptions. For example, if each sector were to grow at its 1977-87
trend rate, overall GDP growth would average 6.6 percent for the 1987-95
period. However, it is very unlikely that all of these conditions will
be met,

First, even if there is a measure of success in agricultural
diversification, it will be offset to some extent by a less bouyant
market for bananas. The threat does not come entirely from potential
changes in the Lome market in 1992. Indeed, EEC representatives have
recently stated publicly that while a bilateral banana protocol with
Great Britain will not continue after 1992, some arrangement will be
found for preferential access by the Eastern Caribbean to the EEC as a
whole, Great Britain has more recently made even stronger supporting
statements. The mechanism has not yet been devised, and the preference
price might not be as strong as it has been in recent years, but
something will be done. The challenge may come from the potential need
to compete at a lower price, or from increased production saturating the
OECS quota as it already threatens to do under the U.K. arrangement,
Thus, while the threat of a decrease in banmana production does not appear
to be great at this time, serious doubts can be raised about the latitude
for future growth in the banana sector, since the region is already hear
saturating gts quota under the present regime,

Second, and more mechanistically, historical data suggest that the long
term trend for some sectors is likely to be linear rather than a simple
percentage extrapolation. This will tend to slow the overall rate of
growth,

Third, the Govermment of St. Vincent's own Plan projects slower growth
for several sectors at least through 1989, which the Mission has extended
beyond that period.

Fourth, St. Vincent has in effect run up against a wall of constraints
that will need to be removed if even the modest scenarios outlined below
are to be achieved,

In something less than the best-case scenario, therefore, GDP growth is
projected to average somewhat over 3 percent for the period. This
scenario is in line with that indicated by the Caribbean Development
Bank, which sets a 3.5% to 5% range for the medium term. The World Bank
High Growth Scenario envisions growth rates of 4 percent through 1991,
falling to under 3 percent thereafter. Its Low Growth Scenario sees
growth in the 2 to 3 percent range.

While stronger than expected growth in tourism and manufacturing may in
the end tell the tale, it appears that the fortunes of agriculture will
largely dictate St. Vincent's fate through the mid-1990's. If the base
case projection is altered only by assuming that agricultural growth



stops after 1991, the overall growth rate for the period falls from 3,3
percent to 3.0 percent, without allowing for probable negative multiplier
effects on nonagricultural sectors. Finally, if solutions are not found
to the collapse of the Trinidad market for agricultural produce and the
threat of zero or limited growth in bananas after 1991, projections
indicate that it will be difficult for St. Vincent to achieve a 2 percent
growth rate. If negative multiplier effects of this agricultural
stagnation on other sectors are added, it is possible (though the Mission
is not projecting so) that St. Vincent could experience no growth in the
1990's~-- a situation not entirely dissimilar to that faced by Trinidad
when the petroleum market collapsed in the early 1980's,

Clearly, with agriculture playing such a central role in the St. Vincent
economy, and with the chief export crop, bananas, facing slower growth or
even reduced markets abroad, crop diversification is one of the most
urgent problems facing the country during the RDSS period. The
government has made some moves in this direction, by beginning a land
reform program aimed at transferring 7,000 acres to small farmers and by
encouraging the fishing industry through construction of infrastructure
and provision of technical assistance. Moreover, the OECS leaders have
resolved to take steps to encourage agricultural diversification in the
region., However, the challenges are formidable.

In any diversification effort it will be critical to improve product
quality, to introduce much more vigorous and sophisticated marketing, and
_to resolve serious transportation cost problems, This is especially
important in light of the fact that the Trinidad market might not provide
the outlet for produce that it did in recent years, thereby forcing St.
Vincent to compete in the wider region, or even outside of it, This will
be a serious challenge to Vincentian producers. A means must be found to
free the Arrowroot association of its debt burden. Caught in a vicious
circle, the association cannot afford to pay acceptable prices to
farmers, so that production is reduced. It is possible, but by no means
certain, that higher farm prices would elicit more output for a single
efficient plant to produce food-quality arrowrocot.

While manufacturing is an important element in the government's economic
plan, the sector's performance has been disappointing. 1In 1986 and 1987,
output actually decreased slightly, and indeed 1987 real output was
actually lower than it had been in 1984. The sector is dominated by a
few enclave manufacturers. Growth in the early 1980's was satisfactory,
but halted when the Trinidad market for flour and galvanized steel
weakened, and offset the gains from some other firms. :

Despite this poor performance, there is still some hope for a modest
resurgence of the sector if some critical changes are made soon. The
government's Development Plan focuses on: agroprocessing; garments;
sporting goods; electronic assembly and toys. Growth, however, will
depend on adequate infrastructure, The growth of the early eighties took
place in the context of expanding factory space and other infrastructure
combined with strong fiscal incentives., This was brought to a halt when
construction of additional factory space was detained by land title
disputes. The government now has embarked on a program of expansion of
factory space, which should remove the bottleneck for the time being.
Future growth of the sector will depend on continued availability of



factory space along with numerous other factors that infiuence the
investment climate. Among these factors is the tax climate. To some
extent the government's current account surpluses and clean bill of
fiscal health from the donor agencies has been purchased by higher taxes,
particularly indirect taxes. It should be determined, however, whether
this might be a negative element in the investment climate. There is an
apparent need for the country to have a more aggressive attitude toward
investment promotion, and for a reassessment of the attitude toward
investment in general.

The Grenadines offer some of the most beautiful yachting opportunities in
the region. In 1987 cruise ships and yachts accounted for 53 percent of
the country's tourism while stopover air visitors represented only 16,000
out of 129,000 visitors to the country. While the country therefore has
a definite niche tourism market that it is uniquely positioned to fill,
there is much to be done if tourism is to become a major sector and if
the country is to capture a larger share of the tourist dollar. While
tourism grew at a respectable rate during the past decade, the percentage
is derived from a small base, and is not necessarily replicable in the
future without significant changes in the sector.

There is a general shortage of rooms that act as a constraint to
significant tourism growth, Furthermore, the more appealing sights of
the Grenadine archipelago are difficult to reach except by boat or by
some heartpounding adventures in small planes. The government, with the
assistance of Lome III funds, is planning some improvements in the air
strips on the smaller islands. More aggressive marketing will be
required if tourism is to grow. Even so, the main airport in St. Vincent
is unable to accommodate large aircraft and represents a major constraint
to high volume tourism that would depend on direct flights from North
America or Europe. Nearby Grenada has a complementary problem of
possessing a large airport but not enough hotel rooms to attract the
large regular high-volume international flights. Some observers have
suggested that ways be explored of developing a symbiotic relationship
between the two countries that would permit combining international
flights to Grenada's airport, with shuttle to St. Vincent from there,
thereby generating the visitor volume that neither island can muster
alone in the early years of the 1990's. While there is therefore room
for steady expansion in a kind of boutique tourist package, the
probability of the sector providing more than a necessary, but modest,
supporting role in St. Vincent's economy through 1995 is not great unless
some major bottlenecks can be alleviated.

St. Vincent's infrastructure needs are still great. Aside from major
projects such as airport improvement, there is significant need for
additional road construction. Only about 55 percent of the population is
served with potable water in their homes. Inadequate water storage and
leakage are major problems. The rather modest projections for
construction growth, therefore, may be revised upward if sufficient
external support can be found to finance these major infrastructure
efforts.

In sum, St. Vincent will achieve growth rates at the upper end of the
projected range to the extent that:



--- The UK banana protocol can be maintained or that efficiencies
can be brought to the banana industry sufficient to make it
competitive in a nonprotocol environment.

--- Agricultural diversification and produce quality measures are
instituted promptly and efficiently so that regional food crop
markets can be regained.

--- Tourism marketing and infrastructure is adequate to ensure the
country a fair share of a growing world tourism market.

--~ That difficulties that have beset the manufacturing sector in
recent years can be overcome,

Sources and Uses of GDP

Export and import projections were made by tying IBRD coefficients to the
Mission's projected economic growth rate., The result is a steady -
increase in imports, assuming that the problems identified above can be
overcome, accompanied by a modest increase in imports (unless major
infrastructure programs are undertaken that will place an increased
demand on foreign materials)}. With modest growth in government current
expenditures, resources will be available to the private sector to
distribute between consumption and savings. The model used treats
savings as a residual., Unless unusual restraint is exercized by (or
imposed on) consumers, it is probable that actual consumption will
increase more rapidly, and savings less rapidly, than projected on the
table. Likewise, if the government is more vigorous in implementing and
funding its PSIP, the projected growth in capital formation is likely to
be higher than shown in the table.

Development Issues

The World Bank, CDB, OECS and AID have identified several issues that
must be addressed if ST. Vincent is to achieve even the more moderately
optimistic growth rates projected above.

Diversification

It is essential that St. Vincent diversify its economy as rapidly as
possible in the early 1990's, This involves both diversification within
the agriculture sector and diversification away from agriculture to the
extent that this is possible.

In addition to effective implementation of its Public Sector Investment
Program to alleviate important infrastructural constraints, actions wiil
nezd to be taken to:

alleviate the problems of the arrowroot industry. The industry
needs to be carefully examined to determine whether it has a viable
future, and if so what measures are needed to streamline it and
make it competitive and sustainable.

foster improvements and efficiencies in the banana industry that
will enable producers to operate profitably in a more competitive



market éfter 1992.

move to increase the profitability of and appropriate market
incentives to, private sector nontraditional agriculture. St.
Vincent is severely handicapped by the loss of the important
Trinidad market and the preferential exchange rate that it has
heretofore enjoyed there. Because its own exchange rate is
effectively unavailable as a tool of macroeconomic policy, the
Government of St. Vincent will need to identify means whereby the
fiscal system can be used to bring about the kinds of expenditure
switching and resource reallocations that would result from a
currency devaluation.

work with other CARICOM governments to remove distortions in the
tariff schedules that bias resource allocation against agricultural
exports and toward import substitution.

move rapidly to eliminate price controls and export taxes from
agricultural products

work with other OECS governments to develop mechanisms that will
permit the freer flow of labor and capital resources to their most
efficient uses within the region.

seriously reexamine the entire scheme of investment incentives,
including prices, regulations, and fiscal incentives and carefully
assess the general investment climate, including the Companies Act.

find ways to alleviate the serious shortage of technical and
managerial public sector workers needed to implement the five-year
development plan. This may involve reexamination of immigration
policies.

vastly improve the marketing of agricultural products,

more aggressively market tourism and to improve the tourism plant,
including supporting infrastructure.

alleviate the bottleneck of factory space for manufacturing and
more aggressively encourage foreign as well as domestic investment

reexamine the revenue system to ascertain modifications that would
be necessary to enhance its contribution to a favorable investment
climate.

Pogglation

Of the OECS islands, St. Vincent is the one where population and labor
force growth is likely to be the most problematic. While neither rate is
distressingly high, they must be viewed in the context of an already high
unemployment level, Even under the most optimistic growth scenarios, it
will be difficult for St. Vincent to create jobs rapidly enough to employ
its growing labor force. It will also be difficult to maintain present
per capita living standards. Under the more pessimistic scenarios, both
could deteriorate. Because of the long lags involved, family planning



programs can do little to alleviate these problems in the short run, but
can help to reduce the burdens on the long run. A freer OECS labor
market that would permit workers to move readily from labor surplus to
labor shortage economies within the region may be an essential element in
coping with St. Vincent's future employment problem.

Improved Quality of the Labor Force

In addition to growing numbers, the problem of matching skills with
available job opportunities is an urgent one that needs to be addressed
immediately.

Inadequacies in the education system have been pointed ocut as an
important cause of high unemployment in St. Vincent. There are too few
schools to accommodate the school age population, As a result, the World
Bank estimates that 10 percent have no access to formal primary education
and 20 percent no access to secondary education. Student/Trained Teacher
ratios are very high (74:1 and 45:1, respectively). The curriculum does
not adequately prepare students for employment after completing schoel,
The Bank estimates that the combination of inadequate facilities and
inappropriate curriculum leads 25 percent of students to drop out at ages
between 10 and 13 years. As a result, both government and the private
sector lack skills essential to develop the economy despite the highest
measured unemployment rate in the region. The government is aware of
these problems and is attempting to address them in its five-year plan,

Environmental Issues,

As in all the other islands, environmental mismanagement threatens to
undermine growth in agriculture and tourism, by destroying the very
natural resource base upon which they rest. Watershed management,
coastzl management and safe use of agricultural chemicals are at minimum
requirements for sustaining an even modestly optimistic long term
economic future,

Housing

While the government is working to keep up with the shortage of adequate
housing, high construction costs have underminred attempts to provide
affordable shelter on a wide scale. The private sector is being
encouraged to get into the sector.

The World Bank has recommended that the government's Housing and Land
Development Corporation be abolished because it cannot be managed
effectively given the stringent shortages of trained personnel.

Governaent Finances

While government finances have exhibited a veneer of solidity in recent
years, there are underlying problems that will have to be rectified if
the rather optimistic projections above are to be realized in the 1990's,
including:



serious restructuring or elimination of the money-losing .
parastatals, most notably the arrowroot and housing operations.

expenditure restraint, that combines salaries necessary to attract
skilled personnel to public service with overall restraint in the
wage bill.

reexamination of the revenue system seeking ways to preserve fiscal
solvency without furnishing-disincentives to the private sector.

Ability to Implement a Devetopment Plan

Skilled personnel in the government are so scarce that the government has
been unable to implement its PSIP on schedule. As a result the overall
economic growth rate has suffered. A key difference between the World
Bank's High Growth and Low Growth scenarios lies in the assumed ability
of the govermment to implement its PSIP.

While soft external agricultural markets are a key growth-inhibiting
factor in the 1990's, lack of skilled public service employees in key
places is key bottleneck to the rapid diversification that will be
necessary to overcome the misfortunes of agriculture.
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ST. LUCIA

Recent Economic Developments *

Production and Growth

St. Lucia's economy is primarily dependant on agriculture, although
tourism and manufacturing have made advances in recent years. The
economy's fortunes are therefore closely tied to weather and exchange
rate movements, From 1977 to 1987 real GDP growth averaged 4.25 percent
annually., Depending on the assumptions made about fertility and
migration, this was sufficient to yield an increase in per capita income
of between 2,3% and 2.6% between 1980 and 1987. Early reports indicate
that the economy slowed to less than 2.1 percent growth in 1987 after
three years in excess of 5 percent. It was the poorest performance since
1981, The main cause for the slowdown was a decline in agricultural
output. Agriculture had averaged over 12 percent the previous two years,
then declined by 4.3 percent in 1987, led by a 23 percent reduction in
banana exports, the latter largely due to a drought in the first part of
the year and heavy rains later on. The Green Wholesale price of bananas
also decreased. This was partly offset by an appreciation of the pound
sterling vis a vis the U,S. and E.C., dollars. Preliminary reports for
1988 indicate that the economy recovered and should show a growth rate
between 5 and 6 percent, led by banana recovery, tourism and construction.

Manufacturing did not fare much better, growing by only 1 percent in
1987, compared to an average of 1.4 percent between 1984 and 1986, That
sector has been rather stagnant since the regional markets, notably
Trinidad-Tobago, were closed.

Tourism has become a leading sector in St. Lucia, though its contribution
to national value added is still less than 8 percent. Visitor arrivals
increased by 20 percent in 1987, compared to 15.5 percent the previous
year. However, stayover arrivals were up only 8 percent compared to 18
percent in 1986. As a result, earnings from tourism slowed to 3 percent
from the 5 percent average of the previous three years, Data for 1988
are not yet in, but observers report that tourism performed well. Room
capacity has not kept pace with arrivals, so that the plant is at near
100 percent occupancy during the high tourist season. The sensitivity of
the sector to the exchange rate is highlighted by the shift in sources
between 1986 and 1987. 1In 1986 the U.S. market was strong. In 1987,
with the dollar down, U.S. arrivals increased by barely 2 percent, while
those from Canada and Eurpose increased by nearly 25 percent.

Construction did well in 1987, increasing by 13 percent as compared to an
average of over 14 percent for the previous three years. This prosperity
resulted largely from the government's public sector investment program,
although private residential construction was also rather strong.

* This section draws heavily on data and analyses from: CDB, ECCB, IBRD
and the Economic Affairs Secretariat of the OECS.



The government succeeded in holding down the growth of its own
consumption expenditures, while trade and transport slowed compared to
earlier years. While adequate data are not available, observers feel
that there has been some reduction in the unemployment rate in recent
years as the number of banana farmers increased and spot labor shortages
began to appear in the construction sector. After falling dramatically
in the early 1980's, inflation began to increase in 1987,

St. Lucia's economy grew relatively rapidly in the 1960's and '70's.
But, by the late 1970's and early 1980's there was a marked slowdown,
brought on by rising oil prices, world recession, natural disasters and
political uncertainty. The rebound began in 1983, so that during most of
the previous RDSS period, the economy grew at nearly 5 percent.

The historical profile of investment merits some explanation. Between
1977 and 1983, Hess 0il constructed an enclave petroleum tank farm at a
cost of approximately US$151 million. This project alone was equal to 20
percent of the country's GDP for that same period. With this large
bulge, investment averaged nearly 43 percent of GDP in those years, while
total domestic investment averaged 52 percent annually. In addition
hurricane damage in 1979 and 1980 necessitated additional rehabilitative
investment in St. Lucia. After 1983, investment fell to more normal
historical rates. v

For the long term the government has established target growth rates of 5
to € percent and a reduction in unemployment from an estimated 18 percent
to 15 percent., This is to be accomplished through exports, with bananas
held at no less than 110,000 tons, while tourism plant capacity is
doutled. The government's plan focuses on agriculture, manufacturing,
and tourism, with an emphasis on private sector-led development,

Government Finance

Public finances have improved significantly in recent years, as the
government went through a self-imposed austerity program. Public savings
which were a mere 0.1 percent of GDP in 1982, rose to 11 percent in
1987. 1In the earlier years the central government budget deficit was
offset by surpluses in the National Insurance Scheme and in the Port
Authority, More recently, however, even the central government current
account has been in surplus, though the overall budget was in deficit in
1985 and 1986. This was accomplished through better revenue collection
and through expenditure controls, notably wage and salary restraint that
reduced that item from 57 percent of current expenditure to 52 percent
betwzen 1982 and 1987.

The country's tax burden is still one of the highest in the region.
Recomizing that, in 1987 the government introduced a fiscal reform
package that would, over time: reduce the maximum rate of company tax;
reduce the maximum tax rate on small businesses; grant tax holidays to
hotels and manufacturers; reduce personal income taxes; and increase
consumption taxes. Data for FY1987/88 show that taxes on property and on
goods and services increased by 14 and 16 percent, respectively, while
incone taxes fell by about one half percent, compared to the previous
year, Overall tax revenue was up 14.6 percent. International trade
accounted for 43 percent of all tax revenue, or about 16 percent of the
value of imports for 1987, In this same period, current expenditure rose



only 2.5 percent, while wages and salaries decreased by 1.3 percent,
Capital expenditure increased by nearly 39 percent.

Balance of Payments

Reflecting the deterioration of the agriculture sector in 1987, St.
Lucia's balance of payments current account deteriorated, following a
surplus in 1986. The strong performance of bananas and tourism are
expected to reverse that situation for 1988. While agriculture exports
performed poorly, certain clothing and certain other manufactures
increased markedly. Imports also increased sharply in 1987, adding to
the trade imbalance. Data for the first quarter of 1988 exhibited an
increase in imports sufficient to offset the increase in exports, so that
the trade deficit for that quarter was 16 percent higher than for 1987.
The strong performance of tourism will have offset that increase.

Population, Labor Force and Employment

Estimates compiled for RDO/C place the 1980 population of St. Lucia at
120,300, Depending on the assumed rates of fertility and emigration, the
estimate for 1987 is 131,513 or 133,784, corresponding, respectively, to
1.3% and 1.5%. St. Lucia shares the highest total fertility rate in the
region with St, Vincent (4.5 per thousand). Emigration is therefore a
key to restraining overall population growth. Under the same two
population scenarios, the labor force will grow between 1990 and 2000 at
2.5 percent or 3.4 percent. This ranks St. Lucia at the top of the QECS,
well above any of its neighbors. Employment creation is therefore a
critical problem facing the country during the RDSS period. Lacking
employment/GDP elasticities for the QOECS countries, the mission Used the
range of elasticities computed by Bourne for Trinidad (.31) and Barbados
(.874) as a crude estimate of the range of growth in available
employment. In neither labor force scenario does it appear that
employment will grow rapidly enough to absorb new labor market entrants
if the elasticity is as low as 0.31. At the upper elasticity rate, it
appears that employment opportunities may grow at a rate commensurate
with slower labor force growth, but this is doubtful at the higher labor
force growth rate. The GDP projections upon which these are based are
more optimistic than the 'high growth' scenario estimated by the World
Bank (see below). Under a scenario in which GDP grows at 3.8 percent,
employment will barely keep up with labor force growth even under the
optimistic assumptions. In short, unless St, Lucia manages to maintain
at least a 4 percent GDP growth rate during the RDSS period, there is a
high probability that unemployment will increase from present levels.

Prospects for the 1990-95 Period

The mission's projections are somewhat more optimistic than even the
Yhigh growth' scenario developed by the IBRD. The Bank estimated that
GDP will grow at about 4 percent per year between 1990 and 1996. Under a
"low-growth' scenario the IBRD estimates growth at 2%. The Mission's
projections are for growth in the range of 4.5%, barring a prolonged
international recession.

Mission projections are based on somewhat more optimistic assumptions
about agriculture and tourism. 1In the RDSS period, the fortunes of St.



Lucia's economy will continue to be tied to agriculture, That in turn
depends on the future of bananas and the ability to diversify quickly and
effectively into alternative crops. While there is still the p0551b111ty
of a cutoff of the preferential banana market in 1992, the mission
believes that this is improbable, EEC and British representatives in the
region have repeatedly, and increasingly strongly, stated that some sort
of preferential regime will remain after 1992, though the details of that
regime are not yet known. Even so, bananas are unlikely to carry the
economy to more rapid growth rates. The region's banana quota is
approximately 300,000 tons annually. St, Lucia, St. Vincent and Dominica
are each capable, with relatively simple technological improvements of
doubling their current banana production by the early 1990's. This would
put them well above 100,000 tons each and totally saturate the existing
quota. Therefore, unless a new Lome agreement leads to an actual
increase in the region's export quota, there will be no room for
additional growth in preferential banana exports. The countries will
need to sell the excess in open markets at lower prices. Increased
productivity is therefore important to each country's ability to compete
in this new environment.

The long-term answer for St, Lucia's agriculture sector, however, lies in
diversification that will supplement (or partially replace) bananas with
alternative crops, If appropriate policies and actions take place early
in the period, agriculture can contlnue to grow at a modest rate even
after 1992,

Manufacturing has not performed particularly well in recent years., While
the country has had some success in attracting CBI investors, it has been
harmed by protectionism and decreased demand in the CARICOM market,
brought on by the economic plight of Trinidad and Tobage and Guyana. The
sector is projected to grow at essentially its 10-year trend rate during
the RDSS period.

St. Lucia has begun to move into tourism in a serious way. The sector
grew by less than-4% annually during the last decade, though it has been
vigorous in the past few years. The sector is constrained in the near
term by lack of rooms. The last major hotel was built in the 1970's, and
reports are that occupancy approaches 100% in the high season.  The
sec:or could become a major contributor to growth if capacity can be
increased in time, There are reports that major hotel chains are willing
to begin constructing several hundred rooms, partly conditional on the
government legalizing casinos. If this issue is resolved in a manner
acceptable to propective hotel investors, the mission's projections of
7.5% annual growth in the sector will prove to be far too conservative,
as will the projected growth in coastruction. These projections are
based on a middle view that some additional construction and expansion of
the sector will take place in response to the current room shortage
regardless of the casino issue.

The projections assume that the government will be able to restrain
growth in government current expenditures to approximately 3% per year.

Export and Import growth rates were derived from IBRD coefficients and
tied to the mission's own GDP growth rate. The scenario suggests that
the resource gap will narrow during the RDSS period. Gross capital



formation is rather low early in the period, and assumed to build up
between 1991 and 1995, reflecting the government's PSIP agenda and
anticipated new hotel construction. The investment ratios are assumed to
remain somewhat higher than under the IBRD "high growth" projections. If
the tourism sector "breaks' open, even this projection will be too
modest. Under this scenario consumption and domestic saving both
increase moderately.

Development Issues

Continued Diversification

The economy has begun to show signs of diversification, but more
needs to be done. As already noted, agricultural diversification will be
critical to that sector's continued growth. If the country intends to
maintain banana production as a supplemental (or core) crop, work needs
to be done to improve the competitiveness of the industry so that it can
compete outside the preferential markets. The government should
carefully examine, as should other OECS governments, the system of
prices, preferences, tariffs and other economic incentives that may
operate to discourage agricultural production for export. For example,
the IBRD has suggested that subsituting tariffs for quantitative
restrictions would favorably alter incentives. The role and
effectiveness of the government Marketing Board should be examined.

If tourism is to take a more important role in the economy, the role
and functioning of the tourism promotion board will need to be examined,
-and its functions and effectiveness strengthened. The same is true of
marketing. As with the other islands, tourism master planning should be
a first step in improving the quality of the tourism product and in the
rational development of the sector.

- As in the other QECS countries, both the problem of allocation of
skills around the region and the problem of employment might be
effectively addressed through freer movement of labor within the region,
implying easing of restrictions in immigration laws.

All sectors would likely benefit from a careful review and
appropriate modification and updating of the existing Companies Act.

A careful examination of investment incentives and general business
climate issues should be undertaken, including open discussion with
current and potential private investors, in order to foster a spirit of
government-private sector cooperation.

Improved Quality of the Labor Force

As in the other islands, there is a critical shortage of skilled and
managerial manpower. Future growth will depend on the ability to train
the workforce in the skills necessary to staff a modern tourism,
manufacturing and service industries., Even rapid growth is not likely to
significantly lower unemployment rates if skills are not matched with job
opportunities.



Environmental Issues

St. Lucia is still at an early stage in tourism development. The
long-term survival of that sector will depend on the ability of the
government to effectively incorporate environmental planning into its
tourism strategy in order to preserve the very natural resources that
tourists come to enjoy.

Govermment Finances

St. Lucia has done rather well in sustaining its fiscal solvency in
recent years, It will be necessary to maintain vigilance over recurrent
expenditures in order to increase public savings. Likewise the revenue
system should be carefully examined in light of its bouyancy and
potential effects on private sector investment,

On the capital budget side, there is a need for the government to
improve its planning capabilities and the coordination between capital
spending, overall development strategy, and financial resources, This
will require staff training and perhaps some expansion of technical staff
support for this function.
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ANNEX 11.A &

Dominica

Recent Economic Developments ™

Production and Growth

The most recent data available indicate that Dominica's economy grew by
about 4.5 percent in 1987. This was not as spectacular as the 6.8
percent recorded in 1986, but still represents a solid performance, and
exceeded the 4 percent target of its structural adjustment program. The
relative prosperity of the past two years has devolved primarily from a
strong revival of the banana industry. Banana production rose from
approximately 33,000 tons in 1985 to nearly 50,000 tons in 1986, 60,000
tons in 1986, and was expected to exceed 70,000 tons in 1988. The
industry further benefitted from the depreciation of the U.S. dollar, to
which the EC dollar is tied, vis a vis sterling, in which bananas are
priced. The result has been a spectacular recovery of the finances of
the Banana Marketing Corporation and a substantial increase in the net
price paid to farmers., Dominica's recent economic history has been
dominated by the effects and aftermath of two back-to-back hurricanes in
1979-80. Real GDP fell by nearly 17 percent between 1978 and 1979, The
banana industry was devastated, and has only recently recovered to
pre-hurricane production levels., The real value of crop production
exceeded 1977 levels for the first time in 1987.

Dominica is still fundamentally an agriculture-based economy, with
government services accounting for the second largest portion of real
GDP. Dominica's lacks substantial numbers of white sand beaches, and
therefore offers little to satisfy the expectations of the typical
Caribbean tourist. Its spectacular and rugged landscape offers potential
for tourism aimed at nature lovers, but this specialized niche is
unlikely to generate a sufficient number of tourists to make that sector
economically promininent during the RDSS period. Tourism is further
constrained by the lack of all-weather international airport facilities,
therefore eliminating much of the package tour business. The rugged
terrain and extremely high cost of construction make it unlikely that
Dominica will be able to build a facility to accomodate direct flights
from North America or Europe during the next decade. Yet, hydrofecils,
smaller aircraft, and other technical adaptations can make it possible to
service an increasing number of visitors, using one of the other island
as an international airline "hub". Continuous but modest growth in
tourism can therefore be anticipated during the next decade. While
relatively high percentage growth rates might occur, these will derive
from a very small base.

* This section draws heavily upon data and reporting by the 0.E.C.S.
Economic Affairs Secretariat and the Caribbean Development Bank.
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Manufacturing, particularly agro-processing, offers the most promise for
diversification outside of agriculture. The sector has suffered in
recent years by the economic misfortunes of the larger CARICOM members,
notably Trinidad-Tobago and Jamaica, which had represented the main
outiet for Dominican manufactures. There is some reversal in the
situation, and rapid recovery of the CARICOM trade is unlikely during the
RDSS period. Nevertheless, there is potential for some steady growth in
the sector, perhaps in the range of 4.5 to 5 percent per year. During
1987, soap and coconut production increased, a shoe factory began
operations, and a new paint factory opened. The IDC reports interest by
several foreign investors. Lack of factory space currently is
constraining expansion in this sector,

A recently-enacted comprehensive tax reform package aimed at improving
the investment climate, This is expected to provide incentives necessary
to sustain growth rates of approximately 4 percent over the medium term.

Inadequate infrastructure has been, and will continue to be, a major
constraint to Dominica's economic development. As already noted, airport
facilities are not sufficient to accomodate large volume tourism nor
efficient handling of agricultural or manufacturing exports. Port
facilities need improvement, and there is a continuing need for new and
improved roads, particularly feeder and access roads to agricultural
areas. A major thrust of government activity and of RDO/C's efforts in
Dominica during the current RDSS period (1985-89) has therefore been to
restore infrastructure destroyed by the hurricanes, notably road
construction and repair, increasing power generation capability and rural
electrification, The other main effort has been to revitalize and
diversify agriculture. While activities in both of these sectors have
been notably successful, there is still much left to do.

Government Finance

Av the beginning of the current RDSS period the Government of Dominica
was in rather serious financial straits. The overall deficit before
grants was equal to 20 percent of GDP, despite a revenue effort that took
nearly 30 percent of GDP. The situation derived from several sources:
the burdens placed on the government by recovery from two hurricanes; a
pattern of granting very large multi-year pay raise packages to civil
servants; a tax system that was not sufficiently elastic, not
particularly well-managed, and which left the major economic sector,
agriculture, largely outside the tax system., The Government had received
AID budgetary support in 1983/84, and had accessed the IMF under both
Standby and EFF Arrangements. By the end of FY1985/86, things had
reached crisis proportions. The government had exhausted its borrowing
capabilities at the Eastern Caribbean Central Bank (ECCB) as well as its
overdraft facilities at local commercial banks. It narrowly escaped
missing monthly payrolls on several occasions.

In this context, the government approached the IMF, IBRD, CDB, AID and
other donors to establish a structural adjustment program. The program
was established under a World-Bank-led '"Tight Consultative Group", a
mechanism for carefully coordinating the interventions of several doners
to produce a comprehensive, internally consistent, structural adjustment
narkoca Neantatinne Far thie nracram occtred durine the 1985-86 fiscal
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year, and AID provided US$ 1.5 million in bridge financing to carry the
government into the program. A three-year program was developed,
beginning with FY1986/87, including and IMF SAF and budgetary support
from the CDB, IBRD and AID. As part of this effort, AID funded technical
assistance to help the government develop a tax reform package, which was
enacted in FY1987/88. The package included provisions for simplifying
the personal income tax, lowering rates and broading the tax base,
unifying and simplifying a series of indirect taxes, and removing
disincentives to saving and investment. In addition the government began
a major 0 § M study of the civil service, aimed at rationalizing the
sytem and making it less costly, and established targets for restraining
the growth of the public sector wage bill,

Performance during the first two years of the program exceeded targets on
most accounts. The original SAF program projected an average growth rate
of 3.6 percent while in fact it has averaged nearly 5.0 percent. The
balance of trade deficit has been reduced from 46 percent of GDP in 1981
to an estimated 29 percent in 1985 and about 16 percent in 1987,
approximately where it is projected to remain through 1990. The central
government's current account deficit moved from an equivalent of 10
percent of GDP in 1980/81 to near balance in 1984 and to a projected
surplus {(including grants) of about 2.5 percent of GDP in 1986/87 and 4.0
percent in 1987/88, Each of these surpluses exceeded the TCG/SAF target
levels for the respective years.

Balance of Payments

Dominica has shown strong export performance in recent years, with
exports increasing from US$ 36.8 million in 1984 to a projected $52
million in 1983. Much of this increase is attributable to the strong
performance of the banana industry noted in the earlier section, The
balance of trade, however is continuously in deficit. This deficit is
expected to widen in the medium term, in large part due to the import
requirements of the Public Sector Investment Program (PSIP)

Between 85 and 90 percent of the public sector capital budget is financed
from external sources. It is anticipated that over the next three to
five years, official grants will be more than sufficient to cover current
- and capital expenditure, therefore permitting the government to reduce
both its external and domestic debt burden.

Population, Labor Force and Employment

Accurarate date are not available for population or labor force, since
the last census was taken in 1980/81. However, estimates indicate that
the population has grown at approximately 1 percent annually during the
1980's GDP growth has therefore been sufficient in increase real per
capita GDP by approximately 3% annually since 1980. The high level of
unemployment is a great concern to the Government of Dominica. Again,
adequate statistics have not been assembled since 1981, The unemployment
rate was estimated at 18.6 percent at that time. It had been as low as
8% in 1970, but increased in conjunction with a 20,6 percent increase in
the labor force during the 1970's, It has probably reached cyclical
levels higher than that in the imterim, but observers now estimate that
the unemployment rate may now be lower than the 1981 rate because (a) of
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jobs provided by the major road rehabilitation program and (b) banana
price increases which have increased the acreage under banana
cultivation. Moreover, some Dominicans have found employment in nearby
istands. Even so, government officials still regard the unemployment
rate as being at a critically high level.

We estimate that the labor force will grow at approximately 1.0% to 1.7%,
(depending on assumptions about migration) per year until 1995. From
crude estimates of the relationship between GDP growth and employment
growth, we estimate that employment will grow at anywhere from 1.0% to
3.1% per year. At the highest assumed elasticity (.887 derived from
Barbados), this would appear to be sufficient to absorb labor force
growth. At the lower assumed elasticity (.31), it appears that labor
force growth may well outstrip employment opportunities, especially if
emigration slows. As in other countries, this situation may still exist
despite shortages of skilled labor and labor for certain sectors.

Relative to St. Kitts-Nevis or Antigua, trherefore, it appears that
unemployment will continue to be an issue of greater concern in Dominica
into the 1990's. Recognizing this, the govermment is emphasizing
export-oriented investments and also employment-generating activities and
must turn its attention to providing educatiomal experiences that will
meet the skills requirements for future job opemings.

Prospects for the 1990-95 Period

The enclosed table includes projections similar to those recently made
during an IMF team visit to Dominica. These indicate an average growth
rate of approximately 4 percent during through 1995. If every subsector
continues to grow at its 1977-87 rate, overall GDP growth will grow at
between 4.5 and 5.0 percent, even with zero increase in crop sales after
1992. However, the Mission's own estimate is that if anything, both this
and the IMF estimates are somewhat optimistic. Under scenarios
raflecting long term trend rates (some linear rather than constant
percentages), and allowing for the liklihood that agriculture may
experience difficulty after 1992, as the U.K. banana purchase convention
expires, the growth will be closer to 3.5 percent, In a simulated
pessimistic scenario, with crop production reduced by 50 percent in 1992,
as a result of a hurricane or collapse of the banana market, the overall
growth rate for the period falls to 2.79 percent. Spokespersons for the
EEC have recently been making public statements reassuring the region's
banana producers that while there will be some modification of the
protocol, it is not intended that the special arrangement will be
abandoned altogether. The decision that is ultimately made will be
critical to Dominica's long-term prospects. In any circumstance, the
country must diversify and at least become more price competitive in
bananas under a new regime,

Despite all of the strides that the government has made, therefore,
because of the several inherent constraints on its economy---weather,
topography, cost of production, threat of external shock---Dominica will
probably have to struggle to maintain the 4% growth rate established as a
target under its structural adjustment program. To put it bluntly, given
the numerous physical and external constraints facing Dominica, even
exceotional economic management micht nroduce onlv modest, though solid,
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returns, compared to some of the other islands in the OECS. Job creation
will therefore continue to be problematical.

The accompanying scenario shows the resource gap widening as the
government continues to implement the PSIP undertaken under the
structural adjustment program, before levelling off near the end of the
period. On the assumption that any progress in other exports will be
partly offset by slower, or even negative, growth in banana exports,
overall exports are projected to grow only approximately at the same rate
as GDP, with imports growing modestly if consumer imports can be
restrained. The assumed slow growth in government expenditures may be
optimistic, but if it can be attained, modest increases in private
consumption and domestic savings can be achieved., though the latter is
likely to fall far short of investment needs.

Development Issues

External Debt

Unlike some other countries in the QECS, Dominica does not have a huge
external debt overhang. On the other hand, its ability to service debt
is correspondingly more modest as well., For that reason control of the
growth of the public debt is critical if the govermment is to retain
expenditure control. Dominica began to accumulate external debt in
1979/80 in its attempts to finance a rehabilitation program. This was
compounded when it had to borrow further from the IMF in its demand
management program, and later in the SAF. As a result, external debt
rose from 30% of GDP in 1980 to nearly 60 percent by 1387. The debt
service ratio has increased from about 3 percent in the early 1980's to
11 percent in 1987. This is expected to increase by another two
percentage points under the SAP. Recognizing this, GOCD has begun to
attack this by agreeing to targets restricing the amount of
nonconcessional debt and by targeting a prudent repayment schedule.

Export Competitiveness

In order to diversify its economy, Dominica mu<* restrain or reduce the
costs of production in every sector. In the first instance, this is
being addressed by wage restraint in the public sector, which tends to be
a barometer for wage demands in the rest of the economy. With a regional
central bank, devaluation is not really a policy option for the
government. Competitiveness therefore hinges on (a) increasing
productivity and (b) wage and cost restraint in line with productivity
increases. Without these measures, diversification efforts will be
nipped in the bud by high production costs.

Unemployment

As indicated above, Dominica is will have to struggle to absorb increases
in its labor force in the next decade, unless an emigration safety valve
emerges. Even under optimistic assumptions, the demand side alone will
not carry the day. Part of the response will require better job training
(not necessarily formal education) to match job seekers with potential
job openings. Wage policy will be critical to the ability to absorb new
workers, Given the limitations in prospects for tourism and
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manufacturing, many of the new jobs will probably have to come from
self-employment in agriculture, trade or ancillary services, rather ‘than
working for an employer. Assistance in developing small business
management skills and enabling technology transfer to smaller enterprises
will be particularly important, as a supplement to spurring
export-oriented growth,

Infrastructure

Dominica still seriously lacks certain kinds of basic infrastructure
necessary to increase the productivity of the private sector, and to
attract and support private investment. The government's own ability to
finance this infrastructure is very limited. External donor support will
therefore be essential for at least most of the next decade. Budgetary
constraints will probably prohibit AID from providing this
infrastructure, but to the extent that funds permit, targets of
opportunity can be exploited.

Infrastructure maintenance is critically important in Dominica. Rugged
terrain and heavy seasonal rainfall quickly erede roadbeds and rock and
earth slides are frequent. A well-staffed and well financed
infrastructure maintenance program is thus essential to Dominica's
economic future.

Environmental Issues

Dominica's main, indeed virtually only, economic resources are its
natural resources, It is critically important that agricultural
practices are encouraged that avoid the use of chemicals dangerous to
humans and to other plant and animal life and that soil conservation
practices be introduced to preserve scarce and precious angricultural
land. The banana boom has stimulated the cultivation of lands on very
steep slopes, and may encourage other unhealthy priactices,

Govermment Finances

The government has made great strides under its structural adjustment
program. It is important that the govermment continue to build on its
success, to remove further disincentives to private investment, and to
restrain its own current expenditure growth.
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ANNEX 11,8 1

ANTIGUA AND BARBUDA

Recent Economic Developments *

Production and Growth

Provisional reports indicate that the tourist-led economic boom in Antigua
continued through 1987, with growth in real GDP at factor cost matching or
exceeding the 8.4 percent rate of 1986. Antigua has experienced annual real
growth rates exceeding 6 percent every year since 1979, except for a recession
in 1981-82. This ranks the country at or near the top of the list of
consistently strong performers in the Caribbean.

During the period 1977 to 1987, most sectors exhibited positive growth rates,
though these differed markedly. Despite its recent recovery, agriculture
decreased by more than 4 percent annually through the decade, though crop
production increased at a modest rate. Mining and quarrying was the most
rapidly growing sector in percentage terms, a reflection of the construction
boom, but also of the relatively low base on which the percentages are
calculated, Manufacturing grew at 9 percent per year, utilities at 6 percent,
and construction at 11 percent, though the latter average masks substantial
cyclycal volatility. The high rate of manufacturing growth also somewhat
overstates the sector's performance, beginning from a small base and
performing in the 3.5 to 4.5 percent range through much of the 1980's. The
other strong performers during the decade were hotels and restaurants and
communications, The private service sectors grew at rather anemic rates
compared to the rest of the economy. Real estate and housing increased at
only 3.4 percent annually, inhibited in part by high interest rates and
stringent bank lending policies until very recently.

The island's notable prosperity in the 1980's has been built on a deliberate
program tourism-~led growth. A bouyant tourism sector, aimed at the upscale
North American and European markets, has been supported by substantial
expenditure on the contruction of tourism related infrastructure, The
construction and mining and quarrying sectors have therefore prospered as
well. This is the second construction boom in the past two decades. The
1979-82 bubble burst when the tourism industry stagnated and the government
felt compelled to take over two major hotels to avoid closure and worker
layoffs. The current burst of activity began in 1986, with an increase of 14
percent in the number of rooms constructed, followed by 9 percent in 1987.
Future plans call for continued construction of hotel facilities through 1992,
at which point the number of rooms in the country will have more than doubled
from 1987 levels. In addition, the government has spent large sums on
contructing and rehabilitating the international airport, on water and power
generation facilities, and is presently constructing a major hotel complex and
a major cruise-ship market in the capital of St. Johns.

Several factors, including withdrawal from sugar production and a
1984

* Historical background and data in this section are drawn heavily from
World Dank and QECS EAS sources.
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drought, reduced agriculture's role in the Antiguan economy., Agricultural
output decreased at an annual rate of more than 7 percent between 1981 and
1984, but began to recover in 1985, All subsectors continued to grow in 1986
and 1987, but total agricultural production has still barely returned to its
1982 level in real terms, The government is interested in promoting the
recovery of agriculture during its five-year planning period, particularly by
linking it more closely with the tourism sector. A protective tariff has
already been imposed on imported meats in order to encourage the local
livestock sector. External donor assistance is being provided to improve
fisheries production, and plans are being formulated to increase crop
production through more widespread use of irrigation,

Manufacturing production overtook agriculture in the early 1980's, but it
still contributes only a small portion to GDP, The sector produces garments,
paints, furniture, household appliances, electronic components, and beverages
of various types. The market for Antiguan manufactures, as well as those from
other QECS countries, was seriously curtailed in the 1980's by economic
difficulties and protectionist measures in Trinidad-Tobago, Guyana and
Jamaica, which had previously provided an outlet for these products.
Attention has since been turned to seeking extraregional markets. New
investors continue to come to Antigua, where they enjoy a relatively
hospitable investor climate. Labor availability threatens to restrain the
growth of this sector,

Government Finance

While government expenditure has stimulated growth so far, other than a severe
external shock the government's financial situation portends to be the single
most important threat to the continued vitality of the economy. The economic
boom has been fueled in part by continued increases in government expenditures
both for capital and on current account. With the abolition of the personal
income tax several years ago, the elasticity of the tax structure was
seriously eroded and the government had to rely on a series of ad hoc revenue
measures to cover its ever-increasing expenditures,

Domestic current revenues increased substantially after a decrease in 1983,
but have still not been sufficient to cover recurrent expenditures. The
government ran continuous current account deficits, on an accrual basis, from
1982 through 1986, financed in part by accumulated arrears in excess of EC$ 10
million annually. In response to an impending financial crisis, the
government undertook several revenue measures that produced a large increase
in taxes over 1985,

The capital account budget is heavily financed by external borrowing. With
its relatively high per capita GDP, Antigua does not qualify for the highly
concessional forms of extermal assistance that other OECS governments due.
Careful management control over the selection and financing of large
infrastructure projects was often lacking. The result was that the government
rapidly accumulated a large external debt, much of it on commercial terms. By
the end of 1987, this debt increased to US$ 245 million, or over 94% of GDP.
Interest payments on this debt absorb ever increasing portions of the
government's recurrent budget. High salary increases are still regularly
granted to civil servants.
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As a result, the government is increasingly hard pressed to finance the
provision of normal services, most notably the maintenance of an increasingly
large, complex and valuable infrastructure, Deficits were financed by large
increases in arrears. A short-term "fix'" was accomplished in 1986 and 1987
through a series of ad hoc revenue measures and through stricter enforcement
of revenue collection. With its heavy reliance on indirect taxes, the
government coffers also benefitted from the rapid increase in imports required
for building and servicing the service sector as well as the general increase
in consumption. Revenues increased by 33% in 1986, producing the first
accrued current account surplus of the 1980's. That surplus reverted to a
deficit in 1987, as current expenditures, led by a 20 percent civil service
wage increase, rose by an estimated 20 percent, while corresponding revenues
rose by only 8 percent. EC$ 11 million in arrears were added in the same
year. Surpluses in the public sector enterprises helped to produce an overall
consilodated public sector surplus in 1985-86. This is estimated to have
disappeared in 1987, as the operations of the public utilities expanded, most
notably with the construction of a desalinization plant.

The single most troublesome element of the government's financial situation is
its external debt. By the end of 1987, this had mounted to US$245 million,
which was equivalent to 94 percent of GDP and to 111 percent of the export of
goods and services., Sixty five percent of that debt was accumulated in just
two years, for the construction of the Deep Bay resort complex, the St. .Johns
redevelopment project and the desalinization plant, A significant portion of
the debt is denominated in Yen and other foreign currencies. The dollar value
of the debt therefore increased significantly as the US dollar depreciated in
the past year. If tourism remains bouyant, the debt service ratio will remain
relatively low, but debt service will become an increasinly onerous burden on
the government's budget, rising to 60 percent of revenues in 1988, before
declining, At the end of 1988, there were rumors that the Government had
identified buyers for two major hotels. Depending on the cash flow from such
deals, if they are successful the government will have alleviated much of its
debt burden in one stroke and will be in relatively good shape as it enters
the 1990's.

Balance of Payments

Antigua has run deficits on its trade and current accounts every year since
1980, and on capital account every year except 1986, which saw a substantial
inflow of official capital. Current account deficits decreased from US$ 40
million in 1981 to only $2 million in 1984 before increasing again in 1985.
The value of commodity exports fell by more than half from 1980 to 1986,
before levelling in 1986 and recovering slightly in 1987. This was partly
offset by huge increases in service earnings, with travel earnings increasing
nearly five-fold between 1980 and 1987. The 1986 current account deficit was
$US 137.2 million, and is estimated to have exceeded $80 million in 1987.
Official payments arrears have averaged nearly US$7 annually since 1983,
Official statistics for 1987 are still being compiled by the Eastern Caribbean
.Central Bank., However, preliminary data indicate that there was another
substantial increase in the trade and current account deficits despite
increases in goods and net services exports. Much of the rapid increase in
1986-87 is attributable to material imports for hotel construction and
purchase of the water desalinization plant. Although there may be some
decrease when the major government projects are completed, imports are
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expected to remain high in the near term if construction of tourism plant
continues as expected,

Population, Labor Force and Employment

Antigua's population is estimated to be approximately 75,200 (some estimates
range as high as 81,000), but this figure is probably quite inaccurate,
because no census has been conducted in the country since 1970. During the
1970's, something of a demographic transition took place as Antiguans
emigrated in large numbers to the U.S., Britain and Europe while at the same
time substantial numbers of immigrants came from neighboring islands, notably
from Dominica. As a result of decreasing fertility, the school age population
declined from an estimated 19,000 in 1970 to just over 16,000 in 1984, Yet,
the earlier high fertility rates produced a population profile that will add
approximately 1,000 persons per year to the labor force. Average life
expectancy increased from 62 to 65 years during the 1970's. Annual population
growth rate has been about 1.5% in recent years. .

Antigua's economic boom has produced labor shortages, despite a still
relatively high overall unemployment rate, This suggests that there is a
mismatch between the quality and skill mix available from the domestic labor
pool and employer needs. The 1985 Annual Labour Report estimated the
economically active population to be 32,254 people of which 60 percent were
males and 40 percent females. This represented 40 percent of the total
population and over 56 percent of the adult population. The most recent (and
widely reported) estimate of the unemployment rate was 20 percent in 1983,
according to the Department of Labour. It is estimated to have remained at
that level until 1985, There are no more recent official data, but
observation and indirect indicators suggest that the unemployment rate has
fallen significantly since 1985. One observer places the current rate at
below 10 percent,

As a consequence, labor shortages in certain sectors and at certain times of
the year have compelled Antigua to recruit workers from outside the region and
from as far away as Asia. Unless the country can:continue to successfully
recruit expatriate workers, in the short term the labor situation will pose a
constraint on further rapid economic growth and threatens to ignite
inflation. Indeed inflationary pressures are already beginning to appear in
1988, driven in part by rising wages as well as by the rising cost of
imports., Of equal concern is the possibility that in the medium term labor
scarcity will thwart the government's efforts to diversify the economy. Not
only is the tourism sector growing very rapidly, it is inherently more
attractive than manufacturing and agriculture to large numbers of workers.
Consequently, the latter two sectors may continue to suffer from labor
shortages, thereby restricting their possibilities for growth.

Using a crude range of employment/GDP elasticities, we estimate that under the
growth scenario outlined below, if present fertility and emigration rates are
maintained, growth in jobs will outstrip labor force growth, potentially by a
large margin., However, if fertility declines are matched by sharp reductions
in the emigratin safety valve, job growth may not keep up with labor force
growth, in the case of the lower-bound demand elasticity. However, with the
upper-bound elasticity, it appears that demand will at least keep up with
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supply. In short, it appears that plausible rates of growth in the RDSS
period are likely create sufficient overall demand for labor. However, rather
high absolute measured unemployment rates are likely to persist because of
lack of worker skills to fill the new jobs. Spot shortages are likely to
coexist with substantial numbers of unemployed, particularly youth.

Prospects for the 1990-95 period

Mission projections for the period suggest that the economy will remain rather
bouyant through 1988 and 89. However, a great deal of uncertainty surrounds
the projections beyond that point., While the underlying growth trends are
strong, they may be eroded by adverse effects of government borrowing and debt
on the investment climate., The final outcome will depend on the ability of
Antiguan authorities and planners to successfully cope with several
development issues, outlined below.

If each subsector were to grow at its 1977-87 percentage rate, the economy
would sustain the strength that it has exhibited in the past two years,
averaging more than 8.5 percent real annual growth through 1995, This is an
improbable scenario. From a purely statistical standpoint, the long term
trend for many subsectors is not one of constant percentage increase, but of
linear arithmetic increase. Where this has been the case, the latter form has
been used to project data for the next decade. From a substantive
perspective, the present construction-tourism led prosperity will probably
end. The question is when this is most likely to occur. There are several
reasons to believe that a slowdown could begin in 1990 (this scenario assumes
that the potential sale of government hotels does not take place):

(a) 1local commercial banks were at least 90 percent '"loaned up" in
mid-1988. Unlike several other OECS states, there is little excess
liquidity in Antigua's domestic banking system, If the government
continues to run substantial fiscal deficits, and if it is forced to
turn to the domestic banking system for funds, a liquidity crunch is
likely to occur, choking off private investment and slowing the
economy. Of course, overseas branch banks have ready access to
external funds and can easily bring them into the country. The
probability of this scenario therefore depends upon two factors: (1)
the ability of the government to finance its activities without
resort to domestic borrowing and (2) sufficient confidence in the
economy by the banking system to induce it to continue to bring
investment funds into the economy. Both of these conditions hinge
heavily on the govermnment's ability to cope with its fiscal and debt
problems.

{b) Some economists forsee a recession in the United States in early to
mid~1990. This would dampen tourism and bring on a recession in
Antigua. Whereas the 1982 slowdown was followed by a vigorous
recovery beginning in 1983, that is less likely to happen this time.
A recession would further undermine the government's already delicate
fiscal balance and could cause a serious deterioration in the
investment climate. Moreover, the government, unlike in the earlier
period, is not in a financial position to shore up the tourism sector
through assumption of debt or purchase of assets.

(c) Two major capital projects---the Deep Bay hotel complex, and the St.
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Johns redevelopment project---will be completed by 1990. A
substantial portion of the economic stimulus provided by construction
in recent years will therefore be lost,

Our pro;ectlons therefore suggest that even barring a major global depress1on
and/or a major fiscal crisis in Antigua, the growth rate will slow from its
present 8 percent level to five percent or less for much of the next decade,
with some cyclical periods of zero or negative growth. The projections of
course are very tentative and rest on various assumptions about each sector.

For example, agriculture is predicted to reverse its decade-long decline and
to grow at a modest 2.5 to 3 percent rate until 1995, This is predicated on
the assumption that crops will grow at their ten-year trend rate, If
agricultural diversification efforts are successful, this might prove to be
too conservative. The same is true of fishing, Whlch is assumed to grow at
1982-87 rates. Livestock is assumed to grow at its 1983-87 rate, which will
prove to be an understatement if efforts to revitalize the subsector are
successful, Forestry is presumed to show zero average growth. This may also
be understated, but the subsector is so tiny that the impact on overall growth
would be neglibible at any rate. In each case, a recent push for agricultural
diversification could lead to more rapid growth that is projected here.
However, the diversification effort may not live up to its expectations due to
the constraints imposed by tight government finances, which will inhibit the
government's ability to provide needed infrastructure and other support
services necessary to maximize diversification efforts., Diversification may
further be hampered by labor shortages in sectors other than tourism.

Mlnlng and Quarrying is closely tied to construction, and is assumed to slow
down in 1990,

The growth of tourism is one of the most hazardous to project. If it retains
its recent strength, it will carry the rest of the economy with it. It is
assumed here that it will remain vital through 1989 and then level at about 7
percent, There are signs that growth already slowed in 1987. Continued rapid
growth of the economy cannot be continued unless high growth rates in tourism
are retained. The other subsectors are assumed to grow according to their
10-year pattern.

A scenario was tested assuming that tourism growth slowed to 4 percent in

1990, and construction activity fell by 50 percent, remaining at that level
until 1995. The results produced negative GDP growth in 1990, followed by
growth rates of 4.8 percent through 1995, averaging 4.1 percent for the period.

Whereas the base case scenario assumes a slowdown in 1990, barring an external
shock, and assuming continued successful marketing of tourism, economic
momentum may be maintained through 1992. 1In this case, construction and
tourism is assumed to continue at 1988 levels through 1992 as planned
additions to hotel space are built. Compared to the base case, growth
contines at over 5 percent through 1992, is followed by a year of little or no
growth, recovery, and an average of 4.7% for the period.

Other scenarios were explored, and from these the following patterns emerge:

If each sector grows at its ten-year trend rate, Antigua will continue to
lead the OECS in e¢rowth through the mid 1990's. [f a 1982-83-level
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recession is imposed on this, there will be a year or two of negative
growth, but with recovery very high 6 to 7 percent growth rates will still
be maintained.

Under the more conservative assumptions of the Mission's projections,
growth rates in coming years will be slower than in the recent past, but,
at approximatly 5 perceat per annum, still among the leaders in the OECS.

It seems probable that there will be a year or two of zero or negative
growth whenever the current massive construction activities come to an
end. While construction and high tourism growth together seem essential
to maintaining the very high rates of recent years, after a period of
transition, a drop in construction will still permit respectable growth
rates, For example, if all sectors grow according to the base case, but
construction falls to the levels of the early 1980's, after a year of
negative growth, yearly increases may again approach 5 percent as long as
investment resources are available.

However, at least two prospects threaten even our more conservative
projections:

(1) the possibility of excess capacity in the hotel sector

(2) ‘the possibility that the govermment's financial situation will act
negatively on the rest of the economy, through its inability to
eliminate critical constraints to growth in various sectors.

Regarding the first, we already noted that there are plans, at least in the
talking stages, for new construction that will nearly double the number of
accomodation rooms in Antigua, If this occurs, it poses a threat of excess
capacity in the near to medium-term. To maintain 50%-60% occupancy 