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LIST OF ABBREVIATIONS

LnC Less 8eveloped country in the Eastern Caribbean
MDC More developed country in the Eustern Caribbean
EC EBastern Caribbean

CARIPTA Caribbean Fres Trade Area (Trinidad, Jamaica, Guyana,
Barbados, St. Kitts, St. Vincent, St. Lucia, Dominica,
Antigua, Grenada, Montserrat).

ECCM Bastern Caribbean Common Market.

CDB Caribbean Devslopment Bank.

IDC Industrial Development Corporation.

SIC Suall Industry Credit.

NOYR: Numbers in parentheses refer to the corresponding numbers

4. the reference 1ist at the end of the paper.

U8 #1 = EC $2 approximately.
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INTRODUCTION

This paper examines some of tie problems associated with industrial
¢evelopment in the Eastern Caribbean. The recults of the recently
concluded incustrial survey of the region arc tuken as a sturting point
and sources of finance availahle for investment in industry briefly
examined. Project possibilities arc Placed in a number of najor cat~
e;ories, aud cc:tain problems common to the promction, implenentation
and expcneion of the projects within thesc cutcories are ideutified
throuch the meciium of outline casec stulies, Separute attertion is tiven
to the tourist industry rince it is tue leading scetor in & number of
territories, ond sup, estions are nace for the developuient of a new
type of tourist inanstry catity, Difficultics associute! with the
furctions «nd st.ffing of island Incustrial Developuent Corpontions
arc exarined, uad in conclusior the solutions to sone of tuese

protleus are slown to be fecasible only within the omtext of o regional

advisory u @ prowotion service.

Tue reuarks in this paper refer specifically to problems in
Antigua, Powinica, Crencda, }Moantserrut, St, litts~Nevis, St, Lucia
and St, Vincent i.e. the so-cilled 'Less I'eveloped Countries' (LDC's)
in the regionj these rc-arks also apply, tlou;h tv a lesser extent,

to Barticos, Cuyniuan, Trinicdac=Tobago .nd Jamaica,
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1. DProJuLer possivingTioe v Th DUCTDON CARIBDAN

1

Intustrial pos:ibilities in the Comt-onwealth Carilhean have to be
crarined a;ainst the bac'rounu of their , eo raphical isolation, polit-
cal fra,entation an’ similarly of linited rerource buasce wuouih islund
populatio~s in the IDC's are tiny - helow 100,000, liud reso.rces are
limited, so that populotion ceasities arc high; thus Tahle 1 chows
population, lund arca, population dersity and population in relation to
arec formede Dxport sgriculture vill foce scvere prol:lems ae cvtraice
to tra‘itioncl nar'ets hecomes rore Cifficult, ané output for jhome
consumption is comnstruined by pattern of procuction baced on tlhouscnds
ol mini-farrers jro’uciz usu:lly on & purt-tine basis (1), vver if
reveolulioncry chunes ver: successtu! i i vensing o, rienlturel output,
tle exparrion i populatinu mater i ustrial Cevelopuent es:re-tial.

Tehle 1

Topulation, land area, popelation derity . nd po_ ulation in ret. tina to
arca f-rred in the Dastern Curib!eane

Peyulation 1oad Area lopuloation Yopuletion

Lstimete 10°C5 tgu.re cearity per derrity per
' tiles squere rile o uare mile farued
Artigue Sk, 171 315 101¢
Lomiaica 67.¢ 5005 o02 §09
Gre:.da 12! .0 13 766 1978
Montoservat | B = 301 LTS
ste Witts=Nevis 64,2 152 hoo 11
St. lucia 97.0 o5 h11 700
Ste. Vincent 10J.1 158 550 1G04
Tarlotoe 045,90 156 1476 1748

gruete p Narived {rom
veenoriie Surveys ond arojections (vavious torritories)
Titish Dotolo micat Mivisios i the “Turihbean, vurhu'os and

Teo: mie ond Lolitical Cha, cs i i'¢ Leewaurd o 'd Win'wvard ksloucs

by C. 0'Lougklin, Yale Univercity ivess, Nev ..aven 1606,




The impact of incustrialisati n has so far becn small in t.e
LDC's, with such (evelopment as lLas occured being, privarily in the
area of a;riculturzl processing e.,. copra processing, rw. Cistilling
and sugar crusling anc refiniage Apart from the latter industries which
exploit a ivcally available raw riaterial, there ave & nuaber of other
factorics using imported raw muterials whiclh sell their limited output
on their small island markets: cigarettes, aeruted welers, (ur e ‘is,
small boat building, jams and |'re. erves, etc. 1In its efforts to identify
and promote industrial ;rojects in the regiou, one oi the first effort:
of the Caribhean Developmont Bank wur to arrange for on e terive
industrial curvey (2) to be carvied outy as a resuit of tunis survey, the
lists shown in Ta'le 2 below were corpiled wund the.e lists cain '¢ u. ed
as the starting point in an analysis of industrial prohl-ms at tie

project level.

In Table 2, List A, slows iacusiries which could e*port all of their
output to countries outsice the re _ion. All thenc i dustries cur Yo ~it-
eroriesed as the lizht manufucturin; ascembly type requiring cousider “le
inputs of relatively uunskillec¢ lahour. Relutively small mounts of
capital rer . creo- eployed are reqiairec, but 'ecause pronction te s
to 'e closely inte_ratec with the rnarletin_ of the procduct, it is Jively
that such oper:tions would have to he introduces either hy a foreipgn
investor hased in the im orting country, or in association with such
an investor, It is interesting to note that in‘ustrial , lints producing
goods in all the croups icertified in List A Love Leen successfully oper-
ated in either Trinicad, Burlalos or Jamaica, for tiie osl part eit er
by foreign investors or in collaboration with such investors, As well,
althou,h these poscibilities Lave 'een categoriscd us lar;e-scule, this
is a strictly relative concepts it refcrs uove to murlet potential out-

side the Commonwealth Carimhean tl:an to numher: oj eriployees und copitul

investeds the other sccle criteria were rore t.on 100 employecs «.°C more




Table 2

Project Possibilities in the Eastern Caribbean

List A: Industries Erporting to MNorth ‘merica and Zurope (Large-scale)

Costume jewellery; sports roocs; leather goods; soft toys; men's uncer-
wearj lacies' uncervear/intimate cpparelj other garments; asccrbly of
elcctronic apparatusj asscrbly of clegtr nic componcntsj electrical

accessorics; suitcares, etcs

List B: Incustries Exporting to Carifta Marlet (Large-sccle)

Bicyclcs; footvearp brilders' h rdwarej hand tools; cutlery; doncetic
dinnerware; canned {fruit.

List C: Industries lLimited to JCCM Market (Smzll-scale)

Aluminium procucts; cnimal feedingstuffs; automolile exhaust and tail

pipes; banana filire; hrooms and hrushes; cerent ba;cing; ready mix concretej
clay tricks, blocks and tites=; ciocks; coir fihrej drinking straws;

flour milling; ;alvanised procducts; ;lass and ¢lascware; hats a1 capsj
leather sanning; plastics componentsj sails for yachts; um rellas,

List D3 Existing In'ustries for Expancion (Small-scale)

Deer; biccuits; boat building; food canningj ci;arettes; cloth printings
concrete procucts; copra based procducts; fibreglass bu ys, tanks etc.}
foundries; furniture; garrents; industrial gasesj matresses and cushionsg
packa;ing materials and containers; printing; aerated drinks; spices, jams
and condiments; tissue paper procucts; tyre retreading.

Source: Eastern Caribbean ond Eritish [.oncuras Industrial Suxvey,
Final Report, “conomist Intellipence Unit, 1972,
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Tatle 3

Distribution cf tie West Indian Market

by perceutare of overill Cowonvecltu Caribbean GeDul,

Vindward lslands L5
Leewvard 'slands P
Jawzaica 41y
Guyana 114
Barhados 6l
Trini‘ad 50%

Commonwealth Caribbeaa CDF (19Gk) EC £ 2750 million

Sources verived frow Rconomic and -olitical Chan e
in the Leeword gnd Windward Islan’s, by C.Cl'Lougblin,

p.94, Ycle University Press, New lLaven, 1068,
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than US #200,000 fixed capital, dut smaller plants pro@using similar godds
have been sucoessful in exporting the whole of their output to North Ameriea.

List B of Table 2 identifiss thos& industries which weuld expert
the majsr part of their output to the wider Carifta markst; here it iw
anticipated that the investers would either be WBOlXYy olocal or im

partmership with foreign investors. A difficvlity with this relatively

short list, identifying as it does import substitution industries which
will export not only to the other LDC's but also to Jamaica, Barbados,
Trinidad and Guyana, is that these project possibilities have heen
examined in the past by potentizl investors in the latter more developed
states, with the result that some investment has already occured in

certain of these areas, e.p. iLe footwear industry. The consequence of

this is that tiere may he a signifiecant amount of competition in ths
limited Carifta market., This may be offset by potentially lower input
costs for some operations e.g. fruit canning, and marginally lower wage rates:
but poteuntial investors will curefully examine overall comparative cost
figures in deeidiug on location in une of the LDC's, Without wishing te
exaggerate this difficuliy, it is clear that wkhin Carifta, the "easiex"™
regional import substitution projects have already been taken up in
Jamaica, Trinidad or Barbadosj the latter countries have somewhat larger
home markets and mnreover hegan a serious effort towards industrialisatiom
several years ago. Table 3 below shows the division of the Carifta

market, by major groupj; the share o’ the LDC's together amount to only

about six percent of the whole Carifta market. Thus, even ignoring the
creater availahility of skilled labour, the better infrastructure and

the exisveuce of complementary industries, the advantage of a nonw
minuscule home market as a base is denied tc cne of these industries
locating in one of the LDC'’s. Article 39 of the Carifta agreemsnt allows

protection against specific imports from the MDC's; there is also ths
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é provision that where one LDC member territory establishes an industry

! needing the whole ECCM market for economic survival, other LDC's should
refrain frem duplicating it, Thus, there would b¢ n measure of

f protection, but this would be small since there would bLe nothing teo

! prevent a competing plant from “cing set up in Jamaica, Guyana, Barbados
or Trinidad - other than a barrier to six percent of the potertial market;
j furthermore, it is unlikely that a more extensive measure of protectiom

. could be worked out with these more developed Carifta members: similar
problems added to he factors which led to the hreakdown of the short-

, 1ived West Indies Federation.

List C of Tahble 2 icdcntifies some nincteen incustries or industry
- groups vhich might be viahle on the scale offered hy the ECOM. A
_number of these small incustries alreacdy exist in one of two LDC's,
but siven thenature of a specific incustry e.g. cement bagcing, might
well “e viable in each LDC har the smallest, For those industries not
in the latter category however, it is an ur_ent priority that agreement
be reached amon; the ECCM countries on which ol these new industries
would be given teriff protection from coripeting plants in the MDC's,
An esscntial piece of information in any judgement on the financing of
;one of these project possibilities is the likelihcod or othervise of
;protection, 8o that if delay is to he avoided by these participuting

in the finance of these projects, early agr -ment is essential,

List D of Table 2 identifies some iwenty-one industries or industry
yroups for which there are good prospect: of expansion. In a number of
;Cases, €.g. furniture, tissue paper products etc., expansion based on
j;xport to the wider ECCM may be feasihle only on the basis of some

i rotection from competing goods produced in the MDC's. Here also
i:reement needs to be reached on protection at an early date for the

ame reason as stated above., The industries in this list vacy




considerably in level of output and degree of sophietication - from the
relatively eimple hand crafted wvooden boat building and the backyard
workshope producing bottled hot sauces to ths essentially modern brew-

ery vith ite automated bdottling plant vhich is operating below capacity. 5

It ie difficult to generaliece other tham to nate that expansion in

operatione of the latter type will bYe governed principally by protectioa
and by the extension of marksting arrangenents relatively wvell underetood
by current management, vhereas in the beckyard vworkshop type of opera
ation coneiderable inpute of technical aseietance may be necessary at all
the levele of the project cycle, including equipment epecification,

produotion operatione, marketing, financial contrcl etce

1I. PROJECT PINANCING IN TLE EASTERN CARIBBEAN

The ecarcity of long-term finance hae been one of the major con=-
etraints to industrial development in the region. Short-tera finance
hae been much leee of a problem, and this has heen facilitated both by
the introduction and expansion of hire purchase and by the overdraft
facilities offered by a relatively well developed commercial banking
eyetemj hovever, hire purchase agreements have tended to be based on
near usurioue fatee of interest, while there have been complainte of a
perhape exceseive comservatism and a lack of imaginationm on the part of
the traditional commercial bankers. The raison d'¢tre in the foundation
of CDB vas the provision of long-term development finance in the
Bastern Caribbean and since CDB be:an operation long-term loan finance

bas become generally available in the following areae:-

a) Loans channelled throuch island Development Corporations or
similar ingtermediaries for on-lending to small business,

) oans to governments for incustrial estates d fact
) bpace luds avaﬂab e on a lease/rental balh‘n aotery

¢) Loans direct to private business

d) Loans to governments for industrial infrastructure




e) Loans chanaelled throu h icland Development Corjorations for
on-len’i~g to students i~ techkniczl z1¢ vecational elucation,
to meet fees and livin, expenses,

Lending rotes at tie enc of 1072 were as follows:-

Public Borrowvers

Governments and Public Arencies
other than Financial Institutions

8 percent

Government Pinancial Institutions

lending to the Private Sector - X percent
Private Borrowers

Agriculture - 8} percent
Other = 9 percent

These rates apply to ioane from CDB'e ordinary resources, these
loans havin; maturities of about fiftcen years aud a grace period on
repayment of principal of about five years when made to ~ublic borrow-
ers, and elichtly shorter maturitiee and grace periods when made to
private borrovere. Loans from the bank's S _.ecial Fund are available to
public borrowers only, and these carry an interest rate of 4 percent

and a maturity up do twventy-five years.

It is useful to notethat there is some discrimination in lending
in favour of the'szall borrower', the latter being defined as a borrow-
er whose net worth (busband and wife taken together) is lsee than
EC ¥ 100,000, Punde have been made available to the Development
Corporations for on-lending to small borrowere and for the construction
of multi-eccupancy induetrial buildings available on rental to emall
borrovers, these funds carrying the & percent intereet ratees; on-lend-
ing from these Small Industry Credits (SIC's) is permitted to these
borrowere at rates up teo 8 percent. At the end of 1972, a total of
EC # 3.4 million had been committad ( shough not disbursed ) under
this prograume of loans through intermediariee to emall borrowvers, and

CDB had anmounced that theee loans could be replendiehed as eoon as




tley were exl.austed (7).

3mall leans Lave heen ruhjeet to & number of concitions, some of
whicl illustrete tl.e 7ifliculties of incustrial investrent in tlese
snall comrutiitiess CDR funds may “e used only for constructio» and the
purclare of machivery, hut not for s ort-term lending, land purcliase
ane refinra-cin; activity; since, however, small horrowers may also need
funcs for tiese anctivities, a condition of loan has h“cen that CDB funds
be matched to o significa.t extert (57 percent in the case of St. Vincent)
by funds made available by the CGovernments to the Development Corporations,
Altaough most i1sland rovernmernts cepend or hilateral zi¢ to fina-ce their
current expcrditure, t cre is no doubt that fu-¢s will be made available
to get the small lending programres started, and this overnment contri-
bution will increase the sums available for incustrial financing. In
the future, however, despite the willingness of the CDB to replenish its
contribution, there may well “e ¢ifficulty for island  overnments in
making additional funcs available for the purposes noted above, There
are a rumber of valid reasons for CDB policy in this area, but even if
CDB wishe’ to cha~;e its poliecy in the emd we would he left with the
rceistance to such a cliange by the contributors (4) to CDB's Special

Fund,

It is correct that there should be no rajor difficulty in securing
short-term workin: capital fror ‘e cormercial banke for the new and the
existing small firms as they expand production; howcver, the expansion
of production requires not only the provision of short-term working
capital firenced through overdrafts: injections of long~term working
capital i.e."permanent” working capital, are also required to finance
a8 hicher level of raw materials stock, work in progress, finished goods
etc, This latter problem is exaccrbate~” in the Fastern Caribbean since

transport difficulties can oftem lead to hijher levels of inventories
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than wvould he justified in firms havin,, the same turnover elsewhere, 1In
~ny event, small Tirms in maty rarts of the world find themselves under-
capitalised as tley bhe: in to expand, and such firms in the Eastern
Caribbean will run into the same prot:lems An answer to this problem
conld be found in the CDB chan: inp its policy that loans from ita ordin-
ary resources be used only for construction anc equipment, but a better

solution is that this type of finance should bhe found in an injection

of equity.

CDB is prohibited in its charter from taking equity in private
husiness. I!owever, the Carifta goreraments have announted the creation
of a new finance company for this purpose, though it is currently unclear
what the precise policy of this new company will be with regard to taking
equity in small firms., A third solution to the ;roblem, siven tle
administrative coste of supervising the financin; of small business, is
that loans from this new company be made to CDB for relending at this
micro level, There may he other possible sol:tions, hut it is quite
clenr thiat the costs of supervising hoth loan and equity contributions
to amall busiiess vould not allow two regional finaacing institutions

to he involve’ in this supervisian,

The cost of administering the SIC scheme will be high, hoth for the
Developuent Corporations and the CDB; for this reason the smallest loan
tlat can be finacec from the SIC is EC $6,000, despite the protest of
some LDC rovernments who wuld have preferred a lower figure. Both CDB
and the Pevelopuent Corporations will facc the same problem in financing
their operations until the level of loan repayment reaches a reasonable
figure, in perhaps tlrec or four years., In comroen with small entrepreneurs,
hanks are normally self-finarcing, vith their revenue’ being derived from

the sprca. between their borrowing and lending rates., The costs of CDB

operations have bcen torne, partly, by tlie proceeds of investing its




equity (as 1t is grosually paid up) in the ~hort-term money markets

(such as they exist) of its member countrics; in acdition about one half
of its professional staff have hecn financed fror a substantial UNDP
grant vhich will soon be evbauated. The ciuensdons of CDB's pro'lem

are hest scen by comparing its average loan commitment, amounting to

Us f600,000 eng 1972 vith the avcrase loan commitment of the World Bank
and tt: Inter K.uerican Development Rank, amov.tin; to U3 ‘19 n, & US ‘51!
respectively (5). “hile an allovance can be made for a lower level of
alinistrative costs, ‘ue principally to lover professional staff costs
and great familiarity of its staff with its member countries, the problem
still remains ucute. A solution can be found in the zhort term by a
further suhsidy via either multilateral or bhiluteral aid in the forn of
technicel annsistance bhut in the Ion,r,,;::’:ious covrsideration will have

to be ;iven to raising its minimum lcading limit on both its nornal
operations (curreatly at TC $100,000) as well &s its SIC operations.
Some of the practical ;roblems of loan supervision are examined later,
but it shoul he note here that each small loan requires a prior
written report and favourahle recomme~dation from one of CDB's S8Small
Industry lLoans 0fficers to the Roard of the Nevelopment Corporation,
This report as well as other rclevant papers laid before the Board

must also be cent to CDB for every loan approve’j loans between

EC $#50,000 and $100,000 require the prior apyroval of CDB. These rather
strict control rocedures are justiiied jiven the inexperience of beth
the small borrowers and the Development Corporationsj they are expensive
in CDB staff time and sloul be mo~ified as soon as Development
Corporation staff are trained anc gmain experience. The fact of the
matter is that providing development finance for small horrowers is
uneconomicy aduinistrative cost: flowing from staff time used for

project identification, promotion, prepar-tion, appraisal, implement-—




ation, supervision and contrecl, do not differ significantly between large
and small projects. Small projects may require less detailed analysis
than large projects, but small borrowers usually require more technical
assistance than large borrowers. Prom a given quantum of staff resources
the indirect economic benefits are greater for large th:an for small
projectss below a certain project size the financing effort becomcs un-
economic, Cost benefit analysis wan be used in identifying the minimum
size of project which slould be considered, just as it can be used in
any other area of economic decision making., 0f course, small poor
countries need development just as much as large poor countries, and in

small countries most projects are small,

Development Corporations participating in the SIC scheme have to
comply with the requirement that administrative arrangements, conditions
of relending, etc., acceptable to CDB must be instituted and maintained,
and furthermore that their governments should continue to make an acequate
grant towards administrative costs for as long as necessary. Lt is
difficult to see a way out of the problemj subsidiscd government lending
to small borrowers as well as government provision of subsidised rental
housing has had a sad history in parts of the Eastern Caribbean, In a
number of islands governments had instituted schemes in the sast in these
areas, and these schemes have gradually petered out, leaving behind
enormous sums of loan repayments and rentals in arreas. Government unwill-
ingness to enforce payment may have been due, at least partly, to the
conditions on which these subsidised benefits were allocated; the greater
the subsidy ¢lement in these transactions, the greater is the excess
demand for the facility offered. Nom-financial criteria have to be applied;
"deserving" cases have to be identified, and it may be difficult to ensure
that the agreed criteria have been fairly applied: opportunities arise

for nepotism, bribery or the buying of votes, If the latter factors are




widespread, liow can jovernment enforce repiyvuent? There is o liwit to

thie amount ti.at CDB re ulations can be expected to aclhieve - as a fumous
Judge once said, in descrilin; thce duties of auditors, auditors are

"watchdors not bloodhounds™,

A. Administrative Delays

A stondard complaint of both large and small “orrowers is that the 3

psrodedures for obtaining finance from CDB are excessively time consuming,

This complaint is com:on among tiose wlo hove to deal with any multi-

national iastitution anc in the case of CDB cesisinns to comnit funds

are usually made within about six months of application., A rnore serious
probler occurs over (isbursement and in the jrocess leacdin: to cis-
hursement, Dishursement involves a mumber of phases; after the decision
to commit funds has been made by the “ourd of lirectors of CDB, a loan
agreement has to be sent by CDB to th: horrower. The agreement is a 1egaf
document settin; out the terms of the loan (interest rate, maturity, ‘
period of grace on repayment of rincipal, etc.) as well as actions which}
have to be taken by thc parties tu t.e agrecement. The loan agreenment hasé
then to be signed and the prerequisites for <ishursenmt com,.leted; auy
designs and specifications are completed and invitations to bid for the
supply of goods and services are followed by the award of contracts; the
first dishursement to take place follows the award of Contract., In the }‘
period up to the end of 1971, the average delay between Board approval -
and dispatch of lean agreement was about 120 days, but this was followed
by considerable improvement in that the delay was cut to below 50 days
and was tending to stabilise to abous 30 days towards the end of 1972,
i.e. after a somewhat slow start, CDB had improved the efficiency of its ]

administrat8ve machinery considerably by 1972,

No such encouraging trends had emerged of reductions in the delay

betwveen loan agreement dispatch ard loan agreement signature, in the
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Jperan’ up to fetober 10725 of the 33 loan a;reeuents to be dispatched

jup to mid 1972, eigchtceen had been uisigned in October 10 2, and arong
Ethovo agreements si;ced, tle averaye relay amounted to about 95 Quys.,
’Snmv a'reerients hacd heen unsigined after periods of rore than a year. Up
to ‘v;ust 31st, 1972, (ishursemat had begsun on only three loans, or on
less than ten percont of the loan com-itments made by CDB. To place the
protlem in shorper perspective, of the EC # 3.4 million comnitted by CBB
‘in soft funds to assist small investors in industry, not a single dollar
had been dis™ursed up to August 19723 the responsihility for most of these
celays can be found in the acministrative machinery of the Industrial

Levelopment Corporations and of the LDC goveruments.

E The commitment/disbursement differential will be found in any lend-

Lng institution which isin the proces: of expanding its lending operationss

b1 World Hank is a good exampyle, with its commitments doubling in

i969-73 compared with 1964-68, hut with unspent loans doubling from

S 2,000 million in 1968 to US $4,000 million in 1972 (6). NevertLeless
ishursement delays are serious in the Commonwealth Caribbean, and can

be anticipated to become more serious as CDB operationscMM® into full
tride; the many functions of the Industrial Development Corporations

re examined later, but the observation can be made here that unless these
nstitutions are properly staffed with trained personnel, and unless these
nstitutions are provided with a range of back up services which, in the
ontext of Eastern Caribbean ministates, can only be provided on a regional

a8is, it is likely that this initial push towards even a ‘measure of ind-

btrial development will be still=born,

A major rroblem ofthis process of industrial development will be te
eate a climate and framework attractive to entrepreneurs, and to the
tent that the delays idemtified above have been due to a lack of

ffective demand for loan finance, it is necessary that industrial




promotion be realistically carried out in a variety of ways. CDB has

divided promotional activity into three segmenis: promotion among business
interests in the LCCM countries themselvesj promotion in Barbados,
Guyana, Trinidad and Jamaica to attract interest in investing in the

ECCM areaj and promotion in Europe, North America and elsewhere. Whils
CDB promotional activity might ultimateiy de confingd: only to the first
area, in the absence of other agencies it has been initially active in
all three arecam, It is important that the IDC's of the ECCM countriss
should be successful in promoting invesiment at least among business

interests inside their own countries,
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III. TOURISM AND THE SMALL HOTEL

The flow of foreign tourists to the Eastern Caribbean has been
relatively recent, and even today the numbers are small in comparison with
those of the Bahamas or Puerto Rico. Towrism began as a luxury trade, and
visitors have primarily been those from North Amerioa who oould afford to
stay in expensive hotels., Nevertheless, in the context of the amall economies
of the area, the industry has assumed a position of prime importance in aome
islands, e.g. Antigua, Grenada, and St. Luoia, and throughout the area is
regarded as a major earner of foreign exchange.

There has been considerable oriticism of the industry, with some critios
pointing to the effects on society caused by hotel devolopment and the
presenoce of the foreign tourist; indigenous oultural expression is said to
have been distorted, land alienated from the farmers, racial inequalities
have been perpetuated and the perscnmal dignity of the people eroded. Other
oritics have suggested that the nst economic benefits flowing from the industry
have been low and that this is & consequence of the predoninant form of the
industry, based as it is in some islands on large luxury hotels whos e owner-
ship has very largely been in foreign hands. While the latter ocritioisms
have been derived from a perhaps subjective analysis of rather sketchy
eoonomio data (7), it is correot that measures sould be taken tc increase
the net benefits acoruing to island eooncmies from the tourist industry,

The contrast between tourism in Spain, Yugoslavia and Italy on the cne
hand, and Jamaioa, Barbades and Antigua on the other, is immediate., Spain
for ezample receives about 14 million vieitors, while Jamaica with the
largest CARIFTA tourist industry receives only Jjust over 300,000, A major
reason for this disparity is that Spain has been able to tap the middle
inoome and low income tourist market, while Jamaioa still relies very largely
on the affluent North American visitor and not on the middls income tourist,

The middle income tourist cannot afford the luxury hotel and prefers cheaper
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comfortable accommodation; he prefers good fcod but in plain restaurants
and he wishes to have the right to choose his own entertainment rather than
to have the whole range of luxury hotel amenities provided for him in the

price, whether he requires these facilities or not.

A. The smil hotel

The small hotel can offer a different kind of holiday experience for
a large number of potential visitors, not only from North America, but also
from Western Europe as well as Venezuela, Colombia, Mexico, and tl: larger
Caribbean islands, Mary smell hotels can provide many differvnt types
of holiday experience and in doing so attract different typesz of visitors
i.e, visitors with different holiday interests. As a result of this
diversified consumer market, a measure of sales stability can be assured.
Capital cost per tourist visitor can be lower with small hotels, and there
is the opportunity for rreative design to take the place of glass and ferro-
concrete 3o that there can be a reduction of the overall costs per room,
i.e. there can be an economic trade off between high capital costs and the
designer's skill. Small hotels are more likely to employ a higher content
of locally produced material in both construction and furnishing, as well as
in operation; these purchases can provide opportunities for local producers
and thus incrcase the net benefits flowing from tourism,

In large hotels, there are often several restaurants, bars, boutiques,
a discotheque, a night-club, a swimming pool, a drug store, a travel agency
and maybe also a whole range of different shops, while with a asmall hotel
these are usually absent, A small hotel near a tewn centre can provide custom
for a number of other businesses, so that there is a greater distribution of

the profits arising from tourism. The smail hotel can be regarded as a viable




-19 -

form of intermediate technology for it can provide for the local entrepreneur
an investment cpportunity in which the managerial demands are perhaps lower
than in other new business areas i.e. the skill requirements of the owner/
manager could be more easily supplied from the available manpower resources,
or could be more easily learnt. As indicated below in Appendix 2 on the
screwdriver industries, these industries demand a high degree of managerial
ability with the result that managenent is largely foreign and high priced,
and this is usually complemented with an unskilled local labour force;

the same situation exiasts in many of the large luxury hotels which require
a bureaucratic structure of professional managers to operate these hotels
effeciently. The net result of the latter is that local personnel are for
the most part excluded from the higher ranks of the industry, and a valuable
flow of income to citizens of the host country is lost,

Profits of large hotels tend to be repatriated to Burope and North
America, whereas profits from small West Indian owned hotels are more likely
to be reinvested at home, Besides, the West-Indian-ness of small hotels

can be good for race relations: the impact of rich tourists living in expensive
hotels where they are cut off from the local population may cause social
tension. In small hotels niddle income tourists would mix more easily with
West Indians, and tourism could be assimilated into the racially mised West
Indian communities with leas difficulty.

Be The Holiday Village conoept

The essence of the holiday village is that it can encompass a number of
small hotels of various types, none of which by themselves could provide the
rangs of faacilities required by the tourist. The facilities could be provided
in some central 1location, and visitors could pay to use theme facilities
vhere required. Thus, at some central location there might be a beach, snack
tar, swimming pocl, childrens' Playground, self-service laundry, petrol station

supermarket, restaurants, and bars, boutiques and so on, Various types of hotel




would offer different residential facilitieas, i.e. a 20 room hotel with
its own breakfast room, or with its own restaurant, a 10 room block of self
service flats, a 10 room hotel with no catering facilities etc; thus a
wide range of tastes could be satisfied.

Three types of entrepreneur are required in this type of tourism
entity; one would be the land developer, who might be the land owner or
the government, and who would have a vested interest in the holiday village
infrastructure and facilities. Another type of entrepreneur would be the small
local investors who would be willing to invest in the residential accomm-
odation; among these entreprensurs will be some who would wdsh to manage,
while others may wish to employ a mmger/housekeeper. The third type of
entrepreneur would be the travel organiser, who could be an international
airline or an overseas tour operator, and who would be interested in trans-
porting tourists on a mass-air charter basis.

The success of a tourism development project such as this will depend
on several factors. Major questions will be the financial arrangements among
the three sets of entreprensurs, a balanoce between the incentives offered
to each group and the risks to which each group are exposed, and a mechanism
for resolving the conflicts which will inevitably occur. A possible freme-
work for such a project might be a holding company in which the three sets
of entrepreneurs might have an interest, together with any institutions
which provide loan or equity finance for any part of the project, in particular
the CDB or the Pinance Corporation proposed by CARIFTA governments. Promotion
will be important, as will negotistion with prospective partners.
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IV. TyE DEVELOPMENT CORPORATIONS IM THE LDC's

The Development Corporations in the LDC's have not been effective in
tackling in a serious way the opportunities open for attracting industry;
in sharp contrast has been the success in promotional activity of the
Development Corporations in Trinidad and Jamaica, and in particular in
Barbados where over the period 1960-1970 the Corporation has been success—
ful ir attracting a light industrial sector which employs about 10,000
workers. The latter has been due to the determination of the government
in wishing to establish this sector, the emactment of a range of incentive
legislation and the formation of an effective Development Corporation weli
provided with adequate back-up support; these factors have been the essential
ingredients in the success of Barbados. While the govermments in the
LDC's have been making some effort to attract industry, a serious measure
of determination seams to be lacking: there have been reports of bitter
complaints from business men about delay emperienced in getting decisions
from government departments; it seems not to be realised that potential
investors usually ask resident businessmen about what it is like to do
business with the government - these investors are put off by unfavoursble
replies (8).

Most of the Development Corporations are seriously undermanned, and also
seem to have little status. The latter may be reflected in their deal ings
vith govermment ministries on behalf of investors; the Corporation seem to
lack the "pull" in communicating effectively at the highest levels with
more powerful ministries; and maybe for this reason fail to get decisions
made in a speedy and effective manner.




The major functional areag of the Development Corporations fall
into three major sectors with respect to manufacturing industry; the
Corporations should be active in Promotion, in the provision of Eztension ]
Services, and in the provision of Loan Finance., Currently the activity
of the IDC'3 in some territories range far outside manufacturing, and their
responsibilities may include real estate, tourism, 1iaison with public

utility companies, and the operation of state owned agricultural enter-

prises,

The functions of the Development Corporation and some of the problems
the Corporations face have been dealt with in other parts of this paper,

in particular in Appendix 1 and 2, These functions can be summarised as

follows:

(1)

(2)

(4)

(5)

(6)

A.  Function

The preparation of brochures indicating the industrial
poesibilities, the tax incentives and other facilities offered
in each LDC, laws relating industry, natural resources, etc.
Identification of industrial oppertunities on an ongoing
basis as economic conditioms,market trends etc. change; the
preparation and/or commissioning of prerequisite project studies.
Seeking out and contacting poiential investors inside and
outside the CARIFTA territories, and answering the many
enquiries which can be expected from these investors,
Participation in negotiations between new investors and

the island governments,

Provision of loan and equity finance, factory sites on
industrial estates, and factory space on rent or lease.

Assisting investors through the cooweb of gowernment

regulations, such as impurt licensing. Hioneer status,

exchange control and building licenses, Assisting new
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employers with finding and training staff, helping with building
contractors, water and power authorities, trade umioms, atc.

(7) Provision of an industrial extension service providing technical
and managerial advice particularly to local entrepreneurs who

may be weak in these areas.

B. Staffing

The 1ist of the functions of a Development Corporation in the Eastern
Caribbean gives an indication of the many skills which will be needed by the
professional staff. Given the ammall size of LDC island economies it is
unlikely that a professional staff of more than four, including one account~
ant, could be paid. Moreover for this same rea.on of small size it might
well be that more specialist professional staff may be partially unemployed
if on the payroll of any single Development Corporation - the diseconomies
of the small soale are serious in staffing such institutions,

Ce A regional industrial soxtension and promotion unit.

One sensible way out of the staffing dilemma is that some of the
functions of the Development Corporations in each of the LDC's could be
undertaken by a regional upit providing in particular services in the area
of industrial promotion and industrial extension. To some extent this
already oocurs in a somewhat piecemeal fashion - both CDB and the BCoM
Secretariat have employed Industrial Promotion Officers, while the §mall
Industry Loan Officers at CDB Headquarters have been carrying out a range
of extension services as well as small loan appraisal, However, the roles
of industrial extension worker and promoter are to some extent incompatible
vith the role of a banker engaged on appraisal; promotio. involves risk
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taking, risk taking bankers go bankrupt. In any case, as the CDB's

loan programmes mature, less time will be available for CDB staff to
provide i{ndustrial extension advice, particularly as demands for the latter
increase.

It is difficult to be precise on how large this regional unit should
be; initially it seems reasonable that it should start off with two
promotions officers, one industrial engineer and one product development/
mrketig officer, specialised in export marketing. The unit should
however be provided with a budget which would allow it to employ specialists
on a short term basis; occasions will arise when a specialist consultant
may need to be employed for one week onlye. Furthermore, in the interests
of scale economies in overheads, the unit should be attached to ome of

the existing regional Institutions in the Eastern Caribbean; the ECCM

Secretariat or the CDB.
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APPENDIX 1

CUTLINE CASE STUDY : [{TOBLEMS FACED 1N
FINANCING A SMALL GARMENT MANUFACTURER
The purpose of this cutline is to examine some of the problems faced
by a small manufacturer of garments and the type of technical assistauce

which may be required.

Baciiground

Mr. A owvns a small company in St. Andrew (a ficticious island among
the more developed of the Corifta group) which manufactures shirts for
the cheap end of the market. Iie employs forty female workers and sells
about 756 of his output in the local market, with the remainder cxported
to Windward Islands and Barbados., lie manages his firm himself with the
assistance of four sons, two of whom supervise production, the othera
being engaged in sales. [iis firm does not sell through a wholesaler,
but holds firished goods and sells directly to tiie retailer. As a result
of a measure of past success he has some capital for expansiony however,
he wiches to expand by »roducing some new product lines directed to a
fifferent type of consumer:i the tourist as well as to tlie more affluent
section of the local community. I'e has reccognised that there has been
a mushroon growth of ’boutiquesn’ in the Eastern Caribhean islands, and
most of the goods sold in these shops - particularly sports wear and
swimvear = are high priced.products of variable quality, none of thcse
products being made in the ECCH area, Mr, A is initially undecided
about the location of his new factory; after due consideration, his
tentative intention is to site the new plant in St. David (anotler
ficticious island among the Carifta LDC’s). His reasons for doing so

are as followss

le Labour r:.tes ceem to be about EC §10 per we:k less than
in St. Andrew.

2. The hetter possibility of obtaining uceful loan finance
from the IDC in St. Davids uc re rded the IDC in his own
country as ;rosaly inefficient - ¢ politically biased




against lLim.

[lis wish to have a la:e within the ECCM arca with a
mcasure of tarlff protection.

he interest shown by Mr. B, a husiness acquaintance who
16 a citizen of St. David and who owns a small dry toods
shop; Mr. B is willing to invest some capital in the
enterprise.

A preliminary agrecment is rcached by Mr. A and
Mr. B, as a result of which the AD Qarment Company is
formed.

Summary of problems encountered by the AB Garment Company

1, Product Identification and the l.arket

The company does not have the skill to translate its impression of
market demand into specifie product lines produced in specific quantities,
nor can it devise a system to react to changes in consuner demande A
reasonable market analysis bosed on whatever statistics are availahle is
requiredj as statistics are unlikely to he available, judgemmnts have to
be made based on retailers estimates of curreat turnover in the virious
product lines. The compai; hat to devise soume system of reacting to
changes in taste and fashion. Some estimates have to he made of the
potential market share of the new company, an¢ how retailers will react
to a product of perhaps gimilar quality but lower price. Closer analysis
of the market may reveal that a section of consumers pay little attention

to quality but are much more concerned with style/fashion.

The company is uncertain about how much advertising it should do,
and hov much emphasis should bhe placed on direct selling to the retailers
Liow large a sales force should it employ? Should the same methods be
used in all the territories in vhich tlere is a potential market? ‘ho

should hold finished stocks?

2, Production 3 Capital Costs

Mr. A has had same experience in the production of jarments, but

be is unsure of the preeise type of industrial sewing muchines which
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shoul¢ he installed., “hich type un¢ which btronds of single-ncedle
lockstitch maciiines should be used, anl Low many? Ilov uwany siugle=-

neelle overseamers? What type of prescing equipuwent? 'Will the capucities
of various equipuwent allow balanced flow or will hettlenrcclis develop?

ow flexible orhowspecialised should equipment be? i[.ow much in the

way of cpare parts for tuis machinery should he held, and should any
guarantees be required from the manufacturers? MNr. A plans that the
layout of the faclory should be basicolly the scme as at Lis foctory in
St. Andrew, but thke ‘rocuct is lifferent, and the procuct mix considerable;
in any event, is the layout of Lis existing factory im St. .ndrew eff-
icient and does it make the best use of available space and does it
provide for the efficieant flow of wmaterials and work in progress? The
problems are complicated by the fact that Mr. A is a self-made man with
some knowledge ot garuent production: over some matters acdvice is talien

only unwillingly.

The company intends o plying for a long-terri loan to help firance
production, Only with ascistance of Development Corporation staff can

an estimate of capitel coste be drawn up, under the following Leadings 3

Land

Site preparation

Buildings

Sewing room equipment

Cutting room equipment

Pressing equipment

Spare parts

Duty and Taxes on equipment
Preliminary expenses and intangibles
Contingency allowance technicalg
Contingency allowance (inflation
Interest during construction

As the company’s ,roject develops, further help is required in
phasing the estimate to a time schedule and breakizg the components dowmn
into local and foreign currencies. This aspect of project development
could possibly be performed by one of perhaps four or five firms of

accountants based in the larger CARIFTA territories; however, it is
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unlikely t'at o srell ~elf-macde entre.venenr would willingly approach

rne of tuese rirms, As th lending preogr:imses of the Nevely ment Corp-
orations a'd CDP mcture, ~: effort will be recuired to persuace the

locul entre veneur to r:'re use of sucl corete t local consuiting services
as existe In tie eantime, wany of thuse services will have to be offered

as part ol the promstion/tecinical cs-istance pac*are of the 1DC's.

3« Raw materials and work in proyress

The company ¢nes realise the inbortauce of ohtaining tlie correct
halance between thie stock and flow of a wide variety of raw muterials,

wor': in progrrss and stocks of finished goors,

Rhipping services “riuping raw motericls are sonewhet unreliable
and suppliers offer useful discounts on orders above a mi~vimun, In
addition, duty at c¢ifferent rates uarc to be paid on raw naterials as
these are celivered, and some of the mere expencive lines will he expected
to huve highly sesscnal salesj there may e consicCerable demand for
particular types of goods during the tourist season, S0 that the pattern
of production c~nd the procuct uix will vary during the year. Carrying
stocks of rav materials cn¢ finished goods to meet this seasonal pattern
of production and consuner denand will have as a concequeince not only
high working capital requirements, but also, the provision of adequate
storagc space, Thus in overall factory design, important conditions will
be the layout of production equipment and storage, ac well as possibilities

for future expansion.

The cmpany may recognise the importance of a Ligh quality finish
for much of its output:s it wishes tc sell at the more expensive end of
the market. The management may have onl, the vaguest knowledge of
quality control and inspection systems, but they se the dangers of a
poor quality product and excessive rejection.of finiehed goocs produced

from high cost fabri.s. An acute sense of timing and judgement of changes
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in taste will he important in producing the variety of product lines,

if the cempany is to avoid being caught with a stock of unsaleuble items.

Many of the problems above could be solved by a competent industrial
engineer, experienced in the garment industry; the problem is that it

is difficult to buy this specialist advice in the Fastern Cariblbean.

Another prohlem relates tothe identification of raw materials prod-
users and wholesalers: there arc very few textile producers in the Carifta
region, and all raw materials will have to be imported from outside tHe
region. local wholesalers have a limited and inadequate range of materialsj
in addition, “ecause they are also retailers, their margins tend to be
wide. The company will require to idemtify a number of possible whole=-
salers and/or producers who export the specific types of fabrics and other
raw materials used in productiom. Since these suppliers will probably
be in different parts of the world, their trading terms may also be diff-
erent; also,swppliers to the Carifta garment idustry sometimes work
through a local agent/trader in a particular island, who may have a franchise
for supply to the vhole region; this a_ent may sometimes obtain sales
comnisaddon on any of ris porent company's goods sold in the region,
althourh he provides no back-up services in the sale of goods to customers
in other islands. (This problem is not particular to suppliers to the
carment industry; ‘the phenomenon exists in many other fields and is a
consequence of the fragmented state of the regional market igto isolated

nicro-markets.)

L, Utilitjes, ancillary products and services

An early cecision on the part of the company will be whether full
stand-hy power plant is required and whetler it will be permittedj some-
times a licence may be required, and the procedure for obtaining this
nay be long-‘rawn out. The decision will depend on'the frequency and

curation of 'outages' in the power supply in the recent pasts in certain
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of the LDC’s this is a scrious pro“lecm. The comp-ny may also require
certain oncillary procducts and services which could eiiher be hought
as rcquired, or provided internally if possible from etock; a aareful
analysis of thesc ancillary requirements is necessary, since the
availabllity of specific goods 'r scrvices varies consiferably in the

Lastern Caribbvecan.

The company ciscovers during the implementation stage thut there
may be a delay of over a year, after production tegins, and before
adequate teleplione facilities are provided. This prohlem may he over-
come with the assistaice ol INC staff, as alse rnay the probleémns assoc-
iated with an acequate jower supplys on essential fu:uction of the
Development Corporation is to act as an expeciter in relations between
the new company and overmuent ministrica, state corporations, utility

cortpanies, etc.

Restricted capacities in public utilities - pover, teleplones,
water,still remain a pro%lem in a number of the LDC’s. However, there
has heen a vigorous _ttack by CDB in these areas with a considerable
commitment of funds alrcady made, and with a number of important
projects in the course of preparation. iowever, given the small overall
size of some of thecse utility systes, it is important that any user,
lar;.e enough to have = significant impact on a system’s capacity,
should negotiate at an carly stage in the project cycle with the

nanagerient of these publie utilities,

5. Manajeuent

Prelininary estimatcs of ‘lie market potential indicate thut a
production process employing forty direct production workers should
be viable. This scule of productionr is too small to carry the overieads
of specialist management in gar ent design , sales and marketing, prod=-

uction and fiuance: in . event thesé skills arc scorce ia the Eastern
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Caribhean, Initially, the company will have to rely on the ability

of its two prmoters, Messrs A and B, supplemented by assistance from
the Development Corporation; in the long term, it may be possible that
some of these functioms could be performed on a 'bought in' part~-time
Basis (o.g. design, accountancy), with the other functions performed

Ly staff who gain experience on the job and through part-time training,
Another problem may be the uowillingness of the promoters to employ
anyone from outside their family in the more senior pvsitions, In the
long run, the latter will change, but while the firm remains a family
congern an adequate level of management efficiency may be reached if
pant~time coumses are available for the staff in these senior positions,
It should also be noted that CDB has been willing to provide soft finance

for technical education and training, including management education,

As indicated earlier, the firm's management will need consider:“le
assistance from Development Corporation staff and possibly CDB staff in
presenting the project for financing, This is an exercise that some
loeal entrepremeurs find uncomfortable 7for a number of reasons, not
the least of which is that they may resent prospective lenders prying
into financial matters whieh they may prefer to keep privates such as
tax avoidance and tax evasion, However, the Development Corporation,
a8 lenders, are more interested in a set of clear figures, which can be
properly explained and supported, and that the pProject meects certain
ainimum financial and ecomomic standards, The Corporatiom will require
to be satisfied that the total capital cost is complete and reasonably
conservativej that the cost and revenue statements are realistic $ that
the capital structure descridbed in the financial plan is assured and
capital will be in place when requiredj; that there is an adequate

surplus on annual operations to cover the repayment of loan capital and

interest; and so on,



In working with th. eutrepreneur, it will be necessary for IDC staff
to build up a relationship of confidence and mutual respect, rather
than that of a mere watchdog zealously _uarding his corporation's funds.
Project supervision will eutail periodic visits to see at first liand
how the project is cowing ulong, to check the accuracy of inforuation
in progress reports, und to discusc any actual or impending prohlems,
In generul, cction should be directed at helping to ensure that the
project is carried out so as to contrivute to the country the benefits
wLich were foweseen at the time of appraisal. Frroblems will arise
during implementation and curing the eurly years of the project's life,
e.5. foundation problems curing factory constructiom, the rise ia price
of certain types of garment fahrics, unexpectel competition from a
new procucer, etc, Lffective su, ervision chould provide a good know=
led,e of management's affairs, auad would serve to alert the Development
Corporation and/or the CDB to actual or anticipated problems, in order
that agreement can be reached on what action should be taken to minimise
or o'ecrcoue the haruful effecte of these problems., It is important im
the Eastern Caribbean to build up the type of relationship which can

facilitate a degree of mutual confidence, particularly when dealing with

the self-made entrepreneur or small family firm,




APPEIDIX 2

OUTLINE CASE STUDY : 'SC"CW-DRIVER I'™MUSTRY'’

Introduction :

This outline case study begins hy examining some of the problems
associated with attracting foreign entrepreneurs to set up ‘'screw~iriver'
or asseitbly industry in one of the LDC's, e.g. garments, toys, sports
;0ocls, electronic components, etc. A number of less developed couuntries
in other parts oi the world, i.e. Taiwan, Singapore, Norea, Ceiti, as
well as in the Carihbean, i.e. Jamaica, Trinidad and Barbados, have been
successful in attrocting these industriese Typically, all the raw
materials for these industries are imported, and im some cases all
ranagement posts are filled by expatriate managers. The cempanies
attractecd are rometimes part of large multi-nctional corporations, and

all companies usually haxe easy access through an efficient sales and

marketing organisation to consumers/buyers in the more developed countries

of Western Turope and North America, The major reasons for loation in
the LDC’s are the availability of cheap labour and the investment ineent-
ives offered by the host country, e.;. subsidised factory space, income
tax holidays, etc. iiowever, the econemic benefits flowing to the host
country may only be marginaly it cepends on the difference hetween the
market price of labour and the opportunity cost of labour i.e, the
shadow wage rate, as well as the possidlity of better opportunities for
the investaent of resourcee in the particular country, i.e. the opportun-
ity cost of eapital. The study concludes by indicating in outline how
the latter factors affect the viability of an induetrialisation programme
baeed on this type of investment incentive, i.e. the provision of sub-

sidieed factory space to screw-driver export induetries.




Promotion

One of the more widesprcad illusions in the Eastern Caribbean is
the view that lar;e numhcs of eafer foreign investors are impatiently
clamouring to be allowed to iivest in these territories. In common with
hirhly cmotional views of economic situations, this view contains
elements of reality, but it is childishly overdrawu when applied to
investment in general in the Fastern Caribbean., The problem is not
whether foreign investment should be welcomed or banned; it is rather
one of ensuring, in any given investment situation, that the economic

henefits cxceed the ecomomic costs inherent in the partieular proposal,

Industrial i~vestment in any country which has little industry has
to “e attractedy it is unrealistic to expect that an attractive array
of incentives, such as exists at prescnt in the LDC's, will by itself
attract inveslors, if only because similar incentives are offered by
many ether countrices wishing to industrialise., The promotion of foreign
investuent in the screw-driver incustries suould proceed in two directions
- the general .nd the specific. General promotion involves advertising
the LNC's as a profitable and safe place for investment, and demonstrating
that the  overmients are houcst, stable and anxious to welcome the invest-
ors The ygeneral promotional cffort should be based on a set of well
prepared brochures, setting out the salient facts that investors wish
to know. A major advantage offered by the LDC's is that they are pleasant
places in which to live - after all, many tourists spend casiderable
sums of moiney in order to have a one or two-week stay on a beautiful
island, A branch plant on one of the islands offers the possibility of
husiness visits in thase months of the year whcn the North American or
T™uropean climate is most severe. The brochures can be supplemented by

alvertisements in newrpupers and husiness journals read by prospertive

investors,
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Specific Project Promotion

General promotion by itself is not enough, and the LDC's Luve
recently had made available a number of ;rospectuses for particular
industries offleriug iaformation on speeific investment proposals, These
prospectuses show that the projects icdentified are financially viable
and cost data are provided showing how operutions iu tie LDC's might
compare with operations in Vorth America or Europe. This iuforuation
shonld he cdirected to investuent decision mnkers in key positions in
these inCustrics overseus; priority mi;ht well he civen at the start
of the investnent pro;ramre proposed for the 1.DC's, to cfforts
to identify specific potential investors in the screw-driver industriecs
and to persuading these investors to personally cxaniue the project
studies as well as the iavestment climate, Thus, instcad of directing
the major prountional cffort t- the ratier diffused realersuip of
business journals or expensive brochures Landed out at trale exhibitions,
it might well be more efficient to aim at a highly selected audience
who could he approached on the “asis of the specific projects, hilst
it would prohably he uneconomic to priut mussive nwihers of expensive
brochures, c.ure should he taken th:t whatever is printed is reasonably
well produced and acecurale; one or two of the Development Corporations
have, in the past, proluced printed material whieh will Lave cone
little to inspire iuve:tor cenfidence; these pamphlets have beewn very
amateurishly printed on very poor quelity paper, with aa apparently

random sclection of facts iroviding a rather sliodd icture,
” (%] yp

FPoteatial investors will be found in thoe industries already man-
ufacturing the screw=driver procucts, i.c. they have specialised
knovledge ir producing and marketing the procuet; they may hove alrcady
shown @ willinsness to manufacture outside !'eir lome country, in whech

case they are likely to Lave the confidence necescary for expandin, in

a new location overseis, Lists of firus in these caterories c». he




_“_

found in trade directories, foreign Chamber of Cormerce directories,
publications in the business press, ete. Once a number »f potential
investors have been identified, they liave to be approached by the
promotions officer either in person, by phone or by mail; while ths
personal approach is likely to be the most effective, it is also the
most expensive, The aim at this point should be to get the prospective
investor sufficiently interested by providing whatever information is

requested, so that hs may be persuaced to visit the isiand,

The typs of promotional effort outlined here ir 1n somewhat sharp
contrast to the rather passive approach to promotion udopted by a
numbsr of countries inside and outsids the Caribbean; it is required,
however, simply bscause the supply of investors interested in this type
of investmen$ is lower than the many countried heping te attract such
investors. Until the investor nakes a firm and binding commitment to
go ahead with the project, he will be making s critical examination,
not only;fhe incentives to which he wedld be entitled under the law,
but also the determination with which the Developuent Corporation staff,
as well as other government officials be meets, carry out their functions,
Additionally, he will require aszsistance in a numher of .areas, both befors

he has made his commitment, and after, i.s. when the project Las meved

forwvard towards execution.

A Specific incentive ; factory sites and rental buildings

The offer of factory space available for rent is an obvious fimancial
incentive to a prospective investors it can reduce the amount of capital
at risk on a given project, The provision of a serviced factory site
i.e, equipped with roads, power, vater, drainage, telephouecs ctc., in
countries with an underdeveloped infrastructure, is similarly an attractive
incentive, A subsidy on land or factory rent would also he valued as

an attractive incentive, but an even pgreater attraction is sonetimes the
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reco;anition by :n eutrepreneur that e s ot Lave to r1avoelve wimself
(or bix management staff) ia the (illicultier ur! ,roldews a cociated
with bmalling contruetors, buildin wateri 1 suppliers, architects,

telephour com . 11es, water .nd

power cuthoritics, cte., all in an envir-
onment withh which ue is not yet faniliar., In so.e irlands tlese services

may not be well developed, and their oduiaistrution way -ometimes be

less than efficient,

A further problem is thut in the Castern Curibbean it may be difficult
to ohtain lcud suitable for fuctory buildings at a reasonable cost and
within a reasonable periods In comnoa witl. other markets in t ¢ arcu,
the market for lund is ba'ly orpu-isedy this problem is purticularly
acute in areas wuich have experienced a Cegree of tcurisn developmeat,
since concurre~t witu tourism, land .oardiag and land speculuation hove
grown consicerably, Market prices ure t.erefore difficuit te discover,
and prices quoted often chunge repidly when tle veucor discovers tie
identity of a prosyective purch.ser -~ purticulurly liere t.c purcluser
is 2 foreiyn investor. As a check on land speculati~on, some isl. nd
rovernments liave instituted Alien Landhol<in. lLaws, but tihe:e luws .ure

sometimes clumsily administered and this nay lead to delay.

Even where agreement has been maached on purchase price and the
necessary official approv.1ls to land purchasc obtained, the legal
requirements on transfer of land title frequently involve considerable
delay., The work of tl.e legal profession is frequently rade difficult
by unclear land titles and joint ownershiy of land where one omer may

be absent from the island,

The Economics of an Incentives A Theoretioal Rxample

A screw=driver industry requires 20,000 squire feet of factory space

on a rental basis, together with an income tax holiday of ten years. The
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company will employ a hun’'re! semi-skilled local workers at a wage rate of
EC ¢ 1250 per annun or ¢ 5 a day, with all management comingz from abroad,
The capital cost of the building, land, and associated works amounts to
EC 600,000 ; the building will he constructed to suit the requirements
of the firm, and for this rcason its residual value at the end of ten
ycars i8 cstimated to be CC § 300,000, The subsidised rental is

1.50 per squarc foot per annum, or § 30,000 per annum,
p

A number of assumptions ure made:
a. The benefits accruing to the economy consist solely of
wages paid to the local employees and of the rent at
¢ 30,000 per annum.

b, It is assumed that all payments made for utilities are
equal to the economic costs of these utilitics,

Ce The firm depurts at the end of tLe tax loliday period,
d. Vanagement employees pay small taxes and ’Aheso are ignored.
e, Also ignored are the promotion costs of /f:he Development

Corporation, j
i

f. All income multiplier effects and all externalities are
igno.ede All the products of the firm are exported.

The calculation of social rate of return i.e., internal economie
return, makes two alternative assumptions:

F'\ that the opportunity cost of labour is half the market
vage rate

OR B. that the opportunity cost of labour is 0.7% times the
market wage rate,

Thus, in aternative A the benefit from the payment of a market wage of
§ 1250 per annum is § 625 per annum per employee, or § 62,500 for the
wbhole of thé labour force of a hundred employees, whilst with alternasive

B the economic benefits amount to § 31,250 from wages paid.

The schedules of economic costs and benefits are as follows:




EC #' 000

Year Costs Al't;ern:'f,}'vr A Alternnfdve B
‘enelits Benefits
0 600 - -
1 - 6205 + 30 30 + 31025
2 - = 92,5 = 61.25
3 - 9205 61.25
zl - 9205 61025
5 - 92.5 61,25
6 - 92.5 61.25
7 - 92.5 61.25
8 - 9205 61.25
9 - ':..5 61025
10 - 2.5 61,25
11 (300) - -

In alternative A the social rete of return comer to approximately 11%,
while in oltermative B the social rate of return comes to approiiumalely
6%, The mening of this result is that if we csswie the opportunity
cost of capital is 9%, alternutive A is economically viable vhilst
alternative B is not, Theece results flow from t.c assuuptisam of a sub=
sidised rental and frow an esti. ate of tic op orturity cost of 1:'our,
The suhsidised rent of § 1.50 per scuarc foot comparcs witl ¢n economic
rent of ahout # 2.80 per square foot (for & huilding cost of ¥ 30 per
square foot, interest rute 9% and estimaicd life thirty-five yeurs), In
those islands with a serious unemployment problem, the shadow wage rate
migzht well he near the estincted figure of half tlLe market wuge, and
in these circumstcnces the project ' ccowner viable = if the opportunity
cost of capital is not ahove 114, ["owever, if unemployment is not
quite so severe, this level of subsidy on the fictory rental would net

be economically justified, even at an opportunity cost of capital of 9%,

‘ote that rel:xin; the other arsunptions slightly is unli‘ely to
make 2 significant Ciffereice tc these resultej whilst the screw=driver
industry may well remain after the tax excrption period endr, it ma) be

difficult to accurately estinmate its tux liability, since its raw
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materials ar well as its finished product may he hought ~nd sold to
its parent company i.e. there may be the international transfer
payment problem. In any event this is the type of approach which should
be used hefore any decisions arc made to offer subsidised rental
factory space to screw=driver industry. The analysis Lere is sliown in
outline only; in practice it will be necessary to obtain real values
for the factors mentioned in the list of as.wiptions, particularly the
possibility of the departure of the firm, wholly expatriate management
staff paying minimal taxes, promotion costs and external henefits,
Lxternal cconomic henefits are cifficult to estinate, and in this type
of industry may be important - local unskilled labour wmay become
consicerably more skilled through wor: experience , local management
may receive much work related training, ond luastly the success of the
foreign firm in organising procuction and exporting to the developed
world may act as a model cnd a catalyst to local entrepreneurs in

persuading them to export to foreign markets,
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