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ABSTRAIT

L' INDUSTRIALISATION PAR INVITATION:
UNE ETUDE DE L'EXPERIENCE DE LA JAMAIQUE
ET DE PORTO RICO, 1950-1967 :
par Karl Bennett

Ph.D. Economics

.

Cette étude se propose d'évaluer 1'effet d'une stratégie
d'industrialisation qui donne une importance spéciale a 1'attraction
d'investissement étranger afin d'augmenter le développement d‘'un secteur
industriel dans les petits pays en voie de développement. L'enquéte a
été faite selons les critéres suivants: la croissance globale du secteur
industriel dans la mesure ou elle a contribuée a l'augmentation des
salaires et 4 la diminution du chémage, aux changements structurels du
secteur, a 1l'apparition d'une intégration tant i 1'entérieur du secteur
méme qu'entre secteurs différents de l'éconoumie et enfin a& niveau .
de la participation locale a& l'expansion du secteur. ‘

Nous avons montré que la stratégie aussi Sien que les moyens
utilisés pou;\ba réalisation pourraient étre considérés comme suffisantf

dans le-cadre d'une économie basée sur la concurrence. Toutefois, nous

montrons dans cette étude que l'exemple basé sur un systéme de concurrence
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ne peut fournir denbaée.convenable pour la formulation d'une stratégie
pour la promotion d'un systeme industriel dans ce contexte. Une telle"
str;tégie a donc peu de chances de succes. Cette conclusion a été
appuyée par les preuves tirees d'une étude Aétaillée de 1'eévolution du
secteur industriel a la Jamaique et au Porto Rico, deux petits pays en
voie de développement qui adoptérent cette strétégie 1? 1950 a 1967,

On a deécouvert que dans ces deux pays la croissance du secteur industriel

n'eétait accompagnée que d'une modeste contribution a 1'emploi, d'une

interdépendance limiteée interne et externe, et d'une faible participation

,///
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locale dans le secteur. -
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ABSTRACT /
? INDUSTRIALIZATION BY INVITATION:
AN EXAMINATION OF THE JAMAICAN AND\PUERTO RICAN »

2

EXPERIENCE, 1950-1967

b— - ,

by Karl éennett

Ph.D. Economics
¢

This study is concerned with evaluating the gffect

{

of "an industrialization strategy which places special!empha-

*

sis -on, the attraction of/foreign investment to promoté the
“Hgvelgpmgnt of a manufacturing sector in small develobihg
coUntgiés. The evaluation was conducted on the basis of the
following criteéria: the overall growth of the manufacturing
sector in terms of its contribution to income and employment,
structural changes?within the sector, the emergence of inte-
gration within the sector as well as between the sector and
other sectors of the economy and finally the level of domes-
tic participation in the expansion of the sector.

It is indicated that the strategy as well as the |
tools adopted for its implementation might be considered
appropriate within the frameworilof a competitive economic
model. However, it is argued in the study Fhat the. competi-

tive model does not provide an appropriate basis for the

formulation of a strategy flor the promotion of a manufacturing

]
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sector in this context. Accordingly such a strategy is not
likely to be very successful. This position was supported
by the evidence derived from-a detailei study of the evolu-

tion of the manufacturing sector in both Jamaica and Puerto

Rico, two\small developing countries which adopEE&\QEiiund;//ﬁ\\\
strategy, over the period 1950 through 1967. It was fo

that in:both countries the growth of the manufacturing sec-

tor ﬁAS associéted with modest direct contriﬁutions to

employment, .limited inter and intra-sectoral interdependence

" and Jimited local participation in the sector.

-




N \ RESUME

L'Industria]iza;?éa sur invitation: Une étude de 1'expsrience Jamaitaine

et Puerto-ricaine, 1950 - 1967

e

ﬁ%r Karl Bennett (

\ '-
\ \
Dans cette étude on s'est proposé d'evaluer 1a stratigie adoptée

par la Jamaique et le Puerto-Rico en vue de promouvoir le développement
d'un secteur manufacturier. Cette stratégie s'est basée sur
1'attraction d'investissements Etranger par le royen de stirulants

d'ordre fiscal et comiercial. Dans les deux pays, 1'adoption d'una

1

telle stratégie a été favorisde par 1'existence d'un niveau treés

élevé de chymage.

Les deux pays ont réussi a attirer des entreprises manufacturidres :
Cependant, ce succés n'a entrainé aucune mod1ficatjon s%gnificative
en ce qui concerne l'emploi. Dans notre évaluaticn\nous indiquons
\
qu'une telle stratégie n'est quere susceptible d'app&rter une
contribution de quelque importance,d 1'emploi & moins que les stimulants
fiscaux et commerciaux ne soient.congus-de maniére ‘g of frir des

avantages aux entreprises qui recherchent les royens\d'utiliser plus

abondamment les ressources domestiques. 11 s'avére ghe les stimulants

~

n‘ont pas été employés de maniére a oncourager une telle tendance.

t




ABSTRACT

INDUSTRIALIZATION BY INVITATION:
AN EXAMINATION OF THE JAMAICAN AND PUERTO RICAN
EXPERIENCE, 1950-1967 : ?

by Karl Bennett

This study is concerned with evaluating the strategy
adopted by Jamaica and Puerto Rico for promoting the
development of a manufacturing settor. The strategy was
based on the attracgion of external investment by the use of
fiscal and commercial incentives. In both countries the
stimulus for the adoption of such a strategy was the exjs-
tence of high levels of unemployment. C .

Both countries were successful in attracting manu-
facturing firms. However, this succkss was not associated
with any significant change in the employment situation. -‘In
the evaluation, it is pointed out that this strategy is
unlikely to make a significant contribution to employment,
unless the fiscal and commercial incentives are formulated
to make it advantageous for firms to try to find ways of
ihcreasing the use of domestic resources in their operations.

It is revealed that the incentives were not employed in a

way to encourage such a trend.
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PREFACE

At the end of the Second World War the existence of
high levels of unemployment was one of the major economic
problems with which the governments of Jamaica and Pu?rto
Rico were faced. The government of Puerto Rico and subse~
quently that of Jamaica decided that a solution to the unem-
ployment problem could be found by taking action to promote
a manufacturing sector. BoOth countries adopted a strategy
for industrialization, which placed primary emphasis on the
attraction of external investment through the use of fiscal
?nd commercial incentives. The analytical basis for this
strategy was outlined inidetail b{ Professor Arthur Lewis in
a series of articles in 1549 and 1950.

In evaluating the strategy adopted by these th
islands, which was in essence the Lewis strategy, we were
able to derive additional insights into the reasons why the
success of the strategy in attracting manufacturing firms
was not assocliated with siggificant improvements.in\the
employment situation.

There is now fairly general agreement that this
strategy of industrialization by invitation is not likely to
be as important in meeting the employment needs of such
countries as was first thought. The major portion of the

critical work done in this area has tended to concentrate on
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the extent to which the incentives employed have had a capi-
tal intensive bias and so limit the employment benefits to
the economy. In addition, attention has also been directed
to the way in which limited market size has encouraged the
establishment of high cost operations with limited economic
benefit. Attempts have also been made to measure the pene-
fits and costs of incentive measures by making estimates of
income and employmént generated in relation to the govern-
ment revenues foregone. v

In this study we are concerned with showiné(the
relationship between the incentives offered and production
techniques adopted. However, we go peyond such a consider-
ation to point out that in order to enhance the potential
contribution to employment, the incentive measures should.
have the effect of encouraging the highest possible level of

domestic resource use in manufacturing operations. One has

to be concerned with the direct as well as indirect contri-

butions which this sector can make to relieving unemployment.

It is our view that in both countries policy-makers tended
Ato overlook the potential effect of these indirect contri-
butions and as a result the incentive measures were not
designed to cope with these potential indirect effects.

b
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CHAPTER 1
INTRODUCTION - ’ \

This study is concerned with an evaluation of the
industrialization strategy adopted by Puerto Rico and
Jamaica in the period following the end of the Second World
War. The main motivating force in the drive towards jindus-
trialization in both coﬁntriesnmas the existence of very
high levels of uneﬁployment, between 15 and 20'pér cent, of
the labour force. Prior to the initiation of ﬁheir respec-
tive programmes for industrialization, the prevailing view
was that the solution to the problem of unemployment and
poverty in both countries had to be found through agricul-
tural reform. A special Presidential commission which had
been appointed in 1939 to study and make recommendations for
a Federal economic policy for Puerto Rico concluded in its
report that there were limited prospects for industrializ-

1 The Moyne Commission, which had been

ation on the island.
established by the British Government to carry out a similar
task for the British West Indian Islands, also was iukewarm
towards industrialization except in the limited instances

wvhere manufacture could be based on the processing of

1p. F. Ross, The Long Uphill Path (San Juan, Puerto
Rico: Talleres Graficos Interamericanos, Inc., 1966), p. 40.
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agricultural products.2

The lack of enthusiasm was understandable. There

.were no previous instances of similarly situated countries

embarking on a programme of industrialization. Both islands
apparently lacked most of the necessary prerequisites for
the establishment of industry. There was a virtual absence
of industrial raw materials. The labour force lacked
experience in the production and marketing of industrial
products. There were limited amounts of savings from exist-
ing activities to finance inv?stmént in a new sector. The
population of both eountries had been accustomed to import-

ing a wide array of industrial products from the most

advanced industrial countries. This then meant that not

‘'only would the local market be limited by low income levels,

-but the established taste pattern would create fragmentation

iﬂ the market, rendering many activities uneconomic. There
was, however, with respect to this last point, an important
difference between the Puerto Rican situation and that in
Jamaica. Puerto Rico is a par£ of the United States customs
area. Consequently, the potential local market was that of
the entire United States. This was to have an important
impact on the nature of the sector as it evol&ed, af will be

shown below.

2West India Royal Commission Report, Cmd. 6607,
pp. 247-50.




lssues in Industrial Development
M‘\

Since the end of the Second World War emphasis has

been placed on the role of processing and manufacturing
industries in promoting economic development in under-
developed areas. There are a number of reasons for the
emphasis on industry in the development stratggies of the
post-war period. A common feature of most underdeveloped
countries in the pre-war period was their extreme specializ-
ation in primary economic activities and particularly in
agriculture. The expefience of the fall in primary commod-
ity prices in the 1920's followed by the virtual collapse of
world trade during the depression pointed to the desirabil-
ity of having a more diversified economic base.3 Moreover,
in many countries there was a serious problem of resource
imbalance. Specifically, there was an inability to effec-
tively utilize the large and rapidly expanding labour force
in income yielding economic activities. This was revealed
in high rates of open unemployment. At the same time the
large number of partially employed people in the agricul-
tural sector was held to indicate the existence of subsﬁan-
tial underemplqyment. Apart from the desirability of

achieving a gieater,méégufé of stability ghrough

v - Tm——

3United Nations, Department of Economic Affairs, e

Relative Prices of Exports and Imports of Underdeveloped
Countries (New York: United Nations, 1949). W. A. Lewis,
Economic Survey 1919-1939 (London: Unwin University Books,
1949), Chap. XIIL.

8




diversification, there was the need to initiate r*w activi-
ties to meet the requirement for aduystional employment.

‘wa~ One of the earliest formal statements of the case
for industrialization was made by Prebisch in a report pre--
pared for the United Nations Department of Economic Affairs
in 1950.4 In this report he stated that:

Formerly, before the great depression, development in
Latin American Countries was stimulated from abroad by
the constant increase of exports. There is no reason to
suppose, at least at present, that this will occur to
the same extent, except under very exceptional circum-
stances. These countries no longer have an alternative
between vigorous growth along those lines and internal
expansion through industxjalization. Industrialization
has become the most impoi?hnt means of expansion.
The categorical position outlined above was based on the
following presumptions. The first was the notion that the
rate of technical progress in industry in developed coun-
tries seemed~to be greater than in primary production in
underdeveloped countries. This should have resulted in the
terms of trade moving in favour of exporters of primary pro-
ducts and in this manner the fruits of technical progress in
industry would have been shared by the importers of these
products in underdeveloped countries. However, he argued

that the opposite had occurred. He pointed out that from

the 1870's until the Second World War there had been a

4United Nations, Department of Economic Affairs, The
Economic Development of Latin America and its Principal
Problems, E/CN12/89/Rev.l (New York: United Nations, 1950).

5

Ibid., p. 6.



secular decline in the terme\gf trade for exporters of prim-
ary products. The failure of relative prices to follow the,
trends of productivity change was explained by him in the

following way. The benefits arising from productivity

increases in manufacturing had been retained in developed
countries due to the success of trade unions in bidding up
wages and the predominantly oligopolistic characteristic of
industrial production leading to administered rather than
competitive pricing. On the other hand, workers wexg much
less effectively organized in underdeveloped countries and
so were not in a position to bargain effectively for wage
increases in response to productivity changes. Moreover,
the inelasticity of supply of primary products results in
drastic reductions in prices of these products during
cyclical downswings in the industrial centres. Censequently
the development needs of underdeveloped countriés could not

be satisfied through reliance on traditional exports.6

. 6Ibid., pp. 12-14. Similar arguments pointing to
the secular deterioration in the terms of trade and its
implications for development were also put forward by H. W.
Singer, "The Distribution of the Gains between Investing and
Borrowing Countries," American Economic Review, Papers and
Proceedings (May, 1950). This so-called Prebisch-Singer
thesis has been subject to considerable criticism on both
empirical and analytical grounds. See for example
G. Haberler, "Terms of Trade and Economic Development," in
Economic Development for Latin America; ed. by H..S. Ellis
(New York: St. Martins Press, 1961), pp. 275-97;"M. June
Flanders, "Prebisch on Protectionism: An Evalvation,"
Economic_Journal (June, 1964); and T. Morgan, "The Long Run
Terms of Trade between Agriculture and Manufacturing,"
Economic Development and Cultural Change (October,.1959).




Prebisch was here arguing for a policy of industrial promo-
tion which would be geared to reducing the reliance on
imported manufactured- products.

The mqjor obstacles to industrial development in an
underdeveloped country are generally identified‘as being the
low level of savings, the small size of the market and
limited entrepreneurial resources. Advocates of the so-
called "balanced growth" approach to industrial development
placed particular emphasis on the market constraint.7 It
was argued that if the obstacle of the market constraint was
to be overcome it must be realized that an industrial sector
is highly interdependent with many activitigs being comple-
mentary in that they supply a market for and support each
other's activities. As a result the market constraint
obstacle could be overcome through a co-ordinated plan of
investment in a wide variety of industrial enterprises
catering for mass consumption. As Nurkse argued, the case
for balanced growth rests on>thé need for a balanced diet.8
Rosenstein-Rodan and Nurkse emphasized the horizontal com-

plementarity of industrial relationships. However, as

Fleming pointed out, limitations in factor supplies guarantee

7P. N. Rosenstein-Rodan, "Problems of Industrializ-
ation of Eastern and South-eastern Europe," Economic Journal
(June; 1943). R. Nurkse, Problems of Capital Formation in
Underdeveloped Countries (Oxford: Basil Blackwell and Mott
Ltd., 1953).

8Nurkse, op. cit., Chap. I.

L




that the relationship is more likely to be competitive.
Accordingly, the development of industries at different
stages dn the same line of production would more like}y
afford each other mutual support than those in different
lines 6% production.9 Moreover, the balanced growth
approaéh would require such large éuantities of capital,
entrepreneurial ability and skilled labour that if indeed
such resources were available the country would hardly have

been underdeveloped in the first place.lo 3

¢ A general strategy designed to overcome the
obs}acles to industrial development was proposed by
‘ﬁi;§dhman.ll His major theme was that.limitationg on
investment funds, as well as entrepreneurial talent,

implied that initially steps would have to be taken to
direct funds to selected industrial activities. The overall
success of this approach would be determined by the extent
and speed with which an initial inve;tment could create new
market opportunities and thus induce further investment.
These inducements are in effect a function of the external

economies associated with the initial investment. The suc-

cess of such a strategy would depend on the amount, nature

9J. M. Fleming, "External Economies and the Doctrine
of Balanced Growth," Economic Journal (June, 1955).

loB. Higgins, Economic Development (New York: W. W.
Norton and Company, 1968), p. 334.

llA. O. Hirschman, The Strateqy of Economic Develop-
ment (New Haven: Yale University Press, 1958).




and cost of primary and processed inputs required in the
production process and new opportunitieé created by the
availability of the output of the new activity. This is
what Hirschman defines as backward and forward linkages.
Other things being equal, investment should initially be
directed towards those activities which might generate the
highest degree of backward and forward linkages{ Neverthe-
less, in reality, investment has to be gegred to production
for which there exists assured markets. In practice this
generally means that initially production has to be geared
to meeting domestic final demand. For thés reason such
policies are normally initiated by the substitution of
domestic production for products previously imported. Addi-
tionally, attention should be focussed on products likely to

12 With respect to

maximize the backward linkage effect.
exports, Hirschman's strategy is consistent with policies
which seek to increase the degree of domestic processing of
agricultural and other raw materials destined for foreign
markets. e
In Hirschman's strategy the manufacturing sector

plays a pivotal role. T?e interdependence which stimulates
the rate of growth of the sector eventually leads to a situ-

ation whereby the multiplier effect of expenditures gener-

ates activities in other sectors and therefore in the

121p34., Chap. VI.
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econumy as a whole. The strategy was designed to point the
way towards developing the manufacturiﬂ; sectoyi' However, '
there was nothing in that strategy to guarantee that these
desired linkages’could in fact be realized. As he pointed
out, manﬁfacturers utilizing imported inputs would not auto-
matically switch to domeﬁg}c sources of supplyieven if the
latter were to be available at competitive prices.13 Import
substitutions of the finishing touch assembly type, however,
might be frustrated by a shortage of foféign exchange

14 This con-

required to import the necessary materials.
straint could be overcome to the degree that the necessary
foreign exchange might be derived from traditional exp6rts,
foreign investment or foreign aid. Re?eiptgyfrom tﬁé@%-
tional exports, however, are unlikely to be sufficieﬁg given
the historical instability of such earnings due to periodic
supply bottlenecks apd the variability if not overall deter-

1ﬁration in the terms of trade for>these items.

Pj Direct foreign investment is unlikely to make a sig-
nﬁficant contribution to foreign exbhange reserves on a con-
tinuing basis. As Streeten points out, such a contribution

will be madeagnly if the percentage rate of growth of

131bid., .p. 118.

14On the question of the. foreign exchangeé constraint
see R. I. McKinnorf, "Foreign Exchange Constraints in Econ-
omic Development and Efficient Aid Allocatioh," Economic
Journal (June, 1964). H. B. Chenery and -A. M. Strout,
"Foreign Assistance and Economic Development," American
Economic Review (September, 1966).

i
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foreign capital exceeds the rate of return on old capital.15
An alterqative approach measuring the foreign exchange con-
tribution as the difference between sales generated by the
investment .and imported inputs for the project would be
incorrect for the following reasons. The project may have
utilized resources which were previously employed in activi-
ties which earned foreign exthange or had the effect of sav-
ing foreign exchange so that the net effect could be nega-
ti;e. Furthermore, the effect on demand may result in
resources that were previously employed becoming unemployed.
The result 'is that the,new investment may neither save or
éarn foreign exchangé."F;nally, foreign exchange in support
of foreign investment is used initially to support the .
establishment of physical plant and later,flo?s back in the
form of remitted prof%ts.l6

The amount of foreign aid which a country could
receive is determined primarily by political considerations,
for example, whether the major donor countries approve of
the political structure and policies of the country, as well
as attitudes among political forces in the donor countries
towards the general principle of foreign assistance, rather

than the fconomic needs of the country. Accordingly only

15P. Streeten, "New Approaches to Private Investment
in Less Developed Countries," in dnternational Investment,
ed. by J. Dunning (Middlesex, England: Penguin Books Ltd.,
1972), p. 438. 4 .

161pid., pp. 439-40.

Y o
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. limited reliancec can be placed on foreign aid as a means of
relieving the foreign exchange constraint.

In hfght of the above considerations, it is apparent
that developing countries will eventually approach the
limits to their industrial expansion unless they are able to
develop an export position in manufacturing. Consequently,
if the industrial sector is not to develop as an enclave
within the economy, an industrialization strategy must be

- ~geared to a dynamic optimization of resource allocation in
an open economy. This means realizing the greatest possible
contribution to employment and income at a T}nimum domestic
and foreign exchange cost. This goal &s unlikely to be

ﬂ realized if the industrialization strategy is geared solely

. towards the attraction of a large number of plants. .« Given

the domestic market constraints, as well as the difficulties @
\ in entering export markets, the benefits of industrializ-
ation will be realized if special emphasis is placed on
specialization and on trying to maximize the domestic con-
tent in industrial operations. The realization of the
importance to be attached to the avoidance of bé}h domestic
and external bottlenecks and the spécial resource allocation
problems which arise is revealed in the increased emphasis
placed on the programme approach to industrialiéation by
United Nations agencies as well as economic analysts such as

[V
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Chenery.17

These issues are of particular significance to small
underdeveloped countries. The limited market size creates
conditions whereby there are few manufacturing enterprises
which could operate efficiently. Import restrictions, how-
ever, can permit a number of firms to manufacture for the
local market using imported inputs. Nevertheless, the
domestic market along with the foreign exchange constraint
limits the scoﬁe of such activity. Regional economic associ-
ations among underdeveloped countries, in particular the
formation of common markets involving the harmonization of
commercial, fiscal, monetary and industrial policies, was
increasingly advocated as the way to overcome the obstacles
to industrialization created by size. Through this form of
association there could be more specialization of economic
activities for the regional market, which could potentially
enable firms to derive the benefits of scale economies.
Moreover, with larger scale operations it would be possible
to establiép capital and intermediate”goods industries,

which would help relieve the foreign exchange constraint.

l7United Nations,- Formulating Industrial Development
Programmes, E/CN.11/967. United Nations, Programming Tech-
niques for Economic Development, E/CN.11/635. United
Nations, Report of the Symposium on Industrial Development
in Latin America, E/CN.12/755 (New York: United Nations,
1966). H. B. Chenery, "The Role of Industrialization in
Development Programs," American Economic Review (May, 1955)
and "Comparative Advantage and Development Policy," American
Economic Review (March, 1961). Chenery and Strout, op. cit.
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This last tactor was of particular concern to the Latin

18

Americans. Apart from the question of the foreign

exchange saving, importance was attached to the potentially
high linkage effect associated with the production ofﬂcapi-
tal goods.19 As Griffin arqued: ". . . the purpose of

integration is to provide and expand several growth points,
i.e. nucleii of industrial interdependencies, in the member

20 There are considerable difficulties in the

countries."
way of arriving at the necessary harmonization of policies

which would be necessary to make a regional grouping effec-

tive. This arises in many instances from the different

levels of industrial and overall ecoﬁomic development of the
potential partners and the implications for structural \

21 Nevertheless these difficul- \

adjustment and compensation.
ties must be resolved if the regional approach is to be suc-

cessful.

) 18See M. C. Wionczek, "Requisites for Viable Inte- \
gration," in Latin American Integration, ed. by M. C.
Wionczek (New York: Frederick A. Praeger, 1966), p. 4.

ng. Griffin, Underdevelopment in Spanish America
(London: George Allen and Unwin Ltd., 1969), p. 261.

20

Ibid., p. 254.

2lR. Prebisch, "Surmounting Obstacles to a Latin
American Common Market," in Latin American Integration, ed.
by M. C. Wionczek (New York: Frederick A. Praeger, 1966).
R. F. Mikesell, "The Movement Towards Regional Trading
Groups in Latin America," in Latin_ American Issues, ed. by
A. 05 Hirschman (New York: The Twentieth Century Fund,
1961).
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An issue in industrial development to which increas-
ing attention is being focussed concerns the role of the
domestic entrepreneur. On a very general plane one might
argue that since through industrialization it is hoped to
realize a more effective mobilization of domestic economic
resources, the entrepreneurial resource ought not to be
overlooked. Concern with enhancing the level of domestic
participation is on a more specific basis usually relate:)to
thé foreign exchange costs associated with foreign direc
investment discussed previously. There is, however, increas-
ing concern with the potential constraints which might be
imposed on government policy should the foreign sector
become dominant. This concern is reflected by Streeten, who
after dealing with the balance of payments question argues
“that: ‘

In a world in which no longer, as in the nineteenth cen-
tury, a handful of countries confronts hundreds of busi-
nesses but where, instead, hundreds of countries con-
front a handful of companies, the repercussions upon a
host of policies pursued by a government which admits
private overseas investment are considerably more impor-
tant than the above analysis which assumes these pOll-
cies to be unaffected.

On the basis of the factors discussed we will employ
as criteria for evaluating the industrialization strategy of
Jamaica and Puerto Rico, the contribution of industry té
employment and income, the degree of interindustry and inter-

sectoral interdependence which has emerged over time_as well

as the role of the domestic entrepreneur in the sector.

-

22Streeten, op. cit., p. 440.

.
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The Lewis Model

An overall strategy for the promotion of industry
was not completely worked out in both countries until after
the war. The approach adopted was heavily biased towards
the attraction of direct investment from external sources to
promote manufacturing activity. This policy of what we will
call "industrialization by invitation" was initiated by
Puerto Rico and was shortly after adopted by Jamaica. The
analytical framework for this strategy in the context of the
Caribbean area was outlined in its most detailed form by

Professor Arthur Lewis in a series of articles in the

Caribbean Economic Review in 1949 and 1950.%% We will now
proceed with an outline of the Lewis analysi-.

The principal themes which are emphasized in the
Léwis framework are the location of industry, the importance
of markets and marketing techniques, the role‘of foreign and
domestic capital, and the criteria to Be employed in select-
ing the type of industries which should be established.

As far as the question of the location of ind%stry

was concerned, he-placed special emphasis on the importance

23W. A. Lewis, "Industrial Development in Puerto
Rico," Caribbean Economic Review, I (l949§ and W. A. Lewis,
"The Industrialization of the British West Indies," Carib-
bean Economic Review, II (1950). We are not suggesting that
policy makers formulated their strategies with specific
reference to the Lewis model. In point of fact the Puerto
Rican strategy had been developed prior to the publication
of these articles. The model is essentially an analytical
statement which justified the suitability of this approach
for the entire region.

/ -
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of external economies on the determination of industrial
location. These economies would be those of a pecuniary
nature.24 "Such economies are most easily realized in an
area where there already exists a large number of industries.
This is in large part due to the fact that in such a centre
the processed inpuis required for use in a variety of pro-
duction processes are quite often readily available and,
moreover, the existence of other plants could provide
readily available markets for processed output from the
plant. Furthermore, associated with an area of industrial
concentration would be a collection of financial and techni-
cal services which would be of great importance to indus-
trial operations. In his own.words: "A manufacturing cen-
tre is not a collection of separate industries but a compli-
cated pattern of interrelations and it is not until this
pattern is woven that the centre is firmly established."25

The general criterion for success of an industrial
centre was based on access to markets and raw materials, thg
interlacing of industries and t relationship of wages to
productivity. \,jf

The problem faced by regions interested in develop-

ingr an industrial sector would seem to be concentrated on

’
24The distinction between technological and pecuniary
external economies and the specdal significance of the lat-
ter concept in this context is emphasized in T. Scitovsky,
"Two Concepts of External Economies," Journal of Political
Economy (April, 19%54).

25

~
Lewis, "Industrial Development in Puerto Rico,"

q

p. 166.

~



‘ devising means of initially breaking, what in the Lewis
terminology would be, the gregarious nature of industry.
In the absence of external economies there would ha to be
some compensating factors to make the prospS??§\£arjzhe‘
earning of profits particularly attractive. The following
are the conditions which he considered’ vital for purposes of
attaining this objective.

First of all, governments would have to exercise a
great deal of latitude in determ&?ﬁng the conditions under
which industries could function. In other words, an elabor-
ate system of government regulations would act as a deter-
rent to the establishment of industry. Consistent with this
view, he argued that governments would have to break from
traditional opposition to such things as the granting of
temporary monopoly rights. In addition, the full range of

\ fiscal and commercial incentives would have to be applied.
This meant that tax exemptions and subsidies along with
tariff protection where necessary would be required features

f any programme designed to promote industries. He dispar-
aéingly dismisses opponents of such a strategy in the West
Indies in the following manner:
They discuss industrialization in terms of the close
restrictions which they would like to impose on such
capitalists and they oppose monopoly rights, tax holi-

. days and other incentives which some governments are now

) willing to consider offering. The facts are exactly

opposite to what they suppose; the West Indies does not

offer a large market. There are very few manufacturers
who wish to go there.26

) \_-\?T;73 26Lewis, "The Industrialization of the British West

Indies," p. 37. .
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The role)of incentives of the types described for
the purpose of promoting industry has been long recognized
in economic literature. The ‘various issués involved have
been examined under the general heading of the infant indus-
try thesis. In most instances the theoretical analysis is
devel;ped to indicate the circumstances which would merit
the provision of incentives to establish industries; which
would then provide items which were formerly importeé: The
Lewis view was that the limited size of the domestic market
would make it impossible to promote an effective policy of
import substitution. The process of industrial development
would thus have to be geared to the export market.

According to Lewis, successful participation in
export markets involves special competence on two levels._
First, there is the obvious need to produce goods of accept-
akle quality. A second fa%tor, which he apparently con-
sidered to be of equal if not greater importance, was know-
ledge in marketing techniques including é;vertising, finan-
cing and sales agencies in international centres. The
establishment of effective sell%ng arrangements would
require time and experience. It was as a result of these
considerations that he argued that foreign capital would
have to play a central role in the development of industry,
apart from the insufficiency of available local savings. He
states clearly the importance he attaches to the role of

foreign capital in the followihg manner: "The islands
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cannot be industrialized to anything like the extent that is
necessary without a tonsiderable inflow of foreign capital
and 6apit§lisfs‘and a petiod of wooing and fawning upon :such
people."27 QF BN
If foreign investment was of vital importance, this
leads to the question of what would be the ideal form of
such investment. Consistent with the views outlined above,
Lewis argued that securing branch plants of already estab-
lished enterprises wéuld‘satisfy_a{l of his .conditions. 1In
t@is way, not only would a region be deriving an enterprise
of known technical competence in the pioduction process, but
it would also have an organization which was knowledgeable
about-the.techniques of international marketing. Specific-
ally, thetideal solution would be one in which foreign firms@
could be attracted to establish ?ranch plants in the region
and proceed to utilize these new'operations as supply
sources to some of their traditional export markets,+instead
of relying on their home-based operations. For example, in
the Jamaican case, plants could be set up to supply markets
in the Latin American area. In Puerto Rico, a similar
result could be achieved if branches of maiQ}and plants were
established on the islana and geared their operations to
supply the island as well as mainland markets. “

’ o
- If foreign capitai and capitalists, or in other

words direct foreign investment, is to play the central role

L

I1bid.
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in the development of the sector, what are the likely
repercussions? This question could be answered by reference
to the experience of other areas which had been the recipi-
ents of such investment. At the time when Lewis was writ-
ing, 1950, direct foreign investment had been mainly concen-
trated in agriculture and resource industries. This had
resulted in the emergence of enclaves in the recipient coun-
tries, where the employment effect of such investment was
moremzhan offset, in the case of investment in agriculture,
by the tendency towards a system of mond®ulture, land scarc-
ity and the destruction of the small farmer. In the case of
natural resources, the processing operations were excluded
from the domestic economy and hence the benefits from the
extraction of exhaustible resources were severely re;tricted.
In sugstance, foreign domination had brought about a system
of resource allocation and use which was not in the short
and long term'inﬁgrests of the econamy.

Lewis argued that these experiences were not rele-
vant to a consideration of the possible repercussions of
foreign investment in industry. He suggested that the main
effect of foreign investment would be to raise income and
introduce knowledge of industrial practices. In an expres-
sion which is somewhat reminiscent of the textbook descrip-‘
tion of the adjustment mechanism of the perfectly competi-

tive model he suggests that ". . . once the local people

have Yearnt the job and built up their own savings they can
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. . 28
go right in."

The next stage in the analysis was concerned with
the problem of identifying the types of industries to
attract. This would involve the dual consideration of try-
ing to decide which industries could mosi effectively
exploit the main attractive feature of such an economy, low

l%abour costs, and help ease its most fundamental problem,
Ahigh unemployment. At the same time it would be necessary
to ensure that such industries would be minimally affected
by such economic drawbacks as access to markets, raw mater-
ials and fuel costs. He suggested that the following cri-
teria should be adopted.

First, a special attempt should be made to identify
and attréct those industries in which the ratio of wages to
gross output was high. This ratio was thought to be a good
indicator of Iabour intensity. Additional indicators of
labour intensity~which could be employed were the ratio of
wages to net output, net output per person employed and the
amount of mechanical horsepower in use per operation. A
high ratio of wages to net output would indicate that capi-
tal charges would be relatively small. In addition, low net
output per person emp%oyed as well as low usage of mechani-

cal horsepower would all be indicative of labour intensity.

28rhid., p. 39.
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He suggested that adoption of the following criteria
would minimize the unfavourable features of the economy.
Operations which made high -use of fuel and heavy raw mater-
ials should be avoided.pn the basis of cost. Furthermore;
it was suggested that the type oi operation in which the
average size of establishments habpened to be. large would be
unsuitable. This was based on the 9ifficulties likely to be
associated with administering such an establisﬁment, as well
as those associated with marketing a large volume of output.
On the basis of these criteria the Industries deemed to be
most suitable were textiles, clothing and those involving

assembly operations. -

Evaluation of the Lewis Model e

It is important to note that the Lewis model did not
call for an industrialization strategy based on import sub-
stitution. In this respect his approach differed from that
of the Latin Americans as represented in the analysis of
Prebisch at about the same period of time.29 The emphasis
placed by Lewis on the importénce of developing an export
position in manufactured products Qas indicative of his
feeling that the limited domestic markets would render
impractical a policy based on import substitution. .The

relatively large size of many Latin American cduntries

29The Economic Development of Latin America and its -
Principal Problems (New York: United Nation¥, 1950).




apparently resulted in there being less concern about the

impact that -the market constraint would have on the evolu-
tion of the sector. The shortcomings in this.policy bgcame‘
increasingly evident by the early sixties and greater

emphasis was placed on the importance of develobing an

export position in manufactured products.ao ™

In evaluating the Lewis model one has to determine
whether the overall strategy is consistent with the objec-
tive of bringing about the establishment of an effective
manufacturing secgyr. As we indicated earlier he arguea'
that a manufacturing centre is not just a collection of
separate industries. It is only effectively established
when there existgsé co;siderable degree of interdependence
between the various industries.

How will this interdependence evolve from a stfétegy
based on foreign invegtmeqiz\ We may trace out developments
towards this end in an abstract form in the following man-
ner. Let us assume that we are operating in a world in
which there are a large number of investors engaged in a

multiplicity of productive activities. Furthermore, the

Orhis recognition is revealed by Prebisch in
Towards a Dynamic Development Policy for Latin America (New.
York: United Nations, 1963) and in Towards a New Trade
Policy for Development (New York: United Nations, 1964).
This was also an issue in the controversy between the ."Mone-~
tarists" and the "Structuralists." See, for example,
D. Felix, "Monetarists, Structuralists and Import Substitut-
ing IndustrialiZation,” in Inflation and Growth in Latin

America, ed. by W. Baer and 1. Kerstenetzky (Homewood, Ill.:
Richard D. Irwin, Inc., 1964).
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goaljofithe iﬁdividual investor is that of profit maximizs
at}on.("The goal of profit maximization is further sought
after in eagh investment activity, rather than on the overall
level of‘invesFment carried out by an investor. In addition,
the decision t6 invest in aﬁy region or coufitry would be
baséd solely on whether the efpected return on the invest-
ment would be higher tham that which could be .earned from
any alternative location. Given this profit criterion, -~
investment could be attracted by creating the'necessary con-
ditions to enhance the prospects for profits. This could be
done through granting monopoly riéhts\or tariff“protection,

tax concessions, capital subsidies in the form of providing

factory space at low rental or subsidized loans for working

\
capital purposes, as well as labour subsidies through public

absorption of recruitment and training costs, which would
normally be borne by the investor. . These are in essence the
types of incentives which would have to be provided.

Once the appropriate level of incentives was granted
the foreign firm would then locate in the region. We could
agsume that the foreign firm would initially be engaged in
the production of final goods both for the domestic and
foreign market. The initial benefits to the country would
be in the form of additional income as well as employﬁent
created. Once the initial breakthrough had been made, how
would the sector evolve in this context? Since these oper-
ations would be designed to supply the domestic, as well as

[~
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the international market, their rate of growth would e a
direct function of global expansion in income. Growth in
world markets should then lead to growth in the level of
operations, giving rise tg}i;i§aa€és in employment and
income. With the growth o he sector, the incentives
schemes could be employed to bring about the establishment
of firms which could supply processed inputs, as well as
firms which would utilize output from existing plants for
further processing. Such zn%e:ﬁelationships would come
about because of th? ex%s ence_#f pecuniary external econ-
omies. In the interest of profit maximization on each unit
of investment, the individual investor would switch automat-
ically to the least cost source of supply for his inputs.

This process of integration within the sector could

also be associated with an increased measure of domestic
participation. The increase in income which would’ have been
generated would have facilitated an increase in savings by
residents. The ability to observe the way in which the
foreign plants functioned, as well as the emergence over
time of more skilled personnel both at thehmanagerial and
operational level would create an emnwironment suitable to
domestic participation in the sector. The local investor
would be free to operate as a supplier of inputs to the sec-
tor as there would be no other barrier to his participation

once he could overcome the cost constraint. By a similar

line of reasoning, output from existing firms could be
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employed by local investors in operations designed to sat-
isfy both the domestic and foreign market. Foreign invest-
ment would then act as a catalyst in the evolution of the
sector and its final form in this particular context would
need not then be in the emergence of an enclave system.

The conditions we have set out, however, are not a
reflection on any real world situation and we will proceed
to show that when these conditions are amended the basic
Lewis strategy'could be revealed to be inconsistent with his
stated criterion for successful evolution of the sector.

The framework outlined above would be consistent
with a model of perfect competition. It is now generally
agreed that it is the existence of market imperfections

31 The system

which encourages investment abroad by firms.
of incentives recommended by Lewis would work directly
towards creating such imperfections. In the context of an
imperfectly competitive model an analysis of the operations
of firms, based on the naive model outlined above, would no
longer be suitable. Lewis had suggested that effort should
be made to attract established firms to set up branches in
the area. Such a subsidiary or branch plant would likely be

an integral part of the overall operations of the parent

firm both in terms of supply of processed inputs, raw

310. P. Kindleberger, American Business Abroad (New

Haven and London: _Yale University Press, 1969}, pp. 11-13.
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ﬁaterials and marketing of the finished product. This would
likely be the case for a number of reasons. First, the
basic thinking behind the strategy was that of relocating
parts of operations rather than trying to change the struc-
ture of operations. Secondly, such firms would be engaged
in the production and markeiing of brand name products.
These firms would then be concerned about maintaining stand-
ards of quality as well as the economies which might be
realized through centralized operation of advertising and
marketing operations.

As a result of this integration with the operations
of the parent company there would likely be great Fifficul-
ties in the way of the growth of interdependence within the
sector. The ability to charge a competitive price would not
necessarily be sufficient to enable a new firm, whether
local or foreign owned, to supply processed inputs to exist-
ing enterprises. A change in supply sources might not be in
the interest of the overall international strategy of the
firm. Intra-company transactions provide for a measure of
flexibility in the costing of inputs which allow the best
earning position for the company in light of the various tax

jurisdictions within which it operates.32 By a similar line

32Kindleberger, op. cit., p. 29. The question of
various tax jurisdictions and the implications for costs of
firms operating in various national centres, as well as the
difficulty of determining the appropriate share of head
office expenses to be charged to the subsidiary, is discussed
extensively by Dudley Seers in "Big Companies and Small
Countries: A Practical Proposal," Kyklos, XVI (1963).




28

of reasoning, the existence cf a certain pattern of produc-
tion activities would not mean that a potential investor
could easily anticipate using the outpul of given enter-
prises as inputs for further stage processing since the out-
put of sq&h'enterprises could be already committed as inputs
for othé}:branches of the parent firm located elsewhere. An
expansion of output, in such cases, to meet additional
demand would not be a likely occurrence, since from the
point of view of the parent company the new firm would be a
potential campetitor in some of its established markets.
Since the intention was to have firms incorporated
within a global trading system, it would appear on the sur-
face that their expansiop over time, which would be the main
determinant of growth in income and employment, would be
based on the overall growth in world‘markets. In the context
of a branch plant situation such growth would not be auto-
matically assured. The decision to expand would be taken by
the parent company. That bei e case, expansion would be
carri?d out if growth was taking place in the market areas
which had been designated by the parent company for its sub-
sidiary's operations. On the other hand growth in alterna-
tive market areas, which, on the basis of an assessment of
costs, could be supplied by thq'Fubsidiary, might in fact be
barred to the subsidiary, in view of the fact that partici-
pation in that area would not be consistent with the overall

marketing strategy of the parent company. -

~e
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Lewis had argued that forcign invesiment would cre-
ate income and employment. If local pecople were ﬁrepaqu to
exercise thrift and exercise initiative, by observingxindus:
trial practices, there would be little to prevent local
participation in the sector. The branch plant approach r
could work contrary to this trend for the following reasons.
The principal source of savings for investment purposes is
business and not personal savings. Since non-wage‘income
would accrue to non-residents the potential savings for
domestic investment would have to come from wages. In a
very poor underdeveloped countfy one could expect the major
part if not all incréases in income initially to be deYoted
to consumption. -

Growth in personal savings, so far as it has a role,
would be a function of growth in wages and employment, which
in turn would be dependent on techniques adopted, labour or
cépital;igiensive in the production process, as well as the
scale of operations. Lewis had emphasized the importance of
labour intensity, yet most of the recommended incentives
were subsidies to capital: The prospective foreign investor
could accordingly view the situation in the following way.
The initial level of wages though low would likely be ;
transiton< phenomenon. The period of tax exemption, thoggh
definitive\“could only be realized to the maximum extent

that profits were not repatriated in light of the standard

form of double taxation agreements. It is possible that the
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investor might ini%ially‘be attracted to a labour intensive
type of activity but over time the optimum strategy could be
in the form of plowing back capital for capital deepening.
As a result, even after t;e expiration of the tax exemption
period, the level of taxable income could be ofﬁsgf through
allowances for depreciation. Alternatively, it miéﬁ%\hg
possible to argue more directly, given the proposed incen-

tives, that there would initially be a strong incentive to

establish capital intensive enterprises. Moreover, as

.Kindleberger suggests, the use of management, supervisory

and possibly even semi-skilled personnel from the parent
company introduces a bias towards the use of technology and
factor proportions used in the home country.33 This would
mean the‘ﬁse of capital intensive technology.

Apart from théjéuestion of ability to participate
through access to adequate savings, the branch plant struc-
ture w&uld likely create difficulties in the way of partici-
pation even if the necessary funds were available. This
could be the case even in those aréas of producti&e activity
of limited interest to the foréign investor, for example,
the provision of items aimed directly at the local consumer
market. Even here the local investor might be faced with

the problem of meeting the standards of marketing practised

by the established foreign firms. This could represent an

Fipid., p. 147.



31

additiona{ cost burden in view of the faet that within éhis
model the local market would be a small element in the
overall operations of the subsidiary. |

We indicated earlier that Lewis had placed a great
deal of emphasis on the importance of exports of manufac-
tured products. In the case of Puerto Rico, a country hav-
ing free access to the entire mainland market, his package
of proposed?incentives were quite consistent with bringing
about the establishment of firms established to supply this
entire market area. However, in Jamaica, where access to
internationat markets was far more restricted, such policies
as recommended were consistent with branches of firms being
established for thé sole purposé of supplying the local mar-
ket. In this instance firms would be faced with the problem
of weighing the additional cost which couldaarise from
transferring some manufacturing -activity to-the island or ‘
with the prospect of complete loss of the market should some
other firm move in to provide the local market and receive
the benefit of tariff protection. The additional cost
likely to be involved in manufacturing solely fqr the Yocal
market may not be particularly significant. It would
involve the shipment of components instead of the finished
product to the market area. The capital costs of establish;.
ing a new plant could be offset through the tax concessions;

Costs associated with underutilization of éapacrty and less

.
efficient local labour would be at least partly‘ameliorated

#
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by the higher prices which could be charged, given the
degree of commercial protection which would be received.
Overall, the costs would likely not be significant, there

" would be minimum disruption to the international operations
of the company and moreover it would be a means of maintain-
ing its international competitive position. The desire by
internationgl ocligopolies to maintain iﬁeir competitive
positions Hés bg?n held to account for the existence of

several uneconomic plants in Latin American countries, oper-
)) 34
’ \ . . .
y ‘\ The package of commercial incentive measures would
/Aot Shly help to promote import substitut%on, with its
\

ating with 'high commercial protection.

//associated shortcomings of high cost, ineffieiency and bal-
ance of payments problems, but would also work against the -
spread of industrial interdependence. The imposition of
high tariff rates on finished products and low or zero tar-
iffs on capital equipment and components creates an addi-
tional disincentive to manufacturers to try to derive inputs
from domestic sources. The lower the percentage of domestic
value added in the production process the greater would be
the degree of protection received on local operations by the
manufacturer and the higher the potential profits on his

operations. There would be little interest on the part of

34C. F. Diaz Alejandro, "Direct Foreign Investment
in Latin America," in The International Corporation, ed. by
C. P. Kindleberger (Cambridge, Mass.: 1he M.I.T. Press,
1970), p. 326.
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initial manufacturers to engage in the production of compon-
ents for its local operations. Moreover, they would have a
vested interest in resisting an applic;tion for firms from
an§ source to receive a measure of protection to engag? in
such production.35

In summary, a policy of industrialization based on
the attraction of brané%es of foreign firms could result in
such firms being integrated internationally with their for-
eign parents, giving rise to a situation in which there was
considerable internal fragmentation of the sector. The
growth in income and potential for an increase in savings
allowing for an increased measure of local participation in
the sector is by no means automat{;ally assured within the
context of the model. 1In point of fact we have suggested
that growth in employment, income and savings would very
likely lag behind what one would expect from an observation
of overall growth in the sector. Furthermore, the increased
dominance of the foreign element in the sector over time
would impose a severe constraint on domestic participation
should the necessary funds become available. Finally,
although the importance of developing an export position in
manufactured goods was realized, it @as possible that y

meaica, which did not have the export possibilities open to

T —

35A.‘O Hirschman, "The Political Economy of Import-
Substituting Industrialization," The Quarterly Journal of
Economics, LXXXII (1968), 17-18.
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Puerto Rico, could end uﬁﬁby adopting this strategy with a
manufacturing sector dominated by firms engaged in import
substitution activity.

We will now proceed with an outline of the princip;l

features of the Puerto Rican and Jamaican incentives.

: The Puverto Rican Incentives

In Puerto Rico, tax exemption was the principal ele-
ment in the strategy for attracting investiment capitali The
exemption provisions were as follows. Exemptions were
granted for a ten-year period on business and property
incomes. Dividend income of resident stockholders of tax
exempt corporations was also exempt from pef;onal income
tax. In addition, production equipment, materials and
exported products were gxempt from excise taxes.36 These
provisions were designe; specifically to attract investment
from the continental United States. As far as the mainland
investor was concerned, the direct benefits of these exemp-
tions could only be realized if he were not liable to pay
the federal income tax. This would be the case, for example,
of the United States investor who moved from the mainlané to
Puerto Rico. Alternatively, there was a special provision
in the United States Tax Law which allowed an investor who

resided in the United States, but who earned 80 per cent of

\ 364, c. Barton, "Puerto Rico's Industrial Develop-
ment Program 1942-1960," p. 5. (Mimeographed. )




his income from Puerto Rico, including 50 per .cent from
active conduct of a business on the island, to gain an
exemption on that income. Finally, earnings not repatriated
would also be tax exempt.37

The Devélopment Company, which had been established
&n 1942, was reorganized in 1950 and became known as the
Economic Development Administration or Fomento. Undexr the
generél sdpervision of this organization other measures to
attract mainland investment were ghministgred. These
included the provision of factory buildings at low rental
rétes, assistance in the recruifment of specially trained
personnel and the negotiation of labour contracts. Finally,
it was responsible for a w1despread publlc relatlons-pro-
gramme carrleqiyut through agencies established in major
American cities publicizing the profitability of island
investments as well as providing guidance to prospective
investors concerning the general environment of statutory
regulations which would govern their activiti%?%on the
island.38 ‘

Apart from the measures outlined above, an effort

was made to publicize the general low level of island wages.

Theiwage level was to a considerable extent beyond the

37Lewis, "Industrial Development in Puerto Rico,"
p. 162.

38G K. Lewis, Puerto Rico: Freedom and Power in
the Caribbean (New York: Monthly Review Pxress, 1963),
pp. 172-73.
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control of the-islandhgovernment. The United‘States Fair
Labour Standards Act, Social Sécurity Act and minimum wage
legislation was applicable on the island. Arrangements were
worked out for special exemptions from the provisions of
these acts in order\to permit the island to retain at least
on a temporary basis the advantage of its lower labour
costs. The Commonwealth Minimum Wage Board functioned as
the regulatory agency on the island for the control of wages.
.Although an elaborate system of incentives was
formulated for the purpose of attracting mainland business
enterprises,lno specific measures were enacted at the outset
to assist re;idents who were considering investment in
industrial enterprises. Appreciation of the special diffi-
culties likely to be faced bX the local investor and
accordingly the need for special consideration was not
explicitly recognized until the late fifties. A special
commission39 was established to investigate and make recom-
mendations to stimulate local inv;stors. It was recommended )
that there should be a distinct organ;:;tional seﬁaration
between maintand and Puerto Rican promotions within Fomento.
In addition there should be a functional division within the

organization between operations and services. The operations

section would have the responsibility for explorjing the

39Economic Development Administration, Stimulating P
Greater Ldocal Investment in Manufacturing Enterprises 1in
Puerto Rico (1960).

F:
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feasibility of individual projects for the purpose of iden-
tifying new areas for local investment or to facilitate the
expansion of some existing enterprises. Feasibility studie§
conducted under the auspices of this agency would ha;e to
examine some of the specific barriers in the way of breaking
into the mainland market. These would vary from such long
range problems related to standardization, quality control,
design and)technological lags in operations.

It was glso recommended that new arrangements should
be made for the provisién of financial assistance to local
firms. It was suggested that a special’organization should
be established fo lend or invest risk capital and that the:
procedure of applying for loahs should be simplified. This
would be achieved if the lending agencies were to devise
proc?dures which could assist the prospective appficant‘in
preparing his application, thereby reducing the time taken
to accept or reject a proposal. There was a further sugges-
tion to the effect that economy in the use of limited
government funds could be realized if the dévelopment com-
pany would dispose of its investments as soon as they could
be financed from other sources.

There was also a recommendation to the effect that
arrangements should Pe made to allow new industrigal ventures
to operate under royalty and brand name-agreements with
mainland manufacturers. This would'be encouraged by allow-

”

ing tax exé&btiohs on paten{ or royalty income paid to

N
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companies established by mainland firms to handle such roy-
alty or patent arrangemen£s. In so doing, it was expected
that the advantages generally associated with branch plant
operations, marketing, managerial and teg¢hnical would now be

retained with 'the benefit of lacal ownership.

. . The Jamaican Incentives

In many respects the approach adopted by the Jamaican
governmént was a piecemeal one in which amendments were made
in an attempt to make the island a more effective competitor
with Puerto Rico for foreign investment. The first legisla-
tion, the Pioneer Industries (Encouragement) Law of 1949 was
designed to encourage both local and foreign investors to

establish labour intensive industry and to encourage the

. retention of profits on the island. Firms operating under

the act were allowed to write off their capital in five
equal inétallments over a period extending up to eight years

40 The basis on which pioneer status

against their profits.
was to be granted would be determined by the numbgr of pion-
eer factories already established or about to be established
for the manufacture of the product in question, as well as
the expected output of the factory. The speed with which

the applicant expected to commence operations would also be

a determining factor. Pioneer manufacturers were also

40

./ A. Brown, "Economic Development and the Prlvate

Sector," Social and Economic Studies, VII, No. 3 (1998), 1l10.
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aranted permission to imporf‘capital goods without payment
of tonnage tax and customs duties for a period of five
years. There was the reservation, however, that the schedule
of allowable imports could be revised to exclude tho;e capi-’
tal items which in some subsequent period were being locally
produced. There was no exemption for industrial raw
materials.4l

The initial legislation was eventually found to be
subject to a number of shortcomings. It tended to favour
the establishment of capital intensive operations. Further-
more, the special emphasis placed on pioneers meant that
existing business enterprises, which may have considered
expansion, would not be able to benefit from its provisions.
With a view to overcomingffhese shortcomings the Industrial

42 In addition to the

Incentives Law was passed in 19%6.
conditions set out in@tﬁe previous legislation, approval to
operate under the law was also to be based on the extent to
which the enterprise would contribute to employment, as well
as the _size of the wage bill, the use of local raw materials
and skills, the degree to which existing caggcity for the
manufacture of the product was sufficient to meet demand for

the product and the risk element invalved.43

9
4lD. MacFarlane, "A Comparison of Incentive Legisla-

tion in the Leeward, Windward Islands, Barbados and Jamaica,"
Social and Economic Studies, Supp., XIII (1964), 2.

42Brown, op. cit., p. 110.
43MacFarlane, op. cit., p. 23.
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This act offered two forms of tax relief. By one
option a firm could receive a seven-year tax‘éxemption on
profits. During this period a notional depreciation allow-
ance would be taken against its assets. At the end of the
period, annual depreciation allowances would be allowed on
the original cost of the assets less the notional depreci-
ation allowances already granted. LoQSes which had been
incurred during the period and hot written off could be car-
ried forward for’an additional period of six years without
taking iﬁto account any depreclation of assets. The second
granted a four-year tax exemption during which depreciation
charges would be postpoped. In the fifth and sixth years
tax exemptions would be reduced'fo two-thirds and one-third
of income, respectively. In the sixth year the company
would be in a position to claim full depreciation on the
value of its assets as from the date of their purchase.

This legislation also adopted the Puerto Rican feature of
tax exemption on dividend incomelfor both residents and non-
residents, as long as the latter iwere not subject.to tax-
ation on such income in their home country.44

In the same year, 1956, legislation was passed,
which was specifically designed to promote the establishment
of export industries. A firm applying to operate under this

law could opt for the concessions allowed by either of the

4 1pid., pp. 25-26.
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laws previously discussed. The additional incentive pro-
vided by this special law was the provision for duty-free
imports of raw materials in addition to capital goeds.
These benefits could only be received by firms whose total
output would be expOrted.45

Along with the fiscal and commercial incentives the
government followed the Puerto Rican pattern in the estab-
lishment of an industrial development corporation. The
function of this corporation was to assist in the attraction
of foreign investment through the work of public relations
agencies in foreign financial centres. In addition, 1t was
to help develop industrial estates and construct factory
buildings for lease to local and foreign companies. Apart
from this, it was provided with funds to partieipate in the
ownership of enterprises and in extreme cases could assume
control of failing enterprises. This last function was sub-
sequently transferred to the Development Fingncé Corpora-
tion.46 -

The main part of the study is concerned with an
examination of the evolution of the sector in the respective
countries between 1950 and 1967, where it will be demon-
strated that the pessimistic evaluation of the model out-

lined earlier was justified. A brief summary of the major

findings is presented below.

rpid., p. 26.

%1pid., p. 30.
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The Development Pattern, 1950-196747

In this period both countries experienced rapid real
rates of growth in Gross Domestic Product. In Puerto Rico
the annual real rate of growth in G.D.P. was 6.7 per cent
for the decade 1950-1960 and 9.0 per cent between 1960 and
1967. 1In Jamaica the real rate of growth in G.D.P. was 6.7
per cent on an annual basis. The manufacturing sector
emerged over the period in“both countries as being the
single most important contributor to G.D.P. This sector
contributed approximately 23 per cent to the value of G.D.P.
in Puerto Rico and 15 per cent in Jamaica.

In 1967, there were approximately 58,000 people
employed in the manufacturing sector in Jamaica. This
represented 10.9 per cent of the employed labour force.

This sector was ranked third in terms of its contribution to
employment and lagged far behind the agricultural sector,
which accounted for 43 per cent of the employed labour force.
In Puerto Rico there were 130,000 people employed in the
manufacturing sector. This accounted for 18.9 per cent of
the employed labour force. This sector was second in
importance- to the service sector which provided employment
for 30 per ceS} of the labour force. The agricultural sec-

tor which in 1950 had been the single most important source

of employment, accounti? for 36 per cent of the employed

47The information provided is a synopsis of the
findings outlined in Chapters IV and V. 8
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labour force was in 1967 providing employment for 14 per
cent of the labour force.

In Puerto Rico, exports of manufactured products had
emerged over the period as being the major traded items,
representing approximately 75 per cent of the island's
exports. In excesstof 90 per cent of the island's exports
were destinéd for markets in the United States. The single
most important export item wag'clothing, representing
approximately 25 per cent ofpisland exports.

Exports of manufactured goods, apart from crude
sugar, had been virtually non-existent in Jamaica in 1950.
By 1967, exports of manufactured products represented
approximately 10.6 per cent of total island exports. Over
one-third of the value of these exports consisted of cloth-
ing. The major export markets were the United Kingdom, the
United States and Canada. The general picture was one of
modest growth in exports of manufactured products. Unlike
Puerto Rico, the industries established were mainly con-
cerned with supplying the local market.

In spite of the rapid growth in income experienced
by both countries as well as the expansion in the manufac-
turing sector, both countries in 1967 were still.suffering
from chronic unemployment. In Puerto Rico the rate of unem-
ployment in 1967 was 12.2 per cent. There was no officially
published data on unemployment for Jamaica for that year.

The last date for which official information was available,
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1960, revealed an overall rate of unemployment of 13.5 per
cent. This estimate excluded all persons who had never held
a job. However, in view of the substantial decline in out-
migration since that period as well as estimated rates of.
growth in the labour force in relation to the number of
additional jobs created, unofficial estimates place the
level of unemployment in 1967 at approximately 20 per cent.48

The existence of continued high levels of unemploy-
ment in botnTCOuntries indicates that the industrialization
strategy had‘not worked effectively towards meeting its
prime objective. The reason for this failure was in large
measure due to the fact that the sector evolved alohg the
lines suggestea by the more pessimistic evaluation of the
Lewis modei discussed at an earlier stage in this chapter.
The failure of the programme to make a more significant con-
tribution to the unemployment problem can at least in part
be related to the fact that the growth of the sector was not
associated with either any trend towards interdependence
within the sector or between the sector and other sectors of
the economy. In Puerto Rico, there existed in many indus-
trial sectors plants involved in different stages of process-
ing operations. In the textile and apparel industries this

\

was the case, yet there were virtually no inter-industry

sales. These were, in fact, among the industries which

//

. / \
480. Jefferson, The Post-War Economic Development of
Jamaica {(Jamaica: Institute of Social and Economic Research,
University of the West 7Indies, 1972), p. 32.
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showed the highest percentage of exports in relation to the
value of domestic production.49 This suggests that oper-
ations on the island were integrated with mainland activi-
ties and the relationship between island firms and their
mainland parents limited interrelationships in operations on
the island.50
In Jamaica the expansion of the sector was associ-
ated with a decline in the domestic input coefficient and a
'correspoﬁdieg increase in the import input coefficient.51
Unlike Puerto Rico, where the market constraint was absent,
Jamaican industry was in the main established for the pur-
pose of supplying the domestic mariet. In other words, the
effect of the policies adopted resulted in a pattern of
industrialization based on igport substitution. The domin-
ance of import ieplacing industries was encouraged by a

tariff system which provided high rates of protection for

domestically produced items extending up to complete

X

49See Chapter V, Table 5-18.

50In a report on industry in Puerto Rico, prepared
by the Economic Research Division of the Chase Manhattan
Bank, it was emphasized that the industrxial future of the
1sland depended on the degree to which industries “became
integrated into the economy. It was pointed out that most
activities involved processing imports of raw material and-
semi-finished products from the United States, generally
from affiliates and exports of almost all the finished pro-
ducts back to the mainland. In support of this statement
they cited the cases of the shoe, apparel, electronics,
metal products and chemical industries. Chase Manhattan
Bank N.A., Economic Reseaxrch Division, Industry in Puerto

Rico (New York, 1967), p. 26.

51 '
Chapter IV, Table 4-16. :
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prohibition of imports while at the same time allowing for
free imports of capital goods and in some instances duty-
free imports of material inputs or alternatively imposing
only nominal duties on such inputs. The high effective
rates of protection which the system provided, the effective
rate in most instances being between two to three times the
nominal rate, provided little incentive to manufacturers to
try to seek out or establish local sburces.gf shpply.52

Although the growth of the sector mainly involved
import substitution, the country was able to avoid the balance
of payments crises associated with this type of industrial

development in many Latin American‘ countries. There are a

number of reasons for this difference. In the first place

Jamaica does not have an independent banking system. By

terms of the Sterling Exchange Standard, which was in exis-
tence up to 1956, local note issue had to be backed 100 per
cent by sterling assets. Local currency could be exchanged
for sterling at par value and through the exchange of ster-
ling other foreign currency could be obtained. This 100 per
cent reserve system then meant that money supply changes
would be determined by changes in holdings of sterling claims
arising from international transactions or official grants.
The establishment of a central bank in l?él did not
bring about independence in monetary management. The 100

per cent reserve requirement was dropped but the link with

/ , '
52Chapter IV, Tables 4-18 and 4-19.
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sterling was retained as evidenced by the decisign to follow
the British devaluation in 1967 and to follow the sterling
appreciation in 1971.

Secondly, the commercial banking system is dominated
by branches of foreign banks, predominantly Canadian commer-
cial banks. These banks can freely transfer funds from their
head offices should this be necessary to support their local
operations. Thirdly, a major source of foreign exchange over
the period was the capital inflows associated with invest-
ments, not only in manufacturing but more importantly in the
bauxite industry. Associated with this was the fact that the
bauxite companies paid their taxes in foreign exchange and
converted foreign exchange to local currency for working
capital purposes. Finally, the period witnessed a consider-
able expansion in the tourist industry, an additional source
of foreign exchange. No difficulty was experienced in'fin-
ancing the growing trade deficit over the period. In fact
between 1953 and 1968 the country's foreign exchange reserves

53

increased more than threefold. Nevertheless, under this

quasi gold standard system a balance of payments crisis can
N &
be revealed in the form of a general decline in economic

acti}{ty, income and employment.54 There was some evidence

of this mechanism at work in the economic slowdown in the

53Jefferson,‘og. cit., p. 216.

540. Thomas, Monetary and Financial Arrangements in
a Dependent Economy (Jamaica: University of the West Indies,
1965), p. 106.
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immediate pre-independence period, 1961-1962.

The early success of the Puerto Rican programme,
stimulated by the Korean War boom, created a great deal of \
optimism on the island. By 1952, officials were predicting
that severe long term unemployment for men would shortly be

S A more realistic appraisal eof events was

eliminated.
braught about by the slowdown in economic activity associ-
ated with the recessions of 1954 and 1958. It was realized
wthat,the goals of the programme would take somewhat longer
x%o be realized but there were no doubts about the overall
correctness of the programme. Attention was focussed on the
large number‘of-Eﬂants established, the diversity of their
operations and the direé£ employment generated in such
plants. It was pointed out that cén;rary to the traditional
view of effective economic growth being able to take place F
only a£ the expense of low living standards for the bulk of
the population, the Puerto Rican programme, based on the
attraction of private capital, was’able to achieve expartsion
of productive capacity and also of per capita living stand-

ards at the same time.56

It was suggested that the criteria
necessary for successful initiation of this approach were
currency stability, which could be achieved through linking

the currency of a country to that of a major country which

55Ross, op. cit., p. 130. . I

56W. Baer, "Puerto Rico: An Evaluation of a Suc-
cessful Development Program," Quarterly Journal of Economics,
LXXIII (1999), 662-64.

-
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would be/é/potential supplier of capital and at the same

time entering into a long term customs agreement, something

like a customs union, with this country.57
There was, however, a body of opinion which held that

the generalized approach towards the attraction of industry

would likely yield short run benefits to the economy but was

not contributing towards the creation of an industrialized

economic system. There was being developed, instead, a con-

glomeration of individual factories with no particular ties

.to Puerto Rico or to each other. As a result a change in cir-

cumstances could lead to a rapid disintegration of the system.58

Recognition of the importance which should be attached
to the degree of inter;elationship between industries was
revealed in the establishment of a fully integrated petro
chemical complex in the early sixties. It was designed to
make extensive use of local raw materials, such as limestone
and clay, as well as part of the output from the petroleum
refineries. .The refineries were to provide inputs for the
production of synthetic fibres and #lastic products.59 The

move towards the establishment of the industrial complex was

S71bid., pp. 665-70.

58Ross,”og. cit., p. °151.

59An outline of the method to be adopted, as well as
the criteria for the establishment of a successful indus-
trial complex and the case for the particular Puerto Rican
experiment can be found in W. Isard, E. Schooler and
T. Vietorisz, Industrial Complex Analysis and Regional
Development (Cambridge, Mass.: The M.I.T. Press,, 1999).
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a separate promotional feature of the programme, with there

-

being no evidence of any effort béing made to establish
greater interdependence in all industrial sectors.

In Jamaica, the period from 1950 to 1960 was also one
of véry rapid expansion. Gross Domestic Product incre;sed
from J$11.4 million to J$48 million. Although the rate of
growth of manufactu;}ng output was impressive, the“rapid
growth in income was mainly due to non-manufacturing activity,
mainly the bauxite industry. This activity, which started in
1953, was by 1960 contributing 9.6 per cent to G.D.P. at
factor cost but less than 1 per cent to overall employment.

In spite of these impressive developments it was
apparent that the country was still faced by a critical unem-
ployment problem. The population census conducted in 1960
revealed that appfoximately 13.5 per cent of the labour force
was unemployed. A labour force survey conducted in 1957 had
revealed that unemployment was considerably higher than the
national average for those members of the labour force under
the age of thirty as well as being higher for females than

for males.éo

In a series of articles written for the local news-
ffaper on economic problems faced by the island, Professor

Arthur Lewis pointed to unemployment as being the single

61

most important problem. He argued that industry could

60Five Year Independence Plan, 1963-1968, p. 35?\‘/

61W. A. Lewis, "Jamaica's Economic Problems," The
Daily Gleaner, Supp., September, 1964.
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make a more important contribution to the problem as many
manufactured items which were then being imported could be
produced locally. It was his view that tﬁ? main obstacle in
the way of establishing industries for Ehe‘éhrpose of
replacing imports was high local costs of production. High
cost was in his view not a sufficient condition to prevent
the establishment of industry, in light of the employment .
needs of the country. Selected industries should be pro-
vided with adequate protection. In order to ensure that
such protection did not give rise to profiteering or encour-
age inefficiency, an independent Tariff Commission should;be
entrusted with the responsibility of recommending what leéel
of protection should be provided and whether tariffs should
be reduced on previously protected industries.

In the long run something would have to be done to
deal effectively with the cost problem. The high, costs were
a reflection on the relative shortage of local people with
the necessary skills fo£ manufacturing operations. This
meant that employers had to rely on fo?eigners and could
only hope to attract such people by offering them higher
levels of remuneration than they could earn from similar
jobs in their home countries. The limited number of local
people with the necessary skills wd's also favourably placed
to demand relatlvely high salaries. Ultimately the solution
to the problem in h;s view rested on an expansion as well as

a change in the educational system:to provide the economy

'
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with a larger number of people with the necessary skills

> required in industry. |

. Y < ys .
- Lewis had taken an explicit position in favour of a
policy of import substitution for Jamaica. If advocating

this approach no attention was paid to the necessity of pro-

. moting a greater degree of interdependence both within the

sector and between the sector and other sectors of the econ—‘
omy. Given rhe established pattern of tastes for a wide )
variety of name brand imported manufactured products a pol-
icy of import substitution would involve a continuaﬁdon of

x

what was already taking place, namely, production baééd on
assembly of imported components involving limited domesti;
inputs. It must be pointéd out, however, that Leﬁes saw the
solution to the problem of unemployment as involying a
restructuring of all secto;s of the economy. *The stabiliz-
ation of costs, which could come about through the enactment
of an incomes policy, would help to improve the competitive
position of the export agricultural sector, as well as indus-
try, and slow dowﬁ'the increa;ing capital intensity of pro-
ducfion activitigs. He viewed the growth.in capital inten-
sity as a device adopted by pfbducers to offset increasing
labour costs. This in turn was used to.explain why

. -

increases in output were associated with such modest

increases in employment. o
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In a series of lectures given at McGill University
in 1964,62 William Demas conducted-an extensive review of
the overall problems of development faced by a small undér-
developed country as well as the diff;culties which have to
be overcome in lhe promotion of a manufacturing sector. He
indicated that a policy of manufacturing development based
on import substitution would have limited scope in light of
the absence of a diversified resource base and the frag-
mented domestic market due to public identif{ication with
brand name products. Manufacturing for the export market
would then be essential but in this regard he acknowledged
that in order to meet international competition the use of
}apitaf intensive technology would be unavoidable. As a
result, although the development of a manufacturing sector
‘wowld be an essential part of the develqpment process, this
sector would be unlikely to make an ef?ecgife contribution

to the employment problem.6? Demas emphasized the import-

\
ance of local participation in the development of the econ-

omy. However, he thought that such participation could be
reconciled with a continued flow of foreign investment and,
like Lewis, argued that the key to the development of a

local entreprencural class rested on the exercise of thrift
64

by individuals.

62N. Demas, The Economics of Development in Small
Countries (Montreal: McGill University Press, 1966).

631pid., pp. 132-33.

%41pid., p. 137.
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A somewhat different approach was taken by another
West Indian economist, Lloyd Best, to the unique problem of
development created by size.%° Best saw the problems cre-
ated by the existing pattern of demand and inappropriate
technology as being inextricably tied to the reliance on
foreign investment andlthe dominance of international cor-
porations in the functioning of the economy. 1In his view
development strategy should be directed towards ending this
reliance on foreign capital and establishing effective local
control of the economy.

In light of the various issues outlined above there
has been increased interest in adopting a regional approach
to the problem. Evidence of this is seen in the participa-
tion, if somewhatl reluctantly, of Jamaica in the Caribbean
Free Trade Association established in 1968. It has been
pointed out, however, that traditionally structured economic
assocliations, be they of the free trade area or customs
union variety, will not be adequate to overcome these basic
difficulties. What will be required is a form of associ-
ation which involves integration of agricultural and indus-
trial activity on a regional basis with agreement on the path

of development to be followed by the participants over time.

65L. Best, "Size and Survival," New World Quarterly,
Guyana Independence Issue (1966), pp. 58-63.

66An outline of the potential framework for such an
approach was provided by H. Brewster and C. Thomas, The
Dynamics of West Indian Economic Inteqgration (Jamaica:
Institute of "Sociral and Lconomic Research, University of the
West Indics, 1967).
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In most discussions of the development straiegy
adopted by Puerto Rico, emphasis is placed on the unique
opportunities afforded the island by unrestricted access to
the mainland market. As a result, the growth of the sector
was associated with a great expansion in exports of manu-
factured products, whereas, 1in Jamaiga, the new firms geared
their operations mainly to supplying the local market. In
spite of this difference the experience of .boih colintries
over the period with the common strategy adopted was very
similar. Both countries experienced rates of growth in
income but continued high levels of unemployment. There was
no significant trend towards the growth of interdependence
within the sector or beilween the sector and other sectors of
the economy. Moreover, particularly in the case of Puerto
Rico, there was no significant growth in local participation
in the sector.

Accessibility to external markets and investors is
then not sufficient. Specific action directed towards
ensuring greater utilization of domestic inputs is required.
This policy has been adopted by some countries, but this
policy is generally not well accepted by the foreign inves-
tor, based on the fact that this condition often results in

an unsatisfactory quality of processed inputs, delays in
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delivery and gcnerally adds to operating costs.®?

A strategy based on foreign investment implies a
reliance on foreign technology. The manufacturing sector in
both countries revealed a capital intensive bias, a develop-
ment which was clearly not in their best interests. The
foreign firms utilized the techniques with which they were
familiar. As Hymer argues:

Basically, the problem seems to be that underdeveloped
countries need most of all not the technology used in
advanced countries, which is often ill-suited to their
resources, but the ability to discover and develop tech-
niques of their own. I am doubtful that firms whose cen-
ter of gravity is the developed world will be of much

use in the task. They are not truly international cor-
porations but are really national firms and their hori-
zons are limited by their environment.

The capital intensity which tends to categorize the
manufacturing operations of foreign firms carries further
implications. Capital intensity usually implies high labour
productivity, giving rise to a situation whereby high
incomes are earned by employees. There is a tendency then
towards a growing maldistribution of income. Apart from the

social undesirability of this type of development, growing

income inequality further complicates the problem of dealing

These issues are discussed in detail by J. Baran- ©
son, "Transfer of Technical Knowledge by International Cor-
porations to Developing Countries," American Economic Review
Papcrs and Proceedings, LV (May, 1965), 259-67, and
W. Skinner, American lndustry in Developing Countries (New
York: John Wiley & Sons, Inc., 1968), Chapter VI.

685, Hymer, "Progress and Transfer of Technical
Knowlcedge," Amr11can Economic Review Papers and Procecdings,
LVI (May, 1960L), 277.
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with the employment problem. The limited number of high
income earners provides the effeclive market for manufac-
tured goods. Their demand will be' geared towards durable
consumer goods. Thus the growing domestic market for manu-
factured goods will lead to further production of goods of
the capital intensive variety, maintaining or enhancing the
income inequality. There will be limited interest in pro-
ducing labogr intensive goods as there would be no effective
demand for these items. It has been suggested that this
could lead to an alliance between the foreign investor and
local high income workers, making it very difficult on the
part of government to initiate policies which would yield

benefits for the community as a whole.69

The experience of both of these countries with their
industrialization programmes indicates that attracting indus-
tries with the use of a package of incentives can lead to
substantial growth in industrial output and income. How-
ever, such growth need not be associated with substantial
reduction® in unemployment, or growth of a domestic entre-
preneurial class. In other words it was clearly not a
short-cut towards self-sustained growth. The fellowing sec-

tions of the study first trace the historical developments

in each country prior to their deliberate programme of

69 Hymer, "The Efficiency (Contradictions) of
Multinational Corporations," Amecrican Economic Revicw Papers-
and Proceedings, LX (May, 1970), 447.
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. industrialization. This is followed by an evaluation of the

de%elopment of 'the manufacturing sector in each country‘over

_the period from 1950 through 1967. The experience of both ,

. -,

& s

countries reveals the shortcom}ngs in the strategy which

they adopted.

\
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CHAPTER II

JAMAICA: THE PRE-INDUSTRIAL SETTING

—

Introduction

In this chaétcr we will conduct an examination of
he evolution of the Jamaican economy over a period in the
land's history, beginning with the abolition of the insti-
tution of slavery and ending at the time of the Second World
War. This period is important im that not only waslthere
the initial drastic social and economic change associated ;
with the abolition of slavery, but the period was also char-
acterized by a number of developments, a knowledge of which
helps in understanding the nature of the problems énd the
response to these problems in the contemporary period.

The plantation system in Jamaica had flourished
behind the protection provided by the mercantilist policies
of eighteenth-century England. The rapid accumulation of
wea{th by the pl;nters combined with the corrupt electoral
sygtem of the period enabled the planter class to gain a
considerable amount of political power. Understandably they
exercised this political power in the English Parliament to
serve their own interests, specifically in securing a closed
market and high prices for sugar exported from the area.

The ability to exergise monopoly power in the market”%hrough

59
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the use of politica% power placed them in a position where
there was little incentive to try to improve the profitabil-
ity of their operations through increased efficiency. Their
response to weakening markels was to create an artificial
scarcity through restricting their volume of output. By the
turn of the nineteenth century the Jamaican plantations were
already high-cost inefficient operations and the need for
reform was evident even before the abolition of slavery
brought about the need to adjust to wage labour. We will
now proceed with an examination of developments in the econ-

omy in the immediate post-emancipation period up to 1865.

Stage I: The Post-Emancipation Period

The two occurrences which had the most far-reaching
effect on the economy of the island in this period were the
introduction of wage labour and the loss of a protected mar-
ket for sugar. The latter development came about with the
move to complete free trade by Britain by the 1850's. The
introduction of wage labour had an important impagt on the
economy -in view of the fact that the reluctance of the
planters to adopt new techniques in the earlie: period meant
that production was highiy labgur intensive. Under the
slave system, operating labour costs could be held to‘ﬁodest
levels since the slaves prévided the major portion of their
food xequiremcnts from their provision’grounds. All other

things being equal, the need to pay wages then meant a very
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substantial increase in the cash requirements of the planta-
tion operators.

The absolute size of the wage bill would of course be
directly dependent on the wage rate. We could look at the
factors underlying the demand and supply for labour in this
situation in the following way. First of all, on the demand
side, with given sugar prices and techniques of production
there would be little variation in the quantity of labour
demanded as well ,as thc wage rate which employers would be
prepared to pay. On the supply side the quantity'of labour
available at various wage rates would depend on the absolute
size of the labour force, the cost of imports, the alterna-
tives to plantation work, as well as the degree of psycho-
logical resistance to any participation in plantation work.
In this instance the latter two determinants were important
factors in establishing the level of wages. There were
alternatives to plantation work in the form of own account
farming in view of the fact that the plantations had used
only a part of the land suitable for agriculture. In addi-
tion, there was available land in the md}e mountainous parts
of the island which hiad been left idle as it was unsuitable
for plantation agriculture, but could'be used for peasant
farming. The psychological resistance to further work on
plantations was also significant partly as a result of
memories of unpleasant experiences under that system, as

well as the strong desire on the part of the ex-slaves to
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fully asseft their)new-found freedom and independence. The
planters had traditionally received their cash advances from
British merchant houses, which in turn were responsible for
marketing the crop. By the time of emancipation a greaf
many of the estates were already heavily mortgaged and 90
per cent of the estates were allegedly mortgaged beyond
their value.l As a regult a great deal of difficult;%was

experienced in raising additional working capital require-

"ments. The planters were thus faced with a severe cash

shortage which would have made the process of adjustment
very difficult, even if they had been prepared to carry out
any adjustments.

A factor of significance in an evaluation of the
economic adjustment in this period was the economic philo-
sophy)of the planter class. As Curtin points out, "Belief
in the essential disequilibrium between Jamaican land and
labor became the central point in the economic creed of the
planting class: it was used to explain their failure in
much the same way as it was used to predict that failure."2

The slow rate of popuﬂ%tion growth in the period of
slavery together with the land area available for agricul-

ture could be used to indicate the possibility of the emer-

lG. Eisner, Jamaica 1830-1930 (Manchester: Manchester
University Press, 1961), p. 196.
2 <

P. D. Curtin, Two Jamaicas (Cambridge, Mass.:
Harvard University Press, 1955), p. 133.
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gence of labour scarcity with a move to free labour. How-
ever, as Hall points out, the belief that there was a very
large amount of free land was based on inadequate surveying
and an overestimation of the size of the island.3
Theie were two aspects to the labour shortage situ-
ation. One was the cost of hiring labour and the second was
the difficulty in maintaining a regular work force. The
problem of labour continuity arose from the fact that many
workers who were prepared to do plantation work also had
their own lands on which they wanted to devote their time.
The planters' response to the problem of cost and continﬁity
was to try to exercise monopoly power by working out an
agreement whereby long term employment contracte would be
mandatory as well as by attempting to restrict land sales
for small settlements. This latter measure would reduce the
options open to workers and place the planters in a posifqz;
where they would be better able to enforce lower wages.4
These measures failed for the following reasons.

The terms ot the employment contracts were so severe that

3D. Hall, Free Jamaica 1838-1865 (New Haven: Yale
University Press, 1959), pp. L/-18.

4The unwillingness to utilize wage incentives as a
means of ove@rcoming labour shortages has been cited by
Myrdal as being a reflection on the retention by employers
in the colonial period of mercantilist notions of the six-
teenth and seventeenth centuries. A central feature of this
philosophy was that a plentiful supply ot cheap and docile
labour was in the national interest. G. Myrdal, An Approach
to the Asian Drama (New York: Random House, 1970).
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workers were reluctant and in turn were advised by mission-
aries to aQbid entering any coatractual arr§ngementé with
the planters. There was also a failure to prevent land
sales for small settlements. There were always a few '
planters desperately short of cash who would be prepared to
sell part of their property as a means of raising cash to
salvage a crop.5
If the problem of the quantity and cost of labour
could not be redhgyed by regulating"{he lébour forcé, one
alternative would b; to try to introduce immigrant labour.
This alternative was in fact‘attempted but met with minimal
success. The policy failed because the local Assembly was
_unable to reach agreement }n the matter. There was a sub-
stantial divergence of Qiews among members of the Assembly
with respect to the rationale and proper means of financing
such immigration. The small settlers ;nd missionaries were
' opposed to immigration designed to bring‘apout lower wages.
The merchants and officials felt that the sugar planters
should bear the entire cost of any such measure, since they
would be the main beneficiaries. The sugar planters at the
same time wanted immigration al the cost of general revenue.

Consequently, this three-way split‘prevented the passage of

any effective immigration legislation.

5Curtin, op. cit., pp. 127-28.

61pid., p. 139.
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The planters then failed to deal adequately with the
féctors influencing the supply and cost of~lab?ur.; We will
now turn to an examination of efforts which they méde to
maintain or increase sug;r prices. Their efforts in this
direction also ended in failure. There were two factors \
which preveSLedithe planters ffbm achieQing any success in
securing fa&qgrable sugar prices. The first wés the loss of
political infiuence mentioned previously and the geﬁond and

more important reason was the growth in strength of the free
trade group in the\g;;tish Parliament. The, power ot th%s
group Qas revealed in the boJe to free trade by the early
1850's. The planters' responsé to the freé trade sen@iment

followed two paths. The first argumenti they raysed was that

3%ving accepted the moral fesponsibility of a free labour

'//System they were entitled to brotection in light of the

extra cost involved in ope;ating under these new conditions.
Thé second argument aiso’%ouched in quasi moral tones was
that by opening the London market to imports from coungries
f@ke Cuba, "which was at the time still using -slave labour,
would mean that therfree trade system ;ould be supporting a
system of social and. economic organization abhorrent to
majority sentiment in England.g They weré ;tle 10 gain some

support in England for this latter line of reasoning.

‘Nevertheless, the acceptance of the laisser-faire doctrine,
7z a

[}
0

y—

Ibid., pp. 148-50. N
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and the ‘belief in ihe invisible hand operating through free
markets to secure thekcommon good, became too strongly
9ntrenched.' Tﬁ; passage of the Sugar Duties Aét in 1846
spelled the end of sugar protection for the rest ofy the
nineteenth century. Thedagt was .initially designed”’to \
equate all duties on suga; ente;ing the British market by
1852 wi}h quality and not country of origin being the deter-
minant of thfe amount of duty to\be.baid. the measure in
faét did not become fully effgctive until i854.
The loss of protection raiséd further doubts about
the‘viability of the plantatiaons, with the result that
"Londoﬁ m§rchants vere no longer prepared to make cash
advances for working—ecapitial o£ for néw capital invesgment \ :
in élant9tions.8 ) ‘
In summary the planters failed to adjust adgquately
tb the qeh situation and it is hardly surprising that the
period witneﬁsedxa decline’ in piantationtagriculture. The

décline in plantations was associated with a growth in

peasant farming. This was a direct reflection on the

—

inability of plahtation operators to control the labour sup-
ply. Between 1836 and 1846, 157 sugar estates were aban-
doned. By the latter date thgre were in excess of 19,000

‘®* holdings of less than ten aCres.9 The expansion in peasant
|

Y et

8Hall, op. cit., p. 90.

9Ei§ner, op. cit., pp. 198 and 220.

a .
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*
agriculture was also revealed in terms of the composition of

total agricultural output. Whereas in the pre-emancipation

PN

period exﬁort agriculture accounted for oveijo per cent of
total agricultuial output, by 1850, ground provisions, which
were the main produce of the péasant farmer, almost equalled
the share of export agricplture(iz»iptal agricultural out-
put:lo

In the preceding section we outlined the efforts

¢

made and the failure of these efforts to preserve thejzhgw=“\\

" tation %ystem in its traditional form. IOfficial groups in

the country had‘fully expected that abolition would give
rise to the emexgence of peasant cultivation. Moreover, the .
transfonftjon of a large group of people from a position of
dependenéé\to one of indep;ndence meant that something would
have to be done to make sure that these people would pe able
to suppoft themselves and contribute to society at large.
Facing up to the wider reéponsibilities, for exampleﬂin such
areas as education and communications, would have required
an acceptance on the part ot official groups that the tradi-
tioﬁﬁi plantation system was not the sole means of economic
survival for the country.

It was evident, however, that otficial groups in the

country, altheugh realizing the inevitability of economic

change, were not prepared to face up to the responsibility

101p54., p. 168.
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of change. It was their view that the provision of adequate
educational facilities andhimproved communication networks
for the new peasant settlements would only increase the dif-
ficulty of securing plantation workers and hence was not to
be encouraged. The Assembly failed to'match the grants made
_initially by the Imperial Government for the provision of
educational facilitie§. This resulted in education being
left to missionary and philanthropic groups. Since these
groups had limited funds af their disposal, thert were
inadequacies both in terms of curricula and number of
teachers. The limited funds set agide for communications
were sqent mainly in servicing the ‘plantation areas.ll With
the loss of protection arising from the passage of the Sugar
Duties Act the attitude of the Assembly became even more
negative. Between 1849 and 1853 no revenue bills were
passed. The feeling of betrayal by the British Government
and the responsibility of that goveinment to solve the econ-
omic problems of the igland gave rise to a malaise which
precluded any imaginative legislation. This continued until
the problem of land scarcity for further peasant sett)ement
culminated in the social upheavals of 1865 and the return of

the island to Crown Colony status.l2

)
H1pid., pp. 327 ff.

121hi4d., p. 237.
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® Stage II: 1870-1930
In this period there were a number ofymajorsdevelop—
ments in the economy. First of all there was a further
slump in the sugar market and the market remained depressed
until the return to protection at the time of the First
World War. Secondly, there emerged a new export staple in
. the form of bananas. Thirdly, there was a continLed growth
" of peasant agriculture with the sector becoming an important
contributor to exporls. Finally, there was evidence of the
emergence of a labour surplus situation in the economy as
compared with the belief in the chronic sﬁortage of labour
in the earlier period.
The decline 1n sugar prices in this period was not
o .y

so much due to free trade and competition from other cane

sugar producers as ;{\was from the expansion of beet sugar

"cultivation in continental Rurope. Beet sugar cultivation

had expanded raéidly quer an elaborate system of staﬁ$ sub-
o sidies and import restrictions. The subsidies allowed the
EurOpeanksyoducers to market their sugar at priceé lower
than cane”sugar operators. It was estimated'that the pro-
dhction of beet sugar more than doubled between 1682 and

1894.13

Since very little had been done to improve the
Iy .
efficiency of planta?ions in the‘periad discussed above,

there was a furthe;{abandonment*of estates on the island -and-

13Report of the Wect India Royal Commission 1897,




by the %id—ninetios it was estimated that the number ot
estates had been reduced by one-half of what they had becen
thirty years earlier.14
In this period, however, the economy adjusted along
lines which were more consistent with what one would expect
from the workings of a competitive market system. The
decline in one line of activity due to a structural market
change was associated with the emergence ot a new important
export crop, bananas, which utilized the lands which were
~ freed By the declining activity, sugar cultivation. The
banana estates were financed mainly from local funds and
were either individualiy financed or operated on the basis
oﬁ\partnerships. The new landowners were drawn mainly from
men who had accumulated savings from earnings derived from
the trades and protessions® These werg'both very lucrative
areas of earnings given the structure of the economy. High
professional earnings were possible because of the scarcity
of skilled protessionals. In the area of trade the ver-
whelming specialization in agriculture meant that héib&»
reliance had to be plac on a wide variety\of iTported pro-
ducts. Important among7jhese were many basic items of food
and clothing. Consequently there was a considerable oppoi-
tunity for traders to make profits serving as middlemen in

1%

the community. . {

* *

14hlsner, op. cit., p. 201.

]



71

Banana cultivation suffered from malpractices simi-
lar to those which had afflicted the cultivation of sugar.
No attempt was made to preserve soil fertility through the
use ot artificial fertilizers or crop rotation. The plan-
ters, adopting the short view, did not use a part of tﬁe
profits earned to improve efficiency. This short-sigﬂtedness
eventually gave rise to a situation in‘which the crops
became very susceptible to disease. The effect of this neg-
lect was revealed when disease began %o make serious inroads
into the crop after the turn of the century.15

This period witnessed at least token appreciation of
the importance of the role of peasant agriculture in the
welfare of the island. Official steﬁs taken to improve the
quality of peasant cultivation, such as through the intro-
duction of agricultural training in school curricula and the
appointment of extension officers, were generally ineffec-
tive. Neyeftheless the growing importance of peasant culti-
vation could be seen in the fact that by 1890, 39 per cent
of the export crops were cultivated by peqsants.16 Peasant
cultivation was mainly in the area of bananas, coffee and
logwood. Capital requirements along with the weak state of
the market'limited their participation in the area of sugar

production.

157134, , p. 305. .

/e

16 1p14. ,Q. 234.
S .
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This was ihe period as mentioned earlier when there
was evidence of a labour surplus situation emerging on the
island. This situation came about largely as a‘xesult of
the emergence of banana cultivation which required much less
labour per acre under cultivation, rather than as a result
of improved agricultural efficiency or rapid growth in popu-
lation. At the same time, although an improved land settle-
. ment policy had been enacted, there was a scarcity of land
for further settlement. The economic adjustment to this
situg}ion was along the following lines. /Beginning in the
1880's there was a substantial out-migration of labour. It
was estimated t;at in the decade 1881-1890 approximately
24,000 people left the island. Over the next twenty-year
period another 43,000 left and the peak period was between \
1911 and 1920 when approximately 77,000 people left the

17 These migrants left the island to take advantage

island.
R <

of job opportunities created by railway construction in .
Central America, the expansion of banana cultivation in
Cogta Rica, the construction of tﬁE’Bﬁnama Canal and in the
last period for work on sugar plant§ﬁions in Cuba. The fact
that large numbers of Jamaican workers were prepared to go
to Central America and Cuba to work as agricultural labourers
is of particular interest ihelighf of the popular Ciew that

. . . . \
island workers were not interested in performing such work.

171bids, p. 148.
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Apart from out-migration ihe other adjustmeni was in
the form of increasing numbers of people entering petty
trading occupations and domestiC~iervice. It was estimated
that the numbér of women performiné domestic service
increased from approxx&ateiy 22, OOO in 1871 to slightly in
excess of 62,000 by 1921. T number of ohopkeepé}s and
petty traders was estimate 3 O in 1871 and by 1921

there were 7,700 persons e.gaged in these activities.l8

//

There was also a ‘rapid in¢rease in the number of people
engaged in crafts such as dressmaking, tailoring and shoe-
making.

Although in the latter part of the nineteenth cen-
tury there was some evidence of the economy accommodating
itself somewhat more readily to the impact of mquet forces,
the response was still somewhat slow. Many of the weaker
estates we}e still continuing in sugar production dlthdéugh
their cost structure together with the weak state oflihe
»sugar market implied a clear need for some crop diversifica-
tion. The continued Reliance on sugar together with the
weak cohdition of the market created an underlying weékness
‘in the economy throughout the latter part of the nineteenth
‘centuryt
‘A Royal Comm%gsion established at the end of the

century to examine the economic conditions prevailing in the

181pid., p. 162. S
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islands of the West Indies devoted a great deal of .its time
trying to determine what could be done to save the sugar
industry. The debate essentially revolved around wbother
the British Government should re-establish a protected mar-
ket for sﬁgar.. At this time the debate was not being car-
ried on between advocates and opponents of free trade as was
the case in the 1840's. The princiéal competitors to Carib-
bean sugar‘exporters were the continental beet sugar pro-

ducers who had gained a\prominent position in world markets

N with the assistance of an elaborate system of state protec-

tion. In other words the Europeans had broken the rules of
the free tijade game, sb under the circumstances it was
legitim to raise the question of whether the British
Government should take steps to offset the unfair advantage
gained by the continental producers. <

" The following factors were taken into consideration
initrying to resolwe the issue. First of all, the imposi-

-~
tion of countervailing duties would result in higher sugar

N >

priéés for the British consumer. However, in deciding
whether the acceptance of these higher prices would be jus-
tified there/wa§ the more important quest}on which concerned
whether such price adjustments would be sufficient to .sav,en
the industry. It was the majority view of the commissioners
that the inefficiency and resulting high cost of operations
and the cost and time which would be required to bring about

significant improvements in the industry was such as to make

/
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market an inefficient means of trying to save the industry.19

They saw agricultural diversification as being essential to
the economic viability of the country. This would involve
in their view an abandonment‘of weaker estates and the
expans{on ?f peasant settlements producing items for the-
local markéi. This latter measure would also have the short

20

run effect of easing the unemployment problem. One could

;ummarize their views along the following lines. The sugar
industry was beyond recovery and steps should-be taken to
phase out sugar operations, starting with the weakedt oper-
ating units so that ultimately only a few efficient pro-
ducers or possibly none at all would be continuing oper-

ations on the island.21

° In spite of the glooﬁy views of the Commission w%th
regard to the\brospects for sugar there was a recovery in
the industry starting in the éeriod immediately preceding
the commencement of the First World War. The recovery was
facilitated by the modernization of the industry aslwell as

by more favouraple prices. Modernization required cipital

and the main stumbling block in this regard had been how

<
19Report of the West India Royal Commission 1897,
ppx 14-17.

20

-

Ibid., p. 18. -
21The Commission Chairman submitted a minority

report supporting countervailing duties on continental
sugar.

3
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sufficient external finance could be derived for this pur-
pose, when the prospects for the industry were so poor. At
this time, however, the necessary funds were derived mainly
from internal sources. This was possible as a result of the
success of banana cultivation. It was the profits from
banana cultivation which were employed to finance the modern-
ization of the industry. The necessary funds were sometimes

raised by switching from sugar to banana cultivation for a

22

ﬂ short period of time and then reverting to sugar or by com-

s

ing sugar and banana cultivation. The improvement in
operations helped to énsure greatgr stability in earnings
from sugar production in view of the fact that as long as
the maximum quantity of cane juice was extracted profits
cbuld be made from rum sales even if there was some decline
in the volume of/gqgar which could be sold.

The advent of the First World War broughti about a

return to a policy of commercial protection on the part of

the British Government. An immediate consequence of this

was higher .prices for sugar. The higher price% helped to
encourage more investment in sugar. Moreover sugar produc-
tion was less susceptible to the vagaries of weather and
disease than bananas. The modernization of the iﬁdustry was
associated with conséderable consolidé£ionﬁof estates. This

consolidation was necessary to make optimum use of the

22Eianer, op. cit., p. 207.
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manufacturing equipment required io inake estate operations
economical. In 1890 there were 162 estates with an average
size of 187 acres. By 1930 there were in comparison 39

estates with an average size of 661 acres.23

N

.Stage III: The Depression

The world-wide economic recession of the 1930's had
a severe effec£ on the economy of Jamaica as was the case
for most countries which‘depended to a great extent on prim-
ary exports. The markets for tropical agricultural éxports
were declining at the same time at which there was a growgng
world supply. An %ncrease in thg rate of population growth
combined with the closure of immigration outlets, a scarcity
of land for further settlement and the modernization of the
sugar industry added to the problem of unemployment.

In this period, unlike the nineteenth céntury, the
island Qas able to secure preferential t;eatment for its
principal export crops. As far as the sugar industry was

concerned, the modernization mentioned above gave, rise to a

substantial increase in output in this period. Production

" rose from 62,5%0 tons in 1928 to 106,000 by 1938-1939.

Negotiations to devise price stabilization policies in light
' . . . . .

of the weakening market situation were culminated in the

International Sugar,; Agreement. Preferential assistance

amounting to about 40 pver cent of the price received by the

231pid., p. 203.
Y y
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colonial producers lesulted‘g;om this agreement. This
preference wagJaSSOCiated with a cost, namely, the imposi-
tion of quotas on sugar exports from all colonial terri-
tories.24 | .
Bananas emerged as the most iﬁbertant export crop b;’
the end of the period, accounting for over 50 per cent of
the total value of exports. The industry hac prosperea
under the special protecticn provided by the Canadian and
Imperial Governments. The price received by growers was
related to the existing wholesale Rrice in London in accord-
ance with a sliding spale with a guaranteed minimum price

per bunch. It was estimated that the prices received duf;;a\\

this period were usually one-third higher than thosc received

by growers in places like ‘Costa Rica.25

The- industry, nevertheless, experienced serious dif-
G

ficulties. One of the most significant was the outbreak of

AN
leaf spot disease. Methods of controlling the disease were

A

-~

known. but their application would add consideraﬁly to oper-
ating costs. It was estimated that the cost of'spraying,

even for large estates, would amount to something like one-
quarter ot the price normally received by the grower.26

Moreover, a great part of the crop was produced by peasant

A

;
24yest India Royal Commission Report 1938, pp. 25-28.
25

Ibid., pp. 18-19.
1pid., p. 19.
3
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“conditions in the world market. This competition could only
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farmers, who in many cases were farhing in’eery hilly areas
where the sprqying/costg would have been prohibitive. The
soiution would then seem to Test in these '‘peasant cultiva-
tors switching from banana cultivation. ¥ )

The other important agrlcultugal export wés c;trus
Expansion had bé&en facilitated bJLgovernment fin;hce in %qe
establishment of a:packing house and in marketing facilities.
However, the industry was hampered by growing oveisupply

v;’
be faced through subétantial investment ih imp;oving thée
general level of cultivation as well as more 5rderly market -
ing and aggressivé sales policies.

Oace again a’period of economic crisis raised_the

Lt

issue of thé economic response of the country. Once more a

5

Royal Commission was appointed to examine congditions and
make r;comméndqiions for resolving the problems of the area.
The overriding issue on this occasion was the problem of
uneﬁployment.

‘ ~ X In light of the world. market -gituation at that time
it is hardly surprising that the Moyne Commission of 1938
recognized that less emphasis would haVe to be placed,on *
equrt agriculture. The Commisgion recommended ;hat special-
ization by beasant farmers an export crops, such as bananas,
shoul& be replaced by mixed farming designed to'satisfy the

varied food requirements, of the pppulation. ,Mix6d~fapming

I -,
of this type would require.jnvestment \in the establishment
¢

-

Y
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of ﬁarketing agencies to ensure a fair return to the farmer.
They also suggested that existing estates shguld transfer
som¢ of their lands being used for the production of export

crops into mixed farming activitie§.27

It wa; al§o suggested that the Imperial College of

Tropical Agricultq;e'ghould play a leading role in support

of the programme of agrf&ultural rationalization. The Col-

lege was expected to deal wifh\the broad problems of hus-
bandry, including such things a;\sli:jms of mixed farming,

cultivation, drainaje and use of mandres. In addition it

would be expected to undertake surveys of peasant and
estate agriculture, studies of agricultural credit and mar-
keting arrangeﬁents, as well as producers' associations. It
‘ would also };andle specific scientific problems such as soil
surveys, land utilization, soilherosion, plant breeding,
sugar technology, fodod storage and plant diseases and
pests.28
As was the case in 1897, a Royal Commission had
pointed to agricultural diversification as the main method
of resolving the economic problems of the island. In this
labour surplus situation another method of adjustment could

have involved the establishment of a manufacturing sector.

- At that time there existed a few small-scale manufacturing

‘ 271pid.

281pid., p. 302.
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operations. These were mainly small plants engaged in the
préduction of tobacco productsland mineral waters. These
enterprises were heavily dependent on local raw materials
derived from the agricultural sector. There are a ndmber of
factors which could be pointed out as accounting for the
small éca}e of many operations. We have already indicated
the slow response by economic groupsqin the country to
changing market conditions. Under these circumstances one
would not expect to see such groups willingly undertaking
the risk§ inherent in new manufacluring enterprises. Apart
from this general factor, which could be classified as a
psychoiogical constraint, the establishment of a manufactur-
ing sector would require savings for capital formation. For
the greater part of the nineteenth century it was estimated
that not more than 5 per cent of national income was avail-
able for investment. Between 1870 and 1930, approximately
45 per cent ofgghe limited amounts invested was devoted to
rgsidential construction. At the same time investqgnt in
agriculture barely accounted for more than 1 per cent of

29 There was then very limited

total investment outlays.
amounts of funds for investment activity in manufacturing
and that amount which was available was heavily concentrated
n residential construction, reflecting both the low stand-
rds of housing and the great security of this type of

inwestment.

29Eisner, op. cit., pp. 307-308.
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The limited manufacturing activity Kad been financed
mainly {rom the savings of new immigrant groups. It was
argued that since they were outsiders they were isolated
from the patterns of social life of the resident community
characterized as it was by lavish consumption spending.
Their savings were initially utilized to take advantage of
the substantial opportunities for profits which existed in
the area of retail trading. A part of the earnings %rom
this trading activity was subsequently employed in manufac-
turing ehterprises.3o

If funds were not available for investment in manu-
facturing from internal sources then the obvious alternative -
was foreign investment. Given the limited size of the mar-
ket an attractive return on such investment would have
required commercial protection. In view of the dominance of
the free trade philosophy for the greater part of the period
under consideration such protection would not have been pro-
vided. That being the case the better prospects for invest-
ment in England and in both North and South America would
make the island have limited interest for the foreign
investor.

Although the thirties was a period characterized by
extensive restrictions on the international movement of

money and commodities, the belief in the fundamental

O1pid., p. 315.




correctness of the principles and benefits to be derived

from free Lrade based on an international division of labour 2
still had a strong influence on the Commission of 1938.

They saw limited scope for the promotion of manufacturing
activity. Their scepticism rested on the traditional argu-
ments of availabilily of resources and %echnical ability.
They were prepared to accept the idea that some potential
might exist for such activity if it were to be based on the
processing of agricultural products. This type of activity
would have the added advantage of helping to stabilize the
prices of the products. Protection for such activi*ties in
their view would be justified as long as the measures
adopted were designed in such a way as to avoid increases in
the cost of living and loss of revenue to the government.

To secure these ends it was recommended that the domestic
market should be protected by quantitative restrictions on
imports. Having received such protection the producer would
be required to establish a minimum price for the iocal sup-
pliers of inputs while at the same time agreeing to maintain
product prices at existing levels. The government would
then recoup the revenue normally derived from imports
through the imposition of an excise tax at an equivalent
rate. They were at the same time opposed to government ini-
tiation of industrial enterprises. This was based on the
belief that the revenue situation did not place it in a

position where it could afford to take the risk inherent in
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such activities. For those limited lines of activity which
appeared to them to be feasible, it was their position that
a British manufacturing concern engaged in the same line of

production should be encouraged to operate the enterprise.3l

. Summary

A recurrent theme in the history of the Jamaican
econbmy from the time of emancipation to tHe beginning of -
the Second World War had been the weakness of the aéricul—
tural sector. This weakness ih the earlier period arose
from the failure of the planters to adjust to a new set of -
costs and marketing conditions. In later periods it arose
from the inability to fully grasp the need for diversifica-
tion when changes in global supply conditions led to a
reduction in markets. The need to undertake‘majOr steps in
the direction of agricultural diversification was fully
- appreciated in official circles bgﬁore the end of the nine-
teenth century as witnessed by the reFommendations of thQ.q
Royal Commission of 1897. Yet forty,years later another
Commission had to stress the sametégeme.

The ability to adjust was in part within the realm
of possibility of the dominant economic groups. In the
earlier period there was the feeling on their part of being
betrayed by the British Government with the loss of protec-

tion and this feeling of moral indign}tion impaired any real

i .
3lyest India Royal Commissiory Report 1938, pp. 247-90.
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‘ -imaginative action on their part. Later on short-sightedness
as revealed by malpractices in both sugar and banana culti-

. vation limiied their scope for either accumulating funds on
their own or establishing the type of reputatiorn which would
enable them 1o attract funds for improvement and new ven-
tures. At the same time their problems were not mgde any

T

Fasier’by the long economic decline in the latter part of
ihe nineteenth century” When some modernization did in fact
ttake place the-.economy was then hit by the great depression
= of the 1930"s. ’ ;

Given the problems of the dominant sector in the
economy it is clear that it would not be in a position to
generate the type of surplus necessary for investment in

‘ h manufactyring even if we we(zlte to temporarily ignore other
constrain?s on the estﬁblishment of such a sector. At a
later stage we will be looking at the means adopted for pro-

mpt%ng industry on what was essentially a very weak agricul-

tural base.




CHAPTFR 111

PUERTO R1CO: THE PRE-INDUSTRIAL PERIOD

Igtroduction
It was suggestedﬁin the p;evious chapter that an .
examination of economic:development in the period preceding
the emergence ef an industrial sector can provide meaningful
insights into the nature of the industrialization process.
As far as Puerto Rico is concerned it would seem that the
relevant period for such an examination would commence with
the end of Sg@nis% rule in".1898 and the tfadéfe;’of&Eoliti-
cal authori£§ to the Government' of the Untted Sfates.
. Unlike Jamaica, the institution of slavery had neverJ
¢ been a particularly significant feature of economic life in
Puerto ﬁicq. Up to the middle of the eighteenth century
there were only approximately 5,000 slaves in a total popu-
lation estimated to be about 45,000.l The Puerto Rican
experience to that period seemed to support the view of
6rﬂ Eric Williams that a plantation system could only func-
tion effectively in a situation where there was plenty of
available land, when slave labour was employed and extensive

agriculture practised. It was his contention that free

lH. Perloff, Puerto Rico's Economic Future
(Chicago, Ill.: University of Chicago Press, 1950}, p. 13.
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laboui, given the existence of available land, would tend to
opt for working on their own account.2 Alternatively onc
could suggest that this situation would impose a great hur-
den on plantation operators to adopt efficient practices so
that they would be in a position to pay wages sufficiently
attractive to retain labour.

Between 1750 and the time of the American takeover
at the end of the nineteenth century there was a substantial
increase in the population of the islgnd. This growth in
population in the nineteenth century netéssitated the bring-
ing of more land under cultivation. Associated with this
was a substantial expansion in commercial agriculture.

Sugar and coffee»production emerged as :tthe major agricul-
tural activities superseding the subsis{ence crops. Between
1830 and 1896, thé amourt of "land utilized—for—the produc-
tion of subsistence food crops increased by about 20 per
cent. At the same time there was a sixfold increase in land
utilized/for the growth of coffee and a threefold increase
in land devoted to sugar. The overall result was that
almost twenty times as much of the new lands brought undgr
cultivation was devoted to commercial agriculturc.3

This expansion in commercial activity meant that by

the end of the nineteenth century the island bore the same ¥

.

2k, Williams, Capitalism and Slavery (New York:
Russell and Russell, 1944).

3perloff, op. cit., p. 15.
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economic characteristics of other territories in the area.
The economy rested on the cultivation of two crops for
export markets and there was the same reliance on a wide
variety of basic imports. In 1895 sugar and coffee
accounted for over 85 per cent of total Puerto Rican exportis.
At the same time over 40 per cent of the value of imports
consisted of agricultural products. The rest of the import
bill consisted of basic clothing, furniture and processed
foodstuffs.4 Unlike Jamgica, however, there was not the
heavy reliance 6n a single market source for both exports
and imports. It was estimated that on £he export side,
Spain and Cuba\each accouﬁté%lfor 25 per cent of export
saies, 16 per cent was mark&iéd in the United States and
approximately 11 per cent was sold in each of the markets of
France and Germany. On the import side, the principal sup-
plier, Spain, provided 33 per cent, theJUnited States and
the United Kingdom were next in order of importance with
25 and 12 per cent, respectively, and the remaining 30 per
cent was shared by a wide variety of countries.” As a

. result, even though the economy had been transformed from a
closed subsistence form to one of extreme openness, the

variety of markets for its exports reduced somewhat the

4Ipid., pp. 16-18.

5T. Hibben and R. Pico, Industrial Development in
Puerto Rico and the Virain Islands of the United Siates
(Port of Spain, lrinidad: Caribbean Commission, 1948), p. 1.
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elements of instability which one would expect to arise from
a condition of external dependence.

We will now turn to an examination of developments
"in the post-American occupation period, concentrating first
on what took place in the years up to the time of fhe great

depression.

Stage I: 1898-1930

The transfer of political authority from Spain to
the United States meant that the island was now under the
control of a countr§ which was on the verge of becoming the
dominant economic power in the world. That being the case
one could ask what might happen when a relatively backward
country becomes a part of a dynamic developed economy. On a
general plane one could argue that this should bring about a
relief in some of the constraints which would inhibit the
econonic development of the country. Specifically the sav-
ings or capital constraint could be eased as well as the
limitations in technical know-th. In addition the country
would now have access to a very large market area for its
goods and its surplus labour would be free to move to secure
employment in the more developed areas. These are all the
factors which would seem _ideal for promoting economi¢ devel-
opment. There would be the necessary finance and knowledge
for reorganizing the principal economic activities, in this

case agriculture, along the most efficient lines. All the

A
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necessary requiremonte, finance, techneclogy, and markets,
would be available for the promotion of industry. All these
faclors could contribute towards a rapid increase in employ-
ment and income.

On the other hand when one looks at the issue in a
more specific manner it is possible to visualize a number of
problems which could arise and cloud the somewhat rosy pic-
ture painted above. First of all funds from the‘developed
region would have to be attracted to the underdeveloped
region by the prospect of profits. That being the case one
could expect that incoming funds at least in ihe initial
stages would be concentrated in those areas where prospects
of high profits were best. This concentration could give
rise to a situation in which the weaker participants in these
areas would find themselves driven out of business bylfor-
eign competitors. This might not necessarily be a bad thing
if these weaker operators could be absorbed ;nto the labour
force at higher wages. However, the technology associated
with the inflow of mainland capital would likely be of the
capital intensive variety. Hence the prospect of employ-
ment, even if there was a willingness on the part of the
indéﬁendent operators to swiich to wage labour, would not be
very good. The preceding comments may be summarized to sug-
gest that growth in income under these circumstances could

be associated with severe economic dislocation.
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Finally, there is the possilility that attachment to
a developed area could give rise 10 a situation in which
xgverwhelming emphasis 1s placed on accommodating the economy
o} the underdeveloped arca to that of the developed one.

The resulting high degree of dependence would nol neccessar-
ily present any difficulties as long as there was general
economic expansion. However, in a period of economic diffi-
culties the tying in of the two economies would remove the
necessary element of flexibility for adjustment to new mar-
kets which is so important to economic stability when {Q;h
circumstances arise.

We will now examine developments in the period to
determine to what extent the actual occurrences supported
either of the two general hypotheses outlined above.

It was suggested that the change in political status
should help to relieve the capital constraint. Developments
in ghis period seemed to support this contention. By 1930
it was estimated that outside private capital investment in
the island amounted to $120 million. At the same time an
amount in excess of $50 million was provided in the form of
public loans for improving education and building up other
segments of social capital.6 In spite of the substantial
amounts invested in the island there was a great deal of

[}]

concentration in the areas selected for investment. In fact

L ®perloff, op. cit., pp. 27-28.
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most of this capital was directed towards investment in

«©

sugar. . It was suggested that the concentration of invest-
\ -

)

ment by United Statles investor% in sugér and the limited

interest shown by investors in coffee, an important crop

during the peTriod of Spanish control, was a reflection on a *

view t the United States consumer wa; believed to be
addic;Zj t; non-Puerto Rican coffee. Consequentlx the crop
languished and was not even afforded the protection aof the
United‘étates tariff. At the same time the new political
status of the island meant that there was no longer easy -
access to European markets.79 By 1930 sugar exports accounted
for 65 per cent of all products exported and capital

invested in the industry was five times the amounts invested
in the coffee and tobacco industries cbmbined.8

The very large investiment in sugar resulied in a

substantial increase in the efficiency of sugar production. 4
9

-

Production was reorganized around the centralized factory.

This reorganization had the effect of forcing the small

\ .

farmers out of sugar production. This improvement in effi-
igncy was then at least in part offset by the aisplacement ' .
f small farmers who were forced to join the® labour force.

This development would have been relaﬁiVely.unimpdrtant if

7G. K. Lewis, op. cit., p.89. - )
B1bid. o \
%Ibid., p. 90. e :




it were possible to secure jobs easily. There were, how-

ever, a number of f§ctors which limited the number of job
opportunities. One factor was the very rapid increase in
population over the thirty-year period. The rate of natural
increase rose from 15.2 per thousand {from 1910 to 1920 to

10 fn addition the

l?.2 per thousand between 1920 and 1930.

emergence by 1930 of what was effectively a system of mono-

culture based on a capital intensive system of sugar produc-

tion not only limited the absolute amount of potential jobs,

but also created a substantial amount of seasonal unemploy-

ment. It was estimated that the average Puerto Rican could | -

find gainful employment only four days per week.ll “
Since the reorganization of the agricultural sector

brought about a much smaller requirement for labour, the

existence of a large number of unemployed workers could pro-

vide a cheap labouf pool for industrial employment. Given

the existgnce of mainland residents with the necessary capi-

tal and experience one could have expected these investors

to exploit theé opportunities for profil{ by employing these

workers in manufacturing enté}prises. In this way the unem-

ployment problem createdcby the reorganization of the agri-

cultural sector could have been alleviated. .The island gov-

ernment had taken steps to encourage the establishment of

P

10
11

Perloff, op. cit., p. 197.
Ibid., p. 3Q.
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industry when an act was passed in 1919 which exempted new
industries from payment of taxes including income taxes.l2
This measure did not have any significant effect in terms of
the prbmotion of factory production. The type of activity,
given indigenous skills, which was the most attractive to
the mainland investor was the needlework industry, which was
carried out mainly at home. Of the 98,000 pcople estimated
‘;tﬁ be engaged in manufacturing activity in 1930, 42,000 were
involved in needlework. The remainder were mainly engaged
in food processing or operations based on the processing of
agricultural raw materials, such as tobacco. Moreover, the
regularity of employment normally expected from manufactur-
ing operations was not realized as it was estimated ihat
over 50 per cent of those employed in the sector were on a
part-time or seasonal basis.l3
In spite of the substantiél influx of United States
capital and some-improvement in efficiency of the agricul-
tural sector, particularly in the casec of sugar, the emgr-
gence of a system of monoculture, the severe unemployment
problem and the reduction in local participation in the

economy suggest that there was no real development in the

- Puerto Rican economy in ‘the first thirty years of United

States control. What in fact had occurred was the emergence

12G. K. Lewis, op. cit., p. 9l. .

13Hibben and Pico, op. cit., p. 5.




of a major degiee of economic dependence on the United

3 . .
States. In the next section we will trace the consequences
of this dependence when the world-wide economic depression

set in during the thirties.

Stage II: The Depression to World War II

The economic depression which started in 1930
reached its low point in the United States in 1933. As
could be expected the trend in Puerto Rican export receipts
followed a similar downward trend over this period.
Receipts from exports reached a low of $75 million in 1933
as compared with the previous high of $107 million in 1927.
Export receipts rose from that time with the partial recov-
ery on the mainland but the 1927 values were not attained
until 1937.14 In view of the fact that at that time exports
accounted for over 40 per cent of national income the dras-
tic decline in export receipts brought about an absolute
decline in the level of national income between 1929 and )
1933. On a per capita basis income fell from $122 to $86
and it was not until 1940 that the former level of income
was once more attained.Lb.

In spite of the developments on the export side

indicated above, the island was able to maintain a surplus

on its trading balance throughout most of the depression

14porloff, op. cit., p. 30.

151pid., p. 160.
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period. One partials explanation of this could be that the
decline in incomec was so drastic that only the most essen-
tial items were purchased from foreign sources. In addition
the structure of the island's commodity trade togefﬂer with
the retention of a protected market for its major exports
could also account for ihis occurrence. The island was in
part insulated from the overall worl%/g?cline in prices of
agricultural products, its major export. This was due to
the fact thatt90 per cent of its exports was sold in the
United States and were allowed the benefits of price sup-
ports. At the same time there was a substantial decline in

'

the prices of itsfméjor imports, food products and raw
materials.16
The period witnessed a virtual cessation of funds
from private sources entering the island. This was to be
expected in light of the economic situation in the United
States. Nevertheless, a factor of particular interest in
this period was that in spite of the economic decline bank
deposits increased while loans and investmentis teﬁded to
decline. Between 1934 and 1939 deposits increased from $31
million to $57.4 million. Loans and investments stood at
$34.8 million in 1934, declined to $25.9 million in 1936 and
were $31.9 million in 1939. It was suggested that the under-

utilization of funds was based on a Puerto Rican reluctance

161pid., p. 133.
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to invest in corporate enterprises accustomed as thcy were
to individual partnerships or family operations.l7 Alterna-
tively one could argue that Puerto Rican investors were as
pessimistic about the future as investors in many olher
countries during this same period where there was also evi-
dence of underutilization of funds.

The economic difficulties of the period were made
worse by the continued rapid increase in population. There
was an overall increase in population of 325,000 between
1930 and 1940. It was estimated that the labour force grew
by 100,000 during the same interval while only 10,000 addi-

18 The continuing problem of unem-

tional jobs were created.
ployment became even more critical at this time. Out-
migration as a partial solution was impractical in view of

the high rates of unemployment in the United States at that
time. However, the island benefited from its mainland associ-
ation by receiving relief funds with the coming into being

of the "New Deal" era in the United States. The Puerto

Rican Emergency %eL}ef Administration was established in

l931¢ It proceeded to tackle the massive problem of unem-
ployment and poverty by carrying out a programme of public

works projects. Nevertheless, as Lewis pointed out, that

type of relief measure was unsuited to an economy which was

17Hibben and Pico, op. cit., p. 20.

18perioff, op. cit., p. 23.




98

{

simply not just suffering-from the effect of an economic
recession.l9 Overriding this factor was the basic underly-
ing wecakness of an economy characterized by monoculture and
extensive absentee landownership res&lting in a scarcity of
land for peasant settlement. In other woxrds relief would
ease the problem, but there was a pressing need for an
overall restructuring of the economy;

This need was recognized in official circles and
initial steps taken in this directién with the establishment
in 1935 of the Puerto Rigan Reconstruction Administration.
The elements of the reconstruction programme were contained
in the so-called "Chardon Plan." The main features of the
plan were as follows. First of all it‘was decided to
restrict land purchases by mainland residents. In 1917 the
Government of the United States had enacted the so-called
500-Ac¢re Law designed to restrict land purchases by mainland
residents to that limit. The measure had never been rigidly
enforced. It was then decided to try to enforce the provi-
sions of that act through land purchases by a semi-public
corporation. Secondly, the lands gained through enforcement
of the act would be employed to promote rural settlemeﬂ%.
Thirdly, agricultural diversification would be encouraged as
a means of breaking the dependence on sugar. In addition,

these last two measures were to be facilitated through the

19G. K. Lewis, op. cit., p. 125.
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encouragement of co-operatives and a programme of rural
electrification. Efforts were also to be directed at rehab-
ilitation of the stagnant coffee and tobacco areas. The
plan also included the purchase by the government of at
least one sugar mill to be operated as a model for regulat-
ing the future relationship between colonos and millowners.
Finally it was decided to sponsor the establishment of a
local cement plant.20

Between 1935 and the time of American entry into the
Second World War, when funds for the programme were cut off,
a total of $57 million was spent. Over 50 per cent of this

21

amount was spent on labour and personal services. As a

result most of the goals of the plan were not realized. In
1940 it was estimated that six-tenths of 1 per cent of the
farms occupied 31 per cent of all farmlands and accounted

for 44 per cent of the total value of farmlands, buildings

and equipment on the island.22

Lewis summarizes the reason for the failure of the

programme in the following fashion:

In some measure, it was because€ the New Deal at home was
not a coherent plan to reshape American society root and
branch so much as it was a hasty and empirical response
to a sudden crisis; and it could be no more abroad in a
dependent territory than it could be at home. In some
measure it was because the Rooseveltian policy, funda-

20

2ypid., p. 128.

22Perloff, op. cit., p. 34.

Ibid., p. 125.
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mentally weakest in any sense 6f theoretical content or
direction, sought to do no more than patch up an anar-
chic capitalism, so that private ownership of the means
of production was left substantially untouched. The
economic and cultural dominance in industry was there-
fore repeated in Puerto Rico in the form of the domin-
ance of the sugar complex.

Stage III: 'The Wartime Reriod

At the time of thé American ent?y into the Second
World War the situation on the island was critical. Between
1941 and 1942, unemployment increased from 99,100 to 237,000
and over the same period there was a 53 pgf cent increase in
prices.24 The wartime period witnessed for the first time
an attempt on the part of Puerto Ricans themselves to bring
about changes in the structure‘*of the island's economy. The
effort in this direction came about as a result of the suc-
cess of Munoz Marin and the Popular Party in the election of
1940 and the willingness of Governor Tugwell, who was
appointed in 1941, to co-operate with the progressive forces
in the legislature. Prior to this period the dominant groups
in island politics had been pretty much committed to main-
tenance of the status quo, as they were by and large repre-
sentative of landed and business interests. With the change
in the political situation many elements of'wthe Chardon Plan

which never came into fruition were passed into law in 1942.

235, K. Lewis, op. cit., p. 129.

240. F. Goodsell, Administration of a Revolution
(Cambridge, Mass.: Harvard University Press, 196%), p. 21.
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One of the first areas to which the ne¢w administra-
tion addressed itself was ip the rnforcement of the 1917 law
limiting landholdings to 500 acres. A special land author-
ity was established to acquire lands from corporations which
had holdings in excess of these limits. A feature of the
land reform programme attributed to the influence of Governor
Tugwell was the provision for what were called proportional
benefit farms. This scheme was designed to meet the need
for settling more people on the land while at the same time
retaining the advantages of large-scale cultivation. These
farms ranged in size from 100 acres to some which were in
excess of 500 acres. The large farms were leased to man-
agers on a salary and percentage of the profit basis. The
manager's share would range between 1 and 15 per cent and
the rest would be shared among the workers according to the
numbers of days worked and wages received. The land auth-
ority mentioned above would be in overall control of the
operation, providing operating capital, conducting audits
and receiving up to 3 per cent of gross income on the
investment. The rest of the land was to be divided into
smaller lots ranging from twenty-five acres to a minimum of
one-quarter acre, the latter designed to provide for subsis-

tence farming for landless peasants.25

25Perloff, op. cit., p. 38.
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Apart from the agricultural reform measures, a Mini-
mum Wage Board was established and new authorities were set
up to carry out a reorganization oi transportation and com-
munications, water resources and housiﬁg. These measures
all met with very strong opposition from the more conserva-
tive elements in the legislature and in many instances the
attacks were levelled at the Governor, rather than the group
which was really responsible, Munoz Marin and his supporters
in the Popular Party. This, it is alleged, was based on the
belief that it would be strategically wiser to attack the
appointed Governor rather than the democratically elected
political leader.26

Of equal importance to the decision to proceed with
a programme of agrarian reform was the decision to promote
the development of an industrial sector. This was based on
the fact that the employment needs of the country could not
be satisfied only by reforms in the agricultural sector.
With this in mind an Industrial Development Corporation was
established in 1942 for the purpose of providing investment
capital on easy credit terms.

The Corporation was initially established with a
capita}l provision of $500,000. It also got title to a $2
million cement plant sei up under the Puerto Rican Recon-

struction Administration. In its decisions with regard to

26Goodsell, op. cit., p. 38.
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what projects to finance, the Corporation-.favoured pnojecfs
which could make the greatest use of labour and local raw
materials, given the ayailability of a large local market.
The Corporation also subsequently undertook to construct
industrial plants for lease to private investors. By 1947
an amount of $20 million had been invested in plants acting
as subsidiaries of the development company. These plants
were engaged in the manufacture of glass containers, paper-
board, structural klay products and sanitary ware. In addi-
tion to these direct subsidiaries the promotional work of
the Corporation was successful in bringing about the estab~

lishment of thirteen plants.27

These efforts to finance and attract indus£;y were
complemented by the sponsorship of handicraft projects in
such areas as the making of furniture, ceramics and fibre
textiles. These projects were under its products design
division. Finally, it initiated a labour training and tecﬁ-
nical research programme.28

Overall the Industrial Development Corporation
experiepced only limited success in meeting its prime objec-
tive, that of providing for the expanding labour force which

could not be absorbed in the agricultural sector. After

five years of operation and the expenditure of $20 million,

27Barton, op. cit., p. 8.

" 1pi4., p. 9.
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less than 2,000 actual and potential factory jobs had been

t

created, ‘whereas it was estimated that something in the

order of 100,000 was required. Barton, in making a crude
aﬁ%fapolation on the basis of this experience, concluded

that an outfay of $2 billion would have been required to

meet the objectives set by the programme.29

hY

In the period 1945-1947 the pressure of unemployment
was relieved ta a far greater extent by out-migration than
<

by either of the measures described above. Migration was

stimulated by the post-war boom in the mainland economy as

‘well as by the desperate economic situation on the island.

Net out-migration was 14.8 thousand in 1945, 23.7 thousand

in 1946 and 35 thousand in 1947.39

In a three-year period
over 70,000 people left the island. Nevertheless as of
March, 1947 there were 60,000 unemployed workers in a labour

force of 702,000.°}

Summary

The survey conducted in this chapter indicates that
the incorporation of Puerto Rico into the economy of the
United States did very little to generate overall prosperity

on the island up to the end of the Second World War. In

1bid., p. 11.

30Perloff, op. cit., p. 20l.

3lyibben and Pico, op. cit., p. 103. °
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fact the incofporation complicated the economic difficulties
of the island over this period.

As was indicated the island was successful in
attracting substantial amounts of capital from both private,
and public sources from the mainland. THese large amounts
of capital did not generate any significgnt development on
the island, as revealed by the e;;}ge of a system of mono-
culture and the existence of chronic unemployment. The
reasons for this become apparent when one considers what
would motivate the individual mainland investor td invest in
the island. The motivating force would of course bé the
expectation of profits. In examining investment opportuni-
ties on the island it is not surprising that investors would
be inifially attracted to the principal economic activities
on the island. Thes? were at the outset coffee and sugar
production. For reasons stated previously investment in
coffee was not considered suitable, and this left sugar as
the principal area for investm;nt. R

The realization of a good return on an investmeﬁf in
sugar required a reorganizatibn of production. It was anwn
at that time that centralized factory operations were the
most efficient way to run the industry. Full utilization of
the factory facilities required the consolidaéion of large

holdings around the centralized factories. That being the

case the land monopoly and the overwhelming dominance of

) sugar in the economic life of the country was the logical
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result. Large capital inflows resulted in monocuiture and a
scarcity of land for small settlements.

These deQélopments were detrimental to the island
for a number of reasons. First of all it meant"that the
economic welfare of the ingnd was wholly dependent on a
single crop which was marketed in one area. Any weakness in
that market area could have disastrous consequences fof the
economy. This was clearly evident duringjthe thirties. In
addition the reorganization of the sugar industry on what
werelclearly more profitable lines resulted in a reduced
demand for agricultural labour. Those workers who were suc-
cessful in securing employn% had to suffer Yhe conq@
quences of seasonal unempfzy ent. This condition was par-
ticularly critical for the island in view- of the fact that
the rapidly increasing population created an imperative need
for the provision o{wgpre jobs. Ihé profits from the sugar
operations could not be used to compensate for these effects

since they went to the benefit of mainland residents.

-t

Since the basic economi% weakness of the country was

: ‘ : ) .
in large measure a reflection of the degree of United States

domina'nce'z the process of adjustment was made all the more
difficult in that there were strong vested interests in

<&
maintaining the basic structure of the system. Evidence for

this is provided by the long delay in enforcing the 500-Acre

@

v

Law.
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' y
An economic association of this type will not auto-

matically result in mutual benefits through the operation of

market forces. Such benefits can only be realized when

specific steps are taken to ensure a reconciliation of the

interests of both sides in the association. Realization of

the need for specific measures to bring about this condition

became evident during the SecondWorld War. In a subséquent

section an evaluation of the effectiveness of these measures

will pe undertaken.

.
1



\ l" CHAPTER IV

THE EVOLUTION OF THE MANUFACTURING SECTOR
IN JAMAICA 1IN, THE POST-WAR PERIOD

Introduction

IS‘the introductory chapter we outiined the theoret-
ical framework behind a strategy fo£ inddgtrialization in
the Caribbean. At this stage an attempt will be made to
determine whether the criticism made of this basic strategy
was justified in terms of the developmengé in Jamaican manu-
facturing since the Second World War. The industrialization
strategy was initiated with the passage of ;pecial legisla-
tion between 1947 and 1949 discussed in the introductory
cha;ter and consequéﬁtly our evaluation will be centred on
the country's experience since that time. The success of
the strategy of industrialization has to be ewaluated with
regard to several criteria, including the contribution of
manufacturing industry to national income and employment,
the development of local participation,'the degree of inter-
dependence within the manufactu;!ng sector and other sectors
of the economy. We will begin by setting out the position

of manufacturing activity at the time the strategy was

initiated. o
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The Initial State of the
Manufacturing Sector

In 1951 the value of output of the manufacturing
sector measured in current prices amounted to $18.4 million,
representiing approximately 11 per cent of Gross'Domestic
Product at factor cost.l There were at that time 627 fac-
tories in operation proyiding employment for 23,098 people
with an average employment per plant of 36.8. Table 4-1
provides information on the numbers employed in various
manufaéturing activities. As can be seen from the table
approximately 16,000 of the 23,000 were engaged in opera-
tions concerned wilh the processing of agricultural products
and almost 7,000 of these were employed in the sugar indus-
try.

The dislocation of normal trading patterns caused by
the war had provided a stimulus to local manufacturing activ-
ities. Firms had been established to produce edible oils,
lard, margarine and soap. There was also an expansion of
activity in older firms engaged in the production of cigar-
ettes, matches, alcoholic and non-alcoholic beverages. The
manufacture of knitted cotton and rayon goods was also ini-

tiated with the use of imported yarn.2 The manufacturing

lGovernment of Jamaica, A National Plan of Develop-~
ment for Jamaica 1957-1967 (Kingston: The Government
Printer, 19%7), p. 6.

2Colonial Office, Development and Welfare in the

West Indics 1943-1944, Colonial No. 189.

\
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TABLE 4-1
EMPLOYMENT IN MANUFACTURING

=F

! 1951 1957 1960 1967

Sugar 6,809 5,850 5,540 6,195
Beverages 937 1,326 1,450 1,501
Other Food Products 6,922 9,867 12,042 11,643
Tobacco 1,407 1,035 1,170 1,945
Textiles and Clothing 1,406 5,345 7,080 13,462
Footwear 324 1,987 2,550 2,985
Furniture and Fixtures 429 . . 2,580 3,376
Wood and Wood Products 688 3,982 650 1,018
Paper and Paper Products . . . . 370 433
Printing and Publishing 1,092 1,450 2,250 2,227
Leather Products 104 390 260 180
Rubber Products . . . . 100 148
Chemical Products 1,018 463 960 1,715
Non-Metallic Mineral Products . . 1,782 2,570 3,844
Metal Products, Machinery
Products and Repairs 1,445 1,833 4,430 5,504
Petroleum Products . . . . . . 123
‘Miscellaneous Manufactures 517 622 406 2,117
Total 23,098 35,932 44,408 58,41?

Sources: International Bank for Reconstruction and
Development, The Economic Development of
Jamaica (Baltimore: The Johns Hopkins Press,
1958), pp. 204-205; and Headley Brown, "The
Import Substitution Process as a Model of
Development. A Case Stu f the Jamaican
Economy 1957-1967" (dnpublls ed Ph.D. thesis,
University of the West Indieg, Mona, Jamaica,
1970), Table V-25.
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activity which was being carried out at the time was of the
simplest form and was of marginal significance in terms of
its direct contribution to employment providing 23,000 jobs
for a labour force which was estimated at the time to be
600,000.3 Information with regard to the national level of
unemployment at that time is not available. It is however
unlikely that the rate at the time would have been less than
the wartime estimate of 18 per cent. This would seem a
reasonable position when one takes into consideration the
growth in population and the reduction of job opportunities
for migrant labour in the Unlted States WhlGh had existed
during the war with the easing of the labodr shortage in
that country at the end of the war. We will start our
evaluation by examining some of the overall developments in

the economy up to 1967.

(%]

R

Economic Growth, 1951-1967

Table 4-2 provides annual estimates of Gross Domes-
tic Product (G.D.P.f and the contribution of the manufactur-
ing sector to G.D.P. 1In 1967 G.D.P. was $85.6 million as
compared with $163.4 million in 1951. Manufacturing G.D.P.
was $103.4 million in 1967 as compared with $18.4 million in
1951. f the value of output from sugar, rum and molasses

was to be excluded from the domestic product of the

3Internatlonal Bank for Reconstruction and Develwp-
ment, The Economic Development of Jamaica (Baltimore: The
Johns Hopkins Press, 1958), p. 192.
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TABLE 4-2

SHARE OF MANUFACTURING IN GROSS DOMESTIC PRODUCT

(Current Values J$ Millions)

(1)

Gross Domestic

(2)

Gross Domestic

(3)
G.D.P. Excluding

(4)

Column (2) as

(3)

Column (3) as

Product Product Sugar, Rum and Percentage of Percentage of
Total Manufacturing Molasses Column (1) Column (1)
1920 140.2 15.8 11.4 11.3 e.l
1951 163.4 18.4 13.6 11.2 8.3
1952 190.0 19.2 17.4 12.2 G.2
1953 213.4 29.6 21.8 13.8 10.2
1954 239.4 33.6 25.4 14.1 10.6
1955 272.8 36.6 28.4 13.4 10.4
1956 317.0 41.4 33.0 13.1 10.4
1957 384.2 48.8 38.6 12.7 10.0
1958 397.4 47.6 39.0 12.5 9.8
1959 - 395.8 54.6 44.8 13.8 11.3
1960 "~ 430.8 58.8 48.0 13.6 11.2
1961 © 461.4 65.4 51.8 14.2 11.2
1962 480.2 65.8 54.0 13.7 11.2
1963 510.0 782 6l.4 15.3 12.0
1964 547.4 83.6 £9.8 19.3 12.7
1965 594.2 89.2 76.2 1%5.0 12.7
1956 646.0 99.2 84.6 15.4 13.1
1967 685.6 103.4 92.4 14.9 13.%
Sources: Government of Jamaica, Department of Statistics, National Accounts: Incone

and Expenditure; and Government of Jamaica, Central Planning Unit, Econom.c

Surveys.

.
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‘ganufacturing sector, the value of output would be $92.4
“million for the terminal year and $13.6 million at the start
of the périod under consideration.

This period was one of rapid economic growth for the
9¢qgomy as a whole. The data indicates an amnual average
'g;owth rate of G.D.P. of about 8.5 per cent. The rate of
growt* of output for the manufacturing sector was even
greater at approximately 11 per cent. The rate of growth in
manufactu*ing excluding the traditional activities of sugar,
rum and molasses was also 11 per cent.

On an annual basis the highest rates of growth in
G.D.P. were attained in the period 1951 through 1957. The
year 1957 witnessed the highest annual growth rate for the
entire period at 21.2 per cent. These rates,“as set out in
Table 4-3, can be attributed to the commencement of the new
sector, mining, and the expansion of manufacturing activity.
There was a substantial decline in growth rates in 1958 and
1999. In the latter year there was in fact a slight decline
in absolute output. From 1960 through 1967 growth rates
have averaged around 7 per cent with a low of 4.1 per cent
in 1962.
‘ The annual growth rate for the manufacturing sector
as a whole fluctuated to a considerable degree throughout
the period. This instability was to a great extent a

refleétion of the performance of the sugar industry.

Excluding sugar, rum and the manufacture of molasses the

\
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TABLE 4-3

ANNUAL. RATE OF GROWTH OF G.D.P. AND
G.D.P. IN MANUFACTURING,

1951-19672 ﬁ
' ~ Manufacturing
Gross Domestic Product Includihg Excluding v
Rum' Rum
1951 16.6 16.5 19.3
1952 16.3 4.4 27.9
1953 12.3 54.2 25.3
1954 12.2 13.5 16.5 b
1955 14.0 8.9 11.8
1956 16.2 13.1 6.2
1957 21.2 17.9 17.0
1958 3.4 -2.3 1.0
1959 -0.4 14.7 14.9
1960 8.6 7.7 7.1
1961 7.1 11.2 7.9 f:>
1962 . 4.1 0.6 4.3 .
1963 6.2 18.8 13.7
1964 7.3 6.9 13.7 .
1965 8.6 6.7 9.2
1966 8.7 11.2 11.0
1967 6.1 4.2 9.2

aComputed from data in Table 4-2.
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annual rate o% growth for the,sec}qr follows a pattern simi-
lar to that for overall G.D:P:ﬂ éhege were very high rates
in the period up to 1957, which at least in part is a reflec-
tion on the ini&ial small size of these activities. There
was a slump in 1998 and overall very high rates for the rest
of the period with the exception of 1962 when the rate was
4.3 per cent..
\ In 1967 the manufacturing sector was the most impor-
tant contributor to G.D.R. at factor cost. The manufactur-
ing share in that year was 14.9 per cent. As indicated in
Table 4-4, this position of dominance was attained in 1963
when it overtook the distribution sector which since 1957
had emerged~as the most important contributor to G.D.P.
Prior to 1957, the agricultural sector‘héd been the dominant
sector iﬁ the economy. Throughout the period there was a
steady decline in the importance of the agricultural sector
to national output. From a.high of 27 per cent in 1951 the
sector's contribution to G.D.P. declined to 11.4 per cent in

~
The period then witnessed a substantial expansion in

1967. ‘ -

output. Moreover, the éxﬁansion was associated with a
reduction in the dominance of any single sector in the econ-
omy. These results are in accordance with what one would
exbect in this instance where specific efforts were made to
promote tﬁé development of the economy through facilitating

expansion in new areas of activity. Since the promotion of
‘ \

- 4
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TASLE 4-4
PERCENTAGE CONTRIBUTION OF INDUSTRIAL SLCTORS TO GROSS DOMESTIC PRODUCT
AT FACTOR COST, 1990-1957 .
Industrial Sector 1950 1951  16%2 19%3  19% 1990  19% 1957 1958 1999 1660 1961 1942 1933 1944 195% 19446  1G&7
Asriz_lsure, Forectizy
a-~: Fls-irg 20.8 27.0 27.2 21.2 20.1 19.2 6.2 13.8 13.5 13.3 12.1 12.0 *2.0 13.4 11.5 11.56 11.6 Ll.s
Mialag, Quarrying
ars Refining 2.4 4.0 4.8 %.% 8.8 8.8 8.2 9.5 9.6 9.6 8.9 9.8 9.7 3.6 9.8
Fanuia.turing include ‘
in3 Sugar 11,3  11.2 12.2 13.8 4.} 13.4 13.1 12,7 12.% 13.8 13.6 14,2 13.7 15.3 14.9 150 13.4 1la.9
Conezzuztion ana
Inetaliaction 7.6 10.9 10.8 9.6 8.7 9.9 12.7 13.6 12.3 12.2 11.9 11.% 11.3 10.5 10.8 10.7 iC.7 10.3
Elesiricity, Gas and
haies 1.1 1.0 1.0 0.7 0.7 0.8 0.8 0.9 1.0 1.0 1.0 1.2 1.2 1.2 l.4 1.3 1.4 l.4
Trarepoztation, Storage <«
and Cozeranlication 7.1 6.6 9.9 6.5 6.9 7.0 6.7 ‘6.4 6.4 7.7 7.8 8.0 8.0 1.4 7.4 7.4 7.% 7.4
-
Sisezidution 15.2 1%5.9 16.3 17.2 16.8 6.8 16.2 16.6 16.8 17.8 18,1 16.% 16.0 1%.1 14.7 14.4 14,1 12.9
Firanzial Institutions? 5.9 4.0 3.8 4.4 4.5 3.7 [fse.s 4.4 4.6 4.6
Qrnezship of Dwellings © 5.9 5.3 4.9 4,9 4,8 4,4 3.9 3.3 3.3 3.1 3.1 3.2 3.3 3.4 335 3.4 3.4 3.3
Public Administration 5.1 6.8 6.3 6.2 6.3 6.6 7.1 6.5 6.6 6.0 6.2 6.% 7.2 7.3 7.% 7.% 7.8 2.9
Miscellaneous Secvices 15,0 1%.2 1%.4 17.1 17.7 17.% 17.9 17.3 12,9 12.9 l12.8 12,9 13.2 13.7 14.0 14.34 13.9 13.2
Jotal 1620.0 100.0 100.0 100.0 102.0 100.0 100.0 100.0 1£9.0 100.0 100.0 1C0.0 1102.0 1€2.0 192.0 102.0 1120.% w00.C
%ntil 158 Financial Institutions were included in Miscellancous Services. .
Sousces: GCoverament of Jamalcas, Department.of Statistics, National Accounts; Income and Expenditure: and Government of Jamaica, Central
Plasning Unit, Ezoromic Survey.
. ®
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manufacturing activity was a central part of the deveclopment
~

strategy, we will now turn to an examination of developments

in that sector over the period.

Trends in the Manufacturing Sector

As mentioned above, the manufacluring sector had
emerged over the period as the single most important contri-
butor to G.D.P. In light of the industrialization programme
a factor of importance in considering the growth of the sec-
tor would be whether there was eviden®e of significant
structural change within the sector. The traditional activ-
ities had been food processing and the manufacture of sugar,
rum and other alcoholic and non-alcoholic beverages and
tobacco products. As can be seen from Table 4-5 these oper-
ations continued to be the most significant in the sector
. throughout the period under consideration and in 1967
accounted for approximately 45 pet cent of G.D.P. in manu-
facturing. A significant development in these traditional
activities was the very sharp decline in the importance of
sugar and rum manufacturing. Whereas in the earlier period
these activities accounted for more than 25 per cent of the
value of output for the sector, by 1967 they accounted for
only 10.5 per cent. This’decline in importance can be -
partly attributed to the growth in importance of other

activities, but the main factor was the secular deterior-

ation in production and marketing conditions for sugar,

-




TABLE 4-5

PERCENTAGE DISTRIBUTION OF GROSS DOMESTIC PRODUCT
AT FACTOR COST IN MANUFACTURING

1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 1967

)

Food 27.0 26.5 25.6 25.1 24.7 25.3 23.3 22.6 20.0 20.8 19.2 19.2 21.2 20.9 21.5
Sugar, Rum and -

Molasses 26.2 24.6 22.3 20.3 21.0 15.7 17.1 18.3 20.8 17.8 21.4 16.4 14.6 14.7 10.5
Beverages 5.8 5.6 5.8 g((b.l 5.4 4.7 7.8 7.8 8.5 8.7 9.0 8.4 8.3 8.3
Tobacco 5.8 5.5 5.5 .7 4.6 4.4 5.2 3.8 4.0 4.8 5.5 7.0 5.0 4.8 4.8
Textiles and

Garments 4.7 4.5 5.1 5.8 6.0 6.1 6.3 6.2 6.9 7.4 6.9 7.7 7.8 7.5 8.3
Footwear .9 1.0 1.3 1.4 1.3 1.8 1.8 2.4 1.9 2.0 1.6 1.7 1.6 1.7 1.7
Wood and Wood

Products 3.0 2.3 2.9 2.7 2.6 3.0 2.9 2.8 2.7 2.8 2.4 2.3 2.% 2.% 2.5
Furniture and

Fixtures 6.7 8.4 9.6 9.4 9.8 10.6 11.1 5.0 4.8 4.7 4.2 4.1 4.1 4.0 4.2
Printing, Pub- i

lishing and

Advertising 3.9 4.3 4.6 5.2 5.3 5.9 5.2 6.2 6.1 6.1 8.4 9.1 6.6 6.9 7.7
Leather and

Leather . |

Products 0.7 0.5 0.5 0.5 0.6 0.7 0.7 0.6 0.5 0.5 0.% 0.4 0.5 0.5 0.%
Chemical and

Chemical )

Products 3.1 3.2 3.4 4.1 4.0 4.0 4.9 4.5 4.4 4.5 .2 4.3 5.1 5.3 6.6
Cement and Clay

Products 5.7 5.5 5.7 5.9 6.4 7.5 7.3 7.0 7.0 6.6 5.4 6.4 7.7 7.7 7.4
Metal Products

and Repairs - 5.2 6.2 6.2 6.0 6.9 7.8 8.2 10.4 11.3 11.2 9.4 10.2 12.6 13.0 13.4
Miscellaneous .. 1.8 1.8 1.8 1.7 1.8 1.6 2.% 2.3 2.4 2.3 2.3 2.3 2.3 2.8

Source: Government of Jamaica, Department of Statistics, National Accounts: Incone
and Expenditure.
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Food processing and other traditional activity revealed a

much smaller decline and still accounied for more than 20 ’
per cent of value of output of the sector in 1967. This
decline could be attributed to the growth of other activi-
ties but it must also be pointeq out thgt‘food processing
operatiéns wére influenced in part by the incentive features
of the industrialization programme. The other traditional
activities, beverages and tobacco manufacture, together
maintained their relative position in the sector, with the
Eormer improving its overall position. The rise in tﬁé’con-
tribution of beverages to output of the sector could in part
be attributed to the expansion in bottling operations_of

foreign brands of alcoholic beverages encouraged by the

©

incentive programme. L /

Amon3j the non-traditional activities the most sig-
nificant/change took place in the category metal products
and repalrs, which was contributing in excess of lB'ber cent
of the value'of output for the sector in 1967 and in the
manufacture of chemical products whexe the contribution was
in excess of 6 per cent in 1967. fhe only other non-.
traditional activity of importance in i967 was textile and
garment manufacture where the contribution to output of the
sector was in excess of 8 per cent.

In spite of the growth in significance of the sector

over the period there emerged only three new important

activities within the sector, namely, metal products,



. period covered employment in sugar reached its lowest level "
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textiles and gaypents and chemicals. Furniture manufactur-
ing, wthh contributed in.excess of 11 per cent of the sec-
tor's contrlbutlon to/G.D.P. in 1959, declined drastlcally
in 1960 and at thefend of the period its coniribution was

4 per cent. The manufacture of fgotwear also reached~a peak
in terms of its contribuytion to G.D.P. in 1960 and declined
subsequently and remained for most of the sixties in approxi-
mately lhe relative position it had gained in 1958.

The level of employment in the sector was approx1—
mately two and“onc-half times in 1967 what it had been in
1951. There were irr 1967 58,416 persons employed in manu-
facturing activities. Since the employed labour force at
that time was estimated at 533,672, employment in manyfac-
turing accounted for 10.9 per cent of the employed labour ’
force. 1In spite of the #act that the manufacturing sector
was the most important contributor to G.D.P. agriculture,
the fourth ranked sector in 1967, provided joﬁg for 43 per
cent of the employed lahour, as Yndicated by Table 4-6.

Within the sector itself textile and clothing operatlons

were the largest single source of employment. As can be

seen in Table-4—l these operation§ provid?d employment for \\\J
13,462 people. The activity which ranked next in terms of
employment was food processing employing 11,643, followed by

sugar and metal pmeducts. In the case of sugar, employment

was actugi}y less in 1967 than it had been in 1951 For the
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TABLE 4-6
PERCENTAGE DISTRIBUTIGN OF THE
EMPLOYED LABOUR FOPRCE 02}

1857 1960 1967

+ 1. Agriculture ‘ 43.5 45.6 43.0

2. Mining, Quarrying and Refining .4 -8 .9
3. Capital Activity C 5.9 7.5 1.7
4. Manufacturing 12.7 8.3. 10.9
(a) Food Products .« . 3.4 3.6
(b) Textiles and Clothing .. 1.8 2.8
(c) Wood, Cement and Furniture . . 2.1 3.0
“(d) Other Manufacturing . . 1.2 1.5
5. Public Utilities .5 .6 1.2
6. Distribution 10.2° 10.1 9.3
7. Transportation and Communication 2.5 3.4 2.é/za\\
8. Miscellaneous Services | 18.8 22.9 24.2
9. Unspecified LD .8 , ..
Total 100.0  100.0  100.0

Source: Brown, op. cit., Table V-24.

4! ‘ --
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in 1960. The employment pattern was consisient with the
trends outlined above in terms of its contribution to G.D.P.
in manufacturing.

It is interestiing to note, howecver, that in many
instances the contribution to employment was inversely
related to output contribution to the sector. The textile
industry provided for 23.1 per cent of Lthose employed in the
sector in 1967 (see Table 4-7), while its share of value of
output of the sector was only 8.3 per cent. The manufacture
of footwear provided employment for 5.1 per cent while its,
contribution to output was 1.7 pef cent. At tge saﬁe time
the production of beverages provided employment for 2.6 per
cent while its contribution th output was 8.3 per cent.
Metal products, fourth ranked at 9.4 per cent in terms of
its contribution to employment, was second ranked at 13.4
per cent in terms of its contribution to output from the
sector. Yo

The growth of the sector during the period was
(associated with a substantial change in the structure of
‘employment within the sector. The traditional manufacturing
activities, sugar, food processing and tobacco, accounted
for approximately one-third of the employment within the
sector compared with approximately 70 per cent at the outset.
The dominant sectors in 1967 were textiles and clothing,

furniturc, metal products and new activities falling under

the heading of miscellaneous manufacturing.
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TABLE 4-7
PERCENTAGE DISTRIBUTION OF THE LABOUR FORCE
‘ / \LOYEB‘ IN MANUFACTURING@
- 1951 19577 1960 1967
Sugar 29,5 16.3  12.5  10.6
Beverages ‘ 4.0 3.7 3.3 T 2.6
Other Food Products? 29.9 27.5. 27.1 19.9
Tobacco 6.1 2.9 2.6 3.3.
Textiles and Clothing 6.1 14.9 15.9 23.1
Footwear 1.4 5.5 5.7 5.1
Furniture and Fixtures 1.9 5.8 5.8
Wood and Wood Products 3.0 11.1 1.5 1.7
P;;er and Paper Products . . . . 0.8 0.7
Printing and Publishing 4.7 4.0 5.1 3.8
Leather Products 0.5 1.1 0;6 0.3
Rubber Products .« . . 0.2 0.3
Chemical Products 4.4 1.3 2.2 2.9
Non-Metallic Mineral Products . 5.0 5.8- 6.6
MetaI’ﬁroducts, Machinery
Products and Repairs 6.3 5.1 10.0 9.4
Petroleum Products . . . . 0.2
Miscellaneous Manufactures 2.2 1.7 0.9 3.6
100.0 100.0 100.0 100.0

Total

4Computed from data in Table 4-1.
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The growth of the sector over the period was also
associated with an increase in the share of non-agricultural
manufactured products in total exports. In 1967 these items
accounted for }10.6 per cent of total exports as compared
with 2.7 per cent eleven years earlier in 1957. As indi-
cated by Table 4-8, the most important export items were
clothing accounting for 34.2 per cent and mineral fuels
accounting for 25.9 per cent. These two items along with
essential oils accoynted for more than 70 per cent of the
value of exports. zt has been estimated that approximately
94 per cent of clothing exports went to markets in the
United Kingdom, the United States and Canada, with the United
States absorbing 60 per cent of total exports. Since‘&963,
the imposition of quotas has restricted exports to the
United States.4

Having looked at general developments in the economy
and in the manufacturing sector, we will now turn to an exam-
ination of those developments in the manufacturing sector
which could be directly attributed to the incentive programme.

The main measures in the industrialization strategy
were the Pioneer Industries Encouragemeﬁt Law (P.I.E.L.),
the industrial Incentives Law (I.I.L.) and the Export Indus-
tries Encouragement Law (E.I.E.L.). As at the end of 1966
there were 149 firms operating with the assistance proQided

by these laws. The largest number, as shown by Table 4-9,

4Jefferson, op. cit., p. 140.
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TABLE 4-8
COMPOSITION OF EXPORTS OF MANUFACTURED GOODS
(Percentage)
1957 1960 1961 1962 1964 1965 1966 1967
Tobacco Products - 32.4 17.2 11.5 8.2 3.8 5.4 4.3 4.5
Mineral Fuels, Lubricants,
etc. 15.1 35.2 35.0 25.9
Chemical Elements and
Compounds 3.7 1.7 0.5 0.3 0.2 0.4 0.9 1.1
Dyeing and Tanning )
Materials 11.0 9.3 6.8 6.3 6.5 4.3 5.0 6.0
Medicinal and Pharma-
ceutical Products 0.7 0.8 0.6 0.5 0.6 0.5 1.1 1.6
Essential Oils, Polishing and
Cleansing Preparations 14.6 10.3 7.6 9.3 8.2 8.8 12.6 11.0
Paper and Paper Products 2.5 2.2 1.2 1.7 1.6 1.1 1.0 0.8
Textile@nd Textile Products 15.0 4.7 7.9 4.6 10.5 5.9 1.3 1.8
Portland Cement 0.8 3.4 2.2 3.7 4.2 4.5 4.3 4.7
Metal Products 9.4 9.0 7.2 14.6 2.3 2.5 2.6 2.4
Machinery 1.1 0.8 0.5 0.5 0.8
Clothing 1.6 35.6 32.5 45.6 37.1 28.0 27.3 KY:
Footwear 2.2 6.0 21.0 5.2 4.0 2.8 4.0 5.2
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Percentage of Total Exports 2.7 5.0 7.2 7.8 8.9 10.2 11.2 10.%

Sources: Estimated from Brown, op. cit., Table VI-7; Government of Jamaica,
Department of Statistics, National Accounts: Income and Expenditure;
and Government of Jamaica, Central Planning Unit, Economic Survay.

o
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TABLE 4-9

NUMBER OF COMPANIES OPERATING UNDER
INCENTIVE LAWS BY INDUSTRY GROUP

SR (MARCH, 1967)
Industry Group I.1.L. P.I.E.I.L. E.I.E.L. Total
-~

Metal Products 26 2 .. 28
Non-Metallic Mineral
Products o) 3 . 8
Chemical Products 12 7 . . 19
Rubber Products 3 . . . 3
Plastic Products 16 2 . e 18
Paper Products 4 . . . . 4
Containers and Packaging
Materials 11 2 .. 13
Clothing .. . . 18 18
Textiles 3 . . . 3
Food Products 3 3 .« . 6
Pharmaceuticals and
Toilet Preparations 4 . . . . 4
Tobacco Products . . . . 1 1
Wood and Fibres 2 . . . . 2
Electrical Products 4 1 . 5
Miscellaneous Products 7 .. 10 17

Total 100 20 29 149

Source: Government of Jamaica, Industrial Development -
Corporation, Statistical Report of Mangfactur-
ing Enterprises Approved and Operating Under

© Industrial Incentive Laws (1967).
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were operating under the I.I.L. with the.E.I.E.L. ranking
second in importance. Most of the firms (26) operating
under the I.I.L. were engaged in the manufacture of metal
products with the manufacture of plastic products (16),
chemical products (12), containers and packing materials
(11) being the other important activities. The dominance of
metal products manufacturing is consistent with the fact
that it was third ranked in terms of its contribution to 7
G.D.P. of the sector in 1966. The majority of firms, 18 of
29, operating undir the E.I.E.L. were engaged in the manu-
facture of clothing. This is reflected in the fact men-
tioned previously that by the end of the period under con-
sideration, clothing was the single most important manufac-
turing export. The P.I1.E.L. which was effectively super-
seded by the I.I.L. was utilizea by the smallest number of
firms (20) of which 7 were engaged in the manufacture of
chemicals.

Data on employment received from approximately 95
per cent of the firms operating under the three incentive
laws indicated that as at the end of 1966, 9,133 persons
were employed. Of this number there Qas practically an even
split as indicated by Table 4-10 between numbers employed in
firms operating under the P.I.E.L. and I.I.L. and those
operating under the E.I.E.L. This estimate suggests that
approximately 20 per cent of those employed in manufacturing
activities were in plants receiving assistance under the

incentive laws.



TABLE 4-10

EMPLOYMENT IN FIRMS OPERATING

UNDER INCENTIVE LAWS
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I.1.L.
P.I.E.L. E.I.E.L. " Total
Metal Products 660 660

Non-Metallic Mineral

Products 356 3558
Chemicals 498 498
Plastic Products 2217 227
Containers and Packaging 1,173 1,173
Electrical Products 275 275
Food 144 144
Clothing o 3,090 3,090
Leather Products 1,050 1,050
Miscellaneous Manufacturing 1,193 467 1,660
Total 4,526 4,607 9,133

Source: Government of Jamaica, Industrial Development
Corporation, Statistical Report of Manufactur-

ing Enterprises Approvad and Operatipng Under

Industrial Incentive Laws (March 31, 1967).

The value of sales from these enterprises, domestic

and foreign, amounted to $56.6 million in 1966 representing

approximately 67 per cent of G.D.P. of the sector, excluding

sugar, rum and molasses. The value of exports alone, $16.2,

was approximaiely 92 per cent of the value of non-traditional

exports, i.e., excluding sugar, rum and molasses.

Total capital investment for all firms operating

with the aid of incentives amounted to approximately $31.8
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million, indicating a capital investment of $3,491.0 per
employce in these plants. There was, however, a consider-
able difference in the capital intensity of firms operating
with the assistance of the P.I.E.L. and I.I.L. as compared
with those operating under the E.I.E.L. Capital investment
per worker for firms operating under the I.I:gf and P.I.E.L.
amounted to $6,366.2 as compared with $333.0 with respect to
those firms operafing under the E.I.E.L. ghe very high
capital intensity in the case of the former was mainly due
to the very high levels of investment in the chemical and
container and packaging industries. As indicated by Table
4-11 investment in the§e two sectors émoynted to $20 million
or 69 per cent of capital investment for all firms operating
under these two laws. - tap}£a1 investment ‘per worker in the
chemical industry amounted to $29,307.6 and in the containef
and packaging industry $4,624.2. As can be seen from the
table the only activity in which capital investment was less
than $2,000 was in the case of electrical products.

In summary, the information provided above fﬁdicated
that there was substantial growth in the.economy in the
period under consideration as well as thé—emeréénce of the
manufacturing sector as the most impqrtant contributor fb

G.D.P. Evidence was also provided which indigated the

importance of the manufacturing sector in exports and the

: growtﬁ in its contribution to overall island employment. In

spite of these developments the real test of the success of
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the proaramme of promoting the development of the manufac-
turing sector has to be based on the extent to which there
has emerged a high measure of interdependence within the
sector itself as well as betWéen that sector and.other sec-
tors of the economy. In the following section an attempt
will be made to determine how far these conditions were

satisfied.

TABLE 4-11

CAPITAL INVESTMENT AND INVESTMENT PER EMPLOYEE
BY FIRMS OPERATING UNDER THE INCENTIVE LAWS
(J$) AS AT DECEMBER 31, 1966

P.I.E.L. and I.I.L. E.I.E.L.

Industry Group Capital Investment Capital Investment

Investment /Employee Investment /Employee

Metal Products 1,624,974 2,462.0

Non-Metallic
Mineral Products 2,295,740 6,448.8

Chemicals 14,595,200 29,307.6
Plastic Products 626,024 2,757.8
Containers and

{
S

Packaging 5,424,074 4,624.2

Electrical ‘

Products 337,694 1,228.0

Food 810,976 5,631.8 .

Clothing 1,100,312 356.0
Leather Products 274,872 261.8
Miscellaneous ' Y

Manufacturing 3,099,522 2,598.0 159,696 342.0

Source: Government of Jamaica, Industrial Development
Corporation, Statistical Report of Manufactur-
inqg Enterprises Appioved and Operating Under
Industrial Incentive Laws (March 31, 1967).
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Intra and Inter-Sectoral Inteagration

In carrying out this part of the exercise reliance
was placed on the input coefficients computed from an 18 by
18 input-output .matrix of the Jamaican economy for the years
1957, 1960, 1963 and 1966 (see Tables 4-12 to 4-15). Start-
ing with 1957, an examination o} the input coefficients for
the manufacturing sector, Table 4-12, provides clear evi-
dence of the limited degree of inter-industry purchases car-
ried out by the industries listed. Taking into considera-
tion the value of purchases from other manufacturing activi-
ties as well as those inputs from the activity itself enter-
ing output, as a percentage of the value of output, the
highest estimate was 19 per cent in the case ofvthe manufac-
ture of beverages. For tobacco products and chemicals it
was 18 per cent. It was 15 per cent approximately for non-
metallic mineral products and 12 per cent approximately for
both footwear and metal products and for the remaining
activities substantially less than 10 per cent.

As far as inter-sectoral integrékion was concerned,
that is, purchases from domestic agriculture, construction ‘
and the service sector, an examination of the input coeffi-
cients reveals that with three exceptions such interrela-
tionships were very limited. The three'exceptions were in
sugar and rum, where in excess of 56 per cent of the value

of output represented cane purchases, food processing, where

approximately 24 per cent of the value of owtput represented

Vel




TABLE 4-12
INPUT COEFFICIENTS OF THE TRANSACTIONS MATRIX: JAMAICA--19';7a ~
Other Miccel- ¢
Domestic Sugar Agricul- Mining Other laneous Sugar and
) Agricul- Cane tural and Manufac- Manufac- Rum Dise Tobacco  Petroleum
ture Growing Exports Quarrying turing® turing t:lling  Beverages Products Proiucts

(1) A{2) (3) (4) (o) {5.1) (5.2) (5.3) (5.4) (5.5)
Ajrizulture .0%00 . .0059 .0C80 .0228 0814 .. L0050 L0630 N
.33z Care Crowing . .o .. . e 2076 7 .. L5528 . .
Azs.zultural Exports .. . s .. . .. .
“inang and Quarrying . . .. .. t//”ﬁ . .0023 .0997 Lo . . - .
Otrcr Manufacturing .0070 .0004 .0030 .0200 . 0585 0079 .0048 - «1900° .1820 .
C.’.k,",i(,‘ls .0005 ¢ .. " o . e o . . . . .. T
Testiles and Clothing P .o . .. ,0013 . .. . .o e
lwoneetallic Mineral Products , .o .. .. .. . .. ‘e .o ..
Metal Products * - - . . . e .. [N . « . . .
Wannhonesy Pzoducts and Repairs . e .. .o .. . . . .
Food Frazussing .. . . o .. L0010 .. .. .. . e
Capi=al Activiiy .03%0 L1100 .0500 . 0550 0253 .. .0379 04l .0071 ..
P.olic Utilities . 0050 0059 .0029 0013 .0l16 . 0066 .0100 L0270 L0040 ..
Tiansportation and Communlications .0000 0749 .0399 0514 .0351 .06C4 .0290 .Casd .0502 ..
Ounazinio.of Cuecllings .. .o .. .. - .o .. .. - . .
Liscsibution ,0229 ,01%% « 2500 .00,0 .0194 L0642 .006% L0023 .C251 .
wiszellaracus Sarvices .0140 0202 .0239 .0C2% 0085 .0052 .0030 ,CO3L .0031 ‘e
Firancida,Cesvices . - L0004 .0151 .C099 .0034 L0094 L0006 .C040 LCo9L L0031 . e
Iroorts of Goods iConpatitive) .0209 L0870 .0044¢ L0169 L0543 1207 . L2092 . 1924 .
I forts ¢f CTuods (llon-Competitive) .0072 L0067 - L. L0454 L0404 .. L0024 N YRY L0Ca4 ..

<rpovts of Juilding Materials - .. .. .. .. e ¥ .. T . .
i~pirts of Services . .. . P .. . N R . ..
ardizect Taxes L0153 .0118 . 0626 0769 . . ,27173 .22450 . .
Erplorent Income s . 1847 .5388 L3124 .1189 . 1991 L2126 .1298 . 1354 1079 . .
Teiczest and Rant . .4833 .1043 2144 4962 . 1513 .3228 1671 . 1266 .1263 . .
Lspraciation . v . o .o . . e . . .. .. .
Piofiss .0370, .0296 .0733 L1224 .0312 .0118 .0399 ,C402 0055 s
Business Transfer R L0448 . . B . . - . . " .

@

Total 1.,0000 1.0000 1.0000 1.00C0 1.0C00 1.C000 1.0000 1.0000 1.0000 ..

'Each'tntry représents direct purchases from sector named at left by scctor named at top.

bOth.: Manufacturing is anfusivo of Miscellaneous Manufacturing, Sugar, Rum, Molasses, Beverages, Tobacco Products, Pezrzoleun
Products, Fooiwear, Leather and Leather Products, Wood and Wood Products, Furniture and Fixtuzes, Paper and Paper Products, Printing and
Publishing, Rubter and Rubber Products. . . '

Souzce: Brown, 9o. cit., Chapter V. . *

cel
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TABLE 4-12--Continued .
Machinery ranspor-
Products Food tatie~ ard Ownexsnip Miscel-
Vetal and Pro- oital Public Comruni- of Distri~ lancous Fiaincial
. R . *  Products . Repairs Cessirg ivity Ut:ilities cation Drelling  bution  Serv.ces Sersices
. . (9) (10) (11) (12) (13) (14) . (19) (16) (17) (13)
Agziculture e . . .. .2398 L0039 . . .0040 . . 0244 . .
S.%3x Care Greoweing L . e .. .o PN .. . . .. . e . .
Fizicalelral Caperzds . e o .0638 N .. .. . .
P.nlny stc Quazry.ng . - .o - .CC90 . . - - ..
Oirer Y3 faczsuring L1191 N 0168 .0070 .C960 . 2040 .C0=4 .0223 .0237
Cne~_cals .. .. 0004 . . . . .. . . ..
Textiles and Clothing . .« . . . . .
han-‘etalilc Mineral Products R . . .o o . e .. ..
Metal Preodacts .0119 N . .. . . e .. - . ..
Jacnisery Procducts and Repairs . . . . . . .. . . . . .. .
Foed Pre.cgsing . . .. 0690 . . . re e . 0345 ..
Tep. .0170 .. .0226 .0119 .0659 .0200 . .0487 .0219 L0237
.ol . 0050 .. .0082 .0020 02012 .0020 . .03.3 .0L37 .12027
Tzer L0170 .. L0202 .0:85 .0322 .Ca20 . 1495 NN 087
Vi & I . . P [ ? . . . . P . . P
Diss .0249 .o 0262 L0545 .0653 L1039 .0039 .. Cz49 0273
iscel a““ous Services .0C80 . e .0082 .C020 .0140 L0170 .0072 .C273 L0127 3212
Fi*ancia¢ Services .0199 N .0045 0020 | .0665 .0200 .05C6 0417 .0Cs2 RUROE
i773rts of Cosds (Competitive) . .. L0475 .. .. . . . 0337 RIXY L0249
Zmzo:ts of Geous (Wonr-Competitive) . 327} . .1033 .. .095% L1765 BN L0017 .G023 0137
g z: i E.ilding Materials N . .. .3342 L0904 PN . - . .
- ot Sezvaces . . P - P PR . . PR o . .. .
i T Texes - - 0570 . . L0453 .0310 .C241 .Cls7 Ve s .12z22 .GC73 LJZI2
5 et Incore . 3150 .. L1452 3114 2093 2994 b BN «2043 -4.19 .2-72
1 v and Rent .0753 .. 1274 .Cp7e 2530 L1108 . 5407 L2399 L2195 0033
? “t;:s 1ation i . . .. .. .o .. .. .. .. ..
Prci.ts / ** . 0066 .. . 0206 .0318 0602 -. 0366 ! .1%965 _ .0l83 .0210 L0372
Business Transfer R .. . .. .. .. .. .00%4 .. .

Toztal ’ 1.0090 . . 1.00G02 1.0000 1,0000 1.6000 1.0000 1.0 1,030 1.79220

. ' ~
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TASLE 4-13 *
~ N
INPUT COEFFICIENTS OF THE TRANSACTIONS MATRIX: JAMAICA--I%Da
Other NMiscel-
Domestic Sugar Agricule Mining Other lancous  Sugar and
Agricule Cane tural and Manasfacs Manlfac- Rum Dus- Tobatco Petrolevn
ture Growing Exports Quarrying turing® tur.ng t.iling Beverages Procucts Procucts
(1) (2) {3) (2) () (5.1 (5.2) (5.2) (5.4) (5.5)
¢ Aszicalture 0434 .. . 0067 .00s8 0127 L0007 . . Nelek)t .0195%
S._ar Cane Growaing CIN . .o N L2499 .. «59L0 . .
razicaitusi) Croozcs . . . . .. .
lrins an. Quesryiny . . 0004 PR .. . .0107 N .. .. ..
< ter Jar.facturing .0069 . .0025 .020% .85?} .0082 .0l8l 1921 L1824 ..
C-i=.2u.3 - e . N . .0016 N .. . N .
Toatrles und Clothing . . . . S 0016 Ve
Pimevotalllic Yii~eral Products - .. .. . .. .
Yot To.ults . .. .. 2PN . .. .. . .. ..
Vawrinlry erroducts and Repalrs . .. . o . - .
Focd rrocecelng L0157 .. .. . . .00.3 . - .. . . ..
Cez.tal Attivayy L0253 .1189 . 0504 .0041 0259 . . .03833 .0lal .CCA9 . .
F.ciiz Ytilitles L0037 .0070 . 0032 L0012 L0122 . 0058 .0lCa .0379 . 0004 ..
2 Tra.scortation ‘and Communications .C626 .0768 .0447 L0531 .0294 0610 L0298 L0436 .CCA3 ..
C.nozsnio of Crellings oL .. - .. .. .. .o .. .. ..
c.5iracution .0092 .0289 . 2633 L0000 .017% .0659 L0017 .CO54 L0391 L7580
*.3zeller:osus Serzvices L0150 L0192 .02,2 L0023 . 0053 .02:9 .0C30 .0ul2 L0024 ..
=1 2lzl Szrvices .Cod7 L.0150 .0l29 L0355 .C0u2 . 0CG6 0235 ou58 .C330 . .
<= s ¢ Loocs {({Corpetitive) .GLG4 .0434 L0ha7 .0414 .0570 .. L0007 L0222 .i883 - .
i~gorts of Codds {hon-Competitive) L0C07 .0194 .0203 L0962 L0001 .1928 A L0552 s .
l=gorts of E.ilding Naterlals . .. - .. .. i .. - .. <.
I-scres o Services .0006 - .. .0L72 - . 0041 . . .. .
R . arciroct Taxes .0Llv9 0l62 .0379 . 1248 L1129 L0131 . 0029 .3162 L4655 . .
Z-o.oy-eat In-ore L2117 L4857 .3189 Lla06 L1602 L2133 L1057 L2921 .:074 . 23C0
l-terest and Rent .Cl93 .0107 .0L%0 L0260 .C175 .0294 L0734 L0072 LOlls .
Seczeciatlon .Q24s L3446 L0204 L1147 .Ls20 .Cl90 L0345 .0372 L0072 .
Proiits ,470% .1138 L1987 . 2822 LACTT .2743 .C352 L1299 L0239 “
2.sircss Transfer .CCL9 .. - .0037 .Cool .0le3 . L8247 . .. .
Total 1.0000 1.0030 1.0000 1.0000 1.0000 1.03500 1.3C22 1.0000 1.0302 1.232%
a

Zach cntry represents direct purchases from sector named at left by sector named at top.
k-4
hOEth “anufacturing 1s inclusive of Miscellancous Manufacturing, Sugar, Rum, Molasses, Beverages, Tobaccd Products, Petroleum
Products, Fostwear, Leather and Lcather Products, Wood and Wosd Products, Furalture and Fixtures, Paper and Paper Products, Printing and
Publisning, Rubber and fubber Procuc:s.

, Source: Brown, go. cit., Chapter V,

GET
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TABLE 4-13--Continued
Leather Wood Paper Printing Aubber Y-t
and and Furniture snd and and Textiles Mezalllc
s Leather Wood and Paver Puolishe P bber é-d VeteTal
Footwear Products Products Fixtures Products L0y Prodicts Chemicals Clothing Proc.cis
(5.6) (5.7) (5.8) {5.9) (5.10) {5.11) (5.12) {5) (73 (2}
Ajriculture .. - .0710 L0567 . . . . 0642 ..£479 .
Siu3ar Car» Growing .. . .. . . . . . e . PN
n;:x:d;..ral Exports . . . . . . . .
-7im7 &4 Quarryling .. . . .. .. .. . . . .. - . .1522
Ciner “linifacturing .1244 1408 .0GC09 L2269 0024 0279 0156 L0191 L0222 L.CC%
C- ~icalis . . - .. .. .. . . .C735 o .
Text.les and Clo'hlng . .. . 0220 N .. .. . L0781 .
1o -fztallic lineral Products .. . - .. A .. . .1368
IEJLPIO:C' . . . . « . 'Qg. .« . . . . .
‘a3t 1nary Products and Repairs . . . . .. .. . .
ch, Pracesg in; - . .. .. .. .. .. .o . ..
C:r..g. Fit.vity .0262 .0235% .0327 .0204 .01%8 .0101 02,0 L0179 L0131 Ch30
Fazl.c Jiilitaes ,0031 LOL17 L0037/ L0081 .0024 .0054 G104 L0071 L0722 0Ll
Tré-eos2iut.on ang‘Coamunicttions .0139 .0376 .0220 .0104 .0341 .0733 0:3h Cé33 Llsl L0953
Cimrsmlr 0f Drellings .. .. .. N .. .. .. .. . . . .
J.str.zut.on ! .0432 .1667 0617 .0499 .0341 .0355 .0960 .0310 G337 &5
!-s ellarcous Services .. .0023 .0080 .005% .0219 .0203 .01Ca L0226 L0030 "
Finenc.al Services .0067 0070 .0196 .C003 . 0049 L0145 .03 .clzl .Co72 .0C%0
I~zzrxs ¢f Coons ECo*pet‘zivo) L4437 .2089 .. L0756 .. .C405 L0313 .31 L2428 L0139
-~porte of Goods (Non-Competitive) .. N L3911 L0277 .4983 .181% 3905 020 £329 . .
l-zcris of _,.Ading i‘aterials . . . .. . .. .. - .. .. ..
Ir;:::: ol Services .0005 .. .. . .. .0016 .. - .. 0075
Ina.ress Taxes . e 0211 0014 .0092 .0037 0020 L0052 L0164 L0027 L0015
E-cion~ent lncore . 2509 . 2653 L2436 L3199 L1910 .2C33 L2053 L1320 2l L2274
Intercer and Pent .0314 .014a2 L0132 0227 0146 L0320 0«l8 0123 w3343 .0153
Cepreciation 0262 .C30% .0L96 L0129 091 L0246 oF X} .Clol .C21% 0735
Profiss .0298 .0704 . 1065 L1316 L1472 L1065 0269 1350 .2035% L1717
Busiriess Transfer - . .. AN .. 1949 ‘. N . ..
Tozal 1.0000 1.0000 1.00300 1.0000 1.000Q2 1.0C20 1.0C00 1.02¢90 1.C00 1.6222
“4 T
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TABLE 4-13--Continucd
NMachinery Transporzr-
Products Food taz:0n and Ownership Miscel-
Vetal and Pro- Capital Public Comruns= of istri- laneous Finaac.al
Products Repairs cessing Activity Utilities cation Dwelling buzion Services Serviies ~
(9) (10) {11} (12) (13) (1) (15) {16) {17 (13
- .

Atrizuleyre .. .. .2832 L0032 .. L0044 . . .02zl
Siz23r Cane G:ouing .. BN . N . .. .. .
,-.'_.......‘.u-al Export .. - L0479 . . . Coe . .
<oring ans Quarrying .. .0071 .. L0224 oL, .00!0 . . .. ..
Ouirez ' cacfactasing .0147 0102 L0055 L0142 . 0069 Q169 . .0277 .0098 .0103
Cre-lzals .. .. oo 0050 4 .. .. .. .. .Co27 .
Textiles ard Clothing . . . .. . .. .. . . .. ..
Lem=ctalliic Mineral Products . . . PN .0092 . N .. .. .
'ctal Prosicts .. .. ,0193 .02l N . . . . . .
auvauery ProzZucts and Repalrs .. . .. L0274 . .0577 .. .. .. .
Fooz P'occs:.rg .. . . .0333 .. .. - .. .Gol7 .
Cao.z3l Aztivaty .018% 0141 .0252 .009% L0656 .0207 .2258 .»290 L2.7 L2
Puci.c Ulllities .0052 .0081 .0098 .0016 .0016 .0023 . e .0132 L0106 L993%
Tra-sportazion and Comtunications .0167 .0219 . 0397 .0248 .0326 .0378 .. .0843 0228 .0.37
C nezsn.p of Dwellings . . . . . . . . . . .. .. ..
C.ettrivution L0496 . 1055 .0320 .0319 . 12854 .0937 .0001 .. L0725 .Cu3
V.szellan.ous Services .C23% .0028 . 0037/ .0Cl6 .0l44 ,0l170 .0208 L0154 Qlss e RE]
F.uavz.al lervizes .0017 .0L24 . 000 .0C1i6 , 0003 .0208 0054 | L0233 .0C9%7 .0.33
l-zezes of Coocs c"p-t.itive) 0733 .0C24 .Cz23 .. L0126 .. .. L0231 .C329 .C 32
I-7ozts of Gosis (“.on-Competitive) .3122 L4021 .1332 .. .0l51 .1193 .. L0023 .. L0032
I~zsrte ¢f Sallcing Materials .. . . . . 3239 .. . .. .. . ..
I-aczts ot Services .. PN L0014 PN . .0230 .C034 .023 L0082
lrairect Taxes 0010 .0160 .0008 0236 011l 0232 .0319 . .C332 0229
Erzliciens Incere L1135 .1959% .1180 . 2893 . 2642 L9134 . L3971 L9349 . 2.5
Iﬁte:LSL &nd Rent .0130 .0291 .0Ll6 .0184 L1578 .0243 1276 .0733 0232 L1042
Cepreciat.on L0224 L0205 7 L0202 .0l¢€9 .0310 .Q754 . 1930 .0357 02132 .Cl2)
Proi.ts .3372 L1010 L1118 0829 . 2002 L2932 . 3010 L2776 S1e248 L3430
Busiress Transfer .02025 . e 0012 . .0C32 .C0u3 RN R .0132 L0047

Total 1.0000 1.,0000 1.0000 1.0000 1.0300 1,300 1.0000 1.0303 1.02¢ 1.308

LeT
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TABLE 4-14
INPUT COCPFFICLENTS OF THE TRANSACTIONS MATRIX: JAMAICA--Q?63‘
Other iiscel-
Domestic  Sugar Agricul- Mining Other lancous Sujar and
Agmsicul-  Cane tural and Manufac~ Manufac= Rum Dise Tobaccs  Petrolewa
ture Growing Exoorts Quarrying turing turing tilling  Baeverages Prolducts FProzucts
(1) (2) (3) (4) (5) (5.1) (5.2) (5.3)  (5.4) (5.5)
Ajriculiure .0472 .0002 .0065 .00%90 L0224 L1356 .. .C0235 L0391 ..
Suyar Care Growing .. .. .. . .2933 - 6121 s . . . .
joicultiral Exports . . . . . .. .. . e .. .. .
Yning aad Quarsylng . .0008 . .. - .. . . - ..
Cumer Masufacturiag .0072 o . .0022 .0036 .0567 1429 0020 1033 .1294 R EE
CuemiCaas . . . . N .0C39 .0327 . . . . .
Trrtilzs and Clothing . . . .o .. L0014 . . .. . .
wonetetallic Mireral Products . 0002 . . . .0C49 N . L0302 . . .
Witel Frocucts . .. .. . - . N .. .. . .
‘acninery Preducts and Repalrs o! . . .003 - - . . .. ..
Fooz Pro.essing . 8 . e .o o .0C00% .. .. . .« . .o .
Cipirtal wcuivaty .033% 0700 .055% .0654 .0247 . 0099 .033 108 01056 .o .
Pasiic Utiliaties . 0047 .0112 .0028 .0014 .0076 .0070 .007¢ 0Llo% ,C33 .« .
Tzarsocrtaticn and Communications .0508 L0759 .0443 L0517 0314 .032% L0305 L0474 0L3h .o
Q. -ere=19 0of Cwellings . . . . . . . .. NN . . . . e
Cletzitition .0032 .0L18 L1666 .007% L0171 L0543 L0022 Q%04 2073 .2222
M.scella~cous Services .0160 .C201 . 0257 .o .02,0 .Coo2 0222 0120 L0257 J1i21
Furarclal Sevrvices C e 0205 L0110 .0037 0039 .CZ22 R OTepey.S LCLIT co24 . .
izporis of Coocs (Corpetitive) .0559 .0470 . 0587 .0s08 L0512 . .0la2 0423 1057 ce
1-pszts of Codds (Non-Competitive) .Q001 .0333 .0028 .0473 .037% .0828 . . L0330 .004% ..
i-paorts cf Building Matertals . .. R . .. .. BN N . .
Irpozts of Services .00C8 .o . . .0125 .0002 .0047 - . .. ..
Irc.zect Tares L0163 .0185% .0140 . 1639 L1376 .0274 €028 3741 L4050 . .
- N e A A T AT .2038 6332 L3213 L1476 L1530 L2332 L1148 L2223 LC3:L 1131
ariccees and Reat ,0199 .Cl=8 .0.30 .0173 0Ll7 0y .0.49 QUL ewlel ..
Srpreziation L0217 L0330 L0250 YY) 0127 Oocd 009 0422 Lol ..
Prorits 46678 .1327 L1902 .2/19 L2090 .2227 09359 .12338 . 1439 L1112
Susiness Trarsfer L0051 . .0002 L0204 L0021 .o L0335 .. .. -
Total 1,000  1.0000 1.0C00 1.0200 1.0800 1.0002 1.00C0 1.0C00 1.0000 1.0230
a

Sther ~anufacturing s inclusive of Miscellaneous Manufacturing, Sugar, Rum, Molasces, Bever

Proauzts, Footwear, Leatner and Leather Products, Wood and Wood Products,
Publishirg, Rubber and Rubber Products.

SoJrce:

Brown, oo. cit., Chapter V.

tach entry represents direct purchases from sector named at left by sector named at top.

jes, Tosacco Produsts, Petrolaum

Furniture and Fixtures, Paper and Paper Producis, Prinziny and

8€1
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TABLE 4-14--Continued .
Leather wood Paper rinting  Rubber Nona
and and Furniture and and ard Textilag asallic
Leathor Wood and Paper Publish~ Ruboar 2~d Visezal
Footwear Procducts Products Flxtures Products irg Procucts Chemicals Cloth.ng Prosucts
(5.6) (5.7) (5.8) (%.9) {5.10) (5.11) {5.12) (6) (7) {a)
Agricule.re .. . . L3416 .. .0006 .. .. 0599 0323 ..
Su3er Cene Cro:ing .. .. . . . - .. P .. . s .
na:lleIa:l& Exports . PR . .« . . N . .
“ivi~3 o4 Guarrying . . .. .. .. . i .. .. .. .1170
Ce-moz ”;“fa:ta:z:g .0218 .. .01%0 . 2202 .0031 .2410 .0170 .0240 L0024 L1234
Cn.-.zals . e . . .. . s . .. .0587 . .
Teatlles and Cletning .. .o .o .0256 . e .. - .. L0235 .
r\c*luc Mineral Products .. .. .. .. .. . - .. .. .C9Ll6
Me sducts .. .« .« . . . e .. [ [ . . « .
aznir¥#2, Products and Rwpairs . o .. B . . . . . e - .. . ..
0vJ P'o\.n sing* i <1506 - o . . . .. .. .. ..
3p.tal ct;vity .0261 0104 .0296 .0197 .013% .0120 .0238 L0153 L0122 0773
“Zi.2 Jiullities .0032 .0104 .0C37 .0076 . 0037 .CC66 0136 .0C70 .QC33 .0239
ranscerietion and Communications .0128 . 0909 L0191 .01C6 .0238 0537 L3574 .03z¢9 .0L37 0939
marz=.2 of D-2]llings .. .. - . .. .. .. . . .. ..
.strusetion .0346 C571 .0548 . 1041 .0594 0199 .0913 L0223 L0330 0253
15cellansous Services . 0059 .0026 .0CL5 L0053 .01% 0153 .0034 L0152 sCU=3 .00 .3
{~anz2al Services .0069 . 1455 .0170 0012 0141 L0207 .0170 .0027 .C072 L0103
~sorts cf Geods §Co~petitiva) .2929 .3221 ,1429 L0482 “.1224 .027% . L2500 L3255 .0.22
~zoxts ot Coods (llon-Competitive) L2535 .. .. L0610 L3745 1264 L4288 L1233 0179 il
3% of E.o:ld:ing Materials .. . .. . .. .. .. N .. . .
~-arts Services L0016 .. .. .. .. .0013 . . . .C315% ..
nd.zies Taxcs .. L0312 .0014 .0C41 .0249 L0102 .. .Cl32 L2235 €235
:'pLO/re.t Iaczo~e .2513 L1195 .2299 . 3189 L1940 .4210 L2524 L1871 L2131 L2523
Interest and Rent ° .0309 L0104 .0122 .0223 .0239 .0288 .Cl170 L0113 030 .02-5
Cepreciataon L0266 .0182 .0l74 .016% L0315 .Q319 .C612 .018% L0256 L0253
Profits .0299 L0311 .1098 .1237 .1C59 .0932 0206 1347 L1738 1732
Busiress Transfer . .. . . . - .. .. .. LCL33

Total 1.0030 1.0000 1.0000 1.0000 - 1.0000 1.0030 1.0200 1.0000 1.0QC0 1.030C

6€T



TABLE 4-14--Continued

Kachinery Transoor-
Procducts Food tation and Ownersaip Miscel-
Metal ard Pro- Capital Public Co~muni- of O.stri- laneous Fina-cial
Procucts Repairs cessing Activity Utilities cation Owelling buzicn Serv.ces Services
(9) (10) (1) (12) (13) (1e) (15) (16; (17) {18)
Aariculture . L2691 .0022 . .C053 “* . .0110 .
S.;a: Carne uro:irg . .. . .. .. - o . .
Ajsitastuzal Zxports . Q415 . e . . . . . .
‘inery ard Quazrying . . . . . . L0162 .. .CO10 .. . . . . s
QOther :gr-fac.u..ng .0138 .0069 L0106 .0la2 .0099 L0346 .. .0229 0342 [s]93)
Criracale .. . e .0003 .00:3 .. . e SN e o . e .
Tesiiles and Clothing - ‘. N .. .. . .. - .. . .
llon-letal.ic Mineral Products .. .. .. L0651 . .. N . . e .
Yoval Prolucss . .0536 .0172 o311 . .. . e . . . . .
Cacniniry Products and Repairs .0220 .0263 . L0233 . . . 0606 - . .. .
fos. Pzoiigs.nyg .. [N 0706 . .. .. .. .. 05143 ..
Caputal Fluiavaty 0194 L0140 0202 .004Y% <1327 .0123 +2208 ,0261 o2l .0322
Puollic Jillicles L0248 .0081 .03599 .001% L0Ql6 0236 .. 22230 .Cl29 CC%
Transporteticn ard Communications 0172 .0219 .0419 L0206 .C316 .0334 . . 0233 N eE) 0475
O nsrsmip cf Dwallings - .. .. .. .. . . . . . ..
Clsir.butlon .0401 L0361 .0221 . 0431 .0228 L0426 . . 2410 0345 .02.3
Mlscellanaous Services . 0092 .00358 .0033 .0016 .0077 L0123 . . Jocd Qo5 .0:71
Flnarc.al Services .0019 L0124 L00uL .0016 .0l6s .0l68 .055% Nehkie 20373 OoP4
[~25sts of Goocs }Competitivc) .. .C022 .0.34 .. N .. . .C.70 L0603 .Co73
s-pests of Geozs (MNon~Competitive) 4116 L4677 BPET) . .0254 L1305 . ot jal ) Q2.8 -
I-sorts of Bullding ilaverlals A . . L3077 .. . e .. . . .
i-zezts of Sesvices R . . .CCO1 - .. L0211 - LGOS 0024 1004
lrsizess Taxes .0012 0192 20344 0275 .0C3% 0252 0464 C:id2 .C074 L0L0%
Erploynent Inceme .1140 1908 L1301 + 2945 . 285 2515 . . 2590 2323 BT
Interest and RAent 0134 .0278 L0117 .0161 1617 .0285 1277 2ol .o218 2319
Cepreclation .0241 .020% L0205 0196 .1022 .Cv34 L4920 0242 .o-oo 0147
Proiiss L3072 .06387 + 1074 036l . 19038 . 2206 . 353% 29l Jdold L2915
3usiness Transfer “ . .o 0012 NN .0030 . 0004 . L0230 2022 ..
Total 1.0000 1.0000 1.C000 1.0000 1.0000 1.0000 1,000 1.6800 1.0¢30 1,608

or1



TABLE 4-1%

INPUT COSFFICIENTS OF THE TRANSACTIONS MATRIX: JAMAICA--10%62
Other M_sce¢l-
Domestic Sugar  Agricul- Mining Other lancous Sujar and
Agricul-  Cane tural and Manufaces Marufac-  Rum Dis- Tobacco

tyre Growing Exports Quariying turing turing tilling Products

{1) (2) (3) {¢) (%) (5.1) {5.2) (5.4)
Ajciculzure . PN CCué L0183 .0378 .. .0270
Sujar Ca-e¢ Growing .. .0001 .. .o 1696 - . 9667 ..
A_z.cuiw.zal Exports .. . . .0031 .o .. . . . .
’.m.n3 373 Quarzying .. . 0007 .0023 .. .o .. . . .
Cia r Manlfactyring . . 0086 .o .0011 .0201 0770 .0710 .0038 .2229
Criormicale . . .. . .CC03 .0094 . . ..
Teatiles and Clothin N . . . . . L0017 . . ..
saestalile Jfarcral Products . . . . .. L0048 . o . ..
wEla. Proiits N . . .. . 0039 . ..
Yyenirers Products and Repairs - . . .0260 . . ..
Focd Proivesing L0262 .. .. .. .0C33 . . .. .
Capotil Astivaty L0419 . 0586 .0630 .0029 .C210 .0103 .0241 L0071
Puolic Utilities .0046 .009% .0065 .0038 L0074 L0072 L0077 .0022
Tzaasportation and Comrunications .0583 .063% .0582 L0518 .0233 .0468 .0327 .0C3?
O rezsnlio of Cacllings .. .. .. . .. .. . ..
Z.sir.coticn .0089 L0031 L1376 L0009 L2207 .0733 .C071 .C1h3
iocella-cous Services .0137 .Cl68 .C22% .0110 .C2L0 .C0.3 .0C4 .0osL
Fin.rzlal Sesvices - .0C20 .C175 .0L123 . . L0006 .0034 0054 L0223
I=zacts of Gocds SCorpetitive) .0u00 .0318 .Co5% .C02 L0735 L2717 L0007 .CTL0
Zroerts of Goods (Non-Competitive) . . L0052 L0002 L0613 L1342 . .0232 .CCan
I~pozts of Building Materials . .. - .. . .. .. .
Irzozts ¢f Services . . .. L0001 .0134 L0015 .0049 .. . .
Ins.rect Taxes 09567 .0041 . 0200 .1788 L1319 .0319 .0029 . 5024
E~slc/~znt lnco~e L1970 ,5548 L2022 .1508 . 1450 .2209 1224 L1041
Iatercss 312 Fant .C193 L0112 .0.36 .0173 .01l4s .C2179 .C151 0213
CEprEiiation .02C0 L0186 L0339 L1236 .C3% .0243 L0504 NSk
PIoTits L4250 L1239 2028 L2301 L0965 L2337 L09.2 L9C3
Sus.ness Transfer L0073 . L33l . L0013 .C03 .C0wd ..

Total 1.0030 1.0C00 1,0000 1.0000 1.0000 1.0000 1.0300 1.0

dcach entry represents direct purchases from sector named at left by sector named at top.

»
TOsher Manufsctuzing is inclusive of Miscellaneous Manufacturing, Sujar

Publishirg, Rubber and Rubter Products.
Souzce: Browa, ™ ¢it., Chapter V.

Lr

+ Rum, Molasses, Beverages, Toosacco Products, P
Products, Foswsear, Leajhed and Leather Products, Wood and Wood Products, Furniture and Fixtures, Paper and Paper Procucts, Pr

18’4\



TABLE 4-15--Continurd

J

Leather

Wood

Paper

Printing

-
Aubbez

and and Furniture a~d ard ard Tex4iles “evoll.z
Leather vood and Paoer Publish- Alsuer ene PRalSN
Footwear Products Products Fixtiies Prouucts e Producis Chemicals Clotniry Prou.cts
{5.6) {5.7) {5.3) (5.9) {5.10) {5.11) (2.12) {o) (7 {3
A . . . . 3354 L0004 . 0593 Q939 .
S sowing . . . .. . . . .. .. .
I Txperts . . . .. . . . P
» U3Iry.ng .. .. .. .. .. . . . .. 217
c wwfacturing .0422 .1053 .1399 L2051 .0028 + 2400 0169 Lol 0217 L2233
<o . . .. . . . . . 1235 co22 « .
T Clozhing . . . .0313 . . . . .. . L0541 ..
?. “inaral Products ' . P . . . . . . . . ..
! .8 . . . . . . .« . . -
3 zcducts and Repalrs .. .. . . . . - .. NN
a5 €.y . .1053 o s .. .o . e d% L . . AN
Can.t ceivity .0065 L0119 .0314 .0192 .0130 .olis 17 L0163 .01.9 L0351
Fuieo. ties .0033 .003% .00233 .0076 L00L2— L0C4 olzs €i52 L0022 L0224
Tzarn o5 end Conmwunications L0139 .0187 L0177 0109 —".0220 .0247 .0371 Con2 .012 Neltoy)
Cunarer O.ellings .. .. .. .o .
A A 0176 0475 ~/eg'§’//" lOz3 .005% .035% L0271 €292 .'_-5 .040%
v s Seczvices . 0074 0Cs57 L0190 .C173 .Cu21 Cls57 0oLl L0242
E. tvices . /.Dmo/(ovggg 0168 ' .000b .0133 .cil .05 033> RS Lol
I- code éConpet tive) .5435 2663 .o .0976 .. . 0943 LUEHG 20 it T
I- oons Lon-Corpetitive) N . .0875 L0502 .5744 .C303 L4021 1421, L0433 L0k
1- ullding Materials .. . - . . .. . .. .
- e:v;ces .. . .00%2 .. L0039 . C3n3 GoL3 LC2L
PN axes .. .0340 .. .0028 .0039 .C076 .. (133 cll L.C2~3
Expl Incore ,25%12 .<2530 .2329 L3103 .1834 .4281 L2596 1019 .2.07 Ll20
Iaver nd Rent .0311 .0232 .0099 L0213 .0205 L0203 LQLO5 Clls 0527 032
ceorel .C2%5 .0221 .Clu0 .0lss .0292 L0315 .CL63 Cigs 0Z:2 o302
rre L0257 .05C0 L0956 L3280 L1009 .03976 .022% £2252 .1zl2 L1235l
Eusiress Transfer . s .. .. . .o . .. W22
Total 1.00600 1,0000 1.0000 1.0C00 1.0000 1.0000 71,0000 1.6830 . 1.9200 1.23%
" S
-
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TASLE 4-15--Continung

.

Machinery Transpor-
Products Food tation and Ownership Miscel-
Metal and Pro- Capital Public Communi- of Distri- laneous Filnancial
Products Repairs cessang Acgivlty Utilities cation Dwelling bu~.on Services exvicas¥
(9) (10) (1) (12) {13) (12) (13) (18) (17} (13)
Azriculture N .2543 .0024 L0434 .
Su3ar Cane Growing . . .. .. .o .. .. . .
Agricuitural Expocts . L0413 . . .C008 N .. . .
‘ining an. Quarry:ing .. .. .. .0211 . . .C011 .. .. . .
Owrer '2~.factuzing .0592 0726 ,0272 .0l67 .0086 .1224 . . .0231 .02890 cl72
re~icals . . e . 0204 .0l1% . . . . . .. . .
Texiilzs ard Clething . . .. .. .. . . .
Lsaeetallic Yineral Products . .. . 0029 .0730 . . .
Mivel Prouucts - .0199 0372 L0233 .. .. - N . . .
“ainine ry Poocucts and Repalrs .0268 .0234 - 0292 .. .0998 - . N .
Fao3 ¥rosussing . .o .Co9l - . . - ‘s .. .C351 ..
Capreal nctivity L0186 .0147 L0228 .0102 . 2220 .0139 .22598 - .0l75 .0239 Neptols
Publle Ji.latics .0343 .0080 L0100 .0010 . .0025% .o .0059 0.4 .00
Transpcriation and Communications .0190 .0240 0414 .0327 0222 .0294 . L0463 027 0199
O ~ersnip of D.allings .. . - .. .o .. o . .. . .
C.etrizut.en .075%9 .102% .0206 .0319 L0117 L0727 .. 2514 cri2 L0215
Yiecelloncous Services .0106 .C034 L0061 .0020 P .0Les .. LUSGh 0192 03Z:
F.~anc:al Services .0012 .0120 .00u4 .0010 - L0273 0964 .CoL4 2102 CI.2
I=zozte of Geods $Ccnpetitive) . ,0023 L1303 . .. . . .0l% C242 N o7 4CP
Z-ports of Goods {lan-Competitive) .3383 . 3757 .0130 .. . 0249 .0523 . .CoLl9 cIo2 .CCY5
Irperts of Buulcing Materials .. N . . 3046 .. .o . .. . .
Lrzozes of Services .00CH .. .0047 - - L0227 . co2Y iS4 cl%
Ins.zect TaAes . 0009 .0i04 .0109 .0308 . . L0229 0464 Cou2 N .
I-zloyrent IazoTe lid .1829 L1335 - 2456 .18%4 L2583 .. 2.7 ol 2624
intsgsess aad Reat L0123 L0301 .0l .Cl33 .093%5 . 0209 1273 Clu7 Casl Cs73
Deprezlation .0242 .021% .0210 .0l3C .1593 L0331 1630 Clwl 0lE2 Cilds
Preflits .29%9 .C506 L1104 .Q706 .2728 . 4939 3528 2294 PRI 2242
Susiress Transfer . .. .0203 . .. . . . L0002 570
Total 1.0C00 1.0000 1.0000 1.0000 1.0000 1.0000 1.0200 1.0000 1.0330 1.0092
2
-
-7

1541
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purchases {rom domestic agriculiure, and in the production
of non-metallic mineral products where the corresponding
estimale of approximately 16 per cent represented purchases
from local mining and quarrying operations.

Not surprisingly the very limited degree of intra
and inter-sectoral purchases by the sector was associated
with a large import content in the majority of cases. An
examination of the input coefficients reveals that in the
case of footwear manufacture, imported inputs represented
approximately 43 per cent of the value of output. For wood
products the corresponding estimate was 34 per cent, it was
33 per ceat for metal products, 30 per cent for textiles and
clothing, 29 per cent for chemicals apd 20 per cent for
leather products and approximately the same for tobacco pro-
ducts. The lack of interdependence within the sector and
with other sectors cannot be considered particularly sur-L
prising given the early stage of development of the sector
at that time. We will now proceed with an examination of
the input-output structure in 1966 to determine wﬁether
there were any significant changes in the situation outlined
above.

An examination of the input coefficient for intra-

\
sectdral purchases for the manufacturing sector in 1966,
%
Table 4-15 indicates that the situation at that time was not
significantly different from that described wiih respect to

the earlier period. Furniture and fixtures had the highest
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level of intra-scctoral purchases in terms of value of ocut-
put, 23 per cent, followed by le;ther products, 21 per ceﬁt,
and beverages and non-metallic mineral products, 19 per cent
each. For wood products, food processing and tobacco pro—'\
ducts, printing and publishing, \intra-sectoral purchases
varied between 12 and 14 per cegfit. There were substantial
increases in intra-sectoral purchases as compared with the
earlier period }n the case of furniture and fixtures from 3
to 23 per cent, wood and wood products from less than 1 to
14 per cent as was the case also for printing and publish-
ing. Theyf were more modest increases for leather products,
14 to 20 pé; cent, and non-metallic mineral products from 15
to 19 per cent.

There were at the same time substantial reductions
in such purchases for a number of activities: tobacco pro-
ducts from 18 to 12 per cent, footwear from 12 to 4 per cent,
chemicals from 19 to 11 per cent, textiles and clothing from
16 to 7 per cent and metél products from 12 to 8 per cent.

A comparison of intra-sectoral purchases with the
value of output for the manufacturing sector for 1957 and
1966 reveals that in 1957 such purchases represented approxi-_
mately 9 per cent of the value of output. In 1966 the cor-
responding estimate was approximately 1l per cent of the
value of output for the sector. Thfs estimate is based on a

comparison of activities which were taking place in both

periods. An inclusion of the new activities, petroleum,
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rubber preducts and machinery products, alsc resulted in:an
- estimate of Zﬁzra-sectoral purchases of approximately 1l per
cent. )

Taurning now to the question of inter-sectoral
dependence we will employ once again as an indicator pur-
chases by the manufacturing sector from the primary and ser-
vice sectors. An examination of the input coe%ficients of
the transaction matrix reveals onbe‘?gain that with few
exceptions there was limited interrelationship between the
sector and the rest of the economy. The exceptions wefe
once again as in 1957 sugar and rum manufacture and food
processing where the value of purchases from thg agricul-
tural sector of 57 and 26 per cent respectively were vir-
tually unchanged asicompa;ed with the situation in 19%7. 1In
the case of wood products approximately 34 per cent of the
value of output represented purchases from domestic agricul-
ture, a dramatic increase over the 7 per cent estimate for
-;?57. For most of the remaining activities for which there
were some limited purchases from the primary sector a com-
parison of the input coefficients reveals that in most
-instances these purchases were less significant in 1966.

As far as interrelationship with other domestic sec-
tors of the economy was concerned the available information
indicates that these were also limited. The activity which
han}he highest level of purchases, 20 per cent, in terms of

+

valueio{.output was the manufacture of non-metallic mineral

~

e
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p#oducts. For most other magufacturing activities the cor-
responding estimate was in the neighbourhood of, 10 per. cent
9£ less. A coméarison of the situation in this regard with
1957 revealed limited thange and there was if anything a
slight réduction in the level of such purchases; “

As was the case in 1957 the limited degree of domes-
tic interrelationship meant that importﬂpurchases constituted
an important part of tﬁe value of output for most activities.
Import purchases represented 57 perjcent of the value of
output in the case of paper products, 49 per cent for rubber
products, 54 per cent for footwear, 37 per cent for textiles
and clothing, as well as machinery products, and 35 per cent
for chemical products. These were the activities with the
highest import coefficients with the exception of petroleum
products, 74 per cent, which is in a unique position given
the absence of local supplies.

Earlier in the chapter we had outlined the rapid
growth in the manufacturing sector and its emergence as the
dominant sector in the economy. However, it is cléar from
the information provided that this growth was not associated
with the emergence of any significant degree of interdepend-
ence within the sector itself or between the sector and other
sectors of the economy. In Table 4-16 is set out the domes-
tic and import coefficients for manufacturing operations
excluding such traditional activities as the manufacture "of

sugar, rum, other beverages and tobacco products for the

M ¢
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o . TABLE 4-16

CHANGES IN INPUT STRUCTURE OF SELECTED ACTIVITIES IN THE
MANUFACTURING SECTOR®

T "

- 1957 1960 1963 . 1966

——

Domestic Import Domestxéziimp@{t Domestic Import ( Domestic Import
Input Co- Coef-  Input Co- Coef+4  Input Co- Coef- Input Co- Coef-
efficient ficient eff1c1enf*ffffgﬁt efficlent ficient efficient figient

Y, 7

Footwear . 2143 L4277 L2179 4437 .1134 . 5479 .1179 .3436
Leather and " . .

Leather Products .4057 . 2005 . 3897 2089 L4675 .3221 . 30586 . 2656
Wood and Vood n

Products . .2234 .3422 - .2196 3911 .4872 .1429 .3571 .0875%
Furniture and

Fixtures .2152 . 0509 .4013 .1015 .3942 .1152 .3768 .1431
Paper and Paper ,

Products .1123 .1317 .1156 .4988 .1426 .4969 .0857 .5744
Rubber and Rub- /

.Jber Products " . e . . 2139 .4219 .2041 . 4286 /.1464 .4837
Chemicals .4121 . 2973 . 3166 . 3421 . 2964 . 3632 . . 3054 . 3590
Textiles and .

Clothing .3262 . 3046 . 2625 . 2677 .. 2063 .3459 @A .3707
Non-lMetallie ' ’

Mineral Products .4869 . 0250 . 5068 0235 .5302 .0207 ‘5&13 .0279
Metal Products .2195 . 3267 .1150 . 3855 . 1284 L4216 ,213? «3333
Machinery = . ° R

Products ’ . . . . .1831 . 4549 .2130 . 4699 .2794 .3780
Food Processing  .5057 . 1559 . 5656 .1620 .5217 .1729 .5518 .1590
liiscellaneous L

Manufacturing .3320 L1207 - .2488 . 1969 . 3796 .0874 .2100 L2756

aComputed from input-output matrices.

o

8Y1
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years’i957; 1960, l§63 and 1966. It can be seen that with
the exception of wood and wood products and furniture and
fixtures, the domestic input coefficients either declined
substantially, as for example in the cases of footﬁear and
leather products, or remained virtually unchanged. At the
same time, with the sole exception of wood produdt§ where
there was a substantial decline, there were increases in the
import coefficients %or most other activities. Further evi-
dence of the relative decline in the importance of domestic
sources can be determined from Table 4-17, which shows an
increase in both the direct as well as the indirect import
requirements for thé six major categofies of tﬁe sector

between 1957 and 1966.

TABLE 4-17

DIRECT AND INDIRECT IMPORT INPUT
REQUIREMENTS, 1957 AND 19662

- )

- - 1957 1966
Chemicals . .3805 .4223
Textiles and Glothing ) . 3682 .4137
Non-Mé%%{lLy%Zinéral Products - 1070. " : .1342
Metal Products ’ . 3654 . .3938
Machinery ‘ g .. © .4338
Food Processing .2182b o . 2508
Other Mandfacturihg . .léQ? & .26&7

dEstimates derived by multiplying the row vector of
direct import input requirements by the column vector of the
ingerse matrix foxr.the items listed.

4
¢
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The overall result then was that growth was associ-
ated with the maintenance of a considerable degxee of frag-
mentation within the sector. Moreover fﬁ“/ﬁlmlted intex-
dependence between the sector and other sectors of the econ-
omy would indicate that, for example, in the case of contri-
bution to employment, Ehe direct employment created, 10.9
per cent of the employed labour fo&ce in 1967, could not
have been enhanced to any significant degree by indirect
employment created.

The tariff system has been an importani instrument
in the island's incentive framework. At this stage an
attempt will be made to determine the significance of the
system of commercial protection and its poséible impact on
the evolution of the manufacturing sector.

The Effective Rate of Protection of the
Jamaican Tariff

The majority of firms operating under the incentives
offered bfwthe island governmen§~grqnengaged in import
replacing production activitiegi That being the case, the
structure of the tariff system is important in determining
the competitive advantage these firms will have in the local
market. The significance of the protection provided will
depend on the rate of duty on imports of final output as
weli as the duties applied on required inputs. This will
have a direct bearing on value added in the particular line

7]

of activity. The value added, in turn, defines the potential
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return to the primary factors of production, labour and
capital. The significance of the tariff structure is then
dependent on the extent to which value added in a given line
of activity exceeds or falls short of what it would have
been in the absence of the protection provided by the tar-
iffs. The difference between value added with the benefit
of the tariff and value added in the absence of the tariff
expressed in percentage terms is what is referred to as the
effective rate of protection.

An attempt will be made to estimate effective rates
of protection for a sample of industries of the non-food
processing variety, which were overating on the island in
1965. In Jamaica, apart from the tariffs, further protec-
tion to the manufacturer is often provided through quotas
and licensing restrictions on imports. As a result, the
nominal tariff could understate the flexibility which might
be employed by the producers in their pricing policies.
Nevertheless, in making estimates of the effective rate of
protection provided by the tariff structure, it will be
assumed that the tariff represents the difference between
domestic and international prices.

The model to be employed here is the same as that

developed by Corden, Basevi and Johnson.5 It is generally

5W M. Corden, "The Structure of a Tariff System and
the Effective Rate of Protection,” Journal of Political
Economy (June, 1966); G. Basevi, "The United States Tariff
Structure: Estimates of Effective Rates of Protection of




\ 152

assumegd in these models that the piroduction Lechnique is

given and that the supply of inputs are perfectly elastic.6

Let V. = value added in domestic production of j at
J domestic prices
U
Sj = value of output of j at domestic prices
Mij = value of material input i used in the produc-

tion of j at domestic prices.

Lét'industry j be subject to a tariff tj

<
1
wn
]
nwe™>s

A Mij | (1)
To arrive at value added in the absence of tariffs it would'
be necessary to deflate the value of output by the taritf on
output and the cost ot inputs by the tariff rate on inputs.
Let V; be value added in the absence of tariffs on out-

put and inputs, then

n
V].' = Sj - I Mij (2)

J -

United States Industries and Industrial Labor,"™ Review of
Economics and Statistics (May, 1966); and H. G. Johnson,
Trade and Develapment, Etudes et Travaux de l'Institut
Universtaire de Hautes Etudes Internétlonales No. 4 (Geneva:
Libraire Droz, 1965).

6It has been established that if allowances are made
for substitution between primary factors ot production, this
reduces the significance of the measure. See W. P. Travis,
"The Effective Rate of Protection and the Question of Labor
Protection in the U.S.," Journal of Political Economy (May-
June, 1968)/, pp. 443-61; and B. Balassa; "kifective Protec-
tion in Developing Countries," in Trade, Balance of Payments

and Growth; ed. by R. Jones, R. Mundell and J. Vanek
{Amstcrdam and London: North Holland Publishing Company,
1971), pp. 300-301. However, in this context with indus-
trialization based on borrowed technology an assumption of
fixed techniques of production would seem to be in accord
with the reality of the situation.

]
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The effective rate of protection Fj would then be

n
SJ- I Mij
F, = =1
J 5. e o (3)
i
I+%, L) T
or
i
i
vl
j

The following generalizations may now be made. The
effective rate of protection will be equal to the tariff
rate on output if the weighted average tariff rates on
inputs are equal to the tariff rate on output. The effec-
tive rate ot protection will be higher than the nominal rate
on output the lower the weighted average tariff rate on
inputs and will reach a maximum when such rates are zerxo.
Conversely, the higher the weighted average rate on inputs
the lower the effective rate of protection on output and the
rate could eventually become negative. The negative rates
would occur when the tariff rate on output is less than the
weighted average tariff rate on inputs. Furthermore, the
effective rate ot protection is likely to be higher the
smaller the share of value added as compared with the over-
all value of output. This tendency will be further heigh-
tened when the nominal rate of duty on final output is high.
This can be seen from equation (3) above when the estimate

of value added-in the absence of tariffs would likely be a

small proportion of reported value added.
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Estimates ot effective rates of protection which
have so far been carried out have relied on the use of
input-output tables which provide data on the inter-industry
movement of goods as well as on the tariff revenue for each
sector. An input-output table for the island was not avail-
able for use in this part of the study. However, in light
of the model formulated above, the information required for
purposes of conducting such an exercise was value added }n
the various industrial sectors, the sources of intermediate
inputs and the extent of inter-sectoral transactions. Such
information was available from the natlonal accounts work-
sheets for 1965. In carrying out the exercise specitic
attention was paid to those operations which could be most
appropriately described as falling within the realm of
secondary manufacturing operations. The food and food pro-
cessing industries were excluded. These were activities
utilizing local produce and for the most part were serving
specialized tastes and had by and large developed independ-
ently of the incentive measures.

Information on rates of duty applicable to final
products was derived from the Jamaican tariff schedule for
196& and subsequent amendments. The schedule incorporates
two rates of duty, a preferential rate applicable to common-
wealth countries and a general rate applicable to imports
from other countries. Ad valorem rates of duty were applied

to most items, but there were instances where combinations
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of ad valorem and specific duties were applied and in excep-
tional cases speciffc duties only. In these instances an
effort was made to determine the ad valorem equivalent-.
This was done by estimating from trade returns gross duty
paid as a percentage of imports valued at c.i.f. This tech-
nique was adopted for the industry groupings, clothing,
footwear, rope and cordage. In these three insﬂances this
single ad valorem equivalent was used in the‘estimation
process. y

In the case of intermediate inputs a similar proce-
dure to that described above was adopted in deriving the
preferential and general rates applicable to the various
inputs. There were some ditficulties in dealing with these
items in view of variations in the duty exemptiong granted
under the various incentive laws. All firms operating under
these laws are allowed to import capital equipment duty {ree
regardless of source. In addition special duty exemptions
are granted to certain producers on some of their imported
input requirements. In some instances all inputs were
allowed in duty free from areas governed by the preferential
tariff. Since the source gf data employed did not distin-
guish between capital inputs and other inputs the convention
was adopted here of applying the relevant rate to all
imported inputs. This would then overstate the impact of

the tariff on raising the cost of imported inputs to the

producers.
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It has been pointed out by others7 who have worked
in this area that indirect taxes on inputs have the same
cost-raising effect to the user as a tariff. It was not
possible to derive estimates of the possible price-raising
effects of indirect taxes. 1In this instance this was not
considered to be a particularly serious shortcoming in view
of the fact that in most cases well over 80 per cent of the
intermediate inputs were imported. 'The data contained on
the worksheets also reveal that inter-sectoral sales involv-
ing manufactured Broducts were virtually non-existent with
the exception of those operations involving the manufacture
of metal containers and wooden boxes. !

Two estimates of effective protection were derived.
The first was based on preferential rates of duty on both
final Outﬁut and material inputs. The second was based on
general rates of duty on both output and inputs. In
instances where an ad valorem equivalent was estimated for
the final product, this single nominal rate on final output
was combined with the general and preferential rates on
inputs to give two estimates of effective protection.

The findings based on the techniques described above
are summarizéd in Table 4-18. In all instances the effec;

tive rate of protection was higher than the nominal rate on

7H. G. Grubel and H. G. Johnson, "Nominal Tariffs,
Indirect Taxes and Effective Rates of Protection: The Com-
mon ?arket Countries 1959," Economic Journal (December,
1967).
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TABLE 4-18
EFFECTIVE RATES OF PROTECTION, SELECTED ITEMS, 1965

Nominal Rates Effective

) Rates of

s.I.T.C. Industry Group Final Products Imported Inputs Protection
’ Prefer- Prefer- 18 2b

ential General entiaL General

522-01 Toilet Preparations 30 40° Free Free 298 1,252
522-02 Soap and Soap Products 20 30 15 20 44 84
533-01 Paints and Emulsions 15 20 Free Free 117 221
541-04 9 Pharmaceutical Products 10 15 Free Free 57 61
612-02 Other Leather Products 15 20 10 15 21 27
632-01 Wooden Boxes, Cases, Crates Free 10 Free 1.7 27
22%:8? 9 Paper Products 15 20 9 12 31 43
651/652 Cloth and Yarn 15 302 5 7.9 29 70
655-06 Rope and Cordage 6 10 15 9 8
699-02 Aluminum Awnings 15 25 Free 5 44 69
699-14 Alumina Ware 20 30 Free 5 78 123
699-01/02 Structural Parts of Metal 15 25 Free 5 20 32
699-21 Metal Containers and Utensils 15 25 Free 5 122 239
821-01 Wooden Furniture 30 35 Free 1l 74 9l
821-02 Metal Beds and Furniture 30 40 Free 5 - 182 263
821-09 1 Mattresses 25 30C Free 5 504 774
851 Footwear 29 15 25 75 45
ggé:ggg Plastic and Plastic Goods 20 30 10 15 52 87
841 Clothing 29¢ 15 30 6/ 32

dEffective rate applying preferential rates to output and inputs.

Effective rate applying general rate to output and inputs.

°Ad valorem equivalent.

LGT
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oulpul. These resulis were prediclable in view of the faci
that in all but one instance,S.I.T.C. 655-06 rope and cord-
age, imported inputs were subject to rates of duty substan-
tially lower than that applicablc Lo final products or were
completely exempt from duty. When estimates were made
employing the preferential rates of duty on both the final
product and the intermediate imported input, the effective
rate of protection was on the basis of a simple average
three to four times the nominal rate. There were five
instances in which the effective rate was well in excess of
100 per cent. These were all instances, with one excébtion,
S.I.T.C. 522-01, toilet preparations, where imported inputs
represent approximately 90 per cent of the value of inter-
mediate purchases and in turn these intermediate purchases
represented approximately 75 per cent of the value of out-
put of the particular items. Applying the general rates of
duty to both final products and material inputs revealed a
relationship of the same order of magnitude. The estimated
effective rates were all higher since in this instance a
larger deflator Wwas applied to the valué of output at domes-
tic prices.

In estimating effective protectisn for each of the
industry groups non-traded inputs were treated as if they
were imported inputs subject to zero tariffs. However, as

Corden® has pointed out, the degree of protection provided

8Corden, op. cit.

-




<>

by the tariff system to the industry will have a direct

bearing on the quantity of these non-traded inputs which are
utilized by the industry. The employment and general
resource allocations effect of the tariff on the domestic
economy will then be twofold. The firg¥t effect will be on
the indusiry receiving the protection and the second on
those sectors providing services for the industxy? This
béing the case it is important to have some knowledge of the
impact of the tariff system on the value of domestic produc-
tion rather than simply to value added in each of the sec-

tors. The effective rate of protection provided by the tar-

iff system to domestic production could then be expressed as

follows:
Sj - Rij - Tx
Efy = 5 R L (4)
Wty g0 vy
where Rij represents the value of imported material inputs

employed in production in industry j and Tx represents
indirect taxes paid on output. The difference between Rij
and M, . in eguation (3) would (then be the value of non-

J
traded inputs employed in j.
In conducting the estimation equation (4) was
employed in the same manner as equation (3). The value of
output as well as inputs wag\deflated by ithe same preferen-

tial and general rates of duty where applicable, yielding in

this instance two estimates of~effective protection for
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domestip production. The resulting estimates are summarized
in Table 4-19.

Once again the effective rates were ‘generally found
to be higher than the nominal rates although the average
differcntial was somewhat less. The effective rates were on
+the average two to thrce times the nominal rate. There were
only two instances where the effective rate for doméstic
production exceeded 100 per cent, the manufacture of mat-
tresses, S.I1.T.C. 821-09, and metal beds and furniture,
S.I.T.C. 821-02. These were both }nstances where imported
inputs represented a very large share of the total value of
intermediate purchases, being 95 per cent for the former and
88 per cent for the latter. There was one instance when the
rate was actually lower on both counts, rope and cordage,
S.I.T.C. 655-06. This was an industry in which imported
inputs represented only 32 per cent of the value of inter-
mediate purchases.

When a comparison is made of the results derived
from the two techniques paying particular attention to the
most important industrial sectors in terms of value of out-
put, the differences in the results obtained become much
less signﬁfieant. In the case of clothing, the most impor-
tant activity, the effective rates of protection in terms
of value added were 67 and 32 per cent at the preferent%al
and general rates, respectively. In terme of overall domes-

tic value the corresponding estimates wére 55 and 26 per

o—



TABLE 4-19

QO
EFFECTIVE RATES OF PROTECTION FOR
DOMESTIC PRODUCTION

Q.

Effective Rate

S.I.T.C. Industry Group 1A 25
522-01 Toilet Preparations . 45 66
522-02 Scap and Socap Products 21 40 -
533-01 Paints and Emulsions 49 73
541-04 9 Pharmaceutical Products 11 18
612-02 Other Leather Products 16 21
632-01 Wooden Boxes, Cases, Crates 21
gjg:gf 9 Paper Products 22 31
651/652 Cloth and Yarn , 25 58
655-06 Rope and Cordage ) . 5 4
699-01/02 Structural Parts of Metal 19 31
699-02 Aluminum Awnings 39 60
699-14 Alumina Ware e 42 60
699-21 Metal Containers and Utensils 73 117
821-01 Wooden Furniture ‘ ., 42 50
821-02 Metal Beds and Furniture 11l 145
821-09 1 Mattresses « © 210 197
841 " Clothing , T sy 2
811 Footwear . : 58 - 35
8 1-09; 24

899-07

Plastic and Plastic Goods .

input.

“r,

3preferential ‘rate applied to output and material

A

bGeneral rate applied to"oLtput’and value of mater-
ial input.
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cent, respectively. This relative similarity can be
expléined by the fact that 93 per cent of the intermediate
purchases for khe clothing industry were imported. In the
case of the second ranking industry, the manufacture of
wooden furniture, the estimates with respect to value added
were 74 and 9lﬁper cent and 42 and 50 per cent with respect
to the value of domestic production. The significant dif-
ference in this case is a reflection on the fact that 49 per
cent of the material inputs for thiS'sector\are\imported.
For most of the other leading operations between 85 and 90
per cent ;f the intermédiate;inéuts were imported and as a
result there were only moderate differenceslin the estim§tes
derived from using the two techniques. AY

The Jinitial estimates'ma&e of protection in terms of
value added, as well as protection to domestic production,

. L]
revealed that industries on the island’derived very high

protection from the tariff System. This arose from the fact

on'ﬁﬁeir prodicts gnd at the same time were able to import
A

that producers wej:>able to secure high rates of protection
capital equipmeﬁ€ without payment of duty and required

material fnputgﬁeithernat nominal rates or duty fr%p. These
very high rates estimated are indicative of %he fact that
investors were exploiting the system to the maximum. At the
same time ;p SO déing it meant that-the sector was being

developed on a very ffagmented basis. A less heavy reliance

on imports, which would have meant a greater measure of
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internal bur%hases of inputs would have resulted in a closer

proxitity between the nom¥nal and effective rates of protec-
4

tion. Lo

: ¥

In the Jamaican context the éotential markets fbér
manufactured products, which @e mos{t obvious, are those/ for \
finished consumer goods and quite ofteq’brand name products.
At the same.time there was the heavy emphasis placed by the
government on at{racting foreign investﬁent. Given the 5

J
potential market, along with the structure of the tariffs,
the most attractive approach for the foréign as well as the
domestic investor would be to take advantage of the poten-

tial market, using the established techniques and equipmeny,

. »
‘as the.tariff system suif@d this approach perfectly. There

would be litple incentive to look for more than the minimum

domestic.requirements.

Local Participation in the

Mgnufacturinq Séctor

" We will now turn to the question of local participa-
i,
tion in the growth of the manudfacturing sector. One of the

issues dealt with in the Lewis thesis was that the income

) gthrated by a growing manufacturing sector would provide

the savings for an increased measure of local participation.
One indicator whicp could be employed would be local profits
as a share of total cerporate profits. This information for
3 selected group of manufacturing activities is Qfovided for

the years 3959 and 1965 in Table 4-20. From the table it
. I ‘1‘
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TABLE 4-20
PERCENTAGE DISTRIBUTION OF PROFITS
- IN MANUFACTURING
° 1959
Gross Gross .
Items Corporate Corporate
‘ . Prd{i} ) Profit
= T
Local Foreign ‘Local Foreign
Food Processing i 100% .. 64% . 36%
Beverages 98 2% 100 . :;///‘~\\
Tobacco and Tobagco i
Products 100 . 87 13
Wood and Wood Products 100 b 100 .
Furniture and Fixtu5es
(Wooden) 100 . 15&. .. &
Paper and Paperboard 78 22 44 56
Printing and- Publishing ? 99 1
Texti}es and Clothing 100 - 87 13 )
Leather and Leather ¥
Produgts 94 6. 100 ,
Rubber and Rubber Products . 100 o
Chemicals and Chemical
Products 85 15 - 89 11
Petroleum Products v . . . . . . .
Sugar, Rum and Molasses 60 40 64 36
Non-Metallic Mineral
Products 82 18 88 12
Metal Products 98 2 97 3
Machinery Products and. -
Repairs . _— 100 .
Miscellaneous Manufac-
turing 81 19 71 29
Total 84% . 17%

16% 83%

4

Source: Brown, op. cit., Table V=26(a).
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can be seen that in 19959, 84 per cent of gross corporate
profits accrued to local corporations and 83 per cent in
1965, seemingly indicating an overwhelming dominance of
local investment in the sector.

An alternative indicator which would also seem
appropriate is the number of firms which were either foreign
or locally owned. Information in this regard as applicable
to firms operating unde¥ the various incentive laws is pro-
vided in Table 4-21. Of the 133 firms operating under the
various incentive laws for which information was available
as at the end of 1966, 61 or a6 per cent were listed as
being lo%ally owned. Another 34 or 206 per cent were listed
as being operateéd under joint ownership. On this basis it
would appear that over 70 per cent of these firms were

either locally owned or operated under joint ownership.

TABLE 4-21
DISTRIBUTION OF FIRMS OPERATING UNDER
INCENTIVE LAWS BY OWNERSHIP (1966)

I.I.L. P.I.E.L. E.I.E.L.

v

Foreign Local Joint: Foreign Local Joint Foreign Local Joint

15 51 25 4 8 6 19 2 3
~Cement Industiry (Encouragement) Law 1 Joint Ownership
Textile Industry (Encouragement) Law 1 Joint Ownership

b

Source: Government of Jamaica, Industrial Development
Corporation, Statistical Report of Manufactur-
ing Fnterprises Apptoved and Uperating Under
Industisal Incentive Laws (darch 31, 190Y).
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Both of these indicalors in this instance are mis-
leading indicators of the degree of local participation in
the operation of the sector. This stems from the yfact that'
in official publications companies are designated as being
foreign or local depending on whether they happened to be
registered locally rather than on the nationality of the
majority shareholders of the plant. That being the case the
actual level of local participation would be considerably
less than suggested by the indicators employed.

Tﬁe manner in which the manufacturing sector evolved
seemed to support the more pessimistic results which were
suggested earlier. We will now proceed to try to determine
to what extent there was an awareness in official thinking
of some of the difficulties likely to arise from the adop-

tion oi the strategy and the attempts made to counteract

these problems. The principal reason behind the industrial-

»

ization programme was the problem of unemployment. The
problem faced by those involved in impleﬁenting the strategy
would then inwlve devising special features in the programme
to ensure that‘on the one hand industries would be attracted
which would make an important direct contribution to employ-
menl and on the other hand through the growth of inter-
dependence with other domestic activities also have an
important indirect employment-creating effect. In the,final
anaiysis these imdirect effects could be as important or

more important thamn the direct effect.

———

1
-
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The Offi<ial Position on Problems of
Industrialization

The official thinking on the problems of industrial-
ization can be derived from the development plans of 1957
and 1963.9 There were three broad factors which seemed to
be of particular concern at the official level in the mid-
fifties. One element of concern was a realization of the
fact that the strength of United States and United Kingdom
influenee on the pattern of island life had resulted in the
structure of demand being biased towards a wide variety of
consumer goods of a luxury rather than of a basic type.
This then meant that in the absence of restrictions on
demand, the market constraint was not only a reflection of
size but was further compounded by this induced public
desire for a wide variety of goPds.

Secondly, there was a realization of the fact that
the government wouid not be able to rely simply on the mar-

ket incentive of low wage rates to ensure the establishment

”‘b
v . . . . .
of labour intensive industries. It was accordingly

explained that in facing up to this problem due consider-

ation would be given to the question of officienEyrand the
degree to which there would be a permissible,mprgi%kbf trade-
off between additional employment at the expense of reduced

efficiency in operations.

4

9Government of Jamaica, A National Plan of Develop-
ment for Jamaica 1997-1967; and Government of Jamaica, Five
Year Independ.once Plan, 1963-19068. "o
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The third factor concerned the poscible need to
devise means of wage restraint as a means of maximizing
employment, as well as the need to make sure that the
unregulated cstablishment of industry did not lead to the
demise of handicraft operations, which were a substantial
source of en$loyment.

It was decided to approach the difficulty created by
market fragmentation through the application of such commer-
cial restrictions as tariffs, quotas or special licensing
arrangements. The following factors would be considered
with regard to the application of these measures. It was
recognized, for example, ihat the difficulties likely to be
experienced in the early stages of production Qould make it
difficult for local firms to compete with imports. In cer-
tain extreme cases when market limitations precluded any
ef{ective competition monopoly status would be granted.

Such a privilege woulg be accompanied by government regula-
tions and price controls as a means of protecting the con-

suming public. g
¢

faaey .

With.;eépect to Ebe question of maximization of
employment, a distinctioﬁ was drawn between those industries
operating mainly on the export market and those catering
mainly to the local market. Since thé former would be obliged
to cope with international competition, it was felt that effi-
ciency would have to take precedence over labour iptensity.

As far as firmg operating Qor the local market were concerncd the

-
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following principles were to be adopted. Up to a defined
limit, the production technique adopted should be based on
labour intensive methods even thodgh this might result in
higher unit costs of production than would have been the
case with a capital intensive method. The limit was defined
as follows. The ditference between the cost of the labour
intensive technique and the most efficient alternative
method would hgqg to be equal to or less than the subsis-
tence cost of the workers employed. In exceptional cases it
was suggested that there could be justification for adopting
labour intensive methcds even when t%is margin was exceeded.
It was realized that con§iderable difficulty would be
experienced in tryiigmto apply this principle to foreign
investment. That being the dase the principle would likely
not be applied in such instances.IQL ’

One finds it difficult to imagine how those respon-
sible for drafting these guidelines could ever have con-
sidered them to be€in any way operational. In the first
place what would be tﬁe subsistence wage 'under these circum-
stances? Would it be some overall national average estimate
or would it be an amount based on an estimate of what would
be required to survive in an urban centre of»rural area?

A great deal of emphasis was placed on attratting

labour intensive industry to saf%sfy the employment objective

loGovernment of Jamaica, A National Plan of Develop-
ment for Jamaica 1957-1967. ]
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behind the programme. Labour intensity, however, involves
relative and not absolute amounts of labour and capital.
The tolal number of jobs created is then not necessarily an
indicator of labour intensity. In practical ierms an inves-
tor has limited altegnatives in terms of production tech-
niques. From his viewpoint the criterion of efficiency is
based on cost. Given the relevant capital and labour costs
a producer will opt for the capital intensive lechnique if
it is clearly the more profitable and it would be very
unlikely that the labour intensive technique could be
adopted within any reasonable cost range. It was not made
clear either whether the onus for proving that the technique
desired would be-the most labour intensive would rest on the
prospective investor or whether this could be the responsi-
bility of some government agency. The principle behind
these guidelines becomes even more questionable when oﬁg_“~
takes into consideration the fact that they were not to be
applied with equal force to foreign investment. The local
investor could then have been placed in a position where hé
would be compelled to adopt a more costly labour intensive
production technique without any offsetting.subsidy.

As far as the question of wage restraint was con-
cerned, the need for this was indicated without any attempt
being made to stipulate guidelines. However, th;re was a

statement to the effect that the government would not insist

on low wage payments for particular activities as a means of
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maintaining some form of inter-sectoral balance in earnings,
when employers were willing and able to pay a higher wage.

It was arqued that such action would only benefit the

employer and there would be no offsetting benefit since the
employer woul%fvery likely be exempt from local taxation.ll
This ambivalerfce in the government position could reflect
the dilemma created by the close interrelationship between
the trade unions and political parties on the island. It
could be argued that higher wages in the more productive
sectors wouid very likely exert upward pressure on wage
levels in the economy as a whole, either through union
action or even more generally on public expectations with

regard to whal would be corntsidered an appropriate wage.

It would appear from an examination of the official
/

position that the co tribution ot the manufacturing sector

& .
to the economy wasfhgn

idered only in terms of the direct
effect. Neither 13 the plan discussed above nor in the sub-
sequent one of 1963 was thexXe indicated any awareness of the
need to modify the programme %0 as to prémote a greater
measure ¢f interdependence within the sector itself and
between the sectof/and otHer sectors of the economy. The
lack of integration'ppinted out previously has then to be -
attributed at least in part to the absence of policy in that

direction rather than to a policy failure.

Ibid.

g r——
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CHAPTER V

THE EVOLUTION OF THE MANUFACTURING SECTOR
IN PUERTO RICO, 1950-1967

Introduction

In evaluating the Puerto Rican experiencéﬂfbo much
emph§§is cannot be placed on the factors which placed the
island in a rather unique position when compared with other
underdéveloped areas of similar size. The most important is
the fact that the island is a pari of the United States cus-
toms area and hence its potential market for manufactured
products is that of the entire continental area of that
country. Moreover, its special constitutional relationship
with the fed;ral government of the United States left the
island government with a considerable measure of sovereignty
with respect to matters of taxatioﬁil Taking these factors
into consideration one could, reasonably regard the question
ot industrialization on the island as being a matter of
regional rather than national development. NéVerthel‘§s,
differences in language and cultural tradition effectively
prevent the island from being just another region of the

United Stites. The island could be "described as being more

lSee Chapter I, Introduction.
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of la specially tavoured entity. Nevertheless, in evaluating
the development of the sector, the standards employed will
be the same as those used for Jamaica, namely, the overall
growth of the sector and its contribution to employment and
income as well as the degree of intri-industry relationships
within the manufacturing sector and between the manufacturing
sector and other sectors of the economy;

A comprehensive’industrialization strategy was
formulated in 1948 and the programme received a great stimu-
lus with the commencement of the Korean War. We will begin
with an outline of some of the principal features of the

economy in general and the manufacturing sector in particu-~

lar in 1950.

The State of the Economy in 1950

In 1950 the island's Gross Domestic Product (G.D.P.)
at factor cost, as indicated by Table 5-1, was $699.3 mil-
lion. As was to be expected in a countr? at this stage of
development, the agricultural sector was the single most
important coniributor, 3$159.5 million to G.D.P. The estim-
ates in Table 5-2 reveal that the contribution of the sector
/;;presented 22.8,per cent of G.D.P. The contribution of- the
manufacturing sector was $114 million represeﬁting 16.3 per
cent of G.D.P. The value of output from this sector was not
all based on factory production as it included the value of
home ncedlework activities which were of considerable sig-

nifican¢e at that time. "




TABLE 5-1

GROSS DOMESTIC PRODUCT AT FACTOR COST

. s (In Millions of Dollars} :

s Secztor 1750 19%1 1952 1953 1954 195% 19%5 1997 1958 1959 1950 1961 1962 1963 1962 1605 1625 1657
A?%lculture 199.5 l96.6‘l74.4 17..6 170.7 177.0 16?.7 164.7 171.3 183.9 194.9 203.2 231.1 210.2 195.8 193.95 192.! .93.4
ri%in; 1.8 2.3 2.1 2.0 1.9 2.2 2.% 2.0 2.% 3.0 3.5 5.5 6.5 7.9 9.4 10.0 11.9% 13.4
vYa~afacturing 114.0 123.9 147.1 166.7 18L.6 212.6 231.6 239.9 278.7 314.6 366.6 423.9 484.) 531.7 %87.1 661.5 720.9  8.0.9
Cecastruction 36.4 46.1 42,4 44,7 49.3 0.5 60.7 71.3 82.2 98.0 114.8 131.8 153.8 169.8 2:3.7 237.2 270.3 3.5

N ~

Electricity and 3
Gas 19.6 20.7 22.0 25.6 27.6 31.7 37.2 41.9 44,3 49,1 54.6 60.6 68.4 78.0 89.7 100.2 106.0 119.9
Transportation 42.7 46.7 51.2 57.% 62.9 68.9 74.2 79.8 82.9 " 98.2 111.% 130.7 146.1 1%3.% 164.6 180.7 204.4 225.8
v .olesale and ’ »
Aeta.l Trade 162.% 17%.6 230.8 250.1 279.7 311.3 33%.3 384.6 442.1 493.4 536.7 £33.5
terxing Insurance
or.d Fesl Estate 325.30350.3(383.0) 24.4 452.0 34.2 540.8 Y 600.2 47.6 85,7 63.1 66.8 87.4 99.9 11%.4 125.8 141.0  15%.7
Crarzsrip of )
vneilings 70.3 80.% 106,11 11%5.0 127.5% 146.4 148.6 165.1 186.0 204.7 225%.2 228.1
Public
AZ-.nistration 102.9 11%.6 162.2 174.9 198.8 219.1 244.7 276.2 307.2 341.9% 337.3 <32.1
Sesvices 64.4 80.3 { 124.7 140.6 159.6 188.2 221.6 25%.2  3C9.% 350.5 385.6 433.1

G.D.P. §99.3 786.6 822.2 892.6 946.0 1,029.1 1,109.7 1,199.4 1,333.3 1,483.1 1,670.6 1,887.% 2,127.6 2,332.1 2,620.% 2,897.0 3,182.0 3,5.3.%

@
Source: United Natlons, Yearbook of National Account Statistics 1948, Vol. I.

Ny
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TABLE 52
. : GROSS DOMEST&C PFODUCT AT FACTOR COST BY ORIGIN, R
« ‘ . PIRCENTAGL: SHALLS, 1950-10474 -~ N

Teztor 1919 1551 1952 1938 19%F 1955 1936 1457 1SU5 1959 1950 1951  1.62 1663 1054 1655  caus  ceed
firizlteze 22.3 25.0 21.2 19.2 18.0 17.2 147 137 12,9 124 1.7 08 109 9.0 7.5 6.6 6.0 5.8
s 0.3 0.3 03 02 02 02 02 02 02 02 02 0.3 03 03 04 2.4 0 o4
Pt liosiurang v 1.3 12.3 17.¢9 18,7 19.2 20.7 20 9 20 0 2C.9 2:.2 21.9 22.5 22.3 22.8 , 22.4 22.3 22.7 22.1
Cz-s3~zuctlen 5.2 5.9 5.2 5.0 5,2 “,9 ‘.5-5\ 9.9 6.2 6.6 6.9 7.0 7.2 7.3 8.2 8.2 8.% 3.7
Eleisriciey and Cas 2.8 2.6 2.7 2.9 2.9 3.1 3.4 3.2 3.3 3.3 3.3 3.2 3.2 3.3 3.4 3.5 3.3 3.4
Tresportaticon 6.1 5.9 6.2 6.4 6.7 ‘6-7 6.7 6.7 6.2 6.6 6.7 6.9 6.9 6.6 6.3 6.2 6.4 6.4
wil-sile and N f ) ,
Set... Trede 8.2 A 17.1 17.3 16.9 16.5 16.5 15.8 1%.5 16.9 17.0 16.9 15.6
3.'-1ﬁ9'1ns.:ar:t (
«” 3 fcal Zsiaze 0&}!: y 44.% 46.6 2.7 47.8 3.3 48.7 » %0.0 ?- 3.6 3.8 3.8 3.% 4,1 4.3 4.4 3.4 4.4 4.4
C - .zehap of - - -
e il'38 7.9 7.8 B 8.0 7.8 7.6 7.8 7.0 7.1 7.1 7.1 7.1 6.3
::::':.is:r.‘.ion 1.5 11.2 12.2 11.8 11.9 11.6 11.5 11.8 11.7 11.8 - 12.2 2.2
Ses.izes | 7.2 7.8 ) 9.4 9.5 956 10.0 10.4 10.9 11.3 12.1 12.2 105

Total -100.0 100.0 100.0 1OQ.0 100.0 'YOO-O 100.0 100.0 100.0 100.D 100.0 100.0 100.0 100.Q 100.0 100.0 11000 22.0

3

$:¢iizazes baced on cata contained

5

in Table 5-1.

L¢3
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The island's labour force at that time was estimated

. <
to be 704,000 oi which 996,000 were employed. This meant

that 103,000 persons were unemployed,

an unamployment rate

of 15 per cent approximately. As can be determined from ¢

Table 5-3, agriculture and trade act

aboutl 51 per cent of the employed la:g
work provided employment for 51,000 pe
of the employed labour force. Other m

provided ployment for 56,000 people

employed {labour force. §

There was a higher level of un
than {lemales. " The rate for males was
rate for females 13 per cent.2
accounted for in part by the substanti

provided for female workers in home ne

<

Furthermore there J&re also the differ

female participation rates. The parti

time.

itiEs accounted\for

c

~

ur force. Home needle-‘

ople or 8.6 per cent
anufacturing activity

or 9.4 per cent of the

"
“

employment among males

15 per cent and the

“The ditterenpe could be

al level of employment
edlework ad{ivities.
ences in the male and

cipation rate for

males was @O per cent and for females 30 per cent at that,

-3

A"

The economy at.the time was highly dependent on

external trade., Export amounted to 41

and imports 65 per cent. The openness

per cent of G.D.P.

. » .
of the economy was

2Commonwealth of Puerto Rico, Committee on Human

Resources, Uncmplogsent, Family Income

and Level of Living,

. in Pucrto Rico (San Juan! Puerto Rico

pp. 68-69. (

31Ibid., pp. 66-67,

—

Planning Board, 193%9),



‘ . TABLE -3

DISTRIBUTION OF EMPLOYMENT IN 1956V<K\\
(In Yhousands ot People)

- ‘ ~ Number Percentage
Agriculture o 214 35.9
Forestry and Fishing © ; 2 0.3
Mining ' : 1 P 0.2 |
Construction 27 ‘ 4.5 .

" Home Needlework ' 51 T 8.6 .,
Manufacturing ‘ ’ 56 9.4 -
Traanortation and Public Utilities 30 ' 5:0
Finance, Insurance and Real Estate 3 0.5
Services l 77 o 12.9

. . Government 45 7.6
Total ‘596 , 100.0

Labour Force © 704"

Unemployed 108
‘Unemployed Percentage +15.3

Source: L. G. Reynolds and P. Gregory, Wages Productiv-
ity and Industrialization in Puerto Kico
(Homewood, Ill.: Richard D. Irwin, Inc.,
1965), p. 10. '

- .
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further accentuated by the considerable degree of concentra-
tion in~market sources for both exports and imports. The
United States provided a market for approximately 90 per
cent of the island's exports and was the source of a similar
percentage of the island's imports.4 The principal exports
at the time were processed food products, such as sugar, rum
and tobacco products and textile products, consisting at the
time predominantly of home needlework.

A closer examination of the manufacturing sector -
reveals features which are common to the sector when it is
at an early stage of deveiopment.‘ The information contained
in Table 5-4 reveals thﬁt the principal activity was the
manufacture of sugar aécouating for 34.1 perx fent of net

t

income generated by the sector. Activities based on the

fox approximately 51 per cent of net income generated by the

prifessing of fodd and other agricultural products accounted
sgc%arg, ﬁppareL’aQ? related products contributed 19.3 per
cént, a refiection on the importance of home needlework.
Other manufacturing activities were responsible for 27 per
cent..

As far as the question of distribution of employment

within the sector was concerned, in many instances the con-

tribution to employment was substantially different from the

contribution to net output. '‘As indicated in Table 5-5,

, 4United Nations, Statistical Yearbook 1969.

(&
—
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TABLE 5-4

NET INCOME IN THE MANUFACTURING SECTOR
BY INDUSTRY, 1950
(In Millions of Dollars)

179

aamims

|

Value Percgntage
Sugar $30 ~ 34.1
Beverages 4 4.5
Other Food Products 7 8.0
) Tobacco Products . S 5.7
T T " Textile WMill Products : 1 1.1
Apparel and Related Products? 17 19.3
Other Manutacturing ‘ 24 27.3
Total $88 100.0
4Includes home needlework.
' Source: Reynolds and Gregory, op. cit.

~~

TABLE 5-5

DISTRIBUTION OF EMPLOYMENT IN THE
MANUFACTURING SECTOR, 1950
(In Thousands of People)

v

W

Numbexr Percentage
Sugar 11 10.3
Alcoholic Beverages ’ : 2 1.9 °
Tobacco 6 5.6
Textile and Apparel . 12 11.2
Other Manufacturing 25 23.4
Hom® Needlework 51 47.7
Total 107 100.0
Source: Reynolds and Gregory, op. cit.
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sugar manufacturing accounted for only 10.3 per cent of'the
labour force employed in the sector, whereas, as indicated
above, it contributed in excess of one-third of net income
generated by the sector. The prin;ipal source of employment
'in the sector was in home needlework, which accounted for
47.7.per cent of thoseremployed. If home needlework were to
be excluded, thus concentrating on factory employment, sugar
manufacturing and other agricultural processiﬁg operations
would account for 34 per cent of the employment in the sec-
tor, textile and apparel 21 per cent and other manufactures
‘45 per cent. The importance of home needlework and textile
and apparel production as a source of employment indicated
that the sector was overwhelmingly biased towards the provi-

sion of jobs for female labout.

Economic Growth, 1950-1967

This period witnessed a very,substan}ial rate of

growth in the island's economy. Table 5-1 indicatgs that

G.D.P. at factor cost in 1967 was $3 .5 million as com-

pared with $699.3 million in 1950. Furthermore an examin-

ation ot the data in the table sugéests that the rate of

growth of output on an annual basis increased over the

period. It was estimated *that the real rate of growth ot&

G.D.P. for the decade 1950-1960 was 6.7 per cent and getWeen
<

1960 ané 1967 9.0 per‘cent. On a per capita bagis the

estimates were 6.1 and 6.9 per-cent for the‘two'periods,
A

I
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respectively. Table 5-6 summarizes the average annuil over-
all and sectoral growth rates. >

During the period there were important changes in
the sectoral contributions to G.D.P. at factor cost. The
most important change was in the drastic decline in the
importance of the, agricultural sector. The information in
Table 5-2 shows that the agricultural sector in 1967 made a
contribution of only 5.5 per cent to G.D.P. as compared with
22.8 per cent in 1950. Moreover, as can be determined irom
Table 5-1, the value ot output ot the sector in 1967 was
only -about $34 million more than it had been in 1950 and in
fact was lower than the estimated value for 1961. From
Table 5-6 it can be seen that the real‘raté pf growth of the
sector between 1950 and 1960 was only 0.9 per cent on an
annual basis and Qetween 1960 and 1967 there was a negative
annual growth rate ét 1.9 per cent. Overall the sector had
declined from being the first ranked in terms of its contri-
bution- to G.D.P. in 1950 to being eighth *ranked in 1967.

¥

While the agricultural sector was declining in sig-
n%ficance the ma;ufacturing sector emergéd as the most
important contributor to G.D.P., representing 23.1 per cent
of G.D.P. in 1967 as compared with l6.§ per cent in 1950.
The manufacturing sector attained its position ot ‘dominance
at an ‘early stage in the period under ;consideration. In
1954 it surpassed the agﬁ}cultural seltor in ,terms of abso-
lute dollar contribution and. emerged then and remained sub-

!
sequently as the dominant sector. *




TABLE 5-6

AVERAGE ANNUAL RATES OF GROWTH OF REAL GROSS DOMESTIC
PRODUCT, ,PUERTO RICO

Transportation Whokesale
Per -Agri-  Manufac- Con- and and
Period Total Capita ®ulture turing struction Communication Retail Other
1950-60 , 6.7 6.1 0.9 9.5 8.9 T 4.8 LT3 7.6
1960-67 9.0 6.9 -1.9 9.0 12.9 8.1 9.7 10.7
, . . )
Source:

A

—

United Nations, Yearbook ot National Account Statistics 1968, Vol. I1I,
Table 53,

281
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The principal developments were in ihe tw&\sectors
a ! M o //
discussed above but there wereSalso increases in_the import-

ancg ) , truction sectd&, the finance and real estate

as wkll as in the service sector. ;pe other sectors’

contribution)to G.D\S: remained more or less unchanged, show-
“ ¢ c

~
-

ing some slight improvements, with th? exception of owner-
ship of dwellings where tﬁere was a slight decline to 6.8
per cent in 1967 as compéred with 7.9 per cent in 1953.
Overall, as can be determined from Table 5-6, the leading
sector in terms of gré;th rates during the decade 1950-1960
was manufacturing. In the period 1960-1967 the cons®ruttion
sector had the mos;'rapid rate of growth.

We will now proceed to determine whether the rapid
rates of growth in income and output were associated with a
rapid increase in the level of employme&t. In 1967 there
were 693,000 persons employed, which represented an increase
- of 96,000 over the number employed in 1950. As can be °~
determined;from Table 5-7, given a labour force of 789,000
in 1967 this meant that the rate ot unemployment was 12:2
per cent. The change in the overpll levels of employment
and unemployment was then far less spectacular ;han the
change in income.
| The unemployment rate declin;d fairly steadily
through the decade of the fifties with some minor fluctua-

tions and was at a minimum for the period covered in 1964

when it was 1l1.2 per cent.



TABLE 5-7
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EMPLOYMENT AND UNEMPLOYMENT IN PUERTO RICO,

Commonwealth of Puerto Rico,
Unemployment Statistics for Puerto Rico,

(In Thoizgi&iggz People)
Year Labour Force Employed Unemployed Sﬁzéngigg
1951 705 591 114 16.2
+ 1952 659 559 100 15.2
1953 634 . 543 ' 91 14.4
1954 631 7",_“534 97 }5.4
1955 642 550 92 14.3
1956- 640 557 83 13.0
1957 631 550 82 13.0
1958 639 550 89 13.9
1§59 * 631 244 87 13.8
1960 638 561 77 12.1
1961 667 582 85 12.7
1962 683 598 85 12.5
1963 705 623 83 11.7
1964 728 646 82 11.2~
1965 756 664 92 12.1
1966 778 682 - 96 12.3 '
1967 789 693 96 12.2
Source: Reynolds and Gregory, op. .cit., Table 1-18; and

Employment and

Table 3.A.
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In assessing the unemployment situation some atten-
tion had also to be paid to overall tren§s‘in the size,of
the labour force over the period. In ;959 there were about
76,000 less people in the labour force than there had been
in 1950. There were two important factors which had a bear-
ing on trends in the labour force. The first was the heavy
out-migration of people who would otherwisc have been in the
labour force. It was estimated that during the first half
of the fifties about lb0,000 workers migrated to the United
States.5 Over the entire decade it was estimated tha% emi-
gration offset about three-quartefs of the natural increase
in the island's population.6 The second'factor was the
decline in the p?rcentage of the population of\labour force
age which was in the labour”force. As can be aetermined
from.fable 5-8 the overall participation rate declined from
a high ot 55 per cent in 1951 to a low of 46 per cent in
1960 and remained at’that level until 1965 when it increased
slightly to 47 per cent. )?his downward trend was associated
with a decline in the participation rates, for,males from a

I
high of 80 per cent at the beginning of the period to 69 per

-~
cent at the end. For females the rate’' fell from 31 per cent
¢ .
in 1951 to 22 per cent in 1960. However the rate began to

incredse once again in 1964 and\was up to 26 per cent in 1967.

~

5Barton,’ op. cit., p. 28.

6Reynolds and Gregory, eop. git., p. 30.

1
e
-
e -
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’ TABLE 5-8 . )

AVERAGE ANNUAL LABOUR FORCE PARTICIPATION
RATES, SELECTED YEARS, 1951-1967

Year Total | ’Male Female
1951 ’ 55 80 \ 31
1953 50 77 26
1955 (’\ 49 . 74 25
1957 47 73 23
1960 46 ' 72 22
1962 46 72 22
1964 46 70 , 23
1965 47 . 70 24
1966 47 70 26
1967 ' 47 69 , 26

[
Source: Commonwealth of Puerto Rico, Committee on Human
Resources, Unemoloyment, Family Income and
Level of Livina in Puerto Rico; and Commonwealth
of Puerto Rico, Employment and Unemployment
Statistics for Puerto Rico.

The decline in participation rates could be attri-
buted in part to the expansion of e?ucational opportunities
which resulted in a smaller number of younger persons enter-
ing the labour force. Between 1950 and 1960 participation
rates for males in the 14-19 age group declined from 45 per
cent to 32.1 per cent and for females from 25 per cent to
12.8 per cent. Fdrthermore, 't.Was also suggested that the
qrastic decline in the home nSEdlework industry which by
l?@O was providing employment for only 10,000 women as com-

pared with 50,000 in 1950 resulted in many of the women
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1 -

previously engaged in this activify withdrawing from the

labour forde.7
k4

I

o~

In describing the situation in 1950 it was pointed
out that the unemployment rate among males was higher than
.for females. This condition remained unchanged throughout
the period. In 1967 the unemployment rate for males was 13
per cent and for females 10 per cent. From’Tablé‘5-9 it can
be seen that the male unemployment rate declined gradually
throughout the period, reaching a low of 12 per cent in
1964. On the other hand there was a substantial decline iﬁ
the female unemployment rate during the fifties and the low
point was attained once again in 1964 when the rate was 8
per cent. Moreover, the upward movement in overall unem-
ployment from 1965 through 1967 can be‘associated with an
increase in female unemployment.

At the outset we had suggested that,the lower unem-
ployment among women could be related in part to the large
numbers engaged in home needlework activity. There was, as
noted above, a drastic decline in employment in this activ-

ity during the period. The fact that the employment posi-

tion for females still improved suggesis that the employment-

oppertunities provided through the expansion of the economy

was weighted towards female labour.

i

71bid., p. 33.
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TABLE 5-9
AVERAGE ANNUAL UNEMPLOYMENT RATES, MALES AND
FEMALES, SELECTED YEARS, 1951-1967
Year Male Female
1951 ’ 15 20
1953 15 15
» 1955 15 13
1957 ) 13 13
1960 ) 13 10 S
1962 . 14 9 .
1964 12 8 . -
1965 : 13 9 '
1966 13 - 10
1967 13 10

Source: Commonwealth of Puerto Rico, Committee on Humgn
Resources, Unemployment, Family Income and °’
Level of Living in Puerto Rico; and Commonwealth:
of Puerto Rico, Employment and Unemployment
v Statistics for Puerto Rico. N

. o ¢
As far as sectoral contribution to~sthe overall level
4 \

. N
of employment was concerned, in 1967 the most important was

>

the service sector, which proviéed émploymgnt for appr xi—.
mately 30 per cent of those employed: The ménufacturing
sector was second in importance, as’ revealed by, Table 5-10,
providing employment for approximately 19 per cent of the
employed labour force.z The agricultural sector, which iﬁ\ﬁ,x
1950 was- responsible for approximately 24 per cent of
overall employment, made a contribution in 1967 of approxi;

mately 14 per cent. The absoluﬁé numbexr* of people employed
N

¢
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y - TABLE 5-10

EMPLOYMENT BY .SECTOR . > o

- (In Thousands of People) .
® . Y R, )
MQ
1955 1960 1962 - 1964 1965 1967
. Sector - '

. No. % No. %’ /Nb. % No. % No % No %
Agriculture, ’ B
Forestry and : . .

Fishing 164 30.2 131 23.4 144 24.1 124 19.2 101 14.8 95 13.7
2 . .
Manufacturing ~ 97 17.9 91 16.3 98 16.4 116 18.0 Q58 18.8 131  18.9
Construction 34 6.3 -50 8.9 53 89 &0 9.3 65 9.5 68 9.8
Commerce 8 16.4 987 -17.5 104 - 17.4. 115 17.8 124 18.1° 129 18.6
Zransporlation, - -
Storage and . / /
Communications 34 6.3. 40 7.1 41 6.9 43 6. 47 6.9 48 6.9
Y. . N . . . .
Services 119 21.9 142 25.4 148 24.8 177 27.4 205 30.1 209 30:2
Others . 6 A, 8 1.4 9 1.5 12 1.9 12 1'8 13 1.9
Total 543 100.0 560 100.0 593~ 100.0 646 100.0 682 100.0

100.0 693

-

’

~

A Y

-

: SGurces: Reynolds and Gregory, op. cit.
- Statigtics._ '

1

; and United Natfbns, Yearbook of Labour

L

6:8.['
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in the sector declined over the period. By 1960 there were
more people employed in the service sector, whicgﬁfhcludes
government services, and by 1966 it was surpassed both by
the manufacturing and commerce sector. The changes in sec-
toral contribution to empioyment were consistent with the
changes noted previously in contribution to income. The“
decline in importance of employment and income generated by '
the agricultural sector and the growth in importance of
manufacturing, construction and services on these same
standards is consistent with what one would expect from a
country which had experienced a very rapid rate of economic
growth.

Having discussed the rapid growth of the economy
over the‘period, we will now attempt to determine whether
this was associated with any important structural changes in
the island's external trade. In 1967 the island exported
commodities having a value of $1.3 billion approximately,
amounting to 37 per cent of G.D.P. At the éame time imports
‘were $1.8 billion approximately, representing 51 per cent of
G.D.p.B There was then some reduction in the importance of
trade to income over the period, although exﬂernal trade
still was a factor of importance. The United States remained
as the principal market area for the island's exports and

source of its imports. It provided a market for

8Commonwealbh of Puerto Rico, Balance of Paym¢gnt
(San Juan: Puerto Rico Planning Board, annually); and Com-
monwealth of Puerto Rico, National Income and Product {San

Juan: Puerto Rico Planning Board, annually). ‘
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approximately 92 per cent of the island's exports and was
the source of 82 per cent of its imports. Thefe yere
important structural changes in the composition of both
exports and imports. The traditional exports prior to the
indusﬁ;ialization effort, that is, such items as food, bev-
erages and tobacco, accounted for less than one-third of the
value of exports. In Table 5;11, which sets out the value
of exports' to the United States, it can be noted that the
single most important export item was clothing and accessor-
ies amounting to $255.5 mil%ion. In the case of imports the
important development was the decline in the importance of
consumer goods and the increase in importance of capital
goods and raw materials. Consumer goods imports, as can be
determined from Table 5-12, amounted to 34.2 per cent of
total imports in ‘1967 as compared with 48.5 per cent in
1950. Imports of capital goods and raw materials at the end
of the period represented 65.8 per cent of total imports as
compared with 51.5 per cent at the earlier date. These
developments are consistent with the expansion of the manu-

-

facturing sector noted above.

AP
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N + TABLE 5-11
SHIPMENTS OF MERCHANDISE FROM PUERTO RICO TO
THE UNITED STATES, 1966
(In Millions of Dollars)

Food and Food Products $ 179.3
Beverages and Tobacco 142.4
Crude Materials (Inedible, i.e., Fuels)
Mineral Fuels and Lubricants

Animal and Vegetable Oils and Fats
Chemicals '
Leather Products
Rubber Products

Wood and Cork Products
Paper and Paperboard
Textile Yarn and Fibres
Woven Man-made Fibres
Other Textile Products
Non-Metallic Manufactured Products

Glass and Glassware

Iron or Steel Products

Metal Products

Machinery (other than Electric)

Electrical Machinery and Switchgear
Electrical Distributing Equipment
Telecommunication Apparatus

Other Electrical Equipment

Transportation Equipment

Furniture

Travel Goods

Men's and Women's Clothing and Accessories
Footwear

Professional and Scientific Equipment
Miscellaneous Manufactured Products

(o0}
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Total $1,012.1

Source: Commonwealth of Puerto Rico, Statistical Year-
book)(San Juan: Puerto Rico Planning Board,
. 1967). ’




_ TABLE 5-12

ECONOMIC CLASSIFICATION OF MERCHANDISE IMPORTS,
1950-1967

(In Millions of Dollars)

Consumer Capital Goods +
Year Consumer Capital Raw Total Goods Raw Materials
Goods Goods Materials Percentage Percentage

1950 $166.8 $ 22.5 $154.6 $ 343.9 48.5% - 51.5%
1951 196.8 30.9 209.8 437.5 45.0 55.0
1952 203.8 33.3 211.0 448.1 45.5 54.5
1953 232.1 39.1 224.8 496.0 46.8 33.2
1954 248.1 45.1 232.2 525.4 47.2 02.8
1955 266.2 53.3 255.0 574.5° 46.3 53.7
1956 269.1 56.1 .307.8 633.0 42.5 57.5
1957 293.5 75.5 343.9 712.9 41.2 58.8
1958 314.1 75.8 341.1 731.1 43.0 57.0
1959 325.4 1 82.5 403.3 811.3 40.1 59.9
1960 374.5 "83.3 447.2 915.0 49.9 59.1
1951 370.2 85.0. 472.1 927.3 39.9 60.1
1962 423.0 103.3 565.7 1,092.0 38.7 61.3
1963 473.6 113.2 * 572.9 1,159.7 40.8 59.2
1964 499.8 133.2 720.8 -~ 1,3593.8 36.9 63.1
1965 546.1 144.0 824.5 1,514.6 36.1 63.9
1966 599.1 156.0 . 904.3 1,659.4 36.1 . 63.9° -
1967 615.7 181.6 .1,001.6 1,798.9 - 34.2 65.8

Source: <Commonwealth of Puerto Ricd, National Income
Puerto Rico Planning Board, 1967), Table 31.

and Product (San Juan:

€61
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Summary
The period 1950-1967 was associated with very sub-

\stantial rates of growth in income and output. At the same
time there werc importan£ structural changes in the economy
along with the overall exéansion. There was a significant
declLQF in the importance of agricultural activities and the
mandfaqturing sector attained a position of dominance in the
economy.

The expansion in income and. output was associated
with a far more modest ihcrease in the level of employment.
As a result the problem of unemployment was still of criti-
cal proportions with 96,000 unemployed, representing a raﬁe
of 12.7 per cent. The serisusness of the unemployment prob-
lem was further heightened by the fact that approximately
50‘per cent of those unemployed in 1967 were in the 16-24
aée group.9 Moreover, ‘throughout the period the employﬁent
asituat%on for males hés been consisteng}y worse than it has
been for femalgs. This is an ingication that the expanding
wectors of the economy have evolved in such a manner that
more job opportunities were provided for Qomen.

The main element-in the development strategy over
the pgpdod covered'was in the promotionl?f a manufacturing

sector. We have already noted that this sector did emerge

9Commonwealth of Pﬁi§;3/§;:;T‘The Four Year Economic
and Social Development Pla t&/Puerto Rice 1569-1972 (san

Juan: Puerto Rico Planning Board). -

e hd
e -



‘/?

)

19%

L4

as the dominant.one in the economy. We will now proceed t
: oA,
conduct a closer examination of developments in the sector

over the period.
$

1

Trends in the Manufacturing Sector

In 1967 the manufacturing sector contributed approxi-
mately 23 per cent to G.D.P. at factor cost and provided
emplgyment for approximately 19 per cent of the employed
labouF force. (See Tablés 5-7 and 5-10.)

Net income in manufacturing in 1967 amounted to $702

million gs compared with $171 million tweélve years earlier

.. in 1955 and %88 million in 1950. As tan be determined from

Taéle 5-13 there was a substantial decline in the share of
tge,sector's income generated by agricultural and food pro-
ﬁessing activities. These activities accounted for approxi-
mately 19 per cent of the sector's net income in 1967 as
compared with 29 per éent approximately in 1955. There was

also a-“slight decline in the importance of the manufacture

of apparel. In 1955 these activities accounted for about

19 per cent of the'sector's overall net income, whereas by

1967 they accounted'for about 17 per cent. . ©o i?
' While the activitigs mentioned above were declining N

in relative importance, there was an increase in the impor-
tance of such activities as for example the manufacture of
metal products and machinery. By 1967 these activities

accounted for in' excess of 16 per cent of the sector's net



TABLE 5-13
‘) NET INCOME IN MANUFACTURING, SELECTED YEARS
(In Millions of Dollars) .
1955 1960 1964 1965 1966 1967
Sector
Value % Value % Value % Value % Value % Value %
Food and Related . a
Prqduéts $ 50 29.2 % 67 23.1 %118 23.2 %125 22.4 %132 20.8 $132 P?éi"
Apparel and
‘Related Products 32 1857 51 17.6 B4 - 16.5 89 16.0 104 16.4 116 16.5
Metal Products '
and Machinery - 20 11.7 55 19.0 83 16.3 89 16.0 -104 16.4 115 16.4
Other Manufactiur- ' |
ing 69 40.4 117 40.3 223 43.9 255 45,7 294 46.4 335 a47.7
Total $171 100.0 $290 100.0 %508 100.0 %558 100.0 %634 100.0 $702 100.0

Source: United States, Department of Comﬁerce, Statistical Abstract of the United
States (1970), p. 799.

~

961
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income and were of almost equal importance to the apparel
industry. In point of fact from a pcsition in 1955 where

its net income was approximately equal to two—thir?s of that
of the apparel inﬁustry, by 1960 it had surpassed that indus-
try in terms of net income generated.

The change in importance of Aifferent activities
within the sector was a reflection on the evolution orf the
industrialization strategy over the period. During the“
early period up until about 1955 all efforts were directed
at trying to attract as many manufacturing firms as possible
without belng particularly concerned with what type of manu-
facturing activities Fhey,would carry out. It was hoped
that the tax concessions and the relatively low wage rates
would be successful in attracting industries which could
make extensive use of the readily available but relatively
low skilled labour force.

y These hopes were redlized during the early fifties.

e

§
There was very rapid growth both in output and employment.

Most of this expansion took‘place in the textile and apparel
industries, where the low level of skills of the' Jabour

force was not a serious drawback and thg‘relatively low wage
ratgé were¢ a decided incentive. The programms experienced a
major setback with the post-Korean War recession. There was

a decline in the number of new plants and several of the

existing plants gpased operations.

NI
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As a result of this experience, it was decided Jth
attention would have to be direc@ea at attracting certain
special typesﬂof industry. Specifically this meant attract-
ing those industries which would experience a more modest
decline in markets during peridds of economic recession.

The industries which were held t? satisfy that condition
were those associated with the production of electroni¢ and
chemic;l products.lO These industries unlike those con-
cerned with textile and apparel production are capital
intensive industries. In this instance the tax concessions
could act as an important attraction. ‘

In this case the strategy did meet with some success
as evidenced by the relative decline in the contribution to
net income in manufacturing by the food product and apparel
industries discussed above. ‘

An alternative indicator of the relative importance
of different manufacturing activities to the overal} perform-
ance of the sector is the contribution made by such activi-
ties to value added by the sector. Such informatioﬁ is sét
out in Table 5-14 for the years 1958, 1963 and 1967. There
is evidence once again of the relative decline in the impor-
tance of the food processing and textile and apparel manu-
facturing activities. The most significant change was the

increased importance of the chemical industry. In 1958,

lOBarton, op. cit., p. 29.



d 199

‘ - , ' "TABLE 5-14 .

/- ) PERCENTAGE CONTRIBUTION TO VALUE ADDED IN
- MANUFACTURING BY $ECTOR

\

Sector 1958 1963 1967

Food and Kindred Products 32.7 30.6 25.9

. ngacco Manufactures ' 3.5 3.8 4.1

Textile Mill Products 5.2, 3.3 3.5

Apparel and Related Products : 15.1 14.6 14.4

Lumber and Wood Products 0.4 0.4 0.6

Furniture and Fixtures " 3.0 2.5 1.9

Paper and Allied Products 1.3 1.4 - 1.2

Printing and Publishing Q§3 2.2 2.0

Chemicals and Allied Products 3.2 . 7.4 9.9

Petroleum,ﬁX}~Coal P;oduéts ’ 4.6 5.8 D72

Rubber and Plastics ; © 1.4 1.0 1.4

. "Le.ather and. Leather Products : 2.3 3.3 4.7

Stone, Clay and Glass Products © 6.6 6.1 .5.8

' Primary Metal Industries . 0.7 0.9 0.9

Fabricated Metal Products 3.5. 2.7 3.9

. 'Ele;trigal Machinery 1.5 8.2 “8.6

’ Miscellaneous Manufactured Products 6.8 . 5.8 6.0
I,

Total : 100.0 . 100.0 ~ 100.0

Sources: U?%ted States, Department: of Commerce, Census
of fManufactures in Puerto Rico -1953; and

Uzﬁﬁed States, Department of Commerce,
S iitiigl Abstract of the United States
70). -
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this industry caontributed 3.2 per cent to value added in the

manufacturing sector. Five years later this had more than

doubled to 7.4 per cent and by 1967 this sector was respon-

sible for almost 10.per cent of total value added in manu-

facturing. This is again indicative of the change in strat-

egy noted abéde.

Having noted above changes in the contribution to
income and output of different activities within the sector
over the time period covered, we will now try to determine
whether these changes were associated wifh shifts in-the
contribution to employment within the sector. In 1967, as
indicated:by Table 5-10, the direct contribution to empl&&- .
ment by manufacturing amounted to l3l,000( In Table 5-15 is
set out the contribution to employmeni in the sector by
various manufacturing operations. Iﬁ 1967 the principal,
source of employment was in the garment industry which
accounted for 27.9 per cent of those employeq in the sector.
The manufacture of food products ranked second, accounting !
for 17.4 per cent of employment in the sector. In comparing
the situation then with the position in 1960 it can be seen
that there was a slight increase in the importance of the
garment industry and a decline in the importance of food
products. Overall what might be considered the traditional
activ}ties, food and tobacco products, textiles apnd garments,
were responsible fcr over 50 per cent of employment in the
sector while contributing about 36 per cent of net income. '

¢
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' TABLE 5-15
PERCENTAGE CONTRIéUTION BY MANUFACTURING
. INDUSTRIES TO EMPLOYMENT 'BY MAJOR
" ) INDUSTRY GROUP
B Industry 1960 1967
Food and Food‘Products 19.4 17.4
Tobacco Products . 6.9 6.2
Textile Products 6.1 5.1 3
Garmepts and Related Products 27.4 ( 27.9
Paper and Related Products 3.1w 2.6
'Cﬁ;micals and Related Products 2.4 2.4
Petroleum Refining " 2.9 3.7
Leather and Leather Products 4.8 é.O
Wood Products and Furniture 4.2 3.2
'Stone and Glass Products 5.5 5.0 *
" Metal Products 3.3 3.2 «
Machinery (excluding Eléctrical) 1.3 3.2
Electrical Mach}nery 5.5 6.7
Prvfessional and Scientific Equipment 2.2 2.3
Miscellaneous Manufactﬁring . 5.1 3.2 ‘i
Total 100.0 100.0

-

Source: Commonwecalth of Puerto Rico, The Four Year
Economic and Socia} Development Plan of Puerto

Rico 1969-1972 (San Juan!

Board) .

4

Puerto Rico Planning
5

Ed
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The chemical products industyy which showed a very rapid
rate of growth in terms of its contribution to income frﬁm
the sector was responsible for only 2.4 per cent of the
level of employment in 1967 which was identical to the con-
tribution .it made in 1960.

, All things considered the distribution of embloyment
witﬁin the sector was very similar to what, it had been in
1950 if one were to exclude home necedlework operations. At
the same time it is important to note,thét home needlework,
which provided employment for 51,000 people in 1950, had by
the end of the period under consider§¥ion turned out to .
become an insignificant source of employment.

The developmehts in the sector were a direct result
of the governmenta;‘§£liciés ou%iined in the introductory
chaptér. As can be détermined from Table 5-16, net income
originating in manufacturing firms operating with government
assistance increased from 47 per cent of overall net income

in manufacturing in 1958 to a posit¥6n whereby in 1967 they

were contributing 68 per cent of drall net income in manu-

facturing. In 1967 of the 131,0( avople employed in manu-

factu}ing approximately 95,000 or ¥ pér cent were in plants
operating with the assistance of government incentives.
There was gver the period,. as"can be determined from Table
5-17, more than a thirteenfold increase ’in the number of

jobs "created which could be related to government assistance

in this area. An examination of the table also provides
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\
“ TABLE 5-16
NET INCOME ORIGINATING IN MANUFACTURING _
FIRMS PROMOTED BY THE ECONOMIC . .
DEVELOPMENT ADMINISTRATION
FISCAL YEARS -
(In Millions of Dollaré)
— == — i
. .o . Percentage
Year E.D.A. Firms All Firms (1) = (2)
(1) (2) (3) *
1958 $104.8 $222.6 égg.l%
1959 127.7 “ikff 258.7 ‘ 49.4
1960 155.4 " 288.7 53:8
1961 207.2 339.2 T el
1962 241.5. - = 391.3 . 61.7
1963 25%?6/ 443.5 '62.8
1964 314.1 496.8 63.2
1965 /- 351.2 547.8 64.1
1966 © 400.4 611.6 ~  + '65W?
1967 461.1 678.2 68.0
“Source: énwealth of Puerto Rico, National Income

reéduct

Ri:;? 1967)

Juan: Puerto Rico Planning
des 26 and 27. -

]
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TABLE 5-17

DIRECT CONTRIBUTION TO EMPLOYMENT BY
GOVERNMENT-ASSISTED MANUFACTURING -
PLANTS, 1950-1967
(In Thousands of People)

.
— £ - :

— <

Year .Total Female- , Pégi fzge
1950 7.1 . 3.5 49.3%
1951 9.0 4.5 50.0
1952 14.8 8.4 ¥  s6.8
1953 . 21.8 14.4 66. 1
1954 ' 23.0 15.4 67.0
1955 T oses 18.9 66.3
1956 33.1 21.4 64.7
1957 g 35.8 22.0 61.5
1958 36.4 22.6 ! 621
1959 | 45.0 27.5 ©61.1
1960 46.5 28.0 60.2
1961 55. 1 34.2 62.1
1962 57.4 34.2 59.6
1963 62.6 38.0" 60.7
1964 70.8 42.6 60.1
11967 95.3

Sources: Commonwealth of Puerto Rico, Economic Develop-
ment Administration, Annual Statistical Report
of Manufacturing Plants (1963-1964), Table 11,
pp. 29-34; and Commonwealth of Puerto Rico,
The Four Year Economic and Social Development?®
Plan of Pucrto Rico 1969-1972 (San Juan:
Puerto Kico Planning Board), p. 61.
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some insights into the reason why unemployment among males
has remainsﬂ’kdghei than for females. In the period 1950
through 1954 there was more than a threefold increases in the
number of jobs provided by government-assisted plants. At
the same time there was an‘approximate fivefold increase in
the number of these jobs held by females. As a result 67
per cent of the jobs were held by females. These develop-
uments took place at‘B time when, as mentioned previously,
industrial expansion was concentrated in the textile and
apparel industries. Since that time there has been some
moderation in the female share of jobs but they were still
‘holding approximately 60 per cent of the jobs in the mid-
sixties. It is then clear that despite the effort made in
the mid-fifties to try to promote so-called more sophisti-
cated industries the overall result nevertheless involved a
prepondeyance of manufacturing activity heavily biased
towards the use of female labour. ~
Having discussed the direct income and employment
contributions of what was 'the leading sector du;ing this
periqd of economic expansion, it is important-at this stage
to derive some insights into the extent of the inéirect
impact of the sectoér pn the ecénomy. These indirect effects
wbuld be determined by the extent of the degree of inter-
dependence witihin thé sector itself as well as between the

sector and other sectors of the economy.

A
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>

By ihe mid-sixties there were firms in the sector
which were engaged in most lines of manufacturing activity.
At the same time in many of the industrial sectors, for
example, textiles and apparel, there were firms engaged in
operations which could provide inputs and utilize output
from other firms within the sector. It would then seem that
the physilal requirements for interdependence existed. An
attempt was made to derive some insight into the aétual
degree of interdependence by estimating %rom the Census_ of

Manufactures for 1963 what percentage of value of output was

in the form of intra-sectoral sales as well as sales to
final demand and exports. The results of.this exercise are
summarized in Table 5-18. The information provided indicates
that in only four instances were intra-sectoral sales of any
significance. These were in the case of paper and allied
products where 48 per cent of the vélue of output was in the
form of intra-sectoral sales, lumber and wood products where
the corresponding estimate was 38 per cent, primary metal
industries, 35 per cent, ahd stone, clay and glass products,
23 per cent. (

At the same time for ten of the ?ighteen secfors
falling within USSIC 2b-39, in excess of 60 per cent of out-
put was exported. In two instances exports were in excess of
90 per cent of output, in four instances in excess of 80 per

cent and two in excess of 70 per cent. Since these exports

were in the main destined for the mainland, this would
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TABLE 5-18

) PERCENTAGE DISTRIBUTION OF MANUFACTURING
OUTPUT BY INDUSTRY, 1963

|

Sales to
Other
USSIC Industry Manufac- Domestic
turing Sectors Exports
(1) (2) (3)
20 Food and Food Products 6 54 40
QKVQ Tobacco Products - 15 2 83
22v~ Textile Mill Products 16 10 74
23 Apparel and Related
Products . 5 11 84
24 Lumber and Wood Products 38 _ 57 5
25 Furniture and Fixtures 4 94 2
26 Paper and Allied :
. Products 48 25 \ 27
27 Printing and Publishing 1 83 16
28 Chemicals and Allied,
Products 4 32 64
30 Rubber and Plastic
Products . - -9 13 ‘?78‘
")
31 Leather and Leather -
Prqducts 8 4 88
32 Stone, Clay and Glass -
Products 23 66 11
33 Primary Metal Industries 35 42 23
34 Fabricated Metal Products. S 62 33
35 Machinery (except .
Electrical) 15 23 62
36 Electrical Machinery 1 7 92
38 Instruments and Related .
_Products . . 3 97 7
39 Miscellaneous Manufactures 4 * 7 89

Source: Estimated from United States, Department of
Commecrce, Census of Manufactures in Puerto Rico
1963, Table' 4. \ .
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suggest that the manufacturing sector was predominantly
integrated with mainland rather than island operations.

The low level of intra-sectoral sales along with the
overwhelming importance of exports in most instances suggest
that there would also be limited integration betweén the
manufacturing and distribution sector. Column (2) of
Table 5-18 sets out that percentage of output from the
respective activities which went to local wholesale and
retail establishments. The highest estimates were for
furniture and fixtures, 94 per cent, and printing and pub-
lishing, 83 per cent. Overall there were only five other
instances in'wh{ch local wholesale and retailing establish-
ments absorbed significant shares of output.

Although these estimates do not provide complete
information on all aspects of interdependence both within
the sector itself and between the sector and other sectors
of the economy, they do.give a fair indication of the
limited degree of interdependence which existed. This was
the situation even thouéh, as indicated previously, the
physical réquirements for a substantial degree of inter-
dependence did exist. Given the very large share of output
exported to the mainland, it must be the case that since the
majority of the plants were branches of mainland plants,
they were integrated into the opefations of those'piants and
this mitigated against any significant degree of internal

integration. This mecant that in spite of the important
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direct contributions to income and employment by this sector
the-indirect contributions mu;t have been relatively modest.
In fact it was estimated that for each job created in indus-
try there was one o£ﬁer job indirectly created in the

economy.ll

The Puerto Rican government in the latter part of
the period.under consideration started to make efforts to
deal more specifically with the question of industrial inte-
gration. Emphasis was placed on the promotion of a fully
integrated petrq\chemical complex which would make extensive

s

use of local materials such as limestone and.clqy as well as
a part of the output from the petroleum refineries. In
additio&:EEZKfs would be provided for the production of syn-
thetifc fibd¢s and plastic produ&ts. \

| Another factor of importance in evaluating the
development of the sector concérns the role played by domes-
tic entrepééneurs. Given the substantial growth' in iﬁcome
discussed previously we will attempt to determine whether
this had led to more domestic participation in the economy
as was implied by the Lewis model. There was no evidence of
any importiEE>developmentsﬁin this direction. In fact it
was pointed out that\on the basis of almost any standard,

namely, relative or absolute contribution to income, employ-

ment or exports, the role of local entrepreneurs was of

llCommonwealth of Puerto Rico, The Four Year Econ-
omic and Social Development Plan of Puerto Rico 1969-1972,
p. /0.
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declining imert;nce.l2 By the mid-sixties of all the
plants which were promoted under the auspices of Fémen@o
only 25 per cent of these were of local origin. Howevég}
there was some evidence from 1960 through 1964 of an .
increased number of plants of local origin promoted with
government assistance.13
_ A further indicator of the dominance of foreign
investmentﬁWas the significance of net capital imports in
gross domestic investment. In 1966 net capitalﬂimports
accounted for 47 per cent of gross domestic investment.
Moreover, as can be determined from Table 5-19, such imports
were in excess of 40 per cent of the value of gross domestic
investment from 1957. The high point was in 1951 when net
capital imports accounted for 62 per cent of gross domestic
investment. This was in the early stages of the de;elopment
programme when, as mentioned previously, the expansion in
the mainland economy associated with the Korean War led to-a
substantial flow of mainland capital to the island. When
one takes into consideration the substantial capital inflows
as well as the role of reinvested profits in domestic capi-
tal‘formation, there cah be little doubt of the dominance of

foreign investment in the economy.

121p34., p. 72.

13Commonwealth of Puerto Rico, Economic Development
Administration, Annual Statistical Report of Manufacturing
Plants (1963-1964), Table 23G.




TABLE 5-19

NET CAPITAL IMPORTS AND GROSS DOMESTIC
INVESTMENTS, SELECTED YEARS,
1950-1966
(In Millions of Dollars)
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— Gross Domestic Net Capital
Year Investment Imports Percentage
1951 $144.9 . $ 90.2 62.3%

1953 \ 157.5 25,2 16.0
1955 ' 217.1 77.0 35.5
1957 274.8 114.2 41.6
1959 326.3 116.5 51.0
1960 390.0 *J 195.6 50.2
1961 , 410.7 170.3 41.6
1962 . 517.9 “\N267.0 51.6
1963 561.4 ) 225.2. 40.1
1966 857.0 . 403.0 47.0

Sources: J. Freyre, "External and Domestic Financing in
the Economic Development of Puerto Rico"
(unpublished Ph.D. thesis, Yale University,

New Haven, Connecticut, 1966); and Commonwealth
of Puerto Rico, The Four Year Economic and

.Social Development Plan of Puerto Rico 1969~

1972 (San Juan: Puerto Rico Planning Board).
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In the following section an attempt will be'made to
arrive at an estimate of the significance of two elements in
the industrialization proéiamme, the ta; concessions and the
wage differentials as compared with similar occupations on
the mainland in the evolution of the sector.

The Protective Effect of the Incentive
Programme in Puerto Rico

o

In evaluating the protective effect of the Puerto:

Rican incentives‘épecial emphasis will be placed on two par-
ticular features of the programme. These are the corporate
taxﬂexemption provisions and the wage differential. Puerto
Rico is a part of the United States customs area, and conse-
quently their industrialization efforts have been directed
at incorpodrating the manufacturing sector into the overall
mainland market. There hfs been as a résult very little
activity of the import replacement type. The local market
was incidental to the overall operatibﬁs of the majority of .
*firms which have been estéblished. Puerto Rico was then not
limited by the‘ﬁarket constraints faced by Jamaica and the
need to accept economic inefficiency as an overall cost £b
secure the potential benefits to be derived from industry
was not an issue.

,  The significance of the two features of the incen-
tive programme has to be measured in terms of the level of

profits earned by those plants which were located on the

island. At the same time it is hoped to gain some additional
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insights into the reasons why the growth of the sector has
been associated with a high degree of disintegration within
the sector and whyla more effective contribution had not
been made to the employment prohlem.

The analysis to be conducted in this section will be
along the following lines. It Qill be assumed that the
poteqtial investor has ‘the opportunity to employ the same
techniques of production regardless of whether he establishes
his plant on the mainland or on the island. That being the
case one may reasonably conclude that the'investor will |
locate his operations on the island when profits estimated
on thé basis of operating under conditions abplicabie there
would be greater than(brofits earned from producing the
identical product on the mainland. As mentioned at the out;
set the principal factors which will be held to Qécouﬂt-for
the differential profit return are the ten-year tax holiday
on corporate profits as well as the wage differential. The
quantitative iﬁBact of these two ?lements can then be under-
stood to relate to the extent of the profit differential
between island and identical mainl;nd operations. Thé model
to be employed takes the following-form.

Let industries i =1 . . . n represenf the numper of
ind&’ries which may be locatoed ither on the mainland or in
Puerto Rico. These industries employ two primary factors of

production labour and capital, earning wages and profits

respectively.
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Let wip be the wage bill of prod&ction workers
employed in industry i in Puerto Rico.

Let R{p be the profits earned in industry i in
Puerto Rico. Let wia represéh§~§he wage bi%l for the iden-
tical level of operations for industry i were it located in
the United States. Let Ria/represeqf the profit earned from
tﬁc idgntical level of production in industry i were it /
located in the United States. Let ki represent:the hourly
wage in industry i in Puerto Rico as g percentage of the
mainland wage in that industry.

Let t fepresent the corporate tax rate in the United
States. )

Let Fi represent the freight rate on goods of indus-
try i shipped from Puerto Rico to the mainland.

Given our assumption of an identical production
technique the lower Puerto Rican wage represents a profit
subsidy to the producer located on the island. On the other
hand the freight rate on goods shipped to the mainland would
have to be absorbed out of the investors' profits. This
arises from the fact that with a givén wage rate and produc-
tion technique the wage bill will be fixed. b

- The critical information as far as the potential
investor is concerned would then be the difference between
Rip and Ria. On the basis of data derived from firms operat-
ing on the island the value qf=Rip can be determined. We ‘j*<‘
could then advancg,from this basis to estimate Ria. The
|

LN
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first step would be to adjust the Puerto Rican wage bill in

,
each industry to what it would be if wages were at mainland

levels.
/
- For any industry i the wage bill could be adjusted”
7/
[}

to mainland levels as follows:

Wip 1
i

= wia | (1)

Since ki < 1 then Wia" wip.
. Given the assumﬁtion that facfor earnings are split
betwpen wages and efofits an increase in the wage bill
Feteris paribus implies a decrease in profits.

As was mentioned above, the frgigh£'rates on ship-
ments from the island would have to be absgieé@.out of
profits. The freight margin then may be considered to’
embody an element of protection to mainland production.
Given the agsumption of identical production techniques the
freight margin can be considered to be a subsidy to profits
on the mainland. Adjusting then for the wage differential

and the freight margin, the profits earned in a comparable

activity on the mainland would be expressed as below:

N

Ria = Rip - (wia‘— wip) + Fi (2)
This would be an estimate of profits before corpor-
ate taxes were'paid. Since net profit is the principal
determinant it would be necessary\lo adjust the estimate of
gross profit to net profit by the tax rate. Taking the wage

differential, freight margin and corporate taxes into

r!
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consideration pogential profits on the mainland for industry

i could be exbressed in the following form:

Ria = Rip - (wia - wip) + Fi
1 (3)

( I -t

By adepting this approach towards the "‘estimation of
profit it is then possible to see that the impact of the
wage differential and the tax rebate will depend on- the
relative labour or capital intensity of the particular pro-
ddction process. The margin of difference betyeen Rip and
Ria will provide an éstimate of the quantitative signifi- r
cance of these two features of the programme. If the margin
in a number of instancgs should ge found to be very small
this would not necessarily mean that these two measures
could not be a stimulus to industrial production. It would
rather suggest that the full benefit of these incertives
could onIy gé realized if production techniques were to be .
organized for their maximum exploitation. Specifically in
these instances, higher profits couid be realized if the
mainland investor in Puerto Rico were to adopt a productién
technique different from that which he wéuld have employed
at home.

The following generalization can be made. , Given the
alternatives open to the investor mentioned ‘above, more

mainland investors would be attracted to the island, the ¢

greater the possibility of earning high ‘profits using

I - -
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techhiques,of production with which they are familiar. How-

v

ever, given the differgqp stages of developmenli of the two
regioh; the produgtion ~echniques which.are'op{imal for fhe
mainland in terms of rggsuafsluse would not likely be opti-
mal for the island. . ~

In conducting the éxerci;e data was derived from the
annual report published by the Economic Development Adminis->
tration. The year 1963 was selected for purposes of the
evaluation in view of the comprehensive nature of the data .
available as well as the fact that the Str%ffgjﬁ“ﬁf indus-
tries was very representative of the nature of the sector in
the sixties. The industries selected were those in the
range USSIC 22-36 with the exception of items 25 and 26,
household furniture and paper products, respectively, item
28, cleaning and toiletggoods, and items 32 and 34, stone,
clay and glass products and fabricated metal products.
These items were excluded because the major portion of their
. output was sold on the local market. From the report men-
tioned above daga was derived on the wage bill for p?bduc-
tion workers as well as profits foxr each of the sectors.

It was possible to derive information from anotheg
E.D.A. publication on wage rate ber sectér as a perfentage
of the rates prevéiiing on the average for theg United States
as a whole as well as for individual states. In terms of

J

equation (l) two adjustments were made to the production

<

workers' 'payroll. The first involved an adjustment made on
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the basis oflaverage hourly earnings in each sector based on
the national average for the United States for the particu-
lar sector. The second was based on average hourly earnings
per sector for the southern mainland states. g This distinc-
tion was made because it was considered that in many respects
the southern states could be, considered to be an alternative
to Puerto Rico for the mainland investor considering either
establishing a new enterprise or considering ekpanding his
operations. As a result of making two wage adjustments, two
estimates of profits before taxes were derived.

The next stage in the estimation procedhre involved
an adjustment for freight margins on items shipped from the
island to the mainland. It was our initial intention to
empldy ocean freight rates for this purpose. This informa-
tion was, however, not available from any official source.
It was also not possible to arrive at an estimate of the
margin indirectly from trade’}eturns in view of the fact
that the United States treats shipments from Puertf Rico as
being an internal and not an international transapfibn. A
study .conducted by the Jamaican Central Planning Qpit, which
was concerned with an evaluation of factors affecting the
‘ébmpetitive position of Jamaica, vis-a-vis, Puerto Rico, in
the United States market, yielded information on air freight
rates between San Juan and New York City. Thése rates were

then employed for purposes of estimating the freight margin.

Using air freight rates obviously imposed an upward bias on

[
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the implicit protection to mainland producers provided by
transportation. costs. This has to be borne in mind when one
considers the overall estimates. The trade returns provided
information on the weight of all items shipped to the main-
land. A crude estimate of total freight payments as a per-
centage of the value of individual exports was then derived
by applying the air freight rates to the weight of shipment.
This percentage was then applied to the value‘of output for
each sector. In this roundabout fashion the~additional
amount to be applied to profits, as per equation (2) abéve,
was derived.l4 The final -stage in ‘the process involved an
application of the United States corporate tax rate of 52
per cent to the profit estimates arrived at by the indicated
procedures. A _

In Table 5-20 reported profits and estimates of pré-
fits ana losses derived from using the procedures described
above are set oq}. It can be seen from the table éhat in
four instances, aff%r making adjustments for the wage dif-
ferential using e&ther natiénal averages or the averages for
the southern states, there would have been overall operé¥ing
lesses. This was ,true in the case of-floor covering mills,

USSIC 227, children's outerwear, USSIC 236, leather footwear, .
USSIC 314, . and other leather goods, USSIC 3151-99. In the

3 -

l4It is realized that unless mainland firms are mar-
ket based they would also incur internal transportation
costs. Accordingly, our technique would tend to overstate
the impact of transportation costs on potential earnings.

i
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TABLE 5-20

o

ESTIMATED PROFITS AND LOSSES OF PUERTO RICAN INDUSTRY BASED
ON MAINLAND OPERATING COSTS AND TAXES

S S TS
Reporteg Estimated
USSIC Industry Group Profits Profits Losses
| (5000's)  (b) (e} (B) (c) -
2211-2241 Broad Woven and Narrow Fabric Mills 878 346 364
2251-2259 Knitting Mills 1,176 ~ 8l 357
226 Textile Finishing ‘ 98 29 35
227 Floor Covering Mills 57 . 123 87
232 ‘en's and Boy's Furnishings 3,846 1,271 1,400
233 Women's and Misses' Outerwear - 1,249 o 33 1,001
234 Women's and Children's Underwear 7,299 . 1,752 538
236 - Children's Outerwear 104 504 205
238/239 Miscellaneous Apparel ‘ ’ 1,262 730 1,062
283 Drugs . 15,945 7,398 7,493 ,
314 - Leather Footwear ) 1,830 67 25
3151 3199+ Other Leather Goods 1,272 - 1,043 355
35 Machinery (except Electrical) 889 257 392 '
2611-13 Electrical Distribution Equipment 6,916 2,437 2,996
3621-3629 ~ Electrical Industrial Apparatus 1,416 543 657
3631-3639 Household Appliances ) 7,806 3,132 3,797
3641-3643 - Lighting and Wiring Devices 3,442 . 1,285 1,595
"3651-52 Radio and T.V. Equipment 631 - 202 308 .
3671-79 Electrical Components and Accessories 3,142 1,165 1,416
) 369 Electrical Products (n.e.c.) 4,817 308 365

L

3Source: Commonwealth of Puerto Rico, .Economic Development Admlnlstratlon, '
‘Annual Statistical Report of Manufacturing Plants (1963- 1964) ,

02¢e

bWage adjustment based on mainland average.

cWage adjustment based on average for the southern states.
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case of women's and children's outerwear, USSIC 233, women's
and children's underwecar, USSIC 234, men's and boy's furn-
ishings, USSIC 232, losses would have been realized ‘'if the
prevailing wage'had been at the national average for the
mainland. Profits earned on operations in Puerto Rico, in
every instance, exceeded after tax profits for the same
industry operating under mainland conditions. Excluding
;hose activities in which losses would have been realized,
if ,they were éonduéted under mainland conditions, with one
Exception, miscellaneous apparel, USSIC 238—23§, where esti-
mated piofits based on wage rates for the southern states
were very close to that of the reported profits for‘éhe
activity on the island, the profits earned in Puerto Ricpo
were in most instances between two and four times what net
earnings would. have been if mainland operating costs and
taxes had been incurred.

It is possible to determine from the analysis those
industries in which the wage differential was the signifi-
cant factor in the determination of realized profits and
those in wgich the tax concessions was the factor of over-
rididb significance. One would expect that the importance
of the wage differential would Aepend on the labour inten-
sity of the particular woperation. The rule adopted for the
purpose of establishing labour intensity was the wage bill
for éroduction workers, when it represented a minimum of

20 per cent of the value of net sales. On' the basis of this
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criterion, most of the textile, apparel and leather indus-
tries could be described as being labour intensive oper-
ations. These were the industries in which it was most fre-
quéntly found that losses woula be incurred after adjust-
ments were made for the wage differentials and freight mar-
gins, or where the profit margins would have been very low
after making these adjustments.

The other industries, consisting mainly of drugs,

USSIC 25, and electrical appliances, USSIC 35 and 36, could

all be considered to be capital -intensive on the basis of
the criterion‘outlined above. The wage differential in
these instances, whether it was related to mainland averages
or averades for the southern state§, was greater than for
the other industries mentioned above. The Puerto Rican wage
was between 50 and 60 per cent of the mainland averages and
between 60 and 70 per cent of the average for the éouthern
states. Nevertheless, after adjustments were made for the
wage differential and freight margins there waslg much
smaller margin of difference between declared profits in
Puerto Rico and the pre-tax estimated mainlgpd profits. In
one instance, household appliances, USSIC 3631-39, the main-
land pre-tax profit would have Q'Fn higher. This suggests
that tax concessionsimay have played a more important role

than the wage differential as an influential factor in the

decision to locate these industries on the island.
4
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It is interesting to note that the type of industry
in terms of labour and capital intensity were estabiished
mainly within certain set time intervals. The labour
intensive industries were established in the early period Ep
to 1955. The more capital intensive industries were estab-
lished in the later period. The apparent failure of the
wage differential to be a significant incentive in the later
period stems partially from the fact that the benefits to be
feceived from this are recognized as being transito;y. This
was as a result of the declared intention of the Federal
Department of Labour to eventually work towards an elimin-
ation of the wage differential. This would make it diffi-
cult for a prospective investor to forecast accurately the
benefits likely to be derived from the savings on wages,
whereas at the same time he could be assured of the tax con-
cession for a minimum period of ten years.

The ability of Puerto Rican products to gain free
access to the mainland market has been cited frequently as a
factor of considerable importan;e in the indusgfialization
programme. A further attempt was made to evaluate the
importance of the tax concessions and wage differentials by
estimating what rate of duty when appliéd to the value of
output would reduce declared Puerto Rican profits to the
mainland levels arrived at by the estimation pr;:edure

previously described.
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Since the analysis has been conducted on the assump-
tion of fixed production techniques, the tariff would have
to be absorbed by the investors out of profits. Alterna-
tively the matter cbuld/be examined along the following
lines. This would involve a determination of the rate of
duty whihh,/when applied to the same industries operating
under mainland conditions, would permit net earnings on the
mainland to be equal to that of Puerto Rico for e;ch indus-
try.

In ordér to estimate the rates of duty/on the basis.
of either of the two approaches mentioned above the follow-
ing extensions were made to the basic model.

Let Ria and Rip retain the same identity as in the
basic model.

_ Let the tariff rate be n.

Let x be the value of output in Puerto Rico.

Then
Rip'- n(x) = Ria * (4)
- n = Ria - ng (5)
x N

The rate of duty which would be required to bring
the level of mainland after-tax profits up to the Puerto

Rican level could be derived in the following way:

Ria + h!x) . :
= Rip
) (6)

1-t

a

where t once again represents the corporate tax rate in the

United States.

*

N~
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‘ From (6) we could deduce that

n= L D .
In view of the fact that the Puerto Rican products
are exempt from corporate taxes, the rate of duty required
to reduce Puerto Rican profits to mainland levels as per
- equation (5) would be less than the rate of duty which would
‘ ge required to bring net mainland profits in the respective’
sectors, as per equation (7), up to island levels.’

; The result of the tariff estimates derived employing
equations {5) and (7) are summarized in Tables 5-21 and 5-22
respectivel&. In each case two estimates were derived for
individual ‘items, one in respect to profit adjustments on

‘ the basis of national operating costs and the other in
respect to costs applicable to the ;outhern states. We will
begin by examining the estimates summarized in Table 5-21
which represents the rates of duty which could be absorbed
by Puerto Rican-producers. In the case of the textile and
apparel industries the rates of duty which Puerto Rican
manufacturers could absorb and remain on an equal basis with
manufdcturers operating subject to southern wage costs,
potentially their major competitors, were for the most part
relatively modest. A rate of duty of 10 per cent wou%g(“
eliminate the competitive advantage held by Puerto Rican <r/
manufacturerc on all activities falling within these indus-

-

trial classifications, with the exception of broad woven and

‘ ’
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TABLE-5-21

ESTIMATES OF TARIFF RATES NECESSARY TO REDUCE

J

PUERTO RICAN EARNINGS TO MAINLAND LEVELS

L

Tariff Rates

JUSSIC Industry Group '
. (a) (b) -
2211-41 Broad Woven and Narrow Fabrlc Mills. 12 11
2251-59 Knitting Mills 4 3
226 Textile Finishing .9 8
227 Floor Covering Mills c .C
232 Men's and Boy's Furnishings d 9
233 Women's and Misses' Quterwear d 6
234 Women's and Children's Underwear d 9
236 Children's Outerwear c c
238/239 Miscellaneous Apparel 5 2
283 Drugs 37 36
314 Leather Footwear c c
3151-99 Other Leather Goods c c
~ 35 Machinery (except Electrical) 20 16
3611-13 Electrical Distribution Equipment 26 23
3621-29 Electrical Industrial Apparatus 17 15
3631-39 Household Appliances . 13 11
3641-43 Lighting and Wiring Devices 22 20
3651-52 -Radio and T.V. Equipment 7 5
3671-79 Electrical Components and Accessories 22 19
369 .Elecjrical Products (N.e.c.) 26 23
. Ri_ - Ri
‘ Tariff Rates: - n = ——é—;r——ﬂ

dprofit rates as per mainland average wage rates as

,a basis of the estimate.

bProfit rates as per sohthern'average wage rates as
a basis of the estimate.

“Losses would be reallzed when wage rates adJusted
to national averages and ‘averages for sog}hern states (see

dLosses would be realized when wage rates adjusted
to national averages.

/

7).
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TABLE 5-22

ESTIMATES OF TARIFF PROTECTION NECESSARY TO
RAISE MAINLAND EARNINGS TO PUERTO RICAN
LEVELS

Tariff Rates

- ~
Industry Group

USSIC
National. South

2211-41 * Broad Woven and Narrow Fabric S
Mills 25 24
2251-59 Knitting Mllls 8 6
226 Textile Finishing 19 18
227 Floor Covering Mills 27 21
232 Men's and Boy's Furnishings - 39 19
233 Wamen's and Misses' Outerwear 25 13
234 Women's and Children's Underwear 28 20
236 Children's Outerwear 35/A\\\ 18
238/239 Miscellaneous Apparel . 10 - 4
283 - Drugs : : 76 75
314 Leather Footwear 34 22
3151-99 Other Leather Goods - 30 22
35 Machinery (except Electrical) 43 . 33
3611-13 Electrlcal Distribution Equ1pmént 55 48
' 3621-29 Electrical Industrial Apparatus 36 22
3631-39 Houi?hold Appliances . 28 24
3641-43 Lighting and Wiring Devices - 47 41
3651-52 Radio and T.V. Equipment 15 11

3671-79 Electrical Components and '
. Accessories 46 40
369 Electrical Products (n.e.c.) 55 48

Ri, - Ri,

Tariff Rates: n = AL =1

//4

o

/
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narrow fabric mill products, USSf& 2211-41, where the Puerto
Rican producers could absorb an 1l per cent rate of duty. ’
The highest rates ofuduty which would be_absorbed by
any sector were for drugs where the ;ates were 37 and 36 per
cent, depending on whether the wage costs were estimated at
national or southern averages, respecfively. For the other
large industrial sector consisting mainly of electrical
machinery and appiiance§ the average rates were 19 and 16.5
per cent on?the basis ,of the same criteria. The highest
rates in th;s sector were 26 and 23 per cépt for electrical
equipment and the lowest mates were 7 and 5 per cent for
radio and television equipment. Finally for leather pro-
ducts the rates were 15.5 and 10.5 per<§ent, respectively.
Taking this evidence into considerat%on suggests that free
access to the mainland market adds considerable weight to

the importance of the wage differentials and the tax incen-

tives as in most instances the rates of duty which could be

absorbed were very modest. T y

It could be argued’that equation (7) which is con-
cerned with an estimate of the level of United States tar-
iffs which would eliminidte the profit advantage realized by
producers in Puerto Rico would be a better indication of the
importance to the island of free access to the mainland mar-
ket. Estimates derived from using equation (7) were on the
averagé twice those derived from using the alternative

approach. This difference can be directly related to the



' 229

Udited States corporate tax rate of 52 per cent which would
have to be paid on mainland carnings. Taking the estimates
oh 4 more detailed basis it was estimated that the average
rate of protection which wou%d be required for the textile
and apparel industries, depending on whether mainland or
southern average costis were applicable, was 24 per cent with
respect to the former and 15.9 per cent witﬁ respect to the
latter. The highest levels of protection would have been
required for men's and boy's furnishings, 39 and 19 per
cent, and"children's clothing, 35 and 18 per cent. With the
exception of knitting mills, 8 and 6 per cent, and miscel-
laneous apparel, 10 and 4 per cent, al} the other activities
in this sector would have required tariff protection in the
area of 20 per cent or greater. The industry which would
have required the highest level of protection was the drug

. industry with 76 and 75 per cent. The other large sectors
consisting of electrical appliances and ‘equipmert would
require protection of 40.6 and 34.6 per cent. Finally for
leather goods the rates were 32 and 22 per cent.

The results derived from this estimation procedure
reveal also that the level of protection required to comggt
Puerto Rican cpmpetitibn would be much lower for the labour
intensive industries such as textiles and leather Qroducts ’
than for the capital intensive industries su;ﬁ as drugs and
electrical eéuipment. This reinforces the point made

earlier in this section that the competitive advantage of
A4
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Puerto Rico arising from the incentive system-tends to
favour capital as opposed to labour intensive operations.
Nevertheless, the overall rates of protection which
would be required to keep Puerto Bicag'mercbandise out of
the mainland market on the basis of these last estimates are
very high. These results, contrary to the others derived by
the first procedure, tend to reduce the significance of tar-
iff free access to mainland markets and add weight to the
importance of tax and wage incentives. Nevertheless, one
might' argue t?at the fact that the island is a’Part of the
United;étates customs area in itself” had a positive impact
on the volume of investment capital and the flow of capital
would have been smaller undeg;}he same incentive framework
if the region concern;d had been a foreign country. One may
also conclude, on the basis of this .evidence, that the lower
level of earnings in Puerto Rico was not completely offset
by lower productivity in industrial operations on the
island. The rate of tariff protection, which would be
required to eliminate the Puerto Rican profit advantage men-
tioned above, was not substantially lower than the wage dif-
7.

ferential. The differential on the average was between 30

and 40 per cent.

Summary

The findings revealed in the preceding sections _

indicate clearly that the two aspects of the Puerto Rican

<
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programme on which attention was concentrated are important

e | P

in making the island an attractive place toilocate industry.
These incentives could only be utilized by mainiand firms
considering expansion or by.investors considering starting
up new enterprisgs as United States law prelented the clos-

2

ing of mainland piants for purposes of relocating on the

)

island. This situgtion has had a'special impact on thé
structure of the industrial sector. One outcome has béen
the substantial degree of integration of island with mai;-
land manufacturing opérations. Shipments to the mainland
accounted for well in excess of 80 per cent of outéut,for
the industries covered.

If one were to take a global view of the situation
this integration could be consideréd.fd be a gobd thing in
terms of resource allocation within a customs area. On the
other hand when specific attention is, given to the éffegt of
this situation on the island economy, several reseivatioﬁs
have to"be held. One effectrof this integration with main-
land operations is the great degree of fragmentation within

[
the manufacturing sector. 1In the textile and apparel indus-

tries, for example; although there are plants engaded in the
spinning, weaving and clothing sectors, there are hardly any
inter-industry purchasés as in most cases the bulk of the

output is sold directly abroad.

,3
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Apart from the question of fragmentation within this
sector there is the related issue of optimum resource use in
terms of endowments and needs of the island. The greétest
problem faced by the Puerto Ricans was and still is thaéhof
providing adequate employment for its large labour force.

By having its Wmanufacturing sector integrated with the‘main;
land along the lines indicated, it is not surprising that
the type o% industry established in terms of production
technique would not be best suited to @eet the basic need
stated above. There is the implicit assumption in the pre-
ceding statement that the incentives as they are pfésently
formulated would ‘be neutral in terms of Tesource use. They
are neutral in the sense that they will not encourage an
investor from the mainland to employ techniques for his
operations on the island which are substantiaily different
from those he would employ should he be engaged in the same
line of activiﬁ&/pn the mainland. This can be explained 1
when one takes into consideration the options open to the
potential investor. Given the choice, for example, of
locating fhe new plant in the southern states.or in Puerto
Rico, it is easiest in terms of cost as well as time to try
to estimate which location would provide the better rate of
return by carrying out this evaluationnon the basis of tech-

niqlies of production with which he is familiar. The wage

»”
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differential can be considered on the one hand to be a sub-
sidy to encourége use of labour but at the same time lower
labour costs are also a subsidy to capital.

A factor of possibly equal importance is that the
labour intensive industries are the declining industries in
the United States. The competitive position of these indus-
tries could perhaps be improved if mainland operations could
be transferred to the island, but such transfers are not
permissible within existing United States laws. The growth
industries which would be considering new areas for expan-
sion are then the capital intensive industries. In fact
thesc have been the types of industiies which have been of
increasing importance to thé island in the latter part of
the period under considgratién in this study. The growing
capital intensity of industry was one of the factors men-
tioned earlier as being responsible’ for the relatively small
employment effect in terms of the size of the sES}or.

. The comment made above concerning the limited pros-
pects of the incentivés influencing technigués of production
is more appiicable to the mainland investor than to his dom-
estic counterpart. This then calls for a modification of
the system of incentives to make them more amenable tL dom-
estic investors. The importance of the need to ptomote a
greater local share in the manufacturing sector had been

recognized and a suggested programme to deal with this

endeavour was discussed earlier. Mainland and domestic




investment would then have to complement each other. Some-

thing in this direction has already been achieved with the
establishment of a chemical indqstryf

Finally, it is clear that an expansion of the incen;
tive system in its present form, for example, through an
extension of the tax holidéy period, would do nothing to
allevigte the -shortcomings outlined. Modificafions in the
programme would be required in the form of a tailoring of
.the incentives more towards meeting the emﬁioyment reqdire-

ments and resource availabilities of the island.

’



CHAPTER VI
CONCLUS IONS

This thesis has been concerned with an evaluation of
the strategy of industrialization by invitation carfied out
by Jamaica and Puerto Rico since the end of the Second World
War. The strategy as indicated was initiated by Puerto Rico
in the late forties and was very shortly afterwards adopted
by Jamaica. The evaluation was conducted on the basis of
the following criteria: the overall growth of the manufac-
turing sector in terms of its contribution to income and
. employment, structural changes within_the sector, the emer-
gence of integration within the sector as well as between
the sector and other sectorsnof the economy and finally the
level of domestic particigation in the expansion of the
sector. |

In the' previous two chapters a separate examination
of the strategy was conducted for each of the two countries
and the findings contained there revealed that on the basis
of the criteria established for the purpose of the evalu-
ation, the approach adopted has Tet with lih}ted success.

At this stage we will proceed wit¥ an examination ¢f some of

the similarities and differences in the experience of both

countries over the\period.
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In both countries the manufacturing sector had
emerged over the period as being the single most important
contributor to G.D.P. In 1967 the manufacturing sector con-
tributed approximately 15 per cent to the value of G.D.P. at
factor cost in Jamaica. In Puerto Rico the dominance of the
sector was eventmoré pronounced where it cpntributed approxi-
mately 23 per cent to the value of G.D.P. At the same time
in both countries the growth in significance of the sector
was associated with a substantial decline in the contribu-
tion of the agricultural sector to G.D.P. Agriculture in
both cases declined from its position of pre-eminence in
terms of its contribution to income. In Jamaica in 1967 it
was fifth in terms of importance and in Puerto Rico eighth.

In Jamaica, manufacturing activity based on the pro-
cessing of agricultural products was the traditional activ-
ity prior to the start of the industrialization programme.
With the expansion of the sector these operations still
remained the most important, aEcounting for approximately 45
per cent of G.D.P. in manufacturing in 1967. It must be
pointed out, however, that within these égricultural pro-
cessing operations, there was a sharp decline in %he import-
ance of sugar and rum m;nufacturing. There emergedﬁonly
three new important activjties within the sector, namely,
metal products, textileJ‘gnd garment’s and chemicais.

In Puerto Rico there was evidence of a greater

degree of structural change associated with the growth of
<

N
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the sector. The traditional manufacturing operations were,
as in the Jamaican case, the manufacture of food products,
but unlike Jamaica there had also been the manufacture of - \
apparel of which home needlework was the predomina per-
ation. By the end of the period undcr consideration these
operations contributed approximately 36 per cent as compéred
with agproximately 72 per cent in 1951 of the net income of
the sector. In 1967 the manufac£ure of metal products énd
machinery was approximately equal in terms of its corftribu-
tion to net income of the g%ctor, as the manufacture of
apparel. This change in the composition of sector output
was, as indicated in Chapter V, a direct consequence of the-
official policy of promoting the establishment of relatively
more capital intensive sophisticated industry.

In 1967, employment in the manufacturing sector in
Jamaica was approximately 58,000, representing 10.9 per cent
of the employed labour force. This sector which was then
the most important in terms of its contribution to G.D.P.
was third ranked in terms of, its contribution to employment.
At the same time the agricultural sector which had declined
to the position of being fifth ranked in terms of its con-
tribution to G.D.P. retained its overwhelming position of
importance in terms of its contribution to embloyment. In
1967, 43 per cent of the employed labour force was engaged
in agriculture. At the same time approximately 24 per cent

" was reported as being engaged in miscellaneous service

’
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activity. The fact that in 1967 67 per cent of the labour
force was engaged in agriculture and service operations is
importaﬁt for the following reasons. The numbers reported
as be%ng engaged 1n agriculture include unpaid workers and
"farm operators and the miscellaneous service sector includes
large numbers of thdse engaged in petty trading activity.
One could conclude then 'that a number of those engaged in
these two sectors were underemployed. This suggests that
the modernizing function expected to be played by the intro-
duction of a manufacturing sector in this context, namely,
that of not only pfoviding direct employment but of reducing
as well underemployment was not realized to any sign}ficant\
dégree over the period covered.

Turning now to the situation in Puerto Rico, in
1967, there were 131,000 people employed in the manufactur-
ing sector, representing 18.9 per cent of the employed
labour force. This sector was the ;econd in importancé to
the service sector in terms of its direct contribution to
employment. That Sector provided employment for approxi-
;ately 30 per cent of the labour force. The agricultural
sector which in 1950 had been the single most important
source of employment, atcounting for approximately 36 per
cent of the employed labour,force, had declined to a posi-
tion where by 1967 its contribution was approximately 14 per
cent. In fact over the period there was an absolute decline

in the number of people engaged in agriculture. The trends
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" in sectoral contribution to employment were consistent with
the changes in contribution to income. The Puerto Rican
expérience, unlike the Jamaican one, seems more consistent

(’ﬂﬁfvgnzhe'results one would expect from the conventional

\“a%Zlysis of the impact of a manufacturing sector on an econ-
omy in ‘this situation. "~ The growth in employment in such
activitieshas commerce, construction and transportation and
in the service sector which in this instance includes gov-
ernment serviceg\yould suggest that there was some move
towards a redirection of the labour force towards more pro-
ductive activity. Neverthéless it _was estimated that in
1966 there were in excess of 80,000 workers underemployedml

In both countries there'was an increase in the con-

, tribution of exports to income. Exports accounted for 39

per cent of the value of G.N.P. in Jamaica and were of‘even
greater importance in Puerto Rico where they repres;nted 50
per cent of G.N.R. In Jamaica, exports of manufactured pro-
ducts, excluding sugar, had bden insignificant at the start
of the period covered. By 1967 these exports accounted for
10.6 per cent of total exports. The island's export trade
was nevertheless still dominated by exports of primary com-
modities, for example, bauxite and alumina, which accounted
for 50 per cent of the value of Epe island's exports.

~

Exports of manuactured products excluding sugar and rum

lCommonwealth of. Puerto Rico, The four Year Economic
and Social Development Plan of Puerto Rico 1969-19772,
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represented about 25 per cent of G.D.P. in manufacturing for
‘these items. It would then appear that the expansion of
non-traditional manufacturing activity was geared mainly to
supplying the local market.

In Puerto Rico, not only was there a substaﬁtial
change in the structure of exports away from sugar towards
other items but unlike Jamaica the overwhelming portio; of
the output of the sector wad exported. As indicated in \
Chapter V the domestic market was incidental to the overall
operation of the sector. There was at the same time prac-
tically no diversification in terms of.export markets as
.output went mainly to the United States. The expansion of
the sector there was associated with its complete intégra-
tion into the United States market. In the Jamaican case
even though exports pf manufactured products were of less
significance, there was a greater measure of diversification
in terms of‘export markets with the principal areds being
the United States, Canada and the United Kingdom. This
diversification can be partly interpreted as beigg indica-
tive of the greater source of diversity in terms of foreign
investment in this sector.

One oﬁkthe igsues raised in the examination of the
evolution of the manufacturing sector in both countries con-
cerned whetber there was aﬁy evidence of the emergence of

interdependence within this sector as well as with other sec-

tors of the economy. In both cases it was pointed out that

L3
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there was limited inter and intra-sectoral iqterdépendeﬁce.
As far as Jamaica was concerned it was noted that there was
a decline in many instances in the domestic inpgt coeffi-
cient and a corresponding increase in the import input coef-
ficient. In the Puerto Rican case it was indicated that
even though there existed in many industfial sectors plants
involved in different stages of processing operations, e.g.,
the textile and apparel industry, there were virtually no
inter-industry sales. Thé situation appeared to be, in the
Puerto Rican case, that the operations on the island were
integrated with mainland activities and the relationship
between island firms and their mainland parents limited'
interrelationships in operations on the island.

As far as the question of local participation in the
evolution of the sector was concerned, it appeared on the
surface that in Jamaica, by the end of the périod covyered,
local investors were playing an important role. In excess
of 80 per cent of gross corporate profits was earned by
firms designated as being local. At the same time, in
excess of 70 per ce?:/bf the firms operating under the vari-
ous incentive laws were listed as being edither locally owned
or opg¢rated under joint ownership. Howezir, as we indicated
in Chapter 1V, these indices are not accurate indicators of
the degree of local participation in view of the fact that
companies are designatea as either being local or fore£§n.

depending on whether they{ happened to register locally
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rather than on the nationality of the majority shareholdeéers
of the plant or the centre from which effective control is
being exercised. \

W& th due regard to the reservations stated above, it
nevertheless still appears that there was more effective
local participation in the growth of the sector in Jamaica
than was the case in Puerto Rico. As was indicated in Chap-
ter V, by almost any standard, relative or absolute contri-
bution to income, employment or exports, the role of local
entrepreneurs was of declining importance. In the mid-
sixtdes only 25 per cent of the plants promoted under the
auspices of the incentive programme were of local origin, as
compared with 46 per cent in Jamaica. Net capital imports
accounted for almost one-hal; of the value of gross domestic
investment and had remained in excess of 40 per cent of this
value from 1957.

The role played by the local entrepreneur seems to
be the most important difference between the Jamaican and
7uerto Rican experience over thg period. This difference
might in large measure_be due to the unique position held by
Puerto Rico in terms of its ability to attract United State;
capital. In fact, untiifl960, the local entrepreneur was
for all.lintents‘and purposes ignored, in light of the suc-
cess expe{}enced in attracting main*and capital. Since that
time there have been more direct attempts to promote local

>

participation, as the two recessions during the fifties had
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revealed some of the cost; of“éﬁ excessive dependence on one
source of‘supply of investment funds. In those periods it
was noigd that the performance of local firms revealed a
greater measure of stability. When one considers the con-
tinuing high rate of capital inflow together with reinvested
profits, it is unlikedy in the absence of specific govern-
mental action that the local entrepreneurs could easily
arrive at a position of s;gnificance in the sector.

It was pointed out in the course of the study that
the main elements in the strategy for industrialization weré
tax exemptions and tariff protection in the case of Jamaica,
and tax exemptions in Puerto Rico. In both countries the
relatively low wage rates were publicized as an additional
incentive. It was indicated also‘that the manner in which
the ‘incentives were organized could be held to have a bear-
ing on the structure of the sector as it emerged over the

period covered. To this extent the failure of the sector to

measure up to the criteria established for its evaluation

could at least in part be related to the manner in which the
programme was implemented, apart from considerations of the
overall-appropriateneés of thg programme. In this conclud-
ing chapter an attempt will‘bf made to indicate a se;ies of
adjustments which should bé made to the programme of indus-
trialization by invitation as a means of making it more con-

sistent with the objective of generating more dynamic bene-

fits to the economies of each of the islands unden
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consideration. By this we mean a greater direct and indir-
ect contribution to income and employment.

One of the issues raised concerning the strategy of
relying heavily on foreign investment was- related to whether
the techniques of production adopted would be ideally suited
to the resource availabilities in the two islands. Specif-
iéally, whether the firms attracted by the policy wguld
employ' labour intensive technology. Both countries, partic-
ularly Puerto Rico, did succeed in attracting a number of
labour intensive industries such as those engaged in the
manufacture of textiles and clothing. However, it would
seem to be the case that possibly a limit has been reached
in terms of attracting further industries of this type.

This stems from the fact that labour costs, the important
cost component for these enterprises, have been rising
steadily. ,

In light of the comments above,’it would seem that
the obvious direction of policy should be towards curbing
the rate of increase in labour costs. There are;dhowever, a
number ,of factors which impose severe limits on the practic-
ability of efforts directed to this end. First of all, in
Puerto Rico, the island government, if it were to seriously
pursue a poliéy of depressing wages, would find itself com-
ing into conflict with the United States Department of
Labor. That department is determined to see that wage

levels on the island are not allowed to remain indefinitely

Y
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substantially lower than that apﬁliqgg}e to corresponding
operations on the mainland. A factor 6?\evgg\gfeater
importante and one that is relevant to both co;hﬁiies\is
that the growth of labour unions, together with the politi-
cal influence which they can exercise, would make a low wage
policy virtually impossible to implement. Moreover, a
declared objective of the development effort is that of gen-
erating an increase in living standards as rapidly as pos-
sible ané accordingly it is doubtiful whethgr there would:be
any interest in the vigorous pursuit of such a policy.

The fact is that the E}aditignal labour intensive
industries in’the centres from which efforts are made to
attract investment are declining industries. The path of
technological -advance in North America and Western Europe
has been such as to result in the capital intensive indus-
trie; being those which possess the best prospects for high
earnings. This trend bears a direct relationship to rela-
tive factor avézlabilities in countries in those parts of
the world. It is possible to reason by analogy that if
there was any significant endogénous tedhnological develog-
ment in the islands a situation mighg have arisen where
labour intensive projects would bear the prospect of very

-~

high'rages of return. The reliance on foreién investment

aqd by implication, foreign technology, then means that for

both local and foreign investors the attractive prqie&ts

4

will .be the capital intensive ones.

1
AY
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The‘problem of trying to generate a greater direct
income and employment benefit from this sector may then have
to be approached in terms of the scale of operations. That
being so, the incentive system should be restructtured to
provide distinctive advantages for larger scale operations.
The system of tax concessions, which is virtually the same
for both countries, could possibly be amended along thé
following lineévto meet this aqbjective.

It would seem to be the case that most firms which
have experienced losses under the assistance programmes do
so in the first twe to three years of operations: Accord-
ingly a standard rule could be‘adopted whereby all firms
would be guaranteed the tax éxemption4fo£‘a minimum period
of five years. After this period exemptigns could ﬁhen be
extended in terms of additional jobs created in the follow-
ing manner. A percentage exemption would+be granted to
match the perqeﬁtage increase in employment created in a
given plant during the course of any one year -over a five-
year period followiné the .basic ;xemption pe%iod. The

scheme. coyZd also be modified $o that at the.end of the

second five-year period each firm,would also be allowed to

"use the cumulative difference in employment levels between

, -
the beginning and the end of the period and claim an addi-

tional exemption'based on this difference. |,

The schemes outlined above were all concerned with

the direct employment created by firms claiming the
a~— ~” 4

4
v
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exemptions. However, one of the major factors emphasized in
reviewing the evolution of this sector in both countries®was
the absence of any significant intra- and inter-sectoral
interdependence. The growth of such interdependence was
cited as being of pafémQuntbimportance if any major benefits
were to be derived from the manufécturing sector. Acc?rd-
ingly, any revision in the incentive scheme has to be con-
cerned not only with how the measures could work to enhance
direct benefits, but also the indirect benefits. To this

. end it would be appropriate to grant special concession&«&g
}1rms which were making increased use of locally manufac- }
tured inputs as well as .sources of raw materlals, even
though there might be very little growth in their overall”’
level of operations. Fof exampl?, after the‘expiration of
the initial five-year exemptio; period, firms, irrespective
of size, which de;ived at least 50 per cent of their raw

material and processed inputs from domestic sources would be

. . N N ‘
granted an additional five-year exemption. Alternatively,

N 4

there could be a pro-rated exemption related to the increase
in the usage of such inputs with the added 1incentive of a
cumulative exemption after the end'of the second five-year
period. .
It is unlikely lhat such a restructuring of the
incentives to promote greater interdependence would be ade-
0

quate without the inclusion of a penalty clMause in the

incentive framework. This could take the following form.

1
!
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When local supplies are created it might be necessary to
cancel whatever tax benefits are still available to a firm
which refuses to alter its purchasing pattern. The action
recommended could be taken after an interval of six months
of the local supply begcoming available. An alternative,
open to Jamaica but not to Puerto Rico, that of a complete
prohib%tion of imports, would be undesirable in that it
removes all constraints with respect to quality, as well as
pricing policy on the local supplier.

Another but substantially weaker measure woﬁld be to
impose an excise tax on the export of semi;finished products
when there existed plants which could utilize these items
for f;rther processing. This could potentially have tw;
effects on the system. First of all, it could have the
effect of promoting a greater measure of intra-sectoral
sales or purchases, or secoﬁdly, it could have the effect of
promoting more advanced processing towards the finished pro-
duct .stage within the particular enterprise. ’

The méasures outlined above indicate the ways in
which the incentive measures could be modified to increase
purchases of domestic‘infermediate produ;ts. However, it
might be necessary at the same -time to take steps to ensure
that the required products would become available. This is
at/ least in part related to the fact that some industries
wHich provide the processed inputs for other manufacturing )

eriterprises, for cxample, chemicals, petroleum and metal

//

i
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products, require ;ubstantial capital outlays. Tax exemp-
tions could be important in this instance in that they would
assist in the writing off of these substantial outlays.
Industries of this type, provided they were set up to supply
the local market and did in fact do so, might, for example,
be granted a straight tax exemption of ten years.

The adjustment of the incen%ivé system to ensufe the
availability of local inputs could be incorporated into a
scheme to help promote the level of domestic participation
in the sector. The governments could consider providing
special assistance to local firms set up for the purpose of
producing such intermediate products. This cduld be
extended to a situation where special areas could be
designated as being restricted solely to locgl investors to

facilitate their participation in that aspect of manufactur-

TN,

ing operations. \
As an extension to this basic theme the governments
should give serious consideration towards the promotion of
industrial complexes within the reéormed framework. The
Government of Puerto Rico has already taken steps in this
direction, as pointed out in Chapter V, with a move towards
promotion of a fully integrated petro-chemical complex.
However, in this case, moves in this direction could involve
direct public participation in those areas where the capital
requirements are likely to be the greatest, for example, in

certain stages of iron and steel and chemical operations,
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leaving the further processing stages to dome;tic entre-
preneurs. Aﬁart from the question of capital requirement,
public ownership could result in the following type of bene-
fit. This could come from supplying processed materials at
lower costs than would be the case if these opcrations were
under private monopoly control, the only alternative in this
cqptext.
~

Finally, in our examination of the evolution of the
sector in Jamaica we had indicated that the system of tariff
protection worked to help promote the observed lack of
intra-sectoral integration. In light of our comments above,
the system of tariff incentives should be adjusted to ensure
that they work in a manner to complement the suggested tax
reforms. In other words there should be an integration of
the tax and tariff incentives. It is suggesied here that
tariff reform should level out duties on items within each
S.I.T.C. five-digit classification. In this way, the extra-
ordinary protection provided end use industrial activities
would be reduced. At the present time the differential !
between duties on finished products and processed inputs 1is
on the average approximately 20 per cent. This difference
could be reduced to the region of 5 per cent through a com-

bination of lower rates on end products and higher rates on
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processed inputs.2 The reason f&r suggesting this approach

towards reducing the differential rather than simply raising
rates on inputs by the requisite amount is that to adopt the
latter approach, in light of other restrictions on imports,

would likely have a more.inflationary impact on prices.

The suggestions which have been outlined are con-
cerned primarily with édjusting the system of industrializ-
ation by invitation to make it more amenable to meeting the
criteria established for the achievement of a successful
programme of industrialization. At the same time the weak-
nesses of the strategy which have been revealed in the
course of the analysis could lead one to question whether
suggestions of the sort outlined could really generate the
desired results. Might the response of the foreign investor
not simply be to scale down his level of operations in coun-
tries like the two examined, as the circumstances there from
his viewpoint would no longer be as favourable as they were
when, he was attracted to such locations? Whether this would
occur would depend on the alternatives open to him. Since
there ié&no evidence of any serious waning of interest on

the part of investors in developed countries in such exter-

nal investment, it is of importance that countries which are

2Balassa has suggested that effective tariff rates
should be equalized to avoid discrimination against differ-
ent stages in the fabrication process. B. Balassa, The
Structure of Protection in Developing Countries (Baltimore
and London: lhe Jonhns Hopkins Press, 1971), p. 97.

5
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interested in receiving such investment realize the limited
advantages which can be derived from this type of investment
in its traditional form. This would help reduce open com-
petition among individual countries, implying greater
co-ordination of incentive policies, and so reduce the
options open to the potential iqvestor.

There is growing evidence in the Caribbean of a‘move
away from unrestrained efforts to attract foreign investment
and a move towards an insistence on some defined measure of
local participation in such investments. However, the
issues raised in the analysis go beyond the narr;w question
of ownership. Ownership 1s 1lmportant to the extent to which
it determines the way in which the industry functions. That
being the case, domestic participation will only‘be of som¢
relevance in meeting the shortcomings indicated to the
extent that operations of the company can be redirected
along more suitable lines. Such a situation is not neces-
sarily assured by an insistence on domestic' ownership gar-
ticipation. What is required is a clear understanding of
the requirements for industrialization in such a situation
and a statement of policy or policies along with the appro-
priate tools designed to meet this objective. Thé list of
suggestions in this chapter is designed to satisfy a set of
essential conditions for industrialization, for a programme
based on foreign anestment.‘ However, the essential condi-

tions would remain unchanged and the fiscal incentives would
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possibly require only minor adjustments even if we were
thinking mainly in terms of local investment.

v Finally; it must .be noted that the period since 1967
has witnessed increased emphasis by Jamaica on a regional
approach to the problem of economic development. In 1968,
Jamaica, along with the territories of the former British
Caribbean, formed the Caribbean Frec Trade Association.
This associatién opened up a regional market for manufac-
tured products and there has been a significant increase in
trade in these items. It is recognized, however, that to
effectively deal with such issues as resource allocation o%
a regional basis, the treatment of foreign investment, &
international trade in a world increasingly dominated by
trading blocks, it will be necessary to Qave regiénal co-

ordination of development policies. Evidence of this is _

revealed in the current movement towards the formation of a
» "

Caribbean Common Market.

—~\
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