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FOREWORD

OFFICE or TI{E PR]ZME MINISTER
Jamauca House
Krngstop, Jamama

The Jamaican economy is today at a crossroads in its development.

During the past two decades,we have achieved uneven levels of
growth. Far-reaching changes in the international environment have
necessitated tadical adjustments to our econony. These adjustmients
have had a hlgh social cost, and poverty and unemployment remain
ma_| or problems.

' However, in recent years s1gn1flcant progress ‘has beeu made in
managmg this' process of adjustment to the new world economic
environfent thirough liberalisation of the trade reg1me, deregula-
tion of the domestic economy, privatisation, exercise of fiscal and
monetary discipline, and adoption of measures to ease the burden
of adjustment on the poor. These achievements culminated this
past year in successful termination of our 18 year old borrowing
relationship with the International Monetary Fund (IMF).

At the same time there has been remarkable growth and diversifi-
cation in particular sectors of the economy, The tourism sector has
achieved the Fank of a first-tier world-class industry. New centres
of growth have also emerged in the apparel industry and in other
areas of non-traditional exports, such as fresh produce, processed
foods, and services (cultural products and entertainment).

But important and pressing problems still remain to be tackled. We

continue to experience persistently high rates of inflation, depre-

e ' . ciation of the real value of the currency, deficit in the balance of
' payments, unemployment of significant numbers of the work foree,
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and continuing inequality in the distribution of income. The
Government’s budget continues to carry a heavy burden of debt
service payments. This has limited the room for supporting other
economic and social programmes geared to long-term development. A
sense of “adjustment fatigue” has set in, arising from the successive
programmes of structural adjustment pursued throughout this period.

Long-term growth of production has been at a low rate overall, slightly
Jess than one percent per annum in real GDP during 1975-1994.
Correspondingly, growth of per capita income has been sluggish. We
remain in the lower-middle-income range of countries. In the

dynamic world in which we live today, if our present economic

performance continues, we will continue to lose position. However,
there is an alternative path open to us. We can seize the opportunity
of the moment and make a concerted effort to move ahead so as to
propel the country into the upper echelon of the world’s countries,
This is the path that we must take.

CHARTING THE COURSE FOR THE FUTURE

We have taken stock of the economy we have inherited and are deter-
mined to chart the course for a more prosperous economic future with
a better quality of Tife for the Jamaican people.

Let us start now 16 prepare for the road ahead, with all its challenges
and its potential. Let 1996 be the year in which we move forward

boldly by building up the momentum of growth and development to

take the country into the 21st century.

In seeking to forge ahead, we must now turn to a sharpened focus on
the issues of investment, productivity, and growth. ‘We must fashion
policies which adequately address these issues. We are obliged to
modernise the economy so as to cope with the increasing pressures of
international competition. We must prepare our workforce for facing
the requirements of the new era of knowlédge-intensive work
processes and an information-driven society. And we must do all of

this while continuing to foster an sconomic environment of stability’

and predictability, supported by fitm and sound economic manage-
ment, :
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THE TASK THAT WE FACE

As an indication of the size of the task that confronts us, we would

need to sustain growth at the rafe of five per cent per annum in order

to doublé our present level of per capita income by the year 2010.

At a minimum, we must set ourselves the goal of achieving a per
capita income of $4,000 by the year 2010. This requires an-average
annual growth in GDP of six per cent.- Growth of this magnitade will
not be easy. But this task is not beyond us. We were in fact able to

- 'sustain real growth of GDP at close to six per cent per annum during

the entire quarter century 1950-1975.

There exists scope for buildingup to the same pace of growth in the
period ahead by making use of existing excess capacity; by retooling
and modernisation of plant and equipment; by introduction of
modern production techniques in our factories and farms, and by
applying science and technology to innovation in products and
production processes.

As a nation, we have come a long way from our origins in a colonial
slave society to the present. Along the way, we have accomplished a
great deal in every area of national life - from science and academ-
ics to entertainment and sports. We are called upon now to make the
required effort to move us forward. There are vast and rich possibili-
ties open to us for continued development. We have the strength and
ability to bring them to fruition.

The response to this cliallenge has to be a national effort. We must
utilise our creativity and drive and release the energies and talents of
all people. We must find the way to remove obstacles and constraints
to growth by providing inducement mechanisms, and by opening new
spaces for the exercise of innovation, dynamism, and enterprise. We
must enlist the efforts of all our people by providing equal opportu-
pity for all, especially smail business, women, and our youth,

THE ROLE OF GOVERNMENT

The Government is taking the load role.

The effort must praceed on a broad front because the problems
involved are interrelatéd, Political change must proceed hand in hand
with economic and social change. The problems involved are deeply
rooted and systemic. There is need, therefore, to be realistic about
what can be achieved in the short run. There are no panaceas, and no
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quick fixes. There is need also to focus our efforts, instead of spread-
ing them thinly, in order to make a significant impact. Definite
policies and implementation procedures, based on long-term stra-
tegi¢ planning, will ensure appropriate action to meet short,

medium, and long-term goals.

A process has already been put into operation to bring ab.out thg
constitutional reforms to lead to transparency, accountability, and
collective decision-making in the institutions of government at all
levels. This is importdnt and necessary.

At the same time, the Government is committed to developing an
integrated and structured approach to economic policy.. The process
of liberalisation does not relieve us from the necessity fo manage
the economy and guide its development. Accordingly, polllcxes f_c.>r
stabilisation of the macro-economy must be integrated‘yvuh poli-
cies for promoting growth and diversification of producfnon. '.I‘hesc
policies, in turn, must be matched with a targz?ted social pol_lc_y to
provide a social safety net for the poor and dlsadvan.taged a’ndffo
achieve ‘greater social equity among different socio-econormic
groups. Moreover, all of these policies must'be made consistent
with the goal of preserving our natural environment for future

generations.

The process of policy making and implementation requires b:uilq-
ing consensus among all actors. To this end, the Government is
committed to building and sustaining a Social Partneljsh;p, pnug-
ing together the leadership of the country inall areas: government,
business, labour and non-goveramental organisations, to v_vork
together with all our citizens towards achitj,ving t!le national dével-
opment goals of growth with stability, social equity, and conserva-
tion of the environment.

ROLE OF THE SOCIAL PARTNERS
The private sector is the main engine of growth.

The private sector must exercise the entrepren_eurial dynarmism
needed to seize emerging economic opportunities for long-term
productive investment and make the adjustme_nts_ necessary to cope
with the imperative of international competitiveness.

It must also contribute to the national effort to achieve greater soci.al
equity, to render service and support for change and development in
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all spheres of our national lifs and in our local communities, and to
manage better our natural environment. '

Workers and their tradé union organisations are integral members of
the Partnership, ‘Whatever their place of work, in factory or field, in
public institutions or private firms, their contribution is cruciaf for
the ‘national drive towards increased prodiction and productivity.
They stand to benefit from the fruits of growth as well as from the
broadening and deepening of their capabilities through access to new

opportunities for education and traitiing,

Better relations at the work-place, between workers and manageinent,
will make it possible to realize the potential for gains from growth
-and increased productivity. Both workers and management, butlressed
by Government action, must strive t6 nurture such relations.

Government, private sector, and workers must work together in
active partnership, to identify and pursue strategies for economic
growth through international competitiveness.

B

Non-Goyérnmental Organisations contribute in numerous ways to the
welfare of our society and are an integral part of the process. They
too have a place in the Social Partnership. :

THE WAY FORWARD

Careful study and intensive consultations have been carried out by
the Government on these matters over the past two years. Mestings
and discussions have been held with numerous individuals, groups,

~and organisations. Many people have taken the opportunity to express

their views on the issues in open fora and public conferences. Many
have submitted written comments and proposals to be considered in

~ the formulation of economic policy.

By actively utilising this process of consultation, the Government has
sought to build a strong national consensus around the goals and
measures of economic policy.

As the outcome of this process, the Government now confidently
presents to the nation this NATIONAL INDUSTRIAL POLICY. It
is intended to provide the necessary basis for a clear, coherent, and
consistent set of policies to guide the Jamaican economy on a path of
renewed growth and development. It is to pave the way for our entry
into the 21st century, ' S
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'EXECUTIVE SUMMARY

THE POLICY FRAMEWORK
GENERAL COMMITMENT

1. The National Industrial Policy is designed to confront directly,
and deal systematically with the challenges of the present, and -
prepare the country to meet the 21st century fully equipped to
cope with the challenges of the fiiture. The commitrent is for the
long haul, with a time horizon of the next 15 years, Itis necessary
to make the start riow to prepare for the road ahead.

2. 'Government is cominitted to taking a holistic and bomprehensive
approach to policy. This commitment is based on full recognition
that there are intérdependencies among different components of

_ policy and, lence, policy in one ared must take account of the
impact-effects on other areas and the feedback-6ffécts from those
areas. Such interdependence points to the necessity for establish-
ing consistency, integration, and coordination among the differ-
ent policy areas. - - ' 8 S ‘

3. The policy framework is goal-determined and performance-
oriented. Tt is necessary that there be specific goals that are clearly
and sharply defined, and that there are cléar markers to judge
performance in meeting the defined goals. Specific policies must
be designed to achieve the stated goals, by utilising particular
instruments and measures that are capable of being effective, with
a minimum of bureaucratic delay and impedance,

4, There is to be a specific time-phasing and sequericing of the Policy,

with definite priorities and policy measurés to be adopted in each
phase.

4
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5. A well-functioning management system will be put in place in all

the key agencies of Government to implement the Policy in each
area and to monitor its operation. Central coordination of all the
agencies and a clear line of authority, responsibility, and account-
ability will be established.

THE STRATEGIC PLAN

1.

In keeping with this general commitment, the Strategic Plan that

guides the specific policies to be pursued is outlined in Table ES.1.

There are four essential policy compoﬁents or functional areas of
the Strategic Plan.

‘These components are:

1. Macroecenomic policy
2. Industrial strategy

3. Social policy ‘

4. Environmental policy

Each of these components has prescribed goal_é', as indicated in
Table ES.1. Each has its own commitments for specific inter-

ventions, in terms of particular programmes and activities as well '

as procedures for implementation.

The policy components are intended to be mutlially reinforcing '

and supportive of each other. There is no presumption of arigid

separation between them.

Thus, for the industrial strategy to be successful, it is necessary
that there exists an appropriate macroeconomic environment to
allow effective decisions to be made for long-term investment in
the productive sectors. This has certain imperatives for tiie
conduct of macroeconomic policy itself. The industrial strategy,
in turn, will serve to generate production, employment, income,
and foreign exchange earnings, as a base for sustaining macroeco-
nomic policy. :

An appropriate social policy will be pursued in tandem with all
other policies, so as to ensure participation by all social groups,
equality of opportunity and access, and equity in sharing the fruits
of our efforts. This will provide a solid basis for social stability,
which is a necessary condition for the success of economic policy.

Table ES.1
STRATEGIC PLAN
Policy Matrix
OBJECTIVES POLICIES -INTERVENTIONS/
IMPLEMENTATION
Stability, Macroeconomic Policy o Fiscal Controls
Predictability, + Monetary Controls
Credibility » BOJ Autonomy
» Social Partnership
Industrial Strategy
Investment Promotion
» [ncentive System )
» Financing Mechanisms | ° Time-phased
* Investment Policy Sequence of Strategies
‘Growth and Infrastmciure » Targeting
Diversification » Physical Infrastructure Strategic Sectors
through building | » Human Resource
International Development
Competitiveness * Science & Technology | ° Continuous
Consultation between
Support Framework Government,Business,
* Trade Policy Labour, and NGOs
= Labour Market Policy .
= Competition Policy
+ Small Business
~ Development
» Public Sector Reform
Equity Social Policy
+ Poverty Alleviation » Sociaf Agenda
° Gender Perspective
Consetvation of Environmental Policy + Incentives
Environment = Regulation/
; Enforcement
i » Public Education
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Only if everyone has a stake in if, can the overall policy be
supported and made effective,

The Policy’s guiding principle is to safeguard a'nd advance the

welfare of the Jamaican people. It is a people-centred policy,

focused on the human needs of the Jamaican people.

Economic activities of production and consumption and the
process of economic growth have direct consequences and
impacts on the natural environment. To provide adequate safe-
guards against these effects, environmental policy will be vigor-
ously pursued, with the establishment of appropriate mechanisms
for regulation and enforcement. This policy will, in turn, serve to
sustain and preserve our natural hentage for continued use by
present and future generations.

INDUSTRIAL POLICY: THE STRATEGIC FOCUS

investment. This concerns investment by Jamaica-based firms in
upgrading and expanding production facilities, in research and
development, and in marketing and distribution. It also concerns
investment by the state in physical infrastructure, in human
resources, and in science and technology.

. By selective interventions and tafgeted allocations of taxes and

expenditure, the Government seeks to create conditions at both
the macroeconomic and microeconomic levels, which serve to
facilitate and stimulate investment in the economy.

. The Policy seeks to provide a competitive environment in which

all Jamaica-based firms are in a position to operate at interna-
tionally competitive levels. Hence, most of the interventions will
apply across-the-board to-all firms whose operations will allow
them to capitalise on the policy interventions. This is so in the
case of the efforts to create macroeconomic stability, to improve
the investment climate, and to provide a system of incentives and
a support framework for firms.

. At the same time, consistent W1th the strategy of export push, the

incentive system witl ‘be skewed in favour of firms that are seek-
ing to penetrate extermal markets, Infrastructure development and
the support framework will be geared to meet the needs of

1. Industrial policy is concerned with investment, productivity and targeted sectors in a demand-led approach.
growth in the sectors producing tradeable goods and services in o R ¢ . o
the economy, Through growth of output and productivity and - Industrial Policy-is based on the positive commitment to a
diversification of production, the aim is to achieve a sustainable market- dnve’r'x economy. But it is not a policy of “development
basis for reducing unemployment and poverty and increasing by invitation”. Itis an activist policy geared to ensuring growth
income of the Jamaican people. and development of the productive base of the Jamaican economy
_ by adoption of focused policy interventions in an active partner-
. 2. The strategic focus of the Policy is (d) export push, through build- ship betwaen the state and Pl‘“"ﬁlte sector.
ing and sustaining targeted areas of competitive advantage in the
national economy, and (b) efficient import substitution, consis- ' Industnal Policy, because ofits strategic focus, requires integra-
tent with the focus on international competitiveness as the key tion and coordination among many different areas of policy so as
element of the policy. to ensure consistency, effectiveness, and an economy of effort.
All of these policy areas will be brought within a framework that
3, The appropriate competitive strategy for Jamaica is to focus on links th.em d_1.rec_tly to Industrial Policy as the central element of
cxplmtmg the specific advantages that give the country an edge the policy-mix.
in the international market-place (natural resources, human- :
resource specialties and talents, cultural products, geographical 10. The basic framework of policy coordination is illustrated in
location) and on creating niches by a strategy of product differ- Figure ES.1.
entiation (in.terms of product quality, name recognition, and other
distinctive characteristics).
4. The core of the process of building competitive advantage is
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ARGETING STRATEGIC SECTORS

1 Strategic analysis has been carried out by teams of experts through
_ " systematic research, and direct consultation in many different

"/ gactors of the Jamaican economy, in order to assess the competi-

tive position of the sectors in terms of strengths, weaknesses,
.~ and opportunities. Strategic analysis will be continued along these
" lines, in order to strengthen-and deepen the basis of information
" for policy formulation and action. : :

.2 On the basis of analysis done to date, it is possible to identify

" five sector-groups, as indicated in Figure ES.2, that constimate -
strategic industry clusters, Within each cluster there are one or

“two leading industries/sectors, or growth poles, with a strong
capacity and potential for significant long-term expansion. Thege

clusters are targets of the Policy for long-term development of

the economy, (The numbers associated with the clusters do not

represent a ranking of the clusters.)

INTERNATIONAL

| MACROBCONOMIC
POLICY

" 3. Because of the existence or ﬁotentia! of strong linkages and spill-
" oveérs among industries/sectors within each cluster, there are
" opportunities for establishing a dynamic synergy that can serve
to reinforce growth within the cluster and throughout the economy
as a whole, ' -

4. There are also identified constraints, in the operating environ-
‘ment of firms and in their internal conditions of production, that
affect their performiance through the crucial variables of cost,
risk, and return on investment. The Policy is aimed at directly
addressing these constraints.

(EXPORT PUSH)

INDUSTRIAL POLACY
INVESTMENT PROMOTION

OROWTH & DIVERSIFICATION OF
TRADEABLE GOODS & SERVICES
INFRASTRUCTURE

SUPPORT FRAMEWCRK

5. Under the Industrial Policy, an arsenal of core policies will be

deployed to improve the general investment climate, to address

. sector-specific constraints, to enhance competitiveness of firms

in the targeted sectors, and to prepare the workforce for meeting

the challenges of the new era of knowledge-based and skill-
intensive production. -

. ' _ o -

ENERGY
POLICY
POLICY

ENVIRONMENT

POLICY
POLICY

LAND AND

TRANSPORTATION  Jemerrmrmmrize= |,

I LABOR MARKET

Figure ES. 1 Policy Integration and Coordination
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POLICY (MPLEMENTATION I: A SEQUENTIAL
APPROACH ' :

1. Implementation of the Policy will proceed according to a three-
phased overlapping sequence of strategies, as shown in Table ES.2.
The strategy in each phase has its own set of well-defined priori-
ties and economic measures, designed to achieve definite results
within the relevant time frame and to lay the groundwork for the

Cluster # §
* Minerals
* Caustic Soda
* Chemicals
* Ceramics

Cluster # 4
i Apparé]

2. In all phases of the implementation process, Social Policy will be
interwoven with the economic measures adopted so as to imbue
them with a gender perspective, to meet the social goal of equity
through participation, and to provide a social safety net for the
poor and vulnerable groups. To this end, the Sotial Agenda will
be actively pursued on a confinuing basis.

* Other Light
Manufacturing

next phase.
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3. Throughout the process, Environmental Policy will also be
programmed into economic decision-making procedures at all
levels, and especially into activities at the sectoral and firm level.
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PHASE 1 ( SHORT-TERM STRATEGY}):
ESTABLISHING THE CONDITIONS FOR A SOCIAL
PARTNERSHIP :

1. The first phase has a time horizon of one year. In this phase,
which is now underway, various elements and components of the
policy are being implemented in tandem with the move to estab-
lish afid maintain the conditions for a Social Partnership and get
it to work effectively. The Social Partnership is being organised
around the goal of growth and development with stability.

9. The strategy is to concenirate on implementing a package of
economic measures aimed at achieving macroeconomic stability,
specified in terms ‘of reduced inflation, decline in the level of
interest rates, and exchange rate stability. ‘

3. The Government is leading the wdy by taking the initiative in
introducing these measures, as a matter of urgent and immediate
priority. On the basis of these measures, the Government seeks
to induce and call on all the major sectors of business and labour

 to adhere to a balanced adjustment of prices and incomes. At the
same time, these measures will serve to prepare the way for
orienting the economy to the medium-term strategic focus on
growth with stability. '

BHASE 2 ( MEDIUM-TERM STRATEGY):
GROWTH WITH STABIITY

1. The second phase, with a time horizon of three years, is geared to
the twin priorities of maintaining the indispensable condition of
mactoeconomic stability and the complementary goal of stimu-
lating investment and growth,

». Measures to provide the appropriate environment of stability and
predictability to facilitate long-term investment will be strength-
ened and reinforced. At the same time, the Policy is designed to
shift the balance of investment decisions from short-term financial
instruments to long-term investment in the productive sectors.

3. An aggressive.export—expénsion programme is to be pursued,
based on proven strengths in dynamic sectors of the economy that
are ripe for expansion. Government budgetary allocations to
infrastructure, the incentive system, and a broad-based support
framework, will be ofiented to remedy bottienecks and constraints
facing producers in the targeted sectors.

NATIONAL INDUSTRIAL POLICY — Growth & Prosperity: The Way Forward

PHASE 3 (LONG-TERM STRATEGY):

. EXPORT PUSH AND EFFICIENT IMPORT

SUBSTITUTION

1. The third phase has a time horizon of 15 years, Xt will build on the
groundwork laid in the previous phases. The Policy will focus on
sustaining the results achieved by strengthening and deepening the
‘mieasures aliesdy implemented, and by introducing new policy
initiatives to accomplish the following Iong-term objectives:

o diversify the structure of production and exports through
product innovation, exploiting new niches, etc;

move up the hierarchy of industries and technologies towards
more technology-intensive and skill-using activities;
establish a demand-based programme of human resource
developient; : '

increase productivity through sector-specific and micro-level
. programmes and incentives;

o improve the scientific capability for innovation and product
development; T

° f:pg‘rade and expand the base of physical infrastructure; and
o inicrease national savings.

=]

o

-POLICY IMPLEMENTATION il: INSTITUTE@NAL

_MECHANISMS

1.

Ceniral direction, coordination, integration, and monitoring of
the overall Policy will be provided by an inter-ministerial coun-
cil, headed by the Prime Minister. This is to be called the Devel-
opment Council. The Development Council will seek to focus
attenition on meeting the fundamental objectives of the Policy and
on assessing performance within the relevant time-frame.

2. The Council will be positioned within the Office of the Prime

I\{Iinister. The Council will have at its service the necessary tech-
nical expertise and administrative support for policy research,
analysis, strategic planning, and advice on economic mattexs.

POLICY IMPLEMENTATION lii: PUBLIC SECTOR
REFORM

1. The entire network of public sector agencies will be called upon

to implement particular strategies, programmes, projects, and
action plans, in line with the requirements of the overall Policy.

NATIONAL INDUSTRIAL POLICY — Growth & Prosperity: The Way Forwand '
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Those agencies must therefore be structured and operated in a
manner consistent with timely, efficient, and effective implementa-
tion of policy.

The programme of administrative reform that is already in operation
will be deepened and extended so as to put in place proper manage-
ment systems, information systems linked to central data networks,
upgrading of technical competencies of staff, appropriate compensa-
tion packages, and effective performance standards.

POLICY IMPLEMENTATION IV: ROLE OF THE SOCIAL
PARTNERS

1.

A consultative system will be put in place to allow systematic and
regular interaction between the Government, business, labour, and

NGOs. The aim is to promote an active partnership, on a continuing’

basis, 50 as to share ideas on policy and sirategy formulation, to
explore issues, and to resolve problems.

The existing National Planning Council constitutes one element of
this system that, up to now, has served this pupose. It will be
continued and strengthened in this role.

It will be supplemented and reinforced by the formation of Industry
Adv1sory Councils with responsibility. for focusing on industry-
specific issues.

The Social Partners will decide the most appropriate machinery for
consultations on monitoring whatever agreements are reached. This
could include the National Planning Couneil. .

PART
STRATEGIC FOCUS
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- CHAPTER

ONE

THE RATIONALE OF INDUSTRIAL
~ POLICY

THE HISTORICAL BACKGROUND

1. In our contmumg quest for 1mprovement in our standard of

* living, the Jamaican people have had a long history of economic

.development with many ups and downs, permds of boom and

periods of stagnation. This process of economic development has

taken place under varying conditions and stages of economic

. speclahsatlon in production for the world market. There are four
main stages of that development

2. The process started with a slave economy of sugar productmn
 that, in its heyday, was the jewel of the economic empire of the
colonial powers.

3. In the second stage, a transition was made to a new economic
order, based on banana production that, for a long time, provided
a strong impetus for growth.

4. In the third phase, extending up to the 1930s, the production
system experienced further diversification through growth of
agricultural production in the areas of citrus, coffee, coconut,
cocoa and pimento.

-

;'T 5. The next big wave of expansion came in the 1950s and 1960s
with the development of an entirely new mineral industry: baux-
ite/alumina. This development was combined with the take-off
of tourism and a significant growth in manufacturing.

6. Jamaica hias today become a world leader in tourism. The baux-
) ) itefalumina industry now stands as the third largest in the world,
4 ‘ with ten per cent of the world's production of bauxite and eight
I _ per cent of alumina. Inrecent years, new centres of growth have

14
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emerged in the apparel industry, in other areas of non-traditi?nal
exports like fresh produce, and processed foods, and in services

(including cultural products and entertainment).

However, we cannot now afford to rest on our laurels. We are
living in a new era in which the contemporary wor_l_cl egoum.m'c
environment calls for change to our own economic strategies.
Moreover, despite our economic successes, too many of our people
continue to be beset with problems 6f unemployment and
poverty and the lack of basic social amenities.

A systematic assessment of our strengths and weaknesses has. been
undertaken, and as a result, this Industrial Policy has been designed
to chart the way forward as we create a new momentum for growth
and prosperity in which all of our people can share.\

L .
THE COMPETITIVE CHALLENGE

1. Far-reaching transformations are currently taking place in the

16.

world economy, such as to alter fundamentally the cond.itions of
competition that confront us as 'pmduc.::rs and as a nation. All
countries participating in this economic arena, big and small,
strong and weak, face the imperative of adjustment to these tran.s‘
formations. ‘Each must strive, in its own way, to utilize all av.'ful-
able mechanisms, means, and resources, to adapt to the chan_gm.g
circumstances in order to keep up with or ahead of the competi-
tion, or else lose out in the competitive race.

The competitive challenge facing Jamaica at this time comes from

many sources: . N

o Rirst is the global tendency to reduce trz.lde .barfiers, emerging
out of the Uruguay round of GATT, culminating in the formation
of WTO, and continuiing to occur _in various ways even now as
nations accommodate to the pressures of the movement for free

trade.

o On the other side, there is the dual tendency to form regional
trade blocs, such as NAFTA, that devise complex measures to
stimulate trade and investment among members and pose threats
to the competitive position of non-members,

+ At the same time, traditional patterns of preferential treatient
in trade and aid under the Lomé agreement between Europe
and its former colonial states such as Jamaica, are gradually
being eroded and could be eliminated.

NATIONAL INDUSTRIAL POLICY — Growth & _Pro'speﬁty: The WayForWard

* Dramatic political changés in Eastern Europe and China have
thrust into the arena of competition many countries and
producers that were previously out of the race.

o The technological requirements of compétition are undergoing
rapid change with new innovations in the technologies of
production, transporfation, communication, and information

- processing.

° C_ﬂoba.l financial systems are being réstructured, with associ-
ated changes in mechanisms of finance, access to investment
financing, and pattems of international mobility of capital.

° Transnational forms of corporate organisation have adapted to
these changes by strengthening and deepening their global reach
80 as to bring them into direct competition (and cooperation)
with national firms. .

. For Jamaica, there _'aré‘c'_hallenges and thre.a_té as well as oppbrtu-

nities and _adﬁaii_tggc_‘s insthese developments. The key point is
that this situation poses the riecessity for a creative response to
seize the opportunities and meet the challenges head-on.

. An essential feature of the situation is that Jamaica is placed in

the position of being a late comer, coming from far behind not
only the advanced industrial countries, but also others (the

so-called newly industrialized countries or NICs) that have forged

ahead in the past 25 years, in terms of levels of income,
consumption, productivity, technology, and diversification of the
production base. The challenge, then, is to struggle to catch up,
wliile: in the meantime, the test of the world is not standing still
and some countries are rapidly moving zhead,

. In this respect, Jamaica’s position is not unique; it is like that of

many other similarly placed countries today. However, taking

- the long-term viewpoint, there are many historical antecedents of

countries in a similar position that were able to catch up (rela-
tively speaking), for instance, Germany, France, and the USA in
relation to Britain in the nineteenth century, Japan and the Asian
Tigers in relation to all of Europe and North America in the twen-
tieth century. There are useful lessons to be learnt from these
antecedents. But every country has to try to find its own creative
solutions, using whatever means are available, and appropriate to
the times and conditions in which it operates,

- NATIONAL INDUSTRIAL POLICY — Growth & Prosperity: The Way Forward
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THE BATIONALE FOR INDUSTRIAL POLICY

1. The rationale for industrial policy comes in part from the need to

develop a creative response to these challenges.

. There is an urgent need also to develop and implement our own
form of industrial policy to advance the interests of our national
economy in response to such activities of our competitors.
Indeed, some analysts see a pattern of “corporatism” in the
design of national economic policy by “developmentalist states”.
Others see, in the current trend towards regionalism in trade
policy, the co-existence of both cooperative and non-cooperatiw.a-
game strategies among national economies. In this dynamic
context of formation of country strategies with a dual potential
for conflict and conperat{on, a country that is unprepared for
organising an adequate response is likely to be outmanoeuvered .

_ The rationale for industrial policy is based in addition, on recog-
nition of an elementary historical generalisation, namely, that
market forces by themselves, without the supportive role of the
state, cannot suffice to bring about sustained development of the
productive base of the economy. Policy and action by the state
are needed.

What form of policy, what kind of action, and what structure of the
state itself are appropriate? The currently heralded experience of
the East Asian NICs, exhibits a range of possible types or models,
not just one. Barlier experience of the European countries offers
different models. Other models of more recent vintage, also‘r?.la-
tively successful, are those of Chile, Costa Rica, Mauritius,
Treland and New Zealand. Our fellow members of CARICOM,
Trinidad & Tobago and Barbados, as examples closer to home, are
currently laying down the framework of their own approach.

. For Jamaica, the idea of an industrial policy is not in itself new.
In a broad sense, namely as a set of policy guidelines 9“_t_h°
economic strategy to be pursued by the country apd the u}ma-
tives and practices to be carried out by various pu.bhc anfi pf,lvate
agencies in pursuit of that strategy, “industrial policy has
existed in various forms throughout our history. This'was as much
5o in the early era of sugar and slave economy as in the succes-
sive phases of the free-labour, agriculture-based, export €conomy,
and in the more recent phase of the emergence of bauxite/

alumina, tourism exports accompanied by protected import-sub-
stitution in the manufacturing sector.!

6. It must be said, furthermore, that one constant throughout our

history has been the crucial role assigned to exports in economic
policy. Therefore, this feature of industrial policy, also, is not
new. In a sense, our economic survival as a nation has always
depended on exports. Of course, if this was so in the past, it has
become fiuch more so today. As one index of this trend, in just
the past quarter-century the share of exports of goods and non-
factor services in GDP has mushroomed from around 30 per cent
to 60 per cent. This development heightens very much the
significance of exports for economic policy.

7. What is fundamentally new is the nature of the contemporary world

arena and the position that the country occupies in this arena. In this
respect, the initial conditions are much different today from those
prevailing in previous times. Consequently, the policy regime adopted
in those times cannot be considered appropriate today.

Concretely, the policy regime prevailing up to, say, ten years ago,
was grounded in a structure of trade preferences with guaranteed
access to export markets (in ferms of quotas and prices), wide-
spread protection of the domestic market, restrictive regulations
administered by a highly centralized bureaucracy, public owner-
ship and operation of a wide range of economic activities.

Various elements of this structure remain still today, but the structure
as a whole is now being changed. The change is made inevitable, in
part, by the pressure of changes occurring in the world at large. Itis
made necessary also by the lessons of our own experience. E

10. Given this change, the time has come for working outa new policy

approach that is consistent with new conditions. In this changed
environment, what must drive the new approach and what, then,
distinguishes it from all previous poticy, is the focus on interna-
tional competitiveness as the key element of policy.

! [n the early colonial period, existence of an economic policy in this sease was perhaps more
irnplicit than explicit, but the clear outlines of such a policy can be drawn from close analysis of
the actual policies and programmes of the colonial regime. A ‘huening point occurs with the
“"Moyne Commission” Report (Report of the West India Royal Commission Crod. 6607 HM.5.0,,
1945), after which there begins to appear a clear and explicit articulation of economic policy,
incorporating elements of an industrial policy, within the broader framewaork of 2 Mational Plan
for development. The last such Plan in this sequence is the Jamaica Five Year Development
Plan 1990-1995 (PIO, 1990}.

2 There exists, by this time, a large cumulative literature of rescatch and analysis, by Caribbean
scholars and others, that critically examines the cecord of economic policy ind pecformance in
Jamaiea and other Caribbean countries over the past forty years or 5o and points o some impor-
tant lessons to be learnt from this experience. There is now widespread agreement that many
elements of the policy regime, at both the micro and macro-levels, have had adverse conse-
quences, especially as regards’ creation of a structure of dynamic firms capable of withsianding
the pressures of international competition, h
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11. Industrial policy, in this new approach, cannot be a return to
notions of centralized planning on the basis of state directed and.
operated “commanding heights” of the economy. It cannot be a
return to resirictive policies of protectionism-that reward. ineffi-
cient firms and penalize consumers, and to administrative
controls that build an anti-export bias into the economy. It can-

not be the continued operation, without modification, of fiscal -

and other.incentive schemes that fail 16 ensure key performance
criteria in terms of productive efficiency, export growth, and
increase of national value-added. :

12, Industrial policy does require, on the other hand, continuous long~
range strategic analysis and planning on the part of both state
agencies and private firms as the basis for determining, in their
respective spheres, policy and action oriented towards the goal
of building international competitiveness. It requires concerted
and joint action between the state and private sector, working in
partnership to identify areas in which such action may serve that
goal. It requires coordination of the activities of key state agen-
cies to achieve consistent and effective implementation of policy.
And it requires political leadership that galvanizes action in all
areas related to achieving the overall goal. .

13. These requirements evidently point in the direction of institutional
reform and modernization as a-necessary condition for pursuing
this approach to industrial policy.

14. As concerns state institutions and agencies, the need for such
reform is already recognized here in Jamaica (see Nettleford Com-
mittee Report, 1992). In other countries, there are ongoing
discussions on “reinventing government” and on “governance”

15. As concerns firms in the private-sector, the need for their mod-
ernization must be recognized to have at least equal importance.
Diagnostic sector studies carried out for the Industrial Policy
Project have identified some of the key problems in thisarea. A
recent study of Jamaican firms in four leading export sectors also
highlights some of the problems (see AED/USAID, 1994).

16. It follows from the foregoing arguments, that industrial policy is
not a one-time thing. It does not begin and end with “the docu-
ment” Furthermore, it does not happen overnight. Rather, itisa
continuous ongoing process that has its own internal dynan\xic and
feeds on its own momentum. It also involves & necessary

commitment for the long haul.
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CHAPTER.

TWO

THE STRATEGY OF INDUSTRIAL
POLICY-
PHlNCIPLES OF INDUSTBIAL POI‘.ICYFOR JAMAICA

The National I_qdustrial Policy is to be based on the following principles.

1. Indpstrial policy is about investment, productivity and growth in
the productive sectors of the économy.
: L
It is only through such growth that a sustainable basis can be
created for dealing with the deep problems of unemployment and
poverty in our society. ‘

2. In Jamaica, growth essentially means the export of goods and
services.

This is the primary source, directly and indirectly, of income and
employment. It is the chief source of the foreign exchange needed
to acquire the imports from the rest of the world that are a neces-
sary input to both consumption and production. It is also-the locus
ot: the main dynamic of growth and development in the economy.
Given the small size of the domestic market, there is na alternative
avenue for sustained growth other than through exports.

3. The strategic focus of the Policy, therefore, is export push.

The basic issue in industrial policy is: how best to create the
appropriate conditions that are necessary to promote continued
e'xpansion of exports through growth of existing lines of produc-
Ifon of tradeable goods and services and diversilication into new
ines.

4, T.hf: ‘stratcgic focus of the Policy also includes exploiting possi-
bilities for efficient import substitution. '
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Wherever such possibilities exist, they should be encouraged.
‘They can make a definite contribution on the foreign exchange
side, through saving of foreign exchange, and on the employment
side, as well as in reducing the cost of inputs to exporters. ‘

However, in the contemporary context of a liberalised economy,
import substitution must be founded on competitiveness based
on productive efficiency in relation to prevailing standards in'the
international market-place. Furthermore, insofar as import
substitution is efficient in this sense, it may become possible to

" mount on this basis, a platform for successful export growth.

Therefors, in both cases of export expansion and import substitu-
tion, the imperative of meeting the challenge of world-market
conditions remains paramount. And there is no ngcessary
contradiction-e but rather mutual compatibility, between them,

Thus, the key concern of industrial policy turns uniquely on the
effort to build and sustain competitiveness in relation to the.

6. The core of the process of building competitive advantage is

investment.

This concerns investment by firms in replacing depreciated equip-
ment, in expanding and upgrading production facilities, in research
and development, and in marketing and distribution. Italso concerns
investment by the state in phjrsical infrastméture’,' in human
resources, and in science and technology. -

. Most investment is driven by prqfifability, certainly investment

by firms, and also by the state in the larger sense of social rate of
return.  Therefore, the focus of industrial policy is centered on
the cpnc_litlions.;:\vhich govem profitability, i.e. the cost, risk, and
return involved in undertaking investment. :

Industrial policy seeks to create ‘conditions, at both the
m?_croeconom_ic and microeconomic level, which serve to reduce
cost and risk and raise the expected relative return on investment
in the sectors that produce tradeable goods and services.

-
international market-place.- . . S . B
& P : 8." Investment by firms and expenditure by the state (on both current
International competitiveness, or competitive advantage; in this a:gv?ig::al fa_cc;ount) are _uecassarlxly mteﬂm}ﬂ?d (81-5,_1 thml}gh
context, relates to the ability to compete across many different provision of inirastructure, education and training, information
dimensions of the product: price, quality, design, packaging, §er;1ces, government contracts). These linkages are a key factor
delivery time, range and variety of ptoducts, innovation in new in determining profitability of investment.
products. . It is rooted in a flexible and dynamic structure of ] ] ) ) '
production that produces a changing mix of goods and services _In:iustna} policy seeks to explm‘t these linkages by selective
' which can win for themselves a place (“niche”) in the interna- interventions and targeted allocations of taxes and expenditure
! fional market in competition against rivals. 1t rests on identifi- - fl:tiaosn;‘l)e]:‘;g:n-‘:p the base of competitive advantage for the
: able capabilities at the level of the firm, at the industry_level, and . my.
' j jal environment. . . o
] in the socla 9. T;le ?olxcy see!cs to Prowde a competitive environment (a level
! In these respects, competitive advantage is not a matter of a fixed foaglgfagel‘ti).’ lt‘; wh:.ch aH Jamaica-based firms are in a position
i production structure predetermined by a given and unchanging P internationally competitive levels.
Al set of endowments. [t is a matter of a constantly evelving struc- ] . .
‘ ture of production, carved out of inherited initial conditions and 3?’:.;?;1;““’0? of the interventions will apply .acrpss—the—board‘ to
A incremental adjustments, utilising ongoing developments in ‘nterventi oserlt‘)glera.tmns allow them to capitalize on the policy
h science and technology and the learning that comes from educa- ons. This is so in the case of the efforts to create
5 fion, training, and experience of the work force. macroeconomic stability, to improve the investment climate, and
! ’ to provide a system of incentives and a support framework for
Competitive advantage, i this sense, does not simply exist. It §
has to be created. _— . . .
. 'At the same time, consistent with the strategy of export push, the
incentive system will be skewed in favour of firms that are seek-
- ing to penetrate external markets. . ’
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Infrastructure development and the support framework will be
geared to meet the needs of targeted sectors in a demand-led-
approach.

10. Industrial policy is based on the positive commitment to a

market-driven economy. But it is not a passive policy of “devel-
opment by invitation”. It is an activist policy geared to ensuring
growth and development of the productive base of the Jamaican
economy by adoption of focused policy interventions in an active
partnership between the state and private sector.

A COMPETITIVE STRATEGY F@R JAMAICA

L

In pnuclple the competitive rivals of Jamaica, are the Whole world
of producers- who now produce the same (or related) tradeable
goods and services as Jamaica currently does.

But, taking a more dynamic view, competition must be seen in
terms of the attractiveness of a country for new investment in
both current and potential new product lines. From this stand-
point, given the international mobility of cap1ta1 and allowing
for differences in transportation costs, Jamaica’ s_competmve
rivals are the whole world.

In this context, for a small country like Jamaica, with a structure
of firms that are small relative to the world average, and a long
history of protection from the vagaries and pressures of wqud
competition, competmve strategy may appear overwhelming
because of the size of the “world out there” and the edge that

others have.

The way out of this dilemma is to choose the right competitive
strategy.

The correct competitive strategy for Jamaica requires a sharp
focus on exploiting the specific advantages that give the country

“an edge in the international market-place (natural resources,

human-resource specialtie's and talents, cultural products,
geographical location, etc.) and on creating niches by a strrilt'egy
of product differentiation (in terms of quality, name recognition,
image, and other distinctive characteristics).

NATIONAL INDUSTRIAL POLICY — Growih & Prosperity: The Way Forward -

6. Theémall size of our economy is not, as such, an inherent disad-

vantige when the whole woild, not just the domestic market, is
targeted Small sizé can be a distinct advantage, because
winning a small share of the world market makes a big differ-
ence for Janiaica-without “spoiling” the market. Focusing on the

* domestic market alone has the disadvantage of limiting the field

of competition. and the ability to compete. Broadening the
market to'include the regional market, in the form of CARICOM
or the Association of Caribbéan States (ACS), opens up a wider
range of opportunities and challenges, and can prowde a step-
pmg—stone mto the world market,

As reg'a:rds cqmpetitive strategy of firms in the contemporary
environiment of world competition, a relevant strategy for Jamai-

.can firms, derived from analysis of abundant empirical data, is

that of the “intelligent enterprise”. Tt i is based on the prmc1ple
that the source of competitive advantage at the firm level lies in
focusing on the development of core competencies that allow the
firm to perform up to the level of international best-practice and
acquiring complementary inputs through sub- -contracting
networks. In-this conception, creating networks of interdepen-

dent firms is a key element of building competitive advantage. It

is linked to deliberate strategies of cost-effective sourcing of in-
puts, targeting markets for expansion through collective action,
and building strategic alliances with local and international firms.

LEARNING FROM EXPERIENCE

1.

From exainination-of the history of Jamaica’s economic devel-
opment and the current structure of the Jamaican economy, a
number of features appear that are important for considering
prospective lines and directions of future development of the
econemy, and hence, the role of industrial pohcy in that develop-
ment,

One is that the main centers of traditional economic act1v1ty are
almiost all based on the same nexus of advantages in natural
tesources, low-wage unskilled labour, and guaranteed markets.

Development of the mineral industry, (bauxite/alumina) brought
to the economic structure for the first time, a major center of
production that is highly capital-intensive, science-and research-

oriented, and uses high-wage, high-skill labour. But its market
is still a relatively sheltered one insofar as it is structured within
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the branch-plant, intermediate-input and transfer-pricing opera-
tions of the vertically integrated transnational firms that own
(jointly with government) and operate production.

 Growth of manufacture took place mainly through import-
substitution within the framework of a highly protected domestic
market, and specific structure of income-tax and-import-duty
concessions and related incentives, and was mostly oriented to
assembly-type activities using low-wage labour.

. The tourist industry is a predominantly service-oriented industry
which also rests to a significant extent, on the advantages of natu-
ral resources and geographical location, However, it is the only
industry in Jamaica that has managed to reach the rank of a first-
tier world-class industry (outclassing bauxite/alumina in this
respect), starting from a very small and informal base, function-
ing largely on the basis of national ownership and control, and
facing fully the imperative of international competition.

. The tourist industry represents, therefore, the prime example, from
Jamaica’s own experience (as distinct from that of other coun-
tries), of the process of building and sustaining international
competitiveness. '

. There has been a specific industrial policy in operation in the
tourist industry from the start. It has taken the form of a highly
structured and evolving pattern of support by government, rang-
ing from fiscal incentives, and subsidised advertising, to the build-
ing of infrastructure and direct government ownership of hotel
Facilities. At the same time, the private-sector of local (national)
entrepreneurs has exhibited a great deal of dynamism in terms of
their capacity to penetrate international markets using creative
marketing strategies, strategic alliances with foreign multination-
als, mobilisation and leveraging of finance, and modern styles of
corporaie management.

. This symbiosis of government suppoit and private sector dyna- .

mism constitutes the appropriate reference model and learning
experience on which to base Jamaica’s strategy for future growth

and development.

_ The National Industrial Policy secks to apply the lessons of this
experience, with appropriate modifications, to other sectors of
the economy in the ntesent-day environment. The tourist industry
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itself, having now reached a relatively mature stage, currently
faces the imperative fo keep running in order to stay ahead of the
game. The requirements of this new stage need to be addressed
by current policy. :

TRANSFORMING THE STRUCTURE OF THE
JAMAICAN ECONOMY |

1. TheIndustrial Policy secks to promote transformation of the struc-
ture of the Jamaican economy by expansion of existing activi-
ties with a demonstrated capacity for continued growth, and
promotion of niew activities in targeted areas. In this regard, the
Policy will pursue a diversified pattern of growth based, not on
one big engine, butona diversified portfolio of different growth
opportunities. '

2. There exists a notable global tendency for a shift away from
natural-resource-based primary products, towards knowledge-
based and human-respurce-iutensive goods a:i_d services. In
Jamaica’s case, there still exists significant growth opportunities

from exploiting existing natural-resource-based industries and

developing new ones through research and exploration. Some
areas of traditional manufacture also offer significant prospects.
A way must be found to give full play to such opportunities and
prospects. : '

3. At the same time, the Policy seeks to position the economy to
move into relevant niches of the new growth-sectors in knowl-
" -edge-based and human-resource-intensive industries, producing
both goods and services. To move in this direction, emphasis
must be placed on developing the quality and adaptability of the
. labour force and enhancing the intellectual capital of the nation
through education and training. In the currently unfolding envi-
ronment of the information revolution, these factors are decisive

in influencing the capacity for growth. '

4. So far as the wage-structure of employment is concerned, there
are complex issues involved for industrial policy.

5. As long as there exists widespread unemployment (currently
estimated at 16 per cent of the labour force), the Policy must
allow scope for expansion of productive activities which are
competitive at the existing wage for unskilled labour and; in this

(ATIONAL INDUSTRIAL POLICY — Growth & Prosperity: The Way Forward




28

way, create opportunities for absorption of the large pool of
unemployed and underemployed labour, One example of this in
Jamaica's recent experience is the growth of the apparel indus-
try. To the extent that there are opportunities for taking advan-
tage of high wage, high productivity niches in such industries
and for building backward and forward linkages with other

- sectors, such opportunities must, of course, be exploited.

. However, a country that has managed to build up a structure of

particular industries on the basis of “low-wage” labour may lose
out in international competition simply because other competi-
tors enter the market at a wage which is lower still. Jamaica's
competitive position in this respect, in the.case of the apparel
industry, is shown in Tables A.8 and A.9 in the Appendix. More-
over, as the domestic wage inevitably rises, a country may lose
existing industries for that reason also. This sort of scissors . effect
is especially likely, and has been shown by various studies, to
occur in “footloose industries” of the assembly and turn-key type.

. Of course, even in the absence of a change in its wage relative to

other countries, a country may also lose production and employ-
ment in particular industries, because of technological changes
on a global level or because of glabal restructuring of the indus-

try. '

. The existence of these effects p]aceé 4 premium on flexibitity and

adaptability in industrial policy, in terms of building into the policy
adequate mechanisms for dealing with adjustment to the disloca-
tions arising from these effects,

. Toachieve the status of a high-w?ége econgmy entails a far-reach-

ing process of transformation of the economic base. The key to
this process is the twin factors of investment in new higher-
productivity, higher-skill economic activities and investment in
human resources through education and training. This is the other
leg on which the Industrial Policy must stand.

10.In general, therefore, as concerns the structure of employment

and production, the National Industrial Policy will pursue a strat-
egy of walking on two legs. In the short term, the Policy will
seek to promote growth opportunities that make use of existing
natural resources and production capabilities and increase
employment of the existing labour force. In the long term, the
Policy will seek to diversify by moving up the ladder to high-
wage, high-skill, high-productivity activities. '

NATIONAL $NDUSTRIAL POLICY — Growth & Prosperity: The Way Forward

THE PROCESS OF ECONOMIC RESTRUCTURING

is a dynamic process. This entails that there will be some shake
out from the process, due both to changing global conditions and
to evolving capabilities, costs, and supply conditions of domestic
producers. :

. “At the Ievel of the firm, there is no doubt that some firms will

clqse down, and‘must be allowed to do so, as a consequence of
their inability to cope with the requirements of competition in an
open trading environment. This is a necessary. implication of
pursuing a'policy focused on international competitiveness. At
the same time, other firms, the more dynamically efficient ones,
will survive and grow by developing adaptive capabilities and
coping mechanisms. : o

. Atthe level of the industry or sector as a whole, what one should
" observe therefore, as this process works itself out, is a process of

restructuring as st’rategic’shifts, néw alliances, entries, and exits,
are made by different firms. The sector or industry as a whole
may continue to operate, with a changing composition of firms
that are on a stronger footing to find new opportunities for growth
through diversification. This process has been’ going on for some
time in the Jamaican economy, specifically in the sectors of
traditional agricultural exports; like sugar and bananas., A simi-
!ar process has become evident in recent years in the mamifactur-
ing sector. '

. The role of industrial policy in this context is: (a) to provide the

appropriate support mechanisms that would allow efficient firms

_to survive and grow, and (b) to create the appropriate conditions

for new profitable investment opportunities to emerge.

WHAT ROLE FOR PROTECTION?

1. Inthe past, Jamaica’s trade regime was characterised by high tar-

iﬂ_’ and non-tariff barriers. Nominal import tariffs exceeded 200
per cent for several items. The measured effective rate of protec-
tion ranged from negative rates to 220 per cent and the average
rate was among the highest in the Caribbean. The process of
dismantling this regime started in 1987 and is continuing today.
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" firms and sectors to make the adjustment in accordance with an

2. The main lesson to be learned from Jamaica’s experience is that
“aninounced, and firm, schedule.

; there are high costs of such a policy regime, especially as it has

! been pursued in the pastin the form of blanket protection of manu-

i facturing industry to promote import substitution. The short-term

: gains in employment that this policy ostensibly provides have to
be set against those costs. .

Naturally, the eption to introduce protection should be held in
reserve. The need to use it as a defensive weapon is clear in cases
where dumiping can be proved to exist. This requires maintain-
ing a vigilant anti-dumping policy. The need for such vigilance
is especially great in the case of fledgeling industries that are seek-
- ing to establish their feet in the domestic market with a view to
 subsequent perietration of éxport markets. Such a strategy of build-

ing an expott platform in the domestic and CARICOM market is
" a proven strategy for successful export expansion in Jamaica

: 3. The most immediate cost is that which the consumer bears from
: ' having to pay higher prices for imported goods or for domestic
' substitutes that may often be of poor quality. Another is the cost
in output foregone, from the proliferation of rent-seeking activi-
ties involved in securing access to import restrictions by those
who benefit from them, -and from the administration of such .
restrictions by public agencies. ' ' . Ifthere is to be protection in other cases, it has to be handled on a
casé-by-case basis, and the case must be established on demon-
strable and acceptable grounds. It is important also, to have a
clear and explicit understanding of the ovérriding social goal that
is to be achieved (whether employment or food security, for
example) and try to avoid conflict with other goals, specifically
with the goal of compelitiveness in exports. -

4. From the standpoint of the goal of export expansion through
international competitiveness, a policy of protection sets up basic
contradictions and obstacles to the pursuit of that goal. This is
because it directly, and indirectly, raises the cost of inputs to the
exporter and, thereby, places the exporter ata competitive disad-
yantage in relation to other exporters in other countries. It also
biases the structure of incentives for investment in favour of shel-
tered import-substituting activities that yield high and relatively
risk-free returns, and against riskier investment in exports. This
anti-export bias has been shown to be a significant factor which
explains the relatively poor export performance of Jamaica and
other Caribbean countries in past years.

. On sconomic grounds, the strongest case for protection, consis-
tent with the goal of competitiveness, is based on the “infant
industry argument”. It is that an industry with the potential to
become competitive is not likely to develop in the absence of
protection, becduse there are large costs (indivisibilities) in
getting started, and unit costs fall as the industry expands because
producers gain the advantages of learning from experience and
economies of scale, This argument points to a need for:

(a) limiting protection to demonstrable cases of this sort; }
(b) having an explicit time frame during which the industry must

become competitive; and
(c) establishing a definite schedule for termination of protection.

5. The cost of such anti-export/pro-import substitution bias is usu-
ally thought of in terms of the static efficiency losses associated
with the shift of resources towards production of high-cost
import substitutes. But no less significant, and perhaps more
important in the long-term, is the dynamic effect that it has of

building into the economy an investment inertia through creation

of a structure of firms which thrive on safe and secure returas in ; 10. Countries that have used protection creatively in this way, as did

3 sheltered activities with monopoly privileges and, in the process, EA some of the Asian NICs for instance, were in fact able to create a

fail to develop the learning experiences necessary to mount - base for sustainable economic growth under a regime of import

competitive strategies to deal with international competition. : substitution, and subsequently made the shift to a strategy of
export-led growth. Jamaica missed the opportunity for making

; 6. Of course, given the existence of protected industries to start with, . that transition in the 1970s and 1980s and must now design astrat-
i there are adjustment costs involved in removing protection and : egy for picking up the momentum under.wholly new conditions.
0 moving to a more open trade regime. An argument can be made, : N )

‘i in this case, for phasing of the adjustment process so as to reduce " 11.In the contemporary international environment, any new initia-
: the “shock effect” of the adjustment and allow time for affected: S tive of protection must of course be consistent with rules and

commitments subscribed to by the Government of Jamaica under
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the Urnguay-Round agreements and the evolving supervisory and
monitoring role of WTO (see Ministry Paper No. 3, GOJ, 1995)

L
CHAPTER
Developing countries like Jamaica have some leeway under the TH REE
rules and this offers an opportunity to be exploited as warranted ,
by the Industrial Policy. This calls for adapting Jamaica's trade A
policy to the requirements of the National Industrial Policy.

SIZE AND SCOPE OF THE
REQUIRED EFFORT

THE RECORD OF REGENT EGONOMIC
PERFORMANCE

1 In seekmg to determine the requn'ements and capabilities for
future growth it is ‘useful to examine the main features of the
growth-dynamic’ tht Itas occurred in the recent past. This
prmndes a standard, or base-line, against which to gauge the
projection of future performance and the national effort required
to achieve the grewth objectives. .

2. To this end Tables A.1 through A5 in the Appendix present
features of the production structure in terms of the sectoral
composmon of output, employment 1abour productivity, exports,
saving and investment in recent years, as well as details of the
sectoral growth-dynamic in terms of average annual growth rates
of the different sectors for different sub-periods, over the 45-year
period 1950-1994

3 _Lookmg first at the longterm pattern of growth, it is evident that,
in the first half of this period, i.e. 1950-1973, growth of GDP
occurs at a remarkably high and sustained rate overall, of five pet
cent to six per cent. In terms of sectoral composition, it is driven
by mining and manufacture, This is accompanied by rapid
expansion of construction and basic infrastructure (electrlclty,
water, transport, storage, and communication), with other services
responding in like manner (especially finance and insurance, and
government). The Agricultural Sector does not keep pace over
most of this period, though it picks up in the later years, 1969-73.

4. The period 1974-1985 is one of generalised decline or stagnation
in most sectors of the economy {with zero to negative growth rates
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overall). The decline is Jed (just as in the earlier growth phase)
by mining and manufacture, and carries with it the sectors of
construction, transportation, and distribution, - One exception is
the finance and insurance services sector which continues to
expand throughout, though at a reduced rate. The government
services sector also continues to grow at a high rate for a while,
but a decline sets in during 1981-85. The agricultural sector,
undergoes a sharp increase in growth, continuing to display a
strong countercyclical tendency.

ubstantially. A part of this component is attributable to the growth

" of thie music and entertainment industry. There are also new areas

.. emerging in financial services, information processing, and
. consulting. Additionally, shipping services have also become an
‘inicreasingly importaiit service sector.

10. 'The'. ﬂo'rhinant weight in exports has shifted qhite cléarly to
services. In terms of the structure of employment and gross prod-
“uct, services also dominate (see Table A.2). :

11, Looking now at the productivity side of the picture, one finds that ~
there are very large differences in labour productivity between
different sectors of the economy (see Table A.2).* This differ-

" - ence is such as to constitute a striking element of dualism in the
economic structure. An important feature of this dualism is that
the sectors with the higher shares of both employment and output
are concentrated in the range of lower productivity. The mining
sector and the electricity-gas-water sector have the highest
prod.uctivity levels, averaging ten times the national average. The
services sectors as a group, have a much Jower productivity level
than these two. : '

5. The economy as a whole, enjoyed a short-lived spurt of growth.
in 1987-1990. Since then the rate has become slower and there
has been a decline in mining and manufacture. Agriculture and
some of the services sectors have been the growth leaders in this
latest phase.

6. Within agriéulture, it is domestic and non-traditional agricultural
exports that provided the momentum of growth. Traditional
agricultural exports, on the other hand, have generally declined.

7. In manufacture, growth has come mainly from food processing,
beverages, apparel, leather products, furniture, rubber and plas-
tic products, and non-metallic products, with an overall patiern
of highly uneven growth, The overall growth rate of the sector .
has been low on average in the past 20 years and declining to

i negative from the peak reached in the late 1980s.

: 2. l?ecent trends have tended to compound this feature of the situa-
tion (see Table A.3). The biggest improvements in productivity
during 1986 to 1994 have been occuring in the goods-producing
sectors of the economy (with the exception of the construction
sector). The agricultural sector in particular, the sector of lowest
productivity, has shown significant improvement. In contrast, the

'scrvices-prcdun_uing sectors have had very moderate productivity
increases. ’

8. Performance of the services sectors has been uneven. The
construction, instaliation and distribution sectors tended to fluc-
tuate quite sharply, in line with broader fluctuations in the
economy. In contrast, the sectors of finance, insurance, real
estate, and business services have maintained positive growth rates

1. overall. The finance and insurance services sector is a clear leader

” ' . in growth over the entire period, with a sharp acceleration from

: the middle 1980s to the present.

POSITIONING THE ECONOMY FOR FUTURE GROWTH

1. With an overall growth rate of GDP of just under one per cent per
year on average since 1974, the Jamaican economy has experi-
enced more than two decades of very low growth. Allowing for
population growth, there has actually been a decline in per capita

terms. This performance contrasts sharply with the previous quar-
ter century. .

b

Special significance is attached to the performance of export
services. Altogether, non-factor services now make up more than
half, 54.4 per cent in 1994, of total exports of goods and
o non-factor services. Here, the tourist sector has played a key
i role. Since the 1980s it has grown at an annual average rate of
B 10,5 percent. Asa foreign exchange carner it now outranks the
gectors of traditional agriculture and mining, and sepresents 34.4
per cent of total export carnings in 1994, up from 17.4 per cent in

g e N

3 Labour productivity 1s measured here i
I a5 the ratio of sectoral GDP in constant prices ta total
_employment in ¢ach sector. This is arough measure that allows assessment of retfﬁve orders of

i ¥ 1980. The other services component of cxpDItS has also grown magnituda and trends aver time,
| ; .
!
!
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2, Though there has been stagnation or decline in aggregate terms

since 1974, the economy has nevertheless, experienced a marked
degree of structural change during this period. However, the
pattern of structural change has concentrated output and employ-
ment in some of the services sectors and agriculture, which are
generally at the low-end of the productivity scale. The services
sectors have shown only a moderate productivity increase.

. Tt appears, therefore, that the shift towards a services-dominated

economy, while it holds out the prospect of gains in employment,
output, and export earnings, is not sufficient to provide a
sustained increase in the general level of productivity and, corre-
spondingly, in average income levels.

. Thié poses a challenge for industrial policy. The Policy must not

only address the requirements for restoring growth in the aggre-
gate economy or at the macroeconomic level. It must focus also
on the problem of productivity at the sectoral and firmlevel. In
particular, it must create mechanisms and measures geared to
improving productivity all round in the economy, while promot-
ing new areas of high-productivity economic activity. It must
focus also on the special needs of the lowest productivity sectors.
Since many of the firms in these sectors are small, it als requires
attention to the specific problems and needs of small businesses.

. As far as overall growth is concerned, a key long-term objective

of the National Industrial Policy is to restore growth in the
economy to at least the level achieved in the previous growth
phase, i.e. a growth rate of six per cent per annum. In the short-
term, accelerated growth is consirained by domestic absorptive
capacity and by availability of foreign exchange resources. There-
fore, this objective is to be achieved by moving in steps, and
following a sequenced strategy of addressing specific priorities,
50 as to build up the momentum. Starting from the current situ-
ation of very low growth, and by putting in place the core
components of the Industrial Policy as outlined in this document,
it is expected to reach a target of six per cent growth by the last
year of the millenium, and to enter the 21st century in a new phase

of high growth.

. In its strategy for improving productivity in the Jamaican

(1) improvements in the technology of production at the firm
level in targeted sectors of the economy;

(2) development of the human resource base, in terms of general
education, training of the labour force, and application of
scientific knowledge to production through research and
development; : )

(3) restructuring of the production base of the economy towards
‘higher valne-added and higher productivity activities; and

(4) upgrading the techaical 2nd managerial capabilities of the

small business sector.

GROWTH THROUGH EXPORT PUSH

1. While GDP gfp\#th'!las lagged, export growth has nevertheless
" ‘ocourred at a fast rate. In the past decade, total exports of goods

and non-factor services. grew at an annual average tate of 7.4 per
-cent, more than twice the growth rate of GDP (3.4 per cent)
during the same period.

. ‘
. Among the broad components of exports, performance has been

very uneven: Traditional exports grew rapidly during the 1980s
to regain their position of pre-eminence among exports in 1990,
but have fallen off since then, back to the 1989 level, in the past-
few years. Within merchandise exports, the momentum has been
carried by the non-traditional sector which grew at the remark-
able rate of 12.1 per cent during the decade. Export services have
done better than merchandise exports and, as noted earler, now
constitute the larger share of exports, with tourlsm playing the
leading role.

. In order to assess the existing competitive capabitities of Jamai-

can industries for undertaking the export push, a detailed analysis
of available data was done on international market trends (for
merchandise exports) and Jamaica’s performance in relation to
those trends, focusing on the Organisation for Economic
Cooperation and Development (OECD) market and Jamaica’s
changing market share relative to the overall evolution of the
market during the period 1980-1993. The analysis yielded a ¢las-
sification of performance in terms of four distinct categories, with
shares of each in Jamaica’s total merchandise exports as follows:

‘5 economy, the National Industrial Policy will focus on the follow- o Rising stars 32.93 per cent

i ing crucial factors: ' ® Declining stars 16.43 per cent

; o Missed opportunities 7.24 per cent

¢ Mixed performers 43.40 per cent
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. The rising stars are the top performers and most dynamic, with a

growing market share of a growing market. They constitute about
a third of total exports. They represent a significant platform for
building continued growth, insofar as their market continues to
be growing sectors of global trade.

. The apparel sector.is the largest component of this category, with -

a 28.8 per cent share of exports in 1993. 1t is followed by the
food and beverage group, with a 2.6 per cent ghare, consisting of
non-traditional food crops, fresh and frozen fish, ornamental fish,

- processed foods, and non-alcoholic drinks. Then there is a wide

diversity of other product lines, ranging from raw materials (lime:—
stone, gypsumy), and processed materials {oils and fats), to chemi-
cals (essential oils and perfumes), and light manufactures (leather
and rubber products, footwear, textiles, and metal manufactures),
Taken together, they form only a very small share {1.5 per cent)
of exports at present, and individually are miniscule. However,
their past performance indicates a good potential for future growti}.

. The declining stars are a small share, 16.43 per cent of exports.

Though declining, they are stars nevertheless, because of increas-
ing market share, and they can also provide a vehicle for growth.
But they are vulnerable because they operate in sectors thatare a
declining share of global trade. This means that the strategy should
definitely be looking elsewhere for new vehicles for growth.

. The traditional lines of agricultural exports predominate in this

category, and there is a wide range of smaller items consisting of
raw materials, chemicals and manufactures.

. The misséd opportunities are the smallest share, 7.24 per cent.

They are losing competitive ground, because of declining market
share. But they are also operating in dynamic. :.narket se.tftpr.s. A
strategy aimed at strengthening their competitive capab11:1t-1es is
warranted in order to allow them to take advantage of available

opportunities for gxpansion.

. Alcoholic beverages are the largest component of this category

(3.82 per cent). It also includes preserved and prepared fruits
and vegetables (0.46 per cent), a dynamic segn.lent of the processed
foods market which offers strong opportunities for growth.

10. The mixed performers have an uneven record of performance,

though generally showing a declining market share in a declining
market. They are the largest share, 43 4 per cent of total exports.
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11.

The bauxite/alumina sector is the largest component of the group
and has its own special conditions. There may be further gains to
be had from the growth of these sectors, but in the long term the
strategy should also be looking elsewhere for new growth vehicles.

What emerges from this analysis is that there are clearly identifi-
able genters of export dynamism, based on the examined record
of past performance and intemational market trends. They can
‘be a focal point for future growth. This is consistent with an
essential principle of the Industrial Policy, i.e. to start from exist-

_ ing centers of strength and build on them to achieve further growth.

. It is clear, of course, that past performance is no guarantee of

12.

13.

future success. This makes it necessary to conceive the Policy in
dynamic terms, i.e. in accordance with the ongoing evolution of
the international market, anticipated changes in market demand
and supply conditions, and the developing potential of Jamaica-
based producers as they adapt to the requirements of competition
and are strengthened by the interventions of the Industrial Policy
itself, . o
At the same time, there is a need to look towards the emergence
and creation of new centres for sustaining the overall momentum
of growth. In this sense, a push for continuing product diversifi-
cation has to be a built- in element of the policy. Hetein lies the

real challenge for industrial policy i.e the need to keep running

in order just to stay in the competitive race.

To sustain future growth of national income at the rate necessary
to raise per capita income significantly, a large effort of all round
export expansion will be required, at a much greater rate than in
the past decade. Taking the target of $4,000 for per capita
income in 2010, what does this imply for exports? Judging from
past performance, it takes export growth of about 2 per cent per
annum to sustain a one per cent growth of GDP. Therefore, it
will take export growth at 14 per cent per annum to achieve that

 target. This is almost double the export growth rate of the past

14.

decade.

Thus, in order to move the Jamaican economy forward, exporters
will have to double their efforts. The National Industrial Policy
aims to provide the support framework to facilitate that effort,
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SAVING AND INVESTMENT

1. Analysis of trends in Jamaica’s saving rate shows that, over the
period 1970-93, domestic savings have been well below 20 per i
cent of GDP and have fallen to as low as seven pet cent in some R
years, The average rate for this period was 15.6 per cent. This i
compares with an average of 24.3 per cent for all developing conn-
tries and 27.5 per cent for the high growth Asian economies, for
the same period. Owing to the low domestic saving rate, a
substantial part of the investment that occurred during this
period was financed by foreign saving. Foreign financing
amounted to 33.5 per cent of gross domestic investment on aver-
age, was as high as 70.5 per cent in its peak year (1985) and, with
the exception of 1986, 1988, and 1992, not lower than 20 per
cent, By contrast, developing countries in general, finance over
95 per cent of their investments with domestic savings.

5. Several factors have affected the mobilisation of savings during
this period: high rates of inflation, an unstable exchange rate, nega-
tive real interest rates on passbook savings, the existence of large
fiscal deficits, and capital flight.

3. Inrecent years the situation has improved significantly. The saving
rate averaged 21.2 per cent during 1988-92, well above the aver-
age of 14 per cent for the petied 1969-87, PFactors contributing to
this turnaround include the adoption of fiscal policy measures,
giving rise to a fiscal surplus on government account. In addition,
significant changes in the Jamaican financial sector, evident in rapid
growth in the number and types of financial institutions, their branch
petwork, and the services and instruments offered to the pubiic,
have deepened financial intermediation and encouraged private
savings. Nevertheless, the gap between domestic saving and total
investment, amounting to 23.3 per cent of gross accumulation
during 1988-92, continues to be high.

4. To restore growth in the Jamaican economy, an essential compo-

nent of the Policy is to raise the national savings rate. In the

" medium term, an appropriate target is to move the rate from the

recent level of 21 per cent (average 1990-92) to the current aver-

age of 25 per cent for developing economies. It would take a

much greater effort to move the rate to the current average of 30

per cent for the Asian economies. This seems an unlikely pros-

pect in the medium term, but a worthwhile goal for the long term.

In the interim, this means that a significant savings gap would
remain to be filled by foreign financing.
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. :l‘hg National Industrial Policy aims to develop the policies and
 implement measures that would meet the twin requirement of rais-

ing national savings and sourcing foreign financing for invest-
. ment and growth in the Jamaican econory.

. On the side of investment, the record of recent performance shows

afau'ly hlghrate bf iﬁve‘sthent, with gross fixed capital forma-
tion averaging 30 per cent of GDF iii 1990-94. This is sighnifi-
- cantly higher than the average of 22 per.cent for the previous
period 1969-89, and higher than the average of 23 per cent for
middie income economies in 1993, though not quite as high as
'tl}e_ average of 35 per cent for the Asian economies.’ Despite this
high rate of investment, however, growth of output has been low,
implying a low overall efficiency of investment (high incremen-
_tal capital-ontput ratio — see Table A.5) associated with a buildup
of excess capacity in some sectors of the economy, as well as
some diversion of investmient into low outpuit-gencrating sectors.*

. The existénce of this high rate of investment in recént years

suggests that the need in the short-terin is not so much to raise the

- overall rate of investment as it is (a) to redirect the flow of invest-

ment from short-termi, low output-yielding activities, into long
t?z_'m high-productivity activities and (b) to increase the utiliza-
tion rate and efficiency 'of existing productive capacity. The
existence of excess capacity points to the possibility of a quick
acceleration of growth without substantial new investment in the
sectors -where such capacity alreddy exists and can operate
offficiently, as in bauxite/alumina and tourism for instance. To
_'sustain high growth in the long term would-of course require an
increased rate of investment. This is the long-term focus of the
National Industrial Policy.

GROWTH WiTH EQUITY

1. Alongside the dualistic structure of economic production in the

.'T amaican economy, there exists a persistent dualistic structure of
incomes: A high proportion of families continue to live in condi-
tions of poverty and deprivation. In addition, chronic and persis-

4 The sharp rise in the incremental capital-output ratio after 1990 1s an implication of the reported

estimates of national income, But it does seem problematical that such a high rate of invest-
ment should be associated with the low measured growth rates of GDP for Ihis period, It
becomes more problematical whea one takes account of the high growth rates of exports for the
same period, which should properly have generated much larger output growth than actually

- Teported, given the historical vatue of the export-growth multiplier. It seems likely that there is

sore amount of under-reporting of income, The reporied estimates are explicitly i i
some £ L ! 3 plicitly ideutified as
‘preliminary”. Some clarification of the problem is called for in the revision of the estimates.
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tently high rates of unemployment of the labour force have
existed for a long time. These conditions pose a major challenge

for policy.

Within the specific sramework of industrial policy, thereisa defi-
nite role, and potentially wide scope, to make & contribution to
alleviation and relief of these problems. This arises, for instance,
from the potentially large spinoffs as well as direct gains for the
small-business sector (the sector of highest direct employment-
generation) from growth of exports. It arises also from the
benefits for development of entrepreneutial initiative in that
‘sector from an industrial policy that focuses on direct support for
small business, deregulation, and improving the efficiency of

public agencies.

Moreover, industrial policy necessarily entails, as a cornerstone
of the Policy, a strategy of human resonrce development through
aducation and training of the labor force. This strategy. when
integrated and combined with that of export-push, has the poten-
tial of creating a *“virtuous circle” of development that signifi-
cantly impacts on the problems of unemployment and poveirty.

. The challenge that the National Industrial Policy faces, is to

ensure success in building up the productive base of the economy
so as to provide thereby, a sustainable basis on which to tackle

the social problems of unemployment and poverty.

. Economic growth in the past has not proved sufficient to improve

significantly the structure of incomes. Therefore, these problems
need to be addressed within the broader frameéwork of an explic-

itly designed and targeted social policy.

economy will generate a larger absolute guantity of resources for
the disposal of government. But in the short-term the total size
of resourges is strictly limited. The amount available for expen-
diture is further constraitied by the Govemnment’s commitment to
a Ea{gctpd fiscal surplus as an indispensable condition for main-
taining macroeconomic stability. ' o

As to the composition of the total Budget, Table A.6 presents a
picture of the trade-offs involved, Debt service, which consti-
tutes a pl__a_ir_‘rg_.‘on_ resources that the Government must rmeet, is the
lgr_ge;_t,_.q_gmppnegt. Tht’;ugh declining in the last year, it still
represents a substantial proportion of the total budget. Within
the remainder, General Administration is 4 diminishing share,

reflecting the commitnient to reducing the size of the Govern-

ment es;gbliShmen't.' Security Services are an increasing share,
con:espopdin_g to the requirement for providing a safe and secure
?nvuonmeut for the citizens. The share of Social Services has
increased sharply in the last two years to meet priorities in the
areas of education, health and welfare. Given these adjustments,
cutbacks have had to be4nade in Economic Services. :

In the long term, the Government aims to reduce the total stock
o_f_ debt to a smaller proportion of GDP. However, debt service is
ll__kfaly to increass in the'near term, as interest costs are currently
rising faster than revenues, and rescheduling arrangements under
the Paris Club agreement came to an end in December 1995. At
the same time, efféctive implementation of key elements of the
Industrial Policy in the areas of physical infrastructure and hu-
man resource development; as well as meeting broader social
goafls for expanding social services, will require increased allo-
cations in thése areas.

THE PUBLIC SECTOR RESOURCE CONSTRAINT 3. -In order to deal with these conflicting requirements, Government
: : : 18 clomrmt_ted to change the way in which resources are managed.
1. Tt will be necessary to adapt Government’s budgetary allocations This entails the following:
to accomodate policy priorities. It must however, be recognised (a) to increase revenue collection by an aggressive arrears
that there is limited room for manoeuvre in the short term within collection drive;
the existing size and commitments of the Budget. (b) to imprave efficiency in tax administration so as to increase
: ' 7 compliance; -
. As a requirement of structural adjustment, the Government (©) to reform the financial management system and the budget-
sector has been operating within the long-term scenario as a ing procedures of the state;
declining share of the overall economy. In terms of GDP, the (d) to strengthen and decpen the administrative reform and
current share of Government is now slightly less than seven per pul?lic sector modernisation programmes so as to achieve
cent, which represents a 50 per cent decline from the peak level efficiencies in cost and delivery of services, with a leaner
of 13 per cent in the 1970s. At the current share, growth of the structure of government agencies.
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MACROECONOMIC POLICY

THE PROBLEM OF MACROECONOMIC INSTABILITY

1. Macroeconomic instability in Jamaica is represented by two
related conditions:

(a) instability in the internal value of the Jamaican currency as
reflected in high rates of inflation, averaging 23 per cent per year
over the period 1974-94; and

(b) instability in the external value of the Jamaican currency, as
reflected in depreciation of the Jamaican dellar relative to its
United States counterpart at an average rate of 19 per cent per
year over the same period (US inflation averaged about five per
cent per year). '

" 2. Inflation reached a peak in 1992 at a rate of 80 per cent, in the
aftermath of the liberalisation of the Jamaican foreign exchange
system. Policies developed since then have succeeded in reduc-
ing the inflation rate to 25 per cent in the past year. Nevertheless,
the rate remains stubbornly high. It is siguificantly higher than
that of other countries which are Jamaica's leading trade partners
and competitors.

3. The persistence of this high rate of inflation is, itself, a causal
factor in maintaining a cycle of inflationary expectations. The
cycle has been fed by cost and demand factors and, at differing
intervals, by the process of money creation and financing of defi-
cits in the Government's Budget.

4, This situation is simply not sustainable without serious conse-
quences for the country's capacity to compete in terms of trade
and investment, and for social stability. It is thereforé a matter of
the first priority and an indispensable condition for success of the
Industrial Policy. The Government is resolved to bring this problem
under control.
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APPROACHES T@ ACHIEVING MACROECONOMIC
STABILITY '

1. Pastapproaches aimed at achieving macroeconomic stability have
focused primarily on several policy instruments: efforts to fix
exchange rates by various mechanisms; attempts at the use of
incomes policies; and pervasive use of monetary policy. Mean-
while, recurrent fiscal deficits have helped to feed inflationary
pressures. For example, over the period 1963-93, Bank of
Jamaica net credit to the overall public sectér, to finance recur-
rent deficits, represented 68 per cent of the growth of money
supply (as represented by M2). ‘

2. The policy measures of more recent years have attempted to utilise

fiscal measures in the fight against inflation. From a deficit of
some 17 per cent of GDP in 1980, then one of the world's highest
relative deficits, the Government has gradually moved its fiscal
accounts to a cash surplus position (defined as revenues plus grants
less capital and recurrent expenditure net of amortisation of debt
principal). In 1994/1995 the targeted fiscal surplus was J$2.1
billion, representing three per cent of Government revenue and
about two per cent of GDP. This répresents a sizeable reversal of
the previous situation and a substantial achievement.

3. At the same time; however, the supply of money has increased in

the context of the build up of foreign exchange reserves, expan-
sion of credit to the private sector, and drawing down of Govern-
ment balances held at the Bank of Jamaica (BoJ). The use of
monetary policy to arrest the growth of money supply has
resulted in an environment of tight liquidity and associated high
interest rates. Existence of an inflation rate that is higher than
_ the rate of Jamaica’s principal trading partners has put pressure
on the foreign exchange rate and this, in turn, has had a feedback
effect on the inflation rate. Interventions have been made in the
foreign exchange market to ensure that currency depreciation does
not proceed more rapidly than is warranted by the underlying

fundamentals. .

A NEW APPROACH TO ACHIEVING
MACROECONOMIC STABILITY

The Government is prepared to move to a new approach in the fight
against inflation in order to create, during the current year, the
conditions that will allow achievement of the invesiment and growth
objectives of the National Industrial Policy.

NATIONAL INDUSTRIAL POLICY — Growth & Frosperity: The Way Forward -

OBJECTIVES

Government policy initiatives are designed to achieve the following:

(a) bring about reduction in inflation and in interest rates;
(b) maintain an internationally competitive exchange rate;

* (¢) create a macroeconomic environment of stability, predictabil-

ity, and credibility; and . _
(d) restore growth in the overall level of output and employment.

POLICIES

1.

The Government is committed to adopting a binding anti-
inflationary position that differs from previous efforts to control
inflation. In so doing, it will orient its policies around inflation
and:exchange rate targets goared to the goals of macroeconomic
stability and international competitiveness,

The anti-inflationary position will include continued use of fiscal
policies as a key weapon,in inflation control. :

The general fiscal-policy goal is to continue to run end-of-year
fiscal surpluses as long as is required. The fiscal-surplus target
for the first year of the Policy is three per cent of Gross Domestic
Product. This involves a significant increase over the previous
year’s fiscal-surplus target of 1.6 per cent in 1994/1993.

In order to generate a surplus of this magnitude, the Government
will pursue focused efforts at adjustment on both the revenue and
expenditure side of the Budget.

Tight fiscal policies will be fully complemented by other efforts
to control the growth of money supply. Thus, for example, the
Government will tightly manage sterilisation of acquisitions of
foreign exchange that contribute to the build-up of the Net Inter-
national Reserves.

With respect to control of money supply, the Government's anti~
inflationary position will be institutionalised through the move-
ment to establish the Bank of Jamaica (BoJ) as an independent
Central Bank. The principal objectives of the Bank will be the
control of money-supply and inflation, and management of the
foreign exchange system. The Bank, in conjunction with the
Government, will set and announce definite targets for inflation
and adopt requisite measures to achieve the targets. The

NATIONAL INDUSTRIAL POLICY — Growth & Prosperity: The Way Forward
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Governor of the Bank will be required to report regularly to
Partiament on the conduct and performance of the policies of
the Bank.

7. The Central Government is moving to operate government
financial accounts through the commercial banks. The Bank
will cease most of its functions as banker to the government.
Thereby, money supply growth through net credit to the public
sector will be eliminated. The mew relationship will put the
Rapk in a position to focus on the control of money supply
grawth through the credit it extends to the private sector.

3. In thisrespect, monetary policies will continue to be used. How-
ever, with cessation of normal banking refations between the
government and ihe BoJ, cambined with tight fiscal policies,
the interest rates required to contral inflation will be lower than
those that have obtained in the past when monetary policy served,
at Least in part, to correct a prior expansion of liquidity due to
the issue aof net credit to the public sector.

NEED FOR A SOCIAL PARTNERSHIP

1. To break the cycic of inflationary expectations entails a
complex process of adjustment by all economic actors. All must
play a part in this pracess. Hence there is need for a Social’
Partzership that is oriented fo a palanced adjustment of prices
and incomes. To be viable and sustainable, the Sociel Partner-
ship must be based on credibility of policies, acceptable perfor-
mance standards for ail parties, and voluntary compliance.

2. In this process, the Government is determined to play a leader-
ship role. In particular, the Goverament is taling the initiative
to put in place 2 specific set of measures that will produce
demonstrable and tangible results. Together these measures offer
significant incentives for all economic actors. On the sirength
of these measures, the Government secks to obtain an agree-
ment among leaders of the private sector {business firms, finan-
cial institutions), trade unions, public sector employees, and
non-governmental organisations, to commit to making their
contribution to the national effort by actively participating in
the Sacial Partnership. :

THE COST AND BENEFIT OF MACROECONOMIC
STABILITY :

1. The Government recognises that there is a cost associated with

the approach it is proposing to take to achieve macroeconomic
stability. This cost is captured largely in the requirement of an
increase in the fiscal surplus. Taking the 1995/1996 financial year,
the estimated level of revenue and loan receipts is approximately
1$83 billion, while GDP for 1995/1996 is estimated at J$160 bil-
lion. The fiscal surplus target of three per cent of GDP would
therefore constitute J$4.8 billion, represesiting 5.8 per cent of
estimated revenue. '

. The Government will adopt several measures for generating a

surplus of this magnitude. These include:

(a) development of a centralised treasury-management-system
to bring greater efficiency in the use of Goverament’s cash
and hear-cash balances throughout the fiscal year and to
administer the internal,and foreign debt obligations;

(b) creating efficiencies in personnel deployment through the

- Admipistrative Reform Programme, and,

(c) continued efforts at improvement in tax collection and
financial management of Government-funded projects.

. It is expected, however, that the benefits of macroeconomic

stability will outweigh the costs. Achieving macroeconomic

" stability will create a more favourable environment for the growth

of economic activity in the private sector. Other initiatives to be
taken in the National Industrial Policy will provide an additional
stitnulus to growth. The possibility of offsetting the costs associ-
ated with reduced Government spending is predicated on realising
the benefits of such growth. For thisto occur, the private sector is
expected to deliver in terms of economic performance.
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CHAPTER

FIVE

'INVESTMENT PROMOTION AND
EXPORT PUSH

: REDUCING TRANSACTIONS COSTS ANI
‘DISINCENTWES FOR INVESTMENT _

: ' 1. Investment is the prime mover in the growth of the Jamaican

. economy. Most investment is driven by prof1tab111ty Hence,

. ' ‘ o : , the focus of industrial policy is centred on the conditions which

govern profitebility, i.e. the cost, risk and return involved in
“undertiking investment.

2. From the standpo.mt,.of industrial policy geared to building
competitive advantage, a central concern is to address the
factors which raise operating costs of Jamaica-hased firms,

1 increase risk, and reduce retwn on investment.relative to the

an : _ global structure of costs, risks, and returns faced by counterpart

, . firmsin other countries. The objective is to ensure that Jamaica-

i ' based firms achieve competitive parity with their counterparts

. in other countries.

3. Detailed studies conducted at the firm level within many differ-
ent sectors of the Jamaican economy, indicate a broad range of
factors which contribute to increasing the costs of operating busi-
ness activities in Jamaica (see Box 5.1). Some of these factors
are external to the firm, located in the environment in which
firms operate, Others are internal to the firm, related to their
internal conditions of production, organisation, decision-
making and control. By increasing costs (either direct operat-
ing costs or transactions costs), these factors serve as disincen-
tives to investment and expansion of production.

PR L
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BOX 5.1 IDENTIFYING FACTORS THAT RAISE OPERATING AND TRANSAGTIONS
©0OSTS, INCREASE RISK, AND REDUCE RETURN ON INVESTMENT.

Studies of many sectors of the Jamaican economy reveal the following factors as
relevant (with diffezences in degree and incidence among sectors and figms):

ENVIRONMENTAL FACTORS

{») FovaNce
Cost of, and access to, credit for working capital and long-term investment,

especially for small and medium enterprises.

ENFRASTRUCTURE
This relates to a number of factors:

e roads, their condition has deteriorated in some areas.

.

INTERNAL FACTORS

(») ORGANISATION OF PropucCTION
Limited use of flexible specialisati
ods. Lack of efficient, incentives-oricnted payment system.

@®)

©

©)

&)

SuepLy oF SxiLiEp LAsour/QuaLITY OF LABOUR ‘
General education and skills of the workforce. Level of technical knowledge

and specific technical competencies in product design, engineering, materials
analysis, etc. Work ethic.

CosT AND SUPPLY OF INPUTS _

Cost of imported inputs, chiefly raw materials, capital goods, and spare parts,
Regularity and reliability of domestic supply of: agricultural products for food
processing, livestock for leather, packaging, supply of building space.

() GOVERNMENT . .
Associated with regulation, control, application procedures and operation of pub-
lic agencies.

SupPLY OF AND ACCESS TO INFORMATION

Related to knowledge of market conditions, supply
ditions; process technology, &r:duct specification, and quality control. Access

to the distribution chain. We;
of research and development.

{c) TrE InpusTRIAL RELATIONS CLMATE
Incidence of industrial actions. Mechanisms for dispute settlement.

TECENOLOGY

Lirited use of computer ¢
wars, computer networks, 2nd opportupities
nology. Use of obsolets equipment and lack of repair.

MANAGERIAL WEAKNESSES
Related to delegation of authority,

“gysterns control” an
management practices that have proved success

tries.
EnTREPRENEVRIAL DynNaMISM

_conflict resolution, trade union practices.

the fransportation system, for people and freight, by road and rail.

electricity, regularity and reliability-of supply. i
water supply, especially for irrigation in certain agricultural areas.
sewage facilities, in certain vrban centres and communities.

security; pracdial larceny.

ADMINISTRATION

petworks, and technical con-

ess of agricultural extension services. Low level

on, just-in-time, and other best-practice meth-

ontrol devices, information systems software and hard-
for application of information tech-

assignment of specialised tasks, attention to

d worker productivity-inceptive schemes, and knowledge of
Ful in othier firms and in other coun-

Risk aversion and investment inertia. Lack of strategic analysis and forward think-
ing as regards trends in national, regional and global markets, in technology, and

investment finance.

LABOUR-MANAGEMENT RELATIONS ] ’
Work-place norms and working conditions. Lack of mechanisms for worker

initiative and participation in docision-making. Wage bargaining mechanisms,
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. 4, The Government is committed to a strategy of systematically

addressing these factors, Progress is being made in this direc-
tion through existing programmes and activities, as for instance
in the areas of telecommunications, electricity supply, road con-
struction, transportation, port and airport facilities, sewage,

water supply and training of the work force. A further concen- .

trated effort is planned, focused on both immediate short-term
needs and long-term development.

5. Ensuring macro-economic stability is, in and of itself, an
important feature of the overall strategy, because it allows for
greater predictability and reduced risk in investment decisions.
Additionally, it influences other aspects of Jamaica's ivest-
ment climate. But this is not the only element that needs to be
addressed. ‘

6. Accumulated evidence from other countries’ experience (e.g
some of the Asian economies), indicates that MACTOECOROMIC
stability, though necessary and indispensable, is not a sufficient
condition for economic gfowth and structural change. ‘More
directed ‘and selective interveations are also needed. This is
because there are significant sources of market failure arising
from su;h factor§ as increasing returns to scale, externalities,
imperfect information, coordination costs, and existence of
public goods, These factors serve as barriefrs to development, if
reliance is placed solely on market forces.

OBJECTIVES

(a) To ensure that firms operating in all sectors of the Jamaican
economy achieve competitive parity with their counterparts in
other couniries;

(b) to focus investment activity on targoted areas of competitive
advantage in the economy;

(c) to :‘lupport the push for expansion and diversification of exports,
and, '

@ to increase the overall rate of investment and saving.

NAL INDUSTRIAL POLIGY — Growih & Prosperity: The Way Forward
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STRATEGY

1.

The essential thrust of the policy approach to be adopted in deal-
ing with these factors is an integrated strategy consisting of the
following three elements:

(1) asystem of incentives thatis performance-oriented and based
on simple, uniform, transparent rules and measurable criteria,
with the balance shifted from an emphasis on fiscal incen-
tives to production-oriented incentives and export-market
access; )

(2) atime-phased and broad-based strategy for addressing
directly the disincentives through policies designed to reduce
them at their source, and,

(3) an activist strategy of investment packaging that secks to
mobilise, facilitate, and focus investment activity in targeted
strategic sectors of the economy. ‘

It will not be possible to remove all disincentives in the short-
term. It is for this reason that the Government proposes to con-
tinue fiscal incentive programmes in its effort to provide a
supportive framework for investment and growth of internation-
ally competitive business operations in Jamaica.

Moreover, in the present competitive world environment, every
couatry, as well as regions within couniries, competes intensely
to win a share of world investment and world markets by design-
ing its own package of incentives. It is necessary to keep up with
the competition, not simply by copying what others do, but by
being selective and innovative in designing a flexible system that
is best suited to our own conditions. .

There are constraints on this strategy. An important one comes

8. E.ssential criteria to be applied in identifying targets of opportu-
nity for investment promotion include the following:
* export performance and potential;

efficient import substitution;

increasing national value-added;

strengthening linkages (inter/intra industry) within the local

economy; :

*. use of local natural resources;

° employrent potential; '

° enhancing the level of skill and technical experience of the

workforce; '

¢ food security;

e .creative use of the nation’s cultural heritage;

o ‘environmental friendliness.

o

POLICIES.
A. FISCAL INCENTIVES

1. The economic role of fiscal incentives is guided by three basic
considerations: g :

(a) they provide an offset to distortions in pﬁces and costs
arising from the _disincentii'e factors outlined eérlicr;

{b) they serve to equalise advantages of the fiscal regime faced
!Jy Jamaica-based firms with regimes faced by competitors
in other countries, and, ' ;

(¢) they may be used to discriminate in favour of activities which
are deemed to have priority preference for strategic reasons,

2. Though. they are well recognised to be important in creating a
supportive framework for investment, fiscal incentives are no pana-

i 4. cea for industrial competitivei ' : o
i from the fiscal burden of fiscal incentives in terms of revenue’ economy. Theirpotentil;l roleigzssoglliglfrr}?:::he,?: ‘h;:t:?alﬁan
> foregone. Another comes from being locked into the requirement discussions of Government policy would revolve almtgsgt com| lwt eln
of harmonisation of fiscal incentives with other members of around possible permutations and combinations of fi 1? etely
J CARICOM. A third comes from the requirement of consistency tives. . 5 of fiscal incen-
with international regulations under WTO and other agencies. But, .
given these constraints, there is room for innovation and new 3. Currently, Jamaica has many different incentive schemes
initiatives. igheﬂtﬁf Smm past policies and programmes. Thess include: the
. xport Industty Encoura . :
3 5. The core of any new initiatives must be consistent with the strate- Free Zone Act? the Baﬁxg;:en;::g iﬁgg ?S:’tﬂi: Ja::fr?: IEXPOH
? gic thrust of the industrial policy. Accordingly, given the key Status Legislation; the Motion Picture Encoura pgment A ?"tllfr
role identified for export push, the incentive system will be struc- Hotel Incentives and Resort Cottages Act; thge Intern i T
“tured in favour of firms that are sceking to penetrate external Finance Companies Act; the MOdﬂrnis;tiOH of In?l 1110;“1
markets. stry
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Programme; the Urban Renewal Act, and the Accelerated Depre-
ciation Programme.

. The general thrust of the yarious schemes has been to provide

income tax concessions in the form of multi-year tax holidays and
duty waivers and moratoria for firms in specified sectors {oper-
ated in some cases through import-duty-drawback schemes). This
is true, for example, of the EIEA (usually interpreted to apply to
manufacturing firms) and the Hotel Incentives and Resort Cottages
Act (oriented to accommodation in the tourism industry).

. Tt is generally agreed that the existing incentive schemes suffer

from various deficiencies. One is that they are rather blunt
instruments for providing assistance to firms because of the
general nature of the schemes. Ttis in this regard that they are to
be viewed as only one element of a much broader package for
creating a competitive environment from which Jamaica-based
firms can successfully operate internationally. Tn addition to the

bluntness of the measures, they also sufferin their incentive goals
because the income tax relief component is only relevant to prof-

* itable firms. Moreover, their effectiveness has been limited in

some cases (as for instance, the import-duty drawback scheme)
by delays in administration of the schieme.

Other deficiencies include the fact that the programmes are often

' not time-bound nor are they tightly linked to performance. This

has meant that there is no ‘effective mechanism to guarantee
performance according to appropriate standards,

. In its policy approach, the Government seeks to re-orient fiscal

incentives in the direction of making them:
o more transparent, simple, and automatic;
o based on quantifiable and easily monitored performance stan-

dards;
+ more flexible so that a broader cross-section of firms can

benefit from their provisions, and,
o oriented equally to services, agriculture, and manufacturing

activity.

. Inthe long term, the Government seeks to re-examine the whole

structure of the existing incentive regime to make it compatible
with this approach. This is made necessary also by the evolving
structure of international rules and regulations emerging from the
Uruguay Round agreements and the role of WTO and by the
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requirement of harmonisation of fiscal incentives with other
members of CARICOM. In addition, it is necessary to keep up with
the international competition in this intensely competitive field in
order to remain on a lével playing field with other countries.

In t.he_sh_or_t ferm, the focus of immediate attention is on the EIEA.
:[‘hls programme, in particular, suffers from the deficiency that it
is rigid in its requirements for obtaining tax relief, i.e. it is
restricted to firms that plan to be 100 per cent exporters. Since
many firms enter into export markets from the platform of a pres-
ence in local markets, and indeed, use their local presence to
support their export activities, the rigidity of the EIEA limits the
extent to which local firms can be supported in their efforts to
expand into international markets. The EIEA has. also tended to
focus too narrowly on manufacturing-activity.

10. As 2 new initiative, the Government proposes to establish a more
. flexible programme of incentives under the EIEA, consistent with

11,

the general thrust of tradt} policy and evolving international rules.

Under the ongoing programme of tariff reform, imports of
qoq—competi_ng_ raw materials attract a zero rate of duty. The duty
on imports of capital goods is zero for firms which qualify under
the ETEA and has been reduced to five per cent for other firms.
The Government is moving to establish a position of zero tariff
on non-competing capital goods for all firms. The programme of
tatiff reform will continue according to the schedule for phasing

-down the Common External Tariff under agreement with

CARICOM during the five-year period ending January 1, 1998.
TAX REFORM |

In the medium-to long-term, the strategy calls for comprehensive
review of the whole system of taxation as an extension of the pro-
cess of tax administration reform that is now underway, with the
aim of structuring the tax system to continue to facilitate invest-
ment and growth. ) :

Successive administrations have recognised the need for devel-
oping a simple, equitable, and effective taxation system that will
stimulate economic growth. During the 1980s, Government
embarked on comprehensive reforms covering policy and admin-
istration. Though substantial policy reforms were effected,
administrative reform lagged. Consequently, Government initiated
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3.

4.

5.

itt i hase of
in 1995, with the assistance of the qul‘d Bag:k, a new phast
]t::x reform represented by the Tax Administration Reform Project.

The focus of this project is on raising_ fevenues without ra1s;r.1g
taxes, primarily through admjnistrativg reform. The tax bene its
of administrative reform will contribute to mac_roecom:)m.tlc;
stability. Improvements in the efﬁcg_lency of the departmentts w:_s
enable them to promote tax comphal}ce and collect {110;(; :x
Additional resources will then be avm}ablg on a sustaina fe asis
to finance budgetary needs, reduce depend.enc? on oretlg:
borrowing, and eventually enab}e a .reductlon in taic ra :m:
Administrative reform will also assist private sector devT_ opn.;

by reducing the transactions costs involved in tax compliance.

As an extension of this process, Gove.mment will. exqqnlnchtiie
existing structure of taxation, with a view to adapn.ngrthe.w g e
system to meet requirements of the-Nationztl Industrfal Pohc.y 011'
promoting saving, investment, productivity, and internationa

. ~
competitiveness.

A significant step in this direction was taken with the recent

revamping of the Accelerated Depreciation Programrme, o that .

firms can now depreciate plant and equipment over two years.

-6. As a further step, the Government now proposes to make interest .

i i i itholding tax. Owners
rtain types of saving deposits fre-e of witho

g? '::ch deglcj)sits would still be subject. to .thc reg:;_l;a-r 5::‘:3:{;(11
i e tax on interest earnings. The following conditior
u:f\?;:n such deposits: (a) they must be held for a mxngnum og
geven years; (b) the schemes in which such deposits are investe :
must be approved by the Minister of Finance, and, () urt'esttmmcl
of the funds will be authorised for a limited range of projects an

programines.

C. SHIFTING THE BALANCE TO PRODUCTION-AND MARKET

ACCESS

Although the Government will continue to prm'rid; :ce:t}!t::::ﬁf‘?;
i i ' it is also recognised that1i
investment linked to exports, it 18 a - . :
sive reliance on the use
ammes have tended to place exces ' -
E?of%;cal incentives. The fundamental concerns of lflr:nst E:zcsl:i
i i kets relate not only to
to invest and move into export mat: o the flsce
i technology and market access.
regime but also to problems of ) ]
Tlire is need for a more balanced approach to dealing with these

problems.

e

2. To compete successfully at the standards of their rivals in other
countries, Jamaica-based firms must enter into the new world of
technology based on flexible manufacturing production, sophisti-
cated information systems, and the use of advanced methods of
product design and quality control. To this end, they will need to
engage in a dynamic-process of retooling plant and equipment,
techniological upgrading and modemisation. They must also

‘develop systematic strategies for'targeting and penetrating export

" nichie-markets, based on aftractive product packaging, name-brand

‘identification, advertisin g campaigns, accessing distribution chan-
‘nels, and crossing over into mainstream markets,

3. A major stimulus to this effort, on the production side, is provided

by the ongoing programme of tariff reform, as it affects, in
particular, the import duties on raw materials and capital goads.
All Jamaica-baséd firms, regardless.of the sector or industry in
which they operate, can benefit in their retooling efforts from the
-stimulus provided by existing and planned tariff reductions.

Going further in addressing these problems, the Government is
promoting development of a range of services, organisational
support, sector-specific technical assistance and training, focused
on relieving constraints facing firms in terms. of production tech-
nology, management, marketing, and access to information.

A major thrust in this direction is being pursued by Jamaica’s
economic development agency, JAMPRO, As one of its primary
strategic functions, this orgédnisation has been engaged in devel-
oping and implementing specific measires to. assist firms in
acquiring and adapting the technology necessary for their opera-
tions and in identifying markets for their outputs. JAMPRO’s
role in this regard will be continued and-strengthened.

. The focus on technology assistance is critical because of the poor

state of téchnology in many Jamaican firms. A key role in
addressisng this issue is being played by specialised technical
centres that are designed to relate to such firms, in an interactive
and proactive way, to identify and respond to their needs.
JAMPRO, in conjunction with organisations such as HEART, has
been engaged in the establishment and nurturing of such techni-
cal centres to provide training of workers and technical advice to
firms, particularly smaller firms. These centres, such as the
Apparel Technical Centre, the Craft Centre, the Furniture and
Wooden Products Resource Centre, and the Capital Goods
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Technical Centre, will continue to be strengthened to provide
assistance of this nature. Where necessary, other centres will be
established.

A particular focus of the production and marketing assistance
programmes is on creating linkages and developing networks
among firms operating in related areas so as to enhance their

mutual support. In this orientation, small firms will be linked -

with larger firms, ideally in subcontracting arrangements in which
the larger firms, which are themselves beneficiaries of assistance,
operate as catalysts for technological improvements in smaller
firms. -

Many firms have highly distinctive technical and marketing needs,
and corresponding requirements of specialised assistance, which
such firms are in the best position fo jdentify. The Government
will introduce an important new initiative in the strategy to provids
support to such firms. This will take the form of a matching grant
programme, designed to cover a proportion of the cost of obtain-
ing specialised technical and marketing assistance.

. FINANCING MECHANISMS

1.

The cost of capital is an obviously critical element in the jnvest-
ment decision. In recent years, the cost of capital to Jamaica-based
firms has been high, This is largely 2 result of the instability that

has characterised the Jamaican macroeconomic environment and -

the attempts to control this instability through monetary policy.
Firms also rely more heavily on debt than.on equity financing
and this gives rise to a higher liability of interest payments. -

It might be argued that,ina high-inflation environment, high nomi-
nal interest rates might actually correspond to low real interest
rates, and investors should be expected to pay positive real inter-
est rates. As against this, however, it mustbe recognised that, in
the context of high levels of inflation and the efforts to control
such infiation through monetary policy, distortions are created
throughout the economy which impact negatively on investment
decisions, and especially on the choice between short-term and
long term investments. It is therefore necessary for policy te
address directly and deal with the existence of such distortions, in
order to shift the balance of investinent decisions from short-term
to long term instruments. This is a matter of central concern for
industrial policy in its goal to promate long term growth and
development of the Jamaican economy.

NATIONAL INDUSTRIAL POLICY — Growth & Prosperity: The Way Fo

Government is concerned also to maintain’an open competitive
environment in the financial system that allows efficient opera-

_ tion of the credit mechanism to channel funds to investors.

Given its commitment to reduce disincentives associated with
operating business in Jamaica, the Government will adopt a multi-
pronged strategy and sequenced approach to dealing with the
distorted and high real costs of capital, facing Jamaican firms.

. Inthe shortterm, while the p‘OIi_cies to stabilise"th'el IMACTocconomy
‘begin to take hold, the Government will continue to provide loans

on concessionary terms through the development banks so that

- Jamaican investors will not have to bear fully the brunt of capital

costs that are uncompetitive in relation to the costs faced by com-
patitors in other countties. In so doing, efforts will be made to
ensure that interest rates on loans compensate for the distortions
in the econotnic efivironment without completely overriding the

discipline of the market,

. The Government's strategy Yor providing capital to firms for
. productive activities will operate through the public sector finan-

cial institutions: the National Development Bank (NDB), the
Agricultural Credit Bank (ACB), the National Investment Bank
of Jamaica (NIBJ); the Micro Investment Development Agency
(MIDA); the Self-Start-Fund (SSF); the Jamaica Venture Fund
(IVF); and the Export-Tmport Bank (EX-IM Bank). '

. Itisrecognised that, despite the wide range qf institutions available

for g;ovi,ding funding to productive enterprises, the ability of these
institutions to provide capital to such enterprises has been
constrained by a number of factors.

. One such factoris the policy decision thathas obtained since 1980 inwhich

the larger development banks (the NDB and ACB) have engaged in indi-
rect lending of funds through other financial institutions sather than
directly to business entities, Another s the requirement that interest rates
to the productive sector should be at market interest rates in order to avoid
distortions in the market for credit, A third factoristhe limited availability
of capital for purposes of on-lending. '

. The Government will revisit the issue of d_i:ecf Iending to selec-

tive entities within the productive sector. The present system of
exclusive indirect lending has left a significant financing gap in
the market, There is no historical evidence that this gap can be
closed without resorting to selective direct lending.
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10. Accordingly, the Government is prepared to reconsider those

circumstances in which ditect lending could become available to the
productive sector by the public sector development banks. - In addi-
tion, the Government has already adopted a policy whereby the
development banks can enter the Venture Capital Market, thus shar-
ing the risks of long-term loan capital with the commercial banks.

11. Further, the Government has adopted a policy of differential

interest rates which will allow the productive sectors of the
economy to gain access to funds at lower interest rates than
obtain generally within the market. Because of the potential prob-
lems of market distortion, the Government’s policy is that the gap
between interest rates has to be carefully monitored and cannot
be excessive, Further, there will be careful monitoring of loans to
ensure that they are directed towards the appropriate activities.

12. The issue of expanding the pool of available capital will be

addressed through continued efforts to gain access to various
international sources of capital, and more aggressive efforts to
tap into local capital markets for long-term and venture capital
sources. Specific steps in this direction include the recent offer
by Government of a J$1 billion bond on tlu.a local cap%tal‘mar‘ket
and preparation of a US$50 million offer in the _fore.lgn .cap1ta1
market. In continuation of these moves, the Government \-’(1]1 ﬂo?.t
bonds periodically to provide a pool of longer term capital, It is
also committed to: . . .
(a) developing a range of instruments for increasing saving rates
within the economy, and, o . o
(b) moving to pension arrangements which :mll p1:0v1de .Jamal-
can corporate entities and individuals with an incentive to
participate in such schemes.

13. The process of providing ‘additional sources of loan capital will

64

be complemented through the provision of _equit.y capital by the
state. The NIBJ, 6perating as the Goverume.nt.‘ 5 mvs:stment :f.r'm,
will participate on a minority ownership basis in business c:.ntmes
for set time periods, with well-established clau_s,es f01: exit from
the investment. The NIBJ will provide financ_la} assistance fqr
firms requiring an equity infusion for venture t_,:apltal or loan refi-
nancing purposes. The NIBJ’s involvement will ‘be ?valuat?d on
a case-by-case basis, and will be govemed‘ by criteria consistent
with the strategic direction identified within the Natmna-l Indus-
trial Policy. In this equity participation rol?,, the ITI_IBJ will oper-
ate in a manner similar to that of the International Finance Corpora-
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. .

tidn._ an affilidte organisation of the World Bank Group, that takes
minority equity positions in companies in developing countries
with the expectation of an exit over time.

14. The Goverﬁ_m’ent strongly encourages and calls upon the commer-

cial banking sector to play a complementary role in the credit allo-
cation process. Examples of such mechanisms recently put in place
includé (a) the Micro Enterprise Project for on-lending by a com-
metcial bank to the small business sector, capitalised by the
Government of the Netherlands and Goveriiment of Jamaica, and,
(b) the Furopean Union Crédit Scheme disbursed in a similar
manner. Going beyond thess, there is precedent for the nation’s
commercial banks to provide differential credit rates that allow
productive activities to gain credit at lower relative rates. As a
short-term policy, this practice is to be encouraged in order to
relieve the financial burden on firms that are currently operating with
a liability stricturé heavily weighted with high interest-rate debt.

15. In the medium- and long-term, the cost of 'capital to Jamaica-based

firms will be reduced in a significant manner through the policies
focused on achieving macroeconomic stability detailed in the
previous chapter. Ttiis is an essential objective of the Government's
strategy. The effects of the policies geared to macro-stability will
be felt immediately as nominal interest rates decline in response to
reduction in inflation. It is anticipated that the reduction in real
interest rates to levels that are competitive with low-inflation coun-
tries will occur with a lag, after some two years of the policy
measures outlined being in place.

16. As- macro-stability becomes entrenched, real interest rates

17

18.

decline, and credibility is affirmed, it is expected that a continuing
shift in the orientation of private investable funds will cccur
towards investment in long-term instruments, including equity capi-
tal and venture ¢apital. This shift will fuel the drive for increased
investment in the productive sectors and accelerate growth of the
national economy. )

-It is expected also that, in this process, firms will significantly

re-orient their behaviour to focus on increasing injections of
equity capital to finance their investment activity.

The Stock Market is expected to play a crucial role in the
mobilisation of finance for investment, through the exchance of
securities. The Government's policy is aimed at building an
active securities market that'is attractive to both local and over-
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seas investors. To this end, the Securities Commission is being

- strengthened by amendments to the Securities Act. In addition,

the macroeconomic policy already discussed will contribute to
stabilising the fundamentals to warrant the investment in equities.

. INVESTMENT FACILITATION

Investment facilitation is a key element of the policy. In-the past
year, the _Government has established an Investment Facilitation
Board with the following objectives:

o to address directly, complaints regarding deiays exﬁerienced
in processing investment projects;

o to formulate necessary measures leading to speedy processing

of investment projects;
o to act as a register of all major investment proposals, with
continuous updates on the status of investment projects, and,
o to generate fortnightly reports to the Office of the Prime
Minister on the status of investment projects and indicate, where
necessary, decisions to be taken by the Prime Minister or
Cabinet. :

. A review has been made of all the steps, procedures, documenta-

tion, and relevant agencies involved in the investment approval
process. The complexity of some projects, the adequacy of the
information submitted in proposals, and the need for compliance
with the requirements of relevant agencies, all contribute to the
length of time required for approval.

_ Recommendations have been made to reduce the number of agen-

cies involved, to computerise and simplify application procedures,
and to make the process transparent and user friendly. These rec-
ommendations are being implemented with due speed and urgency.

. The Board’s role in monitoring and accelerating the investment

approval process will be continued and strengthened. It will serve
as a cross-functional, multi-ministry, and multi-agency cenire for
investment facilitation. .

. INVESTMENT PACKAGING

. Going beyond investment facilitation as such, special emphasis is

being placed on investment packaging, as a strategy for mobilising
and focusing investment activity in targeted sectors and projects.
It is an activist strategy involving:
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« continuous collection and anatysis of up-to-date information
- ontocal and global trends, feasibility studies and pre-investment
. analysis; e .
» co-ordination of relevant inputs from key state-agencies
(JAMPRO, SRC, UDC, NDB, ACB, NIBJ);
o consultations and team-work with key actors and specialists
in the local private sector; ‘

» promotion of joint ventures and strategic alliances with inter-

national firms; and -

» securing access; continuous presence, and prominerce in

. major investment markets abroad through direct representa-
tion by appointed agents and affiliation with leading invest-
ment houses. .

A major effort is being made in this area. T his effort has already
begun 16 yield reésults in terms of active investor interest, invest-
ment proposals and actual commitments. JAMPRO is to play au
important coordinating role, and this agency is being geared up to
perform key functions in this area. Formation of specialist teams
from the public and private‘"‘secto: to plan and move forward the
investment process in particular = sectors is a key element of the

- approach.

aIﬁvesfmgnt packaging is a highly targeted approach where efforts

are made to influence the investment and location decisions of
identified firms and groups of investors. Specific projects that are
targets of opportunity have already been identified in the follow-
ing areas: agro-processing, industrial minerals, transportation,
energy, manufacture, tourism, information technology, and
entertainment. Others will emerge from further work.

The Government's policy of privatisation of existing Government-

owned activities in different areas of the economy has also opened
up 2 wide range of new investment opportunities.

- ¥n pursuing this approach, the Government will seek to exercise

flexibility in the granting of incentives in order to allow for
designing creative incentive packages for specific large-scale
projects in competition with other countries. :

PROMOTING FOREIGN INVESTMENT

The inadequacy of domestic capital to sustain significant economic
growth and development, makes it necessary to intensify efforts
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at attracting foreign capital to supplement the dOm.estic invest- ' ' 1. Furthermore, it is expected that the domestic financial segtor,
ment pool. These efforts will be directed to accessing all forms + which has expanded significantly over the past 15 years to achieve
of foreign capital, including direct investment '(°wn?smp-o'ft ?hgf‘;} : - a I;ish lehvel (;5 sophistication, will play an increasingly important
o4t io i t (acquisitio! : role in this. effort, :
cal assets), and indirect or portfolio investmen k.
ublicly igsued corporate stocks, shares, or bonds and purchase of 5 r S . _

P overnment bonds and debentures). 8. The Government is cognisant of the volatility of the international
g . + (e interna Z capital market, especially with r_i:.spﬁc;1 to portfolio investment aFd
d guarantees raised through the interna- : short-term instruments. It recognises that the rmost important safe-
> Apartl ff?ﬁ::i):ln:;:::i:: p?elvious efforts of investment promo- - guard against such volatility is maintaining thé fundamentals, in
?igzawe::;amostly orieute,d to private Foreign Direct Investment : . terms of macroeconomic stability, strong commitment to market-
(EDI). Jamaica gained significant successes in this. area, déspite _ orie;nted reforms, a facilitating trade 'regime_,_and a'competitive struc-
th fa;:t that up o 1990 FDI flows were not a significant part of ture of costs and risks. These are crucial elements of the
ca;it al flows to developing countries. . ’ Government’s industrial policy, which will make it possible to con-

hanged tinue fo attract financing from the world’s major capital markets.
ign i flows has change tract ‘
the structure of foreign investment

3. However, iceable increase i
fomi i . There has been a noticeable 2 )
Flgglﬁc?n;b{nlgi:tg:tllig\'[:tment (FII) to Latin America and the i H. INCREASING NATIONAL SAVINGS
10 Orelg 1 - N 3 tments ) o . . . ’ '

; - t of all new foreign 1nves i S )
Car1'b pean, Wﬂht: 01 ?::d?:nd other stock and bond investors. 1. Saving and investment are, inextricably interlinked. When invest-
coming ﬁPm wu i‘;' ance of financial markets as a source of ment is taking place, increased saving occurs, not only because of
'.l‘he growing 31_3;11 fxc developing countries points to this beinga the increase in income generated but also because of the demon-
ey GE.IE:I ::ket segment for Jamaica to access. Compe- stration effect. If opportunities for investment in real and finan-
putentlallgiuse ark:]t is intensifying, from other countries in Asia cial instruments abound, the encouragement to save is greater.

ition in this m ' . i . : ' .
znd Latin America as well as the new emerging markets in Bast

! . romote Jamaica’s B 2. Financial institutions play a ¢rucial role in this process, Over the
e Burope. Special steps W ﬂ;.‘“’gﬁ;:l:::seﬁt. last two decades, the size of the Jamaican financial sector has
investment opportunities 1n this expanded rapidly, increasing its level of sophistication and the
' degree of financial intermediation. - Hence, there is greater access
to formal savings institutions and some degree of choice among
the kinds of instruments available for savings. Institutions
oriented towards small savers (credit unions, building societies,
and unit trusts) have grown in importance. However, traditional
financial institutions (commercial banks and their offshoots,
merchant banks, finance houses, and trust companies) continus to
be the major mobilisers of savings. ’

ing i Government's policy
4. Investment packaging is a key element of the it

in thi is to provide a link be
in this area, The strategy 18 cen all ]
agencies involved in the investment process and ms.ttt;l(t’;g?a[ll
investors such as mutual and pension fund managers i1 g

financial markets.

i NIBJ, ‘will become
i hat investment banks, such as NIB,
3 ital mobilisation activities such as float-

irectly involved in capl : ' floz
?I:g bor{ds and privatisation of public pension schemes. Activities

such as these will assist with the establishment of_ mml:ual T;(li;
;md capital market instruments which can provide long

financing to industry.

3. Although some efforts to mobilise greater savings and improve
access to saving institutions and instruments have occurred, the
domestic saving rate in the Jamaican economy is still relatively
low, both in comparison with other developing economies and in
terms of the investment needs of the country, This situation puts
the economy in a position of greater -dependence on foreign
savings to finance local investment. The medium- to long-term
goal of the National Industrial Policy is to reduce significantly

measures for financial market_libera_lisation,
ry system, and integration with other
ean, will further strengthen the effort

a (ngoing and future
fi.e-tuning of the regulato
capital markets in the Flanbb
of investment promotion.

ATIONAL INDUSTRIAL POLICY — Growih & Prosperity: The Wayf"m'lvl’aﬂ:i NATIONAL INDUSTRIAL POLICY — Growth & Prosperiy: The Way Farward 50
68 N 7 7




n foreign savings for funding investmentby through the impact of interventions on the capabilities of their
; domestic suppliers. -

the level of reliance o ' .
increasing the rate of domestic savings.

mme of tax reform, the Govern- , 2. The strategy of export push calls for focusing, in addition, on the

rsuing its long-term progra . . : o - . avs : :
4. Inpu 8 sting structure of taxation as it special needs of exportactivity. It is recognised that export activ-

ment will examine carefully the exi

affects in particular, the pattern of saving and seck to remove iy has its own specsl g ety pootes
disincentives where they exist and put in place mechanisms that of factors operating in the external market. The Policy seeks to
f;il:; saifing ' develop particular measures addressed to these needs and to
| ‘ respond proactively as warranted in particular circumstances.
i that der study is that of pension funds. . 7
5. A major area that1s currentiy un

The Govemnment is considering options for new ini‘tiati:ves in t'his g 3. A c;uqi_al cl.ement of the po_li_cy approach is the effort to maintain.

A recommendation that employee patticipation in Pension . ' an intérnationally competitive exchange rate' for the Jamaican
am}?. s be made “pottable“, is being considered, : dollar in relation to the currencies of Jamaica's trading partners.
Scheme This commitment is an integral feature of macroeconomic policy.

i i jety of savings
i the growth in the pumber and varie
6. ot s jyer the past {wo decades, there

4. Recently, the Government moved to establish Single Entity Free
instr:uments e hf?f :ﬁke?ligl::f;atic‘m. This is indicated by the Zones bg amendment of the existing Export Free Zoﬁes Act. }[(Jnder
is still a noed [0° 0 ‘::on of issues of Government paper, the i) this new policy, companies wishing to acquire the status of Free
frequent oversubserp ¢ excess liquidity, the concentration of Zone operators, and hencequalify for benefits under the Act, with-
contirued e?ustence e jand development, and the relatively out being located at any of the existing commercial free zones,
investmeon’s 1 rfe o a§ta_tef:;l:1- ?i?lancial 'mstituti,ons such as insur- can now apply to do so. Approved operatoré are required to locate
small portion o s?r\:cn ise of the MIDA bond shows oneé creative in pre-determined industrial zones with the necessary infrastruc-
ance compen = t can contribute t0 the expansion of ture and fo satisfy the environmental standards governing the

location. ' This policy is expected to bring greater choice in loca-
tion of production plants and/or offices in export manufacturing

way in which governpment ¢ ; on 0
' finchial instruments, whilé jnfluencing growth and allocation of
and therefore make Jamaica more accommodating to investors in
that sector.

icy i jssue similar long-
savings. Government’s policy s 10 continue to 18

term bonds. Other innovations will be _pursued in this area,
including the issue of a Government Savings Bond.

5. The special window for export financing throu gh the Ex-Im Bank,
will be maintained and strengthened, to provide pre- and post-
shipment financing of exports in domestic currency and to
support the export credit insurance scheme. Resources of the Bank
will be replenished to increase the availability of funding for short-
term ¢redit at below-market rates to exporters (via direct lending
and an interest rebate scheme). Renewed efforts will be made to
obtain external lines of credit to allow exporters to access
imported raw materials and equipment.

7. Traditional methods of saving stil p;*.rs_ist. The;g:f‘t;e::; esggs;;r:&
' i i i arity amon ;
for instance, continues 1 enjoy popu am s cogaget
i i i tive saving scheme at the
trading, farming, and as a collc?c ; : -
;)nllace A% {east one financial institution has sm!ghtdio u%e 2}11{12 ;g}l:é ‘.
in | bilise savings. The major awback
cept in its effort to mo . Jor G route
:< the tendency for savings mo -
D o for i han investment. Creation of
for consumption rather than 1 . €
e titfs through specific programmes in ruraland

investment opportunt ¢d by MIDA, is one way in

urban communities, such as those operated b

i i1l seck to alter this orientation. - . |
. which Government will 6. Proactive efforts of collaboration between Government and expori-

ers will be pursved, as for instance in the current World Bank
sponsored project for financing loans to exporters for market
development, jointly undertaken with the Jamaica Exporters’
Association. Opportunities for strengthening and deepening such
collaboration will be pursued in the areas of applied scientific
research in fresh produce and food processing, pesi control,

I EXPORT PUSH

1. Exporters willbeina i)osition to take ad}:rar:agcdotf t‘l:lir;:;s:ir;:l_
. icy i i hat apply across the boat 0 : :
polioy ey ey ; ' aved to do so. They will
based firms. They are strongly encour g The
b:iiifit directly from such interventions, as well as indirectly .
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10.

11.

12.

meeting environmental standards, establishment of a one-stop
station for shipments, and providing security for shipments.

A matter of special and immediate congern for facilitation of
exports, relates to the testing requirements for certification of
prescribed products (eg processsed food, pharmaceuticals and
cosmetics). The Government is examining the option of having
the Bureau of Standards certify private laboratories to carry out
this function. : -

JAMPRO, in its marketing thrust, will continue to provide
direct support to exporters through provision of analysis and
information on export markets, assistance in identifying market
niches, penetrating distribution outlets, and direct contacts with
the market through trade shows, organised visits by teams of
exporters, and advertising. Market promotional activities of the
sectors are, however, expected to be private sector led. The
JAMPRO office in London will be developed to make it a focal
point for promotional efforts in Europe while the office in New
York City will be re-opened and a new office will be opened in
Caracas, Venezuela, to target the Latin American market.

Jamaica Export Trading Company will continue to assist small
enterprises to penetrate export markets through direct trading

activity.

Government is seeking to establish, through collaborative
efforts with the private sector, generic marketing of a Jamaica
name-brand for export products. This should further enhance
the export drive by creating a distinct and identifiable image for
products made in Jamaica.

An annual National Award for Excellence in Exports will be
established in order to provide national recognition for the
significance of exports in the national drive for economic devel-
opment and to reward achievement by outstanding exporters.

Firms producing for the domestic market also play akey role in
the national strategy of building competitive advantage, both as
suppliers to exporters and as efficient producers of import
substitutes. The achievements of such firms will also be given
national recognition. For this purpose, an annual National
Competitiveness Award will be established.
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J. ADDRESSING OTHER DISINCENTIVES

In a_ddition to the areas identified earlier, the focus of the strategy
for investment promotion through reducing disincentives ison the
following areas that are judged to be of critical importance: (a)
cost 'a.nd availability of physical infrastructure, (b) costs_of
acquiring and training skilled labour for the world of work, (c)

 the industrial relations climate and {d) Government administra-

tive obstacles and delays. These will be discussed in following

.chapters. :
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CHAPTER

- ~ SIX

INFRASTRUCTURE DEVELOPMENT

REMEDYING INFRASTRUCTURAL DEFICIENCIES |

"1. Remedying infrastructural deficiencies represents a critical area

in which difficult challenges face the nation. These challengss -

must be faced and dealt with if the nation is to move ahead in its
goal of increasing prosperity and improving the quality of life of
the people. : . '

¥

.

2. These challenges arise in the areas of physical infrastructure:
energy, roads, transportation, water, irrigation and sewage
systems, port and airport facilities and telecommunication
systems. All of these areas provide necessary inputs to sustain
production activity and improve productivity and efficiency, while
contributing to the general quality of life. They are, therefore, of
strategic importance to the growth and development of the Jamai-
can economy. :

3. In addition, there are the fundamentally important and related
areas of human resources, science, and technology, where there
are pressing needs for general increase in the educational level of
the society, for training and formation of skills in the contextof a
rapidly changing environment of technology and scientific knowl-
edge, and for undertaking applied research and development
addressed to solving problems in all areas of the economy and
society.

_ 4. A major challenge derives from the fact that remedying the defi-
ciencies in these areas involves mobilising large amounts of
finance and other resources to undertake meaningful projects. The
limited financing available through the Government’s budget
represents a severe constraint on what can be done by this means.
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3. Comprehensive formulations of policy were recently developed in
the particular areas of Energy Sector Policy and Land Policy. Refer-
ence may be made to the relevant documents. Others are currently
being developed in the areas of transportation, water and sewage,
and telecommunications. The Government attaches high priority to
these, policy areas and will seek to accelerate the decision-making
and’ implementation process in each of them in tandem with the
National Industrial Policy. '

A. PHYSICAL INFRASTRUCTURE

ELECTRICITY GENERATION

GBJECTIVES

(@) toupgrade and expand the base of physical and human
infrastructure; - -

(b) toimprove the quality and scope of services provided; _

{c) toreduce the cost of provision of services so as to provzdf:
Jamaican firms with competitive parity in terms of the price
paid for services, and n _

(d) to improve the quality of life, the human skills, and creative
capabilities of the Jamaican people.

STRATEGY

The Gov crnmeﬁt's s&ategy in meeting these objectives involves 1. From the standpoint of industrial policy, the most difficult chal-

the following general features to:

lenge in the area of electricity generation concerns the issue of
the price of electricity. 'Fhe challenge is to provide Jamaican firms

(a) follow a demand-led approach in infrastructure dc\_rglop;nent; . with competitive parity in terms of the cost of energy. Issues of
(b) focus the provision of services on meeting the needs o W and the scope and quality of supplies are not unimportant, but can be
targeted areas so as to have maximum impact on growth and more readily ssolved. * - i

development; e e : ' -

(c) concentrate on achieving cost-efficiencies wherever they can - A position of adequate supplies of electricity had largely been

. achieved by the Jamaica Public Service Company (JPSCo) prior

(d) sspt;;tl;;l‘;“t Gov;amment budget allocations by mobilising to June 1939,4. The Company had a generatigg' gagacity ng560

additional sources of funding aI:Idfln‘_’csmtl;‘:ai‘:%i?:é:c;? p megasflitts to cope witha peakf tz'e;uand of 3SOT1Eegawatts per year,

ivate sector and frorn ex 8 : roviding a reserve margin o er cent. at reserve margin

(e) ifll;:rnc:dtll::elzgzt f::overy mechanisms, wherever f easible-and Eva_s inter%upted by an acf_ildent in 11394, but in recent months elzc-

desirable, so as to ensure that the dir&fct b.eneflclary pays a;:ld tricity supply has begun to increase so as to réstore the reserve

that the supply of services can be maintained and expanded. . margin. By November 1995, JPSCo had a generating capacity of

o ' 606 megawatts to meet a peak demand of 424 megawatts, provid-

POLICIES ing a reserve margin of 43 per cent. Of the total generating capacity,

. ¢ nfea- 114 megawatts was supplied by the private sector under Build-

1. As a matter of general policy to be pursued in all areas of inira Own-Operate projects. :

siructure, the Government secks to relic:,ve th?, .publi.c-sector
budget constraint by rationalisation of public ad_rmn;stratmn func-
tions in each of the relevant ministries and agencies, 1.mpr0vermantcsl
in operational efficiency, betier management of project costs, an
adoption of cost recovery measures.

Specific strategies are being designed and corrcspf)pdmg'pohmgs
pursued, so as to address the special problems, conditions Iam:l nelf 5
that arise in each area. In so doing, the,.Goverm.nent \_ml] seek to
maittain consistency, coordination, and mtegrat.lon w1t}} t'he strac—l
tegic thrust of the Industrial Policy. Ongoing policies an

programmes are also being adapted to this goa}.

. Assufing the quality of electricity éupply has proved more prob-

lematic. But, even here, IPSCois pursuing voltage standardisation
and capacitor installation programmes to achieve a high quality
of electricity supply. These programmes are ongoing and further
improvements in the quality of electricity supply should occur as
additional investments are made. .

. As with most infrastructure, ensuring both the adequacy and the

quality of electricity supply is largely a problem of the availability
of capital. In the case of electricity, however, the product is less
of a public good than other elements of infrastructure. Conse-
quently, it has a low priority as a claim on the Government's'
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limited capital budget. Given the ability to charge a price which
reflects the economic cost of supply, the capital needed to
expand and improve electricity supply can be generated from
private sources.

. The possibility of sourcing private capital for electricity

generation in Jamaica is already well demonstrated. JPSCo has
entered into three contracts to purchase 175 megawatts of elec-
tricity from private, independent power producers, of which 114

megawatts is already in operation. The total investment in

private generating plants unider these contracts will amount to
over US$200 million. In addition, the possibility of fully
private operation of the entire electricity sector has been
demonstrated by two proposals submitted by private companies
to purchase majority shares of JPSCo.

. The price of electricity results from & number of factors includ-

ing: the method of electricity generation (e.g. from hydro, nuclear
or thermal sources), the size of the electrical system, and the
possibility of interconnection with other systems. Thermal
sources of electricity, including oil-and coal, are the most
expensive forms, with hydro and nuclear being cheaper.

. Countries with larger systems can generate electricity more

cheaply. The size of the system determines the size of an indi- .

vidual generating plant and there-are substantial construction
economies of scale and some operational economies of scale in
electricity ‘generation. Furthermore, countries that can inter-
connect with other electrical systems can generate electricity
more cheaply than countries that do not have this option. The
possibility of interconnection allows two or more systems to
share capacity, thus reducing the level of reserve capacity any
single system has to maintain in order to meet reliability
requirements.

. Jamaica is likely to continue to have relatively high electricity
- costs primarily because of its relatively small system and ifs

inability to interconnect with other suppliers due to its island
geography. Reduction in rates can be achieved with improve-
ments in efficiencies and the formulation and execution of inno-
vative strategies. However, it must be recognised that such
improvements will not allow electricity rates in Jamaica to move
from the present level of US$0.127 per kilowait hour to the level
that obtains in the United States of about US$0.06 per kilowatt

hour.
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Table A.7 gives a comparison of Jamaica’s electricity rate rela-
tive to the rates of neighbouring countriés in the Caribbean and
Latin America. Generally, the smaller Caribbean countries have
higher rates while the larger Latin American countries with
significant hydro installations have lower rates. '

10. Although there are definite feasibility constraints to reducing elec-

tricity price for the industrial sector in the Jamaican tontext,
alternative possibilities exist for such. price feduction. One such
possibility that has been used in some countries is cross-
subsidisation in favour of the industrial sector.

1t is not always obvious when cross-subsidization is taking place
because electricity rates for the industrial sector are often lower
than for other sectors of the economy, not for reasons of cross-
subsidisation but because it is inherently cheaper to supply elec-
tricity to the industrial sector. Nevertheless, when the gap is a8
wide as is the case in countries such as Brazil and Chile, for
example, it is reasonable to assume that cross-subsidisation is at
work, Of course, the. Ecuadorean case demonstrates that cross-
subsidisation could be pursued in the opposite direction.

The Governmerit of Jamaica does not support cross-subsidisation
of the industrial sector as an approach to reducing electricity rates
to the inducirial sector. In part, this is because of the important
concern for social equity as ‘expressed in Government's overall
policy framework. :

Instead, the Government proposes an approach that involves
efforts to reduce electricity cost through co-generation projects
between YPSCo and large users of electricity. Co-generation would
allow for efficiencies in the use of fuel and cost reduction due to
the economies of scale associated with expansion of the electricity
network. JPSCo currently has several co-generation prospects.
The policy is to promote the active pursuit of these and other such
projects with major industries such as bauxite/alumina, tourism,
and the emerging non-metaliic mineral sector.

The success of this approach is dependent on continued improve-
ments in the operations of JPSCo. The Government is committed

to establishing a regulatory system, through the Office of Utility

Regulation, that will allow JPSCo to operate at maximum levels
of efficiency. In the context of an appropriate regulatory frame-
work and with separation from the Government's capital budget,
JPSCo is expected to continue to reduce, significantly, power
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system losses. In 1992 such losses were high relative to other
middle-income developing countries, but they have been declin-
ing since then as the Company has focused attention on this
problem. Introduction of the new regulatory system w'ill
proceed on the understanding that the Company improve its

-efficiencies and thus reduce electricity price over time.

5. The'two sectors of the economy most affected by inddequacy of

the existing road system, which are also two of the largest
foteign-exchange earning sectors, are tourism and agriculture. The
Government proposes that, in the short term, the resources avail-
able for road maintenance and construction be focused on roads
that are directly linked to these sectors of the economy. The focus
on these sectors will also benefit directly other sectors involved

15. Further, the Government has adopted a policy of private partici- oty s willasol ;
pation in the electricity sector. In the context of this. policy, . in mov*ngfrpxgl.n_t or people around the nation,
Government is ourrently °°ns‘def‘“g.the.1’“"?téfang:; fafsgi?i 6. In the 199571996 fiscal year, J$2.125 billion of the J$3.205
Final decu.s ton on thPf lpgtter ofp?\(ahsatmn;) e ti I; 0‘3‘: ners billion allocated for road programmies will focus on the agricul-
be a function qfthe ab_lhty and wxmngnesi.:s; prqsgegfne'l ectricity tural and tourism sectors, Specific projects include;
to cope effectively 1"?;?" P"“’v?:‘il:z'-‘f: o orifioal slewment ln the o J$1.2 billion for rehabilitation of 483 kilometres of road fall-
offered to users. This is vi ritical , ing in 25 rural townships; . S
National Industrial Policy because of the significant }'ole that - 1ng m_; ' Tural townsnips; . 7
energy costs play in determining international competitiveness. o J$539m for the rural road rehabilitation improvement and
. ‘mainténance programme (RRIP-II), with the specific objec-
ROADS tive providing-access to rural areas in order to stimulatf;
_ agticultural production, and, ' .
1. Incontrast to electricity service, roads may be regarded as largely _ L . L
public goods. Though the mechanism of toll roads is widely ° J$222m for the Northern Jamaica Development Project, to
used, it is typically difficult for private business interests to improve the infrastructure in tourism centres on the North Coast.
recover the full costs of road construction and maintenance. ' '
Consequently, in the absence of Government intervention, there TRANSPORTATION
tends to be underprovision of this resource. Yet, the presence . SO ' - B
of adequately constructed and maintained roads is critical to 1. Details of the Governmént’s Transportation Policy are now being
national development. ' developed. The Government's general approach has been to reduce
) ) its ownership in the transportation sector. However, urban trans-
2. The Government accepts its responsibility for the provision, Portation: _in.part.icfular, is clearly an area in which Government
maintenance, and expansion of the road network. intervention is critical, although costly.
3. Currently, Jamsica has & network of 6521 kilometres of paved 2. In general, Government expects to be involved in the following
. ) - e interventions; '
main rt])iads. This 3m°“?t256tgga;::?aﬁ::;g;ggg:’zd;n:;l:‘i?:;: (a) subsidies to the urban transport sector to facilitate an effec-
illion persons, o J : ; indivi sami e
Eef:rzﬂllaz e Ilgjorted by the World Bank for 33 lower-middle- ?e‘; :::bvement of individuals within the country’s uwrban
income co_}lptries n 199-5' Howe]:'ell.;, mf‘:-cgo:c;: cuI:’;;\ni'zr;cc:‘pLD (b) ownership of some of the rolling stock required by the trans-
poor condition and continues fo be far Iro q o port system, with the equipment leased to the private sector at
. ) . and economically viable lease rates, and,
4. Tnthe develophmgxt of its Prﬁg:ggzl:; fgl;;;‘: ;ﬁﬁﬁ‘;ﬁm (c) provision of services that enable system-wide efficiencies,
struction, the Governmen . : : . -
?l‘(;:; objective is to support the development of sectors of Fhe such as central repair and depot facilities.
economy likely to generate additional resources rapidly, which 3. A critical focus of the policy will be to create an appropriate
can then be applied to the development of infrastructure that will balance between the need for competition among transportation
benefit other sectors of the economy and the country at large. suppliers and the need for proper organisation of the transporta-
' tion service.
80" NATIONAL INDUSTRIAL POLICY — Growth & Prosperity: The Way Forward | ATIONAL INDUSTRIAL POLICY — Growth & Prosperity: The Way Forward 8i




82

4. The rehabilitation of the rail network is an important ingredient
in the transportation infrastructure, Government is privatising
the Jamaica Railway Corporation. Both passenger and freight
services are expected to resume shortly.

WATER AND SEWAGE

1. The Government’s policy with respect to this area of infrastruc-
ture is to seek cost-recovery in the use of existing water and
sewage facilities throngh the National Water Commission and
to target the expansion of water and sewage networks to
specific sectors. :

3. Beyond the continued maintenance and improvement of urban
water supply systems, there are two critical areas in which
services need to be upgraded. These are the areas of agriculture
and tourism. The Government will continue to expand irriga-
tion facilities to agricultural belts across the country. An
important continued area of focus will be the arid, but highly
productive, southern agricultural parishes. Because of the
significant costs associated with expansion of the network to
cover all irrigable lands, the expansion will be conducted on a
phased basis. :

3. The focus of expansion of the sewage network will continue to

be in the country’s tourism belt. This is being facilitated maialy

through the Northern Jamaica Development Project. The

relevant sub-projects are:

(2) The Lucea/Negril Water Supply Sub-Project, which is
designed to improve the water system serving the rural
parish capital of Lucea and the township of Negril. The
1996/97 Budget for this sub-project is J$330 million.

(b) The Montego Bay Sewerage Improvement Sub-Project seeks
to expand setvice to an area of approximately 16 square
kilometres around the ity with the capacity to handle
sewage flows up to the vear 2015, Some $150 million is
targeted for expenditure during the 1996/97 fiscal year.

Other projects include the Montego Bay Water Supply Project
which has targeted for expenditure some J$115 miltion during
the 1996/07 fiscal period, and the Ocho Rios Sewage Project
with expected expenditure of $90 million.
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SEA PORTS AND AIRPORT. FACILITIES

1.-

The existing structure of sea: ports includes a mixture of privately
and publicly owned facilities. Private ports include those owned by:
(a) the bauxite and alumina companies such as Port Kaiser in
St Elizabeth and: Port Esquivel in Clarendon, and, .
(b) other private companies such as the Cement Company and
. Jamaica Flour Mills. Segments of the . Port of Kingston are
also privately owned by Kingston Wharves. The remainder
of thie Port of Kingston and the Port of Montego Bay is
. publicly owned by the Port Authority of J. amaica and managed
by private firms. -

Expansion of the sea ports is a crucial requirement to cope with
the increase in freight flowing into and out of the island. Most

~ Jamaican firms are dependent on one or both of these activities.

The more congested the port, the greater the difficulty they face
in effectively executing business transactions.

‘Expansion of port facilifies has a strategic role in efforts to

increase earnings from international transport markets. This is so
with respect to increases in passengertraffic through the nation's
airports, or fréight traffic through the nation’s sea ports. There
are also opportunities for an increase in trans-shipment operations.

The Government’s policy with respect to the sea ports is to seek
to expand available capacity. This will be achieved in 1996 with
the commissioning of additional berthing capacity at Gordon Cay.
The berthing space available at the Port of Kingston is being ef-
fectively doubled with the creation of 610 metres space at a cost
of about US$80m. This expansion offers the opportunity and the
challenge for increasing Jamaica's share of the regional trans-
shipment market,

With respect to airports, the Government’s policy is to expand
and refurbish the two airports, at Kingston and Montego Bay. The
focus will be on private sector participation in the airport facili-
ties. Drivate sector participation will also be sought in the devel-
opment of aerodromes throughout the island to facilitate intra—
island air-transport of citizens and tourists.
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TELECOMMUNICATIONS

1,

The Government’s policy on telecommunications is to promote
continued expansion and technological updating of the network
so as to provide services at competitive prices to subscribers,

The Government privatised the island’s telecommunications
system in the 1980s in'order to gain private sector participation
in the provision of capital for network expansion, It also sought
to facilitate network expansion by providing a regulatory envi-
ronment that would be conducive to such expansion. This goal
has met with success as the network has expanded frorh 160,000
stations in service in 1988 to 412,000 stations in service in 1995,

Based upon the efficient operations of the telecommunications
company, the favourable demand for its services both local and
foreign, and the attractiveness of the regulatory environment, the
Telecommunications Company of Jamaica (ToJ), the privatised
firm, has become possibly the most profitable company in
Jamaica. Profits in 1994/95 were able to anchor the self-
financing of 84 per cent of capacity expansion in that year,

4. The challenge now facing ToJ is to provide telecommunication

services to the Jamaican public at the lowest possible price and
using the most advanced technology. The element of fechnel-
" ogy is critical since, of all the areas of infrastructure, this is the
one in which technology is moving most rapidly. Itis also an
area that affects performance in all other sectors of the economy
in terms of cost efficiency and, hence, is critical for building
international competitiveness. Moreover, it is crucially linked
to development of the information technology sector that is a
targeted sector for long-term development of the Jamaican

economy,

5. The comprehensive Telecommunications Policy that is currently

being developed elaborates further on the policy issues in this
area. ‘ :

INDUSTRIAL PARKS/FREE ZONES

1. Government secks to establish industrial parks or economic
zones in different regions of the country to facilitate economic
activity. Such zones provide various forms of infrastructure

support. They allow firms operating in the zone to benefit, as

i

e

pr

e e —

well., from reduction of transactions costs through agglomeration
economies and removal of buréaiicratic inefficiencies,

Suc:h zones are also an important part of Government’s overall
p_ohpy to promote regional dispersion of économic activity across
the whole country so as fo provide direct economic benefits to
people living in small towns and rural areas. A better spatial

location of business activity in Jainaica is critical, given the present
concentration of such activity (two-thirds of all manufacturing
jobs), and of residential accommodation in the Greater Kingston
Metropolitan Area, =~ :

Ja_nmica now has three such free zones: the Kingston Free.Znne,
th__c Ga;x_nex Free Zone (also in Kiﬁgston), and the Moniego iBay
lf‘reg Zone. The Government recently put in place a poliéy initia-
tive designed to complement the existing free zorie structure by
allowing the establishment of Single Entity Free Zones through
amendment of the existing Export Free' Zones Act, Under this
new policy, individual firms that qualify for free zone status can
choose to locate in areas apart from the three current free zone
locations,

. A related policy initiative now béing pursued is to establish

industrial parks.” Under this policy, land is being set aside in
different parts of the country to be dedicated to industrial devel-
opment, Consideration is being given to multi-purpose industrial
parks in Kingston, Portmore, and Montego Bay, tourism-related
development areas in Port Royal, Port Antonio, and Oracabessa,
and transport-related development areas in Palisadoes and around
th(.'} Kingston Harbour. The Government is secking to involve the
private sector in the actual development of these facilities,

HUMAN RESOURCE DEVELOPMENT

In order to pursue a coherent strategy of human resource develop-
ment geared to the objective of long-term growth and social
development, Government recognises the need to move towards a
more comiprehensive approach to the design of policy in this arez.
The large size of the existing gap between the demand for educa-
tion and training and the capacity of existing Institutions and
programmes fo deliver creates an imperative for this approach.

It is also necessary to examine closely how resources can be
better used through re-allocation among competing claims within
the education system and in response to changing prierities for
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sducation and training. Government is committed to applying The jmmediate priority, in terms of resource allocation, is to focus
this approach in developing new ways to meet the needs for on the needs of the primary and secondary levels.
education and training. o S .

' 8. In keeping with this priority, Government has introduced a new’

. Government also recognises that educationisa social good, quite

apart from its role in the economic process. Furthermore, it is

one of the primary means for obtaining social equity. These
criteria are to be included in the design of policy.

_ Asto the requirements of 2 comprehensive policy, Governmént

recognises that the rapidly changing environment of knowledge-
based and skill-intensive production demands a more rounded,
multj-skilled person, imbued with both general and specific
knowledge, who can adapt and respond to new areas and oppor-
tunities of work in terms of performance and through retrain-
ing. This calls for building a culture of training from the bottom
up, embodied in relevant institutions, in capable teachers, and
in well-designed programmes of learning and training for both

‘teachers and students.

. At present, this perspeétive is embodied in the Programme for

Reform of Secondary Education (ROSE), in the Restructured
Training System under HEART/NTA, and in reforms taking
place at the primary and early childhood levels. The Govemn-

- ment aims to deepen and strengthen this approach throughout

the whole education and training systems.

. In particular, this approach now has to spread in earnest at thé

tertiary level, The process has already begun in terms of the
articulation between the newly constituted University of Tech-
nology and the Community Colleges. As the next step, closer
attention will be given to developing appropriate mechanisms
and measures for articulation between all tertiary institutions:
the University of the West Indies (UWI), Teachers' Colleges,
Community Colleges, the College of Agriculture, and the Mari-
time Training Institute.

Consideration will be given, in particular, to ways of increasing
capacity utilisation, allowing transfer of credit and movement
of persons between institutions, establishing degree granting
programmes in Teachers' Colleges tobe certified and monitored
by the UWI, and direct payment of tuition grants to students to
altow freedom of choice among institutions and prograplnes.
The University Council of Jamaica can play an evolving role in
this process.

i Student Loan Scheme which would, éimultaqeously, ensure that
students pay for an acceptable percentage of the economic cost of

©_ their education (presently less than ten per cent) and guarantee

9.

that no qualified siudent would be denied access because of fund-
ing difficulties. '

deen-l_g';l,ent is committed to full funding of pﬂmary schaol
education and maintenance of - the current level of 100 per cent
enrolment. '

10, Significant enrolment gaps still exist at the lower secondary level

11

12.

13,

(13 per cent).and at the upper sécondary level (53 per cent). Owing
to the lack of acqummodatibn, a bottle-neck exists at the Common
Entrance Examination. Government aims to eliminate the gap at
the lower secondary level and, in the process, remove the pressured
nature and role of the Comthon Entrance Examination.

.In addition to the enrolment gap, there is also a gap in physical

facilities. Demographic changes will likely release some facili-
ties at the primary level, which can be transferred to the second-
ary level. Consideration will also be given to a rationalisation of
the use of the plants of primary and all-age schools and generally
to a more effective use of the shift system. -

A critical problem exists in terms of educational needs of the
existing work force, where 67 per cent of new job-seekers have
no certification atall. Congideration is being given to developing
a High School Equivalency Programme to meet the needs in this
area.

Apart from Government efforts, the private sector can play an
important role in mecting the needs for education and training.
Private sector initiatives are already bringing significant benefits
through such programmes as the J. amaica 2000 Project under which
computer facilities have been provided,so far,in 80 schools, or
50 per cent of the country’s 160 state-funded secondary schools.
Efforts will be made to encourage private sector involvement in
the- tertiary system, especially in arcas where huge gaps currently
exist and are not being met by domestic programmes. This
requires developing appropriate mechanisms to guarantee stan-
dards of performance,through monitoring and accreditation.
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1.

SCIENCE AND TECHNOLOGY

Government recognises that the process of building competi-
tive advantage in the Jamaican economy is based on system-
atic application of science and technical knowledge to meet the
needs of the economy in numerous areas, for improvement in
efficiency of production methods, materials processing, product
innovation, technical services in design, testing, and construc-
tion, improving physical infrastructure, pest control, crop
disease and methods of managing environmental conservation.

A tight link will, therefore, be established between resedrch and
development (R&D) activities in science and technology and
the thrust of the industrial policy. This will be done by making
funding of institutions engaged in such activities more directly
tied to their performance in undertaking projects oriented ta
meeting identified needs in the economy.Emphasis will be placed
on problem-oriented research, focused on meeting demand in
different areas of the economy.

A diverse set of demands currently exists, as indicated in ongo-
ing projects in these institutions in the following areas: genetic
improvement in cattle breeds, black sigatoka management in
the banana industry, fertiliser response trials, integrated pest
management, control of hypoglycin levels in canned ackees,
processing of jams, jellies, and sauces, alternative irrigation
systems, soil and water management technology for hillside
agriculture, commercial white potato seed production, plant
tissue culture, and algae biotechnology.

New demands will emerge consistent with the developments
taking place in dynamic sectors of the economy. R&D activity
can also help to lead the process by targeting product innova-
tion and materials research, for instance, as related to unique
natural resources, fibres, clays, fruits, and herbs found in
Jamaica, and by creative efforts in software development in the
rapidly growing field of information technology.

To the extent that these institutions gear themselves to this
orientation they will be in an improved position to obtain addi-
tional funding sources to sustain their research activities through
cost-recovery charges for services, thus relieving them from the
constraint of limited budgets.
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6. There are now 40 different agencies/institutions involved in

different areas of R&D activity. They will be encouraged to
rationalise their specialties and services so as to take advantage
of cost-effective changes and synergies from interdependence
among the different areas. ' '

. Information technology is an essential element in the strategy

for apply.ing science and technology tq the transformation of
the Jamaican economy. It is targeted as a sector for develop-
ment and support by the National Industrial Policy, in accor-

dance with the core policies for investment promotion and

export push,




CHAPTER

e SEVEN

SUPPORT FRAMEWORK

KEY AREAS OF SUPPGRT -

| In seeking to provide a broad-based support framework for invest-
ment and growth in the Jamaican economy, the National Industrial
Policy will focus on a number of other specific areas that require
special attention. These include the fol]owwg key areas:

1. Trade policy .

2. Competition policy

3. Small business development
4. Labour relations

5. Public sector reform

TRADE POLICY

1. Present policy, consistent with the Urnguay Round agreements
and with regional trade agreements made with CARICOM, is to
liberalise trade over time by reducing tariffs and non-tariff batriers.
This process is now at an advanced stage. It will serve to place all
firms in a position to acquire inputs at world market prices sn that
they can become competitive at the world level.

2. Measures will be put in place to ensure that Jamaican firms are
not victims of unfair trade practices. These measures include:
o effective enforcement of anti-dumping legislation
= use of countervailing duties where necessary, and,
= ensyring, through the Burean of Standards and Customs
Depariment, that imported goods meet the appropriate health,
safety, and phyto-sanitary requirements.

3. The interests of Jamaican exporters in dbtaining market access
will be vigorously defended by diplomatic efforts. to deal with
non-tariff barriers in external markets.
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. Within CARICOM, the framework of deeper regional integration

through the Single Market and Economy.is being pursued. An
important matter of concern for Jamaica relates to the adverse
effect of the Oils and Fats Agreement. This matter is being exam-
ined in ongoing negotiations. :

. Widening of regional integration, to include Aééociatipn of

Caribbean States and FTAA, is a priority. The question of NAFTA
parity remains open. Meanwhile, the absence of parity signifi-
cantly erodes the attraction of Caribbean Basin Initiative II.

. The future of EU/ACP trade relations after Lome. IV, remains

unknown. Govermnment recognises that, in the long-term, non-
reciprocal preferential access is likely to be discontinued. Through
the National Industrial Policy, provision is being made for deal-
ing with that eventuality so as to accommodate economic adjust-
ments. Meanwhile, the short term strategy is to defend preferen-
tial status for Jamaican products in order to ease the transition,

. The advanced programme of trade liberalisation and the introduc-

tion of the National Industrial Policy signal the need to review the
mechanism for trade policy formulation so as to define Jamaica’s
strategic interests and to strengthen the process of strategic bar-
gaining to defend those interests. This review will be done in
conjunction with the requirement to submit the trade policy
regime to scrutiny under the Trade Policy Review Mechanism of
the World Trade Organisation. Government will seek to involve
the widest representation of sectoral interests in the formulation

of palicy.

COMPETITION POLICY

1. An essential concern of the industrial policy is to pfovide a

competitive environment (a level playing field) for the conduct
of business activity in Jamaica. This entails that all legitimate
business ‘enterprises must have an equal opportunity to partici-
pate in the Jamaican economy. Additionally, the consumer must
have the benefit of adequate and relevant information and be

afforded meaningful choice.

. These requirements follow from the Government’s commitment .

to promote a market economy with the benefits that accrue there-

from, in terms of: N
o the economic efficiency which results from competition among

different firms;
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° lower prices and more choices for the consumer;
® Petter quality of products and services, and,
¢ increasing opportunities for existing and new businesses. .

. Competition in the domestic market-place has the added advan-

tage of strengthening the capacity of Jamaica-based firms to cope
with competition in the international market-place, which -must
become the reference point for economic decision-making and
action in the context of trade liberalisation and the current trend
towards a global economy.

.- In pursuit of these goals, the Government passed the Fair-Compe-

tition Act in 1993 and established the Fair Trading Commission
(FTC) as the administrative body. Under the Act, certain conduct
has_bee_n_ made illegal, for example: abuse of dominance, “tied”
selling, price fixing, misleading advertising, double-ticketing. The
Act provides for severe penalties in cases where breaches of the
law are found to exist. .

. The FTC functions as an enforcement agency fo ensure compliance

with the law. It has developed a programms of advisory opinions/
guidelines to assist businessés in avoiding breaches of the law and

. to educate consumers as fo their rights. It is involved in an active

public education programme. It has also developed a close work-
ing relaponshlp with the Bureau of Standards to ensure that better
products and services are offered to the market. These programmes

_will be continued and new initiatives developed. The FTC is

expected to play an evolving role in kecping with the development

of the Jamaican economy and with changing global practices in

business regulation and consumer protection.

. The Government is preparing new draft legislation to revise the

Companies Act. The old Companies Act of 1965 is recognised to
be obsolete in the context of the new business environment which
has grown in both the value and volume of activity and has seen
the emergence of new corporate structures and new institutions
such as'the Stock Exchange. The aims of the new Bill are to
provide greater simplification of company formation, stimulate
corpf)rfite investment, achieve greater corporate democracy by
providing more meaningful rights and accountability to sharehold-
ers, prm.'ide a vehicle for employees to get a vested stake in their
companies, and institute greater safeguards for the protection of
all interests. '
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7. The Government is considering proposals for the establishment

of a Commercial Court to deal specifically with business litiga-
tions, Matters that are litigious, which relate to the Fair Competi-
tion Act, the new Companies Act, and the Securities Act, could
be presented 0 such a specialised tribunal, staffed by specialised
judges, with the requisite resources to ensure effectiveness and
efficiency. This could result in more expeditious handling of cases

of this nature.
SMALL BUSINESS DEVELOPMENT

1. The development process in Jamaica is likely to be driven signifi-
cantly by the activities of smatl business. The National Industrial
Policy seeks to affirm the importance of this sector of the economy
and to integrate the productive elements of the sector into the over-
all development process. The key concern is to enhance the abil-
ity of the sector to coniribute to the national development goals of
growth with social equity and conservation of the environment.

9. The MSE sector (non-agricultural Micro and Small Enterprises),
now plays a major role in the economy, especially because of its
employment generating capacity (it employs 22.3 per cent of the

_employed labour force). It covers a diverse range of businesss

activities of different sizes (below 49 employees per establish-
ment), mastly concentrated in three industry groups
(Tradé,Hotel&Restaurant,S5 per cent, Clommunity, Social &
Personal Services, 19 per cent, and Manufacturing 15 per cent).It
" has distinct gender characteristics, indicating a concentration of
women in busincsses with low economic returais and limited
access to credit. A high proportion, more than half, of establish-

ments are located in urban centres.

3. MSEs have special problems arising from their small scale,
limited capital and skills, and other constraints. At the same time,
they have much potential and in some instances distinct competi-
tive advantages.Several critical issues impact negatively on the
sector, thereby inhibiting its potential contribution to pational
development.The National Industrial Policy seeks to directly

address those issues.

4. MSEs are adversely affected by macroeconomic instability oper-
- ating through the supply and cost of credit, the foreign exchange
rate, and the purchasing power of local low-income consumers
who traditionally form the largest market for MSE goods and
services.Consequently, Government initiatives to stabilise the
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macroeconomy are expected to have direct effects in improving
the economic performarice of the sector. Similarly, liberalisation
o.f the trade regime through reduction of import duties will
directly enhance their productive capabilities through access to
cheaper raw materials and capital equipment.

. Government seeks to broaden the market for MSE goods and

ser_v_i.ce_s .ljy incorporating MSEs into the drive for exports through

sgmc‘1fic miti_ative_s aimed at increasing their productivity and effi-

ciency, _upgtading skills and management capabilities, improving

access to credit, providing marketing support in terms of infor-

E:ttilgn_ and access, and simplifying the process of business regis-
n. - '

. In keeping with a general policy to promote the development of

specialised industrial parks, the Government will support targe
: i X ted
industrial space for small business. °F ’

. The Naticnal Industrial Policy calls for efforts to link small busi-

nesses and larger firms through subcontracting relationships.
Man.y. examples of such relationships already exist in agriculture,
tourism, and manufacturing, The Government will continue to -
provide a supportive environment for such relationships.

. Government agencies and institutions will seek, wherever

possi_ble, to n}ake regular purchases of goods and services of the
required quality from the MSE sector.

. New emphasis will be given to training in the area of enfrepre-

n.eurship and s.mall business management by the training institu- -
tions. The University of Technology has been at the forefront in
the development of such programmes. Other institutions invelved

in management and business training will be encouraged to

participate in this process.

10. Access to credit is a major dilemma facing the small business

sec_ftor. The Government has established specialised credit insti-
tutions, such as the People’s Cooperative Bauks and the Micro-
Develgpmeut Agency for allocating credit to the sector. Govern-
ment is committed to continue this process and to increase the
resources allocated for this purpose.

11.In order to pursue a comprehensive and systematic approach to

the.dEfvelopment of the sector, the Government is planning to
establisha .‘.Sma.ll and Micro Enterprise Co-ordinating Bureau, The
overall objective of the Bureau will be to provide strategic
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-direction and co-ordination to the sector’s development, with-
out duplicating the implementation role of the existing
organisations within the sector. The Bureau would undertake
research, data collection and reporting, policy formulation,
monitoring of sector projects, and the pursuit of funding assis-
tance for the sector.

LABOUR RELATIONS

1.

The Labour Market Reform Committee, appointed in early 1995, -

has been engaged in examining the existing system of labour
relations in Jamaica. The Committee has submitted an interim
report which will shortly be tabled in the House of Representa-
tives. This report will assist in the formulation of Government
policy towards industrial disputes and improvement of the
industrial relations climate.

Government already recognises that, at present, the dispute
settlement machinery is less effective than it should be.
Government is committed to strengthening the Industrial
Disputes Tribunal (IDT) and to providing an environment in
which that tribunal can settle disputes in a speedy manner, in

accordance with the 21 day limit proscribed in existing legisla- -

tion. As animmediate initiative to deal with this situation, the
following measures will be implemented:
(a) appoint an additional division to the IDT;
{b) increase the remuneration\of IDT officers;
{c) provide additional officers\with specialised skills, and
(d) upgrade the physical environment within which'the IDT
operates.

The Government is also committed to strengthening the con-

ciliation machinery of the Ministry of Labour, The following

measures are being implemented:
(a) upgrading the physical environment of the Ministry;
(b) reclassifying the posts of conciliation officers, and,
(c) strengthening the pre-conciliation unit.

Government endorses the importance attached to health and
safety at the workplace by both employers and workers and will
be secking an carly enactment of a new Occupational Safety
and Health Act..

5. Beyond'adjustments in the labour-relations law and code, and

strengthening of the dispute settlement machinery, the Government
recognises that an important factor affecting labour relations in
Jamaica is the presence of macroeconomic instability. The
unpredictability of future inflation and exchange rates exaggerates
the normal friction to be expected in labour-management negotia-
tions. - In this respect, success of the policies for achieving
macroeconomic stability will have a positive effect on the situa-
tion. One of the objectives of the Social Parinership is to forge a
national consensus on labour relations.

PUBLIC SECTOR REFORM

#

1. The National _Ipdﬁstrial Policy calls for the state to play an activ-

istrole in developing policies and programmes and effective imple-
mentation procedures in a wide range of areas, in carrying out
inyestment activities in infrastructure development, and in
providing support, co-ordination, and guidance to the process of
investment and general deyelopment of the Jamaican economy.

. It is commonly recognised that, by.and large, the public sector

has not been delivering its services as efficiently and effectively
as it should. This situation creates difficulties for the ordinary
citizen in dealing with Government agencies. Administrative
obstacles and delays are also a source of disincentives to the
conduct of business activities, The Government recognises that
this sitvation must be changed if its policies are to achieve their
desired results. Systematic efforts are being made to significantly
improve this situation,

. Government has already initiated the Administrative Reform

Programme, designed to bring about specific reforms of the public
service with a firm fix.on priorities. Definite achievements have
been made in certain areas. These include: new bases for disposi-
tion of Government lands and forwarding Government contracts,
improvement of accounting practices so as to meet auditing
requirements, efforts to make leave conditions, retirement and
pensions more market-responsive, and the reclassification of tech-
nical skills in the civil service.

. Along with these internal changes, major strides have been made

in a general move towatds divestment and privatisation of certain
public-sector entities.
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_ Other reforms have been introduced, or are in the process.of
being implemented in the following areas: deregulation, reform
of tax administration, new financial legislation, establishment
of the Securities Commission, Fair Trading Commission,
Office of Utilities Regulation, Investment Facilitation Board,
Trade Facilitation Board, veform of the Customs Department,
reorganisation of JAMPRO, and revision of the Companies Act,

. Bight key government agencies, critically puéitioned in terms
of national development, have been selected for introduction of
new management systems and general upgrading.

. The reform programme is to be accelerated and deepened in
keeping with the requirements of the National Industrial Policy
for reducing disincentives associated with public sector agen-
cies and with the need to improve productivity, efficiency, and
management capability in the public sector.

i

. Special attention is being given to:

o completion of the work now underway on a Financial
Management Information System, and the Human Resource
Management Information System; h

o g systematic down-sizing and refengineering of the public
service; .

o strengthening of some customer service agencies;

o strengthening of some key regulatory agencies, and,
o g comprehensive gvaluation and reshaping of the way train-

ing is offered by the Management Institute for National
Development.

. There is now underway a Local Government reforim programme
in which plans are being made to shift more responsibilities to
the local parish councils. A certain degree of decentralisation
is deemed necessary in order to achieve greater efficiency in
the management of Government activities. It should also allow
greater involvement of citizens in the policy and decision-making

processes.

10. Government recognises that proper planning, coordination,
implementation, and monitoring of policies requires continuing
generaﬁon of adequate and timely information and dissemina-
tion to agencies within the public sector. The private sector and
the general public also need to have ready access to such infor-
mation. Timely and accurate information is an increasingly

jmportant element in decision-making in the context of the
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unfolding global information revolution. Itis an essential condi- .

tion for -building international competitiveness in the Jamaican
economy. Consequently, high priority is to be given to measures
to upgrade the institutional capacity for data gathering, creation
ot_' centralised data bases, installation of advanced data manage-
ment systems, and mechanisms for improving public dissemina-
tion and public access to information.

}-"‘or these efforts, at upgra_ding: the quality and dissemination of
information to be successful, there must be active co-operation
by private-sector firms, institutions, agencies, and the general
public in meeting the requiremenis for timely filing and registra-
tion of accurate information and compliance with rules and regu-
lations in all relevant areas. |

12. In addition to Government's efforts to improve befformance stan-

dards of public institutions, considerable effort is required on the
part of the private sector to improve industry efficiency and over-

all business standards, including fair trading, ethical commercial -

pra‘ctices, norms of executive compensation, and tax compliance.
This calls for a certain degree of self-regulation through business
and professional associations.
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CHAPTER

SOCIAL AND ENVIRONMENTAL
'CONCERNS

POVERTY AND SOCIAL EQUITY

- 1. Economic changes in Jamaica during the past two decades have
had their social cost, in terms of their impact on the standard of
living of a significant part of the population, as well as aggra-
vating the problems of poverty and of income disparities: At
the same time, those changes have impaired the state’s ability
to provide services in thé manner and to the extent required to
deal with these problems.

2. Recent estimates indicate that 28 per cent of the Jamaican popu-
lation fali below the poverty line. The majority of the poor (60
per cent) live in rural areas, where poverty is associated with
land ownership patterns, low productivity of small farms, low
levels of education, and deficiencies in physical and social in-
frastructure. Poverty is also concentrated among youth (61 per
cent of the poor are below the age of 25), and is about equally

- distributed on average between men and women. The unem-
ployment rate among the poor is estimated to be 20 per cent in
comparison to 15 per cent for the general population, Poverty is
not so much asseciated with lack of employment as it is with
low-income, low-productivity employment and low education.

3. 'The Government has made poverty alleviation a priority goal of
policy and this priority will be maintained and reinforced in the
context of the National Industrial Policy. Itis recognised that it
is not sufficient to provide a network of safety net programmes.

It is also necessary to bring into higher productivity and income-

earning opportunities those who have so far been left out of
such programmes.
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. This strategy will be systematically pursued within the fraine-
work of the National Industrial Policy through the policies and
measures désigned to create expansion of employment in high-
productivity sectors as well as to raise productivity all round in
the economy. '

. A key element of the approach is the emphasis given to support
for development of the Micro and Small Enterprise Sector. Such
development will directly lead to alleviation of poverty.

. Another key element of the strategy is the structured set of
programmes for providing education and training in kéeping with
the overall strategy-for human resource development.

. The Government seeks to intensify the attack on poverty on a
broad front. To this end, the Government has developed the
National Poverty Eradication Programme, which brings together
some 60 programmes costing $2.95 billion under an integrated
approach, involving as essential elements: partnership, target-
ing, community-based participatory approach and phased imple-
mentation. The objective is to reduce the proportion of persons
below the poverty line by 50 per cent over the next five years,
in targeted communities, and to eradicate absolute poverty in

the long term.

. Included in the Government’s Social Agenda for ensuring equity

and participation of all in the fruits of our endeavours, especially

the least advantaged, are:

> improvements in the delivery of basic social services includ-
ing shelter and health; :

o providing access to ownership and use of land through
Operation PRIDE; |

o establishment of the innovative Social Investment Fund which
will channel resources to social and economic infrastructure
projects in selected communities;

o establishment of a Human Resource Development programme
which will help people to achieve self-development, and,

o additional credit to the smalt and micro business sectors, with
an extra J$100 million allocated through the Social and
Economic Support Programme for income generating projects.

. Qutside of the Government, a variety of agencies, including
multilateral and bilateral, non-governmental organisations,
private voluntary organisations, and community-based
organisations, have been directing their efforts to reduce
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poverty. These efforts are sup 7
ported and encou
Government. Efforts are being made to develop clcr):frefe}:g

. tion and optimise the use of resources.
GENDER PERSPECTIVE

{ 1. Jamaica needs to.utilise all the available human resource and
t'('illjnts thro:ugl:lout the country in as productive a manner as pos-
sible. In this light, policies must provide a framework to ensure

that men and women pla i
. i y an equal role in the pursuit of i
tional competitiveness. ' pursuitointema-

2. As c1ti?en§, producers, and reproducers of the generatio
women's rights and interests are central to all aspects of :]hs ,
dp\ielopment process. Efforts must therefore be made to :
their equal and full participation in the process. s

3. }E)chistin g relations lmit the impact of Jamaican women in the
ta our lI.lal'kCt. quen face problems in gaining access to credit -
0 technical expertiss, and to income commmensurate with thei1:

up a greater proportion (53 per cent) of the urban poor. Wom
are cgncentrated in what are described as “elementa l oce o
tions”. Among professionals, women are concentrged tu ltjlizi-
low:v:er px:ofessional levels in some professions and the ‘? ] .
- ceiling” is a reality for some women.  These conditions are ; as§
terproductive from the standpoint of national devclopme:toun_

4. Development efforts that have not addressed the roots and
of worqe.n’s unequal condition have generally failed to inf rove
the position of women in the economy and society Genderxzilmre
tity, roles, apd relations change in response to co;n lex £ 1t v
Understanding how these factors operate and hc?w m: . Orsci
wommen respond to them can help to inform policy in sef:kl'1 ot
influence values, attitndes, behaviours, and outcomes e

75. In an effort to counteract the
se effects, after consultation wi
! ! ) with
women’s groups, the National Industrial Policy heralds a
general movement to gender equality through:
° a proposal for the creation of a Commissi '
S nission on-Gender and
° advocac_y of gender balance in appointment.of various
econormic Ct_)mrmttees and the policy arms involved in
implementation of the industrial policy; and
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tionships between agencies involved so as to eliminate duplica--

contribution to production and to society at large. Women make -
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s systematic efforts to incorporate in specific policies, B
programmes, and action plans, measures designed to improve
the status and role of women in the Jamaican society.

6. FEurther, this perspective is to be institutionalised through
appointment of specialised professionals in the area of gender
analysis in key agencies, such as Planning Institute of Jamaica
and STATIN, concerned with analysis and formulation of
gconomic policy. :

ENVIRONMENTAL POLICY

1. The Government recognises the essential complementarity
between environmental policy and industrial policy. The link-
age between the environment and economic development is
obvious in the case of Jamaica’s highly valuable tourism prod-
uct. The same principle applies in other sectors of the economy,
such as agriculture, fisheries, forestry, and manufacturing. Most
of the economic activities in Jamaica depend on the use of the
country’s natural resources. It is therefore important to develop
mechanisms for sustainable management of the country’s natu-
ral resources and reduce the negative impact of industrial
activities on the environment. In this regard, the key goal of
Government policy in all areas is sustdinable economic devel-

opment.

2. In the international arena also, increased emphasis is being
placed on meeting environmental standards in the conduct of
international trade, in foreign investment, in economic assis-
tance programimes, and in loan agreements with international
lending agencies, It is expected that stringent international
environmental standards will emerge from the GATT/WTO
negotiations. To maintain its competitive position in this arena,
Jamaica must prepare itself for meeting the relevant environ-
mental standards as a matter of policy and practice.

3. High priority has been given to the establishment of a legal and
institutional framework for environmental management in
‘Jamaica during the last decade. The Natural Resources Conser-
vation Act of 1991 has provided a comprehensive legal frame-
work and the Natural Resources Conservation Authority (NRCA)
has been established to pussue and implement the policy. The
NRCA has responsibility for implementing the Jamaica Natiorial
Environmental Action Plan developed in 1995 and representing
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commitments for specific actions to be undertaken during the period

' perio
1995-1998. This process will be co-ordinated and harmonised with
the Industrial Policy. '

. A Natural Resource Management and Policy Unit was recently

estaplished in the PIOJ. The role of this unit is to ensure the inte-
gration of econ-omic, social, and environmental policy. Its capacity
to conduct environmental economic analysis will be strengthened.

. Special attention will be given to the following programmes: .

¢ improved waste-management for disposal of solid waste;

* greation of a hazardous waste disposal site for the safe disposal
of hazardous materials; ’

o managed use of pesticides and fertilisers in agriculture;

e forestry and watershed management;

= construction of appropriate drainage systems;

o protection of marine and coastal resources;

U ?national system of parks and protected areas, and,

. @ improvement of standards for discharge of effiuents and

noxious chemicals.

. A syste.m of environmental standards, regulations, and effective
~ mechanisms for monitoring and enforcement will be established and

ma'mtained._ This system will be complemented by incentives to
support environmentally correct behaviour on the part of firms, in
te_rms of retrofitting and use of environmentally friendly practices,
processes, technologies, and products. '

. Government is seeking to provide institutional strengthening of the

?IRCA, in ordgr to improve its capability to review environmental
!mpact.assessment.and to do environmental planning and monitor-
ing.

. The national environmental policy and action plan are based on the

j‘polluter pays” and “user pays” principles. A participatory approach
is encou'raged, including negotiations and dialogue with stakehold-
ers aod interest groups and voluntary initiatives at the level of the
con.lmunit.y and individual firms. Emphasis is placed on public edu-
ca:_mn to increase public awareness of the need for appropriate
action.
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PART Il

SECTORAL STRATEGIES
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CHAPTER

NINE

BUILDING COMPETITIVE
- ADVANTAGE

THE NEED FOR ONGOING ANALYSIS

1. A fundamental concern of the National Industrial Policy is to build
up the base of competitive advantage in the Jamaican economy so
as to allow for continued, growth and development. For this
purpose, it is necessary to make an assessment of the competitive
position of sectors and firms in the economy so as to identify their
strengths and weaknesses and, in that way, to determine what needs
to be done at thie:level of policy to enhance their competitive posi-
tion. In this'regard, the policy must address the particnlar obstacles
and opportunities facing the firms on a sector specific basis.

2. 'Recently, such an analysis was done by teams of experts, as a
basis for formulation of the National Industrial Policy, focusing
on a wide range of sectors and building on the work of many
analysts done over the years. The sectors examined are currently
important to the Jamaican economy, comprising cumulatively well
in excess of 90 per cent of export earnings. But this was not meant
to be an exhaustive list of sectors. Further work is continuing

. along these lines. Since the practice of industrizl policy is an

. ongoing process, and an integral part of the dynamic process of

growth and transformation of the economy, it is necessary to

E sustain this sort of close scrutiny, through both analysis and hands-

; on experience, in order to be able to design correct policies and

adapt to changing circumstances.

3. On the basis of the analysis done to date, certain distinctive
patterns emerge in the different sectors, which the present struc-
ture of policies is designed to address. These seétoral patterns are
detailed in the following sections.
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(g) High cost of finance. Capital equipment has been costly to
acquire because of the cost of finance and duties imposed on
imported capital goods.

(h) Limited access to working capital and trade financing through
‘private and public financial institutions.

A. THE MANUFACTURING SECTOR

CURRENT SITUATION

. 1., Overthe last several decades the manufacturing sector has been

110

one of the most important sectors in. the Jamaican economy.
Manufacturing operations in the area of food processing have
long been a staple of the Jamaican industrial landscape, but the
sector really came into its own in the 1960s in the context of a
strategy of import-substituting industrialisation.

. In 1993, the sector contributed 18.4 per cent of GDP and 11 per

cent of merchandise exports originating within the customs
territory. The overall contribution to exports is even greater,
since most of the exports from the three free zones, are manu-
factured exports, primarily apparel. The sector employs 11 per
cent of the total labour force. In 1993, there were some 1000
firms across the istand constituting large manufacturing estab-
lishments (each employing at least ten workers).

. The manufacturing sector is the most diverse sector of the

economy, comprising many subsectors each with peculiar prob-
lems and opportunities. The largest subsectors are textiles and
apparel, food and agro-processing, furniture and wooden prod-
ucts, footwear and leather products, packaging and paper prod-
ucts, and electronics.

. Despite this diversity, there are several constraints that

characterise the sector as a whole:
(a) Spatial concentration. The sector is heavily concentrated in
. the three parishes of Kingston, St Andrew and St Catherine,
and within the large urban space extending from the Greater
Kingston Metropolitan Area to the adjoining sections of
St Catherine. Two-thirds of the workers employed in the
sector are concentrated in this region of the country.

(b) Relative age of the technology in use. While no general

measure is available. in some subsectors average age is as
high as 20-25 years.

{c) Low levels of capacity utilisation.

(d) Shortage of skilled workers, and low average level of labour
productivity.

(e) Lack of linkages both within the sector and between the
manufacturing sector and other sectors of the economy.

(f) Some sub-sectors, eg the apparel sub-sector, are vulnerable
because of high dependence on external factors.
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(i) Limited use of equity financing.

(f) High cost of infrastructure, in particular the cost of electricity

~ and inadequacy of transportation systems.

(k) Inadequacy of local raw material supplies.

() *A fundamental problem facing the sector is the existence of
economies of scale in the production of many types of manu-
factured goods. Given the inherent advantages of size that
accrue to manufacturers operating larger plants outside of
Jamaica, coupled with the problems identified earlier, J amai-
can manufacturers are finding it increasingly difficult to
compete with imported goods as trade barriers fall.

OPPORTUNITIES .,

1. Despite this litany of observed constraints, there are firms within
the manufacturing sector and across virtually all subsectors that
demonstrate creativity.in moving their operations into export
markets. Generally, the sector faces significant opportunities

_because of the existence of buoyant international markets and
geographical proximity to the main markets in Notth America.

2. There continue to be opportunities for growth in the apparel
subsector, which generated an average growth of 37 per cent per
annum between 1983 and 1994, With Mexico's entry into NAFTA,
achievement of parity with Mexico would be helpful to the growth
prospects of the apparel subsector. Notwithstanding the Iack of
NAFTA parity, Jamaica does have 2 competitive advantage in this
subsector. For example, some multinational firms operating within
this subsector reported that their Jamaican operations have the
highest productivity of any of their worldwide operations. Ona
global level, Jamaica’s unit costs in' the apparel subsector
compare very favourably with other countries (sce Table A.9).

3. The food-processing subsector continues to enjoy significant
opportunities because of the distinctive quality and character of

* Jamaican foods and the ability to use the ethnic market as an entry
point into the important markets of North Ametica and Europe. The
pursuit of opportunities in food-processing will require even greater
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integration than presently exists between the food-prrcessing
subsector, the agri,cultural sector, and the local packaging industry.

Opportumtles exist in the furniture and wooden products
subsector. The competitive advantage of Jamaican firms does
not now lie in the production of low-cost furniture because the
current best-practice production process is highly mechanised.
The advantags lies, instead, in the use of distinctive skills in the
production of high-quality furniture.- An area of current success
is antique reproduction furniture. The metal furniture industry
has also done well in exports of distinctively styled metal furni-
ture. Opportunities exist in both of these areas for continued
penetration of export markets and for integration with Jimaica’s
tourist industry.

Like the apparel subsector, footwear assembly is a labour-
intensive activity in which available supplies of relatively low
cost labour can provide a competitive advantage. The footwear

and leather products industry has the additional advantage of

using distinctively Jamaican raw materials to create unique prod-
ucts for export, There are also opporrumtxes in this subssctor
for efficient import substitution. These require, however, that
the footwear industry be further integrated into a machine tool
industry that can allow for the timely maintenance and repair of
the equipment necessary for efficient production.

POLICIES

1.

The core policies of the National Industrial Policy will be of
special relevance to the prospects for the Jamaican manufactur-
ing sector.

Policies aimed at reducing the cost of capital in the short-term
(through concessionary financing by the development banks)
and in the long-term (through macroeconomic stability) will deal
with one-of the principal concerns of this sector.

Other policies duectly relevant to the sector include:

o elimination of import duties on non-competing raw materials
and capital equipment;

e access to trade financing through the Ex—Im bank; and,

o effective enforcement of anti-dumping legislation and import
standards, and use of counter-vailing duties where necessary,
to ensure that manufacturers do not face unfair trade
practices in the domestic market.
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4, Other general policies designed to reduce disincentives and
prov1de a support framework for investment will also assist in
improving the competitiveness of the manufacturing sector,

B. THE AGRICULTURAL SECTOR
GURHENT'SITUATION |

1. The agricultural sector employs a large share (25 per cent) of the
total labour force and contributes about 8.4 per cent of GDP. In
1993 it was responsible for 22 per cent of merchandise exports
and 11 per cent of total exports of goods and services. ~

2. Ttis less diverse than the manufacturing sector. It comprises two
ptincipal groupings: traditional agriculture and the non-traditional
subsector. ‘Traditional agriculture includes most prominently
sugar, bananas, and coffee, which together represented 95 per cent
of exports of traditional agriculture in 1993. Sugar and bananas
are iargely exported to the Umted Kingdom under the preferential
regime of the Lome Convention and a special sugar agreement.

The expiration of the latest Lome Convention at the turn of the -

century is an imminent thteat. The challenge in these product
areas, particularly bananas, is to reduce production cost so as to
be able to compete effectively with other producers in other coun-
tries. Jamaican bananas are currently not competitive with
bananas produced in Central America where average yields of 18
tonnes per hectare are obtained, compared with yields of 14 tonnes
per hectare in Jamaica (on the most productive large-scale farms)

. An additional problem faced by the banana industry is control. of
the black sigatoka disease which increases the cost of banana
production.

3. The Jamaican coffee industry has its own unique set of problems.
Jamaican Blue Mountain coffee is one of the world's finest gour-
met coffees. This.is reflected in the average price of Jamaican
coffee which lies significantly above world market coffee prices.
Most of the Jamaican product is exported to Japan, which has the
world’s largest collection of coffee connoisseurs. The challenge
facing the Jamaican gourmet coffee market is to improve technol-
ogy 5o as to allow for more cost-effective cultivation of coffee
while reducing the environmental problems associated with hill-
side cultivation.
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4, The nuu-.traditional agriculture subsector includes products such
as a variety of tubers, herbs, spices, fruits, vegetables, and
horticultural products that have experienced a remarl’cable
growth in terws of exports. Another component consists of
locally-produced meats such as chicken, beef and pork, which
currently serve the domestic market as import-substitutes.

5. Problems faced by exporters of non-traditional products are the

cost of capital and the inadequacy of research and development
in certain critical arcas such as orchard crops. This inadequacy
also translates into deficiencies in technology in relation to the
operations of the subsector. Technical deficiencies are pérticu-
la_lrly relevant in the context of controlling diseases such as
ringspot (affecting papaw production), and bacterial diseases
(affecting horticultural production). These deficiencies are
compounded by a reduction in the availability of extension
agricultural officers who provide technical advice to agricul-
turists, Other problems include the road transportation infra-
structure that not only increasés the costs of transporting agri-
cultural products to market but also reduces product quality

OPPORTUNITIES

1. Jamaican agriculture faces significant opportunities in overseas
markets. This is reflected in the increase, in recent years, in the
number of exporters of non-traditional products and in the value
of products exported. In particular, a dramatic increase is notice-
able since the liberalisation of foreign exchange markets provided
an incentive for movement into export activities. For example
non-traditional agricultural exports increased by 15.4 per cent in

volume, between 1992 and 1993. This translated into a 21.9 per .

cent increase in value. The most spectacular increases between
© 1992 and 1993 were recorded in exporis of fish (48 per cent
increase), foliage (384 per cent), and papaw (63 per cent), albeit

from a small export base of 57,000 kilogrammes.

2. The opportunities in external markets are due to several factors.
" The global trends toward healthicr eating provide opportunities

for exotic tropical fruits and herbs. The demiand for Jamaican -

delicacies is expanding from the historical market of the Jamai-
can diaspora to a broader market of the Caribbean diaspora and

through in-transit bruising. ,
other groupings. Targeted promotional programmes are assisting

6. The problem faced by producers of locally-sold meat products in exploiting these opportunities, such as the CANEXPORT

is one of matching the production costs of overseas producers Lo programme jointly operated by J AMPRO and the Canadian
and, hence, becoming competitive in the domestic market. Development Agency (CIDA). Between 1991 and 1994, exports
Local producers have, historically, been protected through & _of Jamaican agricultural products to Canada increased from
variety of import duties and stamp duties applied either on the C$158.8m to C§211.5m.
meats themselves or on products made from these meats. Itis ‘
unlikely that the levels of protection received in the past will
continue in the future. :

POLICIES

1. The Government will continue to implement policies and
programres dedicated to improving the competitiveness of the

7. Praedial larceny has for many years presented problems to the
agricultural sector.

agricultural sector. It is a major disincentive to the develop-
ment of agriculture. It results in (a) significant losses of agri-
S:ulmral produce, (b) high security costs, and, (c) discourages
investment in agriculture. It is difficuli to estimate the actual
cost of praedial larceny to the sector as a whole. One large
producer in the traditional export sector is estimated to incur
expenditure of well above US$1 million per year for security
alone, not including additional losses of produce.

2. Special attention is to be given to the productive use of govern-
ment lands, including the following measures:
(a) acceleration of the process of divestment of government lands
for productive enterprises; ’
(b) centralisafion of the land divestment process; and,
(¢) invoking the non-performance clause with respect to existing
divestment agreements.

3. One of the critical concerns of exporters of agricultural products
to the United States is to have U.S. Customs clearance in Jamaica.
The United States operates only five pre-shipment clearance
facilities in exporting countries around the world. One of these
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facilities is located in Jamaica and represents an important
advantage for the agricultural export sector. The Policy is to
support and strengthen this facility.

. The Government is targeting allocation of resources to support

research and development and transportation infrastructure in
the agricultural sector.

- Inthe area of agricultural research, priority is to be given to the

resuscitation of the Bodles Research Centre, including the
provision of adequate funding and personnel,

Concessionary loans to the sector will continue to be made avail-
?ble through the Agricultural Credit Bank to assist with lower-
ing the cost of capital to farmers.

The Govemn‘&ent will foster increased value-added productioﬁ
through forging of strategic alliances between farmers and
proCessors.

Government.will be instituting special measures to deal with
the problem of praedial larceny, including the enactment of

special laws and the creation of a special arm of the police for

.m}clmitoriug and enforcement oriented to major agricultural par-

ishes.

7

€. THE TOURISM SECTOR

CURRENT SITUATION

1.

This sector is by far the largest and most important sector of the
Jamaican economy. It contributed 13.3 per cent of GDP in 1992,
45 per cent of Jamaica’s foreign exchange infiows from the
productive sectors, and about eight per cent of national employ-
ment. There has been a dramatic increase in the sector during
the period 1980-1994, with total visitor arrival increasing by
eight per cent per year and stop-over arrivals increasing by seven
per cent per year over the period. By 1994, there were 19,760

rooms island-wide to accommodate stop-over arrivals, of which

12,798 or 65 per cent were located in Montego Bay (6599) and
Ocho Rios (6,199). '

The performance of the sector during the 1980-1994 period can
be attributed to several factors. These include the success of

the all-inclusive concept as an innovative market-segmentation
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approach, significant expenditure on marketing and promotion by
the Government and the industry, a wide range and variety of
visitor accomodation, and the strikingly diverse and superior
destmatlon product (natural beauty, culture, entertainment, ambi-
ance) which Jamaica provides for the visitor.

3. Despite the recent success of the Jamaican tourist industry, the
current sitiiation warrants close attention with a view to maintain-
ing the industry's competitive edge. In 1994, the industry faced a
decline invisitor arrivals. Total arfivals which had risen to a record
level of 1.6 million persons in 1993, declined to 1.57 million in
1994, Although the all-inclusive hotels were operating at high
capacity levels (75.1 per cent), other hotels were not doing as
well, with an average occupancy level of 51.6 per cent. The
decline has been viewed as a manifestation of a set of issues
facing the industry i in the mld 1990s.

4. Issues of co;ibern to the tourist industry are: polluted coastal and
surface waters, improper solid waste dispesal, squatter comimu-
nities in close proximity te resort areas, tourist harassment in
certain areas; and an inadequate road infrastructure which causes
several of thie country’s attractions to be relatively inaccessible to

gtourists. _

5. The industry is faced with increasing competition within and out-
side of the Claribbean, both from players already in the industry
and those “coming on stream”. The entire regional tourist indus-
try is concerned about the impact that the entry of Cuba into the
tourism market is likely to have on the market shares of the exist-
ing players. Costa Rica, Trinidad and Tobago and Guyana are alt
seeking to accelerate the development of ecotourism. Mexico
remains a strong competitor.

OPPORTUNITIES

1. Despite this, there are substantial opportunities for the Jamaican
tourist industry, particularly given the unique advantages of the
destination. Jamaica has done well in attracting cruise ship arriv-

" als, but it could generafe an even greater share of this market.
More than one-half (34.9 per cent) of the world’s cruise-ship
capac1ty is deployed in the Caribbean, and so the market opportu-
nities in this area are significant, Other Caribbean countries, sich
as Barbados, St. Lucia, Cuba and the Dominican Republic, have
done well in attracting European tourists, receiving twice as high
a percentage of European visitors as Jamaica.
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3. The Government will continue to previde funds through the
Jamaica Tourist Board for the marketing of Jamaica through 2a
process of co-operative advertising on a cost-sharing basis with
the industry and through other means of maintaining visibility in
the market-place.

2. The notion that Jamaica may become a saturated tourist market
does not pose a valid constraint to further growth, provided that
there is adequate coordination and control of such growth,
Barbados, with a population that is equivalent to ten per cent of
Jamaica's population and a land mass that is 3.7 per cent the
size of Jamaica, had.stop-over arrivals in 1994 equivalent to
43.5 per cent of the stop-over arrivals in Jamaica. Other islands
in the Eastern Caribbean show similar performance gaps rela-
tive to Jamaica. Antigua and Barbuda, for example, has a popu-
lation equivalent to 2.6 per cent of Jamaic4’s population and a
stop-over-arrival count in 1994 equivalent to 24 per cent of
Jamaica’s count, :

4. The in.frasmlchne programme for the near term will be targeted
toward the tourist industry to deal with problems of an inadequate
road and sewage infrastructure. - :

5, The Policy seeks to address the special needs of operators of smail .
hotels. These include: (a) access to credit for refurbishing and
expansion of facilities, and {b) the effects of competition from the
larger all-inclusive hotels. The Government’s policy of provid- -
ing loans on concessionary terms through the development banks
offers them a window for obtaining credit. The Government will
also support efforts to create collective marketing packages for
the small hotels. Such efforts should allow them to differentiate

the product that they offer and, in so doing, to penetrate niche
markets that offer strong pos‘siblitics for growth outside the orbit
of the all-inclusive concept.

3. Opportunities that beckon ta the Jamaican tourist industry -
iriclude ecotourism, health tourism, heritage tourism, attraction
tourism, and entertainment/cultural tourism. The Jamaican
destination could provide an excellent platform for the devel-
opment of any and all of these fourism products. All would
involve an upgrading of the tourism product and an upward
movement along the industry product cycle. Further, the
Jamaican industry has the potential to utilise its proximity to
Cuba as an opportunity for joint projects. The strategy would
be to couple the Jamaican tourism product with tourism options
within Cuba so that Jamaica plays a role as a gateway to Cuba
(and vice versa), and the Jamaican and Cuban vacations are seen

6. Incentives will be provided to facilitate development-of attrac-
tions to broaden and deepen the tourism produect.

by tourists as complementary rather than competing. _ . D. THE MINING/CHEMICAL SECTOR
POLICIES CURRENT SITUATION
1. The Government is committed to adopting policies to ensure ’ t 1. This sector of the Jamaican economy can be divided into several

discrete subcomponents. These include the mining of metallic
minerals such as bauxite and alumina, mining or the production
of non-metallic minerals such as limestone/lime, marble and
gypsum, and the production of chemicals such as sulphuric acid
and caustic soda.

that the tourism industry is supported in the drive for expansion :
and product development. : :

2. 1In the short term, the Government is dealing with the problems
of crime and harassment in tourist resort areas by strengthening
the security presence through the upgrading and expansion of
resort patrols. The Government is dealing with the issue of squat-
ter communities through its project PRIDE programme and other
elements of its land.policy. In the long term, these problems
will be addressed by the creation of adequate income-earning
opportunities and housing and by the provision of education and
training for residents of resort areas and for those in peripheral
communities as well. Hotel operators have an important role to :
play in this process by taking appropriate initiatives. B

2. Historically, the most vibrant segment of this sector has been
metallic minerals, largely in the form of the bauxite and alumina
industry. Bauxite and alumina contribute some seven per cent of
GDP and some 51 per cent of merchandise exporis. Jamaica’s
competitive advantage within the metallic mineral subsector is
reflected in its world-ranking as the third largest producer of baux-
ite, (following Australia and Guinea), and the third Jargest
producer of alumina, (behind Australia and the United States).
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3. The Jamaican bauxite and alumina mdustry comprises four
mining and processing operations: Jamalcan, a Joint Venture
between Alcan Aluminium Ltd. and the Government of Jamaica
(through Jamaica Bauxite Mining Ltd.); Alumina Parthers
(Alpart}, a partnershlp of two major alumina companies;
Jamaico, a joint venture association between the Government
of Jamaica (through Clarendon Alumina Production (CAP)) and
Alcoa Minerals of Jamaica; Kaiser Bauxite Company (a baix-
ite exporting partnership with the Jamaican Government).

Together these entities produce and export about 11 million -

tonnes of bauxite and three million tonnes of alumina, A major
problem facing the industry is its indusirial relations chmatc

4. Béyond the bauxite and alumina firms, the sector includes firms
involved in the production of marble, limestone, gypsum and a
variety of industrial chemicals. These firms, several of which
are small entities, face problems of the absence of an institu-
tional marketing strategy, inadequate training facilities, the

difficulty of procuring the necessary project financing to

consolidate or expand their operations and, in some cases, the
problem of adequate port facilities.

OPPORTUNITIES

1. There are significant opportunities for expansion of the various
components of this sector of the Jamaican economy. The
performance of the bauxite and dlumina subsector has to some
extent been driven by the vagaries of world demand for
aluminium. Prospects for continued expansion in the sector are
positive for a variety of reasons. The displacement of metal by
plastics as the packaging material of choice has slowed because
of the enviroimental problems posed by plastics, Aluminium,
on the other hand, is more environmentally friendly because of
the ease of recycling metal and because the energy associated
with generating new metal packaging from recycled metal is a
fraction of the cost of generating such packagmg from virgin
mefal.

2. Countries such as Jamaica, with an installed base of alumina-
processing facilities, have a decisive competitive advantage
when there is expansion of world demand. This is because there
has been a gradual increase in the minimum efficient scale of
alomina processing plants, thus making it more risky to

. construct new plants. Whereas plants could be efficiently built
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to produce 550 million tonnes of alumina 30 years ago when the
Jamaican plants were being built, the plants being built now tend
to be much larger. The last plant to come on stréam around the
world was a 1.1 million tonne plant built in Brazil, that took 13
years from the inception of the building process to the pomt when
the plant became operational.

. Given the’ lumpmess of new alumina-processinig plants and the

excess capacity-that has obtained within the world industry over
the years, the direction‘of development within the industry has
been to engage in expansion of “brownfield” sites rather than
“greenfield” sites. The existing brownfield sites can be expanded
through a process of “debottlenecking” that allows for sighificant
capacity expansion at much less than the cost of building a new
plant This is possible because the spemﬁcatlons used in the build-
ing of the plants initially 1ncluded provision of a platform for
future expansmn

. In the Jamaican context, there has been already an increase in the

capacity of the major alumina processors. In 1974, the produc-
tion capacity was approximately of 2.5 million tonnes of alumina.
By 1995 the capacity had expanded to 3.3 million tonnes. With
incremental additions to existing plants, the capacity of the
Jamaican industry could move to about five million tonnes. There
are, in fact, scheduled expansion plans that will add significantly
to the country’s bauxite and alumina production:

. There are similar opportunities in the non-metallic mineral

subsector. One of the prime opportunities revolves around lime-
stone, Approximately 80 per cent of Jamaica's surface coverage
is limestone of world-class quality. Estimates suggest that total
reserves could be approximately 150 billion tonnes. Limestone,
and one of its derivatives, lims, are very valuable materials. Lime
is the cheapest of all alkalis and has a very diverse end-use struc-
ture. It is used in alumina processing, in the manufacture of chemi-
cals, the processing of pulp and paper, the processing of sugar
and other foods, the refining of petroleum, tanning of leather, wa-
ter freatment, and soil conditioning, to name just a few applica-
tions. Strong opportinities also exist for marble and gypsum pro-
duction.

. Finally, within the broadly defined sector, there are opportunities

for the processing of industrial chemicals. Currently, the most
significant processing occurs in manufacture of sulphuric acid for
sale to the bauxite and alumina industry. The bauxite and
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alumina sector also utilises significant quantities of caustic soda..

Th.ere are, therefore, opportunities for producing caustic soda
using a h.mestune based industry, for sale to the local bauxite
“and alumina industry and for export.

POLICIES

1. The crucial element within the mining and chemical sector
continues to be the bauxite and alumina industry. The Govern-
ment is committed to providing an environment for this indus-
try that is conducive to its long-term development and expan-

, sion. This is why the Government has moved in the recent past
to refine its taxation approach to the industry to make the

Jamaican environment more conducive for expansion and

investment. Special attention will be given to measures for
improving the industrial relations climate affecting the indus-
try. Much improvement will also be obtained in this area as
other elements of the National Indusfria] Policy involving macro-
stability and strengthening of the industrial dispute machinery
are implemented. .

2. The Government secks to promote development of linkages
between the various components of the mineral and chemical

industry, and to provide access fo financing for projects that

seek to build upon these linkages.

3. Other elements of the Natianal Industrial Policy which will

directly affect this sector, are physical infrastructure develop- -

ment (especially the provision of port facilities), human resource
development (provision of education, skitls and technical
expertise) and science and technology (application of materi-
als sciences and chemistry to R&D activity).

E. THE INFORMATION TECHNOLOGY SECTOR

CURRENT SITUATION

1. The Information Technology industry in Jamaica can be divided
into the following segments: '
o Hardware distributors and dealers
< Software distributors and dealers
o Professional services — system consultants, technical support
and software development
o Rull service or total solution companies

. US317M.

o Related service companies such as computer rental and repair

o Computer training companies .

o Information technology export service-providers in the areas
of: data entry, telemarketing, geographic information systems
(GIS), CAD/CAM operators, and custom software services.

. ‘The most dynamic segment of this industry and the one having

greatest potential for growth, particularly. in intérnational
markets, is the information technology service providers. Of the
firms in this category, those inyolved in data entry services have
been most successful in pénetﬁting international markets since
the early years in the development of the industry. In 1993, for
example, of the 49 companies involved in the export of informa-
tion services, 37 were involved in data entry, four in telemarketing, .
and 3 in GIS. The remaining five were engaged in support activi-
ties such as sales, training and marketing,

. There is also a vibrant local market for the development of

custom software applications oz;ientcd to key sectors in the Jamai-
can economy, most notably the financial sector.

. There has been dramatic growth of the various scgmenté of the

industry between its formative years in the 1980s and the current
period. In 1983, the data entry segment had only five firms. By
1993, there were 37 companies and foreign exchange earnings
from this segment had increased from US$1.5M in 1986 to

. The industry has been supported by a telecommunicatidns iffra-t |

structure, including Jamaica Digiport International which provides
reliable high speed links via satellite to North America and
Europe. . The Digiport, located in the Montego Bay Free Zone,
has attracted many foreign-based.data entry and telemarketing
service providers. The industry has also benefited from the
country’s proximity to the United States, regular and reliable air
links, the _cmigruence of time Zones and language, and the avail-
ability of a large, trainable workforce. -

. Despite the rapid growth of the data entry segment, however, the

information féchnology sector faces a series of problems in its

efforts to remain competitive. These include:

s capital availability for start-up ventures; -

o vigorous competition #rom other countries such as the Philip-
pines, India, China and Bangladesh;
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* evolutionary changes in data collection and data entry tech-
nologies that erode some of Jamaica’s advantages based on
having a pool of low cost operators engaged in keystroke-
based data capture;

» bias in the incentive legislation that has favoured only those
firms operating within the free zones, and, o

° weaknesses in the supply of technical and analytical skills
from the education and training system. -

OPPORTUNITIES

1.

Notwithstanding these problems, most segments of the Jamai-
can information technology sector continue to have significant
opportunities.

A major opportunity comes from Jamaica’s favourable strate-

gic location relative to the largest market for information tech--

nology services in the world, the United States. Current esti-
mates of the annual value and growth rate of different segments
of the US information technology market are as follows:

o data entry segment: US$400 billion, 20 per cent
° telemarketing: US$75 billion

o GIS services: US$5 billion, 22 per cent

* CAD/CAM: US318 billion, 20 per cent

Jamaica’s competitive advantage in seeking to penetrate the U.S.
market is not restricted to-the use of relatively low cost labour
within the ambit of the data-entry segment of that market. The
industry can build competitive advantage from the learning and
experisnce gained in providing efficient and creative support
sexvices to local industries and institutions; Such a market-
driven strategy of development allows penetration of the inter-
national market from a base of successful performance in the
local market. The industry should, therefore, be looking to
insert itsélf within the dynamic sectors and clusters of the
Jamaican economy. The two most promirent internationally
competitive industries for such integration are shipping and tour-
ism. Other large local markets are provided by the financial
sector and government institutions.

An important linkage is being developed between transhipment
facilities and the Jamaican Information Technology (IT) sector.
Current developments in containerised shipping demand that the
process be driven by advanced information technology so as to
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reduce cycle times for containers from vessel to land. The IT sector
is therefore a key to the success of the effort to modernise the
country’s transhipment operations in order to compete at the same
levels of efficiéncy as the major players in the global industry.

5. .The tourist sector provides strong oppportunities for linkages.
These include: : '

* innovations in hotel reservation systems, such as the use of
electronic data interfaces between travellers and reservation
systems; - -

* incorporationt of Jamaican hotel sites on the global informa-
tion highway, the Internet; and, ‘ 7

* the sale of tourism-based information products, developed
using CD-ROM technology, to world-wide distributors of
tourism products.

‘6. The information connectivity and applications development
necessary for launching the Jamaican tourism product on the
information super highway will provide opportunities for the
distribution of a variety of Jamaican cultural content, whether in
the form of art, music, film or sports.

7. Opportunities also exist for information technology to be the driver
in the development of interactive training programmes and
distance education, that will complement training efforts within
the information technology industty itself as well as throughout
the entire educational system. This will assist in providing the
human resource support that is critical fo the successful execution
of all components of the Industrial Policy.

r

POLICIES

1. In order to realise these opportunities, the Government proposes
a series of policies that will serve to enhance the competitiveness
of the information technology sector.

2. A national data network will be established to connect govern-
ment institations, educational institutions and private sector
organisations so as to facilitate easy access to and exchange of
information. This network would, in turn, be connected with the
Internet. This process has already begun in the context of the -
Jamaica Electronic Network (JAMNet) that interconnects UWI,
UTECH and SRC. . ‘ '

NATIONAL INDUSTRIAL POLICY — Growth £ Prosperity: The Way Forward 125




2. The most prominent segment of the industry, in terms of success-
ful penetration of external markets, is the music segment.
Indeed, by one estimate, Jamaica's recording industry has'become

_ ome of the world's most active industries, after the recording

3. A critical factor in the development of the industry is the need
for training in numeracy and computer literacy at all levels of
the educational system. The Government is committed to
expanding the resources available for the training of personnel

for the information technology industry through its programmes ; industries of the United States and the United Kingdom. The
of support to the UWI, UTECH, HEART, and other relevant 1 Jamaican industry has established a strong position in the markets
educatxonall _il!sntutions. It supp ts and encourages private- _ X of the United States, Canada, the United Kingdom, Japan,
sector led initiatives to contribute to this process. 4 Germany, France, Bfazil, Argentina and various countries in South
- F East Asia,
4. The Government will ensure that fiscal incentives and relief from ' : :
import duty becomie available to nurture and develop targeted 3. As to the popularity of reggae music, the Recording Industry
sectors of the industry, including software developers and Association of America reports that from 1992-1993, 27 million
exporters. This will be achieved by extension of the EIEA to -E units of reggae recordings were sold in the United States alone,
encompass services and by implementation of the policy on s generating an estimated revenue of US$270M. Since approxi-
single entity free zones. : mately 32 per cent of the world's music recordings originate in
, ' i the U.S., penetrating this market is testimony to the establishment
5. The industry will be able to access finance and venture capital’ of a viable international market presence.
on concessionary terms through the Government’s policies for l # ’ ' :
the development banks. _ 4. Yet, the Jamaican entertainment industry has been unable to realise
- , its full potential because of problems such as: illegal copying of
6. Through its Telecommunications Policy, the Government seeks j recordings of Jamaican performers, replication of the creative style
to ensure provision of cost-effective services by Tol to encour- N of Jamaican performers by foreign artistes, poor quality of

production technology, lack of an international record label based

age the development of teleservices.
in Jamaica, an inadequate supply of modern production and

7. The Government is in the process of identifying physical loca- b3 distribution companies, and the lack of an incentive programme
tions for the further development of the industry. In this regard, ¥ ‘that covers the entire sector. ‘
it is proposed that the industrial park to be developed in Portmore -k '
be oriented toward the information technology indusiry. ¥ 5, Animportant factor that handicaps the industry on the production
' . side is the limited devélopment of professional skills through train-
8. Government proposes to establish an Information-Technology ' . ing in the techniques of crafting the product.
Advisory Council, with representation from the various inter- _ ) ) -
ests in the industry, to advise on the long-term development of 6. As a consequence of weaknesses in the organisation of produc-
the industry within the framework of the National Industrial ‘ tion, distribution; and marketing of the product as well as pirating
Policy. of the creative work of local artistes and producers, much of the
_ , revenue eartied from success achieved in foreign markets does
F. THE ENTERTAINMENT INDUSTRY : not flow back into local hands or accrue to the advantage of the
o . : country.”
CURRENT SITUATION R N
OGPPORTUNITIES
1 The Jamaican entertainment industry, defined in its widest sense, B )
comprises artistes, praducers, distributors, publishers and agents - 1. Despite these problems, Jamaica has the potential to develop into
engaged in music, film, drama, dance, fashion, comedy and other R a cultural and entertainment mecca. The country enjoys excellent

‘name-recognition because of its strong tourism product that is
linked, in part, to culture, its history as a site of international
cinematic and cultural events, and its identification as home to

forms of cultural and artistic expression. All scgments of the
industry have developed vibrant local markets and demonstrated
the ability to compete on international markets.

126 © NATIONAL INDUSTRIAL POLICY -— Growth & Prosperity: The Way Forward | NATIONAL INDUSTRIAL POLICY — Growth & Prosperity: The Way Forward 127




one of the world's most famous styles of contemporary music, 4. TIn pursuing the development and effective implementation of an

reggae. appropriate national policy for the industry, the Governmen
' : proposes to establish an Entertainment Industry Advisory Coun-

2. Astriking feature of Jamaican reggae music as an export prod- ; ¥ cil representing the various interests in the industry.
uct is that, unlike many non-traditional exports, it is not geared | :
p;_'imarily to an ethnic market with the goal of “crossing over” N g 5. The Government's econemic development agency, JAMPRO, has
to a mainstream market. Reggae music is a solidly mainstream . | also established a new unit, the Jamaica Music, Film and Enter-
product among its niche market of urban contemporary music tainment Commission, dedicated to developing, promoting, and
in all the marlgets it has penetrated. There is no sign of any marketing the Jamaican entertainment industry.
prospect of market saturation; growth potential continues to be : i :
high. _ 6. The Government is committed to providing the music segment of

. - : the entertainment industry with similar incentives to those

3. Anabundance of creative talent and entrepreneurial dynamism ' provided to the film segment under the Motion Picture Encour-
‘exists in all segments of the entertainment industry, with a T agement Act. Accordingly, the Government now proposes
demonstrated capacity for pursuing innovative lines of devel- ¥ establishment of the status of Registered Performing/Recording
opment and for thereby creating opportunities for the expan- i Artistes (RP/RA), similar to that of Recognised Motion Picture
sion of wealth, foreign exchange earnings, and employment. ] Producers. These SP/RA will be entitled to recognised status for

| ) a defined period, duty free entry of production equipment and
3. Appropriate policies will allow for continued product develop- ‘ ntusical instruments, and income tax relief. ‘
ment and the creation of an environment in which Jamaica-based . : : :
artistes and entertainment firms can increase their earnings from 7. Access to financial resources for investment in the industry will
the global entertainment industry. : be provided through the government's development banking .
' " institutions and through the special funding mechanisms made
POLICIES ) ' available to micro and small enterprises.

1. Govermnment declares formal recognition of the entertainment ' "§. Opportunities for training in the special skills required for quality
industry, its importance as an expression of the richness of our production and performance in the industry, will be provided
national culture, and its incorporation as an integral element of : through special programmes designed for this purpose under
the national effort to promote growth and development of the HEART/NTA, UTECH and UWIL
Jamaican economy and society. The National Industrial Policy : . .
seeks to target this sector of the economy as a sector to be given .9, The Government undertakes to provide vigorous protection of the
support by all components of the Policy. intellectual and creative property of Jamaican artistes under the

ambit of the recently-introduced Copyright Protection Law.
2. Government recognises the need to assist the industry by: : . ‘
* development of a defined national policy on entertainment;
* providing facilitatory services: and,
o providing incentives for investment as well as for develop-
ment of artistic creativity.
3. Akey concern of policy is to redress the imbalance between the
creative ability and potential of the industry and the rewards
which return to the artistes and producers from world-wide sales
of their product, by focusing on measures for enhancing locai
value-added and securing protection for the interests of local
artistes and producers.
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CHAPTER

TEN

TARGETING STRATEGIC
' CLUSTERS |

, ! ‘
DEVELOPING A FOCUSED STRATEGY

1. As indicated in the previous chapter, there are definite centers of
dynamism and arcas of weakness in the different productive
sectors of the Jamaican economy. Further, there are substantial
and rich opportunities for growth and diversification open to the
sectors, provided that the firms operating in them are able to posi-
tion themselves to take advantage of those opportunities. There
are also identified constraints, both in the operating environment’
of firms and in their internal conditions of production, that affect
their performance.

2 The National Industrial Policy aims to deploy an arsenal of
measures, outlined in previous chapters, to improve the general
investment climate, to address sector-specific constraints, to
enhance competitiveness of firms, and to provide a broad-based
support framework. In these various ways, the Government seeks
to strengthen the productive capabilities of the different sectors
for meeting the challenges and seizing opportunities facing each
of them and, thereby, to promote growth and development of the
Jamaican economy.

3. It will not be possible, however, to address simultaneously all
factors relevant for policy in all sectors of the economy. Since
there are clear limits on available resources and administrative
capacity in the public sector, such an approach would involve
spreading effort and resources too thinly, with little possibility of
having a significant impact..
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4. There is need, therefore, for developing a focused strategy. A
focused strategy seeks to target key points for concentrating
Tesources, programmes, and action. It must be emphasized, of
course, that the targeting of key points is a dynamic process,
dependent on the evolving conditions of the economy. Hence,
the particular targets selected are not fixed for all time and can
be expected to change as the underlying conditions change.

STRATEGIC CONSIDERATIONS

1. The specific points of focus for the Industrial Policy are
. Boverned by certain strategic considerations. A guide to the
considerations involved is presented in Table 10.1. (page 133)

2. On the basis of current analysis of the specific strengths, weak-
nesses, and opportunities of the different productive sectors, it
is possible to identify five sector-groups that constitute strate-
gic industry clusters. Because of the existence or potential of
strong linkages and spillovers among industries/sectors within
each cluster, there are opportunities for creating a dynamic
synergy that can serve to reinforce growth within the cluster
and in the economy as a whole, '

3. Within each cluster, there are one or two leading industries/

sectors that constitute growth poles. The growth poles are char-
acterized by a strong capacity and potential for significant long-
term expansion. . They can therefore serve as catalysts to growth
in related sectors.

4. The strategic consideration involved here is to maximise the

potential gains from linkages among the sectors, not to subordi-

- nate individual sectors in a cluster to the growth pole. Each and
every sector/sub-sector is expected -to stand on its own and
pursue its own growth strategy, while seeking to take advan-
tage of opportunities for linkage. .

5. There are certain supporting sectors that arc strategically

significant because they provide basic technological inputs into
all sectors and are therefore key elements in the process of tech-
nological transformation of the Jamaican economy. These
sectors are information technology and telecommunications.

6. For all sectors and clusters, the provision of infrastructure

support in the different areas of physical infrastructure, human
resources, and science and technology, is essential to their effi-
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cient operation and in determining their capacity for expansion
and development. These are the areas in which the Govern-
ment is principally involved both as direct provider and as the
decision-making authority.

THE STRATEGIC CLUSTERS
CLUSTER #1

‘1. The Government will focus infrastructure development on the tour-
ist sector because of the size and dynamism of this sector within
the Jamaican economy, the fact that this sector builds significantly
on factors that are uniquely Jamatcan, and the ability of the sector
to be linked with other sectors of the Jamaican economy.

ADAPTING INFRASTRUCTURE DEVELOPMENT TO
STRATEGIC CLUSTERS

1. In terms of the allocation of government resources, the princi-

pal focus of the Industrial Policy will be on addressing the
requirements of infrastructure support in key areas of infrastruc-
ture, as outlined in Chapter 8.

2. TInfrastructure development, in all areas, has direct and indirect
effects throughout the economy. In this respect, it constitutes a
powerful lever for economic growth and development.

3. However, in order to have the maximum effect, the Govern-
ment will seek to focus the provision of infrastructure support
on meeting the needs of the targeted strategic clusters. Within
each cluster, the strategy of infrastructure support in the short
and medium-term will be to target the growth poles. The
specific targeting strategy will be continuously evaluated and
updated during the life of the Policy.

EXPLOITING THE USES OF INFORMATION TECHNOLOGY |

1. Asa supporting sector, Information Technology (IT) is targeted
to receive special attention and support, in terms of application
of the policies for investment promotion and export push as well
as the policies for human resource development.

2. Information Technology is recognised as a key strategic sector,
not only for the export products that it can yield, but also
because it is a necessary foundation for upgrading production
methods in all sectors, for accessing vast new opportunities
offered by the information superhighway, and for improving the
level of skill and efficiency of the labour force. It therefore
occupies a unique place as a basic requirement for building
international competitiveness. '

3. Policies for human resource development at all levels and in ail
areas of the education and training system, for promoting scien-
tific research and development, and for storage and dissemination
of information, will be centered around the creative use of IT hard-
ware and software. '
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2. Emphasis will be placed on i_m_proﬁng physical infr'astructure,
including road and air links, and on providing security and train-

ing of personnel for the hospitality industry.

3. A strong push is to be made to diversify the nature of the Jamai-
can tourism product and move to higher levels of value-added in

_ the sector. ‘This will be achieved by facilitating the industry’s

movement into new areas such as:

o heritage tourism surrounding national sites such as Port Royal;
o health totrdsm, e.g. development of a national health tourism

Facility (possibly in Mandeville);

"o ecotourism in targeted regions, consistent with the National

Environmental Policy; and

« new attrractions and resorts, in such areas as Port Antonio and

_Qracabessa.

4. The tourism industry is expected to continue to develap close link-
age with other sectors and sub-sectors. The potential for such
linkage is clear in the case of agriculture where the process is
already advanced. It can be deepencd through improvements in
the quality and variety of agricultural products, and throu gh dedi-
cated efforts on the part of both indusiries to develop close ties.

5. The tourism industry has existiﬁg linkages with the furniture

sub-sector of manufacturing, Jamaican hotels have been utiliz-
ing fine antique reptoduction pieces developed within the furni-

ture industry.

6. Linkages are possible with other sub-sectors of the manufactur-
ing industry. The garment-design segment, for example, can draw

on the tourism industry in seeking to create and market uniquely

Jamaican garments. The craft indusiry has strong links to tour-

ism, and the Govemment is seeking to foster further development
of this industry through its training programmes and financing of

small business.
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7. I" the area of eutertaj%u_]en:, including film and sports, there are éLUSTER #92
significant opportunities for linkage: for instance, through
entertainment event: . ‘
Walker Golf T ournafnse];cthails dl;egga; Sunsplash or the Johnny 1. Kingston Harbour is the world’s seventh largest natural harbour.
Tamaiea’e tich oulte] h:;rit ive shows featuring elements of The Port of Kingston, located within this harbour has, since the
Jerage. 1970s, been steadily increasing its activity as a trans-shipment
8. ; N C e point for containerised cargo services. Kingston Terminal
g"c‘;‘;mﬁzni 1i l:3‘11’1'-‘5!“13( pursuing mgn'iflcant policy initiatives Operators, managers of the existing container cargo facility,
o ¢o sri h: &w:zl;zﬁs (:fth;’ entertainment industry through: currently move 300,000 containers per-year. Yet, within the
: desglogment . e:rtar} Jenfr{rce'ment; o region some eight millipn containers are transhipped per year. A
o P pport of Jamaica's cultural institutions; country like Singapore that has excelled in the area of trans-
o T . shipment facilities, engages in some two million container moves
financial incentives for the sector. per year. Jamaica is well positioned to maks significant inroads
NPT . L. into this market by becoming a major regional trans-shipment
These initiatives will assist in solidifying a vibrant sector " centre y g ! & P .
c;pable of standing on its own, as well as. developing links to : ' -
the * i ; .
country’s tourism product. 2, There are seyveral key factors necessary for an effective trans-
PRI ‘ . . shipment point. The first and most critical is geography. Coun-
9. gxllls uiunpobrt?]?tdt'o ret(-:ogmse that tht? hnlfages operate success- tries that sit amidst numerous sea lanes, and around which there is
enteyrtai o ' 153‘? tons. The tourism industry provides the already significant shipping traffic, are more strategically posi-
; nment industry with an audience. Equally, the entertain- tioned to serve as trans-shipment points than are countries not
ment sector generates Increases in tourist arrivals. For example, blessed with similar geographical fortune.
much of the increase in tourist arrivals from Japan can be linked :
to the popularity of reggae music in that country. 3. Second, to become an effective trans-shipment point, a country
. \ . . . has to put in place the appropriate facilities: requisite equipment
1o. Agﬁ:’km?ort' both international aud local, is obviously a criti-. in the form of gantry cranes, straddle carriers; berthing space for
c i e‘;gc sector for the tourism industry. The national airline ships; draft facilities that altow for the entry of large ships; back-
and the iamalca-!:ased tourism product are likely to become in- fill and storage space for the storage of cargo; a productive and
:‘1':-:351138 3; more mntertwined over time. Local ground transpor- . skilled workforce for efficient execution of the trans-shipment
ation is also closely linked. activity; and, increasingly, an information system driven by
1P forli ) . _ | modern information technology that allows for catgo to be sorted
- Prospects for linkages bet?rgpn mfo‘rmatlon technology and tour- } with a minimum of bureaucracy and in the shortest possible time..
1sm are very strong. Jamaica's tourism product can benefit from :
pro:ilonon via the Internet and from the development of multi- ' 4. Third, most of these facilities have to be in place before a particu-
;13 a apphcatlo.ns by mformat.mn technology professionals. lar port can gain the business of cne of the few major sea cargo
Further, -the tourism industry, like many others, is becoming catriers operating around the world. These carriers are likely to
mclrleaslmglx driven by computer applications. The information transfer their trans-shipment operations from one port to another
technology industry can, therefore, operate 1 a critical support only if they are convinced that the appropriate facilities are in
capacity to the tourism product. The country’s financial sector place that will allow them to gain a competitive advantage in their
can also provide a similarly supportive role in the continued cargo operations. '
de\felopment of the industry and the cluster of industries for
which tourism represents the growth pole. 5. Jamaica is ideally situated to operate as a trans-shipment point
) because of its comparative advantage in geographical location:-
situated strategically within the shipping lanes that flow between
f North and South America, and almost midway between Europe
* and Asia. Already, with its 300,000 container moves. per year,
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the Port of Kingston has led the Latin American region in the
nuraber of annual container moves in recent years. Various other
countries in the Caribbean region are moving rapidly to securc
a competitive advantage in trans-shipment. Key competitors
are the Ports of Miami and Puerto Rico. More recently, Panama
has been moving to increase its share of the regional traus-
shipment market, linked in part to other maritime services that
it is positioned to provide based upon the traffic through the
Panama Canal. In the face of increased competition, Jamaica
needs to move quickly to consolidate and expand upon its pres-
ence in the regional trans-shipment market.

. Inrecognition of the country’s advantages, the Government has .

spent close to US$80M on the development of an expansion to
the current berthing capacity of the Port of Kingston in the
context of the Gordon Cay development. By 1996, an addi-
tional 610 metres of berthing space, representing a doubling of
present capacity, will come on stream. Expansion plans call for
the acquisition of several multimillion dollar gantry cranes to
be used for loading and unloading containers. The Government
plans to continue to put in place the infrastructure and enabling
environment that will allow Jamaica to operate even more
effectively as a regional trans-shipment centre.

. The focus will be-on creating a distribution ceﬁtrc, by broaden-

ing the range of merchandise to be distributed. Thus, in addi-
tion to the traditional bulk-breaking operations or container
distribution operations, Jamaica could serve as a trans-shipment
point for less traditional products, such as energy-based prod-
ucts. There are also possibilities for serving as a regional distri-
bution centre for air cargo. '

. Animportant linkage will be developed between trans-shipment

facilities and the Jamaican Information Technology (IT) sector.
Current developments in containerised shipping demand that the
process be driven by advanced information technology in order
to compete at the same levels of efficiency as the major players
in the global industry. The IT sector will be a key to the success
of the effort to madernise the country’s trans-shipment opera-
tions and trade operations in general.

. The Jamaican IT sector itself is already at the point of praduc-

ing internationatly competitive software applications. Linkage
with the shipping sector will provide a stimulus for further
development, Other policy initiatives that will complement this

1

process include: the development of a hational data network and
expanded training programmes in software dévelopment.

CLUSTER #3

1.

Jamaica now has the base on which to develop an integrated

agro-processing industry, involving the processing of distinctly

Jamaican foods and fresh produce. The relevant segments of
the agricultural sector cut across the boundaries of traditional
and non-traditional agriculture. The linkages include those
between sugar and rum, bananas and banana-based snack foods,
herbs and spices, and the entire range of tropical fruits and
vegetables. :

The key constraint to the development of such an integrated
cluster has been a problem of technology, reflected in poor prod-
uct quality in agricultural products and weak processing capa-
bilities in agro-processing. - An additional constraint is tied to
problems of penetrating overseas markets, related to both
non-tariff barriers and access to the relevant distribution chan-
nels. A domestic packaging industry, capable of supplying a
variety of quality packaging inputs at internationally competi-
tive prices, is also crucial to the success of this cluster.

The Government seeks to facilitate the continued development

of this critical cluster through its programmes of:

s 'road-construction and rehabilitation in agricultural re gions of
the country;

o irrigation schemes in agricultural regions; and,

o research and development in areas such as pest control and -
management, discase control, orchard development and
management, adaptive technology to increase productivity and
yields per-hectare, and other related areas.

These programmes are designed to provide an infrastructural
and technical environment leading to the production of better
quality crops for input into the agro-processing industry.

Programmes to support market access will continue through trade
policy measures and through J AMPRO’s marketing thrust.

CLUSTER #4

1. The most dynamic segment of the Jamaican manufacturing

sector during the last 15 years has been the apparel industry,
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with gross sales increasing from US$10M in 1980 to US$500M
in 1995, Although this sub-sector has been an important growth
pole within the economy, it has not yet operated as a catalyst
for the development of other segments of the manufacturing
industry,

- There are opportunities for moving in this direction. These first

require efforts to solidify the gains made by the ihdustry so as

to strengthen the base for future growth. The Government is

engaged in such an effort through the following measures:

° trade negotiations, particularly as related to NAFTA parity
and continued market access;

s management of the free zones;

° incentive programmes for firms and employees;

® security controls on illicit drug trafficking; and

» efforts to improve the industrial relations climate.

- Government recognises the need to put in place an advisory unit

for support of the apparel industry, in order to allow for the
concerns and interests of the industry to be treated as a whole as
regards production, marketing, training, and regulatory mecha-
nisms. This issue will be addressed through the formation of
Industry Advisory Councils for implementation of the Indus-
trial Policy. ’

. The potential linkages that exist with an entreﬁchéd apparel

industry are several. This industry brings into industrial

employment persons who might otherwise not have an opportu-

nity to be thus engaged. The industry therefore expands the

base of such employment and has the potential to generate skills

of dexterity and industrial application that are transferable to a

broader sewn-products industry, including the assembly of

leather products or footwear, as well as to the assembly of elec-

tronic components. Current unit labour costs in this industry

point to continued existence of a competitive advantage in

garment assembly and other light manufacturing even beyond

the expiration of the Multi-Fiber Agreement that currently gov-
erns the world’s garment and textile industry.

Another feature of an entrenched apparel industry is the service
requirements for repair and maintenance of machinery. Though
operating initially at a relatively simple level, this service can
be extended to form the base of a machine-tool operation. This
extension would become viable if even a small component of

the garment industry were to become vertically linked back-
ward into the manufacture of textiles. Jamaica alrcady has a
textile mill in operation, but it is impeded by the state of its
technology. The regional market for fabric i§ large enough to
support the operation of an efficient textile mill.

. There has been deterioration in the machine-tool and capital-

equipment sector of the Jamaican light manufacturing industry.
This has led to the absence of a capability to produce tools, such
as moulds and jigs, required in industry sub-sectors such as

furniture and footwear.

However, in the context of an increased demand for machine-
rebair‘ services, an bpportunity would exist for further develop-
ment of a machine-tool capability that would enhance. tl‘w
competitive prospects of the light manufacturing industry within
Jamaica. : .

. The Government considers light manufacturing to be a.viablc 7
activity in the Jamaican economy and will seek to continue to

facilitate development of such manufacturing ori_gr_nted to effi-
cient import substitution and penetration of export market§._
Resuscitation of the machine tool capability within the Jama.l-
can manufacturing sector is a crucial requirement. This is
being supported through the production and technology thrust
of JAMPRO, as well as other measures detailed in the core
policies of the Industrial Policy.

CLUSTER #5

1. There exists a strong potential for development of an integrated

mining and industrial chemical cluster in Jamaic'a. A crucial
component of this is the existing bauxite and al}lnuna gndustry.
A complementary component lies in the production of !1m§:s:tone
and one of its important derivatives, lime. Plans for significant
expansion in this area are now being implemented. Further

development of this cluster can occur through creating linkages -

between bauxite and alumina, limestone/lime and industl_'ial
chemicals such as caustic soda, in addition to the existing link
between bauxite/alumina and sulphuric acid.

. Existing studies by experts indicate that such linkages are both

feasible and economically viable and can be generated .in
various ways. Jamaica has large reserves of very high quality
limestone. With a Calcinm Carbonate (CaCo3) level of 99.5 per
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cent, Jamaica's limestone is the best in the Americas. Lime, one
of the significant derivatives from limestone, has many appli-
cations. One of these is in the bauxite and alumina industry.
The Jamaican indusiry currently imports significant quantities
of lime and could provide a market, In conjunction with
imported soda ash, lime could be used in the manufacture of
caustic soda. As it turns out, canstic soda is another important
input in the processing of alumina.

. Current developments in the world market for caustic soda make
the formation of such a cluster a very timely move. In the past,
putting in place the infrastracture for a canstic soda plant was
economically risky because of the process by which caustic soda
was produced, mostly s a by-product of chlorine. Giten its
by-product status, the price of canstic soda would vary widely
based upon the vagaries of chlorine production. Furthermore,
. because of the environmental hazards of chlorine production,
the increasing trend toward “green” production processes is
making other methods of producing caustic soda more viable.

. Plans are now being made for a number of projects that would
form the backbone of the linkage between metallic minerals,
non-metallic minerals, and industrial chemicals. One proposal
involves the use of coal and soda ash in the production of
cement, caustic soda, lime, and co-generated power, to be sold
to the national electric grid. Another involves the use of oil or
coal combined with soda ash to produce two grades of caustic
soda, lime, power, sodium bicarbonate, and co-generated power
Another proposal involves the nse of oil, sali and ethylene in
the production of caustic soda, chlorine, polyvinyl chloride (pvc),
and co-generated power. In addition, there are on-going projects
involving the guarrying of limestone and the processing of lime
from limestone, but these are not currently focused on moving
to the processing of caustic soda.

. The Government is actively supporting these moves through its -

efforts of investment packaging and is orienting the policy of
infrastructure development to facilitate investment in these dreas.
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m
CHAPTER

OPERATIONALISING THE POLICY

OPERATIONAL ISSUES

1. In approaching the task of operationélising the National Indus-
trial Policy, it is necessary to take intd account certain important
factors,

2. First, there are no quick fixes. The Industrial Policy seeks to
address deep structural problems prevalent in the Jamaican ;
economy and society over a lohg period of time. Many of the
solutions to these problems are intrinsically of a long-term
nature. They require institutional and organisational changes that
take time to work themselves out. They require investments in
various projects, for instance in physical infrastructure, educa-
tion, research and development, that yleld a return only over an
extended period of time. They require mobilisation of large
amounts of resources (finance, etc.) simply to get started.

i 3. Itis, therefore, necessary to focus on developing a sequenced strat-
! egy that will work to produce results in the short-term, in the
medium term, and in the long term. It is necessary, also, to set
realistic goals, feasible targets that can be met within the relevant
f time frame.

[

4. Most important, it is necessary to get the priorities rlght and in
! proper sequence.

5. In this respect, 1t is of great slgmﬁcance for getting started that
the macroeconomic environment should be favourable. Thatis a
matter of the first priority, Substantial progress must be made on
this front, in ways which are strictly necessary for industrial policy
to work, for instance by improving the state of long-term expecta-
tions through reduced inflation, stabilisation of exchange rate fluc-
tuations, increased access to foreign exchange by exporters,
reducing interest rates on finance for short-term working capital
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and long-term investment in the productive sectors, and raising
the factors of credibility and predictability in Government’s
economic policy. ‘

At the same time, steps already taken to liberalise the trade
regime, by cutting tariffs on imported inputs, by removing licens-
ing and controls, and by reform of customs procedures, will have
significant effects at the microeconomic level in terms of reduc-
ing direct input costs of firms and the inefficiencies arising from
high transactions cost and rent-seeking activity.

There is much still to be dene on these fronts. But, at this point,
the timing is just right for moving ahead with the national effort
on industrial policy as the next priority in a sequenced strategy
geared to long-term growth and development of the- Jamaican
economy. :

RECKONING WITH THE CONSTRAINTS

1.

146

There are significant constraints to be reckoned with. They
impose serious limits on the kind of policy that can be effectively
developed and implemented. It is necessary to be realistic about
what can be expected to be effectively accomplished within these
constraints. The aim is, of course, to push out the constraints in
the long term, but in the short-term there are real Timits on what
can be done. '

On the side of the State, a serious constraint lies in the adminis-
trative capacity of state agencies. To address this constraint, it is
necessary to pursue, vigorously, the public sector reform and
modernisation programme.

There is also the financial constraint of the Government's budget
which, given the obligations of the debt overhang, confines the
room for social investment well within the limit of the revenue

- yield. Pushing out the revenue yield and actively pursuing

reduction of the debt are Tequired strategies to relieve this
constraint in the medium- and longer-term, Industrial policy can
have a feedback effect on the financial constraint from the
revenue side, by stimulating growth in the productive sectors.

On the side of the private sector, there are real constraints, iden-
tified in the sector studies for the Industtial Policy Project and in
other studies. These constraints are associated not only with
factors outside the immediate confrol of the individual firm, such

NATIONAL INDUSTRIAL POLICY — Growth & Prosperity: The Way Forward

as supply and reliability of infrastructure services, supply of
skilled 1abour, and cost of finance, but also with internal factors
of management, organisation, and labour reIations: The Indus-
trial Policy seeks to address these factors, working in the frame-

work of a partnership between the State and the private sector. ~

5. There are also external constraints, associated with contin_gency
factors in the international environment. The po‘ssibilines for
growth of Jamaican exports, while being greatly_mf_h}enced by
what Jamaican exporters do to improve their compc'titweness at
all levels (in production, marketing, and distribuuqn) and_ by
the guidance and support provided by the Industrial Policy,
depend to a significant extent, on long-term growth of tl%e world
economy and on récurring cycles in world product_lor.l and
demand. Long-standing arrangements for trade and aid in the
framework of the LOME agreements are scheduled for gradual
removal and elimination within a definite time frame.

The process of extension of NAFTA and the interim arrange-

" ments for relations with the Caribbean under CBI and other
frameworks remain subject to overriding political factors. :I‘hese
considerations point to the need for developing a dynamic apd
flexible international trade policy that is directly linked with
the thrust of industrial policy.

6. The existence of these multiple constraints does not mean that
“our hands are tied” and there is little or nothing that can be
done. It does not warrant negativism and pessimism. It means
only that a way must be found to move within, an;l around, the
constraints, and to move them out, so that the couniry can move
forward in the drive for growth and development.

7. The Government seeks to provide leadership in this process a.nd
the National Industrial Policy provides the appropriate policy
setting for that {eadership.

SETTING TARGETS FOR THE NATIONAL EFFORT

1. The Government aims to put in place and implemen.t the p_oh-
cies and measures called for by the National Industrial Policy,
designed to give support and direction to the process of restor-
ing economic growth and transfurm_.iug the steucture of the

Jamaican economy.
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2. The Government is detenmined to do its part in this process.

't But all must contribute by gearing up to meet the challenges .
° w~ = = o | involved at their respective points of decision-making and
= u?; é : g A o action. It has to be a national sffort. The policies are set to
& « =l o facilitate the process and will be implemented expeditiously.
, ) At the same time, a creative and substantial response is calied
S22 é 2818 ) for by all decision-makers and actors if successful results are to
2 N A Il % S E be achieved. '
™
§ ‘9 N w § elela i 3. Itis necessary to have some clear markers to guide the process
& § ~ SEGEES r": o | e o and to provide measures of success in meeting the goals and
21 objectives of the Policy.
sal s 5 g(r|8 ' 2 . .
§ § - Nlefw 2 =19 & 4, Accordingly, Table 11.1 (page 148) sets out the key performance
gn,:u measures and indicative targets to be used in evaluating success
. oo - of the nati ime-frame for meeting them.
| § § g § ﬁ 3 § o 3 g - . '5 f national effort and the time-frame for m ‘g
% —a : Ml R I Fal Ba g . (2) The targets for the growth rate, GDP per capita, exports,
— %D é @ f - . & investment, and '(‘amployment, are designed to be co.nsis.tent
e l & § " RS |84 § elg 2 bt . with initial conditions, feasibilities, and growth objectives
= '[ Rl | il A B 4 S S R identified in Chapter 3.
2 2 | 2 . |
by g Sl21512 w o |m g " (b) The size of the Government’s contribution to the overall
= _.g 23] @ bl BN o g 9|8 ¢|2|8 E| investment effort is indicated in terms of commitments for
| - ‘% the publi(f sector investment programme under the Medium
_ S Q g Term Policy Framework, ‘
— = hud L >
s 'g. E g E g g (¢} The remaining part of gross investment represents the, gap
g 3 §- 2 Eo -8 - g E to be filled by private sector investment (local and foreign).
o 2 4B e 2r
E P 2‘- & g 'E_ 2| & '§_ ; = g (d) The target fot the poverty rate represents the expected out-
E =] 5 0 é’ § g b E, g 3 a ‘é’ g' come from overall growth of the economy, from Govern-
" &) '§' Si5leg|8 2yl ol Il P ol ment’s contributions under the Poverty Eradication Prog-
8 s E .‘g' 3| : E § K g 2 ﬁ dolw 8 s ramme, from contributions of other agencies (local and
E o = 3 z s T ‘g“ =25 § 2 g gls Li foreign), and from the contributions by private sector firms
" g b 5|8 ; £ 5 83¢ E EP % ;; g : to the national effort of poverty eradication.
€ g = 29|28 g & E-
a - SA LN EARA R =@ _g 2 g |2 5
Els%|8|2|a|8% &= (&= (8] T
S - |alslstn |o K % | & §
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CHAPTER

- TWELVE

IMPLEMENTATION STRATEGY

POLICY IMPLEMENTATION i: A SEQUENTIAL
APPROACH -

1. Implementation of the National Industrial Policy will proceed

according to a three-phased overlapping sequence of strategies.
This is shown in Table 12.1.

Table 12.1

Time—Phased Sequence of Implementation Strategies

1996 1997-1998 1999-2010

Phase 1

Short-term Strategy:

establish Social

Partnership

Phase2

Medium-term

Strategy: growth with stability

Fhase 3 Long-term Strategy: ~ export push and
' efficient import

substitation
50 ' _ '
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PHASE 1 ( SHORT-TERM STRATEGY):
ESTABLISHING THE CONDITIONS FOR THE SOGIAL
PARTNERSHIP ;

1. The first phase has a time horizon of one year. In this phase,
wlfich is currently underway, various elements of the Policy are
being implemented in tandem with the move to establish and
maintain the conditions for a Social Partnership and get it to
work effectively. The Social Partnership is being organised
around the goal of growth and development with stability. ‘

2. The strategy is to concentrate on implementing a package of
economic measures aimed at achieving macroeconomic stabil-
ity, specified in terms of reduced inflation, a decline in the level
of interest rates, and exchange rate stability.

3. The Government is leading the way by taking the initiative in
introducing these measures, as a matter of urgent and immedi-
ate priority. On the basis of these measures, the Government
seeks to induce and call on all the major sectors of business and
labour to adhere to 2 balanced adjustment of prices and incomes.
At the same time, these measures will serve to prepare the way
for orienting the economy to the medium-term strategic focus
on growth with stability,

PHASE 2 ( MEDIUM-TERM STRATEGY):
GROWTH WITH STABILITY

1. The second phase, with a time horizon of three years, is geared

" to the twin priorities of maintaining the indispensable condition

of macroeconomic stability ard the complementary goal of
stimulating investment and growth.

2. Measures to provide the appropriate environment of stability
and predictability to facilitate long-term investment will be
strengthened and reinforced. At the same time, the Policy is
designed to shift the balance of investment decisions from short-
term financial instraments to long-term investment in the
productive sectors.

3. An aggressive export expansion programme is to be pursued,

based on proven strengths in dynamic sectors of the economy
that are ripe for expansion. Government budgetary allocations
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to infrastructure, the incentive system, and a broad-based support
framework, will be oriented to remedy bottlenecks and constraints
facing producers in the targeted sectors.

PHASE 3 (LONG-TERM STRATEGY): . .

EXPORT PUSH AND EFFICIENT IMPORT SUBSTITUTION

" 1. The third phase has a time horizon of 15 years.. It will build on
the groundwork laid in the previous phase. The Policy will focus
on sustaining the results achieved by strengthening and deepen-
ing the measures already implemented and by introducing new
policy initiatives so as to accomplish the following long-term
objectives to:

o diversify the structure of production and exports through
product innevation, exploiting new niches, etc.;’

+ move up the hierarchy of industries and technologies towards
more technology-intensive and skill-using activities;

o deepen the demand-led programme of human resource

_ development; .o

o increase productivity through sector-specific and micro-level
programimes and incentives;

* improve the scientific capability for innovation and product
development;

+ upgrade and expand the base of physical infrastructure; and,

* increase national savings.

POLICY IMPLEMENTATION Ii: INSTITUTIONAL
MECHANISMS

1. Central direction, coordination, integration, and monitoring of
the overall policy, will be provided by an inter-ministerial council,
headed by the Prime Minister, and to be calied the Development
Council. The Development Council will seek to focus attention
on meeting the fundamental objectives of the Policy and on
assessing performance within the relevant time-frame.

2. The Council will be positioned within the Office of the Prime
‘Minister. The Council will have at its service the necessary tech-
nical expertise and administrative support for policy research,
analysis, strategic planning, and advice on economic matters.
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poOLICY IMPLEMENTATION Hifi: PUBLIC SECTOR
REFORM '

1. The entire network of public sector agencies will be called upon
to implement particular strategies, programmes, projects, and
action plans, in line with the requirements of the overall Policy.
Those agencies must therefore be structured and operated in a
manner consistent with timely, efficient, and effective implemen-
tation of policy.

2. The programme of administrative reform that is already in opera-
tion, will be deepened and extended so as to put in place proper
management systems, information systems linked into central data
networks, upgrading of technical competencies of staff, appropri-
ate compensation packages, and effective performance standards.

. : DIX
POLICY IMPLEMENTATION IV: ROLE OF THE SOCIA ' APPEN
PARTNERS ‘ '
1. A consultative system will be put in place in order to allow
systematic and regular interaction between the Government, busi-
ness, labour, and NGOs. The aim is to promote an active partnei- i
ship, on a continuing basis, so as to share ideas on policy and
strategy formulation, to explore issues, and to resolve problems. :

2. The existing National Planning Council constitutes one element
of this system that, up to now, has served this purpose. It will be
continued and strengthened in this role.

3. It will be supplemented and reinforced by the reactivation of
Industry Advisory Councils with responsibility for focusing on
industry and sector specific issues.

4. The Social Partners will decide the most appropriate machinery

for consultations on monitoring whatever agreements are reached.
This could include the National Planning Council.
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Table A.1
Growth Rate of Gross Domestic Product by Sectors, Sub-sectors, and Sub-periods,
1950-1994 (% per annum, Producer's Value, at Constant Prices)

- 5T
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Table A.6 ;
- Share of Major Items in Total Budget
Actual, 1990/91 - 1993/94

(Percent, J$ January 1988)

Budget Items 1990/91 1991/92 1992/93 1993/94 1994795} = :
= i B glagleglzlivieigieiz|n|2 Elm
General Administration 8.8 96 | 78 68 - & FI[3|5]T%5)5|8 slalZ(s]x]s
(| Security Services 8.6 74 7.7 109 ‘ 3
’ Police 47 38 1.4 6.5 ' z
a -
Defence 2.5 24 5.1 2.7 Elesle|g(=sl2|x]alsle|glglalg]|s] ¢
—_ Bl -Vt l= =]l e|E =2 |2|q|q] &
Prisons 0.8 0.7 0.7 0.9 = :
o B . - - - .
Other 07. .06 0.5 0.8 » : % ,
) I , =}
Secial Services 303 25_.1 2.7 28.6 -'g E E zlelgslale ? 2|3 2 =] 8 8 8 8 B
; ) - ' ? % Bl |« |<[<|s|e|s|Z1218|2|2 513 g
Education 13,7 12.4 1.0 4.2 E & S
. g &
Health 74 6.4 7.2 7.9 a9 E
o = _ .
8]
Water 2.1 1.2 0.1 0.9 5 2 §
— : 14 {HEHEHEHEHEHEHEEEE R
Housing 0.5 0.3 0.3 0.7 " S I I I I I BT Tl I N I T
: =}
Welfare 3.2 2.6 24 3.0 %
Other 3.4 2.2 1.7 1.9 .
o - [+
g = 2
Econbmic Services 13.5 10.7 11.3 11.0 g" 5 03’
B
(-] 4
Roads 24 19 2.6 3.2 e &
) g %, ] g ol ®|g
-] 2 . . o
Agriculture 24 2.7 25 2.1 ) A 3; 21815 1k § |8 é g
= R - 1] = = E) 13 =
Other 8.6 6.0 6.1 5.7 §l£18lé)8]2|8]5 gla|dfd]|<|a|<
Debt 38.9 472 505 - 42.7 -
Source: Memorandum on the Budget, Ministry of Finance & Planning
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DEVELOPMENT OF THE NATIONAL INDUSTRIAL 6. Drafts of the Policy, incorporating the findings and recomn';enda—

POLICY . tions of the consultants’ reports as well as the results of various
. consultations were prepared for review and discussion in further
In 1993, the Government of Jamaica stated its intention to present rounds of consultation culminating in this document.

to the nation a National Industrial Policy aimed at addressing
the critical constraints to investment and production, and
facilitating development of the competitive advantage of Jamai-
can industries. This initiative arose out of earlier discussions
leading up to a national conference held in 1992, on the occa-
sion of Jamaica’s thirtieth anniversary of Independence.

In the ensuing peried, various activities were undertaken with a
view to ensuring a high degree of national consensus, active
involvement of a wide cross-section of individuals and groups,
and systematic analysis of the issues involved in industrial
policy. These included the following:

1. Public fora, conferences, and discussion meetings were held
throughout the country, facilitating a broad base of public
participation,

2. Preparation of the Green Paper: “Towards a National industrial
Policy.” This paper was tabled in Parliament on May 18, 1994,
and Cabinet approved certain decisions regarding the further
development of the Policy.

3. Detailed studies of sectors/industries were conducted by
consultants, on the basis of interviews, surveys, focus-group
discussions, as well as analysis of data and statistical perfor-
mance indices.

4. Reports were prepared on an overall evaluation of international
competitiveness of Jamaica’s exports and on studies of
specific sectors: Agriculture, Manufacturing, Tourism, Enter-
tainment, Information Technology.

5. A Conference on National Industrial Pelicy (sponsored by the
Government of Jamaica and United Natiens Development
Programme) was convened on May 29-30, 1995, after the
reports were completed, to facilitate review and discussion of
the findings by members of the industry and interested persons
from the private sector, trade unions, academic community, and
other groups.
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