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PREFACE

The Commission received a letter from the House Committee on Ways and Means on
November 7, 2007, requesting that the Commission provide a report under section 332(g)
of'the Tariff Act of 1930 containing information that will assist the Committee in identifying
the ways that U.S. trade and aid policy can most help the Caribbean Basin. The letter states
that the overall objective of the report is to review economic growth and development in the
Caribbean region. In preparing the report, the Commission was requested to provide (1) an
in-depth description of the current level of economic development in the Caribbean basin
and (2) an overview of the economic literature on potential Caribbean development. The
Committee requested that the report be delivered no later than six months from the receipt
of the letter. A copy of the request letter is in appendix A, and the associated Federal
Register Notice is in appendix B.

The Committee requested that the report cover the 18 beneficiary countries of the Caribbean
Basin Economic Recovery Act that are not parties to the Central America—Dominican
Republic—United States Free Trade Agreement (CAFTA—DR). The covered countries are
Antigua and Barbuda, Aruba, The Bahamas, Barbados, Belize, the British Virgin Islands,
Dominica, Grenada, Guyana, Haiti, Jamaica, Montserrat, Netherlands Antilles, Panama, St.
Kitts and Nevis, St. Lucia, St. Vincent and the Grenadines, and Trinidad and Tobago.
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Executive Summarx

Trade preferences under the Caribbean Basin Trade Partnership Act (CBTPA), which
amended the Caribbean Basin Economic Recovery Act (CBERA) in 2000, expire on
September 30, 2008. CBERA was part of the Caribbean Basin Initiative (CBI), which was
intended to encourage economic growth and development in the Caribbean Basin countries
by promoting increased production and exports of nontraditional products. CBTPA amended
CBERA in 2000 and expanded product coverage for CBERA countries. To identify the ways
that U.S. trade and aid policy can most help the Caribbean Basin, the Committee on House
Ways and Means, U.S. House of Representatives requested that the Commission provide
data and related information as well as a review of the literature pertaining to development
in the 18 Caribbean countries under CBERA. The request asked the Commission to include:

® A description of the current level of economic development and international
trade in the region and individual countries, including illustrative case studies

® The identification of possible future trade and development strategies

Current Level of Caribbean Economic Development and
International Trade

The 18 covered countries—Antigua and Barbuda, Aruba, The Bahamas, Barbados, Belize,
the British Virgin Islands, Dominica, Grenada, Guyana, Haiti, Jamaica, Montserrat, the
Netherlands Antilles, Panama, St. Kittsand Nevis, St. Lucia, St. Vincent and the Grenadines,
and Trinidad and Tobago—vVary considerably in population, GDP and per-capita GDP, social
indicators, and production and export bases. They are all, however, constrained by the
relatively small size of their economies and limited natural resources, thus economies of
scale are difficult to achieve. In addition, most countries’ output and/or exports rely heavily
on one or two industries (e.g., tourism in the services sector, energy-related products in the
manufacturing sector, and bananas or sugar in the agricultural sector). Despite the relatively
high per-capita incomes for most countries, many have substantial social development
problems, such as high poverty rates, income inequality, unemployment, underemployment,
and susceptibility to external forces (including weather, U.S. economic fluctuations, and
changes in global commodity prices). Haiti’s problems are particularly challenging, given
the country accounts for nearly one-half of the population in the covered countries and is the
only country in the region (and the Western Hemisphere) classified as “low income” by the
World Bank.

The Caribbean countries are highly dependent on international services and merchandise
trade; the average trade-to-GDP ratio was more than 115 percent in 2002. Many of the
countries rely heavily on imports for consumption and capital goods. Merchandise trade with
the United States is important for most of the countries, but varies considerably. The share
of imports from the United States in 2006 ranged from 27 percent of total imports in Panama
to 88 percent in The Bahamas. The share of exports to the United States ranged from 4
percent in Montserrat to 89 percent in St. Kitts and Nevis. U.S. imports of petroleum and
natural gas and their derivatives, most of which come from Trinidad and Tobago, Aruba, and
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the Netherlands Antilles, accounted for nearly 80 percent of the U.S. imports by value from
the region in 2007. Apparel, the next largest U.S. import category, came mainly from Haiti.
In 2007, Haiti accounted for nearly 90 percent of U.S. apparel imports from the region, 93
percent of which entered under the CBERA program.

Overall imports under CBERA as a percent of total imports (CBERA utilization rates) vary
significantly from O percent in Montserrat to 88 percent in Haiti in 2007. Only Belize and
Haiti have CBERA utilization rates of more than 50 percent, and seven countries have
utilization rates less than 10 percent, Antigua and Barbuda, British Virgin Islands, Dominica,
Grenada, Guyana, Montserrat, and Netherlands Antilles.

Review of the Literature

The report identifies a number of impediments to future development in the Caribbean. The
impediments primarily fall into three broad categories: (1) small size of the countries and
companies in the regions; (2) limited infrastructure development; and (3) trade policies that
feature government reliance on tariff revenue, high external tariffs, and limited regional
integration. These impediments pose a number of challenges to the Caribbean. Table ES.1
summarizes these challenges and related strategies/policies found in this report. The table
also identifies entities that would have arole in implementing these strategies/policies. Some
additional policies not listed in the table that are country- or industry-specific, such as
policies for the energy sector that are primarily applicable to Trinidad and Tobago, are
discussed in the literature review (chapter 3) and in the positions of interested parties
(chapter 5).

Impediments to Future Development

The literature review identifies a number of impediments to future development in the
Caribbean Basin. The first of these impediments relates to challenges faced by small
countries and the many small companies in these economies. Small countries tend to produce
and export a relatively narrow range of goods and services, making them more vulnerable
to economic shocks, such as worldwide price declines or preference erosion. Most small
enterprises in the region have limited access to financing, limited knowledge of export
opportunities, and face difficulty complying with international standards, such as port
security and sanitary and phytosanitary regulations.

Limited infrastructure development is often cited as one of the most important factors
impeding further development in the region. The most developed components of Caribbean
infrastructure are the port and telecommunication systems, but basic infrastructure services,
such as electricity and water, are not as well developed. Surveys of international investors
in the Caribbean have identified local business environment factors such as infrastructure,
availability of skilled professional workers, and government regulations as those factors that
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Table ES.1 Identified challenges and selected strategies/policies for Caribbean development

Identified entity

Caribbean  United States
Identified challenge Identified strategy/policy Gov't Firms Gov't Firms
Meet challenges for small countries
. . Provide incentives (e.g., free trade zones and tax credits), while respecting fiscal constraints v
Diversify exports . - O .
Increase investment that promotes export-oriented activity (see investment below) v
Improve economies of Harmonize regional regulations, licensing, standards, and investment policies (see below) v
scale Promote investment across multiple firms and markets (see standards and infrastructure below) v v
Enhance the competitiveness of regional firms
Increase small b_usmess Increase provision of microcredit v v v
access to financing
Increase knowledge of Reestablish programs that promote utilization of U.S. trade preferences and facilitate contact with v
export opportunities U.S. importers
Improve compliance with  Upgrade production processes to meet international standards through multi-firm investment v v
international standards Provide training regarding sanitary and phytosanitary standards and other regulations v
Focus on high-end services and those that benefit from Caribbean proximity to the United States, v
Improve competitiveness particularly in information and communications technology
of service providers Strengthen licensing and accreditation of medical providers v v
Improve portability of health insurance within the Caribbean and from other countries v v v
Improve the business environment
Harmonize regional regulations to facilitate multi-country infrastructure provision v
. Support private financing and provision of infrastructure (e.g., electricity and telecommunications) v v
Improve infrastructure Y . g . .
Facilitate improvements in port infrastructure and port security v v
Liberalize air services and rationalize airline routes v
. Increase access to postsecondary education with public-private partnerships and distance learning v v
Educate and train ! . . . . o
Promote regional occupational standards and recognize regional vocational certificates v
workers . : S
Provide assistance for worker training v v
Meet investor concerns about infrastructure and skilled workers (see above) v v v
Increase investment Reduce legal and administrative barriers, simplify regulations, and improve security v
Harmonize regional investment policies v
Increase trade to encourage development
Increase intra-Caribbean  Further liberalize movement of labor, capital, and goods v
trade Harmonize regulations, licensing, and product standards v
. Expand coverage and increase duration of trade preferences v
Increase trade with the . . . . .
. Allow wider use of regional apparel inputs and third-country fabric v
United States . ) S e
Promote investment and capacity building that are complementary to preference utilization v
. Lower CARICOM external tariffs and replace lost revenue through alternative taxes v
Increase trade with other . L - - . .
countries Strengthen regional trade negotiating capacity, such as the Caribbean Regional Negotiating % v
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most influence investment in the region. Studies find that investments in infrastructure
improvement would increase exports or welfare more than improvements resulting from
trade facilitation such as those that address port improvements, customs procedures, and
regulations.

High levels of government debt for some countries also affect growth in the region; overall
debt remains above 80 percent of regional GDP, and most Caribbean countries continue to
run budget deficits. Large public-sector debts have many adverse consequences, including
high debt-service burdens, higher interest rates, reduced private-sector borrowing, greater
economic uncertainty, and reduced ability to attract foreign investment. High debt also limits
these governments’ abilities to provide infrastructure services and offer investment
incentives.

The region has liberalized most tariffs on intra-Caribbean trade, but external tariffs (applied
to imports from outside the Caribbean) remain high. This tariff liberalization has reduced
considerably government revenue, and some countries have been unable to transition to other
revenue sources. The literature identifies the reliance on tariffs for government revenue and
difficulties in establishing other revenue sources as major factors limiting Caribbean
development. External tariffs remain high, which raise import prices and reduce the efficient
allocation of resources within countries. The slow progress toward regional integration has
limited the scale of production and prevented the movement of labor and other resources. In
particular, labor movement within the region is limited, and regulations, product standards,
and licensing requirements often differ by country.

Potential Policies for Economic Development

Governmental Policies That Have Helped Overcome Diseconomies of Scale

A number of policies were identified in the literature that could help speed development by
increasing the scale of markets for Caribbean countries. These polcies include increased
regional integration through the CARICOM Single Market Economy, harmonization of
regulations, reduction of barriers to the regional movement of labor, and liberalization of air
transport services. In the area of education and human capital, partnerships between public
and private institutions, development of distance learning programs, and mutual recognition
of technical and vocational certificates could help Caribbean countries build a more skilled
workforce. The literature suggests that, to address problems faced by small economies and
enterprises, the United States could increase regionally focused assistance, such as through
the creation of educational programs designed to facilitate understanding of export
opportunities and trade benefits, as well as programs to improve understanding and
compliance with international regulations regarding port security and food safety.
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Targeting the Regional Market

Some companies have overcome the diseconomies of scale problems associated with a small domestic
market by targeting the regional market. Digicel’s (mobile phone company based in Jamaica) unique
business model in the telecommunications industry and knowledge of the demands of the Caribbean
market has allowed it to penetrate markets throughout the Caribbean region. Cement (TCL Group in
Trinidad and Tobago) and financial services (RBTT in Trinidad and Tobago) companies in Trinidad and
Tobago continued to grow by moving into the regional markets after domestic markets became saturated.
These companies used the region as a basis to build scale economies and become internationally
competitive firms.

Partnering with International Companies and Organizations

Given the small size of the Caribbean economies, several case studies illustrate that partnering with
established international companies or organizations provides opportunities such as access to advanced
technology, international business management, and marketing. For example, TCL Group’s (cement
company in Trinidad and Tobago) alliance with Cemex (cement company in Mexico) allowed it to access
foreign capital and Cemex’s regional marketing experience. Copa Airlines’ (Panama) strategic alliance
with Continental Airlines (United States) offered Copa economies of scale when purchasing aircraft and
fuel, adoption of business management software, and efficiency gains from standardized policies and
procedures. Also, Panama City’s Hospital Punta Pacifica’s joint venture with Johns Hopkins Medical
International (United States) gave its medical tourism services the advantages of an internationally
recognized brand and access to the expertise of U.S. medical practitioners regarding best practices and
patient safety. In Guyana, Demerara Distillers’ partnering with a number of multinational consumer-
products companies allowed the company to develop and strengthen its production and marketing
capabilities to international standards.

Increased Investment in Infrastructure and Skill Building
Can Increase Growth and Reduce Poverty

Infrastructure improvements, along with a skilled and educated work force, have been
identified as the crucial factors for investors in the Caribbean, particularly in higher wage
sectors. Infrastructure has also been noted as important to diversifying exports from the
Caribbean. Infrastructure improvements provide direct benefits to households in developing
countries by improving their access to services, such as water, electricity, health, and
telecommunications. Infrastructure improvements in such areas as ports and shipping and
telecommunications also help firms by reducing costs and facilitating business.

The literature suggests that, to address limitations in port infrastructure, the United States
could improve coordination on shipping and security issues with Caribbean countries to
increase shipping reliability and to reduce time to market. The United States could support
training programs to increase the number of skilled workers in the region.
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Expanding to Higher-Skill-Intensive Products

Several companies have found that producing products that require higher skill levels helped them
to remain competitive in the global market. For example, Panama’s support of its medical services
industry helps it to diversify beyond the more traditional Caribbean services industries, such as tourism,
to develop a domestic base of high-skilled medical personnel. RCD Components’ (electronic components
company in St. Lucia) evolution from higher volume, commodity grade, electrical components to lower
volume, high-technology products has helped it to weather increasing competition from Chinese
companies.

Export Diversification is Best Supported by Improving
the Domestic Business Environment

The literature notes that future export diversification will likely depend on investment in the
region. A number of countries in the Caribbean have diversified exports through the
establishment of free trade zones and other incentives, such as tax holidays, though these
incentives have often been more effective in the short run than in the long run. Surveys of
Caribbean investors have found that reductions in Caribbean legal and administrative
barriers, such as restrictive labor market regulations and administrative requirements to open
and close businesses, and improvement in Caribbean infrastructure have been more
important than incentives provided by Caribbean governments or by U.S. preference
programs. In particular, investors in the region have recently highlighted the importance of
port infrastructure and Caribbean customs regulations.

Creating a Conducive Business Environment

Several case studies underscore the importance of government efforts to create a conducive business
environment in attracting investment and enterprise growth. Barbados’ liberalization of the
telecommunications sector, its sound infrastructure, stable macroeconomic environment, and facilitating
tax regime have encouraged foreign investment and job growth in its call center industry. Jamaica’s one-
stop-shop and tax-incentive programs helped attract major Hollywood film producers, and its well-
functioning democracy and import tariff policies provided a solid foundation for the expansion of the
GraceKennedy company. Panama’s liberal trade environment facilitating foreign trade and investment
supported the expansion of the medical tourism industry in that country. The role of infrastructure,
including utilities, as a key factor in a conducive business environment is reflected in the importance of
the financial sector liberalization and telecommunications improvements for RBTT’s (financial services
firmin Trinidad and Tobago) expansion. In addition, the importance of reliable infrastructure (especially
port facilities) and favorable energy costs, as well as tax incentives, is important for the expansion of the
plastics industry in Trinidad and Tobago.

Trade Policy for Development

Trade liberalization can support development

The economic development literature indicates that countries with lower impediments to
trade (both tariff and nontariff) generally have higher rates of economic growth. A country’s

own openness appears to contribute more to economic growth than does the degree to which
a country benefits from open or preferential access to partner countries’ markets.
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Trade-induced economic growth is often associated with reductions in poverty, although the
evidence is less strong for reduction in the gap between rich and poor (income inequality).
The literature suggests that Caribbean countries could improve efficiency by reducing their
external tariffs and shifting to nontariff sources of government revenue, such as a value-
added tax, and by strengthening regional trade negotiating capacity and regional integration
under the Caribbean Single Market Economy.

U.S. policies can stimulate Caribbean services exports

The literature suggests that changes in U.S. policy could encourage services exports from
the region. Services are an important part of Caribbean economies, and services often
constitute relatively high-wage production in the region. Relaxing certain U.S. regulations,
such as local presence requirements, could aid Caribbean exporters of professional services,
while greater portability of U.S. private and public health insurance benefits could help
Caribbean providers of health and wellness services. For example, permitting Caribbean-
based banks to establish deposit-taking branches in the United States would not only
strengthen the Caribbean banking sector, but could also spur investment in the region.

Overcoming Vulnerability Through Diversification

Some Caribbean-based companies have taken steps to expand and diversify into a broader range of
industries and reduce vulnerabilities associated with concentration on a single market or product. Jamaica
Broilers Group expanded from asmall broiler meat producer into, among others, veterinary and nutritional
services, prepared foods, feed ingredients, and ethanol. GraceKennedy (diversified firm in Jamaica)
expanded from a shipping company into processed foods and distribution services, and financial
investment services. Demerara Distillers (Guyana) used its core rum business to expand into a variety of
beverages, distribution services, and seafood processing.

CBERA has generally increased growth despite preference erosion

Analyses of CBERA generally find that the program has contributed to economic growth,
despite gradual preference erosion due to increased number of U.S. free trade agreements
and reductions in MFN rates. Increasing utilization of preferences has stimulated investment
and growth in the beneficiary countries. The literature notes that much of the benefit is tied
to apparel preferences under the CBTPA. While these benefits may have diminished since
the expiration of the WTO Agreement on Textiles and Clothing in 2005, U.S. apparel
imports from a few countries in the region, particularly Haiti, remain important to their
economies. CBERA preference programs have provided more limited benefits to nonapparel
exporters, though some have benefited from preferences for ethanol, tuna, and petroleum
exports. The literature notes that the United States could further enhance Caribbean
development by improving CBERA’s sectoral coverage and duration, and by liberalizing
CBERA’s rules of origin to allow fabric inputs from additional non-U.S. sources.
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Focusing on Unique Strategic Advantages

Identifying and making use of the various strategic advantages within the region has contributed to
the success of various companies. Both the Demerara Distillers (Guyana) and the plastics industry took
advantage of local inputs to expand into downstream industries. Demerara uses locally produced fruit for
its packaged fruit juice, and Trinidad and Tobago has successfully leveraged its natural resource
endowment to expand into chemical products such as plastics. Panama’s Copa Airlines and medical
tourism industry have both leveraged the country’s geographic location to create a regional transport hub
(Copa Airlines in Panama) and access nearby U.S. consumers (medical tourism). Apaid of Haiti, citrus
producers in Belize, and advanced technology companies in St. Kitts and Nevis and St. Lucia have
leveraged their access to CBERA program benefits to remain competitive in their respective industries.

Policy Recommendations by Interested Parties

The Commission received numerous trade-policy-related recommendations from witnesses
at its hearing on January 29, 2008 and from written submissions. The testimony and
submissions addressed a wide array of issues and raised recommendations regarding U.S.
trade policy toward the region.

CBERA Has Been Beneficial to the Countries and the Region

The CBERA program has increased export diversification and promoted nontraditional
exports. Parties note that CBERA has been an indispensable tool to transform economies,
promote stability, enhance democracy, and create opportunities for sustained economic
growth and development. In addition, they state that the program has contributed to
increased standards of living in CBERA beneficiary countries. Several parties also highlight
that ethanol and textiles and apparel provisions of the original CBERA and CBTPA have
been critical for those industries.

Value of Trade Preferences Is Being Reduced

Several parties raised concerns about preference erosion as a result of international
(unilateral and multilateral) trade liberalization efforts, the increasing number of U.S.
bilateral free trade agreements, and extension and expansion of other preference programs
for developing countries. The latter include the EU’s Everything But Arms program and the
United States’ proposed duty-free, quota-free program for least-developed countries. In
addition, many countries face preference erosion stemming from reforms by preference-
granting countries in key product markets, such as sugar and bananas in the EU.

Market Access Provisions Should Be Renewed and Expanded

Interested parties provided program- and product-related recommendations specific to the
CBERA-related trade policy programs. Program-related recommendations include (1)
extending the CBTPA and the Haitian Hemispheric Opportunity Through Partnership
Encouragement Act or, further, making CBTPA preferences permanent in order to create a
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more predictable trading environment and to encourage increased investment by reducing
investor uncertainty, and (2) expanding CBTPA to include all CBERA countries. Product-
related recommendations include (1) expanding product coverage and (2) relaxing rules of
origin, especially with regard to textiles and apparel production and to cumulation
allowances for products receiving preferential market access. In addition to merchandise
trade, several parties suggested that the CBERA program should be expanded to include
services trade, which accounts for a significant share of many CBERA economies.

Future U.S.-Caribbean Relations Should Be Broader and Deeper

Interested parties made various recommendations about the long-term U.S.-Caribbean trade
and economic relationship, such as investment-incentive provisions and development
assistance. Testimony and written submissions added that the U.S.-Caribbean trade
relationship should progress toward a comprehensive trade agreement with a development
component, and incorporate a regional perspective into trade and aid policies. For example,
it was suggested that the United States could provide assistance to address key constraints
on economic development, such as

® inadequate infrastructure,

limited access to affordable credit,

® high levels of public debt,

®  Caribbean countries’ supply side, especially trade capacity constraints, and

® limited capabilities and funding to address technical standards, sanitary and
phytosanitary standards, pest-risk analysis, and U.S. security-related legislation and

policies.

Some suggested that the trade capacity assistance provided by CAFTA-DR or Trade and
Investment Framework Agreements could serve as useful models or options.
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CHAPTER 1
Introduction

Purpose, Scope, and Approach of Report

Purpose

The purpose of this report is to provide to the House Committee on Ways and Means certain
information requested by the Committee relating to economic growth and development in
the Caribbean Basin. The Committee asked the Commission, in preparing its report, (1) to
provide an in-depth description of the current level of economic development in the
Caribbean Basin, and (2) identify possible future trade and development strategies. The
Committee indicated that this information would assist it in identifying the ways that U.S.
trade and aid policy can most help the Caribbean Basin.

In particular, the Committee asked that the Commission summarize the literature assessing
the direction of future Caribbean development, including articles that address, among other
things, economic development policies that have been tried in the Caribbean; the importance
of trade liberalization; the impact on U.S.-Caribbean trade of North American Free Trade
Agreement (NAFTA), the Dominican Republic—Central America—United States Free Trade
Agreement (CAFTA-DR), and other trade agreements; countries that have benefited from
U.S. Caribbean Basin preference programs; and the ways that U.S. trade policy might
strengthen the ability of the region to compete globally. The Committee also requested that
the Commission, to the extent possible, include brief case studies of industries that have
been able to compete globally despite small size or capacity constraints, with an eye toward
identifying factors that enabled these smaller industries to be successful.

The Committee noted that the Caribbean Basin Economic Recovery Act (CBERA)' became
effective in 1984 as part of the Caribbean Basin Initiative (CBI) to encourage economic
growth and development in the Caribbean Basin countries by promoting increased
production and exports of nontraditional products through duty preferences. The Caribbean
Basin Trade Partnership Act (CBTPA) amended CBERA in 2000 and expanded product
coverage for CBERA countries; the Committee noted that CBTPA will expire on September
30, 2008. (Table 1.1 summarizes these trade preferences and lists the countries that benefit
under these and other programs.)

' CBERA was enacted August 5, 1983, as Pub. L. 98-67, Title II; 97 Stat. 384, 19 U.S.C. 2701 et seq.,
and became effective January 1, 1984 (Presidential Proclamation No. 5133, 48 Fed. Reg. 54453). Minor
amendments to CBERA were made by Pub. L.s 98-573, 99-514, 99-570, and 100-418. Major amendments
were made to CBERA by Pub. L. 106-200, the Caribbean Basin Trade Partnership Act. Further modifications
were made by Pub. L. 107-210, the Trade Act of 2002; Pub. L. 109-53, the Dominican Republic—Central
America—United States Free Trade Agreement Implementation Act ; and Pub. L. 109-432, sec. 5001 et seq.,
and the Haitian Hemispheric Opportunity Through Partnership Encouragement Act of 2006 (HOPE Act).
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Table 1.1 Summary of CBERA preferential provisions, 2007

History. ...................... Enacted 8/5/1983 - CBERA
Expanded and made permanent 8/20/1990 - CBEREA?®
Enhanced 5/18/2000 - CBTPA®
Modified 8/6/02 - Trade Act of 2002°
Enhanced for Haiti 12/20/2006°

Benefits.. . .................... Duty-free entry and reduced-duty entry granted on a non-reciprocal, non-
MFN basis
Exclusions under original CBERA. . Most textiles/apparel, leather goods, canned tuna, petroleum and
derivatives, certain footwear, certain watches/parts, over-TRQ agricultural
products
Additions under CBTPA®. ........ Certain apparel and textile luggage made from U.S. inputs are eligible for

duty-free entry. The application of Mexico’s NAFTA rates, where goods
from CBTPA countries meet NAFTA rule-of-origin criteria, for leather
goods, canned tuna, petroleum and derivatives, certain footwear, and
certain watches/parts

Additions under HOPE Act.. ... ... Expands rules of origin for apparel and wire harness automotive
components from Haiti

Duration. ..................... Originally 12 years, until 9/30/1995
CBEREA: dropped expiration date for original CBERA
CBTPA: until 9/30/2008
HOPE Act: until 12/20/2011

Covered beneficiaries®. . . ........ Antigua and Barbuda, Aruba, The Bahamas, Barbados,* Belize,* British
Virgin Islands, Dominica, Grenada, Guyana,* Haiti,* Jamaica,” Montserrat,
Netherlands Antilles, Panama,* St. Kitts and Nevis, St. Lucia,* St. Vincent
and the Grenadines, and Trinidad and Tobago*

Coverage (eligible provisions). ....  Approximately 5,700 8-digit tariff lines

Value of imports under the
program. ................... $3.943 billion

Significance in terms of U.S. trade:

U.S. imports from covered countries
as a share of total U.S. imports..  0.76%

Share of imports from covered
countries that receive
program preferences.......... 25.7%

Source: Commission compilation.

@ Caribbean Basin Economic Recovery Expansion Act of 1990 (Pub. L. 101-382, sec. 2001 et seq.).

® Caribbean Basin Trade Partnership Act, Title Il of the Trade and Development Act of 2000, effective October
2000. The measure gives certain preferential treatment to goods originally excluded from the CBERA'’s benefits by
law.

¢ Sec. 3107 of the Trade Act of 2002 (Pub. L. 107-210).

¢ Haitian Hemispheric Opportunity through Partnership Encouragement Act of 2006 (Pub. L. 109-432, sec. 5001
et seq.)

¢ See subchapter XX of chapter 98 of the Harmonized Tariff Schedule. No other CBTPA benefits apply to
excluded agricultural and textile/apparel products (that is, NAFTA parity is not accorded).

" The CBTPA benefits expire on either September 30, 2008, or the date on which the Free Trade Area of the
Americas or comparable agreement enters into force, whichever is earlier. When an FTA such as CAFTA-DR
enters into effect for a country, that country loses its status as a CBTPA or CBERA beneficiary country.

9 Asterisk (*) indicates CBTPA beneficiary countries.
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Scope, Approach, and Organization of the Report

This report covers the 18 CBERA beneficiary countries that are not parties to CAFTA-DR.
As shown in table 1.1, these countries are Antigua and Barbuda, Aruba, The Bahamas,
Barbados, Belize, the British Virgin Islands, Dominica, Grenada, Guyana, Haiti, Jamaica,
Montserrat, the Netherlands Antilles, Panama, St. Kitts and Nevis, St. Lucia, St. Vincent and
the Grenadines, and Trinidad and Tobago.

The current state of economic development in the CBERA countries is provided at the
regional and country level. Data permitting, the period covered is 2000-07.> A survey of
the economic literature related to potential Caribbean development and possible future
development strategies relies on literature published in academic journals as well as by
international organizations such as the World Bank, International Monetary Fund, and Inter-
American Development Bank, and relevant think tanks. Illustrative case studies of
successful companies or industries that serve regional and global markets are provided
throughout this report. In addition, the Commission held a hearing on January 29, 2008, to
obtain information from interested parties on development in the region, potential future
development strategies, and for case studies. Information from this hearing and written
submissions is also incorporated in this report.

The remainder of this chapter provides a brief overview of U.S. trade preferences available
to CBERA countries as well as U.S. institutions affecting trade and economic growth and
development in CBERA countries. Chapter 2 provides an overview of the current level of
economic development at the regional level for the CBERA countries. It also presents
information on industries that have a widespread presence throughout the Caribbean region,
such as tourism and financial services. In addition, several case studies illustrate the growth
of various industries at the regional level either through expansion across the region or
diversification into nontraditional products or services. This chapter also provides an
overview of non-U.S. policies and institutions that influence economic growth and
development in the CBERA countries.

Chapter 3 consists of an overview of literature addressing potential Caribbean economic
development strategies. The request letter detailed a number of development issues to be
addressed, including assessments of past development policies and possible future
development policies, both long- and short-term, that might be pursued by the countries
themselves and by the United States. This discussion draws from the most recent
information available, and where appropriate, macroeconomic and region-wide statistics
have been updated. In addition, this report also relies on case studies, country profiles, and
hearing testimony for recent examples and policy discussions related to Caribbean economic
development. This chapter also provides case studies that illustrate how companies and
industries have applied past development and trade policies, or have overcome certain
impediments identified in the literature.

Chapter 4 provides an overview of the current level of economic development at the country
level. Profiles in this chapter focus on economic and social development, the domestic
economy, and international integration for each country. The country-specific case studies
provide additional insight into domestic and international policies and government
regulations that have supported growth for selected companies and industries.

? Data sources for regional and country-specific information are provided in chaps. 2 and 4, respectively.
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Chapter 5 is a summary of the positions of interested parties expressed in hearing testimony
and written submissions, and points to trade and development policy recommendations
provided by these parties.

Appendices include copies of the request letter (appendix A), the Federal Register notice
of institution of the investigation (appendix B), hearing calendar (appendix C), data sources
and definitions underlying the data presented in the country profile tables and figures
(appendix D), product-level merchandise trade tables (appendix E), and tables of economic
development indicators (appendix F).

Throughout this report, the term “CBERA” refers to CBERA as amended by subsequent
legislation, including CBTPA and the HOPE Act. For purposes of identifying CBERA as
it existed before CBTPA, the term “original CBERA” will be used. Unlike the trade
preferences in CBTPA and the HOPE Act, the trade preferences in “original CBERA” have
no expiration date.

U.S. Trade Preferences Available to CBERA Countries

Major U.S. trade preferences available to CBERA countries fall into three categories: (1)
CBERA, including original CBERA, and amendments by CBTPA and the HOPE Act; (2)
the Generalized System of Preferences (GSP); and (3) production-sharing programs. These
trade preference programs have run concurrently in recent years, with some degree of
overlap in product coverage and some variation in benefits. However, the unifying program
for all of the covered countries is CBERA. A brief overview of each of these preference
programs is presented below.

Caribbean Basin Economic Recovery Act

The Caribbean Basin Economic Recovery Act (CBERA) was part of the Caribbean Basin
Initiative (CBI), which was intended to encourage economic growth and development in the
Caribbean Basin countries by promoting increased production and exports of nontraditional
products.” CBERA authorizes the president to grant certain unilateral preferential trade
benefits to Caribbean Basin countries and territories.* The program permits shippers from
designated beneficiaries to claim duty-free or reduced-duty treatment for eligible products
imported into the customs territory of the United States. CBERA was initially given
statutory effect through September 30, 1995. The Caribbean Basin Economic Recovery
Expansion Act (CBEREA) of 1990° repealed that termination date, made the program

* The principal components of CBI were CBERA and a program of preferential access for certain apparel
assembled in the region, described in the production sharing section below.

* Details can be found in USITC, The Impact of the Caribbean Basin Economic Recovery Act, Eighteenth
Report, 2005-2006, USITC publication 3954, September 2007.

’ The Caribbean Basin Economic Recovery Expansion Act of 1990 was signed into law on August 20,
1990, as part of the Customs and Trade Act of 1990 (Pub. L. 101-382, Title II, 104 Stat. 629, 19 U.S.C.
2101).
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permanent, and expanded CBERA benefits in several respects.® In May 2000, the United
States—Caribbean Basin Trade Partnership Act (CBTPA) further expanded the CBERA
program and extended trade preferences to textiles and apparel from the region. In August
2002, the Trade Act of 20027 amended CBERA to clarify and modify several CBTPA
provisions. In December 2006, the Haitian Hemispheric Opportunity Through Partnership
Encouragement Act (HOPE Act) enhanced benefits under CBERA for Haiti.® Currently,
there are 19 countries that are designated as CBER A beneficiary countries—the 18 countries
covered in this report plus Costa Rica, which continues to be a CBERA beneficiary country,
but it is not covered in this report because it is a party to CAFTA-DR.’

Caribbean Basin Trade Partnership Act

The United States-Caribbean Basin Trade Partnership Act (CBTPA), enacted May 18,2000,
was a major enhancement of the CBERA program.'” Additional modifications and
clarifications were made in the Trade Act of 2002, enacted August 6, 2002."" CBTPA
became effective on October 2, 2000, as a transitional measure through September 30, 2008,
or until the Free Trade Area of the Americas (FTAA) or a comparable free trade agreement
(FTA) between the United States and individual CBERA countries enters into force. Each
CBERA beneficiary country must be separately designated by the president, based on
various “rule-of-law” measures, for the enhanced benefits of CBTPA. Of the 18 CBERA
countries covered in this report, eight are CBTPA beneficiaries, as shown in table
1.1—Barbados, Belize, Guyana, Haiti, Jamaica, Panama, St. Lucia, and Trinidad and
Tobago.

CBTPA authorized duty-free treatment for imports of qualifying cotton, wool, and manmade
fiber apparel from CBERA countries for the first time. Key apparel provisions are
summarized in table 1.2. For the most part, these CBTPA apparel goods must be made
wholly of U.S. inputs and assembled in an eligible CBTPA country.'> CBTPA also extended
preferential treatment (rates of duty identical to those accorded to like goods of Mexico,

® Among other things, the 1990 act provided duty reductions for certain products previously excluded
from such treatment. For a comprehensive description of the 1990 act, see USITC, Report on the Impact of
the Caribbean Basin Economic Recovery Act, Sixth Report 1990, USITC publication 2432, September 1991,
1-1-1-5.

" Modifications to CBERA were made in sec. 3107 of the Trade Act of 2002 (Pub. L. 107-210).

8 Pub. L. 109-432, sec. 5001 et seq.

% See Harmonized Tariff Schedule (HTS) (2008) general note 7. During 2006 and 2007, CAFTA-DR
entered into force for five Central American countries—El Salvador (effective March 1, 2006), Guatemala
(July 1, 2006), Honduras (April 1, 2006), Nicaragua (April 1, 2006), and the Dominican Republic (March 1,
2007)—which simultaneously ceased to be designated beneficiary countries under CBERA and the CBTPA.
The Committee requested that the report include “country profiles on the 18 non-CAFTA-DR CBERA
countries.” Although Costa Rican accession to CAFTA-DR was approved by national referendum on October
7,2007, required Costa Rican legislation and regulations have not been completed, and Costa Rica has been
given an extension until October 1, 2008, to complete legislation and regulations by its CAFTA-DR partners.
USTR, “USTR Announces Agreement on Extension of Time for Costa Rica to Join the CAFTA-DR,” press
release, February 27, 2008.

' See Trade and Development Act of 2000 (Pub. L. 106-200, Title II).

"' See Trade Act of 2002 (Pub. L. 107-210).

'2 CBERA countries must be listed in chapter 98 of the Harmonized Tariff Schedule (HTS) to be eligible
for CBTPA apparel preferences.
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Table 1.2 Textiles and apparel made in CBERA countries that are eligible for duty-free and quota-free entry under

CBTPA, as amended by the Trade Act of 2002

Brief description of article®

Brief description of criteria and related information

Apparel assembled from U.S.-formed and -cut fabric

HTS 9802.00.8044 and 9820.11.03 (the latter
provision is for apparel that underwent further
processing such as stone-washing or
embroidering)

*  Unlimited duty-free and quota-free treatment

*  Fabric must be made wholly of U.S. yarn

*  Fabric, whether knit or woven, must be dyed,
printed, and finished in the United States

Apparel cut and assembled from U.S. fabric

HTS 9820.11.06 Woven apparel
HTS 9820.11.18 Knit apparel

*  Unlimited duty-free and quota-free treatment

Fabric must be made wholly of U.S. yarn

*  Fabric, whether knit or woven, must be dyed,
printed, and finished in the United States

*  Apparel must be sewn together with U.S. thread

Certain apparel of “regional knit fabrics” — includes
apparel knit to shape directly from U.S. yarn (other
than socks) and knit apparel cut and assembled from
regional or regional and U.S. fabrics

HTS 9820.11.09 Knit apparel except outerwear t-
shirts
HTS 9820.11.12 Outerwear t-shirts

Fabric must be made wholly of U.S. yarn

*  Preferential treatment subject to “caps” for 12-
month period beginning on October 1 of 970 million
square meter equivalents (SMEs) for HTS
9820.11.09 and 12,000,000 dozen for HTS
9820.11.12 since 2004 until September 30, 2008.

Brassieres cut and assembled in the United States
and/or the region from U.S. fabric (HTS 9820.11.15)

* Producer must satisfy rule that, in each of seven 1-
year periods starting on October 1, 2001, at least 75
percent of the value of the fabric contained in the
firm's brassieres in the preceding year was attributed
to fabric components formed in the United States (the
75 percent standard rises to 85 percent for a
producer found by Customs to have not met the 75
percent standard in the preceding year).

Textile luggage assembled from U.S.-formed and -cut
fabric (HTS 9802.00.8046) or from U.S.-formed fabric
cut in eligible CBTPA countries (HTS 9820.11.21)

*

Fabric must be made wholly of U.S. yarn.

Apparel cut and assembled from fabrics or yarn as
identified in annex 401 of NAFTA as being not
available in commercial quantities (in “short supply”) in
the United States (HTS 9820.11.24)

Apparel cut and assembled from additional fabrics or
yarns designated as not available in commercial
quantities in the United States (HTS 9820.11.27)

*

The fabrics and yarn include fine-count cotton knitted
fabrics for certain apparel; linen; silk; cotton
velveteen; fine wale corduroy; Harris Tweed; certain
woven fabrics made with animal hairs; certain
lightweight, high thread count polyester/cotton woven
fabrics; and certain lightweight, high thread count
broadwoven fabrics in production of men's and boys'
shirts.’

*

On request of an interested party, the President may
proclaim preferential treatment for apparel made from
additional fabrics or yarn if the President determines
that such fabrics or yarn cannot be supplied by the
domestic industry in commercial quantities in a timely
manner.

Handloomed, handmade, and folklore articles (HTS
9820.11.30)

* Must be certified as such by exporting country under
an agreement with OTEXA.

Source: United States-Caribbean Basin Trade Partnership Act, as amended by the Trade Act of 2002.

@ Applies to articles ineligible for duty-free treatment under the original CBERA (those of cotton, wool, and

manmade fibers).

® See U.S. House of Representatives, Trade and Development Act of 2000: Conference Report to Accompany
H.R. 434, 106th Cong., 2d sess., H. Rept. 106-606, p. 77, which explains a substantially identical provision of the
African Growth and Opportunity Act that is contained in CBTPA.




under the same rules of origin applicable under NAFTA)," to a number of other products
previously excluded from CBERA, including certain tuna, petroleum and petroleum
products, certain footwear, and certain watches and watch parts. CBTPA also provided duty-
free treatment for textile luggage assembled from U.S. fabrics made of U.S. yarns."

The apparel provisions of CBTPA build upon existing U.S. trade programs that have
encouraged U.S. producers of apparel to establish production-sharing arrangements in
CBERA countries under the provisions of Harmonized Tariff Schedule (HTS) heading
9802.00.80 and related legal notes of the HTS as noted in the section on production sharing
below.

HOPE Act of 2006

On December 20, 2006, the United States further amended the CBERA program by enacting
the Haitian Hemispheric Opportunity Through Partnership Encouragement Act of 2006
(HOPE Act)."”” The HOPE Act establishes special new rules of origin that make Haiti
eligible for new trade benefits for apparel imports and that enhance sourcing flexibility for
apparel producers in Haiti. The first rule grants duty-free treatment for a limited amount of
apparel imported from Haiti if at least 50 percent of the value of inputs and/or costs of
processing (e.g., being wholly assembled or knit-to-shape) is from Haiti, the United States,
a CBERA beneficiary country, an ATPA beneficiary country, an AGOA beneficiary
country, or any country that is an FTA partner with the United States during years one to
three after the HOPE Act became effective; in year four, the percentage requirement for
originating inputs rises to 55 percent or more, and in year five it increases to 60 percent or
more.

The second rule allows the components of apparel articles entering under HTS subheading
6212.10 (brassieres) to be sourced from anywhere as long as the garments are both cut and
sewn or otherwise assembled in Haiti. The third rule authorizes duty-free treatment for three
years for a specified quantity of woven apparel imports from Haiti made from fabric
produced anywhere in the world—up to 50 million square meter equivalents (SMEs) in
years one and two of the HOPE Act, and up to 33.5 million SMEs in year three (starting
December 20, 2009).

There is also a special rule for certain wire harness automotive components that expands the
rules of origin for such components imported into the United States from Haiti for five
years.

'3 Pursuant to HTS general note 12
"4 See HTS 9820.11.21.
5 Pub. L. 109-432, sec. 5001 et seq. See 19 U.S.C. 2701 et seq. for various provisions.
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Other Preference Programs Available to CBERA Countries

There are two other U.S. trade preference programs available to CBERA countries, the U.S.
Generalized System of Preferences (GSP) and production sharing. GSP has been in effect
since January 1, 1976."° GSP provides nonreciprocal duty-free entry for products under
about one-half of the dutiable tariff lines in the HTS from 131 beneficiary developing
countries (BDCs). About 40 percent of the remaining dutiable tariff lines are eligible for
duty-free entry from 42 least developed beneficiary developing countries (LDBDCs)."” GSP
benefits expire at the end of 2008 under current legislation, but they have been renewed
numerous times in the past.'"® Although all of the CBERA countries covered in this report
have been GSP beneficiaries at some time in the past, Aruba, Antigua and Barbuda,
Barbados, The Bahamas, and the Netherlands Antilles are not currently GSP beneficiaries
because they have become “high income” countries.'” Haiti is the only CBERA beneficiary
country designated as an LDBDC under GSP. CBERA and GSP are similar in many ways,
but CBERA covers more tariff categories than GSP, and U.S. imports under CBERA are not
subject to GSP competitive-need limitations** and country-income restrictions.*' In addition,
CBERA qualifying rules for individual products are more liberal than those of GSP. GSP
requires that 35 percent of the value of the product be added in a single country or in a
specified association of eligible GSP counties,”> whereas CBERA allows regional
cumulation within CBERA (including former CBERA beneficiaries, Puerto Rico, and the
U.S. Virgin Islands) and allows limited U.S. content to be included in the cumulation.

There are two main production-sharing provisions that provide duty reduction or elimination
for imports from CBERA countries, one of which applies to all countries and the other
applies only to CBERA countries. The provision applicable to all countries permits a duty
exemption for the value of U.S.-made components that are returned to the United States as
parts of articles assembled abroad.”” Under normal production-sharing rules, the fabric for
making parts for apparel can be of either U.S. or foreign origin as long as it is cut to shape
in the United States and exported ready for assembly. As part of the Caribbean Basin

' The U.S. GSP program was originally enacted pursuant to Title V of the Trade Act of 1974, Pub. L. 93-
618, 88 Stat. 2066 et seq. and was renewed for an additional 10 years pursuant to Title V of the Trade and
Tariff Act of 1984, Pub. L. 98-573, 98 Stat. 3018 et seq. as amended by 19 U.S.C. 2461 et seq. Since that
time, the GSP program has expired and been renewed several times. El Salvador, the Dominican Republic,
Honduras, and Guatemala lost GSP beneficiary status when they moved to CAFTA-DR. See sec. 201 of Pub.
L. 109-53.

'7 Tariff line count from USITC Tariff Database (2008), http://reportweb.usitc.gov/tariff/tariff’ form_.jsp
(accessed April 16, 2008). Country count from HTS (2008).

'8 See USITC, CBERA, Eighteenth Report, 20052006, footnote 36, 1-8.

' GSP beneficiary countries lose their beneficiary status after the president determines they have become
“high-income” countries as defined by the World Bank. Sec. 502(e) of Title V of the Trade Act of 1974.
Trinidad and Tobago is now designated by the World Bank as a high-income country and is likely to be
graduated from the GSP program in the near future. World Bank,
http.//web.worldbank.org/WBSITE/EXTERNAL/DATASTATISTICS/0,,contentMDK:20421402~pagePK: 641
33150~piPK:64133175~theSitePK:239419,00.html (accessed April 16, 2008).

% A beneficiary developing country loses GSP benefits for an eligible product when U.S. imports of the
product exceed the competitive-need limit, which is defined as either a specific annually adjusted value ($135
million in 2008) or 50 percent of the value of total U.S. imports of the product in the preceding calendar year
(sec. 503(c)(2) of the Trade Act of 1974, as amended).

*! See footnote 19.

22 See 19 U.S.C. 2463(b)(1)(B). In 2008, 10 Caribbean Community (CARICOM) countries, all of which
are CBERA beneficiaries, comprise a specified association for GSP cumulation purposes. These countries are
Belize, Dominica, Grenada, Guyana, Jamaica, Montserrat, St. Kitts and Nevis, St. Lucia, St. Vincent and the
Grenadines, and Trinidad and Tobago. HTS (2008) general note 4.

» HTS heading 9802.00.80.
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Initiative, the United States had a “special access program” that allowed apparel made in
participating CBERA countries from U.S.-formed and cut fabric to enter under preferential
quotas known as guaranteed access levels, but still be subject to duty on the value added
abroad.”* The special access program was used extensively for the production of apparel and
textile luggage in CBERA countries prior to the implementation of CBTPA in late 2000.
This program provided a significant boost to U.S. apparel imports from CBERA countries.
The share of total U.S. imports from CBERA countries accounted for by apparel increased
from 5.3 percent in 1984 to 43.4 percent in 2000, largely as a result of the special access
program.”’ A few nonapparel products, mostly electrical components, are also imported from
CBERA countries under normal production-sharing rules.

The second provision, which applies only to CBERA countries, provides for duty-free entry
of products (other than textiles and apparel and petroleum and petroleum products) that are
assembled or processed in whole of fabricated components that are a product of the United
States, or processed in whole of ingredients (other than water) that are a product of the
United States in a CBERA country. This provision allows duty-free entry of products that
cannot otherwise meet the local content requirements of CBERA and for products otherwise
excluded by CBERA.*

Major U.S. Institutions Affecting Trade and Economic
Growth and Development in CBERA Countries

Several U.S. institutions promote economic growth in CBERA countries through various
channels, including financial and technical assistance as well as investment promotion.
These include the U.S. Agency for International Development (USAID), the U.S. Trade and
Development Agency (USTDA), the Overseas Private Investment Corporation (OPIC), and
the U.S. Department of Agriculture (USDA).

USAID is an independent U.S.-government agency that provides economic, development,
and humanitarian assistance around the world in support of the foreign policy goals of the
United States.”” USAID has missions in Guyana, Haiti, Jamaica, and Panama, as well as a
Caribbean regional mission and a Latin American and Caribbean (LAC) mission. In fiscal
year 2007, USAID provided $14.6 million to its Caribbean Regional Program, $70.3 million
to its LAC Program, $14.1 million to Guyana, $147.7 million to Haiti, $10.2 million in
Jamaica, and $3.2 million to Panama.*®

USTDA is an independent U.S. government foreign assistance agency. USTDA advances
economic development and U.S. commercial interests in developing and middle income
countries. The agency funds various forms of technical assistance, early investment analysis,

24U.S. imports of textiles and apparel from most countries were subject to quotas until 2005.

2 USITC, CBERA, Sixteenth Report 2001-2002, table 2-2, 2-6.

2 The principal products imported under this provision have been certain footwear, mostly from the
Dominican Republic, that is excluded under original CBERA, or subject at one time to stricter rules of origin
under CBTPA that mirrored NAFTA rules. See USITC, CBERA, Eighteenth Report 2005-2006, 2-31.

7 USAID, “Frequently Asked Questions,” htip://www.usaid.gov/fags.html (accessed March 7, 2008).

28 USAID, “Budget Justification to Congress Fiscal Year 2007,”
http://'www.usaid.gov/policy/budget/cbj2007/ (accessed March 7, 2008).
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training, orientation visits, and business workshops that support the development of a
modern infrastructure and a fair and open trading environment.”” Recently, USTDA has
supported projects in Haiti and Panama. In Haiti, USTDA provided a $300,000 grant to the
National Airports Authority supporting the modernization of the Port-au-Prince International
Airport. This project aims to help the airport as it strives to meet International Civil Aviation
Organization (ICAO) standards. In Panama, a $331,341 feasibility study grant will support
the Panama Maritime Authority (Autoridad Maritima de Panama, AMP) in the development
of a Maritime Sector Monitoring and Control Center. The center will help the AMP monitor
and control Panama’s maritime sector, including the administration of the Panamanian-
registered fleet, national and international fishing fleets, ports, safety, security, and
environmental management.*

OPIC is an independent U.S. government agency whose mission is to help U.S. businesses
invest overseas, foster economic development in new and emerging markets, complement
the private sector in managing risks associated with foreign direct investment, and support
U.S. foreign policy.”’ In May 2007, OPIC sponsored an investment conference in El
Salvador where it was noted that over the previous year, OPIC had supported more than one-
third of a billion dollars in new U.S. investment in the Central American and Caribbean
region.”

Finally, USDA is providing $50 million of credit guarantees for sales of U.S. agricultural
commodities to the Caribbean region’® under the Commodity Credit Corporation’s (CCC)
Export Credit Guarantee Program (GSM-102) for fiscal year 2008.** The GSM-102 program
helps ensure that credit is available to finance commercial exports of U.S. agricultural
products to developing countries, while providing competitive credit terms in these
countries. Under this program, the CCC reduces the financial risk to lenders by guaranteeing
payments due from approved foreign banks to exporters or financial institutions in the
United States.”

? USTDA, “Mission Statement,” http.//www.ustda.gov/ (accessed March 7, 2008).

3 USTDA, “Promoting Economic Cooperation Between the U.S. and Latin America,”
http://'www.ustda.gov/program/regions/lac/USTDARegionalBrief LatinAmericaCaribbean.pdf (accessed
March 7, 2008).

*' OPIC, “About Us,” http://www.opic.gov/about/index.asp (accessed March 7, 2008).

2 OPIC, Opic News. May 2007, Vol. 9, No. 1.
http.://'www.opic.gov/news/newsletter/documents/OPICNews0901 .pdf (accessed March 7, 2008).

** Eligible covered countries are Antigua and Barbuda, Aruba, The Bahamas, Barbados, the British
Virgin Islands, Dominica, Dominican Republic, Grenada, Guyana, Jamaica, Montserrat, Netherlands
Antilles, St. Kitts and Nevis, St. Lucia, St. Vincent and the Grenadines, and Trinidad and Tobago. Anguilla,
Cayman Islands, Guadeloupe, and Suriname are also eligible.

3 USDA Press Release, “USDA Offers GSM-102 Credit Guarantees for Export Sales to Caribbean
Region,” http.://www.fas.usda.gov/scriptsw/PressRelease/ (accessed March 7, 2008).

% Ibid.



CHAPTER 2
Current Level of Caribbean Economic
Development: Regional Overview

This chapter presents information on economic development and trade at the regional level
for the 18 Caribbean Basin countries covered in this report. This regional overview
describes economic development indicators for the CBERA countries, the importance of
trade for the countries, and the extent of each country’s utilization of CBERA preferences.
This chapter also covers the Caribbean tourism and financial services industries, which have
a widespread presence throughout the region, as well as the ethanol dehydration industry,
which is the second-leading U.S. import under the provisions of the original CBERA. The
chapter concludes with an overview of non-U.S. policies and institutions that influence
economic growth and development in the CBERA countries. This chapter also includes four
case studies of industries that serve the Caribbean regional market—the mobile telephone
industry in Jamaica, the rum industry in Guyana, medical tourism in Panama, and financial
services in Trinidad and Tobago.

Regional Overview

The economies of the 18 Caribbean Basin countries covered in this report share many
characteristics. They are generally small island economies that are heavily dependent on the
United States, the EU, and increasingly, China and other Asian countries for trade,
investment, and economic assistance. Their geographic location offers the advantages of
proximity to the large U.S. market, a strategic location adjacent to major shipping lanes, and
a climate favorable to the production of certain tropical crops and the development of a year-
round tourism industry. Their location within the hurricane belt, however, makes them
highly susceptible to weather-related natural disasters that can cause sharp downturns in
their economic performance through damage to property, economic infrastructure, and
crops, as well as associated societal devastation. Environmental degradation, including
excessive deforestation, soil erosion, and increased susceptibility to floods and landslides,
also are common problems facing the countries in Caribbean Basin region.'

Historically, the Caribbean Basin economies have been focused on the production and
export of a few agricultural products (primarily sugar and bananas), the assembly and export
of apparel and light manufactured goods (which are aided by preferential tariff programs
offered by the United States, the EU, and Canada), tourism, and, more recently, financial
services.” Exports of goods and services to the United States are a significant portion of total
exports for many of the Caribbean Basin countries. Many countries in the region also have
become increasingly reliant on international migration, which provides an outlet for

' According to one report, “[c]limate change, the more pronounced rainfall patterns and rising sea water
levels, could put additional ecological stress on the low lying coastal and flood prone land areas of the
islands.” World Bank, 4 Time to Choose, 21.

? For a discussion of U.S. trade with the Caribbean Basin countries as well as U.S. trade programs to
encourage economic diversification, see the series USITC, The Impact of the Caribbean Basin Economic
Recovery Act.
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domestic population growth pressure and rising unemployment, often at the expense of the
migration of skilled and educated workers to the United States, Canada, and the EU, and
provides substantial financial inflows through remittances from workers and relatives
abroad.’

Notwithstanding these common characteristics, the Caribbean countries show differing
levels of economic development; natural resource endowments; macroeconomic, trade, and
investment environments; diversification of their economies; and past and present policy
choices. The following sections provide an overview of both the common characteristics and
some of the key differences among the Caribbean Basin countries with respect to their
economic and social development indicators, competitiveness and macroeconomic structure,
and the role of foreign trade in their development.

Data for this chapter are drawn from a number of government, nongovernment, and private
sources that report economic statistics for the CBERA region, including the U.S.
Department of Commerce, the IMF, the World Bank, the Economist Intelligence Unit, and
industry organizations. This chapter also relies on information provided by the Caribbean
governments, including officials who testified at the Commission’s hearing for this
investigation.’ The discussion focuses on current trends in the Caribbean region, particularly
after 2001.

Population and Levels of Economic Development

The Caribbean Basin countries covered in this report vary considerably in terms of
population and the level of economic development. Haiti, with a population of 8.6 million
in 2006, is by far the most populous country in the region and accounts for more than one-
half of the regional population of nearly 17 million inhabitants (figure 2.1).> Haiti, Panama,
Jamaica, Trinidad and Tobago, and Guyana combined account for 90 percent of the
population of the region. Of the remaining 13 countries, five have populations under
100,000.

Panama and Trinidad and Tobago have the largest economies, as measured by gross
domestic product (GDP) at purchasing power parity (PPP) in 2006 (figure 2.2).° Panama’s
$27.5 billion services-based economy is driven largely by capital investment, port activities
and operations of the Panama Canal, and tourism. Trinidad and Tobago’s $22.3 billion
economy is fueled by the country’s petroleum and natural gas reserves, making Trinidad and

* World Bank, 4 Time to Choose, 10. The importance of remittances is discussed in more detail in the
section on “Financial Services in CBERA Countries” later in this chapter, and in the country profiles in chap.
4.

* The Commission held a hearing on January 29, 2008, to obtain information from interested parties on
development in the region, potential future development strategies, and for case studies. Summaries of the
positions of interested parties are presented in chap. 5 of this report.

’ Population data do not reflect Haitians living elsewhere. Reportedly more than 500,000 Haitians or
persons of Haitian origin live in the Dominican Republic, and more than 2 million Haitians live in the United
States. EIU, Country Profile 2007: Haiti, 17.

¢ Purchasing power parity measurements of GDP take relative cost of living into account. Therefore, if
two countries (A and B) have the same nominal GDP and country A has a lower cost of living, country A will
have a higher PPP measurement of GDP than country B.
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Figure 2.1 Population, most recent year, In millions, 2006-07
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Figure 2.2 GDP, most recent year, 2002-06°
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Tobago not only the leading Caribbean producer and exporter of oil and gas, but also the
world’s leading exporter of methanol and ammonia. Haiti, although the poorest country in
the Western Hemisphere, ranked as the region’s third-largest economy with a GDP (PPP
basis) of $14.8 billion. Following years of economic contraction, Haiti resumed economic
growth in 2005 based largely on export-oriented, low-wage apparel assembly. Montserrat’s
$119 million economy is the smallest in the region, as most of that island’s economy has
been devastated by a large volcanic eruption in 1995 and ongoing volcanic activity.’

Figure 2.3 shows GDP per capita (at PPP) for the covered CBERA countries as well as
world averages for low-income, lower-middle-income, middle-income, upper-income, and
high-income countries, as defined by the World Bank. The British Virgin Islands, with a
2005 population 0f 27,000, the region’s second-smallest, had the highest GDP per capita in
the region at more than $35,000 in 2006. With an economy driven mainly by luxury tourism
and offshore financial services, the British Virgin Islands was the only country in the region
with a per capita GDP above the high-income average. Panama, the region’s largest
economy, had a per-capita GDP of about $8,300 in 2006, close to the middle-income-
country average of about $8,000. Eight countries in the region have per-capita GDP greater
than the upper-middle-income-country average GDP per capita of $11,100.°

Haiti had the region’s lowest per-capita GDP of about $1,700 in 2006. Haiti is the only
country in the region with per-capita GDP ranking below the low-income average. Political
instability and domestic unrest contributed to a deteriorating business and investment
climate in Haiti during the past two decades, causing large economic and social setbacks.
Although somewhat improved political and economic stability, coupled with large inflows
of foreign economic assistance, have helped Haiti achieve increases in real GDP growth
since 2005, Haiti’s social development indicators continue to lag significantly behind other
countries in the Caribbean region.” For example, Haiti ranks as the Caribbean country with
the highest incidence of poverty with 80 percent of the population falling below the poverty
line in 2003, the most recent year for which data are available,'’ and income inequality
(based on a relatively high Gini coefficient of 0.65).""

7 See the country profiles in chap. 4 for additional country-specific information.

8 The eight countries are the British Virgin Islands, Aruba, The Bahamas, Barbados, Trinidad and Tobago,
the Netherlands Antilles, St. Kitts and Nevis, and Antigua and Barbuda. See the country profiles in chap. 4
for additional country-specific information.

° See the country profile in chap. 4 for additional information on Haiti.

' Available data on percentage of the population below the poverty line is presented in the country
profiles in chap. 4.

" The Gini coefficient is a standard measure of statistical dispersion of inequality of income distribution.
The coefficient ranges between 0 and 1, with 0 corresponding to perfect equality (everyone having exactly
the same income) and 1 corresponding to perfect inequality (where one person has all the income, while
everyone else has zero income). According to a World Bank report, the income inequality Gini coefficient in
its most recent year survey was 0.38 for the Caribbean region. Haiti had the highest Gini coefficient (most
unequal income distribution) of 0.65, followed by Antigua and Barbuda with 0.50. A relatively low Gini
coefficient (most equal income distribution) of 0.10 was reported for St. Kitts and Nevis. World Bank, 4
Time to Choose, annex table 1.7, 210. For additional information on Gini coefficients, see World Bank,
“Measuring Inequality,”
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTPOVERTY/EXTPA/0, contentMDK:20238991~
menuPK:492138~pagePK:148956~piPK:216618~theSitePK:430367,00.html (accessed Apr. 11, 2008).
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Figure 2.3 GDP per capita, PPP, most recent year, 2002-06
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A 2004 Inter-American Development Bank (IDB) report shows that income inequality in
Latin America and the Caribbean is higher than in all other regions of the world, including
Africa, Asia, and Eastern Europe.'” The IDB reports a Gini coefficient of 0.51 for the region
inthe 1990s. In comparison, the average Gini coefficient for the United States between 1990
and 2006 was 0.41. The IDB also reports that the proportion of the population living in
extreme poverty (defined as earning less than $1 per day) fell only slightly from 1990 to
2002, from 19 to 17 percent. However, the proportion living in poverty varied widely across
countries in the 2000-2006 period. For example, less than 15 percent of people in Panama
and Jamaica live in extreme poverty, but more than one-half of Haitians are extremely

poor."’

12 IDB, “Toward Sustainable and Equitable Development,” 9. Regional Gini coefficients reported by the

IDB and World Bank cover sets of countries that differ from the set of countries covered in this report.

'* Country profiles in chap. 4 present poverty statistics for each of the 18 countries in this report.

2-6



Indicators of Economic Development

Three indicators of economic development— life expectancy at birth, adult literacy rate, and
fixed and mobile telephone lines per 1,000 population—are presented in tables 2.1 to 2.3."
Indicators for several Caribbean Basin countries are comparable to or exceed those for the
United States. For example, life expectancy of 79 years in Montserrat is greater than 78
years in the United States, and is quite close to the 77 years in the British Virgin Islands and
Dominica. Life expectancy is 70 years or less only in Trinidad and Tobago, Guyana, and
Haiti. Five countries have adult literacy rates within 1 percentage point of the 99 percent
adult rate literacy in the United States, and 14 of the 18 Caribbean Basin countries covered
in this report have adult literacy rates of 90 percent or greater. Belize, with more than 33
percent of households living below the poverty line, has an adult literacy rate of 77 percent.
Haiti’s adult literacy rate is 53 percent, the region’s lowest. Four Caribbean Basin countries
have more than 1,000 fixed line and mobile phone subscribers per 1,000 people, placing
them roughly in the same category as the United States. Barbados, with 1,265 fixed line and
mobile phone subscribers per 1,000, ranks higher than the 1,227 subscribers per 1,000 in the
United States.

There is a rough correlation between these indicators of economic development and GDP
per capita, although a few anomalies stand out. For example, although Trinidad and Tobago
is among the highest in GDP per capita, its population has a lower life expectancy than that
of Jamaica. Whereas Guyana is a lower-middle-income country, it has a 99 percent adult
literacy rate, and while Jamaica is also a lower-middle-income country, it has a phone-line-
subscriber rate approaching that of the United States.

A recent World Bank study reported on the impact of mobile telephone services in
promoting economic growth and poverty reduction in developing countries, and found that
information and communication technology “provides key inputs for economic
development, contributes to global integration, and enhances public sector effectiveness,
efficiency, and transparency.”"” One key finding from the report is that access to telephone
service in developing countries has improved significantly in recent years, and that
“[m]obile phones have an especially dramatic impact in developing countries—substituting
for scarce fixed connections, increasing mobility, reducing transaction costs, broadening
trade networks, and facilitating searches for employment. . . . even poor households have
been able to benefit from increased telephone access.”'®

The World Bank found that developing countries that open their telecommunications
markets can create competitive markets for telecommunications services. “As a result, the
traditional monopoly model of telecommunications services—based on extensive state
control and protected national markets—has eroded, in concert with rapid technological
advances in the sector and fundamental changes in economic policy in developing

' The three indicators presented are ones for which nearly complete and recent data are available.
Additional indicators are considered in the country profiles in chap. 4 of this report.

s World Bank, Information and Communications for Development, 2006,
http://siteresources.worldbank.org/EXTINFORMATIONAND COMMUNICATIONANDTECHNOLOGIES/Re
sources/282822-1141851022286/IC4DOverview.pdf, (accessed April 14, 2008).

' Ibid.

2-7


http://siteresources.worldbank.org/EXTINFORMATIONANDCOMMUNICATIONANDTECHNOLOGIES/Resources/282822-1141851022286/IC4DOverview.pdf
http://siteresources.worldbank.org/EXTINFORMATIONANDCOMMUNICATIONANDTECHNOLOGIES/Resources/282822-1141851022286/IC4DOverview.pdf

Table 2.1 Selected CBERA countries: Life expectancy at birth, most recent year, compared to world averages and
the United States

Country Year Life expectancy (years)
High-income average. . ... ............ ... .. ... .. .. (2005) 79
Montserrat. . ... ... ... e (2007) 79°
United States.. . . . ... .. . . . (2005) 78
British Virgin Islands.. . .. . ... ... ... . (2007) 778
Dominica.. . .. ... (2002) 77
Netherlands Antilles. . .. . ... ... .. (2005) 76
AntiguaandBarbuda. . ............. ... ... (2002) 75
Panama. . ..... ... .. . . (2005) 75
Barbados. .. ... ... (2004) 75
Aruba. . .. (2007) 75°
St LUCia. . .o (2005) 74
Grenada. . . ... . (2002) 73
St. Vincent and the Grenadines. . ... ............ ... . ... ..... (2005) 72
Belize. . ... (2005) 72
St.Kittsand Nevis. ......... ... .. . . . . (2002) 71
Bahamas. . ...... ... .. . (2005) 71
Jamaica. . ... (2005) 71
Middle-income average. . . ......... ... ... .. ... .. ... (2005) 70
Trinidadand Tobago. ........... ... ... ... ... . ... . . ... (2005) 70
GUYANA. . . . (2005) 64
Low-income average. . ................. ... . (2005) 59
Haiti. .. ... ... (2005) 53

Source: The World Bank, World Development Indicators, and the CIA, World Factbook.

@ CIA Estimate.

Table 2.2 Selected CBERA countries and the United States: Adult literacy rate, most recent year

Country Year Percent
Barbados. .. ... ... (2002) 100
United States.. . . . ....... .. . .. . . . . (2003) 99
GUYANA. . . (2003) 99
Trinidad and Tobago. . ........... .. . . . (2003) 929
British Virgin Islands.. . .. ... .. . (1991) 98
St.Kittsand Nevis. .. ... (2003) 98
ArUba. . . (2000) 97
Montserrat. .. ... .. (1970) 97
Netherlands Antilles. . .. ... ... ... . (2003) 97
Bahamas. .. ... . . (2003) 96
Grenada. . . ... (2003) 96
St. Vincentand the Grenadines. . .. ... ... ... . . . (1970) 96
DominiCa.. . ... (2003) 94
Panama. .. ... .. (2000) 92
St LUCIa. . o (2001) 90
Jamaica. .. ... (2003) 88
Antiguaand Barbuda. . .......... ... .. (2003) 86
Belize. . .. (2000) 77
Haiti. ... (2003) 53

Source: CIA, World Factbook.
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Table 2.3 Selected CBERA countries: Number of fixed line and mobile phone subscribers, most recent year, per
1,000 people, compared to world averages and the United States

Country Year Lines per 1,000 people
High income average (world).. . ... ........ .. ... ... ... ... ....... (2005) 1,337
Barbados. .. ... .. (2005) 1,265
United States.. . . ........... . . . . . . (2004) 1,227
Jamaica. . ... (2005) 1,146
Antiguaand Barbuda. .. ........ . ... .. (2004) 1,130
Bahamas. .. ... ... . . (2004) 1,023
Dominica.. . ... . (2004) 879
Trinidad and Tobago. . ........ ... ... . . . (2005) 861
St. Vincentand the Grenadines. . ... ... ... . ... .. ... ... (2005) 782
St.Kittsand Nevis. . ... ... ... . . . (2004) 745
Grenada. . .. ... (2004) 719
Netherlands Antilles. . .. ... ... . . . (1999) 617
Middle-income average (world).. . . ......... ... ... . ... ... ... .... (2005) 587
Panama. .. ... .. (2005) 555
GUYANA. . . o e (2005) 521
Belize. . .. (2005) 433
St LUCIa. . . (2002) 411
Low-income average (world). . . ... ....... ... .. .. . ... . ... .. ... (2005) 113
Haiti. ... (2004) 64

Source: World Bank, World Development Indicators.

Note: WDI data not available for Aruba, the British Virgin Islands, and Montserrat.

countries.”'” Digicel, a mobile telecommunications services operator based in Jamaica and
serving the Caribbean region, is an example of the recent growth of the telecommunications
sector in the region (box 2.1).

Macroeconomic Conditions and Performance

The Caribbean tourism industry and foreign investment in the Caribbean region declined
sharply following the September 11,2001 terrorist attacks. Economic growth throughout the
region had generally resumed by 2004. The Caribbean region as a whole experienced robust
4.2 percent economic growth in 2007, although economic performance varied in specific
countries as described in the country profiles in chapter 4 of this report.'®

Antigua and Barbuda, the British Virgin Islands, Panama, and Trinidad and Tobago each
recorded economic growth in excess of 7 percent in 2006, and each has generally achieved
economic growth in excess of 5 percent since 2003. The Bahamas, Barbados, Belize,
Dominica, Guyana, and St. Lucia generally recorded annual economic growth in the range
of 3 to 5 percent during 2004—6. Jamaica and the Netherlands Antilles recorded economic
growth in the range of 1 to 3 percent during 2004—6. Grenada and Haiti experienced sharp

"7 Ibid.
'8 IMF, World Economic and Financial Surveys: Regional Economic Outlook, Western Hemisphere, April
2008.
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Box 2.1 Mobile Telephone Industry in the Caribbean: Targeting Subscribers in Developing Countries Yields Strong
Growth

The Digicel Group, based in Kingston, Jamaica, was founded in 2001. It has grown rapidly to become one of the
largest mobile services operators in the Caribbean region. Over the past seven years, Digicel has invested
approximately $2 billion in mobile services licenses, network infrastructure, and business operations in 23 Caribbean
countries. Digicel currently maintains either active or pending operations in 13 of the 18 covered CBERA countries,
and is currently approved to bid in a mobile license auction in Panama in 2008. Digicel’s rapid overall subscriber
growth, which has grown at a compound annual rate of approximately 60 percent since 2001, has been a major factor
behind the rapid increase of mobile penetration rates in the Caribbean region over the past several years. In Jamaica,
for example, the mobile penetration rate increased from 10 percent in 2001 to approximately 90 percent by the end
of 2007. Competition between Digicel and various national incumbent telecommunications carriers has also resulted
in a substantial decrease in the price of telephone services in the Caribbean. In St. Vincent & the Grenadines, for
example, Digicel's market entrance resulted in a 78 percent decrease in the price of international calls and a 62
percentdecrease in peak-time rates for mobile telephone calls. Currently, Digicel provides mobile telephone services
to more than 6 million subscribers in the Caribbean and Central American regions and employs more than 4,000
people, 90 percent of which are drawn from Caribbean countries.

Digicel’s success in the Caribbean region is partly attributable to a market-entry strategy of targeting small, low-
income countries. Digicel historically has focused almost exclusively on small island countries, largely because
moderate network investment in such countries often yielded population coverage of nearly 100 percent. Digicel also
focused on countries with recently liberalized telecommunication services markets, as such markets were often
characterized by high levels of latent demand and were typically served by incumbent operators offering poor service
and high prices. Rather than focusing on per-capita income, Digicel also tended to target countries with large cash-
based populations and high levels of remittance income.

Digicel’'s success in many Caribbean markets also stems from its unique business model, which was adapted to
reflect the demands of the Caribbean market. Catering to the region’s many low-income consumers, for example,
Digicel focused almost exclusively on inexpensive voice telephone services, often substantially undercutting
incumbent pricing for such services. Similarly, it offered subscribers inexpensive, brand-name mobile telephone
handsets, often at one-half the price of competitors’ models. Digicel was also the first mobile operator in the
Caribbean region to offer mobile services via prepaid billing methods," a move that was popular with its many cash-
based subscribers. In an effort to attract low-income customers, Digicel also introduced several innovative features
designed to reduce the cost of making mobile telephone calls, including per-second billing? and “Call Me™ services.

Seeking to tap into many subscribers’ dissatisfaction with incumbent mobile services providers, Digicel also launched
large-scale marketing campaigns that emphasized not only the affordability of its voice services, but also its reliability,
quality, and customer-friendly nature. Digicel's marketing and branding efforts also sought to position itself as a
popular mobile carrier, often via association with regional sports teams. Over the past few years, for example, Digicel
has sponsored football (i.e., soccer) federations in many Caribbean countries, and is the lead sponsor of the West
Indies Cricket Team and the Digicel Caribbean Football Union Cup. Digicel has also sponsored the Jamaica Jazz and
Blues Festival, as well as Special Olympics teams from across the Caribbean region.

Sources: Digicel Group representative, e-mail to the USITC, April 30, 2008; Sue Marek, “Carrier Adapts To Island
Demographics,” Wireless Week. February 2005; Digicel Group Web site, “About Digicel.”
http://www.dligicelgroup.com/group/about_digicel.php (accessed January 9, 2008); “The Irish Are Coming,” The Economist,
September 27, 2007; Kathleen Kingsbury, “The Cell Islands.” Time South Pacific, Issue 47, November 2006; Maria O’Brian,
“Digicel Takes Caribbean By Storm,” Latin Finance, March 2007, 2--2; Shawn Young, “Cellphone Start-Up’s Aggressive
Expansion,” Wall Street Journal. September 2006; Ken Park, “Digicel Optimistic On Growth,” Dow Jones Newswires, August 2,
2007.

' Ninety percent of Digicel’s customers are billed via prepaid methods. Such methods allow customers access basic voice
services by purchasing telephone cards, which are readily available at street kiosks and commonly-patronized stores.

? Per-second billing allows low-income customers to save money by establishing the minimum billable unit as the second,
rather than the more-expensive per-minute method.

® “Call Me” services allow subscribers to send a free “Call Me Back” text message to friends and family; returned calls are not
billed to the texting subscriber.
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economic downturns in 2004, but each recorded economic growth in 2006. Aruba, St. Kitts,
and St. Vincent and the Grenadines each recorded steep slowdowns in annual economic
growth during 2004—6. Montserrat was the only country in the region to experience
economic contraction in 2006 due to ongoing volcanic activity that caused major damage
to the economy."” A number of Caribbean countries also received an economic boost from
increased public and private investment associated with public works and construction
projects during the runup to the March—April 2007 Cricket World Cup.*’

Inflation and exchange rate changes affected Caribbean economies in different ways.
Inflation in the Caribbean region as a whole increased from 6 percent at year-end 2006 to
9 percent at year-end 2007, with country-specific variations ranging from a low of 2.1
percent in St. Kitts and Nevis to as high as 17 percent in Jamaica.”' Increasing inflation in
part is related to rising world food and fuel import prices. Several countries in the region
either use the U.S. dollar as their national currency (Panama), directly peg their currencies
to the U.S. dollar (Barbados, The Bahamas, and Trinidad and Tobago), or use a common
currency pegged to the U.S. dollar (members of the Eastern Caribbean Currency
Union—Antigua and Barbuda, Dominica, Grenada, Montserrat, St. Kitts and Nevis, St
Lucia, and St. Vincent and the Grenadines).”> Countries with currencies tied to the U.S.
dollar have experienced rising inflation as a result of recent global exchange rate
depreciation of the U.S. dollar. Only Trinidad and Tobago is experiencing significant
inflationary pressure from growth in domestic demand,” most likely due to higher income
growth from rising oil prices.”*

Importance of Trade to the Caribbean Basin Countries

International trade in goods and services is important for economic development in CBERA
countries because they are small, open economies, most with limited economic resources.
Trade-to-GDP ratios are shown in table 2.4. For both imports and exports, all of the covered
countries exceeded the average for the Latin America and Caribbean (LAC) region except
Haiti. Haiti was below the average only for exports.

Merchandise trade with the United States is important for most of the covered countries,
more so for imports than for exports (table 2.5). The United States accounted for between
27 percent of imports for Panama to 88 percent for The Bahamas in 2006. For exports to the

' See the country profiles in chap. 4 for additional country-specific information. See also Eastern
Caribbean Central Bank, Economic and Financial Review, September 2007, 1,
http://www.eccb-centralbank.org/PDF/efrsep07.pdf.

2" Venues for the 2007 Cricket World Cup included: Antigua and Barbuda, Barbados, Grenada, Guyana,
Jamaica, St. Kitts and Nevis, St. Lucia, St. Vincent and the Grenadines, and Trinidad and Tobago.

2L IMF, World Economic and Financial Surveys: Regional Economic Outlook, Western Hemisphere, April
2008. The definition of the Caribbean region used in this source does not include all of the 18 CBERA
countries that are the subject of this report.

2 Anguilla also participates. The currency, the Eastern Caribbean dollar, has a fixed exchange rate peg to
the U.S. dollar. Eastern Caribbean Central Bank, Report and Statement of Accounts: Annual Report
2006-2007, http://www.eccb-centralbank.org/PDF/annual0607(1).pdyf.

2 IMF, World Economic and Financial Surveys: Regional Economic Outlook, Western Hemisphere, April
2008.

24 Price increases in Trinidad and Tobago’s natural-resource-based economy, likely an example of so-
called “Dutch disease,” is discussed in more detail in chap. 4 of this report.
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Table 2.4 Goods and services trade relative to GDP for selected CBERA countries, 2000-06

Country 2000 2001 2002 2003 2004 2005 2006
Exports of goods and services—ratio to GDP (percent)
Antiguaand Barbuda. . ............ 68 62 60 62 62 na na
Barbados. ...................... 50 51 50 51 50 58 na
Belize. ......... ... ... ... ... .... 53 51 53 53 51 55 na
Dominica.. . ..................... 53 46 47 49 48 45 na
Grenada. . ...................... 57 50 43 41 43 na na
Guyana.............. ... 96 95 93 90 96 88 na
Haiti. ............ ... ... ... ..... 12 12 11 15 na na na
Jamaica. ........... . 43 38 36 40 43 41 44
Panama. ....................... 73 73 67 64 68 75 73
St.KittsandNevis. ............... 46 45 44 45 49 na na
St.Lucia........................ 55 49 47 54 60 na na
St. Vincent and the Grenadines. . . . .. 53 51 49 45 45 44 na
Trinidad and Tobago. ............. 59 56 51 55 58 na na
Latin America and Caribbean
average. ................ ... 20 20 23 24 25 25 24
Imports of goods and services—ratio to GDP (percent)

Antiguaand Barbuda. ............. 73 67 7 71 69 na na
Barbados. .............. ... ..., 57 54 55 56 61 69 na
Belize. ......... ... ... ... ... ... 73 69 66 66 59 63 na
Dominica.. . ..................... 68 64 60 65 61 69 na
Grenada. . ...................... 76 71 67 71 76 na na
Guyana...............cuiinn... 111 111 105 100 106 124 na
Haiti. .......... . ... ... ........ 32 35 33 44 na na na
Jamaica. ............. .. 54 54 55 58 60 61 60
Panama. ....................... 70 66 62 59 64 69 71
St. Kittsand Nevis. ............... 76 71 73 70 61 na na
St.Lucia. ....................... 65 61 59 70 70 na na
St. Vincent and the Grenadines. . . . .. 60 60 58 62 67 65 na
Trinidad and Tobago. ............. 45 45 45 40 46 na na
Latin America and Caribbean

average...................... 21 21 21 21 23 22 22

Total trade in goods and services—ratio to GDP (percent)

Antiguaand Barbuda. ............. 141 129 131 133 131 na na
Barbados. ...................... 107 105 105 107 111 127 na
Belize. ......... ... ... ... ... ... 126 120 119 119 110 118 na
Dominica.. . ..................... 121 110 107 114 109 114 na
Grenada. . ...................... 133 121 110 112 119 na na
Guyana...............ciiinn... 207 206 198 190 202 212 na
Haiti. .......... . ... ... ........ 44 47 44 59 na na na
Jamaica. .............. . 97 92 91 98 103 102 104
Panama. ....................... 143 139 129 123 132 144 144
St. Kittsand Nevis. ............... 122 116 117 115 110 na na
St.Llucia........................ 120 110 106 124 130 na na
St. Vincent and the Grenadines. . . . .. 113 111 107 107 112 109 na
Trinidad and Tobago. ............. 104 101 96 95 104 na na
Latin America and Caribbean

average.. . . .................. 41 41 44 45 48 47 46

Source: The World Bank, World Development Indicators.

Note: WDI data not available for Aruba, The Bahamas, the British Virgin Islands, Montserrat, and the Netherlands

Antilles.



Table 2.5 Merchandise trade with the United States as a share of total merchandise trade for selected CBERA
countries, 2000—-06

Country 2000 2001 2002 2003 2004 2005 2006
Merchandise imports (percent)
Bahamas. ..................... 87.9 83.3 na na na na 87.6
St. Kittsand Nevis. .............. 56.9 50.5 51.2 53.4 58.0 57.9 58.3
Aruba. ............ ... na na 54.5 54.9 55.2 55.6 52.1
Montserrat. .................... na 59.6 65.0 58.4 60.7 56.6 42.8
St.Lucia....................... 41.2 417 42.8 46.4 42.9 44.0 39.3
Belize. ......... ... ... ... ... ... 50.1 46.1 33.4 46.2 39.9 40.3 38.8
Barbados. ..................... 41.6 421 44 1 37.9 43.6 35.9 37.6
Jamaica. .............. ... 45.5 45.4 43.1 43.6 41.3 41.6 36.8
Dominica.. . .................... 37.3 36.4 36.6 37.1 36.6 36.6 36.1
St. Vincent and the Grenadines. . . .. 38.2 35.2 40.7 41.2 374 33.3 32.6
Trinidad and Tobago. ............ 354 344 33.9 30.5 34.6 29.2 27.6
Guyana..............cieiii.... 38.2 37.7 34.7 31.8 29.9 31.1 27.2
Panama. ...................... 33.1 33.0 34.3 35.0 na 27.5 27.0
Antigua and Barbuda. ............ 49.3 na na na na 48.9 na
Merchandise exports (percent)
St. Kittsand Nevis. .............. 66.2 71.2 93.5 78.5 70.0 91.9 88.5
Bahamas. ..................... 78.2 77.5 na na na na 71.3
Trinidad and Tobago. ............ 46.6 42.3 50.4 54.9 69.8 58.6 58.1
Belize. ......... ... ... ... ... ... 54.7 50.6 36.9 56.3 55.2 53.9 42.0
Panama. ...................... 459 47.5 457 52.0 50.0 449 39.0
Jamaica. ............ ... 39.2 33.0 28.4 28.6 21.5 25.6 30.4
St.Lucia....................... 18.5 17.6 204 19.5 13.2 14.0 20.6
Barbados. ..................... 15.8 15.0 16.5 14.5 20.0 13.4 20.1
Guyana.................c.oiu... 31.3 33.2 25.5 19.9 16.4 15.5 15.5
Aruba. .......... . ... .. ..., na na 12.2 9.2 104 11.2 11.9
St. Vincent and the Grenadines. . . .. 2.6 2.6 52 13.2 5.3 9.2 5.0
Dominica.. . .................... 7.4 6.1 9.2 6.3 4.5 4.5 4.5
Montserrat. .................... na 9.4 12.8 34.3 4.6 23.6 4.1
AntiguaandBarbuda. . ........... 19.0 na na na na 7.7 na

Source: The World Bank, World Integrated Trade Solution.

Note: Data not available for the British Virgin Islands, Grenada, Haiti, and the Netherlands Antilles.

United States, the range was from 4 percent for Montserrat to 89 percent for St. Kitts and
Nevis.

U.S. imports from covered countries come predominantly from three countries, with 84
percent of imports coming from Trinidad and Tobago, Aruba, and the Netherlands Antilles
in 2007 (table 2.6). These countries export large quantities of petroleum and natural gas and
their derivatives to the United States, the latter two exporting mainly refined petroleum
products.

Petroleum and natural gas and their derivatives dominate U.S. imports from covered
countries. Mineral fuels,” which includes liquified natural gas, and crude and refined

»* HTS chapter 27.
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Table 2.6 U.S. merchandise imports® from covered CBERA countries, 2000—-07

Country 2000 2001 2002 2003 2004 2005 2006 2007
(1,000 dollars)
Trinidad and Tobago............. 2,351,709 2,554,241 2,645,520 4,683,690 6,251,323 8,251,810 8,849,097 9,310,841
Aruba. ............. ... ... ... 1,270,604 862,766 738,725 882,543 1,721,398 2,922,846 2,679,444 2,817,062
Netherlands Antilles. ............ 748,938 527,044 408,901 657,109 466,742 989,894 1,141,802 738,318
Jamaica. ..................... 660,639 471,622 397,433 438,087 327,141 364,911 498,926 730,084
Haiti. ........................ 306,963 271,886 263,153 341,517 380,333 458,550 508,536 500,016
Bahamas...................... 288,041 327,400 482,140 493,472 662,691 723,688 457,459 411,920
Panama. ..................... 317,226 304,284 313,619 306,813 316,114 342,141 363,047 386,350
Guyana.............c.iiini... 145,732 139,546 116,617 116,866 133,517 132,815 140,481 145,819
Belize. ....................... 95,681 104,064 81,151 106,021 113,304 104,344 155,037 94,714
St. Kittsand Nevis.. . . ........... 38,157 42,284 49,901 46,142 43,256 51,894 52,887 56,478
British Virgin Islands. . ... ........ 31,562 12,341 27,104 28,875 18,138 34,119 27,533 43,800
Barbados. .................... 39,562 40,719 35,711 44,877 37,799 32,999 34,301 39,431
St.Lucia. ..................... 23,114 32,380 20,236 13,601 14,943 67,301 39,865 27,127
Antigua and Barbuda. ........... 2,450 3,932 3,748 5,400 4,739 4,585 5,932 8,946
Grenada. ..................... 27,710 22,539 8,202 7,982 5,435 6,246 4,910 8,741
Dominica.. . ................... 7,272 5,584 5,804 6,040 3,361 3,632 3,312 1,858
St. Vincent and the Grenadines. . .. 8,900 22,681 16,658 4,194 4,215 15,784 2,112 1,394
Montserrat.. .. ................. 172 296 439 1,354 481 969 800 559
GrandTotal.. .................. 6,364,431 5,745,611 5,615,061 8,184,582 10,504,929 14,508,526 14,965,478 15,323,458
Share of total (percent)
Trinidad and Tobago............. 37.0 44.5 47.1 57.2 59.5 56.9 59.1 60.8
Aruba. ............. . ... ... 20.0 15.0 13.2 10.8 16.4 20.1 17.9 18.4
Netherlands Antilles. ............ 11.8 9.2 7.3 8.0 4.4 6.8 7.6 4.8
Jamaica. ..................... 10.4 8.2 7.1 5.4 3.1 2.5 3.3 4.8
Haiti. ........................ 4.8 4.7 4.7 4.2 3.6 3.2 3.4 3.3
Bahamas...................... 4.5 5.7 8.6 6.0 6.3 5.0 3.1 2.7
Panama. ..................... 5.0 5.3 5.6 3.7 3.0 2.4 2.4 2.5
Guyana.............c.uiini... 2.3 2.4 2.1 1.4 1.3 0.9 0.9 1.0
Belize. ....................... 1.5 1.8 14 1.3 1.1 0.7 1.0 0.6
St. Kittsand Nevis.. . . ........... 0.6 0.7 0.9 0.6 0.4 0.4 0.4 0.4
British Virgin Islands. . . .......... 0.5 0.2 0.5 0.4 0.2 0.2 0.2 0.3
Barbados. .................... 0.6 0.7 0.6 0.5 0.4 0.2 0.2 0.3
St.Llucia. ..................... 0.4 0.6 0.4 0.2 0.1 0.5 0.3 0.2
Antigua and Barbuda. ........... *) 0.1 0.1 0.1 *) ®) ®) 0.1
Grenada. ..................... 0.4 0.4 0.1 0.1 0.1 ®) ®) 0.1
Dominica.. . ................... 0.1 0.1 0.1 0.1 *) ®) ®) ®)
St. Vincent and the Grenadines. . . . 0.1 0.4 0.3 0.1 ®) 0.1 ) ®)
Montserrat.. . .................. () () (°) ) ) (°) ) (@)
GrandTotal.. . ................. 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Compiled from official statistics of the U.S. Department of Commerce.

* Imports for consumption, c.i.f. value.
® Less than 0.05 percent.



petroleum products, accounted for 61 percent of imports in 2007, while inorganic
chemicals**—mostly anhydrous ammonia, a natural gas derivative and organic
chemicals®’—mostly methanol, also a natural gas derivative, accounted for 11 percent and
8 percent, respectively (table 2.7).*

U.S. exports to the region are not as concentrated as imports. Exports vary widely,
consisting of petroleum products, food (including wheat, rice, corn, and fresh or frozen
poultry), and jewelry. Five countries—Panama, The Bahamas, Jamaica, the Netherlands
Antilles, and Trinidad and Tobago—accounted for 80 percent of U.S. exports to the region
in 2007 (table 2.8).

Mineral fuels® accounted for 27 percent of U.S. exports in 2007, consisting mostly of
refined petroleum products. Machinery and equipment™ accounted for 17 percent, consisting
of a wide variety of products, including parts for heavy machinery, computer-related

equipment, and cellular phones (table 2.9).”

Export Diversification

Exports from most Caribbean countries are concentrated in a relatively narrow range of
goods and services. As noted in chapter 3, concentration of production and exports in a
narrow range of goods can magnify the adverse effects of external price declines and lead
to increased income volatility. In part, limited export diversity is a result of the size, stage
of development, and resource endowments of these countries, which do not currently have
productive capacity to diversify into a wider range of products. The range of exports is also,
in part, the result of foreign trade preferences or government policies of the Caribbean
countries that may have diverted resources to a small number of goods.*?

The exports of the countries covered by this report are, on average, slightly more
concentrated than exports of other developing countries at similar income levels. A common
measure of export concentration is the UNCTAD concentration index, a Herfindahl-
Hirschmann index for which values range from zero to one, with values closer to one
representing greater concentration.”” The average value of 0.44 for covered countries in
2004 and 2005 was slightly higher than the average value for all developing countries of
0.38 in 2005.** Given that export concentration generally falls as income rises, and that the
countries

2 HTS chapter 28.

*" HTS chapter 29.

% See table E.1 for the leading imports at the 4-digit HTS level. See table E.2 for the leading imports
under CBERA at the 4-digit HTS level.

* Harmonized System (HS) chapter 27.

39 HS chapters 84 (nonelectrical machinery and equipment) and 85 (electrical machinery and equipment).

3! See table E.3 for the leading exports at the 4-digit HTS level.

32 World Bank, “A Time To Choose: Caribbean Development in the 21st Century,” 2005, 77.

33 UNCTAD, “Concentration and diversification indices of exports,” 2007, Table 4.1. See country profiles
for Herfindahl-Hirschmann index values for countries covered in this report.

3 Export concentration data were available for ten countries covered by this report in 2005 and for an
additional three countries in 2004. (See chap. 4 for individual country data.) The average export
concentration of the ten available covered countries in 2005 was 0.43 and the average of all 13 countries in
both years was 0.44. Although price changes can introduce difficulties when comparing export concentration
values across years, the average of all 13 countries in 2004 was 0.45, indicating that price changes had a very
small effect on the average concentration value.
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Table 2.7 Leading U.S. merchandise imports® from covered CBERA countries, 2000-07

HTS
chapter __Description 2000 2001 2002 2003 2004 2005 2006 2007
(1,000 dollars)
27 Mineral fuels, mineral oils and products of their distillation;
bituminous substances; mineral waxes. . ............. 3,128,861 2,756,331 2,894,752 4,740,938 6,528,936 9,643,058 9,578,640 9,355,594
28 Inorganic chemicals; organic or inorganic compounds of
precious metals, of rare-earth metals, of radioactive elements
orof iIsotopes. . . ... i 461,135 522,861 438,862 856,143 1,044,772 1,407,105 1,342,769 1,648,505
29 Organicchemicals. . ......... ... ... ... . ..o, 489,077 453,736 332,924 449,299 564,134 852,290 1,228,091 1,185,178
61 Articles of apparel and clothing accessories, knitted or
crocheted. . ..... ... ... . . ... 464,695 371,736 307,575 365,374 384,104 426,052 459,695 444,830
72 Ironandsteel. ....... ... ... . ... . .. 90,271 119,692 145,859 91,166 249,642 125,742 169,535 423,488
22 Beverages, spirits and vinegar. . ............ ... . ... ... 76,445 80,905 88,137 107,800 111,000 163,460 292,307 361,287
03 Fish and crustaceans, molluscs and other aquatic
invertebrates. . .. . ... ... L 307,644 305,793 283,495 320,248 287,984 276,497 285,856 264,451
31 Fertilizers. ... ... .. . . 35,793 51,959 48,850 73,603 84,732 126,346 93,893 175,139
26 Ores,slagandash. ......... ... ... ... ... ... ...... 69,950 112,656 87,982 90,206 85,708 116,292 104,828 148,761
39 Plastics and articles thereof. .. ........... ... ... ..... 59,790 73,995 70,659 91,629 99,307 125,110 137,764 147,722
Totalofabove.. ... 5,183,661 4,849,665 4,699,095 7,186,405 9,440,317 13,261,952 13,693,378 14,154,955
Allother.. ... 1,180,770 895,946 915,966 998,177 1,064,611 1,246,574 1,272,101 1,168,503
Grandtotal. ........... .. 6,364,431 5,745,611 5,615,061 8,184,582 10,504,929 14,508,526 14,965,478 15,323,458
Share of total (percent)
27 Mineral fuels, mineral oils and products of their distillation;
bituminous substances; mineral waxes.................. 49.2 48.0 51.6 57.9 62.2 66.5 64.0 61.1
28 Inorganic chemicals; organic or inorganic compounds of
precious metals, of rare-earth metals, of radioactive elements
Or of iISOtOPES. . .\ vt it e 7.2 9.1 7.8 10.5 9.9 9.7 9.0 10.8
29 Organic chemicals. . .......... ... ..., 7.7 7.9 5.9 5.5 5.4 5.9 8.2 7.7
61 Articles of apparel and clothing accessories, knitted or
crocheted. ...... ... ... . . . ... .. 7.3 6.5 5.5 4.5 3.7 29 3.1 29
72 Ironandsteel. ...... ... ... .. . .. . . . 1.4 21 2.6 1.1 2.4 0.9 1.1 2.8
22 Beverages, spirits and vinegar. . ............ ... ....... 1.2 1.4 1.6 1.3 1.1 1.1 2.0 2.4
03 Fish and crustaceans, molluscs and other aquatic
invertebrates. . .. ... ... 4.8 53 5.0 3.9 2.7 1.9 1.9 1.7
31 Fertilizers. ... .. ... . 0.6 0.9 0.9 0.9 0.8 0.9 0.6 1.1
26 Ores,slagandash. ........ ... ... ... . ... ... ... .... 1.1 2.0 1.6 1.1 0.8 0.8 0.7 1.0
39 Plastics and articles thereof. . ........................ 0.9 1.3 1.3 1.1 0.9 0.9 0.9 1.0
Totalofabove.. .. ...... ... . . 81.4 84.4 83.7 87.8 89.9 91.4 91.5 92.4
Allother.. .. ... . . e 18.6 15.6 16.3 12.2 10.1 8.6 8.5 7.6
Grandtotal. . .. ... ... ... ... @%@\ 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Compiled from official statistics of the U.S. Department of Commerce.

* Imports for consumption, c.i.f. value.
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Table 2.8 U.S. merchandise exports® to covered CBERA countries, 2000-07

Country 2000 2001 2002 2003 2004 2005 2006 2007
(1,000 dollars)
Panama. ....................... 1,501,429 1,222,878 1,298,957 1,699,707 1,642,680 1,981,901 2,523,583 3,492,370
Bahamas........................ 1,026,584 913,223 936,655 1,029,003 1,121,385 1,703,415 2,224,494 2,422,848
Jamaica. ............. ... ... ... 1,339,061 1,351,583 1,357,752 1,396,994 1,320,601 1,595,603 1,944,363 2,236,740
Netherlands Antilles. .............. 614,701 763,263 664,855 666,712 717,519 974,757 1,324,390 1,897,023
Trinidad and Tobago.. ............. 1,072,883 1,053,562 984,448 997,598 1,150,507 1,366,455 1,511,554 1,679,129
Haiti. .......................... 562,520 541,930 571,124 626,688 649,940 674,740 772,888 696,216
Aruba. ......... ... ... ... ... 269,566 263,142 442,579 317,671 338,508 502,417 481,901 492,534
Barbados. ...................... 282,195 266,402 248,164 275,256 303,094 355,152 402,185 418,274
Antigua. .. ....... ... L 130,911 88,816 75,025 119,206 114,000 180,434 180,391 230,805
Belize. .......... ... ... ... ... 204,320 165,914 129,930 189,499 143,683 209,821 229,994 227,913
Guyana.. ..........ii 154,090 137,511 125,704 112,756 129,556 166,503 171,584 178,895
British Virgin Islands. . ... .......... 58,837 67,655 60,505 63,445 90,875 114,805 206,943 161,583
St.lucia. ....................... 97,864 82,320 91,501 114,709 92,637 124,964 142,904 155,335
StKittsand Nevis. . ............... 53,295 44,379 47,755 56,974 55,938 86,622 121,662 103,372
Dominica.. .. .................... 35,470 29,393 37,777 30,761 32,287 59,207 65,238 81,640
Grenada. .............. .. ... ... 76,443 57,378 54,325 63,383 66,196 78,933 72,479 80,537
St. Vincent and the Grenadines. .. ... 35,808 37,365 38,961 44,642 43,794 43,913 55,557 66,816
Montserrat.. . .................... 9,807 5,735 4,844 6,946 5,628 4,334 13,643 3,985
GrandTotal...................... 7,525,785 7,092,447 7,170,861 7,811,950 8,018,832 10,223,977 12,445,753 14,626,017
Share of total (percent)

Panama. ....................... 20.0 17.2 18.1 21.8 20.5 19.4 20.3 23.9
Bahamas........................ 13.6 12.9 13.1 13.2 14.0 16.7 17.9 16.6
Jamaica. ....................... 17.8 19.1 18.9 17.9 16.5 15.6 15.6 15.3
Netherlands Antilles. .............. 8.2 10.8 9.3 8.5 8.9 9.5 10.6 13.0
Trinidad and Tobago.. . ............ 14.3 14.9 13.7 12.8 14.3 13.4 121 11.5
Haiti. ............ ... ........... 7.5 7.6 8.0 8.0 8.1 6.6 6.2 4.8
Aruba. ......... ... ... ... ... 3.6 3.7 6.2 4.1 4.2 4.9 3.9 3.4
Barbados. ...................... 3.7 3.8 3.5 3.5 3.8 3.5 3.2 2.9
Antigua. .. ....... ... oL 1.7 1.3 1.0 15 14 1.8 1.4 1.6
Belize. ......... ... ... . ... .. ... 2.7 2.3 1.8 2.4 1.8 2.1 1.8 1.6
Guyana.. ..........iii 2.0 1.9 1.8 14 1.6 1.6 1.4 1.2
British Virgin Islands. . ... .......... 0.8 1.0 0.8 0.8 1.1 1.1 1.7 1.1
St.lucia. ....................... 1.3 1.2 1.3 15 1.2 1.2 1.1 1.1
StKittsand Nevis. . ............... 0.7 0.6 0.7 0.7 0.7 0.8 1.0 0.7
Dominica.. .. .................... 0.5 0.4 0.5 0.4 0.4 0.6 0.5 0.6
Grenada. ....................... 1.0 0.8 0.8 0.8 0.8 0.8 0.6 0.6
St. Vincent and the Grenadines. .. ... 0.5 0.5 0.5 0.6 0.5 0.4 0.4 0.5
Montserrat.. . .................... 0.1 0.1 0.1 0.1 0.1 (°) 0.1 ®)

GrandTotal. . ............... 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Compiled from official statistics of the U.S. Department of Commerce.

* Domestic exports, f.a.s. value.
® Less than 0.05 percent.
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Table 2.9 Leading U.S. merchandise exports® to covered CBERA countries, 2000-07

HTS

chapter Description 2000 2001 2002 2003 2004 2005 2006 2007
(1,000 dollars)
27 Mineral fuels, mineral oils and products of their distillation; bituminous
substances; mineralwaxes. . .. ...... ... ... .. . 685,734 659,974 787,208 1,232,985 1,302,266 1,982,391 2,755,595 3,909,265
84 Nuclear reactors, boilers, machinery and mechanical appliances; parts
thereof.. .. . 987,274 1,116,580 931,335 989,599 927,251 1,246,702 1,434,761 1,612,700
85 Electrical machinery and equipment and parts thereof; sound recorders
and reproducers, television recorders and reproducers, parts and
ACCESSOMIBS. . o o ittt it e et 558,050 628,034 546,725 604,472 595,695 678,193 934,822 905,749
71 Natural or cultured pearls, precious or semiprecious stones, precious
metals; precious metal clad metals, articles thereof; imitation jewelry;
o703 TR 197,924 223,935 320,495 353,968 384,142 558,316 614,578 620,591
87 Vehicles, other than railway or tramway rolling stock, and parts and
accessoriesthereof.. .. ... ... . 308,525 236,359 234,754 241,177 241,951 310,826 409,402 499,968
10 Cereals. . ... 244,261 237,887 264,913 303,198 323,650 335,885 372,761 474,896
39 Plastics and articles thereof. ............................ooooL 234,676 216,450 202,027 207,476 227,507 274,514 329,059 373,156
88 Aircraft, spacecraft, and parts thereof. . . ............... ... L 524,615 110,006 372,882 300,779 259,753 257,671 329,734 315,584
90 Optical, photographic, cinematographic, measuring, checking, precision,
medical or surgical instruments and apparatus; parts and accessories
thereof.. .. .. 121,704 153,354 143,594 143,547 158,350 197,138 250,206 280,257
73 Articles ofironandsteel. ......... ... .. ... ... . i 127,639 166,550 164,483 139,779 171,567 229,150 272,509 277,535
Totalofabove. . ........ ... . 3,990,402 3,749,129 3,968,417 4,516,979 4,592,132 6,070,785 7,703,427 9,269,701
Allother.. .. ... 3,635,383 3,343,317 3,202,443 3,294,971 3,426,699 4,153,191 4,742,327 5,356,316
Grandtotal.. ... ... .. 7,625,785 7,092,447 7,170,861 7,811,950 8,018,832 10,223,977 12,445,753 14,626,017
Share of total (percent)
27 Mineral fuels, mineral oils and products of their distillation; bituminous
substances; mineralwaxes. . .. .......... ... ... 9.1 9.3 11.0 15.8 16.2 19.4 22.1 26.7
84 Nuclear reactors, boilers, machinery and mechanical appliances; parts
thereof.. .. . 13.1 15.7 13.0 12.7 11.6 12.2 11.5 11.0
85 Electrical machinery and equipment and parts thereof; sound recorders
and reproducers, television recorders and reproducers, parts and
ACCESSOMIBS. . o o ettt it e et e 7.4 8.9 7.6 7.7 7.4 6.6 7.5 6.2
71 Natural or cultured pearls, precious or semiprecious stones, precious
metals; precious metal clad metals, articles thereof; imitation jewelry; coin. 2.6 3.2 4.5 4.5 4.8 5.5 4.9 4.2
87 Vehicles, other than railway or tramway rolling stock, and parts and
accessories thereof.. . . .. ... .. 4.1 3.3 3.3 3.1 3.0 3.0 3.3 3.4
10 Cereals. . ... 3.2 3.4 3.7 3.9 4.0 3.3 3.0 3.2
39 Plastics and articles thereof. . ......... ... ... ... ... .. ... ... 3.1 3.1 2.8 2.7 2.8 2.7 2.6 2.6
88 Aircraft, spacecraft, and parts thereof. . . . ........ ... .. ... ... L. 7.0 1.6 5.2 3.9 3.2 2.5 2.6 2.2
90 Optical, photographic, cinematographic, measuring, checking, precision,
medical or surgical instruments and apparatus; parts and accessories
thereof.. . .. ... e 16 2.2 2.0 1.8 2.0 1.9 2.0 1.9
73 Articles ofironandsteel. ......... ... .. ... .. . i 1.7 2.3 2.3 1.8 2.1 2.2 2.2 1.9
Totalofabove. . ... ... ... . 53.0 52.9 55.3 57.8 57.3 59.4 61.9 63.4
AllOther.. . 47.0 47 1 447 422 427 40.6 38.1 36.6
Grandtotal.. . ...............ooiuiiiiiiiiiiiiiiiii... 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Compiled from official statistics of the U.S. Department of Commerce.

* Domestic exports, f.a.s. value.



covered in this report on average have higher per-capita incomes than the average
developing country, these Caribbean countries appear to be less diversified than countries
with similar per-capita incomes. There is considerable variation in export diversity among
these Caribbean countries. Barbados is the most diverse, with a concentration index value
of 0.27, while Jamaica and the very small countries of Antigua and Barbuda and the
Netherlands Antilles have the least diverse exports, with index values above 0.6. Trinidad
and Tobago, while not concentrated according to the index value of 0.38, is not well
diversified outside of the energy sector.’* Guyana, with an index value 0f 0.32, is somewhat
more diverse than the Caribbean average. An example of industry and export diversification
in the case of Demerara Distillers of Guyana is provided in box 2.2.

Box 2.2 Rum Industry in Guyana: Expanding Through Variety

Demerara Distillers (DDL), a diversified international company headquartered in Georgetown, Guyana, is a global
supplier of premium and bulk rum, and one of Guyana’s and the region’s leading businesses. The company has its
roots in the 17th century when Guyana’s 200 sugar plantations each had small distilleries. Over the years, Guyana’s
rum production consolidated into a single large producer, DDL, which was incorporated in 1952. DDL’s core business
is its premium brand rum, El Dorado, which is widely marketed in the region and internationally. The company is also
the largest supplier of bulk rum to North America and Europe. In addition, DDL is now a leading regional producer
of carbonated beverages, fruitjuices, and mineral water. Other company operations include distribution, warehousing,
shipping, and seafood processing. DDL has subsidiary distribution companies in North America, Europe, the
Caribbean, and India, as well as distribution arrangements in Asia.

DDL’s success is based on the development of higher value-added products and the expansion of operations from
its primary rum business. Long a supplier of bulk rum to developed markets, DDL launched its premium and
superpremium branded rum in 1993, which has steadily gained international market share and quality awards.
Building on its expertise in spirits marketing, DDL entered into agreements to bottle and distribute international spirits
products such as Dekuypers liqueurs and Scotch whisky throughout the Caribbean. DDL also has expanded into
nonalcoholic beverages. The company manufactures and distributes PepsiCo products including Pepsi, Mountain
Dew, Gatorade, and Tropicana brands for the Guyana market and for export to regional markets. DDL'’s subsidiary,
Demerara Services, Ltd., is a regional distributor for several multinational consumer products companies, including
Johnson & Johnson, Colgate Palmolive, and Nestlé products. Entering such agreements has enabled DDL to develop
and strengthen its production and marketing capabilities to international standards.

DDL also assists Guyana fruit farmers, who are the primary suppliers to its subsidiary, Topco, a manufacturer of
pasteurized packaged fruit juice. To ensure a reliable supply of domestically produced fruit, DDL entered into an
agreement with an international microfinance institution, Institute of Private Enterprise Development (IPED), in 2002,
whereby IPED provided financing to Guyana fruit producers, primarily small-scale low-income farmers, to expand and
shift production to meet Topco’s sourcing requirements. In exchange, Topco guaranteed a market for the increased
and diversified fruit production. Consequently, fruit output doubled by 2005, enabling Topco to expand production to
become a leading regional supplier of packaged fruit juice.

Sources: Demerara Distillers, Ltd. Annual Report, 2003 (latest available); Demerara Distillers, Ltd. company Web site
http://www.demrum.com (accessed March 4, 2008); Arthur Lok Jack, “Demerara Distillers, Ltd.,” Graduate School of Business,
The University of the West Indies, Trinidad, Case Studies. 2005;“El Dorado Spirit Brands Are the Major Success Story of D.D.L
and Guyana,” International Reports, Guyana, 2006. http://www.internationalreports.net.

** Rojas-Suarez and Elias note that the energy sector in Trinidad and Tobago accounts for more than 80
percent of exported goods (Rojas-Suarez and Elias, 2006). Trinidad and Tobago’s measured export
concentration has risen in recent years, at least partly due to the large increase in energy prices relative to
prices of other goods exported by Trinidad and Tobago, which has increased the value share of the energy
sector in their exports. The concentration index was 0.32 in 2001, when energy prices were considerably
lower.


http://www.demrum.com
http://www.internationalreports.net

Extent of Utilization of CBERA Preferences

Tourism
Sectors

The share of U.S. imports from covered CBERA countries that entered under CBERA
preferences (original CBERA and CBTPA combined)*® rose considerably in the first full
year after CBTPA went into effect in late 2000 (table 2.10). CBTPA expanded CBERA to
include apparel and petroleum, petroleum products, and certain other products, causing the
CBERA utilization rate to increase from 11.6 percent in 2000 to 25.1 percent in 2001. A
substantial portion of U.S. imports from covered CBERA countries has always entered free
of duty under NTR (MFN) provisions®’ (also shown in table 2.10). That share has generally
risen as Trinidad and Tobago has increased its exports of natural gas and natural gas
derivatives, several of which are imported into the United States free of duty under NTR
provisions.’® Of the 25 percent to 30 percent of total imports from the covered countries that
does not enter free of duty, over 95 percent consists of refined petroleum products from
countries that are not CBTPA beneficiaries, mainly Aruba and the Netherlands Antilles.

The share of U.S. imports entered under CBERA preferences varies greatly by country
depending mainly on whether the country is a CBTPA beneficiary and on the product mix
the country exports to the United States (table 2.11). Haiti stands out with an 88.3 share of
imports under CBERA in 2007, based mainly on its exports of apparel under CBTPA. U.S.
imports of apparel from the covered countries are overwhelmingly dominated by Haiti,
which accounted for nearly 90 percent of such imports in 2007 (table 2.12). Jamaica and
Belize account for an additional 9 percent. Total U.S. imports of apparel from Jamaica in
2007 represented only 14 percent of the 2000 value, when such imports accounted for over
46 percent of U.S. apparel imports from the covered countries.

The share of U.S. imports of apparel entered under CBERA provisions has risen steadily
over the years during which CBTPA has been in effect (table 2.13). The share for Haiti rose
to 93 percent in 2007 and the shares for both Jamaica and Belize have risen to around 98
percent. The share entered under CBERA in 2000 was low because CBTPA went into effect
in October 2000 and no imports were entered under CBTPA until December.

and Financial Services as Important Region-Wide

The tourism and financial services industries have a widespread and long-standing presence
in the region. They represent well-established industries for some countries, and potential
industries for others. Even for those countries with established services industries, these
services sectors represent areas within which governments are attempting to diversify,
adding innovative and nontraditional components to the tourism and financial services
sectors. Overviews of these industries are presented below.

’¢ The CBERA utilization rate.

3" This is nondiscriminatory tariff treatment, which is commonly and historically called “most-favored-
nation” (MFN) status and is referred to as Normal Trade Relations (NTR) status in the United States.

*% See the country profile in chap. 4 of this report for additional information on Trinidad and Tobago.
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Table 2.10 U.S. imports from covered CBERA countries, and CBERA and NTR utilization rates, 1997-2007

Share

Imports Total  Share under NTR (MFN)

Year under CBERA imports CBERA duty-free

------------ (1,000 dollars)-------- --------(Percent)--------

1997, . 626,139 4,124,735 15.2 37.3
1998, . 594,650 3,683,869 16.1 38.0
1999, . . 608,420 4,370,692 13.9 40.6
2000. . .. 738,874 6,364,431 11.6 39.3
2001, . 1,441,604 5,745,611 251 40.2
2002. . .. 1,878,482 5,615,061 33.5 39.2
2003, . . 2,142,797 8,184,582 26.2 49.9
2004. . ... 2,420,418 10,504,929 23.0 51.0
2005. . . 3,621,541 14,508,526 25.0 447
2006. . .. 4,773,197 14,965,478 31.9 41.0
2007, o o e 3,942 776 15,323,458 25.7 46.1

Source: Compiled from official statistics of the U.S. Department of Commerce; and computations by USITC staff.

Note: See table D.1 for definition of utilization rate.

Table 2.11 CBERA utilization rates, by country, 2000-07

Country 2000 2001 2002 2003 2004 2005 2006 2007
(Percent)
Antigua and Barbuda. .. ....... 0.2 4.6 1.7 1.5 1.2 0.9 0.5 1.6
Aruba. . ...... ... L *) *) *) *) *) *) *) *)
Bahamas. .................. 26.3 23.7 15.1 18.2 14.3 15.7 28.1 34.1
Barbados. .................. 27.4 30.8 36.6 16.8 10.4 13.0 15.3 19.5
Belize. ..................... 36.8 50.2 58.7 41.9 42.8 56.8 50.9 64.4
British Virgin Islands.. ... ...... 0.1 0.2 0.3 0.8 1.8 0.7 0.9 0.2
Dominica.. . . ................ 2.9 1.6 7.2 45.2 12.9 2.8 2.3 2.7
Grenada. ................... 61.1 32.8 0.5 *) 0.2 0.2 1.2 0.3
Guyana..................... 13.4 19.2 20.8 15.5 17.1 5.5 3.9 7.7
Haiti. ...................... 9.4 60.4 69.4 63.3 58.9 67.8 76.4 88.0
Jamaica. ................... 14.6 43.2 51.0 42.8 52.8 43.4 51.6 34.6
Montserrat. . ................ 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Netherlands Antilles. . . ........ 0.5 1.2 0.8 0.4 1.2 0.7 0.2 0.5
Panama. ................... 15.1 15.6 15.1 14.8 11.7 13.9 11.2 10.0
St. Kitts-Nevis.. .. ............ 75.2 71.8 56.6 58.0 711 50.9 49.6 30.9
St.Lucia.................... 33.9 23.8 42.3 41.5 40.5 10.0 18.9 34.6
St. Vincent and the Grenadines. . 22.4 9.8 33.2 61.0 70.4 3.6 11.6 21.2
Trinidad and Tobago. ......... 15.5 31.4 46.9 31.9 28.3 34.9 43.3 31.8

Source: USITC calculations.

Note: See table D.1 for definition of utilization rate.

? Less than 0.05 percent.
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Table 2.12 U.S. imports of apparel from covered CBERA countries, c.i.f. value, 200007

Country 2000 2001 2002 2003 2004 2005 2006 2007
(1,000 dollars)
Haiti. ......... ... ... ... ... 262,963 237,055 225,128 300,889 334,294 414,706 457,793 460,492
Jamaica. ............ .. ... ... 270,056 189,507 125,727 106,860 86,692 57,228 49,479 37,112
Belize. ......... ... ... .. ... 18,535 15,613 14,782 16,247 18,776 17,664 19,217 10,394
Guyana.. . ..., 11,241 10,497 10,846 8,611 7,547 5,872 4,933 4,752
Panama. .................... 4,352 3,573 3,033 2,723 1,731 2,535 1,977 2,015
St.Lucia. .................... 5,671 5,829 4,240 2,846 2,389 313 184 303
Dominica.. .. ................. 83 12 21 10 85 12 26 153
Trinidad and Tobago............ 2,492 2,279 1,444 913 992 857 305 125
Barbados. ................... 4,688 2,113 447 228 161 152 132 85
St. Kitts and Nevis.. . ........... 2,134 2,191 1,705 600 6 8 37 60
Netherlands Antilles. . .......... 32 53 30 142 90 233 104 47
Bahamas..................... 4 13 6 9 24 97 26 20
Antigua. . .................... 1 5 4 1 1 29 14 13
British Virgin Islands. . ... ....... 63 3 217 199 37 49 79 5
Grenada. . ................... 0 0 1 0 1 0 1 2
Aruba. ....... ... ... L 1 4 1 5 2 2 3 1
St. Vincent and the Grenadines. . . 39 114 10 2 31 1 1 0
Montserrat.. . ................. 7 18 21 1 98 2 1 0
Grandtotal. .................. 582,362 468,877 387,662 440,286 452,955 499,761 534,313 515,577
Share of total (percent)
Haiti. ......... ... ... ... ... 45.2 50.6 58.1 68.3 73.8 83.0 85.7 89.3
Jamaica. ............ .. ..., 46.4 40.4 32.4 243 19.1 11.5 9.3 7.2
Belize. ........... ... ... ... 3.2 3.3 3.8 3.7 4.1 3.5 3.6 2.0
Guyana...................... 1.9 2.2 2.8 2.0 1.7 1.2 0.9 0.9
Panama. .................... 0.7 0.8 0.8 0.6 0.4 0.5 0.4 0.4
St.Lucia. .................... 1.0 1.2 1.1 0.6 0.5 0.1 *) 0.1
Dominica..................... () ) ‘) ) ) ) ) )
Trinidad and Tobago.. .......... 0.4 0.5 0.4 0.2 0.2 0.2 0.1 ®)
Barbados. ................... 0.8 0.5 0.1 0.1 *) *) ®) *)
St. Kitts and Nevis.. . . .......... 0.4 0.5 0.4 0.1 *) *) ®) *)
Netherlands Antilles. ........... *) *) *) *) *) *) ®) ®)
Bahamas..................... ®) ®) *) *) *) ®) *) ®)
Antigua. ...l ) ) ) ) ) ) ) Q)
British Virgin Islands. . ... ....... *) *) 0.1 *) *) *) ®) *)
Grenada. . ................... 0.0 0.0 *) 0.0 *) 0.0 *) *)
Aruba. ... ") ") ) ) ) ) ) )
St. Vincent and the Grenadines. . . *) *) ®) ®) *) *) *) 0.0
Montserrat.. . ................. ) ) ) ) ) ) ) 0.0
Grandtotal. .................. 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Compiled from official statistics of the U.S. Department of Commerce.

* Less than 0.05 percent.



Table 2.13 U.S. imports of apparel (c.i.f. value) from covered CBERA countries, ratio of imports under CBERA
preferences to total imports of apparel, selected countries and total, 2000-07

Country 2000 2001 2002 2003 2004 2005 2006 2007
(Percent)

Haiti. ....................... 2.5 62.8 73.2 67.8 63.2 70.6 80.9 92.9

Jamaica. .................... 1.0 59.1 88.5 87.0 85.9 92.5 96.0 98.3

Belize. ...................... 0.0 71.3 87.0 85.7 791 85.3 89.1 97.7

All countries. . . ............... 1.9 59.8 76.8 72.5 68.2 73.6 82.5 93.0

Source: USITC computation from official statistics of the U.S. Department of Commerce.

The Contribution of Tourism to CBERA Countries

Many CBERA countries have developed large tourism industries owing to their year-round
warm climates, beaches, and natural beauty, as well as their proximity to the United States,
the world’s second largest importer of tourism services (i.e., supplier of tourists).”” In
CBERA countries with highly developed tourism industries, tourism services exports often
account for a large percentage of GDP. The value of tourism exports is measured by the total
expenditures of foreign visitors irrespective of purpose of visit, be it leisure, business, or
other activities.*” The World Travel and Tourism Council (WTTC) estimates of tourism’s
overall contribution to GDP in CBERA countries in 2007 vary from a low of § percent in
Haiti to over 75 percent in Antigua and Barbuda (table 2.14). In general, the largest
components of exported tourism services are meal and lodging expenditures. The CBERA
countries also are developing several important niche areas of tourism. The British Virgin
Islands and St. Vincent and the Grenadines, as discussed in the country profiles in chapter
4, have developed smaller, but highly lucrative, luxury and yacht-based tourism. Another

Table 2.14 Estimates of the percentage of GDP generated by the travel and tourism industries (both directly and
indirectly) in selected CBERA countries®

Country 2007
Antigua and Barbuda. . . ... .. 75.8
ArUba. . . e 70.1
Bahamas. . ... ... e 53.6
Barbados. . . ... 43.4
BelizZe. . . . e 26.0
British Virgin Islands. . . . . . ... e 42.6
DOMINICA.. . .ottt 25.0
Grenada. . . ... . 35.2
GUYANA. . . o 9.5
Haitl. .. 7.5
JAMAICA. . . .. 31.1
Netherlands Antilles. . . . ... ... 21.6
Panama. . ... e 12.3
St. Kitts and NevVis. . . ... 334
St LUCIa. . ... 46.0
St. Vincentand the Grenadines. . . ... . i 32.3
Trinidad and Tobago. .. ........ .. . .. .. 17.2

Source: World Travel and Tourism Council. "Caribbean Travel and Tourism Navigating the Path Ahead". 2007.

@ Data are not available for Montserrat.

¥ UNWTO, “Tourism Highlights, 2005 Edition,” 2005. A nation imports tourism services when its
citizens purchase goods and services while traveling abroad.

#0 Certain expenditures are not included as tourism exports. These include: 1) expenditures by foreign
residents whose duration of stay exceeds one year, 2) expenditures on transportation between countries, 3)
expenditures on health or education services, and 4) expenditures by foreign nationals who work for a
domestic firm during their visit.
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important trend in the region is the provision of health and medical tourism providing a
range of services including day spas, alcohol and drug rehabilitation, traditional and
alternative medical diagnosis and treatment, surgery and postoperative care, assisted living,
and nursing care.*' Box 2.3 provides a case study of medical tourism in Panama.

Aside from the direct contribution of tourism services exports to GDP, the tourism services
industry also has significant spillover effects in many CBERA countries. Spillover effects
accrue to the transportation industry, especially airlines and port services, as well as to local
producers of intermediate inputs consumed by both the accommodations* and transportation
industries. WTTC reported that additional spillover effects include government spending
on tourism infrastructure, such as spending on national parks, immigration and customs
bureaus, or construction of airports; consumption of accommodations and transportation
services by nationals; and, in certain limited circumstances, some spending on intra-regional
tourism by residents of Caribbean countries.*

According to the WTTC, the direct and indirect effects of the global travel and tourism
industry account for slightly more than 10 percent of global GDP.** Of the 17 CBERA
countries for which data are available, every economy except Haiti and Guyana is more
dependent on the travel and tourism industries as a generator of economic activity than
the global average.

*! The Caribbean Export Development Agency (Caribbean Export) and Trade Facilitation Office Canada
(TFO Canada) hosted a “Caribbean Health & Wellness Tourism” conference in Bridgetown, Barbados on
April 1-2, 2008. The conference drew leaders from Canada and 10 Caribbean nations, and explored ways for
Caribbean countries to develop Caribbean health and wellness services for use by North American
consumers. “Caribbean & Canada To Advance Medical Tourism Opportunities for North American
Patients,” Travel Daily News, http.://www.traveldailynews.com/pages/show_page/25274 accessed April 14,
2008. Similar recent events include the “Caribbean Health Tourism & Spa Symposium” held in May 2007 in
Kingston, Jamaica, and the “Alternative Health & Wellness Conference” hosted by the IDB in Washington,
D.C. in May 2006. Caribbean Health Tourism Team, “The Caribbean Health Tourism & Spa Symposium
2007,” http.//'www.caribbeanhealthtourism.com/ accessed April 14, 2008.

2 Examples of suppliers to the accommodations industry include wholesalers, particularly of food
products (as well as the producers of those food products); the construction industry; the energy industry; and
business services providers, such as accounting firms.

# WTTC, “The Caribbean: The Impact of Travel and Tourism on Jobs and the Economy,” May 25, 2004,
31.

* WTTC, “Caribbean Travel and Tourism Navigating the Path Ahead,” March 8, 2007, 24.
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Box 2.3 Medical Tourism in Panama: Diversification into High-Skilled, High Value-Added Services

Panama’s private health-care sector is promoting reasonably priced, quality care in an effort to capture part of the rapidly growing
medical tourism industry. Medical tourism is travel by individuals, either domestically or internationally, to receive medical treatment.
Medical tourism typically occurs because medical treatment is unavailable, more expensive, or requires long waiting periods in a
patient's home market.' The global medical tourism industry grossed $60 billion in 2006 and is projected to grow to $100 billion by
2012.2 Panama'’s increasing popularity as a medical tourism destination has led to the development of medical tourism companies
that help direct patients to Panama'’s four private hospitals. These companies coordinate patients’ medical and travel arrangements,
providing a combination of services, including physician referrals, transportation, and accommodations. Panama’s industry benefits
from geographic proximity—only three to five hours travel from major U.S. cities—coupled with a growing U.S. “Latino population
[willing to] travel [to the Caribbean/South America] for health care.” Industry representatives forecast continued industry growth,
suggesting the country’s proximity coupled with a relaxed legal environment may position Panama as a favorable location for
surrogate pregnancies—a specialty service currently experiencing high global demand.*

Panama City’s Hospital Punta Pacifica is marketing itself as Panama’s top medical tourism provider.® The hospital is a joint venture
between U.S.-based Johns Hopkins Medicine International (JHMI) and a group of Panamanian medical and business interests.® The
partnership was formed in 2001, and a new state-of-the-art facility opened in 2006. Hospital Punta Pacifica provides a wide range
of services, from cardiology and orthopedics to an executive health program, which offers a range of comprehensive medical
examinations specifically targeted toward medical tourists.

Industry sources indicate that the promotion of medical tourism at Hospital Punta Pacifica has been supported by two primary
factors—Panama’s liberal trade environment and the institution’s adherence to quality care. The health-care industry faces few
barriers,” facilitating foreign trade and investment. This has allowed Hospital Punta Pacifica to form an affiliation with JHMI, a “brand”
with which patients are familiar, and permits staff to continue to consult Johns Hopkins doctors on matters such as best practices
and patient safety, and participate in continuing education programs. To further develop consumer confidence established by the
affiliation with JHMI, Hospital Punta Pacifica also aims for a high level of industry expertise in its institution. The majority of doctors
employed by the hospital are either trained in the United States or have international certification. Hospital Punta Pacifica is pursuing
accreditation by the Joint Commission International (JCI), an independent body providing a voluntary certification process endorsed
by the World Health Organization as a measure of quality control. It will be the first Panamanian hospital and among the first in the
Caribbean region to receive JCI accreditation.® The high standards indicated by JHMI involvement and JCI accreditation are
desirable qualities for U.S. medical tourism companies, such as PlanetHospital, a medical tourism company, which now includes
Hospital Punta Pacifica in its worldwide network of hospitals.

Sources: Devon M. Herrick, “Medical Tourism: Global Competition in Health Care,” National Center for Policy Analysis, Policy
Report No. 304, November 2007, http.//www.ncpa.org/pub/st/st304/st304.pdf, Hospital Punta Pacifica, “Our History and
Mission,” http://www.hospitalpuntapacifica.com (accessed February 12, 2008); International Executive Service Corps, “New
Hospital Joint Venture is IESC Legacy (April 18),” IESC, 2006; Johns Hopkins International, “World Healthcare, Education,
Research,” http://www.jhintl.net (accessed February 22, 2008); Joint Commission International Web site,
http://www.jointcommissioninternational.org (accessed March 4, 2008); Medical News Today, “PlanetHospital Strengthens
Leadership in Medical Tourism with Expansion into Panama and Costa Rica.” August 2, 2006; United Nations. Economic and
Social Commission for Asia and the Pacific (ESCAP), Medical Travel in Asia and the Pacific: Challenges and Opportunities,”
Undated (accessed February 14, 2008), http://www.unescap.org/esid/hds/lastestadd/Medical TourismReport.pdf, USITC,
Hearing transcript in connection with investigation No. 332-496, Caribbean Region: Review of Economic Growth and
Development. January 29, 2008; World Bank, A Time to Choose: Caribbean Development in the 21°' Century, Report No.
31725-LAC, April 7, 2005.

' Medical travel is often referred to as medical tourism, particularly when medical travel is combined with other activities in
tourist destinations, and the term is usually specific to travel from developed to developing economies. The term medical
tourism is used in this section, because of its prevalent usage in referring to the Caribbean region’s medical travel industry.

* Estimate by consulting firm McKinsey and Company.

* Industry officials, e-mail messages to Commission staff, February 12, 2008.

* Industry officials, e-mail messages to Commission staff, February 19, 2008.

® Industry official, telephone interview by Commission staff, February 11, 2008.

¢ JHMI is the international branch within Johns Hopkins Medicine that coordinates care for international patients, as well as
provides consulting, development, education, and management services to the international medical community. JHMI is based
in Baltimore, MD.

" In hearing testimony, the lack of portability of health insurance was cited as a major obstacle to development of the overall
Caribbean healthcare industry. USITC hearing transcript, January 29, 2008, 18.

® Currently, three facilities in the region have received JCI accreditation—two hospitals and one clinical laboratory.

Tourism as a Share of GDP
In 2005, in the 14 CBERA countries for which data are available (table 2.15), tourism

exports as a share of total GDP ranged from a low of 2 percent for Haiti to more than 40
percent in St. Lucia. In aggregate, tourism services exports accounted for 12 percent of total
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GDP in CBERA countries. When the two largest regional economies (Panama and Trinidad
and Tobago) are excluded, however, tourism services exports accounted for 21 percent of
the total GDP.

CBERA countries’ reliance on tourism-related industries makes these countries especially
sensitive to external shocks, such as the terrorist attacks on the United States that occurred
on September 11, 2001, or global economic shocks.*” As a consequence of reduced travel
by U.S. residents after the attack, tourism services exports in the CBERA countries fell by
4 percent in 2001*° and did not surpass levels reached in 2000 until 2003. The reduction in
tourism services exports reduced GDP growth in many of these countries. Ofthe 14 CBERA
countries for which GDP data are readily available,*” six countries (Barbados, Dominica,
Grenada, Guyana, Haiti, and St. Lucia) experienced a decline in overall GDP in 2001. GDP
continued to fall in Barbados and Dominica during 2002.

Tourism Exports

From 2000 through 2005, average annual growth of tourism services exports in about one-
half of the CBERA countries was between 3 to 6 percent (table 2.16).** These rates are
below the 7 percent average annual growth in global tourism services exports from 2000
through 2005.

In contrast to the overall trend, four countries—Belize, Panama, St. Kitts and Nevis, and
Trinidad and Tobago—experienced rapid growth in tourism services exports while another
four—Grenada, Guyana, Haiti, and Montserrat—experienced little or negative growth. In
three of the four countries that experienced rapid growth (Belize, Panama, and Trinidad and
Tobago), tourism services exports have not traditionally accounted for more than 15

* The IMF estimates that the recent depreciation of the U.S. dollar versus the euro and other global
currencies could lead to reduced numbers of U.S. visitors to the Caribbean, but that any adverse economic
effects for the Caribbean tourism industry could be mitigated by increased tourist arrivals from Europe. IMF,
World Economic and Financial Surveys: Regional Economic Outlook, Western Hemisphere, April 2008, 16.

¢ IMF, Balance of Payments Statistics Database. Data not available for the British Virgin Islands.

47 GDP data are not readily available for Aruba, the British Virgin Islands, Montserrat, and the
Netherlands Antilles.

* UNWTO, Yearbook of Tourism Statistics, Statistical Data in Excel Format, September 28, 2006; and
IMF, Balance of Payments Statistics Database, February 2008 edition. The nine CBERA countries falling
within this range were Antigua and Barbuda, Aruba, The Bahamas, Barbados, Dominica, Jamaica, the
Netherlands Antilles, St. Lucia, and St. Vincent and the Grenadines. Growth in the British Virgin Islands, for
which IMF data are unavailable, was also likely within this range.
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Table 2.15 Tourism services exports as a percentage of GDP for selected CBERA countries®

Country 2005
Antigua and Barbuda. . . ... .. 38.5
Bahamas. . . ... . 34.6
Barbados. . . ... 29.0
BelizZe. . . .o 18.4
DOMINICA.. . ..o 23.1
Grenada. . . ... 14.0
GUYANA. . . .o 4.3
Haitl. ..o e 2.0
JaAMaAICA. . . .. 16.4
Panama. . ... 5.0
St. Kitts and NeVis. . . ... e 25.2
St LUCIa. . .. 40.5
St. Vincent and the Grenadings. . . .. ... ... 24.4
Trinidad and Tobag0. . . ... e e 3.0

Sources: IMF, Balance of Payment Statistics Database, February 2008 edition and IMF, World Economic Outlook
Database, October 2007.

@ Data are not available for Aruba, the British Virgin Islands, Montserrat, and the Netherlands Antilles.

Table 2.16 Tourism exports for selected CBERA countries,® 2000—05

Average

annual

growth rate

Country 2000 2001 2002 2003 2004 2005 (percent)

(Million dollars)
Antigua and Barbuda. . . . .. 290.5 2721 273.8 299.8 337.7 335.0 2.9
Aruba. ................. 814.7 822.0 833.9 858.9 1,056.5 1,093.9 6.1
Bahamas. .............. 1,738.0 1,647.7 1,759.8 1,757 .4 1,884.5 2,071.8 3.6
Barbados. .............. 723.0 697.2 657.9 757.8 775.5 896.8 4.4
Belize. ................. 110.7 1111 121.5 149.7 168.1 204.2 13.0
Dominica.. . ............. 48.2 46.4 45.7 52.3 60.6 55.6 2.9
Grenada................ 92.5 83.5 91.5 103.7 83.5 714 -50
Guyana................. 75.1 60.5 49.3 25.8 27.1 35.1 -141
Haiti. .................. 128.0 105.0 108.0 95.6 86.8 79.5 -91
Jamaica. ............... 1,332.6 1,232.2 1,208.7 1,355.1 1,438.0 1,545.2 3.0
Montserrat. ............. 9.0 8.5 8.7 7.3 9.2 9.0 0.1
Netherlands Antilles. . . . . .. 760.2 750.9 771.0 845.5 918.9 956.3 4.7
Panama. ............... 457.8 4771 513.0 584.6 651.0 779.8 11.2
St. Kitts and Nevis. ... .. .. 58.4 61.9 57.1 75.3 102.6 110.2 135
St.lucia................ 280.5 233.0 210.0 282.1 325.7 356.0 4.9
St. Vincent and the

Grenadines.............. 82.3 89.0 91.0 91.2 95.6 105.1 5.0
Trinidad and Tobago. .. ... 212.8 200.9 242.0 248.9 341.5 453.0 16.3

Source: IMF Balance of Payment Statistics Database, February 2008 edition.

® Data are not available for the British Virgin Islands.
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percent of GDP; this low figure contrasts with the majority of CBERA countries where
tourism is the largest industry. Moreover, in two of these countries, Panama and Trinidad
and Tobago, the growth in tourism services exports was primarily in business travel, rather
than leisure travel, which is the traditional tourism base in these countries. Grenada and
Montserrat saw below average growth in tourism exports following natural disasters, while
two, Haiti and Guyana, experienced civil disorder that discouraged tourist visits.

Financial Services in CBERA Countries

The development of a strong financial services sector has long been the objective of many
Caribbean countries. With limited natural resources and sometimes unpredictable tourism
trends, many countries in the region view the cultivation of a competitive financial services
industry as an avenue toward economic diversification. In countries such as Barbados and
The Bahamas, where banking has been a mainstay of economic activity for several years,
the financial services industry is considered a lead economic driver. In some of the smaller
Caribbean markets, such as St. Kitts and Nevis, governments are pursuing policies that
would bolster the sector.*’

Caribbean financial markets generally follow a trend common in many emerging economies.
As financial markets develop and firms gain access to increased capital, costs of borrowing
decline, which allows for greater business and investment opportunities in the local
economy. Small- and medium-size enterprises, which typically lack access to affordable
capital where financial markets are immature, tend to benefit as a result. Further, strong
financial markets help protect countries from excessive economic fluctuations, an important
factor for economies vulnerable to cyclical trends as are those in the Caribbean.*

A wide range of financial services—such as offshore banking, funds transfer (remittances),
asset management, merchant banking, and trust management, among others—are available
throughout the region. Antigua and Barbuda is promoting the development of an Internet-
based gaming (gambling) industry. In a number of countries, such as Trinidad and Tobago,
banks that were initially established solely to provide trade financing evolved into full-
service retail and commercial operations. As local financial markets have become
increasingly sophisticated and profitable, they have drawn interest from global firms eyeing
the potential for new market growth in the region. A number of multinational firms, such
as Citibank and HSBC, have operations in several Caribbean markets. Further, banks of
local origin, such as Trinidad and Tobago-based RBTT and Barbados-based FirstCaribbean,
have expanded their businesses into neighboring countries and have established themselves
as major players in the region. Box 2.4 provides a case study of RBTT.

The Caribbean is often associated with offshore banking, an activity in which entities in a
certain country provide deposit taking, lending, and other banking services to non-
residents.”’ Offshore financial centers are characterized by an absence of corporate and
personal income taxes, minimal controls on exchanges between nonresidents, and proximity

* Hearing transcript, testimony before the Commission, January 29, 2008, 37.

® World Bank, Access to Financial Services in Brazil, 2005, 2.

! IMF, “Offshore Financial Centers,” IMF background paper, June 23, 2000,
http.://'www.imf.org/external/np/mae/oshore/2000/eng/back.htm#lI (accessed March 27, 2008).
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Box 2.4 Financial Services in Trinidad and Tobago: Leveraging the Regional Market to Succeed

RBTT (formerly the Royal Bank of Trinidad and Tobago) is one of the leading banks in Trinidad and Tobago,
registering $7.6 billion in assets in 2007. It is among the largest financial services firms in the Caribbean region with
more than 100 branches and offices in 12 countries throughout the region.' The company provides a comprehensive
range of commercial and retail financial services through its multiple subsidiaries, which include a merchant bank and
atrustcompany. RBTT was established in Trinidad and Tobago in 1902 to provide financing for thriving trade between
Canada and the West Indies, though it eventually expanded to provide increasingly sophisticated banking services
locally. Formerly majority-owned by Trinidad and Tobago nationals, RBTT was purchased in 2007 by the Royal Bank
of Canada for $2.2 billion, reflecting the firm’s strategic importance in the region.?

RBTT owes much of its domestic and regional success to strong economic growth that oil- and natural-gas-rich
Trinidad and Tobago has experienced since the 1970s. Increased profitability and domestic liquidity heightened
demand for financial services and provided the country’s banks with sufficient capital to expand their operations. In
the 1990s, financial sector liberalization, telecommunications improvements, and an increasing focus on globalization
spurred a consolidation trend within Trinidad and Tobago’s banking sector. As the domestic market became
saturated, the larger firms, including RBTT, sought market growth in neighboring countries. RBTT subsequently
engaged in a series of mergers and acquisitions that significantly enlarged its regional footprint. RBTT has benefited
from a general lack of interest in the Caribbean market by many of the multinational banks that have traditionally
focused on larger, more profitable markets. As these firms increasingly seek new opportunities for growth, however,
interest in the region is rising, as evidenced by the Royal Bank of Canada’s recent acquisition of RBTT.

The Government of Trinidad and Tobago has established the goal of transforming itself into a Pan-Caribbean financial
hub by 2020. To that end, the country is pursuing reforms that would further strengthen oversight of financial markets,
promote greater competition within the industry, and devote resources to the improvement of technological
infrastructure and workforce skills. If those policies are successful, it is likely that RBTT will continue to expand its
reach throughout the region.

Sources: Central Bank of Trinidad and Tobago, 2006 Annual Economic Survey: Review of the National
Economy; EIU, Country Profile: Trinidad and Tobago, 2007, RBTT Financial Holdings Limited, Annual Report
2007, http://www.rbtt.com/applicationloader.asp ?app=articles&id=775; Reuters, “RBC Buys Caribbean Bank
RBTT for $2.2 Billion,” October 2, 2007; Vision 2020, “Draft National Strategic Plan.”

' In addition to its presence in Trinidad and Tobago, RBTT has operations in Antigua, Aruba, Barbados,
Curacao, Grenada, Jamaica, the Netherlands Antilles, St. Kitts and Nevis, St. Lucia, St. Vincent and the
Grenadines, and Suriname. The bank also has a representative office in Costa Rica.

2 Royal Bank of Canada intends to maintain the RBTT brand.

to a major market such as the United States.”” Antigua and Barbuda, Barbados, The
Bahamas, the British Virgin Islands, Panama, and St. Kitts and Nevis are some of the key
participants in this segment of the financial services industry. The importance of this
business sector to many Caribbean economies is reflected by net foreign assets relative to
GDP. Net foreign assets are particularly dominant in The Bahamas, Panama, St. Kitts and
Nevis, and Antigua and Barbuda, respectively accounting for 1,352 percent, 77 percent, 69
percent, and 65 percent relative to these countries’ GDP in 2005. By comparison, for the
United States, the ratio of net foreign assets to GDP was 10 percent in that same year.™

The Caribbean region also includes several countries that have been identified as tax havens
by the Organization for Economic Cooperation and Development (OECD). Much like
markets that are competitive in the offshore banking segment, tax havens provide investors
with a tax-free or low-tax business environment. The OECD considers several additional
factors in identifying tax havens, however, including laws that facilitate secrecy or protect

°2 Embassy of the Commonwealth of the Bahamas, written submission to the Commission, February 5,
2008, 11.
*3 World Bank, World Development Indicators, March 5, 2008.
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firms from scrutiny, non-transparent administrative or legal provisions, and the lack of a
provision requiring establishments to engage in substantial activities.**

The Financial Action Task Force, a committee of the OECD, identified a number of CBERA
countries in its 1998 worldwide list of uncooperative tax havens. The effort was intended
to pressure countries into strengthening financial sector regulations that would eliminate
money-laundering and terrorism-financing activities in their jurisdictions. Officials from
some of the countries believed their nations were unfairly included, and that their financial
services industries suffered as a result.’> All of the CBERA countries, however, were
eventually removed from the list after they committed to effective information exchange and
transparency.’® Upon Panama’s removal from the OECD list, a number of LAC financial
institutions consolidated there as the country—which provides foreign entities with a
favorable investment environment, interest rate stability, and a U.S. dollar-based
economy’’—sought to establish itself as a regional financial center. Total assets in Panama’s
banking sector reached $43.4 billion in 2006, compared with $37.9 billion in 2000, the year
in which Panama first instituted tighter financial controls.”® Representatives from St.
Vincent and the Grenadines, Barbados, and CARICOM have expressed concern that anti-
tax-haven legislation currently under consideration by the United States will again label
them as uncooperative tax havens despite their being cleared by the Financial Action Task
Force.”

With many of their citizens living and working abroad, remittances constitute a significant
share of GDP in many Caribbean countries. According to one representative, the financial
services sector in CBERA countries reportedly would benefit from the establishment of
deposit-taking branches in the United States in order to facilitate more efficient and lower
cost transfer of funds.*® At present, most such transactions are carried out through money
transfer centers such as Western Union and are subject to high fees,’ which include both
a payment to transfer the money as well as exchange rate commissions. Despite the fact that
money transmittal costs to Latin America and the Caribbean decreased during 2001-2004
as aresult of increased competition in this market segment, the average price of transmitting
$200 to various CBERA countries from the United States in 2004 ranged from

3 Organization for economic cooperation and development (OECD), Harmful Tax Competition: An
Emerging Global Issue, 1998, 23, http://www.oecd.org/dataoecd/33/0/1904176.pdf (accessed March 27,
2008).

> Embassy of St. Vincent and the Grenadines, written submission to the Commission, February 5, 2008.

¢ OECD, “The OECD List of Unco-operative Tax Havens - A Statement by the Chair of the OECD’s
Committee on Fiscal Affairs, Gabriel Makhlouf,” April 18, 2002,
http://'www.oecd.org/document/28/0,3343,en_2649 33745 2082460 1 1 1 1,00.html (accessed March 27,
2008).

" EIU, Country Finance: Costa Rica, Nicaragua, Panama, 2008, 75, 83.

8 EIU, Country Finance: Costa Rica, Nicaragua, Panama, 2007, 68; and EIU, Country Finance:
Panama, 2000, 7.

% Post hearing submissions by the Embassy of Barbados; Embassy of St. Vincent and the Grenadines; and
Berliner, Corcoran & Rowe, LLP. The concerns refer to the Stop Tax Haven Abuse Act currently under
consideration in Congress. U.S. Congress. Senate. Stop Tax Haven Abuse Act. S.681. 110™ Cong., 1** sess.
(February 17, 2007).

" Mr. Jose Manuel Insulza, Secretary General, Organization of American States, testimony before the
Commission, January 29, 2008.

" Mr. Jose Manuel Insulza, Secretary General, Organization of American States, testimony before the
Commission, January 29, 2008.
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approximately 8 to 12 percent of the value of the remittance.®® The establishment of local
branches of Caribbean banks in the United States would not only eliminate such fees for
customers, but would give a significant boost to the banks’ deposit levels, which could then
be used to finance economic development in their home countries.”” Although Caribbean
countries’ investment positions in the U.S. market for depository institutions are likely very
small,* there is some evidence that a few Caribbean banks have been able to participate in
the U.S. banking sector. For example, the National Commercial Bank of Jamaica Limited
accepts low-fee remittances from the United States in cooperation with Senvia Money
Services and DolEx Dollar Express,” and in March 2008, the Bank of the Bahamas
International established a wholly owned subsidiary in Florida.®

Ethanol Dehydration Industry

Fuel-grade ethanol was the second-leading import from the covered countries under the
provisions of original CBERA in 2007. The distillation process for ethanol is able to reduce
the water content to approximately 5 percent, but the product resulting from this process,
hydrous ethanol, must be dehydrated to make it usable in motor fuel. U.S. imports of fuel-
grade ethanol from CBERA beneficiary countries enjoy a substantial advantage over imports
from other countries, such as Brazil, because of CBERA preferences. That advantage
amounted to 29 percent the ethanol’s value in 2007.°” Ethanol can be distilled and
dehydrated using CBERA-country feedstocks (such as sugar and molasses), but virtually all
fuel-grade ethanol shipments from CBERA countries to the United States have been
dehydrated from imported hydrous ethanol.®® The ethanol dehydration industry in Jamaica
dates to the early years of CBERA. In recent years, new capacity has been added in Jamaica

2 Manuel Orozco, “Remittances to Latin America and the Caribbean: Issues and perspectives on
Development,” Report Commissioned by the Organization of American States, September 2004, 15, 17. For
more information, see also Kkevin O’Neil, Migration Policy Institute, “Remittances from the United States in
Context,” web page, June 1, 2003, http.//www.migrationinformation.org/USfocus/print.cfim?ID=138
(accessed April 1, 2008).

% Mr. Jose Manuel Insulza, Secretary General, Organization of American States, testimony before the
Commission, January 29, 2008; and Ms. Pamela Coke-Hamilton, Director of the Department of Trade,
Tourism, and Competitiveness, Organization of American States, testimony before the Commission, January
29, 2008.

% In 2006, foreign direct investment by countries in the “Other Western Hemisphere” category—which
includes several CBERA beneficiaries—accounted for $715 million, or less than 0.5 percent, of total foreign
direct investment in the U.S. market for depository institutions. Discrete data on investment in this sector by
individual CBERA countries are not available for 2006. USDOC, BEA, “Balance of Payments and Direct
Investment Position Data: Foreign Direct Investment in the United States,” Internet database,
http://www.bea.gov/international/ii_web/timeseries2.cfin?econtypeid=2&dirlevel lid=1&Entitytypeid=1&ste
pnum=1 (accessed April 2, 2008).

5 “Senvia Offers US$5 Flat Fee for Remittances from US,” Jamaica Gleaner, June 12, 2005,
https://secure.senvia.com/images/SMS/gleaner 061205.pdf (accessed April 2, 2008).

% Llonella Gilbert, “Bank of the Bahamas International Opens Its Miami Branch,” Caribseek Caribbean
News, March 18, 2008, http://news.caribseek.com/Global _Caribbean/article 63446.shtml (accessed April 1,
2008).

" The NTR duty rate is 2.5 percent for HTS 2207.10.60 and 1.9 percent for HTS 2207.20.00, plus 54
cents per gallon on fuel-grade ethanol. Together these duties amounted to about 29 percent of the average
price of $2.01 per gallon in 2007.

% Brent D. Yacobucci, “Ethanol Imports and the Caribbean Basin Initiative,” CRS Report for Congress,
Order Code RS21930
Updated March 10, 2006.
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and Trinidad and Tobago (the only covered countries that produce fuel-grade ethanol) in
response to large increases in demand in the United States.

The quantity of U.S. fuel-grade ethanol imported from the covered countries almost doubled
from 2005 to 2006, from 46.3 million gallons to 91.5 million gallons, and increased by
another 34 percent in 2007, to 122.4 million gallons. Unit values rose substantially in 2005
(28 percent) and 2006 (24 percent) before falling somewhat in 2007 (6 percent).

The increase in demand for fuel-grade ethanol in the United States stems from the phase-out
of methyl tertiary butyl ether (MTBE) as an oxygenator in gasoline, and from requirements
in the Energy Policy Act of 2005.* Further increases in demand have been spurred by the
Energy Independence and Security Act of 2007.

Section 423(c) of the Tax Reform Act of 1986, as amended,” provides for duty-free U.S.
imports of ethyl alcohol (ethanol) from U.S. insular possessions and CBERA beneficiary
countries under a special provision pertaining to local feedstock requirements.”' Under this
provision, hydrous ethanol is imported by beneficiary countries, dehydrated, and exported
as anhydrous ethanol to the United States under a complex tariff-rate quota (TRQ). An
amount equal to 7 percent of U.S. consumption may be imported free of duty without the
requirement of using local feedstocks.”> An additional 35 million gallons may be imported
free of duty subject to a local feedstock requirement of at least 30 percent, and an unlimited
amount may be imported free of duty subject to a requirement of at least 50 percent local
feedstocks. The TRQ operates on a first-come, first-served basis, except that El Salvador is
provided a guaranteed amount under CAFTA-DR.” In 2008, the quota is 452.5 million
gallons. Although U.S. imports under the provision have increased substantially, particularly
during 2001-2007, the quota has yet to be filled.

 Ibid.

19 U.S.C. 2703 note.

! Feedstocks are the raw material used in the production of ethanol, such as sugarcane, molasses, and
corn. The local feedstock requirement is not restricted by country but, rather, applies regionally. Ethanol
produced in CBERA beneficiary countries from local feedstocks benefit from duty-free treatment under the
regular CBERA provisions.

> The legislation specifies the amount to be the greater of 60 million gallons or 7 percent of U.S.
consumption; however, the 60 million gallon threshold has been exceeded every year since 2003.

”* Former CBERA beneficiary countries and U.S. insular possessions also participate in the TRQ. Costa
Rica will also be guaranteed a minimum quota when it implements CAFTA-DR. See Appendix I, Annex 3.3
of the final text, available at
http://www.ustr.gov/assets/Trade _Agreements/Regional/CAFTA/CAFTA-DR_Final Texts/asset upload file
971 3958.pdf (accessed February 25, 2008).
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Overview of Other Major non-U.S. Policies and Institutions
Affecting Trade and Economic Growth and Development in
CBERA Countries

The World Bank, the Inter-American Development Bank (IDB), and the Caribbean
Development Bank provide significant development assistance to countries in the Caribbean
region. The Caribbean Community and the Organization of Eastern Caribbean States are
regional organizations with the goal of integrating the Caribbean economies to promote
economic development and to allow these small economies to better exploit factors of
production (labor, natural resources, and capital) and achieve a more competitive position
in the global economy. The European Union (EU) has signed free trade agreements with
Caribbean countries to liberalize trade in goods and services on a bilateral basis as well as
to provide EU support for the development of the Caribbean tourism sector.

World Bank

The World Bank provides financial and technical assistance to developing countries, and
is made up of the International Bank for Reconstruction and Development (IBRD) and the
International Development Association (IDA). Although both focus on global poverty
reduction and the improvement of living standards, the IBRD focuses on middle income and
creditworthy poor countries, while the IDA focuses on the poorest countries in the world.
These banks provide low-interest loans, interest-free credit, and grants to developing
countries for education, health, infrastructure, communications, and other development
purposes.” In fiscal year 2007, the World Bank provided $4.6 billion in funding for Latin
America and the Caribbean region. Of the 18 countries covered in this report, 14 are
members of the World Bank,” and 12 are currently eligible for World Bank borrowing.”
Table 2.17 summarizes IBRD and IDA cumulative lending for the countries covered in this
report. (See app. F, table F.2 under “World Bank™ for examples of funding areas.)

Inter-American Development Bank

Established in 1959, the Inter-American Development Bank (IDB) is the oldest and largest
regional bank in the world and the main source of multilateral financing for economic,
social, and institutional development in Latin America and the Caribbean.”” By the end of
2007, the IDB had approved more than $156 billion in loans and guarantees for projects

™ World Bank, “About Us,” www.worldbank.org (accessed March 5, 2008).

> Antigua and Barbuda, The Bahamas, Barbados, Belize, Dominica, Grenada, Guyana, Haiti, Jamaica,
Panama, St. Kitts and Nevis, St. Lucia, St. Vincent and the Grenadines, and Trinidad and Tobago. World
Bank, “About Us: Members,” www.worldbank.org (accessed March 5, 2008).

¢ Antigua and Barbuda, Belize, Dominica, Grenada, Guyana, Haiti, Jamaica, Panama, St. Kitts and Nevis,
St. Lucia, St. Vincent and the Grenadines, and Trinidad and Tobago. World Bank, “Latin American and the
Caribbean: Countries Eligible for World Bank Borrowing,” Annual Report 2007, www.worldbank.org
(accessed March 5, 2008).

"7 IDB, “What is the IDB?” www.iadb.org (accessed March 5, 2008).
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Table 2.17 World Bank IBRD and IDA cumulative lending by country, 2007

(Million dollars)

IBRD IDA Total

Number | Amount Number Amount Number of Amount

of of projects

projects projects
Bahamas 5 42.8 42.8
Barbados 12 118.4 12 118.4
Belize 9 86.2 86.2
Dominica 3 6.6 5 22.6 291
Grenada 6 22.0 32.0 8 541
Guyana 12 80.0 22 355.3 34 435.3
Haiti 1 2.6 47 825.5 48 828.1
Jamaica 70 1,690.1 70 1,690.1
Panama 48 1,378.6 48 1,378.6
St. Kitts and Nevis 5 23.5 na 1.5 5 25.0
St. Lucia 11 32.9 1 43.6 12 76.6
St. Vincent and the Grenadines 5 12.0 1 18.2 6 30.1
Trinidad and Tobago 22 333.6 22 333.6

Source: World Bank, “IBRD and IDA Cumulative Lending by Country, as of June 30, 2007,” Annual Report 2007,
www.worldbank.org.

Note: Antigua and Barbuda not listed in source table. Numbers may not sum due to rounding. “na” = not provided

in source table.

throughout Latin America and Caribbean representing approximately $353 billion in
investments. “Its loans and grants help finance development projects and support strategies
to reduce poverty, expand growth, increase trade and investment, promote regional
integration, and foster private sector development and modernization of the State.””® The
IDB’s main purpose is to “foster sustainable economic and social development in Latin
America and the Caribbean through its lending operations, leadership in regional initiatives,
research and knowledge dissemination activities, institutes and programs.”” Of the 18
countries covered in this report, eight are members of the IDB.*” Table 2.18 summarizes
2006 and cumulative loans and guarantees provided by the IDB for the countries covered
in this report.

7 Tbid.

" IDB, “What Does the IDB Do?” www.iadb.org (accessed March 5, 2008).
% The Bahamas, Barbados, Belize, Guyana, Haiti, Jamaica, Panama, and Trinidad and Tobago. IDB,
“Member Countries,” www.iadb.org (accessed March 5, 2008).
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Table 2.18 Loans and guarantees provided by the IDB, 2006 and cumulative

(Million dollars)

2006 Cumulative 1961-2006
Bahamas. . ......... ... 8.8 380.4
Barbados. . ... ... 0.7 420.3
Belize. . ... e 25.0 112.3
GUYANA. . . o 116.7 1,085.2
Haiti. ... 100.4 1,280.9
Jamaica. . ... ... e 5.0 1,774.8
Panama. .. ... .. e 304.7 2,434.5
Trinidad and Tobago. . . .. ...t e 28.0 1,070.5

Source: Inter-American Development Bank, “Table IlI: Yearly (2006) and Cumulative (1961-2006) Lending,” Annual
Report 2006, www.iadb.org (accessed March 5, 2008).

Caribbean Development Bank

Operational since 1970, the Caribbean Development Bank’s (CDB) purpose is to contribute
to “the harmonious economic growth and development of the member countries in the
Caribbean and promote economic cooperation and integration among them, having special
and urgent regard to the needs of the less developed members of the region,”" and its
mission is “to be the leading catalyst for development resources into the Region, working
in an efficient, responsive and collaborative manner with our BMCs and other development
partners, towards the systematic reduction of poverty in their countries through social and
economic development.”* Of the 18 countries covered in this report, 15 are members of the
CDB.* According to the CDB’s 2006 annual report, the CDB’s cumulative disbursements
(including grants) increased by 6 percent from approximately $2.1 million in 2005 to $2.2
million in 2006.% Table 2.19 provides total outflows (loans and grants), total inflows
(principal repaid and interest and other charges), and net transfers for 2006.

Caribbean Community

A major player in framing the future of economic development in CBERA countries is the
multilateral institution of the Caribbean Community (CARICOM). CARICOM was formed
in 1973, with the signing of the Treaty of Chaguaramas by leaders of the Caribbean nations.
In addition to promoting general economic development among member states, one of the
primary goals of CARICOM is to transform the region into a CARICOM Single Market and
Economy (CSME).** The main objectives of the CSME are full exploitation of factors of
production (labor, natural resources, and capital) and competitive production leading to
greater variety and quantity of products and services to trade with other countries. Key

81 Caribbean Development Bank, Basic Information, April 30, 2007, www.caribank.org (accessed March
5,2008), 1.

82 Caribbean Development Bank, Basic Information, April 30, 2007, www.caribank.org (accessed March
5,2008), 4.

% Eligible countries and territories are: Antigua and Barbuda, The Bahamas, Barbados, Belize, British
Virgin Islands, Dominica, Grenada, Guyana, Haiti, Jamaica, Montserrat, St. Kitts and Nevis, St. Lucia, St.
Vincent and the Grenadines, and Trinidad and Tobago.

8 Caribbean Development Bank, 2006 Annual Report, 25.

8 hitp://www.caricom.org/jsp/community/community_index.jsp?menu=community (accessed March 10,
2008).
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Table 2.19 Caribbean Development Bank: Resource Transfer, 2006

(1,000 dollars)

Total outflows Total Inflows Net Transfers
AntiguaandBarbuda. . .............. ... ... .. ..., 399 1,788 -1,389
Bahamas. . ........ ... .. . ... 33 3,741 -3,708
Barbados. . ...... . ... 9,388 14,498 -5,110
Belize. .. ... 4,652 10,236 -5,584
British VirginIslands.. . .. ......................... 303 7,421 -7,118
Dominica.. . ...t 4,256 5,306 -1,050
Grenada. .. ... .. 16,729 5,758 10,971
GUYANA. . . o 18,692 4,731 13,961
Jamaica. . ... ... 27,838 25,860 1,978
Montserrat. . ........... . . . ... 310 271 39
St.KittsandNevis. ......... ... ... ... .. ... .. .... 7,664 6,702 962
St.Lucia. . ... ... 17,557 13,556 4,001
St. Vincent and the Grenadines. . . .................. 10,737 5,641 5,096
Trinidad and Tobago. . ............. . . ... ... ..... 40 15,925 -15,885

Source: Caribbean Development Bank, 2006 Annual Report, Table 11:6: Resources Transfer in 2006, 28.

Note: Haiti not included in source table.

elements of the CSME include the free movement of goods and services, the right to
establish a CARICOM-owned business in any member state, a common external tariff, free
circulation of goods imported from extra-regional sources, free movement of capital, a
common trade policy, free movement of labor, and harmonization of laws.* The
establishment of the CSME, including a common currency and central bank, is projected to
be complete by 2015.*

Organization of Eastern Caribbean States

A smaller regional institution, the Organization of Eastern Caribbean States (OECS), was
formed in 1981 with the signing by seven Eastern Caribbean nations of the Treaty of
Basseterre, an agreement to promote regional cooperation, unity, and solidarity.*® The
mission of the OECS is to contribute to the sustainable development of the OECS member
states by assisting them in maximizing the benefits from their collective space, by
facilitatingtheir integration with the global economy, by contributing to policy and program
formulation and execution in respect of regional and international issues, and by facilitating
bilateral and multilateral co-operation.*” OECS members who are also WTO members have
taken steps over the past several years to liberalize and facilitate trade and have shifted from
agriculture to services, particularly tourism.”

8 hitp://www.caricom.org/jsp/single_market/single_market_index.jsp? menu=csme (accessed March 10,

2008).

¥ Norman Girvam, “Towards a Single Development Vision and the Role of the Single Economy.”
http.//'www.caricom.org/jsp/single_market/single economy_girvan.pdf (accessed March 10, 2008).

8 OECS, “Origin & Evolution,” http://www.oecs.org/about_origin.html (accessed March 10, 2008).

8 OECS, “Mission & Objectives,” http.//www.oecs.org/about_mission.html (accessed March 10, 2008).

% WTO, “Trade Policy Review: Organization of Eastern Caribbean States (OECS),”
http.://'www.wto.org/english/tratop_e/tpr_e/tp290_e.htm (accessed March 10, 2008).
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EU Economic Partnership Agreements

On December 16, 2007, the EU signed a free trade agreement, called an Economic
Partnership Agreement (EPA), with Antigua and Barbuda, The Bahamas, Barbados, Belize,
Dominica, Grenada, Guyana, Haiti, Jamaica, St. Lucia, St. Vincent and the Grenadines, St.
Kitts and Nevis, and Trinidad and Tobago.”’ The EPA liberalizes bilateral merchandise
trade, including the elimination of certain tariff and nontariff measures; liberalizes and
opens markets on a bilateral basis for trade in services; establishes new rules to facilitate the
flow of investment across borders; and provides for new cooperation strategies for the
development of the Caribbean tourism sector.’

Caribbean—Canada Trade Agreement

The Caribbean—Canada Trade Agreement (known as CARIBCAN) is an economic and trade
development assistance program for the Commonwealth Caribbean countries and
territories.”” Operative since 1986, CARIBCAN offers unilateral duty-free access to the
Canadian market for most commodities®™ originating in Commonwealth Caribbean
countries.” Separate from CARIBCAN, Canada has afforded duty-free and quota-free entry
to all products of Haiti since 2002 under a Canadian unilateral duty-free trade initiative with
48 developing countries (Haiti was the only country in the Western Hemisphere included
in this program).”

Table 2.20 summarizes membership in the international organizations and agreements
identified above.

! The EU also signed EPAs with the Dominican Republic and Suriname; those two countries are not
discussed in this report.

%2 European Commission, Directorate General for Trade, “Update: Full Economic Partnership Agreement
with the CARIFORUM countries,” EPA Flash News,
http.://'www.acp-eu-trade.org/library/files/EC_EN 201207 EC CARIFORUM.pdf (accessed March 5, 2008).

%3 Eligible countries and territories are: Anguilla, Antigua and Barbuda, The Bahamas, Barbados, Belize,
Bermuda, the British Virgin Islands, the Cayman Islands, Dominica, Grenada, Guyana, Jamaica, Montserrat,
St. Kitts and Nevis, St. Lucia, St. Vincent and the Grenadines, Trinidad and Tobago, and the Turks and
Caicos Islands.

% Products are eligible for duty-free status if at least 60 percent of the ex-factory price of the product
originated in a Caribbean Commonwealth country or Canada. UN, ECLAC, Canada’s Trade and Investment
with Latin America and the Caribbean, January 2003, LC/WAS/L.61, 5,
http.//'www.eclac.org/publicaciones/xml/0/11960/Iclwasl6 1.pdf.

3 In 1998, CARIBCAN was amended to extend duty-free provisions a number of products previously
excluded, including goods of the Harmonized System (HS) heading no. 4202 (travel goods, handbags and
similar containers, other than leather luggage of tariff item no. 4202.11.00 or 4202.91.90, which are already
included under CARIBCAN); HS 4602, certain basketwork and wickerwork (other than tariff item nos.
4602.10.92, 4602.90.10 and 4602.90.90, which are already included under CARIBCAN); HS 2710.00.91
(certain lubricating oils packaged for retail sale); HS 2905.11.00 (methanol); HS 3403.11.10 and 3403.19.10
(certain lubricating oils); and HS 4203.10.00 (certain articles of apparel of leather or composition leather).
Canada Gazette, “Order Amending the Customs Tariff (CARIBCAN),” Feb. 5, 1998,
http://canadagazette.gc.ca/partll/1998/19980218/html/sor104-e.html.

% ECLAC, Canada’s Trade and Investment with Latin America and the Caribbean, 5.
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http://www.acp-eu-trade.org/library/files/EC_EN_201207_EC_CARIFORUM.pdf
http://www.eclac.org/publicaciones/xml/0/11960/lclwasl61.pdf
http://canadagazette.gc.ca/partII/1998/19980218/html/sor104-e.html

Table 2.20 Membership of covered CBERA countries in selected international institutions and
organizations

Country World Bank | IDB | CDB | CARICOM | CSME | OECS |EU EPA
Antigua and Barbuda X X X X X X
Aruba
Bahamas X X X X X
Barbados X X X X X X
Belize X X X X X X
British Virgin Islands X X X
Dominica X X X X X X
Grenada X X X X X X
Guyana X X X X X X
Haiti X X X X X
Jamaica X X X X X X
Montserrat X X X
Netherlands Antilles
Panama X X
St. Kitts and Nevis X X X X X X
St. Lucia X X X X X X
St. Vincent and the

Grenadines X X X X X X
Trinidad and Tobago X X X X X X

Source: Commission compilation.

* Associate member

Selected Other Trade and Development Arrangements

Another Caribbean regional trade arrangement, initially established by the leaders of Cuba
and Venezuela in April 2006, is called ALBA (the Bolivarian Alternative for the Americas).
Presented as a socialist alternative to free-trade agreements with the United States, the
alliance now has one full member from the CARICOM nations, Dominica,’’” and four
CARICOM nations that have been granted observer status: Antigua and Barbuda, Haiti, St.
Kitts and Nevis, and St. Vincent and the Grenadines.”® ALBA is an elaboration of
Petrocaribe, an economic alliance between Venezuela, Cuba, 13 of the 15 CARICOM
nations, the Dominican Republic, and Honduras to provide lower-cost petroleum from
Venezuela to the Caribbean region.”

7 Economist, “Venezuela Takes on All Comers,” February 2, 2008.
% Associated Press, “News Briefs from the Caribbean,” January 31, 2008.
% Tyler Bridges, “Hugo Chéavez: Latin America’s Money Man,” Miami Herald, January 20, 2008.
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CHAPTER 3
Overview of Economic Literature on

Potential Caribbean DeveloEment

Introduction

This chapter addresses economic development in the Caribbean, drawing on literature that
analyzes such development throughout the world, and on literature focused on the Caribbean
countries covered in this report. The introductory section of this chapter provides an
overview of primary determinants of economic development. The relationship of trade to
economic growth and poverty reduction is explored, followed by a presentation of research
on the effects of trade preferences in general and on the Caribbean in particular. Most of
these insights are drawn from academic literature, with additional material drawn from
governmental sources and international organizations.

The second part of this chapter provides an overview of the current development situation
in the Caribbean as well as regional development policies that have been identified in the
literature as most effective. The Caribbean-specific literature review begins with the
evolution of economic policies pursued by Caribbean countries and includes data on current
development in the region and the extent to which development has been enjoyed by a broad
segment of the population.! This section also describes the current competitiveness of
Caribbean firms in the global marketplace. A presentation follows of major impediments to
further economic development in the region and policies noted in the literature that can be
used to address these impediments and improve the competitiveness of firms in the region.
The literature review pays special attention to three areas: conditions and policies related to
infrastructure, conditions specific to small developing countries and the small firms within
them, and conditions and policies related to trade.

The latest available studies of economic development in the Caribbean region typically
include data only through 2002 or 2003. For example, preference utilization rates for
apparel, the levels of educational achievement, the number of microenterprises, and tariff
revenues are reported in the literature through 2002 or 2003. To put more recent
development policies in context, this chapter presents macroeconomic and other cross-
country statistics for the Caribbean region for 2005 and 2006. For example, 2006 data for
GDP, international competitiveness, foreign direct investment (FDI), and public debt, and
2005 data (the most recent available) for export concentration are reported for most
countries. This chapter also relies on case studies, country profiles, and hearing testimony
for current examples and policy discussions to augment the information from the literature.

The request letter directs the Commission to identify U.S. investment or services trade
liberalization policies that could assist the Caribbean region. No literature was found that
identified the specific effects of U.S. investment policies on the region or that identified

' Chap. 4 presents data on the current level of economic development for each of the 18 CBERA
countries.
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changes specifically in U.S. policy that would benefit the region.” The literature tends to
focus on how the climate for investment in the Caribbean is influenced by the countries
themselves, rather than an analysis of how changes in investment policy in source countries
might encourage foreign direct investment (FDI) into the Caribbean Basin. An overview is
presented on FDI in the Caribbean as well as on the linkages between infrastructure and FDI
in the region. In the case of services trade, the literature provides little discussion of possible
changes in U.S. (or other foreign) services-trade policy that might be beneficial to countries
in the region. One exception, which is discussed below, is the role of U.S. regulation and
policy in health and wellness services. The importance of U.S. investment and services
policy toward the region, however, is highlighted by hearing testimony and written
submissions offered by representatives of the OAS, CARICOM, and Berliner, Corcoran &
Rowe LLP.? The parties, though offering relatively few policy details, suggest that CBTPA
should be extended to cover services and investment. In hearing testimony, representatives
of the OAS suggest that an expanded CBTPA permitting establishment of deposit-taking
U.S. branches of Caribbean-based banks could expand investment and promote
entrepreneurial development.* In another recommendation, the Secretary General of the OAS
called for policy changes to encourage health tourism in the Caribbean.’

The Determinants of Economic Development

The academic and policy literature on economic development is vast.® It is beyond the scope
of this study to provide an exhaustive discussion on the determinants of economic
development. Instead, this discussion will focus on those development issues most relevant
to the Caribbean, in particular those related to trade and economic development in the region.
It is first important to distinguish between economic growth and economic development.
Although the terms are often used interchangeably, they are distinct. Economic growth refers
to increases in national or per-capita income and gross domestic product (GDP). Economic
development encompasses economic growth, but also implies that the citizens of the country
are major participants in the process of economic growth and also enjoy the associated
benefits.” Thus, development indicators typically include not only measures of income, but
also measures of poverty, income inequality, health, and literacy.® A number of different
factors identified in the literature contribute to economic development: education (or
investment in human capital), health and nutrition, investment in physical capital and saving,

2 While no literature identifying changes to U.S. investment policy toward the Caribbean has been
identified, the World Bank has published several reports detailing the investment climate in the Caribbean
and identifying policy measures that could be taken by Caribbean countries themselves to encourage FDI and
domestic investment. World Bank, “A Time to Choose: Caribbean Development in the 21st Century,” 2005;
World Bank, “Towards a New Agenda for Growth,” 2005, 37-53; and World Bank, Foreign Investment
Advisory Service, “Benchmarking FDI Climate in the Caribbean,” 2004.

3 See chap. 5 summaries of positions of interested parties.

4 USITC hearing transcript, January 29, 2008, 19, 84, 102.

’ His Excellency Jose Miguel Insulza, Secretary General of the Organization of American States, calls for
“the inclusion of provisions that would enable the promotion of the health tourism and health care services
industry through the facilitation of the portability of health insurance” (OAS, USITC written testimony,
January 9, 2008, 8). This comports well with but does not expand upon recommendations found in the
literature and discussed below.

¢ Two introductions to the field of development economics are Gillis et al., Economics of Development,
1996; and Ray, Development Economics, 1998.

7 Gillis et al., Economics of Development, 1996.

¥ Chap. 4 provides data for these and other indicators for each of the Caribbean countries in this study.
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fiscal policy, financial policy, foreign savings and foreign investment, and access to
international markets for goods and services.

As discussed in chapters 2 and 4, the Caribbean region is characterized by small trade-
dependent economies, with relatively low incomes and extensive poverty. Thus, the focus
of the first portion of this chapter is on the link between trade, economic growth, and poverty
reduction. While many facets of public policy influence development prospects, both in the
Caribbean and elsewhere, most of these policies lie firmly within the domain of the affected
governments themselves. Trade policies of the United States toward the Caribbean, however,
offer a unique avenue for improving the conditions for development and growth in the
region.

The Relationship Between Trade, Economic Growth, and Poverty
Reduction

The links between trade, growth, and poverty are complex and can be ambiguous. A
thorough examination of these interrelationships is beyond the scope of this chapter.” The
three main arguments in the literature that freer trade is likely to help reduce poverty are the
following: freer trade is expected to raise national income, potentially accelerate income
growth, and generate direct benefits to poor households."

The conclusion that freer trade, in general, raises the overall income of a country is widely
accepted in the literature. Two principal reasons underlie this conclusion. First, trade gives
a country access to many goods at prices relatively cheaper than those of domestic products,
while simultaneously allowing domestic producers to find more profitable markets in which
to sell other goods that are relatively competitive on the world market. Second, trade shifts
production toward the goods in which the country has a comparative advantage, thereby
reallocating productive factors from less efficient sectors to more efficient sectors, resulting
in higher real national income. Since the majority of the world’s poor still live in low-income
developing countries, expanding national income is critical to reducing poverty."

Recent economic research suggests that freer trade may also increase a country’s growth rate
by raising the productivity of its labor force and capital through a number of avenues. Freer
trade exposes domestic producers to increased competition and can spur them to use their
own factors of production more efficiently. Access to new technology via trade in
information or imitation of new products can also boost productivity. Increased FDI may
bring new technology into a country, raising productivity. As firms sell in a global market,
they can benefit from economies of scale in production, increasing average productivity.
Access to cheaper imported inputs allows the reallocation of factors to more productive uses
within the economy.

° For a comprehensive survey of the links between trade liberalization and poverty, see Winters et al.,
“Trade Liberalization and Poverty: the Evidence So Far,” 2004.

19 This section relies on Dean, “Trade, Poverty, and the Environment,” forthcoming; and Dean, “Why
Trade Matters for the Poor,” 2005.

! See Dollar and Kraay, “Growth is Good for the Poor,” 2002; Ravaillion, “Growth, Inequality, and
Poverty: Looking Beyond the Averages,” 2001; and Berg and Krueger, “Trade, Growth, and Poverty,” 2003.
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Using country-level data, researchers have found a large amount of evidence that more open
economies appear to grow faster than less open economies.”> Recent work shows that
positive effects of trade openness on growth are evident for different periods, different
measures of trade openness, for both industrial and developing countries.” Evidence also
suggests that links between trade openness and growth may be indirect. Trade liberalization
also induces more investment, and thereby spurs future growth.'* These studies are not
without their limitations. Trade liberalization is very difficult to quantify, and other factors
interrelated with trade policy often affect growth simultaneously, making it hard to discern
the pure effects attributable to trade.” But as Berg and Krueger note, “one striking
conclusion from the last 20 years of evidence is that there are no examples of recent takeoff
countries that have not opened to an important extent as part of the reform process.”"

Freer trade is well known to generate gainers and losers within a country, but there are
reasons to believe that people living in poverty within developing countries are likely to be
among those who benefit.'” Trade restrictions pursued by developing countries have
historically been biased against the sectors in which the poor work and also against the goods
that the poor consume. Beginning in the 1960s, many countries—including those in the
Caribbean region—followed import-substitution development strategies for long periods of
time.'® Countries using these strategies erected high trade barriers to promote the growth of
capital-intensive, import-competing domestic manufacturing industries. Farmers in these
countries suffered, as these barriers increased the cost of manufactured goods, depressed the
relative prices of domestically produced agricultural products, and restricted access to much-
needed inputs. These high tariffs also shifted capital away from low-skilled, labor-intensive
industries, such as textiles, electronics assembly, clothing, and shoes, the very manufacturing
sectors in which many of these developing countries had a comparative advantage, and in
which many poor workers were employed. In addition, many of the goods produced in these
neglected sectors are basic consumer goods, such as clothing or household products, and
comprise a disproportionately large part of purchases of poor households, increasing the
burden on the poor.

It is important to note that the largest share of benefits from trade liberalization generally
accrue to the liberalizing countries themselves. Thus, welfare in developing countries will
likely rise more from reductions in their own distortive trade policies than from removal of
industrial country trade barriers. However, industrial country trade policies have also worked
against the ability of developing countries to benefit from trade. This is because some of the
highest tariffs and most restrictive quantitative barriers have been implemented against
agricultural imports or imports of low-skilled, labor-intensive goods."

2 A survey of recent evidence on the links between trade and growth can be found in USITC, The Impact
of Trade Agreements, 2003.

'3 Harrison, “Openness and Growth,”1996; Edwards, “Openness, Productivity, and Growth,” 1998;
Greenaway, “Trade Reform, Adjustment and Growth,” 1998.

!4 Baldwin and Seghezza, “Testing for Trade-Induced Investment-Led Growth,” 1996; Wacziarg,
“Measuring the Dynamic Gains from Trade,” 2001.

'3 Rodriguez and Rodrik, “Trade Policy and Economic Growth,” 2001.

' Berg and Krueger, “Trade, Growth, and Poverty,” 2003, 26.

'7 See Dean, “Trade, Poverty, and the Environment,” forthcoming; and Dean, “Why Trade Matters for the
Poor,” 2005.

'8 Jamaica, Guyana, and Trinidad and Tobago began to liberalize their trade regimes in the 1980s, while
the shift did not begin for other countries in the region until the 1990s. See USITC, The Impact of the
Caribbean Basin Economic Recovery Act, Fifteenth Report, 2001, 107-9.

1 See USITC, The Economic Effects of Significant U.S. Import Restraints, 2002.
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Freer trade alone cannot solve global poverty; other policies are required to fully address the
root causes of poverty. In addition, the benefits of freer trade can be magnified or impeded
by a country’s domestic situation or policy choices. Wars, financial crises, the absence of
rule of law, and natural disasters can reduce or negate the benefits of freer trade. But
isolation from global markets deprives the poor of the tremendous opportunities offered by
international trade.?

Trade Preferences and Growth

While the literature cited above discusses the relationship between trade openness, growth,
and poverty reduction, the trade preferences embodied in GSP, original CBERA, and
CBTPA represent only one-half of the openness equation. Beneficiary countries face lower
tariffs on their exports, but are under no obligation to open access to their own economies
through tariff reductions or other actions. The empirical literature related to economic
development generally finds that countries that liberalize their own trade policies experience
more rapid growth in trade and GDP than those countries that do not liberalize. In contrast,
for countries that receive preferential trade access, such as that offered under GSP, original
CBERA, and CBTPA, the evidence that unilateral preferences encourage growth in
aggregate trade and GDP in the beneficiary countries is less strong. Due to a lack of data,
almost no studies have formally tested whether preferences matter for development, and
studies that only measure preferences suggest their impact is likely small.?* While coverage
and utilization of these programs are high for many developing countries, others utilize a
smaller proportion of benefits due to restrictive rules of origin, incomplete coverage,
uncertainty of program duration, and the existence of other trade agreements. Preference
margins are quite small, except on some agricultural products and apparel. Detailed results
for the CBERA countries are discussed throughout the remainder of the chapter.

The World Bank has offered three additional explanations as to why unilateral preferences
might have delivered less than expected. First, preferences can steer resources into sectors
that are not necessarily the beneficiary’s most efficient.?? In small countries such as those
found in the Caribbean, this can waste the limited entrepreneurial capacity available, and
recipient countries might fail to develop sectors built on long-term comparative advantage,
instead opting for favored sectors that will be subject to increased and perhaps overwhelming
competition as preferences erode.”® Second, once resources shift to the favored sectors,
political will focuses on maintaining preferences and the status quo, often reducing the
country’s ability to respond to changes in the world economy. Finally, these countries’
economies tend to be left out of the reciprocity-based trading system, and their own trade
liberalization typically suffers. The multilateral trading system can serve as a check on
domestic political interests, allowing a country to liberalize. Unilateral preferences, however,
short-circuit this process, because exporters benefiting from preferences have no incentive
to push for further liberalization. Evidence consistent with these views is found in Ozden and

0 See WTO, Doha Ministerial Declaration, 2001; Oxfam, Rigged Rules and Double Standards, 2002;
Ray and Marvel, “The Pattern of Protection in the Industrialized World,” 1984.

2! See a number of the chapters in Hoekman, Martin, and Braga, Trade Preference Erosion: Measurement
and Policy Response, forthcoming.

22 World Bank, “A Time To Choose: Caribbean Development in the 21st Century,” 2005, 77.

2 preference erosion is the phenomenon whereby the relative value of unilateral preferences is diminished
as trade barriers with other partners are liberalized. As a country moves to completely free trade, the value of
preferences it has granted falls to zero.
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Reinhardt.?* The authors find that countries dropped from the U.S. Generalized System of
Preferences (GSP) program have higher average export performance than those that remain
in the program. They find that exports relative to GDP, industrial exports relative to GDP,
and the growth rate of exports from dropped countries are on average higher than those for
beneficiary countries during the period 1976-2000.

Effects of the CBERA on the Caribbean

When considering the effects of CBERA, it can be asked whether preferential trade benefits
have enhanced trade growth and poverty reduction. Such questions require consideration of
counterfactuals and thus can be difficult or impossible to answer, but the simpler questions
of whether trade growth has been faster in CBERA countries than in other countries and
whether poverty reduction has been more substantial can be answered. The general evidence
is that while trade preferences do affect trade patterns and export growth in particular sectors,
they do not necessarily lead to greater aggregate trade.”

Dean addresses the question of how CBERA has affected growth and investment in the
beneficiary countries.?® Over the period 1984-98, the author found that average preferences
for the countries steadily eroded, while at the same time utilization rates increased
dramatically. Preference erosion adversely affected investment and growth in some countries
in the region, but this negative effect was offset by the rising utilization of all preferences.
In comparison, production-sharing programs had at least as large an effect on growth and
investment as the CBERA preferences. Lastly, for all countries under CBERA, the economic
gains from increasing their own openness to trade outweighed the losses from preference
erosion.

With regard to the benefit of unilateral preferences, Ozden and Reinhardt’s conclusions for
GSP differ somewhat from Dean’s findings for CBERA. It would appear that CBERA
preferences have been relatively more beneficial to the recipient countries than have GSP
preferences to its beneficiaries. As Dean and Wainio point out, both original CBERA and
GSP excluded from preferences many sectors in which developing countries are thought to
have a comparative advantage, such as textiles and apparel.?” Original CBERA, however, has
broader product coverage than GSP, and less uncertainty, since it was not subject to
expiration, graduation requirements, or competitive needs limits.? To the extent that CBERA
encourages investment in sectors with long-term prospects, the overall effect of the program
is likely also to be more positive than GSP.

24 Ozden and Reinhardt, “The Perversity of Preferences,” 2005.

% In hearing testimony, representatives of the OAS emphasized the importance of the CBI to economic
development in the region. See summary of OAS hearing testimony in chap. 5 of this report.

% Dean, “Is Trade Preference Erosion Bad for Development?” 2006.

27 Dean and Wainio, “Quantifying the Value of U.S. Tariff Preferences for Developing Countries,” 2006.

% Ipid.
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Effects of other agreements on the Caribbean

There is relatively little research on the effects of other agreements on the Caribbean in
particular. The agreement that has generated the greatest degree of concern for Caribbean
countries is NAFTA. Because of the preferential access granted to Mexico under NAFTA,
the value of benefits granted to CBERA countries has declined. Some sense of the
importance of NAFTA to preference erosion over the period 1984-98 can be found in
Dean.”” By controlling for the existence of other agreements in her analysis of the effects of
CBERA preference erosion, she finds a small negative effect of NAFTA on investment in
Central American beneficiaries of CBERA (most of which are now covered under CAFTA-
DR). In the case of Caribbean beneficiaries, the effect of NAFTA was not found to be
significant.’® Dean cites anecdotal evidence that certain apparel contracts by very large U.S.
retailers were cancelled as a result of NAFTA, harming producers in Guatemala, the
Dominican Republic, and Trinidad and Tobago, but these negative effects do not appear to
be strong enough to yield statistically significant negative effects for the Caribbean.

Utilization of Preferential Trade Programs in the Caribbean

A substantial portion of U.S. imports from Caribbean countries enters under preference
programs, with 26.1 percent of U.S. imports from the region receiving preferential treatment
in 2007.*! There is wide variation across countries: over 88 percent of imports from Haiti and
74 percent of imports from Belize entered under preferences in 2007, while less than 10
percent of exports from Antigua and Barbuda, Dominica, Grenada, Netherlands Antilles, the
British Virgin Islands, and Aruba entered under preferences. Montserrat suffered a
devastating volcanic eruption (see chapter 4) and made no use of preferences in 2007.
Original CBERA and CBTPA accounted for 98.5 percent of U.S. preferential trade with the
region, and other programs (such as GSP) for the remaining 1.5 percent. In comparison, over
75 percent of Caribbean exports to the EU received preferential treatment from 1995-99.%
Because of the importance of apparel in the region, preference erosion may be a significant
issue for these countries.” In hearing testimony, the ambassador of Trinidad and Tobago
emphasized expanding product coverage in CBERA and creating a more predictable trading
arrangement in order to offset the preference erosion resulting from progressive U.S. market
liberalization. This position can also be found in the positions of the ambassador of St.
Vincent and the Grenadines and of representatives from the OAS.*

Dean and Wainio provide an overview of the access to and use of U.S. nonreciprocal trade
programs in 2003, for the Caribbean as well as for other countries in other regions.”
Caribbean countries benefit from GSP treatment as well as from the original CBERA and

» Dean, “Is Trade Preference Erosion Bad for Development?” 2006.

3% Dean estimated that NAFTA was associated with a 0.01 percent decline in investment in the Caribbean,
but was not statistically significant. Such a small coefficient is of questionable economic significance in any
case.

3! Dataweb and staff calculation. Trade preferences include those under CBERA, Civil Aircraft, GSP, and
Pharmaceuticals.

32 Data are given for 1995-99 because these are the latest available. World Bank, “A Time To Choose,”
2005, 78.

33 Dean and Wainio, “Quantifying the Value of U.S. Tariff Preferences for Developing Countries,” 2006,
22.

3 See chap. 5 of this report for summaries of positions of these parties.

3% Dean and Wainio, “Quantifying the Value of U.S. Tariff Preferences for Developing Countries,” 2006.
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CBTPA programs. Table 3.1 presents Dean and Wainio’s measures of preference coverage,
utilization, and average nominal tariff preference for original CBERA and CBTPA countries
for 2003. Because original CBERA and CBTPA preferences do not cover 100 percent of
trade, studies in the literature examine preference utilization relative to preference coverage.
Preference coverage measures the ratio of imports eligible for a preference program to total
dutiable imports. Preference utilization, therefore, measures the ratio of U.S. imports from
that beneficiary country entering under preference to total U.S. imports from that beneficiary
country eligible for preferential treatment.*® The average nominal tariff preference measures
the difference between the nominal ad valorem tariff equivalent and the nominal preferential
tariff. When comparing the three programs (original CBERA, CBTPA, and GSP), the
expanded coverage under CBTPA relative to original CBERA is striking. Countries qualified
for CBTPA had coverage ratios of no less than 96 percent (Guyana), and 8 of the 14
countries considered had 100 percent coverage. In comparison, only 2 of the 10 original
CBERA countries listed had 100 percent coverage ratios. It appears that CBTPA’s expanded
coverage gave beneficiary countries more opportunities to export to the United States at
preferential rates, and generally resulted in a greater percentage of their exports to the United
States entering under preference.

Textile and Apparel Preferences Under Original CBERA and CBTPA

One of the principal differences between the original CBERA and CBTPA programs is with
respect to textiles and apparel. Preferences for wearing apparel under original CBERA were
quite limited, while CBTPA greatly expanded apparel coverage.’” Table 3.1 shows that in
2003, only 2 of the 10 original (non-CBTPA) CBERA beneficiaries (The Bahamas, St.
Vincent and the Grenadines) had used CBERA preferences, and their preference margins
were, on average, low (4.2 percent and 4.9 percent, respectively). Two other original
CBERA countries, Aruba and the British Virgin Islands, could have used apparel
preferences, but neither utilized the program. In contrast, the CBTPA countries had higher
apparel utilization rates on average, and much higher nominal tariff preferences. Tariff
preferences in apparel ranged from 14.4 percent to 18.5 percent for the eight CBTPA
beneficiaries.*

The 2005 expiration of the Agreement on Textiles and Clothing (ATC) appears to have had
varying effects on apparel exports from the CBERA countries of interest. The Commission
has previously identified ATC expiration and subsequent rationalization of sourcing patterns
as contributors to the decline in imports from certain CBERA countries.” Yet total U.S.
imports of apparel from CBERA countries rose by three percent between 2005 and 2007
(table 2.11). Haiti’s annual exports continued to grow after 2005, but at a lower rate than
over 2000-2005, while Jamaica’s rate of export decline actually slowed somewhat after ATC
expiration. Guyana and Panama’s rates of decline before and after ATC expiration were
similar. Belize suffered the greatest decline subsequent to ATC expiration: its apparel

36 The definition of utilization rate in chap. 2 differs from the definition of utilization rate as employed in
this chapter and in the literature reviewed. Utilization rate in table 2.11 is defined as the ratio of imports
entering under preference to total imports, whether eligible or not. As a result, the data reported in table 2.11
are not directly comparable to those in table 3.1.

37 For a more complete discussion of the differences in product coverage of original CBERA and CBTPA,
see chap. 1.

3 Dean and Wainio, “Quantifying the Value of U.S. Tariff Preferences for Developing Countries,” 2006,
table 1.

3 USITC, The Impact of the Caribbean Basin Economic Recovery Act, Eighteenth Report, 2007, table
2.10.
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Table 3.1 U.S. Non-Agricultural Imports: Preference Coverage,?® Utilization,” and Average Nominal Tariff Preference,® 2003

GSP GSP Av.

CBERA Coverage CBERA Utilization CBERA Av. Tariff Pref. GSP Coverage  Utilization Tariff Pref.
Non-
CBERA Overall _Non-Apparel Overall Non-Apparel Apparel Overall Non-Apparel Apparel Overall Apparel  Overall Overall
Antigua 98 98 4 4 4.5 4.5 27 27 16 3.9
Aruba () () 49 50 0 3.9 3.8 4.6
The Bahamas 29 2 100 100 100 3.4 3.4 4.2
British Virgin Islands 44 42 7 8 0 4.3 4.1 10.0 31 34 0 4.0
Dominica 99 100 98 98 3.3 3.3 99 100 0 3.3
Grenada 100 100 20 20 3.8 3.8 100 100 0 3.8
Montserrat 91 95 0 0 2.1 2.1 72 75 0 2.5
Netherlands Antilles 1 1 40 40 3.6 3.6
St. Kitts and Nevis 98 100 96 96 2.9 2.9 93 95 2 3.1
St. Vincent and the Grenadines 100 100 100 100 100 4.3 4.1 4.9 100 100 (.) 4.5
GSP GSP Av.
CBTPA Coverage CBTPA Utilization CBTPA Av. Tariff Pref. GSP Coverage  Utilization Tariff Pref.
Non-
CBTPA Overall _Non-Apparel Overall Non-Apparel Apparel Overall Non-Apparel Apparel Overall Apparel  Overall Overall
Barbados 100 100 20 20 3 4.8 3.5 15.7 34 35 17 2.9
Belize 100 100 76 4 86 8.8 3.2 14.2 12 98 13 4.2
Guyana 96 91 83 81 85 121 4.8 18.5 40 91 21 4.3
Haiti 100 100 66 34 67 12.6 3.7 17.3 5 97 18 4.4
Honduras 100 98 71 20 76 10.5 4.4 16.1 8 96 4 4.1
Jamaica 100 100 86 57 87 9.2 52 17.2 3 90 6 3.6
St. Lucia 100 100 61 89 0 9.4 4.3 18.3 11 16 41 3.5
Trinidad and Tobago 100 100 90 90 11 4.3 5.0 14.4 37 37 0 3.5

Source: Dean and Wainio, 2006, table 1.

Note: Apparel is defined as all lines within HS 61 and 62 (including the non-US value of production-sharing (HTS 9802.00.80)). For all countries in CBTPA, “overall”
calculations assume all apparel is potentially eligible for apparel benefits. Thus “utilization” is actually the ratio of US imports entering under a preference to total
US apparel imports.

@ Ratio of eligible imports to total dutiable imports.
b Ratio of imports entering under preference to total eligible imports.
¢ Difference between nominal ad valorem tariff equivalent and nominal preferential tariff. Covers all HS 8-digit lines with eligible US imports in 2003.

(.) Indicates less than one percent.



exports fluctuated within a range over 2000—2005, rose 8.8 percent in 2006, and then fell by
almost one-half in 2007. While ATC expiration may have had a negative effect, these data
suggest that pressures to rationalize sourcing may have already been well underway.

Nonapparel Preferences Under Original CBERA and CBTPA

When considering nonapparel preferences, Dean and Wainio find a similar pattern in the
utilization rates of original CBERA and CBTPA countries. Because CBTPA added a limited
number of nonapparel products, this result is not unexpected.*’ Table 3.1 shows that in 2003
nonapparel tariff preferences ranged from 2.1 to 4.5 percent for original CBERA countries,
while among CBTPA countries, nonapparel preferences ranged from 3.2 to 5.2 percent.
While the CBTPA program offers modest advantages in nonapparel products over the
original CBERA program, these advantages are of a much smaller magnitude than those
offered in apparel. In comparison to the GSP program, most, though not all, countries have
higher average nonapparel tariff preferences under original CBERA or CBTPA.

Examples of Caribbean success stories that fall within this category are few. One example
that stands out is the citrus juice industry in Belize (box 3.1). By taking advantage of
CBERA preferences equivalent to 25—40 percent, the country’s producers expanded through
participation in the U.S. market and extended their exports to other countries, such as the EU
and Japan.

Promoting Caribbean Development: Challenges and
Opportunities

The current development situation in the Caribbean region and development policies that
have been proven or identified in the literature as most effective in the region are discussed
in this section. Also described are major impediments to further economic development in
the region, as well as policies discussed in the literature that address these impediments and
improve the competitiveness of firms in the region. Three broad policy areas are covered:
development challenges for small countries and the small firms within them; other key
challenges for Caribbean development, including policies related to infrastructure, human
capital, and FDI; and Caribbean trade and trade-specific policies.

This review further summarizes macroeconomic, infrastructure, and trade policies that have
been applied in the region, and conclusions about the effectiveness of these policies. The
discussions of the size of Caribbean countries and firms, export diversification,
infrastructure, human capital, FDI, and trade policies are informative as to policies that could
promote industries in Caribbean countries that bring widespread benefits, are globally
competitive, or show promise for output, job, and export creation. Because of the wide
variation in natural resource endowments and level of current development in Caribbean
countries, however, industries with potential for growth and competitiveness differ
considerably by country. Thus, the literature does not identify any single industry that is

0 Certain footwear, canned tuna, petroleum and petroleum derivatives, and certain watches and parts were
also ineligible under original CBERA but eligible under CBTPA.
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Box 3.1 Citrus Juice Processing in Belize: Capitalizing on Trade Preferences

The growth of the Belizean citrus juice industry can be attributed in large part to CBERA preferences. Under CBERA
and CBTPA, Belize received duty-free treatment for citrus juices, creating a substantial preference over the
nonpreferential tariff rate." This preferential treatment gave Belize a significant advantage over larger citrus juice
exporters such as Brazil, which does not receive preferential rates. Under CBERA, Belizean citrus juice exports grew
from less than $8 million in 1993 to $41 million in 2006, driven by higher world citrus juice prices, higher Belizean
production, and increased marketing of citrus juices to countries other than the United States. In 1993, the United
States was nearly the only purchaser of Belizean citrus juice, but by 2006 Belize had achieved growth in citrus juice
exports not only by exporting more to the United States under CBERA, but also by expanding its export markets to
include additional trading partners, particularly the EU, other Caribbean countries, and Japan.

The export-focused citrus industry is the most significant agro-industry in Belize, earning more than $50 million per
year in total revenue in recent years. The Belizean citrus industry has succeeded in creating jobs and exports, and
improving living standards for a significant portion of the population. It has successfully competed in the global citrus
juice market against larger producers such as Brazil, owing in part to favorable growing conditions for citrus fruits and
to trade preferences. The Belizean citrus industry consists of 1,055 registered citrus growers who cultivate
approximately 60,000 acres of citrus, mainly oranges. Of these, approximately 70 growers with large plantations
account for 84 percent of production. The citrus growing and processing sectors employ about 10,000 workers. In a
country of close to 300,000 people, the citrus industry employs over 3 percent of the population. Most of the citrus is
exported as frozen concentrated orange juice and not-from-concentrate orange juice. Small quantities of fresh citrus
fruit are also exported to the United Kingdom and Germany.

As of April 2008, all of the orange juice processing in Belize was performed by Citrus Products of Belize (CPBL), a
private corporation with two processing plants. In 2002, the Belize Citrus Growers Association, a nongovernmental,
nonprofit organization representing the interests of citrus growers in Belize, acquired nearly 100 percent of the
ownership of CPBL in order to consolidate the industry under the control of the citrus growers. More recently, 46
percent of the shares of CPBL were sold to a group of foreign investors from Barbados and Trinidad and Tobago. The
Belize citrus industry has adopted the International Quality Management System for growing and processing citrus,
which incorporates Hazard Analysis and Critical Control Point (HACCP)? standards. The United States and other
countries require exporters’ juice processing operations to meet HACCP standards.

Sources: Flashpoint Belize, March 18, 2007, http://www.flashpointbelize.com/flashpoint+articles.aspx?EntrylD=17; Government
of Belize Press Office, “Citrus Growers Association Shows off Services,” April 9, 2001,
http://www.governmentofbelize.gov.bz/press_release details.php?pr_id=1117; Belize Citrus Growers Association Web site,
http://www.belizecitrus.org/index.html (accessed April 1, 2008); GTIS, Global Trade Atlas; Harmonized Tariff Schedule of the
United States; U.S. Census Bureau, U.S. Department of Commerce; Citrus Products of Belize Web site,
http://www.citrusproductsbelize.com/ (accessed April 1, 2008); U.S. Food and Drug Administration, “Guidance for Industry, The
Juice HACCP Regulation, Questions and Answers.” Center for Food Safety and Applied Nutrition, Sept. 4, 2003,
http://www.cfsan.fda.gov/~comm/juiceqa2.html; U.S. Department of Health and Human Services, “FDA Publishes Final Rule to
Increase Safety of Fruit and Vegetable Juices.” Food and Drug Administration PO1-03, January 18, 2001,
http://www.fda.gov/bbs/topics/NEWS/2001/NEW00749.html; Belize Citrus Growers Association, “Summary of Data Collected in
the 1999 and 2001 Citrus Survey,” Belize Industry Stats, http://www.belizecitrus.org/stats.html.

' The nontariff rate for frozen concentrated orange juice was 7.85 cents per liter, or 25 to 40 percent ad valorem, with similar
rates on grapefruit juice concentrate.

2 Since 2001, the U.S. Food and Drug Administration has required juice processors to implement a HACCP plan for fruit
juices, following a 1996 case in which a child died after drinking apple juice contaminated with E. coli, a foodborne bacteria that
can cause illness or death. In 1999 and 2000 two salmonella outbreaks occurred in citrus juice. The first one was caused by
unpasteurized orange juice and led to 423 illnesses in 20 states. Juice processors may use microbial reduction methods such as
pasteurization, UV irradiation technology, or processes that reduce pathogens on the surface of citrus fruit. FDA inspectors are
required to inspect juice processing facilities to ensure proper procedures are followed.




promising for all countries covered by this report, but this review does present certain
industries identified in the literature as appropriate for development in particular countries.

Evolution of Caribbean Policies and Their Effects on
Competitiveness and the Macroeconomy

The World Bank states that economic policies in the Caribbean since the mid-1980s have
been generally more market driven and more successful than the state-led policies in the
preceding period.”! Melo and Rodriguez-Clare note that some reforms, such as a reduction
in the share of assets held by public banks, began even earlier in the region.” Previously
employed state-led development policies included government-supported investment and a
complex systems of tariffs and quotas to promote import substitution. The World Bank has
characterized these policies as ineffective, because government intervention protected
inefficient enterprises, reduced incentives for innovation, and led to a reduction in growth
rates.” To improve growth, a large number of countries shifted to market-based development
strategies that generally reduced import substitution programs, promoted exports, liberalized
trade policy, and reduced regulations and bureaucracy.* The policies were intended to
improve competitiveness in a more integrated and open world economy. As a result, since
the 1990s, overall Caribbean growth has improved relative to growth in the rest of the
world.* The case study of the TCL Group, formerly a state-run cement company in Trinidad
and Tobago, and now the leading cement producer in the Caribbean, provides an example
of the growth that some firms experienced after privatization (box 3.2).

The consensus in the development literature is that privatization of government-owned
enterprises and other market-oriented liberalization policies foster economic growth.
Empirical evidence supporting this position can be found in, for example, studies by
Sala-I-Martin and Hall and Jones, and also the discussion of the effects of trade openness on
growth earlier in this chapter.*® No literature has been identified, however, that specifically
estimates the extent to which such liberalization improved GDP growth or contributed to
differences in growth in the economies of Caribbean countries. Anecdotally, however, it is
observed that a number of Caribbean countries increased growth rates after implementing
market-oriented liberalization. For example, GDP per capita in Guyana increased 50.4
percent between 1991-97 (an average of 7.0 percent annually) following economic reforms
begun in 1989 (for details, see the Guyana country profile in chapter 4).

' World Bank, “A Time to Choose,” 2005, 10, 13, and 28. It is useful to recall that, as late as 1973, only 6
of the 18 countries studied in this report were full-fledged nations with memberships in the United Nations
(Barbados, Guyana, Haiti, Jamaica, Panama, and Trinidad and Tobago). Over the next ten years, another
eight of these countries would take their place in the United Nations.

2 Melo and Rodriguez-Clare, “Productive Development Policies,” 2006, 10.

4 World Bank, “A Time to Choose,” 2005, 28-30.

* Tbid., 42.

* Caribbean growth still lags growth in many regions of the world, but the difference in growth rates
between the Caribbean and other regions has generally narrowed since the 1980s. IDB, Toward Sustainable
and Equitable Development, 2004, 8.

4 Sala-I-Martin, “I Just Ran Two Million Regressions,” 1997, and Hall and Jones, “The Productivity of
Nations,” 1996.
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Box 3.2 Cement Industry in Trinidad and Tobago: Privatized Company Becomes Increasingly Competitive and Efficient

The TCL Group (based in Trinidad and Tobago) is the leading producer and marketer of cement and ready-mix
products in the Caribbean region and has succeeded in attracting foreign investment to Trinidad, creating jobs and
increasing exports. The TCL Group is comprised of eight companies, including Trinidad Cement Ltd. (TCL), The
Arawak Cement Company Limited (ACCL) of Barbados, and Caribbean Cement Company Limited (CCCL) of Jamaica.
TCL has been producing cement in Trinidad since 1954 and sells its products under the Ordinary Portland Cement
label, as well as Class G High Sulphate Resistant (HSR) Oilwell Cement. In 2007, its workforce throughout the region
totaled 1,300 and its workforce in Trinidad totaled 660. Limestone is TCL’s primary raw material used in cement
production, accounting for 95 percent of product cost. TCL owns limestone reserves in Trinidad, which are projected
to last more than 100 years.

TCL was wholly owned by the Government of Trinidad and Tobago until 1990, when the government divested 20
percent of its ownership share to form a strategic alliance with Cemex S.A. (Mexico), a leading worldwide cement
producer. The government sought an alliance with Cemex to benefit from foreign capital, Cemex’s regional strength
in cement markets, and the ability to leverage Cemex’s experience in marketing its own cement products throughout
the region, as Cemex was already a large regional supplier with its cement plant in Puerto Rico. The government of
Trinidad and Tobago completed its divestiture of TCL in 1994 with Cemex remaining the largest owner, with 20 percent
of the common stock. The TCL Group reported that its operating profitin 2006 increased by $111.2 million, anincrease
of 60 percent, despite higher energy prices and higher wage rates, as demand for cement products continued to
increase strongly throughout the region.

TCL upgraded its cement facilities in Trinidad in 2005 with the $21.8 billion installation of a cement mill at Claxton Bay,
bringing the company’s production capacity in Trinidad to 1.3 million short tons annually, nearly two times the volume
of domestic demand. The company exports almost exclusively to the Caribbean region. Expansion of cement mill
capacity in 2005 allowed TCL to increase the total sales volume of cement in 2006 to 883,000 short tons, surpassing
its performance for 2005 by 26 percent. TCL’s domestic cement sales volume in 2006 increased by 10 percent over
2005 levels due to heightened commercial and residential construction. The company’s export sales increased 93
percent in 2006 due to increased cement sales related to construction activities for the 2007 Cricket World Cup held
in several Caribbean countries.

Sources: TCL Group. 2006 Annual Report, March 25, 2007, http://www.tclgroup.com/files/cms/TCL_annual_report_2006.pdf;
U.S. Geological Survey, “The Mineral Industries of Trinidad and Tobago,” 2005; Trinidad Cement Ltd. Web site. “Company
Profile,” http://www.tcl.co.tt/about/default.asp (accessed Feb. 19, 2008).

Data from the World Bank World Development Indicators (WDI) show that the average
GDP per capita (in constant dollars) in the Caribbean grew by 33.8 percent between 1990
and 2006, close to the U.S. increase of 35.0 percent. This growth was also fairly steady, with
average GDP per capita declining only in 2000 and 2001, but this steady increase in regional
average GDP obscures substantial differences across countries.’” For example, while St.
Vincent and the Grenadines exactly matched average growth in the region, GDP per capita
doubled in Trinidad and Tobago, while it was essentially flat in The Bahamas. GDP per
capita fell by 30.7 percent in Haiti in the 1990-2006 period, due primarily to noneconomic
factors such as political instability.** As noted in chapter 2, countries also vary in the extent
to which economic progress has reached a broad portion of the population.

Although market-based development policies have contributed to increasing, if not always
more equal, incomes since the 1990s, they have been less successful in improving Caribbean
competitiveness. The World Economic Forum’s Global Competitiveness Report 2007—-2008
ranks most Caribbean countries in the bottom half of world economies, based on institutions,

47 See country profiles for GDP values for other countries in the report.

* See the Haiti country profile for a discussion of the effects of political instability in Haiti.

# Chap. 2 notes that income inequality is high in the Caribbean relative to other regions of the world, and
that Caribbean countries vary widely in the extent to which their income gains have been distributed broadly
to households. Chap. 4 also includes country-specific data on poverty in the region.
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infrastructure, macroeconomic stability, skilled workforce, market efficiency, technology,
and financial sophistication. Most Caribbean countries do not rate highly in terms of these
factors that determine country productivity, and thus firms in these countries have below-
average competitiveness in global markets. In part, this low competitiveness is due to the
small size of these economies, but this measure is also based on the flexibility of labor
markets, quality of infrastructure services, and effectiveness of government policies. Of 131
countries in the overall rankings, Barbados ranks highest in the region at number 50, Jamaica
is 78th, Trinidad and Tobago is 84th, and Guyana is the lowest-ranked of the selected
Caribbean countries at number 126. The remaining Caribbean countries are unranked. In
comparison, Mexico is 52nd, about on par with Barbados, and China is number 34. Where
available, country-specific analyses of competitiveness tend to agree with the Global
Competitiveness Index rankings. For example, the Jamaican National Survey of Workplace
Practices identified high interest rates and limited access to capital and skilled workers as
important factors inhibiting the competitiveness of Jamaican firms.*

A World Bank report from 2005 notes that unsustainable macroeconomic policies pursued
by many Caribbean countries represent a major impediment to development, because debt
levels, fiscal constraints, and inefficient tax systems in many of these countries can now
substantially reduce the effectiveness and sustainability of development policies in these
countries.’’ The World Bank notes that public debt increased in most countries between 1995
and 2002, despite the change to market-led development policy, because this policy shift was
not accompanied by a reduction in government expenditures or an increase in revenues.
Expenditures rose substantially in this period; for example, government capital spending rose
from an average of 4.7 percent of GDP in 1995 to 5.9 percent in 2002. A recent report by the
IMF notes there has been some progress in reducing budget deficits and debt since 2002.7
The report states that fiscal consolidation, together with debt restructuring in some countries,
such as Grenada, lowered the regional debt-to-GDP ratio by about 12 percent during
2002—07. Overall debt remains above 80 percent of regional GDP, however, and most
Caribbean countries continue to run budget deficits.

The World Bank noted that, by 2002, large public-sector debts had generated high costs in
most Caribbean countries.” Caribbean governments raised taxes and limited noninterest
spending. Government borrowing tended to raise interest rates or preempt funds that would
otherwise be available for private-sector investment. Unsustainable fiscal policies raised
economic uncertainty and made Caribbean countries less attractive to foreign investment.
Thus, high public-sector debt deterred growth through reductions in both domestic and
foreign investment. More recent data, discussed in the FDI section in this chapter, show that
investment performance in the region has improved since 2002. However, as noted in
chapter 5, the ambassadors of Jamaica and the Federation of St. Kitts and Nevis both testified
that servicing their public debts continues to generate substantial costs.>

3 IDB, Toward Sustainable and Equitable Development, 2004, 174.

1 World Bank, “A Time to Choose,” 2005, 28—43. In addition to debt, other major impediments discussed
in this report include the small size of countries and companies in the region, limited diversification of
production and exports, infrastructure limitations, relatively unskilled workers, difficulty attracting
investment, limited government capacity to negotiate and implement trade policies, and limited development
of tax systems.

2 IMF, Regional Economic Outlook: Western Hemisphere, 2008, 17.

53 World Bank, “A Time to Choose,” 2005, 43.

> See the country profiles for data on the cost of debt servicing as a percentage of GDP for the countries
covered in this report.
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Development Challenges for Small Countries and Small Enterprises

As discussed earlier, the Caribbean is characterized by relatively small developing
economies that tend to produce and export a relatively narrow range of goods and services,
and most production is carried out by small, and often micro, enterprises. Most small
enterprises and households in the region have limited access to financing, which makes them
less productive and more vulnerable to shocks. Small enterprises also generally have limited
knowledge of export opportunities and difficulty complying with sanitary and phytosanitary
(SPS) regulations and other international standards. Caribbean countries have “high
dependence on external tariffs, high input costs, dependence upon very few export markets,
low competitiveness, economic rigidity with high adjustment costs, difficulties in attracting
foreign investment, [and] lack of adequate market access opportunities to place their few
export products.” These “small country” characteristics are important considerations in any
development policy for the region. The most successful development policies have been
designed specifically to operate within this environment or to address specific elements of
the environment itself.

Many of the policies that address development in small countries and small firms are
medium-term policies. For example, provision of financing to small firms and diversification
of industry generally require fewer resources and shorter time horizons than do
improvements to infrastructure. The returns on policies directed toward small firms and
households may be more immediate than returns to infrastructure improvement, although,
in some cases, such as with tax incentives, they may be less durable. Effects from these
policies will persist in the long run only if these policies generate permanent technological
or productive changes to the economy.

Export Diversification
Overview

The export concentration prevalent in the Caribbean region results from the size, stage of
development, and resource endowments of these countries, which limit their production
capabilities. But concentration also results in part from Caribbean government policies or
foreign trade preferences that have diverted resources to a restricted range of goods.

There is a growing amount of literature that discusses the costs and benefits of diversification
of exports for small developing economies. This literature generally concludes that countries
benefit from diversification chiefly through reduced exposure to external price declines.*®
This is particularly important for Caribbean countries that export traditional products such
as sugar and bananas, because prices of agricultural products in world markets are more
volatile than prices for manufactured goods or services.”” Caribbean exporters of traditional
products may also be more affected by hurricanes or other natural disasters, and these

33 Jose Miguel Insula, Secretary General of the OAS, USITC hearing transcript, January 29, 2008, 14.

%6 For discussions of costs and benefits, see Berezin, “The Challenge of Diversification in the Caribbean,”
2002; Josling, “Trade Policy in Small Island Economies,” 1998; Ocampo, “Small Economies in the Face of
Globalisation,” 2002; and Rojas-Suarez and Elias, Policy Perspectives for Trinidad and Tobago: From
Growth to Prosperity, 2000.

37 The CIA World Factbook lists sugar as an important export commodity from Barbados, Belize, and
Guyana; bananas remain an important export commodity from Belize, Dominica, Grenada, Panama, St.
Lucia, and St. Vincent and the Grenadines.
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exporters have also been affected by changes in developed-country trade policies, such as
preference reductions in sugar and bananas. Another benefit of diversification is that it can
reduce the adverse affects of price increases in natural-resource-based economies such as
Trinidad and Tobago. That is, without sufficient diversification, price increases in dominant
export sectors can raise overall domestic demand sufficiently to increase the general price
level, thereby making other sectors less internationally competitive.™

Consistent with the conclusions of this literature, the shift of Caribbean exports from
traditional sectors toward services has reduced income volatility in the Caribbean. Regional
export earnings from services have been stable since the 1980s, which has improved the
stability of GDP in those countries with the greatest shifts toward services. Berezin et al.
show that services exports in St. Lucia and St. Vincent and the Grenadines were between 60
and 80 percent of GDP in the 1990s, which was quite high relative to other developing
countries, and these countries were among the five non-OECD countries with the most stable
GDPs between 1981 and 2000.”

The chief cost of diversification in small developing economies is that diversification
channels resources away from existing sectors and can further reduce the scale of production.
In many countries in the Caribbean, however, where there is considerable unemployment and
underemployment, diversification would be expected to produce economic gains.”’ In
general, however, diversification will be most successful if based on a sound assessment of
existing active sectors, natural resources, and comparative advantage, which may differ
considerably by country.

Countries in the Caribbean have used a number of programs to provide incentives for export
diversification, though incentives have been more effective in the short run than the long run
in generating increases in production and exports.®' These programs include fiscal incentives,
investment allowances, and worker training programs. Berezin et al. note that a number of
Caribbean countries have provided incentives through the establishment of free trade zones
(FTZs) which often provide tax holidays and concessions on utilities in addition to duty-free
importation of raw materials.”” The following case studies discuss several Caribbean
companies that have benefited from these incentives: GraceKennedy Ltd. in Jamaica (box
3.3), which benefited from duty-free entry of raw materials for food production; Kajola-
Kristado Ltd. in St. Kitts and Nevis (box 4.6), which benefited from duty-free entry of
components for cable television parts; and RCD Components in St. Lucia (box 4.7), which
benefited from tax holidays for electronics assembly. These studies also show that U.S.
outsourcing of component assembly has contributed to the development of advanced
technology manufacturing in the Caribbean.

¥ The decline in competitiveness following an export price increase in a natural resources sector is
sometimes called the “Dutch disease.” This term was first used to describe the decline in Dutch
manufacturing following the discovery and export of natural gas in the 1960s.

%% Stability of GDP was measured by the variability of per-capita GDP growth rates. The Bahamas was
also one of the top five most stable non-OECD countries, but services export data are not available for the
Bahamas in this period. Berezin et al., “The Challenge of Diversification in the Caribbean,” 2002, 9-15.

% While diversification may provide permanent gains, transition costs can be quite high in many of these
countries for governments and the affected workers. For example, as noted in chap. 5, the ambassador of the
Federation of St. Kitts and Nevis stated that government support and training to help sugar workers transition
to new sectors after 2005 considerably increased government debt. The submission by the CBI Sugar Group
notes that the closure of the sugar industry in St. Kitts and Nevis eliminated the health and community
services provided by the industry (CBI Sugar Group, written submission to the USITC, February 5, 2008, 2).

! Berezin et al., “The Challenge of Diversification in the Caribbean,” 2002, 26.

2 Tbid., 32.
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Box 3.3 Food and Financial Services Industries in Jamaica: Leveraging Caribbean Communities Overseas

GraceKennedy Ltd. (GK) was founded in Jamaica in 1922 as a shipping company and in 2006, recorded sales revenue
of $546.8 million' and employed 2,100 people. Today, GK consists of 45 subsidiaries and associated companies
operating in 12 Caribbean countries,” the United States, Canada, and the United Kingdom, and is listed on four
Caribbean stock exchanges.? According to the company’s mission statement, GK is focused on “satisfying the unmet
needs of Caribbean people wherever we live in the world,” and has organized its international expansion strategy to
leverage its brands in global markets with significant ethnic Caribbean communities. GK is organized into two main
divisions, GK Foods and GK Investments, but is no longer active in the shipping industry.

GK Foods provides processed foods and distribution services under the Grace brand and other brands throughout the
Caribbean, and exports to the United States, Canada, and the United Kingdom. The division employs almost 300
people in the United Kingdom, mostly in the WT Holdings Group Division, acquired in 2007 and expected to add more
than 20 percent to GK'’s total sales. GK Foods also has production facilities in the United States, Canada, and Belize.
GK Investments offers banking, insurance, remittance, funds management, and other financial services, and has
recently acquired financial services firms in Trinidad and Tobago and Barbados. GK offers its remittance, foreign
exchange, and bill payment services through Grace Kennedy Money Services Caribbean, a Jamaican joint venture
in which U.S.-based Western Union holds a 25 percent equity stake.*

Company representatives cite several factors as particularly important to their success. These include the fact that
Jamaica is a well-functioning democracy, that the company has duty-free access to raw materials imported into
Jamaica, and the existence of large and prosperous Jamaican communities overseas, which serve as the core market
for GK’s financial services and food products outside of Jamaica.’® This strategy of looking to ethnic Caribbeans living
outside the region as a primary overseas market may appeal to other companies in the region as well.

GK contributes directly to Jamaica’s economy through its payroll and tax payments and purchases of crops from local
farmers. In addition, GK contributes to the economy through several charitable foundations that provide scholarships,
endow two chairs at the University of the West Indies, operate a homework program to help local students, and support
sports activities in schools and at the professional level.®

Source: GraceKennedy Ltd., 2006 Annual Report, March 29, 2007, http.//www.gracekennedy.com/GRACE/pdf/financials/2006AR.pdf.

' GK’s 2006 annual report reported 2006 revenue of 36.1 billion Jamaican dollars, converted at World Development Indicators
2006 average exchange rate.

2 Anguilla, Barbados, Belize, Cayman Islands, Guyana, Jamaica, Montserrat, St. Kitts and Nevis, St. Lucia, St. Vincent and
the Grenadines, Trinidad and Tobago, and Turks and Caicos.

% E-mail communication from company representative, February 27, 2008.

* Ibid.

® Ibid.

® Ibid.

In the long term, most analysts expect that the importance of concessions for generating
investment will decline in the region. First, Berezin et al. note that concessions often increase
government expenditure or reduce tax revenue, and may not be sustainable given the current
fiscal situations of many Caribbean countries.”* Second, exports from Caribbean FTZs have
declined considerably from their highs in the 1990s. For example, Perez and Martinez note
that Jamaican exports (mainly of apparel) from FTZs rose to 2 percent of GDP in 1995 but
had nearly disappeared by 2001.%

% Tbid., 26.

% Perez and Martinez, “The Quality of International Insertion and Competitiveness,” 2003, 22 and 25.
The World Bank attributes this decline to Jamaican wage increases, exchange rate appreciation, and rising
crime in addition to NAFTA-induced competition from Mexico (World Bank, “A Time to Choose,” 2005,
77). In hearing testimony, Irving LaRocque attributes the decline to competition from NAFTA (USITC
hearing transcript, January 29, 2008, 31). As noted in chap. 5, the ambassador of Jamaica stated that
Jamaica’s high labor standards and wages have hurt its international competitiveness.

3-17



Policies identified in the literature

Given the current limited extent of export diversification in the Caribbean, a number of
authors have stressed that the key to future long-run export diversification depends on
investment in infrastructure. As noted in the FDI section, investor surveys have indicated
that the quality of infrastructure is the greatest factor affecting investment in the region.
Investment in key infrastructure also generates long-run returns, in contrast to the short-run
gains from incentives. Although incentives successfully attracted investments in
nontraditional activities, Berezin et al. note that, in many cases, new firms left as soon as
incentives were reduced or eliminated.”” They state that reductions in legal and
administrative barriers and improvement in infrastructure will be necessary to attract
investment in the long term.* Because service sectors have generally created higher-skill and
higher-wage employment than the manufacturing sector, countries with lower investment
in services would likely benefit from upgrading and increasing infrastructure for services.®’

Different policies could mediate challenges faced by countries whose exporters concentrate
in natural-resource-based products.®® Rojas-Suarez and Elias suggest that these countries
could save funds generated by exports in boom times and invest the savings in human capital
and infrastructure. This policy has been successfully employed by developed countries with
narrow export bases, such as Norway. This is particularly applicable to Trinidad and Tobago,
which has strong resource sectors but globally less-competitive non-resource-based sectors.
Trinidad and Tobago has begun to diversify into sectors that make use of their energy
products. For example, the case study of Trinidad and Tobago’s plastics industry (box 4.8)
notes that Trinidad and Tobago has entered into an agreement with a U.S. company to
diversify the energy sector through production of polyethylene plastic. Rojas-Suarez and
Elias also suggest that Trinidad and Tobago should increase services as part of export
diversification policy, because services account for only 12 percent of Trinidadian exports,
a relatively small share compared to other Caribbean islands.”

The United States and other developed countries have also granted numerous trade
preferences to Caribbean countries in order to generate trade diversity. In general, these
programs have also been much more successful in the short run than in the long run in
generating diverse exports, as noted above in the textile and apparel section.

Assistance for Small Enterprises and Households
Overview
Within these small countries, small firms are prevalent, and these firms generally have

limited access to credit, which makes small enterprises less productive and more vulnerable
to shocks.” There are about a million small enterprises in the region: for example, Jamaica

% Berezin et al., “The Challenge of Diversification in the Caribbean,” 2002, 26.

% Tbid., 32.

%7 For specific services, see the discussions of telecommunications and health and wellness services
sectors, as well as the discussion of tourism and financial services sectors in the regional overview.

% Rojas-Suarez and Elias, Policy Perspectives for Trinidad and Tobago, 2006, 17-19, 145.

% Tbid., 145. In particular, exports of tourism services are a much lower share of GDP in Trinidad and
Tobago than in most other Caribbean countries. See table 2.13.

" For data, see Bouillon and Tejerina, “Do We Know What Works?” 2006, 33; and Westley,
“Microfinance in the Caribbean,” 2005, 5.
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has 409,000, Panama has 289,000, and Guyana has 58,000. Microenterprises and small
business employ about 70 percent of the working poor in the region. Ocampo states that
small firms tend to have less access to financial markets because they are viewed as riskier
borrowers. This raises costs of finance and limits access to funds, making the firms more
vulnerable to shocks than larger enterprises.”! As noted in chapter 5, CARICOM
representatives stated that the main constraint to growth of small and medium-sized
enterprises is “inadequate financing access to traditional banking sources largely due to
unacceptable collateral.”

Households in the region, like small enterprises, also have limited access to funds, which
also makes them less productive and more vulnerable.”” Formal savings are low in the few
countries with available data: about one-half of households have savings in the formal sector
in Jamaica; less than one-quarter have formal savings in Panama; and only about one-tenth
have formal savings in Haiti. Bouillon and Tejerina note that additional credit for households
would reduce poverty through several channels: increased assets, increased productivity, and
reduced volatility of consumption. Expansion of credit could also indirectly benefit
households through increased economic activity and employment.

Policies identified in the literature

A common approach to benefit small enterprises and poor households is the provision of
microcredit.”? Westley notes that in Latin America, well-run microfinance programs have
benefited workers and firms, though there are wide differences in results among programs.”
He contrasts this with the Caribbean, where microfinance institutions have had less success,
due to very small scale and problems with loan recovery and sustainability.”” Westley argues
that Caribbean microfinance lenders could be more successful if they emulated current best
practice in assessing loan applicants’ willingness to repay loans, addressing delinquent loans,
and providing incentive pay for loan officers. The United Kingdom’s Department for
International Development (DFID) notes that Sogesol, a Haitian microfinance subsidiary of
Haiti’s largest bank, has successfully helped small enterprises and generated profits.’®
Sogesol has received technical assistance with its structure and practices from the IDB and
other partners. Thus, provision of microfinance has worked in several countries in the region,
though proper structure appears necessary for good results, and developed country support
has been beneficial in providing this structure. The case study of Guyana’s Demerara
Distillers (box 2.2) provides an example in which microfinance, combined with purchasing
guarantees by Demerara Distillers, successfully doubled fruit production by small-scale, low-
income farmers in Guyana.

In addition to limited access to finance, small firms often have limited understanding of
export opportunities and trade benefits available to them. Watson, for example, notes that
very few Caribbean service providers “have examined in detail the opportunities that exist

I Ocampo, “Small Economies in the Face of Globalisation,” 2002, 3.

72 Bouillon and Tejerina, “Do We Know What Works?” 2006, 33-34.

73 Bouillon and Tejerina review Latin American programs, and Westley reviews Caribbean programs
(Bouillon and Tejerina, “Do We Know What Works?” 37-38; Westley, “Microfinance in the Caribbean,”
2005, 1).

™ Westley, “Microfinance in the Caribbean,” 1-8.

7 Morduch, in his 1999 survey of microfinance lending programs, noted that difficulties with small scale
and sustainability have been common in many microfinance programs throughout the world (Morduch, “The
Microfinance Promise,” 1999, 1609).

¢ DFID, “Banking the Underserved,” 2005, 13—18.
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outside of the domestic market.””” The lack of knowledge of export opportunities was also
mentioned in hearing testimony for this study. Irwin LaRocque, Assistant Secretary General
of CARICOM, described programs supported by the Department of Commerce and the U.S.
Department of Agriculture under the CBI. He noted the importance of, and expressed hope
for reestablishment of, programs that disseminated information about Caribbean exporters
and U.S. importers to facilitate trade and investment.”™

Challenges Posed by International Standards
Overview

The literature indicates that increased stringency of SPS in developed countries measures
provides both an opportunity and a difficulty for small island countries. On the one hand, one
benefit of being a small island is that distance and isolation provide a natural barrier against
plant and animal disease.” As a result, small islands are relatively more disease free than
larger landmasses. This could be increasingly beneficial when importers impose stringent
SPS measures. Josling suggests that island countries should consider diversifying into high-
quality agricultural goods, such as premium and organic products. Hearing testimony for this
study supported this conclusion, with a caveat. Irwin LaRocque, Assistant Secretary General
of CARICOM, stated that islands do have greater control at the border, which is an
advantage, but once introduced, pests and disease may become endemic.

On the other hand, small producers in these countries are finding it increasingly difficult to
comply with more stringent standards that differ across developed countries.® For example,
the World Bank notes that Jamaica has successfully increased exports of nontraditional food
products, but as SPS standards have evolved and become more stringent, Jamaican suppliers
have encountered significant market-access challenges because they lack resources to
address food safety and plant health management issues. The conclusions from the empirical
literature on standards show that the difficulty faced by Jamaican exporters is a common
experience in developing countries. Chen et al. show that standards and regulations increase
trade costs and negatively affect the export performance of firms in developing countries.
They find that testing procedures reduce exports by 9 percent, and the effect is even larger
for domestically owned firms and agricultural firms that produce highly perishable goods.*

Complying with international standards also has substantial effects on the exports of
Caribbean service providers. Watson examines difficulties with U.S. standards and
regulations for service firms in the Caribbean.® He cites surveys that indicate a number of
barriers to entry, such as local presence requirements for accounting firms and local licensing
of architectural services providers, and higher U.S. tax rates on insurance premiums received
by non-U.S. insurance companies. He also reports the results of a survey produced by the
Barbados Coalition of Service Industries. Service providers in Barbados had two concerns:

7 Watson, “Study on Market Access Issues,” 2003, 12.

8 USITC hearing transcript, January 29, 2008, 138-42.

7 Josling, “Trade Policy in Small Island Economies,” 1998, 8.

80 USITC hearing transcript, January 29, 2008, 155-56.

8 Irwin LaRocque, Assistant Secretary General of CARICOM, noted that standards may differ even by
U.S. port (USITC hearing transcript, January 29, 2008, 153-54).

82 Based on an analysis of the 2002 World Bank Technical Barriers to Trade Survey of 619 firms in 17
countries (Chen et al. “Do Standards Matter for Export Success?” 2006, 5-6).

8 Watson, “Study on Market Access Issues,” 2003, 46, 29.
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many had little knowledge of export opportunities and requirements; and professional and
construction service providers found bonds and security required to support bids on some
contracts to be prohibitively expensive given high interest rates in Caribbean countries.

Policies identified in the literature

Several sources, including the World Bank, academic literature, and hearing testimony,
propose policies to address the difficulties that small enterprises face in complying with
international standards, particularly SPS.** The World Bank’s 2005 report suggests
Caribbean governments and producers can increase the scale of their efforts to comply with
regulations with a non-company-specific approach involving joint investment in food
hygiene training and export-dedicated production with strict quality, food safety, and plant
health standards. The report states, “it is not certain that these activities are sufficiently
profitable to induce private investment” and suggests a role for technical assistance and
training provided by developed countries. In the academic literature, Schiff examines the
effects of reform in small countries and notes that small states are likely to benefit from
technical assistance with food safety regulations and technical standards.* He notes that
these “behind the border” reforms are likely to increase trade and growth by increasing
productivity and attracting foreign investment.*® Foreign trade partners could also help small
exporters by allowing mutual recognition of standards, so that goods certified by designated
Caribbean organizations would have free access to developed markets (e.g., the growing
market for organic fruits and vegetables).

As noted in chapter 5, many organizations addressed the potential benefit of trade facilitation
to help Caribbean producers meet U.S. standards, particularly SPS regulations. The Jamaica
Confederation of Trade Unions submission suggested that exports to the U.S. could be
facilitated with training and workshops from U.S. government agencies on technical
standards and requirements for Caribbean foods to qualify for entry. Representatives for
CARICOM, the National Coalition on Caribbean Affairs and TASC/BCCB also suggested
that trade facilitation for health, food safety, and SPS regulations could facilitate Caribbean
exports.”’

Other Key Challenges for Caribbean Development

This section provides additional details on country characteristics that affect Caribbean
development, summarizes policies that could generate further growth, and focuses on
policies to further Caribbean development, whether by the United States and international
community or the Caribbean countries themselves. The country characteristics and policy
analyses presented in this section can be divided into three broad categories: (1)
infrastructure in the Caribbean region, (2) health and education policy, and (3) FDI, which
is now largely driven by institutions, infrastructure, and the level of human capital. This
section draws extensively on one of the most comprehensive reports on Caribbean

8 World Bank, “A Time to Choose,” 2005, 87 and 91.

8 USITC hearing transcript, January 29, 2008, 196.

8 Schiff, “Regional Integration and Development in Small States,” 2002, 20-21.

87 Interested Parties also discussed the importance of trade facilitation to address port security standards.
See the discussion in the “ports and shipping infrastructure” section of this chapter.
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infrastructure, the 2005 World Bank report entitled “A Time to Choose: Caribbean
Development in the 21st Century.”

Infrastructure in the Caribbean

Infrastructure is often cited as the most important factor for further development in the
region.®™ As noted throughout the literature review, infrastructure is a primary driver of trade
and FDI, including trade in higher wage sectors. Infrastructure is also one of the key
determinants of export diversification. The most developed components of infrastructure in
the region are the port system and telecommunications. Modernization in these sectors has
increased efficiency throughout the region. In contrast, more basic infrastructure services,
such as electricity and water, are not nearly as well developed. This deficiency has
considerably affected trade and growth in some Caribbean countries.* Infrastructure
development should generally be considered a long-term policy for two reasons:
considerable time is required to develop and employ the capital required for infrastructure
development, and improvements to infrastructure can produce sustained improvements in
income and productivity.”

Basic infrastructure
Overview

Basic infrastructure is especially important to developing countries. It drives economic
growth, and it also affects the poor directly, through access to water, electricity, and sewage
services. The World Bank notes, however, that the citizens of Caribbean countries often face
high costs and limited access to even basic infrastructure services. Caribbean countries are
better providers of electricity than water services. Over 80 percent of the population in
English-speaking Caribbean countries has electricity.”’ Some poorer countries have lower
rates, however, and Haiti has the lowest, with an electrification rate of only 35 percent.
World Bank studies have found that the productivity of utility workers is higher, and prices
are often lower, in countries with private provision of electricity.” The World Bank reports
that Caribbean residents have much lower access to quality water and sewage services than
to electricity.” In most Caribbean countries, inadequate investment has led to at least some
water rationing. Many water utilities in the region lose more than one-half of their water as
a result of factors including leakage and theft. Labor productivity in water utilities is usually

% The importance of infrastructure to development is noted in studies by Wilson et al., Iwanow and
Kirkpatrick, Francois and Manchin, and several surveys by the World Bank. Each of these is discussed in
detail below

% The importance and current level of development of infrastructure in the Caribbean is discussed
extensively in hearing testimony. See comments by Izben Williams, Irwin LaRocque, and John Saylor in
USITC hearing transcript, January 29, 2008, 48, 122, and 172.

% “Long-run” refers to the time frame in which most benefits would accrue to Caribbean countries,
perhaps after a decade or more, and is not intended to imply that these policies should have lower priority
than the short- and medium-run policies.

! See World Bank, “A Time to Choose,” 2005, 17275, for a comparison of electricity provision in
Caribbean countries.

%2 In the region, Jamaica, Barbados, and St. Lucia have private provision of electricity; Dominica,
Grenada, and Trinidad and Tobago have partly private provision, and St. Vincent and the Grenadines,
Guyana, and Antigua and Barbuda have public provision.

 World Bank, “A Time to Choose,” 2005, 176-77. See the tables of “social development indicators” in
the country profiles for country-specific data on access to sanitation facilities and improved water sources.
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about one-half that obtained through the use of best practice in Latin America. As with
electricity, access to water varies widely in Caribbean countries, with the English-speaking
Caribbean countries generally providing the greatest access and Haiti again providing the
least access.

Costs of providing infrastructure in the Caribbean are high, but vary across the region;
relative costs generally rise as countries get smaller. The empirical literature shows that high
costs of infrastructure and other services is a common problem in small countries, because
economies of scale are important in the provision of infrastructure. For example, Winters and
Martins examine the costs of providing infrastruct