THE SERVICES SECTOR IN CARICOM -

Dr Viriyala L Rao
CFTC Adviser
Services Sector Development

kkkkk

CARIBBEAN COMMUNITY (CARICOM)
SECRETARIAT

*kkkk

. Georgetown, Guyana
1 e ‘ June 1997

2692

<
R0




2

The main objectives of the Project are:

(i) identify the constraints and suggest specific
measures to strengthen the services sectors of

importance to individual Member States of

CARICOM;

(ii) foster regional cooperation in this regard;
and

(iii) prepare for more effective participation in

world trade in services.

Work Programme

To implement the Project,a Work Programme has been

prepared which comprises the following major activities:

(1) Directories of Services
_ Sectors

The directories would cover details of companies and
institutions involved in services sectors. Available information
from published sources is being supplemented with questionnaires
‘that have been prepared for the purpose (see Annexes 1 and 2).
Annex 1 shows the questionnaire with basic information. This is
being supplied by the CARICOM Team to the focal Ministries/
organisations identified in the Member States with the request to
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assist in collecting the information. The latter have readily
agreed to collaborate in this regard. Annex 2 shows a more
detailed questionnaire, for collecting some more detailed

information such as joint ventures, and other alliances, expertise
on offer and expertise required, and the constraints and
facilitating measures for services sector development.

Comments/observations on Annex 2 are requested.

These directories would be attempted country-wise/sector-

wise. They would be useful for all those interested in the
services sectors in the Region.

(1i) Statistical Database

The system for collection, analysis and dissemination of
statistical data on the services sectors in individual Member

States will be studied for suggesting improvements in the same.
(iii) Networking

With the information compiled for the directories and
through other means, suggestions will be made for promoting joint

ventures and other alliances between firms in different Member
States.

Some networking of institutions already exists in the
Region, e.g., the Caribbean Association of Indigenous Banks (CAIB).
Suggestions will be made for such networking among other groups of

organisations. Where necessary and feasible, setting up of

regional-level institutions, which could cater to specific needs of
individual Member States and for the Region as a whole, will be
suggested. '
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(iv) Workshops

These Workshops are intended to be tripartite in nature
viz. bringing together the policy-makers and the public sector, the
business community and the researchers. The Workshops would
discuss the ways and means of achieving the objectives of the

Project mentioned above.
(v) Visits to Member States

The CARICOM Team working on this Project comprising
Dr Viriyala L Rao, CFTC Adviser, and Mr Timothy Odle, Senior
Project Officer, have been visiting individual Member States to
discuss with the Ministries, public-sector organisations, the
private sector and other experts regarding services sector

development and collect information and data on the subject. Many

of the issues presented in this paper were discussed during the
visits to the Member States.
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2. THE STATUS AND DEVELOPMENT OF THE SERVICES SECTOR

Individual Member States in the CARICOM have developed
niches in select services sub-sectors. However, their experience
is characterised by the following:

(1)

(i1)

(iii)

There is great variation in the
strengths/development of sub-sectors across

Member States (Blake and Sanatan, 1991, p.3).

Their growth has not kept pace with the growth
in world trade in services. During 1990-94,
the value of world trade in commercial
services grew at an average annual rate of 7
percent. The growth in 1994 was 9 percent and
in 1995, 13 percent (WTO, Vol. I, Pp.23).
(Commercial Services are defined by WTO as
Services as defined in the Fifth edition of
IMF’s Balance of Payments Manual less

government services n.i.e.)

The grbwth of the services sectors is
constrained by the less than optimal number
and quality of skilled workers, entfepreneurs
and managerial personnel; low level of
competition, efficiency, and productivity;
lack of sufficient financial resources for the
development of the services sub-sectors;
insufficient inétitutionai support; and lack
of adequate networkingu‘amonqs firms, and
institutions for joint ventures and other

alliances within the Region and outside;
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(iv) Insufficient preparedness for greater

participation in world trade in services.

Thus one general issue for discussion is how to improve

the following for strengthening the services sector in the CARICOM
Region:

(1) Removal of constraints;
(11) Instituting facilitating measures;
(1ii) Training and skills development;
(iv) Developing the critical mass of entrepreneurs
and managerial capabilities. Towards this

end, it would be useful to organise programmes
in institutions within the Region, develop
networking of such institutions in the Region
and also be in touch with organisations like
the Entrepreneurship" Development . Centre,
Nanyang Technological University, Singapore

and Entrepreneurship Development Institute,

India.
(v) Increasing competition, efficiency and
productivity; .
'\ (vi) Joint ventures and other alliances with

firms/institutions within /outside the Region;

(vii) Value-addition to the services;
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(viii) Finance for services sector projects, through
venture capital funds and build-own-operate
and transfer (BOOT) schemes which are
successful in South-East Asia. UNIDO’s BOT

Guidelines should be useful in this regard;

(ix) Level playing field, i.e. service suppliers
from the Region should get at least the same
level of treatment that service producers from
outside the Region get;

(%) Institutional support;

(x1i) Familiarity regarding the rules governing
services trade in bilateral, regional, inter-

regional agreements and under GATS.

Organisations like the Institute of Business and Roytec
in Trinidad and Tobago, and Barbados Institute of Management and

Productivity (BIMAP) and Centre for Management Development (CMD) in

Barbados offer various types of degree/diploma/certificate/training
courses. These courses include a wide range of subjects including

different aspects of management and entrepreneurship.

The feedback we received during discussions was that
while the facilities for training in management are considered
adequate but not in entrepreneurship development. The Caribbean
Enterprise Foundation, established in St Vincent and the Grenadines
is expected to focus, inter alia, on entrepreneurshig development.

However, we were informed that the Foundation’s activities are yet

to pick up.
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BIMAP conducts Regional Entrepreneurial Development
Programme funded by the Commonwealth Secretariat. However, this

Programme is limited to only once a year with 20 students, for 5
weeks.

Since the demand for entrepreneurship development is
greater than supply, we suggested to the BIMAP that, if more
frequent programmes are not possible, they could organise a
programme for training of trainers which would to some extent meet
the requirements of different Member States. BIMAP welcomed this
suggestion.

Blake and Algrove (1995) note another important issue for
discussion - i.e., whether the CARICOM countries, in their effort
to develop a strong export services sector, should follow a
strategy of speciaiisation in a small number of sub-sectors (or
niche areas) or a strategy based on generalised promotion and

neutral encouragement.

Taking a cue from the success stories of exports of goods
- e.g., countries like South Korea, it would seem appropriate to
have a combination of the two strategies. The macroeconomic policy
objectives and measures for successful exporting include control of
inflation, and removing anti-export bias in the policy-and
incentive- framework, facilitéting the export sector by providing
infrastructural and other support, viz. product adaptation and
development, quality control, standardisation, modernisation of
ports, after-sales service, etc. At the same time, focus could be

on select sectors, such as South Korea did in sectors like

electronics amrd garments.
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The OECS

While confronted with the issues discussed above
regarding the CARICOM Region in general, the OECS is characterised
by some specific problems in the development of the services sector

(see e.g., Felipe Ochoa and Associates, 1995; and Trevor Hamilton
Assoclates, 1996).

It is generally perceived that productivity in the OECS
is lower than that in The Bahamas and Barbados due to several
reasons such as:

(1) low-value-added services;

(ii) lower human capital due to lower level of

training; and
(1ii) less proactive and risk-taking entrepreneurs.

The available professional and managerial personnel in
the OECS appear to be employed mostly in the public sector. To
“induce them to develop the services sectors requires financial
resources. The business community has the financial resources but
not the innovators to develop the sectors. Therefore what 1is
needed is innovative financial instruments such as venture capital
funds. The build-own-operate-transfer (BOOT) schemes which are

successful in Southeast Asia could also be tried in this regard.

Incentives o o

\ The services sector does not enjoy the fiscal and other
incentives available to hotels, export manufacturing and
agriculture. (Trevor Hamilton and Associates, 1996).
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It may be noted here that, in Barbados, the Central Bank,
effective from 2 January 1997, amended the Export Finance Guarantee
Facility. Working capital loans for the financing of services are
now eligible for guarantee under this Scheme. Eligible services
include the technical and professional services (as provided by
architects, surveyors, engineers, management consultants, and other
professionals), services relating to patents, royalties, licences
and franchises, advertising and film services, dry-dock repairs,

aircraft services and any other insurable services.

The Ministries of Finance/central banks in other Member
States showed keen interest in this amendment. Copies of the

brochure on this were supplied by us to all those who were
interested in this.

It would be worthwhile for other countries to examine the
feasibility of providing such incentives to exporters of services

in their respective countries.

Insurance Companies

There are over 180 insurance companies for a population
of only about 500,000 in the OECS. Out of the total number of
insurance companies, only 17 are incorporated in the OECS and are
thinly capitalised and have questionable reinsurance arrangements
and limited technical skills. The suggested measures for improving
the insurance system in the OECS are (Bernard, 1996):

(1) on-going training facilities for regulatory

personnel;
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