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JAMAICAN INFLATION 1959-1972

INTRODUCTION -

The objective of this Wmthm is to focus the
attention of the participants in this seminar on one of the major
problema which Jamaica faces today, that is, inflation.

- Although several statements had been made in the local
press and in other seminars as to the high rate of inflation that has
been evident in Jamaica for over two decades, that 1s, since the early
1550's,30 far few rigorous attempta had been made to identify and
isolate the real causes of the inflationary spiral. In this context
it has been fclt by many economist:both :'_Ln Government and University
circles that the inflationary spiral in Jemaica was caused by an in~
erease in the money supply. Hence an expansion in the money supply
had the effect of increasing effective demand at a period when there
was a relative decline in productivity in the Jamaican economy.

QOther economists while not disagreeing with the preceeding
view felt that too great an emphasis was placed on incrsases in the
money supply in which case they held the view that the inflationary
spiral was due in the main to rapid increases in the cost of production
which was passed on to consumers, This high incidence of cost inflation
was attributed to two factors, firstly, to an exhorbitant increase in
the local wage bill due to Vijouroustrade union bargaining and secondly,
to an all too rapid increasse in the price of raw material inputs and

§ food which were mainly imported. Incidentally, because of the special

characteristics of the second contributory factor above, in some gquarters

Er it is identified as a specific form.of‘ inflation, which is termed inmported
inflation. A final school of economic thought in Jamaica held the view

! that the inflationary spiral in Jamaice has been mainly due to the



’.I’

" ‘tructural imbalances that originated in the colonial era and atill
persist to-day. I% 1s important to note that cost inflation is thought
of as a specific form of structural inflation with the cost push being
initisted in the modern sector of the Jamaican economy and later being
transmitted to the traditional sector.

While we feel that inflation in Jamaica in recent times has
been an amalgam of the proceding forms, no attempt has been mede to la-
olate the various contributory factors. Because of this we feel that
it is of utmost importance to determine whether or not inflation in
Jameice had t:en caused by excessive wage demand by Trade Unions, or by
too rapid increase in public expenditure or by rapid price increase in
metropolitan economies,in addition to the structural rigidities which
are inherent in the Jam;ican economy, In this short paper we shall
attempt to isolate some of the contributory factors. To be more specific
the objective of our exercise is threefold, firstly, to describe the
nature and extent of inflation in Jamaica from 1959-1972, secondly, to
investigate its origin in the factors influencing aggregate demand and
aggregate suply with specific emphasis on the role of the Government
sector, and finally to assess the view that arresting inflation is the
sine-qua-non for Jamaican sconomiec survivel., Qur asddress will be
divided into two sections. Section 1 contains a review of different
theories of inflation in Section II we shall investigate the nature and
causes of inflation in Jamaica and here our main source of data would be

the consumer price index as published by the Department of Statistics.



SECTION I THEQRIES OF INFLATION

Before commencing our theoritical discussion we think
that it is appropriate for us to define the term "inflation". In general
the term "inflation" can be defined as a sustained increasse in the

general lavel of prices.

This definition allows us to group the underlying economic
forces generating increases in prices into two broad and interdependent
categories, changes in costs on the supply side and changes in demand.
On the supply side by far the largest cost of production is composed
of wages and salaries, In 1959 lsbour income ccnsituted up to nearly
three fifth of net factor cost. In view of the importance of labour
coats, it is evident that changes in wages and salaries can have an
important influence on Jamaicen price levels, However, the maznitude of
the influence will of course be determined by changes in productivity,
that is, economic growth. Hence if the increases in wages equates that

of productivity, then there is unlikely to be an upward pressure on the

price level simply because unit labour cost will not increase. Indeed, if

the increase in productivity is greater than that of wages there will
most likely be a fall in prices almost simultaneous with an increase

in weges. A third impcrtant cost factor that must be considered is the
cost of imported goods and services in the case of Jamaica this had in-
creaesed from 4l 57 of total expenditure to 53.47 in 1959 end 1972

respectively,

Because of their relative size, it is apparent that increase
in import prices can also exert tremendous upward pressure on the price

level in Jamaica, In this context, it is important to note that because



of the openness of the Jamaican economy a significant progortion of the
changes in import prices originated mainly in Canada, USA and the UK,
countries from which we buy most of our imports - and to a lesser
extent from changes in Jamdica's foreign exchangs, for example, when
Jamaica devalued her currency in 1967 and 1972.

A fourth important cost factor to be considered in any
explanation of current price changes is the lagged effect of changes in
costs and prices in a preceding period. What we are intimating hers
is that the full impact of any changes in ccst might not be reflected
in prices instantaneously, instead the effect may take sometime befors
it filteés through the ecconomy and thus being reflected in higher prices,

However, the extent to which chonges in costs are passed on in the form
of higher prices depends upon demand conditions, It is conceivable
thet if a great deal of gurplus zctivity do exist in the economy any in-
crease in costs will rmost likely be absorbed by lower profits and rents,
Fen~ejts effect on the levid of prices will be marginal.

On the otker hand when demand conditions neveigt,an increase
in cost may be fully_/?QSRnd;n ir the form of liighe prices. Howsver,
beyond some given point for many cemmodities the existing demand may be
so strong as to create a disincentive not to pass or cost increases,
in that it can lead to increases in profits and rents notwithstanding
the additional increase in the cost of labour and other factors. The
end ¥’ effect of all this is that there is established a self generating

process in which rising cost tends to induce increases in prices which

in turn tend to induce further increases in costs.

Perhaps, this inter-relationship can be seen more clearly
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in a scheme for the analysis of inflation introduced by;}&ﬁfessor

-‘Machlép?] First he emphasized that an inflation of effective demand
is a necessary condition not only for & demand pull inflation of con-
sumer prices but also for a cost push inflation. Thus without an
expression: of demmd, the cost increases would resitlt in less producticn
and less employment, not in a continuing rise in the level of consumer
prices, Az the diagram below indicates, the expansion of demﬁnd may

be autonomous, in the sense, that it is not linked to previous or

expected cost lncrease.

DEMAND ZXPAMNSION

AutonJmous Derivative

Induced Supportive

This then is the source of pure demand inflation. It is important to

note that an expansion in demend may be induced by a increase in costs,
that is, the expansion in prices is brought sbout by an increase in
wages. Other costs (in Machlup terminclogy, an "™induced" increase in

prices) would occur when industrialised firms utilize cash reserves or

borrow from banks to finance wage increases granted under union pressure,

On the other hand "supportive" expansion is brought about by
actions undertaken by the monetary or fiscal authorities in order to
reduce or prevent unemployment arising from incresses in wage ¢ost,

As indicated by the succeeding diagram the analysis of cost

inflation is rather more difficult. As the diagram indicates,



"responsive" price increases (for example, wage :‘i.ncrea.aes)- are those
that are demand induced, that is, they reflect conditiongfiﬁ the lasbour

merket that would have led in any casss to higher wages.

COST INCREASES

INDUCED

\ |

Pr.oRIT - IMITATIVE
INUUCED
RGSPQNSIVE DEFENSIVE AUTONOMOUS
i
AGGRESSIVE

Tkz extreme right of the diegram above indicates increases in
costs that ave z2utonomous-in nature, that is, they reflect purely %he
axercise of marlcet pcwer by unions or emplcyers. Certain types of in-
rreases which are reither strictly autoncmous nor responsive, Machlup
ca2id were induced b3 clhanges in the relationship toltween economioc entiticc .
in this context, a "dcfensive" wage increase mey be demanded in order
to maintain real earnings es a consequence of a rapid increase in the
cost of living.

The other types of induced increasss, together with those OF
cn "autonomaus" nature he labels "aggressive" in that they represent a
vesponse to increased profits or are "imitative" of wage increases secured
Ly other groups of workers. According to Machlup the basic model of a
"pure" wage push inflation can be stated thus "aggressive increases of

wage rates are Tollowed by Ziecd  and/or supportive demand expansion
' \

o

2L T meenancira dngraseaa of material prices and other wage rates",

e [ ':.



One of the grest merits of Machlup formulation is that it indicates

" not only the elements and sequence of cost inflation but also the great

affficulty of determining its osusetion in actual situationas,

TOWARDS AN EXTENDED FRAMEWORK FOR THE ANALYSIS OF INFLATION

hs we indicated above a critical elements in the analysis
of inflation in Jamaica must be the relationship that exist between a
persistent increse in prices and the structural imbalances thaf are
inherent in the economy. We feel however, that the traditional cost
push  demand - full scheme is too rigid and must be expanded to in-
corporaté explicitly the rcle of the rate of interest and government's

fiscal and monetary policies.

There are two set of theories of inflation that are in
existence that we feel give a more plausible explanation of the phenomena
in an open econcmy then the simple cost push demand - pull framework.

The first set of theories are largely mechanical explanations of inflation.
Mechanical in the sense that they provide an.answer to the question,

"when does inflation cccur?”  Thus these theories purport that inflation
exist whenever there is a partial or general excesa demand in the economy.
It is important to note, however, that these theories emphasizes not so
much the creation of an overall or partial excess demand in the economy
by an expansion of output and employment, as the extent and speed of price
increases for any given excess demand. In the literature the mechanistic
school is amply represented by the works of éggnes and Engggven, which
will be explored in greater detail in a subsequent section of this paper,
The second set of theories of inflation unlike the former emphasisze

the causal aspects of inflation. Hence this set of theories seem to be

based on a hypothesis which attempts to give an



answer to tﬁe question, "why does a positive overall or partial excess
demand occur?! It is obvious that in the cases of thg‘“éauaal"

. ;xplanation of inflation emphasis is place on factors or elements of
economic growth which lead to an aggregate excess demand or to a com-

position of sggregate demand that ultimately lead to inflation.

THF KEYNES-HANSON VARIANT OVER ALL EXCESS DEMAND AS THE CAUSE OF
INFLATION

This explanatifgjof inflation originated with Keynes but
was later popularized by Hansen. Basically, the Keynesian explanation
of inflation places emphasis on the role of aggregaté expenditure and

which
in turn macro economic varisgbles/are a function of the inflationary gap,

Expliecit in the formuletion is the idea that the inflationary
gap widens as the economy grow and reaches its pezk when all resourcss
are fully employed. Thus the theory indicates that a state of inflation
is reached when inuestmené exueeds exports savings (ex ante) at full
employment or to put it differently, inflation develops whenever the
overall monetary excess demand for goods and services in the economy

is positive, that is when

= B x 7o (1.1)

1=
where Py indicates the prices of goods 1, ....., n and

X; represents excess demand, According to the interpretation of Hansen
tho preceding equation (1.1) indicates "a monetary pressure of inflation
under the assumption that thers are no. net monetary excess supply in

the market for productive services in the composite commodity market.

ENTHOVEN VERSION
Enthoven mechanistic interpretation was introduced into the

literature in an attempt to eliminate some of the weaknesses of the



Keynes-flansen formulation, In this respect Enthoven felt that the latter
author's formulation was not "an unambiguous indicator of %he direction
;f the movement of the price levelr He then argued that the initial con-
dition for an inflationary spiral can be represented by the sum of the
weighta of monetary excess demands weighted by their respected reaction
coefficient a;d the §roduct of these terms must then be positive,
- Mathematically such s relationship can be formulated as
n

igl K, Py oxy 0 (1.2)
where "K" denotes the price reaction coefficients. Looking at the above
equation if is evident that Enthoven incorporated the Keynes-liansen
interpretation of inflation into his model the reader msy well ask what then
was his contribution to the theory of inflation.

Basically Enth9ven held the view that within any given
economic system an individual will maximize a utility function and tlias
in turn will be determined by the size and composition of his stock of
asset, it then becomes posaible for us to deduce the excess demand eque-~
tions of each individual for each good as functions of current prices
and of price expectations,

Excess demand functions were then obtained by Enthoven by

making a few simplyfing assumption about the form of the consumer con-

strained utility functions. These functions were of the form 1.

;] ( Pi 3 teeee Pn, P: s 8 {i=1, .....,n) for the(lﬁizgoods,

where P; 1indicates current prices, P indicates the expected prices
of the commodity in question and A indicates the initial stock of assets
and its distribution. We can eliminate A from the above equation by

simply assuming that it is a constant. If this procedure is followed we
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remain with 'n' equations in 3n variables, that is, X, P, P, But these
gquations only provide the necessary condltions, to obtain.sufficient
condition for equilibrum the assumption 13 made that demand equals

supply in each market and the expected prices equal current prices i.e,

X =0 . (1.4)
=]
Py =P (1.5)

The 3n equations (1.3) - (1.4), (1.5). By combining the excess demand
funotions and the price reaction equations it is possible to determine

both the magnitude and speed with which price changes react to changes

in eaxceas demand.

Such a relationship has been rigorously formulated by
Schultze as ‘

Ap

— = 5 8% & (1.6)
gl
Ap = K X A (1
: = 7)
A P‘i 1 qi

where P, x and g indicates the initial excess demand and equilibrum
quantity respectively. Hence the preceding equations tell us that the
rate of increase in prices during a given period is proportional not

only to the magnitude of excess demand but also to the equilibrum

quantity. Thus we see that there are significant differences in Keynes-

Hansen and Enthoven theoreticsal framework, Only if the assumption is

made that only minor variations in'timing or in reaction speed exist

among the different commodities or services that the differences hetween

the both models are marginal.

On the other hand, if the assumption of stable aggregate demand
/its
is made then changes in/composition could lead to price increases or price



reductions depending upon the magnitude of the reaction in expanding

as compared to declining sectors. A crucial institution is this analysis,
-will then be trade unions whose action tends to prevent the downward
movement in prices. In fact the role of trade uEigﬁs in the inflation-
ary process has been clearly identified by Sﬂhﬂltiﬂ, when he indicated
that "once we recognise that prices and particularly wages, are much

more rigid downward, than upward, a substantial shift in the composition
of Aemand necessarily tends to increase the price level, even if aggregate
demand 1s stable", Irn thla context it means that the reaction coefficients,
Kj, will be positive for increases in aggregate demand and zero for any

fall in aggregate demand hence shifts in the relative shares must lead

to a rise in the price level.

In review the most apparent weakness of the Keynes-Hansen
theoritical framewcrk for the ana%ysis of inflation in developing
~ronorics such as Jamaica is thaé?;;s based upon the assumption of perfect
competition in both preduct and factor markets, in addition to the
assumption about the flexibility of prices. These shortcomirgs has been
eliminated by Enthoven for his modified theory does not rely on Keynes-
Hansen's basic assumption, hence it becomes possible within this modified
framework to investigate the speed of adjustment from market to market.
A3 we indicated earlier a major weakness of both approaches is that they
do not provide us with a criterion which can be utilized for the pre-
diction of future excess demend. We shall now look at a popular theory
of inflation that attempts to describe the conditions that lead to

partial overall excess demand.

CAUSAL  pypr ANATION OF INFLATION : THE STRUCTURAL DOCTRINE

At the end of World War II, it was recognised by many



Third World economists (especially Latin American sconomists) that the
existing theories of inflatio%??ﬁlppropriate in expleining with rigor
‘the inflationary process that was evident in their economles. A
consequence of this was an elaboration of heberodox ideas with respect
to conventional theories which were monetary. A direct outcome of this
debate was the structuralists theory of inflation and the first major

(12 ]
exposition of the theory was given by 0. Sunkel.

Because of the critical reole played by the exporf sectors
in developing eccvnomices these economists felt that substantlal short
falls in export earnings may precipitate compensatory credit expansion
policies by government, However, because of the structural imbalances
between the scctors within such economies such policies can only lead to
price inflation, Obviously, this is not the case for developed economicas
for there, a growth in income need not leed to an inflationary situation,

In order to clarify the structuralist view on the causes
of infletion it becomes necessary for us to investigate the paths of
growth that is open to an economy that is heavily dependent on export
earnings for the propulsion of its economic development. The firat path
that is open to such an economy is to tie its rate of economic growth to
the fluctuations of exporta and export generated demand, It is then felt
that the most appropriate policy that can be pursued using this aporoach
is the traditional monetary policy. It is obvious, however, that the
mejor shortcoming entailed by following such an approach is that the nexus
of dependence between exports and the particular economy's growth re-
mains intact. In such a case the particular economy becomes very suscep-

tible to the vicissitude of the internmational economy and its economic



development is subordinated to the ftempo and fluctuation of exports.

In the second approach the underdeveloped economy can choose
-t; pursue a policy which makes the rate of growth of its output partially
independent of the growth of exports. The mechanism by means of which
this 13 made possible is the expanaion of credit that compensates for tae
decline in aggregate demand which arisies as a consequence of a  fall
in exports. A major shortcoming of this approach however, is that i%
sacrifices monetary stability and sggrezate external disequilibrum in
order to maintain intact the structural dsfects in the economy and 80 to
break the link between fluctuations in export earnings,

tridently, the switch to financing economic development by
means af credit during a peried of decline in exports comes 83 &
consegquence of the structural inadequacies of the economic system and the
major inndeguasy is a shortage of savings.

Tne hizh prcpénsity to consume in most devd oping economies
ensures that any surplus of foreign exchonge acquired during periods of
exports boems does not go towards savings, thus during pericds of slump
the government usually rsesort to credit in order to maintain its invest-
menta at the hihest level attained during the export boom., In such a
situation credit expansion compensates both for the decline in demand
due tc the fall in experts and the fall in savings. Low savings coe-
fficient in turn can be attributed to two factors, firstly, it cones
sbout by shortcomings in the social structure, that is, the average oer
capita income is low, tha income distribution is regressive and the
prevailing patterns of zonsumption of the upper classes are unfavourable;
and secondly, it may be due to the structure of production and imports,
In the latter caée the structure of the economy is unable to supply it-

self with an adequate supply cf capital goods, in fact, a domestic



capital producing sector may most likely be non existent.

This existing situaticn means that the marginal increase in
‘foreign exchange acquired during a down-swing in exports is mainly
absorbed by increases in the purchasing of raw material and fuel imports
which are essential for the smooth running of the manufacturing sector,

Now 'if a policy of compensatory credit financing is pursued
within such 2n economy, we can identify, three independent price rises,
and these in turn usually leads to a redistribution of income in favour
of the well-to-do classes of socilety.

First, thers is a price increase which is brought about by the
policies &f import substitution pursued by government in crder to restore
an existing external disequilibrium. However, as a result of the policies

being pursued in such a case higher import and output prices are likely
to prevail.

Seeondly, a genefal increase in the price level can be iih5£i;tcd
by the high price of agricultural products and this #s due in the gain
to drastic falls in productivity, induced by an antiguated land tenurs
system, in additicn te higher iﬁput prices caused by the higher coszts
of imported capltal goods, fertilizers, etc. In many cases the increase
in the price of agricultural products is initiatsd by very high wage
rates paid to werkers in other sectors of the economy, that is , becauss

of the demonstration effect workers in agriculture may demand higher

wages wrthout a corresponding increase in their productivity.

The third factor that may be responsible for the tise in prices,
is an increase in the rates of taxes end duties. The purpose of such
increases will then be to channel surplus import demand into the domestic

market thus influencing aggresgate consumption because of the nature of the



economy. Thenet effect of all these factors then, that s, the increase
in prices and compensatory increase in wages and salaries, is a substantial

.increage in the overall price level,

One may then ask what is the roles of monetary policy is such

a situation, In the context of structural inflation the role of monetary
policy canncot' be any other than passive, simply beéausa inflation came
about as a result of an inadequate or unsuccessful policy of rectlifying
the structural flaws in the economy. The most lilkely solution to the
problen of structural inflation in an economy such as Jamaice necessitates
a great deal of short term sacrifices.

‘As such these sacrifices entails programme which have as their
objective ccontinuous changes in the economic structure and this means
not only consumption and production but also social. In such a cantext,
then, any moretary policy initiated by the Government must lead to
stability without being a‘hindrance to economic growth, From the preceding
statemtn, it then becomes obvious that the objective of structural
change is twefold, firstly, it allows the rate of development to exceed the
limit imposed by exports and seéondly, it allows the economy to utilize
its resources fully without being adversely affected by the internstional
econony «
SUMMARY

From the preceding asnalysis we see that structural change
can only be initilated if greater emphasis is placed on savings cresation,
In cases where the preportion of savings is high, then most likely than
not there will be a high volume of Lereizd emchange as a consequence of
booms exports, Providing that adequate policies of structural of
structural transformation is pursued by the Government, then such

export earnings can be used during periods of slumps. In such & context



.. the government can finance its investments by borrowing rather than

through credit expansion. By definition then the changes in the savings
coefficients that must toke place entails changes in the structure of

production and imports in addition to changes in the social struoture,

Bub this in turn would involve the redistribution of income
and & changs in the patterns of consumption in conjunction to eitier the
domeatic production of capital goods or easy access to caplital zoods pro-
duced outside the economy. Import substitution policies must be planned
in advance and executed rationally, with compensating changes in tariff
and texes %o prevent higher prices. If either the reducible margin of
imports o® savings pctential is inadequate then resort have to be made

to internaticnal organizations to eliminate the savings gap.

Finally, the output elasticity of agriculture has to be raised
through land reform, mainly by changing the land tenure system, but alse
through productivity increases that would make it possible to absorb

higher input prices.

Let us now proceed tc¢ our examination of the evidence of in=~

flation in Janaica over the pericd 1959 to 1972.

TRENDS IN THE CONSUMPTICN PATTERNS OF JAMATCAN HOUSEHOLDS

As indicated by the figures in Table I below there has been
significant changes in the consumption pattern of Jamaican households
since 1939. In this respect figures obtained from the working class
budget survey of 1939 indicated that expenditures on food accounted for
52.63%1 of total household expenditure whereas expénditure on fuel and
¢leening, clothin, rent and other expenditure accounted for 7.897%, 10.527,

18.42¢ and 10.54% of total Household expenditure respectively.,



The cessation of hostilities in 1945 did not seem %o have
caused significant changes in the aggregate ezpenditure on foods by
Jamaican households, in fact, the proportion of total expenditure
allocated to this category decreased marginally from 52.63 in 1939 to
52.097 in 1954 a fall of 0,547, However, in the case of clothing and
rent there océufad significant decreases in the consumption of those
items. In conjunction to the above changes, a rapid increase was also
perceived in the expenditure on miscellaneous items purchased by the
sample of Households chosen in the 1954 Budget Survey.

The significant changes in the consumption patterns of
Jamaican Households that did occur between the period 1939 and 135L can
be attributed to two major factors, Firstly, i1t may have been due to the
accumulation of purchasing power of Jamaican households over the war |
years, Thus at the end of the war the increased purchasing power of
Jamaicans allowed then to.purchase increased quantities and differsnt
varietiss of goods and services, BSecondly, the increase in the consump-
tion of certain items was also encouraged by the greater availability
of new cormmodities brought about by the switching of the productive
capacity of the metropolitan econcmics frem war production to the produc-

tion of consumer goods both for their home markets and for exports,

The resumption of hostilitiss during the Korean War hej an
adverse effect on world prices foor this conflict again caused a shif't
in the productive capacity of the developed economies to the production
of suppliss for the war effort. Be as it may by 1960 theres occurred
a significant fall in the proportion of Household expenditure that
Jamaica allocated to food., This tendency was also evident in the con-

sumption of fuel and cleaning but there was a marginal increase in the



proportion of household expenditure that was allocated to clothing and
'-rent.

' TABLE I

SHARES OR VARIOUS CCMMODITY GROUPS IN JAMAICA HOUSEHOLD BUDGSTS

1935-1965  KINGSTON

1239 1954 1958 1965

52.63 52.09 48.46 47.55
Fuel & Clzaning 7.89 7.59 5.97 3.82
Clothing 10.52 6.96 $.70 8.81
Rent 18.42 12.20 12,72 12.36
A1l Others ' 10.54 20.16 2314 27.46
TOTAL 100.00 100.C0  1C0.CO 100.00

Note: Up to 1956 Household Budget Surveys were undertaken for
Kingston alone. Because of this we did not conatruct a
tahle showing expenditure shares in other parts of
Jamaic:a.

Several reasons had been adduced #o far the fall in tihe expen-
diture on the zbove commcdities between 1954 and 1360, the most interest-
ing cf these being the availability of imported foodstuff and an in-
crease usuage of food preserving facilities. T¢ many econombsts this
major shift from the consumption of necessities such as food and cloth-
ing to luxuries such as foreign travel is not unexpected for over a
century ago e German econcmiat by the name of Brust Engel in a study
of Belgium werking class households postulated and tested the hypothesis
that working class households tend to consume less necessities and more
luxuries as their real incomes increase, It is this hypothesis that we
now call Engsl's law. Incidentally, various tests aa to the validity

of variocus functional forms of the Engel curve has been undertaken by



Dr. Taylor, the speaker and many other economists in the case of Jamaica,
In the period after 1960, the Jamaican economy experienced
'répid economic growth and a concommitant of this was a rapid increase
in the share in net factor incomes that accrued to Jamaican households,
This increase is net factor incomes (mainly wages and salaries) that
went to houaeholds, caused further recellocation of expenditures in the
budget of most households. In fact, these changes were very pronounced

in the Household Budget Survey of 1964.

'In order to investigate the movements in domestic consumer prices
both inter-temporarally and spatially we decided to utilise the exist-
ing data on con sumer price indices as published by the Department of
Statistics., These indicea pertained to both Rural and Urban Jamaica, -
Initially we thought of using annusl date in this exercise, however,
because we felt that a high degree of aggregation bias is likely to
exist in annual data we resorted to the use of the quarterly data
series,

Our analysis was then undertaken over the two time periods which
we f'elt would capture most aflequately the significant changes in prices
that had occured both in the pre 1967 and post 1967 devaluation period,
The first ped od extends from the lst quarter 19539 to the 4th quarter
1967 and then to the 4th quarter 1972, The next step in our analysis
was to calculate growth rates for each of the major commodity groupin.:s
included in the consumer price index using both the linear and geonc-

tric trend spproach. The results obtained are given in Table A¥,

: /the
As indicated by the figures given in/Table the rate of growth

of 411 Item Price Index for Kingston over the period 1st quarter 1959
to the 4th quarter 1972 was much more rapid than was expected averaging

* See Appendix R



0.97 per cent per quarter, That this rapid increase was not due to an
.. increcse in the wage rates by aggressive trade union bargaining is
GVAdent from the fact that thu rate of growth of the wage index was
significantly lower than that of the All Item Urban Index being 0.74

per cent per guarter, This is shown on Table A.

While it is felt in some quarters that the rapid increase in
prices in an inflationary situation is dampened by an increase in imports,
this does not seem te bs the gase in Jamalos, instead we feel that the
rapid increase in the rate of imports as indicated by a growth rate in
the quarterly import index of 0,98 may have been respensible for a
large prop;rtion of the domestic price increases,

Turning now to the components of the All Item price index
in the Urban Aree {KMA) we see that there was a great deel of variations
in those components. In this context it is interesting to note that L..
rate of growith per quarter of the variocus components of the All Item

Index were as follows:-

Food & Drink - 0.9%
Housing 0.93y
Household Furnishing 0.507
Clothing 0.7%
Personal Expenses 1.53%
Transportation 1.9%

Locking at the coefficients of variation the greatest fluctuation seem
to have occured in clothing (.019) followed by Housing {.015), food
(.0) and fuel (0.14) respectively).

In respect of the subperiod analysis of the Urban Price
Index, our estimates of growth rates indicated that the prices of all
of the components of the All Item Index gr-w at a much rapid rate for
the period 4th gquarter 1967 to 4th quarter 1972 as compared to the



growth of prices for the period lst quarter 1959 to 3rd quarter 1967,

In this context we see that while the price of food and drink in
Kingston roae by only 0.57 per quarter between lat quarter 1959 and 3rd
quarter 1967, the growth rate more than doubled between the 4th quarter
of 1967 and the 4th guarter of 1972. In the later period the growth rate
of food increased by approximetely 1.95: per quarter. This tendency to-
wards a two to fourfold increase in the rate of growth of prices as be-
tween the both beriods was also evident in the case of Fuel ard ilousin,,
In the case of Personal Expenses and Clothing the increases were nct as

significant varying from 1.257 to 1.3 and 554 to 1007 raSpectiyoly.

A notable exception to this pattern however, was the price of
household furnishing whose growth rate actuelly fell from 1.60¢7 in the
first period to 0.8% in the past 1967 period.

To a large extent the results obtained for food, fuel and

Housing wes not unexpected seeing that a high proportion of thess commo~
dities were imported and Jamaica had changed her foreign exchange rates
by the devaluation cf 1967. The most plausible explanation for the trend
in Household Furnishing sesem to be the fact that the various governments
of Jamaica had been pursuing vigorous policies of industrialization since
the early 1950's, and it was precisely industries such as those prodlucing
household furnishings which were mainly rurturcd. The net effect of these
policies then seemed be an increase in the supply of those commodities

on the domestic market and a subsequent lowering of prices.

TRENDS IN RURAL FRICES

The pattern of high rates of growth for food and clothing
that was evident in Kingaton also seemed to have persisted in Rursl aress
This is shown by the figures on Table A*, In this context, it is
intereating to note that while the retail price index for food anl fuel
in Kingsaton area sgrew at the rate of 0.98? and 0,37, for Rural areas tie
rates of growth were 1.7/ and 0.927 respectively. One can very well
understand the rapid rate of growth in the prices of fuel in Rural rrecr,
in that it could have been due to rapid increase in the cost of transmorto~-

tion, However, in the case of food we felt inasmuch as Jamaica was



predominantly agricultural a large proportion of households would supply

.- themselves with a large. part of the food they consume, In such a case the
imﬁact of any increases in the prices of imported food items ought not

be felt by these houssholds. That this was not the case seem to indicate

that the Rural consumer in Jamsica had just as sophisticated a taste

pattern as his Urban counterpart,
L%

Looking at the other components of the All Item Rural price
index we see that the rate of growth of clothing was 0.90% as compared
to O.TEg in the Kingston Area. For housing and household furnisuiug the
growth rates were 0.71 and 0.65 respectively. In fact what we see is
that for almost a1l commodity groups, except fusl and perscnal ex;znses,
the rural growth rates were higher than those in Kingston. In the case
of the A1l Ttem Hural index the rate of growth was {by definition) alas
higher than in Kingston being 1.0l per month as compared to 0.9%’ in

the latter location. *

If we look at the various coefficients of variation it will
be observed that the commodity group"fueluexperienced the greatest fluctua-
tion being followed by"clothing"and"personal"expenses both having coeffi-
cients of variation of .0l4%. An examination of the coefficient of
verietion for the different commodities over the subgeriods again indiczted
that the prices of non-durables suca as food were rather more stable than

those of durables for <¢xample, k.ucing.

Comparing the variations in all commodity grouping over the
period of analysis we can only conclude that their persistent variation
may be nothing more than a reflection of the inherent instability of tie
Jamaican econcmie structure and social system, In terms of the intra-
period growth rates our calculations indicated that, the rates of zrowth

for the A1l Ttem price index and its components were consistently louer



in the pre 1967 devaluatics period. Thus we see that while for the
pgriod 1st quarter 1959 to 3rd quarter 1367, the rates, of growth of
food, fuel, clothing, housing and household furnishing were 014, ,002,
016, .017, and ,008 respectively, in the period 4th quarter 1967 to
Lth quarter 1972, the rates of growth were 2.03, 1.77, 0.81, 1.19,1.74

and 1.28 respéctively.

So far our analysis of the trends in consumer prices in
Jamaica was based on deta obtained from the varicus household budget
aurveys undertaken by the Department of Statistics. To a large extent
the weight used and hence the resulta obtained were largely determined
by the pric;s of the various commodities which were included in the
representative "basket of goods" selected by the Department of Statistics
&s being representative of the items chosen bty an average Jamaican

household.

An apparent shortceoming of this approach stems from tie fact
that in Jamaica, the practice has bezn to select the representative
household, from the lower income strata of the Jamaica sceciety, Ta o1l
intent this practice mey had been vzlid in the pre-1$50 period when in~
comes in the Jamaican society was more evenly distributed and people's
tastes were not as sophisticated as it was over our period of analysis,
Of course the argument is usually put farth that in .s-much as house-
holds of the lower income groups forms the bulk of consumers in Jameica,
any index derived from commodities purchased by these households must be
truly representative. Thers is some merit in this argument, but the
mejor factor that mitigates against its wholesale acceptance is the
fact that this type of consumer (lower income) mey indulge in forms of

expenditure whichk may be mainly associated woth pecple of higher income



groups. To the extent that the latter type of consumer dc not provide
. information on this form of expenditure to the enumerator e particular
type of commodity may be given e very low weight in the constructed
price index,
Thus =& major limitation of the consumer price indices seens to
be in its exeription of certein categories of consumers notably, consimers
of high income sroups, Of course ~ possible solution to the problem
lies in the inclusion of middls and upper income households in the in-
dices., However, the undertaking of such an exercise is fairly expensive
as it may nscessitate the includion of large number of households in
the sample‘chosen. An additional factor that is likely to cxerbate the
problem is the fact that higher income households arsz often reluctant
to provide informotion to esnumerztors on thelr income and expenditure.

A possible sclution to the problems enumerated above is to
attach certnin income tax concessions and/or penalties to persons who
provide/or do nct provide the relevant information to the Department of
Statistics.

THE ACTUAL & EXPRCTED RATES 0F INFLATION

Notwithstandinz the cpparent shortcoming of both dural
and Urben consumer price indices we utilised them for the compufation
of actual and expected rates of inflation over the period January 1,
1959 to December 31, 1972.

Before applying the various models to the data, it nmay
be wise to help the readers understanding by defining the terms " hi:h
pricos enl tho ratc of inflaticn" As used in this poper the term "bi h
prices" simply means the highest level of prices that was attained at

some given point in time. On the othir hand the term "rate of inflation"

indicates a sustained increase in the general level of prices, From



our brief definition of these two concepts, it is easy to se: tggtra
rate

_ high price level is analgous to a stock concept whereas/inflation is
skin to a flow.

To a large extent the ratas of inflcotion that we estimated wereéii'
determined by the assumptions made. In the case of the actual ratalof_
inflation, we simply assumed.that the rate of price incresases in'a;giveﬁ'
period was determined solely by prices in the preceding period. For the
czlculation of the expected rate of inflation we made the assumption thatr
Jamaican consumers had some notien of what future price incresses would
be and their igeas sbout future price increases was derived from thelr

past experiences about price increase.

While the essumptions of the price increass were easily - .
incorporeted in the ampsrical madel umed in the estimation of tuw qctuﬁl
rates of inflation this was not the case for the expectational mo&el,and',
the resson for this is easy to see, In the latter model, it is dpparent_'
that the expected rate of incremsse in prices was not an observable .
variable hence we resorted to the use of a proxy variable introduced in S‘

the literature on inflation by an American economist by the name of.Cagan.'

Cagan in his socinal work on hyper-inflation assumed that the.
expected rate of chenge in prices is revised per periocd of time in pro-
portion to the difference between the actual rate of change in prices
and the rate of change that was expected. 'This relstionship between the

expected rate of change in prices and actual price he expressed as

Ey = (1-e70C)/ B c° é-___ @ B/p). o xce o
PN - | x , t> 0 rvwhere T ths horin o ia

assumed to be settled in some period in the past, which allows us to

agsume that the expected rate of increase in price was equal to zero, Ce

is interpreted as the cosfficient of expectation end is the constraint

of proportionality in the basic assumption. Basically, the value of the

coefficient of expectation tells usg the speed with which expectatlon _

adjust to chenges in the actual rate of incresses in prices.

From this one can infer that the higher the coefficient -
of expectation the higher is the proportion of current prices considered

in the expectation formed by the economic asgents. It is customary when
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1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1963
1970
1971
1972

TABLE 2

EXPECTED RATE OF INCREASE IN FRICES KINGSTON 1959 -
72 JAMAICA COEFFICIENT OF EXPECTATION 1959-70

1.0 1.2 g L6

EXPECTED RATE OF CHANGE IN PRICES

28,251,237 o2k

285 .276  .269 " ,263
18, .53 133 119
-.072 = LO7h =.075 - .075 .
197 185 .76 A7
.5BL .538 506 7 483
081 .069  .060 05
202 .189 180 © 173
290 .259 W23 W23

b 11625 1.117 - .769 = 0527 - v355 “e 231
3.27% 2.503 1,98 1.623 1,363 1.173

569 L5068  JAGL 429

1.63% 1.377 1.219 1.115 1.042 -1,039

%ﬁiﬁGgFIN 0.2 Ou 0.6 0.8
PRICES
.255 382 .36k .33 .291
.22 389 .337  .31h .298
.076 97% 498 .320 233
.076 . .156 -.027 - .058 - .068
.151 547 332 254 .218
.03 1.560 .989 769 633
-035 388 .87 131 A0
150 792 .389 272,226
241 1.566 761 476 351
A76 - 3,271 -2.366
509 6,211 L.461
315 2,660 1.205 833 666
805  3.470 2.132
645 3.903 2.067

1.467 1.182 1.021 919 551 1.541



forming the exunctatlon to utilise l/Ce pericds, however, in general tha
coefficient of expectatlon must not exceed 10 for at that value tle etpccted
"rate of change in price is equal to the actual rate of charge in prices. '
Y Becmuse we feel that prices in the Rural Areas is to a lerger
extent determined by urban prices our analysis of the rates of inf1a i6n
was based solely on data from the Urban Price Index -A3 the results inﬂiﬂatel-
the actusl rats of inflation fluctuated widely over the period 1959 to
1972, However: the period between 1960 nnd 1966 showed a marked decline
in the inflationary spiral reaching an all time low of 0.035 points per
month for 1965, Our figures alsc indicated that while there was a sha 1D
increase in the rate of inflation between 1966 and 1967 (from 0.150 to
0.241 points per month) the rate of increase almest halved by 1968. A
possible explanation for this series of events was that while there was an
instantanecus 4increase in tha general price laevel brought about by the
devaluation of 1967, the importation of goods and services that were
purchased before devaluation caused a fall in the price level in 1968, How—_,'
ever, by 1969 the full brunt of the impact of the price increases brougﬁt
about by the devaluation seemed to had been absorbed by the Jameicen
economy. The net effect of, this being a sharp increese in price level
(15.09 points per month) in 1969. In 1970 the rate of inflation fell
again, however, by 1971, it rose to an all time high of 0,805 points per
month, In 1972 therewas a slight fall in the price level from its peak of

0.805 to 0.645 pcints per month, -
/extent
To a large/the fall in the rate of inflation in tie sost 1908

period may had been due to an increasgse in the productivity of labour and
to the fiscal and monetary initiatives undertaken by the preceding overn~
ment. The relative impact of these factors were examined in a subseaient

section.

So far we had said very little asbout the expected rates of in-
flation, looking at the results obtained on Table 12it is not difficult
to see why. As will be observed on Tablel? there existed different valucs
of expected rates of inflation for each of the cre°ficient of adjustment
chosensn, hence it was difficult to ascertain which was the most appropriate
rate of inflation for the given period, To surmount the problem of deter-
mining the optimal ratc of ififlation wc rcsorted to both economic -

theory and econometrics.




i
According to economic theory pecplc move from cash into roal *
assets during periods of rapid inflation, what wc did then was to[regrcss'f

the dependent variable real cash balance on the rates of inflation

associated with the different coefficients of expectatlon, we then- choso_;

as being optimal, that coefficioent of variation (and henoe rates of in= . .
(‘ -
flation) that gave the highest coefficient determinations or ‘e L

STATISTICAL RSSUITS

In order to sce the correlation between the expected rate of
inflation and real per unit of output we utilized the following fuctional
i h 1 - =2 E4b
relationship L/po -

€

Basicaelly the above equation indicates that the demand for resl cash
balances per unit of output is a function of the expected rate of change
of prices per month, By a further process of lineraization derived by
taking log transforms, we obtained the intercept terms 'a' and the slope
coefficient 'b' that is, log M/Po =-aE+b

#hile we had hoped to utilise an overall monthly model, the
unavailability of monthly GNP series ceused us to revert tec en annual
model, farthermore because we felt that the different interpretation .of
money stock will lead to different resulta we regressed our three defini-
tion of money StOCkl on the expected rates of inflation. The three best
results in terms of low standard errors %gd/h mere chosen for each
variant of money stock and for different values of the adjustment co=

efficient for reasl cash balances.

Neturally, in order to investigate whether or not the co-
efficient of adjustment shifted over time it would be necessary to in-
vestigate the movement between the rate of inflation and real cash be-
lances in sub-periods. However, becamse we had to resort to the use
of annual data, the limited nurber of data points we had our disposal

prevented such an approach.

As indicated by our results on Table3 the first varient of
real cash balances when regressed on the various expected rates of in-
. . 2
fletion did not give a good fit as indicated by the low R and high



TABLE. 3

Results simple regressions of the logarithn of the value of the money steck per unit of output (1/Po)

or the expected rate of iaflstion (E)

Money Stock Regrzssion E-uation R Sq o7, f./;:t}:]thzj rggpec &
to E
(M/P,) T .
Bm 0.2 (M/P_) = 2.087 =~ 0.324 E 0.582 0% 0.7 +457
1 (.131)
(B ~(1.k)  (/Po), = 2157 - 0135 3 0472 A RS A +499
(B= {1.6) (3/Po)y = 2.48 01306 D 0.531 Al 0,514 AL
(.063)
M/Po) IT (M/Po)yy = 2.042 - 0.928 E 0.910 102 1442 + R.337
(B =0.2) .
210
(B=1.6) . (M/Po)pr - 1 g3, - 8.551)E
(.145) 0,704 65 1425 +.750
M/Po) TTT  (W/Po)ryp = 1.504 - 997 E .832 A6L 1,747 + 2.406
(.192)
EB.'_' 0.2)
B-1.2 M/P = 1.413 - 0,364 E
) (WPo)rry = (1t) -590 +235  1.190 + 756
(B= 1.6) (M/Po)III = 1.239 - ?.iég)z 582 236 1342 . 72

Mean value of C.E. = 0.2 1.2 1.4 1.6
Expected rate of inflation 1.409 ,392 .36k .399
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degree of seriel correlation, For example with a coefficient of‘adjust-

‘ment of Q.2 the valus of tha coefficlent of the explanatory variable X

was, statistically significant at the 107 level, but when we increase

the coefficient of adjustment it led to a further decrease in the explansa-
tory power of the various equations, that is , an increase in the
coefficient of adjustment to 1.2 and 1.6 led to e fall in the explanatory
power of the esquations frem 0.531 to 0.472 respectively.

That there existed a poor/?%g_between real cash bslance and the
expected rate of inflation 1s not too/reasonable when we¢ conasider.that the
coefficient of adjustment that we chosa may have been significantly
different from the true coe-efficient of expectation, cn the other hand the
variation may have been due to the fact that there were other variablos

not included in our medel which affected the demand for real cash balsnccs.
Naturally the next step in our mnalysis should have besn to investigate
whether or not the coefficient of adjustments did shift over time. But .
because such an &Xoroise entail the use of sub-pericd analysis and further
more because wWe had used annual data for our anelysis the splititing of the
data services into two seperate perts given the limited data points would

have led to spuriocus results.

Seeing that the preceding results were unsatisfactory we then
proceeded to use our more expansive variant of real cash balance; that is,
MS IT. The results obtained from fitting this variant of real cash
balance on the various expected rates of infalticn were the best. For
example, utilising o coefficient of expectation of 0.2 the expected rate
of inflation in our estimated equation explain 91« of the variation in the

real cash balances.

The high explanatory power of the equation was also evident
when larger coefficients of adjustments are utilised, when we increcse
the coefficient of adjustment from 0.2 to 1.2 and 1.6 then our estimatel
ecuation explains 68.4 and 74 .4 respectively of the variation in the
real cash balances, In the case of our third variant of real balances
the use of a coefficient of adjustment of 0.2 also gives a good fit as in-.
dicated by the high values of R2 and Durbin Watson 'd' statisties, hovever,

- 1.The difforent veriants of noney stock were defined cgie

M o Qnsh with the rublic + Aenand deposit; M2 = ML + Tine deposits
3 = L2 + Bavings Tuposits,



the explanstory power of the equations fall as the coefficient of adjusthent
is increased to 1.2 and 1.6. When the coefficient of adjustment is 1.2

" the e stimated equation only explain 59.07 of the variation in real cash
balance however when the adjustment coefficient is incressed to 1,6,the
explanatory power of the equation correspondingly decreased to 58,27, : 8o
far what our statistical anelysis seem to indicate is that with n coefficient
of adjustment of 0.2 there is a significant shift from cash toc real '~

assets by Jamaican households.

Pursulng this area of analysis we took a detailed look at .the ' -
elasticity of demand for real oash balances per unit of output, -From 'ir
rosults on Table we see that for the Jamalcan economy over the'pariod
1959 to 1972 the demand for real cash balances per unit of output with
respect to the expected rate of inflaticn was igelastio, Demand was in-
elastic in the sense that a small increase in the expected rate of in-
flation led to a more than proportionate increase in the flight from cash,

The figures on Table J also indicated that the elasticity
of demand for real cash balances per unit of output for the best fitting
value MS I waa 0.,457. It 13 also interesting to note that for M3 II aad
MS IIT mean expected rates of inflation of 1.409 and .399 points per
month gave elasticity of demand for real cash balances per unit of oﬁtput-
of 2,337, .750, 2.406 and .721 respectively. A comparison of the
elasticity of M/PO IIT with respect to the expected rate of inflation of
0.2 with those obteined in other countries seems to indicate that cur
results /7°r3¢st1y different. In this context we see that while the
elasticity we obtained had a2 value of 2.406 Brunner and Meltzer in o atudr
of inflation in South Kcrean and Brazil also cbtained elasticities which
were less than one. A possible explanation for the apparent divergence of
the Jamaican result is the fact that this econcmy still has a large sub-
sistence section. The elaaticities given above really tells that in the
case of MI an increase in the expected rate of inflation from a mean
value of 1l.4s? per month to 2.8¢ per month would lead to a fell in the level . .
of real cash balances by approximately 46, 7

Extending this interpretation to M/pUII we see that an in-
crease in the rate of inflation from .39 to .7&% would lead to a decrease
in the level of real reserves from 2,87 to 4.87. It has been shown by
Cagan that it is possible in a situation of hyper-inflation for there to



t shift from holding cash to holding real assets. In auch &

. condition for the
context thq4$?f1atlonary spiral to be self zenerating is for the ;-

product o two parameters 1g' and 'b' to be greater than one (end

a signific

here we may recall that 'a' in the coefficient of expectation znd *b!

the coefficient of the expected rate of inflation), Following Cagan we
undertook a test to see whether or not the necessary conditions for hyner—
inflation were'satisfied in Jamaica over the period 1959 to 1972, MNulti=-
plying the coefficients 'a' and 'b' for each of the three equatiohq chosen -
as being the best fitting for all the variants of reel balance, we see
that in each case the product obtained was lass than one, It woulé.ﬁeem
then that the necessary conditions for hyper-inflation did not exist in
Jamaica over the period 1959 to 1972.

AGGREGATE SUPPLY & DEMAND FACTORS & THE RATE OF JAMATICAN INFLATION = -

Budzetary deficits, large wage increases derived by effecfivé
Trade Unions bargaining, external price increases reflected in the cost
of raw materials inputs and food stuffs were all cited as major sources
of inflation; we shall new try to examine the role of each of these '
factors. However, in order to do this as effectively as possible we
shall lsolate the major influences con aggregate demand and the response c¢f
aggregate supplies separately, The impact of aziregate demand for
domestic products through the qfvernment %rivate and foreign sectors ias
been investigated by Jefferson and Palmer f;r the period up tec 1968 hovw-
ever such an investigation has not been undertaken for the post 1968
peried. From these studies it is apparent that changes in the Govern~
ment expenditure, in the growth of bank credit and in the volume of
current receipts of export earnings all offect aggregate demand for
domestic products not only directly but through the multipler, Howevér,
the size of the multiplier is largely determined by the leakages from’
the new income stream into taxes, savings and imports. Jefferson assumes
that imports was the most important leakage in the Jamaican economy up -
to 1968. 1In this context he estimated the marginal propensity to import,
government investment, exports and personal consumption expenditure to be
0.15, 0.60, 0.45 and 0.25 respectively. Thus his finding seem to in~-
dicate that the quantitative and qualitative restrictions of imports and

foreign exchange control imposed by the Jamaican government up to the end



neme
f

of 1968 was not effective in preventing the leakage overseas,

However, by the end of the 19605 another form of leakage'in—-

créased in its importance, this was the leakage into government téxéa:of'
all forms. One form of leakage that did not seem to be important{6¥a¥

the period 1959 to 1972 was the leakage into savings and this situation may
had been due to the low levels and mal-distribution of income in Jadalca
over this period. Nevertheless in order to gauge the magnitude of the
various forms of leakages in the Jamaican economy we calculated tre ==arginal
propensities to import, to draw funds in government revenue ani ﬁo save ;
that &8s (1-D) for all sactors of the Jamaican economy over the peris?
1959 to 1972. The results obtained were given on Table L4 below. -

As indicated by our estimates the marginal leskages (B-2} with-

in the Jamaican economy approximated 0,85 which of course meant that the
marginal propensity tc spend locally was approximately 0,15, _

Our results indicated that for the fourteen years covared-by-
our analysis, Government finance accounted for approximately 36, the
banking sector 45 and the foreign sector 487 respectively of estimated
impact on aggregate demand through the three secters. These values were
indicated on Table 5. To a large extent the inflationary impact of the
foreign sector may be attributed to the inflwx of foreign capital in tie
early 1960s the devaluation of l9§7 and the ropid increase in the domestic
price levels of our traditional trading partners, (U.X., U.S.A, and
Canada).

As indicated by the figures on fable 4 goverrment deficit
financing also created a great impact on domestic price levels,
rising from an all time low of 2,21 in 1963 to 14.90 in 1964. Hewever,
by 1971 it had reached an all time high of 70.56, What is alsoc note-
worthy about our reswults is that it indicated that in association with
an expansion on Government's expenditure therz was a corresponding in-

crease in extension of credit by the banking sector.

Miller in & study of Commercial Banks in Jamaica showed taat &
substantial shars in the loans granted by these banks did not po to the
sectors which could have contributed most to domestic production but to
indigeneous importers. In this context he showed that between 1961 and
1969 approximately 26,27 of total credit granted by these banks



T B B L E 4

LJAMAICA: CHANGES IIT GOVERNMENT EXPENDITURES &' TAX RECEIPT CREDIT EXTEN=-
TIONS & VOLUNTARY SAVINGS MOBILIZED BY THZ BANKS,CUTRENT RIECEIPT FROM
EXPENDITURE ABROAD & GROSS NATIONAL PRODUCT

1960-1972
YEAR B T BC S X M Y 1-p
1960 5.8 4.6 9.4 106 36.8  17.7  3h.2 .96
1961 8.7 8.7 6.4 3.6 122 -4.2 309 2%
1962 7.1 L.2 - L3 2.4 7.7 8.,  21.5 .7
1963 1.5 2.6 - 6.2 8.3 20.8 1.8 33.3 .38
1964 4.6 12.6 26.8 11.2 14.0  45.%6 L8.7 1, 53
1965 9.0 12,1 2.0 14,0 19 .2 - .2 L8.4 53
1966 15.9 T 6.9 9.2 5.8 45, 6 27 o 55.3 .72
1367 17.5 11.9 20,6 1l.h 9.7 18.8 52,6 .80
1968 17.5 24..8. 1.9 17.2 35 .9 67.8 76.3 1.k
1969 26.5 32.9 52.3  25.4 Lk 42.9 9.5 1.07
1970 49.3 15.8 51.7 15.1 25.5 4.5 99.9 1.05
1971 T 28.1 . 36,2 24,0 63.8 22.0 73.9 1.00
1972 284 37.1 9%.5 28.3 30.1 33,5 108.,2 91

Source: Government of Jamaica, Departpent of
Ststistics, National Income & Products

Various issues



1 2 3 i 5

- Year Government Bank Blance Change in Grdas¥?! h
. Finance Credit of Payment National Product -
1960 5. 99 9.15 40,09 B2
1961 8. 66 6,93 15.11 30.9
1962 \ 7. 59 = 5.49 17.54 21.5 ,'

19635 - 2. 21 - B8.87 21 1k 333
196k . 90 29.50 8.26 8.7
1965 8. 40 25,70 22,61 484
1966 17. 46 9.78 48,69 55.3
1967 18, b 26.88 8.02 52.6
1968 16.. 12 - .86 30,01 76.3
1969 25. 24 56 .90 INNTR %5
1970 55. i 58.08 16.58 9949
1971 ~70. 56 38,25 71.07 78.9
1972 26. 72 106,04 29.37 108.2
TOTALS  277. L3 351.99 375.98 - 777.7
4 (35. 67) (45.26) (48.34)

Source : PFigures deviced from Table 2

'



T ABLZE 6

*,_© JAMATCA: IMPORTS, EXPORTS & MOVEMENTS IN RESERVE 1959-1972;".'.;;35{_"
Y (3o § wrrION) BAL‘NCBRESER:’BS
rporps  TOTAL ) BB on vIs- AT END OF
- YEAR cif EXPORTS %};géf.o.b.) PORTS %EDE » m ey
1959  137.3 ' 92.2  90.5 1.7 5L 624
1960  155.0 113.4  111. 6 1.8 ~24.8 62,6
1961 150, 8 123.1 121, 3 1.9 -27.7 65,2
1962 159. 2  129.7 12 5 5.2 29.5 - 664
1963 161, 0  14.0 140, 4 3.8 -16.8 ',,"84.8 o |
1964 206.'6 | 154..6 151. 2 3. -52.0 834
1965  206. 4  153.0. 149. 8 3.2 534 806 T
1966 233. 8 196.2 193. 6 2.6 -37.6 _60.0
1967 252, 6 196.8 194, 2 2.6 -55.86 “6?.8 |
1968 320. 4 2071 203. 5 3.6 13,5 160.6
1969 363, 3 243.7 238, 0 5.7 -119.6 - 98.2’ B
1970 437.8 2831 277. 7 5.4 A5,.7  116.0 0
1970 459. 7  283.9  276. 4 7.5 -175.8 1374
1972 483.2  300.3  292. 6

7-? "'192 -9 11708

Source : Jamasica Department of Statistics

(i) Ixternal _ Trade of Jamaica
(11) Balance of Payment Report

Various Issues



JAMATCA: REAL GROSS AGGREGATE & FER CAPITA PRODUCT 1959-72 (Ja§ MILLION) %

oW

YEAR

1959
1960
1361
1962
1963
1964
1965
1966
1967
1568
1969
1970
1971
1972

TABLE 7

Grosa National

Product at Factar
Cost (1967=Price)

469,
495,
509,
522,
540,
584,
627.
645,
671.

5
8
b
0
3
9
6

2
2

699 o4

.
798,
836.
897.

1
7
3
9

Source:

Changes in PerCapitza Groas

Real Groas
National !
Product

5.3
2.7
2.
3o
7.6
6.8
2.9
3.6
*4.0
5.6
7.2
4.5
6.9

Department of
National Inconm

Varicus issuea

Product af Con-

stant 1967 Prices Capitae Product -, .

293.7
304..5
311.9
3345
318.5
336.2
351.0
352.1
357.7
378.9
401.5
427.3
439.9°
4646

Statistics
e & Product

Changes in
Real Par -

%

3,5

08'_ 7.

1.2
5.3
b2

3

—
]
Y

5.6
5.6
.0
2.9
5.3

o



went to importers, 2.1¢7 to serve government institutions, 6.1 to the
traditional export sectors and 19,1 to the manufacturing sector. To some
extent the pattern of lending of the commerciel bank may be due to the
fact'that for a substantial part of the period over which our analysis
spans thers was no substantial control over the commercial banidng systen,
in fact as leto as 1969 the Bank of Jamaica in its annual report admitted
that "monetary policy was assigned s much more positive and dynemie role
and it (the Bank of Jemaica) sought to gulde and direct the banking system
more closely than ever before", in this context it was, .. the first time
the monetaﬁy euthorities were able to make a few key decisions to " gub-
stentially influence the direction of the Economy". |

This is not to say the Bank of Jamaoca did not have the legal
authority fo exercise monetary control, however, the existing circumstances
in the Jamaican economy precluded its use., In this context it is also
important to hote that the reserve requirement as entrenched in the statate
creating of the Bank of Jamaica in 1962 was not employed as & counter-
flationary tool.

Overall then the combined forces of demand given above let to
an inflationary spiral in the Jamaicean economy. However, we ware not abtle
to gauge the reaction in respénse to the rapid increase in aggregate dewan?
because absence of indices of production. However, from the fragments of in-
formation aveilable presented in Table 6 and 7 it seemed that local pro-

duction was unable to meet the increase demand,

THE VELOCITY OF MONEY AND THE RATE OF INSSHRATION

It has been recognised that one of the major factors in-
fluencing the mte of inflation has been the velocity of money. The re-
lationship between these two variables can be,simply described as one where-
in any increases in the velocity of money lead to an aceleration in the
rate of inflation and conversely a fall in the money velocity leads to a
fall in the rate of inflation. Implicity in the preceding analyéis is the
notion that small increases in price changes will not affect the velogity
of money appreciably., .On the other hand, significant changes in the fate
of inflation can lead to significant changes on the money supply ani this
cen be messured. In a gituation of rigid increases in prices, it is rele-
tively unattractive for an individual to hold cash balances vis-a-vis

other forms of assets. However, sany switch from normal to real cash



time, However, assuming, the same situation existed and individual’
shifted to goods et the commencement of the yesar then such goodg Quln 5@’%;j
,. worth 157 more at the end of the period and in this situation the:in-" :q
‘dividual would not lose anything due to inflation. What we see then is' -

that under a situation of rising perices people will hedge aeainst‘signi-i;?'

ficant losses in thelr cash holdings by shifting to . other assets, It L
is epparent that there are factors other than those outlined above which izﬁ
affects money. velocity. In this contoxt Friedman indicated that fherar' -
exist an inverse relationship between in-come velocity, the expectedizater
of inflation and the market interest rate for bonds, the merket interest '
reates for equities, ratio of non-humen to human wealth, the pricei;evel B

LN

divided by money income, and finally consumers taste. 2o R ;z;;ﬁ

So far no one has shown whether there is a significant re=-

lationship between the velocity of money and the rate of change in prices -

in Jamaicd., This type of analysis has heen undertaken in meny countries,
for example Cagan investigated the incidence of hyper-inflation in seven
Eurcpean Countries af'ter World War I aznd during World War II, His study
centered on the relationship between the velocity of money and the
expected rate of inflntion. Cur aim hero will be to detersine
whether there was a high 2orrelation between changes in the expected rate
of inflation and changes in the velocity of money in Jamaica, Ph§ soriol

of analysis is precisely that used in the earlier part of thes stud}.

The evidence as presented &n Table 8 indicafing that thrﬂf;
the 1960 the velocity of circulation in Jemaica reached a peak in 1937
and then declined is a bit surprising and this is especielly so at tia
end of the pericd when there was persistent inflation. In the post 1967
period under a situation of rapid inflation we would expect that the
public would have moved from money into goods, implying a decline in the

',;
e e e o s - - TR mmL o emremssgiimm e oe

T T S AP & "“-f s “wﬁ%ﬁ'ﬁ'ﬂﬁ"‘*&”



1959
1960
1961
1962
- 1963
1964
1965
1966
1967
1968
1969
1970
1571
1972

Lo WYWL

38L,1 56.2
415.0 63.2
3.2 59 .4
463 .5 51.8
b9k 54..8

- B31.7 61.1
57545 62.7

- 626.6 65.6
671.2 71.0
738.6 85.1
816.0 107.8
921.7  116.8
987.7 131.4
1050.9 158.3

Sources

60.8
65.8
66.2
61.6
70.9
9.7
82.4
89.7
102.0
127.3
162.2
194.7
242,0
290.0

100,2
111.8
11.2.0
112.1
129.6
149.7
162 .4
179.5
203.2
245.8
306.0
323.3
4.24.,2
501.2

VAT WG S

6.8
6.6
7.5
8.9
9.0
8.7
9.2
9.5
9k
8.7
7.6
7.9
7.2
6.9

6.3
6.3
- 7.0
745
7.0
6.7
7.0
7.0
" 6.9
5.8
5.0
4.7
L,1
3.8

tcsues

3.8
3.7
3.9

5.1

2.2

: (1) Departmcnt of Statistics: Abstract of -
Statistics |

(2) | Benk of Jamaica Report, verious issues,

imn e b an

3.8
_-555.J

3,57
3500

33T
BTG
. 2.7 -
© 2.8

2.3



TABLE 9

X NUMBERS FOR SELECTED SERIES OF ‘MMUAL FIGURS3, 1955-1572 (1967<100)

X OF INDEX OF INDEX OF INDEX OF IND3X 0F I.7Pil CF IFDLX OF INDEX OF INDEX OF

Y MONEY REAL MONEY oo RBAL WMOTLT B RZAL MOMEY REAL

K II STOCK III OUT-PUT  STOCK VALUE QF 370K VailUE OF STOCK VALUE OF
| . PERUNIT ¥.S. I PIRRTY  ULS.II PERUNIT M.S.III
OF OUT= PLRUNIT  O& QUI—  FIRUNLIT OF 0UT=  PER UNIT

PUT QUT-FUT _ PUT QUP-PYT PUT TII  QUT-PUT
49,3 69.9 113.2 138.4 85.3 101.9 70.5 86.2
55.0 73.9 120.54 143.8 87.3 104 .3 b 88.9

55.1 75.9 110.3 126.8 85.5 98.3 72.6 B3.4

55.2 77.8 93.7 105.5 77.6 87.4 71.1 80.1 -
63.8 80.5 95.9 104.8 86.3 943 79.2 86.5
5.7 87.1 98.7 108.6 89.7 98.7 78.8 86.7
79.9 93.5 9% .4 102.9 86 .4 942 854 93.1
88.3 96.3 95.9 99.0 91.5 9.2 85.4 93.1
100.0 100.0 100.0 100.0 10C.0 100.0 100.0  100.0
121.0 104.2 ~ 115.0 108.9 119.6 1134 116.1  109.9
150.6 110.4 137.5 124..9 1k o0 130.8 136.4 123.9
159.1 119.0 138.2  119.8  160..  139.0 133.7  115.9
208.7 124..6 _  148.5 125.7 190 161.2 140.5  119.0

246,.6 133.8 166.6 137.1 170.6 14,04 148.0 121.8

the official estimates of GNP in 1967 prices.



/for
demand/money or a rise in the volocity of circulation. In a developing
cconomy such as Jamaioa, the menetizstion of the subslatence seator covld

have accounted for such a decline in velocity, But this does not seem

to ba only reason for Jamaica's deceline of income velocity.

Agother possible recason appeers to be a wide spread and in-
creaseing tendancy to hoard cash induced by the financial uncertainity
that devalopad aftar 1967. The above interpretation seems ﬁ%&%ﬁ a velid
one when we look at the figures in Table 8 for they show/after 1947 thave
was steady fall in the veloclity of income. What our analysis implies
then is that after 1967 there was a grewth in the precautiornary demand
for money (hedging towards finaneial uncertainity) which prevailed over
any tendency towerds a movipegz into goods (hedging against inflation).
Nevertheless our results/seem to indicate that money illusion remained
strong encugh tc precluded any development of hyper-inflation. Thus hoard-
ing had a stablizing effuct on the monetary aituation, thet i3, it dempon-
ed the effect of a rapidly rising money supply on the price level and money
income. Implicitly the Government cof Jamesica incrasssed taxation of ieuse-
holds was an attempt to tap the inflationary threat that was being josed

by the increased monetary hoards.

The figures of Table 9 indizated that betwsen 1959 anl 1572
the iddex of money stock was increased by over 3007, such high rate cf in-
crease was also evidenced by indices of money stock IT and nmoney stock
III which increased by over 4507 and 500 respectively. However, when we
observed the rate of growth of the index of Feal ocutput we saw that it in-
creagsed by epproximately 1507. The preceding analysis validated our
earlier findings that there head been an acceleration of cash hoerding in

the Jamaican economy between 1959 and 1972,



e

SUmRY & CONCLUSION

_ From ocur study we ware able to identify two major factors
that influenced the, rapid increase in prices that occured in Jamaica in
recent years, thesé being firstly, an all too rapid increase in the price
of imported raw materiel inputs and foodstuff and secondly, Governments
fisecal and monetary policiea,

Since 1t is the present Government's desire to contain
the high rate of inflation within reasonabls limits, ssy leas than 15 per
argium, we 'eal that 1t 1a unlikely to do a0 without -undertaking a compre-~
nenzive analysis of Lhe factors which influenced the persistent incraase
in pricea in Jamaica.

In this context while the partial analysis undertaken by
Brewster (1) Hall (L) ard Hines (6) had exonerated Trade Tnions as major
contributors to inflaticn in Jamaica, these atudies did not investigste
{exnlicitly, that ia) the extent to which price increasss hed been ine
Tluarced by administrative price changes, for exampls, high mark up on
rosnlled commoditias,

Seeing that Jamelcan households only affect the pseraistent
inoraasas in prices through their expectations as to furthar price increase,
fa {221 that Sovernment 2hould immediately umdertake an invastigation as ‘o
{te role and the role or both the foreiagn and business secters in tie in-
™ erionacy process in Jameica. It is also crucial for the fovernmant to
arenine tne tr-da off8 1t must make between its cbjeetives of low levels
~F uneuwicement, atabls prines, balunce of payment equiliarium, 1apld end

fstedazd arowth, med grentsr equality of wealth, income and opporiunity,
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APPENDIX TABLE A

FOOD & IRINK (K.M.A.)
Linear Trend

Geometric Trend

lat Qr.,1959-l+th r, 1972
77.&91 + 1.0976t

80.7814 (1,0098)"

FUEL (K.M.A.) = 1st Qr. 1959-4th Qr. 1972

Linear Trend

Geometrio Trend

HOUSING (K M.A.)
Linear Trend

Gaometric Trend

76.634L0 + 1,0622t

t
79.904.5(1.0097)

- 1lst Qr, ~4th Qr. 1972

76 2485 +0.9168¢

: t
77.7742(1.0092)

S|
c.

S.
C.

- G

HOUSEHOLD FURNISHING (K.M.A.) = 1st Qr, 1959-4th Or. 1972

ILinear Trend

Gecometrioc Trend

CLOTIONG (%.4.A.)

Linear Trend

Geometrio Trend

PERSONAL FOTFENSES (K.M.A.) - 1st Cr, 1959-4th Qr. 1972

Linear» Trend

86,909 + 0,5162%

t
87.5921(1.0050)

1st Qr. 1959-<4th Qr. 1972
79.7751 + 0.8034¢t

t
81.5929(1.0077)

6l L4505+ 140076

Se
G.

S.
c.
G.

S.
C.

S.
C.
G.

oo H <

o g ==

o o " s
L]

un

«9997
0166

0.8671
0.0144

0.98

0.9157
0.0158

0.7351
0.0137

0.97

0.8505
0.0151

0.8116
0.0143
0.92

4313
Q075

0.4158

0072

0.50
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. .t
Geometric Trend £8.9562(1,0137)

KL ITEMS (K.M.A.) - lat Qr. 1959-4th Qr.1972
Linear Trend '76.9881 + 1.0541t

L

Geometric Trend 80.0794(1 .0097)t

POOD & DRINK (K.M.A.) - 1at Qr. 1959 =3rd Qr. 1967

Linear Trend 85,7280 + 0.5423t

Geometric Trend 85.9992(1 .0057)t

POOD & DRINK (K.M.A.) =4th Qr. 1967-4th Qr. 1972

Linear Trend 103.7454 + 24497t

Geometric Trend 104.9248(1 -0195)t

PUBL (K.M.A.) - 1st Qr. 1959- 3rd Qr. 1967

ILinear Trend . 84.,3004 + 0.5655t

t
Geometric Trend 84 .4194(1.0061)

FURL (K.M.A.) - 4th Qr. 1967-4th Qr. 1972
Linear Trend 101.9852 + 2.37u8t

Geometric Trend 103.3712(1.019o)t

HOUSING (K.M.A.) =1st Qr. 1959-3rd Qr. 1967
Lineer Tremd 78.2695 + 0.8066t

S.E.
c.V.

' S.B‘

c.v.
G.R.

S.E.
C.v.

S.E.
C.v.
G.R.

S.E,
c.vV.

SOE‘
c.v.

G.R,

3.2,
c.v.

- 0035"9
' 0,0061

= 1.37

= 0.8621
= 0.0145

= 0.7459
= 0,0125

= 0.97

0.4265
0.0132

0.4233
0.0131
0.57

0.7389
= 0.0275

= 0,799%
0.0297
= 1.95

04046
0.0127

0.4253
0.61

N I T

= 0.4572
® 0.0182

= 0.4199
= 00,0167
= 1 090

= 1.188,
[ ¢ 0.0530
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‘ t
Geometric Trend 77.9172(1.0093) S.E. = 1.2218
c.vV. 0.0545

G.R. = 0,93

BOUSING (K.M.A.) = 4th Qr. 1967 = 4th Qr. 1972

Linear Trend 101.1060 + 1.6155% S.E. = 0.2845
. C.V. = 0,0115
Geometric Trend 101.6848(1.0139) S.E. = 0.3325
C.Ve = 0.0135

G.Ru = 1.39

HOUSEHOLD FURNISHING (K.M.A.) - lst Qr. 1959-3rd Qr. 1967

Linear Trend 88.7733 + 0.,4017¢ S.E. = 0.5299
C.V. = 0.0115
t
Geometric Trend 101.6848(1.0139) S.E. = 0.3325
CnVo = Ol0155
G.R- - 1039
HOUSEHOLD FURNISHING (K.M.A.).—lst or. 1959-3rd Qr. 1967
Linear Trend 88.7733 + 0.4017% S.E. = 0.5299
C.V, = 0,0158
t
Geometric Trend 88,7791(1.004.2) S.E. = 0.5359
C.V. = 0.0160
G.R. = 1,60
HOUSEHOLD FURNISHING (K.M.A.) - 4th Qr, 1967 - Lth Qr, 1972
Linear Trend 100.8528 + 0.9425t S.E. = 0.3569
CV. = 0.015;
t
Geometric Trend 101,1:81(1.0085) S.E. = 0.3443
C.V, = 1149
¢.R. = 0.85
CLOTHING (KM.A.) = 13t Qr. 1959- 3rd Qr. 1967
Linear Trend 82.4085 + 0.6611t S.B. = 1.4952
C.V. = 0.0469
t
Geometric Trend 83.3004(1.0065) S.E. = 1l.4804
C.V. = 0.&.-67
G’cnn - .65
CLOTHING (K.M.A.) - 4th Or. 1967 ~4th Or, 1972
1.7737

Linear Trend 98.2203 + 1.7355% S.E. =
C.V. = 0,3966
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t
Goometric Trend 99.1251(1.0150)

PERSONAL EXPENSES (K.M.A.) (K.M.A.) - 1st Qr. 1959 - 3rd Qr.1967

Linear Trend ' 69.0076+ 1.0777t

1

: t
Gaometric Trend 70.0164(1.0125)

PERSONAL EXPENSES (K.M.A.) -kth Qr, 1967-4th Qr. 1972

Linear Trend 111.95%8 + 1,7087¢t

t
Geometric Trend 112.7645(1.0132)

ALL, ITEMS (K.X.A.) - 1lst Qr. 1959 -3rd Qr. 1967
Linear Trend '84,.0025 + 0.5574t

t
Geometric Trend 84.1179(1.0064.)

ALL ITEMS (K.M.A.) <4th Qr. 1967~ 4Lth Qr. 1972

Linear Trend 103.4982+ 2.2177¢

t
Geometric Trend 104.6740(1.0178)
RURAL

FOOD & IRINK (RURAL) - 1st Qr. 1959- 4th Qr. 1972
Linear Trend 70.5182 + 1.2764¢t

Geometrio Trend 75.0275(1-0117)t

S.EI
Cc.v.
G‘R‘

S.Eo =

c.vV.

S.E,
c.V.

G.R‘

<t

CYRSES

L d * L ]

18N

0.328,
0135
1.00

0.4122
0159

4340
.0166
1.25

0.3762
0.0142

0.3639
0.0138
1.78

0.9315
0.0159

0.7
Qi
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FUEL (RURAL) = 1st Qr. 1959-4th Qr. 1972

Linear Trend 80.1973 + 1.0497¢ S§.E. == 1l.0830
c.V. = 0.0189
t -
Geometric Trend 83.5715(1.0092) S.E. = 0.9555
. C.VQ =2 0.0168
G.R. = 0.92
HOUSING (RURAL) = lst Qr. 1959-4th Qr. 1972
mnaﬂr Trend 820113-56 + 0.7206t S.Eo - 005059
C.v. =2 0.%88
t
Geometric Trend 83.3259(1.0071) S.E. = 0.4980
c.V. = 0.0087
G-R. - 0.71
HOUSING FURNISHING (RURAL) - lst Qr. 1959<4th Qr. 1572
Linear Trend 83.1306 + 0.6814t S.E. = 0.6100
CDVo = 000107
t
Geometric Trend 84.5372(1.0065) S.BE. = 0.5587
C.v. - 0.0098
G.R. m 0465
CLOTHING (RURAL) - 1st Qr. 1959-4th Qr. 1972
Linear Trend 75.3398 + 0.9508t S.E. =« 0.9172
c.V. = 0.0151
t
Geometric Trend 78.1716(1.0090) S.E, = 0,8296
cC.V. = L6
G.R., = 0.96
PERSONAL EXPENSES (RURAL) = 1lst Qr. 1959=- 4th Qr, 1972
Linear Trend 68,8750 + 1.1372t S.E. = 0,8972
£ Cuv- = 0.0163
Geometrio Trend 71.3628(1.0116) S.E., = 0,802,
CQVQ - 0.0121-6
G’.-Rc - 1.16
ALL ITEMS (RURAL) - 1st Qr. 1959-4th Qr. 1972
C-vo- 0.011&9
Geometric Trend 77.2336(1.01%)1= S.B, = 0.6980
C.V. = 0.012
GOR. = 1.0!;-
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FOOD & DRINK (RURAL) = 1lst Qr. 1959-3rd Qr, 1967
0.3762

ILinear Trend 78 4842 + 0.7577t SE. =
Cnvn = 0-01)4-2
t
078 .008 S.E. = 0.3639
Geometric Trend . 79.0783 (1.0083) S T olouse
A G‘-Ro - 0.83
FOOD & DRINK (RURAL) =4th Qr. 1967- Lth Qr. 1972
Linear Trend 103.4173 + 2.5963t S.E. = 0.509
C v = 0.02)1l-
Geometric Trend 1049647 (1.0203)° S.E. = 0.25.7
CVe = L0092
G’a . - 2003
RURAL (RURAL) = lat Qr. 1959 - 3rd Qr. 1967
Linear Trend 90.5466 + 0.3478t S.E., =z 0.6049
Covo = 0-0234
t
Geometric Trend 90.6505(1.0036) S.E. = 0.5931
c.V. = 0.0023
G.Ro = 0.36
FUEL (RURAL) - 4th Qr, 1967 - 4th Qr, 1972
Linear Trend 107.1878 + 2.2888t S.E. = 0.6835
C.V. = 0,025
t
Geometric Trend 108.4277(1.0177) S.E. = 0.654%
CV. = 0.0239
G.R. = 1.77
HOUSING (RURAL) - 1lat Qr. 1959- 3rd Qr. 1967
Linear Trend 84,1376 + 0.5836% S.E. = 0.4900
_ C.V. = 0.0153
t
Geometric Trend 84.1755(1.0064 ) S.E. = 0.5101
C .V. = Ocolé
G‘.R. H 0061(,
HOUSING (RURAL) - Lth Qr. 1967-4th Qr. 1972
Linear Trend 105.8705 + 0.9267¢ S.E. @ 0.9829
c tvI k4 OOM



- 5§ -

ot
Geometrio Trend 105.9600(1,0081 )

O a

HOUSEHOLD FURNISHING (RURAL)} 1lst Qr. 1959~ 3rd Qr. 1967

Linear Trend 87.7590 + 0.3742t

t
Geometric Trend 87.8359(1.0039)

HOUSEHOLD FURNISHING (RURAL) - 4th Qr. 1967-4th Qr, 1372

Linear Trend 101,2961 + 1.3489t

t
Geometric Trend 101, 8547(1.0117)

CLOTHING (RURAL) ~ 1lst Qr. 1959- 3rd Qr. 1967

Linear Trend ' 81,1761 + 05822t

t
Geometric Trend 81.5029(1.0064 )

CLDTHING (RURAL) - 4th Qr. 1967- 4th Or. 1972

Linear Trend 97.7129 + 2.1129¢

t
Geometric Trend 99.3335(1.0174)

PERSONAL EXPENSES (RURAL) - 1lst. Qr, 1959- Qr. 1967

Linear Trend 71.7776  + 0.,9445¢

t
Geometric Trend 71.7990(1.0112)

.E. E l.OOOO
Je = - 0.0413
.R. - 0.81
5.5, = 0.5710
C.V. = 0.0174
S.E. = 0.5693
C.‘Jl - 0.0175
th‘. = (Jn)(}
S-Sa - O')OI"'Z
C‘V. = 000155
S.E. = 0.263(\-:
C.V. = 0.,0115
GARe = 1,17
S.E. =_ 0.24,83
CV. = 0.0083
S.E.z 1.5262
C.V.e 0.0082
G’-Ro- OO&‘-
S.E.m 1.5262
C‘v.- Ol0558
S.E.m 1.4654
C.V.- 0-0536
G"R.- 1.7L|'
Ses. w 1LLT77h
C.V. = O|0525
S.B. = 1.4860
C.V. = C.0526
G’ol s = 1.2
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PERSONAL EXPENSES (RURAL) = 4th @r. 1967- 4th Qr. 1972

Linear Trend 105.1307 + 1.5545t S.E. = 0.3961
c.v. = 0.0l&'v
t .
Geometric Trend 105.8369(1.0128) S.E. = 0.3485 .
c.v. = 0.0m
G.R, = 1.28_
ALL ITEMS (RURAL) 1st Qr. 1959 =3rd Qr. 1967
Linear Trend 80.7533+ 0.6538% S.E. = 0.345
C.V. = 0,0183
t .
Geometric Trend 81.0724(1.0071) S.E. = 0,545
Covo = a0183
G.R. = 0,71
ALL ITEMS (RURAL) - 4th Or. 1967- Lth Or. 1972
Linear Trend 103.1593 + 2.1974t S.E. = 0.4275
: C.V., = 0.0163
Geometric Trend 104.3350(1 0174 ) S.E. = 0.4059
- Ca‘fu - 0.015&-'
G.R., = 1.7,
1., IMPORT INDEX -lst Qr. 1959-4th Qr. 1972
Linear Trend ' 75.8726 + 0.9817% S.E. = 1.2293
cCV., = .0184
Geometric Trend 78.5281(1.0098)t S.E. = 1l.1501
c.V. = .021
B.R. = 0,98
2, EXPORT INDEX - 1st Qr. 1953- 4th Qr. 1972
Linear Trend 90.4926 + 0.8413t S.E. = 1.2407
C.V. = 0,0199
Geometric Trend 92.21;J.|.8(1.0072)t S.E. = 1l.2048
‘ c.V. = 0,0193
G.R. w« 0,72
3, WAGE INDEX - 1st Qr, 1959~ 4th Qr, 1972 '
Linear Trend 113.3953 + 1.0870t 3.B. = 1.8470
. C.V. = .02%3
Geometric Trend 115.4833(1.0074.) S.E. = 1.8148
' C.V. = 0,0229
G.R. = 0,74

et _:'ﬁ". ""K.‘--t..-'- 22
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4, GOVERNMENT SALARIES - lst Qr. 1959- 4th Qr, 1972

Linear Trend 113.1827 + 1.0836t S.E. = 1.8407
" C.V. = 0.0232
Geometric Trend 115.2648(1.0074) S.E. = 1,8085
Ccvu - 0.0229
G.Ro - Oo7li-
5. EMPLOYMENT INDEX - lst 9r. 1959 - 4th QOr. 1572
Linear Trend 95.34,71 + 0.2124t S.E. = 0D.8289
C .‘ru - 0.014}5
t
Geometric Trend 95.3175(1.,0020) S.E. = 0.8364
C.V. = C.0155
¢G.R. = .20

A PPENUDTIX B

Where A y = the change on aggregate expenditure resulting
from government finance, benk credit and balance of payments,

AES= the change in goverment expenditures
Ala the change in credit grants,
A X the change in current receipts from abroad,
D= the marginal propensity to spend domestically on the non-
P
government sector (1-D = total leakages from y).
T - the change in tax recipts,
P S = the change in voluntary savings through the banking system, ond
OM = the change in current expenditure abroad
1-D AT + AS + LY
Ay
Note - S = STawmOaAgy Errov

¢V = COQ‘{(I.(.L.-Q_A"' U+-V<w|wf.cN
GR = GrowTh RATE




