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Abstract

The Carribean Single Market and Economy (CSME) is a trade agreement between several Caribbean and Latin American countries.  Unique among such agreements, the CSME opens the market for skillled labor as well as good and services.  This study uses a labor supply elasticity model to determine the impact of the CSME and the free movement of labor on the St Lucian labor force and the economy of Saint Lucia.  The working hypothesis is that the free movement of labor will initially lead to the exodus of skilled labor from Saint Lucia. This movement can eventually be reversed through increased domestic investment and increased foreign direct investment.  However, the agreement is likely to have a negative impact on income distribution. Public policies that might promote investment and a more just distribution will also be discussed.

Problem Statement

The Caribbean Single Market and Economy is an agreement between twelve lesser-developed countries (LDC’s) in the Caribbean region, Latin America and South America.  The aim of the CSME is to create a single economic space within which all factors of production will move freely and common economic policy will apply
.  The agreement calls for the free movement of goods, capital and labor between participating nations and a common external tariff on all imports.  It was created in 2006 after twenty years of discussion as part of the revised treaty of Chaguaramas, the original of which created Caricom in the early 1970’s.  Caricom created a regional trading block similar to the European Union and The North American Free Trade Agreement.

CMSE Member nations include Saint Lucia, St Kitts and Nevis, Suriname, Belize, Jamaica, Antigua and Barbuda, Montserrat, Grenada, Dominica, Saint Vincent and the Grenadines and Trinidad and Tobago.  Haiti can become a member after political unrest ends and it accepts the revised treaty that created the CSME.
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The CSME was in large part a response to a growing sense that the economies of these countries were being marginalized by lifted trade restrictions and elimination of preferential exports.  Sugar, textile, banana and other fruit industries all lost preferred pricing over the last 20 years.  The loss of preferred pricing for bananas was particularly devastating to the Saint Lucian economy. Percent of GDP from banana production has shrunk dramatically in the past 15 years.  For most (but not all) CSME members, the service sector and tourism in particular have replaced agriculture as the primary economic driver.  While this shift has greatly benefited several countries, it has also required a dramatic shift in the skills of the labor force required.

Key elements of the Single Market and Economy include
: 

· Free movement of goods and services - through measures such as eliminating all barriers to intra-regional movement and harmonizing standards to ensure acceptability of goods and services traded; 

· Right of Establishment - to permit the establishment of CARICOM owned businesses in any Member State without restrictions;

· A Common External Tariff - a rate of duty applied by all Members of the Market to a product imported from a country which is not a member of the market;

· Free circulation - free movement of goods imported from extra regional sources which would require collection of taxes at first point of entry into the Region and the provision for sharing of collected customs revenue;

· Free movement of Capital - through measures such as eliminating foreign exchange controls, convertibility of currencies (or a common currency) and integrated capital market, such as a regional stock exchange;

· A Common trade policy - agreement among the members on matters related to internal and international trade and a coordinated external trade policy negotiated on a joint basis;

· Free movement of labor - through measures such as removing all obstacles to intra-regional movement of skills, labor and travel, harmonizing social services (education, health, etc.), providing for the transfer of social security benefits and establishing common standards and measures for accreditation and equivalency.

· Harmonization of Laws: such as the harmonization of company, intellectual property and other laws.

There are also a number of economic, fiscal and monetary measures and policies which are also important to support the proper functioning of the CSME. 

These include:

· Economic Policy measure: coordinating and converging macro-economic policies; harmonizing foreign investment policy and adopting measures to acquire, develop and transfer appropriate technology.

· Monetary Policy measures: coordinating exchange rate and interest rate policies as well as the commercial banking market.

· Fiscal Policy measures: including coordinating indirect taxes and national budget deficits.
Saint Lucia joined the Caribbean Single Market Economy in June of 2006. The people of Saint Lucia are, on average, as productive and educated as other CSME member countries.  The economy of Saint Lucia, however, has experienced anemic growth for the past fifteen years.  This has created a wage gap between skilled workers of Saint Lucia and their counterparts in other CSME nations.  With the passage of the CSME, these skilled workers now have the ability to move to higher wage nations.  This potential “brain drain” is one of the chief sources of St Lucian opposition to the CMSE. 

The free movement of labor between nations, a common phenomenon in previous centuries, is virtually nonexistent in today’s world.  Because labor movement has become so restricted over the past one hundred years, very few economists have studied the implications of such movement on nations such as those in the CSME.  Using both quantitative and qualitative methods, this study will explore those implications.

This study will start to answer three critical questions about CSME and it’s effect on Saint Lucia.  The report establishes some framework for those questions but future research will provide the answers:

1. What is the current wage differential in each skill category and how does Saint Lucia compare to other CSME members in terms of it’s current components of growth?

2. How responsive is the St Lucian labor supply to external wage changes?  And conversely, how responsive is the external labor force to changes in St. Lucian wage changes?

3. How may these answers (1 and 2) affect the long run economic performance of Saint Lucia?

In addition, recommendations for maximizing the benefit of this agreement for

the people of Saint Lucia will be formulated.

Methodology

Quantitative methodology:  

The Solow growth model
 demonstrates that three factors determine the rate of growth of an economy.  Those three factors are capital, labor and technology.  Total economic growth in a given period is equal to the net change in all three of those factors.  A simple Cobb-Douglas formula would state:

Y = AL.7K.3
Where: 
Y = income 

A = technology

L = labor

K = capital

The exponents are the price-minimizing combination of capital and labor inputs with constant returns to scale.

The exponents are the generally accepted contributions in a modernized economy.  As an initial estimate for this study, those exponents will be applied to this study.  Further research will determine if they are accurate reflections of the Saint Lucian economy and how participation in the CSME might alter them.

Trade allows nations to specialize, increasing production of goods for which they have comparative advantage and relying on trade partners for production of goods for which they lack advantage.  International trade, therefore, can be seen as maximizing production by allocating capital and technology to the most productive sectors.  The CSME and it’s predecessors (Caricom and the Caribbean Free Trade Area) greatly expand open trade within the region, creating a regional trading block that is almost three times as large as any single economy.  The CSME will also allow a limited re-allocation of labor (at least to the extent that labor is willing to move.)

The first part of this project (September 2006 – May 2007) will study the three components of growth in detail, comparing the current levels and trajectories of each factor for each nation involved.  This information will be used to better understand the economies involved and to begin to build a model of the labor market within CSME, the supply and demand for different categories of labor in each nation, and a projection of future needs based on current growth and current growth factors.

The second part of this project will develop a model for analyzing the short and long term expected labor movements within the CSME, and the expected impact on the CSME economy.  Also, an analysis will be done to determine how much each nation will benefit from the growth of other nations within the CSME.  This is a critical factor because the working assumption among partner countries is that growth in one nation will, de facto, benefit all nations since they will be a single economy.  While this is probably true, it will be important for Saint Lucia to know just how much benefit it can expect to receive 

Qualitative methodology:

On a future visit to Saint Lucia, survey data will be collected from three hundred people in three locations on the island.  This data will serve two purposes: 

1. To help educate the government of Saint Lucia on the public perception of the CSME.  The survey collection will include demographic data so that the government can better understand the concerns of various groups:  

a. Is there a difference of opinion between skilled and unskilled workers?  

b. Does the level of income effect perception of the agreement?

c. Which sectors of the labor market look most favorably upon the CSME?  Least favorably?

d. Do some areas of the island view the agreement differently than others?

2. To create a supply curve for Saint Lucian labor in other CSME nations.  This supply curve will use a contingency valuation to measure how much of a wage premium would be required for skilled labor to leave Saint Lucia to work in another country.   A necessary final component of this study, which may be outside the scope of this as a class project or thesis, would be to estimate the supply curve for foreign inter-CSME labor coming to Saint Lucia.  These two can also be viewed as elasticities of foreign labor supply:

∆W / ∆Ls = e             Where 
W=Wage






Ls = Supply of labor






e = elasticity of supply of labor.

Which could be calculated from the surveys.   This would allow one to calculate the elasticity of the labor supplies in relation to foreign work, and also calculate the mean amount of the wage that would be returned to the domestic economy (again, based on the data in the surveys and also empirical evidence from people currently working outside Saint Lucia.
Results
The results at this point of the study will be presented as the factors of the Solow growth model, with a particular focus on the labor market.  Collected data comparing the Saint Lucian economy to that of other CSME members in each factor will guide the discussion.  We will first discuss capital, then briefly discuss technology.  Finally, we will look more closely at the status of the labor market.

Capital

Capital is the natural resources and built environment available to an economy.  The capital stock in Saint Lucia is still in a transition from an agricultural economy to a more broad-based and service focused economy.  While agriculture is still an important component of the Saint Lucian economy, revenue from agriculture has shrunk in the past decade and total agricultural production has fallen to 8% of GDP.  Tourism has grown dramatically in the past decade, and the service sector has grown to 72% of GDP.   Similar to most other CSME nations, Saint Lucia’s industrial base is small.  Industry accounts for less than 20% of GDP.

This shift from agriculture to tourism is true for most CSME nations.  With the exception of Guyana, every CSME nation generates at least 50% of GDP from services.  Looking more closely, many of these nations have seen growth in tourism side by side with dramatic growth in financial services.  Thanks to an abundance of minerals and petroleum, Trinidad and Tobago has the largest industrial base by far, contributing nearly 43% of their GDP and almost 1/3 of all CSME industrial production.

[image: image2.wmf]
With the above-noted exceptions of Trinidad & Tobago and Guyana, the capital stock distribution and contributions to GDP of the CSME nations are quite similar.  This will make it difficult for a single nation’s economy to gain a production “niche”, especially considering the strong competition for tourist dollars and related foreign investment.  On the other hand, if one accepts the tenets New Trade Theory
 then the CSME nations should benefit more from open trade because more similar economies grow faster in an environment of trade liberalization.  This is due to the economies of scale individual producers gain when they specialize and are able to expand market size beyond a single nation. 

While the distribution of GDP is similar, the actual dollar values of that GDP is quite varied (see below).  Barbados is included as a comparison because they are a Caricom member and have one of the strongest economies in the region. 
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Per capita GPD also varies quite widely within CSME, from Jamaica’s low of $3,552 (US dollars, Purchasing Power Parity) to Saint Kitts and Nevis at $12,702.  At $6,324, Saint Lucia is just below the median ($6,600) but well below the average ($7,726).   More troublesome for Saint Lucia, it’s growth rate of over the past fifteen years has been the slowest in the region at .4% per capita growth per year.  If this long-term trend continues, it will become increasingly difficult for Saint Lucia to attract investment and therefore labor.  On the other hand, it is possible that the single economy will benefit Saint Lucia regardless of its current growth rate.  In other words, Saint Lucia will benefit economically from the strength of other economies in the CSME, just as Vermont citizens gain benefit when other US states grow.
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Saint Lucia could also benefit from the “catch up effect”, the empirical evidence that the economies of associated countries that start off poor generally grow faster than the economies of countries that start off rich.
Gross Domestic Product of CSME members

	Nation
	GDP per capita (PPP US$) (HDI), 2004
	GDP per capita annual growth rate (%), 1990-2004

	Saint Kitt
	12702
	4

	Antigua
	12586
	1.5

	Trinidad & Tobago
	12182
	3

	Grenada
	8021
	3.1

	Belize
	6747
	2.6

	Suriname
	6600
	2.0

	Saint Vincent
	6398
	1.6

	St Lucia
	6,324
	0.4

	Dominica
	5643
	1.4

	Guyana
	4439
	1.5

	Jamaica
	3352
	0.6


Technology

Technology is any change in production that increases productivity.  Long run growth is generated by the ratio between capital and labor and changes in productivity – increased productivity is a necessary but not sufficient factor of long term growth.  It is very difficult to measure the level of technology in any nation, and growth in productivity rates are often times the best proxy.  For the purposes of this study to date, we will focus on only one aspect of technology, internet access.  Saint Lucia is one of the most successful CSME nations in getting internet access to the public.

Three hundred and thirty six out of every one thousand Saint Lucian’s have internet access, well above the CSME average and trailing only Jamaica (Barbados is again included below as a means of comparison).  Internet access increases productivity by allowing faster access to information and also helps diversify a nation’s economy through the creation of e-commerce and the ability of more individuals to advertise their products to a broader audience.
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Labor

Labor is the human capital available for production.  The size of the labor force is measured as the percentage of the total population that is willing and able to work.  The amount of output that each worker produces per hour is the productivity of the labor force.  While the size of the labor force is generally stable in the short term and among CSME nations, the productivity of the labor force varies dramatically.  Labor productivity is a factor of the amount of capital available to each worker, the technology level available to each worker, and the education level of the workforce.

This section will explore several measures of labor in order to compare the labor force of Saint Lucia with that of other CSME nations.  Understanding the strengths and weaknesses of the current labor force is a critical condition for adapting that work force to maximize the benefit from the free movement of labor within CSME.

The size of the labor force relative to population in CSME nations is very similar.  Trinidad and Tobago has the highest percentage at just above 70%, while Belize is the lowest at about 58%.  Saint Lucia is about average at 63%.  More important than the current levels, every nation except Trinidad and Tobago is projected to see that labor force grow in the coming decade. By 2015, Saint Lucia’s labor force is projected to be 68%.  
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This growth in the labor force of CSME nations will help these economies expand and also help support social insurance programs.  Trinidad’s shrinking labor force will also create opportunities for CSME member citizens to enter into it’s highly industrialized work force, presuming they acquire the necessary skills.

The distribution of employment within each CSME nation heavily favors the service industry.  Counting nations where data is available, Saint Lucia is the only CSME nation without a plurality of its workforce employed in service. Antigua’s labor force is more than 80% service.  Saint Lucia’s workforce is 39% service.  A plurality of jobs in Saint Lucia are still in the agricultural sector.  While the diversity of the workforce in Saint Lucia could benefit it in the long run, the predominance of agriculture is most likely a relic of its recent agricultural past.  Trinidad and Tobago has the largest percentage of workers in commercial/industrial employment, 26%.  Saint Lucia is well behind that figure at 18%.
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One of the most important determinants of labor force productivity (and GDP) is education.  Countries with high rates of primary and secondary education attendance attract more capital and have higher output per worker.  Worldwide, there is a strong correlation between education level and GDP. 






Level of Education

The chart above plots the education levels and per capita GDP of Organization of Economic Cooperation and Development (OECD) nations.  While the CSME nations are not include, the trend is clear
.

For this report, we will look at two measures of education:  The percent of grade 1 students who reach grade 5 and the combined (primary and secondary) gross enrollment.

	CSME member 
	% of students reaching grade 5

	Trinidad 
	100

	Belize
	91

	St Lucia
	90

	Jamaica
	90

	Saint Vincent
	88

	Saint Kitt
	87

	Dominica
	84

	Grenada
	78

	Guyana
	64

	CSME average
	88


The table on the left shows the percent of first grade students who reach grade five in CSME nations with data available.  As it shows, 90% of students who enter first grade in Saint Lucia are still in school when they reach grade five.  This number is above the CSME average of 88 and only two points below the OECD (Organization for Economic Cooperation and Development) average.  This comparison is important because by fifth grade most students are able to meet certain minimum standards for employment.  They are able to read and perform simple math skills, for example.

Combined gross enrollment (CGE) is another measure of school participation and education.  The CGE combines the gross enrollment rates for primary, secondary and tertiary–aged youths into a single percentage of school-age people enrolled.

CGE is the broadest measure of the overall education level of a population.  As can be seen in the chart on the next page, Saint Lucia is just above the median CGE rate.  

It is also interesting to note that Trinidad and Tobago - the most industrialized of the CSME nations, and the one with the highest percent of students reaching grade 5 - also has the lowest combined gross enrollment.  Dominica, on the other hand, has the second  lowest per capita GDP member and the highest combined gross enrollment (Barbados again included for comparison sake only). More research is required to understand this discrepancy.
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A final measure to be addressed is the United Nations’ Human Development Index (HDI).  The HDI is a comparative measure of education, life expectancy and standard of living.  It is the basis upon which the UN classifies nations as underdeveloped, developing or developed.  While it does not directly relate to the labor force, the factors it addresses could be variables in understanding the flow of labor in future study.
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As the chart above demonstrates, Saint Lucia is above the median for the human development index, with a score of .790.  To put that figure in some context, Norway’s HDI is the highest in the world at .965.  The US is at .948.  Saint Lucia sits between Venezuela and Brazil, while being substantially ahead of China (.768) and Saudi Arabia (.777)

Conclusions

As Saint Lucia enters the Caribbean Single Market Economy, tremendous opportunities are presented that have the potential to benefit it’s citizens.  Saint Lucia has a superior education system relative to it’s CSME partners, it has an edge in certain technological aspects, it has a strong infrastructure and above average foreign direct investment, and it’s workforce is more diverse than most.  On the other hand, certain threats present themselves.  Per capita income and economic growth are both stagnant, making it difficult to attract skilled labor from other CSME nations. 

Traditional neoclassical economics tells us that, ceteris paribus, economic growth benefits all members of a society.  Recent economic history tells us this is not necessarily the case.  In addition to the distribution problems associated with recent developing economies, the CSME presents a potential distribution problem because the benefits of free labor movement fall most directly to the skilled portion of the work force, those who generally command a higher wage.  This could exacerbate the distribution problem, and government intervention to remedy this situation may be hampered by the harmonized fiscal and monetary policy of CSME.  Creative methods of solving potential distribution problems need to be addressed.

Further research is required to be able to fully understand the impact of the CSME and it’s free movement of labor on Saint Lucia.  As discussed earlier, the hypothesis is that Saint Lucia will initially see a small flight of skilled labor and a small drop in potential output relative to the trajectory without CSME participation.  In the long run, however, the free movement of labor and capital should benefit all CSME nations.  These nations, especially the smallest among them, will gain from finally being able to participate in the economies of scale that other nations benefit from.  They will also benefit from the larger pool of skilled labor, and in time one can hypothesize that partner nations will begin to become more specialized.  

Future Work

Completing this project will require knowledge beyond what the CDAE program currently possesses.  From a purely economic perspective, the project requires at least some familiarity with labor economics, growth theory and development economics.  Before any future students decide to pursue this project, people with knowledge of those areas need to be identified and recruited as support.

Having said that, the topic is rich and the government of Saint Lucia has a strong interest in pursuing it.  Government officials there also have contacts at the CSME headquarters who are already looking at the labor movement from a CSME-wide perspective.  Those individuals could provide invaluable support and also might be interested in collaboration of some kind.
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       The importance of education:  Correlating Education and GDP
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