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Reducing the CARICOM Food Import Bill and the Real Cost of Food:
Policy and Investment Options

Executive Summary

1. This study analyses the composition and policy options surrounding the food import
bill (FIB) of the CARICOM Member States, as well as policy options for its reduction. This
study, commissioned by the FAO Project on “Promoting CARICOM/CARIFORUM Food Security” for
the CARICOM Secretariat and for the benefit of CARICOM Member States, explores the
composition (in product terms), value (in both absolute terms and relative to key variables), and
policy/investment options for national governments concerned with rising levels of food imports.
Using available trade and production data, the study explores three policy concerns -
macroeconomic stability, regional food production and consumer health - aiming to answer three
questions: First, what is the composition and context of the FIB&ond, in what policy areas is the
FIB a concernFinally, what measures can be take mitigate its negative impacts?

2. This study revises key estimates of the region’s food import bill, estimating a total
CARICOM FIB of nearly US$4.0 billion for all fourteen Member States in 2008. Using Member
State import data for 2008, the CARICOM Secretariat estimated the region’s annual food import
bill (exclusive of Haiti) at some US$3.5 billion. In this study, the FIB estimates are revised in three
fundamental ways, so that the new estimates include the trade in beverages, exclude intra-
CARICOM trade, and include estimated food imports into Haiti. The study finds that estimated FIB
levels dropped significantly from 2008 to 2009, largely due to falling global food prices, falling
energy prices and the effects of the global recession.

3. With respect to levels of the CARICOM FIB, there has been a sharp increase over time,
although it is difficult to characterize trends at the Member State level. The data show a
steadily increasing aggregate CARICOM FIB since the early 1960s, punctuated by discontinuous
jumps from 1977-1980, 1994-1997 and particularly 2003-2008, where FIB levels doubled. Four
Member States - Haiti, Jamaica, T&T and the Bahamas - account for nearly 34 of the region’s food
imports. With respect to major demographic and trade indicators, the study finds that:
1 FIB values as a percentage of GDP have either stabilized or fallen over time;
1 Per capita FIB levels reflect regional disparities in population and economic structure,
particularly the number of tourism arrivals and existing domestic production;
1 The region’s trade balance in foodstuffs has sharply deteriorated over time (with
significant variation at the Member State level); and
1 Compared with total merchandise imports, the share of food items has gradually fallen over
time, as other categories of imported goods (particularly machinery, fuel and vehicles)
account for a greater share of total imports.

4, With respect to the composition of the FIB, the study finds a dominance of processed
goods and a handful of “big-ticket” items. Based on import data provided by the CARICOM
Secretariat and the FAOQ, the current regional import basket is largely dominated by:

1 Wheat, maize and derived products;

1 Food preparations, excluding extracts, sauces, cereals, and soups;

1 Chicken, pork, beef and mutton;



Cheese and dry/evaporated milk;

Rice;

Beverages;

Sugar, both raw and refined;

Fisheries products (dried, frozen and smoked); and
Inputs into the production of animal feed.
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Of these products, food preparations, rice and sugar have largely driven growth in FIB levels.
Goods are largely sourced from the United States, the European Union and CARICOM. The data
also show that over time, the share of processed and semi-processed goods has risen much faster
than that of raw foodstuffs.

5. The study examines the balance of goods that are regionally
produced/exported/traded and those that are imported from extra-regional sources,
finding a clear division between the two categories. Trade and production data show that
CARICOM consumption of fresh produce, meat products, fish, baked goods, rice, beverages and
sugar is largely sourced from regional food producers. With respect to dairy, wheat/maize, food
preparations and inputs into production of animal feed the balance leans towards extra-regional
sources, with household-level expenditures suggesting a strong bias in favour of imported
foodstuffs (or regionally produced items reliant on imported inputs). The study notes however
that there is an urgent need for consumption data (at the household and industry levels) to
determine the sectors of the economy that rely more on imported foodstuffs and thus where
market opportunities exist.

For the first area of policy concern, the study examines the potential impact and responses
of the FIB on regional food production. CARICOM food producers offer a wide range of
foodstuffs, and in many sectors have moved towards the production of the higher value-added and
processed goods increasingly demanded by consumers. The region’s producers however face
multiple handicaps that increase both the cost and risk of production, placing them at a price
disadvantage vis-a-vis larger overseas competitors. Given these handicaps, there are strong
concerns that food imports are “crowding out” domestic production, particularly in those sectors
where there exists direct competition or high substitutability, with producers in Jamaica, T&T,
Barbados, Belize and Guyana being particularly vulnerable. With respect to coping strategies, the
study suggests a need for a carefully targeted strategy of “competitive import replacement”, given
the potential scale of resources required and the opportunity costs in terms of neglecting other
national /regional investment priorities. As a result, the choice of sectors and projects must be
guided by clear criteria. The study suggests that potential investment sectors (listed in

6. Table 18) should:
1 Be aviable candidate to replace a major food import item (i.e. in light of existing consumer
tastes and production processes);
9 Already be widely produced within at least two Member States and, if possible, regionally
traded;
9 Exhibit potential competitiveness in terms of price, taste and quality vis-a-vis imported
substitutes; and
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1 Exhibit value chain characteristics such that public investment has a high probability of
resulting in competitive and productive increases.

Table E1: Summary of Potential “Competitive Import Replacement” Initiatives

Imported / Regionally | Targeted Investment

Product

Meat Feed production; processing automation/scale; standards
implementation/enforcement; regional initiatives

Food preparations Studies to identify market opportunities for domestic producers;

support for product standards; support for increased vertical
integration; funding/training for producers of new/niche products
Maize (corn) Marketing campaigns; crop insurance; financing for processing
capacity; research & development; bulk purchase of fuel/fertilizers;
secondary market studies; land utilization

Refined sugar & sweeteners Explore increased sugar refining capacity; explore downstream
sugar/sweetener products; research & development for
alternative /natural sweeteners

Fresh & processed fish Invest in processing (dry/smoked) facilities; research & development;
improved technology

Rice Increase cultivation; public-private mechanisms; value-
added/processed goods

Fresh & processed fruit and | Increase cultivation; strengthen product compliance; protect against

vegetables praedial larceny; invest in storage and processing capacity

Wheat flour & inputs into | Research & development; capital/re-tooling funds; encourage

animal feed / cassava collective production; lobby/assist milling industry; encourage

regional /hemispheric FDI

Other criteria, such as products notified under Article 84 of the Revised Treaty, can be used in
preparing the potential list of products for import replacement. It is worth noting that the list is
likely to differ in some respects from the traditional focus of agriculture studies in the region
which tend to examine goods with export potential (e.g. root crops, hot peppers and niche food
preparations). The analysis in the study is focused on items that could reduce the risks arising
from a high regional food import bill, and thus that could feasibly replace big-ticket food import
items, not all food import items.

7. The study emphasizes that sector interventions should not be undertaken unless
accompanied by a series of economy- and industry-wide measures to encourage investment
in the food and beverage sector. These measures include targeting:

1 Policy constraintsthrough more competitive-oriented tariff and tax policies;

1 Institutional constraints, through stronger industry associations that focus on marketing,
mediation and R&D, thus ensuring that aid is channelled to the food processing and
packaging industry and large-scale, commercially-viable producers and not only to
agriculture ministries and small-scale primary producers;

1 Profitability constraints, through a regional multi-window initiative that focuses resources
on plant modernization, efficiency improvements, waste treatment,
distribution/marketing and business development;

Human resource constrainigshrough better training and mobility;
Infrastructure constraints through implementing regional best practices in the regulation,
pricing and financing of key infrastructure and utilities; and

E |
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1 Services constrainisthrough lower business costs and more consistent/transparent
border procedures.

The study also emphasizes the need for import substitution initiatives to complement the
numerous policy initiatives (fiscal, institutional, legislative and otherwise) already in place within
various Member States, as well as at the regional level.

8. For the second area of policy concern, the study explores the macroeconomic
concerns surrounding the FIB. Based on macroeconomic data, many CARICOM Member States
exhibit worrying levels of fiscal/current account balances and external debt, largely from rising
expenditure-to-revenue ratios and vulnerability to external price shocks. In the context of these
unfavourable macroeconomic conditions, during food price shocks CARICOM governments have
been forced to adopt costly buffer mechanisms to mitigate the impact of food price rises on
vulnerable groups - amply demonstrated during the recent global price shock and subsequent
recession. There are additional concerns over rising import levels (both food and non-food) in the
handful of Member States with fragile hard currency reserve levels and exchange-rate regimes. To
mitigate these risks - particularly in the most vulnerable Member States (i.e. Jamaica and the
CARICOM Less Developed Countries), the study suggests:
1 Investing in a concerted effort to improve public financial management at the national
level;
9 Creating a risk mitigation and management system similar to those created in response to
the region’s vulnerability to natural disasters;
9 Careful targeting, particularly in the case of any economy-wide price controls or subsidies,
of any interventions funded from the public purse; and
1 Examining all categories of imported goods (not just food), given that foodstuffs account
for less than 14% (by value) of total imports into the region.

9. For the third area of policy concern, the study explores the link between food
imports and CARICOM consumer health. CARICOM eating patterns have exhibited a worrying
trend, particularly with respect to increased consumption of oils, fats, sugars/sweeteners and
highly processed wheat-based products. These changes in food consumption have led to
significant social costs - including rising obesity, lower life expectancy and higher incidence of
related chronic illnesses — and economic costs, including rising healthcare and disability costs. The
study emphasizes that these trends must be viewed in the context of larger social trends -
particularly shifts in demographics, food retailing channels and increased exposure to overseas
eating habits - where rising food imports are both a cause and effect of negative health outcomes.
The key policy issue then for CARICOM governments is to re-orient consumer tastes towards
healthier food (regardless of its source), and to encourage the production of healthy food
alternatives within the region. In order to mitigate the risks posed by some of these trends, the
study suggests encouraging:
9 Further consumer education on the benefits of a healthy, local diet;
9 Stronger fiscal incentives to discourage sugary and fatty food intake;
1 A strong link between import replacement and goals for recommended food intake; and
9 Measures to encourage the hospitality sector to source from local producers (and thus
higher tourism consumption of healthier local alternatives), focusing on the establishment
of joint institutions to mediate marketing and supply concerns.
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10. The study concludes by suggesting that CARICOM policymakers should focus on
“managing” the risks surrounding the region’s food import bill, rather than solely focusing
on its reduction. The study has found, in several areas, that food imports are linked to concerns
about macroeconomic viability, regional production, and consumer health. The study however
emphasizes that in many cases the concerns arise in a context of wider socio-economic shifts and
variables - such as public financial management, economic reform and demographic changes -
and that measures aimed purely at FIB reduction are unlikely to have by themselves a positive
impact on the well-being of CARICOM Member States unless wider more comprehensive measures
are taken, some aimed well outside the food and agricultural sector. Looking forward, the study
concludes by proposing a number of areas for further study and attention, including the need for:
1 A broader debate that focuses not only on primary agriculture but also on food processors,
distributors and retailers;
A recognition of the different national policy priorities throughout the region;
A stronger regional framework for addressing FIB issues, focusing on further studies on the
food and beverage sector, and ensuring stronger communication between regional
policymakers, donors and private producers; and
1 Improvements in the reliability, periodicity and public availability of household and
industry statistics, particularly in the case of Haiti.
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I. INTRODUCTION: A GROWING CARIBBEAN CONCERN

It is clear that when either numbers measured against the total Caribbean import bill, foreign exchange
earnings or the uncultivated and enormous areas of undeilised agricultural land, no nation can afford
to continue to import such huge volumes of food; let alone maintain the foodgysubsidies that many
nations provide. I n short, if the Caribbean’
crisis, the austerity budgets that governments now have to introduce to weather the recession are making
essential the devefament of a new Caribbean agricultural model.

- Caribbean Council?

11. This study, commissioned by the FAO Project on “Promoting CARICOM/CARIFORUM Food
Security”? for the CARICOM Secretariat and for the benefit of CARICOM Member States, explores the
composition (in product terms), value (in both absolute terms and relative to key variables), and
policy/investment options for national governments concerned with rising levels of food imports.

12. Concerns among CARICOM Member States over food import levels are neither new nor
unique. The Second Conference of CARICOM Heads of Government, held in 1975 in what was then the
tri-state nation of St Kitts-Nevis-Anguilla, “gave further impetus to the implementation of plans for
greater regional self-sufficiency in food production”, created the (now-defunct) Caribbean Food
Corporation and adopted proposals to develop the production of milk and dairy products, mutton and
lamb, pork, poultry, and hatching eggs. Subsequent CARICOM initiatives and declarations have sought
to address the challenge posed by rising import levels, including the Regional Transformation
Programme for Agriculture (1996), Regional Special Programme for Food Security (2002), the Jagdeo
Initiative (2005) and Liliendaal Declaration (2009). Concerns over both rising imports and declining
domestic production are shared with other developing countries outside the region, of which the
majority are net food importers, particularly low-income countries.? These concerns have found
particularly strong expression when linked to potential trade liberalization: the potential impact of the
WTO Uruguay Round negotiations (1986-1994) led to a Ministerial Declaration on Net Food Importing
Developing Countries included in the final legal texts. Further concerns over food security have
delayed the negotiation of Economic Partnership Agreements (EPAs) between the European Union
and several African and Pacific regions.*

13. Recent events however have led to a renewed debate on food imports and their impact
on CARICOM Member States. The concerns over the region’s food import bill have increased
significantly following a series of economic shocks that hit the region from 2007 onwards:

1 An energy (and particularly oil) price shock from 2007-8 - one of the largest in history - when
the real price of oil tripled;

1 A world food price shock from 2007-8, when prices for some staple goods increased by more
than 200%; and

1 A global recession from late 2007 until the present (2010), with depressed trade, rising
unemployment and volatile commodity prices.

In the midst of these three crises, the CARICOM Secretariat estimated in 2008 that the region’s food
import bill (exclusive of Haiti and the Bahamas) had reached approximately US$3.5 billion. This

1 “The View from Europe: Caribbean Agriculture and Food Security”, Caribbean Council, London, May 5 2009 (accessed online at
www.caribbean-council.org)

2 Documents relating to the project can be found at http://www.rlc.fao.org/progesp/pesa/caricom?2

3 See Francis Ng and M. Ataman Aksoy, “Who are the Net Food Importing Countries”, Policy Research Working Paper No. 4457,
World Bank, Washington, January 2008 (accessed online at www.worldbank.org)

4 See Alan Matthews, “Economic Partnership Agreements and Food Security”, Trade Negotiating InsightsVol 9 No 5, International
Centre for Trade and Sustainable Development, Geneva, June 2010 (accessed online at www.ictsd.org)
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finding both coincided with and prompted the publication of a number of press articles at the national
level within the individual Member States that expressed growing concern - from individual
consumers to Heads of Government - that the size and composition of the region’s food import bill
were both harmful and unsustainable.> These expressions of concern touch on many aspects of
agriculture and food consumption in the region, including price volatility, fiscal stability, the growing
consumption of unhealthy imported food, and the movement of regional agriculture away from
preferential export markets to satisfying a growing domestic market. This study seeks to address some
of the major concerns outlined in the recent FIB debate, and outline both the economic and political
choices that CARICOM needs to address in the face of the region’s FIB.

14. The study explores three questions over three areas of potential concern. In order to
provide a measure of analytical clarity to a complex policy debate, the study will explore three policy
areas singled out in the public discourse - fiscal sustainability, regional food production and public
consumption/health (outlined below) - to determine where and how the FIB is a concern to CARICOM
Member States. Using available data, the study aims to answer three questions:

1 What is the level and composition of the FIB/at products are largely imported from extra-
regional sources? What are the main sources of imports?

1 Why is the FIB a concerr® the FIB affordable and/or manageable? Are its impacts positive or
negative? What are the risks’' connected with high levels of food imports and in what policy
context?

1 What measures can be taken to mitigate its negative impadtgv can CARICOM States control
the potentially negative risks associated with the FIB? In what sectors should Member States
invest resources to allay public concerns over the FIB and plug the gap between domestic
production and consumption? What tradeoffs - both political and economic - need to be
considered at the national and regional levels to address the concerns about the FIB?

15. The study is organized in seven sections. Following the introduction, each section addresses,
in turn:

1 The composition of theFIB: what foodstuffs the region is importing, and how value and
composition of the FIB have changed over time (Section II);

1 The link between the FIB and regional food productidiow food imports both compete with -
and serve as an input to - domestic production, as well as policy options and investment
opportunities that favour a reduction of the FIB (Section III);

1 The link between the FIB and macroeconomic stabilinow the FIB can create negative effects
on fiscal health - particularly budget stability, balance of payments, currency stability, and debt
sustainability (Section IV);

1 The link between the FIB, consumer marketing trends and public healditeas of concern in
regional public health trends (such as rising obesity, and its attendant strains on national
health services), the link to food imports and measures that can be taken at the consumer level
to mitigate the public health risks associated with unhealthy eating habits (Section V); and

1T Strategies to “ man adgnelidingtninjer pdlicy dntlerveintiogs and tareap i | |

requiring further study (Section VI).

5 See, inter alia, “St Kitts - Nevis Reducing Dependency on Food Imports”, Nevis Blog, April 23 2010 (http://www.nevisblog.com);
“Farmer Bid to Halve Import Bill”, Trinidad and Tobago Guardian, 13 June 2010 (www.guardian.co.tt); “Barbados Must Reduce
Food Import Bill, Says Minister”, Caribbean Net News, April 25 2009 (www.caribbeannetnews.com); and “Food Import Bill Rises by
53%”, The Bahamas Tribune, September 7 2010 (http://www.tribune242.com)
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II. CARICOM FoobD IMPORTS: A CLOSER LOOK

16. This section analyzes the sources, levels and composition of food imports into the
region. A fundamental premise for both understanding and contextualizing the FIB debate is to clarify
what elements of the CARICOM food basket are produced regionally, and what elements are imported
from extra-CARICOM sources, and how the relative trends have changed over time. As a backdrop to
understanding the balance between imports and domestically produced foods, this section seeks to
answer three key question:

1 Who uses imported food in the region?
1 How have food import values and volumes changed over time?
1 What food does the region import?

Who Uses Food®

17. Within CARICOM, food is imported through a variety of channels and for a variety of end
uses. Studies on food security and food importation tend largely to focus on consumption by
households. There is however a wide variety of institutions, businesses and channels through which
food is imported and consumed within the region. (Due to the lack of disaggregated data, approximate
breakdowns for consumption shares are not available.)

1 Househalls are major consumers of imported food, largely via increasingly modern
retail/supermarket outlets. CARICOM consumers purchase food from a wide variety of regional
and national food retail outlets, ranging in size from small “mom and pop” stores to
convenience stores and larger, multinational supermarkets. These retail outlets carry a variety
of regional and international brands, providing a range of imported goods from produce and
staple cereals/grains (e.g. vegetables, wheat, rice) to frozen and processed goods (e.g. frozen
potatoes, ready-to-eat meals).

1 Food producers/processorsare significant users of imported goods as inputs to final
packaged/canned or processed products - including wheat for the baking industry and corn
syrup, sugar, fruit pulp and molasses in the regional beverages sector. These food inputs are
then used to create higher value-added goods that are then sold to regional consumers and
businesses.

1 Restaurantsare increasingly important sources of food importation, ranging from full-service
formats, bars/cafeterias and particularly the quick-service/convenience “fast food” outlets that
have grown to dominate the food service industry in nearly all CARICOM Member States. The
share of imported food varies between formats - i.e. likely less in a “Caribbean” format than a
format that relies on baked goods such as pizzas and sandwiches (wheat), burger/fries (frozen
potato), or ice cream (milk, both fresh and powdered).

1 Agricultural producers and farmersare key users of imported feeds for domestic livestock,
particularly those based on corn and soya bean (including the importation of raw inputs for
processing at regional feed mills).

1 Hotelsare key consumers of imported food as they seek to balance the ‘home tastes’ of short-
stay/package tourists, the appeal of “local” cuisine and the more globalized appetites of higher-
end/luxury formats. This sector is increasingly important given that in at least four CARICOM
Member States (Jamaica, Bahamas, Belize and Guyana), the number of full-service restaurants

6 This section draws heavily from CRNM (2006)



in hotels outnumbers by a significant margin the number of independent full-service
restaurants.

1 In many instances, various food sub-sectors rely on a network of dedicated food
importers/distributors and wholesalersthat distribute a variety of brands (a majority of which
originate from outside of CARICOM) and are associated with larger conglomerates that are
associated with food manufacturing, retailing and catering operations.

18. Within the region, imported and domestically produced foodstuffs help underpin a
significant amount of local economic activity. Once again, data disaggregation is a key obstacle,
given that Member State labour force data are often aggregated by industrial group (e.g. “wholesale
and retail trade, restaurants and hotels”) or by occupational group (e.g. “service workers”). A few
illustrative statistics however show that the CARICOM food sector - production, importation,
distribution, preparation and retail sale - is a key element of economic wellbeing within the region.
Analysis based on interviews with key regional leaders estimates the value of only two sub-sectors -
food retail and quick-service restaurants - at some US$5.6 billion, generated from 17,000 stores and
more than 112,000 people.” For the agricultural sector as a whole, the CARICOM Secretariat estimates
that economic activity accounts for more than 15% of employment in eleven Member States, and more
than 25% of total employment in six Member States.? For a single product category - poultry - the
economic contribution includes some 30,000 direct jobs (with numerous indirect jobs in feed and
distribution services) and some US$135 million worth of contribution to manufacturing and
agricultural GDP in 2000.°

Methodology

19. This study revises key estimates of the region’s food import bill. 1 Using Member State
import data for 2008, the CARICOM Secretariat estimated the region’s annual food import bill
(exclusive of Haiti) at some US$3.5 billion. In this study, the FIB estimates are revised in three
fundamental ways, so that the new estimates:

1 Include Haiti, given that it is both the largest Member State in population terms and the top
food importer, in value terms, within CARICOM;

1 Include imports of beverages (i.e. HS Chapter 22, minus ethanol) in addition to the
traditional definitions of “food” (i.e. HS Chapters 1-23, excluding HS 01, 05, 06, 13, 14, and
15.04-15.06); and

1 Exclude intra-regional imports (i.e. imports into CARICOM Member States sourced from
other Member States), given that (a) the policy focus of the paper is on the level,
composition and investment issues surrounding the r e g i import tll, rather than solely
focus on the FIB of individual Member States regardless of source country; and (b)the
study is based on the premise that the orientation of CARICOM policymakers (and
arguably of the entire CSME/CET regime) is to increase trade and production within the
region, and reduce reliance on extra-regional/third-country importation where feasible -
thus that intra-regional trade should be encouraged and not counted for purposes of the
region’s FIB.

7 CRNM (2006)

8 CARICOM Secretariat (2007)

9 Caribbean Poultry Association Website (accessed online at www.caribbeanpoultry.org)

10 Montserrat is not included in the scope of the study given that neither COMTRADE nor FAO collects separate trade statistics for
this Member State.



Given the historical importance of intra-regional trade (where intra-CARICOM imports of food and
beverages have averaged some 12-14% since 1990), the study will examine briefly the levels,
composition and trends in intra-regional food imports in “Box 2: CARICOM Intra-Regional Food
Trade”.

20.  This study utilizes a combination of data sources. This study draws from direct customs
data provided by the CARICOM Member States to both the CARICOM Secretariat and the UN
COMTRADE database. The two data sources utilize different bases, product categories and
classifications, however the combination balances the strengths and weaknesses of both datasets:

1 The UN COMTRADE data, classified according to the Harmonized System (HS) of Customs
Classification, provide two key advantages. First, the COMTRADE dataset allows disaggregation
by tariff line, year and country of origin, thus allowing differentiation of intra- and extra-
regional imports. Second, the dataset includes all products up to HS Chapter 23, including
beverages and fisheries products. Unfortunately, the HS classification only allows access to a
data series beginning in the early 1990s, and given limitations in implementation of revisions
to the Harmonized System, there is not complete CARICOM coverage for all years (particularly
prior to 1997).

1 The FAO database provides two key advantages: First, the data are built on easily understood
categories of food products (and not tariff lines according to the Harmonized System), and thus
are easier to categorize (e.g. by degree of processing). Second, the data are based on SITC
classifications, and thus provide a long-term data series (beginning in 1961) that is not
provided by any other publicly available data source, without the need for conversions
between different versions of the Harmonized System. The one important disadvantage of the
FAOSTAT series is that it does not allow disaggregation by country of origin; thus food import
levels include intra-regional trade. Furthermore, the standard FAOSTAT classification for
“food” does not include beverages or fish.

2008/2009 FIB Levels

21. The revised dataset yields an estimated 2008 CARICOM FIB of nearly US$4 billion, with a
slight decrease in 2009. Using these parameters and drawing from a database using both direct
customs data and mirror data (i.e. exports into CARICOM countries), the 2008 CARICOM food and
beverage import bill is estimated at nearly US$4.0 billion (shown in Table 2 below). The CARICOM FIB
is dominated by four countries (Jamaica, Haiti, T&T and the Bahamas) that collectively account for
more than three-quarters of the region’s imports of food and beverages. An analogous total regional
estimate is not available for 2009 given that trade data are not available for all Member States. A
provisional estimate is shown in Table 2 based on a combination of direct customs data, mirror data
and estimates using historical import shares. The data indicate that the annual food import bill for
2009 shows, in some cases, significant decreases over the level of the previous years - falling 20% or
more in the case of Barbados, 10% or more in Dominica, Grenada, Guyana, Haiti, St Lucia, St Vincent &
Grenadines and T&T.



Table 2: Estimates of 2008-2009 CARICOM FIB

Member State 2008 FIB 2009 FIB
Level US$M Share Level USSM | %  Change

Total 2008
Antigua & Barbuda 64.4 1.63% n.a.
Bahamas 498.4 12.58% | 4253 -15%
Barbados 265.2 6.69% 193.7 -27%
Belize 97.6 2.46% n.a.
Dominica 31.7 0.80% 24.0% -24%
Grenada 54.5 1.38% 47.9 -12%
Guyana 142.5 3.60% 121.2 -15%
Haiti 882.4 22.27% | 758.4 -14%
Jamaica 873.6 22.05% | 7299 -16%
St Kitts & Nevis 46.7 1.18% 44.7% -4%
St Lucia 93 2.35% 77 7% -16%
St Vincent & Grenadines 66.1 1.67% 58.9 -11%
Suriname 115.3 2.91% n.a.
Trinidad & Tobago 731.2 18.45% | 603.6 -17%
CARICOM Total 3,962.60

Source: CARICOM Secretariat Statistics Unit and COMTRADE, with mirror data for Antigua & Barbuda and Haiti. * Estimated data
based on provisional 2009 trade statistics.

22. The generalized drop in the FIB from 2008 to 2009 is due, in part, to an overall drop in
food prices following the recent global food crisis. The FAO Food Price Index fell by some 38%
from June 2008 to August 2010. This decrease was brought on by a global increase in cereal output in
2010 that was the third highest on record, leading to a sharp drop in the FAO cereal price index from
273 to 185 over the same time period. Prices of dairy and oils also saw significant falls in the Food
Price Index over the same time period (from 240 to 192 for dairy and 282 to 192 for oils).!! Another
potential factor in the decline is the continuing global recession that has resulted in significant falls in
import demand from tourist arrivals, employment levels (particularly in tourism and construction)
and consumption.!? A third and no less important factor was the fall in energy prices after a large spike
- US oil prices had increased from slightly over $20 a barrel in May 2003 to nearly $140 per barrel in
May 2008 - particularly given the significant contribution of petroleum products to the cost of
transport/freight, fertilizers, agricultural products and feed.

Historical Levels of CARICOM Food Imports

23. Since the 1960s, nominal levels of CARICOM food imports have seen steady increases in
value terms, with a significant jump in recent years, mirroring global prices. Figure 1 shows FIB
estimates drawn from the FAOSTAT database (shown as a solid line) and COMTRADE customs data
(shown as a dotted line). 13 The figure shows a steadily increasing aggregate nominal CARICOM FIB
since the early 1960s, punctuated by discontinuous jumps from 1977-1980, 1994-1997 and

11 Source: FAO Food Price Index (accessed online at www.fao.org) and “Crop Prospects and Food Situation”, Food and Agricultural
Organization of the United Nations, Rome, September 2010.

12 See D. Lewis-Bynoe, “The Global Financial and Economic Crisis and the Caribbean: Impacts and Responses”, Presented to CDB
Workshop, Caribbean Development Bank, Barbados, August 2009.

13 The two estimates by the FAO and CARICOM Secretariat do not exactly coincide, given differing product coverage for the term
“food”, the inclusion/exclusion of intra-regional trade and classification system (i.e. HS versus SITC).
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particularly 2003-2008, when FIB levels doubled. The increases both from 1994-7 and 2003-8 echoed
increases in world food prices (as monitored by the FAO Food Price Index and shown as a grey line for
1990-2008), demonstrating in graphical terms CARICOM’s price-taker status in world food markets.



Figure 1: Estimated Values of CARICOM FIB vs. Food Price Indices, 1961-2008 (USS$ billion)
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24. At the Member State level, some classifications and categories in FIB levels can be
discerned. In order to account for the size differences between CARICOM economies, Table 3
disaggregates the total regional FIB. The resulting breakdown shows a number of important stylized
facts. First, in general terms, population size is a good indicator of FIB levels - i.e. the three largest FIBs
in the region belong to the three largest countries in population terms (Haiti, Jamaica and T&T) - with
a number of possible categorizations:

1 Small CARICOM States (in population terms) with high levels of GDP per capita have large food
import bills, with higher FIB levels for those Member States with well-developed tourism
sectors (e.g. Bahamas, Barbados, St Lucia);

1 Larger countries with large land acreage and/or domestic food production (e.g. Belize, Guyana,
Jamaica, Suriname) show lower FIB levels vis-a-vis their share of regional population;

1 Two outliers - Haiti (with a low FIB relative to its population due to high poverty levels) and
T&T (with a high FIB relative to population, due to high per capita GDP).

Second, the growth rates of Member States’ import bills have not been consistent across the region.
Just within the ten years from 1998 to 2008 - when the region’s total FIB more than doubled - T&T’s
FIB tripled; some Member States (e.g. Bahamas, Belize, Dominica, Grenada, St Lucia and St Vincent)
also saw FIB increases below the regional norm, whereas others (Barbados, Guyana, Haiti, Jamaica)
saw above average increases. Long-term FIB trends defy any simple categorization or classification
among countries - i.e. “bread-basket” countries such as Guyana and Suriname have seen as wide (or
even wider) variation in FIB levels than smaller-island states such as Grenada or St Lucia.

Table 3: FIB Values for Individual CARICOM Member States, 1968-2008 (US$M)

% Share| % Share| Rank
1968 | 1978 | 1988 1998 2008 CARICOM CARICOM | CARICOM pe
FIB 2008 | Population | capita GDP
Antigua & Barbuda 3.9 10.3 | 25.1 n.a. 64.4 1.63% 0.5% 3
Bahamas 279 | 49.0 | 169.6 | 296.0 498.4 12.58% | 2.1% 1
Barbados 164 | 53.5 | 80.7 133.8 265.2 6.69% 1.7% 4
Belize 6.5 221 | 33.2 51.2 97.6 2.46% 2.0% 9
Dominica 2.7 7.3 14.3 20.2 31.7 0.80% 0.5% 11
Grenada 3.2 10.3 20.9 28.5 54.5 1.38% 0.7% 7
Guyana 16.1 | 34.0 | 204 67.8 142.5 3.60% 4.8% 13
Haiti 10.7 | 50.9 | 136.5 | 353.6 882.4 22.27% | 56.7% 14
Jamaica 54.0 | 168.4 | 209.7 | 429.8 873.6 22.05% | 17.7% 10
St Kitts & Nevis 2.4 5.1 13.6 na. 46.7 1.18% 0.3% 5
St Lucia 3.1 15.7 | 37.0 58.6 93 2.35% 1.0% 6
St Vincent & Gren. 2.7 114 | 211 36.1 66.1 1.67% 0.8% 8
Suriname 10.5 36.7 31.2 n.a. 115.3 2.91% 3.0% 12
T&T 384 | 167.6 | 186.6 | 295.4 731.2 18.45% | 8.2% 2
3,962.60
CARICOM Total 198.4 | 642.4 | 1,000.0 | 1,771.0

Source: FIB values: FAOSTAT (1968 88) , using FI B estimates for “food excl
partners; and UNCOMTRADE (1998008). Population and GDP: CARICOM Secretariat Statistics Unit.

25. Regional FIB totals are particularly sensitive to estimates for the largest economies, and
thus should be used with caution. Table 3 above shows that only four Member States - Haiti,
Jamaica, T&T and the Bahamas - account for nearly three-quarters of the value of CARICOM food
imports. As a result, regional estimates are heavily influenced by estimates for these Member States.
For example, the steep spike in import levels within the past decade (shown in Figure 2) while
occurring to a certain degree throughout the region, has been particularly influenced by a near-
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doubling of food and beverage imports into Haiti since 2005. In the particular case of Haiti, however,
this presents significant estimation problems for the region, given the data reliability issues
surrounding the country’s import data (see Box 1 below).

Figure 2: FIB Levels for Top CARICOM Food Importers( US’ 00 0)
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Box 1: The Difficulties in Estimating Food Imports Into Haiti

Within CARICOM, Haiti represents a special case, given its economy and considering data reliability
issues. Based on mirror statistics, Haiti imported some US$884 million of food in 2008 - one of the largest
importers of food in the region, and responsible for some of the most significant growth in terms of value
trends. Based on a needs assessment carried out in 2005, Haiti imports some 48% of its food requirements
- including 80% of all consumed rice, the vast majority of which arrives from the United States (so-called
“Miami rice”) with a greater than 25% price advantage over Haitian rice. Another 47% of national food
requirements is produced and sourced locally, while 5% is provided by international food assistance,
mainly in the form of rice and wheat flour (see Figure 3 below).

Figure 3: Share by Product Category of Haiti Food Aid, 1970-2006

Cereals,
49%

With respect to CARICOM, the products for which Haiti’s imports constitute the largest share include:
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1 Rice (HS chapter 10), of which Haiti accounts for nearly half of total CARICOM imports from all
trading partners;

1 Wheat and maize (HS Chapter 11), of which Haiti accounts for nearly one-third of total CARICOM

imports;

Palm oil (HS 15.11), of which Haiti accounts for nearly three-quarters of CARICOM imports; and

Condensed/evaporated milk and cream (HS 0402.91), of which Haiti accounts for nearly two-

thirds of CARICOM imports.

=a =

Haiti’s high share of imports is abetted by four main factors. First, Haiti has extremely low import tariffs,
particularly for staple agricultural items. These tariff levels stand in sharp contrast to regional CET rates -
Haiti’'s 3% vs. CARICOM’s 25% for rice, 0% vs. 25% for wheat, and 15% vs. 40% for fresh vegetables.
SecongHaiti exhibits a high level of vulnerability to natural disasters that have led to large and frequent
influxes of food aid, of which nearly $100 million were sent to Haiti in the 10 weeks following the recent
earthquake that destroyed Haiti’s capital and much of the surrounding countryside. Third, Haitian domestic
food production has seen a severe decline from its 1950s peak, facing severe obstacles in face of the low
prices of competing imports, fragmented landholding, low levels of technology, extreme deforestation and
inadequate infrastructure. Fourth, Haiti shares a highly porous land border with the Dominican Republic,
across which a significant number of staples are informally traded.

Haiti also suffers from endemic levels of extreme poverty, wherein up to 3.3 million Haitians (out of a total
population of over 10 million) is classified by the United Nations as “food insecure”, with one in five
Haitians dying by the age of 40 and widespread malnutrition and deficiencies of basic vitamins and
minerals. This high poverty level and resulting low purchasing power accounts for the fact that Haiti has
half of CARICOM'’s total population, yet less than one-quarter of its total food import bill.

These large and variable levels of food imports are further complicated by serious data deficiencies.
According to consultations with Haitian trade officials, there is no single reliable database of import levels,
despite the fact that, according to the latest IMF Article IV consultation, customs duties account for more
than 20% of government revenue (including grants). Only intermittent export statistics are maintained
based on surveys of large and mostly foreign-owned agricultural producers. Nearly all data surveys are
conducted on the basis of estimated or mirror data (i.e. using export data of Haiti’'s trading partners). The
food import picture is further complicated by large volumes of informal imports over the porous border
shared between Haiti and the Dominican Republic, estimated at a half-billion US dollars per year.

Sources Jonathan Katz, “With Cheap Food Imports, Haiti Can’t Feed Itself”, Associated Press, March 20,
2010 (accessed online at www.abcnews.com); “Overview - Haiti”, World Food Program Website (accessed
online at www.wfp.org); “Only Trade Can Save Haiti”, Dominican Today, 8 October 2009 (accessed online at
http://www.dominicantoday.com); “Haiti: Article IV Consultation and Request for a Three-Year
Arrangement Under the Extended Credit Facility” (accessed online at www.imf.org); Figure source:
FAOSTAT and COMTRADE

26. More positively, FIB values as a percentage of GDP have either stabilized or fallen over
time in most CARICOM States. As shown in Table 4 below, FIB values as a percentage of GDP
(measured at current prices) have - in all Member States minus Haiti - fallen and/or stabilized over
time, with particularly significant falls from 1980 to 1990. Given that nominal FIB values have trended
upward over this time period in all Member States, this implies that GDP growth has either matched or
outpaced FIB growth. Nonetheless, FIB-to-GDP ratios remain in excess of 10% of GDPs in several
Member States, particularly within the OECS. Once again, Haiti proves an outlier with a ratio of 13%,
given both the spike in food imports over the past decade and considerable fluctuation in annual GDP
growth. Unlike overall FIB levels, the GDP ratios do not fall into any particular categorization (e.g.
tourism-heavy economies such as the Bahamas and St Lucia show divergent levels).

Table 4: CARICOM FIB Values as a Percentage of National GDP

1980 | 1990 | 2000 | 2008
Antigua & Barbuda 15% 7% 8% 5%
Bahamas 7% 5% 6% 7%
Barbados 8% 5% 5% 7%
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1980 | 1990 | 2000 | 2008
Belize 17% 9% 7% 7%
Dominica 15% 11% 7% 9%
Grenada 16% 12% 7% 8%
Guyana 7% 5% 5% 7%
Haiti 7% 19% 8% 13%
Jamaica 7% 4% 4% 7%
St Kitts & Nevis 5% 4% 4% 5%
St Lucia 33% 22% 17% 16%
St Vincent & Grenadines 27% 12% 9% 12%
Suriname 4% 11% 6% 4%
Trinidad and Tobago 4% 4% 3% 3%

Source: FIB values: FAOSTA®80-1 99 0) , using FIB estimates for “food excl.

and UN COMTRADE (20@D08). Population and GDP: CARICOM Secretariat Statistics Unit.

27. Per capita CARICOM FIB levels largely reflect a combination of tourism arrivals and per
capita GDP, although the relationship is not linear. The diversity of size among CARICOM States is
highlighted when national FIB estimates are calculated on a per-capita basis (shown in Figure 4). The
highest FIB per capita estimates are found in small economies such as the OECS, the Bahamas and
Barbados, in which the high tourism levels strongly influence food imports: tourists are not included in
the national population counts, but their food consumption is included in the total national FIB. At the
lower end of the scale are economies with domestic food production or large land acreage. The
relationship is not exactly linear - the Bahamas for example has both the largest number of tourism
arrivals and the highest per capita FIB; Jamaica, however, has the second largest number of tourism
arrivals, yet a much smaller per capita FIB due to its larger population and lower per capita GDP. The
precise impact of tourism arrivals on food import levels is difficult to assess: there is no means of
adjusting population estimates to account for tourists in most CARICOM Member States, given that in
half the cases (the Bahamas, Barbados and the OECS) the number of tourism arrivals either equals or
surpasses the actual population. Moreover, there are insufficient cross-country consumption data -
only anecdotal evidence - on either the mix of foodstuffs consumed by tourists, or the level of food
consumption in the tourism sector as a whole, and most importantly how tourists’ food consumption
differs from that of locals.

14



Figure 4: Comparison of FIB Per Capita Levels with Tourism Arrivals
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Historical Levels of Food Imports In a Trade Perspective

28. As a region, CARICOM'’s trade balance in foodstuffs has sharply deteriorated over time,
although there is significant variation at the Member State level. As seen in Figure 5 below,
CARICOM countries as a whole have seen a sharp long-term deterioration of their trade balance in
food items (i.e. exports minus imports) since the 1960s, with the deterioration particularly marked
from 2003 onwards as the value of agricultural exports has largely stagnated, while the value of food
imports has increased considerably. As with nominal FIB values, disaggregation of the CARICOM total
to national level (shown in Table 5) shows a significant diversity within the region. Belize and Guyana
have maintained historically positive trade balances in foodstuffs, while the OECS Member States (with
the exception of Antigua & Barbuda) have maintained historically positive trade balances until the
recent collapse of banana/nutmeg exports and global food price spikes. The region’s collective trade
balance deterioration is, as expected, driven by trends in the larger Member States, particularly that of
Barbados - whose trade balance deteriorated by a factor of nine from 1998 to 2008 - as well as the
Bahamas, Haiti, Jamaica and T&T. In the particular case of T&T, the negative trade balance in food is at
variance with the country’s overall positive merchandise trade balance since 2002, largely due to
favourable oil prices.1#

14 CARICOM Secretariat (2008)
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Figure 5: Index of CARICOM Food Trade Balance (1961=100)
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Table 5: CARICOM Member State Food Trade Balances (US$M)
1968 1978 1988 1998 2008 Ratio 2008 to
1998

Antigua & Barbuda -4 -10 -23 -26 -59 2.3

Bahamas -28 -49 -168 -190 -391 2.1

Barbados 3 -20 -40 -20 -180 9.1

Belize 4 22 39 69 78 1.1

Dominica 3 5 27 5 -21 -4.5

Grenada 2 5 5 -20 -44 2.2

Guyana 29 100 66 127 137 1.1

Haiti -6 -39 -124 -351 -752 2.1

Jamaica 20 -52 -52 -135 -520 3.9

St Kitts & Nevis 1 7 0 -7 -28 4.0

St Lucia 3 0 38 -33 -73 2.3

St Vincent & Grenadines 1 2 39 5 -44 -9.4

Suriname -1 -1 21 -68 -63 0.9

Trinidad and Tobago -4 -118 -135 -139 -473 3.4

Source: FIB values: FAOSTAT (1968 8 8 ) , using FIB estimates for “food excl.
and UN COMTRADE (192808).
29. In comparison with total merchandise imports, the share of food has fallen gradually

over time. As shown in Table 6, CARICOM food imports have constituted a dwindling share of total
merchandise imports over time, albeit with marked year-by-year variation. Thus while the FIB has
risen over time, other categories of (non-food) imports have risen even faster. This trend is likely
attributable to the emergence of import-intensive and highly specialized domestic industries such as
tourism, construction and chemicals, all of which require heavy imported machinery, expensive
foreign-made materials and fuel (both in refined form and chemical derivatives). Changing CARICOM
demographics and particularly the rise of vehicle-based travel (i.e. increasing car and fuel imports)
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have also boosted non-food imports since the late 1960s. Haiti again proves to be an outlier, with a
long-term secular increase and a significant spike during the decline of the domestic agricultural,
manufacturing and tourism industry during the 1980s and 1990s.

Table 6: CARICOM Imports of Food as a Percentage of Total Merchandise Imports

1968 1978 1988 1998 2008
Antigua & Barbuda 16% 25% 11% 7% 7%
Bahamas 16% 2% 7% 11% 12%
Barbados 20% 17% 14% 8% 11%
Belize 24% 21% 18% 13% 8%
Dominica 26% 26% 16% 18% 15%
Grenada 24% 29% 23% 18% 14%
Guyana 15% 12% 9% 12% 11%
Haiti 29% 23% 40% 47% 31%
Jamaica 14% 18% 14% 11% 9%
St Kitts & Nevis 28% 21% 14% 13% 14%
St Lucia 21% 19% 17% 20% 14%
St Vincent & Grenadines 27% 32% 17% 18% 14%
Suriname 11% 9% 9% 25% 9%
Trinidad and Tobago 9% 8% 16% 9% 7%

Source: FIB values: FAOSTAT (1968 8 8 ) , using FIB estimates for “food excl.
and UN COMTRADE (192808).

30. In comparison with total merchandise exports, the share of the FIB has gradually risen

over time, although this is largely due to the decline of other export industries. As shown in
Table 7, the size of the CARICOM FIB relative to total merchandise exports has grown over time in
eight Member States, while decreasing in six Member States. The relative decrease in export levels can
be attributed to a number of factors, particularly the changing structure of CARICOM economies (i.e.
away from manufacturing and agriculture export and towards services export), the emergence of
lower-cost manufacturing/assembly competition (particularly from Latin America and China) and the
region’s vulnerability to natural disasters that has periodically damaged or completely destroyed the
merchandise export platform, particularly in agriculture. In two Member States, the share of the FIB
has fallen as exports have significantly increased — T&T due to the rising price of oil, and Suriname

following the privatization of the domestic banana industry.

Table 7: CARICOM Imports of Food as a Percentage of Total Merchandise Exports

1968 1978 1988 1998 2008
Antigua & Barbuda 49% 82% 83% 72% 68%
Bahamas 55% 2% 8% 8% 46%
Barbados 41% 41% 46% 30% 41%
Belize 43% 28% 29% 23% 21%
Dominica 43% 47% 26% 38% 79%
Grenada 65% 63% 63% 133% 134%
Guyana 15% 12% 9% 13% 16%
Haiti 30% 32% 74% 117% 110%
Jamaica 25% 21% 25% 21% 28%
St Kitts & Nevis 62% 30% 45% 55% 47%
St Lucia 49% 59% 31% 107% 79%
St Vincent & Grenadines 72% 70% 25% 71% 98%
Suriname 10% 10% 9% 28% 7%
Trinidad and Tobago 8% 8% 13% 12% 4%
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and UN COMTRADE (192808).

The Composition of the CARICOM FIB: Byood Product

31. The current CARICOM FIB is dominated by key staple grains, dairy, food preparations,
beverages and meat. Based on import data provided by the CARICOM Secretariat and the FAO, the
current regional import basket is largely composed of eight categories of foodstuffs, with the top five
products per Member State listed in Table 8. The data show that the regional import basket is
dominated by:

1 Wheat, maize and derived products (US$489 million worth of imports into CARICOM in
2008);

1 Food preparations, excluding extracts, sauces, cereals, soups and ice creams ($455 million);
1 Chicken, pork, beef and mutton ($420 million);
7 Cheese and dry/evaporated milk ($403.5 million);
1 Rice milled/husked/broken/paddy ($287.8 million);
1 Beverages (US$255 million);
9 Sugar, both raw and refined ($191 million);
1 Fisheries products (dried, frozen and smoked, US$174 million); and
1 Animal feed (largely inputs into domestic production, US$160 million).
Table 8: Top Five Food & Beverage Imports by CARICOM Member State (2008)
Member State Product Member State Product
Antigua & Bar. Chicken meat Bahamas Food Prep (NES)
Food Prep (NES) Non-alcoholic beverages (NES)
Flour of Wheat Bread/pastries
Pastry Chicken (frozen)
Milk Whole Evaporated Beef (frozen)
Barbados Soya beans Belize Wheat
Wheat Animal feed (inputs)
Maize Whiskey
Cheese Food Prep (NES)
Food Prep (NES) Margarine
Dominica Chicken (frozen) Grenada Frozen chicken
Milk & cream Cheese
Cane sugar Food preparations (NES)
Turkey (frozen) Wheat
Sauces & preparations Dried fish
Guyana Milk & cream Haiti Rice
Wheat Palm oil
Eggs (hatching) Wheat
Maize Milk & cream
Cheese Chicken (frozen)
Jamaica Wheat St Kitts & Nevis Food preparations (NES)
Maize Chicken (frozen)
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Member State Product Member State Product
Food Preparations Non-alcoholic beverages (NES)
Vegetable oils Milk & cream
Dried fish Breakfast cereals
St Lucia Chicken (frozen) St Vin. & Gren. Wheat
Food preparations (NES) Brown rice
Milk & cream Chicken (frozen)
Canned fish Food preparations (NES)
Beef (frozen) Milk & cream
Suriname Soya-bean oil Trinidad &Tob. Wheat
Chicken (frozen) Animal feed (inputs)
Wheat flour Maize
Maize Milk & cream
Cane sugar Cheese
UN COMTRADE and FAOSTAT. Descriptions have been modified for readability.
32. A small number of products have driven the growth in FIB levels, particularly within the

past 20 years. As shown in Table 9 below, a handful of products show significant growth in import
levels over the last twenty years. Since 1988, imports of miscellaneous food preparations, milled rice,
refined sugar, and infant food have tripled; imports of raw sugar have increased eight-fold; pastries
and sugar confectionary have increased five-and-a-half and four times their respective base levels.

Table 9: Growth of Selected Imports of Food in CARICOM (US$M)

Product 1988 | 2007 | Ratio 2007/1998

Readyto-eat
Food Preparations (NES) 69.9 | 237 3.39
Sugar Raw Centrifugal 12.8 | 109 8.53
Sugar Refined 32.8 | 106.6 | 3.25
Pastry 159 | 859 |5.38
Breakfast Cereals 8.7 55.7 |6.44
Fruit Juice NES 10.6 | 41.1 | 3.88
Infant Food 10 352 | 3.51
Sugar Confectionery 7.9 342 | 4.35
Chocolate NES 10.3 | 31.2 | 3.04
Margarine Short 4.2 20.5 | 4.84
Orange juice 3.1 19.2 | 6.24

Readyto-cook
Rice Milled 44 141.3 | 3.21
Soybean oil 13.5 | 82.7 |6.14
Palm oil 4.6 56.1 | 12.32
Rice Husked 1.2 46.2 | 37.88
Vegetables Preserved NES 8.6 32 3.71
Beans, dry 7.3 24.1 3.28
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Product 1988 | 2007 | Ratio 2007/1998
Macaroni 2.5 22.2 8.9
Food Prep. (Flour &Malt

Extract) 3.6 21.2 ]5.83
Garlic 2.6 18.6 7.12
Paste of Tomatoes 1.9 16.6 8.71
Potatoes 17.0 30.0 1.2

Inputs Into Food Processing
Molasses 2.1 17.9 8.74

Sour ce: FAOSTAT. FIB estimates for “food excl. fishrot cl assi f|
elsewhere specifiedr i ndi cated?” .

The Composition of the CARICOM FIB: By Source

33. The United States is by far the largest source of food imports into the region. As shown in
Figure 6 below, in 2008 the region continued to source more than half of the value of its food and
beverage imports from the United States, followed distantly by the EU (at 14%) and CARICOM (see Box
2 for more analysis on intra-regional trade). The major imports from each partner (with major
destinations in brackets) are:

9 United States: rice (Haiti), wheat and maize (Haiti, Jamaica), and food preparations (T&T,
Bahamas);

9 Latin America (largely Brazil): meat, dairy, and raw/cane sugar (T&T, Jamaica, Haiti);

1 European Union (largely Netherlands and UK): soya-bean oil (Suriname), wheat flour
(Suriname), milk/cream (Haiti), Irish potatoes (T&T), whiskey (T&T, Belize), and food
preparations (T&T, Barbados);

9 Asia (largely Malaysia): palm oil (Haiti, T&T, Guyana);

1 Canada: fisheries products (Jamaica, Haiti, T&T); and

1 Australia/New Zealand: sheep meat (Jamaica, T&T) and cheese (T&T, Guyana, Barbados,

Jamaica).
Figure 6: Sources of Food Imports for CARICOM Member States (US$M), 2008
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34. As with all FIB trends, there is significant diversity within the region, reflecting
historical shipping and trade patterns. The degree of dependence on one or more sources of extra-
CARICOM food trade varies considerably among the Member States. Table 10, based on COMTRADE
and World Trade Organization (WTO) data, shows that the Bahamas sources over 87% of its imports
from the United States, with relatively weak links with either the European Union or CARICOM.
Suriname, on the other hand, imports the majority of its goods from the Netherlands, while Barbados
and Grenada show a more balanced trading picture.

Table 10: Merchandise Import Shares for Selected CARICOM MS (2008)

USA | EU CARICOM
Bahamas 87.2 1.2 1.1
Barbados 39.7 13.1 15.8
Suriname 24 23 21
Grenada 31 10 25

Source: UN COMTRADE & WTO Trade Profiles (accessed online at www.wto.org)
Box 2: CARICOM Intra-Regional Food Trade

In the most recent complete dataset compiled by the CARICOM Secretariat (2008, with
Antigua and Barbuda not available), some 10% of total food imports into CARICOM Member
States were sourced from within the region. The table below shows the significant
difference between food import patterns of the Bahamas, Belize, Haiti and T&T and the
other Member States. The OECS countries show particularly high levels of intra-CARICOM
trade due to stronger shipping and air links with major regional producers, as does
Suriname due to its air links with T&T.

Food Imports from CARICOM as a % of Food Imports from All Partners
Bahamas 0.4%
Barbados 24.7%
Belize 3.5%
Dominica 48.2%
Grenada 33.8%
Guyana 18.9%
Haiti 1.1%
Jamaica 16.1%
St Kitts & Nevis 31.0%
St Lucia 34.4%
St Vincent & Gren. 17.0%
Suriname 20.3%
T&T 7.25%

In volume terms, the majority of intra-regional trade is conducted between the larger
CARICOM economies, particularly:

1 Trinidadian food preparations, beverages (alcoholic and non-alcoholic), maize and

wheat flour into Jamaica, Barbados, Guyana, and Suriname;

9 Guyanese rice, molasses and fish into Jamaica, Barbados, Haiti and T&T;

9 Jamaican food preparations and juices into T&T, St Lucia, Belize and Barbados; and

1 Surinamese rice and fish into Jamaica, Haiti, Guyana and T&T.
Belize exports significant quantities of fruit juices, molasses, pulses and fisheries products,
particularly to the larger CARICOM economies. Trade within the OECS sub-region is heavily
oriented towards T&T and the other OECS Member States, particularly with respect to
bananas (from Dominica and St Lucia), alcoholic and non-alcoholic beverages (all OECS),
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milled goods (Grenada, St Vincent), and root crops (St Vincent).
Source: CARICOM Secretariat and COMTRADE data

The Composition of the CARICOM FIB: By Degree of Processing

35. Over time, the value of imports of semi-processed and processed foodstuffs has
increased far faster than that of raw foodstuffs. For the purposes of this study, 312 food categories
in the FAOSTAT database were classified in one of three categories: raw, semi-processed (i.e. involving
only one transformation to achieve the finished product, such as shelling or drying) and processed (i.e.
involving two or more transformations). Figure 7 below shows that, within CARICOM, those goods
classified as “processed” and “semi-processed” have over time grown faster than those classified as
“raw”. The figure also shows that the FIB spikes from 1994-1997 and 2003-2008 were in large part
driven by increases in the value of processed and semi-processed foodstuffs.1>

Figure 7: Value of CARICOM Food Imports by Degree of Processing (US$ billion)
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36. Member States show significant variation when their current FIB is broken down by
degree of processing. Figure 8 shows the 2008 FIB for individual Member States, divided into
percentage shares by degree of processing (i.e. raw, semi-processed or processed). The data show no
clear pattern to permit categorization by degree of processing. For example, Member States with small
landmasses and established tourism/offshore sectors such as Barbados, Grenada, and St Lucia exhibit
the expected higher shares of processed goods. However, Antigua and Barbuda, the Bahamas and St
Vincent & the Grenadines show high import shares for raw goods. Jamaica and Trinidad & Tobago, due
to their more diversified economies and status as regional food production hubs, exhibit a more even

15 It is important to note that the category classification devised for this study is inherently subjective given that many of the
FAOSTAT categories (unlike the Harmonized System tariff codes) do not explicitly specify the amount of processing of a given good.
Further study - including product-by-product comparison with HS-based import data - is required to make a definitive
categorization of imports of foodstuffs. In the interest of brevity, the four-page listing has not been included in this study; it is
available from the author (sachapsilva@yahoo.com).
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distribution of food imports among the three categories. Haiti shows a dominance of semi-processed
food imports given that low domestic purchasing power limits the intake of high value-added
processed goods, and low domestic food manufacturing capacity limits the use of raw materials for
further processing.

Figure 8: Percentage Shares of Current FIB by Degree of Processing
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III. FOooD IMPORTS, AGRICULTURE AND REGIONAL FOOD MANUFACTURING

“We are importing most of what we can actually grow ourselves... I think we have to organise our
individual farming sector and encourage young persons to embrace technology and new techniques to
see farming and agriculture as a business... In that way we are going to create food security for our
people.”

- Hon. Vasant Bharath, T&T Minister of Food Production, Land and Marine Affairs

37. This section will discuss regional food production, which has been a major area of
concern with respect to the region’s FIB. In most press articles and policy discussions concerning
the CARICOM FIB, the discussion inevitably turns to the current situation of CARICOM food and
agricultural sectors - more specifically, the challenges facing the sector and the role (actual or
perceived) of the FIB in compounding these challenges.1® The section explores a number of pertinent
question, including:
1 Which food items are largely imported from outside the region, and which items are regionally
produced, traded and/or exported within the region?
1 Whatis the current context of regional food production?
1 What are the concerns surrounding food imports and regional producers?
1 What products, sectors and countries may provide a positive benefit/cost balance for strategic
public investment, and at what opportunity cost?

38. The analysis in this section is based on a study of the balance between the foodstuffs that
are domestically produced/exported/intra-regionally traded, and those that are imported
from extra-regional sources (and thus may be candidates for import replacement). Ideally, this
analysis would be based on empirical research on consumption patterns (and import shares thereof)
within the various CARICOM Member States. Unfortunately there is currently no comparable, country-
by-country consumption data available to determine which foodstuffs are consumed by which sectors
in CARICOM Member States. Trade and production data are not sufficiently disaggregated at the
sectoral level, and by degree of processing and value-added, to determine end-use by product.
Moreover, household consumption surveys are not uniformly and publicly available in all Member
States. For the purposes of this study, sector consultations and case studies will be combined with FAO
production, import and Food Balance Sheet (FBS) data - particularly estimates of the domestic food
supply - complemented by CARICOM Secretariat and Member State production and trade data.l” The
data will be used to estimate the balance, by major product category, of imported and domestically
produced food.

The CARICOM Food Balance: Domestieood Production

39. With respect to fresh produce, the majority of supply is both regionally produced and
regionally consumed. CARICOM produces and exports a wide range of fresh produce - including
fruits, vegetables, roots/tubers, herbs/spices and nuts - of which imports are only 7% of the level of
regional production (as shown in Table 11 below).

16 See “Reduce the Total Food Import Bill”, CARICOM Secretariat, 28 September 2010 (accessed online at www.caricom.org);
“Mega-Farms Could Ease Food Import Bill”, IPS News, May 30 2008 (accessed online at www.ipsnews.net); and “CARICOM’s Food
Security Mantra”, Trinidad Express, October 27 2010, accessed online at www.trinidadexpress.com

17 The analysis in this chapter draws heavily from FAO (2009a/b), Landell Mills (2011), CARICOM Secretariat data and
consultations with industry experts.
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40.

Vegetables, herbs and spices: Regional production includes onions, peppers, pumpkins,
cabbages, tomatoes, lettuce, cucumbers and okra, largely concentrated in Haiti and Jamaica,
with important production shares in Barbados, Guyana, Suriname, Belize and Trinidad. Extra-
regional imports are dominated by onions, garlic, cabbages, cauliflower, carrots and mixed
vegetables (with a significant share of frozen and canned vegetables) largely into Jamaica, T&T,
Barbados, St Lucia and Haiti. Intra-regional trade is dominated by peas (Belize), sweet corn and
other vegetables (Guyana, T&T).

Fruits: Regional production (both fresh and processed) is dominated by citrus, followed by
bananas/plantains, coconuts, pineapples, mangos and melons. Primary producers are Belize,
Jamaica, Haiti and the Windward Islands although nearly all CARICOM Member States have
production of at least one fruit. Extra-regional fruit imports are dominated by apples, bananas,
grapes and citrus. Intra-regional trade is focused on bananas (OECS) and citrus (Guyana,
Barbados, T&T).

Root crops: Regional production is focused on, inter alia, yams, cassava, potatoes
(Irish/English/white and sweet), and dasheen, with production and intra-regional export
largely originating in Haiti, Jamaica, Guyana, Dominica and St Vincent. Extra-regional imports
are overwhelmingly dominated by Irish potatoes (largely from Canada into T&T).

Beans/nuts: CARICOM produces peanuts, string beans and green beans, with imports
dominated by groundnuts and frozen peas. Intra-regional trade is particularly strong in
cashews and almonds (T&T) dried kidney beans (particularly from Belize).

Table 11: Production and Trade of Fresh Produce in CARICOM (2006, US$M)

Production | Imports | Exports | Imports/Regional
Production
Fresh Vegetables/Herbs/Spices | 249 41 5 16%
Fresh Fruits 923 26 106 3%
Fresh Roots and Tubers 395 37 28 9%
Fresh Beans and Nuts 26 12 1 45%
Total 1,593 116 146 7%

Source: FAO (20@9. Data excludes Haiti.

With respect to meat and related products , nearly all categories show a dominance of

regional production. CARICOM both produces and imports four main categories of meat
products (shown in Table 12):

T

T

T

Poultry and eggs: Poultry dominates CARICOM meat consumption, with the Caribbean
Poultry Association (CPA) estimating an 86% share of total meat consumption within the
region. The CPA estimates imports are 54% of regional production, with production
facilities throughout region. The extra-regional import basket is dominated by frozen cuts
and preparations from the United States, largely into Haiti, Jamaica, Bahamas, St Lucia,
Suriname and T&T. Intra-regional trade in poultry products is tiny fraction of imports from
non-CARICOM sources. With respect to eggs, imports are a very small share of regional
production.

Beef: Regional production is concentrated in Haiti, Jamaica, Guyana, Belize and Suriname.
Extra-regional imports account for a minor (30%) share of domestic production, largely
into the Bahamas, Jamaica, T&T and Barbados from the United States, New Zealand and
Latin America. There is little intra-regional trade in beef.

Pork: CARICOM regional production, focused in Haiti, Jamaica and T&T, dominates import
levels by a factor of five. Extra-regional imports are largely sourced from the USA, Canada and
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Brazil, with major CARICOM destinations being Barbados, T&T, Haiti and the Bahamas. There is
little intra-regional trade in fresh pork.

1 Meat of sheep and goats: This product grouping is the exception within the meat category,
given that imports (overwhelmingly from Australia and New Zealand) dominate by a factor of
two and half the levels of regional production (centred in Haiti and Jamaica). Given the small-
scale nature of sheep/goat production in the region however, there is likely an under-reporting
of domestic production figures.

Table 12: Production and Trade of Meat and Related Products in CARICOM

Production Imports Exports Imports/Regional Year/Source
Production
Poultry | 175,000 MT 95,000 MT 750 MT 54% 2005 (CPA)
Eggs 44 M doz 559 MT 0 2004 (CPA)
Beef 57,540 MT 17,582 MT 53 MT 31% 2008 (CARICOM)
Pork 52,068 MT 10,671 MT 27 MT 21% 2008 (CARICOM)
Mutton 7,422 MT 13,766 MT 5 MT 185% 2008 (CARICOM)

It is worth noting that sausageolay an important role in meat consumption throughout the region.
Nearly all CARICOM Member States consume sausages made from poultry and pork products, both
from extra-regional (US and Brazil) and regional (Barbados, Trinidad and Jamaica) sources.

41. With respect to fish, the majority is sourced within the region, despite rising extra-
regional imports as the level of processing increases. The CARICOM fisheries industry - based in
the Bahamas, Belize, Barbados, Guyana, Jamaica, Suriname, St Vincent and T&T - produces a variety of
fish and aquaculture products, including snapper, tuna, tilapia, flying fish, conch, shrimp, and lobster.
Regional production is largely focused on fresh fish, although some further processing (freezing,
drying and smoking) is done in a few Member States. Based on FAO, CARICOM and CRFM data, imports
of fish account for nearly 22% of regional production, although the level of imports rises gradually
with higher levels of processing. Despite broad-based production, the region is also a significant fish
importer (see Table 13), particularly mackerel, sardines and tuna. Although domestic production data
for canned fish is not available, it is likely that imports constitute a greater share of regional
production for this category given the low canning capacity within CARICOM. Guyana and Suriname
are significant intra-regional exporters, especially to the Jamaican and Trinidadian markets.

Table 13: Production and Trade of Fish in CARICOM (MT)

Production | Imports | Imports/Regional
Production
Fresh 1,476
Frozen 176,568 16,743 21.7%
Dried/Salted /Smoked 19,809
Canned n.a. 29,985 (likely higher)

Source: FA®GisheriesStAT, CARICOM Secretariat Statistics Unit, Caribbean Regional Fisheries Mechanism

42. With respect to baked goods and pasta, the majority are produced within the region,
although production is highly reliant on imported inputs. The CARICOM baked goods industry,
largely centred in T&T, Jamaica and Barbados (with additional production in Guyana, Dominica and
Haiti), produces a range of breads, cookies and pastries. While domestic production data is not
available, consultations with industry experts indicate that some 80% of regional consumption is
satisfied by domestic production, albeit based on milled products that draw heavily on imported
wheat and wheat flour. There is a significant level of intra-regional trade in baked goods, particularly
from T&T to nearly all CARICOM States. The region imports baked goods (HS Chapter 19) from a
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variety of extra-regional sources, with mixes/dough, pasta and cereals from Latin America, Asia and
the United States predominating.

43. With respect to rice, the majority is produced within the region, although import levels
are high. According to FAOSTAT production and CARICOM import data (from both intra- and extra-
regional sources), some 517,259 MT of rice are produced within the region annually, with Guyana and
Suriname accounting for 84% of the total, and high levels of intra-regional trade. Extra-regional import
levels however at 488,885 MT are nearly equivalent to regional production, although imports are
highly concentrated into Haiti (accounting for 85% of the region’s extra-CARICOM imports), Jamaica
and T&T, with nearly all imports arriving from either the United States or Latin America.

44, With respect to beverages, the majority are produced within the region, although
production is highly reliant on imported inputs. CARICOM produces a variety of soft drinks, fruit
juices, brewed beverages (e.g. beer, malt), rum and bottled water. Regional production facilities -
centred in Jamaica, Trinidad, Guyana and Barbados but found in several other Member States -
produce regional brands (particularly fruit juice, beer and rum) as well as well-known international
soft drink and alcoholic beverage brands under license. Neither FAOSTAT nor the CARICOM
Secretariat collects domestic production data for several disaggregated categories (e.g. water, juices,
aerated beverages, rum). Based on aggregated/sectoral and consultations with industry experts, the
data suggests that the vast majority of beverages are sourced from within the region. With respect to
alcoholicbeverages:

1 Two products dominate regional production and intra-regional trade: beer — where production
is estimated at nearly 212,000 MT per year, and extra-regional imports at 11,830 MT (largely
from the United States and the EU, with significant imports from Latin American into Belize) -
and rum.

1 Extra-regional imports are dominated by wine/vermouth (13,000 MT/year), followed by
champagne, whiskey, rum and gin, each at approximately 3,000 MT /year

1 Brewed alcoholic beverages are also significant users of inputs imported from extra-regional
sources, particularly flavouring, hops, barley and sugar/sweeteners.

With respect to non-alcoholic beverages, regional production data is not available and thus food
balances are more difficult to determine. Major import categories include:

1 Flavoured/sweetened beverages (e.g. soft drinks, malted beverages that fall under HS 22.02) at
134,000 MT/year and bottled water (24,620 MT /year); and

9 Fruit juices, with extra-regional imports dominated by mixed-fruit juices (33,000 MT/year),
apple juice (more than 18,000 MT /year, with nearly 50% imported into T&T from Canada),
orange juice (7,300 MT/year, with nearly 50% imported into the Bahamas from the USA),
pineapple and grape juice (each at approximately 3,700 MT/year). Intra-regional trade is
almost exclusively out of Belize, T&T and Barbados, largely in orange and other citrus juices.

45. With respect to sugar, the majority is sourced from within the region, although
sweetener substitutes are growing in terms of import share. CARICOM regional production of
sugar and molasses totals nearly 650,00 MT per year and is concentrated in Guyana and Belize - both
significant intra-regional exporters as well, alongside refined sugar from T&T. The region however is
not only a significant importer of sugar (total some 381,000 MT per year) - particularly refined sugar,
given that only T&T has major refining capacity relative to local demand - but also a significant net
importer of sweeteners such as glucose and high fructose corn syrup, particularly for use in
sweetening beverages.
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The CARICOM Food Balance: Importe#food Products

46. With respect to dairy, the region is a significant net importer across nearly all categories.
The CARICOM dairy industry is largely limited to Jamaica, Haiti and Guyana, producing some 320,000
MT per year of whole milk. Imports however of milk products - including in fresh, powder and
sweetened/condensed forms - are well over 1.3 million MT per year. The situation is equally lopsided
with respect to butter and cheese, with negligible levels of regional production but significant levels of
extra-regional imports (20,000 MT per year) from New Zealand, the United States and Latin America.

47. With respect to wheat, the vast majority is sourced from outside the region. Imports of
wheat are used throughout CARICOM both as a basic food basket item (usually as flour) and as an
input to the domestic food industry (particularly in baked goods). Given that there is no domestic
production within CARICOM, imports total some 667,619 MT per year (largely from North America),
including wheat flour and wheat for milling/enriching in mills throughout the region. CARICOM
domestic production of maize (some 243,000 MT per year) is dominated by Jamaica and Belize.

48. With respect to maize/corn , the majority is sourced from outside the region, although
there is some regional production. Extra-regional imports of maize total (both seed and excl. seed)
total some 268,000 MT per year, largely from the United States into Jamaica, T&T, Haiti, Barbados and
Suriname. The region is a significant net importer of corn-based US-sourced animal feeds,
notwithstanding some smaller-scale regional production including 25,000 acres of Belizean corn used
in the CARICOM poultry industry. Intra-regional trade in maize products is dominated by T&T and
Barbados, shipping to nearly all CARICOM States.

49, With respect to food preparations, the balance between production and imports is
difficult to determine, given that data are classified at a highly aggregate level. Despite being in
value terms a major food import category within the region, data classification of food preparations do
not allow an adequate food balance analysis. With respect to trade data, some categories of food
preparations are well defined in Chapter 21 of the CARICOM CET, including extracts/essences, yeasts,
flavoured powders and syrups for the beverage and ice cream industries, sauces/broths and tomato-
based sauces. The largest category of food preparations however is HS 2106.90.90 (“Other food
preparations NES”), which does not specify the product composition despite accounting for nearly half
of both the value and volume (42,280 MT) of food preparations imports. Furthermore, there is no
equivalent domestic production data to assess the regional food balance in this sector.

50. With respect to animal feed, the balance of consumption is difficult to determine,
although import levels are high. CARICOM Member States import some US$160 million of goods of
HS Chapter 23, with the overwhelming majority arriving from the United States (with exceptions for
Belize’s imports from Mexico and Jamaica’s from Brazil and Argentina). Although there is a significant
regional industry in Jamaica, Guyana, Barbados, Belize, St Vincent and T&T, it is difficult to determine
consumption balances, given that there are no regional databases of animal feed production and that
import data is not disaggregated by end-use (i.e. by industry or livestock).

The Balance of Food Expenditures

51. While there are no comparable household expenditure datasets across all Member
States, available data suggest that household food expenditures are heavily weighted towards
imported goods. As with regional production, data availability constrains any definitive statement of
the regional/extra-regional balance within the CARICOM food basket. Based on a survey of FAO
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Nutrition Country Profiles,'® only one Member State (Barbados in 2000) has a recent and publicly
available food consumption surveys, summarized in Table 14. The survey shows a predominance of
purchases based on imported grains (particularly white bread), cereals, pulses, beef, dairy products
and food preparations. A 2008 study on the CARICOM cost of living examined the Consumer Price
Index (CPI) shares of Barbados, Dominica, Guyana and St Lucia, finding a strong emphasis on imported
goods such as beef, wheat and frozen/canned fish.1?

Table 14: Percentage Shares of Imported Food Commodities Indicated by Barbados Survey Respondents In

Their Weekly Consumption of Selected Foodstuffs (2000, %)

Respondent
Category Product Share
Cereals White bread 41%
Whole wheat bread 42%
Crackers 60%
Parboiled rice 41%
Rice and peas 87%
Pasta 61%
Starchy fruits, roots and tubers | Irish potato 74%
Sweet potato 52%
Breadfruit 41%
Legumes, nuts and seeds Beans, fresh 44%
Peas, dried 72%
Meat, poultry, fish and shellfish | Fresh meat 51%
Poultry 82%
Fresh fish 69%
Dried fish 44%
Canned fish 57%
Dairy/eggs Eggs 50%
Cheddar 52%
Vegetables Green, vegetables leafy 68%
Yellow vegetables 63%
Other vegetables 71%
Tomato 47%
Fruit Citrus fruit 59%
Imported fruit 55%
Citrus juice 50%
Fats and Qils Oils 53%
Beverages and sugar Sodas 43%
Sugar in fruit drink 42%

Source: Barbados Food anénthropomorphic Surveys 200Food and Agriculture Organization of the United Nations,

The Context of Regional Food Production

Rome, 2005 (accessed online at ww.fao.org).

52. As noted earlier, the region produces a wide range of primary and processed foodstuffs
for both local consumption and export. Farmers and food processors based within the region

18 Accessed online at http://www.fao.org/ag/agn/nutrition/profiles_en.stm

19 Kairi Consultants (2008)
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(concentrated in Jamaica, Belize, Barbados, St Vincent and T&T, but present in virtually all Member
States) produce a variety of foodstuffs for both domestic and overseas markets, ranging from basic
staples (e.g. fresh produce, meat, fish, sugar and cereals) to semi-processed and processed goods (e.g.
baked/savoury goods, condiments, beverages, pasta). The rise of the regional CARICOM food industry
must be viewed in perspective, given that the economies of the Caribbean - and particularly the
allocation of resources in agriculture - have been historically oriented towards production of cash
crops for export to protected OECD markets, with satisfaction of the domestic market placed at a
distant second, subject to local import regimes and levels of tariff protection.2? Extra-CARICOM food
exports are dominated (in value terms) by relatively unprocessed goods (such as bananas, sugar, fresh
fruit and fish), a handful of processed goods largely consumed by diaspora communities (e.g.
condiments, juices and baked/savoury goods), and rum.

53. There are concerns however that the region has fallen behind with respect to production
of higher value-added processed goods. Social changes within CARICOM Member States -
particularly the rise of the modern supermarket retailing environment and income/demographic
changes?! - have led to an increasing preference among CARICOM consumers for value-added and
processed foods similar to those found on the shelves of North American and European supermarkets,
at prices consistent with those of major multinationals with large production facilities, diverse
markets and significant backward, forward and horizontal linkages. In many cases, these changing
consumer tastes have been met by domestic producers: a 2006 study for the CRNM found that the
larger quick-service format restaurants procure the majority of their major perishable and non-
perishable goods from local sources (except for cheese and French Fries), particularly in Member
States where the structure of agricultural tariffs makes domestic sourcing more price-competitive. In
other areas however - particularly supermarkets, where local sourcing is much lower (5-30%) -
regional producers have lost market share to imported goods backed by large production capacity and
generous marketing budgets.2?

54. Regional food producers operate under multiple competitiveness handicaps relative to
larger foreign competitors. It is beyond the scope of this study to explore, in detail, all the relatively
well-documented obstacles facing the Caribbean agriculture and manufacturing sectors vis-a-vis their
larger North American and European counterparts. It is worth however briefly reviewing the major
areas in which CARICOM producers face competitiveness constraints - a number of which were
identified under the 2005 “Jagdeo Initiative” on “Strengthening Agriculture for Sustainable
Development” - that can be grouped in six categories:

1 Profit constraints particularly the need to balance high and rising input material costs (e.g. for

processed/imported inputs and packaging) with small, fragmented and income-restricted

markets;

Policy constraintsincluding national tariff policies that add costs throughout the value chain;

Institutional constraints, including lack of supporting regional/national bodies for research &

development, risk management, information management, health/food safety & standards

certification (e.g. HAACP, EUREPGAP) and “on the ground” extension services for farmers;

1 Infrastructural constraints, including lack of appropriate processing capacity, production
structures, standard-certified machinery and production facilities;

1 Human resource constrainisparticularly high/rising labour costs, weak human resource
management, insufficient vocational-technical training and a lack of an entrepreneurial,

= =4

20 See “Whither the Agricultural Sector in the Caribbean?”, Economic Commission for Latin American and the Caribbean, Port-of-
Spain, accessed online at http://www.eclac.org/portofspain

21 These changes will be discussed in further detail in Part VI.

22 CRNM (2006)
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commercial mindset among some smaller regional producers, particularly in terms of training
in key business concepts (e.g. profits, fixed, variable and unit costs, operating margins,
budgeting and record-keeping); and

9 Services constraintsparticularly with respect to high costs from airlift and sea freight, local
transportation, port inefficiencies, security/insurance and product marketing.

Food Imports and Regional Food Production

55. On the negative side, there are legitimate concerns about food imports ‘crowding out’
domestic producers. In biology, “crowding out” is the process in which the introduction of a new
species to an environment causes new competition with previously existing species, while radically
changing the environment.?? Concerns regarding food imports and regional food production centre on
analogous fears that imports of food - often from higher-quality and lower-cost sources - undercut the
profit margins of already cash-strapped regional producers, creating permanent market shifts away
from domestically produced substitutes. The decline in regional markets then creates a number of
negative knock-on effects on domestic producers - e.g. lower investment interest from the public and
private sector, lower interest from new entrants into the labour force, lower production levels
inflating input costs, budget-cutting at key support institutions - that contribute to the five categories
of producer constraints listed above.

56. These concerns are particularly valid for some food products and Member States. Within
certain sectors of regional food production, the threat of import competition is particularly high. This
threat arises either out of direct competition (e.g. frozen poultry/beef versus fresh poultry/beef) or
high substitutability (e.g. wheat flour versus cassava flour). Examples of these competitive threats for
major CARICOM imports are given in Table 15, which shows that Jamaica and T&T are particularly
vulnerable to import threats, given their breadth of domestic production, with significant threat as
well to domestic producers in Barbados, Belize, and Guyana. In many instances however it is not
simply quantities that pose a competitive threat, but rather the price and quality of imported goods
vis-a-vis regionally produced substitutes. Unfortunately, comparable cross-country databases of
domestic import, wholesale and retail food prices are not available for CARICOM Member States, given
that import unit values are a poor proxy for the real price of imported goods, and national domestic
price indices are not disaggregated for domestically produced and imported goods. To provide a
single-sector perspective - poultry, one of the largest CARICOM industries, supporting either direct or
indirect employment throughout CARICOM - Figure 9 shows the significant competitive disadvantage
of regional producers vis-a-vis hemispheric competitors, particularly from the United States (the
region’s main supplier) and Brazil.

Table 15: Import Threats to CARICOM Food Producers

Imported Product Regionally Produced | Major Regional Production (MS)
Product
Wheat Flour Cassava & Cassava Flour | Haiti, Jamaica, Guyana, Dominica, St Vincent, T&T
Frozen Beef Beef Haiti, Jamaica, Guyana, Belize and Suriname
Frozen Poultry Fresh Poultry Jamaica, T&T, Guyana, Belize, Barbados, Bahamas
Frozen Pork Fresh Pork Haiti, Guyana, Belize, Jamaica and T&T
Milk/cream (fresh & powder) | Milk/cream T&T, Guyana, Barbados, Belize, Jamaica
Maize (corn) Maize (corn) Belize
Refined sugar Raw Sugar Guyana, Jamaica, Belize and T&T
Soft Drinks & Fruit Juices Soft Drinks & Fruit Juices | Jamaica, T&T and Barbados (with bottling capacity

23 See “Crowding Out (biology)”, Wikipedia Online, accessed at www.wikipedia.org
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Imported Product Regionally Produced | Major Regional Production (MS)
Product
in Guyana, Belize and St Lucia)
Food preparations Food preparations Jamaica, T&T, Barbados
Rice Rice Belize, Guyana, Suriname
Canned Fish Fresh fish Bahamas, Belize, Barbados, Guyana, Jamaica,
Suriname, St Vincent and T&T
Inputs into animal feed Inputs into animal feed Barbados, T&T, Jamaica, Guyana
Palm/soybean oil Coconut/palm oil Guyana, T&T, St Lucia, Dominica, Suriname

Figure 9: Price/Cost Competitive Comparison Between CARICOM and North/Latin American Poultry
Producers (2005)
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Source: Best (2005)

57. The loss of domestic industries through import displacement can have significant and
negative knock-on socio-economic effects. Much like the impact on macroeconomic variables
through rising food import levels, displacement of local production by extra-regional food
commodities can create negative effects on the region that go far beyond the arithmetic impact of
higher FIB volumes or values. The impacts include:

1 Fiscal/leconomic impactsincluding loss of employment, higher budgetary outlays for social
support programs, higher re-training costs, loss of corporate/income tax revenues; and

1 Social impactsincluding loss of rural communities, neglect of rural infrastructure, higher urban
migration (and increased stress on urban infrastructure), and rising security concerns.

As with nearly all areas of analysis conducted in this study, employment data are not disaggregated at
a level adequate for sector analysis. Using the relatively well-documented example of the poultry
industry, however, the rising imports of low-priced frozen chicken parts threaten a regional industry
employing some 30,000 rural workers (of which more than half are cottage processors or small
farmers), with ancillary industries such as the regional egg production sector employing some 2,325
small/backyard farms and 7,000 workers, and significant indirect employment through inputs (e.g.
feed growing and milling) and services connected to farming, processing, distribution and retail .24

24 Best (2005)
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58. On the positive side, it is important to note that food imports are a key input into the
regional food industry throughout CARICOM. In virtually all areas of CARICOM food production, the
availability of reliable, low-cost food imports is a key element of firm profitability, given the cost
disadvantages facing regional firms in other areas (e.g. labour, credit/capital, services and
infrastructure). Table 16 is an analogue to the previous table of competitive threats, showing that
some of the same products posing a competitive threat are also a key input item for regional
producers. For example, in the case of poultry and pork livestock producers, close to 50% of
production costs are concentrated in feed, of which the vast majority is imported from the United
States (and where regional production in T&T, Jamaica, Barbados and Guyana relies heavily on
imported inputs). While wheat imports are a direct competitive threat to regional substitutes such as
cassava, it is a key input into the regional baked goods and savoury snacks industry, as are other
grains/cereals such as barley and hops for the regional beverages industry.

Table 16: Major Imported Inputs to CARICOM Food Producers

Imported Input Regionally Produced | Major Domestic Production (MS)
Product
Wheat Flour Haiti, Jamaica, Guyana, Dominica, St Vincent, T&T
Wheat Flour Bakery All Member States (esp. for baked bread)
Wheat Flour Savoury Snacks Jamaica, Barbados, T&T
Milk powders, flavourings Ice Cream Jamaica, Barbados, T&T
Animal Feed Poultry, Beef, Pork, Eggs Haiti, Jamaica, Guyana, Suriname, T&T, Barbados,
Belize
Sugar, syrups/sweeteners, | Beverages Jamaica, T&T, Barbados
flavouring, barley, hops
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59. While wholesale import substitution is probably not a desirable policy direction, a

targeted approach in specific sectors has the potential to reduce FIB levels and their associated

risks. In a 2003 study, the Caribbean Development Bank (CDB) sought to emphasize that “given

current resource endowmentgopulation size and growth, existing bottlenecks already in the agriculture
sector, tastes that have been cultivated over centuries and competition for resources from other sectors,
there are clearly limits to food independence particularly in the shotn ... Those countri e
which want to pursue some measure of food independence must do so within the context of these
constraints”?> In the view of the CDB, the decades-old regional focus on “the greatest possible measure

of food self-sufficiency” (to quote the 1982 Regional Food and Nutrition Plan) is slowly giving way to

more nationally-tailored strategies, recognizing not only differences in the competitiveness of
agricultural producers in different Member States, but also the differing development orientations
throughout the region - a wide spectrum between traditional small-scale agriculture, larger
commercial and value-added production, and service-based economies. More importantly, the CDB

study couched potential FIB responses in the context of so-called “competitive import replacement”, in

which import substitution must be considered in light of the need to be competitive on price terms, as

well as considering other desirable features including environmental sustainability, taste, freshness,

food quality and safety. The CDB approach - which is echoed in this study - implicitly recognizes that

not all products in the CARICOM FIB are ideal candidates for import replacement, and that a targeted

approach is necessary given constraints on resources and political will.

25 CDB (2003)
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60. A targeted approach is necessary given the potential scale of investment required. Any
policy consideration of strategic investment is, by necessity, a careful balance of opportunity costs.
With respect to import replacement, the desirability of national and regional agricultural initiatives
must be examined in the light of the potentially high cost of intervention, given the wide range of
sectors and constraints requiring urgent attention. It is beyond the scope of this study to examine in
detail the funding needs of all the various CARICOM food sub-sectors. A general idea of the size of the
potential undertaking can be gleaned from past project documents and evaluations (shown in Table
17) that have outlined specific budgets for CARICOM undertakings only in the agricultural sector.26
The proposals summarized in Table 17 indicate potential costs of regional projects in the hundreds of
millions of US dollars, with sector-specific projects totalling between $5 million and $10 million, and
sector-wide national projects reaching into the double digits. The cost of merely rebuilding the pre-
existing agricultural sector in Haiti, following years of decline and the recent earthquake, has been
estimated at some $700 million; this figure does not account for the cost of creating specific sectors
able to compete on an equal footing with cheap imports, such as the US-origin rice (“Miami rice”) that
has been associated with the decline of the domestic rice industry.2”

Table 17: Summary Cost of Agricultural Proposals in CARICOM Region (2007)

Project/Document | Estimated Budget (US$) | Scope

Regional Level

CARICOM Agricultural Donors | $237.2 million Support for the expansion and rehabilitation of
Conference, June 2007 (National wide range of sectors, from fruits and vegetables
Proposals) to poultry, ruminants and fish

Up-Scaled Caribbean Regional | $158.3 million Support for wide variety of national and regional
Programme for Food Security initiatives

CARICOM Agricultural Donors | $58.6 million Support for Caribbean Regional Food Security
Conference, June 2007 (Regional Programme & support for various regional
Proposals) marketing and surveillance programs

National Level

Small-Scale Irrigation Project (Haiti)

$26.9 million

Increase water management and irrigation
systems for small-scale farmers (over 7 years)

Agricultural  Export  Diversification | $22.9 million Support to fruits, vegetables and meat sectors
Programme (Guyana)

Cashew Grove (Belize) $8 million Expansion and modernization of cashew farm
National Medium Term Investment | $7.4 million Funds for overall transformation of national
Programme (St Kitts and Nevis) agricultural sector

Algae 0Oil Biofuel Production (Belize) $6.5 million Production of ethanol and bio-diesel from algae

Marine Shrimp Project (Jamaica)

$5.5 million

Production of high quality marine shrimp for
local and export market

Rice Project (Belize)

$4.6 million

Production and cultivation of irrigated rice

Sheep Development Project (Jamaica)

$4.5 million

Production of sheep and lamb to replace 50% of
imports

National Development Fund (St Vincent | $2 million Funds for Revolving Loan Fund for Small and
& Grenadines) Micro Business Development
Source: FAO (2007b); CARI COM Secr etpmsenta by the ZARICDOM Secret&iatnorthe r y

Regional Agricultural Investment Forum, Georgetown;

26 Given that most documents provide only overall budgeting (e.g. “plantain chip production and upgrading”) and do not provide
detail at the budget-line level (“e.g. purchasing new drying equipment”), only aggregate figures can be provided.

27 “Minister of Agriculture in Haiti Launches Program to Rebuild Sector”, Inter-American Institute for Cooperation on Agriculture,
Dominican Republic, June 2010, accessible online at http://www.iica.int
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61. A targeted approach is also warranted given that investment in food import replacement
will inevitably drain scarce resources away from other national priorities and generate large
opportunity costs. Given the multiplicity and depth of CARICOM development challenges (only a sub-
set of which have been addressed in this study), a wider consideration of development priorities must
be undertaken before any reflexive action on food import replacement is undertaken. These wider
development challenges include the need to:

9 Build, replace and/or maintain key public infrastructure, particularly roads, utilities, and

housing, particularly those crucial to the competitiveness of key export sectors;

Provide adequate levels of public services, particularly health, education and security;

Provide competitive remuneration packages for civil service salaries in order to stem the

‘brain drain’ of talented nationals into more lucrative overseas labour markets; and

1 Maintain sustainable/solvent financial accounts at the national level, particularly in those
Member States where fiscal imbalances have reached critical levels.

)l
)l

The dilemma facing CARICOM governments is further compounded by the fact that Overseas
Development Assistance (ODA) to the agriculture and food sector - which has traditionally closed the
gap between funding needs and government resources - is not often available in terms of either the
quantity or the timeliness required for competitive, market-oriented investment.28 Given that import
replacement is likely to be funded mainly through the public purse, each sector investment decision
will need to be carefully weighed against either reasonable expectations of future revenue increases or
expenditure cuts that are both socially and politically feasible.

62. Any investment decision that involves tariff protection must also consider the impact on
the already-critical cost of living levels throughout the region. Import replacement strategies -
both for agricultural and industrial goods - are often accompanied by tariff protection (both short-
term and longer-term) in order to provide nascent industries with a domestic cost advantage vis-a-vis
imports from larger and more cost-efficient foreign competitors. In the case of CARICOM however any
consideration of either maintaining or raising tariff rates must be balanced against cost-of-living
concerns, given that foodstuffs are already significant contributors to rising household expenditures in
the region.?? At present, Common External Tariff (CET) rates are, by hemispheric standards, relatively
high (40%) for most food staples, including fish, fresh eggs, peas, beans, fresh fruit and fruit juices.
Furthermore many Member States apply prohibitive rates (70% and above, with some specific rates)
for key food basket items such as chicken wings, milk and milk powder, Irish potatoes, sugar, and
alcoholic beverages. These rates are exclusive of numerous other duties and charges (e.g. stamp taxes,
custom fees, excise duties, VAT) applied on the duty-inclusive value of import shipments. These high
rates have led some CARICOM governments to repeatedly petition the CARICOM Council on Trade and
Economic Development (COTED) for suspension of the CET rate during times of short regional supply
or high prices.3? Given the already-high border and internal tax component of food prices in the region,
it is crucial that any new protective tariffs are applied selectively and with consideration to their
impact on household food expenditures.

28 See Paul Goodison, “The ACP Experience of Preference Erosion in the Banana and Sugar Sectors”, ICTSD Agricultural Trade and
Sustainable Development Series, International Centre for Trade and Sustainable Development, Geneva, May 2007.

29 Kairi Consultants (2008)

30 According to data compiled in IICA (2009), the total number of applications to suspend the CET for agricultural products totalled
265 in 2002 and rose to 464 in 2004.
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Boosting Regional Production (ii): Potential Criteria

63. The selection of products for increased regional investment and production should be
guided by clear and objective criteria. Given the potentially large opportunity costs associated with
food import replacement in the region, any consideration of public investment must be guided by clear
criteria. Following from the vulnerabilities identified in this study as well as numerous studies
undertaken on potential agricultural opportunities throughout the region, these criteria may stipulate
that competitive import replacement products (summarized in Table 18) should:
1 Be viable candidates to replace a major food import item (i.e. in light of existing consumer
tastes and production processes);
1 Already be widely produced within at least one Member State (preferably more) and, if
possible, regionally traded;
9 Exhibit potential competitiveness in terms of price, taste and quality vis-a-vis imported
substitutes;
9 Exhibit value chain characteristics whereby public investment can potentially result in
competitive and productive increases; and
1 Notbe undertaken unless accompanied by a series of economy- and industry-wide measures to
improve the cost of capital, inputs, labour and ancillary services (examined subsequently).

64. The resulting list will likely differ from those with export potential, since these do not
necessarily reduce “big-ticket” food import levels. A traditional focus of agriculture studies within
CARICOM has been on those products that have potential for export and hard-currency generation -
understandable given the decline of agricultural exports in many Caribbean States, particularly major
banana and sugar producers. The list of priority sectors flagged in these analyses would include
products such as fruits (e.g. plantain chips, citrus purees), fresh/dried root crops, hot peppers,
cocoa/coffee and niche food preparations (e.g. jams, jellies, sauces).3! Many of these items however are
not included for consideration in this study, given that the analysis is focused on items that could
reduce the risks arising from a high regional food import bill, and thus that could feasibly replace big-
ticket food import items, not all food import items. Moreover, exported goods by definition do not
assist in reducing the region’s FIB, unless they are also sold on the domestic market. Considered at a
purely arithmetic level, exporting foodstuffs actually decreases the availability of foodstuffs in the
domestic market, thus increasing the need for food imports.

65. Another potential source of sectors to target for import replacement is the list of goods
for which there is insufficient regional supply. Article 84 of the Revised Treaty of Chaguaramas
provides for the grant of Community origin “where there is an interruption or an inadequacy of
regional materials”, subject to a notification by a Member State (on behalf of a manufacturer) and
subsequent intra-Community investigation, and limited to a specific period and quantity. In a recent
example, the following materials were submitted by food manufacturers for consideration by the
Thirty-Second Meeting of the COTED in May 2011, all due to potential insufficient regional supply:

9 Fruit and citrus, both dried, pulped and concentrated (HS 20.06, 20.07, 20.08 and 20.09);
91 Refined sugar (17.01) and syrups (21.06);
9 Beverage flavourings (33.02); and

1 Bulk spices, nuts, leaves and herbs (08, 12, 09).

31 See Landell Mills (2011)
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Boosting Regional Production (iii): Potential Sectors for Investment

Table 18: Summary of Potential “Competitive Import Replacement” Initiatives

Imported / Regionally Targeted Investment
Product
Meat Feed production; processing automation/scale; standards

implementation; regional initiatives

Food preparations

Studies to identify market opportunities for domestic producers;
support for product standards; support for increased vertical
integration; funding/training for producers of new/niche products

Maize (corn)

Marketing campaigns; crop insurance; financing for processing
capacity; research & development; bulk purchase of fuel/fertilizers;
secondary market studies; land utilization

Refined sugar & sweeteners

Explore increased sugar refining capacity; explore downstream
sugar/sweetener products; research & development for
alternative/natural sweeteners

Fresh & processed fish Invest in processing (dry/smoked) facilities; research & development;
improved technology
Rice Increase cultivation; public-private mechanisms; value-

added/processed goods

Fresh & processed fruit and
vegetables

Increase cultivation; strengthen product compliance; protect against
praedial larceny; invest in storage and processing capacity

Wheat flour & inputs into
animal feed / cassava

Research & development; capital/re-tooling funds; encourage
collective production; lobby/assist milling industry; encourage
regional /hemispheric FDI

66. With respect to poultry and pork, CARICOM governments should support increased
regional production of fresh and processed meat, with particular emphasis on increasing
regional production of animal feeds. The CARICOM poultry and pork industries are among the
largest food sectors within the region, and a prime candidate for replacing the high levels of frozen
chicken, ham parts and cuts imported into the region from the United States and Latin America. As
shown earlier (in Figure 9 for the poultry industry), however, the region’s producers are at a
significant cost disadvantage vis-a-vis their hemispheric competitors. Due to this competitive
differential (and for public revenue reasons as well), tariffs on poultry and pork products (HS 02.07)
are among the highest in some CARICOM Member States’ national schedules, as shown in Table 19.
Given their wide consumption and breadth/depth of both production and employment linkages
throughout the region (particularly in its use of small/cottage farmers and processors), the poultry
and pork industries are an ideal candidate for government support to boost production and lower
prices. Using the poultry industry as an example in Figure 10, the value-chain distribution of
production in two Member States (Belize and Barbados) shows that production costs are concentrated
in three areas: feed, processing and retail. In order to increase the competitive position of CARICOM
Member States’ poultry and pork producers, governments should:

1 Encourage the production of competitively-priced regional feed, particularly from corn,
sorghum and soybean (currently produced in Belize, but with potential in other CARICOM
States), rice (Suriname and Guyana), and fish waste (Guyana, Suriname, Belize, Bahamas) with
care being taken to ensure that growing some of these items for feed does not lead to shortages
on the consumer market (much like the diversion of corn production for ethanol production);

1 Provide incentives to increase scale and automation - particularly in the processing stages - to
encourage higher production of value-added/processed goods, such as canned meat and
sausages;

37



1 Assist in the company-level implementation of standards for farm management, food safety,
marketing standards and animal health;

Fund research and development to increase the range and availability of breeding stocks; and
Support regional initiatives such as the CARICOM Livestock Feed Supply Program. 32

Table 19: CET Rates for Products in HS/CET 02.03 and 02.07

= =4

CET | Description | ANB | BBS | BZE | DMA | GRE | GUY | HTI | JAM | SKN | SLU | SVG | SUR | TTO

Meat of swine (pork)

0203.11 | Carcasses and half-carcasses. | 30 184 | 40 30 30 40 15 40 5 0 5 20 40

Hams, shoulders and cuts
0203.12 | thereof with bone in. 30 184 | 40 30 30 40 15 | 40 5 0 5 20 40

0203.19 | Other. 30 184 | 40 30 30 40 15 |40 5 0 5 20 40

0203.21 | Carcasses and half-carcasses. | 30 184 | 40 30 30 40 15 40 5 0 5 20 30

Hams, shoulders and cuts

0203.22 | thereof with bone in. 30 184 | 40 30 30 40 15 40 5 0 5 20 40
0203.29 | Other meat, frozen 30 184 | 40 30 30 40 15 40 5 0 5 20 40
Meat of poultry (chicken)
Not cut in pieces,

0207.11 | fresh/chilled. 0 184 | 40 20 30 100 | 15 100 | 5 40 5 10 40
0207.12 | Not cutin pieces, frozen. 0 184 | 40 20 30 100 | 15 100 | 5 40 5 10 40
0207.13 | Cuts and offal, fresh/chilled. 0 184 | 40 20 30 100 | 15 100 | 5 40 5 10 40
0207.14 | Backs and necks. 0 40 40 20 0 0 15 0 0 0 0 10 40
0207.14 | Wings. 0 184 | 40 20 0 0 15 100 | O 0 0 10 40
0207.14 | Livers. 0 40 40 20 30 100 | 15 40 5 0 5 10 40
0207.14 | Other 15 184 | 40 20 30 100 | 15 100 | 5 0 5 10 40

Source: CARICOM Secretariat

32 Based on Best (2005) and “Jamaica’s Pork/Pig Industry”, Pig Sector BriefPIGTrop Online, accessed online at pigtrop.cirad.fr
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Figure 10: Price-Dollar Contribution of Value Chain to CARICOM Poultry Costs (2008)
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Source: Best (2005)

67. With respect to food preparations , there is a need to invest in further regional processing
capacity and further market study. Within CARICOM trade statistics, the category of “food
preparations NES” (NES = not elsewhere specified) is a significant import item, but one that is ill-
defined from a trade statistics perspective. The lack of detail is particularly puzzling given that the
major categories of processed foods (e.g. sauces, condiments, frozen potatoes, pasta, canned beef/fish,
etc) are already clearly identified within the CARICOM CET; thus the “food preparations NES” is a
residual category within national tariffs.33 As a result, it is difficult to identify the type and quantity of
products that are entering into the region, and thus what types of competitive import replacement
responses are needed. In terms of processed foods general, however, this section has highlighted the
need to support regional producers in upgrading their capacity in several areas, including:

9 Studies to identify precisely which categories of food preparations present market
opportunities within the region, and which of these categories are currently served by either
imports or domestically produced preparations;

1 Compliance with the labelling, content and packaging standards, particularly those required by
regional supermarkets as they increasingly move towards North American and EU standards;

1 Funding instruments to allow businesses to increase vertical integration (e.g. purchase
processing machinery) and create more value-added foodstuffs; and

1 Funding programmes to support entrepreneurs in new/niche products in basic nutrition, food
processing/preservation/storage, and basic hygiene.

68. With respect to corn (maize) and derived products, CARICOM should provide support to
increased and more diversified regional corn production. At present, Belize is the sole major
producer of corn within CARICOM, producing more than 100 million pounds of white and yellow corn

33 This classification problem is compounded by the practice of classifying food items under this heading for the purposes of lower
tariff duty (i.e. 20% under the CARICOM CET).
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(with a significant portion of the latter going to produce animal feed).3* However the price of Belizean
corn is still high (approximately 30% above international prices, largely set by genetically modified
corn grown in the United States and other countries), with significant price handicaps with respect to
the price of fuel and machinery, particularly for processed value-added items such as corn flour and
corn meal. In the Belizean case - where a successful industry already exists - the following measures
could be taken to increase the range and level of corn production:
1 Encourage, through the appropriate financing/lending instruments and tax incentive regimes,
the purchase of appropriate processing equipment (i.e. for corn flour and corn meal);
1 Provide funds for research and development into the use of new varieties and improved
technologies;
1 Provide funds for “GMO-free” marketing campaigns in target overseas markets;
9 Develop crop insurance plans, particularly for natural disasters;
1 Explore potential secondary markets (e.g. corn-based ethanol, animal feed) for higher
production levels; and
1 Encourage greater land utilization, given that the majority of arable land in Belize is still not
farmed.3>

CARICOM should also explore initiatives to increase the production of corn in other Member States,
given the high costs of shipping between Belize and the rest of CARICOM. Jamaica was a significant
corn producer in the late 1970s, although production has since steeply declined to only 944 MT /year,
despite corn (and derived products, such as cornmeal) remaining a staple in the Jamaican diet. Guyana
is currently exploring (with assistance from the Brazilian government) the potential for large-scale
corn cultivation, particularly for use in animal feeds.3¢

69. With respect to sugar and sweeteners, the region should explore both increased regional
refining and product alternatives. The regional market for refined white sugar is estimated at some
140,000 tons per year, with significant levels of extra-regional imports despite production of raw
sugar in Belize and Guyana. Both white sugar and sweeteners (e.g. fructose) are used extensively in the
production of beverages and other foodstuffs. The scope for import replacement again depends
heavily on the quality and supply consistency of regionally produced substitutes, and the production
processes - for example, replacement for cakes and cookies will likely be more straightforward than
for beverages, given the latter’s strict requirements for consistency, volumes and solubility. Most
importantly, price will be a key consideration - sugar is used extensively in food manufacturing, and
any import replacement with higher-cost regional sugar (i.e. relative to large producers such as Brazil
and Colombia) could involve undesirable price increases at the consumer level, and knock-on negative
impacts on demand and company profits. In order to boost the regional content of sweetened goods,
Member States should consider:

1 Exploring the potential for further sugar refining capacity in the region (e.g. beyond the
current/planned capacity in T&T and Guyana), particularly with respect to factory upgrades
and procuring high standards-compliant machinery;

1 Explore the potential for downstream products made from sugar (particularly specialized
syrups) that can be feasibly used by regional industries; and

34 See “Annual Report 2007”, Belize Ministry of Agriculture & Fisheries, Belmopan, June 2008, accessed online at
www.agriculture.gov.bz

35 See “The Belize Ag Report”, Sept-Oct 2010, accessed online at www.belizeagreport.com

36 See “EMBRAPA of Brazil Helping with Corn Expansion in Guyana”, Guyana Chronicle, 15 July 2010, accessed online at
www.guyanachronicle.com
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1 Support research and development into the regional potential for producing new and natural
non-sugar substitutes - such as stevia - that are increasingly replacing sugar and other
synthetic sweeteners in health-conscious markets.3”

70. With respect to fish production, CARICOM should consider increasing processing
capacity. The CARICOM region enjoys abundant stocks of fish and a ready market for fish products.
Despite these in-built advantages, however, the region imports significant quantities of fish,
particularly higher up the processing chain (i.e. lower-price smoked/salted fish), given consumer
preferences for lower prices, increased fish variety and the ability to store food over longer time
periods. In order to replace imports of processed fish by regional production, Member States should
consider:

1 Supporting investments in processing, particularly drying and smoking;

1 Invest in large-scale canning facilities, particularly for species that are a close consumption
substitute for major imported varieties (i.e. mackerel, herring);

1 Investinresearch & development and standards implementation; and

1 Invest in improved boat design, equipment and fishing techniques to bring down the cost of
domestic catches vis-a-vis imported substitutes.

71. With respect to rice production, CARICOM should support existing regional producers
and diversify the range of outputs. Much like the fish sector, in the area of rice, CARICOM exhibits
scope for significant production, a ready-made market within the region, and high levels of extra-
regional imports. While third countries (particularly the United States, Latin America and Asia)
maintain a heavy price advantage due to large volumes of production, there are concrete steps that
CARICOM Member States should consider to boost intra-regional import replacement among the
current producers (i.e. Haiti, Guyana and Suriname), including:

1 Expanding areas of cultivation;

1 Creating public-private bodies to address pressing needs facing the sector, particularly the use
of water, new investments in infrastructure (e.g. irrigation, flood control), stronger weed/pest
control and more reliable payment system between farmers and millers; and

1 Investment in new processing facilities to produce value-added/downstream products such as
rice flakes, popped rice, rice-based animal feed and rice hulls.

72. With respect to fresh and processed fruits and vegetables, there is scope for import
replacement both in the tourism sector and in local consumption, although the impact on FIB
levels may not be dramatic. While fruits and vegetables are not “big-ticket” items in value terms, a
significant quantity of both product categories (HS Chapters 07 and 08) are imported from extra-
regional sources that - given the climate and soil conditions within CARICOM - could be feasibly
produced within the region. These potential import replacement items include:

9 Vegetables used in the restaurant, hotel and supermarket sectors that are geared towards
North American and European tastes (e.g. salad greens such as tomato, lettuce, cucumbers and
sweet peppers), as well as those destined for domestic consumption in West Indian cuisine (e.g.
carrots, cabbage, onions, pumpkin, okra, beans) and domestic processing (e.g.
freezing/canning); and

9 Fruits consumed in tourism and local markets (e.g. pineapples, melons, bananas, papayas and
mangoes), as well as pulps and purées used in beverage and food manufacturing.

37 See “Region Must Switch to Products”, T&T Newsday, January 3 2007, accessed online at www.newsday.co.tt; and
“Soil in Nevis Suitable for the Production of Stevia”, Caribbean Net News, July 26 2004, accessed online at
www.caribbeannewsnow.com
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As with nearly all products addressed in this study, consistency and reliability of supply are the key
obstacles, particularly for tourism and restaurant markets that place a high premium on quality
consistency. Even in the case of onions (a significant import item), there are doubts as to whether
domestic production could satisfy more than a quarter of domestic demand.3® In order to increase
domestic production of fruits and vegetables, and thus reduce import levels, governments and private
producers should inter alia:

1 Investin increased land cultivation, mindful of the opportunity cost of using land for other non-
agricultural uses;

1 Ensure, via training and materials provision, stronger compliance with regional supermarket

and industry standards (e.g. pest control, quality assurance);

Ensure stronger enforcement of laws to protect against praedial larceny; and

Invest in processing and storage capacity, particularly in high-value areas (e.g. pulps and

purees for beverage industries).

)l
)l

73. With respect to lowering imports of wheat, wheat flour, and inputs into animal feed,

CARICOM should support efforts to increase cassava production, although supply consistency
will be a key issue. 3° Given that wheat is both a significant import item as well as a vital input into the
regional baked goods industry, CARICOM States may wish to explore a gradual and limited import
replacement strategy using cassava flour. Given the need to preserve long-standing taste and texture
preferences in the wider consumer market, regional producers will need to explore the maximum
potential levels, on a case-by-case basis, of cassava-wheat mixing to gradually substitute the former for
the latter. In the case of Ghana, the government is exploring legislation mandating a minimum 10%
substitution of cassava flour for wheat flour, with the ratio potentially increasing to 50% for biscuits.
Within the region, T&T has been exploring the possibility of widening cassava cultivation and milling
to replace up to 30% of imported wheat flour content; Jamaica and Guyana have also been exploring
wheat import replacement through cassava.#? A significant market opportunity for CARICOM cassava
pellet/granule production exists for displacing imported grains for feed, particularly for cassava
roots.! In order to encourage sustainable and competitive regional supply levels, CARICOM
governments should:

9 Fund research and development into both cassava-based soil systems within the region -
particularly with respect to boosting production in erosion-prone environments (e.g. Haiti) -
and low-maintenance varietals suitable for the region’s soil systems;

9 Provide funds for cassava farmers (both large and small) that will require, in some cases,
thousands of dollars of investment to improve harvesting, soil fertility, processing and pest
control techniques;

1 Encourage, wherever possible, the consolidation/pooling of production, cultivation and
processing from its current fragmented, single-farmer model in order to compete with wheat’s
highly-managed/low-moisture cultivation techniques and reduce the variability of growing
conditions and moisture content;

38 Landell Mills (2011)

39 Section sources: “Global Cassava Market Study”, Food and Agricultural Organization of the United Nations, Rome,
2004, accessed online at www.fao.org; “A Taste for Cassava Bread”, BBC News Africa, 17 October 2008, accessed
online at news.bbc.co.uk and “Wheat Cutback: Caribbean Exploring New Initiatives for Cassava Flour”, CANANews.net,
08 February 2011, accessed online at www.cananews.net and “A Review of Cassava in Latin America and the
Caribbean”, Food and Agricultural Organization of the United Nations, Rome, 2004

40 Landell Mills (2011)

41 See further information at the Integrated Cassava Project, accessed online at http://www.cassavabiz.org
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1 Actively lobby and, in certain cases, provide loan resources for the region’s existing flour mills
to risk capital investment in cassava milling capacity given the need for additional capital, re-
tooling and utility costs; and

1 Encourage local investment by producers in other CARICOM States (e.g. Belize) or
neighbouring Latin American countries (e.g. Brazil, Colombia) that already have a successful
track record in producing cassava flour.

74. It is important to highlight products where significant import replacement might not be
cost-effective, or might entail higher risks. In keeping with the need for a targeted, carefully
considered approach to import replacement, it is important to note that replacement of some “big
ticket” items in the CARICOM FIB would entail higher potential costs than for other items. The most
important is wheat, based on two key factors. First, wheat is not grown within the region and thus any
new large-scale growing and processing activity would be a “greenfield” investment with inherently
high risks. Second, it is a staple input into a wide variety of CARICOM foodstuffs (even those produced
within the region) and not easily substitutable in full, given the very precise requirements for
processing and eventual use in other large-scale food manufacturing. The second area of potential risk
is beef and dairy productsgiven that at present no CARICOM State apart from Belize maintains large-
scale cattle/dairy operations; in most States current dairy production is largely limited to a small
group of products and the production of liquid milk. Boosting production in this area would mean
large investments in cattle raising, slaughtering and processing as well as downstream fresh
milk/cheese production. The risks could be mitigated, however, by:

9 Clearly segmenting the CARICOM market into areas where regional producers could have a
competitive niche (e.g. encouraging the production of pasteurized/VHT milk in Belize that can
be shipped to other CARICOM countries), while allowing other imports (e.g. milk powder) that
are import for domestic liquid milk production and for low-income groups;

1 Encouraging the production of a wider range of dairy products (e.g. specialty cheeses, full-
cream/skim milk);

1 Creating domestic investment schemes (going beyond duty exemptions) in line with those
already in existence for tourism and major manufacturers; and

1 Specifically target those Member States (e.g. Jamaica, T&T, Guyana and Suriname) where large-
scale cattle production is potentially feasible at a competitive level, and ensure that best
practice from existing CARICOM beef production (e.g. Belize) is applied at a regional level.

Boosting Regional Production (iv): Complementary Economy - and Industry -Wide Measures

75. The above-mentioned import replacement measures cannot be taken without wider
reforms aimed at encouraging investment into the food and beverage sector. The competitive
import replacement measures listed above are not likely to succeed if they do not highlight the
“competitive” element - i.e. the creation of a productive base that is focused on affordable and high
value-added food products that reflect ‘best practice’ both within the region and overseas. In order to
encourage a stronger flow of private investment in the food and beverage sector, CARICOM Member
States must tackle the investment barriers facing the sector - particularly the transaction costs at each
stage of procurement, production, distribution and sale that gradually erode competitiveness and
shrink regional markets vis-a-vis overseas competitors. Unless these transaction costs are addressed
at every stage of the value chain, there is a risk simply of replacing high-cost imports with high-cost
regional production, with the same negative outcome for households. This section addresses crucial
economy-wide measures that must be considered as a precondition to - and taken in parallel with -
any import replacement measures. The list of actions follows the six categories of ‘competitive
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handicaps’ identified earlier, i.e. constraints on policies, institutions, profits, human resources,
infrastructure and services

76. To address policy constraints , CARICOM States should consider tariff and tax structures
that encourage competitiveness. Through their application of tariff and tax (both internal and
external) policies, CARICOM Member States can provide important incentives to public and private
investment in the food and beverage sector. These incentives can take the form of:

1 Tax credits for job creation, capital investment, employee training and headquarter location
(e.g. to encourage large manufacturing away from urban areas);

9 Tariff structures that allow for (a) importation of key inputs free of duties and other charges,
and (b) protective tariffs (for a limited period of time and on a limited number of goods) on
competing finished products; and

1 Exemption of VAT for key goods and services used during the production process

77. To address institutional constraints , CARICOM should encourage the
establishment/strengthening of industry-wide bodies. Given their small size and relatively low
profits (vis-a-vis their foreign competitors), CARICOM producers can benefit from strong collective
organizations that can act as industry advocates and clearing-houses for information and research,
formulating region-wide responses to developments and lobbying governments for needed
investment or legislation -. The formation of these strong advocacy bodies can play a key role in
ensuring that aid flows through industry and large-scale, commercially-viable producers as well as
agriculture ministries and primary producers. These industry bodies can play a strong role in
collaborating with existing statutory or large organizations involved in agriculture and food
production within the region, including BELTRAIDE in Belize, the JEA in Jamaica, and NAMDEVCO in
T&T. In order to assist in the formation and strengthening of these groups, CARICOM should consider
lobbying governments and donors to:

1 Support the establishment of strong industry associations in new sectors, perhaps with a
region-wide body specifically dedicated to the food and beverage sector;

1 Provide dedicated funds for market research, providing industry-wide support on marketing
techniques, labelling and packaging;

1 Widen the activities of industry bodies to include the collection of statistics, training, research
& development, standards implementation and industry-specific extension services; and

1 Establish public-private bodies within certain industries - along the lines of the Sandals resort
scheme with the Jamaican government - to mediate between producers and consumers,
particularly for high-level consumers in the accommodation and hospitality sector.

78. To address profit constraints , CARICOM should consider a multi-window programme to
support the food and beverage sector. In order to improve competitiveness, lower input costs and
increase efficiencies at the firm level, there is a strong need for a comprehensive support program
along the lines of the EU-WIRSPA Rum Programme. The Programme was created in 1999 to support
the transition of Caribbean rum producers from export of bulk rum to higher value-added branded
rum. The programme, fully implemented by WIRSPA (including contracting), included inter alia an
envelope of cost-sharing grants for individual companies, institutional strengthening for WIRSPA, and
the establishment of a rum “Marque of Provenance” to strengthen Caribbean rum branding. Based on
the success and structure of the Rum Programme,*? a similar undertaking for the wider CARICOM food

42 See “Experience of the Caribbean Rum Programme”, European Centre for Development Policy Management,
Maastricht, accessed online at www.ecdpm.org.

44



and beverage sector - run and implemented by a similarly representative and accountable private
sector industry body - could include separate funding channels for:

1 Modernisation and capital investmentincluding the purchase/installation of new equipment,
energy efficiency retrofits and lab/testing facilities upgrades;

1 Efficiency improvementsincluding the development of new production processes that better

exploit economies of scale, better benchmarking (e.g. responding to variations from targets),

higher integration of new technologies and scientific/genetic improvements in production,

storage and distribution;

Waste treatmentincluding the installation of environmental standards-complying machinery;

Distribution and marketing including the building of brands, the analysis of new market trends,

and the identification of new markets and distribution channels;

1 Business development servigéscluding the development of business plans, the identification
of more creative financing options (e.g. to reduce the cost of capital), quality training and
certification, and technical /feasibility studies.

= =4

It is crucial to note however that the sine qua norfor such an industry-led modernisation program is
the creation of strong industry associations (see previous paragraph) that can form their own Project
Management Units (PMUs), directly receive donor funds, contract consultants, and conduct reliable
project evaluations.

79.  Another potentially useful intervention is the expansion of land cultivation , which in
many CARICOM Member States is a limited and expensive input into production. A regional
initiative that could potentially link land-poor CARICOM States with their land-rich regional
neighbours is the purchase of underutilized agricultural land in Member States such as Guyana, Belize
and Suriname by CARICOM nationals. CARICOM could benefit from the experience of other developing
countries, particularly the Arab Gulf States. Much like their counterparts in Barbados, the Bahamas and
the OECS, officials in the Gulf Cooperation Council (GCC) face an economic environment of limited
potential for agriculture, growing economies and population driving increased food demand,
prohibitively costly agricultural initiatives, high levels of vulnerability to external price shocks and
limited monetary autonomy due to currency pegs. In response, the GCC countries have begun to
acquire farmland abroad and cultivate them with local and imported expertise, particularly in
countries with rich water resources and which are geographically and culturally close to them. This
policy (outlined in Box 3 below) is part of a conscious decision by GCC governments to move their
agricultural policies away from the nationalistic goal of food self-sufficiency towards more flexible and
broad-based efforts to ensure food security.*? In the Caribbean context, the major constraints are (a) a
lack of public funds to make land purchases, suggesting that private sector firms or consortia may be
better suited to making initial investments, and (b) the uncertainty surrounding land titling and
registration and (c) the inaccessibility of land plots due to poor and/or non-existent road systems.

Box 3: GCC Agricultural Outsourcing

The GCC countries have been investing primarily in North-East Africa and South Asia.
Instead of looking at investments in major exporter nations such as the US, the EU, and
Australia, the GCC nations have tended to focus on countries that are geographically close and
have established ties to the GCC. Sudan and Pakistan in particular have figured prominently in
connection with these efforts. The underdeveloped agricultural sectors of these countries leave
room for yield improvement, while their geographic proximity helps keep transportation costs
in check. The established political and cultural ties are seen as a safeguard against the risk of
embargoes. Saudi Arabia and the UAE have now emerged as leaders in acquiring land in third

43 NCB Capital (2010)
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countries with media reports suggesting the two taken together hold 2.8m ha primarily in
Sudan, Pakistan, Turkey, and Indonesia. Saudi officials have also reportedly had talks for
investments in Australia, Brazil, Egypt, Ethiopia, Kazakhstan, South Africa, and Vietnam.

Recipient countries have generally welcomed these investments as the deals are seen as
a means of fast-tracking the development of their agriculture sectors. Some countries,
such as Sudan, have even held road shows for potential investors as a way of accelerating the
process. In return for the land, the inherent water rights and guaranteed access to the food
produced on that land, the emerging agricultural producers receive foreign direct investment
and indirect development benefits linked to the modernization and growth of their agricultural
sectors. Supporters of such deals tend to focus on benefits such as job creation, the
development of transportation and logistics, and broader rural development. For the global
economy, this type of geographic specialization promises benefits in terms of overall
productivity and economic growth. It is primarily for this reason that such deals are being
encouraged by global organizations such as the FAO, especially when the investments are
taking place in countries that cannot finance the necessary capital investments in their
agriculture sector themselves.

Source: NCB Cépl (2010)

80. Another potentially useful intervention is the use of land banks, although the
opportunity costs must be carefully considered. In Barbados, the government has allocated some
1,400 acres for a land bank whereby arable land (both public and private) is made available to bona
fide farmers (through a licensing process) who would otherwise not be able to purchase or afford land.
This “Land for the Landless” programme also encourages a range of agricultural projects through
incentives such as re-tooling, standards compliance and grant assistance. A similar programme could
be implemented in other land-poor CARICOM States, although a number of challenges need to be
addressed, including:

1 The need to provide infrastructure and services appropriate to high-quality farming, as
opposed to subsistence production;

9 Striking a balance between the need to provide land to small farmers and the need to provide

low-cost and high-quality foods, which generally requires larger-scale operations;

A minimization of administration costs, freeing up capital for use in agriculture projects; and

The opportunity cost of zoning land specifically for agricultural uses, as opposed to other uses

(e.g. housing, commercial real estate, or tourism) that may have a larger and more positive

impact on employment and public revenue.#*

)l
T

The use of resources stored in the Land Bank should be governed by a national Agricultural Land
Utilization Policy, as part of a broader Land Policy and administered through a National Land Agency.
The Policy should contain clear guidelines on identifying suitable land, thus discouraging agricultural
activities on marginal/fragmented landholdings and ensuring that rural settlement is backed by
adequate infrastructure and community services.

81. To address human resource constraints, CARICOM should consider better training and
labour mobility. A landmark World Bank study on the Caribbean in 200545 focused significant
analytical attention on the problems of the region’s labour force, particularly low productivity relative
to high wages, with the latter largely following increases in expected inflation, rather than increases in
expected output or productivity. It noted that the CARICOM labour markets were noted for the
prevalence of skills mismatch, low levels of training, underutilization and shortage of upper-level

44 See “Land for the Landless Programme to Continue”, Government of Barbados, 26 May 2008 (accessed online at
http://www.gov.bb) and Henry Mangal (2009), “Final Report on Best Practices in Youth Agriculture: The Barbados, Grenada and St
Lucia Experience”, United Nations Development Programme for Barbados and the OECS, Barbados, September 2009.

45 World Bank (2005)
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professional training, despite relatively high literacy and secondary education rates. The World Bank
study recommended a range of potential interventions to increase labour productivity, particularly:

1 Strengthening human resource development, particularly skills training and vocational-
technical education;

1 Unifying/harmonizing labour regulations and education/training certification to increase
transparency in job search and skills matching;

1 Encouraging labour migration within the region under the CSME to fill labour cost differentials;
and

1 Encouraging the creation of an entrepreneurial mindset among the region’s employers, with
training in key business concepts (e.g. profits, fixed, variable and unit costs, operating margins,
budgeting and record-keeping).

82. To address infrastructural constraints , the region should consider expanding regional
best practice in key areas. Food producers in the region - like all economic operators - face a varied
picture with respect to key infrastructure such as roads, telecommunications, ports and utilities.
Member States’ performance with respect to reliability, access and pricing vary considerably across
countries and sectors, although fortunately there are clear success stories and “lessons learned” that
undermine easy categorizations regarding regional infrastructure. Drawing from the 2005 World Bank
study and the obstacles identified within the sectors analyzed for this study, CARICOM countries
should consider:

9 Targeting investment to key bottlenecks and costs, particularly with respect to roads,
sea/airports, telecommunications and electricity;

1 Lowering transaction costs at major ports by further refining and standardizing customs
procedures;

1 Re-thinking old models of cross-subsidy and capital subsidies for utilities that involve
legislated monopolies (i.e. in favour of public-private operation and a clear separation of
social/universal access objectives);

1 Creating regional approaches to regulation to save costs and share experiences, along the lines
of the Eastern Caribbean Telecommunications Authority (ECTEL);

1 Ensure that state-owned utilities are subject to independent oversight, in order to reduce
political considerations in hiring and management; and

1 Widening potential sources of finance for infrastructure, including multilateral bodies, pension
funds and regional insurance companies seeking long-term investments.

83. To address service constraints, the region should consider a range of initiatives aimed at
reducing the “costs of doing business”. While access to markets is important, arguably more
important are the countless transaction costs that public and private sector agents must absorb, all of
which inevitably increase prices for the consumer. Donors and governments, once strongly focused on
purely supply-side issues, have begun to consider the long list of micro- and macro-policies known as
“costs of doing business”: inter alia, starting a business, dealing with construction permits, employing
workers, registering properties, importing goods, paying taxes and enforcing contracts. As with
infrastructure, CARICOM displays a wide performance range in this area, as shown in Table 20 (based
on World Bank business climate measurements that rank countries from 1=best to 184=worst), with
many CARICOM States comparing unfavourably to other similarly-sized developing countries both
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within and outside the region. In order to improve some of these key indicators and reduce transaction
costs in the region, Member States should consider (among hundreds of potential interventions): 46

1 Establishing “one-stop” investment promotion windows for issuing licenses, permits and
orienting new investors (both domestic and foreign);

1 Establishing national competitive boards/councils across the public and private sector that
can serve as feedback mechanisms between public and private bodies in addressing common
concerns and implement policy/institutional reforms; and

1 Simplify key legislative elements - such as the tax code, import regime (tariffs, licenses and
exemptions), and competition policy - to allow easier assessments of business risks and

opportunities.

Table 20: Costs of Doing Business Rankings (2009)
Country Ranking
CARICOM

St Lucia 34
Antigua & Bar. 42
Bahamas 55
Jamaica 63
St Vincent & Gren. 66
St Kitts Nevis 67
Dominica 74
Belize 78
T&T 80
Grenada 84
Guyana 105
Suriname 146
Haiti 154
Comparison
Mauritius 20
Fiji 62
Dominican Republic 91

Source: Doing Business 2009: Caribbetates, World Bankashington DC, accessed onlinenatw.doingbusiness.org
Data for Barbados not available.

84.  Any planned investments in the food sector should account for - and be aligned with -
already-existing incentive frameworks at the national and regional level. In the design of
potential food import replacement initiatives, CARICOM Member States should account for the
numerous policy initiatives that are already in place to aid the agricultural and food production
sectors. A 2007 study on agricultural policies in seven Member States (Barbados, Belize, Guyana,
Jamaica, St Lucia, St Vincent and T&T)*’” was undertaken by the CARICOM Regional Transformation
Programme for Agriculture and identified a number of existing programmes, including:

1 Support to dedicated agriculture R&D centres and the creation of focal points for agribusiness
and praedial larceny;

46 For a fuller list, see Drzeniek-Hanouz, M and Irene Mia, “Measuring the Competitiveness of Selected CARICOM Countries”, Inter-
American Development Bank, Discussion Paper No 166, Washington, October 2009.

47 See “Policy Proposals: Enhancing International Competitiveness”, Report prepared by R.H. Singh et al for the
CARICOM Secretariat, December 2007, accessed online at www.caricom.org
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1 Financial incentives, including income tax exemptions for farmer, tariff exemptions on the
purchase of raw materials;

1 The establishment of agricultural companies (e.g. The Sugar Manufacturing Company Ltd in
T&T) and marketing boards in some sectors; and

1 The development and refinement of SPS and product standards (such as HAACP), particularly
to meet the ongoing standards developed at the multilateral level and within major export
markets.
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IV. FOoOD IMPORTS AND MACROECONOMIC STABILITY

85. This section explores the macroeconomic concerns surrounding food imports. A major
concern surrounding food imports into the region arises from their potential effects on the
macroeconomic stability of CARICOM Member States. This section examines some of the potential
risks and measures related to the FIB and macro stability by asking:

1 Whatis the current regional picture with respect to major macroeconomic indicators?

1 How do food imports affect these indicators? Are there grounds for concern in the region?

1 What steps can CARICOM Member States take to address the risks posed by the FIB for
macroeconomic stability?

The Current Regional Picture

86. The first element of the regional macroeconomic picture is the sharp deterioration in
some Member States’ fiscal performance. Throughout the region - particularly in a handful of
highly indebted Member States (shown in Table 21 below) - fiscal balances have deteriorated due to
widening deficits as expenditures have risen and revenues stagnated over time, as well as rising
interest payments on external debt. Table 22 provides a closer look at these trends in the case of
Jamaica, one of the most highly indebted countries in the region. The table shows budget expenditures
nearly doubling from 2005 to 2010 (particularly in capital costs and wages and salaries), with budget
revenues falling further behind each successive year, and a growing budget imbalance.

Table 21: Selected Fiscal Indicators for Highly Indebted CARICOM Countries (as % GDP)

Overall Fiscal Balance | Interest expenditures

Antigua and Barbuda

1991-97 -5.3 3.4

1998-2003 | -7.9 4.1
Belize

1991-97 -5.9 1.6

1998-2003 | -10.5 2.9
Dominica

1991-97 -5.9 2.3

1998-2003 | -10.5 4.6
Grenada

1991-97 -3.1 2.4

1998-2003 | -7.1 3.1
Jamaica

1991-97 -0.1 8.4

1998-2003 | -85 13.7
St. Kitts and Nevis

1991-97 -2.2 2.7

1998-2003 | -11.2 5.3

Source: IMF (2005)

50



Table 22: Jamaican Budget Expenditures, 2005-2010 (J$ billion)

2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | Ratio 2010 to 2005

Budgetary revenue and grants | 187 211 252 276 303 1.6
Budgetary expenditure 210 251 287 352 410 1.9
Primary expenditure 116 154 180 226 236 2.0
Wage and salaries 63 79 86 112 126 2.0
Other expenditure 41 48 65 73 74 1.8
Capital expenditure 12 27 29 41 35 2.9
Interest 94 97 107 126 174 1.8
Domestic 72 70 75 90 133 1.9
External 23 27 32 36 41 1.8
Budget balance -24 -39 -35 -76 -107 4.5

Source: “Jamai Cansultaof &n® Refuedt fora Stal®lyy VAr r angement ", I nternational

July 2010, accessed online at www.imf.org

87. These imbalances have led to worrying levels of external debt and debt service
payments in several Member States. Since the late 1990s, Caribbean countries’ access to
international capital markets has increased at the same time as their domestic financial markets were
being developed. To pursue their economic goals and finance their development processes,
governments began to develop their financial markets and borrow at home and abroad. Given the
relatively low and stable inflation, the political stability of democratic regimes and the development of
local and regional financial markets, governments have had easy access to financial resources.*8 Since
the mid-1990s, the average national public debt in the region has virtually doubled, rising to
exceptionally high levels in nearly all Member States (as shown in Table 23 below), with the exception
of Suriname, T&T and particularly Haiti (whose weak credit ratings result in government debts being
generally contracted on highly concessional terms).

Table 23: Gross Government Debt (as % of GDP)

1997 | 2000 | 2010
Antigua and Barbuda | 50 128 104
Bahamas 33 28 47
Barbados n.a. 71 112
Belize n.a. n/a 78
Dominica 60 86 83
Grenada 44 54 119
Guyana 130 120 64
Haiti n.a. 42 26
Jamaica n.a. 92 136
St. Kitts & Nevis 85 123 196
St. Lucia 37 43 79
St. Vincent & Gren. 48 67 92
Suriname 26 69 23
T&T n/a 55 39

Source: IMF World Economic Outlook 2010 Databasmessed online at www.imf.org

88. These fiscal imbalances are linked to strongly negative current account balances.
According to balance of payments data provided by the CARICOM Secretariat, all Member States with

48 IMF (2005)
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the exception of T&T and Suriname ran negative current account balances in 2006.4° The regional
average of -16% of GDP hides significant regional variation, from -0.2% in the case of the Bahamas to
33% and 34% in St Lucia and Grenada respectively. Moreover, not a single CARICOM Member State
(again with the exception of T&T, and Suriname only in 2006) has maintained a positive current
account balance from 1997 to 2006.

89. CARICOM Member States have also had to face unplanned expenditure arising from the
region’s vulnerability to natural disasters. Compounding the fragility of major fiscal and economic
indicators is the region’s well-documented vulnerability to natural disasters, many of which impose
significant fiscal costs on the public purse. (In the case of Jamaica alone, responding to natural
disasters has entailed costs of approximately US$1.5 billion since 2000.)5° Aside from the obvious
human and environmental consequences, the catastrophic impacts of the earthquakes, hurricanes,
droughts and floods that have historically hit the region have affected economic variables, including:

1 Costs of reconstruction (only a part of which are subsidized by external aid flows);

1 Diversion of aid from key long-term national priorities to fund short-term rebuilding needs;

9 Drops in tourist arrivals, often long-term until tourism infrastructure is rebuilt;

9 Loss of agricultural capacity and output, in some cases over years for hard-to-replace crops
(e.g. nutmeg);

Temporary loss of airlift and shipping leading to shortage of key goods and price inflation; and
Further deterioration of both current account balances and reserves as imports spike to meet
reconstruction demands.

= =4

90. Moreover, within CARICOM, the public purse is often the main source of support for
employment, social protection and major investments and expenditures. In many Member
States, the public purse is often the sole source of funding for key development goals, both long-term
and short-term. Government services account for either the first or second most important industries
in half of CARICOM States (particularly within the CARICOM LDCs), with other key sectors such as
construction, transport and agriculture heavily dependent on public expenditure and contract
procurement.>! In several Member States, major utilities (e.g. water, electricity), major investment
bodies (e.g. development banks) and crucial economic sectors continue to remain in government
hands, with public losses in many instances subsidized by the public purse. Furthermore, government-
funded support programs in many cases underpin the well-being of poor and vulnerable groups
through a network of programs to support, inter alia, price subsidies, school feeding, old-age pensions,
free healthcare, cash transfers, and community/rural development.

91. The recent global recession has further diminished the region’s fiscal margin of
manoeuvre. In some Member States, the strong pressure on fragile public finances has been severely
compounded by the recent global recession. In only one example - Jamaica - the economy contracted
0.6% in 2008 (in contrast with 1.6% growth in 2007), with slowdowns registered throughout the
economy, including agriculture, forestry/fisheries, manufactures, and construction. In 2010, based on
CARICOM Secretariat data, at least half of the region’s Member States registered zero or negative
annual growth; major tourist destinations within the region saw 50% declines in hotel occupancy, and
Central Bank officials are preparing for 20% tourist arrival declines in a scenario where the recession

49 The current account is the sum of the balance of trade (exports minus imports of goods and services), net factor income (such as
interest and dividends) and net transfer payments (such as foreign aid).

50 “Natural Disasters Have Cost Jamaica JA$100 Billion Since 2000”, Caribbean News Now, October 14, 2010, accessed online at
http://www.caribbeannewsnow.com

51 See “National Accounts Digest 2000-2003”, CARICOM Secretariat Statistics Unit, Georgetown, August 2007, accessible online at
www.caricom.org
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is prolonged.>? The region’s economic interconnectedness with respect to international trade (both in
goods and services, particularly tourism) and financial services have led to a high degree of contagion
with respect to OECD economies (particularly the United States), in the form of reductions in overall
economic growth, tourism receipts, remittances, FDI, commodity prices and capital flows to finance
current account imbalances. In response, CARICOM governments have been forced to undertake
additional (and costly) programs of social transfers, utility subsidies and unemployment insurance, all
the while contemplating measures to reduce expenditure and avoid further debt accumulation.>3

The FIB and Macroeconomic Stability (i): Costly Fiscal Buffers

92. The first potential macroeconomic threat arising from a high FIB is rising government
expenditure to combat the income effects of food price increases. In the CARICOM context, a
rising food import bill can easily turn into (or exacerbate) a fiscal crisis by turning household
imbalances into national solvency imbalances. The region’s vulnerability stems from a number of
stylized facts:

i First, food and beverage expenditures consume a significant share of CARICOM household
budgets (shown in Table 24). In nine Member States, food and beverage expenditures account
for more than a third of household expenditures, with high (> 40%) levels recorded in
Dominica, Jamaica, Guyana, St Lucia and St Vincent and the Grenadines.

1 Secongthe region contains significant pockets of poverty, wherein (a) food expenditures are
generally much higher than the norm (a CDB study estimated that in Belize, Dominica and
Guyana, the shares of food expenditures at the poverty line were 58%, 60% and 74%
respectively) and (b) government support programs form an integral part of household
income;>4

9 Third, as shown in the previous analysis, imported food items constitute a significant share of
total food expenditures in CARICOM households; and

91 Fourth, even those regionally produced foodstuffs that weigh heavily in CARICOM household
food budgets (e.g. beverages, bakery, meat, food preparations and dairy products) contain a
significant share of imported inputs.

Table 24: Component Shares of Consumer Price Indices (2003)

Food Beverages/ | Housing | Clothing/ Household | Transport/ Other
Tobacco Footwear Supplies Communication

Antigua Bar. 21.4 0.2 21.8 11.1 12.6 15.4 17.5
Bahamas 13.8 ok 32.8 5.9 8.9 14.8 23.8
Barbados 33.8 3.7 12.3 3.4 10.1 5.9 30.8
Belize 34.7 *x 16.8 9.2 8.5 17.0 13.8
Dominica 40.2 1.6 13.4 6.8 13.4 16.2 8.4

Grenada 36.8 ok 10.2 9.8 9.5 15.7 18

Guyana 44.1 n.a. 22.8 3.7 n.a. 10.8 18.6
Jamaica 55.6 ok 7.9 7.0 2.8 6.4 20.3
St. Kitts Nevis 28.1 0.7 13.0 9.3 3.7 2.1 43.1
St. Lucia 46.8 2.8 13.5 6.5 5.8 6.3 18.3
St. Vincent Gren. 53.6 1.0 9.8 8.9 6.2 6.9 13.6

52 See Peter Richards, “Feeling the Effects of the Global Recession”, IPS Caribbean, Port of Spain, December 16 2010, accessed online
at www.ipsnews.net

53 See Trevor Alleyne, “The Global Financial Crisis - Implications for the Caribbean”, Caribbean Development Bank Conference,
Barbados, December 3 2008, accessible online at www.caribank.org

54 CDB (2003b)
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Food Beverages/ | Housing | Clothing/ Household | Transport/ Other
Tobacco Footwear Supplies Communication
Suriname 39.4 3.4 7.0 4.1 8.6 14.8 22.7
T&T 21.0 2.5 18.0 5.3 5.4 16.7 31.1
Source: CARICOM Secretariat Statistitea i t ; data for Haiti not available. ** denot es:s

93. The recent global food price crisis amply demonstrated both the region’s vulnerability
and its fiscal consequences. CARICOM countries, as small producers relative to global demand, are
price takers on commodity markets, with relatively weak capacity for maintaining food stocks large
enough to cushion swings in food prices. As a result, they are highly susceptible to fluctuations in the
prices of key staples. This vulnerability was demonstrated by the recent global food crisis. Between
March 2007 and March 2008, global food prices increased by an average of 43% and during that time
period, the prices of wheat, soybean, corn, and rice - all key CARICOM imports - increased by 146%,
71%, 41%, and 29%, respectively.>> The global rise in food prices arose from a number of causal
factors, including:

1 A rapid consumption growth in large emerging markets (particularly meat consumption in
India and China);

1 Increases in key input costs - particularly fuel (e.g. the price of crude oil almost quintupled

between January 2000 and May 2008, going from US$27.3 to US$125.4 per barrel) and

petroleum-derived products such as fertilizers;

Poor harvests in major suppliers of key global staples (particularly Australian wheat);

The reallocation of resources into bio-fuel production (and corn production in particular);

Speculation in commodity markets, driven by the collapse of major OECD housing and stock

markets; and

1 The sharp depreciation of the US dollar (i.e. given that US$-denominated prices had to push
upwards to recover their value in other currencies, particularly the Euro).56
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The global food crisis led to a number of transmission impacts via imports, particularly rapid price
inflation; indeed food price inflation, between July 2006 and July 2008, significantly surpassed overall
(i.e. Consumer Price Index) inflation and that for non-food items in several Member States (shown in
Figure 11). The figure shows that the larger CARICOM economies (apart from the Bahamas) were
particularly hard hit, with T&T experiencing food inflation some 20% above headline inflation levels,
and Jamaica, Suriname, and Guyana seeing greater than 30% increases in food prices.5?

55 See “USAID Responds to Global Food Crisis”, United States Agency for International Development, accessed online at
http://www.usaid.gov

56 ECLAC (2008)

57 Headline inflation includes food and energy prices.
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Figure 11: Increase in Non-Food, Headline and CPI Inflation (2006-2008, %)
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Source: ECLAC (2008). Data for Haiti not available.

94. Many other developing countries were forced to adopt costly coping measures, at a time
of contracting growth. Many developing countries, seeking to protect the purchasing power of their
populations (particularly the poorest), have been forced to adopt measures as a buffer against the rise
in food price. The country responses generally fall into two categories, namely:

1 Economywide measuresincluding reducing import and other taxes on essential staples,
increasing stocks, export restrictions, price controls and subsidies; and

1 Social protection programsincluding cash transfer, food-for-work, food ration/stamp and
school feeding.58

For developing countries as a whole (summarized in Table 25) these measures proved extremely
costly - a recent study by the IMF found that the recent hike in food prices caused up to 1.1% loss of
GDP in food subsidies for 31 countries - particularly at a time when most developing countries were
experiencing significantly negative growth. 59 The fiscal cost was particularly onerous given that the
most often-used measures among developing countries entailed either cutting reliable revenue
sources (eliminating tariffs), introducing regulations/distortions into food markets (e.g. price
controls) or direct public expenditure (e.g. price subsidies, cash transfers and school feeding.®?

58 World Bank (2008)
59 IMF (2008)
60 World Bank (2008)
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Table 25: Country Responses to Rising Food Prices, by Region

Region Total Of Which Reduced | Of Which Used Cash
Countries Taxes and/or Used | Transfer and/or Food
in Sample Price Controls Stamps/Rations

Africa 47 45% 57%

East Asia & Pacific 13 77% 38%

Eastern Europe & Central Asia | 30 53% 27%

Middle East & North Africa 9 89% 100%

South Asia 8 88% 100%

Latin American & Caribbean 9 89% 44%

Source: “Country RRsipoeases Wor IRd sBagk FowWashi ngton, April

95. CARICOM Member States were forced to adopt costly measures to mitigate the impact of
the increase in food prices, although the timing of the global recession complicates any specific
estimate of the fiscal impact. The global food price crisis hit the region at a time when many Member
States were already experiencing strong fiscal and debt pressures arising from chronic budget-driven
fiscal imbalances, fuel price increases and a growing global recession. As such, it is difficult to separate
the fiscal impact of the global food crisis from the other concurrent pressures on CARICOM Member
States’ finances, and there is no comparable cross-country database of responses and their fiscal costs
for individual countries. Some regional evidence however suggests the scope of the expenditure
increases and revenue cuts that arose from the global food crisis:

1 Many CARICOM countries suspended Common External Tariff (CET) rates on 34 product lines
including milk, chicken, lamb, onions, beans and potatoes, thereby cutting border revenues;

9 Antigua and Barbuda implemented emergency tax relief due to soaring food and energy prices,
leading to a 20% decline in tax revenues from 2008 to 2009;

9 Barbados spent in 2008 some US$700,000 per month to reduce the price of animal feeds and
thus avoid pass-through of price inflation to key domestically produced foodstuffs;61

1 Belize implemented wage and cash transfer increases to cushion the impact of rising prices,
leading to a 2% of GDP weakening of the fiscal balance;

1 Grenada sought US$18.2 million of IMF support in July 2008 (augmented to $25 million in

2010) to finance measures associated with food and fuel price shocks, including a free milk

distribution program;

Haiti sought more than US$25 million of IMF support in 2008 to cope with high food prices;

Jamaica was forced to temporarily shelve plans to eliminate the food item exemption from its

general consumption tax regime after widespread social unrest, expand support through its

PATH program and pump J$500 million worth of price stabilization measures over three

months on items including baking flour, bulk rice, cooking oil and milk powder;

9 St Lucia embarked upon an expansion of its social safety net programs and an increase in
public assistance payments, and subsidized the price of flour, sugar and rice while maintaining
price controls on 15 basic retail food and health-related items; and

1 T&T undertook a range of fiscal and legislative measures to cushion the impact of rising prices
(see Box 4).
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61 Sources: “Counter Measures”, T&T Newsday Online, April 10 2008; “Antigua and Barbuda: 2010 Article IV Consultation”,
International Monetary Fund, Washington; “Fuel Prices Go Up Again in Barbados”, Caribbean Net News, January 9 2006, and
“Barbados Cannot Sustain Current Level of Subsidies”, Daily Nation, February 19, 2008; “Belize: 2010 Article IV Consultation”,
International Monetary Fund, Washington; “Grenada: Fifth Review Under the Extended Credit Facility, International Monetary
Fund, Washington; “Haiti: Fifth Review Under the Three-Year Arrangement Under the Poverty Reduction and Growth Facility”,
International Monetary Fund, Washington; “Jamaica: 2009 Article IV Consultation”, International Monetary Fund, Washington;
“Food Security Flawed, Fundamentally”, Jamaica Gleaner, April 27 2008; “St Lucia: 2008 Article IV Consultation”, International
Monetary Fund, Washington;
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Box 4: Trinidad and Tobago's Policy Response to the Global Food Crisis

Within T&T, food price inflation registered an increase of 20.7% in the twelve months to January
2008, compared with 16.8% in December 2007, with price increases (from 2006 to 2008)
concentrated in

91 Dairy products (80% price increase);
1 Oils (50%); and
9 Grains (i.e. corn and wheat, 42%).

From 2002, the government has followed a policy of gradually removing VAT from food items, such
that at the onset of the crisis, some 29 basic food items were zero rated for VAT purposes, including
bread, flour, rice, sugar, milk, cheese, soya bean oil and pasta. However given the extent of price
increases, the T&T government was forced to undertake further measures to support the purchasing
power of T&T households. These initiatives include:

9 Participation in the CARICOM initiative to suspend the CET on 34 key food imports;

1 A debit card system (the TT Card Programme) that provides social protection allowing
recipients to receive monthly cash credits toward their grocery purchases, reaching some
22,000 persons and supported by over 150 supermarkets across the country;

9 A Ministerial Task Force on Prices with a mandate to create measures to expand agricultural
food production and curtail increases in food prices;

1 A Ministerial Committee for Food Prices and Inflation (established in December of 2007) by
Cabinet to ensure that there is timely realization of the recommendations emerging from the
consultations undertaken by the Ministerial Task Force;

1 A Prices Council and the Consumer Advisory Board to advise the Minister with responsibility
for Consumer Affairs on all matters pertaining to the issues surrounding prices in general
and food prices in particular; and

1 A Praedial Larceny Working Group to address the security and safety concerns arising from
the rise in food prices.

The government has also undertaken a range of agricultural development programmes, particularly
with respect to mixed crops (e.g. sorrel, pumpkin, cassava, sweet potato and hot pepper), fisheries,
small ruminants, and support programmes for the establishment of small- and medium-scale
commercial farms to increase local food supply.

Source: Hon. Peter Taylor, “Statement on Ri
2008, accessed online atww.news.gov.tt

The FIB andMacroeconomic Stability (ii): Hard Currency Reserves

96. The second potential macroeconomic effect from a high FIB is further depletion of hard
currency reserves and a weakening of currency stability. In many Member States, concerns over
rising food imports (and rising imports in general) are linked to concerns over the adequacy of
currency reserves and the stability of exchange rate regimes. In all trading economies - particularly
those whose domestic revenues are not generated in hard currencies - adequate Central Bank
reserves are required to ensure transaction convertibility and stability of exchange rate arrangements.
In small open economies, this requirement becomes crucial given the large share of imports in total
economic activity as well as the importance of a stable exchange rate in generating FDI flows and
investor confidence. CARICOM Member States have a particularly strong interest in reserve adequacy,
given the dominance of tourism-heavy economies such as Belize, the Bahamas, the OECS/ECCB and
Barbados that operate under a “hard peg” regime, and those operating under a “soft peg” regime such
as T&T, Guyana, and Jamaica.
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97. There are grounds for concern throughout the region with respect to import coverage
ratios. Table 26 below shows the variation throughout the region in import coverage (FIC) ratios - the
ratio of a country’s foreign exchange reserves to the value of its import bill, and a measure of a
country’s buffer in the event of an import surge. In the case of Barbados and T&T, reserves are
considered adequate (i.e. over 6 months’ imports). In other Member States, however, there are
grounds for concern: even in the OECS States that enjoy the stable monetary backing of the Eastern
Caribbean Central Bank (ECCB), the FIC ratio for the six independent OECS Member States has
remained at an average of 2.5 during 2001 to 2007. While these levels are far above those obtaining
for other CARICOM States in the past (the FAO found that ratios in 2004 were as low as 0.31 for Haiti
and 1.86 for Suriname®?) the OECS figures are still a cause for concern given that the 2001-2007
period was one of booming economic growth before the recent collapse in tourism and construction
and the global credit crunch. Recently, all six OECS independent Member States have requested access
to IMF financing to mitigate the balance of payments impact of the global downturn.®3 Those Member
States with low import coverage ratios run the risk of a depletion of currency reserves (or a need to
approach the IMF for financing to bolster reserves, thereby contracting increasing levels of debt) in the
event of an unexpected increase in food import bill levels.

Table 26: Import Coverage Ratio of Selected CARICOM Member States

2007
Bahamas 1.8
Belize 2.5
OECS Member States 2.5
Guyana 3
Jamaica 3.5
Barbados 6.2
T&T 14.5
CARICOM average 4.8

Source: FAOSTAT, IMF Financial Statistics and ECLAC (2008)

Who Is At Risk, and What Can Be Done

98. The most vulnerable countries, from a macroeconomic perspective, are Jamaica and the
CARICOM LDCs. The analysis presented in this section has put forward a checklist to identify Member
States most at macroeconomic risk from rising food prices, with emphasis placed on four key factors:

9 High levels of debt-to-GDP and related debt sustainability indicators such as the level of
interest payments;

9 Strongly negative and chronic fiscal imbalances;

1 High levels of food imports, particularly in relation to total imports; and

1 Low import coverage in terms of hard currency reserves.

On the basis of these indicators, the countries of most concern from a macroeconomic perspective (i.e.
with at least three out of four indicators at a level of concern) are the OECS Member States, Belize,
Jamaica, and Haiti, based on the data presented in Table 27. Bahamas and Guyana are only flagged for

62 FAO (2007a)

63 See “Eastern Caribbean Currency Union: 2009 Discussion on Common Policies of Members Countries—Staff Report; and Public
Information Notice on the Executive Board Discussion”, International Monetary Fund, Washington, June 2009, accessed online at
www.imf.org
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two indicators (food as a percentage of total imports and import coverage), whereas Suriname and
T&T do not show any macroeconomic vulnerability for the four indicators. It is important to note that
these indicators change over time, and a sudden negative outturn (either domestic or global) can shift
a Member State into the “vulnerable” category - thus it is nearly impossible to determine with
certainty a “safe” level for major fiscal indicators.

Table 27: Countries of Concern (Macroeconomic) Within CARICOM

Debt/GDP | Fiscal Balance < | Food Imports/ Total | Import Coverage
>70% GDP | -5% GDP Imports > 10% < 4 months
Antigua and Barbuda | X X X
Bahamas X X
Barbados X X
Belize X X X
Dominica X X X X
Grenada X X X X
Guyana X
Haiti X X X
Jamaica X X X X
St. Kitts & Nevis X X X X
St. Lucia X X X
St. Vincent & Gren. X X X
Suriname
T&T
Source: IMF International Financial Statistics and CARICOM Secretariat Statistics Unit
99, The first and perhaps most important implication of this analysis for fiscal policy,

regardless of food import trends, is the imperative need to improve fiscal and public financial
management. Given the region’s vulnerability to adverse movements in the external macroeconomic
environment, the most important buffer mechanism against high prices is an improvement of budget
processes, fiscal forecasting and debt management to ensure that public finances are kept “in the
black” and thus not thrown out of balance by rising food prices. Keeping debt-to-GDP levels low and
reserves high implies a fundamental shift in budget management throughout the region, away from
the current “single-year, bottom-up” approach, i.e. where the Ministry of Finance negotiates annually
with line ministries to bring their budget requests to a minimum total as a basis for determining the
resource envelope to be financed by new revenues and new debts. Given that revenues (particularly
those built on the narrow economic base of CARICOM’s small Member States) are often highly volatile
and in the case of many basic export commodities subject to constant downward pressure, this
process - where new financing is determined residually to “make ends meet” - has led to severe debt
build-ups in many Member States; in many cases, new debt obligations (e.g. in the case of a food
import bill spike) often means a new request for IMF support. The chronic budget imbalances (and
thus the region’s macroeconomic vulnerability) could be significantly eased by a “multi-year, top-
down” approach in which:

1 Revenue and financing targets are established first, in light of reasonable economic
assumptions, a medium-term term debt strategy and a clear appreciation of longer-term public
liabilities;

Spending plans (and yearly targets) are then defined residually;

Allocations to individual Ministries are made within prescribed multi-year resource envelope
ceilings, thus avoiding the risk of front-loading too many election promises; and
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1 Yearly allocations are adjusted, re-planned and re-targeted according to changing
developments in national revenue and expenditure.®*

100. The second implication for overall macroeconomic policy is to consider, given the
region’s vulnerability, a risk mitigation system at the national and regional levels. Viewed
strictly from a public finance perspective, a sudden increase in food import prices or levels is not
unlike a hurricane or an earthquake, in that its occurrence is external, unexpected and costly. As such,
the region’s Member States may wish to consider adopting the same warning and coping mechanisms
against their vulnerability to FIB increases as have been suggested for natural disasters. Such a system
- for which key elements could be easily pooled together at the national level, might include:

1 Risk identification and preparednessn much the same way as T&T has established a high-level
Committee on Food Prices and Inflation, regional bodies could establish a monitoring and
awareness system to ensure that Member States do not react “too little, too late” to food price
increases. These bodies could work in conjunction with major institutions (particularly the FAO
and the IMF) to monitor developments in the wider economy as well as in specific big-ticket
food import items, and present early-warning reports both to COTED and national government
agencies (particularly Ministries of Finance, Trade and Agriculture). Several organizations have
done research on model practices for monitoring food security and price risks - the
International Food Policy Research Institute (IFPRI) has suggested, for example, implementing
a “food situation portal” that links price data (global and domestic) with information on
vulnerabilities within the domestic economy arising from price spikes.®>

1 Risk reduction/protection While numerous facilities, funds and projects exist for coping with
natural disasters, far fewer policy initiatives exist to insulate the region against the negative
macroeconomic consequences of rising food prices.® At the regional level, development
partners such as the EU, IDB and Caribbean Development Bank should consider establishing
dedicated facilities and work programmes specifically aimed at alleviating fiscal constraints
during times of high food prices. At the national level, Member States should consider
establishing either national stand-alone funds or collective risk-insurance arrangements that -
along the lines of the Caribbean Catastrophe Risk Insurance Facility (CCRIF) - pool sovereign
risks and reduce coverage costs for Member States.®”

101. The third policy implication is the need to ensure that food price interventions, when
required, are carefully designed and targeted. Public interventions to mitigate the impact of food
price increases, such as price subsidies and cash transfers, affect consumption and production patterns
as well as the distribution of resources, with important implications for the national budget,
expenditure composition, and long-term growth. Given that not all interventions have the same fiscal
consequences, it is crucial that CARICOM Member States adequately target any measures funded from
the public purse for maximum impact and efficiency. A wide-ranging study on the policy issues raised
by subsidies, written by the IMF at the outset of the current recession,®® highlighted three main points
for effective intervention and targeting:

64 See Michel Marion, “Strengthening Macro-Fiscal Management in the Caribbean”, IMF Public Financial Management Blog,
September 10 2010, accessed online at blog-pfm.imf.org

65 See “Global Food Crises: Monitoring and Assessing Impact to Inform Policy Responses”, IFPRI Issues Brief 55, International Food
Policy Research Institute, Washington, October 2008.

66 Examples of the former include the Disaster Prevention Sector Facility (managed by the Inter-American Development Bank), the
Prevention and Mitigation Projects (managed by the World Bank) and the Disaster Mitigation Facility for the Caribbean (managed
by the Caribbean Development Bank).

67 Simon Young, “Climate Risk Management and Risk Transfer: Utilising insurance industry tools to underpin cost-effective
adaptation”, presentation to Seventh UN African Development Forum, 15 October 2010, accessed online at www.uneca.org

68 JMF (2008)
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102.

Rather than reflexively impose economy-wide price controls or subsidies that may inefficiently
and unfairly provide the bulk of the economic benefits of intervention to high-volume food
users, the ideal targeting strategy should focus on temporary programs and transfers delivered
directly to vulnerable groups and sectors, and on goods that are disproportionately consumed
by the poor;

Mitigating measures (particularly price subsidies) should be transparently accounted for in
government accounts, with off-budget subsidies identified and recorded in separate accounts;
Any sophisticated price hedging measures (e.g. with futures and options) to reduce
unpredictability in food import bills should be coordinated by private sector importing agents
or statutory corporations involved in food imports;®° and

Intervention measures should be clearly explained to the public - particularly when a targeted
program is being contemplated over an economy-wide subsidy - and couched within a larger
reform program that can provide benefits to vulnerable yet poorly organized constituencies.

It is important to note however that concerns over the macroeconomic risks of imports

affect all categories of goods, not just food. This study has previously noted (i.e. in Table 6) that
food accounts for only 13% of the value of total imports into CARICOM Member States (11% if Haiti is
excluded), with the share of food falling sharply since 1978. Over the same time period, imports of
non-food imports (particularly fuel, vehicles, heavy machinery and inputs into infrastructure) have
increased significantly. Given this trend, it is important that any concerns regarding fiscal stability and
reserve adequacy are considered across all imported goods, not simply on foodstuffs.

69 See Alexander Sarris et al, “The Use of Organized Commodity Markets to Manage Food Import Price Instability and Risk”,
Agricultural Economics1-18, 2010.
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V. FooD IMPORTS AND THE CARICOM CONSUMER

103. This section explores some of the health concerns surrounding food imports and the
measures CARICOM States can take to mitigate their consequences. Apart from macroeconomic
vulnerabilities and competition for regional producers, the third major concern surrounding the
CARICOM FIB is a potential cause-and-effect relationship between increased consumption of extra-
regional foodstuffs and negative health outcomes in the region. Following the outline of the earlier
sections, the study will ask:

1 What are the concerns surrounding health in the region?
1 How do food imports impact this trend, and what are the risks?
I What measures can CARICOM countries take?
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104. Studies have found a worrying trend in CARICOM health outcomes. In 2009, the Inter-
American Institute for Cooperation on Agriculture (IICA) published a profile of the so-called “CARICOM
Consumer”. The IICA study found that “Caribbean consumption patterns are often described as ones

that simulate the lifestyles and habits of developed Western societies, with serious consequences for
the health status of the population”. The study found, inter alia, that:

1 The consumption of oils and fats, in particular for the consumption of fried chicken, fish and
potatoes, are well above recommended levels;

1 The consumption of sugars and sweeteners are twice the recommended levels, with CARICOM
“generally over-fed on empty calories”;

1 Energy supply from staple crops is below recommended levels, though increasingly in the form
of highly-processed wheat-based products;

9 These trends - particularly eating away from home several times a week, and a preference for
high-fat diets and sugar-based carbonated beverages - were particularly pronounced among
young people.

The findings of the IICA study have been reinforced by country-level nutritional studies done by the
FAO70, finding that consumption patterns have changed dramatically within the last 20-30 years
towards increased consumption of animal fats, sugar products and salt. This phenomenon of what the
[ICA study terms ‘over-nutrition’ or ‘unbalanced diets’ has led to adverse trends in health indicators
throughout the Caribbean. These trends, covered elsewhere in significant detail,”? include rising
obesity (particularly in the over-35 age group) and associated chronic illnesses such as diabetes,
hypertension, stroke and heart disease. 72

105. These negative health outcomes have major social and economic consequences.’”? The
growing CARICOM waistline - in which the percentage of overweight men and women respectively has
grown from the 1970s (5% of total male population overweight and 20% of female population)
through the 1980s (20% and 40%) and the 1990s (23% and 55%) - has imposed high costs on
CARICOM Member States, including:

70 Accessed online at http://www.fao.org/ag/agn/nutrition/profiles_en.stm
71 See inter alia IICA (2009) and FSP (2007)

721ICA (2009).

73 This section draws heavily from HECORA (2008).
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1 Social costssuch as lower life expectancies, lower quality of life, higher incidence of chronic
illnesses, and a lower employment lifespan due to disability; and

1 Economic costssuch as higher incidence of obesity-related healthcare, disability expenditures
and the higher cost of treated sustained/chronic illnesses such as diabetes.

Despite high out-of-pocket costs for consumers, a significant portion of healthcare costs in most
CARICOM Member States is paid from public institutions, and thus the burden on the public purse is
high across the region. The direct cost of treating hypertension for the Bahamas, Barbados and Jamaica
alone is estimated at more than half a billion US dollars per year. Healthcare costs average some 5.5%
of GDP across all CARICOM States and in the case of the OECS, it is estimated that this share will
increase by half in 2035. The rising fiscal burden of healthcare within CARICOM has led to (and is
compounded by) chronic shortages of personnel, insufficiently qualified medical care-givers and
problems with training and retention, particularly with more attractive labour markets in North
America and the EU.

Food Imports and CARICOM Health Outcomes

106. These food consumption and health patterns need to be viewed in the context of larger
social changes within CARICOM. CARICOM Member States have seen profound social
transformations over the past decades that have affected a wide range of lifestyle choices, including
those linked to eating and health, such as:

1 Rising per capita incomeswith changes in the OECS being particularly marked (the sub-
regional per capita income, measured at current market prices, increased from 1980 to 2005
by an average factor of six);

1 Increased lifespanwith the median age in Jamaica alone increasing from 17 to 25 between
1970 and 2000, and an increase in life expectancy from 50 to 70 years over the same time
period;

1 A population shift towards urban centres with higher population concentrations leading to
smaller families (i.e. fewer family members to cook at home);

1 Increasing participation of womernn the workforce, thus increasing demand for foods with less
preparation time, food service and convenience foods;

1 Increasing ownership of household appliance@articularly refrigerators, freezers and

microwaves) and vehicles(allowing consumers to make fewer shopping trips and become

more selective in their purchasing); and

Increasing overseas contaetith both extended family in North America and Europe; and

Increasing access to global consumer trends and adgang via improved communications

infrastructure (particularly the falling cost of internet bandwidth).74
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107. The changing environment for food retail is a key factor.”> CARICOM Member States have
seen an historic change in their food retailing environment: in Latin America and the Caribbean,
growth in supermarkets moved from a 10-20% share in 1990 to 50-60% of the retail sector in 2000,
making, in one decade, the change that took the US retail sector 50 years.”® Within CARICOM the
dominance of supermarkets stands at 42% (as shown in Table 28), with a high level of dominance in
higher per capita Member States such as the Bahamas, Barbados, St Lucia T&T, St Kitts & Nevis, and

74 USDA (2009), as summarized in “The Influence of Global Food Spending”, Agricultural Outlook July 1997, USDA Economic
Research, accessed online at econ.ag.gov; and CRNM (2006)

75 This paragraph draws heavily from CRNM (2006)

76 [ICA (2009)
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Antigua & Barbuda. The rise of the supermarket has undoubtedly changed food industry practices,
from procurement to quality control, stock control and category management. For the purposes of this
study, however, it is their impact on regional food consumption patterns that is more interesting, given
that the supermarkets’ conscious adoption of North American tastes and business practices has
resulted not only in a greater variety of foodstuffs and prices, but also a greater share of imported
North American and processed foods, particularly higher-margin frozen and packaged products that
can be easily stored and displayed in the larger-store format. The rising availability of imported
foodstuffs via CARICOM supermarkets is also linked to the rise of “price oriented” marketing
strategies, where low-cost (and usually extra-regional) imports are used to attract price-sensitive
consumers.

Table 28: CARICOM Food Retail Service Profile (2006)

Total Sales (M US$) | Channel Share (%)

Modern Formats

Supermarkets 1,900 42
Discount Formats 310 7
Convenience Stores 100 2
Total 2,310 51

Traditional Formats

Self Service Food Stores/ Groceries 785 17
Counter Shops 335 7
Mom & Pop Shops 310 7
Wholesaler/Retail Sales 195 4
Fresh Markets/ Specialty Retailers 620 14
Total 2,245 49

Source: CRNM (2006)

108. The increased impact of tourism is also likely to be driving changes in regional food
consumption. This study has found that the highest per capita FIB levels are to be found in economies
with a high tourism population relative to the general/resident population (e.g. the Bahamas,
Barbados and the OECS). The 2009 IICA study found that CARICOM’s thrust to expand tourism, and the
associated practice of importing the tourism industry’s food needs, has also served to consolidate
these shifts towards Western diets. The IICA study found that increases in tourist numbers bring a
concomitant shift in food imports, estimating that 10% to 20% of tourist expenditures are food-
related. Unfortunately, it is not possible, on the basis of current CET tariff classifications or national
trade data, to separate imports for tourism/hotel operators from those for consumption/purchase by
CARICOM nationals.”” Anecdotal evidence (and the author’s personal experience) suggests that some
tourists are undoubtedly drawn to “local” cuisine formats, with many hotels in the region providing a
mix of both local and overseas dishes in their meal offerings as they seek to provide extra-value added
through an “authentically Caribbean” eating experience. Despite these efforts however the tastes and
preferences of many US and EU tourists in the region are inevitably oriented towards familiar (i.e.
overseas) dishes and preparations, thereby driving up imports, inter alia, of beef, wheat-based
products and white potatoes. Apart from direct food import consumption, the tourism industry has a
likely impact on CARICOM nationals’ eating habits as well, reinforcing their exposure to North
American and EU food consumption patterns and increasing demand for quick-service and full-service
restaurant formats geared towards North American and European tastes.

77 Interestingly, in the case of machinery and other manufactured goods, several CARICOM Member States maintain separate tariff
breakouts (and in most cases lower tariff rates) for imports into the tourism industry.
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109. In this context, rising food imports are both a cause and effect of larger social trends.
Addressing the link between food trade and food consumption, a 2010 compendium of studies found
that international trade has lowered the cost of energy-dense food and diets (thereby contributing to
global obesity) and - via lower prices, better marketing and higher volumes - has encouraged the
consumption of highly-processed, packaged and preservative-rich food. With respect to the larger
effects however, the studies’ conclusions were more nuanced, stating that “the links between trade and
diet are often more indirect than direct...” While specific changes in trade policy can be linked directly
to changes in consumption trends in some cases, it is the totality of more amorphous effects operating
on the many different facets of the food industry and people’s lives that matter.” 78 In many instances,
it is not the volumeor value of food imports that is affecting CARICOM health outcomes; rather it is the
consumption patterns of certain types of foods - both imported and regionally produced - that is
causing concern. For example, increased consumption of imported lettuce will not affect Caribbean
health outcomes as much as increased consumption of locally-made fried chicken. The key policy issue
then for CARICOM governments is to re-orient consumer tastes towards healthier food (regardless of

its source), and to encourage the production of healthy food alternatives within the region.
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110. The first tool for increasing the market for regional foodstuffs is consumer education.
The marketing resources of overseas multinationals are considerable: in the United States alone, some
$11.26 billion is spent by major food, beverage, candy and fast-food corporations on advertising (a
large increase over the approximately $8 million spent in 1997) compared to less than $10 million for
the national “5 A Day” healthy eating campaign.”? Within CARICOM, these marketing resources reach
local consumers either directly (i.e. through direct advertisement within local and regional media
channels) or indirectly (i.e. through the modified consumption patterns of overseas relatives/tourists
or changing product offerings from US-based food retailers). While arguably no CARICOM government
has the media resources to match those of major multinationals, there is scope for governments to use
public funds (and publicly-funded media outlets) to orient consumers away from harmful food imports
and towards healthier eating in general. These policy initiatives can create a larger market for
regionally-produced alternatives - particularly those products where the government might invest
public resources (e.g. cassava, poultry and fish) for import substitution.

111. Regional and national education campaigns are already underway, although more can
be done. A number of policy initiatives are already in place throughout the region. Caribbean Wellness
Day, celebrated in September 2010, combines efforts of national policymakers with those of regional
bodies such as the Pan-American Health Organization, World Health Organization and Caribbean
Epidemiology Centre. In September 2007, the CARICOM Heads of Government adopted a Declaration
on Non-Communicable Diseases (NCDs), providing full support for, inter alia, strengthening of regional
health institutions (such as the Caribbean Food and Nutrition Institute), the establishment of national-
level Commissions on NCDs and incentives for public education campaigns in support of wellness and
healthy lifestyle changes.8? These initiatives should be strengthened and supported, with particular
emphasis on linking - in clear, understandable language - healthy food import substitution to:

78 Hawkes, Blouin, Henson, Drager and Dubé (2010). Trade, Food, Diet and Health: Perspectives dnalicy Options Blackwell
Publishing, 2010.

79 See “Out of Balance: Marketing of Soda, Candy Snacks and Fast Foods”, Consumers Union, September 2005, accessed online at
www.consumersunion.org

80 “Declaration of Port-of-Spain: Uniting to Stop the Epidemic of Chronic NCDs”, CARICOM Secretariat Press Release, CARICOM
Secretariat, Georgetown, September 2007.
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1 Local, national and regional pride/identity (e.g. the “Eat Jamaican” campaign launched by the
Jamaican Agricultural Society and the Jamaica Manufacturers’ Society)®8?;

1 The health benefits of indigenous foods (e.g. the West Indian cherry), particularly where high-

profile nationals are featured as spokespersons;

Increased physical vigour/vitality (e.g. as an integral complement to a healthy, active lifestyle);

Government procurement (e.g. school feeding programs, catering in official functions);

Industry promotion programs, such as the “Proper Pork” brand in Barbados, linking local

production to hygiene and safety standards;

1 The well-being of local agriculture and rural communities, such as joint initiatives launched in
2009 by the British Virgin Island Ministry of Tourism and local farmers groups such as the
Virgin Islands Sustainable Farm Institute, extending to programs teaching BVI children the
benefits of sustainable farming to agro-forestry courses at local community colleges.8?
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Trends within the region already indicate that when CARICOM consumers are educated about the
health benefits of individual products, there is an appreciable shift in consumption towards healthier
alternatives - for example, yam consumption has increased dramatically in the wake of Usain Bolt’s
win at the Beijing Olympics, and Jamaican consumption of cranberry juice is among the highest per
capita in the world, largely due to perceived health benefits.83

112. The second tool for increasing regional sourcing of healthier foodstuffs is via financial
incentives. Consumer education, alone, is unlikely to have a significant impact on food consumption
habits unless accompanied by targeted incentives. The likely target area for intervention is at the level
of the firm, providing clear incentives for companies to shift their product offerings towards regional
production. For tourism operators, for example, tax breaks (e.g. VAT, corporate tax) could be provided
for hotel restaurants that source a given percentage of their food and beverage needs through local
producers, with particular emphasis on sourcing healthier alternatives (e.g. fresh fruit versus
carbonated/sweetened beverages). Another potential incentive could work negatively - for example,
taxing the consumption of unhealthy foods, along the lines of the high “sin taxes” for alcohol and
tobacco currently in place in most Member States. Many state governments in the USA have begun to
impose taxes on fatty or sugar-rich foods in an effort to dissuade consumers from purchasing junk
food, and a recent WHO literature review (covering studies on the United States, Egypt, France, UK and
Denmark) found that fiscal incentives — when sufficiently large and clearly advertised as a “fat tax” -
can influence consumption, particularly for young people.8* Research has shown that these negative
inducements, when coupled with clear labelling of nutritional requirements, are likely to be more
effective than positive inducements (i.e. subsidizing the price of healthy foods), given that households
are likely to use the saved money to increase consumption of unhealthy foods.8> Such measures should
however be considered in light of social objectives, given the higher consumption of fatty foods by low-
income groups and the overall regressive nature of a “fat tax”.

113. The third tool is to ensure that replacement measures are guided by food requirements.
As noted earlier, the challenge in the Caribbean (certainly outside of Haiti) is the “overfeeding” of the

81 0DI (2008)

82 “Reinventing the Breadbasket With Locally-Grown”, St Croix This Week October 2010, accessed online at
www.stcroixthisweek.com

83 See “Usain Bolt Boosts Yam Consumption, Exportation 185%”, Maize Break August 2001 (accessed online at
http://maizebreak.com) and “Jamaicans Drink the Most Cranberry”, Jamaica Star OnlineMarch 2009, accessed online at
http://jamaica-star.com

84 See Anne Marie Thow et al, “The Effect of Fiscal Policy on Diet, Obesity and Chronic Disease: A Systematic Review”, Bulletin of the
World Health OrganizationWorld Health Organization, Geneva, accessed online at www. who.org.

85 See Leonard H. Epstein, Kelly K. Dearing, Lora G. Roba, Eric Finkelstein. The Influence of Taxes and Subsidies on Energy
Purchased in an Experimental Purchasing Study. Psychological Scienc2010.
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CARICOM consumer on high-energy, dense and sugar-rich foods, well in excess of Recommended
Population Food Goals (RPGs). If for example food imports in a given category are at significant levels,
then policymakers should exercise caution in reflexively calling for import replacement if these
imports (in combination with domestic production) already provide calories in excess of RPGs. This
analysis can be made on the basis of data compiled by the Caribbean Food and Nutrition Institute and
the FAO showing the balance (positive or negative) in food availability for various food groups.8®

114. The fourth tool is the fostering of institutions that can create viable markets for healthy
food production, particularly within the tourism sector. Given the concerns over supply quality
and consistency, however, it is crucial that any incentive scheme be accompanied by the institutional
mechanisms that can mediate between the needs of firms and consumers on one hand and the food
producers on the other. These institutional mechanisms - ideally public-private organisms bringing
together the tourism operators, the agricultural sector and key public ministries, as described in the
Nevis and Jamaica context in Box 5 - should:

1 Help in defining a set of regional alternatives that can feasibly (in terms of volume, price and
quality) substitute for imported foodstuffs;

1 Help establish and monitor mutually agreed targets for production and delivery;

1 Establish funding mechanisms that allow production increases so that targets can be raised
over time;

1 Mediate any disputes between producers and end-users; and

1 Monitor developments in both food production and tourism on a regular basis, in order to

gradually expand the scope and reach of the program to other hotels and producers.

Box 5: Linking Farmers and Hotels in Nevis and Jamaica

All too often, there is a disconnect between the tourism potential within CARICOM and the capacity of
local suppliers to satisfy the material and service needs of the booming sector. This disconnect is
particularly true in agriculture, where agricultural producers face a long list of obstacles in accessing
domestic tourism markets, including a lack of training and technical assistance, insufficient contract
coverage, poor communication with industry buyers and a lack of credit to upgrade production
facilities and thus ensure consistent/high-quality supply. As a result, hotels and restaurants have
often been forced to import their meat, poultry, fish, fruit and vegetables from overseas sources.

In St Kitts and Nevis, a programme to link tourism to agriculture was initiated in 1990 in Nevis by
the Nevis Department of Agriculture in collaboration with the Four Seasons Resort, a five-star hotel,
whereby farmers would supply local produce to the hotel. The Nevis Growers Association (NGA) was
formed with 12 farmers in order to facilitate business relations with the hotel. Six crops were
selected based on farmers’ capability to produce such crops: cucumber, tomato, lettuce, sweet
pepper, watermelon and cantaloupe. Planting schedules and target quantities were developed based
on information from the hotel on its crop requirements. The NGA reviewed monthly the cropping
schedule and production targets.

The Department of Agriculture set up a Marketing Division to coordinate the marketing of the output
from the NGA. The Marketing Division acted as the middleman between the hotel and the NGA. It
collected the produce, washed, graded, labelled and provided storage (in its chill room) and delivered
to the hotel. An administrative fee of 5 per cent of payments received for farmers’ produce is retained
by the Marketing Division. A similar arrangement was made with livestock producers to supply
products to the hotel. Crop sales to the Four Seasons Hotel grew significantly especially within the
first four years of the project. Sales have remained stable at about their 1994 level since 2003. On the
other hand, sales of meat products to the hotel have declined during the 1990s.

In Jamaica, two locally owned all-inclusive hotel chains have also developed linkages with

86 See the CFNI website at http://new.paho.org/cfni and FAOSTAT online (http://faostat.fao.org)
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agricultural producers in the Caribbean. The Sandals Group of hotels started their farmers’
programme in Jamaica in 1996. Sandals works directly with farmers through a farmer extension
officer that they fund to improve the farmers’ production. Management teams from the hotels hold
workshops for the farmers on the quality of produce and marketing procedures. In turn, farmers visit
the hotels to understand the specific requirements for their products.

Problems have also been encountered. The initial problems for farmers related to both production
(e.g. lack of water supply and packaging materials), and to sale of the produce (e.g. inconsistent
supply orders; lack of communication). RADA is now playing an active part in ensuring that the
communication lines are active and the hotels are informed two weeks before the delivery date about
the kinds and quantities of crops available, thus guaranteeing supplies to the hotels while informing
the farmers of demand in good time. In addition, a list of types, volumes and delivery prices of
produce was agreed to by individual hotels and the respective farmer groups. This corresponded to a
monthly supply order. Despite initial problems, progress has been made. The project began with ten
farmers supplying two hotels, but now involves 80 farmers across the island. Within three years sales
had risen from US$60,000 to $3.3 million. Farmers’ income has increased and is more reliable, while
hotels have gained from a wider variety of good quality local produce and cost savings. The
programme is now being expanded to St Lucia and Antigua.

Source: ECLAC (2005), ODI (2008) and reports on supply and demand side offdgism Linkage
Project (ATL) prepared by Joseph Lindsay and Derrick Deslandes (2008)
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VI. CONCLUSION: “MANAGING” THE CARICOM FooD IMPORT BILL

Summary of Findings

115. The analysis conducted in this study suggests that CARICOM policymakers should focus
on “managing” the risks surrounding the region’s food import bill, rather than solely focusing
on its reduction. The common features of the socio-economic situation in many CARICOM Member
States - changing demographics, changing consumer tastes, high costs and competitive handicaps for
local producers - imply that food imports (at some level) are likely to remain a permanent feature of
CARICOM economies. Rather than focus on FIB reduction as an end in itself, the study has pointed to a
different approach, i.e. “managing” the food import bill. This management needs to be based on a clear
understanding of:

1 Exactly what the region is importing versus what it is producing;

1 The policy areas where the FIB is a concern, and the wider socio-economic context of these
concerns;

Where the FIB is contributing negatively or adding risk to these areas of concern; and

What measures can help reduce not just FIB levels, but more importantly the risks associated
with rising food imports, and what are the potential opportunity costs in the context of scarce
national/regional resources.

T
ll

116. The study finds that food production can be boosted in several strategic areas in order to
replace big-ticket food import items. CARICOM food producers offer a wide range of foodstuffs, and
in many sectors have moved towards the production of the higher value-added and processed goods
increasingly demanded by consumers. The region’s producers, however, face multiple handicaps that
increase both the cost and the risks of production, placing them at a price disadvantage vis-a-vis larger
overseas competitors. Given these handicaps, there are strong concerns that food imports are
“crowding out” domestic production, particularly in those sectors where there exists direct
competition (e.g. frozen poultry/beef versus fresh poultry/beef) or high substitutability (e.g. wheat
flour versus cassava flour), with producers in Jamaica, T&T, Barbados, Belize and Guyana being
particularly vulnerable. In response, the study suggests the need for a carefully targeted strategy of
“competitive import replacement”, given the potential scale of resources required and the opportunity
costs in terms of neglecting other national/regional investment priorities. As a result, the choice of
sectors and projects must be guided by clear criteria. The study suggests that potential investment
sectors (listed in Table 18) should:

1 Be a viable candidate to replace a major food import item (i.e. in light of existing consumer
tastes and production processes);

1 Already be widely produced within at least two Member States and, if possible, regionally
traded;

9 Exhibit potential competitiveness in terms of price, taste and quality vis-a-vis imported
substitutes;

9 Exhibit value chain characteristics whereby public investment can potentially result in
competitive production increases; and

1 Be accompanied by measures in the wider economy to reduce the cost of doing business,
improve trade-related infrastructure, improve labour force skills and strengthen producer
organizations.

117. The study provides a list of potential sectors for import replacement. The proposed
interventions - ranging from increasing land cultivation, investing in processing capacity and research
& development - include a number of key sectors, including:
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Meat;

Food preparations

Maize (corn);

Refined sugar & sweeteners;

Fresh & processed fish;

Rice;

Fresh & processed fruit and vegetables; and

Cassava flour (i.e. as a substitute for wheat flour and imported grains for animal feed).
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Other criteria, such as those governing products notified under Article 84 of the Revised Treaty, can be
used in preparing the potential list of products for import replacement. It is worth noting that the list
is likely to differ in some respects from the traditional focus of agriculture studies in the region which
tend to examine goods with export potential (e.g. root crops, hot peppers and niche food preparations).
The analysis in the study is focused on items that could reduce the risks arising from a high regional
food import bill, and thus that could feasibly replace big-ticket food import items, not all food import
items.

118. The study suggests that food imports are linked to macroeconomic vulnerability,
although this should be addressed through wider fiscal reform. The study has found that many
CARICOM Member States exhibit worrying levels of fiscal/current account balances and external debt,
largely from rising expenditure-to-revenue ratios and vulnerability to external price shocks. Given
these unfavourable macroeconomic conditions, CARICOM governments have been forced to adopt
costly buffer mechanisms to mitigate the impact of food price rises on vulnerable groups - amply
demonstrated during the recent global price shock and subsequent recession. These risks, however,
arise from the importation of several categories of goods and services (particularly fuel) and not
principally from food imports, which are a relatively small (and declining) share of total imports. This
finding suggests that a wider approach to fiscal stability should be pursued. To mitigate the
macroeconomic risks outlined in this report - particularly in the most vulnerable Member States (i.e.
Jamaica and the CARICOM Less Developed Countries), the study suggests:

1 Investing in a concerted effort to improve public financial management at the national level;

1 Creating a risk mitigation and management system similar to those created in response to the
region’s vulnerability to natural disasters;

9 Careful targeting, particularly in the case of any economy-wide price controls or subsidies, of
any interventions funded from the public purse; and

1 Examining all categories of imported goods and services (not just food), given that foodstuffs
account for less than 14% (by value) of total imports into the region.

119. The study has also explored the link between food imports and CARICOM consumer
health. The study finds that CARICOM eating patterns have exhibited a worrying trend, particularly
with respect to increased consumption of oils, fats, sugars/sweeteners and highly processed wheat-
based products. These changes in food consumption have resulted in significant social costs -
including rising obesity, lower life expectancy and higher incidence of related chronic illnesses - and
economic costs, including rising healthcare and disability expenditures. The study emphasizes that
these trends must be viewed in the context of larger social trends - particularly shifts in
demographics, food retailing channels and increased exposure to overseas eating habits — where rising
food imports are both a cause and effect of negative health outcomes. The key policy issue then for
CARICOM governments is to re-orient consumer tastes towards healthier food (regardless of its
source), and to encourage the production of healthy food alternatives within the region. In order to
mitigate the risks posed by some of these trends, the study suggests encouraging:
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Further consumer education on the benefits of a healthy, local diet;

Stronger fiscal incentives to discourage sugary and fatty food intake;

A strong link between import replacement and goals for recommended food intake; and
Measures to encourage the hospitality sector to source from local producers (and thus higher
tourism consumption of healthier local alternatives), focusing on the establishment of joint
institutions to mediate marketing and supply concerns.
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Looking Forward

120. First, there is need for a broader regional debate on food that moves beyond the current
focus on primary agriculture. All too often, the regional debate on the FIB is narrowly focused on
agriculture - and raw commodity production by small farmers in particular. Given the need for lower-
cost and higher value-added options in the Caribbean food production basket, the regional debate
must embrace a wider vision of “food”, with special emphasis on increasing scale and efficiency,
incentives for previously neglected product categories (i.e. beverages and fish) and boosting emerging
trends such as product marketing, processing and standards compliance. More importantly, the FIB
debate must address other actors in the value chain beyond first-stage producers to include
processors, distributors and retailers. While a number of key studies (e.g. the 2006 CRNM study on the
Agri-Food Sector) provide some background on the challenges facing the food sector, further study is
required to understand the capacity-building and market-related needs of all parts of the food
production chain.

121. Second, the renewed regional debate should acknowledge the different national
priorities throughout the region. The concerns of continental “breadbasket” Member States (Belize,
Guyana and Suriname) are likely to differ considerably - both in terms of intensity, product coverage
and investment priorities - from those of smaller food-importing States such as Grenada. Furthermore,
regional centres of food processing (e.g. T&T, Jamaica, Barbados, St Vincent) will have a different
policy mix than those States, such as Dominica, that are engaged in primary food production. Given the
variations in economic conditions and import patterns, policy prescriptions should be tailored to
national conditions, while preserving the collective policy momentum and resources at the regional
level. Most importantly, individual Member States already have Agricultural Development and Food
Security policies in place, which differ significantly in terms of scope, funding, focus and effectiveness
throughout the region. Efforts to combat high food prices must ensure that they do not “step on the
toes” of existing initiatives already agreed at the national and sectoral level.

122.  Third, there is a need for a stronger regional framework to study FIB issues, formulate
sector-specific needs and develop a clearer framework for regional initiatives. This study has
called for, inter alia, the development of an “early warning” system of food prices to ensure that
Member States are adequately prepared for future increases in food prices. This system should be part
of a strengthened, integrated regional system for considering FIB issues. The system - under the
purview of the COTED and conducted in concert with key regional donors, particularly the FAO, could
consider:

9 Increasing funding of studies on key FIB-related policy priorities, particularly on improving the
business climate for regional manufacturers and service providers, reducing transaction costs,
introducing new technologies more quickly, improving competitiveness and creating domestic
markets for regional food substitutes.

9 Creating consultative mechanisms linking regional experts, private firms, national officials and
donors to coordinate FIB initiatives and integrate best practice into CARICOM policies; and
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123.

Ensuring improved communication between COTED and private sector stakeholders on FIB
issues, and a clear roadmap for integrating the results of key studies into regional policies and
programs.

Fourth, there is a pressing need for improved statistics, particularly in the case of Haiti.

In all-too-many places in the study, definitive analysis was not possible due to a lack of reliable,
periodic and publicly available (i.e. online) time series data - statistics on production and consumption.
In order to understand better the region’s FIB risks and requirements, further work should be
undertaken to strengthen statistics on:

)l
)l

E ]

Household consumption and demand (by tariff line, if possible, showing shares and levels for
individual products);

Domestic production (again by tariff line, by industry and by product), particularly for non-
agricultural sectors such as beverages;

Industry-level surveys on use of imports and domestic goods within production processes; and
All aspects of economic activity in Haiti, particularly trade and domestic production.
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