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        Economic Review
(To the end of September 2002)

1

Real economic activity in Barbados grew by an esti-
mated 1.3% in the third quarter of 2002, as both the traded
and the non-traded sectors registered increases, signalling
that a recovery may be under way.  Nevertheless, in the
nine months to September real output contracted by about
1%, due mainly to the sharp downturn in the first quarter.
The decline in real gross domestic product (GDP) was re-
flected in modest growth in the net international reserves
(NIR).  Moreover, the fiscal deficit of $249.7 million was
almost double the deficit recorded for the same period last
year, as public sector operations expanded to buffer the ef-
fects of the reduction in private sector output. Unemploy-
ment increased marginally in line with the declining eco-
nomic activity, while inflation moderated further.

Output in the traded sectors fell by an estimated 3.9%
over the first three quarters, compared to a 6.6% downturn
for the corresponding period last year.  After the feeble per-
formance during the first half of the year, the tourism sector
surged in the third quarter.  However, this was not enough
to offset the earlier weakness, and overall there was a de-
cline of 5.4% during the nine months.  In addition, the outturn
for this year’s sugar crop was 10% below the level of a
year ago. Production in the manufacturing sector was slightly
higher, reflecting growth in the food processing and miscel-
laneous manufacturing industries.  Furthermore, activity in
the non-traded sectors remained at last year’s level, as di-
minished output in the major sectors - construction and whole-
sale and retail - was countered by increased activity in gov-
ernment, transportation, storage and communications, and
electricity, gas and water.

Over the review period, the NIR recorded a moderate
rise of $27.3 million, compared to the robust expansion of
$137.8 million over the related period of 2001.  Mainly mod-
est capital inflows and low earnings from travel credits and
domestic exports engendered this mild expansion. At the
end of September, the import reserve cover for goods and
services was estimated at 38.7 weeks.

Excess liquidity in the banking system continued to in-

Overview

crease and reached 18.8% of total domestic deposits at the
end of September, the highest level attained since June 1997.
Faced with insufficient investment opportunities, commer-
cial banks’ demand for treasury bills intensified, depressing
the treasury bill rate from 2.71% at September 30, 2001 to
2.51% at September 30, 2002.

Given the waning demand for private non-financial credit
and rising deposits in the financial system during the review
period, the Central Bank relaxed monetary policy further by
reducing the indicative average lending rate target.  The
total reserve requirement for commercial banks was also
reduced.

Burgeoning capital expenditures, moderately higher cur-
rent expenditures and a modest decline in tax revenues raised
the fiscal deficit to an estimated 6.5% of GDP, in the first
nine months.  Given the high level of liquidity in the banking
system, the Government was able to finance its deficit pri-
marily from domestic sources.

Real GDP, Traded & Non-Traded Sectors
(January - September)

Change in Net International Reserves
(January-September)
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 Production, Prices and Employment

Tourism
Tourism value-added increased by 6.0% in the third quar-

ter, but it was insufficient to offset the dismal outcome in the
first half of the year.  As a result, in the first three quarters,
tourism output declined by approximately 5.4%, with both
long-stay and cruise arrivals contracting by 5.8% and 2.1%,
respectively.

With the exception of the United States (US) and Trinidad
and Tobago, all of the traditional stay-over markets suffered
substantial losses.  Arrivals from the US and Trinidad and
Tobago improved by 11.7% and 16.7%, respectively.  The
higher US tourists arrivals reflected intensified marketing
by the Barbados Tourism Authority, and the additional airlift
capacity provided by US Airways from non-traditional ar-
eas of the US.  Moreover, the Trinidad and Tobago market
responded favourably to the heightened promotion of the
Crop Over festival and the hosting of regional sporting com-
petitions.  Visitors from Canada, United Kingdom (UK) and
Germany, decreased by 16.6%, 13.2% and 8.7%, respec-
tively, while arrivals from the rest of Europe and the Carib-
bean Community (excluding Trinidad and Tobago) declined
by 17.9% and 1.4%, respectively.  The UK, Barbados’ ma-
jor tourist market, was affected by the withdrawal of a num-

ber of charters and the diversion of some visitors to cheaper
competing destinations.  The downturn in cruise arrivals was
largely a result of the global reduction in cruise demand,
reflected in the fall-off in the number of ship calls.

Manufacturing
 Manufacturing output rose by less than a percentage

point during the January to September period, after a sub-
stantial decline of 9.9% over the comparable period of 2001.
The majority of the sub-sectors continued to struggle ex-
cept the food processing and miscellaneous manufacturing
industries, which expanded by 6.4% and 3.2%, respectively,
on account of the “Buy Local” campaign and the 60% tariff
on selected imports.

Tourist Arrivals by Main Market
(January-September)

Long-Stay Tourist Arrivals
(Percentage Changes)
(January-September)

Cruise Passenger Arrivals
(Percentage Changes)
(January-September)



Agriculture and Fishing
This year’s sugar production estimated at 44,818.7 tonnes

was 10% below last year’s amount, and about 9,000 tonnes
lower than the EU quota. The outcome reflected reduced
acreage planted, drought conditions in the planting season
and a late start to the sugar harvest.

      Value-added in non-sugar agriculture and fishing fell
by 2.5% during the review period, compared to a 6.2% con-
traction in the equivalent period of 2001.  This year’s outturn
reflected a shortfall of 8.3% in fish catches, a 6.4% fall-off
in milk output and a small decline in chicken production.

Non-Traded Activity
During the first three quarters of 2002, non-traded value

added was about the same level as for the same period in
2001.  Construction activity was estimated to have fallen
5.4% in the first three quarters of the year, the third con-
secutive year of decline, as many large private sector re-
lated projects were completed.  In addition, mining and quar-
rying and wholesale and retail contracted by 3.7% and 1.8%
respectively.  Diminished wholesale and retail sales were
attributed to softening domestic demand and the weak traded
sector activity, while the deterioration in the mining and quar-
rying sector was affected by a reduction in oil exploration,
which outweighed an increase in quarrying production.  The
electricity, gas and water, business and other services, and
the transportation, storage and communications sectors grew
by 2.0%, 0.6% and 0.7%, respectively.

International Business Services
 The number of licenses issued to international business

and financial services operations expanded by 6.1% to 225,
during the first three quarters of 2002.  The largest cat-
egory, International Business Companies (IBCs), rose by
197, a growth of 5.3% over the performance a year ago.
Exempt insurance and exempt insurance management com-
panies grew by 6 and 3 respectively, each sector tripling the
number of licenses issued over the first nine months in 2001.
Four licenses were granted for offshore banks, on par with
last year’s amount, and 15 for Societies With Restricted Li-
abilities (SRLs), 3 fewer than in the previous year.  The
improved performance in the international business services
sector is possibly a result of the removal of Barbados from
the OECD’s list of Non-Cooperative Countries and Territo-
ries, and the consequential decrease of uncertainty concern-
ing the regulatory environment.

Energy
As a result of the deferment of exploratory drilling since

2001, the number of barrels of crude oil produced during the
first nine months of 2002 plummeted by about 16% to 295,262
and natural gas production also fell by approximately 17%
to 22.2 million cubic metres.  Consequently, crude oil and
natural gas sales declined by 16.0% and 9.6%, respectively.

Electricity consumption was about the same level dur-
ing the first three quarters.  Commercial and industrial us-

Manufacturing
(Percentage Changes)
(January-September)

Non-Sugar Agriculture
(Percentage Changes)
(January-September)

3



4

age contracted slightly by 0.9% and residential rose moder-
ately by 1.5%.  This contrasted with an expansion of 4.0%
in electricity consumption in the equivalent period of 2001,
when both commercial and industrial, and residential usage
grew moderately.

Prices and Employment
The average annual rate of inflation at the end of Sep-

tember 2002 was zero percent, 3.7 percentage points below
the rate a year ago.  On a point-to-point basis the retail price
index (RPI) fell by 1.0%, reflecting lower imported inflation
and depressed consumer demand.  In particular, food prices,
the largest component of the RPI, fell by 0.7%, and house-
hold operations and supplies, and transportation declined by
3.9% and 4.4%, respectively.  Conversely, the price indices
for housing, fuel and light and medical and personal care
increased by 0.7%, 3.6% and 6.3%, respectively.

 The unemployment rate of 10.6% at the end of the third
quarter of 2002 was marginally higher than the correspond-
ing period in 2001.  The male unemployment rate was 8.9%,
compared to 8.8% at the end of September 2001, while the

In particular, employment in the manufacturing sector con-
tinued to contract, with precision instruments and electron-
ics recording the largest declines, reflecting diminished glo-
bal demand for their products.

Financial Sector

Deposits
Total domestic deposits in the banking system rose by

8.9% during the first nine months of 2002, compared to the
6% expansion recorded over the corresponding period in
2001, and represented the largest increase since September
1997.  This outcome mainly reflected Government’s draw-
down of its special deposits at the Central Bank and in-
creased borrowing from the ways and means account.  In
addition, the deposits of shareholders who sold their shares
in Life of Barbados Ltd (LOB) to the Barbados Mutual Life
Assurance Society (BMLAS) would have influenced the
growth in domestic deposits over the period.  Deposits for
financial institutions and private individuals rose by 22.5%
and 3.4%, respectively, whereas deposits for business firms
and Government decreased slightly.

Credit
A reduction of 3.3 percentage points in the weighted

average lending rate on selected loans occurred between
March 2001 and September 2002, a reflection of the ease in
monetary policy.  Nevertheless, credit to the non-financial
private sector during the first nine months of 2002 fell by
2.8%, in contrast to a marginal increase of approximately
0.9% a year earlier.  The largest declines were recorded for
public utilities, mining and quarrying and tourism, which de-
creased by 35.3%, 20.1% and 17.4% respectively.  Nota-
bly, personal loans, the largest credit sector, increased mar-
ginally by 2.0%, while credit to statutory bodies grew by
6.6%.  A surge in loans and advances was recorded for
financial institutions ($124.9 million), which represented funds
borrowed by the BMLAS to facilitate its takeover of LOB.

Inflation Rate
12-Month Moving Average

(Quarterly)

female unemployment rate was 12.3%, up from 12.0% last
year.  The number of people employed in wholesale and
retail, government services, construction, agriculture and fish-
ing, and general services increased, but they were not enough
to neutralise the decreases recorded for the other sectors.
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Liquidity and Interest rates
 Excess liquidity in the banking system rose to 18.8% at

the end of September 2002, some 7.4 percentage points
higher than a year ago.  There were three principal reasons
for this high liquidity ratio.  First, in an effort to stimulate the
economy, the government injected approximately $228.4
million into the financial system via a withdrawal of $133.9
million from the special deposits at the Central Bank of Bar-
bados, and $94.5 million from the ways and means account.
Second, the money paid to persons who sold their shares in
LOB to the BMLAS infused about $151 million into the bank-
ing system.  Third, the Central Bank of Barbados lowered
the total reserve requirement by 1% of deposits, which made
another $30 million available for lending.  The high liquidity
resulted in the treasury bill rate falling to 2.51%, which was
0.2 percentage points lower than that recorded one year
earlier.

Responding to the Central Bank’s relaxation of mon-
etary policy, the prime lending rate fell from a range of 8.75%
- 9.5% in September 2001 to a range of 7.25% - 8.5% at the
end of September 2002.  Additionally, the weighted average
interest rates on total loans decreased from 11.4% in Sep-
tember 2001 to 10.75% in September 2002 and the weighted
average interest rates on deposits declined by just over one
percentage point during the same period to 2.64%.

Commercial Banks'
 Domestic Deposits and  Credit to the Private Sector

Capital Market Developments
The aggregate treasury bills outstanding at the end of

September 2002 amounted to $495.9 million, a slight decrease
of $1 million over the equivalent period of 2001.  Moreover,
the amount of debentures payable was $1,924.2 million, an
increase of approximately $253 million (15.1%), as most in-
stitutional holders sought more avenues for investment.

Total market capitalisation of the Barbados Stock Ex-
change (BSE) at the end of September amounted to $6.49
billion, which was about $71.3 million or 1.1% greater than
that for the similar period a year earlier.  Specifically,
capitalisation for the cross-listed shares expanded by 4.4%,
while that of the junior markets more than tripled.  How-
ever, their impact on total market capitalisation was largely
neutralised by the decline of 2.8% in the larger local mar-
ket.  The dramatic surge in capitalisation in the junior mar-

Selected Interest Rates
(Quarterly)

Excess Liquidity and Treasury Bill Rate
(Quarterly)
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ket was attributed to the initial public offering of Sunbeach
Communications Inc in August 2002.

 The local stock market index closed 5.9% higher at the
end of the review period, compared to the corresponding
period in 2001, to reach 2265.92.  In addition, the cross-
listed market index appreciated by 4.7% and the junior mar-
ket index surged by 43%.

During the first nine months, 36.7 million shares were
traded across the regular market of the BSE, 34.4 million
shares more than for the corresponding period in 2001.  This
increase was primarily attributed to the market purchase

transaction of about 31 million shares of LOB by BMLAS.
Excluding this transaction, the total number of shares traded
was approximately 5.7 million, and the three volume leaders
were Barbados National Bank (2,101,842 shares), LOB
(1,394,227 shares) and Barbados Shipping and Trading
(631,752 shares).

Seven securities had advanced on the local stock ex-
change by the end of September.  The three price leaders
were LOB, West Indies Rum Distillery, and Barbados Dairy
Industries, which appreciated by 88.9%, 40.9%, and 20%,
respectively.

 Summary Accounts of the Banking System
($ Million)

Source: Central Bank of Barbados
P: Provisional
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Public Sector

Revenue
Government revenue declined by 3.4% to $1,261.6 mil-

lion during the review period, largely reflecting a 4.5% fall
in total tax receipts.  Direct tax revenue fell by 9.4%, a
reversal from the 10.8% growth over the corresponding pe-
riod in 2001.  Property and corporate taxes contracted by
24.5% and 22.6% respectively, which eclipsed a moderate
rise in personal income tax (5%).  The prominent decline in
corporate tax revenue was attributed to both the reduction
in the corporate tax rate from 40% to 37.5% and diminished
corporate profitability in the sluggish domestic economy.  The
weak outcome of the property taxes followed a robust per-
formance in 2001, when the early issuance of property tax
bills facilitated the early collection of revenues.

Indirect tax receipts declined marginally by 0.8% to
$661.4 million, after a decline of 7.2% from January to Sep-
tember in 2001.  There was a 25.1% increase in import
duties as a result of the 60% tariff on selected goods and
services, but excise taxes contracted by 27.4% while VAT
collections decreased slightly.  Non-tax revenue increased
by $11.9 million over the review period, compared to a 23.8%
surge in the corresponding period a year ago.

Selected Tax Revenues by Source
(January - September)

Government Expenditure
(January - September)

pansion in capital expenditure, as work continued on major
capital projects including the South Coast Sewerage project,
the Edutech 2000 programme and the airport and seaport
development projects.  Current expenditure increased mod-
erately by 2.9% to $1,227.1 million.  Expenditure on wages
and salaries rose by 3.6%, while outlays on goods and ser-
vices expanded marginally.  Interest payments fell by 9.1%,
erasing the 8.7% rise during the first three quarters of 2001.
The decline reflected a 17.2% reduction in domestic inter-
est payments, which was partially offset by a 2.2% expan-
sion in external interest payments. Transfers and subsidies
grew by 3.1%, in contrast to the 17.7% surge during the
review period in 2001.

Financing

The government’s fiscal deficit almost doubled to $249.7
million in the first three quarters, the fifth successive expan-
sion for the period.  It was financed primarily from domestic
sources, through a reduction of the Government’s special
deposits ($133.9 million) and an increase in the ways and
means account ($94.5 million). Commercial banks and the
National Insurance Scheme contributed $117.8 and $72.2
million, respectively.  Net foreign financing was $25.3 mil-
lion, as inflows from project funds, which totalled $77.4 mil-
lion, were partially offset by amortisation payments amount-
ing to $52.2 million.

Expenditure
Government expenditure grew by an estimated 5.3% to

$1,511.4 million.  This increase was fuelled by a 26.6% ex-



8

Government Operations
($Million)

Source: Accountant General and Central Bank of Barbados
P: Provisional

Government Financing
($Million)

Source: Central Bank of Barbados
P: Provisional

Overall Fiscal Balance
(January-September)
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Balance of Payments
 (January – September)

Source: Central Bank of Barbados
P: Provisional

Foreign Trade and Payments

Current Account
Provisional numbers for the January to September pe-

riod showed that the current account of the balance of pay-
ments registered a deficit of $108.1 million.  This was more
than double the deficit over the corresponding period a year
ago.

 The deterioration followed deficits of $50.7 million and
$109.1 million in the first nine months of 2001 and 2000 re-
spectively, and was largely attributable to decreases in do-
mestic exports and travel credits.

Domestic exports contracted by 8.6% stemming mainly
from a low sugar output earlier in the year.  Exports of elec-
tronic components and chemicals declined by 28.6% and
5.7%, respectively.  Foreign earnings from food and bever-
ages fell by 3.4%, in contrast to the growth of 11.4% re-
corded for the first three quarters last year.  Additionally,
given the lacklustre performance of tourism in the first half
of the year, travel credits diminished by 5.1% to $1,083.6
million.

Retained imports decreased for the second consecutive
year, as a decline of 4.4% was registered during the first
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BOP Current and Capital Account
(January-September)

nine months of 2002.  Imports of consumer goods and inter-
mediate goods fell by 3.9% and 8.3%, respectively, whereas
capital good imports rose by 1.6%.  The fall in consumer
goods was influenced by lower motorcar imports, while the
reduction in intermediate goods reflected the decline in pur-
chases of fuel and electrical components.

 Net foreign receipts from services declined by 8.4%
during the review period, after a modest increase in 2001.
The contraction was the first since 1999, and it was prima-
rily attributed to a 5.1% reduction in travel credits, which
reflected the fall-off in tourist arrivals over the first half of
the year.  In addition, net transportation outflows increased
by an estimated 1.8%, on account of the third quarter rise in
imports.

Capital and Financial Account Developments
The capital and financial account surplus contracted by

$79.8 million, which resulted from a $116.1 million decrease
in private inflows, reflecting the winding up of several pri-
vate sector projects.  Net public receipts amounted to $7.0
million, an increase of $21.2 million over the figure for the
corresponding period in 2001.

ing across most of the region.  However, Trinidad and To-
bago, and Guyana showed some positive signs of growth, as
the petroleum sector and the agriculture sector buoyed their
respective economies, while Jamaica’s real activity was
stagnant.  Additionally, central banks in the region pursued
accommodative monetary policies in order to stimulate weak
real sector activity, and, in response, interest rates fell
throughout the region.

Tourism
  Both long-stay tourists and cruise ship arrivals in most

of the Caribbean destinations declined between January and
June 2002, as the industry struggled to recover from the
after effects of September 11.  The most pronounced de-
creases of long-stay tourist arrivals occurred in St. Maarten
and the Cayman Islands where arrivals fell by 16.5% and
14.2% respectfully, and Aruba, Trinidad and Tobago and
Jamaica, which registered reductions of 11.3%, 11.3% and
10.6%, respectively.  In addition, two very popular destina-
tions, the Bahamas and the Dominican Republic, reported
declining tourist arrivals of 5.8% and 10%, respectively.
However, St. Vincent and the Grenadines recorded a mod-
est increase in holiday travellers, and Guyana registered a
20.8% surge in long-stay visitors.

Lower cruise arrivals were registered by Jamaica
(11.2%) and the US Virgin Islands (8.4%).  In spite of the
global downturn in cruise vacationers, Belize recorded a
massive turnaround of some 407%, and Cayman Islands
reported a robust expansion of about 37.3%.  The extraor-
dinary growth in Belize’s cruise arrivals was attributed to
additional agreements signed with several cruise liners for
year-round port calls.  A strong marketing thrust and its prox-
imity to the USA accounted for the increase of excursion-
ists to the Cayman Islands.

Agriculture
In most Caribbean territories, sugar production in the

first half of the year was lower than last year’s outturn, but
the performance of non-sugar agriculture was mixed.

Regional Economic Developments

Caribbean economies continued to struggle as real out-
put declined in most territories over the first six months of
2002, with tourism, agriculture and manufacturing contract-
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Trinidad and Tobago’s sugar production fell by 15.5%, in
contrast to a 19.7% increase a year ago.  The Organisation
of Eastern Caribbean States (OECS) reported a 16.2% de-
cline in sugar output, which was greatly influenced by the
mechanical problems at the sugar factory in St. Kitts and
Nevis, which led to a 33% plunge in their output.  Sugar
production in Jamaica decreased by 18.1%, its second con-
secutive contraction, as heavy rains during the harvest pe-
riod affected sugar yield.  However, Guyana registered a
46.3% growth in sugar production, after a substantial fall-
off last year due to excess rainfall and lower farm yields.

Despite waning preferential trading agreements and
higher than average production costs, the OECS registered
a 15.6% rise in output of bananas during the first half of the
year.  St. Lucia and St. Vincent and the Grenadines experi-
enced increases in production of 35% and 13.9%, in con-
trast to contractions of 12.6% and 13.8% in Dominica and
Grenada.  The improved overall performance was attrib-
uted to better irrigation systems, more suitable climatic con-
ditions, and the reduction in the incidence of leaf spot dis-
ease.

  Rice production in Guyana decreased by 6.6% over
the first half of the year, the second consecutive year of
decline.  Coffee production In Trinidad and Tobago fell by
41.2%, but citrus output expanded by 92.3% and regained
its pre-2001 levels.

Minerals & Timber
 Bauxite production in Jamaica continued to improve,

with a 9.5% increase reported over the review period.  In
contrast, alumina output declined by 5.3% following a 3.8%
gain registered last year.

The amount of bauxite produced in Guyana contracted
by 16.3% in the first half of the year, after a steep decline
was recorded over the comparable period a year ago.  In
addition, output of timber decreased (3%), for the second
consecutive year.  However, raw gold production surged by
10.1% over the review period, following the previous year’s
decrease of 2.2%.

Trinidad and Tobago petroleum sector expanded robustly
during the first six months.  Production of crude petroleum,
petroleum based products and petrochemical products in-
creased by 12.8%, 1.9% and 4.7%, respectively.

Prices
The annual average inflation rate in Jamaica at June

2002 was 6.3%, 0.7 percentage points higher than at June
2001.  The main contributing items to the rise in the inflation
rate were food and drink and housing and other expenses,
which grew by 1.3% and 1.2%, respectively.  The expan-
sion in food and drink was mainly influenced by price in-
creases in starchy foods, and the vegetables and fruits sub-
group.

In Guyana, the 12-month change in the consumer price
index at June 2002 was 6.1%, compared to 3.5% at June
2001.  This reflected price increases of vegetables and veg-
etable products (18.6%) and fruits and fruit products (6.9%).

The 12-month change in the retail price index in Trinidad
and Tobago at June 2002 was 4%, some 1.4 percentage
points lower than the rate recorded a year earlier.  The de-
cline was primarily due to a decrease in the price index of
the clothing and footwear group (2.3%).  Additionally, infla-
tion in the OECS for the end of the second quarter was
marginally higher than that recorded for the corresponding
period in 2001.

Interest rates
The Central Bank of Trinidad and Tobago instituted a

new operational monetary policy framework in May 2002
that targets short-term interest rates.  An overnight repur-
chase rate (“repo”) of 5.75% was announced, and the dis-
count rate set at 7.75%, which was a 5.25 percentage point
reduction over the equivalent period in 2001.  This was the
sole policy action initiated by the Central Bank during the
review period, and it represented an easing of monetary policy
in an effort to promote credit growth.  As a result, the basic
prime rate was 13% at the end of June 2002, 2.75 percent-
age points lower than the rate recorded last June.  The sav-



12

ings rate fell by 0.75 percentage points to 2.25% at the end
of the review period, and the treasury bill rate was 4.93% at
the end of June 2002, compared to 9.76% a year earlier.

The Bank of Jamaica tentatively relaxed monetary policy
during the first half of the year, as foreign exchange re-
serves remained buoyant, inflation was contained, and the
exchange rate was broadly stable with a slight downturn. In
particular, the Bank reduced the reverse repurchase rate
four times, and lowered the cash reserve ratio, in an effort
to stimulate credit demand.  Consequently, the average sav-
ings deposit rate receded from 9.45% at the end of June
2001 to 9% at the end of June 2002, and simultaneously, the
average loan rate contracted by 4.75 percentage points to
25.92%.  The treasury bill rate at the end of May 2002 was
12.92%, compared to 14.99% at the end of June 2001.

The bank rate in Guyana fell 3.25 percentage points to
7.75% from June 2001 to June 2002.  The savings rate de-
clined to 4.79% at the end of the review period, a 2.22 per-
centage point decrease over the comparable period of 2001.
Concurrently, the average prime lending rate declined to
16.25%, compared to 17.14% during the similar period of
2001.  Furthermore, the treasury bill rate stood at 5.49%,
which was 2.96 percentage points below that recorded at
the end of June a year ago.

Exchange rates
At the end of the first half of the year, Jamaica and

Guyana had both experienced slight currency depreciations,
but Trinidad and Tobago’s currency remained relatively
stable.  Jamaica’s exchange rate decreased by 2.3%, rela-
tive to the end of June 2001, and traded at J$48.51 per US$1.
In addition, Guyana’s dollar traded at GUY$190.75 per US$1
at the end of June 2002, a 2.1% depreciation over the previ-
ous June.

Public Sector Operations
The fiscal surplus for Trinidad and Tobago contracted

by 46.7% in the six months to June to an estimated TT$514.9
million, reflecting a 7.6% increase in current expenditures

and stagnant revenue collection.  All components of current
expenditure registered growth, but the most conspicuous
increase was spending on goods and services.

During the first two quarters of the year, the fiscal defi-
cit for Guyana narrowed by approximately 62% to
GUY$1,382.3 million.  This was influenced by a 16.5% up-
swing in total revenue, which overshadowed a 5.6% increase
in total expenditure.

Belize registered a fiscal surplus of Bz$45.7 million in
the first half of this year, a turnaround from the deficit of
Bz$29.8 million during the corresponding period last year.  A
20% expansion in current revenue and a 32.9% reduction in
capital expenditures were primarily responsible.

The current account balance of the OECS widened to a
deficit of EC$71.4 million between January and June 2002,
about EC$60.5 million more than for the same period in 2001.
This performance was primarily due to a 5.8% increase in
current expenditure, as current revenue was unchanged.

Foreign Sector Developments
Trinidad and Tobago’s NIR amounted to US$1,948.2 mil-

lion at the end of June 2002, a rise of US$236.9 million over
the corresponding period in 2001.  However, a balance of
payments deficit of $3.7 million was recorded at the end of
March, in contrast to the US$135.3 million surplus during
the related period in 2001.

  Jamaica’s NIR was US$1,782.25 million at the end of
the first half of the year, decreasing US$53.4 million for the
year, but US$242 million more than that the end of June
2001.  By the end of the first quarter, the BOP surplus was
US$100.9 million, approximately 68% lower than the sur-
plus recorded at the end of March 2001.  This mainly re-
flected the fall-off in the capital and financial account sur-
plus, which was partially offset by the mild improvement in
the current account.

 At the end of June 2002, Guyana’s NIR had increased
by about 11% to US$185.2 million, compared to a year ago.
The BOP deficit narrowed to US$10.6 million, a decline of
US$8.7 million compared to last year’s total, reflecting an
improved balance of trade.
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International Economic Developments

Overview
The global recovery, so far, has been tenuous, on ac-

count of a series of negative events, which continue to gen-
erate uncertainty and hamper growth.  These include cor-
porate accounting scandals, a possible war against Iraq, and
political instability in some emerging markets.  The US
economy showed promising signs of recovery in the third
quarter, whereas growth in the Euro-zone remained slug-
gish.  Japan’s recession continued, but China and South
Korea registered strong economic performances.  Gener-
ally, Latin America’s debt problems remained precarious,
but some states, such as Mexico and Chile, exhibited posi-
tive signs of an economic turnaround.  Global equity mar-
kets remained volatile and most of them fell for the year to
date.  After the slump recorded in late 2001, commodity
prices surged during 2002, influenced primarily by rising
energy and food prices.

North America
During the first three quarters of 2002, the US economy

grew by an encouraging 2.2% over the corresponding pe-
riod of 2001, fuelled by increased consumer and govern-
ment spending, which were partly offset by a substantial
decline in net exports.  The economy in the third quarter
expanded by 3.0%, which was the strongest quarterly growth
rate in more than a year.  The unemployment rate at Sep-
tember 30 was 5.4%, a rise of 0.7 percentage points com-
pared to the corresponding period a year ago, and it reflected
lower employment in the manufacturing and transportation
sectors.  The inflation rate was 1.5%, some 1.1 percentage
points lower than for September of 2001, fuelled by increased
consumer spending.  The visible trade deficit for the half-
year was US$229 billion, a 3.8% expansion on the first half
of 2001.  Given the low inflation environment and weak busi-
ness investment, the Federal Reserve did not increase the
key federal funds rate, which was at a 40-year low of 1.75%
since December 2001.  Additionally, the Dow Jones Indus-

trial Average plummeted by approximately 23% over the
review period, due to corporate governance scandals, a pos-
sible war with Iraq, poor business earnings reports and gen-
eral economic uncertainty - especially in the first half of the
year.

Canadian real GDP expanded by 3.1% during the first
nine months, when compared to the equivalent period of
2001.  As in the US, personal, government and to a lesser
extent business expenditure drove the expansion, as the
economy continued its recovery.  Despite this, the unem-
ployment level was 7.7% at the end of September, up from
7.2 % a year ago.  The inflation rate at the end of the third
quarter was 2.3%, a decline from the previous year’s third
quarter rate of 2.6%, reflecting falling Canadian energy
prices.  The visible trade surplus in the first quarter of 2002
plunged by 33.7% to CAN$9,536.3 million, compared to the
same period a year earlier, as a downturn in imports was
outweighed by a larger fall in exports.  Since the economy
has been growing faster than expected, and the inflation
rate was trending higher than projected by the Bank of
Canada, the overnight interest rate was raised by 0.75 per-
centage points to 2.75%.

Europe
Economic activity in the Euro-zone has been relatively

tepid, marked by weak domestic demand and higher than
expected inflation in the first half of the year.  From January
to September 2002, real GDP in the Euro-area increased
marginally by 0.6%, in contrast to the strong growth of 3.8%
recorded in the same period in 2001.  The unemployment
rate was 8.3% at September 30, 2002, 0.3 percentage points
higher than that recorded a year earlier, a fallout from the
sluggish economy.  Moreover, the seasonally adjusted infla-
tion rate at September 30 was 2.2%, on par with last
September’s rate, as prices for most items increased ex-
cept for energy, which decreased marginally.  The appre-
ciation of the Euro to near parity with the Dollar by the end
of September helped to contain the inflation rate, and re-
flected a shift away from US dollar assets.  The European
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Central Bank did not change its key interest rates, given the
lethargic pace of economic recovery.

The sluggish economic performance of the largest
economy in the Euro-zone, Germany, remains a significant
concern.  Real economic output during the first half of the
year increased marginally by 0.4%, as industrial production
and domestic demand weakened.  However, the severe
floods during the summer of 2002 are estimated to have
had little impact on economic activity.  Data available up to
August 2002, suggests that the inflation rate was comfort-
ably below the European Central Bank’s ceiling of 2.0%.
Furthermore, consumer wealth was eroded in the half-year,
on account of a declining equity market and falling house
prices.

Real economic activity grew by 1.2% in the UK during
the first nine months of 2002, underpinned by robust private
consumption and an improving manufacturing sector.  The
average unemployment rate at the end of the second quar-
ter was 5.2%, a small increase of 0.2 percentage points on
a year earlier.  In addition, at the end of August, the inflation
rate fell to 1.4%, compared to 2.1% at August 31, 2001.
UK’s primary equity market fell by 22.5% between Janu-
ary and September, but this decline in consumer’s wealth
was buffered, for some, by a 20% rise in house prices in the
year to August.  The Monetary Policy Committee kept the
key interest rate unchanged in the review period, since the
inflation rate was below the 2% target, and equity prices
were weak.

Asia
Japan’s recession continued to deepen, as the expan-

sionary fiscal and the accommodative monetary policies have
been unable to stimulate the economy.  In the year to Sep-
tember, Japan’s real output shrank by 1.4%, influenced by
weak domestic demand.  The unemployment rate was 5.4%,
about 0.1 percentage points higher than at September 2001.
The rate of inflation was negative 0.7%, reflecting depressed
consumer demand.   Additionally, asset wealth continued to
fall, as the bench mark equity market index, the Nikkei 225,

and real estate prices depreciated, indicating declining con-
fidence in these markets.

China’s economy surged by 7.9% during the first three
quarters of 2002, as significant public investment coupled
with strong industrial production and export growth fuelled
the economy.  The first nine months of the year was
characterised by persistent deflationary conditions, with the
inflation rate at minus 0.7% in September.  Consequently,
the Central Bank of China eased monetary policy in Febru-
ary by reducing the discount rate.

 In South Korea, real GDP for the period January to
September grew by 6.0%, buoyed by strong domestic de-
mand and, to a lesser extent, improved exports earnings.
The rate of unemployment at the end of September was
2.5%, a decline of 0.5 percentage points from that recorded
in the equivalent period in 2001.  Inflation for the year to
September fell to 3.1%, from the 3.3% registered for the
same period a year ago.  In response to the rate of inflation
and soaring house prices, the Bank of Korea raised key
interest rates in May.  However, the appreciation of the won
helped to moderate inflationary pressures.

Latin America
Argentina’s economic woes continued during the review

period as the country struggled, unsuccessfully to date, to
negotiate an IMF aid package.  Economic activity contracted
by 15% for the half-year, as consumption and investment
spending continued to plunge.  At the end of May 2002, the
unemployment rate at 21.5% increased by five percentage
points from the corresponding period last year.  Inflation for
the year to September rapidly increased to 21.2%, following
the floating and subsequent depreciation of their national
currency.  The trade and current account balances improved
over the half-year, reflecting a 63.4% downturn in imports,
which overshadowed a 7.4% decline in exports.  However,
the Government was able to lower the fiscal deficit by 40.4%,
due in part to higher tax revenue.

Brazil was able to resist direct contagion from
Argentina’s economic crisis during the first six months, but
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market sentiment towards Brazil suddenly deteriorated in
the second quarter, which was reflected in a reduction in
the value of the currency and widening bond spreads.  The
negative outlook was influenced by the uncertainty surround-
ing the expected installation of a leftist government in Octo-
ber, and lingering doubts about the strength of the global
economic recovery.  This was reflected in stagnant growth
of real GDP over the first nine months, and contributed to a
rise in unemployment at the end of September 2002 to 7.6%,
up from 6.3% a year earlier.  Average inflation for the first
three quarters of the year was approximately 8.0%, com-
pared to a rate of 6.5% for the equivalent period last year,
as prices soared on account of the devalued currency.  A
trade surplus of US$7,858.1 million was recorded for the
first nine months, compared with a trade surplus of
US$1,247.6 million in the corresponding period in 2001.

Despite the region’s problems, Chile and Mexico have
proven to be relatively resilient due to sound macroeconomic
management.  Chile’s real economic output expanded by
1.7% during the first three quarters, about half the rate re-
corded during the equivalent period a year earlier.  The rate
of inflation for the first three quarters continued it’s down-
ward trend, falling to 2.3%, compared to 3.7% for the equiva-
lent period a year ago, and the unemployment rate at the
end of September stood at 8.5%, down marginally from 9.0%
a year ago.  The current account registered a deficit of US
$665.9 million compared to the deficit of US$995.3 million
recorded over the similar period in 2001.  The lower deficit
was attributed to a decline in imports, which outweighed a
contraction in exports.

Mexico’s rate of growth over the January to September
period was an estimated 0.6%, reflecting the fall-off in ac-
tivity of their major exporting market — the USA.  Mexico’s
bond spreads increased, reflecting investor’s risk averseness
against Latin America, but they were low relative to other
regional countries.  Compared to its neighbours, the inflation
rate (5.0%) and the unemployment rate (3.1%) were rela-
tively subdued, and they were lower than those recorded
for September 2001.

Commodity Prices
The index of world commodity prices expanded by a

robust 30.5% over the first nine months, due mainly to a rise
in energy prices.  The Organisation of Petroleum Exporting
Countries (OPEC) average price of crude oil and the US
natural gas price increased by 56.2% and 46.6%, respec-
tively.  These prices were driven by a premium derived from
the US fight against terrorism in the Middle East, and politi-
cal instability in several major oil exporting countries, such
as Venezuela and Nigeria.  The food index increased by
11.7% primarily on account of price hikes of wheat, oranges,
cocoa, coffee and salmon.  Metal prices were about the
same, as the gain in the value of nickel was outweighed by
declines in the rest of the base metals.  In contrast, the value
of the precious metals, gold and silver, appreciated by 12.5%
and 4.5%, respectively, as investors sought shelter from vola-
tile global stock exchanges.



Commodity Prices

Source: IMF/World Bank Commodity Prices
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The profound pace of technological development, most
notably telecommunications and information (computer)
technologies, is reshaping the global business environment.
Indeed, the Internet, a high speed, interconnected global
network of computers, is the most groundbreaking and
expansive medium for the exchange of information, goods
and services.  It took about 38 years for the radio to reach
an audience of 50 million people and approximately 13
years for television.  With the Internet, it required only
about four years to cross this threshold.  Although still in
its embryonic stage, the Internet has progressed from a
source of information and a convenient method of com-
munication to a more dynamic vehicle, offering an av-
enue for the facilitation of numerous transaction-related
services to consumers.  The provision of these Internet-
based services - called e-commerce - has revolutionised
the buying and selling of goods and services, presenting
business with an inexpensive and direct means of reach-
ing their customers.

Not surprisingly, the e-commerce revolution sparked
a paradigm shift in the banking industry to a quicker and
more efficient system that could accommodate the de-
mand for the electronic payment for banking products and
services. This “new” system, known as electronic bank-
ing (e-banking), has somewhat modified the relationship
between commercial banks and their regulator, the Cen-
tral Bank, as these transactions are dependent on com-
puterised inter-linkages, which, inter alia, increases the
likelihood of external contagion effects.  Therefore, if not
properly monitored, e-banking could compromise the
soundness of the financial system.  Notwithstanding the
potential drawbacks of e-banking, the adoption of such a
system can increase the efficiency gains in banking and
payment systems, thus improving the economies of scale
and scope in retail banking operations.

This paper cursorily examines the state of e-banking

in Barbados, particularly with reference to its impact on cus-
tomers.  In the next section, e-banking is defined and the types
of e-banking services briefly explained.  This is followed by a
discussion of the benefits and drawbacks of using e-banking
methods, then a general review of the impact of e-banking on
central banking and commercial bank activity, and, based on
direct observation and the survey results of two hundred and
fifty (250) banking customers, a description of the state of e-
banking in Barbados.  The paper ends with some conclusions
and implications of adopting e-banking schemes.

Definition and Services of E-banking

As outlined in the Basle Committee on Banking Supervi-
sion (1998), e-banking refers to the provision of retail and
small-value banking products and services through electronic
channels.  At its simplest, e-banking involves the use of e-
money1 or e-cash and the Internet in the conduct of banking
transactions such as direct deposits and withdrawals.  The
use of electronic technology facilitates a speedy and efficient
payment for goods and services, thereby reducing the aver-
age costs per transaction and improving the levels of conve-
nience to customers.

 The general perception of e-banking is 24-hour access to
cash through an Automated Teller Machine (ATM) and/or
paying cheques directly into chequing or savings accounts.
However, e-banking also encompasses electronic funds transfer
(EFT), personal computer (PC) banking, telephone banking,
and use of e-money or digital cash.

 EFTs are initiated through devices (e.g., cards or codes)
that allow customers access to their bank accounts.  Many

The State of Electronic Banking in Barbados
by Yvonne Parris*

* Mrs. Yvonne Parris is Services Officer in the Management Informa-
tion Systems Department of the Central Bank of Barbados.

1 E-money is a record of funds or value available to a customer stored on an
electronic device in his or her possession, either on a prepaid card or on a
personal computer for use over a computer network such as the Internet.
Such services include credit cards, smart cards, digital cash and digital
cheques.  E-money is often referred to as a wide variety of proposed retail
payment mechanisms for which the consumer purchases the electronic
value.  Unlike existing forms of payment such as cheques, direct debits, debit
cards, or credit cards, which allow the holder to access a bank deposit
account or a credit line, funds stored on e-money devices typically represent
a general liability of an issuer.
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financial institutions use an ATM card and a Personal Iden-
tification Number (PIN) for this purpose.

The most widely-known method of e-banking is the ATM
or 24-hour Teller, an electronic terminal that give costumers
virtually unlimited access to their accounts.  However, al-
though easily accessible and convenient, using an ATM re-
quires that customers physically goes to its location.

Direct Deposit is a service that authorises specific
amounts to be deposited directly into customers’ accounts
on a pre-determined basis.  Customers may also pre-
authorise direct withdrawals or debits so that recurring bills,
such as insurance premiums, mortgages, and utility bills, are
paid automatically.

Telephone Banking permits customers to telephone
their financial institution, from anywhere, with instructions
to pay certain bills or to transfer funds between accounts.
The customer must have an agreement in advance with the
institution to make such transfers. This service is conve-
nient and saves time, but has limited hours of use.

PC Banking enables customers to conduct many bank-
ing transactions electronically via their personal computer.
For instance, customers may use this service to view ac-
count balances, request transfers between accounts, and
pay bills electronically.

Point-of-Sale (POS) Transfers allow customers to pay
for retail purchases with an EFT (or “debit”) card.  In some
cases, this card also can be used to carry out ATM transac-
tions.  This works similar to a credit card, but with one im-
portant exception: the amount of money needed for the pur-
chase is transferred immediately - or very shortly - from the
customer’s bank account to the store’s account.

Advantages of E-banking

Sinkey (1992) opines that convenience and accessibility
to both funds and account information are two of the most
practical benefits of e-banking from the customer’s perspec-
tive, since transactions can be conducted using PCs, from
the comfort of their offices and living rooms, well beyond

customary banking hours.  In essence, customers have
added control over their financial affairs.  Moreover, as
stated by Robinson (1998), these features can help banks
capture new customers.

E-banking reduces both fixed and variable costs of re-
tail banking operations, as there is little need for a large
physical building (fixed costs) and the time taken per trans-
action is usually much shorter (variable costs).  Adding
support to this argument, Wooding (1998), using data from
US banks, estimates the cost of a typical full-service branch
teller transaction to be $1.07, compared to 54 cents for a
telephone transaction, 27 cents for an ATM transaction,
1.5 cents for PC banking, using third-party software, and
only 1 cent for a transaction done on the Internet. Further-
more, Management Accounting Magazine (1997), which
posits that businesses making payments electronically can
save on average five to six times more than firms paying
by cheque, reported that British industry could save up to
£8 billion a year by changing the method of payments.

 In addition to providing convenience and lower costs
per transaction, e- banking can offer customers more op-
tions and strengthen banks’ competitiveness, through an
expansion of the financial market beyond traditional credit
and deposit-taking activities with innovative products and
services, as well as the realisation processing efficiencies,
since transferring information without human intervention
shortens the time taken for completing a transaction and
reduces the possibility of human errors.  In fact, e-banking
helps in the effective policing of illegal money transfers
because there is a higher probability of finding an audit trail
with e-banking transactions.

Disadvantages of E-banking

Customers usually trust bankers with their privacy, since
personal attention instills confidence.  With e-banking, how-
ever, this level of attention and confidence is lost.  Custom-
ers find difficulty in trusting a “faceless” machine to know
and understand their personal data because of the fear that
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this data might be shared with other parties.  This is an ob-
stacle that the banking industry must eliminate in order to
ensure continued customer confidence.  In this regard, the
Central Bank, as the regulator of banking activity, requires
banks to carefully observe all technical security requirements,
particularly with respect to Internet security.  To enhance
security standards and safeguards of customers’ operations,
Lass (1985) suggests that banks should adopt procedures
that cover management responsibilities in the areas of ac-
cess, operation, environment, input, authorisation, process-
ing, output, audit trail, recovery and staff training.

To be effective, e-banking needs a large customer-base.
While this is achievable in most developed countries, it is not
so easily accomplished in the majority of developing coun-
tries, like those of the Caribbean, which have limited geo-
graphical areas.

Since e-banking is faster and more convenient, there
could be some job losses, as the technology used to facili-
tate e-banking services allows existing banks to restructure
their networks and, possibly, reduce the size and number of
branches.  Although in some cases, job roles might be rede-
fined and there may be no (net) loss of jobs.  However, as
Kotler (1997) explains, the closing of branch offices comes
down to one factor, the cost of operations.

 A key concern is that the widespread adoption of e-
banking procedures could be problematic for customers 60
years or older.  This is because these persons are most likely
not to be familiar with this technology.  Parris (1999) argues
that senior citizens in the Caribbean might know of an ATM,
but may never use this facility when conducting their bank-
ing transactions.  Furthermore, persons with visual disabili-
ties (blindness, low vision and lack of colour perception) or
those with physical disabilities may also be disadvantaged
by e-banking.

 The speed that characterises technological development
along with the initial infrastructure outlays increases the cost
of e-banking to the banking industry.  The cost of e-banking
varies depending on the number of accounts accessed and
service options offered [see Mull (1995)].  In fact, given

that many e-money schemes set a relatively low limit on the
maximum value of e-money that can be held by a customer,
then the use of e-banking services may impose a limit on the
size of transaction permitted by the bank.

Finally, from a central bank perspective, embracing e-
banking could compromise the integrity of the financial sys-
tem, if not properly regulated and monitored.  This is be-
cause e-banking transactions require the use of computer-
ised networks, which increases the likelihood of the spread
of external contigion effects from unscrupulous cross-bor-
der transactions.  Therefore, regulations must ensure that
transactions conducted electronically are consistent with the
standards of traditional banking.

The State of E-banking in Barbados

This section was informed by data collected from direct
observation over a three-month period (at four commercial
banks) a survey of 250 customers at the seven commercial
banks operating in Barbados.  Since all of the banks are not
involved in e-banking, the investigation included customer
views of both traditional (manual) and e-banking systems.
In addition, a sample of twenty (20) persons at the Central
Bank was interviewed.

Currently, there appears to be an increase in the use of
e-banking facilities.  It is quite possible; therefore, that e-
banking has the potential to become the preferred method
of banking in the near future in Barbados.  In its 1998 news-
letter, Prism Services Inc. stated that there were at least 60
active ATMs online, 700 merchants who supported about
1,200 POS terminals, and that CarIFs recorded approximately
110,000 transactions per month.  As at April 2001, there
were 73 active ATMs, (a 7% annual increase since 1998),
1,800 POS terminals (a 50% expansion) and approximately
140,000 transactions processed through CarlFs per month
(130,000 ATM and 10,000 POS).  The relatively slower in-
crease in ATMs can be attributed to the launch of an on-line
inter-bank system by CarIFs in 1998, which allowed cus-
tomers of six of the seven commercial banks to access their



Table 3
Characteristics of ATM Usage

Source:  Survey Questionnaire
Key:  C=Convenience      F=Frequency    S=Security     T=Timeliness    H=Helpfulness

accounts and balances from any ATM or POS throughout
the island for a $1 fee.  As a result, this created a decline in
ATMs and an increase in POS transactions.

Most merchants, such as supermarkets, retail stores and
restaurants are carrying out POS transactions.  However,
the other types of e-banking services, for example, PC bank-
ing, has been limited to one or two of the seven commercial
banks.  It is expected that other types of e-banking services
would soon be fully developed.

E-banking and Its Impact on Customers

As shown in Table 1, all banks have POS facilities, ATMs,
Debit Cards and EFT procedures, only three banks have
telephone banking for accessing account balances, one bank
has a web site for information services, and there are no
banks offering Internet banking for transactional purposes.

their preference.  Judging from the responses presented in
Tables 3 and 4, the high frequency of ATM usage by the
majority of respondents is mainly because of its convenience
and timeliness.  Indeed, Prism Newsletter (1998) reported
that 110,000 transactions are made at ATMs per month, with
cash withdrawals accounting for the bulk of these transac-
tions.

Table 2 summarises the survey responses to the prefer-
ence for using either ATM or traditional banking methods
during the conduct of day-to-day financial transactions.  The
survey results reveal that professional, clerical staff and, in
particular, students prefer the use of the ATM instead of
traditional over-the-counter procedures.  However, non-cleri-
cal staff overwhelmingly stated that traditional banking is

Table 1
E-banking Activity Offered by Commercial Banks

Source: Commercial Bank Interviews
*   means banks have the facility
-   means banks do not have the facility

Table 2
Usage of ATM & Traditional Banking Methods

Source:  Survey Questionnaire
Key:  TB= Traditional Banking          ATM = Automatic Teller Machine

Table 4
Characteristics of Traditional Banking

Source:  Survey Questionnaire
Key:  C=Convenience   F=Frequency    S=Security     T=Timeliness
H=Helpfulness
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the majority of respondents believed it to be less secure than
the traditional banking), with almost four times as many cus-
tomers opting for this method during the period of observa-
tion (see Table 6)

E-banking and Its Impact on Commercial Banking

The effect of e-banking on commercial banks is two
fold.  First, as Baker (1998) explains, the electronic point of
sale technology creates a wealth of raw data, which if used
effectively can improve the competitive advantage of com-
mercial banks.  Second, the use of electronic technology is
likely to improve the efficiency of banks’ operations and the
delivery of services to their customers.  In effect, with auto-
mation, banks can now share information more easily.

 E-banking is no longer a matter of choice, but one of
survival.  The “cashless society” has not yet been fully es-
tablished in Barbados, but most of the high-value transac-
tions are done using this banking technology.  In fact,
Andersen (1999) reported that in the US, commercial banks
are proceeding quicker to take advantage of online oppor-
tunities, with 55% currently testing or offering e-Business
services, followed by community banks and credit unions.

It is noteworthy, however, that Barnett (1999) reported
that approximately one-third of U.S. online-bank customers
discontinued their accounts during the past 12 months,
whereas online stock brokerages soared by 53%, online in-
surance jumped 47%, and online credit-card applicants ex-
panded by 27%.  An even more shocking statistic, accord-
ing to Gomez Advisors Inc. (1999), is that Internet banks’
share of on-line banking activity in the US is only 4%.  The
market share of start-up ‘stand-alone’ Internet banks with
respect to overall bank activity remains small, and is per-
ceived to be constrained by certain disadvantages, namely
the lack of a brand name, capital and a customer base. In-
terestingly, Wooding (1998) claims that executives in the
banking industry admitted that e-banking has many benefits,
but they viewed it as a complement to traditional banking,
rather than a primary delivery system.

Huggins (1998) states that e-banking is reducing the num-
ber of persons that come into bank branches for mundane
transactions such as cash withdrawals, deposits and bill pay-
ments.  This allows banks to focus on the quality of their
services rather than on time-consuming and repetitive tasks.

Overall, the survey results indicated that on average
94.2% of customers frequently used the ATM, compared to
35.3% of customers who most often use traditional bank-
ing.  In terms of security, however, fewer respondents be-
lieve that ATM banking is less secure than traditional bank-
ing.  Therefore, Barbadians are not yet convinced of the
security of ATM banking (see Tables 3 and 4).

As shown earlier, ATM usage is far more popular (though

Table 5
ATM and Traditional Banking

(Respondents by Age)

Source:  Survey Questionnaire

Table 6
Duration of Observation and Total Customers Observed

Source:  Observation Conducted
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Central Banking and E-banking

From a regulatory standpoint, it is critical that e-banks
are properly regulated and supervised.  Although the basic
types of risks involved are not new, e-banks provide new
forms of “delivery” and create a number of interrelated policy
and regulatory issues such as consumer protection, compe-
tition, access and standards (Basle, 1996).  From the inter-
views with Central bank officials, it was found that the Bank
responds to new technologies by enhancing the transfer of
data and automation of transactions between commercial
banks, non-banks and the Central Bank.  The recently es-
tablished Real Gross Time Settlement System provides an
example of such a response.

        Furthermore, the regulatory framework already in
place for traditional banks could be extended to cover the
new products of an e-bank, but the supervisory, policy and
legal aspects must be modified.  In addition, legal proce-
dures are required for digital signatures and Certificate Au-
thorities to ensure the uniqueness of individual signatures,
as e-banking operates under a framework where data is
linked to a signature, which if altered invalidates transac-
tions.

Conclusion and Implications

The primary aim of this study was to determine the cur-
rent state of e-banking activity in Barbados, by looking at
the use of both traditional (manual) and e-banking methods.
The results suggest that despite the regular use of ATMs
and the existence of the infrastructure necessary to benefit
from the Internet, e-banking has not been fully embraced by
the banking industry in Barbados.  This is partly because of
a lack of critical mass, as Barbadians are still concerned
with the security of e-banking procedures.

          E-banking has several ramifications for central
banking, as it relates to the control of the supply, stability
and issue of money.  For example, digital cash, which in-
cludes electronic money (e-money), can have perverse im-
pact on the safety and soundness of financial systems, as
well as the efficacy of monetary policy, if properly moni-
tored. Furthermore, e-banking can present a situation of
“free” banking, which could mean a policy of minimal regu-
lation of money.  It could also encourage the development
of simple, open and transparent regulations suitable for pub-
lic monitoring.

The main implications coming out of this study are that:
1. in order to retain competitive strength, the banking
industry must focus its energies on improving custom
ers’ experiences through highly personalised interactions
in all conceivable communication channels;

2. to strengthen e-banking, the improvements in infor
mation and telecommunications technologies must be
fully adopted by both the public and the banking indus
try. At present, of the seven commercial banks in Bar
bados (at the time of investigation) only one has a website;

3. e-banking requires a change in social and cultural
beliefs to encourage persons to trust the “technology”
to do their banking for them;

4. e-banking could increase unemployment, as it causes
bank branches to close;

5. e-banking needs a sound regulatory framework and
ongoing supervision by the regulatory authorities in or
der to produce transparent legal arrangements and pro
tection against criminal elements.
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