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THE FINANCIAL STRUCTURE IN BARBADOS:
A SURVEY

INTRODUCTION

The process of financial intermediation is entrenched & the Barbadian ecomomy. Public
confidence in financial institutions bas contributed to the level of social and economic
development and is reflected in the relative stability of the economy. Since the end of the
second world war, the financial system has underpone significant changes, resulting in
ingreased gccessibility to financial institutions and improved mobilization and alocation of
resources. The sizei of the financial sectorwhf expanded in relation to the real economy,
while the domimnce of commercial banks has receded with the emergence of new
instruments and instiudons. However, despite these gains in the intersnediation process, by

the 1990s the financial system was still unsophisticated by international standaeds. Financial

institutions remrin so specialized that the competition needed o improve efficiency and
stimulate innovation is absent. In addition, the stock and bomd markets are still in the

ernbryonic stage of development and offer only a limited range of investment opporiunities.

This puper provides a descriptive suresy of the spread of financial intermedistion in the
Barbadian economy between 1950 and 1990. Section 1 examines the state of financial
sector, contrasting it with level of development in the pre-1950 period. Sections I, HI, IV,
and V trace the gradual evolution of the fimancial system. The four distinct phases in these
sections correspond to the four decades of this peried, esabling an analysis of institutional
changes, their rationzle and their impact on the fimancial system. Section VI provide some .

reflections on possible areas of financial sector development in the future.



1. Fhe Fingncial Strueture in 1990

By developing country standards, the Barbadmn ceonomy bas performed ;vall over the past forty.
years. Size and 2 Hwited resource hase has left the economy very open and vulnerabie to
adverse external influences. However, the economy has grown by an estimated 2% per asnum,
caabling a substantial rise in the standard of Hving. Expansionary fiscal policy supported by
foreign investment and a strong export drive in tourism and manefactering provided the initial
stinulus for growth., More recently as foreipn investment flows slowed, thers has been

increased reliznce on external borrowing by the public sector to finance growth in the non-traded

sectors (See Table 1),
Table I
Econpmic and Menetary Indicators
(1950 - 19903
J 1950 ‘
Papulation ¢000) 080
Per Capital GDP (USH 164.0
Bxternal Debt/GDP (%) - 14.8
MAGDPYE 16.6 194
MIGDPY %) 348 38.8 $9.7 ‘53 65.3
Sourets: Barbados Statistical Service Absteact of Statisfics 1969

Ceatral Pank of Barbados Anonal Statistical Digest 1993
‘Woild Bank ‘World Tables 1991 edition

Motes: ' Data exciuedes ungnaranteed private sector debt. In 1990 this debéwas spproximately 5%

of B,
Narrow mmy (M} s defined 32 currenty ples demand depasits at commercial banks,

Hros! Money (M) is defined s marow money hug imterest bearing Habitith
residenty &l commercial banks. P o of
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The domestic firancial system has played a significant role in both phases of economic activiry.
Maost economic transactions are monetized and the systen: bas proved to be a relatively officient
-~ condnit of funds between savers and spenders. The institutional network, consisting of a Central
:’Bamk, several commercial banks, & growing complement of non-banks and fledgling stock and
' bond markets, mobilizes adequate levels of résources for the provision of short, medium and

long term finance.

Unlike in many developing countries, the system is predeminantly private sector owned as
Government has Hemited its direct fnvolvement in fhe finsncial sector o a few specialized
institutions. Apart from the Central Back, Government’s only interests in the sector were the
sole locally owned commercial bank, a peneral insurance company and four specialized non-
banks engaged in lending for agriculnme, housing” and industry and small business. However,
given the strategic areas of government's involvement and the business whicl: they attract from
other government entities, these instibutions account for a disproportionate share of financial

sector activity®.

In Barbados, there has been no apparent effor to localise the firfancial services sector and anly

in the Insurance industry bhave dominant privately owned indigencus instimtions developed. The

. Lfhere e two Eovetament agencies providing long term ousing finance. ‘The Barbados Mortgags Finance
Company {BMEC), which accepts no deposits, ks funded o ousing bonds snd e Nadonat Insurance Schene (NIS_),
and homds for Row andt middie lncome bousbug, The trast dividion of the Barbados Natonad Bank {ENEY accepis deposity
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and may Iend for reshkiontial and non vesidentiat purposer.

¢ government bankia financlat Insthiudions could have long-term Implications For the economy. A preasure of the
Mum ii‘giuniryﬂne fact that hatwaen § $F2-94 Govermment lisuad honds equivalent to 1 (% of 1993
GDP to Squldate principal and accrued lateress on now performing loang at Goversment tnstitutions.



presence of interaationally acclaimed banks may have helped to strengthen confidence In the
financial system, but, until recently. these banks appear to have been slow to modify financial

instoments and fo introduee technological advances to improve costomer service.

The current structure of the financial sector Is in direct conirast to that of the pre-1950 period.
Up until that time, the financial system, represented larpely by foreipn commercial banks, served
mainly as a store of savings and a source of short term working capital for the agricultural and
mgreantile community, . Now there is a more varied instimtional network providing more

cpporiunitics for lavestnent and for capital pocomulation cutside of radition) sectors.

The Central Bank Is at the apex of the financig] gystenm, directing monetary policy and reguluting
fingneial institutions. However, prior to the introduction of the Financial Imtermediaries
Reguiatory Act of 1992, the Bank was congerned that it bad limited scope in deating with non-
banks \n;hich could be registered under the Companies Act without regard to their capacity 10

serve as fimancial mstitations.

Commercial banks still remain the dominant form of fimncial institution, a reflection of teir
historic role in the financial system and the variety of services which they provide. By 1590,
there were seven banks operating a forty-three branch network. The single British bank, the
three Canadian and the Barbados National Bank dominate. Of the other two banks®, one is
owned by a regional life insurance company It has 2 relatively small network and has not been

able to make a significant penetration of the demestic market.

n 1992, the focal insarance company, the Barkados Mutnal Life Asserance Spciety, took over the assets of
the falled Bank of Credit and Commerce Internationa.

While barnks remain the main institutions for deposits furds, nombanks are playing an
increasingly larger role in the systems. The struchwe of non-banks is broad, consisting of
insurance companics, finance companies which provide morigage and non-mortpage fands,
government owned development finasce Institutions and indigenous oredit unions, In addition
to deposit sources, government has tapped the NIS and various domestic and external loans to

finance the activitics of the Barbados Development Bank and the BMFC.

The bond and stock markats complement the traditional financial institutions. Secondary markets
to trade bonds amd stocks are now in their infancy and trading on both markets is relatively thin.
The size of fiscal deficis n recent years has increased the availability of government paper but
there is no evidznoe that these instruments fank high in institational portfolios. Given limited
alternative investment opporiunities znd few new stock offerings, the possibilities of using the

stock exchange as a means of broadening stock ownership and increasing aading activity are yet

to be realized.

ase: 1950-1959

There was no particular deepening of the financial system during this decade. However, to
understand the financial system during this period requires sorae appreciation of its evolution
singe the 1830s. Society in the pre-emancipation period required no financial instimtons as the
economic system did not need much cash and merchants performed the role of suppliers of short
term credit. In addition, in an era where metals served as currency, there was no local issue

in Barbados. Instead. until the second balf of the 19th century. Spanish and Portuguese coins



were vsed 2= the local medinm of exchange in the face of English restrictions on the export of

their own carrency {Greaves 1952

In 1837 a Royal Charter enabled the Colonial Bank to saf up the first formal financial institetion
with the authority to issue its own notes. Interestingly, the Barbados Government did not issue
5 own currercy until 1937 and then for a short pericd only, a= the British Caribbean Currency
Board (BCCB} was sef up in 1951 to ke over the currency issuing functions in the Eastern

Caribbean,

New institutions sprung up immediately in the tew *society”. For example, while the Colonial
Bank had mote issuing authority, initizlly its loan function was severely restricted by ihe terms
of its chaster. In this context, the indigenous West India Bank, 2 conservative reaction 1o the
power of the Colonial Bank, was infleential in the 1840s before it collapsed with 'the fimancial
crisis in England of 1847-48. After this Karch (1979)° argues that the Barbados Mutuad Life
Assummoce Society (1840), another indigenous financial institution, became the domipant
intstmediary during difficul! imes. A local Savings Bank was also formed during this period

to mobilize savings.

This sport did not serve as z catalyst for the proliferation of new institutions as the level of
development of the economy and the distribution of wealth probably mitigated against faster

expansion. Institutional development in the post emancipation colomial period was demand

*=Money and carrency b Barbados:® Tire Jorrmal of the Barbados Musears Mistorical Sodety, 1952,

“Ihe Temwlorsation and ConcoBidation of the Corporate Plantation Econsiy i Barbados: 1980-1977.
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deterroined with the result that there existed three foreign commereial banks, an indigenous
commercial bank, a government savings bapk, two agrtcultural banks and life and geperal
insurance companies by 1950, In addition, small housebolders, whose access t formal financial
systems was severely restricted, dovised their own savings schemes and invested in smalf
friendly societies.

By 1950, the financial systeny was attrapting almost 50% of GDP in deposits (Table ). This
fevel of mobitization despite the traditional nature of the economy and the absence of a wide
range of formal deposit taking instimtions reflect an already impressive level of monetization in
the agriculiere based economy and a strong savings ethic. The low inferest rates and the kigh
portion of demand deposits in toml savings suggest deposiis were used to fecllitate transactions
demand and 25 a store of value dusing this period. The savings Bank was restricted 10 pay 3%
for its deposits and in the size of deposits which it could accept. Commercial Banks also faced
resizictions on the size of deposits on which interest could be paid, necessiating adiustments

over the years to reflect the growth of savings.

Interestingly, the data suggests 2 very low level of currency holdings by the Barbadian public
whick, if trus, would rep covanter to conventional thinking on the mature of financial savings
during the primitive stages of economic development. However, it must be recalled that the
common use of correncies between the istands almost certainly meant that the circulation was

severely understated,



By the end of the deoade the savings process via financial institetions had not infensified as the
deposit-GDP ratie remained below 50%. Despite the decentralization of iy operations by
Barclays and the enty: of the Baok of Nova Scotia in the secoml haif of the decade, the mvages
of Hurricane Janet, economic contaction in 1958 and the floating of sizeable debenture by
government seemed to have stalled the institutional savings process. Commercial banks

contineed % acctunt for sbout two-thirds of deposits during this period while the savings bank

took up almost all of the repninder.

%f}ziie deposit growth slowed after 1955, there was a marked shift in the extem of bank lending.
In 1950, of the deposits mobilized within the domestic sconomy, only about 40% were loancd
cut dompestically (See Table IIT). Instead commercial banks and the savings bank invested their
balarices abroad. However, commercial banks’ loan activity increased substantially in the second
half of the 19505 when they were over 70% loaned up. After 1957 the Barbados Savings Bank
also raised the local investments portion of its portfolio, reaching almost 30% in 1959 when

government issued debentures to belp finance its capital works program.,
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Sources:

Central Bank of Barbados, Annual Statistical Digest

An insignificant fevel of double counting is captured in the data,

Notes:

Exclude foreign wurrency deposts aftes 1975; before 1975 such balanoss aro {nsignificant.

1o the 1950y aud 19608 frieadly socleties were the dominant informal deposit Hsebruzions; their deposits weee subject to seasonality.

Seall Jevels of deposits beld on demand by these institetions are excluded.



Table IIT

]
150 i35 - .1 - - « 12.7 4
1955 Ha - 04 - - - 17.0 B
15 3.7 “ azr w - - 404 7
1865 b Red - 0% - - - 598 &
1970 VELD (X3 L2 1.5 - 0.3 1738 4
1975 #. 41 5.5 40 - 140 s 5
1550 536.1 3z 40.7 3.3 e 4,1 9 7
RS 803.1 973 1194 5335 263 310 1,256.% 3
; 199G 11455 | 346 1807 9.1 B3 142.4 20205 4
1 | :
Sources: Statistical Servior, Abstract of Statistics

Central Bank of Barbados, Annkal Satistical Digest

Notes ! Afier 1975 loans 1o financisl hetittions excluded to minimise double eounting of flows

Insarance companies were the most significant non-bank during this period. While an absence
of data prevents us from accurately measuring their role in the sconomy, the ratio of fife
insurance premiom income to GDF may have been quite high 2%-3%). -”"i'hc loan portiolio

probably had very litde impact on overal! lending.

.

By all indicators this was an extonordinary period of economie and Sancisl development. The
economy grew by 3.5% per annwm, radsing income and the demand for financial services. Led
by Barclays, the commercial banks extended their branch network amd competition was

heightened by the arrival of two American banks (See Table IV).
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*; Table I¥

Deposits grew by 12.6% per annum  and, perbups even moe critically, hanks were by 1969
Tendiing out 80% of their deposits. The booming tourism industry absorbed a significant share
of the new leading but equally xmpemm was the introduciton of consumer mmﬂmmmg
Tlus helped spur private consumption, deepen the intermediation process and quicken the pace

of economic activity.

New institutions providing mortgage finance and the government owned Barbadoes Development
Bank came on siream but were yet to make a significant fmpact.  The dota supgests that life
insurance companies were taking premium income of about 3% of GDP, a high ratio given the
level of development.

As important fallout of fisancial sector trends in the 1960s was dinsinished role of fhe Savings
Bank. Its deposit base shrunk by almost 15% and its share of deposits {ell from almost one third
10 less than 9% of overall deposits. This was a peried of relative intersst rate stability but the

varkety of services which banks could offer, including loans, must have influenced these patterns.



Of note Is that the structure of deposits at banks vnderwent siguificant change, with the share
of demand deposits declining from almost 0% to 29%. McClean® attsibutes this shift to

successfial marketing by comnercial banks for household savings.

1V, Change and Consplidation: 1970-1979

The sstablishment of the Central Bank of Barbados (1972) and the issue of a local currensy
{1973) represented the principal financial developments during this period. Following on similar
decisions in the post independence era by Jamaica, Trinidad & Tobage and Guyana, these
innovations represented ap aitempt to facilitate greawer autonomy over the domestic financial
system. The colonial system had been much criticised for the Jack of discretionary power of the
currency board and the dominant role of foreign commercial banky’, Greaves sums up the
feeling when she notes that "money and finance bave always been among the Jast affairs to pass

under internal control when a colony moved to a fully self-governing status™.

The role of the Central Bank was felt immediately 25 its establishmem coincided with liquidity
problems in the banking system, rising inflation and = weakening external position (scc Haynes
and Holder (1989)%. The Bank introduced reserve and securities requirements on banks to cut

the supply of loans to the private sector and fivance the growing size of fiscal deficits,

“Muney and Banking in the Eastern Caribbean, 1975:J5ER,

McClean arguss that the East Coribbeun Corvemcy Aathority (ECTAY which replaced the 8CCB Sabaved i
this wany and 251 not represent  slgnificans vpravement Jn monetary strangements. Two dspects of ECCA’s behaviour
which recelved oridclom and which diseppasrad with the extzblshment of the Central Bank waee the noed for the
wmmmmbmummammmmmmmagmmmm

iy,

Adjustmmt Folicies for Small
and Comprrs Bourne ({989}

x

atRIng,
Frasgee.

*Monetary and Flsca Polkcy In Burbados 1976+ 1985 in Economd
and Experience in éhe Engiis Spasking Caribbean . Deliste Worrell
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manipulated interest rates and with the ald of selective credit contzols atempted to regulate the
flow of credit to consumption oriented sectors. In addition, the scope of exchange contrals was
exterdied to cover the sterling area and banks were mandared to seek Central Bank permission

before borrowing to onlend in the domestic economy.

By the end of the period, the Ceniral Bank was diverting 25% of bask deposits away from
lending to the private sector (Table V). Double digit inflation and strong domestic demand
foreed inferest rates up but, mtes returned 1o normai levels by the end of the decade. In real
terms, isderest rates were negative for most of the period, reflecting the view that a higl interest
rate sirategy would destroy the productive sectors but would not mobilise additional resources
as suggested by the fheoretical literatare.  In addition, there was concern that banks would
collide if allowed to sei interest rates freely.  Government also benefited from this low rate
strategy evidenced Dy the treasury bill rate which did not exceed 5% in e second half of the
period,  While economic activity strengfhened during the second half of the decade, the high
inflation rates may have impacted on firancial imermediation. This is reflected in a decline in
deposits in real terms, and in the rise in the currency-deposit ratio to double digits for the entire

period.

More ciitically, there was the substantial increase in the availability of government paper, 2
result of growing fiscal imbalances (see Table Vi) By 1979 government jssues represented
nearly 20% of GDE, almost half of which were heli by commercial banks. However, it isclear
that the bond issues diverted funds that would previously have entered the deposit stream and
coniributed fo the reduction in the deposit - GDP matio,



Reserve Requirements
Cash - - 8.0 20 8.0 8.0
Securities - e 9.0 17.0 19.0 220
Interest Rates
Savings 30 4.5 7.0 58 4.0 5.5
Banic Rate - - 1.3 7.8 13.0 13.3
Treasary Bill Rate na. 7.1 4.0 6.2 4.8 3.1
Inflation 3.1 7.8 20.3 144 38 3.1
Source:

Central Sank of Bartados, Anoual Statistical Phigest

Commercial banks sontinued {o dominate the intermediation process, 2 development exaggerated
by the conversion of the Savings Bank into a full banking facility in 1978. The process of
extending the branch network slowed and one bank had closed five of Iis branches by the el
of the deeade, One of the American banks also ceased operations but given that the other three
American banks followed in the 1080s, this may simply reflect the difficulty faced by new banks
in penetrating the market. However, of the non-banks, the trust companies engaged primarily
in mortgage Jending became more effective in mobilizing medium feom funds, in part the result
of the surpluses made available by the National Tosurance Fund which had been established in
1968.
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Table VI
- 1
BDS$(Million)
présf:. | Sevings | Govermment i Total | Clabns/GDP
o oh véasiry Notes~ | Bonds | Guarsnteed | Claims %)
1960 . 12.1 - - B2t 10.1
1965 1.5 16.0 - - 175 133
1970 69 299 - . 35.0 10.9
1975 56.9 £2.4 - - 1393 19,9
1980 164.2 1306 - 158 | 3107 0.9
1985 4050 154.7 69 679 | 6345 29.1
1950 5062 M12 | 36 03 | 9833 322 |

Sources: Central Bank of Barbades Anmnal Statistical Digest

V. The Growih of the Non-Banks: 1980-1989

The 1980s wes marked by the entrenchment of the nonbanks in the finencial system, Their
deposit share more than doubled, reaching 25.8% in 1990 in comparison to just over 12% in
1980. Their contribution to loan supply ‘was gven more significant, accounting for over 43%

of ai! loans compared to 25.7% in 198

Sémi factors account for this expansion. First, the weakness of the sugar industry {inances
ised demand for funds from the agriculnurs! division of the Barbados National Bank, While
the BNECAD raised its own fands, especially from other government instiautions, it relied
heavily for additional financing from the Central Bank's discoum stheme and lis own

commercial division.



Secondly, the Barbados Development Bank pursued an aggressive lending policy in the early part
of the 1980s which led to a ¢quadrupling of its loan portfolio. Later it experienced high levels
of delinquency and it is perhaps significant that this peried of lemsding cofncided with a

contraction in manufacruring output,

Third, Central bank regulations on the banking sector encouraged the growth of non-bank
institwtions providing consumer oriented lending, While finance companies were unsble to
significantly peaetrate the market, in part because of restrictions under the Rate of Interest Aot
and in part because of the faflure of one such institation, credit unions expanded rapidly in
agumber, membership and assets,  Their growth was faciliinted by fax incentives which
encouraged membership, In addition, with government allowing 100% of interest deductibility,
mortgage lending institutions, including insurance companies, substamtially increased their
leoding. As a result, lending to individuals absorbed about one third of all institutional credit.

This represests a major shift from the pesition four decades earlier.

While the market shares of banks dropped sharply during the 1980s, their loans and deposits
still increased by 8% and 9% respectively, Given the low rates of inflation, this represents
significant growth for banks. Under the fiscal strmulfus of the latter half of the 198035, deposit
growth recovered and the deposit ~ GDP ratio peaked at 79% in 1990. This strengthening
oeourred despite the webling of the stock of public sector paper in circulation, about 40% of

which was held by commeycial banks.

24

V1. Reflections

The relationship between the performance of the economy and the financial system was
Important, particwlarly during the Tatter part of the perfod. Wood (1993, examining the cansal
relutionship between financial development and growth for the period 19461990, found that the
financial sector did pot exert a significant influence on economic activity between 1946 - 1968,
However, his results supgest that after 1968, there was a bi-directional relationship in which

the financial secter impacted on and was affected by economic growth.

The engoing contribution of the sector to sustained economic growth sill hinge in the future on
sound macrosconomic policies,  The experisnce of the early 1990z in which the economy has
contracted and the foreign exchange position weakened, emphasises the need for 2 sirategy
oriented towards investment in foreign exchange earning sectors. ¥n the past. banks have been
criticized for their conservatism, and reluctance to engage in long-ferm lending for the foreiga
exchange eaming sectors and with the creation of the Barbados Development Bank, it seems that
private sector financial institutions have missed an opportunity to carve out a niche in this
market. While the failure of the Barbados Development Bank to recover on many of its foans
has tended to reinforce commercial banks' judgement on the viability of wew risky ventures,
future long-term growth will depend in part on finarcial sector Mnovation in providing long-term

Iending.

“inanciai Development and Econemic Growth in Barbados: Caasal Evidence’ Savings and
‘Development Yol XVII p. 379.



The financial system will need also 1o become more competitive.  As the size of the finascial
sector expands, the more critical the need 1o improve operating efficiency and enhance long-term
growth prospects.  Given the fragmented nature of the financial system, competition has been
quite weak and the cost of inermediation guite igh®®, Technological change, liberalization™
and the prospects of sew mndigencus institutions should resuit in increased competition between
justitutions. Barbadian regulators, who have faced only one financial institution failure since

1981, will be confronted by new challenges.

2Howard, M, and Haynes €. (1991} ‘Fisancial Efficency, Intermediadion Costs and the
Regulatory Framework” mimeo Central Bank of Barbados.

1igpancial $ector liberalisation is reflected in the sbandoning of selective credit controls,

reduced Interference in the setting of Inan rates and marginally Jowered reserye requirenzents since
1991,
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