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FENANCIAL INTERMEDIATION AND ECONOMIC DEVELOPMENT
IN BADOS: 1946-19%0

BAR

INTR TION

Recognition of the potential of financial intermediation in advanced economies has
enabled new financial institutions fo emerge and stimulate growth of the financial sector
in excess of that in the real economy, However, in many lesser developed countries the
sluggishness of the real economy has been paraileled by weak financial systems. Where
formul financial sectors are not entrenched it is often the case that high inflation rates,
government controls on the imermediation process and poor sugervision of instinstions

have zceoumted for the Jow level of financial assels in the economay,

"This paper examines the development of the financial sector in Barbados over the
period 1946-1990.  Since the end of the second world war, the financial system has
undergone significant changes, resulting in increased aceessihility to financial institutions
and improved mobilization and alfocation of resources. The size of the financial sector
has expanded in relation 1o the real economy, while the dominance of commercial banks
has veceded with the emergence of new instruments and institutions, However, despite
these gains in the intermediation process, the financial system remains unsophisticated by
international standards. In particular, the stock and bond markets are sill in the
embryonic stage of development and offer only a Hmited range of investment

appornities,



The paper is divided into four sections, with Section I examining issues in the
theoretical iiterature on the relationship between financial structure and economic
development. Section II reviews the institutiona! development of the Barbadian financial
segtor while Section 11 provides empirical evidence on the interrefationship between real
and fimancial sector development in Barbados and on the financial repression hypothesis.
This section also discusses the current evidence on the causal relationship between

financial and real devetopment in Barbados. Concluding remarks are in the final section.

IL. FINANCIAYL STRUCTURE AND ECONOMIC DEVELOPMENT

In his pioneering study Goldsmith (1969) identifies the fnancial structure and
development as important influences on economic growth, However, Goldsmith’s thesis
has not been universally accepied, with some economists contending that the development
of financial instirations is neither necessary neor sufficient for growth in developing
economies. This negative view is associated with the studies of Gurley (19687a,b) who
states his skepticism about the prominence attached to financial development as distinet
from the other institutional ck;oices a country makes to advance growth. Ia particular,
Gurley argues that seme countries have realized growth in the past through other mgthcds
including foreipn savings, central g;lanning and fiscal measures. However, while these
dlternative techniques may prove feasible In 2 country's comprehensive aggregate
planning approach, Gurley (1967a) accepis that the development of financial institutions

fiourishes when there is & decentralization of decision-making, specialization of savings
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aod investment, and heavy emphasis on exigrnal rather than internal financing of

mvestment.

The negative view of the contribution of financial institations and rmarkets may also
be discussed in the context of "short-termism”. That is, arguments whick link the
financial environment, or the strucrare of corporate finance to problems of long-term
strategies comprise the following proportions: In market-based financial systems like the
UK. and U.5.A.: (1) managers must mzximize the market value of shareholder’s equity
because of the power of shareholders to impose sanction (through the possibility of
takeovers and/or the dismissal of tmanagers); (2} the market puts oo much weight on
shori-term profits and consistently undervalues investment with a longer-time horizen.
The examples commonly cited are resezrch and development speading and tralning,
which, it is claimed, the masket regards as reducing current profits; (3) therefore the
need 1o focus on market vaine inhibits managers; ability 1 manage, and forces the
manager inte the pursuit of short-term profiy gains at the expense of the loager-term. On
the other hand, these concerns are comtrasted with a model of Japan and, with
modifications, of Germany) where it is observed that: (i) floms are highly leveraged and
are particulstly dependent on bank lending; (i) sharcholders have relatively little power
arxl hostile keovers do not occur; and (iil) managers can therefore ignore stock market

values and are not forced to sacrifice long-term steategles in order o provide short-term



fimancial performance See Corbett {1987), Cosh &t al (1990) and Miles (1992) for

details,

The more positive view - often described as the development hypothesis or neo-
liberal view - of the 1ole of the financial sector is traditionally asseciated with
Schumpeter’s (1949) anaiysis of the theory of economic development, more aptly termed
the theory of capitalist economic development. Other proponents of the positive view of
the role of the financial insticwtions include Gerschenkron (1362}, Patrick (19663,
Cameron {1972}, McKingon (1973, and (1972} and Diamond {1981} © name a few.
Howsever, the relative importance of the impact atiributed 10 baoks and other financial

institutions differ among these authors.

The controversy over the role of financial institutions in economic development is
thoroughly discussed in Patrick whe delineates the view points as demand following and
supply leading finance.  When financial instimtions ave ¢reated before the demand for
their assets and labilites is evident, then the financial sector can be classified as taking
the "supply leading’ financial development approack’. The propenies of supply-leading
finance ars in many ways the exact opposite of those of passive, demand-following
financial development. In addition to the few historical instances in which financial

institutions have contributed 10 industriz] expansion and econemic davelopment, there are

theoretical justifications for supply leading finance. The positive growth inducing
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aspects of supply-feading financial development are attributed (o its ailocative efficiency
and its encouragement of enterprise. Supply-leading finance transfers resources from the
raditional low growth sectors 1o the modern sectors of an economy with higher growth
potential, Such a transfer of resources may be achieved by collecting the savings of the
traditional sectors, or through forced savings via new bank credits: The success of
resource transier depends on the assumption that there is a class of entrépreneurs ready
to invest in new progduction technigues, more efficient than the traditional methods of
production replaced. ‘Where the emreprenerrship response is oot developed, financial

institations can stimulate it.

Supply-leading finance - however, may play 2 more divezt role in the development
of the entreprencurial Impulse by extending ronfinancial services to economic units. In
some instznces banks have directly participated in the promotion and control of industrial
and other nonfinancial enterprises. The German banks, the epitome of mixed banking,
offered industrial concerns both short-term operating funds and medium to long-term
capital, as well as non-financial assistance. The bank matagers were said o have
participated in the major financial decisions as well as daily operations of imlustry (see
Tilly (1986, 1989)). See also Sheard (19891, Aoki (1998} and Hoshi =t al (1990) for a

discussion of this aspect in the case of Japan.



Goldsmith (19697 and King and Levine (1992) have demonstrated this relationship
using statistical methods but left the causality controversy unresolved. Atje and Jovanovic
(1993} studied the correlation between growth and the rading volume of the stock market
scaled by GDP and found a Jarge effect on stock markets on subsequent development.®
King and Levine (1993} used a range of indicators of financial development for 80
countries over the period 1960-1989 and found that the various measures of the level of
financial development are strongly correlated with real per capi GDP growth, the rate
of physical capital accumulation, and huprovemenss In the efficiency with physical
capital. They comcluded that the daz are consistent with the view thar financial
development can promaete economic growth financial services stimulate economic growth
by inereasing the rate of capital accunmuiation and by improving the efficiency with which
economies used that capital, Gupta (1984) and Jung (1986) in substantial but less
exhaustive studies, used statistical techniques to investigate the direction of causality and
found generaily that the direction ran from financial o real development, thus suggesting
an activist role for the financial sector.  Odedokur (1992} finding suggest that supply
leading and demand-following relationships occur with approximatety the same frequency
i the 35 LDCS studied. The causality study of St. Hill {1992) provided empirical
evidence consistent with the "stage® theory of banking development which implies that
there is a supply-leading patiern among LDCs at a relatively low level of financial

development and then a shift to a demand-following cnce the banking sector has

developed.
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If indesd financial intermediation causes growth one would like to know what
determines financial development? In both Greenwood and Jovanoic (1990) and Saint
Paul (1992) financial intermediation entails real resource costs that are fixed or less than
proportional 1o the volume of funds intermediated: as the economy grows, the individual
incentive to participate in financial markets increases, as the benefits increase with the

scale of the funds invested while costs rise less - or not at all %,

Financial development also depends on public policy. Roubini and Sali - Y -
Martin (19924, by argue that government may pursue financial repression 1o raige tax
revenues, even while they recognise its detrimenszl growth effects. Where cotlecting
taxes is costly, the financial sector is a comparatively easy source of government revenue,
especially via seignorage. So the government may optimally choose to hinder financial
intermediation fo raise the demand for money and thus increase the revenue from

seignorage.

Public policy may also affect financial development meore selectively.  For
instance, in many countries the markets for consumer credit and mortgage loans have

been traditionally repressed in several ways {Japelll and Pagano {1992}, This probably



reflects a public concern to force households to save -more znd 1o direct credit towards

industrial rather than residential investment.
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To capture the potemial effects of financial development on growth the endogenous
growth model of Pagano (1993} is utilised. It assumes that aggregate outpat Y, is 8 linear

function of the aggregawe capiwal stock K,

Y, = AK (1)

For simplicity, assume (hae the population is stationary and that the economy produces
= single good that can be invested or consumed - and, if invested, depreciates at the rare

of & per period. Gross invesiment then cquals

I, =K., -{1-8} K, {2)

1t is convenient to assume that 2 proportion 1-¢ of the flow of savings is "lost”

in the process of financial intermediation:

®8, = I, t3)

From {13, the growth rate at time 1+ 1 18 g, = (Yo /Y - 1 = K /K, - 1. Substituting
K. from (2) into this last expression and rearranging using (1) gives the steady-state

growth rate g = AI/Y-S. From the capital market equilibrium condition



g - A f;;s = Ads -8 O

where s = §/Y,

Equation {4} reveals succinctly how financial development can affect growth: it
can raise &, the proportion of saving fannelled w0 invesunent; it may increase A, the

social marginal productivity of caplial; and it can influences s, the private saving rate.
a} Funnelling Saving to Firms

In the process of wansforming saving into investment, financial istermediaries
absorb resources. This lost fraction 1-¢ in the case of banks reflects the spread between
lending and borrowing rates, and for securities brokers and dealers represents
commissions, and the like. This absorption of resources by the financial sector is
primarily z reward for services supplied, but it may also reflect the X-inefficiency of
the intermediaries and their market power. In addition, as noted by Roubini and

Sala-Y-Mardn (1991, 1992), their activity is often burdened by taxation (in the form of

high reserve tequirements, transaction taxes, #ic.) and by restrictive regulations,
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tranglating into higher unit marging.® If finaucial development reduces this leakage of

resources, that ks, raises ¢ in equation (43, it also increases the growth rate g.

b} Improving the Allocation of Capital

A second key function of financial intermediation is the allocation of funds to those
projects where the marginal product of capital is highest. In the framework of the above
meddel, intermediaries increase the productivity of capital, A, thereby promoting growth,
in two ways: () collecting information to evaluate aliernative investment projects;
(Greenwood and Javonovic {1990)); banks have a comparative advantage in screening and
monitoring borrowers to avoid problerns of adverse selection and moral hazard which
arfse in debt contracts (see Davis and Mayer (1992); and (i} inducing individuals to
invest in riskier but more productive technologies by providing risk sharing (Levine

{1891, Saint Paul {19923,

¢} _Affecting the Saving Rate

The third way financial development can affect growth Is by altering the savings
rate 5. In this instance the sign of the relationship Is ambiguous, in that financial
development may also reduce saving, and thereby growil. As capital markets develop,

households gain better fusurance against endowment shocks and better diversification of



rate-of-returmn risk, while consumer credit becomes more readily and cheaply available.
Finaneial development also narcows the wedge between the interest rate paid by firms and

that received by households. Each of these factors affects savings behaviour, but in each

case the effect is ambiguous.

i) Household borrowing. Capital markets also chanmel funds from households that
save to those that dissave, in the form of consumer credit and mortgage loans. 1f the loan
supply falls shorr of demand, some households are liquidity-constrained:  their

consumption is limited by current resources. rather than by permanent income.

Using an overlapping generations model with three-period-lived households,
Jappelli and Pagano {1992) show that biading liquidity constraints increase the saving
rate, betause young households eannot dissave as much as they would like. With the
technology described by equation (1), this Increase in the aggregate saving rate s
transiates into faster growth g. By the same wken, liberalisation of the consurner credit
or mortgage market leads to a reducton in saving and growth, Here we bave another

instance of financial marker development 1ending w0 reduce growth.

Some argue that capital market imperfections, by reducing the availability of credit

1o certain sectors or segments of the population, namely the unemployed and those with
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limsited stocks of non-human weaith, may increase aggregate savings via the precantionary
motive. (Koskelz and Viren (1982,1984) and Deaon (1992)). Saving is increased
basically because individuals want to avoid being cought with too low levels of
consumption and high (in relative terms} marginal wility of consumption if ratiening

oceurs in the future,

De Gregorio {1992) adds a potentially important qualifier. If households borrow
to finance not only current consumption but also the accumulation of human capital, the
effect of lignidity constrainis on growth is ambiguous; they raise the saving rate s, but
lower the productivity of investment A, insofar as this depends on the worker skills
acquired by investment in education.  The relevance of this qualifier depends on the
extent 10 which human capital formation is self-financed by households.  In many
countries it is subsidised by government via public schooling, student geants and loans,
and 50 on. Moreover, on-the-job Iraining and learning-by-doing ~ generally regarded as

no less imporant than schooling - may enable workers to 2cquire skills while bypassing

horrowing constrains.®

i) Interest rate affsce. As noted above, financial repression and lack of competition
widen the margins charged by financial intermediaries. Aside from the direct resource
cost &, margins affect capital accumulation via their incentive effect on saving. Financial

repression and iraperfect competition keep the interest rate paid to savers below that



prevailing ender perfect capital markets, i.e, the marginal product of caphial pet of

depreciation, A - 3.

If the saving rate rises with the rate of fmerest, then caplial markel iperfections
lower growth by depressing saving. The early studies of McKinnon (1973) and Shaw
(1973) argued that this was an imporeant way in which finarcial repression depresses
growth; conversely, financial development should raise saving and growth,” However,
the impact of the real irterest rate on saving hes long been known 10 be ambiguous a
priori (See Akyuz (1993)) | and the relevant empirical studies are far from agreeing oo

s sign (Gonzalez - See Arrieia (1988)3.

I, INSTITUTIONAL DEYELOPMENT OF THE BARBADIAM FINANCIAL SECTOR

By developing country standards, the Barbadian economy has performed well over
the past forty-five years. Size and a limited resource base have left the economy very
open and vidnerable to adverse exiernal influences. However, the economy has grown
by an estimated 2% per aonum, enabling a substantial rise in the standard of living,
Initiaily, this growth was stimulated by foreign invesiment and 2 strong export drive in
tourism and manufacturing but more regently there has been increased reliance on

external borrowings to finance growth in the non-traded seciors (see Table 1.

150

The domestic financial system has played a significant tole in both pﬁases of
economic activity, Most economic transgetions are monetized and the system has proved
1o be a relatively efficient conduit of funds between savers and spenders. The instdtutional
network, consisting of a Central Bank, several commmercial banks, fledgling stock and
bond markets, and a growing complement of non-banks’, These mobilizes adequaie
levels of resources for the provision of shart, medium and long erm finance. Financial
instruments are of the more basic types found in developed country markets - such as
various types of deposit accounts and consumer loans, intérest bearing chequing aceounts,
morigages, commercial and ade bills, letters of credit and so on which include
insurance companies, finance companies, governmem owned development finance

institutions and Indigenous credit unions.

Unlike in many developing countries, the sysiem is predominantty private segtor
owned as Government has imited its divect invelvement in the financial sector 1o a few
specialized institutions. In addition, there has been no apparent effort 1 localize the
financial services sector and only in the insurance industry have dominant privately owned

indigenous instiautions been developed.

The current siruciure of the financial sector is in direct contrast 1o that of the pre-
1950 period. Up umil thar time, the financial system, represented largely by foreign

commercial baoks, served mainly 2s a store of savings and 2 source of short term



working capital for the agricultars] and mercamile community. Now there is a more
varied institutional network providing more opporunities for investment and for capital
accumulation outside of traditional sectors. Table 2 indicates this significant reduction
in the share of commercial bank credit going & traditional sectors like sgriculture over

the period 1966-1580,

The transition from a small underdeveloped system to its currenmt level of
sophistication has been chronicled in several existing stadies on institstional aspects of
financial sector developments in Barbados. Of these, Worrall and Prescod (1983} and
Haynes {1991} studies provide the most comprehensive review of trends in the secior,
The authors present a broad view of the financis! landscape by incorporating 2 discussion
on the contribution of the emerging non-bank gector, a subject which, despite the
ploneering work on pon-bank intermediaries in the Caribbean by Odle (1972, 1974), has

been generally ignored in writings on Barbados.

The other major surveys are provided by Wood (1992) and Howard (1989).
However, while they recogmze the growing importance of the non-bank sector, their
subsequent analyses are conducted in terms of the role of commercial banks in mobilizing
and sllocating resouress in the econemy. The value of Heoward's work lies in its
praguatic interpretation of the concept of social efficlency in Caribbean type economiss,

In particular, Howard’s argument that lending to traditional sectors can be considered as
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socially efficient represents an importars departore from the previously held view defined
by Thomas (1965) and MoClean (1975) in their writings on Guyana and Barbados

respectively in the pre-Central Bank era,

Part of the critigue of the Thomas-McClean thesis is that commercial bank
decisions were based on the Caribbean islands as profit centres. Howard (1981) and
Howard and Haynes {1992), who examine this view directly by looking at the operating
efficiency and profitability of commercial banks, found that foreign owned banks have
been able to maintain relativély high profits despite rising operating costs and the
regulatory influence of the Central Bank. These observations underscore the significant

¢osts to the economy of fipancial intermediation under imperfect capital markets,

The remainder of this section provides a review of selected developments in the

Barbadian financial secior.

Tables 3 and 4 show that comumercial banks still remain the dominant form of
financial instintions, a reflection of their historic role in the financial system and the
variety of services which they provide. At present there are seven banks operating a

forty-three branch network (see Table 53, While banks renain the main institutions for



deposit funds, nonbanks are playing an increasingly larger role in the system. In addition

tey deposit sources, governmert has tapped the Natioral Insuranee Scheme and various |

domestic and external joans o finance the activities of the Barbados Development Bank
(BDB) and the Barbados Morigage Finance Company(BMFC). The iow Cost resources

of the Central Bank have also been used o help finance the agriculural division of the

BNB.

Although Firancial instimtions were established in Barbados in 1830s institutional
diversification has onfy taken root in the last ten to fifieen years. The level of
devejopment of the sconomy and the distribution of wealth probably mitigated against
faster expansion in the 1850-1960 period but as the economy took off in the 1960s, the
financial systern became more varied. The commercial banks extended their branch
network while competition was heightened by the arrival of two American banks and the
introduction of consumer instalment credi.  New institutions providing morigage finance

and the government owned Barbados Development Bank alse came on stream but did not

make a significant impaet during the period,

Initially, the financial sector became more concentrated as increased accessibility
to commergial bank credit, particularly comsumer installment loans, diminished the role
of the Savings Bank. Ity deposit base shrunk by almost 15% and its share of deposis feil

from almost one third to less than 9% of overall deposizs by the end of the decade. Of
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nate is that the structure of deposits at hapks underwent significant change, with the share
of demand deposits declining from almost 50% to 25% (see Table 6). McClean {1975)

astributes this shift ic suecessful marketing by cormmercial banks for household savings.

During the 1970s commercial banks continued to domimate the intermediation
process, hut thers was an emerging role for the public and private non-bank institutions.
The trust companies, which are extensions of the commercial banks began accepiing
medium term deposits which were onlent for mortgages. This represented an lmportam
cantribution to the intermediation process by iroproving the opportunities for diversifying
the maturity structure of deposit holdings. The presence of the new National Insurance
Scheme with resources to invest enhanced the potential of medium-term deposit
mobilization. With the Barbados Mortgage Finance Company (BMFC) also making funds
available for low and middle income hotsing, consumer debt began to take on & different

profile to its early beginndngs.

The 19%0s was marked by the entrenchment of the nonbanks in the financlal
system. While there was no expansion in the range of institutions, non-banks mfzrf; than
doubled their share of deposits, reaching 25 % in 1992 in comparison 1o just over 12%
in 1980. Their coniribution to loan supply was even more significant, accounting for

43% of all loans compared to 25.7% in 1980 (Table 4).



Several factors account for this expansion in non-bank sctivity. First, the weakness
of the sugar industry finances raised demand for funds from the agricultural division of
the Barbados National Bank (BNB-AD) which assumed responsibility for financing the
industry, thus relieving comumercial banks of the role they had performed in beter times.

While the BNB-AD raised its own funds, especially from other government institutiens,
it retied heavily for additional financing from the Central Bank's discount scheme and is
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 portfoliv., Later it cxperienced high levels of delinguency as output in the
manufacturing sector contracted. Thirdly, Central Bank regulations on the banking sector
encouraged the growth of nos-bank instications providing consumer oriemed lending.
While finance companies were unable to significantly penetrate the market, in part
because of the failure of one such institution, credit unions expanded rapidly in number,
membership and assets. Their growth was faciiitated by tax incentives which encouraged
membership. In addition, with government allowing 100% interest deductibility, home
aownership became more affordable and mortgage lending institutions, inchuding insurance

companies, substantaily increased their lending,

Goldsmith Hypothesis

Ore of the major findings of Geldsmith (1969} in kis comprehensive study on the

thegry of finuncial structure was that econormie development is associated with a declining
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ghare of banks and an jncreasing shars of non-banking financial institutions in relation to
both the assets of all financial institutions as well as wotal financial assets. In Barbados,
the share of commercial banks in the total assets of the financial system declined steadily
from 75% for the period [969-1972 to 49% during the 1580s (Table 7). At the same
time, the share of norebanking financial instinsions increased from 9.9% in the period
1965-1968 1o its highest level of 36% between 1985 and 1990, The share of insurance
companies in the total assets of the Snancial system showed a decline during the carly
19705 but rose steadily since 1976, reaching a level of 10,4 % for the period 1985 - 1990

{Table 7}.

The results are not aliogether surprising since commercial banks, being the first
most important branch of financial Intermediation, wouid necessarily decling in relative
importance as other intermediaries come into existence. Part of the commercial banks'
decling is atrributable 1o non-market forces, in purticular, the growth of government

intermediation.

The relative decline of commercial banks may have certzin economiic conse-
quences. Firstly, monetary policy might be less effective because the medium through
whiich it works, the commercial banking system, js decreasing relative to national income.
For example, the fact that financial regulations do not extend to the operations of credit

unnions in Barbados has allowed their members to escape the hire purchase and credit



restrictions formerly imposed by the Central Bank particularly for the purchase of major
consumer durables, with possible deleterious economic consequences. This simation,
along with the desire to provide a level playing field for all financial instituions and avoid
financial bankruptoies as happened in case of the finance company ‘Trade Confirmers’,
prompted the Central Bank to consider including credit unions with other financial
institutions under a new Financial Institutions Act {see Cherebin (1993)). Secondly, there
may be # loss of flexibility in the financial systemn; thar is, diminution of the ability of
the systern to channel available credit rapidly from one sector of the economy 1o another

inn response o changing credit needs.

To iHustrate this polnt consider the following credit model wken from Wood
{1992). L=t D be the amount of money economic agents wish to hold as deposits, of
which a fraction (b) is held with commercial banks and a fraction {1-b} is held with non-
banking financial instiutions, We agsume that the non-banking financial institutions keep
reserves with commercial banks (fo fill liquidity needs): If some fraction r, of the
non-bank deposis are kept with the commercial banks, then {1-ry (1-b} D is the amount
of deposits the non-banking institutions have for on-lending. Thus commercial banks

hold: bD + 1y (1-B)D deposits.

Now, assume, as in the case of Barbados, that there is a reserve requirement for

banks, but none for non-banking institutions, If r, is the required reserve ratio, then
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nlbD -+ 1, {1 « b) D] is the amount of reserves held with the Central Bank and
commercial banks have (1 - ;) [bD) + 1, (1 - b) D] for on-lending. Thus, the total
amount for on-lending (of banks and non-banks) is (1 - ry) [bD + r{l - By D] + (1 -13)
{1 -b) D = mD where m is the credit multiplier, Mapipulation of this last equation

yields the following expression for the credit multiplier

M

. 1
I (0] %)

If b = 1, that Is, thére are no deposiis held with the nen-basking financial
institations, then the credit multiplier reduces to the reciprocal of the required reserve
ratio, 1/r,. However, If b<1, the identified case of deposits heid with non-banking
institutions, then the muitiplier fncresses. The results from the credit multiplier model
indicate that if the nomr-bank financial institutions are not required 1o hold reserve with
the Central Bank, then their reserves have a greatér fmpact on the overall credit
expansion process, with the consequential effect of thwarting monetary controls which are

usually directed at the banking system.

The refative decline in the size of commercial banks in Barbados does not
necessarily mean that they have declined in economic importance, Crude indicators of

their economic importance are the ratio of their assets © national income and the ratio



of loans and advances to national income. The resulis presented i Table 7 indicate that
commercial hanks reached the highest level of economic importance during the period
1969 10 1972, a period of intense compesition in the banking Industry. The resulis alse
indiﬁaté a steady increase in econpmic importarce of non-banking institetions: the ratic
of non-banks” assets to gross domestic product increased from 24.9% for the peried 1973-
76 w0 30.3% during the finzi pericd of analysis. Further, the ratio of the assets of

insurdance companies o national jncome Increased during the last decade, reaching & level

of 14.5% for the pericd 1985-1990,
i} Role of Government

Although the financial sector is predominantly privately owned, Government has
played an important role in financial sector developments. In the first instance,
government institations bave been strategically established to enhasce the role of supply
oriemed finance, Of these the most successful emerprise appears to have been the
Insurance Corporation of Barbados, & genera! insurance company which has, despite

increased competition, carved out 3 significant market share and remained profitable,

In contrast. govermment lending institutions have been less sucesssful. The BDB
was established 10 meet demand in areas and to persons who it was felt traditional banks

would not lend, The rationale for this type of credit rationing is that such individuals lack
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adequate coliateral or that they are unsble fo evaluate the viability of son-traditional
projects {see Zephirin (1990) and Wood (1993a) for a detafled discussion). However,
many of the projects financed by the BDB have been undercapitalized and unable o
withstand the shocks of the 1980s. The experience underscores the view that successful
entrepreneurial development in non-traditional areas requires nmuch more input than pure
financial resources. Instinutions like development banks can play a critical role but the
chances of sustained growth depend critically on how they manage the high level of risk
which they face. The manitoring role identified in our earlier discussion is panicularly
important where risks are high and porifolios are not adequately diversified. Moreover,
as Wood (1993a) states “lmproved informarionat chanmels and staff waining and acquiring
the services of project appraisal and inveswment specialists are essential if Barbadian banks

are 1o improve the terms of their loans and increase the volume of firm leans”.

The other major intervention of government was in its establishment of the
Barbados Nationai Bank (BNR) with irs commercial, trast, and agricuitural divisions. The
BMFC is also a subsidiary of the BNB. The comanercial division has played a significant
role in financing govermment enterprises arkl in providing working capital for small
manufacturing companies. While Coppin and Codrington (1988) suggests that the BNB’s
loans to these entities represent an important contribution to the development process,

there is concern zbout the efficiency of the intermediary process when resources are



diverted to enterprises which contribute little © output or whose inefficiency places &

contingent liability on the public purse.

Government’s other miajor contribution to the financial sysiem has been due to irs
supply of government paper 4s an alternative financial asset for the private sector. With
three month treasury bills only coming on stream in the esrly 1960s and with limited
issues of longer term debentures, there was few alternative investment opporiusities prior
w 1970. However, the ¢siablishment of the Central Bank in the 19705 saw a rise in these

securities amd, in fact, enabled the goverament to extract Tesources from the banking

system and thus incur large fisca! deficits.

While the availability of non-deposh financial instrurments is often associated with
vibrant money and bond markets in more advanced economies, the market i Barbados
remains relatively thin, A number of factors are responsible for this, First, while
treasury bill rates are determined by avciion | the mandatory requirement that commercial
banks often maintain a large segment of treasury bills in their portfolio has often served
10 depress the tate. Secondly, longer term debentures may be seen as an alternative 1o
morigages by some instiukions but they do oot appear to rank high in institutional

porifolios. Additionally, until recertly there were no opportunities to trade government

paper which, apart from the shorter treasury bills were of maturitics exceeding ten years.
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The introduction of three to five year treasury notes has helped diversify the menu but

wading remains limited.

From their modest beginnings of approximately 10% of GDP in 1960, claims
issued by government now account for 32% of GDP (Table 8). As indicated, a significant
pottion of these claims are held by commercial banks as part of their mandatory holdings,
thus diveriing funds thar might have previously been onlent to the privaie sector.
However, the high levels of excess liquidity which has been common in the banking
system suggests that this constraint has not always besn binding. The National Insurance
Scheme (NIS} with its large accumsmlated surplus bes also been a major purchaser of

EOVErnment paper.

Government has also set up the Securities Exchange of Barbados aimed to improve
the efficiency in the trading of securities in order to stimulate growth of new ventures and
to reduce reliance by the private sector on the banking system for long-term fimance
{fohnson (1991)). However, a8 Wood (19943} notes the performance of the stock
exchange established in 1987 has been lackluster. Trading activity has been low (Table
9, as indicated by the ratio of turnover o market capitalisation of iess dhari 4%, and
there has been little mobilisation of long-term capital (Table ). Reasons for this slow

growth include the unwillingness 1o dilute family or ‘closed circle” ownership and control

of business, desire 1o minimise the public availsbility of information about company



operations and performances, taxation bas in favour of debt finance, ready availability
of relatively cheap commercial bank finance and the ability of some esmblished firms to

attract deposits from customers.

iiiy Monetary and Regulatory Controt

The Central Bank stands at the apex of the financial system, directing monetary
policy and regulating financial institutions. However, this was not zlways the case as the
colonial moretary arrangements which existed before 1972 assigned no regulatory role

@ the monetary authority.

The Royai Charter which set up the first formal financial institution in 1837 vested
the Coionial Bank with the authority o issue its own noes. Inerestingly, the Barbados
govermment did not issue its own currercy undl 1937 and then for a shost period only,
a5 the British Caribbean Currency Board (BCCR) was set up In 1951 10 ake over the
currency issuing functions in the Eastern Caribbean. The BCCB and its successor the East
Caribbean Currency Authority tmve been criticized by Thomas (1965} and MeClean

(1975) for their inflexible arrangements and the dombmnt role of foreign commercial

banks®.
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Thus the establishment of the Cenwral Bank of Barbados {1972) and the issue of a
local curreney in 1973 represented principal financial developments during this period.
Following on similar decisions in the post independence era by Jamaica, Trinidad &
Tobago and Guyana, these inngvations represented an attempt to facilitate grearer

autonomy over the damestic financial system.

The Bank is charged with devising a policy framework to keep the economy on
track, and the role of the Central Bank was felt immediately as its establishment coincided
with Heuidity problems in the banking system, rising inflation and a weakening external
position {see Haynes amd Holder (1989) and Campbell (1993)). The Bank introduced
reserve and securities requirements on banks to cut the supply of loans 1o the privaie
sector and finance the growing size of fiscal deficits, manipulated interest rates and with
the aid of selective credit controls atempted o regulate the flow of credit (o consumption
oriented sectors. In addition, the scope of exchange controls was extended to cover the ‘
sterling srea and banks were mandated to seek Central Bank permission before borrowing

to onlerdd in the domesti¢ economy.

By the end of the 1970s, the Centrsl Bank was diverting 25% of bank deposits
awsy from lending 1o the private sector {Table 108, In addition, the Bank manipulated
interest rates to curb domestic demand, support the balance of payments and reduce the

opportunities for collusion by foreign banks. In real terms, interest rates were negative



during high inflation periods but a high interest rate sirategy was nuled out on the growds
that it would destroy the productive sectors without mobilizing additional resources as

suggested by the theoretical literatrs.

The interest raies issue (to be discussed in detajl in the next section) has been
reviewed by a number of researchers including Howard (1976), Zephirin {1983; 1984,
19905, Worrell and Prescod (1983), Haynes and Holder {1989), Craigwell (1990),
Craigwell and Wood { 1994), Ferreirs {1992} and Campbell (1993}, The consensus
among these authors was that the regelation of huerest rates did not impair the
mobilization of savings nor the performance of the econery. Instead the view was held
that high interest rates are inflasionary (Downes (1985) and contribute nothing to
stabilization, However, there is emerging sentiment that wide differentials between
foreipn and domestic interest rates de constrain deposit mobilisation and contribuie 0 2
weakening of the balance of payments (see, for example, Haynes and Worrell 1989)).
However, inadequate attention has been paid to the destabilizing effect of exchange rue

specuiation on deposit growth.

Although the pew Financial Intermediaries Regulatory Act (FIR Act) gives the
Ceniral Baok increased regulatory and supervisory powers over commercial banks and
allows for vegulation and licensing of tust and finance companies, merchant banks and

deposit taking commercial houses, the regulatory framework in general has not kept pace

158

with developments in the financial sector. In this context, the decision of the Bapk not o
set reserve reguirernents for non-banks represents a glaring exmmple. This places undue
burden on banks at a time when non-banks are assuming a greater role in the economy.
In addition, some institutions may be registered under the Companies Act without regard
to their capacity to serve as financial instimtions., The credit union movement remains
outside the regulatory control of the Bank even though it has greater potential than other
regulated instiitions 10 undermine the Bank's objectives. Supervision of credit unions
and insurance companies are restricted to the submission and review of periodic returns.
BDR is not supervised by any agency except so far g5 its audited geoounts are submited
to Parlizment. For the most of this review period, the Rate of Interest Act remains on the
stantte book for some institutions even though adherence to it would severely constrain
competitive forces in the financial sector. A review of the FIR - Act is given in Cherebin
(1993). Early attention on the state of prudential and supervisory aspects of the

regulatory regime can be found in Johnson and Springer (1978) and Williams (1589,

1991).

This section examines the mobilization and allocation of resources and provides

a review of the empirical evidence on the relationship between financial development and



real growth. The evidence on the all important hypothesis of financial repression is also
quantitatively examined.

obilizatio Resource Allocation

The Barbadizn financial system has traditionally been an effective mobilizer of
resomrces, By 1950 the financial system was already atfracting almost 61% of GDP in
deposits (Table 3). This level of mobilization despite the traditional nature of the economy
and the absence of a wide ranga of formal deposit sking institutions reflected an already
impressive kevel of monetizadon in the agriculture based economy and a strong savings
ethic, The iow interest rates (Table 10} and the high portion of demand deposits in total
savings (see Table 6) suggest deposits were used to facilitate transactions demand and as
a store of value during this period. The Savings Bank could only pay 3% on deposits
while commercial Banks also faced restrictions on the size of deposits on which interese

could be paid, necessitating adiustments over the years to reflect the growth of savings.

Interestingly, the datz suggests a very low level of currency holdings by the
Barbadian public which, if true, would run eounter to conventional thinking on the nawre
of financial savings during the primitive stages of economic development. However, it
must be recalled that the common use of currencies betwesn the islands alinost certainly

meant that the circulation was severely understated.
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By the end of the decade (1950) the savings process had wezkened, falling o just
over 30% of GDP, Despite the decentralization of its operations by Barclays and the
entry of the Bank of Nova Scotia in the second half of the decade, the ravages of
Hurricane Janet and econemic comtraction in 1958 seemed 1o have stalled the institutional
savings process. Commercial banks continted to account for about two-thirds of deposits

during this period while the Savings Bank took up almost all of the remainder,

While deposit growih slowed after 1955, there was a marked shift in the extent of
bank lending. In 1950, of the deposits mobilized within the domestic economy, only about
40% were loaned out domestically (see Table 4). Instead cormmercial banks and the
Savings Bank invested their balances abroad. However, commercial banks’ loan activity
increased substantially in the second half of the 1950s when they were over 70% loaned
up. Afier 1957 the Barbados Savings Bank also raised the local investments portion of its
portfolie, reaching almost 30% in 1959 when government issued debentures to help

finanee its capital program.

In the 1960s deposits grew by 12.6% per annum and, perhaps even more critically,
banks were by 1969 lending cut 80% of their deposits. The booming fourism industry
absorbed a significant share of the nevw lending but equally important was the introduction
of consumer instalimest lending. This helped spur private censumption, deepen the

intermediation process and quicken the pace of economic astivity. In the 1970s,



economic activity strengthened but the rise in inflation rates may have had a negative
impact on financial intermediation. In real terms, there was a decline in deposits, which
fell to about 56 % of GDP. In the inflationary environment, the currency-deposit ratio was
in double digits for the entire period. In addition, the process of extending the branch
network slowed and one bank had closed five of its branches by the end of the decade.
One of the American banks also ceased operations but given that the other three American
banks followed in the 1980s, this may simply reflect the difficulty faced by new banks

in penetrating the market.

The high inflation rates continued to have some impact on deposit mobilization
during the early 1970s. At the same time, loan demand accelerated to the extent that
banks had to borrow to finance consumption. Loan-deposit ratios exceeded 100%,
necessitating strong action by the Central Bank in its formative stages. The decline in
deposit mobilization may also have been affected by exchange rate uncertainty, but as
these fears dwindled and as inflation tapered off, deposit GDP ratio began 1o rise again.
After the slowdown in lending in the mid-1970s the loans extended by the financial
system as a share of deposits rose but this is partly attributable to the increasing share of

non-banks including those which lend without raising their own deposits.
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An important aspect of the financial sector developments is the shifting role of
commercial bank lending. In 1970 the traded sectors and construction accounted for
36.6% of commercial bank lending, principally due to a 13% share going to tourism and
6.7% to agriculture (Table 2). However, the importance of the BNB-AD as financial
institution of the sugar industry and the retirement of commercial bank debt by foreign
based hotels have significantly reduced the share of commercial bank resources going to
the sectors. The consumption oriented personal and distributive sectors which accounted
for almost 45% of commercial bank credit in 1972 now absorb 39% but the growth of
non-banks providing resources which banks used to provide and the fungibility of
financial resources are largely responsible for these shifts in their shares. The growth of
mortgages at non-bank instimitions has rapidly increased the share of consumer debt in

the overall loan portfolio of commercial banks.

if) Relationship Between Economic Growth and Financial Development
in Barbados

Does the causal relationship run from financial development to growth, the reverse,
or both? If financial development causes growth some justification for the policy of
establishing and promoting financial institutions in Barbados is necessary. Wood (1993b)
using Hsaio(1979, 1981) version of Granger (1969) causality technique that the future
cannot cause the past presents evidence on this causal relationship. He found evidence

of a bi-directional causal relationship over the period 1946 - 1990. Wood’s tests also



indicate 2 uni-directional causal flow from economic growth 1o fimancial development
during the carly stages of development (1946 - 19683, The absence of a supply-leading
relation in this early period, suggests that the fimancial sector was not a statistically
significant link in the saving-investrnent process. This observation corroborates the claim
of regional commenmtors (for example, Thomas {1965} and McClean (1975)) that the
structure and operation of financial entities in Barbados (and the wider Caribbean) did not

promote ecopomic growth during the colonial period.

The resnits for the second subsample indicate 2 supply-leading relation as well a3
a reverse causal relationship from economic growth 1o financial development. The later
suggests the importance of economic growth in stimulging the developmen: of the
Barbadian financial sector while the former indicates that the Barbadian financial sector
constituted a leading sector in the transformation process, and confirms the recent finding
of Codrington and Coppin {1989), attained through a casual inspection of the evidence,

" that "there were clear cases where the expansion of the financial sector served 1o Improve

the rate of economic growth".

Wood's (1993b) results thus provide no support for the hypothesis established by
Patrick (1966) that the direction of causality between financial development and economic
growth changes over the course of development. Recall, Patrick (1966) argues that

financial development is able to induce real innovation-type investment before sustained
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modern scopomic growth gets underway and "as modern economic growth occurs, the
supply-leading impews gradually becomes less imporiant and the demand-following

financlal response become dominant”,

In Wood's paper the importance of the organised money market is measured by
the ratio of assers éf_ all financial institutions to GDP (that 15, broad money to GDP) as
in Goldsmih {19693, A rise in this ratio (FIR) is an indication that the size of the
financial sector has grown more rapidly than the real economy. The movements in the
FIR over time are rather slow because the average usually amoumis io a negligible
percentage of the total valus per year. In other words, FIR iz a stock measure as it is the
aceamulation of assets over the years, In the short-run a much more sensitive measare
is provided by the ratio of the change in the assets of financial institutions to GDP. This
ratio can be taken to be equal to the new fssue ratio (NIR) of financial instimtions. It has
been argued that this ratio is closely related to the extent to which economic activities and
economic growth are financed internally and from external sources. The reasoning here
is that as more business enterprises, governments and households are able to finance their
capital expenditures out of their internal savings, the smaller will be the volume of new
issues and hence the smaller the NIR, ceteris paribus. The degree of seif-financing in
turn is closely related to a country’s economic and financial structure, especially the

degree of separation of saving and invesument which is measured by the difference



between the savings of individual economic units and their capital expenditure {Zoldsmith

(1969)).

‘The NIR is also used as a measure of the imporance of financial institutions within
ihe fimancial superstructure.  Apart from financial institations, other sectors sach as
government and private instinions also issue financial instruments. The higher the
volume of new issues of financial instruments by institutions in relation 1o the issues by

other sectors, the greater the relative importance of financial nstinations in the financial

process,

The results of the ratios computed (FIR and NIR) for the period 1946-1990 is
summarized i Table 11. The FIR ratic has grown steadily over the period covered by
the study.®  The srady thus confirmed that as the country grew, its financial sector has
not been left behind, The trend in NIR has not been so predictable as to warrant any
definite conclusion, However, the ratios are quite similar o those of other countries,'”
Undertaken the caosatity tests with NIR as the measure of the organised money markets

revenied similar results 1o those when FIR was the proxy for financizl development.
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Financial Repression

The result that financial development causes growth suggest the need to understand
what determines {inancial growth. Foremost is the question of whether real positve
deposit rates increase fingncial savings znd consequently the geality and quamity of
investment and growth. Dornbusch and Reynoso (1989}, Taylor {1983}, van Witnbergen
{1983}, Craigwell (1993}, and Zephirin (1590) have challenged the basic rationale of the
hypothesis while empirical tests conducted by Agarwala (1883}, Lim (1987), (Khatkhalte
{1988} and Oonzalez-Arrieta (1988) have faiied to level support to it. However, Lanyi
and Saracogiu {1983, a,b), Fry (1988) and Gaibis (1989) provide evidence that gives

credence to the hypothesis.

In Barbados, characteristics of a financially repressed economy are present, that
is, control of interest rates, selective credit conmtrols, direcied lending, high reserve
requirements, and so on. However, In the last decade or so, {he Barbados Goverament
has beer: pursuing z financial lberalisation strategy, As Weod (1994b) points out the
main reason for this change in policy stnce is the Dbelief, based on the notion that
interventionist financizl policies are detrimental % economic prosperity, that Gberalisation
would promote growth and stability, by stimulating savings and improving overall
sconomic efficiency.

This begs the question "Will financial liberalisation work in

Barbados?* One of the important assumptions of the theory is that real intérest rates have



2 major imipact on the level of savings. Recent empirical work on the determinamts of
real private savings in Barbados [Craigwell and Wood (1994)] indicates that, contrary to
the basic tenants of financial liberatisation, real interest rates have a negative (and
statistically insignificant) impact on savings in both the long run and the short run. In
addition, Craigwell (1990}, Wood (1990}, Modeste (1993) and Perreira (1993) found that
real interest rates do not play an imporiani role in determining financial savings in
Barbados. These findings corroborate the earlier works of Worrell and Prescod {1933)

Zephirim (1983, 1984}, and Howard {1976}

Financial iberalisation theorists also contend that investment is positively related
to the rate of interest. Their argument js premised on the hypothesis that higher interest
rates attract higher levels of savinge, and because profitable investment opportunides
abound in less deveioped countrics and financial instiutions {especially banks) are in an
informational advantageous position, the increase in savings will necessarily stimutate
higher levels of investment aciivity (despite the fact that some low-yielding invesument
projects will be choked off). Boamah and Holder (1993) recent study found 3 negative
znd insignificant relationship between private investment and the real user cost of capital.

See also Wood (1992) and Worrell (1993) who confirmed this latter result.
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This paper examined the development of the financial sector in Barbados. It was
found that this sector has undergone significant changss since 1944 seen trough the
increased accessibility of the populace to new financial instimtions and the improved
mobilisation and aliocation of resources. The financial sector in gemeral hzs grown in
line with gross domestic product and has borme little or no relationship to the high real
positive inferest rate policy of McKinnon (1973) and Shaw (1973). However, the
dominance of commereial banks has receded with the advance of new imstruments and
pon-bank institwtions, the growth prompted by favourable government-regulatory and
supervisory policies. We also found that by intersational standards, the stock and bond
markets zre still in the embryonic stage of development and suggests that more needs 10

be done to offer 2 more varied range of investment opportanities.
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Ecopomic and Menetarv Indicators

| 1950 | 1960 [ 1970 | 1980 | 1990
Population (*000) 209.0 234.0 239.0 249.0 258.0
Per Capital GDP 154.0 299.0 669.0 2,979.0 5,746.0
(Us$)
External Debt/GDP! - 10.9 83 14.9 31.5
(%)
Money/GDP (%)? 209 204 209 17.2 20.3
Sources:  Barbados Statistical Service Abstract of Statistics 1969
Central Bank of Barbados Annual Statistical Digest 1993
World Bank World Tables 1991 edition
Notes: ! Data excludes unguaranteed private sector debt. In 1990 this debt

was_approximately 5% of GDP. ‘
* Money is narrow money, that is, currency plus demand deposits



Table 3
Expansion of Financial Institntions
I 1966- | 1971~ | 1976- | 1981~ | 1986~
1950 1960 197 1980 | 1950 i 1970 | 1975 | 1980 | 1985 | 1590
smmercial Banks 4 4 6 7 7 Agriculture 1.3 5.3 3.9 44 256
: Manufacturing 8.0 8.8 12.0 154 128
1k Branches 4 6 26 43 43 Distribution 210 - 200 161 1406 172
Tourism & Catering 1.7 11,7 27 151 9.8
yn-Banks 3 3 9 11 12 Public Thilities 8.9 4.6 5.8 6.8 4.9
Construction 1.6 119 92 4.5 3.8 ¢
Government & Statustory 24 4.3 3.6 1.8 21
his Table, non-banks de not include insursnce companies. Bodies i
Personal 156 225 263 20010 243 |
ree: Research Department, Central Bank of Barbados Qther 129 107 w04 179 223 ;
|

Source: The Central Bank of Barbados, Anmual Statistical Digest

Note: The "Other" sector ipcludes Mining and Quarrying, Transporation, Financial
Institutions, Professional and Ouher Services, and Fisheries,
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Table 4

Monetary Lizhilities in Barbados
BDSE Milion

Friendly .
Bovietles! Hanks'
Commercial | Credit Savings | Twast Com- { Finance SIAB/ - Deposit | Currency/
banks Unions? Bank parties* Companies' | BNB-AD | Deposits | Curreney | is/GDP | Share Dreposits
1350 2.5 0.2 0.4 . - - XN L3 0.6 558 1.8
1953 6 8.2 14.7 - - - 53.5 4.6 66.9 66.4 1.8
1560 410 a1 19.5 - - - 40.6 5.3 Rl 2] 2.2 8.4
1945 715 0.4 i7.6 - - - 89.5 2.1 41.8 725 92
19 130.4 0.6 17.8 28 - - 198.8 21.5 62.8 0.8 i0.8
1978 359.8 i4 257 1%.3 - - 406.8 KL X 554 Hns 10.6
1980 7381 i - 8.2 i2.6 iLl1 340.9 105.6 56.7 87.8 12,4
1985 1,090.1 30 . 148.2 8 9.1 £,332.2 123.5 £0.8 818 9.3
1950 1,738.6 JEER] - 323 40.6 "7 2,348.2 192.8 8.8 - 1.2 8.2
I An insignificant level of doubie couniing is captured i the data,
2. Exctude foreign currency deposits after 1975 before 1975 such bulances are iosignificant.
3 in the 19503 and [960s frizndly societies were the doeminam informad deposit institutions; their deposity were subject to seasonlity.
4, Sralt fevels of deposits held on demand by these instintions are excluded.
Soures: Suatisticad Service, Abstract of Statlstisy
Central Bank of Barbades, Anndal Statistical Digest
s
3
Table §
Fingpejal Inctifution Lending
BDSE Million
Barbutes
Commereial | Developrient SiAB/S Trust Com- Finance Eredit Tetal Loans/
banks Bank BNB-AD panies BMEC Companies | Unioss Loans Deposits
1950 126 - 0.1 - - - 12.7 38.4
1955 .6 - 0.4 - - - - 174 318
1966 w7 - 0.7 - . - - 404 407
1955 594 - TR - - - - 595.8 46.8
Hee 700 0.8 1.2 - 1.5 - @3 173.8 874
1975 293.7 4.1 3.5 133 14.8 - Lo LG 815
1930 5361 212 40.7 713 333 12.0 4.1 720.9 85.7
1985 503,% 913 194 123.5 55.5 0.5 3.0 1,250.3 0.8
14990 1,145.5 9.6 180.7 3301 9.1 8.1 142.0 20110 £5.9
B After 1578 foans to financial instisutions exeluded 10 avaid devhie counting of flows,

Soper: Suatistieal Service, Abstract of Staristies
Contral Bank of Barbados, Annual Statistieal Digest
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Table 7
Assets o El iations
M
Lacal
Barbados Assels
Monetsry | Commercdal | Savings | Trust Finance 5iaB/ Insurance
Authorities | Banks Bask Companies | Companiss | BMFC | BOB BMB-AD {1 Companies | NI§ Total
PG 15 3 218
1950 1.3 4.4 257
1953 4.6 40.3 14.2 59.1
1960 5.3 1.2 19.3 6.4
1953 12.2 &1 19.4 ) [y A
1970 34 240.9 3.9 1% L3 2.8 0.2 214G
1975 1210 450.% 36.3 23 - 14.7 3.8 6.4 50.7 144 7898
1980 55 883.8 8.2 14.7 336 434 4.4} 1481 1818 16737
1985 4385 1,410.2 167.2 341 57.3 b4 126.5 3008 325 3.064.0
E400 5381 13,1804 38%4 380 9.0 HiI%E 137.3 5148 5132 4 5723

Source: Abstract of Statistics, Bashados Statistical Service

Anauad Statbstical Digest, Central Burk of Barbados




Boads Quistanding
Treasury Dehantures! Savings Gov't
Bilts Treasury Notes Boswls Guaranieed | Tota Clabms Claims/GDP
1960 n.a. 12,1 - - i 10.4
1255 1.5 16.0 - - 17.5 13.3
1970 6.8 9.0 - . 35.0 e
1975 56.% 82.4 . - 1343 159
1980 842 130.6 - 159 e ny
1985 405.0 154.7 6.9 67.9 634.5 28.5
195¢ 506.2 | 3412 46 ! 913 983.3 2.0
| ‘

Source: Cemral Bank of Barbados, Anmeal Staristicu Digest
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Table.?
STOCK MARKET ACTEVITY
Tronsactions Details: June 1987 - Decemtbher 1992
Volume ({00
Perigit Number of COrdinary Preference | Value of Al Clasing
Tramssctions Shares Shares Transastions Lrdex
(BOSEOO
Jun.-Dee. 1987 453 i85 3 3,564 1,000.00
Tan.-Deg, 1888 385 1465 4 4,167 N
Tan. -Dee, 1929 441 2,181 g &,42% - L,268.75
Jan.-Drec. 3950 416 3,728 47 10,143 1,205,583
Jan.-Dee. 1981 634 7193 [ 18,272 1.318.25
lm-Bec. 1992 247 £.885 13 4,799 1.099.13
Somree: Securities Exchange of Barbados

MN.A.

Mag avaiiabie




Table 10

Tabte 11
Interest Rages: Inflation and Reserve Ratios
oS FR WIR |

1548 1970 F 4 £98() 1553 1990

Cash Reserve - - 8.0 38 8.8 8.0
Gavernmen: Securities . - 9.0 170 19.0 7o 1947 e4? o7
Ssvings Deposit Rate 150 4.5 7.0 50 4.0 55 1950 .47 0.8
Bark Rate . - 7.3 7.6 13.0 13.5 1955 0.0 -B.68

Treasury BHI Rate f.2. KR} 4.0 8.2 4.6 8.1 940

Inflation nz. 7.8 203 14.4 3.5 1.1 E 0.63 25
13485 o o.67
Sourea: Central Bank of Barbados, Annual Starissicnl Digest 1970 £.37 0.08
s 1,52 0.10
iz {12 -1l
{953 1,40 .04
1590 1.57 a3

Seutce:  Barbades Swousses! Service, Abstract or Swtisics

Barbados Cestral Bank, Stwristical Bigest
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