
FIlI/ANCIAL INTERMEDIATION AND ECONQMIC DEVELOPMENT 
IN BARBADOS: 1946-1990 

INTRODUCTION 

Recognition of the potential of financial intermediation in advanced economies nas 

enabled new financial institutions to emerge and stimulate growtn of the fmancial sector 

in excess of that in the real economy, However~ in many lesser developed countries the 

sluggishness of the real e~onomy has been paraHeled by weak financial systems. Where 

fonnal financial sectors are nor entrenched it is often the case that high inflation rates, 

government controls on the intennediation process and poor supervision of institutions 

have accounted for the low level of financial assets in the economy. 

This paper examines {he 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 accessibility to financial institutions 

and improved mobilization and allocation of resources. The size of the financial sector 

has expanded in relation to the real economy. while the dominance of commercial hanks 

has receded with the emergence of new instruments and institutions. However, despite 

these gains in the int~rmediation process, the financial system remains unsophisticated by 

international standards. In particular. the stock and bond markets are still in the 

embryonic stage of development and offer only a limited range of invesunent 
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The paper is divided into four sections. with Section I examining issues in the 

theoretical literarure on the relationship between financial structure and economic 

development. Section II reviews the institutional development of the Barbadian financial 

sector while Section ill provides empirical evidence on the imerrelationship between real 

and financial 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 development in Barbados. Concluding remarks are in the fmal section. 

II~I,'INANCIAL STRUCTURE AND ECONOMIC DEVELOPMENT 

In his pioneering study Goldsmith (1969) identifies the financial strucrure and 

development as important influences on economic growth. However. Goldsmirh~s thesis 

has not been universally accepted, with some economists contending that the development 

of financial institutions is neither necessary nor sufficient for growth in developing 

economies. This negative view is associated with tbe studies of Gurley (1967a,b) who 

states his skepticism about the prominence attached to financial development as distinct 

from the otber institutional choices a country makes to advance growth. In particular. 

Gurley argues that some countries have realized growtb in the past through other m~thods 

including foreign savings. central ~lanning and fiscal measures. However, while tbese 

alternative techniques may prove feasible in a country's comprehensive aggregate 

planning approach, Gurley (1967.) accepts that the development of financial institutions 

flourishes when there is a decentralization of decision-making. specialization of savings 
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and investment, and heavy emphasis on external rather tban internal fmancing of 

investment. 

The negative view of the contribution of financial institutions and marketS may also 

be discussed in the context of Ushort-tennism". Tbat is, arguments which link the 

fmancial enviromnent, or the struCnlre of corporate finance to problems of long-term 

strategies comprise the following proportions: In market-based financial systems like the 

U.K. and U.S.A.: (1) managers must maximize 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 managers); (2) the market puts too much weight on 

short~term profits and consisteruly undervalues investment with a longer-time horizon. 

The examples commonly cited are research and development spending and training, 

whicb, it is claimed. the market regards as reducing current profits; (3) therefore the 

need to focus on market vaiue inhibits managers; ability to manage, and forces the 

manager into tbe pursuit of shorHerm profit gains at the expense of tbe longer-term. On 

the other hand, these concerns are contrasted with a model of Japan and. with 

modifications, of Gennany) where it is observed that: (i) firms are highly leveraged and 

are particularly dependent on bank lendingj (ii) shareholders have relatively little power 

and hostile takeovers do not occur; and (iii) managers can therefore ignore stock market 

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



fmancial performance See Corbett (i987), Cosh et aJ (1990) and Miles (1992) for 

details. 

The more positive view - often described as the development hypothesis or neo­

liberal view - of the role of the fmancial sector is traditionally associated with 

Schumpeter's (1949) analysis 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 institutions include Gerscheokron (1%2), Patrick (1966), 

Cameron (1972), McKinnon (1973), and (1973) and Diamond (1991) to name a few, 

However. the relative importance of the impact attributed TO banks and other financial 

institutions differ among these authors. 

The controversy over the role of financial institutions in economic development is 

thoroughly discussed in Patrick who delineates the view points as demand following and 

supply leading finance. When financial institutions afe created before the demand for 

their assets and liabilities is evident, then the financial sector can be classified as taking 

the 'supply leading' financial development approachl. The properties of supply-leading 

finance are in many ways the exact opposite of those of passive, demand-following 

fmancial development. In addition to the few historical instances in which ftnancial 

institutions have contributed to industrial expansion and economic development, there are 

theoretical justiflCations for supply leading finance. The positive growth inducing 
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aspects of supply-leading financial development are attributed to its allocative efficiency 

and its encouragement of enterprise. Supply-leading finance transfers resources from the 

traditional low growth sectors to the modern sectors of an economy with higber 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 transfer depends on the assumption that there is a class of entrepreneurs ready 

to invest in new production techniques, more efficient than the traditional methods of 

production replaced. Where the entrepreneurship response is not developed, financial 

institutions can stimulate it. 

Supply-leading fmance - however, may playa more direct role in the development 

of the entrepreneurial impulse by extending nonfinancial services to economic units. In 

some instances banks have directly participated in the promotion and corumi 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 managers were said to have 

participated in the major financial decisions as well as daily operations of industry (see 

Tilly (1986, 1989)), See also Sheard (1989). Aoki (1990) and Hoshi et al (1990) for a 

discussion of this aspect in the case of Japan, 



Goldsmith (1969) and King and Levine (1992) have demonstrated this rel~tionship 

using statistical methods but [eft the causality controversy unresolved. AtJe and Jovanovic 

(1993) studied me correlation between growth and the trading volume of the stOck market 

scaled by GDP and found a large effect on srock 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 wirh rea) per caplta GDP growth, the rate 

of physical capital accumulation. and improvements in the efficiency with physical 

capital. They concluded that the data are consistent with [he view that finandal 

development can promote economic growth financial services stimulate economic growth 

by increasing the rate of capital accumulation and by improving the efficiency with which 

economies used that capital. Gupta (1984) and lung (1986) in substantial but less 

exhaustive studies, used statistical techniques to investigate the direction of causality and 

found generally that the direction ran from financial to real development, thus suggesting 

an activist role for the financial sector. Odedokum (1992) finding suggest that supply 

leading and demand-following relationships occur with approximately the same frequency 

in the 35 LDCS studied. The causaIlty study of SL Hill (1992) provided empirical 

evidence consistent with the "stage" theory of banking development which implies that 

there is a supply·leading pattern among LDCs at a relatively low level of fmanciaI 

development and then a shift to a demand-following once the hanking sector has 

developed. 
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IIA.l What DetenninE;S ... fin.~ncia1 Development? 

If indeed financial intermediation tauses growth one would like to know what 

determines financial development? In both Greenwood and Jovanoic (1990) and Saint 

Paul (I992Y financial intermediation entails real resource COSts that are fued or less than 

proponional to the volume of funds intennediated: 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 4. 

Financial development also depends on public policy. Rouhini and Sali - y -

Martin (1992a, b) argue that government may pursue financial repression to raise tax 

revenues, even while they recognise its detrimental growth effects. Where collecting 

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 to raise the demand. for money and thus increase the revenue from 

seignorage. 

Public policy may also affect financial development more selectively. For 

instance, in many countries the markets for consumer credit and mortgage loans have 

been traditionally repressed in several ways (JapeUi and Pagano (1992). This probably 



reflects a public concern to force households to save· more and [0 direct credit towards 

industrial rather than residential investment. 
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lIA.2: How does Financial DevelopmentA.f.[~cts Economic Growth? 

To capture the potential effects of financial development on growth the endogenous 

growth model of Pagano (1993) is utilised. It assumes that aggregate OUtput Y\ is a linear 

function of the aggregate capital stock Kt : 

(1) 

For simplicity, assume [hat the population is stationary and that the economy produces 

a single good that can be invested. or consumed - and, if invested. depreciates at the rate 

of 0 per period. Gross investment then equals 

(2) 

It IS convenient to assume that a proportion l-rp of the flow of savings is "lost" 

in the process of financial intermediation: 

(3) 

From (I), the growth rate at time t+ 1 is &,+1 ;-:::; (Y1+/YJ - 1 = K!+lJK! t. Substituting 

KITl from (2) into this last expression and rearranging using (1) gives the steady-state 

growth rate g ;: AIIY -So From the capital market equilibrium condition 



(4) 

where s = SlY, 

Equation (4) reveals succinctlY how financial development can affect growth: it 

can raise $. the proportion of saving funneUed to investment: it may increase A. the 

social marginal productivity of capital~ and it can influences $, the private saving rate. 

a) Funnelling Savine to Firms 

In the process of transfonning saving imo in'lestrrlent. financial intermediaries 

absorb resources. This :OSt 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 Hnancial sector is 

primarily a reward for services supplied, but it may also reflect the X-inefficiency of 

the intennedianes and their market power. In addition, as noted by Roubini and 

SalaMYMMarrin (1991,1992), their activity is often burdened by taxation (in tne form of 

high reserve requirements. transaction taxes, etc.) and by restrictive regulations. 
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translating into higher unit margins.s If financlal development reduces this leakage of 

resources. that is, raises 41 in equation (4). it also increases the growth rate g. 

b) Improving the Allocation of Canital 

A second key function of financial intennediation is the allocation of funds to those 

projects where the marginal product of capital is highest. In the framework of the above 

model, intermediaries increase the productivity of capital, A. thereby promoting growth. 

in two ways: (i) collecting information to evaluate alternative investtnent projects; 

(Greenwood and lavonovic (1990»; banks have a comparative advantage in screening and 

monitoring borrowers to avoid problems of adverse selection and moral hazard which 

arise in debt contracts (see Davis and Mayer (1992)); and (li) inducing individuals to 

invest in riskier but more productive teclll'loiogies by providing risk sharing (Levine 

(1991), Saint Paul (1992»). 

c) Affecting the Saving Rate 

The third way financial development can affect growth is by altering the savings 

ratc s. ]n this instance the sign of the relationship is ambiguous, in that financial 

development may also reduce saving., and thereby growth. As capiraJ markets develop, 

households gain better insurance against endowment shocks and better diversification of 



rate~of-rerurn risk, while consumer credit becomes more readily and cheaply available, 

Financial development also narrows the wedge bet\Veen the interest rate paid by finns 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 channel funds from households that 

save to those that dissave. in the form of consumer credit and mortgage loans, lfthe loan 

supply falls short 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-penod-lived households, 

JappeIU and Pagano (1992) show that binding liquidity constraints increase the saving 

rate. because young households cannot djssave as much as [hey would like. With the 

technology described by equation 0). this increase in the aggregate saving rare 5 

translates into faster growth g, By the same token. liberalisation of the consumer credit 

or mortgage market leads to a reduction in saving and growth. Here we have another 

instance of financial market development tending to reduce growth. 

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

to cerlain sectors Or segments of the population, namely the unemployed and those with 
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limited stocks of non-human wealth. may increase aggregate savings via the precautionary 

motive. (Koskela and Viren (1982,1984) and Deaton (1992). Saving is increased 

basically because individuals want to avoid being caught with too low levels of 

consumption and high (in relative terms) marginal utility of consumption if rationing 

occurs in the future, 

De Gregorio (1992) adds a potentially impormnt qualifier. If households borrow 

to finance not only current consumption but also the accumulation of human capital. the 

effect of liquidity constraints 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 inves.tment in education. The relevance of this qualifier depends on the 

extent to which human capital formation is self-financed by households. In many 

countrjes it is subsidised by government via public schooling, srudent grants and loans. 

and so on. Moreover, on-the-job training and learning-by-doing - generally regarded as 

no less important than schooling - may enable workers ro acquire skills while bypassing 

borrowing constraints. (0 

Ii) [merest rate effect. As noted above, financial repression and lack of c<?mpetition 

widen the margins charged by fmaneial intermediaries. Aside from the direct resource 

cost tb. margins affect capital accumulation via their incentive effect on saving, Financial 

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



prevailing under perfect capital markets, i.e. the marginal product of capital net of 

depreciation. A - O. 

If the saving rate rises with the rate oC interest, then capital market imperfections 

lower growth by depressing saving. The early srudies of McKinnon (1973) and Shaw 

(1973) argued that this was an important way in which financial repression depresses 

growth; conversely, financial development should raise saving and growth.1 However, 

the impact of the real interest rate on saving has long been known to be ambiguous a 

priori (See Akyuz (1993» , and the relevam empirical studies are far from agreeing on 

irs sign (Gonzalez - See Arrieta (1988)). 

Ill. INSTITUTIONAL DEVELOPMENT OFTHE BARBADIA'" FlNANCIALSECTQR 

By developing country standards, the Barbadian economy ha.q perfonned wen over 

the past forty-five years. Size and a limited resource base have left the economy very 

open and vulnerable to adverse external influences. However, the economy has grown 

by an estimated 2 % per armum, enabling a substantial rise in the standard of living. 

Initially> this growth was stimulated by foreign investment and a strong export drive in 

tourism and manufacruring but more re\icntly there has been increased reliance, on 

external borrowings to finance growth in the non-traded sectors (see Table I). 
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The domestic fmancial system has played a significant role in both phases of 

economic activity, Most economic transactions are monetized and the system has proved 

to be a relatively efficient conduit of funds between savers and spenders, The instittuional 

netwo~k, consisting of a Central Bank. several commercial banks. fledgling stock and 

bond markets, and a growing complement of non-banks'. These mobilizes adequate 

levels of resources for the provision of short. medium and long term finance. Financial 

instruments are of the more basic types found in developed country markets ~ such as 

various types of deposit accounts and consumer loans. interest bearing chequing accounts, 

mortgages, commercial and trade bills, letters of credit and so on which include 

insurance companies. finance companies. government owned development finance 

institutions and indigenous credit unions. 

Unlike in many developing countries. the system is predominantly private sector 

owned as Goverrunent has limited its direct involvement in the financial sector [Q a few 

specialized institutions. In addition. there has been no apparent effon to localize the 

fmancial services sector and only in the insurance industry have dominant privately owned 

indigenous institutions been developed. 

The current structure of the financial sector is in direct contrast to that of the pre-

1950 period. Up until that time, the financial system, represented largely by foreign 

commercial banks, served mainly as a store of savings and a source of short term 



working capital for the agricultural and mercantile comIllllIlity, Now there is a more 

varied institutional network providing more opportunities for investment and for capital 

accumulation outside of traditional sectors. Table 2 indicates this significant reduction 

in the share of commercial bank credit going to traditlonal sectors like agriculture over 

the period 1966-1990. 

The transition from a small underdeveloped system to its current level of 

sophistication has b~n chronicled in several existing studies on institutional aspects of 

financial sector developments in Barbados. Of these, Worrell and Prescod (1983) and 

Haynes (1991) studies provide the most cQIIlprehensive review of trends in the sector. 

The authors present a broad view of the financial1andscape by incorporating a discussion 

on the contribution of the emerging non-bank sector. a subject which. despite the 

pioneering work on non-bank intermediaries in the Caribbean by OdIe (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 recognize the growing importance of the non~bank sector. their 

subsequent analyses are conducted in terms of the role of commercial banks in mobilizing 

and allocating resources in the economy. The value of Howard's work lies in its 

pragmatic interpretation of the concept of social efficiency in Caribbean type economies. 

In particular. Howard~s argument that lending to traditional sectors can be consIdered as 
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socially efficient represents an importmt departure from the previously held view defined 

by TholtlllS (1965) and McClean (1975) in their writings on Guyana and Barbedos 

respectively in the pre-Ceotnll Bank era. 

Part of the critique of the Thomas-McClean thesis is thet commereial bank 

decisioDll 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, fmmd that foreign owned banks have 

been able Il) maintain relatively high profits despite rising operating costs and the 

regulatory influence of the Central Bank. These observatioDll uoderscore the significant 

costs to the economy of financia1 intermediation under imperfect capital markets. 

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

Barbedian financial sector. 

i) Diversirxcation of the Financta! Sector 

Tables 3 and 4 show that commercial banks still remain the dominant form of 

financial institutions. 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 5). While banks remain the main institutions for 



deposit funds. nonbank:s are playing an increasingly larger role in the system. In addition 

to deposit Sources, government has tapped the National Insurance Scheme and various 

domestic and external loans to finance the activities of the Barbados Development Bank 

(BDB) and tbe Barbados Mortgage Finance Company(BMFC). The low cost resources 

of the Central Bank have also been used to help fmance the agricultural division of the 

BNB. 

Although Financial instirutions were established in Barbados in 1830s institutional 

diversification has only taken root in the last ten to fifteen years. The level of 

development of the economy 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 system 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 credit. New instilutions providing mortgage finance 

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

make a significant impact during the period. 

Initially, the financiaJ sector became more concentrated as increased accessibility 

to commercial bank credit, particularly consumer installment loans. diminished the role 

of the Savings Bank. Its deposit base shrunk by almost 15 % and its share of deposits fell 

from almost one third to less than 9% of overall depOSits by the end of the decade. Of 
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note is that the structure of deposits at banks underwent significant change, with the share 

of demand deposits declining from almost 50% to 25% (see Table 6). McClean (1975) 

attributes this shift to successful marketing by commercial banks for household saving,. 

During the 1970s commercial banks continued to dominate the intermediation 

process, but there was an emerging role for the public and private nonMbank institutions. 

The trust companies. which are extensions of the commercial banks began accepting 

medium term deposits which were oruent for mortgages. This represented an important 

contribution to the intermediation process by imprOVing 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-tenn deposit 

mobilization. With the Barbados Mortgage Finance Company (BMFC) also making funds 

available for low and middle income housing. consumer debt began to take on a different 

profIle to its early beginnings. 

The 1980s was marked by the entrenchment of the nonbank:s in the financial 

system. While there was no expansion in the range of institutions. non-banks more than 

doubled their share of deposits~ reaching 25 % in 1992 in comparison to just over 12 % 

in 1980. Their contribution to loan supply was even more Significant, accounting for 

43% of all loa os compared to 25.7% in 1980 (Tab!e 4). 



Several factors account for this expansion in non~bank. activity. 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 tbe 

industry. thus reHeving commercial banks of the role they had performed in better times. 

While the BNB-AD raised its own funds, especially from other government institutions, 

it relied heavily for additional fmancing from the Central Bank's discount scheme and its 

own commercial division. Secondly j the Barbados Development Bank pursued an 

aggressive lending policy in the early part of the 19805 whicb led to a quadrupling of its 

toan portfolio. Later it experienced high levels of delinquency as output in the 

manufacruring sector contracted. Thirdly, Central Bank regulations on the banking sector 

encouraged the growth of non-bank institutions providing consumer oriented lending. 

White fmance 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 facilitated hy tax incentives which encouraged 

membership. In addition. with government allowing 100% interest deductibility, home 

ownership became more affordable and mortgage lending institutions, including insurance 

companies, substantially increased their lending, 

Goldsmith Hypothesis 

One of the major findings of Goldsmith (1969) in his comprehensive srudy on the 

theory of financial strucrure was that economic development is associated with a declining 
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share of banks and an increasing share of non-banking fmancial institutions in relation to 

both the assets of all ftnancial institutions as well as total fmancial assets. In Barbados, 

the share of commercial banks in the total assets of the flnancial system declined steadily 

from 75% for the period 1969-1972 to 49% during the 19805 (Table 7). At the same 

time, the share of non-banking fmancial institutions increased from 9.9% in the period 

1965-196810 its highest level of 36% between 1985 and 1990. The share of insurance 

companies in the total assets of the financial system showed a decline during the early 

19705 but rose steadily since 1976, reacbing a level of 10.4% for the period 1985- 1990 

(Table 7). 

The results are not altogether surprising since commercial banks~ being the first 

most important branch of financial intermediation, would necessarily decline in relative 

importance as other intermediaries come into existence. Part of the commercial banks' 

decline is attributable to non·market forces, in particular. the growth of govemment 

intermediation, 

The relative dec1ine of commercial banks may have certain economic conse­

quences. Firstly, monetary policy might be less effective because the medium through 

which it works, the commercial banking system, is decreasing relative to national income. 

For example, the fact that financial regulations do not extend to the operations of credit 

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



restrictions fotmerly imposed by the Central Ballk particularly for the purchase of major ',lbD + r, (I - b) DJ is the amount of reserves held with the Central Bank and 

consUmer durables, with possible deleterious economic consequences. This siruation. commercial banks have (1 ',) [bD + r, (1 - b) DJ for on-lending. Thus, the total 

along with the desire to provide a level playing field for all financial instituions and avoid amount for on-lending (of banks and non-banks) is (I - 'I) [bD + r,(1 - b) DJ + (l -',l 

financial bankruptcies as happened in case of the finance company 'Trade Confirmers' • (l - b) D = mD where m is the credit multiplier. Manipulation of this last equation 

prompted the Central Bank to consider including credit unions with other financial yields the foHowing expression for the credit multiplier 

institutions under a new Financial In..'\titutions Act (sec Cherebin (1993». Secondly. there 

may be a loss of flexibility in the financial system; that is. diminution of the ability of 
(5) 

the system to channel available credit rapidly from one seClor of the economy [0 another 

in response to changing credit needs. 

If b = 1. that is, there are no deposits held with the non-banking flnancial 

To illustrate this point consider the following credit model taken from Wood institutions. then the credit mUltiplier reduces to the reciprocal of the required reserve 

(1992). Let D be the amount of money economic agents wish to hold as deposits, of ratio. l/rt • However, if b< I, the identified case of deposits held with non-banking 

which a fraction (b) is held with commercial banks and a fraction (I-h) is held with nOfl- institutions. then the mu[dpHer increases. The results from the credit multiplier model 

banking financial institutions. We assume that the nonMbankjng financial institutions keep indicate that if the non~bank financial institutions are not required to hold reserve with 

reserves with commercial banks (to flll liquidity needs): If some fraction r2 of the the Central Bank, then their reserves have a greater impact on the overaU credit 

non-bank depos;ts are kept with the commercial banks, then (1-,,) (I-b) D is the amount expansion process. with the consequential effect of thwarting monetary controls wh.ich are 

of deposits the nQn~banking instirutions have for on-lending. Thus commercial banks usually directed at the banking system. 

hold: bD + r, (l-b)D deposits, 

The relative decline in the size of commercial banks in Barbados does not 

Now, assume, as in the case of Barhados. that there is a reserve requirement for necessarily mean that they have declined in economic importance, Crude indicators of 

banks, but none for nonMbanking institutions, If rl is the required reserve ratio, then their economic importance are the ratio of their assets to national income and the ratio 
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of loans and advances to national income. The results presented in Table 7 indicate that 

commercial batlks reached the highest level of economic importance during the period 

1969 to 1972, a period of intense competition in the banking industry, The results also 

indicate a steady increase in economic importance of nnn~banking instirutions: the ratio 

of non-banks' .assets to gross domestic product increased from 24,9% for the period 1973~ 

76 to 50.3% during the fl.I1al period of analysis. Further, the ratio of the assets of 

insurance companies to national income increased during the last decade, reaching a level 

of 14.5% for the period 1985-1990. 

il) 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 Instirution.~ have been strategically established to enhance the role of supply 

oriented finance, Of these the most successful enterprise appears to have been the 

Insurance Corporation of Barbados, a general insurance company which has, despite 

increased competition, carved out a significant market share and remained profitable. 

In contrast. govermnent lending institutions have been less successfuL The BDB 

was established to meet demand in areas find 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 collateral or that they are unable to evaluate the viability of non-traditional 

projects (see Zephirin (1990) and Wood (1993a) for. detailed discussion). However, 

many of the projects financed by the BDB have been undercapitalized and unable to 

withstand the shocks of the 19805. The experience underscores the view that successful 

entrepreneurial development in non~traditional areas requires much more input than pure 

financial resources. Institutions like development banks can playa critical role but the 

chances of sustained growth depend critically on how they manage the high level of risk 

which they face. The monitoring role identified in our earlier discussion is particularly 

important wh.ere risks are high and portfoliOS are not adequately diversified. Moreover, 

as Wood (1993a) states "improved informational chaIll'lels and staff training and acquiring 

the services of project appraisal and investment specialists are essential if Barbadian banks 

are to improve the terms of their loans and increase the volume of finn loans" . 

The other major intervention of government was in its estabHslunent of the 

Barbados National Bank (BNE) with its commercial~ trust, and agricultural divisions. The 

BMFC is also a subsidiary of the BNB. The commercial division has played a significant 

role in financing government enterprises and in providing working capital for small 

manufacturing companies. While Coppin.nd Codrington (1988) suggests that the BNB', 

loans to these entities represent an important contribution to tbe development process, 

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



divened to enterprises which contribute little to output or whose inefficiency places a 

contingent liabiHty On the public purse. 

Government's other major coruribution to the financial system has been due to its 

supply of government paper as an alternative financial asset for the private sector. With 

three month treasury bills only coming on stream in the early 1960s and with limited 

issues of longer term debentures, there was few alternative investment opportunities prior 

to 1970. Hcwever. the establishment of the Central Bank in the 1970s saw a rise in these 

securities and. in fact. enabled the government to extract resources from the banking 

system and thus incur large fiscal deficits. 

While the availability of non-deposit financial instruments is often associated with 

vibrant money and bond markets in more advanced economies, the market in Barbados 

remains relatively thin. A number of factors are responsible for this. First. while 

treasury bill rates are determined by auction, the mandatory requirement that commercial 

hanks often maintain a large segment of treasury bills in their portfolio has often served 

to depress the rate. Secondly. longer term debentures may be seen as an alternatlve to 

mortgages by some institutions but they do not appear to rank high in institutional 

portfolios. AdditionaUy. until recently there were no opportunities to trade government 

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

trading remains limited. 

From !.heir modest beginnings of approximately 10% of GDP in 1960, claims 

issued by goverrunent now account for 32 % of GDP (Table 8). As indicated. a significant 

portion of these claims are held by commercial banks as part of their mandatory holdings. 

thus diverting funds that might have previously been onlent to the private sector. 

However, the high levels of excess liquidity which has been common in the banking 

system suggests that this constraint has not always been binding. The National Insurance 

Scheme (NIS) with its large accumulated surplus has a1so been a major purchaser of 

government 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 fmance 

(Johnson (1991», However. as Wood (1994a) notes ,he performance of the slock 

exchange established in 1987 has been lackluster. Trading activity has been low (Table 

9). as indicated by the ratio of turnover to market capitalisation of less than 4 %. and 

there has been little mobilisation of long-term capital (Table 9), Reasons for this slow 

growth include the unwillingness to dilute family or 'closed circle' ownerShip and control 

of business, desire to minimise the public availability of information about company 



operations and performances. taxation bias in favour of debt finance, ready availability 

of reJatively cheap commercial bank finance and the ability of some established firms to 

attract deposits from customers. 

iii) MonetarYJUld RegulatQry ... Control 

The Central Bank stands at the apex of the financial system. directing monetary 

policy and regulating financial instirutions. However. this was not always the case as the 

colonial monetary arrangements which existed before 1972 assigned no regulatory role 

to the monetary authority. 

The Royal Charter which set up the first formal financial institution in 1837 vested 

the Colonial Bank with the authority to issue its own notes. Interestingly, the Barbados 

govenunem did not issue its own currency until 1937 and then for a short period only> 

as the British Catibbean Currency Board (BCCB) was set up in 1951 to take over the 

currency issuing functions in the Eastern Caribbean. The BeCB and its successor the East 

Caribbean Currency Authority have been criticized by Thomas (l965) and McClean 

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

banksl'l. 
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Thus the establishment of the Central Bank of Barbados (1972) and the issue of a 

local currency in 1973 represented principal financial developments during tbis period. 

Following on similar decisions in the post independence era by Jamaica, Trinidad & 

Tobago and Guyana, these innovations represented an attempt to facilitate greater 

autonomy over the domestic 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 liquidity problems in the banking system, rising inflation and a weakening external 

position (see Haynes and HOlder (1989) and Campbell (1993)). The Bank introduced 

reserve and securities requirements on banks to cut the supply of loans to the private 

sector and finance the growing size of fiscal deficits~ manipulated interest rates and with 

the aid of selective credit controls attempted to regulate the flow of credit to consumption 

oriented sectOrs. In addition. the scope of exchange controls was extended to cover the 

sterling area and banks were mandated to seek Central Bank permission before borrowing 

to onlend in the domestic economy. 

By the end of the 1970" the Central Bank was diverting 25% of bank deposits 

away from lending to the private sector (Table 10). 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 wete negative 



during high inflation periods but a high interest rare strategy was ruled out on the grounds 

that it would destroy the productive sectors without mobilizing additional resources as 

suggested by the theoretical literature. 

The interest rates issue (to be discussed in detail in the next section) has been 

reviewed by a number of researcllers including Howard (1976), Zepllirin (1983; 1984, 

1990), Worrell and Prescod (1983), Haynes and Holder (1989), Craigwell (1990), 

Craigwell and Woud ( 1994), Ferreira (1993) and Campbell (1993). The consensus 

among these authors was that the regulation of interest rates did not impair the 

mobilization of savings nor the performance of the economy. Instead the view was held 

that high interest rates are inflationary (Downes (1985)) and contribute nothing to 

stabilization. However, there is emerging sentiment that wide differentials between 

foreign and domestic interest rates do constrain deposit mobilisation and contribute to a 

weakening of the balance of payments (see. for example, Haynes and Worrell 1989»). 

However, inadequa.te attention has been paid to the destabilizing effect of exchange rate 

speculation on deposit growth. 

Although the new Financial Intennediaries Regulatory Act (FIR Act) gives the 

Central Bank increased regulatory and supervisory powers over commercial banks and 

allows for regulation and licensing of trust and finance companies, merchant banks and 

deposit taking commercial houses, the regulatory framework in general has not kept pace 
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with developments in the firumci.l sector. In this context, the decision of the Bani< nor to 

set reserve requirements for ·non-banks represents a glaring example. 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 institutions. The credit union movement remains 

outside the regulatory control of the Bank even though it has greater potential than other 

regulated institutions to undermine the Bank~s objectives. Supervision of credit unions 

and insurance companies are restricted to the submission and review of periodic returns, 

BDB is not supervised by any agency except so far as its audited accounts are submitted 

to Parliament. For the most of this review period, the Rate of Interest Act remains on the 

starute 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 (1989, 

1991). 

IV, EVIDENCE ON TIlE BARBADIAN EXPERIENCE 

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 lmandal repression is also 

quantitatively examined, 

1) Savings Mobilization and Resource Allocation 

The Barbadian lmancial system has traditionally been an effective mobilizer of 

resources, By 1950 the fmaneial syS!em was already attracting aimost 61 % of GDP in 

deposits (Table 3), This level of mobilization despite the traditional nature of the economy 

and the absence of a wide range of fonnal deposit taking institutions reflected an already 

impressive level of monetization in the agriculture based economy and a strong savings 

ethic, The low interest rates (Table 10) and the high portion of demand deposits in total 

savings (see Table 6) suggest deposits were used to faciUtate 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 interest 

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

Interestingly, the data suggests a very low level of currency holdings by tite 

Barbadian public which, if true, would run counter to conventional thinking on the nature 

of fmancia1 savings during the primitive stages of economic development. However I it 

must be recalled that the common use of currencies between the islands almost certainly 

meant that the circulation was severely understated. 
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By the end of the decade (1950) the savings process had weakened, falling to just 

over 50% of GDP. Despite the deceotralization 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 lanet and economic contraction in 1958 seemed to have stalled the institutional 

savings process. Commercial banks continued to account for about ·two-thirds of deposits 

doting this pariod while the Savings Bank toolc up almost all of the remainder, 

While deposit growth 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 abnut 

40% were loaned out domestically (see Table 4). Iosteed cmnmercial banks and the 

Savings Bank invested their balances abroad. However. commercial banks' loan activit}' 

increased substantially in the second half of the 1950. when they were over 70% loaned 

up. After 1957 the Barhados Savings Bank also raised the local investrnJ:nts portion of its 

portfo1i.o. reaching almost 30% in 1959 when government issued debentures to help 

fimmce its capital program. 

In the 1960s deposill! grew by 12.6 % perannum and, perhaps even more critically, 

banks were by 1969 lending out 80% of their deposits. Tile booming touriS<n industry 

absorbed a significant share of the new lending but equally important was the introduction 

of consumer installment lending. This helped spur private consumption, despen the 

intermediation process and quicken the pace of economic activity, 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 fonnative 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 to rise again. 

After the slowdown in lending in the mid-1970s the loans extended by the fmancial 

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 fmancial 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 institutions has rapidly increased the share of consumer debt in 

the overall loan portfolio of commercial banks. 

ii) 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 a uni--directional causal flow from economic growth to fmancial development 

during the early stages of development (1946 - 1968). The .\>senee of. supply-leading 

relation in this early period. suggests that the financial sector was not a statistically 

significant link in the saving-investment process. This observation corroborates the claim 

of regional commentators (for example, Thomas (1965) and McClean (1975)) that the 

structure and operation of financial entities in Barbados (and the wider Caribbean) did not 

promote economic growth during the colonial period, 

The results for the second subsample indicate a supply-leading relation as well as 

a reverse causal relationship from economic growth to financial development. The latter 

suggests the importance of economic growth in stimulating the development 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 casu.1 inspection of the evidence, 

that "there were clear cases where the expansion of the financial sector served to improve 

the rate of economic growth". 

Wood's (I993b) 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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modem economic growth gets underway and "as modern economic growth occurs~ the 

snpply-leading impetus gradually becomes less important and the demand-following 

financial response become dominant" . 

In Wond's paper the importance of the organised money market is measured by 

the ratio of assets of all fmancial institutions to GDP (that is, broad money to GDP) as 

in Goldsmith (1969). 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 amounts to a negligible 

percentage of the total value per year. In other words. FIR is a stock measure as it is the 

accumulation of assets over the years. In the short-run a much more sensitive measure 

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 issue ratio (NIR) of financial institutions. It has 

been argued that this ratio is closely related to the extent to which economic activities and 

economic growth are fmanced internally and from external sources. The reasoning here 

is that as more business enterprises. goverrunents and households are able to finance ~eir 

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 self-fmancing in 

turn is closely related to a country's economic and fmancial structure, especially the 

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



between the savings of individual economic units and their capital expenditure (Goldsmith 

(1969)). 

The NIR is also used as a measure of the importance of financial instiwtions within 

we fmancial superstructure. Apart from financial institutions, other sectors such as 

government and private instinuions ruso issue fmancial instruments. The higher the 

volume of new issues of financial instruments by institutions in relation to [he issues by 

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

process. 

The results of the ratios computed (FIR and NJR) for the period 1946-1990 is 

summarized in Table 11. The FIR ratio has grown steadily over the period covered by 

the study. 9 The study 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 to those of other countries. lU 

Undertaken the causality tests with NIR as the measure of the organised money marketS 

revealed similar results to those when FIR was the proxy for financial development. 
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Financial Reoression 

The result that financial development causes growth suggest the need to understand 

what determines financial growth. Foremost Is the question of whether real positive 

deposit rates increase financial savings and consequently the qualil)l and quantily of 

investment and growth. Dornbusch and Reynoso (1989). Taylor (1983). van Wijnbergen 

(1983). Craigwell (1993). and Zephirin (1990) have challenged the basic rationale of the 

hypothesis while empirical tests conducted by Agarwala (1983), Lim (1987). (Khatkhalte 

(1988) and Gonzalez-Arrieta (1988) have faiied to level support to it. However, Lanyi 

and Saracoglu (1983, a,b), Fry (1988) and Galbis (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 controls. directed lending, high reserve 

requirements, and so on. However. in the last decade or so, the Barbados Government 

has been pursuing a financialliberalisation strategy, As Wood (l994b) points out the 

main reason for this change in policy stance is the belief. based on the notion that 

interventionist financial policies are detrimental to economic prosperity, that libera-lisation 

would promote growth and stability l by stimulating savings and improving overall 

economic efficiency. This begs the que<;tion "Will financial Hberalisation work in 

Barbados?" One of the important assumptions of the theory is that real interest rates have 



a major impact on the level of savings. Recent empirical work on the determinants of 

real private savings in Barbados [Craigwell and Wood (1994)} indicates that. contrary to 

[he basic tenants of financial Hberalisation, 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 Ferreira (1993) found that 

real interest rates do not play an important role in determining financial savings in 

Barbados. These findings corroborate the earlier works of Worrell and Preseod (1983) 

Zephirin (1983, 1984), and Howard (1976). 

Financial Hberalisation theorists also contend that investment is positively related 

to the rate of interest. Their argument is premised on the hypothesis that higher interest 

rates attract higher levels of savings, and b~ause profitable investment opportunities 

abound in less developed countries and financial institutions (especially banks} are in an 

jnformational advantageous position, the increase in savings will necessarily stimulate 

higher levels of investment activl{y (despite the fact that some low-yielding investment 

projec[s will be choked off). Boamah and Holder (1993) recent study found a negative 

and insignificant relationship between private investment and the real user cost of capital. 

See also Wood (1992) and Worrell (1993) who eonfinned this latter result. 
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V. CONCLUSION 

This paper examined the development of the fmancial sector in Barbados. It was 

found that this sector has undergone significant changes since 1946 seen through the 

increased accessibility of the populace to new fmanciaJ institutions and the improved 

mobilisation and allocation of resources. The financial sector in general has grown in 

line with gross domestic product and has borne little or no relationship to the high real 

positive interest rate policy of McKinnon (1973) and Shaw (1973). However, the 

dominance of commercial banks has receded with the advance of new instruments and 

non-bank institutions, the growth prompted by favourable government-regulatory and 

supervisory policies. We also found that by international standards. the stock and bond 

markets are 8tm in the embryonic stage of development and suggests that more needs to 

be done to offer a more varied range of investment opportunities. 



REFERENCES 

1. Agarwala (1983), 'Price Distortions and Growth in Developing Countries', 
World Bank Staff Working Papers No. 575. 

2. Aghion, P. and P. Bolton (1991), 'A Theory of Trickle-Down Growth and 
Development with Debt Overhang', mimeo. 

3. Azari.das C, and B. Smith (1991), 'Adverse Selection in a Neoclassical 
Growth Model', paper presented at the Sentinar on Capital Market 
Imperfections and Macroeconomics, Jerusalem. June. 

4. Atje, R. land Jovanovic, (1991), 'Stock Markets and Development, Eurooean 
Economjc Review, Vol. 37, p. 632-640. 

5. Bencievenga, V.R. and B.P. Smith .. (1991), 'Financial Intermediation and 
Endogenous Growth, Review of Economic Studies. Vol. 58, p. 195-209. 

6. Boam.h, D. and C. Holder, (1993), 'On the Traditional Nexus of Savings, 
Investment and Current Accounts for a Small Open Economy' , Central Bank 
of Barbados, Working Papers. 

7. Cameron, R. (1967), Banking in the Early Sages of Industrialisation: A Study 
in Comparative Economic History. Oxford University Press. 

8. Cameron, R. ed. (1912), Banking and Economic Development: Some Lessons 
of HislO!y (New York: Oxford University Press). 

9. Campbell, T. C. (1993), 'A Review of Monetary Instruments used by the 
Central Bank of Barbados', Central Bank of Barbados, Working Papers. 

164 

10. Cherebin, D. (1993), 'The Regulation and Supervision of Financial Institutions 
in Barbados", Central Bank of Barbados, mimeo, July. 

11. Cox, W. (1977), 'Agricultural Credit in Barbados', Central Bank ofOuarterly 
Review, Vol. IV, No.2. 

12. Codrington, Hand A. Coppin, (1989), 'The Financial Structure and Allocation 
of Credit in Barbados: 1977-1987', Social and Economic Studies, Vol. 38, 
pp. 165-79. 

13. Craigwell, R. (1990), 'Interest Rate Policies, Financial and Economic Growth 
in Barbados, 1973-1986" Money Affairs, Vol. Ill, p. 69-79. 

14. (1993), 'Essays on Credit Rationing Using Contingent Claims 
Analysis', Unpublished PhD. Thesis, University of Southampton. 

15. ___ and C. Haynes (1987), 'The Demnnd for Life Insurance in Barbados: 
An Empirical Test', Central Bank of Barbados, ntimeo, July. 

16. ___ and Wood (1994), 'Budget Policy and Private Savings in Barbados', 
ntimeo, Central Bank of Barbados. 

17. , C. Haynes and P. Mason, (1994), 'Economic Aspects of the Life 
Insurance Industry in Barbados', Central Bank of Barbados, mimeo. 

18. Davis, E. and Mayer (1992), 'Theories of Financial Intermediation', Working 
Paper, London Business SchooL 

19. Devereux, M. B. and G.W. Smith (1991), 'International Risk Sharing and 
Economic Growth', Discussion Paper No. 829, Queen's University, Aug. 



20. De-Gregorio, J. (1992), 'Liquidity Constraints, Human Capital Accumulation 
and Growth', mimeo, April. 

21. ~._ .... _ and P. Guidotti (1992), ':-.Iotes on Financial Markets and Economic 
Growth', mimeo, July. 

22. DeLong ].B. and L. Summers (1991), 'Equipment Investment and Economic 
Growth', Quarterly Journal of Economics, Vol. 1061, p. 445-5Q2. 

23. Diamond, D. and P.H. Dybvig (1983), 'Bank Runs, Deposit Insurance and 
Liquidity', lournal ofPoIitical Economv, Vol. 91, p. 401-19. 

24. Dornbrush, R. and .. Reynoso (1989), .... 

25. Ferreira, 1. (1993), "Financial Savings in the Caribbean", mimeD, Central 
Bank of Barbados. 

26. Francis, G. (1977) , Macroeconomic Aspects of the Insurance Industry in 
Barbados', mimeo, Central Bank of Barbados. 

27. Fry, M. J., (1988) Money, Interest and Bankiml in Economic Development 
John Hopkins. 

28. Galbis, (1989) 

29. Gerschenkron, A .• f&!Ln.9mic Backwardness in Historical PerS;pective- A Book 
of Essays (Cambridge, Mass. Harvard University Press) 1962. 

30._ Gonzalez-Arrieta (1988), 'Interest Rates, Savings and Growth in LDC's: An 
Assessment of Recent Empirical Research, World Develooment, Vol. 16 
p. 589-605. 165 

31. Goldsmith, R.W.? Financial Strncn1re and Deveippment, Yale .University 
Press, 1969. 

32. Granger, C. (1969) 'Investigating Causal Relations by Econometric Mndels 
and Cross-Spectral Methods', Econometrica" Vol. 37, p. 424-38. 

33. Greaves, J. (1952), 'Money and Currency in Barbados', The 10urnal of the 
Barbados Museum Historical Society. 

34. Greenwood, J. and Javonovic (1990), 'Financial Development, Organise 
Growth and the Distribution of Income', Journal of Political Economy, Vol. 
98, p. 1076-1107. 

35. Gupta, K.C. (1984) Financial and Economic Growth in Developing Countries 
Croom Helm. 

36. Gurley, LG, (1 %7a) , 'Financial Structures in Developing Economies', in 
!'iscal and Monetary Problems in Developing States, (ed) D. Krivine (New 
York: Praeger). 

37. 'Review of Banking in the Early Stages of Industrialisation ed. 
Rando Cameron', American Economic Review, 57, No.4 (September 
1967), 950-53. 

38. Haynes, C. and Holder C. (1989) 'Monetary and Fiscal Policy in Barbados, 
1970-1985, Economic Adjustment Policies For Small Nations. Theory and 
werience in the English-Speaking Caribbean ed. DeLisle Worrell and 
Compton Bourne Praeger. 

39. and D. Worrel! (1989), ,., ... 



40. Howard, M. (1976, 'Interest Rate Behaviour in an Open Economy: The 
Barbados Experience, 1965-1976, Quarterly Review, Vol. III No.4, Central 
Bank of Barbados. 

41. (1981). 'A Note on the COSt and Revenue Structure of Commercial 
Banking in Barbados', SES, Vol. 29, No.2. 

42. (1989), 'Dependence and Development in Barbados', Bridgetown: 
Caribbean Research and Publishing Incorporated. 

43. Howard, M. and Haynes, C. (1991), 'Financial Efficiency, Intermediation 
Costs and the Regulatory Framework", mimeD, Central Bank of Barbados. 

44. iapelli, T. and M. Pagano. (1992), 'Saving, Growth and Liquidity 
Constraints', Discussion Paper No, 662, CEPR. 

45. Johnson, A. (1991) Towards Economic Democracy: The Role of the Securities 
Exchange of Barbados. Hoyos Publishing Incorporated. 

46. Johnson, C. and Springer. D, (1981), 'Commercial Bank Supervision in 
Barbados', Quarterl\' Review, Vol. V., No.4. 

47, Jung, W. S., 'Financial Development and Economic Growth: International 
Evidence', Economic Development and Cultural Change, Vol. 34. 
p.333.46. 

48. Karcb, C.A. (1979), 'The Transformation and Consolidation of the Corporate 
Plantation Economy in Barbados, 1860·1977, PhD. Thesis Rutgus 
University , 

49. Khatkhate (1988), 'Assessing the Impact of Real Investment Rates in LDC; 
World DevelQpment, Vol. 16, p. 577-88. 166 

50. King, R. and R. Levine (1992), 'Financial Indicators and Growth in a Cross 
Section of Countries', Working Paper No. 609. World Bank. 

51. Lanyi and Saracoglu (1983a), 'Interest Rate Policies in Developing Countries'. 
IMF Occasional Paper No, 22. 

52. Levine, R .• (1991), 'Stock Markets, Growth and Tax Policy', Journal of 
Finance, Vol. 46, P. 1445-65. 

53. Mathias, P. (1973), 'Capital, Credit and Enterprise in the Industria! 
Revolution'. Journal of European Economic History, 

54. McClean, A.W.A. (1975), 'Money and Banking in the Eastern Caribbean 
Currency (lSER). 

55. McKinnon, R. (1973), Monev and Capital in Economic Development, 
(Washington, D.C: The Brookings Institution). 

56. Obsfeld, M. (1992), 'Risk-Taking, Global Diversification and Growth', 
Working Paper No. 4092, June NBER. 

51. OdIe, M.A. (1912), "The Significance of Non-Bank Financial Intermediaries 
in the Caribbean", (ISER). 

58. Odie, M.A. (1974), 'Pension Funds in Labour Surplus Economies', (lSER). 

59. Pagano, M. (1993), 'Financial Markets and Growth: An Overview', 
European Economic Review, VoL 37, p. 613-622. 

60. Patrick, H" 'Financial Development and Economic Growth in Underdeveloped 
Countries!, Economic Development and Cultural Change, Vol. 14, 1966. 



61. Phillips, E. (1977), 'Financial Aspects of the Barbados Sugar Industry 
Quarterly Review, Vol. N, No.4, Central Bank of Barbados. 

62. Porter, R, 'The Promotion of the "Banking Habit" and Economic Develop­
ment', Journal of Development Studjes, Vol. 2, NO.4, (1966). 

63. Roubini, N. and X. SaJa-Y-Martin, (1992a), 'A Growth Model of Inflation, 
Tax Evasion and Financial Repression, Working Paper No. 4062, NBER, 
May. 

64. (l992b) "Financial Repression and Economic Growth .. , Journal of 
Development Economics, Vol. 39, pp 5 -'30 

6S. Saint-Paul, G. (1992), 'Technological Choice, Financial Markets, and 
Economic Development', li\!!:op!:an Economic Review, Vol. 36, p. 763-781. 

66. , (1991), 'Financial Development, The Trade Regime, and Economic 
Growth', Working Paper No. 3876, NBER, October. 

67. Saunders M. and Worrell D. (1978), 'Commercial Bank Credit in Barbados, 
1946-77, Ouarterly Review, Central Bailk of Barbados, Vol. V, No.4. 

68. Schumpeter, I.A. (1949), The Theory of Economic Development (Cambridge, 
Mass. Harvard University Press). 

69. Shaw, E. (1973), "Financial Deepening in Economic Development". Oxford 
University Press. 

70. Sussman, O. (1991), 'A Theory of Financial Development', Working Paper 
No. 213, Hebrew University of Jerusalem. 

71. Taylor, L. (1983), 'Structuralist Macroeconomics: Allplicab!e Models for the 
Third World, (New York: Basic Books). 

167 

72. Thomas, (1965), 'Monetary and Financial Arrangements in a Dependent 
Monetary Economy: A Study of British Guyana, 1945-1962 in S.ES. 
Supplement Vol. 14, No.4. 

73. Tilly, R. (1986), 'German Banking 1850-1914: Development Assistance to 
the Strong', Journal of European Economic History, 15 .. 

74. (\989),'Banking Institutio,! in Historical and Comparative 
Perspective - Germany, Great Britain and the United States in the 19th and 
20th Century' J Jou~l of Institutional and Theoretical Economics. 145. 

75. Tsiddon, D. (1992), 'A Moral Hazard Trap to Growth', Internationa! 
Economic Review, Vol. 33, P. 295-321. 

76. van Wijnberger, (1983), 'Credit Policy, Inflation and Growth in a Finaneially 
Repressed Economy', Journal of Deve!opment Economics, Vol. 13, 
p.45-65. 

77. William, M. (1981), 'Regulation of Financial Institutions in the Caribbean: 
implications for Growth and Development', Social and Economic Studies, 
Vol. 38, p. 181-199. 

78. (1992), 'Regulation in the Caribbean and the Implications for 
Commercial Banks Adjustment', mimeo, Central Bank of Barbados, 
November. 

79. Wood, A. (1990), "Tbe Development of the Barbadian Financial System", 
mimeo, University of Cambridge. 

79. __ (1992), 'An Analysis of Savings, Investment and the Financial System 
in Barbados', PhD. Thesis, University of Cambridge. 



80. ___ (1993a), 'Bank 'Lending to Firms and the Nature of Credit Rationing 

81, 

in Barbados', ISER, mimeo, May. 

Barbados: 
p.379. 

(1993b), 'Financial Development and Economic Growth in 
Causal Evidence'. Savings and Development, Vol. XVII" 

82. (1994a) "The Stock Exchange in the Caribbean, The Barbadian 
Experience". in the BALAS conference Preceedings, ed. A Vasquez­
Parraga, Florida International University, April. 

83. (1994b) "Improving the Contribution of Finance to the Growth 
Process in Barbados - Is Financial Liberalisation a Desirable Option?" Social 
and Economic Studies, Forthcoming. 

84. Worrell, D. (1993), "Investment in the Caribbean", Social and Economic 
Studies, Vol. 42, pp 243 -59. 

85. Worrell, D. and Prescod, R. (1983), 'The Development of the Financial 
Sector in Barbados, 1946-82', Economic Review, Vol. X, No.7, Central 
Bank of Barbados. 

86. Zephirin, M., (1983), 'Interest Rates, Savings and Credit Allocation' ;mimeo, 
Central Bank of Barbados. 

87. , (1990), "Imperfect Information and Financial Liberalisation in 
LDC's", Unpublished PhD. Thesis, University of Warwick. 

88. (1984) "Interest Rate Determination and Policy Implications in 
Barbados", mimeo, Central Bank of Barbados. 

168 

Economic ;!nd MonetarY Indicators 

I 1950 I 1960 I 1970 I 1980 I 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 DebtlGDP' 10.9 8.3 14.9 31.5 
(%) 

Money/GDP (%)' 20.9 20.4 20.9 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_a2proximately 5% of GDP. 

2 MOIley is narrow money. that is, currency plus demand deposits 



Ex!ll!nsion of Financial Institutions 

I 

1950 1%0 1970 1980 1990 
, 

lmmercial Banks 4 4 6 7 7 

,nk Branches 4 6 26 43 : 43 

m-B.nks 3 3 9 11 
i 

12 

his Table, non-banks do not include insurance companies. 

ree: Research Department, Central Bank of Barbados 
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Sectoral Distribution or Commercial Bank loans (percentages) 
(Periodic Ayera~es) 

I 

Agriculture 
Manufacturing 
Distribution 

: Tourism & Catering 
I Public Utilities 
, Construction 
, Government & Statntory 
Bodies 
Personal 
Other 

1966-1 1971-
1970 1975 

1976-11981-11986-
1980 1985 1990 

11.5 5.3 3.9 
9.0 8.8 12.0 

21.0 ·20.0 16.1 
11.7 11.7 12.7 
8.9 4.6 5.8 
7.0 11.9 9.2 
2.4 4.5 3.6 

15.6 22.5 26.3 
12.9 10.1 10.4 

4.4 2.6 
15.4 12.8 
14.0 11.2 
15.1 9.8 
6.8 4.9 
4.5 3.8 
1.8 2.1 

20.1 24.3 
17.9 22.5 

Source: The Central Bank of Barbados, Annual Statistical Digest 

Note: The "Other" sector includes Mining and Quarrying, Transportation. Financial 
Institutions, Professional and Other Services, and Fisheries. 



Il!!l.IU 

Friend 
Societl '" Commercial Credit 

banks Unioru 

1950 225 0.2 
1955 38,6 0.2 
1960 41.0 0.1 
1965 7l.S 0.4 
19m 180.4 0.6 
1975 359.9 I.' 
1980 m.1 4.1 
1985 1,090.1 ,2.0 
1900 1,738.6 143,1) 

Monetary Liabilities in Barbados 
BDSS Milion 

Savi.., k" Com-] Finance 
Bank panics' Companies' 

- .- --- - . ---- -~ 

lOA 
14.7 
19.5 
11.6· 
17.8 2.0 
25.7 19.8 

69.2 12.6 
148.2 22.8 
320.3 40.6 

lAB! s ., 
"'S-AD 

-
-
-

-
11.1 
39.1 
97.7 

Deposi" CUImlt)' 

33.1 1.3 
53.5 4 •• 
60.6 5., 
89.S 9.1 

198.8 21.5 
406.8 ,1.6 
840.9 I01.6 

1,332.2 123.5 
2,340.2 192.8 

--~. 

I, An insigniCtCant level 1)£ double (:Qunling is c<lplured in: the d:lIa. 

2. Exclude foreign currency deposits after 1975; before 1975 such balances are iosignifiCOUll. 

,.-' .... ,. 
"""". Deposit 
itslGDP Share 

60 .• 65.8 
66;9 66.4-
50.6 62.2 
61.8 72.5 
62.8 90.8 
55.6 91.S 
56.7 87.8 
60.8 81.8 
18.8· 74.2 

3. lit lbe 1950s and 1900s friendly societies were the dominant informal deposit institutions; their deposits wen! subject 10 seatMality. 

4. SrnaJllcvel$ of de:posif.ll held on demand by these inslitutions arc excluded. 

SOUTee! StatisticalSetvice. Abstract of Statisllc$ 
Central Bank of Barbados, Anmlal Statistical Digest 

-~ 

TobleS 

Finanriat Jmtifution 1.«!~I!1E. 
BDSS Million 

~. ,....-.. _. r' 

Ihrbad .. 
Commercial Dcw:lopment SlAB! Trwt Com-

h.mk, Bank DND-AD panies BMFC C, 
""" I Credit 

mpani~ Unions 

1950 12,6 - 0.1 
1955 16.6 0.4 
1960 39,7 - 0.7 
1965 59,0 0.8 -
1970 110.0 0.' I.2 1.5 0.3 
1975 293.7 4.1 5.5 13,3 14Jl 1.0 
1980 536.1 23.2 40.7 71.5 33.3 12.0 4.1 
1985 803.1 97.3 119.4 123.5 55.S 20.5 31.0 
1990 J.l45.S 94.6 180.7 330.1 90.1 2tU 142.0 

-_.-

I) Arter 1915 IOarls to fifllil)Cial instiwtionsexcluded to avoid double counting of flows. 

Source: Statistical Servw:, Abstract (If Stalislies 
Central Bank of Barbados, Arutual Statistical Digcst 

Total 

In"" 
12.7 
17.0 
40.4 
59.8 

173.8 
331.6 
720.9 

J.250,3 
2,011.0 

ew 
Del 

,cy/ 
,~ 

.8 

.9 

.0 

.2 
8 
6 
I 
3 
2 

Lo",,/ 
Deposits 

38.4 
3LS 
66.7 
66 .• 
87.4 
al.5 
85.7 
93.8 
85.9 



-.... -
Table 7 

Barbados 
Moneliii)' Commercial SillVlngs Trust 
Atlthorities Banks BW Companies 

1946 I.S 20,3 
1950 L3 24.4 

HISS 4.6 40.3 14.2 
1900 '.3 5Ll! 19~3 

1965 12,2 81.1 \9.4 

197IJ 31.4 240.9 23.9 
1975 121.0 450,9 l6~3 225 

1980 255.1 883.8 78,2 

1985 498.9 1,410.2 167.9 

1990 64Ll 2,180A 383.4 

.. -

Source: Aoo.1racl of Statistics. Barbados StatistiCal Service 

Annual Stalistic~l Digest, Central Bank of BarlJados 
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Assets of Flnancia! imtirutions 

w 

Lo<aJ 
As.~!5 

Finance SlAB! Insurance 
BMFC BOD BNB~AD Companies NlS 

I.. 
1.1 1.5 2~O 10.2 

. 14.7 13.8 6.4 50.1 74.4 
14,7 33.6 43.4 43.1l 140.1 18t.8 
34.1 57,3 i06.4 126.5 :lOO.S 362.5 

58.0 9.t.O 11 13.S 117.3 511.0 513.2 

.. 
[!; 

r 
if 
l 

" 
II 
;;: 

i 

~ 

Total 

21.8 
25.7 
59.1 
76.4 

112.7 
321.6 
189.8 

1,673.7 
3,064.0 
4,672,1 



Bonds Outstanding 

Treasury D,h,m""", Savings Oov't i 

Bills Treasury Notes Bonds Guaranteed I 

1960 o.a. 12.1 : - . 
1%5 1.5 16.0 -
1910 M : 29.0 -
1915 56.9 82.4 -
1980 164.2 l30,Q : t5.9 I 
1985 405.0 t54.7 6.' 67.9 I 
1990 506.2 , 341.2 34.6 101.3 II 

i 

Source: Central Bank of Barbados. Annual S[atistical Digest 

! 
Total OaifllS Claims/GOP 

12.1 10.l 
l7.5 13.3 
35.0 10.9 : 

139.3 i9.9 
3IO.7 20.9 
634.5 2>.' 
983.3 32.0 

I 
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Period 

STOCK MARKET A~rrvrrv 
Trnnsaetions Details: June .9S7 ~ December 1992 

Number of 
Transactions 

i Volume (,000) I 

Shares Shares Transactions 
Closing 
Indo, 

Ordina!)' I Preference Value uf AU 

~ ________ ~ ________ ~ _______ :L-- ____ ~~(~.D~S~S~·~~)~ ____ ~ 

! JUIl.-Dec. 1987 453 1,506 31 3,564 
Jan.~Dec. 1988 385 1.466 14 4,161 
lan,·Occ.1989 441 2.111 9 6,425 

i Jan.·Dec. 1990 410 3,728 47 10.143 
I Jan.-Dec. 1991 634 7.199 g 18.272 
I Jan.·Dec. 1992 242 1.885 13 4.799 

Securities Ex,change of Barbados 

N.A. No! l\vaUable 

1.000.00 
n.a. 

L26S.15 
1,205.95 
1.319.25 
1,099.13 



Interest Rate:; Inflatipn and Reserve Ratios FINANC(AJ. SECTOR INDICATORS 1947~90 

[965 1970 1975 lOl!() I [985 [990 
OIlS FIR NIR 

Cash ReselVe 6.0 8.0 ! 8.0 S,O 
Government Securities . 9,0 17.0 19.0 22,0 , 
Savtngs Deposit Rate 3,0 4,5 7,0 

50 I 4,0 ,.5 
"""'tw, . . 7.5 7,0 13.0 13.5 
Treasury Bm Rate n.a. 7,[ 4,0 6,2 4,. S,[ 
Inflation n.3. 7,8 20,3 14.4 3.9 3.[ 

1947 0.47 ·0.01 

19S<l 0,47 0,12 

195$ 0," .0," 

,"" 0," 4),OS 

"., 0.71 0.07 

SourC<!: Centrnl Bank of Barhados, Annual Stadstical Digest '910 1.)1 0.03 

"" 1.12' 0.10 

,"'" 1.12 ~.ll 

"" 1.40 O,[), 

'990 

I 
1.57 G.t:): 
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