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Externg] Influences, Balance of Pavments Developments

and Economic Responses_in Barbados. 1380-1990
Introduction

During the 1980s, vulnerabiliity to external snocks continued to

challenge the imagination of economic managers 1in Barbados.

Despite the growing importance of the non-traded sectors, the
country's economic structure remained highly open by conventional

measures. For example,

the ratio of merchandise trade ta GDP

averaged 118.0 between 1980 and 1990, aithough it fell from 142.2
at the beginning of the period to 100.8 at the end. By 1990, the

traditional export sectors - sugar, tourism and manufacturing -

accounted for 19.7% of GDP, compared to 30.1% a decade earlier.

However, off-shore finance and data processing gained ground and

patterns of communications, business and travel were much more in

line with international trends than previousiy.

Between 1980 and 1990 external shocks impacted on the Barbados

economy in a variety of ways. Firstly, one can distinguisih between

the direct and indirect effects on the economy. The direct {or
first order) effects are entirely bevond the controi of domestic
agents. They inciude the impact of external influences on:

1. Foreign Reserves (e.g. through a rise in import prices)




2, Debt servicing (e.g. wnen a fall in the vaiue of the U5, and
thus the Barbados, dollar necessitated a larger sacrifice of
US dollar reserves to service outstanding externai debts

denominated in pounds steriing or Japanese ven}; ang

3. The public finances (e.g. the effect on Government revenues of

changes in the value of imports),

Direct effects in turn resulted in indirect effects or active

policy responses. The latter group includes:

1. Discretionary monetary and fiscal policy (e.g. the 1981
mini-budget or adjustments to credit conditions);

2. Supply responses, i.e. adjustments to output leveis 1in
key sectors (e.g. low sugar prices for much of the 1980s
resulted

in a reduction in the acreage planted in

sugarcane); and

3. Foreign horrowing to protect the balance of payments.

Secondly, it is possible to identify both positive and negative

influences, although it may be argued that the latter type

predominated {see Holder and Prescod, 1988).

In a recent study, Tanzi (1989) has identified the major exogenous

influences confronting aeveiaping countries in the 1980s as changes
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in import (especially petroleum) prices, interest rates, expo
earnings, and the availability of foreign finance (both forei
investment and grants). MHowever, not all develoning countries we
affected in the same way by these factors and Tanzi's list is n
comprehensive. As we shall show, in analysing the Barbaai
experience it is necessary to include changes in exchange rates a

arrangements for settling regional trade payments, in particule

This paper describes the nexus between external influences, f
palance of payments (BOP) and economic policy in Barbados dur
the 1980s. First, we show that external and BOP developments fi
into two distinct periods, and highlight the influences at hoth

regional and non-regional levels, Thereafter, we analyse

impact of these influences on the Barbadian economy, indicat
whether they were negative or positive and the macroeconomic ol

responses they elicited. The paper ends with some observations

the implications of deveiopments in the 1980s for future noiic

Overview

At the giobal levei, the Tirst few years of the 1980s started
economic recession. but strong growth was evident for the res
the decade.

In Barbados, where foreign exchange earnings



sugar, tourism and manufacturing drive so much of economic

activity, it is no surprise that the trend in reai economic growth

Toliowed very closely the pattern observed in the industrial

economies.

Callendar 1980 was the last of five years in which real GDP in

Barbados grew, on average, by just over 5% per annum.
and 1983,

Between 1981

under the influence of international recession, the

Barbados economy declined at an average rate of 2.1% per annum.
“voorts of goods and net invisible earnings which had grown on

average by 24.3% per annum between 1976 and 1980, expanded by &

mere 5.2% during the following tiennium. The slowdown in foreign

exchange earnings curtailed activity in the non-traded sectors,
with significant declines recorded for construction, and wholesale

and retail trade, in particular. Year-end unemplovment rose from

11.4% in 1980 to 15.8% in 1983.

As foreign exchange receipts stagnated,

the externai current

account balance moved from -3.5 % of GDP in 1980 to -14.7% a year

later and averaged -8.3% between 1981 and 1983. Although long-term

capital flows were heaithy, on the strength of substantial inflows

for Government and the public utilities, the overail balance of
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paymenis registered an annual average deficit of $17.0 miliion. It
was only because of access to resources from the IMF that there was

a rise in foreiagn reserves of about $20.0 miilion per year,

From 1984 to 1989, real GDP in Barbados recovered, expanaing on

average by 3.2 % per annum. However, more importantly, the growth

was not export-led as in the 1976 to 1980 boom, with only fourism

among the traded sectors achieving any gains. Major contributions

came from sectors which are import-using (especially comstruction
and wholesale and retail activity), thus reducing the country’s

ability to improve its foreign exchange position. Consequently,

the annual growth

in earnings from domestic exports and net
invisibles during this period (3.1%) was even slower than during

the recessionary years.

The sluggishness in foreign exchange

earnings put a brake on job creation for most of the period and the

only gains in employment came through fiscal expansion in 1989 and

1990.

Under the impact of extremely sluggish imperts durina this period

the current account balance improved {averaging -0.9% of GDP

annualiy). However, with the sharp reduction in export earnings

and long term capital infiows, as well as the illjquidity of a




targe portion of official reserves, the external accounts remained

under tremendous pressure. The situation was compounded late in

the period by repayment of the loan secured from the IMF in 1982.

A cursory look at the externail accounts would tena to indicate that

the BOP was unequivocally strondger during the second sub-period

than during the first. The current account strengthened

significantly during the second phase, recording surpluses in 1984,
1985 and 1988 and the overall BOP registered a small surplus, on

average, compared to the deficit position during 1981 to 1983,

However, closer examination reveals that the improved current

account situation from 1984 onwards was due more to the stagnation

of imports than to any growth in export earnings. This was in

stark contrast to the experience during the economic upturn of 1976

to 1980 when a sharp rise in exports led to a steady deciine in the

current account deficit. Moreover, after 1983 there was much more

foreign borrowing

for BCP support than previousiy. The debt

service ratio rose from 8.5% to 23.1% of exports of goods and

sarvices during these years.

Accordingly, the 1984 to 1990 period represented the first time on

record that economic expansion did not ‘eas to & sustained
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autonomous rise in foreign exchange earnings (as opposed to forei
exchange reserves, which include borrowed resources). Receipis fr
domestic exporis and net invisibles trebled between 1976 and 198

but were only 10% higher in 1989 than in 1984.

Sub-Peri 1
During the first sub-period the major external influences on 1

Barbados economy were economic recession in the industrs

countries, high interest rates, exchange rate developments and °

collapse of the CMCF.
(a)Extra-Reaional Develgpments
Between 1980 and 1983, the major industrial economies experien

strong inflationary tendencies and large fiscal and exter

imbalances. A1l of these were related in some way io the virt

doubling of o0il prices which had occurred in 1979. ccong

management was confusing to say the least.

Tighter monet

policies (an anti-infiationary stance) led to & steaay rise
short-term interest rates and economic contraction. At the

time, fiscal policy was expansionary and it is estimated °

crowding out, measured by the percentage of private sector sav
going to Government,

amounted to 17% and 23% in 1981 and 1

respectively. The large deficits helped to sustain inflation



high interest rates, which reached record leveis during this

period.

(b)Regignal developmentis

Intra-regional trade settlements and exchange rate movements were
the main influences at the Caricom level. The haiance of payments
difficulties facing Jamaica and Guyana made it increasingly more
difficult for those countries to pay for Barbadian exports. In
1983, the regional payments problem came to a head when it was no

longer feasible tc raise the credit limits under the Caricom

Muitilateral Clearing Facility (CMCF). The Facility was suspended,

confronting Barbados with a shock which influenced BOP management

for the rest of the decade.

The economic difficulities faced by Jamaica ana Guyana resuited in

the non-convertibiiity of the their currencies and stabiiisation

programmes with the IMF.

The conditionaiity for access to

resources from the IMF required these countries to pursue & series

of devaluatiens. " As a result, between 1980 and 1983 the Jamaica

and Guyana dollars depreciated,

on average, by 7.3% and 16.4%,

respectiveiy against the Barbadian currency.
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(c) Direct effects of the External Influences

With respect to sugar earnings, external intluences were not &s

significant as domestic deveiopments. Receipts Trom the sale of

sugar and melasses Tell from over $117 miliion in 1980 to 344.6

million in 1983. While the average export price of sugar fetl 10.5%

below the figure in 1980, the main source of the fall in sugar
receipts was local production, 'which declined one third to

historically low levels.

Conversely, external factors (mainiy negative) largely determined

the trend in fourism receipts.

The world economic recession
affected tourism through falling disposable incomes abroad, a
disruption in air services,

and failing tour operators. Gross

spending by tourists stagnated during the period: the majer reason
for this was declining visitor arrivals, which- fell by an annual
average of 3.4% . Although hoteliers gave heavy discounts to tour

operators there was some compensating increase in the costs of

ancillary services.

Manufactured exports remained strong. CQutput of the major items

sold outside Caricom (electronic components and ctothing} was smail

in relation to worid requirements. In addition, sales of electronic




components also benefitted from the innovations which were taking

place in the computer industry. Consequently, despite ~iabal

recession, the demand for these items was buoyant. with exports of

ctothing peaking at $70.4 million in 1983.

The coliapse of the CMCF in 1983 was the proverbial straw that

broke the camel’'s back. To begin with, it placed additional

.ressure on foreign reserves, since at the time of the Facitity's
demise, its liabilities to Barbados ($120.1 miilion) were equal to
a little over half the country's foreign reserves, MWoreover, the

demise of the C(MCF forced a return

to bi-lateral trading

arrangements, thus

putting a brake on the growth of regional
trade. The country’'s balance of payments was also compromised by
the devaluations undertaken by Jamaica and Guyana which made

Barbadian exports uncompetitive in the region. Exports to Caricom

which had risen on average by 32.5% per annum between 1978 and

1980, rose only 12_3% during the following triennium.

The value of retained imports grew by oniy 7% per annum, less than
one half of the annual average rate between 1976 and 1980. This
deveiopment was facilitated by sluggish import prices, whilh grew

by a mere 2% per annum (compared to 7.7% in the eariier perjod) and
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by a mere 2% per annum {compared to 7.7% in the earlier period} an

the strength of the Barbados dollar. However, the appreciation o

the Barbados dollar against the pound steriing and the Europea

Currency Unit (ECYU) depressed the average export price of sugar

which 1is denominated in ECUs and may also hnave discourage

prospective UK tourists.

The immediate effects of the high interest rates which wer

prevailing in the méjor financial centres was on the capit:

account of the BOP. By 1980 the very attractive foreign depos

rates (6 month CDs in the US reached 17.74% at the end of Marc
1980) had already been fuelling speculative capital outflows.

that year net errors and omissions on the BOP - a rough measure
unidentified short-term capital movements - were negative for t

first timeron-record. Interest-rates abroad remained higch {thou

lower} throughout 1981 and unidentified capital outflows gr
almost ten-fold. During 1982 foreign rates deciined to a lev
which made speculation less attractive, and, in that year and t

next, the errors were positive and more stable.

The high interest rates during <this period coincided with

significant rise in foreign forrowing by public utility companis



Between 1981 and 1983 those enterprises borrowed some $138 million

{0 expand services, accommodate more sophisticated <consumer

patterns and make their operations cost-effactive

more (see
Codrington [1987 pp 22 and 26] for a discussion). The interest
payments on

these loans

led to a sharp deterioration in the
{already negative) balance on investment income, from $16.9 miilion

in 1980 to $49.2 million in 1983.

The decliine in foreign exchange earnings had impiications for the
pubiic finances. Tax revenue expanded by a mere 8.9% per annum
between fiscal 1981/82 and fiscal 1983/84, compared to an average

of 17.2% in the five fiscal years immediately preceding. As a

resuit of the recession,

domestic demand moderated causing

orofitability and company taxes to stagnate and, with siuggish

«mports of consumer-durables, import dutjes hardiy rose at ail. In

addition, weak tourist arrivals

helped to depress hotel and

restaurant sales taxes.

The Poli Respons

From eariy in 1980 it was ciear that the BOP had deteriorated since

the previous year. During the third quarter of 1980 the Central

Bank had to make a first small ($10 mil " , _C-a..ag Trom iis
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short-term credit Tines. However in 1981, <here was an

unprecedented fall in reserves for the first half o7 the vyear.
Accordingly, drawings on credit lines were intensified and reached

%58 million by year—end. This was suppiemented by Government

barrowing of %60 million in the Eurodollar market ana inflows of

$10 million from the Trinidad and Tobago and Venezuela 0il

Facilities.

The pressure on reserves was majntained through 1982, which was a
more difficult year. In the first six months of 1982 the Central

Bank lost $42 million in foreign reserves.

As a result, the

Government negotiated a Stand-by Arrangemeht and Compensatory
Financing with the IMF which provided $ 81.5 in medium term credit

over the next two years. Again, some smailler  amounts were

obtained from-the-oil faciltities.

Apart from efforts to increase the stock of Tforeign exchange

holdings, the- official response also included attempts to reduce

aggregate demand. Late in 1980 when it was ciear that economic

growth in industrial countries was slowina, the Central Bank

started to adopt defensive positions. The Bank introduced measures




to control credit, recognizing its critical role in an open economy

with a fixed exchange rate and a high consumption of foreign gooas.

Commercial osank creait Tor home improvements and mortgages

-“+racted stricter conaitions and a freeze was imposed on Tenaing

.0 the personal sector. As the recession deepened in 1981, the

Central Bank moved to reduce instalment credit by limiting the

ameunt oufstanding, shertening maturities and increasing down-

payments. Efforts were also made to bank

ligquidity by raising the discount rate and the cash reserve

Timit commercial

requirements.

Interest rates were raised during this phase, partily in keeping
with the orthodoxy which promotes higher rates to encourage savings
and reduce aggregate demand during a period of weakening paiance of

payments. However,

in the face of evidence which suggests that
savings deposits in Barbados are interest-ineiastic {see Worreil
and Prescaod, 1982), higher interest rates during this period were

useful in protecting the BOP through another avenue. The increases

removed some of the incentive for capital fiight by ensuring that

the differential betiween local ana foreign rates did not, ior too
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ittle tendency to fall,

Jong, exceed a critical Jevel (Codrington [1985, p.50]

suggested a differential of around 2 percentage points).

During 1981, the rate on savings deposits was raised in Marcn

2 percentage points) and in December (by 0.75 of a percem
point} te finish the year &t 8.0%, a rate that held until Septen

1982. This action, at a time when interest rates abroad she

helped to reduce the interest
differential from 11.85 percentage points at end-1980 to

percentage points a year later,

The weakness in the public finances was not tackied as decisi
as the BOP problem, since it would appear that the 1ink between

external and fiscal accounts was not readily aopreciatec.

According to Tanzi (1989 p.105-106), developing countries v

public revenues increase because of higher foreign receints ust

take one of three courses of action. One option is 10 conside

increase a temporary windfall which can be used to amortize de

accumulate foreign asseis. Another, more popuiar, possidili-

tp expand public investment. However, the most frequently

option is to increase pubiic spending and transfers; so that



the BOP inevitably weakens, the country is tied to

patterns and leveis of spending that are aifficult :z change

without resorting to foreign loans. This 1ast option best

describes fiscal policy in Barbados during the eariier part of the

period.

On the strength of the good growth in revenues in the fivé years to

end of fiscal year 1980/81, Government had embarked during

the lTate 1970s on an extremely expansionist policy. Consequently,

despite poor revenue collections during the period under review,
bouyant expenditure pushed the fiscal deficit in 1981 to 10.5% of

GDP, the highest on record. Browne and Scott (1989) writing about

the South Pacific countries describe a

similar siowness 1in

adjusting to falling terms of trade and reai incomes in Fiji,

Papua-New- Guinea and Western Samoa. Worreil

{1981) notes that
fiscal expansion was the response to the external sector crisis in

Barbados during 1973/74.

Under the influence of the IMF stabilisation programme of 1982-

1984, greater fiscal discipline was achieved. This programme

placed certain 1imits on banking system creai1t 1o Government and on

its short and medium term foreign borrowing. Juring 1982 ana 1983,

153

in the face of sharp cuts in expenditure, the fiscal deficit as a

percentage of GDP fell to an average of just above 5%.

2. 1934 To 1990

During this sub-period, the Barbadian economy was mainiy atfected

by economic recovery abroad, the debt crisis,

exchange rate
instability (especial]y at the regional level) and the recession

and payments difficulties in Caricom.

{a) Extra-Regional Develgpments
The period from 1984 to the end of the decade constituted the

longest peacetime expansion on record for industrial economies.

Inflation was brought under control and, by early 1984, was on

average, the lowest in 15 years; in 1984 too, the strongest output

growth in a decade was ‘achieved. These factors allowed some-easing

of monetary policy and, by mid-1985, short-terminterest rates had

fallen to their lowest leveis since the Tate 1970s.

Some of the Iimpetus for lower interest rates came from more

disciplined fiscal poiicies, especially in the US, where the Gramm-

Rudman-Hollings Act of December 1985 held out prospects for a lower




fiscal deficit. The stock market crash of 1986, also put downward

pressure on interest rates.

From the viewpoint of the Barbadian economy, renewea growth and
falling interest rates were all positive trenas. but this latter

period was distinguished by a number of disturbing developments as

well. One was the failure of some major horrowers among the

*loping countries to repay debts on schedule. The debt crisis

threatened the survival and integrity of the international

financial system and set up sharp antogonisms between debtors,

creditors and the IFIs. More important, this development made it

more difficult for most developing countries to tap traditional

sources of capital, despite the dramatic fall in interest rates.

Another was exchange rate instability, a resuit of tie arowing

tendency towards uncoordinated macroecocnomic policies amona the

industrial countries. For example, while the US was beset by iarge

fiscal and external imbalances,

Japan and West Germany enjoyed

surpluses. Exchange rate instability played havoc with the trade,

investment and debt profiles of many countries.
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b) Regional Developments

There were two major regional influences which affected the B
during this period. First, for most of the time the more devéiop
economies were struggling to grow and maintain adequate forei
exchange levelis. Jamaica's economy was weak eariy in the peri
but recovered from 1986 onward, while the Trinidad and Tobg

economy was in recession between 1984 and 1989. The forei

exchange shortage in Trinidad and Tobago forced the authorities
institute import licensing for Caricom products, especially dur
the earlier part of the review period. Guyana registered mod
growth every year except 1988, but this did not transiate into

significant rise in foreign exchange earnings.

The second influence,

which was related to the first, was

continued.fall in the value.ef regional currencies. This resul
from a heavy reliance on Stand-by arrangements with the IMF wr
continued to emphasise exchange rate policy. Jamaica experimer
with an auction system, outright devaluation and a Tloat but
exchange rate against the US dollar fell by 45.1% between 1984
end-1990. A series of devaiuations (particulariy in 1987, 1989

1990) depressed the Guyana doilar by about 90.4% and affer th



d=valuations of 1985 and 1988 the Trinidad and Tobago currency was

worth 43% less than in 1984.

cl Dir ff of the External Influences

With the recovery in spending power in the tourism markets. iong-

stay tourist arrivals rose by one quarter and gross expenditure

nearly doubled. Along with the growth in arrivais, there were some

gains in hotel bed and room occupancy rates, even though average
2gth of stagnated. Other nositive external influences on tourism
included the appreciation of sterling in 1986 and 1988 as well as

increased air capacity from some destinations in 1987.

Again during this period external factors did not have as serious

an effect as domestic facters on the sugar industry. Although the

dverage export price of sugar rose from $748 to 31004 .per tonne,

sugar receipts fell from %66 million to 3557.8 miilian. The

reduction in earnings was a result of a fall in production of some

34,000 tonnes. Higher export prices stiti couid not cover

production costs and there was a steady decline in acreage under

cultivation from 14,000 hectares in 1984 to 10,500 hectares by
1990. '
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The index of manufacturing output rose only marginaily in this

period and manufactured exports fell from $5i8 miilion in 1984 to

§186 million in 1990. A major external

influence in this regard
was the growing uncompetitiveness of manufacturing wnhich resuited
largely from currency devaiuations in other developing countries
which were also seeking to attract foreign This

affected the electronic sub-secter, in particular, leading to the

investment.

closure of several firms, notably the US giant Intel, in 1986,

(Intel's departure is estimated to have cost the country 950 jobs).

Developments in the region also had an impact on domestic exports.

In the larger countries,

economic stagnation iransiated into
reduced spending power and the frequent devaluations made Barbadian
products less price-competitive; this

was compounded by the

inability to revive the- regional payments arrangement: As a
result, the Tocal garment, furniture and food-processing industries
lost ground in Caricom markets. Total sales to the region Tell from
$100.5 million in 1984 to just over $53 miliion four years iater,
with exports to the Trinidad and Tobago lower by three guarters.
8y 1990, exports to Caricom had returned to their 1984 ievel, but

this recovery reflected additional saies to the OECS rather than a

recapturing of market share in the bigger territories.



External factors

largely determined the value of merchandise

imports, which rose only a little (4.4% per zrnumi in +k~ nerind.
A major influence was import prices, which were particuiariy soft

in 1985 and 1986 (when fuel prices fell dramaticaily)}, rising by

less than 1% on average. Beiween 1983 and 1985 the real effective

~vrhange rate of the US dollar, to which the Barbades doilar is
wieid, appreciated by 12.5% against a basket of major currencies. In

addition, the uncompetitiveness which resulted in the closure of

firms in the garments and electronic components sub-sectors,

sharply reduced the demand for intermediate inputs in 1986 and
1987.

Nnn-tourism services were not untouched by international

.lopments. By 1990 net inflows from transportation (through

port charges and saies OT snip stores and bunker Tuei) were one-
third of their value in 1985, The loss of traffic was a
consequence of domestic problems at the Bridgetown Port ana, mare
importantiy, the sluggishness of

imports during this period.

Receipts from passenger Tares also weakened in the wake of the
collapse of Laker Airways whose pianes were used by the nationail

carrier, Caribbean Airways.
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The high interest rates of the previous sub-period had an adver

impact on debt-servicing between 1984 and

1990, As mentior

earlier, when interest rates were high in the late 1970s and ea

- 1980s, the public utilities had noticeably increased their fore

borrowing. From around 1980 Government had also started to bor

significantly from abroad and the Central Bank had a number

foreign liabilities as well. Interest payments on these lo

reached significant proportions around the middle of the deca
hoosting outflows of portfolio investment income (mainly inter

payments) from $74 million in 1984 to $132 million in 1590,

Net capital inflows were on average much smaller than previous

After the debt c¢risis emerged Barbados (1ike several ot

developing countries} attracted very 1little private fors

investment: Net inflows of portfolio capital (loans and ea
participation below 25%) to the private sector fell from
miilion in 1984 to negative $10 million in 1989, Di

investment, by way of the establishment of branches or subsidia

and parent company loans, stagnated. Moreover, as for

exchange Tigquidity and the value of the Barbados dollar came u

increasing pressure, local importers were less incltineg to av



themselves of trade credits. As a result short term capital

inflows fell while specuilative outflows intensified.

(d)The Policy Response

In view of the savere foreign exchange liquidity problem official
pelicy concentrated more on maintaining adequate reserves (by way
of short-term initiatives on both the supply and demand sides) than

~n increasing the country’s capacity to earn foreign exchange (a

unger-term supply-side undertaking).

With regard to the former objective, a major line of attack wes

foreign borrowing. Government raised several large ioans in the

lapanese and Euro-dollar markets which went to meet foreign debt
-wyments. Here again the exchange rate had implications for future
repayment; These horrowings were being udndertaken wnen the
Barbados dollar was weakening substantially against the Yen and the

Sterling by 53.7% and 37.4%, respectively, between 1985 and 1988.

So acute was the liquidity problem that short-term borrowing for

balance of payments support had to be intensified and a number of

new credit Tines neqotiated. These balances rose from 525 million

in December 1984 to almest $123 million at the end of 1990.
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Repayment of these borrowings constituted a first call on available
reserves and very often had to be refinanced in order to maintain

an adequate levei of foreign exchange. Attempts were also mage to

revive the CMCF in order to reduce the outstanding iiabiiities to
Barbados and to facilitate the repatriation of import proceeas Trom

neighbouring territories.

The situation forced the Central Bank to maintain a tight monetary

stance in order to contain import demand. Strict limits were kept

on credit to the distributive and personal sectors and, especially
on consumer instalment credit after the appreciation of the

Japanese yen in 1986. 1In view of this, the average loan rate which

was 11.9% at the end of 1983, fell onily marginally to a low of
10.2% in the middle of the decade before rising to 12.1% at the end
of 1990. The discount Tate on short term loans to commerciai banks

was reduced by one half to 8% between 1983 and 1988 and then
increased to 13.5% by end-1390.

The effort to sirengthen the productive side of the economy
resulted mainly in the vigorous promotion of international business
services, particulariy through the provision of more attractive

taxation arrangements. In addition, the Central Bank made credit



more accessible for small businesses and exporters by way of iis

special credit schemes. The Bank intensified its short-term

iending to the sugar industry and helped to

sirengthen t{he

financial position of firms in manufacturing ana the notei sector,

a first sub-period, fiscal policy made an (albeit late)
accomodation to monetary policy in order to solve the BOP crisis.
However, between 1984 and 1990 the underlying weakness in the BOP

was masked by the ease with which the country could access foreign

funds. Accordingly, although revenues were sluggish for most of

the period, fiscal policy was extremely expansionary, again
displaying the slow accommodation to a worsening BOP described by
Tanzi. The fiscal deficit as a percentage of GDP averaged 5.7% per

annum between 1986 and 1988, and reached 8.2% in 1990. The ranid
-=pvh in Government expenditure led to heavier reliance on Central

.inancing late in the period, when net foreign financing was

on the decline.

Summary

The major adverse external influences which aifected the Barbados

economy during the 1980s were weak demand in .uuwo.Tia: countries,

the coiiapse of the CMCF, hign interest rates, unsiable excnange
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rates and the fallout from the debt crisis. Positive influen

were mainly the recovery in economic growth in the industrial wo
in the Jjatter part of the decade and comparativeiy Tow 1imp

prices.

External shocks impacted differently on the various traded g¢

sectors. World demand and exchange rate trends played a part

determining the fortunes of tourism. a steep fall

However,
production levels was the major determinant of the decline

export earnings from sugar. Manufactured output and exports '

affected by relative price changes in the region and abroad.

import prices helped to moderate the value of retained import

At no time during the decade was the BOP free Trom pressure and
coilapse of the CMCF dealt a significant blow to the couni

ability to manage The weakened re:

its foreign reserves.
position necessitated official short and medium term 80P sup
but the resulting debt service further compounded the iiau

problems. Other attempts at adjustment concentrated main

demand management poticies which contained credit expan

efforts to stimuiate the supply side were half-hearted and

little fruit. During the second sub-period, there emer:



disastrous divergence between monetary and fiscal pelicy which

helped to weaken the BOP further.

What lessons can we learn from the experiences o7 the 1980s?

For one we need to move decisively on the issue of export

wsification, During the 1980s too much still depended on a few

activities which were largely sensitive to the North Atlantic

business cycle. This situation requires serious attempts to

increase the overall range of exportables, paying due regard to the
cost and quality of production as well as the role of marketing.
The events of the 1980s, certainly as they affected manufacturing,

confirm the need to move away from production for the low end of

the market (where we cannot compete)

inte more high dincome

activity.

There should be a national strategy for each of the major traded
goods sectors; they are too important in the scheme of £hinds to be

jeft to the vagaries of the market. For exampie, there was clearly

no definitive poliicy on sugar production during the 1980s and
hindsight has taught that sugar could have earned more foreign

exchange if there had been more of it to export. During the last

decade, the opportunity costs of sugar production continuea to be
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additional housing developments and shopping malls, activities

which contribute to a depletion of foreign reserves.

It is also necessary, whenever possiblie, to think througn official
responses to external shocks. For exampie when Toreign borrowing is
contemplated all of the implications should be considered very

carefully. These would

include some appraisal of the future
effects of the maturity and interest rate structure on the BOP as

weil as any exchange rate expectations. The need to guard against
making inappropriate responses is particularly crucial when the
shock is favourable - higher export prices for example. In such an
event there is always a temptation to rapidly expand Government
spending thus quickly offsetting most of the original gains. The
experience of Trinidad and Toﬁégo during the 1970s shouid teachn us,
at least, that favourable-external shocks do not necessarily make

the task of economic management any easier than adverse ones.
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