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Three Decades of Forelgn Investment in the
Barbadian Private Sector
1956-198%

Introduction \

Developlng countrles depend heavily on forelgn capltal
to supplement domestic savings. But the contribution of foreign
Investment to economle development depends on the economic acti-
vity to which 1t is applied. Poor countries prefer forelgn
capltal to flow into activlites which are most likely to boost
their productive capaclty. This 1s atl the more important
because current foreign investment will necessitate future
outfiows of linvestment Income. A sectoral analysis of private
forelgn capital, the main task of this paper, 1s therefore an

important plank of development policy.

In the next section we first show how the distribution
of forelgn capital has impilcatlons for the balance of payments
and government policy. Then we explain that the pattern of
distributicn with respect to forelgn investment and ocutflows of
investment income since 1956 was determined by structural
economlc changes. Sectlon two attempts an explanation of this
distribution by an analysis of forelgn Investment inflows for
each of the leading capltal-importing sectors. Conclusions and

policy implications foliow.

56

Sectlon 1

Private long-term forelgn capltal has direct and
portfollo components.l Direct investment takes place when the
investor atfempts to secure or maintain total or substantial
control of the enterprisez; the investment takes the form of
equity capital, retalned earnings and loans from the parent
company. Direct investment may, in addltion, 1nvolve the
transfer of technology, management resocurces and marketing
enterprise. Portfolio investment, on the other hand, assumes no
attempt at control on the part of the investor. This type of
inflow inecludes long-term loans and purchases of corporate bonds,

of ferlng the Investor long-term returns and risk-diversificatlon

wlthout the attendent problem of management.

Direct and portfolio-investment may have quite differing
Implicatlions for a country's payments position. A large portion
of direct 1nvestment 1s equlty which c¢alls forth payments of
investment Income only when earnings are made. Retalned
earnings, moreover, represent income accrulng to the lnvestor
which 1s reinvested in the host economy with no net lmmediate
effect on the balance of payments. Loans, the largest component
of portfolio investment, requlre regular payments to be made in
the form of 1nterest; thls shows up as an outflow of investment

Income on the balance of payments, Therefore, the dlstribution

of a country's external liabllitlies between equlty (direct



investment) and debt (portfollo 1irnvestment) can slgnificantiy
affeet 1ts vulnerability to unantieipated changes 1n economle

condltions,

Before_1980 observers in Barbados never fully
appreclated the implications of private foreign capltal for the
external amcecount. Loecal interest in forelgn capital was largely
confineq to its abllity to finance the current deficit. As long
as there were enough receipts from services to keep the current
deficlt at a manageable level no importance was attached to how
the 1link between the distributlon of capital inflows and the
resulting outflows of investment income affected external

balance,

After 1980 things changed, Between 1981 and 1984 the
economy experlenced the most sustained recession on record
falling cumulatively by 2.9%. The downturn was partlculariy
harsh on the export sectors and put severe constralnts on
avallable forelgn exchange. The current account defilcit
averaged $102.5 millon per annum compared to an average of $72.3
million between 1977 and 1980. In addition the bankruptey of the
Carlcom Multilateral Clearing Facllity early in 1983 effectively
froze over 60% of the country's reserves. It was during this
period, when the external sector was so vulnerable that there
were adverse shlfts in the distributlon of private foreign

capltal and investment income.
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It 1s now qulte evlident that there were two sets of
conslderations which Influenced the declision of the Central Bank

to undertake short-term borrowing from 1980 and to tap the credit

facilities of the International Monetary Fund 1n 1982. The

decline 1in forelgn exchange earnlngs 1s documented above; little
has been sald about Sthe shift In the composition of forelgn

investment in the private sector and what is portended.

(a) Foreilgn Investment in the Private Sector

Prior to 1970 detalls on Inflows of private foreign
capltal 1s limited to a few years, The only rellable data-
available on a continucus basls since 1956 concerns reglstrations
of Inflows of foreign capital by the monetary autherlty, first
the Ministry of Finance and later the Central Bank. The
usefulness of this data is llmilted, since registrafions of
foreign capital may occur abt any time after 1% 1s actually in the
country. But the informatlon does allow some assessment of the
trend and bread dlstribution of these flows. The data on
reglstratlions reveals three distinct periods of growth - 1956 to
1967, 1968 to 1979 and 1980 onward. The available statistics
on actual foreign capital Inflows correspond roughly to the
trend -In reglstrations, failing Into three periocds, each

separated by structural economic changes.

During the first perlod the economy was still totally
dominated by sugar both with respect to 1ts contributlon to Gross

Domestlc Product and its share of domestlc exports. Sugar



attracted no forign finance, if anything, the forelgn
partieipation in the industry was on the decline. Other private
sector activitles, malnly tourism, manufacturing and
distribution attracted small amounts of capital, Watson [197#4 p.
17] notes that forelgn investment 1n 1955-1957 averaged %3
million per annum, rising to $10.1 milllon yearly by the
mld-nineteen sixties. These early flows were mainly direct
investment related to the establishment of branches and
subsldiarles; market loans did not achlieve significance untll
muech later. Reglstratlons of private forelgn capltal averaged
$1.1 mlllion annually, with direct investment in real estate,

aceounting for B4E of the total.

In the next phase, 198 to 1979, foreign capital for the
private sector grew rapldly. Balance of payments data shows that
net inflows averaged $26.7 million per annum between 1970 and
1979. Average annual registrations reached $17.2 million, over

15 times the number 1n the previous phase. Thls perlod was

characterised by the‘decline of sugar and its replacement as the
major export aetivity and income generator by manufacturing and
tourism, These two sectors expanded swlftly, stimulating the
development of non-traded activities and providing potential
investors with a much wider rﬁnge of possilible ventures, Direct
investment stlll dominated inflows, accounting for
three-quarters of the total, but portfolio capital was galning
in importance. The direct investment now comprlsed malnly loans
from the parent companies, with equal amounts from branch

investments and retalned earnings. Registratlon data
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corroborates this trend, showing that the share of direct

investment fell significantly.

From 1980 onwardé foreign capltal inflows assumed
masslve propositions, averaging $53.3 million per annum. The
non-traded sectors were now generating most of the natlonal
income. Rising disposable incomes brought higher living
standards and stimulated a strong demand for energy,
sophisticated communicatlons and finaneial services; £irms

assoclated with these activitles, especlally the public

utilitles, attracted signiflcant amounts of forelgn capltal.

As the economy diversified so too did the main types of
foreign flnance. Only fourteen percent of total investment was
now direct investment. Recession in western industrial countries
deprgssed direct investment and rising capltal requilrements
forced many firms to resort to long-%term loans. Regis;rations
averaged $73.9 mililon per annum, three-quarters of whilch was

loan capital.

(b) OQutflows of Investment Income

During the period 1970 to 1984 identified outflows of
private investment income totalled $340,4 million of which dlrect
investment income accounted for slxty percent. Outflows rose
sharply eariy in the 1970s before dropping off in 1974. In that
year direct investment income - retalned earnlngs, branch profits

and dividends fell 1in response to the downturn in economle



activity. The manufacturing and distributive sectors which had
absorbed substantilal forelgn investment declined in real terms by
4.7% ana 4.83, respectlvely. 1In 1975 even though economic

activity fell furthef, manufacturing and tourism recorded'enough

growth to allow a recovery in direet investment 1income.

By the late 1970s portfolilo investment income -~ mainly
loan interest payments - gathered momentum and rose to 50% of
total outflows. But 1t was from 1981 onwabd that direct
investment income stagnated and portfolio riows expanded rapidly.
In this peﬁiod forelgn investment was on the dscline and the poor
performance of the manufacturing sector did not allow much growth
in Income accrulng to direct 1nvestors; As an increasing number
of firms opted for long-term loans, interest payments doubled,
fuelling a rise 1n portfolio investment income., These payments
accounted for 59% of all investment income outflows between 1981
and 1984 and had to be met desplte the severe cash flow problems

which the countby was experiencing.

Section II

{(a)} Sectoral Analysis of Foreign Investment

Even though there 1s enough data on aggregate forelgn
capital inflows since 1956 to allow some analysls 1t is only in
the last decade that detalls on the sectoral distribution have

become availlable. The statistics show that between 1977 and
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1984 foreign capital was highly concentrated 1n a few sectors.
Roughly two-fifths of the total inflows were absorbed by the public
utilities while insurance companles generated another 20%. Most

of the remainder was accounted for by oll companies (17.7%) and
manufactuﬁing (12%). Direet investment was domlnated by
manufacéuring and oil éompanies which together accounted for
86.7%. Public utilities, oll companies, insurance companles and
manufacturing generated virtually all the portfollo capltal. Some

leading sectors, notably sugar ana construction, attracted 1little

or no forelgn finance.

The tendency for forelgn capltal 1n developing
countrlies to be conceﬁtrated in relatively few activities -
natural resources, manufacturing, light and power - has been
noted in a number of studies (see for example Mdddison [ 1970
Pp. 218-220]). 1In order %o understand why the dlstribution of

forelgn capltal in Barbados folilows the traditlonal pattern one

" must look more closely at the experiences of the economic sectors

themselves. '

Public Utilities

Forelgn ownership in the ﬁublic utllities predates

the start of our review perlod. A forelgn presence was

malntained durdlng the next three decades and by 1984 these
enterprises were two-thirds controlled by foreign (mainly North
American) 1interests, Already 1in 1956 the Barbados Light and

Power Company was a subsldiary of a U.K. concern. Between



1955 and 1960 the company raised $4.2 million in London from the
Colonlal Development Corporatlion; these funds went towards the
purchase of a new diesel generator and generally helped to
enlaprge capaclty and increase distribution. In this early perlod
the stock of the Telephone Cempany was largely under the control
of a loecal holding company which provided most of 1ts current
financing, GContinental Telephone of Canada acqulred majority
control of the firm in 1966 and between that year and 1974

provided all of 1ts Investment funds,

Sustained inflows of forelgn capltal for these concerns
started 1n 1967. TFor the next twelve years the publle utllities
borrowed $72 million or $5.6 million yearly. Barbados Light &
Power Company purchased generating, distribution and sub-station
egqulpment. Three quarters of thls company's funds were ralsed 1in
the U.K., with the rest coming from North America. The Telephone
Company built a new Headquarters, expanded services in the rural
districts and retired some local debts. At first finance was
provided by the parent company but as the 1970s progressed for
the first time the company tapped market sources 1In Canada and

the U.S.

A lot of the expanslon undertaken by these firms at
that time resulted from the 1ncreasea demand for services from
both residential and commercial users. Thils perlod 1is described
by Nurse [1983 p. 31] as the latest phase in the subdivision

history of Barbados when durlng the years 1965 to 1977 some
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16266 new homes were constructed. Moreover, rapld economle
growth in tourism and manufacturing was placing additional

pressure on the companies' available capaclty.

Between 1980 and 1984 borrowing by the publle
utilitles tock on a magnltude which was unprecedented in the
history of Barbados. Forelgn capltal inflows totalled $193.5
million - $38.7 million per annum or 71% of all inflows In thls
period. By this time telephone and electrlelty servlices were
generally avallable to most consumers, except those in the most
remote areas of the country. The expanslon by the companies was
instead related to an upgrading of services 1n order to
accommodate more sophlsticated consumer patterns and to reduce
operating costs. Barbados Light and Power Company invested
substantial amounts in a new fuel-efficient dlesel plant and in
a project to complete rural electrification. Funds for these
projects were provided by the Swiss makers of the plant as well
as by private banks and Internatlional lending agenecles in Canada
and Europe. The Telephone Company introduced the digital
-system, direct dialling on internatlonal calls and repaid some
outstanding foreign debt which was fetching very high interest
rates, Finaneing was provided by commercial banks and other

lending institutions 1in Canada and the U.S.

Manufacturing

Forelgn investment in manufacturing started late in the 1950s

when the then Development Board started to offer 1ncentives to



forelgn investors.
nomy away from the dependence on sugar by employing the Lewls
model which had been tried in Puerto Rico. The major éttractiom
of the 1958 Pioneer Industrles Act was the seven year exemption
from taxes on profits; by 1963 this exemption had been ralsed to
ten years. This was enough to attract four firms whilch went
into econstruction and the manufacture of textlles, e¢lothlng and
food. For the next five years (1964-1968) forelgn investment in
manufacturing averaged about $900,000 per year, all direct
investment capltal. Durlng this perlod most of the funds were
for the manufacture of textlles and miscellaneous goods as well
as food processing. These activities were undertaken by almost
three-fifths of the forelgn firms which were attracted to the
country in the phase; another 12% of the firms made baslc metal

products.

Between 1957 and 1968 sugar earnings stagnated, rising
only in 1963. The efforts to diversity the economy were
intensified when 1n 1969 the Industrial Development Corporation
was set up specifiecally to attract forelgn manufacturers. In
that year, too, a ten year tax holiday was granted to
manufacturers selling thelr total output outside Caricom - the
so-called "enclave enterprises", The increased promotional
activity benefitted from the generally buoyant world economy.
Also, major strides towards reglonal integration in 1968

{Carifta] and 1972 [Carlcom] ratlonalised the whole process,

This was an early attempt to reorlent the eco-
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allowing a more efflclent use of fiscal incentives. Not
surprisingly, average forelgn Iinvestment per year grew to $1.2

mlilion between 1969 and 1972/73.

By the mid-1970s, the tax hollday was broadened to
inelude dividends and interest payments. Later Incentlves
included depreclation allowances, duty concesslons on lmports of
raw materials, machinery and equipment and the provislon of
factory space. Between 1976 and 1984 forelgn capital in
manufacturing peaked averaging about $10 million per annum;
however, towards the end of thls perlod world recesslon caused
inflows to stagnate and some caplital flight was blamed on

uncompetltlve wage rates,

Available data indicates that durlng the most recent
period 15 firms were Involved in the manufacture of electronic
components, accounting for $9.6 million in forelgn capital; $4.2
million was supplied by the 16 enterprises Inveolved 1in the
making of élothing. Chemlcals, and to a lesser extent, food,
beverages and miscellaneous manufactures attracted most of the
remalnder. By this time direct investment in manufacturing had
lost some Importance, accounting for only 57% of all Inflows.
The electronic components sub-sector attracted substantial
branch investments but alsc resorted to long-term loans. Other

major branch investments were in chemlcal production but garment

makers borrowed heavily from market sources.



The distribution pattern within the manufacturing
sector was determined by a number of factors, ZForelgn
investment was highly correlated wlth the number of enclave
firms 1n'a sectér. These enterprises requlred Central Bank
permission to borrow funds from local banks and mest of their
capltal came convenlently from abreoad. Another reason why
enclave enterprises accounted for so much of the forelgn capltal
was because of deliberate Government poliey. Whiltehall [1984,
p.9] notes that this entalled attractlng foot loose actlvitiles
which "..,.would not need to locate near the market or the source

of their raw materials",

Yt has always been said that comparativély cheap
labour is one of the major attractlons whlch third world host
countries heold for foreign investors. Not surprisingly, a large
portlon of forelgn investment in the manufacturing sector was 1n
labour-intensive activities. Cox provides data on the factor
intensitles in the manufacturing sector during the 1970s (See.
Worrell (ed) 1982 p.59). It shows that textlles, miscellaneous
manufactures, metal products and assembly type goods were émong
the more labour-intensive items; these groups accounted for
nearly 78% of total investment in manufacturing between 1976 and

1984,

There 1s some debate about the 1nfluence of industrial
incentives on foreign investors, WMost recent evidence suggests

that whlle incentlives alone may not attract investors, they
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may reinforce other features which are favourable to investment.
For example, enclave enterprises may have started cperations in
Barbados because of the llterate workforce, proximity to the
U.S., good infrastructure and so on. However, they weuld hardly
have 1gnored the faet that the ten year tax holiday extended to
these enterprises 1s the most generous for any type of foreign

investment in industry.

Based on data avallable since 1977 1t 1s possible to
make statements about the ownership pattern in the
manufacturing sector. Foreign ownership was most pronounced 1in
the metal products group, which includes electronic components,
where on average 83% of the firms had at leest 25% forelign
ownership. Other sub-sectors which‘attracted substantial
forelgn particlpation were chemlcals, furniture and textlles
which had.between 54% and 67% forelgn ownership. Gonstruction
materials and baslc metal products showed no noticeable control
by forelgners. U.S Interests were most evident in the'electronic
componenﬁ group while 1nyestors from the U.X and Europe showed
more lnterest in chemlcals., Caribbean interests were spread over
a much wider range of activities including food, beverages and

tobaceo, textiles and furniture.

Distribution

The distributlve sector was among the earliest to

attract the attentlon of foreign investors. By 1956 major



forelgh oil companiles had already esfablished branches in the
island. - For most of the time these operations were purely
distributive, with one firm operating a refinery, but during the
1970s the search for local oil started, All told, between 1977
and 1984 the oll companles generated forelgn capital inflows
totalling $75.5 million. Over 90% of these funds went towards
exploration and refining and was in the form of long-term loans
raised 1n the Unlted States. The exploration for crude oll was
prompted by govermment's desire to reduce the country's oil bill
at a time of rising oil prices and a near total dependence on
foreign crude. Those funds which went towards the distribution
of petroleum products were all continulng direct investments in
branches by thelr Head Offices. The growing lncidence of private
car ownership and the use of modern appliances raised the demand
for petroleum products and reinforced the confidence of foreign

prineipals in the local branches.

The nén—oil distributive sector alsoc has a history of
forelgn penetration which predates our review period. Most of
the early afrivals'were direct investors from the U.K., with a
small U.S5. presence; but several large regional firms came as
well., Durlng the 1960s and 1970s most direct foreign investment
in the sector came from the Middle East and the Indilan
sub-continent. 3Sinece 1977 Trinidad and Tobage, Guyana and the
U.K. have been the prime socurces of forelgn invstment in

non-oll dlstribution, In that perlod distrlbution accounted
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for a total of $6 million in forelgn capitel. Most of it was
in the form of long-ferm loans but there was stlll sizeable
participétion by parent companies. The overwhelming majorlty
of capltal was for dry-goods operations, with other measurable
amounts golng to car.dealerships and jJewellers. The data for
the last elght years indicates that between one guarter and
thirty percent of the distributlve sector have forelgn ownershlp

of at least 25%.

Touprism

The Hotel Aids Aet [1956] was the earliest attempt 1n
our period %o develop the tourdism industry. Phillips [in
Worrell (ed) 1982] indicates that this Act exempted bullding
materials and equlpment for hotels from customs dutles; 1t also
permitted a seven-year tax hollday for some establlishments
(p.112}. Watson [1974] notes that a lot of private forelgn
capltal between 1955 and 1967 was direct lnvestment in tourism.
Between 1963 aﬁd 1970 the expansion'in hotel plant was
dominated by the 25% annual growth in luxury accommodation,
which was‘largelylfareign—owned. Phiilips links the
constructlon of these large luxury establishments to the

introduction of the incentives [See Phillips op.clt., p.121].

By 1970 North Amerlcan and U.K. Interests controlled a

large proportion of the avallable capacity. Watson estimates



that forelgners controlled 42% of the tourlsm accommodatlon but
in the area of hotel accommodation, which dominated the number
of larger prooms 64% was under fopeign control, During the
19705 tourlsm benefltted especially from the expanslon in world
travel and additlional official promotlon. By thls time however
the Barbados Development Bank was increasingly providing loans
to loecals for investment in the industry. Moreover, the
emphasls shifted from providing luzury accommodation teo the
construction of apartments and apartment hotels whlch were
cheaper to erect but did not find favour wlth foreign investors.
After 1980, the economle downturn in mgjor Industprlal countries

led to a déeline in tourlst arrivals and chronlc excess capaclty.

Acecordingly, between 1977 and 1584 forelgn capital made
availlable to this sector averaged only about $1.4 million per
annum, most of 1t long-term loans. The majority of 1t came after
1980 at a time when the industry was hard-pressed to meet 1ts
financlal obligations; there was 1lltftle direct investment.
Just over half of the establishments now boasted at least 25%
forelgn ownership. However, luxury accommodation was 100% owned

by forelgners, mainly from the U.X, and Nopth Amerilca.
Insurance

There has always been a foreign presence in insurance,
The importance of forelgn trade to Barbados assured companles
offering freight insurance of ready buslness. At first the

activity was left almost entirely to forelgners but by 1984 there
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‘equlty and undistributed earnings.

vwas also a number of locally-cwned concerns, During the 1970s
rising per caplita incomes and the expansion of buslness activity
and international trade facilitated a rapld growth 1n the number
of foreign companies. The increased demand for mortgages was
particularly attractlve to those concerns selling 1ife policiles

which were of ten required as security against housing loans.

Between 1977 and 1984 capital inflows attributed to
foreign insurance companles amounted to 20% of the total.
Very little of this was direct investment, 1ln the form of
The vast majority
represented portfolio investment especially long-—term lcans to
residents. A breakdown of fotal investmént by forelgn
insurance companles shows that roughly three-guarters went
towards mortgages and pollcy loans., These two groups grew
rapldly late in the period [1982-84] as tight llquildity
conditlons reduced the credit available from other traditional
sources, Most of the remaining investment by foreign 1nsurance

companles represented real estate purchases.

During this peried (1977 to 1984) there were no'less
than 21 and as many as 25 foreign Insurance companles operating
1n Barbados, Roughly cne-thlird was registered in the U.K., a
result of old colonial tles, and one-fifth came from the
Caribbean, malnly Trinldad and Tobago; the majority of the

remainder were from North America.



All Other Actlvitiles

Other activities in which there has been a tradition of
forelgn investment include telecommunications, banking, the news
media and alr trayel. Throughout the beriod banking was
substantlally controlled by Interests in the U.K. and Canada;
during the last 20 years three American banks came but by 1984
only one remalned. The failure of US banks in Barbados perhaps
highlights the Widely—held bellef that very few indlividuals and
businesses are 1likely to change bankers. 1In 1983 the first
.Caribbean bank came from Trinidad and Tobago and there was one

new arrival from the Far East. Today banking 1s 88% controlled

by foreigners.

For most of the time since 1956 telecommunications
were under the control of a leading U,K. firm but in 1984 some
eﬁuity was sold to the Barbados Govepnmeﬁt, Apart from the
écvernment—owned radioc station the news medla were virtually
under the control of foreigners until quite recentiy. The
substantial forelgn interest in this area was reduced in the
early 1980s when one newspaper and a radlo station were
purchased from thelr Britlsh owners by locals., Up to 1§7¢ air
travel was exclusively handled by forelgners; in that year
government entered inte a Joint venture with an airline based in
the U.K. BSince than an incressing number of new airiines has
operated from Barbados but only the very smallest ones are

locally-owned.
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{b) Distribution of Qutflows of Investment Income

From 1977 & detailed analysis of the distribution of
investment income payments becomes possible. During those elight
years one third of the outflows was dividend payments to major
shareholders, with another 30% golng fo interest on market
loans; interest pald to parent companles accounted for 16.1%.

Retained earnings accounted for the smallest share of Iincome

payments.

Public utilities made H0Z of the payments - 22§ of the
direct investﬁent income and three-fifths of portfolio'income.
Substantial forelgn borrowing at high interest rates explalned the
Publiec Utilltles' dominance of loan interest. Dlrect lncome
payments by these enterprises were largély dividends to major
forelgn shareholders. The distributive sector made payments to
shareholders, which accounted for Just below‘one—tenth of all

outflows; payments by oll companles were mostly to pargnt

companles and amounted to little of the fotal.

Manufacturing firms were by nature more closely
associated with direet investment income, accounting for alinost
274 of these flows. These enterprises were responsible for about
hélf of all retained'earning& and most of the divldends paid to
major shareholders. Dlvlidend paymehts by-hotels made up mest of
the tourist sector's share 1ﬁ the total. Interest payments by
commercial banks Eo thelr Head Offices amounted to almost

another eleven percent.



(c) Possible Determinants of Forelgn Investment

Based on what 1s known about the 1lndividual sectors
since 1977 1t 1s possible to offer a summary explanation of the
distribution of private forelgn cepltal. Somewhat less than 90%
of the direct investment was absorbed by manufacturlng and the
distribution of oil. This seems to indicate that direct
investment capltal was highly correlated with actlvlties which

were:

(1) labour-intensive (textiles, electronics,

miscellaneous manufactures)
(2) export-orlented (textiles, electronics).

(3) benefitting from unusually attractive industrial

incentives (textiles, electronles).

(1) rapldly expanding (textiles, electronlecs, oll

distpibution).

(5) restricted in borrowlng from local banks

(textiles, electronles).

The sectors which accounted for most of the portfolle capltal

exhliblted the following characterlstics:

(1) prapid growth {(public utilities, oil

exploration, lnsurance).
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(2) government support or guarantees
{(public utilities, oil exploratlon,

manufacturing).

(3) massive capital requirements (public utillties,

0ll exploration)

{4) economic recesslon {manufacturing).

Conclusions and Policy Impllcations

This paper has tried to show why slnce 1956 foreign
capital inflows for the private sector have been highly
concenﬁrated in a few sectors. Late in the seme time perloed,
the composition of investment shifted from direect to portfolio
capltal, the majority of which was long-term loans. This in
turn resulted in a rapld rise in outflows of lnvestment Income

which have compounded payments problems.

The decline 1n direct 1lnvestment does not augur well

for the manufacturing sector, traditlonally the 1argesf recipient
of these flows. Until the world economy revlves one can expect
the manufacturing base to expand very 1ittle. In the short term,
toc, there 1s little opportunity to redirect the sector away from
a dependence on a narrow range of commodities. The manufacturing
activities which attracted most of the capltal are doeminated by

enelave firms which are rather labour-intensive. While thls may
allow Barbados to maximise the use of a large and llterate work

force it may also lncrease the number of screwdrlver-type



operations which minimise technology transfers, If this trend

Persists then the manufacturing sector would have done little to

change the structural dependence of the economy .

Another area of concern is the magnitude of long-term
loans contracted by the public utilities and oil drilling
concern 1n the early 1980s. This means that for some time.in
the foreseeable future payments of 1nvestmeqt income will make
a first call on avallable foreign exchange. Already payments
of prineipal have reduced net private sector borrowlng to-
Insignificant levels. The solution to this problem is to earn
enough forelgn exchange to cover these 1liabilities. But that
solutlon requlres that foreign infiows go, in the first place,
to those activitlies which enhance the country's earning

capaeclty.
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1.

Footnotes

For & detalled treatment see International Monetary Fund

Balance of Payments Manual , Yth Edition, 1977, paragraphs
335-385, ﬁOB—EOQ and §i2.

Forelgn capltal is consldered to be dlrect investment, for
balance of payments purposes, when it affords the investor
at least 25% ownershlp of the enterprise.
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