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STRUCTURAL ADJUSTMENT IN BARBADDS 19870-1984

The econamy of Barbados survived the disequilibria
of the 1970s and early 1980s to wind up, at the end of 1984,
with useful gains in national output and incame. Inflation
had been redgced to levels comparable with those of lsading
industrial countries. The balance of payments was about
balanced, although foreign exchange liguidity weas somewhat
diminishad by the suspensien of regional payments arrange- -
ments under which Barfados was owsd substantial amounts.
However, no headway had been made against pnemployment)

levels were higher than they were a decade earlier.

The leading indicators of economic performance were
all highly volatile over the 1870 to 1984 period; episodes
of great economic diffieulty were interspersed with years of
expansion and relative calm. Three crisis periods can bse
identified. The first, associated with the first o1l crisils,
oceurred in 1973 and 1974. The balance of payments went
into deficit in 1973, output contracted in 1874, and the
country faced a sharp increase in prices which rose almost
40% in 1974, The balance of payments recovered briefly in
4974 and 1975, while output was on the increase from 18975,

Inflation was brought back to singlse digits by 1976.



The second periad of diffieculty was the 1976 balancs
of payments erisis. The Balance of payments deteriorated
abrup%ly, but otherwise the economy seemed in ressonably
gaod health., The balance of payments recocvered inm 1977
and the next thrae years were a period of relatively stahle
expansion. DOutput vose, inflation was low up until 1279, and

there were balance of payments surpluses.

The third crisis period lasted from 1881 to 1984.
The second oll shock generated high inflation in 4980 and was
followed by econamic contraction betwesr 1981 and 1983,
together with record balance of payments deficits in 1981
and 4982. The high inflatiaon persisted through 1981. The
employment gains registered between 41878 and $981 wérs
completely raversed between 1882 and 1884. Inflation was
brought under control in 1882 and ocutput recovered a little
in 13984. Tﬁe balance of payments was in surplus in 1983 and
Just balanced in 1984. However, unemployment was still on

the increase.

The economic resurgence after the flrst oil crisis
owed more to exogenous factors than to domestic palicies.
Three adjustment policies were implemented at that time.
Intarest rates ware ad]Justed to maintain the confidence in

the domestic currency, Just around the time of the introdue-

tion of the Barbados dollar. No other monetary policies could.

be put in place since the Cantral Bank was not yet operational
2

in 1973, There were some selected trade controls but they
were not sufficierntly general to depress total imports, Exist
ing exchange controls were not effective. They did not apply
to transactiaons in Sterling and Londan was the principal

financial contact for the local banking system.

There was some borrowing on the Eurodollar market,
possible bescause Barbados at the time had extremely low debt
service ratilos. Huwevﬁr, theré was majJor contraction 1n
real imports because of a fall in réal autput. Depressed
foreign demand in the tourism sector reduced real output; as
a result, real imports fell in 1874 and 1975, helping to con-
tain the balance aof payments deficit and laying a foundatliaon
a turn around in external payments. The revival of output an:
the balance of payments in 1974 and 1875 resultied from windfa:
sugar'raceipts followed by renewed expansion In tourism as the

growth in the major industrial countries began tc pick up.

The balance of payments crisis of 1876 was largel»
pracipitated by fiscal extravagance. Inecreases in current
axpenditure ate up thg entire current account surplus and rai
the overall deficit to the point where it actounted for 7% of
GOP, up frem 2% the year before. Credit to Gevernment from it
banking system rose to record levels. A drop in the price of

sugar agegravated the external payments ‘ountcome. In an attemp



ta rectify the situation, credit 1imits were imposed beginning
4+n 1977 and they were follawed by strong £41gcal contraction

fraom 1978 onwards.

The rescession aof 1981 to 1983 was the most prolonged
and troublesome. Fiscal and monetary measurss Were brought to
bear along with external borrowing to a greater extent than
had ever been the case befere. Fiscal policy got off on the
wrong footing with high expenditures for tha election
year in 1881, Theay undoubtedly helped to sustaln the growth in
imports, which teook place in spite of ths decline in real output.
However, Government reigned in expenditure t+mmediately afterwards
and additional taxes improved the fiscal deficit teo GOP ratio
from over B% to 5% in 1882. Ninetsen hﬁndrsd and slghty-three

was also a year of fisecal prudence, although 1984 was mors expan=

slonary.

Restrictive monetary measures Wers brought to bBear to
buttress the fiscal correction. Selective cradit limits were
imposed on the maln spending sectors and penal general discount
rates wers stipulated. Howaver, there were special provisions
for discounts for producers. Tntersst rates were raised in

1ine with the uptrend in international rates.

Along with these measures to reatrict spanding,
cevernment borrowed on international financlal markets

4

and from the IMF via a stand-By and an export compensatery

arrangament,

signs of recovery, albeit laggard and halting, began ta
appear only in 1884. The recovaery was pased on a revival of
demand for tourism, and on the expansion of assembly type
manufacturing for the North American markst. Prices and supply
conditions continua to bedsvil the suger industry, while manu-
facturing is slowed by the inahility and slowness to identify

and explolt potential new markets.

Structural Changes and Barbados' Economic Performance

Since 1870 there have Been no major changes in the structure of
gxports’ which might have increased the resilisncs of the balance of
payments. The concentration of exports -measured by the percentage of
exports of goods and services accauntaed far by three largest items -
renained stabla, after having fallen significantly durdng the 1960s
{with the development of tourism). With substantial growth during the
1870s export manufacturing sffectively replaced the flagging sugar
industfy 85 a source of foreign exchange. The relative importance of
tradable goods in total output also remained roughly at the same lavel.
Structurel change had taken place in the 1360s with the relative decline
in sugar production and a relative gain in importance for the non-traded

sector. No further changss have Geen cbserved since then.

The bBurdan of the fnerease In the price of oll seems

to hava fallen mailnly on consumer goods imports. Fuels
abaorbed proportionately more of impert expenditure after
5



1973 at the expense of imports of consumer goods. However,
this cannot be attributed to any deliberate policy on ths
part of the authoritiss. Later in the 1970s intermediate
goods began to gain in importance, alsoc at the expense of
imports of consumer goods, By this time, fiscal restraint
had been imposed alaong with monetary curbs and they may have
helpad to dampen the imports of consumer goods. The growth
in intermediate goods was associated with the Erowing impor-
tance of assembly-type manufactures for the United States
market. An increasing propertion of investmeni appears to
have taken the form of imports of capital goods from about
1977 anwards. Again this seesms not to have been the result

of any delibesrate policy.

There is a noteabls trand for increases in the savings
ratio from 1877 onwards. The growlng current account surplus
of Government contributed to national savings from 1978
onwards (except for 1881) However, that will only partly
account for the savings phenomenon, which needs fto be explored

further.

Apart from fiscal stringency no officlal policy
seems to have contributed much to structural change. The
.regime of industrial protection which had been enforced
throughout the period has been examined for its effacts an
the growth of investment, with no positive results. The
evidence is collected and discussed in Codrington et al,

'Private Foreign Investment in Barbados', Central Hank of

. 6

Barbades (mimeo}, January 1985. Interest rates appear to

have 1ittle effect on either supply or demand, judging fram
results of sconometric tests (See Boamah et al, ‘An Econometric
Model for Short-term Forecasting in Barbados', Central Bank of
Barbados (mimeo), December 1984). There have been no exchange
rats changes or other deliberate attempts to alter relative

prices.

An Interpretation of the Barbados Experisnce

It seems that adjustment policiss, by and large, can
help to manage expenditure within the resources provided by
the levels of output. This is essential in order to maintain
stable balance of payments, modest inflation and so encourage
investmant., Fallure to adjust expenditurs leads to fiight
af capital, loss of cenfidence, contraction in output and a
running~-down of the capital stock. But economic policies are
not nearly so useful in stimulating production and allocating
resources (with the exception of fiscal policyl. We have seen
how fiscal policy can be used to generate savings as well as
to promote economic adjustment. However, price incentives
for resource allgcatian, praotectian -~ for example =~ have had a

much less noticeable effect.

This is not really surprising if one examines the

tradable sectors. The sugar industry is in the throes af



technical change which has had a depressing effect on ylelds.
Partly this 1s a consequence of economic development: low
productivity, labour-intenasive cultivation methods are no
longer possible 1f waorkers are to command a wage which

ensures tham an average basket of goods compatible with

common standards of living. Sugar was algs affected at the
peginning of the 1970s by adverse terms of trads comparéd wWith
real estate., This is a universal problem %to which zoning
seems the only answer. In the manufacturing sector there
seems to be infinite demand for what Barhados can produce

to sell in the merkets of the United States. The problem

is identifying the markets for which our products can qualify
and targetting production in those areas. Although tourism 1is
a service which is sensitive to prices Barbadoas' tourism can
anly be sold on the basis of product differentiation. There
will always be many countries which can effectively undersell
the Barbades tourism product precisely because theilr countries

are much poorer.

In the non-tradable sectors and in the economy generally

prices adjust relatively gquickly while guantities adjust slowly

or not at all. This is a reflectian of the prevailing

oligopolies in the distribution sector and in banking, financtisl

and other professional services. In the public utilities
there are natural monopolies which derive from the small size

of the country. This lsaves room for competition malnly in

personal services and in the many sources of irragular
unemploymesnt. With such little scope for facile price
movemernt, there is no reason to expect global price policies

to have predictable affects.

Delisle Worrell
Central Bank of Barbados
February 1985
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RATIO OF SAVINGS TO CAPITAL FORMATION
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EXPORT CONCENTRATION
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