X2 A R TR P EE S LS AR AT EER TS LAY SRS SRR L e

L e I it s e IR S S N S R
*+*************************************************************+*

EF
4k
LR
EER
* ok
L
* ik
Kok
*+~J;
* gk
* 4k
* 3k
LN
* .k
gk
gk
*3 %
FLE
*+*
ok
* 1%k

LR

Lk
*+*
kg
*+*
%k
*pk
* Lk
* gk
* 4k
* 4k
* .k
ko
Lk
* L&
koK
gk
4k
*k
Xk
gk
*pR
o R
* K

RECENT ECONOMIC POLICY IN BARBADOS 1970-84

Clevist

Carlo

CENTRAL BAN
RESEARCH

by

on Haynes
and
s Holder

K OF BARBADOS
DEPARTMENT

November,

1985

ok

ELF

* &
¥k
¥k
*p ok
® ok
kK
* Lk
ERR
*k
d gk
ok
®pk ‘
EN
* 4k
*+-~k
Lk
k. 1.%
* .k
k4%
Fpxo
Lk
gk
ok
'k+°3r
LK
9.'+*
*+‘k
%k
*+*
*+-k
*+*
*+*
*+*
*k
*+*
*+'k
*.!..*
Kbk
*+*
gk

_*+*

*+*
*+*

*.+*******‘k‘k*‘k**‘k***************************'k***#***************.}.*

L I o L T S O B O o S o 0
I R T PR E L E R R F N PRI AR AR SR ST RS AT AR ST AR E ST LTS R R SR



Recent Economic Policy in Barbados 1970~-84

Introduction

The economic pélicies of developing countries are often
criticized., Overvalued exchange rates, incorrect pricing
strategies, excessive money creation and over-involvement of
government in economic activity are but some of the views
put forward in academic and professional circles. Since the
early 1970s discussion on thesé issues has become more intense as
many developing countries have suffered from the instability of
the international economic system., Stagflation, shorter business
cycles, unusally high interest rates, substantial exchange rate
variaﬁion, adverse terms of trade movements and massive debt.
accumulation répresentrsome of the difficulties which these
countries have faced. Their response has been affected by their
economic conditions and by their political objectives. Their
success has been mixed and for many it has meant the bitter pill

of the International Monetary Fund (IMF's) prescriptions.

For Barbados, size and openness are perhaps the most
critical influences on economic performance and policy. External
developments have been the major determiﬁants of economic
activity and prices, often containing or stimulating the pace of
economic growth. Although the authorities chief aim has bheen
economic growth, this objective was often secondary to the need

to protect the balance of payments. It is our contention that in



times of crisis monetary policy was successful in reducing
balance of payments difficulties. Fiscal Policy, though
supportive of the balancé.of payments needs, was more successful

when encouraging expansionary policies.

The general approach to po;icy making was through fiscal
and monetary policies. Exchange rate management, prices and
incomes policies played a more passive role, In this papér, we
examine the fiscal and monetary policy measures initiated, their
timing and their effectiveness: In later work we plan to loock at
the reasons why other policies did not play an active role in
macroeconomic adjustment. Several guestions emerge as to the
suitability of low interest rates, fixed exchange éates and
selective credit controls on the monetary side while the
expansionary role of government, its impact on the private sector
and policy shifts between direct and indirect taxation from the

core of analysis on fiscal policy.

1. BEconomic Performance 1970-84

Living standards in Barbados improved during the period
1970-84. Notwithstanding the recessions of 1973-75 and 1981-83,
income grew by almost one percent per annum. Both recessions
were markedlby increasingly high levels of unemployment and by
1984, the number of unemployed had more than doubled. Inflation,
so modest in the preceding decade, accelerated under the
influence of external pressures in the mid 708, but by 1934 it

had eased to single digits as inflation abroad abated. Unstable
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i cexportiidemandandprices -coupled with risi'ng‘;:i:mpqrt;{prices:;_made S
3

=i zo:the-balance ,;_of_ifpa,yments:;;er_ra‘tic.- ST R e R

FiEde s s e Thet Barbadiany pﬁblié'i—*entere‘"gf[":th‘e 71970 s;' wjéth “great

FI e'}_cpe-ctations.'- The. 1960s: had ;.been:-:a,._p‘eriod_-. of exceptional- éréw‘th

el and.relatively dow ;.infla‘tion'. m{._E‘he_';__'i;rl‘ter.—nati.ona‘l— ..éconbmy was - -

<. reoexperiencing g f'loﬁ':fiﬁ‘flaft‘ioﬁ"boomi:-';&ﬁ'd'er"' the ’Bretton;"vifobds‘-':“f_ixed S b4
exchange rate éyéj:em and as a result rBarbados benefittéd from

rizasubstantial foreign investment in . its private sector. The

.;”..;;'i"::"_,_;.j"'manufacturr‘ing and tourism sectors responded to government's

- fiscal ﬂinceniii'v-e's schemes and even 'Cthough there Was .SOME: i = iieewia

o econtractionsiof the manufadhdring isectorbetween 196769 the 4+

- iar @conomy appearsedito Thave gained the. resilience whidh hadsbeen & ram el iy

. T dacking.in:ithe past.

i -.<'-‘_;.;;;.,i'1a_',"";:A_'-';.f-fiThe first half. of the new decade showed that *this
;r:f,a.:;;;f”f:‘-iopt_'jimi,sm:} was exaggerated spiralling import prices 'ahd "fluctuating
=7 rcommodity sprices;underiined the_wul nerahi;l;if;y;:aﬁ:gop en- econamies, 7T
Cn-however Siversifisd. Z[:r:{:tEr:na“_!."‘i-"_'an&z:-exj:-érn‘a;l%‘balléﬁce"-.siwer-e::.-' R R
adverselyafEfectad; (Chart<l); and:fof:‘th:e #irst time the“fiscal .

o oopositionsreached:  worrying proportions.ii The.recovery . of the

FEEE international- economy led - to--renewed economic: growthiin’ the late L
i-‘,,’:‘-‘%:‘?&'.;l‘.Q'[.Os_-..‘butft-'..;the“,_:isec‘ondj,ioil shock. 0of 1979 and. the .attendant
- erradjustmenttmeasnressto: curbiinflationtindindustriat. countries, put AT

vl therbrakes. on-economicrexXpansionsand.created balance ofpayments 577

et difficulties.



< Howaver; ::the

msugar industry: whlch"had begun*to dose” grouna,by ‘3970, faltered
i~ further- under, “the pressure of unrenumeratlve prices.. The
h_m__manufacturlng sector,mencouraged by the potentlal sofsthe -regional i

ﬁ expnrtxmarket, -grew:-rapidly.but:-once’ thls-ontlet was wvirtwally - :-ﬁ:w%

cdieghut'of £ -in-thé 1980s-the industry tottered, incurring
substantlal Job 1osses in the process. The tourlsm lndustry rose
“and fell w1th the bu51ness cycle but excess capa01ty kept ‘the

industry's flnanqrarnylablllty below what might be.expected.;“:::-;,_rﬁﬁ

7o nire [The:ungertainreconomicenvirommeritirmadé s theBalances oty o i)
i rpaymentstasmoret important indieatorsduring (this: period sthan—it -1k sl
" had been.during:the:1960s: .. There were.-at. least six“balance’of . .=- """

-paymentsideficits of varying magnitiudes and with:resérve levels . = ..

well below hlstorlc levelsl there was consrderable borrowrng —long

i unpreﬁlctablﬂ_Exparttearnlngs'sﬁrlngent:measures haﬁ.to‘baﬁiaken

-——*to keep-the. .current:account-deficit:to. GDP ratio:within S
‘@i;accqptableﬁllmxtsiiChart;2)@ﬁﬁByﬁ1984;fﬁhe;weaknessFof:the

-ﬁgéghp@ﬁiﬁadﬂfdréeagéﬁcﬂjadjuétméﬁﬁffhéf.é;smalleurpluSaon-the

current: account;the first on ‘record,.was acdhieved. T Y=

1..Between 1963-69 the import:cover. ratio ranged from.four months
to eight months. "~ The large holdings were mainly due to the
institutional arrangements governing the operatlons of the
i;existing monetary -authorities.
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The pattern of relatively stable prices quickly faded in

the setting of the 1970s.  The oii price shock affected all

.-nizcountriesyinot deast Barbados.  Prices soared ;and:the-situation

w%was;madewwo:sejby,thg;simultaneous.implementationgdf:the Common
;?Inflationjsubseguentlywlewed;?butirising prices”abroad: kept

-guccess of the US and Eurpean economies in curbing inflation

i after”l1981 brought domestic inflation to less than five percent

2..in 1984,

~ -l Fors purposes;;of.analysdis, ithe economic; performance 6f

o

«”51970;84fcan;bejdiyidea“intqfﬁouxﬁphases;‘~qﬂﬁfmiﬁ? R

;1,@,A.—.=n£ijtl)a“originsigfgcrisis.51970~13:

crisis 7 U 1974476

economic- expansion.1977-80

ferisis revisited  71981-B4

Origins®of Crisis 1970-73

Thls phase markud thex beglnnlng of carrent economlc_ -

;:mdlfflcultleS-ﬁ In.l9?0, the goals of economlc pollcy were . to

© .. maintain the economic: growfh of ~the 19605,,reduce unemployment

- further, contaln 1nflatlon to current 1evels of e1ght percent or .

;,less and restorena:sound,balanceﬁofﬁpaymentsﬁp081t10n;;;Bytihe

- end ©f 1973, none of these dbjectives had been achieved. +Even

»~inflation in double ‘digits during the 1970s and early 1980s. The

- External Tariff (CET) .as-.part.of the Caricom -agreement. — - - —m -

rfihbﬁghﬂihémméﬁﬁfééfﬁriﬁgﬂéécﬁdfwégberienced renewed growth after

the contraction of the late 1960s, the economy grew slowly as

—-5-



sugar production trended downwards and tourism began to stabilize
around two percent per annum. This slowdown kept the current
account deficit in exéess of 20% of GDP and except for 1971, a
year of slow import growth, reserves were run down avery year

from 1969-73,

Iﬁ 1273, the growing economic difficulties were magnified
by the fourfold increase in the price of o0il. The full impact of
this development was not felt since the higher prices only came
about in the second half of the year. Yet, oil imports were
three times higher than the year befofe, the cost of all other
imports rose and domestic inflation, already in double digits
before the oil price hike, accelerated. By year-end prices were
26% higher than they were the preceding December. Uncertalnty
reigned and the prospects for economic activity in 1974 looked

dim.

Crisis 1974-76

The ominous signs on the horizon turned to crisis in
1974-75 as prices rose quickly, economic activity declined and
unemployment accelerated. However, there was a little
improvement in the balance of payments resulting from windfall
gains from high sugar export p}ices. This turn of events was
fuelled by external circumstances, but there were other critical
factors. We have already mentioned the CET which together with a
deflationary sales tax in late 1974 kept prices rising above what

might normally be expected. In addition, a 37.5% decline in



sugar production between 1970-75 reduced ocutput and potential

earnings at a time when sugar prices were high.

The steep rise in prices raised expectations of
infiation; Nominal wage settlements were higher than usual but
on avérage consumer's purchasing power was eroded.r In addition,
with the international economic conditions causing a slump in
tourism, activity in the distributive sector slowed and
unemployment worsened. Economic policies, fiscal and monetary,
sought to discourage expenditure, particularly on imported goods.
The impact of these measures together with unexplained capital
flows prevented a further deterioration of the balance of
payments in 1974, However, in 1975 lower import volumes,
attendant on the weakness of the economy, and the improved terms

of trade {Chart 2) facilitated a substantial reserve increase.

The economy began to emerge from economic decline in
1976, but the balance of payments remained an issue of major
concern. Government's vigorous price control policy together
with the passing of the price shocks of 1973-74 permitted a
moderation of inflation-to single digits. Economic activity,
spurred on by increased production in the manufacturing sector,
rose sharply even though remaining below 1973 levels. However,
govermment’'s fiscal policy was more expansionary than in former
years and with an ease of import controls in the second half of

1976, the reserve gainé achieved in 1975 were cbmpletely eroded.



Economic Expansion 1977-80

L0 The Barbados economy performed ‘remarkably in thevyears -

7 71977-80; Having failed to achieve its macro-objéctives: between

1970-76 because of the unstable economic environment, the economy

... benefitted now from improved economic conditions. Led by the

.} tourism and manufactgring‘éecﬁors, economic growth rates ranged
- between 3.6% ~ 7.9% for the period 1976-80 and unemployment
:freached-its lowest level for almost a decade.:. With wages ' .rising
““in excess of inflation in 1976-78 and again in 1980 and with -the

tax system adjusting to raise disposable “incomes, much of the

purchasing“péwerﬁlostrin early. years was.regained.. Inflation

reached “double. digits again but this reflected simply the trend

~." in the international economy.

With the strengthening of the economy, the balance -of
payments position improved,conéiderably. The increase in
ecoﬁomicwactiﬁitYﬁand income keptiimport growthﬂabofe‘that of
- exports, . but’ the' strong .growth of tourist receipts:contained.the
size of current account deficits. . There was a trend towards

larger. fiscal deficits; but.the balance of payments;implications

" of this sitnation was reduced as substantial capital inflows were

“made available to finance government‘shprogrammgs-,flndeed, as
';?thé*privatéféector”began“tofrepay'debts~incurrea%in'éarlier
" 'years, the public sector became the major beneficiary of long
EVﬁerm§capitalfinflows.}?With;risingﬂexport?earnings»and:médest
debt service obligations-from the 1960s and early 1970s, the

public sector debt service was not unduly burdensome (Chart 3}.
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Crisis Revisited 1981-84

After the growth of the second half of the previous

decade, the economy turned around,abfuptlyJin 1981. . Output-was =

depressed, job. losses . spiralled and the balance of payments was

under constant pressure.-. Thé downturn was perhaps less chaotic '’ -

than?in 1974~75-as/inflation"did not ‘add ' to -the‘instability.. == -

However,. wvhereas the economy was able to recever almost.

immediately from the earlier recession, now there was a deepening *

~of the crisis. As with the earlier phases, the cause of the
KECéSSiQn;WaE-largélIVéxternalgin.origin.ﬁwiﬁh‘the;fournmajOr
factors beingzo.

(1} the systematic deflation of industrial jcountries

| economiss to curb their inflation; : ¢

(2} thé risé of protectionism regionéllyjand

(3} "thée-inability. to .collect debt awed.under  the Caricom.

Maltilateral Clearing Facility (CMCF); <o

(4)',therparallelwappreciation of ‘the BDS$ with the US .

dollar against major currencies.

.The manufacturlng and tourism sectors suffered especially ™

from the deflatlonary pOllCleS. ngh unemployment levels in

North America and Europe meant fewer tourists, and except for the .. .
fast growing electronics sector, demand for.manufactured goods i #7 7

declined. The Caricom market which had buoyed the industrial &b = -

s B

-



éector since 1976 collabéed"withrthe demise of the CMCF and the .-

imposition of protectionist measures by some. partner countries. . .
T In-addition,’ aﬁter'1983 “the swift™fall in value of the Jamaican 7 .
- currency made: Barbados™ exports toithatfcountryluncompetitive'in;ﬁ;{ﬁwe

priéé;- Sugar also declined further' first. throughtabysmal

: Weather“condltlons an& later throuqh unrenumerattve prices as the -

- appreCLatlon.of BDS$ currency'agalnst.sterllng‘reduced.the S

Eatentlal earnxngs*from.the,ma]or guarantee& market'~ theg

) Europeaq;Economlc,Communltyiwi}ifb”“1; ,_M“W___“_v_”_;ru;ﬁ;fr

. It was. only natural: that depréssed'oﬁtputiéhouIdTaffect-.

‘Yb;lijthe balance of payments,,_The process af; adjustment ig’ generally

- slow:- and.there was a. record:balance cf payments ideficit “in 1981. e
m_;mumTﬁe;problem;w&s;compounded;byztbé;growingwrealiZatibn;that:mora;;;;_m;”Q
' than half of the foreign reserves had become illiquid due ta the .
rinabiiity;of?Gd&éhafédd.Jamaica:td*settLéuitanMCEYdebts;’ﬁ**
3Borrqwingsifromrthe;InterhationaliMonetary-Eun&:supported%thé'
' nalance of'payments lntlgaz an611983 but.the collapse af" the
CMCF arrangement ln early'l%$3 was a harSh blow fot a.country'ln -
the throes of recession. . By 1984 the tourism sectartbegaq.tcu:f
grOWWagainiandtwitﬁfimport'growth sldwing'considerably*thé%ﬁ;i.a;p
_“";mweconomy had. its- flrst current,account‘surplus on. record. The‘t S DN S
éir -surplus ltself is a sign of the underlylng weakness oﬁ Ehe;gf”iv"
Hia - balancear of payments position since a substantial part'of”import‘r}f‘ﬁﬁfﬁ
contraction;was”due,to:fallingtintermediate,gcodsrusedwiﬁaexPorti

gectarsei.nu. © 5T
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~ 7711, Economic Policy

~i 72 The sway of:ithe economy-with ‘movements :in. the’. industrial

e

tcduntriesﬁmadgytpe;period31329ﬁ84“especiallY—CHallenging?fof
"'pcliéyfmakers.:jAs a result;-except for the period 1976~80,‘£he
©i: facus .of policy moved aﬁayyﬁ:omTexpansionism towards economic
:iadjustment. Eventduring. that<period, the desire to. reduce
external imbalance led to tight monetary policies. The shift of
© cemphagis apart, the major features of econpmicmménagement;after

=LTEY97 0 were:s

cc(A) Sthervestablishment o stherCentedl “Bank-of =~ ~ . % 7%

‘.ii)?iheﬁ;gélignmentsofgthefexchangefrateﬁawéjﬁfrom?ﬁhéj“4-‘

Zrpound sterling towards the US dollar; - - - . ..

!g;&iiiiﬁiﬁéﬁéﬁéiiélive&;egpétimght.to fightizinElation”

22 methrofigh avigorousupolicy: of. selective-price- -

controls.

- Of these, the setting up of.the Bank was perhaps the mostwrﬁi
. significant. Prior to 1972, the Fast Caribbean Currency
.- Authority, a regional institution:iserved as theichief monetary

Cowadthorityr but-dtslimited functiong made. it difficult Ffor

TR

“x; d.Hereinafter referred to as. the. Bank.

L b #4pBarbadosd to . foster:economic.‘growth; . -7 5 LT w3

-11-



~government  torcontrol the commercial banking system. The Bank's
- :xcapacity 'to carry out its mandate :to implement® the "monetary .and

findncial ‘policies. vequired to promote the optimal:rate:of

Teconomic development" was immediately tested. Its 'role in ‘the

system became crucial since

:ﬁg&i)i;it‘hadrto ensure..that the banking.system was - . = ..o

tsuffioiently‘liquid*to;perform_its_fupotion;
‘(11) 1t had to encourage credlt allocatlon_pollcles ‘which.
mlght“'ncrease soc1ety 8¢ welfare-— T
w(111)p AT hedpto ensurethat government: didinot nisnseiits ©
.'-g%anewﬁggeggomgto;spenqp;resqltingffromwﬁheifacﬁ that:

_The presence of flscal and monetary agents meant that

some degree of pollcy coordlnatlon was requlred to satlsfy the'

:gwdes;red#objeotlyes.; Monetary pollcy often -acted. as:a buffer:to-

::yexPans@onistffieoalgpolioggas;it;attemptéﬂ?to;etetilizefinoneasesﬁwwé

;;;inidieposable;inoomesﬁthrough;credit;COntroxs; ‘However,  it-must -6
wirbe stressed:that therpowerful dnfluence which.the external

environmeni4exeroieesQoVeE:small.economieS'likeﬁBarbados'

Ssuggests:rthat policy! coordination thoughsnecessary+is -not :a

;”sufficientacoﬁqit%egf¢0'ensure~the-achievement'0f targets.

=12



-~ 1. Monetary Policy : ~ ‘ .

i

s 0 Theirangel.of policy instruments. in ‘developing countries
w4 is-smaller "than in more developed countries.:, The Bank's primary
i+ tools in the -process of adjustment were interest ratesj

‘selective credit controls and cash reserve and security

requirements.. These. instruments,:aimed at the -economic-growth -~ -

and the balance“of- payments, were generally more successful-with -
7'vtheiiatter,ﬁespecially duriﬁgiperiods,of contraction.

¢TStimuIating;theaéqﬁnomy ‘through:monetary pdlicy was much more

’d’ifficult. . = CT - - - e ToTTTITTr s coemmmomeemnoomezos o e "'.--"——" :" :"“7‘" ST omeir o= emao

s

- (a): InterestiRate Policy . . ¥ . 0 iter o ln

- =~The Bankigtpalicy, consksténtiiwith that of_ -many
'11&evélqpihgfgoﬁﬁgfiéé;pﬁééjsﬁpﬁartiﬁgéDf;éi%%éﬂié.ibﬁfinﬁéféét

rate regimes)

'*?%afatesﬁret&fd;é&?ﬁﬁés;ﬁiﬁvestmeniﬁaﬁQﬁgrdwth;:notingﬂthat B S L

(i) . dnterestiis a reward for accunulating financial R A

‘assets and it influences the willingness to save out . -

.0f current ihcome;

o{dA) s o capitaltisi scarce:in  developing countries like
r;rm?'1w€ﬁgﬁﬂBarbadosmandithatztheﬁinterestﬁrate;ﬁthé;rental.
Srfprice ‘ofrcapital, 'shotld reflect this scarcity; =

= #0111} # real “interest .rates- should ‘be positive -since the marginal

~“product~of ‘capitdl has to remain positive in.a. growing

economy;

-13-—

‘Critics of this approach argue.that low imterest. . . .0u




¢ R -~

(iv) low interest rates may lead to a distortion of the credit

allocation mechanism.

1o Led The "Banky vhowever,.'did ‘not 'seek: to*promotera policy of

“positive real interest rates. It countered that - ST

“(1) #in the presence of effective. exchange control. measures {g;wgﬁ
<% and instheiabsence of alternative financial assets low - oo,

dtvdeposit rates do not “impede deposit growth. It was

“22175 accepted, however,. that ‘any. possibility of-capital o o

s £lightivhentoverseas rates risé:could be: forestalled by

lﬁ:@@ﬁ&keepingﬁiheiaifferenﬁiﬁiﬁbetweeﬁ%dbmesticaan&LfDreign-;;f_;--wg

L essrrdtesismall.

““““Mfuf%iiﬁ*fhighﬁfnféreSt%ratesnmightédeteﬁ%potentiaifinvestorsq:

iparticularly jsmall borrowers, whose.enterprises have -~ .. .. %

i e csmall.oequity -bases. ¢ As.a-result,srates should be kept .. i

© 7. s2lowithroughregulation;

c..1iii) eredit control measures Should be used to address the’
problem of resocource misallocation.

Prior to the Bank's establishment,_the.ohly regulation on
“#Q;ﬁﬁgeheralginterestﬁratésbwasgaﬁstatuto:y“liﬁitﬁofﬁ8%?ansaviqgs
R s déposits.  Duringlithis period-rates:moved in’line.with the .London
'**1;3BankﬁRatesianthhisilimitudidwnot?éct.asma,constraint“on’deposit

- f#rates. - Commercial-banks paid-little attention “to.real interest

- ., rates, lowering the prime rate in 1972, even as-inflation 'was

—gathering-momentum. Deposit growth and credit growth were strong

-14—



with the latter eventually putting pressure on the banking -

- system's liquidity when deposit growth slowed in 1973.

kﬁTheAgrdwingiilliquidityvof;thewsystemibegame}apparent*by
~
.a;mid:1973 as deposit rates reached their maximum. Deposit growth
f4% in the twelve months to. September) slowed.as.widening ' s
differentidls between local: and :Foreign rates and-an
,,anticipation~Dfue?change“controls@encouragedzanﬁOutflowﬁofu R 1
« s.-fOreign currency. Loan demand remained strong:and was partly
financed by ioverseas borrowing:at high-rates. .To. ease the

- Tignidity.problem:and:toiprotect: dts reservespasiton,itheiBaik -~ = = ¥

i) zraisedinteresturate ceilings-to 10%

ii};?7gdeSignateQ%the;stefling&areamas;fqreignsaﬁdthus;made:it_”‘5

tmoreiacCessible-to=exchanQEacontrdl N o 7 %

~2ddi) v Tgradually <imposed reservefsrequirements oo Lo
'iv)' 'idis@buragedﬁEdrodbllar,bd;rowinggtomfinénce domestic
Y Y= % = =

v) * 7. discouraged -consumer’ loans ‘for -imported -durables - = el 5"

ceais The first two measures together with the sharp downturn: -~ .-

';n;in;loan;demand.stimulatéd Some'depoéit growth‘but,wiﬁhgthe,economy“m';XL%
~ccontractingand - inflation- spiralling there:was.no=increase—in -
"real“terms;f'Loan*rateSfalso%Tose;ﬂwiﬁh”ﬁhe*primefathecember
1974 four percentage points above what it had been two years
earlier. The Bank did not move actively to control loan rates
i'bUtZiﬂ.its.1974”AnnuélJRaportfargueadtﬁat]it;persuadednBanksito

exercise restraint in the setting of rates. Conscious of the

—15~



" need to promote growth, the Bank introduced special financing

_ethemee'forﬁthe productive sectorspat,epecialnrates.

'”??‘WithitheweconomY£injﬁhedeldrumsiaiiqﬁi&ityzon"thetrise
and credit hardly growing, the Bank, through its bank rate (down

three percentage points) and by moral suasion attempted to pull

Zinterest,rates¥ﬂown“in'l975;ﬁ'Infaaditien;ﬂthefireaSury*billzrate Se

”dereﬁatﬁraetiveetee;”iendlngﬁto'thefgovernment., Although therer %
“ewastuarsimultaneoussincrease in. the banks®ilocal -assets ratios the 3
”=excese:lignidity;feeﬁepaeitfretio;moregﬁﬁanﬁﬁouhied;%iDepnsiﬁ-w4"“*"wg?*
“rates”féll“mOgeQQQiﬁkli“ihanfloahﬁrxtesjipéfhapSgreﬁleeting“fhe:;j'"T“f
-commerciakfb&ﬁkéieffdntswte;recoupﬁiossesﬁeitributablejto;holding;i?#a;
;Mmfidle Funds:oxr Aow.: earnlng sassets, Dlssatlsfled“with the rate.of .. -~ -

'T,decllne, the ‘Bank; not only lowered itsibank . rate and: spec1al

“,Ldlscount rates. In:1976, but set prlme and average lendlng ‘rates.

a~W1th S olule £loorlng nn,ﬂep031t srates-and; llquldlty hlghmthe Ieturn

‘on sav1ngs depoelts el Yo 2. 55. ~Asravresulty. the Bank, 1n

—~;Augustzl978 1nte1vened for the only tlme between 1976 80, _"%;m;gg o

_,seLtlng a minimum depOSlt rate of 35. ThlS however, had no

K geffectyon the general strucutre of interest rates.

After the stability of Fhe:previous. fourvyears, interest

recession abroad, &t w1den1ng dlfferentlal between forelgn and
"73idemesticfinterestfratesfandwaisharp“increase in -domestic. incomes

induced’ thé Bank to alter its interest rate poslicy. ' Balance of

"']rate pollcy was- extremely activer after 1980.m1 Theerlsangiti&e;of:,

payments considerations were the prime motivating influencd& on

16~



trstance as the Bank sought to encourage savings and

died spending. As it became clear thét fofeign firms were
ﬁﬁ to keep'funds idle in Barbadoé when a much higher

r;s available abroad, interest rates were raised in an

el reduce the differential between domestic and foreign
réhis target was made difficult by the continuous increase.
itn rates. Between May 1980 and October 1981, regulated
sind lending rates increased by five percentage points.
Diials which had ranged between 12 - 14 percentage points
iwrst quarter of 1980 fe€ll to 4 - 5 percentage points.,
Tirate which étood at 6.0% between 1976-72 was raised to
281 to discourage credit expansion, but this penal rate

d.ppear to have the deterrent effect intended.

s institutional rates trended doanards and as the
ales tried to stimulate the economy there was a
pm‘decline in interest rates after 1982. However, the
ef the recession on the.domestic economy were prolonged
aldemand remained weak. Notwithstanding the fact that low
i1 permitted substantially positive real rates, commercial
bie ext%emely cautious about new customers. Increasing

1/ unemployment and a relatively tight credit policy

¢t loan demand.

he response of the banking system and of the economy to

irate changes yields some interesting observations:

1) negative real rates are not necessarily an

impediment to real growth, savings or investment as

~17-



the period of strong growth 1976-80 indicates.

o

Whether deposit or economic growth would have been
stronger with positive real rates during this period
1

ig difficult to assess:

(ii) although it is tempting to attribute the period of
strong growth to low interest rates, the strength of
the international economy in providing the engine

of growth cannot be discounted;

(iii) there is no clear ihdication of what the appropriate
differential between domestic and fotreign rates
should be. Deposits grew in 1979 bf 23.5% even
though the differential was almost eight percentage
points by year-end. In 1973,'a much smaller . .
differential led to a dramatic decline in deposit

growth.

Credit Controls

from jits inception, the Rank accepted that in a small
open economy credit réther than the money supply is the
appropriate variable of control. Priority was attached to
selective credit controls in the exercise of mogétary policy

since banks displayed a willingness to lend to the trade sectors
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at the expense of the new and growing industries. The long term

objectives of credit policy were -

(i) +to divert credit away from the import using persbnal

and distributive sectors;
(ii) to.channel more funds to the producing sectors.

These aims were conditioned by the nature of credit
distribution in 1972, but as we shall see they dovetailed
throughout the period with short term balance of payments
policies. The Bank's ignoring the criticisms that such policies
constitute an inflation tax on the non-preferred sectors and
affect the process of financial intermediation [Johnson i974j
implemented its selective credit policy through -

(i) a ;ediscount of commerical bank paper at low

interest rates;

(ii) ceilings set in terms of fixed percentage growth

rates.

There was virtually no success with its rediscount
policy, as little use was made of the credits for manufacturing

and tourism.

From a long term perspective, the Bank's ceilings did
have some impact on the distribution offcredit. Overall credit
grew by 11.1%_p¥a. while credit to the producing, consuming and
ancillary sectors grew by 11.5%, 8.4% and 15.7% respectively.

The disparate growth rates of the various sectors is reflected in
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the fact thap the share of credit to the consumption sectors fell
from 44.7% in 1972 to 33.3% in.1984 while the ancillary sector's
share rose by ten percentage points to 29%. However, the
sectoral share of the producing sectors barely rose from 35.3%
to 37.7% during the same period partly because of the banking
system's responsibility for financing the ailing sugar industry
diminished. This factor together with the failure of the
rediscount facilities to take off suggest that it is easier.to
prevent banks from following undesirable paths than it is to
guide them along the desired path. Thus, it is perhaps more
instrqctive to review the sucesss of the short term aspects of

credit control policy.

In 1972, with the Bank still in its formative stages it
attempted to-persuade the banking system to alter its lending
policies. Import demand was high and the balance of payments
was weakening but - the Bank, wasrcautious in its approach. It did
forbid commercial banks to finance their domestic credit
operations through foreign borrowing without reference to the
Central Bank, but this apart it relied on a gradual phasing in of
its reserve and security ratios as a deterrent to credit
expansion. In 1974 and 1975 credit grew by only 3.9% and 7.9%

even though inflation exceeded 20% in each year. It must be

1. The producing sectors are broadly defined to include the
export sectors, mining and construction. The consuming sector

here refers to the personal and distribution sub-sectors only.
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noted however, that credit to-fhe persénal sectors increased by
11.6% in 1974, 17.3% in 1975 and a further 18.5% between 1976.
Inltlally there was some movement away from consumer durables
-towards home 1m§rovement, but economic growth and a freer import
system in the latter half of 1976 induced a resurgence of

imported consumer durables.

After 1976, selective credit controls became an
active agent of policy. The sharp deterioration of the balance
of payments in the latter part of 1976 induced the Bank to take
direct stringent measures in an effort to redress the situation.
Early in 1977, banks were ordered to reduée installment credit on
selected categories by 25%. The Hire~purchase, Credit sale énd
Hire Control Aét of 1975, by_which minimum downpayments and
maximum repéyment'periods of items sold under hire prchase
contracts were specified, was employed and limits were placed on
credit to the distfibution and personal sectors. The measures.
were generally successful, and Qith reserves on the rise as the
economy, led by its export sectors, expanded there was some

ease.in‘policy in 1978 and 1979.

By January 1980, notwithstanding the current strength of
the economy, the Bank was concerned about the pace at which the
economy as growing and of the effects the recessionary trends in
the international economy might have on the economy.
Accordingly, there was a tighteniné of credit to the distributon
and personal éectors, including home improvement. The

distributive sector, was allowed to increase its borrowings by
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1215% while the personal sector was only permitted to grow by five
percent. However, exemptions on mortgages and home improvements
from the limits to personal lending allowed credit to grow by more
than the stipulated level after 1981. As the exports sectors
weakened through 1981-82, these measures were tightened and
reinforced (See Saunders and Wood 1985). The tight conditions

led to the emergence of new financial institutions, but these

were quickly brought under the control of the Bank.

The general success in containing the expansion of credit
helped the BOP iﬁ difficult conditions. Housing needs apart,
credit for personal sector was less liberal than for the
distributive sector. Consumers were forced to save more before
they could make purchases of desired items and thus the
distributive sector itself was generélly unable to expand its

credit rapidly.

(c) Cash Reserves and Security Requirements

In the absence of well developed capital markets, where
monetary authorities can actively engage in open market
opeations, the required reserve ratio is considered the most
effective £001 available to curb monetary expansion. Thus, the
Bank imposed cash-resrve requirements to curb commercial bank
lending, and supplemented this policy by imposing security

requirements which had the added benefit of providing finance for
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the ever increasing fiscal deficits. The key features of these

restrictions were that

i

{i) cash and security ratios were never lowered toc encouraged

lending:;

(ii) the Bank used it influence to affect the cost of funds to
Government. In general, these cost were kept low, but
occasionally as in 1974 and in 1981-82, treasury bill

rates were allowed to reflect market rates;

(iii} inspite of the generally low return on treasury bills,
banks were willing even in good economic conditions to

‘hold excess govermunent paper.

The initial imposition of cash and security ratios in
1973 came at a time when the banking system was very 1lliquid.
Accordingly, ratios were kept low, but as deposit growth picked
up and government revenues could not keep pace with expenditure
in the inflationary period, the Bank moved to iﬁcrease its
potential flexibility and to finance government's operations.
Prior to 1973,5commercial,banks had bought small quantities of
treasury bills, but in that year they sold their holdings of
government paper and forced the government to borrow frem
overseas. The statutory use of securiﬁy ratie'ensured that

this could not reoccur.

By August 1977, the cash ratio had risen to eight percent

and the securities ratio to 12% as concern about the effect of
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credit expanéioh on ﬁhe balance of payments and of the increase
in the fiscai deficit surfaced. However, as the economy
strenthened no changes were made to the existing ratios. When,
however, the balance of payments and the fiscal position
deteriorated in 1981-82 the securities ratio rose to 17% and then
19%. The primary effect was-to finance a huge fiscal deficit,
but the removal of a substantial share of excess reserves
guaranteed that potential 1evels of future credit expansion would

be minimized.

1970-73: Pre 0Qil-Price Shock

Fiscal policy was cautious and conservative during the
period although current expenditure rose appreciably, revenue was
kept in line. The fiscal deficit was kept to four percent of
Gross Domestic Product at current prices except for 1971 when it
was 0.4%; due to a reduction in expenditure coupled with an
increase in tax revenue. The increase in the deficit for the two -
following years is largely attributable to a lowering of
effective tax ra£es on incomes in the 1972 budget after dishing
out numerous concessions in the 1971 election budget! as well as

a 35% wage'settlement for government employees in 1973.

When judged by the deficit to revenue ratio, it can be
seen that on three out of four occasions revenue would have to be

" increased by 15% or more to have a balanced budget. Emphasis was

1. The 1971 budget was tax free and included tax concessions.
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placed on indirect taxes (mainly trade taﬁes)_th;oughout fhe
period as each year (except,l97i) witnessed increases in import
and consumption duties as well as land tax. In 1973 the Common
External Tariff wasrimplemeﬂteé in an effort to offer protection
to regional goods but it also assisted in boosting the level of
indirect taxes. Although income taxes were eased during the
period, it should be noted that the steps which were initiated to
ensure more efficient collection ;esulted in increasing direct

- tax revenue.

Up to 1973, the deficit was financed mainly from domestic
sources. In fact, the fofeign'debt of Barbados stagnated between
1969-1972. However, due to the size of the 1973 deficit and the
unwillingness of commércial banks to finance it in light of
better yields elsewhere,-Government resorted to Burodollar
borrowings. This marked a new trend in therfinancing of the
deficit. The mohetised portion of the deficit to GDP was
negligible (understandably éo since the Central Bank became
operative at the end of the period). That is the change in net
domestic credit to Government as a ratio to GDP was small and oft
times negative. This would indicate that although expenditure
did increase by leaps and bound (6.7% in 1973 and 25.2% in 1973)
revenues were generally kept in line. The same analysis is true
when we examine the ratio of tﬁe change in credit to Government
to expenditure since the absence of a Central Baﬁk meant that

Government was unable to "print" money.
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These first four years witnessed erratic behaviour in the
balance of payments. It moved from deficit in_1970 to a surplus
in 1971 to deficits in 1972 and 1973; In all the deficit years
the current balance for gdods and services rose appreciably due
mainly to sudden jumps in the imports of goods. 1In an effort to
reduce the demand for imports, guantitative restrictions were
introduced, but the impact was small since the restrictions
affected an extremely negligle percentage of imports. Throughout
the period the Ecl dollar was pegéed to the pound éterling and
fell 10% in 1971 when the pound was floated. This devaluation
had little impact on our prices or imports since our major

trading partner was Britain.

. 1974-75: First 0il-Price Shock

Concern for_the persistent drain of reserves and widening
balance éf paymen£ deficit took priority and stabiliéation
policies took precedence over growth objectives. The Central
Bank 'began operations during this period and almost immediately

there was a dramatic shift in the financing of the deficit.

After averaging four percent for the first period the
ratio of the deficit to GDP rose to 7.2% in 1974. The large
fiscal disequilibrium resulted as sluggish output slowed revenue
growth (9.5%) while expenditure (22.8%) went unchecked. After

the initial'burst Government made a conscious trade-off between

1. The Barbados currency was the EC$ until December 3, 1973.
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growth énd stabiiisation. Two budgéts,were'presented in 1974 -
the April budget imposed tight credit, import and foreign
exchange policies bqt was too little to cheqk the fiscal
‘digeqﬁilibrium. Thus, aé the current acéount worsened and the
deficit expanded, a supplementary budget aimed at reducing these.
imbalances was delivered in September. It introduced (i) a five
percént sales tax on all retail sales except essentials and (ii)
the corporation tax to replace the withholding tax. The increase
in the corporation tax may'have resulted in reduced investment
and consequently further contraction in the economy. The sales
tax served to,redﬁce consumer demand as well as import demand
whilst boosting reQénues. The 1974 deficit was largely funded by
the Central Bank.. The monetised portion of the deficit which was
negative for the three previous years jumpéd dramatically as did
the ratio of the change in net domestic credit to Government to
expenditure. In fact, the latter moved from -7.7% to 28.0% in

1974, reflecting the significant level of Central Bank financing.

The balaﬁce of payments recorded a small sﬁrplus (7.9
millioh) in 1974 as higher import prices led to a decrease in
real import deﬁand while the value of exports increased resulting
from improved tourist earnings, an expaﬁsion in manufactured
exports and a good increase in the price of sugar. The surplus
may had been larger had not Ehe terms of trade moved against us

in 1973 (6.1%) and in 1974 (8.6%) .
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The measures taken in the 1974 budget coupled with a
doubling of sugar prices and continued strong growth in tourism
and manufactured exports led to a significant decline in the
deficit/GDP ra£10 (3.1%) in 1975, Revenue, boosted by a 530
million levy from sugar, grew by 35.6% while expenditure
increased by only 14.4%; the net effect was to cut the deficit to
half that of the previous year and took pressure off the Central
Bank. The rétio of the change in credit to Government to
expenditure fell from.28% in 1974 to -0.42% in 1975. This

improvement should have been viewed as temporary; due only to the

sugar boom.

‘-The balance of payments recorded a substantial surplus
{$34.92 million) as a result of the overall economic performancel
Oh July 5, 1975; the Barbados dollar was realigned from the
pound sterling to the U.S. dollar; which resulted in an
appreciation 6f 9.7% on the Barbados dollar. There were large
speculative infloﬁs 5etweenﬁthe daterthe in£ention was made

(May 36) and the date of execution. These inflows boosted the
balance of paymehts‘during the early months but the position
weakened after July 5. The large increase in the price oﬁ sugar
assisted in increasing the level of reserves as well as moving
the terms of trade in our favour by 15.7%. In order to protect
the sugar windfall restrictions were put on consumer imports but

the overall trade controls were not enough to depress imports.
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1976—903 Post Oil-Price Shock

The fiscal stance was expansionarylduring the first two
years and contrectionary thereafter. This coupled with poor
export performance {the terms of trade fell 12.3% in 1976 due to
' 24.5% fall in price of. sugar) led to a substantial balance of

payments deficit in 1976.

The doubling of the deficit in 1976 was due in large part
to fiscal improvidence prior to the September general elections.
Government, in the fece of massive unemployment, decided to
introduce crash programmes but did not address the means of
paying for the increased cost. The budget (like most election
year budgets) did not introduce any new takes neither 4did it
increase existiné'taXes and the drop in sugar prices only
aggravated the situation. Government expenditure as a result
rose by 17.4% while revenue grew by 6.1%; resulting in a deficit
of $55.6 million, more than twice that ef the previous year.
Credit to Government reached record heights as Government tried
to finance its prcgramme. Further, the problem may have been
aggravated as Fhe new Government kept its election promise,
however ill-advised it may have been to abolish the five percent
sales tax imposed in 1974. 1In 1977 the deficit expanded by
one-half as the new Gevernment continued the fiscal extravagance
of its predecessor. Expenditure continued unchecked and the
deficit was contained at $79.5 million only through better
collection of'taxes.' The 1977 budget introduced an employment

levy in an effort to put more people in jobs. However, the
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success of the scheme remains questioﬁable (doubtful). The
budget also reduced corporation tax, placed a surcharge on rental
incomes and gave increase allowances and tax credits to

individuals.

The financing of the deficit generated some inflation but
did not put undue pressure on the reserves as Government borrowed
from foreign sources to finance its capitai works programme.
These two years witnessed an increase in the credit to
govermment/expenditure ratio from -0.42% in 1975 to 17.2% in 1976
to 18.0% in 1977; reflecting the "printing" of money by Central
Bank to help finance the deficit. The corresponding ratio of
change in credit to Government to GDP was -0.13% in 1975, 5.61%

in 1976 and 6.25% in 1977,

The remaining three years of this period were met by a
tight fiscal stance although the budgets were slightly !
refiatiénary, with the gtimulus taking the form of direct tax
cuts. . The major approach of these ﬁhree years was reduction in
expenditure coupled with increases on indirect taxes to help
offset the losses from direct tax concessions. There was a‘s 
conscious policy by Government to rely on indirect taxes rather
than direct taxes. This the dual role of protecting the
balance of payments while reducing the tax burden on income

earners.

By 1978 the fiscal imbalance was brought under control, with all

the major indicators returning to more acceptable levels, as
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revenues were bolstered (26.0%)‘énd expenditure_cﬁecked (4.1%).
The deficit to re&enue ratio fell from 35.0% in 1977 to 13.6% in
1976 and the deficit/GDP ratio declined from 8.9% in 1977 to 3.9%
in 1978. rFurther bothrof ﬁhe mbnetary inaicators of fiscal
stance became negative once more; reflecting decreased demand

for credit by Government from the banking sector. It would
indicate that more funds would be available to the private sector
for investment purposes. Revenue growth continued to outstrip
expenditure growth during the final two years and the fiscal
deficit was maintained at manageable levels. The budgets of
these two years were unlike those of the previous three years;
tax concessions to individuals, tight expenditure policy and.
substantial increases in indirect taxes. Throughout the period,
eméhasis was placed on financing the deficit through external
sources. This policy resulted in the foreign debt component
growing rather rapidly but this must be seen as the compliment té

the reduction in revenues due to the direct tax concessions.

Overall the period was one of growth. It started from a
difficult situation in 1976 (See Table 1) but thereafter improved
steadily. Thegimprovement was accomplished through fiscal
prudence as several révenue raising measures were introduced and
a rein put on expenditure. Tax revenues incfeased from722% of
GDP in 1976 to 28% in 1980 and public savings from 1.6% of GDP in

1976 to 7.0% in 1980.

1976-80 was a period of reserve accumulation; the only

reserve loss was in 1976 due mainly to rising government
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expenditure. There wefe sizeable capital inflows in all years
except 1979 primarily to finance governments capital expenditure.
Thus one witnessed a switch in the structure of as well as a

rapid growth in the national debt. Export performance improved

as the ratio of exports to GDP increased from 51.2% in 1976 to
70.7% in 1980; reflecting the significant growth in the
manufacturing sector especially the electronics subsector. There
was a strong resurgence in consumer demand probably the outcome

of the abolition of the sales tax. This in turn led to a surge

in imports- and import licensing and cortrols were introduced to
project the balance of payments. The controls which were rather
extensive in 1979 were put on luxuries and non-essentials. The
'negative-list' was introduced and by 1980 a quota of §20 millignr
was placed on automobiles; this followed and complimehted the s
increased tariffs put on in the prior years as well as the tight

hire-purchase conditions that were in place.

The terms of trade weakened due to a precipitous fall in
the price of sugar and this coupled with a slow reéovery'in
tourism during the earlier years reduced the level of the balance

of payments surpluses; leading to further import restraint.

Overall, 1976-80 was an extremely good period for the
balance of paymenté: a little luck in the sugar sector would have
made it even better. The current account balance fell from a

high of 16.3% of GDP to 3.5% by 1980.

-32- .



71981-84: Second Crisis Period

The worst fiscal deficit of the entire review period was
recorded in 198l as Government reverted to fiscal extravagance
{mainly capital expenditure in an election year). However,.

immediately after 1981 fiscal restraint was re-introduced and

this brought the deficit back to manageable proportions.

_Due to injudicious spending by Government in 1981 total
expenditure grew by 33.4% compared to a 6.1% growth in revenue.
Two budgets were presented. TIn the first budget personal |
allowances were increased by 50% and tax credits by 20%. In all
_tax concessions it cost the treasury $18.7 million whilst the tax
take frsﬁ this budget was $3.1 million; resulting in a net
decrease of $15.6 million. As the fiscal position deteriorated a
second budget was presented; this sought to reduce subsidies by
increasing bus fares, etc, it brought an increased revenue from
land tax due to land revaluation, unemployment insurance, imposed
a one percent health levy as well as transport and training
levies. The slowdown in revenue was'mainly attributable to the
economic contrgctioh‘and the recent shift in tax emphasis from
direct taxation without fully compensating for them elsewhere.
Further, by placing heavy reliance on indirect taxation meant
that as the economy contracted so would governméht revenue. The
deficit for 1981 was 10.6% of GDP compared to 3.5% the year

before. Once again Central Bank financing increased but not as

great as in the other years of high fiscal imbalance.
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By 1982, the Government decided to tackle the fiscal
equilibrium by cutting back on expenditure. The fiscal prudence
may be largely due to the Government's intention to seek balance

of payments support from the IMF.

Revenues expanded in 1982 and fifty percent of the
increase was derived from the new levies of late 1981. The 1982
budget continued to strengthen'the revenue position by placing a
‘surcharge on corporate profits, increased consumption taxes and
staﬁp duties as well as pushing up charges for use of government
offices (non-tax revenue sources). In order to further reduce
subsidies national insurance contributions were increased as well

as water rates.

There was also some tax relief as the minimum taxable
salary was increased; removing several thousand from the tax
roll. These measures helped to reduce the deficit to 5.5% of

GDP.

After two years of decline output stabilised in 1983 and
grew in 1984 so éovernment immediately returned to its enunciated
policy of reducing direct taxation; direct taxation which was
8.4% of GDP fell to 5.6% by 1983. The 1983 budget lowered the
top tax rate and increased tax credits to lower income owners,
but a net gain of $17.6 million was achieved as consumption taxes
and étamp duties, airport tax and non-tax measures were all
incfeased. In order to help protect the balance of payments a

.new travel tax was levied.
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The deficit continued to decline and fell to 4.6% of GDP
"as expenditure rose by 8.1% ané revenue by 12.3%. 1In the 1984
. budget tax crediﬁs and allowances were increased, the surcharge
on'corporate'pfofits dropped and land taxrfell. However, stamp
duties, road tax, consumption andrentertainment tax and taxes on
betting and gamingrwefe all increased. The budget netted a tax
gain of $15 million due to a growth in the tax base. The
reflationary 1984 budget suggests that the fiscal stance although
stringent had eased slightly since 1982. The overall size of
the tax cuts were similar to those of the "premcrisis" years. By
the end of 1984 the deficit to GDP ratio was five percent and the
monetised portion of the budget had dwindled. Expenditure grew
by 3.6%, as major projects of the previous years were completed,
and revenue by 2.7%; reflecting the sluggishness in the economy

and the dependence on indirect taxation.

Durihg the final period there were three yearé of
reserve accumulation after a ﬁaésive balance of payments deficit
in 1981; this even after large net capital inflows ($242.6
million}. Thié shows up quite plainly the fiscal improvidence of
the Governmentfin 1981. It should be noted that the surpluses of
1982-84 were primarily due to foreign ‘borrowings from-the IMF and

commercial banks.

Import licensing requirements and quantitative
restrictions were the chief tools of the balance of payments
policy. Quotas on motor cars were reduced from $25 million in

1981 to $15 million in 1982. These were reinforced by a
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The deficit continued to decline and fell to 4.6% of GDP
as expenditure rosé by 8.1% ana revenue by 12.3%. In the 1984
budget tax credits and allowances were increased, ﬁhe surcharge
on corporate profits dropped and land tax fell. However, stamp
duties, road tax, consumptidn'and entertainment tax and taxes on
betting and gaming were all increased. . The budget netted a tax
gain of $15 million due to a growth in the tax base. The
reflationary 1984 budget suggests that the fiscal stance although
stringent had eased slightly since 1982. The overall size of
the tax cuts were similar to those of the "pre~crisis" years. By
the end of 1984 the deficit to GDP ratio was five percent and the
monetised portion of the budget had dwindled. Expenditure grew
by 3.6%, as major projects of the previous years were completed,
and revenue by 2.7%; reflecting the sluggishness in the ecoﬁoﬁy

and the dependence on indirect taxation.

Puring thé final period there were three years of
reserve accumulation after a massive balance of payments deficit
in 1981:'this-even after large net capital inflows ($242.6
million). This éhows up quite plainiy the fiscal improvidence of
the Government in 1981. It should be noted that the surpluses of
1982-84 were primarily due to foreign borrowings from theVIMF and

commercial banks.

Import licensing requirements and quantitative
restrictions were the chief tools of the balance of payments
pelicy. Quotas on motor cars were reduced from $25 million in

1981 to $15 million in 1982. These were reinforced by a
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. fapLe 2

Indicators of Fiscal Policy

1970-84

{sM)

1970 11971 [1972 (1973 11974 | 1975 |197% 11977 {1978 11979 {1980 {1981 {1982 | 19A3 {1984

(1} a. Total Govermmett

Expernditure 105.9 102.1 120.4 150.8 145.2 211.9 256.7 312.6 326.1 395.5 471.8 629.4 586.0 633.3 656.4
b. ¥ Chamge n.é. -3.6 17,9 25.2 228 14.4 17.4 17.9 4.1 17.% 19.3 339 -6.9 8.1 3.6
(2) a. Total Goverrment
Revenue 90.3 100.9 104.9 128.4 140.6 190.6 202.3 227.2 286.2 340.1 420.9 446.6 486.1 545.9 560.6
b. & Cnange. n.a. 11.7 4.0 22.4 3.5 35.6 6.1 12.3 6.0 18.8 23.8 6.1 8.8  12.3 2.7
{3) Deficit/Swrplus -15.6 -1.2 -15.% -32.4> -~16.8 -22.0 -55.1 -79.5 -38.B -53.3 -53.3 -181.8 -99.6 -87.4 -111.9
(4) Share of Goverrment : .
in GDP n.a. 13.8 14,7 4.8 15.2 15.% 14.8 14.3 14.0 13.3 12.7 13.3 13.5 13.5 13.0
(5) (3) ~ (2=) (%) -17.3 =1.2 -l4.8 -17.4 -32.9 ~11.5 -27,2 -35.0 -13.6 =15.7 -12.7 -40.7 -=-20.5 -16.n =20.0
(6} (3) - cop (%) ‘ -4.0 ~0.4 -4.1 =4.9 7.2 -3.1 =7.0 -8.9 3.9 4.5 -3,5 -10.6 -5.5 4.6 -5.1

(7 Charmge in credit to ‘ )
Govermnment -~ GDP (%} .33 =-1.87 -0.%6 =2.57 8.09 -0.13 5.61 6.25 =2.03 2.7 0.20 2.40 2.68 -0D.64 1.15

(£:)] Charge in credit to
Govermment - Expenditure .
(%) 3.85 -5.9 -1.7 -7.7 28.0 -0.42 17.2 18.0 -6.1 A.4 0.64 6.5 8.2 -1.9 3.6

{7} Shows the monetised portion of the deficit to 6ODP

{8) Dmplies the printing of money i.e. impact of Govermment
on demand by firancing through the (barking sector)

h.a. Means not available
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. Sectoral Shares of Commercial Bank
Credit (1972)

ANCILLIARY (19.0%)

CONSUMING (44.7%)

PRODUCING (38.3%)

Sectoral Shares of Comvmmercial Bank
' Credit (1984)

ANCILLIARY (29,.0%)
CONSUMING (33.3%)

PRODUCING (37.7%)
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Chart b

Gov't Revenue and Expenditure
- ' -~ (1970 — 1984)
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Chart 1

Change in Gov't Revenue and Expendilure
: (1870 ~ 1984)
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Summary

a YHte ow

The Barbados economy experienced four distinct phases of
economic activity during the period 1970 to 1984; two of growth
and two of crisis. As a result, the ever present possibility of
decline led to cautious policies. Emphasis was placéd on balance
of payments ménagement with the aéceptance that the trend in
output and prices are, for the most part, determined abroad.
Monetary policy proved reasonably effective in controlling
private expenditurevﬁhile fiscal policy, through its ability to
expand dispoéable incomes and provide employment worked towards
stimulating economic growth. Sometimes this ran counter to the

need to protect the balance of payments.

Finally, we maintain that the economy experienced growth
- and development although it was setback by the two recegsionary

periods.



