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Ramesh Ramsaran 
 

 
 
he monograph, The Financial Evolution of the Caribbean 
Community (1970-1996), edited by Laurence Clark and Donna 

Danns, was published by the Caribbean Centre for Money and Finance 
(then the Caribbean Centre for Monetary Studies) in 1997.  That work 
captured the essential monetary and financial developments in CARICOM 
countries from the 1970s to the mid-1990s, and has been an invaluable 
reference work for students, researchers and policy-makers interested in 
the working and development of financial systems.  When the decision to 
update this volume was taken, the aim was to cover developments in the 
period between 1996 and 2008, with a tentative publication date set for 
early 2010.  The initial publication schedule was revised as a result of the 
late submission by some contributors. 
 
Much has happened since the mid-1990s, both in the region and 
internationally, that impacts on the well-being of Caribbean peoples.  
Following textbook models of efficient resource allocation, global markets 
have become more competitive and dynamic.  The establishment of the 
World Trade Organization in 1995 not only signalled a renewed 
commitment to a rules-based system of international commerce but a clear 
intent to encourage the growth of international trade by removing the 
remaining barriers to the free movement of goods and services.  Through 
trade, services and capital liberalization, the process of global integration 
has intensified.  The removal of exchange and capital controls has spawned 
new forms of financial intermediation and increased the room for 
speculation and risk-taking in financial markets which now appear to have 
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more opportunities for making profits than markets for goods and services.  
National financial and real sector markets are also being forced to comply 
with the competitive model as economies become more open and 
interdependent.  Information and communication technologies continue to 
affect the speed and efficiency with which things are done in every sphere 
of life.  In stock-market trading, for example, where speed is important, 
trading floors have now given way to matching engines and execution 
algorithms.  Electronics are also fast transforming the traditional 
operations of commercial banks.  With the distribution of global resources 
highly skewed, using resources more efficiently has become a major goal of 
social and economic policy with increasing emphasis on productivity.  An 
increasingly open world economy, with countries of different sizes and 
resource endowment and at different stages of development, presents 
serious challenges for many countries.  Openness, however, also brings 
opportunities which call for new modes of engagement if increasing 
inequality at the international level is to be prevented. 
 
Even in the face of globalization, regional trade agreements (RTAs) 
continue to be attractive, with some 293 in force at the end of 2010, out of 
the 480 notified to the World Trade Organization (WTO).  While some have 
been stagnant, in others there has been a deepening and widening process 
taking place at the same time.  On January 1st, 1999 the European Union 
adopted the Euro as its single currency which replaced most of the national 
currencies and is now shared by 17 of its Member States who make up the 
Euro area.  A few countries (including Britain) have opted to stay out.  The 
Euro was not only intended to advance the European integration project, 
but there was hope that it would eventually challenge the US dollar as a 
reserve and international currency.  With many of the European countries 
now facing serious debt and financial problems, the Euro area is currently 
in turmoil, and there are questions about whether it can survive in its 
present form.  The constraints placed on national governments to deal with 
adjustment issues are being seen as a major disadvantage of a common 
currency arrangement.  Further questions have also arisen that have 
relevance for other integration groupings.  For example, to what extent can 
integration of the real sectors proceed without strong collaboration in the 
fiscal, monetary and financial sectors?  Also, what are the most critical 
fundamentals that must be adhered to if shared development and stability 
are to proceed hand in hand. 
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The structure of global economic power has been changing as developed 
countries loose their technological hegemony.  Emerging new dynamic 
economies are out-performing the traditional pace-setters.  BRICs (i.e. 
Brazil, Russia, India, China) have brought a new dynamic to the global 
economy.  At the same time many countries are falling behind.  The 
thinking on development has also been changing as the worth and the 
relevance of new and traditional strategies come under critical scrutiny.  
The focus has shifted from emphasis on growth to more broad-based and 
human development, poverty eradication, environmental sustainability, 
equity, gender issues, vulnerability, governance and political 
empowerment.  The top-down and trickle-down approaches to 
development have now largely fallen into disrepute in favour of more 
comprehensive social and economic policies addressing a wider range of 
issues.  Experience has shown that there is no magic or unique formula for 
progress given the differences in country experiences and economic 
structures.  Some countries have done well with a combination of import 
substitution and an active role for government in developing a diversified 
production base and significant export capacity.  Others have relied more 
on market forces and private sector initiatives.  In some countries, 
including those in the Caribbean which tried to use an inward or semi-
closed model of development to reinforce political independence or 
achieve greater self reliance, the nationalistic postures of an earlier era are 
giving way to more embracing policies drawing on external resources, 
know-how and experience.  The policy changes are to be seen both in the 
real and financial sectors. 
 
Too often policy prescriptions seek validation not on the basis of the 
strength of diagnoses, but on who makes them.  Many of the policies 
conceptualized to deal with debt-ridden countries in the 1980s were 
predicated on the assumption that one set of solutions could be applied to 
all countries, and this explains the same mix of neo-liberal dogmas found in 
reform packages and structural adjustment programmes.  Basic to the 
agenda which was captured in the so-caƭƭŜŘ ά²ŀǎƘƛƴƎǘƻƴ /ƻƴǎŜƴǎǳǎΩ ǿŀǎ a 
set of market-based solutions including privatization of state enterprises, 
fiscal discipline, competitive exchange rates, liberalization of inward foreign 
direct investment, de-regulation, trade liberalization and market-
determined and real interest rates.  Embraced by the International 
Financial Institutions (IFIs), implicitly or explicitly, these prescriptions had a 
profound effect on economic policies in the 1990s.  With the drive for 
ΨƳŀŎǊƻ-ŜŎƻƴƻƳƛŎ ǎǘŀōƛƭƛǘȅΩ ŀƴŘ ǘƘŜ ǎŜŀǊŎƘ ŦƻǊ ǎƻƭǳǘƛƻƴǎ ǘƻ ǘƘŜ ŘŜōǘ 
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problems which had rocked the international financial system, there was 
less concern with the impact on the poor in this period. 
 
With the emergence of a series of crises in the late 1990s and the 
possibilities of contagion, the market-based model of development came 
under closer scrutiny.  The collapse of the stellar performers, in Asia in 
particular, restarted a new discussion on an effective role for the state, 
stronger institutions, the need for some types of controls, the sequencing 
of reforms, greater surveillance, closer monitoring of capital movements, 
more appropriate exchange rate and interest rate policies and vulnerability 
in a globalising system.  Increasing poverty in many countries implementing 
structural adjustment programmes shattered the view that unfettered 
markets provide the best solutions in situations where institutions hardly 
work, and where there is increasing inequality of incomes and strong 
concentrations of wealth, ownership and influence.  The absence of 
competition in a real sense, corrupted and incompetent bureaucracies, 
archaic fiscal systems, weak governance and highly outdated laws and 
regulations could not be addressed in short time frames.  International 
trade policies in favour of the rich countries were not an irrelevant issue in 
a situation where poor countries were being asked to liberalise their 
trading regimes.  While macro-economic stability improved in many cases 
and the balances were righted to some extent, the poor became poorer or 
increased in number.  In response, poverty alleviation and debt reduction 
programmes and write-offs began to feature more prominently in the 
development conversation.  Interestingly, the fiscal situation in many 
countries has weakened, while the level of public debt has increased.  In a 
number of countries vulnerability has also worsened. 
 
As indicated earlier, the increasing liberalization of trade and finance, and 
the abandonment of the fixed exchange rate system, have created a more 
competitive national and international environment encouraging more 
open markets and greater movement of capital.  While there are benefits 
to liberalization, there are also risks.  Exchange rates, inflation and interest 
rates can be swayed by the transnational movement of large amounts of 
money in search of profit.  Controlling liquidity can be a major challenge for 
a central bank in this setting.  Multi-currency lending and borrowing not 
only carry their own risks in a flexible exchange rate environment, but 
create a situation where private debts can amount to a major claim on the 
ŎƻǳƴǘǊȅΩǎ ŦƻǊŜƛƎƴ ǊŜǎŜǊǾŜǎΦ  Governments have had to devise new forms of 
surveillance and controls to counter external shocks and manage national 
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monetary and financial systems.  Some are more prepared to experiment 
with exchange rate innovations while others stick with what they know. 
For the Caribbean, the loss of preferential markets in a liberalizing world 
means that they not only have to compete in those markets but they will 
also have to open their own economies to an unprecedented extent.  The 
European Partnership Agreement (EPA) signed between the European 
Union and CARIFORUM countries on October 15th, 2008, is a reciprocal 
ŀƎǊŜŜƳŜƴǘ ǘƘŀǘ ǿƻǳƭŘ ƛƴŦƭǳŜƴŎŜ ǘƘŜ /ŀǊƛōōŜŀƴΩǎ ǘǊŀŘŜ ǊŜƭŀǘƛƻƴǎ ǿƛǘƘ ƻǘƘŜǊ 
countries.  In the past, for various reasons, the Caribbean did not take 
advantage of all the market opportunities available to it.  The extent to 
which it can do so now would depend on the extent to which it can design 
a policy framework to optimize internal and external real and financial 
resources to create an efficient and diversified production base with strong 
competitive ability. 
 
Post-independence development strategies have been moderately 
successful in improving living standards in the region, but vulnerability has 
increased on many fronts.  Agriculture has declined with a concomitant 
increased dependence on imported food.  With generally low public and 
private sector savings, and with the private sector unable to fully exploit 
the opportunities in the local or foreign markets, the region has become 
increasingly dependent on foreign capital.  Some of the old concepts of 
sovereignty and self reliance extolled in the early post-independence years 
are less in vogue today.  Small countries not only have their own peculiar 
challenges to face, but they also have to conform to emerging global norms 
which are often fashioned by the self-interest of the rich nations.  In this 
respect, offshore banking, which some countries in the region have been 
trying to promote, holds limited potential as an economic activity, given 
the increasingly hostile position taken by the United States and other 
European countries who believe that the main purpose of such banks is for 
illegal operations including the laundering of money.  The registration of 
offshore companies in tax havens by companies based in the industrialized 
countries is also seen as a device to reduce their tax liability in their home 
countries.  Host countries are being asked to meet extremely high 
regulatory standards.  Costs would have to be weighed against potential 
benefits. 
 
The role of finance and financial institutions occupies a large place in the 
development literature.  Controls on the lending policies of commercial 
banks have been removed in many countries, though banks continue to be 
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under stricter supervision than non-banks.  This, however, has been 
changing, particularly in light of the creative alliances between financial 
institutions aimed at gaining greater economic power or escaping the 
scrutiny of regulators.  Based on experience, central banks in various 
jurisdictions are also developing their own forms of liquidity and monetary 
control.  Many countries have set up specialized financial institutions to 
accelerate the development process.  In the absence of a coherent set of 
policies these have met with various degrees of success.  There is an old 
debate in the literature over whether financial development precedes real 
development or follows it.  Whatever the position taken there is obviously 
a close relationship between finance, growth and development as the 
current global financial crisis cum economic meltdown shows. 
 
The relevant questions for developing countries, including those in the 
Caribbean, are firstly, can the savings effort be lifted, and secondly, are 
savings being channelled in the most critical areas, or in activities which can 
have the greatest development impact.  The first revolves not only around 
the growth of income, but also around the efficiency of mobilization and 
the macro-economic environment.  Interest rates, inflation, the availability 
of a spectrum of saving instruments and confidence in the financial system 
all influence saving behaviour.  High inflation rates in some Caribbean 
countries have led to increased dollarization of the economy.  Even where 
the inflation rate is low and local currency interest rates are higher, 
ǊŜǎƛŘŜƴǘǎ ƘŀǾŜ ōŜŜƴ ǎǿƛǘŎƘƛƴƎ ǘƻ ŦƻǊŜƛƎƴ ŎǳǊǊŜƴŎȅ ŀŎŎƻǳƴǘǎΦ  Lƴ ǘƻŘŀȅΩǎ 
world, access to foreign currency accounts and facilities to transfer funds 
abroad can encourage leakage from the domestic system.  Savers are more 
likely to be concerned with self interest than patriotism. 
 
Because people save for reasons other than that of return, it makes it easy 
for the authorities to ignore concerns over the real rate of return (defined 
by the difference between the inflation rate and nominal interest rate).  
Policymakers are often silent in the situation where spending (particularly 
for consumption or imports) is being subsidized by savers receiving very 
low or no interest on their savings.  Lack of government intervention is 
often explained by the need for financial markets to operate freely, but 
these are often highly contrived markets weighted heavily in favour of the 
intermediaries.  It is difficult to compare the power of a few large highly 
organized banks with the powerlessness of a large number of small 
disorganized savers.  A zero or near zero interest rate policy on deposits is 
equivalent to a tax on savings.  Without financial returns savers, 
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particularly retirees, would eat their capital.  There also appears to be 
another misconception.  In countries in the region where there is a 
minimum or floor interest rate, the argument for removal in the current 
circumstances is that it would lower lending rates and stimulate the 
economy.  In a free market lending institutions tend to use such 
opportunities to maintain high interest rate margins.  Also, the evidence to 
support the view that reducing loan rates below a certain point would have 
a growth effect is often quite weak, as there may be other factors far more 
significant than the cost of funds militating against higher levels of 
borrowing and investment.  The absence of well-thought-out empirical 
investment functions based on local experience has not helped policy-
makers.  There is also need for a savings policy that would address the 
factors affecting the flight of savings, particularly from the domestic savings 
stream. 
 
Another concern relates to the use of national savings and the need to 
channel funds to activities which often find it difficult to attract investment 
on the desired scale.  In some cases specialized lending institutions have 
been set up to deal with the peculiar problems of those sectors, but there 
are indications that in the absence of supporting policies the challenges 
persist, and new approaches are required to deal with financing in such 
areas as housing, agricultural development and small and medium sized 
businesses.  Underdeveloped capital markets in the region without a range 
of saving instruments have put savers, investors and borrowers at a 
disadvantage, thus depressing saving and investment levels.  There is the 
need not only for more innovative financial policies at the national level but 
also for a more secure regional framework which would allow funds to 
move more easily from surplus countries to deficit countries.  A wider 
space would provide the potential for a better use of resources and higher 
levels of investment.  The framework governing financial operations and 
capital movements in the region needs urgent rethinking.  A regional stock 
market has been too long in the making. 
 
Confidence in the financial sector has become crucial in the context of the 
global financial crisis, the implosion of large financial organizations in the 
developed countries and the collapse of a number of bank and non-bank 
institutions in the region.  The failure of CL Financial, the Trinidad and 
Tobago based conglomerate in 2009, was a shock of major proportion not 
only to the stability of the Trinidad and Tobago economy and financial 
system, but to other regional economies where the company was a major 
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player in the insurance industry.  In 2008 CLICO and British American (BA) 
accounted for about half of the total assets of the insurance sector in 
Trinidad and Tobago.  The quick intervention of the Trinidad and Tobago 
government, and the subsequent injection of several billion dollars into the 
company, mitigated a more catastrophic impact on the local economy.  CL 
Financial is not only one of the largest companies in Trinidad and Tobago, 
straddling both the real and financial sectors, and a major share-holder in 
ƻƴŜ ƻŦ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ƭŀǊƎŜǎǘ ōŀƴƪǎΣ ōǳǘ ŀƭǎƻ ƻǿƴǎ ŀƴŘ ƻǇŜǊŀǘŜǎ ŀ ƭŀǊƎŜ 
number of insurance and other companies both within and outside the 
Caribbean.  In the Caribbean, significant government intervention was 
required in the various countries to avert a major financial meltdown.  
Trinidad and Tobago and other Caribbean countries are still dealing with 
ǘƘŜ Ŧŀƭƭƻǳǘ ŜŦŦŜŎǘǎ ƻŦ /[ CƛƴŀƴŎƛŀƭΩǎ ŦŀƛƭǳǊŜΣ ƛƴŎƭǳŘƛƴƎ ǘƘŜ ƛƳǇŀŎǘ ƻƴ ǎŀǾŜǊǎ 
and policyholders.  The Central Bank of Trinidad and Tobago has sued the 
former chairman and owner of the company for, among other things, 
άƳƛǎƳŀƴŀƎŜƳŜƴǘ ƻŦ /[L/hέ ŀƴŘ άƳƛǎŀǇǇƭƛŎŀǘƛƻƴ ŀƴŘ ƳƛǎŀǇǇǊƻǇǊƛŀǘƛƻƴ ƻŦ 
its income and assets to the detriment of its policyholders and mutual fund 
ƛƴǾŜǎǘƻǊǎέΦ  (Excerpts from the statement by the Attorney General of 
Trinidad and Tobago made on 8th June, 2011).  He also described CLICO as 
operatƛƴƎ άŀƴ ŜƭŀōƻǊŀǘŜ tƻƴȊƛ ǎŎƘŜƳŜέΦ 
 
There has been widespread discussion on the causes ƻŦ ǘƘŜ ŎƻƳǇŀƴȅΩǎ 
collapse and the apportionment of blame.  The Central Bank of Trinidad 
ŀƴŘ ¢ƻōŀƎƻ Ǉƻƛƴǘǎ ǘƻ άƛƴŀŘŜǉǳŀŎƛŜǎ ƛƴ ǘƘŜ ƭŜƎƛǎƭŀǘƛǾŜ ŦǊŀƳŜǿƻǊƪέ ǿƘƛŎƘ 
limited its intervention.  At the time of their collapse both CLICO and BA 
ƘŀŘ άǎƛƎƴƛŦƛŎŀƴǘ ǎǘŀǘǳǘƻǊȅ ŦǳƴŘ ŘŜŦƛŎƛǘǎέ όCƛƴŀƴŎƛŀƭ {ǘŀōƛƭƛǘȅ wŜǇƻǊǘΣ нллуΣ 
p.27).  The public takes its cue and forms its perception not only on how 
well a company says it is doing, but on how the supervisory authorities are 
dealing with it.  The regulators therefore shoulder a heavy responsibility as 
they are expected to have information which is generally not in the public 
ŘƻƳŀƛƴΦ  ¢ƘŜ Řŀƛƭȅ ǎǇŜŎǳƭŀǘƛƻƴ ƻƴ ǘƘŜ Ŧǳƭƭ ŜȄǘŜƴǘ ƻŦ /[ CƛƴŀƴŎƛŀƭΩǎ ŀǎǎŜǘǎ ŀƴŘ 
liabilities is a reflection of the lack of transparency which has informed the 
management and operation of this company. 
 
The collapse of CLICO, the major insurance arm of CL Financial, has been 
particularly disturbing, and questions have been raised not only about the 
adequacy of the legislation to deal with ambitious conglomerates with an 
unlimited appetite for funds, but also with the influence of politics, the 
competence of the regulators, the enforcement of regulations, the role of 
auditors and the responsibility of management in a fiduciary role.  
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Apparently little was learnt from the Jamaican experience of the mid-1990s 
where the regulatory framework also failed and which involved a major 
collapse of the financial sector.  According to the Central Bank of Trinidad 
and Tobago (Financial Stability Report 2008 pp. 25-27), CL Financial, CLICO 
Investment Bank (CIB) and CLICO Insurance violated all the prudential 
guidelines of financial management over a prolonged period of time.  CL 
Financial seemed to have got caught not by the regulators but by 
unforeseen events, including the collapse of the real estate market in the 
United States and the fall of methanol and ammonia prices.  The continued 
absence of a proper regional regulatory framework for transnational 
financial companies is puzzling.  Other Caribbean states were apparently of 
the view that CLICO was being properly monitored in its home state and 
paid little attention to the disparity between local assets and liabilities.  The 
collapse of CLICO was a regional failure and the experience should provide 
major guidelines for the reform of the regulatory framework in the 
Caribbean. 
 
The fast-growing economies of the world are associated with a high level of 
saving and investment.  There are a number of factors which drive growth, 
and investment is a major one.  The investment ratio (gross capital 
formation as a proportion of GDP) varies from one Caribbean country to 
another.  So does the share of investment financed by domestic savings.  In 
the ECCU region, gross investment has averaged around 40 per cent of GDP 
in recent years.  Foreign savings have financed about two thirds of this on 
average.  In Barbados the investment rate has averaged around 18 per cent 
since 2005, while the national saving has been in the region of 11 per cent.  
The high level of government indebtedness and low saving and investment 
rates in the region are not unrelated to current financial and development 
policies.  In Trinidad and Tobago, for instance, where the economy is at a 
virtual standstill, loanable funds of the largely private financial institutions 
sector are being held in statutory and interest bearing deposits at the 
Central Bank, while the government is being urged to borrow money to 
fund projects with the aim of stimulating the economy.  If the private 
sector is not playing a larger and more active role, it certainly does not 
seem to be because of lack of financial savings.  Perhaps the explanation 
may lie in other factors including the overly conservative lending policies of 
the banks stemming from the global crisis, the non-existence of bankable 
projects, the absence of credit-worthy borrowers or simply a lack of 
confidence in the economy.  Increasing the national saving rate and 
creating a policy framework for the more productive use of domestic 
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savings may not only accelerate the development process rate, but also 
reduce vulnerability through less reliance on foreign resources.  Another 
related issue is the efficiency of government spending.  Too often, budgets 
pander to populist objectives without giving enough attention to measures 
aimed at increasing efficiency and productivity.  Already the public debt in 
several Caribbean countries is unsustainable.  The experience of Greece 
and some other European countries at the end of the first decade of the 
21st Century should provide useful lessons not only to the governments of 
the region but to other stakeholders.  The stability of the financial sector 
cannot be separated from fiscal and debt management. 
 
In recent years managing national monetary and financial systems has 
become more challenging.  Large and rapid capital movements across 
national borders can destabilize the financial environment.  The evolution 
of diversified financial systems in the post-war period, the emergence of a 
range of sophisticated financial instruments and the growth of powerful 
finance and investment houses in response to financing needs associated 
with economic growth and booms, have posed a major challenge to 
regulatory and oversight authorities.  The quality of regulation has not kept 
pace with financial innovations and developments in most countries, thus 
providing some explanations for the collapse of financial institutions in 
both developed and developing countries. 
 
Another challenge facing central banks in the pursuit of price and exchange 
rate stability is control of liquidity or the money supply.  Very often fiscal 
policy does not support monetary policy objectives.  That is one point.  
With financial institutions becoming less dependent on the central bank for 
assistance in times of difficulty, certain traditional instruments of control 
ƘŀǾŜ ōŜŎƻƳŜ ƭŜǎǎ ǊŜƭŜǾŀƴǘΦ  Lƴ ǘƻŘŀȅΩǎ ŜƴǾƛǊƻƴƳŜƴǘ ŦƛƴŀƴŎƛŀƭ ƛƴǎǘƛǘǳǘƛƻƴǎ 
not only have ready access to head office but to the inter-bank market, the 
local foreign currency market and even to the global financial markets.  
Dollarization has also opened a new window for mobilizing savings.  In 
some countries there are no reserve requirements relating to foreign 
currency deposits.  Underdeveloped money and capital markets with their 
small volume and range of securities have hampered the use of open 
market operations.  Statutory reserves, which are still widely used, 
discriminate against banks and are regarded as a tax by bankers.  They are 
often blamed for high lending rates.  Inflation is affected by a wide range of 
factors, and monetary policy, it should be recognized, represents only one 
avenue for dealing with it. 
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Supervisory authorities would find it difficult if not impossible to micro 
manage or scrutinize every aspect of the operations of a financial 
institution.  Capital adequacy, however, is one area where some 
international guidelines have been laid down, at least with respect to 
banks.  In 1988 the Basel Committee on Banking Supervision, acting under 
the auspices of the Bank for International Settlements, categorized assets 
of banks in terms of credit risks and worked out minimal capital 
requirements based on the structure of risk-weighted assets.  A large 
number of countries bought into the Basel Accord.  Basel II, adopted in 
2004, subsequently extended the scope of risks and laid down some new 
standards for greater transparency.  Before Basel II could be fully discussed 
and implemented, the outbreak of the financial crisis in the United States 
and its spread to other parts of the world raised a whole new set of issues, 
particularly following the collapse of some of the largest financial 
institutions in the world.  A third accord, Basel III, which is still in the 
discussion stage, draws heavily on recent financial experience and calls for 
higher regulatory standards to deal with issues of stress and shocks. 
 
The capitalization of most Caribbean banking systems is regarded as sound, 
though there are questions about the increasing proportion of 
nonperforming loans (NPL) in some countries and the adequacy of loan loss 
provisioning.  The increasing presence of the international banks has 
removed some of the earlier concerns.  Non banks play an important role in 
the economy and there is need for more pervasive supervision and critical 
review of their present capitalization.  Given the experience with CL 
Financial, supervision and oversight of the entire financial sector in the 
region needs to move closer to international standards.  The suggestion by 
some to increase and widen the scope of deposit insurance does not 
recognize the nature of the problem.  Deposit insurance does not prevent 
bank failure or other institutional collapse when innovations get ahead of 
regulations or fiduciary responsibility is abandoned in the interest of greed 
or ambition.  The following section summarizes economic and financial 
trends in CARICOM countries. 
 
¢ƘŜ .ŀƘŀƳŀǎ Ƙŀǎ ŀŎǉǳƛǊŜŘ ŀ ǊŜǇǳǘŀǘƛƻƴ ŀǎ ƻƴŜ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ƭŜŀŘƛƴƎ 
tourist resort cum tax haven and offshore financial centres.  In 2009 the per 
capita income (GDP at current market prices) was estimated to be around 
US$24,000, the highest among CARICOM countries.  In its 2010 Human 
Development Report, the United Nations ranked The Bahamas at 43 (out of 
169), second only to Barbados in the region.  Since 1995 the economy has 
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grown at an average annual rate of about 2.2 per cent, declining for the 
first time in 2008 and again in 2009.  The unemployment rate increased 
from 7.6 per cent in 2006 to over 14 per cent in 2009.  Despite a persistent 
deficit in the fiscal accounts and the current external balance, gross official 
foreign reserves increased from US$342.6 million in 2000 to US$ 815.9 
million in 2009.  At the same time the public debt as a proportion of GDP 
increased from 40 per cent in 2006 to 54 per cent in 2009. 
 
At the end of September 1995, 415 banks and trust companies were 
registered in The Bahamas.  CƻƭƭƻǿƛƴƎ ǘƘŜ άōƭŀŎƪƭƛǎǘƛƴƎέ ƻŦ ǘƘŜ ŎƻǳƴǘǊȅ ōȅ 
the Financial Action Task Force (FATF) and the Organisation for Economic 
Cooperation and Development (OECD) in 2000 the new regulations put in 
place (including Minimum Physical Presence Requirements) led to the 
departure or closure of a number of registered entities.  At the end of June 
2010 the total had fallen to 280. Of this number, 122 held a licence to deal 
with the public, while 158 held licences described as restricted, non-active 
or nominees.  Most of these institutions have an external clientele.  A 
limited number deal with the Bahamian public.  There are only seven 
authorized dealers, of which six are clearing banks.  The domestic assets of 
the commercial banks increased from BH $2,421.3 million (79 % of GDP) in 
1995 to BH $8,970.8 million (125 % of GDP) in 2009.  Commercial banks 
remain the most important depository institutions in the domestic financial 
system.  With the increase in the spread of bank branches the number of 
inhabitants per branch has been falling.  In light of recent developments 
the Central Bank has been paying careful attention to the soundness of the 
commercial banks, and in November 2009 set higher minimum risk-
weighted target and trigger ratios, of 17% and 14% respectively for all 
commercial banks, resulting in average risk weighted capital adequacy 
ratios of about 24 per cent, well above the international capital standards 
of eight per cent. 
 
Despite a narrow resource base and a modest economic growth rate, 
Barbados has achieved a level of social and economic development which 
has consistently placed it as the top performer among CARICOM countries 
in the United Nations Human Development reports.  Current per capita 
GDP is around US $15,000 (per capita GNI in 2008 was estimated as US 
$21,673 PPP) with life expectancy at 77.7 years.  However, Barbados is an 
open economy heavily dependent on the international economy and has 
been severely affected by the global economic crisis.  After growing by four 
per cent on average between 2004 and 2007, the economy declined in 
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2008 and 2009 and faced a similar prospect in 2010.  The unemployment 
rate which had dropped from 24 per cent in 1993 to 7.4 per cent (on 
average) in 2007, increased to eight per cent in 2008 and ten per cent in 
2009.  The fiscal situation has also weakened with the public debt 
increasing from 77 per cent of GDP in 2005 to over 100 per cent in 2009.  
Stock-market trading has also dropped since 2007, reflecting the decline in 
economic activity. 
 
With the growth of per capita income the financial sector has also been 
growing.  Financial assets increased from BB $6.9 billion (172% of GDP) in 
1996 to BB $17.5 billion (237.7% of GDP) in 2008.  Commercial banks are 
the largest subsector accounting on average for 50 per cent of financial 
assets.  All six banks are now foreign owned with the Canadian banks 
accounting for more than 70 per cent of bank assets.  The banks are 
reportedly well capitalized and face no immediate threat from the 
increasing proportion of non-ǇŜǊŦƻǊƳƛƴƎ ƭƻŀƴǎΦ  ¢ƘŜ ǎǘǊǳŎǘǳǊŜ ƻŦ ǘƘŜ ōŀƴƪǎΩ 
loan portfolio has shifted increasingly towards personal loans as Barbadians 
seem to be making greater use of their lending facilities.  With respect to 
ǘƘŜ ƛƴǎǳǊŀƴŎŜ ǎŜŎǘƻǊΣ ǘƘŜ .ŀǊōŀŘƻǎΩ ǎǳōǎƛŘƛŀǊƛŜǎ ƻŦ /[ CƛƴŀƴŎƛŀƭ ŦŀŎŜŘ ŀ 
major crisis in 2009, when the parent company in Trinidad and Tobago 
collapsed.  Government intervention was required in both countries to 
reduce the impact on other companies and on the respective economies. 
 
Over the last two decades the Barbadian financial sector has been 
increasingly liberalized allowing the traditional monetary tools to be 
rationalized.  The country, however, has opted to operate with a fixed 
exchange rate system which requires careful monitoring of imports and 
movements in foreign exchange reserves.  The present rate, which has 
been fixed at BB $2 to US $1 since 1975, is a subject of frequent discussion 
in terms of its appropriateness.  There are indications of some appreciation 
in the real effective exchange rate in recent years, raising questions of the 
impact on the competitiveness of the economy. 
 
In current terms, the per capita GDP of Belize is around US $4,500.  Since 
2005, the economy has grown at a moderate rate of 2.6 per cent a year, 
with the annual inflation rate averaging below five per cent.  About 40 per 
cent of the population is described as poor.  The unemployment rate is 
estimated to be between 12 and 15 per cent. 
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There seems to be a big gap between the investment and savings rate.  
Since 2005 the gross investment rate has averaged around 21 per cent as 
compared to 15 per cent for the gross national savings rate.  The weak 
fiscal situation over the years has resulted in a rapid growth of the public 
debt amounting to over 100 per cent in 2005.  This fell to 80 per cent in 
2009.  In line with this trend debt service as a per cent of exports of goods 
and services declined from 36.6 per cent in 2005 to 12 per cent in 2009.  
The share of government revenue required to service debt also declined 
from 90.7 per cent to 25.5 per cent over the period. 
 
The environment for private investment and saving continues to suffer 
from institutional and policy deficiencies.  There seems to be the need for a 
properly functioning stock market and a more active policy to encourage 
private investment and saving.  άbƻǘǿƛǘƘǎǘŀƴŘƛƴƎ ǘƘŜ ƎǊƻǿǘƘ ƛƴ ǘƘŜ 
number of financial intermediaries there was no substantial change in the 
borrowing and saving instruments aǾŀƛƭŀōƭŜ ǘƻ ǘƘŜ ƎŜƴŜǊŀƭ ǇǳōƭƛŎΦέ ό.ŜƭƛȊŜ 
paper).  There are questions about the soundness of the banking system in 
the context of international standards.  Non-performing loans as a per cent 
of total loans increased from seven per cent in 2007 to 20 per cent in 2010.  
¢ƘŜ ǇŀǇŜǊ ŀƭǎƻ ƴƻǘŜǎ ǘƘŀǘ ǘƘŜ άƭŜƴŘƛƴƎ ǊŜǉǳƛǊŜƳŜƴǘǎ ƻŦ ǘƘŜ ŎƻƳƳŜǊŎƛŀƭ 
banks, the main source of credit continuŜŘ ǘƻ ŦŀǾƻǳǊ ƭŀǊƎŜ ōƻǊǊƻǿŜǊǎΧ 
Small borrowers and entrepreneurs seeking to engage in non-traditional 
development projects faced more ƻōǎǘŀŎƭŜǎΦέ ό.ŜƭƛȊŜ ǇŀǇŜǊύΦ 
 
The Eastern Caribbean Currency Union (ECCU) is comprised of six 
independent states and two British overseas territories.  The independent 
countries are Antigua and Barbuda, Dominica, Grenada, St Kitts and Nevis, 
Saint Lucia and St Vincent and the Grenadines.  The British overseas 
territories are Montserrat and Anguilla.  Though the group shares a 
common central bank and currency it is not fully integrated, financially or 
economically.  In 2007 The Organisation of Eastern Caribbean States (OECS) 
initialled an OECS Economic Union Treaty to further advance the economic 
process and create a single financial space, but this has been slow in 
implementation.  The total population of the group in mid-2009 was 
617,418 with an average per capita GDP (at current market prices) of US 
$7,250.  In the 1980s real GDP grew by over seven per cent a year.  In the 
first half of the 1990s this dropped to 2.4 per cent a year, and averaged 3.6 
per cent between 1996 and 2008.  In 2009 and 2010 the economy declined.  
Since 1995 the inflation rate has been averaged around three per cent 
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annually, slightly higher than that of Belize and The Bahamas, but lower 
than that of Barbados. 
 
The share of banks and insurance in total real GDP has been increasing over 
the last three decades.  It increased from 6.6 per cent in 1983 to 9.5 per 
cent in 1995 and to 14.6 per cent in 2009.  In this latter year it was second 
only to government services.  There are 40 commercial banks operating in 
ECCU member states, of which 26 are foreign branch banks and 14 are 
indigenous.  The assets of commercial banks increased from EC $6,232.0 
million (106 % of GDP) in 1995 to EC $24,740 million (205 % of GDP) in 
2009.  The foreign banks account for 55 per cent of total assets, while the 
indigenous banks hold the other 45 per cent.  There are 41 offshore banks 
with 25 registered in Antigua and Montserrat.  The insurance companies 
are largely agencies of companies registered in Trinidad and Tobago, 
Barbados and the Bahamas.  ά¢ƘŜǊŜ ƛǎ ƴƻ ǎingle regulatory framework or 
supervisory structure for the non-bank financial institutions across the 
ECCU; regulation/supervision is driven by domestic institutions such as 
ƳƛƴƛǎǘǊƛŜǎ ƻŦ ŦƛƴŀƴŎŜ ŀƴŘ ŘŜǇŀǊǘƳŜƴǘǎ ƻŦ ŎƻƻǇŜǊŀǘƛǾŜǎΦέ ό9//. ǇŀǇŜǊύΦ 
 
The chapteǊ ƻƴ DǳȅŀƴŀΩǎ ŦƛƴŀƴŎƛŀƭ ǎȅǎǘŜƳ ƘƛƎƘƭƛƎƘǘǎ ǘƘŜ ǘǊŀƴǎƛǘƛƻƴ ŦǊƻƳ ŀ 
state-controlled and highly repressed financial sector to one driven by 
market forces and private initiatives.  The implementation of the Economic 
Recovery Programme (ERP) in 1989 was instrumental in transforming a 
dysfunctional system and stimulating the Guyanese economy in the 1990s.  
The modernization of the regulatory framework did much to improve the 
strength and stability of financial institutions. 
 
The banking system, which is now completely privatized, accounted for 46 
per cent of financial assets at the end of 2008.  Of the six banks, three are 
foreign-owned and account for about two thirds of the total commercial 
ōŀƴƪǎΩ ŀǎǎŜǘǎΦ  CƻǊŜƛƎƴ-owned insurance companies hold about 60 per cent 
ƻŦ ǘƘŜ ǎŜŎǘƻǊΩǎ ŀǎǎŜǘǎΦ 
 
Lƴ ǘƘŜ ŀǊŜŀ ƻŦ ƳƻƴŜǘŀǊȅ ŎƻƴǘǊƻƭ ŀƴŘ ŜȄŎƘŀƴƎŜ ǊŀǘŜ ǇƻƭƛŎȅΣ DǳȅŀƴŀΩǎ 
experience is somewhat different from that of the rest of the region.  In 
pursuing the objective of price stability, the Bank of Guyana has been using 
a number of policy tools, but indirect instruments of monetary control 
through the auction of treasury bills in the primary market have been the 
ǇǊŜŘƻƳƛƴŀƴǘ ǘƻƻƭΦ  άwŜǎŜǊǾŜ ǊŜǉǳƛǊŜƳŜƴǘǎΣ ǊŜ-discount rate and moral 
suasion have been used rarely over the review period (i.e. 1996-2008).  The 
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monetary policy strategy has been to target monetary aggregates within 
ǘƘŜ ŦǊŀƳŜǿƻǊƪ ƻŦ ƳƻƴŜǘŀǊȅ ǇǊƻƎǊŀƳƳƛƴƎΦέ όDǳȅŀƴŀ ǇŀǇŜǊύΦ 
 
With the emergence of a vibrant parallel foreign exchange market in the 
1980s the authorities attempted to unify the official and unofficial 
exchange rates through a series of measures including devaluations and 
the adoption of the cambio system in 1990.  A great measure of stability 
has returned to the economy.  The exchange rate has depreciated rapidly 
moving from GY $140.5 to US $1 in 1995 to GY $194.75 in 2000 and to GY 
$203.5 in 2010.  The economy, however, has grown at an average rate of 
over 2.5 per cent a year since 1995.  Between 1989 and 1991, the annual 
inflation rate averaged 53 per cent.  Since 1995 it has averaged around six 
per cent a year. 
 
The paper on the Jamaican financial sector not only tracks the 
development of financial institutions since the 1960s, but also identifies the 
main factors influencing financial and exchange rate policies.  Following the 
attainment of independence in 1962 the economy grew by an average rate 
of over five per cent a year in the following decade.  Concomitant with this 
was a fairly rapid growth of financial institutions and assets.  This process 
continued into the 1970s and 1980s despite severe economic difficulties 
which occasioned the first Stand-by Agreement with the IMF in 1973, 
accompanied by wide ranging financial and economic reforms.  A three-
year Extended Fund Agreement with the IMF followed in 1978 which 
required the implementation of a number of demand management 
measures.  Further agreements with the Fund followed in 1981, 1984 and 
1988 accelerating the removal of a range of financial and monetary 
controls.  The nominal exchange rate which stood at JA $0.90 to US $1 at 
the end of 1977 fell to JA $1.78 at the end of 1979, to JA $3.28 at the end 
of 1983 and has been sliding steadily downwards since.  At the end of 1995 
the rate was JA $39.62 and in 2009 it reached JA $89.33. 
 
By the early 1990s, the liberalization and de-regulation programmes had 
not only changed the financial landscape but had also ushered in a more 
Ǌƛǎƪȅ ŜƴǾƛǊƻƴƳŜƴǘΦ  .ȅ ǘƘƛǎ ǘƛƳŜΣ ǘƘŜ ǇŀǇŜǊ ŀǊƎǳŜǎ άǘƘŜ ǎƻ-ŎŀƭƭŜŘ ΨǇǳǊŜΩ 
financial institution had all but disappeared as institutions sought to 
diversify their operations in order to remain competitive, viable and 
relevant.  In fact, with the expansion in credit card facilities to other 
financial institutions, there was little difference between these and 
ŎƻƳƳŜǊŎƛŀƭ ōŀƴƪǎΦέ όWŀƳŀƛŎŀ ǇŀǇŜǊύΦ 
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In the ŀōǎŜƴŎŜ ƻŦ ŀŘŜǉǳŀǘŜ ǊŜƎǳƭŀǘƛƻƴΣ άƳŀƴȅ ƛƴǎǳǊŀƴŎŜ ŎƻƳǇŀƴƛŜǎ ŎǊŜŀǘŜŘ 
subsidiaries in the form of trust companies, finance houses and merchant 
banks, and affiliated themselves with commercial banks through which 
they were able to complement short-term lending and long-term leased 
ŀƴŘ ƳƻǊǘƎŀƎŜ ŦƛƴŀƴŎƛƴƎΦέ όWŀƳŀƛŎŀ ǇŀǇŜǊύΦ  Insurance companies were also 
raising cash by selling bank products disguised as insurance policies and 
investing in real estate and other long-term assets. 
 
Through the formation of complex organizational structures, the banks 
were able to hide certain transactions from the Central Bank which itself 
was operating within a very weak legislative framework.  The inflation rate 
which had climbed from 8.4 per cent in 1987 to 80.2 per cent in 1991 
dropped to 25.5 per cent in 1995, occasioning significant changes in the 
book value of assets. 
 
The crash of the stock and real estate markets in the mid-1990s led to a run 
on both banks and insurance companies, causing the take-over of a 
number of institutions by the government.  In the period following, a 
number of laws were revised while some new ones were introduced to 
strengthen the regulatory framework.  Through a process of mergers, 
closures and acquisitions, the financial sector was transformed in a way 
which allowed institutions to return to their core business.  Deposits in the 
commercial banks increased from JA $89.1 billion at the end of 1995 to JA 
$357.1 billion at the end of 2009. 
 
In recent years, the Jamaican economy has been hit hard by the global 
economic crisis which has affected not only its growth prospects but also 
its fiscal, foreign exchange and debt servicing positions.  Net official 
reserves fell from US$2.3 billion in May 2008 to US$1.7 billion at the end of 
2009.  Since 1995 the exchange rate has depreciated by more than 100 per 
cent, moving from JA $35.35 in 1995 to JA $88.49 to US $1 in 2009. 
 
In the 1990s and early part of this decade, the Surinamese economy was in 
serious difficulty.  Fiscal deficits, government borrowing from the Central 
Bank beyond statutory limits, bouts of hyper-inflation, the suspension of 
Dutch development aid and changes in the exchange rate all created a very 
unstable economic environment.  The replacement of the Surinamese 
guilder (Sf) at a rate of Sf 1,000 per Surinamese dollar (SRD) on 1st January, 
2004 followed the adoption of a series of stabilization measures including 
reduced lending by the Central Bank to the government and increased use 



1188 The Financial Evo lution of the Caribbean Community  

  

 
of treasury bills as a source of financing.  Suriname now operates a de jure 
managed exchange rate regime. 
 
Since 2005, with the rationalization of government borrowing, improved 
commodity prices and the adoption of more responsible fiscal and 
monetary policies, the economy has settled into a more stable growth rate 
which averaged 1.8 per cent a year between 1996 and 2000 and increased 
to 5 per cent between 2001 and 2008. 
 
With liberalization and de-regulation the financial sector has grown.  
Financial assets as a per cent of GDP grew from 49 per cent in 1996 to 72 
per cent in 2008.  The money supply as a per cent of GDP increased from 
37 per cent to 46 per cent over the period.  A salient feature of the 
Surinamese economy is the increased dollarization of the economy which 
had its beginning in the hyper inflation experience of the 1990s.  Suriname 
is one of the most dollarized economies in the region.  Since 1992 residents 
have been allowed to open foreign currency accounts in commercial banks.  
Foreign currency deposits as a per cent of total deposits increased from 
about 20 per cent in 1996 to 57 per cent in 2005.  Foreign currency loans 
have followed a similar path. 
 
Since the mid-1990s the Trinidad and Tobago economy has grown faster 
than any other CARICOM economy.  Between 1995 and 2009 the real GDP 
growth rate has averaged 5.7 per cent a year.  Since 1995 the economy 
declined for the first time in 2009 and continued this trend into 2010.  The 
unemployment rate fell from 17.2 per cent in 1995 to less than five per 
cent in 2008, but increased to 6.7 per cent in 2010.  Since 1995 the inflation 
rate has averaged around 5.5 per cent a year.  Since 2001 the headline 
inflation rate has fluctuated between 1.3 per cent (2009) and 14.5 per cent 
(2008).  Between 2002 and 2008 the economy benefitted significantly from 
increased prices for its main commodity exports, viz., petroleum, natural 
gas and methanol.  The fiscal balance as a per cent of GDP which was 
negative in 2002 (fiscal year) was positive in the following six years, 
averaging 4.2 per cent.  The current external account surplus as a per cent 
of GDP averaged 17 per cent between 2001 and 2010.  The net official 
reserves increased from US$ 1.7 billion in 2001 to US$9.0 billion in 2010. 
 
Between 1995 and 2000 real value-ŀŘŘŜŘ ƛƴ ǘƘŜ ΨCƛƴŀƴŎŜΣ LƴǎǳǊŀƴŎŜ ŀƴŘ 
wŜŀƭ 9ǎǘŀǘŜΩ ǎŜŎǘƻǊ ƛƴŎǊŜŀǎŜŘ ōȅ мм ǇŜǊ ŎŜƴǘ ŀǎ ŎƻƳǇŀǊŜŘ ǘƻ ŀ сп ǇŜǊ ŎŜƴǘ 
increase between 2001 and 2008.  As ŀ ǇǊƻǇƻǊǘƛƻƴ ƻŦ ǘƻǘŀƭ D5t ǘƘŜ ǎŜŎǘƻǊΩǎ 
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share increased from 10 per cent in 1995 to 13 per cent in 2008 and 2009.  
In terms of assets and the range of services offered, the financial sector has 
grown significantly since the mid-1990s.  Technology is an increasing 
feature of the services offered by the commercial banks.  Commercial 
ōŀƴƪΩǎ ŀǎǎŜǘǎ ƛƴŎǊŜŀǎŜŘ ŦǊƻƳ ¢¢ ϷнлΣлро Ƴƛƭƭƛƻƴ όсо҈ ƻŦ D5tύ ŀǘ ǘƘŜ ŜƴŘ ƻŦ 
1995 to TT $103,983 million (84% of GDP) at the end of 2009.  The 
ownership pattern of the banking sector has also changed since the mid-
1990s, with the foreign-owned entities now more dominant.  Some types 
of non-bank institutions have also been growing both in terms of numbers 
and assets.  The number of finance houses and merchant banks, for 
example, increased from 13 in 1996 to 20 in 2007.  The number of 
registered life insurance companies and the number of companies writing 
new business have been stable over the past 10 years.  The life insurance 
business is highly concentrated, with four of the largest companies 
ŀŎŎƻǳƴǘƛƴƎ ŦƻǊ ƻǾŜǊ тр ǇŜǊ ŎŜƴǘ ƻŦ ǘƘŜ ƛƴŘǳǎǘǊȅΩǎ ǘƻǘŀƭ ŀǎǎŜǘǎΦ 
 
!ǎ ƛƴŘƛŎŀǘŜŘ ŜŀǊƭƛŜǊΣ ƛƴ WŀƴǳŀǊȅΣ нллф ¢ǊƛƴƛŘŀŘ ŀƴŘ ¢ƻōŀƎƻΩǎ ŦƛƴŀƴŎƛŀƭ ǎŜŎǘƻǊ 
received a major shock with the collapse of CL Financial, a locally based 
conglomerate involved not only in financial services, but in a host of other 
unrelated activities including real estate, energy, manufacturing and 
distribution.  CL Financial reportedly operated through some 40 companies 
in 28 countries.  CLICO and British American Insurance Company were its 
major insurance subsidiaries which had a strong presence in the insurance 
business throughout the Caribbean.  In January 2009 the Trinidad and 
Tobago Central Bank intervened not only in CLICO and BA, but also in the 
CLICO Investment Bank (CIB), another subsidiary of CL Financial.  CIB was 
registered as a non-bank financial institution and accounted for 11.4 per 
cent of the total assets of the banking system.  At the end of 2008 it was 
ŜǎǘƛƳŀǘŜŘ ǘƘŀǘ ŀōƻǳǘ пл ǇŜǊ ŎŜƴǘ ƻŦ ǘƘŜ ōŀƴƪΩǎ ƭƻŀƴ ǇƻǊǘŦƻƭƛƻ ǿŀs to 
affiliated companies.  CIB has been closed with some matters still to be 
resolved in the courts. 
 
Caribbean financial systems have been evolving against the background of 
a complex set of factors including an inadequate regulatory framework that 
has failed to sufficiently address allocative and prudential objectives.  The 
influence of structural features in the respective economies is also 
discernible in policy and operations.  Because of their extreme openness 
Caribbean economies are easily affected by developments in the global 
economy.  Problems in the financial sector normally have their origins in 
shocks to the real sector of the economy, which affect income and 
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employment.  Falling commodity prices, reduced tourism activity, declining 
remittance flows, drastic falls in foreign investment and adverse 
movements in the terms of trade could cause severe social and economic 
disruptions, particularly in small undiversified economies.  In such a 
situation even banks that are well regulated may come under stress.  
Capital that may seem adequate in one period may not be in another.  
Regulations not only have to address conditions caused by external 
developments but consequences emanating from poor management and 
betrayal of fiduciary responsibility.  Imaginative prudential regulations 
often help in protecting financial institutions from themselves.  A 
framework for confidence is important because it is a factor that features 
in both financial and real growth, and helps to mitigate the effects of 
contagion.  A growing economy is better able to deal with financial crises 
than a stagnant or declining one. 
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n the post-war period world output grew at a steady rate until 2009.  
The global economy, however, has evolved in an uncertain 

environment, with this growth taking place against the background of 
occasional booms and busts, profound problems in the international 
monetary system, a series of debt, currency and banking crises, regional 
conflicts and a global ideological divide that for many years influenced both 
political and economic organization and management in many countries.  
Real GDP growth has been associated with an even faster growth in 
international trade, major changes in global trading patterns and a 
restructuring of global economic power carrying with it a skewed 
distribution of the benefits of global expansion.  At the same time, 
significant developments in information and communication technology 
and the liberalization of capital markets have encouraged greater 
transnational movements of capital and radical innovations in capital 
markets, responding to the changing needs of a growing pool of savers and 
investors.  The emergence of flexible exchange rate systems in the 1970s, 
followed by the debt crisis in the 1980s, spurred the development of a new 
range of financial instruments to deal with exchange rate and interest rate 
volatility.  Domestic deregulation and the removal of barriers to capital 
flows and the rights of establishment led to greater competition and 
increased the reach of financial institutions.  The new emerging 
environment, which allowed investors to hedge risks and to react to new 
information with greater speed, accelerated the financial globalization 
process.  In an increasingly open world economy, budgetary deficits 
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became easier to finance with the greater use of innovative risk 
management techniques.  Investment levels became less constrained by 
the volume of domestic savings.  Financial institutions also became bolder 
in their lending activities with their ability to securitize and distribute risks. 
 
A salient feature of post-war economic management is the greater 
dependence on market signals for policy making.  The main argument for 
the liberalization of goods and financial markets is that it would lead to a 
more efficient allocation of real and financial resources.  In the process, 
economies have become more interlocked making it easier for shocks in 
one country to affect others.  Contagion is a structural feature of the 
modern world economy.  In this situation both booms and busts have 
spillover effects, the extent of which may be difficult to predict.  
Globalization brings both opportunities and risks, but recent crises in the 
1990s and the current global recession have raised a number of issues 
relating to the quality of supervision and regulation, the capitalization of 
banks, accounting and valuation methods relating to assets, the role of 
credit rating agencies, capital controls, deposit insurance, government 
intervention, the functioning of capital markets and moral hazards arising 
from bailouts and other forms of assistance.  In short, the 
internationalization of banking activities and financial markets has taken 
place without a proper regulatory framework and oversight authority.  This 
is significant given the innovative capacity of financial institutions and their 
disposition to get around regulations.  Regulators have been more reactive 
than proactive. 
 
Capital movements have fueled growth in many countries, but have also 
played a major part in recent financial crises.  The groundwork for this, of 
course, was laid with the emergence of the Euro-currency markets and the 
collapse of the crisis-prone fixed exchange rate system, which facilitated 
the growth of the international bond and equity markets.  A regime of 
flexible exchange rates is more compatible with free capital movements, 
but many countries still choose to operate a fixed or pegged system, 
depending on monetary and fiscal policy to deal with the external balance. 
 
The rest of this chapter is organized as follows.  The first section attempts 
to capture global financial highlights in the 1980s and 1990s.  The second 
presents a brief review of major economic trends since 2000.  The third 
section outlines economic and financial developments in CARICOM states 
in recent years.  Some concluding remarks appear in the final section. 
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2.1  Two Decades of Cr ises, Growth and Innovations ɀ The 1980s 
and the 1990s 

In the 1980s, the growth of world output slowed considerably, particularly 
towards the end of the decade and early 1990s.  World trade growth 
declined reflecting the fall in production in both developed and developing 
countries.  In many emerging market economies (in Europe, Middle East, 
Africa and Latin America) the drop in output was significant and was 
associated with increasing unemployment.  The servicing of existing debt 
was made more difficult by depressed prices for exports, declining 
investment, stagnating aid flows, high borrowing rates and difficulties in 
accessing foreign markets.  The intervention of the IMF in many countries 
not only failed to reverse the economic slide, but worsened social 
ŎƻƴŘƛǘƛƻƴǎ ǊŀƛǎƛƴƎ ǉǳŜǎǘƛƻƴǎ ŀōƻǳǘ ǘƘŜ ŜŦŦƛŎŀŎȅ ŀƴŘ ǊŜƭŜǾŀƴŎŜ ƻŦ ǘƘŜ LaCΩǎ 
austerity programmes. 
The 1980s, however, was not all about recession, balance of payments 
problems, debt, inflation and issues of structural adjustment.  The 
economic challenges of the period gave rise to a whole new range of 
sophisticated financial instruments (e.g. futures, options, swaps, etc.).  
Government borrowing created a larger pool of short- and long-term 
marketable securities.  Exchanges emerged for the trading of the new 
securities.  Institutional investors became a major force in financial markets 
which became progressively integrated with each other.  The increasing 
liberalization of trade and capital movement was critical to the growth of 
financial markets. 
 
The 1990s decade was one of both growth and crises.  The emerging and 
developing (E and D) countries as a group grew faster than the advanced 
economies both in the 1990s and the subsequent decade, averaging close 
to five per cent compared to just over two per cent for the advanced 
economies.  While per capita income growth was almost the same for both 
groups in the 1990s, the (E and D) group outperformed the advanced 
economies in the following decade.  It is interesting to note that this stellar 
performance took place against the backdrop of a series of financial crises 
in various parts of the world. 
 
The countries affected by financial crises in the 1990s and the early 2000s 
differed in terms of size, location and levels of development.  While some 
causes were common, each crisis had its own peculiarities.  In the 1980s 
foreign exchange shortages and debt servicing problems created difficulties 
not only for the debtor countries but also for the financial institutions to 
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whom money was owed.  Isolated bank failures and problems facing the 
savings and loan industry in the United States were contained.  The 1990s 
posed a greater challenge.  The decade started off with the Western 
European Exchange Rate Mechanism (ERM) crises of 1992-1993.  This was 
followed by the Mexican (or Tequila) crisis of 1993-1994 when political 
instability and an overvalued currency led to a massive loss of international 
reserves in 1994.  The East Asian crisis of 1997-1998 began in Thailand 
following the collapse of the Thai government, and spread to other 
countries in Southeast Asia where in some cases weak financial systems 
and currency pegs failed to withstand the panic runs of speculators and 
investors. 
 

Table 2.1:  World GDP Growth an d Consumer Prices (%)  

 
Growth of Real GDP (%)  
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A.V.1991-2000 3.1 2.8 2.4 7.4 3.3 2.7 44.5 

2001 2.2 1.2 4.9 5.8 0.7 2.2 7.7 

2002 2.8 1.6 6.5 6.9 0.6 1.5 6.8 

2003 3.6 1.9 5.5 8.2 2.2 1.8 6.7 

2004 4.9 3.1 6.7 8.6 6.0 2.0 5.9 

2005 4.6 2.7 5.8 9.5 4.7 2.3 5.7 

2006 5.2 3.0 6.0 10.3 5.6 2.4 5.5 

2007 5.4 2.7 5.5 11.0 5.7 2.2 6.4 

2008 2.9 0.2 4.8 7.7 4.3 3.4 9.7 

2009 -0.8 -3.4 0.8 7.0 -1.8 -0.1 5.5 

2010 5.0 3.0 3.8 9.3 5.9 1.6 6.2 
A.V.  Average 
Source:  IMF, World Economic Outlook, Various Issues. 

 
In Indonesia, inflation and deregulation eventually led to rioting and the 
resignation of the President.  Up to this time the fast-growing Asian 
economies were lauded for their economic policies and strong export 
growth.  The Russian crisis of 1998 may have been triggered by the Asian 
crisis, but a number of other factors were behind its deepening.  The fall in 
major export prices and the expensive Chechnya war contributed to the 
fiscal deficits (which were greatly mismanaged), increasing internal debt 
and the failure of the government to meet many commitments.  The 
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attempts to prop up an unrealistic exchange rate between the ruble and 
the dollar through high interest rates failed as investors lost confidence in 
the policies of the government.  In August 1998 the stock market and 
currency market collapsed, the country defaulted on its sovereign debt and 
the ruble was devalued.  The IMF and the World Bank intervened with a 
bailout package of US $22.6 billion. 
 
The Brazilian currency crisis of 1998-99 came after almost two decades of 
struggle with debt and inflation.  .ǊŀȊƛƭΩǎ ŜȄǘŜǊƴŀƭ ŘŜōǘ ƛƴŎǊŜŀǎŜŘ ŦǊƻƳ ƭŜǎǎ 
than US $100 billion in 1980 to US $120 billion in 1990.  By the year 2000 it 
had reached US $244 billion.  Between 1982 and 1994 the annual inflation 
rate fluctuated between 100 per cent and 3000 per cent.  By adopting a 
crawling peg system of exchange rate, inflation was brought under control.  
High interest rates not only discouraged currency hoarding but attracted 
foreign capital.  A series of budgetary and current account deficits, 
ƘƻǿŜǾŜǊΣ ǎƻƻƴ ŘŜǇƭŜǘŜŘ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ŦƻǊŜƛƎƴ ŜȄŎƘŀƴƎŜ ǊŜǎŜǊǾŜǎ ŀƴŘ 
investors lƻǎǘ ŎƻƴŦƛŘŜƴŎŜ ƛƴ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩs ability to maintain the peg.  
Developments in Russia where the government could not service its debt 
may have precipitated events in Brazil.  After experiencing significant 
ŘŜǇǊŜŎƛŀǘƛƻƴ ŀƴŘ ŎŀǇƛǘŀƭ ƻǳǘŦƭƻǿǎΣ .ǊŀȊƛƭΩǎ ƴŜǿ currency (the Real), which 
was pegged to the US dollar between 1994 and 1999, was allowed to float.  
Fearing the wider implications of a Brazilian economic collapse, particularly 
for other Latin American economies and American banks, an assistance 
package amounting to some US $42 billion was put together by the IMF, 
the World Bank, the Inter-American Development Bank and other industrial 
countries. 
 
Within six years Turkey experienced two crises.  In the mid 1990s 
budgetary deficits and the financing of this deficit by printing money led to 
a significant rise in inflation.  In 1994 the currency was devalued and this 
country lost a large part of its foreign reserves.  The economic crisis of 2001 
followed a 3-year IMF stabilization programme which failed to attract 
popular support or halt the slide in the Turkish economy saddled with a 
foreign debt of over US $100 billion.  The currency was allowed to float and 
within a few months lost almost half its value, and with it, popular 
confidence. 
In Argentina, the economic and financial crisis of 1999-2001 came on the 
heels of a long period of hyper-inflation, rising external debt and an 
experimentation with currency and exchange rate regimes.  In the 1970s 
the annual inflation rate averaged over 120 per cent, but this rose in the 
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1980s to 500 per cent, with annual figures ranging between 100 and 3000 
per cent in the decade.  In the 1970s and 1980s Argentina experienced a 
number of currency crises stemming from hyper inflation that was fueled 
by the monetization of fiscal deficits.  Following the introduction of a 
Currency Board system in 1991, which fixed the exchange rate between the 
peso and the US dollar, the inflation rate subsided, private investment 
flowed and for a few years the economy experienced positive growth.  The 
ŘŜǾŀƭǳŀǘƛƻƴ ƻŦ ŎǳǊǊŜƴŎƛŜǎ ƛƴ !ǊƎŜƴǘƛƴŀΩǎ ƳŀƧƻǊ ǘǊŀŘƛƴƎ ǇŀǊǘƴŜǊǎ ƛƴ ǘƘŜ ƭŀǘǘŜǊ 
half of the 1990s made imports cheaper, but negatively affected 
!ǊƎŜƴǘƛƴŀΩǎ ŜȄǇƻǊǘǎΦ  Lƴ ǘƘŜ ƳŜŀƴǘƛƳŜ ǘƘŜ ǇǳōƭƛŎ ŜȄǘŜǊƴŀƭ ŘŜōǘ ƘŀŘ 
continued to grow, moving from US $62 billion in 1990 to over US $150 
billion in 2001.  The debt service ratio exceeded 40 per cent in 2001.  In this 
same year there was a massive flight of capital.  At the same time the 
government indicated it could not service its debt and cut expenditure in a 
number of areas including wages.  A run on the banks followed leading the 
Government to freeze bank accounts.  Rising unemployment and the 
ensuing social instability resulted in the changes of four presidents in two 
weeks. 

2.2  Developments in the First  Decade of the 21st Century  

At the turn of the 21st century, the world economy continued to enjoy 
buoyant growth and generally low inflation, with emerging markets and 
developing countries as a group outperforming the advanced economies.  
In the Asian countries which had developed dynamic trading sectors, 
output growth was averaging over seven per cent per year compared to 
under three per cent for the advanced countries.  World merchandise 
exports expanded at a rate of 5.5 per cent per year in the period 2000-2007 
as compared to three per cent for world GDP.  The strong economic 
performance in many parts of the world was accompanied by the 
continued rise in Foreign Direct Investment (FDI).  FDI inflows reached US 
$1,833 billion in 2007.  Net FDI inflows to developing countries averaged US 
$211 billion per year between 2000 and 2006.  The strengthening of a more 
accommodating capital movement framework was assisted by the signing 
of a number of international investment agreements which numbered 
5600 at the end of 2007.  These included bilateral investment treaties 
(2608), double taxation treaties (2,730) and free trade agreements (254). 
 
In 2009 world output declined by 0.8 per cent, after growing at an average 
annual rate of 3.8 per cent between 1960 and 1990, 3.1 per cent between 
1991 and 2000, and 3.9 per cent between 2001 and 2008.  In 2009 
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production plummeted in both the advanced countries and the emerging 
and developing economies, and has remained depressed in most 
economies of the world.  Foreign Direct Investment (FDI) inflows declined 
by some 16 per cent in 2008, and fell by a further 37 per cent to US $1,114 
billion in 2009.  This contraction affected developed, developing and 
transition economies.  Table 2.2, which presents figures in net terms, 
shows that almost all categories of financial flows to developing countries 
declined in 2008 and 2009. 
 
At the end of the first decade of the 21st century the world economy is still 
recovering from the financial crisis and recession that emerged following 
the outbreak of the Sub-Prime Mortgage crisis in the United States in the 
early part of 2007.  High liquidity and low interest rates fueled the growth 
of the sub-prime market to the extent that by 2006 non-prime loans 
amounted to almost 50 per cent of total mortgage originations.  
Securitization, which allowed primary or original lenders to package and 
transfer risks through less than transparent instruments, and the 
willingness of investors to hold such securities, contributed to the booming 
credit market and the spreading of risks.  These securities took a variety of 
sophisticated forms, some of which were not understood by investors or 
regulators or even by the credit rating agencies themselves which gave 
their endorsement to transactions reflecting poor underwriting standards. 
 
The credit and housing boom attracted the participation of financial 
institutions not only in the United States, but from other countries as well, 
through the acquisition of new complex financial products and other risk 
management techniques.  From mid-2006, rising interest rates and falling 
house sales prices resulted in rising mortgage delinquencies and falling 
values of sub-prime backed securities.  Faced with losses and asset write-
downs, many banks in the United States and Europe severely restricted 
their lending activities and tried to strengthen their asset base.  Non-bank 
financial institutions, including insurance companies and pension funds, 
also faced declines in asset prices and losses in equity. 
 
Developments over the years have shown that it is difficult to isolate the 
problems in the real sector from difficulties in the financial sector and vice 
versa.  It is now also increasingly difficult to shield one economy from crisis 
in another, not only because of trading and investment links but also 
because of the way financial institutions spread their risks.  The fall in asset 
values had systemic repercussions which existing regulations and tools



 
 
 
 
 

Table 2.2:  Net Capital Inflows to Developing Countries  (US $ Billions)  
Inflows  2001 2002 2003 2004 2005 2006 2007 2008 2009 

Net private and official inflows  212.6 154.4 262.4 342.2 464.8 610.2 1110.5 743.9 597.8 

Percentage of GNI  3.7 2.7 3.9 4.3 4.9 5.5 8.0 4.5 3.7 

Net equity inflows  165.5 162.5 178.8 243.6 341.1 451.0 643.2 533.9 462.2 

     Net FDI inflows 158.8 154.3 152.5 206.7 273.6 343.3 508.1 587.1 354.1 

     Net portfolio equity inflows  6.7 8.3 26.3 36.9 67.5 107.7 135.1 -53.2 108.2 

Net debt flows  47.2 -8.1 83.6 98.6 123.7 159.2 467.3 209.9 135.5 

     Official creditors  31.0 6.7 -11.9 -24.1 -64.0 -96.6 0.0 27.8 76.4 

     World Bank 7.4 -0.5 -2.5 2.4 2.7 -0.2 5.2 7.3 17.7 

     IMF 19.5 14.2 2.4 -14.7 -40.2 -26.7 -5.1 10.0 26.5 

     Other official creditors  4.1 -7.0 -11.8 -11.8 -26.6 -42.6 0.0 10.6 32.2 

Private creditors  16.2 -14.8 95.5 122.7 187.7 228.8 467.3 182.1 59.1 

     Net medium-and long-term debt flows -3.2 -1.7 38.3 69.8 113.2 144.9 283.1 196.1 52.7 

     Bonds 15.5 11.1 23.1 34.3 48.2 31.7 88.2 24.1 51.1 

     Bank and other private creditors -18.7 -12.8 15.2 35.5 65.0 113.2 194.9 172.0 1.6 

Net short-term debt flows 19.4 -13.1 57.2 52.9 74.5 83.9 184.2 -14.0 6.4 

Worker remittances  93.8 109.9 136.8 158.6 190.6 225.3 277.2 323.5 305.2 

Source:  World Bank, Global Development Finance: External Debt of Developing Countries, Washington, D.C., 2011. 
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could not contain.  Several large institutions failed or came near to failing.  
Lehman Bros, one of the largest investment companies in the United 
States, filed for Chapter 11 bankruptcy protection on September 15th, 2008 
ŦƻƭƭƻǿƛƴƎ ƭƻǎǎ ƻŦ ŎƭƛŜƴǘǎΩ ǎǘƻŎƪǎΣ ƻǘƘŜǊ ƭƻǎǎŜǎ ŀƴŘ ŘŜǾŀƭǳŀǘƛƻƴ ƻŦ ŀǎǎŜǘǎ ōȅ 
credit rating agencies.  Other major financial institutions (such as Bear 
Stearns, Goldman Sachs, Merrill Lynch, and Morgan Stanley) were also 
under threat.  Morgan Stanley applied to convert from an investment bank 
ǘƻ ŀ ŦƛƴŀƴŎƛŀƭ ŀƴŘ ƘƻƭŘƛƴƎ ŎƻƳǇŀƴȅΦ  aŜǊǊƛƭƭ [ȅƴŎƘΣ ƻƴŜ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ 
largest brokerage firms, merged with the Bank of America.  Many of these 
changes were driven by loss of business and the need for government 
assistance. 
 
Faced with a major collapse of the financial system, the US government 
was forced to intervene with a number of conventional and unconventional 
measures including lending directly to securities dealers and offering 
controversial bailout and rescue packages.  The Emergency Economic and 
Stabilization Act of 2008 provided the US Treasury with US $700 billion to 
buy risky and non performing debt from lending institutions and to make 
cash injections into the banking system.  Fearing the consequences for the 
ŜŎƻƴƻƳȅ ƛŦ .ŜŀǊ {ǘŜŀǊƴǎΣ ƻƴŜ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ƭŀǊƎŜǎǘ ƛƴǾŜǎǘƳŜƴǘ ŎƻƳǇŀƴƛŜǎΣ 
was allowed to go bankrupt, the US government loaned JP Morgan Chase 
US $29 billion to purchase the company.  In return for a two-year interest 
bearing loan, the government also acquired a 79.9 per cent equity position 
ƛƴ !ƳŜǊƛŎŀƴ LƴǘŜǊƴŀǘƛƻƴŀƭ DǊƻǳǇ ό!LDύΣ ƻƴŜ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ƭŀǊƎŜǎǘ ƛƴǎǳǊŀƴŎŜ 
companies.  It also acquired Fannie Mae and Freddie Mac, two large 
mortgage lending companies.  In return for financial assistance the 
government found itself owning stock in car manufacturing companies (e.g. 
General Motors, Chrysler), insurance companies and a large number of 
banks including Citigroup Inc and Bank of America Corp.  Besides the US 
$700 billion bailout plan the government provided a number of support 
programmes to restore confidence in the financial sector. 
 
With an increasing interdependence among nations, driven by trade and 
capital liberalization, crises tend to spread more easily across national 
frontiers, particularly in the absence of correct diagnosis and relevant 
policy responses.  The Sub-Prime Crisis in the US not only spread to other 
markets burgeoning into a major recession, but also quickly engulfed other 
countries where output and employment also declined.  Not all countries 
were affected to the same extent.  The key factor was the degree of 
economic linkage.  Many European banks had acquired high yielding sub-



3300 The Financial Evo lution of the Caribbean Community  

  

 

prime assets and were thus directly and immediately affected.  Asset losses 
and credit write-downs were experienced by major banks.  As the liquidity 
crisis spread, several European countries decided, in late 2008, to 
strengthen the banks by injecting capital into them or by setting up inter-
bank loan guarantees for up to five years or by buying stakes in banks.  An 
early casualty was Northern Rock which sought assistance from the UK 
government in the face of a liquidity crisis and a run in 2007.  A few months 
later, in February 2008, the bank was nationalized by the UK government. 
 
By the third quarter of 2008 ripple effects were being felt in emerging 
economies as foreign exchange, stock and sovereign debt markets came 
ǳƴŘŜǊ ƳŀƧƻǊ ǎǘǊŜǎǎΦ  ά9ȄŎƘŀƴƎŜ ǊŀǘŜǎ ŎŀƳŜ ǳƴŘŜǊ ǇǊŜǎǎǳǊŜ ƛƴ ŀƭƭ ǊŜƎƛƻƴǎΣ 
leading to a combination of depreciation and depletion of foreign reserves.  
Concerns about dwindling capital flows and external sustainability drove up 
sovereign spreads, particularly in emerging Europe and Latin America.  
aƻǊŜƻǾŜǊ ǘƘŜ ŘŜǘŜǊƛƻǊŀǘƛƴƎ ŜŎƻƴƻƳƛŎ ƻǳǘƭƻƻƪ Ƙƛǘ ǎǘƻŎƪ ƳŀǊƪŜǘǎ ƘŀǊŘΦέ1 
 
The Iceland crisis of 2008-2009 raised further questions about unregulated 
financial expansion, global integration and the need for greater 
collaboration among supervisory authorities.  Iceland is a small country of 
about 320,000 people and traditionally depended on the export of marine 
resources.  Based on its plentiful thermal energy resources, an aluminium 
smelter was established and became operational by the mid-1990s.  The 
driving force behind the boom of the 1990s and the first seven years of the 
21st century, however, was the unprecedented growth of the financial 
services sector following the liberalization programme of the 1980s and 
1990s.  This, combined with the privatization of the major banks in 1998-
2003, provided the platform for expansion into other countries, particularly 
in Europe.  Besides the increased exposure in the form of foreign deposits, 
including Icesave accounts arising from internet banking, the Icelandic 
banks borrowed heavily in short term markets to finance the expansion of 
Icelandic investment companies.  Bank assets grew at a rate several times 
that of GDP and the changing institutional structure made it very difficult 
for the Central Bank to supervise.  The challenge to the bubble was to 
come, not so much from exposure to the sub-prime market in the United 
States, as from the liquidity squeeze in money and capital markets as the 
banks found it increasingly difficult to refinance existing loans. 

                                                           
1
  IMF, World Economic Outlook, April 2009, p. 133. 
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Real per capita income increased at an average annual rate of almost two 
per cent per year in the 1990s.  This trend continued for several years after.  
.ŀǎŜŘ ƻƴ нллр ŘŀǘŀΣ ǘƘŜ ¦ƴƛǘŜŘ bŀǘƛƻƴǎ ƛƴ ƛǘΩǎ нллтκнллу IǳƳŀƴ 
Development Report ranked Iceland as the number one country in the 
world.  A construction boom, fueled by very accommodating lending by the 
banks doing both retail and investment banking, contributed to the bubble.  
Real estate prices skyrocketed.  Inflation and a rising level of imports were 
soon reflected in the external account.  The Central Bank raised interest 
rates to offset the effect of rising inflation and to protect the currency.  
Interest rates of the order of 15 per cent in the first half of 2008 attracted 
foreign money.  Towards the latter part of 2008 the real value of the Krona 
fell significantly.  The banking sector, which was also a big lender to the 
government, collapsed in October 2008, and the government took control 
of the three largest banks.  Soon thereafter a stabilization programme with 
financial support was signed with the IMF.  That was not the end of the 
matter.  The then government, which received heavy criticism for its 
handling of the crisis, collapsed a few months later in January 2009.  The 
government also got into a major political row with the governments of 
Britain and the Netherlands over compensation for the assistance given to 
their citizens who held accounts with the Icelandic banks. 
 
The decline in growth in the industrial countries led to reduced demand for 
exports from developing countries, including the oil exporting nations.  In 
the Western Hemisphere developing countries, for example, output growth 
fell from four per cent in 2008 to minus 2.3 per cent in 2009, while in Africa 
it fell from 5.2 per cent to 1.9 per cent over the same period.  Lower import 
capacity both in the developed and developing countries resulted in a 
decline in the volume of international trade.  Reduced FDI flows associated 
with the global credit squeeze and capital flight contributed to the 
declining economic activity.  The flow of remittances to developing 
countries also felt the impact of the recession in the advanced nations.  
Remittance flows to developing countries fell from US $325 billion in 2008 
to US $307 billion in 2009. 
 
In 2010, amidst signs of an economic recovery from the global recession, 
several simmering problems in European countries reared their heads at 
the same time, putting the Eurozone under severe strain and even raising 
questions about the future of the Euro itself.  Lack of growth, debt 
problems, large fiscal deficits, fragile banking systems and declining 
productivity reflected structural problems in a number of countries.  
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Greece was among the early casualties seeking external assistance.  
Burdened with a large stock of debt and with the government finances in 
shambles, Greece requested a bŀƛƭƻǳǘ ǇŀŎƪŀƎŜ ƻŦ 9¦w ϵммл ōƛƭƭƛƻƴ ό¦{ Ϸмрл 
billion) from the IMF and the EU in May 2010.  A few months later Ireland 
also sought external help, following the bust in the property boom and the 
threat faced by the banking system.  In both countries, austerity measures 
triggered social unrest leading to industrial action in Greece and a change 
of government in Ireland.  Around the same time other European countries 
(Italy, Belgium, Spain and Portugal) faced similar challenges arising from 
budgetary and debt servicing problems which contributed to a very 
unstable economic environment.  In mid-2011 Italy was also forced to 
introduce a package of austerity measures to address a huge fiscal deficit 
and a public debt amounting to over 120 per cent of GDP. Italy is the third 
largest economy in Europe, and has a sovereign debt in the region of 1.9 
trillion EurosτŀƭƳƻǎǘ ŦƛǾŜ ǘƛƳŜǎ ǘƘŜ ǎƛȊŜ ƻŦ DǊŜŜŎŜΩǎΦ 
 
In France and Britain severe expenditure cuts were undertaken in 2010 to 
shore up the public finances.  In the UK, faced with a public debt close to 60 
per cent of GDP and a budget deficit amounting to 12 per cent, the newly 
elected government plans to reduce public expenditure by USD $128 billion 
over a four-year period.  Included in the package were cuts in welfare 
benefits, reduction of the armed forces, a tax on banks and increased 
university fees.  In France the retirement age was raised to 62 and in Britain 
to 66.  Unable to meet its target commitments under the initial bailout 
ǇŀŎƪŀƎŜΣ DǊŜŜŎŜΩǎ ŘŜōǘ ǿŀǎ ŦǳǊǘƘŜǊ Řƻǿngraded in 2011 leading the 
country to seek additional assistance.  In July, 2011 the leaders of the 
Eurozone countries approved a further package amounting to USD $155 
million (109 billion Euros) with contributions coming from the IMF, banks 
and other private lenders.  This assistance was provided on condition of 
further austerity measures being undertaken.  Protests and riots in Greece, 
however, accompanied by political instability, have made it difficult to 
ƛƳǇƭŜƳŜƴǘ ǘƘŜǎŜ ƳŜŀǎǳǊŜǎΦ  DǊŜŜŎŜΩǎ ŘŜōǘ ƛǎ ŜŘƎing towards USD $500 
billion which is estimated to amount to almost 200 percent of GDP in 2012.  
Greece which has experienced five years of economic contraction is now 
feeling the effects of years of reckless spending and poor economic 
management.  There are not many options open to it.  Among these are a 
pull-out from the Euro and restoration of a national currency.  In the 
absence of bail-out assistance, however, the economy is almost certain to 
collapse. 
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The combined public debt of Greece and Italy is around USD $3.5 trillion ς 
which is about twice the economy of France.  The possibility of default has 
created a frightening scenario for governments and the financial sector in 
Europe and the rest of the world.  New financing for creditor banks in 
Europe is already under consideration.  A global recession is again on the 
cards, particularly following a forecast of only a 0.5 per cent growth for 
Europe in 2012 by the European Commission.  In 2010 and continuing into 
2011 signs of a shaky recovery were overshadowed by a still depressed US 
economy faced with high unemployment, persistent fiscal deficits, a 
burgeoning national debt and a weak currency.  To be sure, the United 
{ǘŀǘŜǎ ǊŜƳŀƛƴǎ ǘƘŜ ǿƻǊƭŘΩǎ ƭŀǊƎŜǎǘ ŜŎƻƴƻƳȅ ǿƛǘƘ ŀ D5t όƛƴ ttt ǘŜǊƳǎύ ƻŦ 
some USD $14 trillion, followed by China and Japan.  The national debt has 
reached the current credit limit (USD $14.3 trillion) which is close to 100 
per cent of GDP.  In August of 2011 a crisis with global repercussions was 
triggered when haggling in the US Congress over raising the debt ceiling 
(which was seen as necessary for the government to meet its financial 
ƻōƭƛƎŀǘƛƻƴǎύ ƭŜŘ {ǘŀƴŘŀǊŘ ŀƴŘ tƻƻǊΩǎΣ ƻƴŜ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ƭŜŀŘƛƴƎ ǊŀǘƛƴƎ 
ŀƎŜƴŎȅΣ ǘƻ ƭƻǿŜǊ ǘƘŜ ¦ƴƛǘŜŘ {ǘŀǘŜǎΩ ŎǊŜŘƛǘ ǊŀǘƛƴƎ ƻƴŜ ƴƻǘŎƘ ŦǊƻƳ ǘǊƛǇƭŜ-A to 
AA plus, leading to uncertainty over a range of financial assets and havoc in 
global stock markets.  This was the first such decision since 1917. 
 

Table 2.3:  Selected International Nominal Exchange Rates  
End of  
Period  

US $ Per 
Euro

1
 

US $ Per 
Pound  

Yen Per 
US $ 

Yuan Per  
US $ 

Can $ Per 
US $ 

US $ Per 
SDR 

1995 1.31 1.55 102.83 8.32 1.36 1.48 

1996 1.25 1.70 116.00 8.30 1.37 1.44 

1997 1.10 1.65 129.95 8.28 1.43 1.35 

1998 1.17 1.66 115.60 8.28 1.53 1.41 

1999 1.00 1.62 102.20 8.28 1.44 1.37 

2000 0.93 1.49 114.90 8.28 1.50 1.30 

2001 0.88 1.45 131.80 8.28 1.59 1.26 

2002 1.05 1.61 119.90 8.28 1.58 1.36 

2003 1.26 1.78 107.10 8.28 1.29 1.49 

2004 1.36 1.93 104.12 8.28 1.20 1.55 

2005 1.18 1.72 117.97 8.07 1.16 1.43 

2006 1.32 1.96 118.95 7.77 1.16 1.50 

2007 1.47 2.00 117.35 7.80 1.07 1.58 

2008 1.39 1.46 103.34 7.79 1.06 1.54 

2009 1.44 1.62 93.57 7.75 1.14 1.57 

2010 1.34 1.56 87.78 7.77 1.03 1.54 

1  Dollars per ECU through 1998; Dollars per Euro beginning 1999 
Source:  IMF, International Financial Statistics, Various Issues. 

 



3344 The Financial Evo lution of the Caribbean Community  

  

 

While printing money has helped to finance the deficits, a large part of the 
national debt is owed to foreign governments and central banks, including 
China, Japan, the United Kingdom and oil exporting countries.  Though 
paying very little, US treasuries rŀƴƪ ŀƳƻƴƎ ǘƘŜ ǿƻǊƭŘΩǎ ǎŀŦŜǎǘ ƛƴǾŜǎǘƳŜƴǘǎΦ  
Essentially, the money that the strong exporters make is invested back in 
ǘƘŜ ¦{ ǿƘƛŎƘΣ ŦƻǊ ŀ ƴǳƳōŜǊ ƻŦ ǊŜŀǎƻƴǎΣ ƛǎ ǎǘƛƭƭ ǊŜƎŀǊŘŜŘ ŀǎ ǘƘŜ ǿƻǊƭŘΩǎ 
banker.  The problems being faced by the Euro and the challenges facing 
European governments in dealing with sovereign debt have mitigated the 
fallout from the US downgrade.  The continuing loss of real value by the US 
dollar, however, has rekindled the debate for an alternative reserve asset 
and international currency.  Interestingly, the threat of currency wars 
occurs with great frequency between the United States and Japan, and 
China, the latter two often being accused of deliberately undervaluing their 
respective currencies to boost their exports.  Table 2.3 shows recent trends 
in exchange rates between the US dollar and major currencies. 
 
The link between gold and the US dollar was cut in 1971 following huge 
losses in gold reserves.  Despite this, the US dollar has remained the most 
widely used currency in international trade.  Over 60 per cent of official 
reserves are held in US dollars and the prices of most commodities are 
quoted in US dollars.  Foreign currencies pegged to the US dollar will float 
with it, and to the extent that the dollar weakens this would negatively 
affect the buying power of international reserves.  In this situation reserves 
management is a critical issue.  The asset options are not many.  In mid-
2011 concern over the sovereign debt in Europe and the United States has 
put both the Euro and the US dollar under enormous pressure.  The price of 
gold which was US$ 271.04 per ounce in 2001 has increased steadily to 
over US$1,600.00 in July, 2011, reflecting the lack of confidence in two 
major reserve currencies. 

2.3  Economic and Financial Developments in CARICOM 
Countries  

While there have been improvements on some fronts over the last four or 
five decades, many of the fundamental development objectives of 
governments in CARICOM states have proved elusive.  These include 
diversifying production and exports, increasing domestic agricultural 
production and reducing dependence on imported food, establishing a 
larger manufacturing base, expanding the scope of domestic input-output 
linkages, creating a larger pool of permanent jobs, increasing productivity, 
orienting education towards the skills requirements of the economy, 
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expanding the technological capacity of the economy, significant 
improvement in social infrastructure and services and generally putting the 
economy on a more solid basis.  Generally, policy stances have reinforced 
the natural vulnerability of these countries, most of which are small island 
states.  Poverty levels in some states have also been increasing.  Income 
and the unemployment rate still fluctuate greatly in response to changes in 
market conditions of major exports, including services.  It is easy to 
interpret the conditions created by temporary booms as development 
achievements.  At the regional level, some of the most fundamental 
initiatives required to advance the integration movement remain in 
abeyance. 
 
Amidst the rapid changes taking place in the global economy, it is difficult 
to discern a coherent development strategy with clear objectives and 
supporting policies as a relevant response in any CARICOM state.  
Remnants of the colonial economy and a substantial legacy of the failed 
import substitution strategy are still in place as individual countries slowly 
adapt to the policies driving the modern world economy.  Economic 
survival now depends heavily on efficiency and competitiveness.  
Mechanisms for accessing technology, training, education, finance, 
infrastructure and inflation help define the environment which allows 
entrepreneurs to compete on a world scale.  In rethinking its role in 
governance, the government has a critical part to play in formulating and 
implementing policies in a number of these areas.  In some CARICOM 
countries, however, welfare considerations responding to populist 
sentiments have tended to overwhelm the developmental role of the state 
leading to persistent fiscal and debt problems. 
 
Since 1980 most CARICOM countries have experienced a steady increase in 
both total and per capita income, notwithstanding booms and busts in 
commodity prices, periodic recessions in the industrial countries and the 
seasonal damage inflicted by floods and hurricanes.  In the 1980s average 
output growth in the economies of Guyana, Suriname and Trinidad and 
Tobago was negative.  This was a difficult decade for a large number of 
developing countries in the hemisphere which were faced with debt 
problems and the challenges arising from the implementation of structural 
adjustment problems.  Despite this, The Bahamas, Belize and the ECCU 
(Eastern Caribbean Currency Union) countries grew by over four per cent 
annually in the period.  In the 1990s real GDP growth rates dropped 
significantly in The Bahamas and ECCU member states, but improved in 
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most of the others.  Guyana, Trinidad and Tobago and Suriname returned 
to a positive growth path following the declining output trends in the 
1980s.  In the first eight years of the 21st century total income increased in 
all the countries with Belize, Suriname and Trinidad and Tobago 
outperforming the others.  In this period, the Trinidad and Tobago 
economy grew by an annual average rate exceeding seven per cent.  The 
region benefitted from buoyant commodities markets and economic 
growth in major trading partners.  The exceptional growth performance in 
Trinidad and Tobago resulted from the increased prices for oil and gas.  In 
Suriname real GDP has been growing at almost five per cent per year in 
recent years.  In 2009 output fell in almost all CARICOM countries, 
reflecting the global recession. 
 

Table 2.4:  Average Growth of Real GDP (%) 
 1981-1990 1991-2000 2001-2008 2009

e 

Bahamas 5.0 3.3 1.0 -4.5 

Barbados  1.0 1.4 1.0 -5.5 

Belize  4.5 5.3 4.5 0.0 

EC Currency Union  6.2 3.0 3.2 -7.3 

Guyana -3.5 5.1 1.9 2.3 

Jamaica 2.4 0.9 1.5 -3.0 

Suriname  -0.4 0.9 4.9 2.0 

Trinidad & Tobago  -3.2 3.5 7.1 -3.5 

e  estimate 
Source:  Calculated from official publications. 

 
Table 2.5:  Average Annual Growth of Real Per Capita GDP1 

 1994-2000 2001-2009 

Barbados  2.8 0.7 

Belize  2.7 1.5 

Guyana 3.2 1.5 

Jamaica -1.2 0.9 

Trinidad & Tobago  5.0 6.0 

EC Currency Union  2.4 2.2 

     Antigua and Barbuda 1.4 2.0 

     Dominica 2.4 2.5 

     Grenada 5.1 0.4 

     Montserrat 3.3 0.8 

     St. Kitts-Nevis 4.5 0.8 

     St. Lucia 0.3 1.5 

     St. Vincent & the Grenadines 3.8 4.9 

1  At market prices 
Sources:  Computed from official data. 
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Since the early 1990s the growth of real per capita income in all English-
speaking CARICOM countries has been positive, except for Jamaica in the 
1990s where per capita income fell by 6.7 per cent between 1992 and 
2000.  For several countries per capita income growth rate has slowed 
since the turn of the century compared to the 1990s.  Among them are 
Belize, Guyana, Barbados and St. Kitts-Nevis.  With a real per capita income 
growth rate of six per cent since 2001, Trinidad and Tobago exceeded its 
performance of five per cent in the 1990s. 
 
As indicated earlier, in 2009 output declined in most countries, reflecting 
the recession and financial crisis affecting the advanced economies.  The 
Caribbean economies depend heavily on commodity exports, tourism, 
remittances and foreign investment.  In Trinidad and Tobago the energy 
sector contributes around 40 per cent to GDP and accounts for more than 
half of current revenue and over 80 per cent of export earnings 
respectively.  The prices of oil and gas-based products increased steadily 
between 2002 and 2008 when the effects of the global recession began to 
put downward pressure on energy prices.  The price of a barrel of oil (West 
Texas Intermediate) increased from US $26.03 in 2002 to US $99.63 in 
2008, but fell to US $61.69 in 2009.  The price of natural gas increased from 
US $3.37 mmbtu in 2002 to US $8.86 mmbtu in 2008, but fell to US $3.95 
mmbtu in 2009.  After growing by an average rate of almost eight per cent 
between 2001 and 2006, growth in the Trinidad and Tobago economy 
declined to 2.3 per cent in 2008 and became negative in 2009. 
 
The loss of preferential export markets and development policies have 
impacted negatively on the export-oriented agricultural sector developed 
in the colonial period.  Tourism has grown to become a major industry in 
the Caribbean, replacing some of the traditional activities which once 
dominated the landscape.  Its contribution in terms of income generation, 
foreign exchange earnings and employment creation varies from economy 
to economy.  In a few countries (e.g. Anguilla, Aruba, Antigua) the travel 
industry contributes over 70 per cent to GDP.  In most of the others it is 
between 30 and 50 per cent.  In The Bahamas the number of visitors now 
exceeds 1.5 million a year with tourist expenditure amounting to over US 
$2,000 million as compared to less than US $1000 million in the early 
1980s.  In Barbados the travel industry accounts for almost half of foreign 
exchange earnings, while in the ECCU member states the contribution is 
even more significant.  Because of the heavy dependence on tourism, the 
economic downturn in the major markets has had an immediate negative  
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impact on regional economies.  In Barbados and Jamaica, for example, the 
number of visitors fell by about nine per cent in 2009. 
 
Tourism has grown to become a major global industry contributing to the 
economies of both developed and developing countries.  In 2010 
international tourism is estimated to have generated US $910 billion in 
export earnings.  The industry is not only highly competitive, but very 
sensitive to a wide range of factors, many outside the control of individual 
governments.  Tourism carries with it a high element of vulnerability, but 
also has good potential for growth and development in a well-thought-out 
policy framework encompassing other economic activities.  The high import 
content of the industry in the Caribbean, and the decline of agriculture and 
manufacturing, point to serious flaws in planning and development policy. 
 
With a declining agricultural sector and the failure to develop a vibrant 
manufacturing sector, Caribbean economies have become increasingly 
service-oriented.  In the ECCU countries, for instance, agriculture now 
accounts for only about five per cent of GDP as compared to over 20 per 
cent in the 1970s.  The services sector now contributes over 80 per cent to 
total value-added and manufacturing for around five (5) per cent.  In The 
Bahamas and Barbados, the services sector is similarly dominant.  In 
Guyana, agriculture still plays a significant role in the economy, 
contributing over 20 per cent to GDP compared to around 16 per cent for 
mining and manufacturing.  Trinidad and Tobago is less dependent on 
services which contribute a little over 50 per cent to GDP.  The petroleum 
industry contributes 35 to 40 per cent to total output, while the share of 
manufacturing is in the region of ŜƛƎƘǘ ǇŜǊ ŎŜƴǘΦ  !ƎǊƛŎǳƭǘǳǊŜΩǎ ŎƻƴǘǊƛōǳǘƛƻƴ 
has fallen to less than one per cent.  In Jamaica, agriculture, mining and 
manufacturing now contribute less than 20 per cent to GDP.  The share of 
manufacturing has been declining, reaching 8.5 per cent in 2008, compared 
to 10.7 per cent in 1999. 
 
Experience has shown that economic growth in itself may not lead to an 
increased standard of living or greater self-reliance.  Growth and 
development are not necessarily the same thing, though there is a broad 
consensus that the expansion of income is needed for the reduction of 
poverty.  Growth can also take place without generating employment 
opportunities or reducing vulnerability.  Inflation can worsen poverty by 
wiping out real income gains.  The distribution of income, job creation and 
the rate of inflation help to define the quality of growth.  In most countries  
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of the CARICOM region the unemployment rate has fallen from the early 
1990s.  In The Bahamas for instance, the rate declined from an average of 
12.6 per cent between 1991 and 1996 to an average of 8.7 per cent 
between 1997 and 2008.  With the decline of the economy in 2009, the 
rate increased sharply to over 14 per cent.  In Barbados the rate fell from a 
high of 24.3 per cent in 1993 to an average of 9.3 per cent since 2000.  In 
Jamaica the rate has averaged around 11 per cent since 2003, compared to 
an average of 15 per cent in the period 1991-2002.  In Trinidad and Tobago 
the rate declined steadily from 20 per cent in 1990 to single digit (8.4 per 
cent) in 2004 and continued downwards to 4.6 per cent in 2008.  In 2009, 
the rate increased slightly to 5.3 per cent, corresponding to a small decline 
in the economy. 
 
Notwithstanding a weak economic base and periodic fluctuations in the 
level of economic activity, not only has per capita income increased over 
recent decades, but the general level of well-being has also been 
enhanced, as reflected in an increasing UN Human Development Index for 
most countries of the region.  The Index mirrors movements in other 
critical indices such as health, education and income.  Life expectancy at 
birth is now generally over 70 years.  In most countries, literacy and school 
enrolment rates are close to 100 per cent.  Having said this, however, a not 
insignificant proportion of the population in the region continues to live in 
poverty.  Poverty affects over 30 per cent of the population in several 
countries and there are indications that it is increasing in some (e.g. Belize 
and Grenada).  The increasing level of crime throughout the region may be 
explained by several factors, but poverty and unemployment are certain to 
be among them.  While there has been progress on several fronts, as 
indicated earlier, the quality of social and economic policies and the pace 
of development have not had the desired transformational impact on 
Caribbean economies and societies.  In the UN 2010 Human Development 
Index only two Caribbean countries (Barbados 42nd and The Bahamas 43rd) 
were ranked in the top 50 out of 169 countries examined.  Trinidad and 
Tobago was ranked 59th, Belize 78th, Jamaica 80th, Suriname 94th, Guyana 
104th and Haiti 145th.  With respect to competitiveness, the Global 
Economic Forum in its 2010-2011 Report ranked Barbados 43rd in the top 
50 out of 137 countries.  Trinidad and Tobago was ranked 84th, Jamaica 95th 
and Guyana 110th respectively.  Some of the criteria used included 
infrastructure, goods market efficiency, technological readiness, 
institutions, labour market efficiency, financial market development, 
market size, health, education and the macro-economic environment. 
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Table 2.6:  Average Annual Inflation Rates  

 1991-2000 2001-2008 2009
 

2010
 c
 

Bahamas 2.5 2.4 1.9 1.3 

Barbados  2.9 3.9 3.6 5.8 

Belize  2.0 3.2 -1.1 0.5 

EC Currency Union  2.7 2.9 1.2 2.1 

Guyana 8.3
a 

6.6 2.9 4.5 

Jamaica 24.9
b 

11.9 9.6 12.6 

Suriname  101.9 16.2 1.3 10.3 

Trinidad & Tobago  5.5 6.5 7.2 10.5 

a  1992-2000 
b  The average for the period 1997-2000 was 7.5% compared to 36.4% for the period 
    1991-1996 
c  estimate 
Source: CCMF and official publications. 

 
In certain circumstances policy makers may risk a certain amount of 
inflation if this can lead to a higher level of output and employment.  Out of 
control, however, inflation can have consequences which can nullify a wide 
range of social and economic policies.  Inflation reduces the value of the 
money which may lead to demand for higher wages and higher costs of 
local production, which in turn may impact on the balance of payments.  To 
the extent that residents switch to foreign goods (imports increase), and 
the foreign demand for local goods falls (exports decrease) there will be 
increased pressure on the exchange rate, other things remaining equal.  A 
redistribution of income will also take place with persons with fixed 
incomes being at a disadvantage.  Of course, even without inflation, 
insufficient local production to meet domestic or foreign demand can also 
exert pressure on the exchange rate.  To the extent that this latter situation 
is structurally related, monetary and fiscal measures would tend to be less 
relevant.  Not surprisingly, food inflation is a major factor in Caribbean 
inflation.  For example, in Trinidad and Tobago headline inflation increased 
by an average rate of 6.2 per cent per year between 2001 and 2009, while 
food inflation increased by 16 per cent annually over the same period.  In 
Barbados, the all items index increased by 28 per cent between 2000 and 
2009 as compared to 38 per cent for the food and beverage index. 
 
The relationship between inflation and growth is not easy to decipher and 
lends itself to a great deal of speculation.  Cross country experiences 
indicate that countries with moderate (below 35 per cent) and low (below 
five per cent) inflation rates are associated with higher growth rates than 
countries experiencing hyper-inflation, which tends to have a negative 
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impact on the efficiency of the country.2  Low inflation rates, however, do 
not guarantee high economic growth rates.  The Bahamas, Barbados, Belize 
and the ECCU states are associated with low rates of inflation, generally 
ǳƴŘŜǊ ŦƛǾŜ ǇŜǊ ŎŜƴǘΦ  {ƛƴŎŜ ǘƘŜ ŜŀǊƭȅ мффлǎΣ DǳȅŀƴŀΩǎ ǊŀǘŜ Ƙŀǎ ǎǘŀōƛƭƛȊŜŘ ōǳǘ 
ǎǘƛƭƭ ŜȄŎŜŜŘǎ ŦƛǾŜ ǇŜǊ ŎŜƴǘ ƻƴ ŀǾŜǊŀƎŜΦ  hƴ ǘƘŜ ƻǘƘŜǊ ƘŀƴŘΣ WŀƳŀƛŎŀΩǎ ŀƴŘ 
{ǳǊƛƴŀƳŜΩǎ ǊŀǘŜǎ ƘŀǾŜ ŀƭǎƻ declined but are less predictable as reflected in 
the fluctuations from year to year.  Table 2.6 shows that, except for 
Jamaica and Suriname in the 1990s, the inflation experience in the 
Caribbean has generally been at a moderate level.  On the other hand the 
respective growth rates shown in Table 2.4 also project a moderate 
performance, even if, in certain cases and at certain times, the growth rate 
tends to exceed the inflation rate. 

2.4  Balance of Payments  

A heavy dependence on foreign trade continues to be one of the salient 
features of Caribbean economies.  On average exports of goods and non-
factor services amount to over 40 per cent of GDP, while the proportion for 
imports of goods and non-factor services tend to exceed 60 per cent.  
Reliance on a narrow range of activities for export earnings and 
dependence on external sources for critical imports underline the 
vulnerability of these countries to external developments.  In Trinidad and 
Tobago, export of petroleum and energy-based products accounts for over 
80 per cent of foreign exchange earnings.  In The Bahamas tourism-related 
activities dominate the export sector contributing close to 75 per cent of 
foreign exchange earnings.  In most of the ECCU member states tourism is 
also the dominant activity.  In Barbados tourism related services account 
for more than half of foreign exchange earnings.  In Guyana gold exports, 
which started in 1984, amounted to 37 per cent of domestic exports in 
2009 as compared to 20 per cent in 1995.  Bauxite, sugar and rice 
contributed another 41 per cent.  Agricultural and marine products feature 
ƘƛƎƘ ƛƴ .ŜƭƛȊŜΩǎ ŘƻƳŜǎǘƛŎ ŜȄǇƻǊǘǎΦ  Sugar, molasses, bananas, citrus juices, 
papayas and marine products accounted for close to 90 per cent of exports 
(excluding petroleum products) in 2009.  In this same year tourism earnings 
exceeded the value of domestic exports, giving some indication of the 
growth of this activity. 

                                                           
2
  M. Bruno  and W. EasterlȅΣ άLƴŦƭŀǘƛƻƴ /ǊƛǎŜǎ ŀƴŘ [ƻƴƎ-Ǌǳƴ DǊƻǿǘƘΣέ ƛƴ Journal of Monetary 

Economics ±ƻƭΦ пмΣ ƴƻΦ мΣ CŜōΦΣ мффуΦ {ŜŜ ŀƭǎƻ {ǇƛŜƎŜƭΣ άaŀŎǊƻŜŎƻƴƻƳƛŎ ŀƴŘ DǊƻǿǘƘ 
tƻƭƛŎƛŜǎΣέ ƛƴ United Nations National Development Strategies: Policy Notes, New York: 
U.N., 2008. 
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One consequence of a small economy is the need to import a wide range of 
consumer and capital requirements.  Global trade policies have made it 
difficult to sustain high cost production and have had a profound effect on 
Caribbean economic structure.  Economic policies in the post-
independence period have not changed the orientation or functioning of 
CARICOM economies.  Given the high import content of consumption, 
foreign exchange availability defines the standard of living in these 
countries.  Throughout the region (with the exception of Trinidad and 
Tobago) imports have tended to grow at a faster rate than exports leading 
to persistent deficits in the current account of the balance of payments.  In 
most CARICOM countries these deficits have averaged over 10 per cent of 
GDP since 1995.  In a few states (e.g. Grenada, St. Kitts-Nevis) the ratio has 
been over 20 per cent in recent years.  Trinidad and Tobago has been in a 
more favourable position enjoying a current account surplus of over five 
per cent of GDP since the mid-1990s. 
 
Because many products used for consumption or as intermediate or capital 
goods are not produced locally, it is often difficult to reduce certain types 
of imports without creating social hardship or affecting production.  In 
Jamaica, for instance, food accounted for 10 per cent of total imports and 
mineral fuels for 40 per cent in 2008.  Machinery and transport made up 
another 15 per cent.  In Trinidad and Tobago, raw materials, construction 
materials, transport and machinery equipment accounted for 36 per cent 
of total imports in 2008.  In this country food imports increased from US 
$269 million in 1998 to US $613 million in 2008 (or by 128 per cent).  In 
Barbados, food and fuels account for about 36 per cent of total imports.  
The significance of the growing dependence on imported food has to be 
seen against the global rise in food prices and the reluctance of some 
countries to export food.  In a number of states, resources traditionally 
used to produce food have been diverted to the production of cheap 
energy. 
 
The current account balance has been helped by the increasing inflows of 
remittances from nationals living abroad.  The significance of these flows 
varies from country to country.  In Belize, for example, inflows increased 
from US $24.3 million in 2002 to US $76.4 million in 2009.  This latter figure 
was the equivalent of 31 per cent of domestic exports.  In Jamaica 
remittance inflows increased from US $683 million (9.2% of GDP) in 1988 to 
US $2,021 million (16.5% of GDP) in 2008.  The global recession has had a 
negative impact on these flows to the region since 2009.  In ECCU countries  
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remittance inflows have averaged between one per cent and nine per cent 
of GDP in recent years. 
 

Table 2.7:  Overall Balance of Payments (% of GDP)  
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1990 0.4 3.1 (2.7) 1.0 110.6 2.1  (3.7) 

1991 0.4 (4.6) (2.7) 0.7 12.8 (5.5)  (4.4) 

1992 (1.0) (0.3) 1.0 3.1 (10.6) 8.8  (2.1) 

1993 0.6 3.4 1.2 (0.1) (11.0) 2.7  3.6 

1994 0.3 (0.8) 4.3 (0.4) (12.1) 7.1  3.7 

1995 (0.1) 0.5 1.7 2.4 (8.3) 0.4  0.6 

1996 (0.2) 3.2 4.9 (0.8) (0.2) 4.0  3.8 

1997 1.3 0.2 1.6 0.9 0.5 (2.4)  3.0 

1998 3.3 (2.2) (1.4) 2.1 (3.4) 0.6  1.3 

1999 1.6 3.7 1.9 0.9 (0.6) (1.6)  2.4 

2000 (1.1) 6.2 6.9 0.7 6.0 6.2  6.1 

2001 (0.5) (0.3) 2.9 2.2 (1.7) 9.8  5.3 

2002 1.0 (0.6) 3.0 2.0 (3.5) (2.6)  0.5 

2003 1.8 (3.1) 6.2 1.3 (1.2) (4.8) 0.0 3.1 

2004 3.0 (3.0) (5.3) (0.2) (5.5) 7.5 2.1 4.0 

2005 (1.3) 1.6 0.6 (0.4) 1.0 2.1 1.6 9.7 

2006 (1.1) 4.2 (0.5) (0.3) 4.7 1.9 4.9 5.8 

2007 (0.6) 1.8 4.4 0.0 (0.1) (3.5) 7.0 7.3 

2008 1.4 1.1 (2.4) (0.4) 0.5 (0.8) 7.6 10.0 

2009 3.5 3.5 (0.5) 0.7 18.6 (0.4) 3.8 -3.6 

1..Estimated from change in reserves; blank boxes indicate the unavailability of  data 
Source: CCMF and official publications. 

 
Capital inflows associated with private investment or government 
borrowing are not always able to offset deficits in the current account.  
Capital inflows are a function of a wide range of internal and external 
factors, and therefore tend to fluctuate from year to year.  With respect to 
Foreign Direct Investment (FDI) the stock in ECCU member states increased 
from an estimated one billion US dollars in 1990 to ten billion in 2009.3  
Most of this was tourism-related.  Among CARICOM countries, Trinidad and 
Tobago, Jamaica and The Bahamas have been the most attractive for FDI.  
In Trinidad and Tobago the stock increased from an estimated US $2.4 
billion in 1990 to US $17 billion in 2009.  In Jamaica the stock increased 

                                                           
3
  See UNCTAD, Global Investment Report, 2010. 
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from less than one billion to over eleven billion US dollars over the same 
period.4  Foreign investment, of course, also generates income outflows, so 
the net effect in any one year would depend on the size of the various 
flows including capital flight and capital repatriation. 
 

Table 2.8:  Net Official International Reserves (US $Millions)  
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1995 170.6 170.3 34.9 303.2 86.4 418.6 293.5 157.6 

1996 163.0 256.8 56.5 281.0 153.9 694.9 506.8 180.4 

1997 219.5 274.9 55.8 302.1 149.9 540.0 684.0 164.5 

1998 338.8 269.3 42.4 356.0 122.2 579.4 765.5 90.0 

1999 404.0 306.4 70.1 361.4 126.8 446.3 949.8 34.9 

2000 342.6 484.4 122.0 377.0 178.4 974.0 1,388.0 14.4 

2001 312.4 706.8 118.6 441.7 187.4 1,839.4 1,858.5 113.8 

2002 373.2 683.2 111.7 501.0 183.4 1,600.7 1,907.4 98.2 

2003 484.3 351.6 81.7 535.8 176.1 1,168.1 2,241.9 104.2 

2004 667.8 595.2 52.0 630.0 136.6 1,864.3 2,524.2 142.2 

2005 578.8 617.8 70.3 597.0 160.5 2,095.2 3,998.8 162.1 

2006 499.0 597.0 103.2 693.3 222.3 2,325.1 5,117.9 261.2 

2007 454.2 775.0 107.3 761.7 254.0 1,886.0 6,658.8 435.9 

2008 562.9 679.6 164.5 755.5 298.8 1,380.3 9,364.1 495.9 

2009 815.9 743.9 213.1 799.0 569.4 1,754.0 8,655.1 778.0 

1  Gross external reserves of the Central Bank 
2  Excludes Heritage and Stabilization Fund 
3  Net international reserves, except for 2009 which is an estimated gross figure. 
Source:  Official Publications and IMF, International Financial Statistics, Various  Issues. 

 
Given the persistent current account deficits in almost all Caribbean 
countries the overall balance of payments figures in Table 2.7 give a good 
indication of performance in the capital account.  Incidentally, capital 
inflows often hide serious problems in the sectors reflected in the current 
account of the balance of payments.  The figures in Table 2.7 reflect the 
unpredictability of capital flows to the region, and explain the fluctuation in 
the level of foreign exchange reserves, the adequacy of which is often 
measured in terms of the number of months import cover.  The healthy 
overall position for Trinidad and Tobago in recent years reflects the surplus 
in the current account resulting from buoyant prices for energy exports.  
The import cover for this country increased from an average of less than  

                                                           
4
  Ibid. 
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three months between 1991 and 2000 to an average of over six months 
since.  Net official reserves increased from US $1,695 million (5.6 months 
import cover) in 2001 to US $8,652 million (12.4 months import cover) in 
2009.  In the case of Barbados, the cover increased from an average of less 
than three months in the 1990s to over four on average since 2000.  The 
other countries have contended with a cover of three to five months in 
recent years.  In the case of the Eastern Caribbean Central Bank, the 
ŜǎǘŀōƭƛǎƘƳŜƴǘ !Ŏǘ ƻŦ мфуо ǊŜǉǳƛǊŜǎ ƛǘ ǘƻ άƳŀƛƴǘŀƛƴ ŀ ǊŜǎŜǊǾŜ ƻŦ ŜȄǘŜǊƴŀƭ 
assets not less than 60% of its notes and coins in circulation, and other 
ŘŜƳŀƴŘ ƭƛŀōƛƭƛǘƛŜǎέΦ  ¢ƘŜ ŀŎǘǳŀƭ ǇŜǊŎŜƴǘŀƎŜ ŀǘ ǘƘŜ ŜƴŘ ƻŦ aŀǊŎƘ нллф ǿŀǎ 
96.79% (102.05% in 2008). 
 
Foreign reserves can also be analysed in relation to the narrow money 
supply (M1), or more commonly, the broad money supply (M2).  The ratio 
of foreign reserves to broad money fluctuates from period to period and 
varies widely across the region.  The ratio has averaged around 11 per cent 
for The Bahamas to 72 per cent for Trinidad and Tobago since 1995.  The 
comparative figures for the other countries were Belize 16 per cent, 
Barbados 17 per cent, the ECCU 21 per cent, Guyana 33 per cent and 
Jamaica 39 per cent. 

2.5  The Public Debt  

Since the turn of this century the debt situation has worsened in most 
counties in the region.  In Barbados for example, the total public debt 
increased from US $2.2 billion in 2000 to US $4.6 billion in 2009, or by over 
100 per cent.  In Belize the disbursed outstanding external debt increased 
from US $423 million to over US $1 billion over the same period.  In 
Jamaica the total external debt moved from US $3.3 billion in 2000 to US 
$6.6 billion in 2009.  With one or two exceptions, the outstanding public 
debt in Caribbean countries has increased at a faster rate than total 
production (GDP), putting increasing pressure on public revenue and 
foreign exchange earnings.  In 2009, only two countries (Suriname and 
Trinidad and Tobago) among those under discussion had a debt/GDP ratio 
under 50 per cent.  In a number of cases, the ratio had exceeded 100 per 
cent by 2009.  These included Barbados, Guyana and Jamaica and some 
members of the EC Currency Union.  Among the countries in the latter 
group, the debt/GDP ratio in St. Kitts and Nevis was the highest at almost 
200 per cent.  Antigua and Grenada are associated with ratios of over 100 
per cent.  With the assistance of some debt write-off, the debt/GDP ratio 
for St. Vincent has fallen below 70 per cent in recent years.  In Dominica 
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the debt ratio declined from over 100 per cent in 2003 to 84 per cent in 
2009.  In St. Lucia, however, the ratio has been increasing and was 
estimated to be over 70 per cent in 2009.  The debt/GDP ratio has been 
increasing in all the ECCU member states.  In response to the worsening 
debt and fiscal situation, ECCU member states agreed to an Eight-Point 
Stabilization and Growth Programme in June 2009.  Stemming out of this, 
in October, 2010, country-specific fiscal targets were established which 
included debt service ratios no greater than 15 per cent of current revenue, 
a primary surplus of at least three per cent of GDP and the previously 
agreed objective of reducing the debt to GDP ratio to 60 percent by 2020.  
Members of the Monetary Council, at its 69th meeting on 11 February 
2011, presented their respective government's annual fiscal targets for the 
Debt to GDP and the Primary Balance to GDP ratios.  These targets are 
shown in Table 2.9. 
 

Table 2.9:  ECCU Public Sector Debt1 as a % of GDP and 2011 Debt and Fiscal 
Targets  

  
DOD

2
 EC$ 

Millions  

DOD
2
  

as a % of 
GDP

3
 

2011 Fiscal Targets 
for ECCU Member 

Countries  

Debt/GDP  
Primary 

Balance/GDP  

Anguilla  191.6 32.8 27.6 -1.5 

Antigua and Barbuda  3,085.3 101.0 84.0 1.4 

Dominica  862.8 84.6 66.2 2.4 

Grenada  1,883.8 111.4 94.1 -1.9 

Montserrat  9.3 6.5 6.2 -2.0 

St Kitts and Nevis  2,686.9 182.6 147.8 5.0 

Saint Lucia  1,911.6 74.9 67.0 -2.9 

St Vincent and the 
Grenadines  

1,118.4 71.1 61.8 -0.1 

TOTAL ECCU 11,749.6 97.2 
  

1..At end of 2009 
2  Disbursed Outstanding Debt (DOD) 
3  At current market prices 
Source:  ECCB 
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2.6  The Fiscal Situation  

Chart 2.7:  Fiscal Balance (Current Account as a % of GDP) 
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