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Preface

This paper is the outcome of a case study on Barbados which the Employment Strategies
Branch undertook as part of a wider collaborative effort with the Interdepartmental Project
on Structural Adjustment on the design of appropriate fiscal policies in support of structural
adjustment. :

The paper discusses the context in which Barbados undertook several adjustment
programmes and describes their consequences for employment and subsequent growth. It
highlights the consensual approach which the government, employers and trade unions in
Barbados have recently developed and makes some suggestions for future policies. In this
especially in the area of fiscal policies as this in the Barbadian context is a relatively more
important policy instrument than exchange rate and monetary policies.

Rolph van der Hoeven and Peter Richards work in the Employment Strategies Branch,
Graham Pyatt is Professor of Development Economics at the Institute of Social Studies in The
Hague. :

Eddy Lee

Chief

Employment Strategies and
Policies Branch
International Labour Office
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1. The Growing Crisis, 1980-1990

1.1 Living standards in Barbados ‘

Barbados is a small Caribbean island with a resident population enumerated in the 1980
Census of 249,000. Since then the population has grown slowly, at about 1 per cent per
annum, which is to be explained mainly by low rates of fertility. Average age may have
increased by about 18 months during the 1980’s, while life expectation is estimated as having

increased by three years. As a result of these changes, the proportions of the population aged
65 and over, and those O to 14, have both been declining, with a corresponding increase in
the fraction who are of working age, 15 to 64. One consequence is that the population of
working age increased by 6 per cent over the period from 1980 to 1989. Another is that the
dependency ratio (defined to exclude the unemployed) has fallen significantly in Barbados.

The gains in life expectation are the result of decreases in age-specific death rates,
beginning with infant mortality, which has followed a definite, if somewhat erratic,
downward trend, some part of which must be due, no doubt, to an increasing supply of
medical practitioners. Over the period of the 1980’s the number of practising doctors
increased almost 40 per cent while the increase in the supply of nurses was somewhat greater,
mainly as a result of a large increase from 1985 to 1986.

Primary school enrolment and, hence, literacy are virtually universal in Barbados while
enrolment at the secondary level is about 80 per cent. With the numbers in each population
cohort remaining more or less constant as a result of demographic trends while the supply of
teachers has been buoyant, the overall result has been that staff/student ratios have improved
significantly. At the primary level the number of teachers has grown by 36 per cent over the
decade while the number of students has remained more or less constant. Hence the number
of students per teacher has fallen from 24 to 18. Similarly, at the secondary level, where
there has been no comparable increase in the number of teachers, the corresponding drop has
been from 23 to 20. These trends provide considerable opportunities for improvements in
the quality of schooling and this may be a part of the explanation as to why the ratio of
private to public school attendance has fallen over the decade.

At the tertiary level of education there has been substantial growth over the decade.
Enrolments at the Community College have increased by some 35 per cent (and may now
have peaked) while enrolment at the Barbados campus of the University of the West Indies
grew at twice that rate and continues to do so.

, The improvements recorded in the health and education sectors are reinforced by the
trends in housing which are reported in Table 1. Most families continue to live in individual
houses, with the number of rooms per person having increased over the decade from 1.1 to
1.3. The use of traditional construction materials has declined, while the provision of potable
~water and sanitary facilities, in particular, have both improved.

The trend in private consumption (as distinct from government consumption
expenditure) over the 1980’s is difficult to assess, although it can be noted that all indicators
point to relatively high levels of consumption growth in the late 1980’s compared to the
1980’s and to some falling-off in the early 1990’s. Statistically, there are two ways to
investigate these trends. One is to work with the figures for personal consumption as
recorded in the national income accounts, while the other is to rely on real wage and
employment data. Both approaches have their difficulties. In the case of the national
accounts data, the main problem is to make an adjustment for the tourist expenditures which
are otherwise included in the total. We have attempted to do this and then deflated the
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resulting figure by the retail price index. Expressed per person, the conclusion reached is
that real personal consumption fell-by 14 per cent in the period 1981-85 and then rose by 20
per cent from 1985 to 1990. However, this result should be treated with caution since there
is some suggestion that tourist expenditures have increasingly been underestimated over time.
A somewhat different picture emerges from the real wage data which suggest more or less
steady growth at less than one per cent per annum throughout the decade. Employment,
however, fell in the early period and rose later with the increase in tourist expenditures.
This, then, may have allowed personal consumption to rise. _

Social safety nets maintain in Barbados at two levels. Informally, there are extensive
family and commumty networks which, for most individuals, provide a significant adjunct
to the formal provisions of the Natlonal As51stance board. In addition, some services in kind
are provided by the Welfare Department including school 1unches and there is an ageing
stock of public housmg which remains available. As a result Barbados does not have a
poverty problem comparable to that in, say, Jamaica.

The National Insurance Board operates two main social security schemes, one
demographic, the other contra-cyclical. The demographic scheme provides a non-contributory

old age pension for those who are 65 or older at a rate of B$63 per week and without a
means test.

Table 1: Some housing statistics

1980 1990

No. of dwellings 67,138 75,211
Persons per dwelling 3.7 3.4
Average number of rooms 42 4.3
: separate houses (%) 90.7 90.3
Dwelling over 20 years old (%) 51.2 48.6
Owner occupied (%) 73.3 76.1
Main construction in wood (%) 58.4 39.9
Main construction in concrete (%) 217 33.9
Water into dwelling (%) , 60.4 82.5
WC septic tank. (%) 43.6 65.2
Electricity (%) 85.3 92.6

Sourcé: Caricom (1980/81) for 1980: provisional unpublished results of the 1990 Census.

This-is additional to a contributory scheme which requires a working record over ten
years in order to qualify. The nominal rate of benefit has been fixed for some years. In 1986
slightly over half of all pensioners were receiving non-contributory pensions and, on average,
the pensions they received were worth about three-quarters of the value of contributory
pensions. It can be noted that non-contributory pensions are financed directly out of current
contributions of workers and employers and not by a consolidated fund.

The second important safety net is the provision of unemployment benefits. Payments
are made at a declining rate for six months to those who have previously been in employment
for at least one year in total and also for at least 20 weeks during the last nine months. There
is no provision for any form of cash payment to those who have exhausted their
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unemployment benefits. Similarly, there is no means of making payments to those who are
not members of the insurance scheme. At the end of 1992 there were some 83,000 members
of the scheme, of whom 1,300 were self-employed. These numbers can be compared with
an estimated total workforce of 97,000 according to the Household Employment Survey and
an enumeration of 9,000 persons as being self-employed in the 1990 Census. Unemployment
benefits per recipient now average about B$196 per week, which is three times the level of
the non-contributory pension.

1.2 Exports

In 1980 exports of goods and services from Barbados were 1,214 (in millions of
Barbados dollars) which represents 73 per cent of GDP for that same year. (See Table 2).
Accordingly, the economy is small and open. By 1990, the figure for exports had grown to
1,689 (having been 1,724 in 1989) which implies an increase in value over the decade of 39
per cent. Over this same period, the value of GDP doubled.

Within the aggregate figure for exports, by far the most important contribution both
to the level and its trend comes from the service sector and, in particular, that component of
services which 1s attributed to travel. This component stood at 507 in 1980 and had grown
to 1,005 by 1990 i.e. to almost double the 1980 figure. One implication is that tourism
accounts more or less completely for all the growth in foreign exchange earnings over the
decade and is now more important than all other export categories combined. A second
implication is that the value of manufacturing exports remained static.

Barbados has great natural beauty and a climate which is ideal for the development of
a tourist industry. Equally, the international market for tourism is highly competitive and
Barbados has become a high wage economy in comparison with many of its competitors.
This may explain in part, at least, why capacity in the industry, which grew rapidly in the
1970’s, has remained static since 1980 and now shows some signs of declining. The number
of beds available was 13,400 in 1980, grew to a maximum of 14,400 by 1982, and thereafter
declined to 13,767 in 1990 and 11,674 in 1991. It is not known to what extent this decline
can be explained by the conversion of some hotels to time-share apartments. What is known
is that the latter have been increasing in number.

The years 1980 and 1981 were boom years for the tourist industry with some 370
thousand stop-over visitors in 1980 generating a hotel room occupancy ratio of 69 per cent.
This rate had fallen to 48 per cent by 1982, since when it recovered slowly to 64 per cent by
1989, only to be set back once again by international recession and growing competition.
(See Ministry of Finance and Economic Affairs, 1993, Table 19 for details.) The branch of
the industry which caters for cruise ship passengers has proved to be more resilient. Their
arrivals had declined from a peak of 156,000 persons per annum to 99,000 by 1984.
However, encouraged by improved terminal facilities and extended opportunities for (duty
free) shopping, the number of arrivals had grown from the 1984 low point to 363,000 in
1990. Moreocver, this growth has continued through 1991 and 1992.
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Table 2: Gross Final Demand and Supply,1980 1990
(B$m at current prices)

Year  Exports o Domestic Final Demand Total Sources of supply

Demand

Private Government Invest- Total Total Imports GDP at

Consumption ~ Consumption  ment Supply market
prices
1980 ‘12145 ) 1081 258 424 1764 2977 1247 1731
1981 1138 1235 312 525" ©2082 '32_19 1315 1905
1982 - 1270 1263 329 451 2043 3313 1323 1990
1983 . 1490. 1321 . 346 421 2089 3578 1466 2123
1984 1656 1432 388 374 2242 3850 1547 2303
1985 1633 1392 456 372 2225 3858 1448 2410
1986 1496 1692 469 424 2585 4081 1435 2646
1987 1340 1934 498 467 2898 4238 1325 2914
1988 1510 2004 537 543 - 3085 4594 1495 3099
1989 - 1724 2158 614 656 3428 5152 1725 3427

1990 1689 2189 694 648 13531 5220 1780 3440

" Sourcé: Ministry of Finance and Ecoriomic Affairs (1993) Tablé 23.
Note: The 1980 figure for GDP is a revision of the published figure.

Undoubtedly the tourism industry in Barbados faces problems in the future. Some of
these are environmental, since tourism has caused severe damage to the coral reef on the west
coast, while the cruise ships also extract their toIl not least by dumpmg Waste at sea.
Moreover, the industry makes substantial demands on domestic supplies of potable water and
sewerage which are increasingly d1fflcult to meet. It remains to be seen how far elther the
industry or government will go in promotmg collective action. which -responds to these
problems and in encouraging investment in new capacity,. elther d1rect1y or indirectly through
the restoration of ecological and historical attractrons :

Tourism apart, the export performance of Barbados has been very mixed, with little or
no growth overall as previously noted. Howeyver; wrthm this aggregate picture, there have
been some interesting trends and three industries in partlcular merits some specific comment,
viz. sugar, electrical components and the mternatlonal business and financial services sector.
All three have been discussed previously and at some length i in World Bank (1991) to which
reference can be made for further details.

The year 1980 ‘was a good one for sugar whrch tradltlonally, has been the most
unportant mdustry in Barbados and for its associated products molasses and rum. Their
export value in 1980 reached B$120 but fell in the followmg year to B$66, which is a figure
more typical of the subsequent performance up to 1990 (see Table 3), which was itself a good
year, with export values reaching B$82.

Throughout this period from 1980 to 1990 the sugar industry has been taking advantage
of favourable quotas in EEC and USA markets. Thus, the World Bank (1991, p. 22) notes
that the EEC subsidy alone may have been worth as much as US$20 million per year over
the period 1980 to 1986. However, as the Bank also notes, in order to take advantage of
these quotas, Barbados has had to subsidize cane production to provide an incentive for
farmers and has, in consequence, locked resources into an activity which under present
circumstances no longer has a comparative advantage, even after an appropriate allowance
is made for the overvaluation of the domestic currency. Thus, while the quotas have resulted
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in a transfer of international resources to Barbados, this has been achieved at the cost of a

domestic distortion (although recently a plan is in place to increase production of rum and
special sugars, through reorganization and restructuring of the industry).

Table 3 : Various indicators of export performance 1980 - 1990

Year Number of Hotel room Tourist Arrivals Cruise Exports Electronic ($m)

Hotel beds occupancy rate Stopovers passengers components Sugar
(’000s) (%) (’000s) (’000s) molasses and

(’000s) (iv) (iv) im

(1) (i) (iii) (vi)
1980 13.4 69 370 156 43 120
1981 14.1 58 353 136 76 66
1982 14.4 49 304 111 120 76
1983 143 52 328 103 300 51
1984 14.3 57 368 99 334 73
1985 14.0 41 359 112 302 72
1986 13.9 48 370 145 239 71
1987 13.8 58 422 229 52 78
1988 13.7 64 451 291 45 79
1989 13.7 64 461 337 42 60
1990 13.8 58 432 363 32 82

Source: Ministry of Finance and Economic Affairs (1993) Table 19 for columns (i) to (iv), Table for columns (v) and:(vi).

The history of the electrical components industry in Barbados has yet to be fully told.
In 1980 exports stood at some B$43 million and had shrunk to B$32 million by 1990. In
between, however, they had soared to B$300 million in 1983 and peaked in 1984 at B$334
million. Their subsequent decline can be traced directly to the pull-out of two foreign-owned
companies for reasons which have never been documented authoritatively. Pending such a
clarification it seems that a combination of reasons might account for the decisions made,
including changes in the global strategy of parent companies whose subsidiaries were, at one
time, located in Barbados, but now have been established in the United States and Ireland.

The International Business and Financial Services sector is a comparatively new industry
in Barbados which promises to contribute substantially to developments in the future. Since
this sector does not sell its output on the domestic market, all sales are exports and
contribute as such to foreign exchange earnings. Unfortunately, no direct estimate of this
contribution is available. But, whatever the precise figure may be, it is presumably a part
of the item 'Other services (net)’ which appears in the Balance of Payments. As can be seen
from Table 3, this latter figure has grown rapidly from B$6 million in 1987 to B$71 million
in 1990 reflecting, perhaps, the growth of the number of companies in the sector, which
increased from 449 in 1986 to 1,238 in 1989. Other evidence of this growth is the
contribution of ‘Finance, Insurance and Business Services’ to GDP, which was B$163 million
in 1980 and had grown steadily to B$433 million by 1990.

The attractions of Barbados for the international business and services sector are clear:
the climate, social stability and sound infrastructure all underpin the advantages provided by
a well-educated labour force, good global communications and fiscal incentives. The main
attraction for Barbados is the creation of jobs for the local workforce and a contribution to
the exchequer which may or may not make this industry a net contributor to public finances.
What is less ambiguous is that the growth of this sector and the importance of tourism go a
long way towards explaining the emerging characterization of Barbados as a predominantly
service economy.
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1.3 Domestic absorption

" While exports incrédséd in value by 42 per cent from 1980 ‘to- 1990 the comparable
increase in the domestic absorption of ‘goods and services (consumption plus investment) was
94 per cent. By this criterion, growth in Barbados has not been export led.

Private consumption expenditure almost doubled ‘Gvér the period 1980 to 1990, as can
be seen from Table 2. However, accordingly to the Cost of Living Index, retail prices
increased by 74 per cent over this same period while the population grew by 4 per cent.
Consequently, the real per capita increase in private consumptlon over the decade was only
10 per' cent i.e. about one per cent per annum.

Public consumption expenditure grew somewhat more rapidly and was in fact the lead
sector in the growth of aggregate demand. From a level of B$258 million in 1980, public
consumption had reached B$614 million by 1990, an increase of 138 per cent (which reduces
to about 31 per cent in real per capita terms).

Investment, which is the third component of domestic absorption, grew least - from
B$424 million in 1980 to B$656 million in 1990 - an increase of 55 per cent. Throughout
the 1970’s Barbados was successful in attracting an impressive flow of private investment
from abroad but has been less successful since.

Within the aggregate figures for fixed investment construction of housing accounts for
about half and other building activity for much of the remainder.” As a result, investment in
plant, machinery and vehicles, which was only B$116 million in 1980 i.e. 7 per cent of
domestic absorption, rose to 10 per cent in 1981 and had fallen away to less than 6 per cent
by 1990.

1.4 The supply response : '

Some 'details of the supply. response,to the growth of effective demand as measured by
the sum of exports and.domestic absorptlon have been shown previously in Table 2. They
show that imports of goods. and services grew from B$1,247 million in 1980 to.B$1,725
million in 1990 while GDP grew from B$1,731 million to B$3,427. The implication is. that
imports, by value, decreased as a fraction of GDP from 72 to 50 per cent, which.is 4 quite
remarkable contraction. It is explained in part by.the fact that import priceés grew more
slowly than the GDP deflator - by 13 per cent according to a World Bank figure as compared
with ‘an inflation of 81 -per.‘cent according to.the national accounts and in part by the
contraction of the electronics assembly industry. For the rest it suggests that the supply
response to the growth in effective demand came mainly from: the domestic economy, more
especially from the service sectors, since goods production fell, and with an.increased
utilization of existing capacity being an important feature. Total employment increased very
little, from 100,000 jobs in 1980 to 105,000 in 1990. This is consistent with the finding
reported in World Bank (1991) that technical progress has been low, with most productivity
increases having been achieved through the reallocation of labour between sectors. - One.
consequence of that has been for unemployment to réfmain more or less constant as a fraction
of the labour force at a level which is variously estimated at about 15 per cent or more.



1.5 Employment and unemployment

Employment trends

Population growth has been very moderate in Barbados with the result that the growth
of the labour force has been limited, with net migration playing an insignificant role and
labour force participation rates not having changed by much, although there has been some
increase in the labour force participation rate of women.

Table 4. Employment, labour force participation rates in selected years 1980-1991

1980 1982 1984 1086 1988 1950 1991
Total Labour force (000s) 112 112 111 118 123 125 120
Employment 100 97 93 96 101 106 96
Labour force participation final
quarter
Total 65 64 63 66 69 67 64
Male 76 75 74 74 77 76 73
Female 55 55 53 59 62 60 56
Unemployment rate
Total 114 13.3 18.3 19.0 18.6 14.7 20.0
Male 8.6 10.6 15.8 13.7 13.2 10.5 16.7
Female ' 14.8 16.5 213 24.6 24.5 19.3 23.8

Source: Central Bank of Barbados (1993) and earlier years.

These data show that, over the last decade, the Barbados’ labour force has, in fact,
increased by about 10 per cent. Meanwhile, total employment has remained more or less-
stagnant at around 100,000 so that the relatively small increase in the labour force has
translated into a significant increase in unemployment from 11 to 20% according to the data
in Table 4. The impression to be obtained from these data is, therefore, of a rather static
situation where labour supply is growing gradually but steadily outstripping labour demand.
However, within this aggregate picture, there have been some significant changes in the
educational level of the labour force in employment across sectors. Similarly, the
composition of unemployment has changed. Barbados has had for many years one of the
highest primary and secondary school enrolment rates in the Caribbean with new entrants to
the labour market steadily raising the average level of education. Thus, the proportion of
employed workers with only primary education has dropped from 47 per cent to 28 per cent
over the decade, while the proportion with higher or technical education has more than
doubled from less than 5% to more than 10%. Moreover, a typical unemployed person today
is just as likely as an employed person to have completed their secondary education.

As regards the sectoral composition of the employed, one observes declining shares in
both agriculture and manufacturing, as well as in construction and transportation where the
variation around the trend is much larger, which is not surprising since these sectors are more
sensitive to cyclical changes (See Table 6). One result is that the pattern of employment
illustrates an increasing dependence on services and related activities, both private and public.
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Table 5: Education profiles of employed and unemployed workers
_ (percentages of totals)

Highest level obtined T st 198 199 1991 1992
Ptiniary L . ‘

Employed 47 43 30 28 28
Unemployed 36 28 23 24 25
Secondary ‘

Employed 47 52 62 63 62
Unemployed 63 .67 75 72 73
Tertiary

Employed 4 5 8 9 10
Unemployed 1 2 1 3 3

Source: Central Bank of Barbados (1993) and earlier years.
Note: Numbers do not add up due to rounding and the exclusion of certain categories.

As a check on whether the observed decline in employment in industry and agriculture
resulted from technical change, i.e. shifts of the production function or from a decline in
overall production (caused either by a decline in demand or by supply problems) employment
elasticities with respect to physmal output have been calculated (see Table 7) for these two
sectors. The result in agriculture is that declining employment is strongly correlated (12 =
0.85) with ,sugar product1on and has an employment elasticity of 0.7. In contrast,
manufacturing output and employment are seemingly unrelated (12 = 0.05) which is the
statistical consequence of an oscillating trend in the index of ‘manufacturing combined with
a declining trend for employment The estimated elasticity for this sector is 0.22. What
these elasticitiés tell us is that employment in agriculture would be likely to benefit from an
increase in production, but an increase in industrial activity will not automatically result in
s1gmf1cant employment creat1on The data confnm that cho1ce of mdustry and the ch01ce of

Table 6 Employment by sector (0005)

1980 1982 ‘19'84."4 T ios6 1988 990 - 199

JrTET— 53 84 85 81 65 51 57
Manufacturing " i"-s';g)‘v 138 s 113 e 112 102
Electricity;-éas&vyatet 08 l.6 ‘ 2.0 | 22 18 ‘»1.4’” o 16
Constructior 8 81 .° 16 69 = 9.1 9.5 86 . 69
Commeice & tourism ~ 210 218 199 2053 243 73 262
Transport - - 5.9- R 49 . 351, - 4.4 »3-8 . 5.7 5.2
Finance€ 31 37 33 33" 3.4 3.8 137
Services 369 355 352 374 39.9 28 384

" Total employment 1001 97.3 93.1 95:8 . 100.7 1064 - 969

Source : Central Bank of Barbados (1993) and earlier years
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technology are important factors in determining the growth of labour absorption in
manufacturing. Given relatively high wages and the fixed parity of the Barbados dollar vis
a vis the US dollar, it is unlikely that labour intensive techniques of production can attract
domestic or foreign investors. Therefore, future employment in manufacturing has to come
from expanded production in knowledge intensive and skill intensive activities, i.e. in sectors
which are inherently human capital intensive.

Table 7: Various indicators of real output

1980 1982 1984 1986 1988 1990 1991
Index of Manufacturing 111.8 100.0 103.2 103.4 103.9 111.0 105.8
output (1982 = 100)
Sugar production 137 89 100 111 80 69 66
(tonnes)
Agricultural output per 8.5 5.8 7.0 8.0 7.0 6.6 6.4
hectare
Hectares under 16.1 15.3 14.3 13.9 11.5 10.5 10.

cultivation

Source : Central Bank of Barbados (1993) and earlier years

Is unemployment structural or frictional?

The main source for unemployment figures in Barbados is provided by a series of
labour force and employment surveys. These suggest that unemployment has been rising
steadily to a level of about 15% and has increased to levels beyond 20 per cent in the 1990s
as a consequence of economic recession and structural adjustment. However, such a high
level of unemployment is hard to reconcile with casual empiricism. It seems more likely that
some part of those declaring themselves as looking for work are actually working, albeit in
some form of informal employment and for wages which might fall below their aspiration
level. Unfortunately, few hard data exist on this subject, although some evidence is provided
by the National Insurance Scheme.

The majority of workers in Barbados are covered by the National Insurance Scheme
operated by the National Insurance Corporation. Participation at the end of the 1980s stood
at 83,000 out of a total labour force of 120,000 i.e at about 70, per cent which implies that
some 30 per cent of the labour force is not employed or is working in informal occupations
outside the scheme. Comparing these figures with the results obtained in the official series
of labour force surveys suggests that part of this group who are not participating in the
National Insurance Scheme do not declare themselves as looking for work in response to the
survey enquiries while another group declares itself as looking for work because of wanting
to change job even though they are employed. These possibilities are enumerated in Table
8. What the labour force survey picks up is both the insured unemployed (b) plus some part
of categories (c) and (d).
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Table 8: The coverage of labour force statistics

. Total Labour Force .

Officially insured L Not insured
Working Unemployed Not emgloyed Working
(@) (®) © @)

Insured persons can claim unemployment benefit for a period of up to six months (180
days). However, the figures on actual claims suggest that only a minority of the claims
within any one year are.for 140 days or more (less than 10 per cent) and, secondly, that
although the number of claims has increased between 1988 and 1992, the number of benefit
days claimed on average remained of the order of 35-45 days per year. This would seem to
suggest that the unemployment which is covered by the National Insurance Fund statistics is
mostly frictional unemployment. However, it should be noted in this connection that the data
provided by the fund are arranged by calendar year so that any days claimed in more than
one year would show up as two short periods rather than one long one. This, plus the
termination of coverage after 180 days, will bias downwards the average number of days
claimed relative to the level of unemployment.

These limitations notwithstanding, an appreciation of the level of (frlctlonal)
unemployment can be derived from the insurance statistics following a series of calculations
as set out in Table 9. These suggest an upward trend for frictional unemployment since 1988,
which is in contrast with the survey statistics which report a dip in unemployment in the late
1980s and a large increase in the early nineties. It may be appropriate to conclude, therefore,
that the early 1990s are characterized not only by higher structural unemployment but by
higher frictional unemployment as well, suggestmg somewhat lower capacity utilization in the
economy in recent years.

Table 9: Indicators of frictional unemployment

Average # of  Average per # of = Equivalent# of Numberof - - Frictional . Unemployment
claims paid per days claimed persons full time  persons insured .- unemployment (%) according to survey
month
[6) Gy 0 @) x (@)=q(iii) @iv) - (iii)/(iv) = (v) (vi)
12 . :
1988 520 54 2340 96625 - 2.4 "18.6
1989 771 50 3212 - 90528 . 35 : . ‘
1990 1012 .54 4554 90576 . 5.0 . o147
1991 1381 35 4028 95435 4.2 20.0

1992 1639 42 5736 89132 6.5

Source: Céntral Bank of Barbados (1993) and National Insurance Company.

1.6 Trade pollcy and the exchange rate

Ever since July, 1975 Barbados has maintained a fixed exchange rate agamst the US
dollar of B$2 to US$1. Meanwhile, wages and other domestic costs have risen relative to
the corresponding costs of international competitors so that the real effective exchange rate
has appreciated by about 10 per cent over the decade according to IMF calculations. This
may be an important factor in explaining the loss of market share for Barbados in the tourism
sector. However, the trend is not monotonic. The appreciation which now maintains relative
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to 1980 is the result of a relatively rapid appreciation of 33 per cent from 1980 to 1985
followed by a more or less steady depreciation since then of about 4 per cent per annum.

While the consequence of maintaining a fixed nominal exchange rate throughout the
1980’s may have included an adverse effect on comparative advantage and export market
shares, this same policy may equally well have served to attract foreign investment to
Barbados, which earned an enviable reputation for sound macro-economic management
following the successful stabilization policy which was introduced early in the decade in
response to a real output decline that was triggered by the 1979 oil-price shock. However,
it can also be argued that high real wages and rigidities in the labour market have served to
offset this advantage, if only in parts of the tourist sector, which, although investment has
picked up in 1994, has as yet to experience a revival of the significant influx of private
foreign investment which characterized the 1970’s.

With the exchange rate policy as its starting point, the trade p011c1es which have been
followed in Barbados reflect a variety of alternative objectives resulting in a wide dispersion
of effective protection rates for different products. This has taken the form of differential
tariff rates, stamp duties and quantitative restrictions through licensing and other means, the
aggregate effect of which has been to create a substantial bias against exports. This has, in
turn, led foreign investors in export sectors to seek various exemptions and/or fiscal
incentives. The view taken in World Bank (1991) is that these concessions have not been
sufficient to overcome the anti-export bias of the trade regime as a whole.

The combined effect of these movements in ‘other capital’ and the current account
deficit define the long term public sector borrowing from abroad that would be required to
maintain constant reserves (subject to official financing by the IMF and other monetary
authorities). In practice, this required level of borrowing was realized from 1984 to 1988.
But in 1989 the reserves started to fall, and they fell again, and yet more sharply, in 1990.

Table 10: The balance of payments current account deficit and its financing, 1980 - 1990
($ m at current prices)

Year Public
Exports Other Trans-  Current long Other
of goods Imports Visible Travel Travel services fers alc term capital Decrease
& of Goods  trade credits debits (net (net deficits ~ borrow- (net in
services deficit credit) credit) (b) ing receipts)  Reserves
® (ii) (iii) (iv) ) (vi) (vii) (viii) (ix) x) (xi)
1980 364 1051 687 507 38 34 43 141 54 41 47
1981 327 1152 825 528 44 56 36 249 99 73 77
1982 419 1108 689 510 53 102 47 84 24 75 -14
1983 547 1249 702 510 43 92 42 101 58 57 -13
1984 683 1325 642 575 46 106 29 -22 12 -36 2
1985 604 1223 619 625 47 “110 11 -81 57 -50 -89
1986 491 1211 720 656 58 67 23 32 107 - -69 -6
1987 264 1072 807 766 73 6 13 107 154 -6 41
1988 291 1206 915 926 75 33 35 -5 87 -19 -72
1989 196 1400 1104 1063 90 14 12 5 28 -95 72

1990 303 1406 1147 1005 95 71 86 75 23 -51 102

Source: Ministry of Finance and Economic Affairs (1993), Table 18 (with revisions)
Notes: () (i) = (ii) - (i)
(b) (vii)) = (i) - (iv) + (V) - (vi) - (vi])
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The net result of the policies adopted has been to maintain a degree of external
equilibrium throughout the decade. As shown in Table 10, the current account deficit which
marked the early years from 1980 to 1983 was turned into a surplus in 1984, and again in
1985, in part as a result of successful stabilization policies in the eatlier years. The surplus
was then cancelled out by losses in 1986 and 1987, followed by two years of approximate
balance in 1988 and 1989, with a significant current account deficit re-emerging in 1990.

Table 10 shows the corresponding trends-on the capital account, with separate details
for long term public sector borrowing and other capital movemients. It is apparent -that the
latter contributed significantly to the financing of thé current account deficit in the period
1980 to 1983. But the series goes serlously into def1c1t in the m1d-1980’s and again.for 1989
and 1990.

1.7 TFiscal policy and internal balance .

Total government revenue increased from B$441 m11110n in' FY 1980/ 1 to B$950 million
in FY 1990/1, an increase of 115 per cent over ten years, which exceeds the 99 per cent
increase in GDP at current factor cost over'the same period. Some details of this increase in
revenue raising are shown in Table 11.

Perhaps the most striking feature of Table 11 is the lack of buoyancy of direct taxes on
income, profit and property. This is a direct result of concessionis and an increasing reliance
on (i) indirect taxes on goods' ofi services and (ii) stamp duties, which are predomiinantly
customs duties. Thus personal income and profits taxes, which accounted for almost 40 per
cént of total revenue in 1980/81, were reduced in importance to 26 per cent by 1990/91: -

* Similarly, the importance ‘of import duties proper declined over the period and had to
be supplemented by a growing reliance on stamp duties and payroll levies. Hence imports
generated about 25 per cent of revenues throughout the pefiod, and the declining contribution
of income taxes had to be compensated by a steady increase in importance, from 13 to 22 per
cent, of consimption taxes, and from 1 to 10 per cént 'of levies. The overall consequernce
of these changes has been that government revenues became increasingly reliarit on indirect
taxes which contributed accordingly not only to increases in the cost of living, which then
tended to increase wages, but also to the indirect costs of employing labour. Hence the
pattern of resource mobilization through the 1980’s tended to aggravate the characterization
of Barbados as havmg high labour costs. ;

While central government revenues were rising over the decade from 1980/81 to
1990/91, expendltures were also rising, by 224 per cent in fact. Tables 12 and 13 set out
some details of this expansion. Givén that there was already_a fiscal deficit in 1980/81, the
implication is that the deficit has not been eliminated over the decade. Rather it has
persisted at around 20 to 25 per cent of total revenues.

Table 12 shows the shift over the decade in the main components of central government
expenditure. These indicate that the largest increase has been in interest charges, which have
grown steadily as a.result of the need to borrow in order to finance the fiscal deficit
prev1ously referred to. Itis also to be noted that wages.and salaries are the only other item
to have risen faster than government revenue so that capltal expenditures espe01a11y have been
subject to some compression.
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Table 11: Central Government Revenue and the Fiscal Deficit 1980/81 to 1990/91 ($m
at current prices)

Taxes Taxes
on on Total Fiscal Total ex-
‘ Fiscal income Levies Taxes goods Import Stamp Non-tax revenue deficit penditure
| year and on and duties duties revenue (@) (b)
[ profits property services
i @ (ii) w) (vi) (vii) (viii) (ix) x)
* (iii) (iv)
j - 1980/81 162 3 22 106 90 5 54 441 93 534
| 1981/82 177 -3 28 119 90 6 54 469 154 623
1 ’ 1982/83 194 23 26 125 75 18 35 496 94 590
[ 1883/84 195 26 28 138 90 26 39 541 73 614
1 1984/85 189 30 28 159 84 47 36 572 122 694
‘ 1985/86 204 30 35 167 97 75 37 644 123 772
1986/87 161 . 44 43 190 116 86 .33 670 122 792
1987/88 136 70 36 221 116 106 42 727 212 939
1988/89 228 75 48 266 120 83 64 882 90 972
1989/90 247 86 49 304 126 105 72 988 66 1054
| 1990/91 250 91 46 286 118 101 58 950 248 1197

Source: Central Bank of Barbados (1992), tables G1 and 3.

Table 12: Central Government Expenditure

Year Wages Goods & Interest Current Total Invest- Other Total capital Total ex-

services transfers  current ex- ment capital ex-  expenditure penditure

} penditure penditure '

: 1980/81 173 52 31 139 © 395 91 48 139 534
1981/82 184 60 52 154 450 114 59 173 623
1982/83 203 54 71 148 477 60 53 113 590
1983/84 207 59 63 158 487 66 61 127 614
1984/85 243 63 65 174 560 84 50 134 694
1985/86 267 70 70 220 626 99 47 146 772
1986/87 291 68 81 187 627 121 44 165 . 792
1987/88 337 84 | 100 227 748 117 75 191 939
1988/8% 374 101 121 236 781 112 80 192 972
1989/90 424 114 132 256 852 145 58 203 1054
1990/91 354 94 164 288 957 182 52 240 1197

Table 13 provides an alternative perspective on the increase in Government expenditure.
Within what is otherwise quite a uniform picture, it is noteworthy that defence expenditures
were low in 1980/81 and have grown least over the decade. In contrast, educational
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the growth of capltal expendltures in the educatlon sector 1s partlcularly _vnot,able. ,,Overall,
central government expenditure in 1990/91 was equal to 31 per cent of the GDP.

While government revenue increased over the decade of the 1980’s, as previously noted,
the even faster growth of spending has meant that government has been in deficit every year
since independence, back in 1966, with a borrowing requirement throughout the 1980’s that
was never far below 20 per cent of total expenditure for most of the period (see Table 11).
Inevitably, then, the national debt has grown and with it the costs of debt servicing. At some
point, a fiscal crisis became inevitable as these trends persisted.

Table 13: Central Government expenditui'e 1980/81 and 1990/91 by function

-1980/81 ' 1990/91

) Current Capital Total Current Capital Total

.General Public Service . 61.6 17.7 79.3 146.9 37.7 184.6
Defence ' 8.4 12.0 204 25.6 3.0 28.6
Education 92.9 19.0 111.9 221.4 63.6 285.0
Health 61.7 25.0 86.7 141.0 248 - 165.8
Social Services including
Housing 65.8 15.5 81.3 148.6 35.1 183.7
Roads and Transport 47.4 203 677 U UT890 . 444 0 1233
Other Economic
(Agriculture, water, ) | .
trade, industry and 26.7 29“.4‘, 56.0 62.7 31.5 94.2
tourism
Charges of debt 30.5 - 30.5 132.3 - 1322

Total 3950 138.8 533.8 957.3 - 240.1 1197.4

1.8 Debt

The persistent fiscal deficit throughout the 1980°s has created a need for central
government to'borrow and-has resulted in accelerating growth of the national debt as recorded
in Table 14.

Borrowing has taken place both internally and from abroad in roughly equal amounts
over the period of the 1980’s. However, much of the international borrowing was on relative
short terms so that the servicing of external debt has been the greater problem throughout the
decade.

"In an extended essay on the evolution of debt: since independeénce, Aiyadike-Danes
(1993). has identified the Commercial Banks and the National Insurance Fund as the main
domestic purchasers of Government Debt, with the former being obliged to hold increasing
amounts as the required ratio of securities to deposn was progressively raised over the years
until- it reached 22 per cent in 1986. Thereafter, Government had to place increasing
rehance on borrowmg from oyerseas, in Wthh context a new development was to 1ntroduce
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yen placements in 1985 and again in 1986. The subsequent appreciation of the yen against
the dollar has made this a very expensive form of borrowing. v

Inexorably, as the debt increased, so did the problems of servicing old debt and raising
new money to meet the continuing deficit, to the point that, in 1990, government was having
to place new borrowing at an annual rate which had grown to 10 per cent of the domestic
product. This proved to be too much for the international markets so that, in the fourth
quarter of 1990, there was no real alternative to reaching an accommodation with the IMF
in order to abate the drain on reserves and to provide an alternative to borrowing from the
Central Bank.

Table 14: The Government borrowing requirement and Growth of Debt,
1980-1990 (Sm at current prices)

Year Amorti- - Amorti- New
sation of sation of borrow-

internal external Sinking Fiscal ing Internal External Total
debt debt fund Sub-total deficit require- Debt Debt Debt

ment
® (i) (ii) (iv) i\ (iv) v) (vi) (vii)
1980 6 13 3 22 90 111 329 164 493
1981 5 13 4 22 155 176 427 259 686
1982 6 15 4 25 120 145 475 287 762
1983 8 18 4 30 74 104 516 347 864
1984 9 23 4 35 120 155 590 365 956
1985 4 29 4 37 126 168 652 444 1096
1986 16 40 4 60 122 182 713 554 1267
1987 11 46 7 64 218 283 754 707 1461
1988 28 40 6 74 124 198 822 790 1612
1989 15 125 6 146 66 212 878 817 1695
1990 14 69 8 91 248 339 1021 836 1857

Source : Central Bank of Barbados (1992), Tables G 9 &11
Note: (a) (i) + (i) + @ii) = (iv)
®) (iv) + (v) = (vi)

From a purely arithmetic perspective there was a fiscal crisis in 1990/91 because
expenditure rose by B$144 million compared to the previous year, and revenue was down by
B$38 million. This resuited in the highest fiscal deficit on record for any year of some
B$248 million. But it can also be noted that three years previously the deficit had reached
B$220 million without any serious repercussions. On that occasion foreign financing had
been available to cover over half the deficit (B$116 million) while the Central Bank had
funded B$47 million, much of which was passed on as long-term debentures to various
domestic banks and trust companies. What had now changed was the fact that debt charges
had increased by B$28 million between 1986/87 and 1988/89 while servicing requirements
had grown appreciably more. In 1990/91 it proved difficult to increase either domestic or
foreign long-term financing: the former rose by only B$34 million. Hence government was
obliged to arrange a substantial loan (B$95 million) from the IMF and the bulk of the
outstanding financing had to be achieved on a short-term basis through the sale of treasury
bills, of which the Central Bank’s holding rose from zero to B$89 million during the year.
The problem then was to have these taken up by the financial sector so that the Central Bank
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could cover any future periods of liquidity and expectations of devaluation could be quashed.
This was finally achieved in 1992,-by which time there were acute fears of devaluation which
required a substantial discount to stabilize currency holdings and hence an. increase 'in the
discount rate to nearly 14 per cent: The cost of turning over a;'stock of treasury bills worth
some B$500 million for around 18 months at an interest rate, premium of around 6 per cent
over previous and later rates was some B$45 million, i.e.,about 1.5 per cent of GDP. That,
then, was the cost, not of the deficit itself (there was no similar cost in 1987/88) but of losing
control over domestic financing and retaining a fixed exchange rate.

1.9 Stabilization

The budget statement in April, 1991 mtroduced a stablllzatlon tax of 1. 5 per ‘cent on
all incomes, increased employers’ severance fund contributions (and also increased the
consumption tax to compensate for a lower CET). InMay, 1991 a cut of 7 per cent in public
expenditure was ordered which was to apply across the board to-the 1991/92 estimates.
Supplementary estimates were approved in September 1991: These accepted that “One key
causal factor in the disequilibrium in the economy has been the acceleration of public
expenditure, driven by substantial increases in allocations for wages and salaries”. These
supplementary estitnates required additional expenditure cuts of B$114 million. Hence the
initial estimates of some B$1,263 million were reduced to approximately B$1,050 million,
and additional revenue of B$62 million was raised. The latter came from an increase /in the
stablllzatlon tax (to 4 per cent on incomes over 15,000) while the expenditure’ reductlon was
to be achieved by a temporary 8 per cent cut in public sector wages and salaries, ‘which
would yield B$33 mllhon and cuts of B$41 m1111on in capltal expendrture B$35 million on
This clearly put the majin burden of expenditure cuts on the capital account. In addmon 2 000
casual workers. were laid off, predominantly in the Public Works Department

'Table 15 shows.some details of where the cuis were made-.in the capital budget
Broadly, economic services and housing, etc. were cut by two-thirds, education and health
by nearly one half, and general public services hardly at all. Normally, the public sector
housing programme would expect to complete some 100-200 units annually. Indeed, up-to
400 units were being completed annually in the late 1980’s, but this number had béen allowed
to fall away to only 36 units completed in the first three quarters of 1992. Similarly, recent
levels of caprtal expenditure on roads have been well below those which maintained through
the 1980 S. Presumably, this is a state of affairs which could contmue for diféw years yet.
But, sooner or later, capital expend1tures will need to be reinstated. Achlevmg greater
effrcrency in capital programmes may be' possible and-it is noteworthy that road mamtenance
for example, is being subcortracted to the private séctor.’ “Buf, in general 1t must - ‘be
recogmzed that the sacrrfrce of the pubhc 1nvestment programme ‘can only be a short—term
sohition. - ' e
As a flirther contribution to stablhzatlon government divested ifs shares in the Barbados
Telephone Company to realize some US$49 million equrvalent in forelgn exchange which' Was
then used to meet govemment S ‘most immediate’ debt serv1c1ng obhgatlons

‘T some extent the impact of the domeéstic credit squeeze on imports was' amehorated
by ‘an ‘extended use-‘of trade credits. But it seems likely, none the less, that a 51gmflcant
compression of imports was achieved and that this contrlbuted significantly to a surplus on
the Balance of Paymients in 1992 (desplte a continuing weak performance by the’ tourist
sector) and an 1mprovement 1n reserves Slrmlarly, the reductlon m pubhc expendlture

“.1‘ R
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contributed to a reduction in the fiscal deficit as well as a decline in real output which was
otherwise attributable to the generally weak export demand.

By these means a degree of stabilization was achieved quite quickly so that, during the
second half of 1992, the government was able to relax the credit squeeze. The discount rate
and mortgage rate were reduced and so was the stipulated securities ratio. To this extent, the
immediate crisis was soon abated. However, it left in its wake an aggravated problem of
unemployment which is reckoned by some authorities to be well beyond 20 per cent and an
overhang of debt, particularly foreign debt, which will be a continuing drain on national
resources for many years to come. This, then, is the background against which Barbados has
committed itself to a programme of structural adjustment.

Table 15. Barbados capital expenditure, 1989/90 and 1992/93 (as a percentage of GDP)

1989/90 1992/93

Total: of which 5.9 3.0
Education 1.0 0.5

Health 0.5 0.2
General public services 1.3 , 1.2
Housing and community services 1.0 v 0.3
Economic services: of which 2.1 ' 0.7
Agriculture 0.4 0.2

Roads, etc. 1.5 0.5

Trade, industry 0.3 0.1

Source : Economic and financial statistics

2.The Structural Adjustment Strategy

2.1 Introduction

The first step in responding to the 1991 crisis has been one of stabilization: to stop the
depletion of foreign exchange reserves by reducing the flow of imports to levels which can
be sustained by foreign exchange earnings and long term capital flows. This has been
achieved by a package of measures which reduced both the fiscal deficit and the supply of
credit to the private sector. Accordingly, Barbados can now turn to the longer-term task of
restructuring the economy, which is to be realized via the promotion of private sector
activity, with the role of government being to provide a support function and to create
appropriate incentives.

Within this general framework there are some particular features of the situation in
Barbados which colour the form which the various elements of the structural adjustment are
likely to assume. Foremost among these is the identification of particular economic activities
as ones in which the island of Barbados has or can develop a comparative advantage over
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time. The quality end of international tourism is seen to be one of these. Others include
international business and information services. ‘The first depends critically on the sustainable
development of the natural environment, the second on maintaining the development of the
stock of human capital-and, therefore, on the supply .of education services in particiilar.” Both
are difficult. ‘And, meanwhile; there is the substantlal legacy of unemployment Wthh it will
be difficult to reduce.

It is against this: background that Barbados achleved in August 1993, what so many
other: countries, would -have wished to achieve when: confronted with the need for structural
adjustment, namely a protocol-on prices and incomes:which has been agreed on a tripartite
basis between government, employers and employees through their respective representatives.
The protocol recognizes that there has been a gradual erosion of international competitiveness
over the years and that this must be restored. Moreover, the costs of devaluation in terms
of long-term reputation are seéen as being greater than:gny:potential: short:term-benefits, so
that maintenance of the eéxchange rate is agreed as a cornerstone of policy. The strategy must
therefore be to encourage growth through investment and productivity gains and hence,
hopefully to create more jobs in the future. To this end, wage restraint linked to produetivity
gains and improvements in efficiency are seen as being the appropriate way forward.
Accordingly, the protocol endorses a freeze of basic wages, salaries and benefits for two
years while allowing productivity bonuses to be paid and for profit sharing.

"To support the protocol, it has been agreed that any price inereases which might be
necessary should be justified by increases in material costs; .that a working . party on
indexation and the measurement of productivity in the public sector should be created within
the framework of a National Productivity Board; and that the incoine tax structure should
recognize thé aims and objectives of the protocol and be desigried to ‘support them.

The degree of social consensus which is represented by the protocol constitutes a major
achievement for all parties. It provides both a foundation for specific policies and a challenge
to which these policies should respond.

The policies- which are now being developed and, .in some cases, have already been
initiated, fall into four main categories:

reform of direct and indirect taxation;
trade reform;
reform of the pubhc sector; ard '
sectoral reforms affecting inter alza,

international business;

tourism,;

the financial sector; and

: agriculture.»

Each of these areas of reform is rev1ewed in thrs chapter It is the. hope of the1r¢
promoters that as a package they will encourage the economy to resume growth- over the f:
medium term,. brlngmg unemployed down to below 20: per. cént wh11e rarsmg reserves of
forelgn exchange to a Ievel Wthh would provrde three months coverage of unports To.
achleve all thls itis gomg to, be necessary to mamtam tlght controls on public expendlture andi
to find ways of increasing labour productivity so as to increase the competltlveness of
domestically produced goods.and services both mternatronally and in domestic markets.

2.2 Reform of dlrect and mdlrect taxatlon : i
: A comprehensrve reform of. d1rect taxatron was agreed back in July 1992 and the
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process of implementation is already well underway. It was thought to be desirable for a
variety of reasons. The direct tax system which previously maintained was the result of
_piece-meal changes over time, many of which were introduced in response to sectoral
interests. The system had lost transparency as a result. It was also distortionary and,
therefore, unfair, not least on account of various concessions which tended to favour the rich
and specific interests, such as unlimited mortgage interest deductions. In other respects the
system was highly progressive, thereby encouraging pressures to concede preferences and
attempt evasion. All these factors tended to increase the administrative complexities of the
system.

The objective of the reform is to simplify the tax structure and to broaden the tax base
without losing revenue. The first of these objectives depends on the elimination of some
particular exemptions and the replacement of the existing tax schedules with a basic rate of
25 per cent and a standard rate of 40 per cent. The integration of PAYE and the National
Insurance scheme then leads to a 40 per cent flat rate of taxation. The second is being
achieved by extending the coverage of direct taxes to include a withholding tax of 12.5 per
cent on interest and a final tax of 12.5 per cent on dividends (to be paid at source) which will
otherwise be exempt. In due course, all levies except the training levy are to be eliminated,
dependent spouse and child allowances are to be introduced, and tax brackets are to be
indexed. The general corporate tax rate has been increased to 40 per cent but various export
incentives have been retained. The general rate on property (other than owner-occupied
housing) has been set at 0.95 per cent with a discount of 50 per cent for agriculture. For
owner-occupiers a rate of 0.35 per cent will apply on the first B$100 thousand of value, with
the general rate being applied thereafter.

It is anticipated that the overall impact of these measures will be to increase incentives
for both individuals and companies and to reduce administrative costs. It is also expected that
the system will be fairer. However, it is evident that dividends will remain privileged as a
form of income as, apparently, will capital gains.

Not unlike the previous system of direct taxation, there are at present a multiplicity of
indirect taxes in Barbados, the overall impact of which is certainly distortionary. These taxes
include import duties, consumption taxes, stamp duties, hotel and restaurant sales taxes, taxes
on overseas telephone calls, travel tickets, bank assets, public entertainment, and surcharges
on rental property. Many of these are now to be eliminated as a result of the decision to
introduce a value added tax in 1994,

The main disadvantage of the present system has been its impact on costs in general and
the cascading effect on the cost of exports in particular, resulting in a significant anti-export
bias. Accordingly, it is expected that the main advantages of the shift to VAT will derive
from the elimination of this bias.

Details of the new VAT remain to be finalized and there are a number of issues
outstanding, starting with the setting of a standard rate (around 15 per cent) the exemption
level of turnover (perhaps B$100,000) and the rate of turnover tax, if any, to apply to
businesses which are exempt (perhaps 5 per cent). The possibility of zero-rating food
remains to be addressed. At present there is a 20 per cent stamp duty on food imports from
outsidle CARICOM and a consumption tax on some imports from within CARICOM.
Similarly, there is a case to be examined for applying a lower rate to agricultural products
in general.

2.3 Trade reform
Trade policies and the indirect tax system are inextricably interlinked. It is essential,
accordingly, that their reform should be harmonized.
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From. the perspective of trade reform, the introduction of VAT goes a long way to
providing exporters. with a sound incentive framework if.exports;are zero.rated., Not least,
the effect is to remove the domestic indirect tax. component from costs (an;incentive which
some existing export. manufacturers -enjoy).and so allow. the..would-be. exporter to buy raw
materials and sell ‘their product at border - pmces .Howegver, this same. set-of policies will
equally have the effect of removing the protection which. manufacturers supplymg the local
market had previously enjoyed. . Barbados: is:no exception; to the general rule that countries
which seek to promote import subst1tut10n flmsh up with an elaborate: system: .of effective
protection which depends on licensing, import quotas and price controls, reinforced by some
specific embargoes, as well as the standard superstructure of;import and .stamp -duties.

Barbados has now decided to eliminate these distortions ith a.phased programme of
surcharges to provide temporary protectlon for those -manufacturers .who.need t
the1r costs in order to nnprove the1r changes of, competmg effectrvely i

Common External Tarlff rates eventually to rates in the range of 5 to 20
this is not hkely to be achleved for. several years. . A more . immediate ob]ectlvels to brmg

2.4 Reform of the publlc sector ]:.u; LR

. There are two. important -aspects of the reform in-the _ ‘ - NOW
underway in Barbados. One concerns the determination of those act1v1t1es whlch government
as opposed to-the private sector, should undertake. The-other,is
which charactenzes the performance of the pubhc sector;in all. 1ts aspects-

very far To date it has centred around the d;lvestlture of pubhc enterprlses and has as yet
to. move, very far into .areas such as: contractlng out and the, role. of NGO:s:: However
Barbados Telephone Company to Cable and Wtreless last December Thls snnple transact1on
was promoted by the immediate need .to. raise foreign: exchange to. meet. debt servicing
obligations as previously noted. , It is; 1nev1tab1e that .subsequent, d;vestltures have generally
become more difficult and w111 1ncreas1ng1y be so. The government is. apparently well
advanced in identifying potential-opportunities for, prlvatlzatton\ rehabilitation or;closure. The
more difficult part will be to find. buyers or to close down those operatlons wh10h cannot be
justified commercially or on social grounds. .- .7 :

The fact that Government employs some 20 per cent of the labour force m Barbados
means that it must play its full part in securing the efflcrency gains Wthh are needed as a
basis for restoring comparat1ve advantages and restructuring the economy,. Accordmg to,
some- observers, there is ample scope for-cutting the cost.:of pubhc admlmstratton while, at
the same time, improving its efficiency:: Such. thmkmg is. reinforced by the redeflmtlon of
government s role as being less amblguously supportwe of the private . secto, ome. pomt
this has to' mean that reducing the role-of government is to be a part of structural:adjustment.,
However, just how this might come.about.is-not entxrely clear What is. clear however, is
that there will be little or no scope for a real increase in pubhc expendlture for some tnne to,
come (unless exports do unexpectedly well) and a corresponding need to improve the
management of public expenditure through tighter budgetary controls which. are reinforced
by quantified’ performance -criteria; and. yalue-for-money. audits.:, Acco dm_gl Ay Public
Expenditure Management Programme_ww .central 1o ; governments plans for unproved

RGN
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governance and hence for efficiency gains to offset the consequences of the compression of
public expenditure which must be achieved in the years to come. To the extent that

“government revenue is geared to imports in Barbados, it follows that the task of reducing the

fiscal deficit must depend disproportionately on reductions in public expenditure which must
therefore decrease as a fraction of the GDP.

It remains essentially for the future for government to decide on the extent to which cuts
will be made in public expenditure and in what areas. An early illustration, which may be
indicative, is provided by the human resource development programme which has recently
been worked out with the IDB and World Bank in the form of loan agreements. This project
aims to increase the supply of skilled workers by strengthening facilities for technical and
vocational training and to strengthen basic education also, again through training and teaching
resources, and to improve the employment services. But there is also a downside to this
package. The student teacher ratio in primary education is to rise from its present level of
19 to 1 to a new norm of 25 to 1, which is significantly beyond the level of 23 to 1 that was
previously binding on Government as a condition of a previous World Bank loan. Inevitably,
fewer teachers and fewer schools will be required. Therefore, the project will provide for
modification/expansion of some schools to allow others to be closed, and for enhanced school
management capabilities at all levels to plan and implement the implied retrenchments and
rationalization. Similarly, the capacity to design, evaluate and eventually to implement new
proposals for cost recovery at all levels of education is to be developed. Charges for school
meals, rental of textbooks and for instruction are all possibilities which are under review.

The seriousness of the present situation in Barbados is implicit in the acknowledged
risks of this human resource development project. One such risk is that fiscal stringency may
prevent government from delivering the counterpart funds which it is committed to provide
by the loan agreement. Another is the opposition to the programme which is anticipated from
interested parties among whom, it must be reckoned, parents and teachers will be prominent.

2.5 Sectoral reforms :

The various reforms of taxation and trade policy which have previously been discussed,
reinforced by the public sector reforms, define an environment in which it is anticipated that
the private sector will find sufficient incentives. However, there are some additional and
sector specific policies which can add substantially to the encouragement of the private
enterprise sector. Among the reforms being discussed, and some which are underway,
particular mention can be made of those reforms which effect tourism, sugar, the Barbados
National Bank and the international services sector.

First, in relation to tourism, there are two main strands to the adjustment policies
which, it is hoped, will encourage this sector to play the leading role in lifting Barbados out
of its present difficulties. They concern marketing and performance respectively.

Barbados has in recent years enjoyed particular success in attracting tourists from
mainland Europe, and one element of marketing strategy will be to exploit this success which
derives in part, perhaps, from the growing use of English as the European Community
language. More generally, it is thought that a pro-active marketing strategy will reap useful
returns. The replacement of the Barbados Board of Tourism by a new Tourism Authority has
taken effect in that respect. In giving focus to the new strategy there is much which
government could do to improve the infrastructure supporting tourism and to assist in the
development of special segments of the tourism market, such as eco- and heritage tourism,
honeymoons and conventions.

As to performance, it must be said that an increasing number of hotels in Barbados are
in need of refurbishment, so that new proposals for making credit available on attractive
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terms, to finance such efforts is likely to prove popular, However, it is also likely that the
future success of  the 1ndustry will depend on prov1dmg better ﬂvalue for .money; i.e. by
vlmproved product1v1ty through better management and skill training, but also through better
motivation, of staff. . Accordmgly, profit: sharmg schemes ate. to: be.encouraged as :part. of a
two- edged approach to raising standards in this cr1t1ca1 sector A :
. .-, Turning now to.sugar, it is evident that. both acreage and output have been dechmng for
twenty years and the -main. pr10r1ty for the future must be. to; stop. this decline and retrench
what remains of thrs erstwhlle staple. act1v1ty around a guaranteed preferentral EC quota; In
domg 50.it should be. recognized that archaic management,. exacerbated by access to easy
cred1t at the Barbados National Bank are perhaps more to: blame than the restrictive practices
of labour in brmgrng the 1ndustry to its present bankrupt state But whatever the truth of; that
may. e, the bottom line. is that the costs of producing sugar,in. Barbados are . approachrng
twice . What they should or: could be ’(36., cents .per. pound, as opposed 10, 20 or:less) given
known technologles : e ; e

. The ;proposed I .‘rne, \& for t i, ‘tua 1on 1s the estabhshment of wo new agenc1es an
Agrlcultural Credit; Trust (the Trust) and an, Agrrcultural Management Company (the
Company).. The Company w1ll be wholly owned . by the Trust, which will take over the non-
performlng ag ’cultural debt: and in, partlcular the sugar: industry :. loan portfoho of the
National Ba Wthh W1ll be purchased by governmen n~exchangekfon securitie
w111 then ‘endeavour to. service its liability by rationalizing;the assets. which it wllli,acqulre
under th1s scheme One important component; i domg S0 w111 be the creatton of the
Company, Wthh wrll be charged with the management of the sugar plantatlons and factorres
as. -a consolidated entity-, It i is. env1saged .that, ‘in the. f1rst instance, day, to day. management
respon51b111t1es ‘will.be: contracted out to a. forelgn management company and that, in, the
longer - term the Company w111 be pr1vatrzed . -Meanwhlle it is recogmzed that some
sub31dlzat1on erl be called for perhaps over a five. year perlod.,‘ The intent,is. that any., such
subs1dy should be made explicit in the budget and should be conceded only if it can be
justified on cost-benefit grounds. e

In;other respects, .the role ofthe. Trust will be to promote. nnproved product1v1ty in

agrlculture at three levels;  in, unproved technology for existing .crops; crop diversification;
and changes in land use. None of th1s w1ll be. easy in Barbados in part because the fraglhty

because the mam alternatlve uses of land Wthh have emerged to date have been snnply to
abandon it, potentrally for use as, 1nformal rubbish. dumps, or: otherwise. to.deyelop, land for
housmg or commercial use, which can be highly profitable, dependlng on location: These
same, profits will now prov1de the main source of revenue from which the: Trust is. expected
to.pay: off its debt ST . :
The Barbados Natronal Bank holds 14 per cent of publrc depos1ts in the bankmg, system
Yet its assets are extremely weak and loans to the agr1cultural sector.are only a-part of the
story, ..In the commercial .sector,. almost half the - portfolio - represents . loans to - public
enterprises - Wthh ‘have, been guaranteed by - government . The .vast. majority - of. these
enterprises. are. now insolvent or.defunct. . Hence some forty. percent of the non—agrlcultural
portfoho of the Bank icannot be: recovg red and must, therefore be written off. oot
Flnally, there are various ways in wh1ch the government can extend the welcome which
1t has already shown to.the 1nternatlonal busmess services sector, malnly through specific tax
concessions and legal facrhtles However to.the extent that the benefits of developing this
sector are restricted to those of an increase in demand for domestrc skllls whrch are already
fully employed; it.is not clear how. beneficial this activity. mlght emerge as bemg from a cost-
benefit point of view.. Much w1ll depend on the extent to which these. 1nternatronal activities
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contribute to the domestic supply of foreign exchange. And on that there is at present a -
paucity of information.

2.6 An overview of the proposals

A central theme which runs through the various proposals which have been made to date
is the need for Barbados to develop its comparative advantages in international markets, not
only by developing new products but also by improving its competitiveness in the production
of goods and services for which it has an established position. It is accordingly of some
interest to review the various proposals (based upon the various government documents made
available to the authors) from this particular point of view.

First, with respect to fiscal policy, it is evident that the maintenance of a low fiscal
deficit over the medium term will help to ensure that money creation is avoided, which is an
important consideration in eliminating any excess demand for domestic goods and services.
This in turn makes an important contribution to improving competitiveness by holding down
prices and costs, such as the renting of office and factory space. It also means that sectors
such as distribution and construction which might be stimulated by credit expansion will not
be competing so strongly with exporting sectors for managerial and other high quality skills.

To help maintain a low fiscal deficit, the Government has undertaken to review all areas
of public expenditure and to prepare a medium-term expenditure strategy. This will ensure
that future budgets will not lead to increased deficits, despite the projected reduction in real
taxation levels over the next few years. The intention is that Government will streamline
operations and prioritize expenditure categories. As a part of this effort it is intended that
Government will develop a medium-term investment programme in which projects will be
included only if their benefits to the development of human resources, infrastructure and the
environment outweigh their costs. At the same time, all public enterprises will be reviewed
with a view to privatization where possible, restructuring where necessary or closure where
they are no longer needed.

The temporary wage freeze for the public and private sectors announced by the Prime
Minister in his 1993/94 Financial Statement improves competitiveness by ensuring that one
important element in domestic prices remains unchanged while international prices rise.
Government has set the example with a two year wage freeze for the public service and has
provided guidance for the private sector through an incomes policy statement. Greater
flexibility and improved incentive structures are being encouraged in the labour market.
Many private sector companies have introduced productivity-enhancing schemes using the
services of international management consultants. The National Productivity Board will now
be reformed to better assist social partners by providing guidelines for wage contracts that
link pay and productivity. In addition, measures are being taken to reduce the costs of job
switching. Severance payments have been made less burdensome to companies and further
changes are being considered. These will facilitate the replacement of low productivity jobs
by high productivity jobs in other firms or sectors.

Tax reform will increase the profitability of firms and hence contribute to holding down
costs and investment incentives by reducing payroll costs through the elimination of special
levies and stabilization taxes. All indirect taxes on inputs for exports and tourism will be
removed through the introduction of a value added tax. Special incentives for investment in
housing for higher income earners have already been eliminated to discourage excessive
investment in domestic real estate in preference to investment in traded activities.

Trade reform will help to improve the competitiveness of exports and services by
lowering the cost of import-competing goods. The removal of licensing requirements for all
non competitive and most competitive imports is an important element of the trade reform.
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Reduction in protection for import substituting manufacturmg is to be accompanied by
intensified programmes for export promotion and financing so that manufacturing firms may
improve productivity and quality relative to internationally competitive standards.

The Government of Barbados has always crafted . policy in accordance with the
philosophy of a market driven economy. Major examples; 1nclude the shift towards consumer
based taxatlon in the later 1970’s and the 1986 tax refonn package However 1ntervent10ns
in. response to sectoral interests have mtroduced 51gn1f1cant d1stort1ons over: the years as we
have noted earlier. Structural reforms are now des1gned to remove these. dlstort1ons to
reduce the extent of Government mterventlon to - 1mprove the collaboratton between
Government and the private sector and to.improve the 1ncent1ve framework i

With the private sector in the vanguard of growth generatlon ove the. medlum-term, the
Government intends to. reduce the scope .of its economic.. act1v1t and the burden of
unnecessary. regulatlons Moreoyer the pubhc sector borrowmg requlrement w1ll be reduced
as.a-result of the closures or. sale. of. pubhc enterprlses wh1ch have previous] .;‘made losses.
One result of this should be to make funds more- readlly avallable to the private sector.

‘ Inst1tut10na1 arrangement_s for co- operatlon between the ‘pr1vate sector and: Government
are. bemg renovated and strength ened ‘The Econom1c Co sultatlve Counc1l has been revived
W1th perlodlc meetmgs to cons1der: major elements of the struptural reform ,iThe Councﬂ is
chajred -byp,the;l?rim‘e fes tries, the 11 Bank, . private
nions.: i A Fore1gn Exchange Comm1ttee .:comprlsmg
_ as been set up w1th a mandate to momtor and improve, the
t hasrestabhshed task forces 1o, address

partlcular Wlll prov1de the prlvate sector W1th a
hurdles. and bureaucratlc unpedunents to. entrepreneurshlp The promotronal agenctes for

blhty of pmpomtmg admlm atlve

PR

manufacturmg, ,mternatlonal busmess serv1ces 1 rmatlon.servrces and tourlsm are bemg
reformed. New institutions have been set up to prov1de financing and. techmcal expertlse for
the rehabilitation of private agriculture. :And the Central Bank W111 embark upon a thorough
review: of exrstmg exchange regulatlons to ellmmate obsolete regulatlons and fac1l1tate current
transactlons Whlle safeguardmg the level of reserves ) the aim Wlll be,to gradually remove
all remalmng forergn exchange I‘eStI'ICtIOIlS on the, curr W

As a. package the..contention is that these reforms can be expectedp to” secure a
s1gmflcant nnprovement m “the competltrveness of domestlc ,producers of goods andserv1ces
over. the medium_ term and hence an adjustment of the structure of the econom in. ways
Whlch w111 restore its v1ab111ty and recreate 2 growth potent1a1 Thus if

skllled workers at the same t1me that shortages for, spec1f1c skills, espemally in, the area of
inforrnation services, are llkely 0 mamtam Labour market r1g1d1t1es espec1ally the: h1gh
level of seyerance payments, have already‘, meant that many flrms which: prev1ously retained
an .excessive payroll could no longer sustam thls overhead as the recession contmued
Accordmgly, there is now.a ma]or problem of unemployment to. be addressed as a part of
structural ad;ustment The ultlmate obJect1ve of the structural adjustment programme must
be to. prov1de viable and sustamable employment opportumtles for: Barbadlans And
meanwhlle, Government W1ll need to re- evaluate and, streamlme the. soc1al services 1f 1t 1s to
maintain a social safety net that is fmancrally v1able in the, long term and to target the
prov1s1on of services to those in: need of protectlon . :

IR
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Education and training systems in Barbados are essentially traditional in their approach.
The school system turns out technically qualified persons, who are said to be lacking in
motivation and work ethic according to some employers. Advanced training and recruitment
for high positions typically takes place within establishments so that there are few training
programmes open to dismissed workers as a result of factory closures. In the context of the
new adjustment measures and high levels of unemployment , this traditional system is
evidently in need of some overhaul and Government is much aware of this. Programmes to
alleviate the employment transition problems through retraining under supervision of the
Natjonal Training Board have, therefore, been recommended alongside a strengthening of the
National Employment Board in order to arrive at a more open system of recruitment. Given
the informal sector activities which have sprung up recently, it is evidently incorrect to say
that there is a general lack of enterprise culture in Barbados. It is probably correct, however,
to suggest that better access to finance and less regulation will help to develop this enterprise
culture and so encourage small enterprises to flourish providing increase employment
opportunities. However, as we indicated earlier, little research has been done in this area and
it is therefore difficult to estimate the potential for of future employment growth in this
sector.

If current proposals to improve the labour market are implemented they will
undoubtedly help to reduce the problems of transitional unemployment and create more
employment opportunities in the small-scale sector. However, improving the functioning of
the labour market alone will not be sufficient to reduce unemployment as such. This requires
a resumption of growth in the mainstream of economic activity in order to increase labour
demand in the formal sector and hence to increase demand for the products of the informal
small-scale sector which will then encourage this sector to employ more workers.

There is undoubtedly scope for increased capacity utilization in the export sectors. In
agriculture, for example, there is considerable scope for a reorganization of the sugar
industry, whereby production and acreage can be augmented, leading to an increased labour
demand. Secondly, in the tourist industry, there is ample scope for hotel bed occupancy rates
to be increased if demand can be stimulated and this too will lead to increased employment.
However, the prospects for increasing employment via the number of cruise ship visitors is
more problematic since the expansion of this sector is contingent on investment as indicated
earlier.

According to the World Bank (1991), 75 per cent of output from the manufacturing
sector caters for the local market. However, the employment elasticity for manufacturing is
likely to remain low since, despite the social contract, real wages will probably remain high
and therefore encourage the adoption of labour saving techniques by manufacturing
enterprises. Hence, if growth does pick up, manufacturing employment will probably
increase somewhat, but large increases in employment cannot be expected if high value added
export markets are to be developed. In general, it seems that new employment opportunities
will be mainly for the more highly skilled workers.

Services, and especially government services, provide the lion’s share of employment
in Barbados. Not much expansion in government employment is to be expected in the years
to come because of the various measures for public sector restructuring. Indeed, a decline
is likely. Offsetting this, however, business services can expand rather quickly and
employment opportunities will most likely increase in this sector. However, even a vigorous
growth of employment opportunities in this sector will make only a small dent in the total
unemployment problem simply because this sector is not as yet very large.

It follows from these arguments that unemployment is likely to persist as structural
adjustment proceeds. It is thus of utmost importance that the Government and its social
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partners should ensure that:social security and other safety nets remain in place to ameliorate
the soc1a1 costs which structural adJustment will: otherwise:: enta11
2 7 Some thoughts,m conclusxon RN Cndan s

Barbados made an excellent: start to the process of structural adjustment in estabhshmg
ajtripartite protocol as.a‘foundation for future policy. This has admitted the possibility of
maintaining a fixed exchange rate and served accordingly to:reinforce:the potential:attractions
of Barbados to investors: from: overseas. However, there is as yet a long way to go‘'and;much
to!be achieved if the €conomiy is to recover. -As we have seen, the immediate :foreign
exchange crisis in 1992 was; in effect, ppaid for by: selling off the international telephone
company. And the necessary cuts in public.expenditure:were achieved: largely by cutting:back
on investments, such-as housmg -and:road:; malntenance.{ -Ac-large.part-of the .adjustment
process remains for the future; therefore. It is:in.thatspirit that the issues set out’below may
be,,of some Value m.suppor.tlng the,. c.entral policies which have already. been identified.

t.-:-ruak ‘\",
LN P Ar S R

Improvmg the nationalaccounts: o oy Bl o cnnor e R TR T T AT
It is in times of crisis that 1nformat10n on the way in Wthh the economy is working
becomes most important. ‘As theicentre piecé of information on the real (i.e. nen-financial)
economy, the ‘national income accounts: are crucial in- thls regard.;~ And,; in"Barbados; ;they
suggest - some' cause: for concern: Ofi the:main aggregates with‘the natlonal accounts;cthe.
household ‘consumption figure is not based ‘on direct (survey);information and may; therefore!
have drifted away from reality over tiime,:: Our difficulty in reconciling the available data.on,
consuinptiofi and: wage trends-has been noted earlier and it may-be.that a direct monitoring
of any future. changes. inliving :standards, via: a-continuing: household. survey -would:be
appropriate at.-this time. . It :would. then:bean obvious next.step to: bulld _such.survey
1nformatlont into the national accountmg estimates.’ o} pierls ooy ‘ »

. Import. statistics ‘are another area. for concern: The substantlal compress1on achreved
over the .decade of the 1980’s has been noted prev1ous1y As:an addition to. it the ‘further
compression which was apparently: achieved in the process of stabilisation s quite-remarkable,
to a:point -at which it isionly.prudent- to-ask: if the figures might not:be reliable. It is
nnportant to review the underlying methodology, therefore; :as part-of:a general effort: to

improve the estimation of GDP, which is, after all, the base against which the new value
added: tax, 'which is to.be:a central feature of the proposed fiscal.reforms, is to be levied.
Indeed; the introduction 0f VAT, which necessarily -involves. the setting up: and maintaining
of a register of-éstablisiiments, prov1des an excellent. opportumty to promote the, rconstructlon
of national accounts.from an estabhshment—based enquiry. ., .7 A e e ES PN ‘
' h’“;f ‘There 1s no tradltlon in: Barbados of gomg beyond the fxgures for GDP to attempt an

‘‘‘‘‘‘‘

for offshore act1v1ty, espemally in’ the rfmancral sector:- It w111 be unportant to try and f111 thrs
gap 1f 1ssues such as the flscal 1mpact of thls off—shore act1v1ty, are to; be assessed
Consultatzve processes N i i S pb oatieg v : ;
* 'While the national: accounts prov1derone sort of 1nformat10n another Wthh 1s Just as
nnportant is the:information to-be .obtained via a process: of consultation ‘on different aspects
ofthe:structural adjustmént process::’: TWwo:areas’ in particular; would: seem .to.be. unportant
one! of swhich:.cdni be ;accommodated . within: the: tripartite dialogue- provrded for, by ,(the
established protocol -This first area:concerns:the, process- of transition from;the present; trade
tegime: to :the»more ‘open; 'competitive structure :which:is env1saged for: the ;future. The
transition must: necessarrly involve drsmantlmg the superstructure ;of protection of. Varrous
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forms - tariffs, quotas, etc. This could well result in serious dislocations of production and
employment if the whole process is not sequenced and tempered in relation to the specific
issues which arise in relation to specific commodities. Active dialogue with manufacturers
and the trade unions is the evident first step to getting this right.

A second and somewhat different agenda for dialogue concerns the identification of
those areas of public expenditure where cuts can be made with the least harmful effects on
vulnerable individuals and families. Non-government organizations often female dominated
and trade unions are much better informed on these questions of social priorities and have
become increasingly articulate on the implications of structural adjustment in recent years.
They should be listened to, because the impact of cuts falls largely on their constituency.

Public utility pricing

Cuts in expenditures are unavoidable as a part of the effort to control the fiscal deficit.
But they can be kept to a minimum by raising revenue from new sources when this is
otherwise appropriate. In Barbados there is a prima facie case for raising revenue via a
thorough review of public utility pricing policies. As matters currently stand public utility
pricing policies are out of date in some key areas and there is potential, accordingly, for
raising considerable sums of money by developing a new set of pro-active policies which can
rest firmly in their own economic logic. Water, sewerage and telephone charges are all
suitable candidates for review.

Local telephone calls are free in Barbados with the result that the number of lines which
can be served by any one local exchange is only about two thirds of the number that one
would expect from international norms. This is grossly inefficient. While recognising that
networking on the telephone is a part of the Barbados way of life, it remains arguable none-
the-less, that this is one part of their way of life that people would be prepared to let go if
they were faced with the genuine alternatives, which may turn out to be cut backs in hospital
services, or in education, or both. The introduction of charges for local telephone calls has
the potential for raising a significant contribution to total revenue in a progressive way, at the
same time as improving the efficiency of resource allocation.

Similarly, water and sewerage charges based on marginal social costs are appropriate
on grounds of efficiency, yet it is only now, and in association with improvement schemes,
that realistic charges are being introduced. Barbados has a finite supply of sweet water which
is being depleted. Something needs to be done about this on grounds of sustainability, and
especially if the tourist industry is to grow while retaining its quality differential relative to
other resorts. The case for discouraging waste by charging whatever it takes to re-establish
sustainability is a strong one. Since there are various possibilities for protecting the poor
through split tariff schedules or other means, the counter argument in terms of equity cannot
be invoked in this case. The present generation in Barbados is mortgaging the future for its
children by depleting the sweet water reserves. A time of fiscal stringency may define an
opportune moment for doing something about this.

Protecting the environment

Sewerage raises similar concerns to those associated with potable water. Being a
relatively compact island, Barbados has traditionally pumped effluent into the sea, to the point
that the environment is being seriously effected. The damage to the coral reef off the west
coast is probably irreparable, and this fact already tarnishes the attraction for tourists of some
traditional centres. Again, there is a very strong case for Barbados to charge for the
externalities generated by sewerage to the point at which people in general, and the tourist
industry in particular, has an incentive to see something done about it in terms of improved



28

treatment plant and the release of effluent at greater distances from the shore, which is an
aspect of this matter which concerns cruise. traffic just as much as the hotel sector..

It is argued that the international tourist industry is.highly competitive, so that Barbados
cannot afford to have h1gher standards. for, sewerage disposal than other islands in the
Caribbean. That argument rings. a little hollow however, given the claim to be a-quality
resort.  Moreover, it seems likely that as the Caribbean in general becomes increasingly
polluted,  tourists will become increasingly sensitive to this issue.. Improved methods of
sewerage disposal may then become a key element in the strategy for retaining a market
share. :
Another respect in which the att_ractlons of Barbadqs as a tour;st destlnatmn could
usefully be enhanced would be to rehabilitate some of the significant historical sites and
museums on the island. While the sugar industry is now greatly reduced in Barbados, its
history endures and could usefully ;be exploited, along with the island’s natural history, as a
part of the:package of policies which.can help to secure the future for the tourist industry.

The success or failure of structural adjustment in Barbados will depend on the island’s
ability to remain an attractive place for foreigners to visit, to invest in and to work. The
need, then, is to fine-tune a generally sound macro strategy to this specific area of

comparative advantage.
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