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NOTE ON SPELLING
AND PUNCTUATION

Many international organizations employ a hybrid of the spelling protocols used in the US
and those more commonly known in the United Kingdom, the Caribbean and elsewhere.
The editors of this book have opted for this hybrid approach. For example words such as
labour and behaviour retain the “u”, as they would in Barbados or the United Kingdom
but not in American writing. On the other hand, such words as utilize and harmonize keep
the “z”, as they would in the United States, and program is printed without the final “me”
(programme) seen in British and Caribbean texts.

With regard to punctuation, we have adopted the protocols followed in the UK and
the Caribbean. So, for example, where just a word or a fragment appears within quotation
marks at the end of a sentence, the period is placed after the final quotation marks (as at the

end of this sentence) rather than before, as would be the case in “American English”.
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FOREWORD

This book is part of the non-financial engagement, aimed at identifying development
priorities, that is a critical part of the work of the IDB in its borrowing member countries.
It is a contribution to efforts to engage expert minds, the Authorities, other international
development agencies and other stakeholders in dialogue to deepen understanding of the
problems and agree on appropriate actions. In part, it reflects a recognition of the im-
portance of tailoring development assistance to specific country needs and the particular
circumstances of the small, middle-income Caribbean countries. In the specific context of
the Caribbean, it is part of a series of publications that started with Revitalizing the Jamaican
Economy: Policies for Sustained Development and includes a similar book on Trinidad and
Tobago that will be published along with this one.

This publication on the quest for a more competitive Barbados economy is timely.
Barbados: Meeting the Challenge of Competitiveness in the 21st Century comes at a moment
when the sustainability, indeed the survivability, of small island nations—from the Carib-
bean to the Pacific—often represents a daunting and formidable challenge. The material
within these pages shows that Barbados, a Caribbean country with just over a quarter of a
million people, embodies many of the classic vulnerabilities of an island with a small open
economy, yet aspires to developed-country status, and is already well advanced on the road
to achieving the MDG targets.

Viewed in this light, this book raises the question: Is Barbados the little island that
can? The authors have approached that question mainly from the point of view of interna-
tional competitiveness, one of the pillars, along with macroeconomic and financial stability,
required for accelerated and sustained growth. Barbados requires such growth not only for
the economic leapfrogging that it desires but also for the maintenance of current social and
economic standards that it needs.

Starting with a wide-ranging macroeconomic diagnosis, this monograph examines
the strengths and competitiveness challenges facing Barbados from the points of view of
the institutional and private sector constraints and environment for competitiveness, labour
market conditions and trade policy framework and performance. It also narrows the focus
to take a sectoral perspective, examining the leading tourism industry. To convey a sense
of the public-policy complexities, the book also includes a brief analysis focusing on the
agricultural sector.

This publication is the culmination of an extensive process of study and dialogue
involving many contributors. It has resulted from the active support and guidance of Ciro

De Falco, Executive Vice President of the Bank and former manager of Regional Opera-



x1v  FOREWORD

tions Department 3, Dora Currea, Division Chief, RE3/OD6, and Fidel Jaramillo, Regional
Economic Adviser for RE3. The Barbados Authorities also provided critical support and
cooperation through the whole process of research, consultation and review. The book has
benefited from the research and analysis of a fine group of authors with an impressive mix
of scholarship and practical expertise. It has also benefited from the insightful contributions
of peer reviewers and other participants of two conferences in Washington and Barbados
that provided opportunities for the scrutiny and discussions of experts and stakeholders.
A considerable debt is owed to the authors, peer reviewers, stakeholders and other partici-
pants in the workshops for their expert contributions and gift of their time. To all of them
I express my appreciation and thanks.

I would also like to acknowledge the contributions of Desmond Thomas, country
economist, RE3/OD6, who coordinated the process from start to finish, and Liliana Rojas-
Sudrez, consultant, for her highly effective moderation of the workshops and expert guidance
of the editorial process. Finally, this publication owes a considerable debt to the detailed
editorial review of Francesca Castellani, Michael Hennessey, Maria Jordan of the IDB, and
the consultant, Frank Campbell.

Alicia S. Ritchie
Manager, Regional Operations Department 3

Inter-American Development Bank



CHAPTER |

Introduction:
Meeting the Competitiveness Challenge

Liliana Rojas-Sudrez and Desmond Thomas

A. Introduction

For a small island developing country, Barbados, on an overall basis, displays strong social
indicators. It has a per capita income close to US$16,000,! a poverty rate of only 13 per-
cent and a literacy ratio approaching 100 percent. With numbers like these, it performs at
a high level not only in relation to other Caribbean countries but also among countries in
the emerging markets group.

Its 30 place ranking on the UN Human Development Index (HDI), based on 2003
data, places it among the more advanced economies in the latter group. Significantly, this
HDI ranking is nine places higher than its per capita ranking, underlining the weight of the
social dimension in its overall development. Not surprisingly, achievement of developed-
country status is a clear goal among Barbadian policymakers.

The sustained high rates of economic growth necessary to reach the levels of per
capita income in industrialized countries have, however, remained elusive. Over the last
three decades, growth rates have been modest and, at times, even negative. For example,
while growth averaged 1.8 percent during the 1980s, the balance-of-payments crisis of the
early 1990s was associated with negative growth (averaging —4.3 percent during the period
1990-92). A new economic cycle brought growth averaging 3 percent annually over the
1993-2000 period. This positive result, however, was interrupted by a severe recession in
2001-2002 when the economy suffered a cumulative contraction of 2.1 percent. Analysts
have attributed this downturn to uncertain international economic conditions aggravated
by the September 11" terrorist attacks in the USA. Since then, the economy has once again

recovered, achieving 4.4 percent growth in 2004.

' On a purchasing power parity basis.
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Accelerated growth is needed to enable Barbados not only to move up the develop-
ment ladder, but to maintain the country’s solid social indicators. For example, while the
unemployment rate has fallen to a national low of 9 percent, this rate is still unacceptably
high. The figure is higher still among youths in their most productive age groups. Barbados
also requires higher competitiveness and growth to respond to the challenges of a more
liberalized international economic environment and the deepening Caribbean integration
expected with the establishment of the CARICOM Single Market and Economy (CSME).
As will be discussed below, recent developments point to the appearance of macroeconomic
imbalances that need to be corrected in order to avoid stresses on economic activity that
risk deterioration in living standards.

Broadly speaking, the achievement of high, sustained growth in a very small open
economy such as Barbados rests on two pillars. The first is macroeconomic and financial
stability, which, to a large extent, is reflected in the capacity to maintain exchange-rate
stability. The second, related pillar is the ability to compete in the ever-changing global
environment. These two pillars are certainly interrelated: The avoidance of real exchange-
rate misalignment is clearly a factor in the maintenance of competitiveness in any economy.
However, in the case of small island economies, it is useful to analyze these two pillars
separately, since, as will be discussed below, for many of these economies keeping a fixed-
exchange-rate regime is optimal. This approach contrasts with the usual prescription for
a large number of developing countries, where exchange-rate flexibility is deemed to be
the optimal system. Thus, for Barbados the challenge is to improve competitiveness in the
context of a fixed-exchange-rate regime.

The interaction between these two pillars for sustained economic growth becomes
apparent when we analyze their respective determinants. Indeed, as will emerge from the
discussion below, a number of economic and social conditions needed to strengthen mac-
roeconomic stability are also required to fortify national competitiveness. The rest of this
introductory chapter deals with these two pillars and their interrelations.

Section B examines the conditions for macroeconomic stability in Barbados as a small
open economy with a fixed exchange-rate anchor. That section focuses on three issues: (a)
banking-sector strength and exchange-rate stability, (b) debt sustainability and (c) external
liquidity as a factor of economic stability. Section C deals with the competitiveness chal-
lenge, highlighting the role of (a) strong institutions that foster a healthy investment
climate, (b) adequate labour-market conditions where the link between productivity and
remuneration is underlined, and (c) export diversification within the constraints imposed
by the small size of the economy, with attention being paid to the potential of the tour-
ism sector and to the prospects for other products within the services sector. And Section
D concludes the chapter with an outline of the organization of the book in terms of the

remaining chapters.
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B. The Economics of a Small Economy: How Does Barbados Perform?

By their very nature small island economies tend to be very open, as they need to import a
large proportion of their consumption basket and their capital inputs. Therefore, they also
need to export a significant portion of their national product in order to provide import
finance on a sustainable basis. Barbados is no exception. With its 272,000 inhabitants and a
GDP of US$2.8 billion in 2004, the so-called “openness ratio”, i.e., the ratio of exports plus
imports to GDP, reached an average of 109 percent in the period 1990-2002. This ratio is
comparable to other Caribbean islands and much larger than the Latin American countries.’
As discussed by Worrell et al. (2003), small size also limits export diversification, since the
limited availability of skilled labour and resources only allows for the achievement of ef-
ficient scale in a few industries.

These features of small island economies impinge on policy design and, in particular,
on the choice of an adequate exchange-rate regime. In the very small Caribbean island
states—specifically Bahamas, Barbados and the members of the Organization of Eastern
Caribbean States (OECS)—a peg to the US dollar is the preferred exchange-rate system.
There are two important arguments supporting this choice. The first is that, owing to the
geographic proximity to the United States, combined with the small size of the country, the
direction of a significant proportion of trade, especially from the import side, to the United
States is cost-effective. The second related argument is that the high level of trade openness
of the islands might result in a significant pass-through from changes in foreign prices and
the exchange-rate to the domestic inflation rate. A stable exchange-rate system, therefore,
is a contributor to price stability and, therefore, to economic growth.

These two arguments supporting an exchange-rate peg hold in the case of Barbados.
With respect to the direction of trade, imports from the United States account for almost
45 percent of all imports, making the US the major import partner for Barbados (see Jessen
and Vignoles in Chapter IV).

With respect to the issue of the pass-through, Bynoe-Mayers (1997) provides evidence
of an important pass-through effect in a number of Caribbean countries.> Countries that
have devalued have experienced high inflation with little effect on the real exchange-rate.
By keeping a fixed-exchange-rate system since the 1970s, Barbados domestic inflation has
been able to converge to the inflation in the United States. Figure I-1 provides evidence of
the long-term convergence between inflation rates in Barbados and the United States. After a

surge in inflation in the years 1973 and 1974, inflation in both countries has declined progres-

2 The average value of the openness ratio for a sample of countries in Latin America and the Caribbean reaches
61%. Barbados’ openness ratio is comparable to that of the following Caribbean economies: Trinidad and Tobago
(93%), Jamaica (99%), St. Kitts and Nevis (103%), Dominica (108%), St. Vincent and the Grenadines (108%)
and St. Lucia (125%).

3 Thomas (1996) deals with this issue for the case of Jamaica.
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sively and at the same pace.* Figure I-1. Yearly Inflation in Barbados and

Moreover, inflation rates tend the United States*
to move together in the short (percent)
term, as evidenced by the 50
simple correlation analysis o 4
shown in Figure I-1. 0
The advantages of a

. 2 -
fixed-exchange-rate in Bar-

bados, however, do not elimi-

nate the risks associated with 0 {-
this system. As is well-known, 10 ,,/

a serious risk lies in a specu-

T T T T T T T T T T T T T T T T T T
lative attack against the do- 882838 gesegsgesss

2002

mestic currency if investors e
—=a&— Barbados orrelation Analysis

deem the amount Of foreign— Period Correlation | Significance

. —=+— United States 1966-2004 0.7486 (0.0000)
exchange reserves relative to 1976-2004 Py (0.0000]

1980-2004 0.8674 (0.0000)

the outstanding obligations of

the country to be insufficient. * Inflation in Barbados is corrected by variations in the nominal exchange rate, to better reflect
Barbados faced this risk dur- Purchasing Power Parity.

Source: IMF, International Financial Statistics (October, 2005).

ing the balance-of-payments

crisis of 1991. During this

episode, foreign-exchange reserves declined significantly and a devaluation of the exchange-
rate was avoided only through a comprehensive fiscal adjustment and the support of an
IMF Stand-by Arrangement, complemented by a structural adjustment loan from the Inter-
American Development Bank. While Barbados was able to keep its exchange-rate parity to
the US dollar, this episode underlined the need to maintain at all times domestic policies
conducive to exchange-rate stability.

Given the importance of exchange-rate stability for macroeconomic and financial
soundness in a small open economy, a key issue to address is whether Barbados meets the
necessary conditions for exchange-rate sustainability.

There are three key conditions for the sustainability of a fixed-exchange-rate system

and, therefore, for macroeconomic stability in Barbados:® (a) a strong banking system;

4 Regarding the performance of Barbados in the early 1970s, Downs (2001) notes that it “could be attributed to
the world commodity shortage that brought significant increases in the prices of agriculture products and the ‘oil
crisis’ of 1973-74 that resulted in the quadrupling of oil prices. The short-run macroeconomic consequence of
the increase in international commodity prices was a reduction in domestic and foreign demand and hence a fall
in aggregate domestic production”, pp. 8-9.

> These conditions are further discussed in Rojas-Suarez (2003).
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Table I-1. Key Indicators of Banking System Strength in Barbados

2001 2002 2003 2004
Capital Adequacy Ratio (Indigenous Banks) 18.2 18.8 25.0 17.9
Non-performing Loans/Total Loans 5.0 7.9 9.3 7.5
Loan Loss Provisions/Assets 1.3 0.9 1.2 0.9
Return on Assets 2.2 2.7 2.0 2.2
Foreign Currency Deposits/Total Deposits 1.9 5.8 4.1 6.6

Sources: IMF (2005) and Central Bank of Barbados.

(b) the absence of public-sector debt problems; and (c) a sufficient accumulation of liquid-
ity both by the government and the banking system.

The three conditions are linked by a common thread: the need to avoid pressures on
the balance of payments and the exchange-rate arising from adverse external shocks, whether

in the form of a reversal in capital inflows or an adverse shock to the terms of trade.

Bank Strength and Exchange-Rate Stability

The adverse effects on macroeconomic stability and growth derived from the high volatil-
ity of capital flows to Latin American and Caribbean countries are well documented.® Also
well established is the fact that a weak banking system can drastically reduce a government’s
ability to defend its exchange-rate parity following a sudden reversal of capital inflows
and the consequent pressures on the balance of payments. The fundamental reason is that
defending the exchange-rate from a speculative attack on the currency usually requires in-
creases in interest rates, which in turn can contribute to further deterioration of an already
weak banking system. So, in the presence of an adverse external shock to the balance of
payments, a weak banking system might force governments to face a policy dilemma—a
choice between keeping a stable currency and preventing a banking crisis. In contrast, a
strong banking system would be more resilient to changes in exchange-rates and interest
rates, allowing greater flexibility for policy action.

An analysis of the Barbadian banking system shows that the strength of the banks
is compatible with exchange-rate and macroeconomic stability. A number of financial
soundness indicators presented in Table I-1 show that banks are well positioned to deal
with potential adverse shocks. As shown in the table, capitalization ratios for the locally
incorporated banks are very high, and banks display healthy profitability (as indicated by
the return-to-assets ratio). Moreover, at less than 7 percent, the ratio of foreign currency

deposits to total deposits implies that banks’ currency exposures are very limited.

® See, for example, IDB (1995).
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Table I-2. Barbados and Other Caribbean Economies:
Non-performing Loans as a Share of Total Loans

(percent)

2001 2002 2003 2004
Barbados (end-period) 5.0 7.9 9.3 7.5
ECCU (end-period) 13.1 13.7 13.9 12.0
Guyana (end-period) 38.2 37.2 23.3 18.8
Jamaica' 9.6 8.0 49 3.9
Trinidad and Tobago (end-period) 3.4 3.8 2.0 —

Source: IMF (2005).
! Fiscal year ending March 31.

In addition, the ratio of non-performing loans to loans has declined during 2004
and, as noted by Chase et al. (2005) this ratio and that on loan loss provisioning are on
par with those in other emerging markets. Indeed, as shown in Table I-2, the ratio of non-
performing loans to loans in Barbados is lower than that in a number of other Caribbean
countries, including Guyana and the countries in the OECS. However, Jamaica and Trinidad
and Tobago outperform Barbados on the basis of this indicator.

Finally, the results from the stress tests conducted by Chase et al. (2005) confirm
that the Barbadian banking system can withstand significant adverse external shocks. For
example, in their calculations, a 15-percent drop in tourism receipts will increase the ratio
of non-performing loans by 2 percentage points but will leave the system highly capital-
ized and still profitable. Similarly, if the shock were to translate into important balance-
of-payments pressures, the authorities would be able to increase domestic interest rates to
defend the exchange-rate parity without fear of inducing severe financial disturbances in

the banking system.

Debt Sustainability

As the many experiences of debt-cum-exchange-rate crises in emerging markets demon-
strate, high government debt ratios work against macroeconomic stability, especially in
fixed-exchange-rate regimes.” The problem is that if a country faces a large stock of debt,
then an adverse external shock, such as a significant increase in the US interest rates, would
require the government to increase the transfer of resources abroad in order to meet debt-
service obligations on a timely basis. To the extent that these larger outflows of financial
resources translate into a decrease in international reserves, pressures on the exchange-rate

may ensue.

7 In the Latin America and the Caribbean region, examples of unsustainable public debts leading to exchange-rate
crisis abound, e.g., in Mexico (1982), Ecuador (2000) and Argentina (2001-02).
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This problem cannot be alleviated by placing part of the debt in the domestic market.
The reason is that, under a fixed-exchange-rate system without stringent capital controls,
increases in the foreign interest rate also lead to increases in domestic rates (through the
well-known interest-parity condition) and, therefore, to higher cost for servicing the do-
mestic debt. Unless the net government expenditure is adjusted, higher interest payments
on the public debt will further fuel the fiscal deficit increasing the government’s financing
needs. As investors’ perceptions regarding the sustainability of the fiscal stance become less
favourable, pressures on the exchange-rate are exacerbated.

In contrast to the situation in the banking system, Barbados does not score very well
on public-debt ratios. In order to help the economy recover from the economic recession of
2001-2002, the government implemented an expansionary fiscal policy that has resulted in
significant fiscal deficits and a growing debt-to-GDP ratio. As Figure I-2 demonstrates, by end-
2004, Barbados’ total pub-

lic-debt ratio significantly

Figure I-2. Public-Debt Ratios in Barbados and
Selected Areas

(percent of GDP)'

exceeded the average for Latin
Americaand Caribbean coun-

tries as well as for emerging

100
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cal targets, public debt in 60
Barbados is still sustainable. 5 4
Two factors are contributing: :2 |
The first is that the recent » 4
rebound in economic activ- 10 4
0 x x x

ity, projected to continue in e
. Barbados atin Americaand  Central America  Emerging Markets?
2005-06 supported by public the Caribbean

markets.

At current levels and

and private investment to-
. Source: IMF (2005).
wards the cricket World Cup ! Figures refer to unweighted averages. Data for Barbados refer to end-year figures for FY
2004/05. Entire sample comprises 24 countries for Latin America and the Caribbean.
? Refers to 2003 data for 25 countries from the IMF Fiscal Affairs Department’s emerging
markets database.

in 2007, can certainly help
to improve Barbados debt
ratios. The second is that the
authorities have expressed their intention to gradually adjust the fiscal stance, and have in
fact reduced the fiscal deficit to its target level of 2.5 percent of GDP.

Notwithstanding these qualifications, an important caveat is in order: The current high
debt ratios do impose a vulnerability on the Barbadian exchange-rate system that needs to be
dealt with sooner rather than later. As experience in many emerging markets with high debt
ratios has demonstrated over and over again, an unanticipated adverse shock can quickly

turn a sustainable debt position into an unsustainable one. An important market signal to
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take into account is Standard and Poors’ downgrade of Barbados’ external credit ratings in

August 2004 when ratings for both domestic and external debts were lowered.

Liquidity as an “Absorber” for External Shocks

In the absence of the “shock absorber” function of flexible exchange-rates, access to large
amounts of liquidity denominated in foreign currencies provides a credible mechanism to
defend a fixed-exchange-rate system in the presence of adverse shocks. While foreign-ex-
change reserves constitute the most important form of liquidity for exchange-rate stability,
the access of private banks to external sources of liquidity can also significantly contribute
to the stability of the exchange-rate peg.

The assessment of the Barbados situation with regard to this issue is not very en-
couraging. As a result of an expansionary monetary stance in 2003—04, the stock of official
reserves declined significantly in 2004, and is projected to decline further in 2005. According
to a recent IMF report, under
a baseline (passive policy) Figure I-3. Indicators of External Vulnerability
scenario, gross international (percent)
reserves could slide to only
2.9 months of imports cover- Broad Money to International Reserves
age in 2005, a sharp decline
from the almost six months
of coverage achieved in the 41
period 2002-03. Moreover, 34
two classic indicators of ex-

change-rate vulnerability—the

ratio of broad money to re-

serves and the ratio of gross 2001 2002 2003 2004 2005P
official reserves to short-term

external debt—show signs of Gross Official Reserves to Short-Term External Debt
deterioration as displayed in 16 -
Figure I-3. The first indicator 14 1
gives a sense of exchange-rate
vulnerability to a run against
the currency. Clearly, the 6 1
higher the ratio, the higher 4

the vulnerability since the

stock of local money that 2001 2002 2003 2004 2005P
can be used to buy US dol-

Source: IMF (2005).
lars from the Central Bank ource:IMF (2005)

Note: P = projected.
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is larger. As shown in the chart, the deterioration in this ratio was significant and the ratio
was projected to reach in 2005 a value twice as high as that achieved in 2001. The second
indicator provides a signal of the country’s capacity to rollover existing short-term external
debt. Data on the recent evolution of this indicator do not provide a positive outlook since
the ratio is projected to almost halve in 2005 relative to its value in 2001.

Good news comes, however, from the domestic private banking system. Because of the
dominant participation of foreign banks in Barbados, one may reasonably expect that local
branches and subsidiaries have, at least to a certain degree, access to credit lines in foreign
currency from their parent institutions. To the extent that foreign banks perceive that local
branches do not face a solvency problem in the presence of balance-of-payments pressures,
to that extent foreign-currency liquidity might continue to be available to Barbadian banks,
helping to mitigate the loss of official international reserves.

So, what can we conclude from the analysis so far? At the time of this writing, financial
indicators do not point to severe pressures on the exchange-rate, but yield mixed results.
While the sound banking system strongly supports macro and exchange-rate stability, pub-
lic-debt and foreign-liquidity ratios show recent deterioration worth noting. As discussed
in the introduction, macroeconomic stability is one of the pillars for sustained economic
growth in Barbados. Maximizing the credibility of the chosen exchange-rate system is,
therefore, imperative. Regaining the previous, more favourable international credit ratings
for Barbados’ external debt and rebuilding the stock of international reserves can only sup-
port the efforts of the authorities to encourage the private-sector investments (domestic
and foreign) needed for growth.

We now turn to the second pillar for economic growth: improved competitiveness.

C. The Competitiveness Challenge: Institutions and Markets

As discussed in the introduction, achieving sustained and high rates of growth in Barbados
requires, in addition to macroeconomic stability, important improvements in the country’s
capacity to compete in a more liberalized global environment. This is now more important
than ever given the trend towards declining preferential trade treatment.

In a fixed-exchange-rate economy such as Barbados, international competitive advan-
tages cannot be obtained through changes in the nominal exchange-rate. Instead, the major

sources of competitive gains are:

(i) strong, efficient institutions that support the workings of the markets and,
therefore, encourage a good investment climate;
(ii) adequate functioning of labor markets; and
(iii) improved productivity in sectors with the potential to compete internation-

ally.
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All these factors can contribute to an improvement in the equilibrium real exchange-rate
(the relative price of tradable to non-tradable goods), the summary statistic for assessing

competitiveness.

Institutions for Growth: Strengths and Deficiencies

By establishing the rules of the game determining the interaction between economic agents,
economic and political institutions determine a country’s capacity to use its resources ef-
fectively and productively. Indeed, sound institutions lie at the foundation of growth. As
discussed by Clive Thomas in the next chapter, recent advances in the literature have produced
a number of indices that attempt to measure different aspects of a country’s institutional
quality. Two of the most well-known sets of indices, the Governance Indicators identified
by Kaufmann, Kraay and Mastruzzi (2005) and the Heritage Foundation/Wall Street Journal
Index of Economic Freedom (Miles, Feulner and O’Grady, 2005) complement each other
effectively. The former assess the quality of governance, defined as: “the traditions and in-
stitutions by which authority in a country is exercised for the common good”(Kaufmann,
2005).2 The latter set of indices measure the degree of government interference in the
activities of the market economy.’

Based on these two sets of indicators, Tables I-3 and I-4 compare the quality of in-
stitutions in Barbados over the last decade and the country’s performance relative to that
in other emerging market groups and in industrial countries. In both tables the first rows
present the actual scores obtained for every indicator, while the last four rows show the
differences in scores between Barbados and selected areas of the world.

The overall message from Table I-3 is that Barbados is a strong performer world-
wide in terms of governance. The scores presented in the first five rows of the table range
from 2.5 to +2.5, with higher values denoting better performance. By 2004, Barbados’
performance surpassed the average of Latin American and Caribbean countries and emerg-
ing markets economies in all governance indicators. Barbados particularly stands out in
political stability and rule of law, where the difference in scores with the emerging markets

group is very large.

8 According to their authors, the governance indicators can be grouped into three dimensions: The political dimen-
sion includes the process by which authorities are selected, monitored, and replaced; the indicators of voice and
accountability and political stability belong to this dimension. The economic dimension refers to the government’s
capacity to manage its resources effectively, and to implement sound policies; the indicators of government effec-
tiveness and regulatory quality belong to this dimension. Finally, the institutional respect dimension refers to the
respect of citizens and the state for the country’s institutions; the indicators of rule of law and control of corruption
belong to this category. See Kaufmann (2005).

° Economic freedom is defined as “the absence of government coercion or constraints on the production, distri-
bution, or consumption of goods and services beyond the extent necessary for citizens to protect and maintain
liberty itself” (Miles et al., p. 58).
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Table I-3. World Bank Governance Indicators!

(scores)
Voice and Regulatory Rule Political ~ Government  Control of
Accountability ~ Quality of Law Stability  Effectiveness  Corruption
1996 2004 1996 2004 1996 2004 20022 2004 20022 2004 20022 2004
Barbados 1.23 117 036 091 -0.28 121 082 152 1.30 1.18 1.29 0.81
Caribbean 0.78 0.65 -0.04 0.29 -0.09 032 0.27 060 0.11 0.13 0.24 0.20

Latin America and 039 040  0.25 0.15 -0.17 -0.05 0.02 0.11 -0.14 -0.08 -0.07 -0.03
the Caribbean

Emerging Markets  —0.01 0.00  0.26 0.07 -0.01 -0.10 -0.06 -0.20  0.04 0.07 -0.14 -0.12
Industrial Countries  1.48 1.34 1.38 1.45 1.74 162 1.15 1.08 1.80 1.69 1.80 1.84

Differences in scores between Barbados and:3

Caribbean 0.45 0.52 0.41 0.63 -0.20 0.89 0.55 0.92 1.19 1.05 1.05 0.62
Latin America 0.84 0.77 0.12 0.76 -0.12 1.26 0.80 1.41 1.45 1.26 136 0.85
and the Caribbean

Emerging Markets 1.24 117 0.10 0.84 -0.27 131 087 1.71 1.27 1.1 1.43 0.93
Industrial Countries —0.25 -0.17 -1.01-0.54 -2.02 -0.42 -0.33 0.44 -0.49 -0.51 -0.51 -1.02

Source: Kaufmann, Kraay and Mastruzzi (2005).
! Scores are expressed on a —2.5 to 2.5 scale, where higher scores mean better performance.
2 Data for Barbados were not available for 1996. Figures for Barbados and all country groups are for 2002.

3 Difference = Barbados score — area score. A positive difference implies Barbados performs relatively better.

As a result of Barbados’ achievements in the quality of governance, the gap with in-
dustrial countries is not very large as is demonstrated by the relatively small difference in
most scores. Indeed, and quite impressively, the score for the indicator on political stability
outperforms that for the average of industrial countries.

On a less positive note, however, the gap between Barbados and industrial countries
for the indicator of control of corruption is large and increasing. (The score for Barbados
declined from 1.29 in 2002 to 0.81 in 2004.). However, a caveat with respect to this result
is in order. A more detailed reading of the methodology shows that the standard error of
the statistical estimation of the indicator is twice as large for Barbados as the one for all the
countries in the sample (0.34 in Barbados compared to 0.19 for the entire sample) which,
of course, reduces the accuracy of the indicator.!? Indeed, an alternative measure of percep-

tions of corruption, the Transparency International Corruption Index ranks Barbados in

10 The indicators are estimated using an unobserved components model (see Kaufmann, Kraay and Zoido-Lobatén
(1999) for a fully detailed explanation of their methodology). For the purpose of this paper, it is enough to note that
the authors condense information coming from a wide array of individual sources, assuming that they are differ-
ent measures of the same concept (in this case, Corruption). Unfortunately, sources of information for Barbados
are few when compared to other countries. The precision of the estimation is positively related to the quantity of
information available; i.e., errors become larger when the number of sources is reduced.
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the 24" position out of 159 countries in 2005, signaling Barbados’ strong position in this
area as well.

Leaving aside the deterioration in the indicator of control of corruption, the other
governance indicators in Barbados have either remained relatively stable in the period
1996-2004 or significantly improved. The sharp improvement in the indicator of rule of
law from —0.28 to 1.21 testifies for the country’s capacity to improve performance in a short
period of time.

Table I-4 presents the overall Heritage Foundation/Wall Street Journal Index of Eco-
nomic Freedom and six of its components. The scores rank from 1 to 5, with 1 signifying
an economic environment or set of policies most conducive to economic freedom, while a
score of 5 signifies a set of policies that are least conducive to economic freedom.

While, on an overall basis, the Index of Economic Freedom places Barbados’ perfor-
mance above the average for emerging market economies, a more detailed analysis of the
index components reveals mixed results. Consistent with the soundness of the governance
indicators discussed above, the country’s performance on the indicators of property rights
and regulation was excellent in 2005 (better than those of all categories of developing
countries and at par with those of industrial countries). Most importantly, the significant
improvement of the country’s performance since 1996 is what accounts for the elimination
of the gap with industrial countries.!!

Also, because of its strong banking system (see Section B above), Barbados is very well
positioned among emerging markets in the banking and finance indicator. With a score of
2, the country enjoys a favorable position relative to emerging market countries in Latin
America and elsewhere, and is very close to the standards of industrial countries. Likewise,
the authorities’ commitment to support a market-based economy has given Barbados a
strong score in the area of informal markets and has placed the country above the average of
emerging market economies. Of significant importance is the sharp improvement recorded
by Barbados in this indicator: from 1996 to 2005, the score halved from 4 to 2.

In contrast, Barbados ranks poorly in the indicators of fiscal burden and government
intervention. With a score of 4.5 in both indicators, the country performs worse than the
average of all categories of developing countries considered in the table. This outcome
leads to two conclusions. The first is that the results are consistent with the deterioration
in the fiscal accounts discussed in Section B and with the need to correct macroeconomic
disequilibria as a precondition to the fostering of economic growth. The second is that
the results point to the existence of institutional weaknesses in the public sector, an issue

stressed by Thomas in Chapter II.

'n fact, in 2005, the difference in scores between Barbados and the average of industrial countries has taken a
negative value for these two variables, indicating that Barbados has outperformed some industrial countries.
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In his comprehensive diagnostic analysis for improved competitiveness in Barbados,
Thomas identifies deficiencies in public-sector management as an important constraint on
the maximization of firms’ performance and competitiveness. For example, based on a recent
World Bank survey, customs delays and weak administration were assessed as important
factors impinging on foreign investors’ perceptions of the business climate. Moreover, the
potential for the improved competitiveness of small and medium-sized enterprises (SMEs)
is curtailed by limitations in the operations of institutions and other business-development
services run by the Government. An important insight advanced by Thomas is that, in a
number of cases, an important Government consideration for supporting SMEs has been the
sector’s potential for generating jobs. Thomas’ concern is that this consideration resembles a
“welfare-oriented” view of the SME sector rather than the vision of a dynamic, pro-growth
sector acting as an incubator for the development of sound businesses.

Thomas identifies some other institutional features that need improvement in order to
provide a more favourable business environment for SMEs. A lack of entrepreneurial/busi-
ness skills is identified as a major weakness in Barbados. So is inadequate access to formal
sources of financing. Investment and business planning is also hindered by insufficient survey
and other data. In general, there is a need to strengthen the provision of business-support
services and training to promote small-business growth.

Additional insights on public-sector institutional constraints to competitiveness
are presented by Weigel (2005). For example, long delays in obtaining titles to land and
limitations in the ability to use land as collateral have been identified as barriers to private
investment. Similarly, while the judicial system is identified as honest and fair (consistent
with the results in the governance indicators), court decisions in commercial cases, espe-
cially foreclosures, are seen as extremely long. In addition, the tax system is seen as complex
and opaque, acting as a discouraging factor for private sector investment. Finally, Weigel
identifies the need to simplify what is now a very complicated government structure for
investment promotion and to review the assumptions about the effectiveness of tax incen-

tives in encouraging investment.

Improving the Labour Market to Enhance Competitiveness

Undoubtedly, one of Barbados’ biggest strengths with regard to competing in a more liberal-
ized global economy lies in the quality of its labour force. Its strong social indicators are the
mirror image of this quality as good health and education conditions are key determinants
of workers’ capabilities. The HDI, a summary statistic of social and economic indicators,
illustrates this point. Not only does Barbados rank 30t out of 177 countries in 2003, but, as
Figure I-4 illustrates, its position has improved continuously over the last three decades.
A number of social indicators are displayed in Table I-5. Basic indicators related to

health (life expectancy and attended births) and education (average years of schooling) show
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Barbados to be better posi- Figure I-4. Barbados: Human Development Index
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Barbados’ employment per-

formance reveals important

deficiencies. Table I-5 shows three social indicators related to employment. The percentage
of labour force with tertiary education only reaches 12.4 percent, a much lower number
than the average for emerging market countries and just half the percentage reached in in-
dustrial countries. Long-term unemployment, defined as the percentage of the unemployed
population who have been out of work for a year or longer, reached 55 percent over the
period 1990-2002. This ratio is the highest among the group of countries presented in the
table. In addition, youth unemployment, a problem of similar dimensions in Barbados as

in other Caribbean countries, reached an average of 30.5 percent in the period 1990-2002,

Table I-5. Social Indicators

Labour Force Total Youth  Long-Term
Life Attended Average  with Tertiary Unemployment  Labour
Expectancy Births Years of Education (% of labour Unemploy-
(years) (% of total) Schooling! (% of total) force 14-24) ment?

Average Average Average Average
1990 2003 (1990-2003) 1990 2000 (1990-2001) (1990-2002) (1990-2002)

Barbados 749 74.8 95.5 7.9 8.7 12.5 30.3 55.3
Caribbean 69.4 709 90.6 5.7 6.2 9.3 30.3 42.1
Latin America

and the Caribbean 68.8 71.2 83.9 5.5 6.2 13.4 223 30.7
Emerging Markets  68.0  70.0 80.2 6.1 6.6 17.9 20.3 31.9
Industrial Countries 76.2 78.8 99.4 9.0 9.6 24.7 13.8 32.0

Sources: WDI and Edstats; Barro-Lee data set (http://devdata.worldbank.org/edstats/td10.asp); International Labour Organization.
T Average years of schooling of adults (aged 15+) is the years of formal schooling received, on average, by adults over age 15.

2 Long-term unemployment refers to the number of people with continuous periods of unemployment extending for a year or longer, expressed as a
percentage of the total unemployed.
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Table I-6. Barbados: Labour and Competitiveness Indicators

Unemployment Labour Productivity Real Wage Index Change in Real Unit
Rate (%) Index (1995 = 100) (1995 = 100) Labour Cost (%)
1995 19.7 100.0 100.0 -1.7
1996 15.6 99.2 100.6 1.4
1997 14.5 102.2 99.0 4.4
1998 12.3 105.3 104.3 2.3
1999 10.4 103.5 106.6 3.9
2000 9.3 103.3 108.3 1.7
2001 9.9 95.6 109.2 9.0
2002 10.3 96.9 112.5 1.7
2003 11.0 98.4 113.9 0.3

Source: Downes, Chapter IIl in this book.

ten percentage points higher than the average for emerging markets and more than twice
as high as the average for industrial countries.

Why does Barbados, a country with otherwise strong social indicators, face these
important employment problems? Chapter III by Andrew Downes provides answers, and
advances recommendations for dealing with this issue. In his assessment of the labour
market, Downes shows that labour productivity has been declining while real wage rates
have been increasing. The combination of these two factors has resulted in an increase in
real unit labour costs, a loss in Barbados competitiveness on the international markets and
the persistence of unemployment.

In addition to the disconnection between labour productivity growth and real wage
growth at the aggregate level, Downes identifies a number of problems adversely affecting
both employment and competitiveness. For example, there is a mismatch between the years
of schooling and the ability of workers to participate in the labour force since a significant
proportion of the adult population does not have any form of certification. Moreover, there
is a need for better coordination between the skill mix demanded by economic activities
in Barbados and the training provided by the educational system. Downes identifies these
as signs of dysfunction in the Barbados educational system. An additional problem is that
labour-market regulations have created non-wage labour costs that undermine the com-
petitiveness of goods and services.

Some of Downes’ main recommendations for improving competitiveness and em-

ployment are to:

(i) promote the use of performance-based pay;
(ii) rationalize the use of severance payments and unemployment insurance funds
to avoid “double dipping” and to reduce excessive non-labour costs that hurt

firms’ competitiveness;
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(iii) increase the funding of training in new skill areas and in supervisory manage-
ment;
(iv) improve the labour-market information system to better connect demand for
and supply of labour; and
(v) speed the process of labour legislation with the objective of increasing the flex-

ibility of the labour market while providing necessary social safety nets.

But even if Barbados improves its macroeconomic fundamentals, strengthens institutions
where needed and improves the functioning of its labour markets, meeting the country’s
competitive challenge requires revisiting the performance of its export sector and encourag-
ing appropriate diversification. The latter issue is the subject of analysis in the remainder
of Section C.

Enhancing and Diversifying Exports in Key Sectors

Exports are, and need to be, the engine of growth in Barbados. As argued in Section B, the
structural features of a small open economy like Barbados require a very dynamic export
sector capable of creating jobs and providing resources to import essential goods and ser-
vices for consumption and investment.

However, as a result of the competitiveness problems discussed throughout this chap-
ter, the recent behaviour of exports has not been encouraging. Tourism receipts, the main
source of external revenues in Barbados, have been growing at a moderate pace averaging
4 percent per year since the early 1990s. Also, as indicated in a recent IMF paper (IMF,
2005), Barbados’ shares of both tourism arrivals and expenditures in the Caribbean have
been declining. These developments combined with a stagnant merchandise export sector
have resulted in a significant deterioration of the current account balance. From a position
of surplus in the early and mid-1990s, the current account turned into widening deficits,
which reached 10.5 percent of GDP in 2004.

A comprehensive analysis of the trade sector in Barbados is undertaken by Jessen and
Vignoles in Chapter IV of this book. The authors point to a high concentration in mer-
chandise exports: In the period 1999-2002 the top 20 products exported—Ied by sugar and
spirits—accounted for 75 percent of the value of total exports. This high concentration of
exports makes the country quite vulnerable to external shocks. And, indeed, the country is
currently facing a severe adverse shock in the form of the phasing out of preferential treatment
in the European market with respect to its main merchandise export products, especially
sugar. As the study by Chesney in this book shows, the loss of this preference undermines the
long-term viability of the sugar industry in Barbados given the high production costs that
render this sector uncompetitive. Moreover, while the paper by Chesney advances a number

of recommendations for improving the performance of the agricultural sector, including
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alternative ways of utilization of sugar, it is highly unlikely that agricultural products can
become “champion exports” for Barbados.

How, then, can the country achieve much needed export diversification? Small size
does limit the range of diversification that is possible in a small island economy. Nonethe-
less, efforts are needed to explore fully the potential scope to diversify within existing sectors
that have been key sources of exports and to develop a few new sectors with the potential
of becoming new sources of exports.

Several of the authors in this book (Jessen and Vignoles, Thomas, and Poon) agree that
the potential for export diversification lies in the service sector. Significant diversification
of products can be achieved within the already well-established tourism sector. As Poon
(Chapter V) points out, maintaining the focus on the traditional provision of “sun, sand
and sea,” is not enough. Poon identifies the potential for developing the health, wellness and
honeymoon markets as sources for future growth and enhancement of the tourism sector.
Exploiting those niches, however, requires improvements in complementary infrastructure,
such as hospitals, health facilities and spas. Most importantly, improving competitiveness
in the tourism sector implies keeping operating costs down. As Poon indicates Barbados
does not get high scores among visitors and tour operators in the area of “value for money.”
The Dominican Republic, Mexico and Jamaica stand as strong competitors offering high-
value products at lower prices. These issues, of course, relate to the deficiencies in the labor
market discussed above.

Another prominent possibility for export diversification within the services sector
is the development of the information and communications technology (ICT) sector. As
Thomas indicates in Chapter II, the Government of Barbados has the vision of making the
country “the centre of excellence for ICT in the Caribbean.” Table I-7 highlights some in-
dicators of technological development. Perhaps the largest advance by Barbados relative to
other Caribbean countries is in the much lower Internet cost, which approaches the cost in
industrialized countries. The use of Internet lines and the availability of telephone mainlines
have also grown faster in Barbados than in the Caribbean region as a whole. As Thomas
notes, however, Barbados still has a lot of ground to make up to become a world-class ICT
country. An important immediate step the country needs to take is the development of an
adequate database for measuring and tracking ICT usage and performance.

Thus, Barbados faces a mixture of favourable prospects and major challenges in a
changing international economic environment. Urgent action is needed to accelerate the
pace of growth to raise living standards and curb vulnerability. On the face of performance
in recent decades, Barbados’ main prospects evidently lie in the growth of its service sec-
tors. Barbados needs to do all that is necessary to strengthen the competitiveness of its lead
tourism sector as the core that will spin off other business activities in both the service and
merchandise sectors (such as entertainment, on one hand, and food and beverages on the

other). It also has a good track record of growth in the off-shore financial sector to build on,
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Table I-7. Indicators of Technological Development

Internet Cost Internet Personal Telephone
(US$ per 20 Users (per Computers Mainlines
hours of use) 1,000 people) (per 1,000 people) (per 1,000 people)
2003 1996-97 2002-03 1996-97 2002-03 1996-97 2002-03
Barbados 25.90 5.7 241.2 64.1 104.1 386.2 495.6
Caribbean 33.83 10.2 144.7 42.1 108.6 225.8 275.5
Latin America and
the Caribbean 31.66 7.0 104.0 30.8 71.0 160.8 196.7
Emerging Markets ~ 24.85 9.1 128.9 37.3 95.3 156.5 195.9
Industrial Countries  21.03 90.0 426.1 241.5 435.1 544.3 587.6

Source: International Telecommunication Union’s World Telecommunication Development Report database.

and good prospects with respect to other business and professional services. The country
has good experience with diversification, having shifted dramatically, and with good results,
from an economy based on sugar production up until the 1960s to a tourism-based economy
today. Its high level of human capital development through education and training provides
a fertile resource to support diversification and growth, provided the proper steps are taken

to promote appropriate macroeconomic, institutional and investment conditions.

D. Some Conclusions—and a “Preview” of the Book

The discussion in this introductory chapter has focused on the different dimensions of the
competitiveness challenge in Barbados. Two main conclusions flow from this analysis. The
first is that a variety of indicators point to the need for prompt corrective actions to be taken
to contain and reverse the losses that Barbados has been suffering in its competitiveness
losses in the international economy. The second is that Barbados is well positioned to meet
all facets of the problem.

Its strong institutional framework, particularly in the key area of governance, com-
bined with its sound social indicators, places it “ahead of the pack” among emerging market
economies in terms of the ability to implement necessary reforms. An additional factor
supporting the country’s capacity to deal with outstanding issues is the maintenance of a
tripartite social contract involving government, labour and the private sector. By institu-
tionalizing consensus building, this social contract provides a central tool for advancing
policy changes needed to improve the country’s competitiveness.

In the rest of the book, experts on the competitiveness issues in Barbados discuss at
length the different aspects of the subject and advance specific proposals and recommenda-
tions. The book follows roughly a sequence in which the overarching macroeconomic and

institutional aspects relating to stability, productivity and international trade conditions are
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presented, followed by an examination of practical challenges in the area of tourism and by
an annex that explores some public-policy issues as they relate to the agricultural sector.

In Chapter II, Thomas provides a comprehensive assessment and diagnostic of the
competitiveness issues facing the country. His wide-ranging analysis provides an umbrella
for the more specific areas of discussion in the ensuing chapters. In Chapter III, Downes
tackles the issues of labour-market conditions and reform that are fundamental aspects of
the competitiveness effort. In Chapter IV, Jessen and Vignoles address another area of fun-
damental importance, especially in the context of a small open economy, that is, prevailing
performance and conditions, and imminent changes, with respect to international trade and
their implications for Barbados. Finally, Chapter V examines the prospects for the tourism
sector, and presents proposals for raising competitiveness and diversifying the attractions
and activities within the sector. And, as already noted, the annex looks at some public-policy
issues from the perspective of the Barbados experience in the agriculture sector.

It is our hope that the rich content of all these papers will serve not only to shed
light on Barbados’ quest to meet the challenges of an increasingly open global economy.
We hope they will also generate policy discussions in other small countries facing similar

challenges.



INTRODUCTION: MEETING THE COMPETITIVENESS CHALLENGE 21

REFERENCES

Bynoe-Mayers, Nola, 1997, Measuring the Real Exchange-Rate Using GDP Deflators, Central
Bank of Barbados Economic Review, June.

Chase, Karen, Kevin Greenidge, Winston Moore and DeLisle Worrell, 2005, Quantitative
Assessment of a Financial System—DBarbados, IMF Working paper WP/05/76, Inter-
national Monetary Fund, Washington, D.C., April.

Downes, Andrew, 2001, Economic Growth in a Small Developing Country: The Case of Bar-
bados, paper presented as part of the GDN/LACEA project on Economic Growth
in Latin America and the Caribbean, September.

Inter-American Development Bank, 1995, Economic and Social Progress in Latin America:
Overcoming Volatility, Washington, D.C.

International Monetary Fund, 2005, Barbados: 2005 Article IV Consultation—Staff Report;
and Public Information Notice on the Executive Board Discussion, Washington D.C.
August.

Kaufmann, Daniel, 2005, Myths and Realities of Governance and Corruption in the World, in
Economic Forum Global Competitiveness Report 2005-06, chapter 2.1.

Kaufmann, Daniel, A. Kraay, and M. Mastruzzi, 2005, Governance Matters IV: Governance
Indicators for 1996-2004, World Bank, Washington, D.C.

Kaufmann, D., A. Kraay, and P. Zoido-Lobatén, 1999, Aggregating Governance Indicators,
World Bank Policy Research Working Paper 2195, October.

Miles, Marc A., Edwin J. Feulner and Mary Anastasia O’Grady, 2005, 2005 Index of Economic
Freedom: The Link between Economic Opportunity and Prosperity.

Rojas-Sudrez, Liliana, 2003, What Exchange-Rate System Works Best in Latin America, in
The Dollarization Debate, edited by James Dean and Dominick Salvatore, Oxford
University Press.

Sahay, Ratna, Stabilization, Debt, and Fiscal Policy in the Caribbean, 2005, IMF Working
Paper, WP/05/26, Washington D.C., February.

Thomas, Desmond, 1996, Estimating a Monetary Model of Inflation Determination in Jamaica,
Trent University, Working Paper 96-01, Ontario, Canada, February.

Weigel, Dale, 2005, Barbados: Strategy to Support Private Sector Development, mimeo,
Washington, D.C.

Worrell, DeLisle, Harold Codrington, Roland Craigwell and Kevin Grenidge, 2003, Economic
Resilience with an Exchange-Rate Peg: The Barbados Experience, 1985-2000, IMF
Working Paper WP/03/168, Washington D.C., August.



This page intentionally left blank



CHAPTER II

Productivity and Competitiveness

Clive Y. Thomas

A. Introduction

This chapter provides a diagnostic assessment of competitiveness issues in Barbados along
with recommendations for improved productivity and international competitiveness. The
analysis has been framed against the background of both steady moderate growth and a
reduction in employment over the period 1993-2000, which were interrupted by a major
downturn in 2001-02. Positive growth resumed in 2003—04, and analysts have attributed this
resumption to a major rebound in tourism combined with the underlying strength of the
economy. The durability of the recent revival, however, is still uncertain as Barbados faces
important challenges arising from external considerations as well as a number of domestic
imperatives posed by population preferences. Overcoming these challenges requires marked
improvements in competitiveness and productivity.

The remainder of this section introduces the theoretical issues centring on competitive-
ness, and reviews the debates over its meaning and relevance. It also outlines the perspective
adopted in this chapter and indicates the different approaches taken in recent diagnostic
assessments of competitiveness in the region. Section B identifies the main structural features
of the economy, reviews the macroeconomic situation and outlook, and draws some broad
diagnostic conclusions based on the foregoing. Section C offers a diagnostic assessment of
Barbados’ competitiveness performance and standing at the macro level, utilizing a number
of indicators, which are grouped as global, country-specific, and “other”. Section D then
offers a diagnostic assessment of microeconomic considerations, focusing at the firm level
on three major areas: 1) the investment climate, 2) the operation of small and medium-
sized enterprises (SMEs), and 3) the ubiquitous importance for enterprise development of
e-readiness and capability as summed up in the operations of the information and com-
munications technology (ICT) sector. This selection was guided by concurrent assessments
of tourism, agriculture and the labour market being undertaken in other chapters in this

book. Finally, Section E presents conclusions and policy recommendations.
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Meaning and Relevance of Competitiveness

Debate

There have been sharp differences in the literature over both the meaning and the assess-
ment of the relevance of the notion of competitiveness when applied to national economies
as distinct from firms/enterprises or even the sectors of a national economy. Some of these
differences have been attributed to the origins of concerns over national competitiveness
in business schools, where, it is claimed, the focus is on corporate strategic analysis in the
“typical” context of zero-sum games or winner-take-all situations. Several economists have
pointed out that, in contrast, synergies are obtained when national economies participate
in global trade when compared to the situation that obtains when the participants are
individual firms/enterprises. They add that these synergies have not been adequately cap-
tured in some of the formulations on national competitiveness. In neoclassical economics,
particularly its theories of comparative advantage and economic growth, these different
approaches seem to recall both age-old controversies, such as that between Adam Smith
and the Mercantilists, and more recent ones arising from the emergence of the “new” en-
dogenous growth theories.

Alongside such differences, there are other areas of contention. One that is important
for our purpose is the effectiveness of different measures and indicators used to determine
competitiveness. Disagreements exist over the use of price (exchange-rate, wage rate) ver-
sus non-price (productivity) indicators; hard data (objective time series) versus soft data
(opinion surveys); economic indicators versus non-economic ones such as governance
and institutions; aggregated data (exchange-rates, total factor productivity) versus disag-
gregated data (sectoral and individual firm measures) or macro versus micro evaluation;
and broad (comprehensive) versus narrow (specific) measures. There are other derivative
concerns related to comparability, such as the reliability of data sets; the weighting schema
to be employed when aggregating component indicators; and the resultant problems of
standardization of measures and indicators across countries and over time.

Approach

The approach to these concerns employed in this chapter has been guided by four consid-
erations. First, while acknowledging the importance of the issues raised in these debates,
we hold the view that, empirically, the competitive circumstances facing Barbadian enterprises
at the broad national level today are substantially different from, and far more urgent than,
those in which many of the firms had in fact emerged a few decades ago. In those early days,
competitiveness issues both at the macro and the firm level were not treated as a matter of

the highest priority. Given the then available means of transport and communications, the
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country’s geographic location and its small market, it was felt that these factors constituted
sufficient “natural” protection and “economic distance” to provide local firms/enterprises
with significant comfort levels. Additionally, state protectionist policies supported local
industry uncritically.

In today’s environment however, economic distance has shrunk, protectionism has
been drastically reduced, and market liberalization has proceeded at an unprecedented pace.
Consequent changes in firm functions, structures, and operations have been profound.
Technology, research and development (R&D), innovation, support services, competition
for market share, and other best practices have become integral to the survival of firms/
enterprises. As a result public policy focuses heavily on such considerations as innova-
tion, product quality, support services, functionality, and portability. It also acknowledges
the existence of “drivers of change” and the fact that lagging countries, sectors, firms and
enterprises will lose ground both absolutely and relatively if their separate and collective
performances do not improve.

Second, Barbados has both to compete with other nations and to be internally competi-
tive. This means creating the conditions/environment/framework/policies for its enterprises to
be competitive, whether they operate locally or abroad, and for the country also to be able to
attract investors who will produce for the domestic markets and/or for export.

Third, competitiveness concerns are considered to be comprehensive in scope, with
productivity gains fundamental to the improvement of the welfare of Barbadians. These
concerns encompass policies, programs, and actions that focus on relations/ linkages between
investment, productivity, international insertion, economic growth, economic development
and enterprise development. The broad environment within which these activities occur
would include:

(i) the legal and regulatory framework [including trade agreements, competition
policy, consumer protection, judicial process, property rights, taxation, ICT
competitiveness, standards, government effectiveness and so on];

(ii) firm/enterprise support organizations [private sector networks, government
ministries];
(iii) the macroeconomic situation and outlook; and

(iv) finance and credit.
This approach recognizes, therefore, that:

An economy is now understood to be more competitive where the business
environment is conducive to the sustained growth of productivity and per
capita income, in a context of integration into the world economy. (IADB,
2003, page 11)
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This TADB 2003 document also expresses the view (formally adopted by the IADB) that
“countries compete primarily with themselves to be more competitive”.

Fourth, having adopted a broad approach that incorporates the multi-faceted nature
of competitiveness issues, the chapter is further premised on the view that the more indica-
tors of competitiveness there are, the greater is the likelihood of satisfactorily assessing these
issues with regard to Barbados. From this perspective there is, and can be, no single definitive
indicator or set of indicators of competitiveness. Indeed each indicator used in this chapter
has its own limitations to which attention will be drawn when presenting them. Where ap-
propriate and available, competitiveness indicators for Jamaica and Trinidad and Tobago
are also provided for purposes of comparison. Both of these countries have recently had
major diagnostic appraisals of their competitiveness and policy reviews supported by the
IADB (Downes, 2005 and OTF Group Inc., 2004). At the regional level, there are as well two
other studies, which have helped to inform this work. One is the Report of the Caribbean
Trade and Investment Group (CTAG) 2001 and the other an IADB 2004 Report.

B. Context, Development, and Outlook

This section provides a review of the background, major developments, and outlook for

the Barbadian economy.

Main Structural Features

Barbados is a small and very open economy heavily dependent on trade in goods and ser-
vices as well as on foreign capital inflows (see Table II-1). Analytically, the main structural
features of the economy reveal several reasons why there should be continued concerns
about productivity and competitiveness. First, because of heavy dependence on exports,
the performance of the export sector in a competitive global environment is critical to the
overall performance of the economy. Second, the “strength” of the linkages between the
export sector and domestic production structures is crucial, as it is through these linkages
that broad-based development effects are transmitted with export expansion. Third, since
independence, Barbados’ colonial export structure has been substantially diversified. It has
moved away from traditional agricultural exports, mainly sugar, and has developed services,
mainly tourism and travel.

In particular, the decline of the sugar industry has been rapid. Starting in 1965, when
it contributed as much as 20 percent of GDP, its share has been halved during each suc-
ceeding 10-year period, reaching a low of 2 percent of GDP by 2004. The services sector,
which contributed 56 percent of GDP in 1965, however, increased to 74 percent by 2004,
reflecting the expansion of travel and tourism. The share of the manufacturing sector has

remained unchanged at 10 percent for most of this period, and was at 8 percent in 2004
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(see Table II-1). Other services are being promoted as a replacement, for example off-shore
finance, while the main product (tourism) is being configured to target the “high-end” of

the regional and global tourism and travel markets:

Our objective is to develop Barbados as an upscale destination, without the
introduction of mass attractions like casino gambling or a variable exchange
rate. (Ministry of Finance, 2002 as cited in ECLAC, 2003)

Additionally, the Green Paper on Tourism in Barbados states:

The new legal and regulatory framework and policy being developed for tourism
are designed to inter alia ... sell Barbados as a high quality destination, not only
to visit but invest in. (Ministry of Tourism, 2001)

Fourth, Barbados’ small size means the absence of a domestic capital-goods sector,
domestic machinery and equipment producers, local basic raw materials suppliers, and
strong manufacturing and food-processing sectors. Not fully appreciated, however, is the
fact that the country’s import dependence is as significant as its reliance on exports for
directly providing jobs, sustaining economic well-being, and enhancing economic growth
and development. In this regard, various measures of its “food import capacity ratio” reveal
that the ratio of the value of food imports to food exports is 1.2; the ratio of food imports
to total merchandise exports is 0.7; and, the ratio of food imports to the total exports of
goods and services is 0.08. As a result of such high import dependence, the long-run trend
towards the liberalization of trade (imports) is likely to increase competitive pressures on
domestic producers. Further, it can be anticipated that these pressures will intensify over the
near to medium term as Barbados is currently engaged in far-reaching external trade and
financial negotiations in several theatres, including the World Trade Organization (WTO),
the Free Trade Area of the Americas (FTAA), economic partnership arrangements with the
EU under the Cotonou Agreement, and the formation of the CARICOM Single Market
and Economy (CSME).

Fifth, when one combines the lumpiness and indivisibilities of economic and social
infrastructure investments with the strong pressures on government resources to satisfy a
multiplicity of pressing demands in all sectors, in the context of the limited absolute size of
savings that can be generated from a small economy such as Barbados (GDP of US$2.8 billion
at current prices in 2004), then, irrespective of its domestic savings ratio, inflows of foreign
savings will continue to be essential if living standards are to be maintained and economic
growth sustained. Over the past decade and a half, however, Barbados, like most other de-
veloping countries, has faced a situation of declining official development assistance (ODA)

and has been forced to rely increasingly on foreign direct investment (FDI) as a source of
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foreign savings. Further, be-

cause of its income level, it

Table II-1. Basic Indicators, 2005 or
Most Recent Year

has formally graduated from Indicator Measure
concessional lending by inter-

) ) &oY Population (thousands) 272
national agencies, and now Area (sq km) 431
sources government financ- Density (per sq km) 624
ing in the open market. Annual Rate of Growth (%), 2003-04 3.2

Sixth, owing to a num- HDI (2005 Report) 0.878
ber of reasons—political, HDI Ranking (from 177 countries), 2005 30
| | and . d Safe Water Access (%) 100
.cu tura. and economic an Adult Literacy (%) 100
including as well other Primary School Enrollment (%) 100
structurally induced con- Average years of schooling 9
siderations—government in ~ CGender Parity Index 100
Barbados has played a major ~ Life Expectancy (years) 77
. .1 Pop. per Physician 749
1 d th for-
role m guiding the per or' Pop. per Hospital Bed 136
mance of the economy. This
. v d di Telephone Subscribers (per hundred) 124
1 amply demonstrated I poyenye (per ling, $US), 2001 1380
the seemingly strong con- Outgoing Traffic (minutes per subscriber) 625
sensus in favour of: (i) its Daily Newspapers (per thousand), 2001 200
responsibilities for promot- Readers (per thousand), 2001 748
. . bility: Television Sets (per thousand), 2001 325
Ing macroeconomic stability; Personal Computers (per hundred), 2005 13
(ii) its sectoral policies and .
) GDP Per Capita ($US, PPP) 15,700
programs (agriculture and Unemployment (% of labour force) 9.6
tourism); and (iii) its cross- Income Inequality (Gini coefficient) 39
cutting efforts directed at  Openness (%) 108
imbroving economic perfor- Pop. below Poverty Line (%) 13
proving b Inflation (%), 200304 15
mance through general cross-
sectoral policies, whether they
be export promotion or pro-  S€ctor (% of GDP) 1965 1975 1985 1995 2004
ductivity and competitive- Sugar 20 10 5 ) )
ness-enhancement strategies, Services 56 65 70 80 74
Manufacturing 10 10 10 10 8

or its role in complementing
areas of education, research
promotion and institutional

building.

Sources: Various official statistics and UNDP, World Bank, and CITU reports.

The government is also expected to be responsible for major capital projects to pro-
vide business, social and physical infrastructure in order to lower the cost of doing business
as well as to provide the legal-regulatory-institutional-incentive framework within which
economic activity takes place.
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For a small developing country, Barbados has achieved impressive levels of social de-
velopment and broad technological capability (see Table II-1). Its technological capability
indicators of ICT infrastructure and access, and availability of computers and Internet are
good for a developing country. In the UNDP’s Human Development Report 2005, Barbados
ranked 30 out of 177 countries and so is classed as a country that has achieved a high level of
human development. Its performance in the areas of government effectiveness, rule-of-law,
transparency and accountability, has been equally impressive in terms of global comparisons.
(Some of these indicators will be presented in Section C.)

Barbados also has a strong international and regional reputation, and plays hosts to
a number of important multilateral organizations and initiatives, such as the Caribbean
Development Bank (CDB), the Caribbean Regional Negotiating Machinery (CRNM),
CARICOM’s CSME Unit. It has hosted the first Small Island Developing States (SIDS)
Summit in 1994, with the SIDS+10 Summit taking place in Mauritius (2005).

The Green Paper on Social Policy in Barbados (Thomas 2002) identifies a number of
institutional strengths for the country including:

* Along tradition of economic and social policy and planning as well as state activ-
ism on development issues, a tradition that is widely shared by all the significant
political parties and social agents.

* Along tradition of political stability as reflected in the “seamless transfer of politi-
cal power” after national elections, since its independence.

* A strong media network noted and respected for its “independent stance” and its
consistent promotion of public education and dialogue on matters of national
interest.

* A well-developed and well-informed network of civil organizations and interest
groups, which has “played an important catalytic, advocacy and monitoring role”
(Downes 2001).

* An extremely small and thus relatively inconsequential underground, illegal, paral-
lel economy.

* A strong tradition of continuous and participatory review, adaptation, and re-
engineering of economic and social policies and programs. Generous resort has
been made to such time-tested modalities as public consultations, commissions
of inquiry, and the formation of task forces.

* A unique tradition among developing countries of harmonious industrial rela-
tions founded on agreed protocols among the social partners (labour, business
and government).!

'In 1993, a time of serious economic pressures, the three social partners—business, labour and government—after
a considerable period of stress, formulated an exceptionally durable tripartite process with the establishment of
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Despite these positive achievements, the structural challenges posed by the broader
environment in which the economy functions should not be underestimated. The Uruguay
Round/World Trade Organization (UR/WTO) liberalization has impacted the traditional
export sector through the threat of imminent preference erosion and has affected domes-
tic producers through competition from imports.”> These pressures have been reinforced
through regional commitments that Barbados has had to fulfill, for example, introducing
the Common External Tariff (CET of CARICOM), en route to the formation of the CSME.
As we saw, well before the UR/WTO process, diversification of exports had started with the
development of travel and tourism. Notably, financial services were added later and these
became the second largest and fastest growing sub-sector in the country’s services exports.
However, the OECD actions and measures on Harmful Tax Competition have interrupted
the growth of this sector. Added to these pressures is the number of theatres in which ex-
ternal trade and financial negotiations are simultaneously taking place with the expectation
of their finalization in the near to medium term.

These institutional factors apart, there are also immense challenges posed by globaliza-
tion per se, especially in areas such as: 1) technology (especially education, training, skills-
upgrading, transfer and adaptation); 2) the emergence of a new global division of labour, new
patterns of consumption, and advanced production processes; 3) cultural impacts (especially
those affecting behaviour and expectations); 4) the re-definition of the state (dismantling
of its productive sectors and the growing importance of macroeconomic management and
of its regulatory/supervisory/incentives roles); and 5) the re-configuration of enterprises
and the re-definition of entrepreneurship and business leadership.

In all these areas, Barbados’ enterprises—which are small, have limited comparative
technology capability and are undercapitalized—face enormous challenges. The stresses
therefore, which are being put on the human, technical, financial, organizational, and in-
stitutional capacities of the state are also being placed on private businesses and, for that

matter, on civil society groups and the wider society.

the first Protocol on Prices and Incomes and the formation of a National Productivity Board. The latter became
subsequently (1996) the National Productivity Council. Since 1993 there have been four Protocols [1993-1995;
1995-1997 (extended to 1998); 1998-2000 (extended to 2001); and 2001 to date]. Each succeeding Protocol has
deepened the consultation process and introduced further activities aimed at enhancing competitiveness and
productivity. Of note, the Second and Third Protocols covering the years 1995-1998 were both signed in periods
of prosperity, so that the arrangement is not crisis-driven. The first Protocol focused on 1) maintaining parity of
the currency, 2) securing growth through competitiveness and enhanced productivity, 3) wage restraint, and 4)
economic restructuring. The second Protocol added price restraint along with public- and private-sector reform
to improve competitiveness. The third Protocol further added support for a number of ILO Conventions. And,
the fourth Protocol has sought to deepen all these processes.

The National Productivity Council is a statutory body financed by the Central Government with its direc-
torate comprised of the Social Partners. The objective was to make it an autonomous self-financing body by the
end of 2005.

2 As we shall see, Barbados has sought to pursue a process of “controlled liberalization”.
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The Macroeconomic Situation

The Barbadian economy suffered significant reverses in the period 1991-92, when real per
capita GDP declined by about 11 percent. The period 1993-2000 saw the economy grow
at an average rate of 2.7 percent per annum. For the period of the “9/11 crisis” (2001-02),
the economy recorded a negative rate of growth of real GDP of 0.2 percent per annum.
There was a resumption of growth (3 percent) in the period 2003—04. For the entire period
1991-2004, therefore, economic growth has shown significant volatility, with quite high
coefficients of variation and standard deviations at both the overall and sectoral levels (see
Table I1-2).

The sectoral data in Table II-2 reveal the expected strong influence the tourist sector
has had on overall growth as can be seen from the similar patterns in the two periods of
negative growth (1991-92 and 2001-02) and the period of positive growth (1993-2000).
Not surprisingly, the greatest annual fluctuations in growth rates (ranging from —26% to
+54 %) occurred in the declining sugar sector during the period 1995-96. Generally, the
measures of variation by sector are so large that they instantly reveal the intrinsic vulner-
ability and fragility of the growth process.

Table lI-2. GDP Growth, Sectoral Growth, and CPI Changes

Sectoral Growth Rate

GDP (Real) Wholesale
Year Growth Rates  Tourism Sugar Construction and Retail CPI
1991 -3.90 -5.40 -5.10 -7.80 6.20 6.00
1992 -71.20 -1.90 -17.50 28.20 -7.90 6.10
1993 0.80 4.00 -10.40 2.00 2.40 1.10
1994 4.60 9.40 7.70 6.10 6.00 0.70
1995 2.40 1.00 -26.00 9.80 0.20 1.90
1996 3.20 1.70 53.60 4.00 3.30 2.40
1997 4.60 2.00 9.30 14.00 8.70 7.70
1998 6.20 6.20 -25.70 16.90 12.20 1.20
1999 0.50 0.30 10.90 10.00 -8.00 1.60
2000 2.30 9.20 9.70 1.00 1.30 2.40
2001 -2.60 -5.90 -14.70 6.90 -3.10 2.80
2002 -0.50 -2.70 -10.00 7.70 1.20 0.20
2003 2.00 7.30 -19.00 0.80 4.10 1.60
2004 4.00 9.30 -5.40 3.60 4.90 1.40
Avg. 1.17 2.46 -3.04 7.37 2.25 2.65
Std. Dev. 3.70 5.12 21.56 8.83 5.90 2.34
Coe. Var. 3.16 2.08 -7.09 1.20 2.62 0.88

Source: Data supplied by the Caribbean Centre for Monetary Studies (Dec. 2005).
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Table II-3. Growth Volatility by Decades

Period
Country/Region 1960s 1970s 1980s 1990s 1961-2000
Barbados 49 4.1 4.4 3.8 4.6
Jamaica 2.4 7.4 43 2.1 4.6
Trinidad and Tobago 3.8 5.1 5.9 2.6 4.9
CGCED Group 45 6.1 4.9 3.5 5.0

Source: World Bank, CGCED (2002).

A comparison of its decadal growth volatility with that of other CARICOM countries
and the CGCED group of countries is shown in Table II-3.

The export sector has played the leading role in this volatility. Because of the decline
of the sugar sector and other lesser contributory factors, total merchandise export growth
in Barbados over the past decade has been low, averaging 1.4 percent per annum or about
one-quarter the global rate of 6 percent per annum. For the longer period 1985-2004,
domestic export sales (and volumes) have been exceptionally volatile—ranging from an
annual decline of —45 percent in 1987 to an annual increase of about 27 percent in 1996.
Similarly, the value of re-exports sales ranged from 50 percent in 1995 to —38 percent in
1986. Overall, the value of total exports (f.0.b.) fluctuated from —42 percent in 1987 to +32
percent in 1995 (see Table II-4).

Compared to the performance of exports, merchandise imports grew more substantially,
achieving 6 percent per annum over the past decade, a rate more than four times faster than
exports. Imports, however, also fluctuated considerably, ranging from +25 percent in 1995
to =25 percent in 1992. The gap between merchandise exports and imports widened as is
shown in the graph in Figure II-1. For the period 2002—04, this gap averaged about US$970
million, which was about 2% times the size of the merchandise trade gap in 1985-88. Overall,
the current account deficit/resource gap in the balance of payments averaged just under 6
percent of GDP for the period 1999-2003 but rose to 10.5 percent in 2004. As we noted,
this volatility has been clearly reflected in the volatility of GDP growth, which is a matter
of major concern for the efficiency and the competitive standing of the economy.

Services exports constitute 80 percent of the value of Barbados’ total exports of
goods and services and 42 percent of its GDP. More broadly, services contribute about 74
percent of GDP and about 77 percent of employment. Even so, these figures understate the
impact of the services sector because they do not capture fully the role of the sector as an
input (directly and indirectly) into the production of goods and the determination of the

competitiveness of firms.?

3The direct and indirect impacts of travel and tourism are discussed in the next section, where we introduce tour-
ism satellite accounts as an indicator of the competitiveness of the sector.
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Table 1I-4. Annual Change in Merchandise Trade for Barbados, 1985-2003
(percent)

Export
Years Import (cif) Total (fob) Domestic (fob) Re-export (fob)
1985 -7.8 -9.4 -14.0 3.7
1986 -3.3 -22.0 15.3 -37.7
1987 -2.3 —42.1 —45.0 -24.9
1988 12.4 9.6 6.1 7.5
1989 16.4 6.1 1.4 16.9
1990 4.0 14.5 0.9 42.0
1991 -0.7 -3.6 -3.7 -3.5
1992 -25.4 -8.3 10.0 -34.7
1993 10.1 -1.6 4.9 -17.5
1994 6.5 -2.9 4.3 1.1
1995 25.4 31.6 25.4 49.8
1996 8.2 17.5 26.5 4.4
1997 19.4 0.8 -1.8 9.2
1998 3.6 -1.7 7.2 9.1
1999 7.4 2.0 1.1 0.6
2000 43 3.2 4.0 24.8
2001 -16 -4.8 -7.0 0.4
2002 0.2 —6.9 5.6 -9.7
2003 11.6 3.4 1.1 13.5
2004 18.2 11.4 10.5 12.3

Source: Central Bank of Barbados, Economic and Financial Statistics.

Between 1990 and 2001,

the total value of Barbados’ Figure II-1. Visible Trade for Barbados, 1985-2003
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Table II-5. Services Exports

Year % Change
1991 -5.5
1992 0.2
1993 11.4
1994 18.0
1995 6.5
1996 7.0
1997 3.5
1998 6.7
1999 0.6
2000 5.9
2001 -0.5
Source: Jessen and Vignoles (2004).

Table II-6. Services-to-GDP Ratios
Category Ratio
All Services 74
Wholesale and Retail .19
Tourism 15-.16
Business and General 16-17
Government 14
Transport and Communication .08

Source: Government statistics.

Figure II-2. Industrial Production Index
(period averages, 1982=100)
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period 1990-2001. Next in
importance is the commercial
services sub-sector (24 per-
cent). The government and
transportation sub-sectors
remain small (3 and 2 percent
respectively). The travel and
tourism sub-sector has shown
steady growth, averaging 3
percent during the entire pe-
riod (1990-2001). Data on
the recent composition of
the services sector of GDP are
shown below (Table II-6).

The present outlook of
the export sector is clearly
cause for concern. And, al-
though a significant share of
Barbados’s exports has been
sold in preferential markets,
its export dynamism has not
been appreciable. A major
competitiveness concern that
has arisen is that Barbados’
dependence on preferential
treatment might have (un-
wittingly!) helped to solidify
the position of non-dynamic,
non-responsive production
entities in its economy.

The macroeconomic
data also reveal that the rate of
inflation has declined from an
average annual growth of 3.7
percent in the period 1991-97
to just over one percent for
the period 1998-2004. The
Index of Industrial Produc-

tion (Figure II-2) reveals
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the decline in activity observed in the early 1990s, the rise thereafter until the end of the
1990s, and the slowdown of 2001-02. The manufacturing index closely patterns this overall
industrial trend.

Turning to the present macroeconomic outlook, we find it dominated by three fea-

tures, namely:

* The emergence in recent years of significant debt vulnerability.

» Signs of recovery following the economic slowdown of 2001-02.

» Efforts by the authorities to: (i) consolidate the recovery; (ii) promote the structural
reforms already in process; and (iii) keep in focus the need to enhance growth and
competitiveness through the reforms and through promotion activities for the

tradable export sector (merchandise and services).

Barbados has operated a fixed-exchange-rate system tied to the US dollar since
1975. This commitment has placed a premium on sound economic management, strong
preventative measures, and a proactive policy stance by the authorities in order to both
anticipate and cope with external shocks and to prevent an erosion of the country’s com-
petitive position through incorrect policies. Given the structural features of the economy,
it is often the case that the authorities have to contend with the possibility of two particular
biases emerging as they seek to manage the macroeconomic environment. One of these is a
deflationary bias in its counter-cyclical policy. This can impede/slow the growth of the
economy’s potential output and employment in “normal periods”. The other, in danger of
being manifested when the economy is undergoing “stress’, is the likely emergence of a bias
by the authorities toward unsustainable compensatory increases in public spending, leading
quickly to the emergence of debt vulnerability. Different episodes of economic difficulties
for the periods 1991-92 and 2001-03 give some indication of how both of these biases
can emerge and operate in day-to-day practice. (For details on these episodes, see Worrell,
2003 and Sahay, 2004.)

The Barbadian authorities have practised a modified form of “capital-management
techniques” advocated in UNCTAD publications, which has been combined with a “con-
trolled process” of import liberalization. This approach has helped to reduce some of the
excesses experienced elsewhere because it combines user-friendly capital-account controls
with strong prudential and regulatory oversight of the domestic financial sector. Nonethe-
less, in our view the present debt situation in Barbados appears to be overshadowing other
considerations, and the rest of this sub-section will therefore treat this issue, as it is unlikely

to simply go away.
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The Debt Scenario

Government spending rose in response to the recession indicated earlier, which had started
in 2001. This was brought on in large measure by the then worldwide downturn in economic
activity along with the 9/11 events and their aftermath. This downturn affected tourism
substantially. The recession occurred one decade after the economy had recovered from the
earlier major 1991-92 balance-of-payments crisis and had subsequently enjoyed a period
of moderate sustained growth (1993-2000, when real GDP increased at 2.7 percent per
annum). For this period the overall fiscal deficit and current account balance-of-payments
deficit averaged —1.5 and —1.8 percent of GDP respectively.*

Data from recent IMF Article IV Consultations (2004 and 2005) reveal, however, that
the central government deficit (broadly defined so as to include extra-budgetary spend-
ing) rose from about 2.3 percent for financial year (FY) 2000-01 to about 13 percent for
FY 2002-03. In this period, as the deficit quadrupled, the central government debt-to-GDP
ratio rose from 64 percent in March 2001 to 74 percent by March 2002 and 78 percent in
March 2003. For each of the years ending March 2004 and 2005, it was 75 percent. For the
overall public sector, the debt rose from 74 percent to 87 percent of GDP in the period March
2001 to March 2002. During 2004, the total debt-to-GDP ratio remained approximately the
same, but the overall deficit narrowed to —6.4 percent and 5.9 percent for the years ending
March 2004 and March 2005 respectively.

The primary balance on the government’s account (which excludes interest payments
on accumulated debt) is considered a better proxy of government’s effort to produce a fis-
cal surplus. In the context of debt vulnerability, this is perhaps the most critical indicator.
Further, based on this supposition, we can in fact say that the required surplus (effort) will
be higher, the higher is the outstanding debt, and the higher is the interest rate on the debt.
And, the effort will be lower, the higher the rate of growth of real GDP and the greater the
appreciation of the real exchange-rate. The central government primary account balance,
which was 1.9 percent in 2000-01 worsened to —4.3 percent in 2002—-03. It then improved
to an estimated —1.6 percent in 2003—04, and further improved over FY 2004-05 to —1.3
percent.

Based on government’s targets (the “baseline scenario”), the IMF (2004) estimated
an expected decline in the central government debt-to-GDP ratio by the end of 2008, but
this it considers still “high” at 69 percent. For total government debt the ratio remains
at 87 percent through 2009. Because of this, the IMF has called for a more robust effort

directed at: (i) increasing government revenues; (ii) limiting government expenditures;

4This combination of circumstances led to a downgrade of Barbados’ external credit rating and long-term domestic
credit rating (Standard and Poor’s).
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(iii) reducing government transfers to parastatal bodies; (iv) increasing charges on govern-

ment-supplied utilities; and (v) utilizing privatization proceeds to write down the debt.

These would, the IMF estimates, eliminate the deficit in three years and bring the
debt-to-GDP ratio down to 50 percent by 2011.
However, the authorities claim, in response, that:

&)

(i)

(iii)

the debt is denominated locally and the external debt has not shown significant
change;

the government has high “credibility” and therefore the risk to the domestic
debt is inconsequential;

further, their working relationship with the unions and the private sector
through the Protocols has created an atmosphere for medium-term industrial
harmony; and

they are pursuing their own efforts at the deliberate speed required by the cir-
cumstances to eliminate the primary deficit and had projected a primary surplus
of 0.5 percent of GDP by 2004-05, and a reduction of the central government
debt-GDP ratio to 60 percent by FY 2016-21, even though the total debt-GDP
ratio would remain at 87 percent.

One also gets the feeling arising out of discussions that the authorities anticipate a sustained

global upturn and they do not want to be caught restraining the economy at a time when

it can benefit from a rise in global activity.

Diagnostic Conclusions

Based on the foregoing analysis as well as discussions and interviews with Barbadian officials

and other stakeholders, three broad diagnostic conclusions are drawn at this stage of the

chapter. First, the technical/economic relations and conditions that flow from the small open

nature of the Barbadian economy, its historical evolution, and the manner of its present

insertion into the regional, hemispheric, and global economy express the opportunities as

well as the constraints and challenges it faces as it seeks to enhance its competitiveness. As

the flow chart below shows, clear linkages can be discerned between:

export dynamism .' production structures directed at the domestic
market .’ foreign exchange availability to finance indispensable imports

'. capital inflows '. the structural insufficiency of domestic sav-
ings even at “optimal” rates and, : production compatibility with the

dynamic components of global and domestic demand.
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Second, in the 1991-92 and the more recent 2001-02 episodes of economic downturn
and balance-of-payments pressures the two dilemmas that face macroeconomic management
in Barbados in the context of a fixed-exchange-rate are clearly revealed. On the one hand there
is the propensity to a deflationary bias when times are “normal” and on the other there is a
propensity to rising government expenditures leading to debt vulnerability when times are
stressful. These contradictory impulses complicate efforts to pursue sound macroeconomic
management, a necessary requirement for a positive impact on national competitiveness.

Third, several conclusions derive from our brief review of the performance of the

external sector and its outlook, including:

+ the slow growth of merchandise exports;

+ the stagnation and decline of its major component, sugar;

+ the consistent but still only modest growth of the services sector;

+ the failure of overall export dynamism to perform at the average rate of the global
economys;

+ the high product concentration of export trade and the need for diversification of
both its merchandise and services exports;

+ the high volatility of all components of export, although this is less so in the case
of travel and tourism;

+ the limited diversification of export markets;

+ the country’s reliance on preferential market access and the strong threat of prefer-
ence erosion;

+ the growing merchandise trade gap and the significant level of the resource gap/
current account deficits, in the absence of large-scale capital inflows; and

+ the positioning of merchandise exports in the non-dynamic components of global
demand.

C. Barbados’ Competitiveness Indicators
Group 1: Global Indicators

What do the competitiveness indicators show in Barbados? We examine this question by
firstly looking at certain international indicators prepared by intergovernmental organiza-
tions for purposes of worldwide comparison and ranking. These are classed for convenience
as global indicators. There are two principal trade indexes in this category, namely the trade
performance index and the revealed comparative advantage measure. Both of these are
considered in the separate chapter by Jessen and Vignoles, and the main conclusions of that
discussion have informed the diagnostic assessment and policy recommendations in this

chapter. In particular we stress the observation that Barbados does not have a dynamic and
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Table II-7. Score and Ranking in Core Group Sample (93 Countries), CIP Index

2000 1990 1980
Country Score Rank Score Rank Score Rank
Barbados 0.249 44 (61)" 0.251 30 0.296 29
Jamaica 0.137 78 (119)" 0.144 73 0.141 71
Trinidad and Tobago 0.217 53 (74)" 0.170 67 0.209 48

Source: UNIDO (2004).

"Ranking based on full sample (155 countries).

competitive merchandise export sector and that far too large a share of its exports fail to
reach the “Champions” category; are underachieving in terms of supply to dynamic markets;
or, face stagnant and declining markets.

An important set of global indicators highlighting Barbados’ competitiveness standing
in industry is provided by the recent UNIDO’s Competitive Industrial Performance Index
(CIP) and UNIDO’s Industrial cum Technological Advance Index (ITA). The CIP covers 155
countries for the period 1980-2001. Based on data availability, UNIDO also has within this
group of 155 countries a core group sample of 93 economies. Barbados is included. Other
CARICOM countries are also included, thereby allowing comparison with two key ones:
Jamaica and Trinidad and Tobago. The CIP Index is calculated from six industrial indicators

(bracketed below) structured as four performance indicators:

(a) Manufacturing Value Added (MVA) Per Capita (1), indicating the level of indus-
trialization;

(b) Manufactured Exports Per Capita (2), indicating the capacity to be competitive
and keep abreast of technical progress;

(c) Industrial Intensity, which is the arithmetic mean of the share of MVA in GDP (3);
and the share of medium and high-technology (MHT) activities in MVA (4);

(d) Export Quality, or the arithmetic mean of the share of manufactures in total exports
(5); and the share of MHT products in manufactured exports (6).

Each component of the CIP Index is normalized by its range in the year in question,
with the highest (lowest) value given by the best (worst) performer in the sample. All four
indicators are weighted equally.® The results for Barbados and two other CARICOM coun-

tries in the score and ranking of the core group sample are shown in Table II-7.

>“Individual indices of performance lij were obtained through standardization according to the general formula

X[”/. - min(X,.,j.)

T = max(Xl”/)—min(Xl.)/.)
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Data on changes in the rankings by period are shown in Table II-8. Data on the be-
haviour of the components of the CIP Index for the period 1980-2000 are also shown in
Table I1-9.

The Index presented here uses “hard” (quantitative) data only and does not include
“soft” (qualitative) data. According to UNIDO it has been expressly designed: “to provide
policy makers and analysts with information to locate countries in the evolving global scene,
comparing performance to direct competitors, countries ahead (the role models) and a little
behind (future competitive threats)” (UNIDO, 2004).

As regards rank stability, UNIDO reports that statistical tests for the sample show
some “churning” but that overall positions are fairly stable and the magnitudes of change
small. This, it suggests, reflects the fact that capacity building in these areas takes time and
so does changing ranks. However, it is recognised that ranks can be lost quickly if economic
shocks, natural disasters, or policy mishaps precipitate them.

Because of data limitations, labour productivity is not explicitly measured in the CIP
and this could be a major constraint on the usefulness of the measure. This crucial element
for competitiveness measures is acknowledged and its absence, UNIDO further claims, is
tempered by the consideration that regression analyses across a small set of developing
countries for which data are available establish on average that labour productivity for the
manufacturing sector and the CIP are positive throughout, and show a systematic trend
for the period 1980-2000.° An important observation to note is that these measures con-
stitute only a starting point for assessing Barbados’ performance or for that matter, that

of any individual country although the comparisons may be revealing. In truth therefore,

where X; ; is the jth country value of the ith performance indicator. Therefore the highest country in the ranking
has a score of 1 and the lowest a score of 0.

The CIP index was then constructed as

1
_ mlﬁ/+%1?,j+mlgj+mlz/ *
WA, Wt I,

cr(a)

where W, are the weights given to the individual indices and o is a parameter to control how variations and weights
of the individual indices affect the CIP index.

With W, =W, =W; =W, =1 and a also set to one the general formula became
1 4
cip,=CIpy, :ZZZI’ J
=
®UNIDO reports that in the initial year the correlation was 0.213 and insignificant, but strengthened and became

significant by 1990 (0.438) and by 2000 had attained a high level of significance (0.611). This is interpreted to mean
that the CIP Index has been embracing the effects of improved labour productivity.
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they point to the need for even more data particularly with regard to: 1) the “drivers” of
industrial competitiveness, 2) the policy framework within which enterprises operate, 3)
the investment climate, 4) the institutional environment and 5) governance.

UNIDO has empirically established that certain “drivers” seem to account for the
behaviour of the CIP Index in countries (and hence competitiveness). They have identified
in this work: skills (as proxied by tertiary-level enrolment in technical subjects, science,
mathematics and computing, and engineering); technological effort (as proxied by R&D
financed by productive enterprises); investment FDI (total FDI); technological licensing
(royalties and technical fees); and, modern infrastructure (ICT proxied by telephone main-
tenance). It should be noted that these drivers do not seek to fully ‘explain” competitiveness,
but meet two criteria, namely, 1) they capture the main structural factors that are expected
to affect industrial performance and 2) they satisfy the test of data availability for compara-
tive purposes. To the extent that these hold true, the results of this work provide significant
pointers for the policy recommendations that follow in this chapter.

The question has been posed as to why countries do well/fare poorly in measurements
using the CIP Index. The explanation offered by UNIDO is that while many factors explain
this, one stands out, namely, the ability to tap into global value chains. This, however, can
only be achieved either by building up local capabilities of domestic enterprises or by attract-
ing export-oriented FDI. Notably, there has been in recent times, a growing “convergence”
between the two approaches. UNIDO also observes a strong positive correlation between
the CIP index and GDP per capita. It is even suggested that an increase of 0.01 of the former
would lead to a rise of between US$250 and US$300 (1990 prices) in GDP per capita.

Quite recently, UNIDO extended this work in its just released annual report (No-
vember 2005). Utilizing the same six industrial indicators for the period 1990 to 2002, it
has grouped them into an “industrial advance indicator” (the product of indicators 3 and 5
above) and a “technological advance” indicator (the product of indicators 4 and 6). These are
then combined to produce the Industrial cum Technological Advance Index (ITA) referred
to above. The results for Barbados along with selected CARICOM countries are shown in
Table II-10 below.

Table II-10. Industrial-cum-Technological Advance (ITA) Index

Industrial-Advance Technological Advance
ITA Index Index Indicator
Country 1990 2002 1990 2002 1990 2002
Barbados 0.130 0.158 0.520 0.496 0.250 0.318
Jamaica 0.033 0.035 0.228 0.223 0.146 0.151
Trinidad and Tobago 0.047 0.063 0.351 0.477 0.135 0.133

Source: UNIDO (2005).
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The table shows that Barbados outperforms the other CARICOM comparators indicated.
As UNIDO observes, overall the countries that it surveyed showed results ranging from a
maximum of slightly over 0.5 to virtually zero. Barbados’ rating on the ITA exceeded the
average for all developing regions except East and South East Asia, which ranged between
about 0.225 and 0.325 for the years 1990 and 2002 respectively. No other developing region
averaged above 0.1 except South Asia at about 0.110 in 2002.

The three remaining global indicators presented here emphasize governance, institu-
tional, and regulatory-framework issues, all of which are crucial for ensuring an enabling
environment for competitive enterprises to thrive and effective macroeconomic policies to
emerge. The first of these is the Index of Economic Freedom which is an annual compilation of
the Heritage Foundation. In the compilation, each country is graded in 10 factors on a scale
from 1 to 5, using equal weights. Countries with the smallest scores (1-2) are deemed to have
the freest economies; and those with a score around 3 are less free; those with a score near 4
are excessively regulated; and, those with a score of 5 are classed as the most “economically
repressed”. The higher the score the greater is the presumed need for “significant economic
reform to achieve sustained increases in economic growth”. In this sense, the Index is intended
to be a broad measure of competitiveness in the global economy. The latest scorecard for
Barbados (as well as Jamaica and Trinidad and Tobago) is shown below (Table II-11).

As a general observation, this measure mixes “hard” and “soft” data and is based on
the presumption that complete deregulation is best for the economy, which in turn further
presumes pervasive government failure. Some believe that in this way the measure ignores
the real risks of market failure in economies like Barbados with small and intrinsically “un-

Table 1I-11. Performance Indicators: Index of Economic Freedom, Barbados and
Selected CARICOM Countries

Performance Indicators Barbados Jamaica Trinidad and Tobago
Overall Score 235 2.81 2.49
Overall Rank 32 60 40
Trade Policy 4.0 4.0 2.0
Fiscal Burden 4.5 4.1 3.9
Government Intervention 2.0 2.5 2.0
Monetary Policy 1.0 3.0 2.0
Foreign Investment 3.0 1.0 2.0
Banking and Finance 2.0 2.0 2.0
Wages and Prices 2.0 2.0 3.0
Property Rights 1.0 3.0 2.0
Regulation 2.0 3.0 3.0
Informal Market 2.0 3.5 3.0
Category Mostly Free Mostly Free Mostly Free

Source: Heritage Foundation (2005).
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competitive” markets, particularly in the sense that market size may not permit the desired
multiple firms for a competitive equilibrium. Based on the Index, Barbados is classed as
mostly free, as are the other two CARICOM comparators, but achieves a better score and
ranking than they. In the area of property rights and monetary policy, it achieves the best
score, but does not do well in terms of trade policy and fiscal burden, a fact that follows
our expectations based on the presentation above. This reinforces the need for attention to
be paid to these concerns.

Most trade indicators are based on merchandise trade data but the WTTC Competitive-
ness Monitor reports a Results by Country table, which presents information for 200 individual
countries using eight indices of services (tourist) competitiveness. The measure includes a
number of institutional and framework indicators.” For each of the eight indices, the values
range from 0 to 100 and indicate the level of performance relative to other countries, with
0 representing the lowest level of achievement and 100 the highest. The range is established
from the actual data. For the 212 countries, therefore, the most competitive would be at
number 1 and the least competitive would rank at 212. The results are classed into three
broad categories: above average, average and below average performance. With the use of
the traffic light metaphor, these are then classed as green, amber and red respectively.

The results for Barbados are shown in Table II-12, along with those for the Bahamas,
Jamaica and Trinidad and Tobago, for purposes of comparison. The major observation here
is that of the eight indices, for Barbados four are above average, two are average and one is
below average. For the remaining one, the WTTC did not have adequate data from which
to make a report for Barbados. However, the poorly performing price competitive index
here is a matter of some concern, even though we have observed in the previous section
that Barbados has deliberately targeted the “high end” of the tourist market.

7 The indicators are the following:

1. Price Competitiveness [This is computed using the Hotel Price Index (HPI) or room rate per night in current
US dollars and the Purchasing Power Parity Index from the World Bank’s World Development Indicators.]

2. Human Tourism [This uses a number of indicators to measure the level of tourism impact on a country and
the level of tourism participation in the industry.]

3. Infrastructure [This uses as indicators roads, access to improved sanitation facilities, drinking water and rail
transport.]

4. Environment [This measures the level of government awareness towards environmental issues and uses as
proxy indicators, population density, CO, emission, and ratification of environmental treaties. ]

5. Technology [This is measured by indicators such as Internet hosts, telephone mainlines, mobile phones, high
technology experts, and a technology index.]

6. Human Resources [This uses a large number of indicators such as life expectancy at birth, adult literacy, primary,
secondary and tertiary school enrolment, travel and tourism direct employment, unemployment, urban-rural
population distributions, male-female employment, and unemployment, and population growth.]

7. Openness [This focuses on tourism openness, trade openness, and the level of taxation on international trade.]

8. Social [This covers a range of indicators including the level of human development, daily newspaper coverage,
television sets, recorded crimes, and personal computer availability.]
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Table 1I-12. WTTC Competitiveness Index

Barbados Bahamas Jamaica Trinidad & Tobago
Category Index Value Rank IndexValue Rank IndexValue Rank IndexValue Rank
Price 42 86 24 105 58 51 47 74

Competitiveness

Human Tourism N/A N/A N/A N/A N/A N/A 24 83
Infrastructure 70 15 67 20 53 56 60 39
Environment 43 115 50 83 22 149 23 147
Technology 89 49 77 61 41 103 54 89
Human Resources 73 40 71 43 47 91 59 70
Openness 62 80 80 10 53 94 66 64
Social 70 51 71 44 54 90 64 66

Source: World Travel and Tourism Council, Competitiveness Monitor (2004).

Kaufmann, Kraay and Mastruzzi (2003) present estimates of six dimensions of governance
(voice and accountability, political stability, government effectiveness, regulatory quality,
rule-of-law, and control of corruption) for 199 countries and territories. These estimates
are based on several hundred individual variables that measure perceptions of governance
and are drawn from the work of 18 different organizations using 25 separate data sources.
These data are available at two-year intervals for the period 1996-2002. Estimates of the
indicators are normally distributed with a mean of zero and a standard deviation of one
in each period, implying that virtually all scores fall between —2.5 and +2.5. The higher the
score the better the outcome. The results for Barbados along with comparators for Jamaica
and Trinidad and Tobago for the most recent year (2002) are shown in Table II-13. Again
Barbados’ scores are well above those of other countries in the region, ranging from 0.81 (po-
litical stability) to 1.43 (rule of law). Its score for government effectiveness is 1.36, compared
to —0.07 for Jamaica and 0.47 in Trinidad and Tobago. None of the two other CARICOM
countries cited managed to achieve a measure of one in any of the indicators, with Jamaica

achieving minus numbers for four of the six measures. This is a further indication of how

Table 11-13. Governance Indicators

Barbados Jamaica Trinidad and Tobago
Voice and Accountability 1.39 0.51 0.56
Political Stability 0.81 -0.09 0.03
Government Effectiveness 1.36 -0.07 0.47
Regulatory Quality 1.14 0.32 0.65
Rule of Law 1.43 —0.38 0.34
Control of Corruption 1.29 -0.46 -0.04

Source: Kaufmann, Kraay, and Mastruzzi (2003).
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well Barbados has been performing within the context of the region where it has to compete

in the recently formed Caribbean Single Market and Economy (CSME).

Group 2: Country-Specific Macro Indicators

The second set of indicators is derived from various sources and provides country-specific mea-

sures, generally at the macro level. Microeconomic indicators are treated later in the chapter.

i. Labour Productivity

The nexus between productiv-
ity and competitiveness has
been well established. Average
productivity or the amount of
output per unit of input is the
most basic indicator of how
well an economy is perform-
ing. Increases in productivity
represent a sustainable basis for
improvements in welfare and
in the standard-of-living. Some
economists believe that, in the
long run, this is the most fun-
damental determinant of eco-
nomic well-being. Productivity
can be measured in a number
of ways and this sub-section
begins with the measure of
labour productivity in Barba-
dos for the whole economy in
Table II-14 as well as for key
sectors in Figure I1-3.

Data availability limits
the measures of labour pro-
ductivity to the ratio of the
number of workers employed
(total and sectoral) to the
relevant GDP measure. It

would have been preferred

Table II-14. Labour Productivity Index

(7991 = 100)

1991 100.0
1992 994
1993 101.6
1994 100.5
1995 99.4
1996 99.3
1997 994
1998 98.5
1999 101.2
2000 98.0
2001 93.6
2002 94.8
2003 89.3
2004 99.4

Source: Author’s calculations (real GDP per worker).

Figure II-3. Sectoral Labour Productivity
in Barbados, 1982-2002
(real GDP per person employed)
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to use the number of person hours worked rather than numbers of persons employed.
Further, changes in labour productivity capture the effects of changes in the contribution
to output of other inputs than hours worked or the number of workers. The table reveals
a general tendency towards a decline in overall labour productivity measured as real GDP
per person employed between the years 1991 and 2004. Between 1991 and 1996, the decline
was slight, with two years of minimal increases and three years of minimal declines with
reference to the base year. In 1997 there was an increase of nearly 3 percent. Between 1998
and 2003 however, the productivity index declined by about 11 percent, with the decline in
2003 being particularly steep. In 2004 it recovered.

Figure I1-3 shows the sectoral and overall performances for the years 1990 to 2002 for which
the data were available at the sectoral level. These show the steepest decline between 1990 and
2002 in the tourism sector—a decline of 23 percent. Indeed tourism GDP per person employed
in 1989 was more than 40 percent above the level of 2002. Agriculture, despite its woes, showed

a less steep decline (9 percent). The manufacturing sector recorded a gain of 15 percent.
ii. Real Unit Labour Cost

The unit labour cost (ULC) is the ratio of the cost of full worker compensation (that is includ-
ing all benefits) per unit of worker output per period to the output per worker per period (that
is labour productivity). The ULC would therefore rise when compensation increases faster
than productivity or if compensation remains the same (or falls) and labour productivity falls
faster. It is, in other words, the net effect of changes in worker compensation and changes in
worker productivity. The mea-

sure excludes other production ~ 1able 1I-15. Unit Labour Costs

costs, which means that the (1991=100)
composition of inputs could Real GDP Per Worker  Real Wage Rate Unit Labour Cost
(Index) (Index) (Index)
affect the measure. Usually,
the measure also faces dif- 1991 100.0 100.0 100
ficulties of data availability, 1992 994 9238 93
. 1993 101.6 93.3 92
and especially the frequency 1994 1005 933 %3
for which these are required. 1995 994 93.9 94
As a rule, the available data 1996 99.3 94.4 95
are better for manufacturing 1997 97.4 93.0 95
output than for services. 1998 98.5 96.5 98
. 1999 101.2 97.7 97
Wlt}'l these caveats, very 5000 98.0 99.1 101
rough estimates of the ULC
R bad h . 2001 93.6 99.6 106
or Barbados are shown in 2002 948 102.4 108
Table II-15. We previously 2003 89.3 101.9 113

noted the decline in real GDP Source: Author's calculations.
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per worker, and the table further notes that movements in the real wage rate have not been
enough to offset the adverse effect of this decline on the ULC. The real wage index fell signifi-
cantly (7 percent) between 1991 and 1997. In that period, the ULC declined by 5 percent. The
real wage index increased between 1997 and 2003 by about 10 percent, and, with the decline
in labour productivity after 1999, the ULC rose by over 16 percent between 1999 and 2003.

Like the previously considered indicator (labour productivity), this one also suggests
a worsening of Barbados’ competitiveness, mainly owing to the estimated decline in labour
productivity, which has been quite marked since 2000.

iii. Real Effective Exchange Rate (REER)

The REER is the geometric weighted mean of the ratios of a country’s domestic price level
to that of its trading partners, with the price levels stated at their nominal exchange-rate
value in a common currency. The weights are usually based on the share of bilateral trade
flows (for both goods and services) in a country’s total trade, with the base year prefer-
ably selected for its price stability and external balance sustainability. In reality the weights
should be shares of bilateral trade with competitors, but country trade shares are used as a
proxy in economies like Barbados where these data are not readily available. Similarly, the
CPI is used as a proxy for the price movements between countries. In Barbados there is,
however, a high correlation between exchange-rate movements and price-level movements.
Therefore these two variables are not independent. Furthermore, when used as a proxy, the
CPI has practical limitations such as time lags in the availability of data; its failure to isolate
the effects of taxes, subsidies and administrative controls on prices; and its exclusion of the
prices of many services as well as capital and intermediate goods.

These qualifications, which are similar to the others highlighted when referring to other
indicators, have to be borne in mind, as a country’s REER is a commonly used indicator of
its competitiveness. The inflation rate in each country is assumed to “represent” the trends
in domestic costs and therefore the competitiveness of the country’s products. It is also an
indicator of the country’s international buying power, which bears directly on the level of
welfare that can be obtained for the country’s workers and consumers through trade. Thus,
to take an example, if the Barbados dollar, measured in foreign currency, declines taking
into account inflation differences, the prices of its exports decline and those of its imports
rise so that living standards would fall, and vice versa. It should be noted, however, that a
cheaper Barbados dollar relative to other currencies would be welcomed from the perspec-
tive of the individual exporter, as it would make the price of that exporter’s products more
attractive relative to those of its competitors in other countries. It should be constantly
borne in mind also that there are many other factors that affect competitiveness, such as
the macroeconomic environment, institutional arrangements, and business outlook, which
the REER does not capture.
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Data on Barbados’ REER Figure lI-4. Real Effective Exchange Rate Index
are presented in Figure II-4. (1990=100)
An increase in the index 60 -
represents an appreciation
of the REER and a decline.
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the REER exhibited conflict-
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1996 to 2001 and thereafter,

a substantial decline between Source: Author’s calculations.
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2001 and 2004. Barbados has depreciation.

operated a fixed-exchange-

rate system with the US dollar

since July 1975, and the appreciation since the mid-1990s reflect in significant measure the
appreciation of the US dollar. The sharp depreciation of the US dollar in 2004 would have

helped reverse the situation in Barbados.
iv. Total Factor Productivity (TFP)

We have already noted the strong nexus between productivity and competitiveness. Un-
like labour productivity measures, which focus on the input-output relation of one factor
(labour), TFP measures seek to capture the contribution to output of everything except
labour and capital. While movements in capital per worker affect output, so do other ele-
ments in the production process, such as organization, technology and innovation, and
serendipity—all of these make for better use of all inputs. TFP therefore seeks to capture the
effects of the latter set of elements on economic growth and improved welfare. In growth
accounting decomposition exercises, the residual factor is what contributes to growth of
real GDP, which cannot be captured by changes in the contributions of labour and capital
inputs to output growth.

There are severe data problems encountered in arriving at this decomposition for
small economies such as Barbados with their imperfect markets for goods, services, and
productive factors. This is particularly important, since the conventional assumptions in
these exercises include constant returns to scale and the requirement that factors are paid
the value of their marginal product—a situation which theoretically exists only in com-

petitive markets. If these assumptions held, then factor shares in real GDP would reflect
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their marginal contributions to output. Sometimes we also find that traditional “universal”
shares of 0.3 for capital and 0.7 for labour are assumed. Often, too, the capital stock is de-
rived from the perpetual inventory method. In Barbados, depreciation rates of 6.5 percent
for building and construction and 14.8 percent for machinery and equipment are applied.
Import prices are also used as deflators, and labour input is usually adjusted for the level
of education attained.

Four sets of studies for different time periods have been done for Barbados: World
Bank (1994) and (2005), Boamah (2004) and Downes (2004). The results are shown in
Table II-16. The first World Bank study covered the period 1979-1990. It showed that with
an average annual rate of growth of real GDP of 2.2 percent, the contribution of TFP was
negative (minus 1.4 percent per annum). The second study (World Bank 2005) shows for the
period 1991-2000 that the contribution of TFP was positive at 0.68 percent. Boamah’s study
covered selected years (years of positive growth of GDP) for the period 1964—1993 and this
shows that, with an annual rate of growth of real GDP of 4.96 percent for the whole period
(of positive growth), TFP contributed at the annual rate of 0.99 percent. Downes’ study
covered the period 1966—-1999. This was broken into four sub-periods: 196073, 1975-80,
1982-89 and 1992-99—all years of positive growth. The result showed in every instance
except the first period (1966—1973) that the TFP contribution was negative. For the period
as a whole, with an annual rate of increase of real GDP of 2.88 percent, the TFP contribu-
tion was —1.34 percent. In the 196073 period when the TFP contribution was positive (1.43
percent per annum), the annual growth of real GDP peaked at 5.77 percent.

As Downes (2004) observes, the negative value and increasing contribution of TFP

since 1975 is an area of particular concern. And, although sensitivity tests reveal that the

Table II-16. Results of Growth Decomposition: Total Factor Productivity Measures

GDP GDP Growth Due to  Contribution of Contribution of

Period/Source Growth  Factor Accumulation  Capital Goods Labour Growth TFP

World Bank 2.2 3.6 3.3 0.3 -1.4
(1979-90) average

World Bank 1.93 1.25 0.39 0.86 0.68
(1991-2000)

Boamah 4.96 3.93 1.48 2.45 1.03
(1964-93) average

Downes:

1960-99 2.88 4.20 2.86 1.34 -1.34

1960-73 5.77 4.35 3.60 0.75 1.43

1975-80 5.02 6.20 3.45 2.75 -1.18

1982-89 2.83 4.12 3.05 1.07 -1.30

1992-99 2.83 4.00 1.44 2.56 -1.17

Sources: World Bank (1994, 2005), Boamah (2004), and Downes (2004).
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Table 1I-17. Growth, Investment Ratio, Factor Contribution, and TFP Comparison

Barbados Latin America East Asia Africa

1980s

GDP Growth 0.9 1.3 5.9 3.0
|/GDP Rates 19.5 18.7 28.9 18.6
Capital Stock Growth 7.1 2.6 8.5 4.8
Labour Force 1.1 2.7 2.7 2.8
TFP -0.6 -2.6 -0.4 -2.7
1990s

GDP Growth 2.1 3.3 5.1 3.2
|/GDP Rates 15.7 323 19.2 21.4
Capital Stock Growth 3.4 3.7 8.0 33
Labour Force 2.6 2.7 2.7 2.8
TFP -1.4 -0.6 -0.8 -1.7

Sources: IADB (2003), Central Bank of Barbados (various issues), and Downes (2004).

contributions of physical capital and labour (human capital) are dependent on the values of
the factor shares, the roles of physical and human capital in economic growth in Barbados
are significant.

Some broad comparisons are drawn with other regions for which data are presented
in a recent IADB study (2003) and shown in Table II-17 for two periods of the 1980s and
the 1990s. In all the other developing regions, including East Asia for both periods, the
contribution of TFP was negative. Barbados’ ratio was far less negative than that for the
Latin American region as a whole and just slightly worse that that of East Asia. It, how-
ever, worsened in the 1990s, with improvements being recorded in the Latin American

region.
v. Investment Ratio

Because of the importance of investment in physical and human capital to growth in Barbados,
data on these two indicators are briefly reviewed. Other things being equal, the investment/
GDP ratio is linked to the growth performance and competitiveness of the economy. The
significant role of physical capital accumulation in driving economic growth was revealed
in the previous sub-section where we sought to identify the contribution of TFP. Data for
the long period 1980-2004 are shown in Figure II-5. For the period of the 1980s, the invest-
ment ratio averaged 19.5 percent. While this was above those for the wider Latin American
region and Africa, it was substantially below the rate of 30 percent that obtained in East
Asia. By the 1990s, the Barbados rate had been reduced by about one-fifth to 15.7 percent
while that of East Asia was more than double this rate (32.3 percent). Indeed the investment

ratios for the other two regions (Latin America and Africa) had grown significantly. Over the
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period 2000-04, the invest-
ment ratio has averaged just
under 18 percent, revealing a
recovery that had started in
1997. The effects of the reces-
sions in 2001-02 and 1991-93
are, however, revealed in the
noticeable declines in these

periods.
vi. Educational Quality
If, as was believed in the early

independence years, the com-

parative advantage of Barba-

dos lay in its relatively abundant factor (cheap labour), then improvements in worker welfare
would erode that advantage, unless this was accompanied by improved worker productivity,
which compensated for the increased compensation to the workforce. To achieve this improved
worker productivity, investments in education, skills, health, and production of workforce are
necessary inputs. One way of seeing the effect of this is in the changing composition of the
educational level of the workforce. Data for the period 1981-1999 are shown in Table II-18.
These reveal that, whereas in 1981, 47 percent of the workforce had only a primary level of
education, by 1999 the ratio was more than halved (at 20 percent). For females, the share was

even less at just fewer than 18 percent. This decline is reflected over the period in the improved

Figure 1I-5. Gross Domestic Investment Ratio

(percentage of GDP at market prices)
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Table 11-18. Educational Attainment:

Labour Force by Highest Level of Education Attained, Selected Years

(percent)
Year

Level 1981 1986 1991 1996 1999
Primary 46.8 37.6 28.5 20.8 (19.2) 20.4 (17.7)
Secondary 48.8 55.6 63.5 63.8 (65.2) 63.3 (65.5)
University 4.0 5.9 7.3 10.8(12.0) 12.9(14.0)
Technical 0.4 0.9 0.7 4.1 2.5(1.8)
Other 0.1 0.0 0.0 1.4 0.9 (0.6)
Total (%) 100 100 100 100 100
Total (thousands) 112.4 116.9 129.6 135.4 136.6

Sources: Calculated from Caribbean Labour Force Statistics (ILO) and Barbados Statistical Service data.

Note: Female percentages in parentheses.
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share for secondary education (which rose from just under one-half to nearly two-thirds of
the total workforce) and university-trained workers whose ratio trebled from 4 percent of the
workforce to 13 percent. In all these instances, females outperformed males. Over the same
period, the total workforce had increased by 21 percent. The data in the table also reveal that
most of these achievements were concentrated in a decade and a half (1981-1996).

This solid picture is reinforced by the data in Table I1-19, which show that the share of
government current expenditure on education out of total government current expenditure
has risen substantially since
1960-61. Whereas in that  Table II-19. Central Government Current

fiscal year this categoryof ex- ~ Expenditure on Education
penditure ranked third, since % of Total Current Total Current
1970—71 it has ranked at the Year Expenditure (Rank) Expenditure as % of GDP
top. This achievement took 1960/61 18(3) 17
place in the context of a rising 1970/71 23(1) 29
share of government current 1980/81 24(1) 26
expenditure as a percentage 1990191 21 32
P _ p 8 200012001 23 (1) 35
of GDP; this doubled between 2002/2003 22 (1) 31
1960—61 and 2000-01. 2003/2004" 22(1) 32
Source: Central Bank of Barbados.
vii. Labour Force Note: Numbers in parentheses show the ranking of education in the share of central govern-
ment current expenditure by function (general services, defence, health, social security/welfare,
Unemployment housing, other social services, economic services and debt charges).
" Estimate.
As noted earlier, the work-
force grew by 20 percent  Table 1I-20. Unemployment Rate
between 1981 and 1999. Since (percent of labour force)
the early 1990s, the unem- 1991 173 (21.9)
ployment rate has been more 1992 23.0 (26.1)
than halved, declining from a 1993 24.3 (27.6)
peak of 23 percent in 1992 to 1994 21.9 (26.4)
. 1995 19.7 (23.0)
9.8 percent in 2004. Although
mor en remain unem- 1996 15.6 (18.9)
ofe women remarh une 1997 147 (17.8)
ployed than men, there was 1998 123 (16.4)
also a substantial decline in 1999 10.4 (13.3)
the unemployed numbers 2000 9.4 (11.4)
of the former—from a peak 2001 9.9 (11.9)
rate of 27.6 percent in 1993 2002 103 (12.1)
. 2003 10.7 (12.6)
to 10.6 percent in 2004 (see 2004 938 (10.6)

Table H_ZO) -When examined Sources: 1LO (2004) and Government of Barbados statistics.

bY SUb'pCTIOdS we find that Note: Female unemployment in parentheses.
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over the recession years (1991-93), unemployment grew substantially, with the rate increas-
ing by over 40 percent. Thereafter it steadily declined, reaching a low of 9.4 percent in 2000.
Again the economic slowdown of 2001-02 resulted in a rise in the rate, albeit substantially

less than that which occurred in the previous recession.
viii. Macroeconomic, Fiscal, and Debt Performance Ranking

All work in the area of competitiveness stresses the importance of sound macroeconomic
performance outcomes, and this holds true for Barbados. Macroeconomic policies influence
many factors that relate directly to its competitiveness: costs, prices, output, demand, credit,
interest rates and exchange-rate. In a recent study, Sahay (2004) has ranked 14 CARICOM
economies in terms of their fiscal and debt performance for the period 1990-2003. Macro-

economic performance is ranked on the basis of the following six indicators:

total debt in 2003;

absolute change in debt between 1990-97 and 1998-2003;

overall fiscal balance in 2003;

absolute change in fiscal balance for the periods listed at (2) above;
CPI inflation in 2003; and

absolute change in GDP growth for the periods listed at (2) above.

A o

Fiscal and debt performance uses the above six indicators and

7. primary balance in 2003
8. absolute change in primary balance for the periods listed at (2) above.

The results are shown in Table II-21. For both indicators, Barbados is ranked at 5. The
first three positions are held by the same countries for both indicators, but the fourth posi-
tion has been held by countries Barbados has outperformed in one of the two indicators,
so they do not outperform Barbados in terms of the mean of the two rankings.

ix. Services Sector—Satellite Accounts

Two features of the services sector pose special problems for Barbados. One is that by its
very nature, improving productivity in the services sector can never be achieved at the same
rate as for the goods sector, because of the highly labour-intensive and personal nature of
services supply. Second, the services sector is difficult to measure adequately for even routine
national accounts purposes. This has led to efforts to produce special “satellite accounts”
based on UN methodology for the sector. The World Travel and Tourism Council (WTTC)
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Table 1I-21. Caribbean Rankings on Macroeconomic, Fiscal, and Debt Performance

Relative Ranking on Macroeconomic Relative Ranking on Fiscal and Debt

Performance’ Performance?

Trinidad and Tobago ) The Bahamas )
The Bahamas (2) Trinidad and Tobago (2)
Dominican Republic (3) Dominican Republic (3)
Suriname (4) St. Lucia (4)
Barbados (5) Barbados (5)
St. Vincent and the Grenadines (6) Suriname (6)
Belize (7) St. Vincent and the Grenadines (7)
Antigua and Barbuda (8) Guyana (8)
St. Lucia (9) Antigua and Barbuda (9)
Guyana (10) Jamaica (10)
Grenada (1 Grenada (D)
Dominica (12) Belize (12)
Jamaica (13) Dominica (13)
St. Kitts and Nevis (14) St. Kitts and Nevis (14)

Sources: Sahay (2004), IMF.

! Calculated on the basis of six indicators: 1) total debt in 2003; 2) absolute change in debt 1990-97 compared to 19982003 as a ratio of absolute
change in real GDP growth for 1990-97 to 1998-2003; 3) overall fiscal balance; 4) absolute change in overall fiscal balance 1990-1997 to 1998—
2003; 5) CIP inflation 2003; 6) absolute change in GDP between 1990-97 and 1998-2003. Each indicator carries equal weight and the aggregate
scores are normalized in the range 1-100 with the best performer receiving the highest score.

2 Calculated on the basis of eight indicators. These are the six indicators listed above plus 7) the primary fiscal balance in 2003; and 8) absolute change
in the primary fiscal balance from 1990-97 to 1998-2003. The other methodologies used also apply to this measure.

has recently completed satellite tourism and travel accounts for Barbados with projections.
Some of these data are shown in Table II-22 along with comparisons of the Bahamas, Ja-
maica, Trinidad and Tobago and the Wider Caribbean.

For 2004, the travel and tourism industry is estimated to generate over US$1.6 billion

of economic activity (total demand), which represents about 16 percent of GDP (or value

Table 1I-22. Travel and Tourism Satellite Accounts Comparison, 2004

Total Demand Industry  Economy- Capital
(US million Economy- Jobs  Wide Jobs Capital Investment
Country/ and % real Industry  Wide (% total (% total Investment (% real
Region growth) (% GDP) (% GDP) jobs) jobs) (% of total) growth)
Barbados 1,621 (10.7) 15.8 52.2 20 58 65 2.4
Bahamas 1,613 (9.3) 18.6 56.0 26 70 65 3.5
Jamaica 1,301 (12.0) 11.8 36.0 1 32 32 2.1
Trinidad & Tobago 1,814 (7.5) 2.3 10.8 3 10.4 18 4.0
Wider Caribbean’ 40,309 (10.0) 3.8 10.4 3 8.1 9 7.1

Source: WTTC/Oxford Economic Forecasting, Barbados Report (2004).

1 This includes the 23 Caribbean countries listed as members of the WTTC.
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Table 1I-23. Tourism Projections, 2004-2014

Barbados: Growth Barbados: Share Caribbean World
Items Rate, 2004-2014 of GDP in 2014 Growth Rate Growth Rate
Total Rent 4.2 — — 4.5
Travel and Tourism GDP 4.6 18.3 44 3.3
Direct and Indirect GDP 4.4 59.3 4.1 3.7
Jobs (Direct) 3.6 23.1 N.A. 1.7
Jobs (Direct and Indirect) 3.4 66.7 2.8 1.9
Capital Investment 3.7 66.2 N.A. N.A.

Source: WTTC/Oxford Forecasting, Barbados Report (2004).

added of US$420 million) and 20 percent of jobs on a direct basis. Based on the satellite ac-
counting methodology, which captures both direct and indirect effects, the sector accounts
for 52 percent of GDP (a value added of US$1.4 billion), and 58 percent of total employ-
ment. Capital investment in the sector is estimated at about two-thirds of total investment
in Barbados. Real growth in total demand for 2004 is estimated at 10.7 percent and for value
added (GDP) the growth rate is estimated at 16 percent.

Projections for the period 2004—14 are shown in Table II-23. The estimated growth
rates for Barbados, considering the relative maturity of the industry, are striking. These
exceed in all available categories the performances of both the Caribbean as a region and
the world as a whole, with the Caribbean also outperforming the world. These forecasts
show an increased role for travel and tourism in the economy, particularly in terms of total

demand, value added, investment and job creation.
X. Agriculture
FAO estimates of TFP, efficiency change and technological change in the agricultural sector

of Barbados for the periods 1961-81 and 1981-2000 (see Table I1-24) allow for comparisons

Table 11-24. TFP, Efficiency Change, and Technological Change in Agriculture

TFP Change Efficiency Change Technological Change
Country/Region 1961/81 1981/2000 1961/81 1981/2000 1961/81  1981/2000
Barbados 29 0.9 0.3 -1.8 2.6 2.7
Jamaica 0.6 1.6 0.3 -0.8 0.2 24
Trinidad & Tobago -1.6 0.5 0.7 -1.2 0.9 1.7
LAC -1.2 0.4 0.1 -0.1 -1.3 0.5
Developing Countries -2.6 1.7 0.0 —0.4 2.6 2.0

Source: FAO (2004).
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to be drawn with other CARICOM countries and regions. These calculations are based on
the quantity of net agricultural production in constant (1989-91) international dollars
divided by the quantity of inputs of land, labour, fertilizer, livestock and physical capital,
applying data envelopment analysis (DEA) to estimate a Malmquist (1953) index. No data
or input prices are required.

As we noted, the agricultural sector has been in long-term decline with shrinking
production and export of sugar, severe threats of preference erosion, and the loss of market
access for a crop whose production costs exceed five times the current world market price
for raw sugar. The TFP and efficiency indicator show a worsening situation in the more
recent period, which is consistent with our data. However, the technological change factor
remains remarkably strong in comparison to the other countries/regions cited, a fact that

appears to be counterintuitive.

Group 3: Other Indicators

Another set of indicators are broad assessments of social development and the perfor-
mance of the social sector. Earlier, descriptive data were given for a number of social out-
comes, but here attention is drawn to broad assessments of the level of social development

and Barbados’ comparative

standing. Table 1I-25. Basic Health Indicators for Barbados
Data on basic health Indicators
indicators are shown in Table
[1-25. Barbados has met the Life Expectancy alt Birth (2000). 76.8
« Maternal Mortality (thousand births) (1999) 0.3
Alma Ata targets of “Health Infant Mortality (live births) (1999) 7.0
for All by the Year 2000”. There Newborns with LBW (2,500g) (%) (1990/98) 10
have been dramatic improve_ Calories Available (Kcal/pc/day) (1998) 2,978
ments in all the basic health HIV/AIDS (per million) (1997) 498
indicators. Contraceptive Prevalence (%) (1991-98) 55
Doctors Per 10,000 Pop. (1999) 13.7
- TheGreenPaperonSo- . per 10,000 Pop. (1999) 51.2
cial Development (Thomas  pentists Per 10,000 Pop. (1999) 1.9
2002) also makes this favour- Hospital Beds Per 1,000 Pop. (1996) 7.6
able assessment of the educa- National Health Expenditure as % of GDP 6.7
tional system: Per Capita National Expenditure on Health (US$) 421
Public Financing Share (%) 62
. . Private Financing Share (%) 38
Education facilities and
opportunities from earl Population with Access to Services (%) (1997-99)
p_p U ) Y Drinking Water 97.9
childhood to the tertiary Sewerage and Excreta Disposal 99.4
level, including TVET, Population with Access to Essential Drugs 100.0

Special Education, and

Source: Cited in Thomas (2002).
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Adult and Continuing
Education, are excellent
for a developing coun-
try. Public education is
tuition free (at the point
of delivery) and has
been made compulsory
for children up to age
16. There is, therefore,
universal access at the
primary and secondary
levels. Educational ac-
cess in the tertiary level
is provided through gov-
ernment subsidies/loans
for tuition to all that
have attained a certain
educational standard.
(ibid., page 15)

Safety-net programs in Bar-

bados are summarized in
Table II-26.

The same Green Paper identifies distinguishing features of the social welfare regime

in Barbados as:

(1) The remarkably high level of social provisioning and one of the most complete

Table 1I-26. Safety Net Programs in Barbados

Target Group Program

Barbados

Children

School Feeding

Travel to School

Uniforms, Books, Assistance

Low-Income Families
Social Assistance (Cash)
Benefits in Kind
Housing

Unemployment
Unemployment Benefit
Youth Training

Public Works

Small Business Development

Elderly

Pension (Non-contributory)
NIS Pension (Contributory)
In-Kind Assistance

Homes for the Aged

Disabled

NIS

Social Assistance
Residential Care

< X X X

< X X X

Source: Cited in Thomas (2002).

social protection systems in the region.

(2) The role of state activism in promoting this.

(3) The support of the private, business, community and external development partners

in this process.

(4) The location of the drive in favour of social development primarily in internal
factors with external factors (obligations, commitments, targets) playing a strong

complementary role.

tional domains and makes the following assessment (see Table I11-27).

The Green Paper also identifies the following areas of social provisioning and their institu-
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Table 1I-27. Institutional Domains and Social Provisioning

Area State Market Community Family/Household
Education High Low + Low High

Health High Medium + Low Low

Pension High Medium + Low Low

Safety Nets High Low + Low + Medium +

Public Assistance High Low Low + Medium
Low-Income Housing High Low Low Low

Source: Thomas (2002).

Note: + means tending to increase.

From the table it can be observed that the level of state provisioning is considered
to be high in all areas. Government is the most important institutional domain for both
the formulation and implementation of social policies. The state’s roles cover not only
resource transfers and direct provisioning, but the regulation of social services delivery as
well. This regulation takes many forms, including: 1) the determination of which services
should be provided; 2) their level; and, 3) the manner of their delivery. In general therefore,
these other indicators support the conclusion that there is a favourable social environment
within which Barbados can successfully pursue measures designed to improve its national

competitiveness.

D. Microeconomic Considerations

Competitiveness concerns cover national, sectoral, as well as enterprise issues, and, in this
section of the chapter, problems posed at the enterprise/microeconomic level are considered.
Separate studies on tourism, agriculture and the labour market are included in this book
and we have therefore chosen three other areas of microeconomic concerns. The first relates
to how foreign investors perceive the investment climate in Barbados; the second addresses
issues affecting firms that may be classed as small and medium-sized enterprises (SMEs);
and the third concentrates on information technology and telecommunications and an as-
sessment of the e-readiness environment for enterprise development. We have been guided
in this selection by discussions/interviews with stakeholders many of whom have stressed
that the vision of the Government of Barbados (GOB) is that Barbados is to be a “centre of
excellence for information technology and telecommunication in the Caribbean”. Everyone
expressed the view that this perspective is necessary if Barbados is to remain a competitive

player in the international marketplace.
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The Investment Climate in Barbados

At the firm level, it is difficult to overstate the importance of what is usually termed as the
investment climate or business outlook in the country. This is a critical consideration at the
micro level of firm decision as to whether to invest in new businesses or to expand opera-
tions. Although there is some variation in its usage, the standard view of the investment
climate is that it comprises six key elements, namely:

e macroeconomic environment and outlook;
+ the degree of political/social stability;

+ the regulatory framework;

+ support institutions for business;

» social and economic infrastructure; and

+ the physical infrastructure.

The macroeconomic environment refers to such items as exchange-rate behaviour,
inflation, public indebtedness and the state of the fiscal accounts. Political and social sta-
bility speaks to the issues of governance and regime credibility. The regulatory framework
includes all laws and regulations that affect the business environment, their enforcement
in a transparent and equitable manner, and the absence of corruption and/or discretion-
ary exercise of governmental authority. Support institutions for business refer to those that
relate to the support of the regulatory environment in which firms operate as well as those
that facilitate businesses whether in areas external to doing businesses (for example the
availability of financing and lowering transactions costs for the entry and exit of firms) or
internal to doing business (for example business networks, associations and publications).
The social and economic infrastructure would include the labour market, the provision
of basic services, and the provision of social security and other safety nets. The physical
infrastructure includes the full gamut of telecommunications, road and sea transport, ports
and facilities as well as power, water and environmental sanitation.

In Barbados, domestic investment accounts form the bulk of total investment, but in
this section we focus on the investment climate for FDI. Apart from data availability, as we
shall see, the reason for this is that FDI is usually expected to contribute more to the growth
of the economy than domestic investment. This is so for a number of reasons, including
expectations that it would generate greater technology transfer, expose the economy to best
practices in management, lead to the evolution of a framework to facilitate export-oriented
firms, and generate strong entrepreneurial drive, a vibrant business culture and the promo-
tion of better business ethics. FDI firms are expected also to encourage the establishment of
other firms, both local and foreign, in related activities leading to agglomerations, spillovers
and locational advantages from which clusters form.
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The sectoral categorization of firms is expected to influence the relative rating of
components in their assessment of the investment climate of a country. Thus agricultural
firms would have a different set of priorities from those of manufacturing or service-based
firms, reflecting the different factors that shape their competitiveness. Investment climate is
also largely a matter of perception, and how this is acquired is a matter, therefore, of some
importance. In Barbados there are three broad options open to the foreign investor, namely
1) the activities of the investment promotion agencies, 2) “word-of-mouth” assessments
from persons operating locally, including other firms, and 3) on-the-spot business recon-
naissance visits. Or there can be 4) some combination of the foregoing. From the limited
data available, it seems that, as in other places in the Caribbean, the investment promotion
agencies are not the major source. This is surprising, given the amount of public resources
usually devoted to these bodies.

Empirical data on foreign investors’ perception of the investment climate in Barba-
dos are sparse to non-existent. One reported attempt to assess this was done by the FIAS
Division of the World Bank (November, 2004), which surveyed 159 firms in the Caribbean,
and Barbados was included in the sample. Of the surveyed firms, 45 percent were from
the US and 40 percent from the Caribbean and the remainder from elsewhere. The survey
identified seven main rating factors, each comprised of a number of components. These
were the policy and legal environment, the FDI framework, market access, labour, admin-
istrative procedures, taxation and custom and infrastructure. There was an eighth rating
factor (quality of life) which is not reported on here for lack of data. The policy and legal
environment covered such areas as political stability, exchange-rate stability, the operation
of due process, contract enforcement, government efficiency and anti-monopoly practices.
The FDI framework covered attitudes to FDI, incentives, facilitation, finance and venture
capital financing. Market access related to market size and proximity. Labour referred to
productivity, the level of training and skills, the quality of industrial relations and the overall
flexibility of the labour market. Administrative procedures referred to the usual concerns
about registration, licensing, foreign-exchange control and access to land and other natural
resources. Taxation and customs covered not only tariff rates but the quality of tax admin-
istration, auditing procedures and customs clearance. Infrastructure covered all the main
sub-sectors of telecommunications, power, shipping and ports, air, water supply, and roads.
These are summarized in Schedule II-1.

The survey data revealed that foreign investors rated the quality of infrastructure the
highest factor in the region. On the rating scale of 1 to 5, this was placed above 4, which
was classed as of “major importance”, with “critical importance” the maximum, at 5. Infra-
structure was followed by labour market issues (2"9), the policy and legal environment (3'¢),
quality of life (41), taxation and customs (5%), and FDI framework (6™), all of which had
ratings above 3.5 with 3 classed as of “moderate importance”. The remaining two, market

access and government administrative procedures, were placed just below 3.5.
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Schedule II-1. Investment Climate: Rating Factors
Rating Factor Components

Policy and Legal Environment Political stability/exchange-rate stability/security/fairness and
clarity of legal process/contract enforcement/government
efficiency/anti-monopoly practices

FDI Framework Attitude to FDI/investment incentives/export incentives
(EPZs)/facilitation and services/local finance/government and
venture capital financing

Market Access Market size/inputs availability/proximity to other operations

Labour Market Issues Productivity/skilled labour cost/availability of skills/industrial
relations/health/unskilled labour availability/unskilled labour
cost/labour market flexibility

Government Administration Procedures Business registration and licencing/foreign exchange
restriction/access to natural resources/access to land

Taxation and Customs Tax rates/customs clearance procedures/ import tariff/tax
administration and auditing/QRs

Infrastructure Quality Telecommunications/power/shipping and ports/air/water
supply/roads

The gap between “performance” and the “importance rating” is an indicator of the
need for improvement and a good pointer to policy recommendations. In effect it consti-
tutes the elements of a diagnostic assessment. Comparing these ratings of importance with
the actual performance of countries showed that there was considerable variation in the
CARICOM region. Barbados, however, was found to be doing quite well in policy and legal
environment, FDI framework, and infrastructure but not as well in taxation and customs,
and market access. Barbados is perceived by foreign investors to have a very good policy
and legal environment, especially in terms of political and macroeconomic stability, fair-
ness and clarity in its laws and regulations, government efficiency, and security. This has
augured well for its position as a tourist destination and conforms to the picture drawn
earlier in this section.

In terms of the FDI framework, Barbados is perceived as having perhaps the “best”
investment climate in the region, particularly in regard to its attitude to FDI, the special
incentives it gives to investors, and the financing options opened to investors. Although all
the regional economies are small and the majority of the firms surveyed did not export,
market access was listed as an important perception factor. Barbados did not fare well in this
category and investors were particularly concerned about local supplies of business inputs.
For the labour market, the key components are the skills and productivity of the workforce.
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Of note, Barbados’ wage costs are high for all categories of labour (professional, skilled and
unskilled). Labour productivity is important, therefore, to firms. However, as we saw earlier
in the chapter, there has been a tendency towards declining labour productivity in recent
times with wages growth exceeding that of productivity, thereby raising unit labour costs.
The migration of skilled persons is a major contributor to this situation.

In terms of administrative procedures, investors are generally satisfied that entry and
exit as well as continuing in business in Barbados are not cumbersome. Issues, however, do
arise in regard to accessing land, which is to be expected in a country of such limited physi-
cal size. The area where Barbados performed worst is taxation and customs. Overall, the
region is considered to be a very highly taxed one, which accounts for the considerable role
that incentives legislation plays in attracting business. This, however, creates the perception
of “favoured” and “not-favoured” companies, which has the potential for arbitrariness and
discrimination. It has been reported that the issues of customs delays and weak admin-
istration are currently being addressed. On the other hand, firms operating in Barbados
consider infrastructure to be of good quality. As we indicated above, this factor topped the
list of priority requirements firms considered in assessing the investment climate. Over 70
percent of all surveyed firms considered all six components of the infrastructure rating to
be the priority.

Finally, we should briefly note the results of the IADB analysis of the most serious
obstacles to business development in the broader Latin America and Caribbean area. This
analysis was based on the World Business Environment Survey (WBES) that covered 20
countries for the years 1999 and 2000 but that did not include Barbados. Those results show
that in terms of the percentage of responding firms the major obstacles listed in descend-
ing order of importance are financing, taxes and regulation, policy instability, inflation,
exchange-rate, crime, infrastructure, anti-competitive practices, corruption, organized crime

and judicial systems.®

Small and Microenterprise Issues

There is no standard definition of what constitutes an SME, as it is a location—and even

perhaps a sector-specific concept. In Barbados, several operational definitions are in use.’

8 About one-third of the firms listed financing as the most serious obstacle. About one in six considered taxes and
regulations to be the most serious problem and just below that came policy instability and, less frequently, infla-
tion and the exchange-rate. The other factors had less than 10 percent of the respondents identifying them as the
greatest obstacle. Corruption, organized crime and the judicial system were identified by less than 5 percent of
the respondents as the greatest obstacle.

° The Barbados Investment and Development Corporation (BIDC) defines a small manufacturing enterprise as
having any three of the following four criteria: sales of not more than US$250,000; investment of not more than
US$50,000; factory space of 4,000 sq. ft. or less; employment of 25 persons or fewer; and not more than US$500,000
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A common denominator in all the definitions is the number of employees—25 or fewer.
In Barbados some SMEs are formally registered as legal organizations (e.g., as cooperatives
or business incorporated enterprise) and also meet regulatory obligations under the Inland
Revenue Department, social security legislation, and so on. The vast majority, however,
operate informally, i.e., outside the regulatory framework, and this constitutes an overrid-
ing characteristic of the sector. In Barbados, these SMEs include a variety of forms: sole
proprietors, service providers, small farmers and professionals (Ellis, 2001). Based on these
criteria, we find that the SME sector is a major contributor to value added, employment,
and the smooth functioning of the Barbadian economy. In the Industrial Census of 1994,
it was found that two-thirds of all firms had fewer than 26 employees.

Structure/Characteristics

From our diagnostic assessment, several features characterize the SME sector in Barbados.
Chiefly they are that:

e They are mainly composed of “own-account” activities with primarily one owner-
operator and heavily based within the household unit. An estimated 96 percent of
operations were sole proprietorship (Ellis, 2001).

e Firms frequently operate from the place of residence or an extension, or are housed
nearby.

e Where needed, firms utilize mostly family labour, but they also, at times, employ
persons outside the family.

e The firms represent a major source of livelihood for their owners, but they are
also frequently complementary to some other activity in which the owners are
engaged.

e In significant numbers, and depending on the sector, firms that are operated by
women face additional problems because of the household and other caring roles
women simultaneously perform. Women have been estimated at 41 percent of the
sole proprietorships (Ellis, 2001) (see Table I1-28).

e Firms utilize low-level technology and low-level skills, although with the spread of
Government and NGO support institutions, they are in the process of upgrading

both skills and technology.

in equity. The Barbados Institute of Management and Productivity defines a small enterprise as having the follow-
ing two criteria: not more than US$1.0 million in annual sales, and not more than 25 employees. The Caribbean
Development Bank defines it as having the following four criteria: less than 4,000 sq. ft. of manufacturing area;
less than US$50,000 investment in equipment; less than US$125,000 annual sales; and fewer than 25 employees. In
the Small Business Development Act, it is defined as: not more than US$500,000 in equity; not more than US$1.0
million in annual sales; and not more than 25 employees.
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Table 11-28. Industries by Types of Ownership

Industry Male Female Total
Agriculture 787 776 1,563
Manufacturing 312 50 362
Construction 431 39 470
Distribution 1,163 1,150 2,313
Tourism 58 0 58
Transport & communication 139 75 214
Finance & business services 45 0 45
Personal services 50 9 59
General services 367 173 540
Not stated 70 27 97
Total 3,422 2,298 5,721

Source: Barbados Statistical Service Department: Informal Sector Survey 1997/98, Government of Barbados, p. 20.

*  Most firms are heavily concentrated in the retail and services sector, but increas-
ingly some are providing “professional services” as education and training advance
in Barbados.

* Firms are generally focused on the domestic market, but some operations are
turning to markets in CARICOM and, in some instances, elsewhere.

* As a result of the smallness of operations and limited domestic markets, most
firms are described as operating at “steady-state” levels with limited potential for
growth (Wenner and Chalmers, 2001).

» Lacking suitable collateral, the growth of firm operations is constrained because
credit is difficult to access and when it is available, it is usually at very high rates
of interest, which raise transaction costs.

* Small business entrepreneurs are inclined towards risk-aversion and avoidance in
decision-making, but, at the same time, these operations are considered to be too
risky by formal credit institutions, especially banks.

There are three further broad features, which our assessment has identified separately.
One is that, to the extent the SME sector is predominantly informal in Barbados, it unavoid-
ably remains on the periphery of the formal sector. This situation constrains the growth
and expansion of SMEs. This is particularly noticeable in the case of the difficulties these
firms face when seeking to access formal finance or to benefit from the advantages of the
regulatory framework for business activity. Alongside this is a second feature of the SME
sector, which is that it seems to have become, by force of circumstance, a sort of “breeding
ground” or “incubator” for the development of firms considered to have growth potential.
This consideration we believe has played a major role in favouring government and NGO
support for the sector.
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However, it does seem as if the most important consideration for government is the
sector’s potential for generating jobs in a situation where the major formal firms are un-
likely to achieve this in adequate numbers (Ellis, 2001). This expectation stems from the
highly labour-intensive methods of SMEs operations. In some parts of the region, it has
been estimated that SMEs contribute between 16 and 40 percent of the jobs in the economy.
The danger we draw from this assessment is that this perspective is very close to a “welfare-
oriented” view of the SME sector, in which the firms are considered as operating as a form
of “social safety net” rather than as a dynamic, pro-growth business incubator.

On the basis of the foregoing structure and characteristics of the SME sector, a number
of broad constraints were identified in the assessment. These include: inadequate access to
formal finance/credit/capital resources; limitations in the operations of SME support insti-
tutions and other business development services (BDS) run by the GOB and NGOs; weak
networking and alliance building among firms in the sector; the lack of entrepreneurial/busi-
ness skills; a dire need for more training and the upgrading of workforce skills, as well as
technology adaptation and transfer; problems of adjusting to the demands of globalization
and new external trading arrangements (CSME, FTAA, the Cotonou Agreement, and WTO);
and the lack of adequate survey data on the sector with which to facilitate programmatic

and policy reforms. These constraints will be examined in the following sub-section.
Operational Constraints in the SME Sector

Four areas of operational constraints have been identified, namely: finance; constraints
identified as a result of sector assessments; those identified as a result of firm surveys and
case studies; and constraints identified at business fora.

Finance

The importance of financial depth and stability to the financial environment of SMEs cannot
be overemphasized. In Barbados, the microfinance aspect of the financial environment refers
to the provision of a wide range of financial services to relatively low- income households
that operate microenterprises. Services include deposit-taking, credit/loans, payment facili-
ties, money transfer and insurance. Limited access to formal finance for the SME sector has
been widely recognized as a critical constraint to the development of the sector. Thus this
problem of access has been held responsible for preventing start-ups as well as stunting the
growth, modernization and expansion possibilities of many existing operations (Wenner,
2001). Some specific adaptive microenterprise intermediaries have appeared to fill this gap.
The verdict, however, seems to be that within the wider Caribbean these intermediaries are,
as a general rule, “immature compared to other parts of the developing world, particularly
South Asia and Latin America” (Ibid., p. 1.).
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The existing range of financial intermediaries and technical assistance agencies that
service the SME sector in Barbados is considerable.!? The diagnostic assessment has identi-

fied the following general characteristics of the supply and demand for microfinance:

* Formal institutions rarely lend to the SME sector. According to the IADB, only an
estimated 3—5 percent of microenterprises have access to formal financing (cited
in Wenner, 2001).

*  Most of the financing provided is through own savings, transfers, borrowing from
family and friends, and the specialized microfinance intermediaries referred to
above, which are typically run by government, NGOs and credit unions.

*  Most microentrepreneurs lack standard forms of collateral, a situation that limits
the willingness to supply finance.

*  When SMEs borrow in the informal sector, they face high repayment costs, which
raise their transaction costs and jeopardize their businesses.

* Some of the existing microfinance intermediaries suffer from “lower staff pro-
ductivity, higher delinquency, less profitability and lower rates of recovery” when
compared to their counterparts in Latin America (Ibid., p. 5, Table 3).

* Existing intermediaries generally depend heavily on government and donor fund-
ing rather than their own portfolio growth, which is slow.

* The cost of monitoring small loans is often very high, which makes the provision
of those loans problematic.

* Information asymmetries abound and lead to adverse selection/moral hazard.
The absence of information-sharing institutions such as credit bureaus is also

notable.

10 These include:

Debt Financing: Agricultural Development Fund, Barbados Youth Business Trust, Caribbean Financial Services
Corporation, Industrial Credit Fund, Industrial Investment & Employment Fund, Livestock Development Fund,
Pinelands Enterprises Micro Credit Programme, Rural Development Commission, The Barbados Agency for Micro-
Enterprise Development Ltd., Urban Development Commission, commercial banks, and credit unions.

Equity Financing: Barbados Investment Fund, Caribbean Financial Services Corporation, Small Business Venture
Capital Inc., Enterprise Growth Fund Limited, and The Innovation Fund.

Grants: Barbados Youth Business Trust, Barbados Investment and Development Corporation, Export Grant &
Incentive Scheme, Cariforum Agribusiness Research and Training Fund (CARTF), and Competitive Enhancement
Scheme.

Technical Assistance: Barbados Investment and Development Corporation, Barbados Small Business Development
Centre, The Barbados Agency for Micro-Enterprise Development Ltd., Caribbean Technological Consultancy
Services Network, and Youth Entrepreneurship Scheme.

Credit Guarantees: Credit Guarantee Scheme.

Export Credit Insurance: Export Credit Insurance Scheme.

Export Finance Guarantees: Export Finance Guarantee Scheme.

Other: Barbados Public Workers’ Co-operative Credit Union, and Small Business Lending & Development Pro-
gramme.



68  CLIVE Y. THOMAS

Certain reform challenges emerge from the diagnostic assessment, namely: 1) the
need for stronger efforts to make SME lending a significant product line for the dominant
commercial banks, 2) similarly, stronger efforts to develop the NGO-type funding inter-
mediaries (as well as statutory funding) into more formal financial institutional arrange-
ments with close linkages to the dominant commercial banking sector, 3) the need to forge
direct ties between the development of financial intermediary status, with the provision of
well-targeted technical assistance to improve entrepreneurial, and other business skills in
the sector. This may well call for closer linkage between business development services and
microfinancing in an effort both to cut costs and reduce risks and 4) the need for an apex
microfinance agency to improve the performance of the retail suppliers by enhancing their

ability to reach larger numbers.
Constraints Identified from SME Sector Assessments (ILO)

ILO (2001) assessed the situation facing women entrepreneurs in the Caribbean, and Bar-
bados was included as a case country. The assessment documented the scale and scope of
their activities as well as the problems and barriers they were facing. To the extent possible,
it also provided comparisons with male entrepreneurs. Its main findings in regard to the
characteristics of female entrepreneurs are as follows: they tended to be more cautious and
to avoid risky ventures as compared to males, so that their operations were kept small and
products diversified rather than specialized; their activities conformed to their household
commitments and the business therefore needed to afford a balance between that and family
responsibilities. As a result, they were less profit oriented; they showed a strong preference
for the services sector; they showed great eagerness for self-improvement and skills acquisi-
tions, certainly compared to their male counterparts; and they were on average less experi-
enced in business than their male counterparts. In general, therefore, men accessed credit
and investment capital easier than women did; and women with “academic” qualifications
gravitated towards paid employment and did so at an early age, while women without these
qualifications gravitated towards small businesses and they did so at an older age.

In relation to the barriers and constraints encountered by women in their business
operations, the assessment observed that, apart from the general ones covered in the previ-
ous sub-section, women faced additional directly related gender ones, which reflect women’s
position in society. These include: sociological ones (the absence of an entrepreneurial cul-
ture; discrimination in raising finance/capital as they suffer greater scrutiny from lenders;
conflicting pressures arising from their dual roles in the business and the home); educational
ones (while no official educational barriers exist against women, there is a lack of readily
available access to business training); and marketing/financial ones (special problems of ac-
cessing finance, especially for start-up operations, aggravated by the relatively small volume

of their operations). It was also found that generally women enter businesses that utilize
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skills acquired from their female roles. Additionally, they do not seem to network among
themselves to the same extent that men do.

Constraints Identified in Surveys and Follow-Up Case Studies

Lashley (2003) surveyed 146 enterprises in the manufacturing sector of Barbados, and
conducted case studies. Forty-two of these firms (30 percent) employed fewer than five
persons, 58 firms (40 percent) were small enterprises employing between 6 and 20 persons
and 40 (30 percent) were categorized as medium or large employing more than 20 persons.
The main characteristics of these firms, revealed by the survey were: little growth in profits,
turnover or employment in recent years; competition mainly in the form of product qual-
ity (55 percent) [a small percent (14) competed via cost or price]; little networking among
firms, little use of support schemes/arrangements available (membership of associations
was low and where the number was encouraging, for example in membership of the Small
Business Association, there was great inactivity); focus on the domestic market in regard
to their customers, competitors and suppliers; in the case of firms that exported, a regional
focus on the CARICOM market; and attitudes towards the formation of the CSME described
as being “at best non-negative”. In general the firms surveyed were found to be lacking in
an international orientation, and displaying weak linkages both among themselves and
between themselves and the dedicated support schemes, arrangements and organizations
that existed.

Case studies have been undertaken to determine the factors that lie behind these

characteristics, and the following key characteristics were observed:

1. There was limited use of support structures, owing principally to a “lack of knowl-
edge” concerning them. This was accompanied by some distrust of these institu-
tions, born of past negative experiences, suspicion over their autonomy from the
government, skepticism over their relevance, and concerns about the “cost” of
membership. These findings provide a strong comment on the effectiveness of
the business development and support organization in existence at the time of
the survey.

2. There was a lack of information about exporting and the perception was one of
initial high transactions costs, which deterred an export orientation. This was
particularly noticeable for exports to non-CARICOM areas.

3. In several instances, firms expressed concern over the competition they were
facing.

4. Asarule, it was also found that: “management and production styles appear to be
acting as a constraint to business development”. Management was found to be too

much “hands on” and oriented towards “pushing” workers to get the job done, on
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the assumption that workers were not motivated. There was little effort to explore
alternative production methods. Therefore while management blamed workers as
being averse to change, the same could be said of management.

Small firms were imitative of the production styles of large firms, which did not
bode well as they did not have the advantage of scale economies. As a rule, they
did not seem to exploit the flexibility and adaptability of small operations.
Although the firms were not strongly export oriented, several were dependent on
imported supplies and indeed expressed a preference for these over local supplies
(which were considered to be costlier and of lesser quality when available).
Many expressed a lack of information and faced high transaction costs of both
imported inputs (information on sources, paperwork, port charges and other fees
and levies) and exports (potential markets, payment arrangements, financing of
exports, and paperwork).

In terms of their day-to-day operations, the case-study firms listed the following
problems: locating suitable employees; restricted ability to hire/fire in response to
market changes, because of unionism; low worker productivity and resistance to
innovation and change; high cost of non-wage benefits (sickness, leave, holidays,
absenteeism, lateness); worker attitudes; worker motivation; cost of material/utili-
ties input supplies; high taxes and business levies; and access to finance (although

this did not emerge as a top priority).

Overall, the case studies identified five classes of issues that need addressing: 1) concerns

over worker attitudes, and motivation, 2) dissatisfaction over high taxes, 3) limited network-

ing among businesses despite the existence of a number of association and other bodies, 4)

limited orientation towards exporting and 5) the lack of promotion/ knowledge/awareness

of support schemes offered by Governments and the NGO community.

The last issue has been the subject of an IADB study: “Lessons Learnt from Busi-

ness Development Services (BDS) Programs for SMEs in Latin America, 1995-2002”. This
reviewed the Bank’s experience and arrived at four general conclusions, which seem to be

relevant to the Barbados situation:

There is a trade-off between the outreach of BDS institutions and its effectiveness.
Resolving this constitutes a major challenge.

Private agencies have a comparative advantage over public agencies.

Over the medium term, sponsored institutions face major challenges of transform-
ing themselves into sustainable ones.

In the design of BDS institutions, a long time-line should be provided for, as their

real task is to transform the markets they are intended to serve.
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Constraints Identified at Business Fora

Finally, based on the analysis of reports of decisions/conclusions arrived at, at recent busi-
ness fora, the following emerge as critical constraints to the expansion of the SME sector:
1) the need for more specific research/information on the impact of trade liberalization in
areas of technical and process requirements, 2) the careful handling of the global adjustment
process and the need therein for strong government/private-sector linkage, 3) support for
local firms less than that given to international business corporations, 4) firms addressing
internally some of the competitiveness factors but better data availability on best practices,
benchmarking surveys (which, like best practices, help to improve business processes and
firm functions), and global surveys are required, 5) operationally, problems in regard to
their: level of technology, human resource development; operational procedures and systems;
plant and equipment improvement, marketing, worker productivity and incentive schemes
(for which assistance is being provided to the Barbados National Productivity Council),

information, and quality management.
ICT and the E-Readiness Environment

As referred to earlier the vision of the GOB is to make Barbados “the centre of excellence
for information technology and telecommunications in the Caribbean”. It is felt that this
is the only sure way for the country to remain competitive and be an international player.
This vision seems to be widely shared among Barbadian firms. The government, for its part,
has fuelled a number of ICT and ICT-related initiatives. Some of these are broadly based
and aim at the overall improvement of education, training and the knowledge base of the
society. Some are more specifically geared to areas that directly impact on firms, for example,
telecoms liberalization; incentives and support for business re-engineering to facilitate the
digitalization of activities; and legislation to improve the regulation and oversight of the
production, distribution and use of computerized information. In addition, some initiatives
are directed at the development of ICT-based firms.

A Green Paper on Telecommunications Sector Policy (2000) sets out the main lines of
Government’s approach to the task it has set itself. Two important cornerstones of that policy
are regulation and liberalization. Thus, in the area of regulatory reform, the stated aim is
to protect consumers, encourage investment, promote efficiency and ensure quality service.
Similarly, the aims of liberalization are to improve the efficiency of incumbents; promote the
general responsiveness of the telecoms sector to customer demands in areas of pricing and
product offerings; and widen employment and entrepreneurial opportunities in the sector.

In this sub-section the purpose of our diagnostic assessment is to gauge, at the micro-
economic level, how enterprises view the progress that has been achieved towards these broad

goals. The section firstly presents a summary of the telecommunications and connectivity
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indicators in Barbados, as well as indicators of the level of knowledge-based development
achieved. Secondly we look at the results of a survey directed at obtaining businesses’ views
about Barbados’ e-readiness. After that, we note recent observations from the government
side about Barbados’ e-readiness as well as refer to observations arising out of regional as-
sessments of CARICOM’s e-readiness.

Connectivity Indicators and Knowledge-Based Development

Not only is ICT a technology- and knowledge-intensive field of inquiry, but issues concern-
ing it operate simultaneously at both the macro and micro levels. Its role in development
depends not only on business (enterprise) adaptation to ICT but on the orientation of
the broader society and culture to its uses. Our principal concern in this section, however,
is with the microeconomic aspects, that is the enterprise’s perspective, but the intercon-
nection between micro and macro effects are not entirely separated in the presentation.
Furthermore, e-commerce (that is on-line ordering and selling) and e-business do not
refer simply to product purchase, e-mail and other similar communication platforms as
is the perspective of most SMEs in Barbados. It incorporates as well all areas of informa-
tion and services that can be provided via the Internet. This would include pre-purchase;
market research, marketing and the widening of the customer base; process issues in the
office (finance, and accounts management) and in production (automation, and inventory
control); information gathering; human resource management; supply chain management;
distribution and after-sales; and, other forms of business support. All these uses enable en-
terprises to reduce transactions costs by making for better time management and procedures
along with improved marketing and services and to fully integrate business functions into
ICT. They also facilitate the entry of firms based on ICT, for example call centres, software
and supply services, and digital commerce. When these are taken into account, ICT would
be seen as affecting the broader aspects of the organizational processes in enterprises, its
entrepreneurial orientation, production systems, as well as training and improvement of
workforce skills.

This combination of electronics, commerce and business is pertinent both to tradi-
tional areas of the Barbados economy, such as government or the social sectors (health and
education) and the areas of the “new economy”. The transition from website and e-mail
office use to integration into business functions requires management and technical skills to
do so, organizational changes to accompany it, and financing of the required investments.
Before pursuing these issues, however, we present a snapshot view of the connectivity and
knowledge-based level of development in Barbados in Table II-29. There we can see that
compared to other developing countries, Barbados’ situation in regard to the basic telecom-
munication and connectivity indicators is quite good. The number of telephone subscribers

exceeds the population size. The connection rates for both land lines and cellular mobiles
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Table 11-29. Barbados Connectivity Indicators

Indicator Statistic
Total telephone subscribers 336,000
Telephones per hundred inhabitants 124
Main telephone lines per hundred inhabitants 50
Cellular mobile subscribers per hundred inhabitants 74
Cellular mobile subscribers as percentage of total telephone lines 60
Internet users per hundred inhabitants 55
Internet hosts per ten thousand inhabitants 8
Personal computers per hundred inhabitants 13

are high. Internet users are 55 percent of the population, which is very high, and, PC avail-
ability is more than one in ten persons. However, compared to the developed world and
some high-flying developing countries such as Singapore, Barbados” indicators still have
some way to go overall.

Most of the improvement in Barbados has occurred in recent times. Thus, for example,
cellular subscribers rose from 12,000 in 1999 to 200,000 in 2004. Main telephone lines did
not increase as dramatically but, nevertheless, grew by nearly one-fifth between 1999 and
2004. Internet users at 55 per 100 had a penetration ratio more than several times higher
than the LAC region and higher than Europe. Indeed, Barbados’ indicators are well above
those of upper middle-income countries and close to high-income ones.

The World Bank’s knowledge economy index and knowledge index for Barbados also
indicate the promising level of achievement and the strong strides that have been made over
the past decade (see Table II-30). Thus, whereas in 1995, on a scale of 1-10, none of the
indicators listed in the table

below, with the exception of
education (7.17), rated at 6, Table 1I-30. The Knowledge Economy Index and

in the most recent year, five the Knowledge Index

of the indicators were at 7 and Index 1995  Most Recent Year

only one at 6, (the economic

1 Knowledge Economy Index! 4.92 7.00
incentive regime). That in- 2 Knowledge Index? 5.52 7.33
dicator had, however’ nearly 3 Economic Incentive Regime 3.13 6.02
doubled in value during the 4 Educatlgn [y 17
. . 5  Innovation 3.54 6.99
interval. This assessment of 6 Information Infrastructure 5.83 7.23

1mpr0vements in the recent Source: World Bank, Knowledge Assessment (2005).

past is consistent with other 1 Average of 3.4,5,6.
i i : A f4,5,6.
information accessed for this verage ot 4.,

report.
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E-Readiness Framework Analysis

There are different approaches towards determining how ready the business environment

(and indeed the wider society) is for e-business. By e-readiness we refer to:

the ability of businesses to extend easily into the Internet, their capacity to
structure their activities to facilitate the digitalization of transactions, and the
extent to which there is a framework for the seamless interconnection between

public and private transactions.

We also refer to the extent to which the broader society and culture support these develop-
ments and the accompanying orientation of business activities.

There is a global networked e-readiness organization that has developed a standard
framework that is very useful for diagnostic assessments of e-readiness in countries. The
framework has five main indicators, namely: infrastructure, policy environment, legal environ-
ment, human capital availability and the e-business environment. The infrastructure covers
such areas as connectivity, competition, access, reliability and the cost of ICT services. The
policy framework addresses the issues of government and national prioritization, government
and industry partnerships, and broader participation and access for all citizens—in other
words, e-leadership in the broadest sense. The legal framework refers to policies to protect
privacy, to guard against computer crimes and to put in place mechanisms for investigation,
due process, and enforcement. Human capital speaks to the quality and effectiveness of the
educational system, the culture of local creativity, information sharing in the society, and
specific IT skills. Finally the e-business framework addresses concerns about the investment
climate in relation to e-business. This depends on the extent of financial system support
for e-transactions, transparency and predictability in laws and so forth. These framework
items and components are summarized in Schedule II-2.

A survey commissioned by the National Council for Science and Technology (System
Consultancy, 2003) to assess e-readiness in Barbados utilized this framework. The results
of the survey are summarized in Schedule II-3.

In addition to the results in the schedule, it should be noted that 13 percent of firms
had libraries equipped with Internet access, as against one-third for government depart-
ments and 20 percent for parastatal enterprises. Company websites were more popular, as
75 percent of the firms surveyed had websites. The website advantages were well recognized,
and the main barrier was the high cost of establishing and maintaining/updating one. The
survey supported the view that Internet usage in Barbados is on the increase. However,
this usage was largely confined to young persons, as 71 percent of users are under 35, and
among these, those with either vocational or university education were more likely to use
the Internet.
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Schedule II-2. Adaptation of the Framework: Design and Schedule

Framework Item

Infrastructure Framework
[Connectivity and Cost]

Policy Framework
[E-Leadership and Participation]

Legal Framework
[Security and Privacy]

Human Capital Framework
[E-Enabled Human Capital]

E-Business Framework

Components

Availability of communication services, access centres and
networked computers

Effective competition

Affordability and reliability of network access

Cost of service

Reliability of electrical supply

Incubator facilities/IT parks

Is e-readiness a national priority?

Is there a national [T/e-commerce plan/strategy?

Is there a lead agency?

Is there promotion of e-government?

Partnerships between industry and government to improve
e-readiness

Level of effort to promote access for all citizens

Legal framework with regard to e-commerce transaction
Legal protections and progress in protecting intellectual
property rights

Extent of efforts to protect privacy

Legal protection of networked information

Legal framework to address and prosecute computer
crimes, authorize digital signatures, and enable public key
infrastructures

Quality of and participation levels in the education system
Emphasis on efforts to create and support a knowledge-based
society

E-literacy campaigns

Culture of local creativity and information sharing

Skills and efficiency of the workforce

Levels of IT training in education systems

Status of IT industry

Transparency and predictability of requlatory implementation
Openness of government, rule of law, and general business risk
IT use in business

Openness to foreign investors in ICT

Ability of the financial system to support electronic transactions

Source: Adapted from E-Readiness Framework Design.

The diagnostic suggests therefore, that there is still some distance to go to make Bar-

bados a world class ICT country. Nevertheless, great improvements have been made and the

country’s present situation is good for a developing country. If, however, ICT is to contribute
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Schedule II-3. E-Readiness Framework Analysis

Framework Item

Infrastructure Framework
[Connectivity and Cost]

Policy Framework
[E-Leadership and
Participation]

Legal Framework
[Security and Privacy]

Human Capital
[E-Enabled Human Capital]

E-Business Framework
[Enabling Seamless
E-Commerce]

Responses

Moderate levels of Internet
accessibility and use of high
speed connections. Rate structure
considered too high.

Overall rating of Government = 2.3
Making the Internet more accessible
=28

Creating partnerships with the private
sector = 2.3

Having a defined strategy/policy = 2.2
Automation of governmental
processes = 1.8

Overall rating of legal protection
and level of security for e-
transactions and intellectual
property rights = 2.4

For protection of intellectual
property rights = 2.9

Addressing computer crimes = 2.5
Protecting privacy = 2.3
Prosecuting computer crimes = 1.9
Information dissemination = 1.9

Moderately high educated workforce.
Significant levels of training provided
by firms (three quarters of firms
committed to offering training). The
barriers identified by respondents
were: lack of IT training/knowledge;
resistance to change; bad management
attitudes and practices

Overall rating of 3.1. Stability of
political system = 4.2

Ability to support e-commerce = 3.6
Competition among ISPs = 3.0
Strength of the economy = 3.1
Competition among communication
providers = 1.8

Source: Adapted from System Technology (SCL) Report 2003.
Note: Rating Scale: 1 = very poor; 2 = poor; 3 = fair; 4 = very good; 5 = excellent.

Suggestions

Faster Internet connection speeds
and increased bandwidth. Reduction
in rates. Improvement in technology.
Open the sectors to competition.

Reduce telecommunication rates.
Create more public access facilities.
Expand existing educational
programmes. Provide incentives.
Make greater effort at public sector—
private sector—civil society links
through joint ventures/seminars.
Improve infrastructure.

More public awareness campaigns.
Periodic audit checks. Stricter
enforcement. Legislative updating.
More enforcement through better
trained personnel.

More training. Greater public
awareness.

Break up existing monopoly in
telecommunications.
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to improved competitiveness, the problems in the sector will have to be addressed along
the lines indicated above. There is also the issue of building a proper database for measur-
ing ICT usage/indicators/performance as the Statistical Services Division cannot continue
to leave this to occasional surveys conducted elsewhere, if the goal of making Barbados “a
centre of excellence” in ICT is to be achieved. Greater usage of ICT will be also largely mar-
ket-driven in Barbados as seems to be the case elsewhere (UNCTAD 2005). It is anticipated
that the need to be competitive as market pressures unfold will impel firms/enterprises to
consider the profitability of taking the next step in ICT usage, and, with their customers
and suppliers, become more Internet-dependent. They will be left with little choice but to
adapt or perish.

Other Observations

From discussions with persons connected to both the SME and ICT sectors, the impression
has been gathered that for most SMEs the Internet is used primarily as a vehicle for e-mail,
occasional information searches and a website. This picture is, on the whole, consistent
with the survey data examined above. In a recent newspaper report, (Barbados Advocate,
December 13, 2004) this view was endorsed in the statement: “e-commerce is yet to be
embraced by local business as a way that would make a significant difference to the busi-
ness environment.”

We can say, therefore, that, while some sections of the environment are strong, the
overall picture suggests that the “digital divide” still persists. In a speech reported in the
newspaper item cited above, the Minister of Commerce, Consumer Affairs and Business
Development highlighted a number of obstacles in the area of e-commerce, all of which
accord with those derived from the survey discussed above. These included: insufficient
telecoms bandwidth; high cost of Internet connections; high financial services fees; high
setup costs for websites; high prices for on-line advertising; and the failure of firms to grasp
the nature and amount of the benefits from e-commerce. The last observation has to be
juxtaposed to the survey result, which has shown that those firms actually using the Internet
are convinced that it helps their profit line. Legislation is one major area in which strong
improvements are being seen. At the moment, legislation recently passed or coming on board
include an Electronics Transaction Act, which makes provision for the legal recognition of
business transactions done electronically; a Data Protection Act; a Computer Misuse Act;
and a Policy Framework for Freedom of Information Act.

Cross-regional studies (see Singh, 2001 and Kirkman, 2002) support this general
observation, as well as the earlier one that the “digital divide” survives in CARICOM. An
assessment of best practices status in CARICOM 2001 cited Barbados for doing well in three
areas: legal support for e-commerce transactions; the institutional framework for fostering

development of ICT; and, local creativity. The Barbados Edu Tech 7-year programme has
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been designed to transform the education framework by upgrading facilities, curricula,
and methods of teaching, and to facilitate the growth of a knowledge community. It has
been highly commended by most observers. This program, with the support of IADB and
Caribbean Development Bank funding, has the objective:

not simply to place computers in schools, but to change the culture of the
classroom to bring about an increase in the number of students contributing to
the sustainable social and economic development of Barbados; and to develop
students that are highly skilled and readily re-trainable in a technologically rich
and rapidly changing environment (Braithwaite, 2004).

In conclusion certain policy priorities follow from the above analysis in regard to
ICT and SMEs:

* First, the need to ensure affordable (low-cost) accessibility to the Internet.

* Second, continued legal and supervisory/regulatory efforts to build trust in e-busi-
ness.

e Third, the development of skills to pioneer the leap from e-mail/website/office use
to the integration of ICT into all business functions.

* Fourth, firms accessing the requisite financing to install ICT.

 Fifth, the continued building of awareness among members of the public and
at the micro and firm levels as well. In this regard the Action Plan of the World
Summit on the Information Society (WSIS), in which Barbados is a participant,
offers useful guidance.

E. Conclusions and Recommendations

The diagnostic assessment has identified several important strengths in the Barbados situ-
ation, and some key ones are listed in Schedule I1-4.

The country, nonetheless, faces formidable challenges as the diagnostic has revealed,
and some of the key ones are highlighted in Schedule II-5.

Arising from the summary diagnostic, Schedule I1-6 identifies the major areas for pri-
ority emphasis that are recommended. It should be stressed that it is tempting to draw up a
long wish-list of issues needing to be addressed, and in this way seek to cover all bases. This
was rejected as being an impractical way to approach the situation since all these possible
areas cannot be addressed by one institution (the IADB), and in any case the absorptive

capacity of the country would make this unfeasible.
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Schedule lI-4. Key Strengths Identified from the Diagnostic Assessment

1) Comparative stability of the social, cultural, and political environment.

2) The high regard and standing of Barbados in the region, hemisphere, and broader global economy, which
is based on substantial past achievements. Its performance with such indicators as the HDI, governance,
rule-of-law, transparency, accountability, democratic elections, scholarship and learning provides objective
reinforcement of this reputation and standing.

3) The country’s long tradition of economic and social planning, along with responsible state activism on
development issues, and the broad social-political consensus within the country in favour of this approach to
social, economic and political engineering.

4) The Social Partners model of industrial relations, productivity and competitiveness management as expressed
in the four Protocols which they have institutionalized since 1993.

5) The high quality of its human resources and the exemplary outcomes it has had in its health, education, social
protection and welfare, and ICT indicators.

6) The high quality and reputation of its leadership, which has resulted in its playing a disproportionately
important role in regional, hemispheric, and SIDS arenas.

7) lts long (mature) experience in developing the services sector, an experience that started well before its
leading role of services in economic activity came to be so widely appreciated.

8) In CARICOM and the broader Caribbean and SIDS groupings, its comparative success in macroeconomic
management and the pursuit of diversification policies and programs since political independence.

9) A very small underground economy (estimated at less than 1 percent of GDP) and the seemingly weak
influence of organized crime and the narcotics trade, which distinguishes it from several of its CARICOM
neighbours.
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Schedule II-5. Key Challenges Identified from the Diagnostic Assessment

1) How to manage a small economy in the face of the rapid and deep transformation of the global
political economy, the emergence of a new global division of labour, and far-reaching changes in the
intergovernmental framework for relations between nations.

2) How small firms in a small country will be able to cope with these globalisation pressures and increased
competition.

3) General problems of making SMEs more effective.

e Problems of the high cost, slow connectivity, weak integration of ICT into firm operations at the highest
possible level

e Problems of microfinance

o Problems of training and skills upgrade of workforce

4) The compulsory requirement of a country with limited resources (human, financial, institutional, and
natural) to adapt not only to economic globalization but to the transformation of the global regulatory and
institutional architecture governing trade, finance, capital movements, technology transfer, human resources,
enterprise structure and operations, and national policy in areas such as competition, rights of establishment,
and investment.

5) Specific challenges arising from soon-to-be concluded external negotiations on several fronts: WTO, FTAA and
EU-ACP.

6) The rapid advance of the CARICOM-CSME arrangements, which are projected to come into operation in 2006.

7) The small size/openness/vulnerability of the economy, as indicated in the data below:

Table 1I-31. Barbados:
Openness and Vulnerability Indicators

Composite Vulnerability Index (1998)
Openness (2003) Index Rank Degree of Vulnerability
108 5.78 38/110 High

Sources: Table | and Commonwealth Secretariat (1998).

8) The threat of preference erosion. The value of preference received by Barbados is shown below.

Table 11-32. Barbados: Value of Preferences
(million US$)

Year EU/ACP USA/CBERA
1990/91 18.5 N.A.
1992/93 21.4 N.A.
1994/95 15.2 N.A.
1996/97 23.2 N.A.
1998/99 21.3 0.4
2000/01 15.5 0.4
2002/03 4.1 0.7

Source: FAO (2004).
" Year 2002.
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Schedule II-5 (continued)
9) Institutional overload. The following two assessments illustrate this.

A. ldentified Institutional Constraints/Deficiencies (Green Paper)

Slow rate of implementation of agreed recommendations

Lack of timely monitoring and evaluation of reform measures
Allegations of political/partisan interventions

Inadequate formalization of civil society structures and participation
The need for local government structures and constitutional reform
Fragmentation and lack of coordination among various organizations

B. Institutional Constraints/Deficiencies (Vignoles and Jessen 2004)

“For a small country like Barbados, maintaining a large public sector is unrealistic. All ministries and
agencies engaged in trade policymaking have to work under significant human resource and budgetary
constraints. Maximizing the efficiency of these limited resources is therefore crucial, particularly in the
current context of multiple simultaneous and technically complicated trade negotiations and significant
new obligations assumed in the WTO and the CSME."” (Ibid., page 41)

1)
2)
3)

Specific sectoral concerns in the following key sectors: tourism, agriculture and infrastructure.

The short-term macroeconomic outlook, particularly the debt vulnerability discussed in the Report.
Weak areas of data and information requirements [several of the competitiveness indicators, for
example, are not routinely measured and data on productivity, the REER, and even the national
accounts have significant gaps and lags in their availability]

Pressures on the Social Partners model of managing industrial relations and productivity issues

A dramatic expansion in the number and range of intergovernmental conventions and agreements in
the area of development to which Barbados as a signatory is obligated. In the UN system alone there
are, for example, obligations in regard to: security of persons, democratic participation, minimum
livelihoods, productive employment, labour standards, social service provision, social integration,
accountable institutions and civil society, the MDG, and environmental standards.

Constraints in ICT and the impediments to enterprise development.

Greater effectiveness of business support organizations.

The tension created by the impact of globalisation on culture and behaviour in a small society.

The growing importance of geopolitical and security issues linked to terrorism, narcotics trading,
prostitution, and human trafficking.

To these challenges, we should add the “internal” and “external” pressures on the economy/society
identified in the Barbados Green Paper on Social Policy (Thomas 2002):

Table 1I-33. Major Pressures on Barbados’ Social Welfare System

Source

Types of Pressure

Internal

External

Demographic changes. Health status and recent developments, e.g., HIV/AIDS, teenage pregnancies; obesity. Unemploy-
ment and underemployment. Poverty and other deprivational deficits. Gender and family issues. Youth in crisis. Crime and
justice. Marginalization. Concerns over key educational indicators, e.g., drop-out rates, school quality and performance.
Pension benefits. The elderly. Informalisation of safety nets. Budgetary pressures. Political will and the election cycle.
Ideological pressures for and against state leadership in welfare provisioning. Incipient middle-class withdrawal from
state to private provisioning. Allegations of disincentives effects, moral hazard, and free-riding behaviours.

A. Inter-governmental Increased role of international obligations, standards, and norms.
B. Globalisation Economic uncertainty. Transformation of labour markets and work process. Pressures on competitiveness and innovation.

Reduced concessional flows and increased reliance on private FDI. Loss of preferential market access. Harmonisation of
costs of social protection to global firms. Growing number of international conventions and agreements, e.g., human
rights, child rights, women, ILO labour conventions, population policy, migration and remittances.

Source: Thomas (2002).

81
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Schedule II-6. Suggested Priority Interventions

1. Export promotion. Given the critical importance of the sector an approach to export promotion that benefits
from the lessons learned from past experiences should be indicated. This might entail a re-conceptualization
of the approach to the development of the services sector.

2. Despite its successes, the Social Partners model still possesses crucial areas of weakness and risk, which
should be identified and addressed. This would entail coverage of the general issues related to productivity
indicators and measurements.

3. There is evidence of institutional “overload” brought on by the numerous pressures on the state and the
private sector. Here two priority areas for consideration should be 1) trade policy design and implementation;
2) the development of the National Coalition of Service Providers.

4. The identification of potential “clusters”/agglomerates/economies/development of critical mass and related
human resource development (HRD) and usage of ICT. A key cluster would be the bringing together of
cutting-edge economic interests, talented analysts and professionals in a “think-tank” to deliberate on future
global, hemispheric, regional, and local scenarios in order to identify ways in which Barbados can be an
efficient and effective player as it continues to insert itself into the global economy.

A program for export-based small and medium enterprise development.
The development of intensive non-traditional agriculture.

Infrastructure development, as the primary responsibility of the government and foreign partners.

e = en i

The macroeconomic situation, with particular reference to the evaluation of the capital-management model
approach of UNCTAD.

9. Database, information strengthening, and a program of research on competitiveness/productivity and related
concerns.
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CHAPTER III

Reforming the Labour Market

Andrew S. Downes

A. Introduction: Labour as a Factor in Competitiveness

This study examines the operation of the Barbados labour market in the context of inter-
national competitiveness. It extends the work undertaken by Loehr (1997) by updating the
performance of the labour market since 1995 and specifying policies that can enhance the
efficiency and effectiveness of the labour market. One of the main concerns confronting
economic managers in Barbados relates to how the economic systems in the country can
be improved to enhance the competitiveness of Barbadian goods and services in the inter-
national market. (See Thomas, Chapter II of this volume.) As a small developing country,
Barbados has to rely on the export market to propel economic growth and development.
With the removal of preferential treatment in traditional markets, greater emphasis has been
placed on boosting the competitiveness of exports and identifying new avenues of economic
activity that can be pursued on a competitive basis in the international market. (See Jessen
and Vignoles, Chapter IV of this volume.) While several policy measures can be used to
enhance competitiveness—exchange-rate, new technology, production integration—some
focus has been placed on labour-market policies.

One commonly used measure of international (price) competitiveness is the real unit
labour cost (RULC), which is the ratio of real wages to labour productivity. If the RULC
of a country’s products (goods and services) falls relative to that of its main competitors,
then that country’s products are said to be more price-competitive than those of its com-

petitors. Although the RULC only measures one dimension of the competitiveness equa-

The writer thanks the Inter-American Development Bank (IADB) for the opportunity to undertake this study,
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Appendix 3. Thanks also to Doris Downes for assistance in typing, editing and research and to Gustavo Marquez,
Reynold Simmons, Ronald Ramkissoon, Courtney Blackman, Clive Thomas and Delisle Worrell for their com-
ments on the first draft of this study at a conference organized by the IADB. Liliana Rojas-Sudrez provided very
useful suggestions and comments on the final version.
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tion, it highlights the role that a dynamic, flexible and efficient labour market plays in the
economic growth and competitiveness process. The need to increase labour productivity
faster than increases in real wages becomes a critical element in the economic management
of a country.

An understanding of the factors affecting the relative movement of real wages and labour
productivity therefore helps to situate the role of the labour market in the competitiveness
equation. Several institutional factors contribute to the ability of the labour market to fulfil
its role in promoting economic growth and the socio-economic welfare of the population of
a country. For example, labour unions, employer associations, labour legislation, educational
and training institutions, public administrative systems and conflict-resolution arrangements
are some of the elements that affect the functioning of the labour market.

In the next section, an analysis of the supply side of the labour market is undertaken.
The focus will be on the changing nature and determinants of labour-market participation
in Barbados. The third section examines the characteristics of labour demand (that is, em-
ployment) and the factors affecting such demand over the past decade. Issues of unemploy-
ment and underemployment are then examined in the fourth section. The critical role that
labour costs (wages, salaries and other compensation elements) play in the labour market is
analysed. This analysis is linked to productivity and international price competitiveness.

The role of labour market regulations and institutions—Ilabour unions, employer as-
sociations and government departments—is examined. Barbados has been able to develop a
Social Partnership involving the Government and representatives of workers and employers
since 1993. This Social Partnership has agreed to the implementation of a number of Pro-
tocols that have allowed workers and employers to contribute to economic and industrial
relations policy-making in Barbados. (See Downes and Nurse, 2004 for a full discussion.)
In addition to the Protocols, these institutions have also implemented a number of projects
and programs that are aimed at improving the functioning of the labour market. Existing
and proposed legislative measures will also be examined to determine the extent to which
they increase labour adjustment costs and reduce labour-market flexibility.

Finally, reccommendations are made to improve the functioning of the labour market
and hence its ability to contribute to improved international competitiveness and adapta-

tion to technological and other changes.

B. Evaluating the Labour Supply
The Changing Face of Labour in Barbados

An analysis of the supply side of the labour market involves an examination of the forces
giving rise to the changing nature of the labour force, the participation of persons in the

market and the quality of the persons entering labour-market activity. Between 1995 and
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Table 1lI-1. Labour Force, 1995-2004

Total Male Female
Year Thousands Thousands % Thousands %
1995 136.8 69.1 50.5 67.6 49.5
1996 135.4 69.0 50.9 66.5 49.1
1997 135.8 69.8 51.4 66.0 48.1
1998 136.3 70.3 51.6 66.0 48.4
1999 136.6 71.1 52.0 65.5 47.9
2000 138.4 71.9 51.9 66.5 48.0
2001 145.2 74.9 51.5 70.3 48.4
2002 143.4 74.1 51.7 69.2 48.3
2003 145.5 74.6 51.3 70.9 48.7
2004 146.3 75.0 51.3 71.3 48.7
Growth Rate (%) 0.8 1.0 — 0.6 —

Sources: Barbados Statistical Service (BSS), Labour Force Sample Survey Report, 1994-1999, 1996-2001; Central Bank of Barbados, Annual Statistical
Digest, 2005.

2004, the total labour force increased from 136,800 to 146,300 persons, that is, an average
annual growth rate of 0.8 percent. During that period, the male labour force grew at a rate
of 1 percent per annum, while the female growth rate was 0.6 percent per annum. The
higher male labour force growth rate resulted in an increase in the proportion of males in
the labour force. (See Table III-1.) During the same period, the adult population increased
from 200,800 to 210,600 persons, representing an average annual growth rate of approxi-
mately 0.5 percent. With the labour-force growth rate being higher than the adult population
growth rate, there is an increasing tightness in the labour market which, has implications

for immigration, hours of work, wages and the retirement age.

Upward Trend in Labour-Force Participation

The labour-force participation rate (that is, the percentage of labour force out of the adult
population) continued to exhibit a general upward trend during the 1995-2004 period. The
overall participation rate rose from 68.2 percent in 1995 to 69.2 percent in 2004, with the
female rate increasing at a slightly faster pace than the male rate. (See Table III-2.) There
was a slight decline in the participation rates during the 2001-02 recession and probably
reflected a net ‘discouraged worker’ effect associated with the increase in unemployment
and the inability to obtain a job after a reasonable period of search.

The increase in the female participation rate has been noticeable over the past three
decades. Several factors have been identified to explain this trend, namely, improved educa-
tional and training opportunities for females, which boost their competitiveness in the labour

market, the expansion of activities in selected areas of the economy (for example, information
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services, distribution, banking Table lll-2. Labour-Force Participation Rates
and finance), the increased use by Sex, 1995-2004

of modern household produc- (percent)
tion technology, which releases Year Male Female Total
time from household pI'OdllC- 1995 74.5 62.7 68.2
tion activities, and the need for 1996 743 81.6 67.4
self-actualization and financial 1997 136 62.1 67.5
independence 1998 74.0 62.0 67.7
P T 1999 74.7 61.4 67.7
An examination of the rela- 2000 74.8 62.7 68.4
tionship between the real-wage- 2001 75.9 63.8 69.5
rate index and both the labour 2002 /4.8 62.7 68.5
2003 75.1 64.0 69.2
force and the labour-force par- 2004 75 3 642 605

ticipation rates over the perlOd Source: Barbados Statistical Service, Continuous Labour Force Sample Survey Report,
1995 to 2003 suggests a positive 19941999, 1996-2001; Central Bank of Barbados: Annual Statistical Digest, 2005.
and statistically significant result.
The Pearson correlation coeffi-
cient between the real wage index and the total labour force was 0.852, while the coefficient
between the real wage index and the overall labour-force participation rate was 0.745. Both
of these coefficients are statistically significant at the 5-percent level and point to an upward
sloping labour-supply curve.

Recent econometric research undertaken by Downes and Browne (2004) using a probit
analysis of labour-force participation in 2003 produced the following results for the overall

labour-force participation:

(i) The age variable was quadratic and statistically significant, indicating that the
probability of labour-force participation increases in the early years of life and
falls in the later years.

(ii) The higher the dependency ratio, the lower the probability of participation.

(iii) The higher the remittances that a household receives from abroad, the lower
the probability of participation.

(iv) The greater the number of children in the household, the higher the probability
of participation.

(v) The more educated an individual becomes, the higher the probability of par-

ticipation in the labour market.

There are, however, some variations from these overall labour-force participation results
when male and female participation rates are examined. In the case of male labour-force
participation, age, dependency ratio, remittances and number of children yield the same

results as the overall labour force. However, the probit analysis indicated that the larger the
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Table 1lI-3. Labour Force by Industry Group

(percent)

1995 1998 2001
Industry B M F B M F B M F
No Work Experience 3.14 188 444 129 0.69 1.94 0.62 040  0.85
Sugar 1.82 2.31 133 1.01 1.25 075 069 066  0.71
Other Agriculture and Fishing 2.77 3.04 237 332 390 269 330 3.87 270
Manufacturing 10.59 9.12 1213 874 181 9.71 7.6  7.08 7.39
Electricity, Gas, Water 0.80 1.30 0.15 1.29 1.95 0.59 1.45 1.73 0.99
Construction and Quarrying 892 1664 074 10.76 19.66 1.19 1143  20.56 1.71
Wholesale and Retail Trade 15.27 1375 16.71 1494 1269 1734 1487 1228 17.63
Tourism 10.67 897 1243 1148 934 1375 1074 828 1322
Transport and Communications ~ 4.30 6.22 222 397 558 239 4.27 5.61 2.84
Finance, Insurance, Business 6.14 3.47 8.87 6.21 4.04 8.37 7.78 5.47 10.24
Services
General Services 17.69 1490 2041 16.89 1395 20.02 1811 16,55 19.77
Government Services 1798 18.08 17.89 1899 1813 20.02 19.00 16.82 21.30
Not Stated 0 0 08 1.01 097 1.19 062 053 070
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Barbados Statistical Service, Continuous Labour Force Sample Survey Report, 1994-1999 and 1996-2001.
Note: B — Both; M — Male; F — Female.

household size, the lower the probability of male participation, while technical/vocational
education was the only significant education variable influencing the probability of male
participation.

For female labour-force participation, it was found that being single or widowed in-
creased the probability of participation, while the larger the number of children in the house-
hold, the lower the probability of participation. Greater female participation in the labour
force, however, is more likely in cases of larger household sizes, greater dependency ratios
and higher educational attainment (especially at the secondary and university levels).

An analysis of the labour force by industrial attachment indicates that the services
sectors, especially general services, government services, tourism and wholesale/retail trade
accounted for over 70 percent of the attachment. (See Table I1I-3.) The manufacturing and
construction/quarrying sectors accounted for approximately 20 percent of the labour force
attachment over the 1995-2001 period.

Towards a More High-Quality Work Force

An examination of the educational attachment of the labour force indicates that over 60 per-
cent of the force had attained at least secondary-level education over the 1995-2001 period.
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Table llI-4. Labour Force by Educational Attainment, 1995, 1998, 2001
(percent)

1995 1998 2001

Highest Level of Education B M F B M F B M F

None 0 0 0 007 014 0.15 0.07 0.13 0
Primary 21.45 236 19.28 2056 21.81 19.28 16.66 18.18 15.05
Secondary 66.78 64.3 69.51 63.56 62.65 6487 5957 60.00 59.00
University 9.48 815 1090 1139 1062 1241 2038 17.11 23.86
Technical/Vocational 2.06 3.77 029 368 433 2.84 2.41 3.61 1.14
Other 0.07 0.14 0 014 0 0.15 0.21 0.13 0.28
Not Stated 0.15 — 0 860 0.69 0.29 0.67 0.80 0.57
Total 100.0  100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Barbados Statistical Service, Continuous Labour Force Sample Survey Report, 1994-1999 and 1996-2001.
Note: B — Both; M — Male; F — Female.

The percentage of the labour force that had attained university-level education increased
significantly from 9.5 percent in 1995 to 20.4 percent in 2001, with females outnumbering
males in this area. (See Table III-4.) The relatively high level of educational attainment in
Barbados is due largely to the enforcement of compulsory school attendance up to the age
of 16+ years.

Although enrolment rates at the primary and secondary levels are very high, with the
institution of universal education at these levels, there is some concern about the low de-
gree of certification among labour-market participants. It is estimated from the population
censuses that approximately 63 percent of the adult population had no certification in 1990,
while in 2000 the figure stood
at 57 percent. This problem is

more severe among the older Figure lll-1. Adult Population Passing No
cohorts of the labour force, 50 Examinations, by Age Group, 1990, 2000

years and older in 1990, who 0 -

may not have benefited from
‘free’ secondary-level educa- 80
tion since the mid-1960s. (See @
Figure III-1.) g

The quality of thelabour = a0
force has been enhanced by 20 |
post-secondary institutional

o- - - -t - - 1 -

and on-the-job training. Al- 15-19 20-24 25-29 30-34 35-39 4044 45-49 50-54 55-59 60-64 G5+

though recent graduates from Age Group

the secondary—school system W Passed No Exams 1990 O Passed No Exams 2000
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have a better background in technical and vocational subjects, most of the human capital
enhancement of the labour force has been undertaken through on-the-job training and
through several training institutions. Ashton et al. (2001) and B.E.C. (2002) indicate that
companies in Barbados engage in a high degree of on-the-job training especially for clerical,
technical and vocational workers.

Institutional training is conducted by several governmental agencies: the Barbados
Vocational Training Board (BVTB), the Technical and Vocational Education and Training
(TVET) Council, the Samuel Jackman Prescod Polytechnic (SJPP) and the Barbados Com-
munity College (BCC), along with the Barbados Institute of Management and Productivity
(BIMAP), the School of Continuing Studies of the University of the West Indies (UWTI)
and several community groups, non-governmental organisations, trade unions and private
institutions.

Technical and vocational training has been an important aspect of human resources
development in Barbados. The BVTB, for example, has developed vocational programs for
persons who need to acquire entry-level skills in order to enter the labour market, to up-
grade their existing skills or to retrain for new occupations. The BVTB operates a number
of programs for both unemployed and employed persons: an apprenticeship program, a
skills-training program, an evening program, an in-plant program and a program for the
retraining of retrenched workers. The apprenticeship program currently has 11 schemes
with the electrical installation and automotive engineering schemes being the most heavily
subscribed (250 persons in 2002—03 with 93 percent being male). The main areas of activity
in the skills-training program are masonry, computer applications, carpentry, plumbing,
tractor operations, needlecraft and tiling. In 2002-03, 1,594 persons were registered in the
program with 66 percent being male. Females tend to dominate the computer applications
program. The evening program covers a range of activities: masonry, tiling and decorative
finishes, plumbing, dressmaking, upholstery and small business management.

But Problems Remain

Although the Board seeks to provide training for persons who would be competitive in the
local labour market, there are still problems associated with the provision of these training

programs. These problems include:

(i) insufficient funding;

(ii) the lack of access to current manpower planning information;

(iii) the inability of employers to provide information on future plans;

(iv) keeping up with changes in technology (e.g., the automotive program);
(v) insufficient space to mount programs; and

(vi) the indifferent attitude of several participants in the programs.
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While the Board has been able to address some of these matters, for example through
the inclusion of ‘soft skills’ such as deportment, conflict management and punctuality in
the programs, the work of the Board is still hampered by a lack of resources. Research work
undertaken by the Board suggests that employers are generally satisfied with the appren-
ticeship scheme and the impact of the technical training on the apprentices (see Annual
Report, 2002, p 24). Concern was, however, expressed about the poor attitudes of the ap-
prentices. A tracer study of the graduates of the skills training program for 2000 produced

the following results:

(i) 80 percent of the 204 respondents completed their respective courses;
(ii) 71 percent found work within one year of training;
(iii) 43 percent found work in the area in which they trained;
(iv) 64 percent of males and 45 percent of females found employment within three
months of completing their training; and

(v) 29 percent remained unemployed.

These results suggest that there are still deficiencies in the training-employment relation-
ship that need to be resolved.

BIMAP provides short- and long-term training in various areas of management.
Participation in short-term programs increased from 1,496 in 1998 to 1,820 in 2004 with
the main focal areas being marketing and customer service, supervisory management and
information technology (especially certification as MCP, MCSA and MCSE). The long-term
training program includes certificates, diplomas and degrees. The MSc and MBA programs
in various areas of management are offered in collaboration with the University of Surrey.
The majority of students in the certificate and diploma programs have been registered in
supervisory/administrative management, accounting and finance, human resource man-
agement, marketing and especially information technology. Over the 1998-2004 period,
there was an average annual registration of about 1,440 persons in these programs. The
available data suggest that most of the participants in the training programs work in the
services sector. There has been a shift from company-sponsored training to individually-
funded training as individuals, especially females, focus on career development and human
capital formation.

In cases of technical and vocational training as well as managerial training, key in-
formants emphasize the need to promote on-the-job training in order to close the ‘know-
ing-doing’ gap which exists in the labour market. In addition, the ‘soft skills’ should be
incorporated into the various training programs. Educational and training institutions are
gradually incorporating such ‘soft skills’ in their programs as institutions become important
providers of training in Barbados. (See Table III-5.)
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Table IlI-5. Population 15 Years and Over by Nature of Training, 1980, 1990, 2000

1980 1990 2000
Type of Training Number % Number % Number %
Institutional 11786 38.6 23695 524 40013 54.9
Non-Institutional’ 18166 59.4 20086 44.4 26926 37.0
Not Stated 612 2.0 1445 3.2 5936 8.1
Total 30564 100.0 45226 100.0 72875 100.0

Source: Population Census of Barbados, 1980, 1990, 2000.
! Includes on-the-job, private study and other forms.

The Samuel Jackman Prescod Polytechnic (SJPP), which is the main provider of certified
technical and vocational education in Barbados, has seen its enrolment increase from 1,200
in 1970-71 to about 3,000 in 2003—-04. SJPP accounts for 27 percent of the total enrolment
in tertiary-level institutions in Barbados with male students being dominant in automotive,
electrical/electronic and mechanical engineering, building trades and agriculture and female
students recording high enrolment in the commercial and human ecology programs. Program
enrolment at the SJPP partly reflects the structural changes taking place in the economy with
a decline in the agricultural and, to a limited extent, the manufacturing sectors and the rise

of new service such as information technology and personal-care services (Downes, 2004).

Pros and Cons of Human Capital Formation in Barbados

An index of human capital formation in Barbados developed by Boamah (1995) and extended
by the author indicates a significant increase in the human capital base of the country. There
are, however, shortages and skill deficiencies that can reduce the effectiveness of the labour
market in promoting international competitiveness through labour productivity growth.
Work-permit data indicate that the main occupational categories granted such permits in
recent years have been senior officials and managers, professionals, technicians and associate
professionals. Labour shortages have, therefore, been in the skilled category, although there
have been periodic shortages in the semi-skilled category (for example, masons and carpen-
ters). Several initiatives have been introduced to boost the quality of the labour force. First,
the Government has implemented an Education Sector Enhancement Program (EDUTECH)
to improve the teaching methods in the school system and also to enhance the information
technology skills of school leavers. Secondly, a Barbados National Diploma of Secondary
Education (BNDSE) has been established. This certification would provide secondary school
leavers with independent indicators of their school achievement and would provide employ-

ers with information on their skills and competencies in both academic and non-academic
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achievements in the school system. The present system provides very few labour-market signals
of potential employees’ labour productivity and makes screening/sorting in the labour market
a highly subjective exercise. Finally, the TVET Council has introduced National Vocational
Qualifications (NVQs) which would shift the qualification system from ‘education’ and ‘ex-
perience’ to ‘competence’ and ‘practical work’. As a competency-based qualification, NVQs
would pave the way for the adoption of regional certification to support the existing Carib-
bean Examination Council’s system of examination and hence promote the greater regional
mobility of labour in the context of the CARICOM Single Market and Economy (CSME).

Although there are problems associated with the output of the school system, it still
provides the basic foundation upon which the trainability of the labour force can be based.
There are a range of institutions providing various types of training in order to enhance
the quality of the labour force, which is needed for a highly competitive economic environ-
ment. While employees may have the technical skills, employers and trainers still express
concern about the attitude of employees to work (that is, deportment, punctuality, respect,
concern for quality and timeliness and response to customers/clients). The development
of new certification arrangements and the use of psychometric testing would provide em-
ployers with better information on the skills, competencies and personality of workers and
therefore promote better job fits.

C. Employment: Reflecting Socio-economic Change
Shifting from Agriculture

Employment creation has been an important goal of economic policy-making in Barbados
over the years. Between 1995 and 2004 the number of persons employed increased from
109,900 to 132,100, that is, an average annual growth rate of 2.1 percent. The rate of female
employment growth was 2.2 percent per annum while the rate for males was 2.0 percent.
(See Table III-6.) The ratio of male to female employment also declined from 1.11 in 1995
to 1.07 in 2004.

Table 111-6. Employment in Barbados by Sex for Selected Years

Number of Persons Employed (thousands) Percent
Year Total Male Female Male Female
1995 109.9 57.7 52.1 52.5 47.4
1998 119.6 64.4 55.2 53.8 46.1
2001 130.9 68.9 61.9 52.6 47.2
2004° 132.1 68.3 63.8 51.7 483

Source: Barbados Economic and Social Report, 2004.

P - provisional.
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Over the past three decades, Barbados has witnessed a secular decline in both the
absolute and the relative number of persons employed in the agricultural sector. Over the
1995-2003 period, the sector employed about 5,400 persons per annum, that is, about 5
percent of the employed labour force. The manufacturing sector also witnessed a decline
in employment over the period: from 11,700 in 1995 to 7,600 in 2004. (See Table ITI-7.) A
decline is also seen in the number employed in IDC-assisted manufacturing and service
companies—ifrom 15,240 in 1995 to 13,674 in 2004.

Government, general services, distribution/commerce, tourism and, to some extent,
construction/quarrying were the main absorbers of labour in Barbados. Government has
been the single largest employer of labour, with the share of government employment
in total employment remaining relatively consistent at about 21 percent over the period.
Government employment grew by 2.1 percent per annum, which is slightly higher than
the overall employment growth rate. General services grew at an average annual rate of 4.7
percent over the 1995-2004 period.

The sectoral distribution of the employed labour force therefore reflects the general
shift of economic activity from agriculture and manufacturing towards the services sec-
tor, which employed over 70 percent of the total number of persons employed during the
1995-2004 period. Females outnumbered males in four of the services: wholesale and retail
trade, financial services, government services and general services. Several of these females
are employed as clerical and service/shop workers. In recent years, the number of employed
professional females has been greater than that of males and reflects the growing trend of
women seeking to enhance their human capital and enter the labour market. Indeed, data on
graduates from the Cave Hill Campus of the University of the West Indies (UWT) indicate
that the ratio of female to male graduates was 2.02 to 1 for first degrees in 2001.

Table IlI-7. Sectoral Distribution of Employment for Selected Years
(thousands)

Sector 1995 1998 2001 2004
Sugar, Other Agriculture and Fishing 5.1 5.2 5.4 4.4
Construction and Quarrying 8.8 12.5 14.2 13.4
Manufacturing 11.7 10.7 9.2 7.6
Electricity, Gas and Water 1.0 1.3 1.9 1.8
Wholesale and Retail 16.6 18.2 19.1 19.6
Tourism 11.9 13.8 13.7 12.2
Transport and Communications 5.1 5.1 5.7 5.2
Financial Services 7.6 7.5 10.4 10.8
General Services 19.3 19.9 22.9 28.9
Government 22.9 24.5 26.2 27.5
Total 109.9 119.6 128.8 132.0

Source: Barbados Economic and Social Report, 2004.

P - provisional.



104 ANDREw S. DOwNES

The Private and Public Sectors

Although the government is the single largest employer of labour (over 20 percent), private-
sector companies account for over 60 percent of the total number of persons employed,
while the self-employed account for about 13 percent of total employment. There has
been a gradual increase in female employment in the Government over the past decade
so that female employees now outnumber males. The Government recently regularised
the employment status of casual workers so that they can qualify for better pensions and
gratuities from the Government. There are now only temporary or permanent workers in

the government services.

Informal Sector

There are very few estimates of employment in the informal sector in Barbados. Although
there has been an increase in the employed labour force classified as “employer” or “self-
employed”, that is, from 9,600 in 1996 to 12,700 in 2001, these categories included persons
working in the ‘formal labour market’ (for example, lawyers, doctors, consultants, accoun-
tants). One study of the informal sector undertaken by the Barbados Statistical Service in
1997-98 indicated that:

(i) the number of informal-sector business operations constituted 40.4 percent
of the average number of ‘employers’ and ‘own-account’ or ‘self-employed’
workers;

(ii) the number of informal-sector employees was 5.9 percent of the average number
of persons employed;

(iii) of the estimated 6,904 persons employed in the informal sector, 61.4 percent
are males and 38.6 percent females;

(iv) the concentration of the sector was in distribution, agriculture and, to a lesser
extent, general services and construction;

(v) few of the operators had university education (1.1 percent) or technical/voca-
tional education (less than 1 percent). Most of the operators had primary- or
secondary-level education;

(vi) production units were very small and operated either singularly or by family
members. Labour-intensive technologies were used in these units;

(vii) approximately 62 percent of the persons employed were between the ages of
30 and 59 years, while 12 percent were aged 20-29 years. This feature would
suggest that work experience was important in the sector; and

(viii) most of the employees were either self-taught or had no training and usually
worked for 4-12 hours per day.
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Educational Levels

A noticeable feature in the labour market is the number of persons with university-level
education, which rose from 11,900 (10.8 percent) in 1995 to 28,300 (21.7 percent) in 2001.
The number of employed females with university education increased from 6,900 (6.3
percent of the employed) in 1995 to 15,900 (12.1 percent of the employed) in 2001. The
corresponding figures for males were 5,100 (4.6 percent) in 1995 and 12,300 (9.4 percent)
in 2001. The ratio of females to males with university education in 2001 was 1.29 to 1 which
was lower than the ratio of female to male graduates from the UWI.

The number of persons giving their highest level of education as technical/vocational,
however, declined over the period, from 8,000 in 1996 to 3,200 in 2001. This employment
trend may reflect either the declining employment opportunities in these areas or the fact
that some individuals seek to improve their educational attainment (that is, pursue a uni-

versity education) in order to provide better signals in the labour market.

Accounting for Employment Growth

Econometric research on employment determination points to the critical role that output
expansion, more so than wage-rate changes, plays in expanding employment in Barbados.
(See Boamah (1985), Coppin (1994a, 1994b, 1995) and Downes, Mamingi and Antoine
(2004).) Labour-market regulations, which have not changed significantly for several years
(for example, national insurance, severance payment), do not seem to have had a significant
impact on employment growth in Barbados (Downes et al., 2004).

These results suggest that economic growth is critical to employment growth in
Barbados. Union bargaining tends to reflect the ‘right to manage’ model, whereby labour
unions and employers negotiate wage/salary levels and other conditions of service, while
employers determine the level of employment given the wage/salary levels.

Providing employment opportunities in non-Barbadian labour markets, especially
Canada and the USA, has been a policy focus of the Government. Barbadian workers have
been placed in such programs as the Canadian Farm Labour Program, Canadian Hotel
Program, Canadian Domestic Program, USA Cruise Ship Program and the US H2b Hotel
Program. Between 1995 and 2004, there was a steady decline in the number of persons
(mainly males) using these programs. In 1995, 662 persons were placed in jobs under these
short contractual arrangements, while in 2004, only 517 persons were so employed.

The demand side of the Barbadian labour market shows a shift from low- and semi-
skilled employment to skilled employment, especially in the services sector. There is a grow-
ing ‘feminization’ of the labour market with increased female labour-market participation
and improvement in human capital as evidenced by the higher proportion of university-

educated and professional employed females. There is a large percentage of females still
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employed in the traditional clerical and service occupations. Government has not only been
the single largest employer of labour in the country (a fact that has fiscal implications), but
its share in total employment increased over the study period. Informal-sector employment
is relatively small. Output growth has been identified as the main determinant of employ-
ment growth in Barbados. External employment programs, which in the past provided an
avenue for the employment of low- and semi-skilled persons, have declined over the years.
The Government does not have active employment programs (crash programs) as in other
Caribbean countries, although poverty alleviation programs in the rural and urban areas

have employment effects.

D. Unemployment
Statistical Features

The unemployed in Barbados are defined as those persons in the labour force who are available
and looking for work but who are unable to find any form of work during a three-month
period immediately preceding the date of enumeration. Such a definition yields higher
unemployment rates in Barbados than in countries that employ the widely used definition
based on ‘one week preceding the date of enumeration’. (See Loehr, 1997, Annex A.)

The total number of unemployed persons fell from 26,900 in 1995 to 14,200 in 2004,
with the corresponding unemployment rates being 19.6 percent in 1995 and 9.8 percent in
2004. The unemployment rate declined to 9.4 percent in 2000, before it increased in 2001
with the onset of a recession in the economy. The unemployment rate for females has always
been higher than that for males. Over the 1995-2004 period, the male unemployment rate
declined from 16.2 percent to 9.0 percent, while the female unemployment rate fell from
23.2 percent to 10.6 percent. (See Table III-8.)

Like many other developing countries, Barbados has a ‘youth unemployment’ problem.
Although the school-leaving age is 16+ years, the unemployment rate among the 15-19-
years age group was 52.9 percent in 1995 and among the 20-24 years age group, it was 31.1
percent. In 2001, the corresponding rates were 30.4 percent for the 15-19-years age group
and 19.7 for the 20—24-years age group. These rates are significantly higher than the national
rates. Not surprisingly, among the youth, females have suffered higher rates of unemploy-
ment than males. In 2001, the unemployment rates for males 15-19 and 20-24 years of age
were 25 and 18.2 percent, respectively, while for females, the corresponding rates were 36.7
and 21.3 percent respectively. With the increase in female employment, there has been a
narrowing of the differential between the male and female unemployment rates. In 1995,
the differential in the 15-19 years age group was 12.6 percentage points, while in 2001, it
was 11.7 percentage points. For 1995 and 2001, the differentials for the 20-24 years of age

groups were 9.9 and 3 percentage points, respectively.



REFORMING THE LABOUR MARKET 107

Table 11I-8. Unemployment in Barbados, 1995-2004

Number Unemployed (thousands) Unemployment Rate (%)
Year Total Male Female Total Male Female
1995 26.9 11.2 15.7 19.7 16.5 22.7
1996 21.5 8.5 13.0 15.6 12.4 18.9
1997 20.0 8.0 12.0 14.5 1.3 17.8
1998 16.9 6.0 10.9 12.3 8.4 16.4
1999 14.6 5.7 5.9 10.4 7.5 13.3
2000 12.4 5.1 7.3 9.3 7.4 1.4
2001 13.0 7.3 5.7 9.9 8.0 11.9
2002 14.8 6.4 8.4 10.3 8.7 12.1
2003 16.0 7.2 8.8 11.0 8.6 12.6
2004° 14.2 6.7 7.5 9.8 9.0 10.6

Source: Central Bank of Barbados, Annual Statistical Digest, 2005.

P - provisional.

Given that over 55 percent of the adult population had no form of certification in
2000, it is expected that a high proportion of the unemployed would have no certification
in spite of acquiring a secondary-level education. Unemployment rates among university
and technical/vocational education graduates are very low. (See Table III-9.)

The high level of youth unemployment, coupled with a high incidence of workers
without certification, suggests a ‘mismatch’ problem associated with a dysfunctional edu-
cational system. Employers and their representatives indicate that it is difficult to recruit
workers with the appropriate work ethic and attitude, job experience and technical skills.
Although training institutions have started to include “attitudinal skills” in their programs,
key informants interviewed for this study still express some degree of concern about the
attitude of young entrants into the labour market.

Table 111-9. Unemployment by Educational Attainment, Both Sexes
(thousands)

Highest Level 1995 1998 2001

of Education B M F B M F B M F
None 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Primary 5.3 2.5 2.8 3.0 1.2 1.8 1.9 0.8 1.0
Secondary 20.0 8.0 12.8 12.5 4.0 8.5 10.6 4.4 6.2
University 1.0 0.5 0.5 0.7 0.3 0.4 1.3 0.5 0.8
Technical/Vocational 0 0.4 0.2 0.5 0.3 0.1 03 0.2 0.1
Other — — — 0.1 0.0 0.1 0.0 0.0 0.0
Not Stated — — — 0.1 0.1 0.0 0.1 0.0 0.1
Total 26.3 1.4 15.5 16.8 5.9 10.9 14.3 6.0 83

Source: Barbados Statistical Service, Continuous Labour Force Sample Survey, 1994—1999 and 1996-2001.
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An examination of unemployed by last occupation indicates that approximately 30
percent were in elementary occupations, which require little or no human capital formation.
Unemployment was also high among service/shop workers and, to a lesser extent, among
craft and related workers.

Severance Payments and Unemployment Insurance

Barbados is the only country in the Caribbean with an unemployment insurance scheme.
That scheme was established in July 1981. The number of claims received rose from 8,830 in
1995 to 14,956 in 2003, while the number of claims allowed increased from 7,601 in 1995 to
12,437 in 2003. A sectoral analysis of the unemployment claims indicates that the wholesale
and retail trade, manufacturing, construction/installation and hotel/restaurant/tourism
sectors were the main ones affected by the temporary unemployment of workers. The main
occupational categories that were susceptible to unemployment and hence the claim for
an unemployment benefit were service workers, clerical workers, production workers and
unskilled/casual/general workers. These tend to be females between the ages of 25 and 44
years. The increase in claims, coupled with the decline in the number of unemployed and
the unemployment rate, suggests that the unemployment spells of those covered by the
scheme are relatively short. Unemployment benefit is “payable for each day of unemploy-
ment, excluding Sundays, as long as unemployment continues, subject to a maximum of 26
weeks in any continuous period of unemployment, or for an aggregate of 26 weeks in the 52
weeks immediately preceding the commencement of the current week of unemployment”.
Data on the number of unemployment benefit recipients by number of days indicate that,
on average, 56 percent of the recipients received the benefit for a period of up to 78 days

(approximately 3 months). (See Table ITI-10.)

Table 111-10. Unemployment Benefit Recipients for Selected Years by
Number of Days Paid

1998 2000 2002
Days Paid # Recipients Percent # Recipients Percent # Recipients Percent
1-12 1245 13.1 1390 14.1 2874 28.3
13-42 2039 21.5 2246 22.8 1842 18.2
43-78 1797 19.0 2202 223 1039 10.3
79-108 1214 12.8 1402 14.2 602 5.9
109-138 1281 13.5 1226 12.5 480 4.7
139-155 1412 14.9 1110 11.3 276 2.7
156 490 5.2 27 2.8 3032 29.9

Source: National Insurance Board, Unemployment Report, 2000, 2002.
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Table llI-11. Employees Severed, by Sex Distribution, 1995-2002

Males Severed Females Severed

Year Number Percent Number Percent Total
1995 355 57.4 263 42.5 618
1996 1009 53.6 872 46.3 1881

1997 429 50.1 427 49.8 856
1998 375 48.0 406 519 781

1999 660 42.7 885 57.2 1545
2000 415 33.8 812 66.2 1227
2001 380 40.7 553 59.2 933
2002 147 323 308 67.6 455

Source: National Insurance Board, Severance Payment Report, various issues.

The Severance Payment Scheme was introduced in 1973 to compensate workers for
involuntary and permanent job loss occasioned by the closure, relocation or sales reduction
of a company. The Scheme covers private-sector employees only, as tenured Government
employees are excluded.

Over the 1995-2002 period, there was a high degree of fluctuation in the number of
employees severed with the range being 618 in 1995 to 1,881 in 1996. During the 1995-96
and 2001-02 periods, more males than females were severed. (See Table ITI-11.)

Reorganization and closure of businesses were identified as the main reasons for
severing workers. The main sectors affected by job loss were commerce, retail trade, manu-
facturing and, to a lesser extent, hotels and construction. Clerical, sales, and service and
production workers were mainly affected. Low levels of severance occur among profes-
sional, administrative, managerial and skilled persons. This pattern of severance follows
the standard ‘pecking order’ approach with frontline service and production workers being
the first group to be severed, followed by supervisory and then managerial staff, when a
business reorganizes.

The process of severing workers usually follows the ‘inverse seniority’ rule with junior
workers with short lengths of service (many of whom tend to be young) being among the
first to be severed. The data suggest that the highest degree of severance occurred among the
young and junior categories of workers. Between 1995 and 2002, approximately 58 percent
of those severed were under 40 years of age. The severance payment arrangements were
changed in 1991 to make the severance of older and relatively long serving employees less
costly. Between 1995 and 2002, on average, 60 percent of those severed had been employed
for less than 10 years. (See Table IT1-12.)

There has been an ongoing concern with the issue of ‘double-dipping’ whereby a severed
worker can claim both severance pay and unemployment insurance up to 26 weeks after
separation. Although there are no statistics on the extent of this phenomenon, it might not
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Table 111-12. Employees Severed, by Years of Service, Selected Years

Years of 1996 1998 2000 2002
Service Number Percent Number Percent Number Percent Number Percent

Under 5 482 25.6 247 31.6 374 30.5 677 43.2
5-10 673 35.8 215 27.5 448 36.5 414 26.4
11-15 285 15.1 89 11.4 138 11.2 193 12.3
16-20 202 10.7 114 14.6 128 10.4 146 9.3
21-25 142 7.5 54 6.9 70 5.7 75 4.8
26-30 54 2.9 42 5.4 47 3.8 61 3.9
31 and over 43 2.3 20 2.6 22 1.8 — —
Total 1881 100 781 100 1227 100 1566 100

Source: National Insurance Board, Severance Report (various issues).

be a severe problem, given the relatively small number of persons who are severed. There is,
however, a need to rationalize the unemployment benefit and severance payment schemes to
reduce the overall costs of job separation. This process can include adjusting the qualifying
requirements for the two schemes, reducing the amount of benefits in one scheme relative
to another or reducing the contributions paid by the parties into the respective funds. The
final result would be dependent on the rapidity with which an individual can reasonably be
expected to find a new job and the extent of adjustment costs paid by employers.

The relatively high unemployment rates in Barbados stem not only from the way that
unemployment is measured but also from structural features in the form of mismatch, job
queuing and movements in business activity. There is a formal social safety net to assist
the unemployed in Barbados (that is, unemployment insurance and severance payment
scheme), but the provisions in these schemes apply only to those who qualify. Several of
the unemployed are young dependents who share in household resources in a form of a
family or household safety net. Others engage in informal-sector activities until jobs in the
formal sector arise. The key to unemployment reduction is to expand productive activity
in the economy on a long-term and sustainable basis (that is, economic growth) coupled
with human resource development.

E. Wages, Productivity, and Competitiveness

Two variables through which the labour market affects the degree of international com-
petitiveness are changes in wages and labour productivity. With a fixed-exchange-rate with
its main trading partner, the USA, Barbados has to ensure that real wage increases do not
outstrip increases in (labour) productivity.

Barbados has established a Social Partnership involving the Government, the private

sector and the labour unions. This Partnership seeks to maintain a balance between wages,
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Table 1lI-13. Wages, Prices, and Labour Productivity, 1995-2003

Nominal Wage Retail Price Real Wage Index Labour Productivity

Year Index (1995=100)  Index (1995=100) (1995=100) Index (1995=100)
1995 100.0 100.0 100.0 100.0
1996 103.0 102.4 100.6 99.2
1997 109.2 110.3 99.0 102.2
1998 113.6 108.9 104.3 105.3
1999 118.2 110.9 106.6 103.5
2000 122.7 1133 108.3 103.3
2001 127.0 116.3 109.2 95.6
2002 130.8 116.3 112.5 9.9
2003 134.7 118.3 113.9 98.4

Sources: Calculated from data in Barbados Economic and Social Report, 2003; and Central Bank of Barbados, Annual Statistical Digest, 2004.

Note: The nominal wage index is calculated using data from the Annual Statistical Digest and average salary increases granted by the Government and
private sector.

prices and productivity, inter alia. This understanding is expressed in the form of Proto-
cols which have been in existence since 1993: Protocol 1 (1993-95), Protocol 2 (1995-97),
Protocol 3 (1998—2000), Protocol 4 (2000-04) and Protocol 5 (2005-07). These Protocols
have given non-governmental entities a ‘voice’ in economic decision-making. (See Downes
and Nurse, 2004 for a full discussion).

Between 1995 and 2003, nominal wage rates increased at a rate of 3.8 percent per an-
num, while the average annual inflation rate was 2.1 percent. Overall, real wages increased
by 1.7 percent per annum over the 1995-2003 period. Using the ratio of real GDP at factor
cost to the number of persons employed as an indicator of labour productivity, the available
data indicate that labour pro-

ductivity fluctuated over the

period 1995-2003 with a
general negative trend. (See
Table III-13.)

Overall, real wage in-
creases were higher than es-
timated changes in labour
productivity. (See Figure
II1-2.). There is the possibil-
ity that labour productivity
growth may be underesti-
mated since the base year for
measuring real GDP has not
changed since 1974.

Figure Il-2. Trend in Real Wages and
Labour Productivity, 1995-2002
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Sectoral Wages and Salaries

In the public service, there was a slight increase in real wages/salaries, as nominal wage/salary

increases were above the rate of inflation over the period. (See Table ITI-14.) Over the years,

public officers have been granted ‘across-the-board’ increases which have narrowed the range
between the top and bottom salaries. It is estimated that the ratio of the top (S1) to bottom (Z38)
salary is currently 5.5 to 1, which is a reduction from a ratio of 15 to 1 in 1960. It is generally

thought that whilst lower ranks of the public service are competitive with the private sector,

the upper ranks are not. Despite the security of tenure that public officers enjoy in established

posts, attracting individuals to the civil service, especially in senior professional and admin-

istrative posts, appears to be
difficult. This can have a long-
term negative impact on the
productivity of the economy
as public service productivity
can be slowed down.

Over the 1995-96 to
2004-05 period, wages and
salaries accounted for a de-
creasing share of government
current expenditure from
41.2 percent to 33.0 percent
(provisional). (See Table III-
15.) There was a significant

Table llI-14. Public Service Wage/Salary Increases,

1995-2003
(percent)

Wage/Salary Retail Price Real Wage
Year Increases Index Increase Increase
1995 3.0 1.9 1.1
1996 3.0 2.4 0.6
1997 6.3 1.7 -1.4
1998 3.0 -1.3 43
1999 4.2 1.6 2.6
2000 3.0 2.4 0.6
2001 3.0 2.8 0.2
2002 3.0 0.2 2.8
2003 2.0 1.5 0.5

Source: IMF. Barbados Statistical Appendix (various issues).

Table 1lI-15. Wages and Salaries in Central Government, 1995-96 through 2004-05

Wages and Salaries

Share of Current

Growth of Wages

Government

Year (Bds$ millions) Expenditure (%) /Salaries (%) Employment (thousands)
1995/6 435.7 41.2 6.0 229
1996/7 462.9 40.8 6.2 23.9
1997/8 503.5 40.1 8.8 25.2
1998/9 530.6 39.8 5.4 25.0
1999/2000 579.9 41.2 9.3 26.9
2000/1 601.5 39.7 3.7 25.0
2001/2 606.5 38.3 0.8 26.7
2002/3 641.9 38.4 5.8 27.7
2003/4 571.2 32.7 -11.0 27.9
2004/5° 601.2 33.0 5.3 27.5

Source: Central Bank of Barbados, Annual Statistical Digest, 2005, p. 153.

Note: Government employment is based on the calendar year.

P - provisional.
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Table 1lI-16. Employment and Earnings by Industrial Group, Quarter Ending
September 2003

Total Employees Average Weekly Earnings (Bds $)
Industrial All Wage Salaried All Wage Salaried
Group Employees Earners Employees  Employees Earners Employees
Agriculture 2,089 1,723 366 417.35 328.08 838.14
Mining and Quarrying 468 308 160 816.20 737.48 968.21
Electricity, Gas, Water 10,614 7,441 3,174 494.08 383.32 730.32
Construction 1,926 1,220 706 834.09 565.94  1,297.17
Wholesale and Retail Trade 5,448 4,486 962 511.93 441.58 839.95
Hotels and Restaurants' 26,763 17,834 8,929 426.06 324.57 628.76
Transport and Communications 8,650 2,902 5,748 598.03 434.08 680.81
Financial Services/Real Estate 15,752 6,655 9,096 538.23 333.14 688.28
Gov't Services/Other Services 32,950 12,092 20,858 643.79 447.28 757.74
Total/Overall 104,658 54,660 49,998 546.15 385.35 721.95

! Average Weekly Earnings for Hotels and Restaurants and Other Services are as follows:

All Employees Wage Earners Salaried Employees
Hotels and Restaurants 386.36 330.64 674.46
Other Services 496.25 278.92 619.28

Source: Barbados Statistical Service, Occupational Wage Survey, September 2003.

growth in the wages and salaries bill during the 1995-96 to 1999-2000 period as govern-
ment employment expanded from 22,900 persons in 1995 to 26,900 persons in 2000. While
there was a slowing down in the growth of the wages and salaries bill during the recession
of 2001-02, there was some reversal in this situation as further employment in the govern-
ment services expanded to 27,500 persons in 2004.

Data from a recent occupational wage survey indicate that 52 percent of employed
persons were wage earners, while 48 percent were salaried employees during the third quarter
of 2003. (See Table ITI-16). The average weekly earnings of both wage earners and salaried
employees were highest in mining and quarrying, electricity, gas and water and construction,
and lowest in agriculture, manufacturing and distribution, hotels and restaurants. The ratio
of highest to lowest average weekly earnings was 2 for all employees, 2.27 for wage earners
and 2.06 for salaried employees. These ratios are much lower than that which obtains in

the central government where the ratio is 5.5.

Productivity and the Social Partnership

Estimates for average labour productivity at the sectoral level (defined as real sectoral GDP

divided by the number of persons employed in the sector) indicate that the highest levels
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Table 1lI-17. Labour Productivity by Sector, 1995-2003

(Bds$ thousands)

Sector 1995 1996 1997 1998 1999 2000 2001 2002 2003

Agriculture and Fishing ~ 10.4 9.6 10.2 10.4 11.3 12.7 10.3 10.2 8.5

Manufacturing 7.3 8.5 8.2 8.5 8.6 8.7 8.8 9.0 9.0

Electricity, Gas and Water  30.4 28.8 23.5 29.0 19.8 19.8 20.6 20.9 15.7

Construction, Mining, 6.1 6.2 6.1 6.0 6.5 6.1 5.5 6.1 6.7
Quarrying

Wholesale and Retail 9.7 1.1 11.9 11.2 10.9 10.1 9.6 9.4 9.7
Trade

Tourism 11.0 10.8 11.0 10.4 1.7 1.1 10.8 10.1 11.0

Transport and 13.7 15.9 16.1 15.4 18.2 16.5 14.7 17.2 17.0
Communications

Finan., Bus. Services, 5.5 4.8 5.3 6.0 5.4 4.8 4.9 4.9 4.8
Gen. Services

Government 5.1 5.0 5.1 5.1 4.9 5.5 5.1 4.9 4.9

Total 1.7 7.6 7.9 8.1 8.0 8.0 7.5 7.5 7.6

Source: Central Bank of Barbados, Statistical Digest (various issues).

were obtained in electricity, gas and water, tourism and transportation and communications.
The lowest levels were in government services, financial and business services and construc-
tion, mining and quarrying. (See Table III-17.) Although there are measurement problems
associated with the calculation of labour productivity (especially in the services sector), the
data suggest that labour productivity is high in ‘capital intensive’ sectors and low in ‘labour
intensive’ services sectors. All of the sectors exhibited a decline in labour productivity over
the 1995-2003 period with the exception of the manufacturing and transportation and
communication sectors, both of which exhibited some increase in productivity primarily
owing to labour shedding.

An important aspect of Protocols 1 to 4 was the design and use of productivity or
performance-based payment schemes in both the private and public sectors. Protocol 1
(1993-1995) included a provision whereby there was a freeze on basic nominal wages and
salaries with provision for the payment of profit-sharing and productivity bonus. Protocol
2 (1995-97) and subsequent Protocols called for greater wage restraint in the negotiation
process, with provision for bonus payments based on productivity and other measures of
organizational performance. Studies by Downes and Alleyne (1998) and Bannister (2004)
indicate that productivity-based payment schemes have not been as prevalent as one would
have expected with the establishment of a National Productivity Board (now Council) in 1993.
The Council has undertaken an educational and training program to promote the design and
use of such schemes, but companies have not proceeded with the implementation process.

Several reasons have been cited by the key informants for the lack of implementation:
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(i) the high informational requirements of the schemes;
(ii) improvement in the economy which reduces the necessity to resort to such
schemes;
(iii) the need to keep certain types of information confidential;
(iv) the lack of tax incentives for such schemes;
(v) the absence of submission by unions; and

(vi) the lack of enthusiasm by management of companies.

Empirical studies of the available schemes however indicate that such schemes have a
positive impact on cooperation with others (teamwork), commitment to the organisation,
labour-management relations, productivity, profitability and competitiveness. The data
also indicate that such schemes were prevalent during periods of recession in the economy
(1990-92 and 2001-02), a fact that reflects the origin of gain-sharing schemes.

Productivity and Competitiveness

Using the ratio of real wages to labour productivity as a measure of competitiveness, one can
observe that, at the aggregate level, real unit labour costs (RULC) showed an upward trend
over the period 1995-2003,
suggesting a possible loss in

o Table 1lI-18. Indicators of Competitiveness,
competitiveness. (See Table 1995-2003

[I-18.) ' ' Real Unit Changes in the Real
The increase in RULC Labour Cost Changein  Effective Exchange
has slowed down since 2002. Year (1995=100) RULC (%) Rate (%)
Another indicator of com- 1995 100.0 -1.7 -1.0
petitiveness, the real effec- Bg? 18;3 lj g?
tive exchange rate (REER) 1998 99'1 _2'3 _1'1
supports the general result 1999 103.0 3.9 4.1
emerging from the use of the 2000 104.8 1.7 6.0
RULC. The REER showed 207 14.2 20 13
.. 2002 116.1 1.7 -5.3
an appreciating trend up to 2003 15.8 03 94

2000 and a depreciating trend

Sources: Table I1I-13; IMF, Staff Reports for Barbados (various issues).

thereafter (Flgure IH'3)' Note: The real unit labour cost (RULC) is calculated from data in Table I1l-13. The real effective
The depreciatine trend exchange rate (REER) is an index of relative prices adjusted for nominal exchange rate move-
p g ments. Minus signs indicate depreciation in the exchange rate or improved competitiveness.
in the REER is partly due to

the decline in the US dollar
(to which the Barbadian dol-
lar is tied) against major international currencies over the past four years. The improve-

ment in international competitiveness of Barbadian exports depends on greater increases



116 ANDREW S. DOWNES

in labour productivity than Figure llI-3. Change in RULC and REER, 1995-2002
in real wages. Labour pro-

ductivity growth depends, "7

inter alia, on investment in 5 _—\
human and physical capital
phy pital, 0|

the adoption of new technol-

Change (%)

ogy, plant organization and
adroit management system.

Little research has been un-

T T T
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Year

dertaken on the factors influ-
encing labour productivity in
Barbados. —— Changes in the Real Effective Exchange Rate += =~ Change in RULC

Wage Rates and
Productivity: A Comparative Analysis

The extent to which Barbados has lost or gained competitiveness via labour market be-
haviour and outcomes can be discovered through a comparative analysis of wage rates
and labour productivity. Re-

cent dataonlabour productiv-  ppje 111-19. Value Added Per Person Employed

ity in four Caribbean countries (US$1990)

(Barbados, Jamaica, St. Lucia

Year Barbados Jamaica St.Lucia Trinidad and Tobago

and Trinidad and Tobago), us-

. 1985 28223 11324 29186

ing a common methodology,
oo , 1986 28393 9577 12752 28465
indicate that over the period 1987 26630 9829 12669 78315
1985-2001, labour productiv- 1988 26761 9680 14026 26871
ity in Barbados was higher 1989 26881 10446 14855 26841
than in Jamaica and St. Lucia. 1990 25627 11094 15125 27231
(See Table T11-19.) 1991 26049 11259 14786 26084
H lab 1992 25464 11825 15516 25013
JTOowever JADOUL PTO 4993 25979 12108 14975 24336
ductivity in Trinidad and 1994 25856 12110 15324 24801
Tobago was higher than that — y995 5385 11765 15032 25251
in Barbados. As indicated 1996 24685 11946 14937 25717
o 1998 25546 11635 14926 25125

eral decline in labour pro-
o ) 1999 25657 11684 14341 26550
ductivity in Barbados, while 2000 25736 11916 13725 27692
in Trinidad and Tobago, there 2001 24644 12054 18530

was a general decline between — — -
Source: 1LO (2000), Establishing Labour Productivity Indlicators for the Caribbean

1985 and 1993, and a rise (Port-of-Spain, Trinidad and Tobago).



between 1994 and 2001. (See
Figure I11-4.)

A comparison of unit
labour costs across Barbados,
Jamaica and Trinidad and
Tobago indicates that unit
labour costs in Barbados were
lower than those in Trinidad
and Tobago between 1985 and
1994 and higher thereafter. In-
deed, unit labour cost has been
increasing in Barbados relative
to Trinidad and Tobago. (See
Table II1-20.) These results
indicate that while Barbados is

REFORMING THE LABOUR MARKET 117

Figure lll-4. Value Added Per Person Employed in
Barbados, Jamaica, St. Lucia, and Trinidad & Tobago
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relatively more competitive than Jamaica, it is less competitive than Trinidad and Tobago. This

result, reinforced by a recent study on comparative real effective exchange-rates in Barbados,

Jamaica, and Trinidad and Tobago, indicates that Trinidad and Tobago is the most competitive

economy in the region (Moore,
Skeete and Greenidge, 2004).

Available data on weekly
wages in the hotel industry and
the retail, manufacturing and
construction sectors in selected
Caribbean countries indicate
that, in 2001, wages in the
hotel industry in Antigua and
Barbuda and in Barbados were
comparable for various posts.
Jamaican workers received
relatively lower wages while
in the Bahamas, hotel work-
ers received relatively higher
wages. (See Table III-21.)

In the construction sec-
tor, the Bahamas offers the
highest wages per hour for
various posts, whereas there

is some degree of similarity

Table 111-20. Unit Labour Cost in Selected
Caribbean Countries

Year Barbados Jamaica Trinidad and Tobago
1985 0.20 0.38
1986 0.13 0.21 0.27
1987 0.24 0.27
1988 0.27 0.26
1989 0.30 0.24
1990 0.28 0.25
1991 0.17 0.22 0.26
1992 0.17 0.19 0.28
1993 0.19 0.25 0.24
1994 0.19 0.25 0.22
1995 0.25 0.32 0.22
1996 0.28 0.37 0.22
1997 0.31 0.43 0.21
1998 0.29 0.47

1999 0.32 0.48 0.23
2000 0.34 0.47

2001 0.37 0.47 0.23

Source: ILO (2000), Establishing Labour Productivity Indicators for the Caribbean
(Port-of-Spain, Trinidad and Tobago).
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Table 111-21. Weekly Wages Data for Selected Categories of Workers in the Hotel
Industry, 2001

(Bds $)

Category Antigua Bahamas Barbados Dominica Jamaica
Baker 251.49 563.64 289.23 135.28-180.10

Bartender 233.02 565.50 302.62 126.03-164.78 73.44-163.48
Bell Captain 218.64 324.84 292.28

Bus Person 211.34 264.00 266.10 65.88-143.36

Butcher 563.34 289.23

Dishwasher 209.15 417.00 263.04 107.82-112.90

Front Desk Clerk 239.08 569.00 289.22 217.02-294.96
Headwaiter 266.67 443.50 302.62

Laundry Worker 209.15 488.50 269.14 71.74-143.36 73.44-149.85
Night Auditor 239.08 571.16 331.39 102.48-156.66

Pantry Worker 497.34 269.14 107.82-112.90

Receptionist 251.49 531.16 289.22 122.98-225.46 78.26—258.36
Security Guard 231.05 450.00 268.62 116.18-231.32

Security Supervisor 240.54

Waiter/Waitress 211.34 190.00 289.22 96.63-150.79 73.44-149.85
Wine Steward 211.34 376.34 289.22 107.82-112.90

Source: Barbados Employers' Confederation, Labour Digest 2001.
Note: Bds$2 = US$1.

for various posts in Antigua, Barbados, Dominica, Jamaica and Trinidad and Tobago. In the
manufacturing sector, the Bahamas and Barbados offer relatively high wages, while in the retail
sector, there is some degree of ‘wage convergence’ for selected posts. (See Table I11-22.) These
data do not take into consideration non-wage elements that can increase labour costs and
hence lead to a decline in relative competitiveness. The labour-market mobility afforded by the
CSME can have the effect of bringing about some degree of ‘wage and non-wage convergence’
while providing access to a wider pool of skilled resources to enhance overall productivity.
In general, the data on wages and labour productivity for selected Caribbean countries
suggest that Barbados is not very competitive in the international market. With declining
labour productivity and increasing wage rates, unit labour cost has increased over time.
Concerns by employers with respect to the attitude of workers towards work further com-

plicate the situation.

F. Labour-Market Regulation

Labour-market regulation can be broadly defined as the range of economic, social and judicial
measures and mechanisms involved in the determination of labour-market behaviour and
outcomes. They emerge from both the legislative machinery of the state and the collective
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Table 111-22. Hourly Wages within the Retail, Manufacturing, and Construction
Sectors in Select Caribbean Countries, 2001

(Bds $)

Antigua Bahamas Barbados Dominica Jamaica Trinidad
Construction
Truck Driver 16.23 19.00  11.25-12.55 4.72-6.07  3.46-10.58 5.31
Labourer 7.36 14.00 8.05 2.91-3.66 1.81-4.86  2.73-4.92
Carpenter 10.59 19.00 9.95-10.66 4.72-6.07  4.24-10.01 4.97
Mason 10.45 16.00 12.55 4.72-6.07  4.24-10.01 4.97
Machine Operator 10.57 18.00  10.70-15.86 3.90-4.43  5.72-12.39 2.91
Electrician 17.78 44.00 9.22-12.75 472-6.07  4.27-11.85 6.99
Painter 11.19 16.00  12.50-13.30 4.72-6.07 0.61-0.84  3.64-9.77
Foreman 29.37 30.00 10.32-11.13  3.46-16.70  4.96-11.06
Manufacturing
Lab Technician 17.30 15.35 2.70-18.99 7.08-8.66
Plant Electrician 9.96 20.48 20.31 3.75-8.29 4.18-12.62 7.73
Welder/Fabricator 12.05 21.04 12.90 3.75-8.29 3.50-12.62 8.44-9.25
Product Supervisor 8.52 37.02 25.11 3.88-6.74 2.07-29.26 6.38-8.16
Receptionist 7.59 18.76 10.62 4.98 2.29-5.16 5.18-6.16
General Worker 6.01 12.20 9.33 4.05-4.52 1.52-10.03 3.82-5.12
Payroll Clerk (A/C clerk) 4.38 22.12 12.93 4.08-7.02 3.76-17.60 10.41
Retail
Cashier 5.80 8.00 5.48-7.53 3.97-6.06 3.34-13.42 3.91-5.41
Van Driver 9.33 8.08-9.10 4.62-9.81 2.29-10.79 4.65
Clerk 8.30 6.70 6.18 3.77 4.60-6.62 2.56-3.99
Porter 6.21 7.00 6.53-8.13 3.07-5.24 2.30-8.49 7.38
Forklift Driver 6.42 12.00 10.30-11.85 2.93-5.00 3.55-10.87 8.20
Messenger 5.48 10.00 6.70-8.13 3.84-4.39 2.29-7.53 5.30-5.69
Security Guard 14.70 ~ 10.00-12.00 5.93 3.86-8.72 3.49-13.13 2.33-3.33

Source: Barbados Employers’ Confederation, Labour Digest 2001.

bargaining process between labour unions and employers. (See Downes, 2002.) These mea-
sures and mechanisms can result in some degree of labour-market rigidity or inflexibility
and increase the non-wage labour costs. The regulations have been developed to protect the
rights of both workers and employers. From a labour economics perspective, the regulations
give rise to labour adjustment costs (that is, the costs associated with the hiring and firing of
workers) and make the labour input in the production process a quasi-fixed factor.

There are several laws that directly govern the operation of labour matters in Bar-
bados. (See Appendix 1.) In addition, Barbados is a member of the International Labour
Organisation (ILO), hence it has ratified a number of conventions. Some of these have been
subsequently incorporated into the labour laws of the country. Probably, the most prominent

of the labour laws that impact on labour costs are:
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(i) national insurance and social security;
(ii) holiday with pay;
(iii) severance payment; and

(iv) shops.

National Insurance and Social Security

The National Insurance and Social Security Scheme provides a range of benefits, which
include: old age, disability, death/funeral, sickness, maternity, work injury, unemployment
and survivors. The Scheme collects contributions from employed and self-employed persons
based on a percentage of their maximum insurable earnings. While the maximum insurable
earnings did not increase during the 1995-2004 period, the contribution rates for employed
persons (16-65 years) increased by 1.5 percentage points, from 17.75 to 19.25 percent. For
self-employed persons, the increase was 3.5 percentage points. (See Table I1I-23.) The con-
tribution rate for employees (16—65 years) increased from 8 percent in 1995 to 9 percent
in 2004 (1 percentage point), and, for employers, it rose from 9.75 percent in 1995 to 10.25
percent in 2004 (0.5 percentage point). For self-employed persons, the contribution rate
increased by 3.5 percentage points.

Further changes in the national insurance contribution rates have been introduced by
the Government to cover the period 2005-06. (See Table II11-24.) These changes would mean
that the overall contribution rate for employed persons (15-65 years) would increase by 3.5
percentage points with a rise in the national insurance contribution rate of 5.5 percentage
points and a reduction in the severance payments and unemployment insurance rates of
2 percentage points. This adjustment suggests that the Government plans to maintain a
certain level of employment in the country so that the call on the unemployment insur-
ance and severance payment funds would not be excessive. Furthermore, there has been a
slight shift in the payment of national insurance contributions towards the employee and
a significant increase in the contribution rate for self-employed persons. The maximum
insurable earnings were increased from Bds$3100 to Bds$3190 per month from January
1, 2005.

These changes in the contribution rates and the maximum insurable earnings would
increase non-wage labour costs. For example, assuming that a person’s monthly salary is
equal to the maximum insurable earnings, then in 1995 the employee would have paid Bds
$248 and the employer, Bds $302.25. In 2004, the payments would have been Bds $279 for
employees and Bds $317.75 for employers, while in 2006 the payments would be Bds $319
for employees and Bds $358.88 for employers. No changes are planned for the contribution
rates for the training fund, employment injury and non-contributory components of the
overall national insurance.
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Table 11I-24. National Insurance Contributions, 2005 and 2006

(percent)
2005 2006
Total Employee Employer Total Employee  Employer
% % % % % %
Employed Persons 16-65 Years
National Insurance 12.50 6.25 6.25 13.50 6.75 6.75
Non-contributory 4.00 2.00 2.00 4.00 2.00 2.00
Employment Injury 0.75 — 0.75 0.75 — 0.75
Unemployment 1.50 0.75 0.75 1.50 0.75 0.75
Severance Fund 0.50 — 0.50 0.50 — 0.50
Training Fund Levy 1.00 0.50 0.50 1.00 0.50 0.50
Total 20.25 9.50 10.75 21.25 10.00 11.25
Employed Persons Under 16 and 65 Years and Over
Employment Injury 0.75 — 0.75 0.75 — 0.75
Training Fund Levy 1.00 0.50 0.50 1.00 0.50 0.50
Total 1.75 0.50 1.25 1.75 0.50 1.25
Self-Employed Persons
National Insurance 12.50 13.50
Non-contributory 2.00 2.00
Training Fund Levy 0.50 0.50
Total 15.00 16.00

Source: PriceWaterhouseCoopers, Tax Facts and Figures Barbados 20.

Holiday with Pay

Data on holiday pay for select-  Table 11I-25. Holiday with Pay Provision in Selected

ed Caribbean countries indi- Caribbean Countries, October—-November 2004

cate that workers in Barbados Alternative Employment Periods

ff than those i

are better off than t ose Country One Year Less than One Year Ten Years

several other countries. (See

Table I11-25.) For example, a Antigua and Barbuda 12 60 120

worker in Barbados is entitled, Barbgdos 15 15 20
Dominica 10 10 15

by statute, to three weeks (15 Grenada 10 15 15

working days) holiday with Guyana 10 10 10

pay if he/she is employed for Jamaica 10 10 10
St. Lucia 10 10 15

less than five year's, and fou'r St Vincent 414 18 Y

weeks (20 days) if he/she is Trinidad and Tobago 10 10 10

employed for more than five Source: Barbados Employers’ Confederation, BEC@WORK, Vol. 4, No. 6, December 2004, p. 3.

years. In Jamaica, the statu- Note: The days represent statutory requirements only. Employees may obtain longer vacation

. . with pay due to collective bargaining arrangements.
tory requirement is two weeks P gaining ereng

regardless of the period of
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employment. In practice, workers receive longer periods of holiday with pay either through
individual contractual arrangement or via the collective bargaining process.

During the holiday period, the employer incurs direct cost without a corresponding
output if the worker is not temporarily replaced during the holiday period. If an additional
worker is hired or existing workers work overtime to cover the work of the employee who is
on holiday, then the employer incurs an additional cost. The longer the holiday period, the
higher the incremental cost. It can be argued, however, that the holiday period allows the
worker to recuperate from the stress in the workplace, thus avoiding fatigue. This recupera-
tion enhances long-term labour productivity, which is rewarded by the payment during the
holiday period. While holiday with pay may appear costly to the firm in the short run, it

can bring long-term benefits especially in the case of long tenured workers.

Severance Payments

The Severance Payments scheme is a form of income protection that provides compensation
to workers who are terminated by a company because of redundancy or national disaster
or whose contract of employment is terminated after a period of lay-off or short time. All
employers (except the Government) are required to contribute a percentage of their wage
bill to a Severance Payments Fund. (See Tables ITI-23 and III-24.) Severance payment is paid
by the employer to the employee who qualifies—that is, a person (16—65 years) who has
been employed by the company continuously for two years (104 continuous weeks), and is
contracted to work for no fewer than 21 hours per week.). Employers who pay employees
according to the provisions of the Act are entitled to a rebate of 25 percent of the payment
from the Severance Payment Fund (that is, they absorb 75 percent of the employee’s sever-
ance payment). If the employer refuses to make such payment or he/she is unable to make
the payment because of insolvency, then the Fund makes the payment to the employee. This
payment is later recovered, if possible, from the employer.

From the employer’s perspective, payments into the Fund represent a contingent
payment, which is triggered when severance occurs. During periods of economic recession,
the claims can be very high. For example, during the 1990-93 recession, there was a severe
cash imbalance in the Fund, which required a financial injection from the Government and
prompted a change in 1991 in the contribution rate, the rate of severance payment and the
definition of ‘basic pay’ in terms of insurable earnings.

Since 1993, there has been a general decline in the level of unemployment, hence
there has been no pressure to change the arrangements governing the scheme. Indeed, the
contribution rate was reduced from 1 percent to 0.5 percent of insurable earnings in 2003.
In 2002, an employer paying 1 percent of maximum insurable earnings (Bds $3100) would
have contributed $31 to the Fund, while in 2003, the contribution would have been $15.50.
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Although there was an increase in the maximum insurable earnings in 2005, the increased
contribution to the Fund was very marginal (an additional 45 cents).

The provisions in the Severance Payments Act represent minimum payments. Employers
are free to pay employees higher amounts than are required by statute. There is a view that
in the context of mergers and acquisitions associated with the globalization process, firms
should seek to pay highly skilled senior personnel much more than the statutory minimum
(thatis, a golden handshake/parachute). It has been suggested that the Fund be used to effect

the re-training of severed/redundant employees. (See Downes and Antoine, 1994.)

The Shops Act

The other significant legislative change that took place in the labour market since 1995 was
the amendments to the Shops Act in 1996. Several issues have been raised by employers
with respect to some of the provisions of the Act and the impact of those provisions on

operational efficiency and labour costs. The main amendments relate to:

(i) changing Sunday from being a ‘closed’ day to an ordinary working day except
for Easter Sunday. This amendment has provided employers with some degree
of operational (time) flexibility;

(ii) extending the concept of a ‘shop’ to include establishments that have hitherto
been excluded from the provisions of the Act;

(iii) the provision whereby a shop assistant cannot be made to work on his/her day
of religious worship without his/her consent and also the provision of penalties
for breaching this regulation;

(iv) the provision for a five-day work week for shop assistants with a rest period of
at least 2 days, one of which should be a day observed as the day of religious
worship. The two-day rest period would not apply where a shop assistant agrees
to work overtime. The employers feel that the concept of ‘overtime’ should be

clearly defined.

The Social Partners have been discussing the implications of the amendments with a
view to increasing their operational efficiency without disadvantaging the shop assistants.
The statutory minimum remuneration payable to shop assistants was changed in 1997 and
2004. (See Table ITI-26.) The dual rate for persons under and over 18 years was removed in
2004, thus increasing the minimum rates of payment for those under 18 years more than
for those above 18. Although the minimum rates have been calculated to be marginally
sufficient to meet minimum living standards, most employees earn more than the statu-
tory minimum rates. Household domestics are the only other category of workers subject

to minimum wage legislation.



Labour-Market
Indices

The range of legislative mea-
sures has been developed
into indices by Rama (1995),
Marquez and Pages (1998)
and Heckman and Pages
(2000). The data for the
mid- to late 1990s suggest
that the degree of labour-
market rigidity in Barbados,
as defined by the Rama in-
dex, was the highest in the
CARICOM region, while
the degree of employment
protection in Barbados was
relatively low as defined by
the Marquez-Pages index.
(See Table I11-27.)

Heckman and Pages
(2004) have examined legis-
lative provisions relating to
the termination of indefinite
contracts (advance notice
and compensation if the
worker quits) and indemni-
ties for dismissal (compen-
sation for dismissal due to
€CONOMIC reasons) across a
number of Latin American
and Caribbean countries for
1999. (See Table I11-28.) The
data for a selection of coun-
tries indicate that Barbados
compares favourably in these
areas of labour-market regu-
lation.
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Table IlI-26. Statutory Minimum Remuneration
Payable to Shop Assistants, 1997, 2004

125

(Bds $)
From June 12, From December 20,
Item 1997 2004
Weekly payable rate 158.00! 200.00
170.002
Daily payable rate for 31.60! 40.00
persons not employed 34.002
on a weekly basis
Hourly payable rate for 3.95' 5.00
non-weekly and 4.25?
non-hourly paid workers
Overtime rate of wages 5.93! 7.50 per hour
payable for ordinary 6.38? or part thereof
working days
Overtime rate of wages 7.90 10.00 per hour
for public holidays 8.50? or part thereof

" For persons under 18 years of age.
2 For persons 18 years and over.

Table 11I-27. Labour-Market Indices for Selected

Caribbean Countries

Rama'’s Labour Marquez-Pages Employment

Country Rigidity Index Protection Index
Antigua/Barbuda 0.390 —
Bahamas 0.580 2
Barbados 0.182 8
Belize 0.223 5
Grenada 0.328 —
Guyana 0.415 —
Haiti 0.393 16
Jamaica 0.278 12
St. Kitts/Nevis 0.476 4
St. Lucia 0.306 —
St. Vincent 0.251 —
Suriname 0.283 15
Trinidad and Tobago 0.354 17

Note: Rama’s (1995) index includes ILO conventions ratified, annual leave with pay, maternity
leave, social security contributions, government, minimum wage, severance pay, unionization.
The Marquez-Pages (1998) index includes definition of just cause for dismissal, tenure-related
severance payment, probationary period, severance at 20 years and reinstatement. The higher
the value of the Rama index, the higher the degree of labour-market rigidity. A similar result

obtains for the Marquez-Pages index.
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Table 11I-28. Labour Legislation Features in Selected Caribbean and
Latin American Countries, 1999

Compensation for Upper limit to

Advance Compensation Dismissal due to compensation
Country Notice if worker quits Economic reasons for dismissal
Bahamas Half to one month 0 Negotiable No
Barbados Negotiable 0 0.4TWNifN>2 3.75 monthly

(in practice, one month) salaries
Belize Half to one month ~ 1/6 W-N'if N > 10 114W-Nif N > 5 Max 42 weeks
Costa Rica One month 0 W-N 8 monthly salaries
Dominican Republic Half to one month 0 0.67W-Nif N = No
Tto4d
0.74W:NifN>5
Guyana Half month 0 1AWNifN=1t05 12 monthly
12W-NifN=5t0 10 salaries
Jamaica Two to twelve weeks 0 13W-NifN=2to5 No
12W-Nif N >5
Panama One month 1/4W-N 3/4W-Nif N <10 No
7.5W + 1/4 W-N if
N> 10
Suriname Quarter to six months 0 Negotiable No
Trinidad and Tobago Two months 0 13WNifN=1t04 No
112ifN>5

Source: Heckman and Pages (2004), Table A1.
Note: W — monthly wages; N — years of tenure.

New Legislation

In recent years, there has been a significant degree of consultation and discussion relating
to new pieces of labour legislation:

(i) the Employment Rights Bill (fourth draft January 2001);
(ii) the Safety and Health at Work Act (passed in 2005); and
(iii) the Sexual Harassment Bill.

There has also been discussion on trade union recognition, HIV/AIDS, minimum wages,
severance payments and provisions in the Shops (Amendment) Act. These consultations and
discussions involving the Social Partners (Government, labour unions and employers) have

been ongoing for some period as aspects of the changes have implications for both workers
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and employers. For example, the provisions in the Safety and Health Act can increase costs
to employers while providing protection for workers.

The Employment Rights Bill provides for a statement of particulars on the nature of
the employment contract from employers along with an itemised pay statement, statutory
minimum amount of notice of termination, a certificate of termination, the right not to be
dismissed unfairly and the establishment of an employment rights tribunal. The Bill seeks to
be anti-discriminatory as it provides for equal opportunities for all categories of workers.

The definition of sexual harassment and the liability on the company are issues as-

sociated with the Sexual Harassment Bill.

Collective Bargaining

The range of labour laws usually provides for statutory minimum levels of the various
entitlements to workers. Workers are able to obtain significant benefits through the col-
lective bargaining process. It is estimated that 30 percent of the labour force is unionized.
Available data indicate that there has been an increase in the degree of unionization of the
labour force since 1995. Total trade union membership as a percentage of the labour force
increased from approximately 24 percent in 1995 to 31 percent in 2002.

There has also been a significant rise in the new membership of the main trade union,
the Barbados Workers Union (BWU). (See Table I1I-29.) The increase in new BWU member-
ship has been as a result of a membership drive in the financial services, information services
(especially call centres) and general business services sectors. The shift in union membership
has followed the general pattern of labour employment in Barbados, namely a decline in
agricultural and traditional manufacturing membership relative to ‘new manufacturing’ and
services sector membership.

The other unions and

staffassociations largely cover ~ 1able 111-29. Unionisation in Barbados, 1995-2004

public-sector employees (the Year Unionisation (%)’ BWU New Membership
National Union of Public 1995 539 5406
Workers, the Barbados Union 1996 5.8 2442
of Teachers, the Barbados 1997 24.1 5397
Secondary Teachers Union 1998 253 4311
d ati f 1999 25.5 3689
and associations for nurses, 5000 575 3501
police, firemen and school 2001 29.1 2911
principals). These entities 2002 30.7 4096
form the Congress of Trade 2003 304 2563
2004 n.a. 2709

Unions and Staff Associations

of Barbados (CTUSAB). The R . . .
, Note: Unionisationis defined as estimated trade union membership as a percentage of the labour force .
Barbados Employers’ Confed- n.a. - not available.

Sources: Ministry of Labour, Digest of Statistics (various issues); Barbados Workers Union.
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eration negotiates with the labour unions on behalf of private-sector employers. In those
areas of the labour market not covered by unionization, remuneration and employment are
based on the principles of the internal labour market, whereby the pricing and allocation of
labour are determined by administrative rules and procedures. In some cases, the elements
of the unionized labour market are used in the internal labour market.

The collective bargaining process in Barbados is based on the principle of voluntarism
whereby trade unions and employers regulate their own relations without interference from
public authorities. The voluntary system of industrial relations is premised on the ‘freedom
of contract’ and the ‘freedom of association’ and is based on the principles of free collective
bargaining and legal abstention in industrial relations. (See Goolsarran, 2002, pp 3—4). Col-
lective bargaining agreements are not binding in a court of law, hence there is a self-policing
mechanism to ensure that parties to the agreements fulfil their obligations. Through the
collective bargaining process workers have been able to obtain additional benefits from the
employment contract in the form of allowances and other fringe payments. These include
allowances for uniform, overtime, hazard, acting and responsibility, car, travelling, laundry,
transportation, gas, hazard. These benefits, together with statutory payments such as national
insurance payments, constitute non-wage labour costs. The structure of allowances for an
entity in the manufacturing sector is given in Appendix 2.

Although a Protocol arrangement has existed since 1993, there has been an increase
in work stoppages and industrial disputes since 1993, especially in the public sector. (See
Table I11-30.) The man days lost due to such work stoppages constitute a loss in produc-
tion and hence an economic

cost. Several of these disputes
Table 11I-30. Number of Man Days Lost Due to

and stoppages have been due Work Stoppages'

to unsatisfactory working

.. . Year Private Sector Public Sector Total

conditions, dismissals and
bargaining rights. Also, the 1993 190 10 200
rapid changes in the local 1994 343 0 343
busi . h 1995 799 8 807
usiness environment that 1996 7799 2 2391
have resulted in lay-offs ow- 1997 1995 392" 387"
ing to mergers, acquisitions 1998 2724 1567 4291
and the re-organization of 1999 203 2434 2637
.. 2000 110 977 1087
companies in order to meet 2001 1396 3414 4310
the demands of a highly 2002 1058 1088 2146
competitive environment 2003 1538 1539 3077
2004 127 3344 3471

may have heightened both

Sources: Barbados Employers' Confederation, Labour Digest 2001 and Annual Reports 2001
and 2002.

and industrial disputes/work ! Man day is equivalent to an 8-hour work day.

the degree of unionization

stoppages. " Excludes data on the Sanitation Service Authority work stoppage in the public sector.
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A Need for Reform?

As indicated in this section, the existence of both statutory and non-statutory regulations
has increased the costs of labour services which can impact on the international com-
petitiveness of Barbadian goods and services. Key informants interviewed for this study
have expressed the view that aspects of the labour market require some reform in order
to make the market efficient and flexible. The changes identified by these informants

include:

(i) the use of unemployment insurance and severance payments funds for the
training and retraining of workers;

(ii) the provision of a greater degree of labour market information to facilitate the
match between the supply of and demand for labour as well as the training of
workers;

(iii) a reduction in the number of public holidays;

(iv) adequate financing of education and training;

(v) the institution of more flexible working hours in keeping with a 24-7’ culture
and with links to the international community with its different time zones;

(vi) thestrengthening of the administrative agencies of the labour market to facilitate
the settlement of disputes, to shorten the period of job search, to provide timely
labour-market information in order to enforce regulations and monitor work-
place practices, and to hasten the introduction of new labour legislation;

(vii) the introduction of a national minimum wage to protect workers against ex-
ploitation by foreign investors;

(viii) the strengthening of public-sector reform in order to reduce the degree of ‘red
tape’ and transaction costs;

(ix) the institution of a social safety net and other safeguards to protect the rights
and interests of workers and employers; and

(x) theinstitution of standards for professionals who need to enter the international

labour market (e.g., the export of professional services).

These suggestions indicate the need for a thorough examination of labour regulations
and practices in Barbados as new international events and requirements impinge on the
economy and hence the labour market. While changes in the national insurance scheme have
slightly reduced the costs of labour to employers, several of the provisions in the proposed
legislation are likely to increase the costs of doing business including the costs of labour. In
addition, several factors that affect the efficient operations of the labour market have not

been incorporated into the legislative measures.
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G. Labour Market Reform Initiatives
Reform: Why and How?

The specification of labour-reform measures must start with an understanding of why labour
market regulations were initially introduced and what adverse effects such regulations have
on labour-market behaviour and outcomes. In addition, changes in the economic and social
environments necessitate labour-market reform. An analysis of these effects and changes
permits a clearer understanding of the type of labour-market reforms that are needed. A
cost-benefit analysis of labour-market reforms becomes essential as such reforms can affect
several stakeholders in the market. (See Pages, 2004.)

Tzannatos (1995) has identified several reasons why the government should intervene

in the labour market by means of a set of regulations. These reasons include:

(i) to achieve a necessary wider social objective (e.g., workplace health and safety,

decent work, no child labour);

(ii) to provide for social insurance and guard against risks (e.g., old age pension,
unemployment insurance, severance);

(iii) to protect the rights of individuals and parties (e.g., anti—discrimination mea-
sures);

(iv) to resolve a missing market problem due to incomplete information (e.g., job
search measures); and

(v) to promote greater employment (e.g., active employment programs).

In effect, the main areas subject to regulatory control in the labour market include:
labour rights and standards, conflict resolution, intermediation and information, direct
wage and benefit interventions, job security and social insurance and assistance. (See Tzan-
natos, 1995). In addition to legislative changes, non-legislative practices and procedures
also require reform.

Research work undertaken by Downes (1999) and Downes, Mamingi and Antoine
(2004) suggests that existing labour laws do not have a significant effect on employment
since few changes have taken place over the years. However, the regulations do seem to
have some positive impact on working conditions. A survey undertaken on labour-market
flexibility in 1998 indicated that the most beneficial protection to workers was offered by
national insurance benefits, severance payments, occupational health and safety, holiday
with pay and security of tenure. (See Downes, 1999.) Employers, on the other hand, would

like to see changes in the following labour-market regulations and behaviours:
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(i) severance payments—reduction in payments to the Fund and employees;
(ii) Shops Act—change in working conditions;
(iii) National Insurance Scheme—reduction in payments;
(iv) areduction in the number of sick leave days; and

(v) the implementation of a more flexible work week.

Several of these measures were supported by key informants who were interviewed for this
study. (See Appendix III-3).

Some of these suggestions have been implemented by the Government since 1995,
for example, the reduction in the contribution rate for severance. However, the pace of
labour-market reform has been slow in Barbados. A review of labour legislation over the
period 1995-2004 indicates that there have only been minor changes to existing labour
laws—amendments to the Shops Act and to the Public Service (Restoration of Emoluments)
Act, the introduction of the National Productivity Council Act and the TVET Council
Regulations, and the issue of orders. The Safety and Health at Work Act was passed in 2005
after a long gestation. Some of the main pieces of labour legislation are still under review
and discussion: the Employment Rights Bill, the Sexual Harassment Bill, the Shops Act and
Trade Union Recognition.

Since successful reform involves consensus among the stakeholders—or, in the case of
Barbados, the Social Partners—changes in labour-market regulations will take some time.
Loehr (1997) made a number of recommendations relating to changes in the Severance
Payments Scheme, but these have not been acted upon. (See also Downes and Antoine,
1994.) As indicated in the previous section, the key informants have identified several
areas in the labour market that need to be examined in an effort to enhance Barbados’

competitiveness.

Some Current Initiatives

There are some current initiatives that can affect the labour market both directly and in-

directly.

First, as part of its public-sector reform program, the Government has piloted a new
Performance Review and Development System (PRDS) in a number of departments and
ministries. The PRDS has been designed to improve work planning in the public service,
link individual work performance to key tasks and results, undertake the appraisal of work
performance and improve work practices in the various agencies. In addition, there are
plans to develop a productivity-based payment scheme for the public sector. These mea-
sures should enhance employee efficiency and effectiveness thus reducing the level of costs

associated with undertaking transactions with government agencies.
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Increasing public-sector productivity is critical to the overall competitiveness of the
country since international transactions involve the intermediate role of a government
agency (e.g., Customs, VAT office, Foreign Trade, Central Bank). There is therefore a direct
link between labour reform and public-sector reform—a link embodied not in labour leg-
islation but in labour practices. The trade union movement is supportive of such changes,
but needs to be more involved in the design, implementation, monitoring and evaluation of
the process. There is also concern with the issues of supersession and the physical working

environment in the public sector.

Second, the Social Partners have introduced a number of initiatives to promote national
awareness of the need to improve productivity and enhance competitiveness in order to
increase socio-economic welfare in the long run. These initiatives include the May Day

Declaration 2004, which seeks to incorporate the following elements:

(i) upholding the principles of decent work—the provision of productive jobs at
acceptable earnings levels in conditions of freedom, equity, security and human
dignity and in keeping with the core labour standards. These standards include
the prohibition of forced labour and child labour, freedom of association and
the right to organize and bargain collectively, equal remuneration for men and
women for work of equal value, and non-discrimination in employment;

(ii) the use of the voluntaristic model of social dialogue to influence the develop-
ment process. Non-governmental groups (civil society) would be incorporated
into the consultation process;

(iii) the development of work and business opportunities for persons living with
disabilities;

(iv) the protection of the intellectual property of cultural workers as Barbados seeks
to develop its cultural industries;

(v) upholding the principle of non-discrimination (respect and dignity) in the
labour market in the context of the CSME.

The National Initiative for Service Excellence (NISE) program seeks to “build consen-
sus and generate a powerful national drive towards excellence in the delivery of Barbados’
products, but with particular emphasis on the services sector upon which the economy has
come to rely heavily”. Strategies, programs and projects will be developed to enable work-
ers not only to be productive but also to offer world-class customer service. In this way,

Barbados would enhance its competitive advantage in selected service areas.

Third, the Barbados National Productivity Council is reviewing its efforts to promote the use

of productivity and performance-based payment schemes. It is currently developing designs
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for the public service and the hotel sector. Since Barbados maintains a fixed-exchange-rate
regime with its main trading partner, the USA, international competitiveness would have

to focus on increasing productivity in all sectors of the economy.

Fourth, one of the concerns of the key informants was the lack of adequate information
on labour-market trends and needs. The Ministry of Labour has a Manpower Research
and Studies Unit (MRSU), which undertakes periodic studies of labour-market trends and
practices. Barbados is part of the Caribbean Labour Market Information System (CLMIS)
project, which seeks to provide information on labour-market trends in the region. Progress
has not been as rapid as labour-market stakeholders would like in the provision of labour-

market information, hence there is a need to intensify work in this area.

Fifth, various institutions in the labour market—labour unions, the employer association
and training and educational institutions—have been offering skill training for workers.
These courses and programs are designed to enhance the employability and productivity
of workers in the workplace. There are skill shortages in tourism and the agricultural sec-
tors. For example, there is a shortage of highly qualified and experienced food and beverage
personnel in the hotel sector. In the tourism sector, as in other sectors, supervisory manage-
ment is weak and needs to be enhanced to improve productivity in the workplace. Several
training institutions have been offering courses in supervisory management. The Barbados
Workers’ Union Labour College and the National Union of Public Workers Academy, for
example, offer courses in productivity, change management, negotiations, industrial rela-
tions and supervisory management. The Barbados Employers’ Confederation (BEC) also
offers a range of seminars and courses on industrial relations, supervisory management

and human resources management.

The Future of Reform

Labour-market reform in a small developing country such as Barbados should focus on the
need to create a dynamic labour market that can foster productivity and promote flexibility
and organisational agility while providing effective social safety nets to guard against vulner-
ability and deprivation. Labour-market flexibility consists of several elements: functional/
technical (multi-skilling, multi-tasking, re-training, job rotation), numerical (outsourcing,
contract worker, self-employed workers), financial (incentive bonuses, productivity-based
pay), temporal (staggered work, overtime, flexitime, job sharing) and locational (telework,
homework, relocation—in the context of the CSME).

An analysis of the Barbados labour market over the period 1995 to 2004 indicates
slow progress with the legislative aspect of labour-market reform, with legislative measures

still under discussion. There have been several initiatives in the non-legislative aspects of
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reform especially with respect to training and skill development, building social dialogue
and establishing a labour-market information system. In this regard, some of the recom-
mendations made by Loehr (1997) have been followed up. There is still a need to further

the reform process by:

(i) completing the legislative process with respect to the draft Bills once the Social
Partners are satisfied with the provisions;

(ii) promoting the use of simple productivity/performance-based payment
schemes;

(iii) establishing labour standards and accreditation systems to permit the free
mobility of labour with the CSME and to allow professionals to compete for
contracts in international markets;

(iv) intensifying training and development in occupational areas which are in short
supply—managerial and supervisory personnel in key economic sectors and
in new areas such as information technology—by using the training levy more
creatively. There is a case for increasing the levy;

(v) rationalizing the social safety net system with respect to the severance payment
and unemployment insurance scheme to allow re-training and quick re-entry
to the labour market;

(vi) building labour-market information systems that are known and easily acces-

sible to existing and potential labour-market participants.

For these measures to effect the labour-market reform needed, there is a need to
strengthen the Ministry of Labour in the areas of data collection, training and develop-
ment, job placement and labour administration, promote the consultation process so that
all stakeholders can contribute to labour-market reform, strengthen private-sector agencies
to contribute meaningfully to labour-market policies through the supply of labour data,
establish advisory groups (think-tanks) to discuss proposed labour-market measures and
provide adequate technical and administrative support to monitor and evaluate labour-

market policies.

H. Recommendations

The review of the performance of the Barbados labour market over the period 1995 to 2004
points to a number of recommendations, which can enhance the efficiency and effectiveness
of the market. Some of these recommendations reinforce some of those made by Loehr
(1997). It is recommended that:



(ii)

(iii)

(iv)

(v)

(vi)

(vii)

(viii)
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the training levy contribution rate be increased and the funds be earmarked
for training in supervisory management and new skills in the technical and
vocational areas (e.g., information technology, electronics). Some funds should
be allocated to improving the facilities and equipment used in various training
programs.

the labour-market information system (LMIS) should be greatly improved to
provide information on the labour market to existing and potential participants.
There is need for information on job vacancies, employer needs, new labour-
market trends, etc. Regular surveys should be undertaken by the MRSU of the
Ministry of Labour. Information should be available in both electronic and
hard-copy format.

professionals offering their services to the export market should be encouraged
to adopt international standards and to remain up-to-date. In addition, senior
management seminars should be mounted on a regular basis to keep managers
abreast of the latest developments in the business and labour environments.
Some companies have linked the training of senior managers to the performance
evaluation and pay of those managers. The Human Resource Management As-
sociation of Barbados (HRMAB) has a key role to play in this process.

the severance payment and unemployment insurance payment schemes should
be re-examined together to avoid cases of double dipping and to provide for
the re-training/skilling of severed/unemployed workers. This would lower the
effective cost of labour and permit quick re-employment.

the Barbados National Productivity Council should redouble its efforts to pro-
mote performance-based payment schemes in Barbadian firms. These schemes
should be kept simple and comprehensible. Tax incentives for such schemes
should be introduced and probably linked to pension schemes. It should also
promote new work organizational arrangements such as job rotation, multi-skill-
ing/tasking, flexitime, etc., in collaboration with the trade union movement.
the existing and proposed labour legislation should be comprehensively reviewed
by the Social Partners in an effort to promote labour-market flexibility while
providing adequate protection for workers. A labour-market review committee
should be established to undertake this review of the legal, economic, environ-
mental and social aspects of the labour market.

measures to promote investment and economic growth are needed to create
new employment opportunities. Although there is a growth in self-employment,
enterprise development at all levels should be encouraged through fiscal and
monetary incentives.

there is a need to strengthen the administrative machinery of the government

(for example, more trained staff and speedier decision-making) to facilitate the
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(ix)

(x)

more timely passing of legislative measures, enforcement and monitoring of
provisions in the various labour laws and the resolution of labour disputes.
the Social Partnership needs to be strengthened so that its impact is felt much
more at the firm and sectoral levels. Such enhanced dialogue would reduce
workplace conflict, industrial disputes and work stoppages. These stoppages add
to production costs and erode competitiveness. With the increase in unioniza-
tion, there is a dire need to promote industrial dialogue and harmony.

in the context of the CSME, there is a need to promote greater understanding
of the regional labour market. Programs should be put in place to educate
labour-market participants about the implications of the CSME for labour-

market relations in Barbados.
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APPENDIX 1

Labour Legislation in Barbados

Title of Act Chapter (Cap)
Labour Department 23
Occupational Training 42
National Insurance and Social Security 47
Better Security 160
Accidents and Occupational Diseases (Notification) 338
Domestic Employees (Hours of Duty) 344
Employment Exchanges 345
Employment of Women (Maternity Leave) 345A
Employment (Miscellaneous Provisions) 346
Factories 347
Holiday with Pay 348
Labour Clauses (Public Contracts) 349
Protection of Wages 351
Public Holidays 352
Radiation Protection 353A
Recruiting of Workers 354
Severance Payments 355
Shops 356A
Sugar Workers (Minimum Wage and

Guaranteed Employment) 359
Trade Disputes (Arbitration and Enquiry) 360
Trade Unions 361
Wage Councils 362

Source: Barbados Employers” Confederation, Labour Digest, 1997.
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APPENDIX 2

Structure of Allowances in
a Manufacturing Enterprise
2001

1. Acting/Responsibility Allowance
Hourly Rated, Weekly Paid Employees

An employee required to act in a higher position in which no orientation is required shall
be paid an Acting Allowance from the first day of acting. Where orientation is required,
the acting allowance shall apply after twenty-one (21) days with effect from the first day
of acting.

The allowance shall be the full difference between the worker’s rate and that rate of
the job in which the employee is acting. An employee who is required to act in a position
not covered by this agreement shall be paid at the entrance level or the grade. Where the
employee’s present salary exceeds the entrance level, he shall be paid an amount of $100.00

per week. In either case, he shall be paid the allowances of the relevant grade.

Monthly Paid Employees

Acting allowance shall be the difference between the employee’s present salary and the
minimum of the grade in which he is acting. No employee shall in ordinary circumstances

be required to serve in an acting capacity for more than six (6) months.

2. Call Out Allowance
Hourly Rated, Weekly Paid Employees

An employee is deemed to be “called out” if the employee has:

(i) completed eight (8) hours of work for the day, has made all preparations to
leave the compound and then is requested to return to a job; or
(ii) completed eight (8) hours of work for the day, has reached their place of resi-

dence and is then requested to return to a job; or
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(iii) completed their prescribed number of hours for the week and on the appointed

day off is called from their place of residence and requested to attend.

On occasions as have been outlined above, the employee is entitled to be paid at double

the basic rate with a guarantee of at least four (4) hours per occasion.

Monthly Paid Employees

An allowance of $350.00 will be paid to specific persons who by virtue of their levels of re-

sponsibility are required to be “called out” to work should the circumstances demand it.

3. Confined Space Allowance

A confined space is defined as a difficult working area where movement is somewhat re-
stricted and entry to which is through a personal access port (manhole). Where employees
are required to work in a confined space they shall be entitled to a lump sum payment of
$108.70 per person per job.

4. Gasoline Allowance
Monthly Paid Employees

Employees who own and use vehicles for the purpose of getting to and from work can
purchase gasoline from pumps located on the company’s compound at $0.15 below the

prevailing retail price.

5. Heat Allowance

Employees who are required to work in an area where the prevailing air temperature exceeds

50°C, and provided that it is safe to work, shall be paid a lump sum of $108.70 per job.

6. Laundry Allowance
Hourly Rated, Weekly Paid Employees

A Laundry Allowance of $22.50 per week shall be paid to employees covered by this agree-
ment and who are issued with uniforms.
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7. Mileage Allowance
Monthly Paid Employees

An employee who is required to use his vehicle on specially approved company business
shall be entitled to a Mileage Allowance at the rate of $1.50 per km.

An employee who receives a Call Out Allowance and is required to attend work will
be paid a mileage allowance at the rate of $1.50 per km.

8. Minimum Guarantee Allowance

Hourly Rated, Weekly Paid Employees

Full time employees who report to work but cannot work through no fault of their own,
shall be guaranteed four (4) hours pay at the appropriate rate.

9. Overtime Meal Allowance

When an employee, already on duty, is required to remain on duty, without previous notice,
for at least four (4) hours beyond the end of his previous rostered duty, he shall be entitled
to receive a Meal Allowance of $20.00. A minimum of twenty (20) minutes will be permitted
at the start of such additional duty as described above for the purpose of taking a meal.

10. Transportation Allowance
Hourly Rated, Weekly Paid Employees

Employees called upon to work after completing their tour of duty or called out to work
before the scheduled commencement of their tour of duty shall be entitled to a transporta-
tion allowance of $1.50 per kilometre for the distance from home to work.

11. Uniforms Allowance

The maid shall be provided with four (4) changes of uniform annually. Uniforms shall be
issued to other employees whose job functions warrant the issue of uniforms. The provision
shall be four (4) uniforms per annum with allowance for normal wear and tear.

Source: BEC, Labour Digest, 2001.
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Name

Institution/Organisation

lan Carrington
Richard Nunez
Derek Lowe

Rudy Gibbons

Shirley Farnum
Mark Franklin
Antonio Thompson
Erica Watson

Trevor King

Raphael Cave
Cassandra Delauney

John Pilgrim
Anthony Sobers
Ryan Straughn

Harry Husbands

Sir Roy Trotman
Robert Morris
Veronica Griffith
Ulric Sealey
Vere Rock

Keith Seale

Ann Marie Lorde
Derek Alleyne

James Paul

Sue Springer
Ruall Harris
Grenville Phillips
Ronald Fitt
Stuart Layne

Yvette Browne

National Insurance Scheme (NIS)

Barbados Institute of Management and
Productivity (BIMAP)

Ministry of Labour

Technical and Vocational Education and
Training (TVET) Council

Barbados Vocational Training Board (BVTB)

Barbados National Productivity Council (BNPC)

Barbados Employers' Confederation (BEC)
Barbados Workers' Union (BWU)

National Union of Public Workers (NUPW)

Barbados Agricultural Society (BAS)

Barbados Hotel and Tourism Association (BHTA)
Barbados Chamber of Commerce and Industry (BCCI)
Barbados Coalition of Service Industries (BCSI)
Ministry of the Civil Service

Barbados Tourism Authority (BTA)

Human Resources Management Association of Barbados (HRMAB)
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CHAPTER IV

Trade and Integration as
a Strategy for Growth

Anneke Jessen and Christopher Vignoles

A. Introduction

Barbados is a small, open island economy with one of the highest trade-to-GDP ratios in
the Western Hemisphere. Trade, because it plays such a dominant role in the Barbadian
economy, also substantially determines the country’s development prospects. Exports
are particularly important in this respect: export income is needed to create and sustain
jobs, cover the cost of imports, pay off foreign debt, and maintain a healthy balance in
the country’s external accounts. All of these are necessary to achieve sustainable levels of
economic growth. Successful international insertion, through trade facilitation and related
measures, should therefore be a central aim of the IDB’s support strategy for Barbados,
particularly at a time when the country is facing the rapid erosion of trade preferences
long enjoyed by its exporters in major world markets.

This chapter discusses recent trends in Barbados’ foreign trade, as well as related
policy developments and economic integration efforts undertaken by the country at both
the regional and global levels. The aim is two-fold: to identify existing bottlenecks to the
country’s successful international insertion, and to advance policy recommendations for
removing such bottlenecks.

Section B briefly highlights the importance of trade in the Barbadian economy.
Sections C and D look at developments in merchandise and services trade over the past
decade, using different indicators to measure the country’s export performance. Section
E discusses Barbados’ trade and economic integration policies, focusing on the various
trade agreements it has recently signed or is in the process of negotiating.

Section F examines the national trade policymaking process and the principal in-

stitutions involved in this process. Section G summarizes the main difficulties faced by

The authors would like to thank Desmond Thomas and Henry Gill for their valuable comments on an earlier
version of this paper, which was published by the IDB Institute for the Integration of Latin America and the
Caribbean (IDB-INTAL) in December 2004 (INTAL/ITD, Occasional Paper No. 28).
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Barbados in its efforts to achieve successful international insertion, and points to some
possible solutions. This section also briefly reviews the support given to Barbados by the
Inter-American Development Bank (IDB) in the area of trade and integration and the
activities of other multilateral and donor agencies. Two appendixes complete this chapter.
Appendix I presents some complementary trade data, while Appendix II provides an over-

view of Barbados’ trade agreements with partner countries and regions.

B. The Importance of Trade in the Economy

One way of illustrating the crucial role of trade in the Barbadian economy is by looking
at the value of the country’s external transactions relative to its total output—a measure
referred to as trade openness. Barbados displays a high degree of openness: its trade to GDP
ratio is over 100 percent.! Openness has clear benefits for a small economy in that it can
diversify risk. But when coupled with a narrow export base, as in Barbados, openness makes
the economy vulnerable to external shocks such as fluctuations in international commodity
prices, a downturn in global demand for tourism, or policy changes abroad. It also means
that any significant expansion or contraction in the country’s foreign trade will have an
immediate effect on its GDP.

Another way of illustrating the importance of trade in the national economy is by
looking at how trade flows affect the country’s balance of payments. Between 1992 and
1996, Barbados recorded significant trade surpluses, with net earnings from services trade
far outweighing persistent deficits in merchandise trade. As a result, the current account
was positive throughout the period. Between 1997 and 2004, this trend was reversed as a
result of a continued deterioration in the merchandise trade balance coupled with weaker
services exports in some years owing to a slowdown in tourism. In 2004, the current account
deficit reached an estimated 10.5 percent of GDP.

Barbados has financed its current account deficits with large capital and financial
account surpluses resulting from heavy government borrowing and some income from
privatization. These sources of finance will likely continue to be available to Barbados in the
short term; further divestment in the hotel and infrastructure sectors is certainly possible. It
is worth noting, however, that total external public debt has risen by one third since 2000,
reaching over 27 percent of GDP in 2004. Ultimately, stronger export performance will be

crucial to maintain a healthy balance in the country’s external accounts.?

! Trade-to-GDP ratio equals exports plus imports of goods and services divided by GDP. By comparison, the
average trade-to-GDP ratio is 97 percent for CARICOM, 39 percent for the Andean Community and 26 percent
for Mercosur.

2 For more detailed Balance of Payments (BOP) information, see IMF, Barbados: Article IV Consultation — Staff
Report, August 2005.
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C. Merchandise Trade: Trends and Performance Indicators

Similar to other Caribbean islands, Barbados exports mostly services. Goods account for only
20 percent of the country’s total exports. They make up around two-thirds of total imports,
and just over 45 percent of the country’s total trade. This section deals with merchandise

trade only. Services trade will be covered in Section D.

Growth and Direction of Trade

In the past decade, Barbados’ merchandise exports have been characterized by modest
overall growth and high volatility. Between 1994 and 2004, total exports grew by an average
4.3 percent per year, in a context of strong growth in world trade during that period (7.8
percent). Export growth fluctuated significantly from year to year, ranging from a high of
+31 percent in 1995 to —17 percent in 2002.

It is important to note that around one-third of Barbados’ total merchandise exports
are “re-exports’, that is, goods previously imported into Barbados that are then exported
in the same state, without any value added. Most of these are related to Barbados’ role as
transshipment and regional distribution centre, with fuels representing more than half of
the total and medicaments, vehicles and other products for regional distribution accounting
for another 20-30 percent. Luxury items sold in duty-free shops make up the remainder of
the total. Excluding re-exports, growth in merchandise exports averaged just 2.6 percent a
year in the last decade, and —2.2 percent a year between 2000 and 2004.

Import growth averaged 5.9 percent a year between 1994 and 2004, but fluctuated
almost as strongly as export growth, from +25 percent in 1995 to —8 percent in 2004. This
volatility is mainly related to imports of manufactured goods, led by cars from Japan. Figure
IV-1 illustrates these trends
while, at the same time, high- Figure IV-1. Merchandise Trade, 1994-2004
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Jamaica and St. Lucia, in Figure IV-2. Merchandise Exports by Destination,
that order.? Over the last five 1994-2004
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in Barbados’ total exports

is mostly the result of a weak export performance to other destinations (Europe, Latin
America and Canada), rather than strong export growth to CARICOM - although, at an
average 5.4 percent a year since 1994, such growth was relatively fast compared to Barba-
dos’ overall export performance.

While the US share has remained fairly constant, the EU has become a less important
destination for Barbadian exports in recent years. Canada and Latin America together
absorb less than 4 percent of total exports, while exports to the rest of the world consist
mostly of re-exports in the form of fuels and other supplies to ships and aircraft transiting
the island.* The fuel price factor largely explains the rapid growth in these exports in the
last two years.

Imports are mainly sourced from the United States, which supplies over 40 percent
of the total. Another 28 percent come from CARICOM (mainly Trinidad and Tobago) and
other Western Hemisphere countries, while the EU supplies about 17 percent. Imports from
the rest of the world make up the remaining share and originate mainly in Japan.’

It is interesting to note that, within CARICOM, the small island economies of the Or-
ganization of Eastern Caribbean States (OECS) — Antigua and Barbuda, Dominica, Grenada,

3 Total for the period 2002-04.

4The destination “Bunker”, which measures goods (mostly fuel) delivered to ocean-going ships or aircraft engaged in
international traffic, accounts for roughly two thirds of total exports to the rest of the world. Excluding re-exports,
the share of Barbadian exports going to CARICOM is 52 percent, the combined share going to the United States
and the European Union is 39 percent, and exports to the rest of the world are only 6 percent of the total.

> Similar to exports, which include “re-exports”, imports include “re-imports”. These, however, are not separated
by statistics databases such as COMTRADE and can therefore not be analyzed separately.
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Montserrat, St. Kitts and Nevis, St. Lucia and St. Vincent and the Grenadines — constitute an
important export destination for Barbados. In the period 2000-04, these islands together
absorbed US$ 234 million worth of Barbadian merchandise exports, equal to 43 percent of
the country’s total exports to CARICOM and far exceeding sales to Trinidad and Tobago®
(which took 27 percent) or to Jamaica (15 percent). OECS members also accounted for over
half of all re-exports from Barbados to CARICOM. Since Barbados imports very little from
the OECS, it runs a significant trade surplus with these islands, in contrast to large deficits
in its trade with the world and with major partners such as the United States, the EU, and
Trinidad and Tobago. For more specific data on the growth and direction of Barbados’
merchandise trade, see Appendix I, Tables A-IV-1 to A-IV-3.

Market Access

Barbados’ modest export performance in the area of goods trade is worrying in light of
the significant trade preferences it enjoys in its major export markets. Access to the EU and
North American markets is very favourable. Apart from those goods entering duty-free
under most favored nation (MFN) rules, many products exported to these markets face
zero or reduced tariffs under the Cotonou Agreement (EU), CARIBCAN (Canada), the US
Caribbean Basin Initiative (CBI) and the Generalized System of Preferences (GSP).” In ad-
dition, exports to CARICOM face zero tariffs and are protected from foreign competition
by the Community’s common external tariff (CET). We have calculated that, currently,
more than 50 percent of Barbados’ merchandise exports to the world (in value terms) enjoy
some form of preferential treatment, in addition to the almost 40 percent that receive MFN
duty-free treatment.?

In all these markets, however, preferences are being eroded by global tariff reductions
resulting from the Uruguay Round of multilateral trade talks, and from bilateral trade ini-
tiatives involving third parties—initiatives such as US and Canadian free trade agreements
with Latin American countries, CARICOM’s own recent agreement with the Dominican
Republic and the EU’s Everything But Arms Initiative for the least developed countries
(LDCs). Under the latter initiative, for example, the EU will grant duty- and quota-free
access to sugar imports from all LDCs starting in July 2009. The expected increase in sugar

6 Over the last decade, Barbados’ merchandise trade deficit with the world, as well as with each of its main trade
partners individually (the United States, the European Union and CARICOM), doubled in absolute terms.

7 Apart from preferential access to the Canadian and EU markets, Barbados receives GSP preferences from Aus-
tralia, Bulgaria, the Czech Republic, Hungary, Japan, New Zealand, Norway, Poland, Russia, the Slovak Republic
and Switzerland. Barbados graduated from the US GSP program in January 2006 owing to its high development
level. However, the country’s trade preferences in the US market will not be affected given that the CBI treatment
will remain.

8See INTAL/ITD Occasional Paper No. 28, op. cit.



150 ANNEKE JESSEN AND CHRISTOPHER VIGNOLES

exports from LDCs to the EU as a result of this initiative is likely to push down internal
EU sugar prices, and might therefore encourage the EU to negotiate lower prices with ACP
producers. In November 2005, EU agriculture ministers reached agreement on a wide-rang-
ing reform of the EU sugar regime, including a 36 percent cut in the guaranteed price for
white sugar over four years—a measure viewed with considerable concern by CARICOM
governments. Lower prices are expected to erode the economic rent received by Barbados
under its current export quota. In anticipation of these problems, Barbados has already
taken steps to adjust the sector to the new market realities but, along with its CARICOM
partners, is urging the EU to honor its commitments under the Cotonou Agreement to
support economic development and adjustment in the region.

This trend in preference erosion is likely to continue in the coming years because of
expected further trade liberalization under the WTO and between countries in the Western
Hemisphere, as well as the conclusion of a free trade agreement between CARICOM and
the EU, which would reduce Barbados’ market access advantages in the Caribbean market.
In such a context, questions of export performance and competitiveness become even more
relevant.

Barbados’ modest export performance in the past decade has been attributed to sev-
eral factors, including a steady appreciation, between 1995 and 2002, of its real effective
exchange-rate (REER) and, since 1999, a combination of declining labour productivity and
increasing real wages that led to an increase in real unit labour costs (RULCs) of about 11
percent between 1999 and 2004.°

Product Composition

Product composition, and more specifically, the strong concentration of exports in just a few
products, is another determining factor of the country’s export performance. Figure IV-3
shows the sectoral composition of Barbados’ merchandise exports to the world (excluding
re-exports). In the period 2000-04, manufactured goods account for 50 percent of exports,
while another 40 percent were food items, and the remaining 10 percent were divided among
fuels, ores and metals, and non-specified goods. Exports of food and manufactured products
grew markedly in the late 1990s, but have contracted since 1999; fuel products, consisting
mainly of crude petroleum exports to Trinidad and Tobago, have grown by an average 6.3
percent per year over the last decade.

Analysis of export flows by destination shows that food is an increasingly important
sector in exports to the United States and Canada, and that fuel exports to CARICOM have
performed well. Food products still account for the bulk of Barbados’ exports to the EU

 IMEF, Barbados: Article IV Consultation — Staff Report, August 2005.
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(80 percent) and Canada (70 Figure IV-3. Sector Composition of Exports, 1994-2004
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Table IV-1. Top 20 Exports to the World and CARICOM, 2000-2004
World CARICOM
Share Share
Rank Product Description (%) Rank  Product Description (%)
1 Sugars, beet and cane, raw, solid 12.8 1 Portland cement, ciment fondu, slag 9.3
2 Spirits and distilled alcoholic bevs. 10.5 2 Food preparations, n.e.s. 8.7
3 Resistors, fixed or variable 7.3 3 Insecticides packed for sale etc. 8.3
4 Portland cement, ciment fondu, slag 5.9 4 Petroleum oils, crude 7.2
5 Insecticides packed for sale etc. 5.2 5 Other fuel oils 5.9
6 Food preparations, n.e.s. 49 6 Casks, drums, boxes of sheet or plate 5.7
7 Petroleum oils, crude 3.7 7 Medicaments cont. other substances 5.0
8 Other fuel oils 3.1 8 Margarine 4.4
9 Medicaments cont. other substances 3.0 9 Paper and paperboard labels 3.4
10 Casks, drums, boxes of sheet or plate 3.0 10 Other paints & enamels 3.3
" Margarine 23 " Sanitary towels & tampons of paper 3.3
12 Paper and paperboard labels 2.2 12 Pastry, biscuits, cakes 2.3
13 Other paints & enamels 1.8 13 Structures & parts of aluminum 2.2
14 Sanitary towels & tampons of paper 1.7 14 Flour of wheat or of meslin 2.1
15 Pastry, biscuits, cakes 1.5 15 Sausages & the like, of meat 1.8
16 Structures & parts of aluminum 1.2 16 Lemonade,flavoured spa waters 1.5
17 Wrenches and spanners 1.1 17 Soybean oil 1.5
18 Flour of wheat or of meslin 1.1 18 Spirits and distilled alcoholic bevs. 1.3
19 Lemonade, flavoured spa waters 1.0 19 Builders’ carpentry and joinery 1.2
20 Sausages & the like, of meat 0.9 20 Avrticles for conveyance or packing 1.1
Top 20 74.2 Top 20 79.2
Other 926 Products 25.8 Other 503 Products 20.8

Source: IDB Integration and Regional Programs Department using UN-COMTRADE.

Note: SITC Rev. 2, leaf level of aggregation.
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total of 946 products exported by Barbados in the period 2000-04,'° the top 20—Iled by
sugar and spirits—accounted for almost 75 percent of total exports (in value terms). The
share of the top 20 in total exports has remained quite constant over the years, as has the
list of products included in the top 20. Product concentration is high in all markets, but
especially so in the EU market, where the top two products (sugar and spirits) make up 77
percent of total export value, and the share of the top 20 reaches almost 95 percent. Exports
to the United States and Canada are also highly concentrated, with the top two products in
each market representing 56 percent and 65 percent, respectively, and the share of the top
20 reaching 86 percent and 87 percent, respectively, of total export value.

In exports to CARICOM, the product composition includes some food and manufac-
tured items that are not among the main products exported to the world. The number of
products exported to CARICOM is also significantly higher than that exported to Barbados’
other major markets, and has risen in the last decade. But even in that market, product
concentration remains high, with the top 20 products accounting for almost 80 percent of
total exports in value terms.

Barbados’ narrow export base compounds the country’s vulnerability to external
shocks. Export diversification should therefore be a priority for Barbados, but it may be
difficult to achieve this in merchandise trade. As indicated in Section D of this chapter, the
future for Barbados appears to lie in the services sector, to which the country has already
shifted most of its export activity. But even in the goods sector, there should be some room
for diversification; there is a clear need to restructure agriculture and manufacturing activi-
ties in order to foster better export performance in these sectors. The best strategy in this
regard would be to shift export supply towards products that face growing demand in world
markets. This would increase Barbados’ capacity to expand exports over time. Conversely,
for a country whose exports are either uncompetitive or face mostly stagnant or declining
demand in world markets, there is little opportunity for growth.

In the following section, we will look at some indicators that analyze both supply and
demand conditions for Barbados’ merchandise exports and, by doing so, shed light on the
level of competitiveness of its exports.'! As explained further on, none of these indicators
is perfect, and they should therefore be used cautiously. Most importantly for Barbados,
these indicators do not isolate policy-induced from real competitive advantages, and can
therefore erroneously conclude that a country is competitive in exporting a specific prod-

uct when the country’s only competitive advantage stems from preferential market access.

19ncludes all products exported in at least one year of period 2000-04, aggregated at the SITC Rev. 2 leaf level.

"'The analysis includes re-exports. These products should normally be excluded from a competitiveness analysis
because they are not produced in the country. At the time of writing, however, there were problems isolating the
detailed product data for re-exports from the global export data in the COMTRADE database. Including re-exports
does not alter the main conclusions of the analysis.
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These rather crude measures should therefore be taken only as very broad indicators of

competitiveness.
Competitiveness and Specialization
Winners and Losers

Figure IV-4 divides Barbados’ top 30 exports into four categories, with the size of each

“bubble” depicting the corresponding product’s export value:

Winners in growing markets (upper right quadrant). These are the “champions”:

global demand for these products is expanding (for some goods, faster than the

average growth in world trade) and Barbados has increased its share in world

exports. Promotional efforts should focus on further expanding supply, as well as

efforts to capture new export markets.

Winners in declining
markets, or “achiev-
ers in adversity”
(lower right quad-
rant). Barbados has
managed to increase
its share of world
trade, but demand
for these products
is declining. Niche
marketing strate-
gies may be the best
way of expanding
export opportunities
in otherwise declin-
ing markets.

Losers in growing
markets, or “under-
achievers” (upper
left quadrant). These
products face grow-
ing demand in world
markets, but Bar-

bados has not been

Figure IV-4. Competitiveness of Top 30 Exports,
1998-2003
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Source: IDB Integration and Regional Programs Department using UN-COMTRADE.

Note: Top 30 exports by category (ranked by export value, in descending order): Champions
(4)—Alcoholic beverages; lime and cement; petroleum oils (crude); and optical goods. Achiever
in adversity (1)—Aircraft and associated equipment. Underachievers (23)—Petroleum products
(refined); medicinal and pharmaceutical products; electric apparatus such as switches and
relays; edible products and preparations; disinfectants and insecticides; paper and paperboard;
printed matter; metal containers; margarine and shortening; pigments, paints and varnishes;
cereal preparations; tools for use in the hand or in machines; thermionic transistors and photo-
cathode valves; soap, cleansing and polishing preparations; watches and clocks; electrical
machinery and apparatus; structures and parts of structures of iron; other articles of plastics;
meat and edible offal (prepared and preserved); passenger motorcars for transport; component
articles made of textiles; jewelry; and non-alcoholic beverages. Declining sectors (2)—Sugar and
honey; meal and flour of wheat. Average annual growth of petroleum oils (crude) exceeded 50
percent.
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able to maintain its share of those markets because its exports have either declined
or grown less dynamically than world trade. Supply factors, rather than weak
demand, are the bottleneck, and promotional efforts should aim at eliminating
these.

o Losers in declining markets (lower left quadrant). These products face both supply
and demand constraints. World demand has stagnated or declined, and Barbados
has been unable to maintain its share of a shrinking market. Efforts to promote
products in this sector may be the least cost-effective in terms of expanding export

revenues.

A division of a country’s exports along these lines can be useful in that it helps identify
the varying degrees of global competitiveness that the country’s exports have achieved,
the nature of constraints faced by different export products (demand or supply-side), and
possible export promotion strategies using the results of the above.

As Figure IV-4 shows, most of Barbados’s top 30 exports are “underachievers”. There
are only a few champions and, not surprisingly, one of the country’s main traditional
exports—sugar—is not among them. Repeating the analysis for all 212 product groups
exported during the 1998-2003 period results in the following classification:!?

* Champions: 76 product groups (representing 16 percent of the value of the country’s
total exports). It is interesting to note that 40 percent of these exports (in value
terms) go to the CARICOM market, with another 40 percent going to the US and
EU.

e Achievers in Adversity: 10 groups (just 1 percent of exports). Half of these go to
destinations other than CARICOM, the United States, Canada or the EU.

* Underachievers: 112 product groups (71 percent of exports). Two-thirds of these
go to CARICOM and the United States.

* Declining Sectors: 14 groups (representing 11 percent of exports). Almost all of

these exports go to the EU.

In addition to “declining products”, the high share of “underachievers” in Barbados’
merchandise exports raises concern because it points to a lack of competitiveness. To obtain
more specific data, the analysis can be repeated at the sector level (for example, by looking
only at agricultural goods), or for different export markets. In all such research, the level

of product aggregation is important. Here, we used an intermediate level of aggregation,

12This number excludes 16 product groups that were not exported either at the beginning (1998) or the end (2003)
of the period, because it was not possible to establish “trends” for those groups.
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the SITC three-digit product-group level. At this or higher levels, some important winners
or losers may be missed. The disadvantage of using more detailed data, however, is that at
that level, trade flows may be more sensitive to policy interventions such as restrictive (or
preferential) trade policies in the importing country or industrial policies in the exporting
country. Such interventions distort trade and may lead to false conclusions about com-
petitiveness. It is also important to point out that the analysis does not capture potential
champions: products that are not yet being exported by Barbados, but which could become

important foreign exchange earners in the future.
Export Specialization

Another way of analyzing Barbados’s export performance is by looking at revealed com-
parative advantage (RCA), an indicator of international trade specialization. It measures
a country’s level of specialization in a particular product by dividing that product’s share
in a country’s total exports by its share in world exports.!* The link with competitiveness
is based on the assumption that if a given product’s share in a country’s exports is greater
than its share in world exports (that is, RCA > 1), then the country is specialized in, and
therefore a relatively efficient producer of, that product. Here, too, the level of aggregation
is important. For purposes of consistency, we use the same level as above, namely the three-
digit level of the SITC.

Table IV-2 shows that of the 225 product groups exported to the world in the period
2000-03, Barbados appears to be relatively efficient in 42 groups (RCA > 1). In 14 of these,
it did not have comparative advantage at the beginning of the 1990s, but developed it during
the decade, while another 13 product groups increased their RCA over the period.!* There
was no change in RCA for five products, while RCA declined for ten. Together, the 42 product
groups (which include most of the country’s top 30 exports) account for 85 percent of the
country’s total exports in value terms. For the 183 remaining groups, Barbados shows no
particular specialization (RCA < 1), although for six of these, it did so at the beginning of
the decade. It is quite possible, of course, that there are individual products among these
broader product groups that have an RCA > 1. We could identify these by repeating the
analysis at a more disaggregated product level.

13 Revealed Comparative Advantage (RCA) is calculated: RCA (Xijk) = (Xijk / Xij total) / (Xwjk / Xwj total); where
Xijk is the exports of country i to country/region j of product k, Xij total is the total exports of country i to coun-
try/region j, Xwjk is the exports of the world to country/region j of product k, and Xwj total is the total exports to
country/region j. Revealed comparative advantage measures how important each product (group) is in the exports
from one market to another versus the total importance of that product (group) in world exports to the destination
market. In this case, RCA was measured at the SITC Rev 2, 3-digit product group level of aggregation.

4In our analysis, we define an “increase” in RCA as >10 percent growth in the RCA indicator, a “decrease” as >10
percent decrease in the indicator, and “no change” as no more than +/— 10 percent movement.
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Table IV-2. Comparative Advantage in Exports to the World, 1990-93 and 2000-03

Share (%) RCA
Product 2000-03 1990-93 2000-03
Margarine and shortening 1.8 45.7 65.9
Animals, live (including zoo animals) 0.4 23.6 63.2
Sugar and honey 3.8 56.3 48.5
Lime and cement 4.2 4.8 235
Meal and flour of wheat 0.7 0.7 23.5
Disinfectants, insecticides, fungicides 3.9 16.0 22.3
Metal containers for storage 2.2 17.7 19.4
Other cereal meals and flours 0.1 9.3 15.8
Alcoholic beverages 7.6 8.2 15.0
Edible products and preparations 4.5 6.3 14.9
Meat and edible offal prep./pres. 0.8 3.5 8.4
Petroleum products, refined 18.7 10.6 8.0
Non-alcoholic beverages 0.7 13.5 6.6
Cereal preparations 1.6 4.8 53
Paper and paperboard (cut to size) 2.2 6.0 4.6
Printed matter 23 24 4.6
Pigments, paints, varnishes 1.8 5.6 4.4
Jute and other textile fibres 0.0 0.0 4.2
Structures and parts of iron 0.9 4.4 4.0
Watches and clocks 1.1 0.2 3.6
Electrical apparatus such as switches 5.1 5.5 35
Glassware 0.6 1.3 33
Tools, used in the hand or in machines 1.1 3.8 33
Tea and mate 0.1 0.0 3.2
Medicinal products 6.3 2.0 2.6
Fixed vegetable oils, crude 0.4 0.0 2.6
Other optical goods 0.8 0.0 2.2
Wire products and fencing grills 0.2 2.5 2.2
Component articles made of textiles 0.6 1.9 2.0
Soap, cleansing and polishing 0.4 13.4 1.9
Food processing machines 0.2 0.2 1.8
Fruit, preserved and prepared 0.4 0.6 1.7
Other wood manufactures 0.5 1.2 1.7
Jewelry 0.6 0.1 1.6
Live animals chiefly for food 0.2 0.8 1.6
Cotton 0.1 0.8 1.4
Fish, fresh 0.4 0.2 1.2
Printing and bookbinding machines 0.2 0.5 1.1
Tobacco (manufactured) 0.3 1.0 1.1
Stone, sand and gravel 0.1 1.9 1.1
Articles made from plastics 1.0 1.0 1.0
Civil engineering and contractors plants 0.6 03 1.0
Share of exports with RCA > 1 84.6

Source: IDB Integration and Regional Programs Department using UN-COMTRADE.
Note: Products are ranked by RCA 2000-03, in descending order.



TRADE AND INTEGRATION AS A STRATEGY FOR GROWTH 157

Trends in RCA can help identify emerging advantages in exports and thus point to areas
where promotional efforts might produce positive results. They can also highlight varia-
tions in export performance across different markets. Table IV-3, for example, shows that
in exports to CARICOM, Barbados is a relatively efficient producer in 37 products—fewer
than at the world level. In this market, Barbados became specialized in eight new products
during the 1990s, and increased its existing RCA in 13 others, but saw an erosion of RCA
levels for 15 product groups and lost RCA for an additional 13 products. This trend merits
attention in light of the planned opening of CARICOM markets to greater external com-
petition, and could indicate that, unlike Trinidad and Tobago, Barbados has not been very
successful in exploiting its preferential access to the CARICOM market to develop export
competitiveness in new products.

In the US market, Barbados gained new RCA in 13 products and increased its existing
RCA in another 9, while reducing its RCA in eight products and losing it in nine products.
In the EU market, despite significant preferences, Barbados appears to be specialized in only
21 product groups, but it has gained in 19 products and lost in only one. In Latin America,
which represents only a tiny fraction of Barbados’ total exports, Barbados has gained RCA
in 22 product groups but lost it in two. Table IV-4 summarizes the RCA analysis for all five
markets discussed above.

The same analysis of trade specialization can be done at the sub-regional level, by divid-
ing a product’s share in a country’s intra-regional exports by its share in total intra-regional
exports. Barbados’ exports to CARICOM seem more specialized relative to intra-regional
trade than to total world trade with CARICOM, with 94 product groups (of a total of 191
exported in the period 2000-03), showing an RCA > 1. Of these, 30 did not have RCA at
the beginning of the decade. In comparison, Trinidad and Tobago exhibits intra-regional
specialization in 70 products, of which 28 did not have RCA a decade ago.

As mentioned earlier, the two indicators used to determine the competitiveness of
Barbados’ merchandise exports—“winners” and “losers” and product specialization—may
be subject to significant margins of error. The preferences that Barbados enjoys in its ma-
jor export markets probably distort the analysis, at all levels of product aggregation.!> We
can nevertheless draw some important conclusions from the above analysis of trade flows,

product composition and export competitiveness.

* Barbados has not been a successful merchandise exporter in the past decade.
Excluding re-exports, sales to all its major export markets (except CARICOM)
have remained stagnant or declined, and there has been little product or market
diversification.

15 Alternatives, such as looking at specialization in production rather than in exports, are available, but they are
more demanding of data and have their own drawbacks.
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Table IV-3. Comparative Advantage in Exports to CARICOM, 1990-93 and 2000-03

Share (%) RCA
Product 2000-03 1990-93 2000-03
Margarine and shortening 4.1 20.8 27.0
Disinfectants, insecticides, fungicides 7.4 17.4 25.8
Metal containers for storage 4.9 22.7 18.4
Live animals chiefly for food 0.5 1.1 17.0
Tea and mate 0.3 0.0 12.9
Lime and cement 8.0 4.7 12.7
Medicinal products 12.1 6.3 10.9
Pigments, paints, varnishes 3.7 12.5 9.5
Edible products and preparations 9.1 4.9 9.2
Meat and edible offal prep./pres. 1.9 2.5 7.6
Meal and flour of wheat 1.5 0.2 6.7
Printed matter 4.2 4.1 5.9
Paper and paperboard (cut to size) 4.7 8.6 5.1
Other cereal meals and flours 0.3 4.3 4.9
Glassware 1.3 1.9 3.6
Animals, live (including zoo animals) 0.0 2.6 3.6
Structures and parts of iron 2.1 8.3 3.4
Cereal preparations 2.8 4.6 3.4
Fixed vegetable oils, crude 0.9 0.0 2.9
Armored fighting vehicles 0.0 0.0 2.8
Non-alcoholic beverages 1.2 12.7 2.6
Photo and cinematographic supplies 0.1 1.4 2.6
Wire products and fencing grills 0.4 34 2.3
Alcoholic beverages 1.9 33 2.3
Other wood manufactures 1.0 2.1 2.1
Fruit, preserved and prepared 0.8 1.4 2.1
Outer garments for men 0.4 2.4 1.9
Soap, cleansing and polishing 1.0 15.4 1.7
Misc. chemical products 0.8 0.9 1.7
Avrticles made from plastics 1.8 2.5 1.6
Pearls, precious and semi-precious 0.0 0.0 1.5
Stone, sand and gravel 0.1 5.8 1.4
Component articles made of textiles 0.3 1.5 1.2
Synthetic organic dyestuffs 0.0 0.7 1.1
Medical instruments and apparatus 0.1 1.4 1.1
Other crude minerals 0.1 0.3 1.1
Perfumery, cosmetics 0.5 3.3 1.0
Share of exports with RCA > 1 80.4

Source: IDB Integration and Regional Programs Department using UN-COMTRADE.
Note: Products are ranked by RCA 2000-03, in descending order.
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Table IV-4. RCA Trends by Destination, 1990-93 to 2000-03

Global RCA Intra-regional RCA

RCA Trend World CARICOM U.S. EU Latin America CARICOM

Increase 27 21 22 19 22 62
Food/Tobacco 12 9 7 6 6 16
Crude Materials 3 5 3 1 2 10
Manuf. Goods 12 7 12 12 14 36

No Change 5 1 0 1 1 6
Food/Tobacco 2 0 0 1 1 1
Crude Materials 0 0 0 0 0 1
Manuf. Goods 3 1 0 0 0 4

Decrease 10 15 8 1 3 26
Food/Tobacco 2 3 2 0 1 3
Crude Materials 4 4 0 0 0 2
Manuf. Goods 4 8 6 1 2 21

No RCA" 183 154 132 119 65 97

Source: IDB Integration and Regional Programs Department using UN-COMTRADE.

Note: Increase = RCA increased by more than 10%; No Change = RCA changed by no more than + 10%; Decrease = RCA contracted by more than
10%.

" Some of these products had an RCA > 1 in the early period (1990-93) but lost it later on (2000-03).

*  Most of Barbados’ merchandise exports appear to be uncompetitive (underachiev-
ers or in declining sectors). In the absence of existing trade preferences in the
country’s main export markets, the above indicators would probably reveal an
even less promising picture for its merchandise exports.

*  With the exception of the OECS market, Barbados does not appear to have ex-
ploited its CARICOM preferences to establish an important presence in the regional
market.

These are worrying trends, not least in light of the changing market access conditions that
Barbadian exporters will face in the coming years, including the erosion and possible elimi-
nation of current preferences that undoubtedly have facilitated export growth into some of
the country’s most important markets.

Against this background, the government should assist the private sector with the
implementation of a transition strategy involving, first, a gradual move away from the
production of goods that depend mostly (or exclusively) on preferences for their “competi-
tive” advantage in international markets; and, second, targeted export diversification and
promotion efforts, concentrating on products that face growing demand in world markets.®

16 One promising product is sea island cotton. Between 200003, exports of cotton (SITC Rev 2, Code 2631) grew
by 33 percent a year on average, while international demand also increased (3.4 percent a year over the same pe-
riod). Although currently accounting for a small share of Barbadian exports, the island holds natural advantages
necessary for production, making it a sector of potential growth.
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Export promotion efforts should not only focus on identifying promising products and
niche markets and fostering product innovation among local producers and exporters, but
also target new markets. Efforts to achieve greater overall competitiveness in the economy
should be strengthened, particularly in areas that are crucial to export performance (tele-
communications, transport and services infrastructure, etc.). This would also facilitate
growth in Barbados’ services industries, which have become the fastest growing and most

promising area of export growth in recent years.

D. Trade in Services

The effective provision of services is of crucial importance to economic growth in Bar-
bados. Services sectors contribute over 70 percent of the country’s GDP, and account for
almost 80 percent of exports and 75 percent of employment.!” The importance of services
extends beyond the sector itself: because services industries provide important inputs into
the domestic production of goods, they also determine the level of competitiveness of the
goods sector. This section examines recent trends in the country’s services exports. It is
important to note, however, that the scarcity of reliable data on such trade—the result of a
deficient system of data collection and dissemination in the country—does limit the scope
of our analysis.

General Trends

Services exports represent a significant share of total exports (78 percent) and GDP (44
percent)—both for 2003.!8 These shares have remained relatively consistent over time,
demonstrating that Barbados’ services exports have been and will continue to be a crucial
contributor to the economy. Between 1990-2003, Barbados’ services exports grew at an an-
nual average of 4.5 percent, similar to the growth rate for CARICOM as a whole, yet below
the world’s average growth of 6.7 percent a year for the same period.!® The value of services
exports grew consistently in every year during the 1990s, contracted somewhat between
2001-02, and recovered strongly with growth of 12 percent in 2003.

Travel continues to represent the most important sector in the country’s services port-
folio. Commercial services, however, have recently increased their significance. From 2000-03,

travel receipts accounted for 65 percent of total services exports, down from 75 percent a

7 Data on the share of services in GDP, exports and employment are from World Bank, IMF and ILO, respec-
tively.

¥1n comparison, Jamaica’s and Trinidad and Tobago’s services exports as a share of total exports equal 60 and 12
percent, respectively; services exports as a share of GDP equal 24 and 7 percent, respectively (2003).

19 Growth rates calculated using WTO Statistics Database.
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decade earlier. Commercial Figure IV-5. Services Exports by Area, 1990-2003
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As mentioned above,

Barbados’ services sector is

not only an important foreign revenue earner, but also the leading source of employment
on the island. From 1997-2002, the latest years with data available, three out of every four
employed persons worked in services-related industries.?’ These industries together cre-
ated 11,700 jobs over the same period, while the manufacturing and agriculture sectors
witnessed a net reduction of approximately 2,600 jobs.?! The tourism industry accounted
for 11 percent of employment and added, directly, almost 2,000 net jobs to the economy,
in addition to the employment created through its strong linkages to other services sectors
such as transportation and wholesale and retail trade. Other job-creating sectors were finan-
cial, insurance and business (+2,800 jobs), and government services (+2,500 jobs).?? This
shows the importance of services industries, many directly related to trade, as a promoter
of economic growth, employment and poverty reduction.

Unlike goods, which are traded across borders, services exports can be exchanged
through four different modes of supply. The General Agreement on Trade in Services
(GATS) defines these as: Mode 1 (cross-border trade) is the supply of a service from the
territory of one country into that of another, such as an international telephone call; Mode
2 (consumption abroad) is the movement of one country’s consumer into the territory of
the country providing the service, such as tourism; Mode 3 (commercial presence) is the
service provided by foreign suppliers (for example, a foreign-owned bank) who establishes
in the territory of the country concerned; and Mode 4 (presence of natural persons) is the

20 Here, services industries include wholesale and retail trade, tourism, transport and communications, finance
and insurance, business services, general services, and government services.

21 Between 1997 and 2002, the economy as a whole created 12,500 net jobs, reaching 128,600 employed persons.

22 Calculations using ILO Caribbean Labour Statistics database.
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service supplied by foreign nationals who enter the territory of the country concerned on
a temporary basis (less than one year).

Because services trade is so important for Barbados, the stakes in the services ne-
gotiations currently taking place at the regional and multilateral level are high. Services
liberalization has potentially positive effects on economic growth. A more efficient provi-
sion of services in, among others, the financial, telecommunications and transportation
sectors drives down transaction costs and improves the performance of sectors (including
goods) across the economy. One example is further opening to service suppliers via Mode
3 (commercial presence/foreign direct investment), stimulating the transfer of technology
and skills to improve national productivity (Mattoo, 2001).

These effects are more pronounced in a small economy like Barbados, where the services
sector employs a large share of the labour force. Services liberalization should therefore be a
key element of such countries’ trade policies, but the pace of liberalization must take account
of the specific vulnerabilities of small developing countries. In the following sub-sections,

we discuss the country’s different services sectors and their medium-term prospects.

Travel Services

Figure IV-5 shows the overwhelming importance of travel in the country’s services export
portfolio. Earnings in this sector come mostly from personal travel (i.e., tourism, health
and education) rather than business travel, as the latter group represents only 9 percent
of visitor arrivals and less than 1 percent of total travel receipts.??> From 2000 to 2003, the
last year for which data is available, Barbados experienced little growth in travel services
exports, with average annual increases of just 1.6 percent. This slower-than-normal growth
(3.6 percent annual average in the 1990s) can be attributed to lower tourism receipts, which
were affected by external events such as economic slowdown in major consumer markets
like the United States and Europe and the events of 11 September 2001.

The United Kingdom is the most important consumer market for Barbados’ travel
industry, accounting for 40 percent of all stopover arrivals (average for 2000-2003). Arrivals
from the UK nevertheless declined by an average 3.7 percent per year over this period, among
other things owing to increased competition from lower-cost destinations in the Hispanic
Caribbean. The US market is the second most important, with a 23 percent share of all stop-
over visitors. From 1992 to 2000, arrivals grew by just 0.2 percent per year; they nevertheless
rebounded over the next three years (averaging 5 percent growth a year), owing in large part to

the “Best of Barbados” incentive program.?* Barbados has benefited from growth in intra-re-

23 For the period 1996-2003.

24 Launched in 2002, the “Best of Barbados” incentive program is sponsored by the Barbados Tourism Authority
and includes such offers as US$200 credits in airfare and first nights free at certain area hotels.
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gional arrivals,as CARICOM Figure IV-6. Stopover Arrivals by Origin, 1992-2003
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Barbados’ tourism industry receives mainly two types of visitors: stopover tourists who stay
at least one night and up to a year, and cruise ship passengers who usually stay less than a
day. Yachting excursionists constitute a third type, although no data exist in Barbados for
distinguishing this category of tourist arrival. Stopover arrivals rose by an average 4.4 per-
cent a year between 1992 and 2000, reaching a total 544,696 visitors (double the number
of permanent residents on the island). The years 2000-03 saw a 1 percent average annual
contraction, partly because of falling global demand for tourism and increased competition
from other Caribbean destinations.

The other type of visitor is the excursionist who arrives via cruise ship. In the pe-
riod 2000-03, cruise ship passenger arrivals accounted for half of total visitors; in other
words, a number equal to that of stopover tourists. However, cruise ship passengers stay
less than 24 hours and consume much less onshore than stopover visitors (WTO, 2002).
In the 1990s, cruise ship passengers accounted for just 7 percent of Barbados’ personal
travel earnings (compared to a 92 percent share for stopovers). However, it is important
to note that these receipts grew at an average rate of 5 percent per year, compared to 3
percent growth in stopover tourism receipts over the same period. Barbados could develop
a strategy to increase income derived from cruise ship calls by improving the quality and
quantity of services targeting those passengers, thus creating the incentives to spend more
money on the island. Tourism’s performance and impact on the Barbadian economy can
also be measured using a relatively new methodology, the tourism satellite account or
TSA (Box IV-1).

Barbados is currently working on measures to increase tourist and cruise ship pas-

senger arrivals. Tourists arriving by air will see increased capacity in the short term, with

25 Calculations using the Barbados Ministry of Tourism data.
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Box IV-1. Barbados’s Tourism Satellite Account (TSA)

The tourism satellite account (TSA) is a statistical methodology to measure the impact of the tourism sector on
a country's national accounts. It is beneficial because a variety of “sectors” and “industries” (i.e., transportation,
hotel, food and beverage, etc.) contribute to create one tourism product. Since tourism does not supply one ho-
mogenous product, the TSA is calculated from the demand-side of economic activity, and allows for comparisons
between countries and sectors.

The external component of the TSA is “visitor exports” or spending by international visitors on goods and
services within a resident economy. In Barbados, visitor exports account for 57 percent of all exports of goods
and services. The island ranks seventh in the world in terms of its dependency on the tourism sector for export
receipts. Tourism exports displayed moderate growth (4 percent a year) compared to the Caribbean (almost 7
percent) in the 1990s; Barbados's performance has improved markedly since 2000, with growth of 6 percent a
year versus 4 percent for the region as a whole.

The TSA methodology also uses the demand-side aggregates to construct supply-side accounts such as tour-
ism GDP, the measurement of direct and indirect value-added of tourism to the resident economy. Barbados'
tourism GDP, estimated at US$1.3 billion in 2004, accounts for half of total output, up roughly 10 percentage
points from five years earlier. Similarly to visitor exports, the country is relatively more dependent on tourism
for domestic output than its Caribbean neighbors. (The regional share is 16 percent.) The TSA is a valuable tool
for policymakers and researchers to understand the performance and economic impact of tourism on the small
island economies in the region.

Source: For more on Barbados' TSA see (WTTC, 2005).

an expansion in seat capacity from added flights by Continental and Delta Airlines and
bigger planes operated by British Airways, Virgin Atlantic and Air Canada. Furthermore, a
Bds$50 million (US$25 million) cruise ship pier project (to house more and larger cruise
ships such as Cunard’s “Queen Elizabeth 2”) and a major airport improvement project
will address growing transport infrastructure capacity concerns. Developments are also in
place to increase hotel capacity. The Bds$212 million (US$106 million) 350-room Barbados
Hilton, inaugurated in the summer of 2005, is likely to attract more American tourists and
business visitors given its brand-name appeal. New attractions are planned to increase the
attractiveness of Barbados as a tourist destination. The government is supporting a Bds$460
million (US$230 million) redevelopment of the main cricket ground (Kensington Oval)
for the 2007 Cricket World Cup. A museum will moreover be built to house the recently
acquired British Airways Concorde that provided service between the island and the UK
for many years.

In Barbados, private operators are the main providers of tourism services. The gov-
ernment’s role is to provide the regulatory environment to attract investment in the tourism
industry, and to assist in financing projects that are not attractive to foreign or domestic
capital. The Ministry of Tourism (MOT) formulates and implements tourism policy in col-
laboration with the Barbados Tourism Authority (BTA), Barbados Tourism Investment Inc
(BTI) and Needhams Point Development Inc (NPD). The BTA is in charge of marketing the
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island as a top vacation destination and the BTT is responsible for attracting the investment,
while the NPD deals with the development of the hotel sector. Even though Barbados has
not committed its tourism industry to liberalization under the WTO regime, market access
conditions are fairly liberal for those foreign firms interested in establishing a commercial
presence on the island (WTO, 2002).

The development of Barbados’ tourism sector is important for future economic
growth and stability. At the same time, the country must address some important bottle-
necks to eliminate constraints. First, Barbados’ southern location in the Caribbean and its
high prices make it an expensive travel destination for consumers. Second, high operating
costs — in factors like labour, land and equipment — have a direct impact on tourism given
that most providers are small and medium-size enterprises. Third, potential environmental
problems such as shortages of fresh water and ocean pollution could be major roadblocks
for further development of the industry, and especially so in leisure activities such as golf
and scuba diving. Finally, Barbados is under increased competition from cheaper regional
destinations (i.e., Mexico, Puerto Rico, the Dominican Republic and Cuba) that offer a
similar tourism product.

Barbados has been actively addressing these constraints. One strategy is to pursue the
high-end tourist niche market more actively, an approach that would increase Barbados’
regional competitiveness and shield against future drops in demand.?® Another strategy is
the government’s implementation of the Tourism Development Act of 2002. This focuses
on competitiveness by promoting foreign investment through fiscal and tax incentives;
sustained government support through infrastructure and transportation projects; and
the recognition of innovation and productivity based on the provision of high-quality
service. The MOT has set specific targets to measure the strategy’s performance through
2010 (UN-ECLAC, 2003).

Health

Another sector within travel services that merits attention is the provision of health and
elder-care-related tourism. Barbados has the potential for growth in this sector because
it enjoys the characteristics needed for successful development. These include an attrac-
tive climate, skillful health practitioners, reliable telecommunications and transportation
infrastructure, and an established tourism services sector. The supply of health tourism in

Barbados is mostly through consumption abroad (Mode 2). Facilities on the island regu-

26 Research shows that the income elasticity of tourism exports—in the world and more so in the Caribbean—is
high (UN-ECLAC, 2003). In other words, when world income falls the demand for tourism falls sharply, and
when income rises the demand rises sharply. However, the provision of high-end tourism services is more income
inelastic, helping to dampen fluctuations in demand.
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larly treat foreign visitors who fall ill while on vacation, and Barbados is already an estab-
lished medical destination for cruise ship lines traveling in the Caribbean. There is limited
commercial presence in health tourism (Mode 3), and some cross-border trade (Mode 1)
mainly in laboratory shipments to the United States. The income from health tourism is
negligible, and there is room for expansion. Potential for growth within the sector could be
in preventative care methods such as holistic healing, and cosmetic surgery given the target
high-end tourist market (Gonzales, 2001).

The demand for elder care is growing worldwide given the aging population. In
Barbados, visitor arrivals of seniors (over 50 years of age) have increased from a 28 to 32
percent share of total arrivals, while the number of visitors between ages 20 and 49 con-
tracted from 59 to 55 percent.?” These numbers could point towards a possible gradual shift
towards an older population traveling to Barbados, and pose an excellent opportunity to
market elder-care facilities. However, like tourism, the health and elder-care sector also faces
constraints, particularly high costs of operation, a reliance on foreign investment, water
scarcity, institutional capacity concerns in the Ministry of Health, and problems related
to the portability of insurance limiting patient access. In addition, there is a sense among
residents that the development of health and elder-care travel will be at the expense of the
national health-care system (Gonzales, 2001). Despite these challenges, the introduction of
the right incentive structure coupled with government and donor support, could facilitate

a diversification of travel services and stimulate additional export receipts.
Education

International trade in education services is also a growing market, given the increased
demand worldwide for higher education and a new push from international policymakers
promoting this form of trade (Larsen, 2001). Barbados has participated in supplying these
services since 1963, when the University of the West Indies Cave Hill campus was founded.
Even though education-related travel receipts are relatively small (less than 1 percent of
travel services over the last decade), they have grown rapidly at 10 percent a year (over
the same period). The future of Barbados’ education services looks bright. Plans for a
University College Barbados campus, for example, will add an internationally recognized
institution to the island’s higher education system and could attract a significant number
of students from the Caribbean region and beyond. The development of educational ser-
vices is also capacity enhancing as it attracts and develops domestic human capital. This is
an interesting area of potential growth for Barbados’ services exports and one that merits
further research.

27 For the period 19972003, using Barbados Ministry of Tourism data.
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Transportation Services

Exports of transport services in Barbados are very limited as they accounted for only 2
percent of total services earnings over the last decade.?® However, this sector has seen the
most extensive growth during the same period, expanding at an average 10 percent per year.
Barbados consistently runs a negative balance on trade in transport services given that it
does not house a national maritime or airline fleet.

There are currently 16 foreign-owned shipping companies offering maritime transport
services to and from Barbados. The port at Bridgetown Harbour serves as a transshipment
point for merchandise destined to smaller Caribbean islands. However, Barbados does not
have any public- or private-sector shipping lines in operation. The potential of maritime
transport as a sector of growth for Barbados merits further research, given the island’s
geographical advantage and established port infrastructure. In air transport, Barbados has
one international airport, fully owned by the Government of Barbados, with facilities to
accommodate aircraft of any size. As mentioned before, the competitiveness of the country’s
publicly owned transport infrastructure should be evaluated against the possible benefits
of privatization, especially given the sector’s importance throughout the economy. There
is no national airline in operation, but the Government does hold 10 percent ownership in
Leeward Islands Air Transport (LIAT).

Commercial Services

Communication and Information

The communication and information services sector is attracting growing attention
throughout the Caribbean region as a potential source of export revenue.? In the past, this
sub-sector of commercial services was not a very important one. Between 2000 and 2003, it
accounted for only 9 percent of commercial services receipts and less than 3 percent of total
services exports. Communications exports have grown by an average of 5 percent a year over
the last decade. These earnings were primarily derived from incoming international calls
(Mode 1, cross-border supply), which, according to settled accounting standards, require
the originating carrier to compensate one-half of the total cost of completing the call to

the terminating carrier.

28 Transportation services are international transactions via air, sea and other modes involving carriage of goods
(freight), passenger services (fares), and cargo handling, navigation and maintenance fees.

2% Communication and information services cover postal, courier and telecommunications services. The latter
include services delivered via transmission of sound or images by telephone, telex, telegram, cable, broadcasting,
satellite, e-mail, facsimile, teleconferencing, and voicemail; and information services such as online storage and
retrieval, data processing including transactions, transcription services, credit verification, etc.
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Cable & Wireless (C&W) was, until 2004, the sole provider of telecommunications
services in Barbados. The government has not held any ownership in telecommunications
firms since 1991, when it sold its industry shares to C&W and granted the company an
exclusive license—monopoly status—to operate nationally and internationally until 2011.
The Telecommunications Act of 2001 designated the Fair Trading Commission (FTC) and
the Ministry of Economic Development (MED) as regulators, responsible for oversight and
industry development, respectively.

Barbados has stated its commitment to telecommunications liberalization and agreed
with C&W on a gradual opening of the sub-sector. Phase I enabled full competition in
cellular mobile services, provision of telephone equipment, and use of equipment in call
centres. Three additional cellular phone providers (Digicel, Cingular and Sunbeach) are
now operating on the island. Phases II and III opened local and international telecommu-
nications services, respectively. A new license for domestic landline services was awarded
to TeleBarbados Inc in late 2005; there are currently four major license holders, in addition
to C&W, in international telecommunications services (Digicel, Cingular, Sunbeach and
TeleBarbados Inc).*° The liberalization of telecommunications is a crucial step in develop-
ing services trade and reducing the cost of doing business in Barbados.

The information services sub-sector is clearly on Barbados’ economic development
agenda. The island has a strategy to build an information sector around call and data-pro-
cessing centres, transcription services, credit processing and e-business transactions to cater
to the regional information and communications industry. The prospect for implementing
such a strategy is favourable. For this development to occur, the country needs to focus on

four core requirements:

(i) an infrastructure framework with good access, high capacity and low cost;
(ii) human capacity with the required technical skills;
(iii) a transparent and strong policymaking process; and
(iv) the appropriate legal framework to protect interests, yet facilitate access to

capital.

Barbados appears to fare well in all categories with the exception of relatively high costs
(Cleland, 2003).

Financial and Insurance

The financial services sector in Barbados is a well-regulated industry offering both do-

mestic and international (offshore) banking services. Between 2000 and 2003, financial

30 See Barbados Telecommunications Unit at www.telecoms.gov.bb.
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services earnings accounted for a 23 percent share of commercial revenues or over 6
percent of total services exports. Barbados is a net exporter of financial services, with the
sector consistently performing as the third most important foreign exchange earner in
the country, after tourism and insurance. Since 2000, this sector has experienced stagnant
growth (—0.7 percent), relative to growth of 5 percent for communications and 6 percent
for other business services.

Barbados’ financial sector history is rooted in the 1965 International Business Com-
panies Act, which, in conjunction with subsequent legislation, created the incentives for
foreign nationals and firms to invest on the island. The industry is divided into two areas,
those providing services to residents and those managing foreign funds for foreign persons
(offshore). In 2001, there were 56 licensed offshore banks with assets equal to 11 times the
country’s GDP. Barbados’ niche in financial services was the Foreign Sales Corporations
(FSCs) market, with a reported 2,975 companies in operation.®! In that same year, the WTO
ruled that, given US foreign income tax laws, Barbados’ tax privileges towards US corpora-
tions mirrored a hidden export subsidy, limiting the prospects for the FSC market. Securities
trading takes place through the Barbados Stock Exchange, with 22 companies listed and a
market capitalization of Bds$10.4 billion (US$5.2 billion) in 2004. Cross-border trading
in securities is limited, with only three Barbadian companies listed in other regional stock
exchanges. Deeper regional integration through implementation of the CSME is likely to
promote more cross listing, and perhaps the creation of a regional stock exchange (WTO,
2002 and Henry, 2003).

The future holds some challenges for the development of financial services in Barba-
dos, particularly in offshore banking. In 2000, an OECD report identified 35 jurisdictions
(including Barbados) as tax havens with harmful tax practices. Barbados disputed the
claim and campaigned to keep its taxation system in place as a tool for the development
of its financial services sector. The OECD has subsequently eliminated Barbados from its
tax haven list, citing that the country enjoys a wide international network of tax agree-
ments and has passed legislation to increase transparency in its tax and regulatory regimes.
Nevertheless, doubts about the extension of bilateral tax treaties and the introduction of
a more level playing field in the incentive structures that countries can provide will affect
Barbados’ competitiveness vis-a-vis more developed financial services sectors. In addition,
domestic banking institutions’ access to extra-regional markets will be difficult, given the
high fixed costs of foreign entry and the relatively limited liquidity of these (small) in-
stitutions compared to the larger and more efficient firms in Canada, the US and the EU
(Henry, 2003).

31 Barbados was the largest FSC market in the Caribbean, with St. Kitts and Nevis as the second biggest market
with 75 FSCs in operation (Suss, 2002). Also, see (IMF, 2003a).
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The preservation of offshore financial services in Barbados is very important given the
sector’s contribution to the economy. A deterioration of the sector would have a marked
effect not only on foreign exchange earnings, but also on tax revenues. It is estimated that
offshore activities contribute almost 40 percent of the government’s corporate tax revenue.
The outlook for offshore activities is uncertain. In the medium-term, the development of
Barbados’ financial services seems to be linked to the implementation of the CSME. Planned
liberalization of exchange controls, with the OECS first, and then with CARICOM as a whole,
should provide efficiency gains and opportunities for diversification. Continued efforts to
modernize and strengthen the financial sector would help solidify the country’s regional
position and prepare for increased competition (IMF, 2003b).

As for insurance services, revenues in 200003 were slightly higher than for financial
services, accounting for 27 percent of Barbados’ commercial services exports or 8 percent
of its total services exports. As with financial services, the insurance industry is segmented
into international and domestic providers. In 2000, the latest year for which data are avail-
able, there were 19 domestic and 200 active international insurance companies in Barbados.
Insurance services grew at an average 4.3 percent a year between 2000 and 2003, largely
owing to a boom in life insurance and pension fund revenues. Barbados is currently fully
committed to liberalization only in reinsurance services, and not in life or non-life insur-
ance, under the WTO (WTO, 2002). Within the Caribbean, insurance services are considered
vulnerable and uncompetitive, mainly owing to a shortage of quality long-term assets that
leads to inflated premiums. This sector, like the financial services one, has potential for
growth in Barbados if it can provide the environment for firms to compete at the regional

level with foreign providers.

Prospects for Services Exports

As mentioned earlier, it is difficult to obtain detailed and reliable data on services trade for
the Caribbean countries, including Barbados. Comparisons across the region are moreover
hampered by the fact that collection and reporting methods differ from country to country.
A comprehensive system of data collection, management and reporting in services trade
should be implemented to ensure that the region’s policymakers have the most reliable and
up-to-date information on which to base their decisions—not least in the region’s external
trade negotiations. Even with these constraints, some conclusions regarding Barbados’

services trade can be drawn from the above analysis.

* Barbados is a successful exporter of services. Services exports have consistently ac-
counted for almost 80 percent of total exports and more than 40 percent of GDP,

clearly demonstrating their importance to the economy.
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* The travel industry, particularly in the high-end tourism segment, appears to be
internationally competitive. Recent legislation outlining a strategic plan for the
industry’s development is likely to facilitate further growth. Areas such as educa-
tion and health-related travel have the potential to become important sources of
income.

* Financial and insurance services have been prominent sectors in Barbados’ export
portfolio; however, they will face increased competition from other, more efficient
locations. It is perhaps within a regional context that these two sectors will be able
to compete and bring further growth.

* Continued liberalization of the telecommunications sector is crucial to developing
the services sector and bringing down the costs of doing business on the island.
Conclusion of the liberalization agenda will facilitate improvement in the sector’s

efficiency and transparency.

Current multilateral trade negotiations in services have potentially significant impli-
cations for market access in this rapidly growing sector of the world economy. Barbados’
engagement in these negotiations, and its general trade policy objectives and actions, are

the subject of the next section.

E. Trade Policy Objectives: Global Integration, Special Treatment

Barbados’ trade policy is shaped by both a firm belief in the merits of trade liberalization
and global integration, and a strong conviction that the vulnerabilities of small island
developing states (SIDS) must be recognized and sufficiently addressed in the pursuit of
those goals. Following a prolonged recession in the early 1990s, Barbados took a number
of steps to open up and deregulate its economy. It implemented unilateral trade reforms,
gave growing support to multilateral and regional trade initiatives and became a leading
force behind the revitalization of integration in CARICOM. At the same time, the govern-
ment maintained high levels of protection for some import-competing industries, as well as
various forms of financial support to domestic production. Coupled with a stable political
environment characterized by regular, formal consultations among the government, trade
unions and the private sector, these policies spurred almost a decade of economic growth
and have helped sustain high living standards on the island, well above those of most de-
veloping countries.

In international trade fora, Barbados has actively argued in favor of special and dif-
ferential (S&D) treatment for SIDS to compensate for their particular vulnerabilities to price
and supply fluctuations, higher fixed costs of production and marketing, and susceptibility
to natural disasters. Barbados has argued that S&D treatment should, among other things,

involve longer transition periods for opening up domestic markets and the right to main-
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tain domestic support for local production in order to promote non-trade objectives such
as food security, rural development and poverty alleviation. Developed countries, mean-
while, should eliminate export subsidies and trade-distorting domestic support measures
in their own markets. In addition, they should agree to binding provisions of technical and
financial assistance to SIDS in order to facilitate their successful insertion into the global
economy. Barbados has insisted, moreover, that unilateral trade preferences granted by
developed countries play a vital role for small developing countries and should therefore
be maintained. (As mentioned previously, however, existing preferences are being eroded
by growing trade liberalization worldwide and, even if maintained, are likely to yield fewer
benefits in coming years.)

Barbados’ trade policy is formulated within the context of its membership both of
CARICOM and the WTO, as well as existing and planned trade arrangements with countries
in Europe and the Americas. (See Appendix II for an overview of trade agreements and

preferential arrangements governing the country’s external trade relations.)

CARICOM Membership

Barbados is a founding member of CARICOM, which was established in 1973 to foster
economic integration, cooperation and foreign policy coordination among its now 15
members. CARICOM has a population of 15 million and a combined GDP of US$40
billion.?? The group, excluding The Bahamas, is currently in the process of establishing
a Caribbean Single Market and Economy (CSME), which includes the right of establish-
ment, free movement of goods, services, capital and skilled persons within the sub-region,
growing harmonization of economic and regulatory policies, and a common external
tariff and trade policy. Thus, in the area of trade, CARICOM membership has important

implications for Barbados.*?
Preferential Access to, and Participation in, the CSME

CARICOMs free trade area in goods, in place since the early years of the integration process,
allows virtually free, preferential access to the sub-regional market for Barbadian merchan-
dise exports that meet CARICOM rules of origin. Current efforts in the region focus on the
elimination of a few remaining non-tariff barriers (NTBs). Intra-regional trade nevertheless
remains somewhat constrained, accounting for only 17 percent of the group’s total exports,

and only 11 percent of its imports. Inefficient regional transport facilities constitute a major

32 Calculations using IMF-WEO and WB-WDI databases.

3 For a more detailed overview of progress achieved so far in the implementation of the CSME, see (Brewster,
2003) and (INTAL, 2005).
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bottleneck to the free flow of goods, as do the small size of the regional market and similar
product specialization in a number of Caribbean countries. Only a limited number of com-
panies in the region have thus far managed to overcome these constraints by establishing a
lasting presence in the sub-regional market.

As mentioned earlier, Barbados appears to have drawn some benefits from intra-re-
gional trade liberalization and the tariff preferences resulting from the application of the
CET to extra-regional imports. From 1994 to 2004, its merchandise exports to CARICOM
grew by some 5.4 percent a year on average, much faster than its exports to other markets.
But unlike Trinidad and Tobago, which almost doubled its share of the CARICOM market
in the last ten years and is the origin of over 70 percent of all intra-group exports, Barbados
has struggled to maintain its small share of the regional market, and has lost market share
in several countries. (See Table IV-5.)

Among CARICOM countries, Barbados still accounts for the second-largest share of
all intra-regional exports (9 percent), after Trinidad and Tobago. It is uncertain, however,
whether the country will be able to maintain its share of the CARICOM market once that
market opens up to greater competition from Europe and other trade partners. Much will
depend on Barbados’ ability to pursue a successful transition to freer trade, but, as indicated

earlier, the outlook for its merchandise exports is not encouraging. The regional services

Table IV-5. Barbados’ Share in CARICOM Countries’ Imports

Imports from Imports from Barbados
Barbados (US$ million) World (US$ million) Market Share (%)
1990-92 2002-04 1990-92 2002-04 1990-92 2002-04
Antigua & Barbuda 10 22 1,001 1,803 1.0 1.2
Bahamas 3 7 7,030 17,184 0.0 0.0
Belize 3 6 730 1,471 0.4 0.4
Dominica 10 16 350 624 2.8 2.6
Grenada 12 24 329 695 3.7 35
Guyana 8 23 991 1,677 0.8 1.4
Haiti 1 1 1,604 3,842 0.1 0.0
Jamaica 27 50 5519 11,715 0.5 0.4
St. Kitts & Nevis 9 22 776 690 1.1 3.2
St. Lucia 24 39 728 1,293 33 3.0
St. Vincent & Grenadines 16 23 400 824 3.9 2.8
Suriname 1 13 1,552 1,957 0.0 0.7
Trinidad & Tobago 59 95 4,307 12,797 1.4 0.7
CARICOM 183 342 25,316 56,573 0.7 0.6

Source: IDB Integration and Regional Programs Department using IMF-DOTS.
Note: Barbados and Montserrat are not included in CARICOM data. Values represent totals for the period.
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market may provide more immediate opportunities for Barbados.** So would other aspects
of the regional integration process.”

Six member states—Barbados, Belize, Guyana, Jamaica, Suriname and Trinidad and
Tobago—met the December 2005 deadline for implementing the main provisions of the
CSME relating to services trade, right of establishment and movement of capital and la-
bour. Other member states are expected to follow suit by mid-2006. To reduce transaction
costs in the CSME, member countries have moreover sought to accelerate the process of
harmonizing and upgrading regulatory frameworks within CARICOM. The aim is to iden-
tify key areas affecting investment decisions and other sectors of economic activity where
regional harmonization is most urgent. While a lack of technical and financial resources
has thus far precluded concrete progress in this area, member states recognize it as vital for
fulfilling one of the main objectives of the CSME, which is to strengthen the international
competitiveness of Caribbean economies.*®

By fully participating in the CSME, Barbados is likely to benefit from opportunities
in the travel and commercial services markets, given that it is relatively more efficient
and developed in these sectors than other regional competitors. In addition, CSME inte-
gration can be used as a catalyst for greater global insertion—in terms of more effective
penetration of external markets for health, education and high-end tourism services. As
one of the stronger economies in the sub-region, Barbados could gain much from the
CSME, and has made timely implementation of its various provisions a key part of its
trade-policy agenda. To date, the implementation process has been rather slow across the
region, perhaps understandably so, given the large number of countries in the group and
the varying levels of development among them. In light of the changing external context,

however, there is growing recognition among government leaders that more needs to be

3 Lack of reliable data on intra-regional services trade may in the past have led policymakers and analysts to
underestimate the importance of the CSME for CARICOM countries. Anecdotal evidence suggests that services
trade within the CSME is picking up, and that opportunities for such trade are growing. Barbados is relatively well
placed to expand its participation in such trade. It appears to have a regional competitive advantage in professional
services areas such as accountancy, legal services (especially business-related) and financial management, as well
as construction and engineering services. Barbadian professionals have won many services contracts in OECS
countries, a fact that further illustrates the importance of the OECS sub-region to the Barbadian economy.

35 Among other things, Barbados’ stable political environment and relatively advanced social and physical infra-
structure make it an attractive location for regional institutions and the provision of regional services in CARI-
COM. Many regional institutions are based in Barbados, among them the Caribbean Development Bank (CDB),
the Caribbean Regional Negotiating Machinery (RNM), the Caribbean Export Development Agency, one of the
three main campuses of the University of the West Indies, the Caribbean Regional Organization for Standards
and Quality (CROSQ) and the CARICOM Secretariat’s CSME Unit. Several international donor organizations
servicing the wider Caribbean region also have their central offices in Barbados. As mentioned earlier, moreover,
Barbados has become an important regional distribution and transshipment centre.

36 Delays in the formal integration process have not stopped a budding process of private-sector-led economic
integration through growing intra-regional investment, mainly targeting the services sector. Large firms based in
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done to speed up the process, and there have been some encouraging signs to this effect

in the past year.
Trade Policy Coordination and the CET

By signing on to the Treaty of Chaguaramas in 1973, Barbados committed itself to a progres-
sive coordination of its trade policies with those of its CARICOM partners.’’” In line with
the group’s common market objective, member countries agreed to establish a common
external tariff.?® In 1993, after much delay, they finally began a four-phased implementa-
tion of the CET, to be completed between 1994 and 1998. Given the new outward-oriented
direction of the integration process, this process involved a substantial reduction in external
protection levels (including those of Barbados), from an average 20 percent to 10 percent for
CARICOM as a whole.* The pace of implementation has varied greatly among CARICOM
countries, with revenue concerns holding back the process in a number of countries. Only
two countries, one of which was Barbados, met the 1998 deadline for full implementation
of the CET; as of December 2005, all except Antigua and Barbuda, and St. Kitts and Nevis
had implemented it.

There are inherent problems to the CET that will not go away even when it is fully
implemented across CARICOM. First, while CARICOM tariffs are considerably lower than
a decade ago, they are still relatively high, particularly in the food and manufacturing sec-
tors where many products remain highly protected from external competition. This raises
concerns about trade diversion and is not conducive to the development of internationally
competitive local industries. Second, even when the CET is uniformly applied throughout
CARICOM, it will remain rather “uncommon”. That is because, in its current form, there

is broad scope for tariff suspensions and reductions, as well as for national derogations

Trinidad and Tobago, Jamaica and Barbados are the main origin of such flows. Although specific data measuring
these investments are not available, anecdotal evidence suggests that such flows are driven by the establishment of
intra-corporate links, i.e. “brownfield”, rather than “greenfield” investment. A prominent example is Goddards, a
Barbadian firm involved in many areas but perhaps best known for its airline catering business. It has operations
throughout the Caribbean and in South America. Sagicor — a financial services provider — has operations throug-
hout the Caribbean and in the United States. These and other firms have “gone regional” for a variety of reasons,
including diversification, market expansion, and competitive positioning. They are among the most successful
firms in Barbados, perhaps further evidence of the importance of the intra-regional market. For more on this
subject, see Trevor Farrell, Caribbean Economic Integration — What Is Happening Now; What Needs to Be Done.
Monograph, 2003.

37 See Chapter 1V of the Treaty’s Common Market Annex, Article 34: External Trade Policy, which states that
“Member States shall seek a progressive co-ordination of their trade relations with third countries or groups of
third countries... Member States undertake to transmit to the Secretariat particulars of any trade or aid agreements
entered into after the entry into force of this Annex”.

381bid., Article 31.

3 Unweighted average tariff rate.
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from the CET. This not only complicates the region’s joint negotiating efforts vis-a-vis third
partners, but also, given the implementation of rules of origin to avoid trade deflection,
creates additional transaction costs and reduces transparency of market access for exporters
targeting the CARICOM market. Third, the level of tariff dispersion in the CET remains
high, resulting in higher efficiency costs and further complicating the group’s market access
negotiations with other countries and regions. Table IV-6 illustrates these three problems. It
is worth noting that, among CARICOM countries, Barbados has one of the highest applied
tariffs, three percentage points above the CET. Its weighted tariff, at 20.3 percent, is even
higher. In fact, it is the highest among all countries in the Western Hemisphere. Despite
efforts at liberalization over the past decade, Barbados remains a highly protected economy

in many ways.

Table IV-6. CARICOM: CET and National Applied Tariffs, 2003

Tariff (Simple Average, %)

HS Trinidad & St. Kitts &
Section  Product Group CET Barbados Tobago Guyana Nevis
01 Live Animals/Products 249 53.3 243 27.1 11.5
02 Vegetable Products 18.2 28.0 16.2 18.4 13.2
03 Animal/Vegetable Fats 26.7 32.1 24.0 25.8 21.9
04 Processed Foods/Tobacco 19.7 34.2 16.2 25.0 16.1
05 Mineral Products 4.8 6.9 3.0 6.2 2.4
06 Chemical/Industrial Products 5.4 6.6 23 6.1 5.6
07 Plastics/Rubber 7.4 9.1 6.3 8.7 6.7
08 Animal Hides/Skin 8.2 9.6 5.8 9.2 7.6
09 Wood/Wood Articles 9.6 10.6 6.9 9.5 9.7
10 Paper/Cellulose Material 7.3 8.9 5.2 8.0 8.1
11 Textiles 10.4 10.8 7.9 10.8 11.1
12 Footwear/Miscellaneous Articles 16.6 16.2 15.2 16.0 18.5
13 Stone/Glassware 8.8 9.6 8.4 8.8 9.8
14 Precious/Semi-Precious Metals 20.1 29.7 14.7 28.6 14.4
15 Base Metals 5.6 6.8 4.6 6.7 6.2
16 Machinery/Electrical Equipment 6.5 7.8 4.9 7.5 1.7
17 Motor Vehicles/Vessels 9.6 10.0 7.2 9.4 9.7
18 Precision Instruments 11.5 14.4 9.9 14.2 10.8
19 Arms/Munitions 38.1 47.7 229 44.7 46.8
20 Misc. Manufactured Articles 16.2 16.2 15.7 15.8 19.3
21 Art/Antiques 20.5 20.0 20.0 20.0 25.0
Average Tariff (%) 10.1 13.1 7.9 11.0 9.4
Standard Deviation 14.7 26.4 12.3 12.9 12.1

Source: IDB Integration and Regional Programs Department using UN-TRAINS and FTAA-HDB.

Note: In 2002, the average tariff and standard deviation were 5.9 and 7.9 percent, respectively, for the Central American Common Market (CACM) and
7.0 and 0.0, respectively, for Chile.
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In addition to a somewhat uncommon CET, there are other loopholes in CARICOM’s
common trade regime that weaken the group’s external projection as a single market. As
indicated earlier, CARICOM’s founding treaty sought no more than a “progressive coordi-
nation” of members’ external trade policies (which, in the absence of a common services
regime, focused exclusively on trade in goods), and allowed members freely to negotiate
bilateral trade agreements with third countries. The revised treaty of 2001 goes somewhat
further towards establishing a common trade policy, but falls short of fully committing
member states to this goal. By creating a common services regime, the treaty extends CAR-
ICOM’s capacity to negotiate and implement joint services agreements with third parties.
It moreover reduces the flexibility that individual member states have to negotiate bilateral
trade agreements, by obliging members who negotiate such accords to seek the approval of
the relevant CARICOM Ministerial Council.* It does not, however, expressly prohibit the
negotiation of such agreements and is thus at odds with the principle of a customs union
(and, by extension, a single market), which requires a truly common trade policy in order
to be effective.

The constraints imposed by CARICOM’s not so common trade policy on national poli-
cymaking should be weighed against the benefits that preferential access to the CARICOM
market, the creation of the CSME and functional cooperation are providing to Barbados.
There is another advantage, namely that foreign policy coordination has given the countries
a stronger voice in international trade negotiations. As experience in the Free Trade Area
of the Americas (FTAA) negotiations has shown, the voice of 14 countries, however small,
is stronger than that of one small country on its own. The creation, in 1997, of the Carib-
bean Regional Negotiating Machinery (RNM) to formulate and implement joint Caribbean
negotiating strategies has facilitated a more efficient pooling of the region’s scarce human,
technical and financial resources and thus led to more effective participation in external trade
negotiations. For Barbados, there is an added benefit: as one of the stronger economies in
the group, it is probably better able than many other member countries to shape regional
positions in the negotiations.

40 Chapter V, Article 80 of the revised treaty states that: “The Member States shall coordinate their trade policies
with third States or Groups of states. The Community shall pursue the negotiation of external trade and economic
agreements on a joint basis in accordance with principles and mechanisms established by the Conference. Bilateral
agreements to be negotiated by Member States in pursuance of their national strategic interests shall (a) be without
prejudice to their obligations under the Treaty: and (b) prior to their conclusion, be subject to certification by
the CARICOM Secretariat that the agreements do not prejudice or place at a disadvantage the position of other
CARICOM States vis-a-vis the Treaty. Where trade agreements involving tariff concessions are being negotiated,
the prior approval of COTED shall be required.” Belize obtained certain derogations from these provisions with
respect to negotiation of trade agreements with “neighboring economic groupings” [Editors’ note: COTED is
Council on Trade and Economic Development. ]
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Western Hemisphere Markets

Barbados, through CARICOM, has signed trade agreements with five Latin American coun-
tries (Venezuela, Colombia, Dominican Republic, Cuba and Costa Rica; see Appendix IT) in
the past decade, allowing it improved, preferential access to some important markets in the
region. Because the first two agreements are limited in scope, and the last three were only
recently concluded, it is too early to determine the overall effect of these agreements on
bilateral trade flows. Barbados trades very little with Latin American countries (the result
of a long tradition of doing business primarily with the English-speaking world). Between
2000 and 2004, its merchandise sales to Latin America averaged only US$3 million a year.
Barbados exports 15 times as much to the OECS (population just over half a million) as
to all Latin American countries combined (population 500 million). Consolidated data on
services trade with Latin America is not available, but it is well known that Latin Ameri-
cans account for only a tiny share of tourism arrivals in Barbados. Considering the size
and growth potential of the Latin American market, Barbados should explore possibilities
for expanding its trade relations with these countries, particularly in the area of services.
Improved penetration of Latin American markets will require a concerted effort by both
the government and the private sector in Barbados, in terms of improved market analysis,
promotional activities specifically targeted at new Western Hemisphere markets, and efforts
to obtain better access to these markets. This is particularly important in light of the current
impasse in the FTAA negotiations.

Negotiations for a hemisphere-wide free trade agreement were officially launched
in 1998. The goal then was a balanced and comprehensive WTO-consistent agreement by
January 2005, covering trade in goods and services, investment, government procurement,
dispute settlement, intellectual property, subsidies, competition policy, and antidumping
and countervailing duties. The agreement was to take into account the needs, economic
conditions and opportunities of the smaller economies of the region, and was to coexist
with bilateral and sub-regional agreements (such as CARICOM) to the extent that the
rights and obligations under these agreements were not covered by, or went beyond, those
of the FTAA. The latter would have had important implications for CARICOM in that, un-
less substantial progress towards the CSME was made prior to the entry into force of the
FTAA, the CARICOM economic integration process could risk being overtaken (and made
somewhat redundant) by the hemisphere-wide trade initiative.

The FTAA negotiations stalled in 2003 and, since then, there has been virtually no
progress in the talks despite repeated commitments to continue the process. Partly as a
result, there has been a proliferation of new bilateral agreements among individual or
groups of FTAA countries, including a free trade agreement between the United States and
Chile and the recently concluded agreement between the United States and five Central
American countries plus the Dominican Republic (CAFTA-DR). The United States is also
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negotiating bilateral agreements with Colombia, Ecuador and Peru, while Canada hopes
to expand its free trade agreement with Costa Rica to include the other members of the
Central American Common Market.

These and other developments are putting pressure on CARICOM countries to seek
alternative arrangements to the FTAA with their Western Hemisphere partners, in order
to prevent a relative deterioration of their access to these markets. For Barbados, which
conducts most of its trade in the Western Hemisphere, seeking alternative arrangements to
the FTAA, or the revival of those talks, appears to be of particular importance. CARICOM
has already sought to accelerate discussions with Canada and is exploring a possible trade
agreement with Mercosur, but there is no decision as yet to enter into bilateral negotiations
with the United States. Nonetheless, a new trade agreement with the United States is impera-
tive if CARICOM wants to keep its preferences under the US-Caribbean Trade Preference
Act, which are set to expire in 2008 unless the FTAA or a comparable free trade agreement
between the United States and CBTPA beneficiaries enters into force earlier.

Whatever the configuration of future trade agreements in the Western Hemisphere,
they are likely to lead to further erosion of current preferences enjoyed by Barbados in the
US, Canadian and Caribbean markets, and in those Latin American countries with which
Barbados already has a free trade area. The prospect of tougher competition makes it all
the more urgent for Barbadian exporters to exploit their current window of opportunity
in these markets. At the same time, however, access to the US and Canadian markets would
be more secure under a reciprocal trade agreement with these countries, since it would no
longer depend on unilaterally applied “preferences”, but rather on contractually agreed
rules. In addition, exports that do not currently enjoy preferences or enter duty-free under
MEN rules in these markets would gain improved access, and could consequently increase
their share in Barbadian exports. A similar trend would apply to any new agreement that
CARICOM signs with Latin American countries, although here, too, competition from other
countries in the region will be tough if the agreement is hemisphere-wide.

In any such agreement, Barbados will have a significant interest in obtaining better
market access for its services exports. At the same time, it will have to liberalize its import
market for both goods and services, with important consequences for import-competing
industries and fiscal revenues—but also potentially large benefits for consumers and the
economy in general, given that Barbados sources most of its imports from Western Hemi-
sphere markets. The gains from trade liberalization (which go beyond trade creation by
facilitating ongoing structural reforms and their subsequent “locking in”, the establishment
of a more secure and transparent business environment, and higher inflows of FDI, among
other things) could be substantial for a small country like Barbados. However, the adjust-
ment process will be difficult even if the country succeeds in negotiating longer transition

periods for its own market opening.
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Relations with Europe

Along with its CARICOM partners, Barbados is currently engaged in negotiations with the
EU that will fundamentally alter the current provisions governing EU trade with the region.
These provisions are spelled out in the June 2000 EU-ACP Cotonou Partnership Agreement.
This agreement foresees the entry into force of Economic Partnership Agreements (EPAs)
between the EU and ACP countries by 1 January 2008 at the latest. After an initial phase of
all ACP-EU talks (2002—03), bi-regional EU-CARIFORUM negotiations, involving CARI-
COM plus the Dominican Republic on the Caribbean side, were launched in April 2004.
The aim is to produce a draft EPA by December 2006 and a final agreement by December
2007. Meanwhile, the unilateral trade preferences granted by the EU to imports from ACP
countries under Lomé IV have been extended through the end of 2007.

Since CARICOM countries—including Barbados—already enjoy duty-free access
to the EU market for most of their merchandise exports, the benefits of the agreement
for CARICOM will largely depend on the degree to which remaining non-tariff restric-
tions to such trade are eliminated; to what extent the EU opens up its services market to
CARICOM; the timeframe and scope of reciprocal trade liberalization, which should allow
CARICOM countries enough time to adjust to both increased competition and declining
tariff revenues; and how generous and effective the EU’s financial assistance in support
of CARICOM’s adjustment to freer trade will be. The stakes in the EPA negotiations are
high, not only because the resulting agreement will govern trade relations and develop-
ment cooperation between the two regions for years to come, but also because it will likely
influence any agreement that CARICOM—and hence Barbados—subsequently signs with
other developed countries.

CARICOM’s trade relations with the EU will not only be shaped by a future EPA. As in
the case of CAFTA and other bilateral trade initiatives in the Western Hemisphere, new trade
arrangements between the EU and third countries or regions could weaken the position of
CARICOM countries in the EU market, and thus erode the benefits of an EPA. The Cotonou
Agreement commits Europe to consult with the ACP group prior to implementing new
liberalization measures. It does not, however, guarantee CARICOM continued “preferential”
status in the EU market, either in the transition phase or following the implementation of an
EPA. Another factor influencing CARICOM-EU trade relations is the Community’s recent
eastward enlargement. Upon joining the EU in 2004, the ten new members assumed all EU
commitments included in the Cotonou Agreement; they now offer CARICOM the same
preferences it already enjoyed in the EU of 15.4! Along with the acceleration of economic

growth expected in the new member countries as a result of their accession, this translates

41 As mentioned earlier, the Czech and Slovak Republics, Poland and Hungary already grant reduced or zero tariff
rates to selected imports from Barbados.
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into new export opportunities for CARICOM, perhaps most of all in the area of services
(i.e., tourism). It is nevertheless important to point out that, as members of the EU, these
countries now participate in, and influence, the ongoing EPA negotiations. For political
as well as economic reasons, therefore, it is important for Caribbean countries (including
Barbados) to increase their engagement with the new EU members in order to facilitate

dialogue, information-exchange and business links between the regions.

WTO Membership

Barbados has been a GATT contracting party since February 1967 and became a founding
member of the WTO in January 1995. It accords at least MFN treatment to all its trading
partners. As a result of the Uruguay Round of multilateral trade negotiations, it has bound
all of its tariffs except on fish and fish products, albeit at ceiling rates. Agricultural tariffs
are bound at a minimum of 100 percent, with some products bound at more than double
that rate. Tariffs on manufactured goods are bound at rates of at least 70 percent, with
considerably higher rates for some specific products.*? There is a substantial gap between
bound rates and applied tariffs (which are set in accordance with the CET and the national
exceptions included therein; see Table IV-6 above). NTBs, such as quantitative restrictions,
import surcharges and import licences, have been progressively dismantled in line with
commitments made in the Uruguay Round.

Under the General Agreement on Trade in Services (GATS), Barbados has scheduled a
number of commitments in trade in services, with two horizontal exemptions applying to all
sectors. First, it has imposed a restriction on all services delivered via commercial presence
(Mode 3) with the Property Transfer Tax Act, which levies taxes on purchases and sales of
land, stocks, or shares by foreign investors.** Second, it has restricted the services delivered
through the presence of natural persons (Mode 4) with the Immigration Act regulating
entry and residence of all foreign persons working on the island.

Barbados has also made some sector-specific commitments to services liberalization.
These include unlimited market access and national treatment for all foreign providers
of legal documentation services, specialized medical services, software implementation,
courier services, reinsurance, and entertainment services. In addition, some commitments
have been made on basic telecommunications services through the Telecommunications

Act of 2001.* It is important to note that Barbados is one of the few developing countries

42 The vast majority of tariff rates are ad valorem. Specific rates apply to 57 product lines, most of which are alco-
holic beverages, and correspond to high levels of protection. See (WTO, 2002).

43 This legislation was amended in 1999 to eliminate any differentiation in treatment between foreign and local
investors.

#The Telecommunications Act of 2001 has not yet been notified to the WTO. See Centre for Trade Policy and Law,
Summary Report: Implementation of Selected WTO Agreements in the Caribbean Community, 2002.
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in the WTO that has not included tourism in its schedule of commitments (partial or full).
Even though the sector is fairly liberalized, an official commitment could help attract ad-
ditional investment.

Currently, Barbados faces two challenges in the WTO. The first relates to the full
implementation of the Uruguay Round Agreements. Compared to other Caribbean coun-
tries, Barbados is relatively advanced in implementing its Uruguay Round obligations, a
difficult process involving a number of legislative and institutional changes (some of which
are being handled at regional, rather than national, level in CARICOM). There are, however,
some pending issues, for example with respect to notifications; actions needed to satisfy
the Agreement on Technical Barriers to Trade (TBT), including upgrading of standards
information centres and accreditation of laboratories; upgrading of antidumping laws and
legislation on subsidies and countervailing measures; and compliance with the Agreement
on Trade-related Investment Measures (TRIMs), including revision of incompatible fiscal
and industrial incentives and other provisions.*

Participation in the Doha Development Round represents another challenge for
Barbados. The Doha negotiations, launched in November 2001, include a large number of
areas, most prominent among them agriculture and services, where countries are seeking
substantial improvements in market access and, in agriculture, the elimination of distort-
ing domestic support measures. Countries also want to achieve further reductions in tariffs
and non-tariff barriers on industrial products, and reach agreement on new issues such as
trade facilitation. Implementation issues resulting from the Uruguay Round agreements
are also on the agenda—developing countries, in particular, have experienced problems in
implementation and have asked for revisions of commitments undertaken in that earlier
round of multilateral negotiations.

After a breakdown in negotiations at the 2003 ministerial meeting in Mexico, a pack-
age of framework agreements to guide future negotiations was concluded in August 2004,
giving renewed impetus to the talks. Since then, however, the negotiations have moved
slowly, with agriculture proving to be one of the main stumbling blocs in the talks. At the
December 2005 ministerial meeting in Hong Kong, WTO members resolved some issues
related to agriculture and non-agriculture market access, and agreed to finish the negotia-
tions by December 2006—an ambitious deadline given that much remains to be solved for
a comprehensive new agreement. Throughout the negotiations, Barbados has joined with its
CARICOM partners to promote special and differential treatment for developing countries,
the principle of “less than full reciprocity” in the formulation of the modalities for tariff

45 The most recent WTO Trade Policy Review for Barbados was undertaken in 2002, and is therefore somewhat
outdated. Barbados’ implementation status has also been reviewed in a series of documents commissioned by the
CARICOM Secretariat under an IDB-financed TC project entitled “Support for the Implementation of WTO Com-
mitments in the Caribbean Community” (ATN/SF-7075-RG). These reports are based on an analysis conducted
during the period January—December 2002.
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reduction, and the need to ensure that the negotiations on trade in services facilitate the
increasing participation of developing countries.*

Given the current impasse in the FTAA negotiations, EPA and WTO negotiations have
assumed a prominent place on CARICOM’s trade policy agenda. Both negotiations are
important for Barbados—not least because they are likely to influence both the pace and
outcome of future trade negotiations in the Western Hemisphere. Given the importance of
this latter region in its total trade, Barbados should view with some concern the deadlock
in the FTAA process, and the absence of significant progress to date in alternative arrange-
ments between CARICOM and its FTAA partners. While other Latin American countries are
moving swiftly towards the conclusion of bilateral free trade agreements with each other and
with North America, CARICOM countries have been far less active on this front. Barbados
should therefore support an intensification of CARICOM’s current talks with Canada and
Mercosur, as well as efforts to seek a new agreement with the United States.

The Cost of Protection

As mentioned earlier, Barbados has taken a number of steps in recent years to liberalize
and simplify its import regime, among others by reducing tariffs, eliminating quantitative
restrictions and replacing multiple indirect taxes and levies with a value-added tax (VAT).
Border protection nevertheless remains high for imports that compete with domestic pro-
duction. Without stringent protection from external competition, most of the few existing
agricultural and manufacturing activities on the island would likely contract significantly.
In the agri-food sector, border protection (for example through non-automatic import
licensing) is applied to decrease imports and enhance food security.

Protection is also high in some industries where Barbados has no domestic production.
In those cases, the aim is to raise government revenue and/or to protect domestic industries
in other CARICOM member states (through the application of the CET, which encourages
Barbadians to source their imports regionally).?” Some import tariffs have actually risen
since 1999, first as a result of the conversion of quantitative restrictions on agricultural
imports into tariffs (“tariffication”, which does not necessarily increase effective border
protection), and subsequently, in November 2001, in response to the economic difficulties
experienced in the aftermath of September 11th, 2001 (which led the government to raise

tariffs on domestically produced manufactured goods from 15-20 percent to 60 percent).

46 CARICOM positions in the WTO negotiations are summarized in the “Caribbean Declaration on the Fifth WTO
Ministerial Conference”, presented in Canctin, Mexico, in September 2003.

47 As is well known, the formation of a common market and now the CSME has not prevented trade disputes
among Caribbean countries. The current flying fish dispute between Barbados and Trinidad and Tobago is a clear
example of this and points to remaining weaknesses in the legal set-up of the CSME.
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Special safeguard measures were moreover implemented in July 2002 to protect some sensi-
tive products against import competition.

In addition to tariff protection, many domestic producers of goods and services ben-
efit from tax incentives that provide total or partial exemption of import duties on inputs
needed for production. The government moreover gives financial assistance to domestic
producers, particularly in the agricultural sector in order to help the embattled sugar in-
dustry and, at the same time, promote diversification into new crops (cotton, vegetables,
fruit, cut flowers). Support is provided through concessional financing, public funds set up
for particular purposes, or technical cooperation and training. International or offshore
companies also benefit from substantial tax rebates. There are no available estimates of the
budgetary costs of all this support, nor of the cost of duty-exemptions. A comprehensive
cost-benefit analysis of such support might be useful in order to determine its real value
to the economy and the population as a whole. Meanwhile, barriers to food imports may
have affected the international competitiveness of the island’s tourism industry by restrict-
ing access to the best and most competitively priced inputs (and, in the process, raising the
cost of restaurant meals to levels far beyond those of some competing tourism destinations
in the Caribbean).

The government is cognizant of the high cost of protection and has already implemented
anumber of measures aimed at restructuring the economy and making it less reliant on trade
preferences, old forms of protection and concessional finance. Such reliance nevertheless
remains high and raises concern regarding the private sector’s readiness for the CSME, the

EPA and, particularly, greater integration among Western Hemisphere economies.

F. Trade Policymaking: Institutional Issues

The Foreign Trade Division of the Ministry of Foreign Affairs and Foreign Trade is responsible
for formulating, negotiating and implementing trade policy, investigating all antidumping
and subsidies complaints and administering safeguard measures. The Ministry plays an
important coordinating role in trade policymaking through close inter-ministerial col-
laboration and consultation with civil society. As illustrated in Box IV-2, several ministries
and government agencies collaborate with the Foreign Trade Division in the development
and implementation of trade policy. The trade policymaking process in Barbados moreover
enjoys a long tradition of consultation among the government, the private sector and trade
unions.

At the regional level, the RNM and the CARICOM Secretariat participate in developing
and implementing trade policy. The RNM is responsible for coordinating and representing
the negotiating positions of CARICOM members, and works closely with the Ministry of
Foreign Affairs and Foreign Trade and other relevant national entities in doing so. All positions
presented by the RNM in the various negotiations have to be approved by the Community’s
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Box IV-2. Participants in National Trade Policymaking

e Ministry of Foreign Affairs and Foreign Trade. The ministry’s Foreign Trade Division coordinates trade policy. The
ministry’s foreign missions play a crucial role in establishing and maintaining trade links with third countries.
Barbados has embassies or high commissions in the United Kingdom, Canada, the United States, Belgium,
Switzerland, and Venezuela, and permanent missions to the OAS in Washington, the UN in New York, and the
EU in Brussels.

e Ministry of Finance and Economic Affairs is responsible for coordinating and implementing the government's
economic policy. Its Customs and Excise Department administers the CARICOM CET, rules of origin and other
customs procedures.

e Ministry of Industry and International Business (MIIB): its investment arm, the Barbados Investment and De-
velopment Corporation (BIDCO), is responsible for export promotion policies and the facilitation of business
entry into Barbados. Its Corporate Affairs and Intellectual Property Office (CAIPO) is responsible for company
registration and the registration and maintenance of public records relating to trademarks, patents, industrial
designs and other intellectual property categories.

e Ministry of Tourism and International Transport formulates policies to develop sustainable tourism. Through its
development agency, Barbados Tourism Investment Inc., it promotes investment in the island’s tourism and
hospitality industries.

e Ministry of Agriculture and Rural Development is in charge of sanitary and phytosanitary standards, plant and
animal quarantine, natural resources, soil conservation, irrigation, fisheries, and veterinary services.

e Ministry of Commerce, Consumer Affairs and Business Development has different entities related to trade, among
them the Barbados National Standards Institute (BNSI) and the Fair Trading Commission.

e Private Sector. The Barbados Private Sector Trade Team, established in 2003, supports businesses and industries
in assessing competitiveness, formulating trade negotiating strategies, and increasing awareness in trade issues.
Other important private sector bodies include the Barbados Chamber of Commerce and Industry, the Barbados
Manufacturers’ Association, the Barbados Coalition of Service Industries, the Barbados Hotel and Tourism As-
sociation, and the Barbados International Business Association.

e Trade Unions. The Congress of Trade Unions and Staff Associations of Barbados. Since 1991, it has been an
effective voice for union workers and staffers within the framework of Barbados' trade policymaking process.

Council on Trade and Economic Development (COTED), comprising Ministers of Trade
and Foreign Affairs of member countries, including Barbados. While benefiting from this
regional pooling of resources, Barbados often sends its own national representatives to the
negotiations to work alongside RNM officers. The CARICOM Secretariat focuses mainly
on intra-regional negotiations and on the implementation of trade agreements already
signed by Caribbean countries (CSME and WTO). The Barbados Prime Minister’s Office
is the lead entity responsible for the administration of CSME policies, working closely with
Secretariat personnel to achieve this objective.

For a small country like Barbados, maintaining a large public sector is unrealistic.
All ministries and agencies engaged in trade policymaking have to work under significant

human-resource and budgetary constraints. Maximizing the efficiency of these limited
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resources is therefore crucial, particularly in the current context of multiple simultaneous
and technically complicated trade negotiations and significant new obligations assumed
in the WTO and the CSME. A comprehensive analysis of the country’s institutional infra-
structure in the area of trade may be useful in this respect, since it would focus attention
on possible weaknesses or bottlenecks to efficient trade policymaking or administration.
Institutional strengthening can be achieved, among other things, through more effective
intra- and inter-agency coordination, human resource training, elimination of duplication
of activities among government agencies, improved access to technical expertise and use of

modern communications systems.

G. Trade and Integration: Challenges and Strategies
Export Growth and Diversification

In the area of trade, Barbados’ first and foremost challenge is to achieve higher and sus-
tained export growth. The potential for growth exists mainly in services exports. Tourism
is likely to remain the country’s leading export in the foreseeable future. The continued
development of the travel industry is of crucial importance to Barbados, but it will only
be possible if the country remains competitive vis-a-vis other tourist destinations both in
the Caribbean and worldwide. To do this, Barbados needs to address some development
bottlenecks by improving price competitiveness, keeping operating costs down, developing
a sustainable water policy, and improving infrastructure. It should continue to develop the
high-end tourism segment, a proven competitive export in the past. Diversification within
the travel industry is also an important strategy; here, Barbados has two areas of potential
growth. One is education-related travel, linked to increased global demand in this sector; the
other is the development of health-related services given the strong link between high-end
tourism and preventative and cosmetic healthcare. The government can play an important
role in facilitating this growth, and it has begun to do so.

Diversification is important not only within the travel industry, but also with respect
to exports as a whole. Barbados’ dependence on the tourism sector is overwhelming—and
therefore risky: in the last 20 years or so, tourist arrivals have largely determined changes in
the country’s real GDP. Barbados should therefore explore ways of decreasing the economy’s
dependence on this sector by expanding export potential in other services sectors. One area
that merits attention is Barbados’ role as transshipment and regional distribution centre.
There could be potential to develop competitive advantages in this area, but available data are
scarce and more thorough analysis would be needed to make specific reccommendations in
this respect. Financial and insurance services are another area of potential growth. Although
Barbados does not appear to be competitive vis-a-vis developed countries in these services, it

does enjoy a regional presence and could further develop that presence within the CSME.
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As regards merchandise trade, continued efforts need to be made to move away from
export activities that are not internationally competitive, and export promotion efforts
should limit themselves to targeting products that face growing demand in world markets
and that could be exported competitively even in a context of declining trade preferences.
Apart from some niche products, possibilities in this area are likely to be limited.

Although the main actors in the process of diversification will be private companies, the
government can support the process through assistance to the various government agencies
charged with facilitating private-sector development (particularly in areas such as develop-
ment of niche markets and specialized products, consumer and market surveys, training in
product development and innovation, etc.). The government can also assist with development
of the tourism industry and other services sectors, including further liberalization of the
telecommunication, transportation and financial-services markets. An opening of services
sectors could encourage technology transfer, spur innovation, increase transparency and
predictability, and lower the cost of doing business across the island, given that services are
often key inputs both to the production of goods and the provision of other services.

A related challenge is to diversify, and gain improved access to, export markets, both
in the Western Hemisphere and beyond. Again, it is important to remember that it is
companies, not governments that trade. Companies, therefore, will have to do most of the
work to reduce Barbados’ dependence on its traditional export markets in North America,
Europe and the English-speaking Caribbean. But the government can help by negotiating
and implementing trade agreements that offer Barbadian exporters increased access to both
existing and new markets, and by supporting market intelligence programs and private-

sector-led export promotion campaigns through BIDCO and the BTA.

A Heavy Negotiating Agenda

For Barbados, active participation in all the negotiations currently underway between
CARICOM and its various trade partners is of vital importance, and very difficult. Like
other small Caribbean countries, Barbados faces significant resource constraints. The trade
ministry is tiny compared to those of the country’s main external trade partners. With just
a dozen or so trade specialists (compared to between 100 and 300 in the relevant agencies
of the United States, Canada and the EU), the Foreign Trade Division of the Foreign Affairs
Ministry is struggling to complete the necessary tasks for securing an effective voice in the
negotiations: market/sector analysis to determine the country’s competitiveness vis-a-vis
its trade partners, studies on the implications of trade liberalization on domestic export
and import-competing industries, review of partner countries’ offers in the negotiations,
preparation of national offers, and so on. The creation of the RNM has eased some of the
pressures on CARICOM governments in terms of technical preparation for the negotiations,

but the RNM can only be effective if member states contribute actively to the process.
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Effective participation in complex trade negotiations requires a considerable level
of human, technical and financial resources. It would not, however, be realistic for a small
country like Barbados to significantly expand the size of its trade policymaking apparatus.
But through efficient resource allocation, specific interventions aimed at institutional strength-
ening and some external support, the government could maximize its available resources
without increasing its size. In addition, Barbados and its CARICOM partners should fur-
ther strengthen their efforts to pool scarce resources at the regional level, not just through
continued support to such mechanisms as the RNM, but also through greater cooperation
at the level of embassies and foreign trade missions.

It will be important for Barbados to regularly re-assess and, if necessary, modify its
various integration and market opening strategies, including the way in which it uses alli-
ances such as CARICOM to promote its national development agenda. For a small country
with scarce resources, there are many benefits to be derived from political and economic
cooperation with neighbouring countries, but there are some costs, too.*® The pooling of
resources at the regional level is one way of overcoming the constraints of being small. Es-
tablishing clear priorities for policy intervention is another: since the Western Hemisphere
accounts for around 60 percent of Barbados’ merchandise trade, as well as a large portion of
its tourism arrivals, then that is perhaps where most of the country’s negotiating resources

should go.

Implementation of Agreements

Once trade agreements are negotiated and signed, Barbados must ensure their effective
and timely implementation in order to reap the benefits (and minimize the costs) for its
economy. This involves complicated revisions to the country’s legal and administrative
apparatus. How difficult that process can be is illustrated by the fact that Barbados is still
in the process of implementing the GATT Uruguay Round agreements, 10 years after they
were signed. Along with these, Barbados will have to implement its commitments result-
ing from CARICOM’s agreements with the Dominican Republic, Cuba and Costa Rica.
With the WTO Doha and EPA negotiations scheduled for completion in December 2006
and 2007, respectively, and with new agreements likely to emerge between CARICOM and

48 As indicated in Section E above, membership in CARICOM has conferred a number of benefits on Barbados,
principal among which are privileged access to neighbouring markets and the benefits derived from the pooling of
scarce resources across the region (greater leverage in international fora, cost savings, etc.). But preferences may in
the long term prove to be a mixed blessing unless Barbadian companies use them to upgrade their export supply
not only in quantity but also in qualitative terms. Meanwhile, however, there is much room to expand cooperation
among CARICOM members in a number of strategic areas related to trade and economic integration. And, like
other countries in the group, Barbados could benefit from this as it confronts the many challenges of globalization.
In addition, timely implementation of the CSME is likely to provide tangible benefits for Barbados. All of this points
to the importance for Barbados of developing and maintaining a clear strategy for its CARICOM membership.
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other FTAA countries, Barbados is likely to face tremendous difficulties in securing effec-
tive implementation without committing more resources to this endeavour. Again, this
could be achieved through further public-sector reform that would allow a more efficient
allocation of existing resources, and use of external assistance where possible, rather than
an expansion of government.

Indeed, such assistance will be necessary for Barbados to meet the various challenges
of implementation. Specific needs identified by the government include those related to
sanitary and phytosanitary (SPS) issues (accreditation of the Ministry of Agriculture Labo-
ratories for international trade, development of a fish inspection regime, needs assessment
for animal and plant health inspection services); technical barriers to trade (upgrading
the Mass Metrology Laboratory Facilities and renovating the Soil and Materials Testing
Facility of the Barbados National Standards Institution (BNSI); and intellectual property
(improvement of Corporate Affairs and Intellectual Property Business Facilitation Services).
The government also wants to establish trade reference centres in strategic, easily accessible
locations. As with the negotiating effort, some implementation issues (particularly those
related to WTO) might be handled more efficiently—and at lower cost—at the regional,
rather than the national, level; Barbados should explore such possibilities with its CARICOM

members as soon as possible.

Achieving Competitiveness in a More Liberalized Trading Environment

Product and market diversification, and the benefits deriving from free trade, will be neither
achievable nor sustainable without a business-friendly environment, particularly one that
encourages and rewards innovation, initiative and risk-taking, while at the same time of-
fering transparent laws and regulations and a stable macroeconomic environment.

Both the government and the private sector must prepare themselves for the significant
changes that will result from trade liberalization, not only within the country but in the
global economy as well. Production and investment strategies in the Western Hemisphere
are likely to change significantly in the coming years. A similar process is already underway
globally, and Barbados will have to compete more fiercely for both markets and capital. The
country’s heavy reliance on a limited number of export products, some of which are clearly
not internationally competitive, raises some concerns in this respect—hence the importance
of diversification. Once trade barriers come down, Barbados’ import-competing sectors
will have to adjust to greater competition at home, and many traditional exporters will be
unable to compete once their preferences disappear. Barbados’ presence in the CARICOM
market, for example, is certain to come under attack once the group lowers its tariffs on
imports from North America and Europe.

The government will have to play an active role in this transitional process by facilitat-

ing productivity and export growth through prudent macroeconomic management, better
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infrastructure (particularly in services and transport, but also in R&D) and, as mentioned
above, more concerted efforts (with the private sector) at export diversification. The country’s
National Strategy for Trade Related Capacity Building (2003) identifies a number of projects
aimed at facilitating the country’s adaptation to more liberalized trade (competitiveness en-
hancement programs for private-sector entities, Small Business Association five-year project

to expand markets, and an agricultural marketing enhancement program, among others).

Sharing the Costs and the Benefits

The creation of efficient social safety nets and other such services in order to soften the
impact of adjustment will be critical to the government’s efforts to support the transition
to free trade. Equally important will be the way in which the benefits of free trade are dis-
tributed among the Barbadian population. Export diversification, access to new markets,
regional cooperation and a strong trade policymaking process should all facilitate economic
growth. But higher growth is a means to an end, not an end in itself. Any strategy to in-
crease and diversify exports should have as its ultimate goal the equitable and sustainable
economic development of the country’s population, which requires, but is not solely based
on, growth itself.

In its effort to maximize the gains from trade for the majority of the population, should
the government target and support specific export industries—those that produce the high-
est value added, create the greatest number of new jobs, pay the highest salaries? Or should
it follow a more market-based approach, aimed at improving the general business climate
without picking winners, and designing appropriate social and fiscal policies to encourage
a better distribution of the gains from trade? Addressing these questions would go beyond

the limits of this paper, but at the very least we want to raise them here.

Donor Support and Coordination

Donor strategies for Barbados should support the country’s efforts to achieve higher growth
and development levels within an increasingly more liberalized and competitive global
economic environment.

Given the multiple trade-related challenges outlined above, it is a matter of concern
that, among the IDB’s Caribbean members, Barbados currently has one of the least active
portfolios with regard to trade-related operations. Barbados has yet to take advantage of
the Bank’s various national lending and non-lending instruments that directly support
trade and integration-related issues. One mechanism—already used by Suriname and
Trinidad and Tobago—is a Trade Facility offering small loans of up to US$5 million for
comprehensive institutional strengthening of trade-related ministries and other agencies.

A simplified approval and fast-track disbursement process provides immediate solutions
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to urgent needs in training and technical support for trade negotiations, institutional sup-
port for the implementation of trade agreements, mechanisms to foster trade policymaking
coordination among agencies, consultation between public, private and civil society actors,
and export promotion activities. Another mechanism is the Lending Program for Trade,
Integration and Competitiveness. This offers a new approach to the mainstreaming of the
different instruments and loan processing procedures needed to address the challenges of
trade liberalization into one package, simplifying and expediting the programming process.
Support is also available to the private sector from the Multilateral Investment Fund (MIF),
particularly in areas that foster innovation, competitiveness and increased capacity to access
traditional and new markets.

While few of the IDB’s national interventions directly target trade, Barbados does
benefit from a number of regional projects financed by the Bank in this area. One example
is the ongoing support provided to the RNM in its preparation of regional negotiating
positions and training of national trade officials. The Bank has also provided support to
the CARICOM Secretariat in areas related to the implementation of WTO commitments,
harmonization of investment and government procurement rules in the region, revisions to
the CET, and the creation of the Caribbean Court of Justice to oversee the implementation
of intra-regional liberalization commitments. Two additional regional programs include
support to the Caribbean Regional Technical Assistance Centre (CARTAC) for tax and
customs reform, and customs valuation and business facilitation in the Caribbean.

In order to maximize the potential benefit of such support, careful coordination be-
tween national and regional-level interventions will be needed. National interventions—for
example, through a Trade Facility Loan or a MIF operation—should be consistent not only
with the Bank’s country strategy for Barbados but also with its regional strategy for CARI-
COM. The latter supports a regional approach to economic opening through:

(i) improvement of regulatory frameworks to match international best practices,
supporting appropriate regional harmonization;

(ii) regional coordination of external trade negotiations and implementation of
new trade agreements;

(iii) development of human resources through more efficient education, training,
and R&D activities oriented towards greater competitiveness in international
markets; and

(iv) improvement in the region’s capacity to collect, analyze and disseminate relevant
and comparable social and economic data, through both regional and national

interventions.*’

49 IDB-Integration and Regional Programs Department, Regional Programming Paper for CARICOM, 1999.
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IDB support to Barbados in the area of trade and integration should also be closely
coordinated with that of other multilateral institutions and bilateral donors. Apart from
the Bank, the European Commission (EC) is one of the most active donors in Barbados
through its National and Regional Indicative Programs. Regional programs focus on the
area of trade/export promotion (managed by the Caribbean Export Development Agency-
CEDA), tourism development, and private-sector development (through the BIDCO). The
European Investment Bank (EIB) also plays an important role in private-sector develop-
ment with its facilitation of credit lines to the Barbados Development Bank (BDC) and
the Industrial Credit Fund (ICF) to finance small and medium enterprises in industry and
tourism.>® Other donors focus more on regional development programs such as training in
trade negotiations, institutional strengthening in the implementation of trade agreements,
and support to the transition towards freer trade. They include the Caribbean Development
Bank (CDB), the United States Agency for International Development (USAID), the UK
Department for International Development (DFID), the Canadian International Develop-
ment Agency (CIDA), the WTO Secretariat, the Organization of American States (OAS)
and some UN agencies. As part of its National Strategy for Strengthening Trade-related
Capacity, Barbados should consider setting up a mechanism by which its trade ministry
and other relevant agencies—as well as donors—have regular access to updated informa-
tion on the various trade and integration-related assistance programs currently underway
in the country and, at the regional level, in CARICOM.

APPENDIX [

(Appendix Tables A-IV-1 through A-IV-6 appear on the following pages.)

S0EC, Barbados Country Strategy and National Indicative Programme for the Period 2002-2007, March 2003.
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ArPPENDIX I

Table A-IV-7. Barbados: Trade Agreements

Partner
Signature Date
(Date Entered into Force)

Type of Arrangement

Implementation
Status

WTO
April 1994
(January 1995)

CARICOM
July 1973
(August 1973)

Venezuela
October 1992
(January 1993)

Colombia
July 1994
(January 1995)

Dominican Republic
August 1998
(December 2001)

Cuba
July 2000
(December 2002)

Costa Rica
March 2004

EU/ACP Cotonou
June 2000
(April 2003)

EPA between EU and CARIFORUM
Signature pending

FTAA
Signature pending

Multilateral trade agreement covering goods, services, and
trade-related issues.

Broad integration arrangement including single market and
economy (CSME), covering free movement of goods, services,
capital and skilled persons, CET, right of establishment, mac-
roeconomic policy coordination, harmonization of economic
policies, and common sector policies (agriculture, industry,
services, and transport).

Preferential partial-scope agreement with CARICOM, offering
improved market access to the Venezuelan market.

Preferential partial-scope agreement with CARICOM, offering
improved access to the Colombian market. Revised May 1998
to include reciprocity for MDCs.

Reciprocal FTA with CARICOM MDCs and non-reciprocal with
LDCs. Trade: free for commodities; MFN for sensitive goods;
services: reciprocal, but no timetable set. Includes investment
and government procurement provisions.

Reciprocal trade liberalization (partial-scope) agreement with
CARICOM, covering goods. Trade liberalization according to
positive list approach. Provisions for trade promotion and spe-
cial treatment of goods from export-processing zones (EPZs).

Reciprocal FTA with CARICOM MDCs and non-reciprocal agree-
ment with LDCs. Goods trade: free with some exceptions. Also
provisions for dispute settlement, application of anti-dumping
measures, and enhancement of SPS regulations.

Partnership agreement maintaining non-reciprocal trade prefer-
ences for CARICOM until December 2007, and introducing
negotiations toward an EPA. Immediately abolishes STABEX
(compensatory finance scheme to stabilize export earnings),
SYSMIN (mineral export assistance scheme), and Rum Protocol.

Reciprocal trade between EU and Caribbean region, with
provision of aid. Will come into force in January 2008. Trade
provisions will be imposed over a period of 10—12 years.

Reciprocal FTA among 34 Western Hemisphere countries.
Includes goods and services, government procurement, intel-
lectual property, investment, AD/CVD, dispute settlement, and
competition policy.

1994 Uruguay Round Agree-
ments being implemented;
Doha Round initiated in 2002.

Free trade in goods and CET
established; single market

partially implemented. Single
economy pending.

In force.

In force.

In force.

In force.

Will enter into force as soon
as member states complete
administrative procedures for
implementation.

In force.

Negotiations are expected to
conclude in December 2007,

Negotiations began in April
1998 but are currently stalled.




CHAPTER V

Maximizing Tourism’s Potential

Auliana Poon and Desmond Thomas

A. Introduction: Questions in Need of Answers

No analysis of Barbados’ economy can afford to ignore the country’s tourism industry.
The industry has played a fundamental role in the economic transformation that has
occurred over the last 40 years and that continues to be the very backbone of Barbados’
economic performance. With the emergence of tourism, the Barbados economy has un-
dergone a diversification of sorts from one dominated by agriculture, mainly sugar, to a
predominantly service-oriented one. It now contributes directly 15-20 percent of total
value added, and its actual impact on economic well-being in Barbados is considerably
more pervasive. It has provided the foundation for an economic performance that has
resulted in moderately but steadily rising living standards and job generation, improving
social conditions and macroeconomic stability.

As Barbados strives to raise economic performance to meet development needs and
the challenges of growing competitiveness in a liberalizing international environment, the
tourism industry will continue to play a central role. For a small country like Barbados,
meeting these challenges will require answers to a number of critical questions. In the first
place, there is the question of the steps necessary to revitalize the industry through the
increased exploitation of traditional strengths and the exploration of untapped potential,
in order to satisfy current market tastes. These steps call for attention to the question of
what strategic areas to emphasize and invest in, having regard to new attractions, niches
and marketing plans.

A second question is how tourism can be a springboard to greater diversification,
through increased linkages within the domestic economy and through the utilization of
the supply of well-trained human resources. Diversification is an imperative for Barbados

for two main reasons:

(i) its role in reducing economic vulnerability resulting from the concentrated
8 Y g
production structure; and
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(ii) the physical limits on the expansion of tourism (or any other single industry,
for that matter) resulting from the small size of the country. In this connection,
diversification needs to be pursued within the industry itself, in terms of the
range of attractions and types of tourism offered, as well as through linkages

with related industries.

Thirdly, attention has to be paid to the institutional setting for tourism to promote
efficiency and an adequate support climate for investment. Attention must also be paid to
the creative development of the industry. Finally, there is the question of what adjustments
need to be made in the industry to be able to take full advantage of the proposed arrange-
ments under the new CARICOM Single Market and Economy (CSME) as well as the Free
Trade Area of the Americas (FTAA), whenever the FTAA materializes.

The context for these considerations is one that Barbados shares, typically with other
small countries. As a small country, its vulnerability is high, partly as a result of its relatively
undiversified production structure. The aftermath of the 9/11 attacks in the US has exposed
the underlying vulnerability and fragility of the industry and of the economy as a whole, and
has confirmed the need to strengthen competitiveness in order to withstand such shocks.
The country’s vulnerability has also been brought into focus by the recent spate of highly
active hurricane seasons that have spared Barbados any serious damage but have wreaked
severe destruction in neighbouring islands. The context for analysis of the Barbados tour-
ism industry includes an evaluation of its features and special characteristics, which the
Barbadians have nurtured for their industry and which have helped it to strive so far. Also
crucial is an evaluation of the weaknesses that need to be overcome.

There also has to be a strong awareness of the economic environment within which
the Barbadian product exists in terms of the performance, activities and conditions of the
industry’s international rivals. Consequently, this study pays careful attention to compara-
tive and competitive analysis, taking account of the international environment. This study
is informed by a review of relevant studies of the industry in Barbados and other Caribbean
countries. In addition, given the pervasive nature of the industry in Barbados, the study
takes into account the macroeconomic and social factors that impact significantly on the
competitiveness of the industry. The study is also consistent with the emphasis placed by
the Barbados authorities on human resource development, and ensures that the obligations
and opportunities of social groups are accounted for explicitly.

A final underlying element worth stressing in the context of Barbados is its natural
environment. As a small country, Barbados has to be concerned about its carrying capac-
ity in terms of additional pressure on its natural environment resulting from tourism, and
care has to be taken not to overextend its infrastructure. Issues like possible beach and land

erosion, waste management in all forms, and air pollution all assume major proportions in



MaxiMIZING TOURISM’S POTENTIAL 203

the restricted island conditions of Barbados. In this context, growth of the industry has to
be based primarily on added value through quality rather than through volume.

Methodology

An analysis of the competitiveness status and requirements of the tourism industry in any
one country faces one major problem at the very outset. Tourism is not a homogeneous
product but rather a complex package of sub-products, each with its own unique attributes
and appeal, and there are strong subjective factors determining the appeal of the product.
Costs are determined by a variety of independent factors (e.g., the role of location in trans-
portation costs), and different characteristics and sub-products carry unequal weights in
different places. Ultimately, the competitive context for the Barbados industry is the global
market, especially given the relatively liberalized nature of this market. Inevitably, however,
for practical purposes, there is the tendency to focus on the performance of the Barbados
industry in the Caribbean context. Except for a few passing references to competitors out-
side the Caribbean, this analysis will focus primarily on competition with other regional
players.

This chapter relies mainly on interviews and survey techniques to gather information
about the characteristics, performance and prospects of the Barbados tourism industry. The
people surveyed may be divided into three groups: (1) tour operators in important markets
serving as sources of visitors for Barbados—the UK, the US and Germany; (2) key stakehold-
ers and experts on the industry from the public and private sectors in Barbados; and (3)
tourists visiting Barbados. The UK is the largest market for stopover visitors to Barbados,
and the US is the second largest market, so tour operators from these areas could provide
valuable evaluations. Continental Europe represents a promising market in terms of the
numbers of actual and potential visitors, hence the importance of the German surveys.

The surveys aimed mainly to:

* obtain feedback from clients on the strengths of Barbados as a tourism destina-
tion;

* determine the support required in order to better promote and sell Barbados;

* examine the opportunities and constraints encountered;

* find out how Barbados is rated as a tourism destination; and

* determine which countries are perceived to be Barbados’ competitors;

A list of sources that were consulted is attached as Appendix 2.

The survey instrument used to gather information was discussed with the Barba-
dian authorities before being finalized and administered in Barbados, the UK, the US and
Germany. According to the list received from the London office of the Barbados Tourism
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Authority (BTA), there are more than 50 tour operators and wholesalers (mainly web-based
companies) in the UK that offer holidays to Barbados. Of these tour operators, about half
can be considered generalists, one-third long-haul specialists, one-quarter Caribbean spe-
cialists and just a handful of smaller operators, villa specialists, and others. In terms of the
response rate, 30 out of 54 UK tour operators surveyed responded. The survey in Barbados
was carried out through personal interviews and by e-mail. There was a 40% response in
terms of the number of hotels but a 30% response in terms of the number of rooms repre-
sented. Representatives of the Barbados Hotel and Tourism Association (BHTA) were also
interviewed for the Association’s perspective.

Secondary research and the analysis of existing information also formed an integral
component of the market research that was carried out in order to determine key trends and
developments in the sector that impinge on Barbados’ competitiveness. Statistical analyses
were also carried out from available data in order to determine the current and historical

performance of the country’s tourism sector.

Organization of the Chapter

Section B of this chapter presents recent performance trends and forecasts of the Barbados
tourism industry, including the composition of arrivals and the pattern of behaviour and
preferences of tourists. Section C uses the survey data to identify Barbados’ relative posi-
tion with respect to its main competitors. Section D identifies strengths and weaknesses in
the provision of Barbados’ tourism services and Section E provides recommendations for

improving the efficiency and effectiveness of the sector.

B. Recent Trends

The tourism sector plays a crucial role in the economic development of Barbados. The
500,000-plus visitor arrivals spend millions of dollars in the Bajan' economy. According
to the World Travel and Tourism Council (WTTC) 2004 Travel and Tourism Economic
Research, Barbados’ travel and tourism was expected to generate Bds$3,242.6 million
(US$1,621.3)? of economic activity in 2004. In terms of direct impact, the industry gener-
ated 28,040 jobs or 19.8% of total employment and US$420.3 of Gross Domestic Product
(15.8% of total GDP). However, utilizing the Tourism Satellite Account (TSA) framework
in measuring the sector—since travel and tourism touches all sectors of the economy, direct
and indirectly—one finds that the impact is much greater. According to the TSA research

for Barbados, travel and tourism directly and indirectly accounted for 82,426 jobs or 58.3%

! Bajan: a fond way of saying Barbadian, especially used in Caribbean circles.
2US$1.00 = Bds$2.00.
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of total employment and US$1.3 billion of the GDP, equivalent to 52.2% of the total GDP.
Given the fact that tourism has been traditionally measured by the contribution of the hotels
and restaurants sector, the TSA research needs to be continued so that the measurement of
tourism in terms of its direct and indirect impact might help stakeholders to understand

the wider importance of tourism and to carry out critical planning.

Arrivals

Following modest beginnings in the late 1950s, the modern tourism industry in Barbados
received a significant boost with the construction of a major hotel project in the 1960s.
At the same time, the Government established the Barbados Board of Tourism, which
represents an important milestone in terms of the decision to give policy support to the
promotion of tourism. Since then, the industry has grown steadily as indicated by visitor
arrivals, eventually overtaking other productive sectors in terms of contribution to total
GDP. Stopover visitor arrivals grew on average by 4 percent per annum from 1993 to 2004,
despite a cumulative 9 percent contraction in 2001 and 2002, while cruise passenger arriv-
als grew by 5 percent annually. Significantly, the tourism industry advanced in a climate of
general macroeconomic stability most of the time, interrupted by relatively brief episodes of
fiscal and balance-of-payments instability. Since the early 1990s, the growth of the industry
has helped to establish a pattern of falling unemployment, reflecting its labour-intensive
character, as the rate went from an average of 16 percent in the 1980s to 9 in 2005.

Arrivals follow a seasonal pattern as Barbados receives 44% of its annual arrivals in the
winter months from December to April. July and August are also good months, accounting
for a total of 19% of annual arrivals. High visitor arrivals in July and August partly reflect the
significant contribution to Barbados tourism by returning nationals living abroad. However
a fairly even pattern of arrivals is emerging with May, June, September and October being
the only months with arrivals below 8 percent of the annual total. The seasonal pattern
underlines Barbados’ image as a tropical escape for visitors from the temperate zones during
the winter months and hence its susceptibility to changes in weather conditions during the
winter season. Not surprisingly, the months with the most activities, holidays and events
receive the highest percentage of visitors—March (Easter/Opera), July (Kadooment/Crop
Over) and December (Christmas)—reflecting the role of ‘special events’ in boosting the
industry. (See Figure V-1.)

Closer examination reveals some other significant features of the Barbados industry.
The industry has a two-tiered structure with two distinct product lines described colloqui-
ally as the West Coast and South Coast products. The West Coast properties and attrac-
tions cater to a luxury market while the South Coast caters to a more moderately priced
market, providing a range of accommodations and attractions. This two-tiered structure

represents a form of diversification within the tourism industry that helps to give the in-
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dustry some resilience as the Figure V-1. Seasonally Adjusted Percentage of Arrivals
two markets are not equally
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affected by business cycles -

9.57%

. i {/
and economic shocks. 10% 8.56%

In terms of markets, the 8% |
United Kingdom yields the 6%
largest number of Barbados’ .
tourist arrivals—two-fifths of
the total. The United States

follows with nearly a quarter 0% -

2%

of all visitors. Canada gener- N

ates nearly one tenth, Europe
another 5% and the Carib-
bean and Rest of the World

the remaining 22%.

Source: Tourism Intelligence International, 2005.

Among the positive signs that can be seen in Barbados are strong emphases on:

¢ the conservation of the environment;

* the promotion of heritage tourism;

* measures aimed at involving local communities in the tourism sector;

e consensus and buy-in of stakeholders in tourism policy and planning processes;
and

* awider economic development strategy that recognizes and exploits tourism as a
lead sector with a strong focus on developing the wider services sector (telecom-
munications, medical services, business and professional services, information
technology), and major efforts aimed at supporting the small, intimate Barbados-

owned hotels.

In addition, key product improvements—such as the South Coast Sewage System, a complete
facelift to the St. Lawrence Gap and the development of the Graeme Hall Swamp—continue
to add value, quality and variety to the Barbados tourism offering.

In terms of performance forecasts, tour-operator surveys provided positive projec-
tions of growth in Barbados tourism. According to the UK Tour Operator Survey, over 50%
of the respondents expected Barbados to be a source of just 0-10 percent growth for their
companies in the next three years; another 20 percent expected growth of 11-20 percent;
7% indicated that their companies would grow by 21-30 percent; and 11 percent thought
that Barbados would be for them a source of growth of more than 30 percent. None of the

respondents expected a decline in the number of passengers to Barbados.
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In the US market, 40 percent of the respondents expected Barbados to be a source
of growth for their companies of just 0—10 percent, however 20 percent expected 11-20
percent growth, 20 percent expected 21-30 percent growth and 10 percent expected 30
percent growth over the next three to five years. In the German market over 60 percent of
the respondents expected Barbados to be a source of growth of just 0-10 percent for their
companies in the next three years. Limited airlift capacity from Germany to Barbados was
identified by 40 percent of respondents as a major constraint to the growth of visitor ar-
rivals from that market.

Evidently, the future prospects for tourism arrivals to Barbados are encouraging. Tak-
ing account of survey results, Tourism Intelligence International forecasts that international
tourism arrivals will grow approximately 22 percent between 2004 and 2010 (an average
of 4.4 percent annually). According to the Tourism Satellite Account research, total travel
and tourism demand is also forecast to grow to US$3.1 billion in 2014, with direct jobs
expected to grow to 39,973 in 2014. Rising visitor arrivals could place significant pressure
on Barbados’ carrying capacity, necessitating the examination of strategic choices for raising
value added and employment through qualitative changes rather than through increases

in visitor arrivals.

Visitor Profile and Trip Characteristics

The average visitor to Barbados is one who resides in the UK and visits Barbados for vaca-
tion. He or she will be on his/her first, fourth or greater visit and will definitely come to
Barbados again. This visitor travels as part of a couple and stays an average of 12 days. He or
she spends an average of US$159 per day, 61% of it on accommodation. Seventeen percent
(17%) is spent on meals and drinks, 7 percent on shopping, 5 percent on transportation,
4 percent on entertainment

and the remaining 6 percent

on souvenirs and other items. Figure V-2. Percentage Visitor Expenditure by Item
(See Figure V-z') In terms Of Other Spending ——— S Souvenirs 3%
average daily expenditures, 3% e
the biggest spenders are visi- Frtertanment Accommodation 61%
tors from the “other” category ThmsgarEtn
of market, followed by the US 2 j

. . Shoppi
visitor with US$168.50, other 07'3:/2 e

Europe US$161.01 and the

UK with US$159.01. Cana- ‘

dian and Caribbean visitors

both spend under US$140 Mezls & Drinks 17%

each per day on average. Source: Barbados Stayover Visitor Survey 2003 and 2004 Quarterly Publications.
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Animportant feature of the Barbados tourism product is the customer loyalty it inspires,
a loyalty reflected in the high proportion of repeat visits. In fact, more than 40 percent of the
visitors are on repeat visits, and nearly a quarter of them are on their fourth visit, at least.
Consistent with this repeat characteristic, feedback from the destination survey indicated a
high level of customer satisfaction with the Barbados experience. Nearly all visitors, and over
90 percent of respondents to the UK Tour Operators Survey, indicated satisfaction. Nearly
50 percent of the visitors to Barbados travel with their spouses or partners, nearly 30 percent
travel with their families, and just over 10 percent each travel either alone or in a group. The
Canadian visitor stays the longest, 12.5 days, followed by the UK visitor with 12.1 days. They
are followed by the average

isitor fi ther E . . . . .
VIstor from OIher Buropean Figure V-3. Client Satisfaction According to

markets with 10.9 days while Destination Survey
the US visitor stays an aver-
age of 9.2 days. Overall, on GESEUETE) 0.0%
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spends 10.5 days.
Ultimately, what mat- Satisfied 31.3%

ters is the total visitor expen-
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diture per stay. In that regard,

we can obtain an estimate by Exceptionally Satisfied 31.3%
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Source: Tourism Intelligence International Destination Survey, 2005.
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Figure V-4. Major Interests of Visitors to Barbados
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percent of Barbados’ visitors travel for vacation, 6.7 percent travel for business, 5.8 percent for
honeymoon/wedding, 4.7 percent under the category of visiting friends and relatives (VFR)
and 4.6 percent for vacation and business combined, with the rest split among meetings,
incentives, conventions and exhibitions (MICE), golf, festivals, sports and other. According
to the destination survey, the vacation element is further broken down by major interests
(see Figure V-4). The major interests for visitors were sun, sand and sea followed by golf,

sports, honeymoon packages, culture and heritage, and inland attractions.

C. Competitors and Competitiveness
Key Competitors

Compared to goods and other services, the tourism industry operates in a relatively com-
petitive international market insofar as visitors are free to travel widely with relatively few
official restrictions. The main endowment factors would be location advantages, transport
facilities, safety considerations relating to national conflicts, and significant health consid-
erations. Performance in terms of visitor arrivals and expenditure depends typically also
on attractions, natural and contrived, transport infrastructure (access via air, sea, land),
institutional support with respect to customs and immigration, tourism investment and
marketing costs, and market conditions in the countries where the visitors typically origi-
nate. In this kind of global market, national tourism bodies, not surprisingly, tend to devote
considerable resources to promotion and marketing aimed at raising market penetration
and market share.

In the case of Barbados, key initial considerations, apart from its natural attractions,
are its proximity to the large North American market, its English-speaking status and its
historical and cultural links to the UK. Consequently, the Barbados industry has developed
on the basis of a strong dependence on the US and UK markets. Diversification in terms of
marketing efforts to increase penetration in other markets is an important option to sustain
the growth of the industry.

Against this background, Barbados has to strengthen its capacity in all facets of the
industry in order to maintain market share and the growth of its economy. There is a gen-
eral recognition that as a ‘mature’ destination, Barbados has to pay attention to the ongoing
revitalization of attractions in line with customer demands. In addition, competition in the
tourism industry at large and from the Caribbean in particular is growing as new emphasis
(including investment activity) is placed on tourism in other destinations such as Cuba and
the Dominican Republic. Improved infrastructure, service orientation and provision and
institutional support will be vital to industry performance.

Depending on which group was surveyed, whether Barbados’ stakeholders in the

destination survey or the tour operators’ surveys in the US, UK or German markets, the
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main competitors to Barbados were identified as St. Lucia, Antigua, Jamaica, Cuba, Mexico
(Cancun), the Dominican Republic and Dubai. The Cayman Islands, St. Maarten and Aruba
also ranked highly as competitors in the perception of US tour operators. The destination
survey identified the Dominican Republic, Jamaica and Cuba as the top three competitors
followed by Mexico, St. Lucia and Dubai. The main reason for the competitive advantage
of these destinations was lower cost, or, as one respondent put it, “more service for less
price”.

Interestingly, the top  g0re V-5, Main Competitors to Barbados
competitors identified by tour
operators were not the same
as those mentioned in the St Lucte
destination survey. In Barba- Jamaica
dos, there is a perception that Cuba
the Dominican Republic and

, ] Mexico (Canciin)
Cuba are Barbados’ major

. oy Dubai
competitors while in the mar-
ketplace Antigua and St. Lucia Dominican Republic 625%
are seen as the top competi- 0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
tors. This demonstrates the Porcentis of Respondonts

multi-faceted nature of the
Source: Tourism Intelligence International Barbados Destination Survey, 2005.

tourism industry and market,

and the fact that competitive

performance depends on a complex range of factors. It may be noted also that Barbadian
respondents identified Dubai as a competitor and tour operators interviewed did not. Most
tour operators have specialized departments handling specific regions. Consequently, tour
operators tend to see competitors within the Caribbean region (their area of competence)
rather than outside. However, it is critical to take account of competitive challenges to
Barbados from outside the region, including destinations as far away as Dubai, Mauritius
and Thailand.

In terms of growth of stayover arrivals, if we use 1993 as a base year, Barbados is fifth
in terms of its performance vis-a-vis its competitors, behind Cuba, which has performed
exceptionally well, St. Lucia, the Dominican Republic and Cancun. The relatively flat growth
of arrivals in the Barbados case may be attributed partly to a strategy that places low prior-
ity on mass tourism and also underlines the physical size constraints of the island. It also
serves to underline the importance of qualitative service in any future development strategy
for the industry.

In terms of market share for arrivals, the highest belongs to the Dominican Republic
(14.7%), Cancun (10.3%), Cuba (8.9%), the Bahamas (7.9%) and Jamaica (6.7%). Barba-
dos received 2.6% of the 19 million arrivals to the Caribbean in 2002. In terms of market



shares of visitor expenditure,
the highest belong to the Do-
minican Republic (14.5%),
Cuba (9.5%), the Bahamas
(9.3%), Mexico (7.6%), and
Jamaica (6.4%). Barbados
received 3.4% of the US$18.8
million in visitor expenditure
to the Caribbean in 2002.
Barbados’ low market shares
are not surprising, given the
small size of the island. In
fact, if population size is used
as a scaling factor, Barbados’
market shares come out well
ahead of those of the other
countries. Another important
factor is that Barbados is the
leader among Caribbean com-
petitors with regard to average
visitor expenditure. Barbados
receives US$1,301.06 per visi-
tor compared to Dominican
Republic with US$979.31 and
Mexico US$726.98. The high
visitor expenditure in Barba-
dos has to do with a range of
factors including the average
lengths of stay and the mix of
countries from which visitors
originate. It also underlines
the characterization of Bar-
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Figure V-6. Relative Performance of Selected
Competing Destinations and Barbados, 1993-2003
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Figure V-7. Average Visitor Expenditure Per Tourist
by Barbados and Its Competitors, 2002
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bados’ tourism in general as an ‘up-market’ product.

Sources of Competitiveness

The study examined the competitive performance of Barbados’ tourism with respect to

a range of product characteristics and market niches surveying the opinions of the tour

operators and local stakeholders. The product characteristics were selected to include
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things that related to the quality of attractions, safety, facilities, and processes such as
immigration and customs. Market niches related to broad objectives that tourists aim to
experience, including health and wellness, eco-tourism, culture and heritage, etc. Barba-
dos was ranked against its seven closest competitors in these areas. With regard to some
features, the rating varied significantly among markets. For example, Barbados received
a high rating for airline connections from the UK tour operators, but a low rating from
the US operators. In this way, the surveys were useful in identifying specific weaknesses
to be worked on.

In terms of comparisons with its major competitors, the surveys placed Barbados
consistently in the lead. As Table V-1 shows, Barbados ranked first with respect to nine out
of 11 product characteristics and first, second or third out of eight destinations in eight out
of nine market niches. These results serve to underline the high quality of the Barbadian
tourism product over a wide range of characteristics. Significantly, the main area where
Barbados has a low score is with regard to ‘value for money’. This score also underlines
the perception of Barbados as a relatively high-cost destination and the need to focus
on measures to improve service quality, attractions and productivity in order to remain
competitive. In terms of overall rating with each product characteristic equally weighted,
Barbados comes out ahead of the pack followed by St. Lucia and the Bahamas.

Figure V-8. Rating of Barbados Product Characteristics on Destination
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Table V-1. Benchmarking of Barbados by Product Characteristics—All Tour
Operators

Product Dom. St.
Characteristic Barbados Antigua Bahamas Cuba Rep. Jamaica Mexico Lucia
Value for Money 6th 7t gth 5th 15t 3rd 2nd 4th
Service Quality 15t 3 4th gth 7t 5t 6th 2nd
Safety & Security 15t 2nd 3rd gth 7th 6t 5th 4th
Beaches 31 1st 2nd gt 5th 4t 7th 6t
Accommodation 15t 4th 6th gth 7th 2nd 3rd 5th
Sightseeing & Attractions 3rd 6t 7t 5th gth 15t 2nd 4th
Airline Connections 15t 4th 3rd gth 7th 2nd 5th 6th
Immigration & Customs 15t 4th 3rd gth 7t 5t 6th 2nd
Restaurants 15t 6th 2nd gth 7th 4th 3rd 5th
Watersports 15t 6t 3rd gth 7t 2nd 4th 5t
Environment 15t 3 4th gth 7th 5th 6th 2nd
Overall 1t 5th 3rd gth 7th 4th 6th 2nd

Table V-2. Benchmarking of Barbados by Market Niche—All Tour Operators

Market Niche Barbados Antigua Bahamas Cuba II)RZEI.. Jamaica Mexico L:zia
Eco-tourism 3rd 2nd 5th 3rd 7th gth 4th 15t
Health & Wellness 1st 3rd 5t 7t gt 4t 6t 2nd
Honeymoon 18t 2nd 4th 7t gth 5t 6th 3vd
Culture & Heritage 2nd 5t 7t 1st gth 4t 3rd 6t
Sun, Sand & Sea 3rd 1st nd 7th 5th 4th gth gt
Inland Attractions 4t 6t gt d 7t 31 1st 5t
Community Based 2nd gth 5t v pth 15t 3 4th
Golf 1 st 7lh Sfd 8Ih 6th 2nd 5th 4lh
MICE 31d 6th ond gth 7th 4th 15t 5ih

In terms of overall rating with each niche equally weighted, Barbados comes out ahead
for health and wellness, honeymoon and golf.
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Competitor Assessment: Input Costs

One of the most significant input costs within the tourism sector, as well as in many other
sectors, is that of labour. Wages within the tourism sector in Barbados are among the high-
est in the region, lower only than Antigua’s. For example, monthly wages in the tourism
sector in Barbados are more than 130% greater than in Jamaica, for an equivalent 40-hour
work week. (See Table V-3.)

Relatively high wage costs are a feature of some Caribbean countries, notably the ones
where average standards of living are high. Indeed, as Table I1I-21 shows, wage costs for
selected categories of work-
ers are consistently lower in Table V-3. Minimum Monthly Wage in the
Barbados than in the Bahamas ~ 1ourism Sector, 2003

and not much higher than Minimum Monthly Wage Hours Per
those in Antigua. High wage Country Tourism Sector Work Week
costs reflect the strength of or- Antigua US$405.00 40 hours
ganized labour unions and an Barbados US$360.00 40 hours
approach to achieving an eq- Canc.ur1 . US$221.00 48 hours

able distributi ‘ b Dominican Republic US$165.00 44 hours
uitable distribution Ot growth i US$155.00 40 hours
gains. However, Barbados st Lucia US$352.00 40 hours
faces an additional challenge Source: The Internet.

of inflexibility in the labour

market (tough regulations on

the hiring and firing of staff and low flexibility in job descriptions). Labour inflexibility af-
fects productivity levels in the hotel industry by restricting the ability of employers to utilize
labour resources efficiently. Labour-market regulations and conditions in the tourism sector
need to be addressed in order to improve the competitiveness of the industry.

High wages and other input costs, such as utilities, food and beverages, and import
duties, in the Caribbean tourism industry in general, and in Barbados’ in particular, have
an impact on levels of profitability and rates of return in the tourist accommodation sector.
Unfortunately there are limited data available with which to quantify the extent to which
these costs impact on the profitability of hotels. The latest available data are from a Panell,
Kerr, Foster study done on the Caribbean hotel industry in 1994. It is important, however,
that the type of data generated from this study be captured annually so that Barbados can
effectively benchmark itself against its competitors. A sample of the data from 1994 is
provided in Table V-4.

According to the foregoing data, Barbados’ costs as a percentage of revenue are
similar to those of other Caribbean islands. While it is necessary to reduce operating costs
and restore price competitiveness, Barbados has to continue to be competitive in terms
of quality.
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Table V-4. Comparative Revenue and Cost Factors

Caribbean  Barbados Antigua & Barbuda Jamaica Canclin  St. Lucia

Revenues
Rooms 45.95% 53.40% 43.95% 53.65% 60.1% 29.6%
Food & Beverage 29.45% 37.1% 37.75% 34.8%  32.75%  34.65%
Other Operated 24.60% 9.5% 18.3% 11.55% 7.15%  35.75%
Departments
Total Revenues 100.0% 100.0% 100.0% 100.0%  100.0%  100.0%
Departmental Costs
& Expenses
Rooms 13.1% 19.2% 12.4% 14.1%  13.05% 8.15%
Food & Beverage 23.45% 31.8% 34% 2295%  22.65%  34.65%
Other Operated 13.55% 5.0% 7.85% 3.7% 3.2% 13.7%
Departments
Total Dept. Costs 50.1% 56.0% 54.25% 40.75% 38.9%  56.50%
& Expenses
Total Operated 49.9% 44.05% 45.7% 59.2%  61.15% 51.7%
Departments’
Income

Source: Pannell, Kerr, Foster study, 1994.

Pricing and Packaging by Barbados and Its Competitors

Given the high proportion of European visitors to Barbados and other Caribbean des-
tinations and the high cost of air transportation from European countries, high airfare
expenditure is a significant cost factor. Barbados is the second most costly Caribbean
destination in terms of airfare from the UK via British Airways (February 2005). Antigua
is first and St. Lucia is third. The range of costs of tour packages to Barbados reflects the
two-tiered structure of the industry—the moderate prices of the South Coast product
versus the luxury offerings of the West Coast product. In this connection, the continuing
competitiveness of the industry requires that productivity and service be at exceptional
levels in the luxury section and be at least comparable with competitors in the other sec-
tion. In addition, there is evidence of the scope for investment in and expansion of both
the West Coast and South Coast products. Future directions for the industry are linked
to decisions about the future of the sugarcane industry, which may result in the release

of more land for alternative uses.

Customer Satisfaction Compared

After generating an average rating for all tour operators sampled in the survey, one finds

that Barbados has emerged as the leader in the majority of product characteristics. The
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For the destination survey, key stakeholders in Barbados were asked to rank the top three
types of holidays (in order of importance) that Barbados has the most potential to offer.
This was done to determine current strengths for ongoing attention and areas of potential
growth that could benefit from new investment. The results show that sun, sand and sea
was the top type of holiday, followed by honeymoon, culture and heritage and MICE. (See
Figure V-11.)

According to the UK Tour Operator Survey, nearly all respondents (96%) indicated
that they offered beach holidays (sun, sand and sea) as part of their current program.
This was closely followed by honeymoon packages (77%) and, thirdly, health and well-
ness (54%).

Furthermore, only four respondents indicated that they offered sports tourism, one
offered culture and heritage tourism and one offered eco-tourism. All of these responses
confirm that the current market shares for these types of holidays are relatively small. This

is even more true for market niches not mentioned (i.e., MICE, community-based tourism



and inland attractions). Using
all survey data, we see that
the top types of holidays with
growth potential are sun, sand
and sea, health and wellness,
and honeymoon.

One area of high po-
tential singled out in the
surveys was health and well-
ness tourism. This would
include investment in spa
facilities and other services
and facilities for which there
is growing market demand

and for which Barbados’ con-
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Figure V-10. Rating of Barbados on Value for Money
—All Tour Operators

Index
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Source: Tourism Intelligence International Tour Operator Surveys, 2005.

ditions might be particularly suitable. This could be combined with eco-tourism, which was

identified as having high potential also. Eco-tourism can provide a basis for the country’s

relatively undeveloped inland tourism.

Strengths and Weaknesses

The major strengths identified by the local respondents were climate/weather, safety, friend-

liness of people, accessibility and infrastructure. According to the data from the UK Tour

Operator Survey, the major strengths of Barbados are airline connections, its beaches and

the friendliness of its people.
Accommodation, safety and
security, and service follow
as the other strengths. In
terms of weaknesses, 46% of
the tour operators indicated
that Barbados was an expen-
sive destination while 27%
mention the poor level of
service. However 35% of the
tour operators thought that
the quality of service was a
strength.

There were only three

main weaknesses identified by

Figure V-11. Top Types of Holidays with Potential
for Barbados
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the respondents: poor quality Figure V-12. Top Types of Holidays with Growth

of service (62.5%), expensive- Potential—All Tour Operators
ness of destination (43.8%)
and an ageing product (25%). Fa

These results reflect the per- Inland Attractions

. Community-Based Touri
ceptions of local operators emmnty-Based fourism
and other stakeholders, whose

perceptions appear to be

Sun, Sand and Sea
MICE

Honeymoon Packages
more critical than those of

Eco-Tourism
external operators. They in- CU'tha'&"T'gLiﬁdsgr:
dicate a consciousness locally Health and Wellness
of the need for improvements
in service levels in order to Index
provide exceptional experi— Source: Tourism Intelligence International Tour Operator Surveys, 2005.

ences that will help visitors

to feel that visiting Barbados provides value for money. This consciousness is an important
prerequisite for consensus building on policy and strategy to improve the industry, and for
the commitment to take the necessary action.

Barbados has many strengths on which to capitalize: airline connections, friendliness
of people, beaches, accommodation, and safety and security. However it needs to continue
to rejuvenate its product and train its human resources in order to enhance its competitive
edge over those who provide the same “sun, sand and sea” experiences. The country needs
to be innovative and to create new experiences. At the same time, there is a real potential to
develop the health, wellness and honeymoon markets. Notably, these are the very markets
in which St. Lucia, a major

competitor to Barbados, has . . L
Figure V-13. Strengths Identified within the

developed special strengths. Destination Survey

E. Conclusions and Rec- accessii
ommendations Country's Reputation

Climate/Weather 87.5%

Lucrative Market Niches

Infrastructure

Variety of Accommodations/
Survey results show that Bar- Restaurants/Beaches

bados is still ranked high in Friendliness of People
the minds of local stakehold- Safety

ers, visitors to the island and o T ]
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sea” is, and will continue to
be, the key driving force for
tourist arrivals in Barbados.
Nonetheless, it is important
for Barbados to look beyond
sun, sand and sea for avenues
to future growth. The de-
velopment of other, related
niche markets and products
is expected to be a key source
of such growth.

The surveys in Barba-
dos’ main generating markets
shed some key insights. The
spa and wellness sector shows
good potential as an area for
development in the view of
tour operators. Another area
identified as having leading
potential is the honeymoon
market. Culture and heri-
tage and the MICE market
were also identified by Bar-
badian respondents as having
potential for development
within the Barbadian tourist

industry.
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Figure V-14. Strengths Identified within the
U.K. Tour Operator Survey
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Table V-5. SWOT* Matrix

Strengths Weaknesses

Airline Connections
Friendliness of People
Beaches
Accommodation
Safety and Security

Ageing Product
Poor Service Quality Levels
Value for Money

Opportunities Threats

Health and Wellness Market
Honeymoon Market

Competition—Regional and International
Natural Disasters

*SWOT = strengths, weaknesses, opportunities, and threats.

Recommendations for Increasing Competitiveness

Barbados has to examine ways in which to position itself within the health and wellness

niche, paying attention to the infrastructure needed for hospital, health facilities, spas, etc.

In addition, an examination of the key competitors in this segment (e.g., Thailand) can

provide insights about future marketing strategies as well as product development.

It is critically important for Barbados to explore fully the potential of the health and

wellness sector. But which specific niches in this sector will be most suitable for future de-

velopment in Barbados? With which partners? In which ailments, if any, should Barbados

specialize? These are among questions that need to be answered.
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The further development of the wedding and honeymoon market needs to be fostered
with greater marketing and promotion. In this regard, key competitors are St. Lucia and
Jamaica as well as the Sandals chain of hotels throughout the Caribbean.

The MICE market also has great potential. However, this potential needs to be ex-
ploited, particularly with regard to the existing conference facilities at Sherbourne and the
new Hilton Hotel. More research is needed on this market, specifically addressing group
size, choice of facilities, linkages with other sectors and hotel facilities. Out of this research
should come a detailed product and market development plan for this sector.

Finally, for the bread-and-butter “sun, sand and sea” market, it is critically important
to develop and improve on attractions and create more—and more interesting—things to
do in Barbados. What is really needed here is the movement of the product from mere at-

traction to the creation, orchestration and delivery of exceptional experiences.
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ANNEX I

Some Public-Policy and Institutional Issues

The Case of the Agricultural Sector in Barbados

A. Strategic Vision and Policy Framework

In recent years, governments have initiated a process of transforming their role. In this new

posture, they aim to:

* adopt a coordinating and facilitating as opposed to an implementation role;
* reduce their intervention and involvement in the market;
* be more all-inclusive and participatory; and

* concentrate its regulatory role to trade and food safety issues.

The Barbados Government is currently in this process. However, its rate of change
is influenced by the country’s traditional commercial, social and political realities as they
impact on the agricultural and rural sectors and the need to preserve its fragile ecosystem.
For example, the Government had to intervene directly in the sugar industry to prevent a
crisis in the financial sector, and by extension, the economy, when a number of plantations
were on the brink of bankruptcy.

In the current international environment, the Government may wish to increase
the rate of this transformation. However, this must be accompanied by an intensification
of efforts in education, including policy formulation, and informatics and technological
development. This would enable it to smoothly and painlessly transfer some of its respon-
sibilities to the private and civil society and simultaneously, be reasonably assured that
Barbadian agri-entrepreneurs can compete in an environment that is free and fair even if
unprotected by high tariffs.

This transformation should be complemented by a redirection—not reduction—of
Government expenditure. In addition, state and para-government agencies involved in
agricultural and rural development must be subjected to intra- and inter-reorganization

so as to maximize the benefits accruing from their interventions.
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The Government is currently completing the preparation of a Framework Document
for the periods, 2002-2012, which is likely to set out its Vision and Strategy for the “new”
Agriculture and its preferred role. The Programmes and projects detailed therein could
benefit from the elements of the Jagdeo Initiative! and thus be consistent with initiatives

to reposition agriculture in the entire region.

Recommendation #1 — Government should complete and publicize its policy framework
(2002-2012) for agricultural and rural development. This would facilitate effective dia-
logue with all relevant stakeholders so as to get their “buy in”.

B. Public Resources and the Agricultural Institutions
Public Resources

Throughout the period, 1989-90 to 2001-02 total agriculture expenditure (excluding
“allied agencies involved in agricultural and rural development) ranged between 2.5 and
2.9 percent of total GDP. However, expenditure in 2001 was 28 percent of the agricultural
GDP (Table A-1). This was considerably larger than that the percentage for each of the five
selected Latin American countries. However, the actual and relative small size of Barbados,
where fixed costs would represent a reasonably high percentage of total costs, may be ex-
acerbating the difference.

Targeted development projects, which include a miscellany of programs, such as
investments in marketing infrastructure, ‘land-for-the-landless”, and AIDS prevention
training for staff of the Ministry of Agriculture and Rural Development (MARD), attracted
the most resources (35.7%). This was followed by integrated rural development (15.2%),
natural resources conservation (13%), research and extension (12.4%), health/protection
(12.2%), internal program support (9.4%) and agricultural planning/development plus
information services (2.1%).

When compared to the other countries, Barbados spent more on natural resources
conservation. This would be in response to its fragile ecosystem, particularly its shallow
soils, and the need to protect its beaches and reefs, which are critical for its important tour-
ism sector. On the other hand, expenditures on research and extension and planning and
information were relatively low. In the context of repositioning the agriculture sector where

new and appropriate technology and more intense agri-entrepreneurial organization and

! A proposal led by CARICOM’s Lead Head for Agriculture, President Jagdeo, that aims to operationalize the Regional
Transformation Programme for Agriculture (RTP) by identifying ten constraints to reversing the declining impor-
tance of agriculture. Its implementation was approved by the CARICOM Heads of Government in July 2005.
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Table A-1. Six LAC Countries: Public Expenditures in Agriculture by Object,
Plus Indicators of the Scale of Agricultural Expenditures, circa 2001

Barbados  Uruguay Chile Argentina Peru Colombia

Public Expenditure
Agric. Planning/Development

and Info. Services 2.1 5.7 5.6 n.a. 2.3 3.8
Research, Extension 12.4 21.6 8.5 56.5 1.0 29.7
Natural Resources Conservation 13.0 3.0 1.5 2.0 4.8 6.7
Health/Protection 12.2 14.0 16.5 11.1 2.5 7.2
Targeted Development Projects™ 35.7 10.3 48.3 9.5 81.9 3.7
Integrated Rural Development™® 15.2 5.7 2.8 20.6 0.0 23.0
Internal Program Support** 9.4 39.7 16.8 0.3 9.5 25.9
Total 100.0 100.0 100.0 100.0 100.0 100.0
Indicator
Government Agric.

Expenditures/Agric. GDP 28.0 10.8 7.0 1.5 5.0 0.7
Government Agric. Expenditures/

All Government Expenditures 25 2.6 25 0.4 1.8 0.5

Sources: M. Sader, Gasto publico agrario en el Uruguay en el periodo 1985-2001 (Montevideo, Uruguay: OPYPA, 2003); G. Kerrigan, Gasto publico
hacia el sector agricola y desarrollo de areas rurales: tablas por paises (Rome: FAO, 2001). Value added data are taken from the World Bank World
Development Indicators. Public expenditures for countries other than Barbados are from the International Monetary Fund, International Financial
Statistics. For Barbados, the data are based on the preceding table and data from the Ministry of Agriculture and Rural Development for the Financial
Years 1999-05.

* Definitions are provided later in the sub-section.

** These include programs implemented by the responsible ministry, but not dealt with in other line items of public expenditure.

training, as well as greater public sensitization, would be required, this level of expenditure
needs to be examined.

Agricultural Institutions

There are four allied agencies involved in agricultural and rural development. These are the
Rural Development Commission (RDC), the Barbados Agricultural Development and Mar-
keting Corporation (BADMC), the Barbados Agricultural Management Company (BAMC)
and the Agricultural Development Fund (ADF). A brief description of their mandates and
functions follows:

* The RDC has a mandate to work chiefly in the areas of road construction, home
improvement and replacements, street light installation, investment capital for
micro-enterprises (to date, almost 600 loans have been approved for about B$5.0

million), and the training of small entrepreneurs.
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e The BADMC is charged with managing agricultural development projects and
with some marketing functions. A proposal for its restructuring, which is under
consideration, should also include the determination of appropriate criteria for
its involvement in projects and marketing.

e The BAMC was established to manage a number of privately owned sugar planta-
tions which were heavily indebted to the commercial financing houses and would
have been foreclosed were it not for Government’s financial and other intervention.
Currently, it manages the majority of these plantations and the remaining factories.
In the context of Government’s plans to move from a sugar to sugar cane industry,
the role, and functions and operations of the BAMC will need to be reviewed so as to
minimize the current level of Government’s support of Bds$20 million annually.

*  The ADF, which was created in December 2001 and capitalized in 2002 with Bds$30
million, covers technical assistance and loans for working capital and equipment
in agriculture in the Bds$50,000 to Bds$1.0 million range. Currently, the inter-
est rate charged is 6.0 percent. Through February 2003, its loans totaled Bds$9.7
million—the poultry industry has been the largest borrower, with 12 percent of
this total—and grants totaled Bds$12.5 million. It is managed by the Enterprise
Growth Fund Limited (EGFL), and the MARD provides technical evaluations of
all project applications.

The functions and responsibilities of these organizations appear to overlap. For ex-
ample, both BADMC and ADF have loan functions. These Allied Agencies, along with the
MARD, should be subjected to a comprehensive assessment so as to achieve greater syner-
gies, coordination and cost benefit and, consequently, provide more streamlined support
and service to the agricultural community.

In addition to MARD and the allied agencies, the following agencies support the
activities within the agriculture and rural sectors:

e the Caribbean Agricultural Research and Development Institute (CARDI), a re-
gional body;

e the Inter American Institute for Corporation on Agriculture (IICA) and the Pan
American Health Organization (PAHO), both hemispheric bodies; and

e the United Nations Development Programme (UNDP) and the Food and Agri-
culture Organization (FAO), both international agencies.

There is also a long-standing, partially government-financed farmers’ organization, the
Barbados Agricultural Society (BAS). In recent years, it has embarked on a process of
restructuring and a program to more readily embrace all segments of the agri- entrepre-

neurial sector.
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Recommendation #2 — In view of the importance of agriculture to the sustainability of the
tourism sector, the key engine of growth, the Government should actively consider increas-
ing its agriculture allocation as a percentage of total GDP. Similarly, in its leadership role
to fashion a “new” agricultural sector that is knowledge-based, technologically driven and
people-focused, MARD should allocate a greater percentage of its available resources to

research, extension, planning and public-awareness programs.

Recommendation #3 — Within its policy framework and the annualized priorities the MARD,
through the National Agricultural Commission, should lead the process of dialogue with
the allied agencies, regional, hemispheric and international institutions and agri-entre-
preneurial groups to ensure that their programs of work are complementary, supportive,
and consistent with national policies and programs as set by the MARD through the

National Agricultural Commission.

C. Major Current Policies and Programs in Agriculture

This section describes: (i) a major program, Sugar Cane; (ii) some support services - ag-
ricultural health and food safety (AH&EFS), research and extension, irrigation, marketing
facilities and credit; and (iii) rural development programs, including Scotland District and

Praedial Larceny.

Sugar Cane

As stated previously, the economic importance of the sugar industry has declined drastically.
This situation was accepted by the Prime Minister in his 2003 Budget Speech when he stated
that: . . . it is pellucidly clear that the sugar industry in its present form as a producer of a
primary commodity for export is doomed.”

The continuing loss of trade preferences within the EU market has not been the sole
factor for the decline in Barbados’ sugar industry. Compared to other sugar producing
countries, Barbados’ sugar industry is small, production per factory is low whilst its field and
employee productivity are acceptable. Further, at the current price (US$0.22 per pound of
sugar) received, the Barbados industry covers its variable costs, but not all of its fixed costs.
With the proposed 39% cut in prices over a three-year period, the economic position will
worsen. However, because of the continuing significant social and environmental impor-
tance of the sugar cane plant to the national well-being, the Government has embarked on
a program to find uses of the sugar cane plant that are viable and complementary to sugar.
The sources of funds for the implementation of this program are, “targeted development
projects”; BAMC for out-of-crop planting; a Cane Replanting Incentive Scheme; and a

mechanism of price support for independent estates and small farmers.
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The above schemes appear geared towards maintaining the farm production of sugar
cane and do not explicitly address the development of new products, such as ethanol and
fuel cane for electricity. These costs are probably subsumed in “targeted development proj-
ects” since work is ongoing. For example, in 2004, the BAMC launched a project to cultivate
high-fibre sugar canes to provide Biomass to be used as a source of renewable energy. This
would substitute for fossil fuels, which are currently used for electricity generation. At the
projected yields, approximately 12,500 acres (5580 hectares) of “fuel cane” will be needed.
With a vigorous planting program, it is estimated that this target, which represents 70% of
2002 planted acreage, could be reached in 2008.

However, the field logistics and techniques of having cane matured and harvested
throughout the year (a requirement for electricity generation) and/or the possibility of using
hydrocarbon fuels during the period of the year when sugar-based fuel is unavailable would
have to be determined. This determination should be made as early as possible, as there are
other benefits to be derived. For example, the significant reduction in hydrocarbon emis-
sions as compared to electricity generated by fossil fuels would be more environmentally
friendly and therefore attract “carbon credits”. In addition, the juice derived in the extrac-
tion process (at projected 2008 average) would yield annually 11,000 tons of sugar, 50,000
tons of molasses or up to 25 million liters of ethanol.

There is no reported examination of the production of ethanol as another prime al-
ternative commodity. However, since only 70% of the current planted acreage is needed for
the cogeneration of electricity, and there is need to protect the landscape, most if not all of
the remaining sugar cane lands could be used for ethanol production. Thus, there is need
to urgently place ethanol production under the same scrutiny as was done for “fuel cane”.

Although hard numbers have not been made available, circumstantial evidence sug-
gests that revenues from the fuel and sugar or molasses or ethanol produced from an acre
of sugar cane would be greater than that earned from sugar alone. Very rough estimates
(Hertford 2005)? of this new model suggest that with petroleum prices at US$40.00 per
barrel the net return per acre of fuel cane would be appreciable.

In October 2004, in an effort to achieve full participation, as was done for the re-
organization of the rum industry, the Prime Minister met with many interested parties
including representatives of the Barbados Light and Power Co. He urged them to proceed
rapidly with the development of the sugar-cane industry. With the recent EU pronounce-
ment on the cut in sugar prices, the Prime Minister’s call is even more urgent. Further
delays would result in additional uncertainty and damage to the agricultural sector and

wider economy.

2 Op. cit.
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Recommendation #4 — The Government should move rapidly to finalize (if not already done)
the feasibility study and plan of action and move into the implementation stage. Further,
because of the severe negative implications of a “failed” sugar industry to at least eight
Caribbean countries, the regional and hemispheric development banks should actively

consider the provision of concessionary loan and/or equity funding.

Support Services

The major support services to the sector are AH&FS, research and extension, credit, mar-
keting and irrigation facilities.

Agricultural Health and Food Safety (AH&FS)

As noted earlier, the Government spends about 8% of its agricultural budget on agricultural
health—veterinary services, regulatory services, chiefly pesticide management and quarantine
services, and food safety—Government Analytical Services, (GAS), MARD-administered
laboratories that include food chemistry, food microbiology, water microbiology, inorganic
chemistry, pesticide residues and trace organics, and related environmental projects, for

example, sewerage projects. A brief description of these services follows:
Agricultural Health

Veterinary Laboratory. The main client of the veterinary laboratory is the poultry industry.
However, the laboratory also deals with other animals, both wild and companion, including
monkeys, that are a unique export for Barbados. For the poultry industry, which is the larg-
est livestock industry in Barbados, the laboratory runs checks on all new birds for known
and exotic pests and diseases. However, a recent study by the Caribbean Poultry Association
revealed that the Barbadian poultry industry is not as competitive as its counterparts in the
other poultry-producing countries in CARICOM, viz, Guyana, Jamaica, and Trinidad and
Tobago, and also Brazil and the United States. This has implications for the sustainability
of the industry within the CSME and the FTAA, if it were to be established, and in turn,
the projected use and capitalization of the Veterinary Laboratory. The laboratory is staffed
by six professionals; it requires more floor space; and many pieces of equipment require
upgrading or replacing.

The Plant Protection Laboratory performs pathological and entomological determinations
and provides support to plant quarantine and the Pesticide Control Board. The Laboratory
identifies new pests and diseases, provides recommendations for chemical control of pests

and for selected crops, and prepares and disseminates relevant literature. It has a staff of
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34 — including four with a M.Sc and three with a B.Sc. Unfortunately none of the staff are

accredited “specialists” who could produce accreditation for the Laboratory.

Plant Quarantine Services are available at three international ports — Grantley Adams Airport
and the Bridgetown and St. Charles Seaports. These services provide surveillance, inspec-
tion, and other services to protect agriculture and its flora from harmful, exotic pests and
disease. It has collaborated with CARICOM countries to develop phytosanitary protocols for
trade in fresh agricultural produce and with Customs to broaden inspections to non-plant
materials, wood products, and handicraft. It has also performed phytosanitary inspections
and certifications of compliance for exports of local agricultural produce in accordance
with the WTO?’s sanitary and phytosanitary standards (SPS) agreements, and it has worked
for the importation of clean plants and related materials, including turf grass and sand, for

Barbados’ premier golf courses. It is reported as being short-staffed.

The Pesticide Control Board (PCB) was created in 1975 to regulate the use of agricultural
chemicals for the control of pests and diseases. From 1975 to 2004, the number of agricul-
tural chemical suppliers has dropped from eight to two. This reduction is said to be due to
the absence of scale economics for agriculture chemical use and the reported ineffective-
ness of the PCB. With respect to the latter, the practice of licensing approved pesticides for
use for only one year has been questioned, having regard to the approval process and the
time lag between approval and order and arrival in the country. The level of staffing is also

reported to be a problem.
Food Safety

The Government Analytical Services (GAS) has five sections. The Food Chemistry Section
of GAS performs analyses to satisfy quality control requirements of importing countries.
Numerous specialized analyses are also performed on request (e.g., a characterization of
cranberry cocktail products for Customs). Food Microbiology checks the wholesomeness
of food, analyzing the presence of bacteria in samples provided by environmental health
inspectors and other public and private agencies. The Water Microbiology Section checks
ground-, surface-, marine-, and waste-water samples for the Barbados Water Authority,
the Environmental Engineering Division, and businesses and other entities seeking ISO
certification for their water. The Inorganic Chemistry laboratory does similar work on water,
foliage, fertilizers, and sediment samples brought to it by a host of organizations. Over 7,500
samples are analyzed in a given year. The Pesticide Residues and Trace Organics Section con-
ducts analyses of samples for pesticide residues, oils and grease, petroleum hydrocarbons,

gasoline, diesel-range organics, and fuel oils.
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The mandate of the Food Chemistry Section should be expanded to support better
inspections of imported and other foods that are locally consumed, as well as food and
food products for export. Although equipment for testing pesticide residues is available,
training is needed for staff with post-graduate degrees working such equipment, as well
as for staffers that can help them hasten the development and implementation of related
methods and general quality assurance/quality control procedures. Maximum pesticide
residue limits are clearly specified in Codex for the European Union; those, in turn, lead
to definitions of “good agricultural practices” that should be widely disseminated on the
Island.

What Needs to Be Done

More than ever the consumer is requiring safe food. It is the responsibility of the Govern-
ment to ensure this compliance. This is particularly true for Barbados with its critically
important tourism sector. In addition, sanitary conditions are essential for the facilitation
of trade. Further, the greater movement of people and transport equipment increases the
possibility of the introduction of invasive alien species (IAS)—plant and animal—that
could threaten a country’s agriculture and its biodiversity. An efficient, responsive, agile and
respected AH&FS system/authority with adequately and appropriately trained staff, facili-
ties and equipment is a necessity. In the context of the CARICOM Single Market (CSM),
collaboration with the proposed Caribbean Agriculture Health and Food Safety Agency will

be required. Consequently, the following recommendation is made:

Recommendation #5 — The Government should expedite its plans for the establishment and
operation of a National Agricultural Health and Food System/Authority. Within this
context it should:

»  Conduct an analysis of the current and future demand for these services;

* Rationalize the role, functions and staffing of the many existing facilities so as to
ensure reduction or duplication in order to optimize the use of available resources;

o Seek to have, as far as possible, all of the facilities at one location;

*  Develop a phased program for all facilities to conform to ISO-17025 standards;

o Implement a system in which the users will pay partially or totally for these services
so as to reduce the financial burden on the Government;

»  Approach development financial institutions to support the provision of financing to

implement this program.?

3 The IDB has provided assistance to the Belizean Government for the establishment of a similar agency.
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Agricultural Research and Extension

The public-sector expenditure data on agriculture showed agricultural research and exten-
sion activities to be fourth-ranked in Barbados (Table A-1). Furthermore, Barbados was
seen to be spending far less of its agricultural budget on research and extension than were
Argentina, Colombia, and Uruguay among the countries shown. Nonetheless, it should be
pointed out that the data presented are expenditures only of the MARD and, in Barbados,
agricultural research and extension are conducted in several places, in addition to MARD.

A significant amount of agricultural research is financed and performed by MARD,
although it is more applied and adaptive than basic like that of the UWTI. There is no “Di-
rector of Research”. This function is assumed by the Chief Agricultural Officer in MARD.
One of his deputies serves as Director of Crops Research and another as the Director of
Livestock Research. Fisheries research in the Department of Fisheries is supervised by the
Permanent Secretary of MARD.

Operating out of the Central Agronomic Research Station (CARS), crop research
covers three general areas of work: food crops, non-food crops, and plant protection, in-
cluding entomology, pathology and plant quarantine. Current work in food crops includes
hot peppers (the target is yield increases), herbs and spices (where new seed materials are
being screened, assessed and evaluated in local growing conditions), onions (yields are
being improved through varietal selection and irrigation), and root crops, potatoes, sweet
potatoes, and yams (where the target is yield increases through plant density changes and
alternative fertilizer applications).

The chief accomplishment cited by crops researchers since 2001 is the better under-
standing of the management of key aspects of the hot-pepper production system. In addi-
tion, a good stock of pepper germplasm has been accumulated. There are eight professionals
plus 36 support staff researching these food crops. They have some linkages with the Asian
Vegetable Research and Development Center (AVRDC), and, occasionally, the International
Potato Center (CIP) drops in to look at their potato research.

Livestock research and fisheries research involve three and four professionals, re-
spectively. The livestock work has emphasized the introduction of artificial insemination
for dairy cattle, pigs, and sheep, as well as the identification of feasible forage/roughage
production systems and the testing of feed and forage samples for livestock. The fisher-
ies work has included research to assess the impacts of changes in commercial fish traps;
the improvement of catch-and-effort statistics; and surveys of the dive and the long-line
fisheries of Barbados.

Some of the most basic work is being conducted at the University of West Indies
(UWI) Cave Hill Campus, which probably doubles the capacities of the MARD agricultural
research program. Most research relating to agriculture takes place in the Biological and
Chemical Sciences Department of the Pure and Applied Sciences Faculty, which has about
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615 graduate and undergraduate students, with 50 working at the postgraduate level along-
side 44 faculty. Most faculty have Ph.D.s and are earning competitive salaries in reasonably
well-furnished facilities. Connections with researchers outside Barbados are spotty, yet well
developed in some instances. Research in agriculture is being conducted on yam, pepper,
tomato, onion, anthurium and papaya.

Most interesting is the work UWI is undertaking with the Caribbean Agricultural
Research and Development Institute (CARDI), with partial financing from the Barbados
National Council on Science and Technology. This research is culminating in a regional
project for the development of hot peppers in the Caribbean, as a new entrant into the
“fiery foods” industry, a rapidly growing industry with US sales of US$3.5 billion annually.
A thoroughgoing strategic plan has been prepared and priority research has been identified
in the areas of breeding to develop new varieties; studying water/plant relationships for best
yields and lowest costs; developing cultivars to resist Whitefly/Gemeni virus and Aphid/Poty
virus; and integrated pest-management strategies for mite, thrip, whitefly and aphid.*

The West Indies Sugar Cane Breeding and Evaluation Network (WISBEN), one of
the oldest research efforts on sugar in the world, together with the Sugar Association of the
Caribbean (SAC), is performing world-class research on sugar in Barbados. Five research-
ers are involved on a full-time basis. In addition, the Barbados Agricultural Management
Company (BAMC) is supporting two researchers working on post-harvest sugar technologies
and another three working on crop commodities in an Agronomic Research and Variety
Testing Unit (ARVTU). While the human capital of these operations is impressive, WISBEN
is not focused on Barbados alone and ARVTU is researching commodities other than sugar
cane. With the need to rapidly transform the sugar industry, this excellent research capacity

must translate into meaningful results at the commercial field level.

Tissue Culture Laboratories—There are two tissue culture laboratories in Barbados, one
operated by CARDI and the other by MARD. Food crops and ornamentals, including cut
flowers and foliage, are subjects of both. The CARDI laboratory produces and conducts
research on a regional basis in crops that include musaceae, root crops, and ornamentals,
like anthurium. The MARD Laboratory concentrates on production and protocol adapta-
tion for local farmers and growers. It also cooperates with the Organization of American
States (OAS) in the Mini-Plant Project, which produces tissue culture novelties for sale to
the tourist sector, as well as with the Plant Health Institute of the UWI/Cave Hill. Anthurium
improvement and the production of plantlets for hobbyist breeders of orchids constitute

their work program.

4 Biological and Chemical Sciences, UWI/Cave Hill Campus. 2002. A Framework for the Development of a Hot
Pepper Industry in the Caribbean: A Strategic Plan. Cave Hill, Barbados: University of the West Indies.
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Plant propagation work is conducted at MARD’s facility at the Bullens Agricultural
Station for field crops and foliage plants. Another propagation unit is at the Scotland District
headquarters unit, which produces fruit tree planting material for island-wide distribu-
tion. Seedlings, budding, and grafting are done either in the shade houses or special mist
houses.

The commodity selections and problem foci for research are the result of a conference
in 2001, which brought together all relevant players in the sector, including representatives
from CARDI and IICA. The conference identified specific problems that constitute the core
of today’s research program. It appears appropriate for the results of this 2001 Conference
to be revisited, not so much from the perspective of commodity selection and the research
areas but rather from that of the conduct of the research. In this regard, the civil service
structure and policy on PhD training that governs the operation of MARD must be assessed
to ensure that they facilitate the flexibility required for the implementation of a dynamic
research program.

The above narrative highlights the following;

(i) For developing countries, such as Barbados, to benefit from trans-border
transfer of technology, they must be proactive. In this regard, Barbados must
use its involvement with CARDI, IICA and FAO to ensure that it benefits from
technology generated regionally, hemispherically and globally, respectively.

(ii) There are apparent overlap and/or duplication (at worst) and inadequate
coordination and/or collaboration (at best) among the various institutions
involved in agricultural research. These are undoubtedly factors that limit the
achievement of optimal benefits from the resources dedicated to technology
generation and/or adoption.

(iii) There is a difference in perception between the public and private sectors as
to the direction and/or value of research currently undertaken. This difference
could be minimized with improved communication between the two sectors,
followed by such adjustments to the structure and procedures that drive the

research machinery in MARD as are necessary.

Recommendation #6 — To address these issues it is proposed that, through the National Ag-
ricultural Commission, MARD develop a five-year (2006-2010) agricultural research

program that would:

1. prioritize the commodities on which research would take place. This prioritization
process would include the participation of agri-entrepreneurs and could benefit from
the analysis described in Chapter V.
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2. identify the responsibilities of each of the institutions involved in agricultural research
and the time frame for achieving same. It is mandatory that these research responsi-
bilities be expanded past the farm gate, that is, it must involve value-added research,
and therefore include commercial (private-sector) entities.

3. require each institution to report on an annual basis the results of its work and the
financial and human resources utilized.

4. be flexible enough to make adjustments to the scope and rate of implementation of
the program and to recommend to the various institutions possible changes to their

structure and process in order to improve implementation.
Facilities

The major facilities available to the agriculture and rural development sectors in Barbados

are irrigation, marketing and credit. These are described briefly below.

Irrigation—QOver the period, 1988-2000, Barbados received an average of 49.2 inches of rain
per year with a range of 35 to 71 inches. In addition, there were four periods—1989, 1993-94,
1997 and 2002—which experienced less than 44 inches per annum and were described as
periods of drought. Hertford (2005)° estimated that on average crop production was reduced
by 11%. Although distribution data were not presented, with the relatively modest rainfall,
and based on the 1988-2000 data, 33% expectancy of drought and the estimated negative
impact on crop productivity, one sees an apparent need for irrigation water.

Currently, irrigation is used mainly for vegetable and root crops. Sugar cane is not
usually irrigated. The major users of irrigation water are schemes operated by BADMC, the
estates managed by BAMC, plantations with privately licensed wells and smallholders and
backyard gardeners with water obtained from the Barbados Water Authority (BWA) . The
BADMC appears to be the major institution providing water for irrigation. Between 1993
and 2004, it invested some Bds$3 million.

The 1989 Agriculture Census listed 3,000 acres of irrigated farmland or 6 percent of
total agricultural lands. However, by 2004, the MARD farmer registration program recorded
5,207 irrigated acres (including 1,100 acres within BADMC’s Land for the Landless Pro-
gramme), or an average growth of 3.7% per annum.

As non-sugar crops become more important in the crop mix, more irrigation water
would be required and the rate of growth in the availability of irrigated water would need
to be increased. The investment required could best be by both the private and public sec-

tors and should promote better management—storage and use—of rainfall water. With

> Op. cit.
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respect to the latter, the MARD should consider encouraging the use of on-farm collection
and distribution systems, such as, the ferro-concrete tanks recently introduced by IICA,
particularly for intensive, up-scale technology production of vegetable and food crops for
the hospitality and similar markets. Appropriate incentives, such as those given in the past
when solar energy apparati were introduced, could be provided to encourage their use.
In addition, for the largest commercial schemes, greater organization of the farmers, pos-
sibly into water users’ associations, is suggested so as to expand their involvement in the
development and implementation of, and eventually investment in, the expansion and/or

improvement of the schemes.

Recommendation #7 — As Barbados must increase the rate of growth of irrigated land, the
investment for implementation of the programs must be shared by both the public and

private sectors. In this regard, it is recommended that:

1. through the use of appropriate incentives, the MARD promotes the use of on-farm
rainfall storage and use systems for intensive vegetable and food crop production;
and

2. the development of water users’ associations be organized and strengthened in order
to allow for farmers to have increased involvement in the development, implementa-
tion and oversight of the larger commercial irrigation schemes and ultimately the

investment in the improvement and/or expansion of such schemes.

Marketing—BADMC’s agricultural marketing division is the main entity involved in market-
ing. Currently, it operates two retail outlets at the Grantley Adams International Airport. In
addition, it imports 314,000 lbs and 931,800 Ibs of chicken and turkey wings and onions,
respectively. MARD also is responsible for marketing programs that are confined to the de-
velopment, repair and maintenance of infrastructure facilities for the public markets, both
general markets and fish markets. The Barbados Agricultural Society (BAS) also operates a
retail outlet at its headquarters for its members’ products. There are also a number of small
operators who retail food crops, primarily vegetables and root crops. On a limited scale, they
are also involved in imports (mainly from CARICOM countries) and exports.

There is a proposal to restructure BADMC in a way that will “emphasize investment
opportunities in agriculture”. The restructuring would aim to revive Barbados’ agricultural
export program with emphasis on hot peppers. The proposal also supports the processing
and marketing of fish products; the availability of information to facilitate investment and
marketing decisions; access to and development of new markets; the coordination of agri-
entrepreneurs in their activities to develop new products for all markets; the arrangement
of possible partnership and supply options with CSM partners to obtain supplemental raw
products; and the intensification of linkages between the agricultural and tourism/hospital-
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ity sectors. These are developmental functions that would require public financing at least
in the initial stages.

However, the proposals by BADMC must be fully supported by the private sector, and
greater emphasis must be placed on full use of the markets provided by the tourism/hospi-
tality sector. With respect to the latter, much greater effort should be expended by both the
agricultural and tourism sectors to link local agricultural food and handicraft production with
the island’s hotels, plus the cruise ship passengers, 800,000 in 2004. Highest demand from the
hotels and cruise ships is thought to be for herbs, spices, vegetables, onions, and root crops.

However, for this action to be successful, there must be a “hands-on”, practical, long-term
program agreed to in advance by both the agricultural and tourism sectors. This program
must: (a) receive the total commitment of all parties concerned; (b) have an agreed set of
commodities; (¢) be phased with incremental and achievable targets, including product
quantity and quality; and (d) be managed by a steering committee comprising represen-
tatives of the farming community, the hospitality entities involved and MARD and/or its
allied institutions.

BAS and the Barbados Hotel and Tourism Association should be made aware of the
activity and provide their blessings. However, their inclusion in the Steering Committee is
not considered mandatory.

The proposal for phasing the “adopt a community” model that has been successfully
pursued in Jamaica and St. Lucia could be adopted.

When this program is substantially operational, a decision could be taken as to the

need for other facilities, such as a market information website, centralized marketing, etc.

Recommendation #8 — The restructuring of BADMC should be completed taking into consider-
ation the functions, as agreed to by the MARD and its National Agriculture Commission,
but which should reflect both the current trend to reduce the involvement of Government
entities in agricultural marketing and the reality of the willingness and/or capacity of the
private sector to be involved in all aspects of marketing required by a repositioned/new

agriculture.

Recommendation #9 — The establishment of a phased, defined and properly managed program
that links the actors in the agricultural and hospitality/tourism sectors and recognizes the

peculiarities of the former and the requirements of the latter.
Agricultural Credit
There are three major sources of agricultural credit, viz., the Rural Development Commis-

sion (RDC), the Agricultural Development Fund (managed by the Enterprise Growth Fund
Limited (EGFL) and commercial banks. Previously, Barbados National Bank was a major
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supplier of agricultural credit, until the financial challenges of the sugar industry in the
mid-1990s damaged its financial integrity and forced the closure of that “window” .

The RDC provides loans of up to Bds$50,000 with an interest rate of 1 percent per annum,
to small agri-entrepreneurs primarily through the Rural Enterprise and Livestock Develop-
ment Fund and also a Fruit Orchard Development Fund. Through 2004, it had provided 572
loans, valued at Bds$ 47 million, at concession interest rates of 1.5 percent per annum.

The ADF provides loans in the range of Bds$50,000 to $1.0 million, at an interest rate
of 6 percent per annum, to individual agri-entrepreneurs and organizations. Its target is
to be able to provide loans totaling Bds $10 million annually. Of this, Bds$6 million would
be dedicated for the sugar industry. As of February 2003, ADF’s loan portfolio amounted
to Bds $9.7 million with the poultry industry being the largest beneficiary with Bds $1.2
million. It had also disbursed Bds $12.5 million in grants.

As shown in Table A-2, commercial bank lending to agriculture, as a percentage of total
lending, declined from 2.3 percent in 1989 to 1.8 percent in the first six months of 2002.
The absolute amounts were greater than 15 percent of the annual agriculture GDP, which
was reported to be generous when compared to other Latin America and Caribbean (LAC)
countries. Not unexpectedly, the percentage of agricultural lending to the sugar industry
declined by almost 50 percent.

Both the RDC and ADF provide support to improve institutional capacity and tech-
nological understanding. For example, the RDC proposes to train 9,000 agri-entrepreneurs
over a five-year period, starting 2001.

Taking into consideration the quantum of loan funding from both the public and
private sectors, one has difficulty understanding the perception of the farming community
that credit is unavailable. Perhaps the problem may be accessibility and not availability. Inac-

cessibility may be due to the requirements imposed by the financial institutions because of

Table A-2. Barbados: Distribution of Commercial Bank Credit to Agriculture,
Sugar Cane, Livestock, and Food Crops, Three Selected Years, 1989-2002

Calendar Year

Credit Type 1989 1995 June 2002
Total, Commercial Banks ($ millions) 1,198 1,522 2,876
Total Agriculture, Commercial Banks ($ millions) 27.4 37.1 51.5
Total Agriculture/Total, Commercial Banks (percent) 2.3 2.4 1.8
Share for Sugar Cane (percent) 453 29.3 25.4
Share for Livestock (percent) 36.4 424 52.8
Share for Food Crops (percent) 8.7 4.0 7.8
Share for Other Agriculture (percent) 9.6 24.3 14.0
100.0 100.0 100.0

Source: Central Bank of Barbados, Economic and Financial Statistics (Bridgetown, Barbados: Central Bank of Barbados, Research Department, 2004).
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their limited human and technical capacity and/or understanding of the biological charac-
teristics of agriculture. This has resulted in the consolidation of their position as to the high
risk inherent in agricultural activities. This level of risk to the financial institutions could
possibly be reduced if there was an adequate level of equity to complement loan financing.
However, the agricultural community reported that venture capital or equity funding is
an “extremely scarce commodity”. Perhaps, this situation could be ameliorated, where ap-
propriate, by the Government’s quantifying the technical assistance that it provides to the
enterprises and “using” that assistance to buy special shares that the private-sector owners
would redeem in time from the profits earned.

It is imperative that the financial (banking, insurance and credit unions) and agri-
cultural sectors should enter into serious dialogue to foster the investment needed for the
agricultural sector to be restructured and the integrity of the financial institutions to be
maintained. This dialogue would be formalized with the appointment of representatives of
the financial sector to the Minister’s National Agricultural Commission.

Recommendation #10 — Even though the reports indicate that the quantum of loan funds
made available to the agricultural sector is of an acceptable level, there is a perception of
unavailability and/or inaccessibility. In addition, there is a recognized shortage of equity/
venture capital. Therefore, it is recommended that the Minister invite representatives of
financing institutions to be members of his National Agriculture Commission so as to

effect dialogue and improve inter-sectoral understanding.

Rural Development

This sub-section describes (a) the programs, mainly operated by the Government to foster
development of the rural areas, (b) a community or district program, the Scotland District,
that aims to optimize and/or catalyze efforts at rural development, and (c) a major deterrent
to agriculture and rural development, praedial larceny.

Rural Development Programs

As shown previously (Table A-1) rural development is the second largest beneficiary of Gov-
ernment expenditure. It receives 15 percent of the expenditure on all MARD programs and,
in this respect, is well placed amongst LAC countries. The responsibility for utilizing these
resources resides with the RDC, which was established in mid-1996, and reports to MARD. The
major programs of the RDC are: roads, housing, rural credit and management training.

Through 2003, RDC completed 110 roads and installed 6,000 street lights in rural
districts. It also made major investments in house construction and repairs, wells and sceptic
tanks, electrical and water installation, etc.
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The training program, which commenced in 1998 with 20 persons, had benefited
approximately 1,500 persons by 2004. In collaboration with the Barbados Small Business
Association, the major courses, which are bookkeeping, records management and cost
accounting, are provided at 11 locations throughout the country. The credit program has
been described earlier.

Other agencies, such as BASand IICA, provide limited training programs to build

institutional and technical capacity amongst individuals and groups.

Recommendation #11 — Opportunities for strengthening linkages between the rural develop-
ment program and mainline agriculture should be further exploited (for example, in
the area of management training) to ensure sustainable economic outcomes, accelerate
agricultural and rural development, and contribute to sector competitiveness.

Scotland District—An Example of Rural Development

The Scotland District occupies about 6,127 hectares or, about 14 percent of Barbados’ land-
mass. There are 1,200 hectares in arable crops, distributed amongst almost 1,600 individual
holdings, and 2,200 hectares dedicated to improved and/or native pastures and shrubs.®
In addition, there are 2,700 beef and dairy cattle, 3,500 sheep, 2,500 pigs and almost 500
goats.

The project was started in the mid-1950s in an effort to conserve soils following a
series of land slips and slides that have occurred since the beginning of the 20th century.
This effort was accompanied by a desire to develop tourist sites to complement existing ones.
However, currently the roads and bridges are generally in various stages of disrepair.

In recognition of the potential of the Scotland District, MARD commissioned two
studies in 1999-2000. The first determined the demography and topography of the area.
The second, done by FAO, built on the first and prepared a five-year program to rehabilitate
the District’s agriculture. The cost for implementation was Bds$61 million, with Bds$38
and $15 million for land conservation and water-resource development, respectively. The
remaining Bds $8 million was used for increasing production and productivity through
the development of marketing systems and linkages with other sectors, improvement of
infrastructure and institutional capacity and the development of required policies and of
a legislative framework. Further evidence of the importance of Scotland District to the
Government is the Bds $6.8 million committed in the 2004-05 budget and the Prime
Minister’s stated determination in his 2003 budget speech to provide monies “over and

above the amount (already) being spent”.

© Ministry of Agriculture and Rural Development (MARD). 2002. Draft Agricultural Development Plan for the
Scotland District. Bridgetown, Barbados: MARD.
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There may appear to be an imbalance in the relative amount of funds allocated to
conservation compared to that for water-resource development and increased produc-
tion/productivity. However, this probably reflects a very cautious response to ensuring
that the very fragile pedological structure is not further threatened and to the possibility of
any economic and social activity evaporating. However, in this regard, a few steps suggest
themselves. Firstly, this project must be considered as a first phase, and once the topography
is reasonably stabilized, more resources must be placed into water resource development
and into the enhancement of production and productivity. Secondly, the District should be
divided into sub-districts (based on the demographic and topographic information avail-
able) and these must be prioritized for actions.

These actions would result in an acceleration of economic returns from the program
and provide opportunities for multiplier effects and a follow-the-leader(s) paradigm. These
actions should fit into an overall objective of making the Scotland District a sustainable
community (economically, socially and environmentally) with the major enterprises be-
ing agriculturally derived. These must include a strong agro-/eco-tourism component that
makes full use of the natural biodiversity and topography.

However, for this proposal to be successfully implemented, there has to be strong inter-
ministerial collaboration, involving particularly MARD and the Ministry of Tourism; there
must be abundant community participation resulting in an effective public/private/civil
partnership; the technical extension programs must transcend the entire commodity chain
and include group dynamics and collaborative initiatives. Indeed, the Scotland District lends
itself most readily to be an in vivo crucible for agro-tourism linkages and for validation of

the concepts of rural territories and “clusters”.

Recommendation # 12 — The Government should revisit the elements of the second study and
phase its implementation in terms of time and geographic space. This approach should
be characterized by strong inter-ministerial collaboration, total community participation
that would result in effective partnerships and total “ownership”.

Praedial Larceny—A Constraint on Development

As for the rest of the Caribbean, praedial larceny continues to be a major constraint to the
successful development of agriculture in Barbados. It causes a reduction in revenue because
of theft and, where resources are available, an increase in costs occasioned by heightened
security measures. In an attempt to reduce the incidence of praedial larceny, some farmers
opt for cultivating commodities that are less “theft friendly” but that may not be ideal for
the particular ecological situation. Consequently, there is a reduction in profits and hence
in the quantum of funding available for reinvestment.
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It also causes uncertainty in the decision-making process of new investors. About 12
years ago, the police, in consultation with the farmers, made far-reaching recommendations
to the Ministry of Agriculture, which accepted them and incorporated them into legislation.
The resulting laws now provide that any person found conveying produce on any street must
produce a certificate showing from whom the produce was obtained and the quantity and
value involved. The police were also given powers to stop persons transporting produce and
to carry out the necessary checks to determine whether the goods are stolen.

However, the impact of this legislation on the reduction in praedial larceny is not
evident. It has been suggested that farmers themselves and the authorities have not fulfilled
their respective responsibilities.

The National Commission on Law and Order has recommended that:

e thepolice should aggressively seek to enforce existing legislation designed to prevent
and detect the theft of growing crops and produce;

e agricultural inspectors be appointed by the Ministry to carry out inspections to
ensure that the provisions of the legislation are being complied with;

e legislation be amended (if necessary) to provide for inspection of business places
to ascertain whether the provisions of the Act are being complied with; and

e the Ministry of Agriculture should educate the public about the problems of prae-
dial larceny, and inform those engaged in the sale and purchase of produce about
their responsibilities.”

What is now required is for a campaign supported and “owned” by the authorities
and the farmers. For example, the police should stop and search vehicles suspected of be-
ing used to transport stolen produce and the farmers must religiously issue the certificates.
Failure to produce the necessary certificate should lead to the confiscation of the produce
and the lodging of appropriate charges. Further, the registration by and of farmers should
become mandatory.

Recommendation #13 — In view of the gravity of praedial larceny and its impact on the re-
defining of the scope and extent of the agriculture sector, the Government should set out
to vigorously implement the recommendations of the Commission on Law and Order
placing special emphasis on public education.

MARD should also review the proposals developed in other countries, including
Caribbean countries, to determine their level of success and their possible suitability for
adoption in Barbados.

7 Government of Barbados. 2004. Report of the National Commission on Law & Order. Bridgetown, Barbados:
Government of Barbados.
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