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g ~Banking in Barbades, 1960-52
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Y i As the Barbados economy grew in the last twe decades we
; 3 T witnessed an expansion of commercial banking, E;th new banks
z ) ? joining the old established, a proliferation of branches
: 5 throughout the country and publicity campaigns to attract pew
‘Banking in Barbados, 126082 4 custom to individual institutions. How rapid was the
: 'accumulation of resources in the banking system during this
1 period? ﬁhat determined the demand for bank funds and how did
1 the banks try to sccommodate the supply and demand? This study
% apalyses these three question;. The first part looks iéto the
) bg_ 1 reagsons for the growth in depos}ts, banks' main source of funds.
‘#5 ‘E The second seeks reasons for changes in credit, The third
3 section discusses interest rate'aﬁd liguidity management, the
3 mechanism by which banks adjusted to imbglances in the flow of
" . . ' : depcsi£5 and the public's credit requiremeﬁts.
) : isle worrell 4.
o ,ﬁceiigégigéniéiiréﬁiggdgs ii In 1860 there were five banks operating in Barbados,
N ; : o ‘ . 3 | . four foreign-owned commercial banks and the Government Savings
L g Bank. Commercial banking dates back to 1837, with the
q establishment in Barbados of the Colenial Bank. Now Barclay's
% Internationzl, it has had an uwninterrupted presence on the island
; since that time, The others were all Canadian; the Royal Bank of
é Cangda set up its Barbados branch in 1911 apd the €anadian Bank
gerober 1983 : of Comm&rce opened in 1920. The newest arrival in 1960 was the
P K g Bank of Nova Scotia, whose Barbados branch was then one year old.
g .- The Goverpment Savings Bank, established in 1914, was the only
. ¥ N
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one with a wide network of branches; post offices throughout the
country wers used as its agents. Only two Jocal banks are
recorded; neither syccessful. The more recent and more importan
way the barbadas Cooperative Bank, established in }938. It
failed to survive a liquidity crisis in the 1950s. The West
India Bank (1840-47) one of several of that pame to be found in
the Caribbean in the nineteenth century, was never of Ruch

account,

Bank deﬁosits totalled S60.4 millien in 1360, equivalen
te 45% of that year's GDP, They were the banks' only source of
funds, Very little was on fixed deposit {only eight parcent of
the totall; savings deposits were the principal form of intarest
baaring ¢laim en banks, with 613 of the total. Only 661 of
depasits werz on loan to the public; another 12% was ig;;;éed i-
long term Goverpment securities. Much of the remainder was
placed abroad, and net forelgn assets were the eqQuivalent of 12!

ef deposits.

Commerce, agriculture and Government accounteg for mE"
bank credit at the beginnang of our period. In 1966, vhen a
sectoral braakdown of credit first becomes available, their
combined share was 6B%. Banks avoided loans of three years and
over, for the most part: short term loans and overdrafts wade

72% @f the total.

By 1982 an extensive petwork of bank branches had
developed, Existing banks had cpened new atfices, the Governme

Savings Bank had acquired commeccial banking functions {and 2
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change of name to the Barbados National Bank) and twa Americap
banks were in cperation in Bridgetown. Deposita vose to 5880
million at the end of 1982, the equivalent of 441 of GoP,
Greater sophisticatian among depositors was peflected in
incraasing use of the time deposit, which accounted for 33% of
the tofal, Interest-bearing deposits amounted to 303 af the
tatal; the 20% share of demand deposits comparss with a 31\ shaze

in 1980,

Commarslal banks extended thelr services to a broader
range of customers and promoted new lending instruments.
Consumer instalment credlit was a novelty in 1360, buc 1 grew
widespread in the 1980s, giving households much greater access to
pank finance. Some banks developed a sizeable mortgage portfclia
in the 1970s, augmenting the flow of funds o the perianal
sector, By 1981, househqylds absarbed gver 20% of total credit

outstanding, compared to just eight percenz Jn .98&,

Sanks developed some interest in the producing sectars
‘which grew to importance in the 1%60s -~ tourism and
manufacturing. Their comhined share of total credit rose from
14y in 1967 to 30% in 1982, However, Government and the
distribution sector contlinued to make very heavy claims on bapk
C2gQurces, Aqricdl:ure lost some qround, in line with its
declining importance in national ouytpuk. The demand far bank
funds In Barbados pre-empied all the available financaal
resources, and there was no net farelgn assec halding at the and

af 1482,

= 33% -

The banks' faccrased laterast p nousehold clients s

reflected in the ownership af degosits. A much larger
proportion of the populattan held accoumts with banks at the end
of the pariod. Sanking was no longer the presarve af the
saciaty's more atfluant members. In 1950 when per gaplta income
in Barbados was about $50G the average size af a deposit account
was abgut the same [ Charr 1ly. In 1982 the average deposit wvas
less chan half the value of par capita inceome, although tatal
deposits had grown just as quickly as tatal income. Banks were

relying much mare on the "small man” as a source of funds.

Commercial bapks became subject to Central Bank
direction in 1971, but the mranetary authority made no attempt to
cestructure the banking system. Existing axchanga contral
cegulations, derived from UK sterling aresa rustrictions, warce
radefined and medified for Barpados' Gircumstancas, but the
AyStem remained liberal, Requiremeats for bank liquidiety were
instituted and 1nteras; rate sttpularions wece mada and changed
trem time be rcime. The Central Sank daveloved a market for
Gavernment Securittes and grovided advances and discounts &oro
cammezclal banks. Sanks could also obtain insurance for cradiv
to expacters from a fund set ug by che Central Bank far that
purpase. Selactive cpadiet rescrictions were in effect far the
last five years of the perlod, directed salély at gradit for-

purchase of consumer durables.
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Deposits of the public were commercial banks' onply

;ngning source of funds during the 1960s and 1%70s, although
banks occagionally borrowed 1rom the Central Bank or from thelr
overseas offices for particular purposes. eposits rose
steadily throughout the period, at an average of 9.B% per year.
ws expect that rising nstional income will prove important for
the growth of deposits, and that deposit interest rates in »
Barbados, competitive interest rates abroad and the rate cf

infiation may alsp have played a part.

Bank deposits in Barbadosz are the main form of household

saving, ap:rt frem home ownership, They should theyetfore
inerease with rising income. Flrms' deposits are usually working
balances which will grow with the firm's activity and the number

of companies in business, Both factors will be reflected in the

growth of national incomwe.
" An individual may save simply out of hanit or because he
wishes to achisve a goal such az the down payment bn & CONSUmMEYX

ie chosen leve} ot liguid funds to meet uUnexpected expenses
i

or to become mere wealthy. If saving {s merely habitual interest
if

item,

rates may not affect the rate of savipng very much. However,
the indivicdual has 2 specitic goal berh interest rates amd the
rate of inflatien should {nflivence the amount he Saves. The
higher the interest rate the less he needs to put asidc, whereas
increasing prices reguire higher levels of saving. If the

objective is to become wealthier higher interest rates may

e - Cw— 2R3 — - TS

stimulate greater savings effort and interest rates need to be
higher than the rate of inflatfon, if we wish to avoid deposit
ercsion. If prices are rising faster than the return on depos:

ons may esrn more by buying and selling than by leaving funds

deposit.

In Barbados nany holders of large.deposits may hold =
of their funds with institutions abroad, allowing them to shif
funds from Bzrbados coverseas if foreign interést retes are wol
attractive, For example, trading flrms may offer longer cred!
to customers abyoad where the interest they may charge is higl
than they would earn on lpcal depositsl and exporters may take
full advantage of the period allowed between sales and the
repatriation of export proceeds., Foreign firms may retain
earnings in Barbados if local interest rates are sufficlently
attractive, but if they are non-tompetitive it may be profltat‘
to repatriate proflts, even where they then become subject to
in the country of origin. It is more troublesome Zfor individ:
to shift deposits abroad, but a sufficiently large differenti:
between local and foreign interest rates will provoke evasion
the exchange controls designed to arrest speculative capital

flows.

In line with this rationale we tested an eguation wh
changes in bank ceposits were determinsd by changes in GDF, t
difference between time deposit interest rates and the GDP

deflator (the ‘real’ interest rate, in economists' jergen) anm

the difference between time deposit rates in Barbados and tho

on the London Eurodellar market. The GDP is a3 good proxy for
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national income, for which a sufficiently long series is not
readily avallable; the difference between them, indirect taxes
plus net local sarnings of foreigners, 1s not large and follows
much the same trends as GDP!. In calculating the real interast
rate one may chooses to empioy elther the retail price index [RPI)
or the GDP deflator. We would have preferred the wholasale price
index {WPl) because business, which ought to be most sensitive to
interest rates, will be aff?cted by that rate., In the absance of
a WPI, we report on tests using the deflator, which should be
closer to the WPI than the RPI would be. Small dlfferences
between local and foreign intersst rates may not affect deposits
very much becauss depositors need to earn sutficient pramiums to
give a margin cover bankers' charges and other transactions costs.
The results analysed assume that deposits are unaffected by

ditferentlals less than three percentage points.

0urﬁtests indizata that a $i0 million increase in GDP
generated a depesit increase ranging between 30.3 million and
$3.2 million between 1960 and 1980 {Table 1). The real Intersst
rate had no measurable effact, while forsign interast rates
appear to have had a perverse affect. When Eoreign rates wers
thrue percentage points or more higher than local rates deposits
ssem to have been depressed, by §2.4 million to $8.4 mlllion for
each point of the differential. However, we suspect that this
result may be unreliable because of unexpected carrelation
between the interest rate differential and the change in GDP

{Table 2).
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The results may have been affected by changes during
the period in the way the financial system worked or ip the
public's desire for bank deposits. The appendix reports a test
which includes a dummy variable to copture any shift in the
deposit function that may have come with the introduction of the
Central Bank; lt did not pick up any measurable impact. An
inspection of Chart 2 does not suggest any marked shifts in
deposit behaviour, though the rate of accumulation seems to have
accelerated over the period of analysis. The appendix also
reports rasulks of tescts based on hypotheses that we £ind lass
plausibla than those we have analysed. The results with GDP in.
constant values are poor, and nominal interest rates are

insignificant, just as real rates are,

The increase ln savings deposlits associated with a
$10 millien increment to GDP lies within the range from zaro to
$1.6 millicn, 1Interest rates had no effect: Wwe comparad the rate
of interest on savings deposits with the rate of inflation, and
with the race on time deposits, but neither turned up a
significant relatlonship with deposit growth. The differencs
betwaen local savings depesit returns and interest on daposits
abroad has a perverse affect on savings daposits, a result
similar to that for total deposits. Again the problem may lie
with significant correlation between this variable and GDP

changes {Table 3).



cime deposits rose between $0.1 million and 51.5 million

for a $10 million intrease in GDP. Higher real interest rotec

seem to have depressed time deposit levels; an increase of one

prrcentage point is associated with a £a1l in time deposits

ranging from 50.1 willion to 50.6 millionZ. Although this iz &

result many cconomists would find onusual, it is quite plausible

1f depositDrs are saving with & particular target in mind. With

attained wi L1
higher real interest rates the target way he attained with ie

efforrt. The differential between local and foreign interest

rates has no eftect.

interest-bearing gepocsits as 2 whole conform to the

pattern of savings deposits. They increase 50.2 mililon o

§1.5 million with a 510 wmillion ¥ise in goF, and they fall

§1.5 willion to $7.5 million for every percentage point of the

loeal-foreign rate differential, so long 2% that differential is

three points or BOTE. Real interest retes have nc sipniflcant
effect.
pemand deposits depend on the variation in bank

rt
c tomer ash flow T o L] iness us a
usto 5 [ . he iﬂnlcat T 4 busines 54 in ou est

jr the variance of pet movements in cverdrafrs and demand

= E ‘. he
deposits, which, for convenience, W€ jabel ‘cash flow T

. . . . et
Jevel of demand deposits rises with increases 1n thig varian

Real interest rates are slsc ineluded in the €guation; it
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interest rates are high firms might wish to switch o

interest-bearing deposits whenever possible, while high infia
rates might induce greater ecohomies iIn the use bf cash balan
Rowever, interest rates turn out to have no effect. Increzse
demand deposits bear no systeratic relationship to changes in

GLP.

We wondered whether there were noticeable difference
the deposit behaviour of firms and households. The brezkdown
available only from 1973, making the series too short to perm
reliable estimation using the least squares method employed s
far. ﬁe calculated the ratic of changes in interest-bearing
depositsd to changes in GOF instead, for firms and household:
If GDP movements were the only determining factor of any
importance the ratic would not change very wuch from year to
year. Such changes zs can be observed are compared with trer
in real interest rates and the gifferential between loeczl énc
foreign rates., For firms the ratio is positive every year @
1378, indicating that time and savings deposits ususlly rose
GOP {Chart 3). Deposits setem a little less buoyant between .
and 198) when foreign interest rites were very much higher t!
in Barbados, but srratic fluctuations in the deposits/GDP ra!
make this & tentative conclusion. The effect of negative re
interest rates in the years 127% ro 1981 cannct be separated
the effect of the higher foreign rate, but the corresponhdenc

petween real rates and the ratio is not close. The test det
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no influence of intersst rates on the time and savings deposits
of households {Chart 4). The ratic of interast-bearing deposits
of housaholds to GDP becomes positive in the 1978 to 1881 period

when interest rate affects were most adverse.

The expansion of GDP was the main factor bzhind the
/ growth of bamk deposits in Barbados between 1960 and 1982. The
varlation in buslness aceivity also affected deposit levels, to
the extent that it altered firms' liquidity position. We ;aVe
been able to deteect faw systematic effacts from interest rates,
except perhaps & rendency for time deposits to fall when real
interast rates risa, It may ba that lntersst rates changes ard
large diffsrentizls betwsen local and forelgn rates did not

persist long enough to affesct the results for the period as 2

whole.

The Demand Eor Cradit

pank cradit grew even iwre rapidly than deposits Detwaan
1960 and 1982; by the end of the period banks' rasources were
fully utilised by the local economy, We made tests on the basls
that bank cradle will increase with growth la GDP and the lavels
of activity in producing sectors, and that creditc will tend &2
fall as interest rates rise. We report the results of tests
where real interest rates wers usad; a producer zhould not
curtail hls porrowings if lnterest rates are no hlghar than the
rate of inflatlon because incraases {n his product price will

provide revenue to cover the costs of financing the loan. In the

same circumstances we would not expect individuals to borrow
less because the price increases will inflate the total of

personal lncomes for the nation as a whole.

The observed lavel of gredit at any time is the ocutiome
of an intsraction of supply and demand. We may perform a test on
credit demand only i there s a genercus supply of funds at each
nrevailing Interest rate. Supply condltions will not influence
interest rates very much under these circumstapces. We consider
this a reasonable working hypothesis except whan banks are
itliquid, Between 1950 and 1982 we have identified only six
years when banks were short of funds - 1360, 1961, 1962, 1973,
1981 and 1982, Since most of the eguations tested include caly
ooe of thasa years (1973) we believe that they adegquately reflect

the demand function.

The demand for credit depends mainly on levels of Gpp
and economic astivity. A 10% rise in GDP ineresased overall
credit demand between two perzent and nine percent {Table 4},
The household sactor was by far the most responsive, with eredit
demand expanding between 10% and 15%. In the producing sectorsn
credit demand rose in line with the expansion in aceivity. For a
10% rise in value addad, increases in credit demand ranged from
five percent, the minimum for agriculture, to 17%, the max imum
for construction, Credit demand was strongest in the
construction sector and weakest in distribution, ralative to the
growth in value added in each sector. The demand for credit for

agriculturs was the most variable,
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Interwst rates had no reasbrable effect on the demand
n L3

dlt, for the sconuemy as a3 whole or for any sector tested.
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$IZ5.8 millicn, while distribution went from SE milllen s
511 millicn. Of total credit with maturity of five redrs or pore
at the end ot 1982 houscholus owed 27%, the tourisk scotor 6%,
manufacturing 143 and distributicn b,

Eank overdrafts grew more slowly than term loans:
notewerthy incrsazes in manufasturing and public utilitics woeres
offset by declines in distritution and agriculture. overdrafts
of 5146.2 million acccunted for ZE. &4 of bank advances in 1473;
the 1982 figure of $323.1 million accounted For 44% of thak ]
year's uzdvances. The increase in lcans of up to cne yedr malnly
reflects expanded discount facilitieg for Einancing the sugar

crop. Credit for consumer durstler, which made cne to theee

Yrers loams largest vategory in 1973, war zontained by CTantrsl
Bank restrlctisns. Frrsonal leans in this category fzll frem

12.8% of all term louns im 1973 t2 6£.9% in log31,

The public utilltles and firms in manufacturing and
distrituticn meinly relied cn everdrafts, with much smalley

ameunes of term loans, meinly for flve vears or more. 1he
pattern Jdid nct change in the ten yesr:z of obszervation, cxonpt
that manufscturers used a llttle mere term sredit, relative to
the dominart overdraft, in 1982, The zugur {ndustry =hifted frem
cverdrafte toc short—torm borrowing becatze they could nat take
advantage of Central Bani's Jlscounts otherwise. The indusery
barro~ed hardly anvthing ut maturitles cver one year. Tae
conztructien fector eccnomized on its use Of Lanh eredlt, tukting

Laek sllghtly frem £34.9 million cutscanding in 1973.




Construction firms relied equally on overdrafts and term loans in

1982, whereas in 1973 loans were relatively larger. Tourism was
the only sector where loans with at least five years maturity were
mora significant than overdrafts and short-term

accommodation.

All firms used banks mainly to finance working capital;
overdraft facilities and short~term borrowings were the .
mechanisms most frequently used. However, there was sche
borrowing for construction and purchase of equipment, at longsar
term. Only in the tourise secror did firms use banks to finance
capital formation:to-any—extaut. Households approached banks to

borrow at short—-terw  for purchasing consumer durables and for

long-term mortgages.

Interest Rates and Liguidity Management

Interest rates are the principal instrument by vhich
banks adjust to tha demand and supply of funds. In Barbados long
term trends are patterned on foreign interest rates; It
differences beteween local and foreign rates are large the
inducements for capital flows become irresistable. However,
small differentials are possible because of informatlional and
transfer costs, although bankers may sometlmes argue among
themselves about the size of a tolerable wmargin. Banks in
Barbados use this difference to adjust the spread between the

rates they earn on advances and the rates they pay onh deposits.
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The behaviour of loans and deposits in Barbados gives no
reason to suppose that the supply and demand for Funds will ke
atfected by Small interest rate changes., The increase in
national income will determine the supply of deposits and the
demand for credit, producing a change in bank reserves., After
allowance for Cantral Bank reserve requirements this lsaves a
level of excess reserves. Banks cannot do much to eliminate the
Efcess. Small interest rate movements will have no effect whila
large variatlon provokes destabilising foreign capital flows and
risks the possibility of a destructive price war among the banks
themselves. However, within a narrow band on #ither side of
prevailing foreign interest rates, banks have leeway to ralse the
spread betwesen deposit and loan rates to compensate for
inadequate loan demand. Between 1975 and 1990 deposits grew more
vapidly than loans and bank axcess liquidity increzased each year
{Chart 6. In 1375 the spread between deposit and loan rates
rose to 3.5%, comparvred with 1.3% to two percent ratwaen 1971 end
1574, and it remained at that level yntil 1981, when it widened
even further {Chart 7). The extraordinary spreads of 1581 and
1982 reflect the great uncertainty about interest raca prospects

at that tlme.

There is a wide range of Jdeposit interest rares, and
with a guartar of all deposits in current accounts, the sverage
cost of Jeposits to the banks is always close to the bottom of
the range. The maximunm rate avallable on tim2 Jdaposits was 1.5
to two percentage points higher than the savings deposit rats,
axcept when all rates rose to very high levels., In 1973 and 1974

the differential widened to four points, while in 1981 and 1982 it
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veried petween 2.25 and 2.5 polnts. Longer time deposit
maturitiss attracted a promium of one to 1.5 peintes axsapt in
1373 and 1974 - when the differcntizl disapbeared - and in 13e).
Ninetecn eighty-one and 1937 wers years cf evesption2) intecregp
rate uncertainty ond bankers everywhere were afraid to commit
themselves to long-term interest rate gcontrasts., Fop most of
this pericd time depesits in Barrades attracted the sams rite
whatever thelr maturity, and during the months of Movember. and

Decembor 1991  shorter maturities attructed ttigher ratss.

Th: market for bapk deposits was not rarticularly
competitive. Differences of up to three points Prraisted betwaen
banks for the same category of depositr, and the system never
exhibited 2 unifcrm rate structure. The &verage cust of deposits
L0 the bansw, caleulsted by ddviding their interest payments fnto
the average of degesits sutstanding for the pericd, was nersayr
higher tham the minimum rate on savings depositz.  The averaqge

interest rate on time and gavings depezits wis sne to bwn

rorcantage points higher.

The prime Inter:st pate on commercial tank loans ravged
trom 1.5 to three percentage points above the masimum depozit
rate until 1981, when the diffsrence was stretched o four to
five polnts, The prime rats varied among béenxsy at different
times during the peried the difference rarged from cre half to
1.5 pointz. The average loan rate was zbout half a point zbove
the highost prime rate up to 1980: in 1%R8) the averagje roze a

i full point above the highest prime., The spread betwean thy

o — - ——

highezt rate and the lowest tapart from bad debts and Ioans with
stipulated rates; rose frem four teints to =ix at the zame time,
The average return on lending, caleoulated by dividing intersst

Barnings con loans ints average loang outstanding, war sbout the

0

‘amez as the averags lvan rate for most of the perisd,

The intersst rotz on tressury blllz follewed the prine
lending rats, exeept for 19%i when = high publiz zeekarp Lorrowing
requirement and low bank liquidity drove up Government's cost of
tcrrowing {Chxrts g and 23, in 1875 ehe bBill rate fell reictive
Lo the prime rate in a zituakion hiore liquidity lavels weve

comforcable and the Government': necds wers: low,

Bubtween 1970 to 1982 commercial banhs boirrowed abrued to
supplemant deposits in the facze of strong loan demand (Chart :g%,
Fir the remelnder of that decide bants neld net foreign zisety,
sz loun demand falisd ko heap up with the tngrzize: in dsposits,
The availabllit: of Sursmarket funds Ercuht a dramctic zhift ip
19%3; kanuz borrowed heavily in Eursdollars during that vezr, fer
onlendiny to Gevernm:ent and the privite sector. Fiszing
Euromarsst lntarest rztes and groater instazility in the ratas
dlscoursged borroving in-the late 1970, However, bants were
forced ko borrow abroad brizfly tn the gzcond half of j98! when [
increaszed liquidity requirsments im 022d by the Central Bznk and
slow daposit growth left them shart of dizpoeable funds., A penal

rate discoursged rassrt to the Central Banb': dizcount window,
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Conclusicn

Banking activity grew in respenge to rising naticnal
income in the yeacs since 1360. Expansicon provided funds for
deposit wlth banks and provoked greates demand for credit by
firmc and houscholds. Households geined grester access to the
banke with the develcpment cof consumer instalment credit and the
mortgage market, the most infiuential banking innovatlcnq in ths
pericd. Credit maturitles and the glloccation among sactofé
responded to changes in the pattern of production in Barbados.
RBanlks serviced the working capltal needs of leading sactors and

provided some funds for f£lxed capital furmstlon in touriso.

Dameztic interest rate changes were too 3mall to uffect
the growth of Jeposlis or locens. Lozl ratas followed trends in
forzign intarast rates in a gradual zand crderly fachlen, @xoepk
for short eplzcdes ln 1373 and 1981. The relatisnship betwoen
loan znd deposit rates changed 3 iltele; Banks compensated for
low credit doewand in the late 1970: and for intercst rete
instahility in the esrly 1980s bty wldeninj the spraad between
dzposit ard lcan ratec. Rates among Jifferent deposlc sategorisas
followed tha usuzl pattern of higher rates for longer maturities
excapt for a short pericd in 1981 when conslderzble interest
uncartainty prevailed in major money markeks as well 2z in
Barbados. ©On lcans the ringe from the prime to ths highest rate

on regular leans widenad as lintersst rates rose.

1.

Many unalysts prefer to tost 'real' depcst
amy ; ) z > :sits {nomy : 5
deflated Dy a price index) against reag GDbP. The ;:icégtggd

has merit only if the de ; o e ALEF
for deposits,’ e deflator for GDP ie different fram that

The :etqil price Index i5 used to compute the real interzse
ri§e wh}ch g9ives the results reported here, The equ:tio; )
;;;:g r;al Lgte§es§ rates caleulated with the GIT deflator
uced an insignificant ecoefficient on GD &S .
produced an insd GLE, » result we

??ilciutdbjo_thf same for Jemand deposits, but the results
. < ¢ lnstructivs bocausze they bHea 5 ke 3 )
relzticnship to GLP, i £ e istepatic
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Table 4

Cred i?:tDemand Elasticities?:D

Durbin=
Watson Estimation
gigh® Lo R2 Statistic Pericd
Total Credit - 0,86 0.18 0.9888 2.27 1961-80
Credit by Secter
Distribution 0.90 0.59 0.9400 0.87 1967-80
Manufacturing 1,04 0.78 0.9454 0.96 1967-B0
Agriculture 1.47 0.52 0.5893 .11 1967-80
Construction - 1,65 0.87 0.7922 0.72 1367-80
CPersenal ‘"7 1.5 . 1.02 % 0.0012 0.62 1967-80

' ‘Notes: a) A real interest rate variable was includad in all the  eguations

tested, but the value of its ccefficient was never significant
so it is not included in the table (See Appendix B)

b} tal GDP used to estimate coefficients for toral credit and
personal sector credit; value zdded used in cther sectors

¢} The raghge represents two standard deviations on either side of
the point estimate
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) Appendix A

Deoositl Eguations {t-statistics in brackets)

All deposits:

ATLD = 10.94 + 0.21 AGDP + 0.20(ry—-B) - 5.49D(re-rs)

(2.87) (3.22) (0.47) (-3.61)
R? = 0.8E91 DW = 1.82 Period: 1950-80
ATLD = 3.07 4 0.44 GDP 4 1.45(r.-RPI) + 0.32D(ry-rz)
(0.48) (3.24) (1.89] (.09} -
®? = 0.8271 DW = 1.76 - Period: 1960-80

ATLD = 4,85 + 2.21 DCB + 0.40 AGDP + 1.09({r.-&) 3
. 1. ~B) - 0.5 -
{0.71) (0.1a) (2.60) (1051 (ol33 TETTE)

R? = 0.8395 DW = 2.13 Peried: 1860-81

&TLD = 29,40 — 0.0% dy - 0,21(r~B) - 7.74
. D . Dlry-r
(3.38) (~1.04)  (~0.41) (=d.q7y  CETTEd
R2 = 9.7755 D¥ = 1.83 Rho = 0.48 Period: 1960-8]

ATLD = 24.63 + 0.31 4GDP - 2 56rg - 2.72
£ . £ -72D{Ce-rs)
(1.74) (3.68) (~0.01) (-1,38) =

R? = 0.8250 DW = 2.09 Period: 1960-81

Savings deposits:

ASD = 6.58 + 0.08 AGDP ~ 4.54({r.~5) + 5.12(r_~3
. . P 5.12(5g-P) - 3.92{r.-
(0.78) (1.75) (-1.28) (1.44) ° (—2.95b 7!

R2 = 0.8277 DW = 2.03 Rho = 0,31 Period: 19g0-80

Time deposits:
ATD = 4,74 + (0.08 AGDP - 0 37(r —RlSI) -0 ; -ra
.37 t 2 re-red
{1.99)  (2.28) {=2.77) (=0.3° F

RZ2 =0,5380 pW = 2,11 Period: 1960-80
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ATD = 7.45 % A0.03 AcGDP - O. 66(rp=2)— 0.78 (rg-re)
(3.14) {0.95) (~2.69) {-0.90} '
Pericd: 196080

A2 = (,5304 DW = 2.14

Interest—bearlng depos;ts.

ATSD = 15.01 + 0.13 AGDP - 0.20{rq-B) - 4. 47D(rt-rf)
“‘ {3.17) (2.20) {=0.57) {-3.00)

R2 = 0.8404 DW = 1,89 Bhé = u 25 periéd: 1960-80

~

.\‘

Demand De?ositéé"
' DD = 48,83 ¢ 1.18VCF - 1.74(rg-B)
{2,84): & (2.28) (-1.26}

R2 £ ¢.4153 oW = 0.87 period; 1368-82

Deflnltlon of variables:

dummy varlable with value of unity whenfrtwré73, zero
. othervise

dummy variable with value of Uﬂluy from 1973 onward

| demand deposits .

}GD? deflator
:lnterest rate on EBurcdollars in London

3 'maxlmum rate on savings deposits in Barbados
‘hmaxlmum ‘rate on time deposits

T: ! retall prlce index

i savzngs deposits

: b time deposits

;! total dep051ts '
: | variance of Ycash flow', defined in text
: { real GDP
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- Appendix B

—

Credit Equations

Total credit:

Imn CR = 2,90 + 0.52 n Y +.8.03 & -
(2.43)  (3.06) 11.50) m(zh)

2 -
R< = 0.9888 DW = 2,27 Rho = Q.84 Period:

Distribution sector:

Ln CRD = .29 + 0.744 &n ¥D - 0.0 ;
} . - 0.93 &n(r, -P
(0.77)  (%.38) (-1.16)  * )
R2 = 0,94 DW = 0.387 Period: 1967-8C

Manufacturing sector:

Ln CRM = -0,52 + 0.91 in ¥¥ - 0.01
. .8 - i3
: {-1.83) (13.38) {~0.44}) Al P)
RZ = 0.9454 DW= 0.95 Pariod: 1867-50

Agriculture:

ILn CRA = ~1.18 + 0.9% n YA + G.ol £n(rz-P)

{(-1.13)  (4.13) {0.17y "
R2 = 0,5893 DW = 1.11 - ‘Period: 1966-80
Cconstruction:
Ln CRC = -1.59 + 1.26 in YC D 07
¥ . - an( —P
(-2.11)  {6.49} (-0.82) o
R2 = ¢,7922 DW = 0.72 Period: 196 -80

Household sector: -

In CRE = -3.92 4 1.26 n ¥ - 0,04 tnir-P)
(+3.09) (10.37) {(~0.47)
2 -
R = 0.9012 DW = Q.62 Period: 1967-8C
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}
1

pDefinition of variables:

rg: prime loan rate

¥, YC, ¥D, ¥M: value added in the sector whose credit demand is
being estimated
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