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BarBados special report: Q&a with marla dukharan

Marla Dukharan is recognized as a top economist and thought-leader 
in the Caribbean, well-known for her monthly Caribbean Economic 
Report, monitoring top economic developments in major countries. 
Marla regularly publishes reports and offers webcasts on topical 
issues in the region, such as sovereign credit rating downgrades, 
devaluations, IMF programmes, budget analyses, and policy implica-
tions. Because of her deep commitment to making a difference in 
the Caribbean, Marla has become a leading voice in the call to reduce 
gender and income inequality, promote new models for growth and 

to attract foreign investment, and to introduce fiscal responsibility 
frameworks.  

Barbados’ international reserves fell at the end of 2017 to the lowest level since January 1996. Meanwhile, the Cen-
tral Bank has been financing the government through printing and the use of commercial bank excess reserves, 
with the monetary base doubling since the beginning of 2014. Economic growth for 2017 was estimated by the Cen-
tral Bank at 1% (which we expect to be revised downward) and central government debt-to-GDP is the third highest 
in the world at 146%. In this interview, Marla explores the options and paths forward available to Barbados as the 
country heads in to a General Election with tough reforms and policy choices ahead. 

what are the most immediate and urgent challenges for BarBados?
The fiscal deficit itself, and the way in which it is financed, are the most immediate challenges for Barbados. In 
the post-crisis period, the fiscal deficit has averaged between 7-8% of GDP, and this does not take into account the 
amount of arrears on tax refunds and payments to vendors for example, that have been mounting each year. 

Last fiscal year alone the Central Bank supported the Government to the extent of almost BBD800 million in terms 
of financing. Since the beginning of 2014, the monetary base has almost doubled. Central Bank claims on Central 
Government increased to 78% of total Central Bank assets in November 2017, up from 65% in November 2016.

This is an election year - I shudder to think that the size of the fiscal deficit and / or arrears could expand this year 
as usually occurs in many countries, and that the Central Bank would have to provide support at or above last 
year’s level of BBD800 million.
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what are the implications of 
fiscal overspending and central 
Bank printing?

Fiscal overspending and central bank printing has contrib-
uted to the precipitous decline in reserves - which to me is 
the most immediate of all the challenges facing Barbados 
at this time. 

Reserves were reported at USD205 million or just about 6.6 
weeks of imports in December 2017. With oil prices inching 
up and Central Bank printing ongoing, tempered by winter 
season tourism receipts (which may have been affected by 
the sewage and water problems), there is a risk that re-
serves may have fallen even further in January.

The monetary base expanded 5% y/y in November 2017, 
when its ratio to international reserves stood at 10 : 1, indic-
ative of the mounting  pressure on the exchange rate.

Furthermore, regarding the international reserves, the Gov-
ernor of the Central Bank announced that they had USD205 
million in foreign reserves at the end of December. I recall 

In my view, it is most crucial now for the Government 
to curb spending, despite the election, at least to the 
level that the Central Bank is no longer called on to 
support their spending. 

But given the challenges this Government has evident-
ly had with execution and meeting the fiscal deficit 
targets they have set themselves in the past few 
years, I am hopeful but not optimistic that this year’s 
deficit target will be met.

The Central Bank Governor announced a decline in the 
fiscal deficit for the first 9 months of the fiscal year, 
which he attributed to increased revenue of BBD207 
million. It is particularly important to know how much 
of this decline was also the result of the Government 
not paying its bills and increasing arrears, as we have 
seen in the past. We know for example that some pub-
lic sector entities do not pay its contributions to the 
NIS in a timely manner. So if they have reduced their 
deficit and at the same time incurred further arrears, 
the net effect is negative. This is not the prudent way 
to reduce your deficit. 

Central Bank Printing and Financing of Government
BBD Thousands

Source: Central Bank of Barbados, Marla DukharanTotal CBB Claims on Central Govt
Monetary Base
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earlier this fiscal year hearing that Government would have 
to spend USD150 million on foreign debt servicing this fiscal 
year. Seeing external payments made of USD61.5 million, I am 
curious to know how much external debt is left to be paid in 
the coming months against reserves of USD205 million. The 
Central Bank did not provide this data in its Review of Eco-
nomic Performance in 2017 in order to fully assess this risk. 

The Central Bank did report that oil prices were up 24% 
last year, and we expect oil prices to rise further in 2018. 
Against reserves USD205 million, that’s a very vulnerable 
position to be in.  

This all makes me wonder how close we are to a balance 
of payments crisis. And when we will get  into a balance of 
payments crisis, and an IMF program.

devaluation? austerity? what 
would an imf program mean for 
BarBados?

There are two reasons you go to the IMF – you have a debt 
crisis or you have a balance of payments crisis, or both. This 
means that the country does not have enough foreign cur-
rency to meet its foreign currency obligations, either debt 
or otherwise. The declining reserves are in indicator that 
that time could come sooner than later. 

In my view, the government needs AND will benefit from 
an IMF program. Regardless of the measures that the Gov-
ernment eventually decides to embark on, these measures 
are more likely to be successful if there is support from 
the multilateral agencies and development banks - financial 
support and technical support. 

This is not to say that it cannot be done without them, but 
the most recent case of Belize could serve as an indication 
of how going it alone could be more risky. The commercial 
banks and investors are more likely to have faith in the ad-
justment being successful, if the IMF and the development 
banks are involved.

The IMF had prescribed several measures in their most recent 
Article IV report - one of these is the recommendation of a pri-
mary fiscal surplus of 7.5% of GDP by year 3 of the adjustment. 

1.-   Fiscal adjustment of at least 3.5% of GDP over the 
next 3 years

• Primary fiscal surplus of 7.5% of GDP by FY2020/21.

• Needed to place debt on downward trajectory–debt 
increased 7.5% of GDP in FY2015/16.

• Would reduce debt below 100% by FY2019/20, ease the 
funding burden, support international reserves, and im-
prove the country’s credit ratings.

• IMF indicates government’s recent weak track record 
raises concerns as to whether there is adequate imple-
mentation commitment or capacity.

2.-   Currency devaluation

• May improve competitiveness.

• Could allow for a somewhat less-ambitious adjust-
ment, although substantial fiscal adjustment would still 
be required.

• This has so far been rejected by authorities.

3.-   Market-based debt operations

• Could reduce funding requirements.

• Given the debt structure, the benefits of a restructur-
ing would be small and could have negative repercus-
sions.

Other measures included - swift elimination of arrears to 
the NIS, reform of the Barbados Revenue Authority to in-
clude merger with the Customs and Excise department, 
elimination of arrears on tax refunds, deep and comprehen-
sive state-owned enterprise reforms, including the consoli-
dation, rationalization, and divestment of the 64 SOEs.

what will the adjustment 
look like with or without a 
devaluation?

The recent IMF report on Barbados indicated the level of 
fiscal adjustment and the extent to which the primary fiscal 
deficit has to be amended to put the debt trajectory on a 
sustainable downward trend. Barbados needs to generate 

http://marladukharan.com
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a primary fiscal surplus of 7.5% of GDP. To put this in con-
text, Jamaica - which has the most austere budget of any 
sovereign nation on the planet - aimed for a 7% of GDP pri-
mary fiscal surplus in its last fiscal year and ended up with 
a 7.7% of GDP primary fiscal surplus. That is nearly the same 
level Barbados is going to have to achieve to get on a debt 
reduction path.

Greece offers another example, as one of the most heav-
ily reformed countries in the past several years, and their 
primary fiscal surplus is half of what Barbados needs to 
achieve - it is less than 4%. This suggests just how steep 
the fiscal adjustment should be, if devaluation is not includ-
ed as a policy option.

Current efforts have not been able to meaningfully reduce 
Barbados’ fiscal deficit. They may appear to in the numbers, 
but one has to look deeper. The fiscal deficit numbers do not 
show the extent to which the government has increased 
their arrears, meaning the payments the government was 
supposed to make and did not make during that fiscal year. 
So, the deficit appears smaller than it should have been if 
they had honored all of their obligations that were due in 
that fiscal year. 

They have not been able to meaningfully reduce their fiscal 
deficit over the past 3 years or 4 years, and for them to im-
plement a primary fiscal surplus of 7.5% of GDP is going to 
entail massive fiscal retrenchment, meaning job cuts, wage 
cuts, a reduction in fiscal spending on transfers, and so 
on. The reforms and extent of adjustment required is prob-
ably going to be among the steepest fiscal adjustments 
we have ever seen in the Caribbean, certainly the biggest 
Barbados has seen in its history.

Rather than devalue, many have said that dollarization is 
another option, and I understand that this option may be 
more palatable for Barbados. However, with the amount of 
local currency that has been printed and with the level of 
reserves currently, in my view it would not be possible to 
dollarize at 2 : 1. Also, my understanding is that the US FED 
would have to give permission to adopt their currency. Giv-
en US President Trump’s rhetoric and stance these days, I 
would guess Barbados’ chances have deteriorated.

I am not sure that a devaluation would be helpful in the 
medium-term - the costs can eventually pass through and 
erode external price competitiveness. But, I am not sure I 

understand how it can be avoided with the level of reserves 
versus money supply in particular. And it is hard to argue 
that a devaluation will not at the very least dissuade dis-
cretionary imports - and with a dwindling level of reserves, 
this is needed.

Finally, if the government liberalizes the foreign exchange 
regime and allows residents to hold USD deposits in Bar-
bados, then maybe USD liquidity being held by Barbadians 
outside of Barbados, would be repatriated (1) because of 
their confidence in the reform and adjustment effort and 
(2) because the devaluation would in effect mean that they 
have made a gain in BBD terms on their foreign currency 
holdings. 

what are the solutions?
• The fiscal deficit must be reduced immediately at least 
to eliminate reliance on the Central Bank for ANY financing. 
This level was almost BBD800 million in FY2016/17 but was 
only BBD46.1 million in H1 FY2017/18. 

• The largest line items, all over BBD700 million each per 
annum are – Wages and Salaries, Interest Payments, and 
Grants to Public Institutions. Perhaps government needs to 
address these with the most urgency and priority.

• A reduction in the wage bill via a voluntary separation 
program initially. It would also be beneficial to agree on a 
public sector wage cut with the Labour Movement and Op-
position.

• A reduction in transfers to state enterprises via divest-
ment / lease.

• To reduce the domestic debt servicing cost - Domestic 
debt restructure with recapitalization of NIS and CBB as 
necessary, as 75% of NIS assets and 78% of CBB assets is 
Gov’t paper. CBB holds 21% of central government domestic 
debt and NIS holds 33% - so in total about half. The NIS is the 
single largest holder of central government domestic debt. 
The other half is held by banks and insurance / pension 
funds. Propose their component of domestic government 
paper be put on a longer tenor instrument with a lower 
interest rate, contingent upon certain conditions being met 
in terms of reforms & fiscal targets. One such reform would 
be the implementation of a fiscal responsibility framework.

http://marladukharan.com
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• Due to low fiscal multipliers, unsustainable debt levels, 
and crowding out, Barbados can’t rely on fiscal spending to 
generate meaningful / sustained growth. Barbados needs 
a fiscal responsibility framework to ensure countercyclical 
fiscal policy to build fiscal buffers, cap the fiscal deficit and 
debt levels, and reduce debt.

• Liberalization of the FX regime could boost FDI and repatri-
ation of USD back to Barbados. Allow residents to hold hard 
currency accounts.

• Public sector reforms which include a transition to e-Gov-
ernment, with an immediate emphasis on doing business 
reforms. Barbados also needs labour market reforms to in-
crease flexibility and productivity.

• Barbados needs to clear the arrears on tax refunds and 
to streamline the tax framework with a view to boosting 
efficiency in tax administration.

• Greater emphasis / removing obstacles to renewable en-
ergy generation, hybrid / electric vehicles, solar lighting etc. 
and private adoption including Tourism sector.

• A Pemandu delivery unit as per CDB initiative to execute 
these reforms and to report to the stakeholders. Jamaica’s 
EPOC is a brilliant example and Barbados already has some 
elements with their Social Compact.

• Finally – If Barbados can generate some USD inflows 
quickly via foreign exchange liberalization and State-owned 
enterprise divestment / leases, they may be able to avoid 
a Balance of Payments crisis. If not, a devaluation may be 
inevitable.

what must Be done immediately? 
Because the wage bill, debt servicing, and transfers to 
state-owned enterprises are the largest line items in gov-
ernment spending, all at over BBD700 million each, in the 
near term I would recommend cutting the wage bill. My 
preference would be for a wage cut as opposed to layoffs. 

There is legislation that says that the government cannot uni-
laterally cut the wage bill. If you look at a retrenchment pro-
cess versus a wage cut, retrenchment actually will cost more 
in the short term because you have to pay severance. I think if 
they could get the special majority required in the legislature 
to allow for a wage cut, that would be the wiser solution. 

The other measures to take immediately are to stop Central 
Bank printing to finance the deficit; undertake a domestic 
debt restructure to reduce the debt servicing cost; and di-
vestment of state assets to reduce the transfers to state-
owned enterprises.

Beyond that, I suggest implementing the reforms I outlined 
earlier: a fiscal responsibility framework, liberalize the for-
eign exchange regime, public sector reforms with a tran-
sition to e-government along the Estonian model, taxation 
reform, and most importantly, the creation of a delivery unit 
to execute and oversee all the reforms and to report prog-
ress to the public and stakeholders.
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