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I. INTRODUCTION 
 
This paper addresses CARICOM-wide issues regarding the regional financial services sector. It 
first presents an overview of OECS and CARICOM trade, revealing an alarming trend of overall 
deficits. It then argues that there is an urgent need in the OECS and CARICOM to shift their 
trade from goods to services exports, and to diversify their services export profile. Financing to 
meet this challenge will require a new approach to capital supply, in order to grow regional 
businesses. Financial services are a critical infrastructural factor for any economy, and economic 
growth requires a competitive financial sector which goes beyond basic commercial banking 
services.  
 
 
II. BACKGROUND 
 
CARICOM countries (and particularly the OECS) face declining competitiveness in trade in 
their traditional products and relative decline in the value of preferences in their key markets for 
their mainly agricultural export commodities. As Canada, the European Union, and the United 
States sign bilateral trade agreements with a host of different countries the preferences which 
CARICOM states now enjoy in those markets become less meaningful. In the case of the United 
States, where CARICOM and other Caribbean states enjoy non-reciprocal duty free access for 
their goods under the Caribbean Basin Initiative (CBI), the expectation is that this will terminate 
if the Free Trade Area of the Americas (FTAA) comes into effect; or it will face the end of the 
WTO waiver in 20081. Furthermore, CARICOM’s non-reciprocal preferential treatment in the 
European market will end when a regional Economic Partnership Agreement (EPA) with the 
European Union is completed in 2007. Similarly, negotiations with Canada to replace 
CARIBCAN will require reciprocal commitments and services will be an important part of the 
new economic arrangement. Furthermore, trade liberalization in the WTO and the dispute 
settlement decision resulting from the banana and sugar disputes have also significantly eroded 
the position of OECS exports (bananas) and CARICOM exports (sugar) in the European market. 
 
All the current preferential treatment that CARICOM states enjoy globally is limited to goods; 
but the region’s export performance has not been impressive in any of those markets, largely due 
to supply side constraints and inability to compete with suppliers from other regions. Therefore, 
it is imperative that CARICOM countries recognize the potential of service industries to 
contribute to export growth and development and promote this sector.  
 
 
III. CARICOM’S TRADE PERFORMANCE 
 
Figures I to VI below show in aggregate the trade balances for services, goods and overall trade 
for CARICOM as a group. It reveals a picture that should worry policy makers since the region 
is running very substantial deficits in its external trade account. While all CARICOM states 
except Guyana and Suriname have healthy surpluses in their services trade, all countries except 
                                                 
1 The United States has applied for an extension of the WTO waiver to 2008for the preferences granted to the 
Caribbean under various US programs. 
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Trinidad and Tobago maintain large deficits in their merchandise trade account. (See Annexes I 
and II). As a result, in 2002, the overall CARICOM trade deficit was tending towards US$ 4.0 
billion. What is even more alarming is that the deficit has been increasing steadily in recent 
years. This is in spite of the fact that tariffs in CARICOM are relatively higher than its neighbour 
in Latin and Central America.2 CARICOM’s continuing deficit in its external account will create 
a debt problem for the future since only a small part of the deficit is addressed by net inflows of 
foreign direct investment and development assistance. The overall deficit situation is very similar 
in the OECS sub-region where it was about US$461 million in 2002. (See Figures II, IV, V and 
VI).  
 
It is clear that the situation of increasing trade deficits cannot continue indefinitely. If we agree 
that prospects for merchandise trade are very limited for the small CARICOM states then it is 
essential to promote and increase service industries and exports to pull the OECS sub-region 
through the current difficult times. The OECS and CARICOM need new trade agreements that 
can help to stimulate investment in this region, and lead to increased exports of services since it 
is easier to develop competitive advantage in this sector than in goods. 
 
As the Inter-American Development Bank (IDB) pointed out, during 1993-2003 CARICOM’s 
extra-regional merchandise exports grew at an average of 7.4 percent per year at par with the 
growth in world trade. But the decline in some areas is significant: 
 

Of all external destinations, exports to the EU displayed the worst performance, growing at an 
annual average of only 3.9 percent; exports to the United States grew much faster, at 8.7 percent a 
year, primarily because of Trinidad and Tobago’s booming fuel exports to that destination. 
Excluding Trinidadian exports during this period, the region’s extra-regional exports grew by just 
3 percent a year, a relatively poor export performance given annual growth of over 10 percent in 
exports from the world’s least developed countries.3 

 
This situation poses a major challenge for policymakers in the Caribbean. The process of 
globalization or international economic integration coupled with advances in information and 
communication technologies is forcing CARICOM economies to become more and more 
integrated into the international economy. But the limitations of small size make it very difficult 
for them to take advantage of the opportunities in the global market for goods. The major 
question is how to manage the transition from sunset to sunrise industries so that one maintains 
socio-economic stability and the viability of some sectors that may never be competitive. 
Furthermore, how to create new industries and firms that can sell in the global market? Given 
domestic capital constraints, a large element in future development will require foreign 
investment.  
 
 

                                                 
2 Note however, that Haiti’s tariffs are significantly lower than the rest of CARICOM. This is an issue for Haiti in 
implementing the CARICOM common external tariff (CET). 
3 IDB, CARICOM Report, 2005, p. 58. 
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FIGURE 1 

CARICOM Merchandise Trade Trends
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FIGURE II 

OECS Merchandise Trade Trends 1997-2002 
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FIGURE III 
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Trends in OECS Services Trade: 1993-2002
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FIGURE IV 
CARICOM’S SERVICES TRADE TRENDS 1993-2003 
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FIGURE V 

Caricom Trade Balance
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FIGURE VI 
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OECS Services & Merchandise Trade Balances
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The essence of the trade and development problematique for CARICOM is that they face the 
contradictions of having to negotiate trade liberalization commitments at the bilateral, regional 
and multilateral level but they already have duty free access for most goods into their key 
markets. Furthermore, the inability of many CARICOM countries to take full advantage of their 
current preferential market access in developed countries reflects structural aspects of their 
economies that will not change. Therefore, their ability to compete in global market conditions is 
unlikely, except for Trinidad and Tobago, some industries in Jamaica, and to a lesser extent, 
Barbados. The tiny economies of the OECS have little potential in merchandise trade and 
policymakers must recognize this and make the necessary strategic decisions to stimulate new 
means of adding value in their economies. There is great future potential in the growth of 
services trade but significant new investment in services industries is needed to make the 
CARICOM region competitive exporters of services beyond the tourism sector. There is also 
need for investment in human resources to upgrade the skills in this sub-region. 
 
 
IV. SERVICE SECTOR DEVELOPMENT 
 
Table 1 shows the composition of CARICOM’s exports. It reflects the fact that the majority of 
the smaller countries already rely heavily on services exports (tourism) while the larger countries 
are the major merchandise exporters. The share of services in total exports in the OECS-sub-
region is 80 percent. While the high volume of manufactures and petroleum products account for 
the merchandise export profile of Trinidad and Tobago compared to services, the service sector 
remains under-developed in Suriname, Guyana and Belize. 
 

TABLE 1 - COMPOSITION OF CARICOM EXPORTS, 2002 
 SHARE OF TOTAL EXPORTS (%) 
 Goods Services 
Antigua & Barbuda 8.8 91.2 
Bahamas 28.1 71.9 
Barbados 19.5 80.5 
Belize 62.8 37.2 
Dominica 36.7 63.3 
Grenada 30.6 69.4 
Guyana 74.2 25.8 
Haiti 66.9 33.1 
Jamaica  40.5 59.5 
Montserrat 16.2 83.8 
St. Kitts & Nevis 41.6 58.4 
St. Lucia 12.8 87.2 
St. Vincent and the Grenadines 22.9 77.1 
Suriname 90.6 9.4 
Trinidad & Tobago 87.2 12.8 
   
CARICOM 52.8 47.2 
CARICOM (less Trinidad & 
Tobago) 

38.3 61.7 

OECS 20.3 79.7 
  Source:  IDB, CARICOM Report No. 2, 2005, p. 82 
 
 
Services comprise a significant proportion of the economies of CARICOM. This is particularly 
true of the smaller territories in the Eastern Caribbean in which services account for more than 



 8

70 percent of GDP and in several cases more than 70 percent of total exports. Despite the 
importance of the services sector in most Caribbean economies, very little empirical work has 
been undertaken on the sector’s contribution to growth, employment and foreign exchange 
receipts as well as on how government policy could contribute to the development of the sector. 
Indeed, the traditional approach in regional trade policymaking has been to focus on trade in 
goods and inadvertently ignore services perhaps because the stakeholders in the manufacturing 
and agricultural sectors are much more organized and have traditionally enjoyed direct access to 
the government. Also, the data limitations make it very difficult to get a grasp of activities in the 
“invisibles” sector.4 As a result, little specific attention has been paid to fostering the 
development of services industries in CARICOM5 except for the tourism sector which is the 
largest, most globally integrated service industry in the region and perhaps the most competitive 
in terms of exports. (Some attempt has been made to develop the offshore financial services 
sector as well). Furthermore, CARICOM states have not included rules or market access 
provisions regarding services in their bilateral trade agreements. This is true even in the most 
recent agreement – the FTA negotiated with Costa Rica in 2003.6 
 
Caribbean governments have not focused on promoting the services sector through their 
industrial and trade policies. While all CARICOM states except Guyana and Suriname have 
healthy surpluses in services trade, the composition of services exports is limited to a few 
sectors. In fact, for the period 1997-2002 tourism comprised 70 percent of total CARICOM 
services exports. This is largely due to natural comparative advantage in tourism services by 
most countries. In terms of imports, the OECS and CARICOM as a whole import mainly high-
value business services and financial services. (See Figures VII and VIII). It is critical that the 
region become more competitive in the production and supply of other services, particularly 
those of higher value.  
 

                                                 
4 While economists traditionally considered most services non-tradable because they have to be consumed where 
they are produced and to some extent lack mobility, technological changes and trade liberalization have led to 
phenomenal growth in trade in services.  
5 Barbados and Jamaica have formal programs to promote some other service sectors, including cultural industries. 
The ICT industry has grown in Jamaica but not up to the expectations of the 1990s. 
6 CARICOM has concluded trade agreements with the following countries: Venezuela (1992); Colombia (1994); 
Dominican Republic (2000); Cuba (2001); Costa Rica (2003). 
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FIGURE VII - COMPOSITION OF CARICOM SERVICES EXPORTS 1997-2002 
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FIGURE VIII 
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Composition of Caricom Services Imports 
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Although the tourism and offshore financial services sectors are well developed in some 
CARICOM economies, foreign investment in other service sectors has not grown significantly in 
the last decade. The liberalization of some telecommunications services since 2000 in several 
CARICOM states has resulted in considerable foreign investment in the infrastructure for mobile 
or cellular telephone services. But this has been of benefit mainly to domestic economies and is 
not export oriented. Access to networks is still constrained by a monopoly provider in all 
countries at uncompetitive prices. The limited access to broadband technologies for Internet 
services and the slow dissemination of information and communication technologies (ICTs) has 
not led to significant development of valued-added in other telecoms-related areas that could 
lead to increased exports. 
 
A recent report by the Commonwealth Secretariat indicates that it is more expensive to do 
business in small economies. As a result, the authors argue that small states will always need 
special treatment.7 While this may be true in terms of manufacturing, in the case of services, 
scale economies are less important. Various researchers have pointed out that small service firms 
are successful exporters worldwide.8 Nevertheless, the relatively high cost of inputs (such as 
finance, telecoms, energy) to services firms in the CARICOM region does affect their 
competitiveness and their ability to export.  While it may be very difficult to reduce the cost of 
some inputs, and although attempts have been made to reduce the cost of telecoms in the 
Caribbean by introducing competition in several countries, the cost of finance remains a major 
impediment to the competitiveness and further expansion of services firms in CARICOM. 
 
The major regional initiative to stimulate business development in this region is the CARICOM 
Single Market and Economy (CSME)9. The CSME, which involves free trade in services among 
CARICOM states in all modes of supply as well as the movement of capital and certain 
categories of persons, is intended to increase the competitiveness of services firms by giving 
them a greater market and space to grow to become exporters of services. This paper will argue 
that there are key issues which the CSME must address in order to lead to export competitiveness 
of CARICOM services firms. They relate to the cost and availability of infrastructural services 
(finance, telecoms, utilities) and the ability to attract significant new foreign investment in 
service industries. We will focus on finance/capital issues and investment in the following 
sections. 
 
 
 
V. THE CHARACTERISTICS OF SERVICES FIRMS IN CARICOM 
 
Most domestic or indigenous service firms (apart from the banking and insurance sector) in 
CARICOM are small and lack the capital base to expand and invest in international marketing in 
order to develop into exporters. They are therefore not currently competitive regionally or 
globally. The banking and insurance industry seems to be more robust sector but their 
international penetration is still quite limited.  

                                                 
7 Winters and Martins (2003) 
8 Riddle (2002); OECD (2003). 
9 The CSME is a comprehensive goal with monetary union envisaged in the “single economy” element. To date, the 
ambition of the regional integration process is limited to the Single Market.  
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To a large extent, indigenous service firms in CARICOM are very small by international 
standards.10 This results in significant challenges for them in terms of exporting their services.11  
Small service suppliers typically have limited human resources to build referral networks, find 
local partners, identify market opportunities and research regulations overseas. They therefore 
need to network to succeed.  
 
The small service firms in CARICOM also have market development constraints since they have 
low brand name recognition outside the domestic market. This makes it difficult for them to 
compete with larger well-known international service companies.  As a result they cannot market 
their services based simply on reputation.  They have to find some means of demonstrating their 
capabilities to potential clients overseas which usually means business trips to the target markets. 
It is therefore not surprising that temporary entry or presence of natural persons is the mode of 
supply in which CARICOM firms are the most competitive. They are generally too small to 
invest overseas or establish a commercial presence. 
 
 
VI. ACCESS TO AND COST OF FINANCE 
 
At the industry level, competitiveness in financial services is dependent on inter alia the ability 
to realize economies in scale and scope for multiple financial products, linkages to other services 
through conglomeration, branding or reputation, the availability of substitutable financial 
products and the cost of delivery of financial services relative to profitability. To assess 
competitiveness, the World Economic Forum has used indicators to assess the macroeconomic 
environment, the state of the country’s public institutions and its technological readiness. Several 
of these indicators are related to the financial services industry, such as: relative difficulty in 
obtaining credit for one’s company; national savings rate; interest rate spread between lending 
and borrowing rates; clear delineation and protection by law of financial assets and wealth, and; 
access to information and communication technologies.12 These are all very relevant in the 
context of the OECS and CARICOM in general.  
 
The financial services sector in CARICOM is dominated by commercial banks. Indigenous 
banks now dominate the sector, both numerically and in terms of total assets, controlling 
approximately two thirds of total assets. The Caribbean banking sector is characterized by high 
reserve requirements, excess liquidity, high interest rates and interest rate spreads. These are 
indicators of under-developed financial systems. In several Caribbean countries, lack of access to 
long-term financing at affordable rates inhibits growth and competitiveness. Particularly affected 
by this trend, are small and medium enterprises. Financial institutions have to look closer at the 
provision of new services, especially for attracting longer term funds.  

                                                 
10 Interestingly, at the WTO the United States submitted a proposal in 2002 in which it defined small service 
suppliers as firms with up to 100 employees and total assets of up to US$3 million and total sales of up to US$3 
million.  This would be a large firm in most CARICOM states.  
11 Across CARICOM a small firm may be considered to have capital of less than US$200,000, as defined by 
national legislation, usually Small Business Acts. 
12 See Global Competitiveness Report 2005-2006 at: http://www.weforum.org/site/homepublic.nsf/ 
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It may be argued that the greatest constraint to the development of services firms (and many 
small businesses) in CARICOM is the lack of finance since many of them have to rely mainly on 
internal working capital for export market development, which creates an often insurmountable 
limit for small service suppliers with limited financial resources.  As one commentator pointed 
out: 
 

Small service suppliers wishing to access external funds (e.g., bank financing) 
report having to invest considerable time to educate account managers regarding 
their businesses and their credit worthiness.  For contractors, access to funding to 
post performance bonds may also be difficult.  In most CARICOM countries, the 
usual financing mechanism for service suppliers of an overdraft secured by 
accounts receivable is not available.13 

 
The cost of overdraft facilities is a major issue for small firms who do not have much cash 
reserves. In recent years in Barbados, it is not uncommon for companies to have to pay up to 18 
percent interest on an overdraft facility. This is prohibitive for most small firms and seriously 
limits their ability to manoeuvre. 
 
Another important issue facing CARICOM services firms is the high cost of finance relative to 
North America and internationally. In a recent survey of 90 small businesses in CARICOM 
conducted by the Commonwealth Secretariat, 45 percent of firms indicated that the cost of debt 
financing was too high.14 The current cost of loans from commercial banks varies from about 18 
percent in Suriname to about 8 percent in Trinidad and Tobago. At the present time there is 
excess liquidity in the banking system in several countries. However, the mainly small services 
firms in CARICOM economies have difficulty in securing loans for investment. While there is 
no published data to demonstrate it, the anecdotal evidence clearly indicates that banks in the 
CARICOM region are less willing to provide loans to services firms than they do to 
manufacturers. This is particularly acute in the case of new or “sunrise” services such as 
information and communication technologies (ICT) and potentially lucrative areas such as 
entertainment and music. 15 
 
Perhaps the lack of access to affordable finance is the biggest constraint to the development of 
new service industries in CARICOM and will be a constraint to the export competitiveness that 
the CSME is supposed to promote. The reasons are partly due to the small size of services firms 
and the perception of greater risk by financial institutions. There is clearly a deep-seated 
tendency in the banking system to be over-conservative and not lend to firms that do not have 
physical assets (perhaps that can be appropriated in the case of loan default) or collateral. In fact, 
commentators in the business community and in academic circles have argued that banks in 
CARICOM seem hesitant, unwilling or unable to value intellectual assets and hence they avoid 

                                                 
13 Riddle (2002), p. 2. 
14 Preliminary findings were presented by Erwin Brewster at a seminar on Financing Private Sector Development in 
the Caribbean, at the Caribbean Development Bank in Barbados on 21 November 2005. 
15 In its consultations with the private sector in various CARICOM countries the CRNM has repeatedly heard 
complaints about the difficulty in obtaining loans for investment. This usually is cited as the greatest obstacle to 
growth and development of firms. 
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loans to services firms who typically do not have much collateral.  It also appears that the 
regulatory environment in which commercial banks operate further compounds the need for 
physical assets as collateral.16 At the same time, banks seem to be much more enthusiastic about 
providing consumption loans to private citizens.17 This problem must be addressed and 
mechanisms for the provision of capital to services firms should be put in place in order to foster 
the development of service companies so that they may eventually become exporters.  
 
Table 2 shows total loans and advances by type of borrowers in the OECS countries at the end of 
2004. Loans to private individuals amounted to almost one billion EC dollars more than to 
businesses or firms. This should also be seen in the context of total deposits in commercial banks 
in the OECS of  EC$10,769,040,000 in December 2004 (Table 3). There is indeed excess 
liquidity in the banking system in the sub-region but inadequate supply of capital for investment.  
 
 

TABLE 2 
TOTAL LOANS BY COMMERCIAL BANKS, 2004 
 Total loans Business Individuals 
Antigua 1,914,321 705,224 793,777 
Dominica 501,300 182,796 267,860 
Grenada 1,140,234 363,795 628,794 
Montserrat 26,521 4,736 18,971 
St Kitts 1,330,115 268,845 469,006 
St Lucia 1,807,716 791,018 839,543 
St Vincent 823,533 187,874 438,295 
TOTAL 7,543,740 2,504,288 3,456,246 

   Source: ECCB 
 
 

TABLE 3 
TOTAL DEPOSITS IN COMMERCIAL BANKS 

2004 (EC$ 000) 
 Total Deposits Firms Individuals 

Antigua 2,553,304 237,377 1,556,836 
Dominica 871,919 76,363 459,995 
Grenada 1,979,679 144,563 1,147,497 
Montserrat 198,207 16,657 86,707 
St Kitts 1,768,695 112,583 630,761 
St Lucia 2,239,793 250,738 1,120,413 
St Vincent 1,157,443 135,827 585,948 
TOTAL 10,769,040 974,108 5,588,157 

 
   Source: ECCB 
 

                                                 
16 Bankers in Trinidad and Tobago indicate that banking regulations require them to request collateral. 
17 Caribbean banks prefer to focus on consumption loans in which the returns are higher and risk is apparently less. 
See Lester Henry (2003). It was recently reported in the media that Barbadian banks lent a disproportionate amount 
of money in car loans in 2005. 
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It is not surprising that there is significant money in the Caribbean since savings rates are 
relatively high. A similar picture of  high liquidity is evident in Barbados. At the end of 
December 2004, commercial banks in Barbados held domestic assets of B$7.3 billion while their 
loan portfolio amounted to B$3.3 billion. They had B$700 million invested in government paper 
(treasury bills, bonds, etc.) and foreign assets of B$1.2 billion as well as over B$600 million in 
other assets.18   
 
A similar situation exists in Trinidad and Tobago which arguably has the most competitive banks 
in CARICOM; and which are mainly indigenous companies that now operate across the 
Caribbean. Tables 4 and 5 below show the impressive level of growth of profits and the apparent 
preference for consumer loans. 
 
 

TABLE 4 
Overview of Commercial Banks in Trinidad and Tobago 

 2000 2001 2002 2003 2004 
No. of banks 6 6 6 6 6 
Branches 123 123 120 120 120 
Net profits after tax - TT$ m 565.6 

 
673.5 891.9 847.6 1,707.8 

Average total assets - TT$ m 29.5 33.7 37.8 40.6 45.8 
Average total loans - TT$ m 12,287 13,268 14,028 14,878 18,668 
Average total deposits - TT$ m 16,835 18,345 21,703 22,618 25,920 

 
 
 

TABLE 5 
Distribution of Loans in Trinidad and Tobago 

Percentage of average total 
loans 

2002 2003 

Consumer loans 37.4 35.9 
Manufacturing 12.4 10.0 
Finance, insurance, real estate 11.6 17.1 
Construction 4.0 6.2 
Real estate mortgages 5.4 5.3 
Other 29.2 24.5 
   

 
 
 
Interest rate spreads 
 
A related issue that negatively impacts on business development is the large interest rate spreads 
in all CARICOM states. Table 6 shows loan rates and interest rate spreads across the region 
which reach 12 percent in some cases. At the same time, some governments have borrowed 
heavily in the local market. As a result, funds for entrepreneurs are not as easy to access. This 

                                                 
18 See “Challenging Year for Banking,” The Barbados Advocate, November 30, 2005, p. 28. 
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suggests that the banking industry does not need to do much to earn dividends for shareholders; 
and it may explain some of the difficulty that entrepreneurs face in trying to obtain finance from 
the banking system.  
 
Some financiers argue that the high interest rates in CARICOM reflect local market conditions 
and risk. However, there is no transparency or disclosure regarding the risk assessment regime of 
different institutions. Also, it is practically impossible to obtain national data on bankruptcies. 
So, it is questionable how the banking system in CARICOM arrives at risk assessment. This 
author believes that it is critical that the approach to risk assessment (whatever it is) must adapt 
to the needs of the private sector in the region and the new types of businesses that are evolving.  
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Table 6A. Commercial Bank Weighted Average Loan Rates (%)     
        

Countries 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 

Jan-
June 
2003 

Jan-
June 
2004 

Bahamas 14.2 13.3 12.6 12.8 12.3 11.8 11.7 11.5 11.3 12.0 12.0 11.4 
Barbados 11.9 11.8 11.9 11.9 11.6 11.7 11.9 11.1 10.4 10.2 10.3 10.0 
Belize 15.0 16.3 16.2 16.6 16.3 16.3 15.8 15.4 14.5 14.2 14.4 13.9 
EC Currency Union 11.5 11.8 11.8 11.9 11.6 12.0 12.0 11.5 11.3 13.1 13.2 n.a. 
Guyana 19.6 20.7 18.5 18.3 18.3 17.9 17.7 17.6 16.8 15.6 16.2 14.9 
Jamaica 45.8 48.6 37.8 31.9 30.1 24.6 22.1 19.5 18.3 19.3 19.2 17.8 
Suriname 32.2 39.6 34.9 28.8 25.7 28.5 29.0 23.5 21.3 21.0 21.3 20.8 
Trinidad & Tobago 13.9 13.4 14.2 11.9 15.2 15.9 15.3 14.5 12.5 11.1 11.7 10.3 
AVG 20.5 21.9 19.7 18.0 17.6 17.3 16.9 15.6 14.5 14.6 14.8 14.2 
Std Dev 12.2 14.2 10.5 8.0 6.9 6.2 6.0 4.4 3.9 3.9 3.9 4.0 
Coeff of Var 0.6 0.6 0.5 0.4 0.4 0.4 0.4 0.3 0.3 0.3 0.3 0.3 
                          

Table 6B. Commercial Bank Average 3-Month Deposit Rate  (%)     
        

Countries 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 

Jan-
June 
2003 

Jan-
June 
2004 

Bahamas 4.5 4.7 5.1 5.3 5.5 4.5 3.9 4.2 4.0 3.8 3.9 3.8 
Barbados 5.0 5.2 5.2 4.2 4.3 4.8 4.9 3.1 2.6 2.6 2.6 2.5 
Belize 6.1 7.2 6.2 6.7 6.0 5.7 5.0 4.3 4.5 4.9 4.8 5.3 
EC Currency Union 4.0 4.3 4.3 3.8 4.6 5.4 5.4 3.8 3.8 3.5 3.8 3.5 
Guyana 12.8 12.9 10.4 8.4 8.0 9.3 7.4 7.2 3.7 2.8 3.3 2.7 
Jamaica 31.2 26.0 22.2 13.8 15.9 14.2 13.7 11.1 9.6 9.3 10.1 8.9 
Suriname 12.9 20.4 16.4 16.6 15.7 15.9 15.4 11.1 8.4 8.5 8.2 8.4 
Trinidad & Tobago 7.2 6.3 6.5 6.5 6.8 6.4 6.6 7.2 3.5 2.9 2.6 2.7 
AVG 10.5 10.9 9.5 8.2 8.4 8.3 7.8 6.5 5.0 4.8 4.9 4.7 
Std Dev. 9.1 8.2 6.5 4.6 4.7 4.5 4.3 3.2 2.5 2.7 2.8 2.6 
Coeff of Var. 0.9 0.8 0.7 0.6 0.6 0.5 0.6 0.5 0.5 0.6 0.6 0.5 
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Table 6C. Commercial Bank Interest Rate Spreads     

        

Countries 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 

Jan-
June 
2003 

Jan-
June 
2004 

Bahamas 9.8 9.1 7.5 7.5 6.8 7.4 7.8 7.2 7.2 8.1 8.3 7.7 
Barbados 6.9 6.0 6.7 7.7 7.3 6.9 7.0 8.0 7.8 7.6 7.7 7.5 
Belize 8.9 9.1 10.0 9.9 10.3 10.5 10.8 11.1 10.0 9.3 9.6 8.6 
EC Currency Union 7.5 7.5 7.5 8.1 6.9 7.4 7.3 7.7 7.3 8.3 n.a. 8.2 
Guyana 6.8 7.8 8.1 9.9 11.2 9.9 10.4 10.9 12.5 12.1 12.3 11.4 
Jamaica 14.6 22.6 15.6 18.1 14.2 10.4 8.4 8.4 8.7 10.0 9.2 8.8 
Suriname 19.3 19.2 18.5 12.2 10.0 12.6 13.6 12.4 12.9 12.5 13.1 12.4 
Trinidad & Tobago 6.7 7.1 7.8 5.3 8.3 9.5 8.7 8.8 9.2 9.1 9.2 7.8 
                          
Source: Caribbean Centre for Monetary Studies                     
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Underdeveloped Capital Markets in OECS and CARICOM 
 
Coupled with the high interest rate spreads in the region is the fact that long term capital markets 
are under-developed. There are a number of development finance institutions or banks in 
CARICOM mainly funded by national governments but most of them have very limited capital.  
An example of a development institution in Barbados is the Enterprise Growth Fund Limited 
(EGFL). It is supposed to provide loan financing, venture capital (equity financing), business and 
advisory services and technical assistance to SMEs. The total funds managed by EGFL was 
B$118 million at the end of 2004. A similar entity in Trinidad and Tobago is the National 
Enterprise Development Company (NEDCO) which had a capital base of TT$33,270,000 in 
2004 and whose mandate is to finance 5,000 small and micro-businesses annually. While credit 
or capital facilities that tend to focus on micro-credit or very small businesses are important, 
these types of firms are mainly domestic and most will not become service exporters. 
 
According to information from the ECCB, in the OECS each country has a “development bank”. 
But it is difficult to get information on the extent of their operations and the type of firms to 
which they provide capital or the cost of that capital to borrowers. The box below provides a list 
of some of the development banks or institutions in the region. 
 
In recent years some of the commercial banks have set up facilities to provide capital for 
investment but these remain limited and still difficult to access. They are also miniscule in 
comparison to the total amount of liquidity in most economies in the region. Over the past two 
years, some banks have announced special facilities for small businesses in particular.19 The only 
truly regional private development finance firm is Development Finance (Caribbean) Limited. It 
has operations in several countries and a broad loan portfolio.20 At the end of fiscal 2004, it had 
total liabilities of TT$ 518 million and total assets of TT$125 million. A more recent firm is 
Caribbean Money Market Brokers (CMMB) that has grown from Trinidad to Barbados over the 
past two years. CMMB manages investments in debt and equity, government securities and 
corporate paper and it claims to have over US$1 billion in assets under management. One of its 
stated focus is the development of emerging capital markets. However, it is not clear to what 
extent they provide capital to services firms or SMEs in general.  
 
Funds for development financing have been available from donor countries such as the European 
Union which are then lent to local investors. The European Commission contributes Euro 17 
billion to a business development fund for ACP countries of which Euro 2.7 million is from the 
European Development Finance Institution (EDFI). The latter is supposed to provide loans to 
small firms with less than 200 employees in ACP countries.21 The Cotonou Investment package 
is broken down into two sections - Euro 2 billion of Investment Facility funding for 
loans/equity/guarantees and Euro 1.7 billion for loans on the EIB's own resources for all the 

                                                 
19 In October 2005, FirstCaribbean Bank launched a Small Business Programme but it is not clear whether credit 
facilities will be concessional and to what extent it will provide working capital or long term capital. (See Barbados 
Advocate, October 13, 2005, p. 10).  
20 DFL was set up by the CL Financial group in Trinidad. 
21 See Al Edwards, “Many Caribbean countries are not taking up EU funds for business development,” Jamaica 
Observer, October 21, 2005. 
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African Caribbean and Pacific (ACP) countries.22 Interest rates under the Investment Facility are 
a function of the perceived risk of any operation financed - country risk, project risk, corporate 
risk, term of the investment and the presence or absence of mitigating measures which can 
reduce the risk margin charged (contractual clauses, guarantees, security etc). The EIB’s base 
lending rate in the third quarter of 2004 was 3.74 percent. (It is reset every quarter). In principle, 
one would need to add a risk margin which can add up to 4 or 5 percent to the rate, depending on 
the risk profile of a particular project. However, business persons have complained that the rates 
that they have to pay for finance provided through this facility by local financial institutions are 
not really different from local market rates and in some instances, interest rates can reach as high 
as 25 percent on some projects23. The lending institutions from the donor countries indicate that 
they have no control over the rates at which the “development” funds are on-lent in local 
markets.  
 
Similarly, the Caribbean Development Bank (CDB) lends not only to development banks, but 
also development institutions, including commercial banks with a development window, e.g., 
Scotiabank. This concessional finance is then lent to businesses by the local financial 
institutions. However, apparently the difference between interest rates for “development” and 
commercial purposes is not that significant. In fact, it appears that low-cost capital lent by the 
European Investment Bank (EIB) under the provisions of the Cotonou Agreement is eventually 
on-lent at close to regular market rates in the CARIFORUM region. One therefore wonders what 
happens to the notion of low-cost finance and whether some financial institutions in the region 
are receiving rents or super normal profits from funds that are supposed to be concessional. In 
this regard, the Commonwealth Secretariat has been researching mechanisms for addressing the 
problem of finance for firms in small vulnerable economies (SVEs) with donor funding through 
special arrangements with commercial banks in the Caribbean. 24 
 
It will be quite worthwhile for governments and chambers of commerce to explore the possibility 
of creating special incubator-type facilities with adequate funds for small service firms and 
provide soft loans to facilitate the development of services exporters. Small services firms in the 
Caribbean which are usually family-run, typically do not go to capital markets for finance. They 
are more likely to try to finance their operations from regular banks where they also save their 
money. The apparent shortage of working capital and medium and long-term capital constraints 
must be addressed if Caribbean firms are to grow and become successful exporters. 

                                                 
22 DFL received Euro 10 million from the EIB at a rate of 2 percent, US$10 million from the World Bank and it 
added US$10 million of its own money to set up a company called Microfin that provides loans of between $5,000 
and $25,000 to farmers and small businesses. 
23 This was in the case of projects in the Dominican Republic.  
24 A seminar on this subject was held in Barbados on November 21, 2005 which involved commercial banks and 
other players. Not surprisingly, a representative of Royal Bank in Barbados responded to criticism about the lending 
habits of banks by saying that banks “are not in the business of charity.”  His arrogant comment epitomizes the 
general attitude of the commercial banks to the widespread problem of inadequate capital for investment by 
businesses in the region. 
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BOX I 

 
DEVELOPMENT FINANCE INSTITUTIONS IN CARICOM25 

 
Anguilla Development Board 

Antigua & Barbuda Development Bank 
Bahamas Development Bank 

Caribbean Financial Services Corporation (Barbados) 
Development Finance Corporation (Belize) 

Dominica Agricultural Industrial and Development Bank 
Grenada Development Bank 

Development Bank of Jamaica Ltd. 
Pan Caribbean Financial Services Ltd. (Jamaica) 

Financial Services Commission (Jamaica) 
Bank of Montserrat Limited 

Development Bank of St. Kitts and Nevis 
Bank of Saint Lucia Limited 

St. Vincent and the Grenadines Development Bank 
National Commercial Bank (SVG) Ltd. 

Agricultural Development Bank of Trinidad and Tobago 
The Bank of Nova Scotia Trinidad and Tobago Ltd. 

Development Finance Ltd. (Trinidad) 
Republic Finance and Merchant Bank Ltd. 

Royal Merchant Bank and Finance Company Ltd. 
 

 
 
VII. CSME AND FINANCIAL SERVICES  
 
The Draft Agreement on Financial Services 
 
One element in the CSME process involves the signature of a CARICOM Agreement on 
Financial Services (CFSA) by all Member States. The CFSA is supposed to address the need for 
efficiency in the regional cross border financial services market and “facilitate the strategic 
positioning of the Region’s financial services sector in the increasingly competitive global 
environment. The CARICOM Financial Services Agreement is intended inter alia to: 

 

1) create the environment for improving the single market in financial services; 
2) minimize differences among domestic financial systems by the identification and 

rationalization of similarities and differences in the legislation; 
3) reduce barriers to cross border financial flows while ensuring transparency with respect  

to the  rules of the game; 
4) streamline and facilitate the cross border operations of financial institutions;  
5) reduce payments system and portfolio risks, while ensuring stability and soundness; 
6) advance the regional financial system to international standards; 

                                                 
25 List obtained from the Caribbean Development Bank.  
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7) facilitate  future expansion; 
8) enhance regional competitiveness; and  
9) provide for harmonisation of essential definitions in order to avoid loopholes and 

different approaches, thus ensuring a level playing field throughout the CSME.   
 
These mentioned objectives are worthwhile and laudable but will do little to address the needs of 
the thousands of small and medium size firms in CARICOM. The primary goal of a regional 
financial services agreement should be to increase the efficiency of the financial services 
industry across CARICOM. In this regard, the most important thing that the CFSA should do is 
ensure that capital can be sourced at the lowest possible rate by a CARICOM services firm or 
supplier from any Member State from anywhere in the Single Market. In other words, SMEs 
should not have to borrow only from financial institutions that are established in their national 
jurisdiction. If not, the intended efficiencies of the CSME will not be achieved and markets will 
remain segmented. In other words, a services firm in Suriname must be able to borrow from the 
cheapest source of capital in the entire community, perhaps Trinidad and Tobago, instead of 
being forced to pay the high interest rate charged by institutions in Suriname. This is what will 
stimulate the movement of capital, promote greater efficiency and reduce the cost of capital and 
the cost of services and goods supplied by CARICOM firms. 
 
In order to facilitate the uninhibited access to finance by any CARICOM national or 
legal/juridical person from anywhere in the Community, national and regional authorities and the 
banking industry must be prepared to share and exchange credit and other information about 
clients. The banking industry seems quite reluctant to do so at this point in time. But this attitude 
must change. If not, the CSME will not act as an economic stimulus to service industries. After 
all, finance is a critical infrastructural service. In October 2004, the private sector rose to the 
challenge in the creation of a new credit rating firm called Caribbean Information and Credit 
Rating Services Limited (CariCRIS). It aims to “provide the debt markets with the facility to 
compare the creditworthiness of Caribbean borrowers with the creditworthiness of other 
borrowers in the same region.” CariCRIS also opened a branch in Barbados in June 2005 and 
another branch in Jamaica in October 2005. One hopes that this is the first step towards credit 
information availability across the CARICOM economic space that would allow borrowers from 
anywhere in CARICOM to successfully obtain loans from anywhere else in CARICOM. While 
the draft CARICOM Agreement on Financial Services provides that “A State shall support the 
creation of a regional credit information bureau” (Article 6), it makes sense to let the private 
sector deal with this issue since they are already responding to needs in the market place.  
 
The draft FSA also does not recognize or anticipate the tremendous potential role of electronic 
banking in the financial services industry.26 Given the problems of distance and space in 
CARICOM, the single market for financial services which the CSME is seeking to create must 
take advantage of the possibilities of the Internet which significantly reduce the cost of financial 
transactions. This will require better regional coordination and supervision at the collective level 
but the mechanisms need to be put in place. On the wider, global level the Internet also provides 
a medium for small CARICOM services firms to overcome the distance, space and time 
constraints that they face. However, commercial banks have been extremely slow to provide 
                                                 
26 Article 5 of the draft FSA provides for the transfer of information in electronic form for data processing but does 
not promote the concept of technological neutrality in terms of cross-border trade in services.  
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them with merchant accounts so that they can do online transactions. As well, the charges for 
credit card transactions are expensive compared to North America and this cuts into the margins 
of SMEs. Even if new bilateral trade negotiations result in potentially lucrative market access for 
CARICOM service suppliers in the European Union and Canada in order for CARICOM firms to 
successfully contest those markets it will be critical for them to develop e-commerce facilities. 
Electronic processing and digitization have broadened the meaning of cross-border trade under 
the GATS; but the right instruments must be available to take advantage of it. This is a critical 
issue that is being overlooked since most CARICOM firms cannot supply services through 
establishment (Mode 3) and temporary entry (Mode 4) is a difficult and still somewhat expensive 
means of supplying services for Caribbean firms.  
 
 
VIII. THE NEED FOR NEW INVESTMENT 
 
An OECD study on concrete examples of services exports by developing countries highlights the 
importance of linkages between companies in developing export capacity, in particular, 
partnerships with companies from developed countries and also with companies in other 
developing countries. Furthermore, the research indicates that few services exporters are single 
entrepreneurs.27 This suggests that it is important for small countries (as in CARICOM) to 
provide the conditions for foreign firms to invest in their services markets as well as seek the 
reduction of regulatory barriers in the larger economies in which small firms from developing 
countries have an interest.  
 
 
CARICOM’s Investment Regime 
 
A key element of the CSME will be the signal it sends to overseas investors that the Caribbean is 
a viable destination for investment in service industries. As discussed above, the capital 
constraints in the service sector make it critical for the region to attract foreign direct investment. 
Therefore the CSME regime should facilitate this. However, the draft CARICOM Investment 
Code (CIC) which takes its cue from the Revised Treaty discriminates against non-CARICOM 
firms in terms of their status under the CSME. A CARICOM investor is defined in the Revised 
CARICOM Treaty through the following: 

 
(a) A person shall be regarded as a national of a Member State if such person – 

(i) is a citizen of that State; 
(ii) has a connection with the State of a kind which entitles the person to be regarded 

as belonging to or, if it be so expressed, as being a native or resident of the State 
for the purposes of the laws thereof relating to immigration; or 

(iii) is a company or other legal entity constituted in the Member State in conformity 
with the laws thereof and which that State regards as belonging to it, provided 
that such company or other legal entity has been formed for gainful purposes and 
has its registered office and central administration, and carries on substantial 

                                                 
27 OECD. “Services Trade Liberalization: Identifying Opportunities and Gains.” Report presented to the WTO 
Council for Trade in Services Special Session, July 10, 2003. 
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activity, within the Community and which is substantially owned and effectively 
controlled by persons mentioned in sub-paragraphs (i) and (ii) of this paragraph. 

….. 
(c) a company or other legal entity is: 

(i) substantially owned if more than 50 per cent of the equity interest therein is 
beneficially owned by nationals mentioned in sub-paragraph (a) (i) or (ii) of this 
paragraph; 

(ii) effectively controlled if nationals mentioned in sub-paragraph (a) of this 
paragraph have the power to name a majority of its directors or otherwise legally 
to direct its actions. 28 

 
Many current and long-established investors in CARICOM will not meet the nationality test 
outlined above. Article 32.4 seems to provide for some discretion for COTED (Trade Ministers) 
or COFAP (Finance Ministers) in terms of national criteria and the operation of companies. This 
may include the conferral of “originating” status on a foreign firm in CARICOM; but this is not 
good enough.  
 
While the intent of the Treaty may have been to favour indigenous or CARICOM investors, this 
approach is not practical today, especially in light of the urgent need for new investment in non-
traditional sectors. The discriminatory implications of these provisions while the Region is 
attempting to develop a coherent investment regime is inexplicable, given the reliance of the 
region on foreign capital for its development. In fact, the IDB reported that: 
 

The measure of inward FDI stock as a percent of GDP is also impressive for most CARICOM 
countries, with all members – except Barbados, Haiti and Suriname – above the developing 
country mark of 32 percent. Moreover, on an annual basis, all OECS countries display an inward 
stock of FDI equal to or greater than their GDP.29 

 
If we agree that the OECS in particular and CARICOM in general urgently need new investment 
in new service industries (and resource-seeking investment in the relatively under-developed 
industrial sectors in Belize, Guyana, Suriname), then it is clear that the CSME should not 
discriminate against third-country investors.  
 
The approach taken in the European Union is quite different and quite simple. The EU does not 
have an Investment regime per se. The EU market is open to investment and companies gain 
benefits of the EU once they fulfil the normal incorporation and registration requirements in any 
Member State. Under Article 43 of the EU treaty any natural or legal person having the 
nationality of, or incorporated in a Member State has the right to make an investment in any 
Member State. This is what is what is referred to as “freedom of establishment.” Article 48 also 
stipulates that companies or firms formed in accordance with the law of a Member State “and 
                                                 
28 The latest version of the draft CARICOM Investment Code: Harmonised Regime for Cross-Border Capital Flows 
(Revised Draft, March 1, 2006) recommends “that Article 32, paragraph 5 (c) of the Revised Treaty of Chaguaramas 
be modified by a Protocol or amended such that special rights are conferred on a bonafide CARICOM Company 
when more than 33 percent of the equity interest is collectively owned by nationals of the Region.” (See footnote to 
Article 1.5 of the CIC). 
29 IDB/INTAL, CARICOM Report 2005, p. 61.  
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having their registered office, central administration or principal place of business within the 
Community” are treated in the same way as natural persons who are nationals of any other 
Member State. This means that all investors, including established foreign firms are granted 
national treatment. Therefore, a US firm established in any EU country is considered a European 
firm and enjoys all the relevant benefits of such throughout the European market.  
 
CARICOM needs to adopt this approach in order to attract new investors to the region. Indeed, a 
representative of the European Services Forum has already indicated that the bifurcated approach 
in this region to foreign investors versus CARICOM investors is a negative signal to European 
investors. There remains an urgent need for close linkages between the regional process to create 
a single market in services and the need to attract foreign investment in order to take advantages 
of economic opportunities in the global economy 
 
The continued market segmentation that is being considered in the CARICOM investment 
regime is contrary to the logic of the Single Market (CSME) being a spring board for wider 
development of this region. At the same time, the CSME is taking so long to fully emerge that 
external developments are surpassing it. One of the main objectives of regional integration―the 
notion that CARICOM firms will use the Single Market to grow and become internationally 
competitive in order to succeed in global markets―remains a theoretical one. The Caribbean 
firms that are capable of competitive exports have already looked beyond CARICOM and are 
exporting to Latin America and globally. Furthermore, it appears unlikely that the CSME will 
lead to greater product innovation or specialization, except in limited cases. The CSME may end 
up being a comfort zone for small family businesses at the national level who might be seduced 
into investing in other CARICOM states. The CSME will not provide the market or the stimulus 
to address the structural problems in Caribbean economies to make them globally competitive. 
The region needs to fully integrate into its key external markets in order to increase and expedite 
its development prospects. Increased international trade and investment remain the best means of 
pursuing increased growth and employment for this region. 
 
 
CONCLUSION 
 
This paper sought to highlight some key issues regarding the trade and development dilemma 
facing the region and possible approaches to deal with the evolving crisis. The increasing trade 
and fiscal deficits cannot be sustained in the long term. It is clear that most countries need to 
transition from the export of uncompetitive traditional commodities which now account for a 
significant proportion of their foreign exchange. Preferences for such products in the region’s 
key markets will soon be non-existent or largely irrelevant compared to the access granted to 
third country suppliers. While current and new trade negotiations provide the opportunity to get 
certain advantages in our main export markets, any new market access granted for goods or 
services will be useless if Caribbean firms cannot contest those markets. It is critical for 
policymakers to put in place the right mechanisms to help businesses to grow and become 
exporters. It is also important for the region to develop new types of businesses that are based on 
ideas, intellectual property and intellectual assets in order to add new value and provide 
employment in the region.  Traditional approaches to business development and business models 
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are not enough. It is necessary to be innovative both in terms of the types of businesses that are 
developed and the mechanisms to facilitate their growth. 
 
In light of the discussion above, it is evident that the OECS sub-region and CARICOM need to 
address cultural and structural rigidities in the financial services sector and the inadequate levels 
of medium and long-term capital for investment and expansion of businesses. This will require 
new thinking and creative policy-making. It is also critical to ensure that the investment regime 
in the evolving CARICOM Single Market results in a modern business climate that is attractive 
to all investors. 
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