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Abstract
This paper intends to examine the role of financial intermediaries in the Caribbean as leading alternatives to the structural dependency on tourism, commodities and offshore finance. It posits that development favors growth that is endogenous and that drives local entrepreneurship and innovation in an island based self-sustainable manner.
Small island developing states are characterized by under developed financial structures that can place limits on economic development. Underdeveloped financial structures are often manifested by the relative shallowness of the local financial system and foreign ownership of those financial institutions. This may lead to an environment in which the  financial system may not be responsive to local needs for long term investment capital. There is a dearth of research on whether the lack of endogeneity in local financial intermediaries has restricted access to capital or resulted in more expensive capital with the potential dampening effect on economic growth for small islands.
This paper is positioned as a research in progress and its objective is  to identify the impact of capital sourcing on small island developing states (SIDS.) This research will be confined to the Caribbean and it is hoped that this research will add to the body of knowledge as it relates to economic and financial structures and  development theory as it relates to SIDS. In addition the aim of this research is to inform the basis of policy guidelines to encourage entrepreneurship development in SIDS and to reduce the dependence on foreign direct investment flows (FDI) which sustains Caribbean islands vulnerability and fragility.
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1.Introduction
The prescriptive theoretical  framework for economic growth in a post-modern era explicitly targets globalization’s benefits as  the preferred growth path for developing countries. This is despite the fact that globalization has not  enhanced competitiveness or viability of small island developing states  (SIDS)  or the empirical evidence of its positive impacts for SIDS is scarce.The challenge for SIDS is to fully exploit the opportunities that globalization promises.  In terms of allocative efficiency , the theory is that the globalization path should promote domestic  viability for SIDS by enhancing efficiency and allow the power of Schumpeter’s  model of creative destruction to take hold at the domestic level. This then manifests itself in the upending  of traditional industries and the emergence of new ones more innovative and attuned to the global market place. The linkage between globalization and economic growth is presented as stylized facts  in which developing countries are offered no other viable option  than to strengthen international  trade ,financial and economic linkages to enhance  development and increase societal welfare. While there may be some evidence of the impact of a “threshold effect “ between financial globalization and economic growth , there is a need for developing countries , including SIDS, to develop a certain level of absorptive capacity and the institutional framework to fully exploit the benefits of globalization(Prasad,Rogoff ,Wei and Kose , 2003).
Financing for development activities is limited by the inadequacy  and shallowness of domestic savings to provide funding for innovation and upgrade traditional sectors in SIDS . Foreign direct investment  ( FDI ) continues to have a  significant role in development  funding  and  is a critical source of external funding for economic growth. According to the Economic Commission for Latin America and the Caribbean ( ECLAC, May  2011) FDI averaged about 9.7% of GDP for Caribbean SIDS between 2000 and 2007.
Therefore part of the increased globalization challenge for SIDS is that it has heightened the riskiness of  internal domestic policy in SIDS and enhanced inherent  structural vulnerability. This has  amplified the effects of commodity based real and financial shocks .The challenge for policy makers is that there appears to be limited options for SIDS , apart from well tested economic drivers such as tourism ,commodities and remittances and other developmental models ( Baldacchino, 2006) .However, a developmental policy based on tourism for example ,has in some instances reinvigorated racial and gender divides and created a mono-commodity system that is extremely vulnerable to exogenous shocks (King, Le Blanc ,Lowe, 2000). Within the Caribbean limits on  development  are further exacerbated by the short termism of some policy makers and a lack of innovative capacity in small islands which constrains the emergence  of ideas and may even be more damaging and caustic than the lack of development capital.
In more recent developments as the crises in Europe continues  the World Bank has issued warnings to developing countries in particular that the potential impact of the anticipated slowdown  will be hard felt  since funding from the developed countries would be impacted  . It becomes even more imperative that there are development strategies that  are endogenous and self- sustaining  and relies less on the impact of international capital flows and  foreign direct investments which have been one of the major underlying drivers of economic growth in SIDS. In a previous paper Peterson and Taylor (2010) noted that there is a new normal in terms of economic turbulence and concomitant developmental turmoil  impacted not just by external shocks but by an internal state of fragility as a consequence of lack of capacity and capability. This current financial crises is a reflection of the new normal in which stability may be more transitory and opportunities for exploring new vistas become more relevant not just for economic sustainability and diversification but also for risk minimization and long run viability of small island states. Financial markets and banks as key intermediaries in the developing economies  perform critical  functions  that  include capital formation, facilitation of risk sharing, information production and monitoring and that allows firms to take on more risk while enhancing community welfare options (Tadasse, 2002) . The challenge for policy makers in  SIDS is to develop and sustain robust  financial institutions that are linked to developmental goals and seek to maximize value  by also maximizing  benefits for the community. Such financial intermediaries should emerge from the private sector since lending , monitoring and evaluation practices are more apolitical than when the state is involved (De la Torre, Ize ,Schmukler,  2011).
While financial intermediation is correlated with economic growth and appears to be a causal factor of economic performance (White,2008 ), there is no clear evidence that financial sophistication drives development  or is reflective of development and depth of the financial systems particularly in SIDS.This research aims to examine the role of financial sophistication in economic development for SIDS and is structured as follows .
 The theoretical literature on island development  will be presented , with a focus  that is not vulnerability centric . Instead the focus and thrust will be on island’s resilience and capabilities and capacities (section 2) . This will be  continued  with a comparative study of financial indicators of financial system strengths as evidence of the extent to which they are bank dominated   (section 3) . Section  4 will conclude with a  call for further research and  availability of data .

2. SIDS and  resilience 
Economic vulnerability is defined for purposes of this paper as the extent to which an economy is exposed to the impact of exogenous shocks , and is reflective of the openness of its economy ,export concentration, mono economic base , structure  and directional flow of its economy. Vulnerability can be structural , based on geo-economic limits and resource capacity or it can be derived from policy   choices (Guilluamont, 2006 , The Economist, 2009).Resilience is considered in economic terms only for purposes of this paper  and is indicative of  the  impact of policy to withstand or recover from the effects of external shocks. Resilience then depends on current policy implemented with a view of  creating or enhancing the capacity to effectively minimize exogenous shock impacts . Since building island capacity and capabilities may depend substantially on political will , this makes the resilience concept less robust than structural vulnerability . Capacity building policies can be reversed if there is little political will (Guilluamont, 2006) . Also, with regard to vulnerability , the more economically   vulnerable an island , the less sustainable are growth enhancing  policies.
 
The increased risk of vulnerability to external shocks is  theoretically and empirically  much more pronounced in the impact of downside shocks , for example the increase in oil prices as result of the current Gulf challenges and may  substantially outweigh the potential impact of positive shocks. Development that is not grounded in indigenous productive capacity and capabilities of SIDS has limits on claim to sustainability and resilience  (Baldacchino , 2006). This natural limit may be overcome  by a significant level of openness  and integration with the  external environment and with historically dominant patrons in order to survive (Bertram , 2004;Baldacchino , 2006,McElroy and Pearce 2006) .
The enduring narrative of Caribbean SIDS is that they are small, open  with vulnerable economies , limited productive  diversity , concentrated exports , thin markets and high transportation costs (ECLAC Report  , 2011). While Caribbean SIDS have limited options for growth , there is an  imperative driven by the need to develop and sustain economic growth rates to reduce unemployment and income inequalities. Vulnerability to exogenous shocks exacerbates the reality of openness and enhance economic volatility. Globalization then ,  provides  SIDS valuable economic options but because of their intrinsic disadvantages SIDS are unable to translate these options into economic development (Fortin, 2004).Therefore because of their distinct disadvantages  SIDS have dissimilar levels of economic development  (Banuri, 2010).
In the case of SIDS the magnitude, structure and variability of trade are among the most important factors affecting domestic socio-economic performance and developmental capacity. The overarching environment of dependency, fragility and vulnerability are fact based ( Witter ,Brigullio and Bhuglah, 2002), but given the dynamism of the current global environment reliance on an oppositional stance to the perceived reality of Western hegemony  does little to forward any serious development agenda  (Brigg , 2002). A resilience based framework is more appropriate and relevant for an increasingly interconnected and much more technologically driven world. By resilience we look at islands’ capacity to respond and to innovate to  meet the challenges arising from external shocks as well as the development of their internal capabilities and expansion of latent capacities . Coupled with this is a growing realization that  there should be political and economic  connectedness with former colonial states in Europe that allows for the transfer of funding, and reinforce political and social linkages that provide a more robust developmental framework. 
 The emergence of these small non independent jurisdictions (SNIJs) are the most recent manifestation of a pragmatic and systematic approach to developmental challenges that seek to overcome island fragility and vulnerability by having sustainable economic support (McElroy and Pearce, 2006) .Aruba , Curacao and St. Maarten are recent examples of this approach to sovereignty . This reflects a  growing realization among Caribbean policy makers that building resilience means partnering with former metropolitan patrons to build institutional capabilities (Fortin , 2004).
This is so despite the recent economic convulsions in the Eurozone since from a developmental perspective  the infrastructures with regard to the rule of law , property rights and  economic orthodoxy  are models in those countries SNIJs can implement  .These SNIJs are the most advanced in the Caribbean and as a whole have an economic infrastructure that allows for the highest per capita income of all Caribbean SIDS . This allows them the policy space and the legal framework to operate effectively in a  range that bridges the gap between full independence and colonialism , the decolonization without disengagement model (Taylor and Peterson , 2011).
Evidence of  Caribbean SIDS’ resilience is illustrated below and as whole they  have largely recovered from the impact of the “Great Recession “ which ravaged the developed world  and whose contagion effect were felt in both SIDS and larger economies thought to be insulated from such shocks.
[image: ]
Source:Economic Commission for Latin America and the Caribbean (ECLAC) 2011
Given  their size , policy makers can confront  the challenges of exogenous shocks directly by setting  deliberate policies aimed at mitigating those shocks. It may not be perceived as “democratic” but the result may be economic  policies that fosters development by targeting limits on island resilience. The “Singapore model “ is often used as a yardstick and as the paradigm  for such developmental approach. This ignores the  social and political dimension involved in its development and focuses somewhat laser like on its economic achievement and the state of its current resilience.  Despite its size and comparability to Caribbean states Singapore has high economic growth and high GDP per capita (Briguglio et al, 2008). In recent data extracted from the country’s Ministry of Trade and Industry  (May 2011) the economy grew by 8.3% on year  in year basis and it is anticipated that the economy will expand by  5%-7% for 2011. This is significantly higher than many developed countries and could be due to a combination of favorable factors such as location , cultural , work ethic and social and political cohesiveness lacking in Caribbean SIDS . The comparison with this model is not as succinct as most  economists would  articulate , there are profound differences between the Caribbean SIDS and an island based in the fastest growing economic region in the world  . Yet despite this there are elements of its economic  model  that Caribbean SIDS can use  which relates to the robustness of its institutional capacity such as education  , tax structures and  minimal political  corruption. 
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Source:Economic Commission for Latin America and the Caribbean (ECLAC) 2011
 Small islands may also have been propelled by circumstances to the post-industrial  era without the impact of the negative effects of an industrial past and  have skipped a step in the developmental transition . This post-industrial position  allows Caribbean SIDS then to have high levels of affluence and per capita income predicated on an unorthodox shifts of resources where economic rents are extracted  based on the productive  value added generated in the external developed environment( Baldacchino , 2006). Tourism is a manifestation of the SIDS success in this strategy of  maximizing value from a limited resource base. There are others ,such as remittances , which represent human capital export  , but these are outside the boundaries of this paper and will not be discussed here . This presentation will be confined to tourism and commodity exports’ impact and the imperatives for viable , sustainable alternatives. As Baldocchino (2006) points out , it is external relations that  drive economic growth in small islands , it their ability to interact at a social, political and  economic level  with the external community that drives SIDS development forward. There are varying gradients of the level of interaction and integration  with the international community varying from trade relations to the more involved and  more  open   sub national independent jurisdictions (SNIJs).
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Source:Economic Commission for Latin America and the Caribbean (ECLAC) 2011
Openness is  a paradigm of Caribbean economic reality as the table illustrates in clear terms . This level of openness is both structural and policy induced  manifestation of the  limits of geo-economic space , yet this limitation should not define the limits for innovation and development .  Given the size , fragility and vulnerability of SIDS models of development should also be considered that are broader than existing concepts ( Sen ,2008).
[image: ]                   
Source:Brigulgio,Cordina,Farrugia and Vella (2007)
2.1.Financial Sophistication
For purposes of this paper a definition of financial sophistication  for Caribbean SIDS is extracted from the concept of financial stability  as stated by  the European Central Bank (ECB): “Financial stability can be defined as a condition in which the financial system –comprising financial intermediaries, markets and market infrastructures – is capable of withstanding shocks …., thereby mitigating the likelihood of disruptions in the financial intermediation process which are severe enough to significantly impair the allocation of savings to profitable investment opportunities” ( Agresti, Baudino and  Poloni  ,2008).For Caribbean SIDS , financial sophistication goes beyond the conceptual  boundaries of financial stability and involves building capacity that contributes to the enhancement of institutional quality . 

Research has indicated that there may be strong  linkages  between financial development and economic growth and that the level of financial intermediary competition  that is  reflective of  a country’s institutional and legal framework may impact development  ( Claessens and Laeven, 2003).A developed capital market infrastructure combined with a legal structure that recognizes and enforces property rights matters for growth at the macro and micro economic levels . Therefore a  predetermined component of financial development is robustly correlated with future rates of economic growth, physical capital accumulation, and economic efficiency improvements (King and Levine ,1993).  In theory , a good financial system encourages innovation , investment and propels economic growth while a dampening effect on growth can occur if distortions exists in the financial structure (King and Levine ,1993).The financial system’s role in development is evaluative , that is, it determines the acceptability and viability of long term investments that fosters growth. For SIDS there is also the  urgency to be innovative given resource limits and geographic constraints.
For the purpose of this paper we will also look at financial sophistication as the development of institutional framework that allows  for a more complex financial intermediary structures to meet the needs of savers and investors and allocate financial resources to the most innovative, resilience enhancing projects in the most efficient manner. One dimension of the level of financial structures are the myriad of institutions in developed economies that promote asset allocation , such as the capital markets and offers savers and investors the best  financial choice. While the depth of the capital markets and the pool of savers are not comparable to those of the developed world , this should not be a hurdle to more varied and endogenous financial  intermediary structures that ensures allocative efficiencies in an island based environment. There is an inherent superiority in a financial architecture that leads to a greater diversification of risks and reduces the demand for precautionary savings ( Willen , 1997 ). The overall risk reduction improves the opportunities of successful innovation by increasing the pool of funds available and impact economic growth while significant structural imperfections or distortions in the financial system can impact the rate of economic growth by limiting the pace and growth of innovation ( King and Levine , 1993). For small islands this assumes that  investment opportunities  are captured and retained within the local economy and domestic savings is not leaked outside to seek higher returns.
The depth of the financial markets is reflective of their capacity to  enable small savers to pool funds , allocate these funds as investment to its returns that exceed the opportunity cost of capital and  make it easier for firms to attract financing for investment ( Rajan and Zingates , 1998) and financial intermediaries helps by limiting the impact of adverse selection in the financial system.  Also financial institutions that are an integral component of the  financial system perform research, evaluative , monitoring roles that are more efficiently and effectively  done than the  individual (King and Levine , 1998) . This results in a better allocation of capital with lower costs  that drives innovation and economic growth assuming that there are no significant leakages in an island  economy.
In summary as King and Levine  (1993) points out , financial intermediaries commonly evaluate investment projects , mobilize resources to those with the highest probable returns, given risk levels and, consider risk minimization strategies  . These three key functions are critical to determining the length and breadth of innovation  and  growth in any economy. For SIDS though it is particularly important since options for development are biased towards  exogenous growth such as , trade ,  tourism  and remittances . For purposes of this paper our focus will be on non-development financial institutions and non -state banks . The non- politicized  market is the best arbiter of what development policies work on SIDS and can be a model for replication elsewhere . In addition according to the World Bank in a recent research paper the authors pointed out that based on the evidence , public banks have done more harm than good  with greater state involvement leading to “financial repression” manifested by lower levels of financial development , less credit to the private sector , wider intermediation spreads , greater credit concentration , slower economic growth and recurrent fiscal drains ( de la Torre,Ize,Schmukler , 2011). This may be due to the policy impact of the inevitable politicization of those institutions and the resistance to market forces as determinants for evaluation, monitoring and risk minimization strategies.

3.0 Comparative review of financial intermediary structures
Research has shown that a financial system in its infancy is bank-dominated and increased financial market sophistication impacts bank lending by effectively reducing it ( Boot and Thakor , 1997) .The academic literature on financial systems also clearly demarcate bank dominated versus market dominated financial system architecture with bank-oriented viewed as exhibiting a  centralized credit market structure  while those of the market oriented structures are decentralized (Allan and Gale , 1997, Demeriguc-Kunt , 2006) .What the financial market does is provide  “valuable information feedback” immediately reflected in the pricing of securities on the market  and impacts the real sector . Bank financing lacking this access to real time feedback and are constrained by the information contained in bank credit contracts .
The depth of  financial sophistication can be  reflected in  lower  friction in internal  capital flows , greater informed trading and market liquidity  as well as information transmission mechanisms that allows potential investors to acquire economic data at lower costs  (Boot and Thakor , 1993) . Greater financial sophistication lowers  informational costs and reduce informational asymmetry that results in  allocating the flow of funds to its most efficient use in the economy .Since financing development in SIDS involves a combination of  FDI and domestic savings (ECLAC , 2011 ) as well as remittance inflows (Baldacchino , 2006) this  could be the most efficient way forward.
According to the research an optimal financial system will be more likely to be bank oriented if borrowers’ credit reputation are poor  with a greater propensity for moral hazard  and towards a market driven  approach if borrowers generally have good reputations  ( Boot and Thakor , 1993). Since there are  tensions between banks and  the financial markets , some institutional resistance will manifest  when financial markets grow in prominence in an bank dominated economy  and  bank fragmentation may be a critical factor in the development of the financial market and so determines the level of financial sophistication in the economy. Financial market sophistication encourages non colluding agents to compete and facilitates the  transmission of valuable information  about market conditions with a concomitant impact on firms’ borrowing decisions( Boot and Thakor ,1993)  .This results in more market participants and more depth in the community and lead to increase financial literacy which enhances the community’s knowledge base.  Increased local and community based access to high quality diverse financial services helps to maintain sustained economic growth .
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The lack of data is a significant limitation on determining the extent of Caribbean SIDS level of financial sophistication .In this preliminary analysis  private sector and business loans as the indicators of banks’ lending depth in the economy . The higher the use of  business loans  to total loans and advances , the  more bank dominated  the economy .It should be noted however that there are other factors that could impact this indicator and includes the level of government borrowing , the level of sophistication  in the overall economy  and  the depth of the capital market . Data is spotty at best and is not presented in a manner that allows for disaggregation  and more in depth research is needed.
To do further analysis  secondary data  was obtained  the Aruba Central Bank and  a review of the  macro prudential indicators  data  done as evidence of the local financial system’s  strength .The data  set is limited to available information on the bank’s web site .  The liquidity ratio indicates the levels of cash and short term debt in the  financial system with lower levels  highlighting greater risks ( Agresti, Baudino and  Poloni  ,2008) .The loan to deposit ratio is the ratio of  the ability of the of the banking system to mobilize deposits to meet credit demand  with a high ratio indicating stress in the banking system and a low level of liquidity to respond to shocks (Evans, Leone , Gill ad Hilbers ,2000).With regard to the capital ratio, the ratio of capital to the risk value of assets, a declining ratio signals increased risk exposure and capital adequacy challenges (Evans, Leone , Gill ad Hilbers ,2000).
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Source: Central Bank of Aruba
From the data it appears  that Aruba financial system has a low liquidity ratio which limits its  ability to fulfill market needs , while the minimum ratio is not clearly stated  our research indicates it is at the lower end of the spectrum. While the loan deposit ratio has declined  from 2007 levels it is still fairly high with a high ratio indicative of  banking system stress and low liquidity level which limits its ability to respond to shocks.The capital -risk value ratio shows improvement and indicates reduced risk exposure for the local banks. Overall  the local financial system is  not sophisticated and is bank dominated  and the data indicates there is a level of fragility in the system .
4.0 Conclusion
To conclude it appears that the data indicates more room for further research in this area. Financial sophistication does not have to be a developed world concept nor should it be confined to the modalities of the developed world. Caribbean SIDS can be engaged  in development that is driven primarily by market forces of innovation that are unleashed when capital  seeks  value maximizing opportunities. It may take a different form than those expressions of the financial system in more developed economies with larger population and more depth in their capital markets but this is innovation nonetheless. Adaptation of the financial system to local conditions is evidenced in Jamaica where the Inter- American Development Bank (IDB)  noted the rise of one company as a key source of micro finance for small business and those in the informal economy.   
Enhancing the level of financial sophistication is part of the package of capacity building tools that enhances internal institutional quality to drive development forward. The role of finance then is to increase capital formation that provides opportunities to increase the quantity and quality of exports  and import-competing goods and services that are clear expressions of the innovative capacity of SIDS and also raise the learning and knowledge of the society  (ECLAC Report  2011) . 
The current global financial and economic crises  has had a significant impact on Caribbean SIDS given their openness and high dependence on a narrow range of income –generating sectors  (ECLAC  Report , 2011).Caribbean SIDS face particular challenges than most In that the context in which they exist and seek to attain sustainable economic  growth are limited by  harsh internalities and externalities , low rates of economic growth , weak institutional capacity and rising expectations of a growing population (ECLAC  Report ,2011). In addition although the region has large volumes of capital flows , illiquidity is a constraint  for the proper functioning of the market (Espinoza and Kwon , 2009).Yet there are opportunities for local capital formation with the most efficient use of capital flows , other than FDI’s . In the case of Guyana , there is evidence that remittances have now outpaced FDIs as a significant capital flow. This provides opportunities for SIDS to encourage local investment in enhancing institutional capacity (Banuri, 2004).Although this paper was able to obtain some data for Aruba   much more in depth research is needed on a regional basis for a more complete comparative analysis.


















References
Agresti,A., Baudino, P.,  Poloni, P., (2008). The ECB and IMF indicators for the Macro-Prudential Analysis of the Banking Sector. Occasional Paper Series. No. 99 / November 2008. European Central Bank
Angineer, D., Demirguc-Kunt,A. (2011). Has the Global Banking System become more fragile over time?. World Bank Research Paper  5849.
Allen ,F., Gale ,D. (1997). Financial Markets , Intermediaries and Intertemporal Smoothing . The journal of Political Economy , Volume 105, Issue 3 (June 1997) 523-546
Armstrong, H. and Read, R., (2003). The Determinants of Economic Growth in Small States . The Round Table (2003) , 368 , (99-124)
Bertram, G., (2004). On the convergence of Small Island Economies with their Metropolitan Patrons. World Development Vol. 32 ,No.2 , pp 343-364 
Baladacchino, G. (2006). Managing the Hinterland Beyond. Two, Ideal -Type Strategies of Economic Development for Small Island Territories . Asia Pacific Viewpoint,  Volume 47, Issue 1,pages 45–60, April 2006
Banuri, T., (2010).Trends in Sustainable Development- Small Island Developing States.Department of Economic and Social Affairs, UN , NY , 2010
Boot, A., and Thoakor, A. (1997). Financial System Architecture .The Review of Financial Studies , Fall 1997 , Vol 10. No.3 pp 693-733
Brautigam. D., Woolcock., D., (2001). Small States in a Global Economy .The Role of Institutions in Managing Vulnerability and Opportunity in Small Developing Countries. United Nations University. World Institute for Development Economics Research
Brett. E.A.,(2000). Development Theory , Universal Values and Competing Paradigms: Capitalist Trajectory and Social Conflict. Working Paper Series. LSE Development Studies Institute . London School of Economics and Political Science.
Brigg,M., (2002). Post- development , Foucault and the colonization metaphor. Third World Quarterly, Vol 23,No 3, pp 421-436 , 2002
Briguglio, L., Gordon,C., Farrugia, N. Vella, S. (2007).Economic Vulnerability and Resilience Concepts and Measurements . Research Paper  University of Malta  April 2007  
Briguglio, L., Gordon,C., Farrugia, N. Vella, S. (2008).Economic Vulnerability and Resilience. Research Paper  No. 2008/55 . United Nations University . World Institute for Development Economic Research.

Claessens, S.,  Laeven. L., (2003).Financial Development and Growth . Journal of Finance, Vol.LVIII,No.6 ,Dec 2003
Demirguc-Kunt, A. (2006). Finance and economic development: policy choices for developing countries. WorldBank Policy Research Working Paper 3955. World Bank 
Tadesse,S., (2002) ,,Financial Architecture and Economic Performance: International Evidence, Journal of financial intermediation, 2002 - Elsevier
De la Torre. A.,Ize,A.,Schmukler,S. (2011) . Financial development in Latin America and the Caribbean-The Long Road Ahead. World Bank Latin American and  Caribbean Studies 
ECLAC ,May 2011 .Economic Regional Report for the Five-Year Review of the Mauritius Strategy for the further implementation of the Barbados programme of action for the sustainable development of small island developing states.
Easterly , W., Kraay, A. (1999). Small States , Small Problems ? .Income, Growth and  Volatility in Small States . World Development.
Espinoza, R. and Kwon,G. (2009). Regional Financial Integration in the Caribbean : Evidence from Financial and Macroeconomic data. IMF Working Paper   
Evans,O. ,Leone, A., Gill, M., and Hilbers P., (2000). Macroprudential Indicators of Financial System Soundness. INTERNATIONAL MONETARY FUND Working Paper
Frank, A. (1996). The Underdevelopment of Development .Sage Publications ISNB 0-8039-7261-X
Fortin,C., (2004). Is a special treatment of small island developing states possible?. United Nations Conference on Trade and Development
Girvan, N., (2006). Caribbean Dependency Thought Revisited .CJDS/RCED, Volume XXVII, No.3 2006 
Guillaumont,P.,(2009).Assessing  the economic vulnerability of SIDS and the Least Developed Countries.Cerdi. May 2009
Inter- America Development Bank (IDB) Feb 2012 .Microfinance in the Caribbean › Successful stories Head Start- Access Financial Services www.iadb.org/micamericas
Jamaica Gleaner, Thursday , January 19, 2012.  World Bank warns region of slowing growth.
Kakazu. H., (2007). Islands’ Characteristics and Sustainablity. SPF Seminar ion Self Supportung Economy in Micronesia
King, Robert and Ross Levine (1993).”Finance and Growth :Schumpeter Might be Right” Quarterly Journal of Economics , 108,717-737
King, Robert and Ross Levine (1993).”Finance, entrepreneurship and growth” Journal of Monetary Economics  32 (1993 ) 513-462
King, D.,LeBlanc,D.,VanLowe. The Impact of Tourism in the Caribbean. Trans Africa Forum Issue Brief , July 2000
Luca Monge-Rofarello,Michael Swideinsky ,David  Vanzetti , (2002). Sink or Swim ?Assessing the impact of agricultural trade liberalization on SIDS 
Navjas and Tejerina  (2005). Microfinance in Latin America and the Caribbean : How large is the market . Inter-American Bank , Sustainable Development Best Practices Series
McElroy, J., Pearce, K. (2006). The Advantages of Political Affiliation : Dependent and Independent Small-Island Profiles . The Round Table . Vol. 95, No. 386, 529-539 September 2006
Ministry of Trade and Industry Singapore  (2011). Press Release May 19,2011
Odle, Maurice (1972). The Significance of Non- Bank Financial Intermediaries on the Caribbean .Istititute of Social and Economic Research. Unwin Brothers Limited 
Prasad, E., Rogoff, , K. , Wei, S., Kose, M., (2003)..Effects of Financial Globalization on Developing Countries –Some Empirical Evidence . IMF Occasional Paper 2003.

Rapley,J. (2004). Development  studies and the post-development critique.Progress in Development Studies 4, 4(2004) pp350-354
Schumpeter, J.,  (1942). Capitalism, Socialism and Democracy. New York: Harper, 1975 [orig. pub. 1942], pp. 82-85
Sen, Amartya  (2000). “Development as Freedom”  Anchor Books pp 295  
Tadesse,S., (2002) ,,Financial Architecture and Economic Performance: International Evidence, Journal of financial intermediation, 2002 - Elsevier
Taylor, D., Peterson,R.,( 2010), Designing Financial Systems for Competitive Island Economies: Developing  the Case for the Caribbean. PhD in Progress  Paper (Salises 2010) 
Taylor, D., Peterson,R.,( 2011), Independent , Dependent and Interdependent Models of Island Development: Institutional and Economic Experiences in the Caribbean.  (Barbados Central Bank , 2011) 
Taylor , D., (2011). Small and Medium Sized Enterprises (SME s) in Aruba:  A path to sustainable development. SIDS Curacao , 2011
The Economist.(2009). Troubled tigers .Asia needs a new engine of growth. Jan. 29, 2009
Willen,Paul (1997). The effect of financial sophistication on the trade balance . Princeton University , Department of Economics
White,O., (2008) . Determinants of commercial banks’ cost of financial intermediation in Jamaica: a maximum likelihood estimation approach. Money affairs , Volume XXI , Number 2, July-December 
Witter, M., Briguglio, L., Bhuglah , A. (2002). Measuring and Managing the Economic Vulnerability of Small Island Developing States. Global Roundtable Paper.

5

image4.emf
Resilience Index : Data and Country Rankings

Caribbean SIDS

Macro -

economic 

stability

Micro-

economic 

efficiency

Good 

Governa

nce

Social 

Develop

ment 

Resilience 

Index Ranking

Barbados 0.632           0.627          0.722        0.915        0.724          17

Trinidad and Tobago 0.641           0.562          0.557        0.780        0.635          32

Dominican Republic 0.657           0.470          0.305        0.654        0.521          52

Jamaica 0.404           0.413          0.468        0.783        0.517          53

Singapore 1.000           0.730          0.888        0.877        0.874          3                

a)Macro economic stability derived from i) fiscal deficit to GDP ii) the sum of the unemployment and inflation rates 

iii)the external debt to GDP ratio

b)Micro economic efficiency measures the extent to which regulatory restraints and bureucratic procedures limit 

competition and the operation of the financial , olabor and product markets

c)The governance index includes 5 components i)judicial independenceii)impartiality of the courts iii)the protection

of intellectual property rights iv)military interference in the rule of law v)political syastem and the integrity of the legal system

d)Social development index is the sum of the education and health indices .Education is measured by the adult literacy rate, 

and life expectancy
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Banks in  Caribbean SIDS

Financial Sophistication

Countries 

Private 

Sector 

Credit/Total 

Domestic 

Credit (see 

note)

Business 

Loans/ 

Total Loans 

and 

Advances

   Aruba

0.62                  0.43              

Antigua and Barbuda 

0.85                  0.37              

Barbados 

na 0.37              

Dominica 

1.19                  0.37              

Grenada 

1.02                  0.30              

Jamaica 

1.05                  0.91              

Saint Kitts and Nevis 

0.80                  0.16              

Saint Vincent and The Grenadines 

1.16                  0.30              

Saint Lucia 

1.08                  0.59              

Trinidad and Tabago 

na na

 

 Note: Private Sector credit includes the following economic 

sectors : households (private individuals), private businesses , 

non bank financial institutions and subsidiaries and affiliates

Source: Eastern Caribbean Central Bank Data updated Nov 2011

Central Bank of Barbados, Central Bank of Aruba
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Aruba

Prudential ratios

2007 2008 2009 2010 2011

Liquidity 29.00               34.70             30.10        29.10               27.70       

Loan/Deposit 74.70               69.40             67.10        66.50               68.60       

 Capital/ risk value of assets  13.00               14.80             17.90        18.50               20.10       
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             LATIN AMERICA AND THE CARIBBEAN: ANNUAL GROWTH RATES OF GROSS DOMESTIC PRODUCT

             (Percentages)

Countries and Regions  1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Antigua and Barbuda    2.5   2.1   1.1   4.8   6.6 -  4.2   6.7   4.9   4.4   4.1   1.5 -  3.1   2.9   6.6   4.9   6.1   13.5   9.6   0.0 -  11.9 -  7.9

Bahamas  -  1.6 -  4.2 -  3.8   0.3   3.1   4.4   4.2   4.9   4.7   7.1   4.1   2.6   2.7 -  1.3   0.9   3.4   2.5   1.4 -  1.3 -  5.4   0.9

Barbados  -  3.3 -  3.9 -  7.0   1.2   3.8   2.0   4.0   4.7   3.7   0.3   2.3 -  2.6   0.7   2.0   1.4   4.0   5.7   1.7   0.1 -  3.7   0.2

Cuba  -  2.9 -  10.7 -  11.6 -  14.9   0.7   2.5   7.8   2.8   0.2   6.2   5.9   3.2   1.4   3.8   5.8   11.2   12.1   7.3   4.1   1.4   2.1

Dominica    6.4   2.2   2.7   1.9   4.3   3.4   2.8   2.5   3.2   0.6   0.6   0.3 -  1.9   7.7   3.3 -  0.5   4.4   6.0   7.7 -  0.7   0.9

Grenada    5.2 -  1.4   1.1 -  1.2   3.3   3.1   5.0   5.4   3.7   6.3   17.5 -  2.1   3.7   9.6 -  1.0   13.5 -  3.9   5.9   1.0 -  6.6   0.0

Jamaica    6.3   0.8   1.7   2.0   0.9   2.5   0.2 -  1.0 -  1.2   1.0   0.7   1.3   1.0   3.5   1.4   1.0   2.7   1.4 -  0.6 -  3.0 -  1.3

Dominican Republic  -  5.5   0.9   10.5   7.2   2.3   5.5   7.1   8.0   7.0   6.7   5.7   1.8   5.8 -  0.3   1.3   9.3   10.7   8.5   5.3   3.5   7.8

Saint Kitts and Nevis    3.1   2.3   3.1   5.4   5.4   22.1   6.7   7.4   0.9   3.6   4.3   5.2   1.9 -  1.4   4.4   9.9   4.7   2.8   4.7 -  6.9 -  2.4

Saint Vincent and The Grenadines    6.7   1.4   6.9   1.8 -  2.9   8.9   1.4   2.9   5.2   4.4   1.8   1.7   6.3   7.6   4.2   2.5   7.7   3.4   1.4 -  2.2 -  2.8

Sainta Lucia    4.4   0.1   7.4   1.1   1.9   1.7   3.1   4.0   6.4   2.4 -  0.2 -  5.1 -  0.3   4.9   7.5 -  2.6   7.8   1.2   5.4 -  1.1   3.2

Trinidad and Tabago    1.5   2.7 -  1.6 -  1.5   3.6   4.0   7.0   7.7   8.1   8.0   6.9   4.2   7.9   14.4   8.0   5.4   14.4   4.6   2.3 -  3.0   0.0

The Caribbean    1.9   0.1 -  0.6   0.8   2.5   3.2   3.5   3.6   3.4   4.2   3.7   2.0   3.5   6.1   3.7   3.6   7.6   3.2   1.0 -  3.1   0.2
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              LATIN AMERICA AND THE CARIBBEAN: GROWTH RATES OF PER CAPITA GROSS DOMESTIC PRODUCT

              (Annual rate of variation)

Countries and Regions 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Antigua and Barbuda    2.5   0.5 -  0.5   3.2   3.4 -  7.0   5.2   2.0   1.6   1.4 -  1.1 -  4.3   0.4   5.3   3.6   4.9  12.2   8.4 -  1.1 -  12.9 -  8.9

Bahamas  -  3.1 -  6.0 -  5.6 -  1.5   1.6   2.5   2.8   3.8   3.3   6.1   2.8   1.3   1.4 -  2.5 -  0.7   2.1   0.9 -  0.1 -  2.8 -  6.5 -  0.5

Barbados  -  3.7 -  3.9 -  7.3   0.8   3.4   2.0   3.6   4.3   3.4   0.0   1.9 -  2.6   0.3   2.0   1.0   3.6   5.7   1.3   0.1 -  4.1   0.2

Cuba  -  3.8-  11.3-  12.2-  15.4   0.2   2.0   7.4   2.4 -  0.2   5.9   5.6   2.9   1.2   3.6   5.6  11.1  12.0   7.2   4.1   1.4   2.1

Dominica    6.4   2.2   2.7   1.9   4.3   3.4   2.8   2.5   4.6   0.6   0.6   1.7 -  1.9   7.7   3.3 -  0.5   4.4   7.5   7.7 -  0.7   0.9

Grenada    6.3 -  1.4   0.0 -  2.3   2.3   2.1   4.0   5.4   3.7   6.3  16.4 -  2.1   3.7   9.6 -  1.0  12.4 -  3.9   5.9   0.1 -  6.6   0.0

Jamaica    5.7   0.2   0.9   1.1   0.0   1.5 -  0.8 -  1.9 -  2.2   0.0 -  0.2   0.5   0.1   2.7   0.7   0.4   2.2   0.9 -  1.0 -  3.4 -  1.6

Dominican Republic  -  7.3 -  1.0   8.4   5.2   0.4   3.6   5.3   6.2   5.3   5.0   4.0   0.2   4.2 -  1.8 -  0.2   7.7   9.1   6.9   3.8   2.1   6.3

Saint Kitts and Nevis    3.1   2.3   3.1   2.9   3.0  22.1   4.3   7.4 -  1.3   3.6   2.1   3.0   1.9 -  3.5   2.2   9.9   2.6   2.8   2.6 -  8.7 -  2.4

Saint Vincent and The Grenadines    6.7   0.5   6.9   1.8 -  2.9   8.9   1.4   2.9   5.2   4.4   1.8   1.7   6.3   7.6   3.2   2.5   7.7   3.4   1.4 -  2.2 -  2.8

St. Lucia    2.9 -  1.4   5.9 -  0.3   1.2   0.3   1.7   2.7   5.0   1.0 -  1.5 -  6.3 -  0.9   3.6   6.2 -  3.2   6.5   0.0   4.2 -  1.7   2.0

Trinidad and Tabago    0.9   1.9 -  2.4 -  2.2   2.8   3.3   6.4   7.2   7.6   7.5   6.5   3.8   7.5  14.1   7.5   5.1  14.0   4.2   1.9 -  3.4 -  0.4

The Caribbean    1.3 -  0.7 -  1.4   0.0   1.6   2.3   2.7   2.8   2.5   3.4   2.8   1.2   2.7   5.3   3.0   2.9   7.0   2.5   0.4 -  3.6 -  0.4
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                LATIN AMERICA AND THE CARIBBEAN: DEGREE OF OPENNESS OF THE ECONOMY, AT CURRENT PRICES

                ( Based on figures in millions of dollars)

Countries and Regions  1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Bahamas    92.8   89.1   85.5   87.3   87.9   87.6   88.3   91.3   88.9   86.7   91.2   83.0   80.6   81.4   87.1   93.2   100.1   100.7   100.2   87.8   93.3

Barbados    86.6   83.0   76.6   81.2   83.8   90.6   92.0   94.4   86.9   86.9   89.6   85.3   83.2   89.2   90.8   95.1   97.0   95.0   104.1 88.81 96.12

Cuba    68.3   49.0   33.8   27.8   26.7   28.2   32.6   32.8   32.5   31.9   31.1   29.4   24.7   26.6   31.3   39.4   37.2   38.0   44.9   32.8 ...

Dominica    109.8  101.3   98.0   91.6   91.6   98.0  101.3  105.7  104.3  105.3  101.0   86.7   85.5   80.9   83.0   90.0   88.5   91.7   97.3   87.5   94.9

Grenada    86.4   85.1   79.5   88.1   90.1   86.8   89.7   89.9   93.6  100.0  104.3   91.2   81.7   82.3   85.8   77.8   80.1   81.9   77.1   69.0   69.6

Jamaica    91.5   92.4  109.8   97.4  100.9   102.3   90.9   83.7   83.0   83.3   89.5   84.8   81.8   88.2   89.3   90.5   100.8   101.8 112.59 85.38 78.06

Dominican Republic    106.4   83.2   81.1   78.8   78.3   75.1   73.4   76.4   79.4   79.9   82.9   74.7   72.8   86.5   83.9   65.5   68.0   66.7   64.7   52.5   56.3

Saint Kitts and Nevis    106.7  114.8  107.5  106.6   94.3   100.0  103.7   96.6   93.1   95.1   95.8   86.7   85.8   91.3   87.5   94.5   88.4   82.9   85.9   77.4   80.9

Saint Vincent and The Grenadines   121.7  113.2  109.6  100.9  100.0   99.8  102.3  109.8  109.5  107.7   95.6   89.4   85.0   85.9   86.8   89.2   88.0   89.7   91.7   85.5   84.2

Sainta Lucia    142.4  137.5  133.9  134.1  133.9   137.0  128.0  126.5  121.8  117.1  114.1  106.9  103.5  117.5  116.0  127.1   116.5   113.3   119.6  107.8  117.3

Trinidad and Tabago    79.2   82.6   76.1   82.6   78.7   93.0   92.4  110.9  102.3   94.2  104.6   99.9   95.0   89.5   93.8  104.8   118.7   102.9   101.1 ... ...

Latin America and the Caribbean a/   30.2   29.7   30.8   31.3   30.3   32.2   32.9   34.1   34.9   39.1   41.6   41.4   44.6   45.6   47.9   47.3   47.5   46.5   47.2   39.6   40.8

Latin America    29.2   28.7   30.0   29.5   29.6   31.4   32.1   33.3   34.2   38.3   40.8   40.6   43.9   44.9   47.2   46.5   46.6   45.8   46.4   39.5   40.7

The Caribbean  a/   85.2   83.8   80.7  127.7   90.3   95.2   90.8   92.8   89.0   85.4   90.9   86.0   82.2   83.8   86.8   92.2  100.6   94.5   96.8   46.2   45.1


