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Financial Depth, Access, and Inclusion in the Caribbean

Dear Reader,

Welcome to the March 2019 Caribbean Region Quarterly Bulletin. This edition focuses on important challenges facing
Caribbean economies related to financial development, access, and inclusion, which have been identified as key
building blocks for achieving the UN Sustainable Dewvelopment Goals, as well as faster economic and social
dewelopment, poverty reduction, and inclusive growth.

Special Regional Report: Financial Development, Access, and Inclusion inthe Caribbean

Why isfinancial access and inclusion so important? Emerging research suggests positive linkages between
financial depth, access to finance, and development outcomes, including economic growth and poverty reduction.
For firms — particularly small and newly-established enterprises — access to financial senices is associated with
stronger innovation, job creation, and growth performance. Other research also finds a strong positive
relationship between financial inclusion and income equality. In this context, many countries around the world
have begun to design financial development and inclusion strategies and polices with the aim of supporting faster
and more inclusive economic growth. The regional and country-specific briefs featured in this Quarterly Bulletin
consider related metrics, and examine several factors that may hold back financial development, access, and
inclusion for countries across the Caribbean. The analysis considers a number of related indicators linked to
common challenges facing small and medium-sized enterprises and individuals in accessing credit and financial
senices. Related policy initiatives and options are also explored, with a view to highlighting country-specific
recommendations with the potential to support broader financial access and inclusion.
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Regional Overview

Forecasts for the global economy remain positive,
although optimism is receding. In its January 2019
World Economic Outlook Update, the International
Monetary Fund suggested that the global expansion is
weakening, with global growth projected at 3.5 percent for
2019 and 3.6 percent for 2020. This is slightly below the
3.7 percent estimate for 2018. Downside risks hawe
increased, with the potential for further escalation of trade
tensions. In addition, the IMF highlights issues such as a
“no-deal” Brexit and a faster-than-envisaged slowdown in
China as potential triggers for a deterioration in risk
sentiment and growth.

The economic outlook for the Caribbean in 2019
remains positive, with growth expectedto be higher
in 2019 than in 2018. The positive growth outlook comes
on the back of a continued strong global economy,
notwithstanding some projected weakening of global
expansion. In addition, some Caribbean countries have
implemented reforms to remove domestic bottlenecks
that had been affecting stability and growth.

Tourism demand remains elevated on the back of the
strong global economy. Caribbean tourism is highly
dependent on the United States, Canada, and, to a lesser
extent, Europe. Strong economic and labour market
performance in these countries has resulted in robust
tourism demand.

Commodity producers have benefited from the
stabilization of commodity prices. Suriname and
Trinidad and Tobago both fell into deep recessions after
the fall in commodity prices in 2014/2015. However, both
countries are recoving as a result ofimproved commodity
prices, as well as the introduction of fiscal adjustment
measures that support stablization, and that will support
sustainability going forward. Guyana will also benefit from
commodities owing to recent discoveries of new
hydrocarbon resources.

Debt-to-GDP levelsin the Caribbean continue to be
elevated, and considerable fiscal efforts are
underway to reduce them. All countries but Guyana are
pursuing fiscal consolidation, albeit with varying intensity.
Efforts are especially strong in Jamaica and Barbados,
which have primary budget balances higher than 6
percent of GDP. As a result, projections indicate that
debt-to-GDP lewels will continue a downward trend in
2019 and beyond for most Caribbean countries.

Risks remain elevated but are balanced. Small
countries in the Caribbean are highly susceptible to
external economic conditions and shocks. Climate
change and natural disasters exacerbate the region’s
macroeconomic challenges. At the same time, upside
risks could materialize if policy reforms continue to gain
traction, and if global demand remains strong. Strong
policy implementation in several countries, especially
related to fiscal and debt sustainablity, have become an
important buffer against future shocks.
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The. Bahamas

Growth in The Bahamas in 2018 was 2.3 percent,
above the moderate gainin the rate of growth in 2017.
Medium-term growth lewvels are forecast at roughly 1.6
percent, as stable growth in the U.S. economy, and
seweral private large-scale tourism investment projects
are aiding the recowvery. Gains in tourism sector output
and investment projects continue to drive growth in the
construction sector. In the monetary sector, liquidity levels
narrowed, as domestic credit increased against deposit
levels. External reserves contracted as traditional
demand for foreign currency increased during the final
few months of the year.

The national unemployment rate rose to 10.7 percent,
up from 10 percent in May, as the number of people
looking for work increased. The unemployment rate for
young adults (15 to 24 years old) remains high at
approximately 23.1 percent.

The government’'s budgetary performance included
revenue lewels of just over US$1 billion for July-
December 2018. Collections are estimated at 14 percent
above the same period last year. Improvements invalue-
added tax and stamp tax collections accounted for the
stronger performance. Fiscal deficit levels declined by
roughly 31 percent when compared to the same period
last year.

The government met its deadline to begin the
automatic exchange of tax information (AEOI) with 35
partner jurisdictions. An integrated system has been
deweloped to submit and process tax compliance data,
supporting all of The Bahamas’ AEOI needs.

A new financial services framework is in place.
Effective January 1, 2019, all financial institutions can
offer senices to both domestic and international clients
once they meet the prescribed regulatory requirements
with respect to the senices provided.

The European Union added The Bahamasto its non-
cooperative jurisdictions list. The Bahamian
government had hoped to awid such an outcome, given
the recent passage of tax compliance laws in Parliament,
and its continued engagement with the EU's tax
watchdog.
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Barbados

The government of Barbadosisintensifying the fiscal
adjustment to tackle unsustainable debt levels. The
Barbados Economic Recowery and Transformation Plan
(BERT) launched in August 2018 outlines reforms aimed
at achieving a debt target of 60 percent of GDP by 2033.
The domestic debt exchange was finalized in October
2018, and the government successfully secured support
from multilateral institutions. It signed a four-year
Extended Fund Facility program with the International
Monetary Fund (IMF) for US$290 million and received a
combined US$175 million in budget support from the
Inter-American Development Bank and the Caribbean
Development Bank.

The economy contracted by 0.6 percent in 2018,
compared to 0.1 percent growth in 2017. Lower
tourism output growth and a fall of 7 percent in
construction output fuelled the owerall contraction of the
economy during the year. The inflation rate decreased to
3.7 percent at the end of 2018, compared to 4.5 percent
in 2017, as a result of the elimination of the National
Social Responsibility Lewy (NSRL) and a slight reduction
in international fuel prices at the end of 2018.

The government’s fiscal position isimproving as a
result of fiscal consolidation measures. The owverall
and primary fiscal balances reached 0.3 percentand 3.4
percent of GDP, respectively, between April and
December 2018 compared to -4.5 percent and 3.1
percent in FY2017/2018. Higher corporate and property
taxes between April and December 2018 (compared to
the same period in 2017) overcame the fall in revenues
stemming from the repeal of the NSRL. Tax refunds,
lower imports, and lags in the collection of some of the
recently implemented budgetary measures also impacted
revenue collection. On the expenditure side, current
expenditures fell, mostly due to a reduction in interest
payments and a slight reduction in transfers. This was
offset by an increase in spending on salaries and wages.

Gross central government debt fell to an estimated
126.9 percent of GDP at the end of 2018, compared to
148.4 percent a year earlier, while international reserves
increased to US$524.9 million. Reserves grew to reach
13.5 weeks of imports at the end of 2018 compared to 6.1
weeks a year earlier.

The economic outlook will depend on the continued
success of the reforms. The IMF expects the economy
to contract by 0.1 percentin 2019. Special events like the
English cricket tour or a potential expansion of the airlift
could hawve positive effects on this outlook. Howewer,
downside risks remain given low forecast growth for
major source markets, the potential impact of Brexit, and
geopolitical uncertainties relating to international oil
markets.
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Gu;}ana

The gross recoverable petroleum resources off the
coast of Guyana are now estimated at more than 5
billion oil-equivalent barrels, as announced by
ExxonMobil in December 2018. In 2019, two new oil
discoweries were made in addition to the five discoveries
in 2018, increasing the total number of oil discoveries to
12. Oil production is expected to begin in 2020 (Liza-1),
with two more wells coming onstream in the short term
(Liza-2 in 2022 and Payara in 2023). Based onthe most
recent discoweries, ExxonMobil claims to hawe the
potential to produce more than 750,000 barrels per day
by 2025 with at least five floating production storage and
offloading vessels.

Growth hasbecome more broad-based. In 2018, the
Guyanese economy is estimated to have grown 3.4
percent, higher than the 2.1 percent in 2017, on account
of growth in the construction (12 percent) and wholesale
and retail trade (6.2 percent) sectors. The mining sector
continued the contraction it had started in 2017 (-8.8
percent). Nontraditional sectors, which exclude mining
and agriculture, grew at a faster rate than the rest of the
economy, reaching 5 percentin 2017 and 5.1 percent in
2018. The Ministry of Finance projects that the mining
sector will expand in 2019 and the economy will grow by
4.5 percent.

The central government estimates a lower-than-
expected fiscal deficit in 2018. The revised estimate of
the fiscal deficit for 2018 is 3.9 percent of GDP, lower
than the 5.4 percent estimated at the beginning of the
year. Higher-than-expected tax collections contributed
significantly to the lower fiscal deficit. The government
has maintained a relatively stable fiscal deficit averaging
3.8 percent of GDP ower the last five years. The deficitis
projected to grow to 5 percent in 2019 mainly due to the
government’s continued efforts to restructure the sugar
public enterprises as well as increased infrastructure
spending leading up to oil production in 2020.

International reserves remain at prudent levels. At the
end of December 2018, net international reserves were
estimated to stand at US$477 million, below the US$581
million a year earlier. This level of international reserves
represents approximately 2.5 months of imports and 16
percent of GDP. Resene lewels are expected to increase
substantially after the start of oil production.

The banking sector remains well capitalized, with a
capital adequacy ratio of 30 percent, exceeding the
regulatory benchmark of 8 percent. The ratio of
nonperforming loans to gross loans remained stable at
12.58 percent in September 2018, lower than the 13.76
percent at the same time in 2017. Private sector credit
has grown modestly, reaching 1.3 percentin September
2018.
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Jamaica

Policies and reforms have stabilized the Jamaican
economy and restored sustainability. Progress with
debt reduction, fiscal consalidation, and the accumulation
of external buffers has met or exceeded commitments
under the current IMF arrangement, despite slower
progress on wage compression and public sector
transformation. Looking forward, efforts to reinforce
financial and economic management institutions — for
example, the shift to inflation-targeting and the recently-
announced fiscal council — should help to ensure that
hard-won gains are sustained.

Growth is accelerating, but from a low base, and
inflation is undershooting the target. Fawurable
weather conditions have driven a rebound in agricultural
output. External demand remains strong, supporting
tourism and trade, and improving credit conditions have
begun to spur domestic investment. Consequently, real
GDP is projected to grow by 1.8 percent during the year
ending in March 2019 — up from 0.9 percent for
FY2017/18. Yearly inflation was below the central bank’s
target range of 4 to 6 percent through January 2019,
coming in at 2.3 percent. In this context, the central bank
reduced its policy interest rate from 1.75to 1.50 percent
(on February 20, 2019), and took the additional step of
reducing resene requirements for deposit-taking
institutions from 12 to 9 percent (effective March 1, 2019)
to further stimulate domestic demand.

Jamaica experienced exchange rate volatility and
modest depreciation driven largely by lower interest
rates and redemptions. Exchange rate wolatility has
persisted over the past several months, in line with lower
interest rates and expectations that accommodative
monetary policies will remain in place for some time.
Redemptions of U.S. dollar-denominated bonds hawe also
driven market movements. Despite some wlatility, the
U.S. dollar/Jamaican dollar exchange rate changed only
modestly in the year up to the end of February 2019 (from
about 126 to 130 JM$/US$). Net international reserves
have also remained stable over this period, at around
US$3 hillion, pointing to only limited intervention by the
Bank of Jamaica. Resenes are now considered fully
sufficient by the IMF's adequacy assessment.

Jamaica’s public debt levels fell at a faster-than-
expected pace over the past year. The public-debt-to-
GDP ratio is expected to fall to about 96 percent at the
end of March 2019, from over 140 percent in 2013. In line
with these developments, Fitch upgraded Jamaica’s long-
term issuer rating from B (as of January 2018) to B+ at
end-January 2019. The last time any rating agency rated
Jamaica at B+ was in August 2006 (Fitch). S&P currently
assigns a B rating to Jamaica, while Moody’s assigns a
B3.
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Suriname
Economic growth hasreturned to positive territory in
Suriname. The improvement in commodity prices and
gold output helped return growth to 1.7 percent in 2017
and 2.7 percent in 2018. The IMF projected that real GDP
growth would average 2.5 percent over the medium term,

buttressed by improvements in both the mining and non-
mining sectors.

Inflation continues to decline in the face of a more
stable exchange rate. The inflation rate fell to 5.4
percent in January 2019 from 9.1 percent in January
2018. This represents a significant decline from the
inflation rate in October 2016 of 79.2 percent, which was
caused by higher costs of utilities and a depreciation of
the exchange rate. The exchange rate has been relatively
stable since December 2016, averaging US$1/SRD7.5.

Fiscal deficits are expected to decline over the
medium term. According to data from the IMF, the
primary fiscal deficit for 2017 was estimated at 5 percent
of GDP, lower than the 6.2 percent of GDP reported in
2016. The owerall fiscal deficit was estimated at 8 percent
of GDP in 2017, falling from 8.1 percent of GDP in 2016.
The primary fiscal deficit for 2018 is projectedto decline
to 4.1 percent of GDP and awerage 3.1 percent of GDP
owver 2019-2023.

External debt at the end of 2018 increased to
US$1.716 billion from US$1.683 billion the previous
year. Data from Suriname’s Debt Management Office
shows that in 2018, the country’s total public debt was
estimated at 62.5 percent of GDP. External debt as a
percentage of GDP was estimated at 43.2 percent of
GDP and domestic debt at 19.3 percent of GDP.

The estimate of the external currentaccount deficit
for 2018 was 4.5 percent of GDP. Preliminary estimates
from the Central Bank of Suriname show a current
account deficit of US$188.8 million (equivalent to 4.5
percent of GDP) at the end of 2018, relatively higher than
the deficit of 0.1 percent in 2017.

International reserves continue to improve.
International reserves increased to US$589 million in
January 2019 (equivalent to roughly 3.5 months of import
cover) from US$444.6 million in January 2018.

A new governor of the Central Bank of Suriname was
appointed during the year. The previous gowvernor
resigned on February 12 and a new gowvernor was
appointed on March 1 along with new directors for
Monetary and Economic Affairs and for Bank Business
and Banking.
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Trinidad and Tobago

Trinidad and Tobago’s economy is expected to grow
in the medium term. The economy contracted by 6
percent in 2016 and by another 2.6 percent in 2017.
Recently, however, there has been a turnaround in the
energy sector due to new gas fields coming on stream,
increased investment by large oil and gas companies,
and sustained higher energy prices. The recowery in the
energy sector is expected to put Trinidad and Tobago on
a positive growth path. The IMF projects the economy to
grow by 1.5 percent in the medium term.

The government is continuing its program of fiscal
consolidation. The budgeted deficit for FY2018/19is 2.5
percent of GDP, largely financed by domestic sources.
Policy measures include strengthening social safety nets,
further reducing fuel subsidies, and implementing a
property tax. With interest payments expected to reach
2.3 percent of GDP, the FY2018/19 budget is projected to
come close to a primary balance. Fiscal revenues for the
first quarter of FY2018/19 turned out better than
expected, in large part due to high natural gas prices.

Public sector debt is stabilizing and has a favourable
risk profile. At the end of December 2018, public debt
stood at 62.2 percent of GDP, 1 percentage point up from
61.2 percent in December 2017. Central government debt
reached 43.5 percent of GDP at the end of 2018 and
mostly includes domestic securities denominated in local
currency. In view of sizable assets in the Heritage and
Stabilization Fund (25.7 percent of GDP) and liquid
holdings in sinking funds (of about 5 percent of GDP) to
cowver principal payments, risk of debt distress in the short
term is negligible.

The tightnessin the foreign exchange market may be
easing, but excess demand persists. Recently the
supply of foreign exchange has increased due to sizable
investments by energy companies, tax reforms, and
fawourable production and price conditions in the gas
sector. As aresult, international reserves stood at US$7.6
billion — equivalent to eight months of imports — at the end
of December 2018, up from US$7.4 billion in October
2018. Nevertheless, given reports that some companies
with large import needs hawe left the market, while other
companies have switched to import substitution,
indications are that the foreign exchange market is still in
a state of disequilibrium.

S BY COUNTR
Organisation of Eastern Caribbean States

The Organisation of Eastern Caribbean States (OECS)
region recorded moderate economic growth at the
end of 2018. Following economic growth averaging 0.7
percent in 2017, the OECS region saw an improvement
estimated at 2.8 percentin 2018. Economic growth inthe
region ranged from 0.5 percent in Dominica to 4.8 percent
in Grenada and 4.9 percent in Antigua and Barbuda.
Economic activity during the year was boosted by tourism
dewelopments, business senices, agriculture, and
construction activity, as well as by recovery in some
cases from extreme weather events in 2017. The growth
outlook, projected at 2.9 percent in 2019, willdepend on
dewelopments in the global economy. At the same time,
growth is expected to continue in Dominica, as recovery
from the 2017 hurricane season continues.

The region witnessed an improved tourism
performance during the first nine months of 2018.
Total \isitor expenditure grew by 1.5 percent to reach
US$1.369 hillion at the end of September 2018. Total
visitor arrivals increased by 6.4 percent, with the cruise
passenger segment driving this increase with growth of
7.5 percent. In particular, total visitor arrivals grew by
around 44 percent in St. Vincent and the Grenadines,
boosted by higher cruise ship calls. The number of cruise
passenger arrivals almost doubled in St. Vincent and the
Grenadines. At the same time, Grenada and Antigua and
Barbuda witnessed an increase in total \isitors of 20
percent and 14.6 percent, respectively. On the other
hand, tourism performance continues to be weak in
Dominica following the adwerse impact of the 2017
hurricane season, as the number of stay-over visitors by
air fell by 36.2 percent at the end of the first nine months
of 2018.

Access to credit remains a challenge in the OECS.
Throughout the region, credit to the private sector grew
marginally by 0.5 percent as of the end of November
2018. Howeer, there was some heterogeneity across the
region, with an expansion of credit in Grenada (3 percent)
and Antigua and Barbuda (2.2 percent) but more modest
growth in St. Kitts and Newis (1.3 percent) and St. Vincent
and the Grenadines (0.8 percent). Dominica and St. Lucia
experienced a contraction in private sector credit of -1.4
percent and -1.8 percent, respectively.
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Consumer prices increased for most of the OECS
countries as of the end of September 2018. There
were increases in the inflation rate ranging from 0.2
percent in Antigua and Barbuda to 0.7 percent in
Dominica. Most of the rise in inflation was a consequence
of higher prices for a number of food items and for gas
and fuels. On the other hand, the inflation rate declined
by 0.4 percent in St. Kitts and Nevis and 0.1 percent in St.
Lucia.
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Contributors: Henry Mooney, Juan Pedro Schmid, and Maria Alejandra Zegarra
The Importance of Financial Access and Inclusion for Development

Why is financial access and inclusion so important? Emerging research suggests positive linkages between
financial depth, access to finance, and development outcomes. For example, recent evidence suggests that financial
access and inclusion are crucial for development and poverty reduction, and that the poor stand to benefit considerably
from the use of basic payments, savings, and insurance senices.! Similarly, for firms — particularly small and newly
established enterprises — access to financial senices is associated with stronger innovation, job creation, and growth
performance. Other research also finds a strong positive relationship between financial inclusion and income equality. In
this context, many countries around the world have begun to design financial development and inclusion strategies and
polices with the aim of supporting faster and more inclusive economic growth.

Definitions
Financial depth and development, access, and inclusion are distinct but related concepts, particularly for developing countries.

e Financial depth generally refers to the degree to w hich financial markets — particularly credit markets — are sufficient to meet
the needs of domestic agents, including the public and private sectors.

e The concept of financial development extends beyond the sufficiency of markets to include a broader set of financial
instruments and services, including securitized assets (e.g., debt and equity), synthetic instruments (e.g., futures, forw ards,
options, etc.), and other financial services (e.g., pensions, insurance, etc.).

e Financial access focuses on the degree to which actors are able to make use of financial products and services, regardless
of the degree to which the market is developed — for example, w here public entities have ready access to financial products
and services, w hile private agents have difficulty doing so.

e Financial inclusion focuses on the ability of vulnerable and marginalized groups within a country (e.g., small and micro
enterprises, those in the informal sector, poor and rural communities, minorities, etc.) to participate in the financial system or
make use of related services such as deposit accounts, borrow ing, insurance, pensions, etc.

Link to the United Nations Sustainable Development Goals (SDGs). Financial access and inclusion are considered
to be among the most important building blocks for achieving the 2030 SDGs, and related issues are featured as targets
in eight of the 17 goals (highlighted in blue in Table 1).2

Table 1. United Nations Sustainable Development Goals

Goal 1. End povertyin all its forms everywhere.

Goal 2. End hunger and achieve food security and improved nutrition and promote sustainable agriculture.
Goal 3. Ensure healthy lives and promote well-being for all at all ages.

Goal 4. Ensure inclusive and equitable quality education and promote lifelong learning opportunities for all.

Goal 5. Achieve gender equality and empow er allwomen and girls.

Goal 6. Ensure availability and sustainable management of water and sanitation for all.

Goal 7. Ensure access to affordable, reliable, sustainable, and modern energy for all.

Goal 8. Promote sustained, inclusive, and sustainable economic growth, fulland productive employment,and decent
work for all.

Goal 9. Build resilientinfrastructure, promote inclusive and sustainable industrialization, and foster innovation.
Goal 10. Reduce inequality within and among countries.

Goal 11. Make cities and human settlements inclusive, safe, resilient, and sustainable.

Goal 12. Ensure sustainable consumption and production patterns.

Goal 13. Take urgent action to combat climate change and its impacts.

Goal 14. Conserve and sustainably use the oceans, seas, and marine resources for sustainable development.

Goal 15. Protect, restore, and promote sustainable use of terrestrial ecosystems, sustainably manage forests, combat
desertification, and halt and reverse land degradation and halt biodiversity loss.

Goal 16. Promote peaceful and inclusive societies for sustainable development, provide access to justice for all, and build
effective, accountable, and inclusive institutions at all levels.
Goal 17. Strengthen the means of implementation and revitalize the global partnership for sustainable development.

Source: United Nations Sustainable Development Knowledge Platform.

! For a detailed discussion of related issues, see Henry Mooney, “Jamaica: Financial Development, Accessand Inclusion: Constraintsand Options,”
IDB Policy Brief No. 301, Inter-American Development Bank, 2018.
2 Additional information available at http:/www.uncdf.org/financial-inclusion-and-the-sdgs.
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Costs and Accessto Finance: A Crucial Challenge for Caribbean Countries

The cost of finance and access to finance are key impediments to firm productivity and performance in the
Caribbean. Caribbean firms responding to the 2014 PROTEQIN® Caribbean Enterprise Surey ranked the costs of
finance and access to finance as among the most significant constraints to improving firm-level productivity and
performance (Figure 1). Other significant constraints commonly identified included tax rates and administration,
competitor business practices, crime and disorder, electricity, and corruption. In this context, addressing obstacles to
financial development, access, and inclusion in the region must be considered a key component of effective country
dewelopment strategies. The following country-specific briefs focus on related issues, with a particular focus on common
challenges and areas where policy interventions and institutional reforms may help to promote progress.

Figure 1. Constraintsto Firm Productivity and Performance: Responsesto the 2014 PROTEqQIN Caribbean
Enterprise Survey (percent of firms for each country)

1. Access to Finance 2. Cost of Finance

40% 50%
35% 45%
40%

30%
35%
25% 30%
20% 25%
15% 20%
15%

10%
10%
5% 506
0% 0%

Jamaica Barbados  The OECS* Guyana Suriname Trinidad & Trinidad & Guyana Jamaica Suriname Barbados OECS* The
Bahamas Tobago Tobago Bahamas
= Major obstacle mVery severe obstacle = Major obstacle mVery severe obstacle

Source: 2014 PROTEQIN Caribbean Enterprise Survey.

Note: Population resultsbased on number of firmssampled ineach country.

*Organisation of Eastern Caribbean States (OECS) countriesincludedin the composite index are Antiguaand Barbuda, Dominica, Grenada, St. Kitts
and Nevis, St. Lucia, and St. Vincentand the Grenadines.

Financial Development acrossthe Region: A Broad Range of Outcomes

Caribbean countries are diverse in terms of their economic structure, geographic and demographic characteristics,
income lewels, and other socio-economic features. Not surprisingly, this is also true in terms of countries’ levels of
financial depth and development. For example, the ratio of domestic private credit to GDP* in 2015° — a common
indicator of financial sector depth — ranged from 62 percent for Barbados, to as low as 30 percent for Jamaica. In
comparison, the average was 147 percent for all high-income countries, 94 percent for middle-income countries, 19
percent for low-income countries,® 189 percent for North American countries, 98 percent for European Union members,
and 49 percent for Latin American and Caribbean countries as a whole (Table 2).

For some countries, financial deepening has accelerated considerably since the 1990s, while other countries
have remained stagnant. Countries such as Barbados and The Bahamas have seen their financial sectors deepen
since the 1980s, in line with the implementation of policies aimed at expanding the sector, including for offshore clients.
Other countries like Guyana, Trinidad and Tobago, and Suriname have seen market depth oscillate considerably. In this
context, financial deepening has been largely stalled since 1970 for both Jamaica and Suriname, in part owing to policy
inconsistency driving poor performance, external shocks, and financial crises (Figure 2).

® Productivity, Technology, and Innovation inthe Caribbean (PROTEgIN) isan enterprise and indicator survey first undertaken aspart of the World
Bank's 2010 Latin American and Caribbean Enterprise Surveys (LACES). It was last updated in 2014. The projectwassponsored by the Inter-
American Development Bank(IDB), the UK’s Department for International Development (DFID), and the Governmentof Canada.

* Includesfundsprovidedto the private sector by financial corporations (e.g., loans, non-equity securities, trade credit, etc.)

® Atthe time of thispublication,2015wasthe latest data point available fora comparable cross-country dataset. The data are from the World Banks
data portal, based on the IMF'sInternational Financial Statisticsand data filesand on GDP estimatesby the World Bank.

® Income groupsare defined perthe World Banksdefinition, with middle-income countriesdefined asthose with a 2015 GNI per capita between
US$1,026 and US$12,475, and low-income countriesasthose with a GNI percapita below US$1,026 inthe same year.
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Table 2. Per Capita GDP and Domestic Credit to the Private Sector
Country /Country Group 2015 GDP per capita (current US$) | 2015 Domestic credit to private sector (%GDP)

NORTH AMERICA 54,918 189.1

EAST ASIA AND PACIFIC 9,541 149.5

HIGH INCOME 40,078 146.6

EUROPEAN UNION 32,048 97.9

MIDDLE INCOME 4,832 95.4

St. Lucia 8,076 89.6

PACIFIC ISLAND SMALL STATES 3,636 69.9

SMALL STATES 11,407 68.6

Brazil 8,757 66.8

Barbados 15,558 61.7

St. Kitts and Nevis 16,145 58.8

Grenada 9,212 58.1

Bolivia 3,077 58.1

Belize 4,850 57.8

Paraguay 4,109 57.5

MIDDLE EAST & NORTH AFRICA 7,351 56.7

Honduras 2,326 54.6

The Bahamas 22,888 54.3

Dominica 7,070 53.6

St. Vincent and the Grenadines 6,740 52.7

Antiguaand Barbuda 13,567 51.6

LATIN AMERICA & CARIBBEAN 8,493 49.3

SOUTH ASIA 1,551 47.3

Colombia 6,045 47.2

SUB-SAHARAN AFRICA 1,592 45.7

El Salvador 4,127 44.5

Guyana 4,137 42.3

Peru 6,030 37.4

Trinidad and Tobago 17,322 37.1

Nicaragua 2,096 36.9

Suriname 8,819 35.4

Guatemala 3,924 34.4

Mexico 9,143 32.5

Jamaica 4,966 29.9

Dominican Republic 6,468 27.1

Ecuador 6,205 27.0

LOW INCOME 626 19.3

Haiti 815 18.4

Argentina 13,467 14.7
Sources: World Bank, World Developmentindicators; International Monetary Fund, World Economic Outlookdatabase; and authors'
calculations. Data for Barbadoscalculated from the 2016 IMF Article IV staff report.
Note: Data for 2015 are shown because they provided the broadest comparable dataset. Sample limited to LatinAmerica and the
Caribbean and both income andregional aggregates. Countriesthat correspond to the IDB’sCaribbean Country Department are
listed in red. Regional averagesare in blue,and averagesforincome aggregatesare in green. There wasa large downward revision
to the reported ratio of credit to GDP for The Bahamasin the WDI database in 2019, relative to what had been previously reported.

Policies and exogenous shocks have influenced financial development across countries, but other geographic,
demographic, structural, and socio-economic factors have also presented hurdles to financial access and
inclusion. High debt levels and substantial government borrowing constrained private credit and financial development
in a number of countries. This forced some governments to rely heavily on domestic markets — particularly the banking
system —to meet funding needs, which crowded out private financing. Policy failures and inconsistencies hawve also led
to high and volatile inflation, as well as large swings in ether the nominal or real exchange rates for many countries over
time, with implications for savings and investment behaviour. Similarly, Caribbean countries tend to be small, open
economies, suffering from both climatic and economic wilnerabilities to external shocks, which have also influenced the
dewelopment of financial sectors in the region. But other factors common to many countries throughout the world have
also affected these outcomes, including policies and regulatory issues as well as socio-economic characteristics.

Common and Country-Specific Impedimentsto Broader Inclusion

Financial access and inclusion outcomes are closely and inextricably linked to financial development and
depth. Shallow and underdeweloped sectors are rarely able to sene the needs of marginal and wilnerable communities.
But other factors beyond financial depth and development also affect the ability of poorer people, rural communities,
small and micro enterprises, or other marginalized and challenged groups to take full advantage of banking and finance.
While impediments to financial access and inclusion can vary considerably across countries, and range from policy and
regulatory hurdles to geographic and cultural factors, many have emerged as common challenges.
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Figure 2. Financial Deepening for the C6 Countries (credit to private sector in percent of GDP)
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Cross-country evidence. For example, the World Bank’s Global Financial Development Report 2014: Financial
Inclusion provided an extensive analysis of financial development, access, and inclusion issues. This analysis identified
seven major reasons why people from both developed and deweloping countries do not own or use formal bank
accounts, based on a cross-country survey of 70,000 unbanked individuals across regions. As shown in Figure 3, the
suney found that a lack of financial resources (number 1), high costs of opening and maintaining accounts (number 3),
lack of accessibility of financial senice providers (number 4), and a lack of required documentation (number 5) were
among the most common reasons for remaining outside of the formal financial system. Many of the impediments to
financial inclusion identified from the cross-country suney are relevant to Caribbean countries.

Figure 3. Reasons for Not Having a Bank Account (percent of respondents)

1. Not Enough Money 30
2. Family Member has Account 25
3. Too Expensive 23
4. Not Accessible 20
5. Lack of Documentation 18
6. Lack of Trust 13
7. Religious Reasons 5

0 5 10 15 20 25 30 35

Adults without an account (percent)

Source: World Bank, 2014 Global Financial Development Report: Financial Inclusion.
Note: Respondentscould choose more thanone reason.

Country Briefs

The country-specific briefs in this Quarterly Bulletin focus on the above-mentioned issues in an effort to go beyond the
headline data and examine the key factors that may be holding back financial development, access, and inclusion in
Caribbean countries. The analysis considers a number of related indicators linked to common challenges facing small
and medium-sized enterprises and individuals in accessing credit and financial senices. Related policy initiatives and
options are also explored, with a view to highlighting country-specific recommendations with the potential to support
broader financial access and inclusion.
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Highlights

e The government of The Bahamas has committed to the development of a National Financial Inclusion Strategy by 2020.

e The 2018 National Financial Literacy Report (NFLR) shows that the country's performance levels fall within the ranges
estimated for G20 countries.

e The financial literacy campaign, Get Money Smart, developed from the NFLR 2018. Its aim is to improve the financial capability
of all residents of The Bahamas.

e Challenges exist as a result of the geographical profile of the islands, the costs of financial services within an oligopolistic
market structure, and differences inlevels of income distribution that are widening.

Introduction

The Bahamashasbenefited from a new structural and fiscal culture thathasseen reform of public sector financial
management and the introduction of cost-cutting measures, along with new fiscal responsibility legislation
targetingthe budgetdeficitand gradually reducingthe debt burden. Despite the progress, however, concerns remain
regarding putting in place measures to enhance private sector competitiveness by lowering the cost of capital and
improving access to finance within the archipelagic nation. The promotion of financial deepening, access, and inclusion
will help reduce economic bottlenecks slowing private sector growth and help the economy reach higher levels of potential
growth.

Through the Central Bank of The Bahamas (CBoB), the government has committed to support the development
of a National Financial Inclusion Strategy by 2020. Committing to the Maya Declaration and joining the Alliance for
Financial Inclusion, along with committing to introduce a digital version of the Bahamian currency by 2020, are all part of
current financial deepening efforts. The aim is to broaden levels of access to banking and payments senices throughout
the country. In addition, the government has started plans to develop a credit bureau by 2020 to help foster trust and
accountability between supenised financial institutions and their customers. Through its anti-money
laundering/combatting the financing of terrorism guidelines released in the fourth quarter of 2018, the government has
deweloped a simplified due diligence standard for low-risk natural person. Commercial banks have been encouraged to
lower account fees for customers with a lower economic profile. It is expected that the adoption of these measures wil
gradually strengthen the existing financial system and deepen access for residents of the archipelago.

Thisbrief will examine results of recent surveys on financial access, develop key inclusion indicators, and show
possible impedimentsto further progress on inclusion within the financial sector.

Costs of Finance and Accessto Finance — Survey Results

The costs of finance and accessto finance are identified as major constraints to private sector productivity and
growth. As shown in Figure 1, firms responding to the 2014 PROTEQIN Caribbean Enterprise Survey ranked access to
and the costs of finance as among the most significant constraints to firm-level productivity and performance.*! Other
challenges identified by sunvey participants included workforce skills and education, competitor practices, electricity, and
the tax administration. Key drivers of these constraints are the level of development of domestic financial markets, and
structural factors impeding access to finance and inclusion. The remainder of this brief focuses on factors driving these
concerns regarding the costs offinance and accesstoit, particularly matters that may relate to policies or other institutional
issues that can be influenced by public policies or other types of focused reform.

' Productivity, Technology, and Innovation in the Caribbean (PROTEqIN) is an enterprise and indicator survey first undertaken as part of the Word
Banks 2010 Latin American and Caribbean Enterprise Surveys(LACES). It was last updated in 2014.
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Figure 1. Constraintsto Firm Productivity and Performance according to the 2014 PROTEqQIN Caribbean
Enterprise Survey (number of firms responding)
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Source: 2014 PROTEQ(IN Caribbean Enterprise Survey.
Note: Population resultsbased on number of firmssampled ineach country.
* Individual cost and accessto finance indicatorswere aggregated to produce the resultinthisbar.

The CBoB commissioned a financial survey of a representative sample of the population in October 2017.? The
suney established a framework to promote financial literacy and develop financial benchmarks. The main findings were
that literacy performance levels of the archipelagic nation fell within the ranges estimated for G20 countries,* that is, The
Bahamas’ performance was not measured within the outlier range. However, the survey found that existing knowledge of
financial products did not translate into positive changes in personal behaviour. There remains scope for further education
of Bahamian households on several long-term savings and investments instruments, beyond the standard primary deposit
and loan senices provided by financial institutions (National Financial Literacy Report 2018).

The survey also covered the areas of financial behaviour and attitudes towards longer-term financial planning.
Financial behaviour was evenly divided between those who seek to spend now before saving versus those who save first
before spending. Most residents expressed concern about finding viable financial options to achieve theirlong-term goals.
Findings regarding the use of financial buffers as a measure of security varied, as some 48 percent of households had
up to six months of income saved for emergencies, versus 13 percent that had only one month or less of savings.

® Thissurvey was administered randomly by telephone to 1,000 residentsthroughout The Bahamas, with each respondent interviewed for an average
of 18.4 minutes. The sample resultswere then weightedto reflectthe demographic distribution of the latest population census. Persons were polled on
their knowledge and use of financial products, and their familiarity with certain financial concepts. In line with international benchmarking, induding
featuresofthe approach used by the Organisationfor Economic Co-operationand Development, individualswere tested on their understanding of key
concepts such as the effect of interest rates and inflation on savings and the purchasing power of money (Central Bank of The Bahamas National
Financial Literacy Report 2018)

! See the “2017 G20/OECD Report on Adult Financial Literacy in G20 Countries.” Available at: http:/www.oecd.orgfinance/q20-oecd-infe-report-adult-
financial-literacy-in-g20-countries.htm.
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The financial literacy campaign, Get Money Smart,? was developed from the recent surwey. Its aim is to improve the
financial capability of all residents of The Bahamas.?

Credit Market Depth

The Bahamas' credit markets are relatively robust and above the level of many regional peers. Figure 2 illustrates
that the country’s ratio of domestic private credit to GDP of 54 percent in 2015 was abowe the regional average for Latin
America and the Caribbean (49 percent), and ahead of all other C6 countries except Barbados.* In this context, the
financial sector is relatively well deweloped and functionally dynamic, and it provides several different types of
intermediation, as credit remains strong and on par or above other major financial economies.

Figure 2. Domestic Credit to Private Sector, 2015 (percent of GDP)
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Sources: World Bank, World Development Indicators; International Monetary Fund, World Economic Outlookdatabase; and author'scalculations

Country-Specific Barriersto Access and Inclusion

As shown in Figure 3, cross-country surveys have identified seven major challengesto financial access and
inclusion: ((1) not enough money, (2) family member has an account, (3) costs of opening and maintaining accounts are
too expensive, (4) lack of accessibility, (5) lack of documentation, (6) lack of trust, and (7) religious reasons. A number of
these are relevant to Jamaica and are discussed below.

Not enough money. The Bahamas is a high-income country,” and indices of general wealth have remained relatively
steady. Howewer, the Gini coefficient of income distribution increased from .44 in 2009 to .46 in 2011 (PAHO Annual
report 2012), indicating that the income share of the top 20 percent of the population was about 16 times the share of the
bottom 20 percent (IMF Article IV Report 2015).% The evidence suggests that inequality among the residents of The
Bahamas is a leading factor in financial inequality.

Too expensive. The cost of financial senices reflected in rising lending rates limits access to credit and strengthens
barriers to financial inclusion. Spreads between deposit and lending rates increased by almost 3 percent from 2010 to an
estimated level of 10.4 percent in 2018, roughly 2 percent higher than countries in the Latin America and Caribbean
region. The oligopolistic nature of the commercial banking market limits price competition within a profitable sector.®
Return on equity (ROE) lewvels were favourably measured at 6.8 percent in 2017, slightly below the 7.9 percent level at
the end of 2016 (Central Bank of The Bahamas 2018 Report).

® See https.//www.getmoneysmartbahamas.com/.
® The CBoB, in partnership with the Clearing Banks Association, will disseminate information throughthe media and special eventsearlyin 2019.
The C6 countriesare The Bahamas, Barbados, Guyana, Jamaica, Suriname, and Trinidad and Tobago.
" Per capita GDP measured at over US$30,500 (IMF Article IV Report 2018).
& A Gini index coefficient of zero implies perfectincome equality, and a coefficient of 100 implies perfect inequality.
° The definition of an oligopoly isa five-firm concentration ratio of more than 50 percent (thismeansthat the five biggest firmshave more than 50 percent
of the total market share).
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Figure 3. Reasons for Not Having Bank Account (percent of respondents)

Mot enough Mmoney 20
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Source: World Bank, Global Financial Development Report 2014: Financial Inclusion.

Not accessible. The geographic profile of the nation — most of the population resides in the islands of New Providence
(with Nassau as its capital) and Grand Bahama — creates particular access challenges that require the provision of
financial resources across vast areas of sea and in some places sparsely populated islands. This affects banking costs
within the financial sector. The outer-most regions of the Family Islands within the archipelagic chain, where roughly 15
percent of the general population resides, appear to be most affected.

Lack of documentation. According to a report from the International Organization for Migration (IOM), an estimated
50,000 undocumented migrants from Haiti are living in The Bahamas.® Some 5,000 are registered workers according to
the IMO and up to some 13,000 dependent family members are reliant on these workers. The IMO reported mast
undocumented immigrants are unable to open a bank account and experience other issues common to being stateless
within the archipelago.

Lack of trust. The financial literacy survey conducted in October 2017 found that while Bahamians had knowledge of
basic financial products and senices, their philosophy has not translated into positive personal actions or higher usage
of more sophisticated instruments such as long-term savings and investments products.

Looking Aheadto 2020 and Conclusions

A National Financial Inclusion Strategy is expected to be in place in The Bahamas by 2020. The gowvernment’s
commitment has included committing to the Maya Declaration and joining the Alliance for Financial Inclusion (AFl), as
well as developing a national digital currency to broaden access throughout the archipelagic nation and further strengthen
the financial sector. Concerns arising from the recent financial literacy survey regarding improving current financial
behaviour and attitudes towards long-term financial planning are addressed through the recently developed Get Money
Smart financial literacy program. However, challenges to greater financial inclusion remain as a result of the geographical
profile of the islands (especially the southern-most parts of the archipelago), the costs or fees of financial senices within
an oligopolistic market structure and widening levels of income distribution reflected in the Gini coefficient.

" Rupert Missick, Jr., “Haitians: Up To 50,000 Living In Bahamas Without Documents,” Tribune 242, July 29, 2013. Available at
http://www.tribune242.com/news/2013/ul/29/haitians-50000-living-bahamas-without-documents/.
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Highlights
o A weak business climate, as well as firms’ cost and access to finance have been identified as key challenges to
development in Barbados.

e The macroeconomic and fiscal environment, current bureaucratic processes and some features of the institutional and
regulatory framework likely hinder access and increase cost of finance for firms.

e Policy recommendations include supporting faster growth and macroeconomic stability, addressing regulatory and
related hurdles, promoting more information on creditworthiness and pursuing a financial inclusion strategy.

Introduction

Restoring macroeconomic stability and promoting private sector activity will be necessary to facilitate faster and
more inclusive development in Barbados. Following years of slow growth, recurring fiscal deficits, and unsustainably
high debt levels (over 150 percent of GDP in 2018), the Gowernment of Barbados launched further fiscal and
macroeconomic reforms in 2018, known as the Barbados Economic Recowery and Transformation Plan (BERT). BERT
will be underpinned by a four-year adjustment program with the International Monetary Fund (IMF). Key pillars of this
effort include further fiscal consolidation measures, debt restructuring, economic and growth enhancing reforms. In this
context, major challenges include the fact that the business environment remains weak — Barbados ranked 129" out of
190 countries in the World Bank’s 2019 Doing Business Report —and access to finance remains inadequate. This chapter
focuses on factors contributing to these challenges, and policies or other interventions that may be warranted to overcome
related hurdles.

Costs of Finance and Accessto Finance — Survey Results

Figure 1. Constraintsto Firm Productivity and Performance according to the 2014 PROTEQIN Caribbean
Enterprise Survey (number of firms responding)
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Source: 2014 PROTEQIN Caribbean Enterprise Survey.
Note: Population resultsbased on the number of firmssampled ineach country.

Access and cost of finance are identified as key challengesto private sector operationsin Barbados. As shown
in Figure 1, firms responding to the 2014 PROTEQIN Caribbean Enterprise Sunvey found the costs of finance and access
to financial senices to be among the most commonly reported constraints to firm productivity and performance, along
with electricity, workforce skills, access to land, taxes, and other factors.* This result is reinforced by the World Bank's
2019 Doing Business Report, which ranks Barbados 144" out of 190 countries on getting credit — well below the average

1 productivity, Technology, and Innovationin the Caribbean (PROTEq|IN) isan enterprise and indicator survey first undertaken aspart of the World
Banks 2010 Latin American and Caribbean Enterprise Surveys(LACES). It was last updated in 2014.
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for Latin America and the Caribbean. The remainder of this chapter focuses on factors driving concerns regarding the
costs of and access to finance, particularly those that may relate to policies or other institutional issues.

Credit Market Depth and Access

Credit marketsin Barbados are deep relative to regional peers, but relatively underdeveloped when compared to
other countries at similar income levels. Figure 2 highlights that Barbados’ ratio of domestic private sector credit to
GDP, ofabout 62 percentin 2015, was higherthan the average for Latin American and Caribbean countries (at 49 percent)
and all other C6 countries.?* However, this was lower than the averages for high-income and middle-income countries
(at 147 percent and 95 percent, respectively). In this context, while Barbados compares favourably with countries in the
region, progress is required in order catch up with other countries around the world at similarly levels of per capitaincome.

Figure 2. Domestic Credit to Private Sector, 2015 (percent of GDP)
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Sources: World Bank, World Development Indicators; International Monetary Fund, World Economic Outlookdatabase; and author'scalculations

Country-Specific Barriersto Financial Access and Inclusion

As shown in Figure 3, cross-country surveys have identified seven major challengesto financial access and
inclusion: (1) not enough money, (2) family member has an account, (3) costs of opening and maintaining accounts are
too expensive, (4) lack of accessibility, (5) lack of documentation, (6) lack of trust, and (7) religious reasons. A number of
these are relevant to Barbados and are discussed below.

Figure 3. Reasons for Not Having Bank Account (percent of respondents)
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Source: World Bank, Global Financial Development Report 2014: Financial Inclusion.

Not enough money. Lack of wealth and the unavailability of financial resources have been reported as the most
significant impediments to financial access and inclusion across surveyed countries in the 2014 World Bank Global

2Includes funds provided to the private sector by financial corporations—for example, loans, purchases of non-equity securities, trade
credit, and other accounts receivable establishing a claim. Data for 2015 were used as they provided the broadest available cross-
country series for comparison.

3 The C6 countries are The Bahamas, Barbados, Guyana, Jamaica, Suriname, and Trinidad and Tobago.
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Financial Development Report. With per capita GNI of US$15,558 in 2015, Barbados is classified as a high-income
economy (the category includes countries with per capita GNI of US$12,056 or more), placing it near the top of the
distribution for all countries in Latin America and the Caribbean. Despite a relatively high incidence of poverty (with an
individual poverty rate of 25.7 percent in 2016), the country fares well in terms of income distribution. As shown in Figure
4, Barbados’ Gini index of 32 in 2016 compares well relative to other C6 countries, as well as with the Latin American
regional average of 48. In this context, unlike many other countries in the region, lack of resources is not likely to be the
most significantimpediment to financial access and inclusion in Barbados.

Figure 4. Income Inequality, 2013 (Gini coefficient)
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2016/2017.
Note: A Giniindex coefficient of zero implies perfect income equality, and a coefficient of 100implies perfectinequality.

Not accessible. Unlike several other countries inthe region, physical accessto financial senices appears to be adequate
in Barbados, while burdensome account registration and other bureaucratic processes do seem to pose challenges.
Despite having only about 32 percent of its population living in urban areas, the small size of the country (431 km?) means
that bank access points are readily available. For example, there were 128 automated bank teller machines (ATMs) per
1,000 km? in Barbados in 2016, compared to the average of about 54 ATMs per 1,000 km? for all C6 countries.* Along
with adequate road and transport networks, limitany challenges that might stemfrom physical accessto financial senvices.
Howevwer, firms and residents alike report facing burdensome documentation and other administrative requirements for
establishing accounts and accessing financial senices — for example, “know-your-customer” and disclosure requirements
—that can impact costs and limit access to financial senices.

Lack of trust. The degree to which people have confidence in the financial system has been identified as a key
impediment to financial access and inclusion across countries. Barbados has awell-capitalized and liquid financial system,
that has remained strong and stable throughout the domestic public debt restructuring. Between 2013 and 2017, total
financial system assets grew at a healthy pace, and loan to deposit ratios were buoyant—ranging between 62% and 70%.
Financial system liquidity also increased over the period, as measured by the ratio of liquid assets to total assets—
reaching 27% in 2016 and 2017. In this context, firms and other knowledgeable market participants are likely to have
confidence in the system as a whole. Another factor that is closely associated with trust is the level of financial literacy —
that is, knowledge regarding the nature and benefits of the banking system. Some countries have undertaken surveys to
assess levels of financial literacy, ® but no in-depth survey-based analysis has been undertaken for Barbados. A useful
proxy closely linked to financial literacy is the level of higher education. In this context, Barbados performs well by
international standards, ranking 30th out of 138 countries for which data is available with a gross enrolment rate in tertiary
education of 65 percent in 2011, and an average of 15.4 years of schooling. This is in line with member countries of the

* IMF Financial Access Survey, see: http://data.imf.org/?sk=E5DCAB7E-A5CA-4892-A6 EA-598B5463A34C
® For a discussion of financial literacy surveysand related methodologies, see http://www.oecd.org/finance/financial-
education/2015finlitmeasurementexercise.htm.
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Organisation for Economic Co-operation and Development (Figure 5).° In this context, alack oftrust is not likely to present
a major barrier to access or inclusion.

Source: World Bank, World DevelopmentIndicators.

Figure 5. Tertiary Education, 2011 (gross enrolment rate in percent)
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Conclusions and Areas for Reform

Barbadoshasstrong outcomesin many areasrelated to financial development and inclusion, but also suffers
from a number of challengesthat could be addressed through policies and reforms. Barbados is a high-income
country with a strong and stable banking system, and abundant infrastructure. It also has strong indicators in terms of
education linked to financial literacy. However, enterprise surveys as well as other surveys report that the costs of and
access to finance remain key impediments to growth and development, suggesting that further efforts are needed to
improve conditions and support faster private-sector-led growth. In this context, a number of challenges common to
countries across the world have been identified as relevant to Barbados, suggesting that the following policy interventions
or other reforms in related areas should be considered, including:

Promoting faster growth and macroeconomic stability. Despite Barbados’ high lewvels of income and relatively
strong development outcomes when compared to other countries in the region, efforts to ensure that policies are
consistent with long-term macroeconomic stability are important for supporting financial sector development and
access.

Regulatory and related hurdles. Market participants report that burdensome administrative and documentary
requirements for establishing accounts and undertaking various types of transactions, constitute challenges to
financial access and inclusion. Policymakers and regulators should consider ways to reduce related barriers, to the
extent that this can be accomplished without compromising prudential and related standards.

Availability of information regarding credit histories and financial risks. Lack of information regarding credit
risks inherent to would-be borrowers has been reported by financial institutions as a significant impediment to credit
and other financial transactions. A lack of credit registries or other related institutionsin Barbados has likely supported
increased borrowing costs and collateral requirements in order to manage uncertainty and risks. In this context,
policymakers, regulators, and private sector participants should focus on dewveloping related infrastructure and
supporting regulation to help address information gaps, which would support more competitive pricing of senices.

A comprehensive financial inclusion strategy. Many countries in the region and around the world have, with the
support and assistance of international development partners, developed comprehensive financial development and
inclusion strategies. These strategies tend to focus on a holistic approach to identifying policy failures and
infrastructure and institutional gaps, as well as other country-specific barriers to access and inclusion.’ Barbados has
yet to initiate such a process but doing so could serve as an important catalyst for progress in related areas.

® Bythismeasure, Barbadosranks 40th out of 188 countriesfor expected yearsof schooling (of children)in 2013. See
http://hdr.undp.org/en/content/expected-years-schooling-children-years.

" For example, see Jamaica’srecently launched Financial Inclusion Strategy, which hasbeen developed and implemented with support fromthe Inter-
American Development Bank Available at: http://boj.org.jm/pdf/Jamaica NFIS Final Draft.pdf.

16


http://hdr.undp.org/en/content/expected-years-schooling-children-years
http://boj.org.jm/pdf/Jamaica_NFIS_Final_Draft.pdf

Quarterly

Bulletin
March
2019

Contributors: Victor Gauto, Henry Mooney, Eton Bollers

Highlights

e The Bank of Guyana launched its National Payment System Development Plan in 2018. It aims to build a robust, safe,
efficient, modern and inclusive payment system. Additionally, the National Payment System Bill was passed in 2018.

e The Deposit Insurance Bill was also passed in 2018, partially protecting depositors in cases of financial institution
insolvency.

Introduction

Progress with economic and financial development in Guyana has been strong in recent years, though
challengesremain in terms of broadening access to finance, particularly for the most vulnerable. Guyana has
seen strong growth since 2006, with an average annual GDP grow rate of nearly 4 percent per year over the last 10
years. This is considerably stronger than the less than 1 percent average annual growth rate for C6 countries over the
same period, and the Latin American and Caribbean average of 1.8 percent per year.* The global commodity price
boom of the last decade contributed rapid economic growth, given Guyana’s wealth of resources. Economic activity
and performance become more broad-based in recent years, with the non-mining sector estimated to have grown by
4.3 percent in 2018. The medium-term outlook remains positive, particularly driven by many oil discoweries since
2015, the latest of which was announced in February 2019. In this context, both the public and private sectors have
been undertaking activities in anticipation of this new oil and gas windfall, with significant new oil production set to
start as early as 2020. This should bring considerable benefits to the economy and bolster fiscal revenues.

Costs of Finance and Accessto Finance — Survey Results

Figure 1. Constraintsto Firm Productivity and Performance according to the 2014 PROTEQIN Caribbean
Enterprise Survey (humber of firmsresponding)
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A lack of accessto finance and the high costs of financial services have beenidentified by many firms as
important constraints to private sector productivity and expansion. As shown in Figure 1, the costs of finance
and access to finance are considered significant constraints to private sector growth and development by many firms
responding to the 2014 PROTEQIN Caribbean Enterprise Surwey.? Electricity, tax rates, customs and trade

1The C6 countries are The Bahamas, Barbados, Guyana, Jamaica, Suriname, and Trinidad and Tobago.
2Productivity, Technology, and Innovation in the Caribbean (PROTEqQIN) is an enterprise and indicator survey firstundertaken as
part of the World Bank's 2010 Latin American and Caribbean Enterprise Surveys (LACES). It was lastupdated in 2014.
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regulations, and the political environment were also identified as important challenges.® The remainder of this Brief
focuses on factors driving these and related concerns regarding costs and access to finance, particularly those that
may relate to policies or other institutional issues that can be influenced by public policies or other focused reforms.

Credit Market Depth and Access

Despite enviable economic performance, financial depth and development in Guyana has not kept pace with
the region’sleaders. Figure 2 shows that Guyana'’s ratio of domestic private sector credit to GDP of about 42 percent
in 2015 was slightly lower than the average for both Latin American and Caribbean countries (at 49 percent), and also
lower than that displayed by all other C6 countries except Jamaica and Suriname.* Guyana’s private sector credit to
GDP ratio was also lower than the averages for high-income and middle-income countries (at 147 percent and 95
percent, respectively), as well as the average for North America (189 percent), East Asia and the Pacific (149
percent), and the European Union (98 percent).

Figure 2. Domestic Credit to Private Sector, 2015 (percent of GDP)
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Sources: World Bank, World Development Indicators; International Monetary Fund, World Economic Outlook database; and author's
calculations.

Country-Specific Barriersto Access and Inclusion

As shown in Figure 3, cross-country surveys have identified seven major challengesto financial access and
inclusion: (1) not enough money, (2) family member has an account, (3) costs of opening and maintaining accounts
are too expensive, (4) lack of accessibility, (5) lack of documentation, (6) lack of trust, and (7) religious reasons. A
number of these are relevant to Guyana and discussed below.

Figure 3. Reasons for Not Having Bank Account (percent of respondents)

1. Not enough money 30
2. Family member has account 25
3. Too expensive 23
4. Not accessible 20
5. Lack of documentation 18
6. Lack of trust 13
7. Religious reasons 5

(0] 5 10 15 20 25 30
Adults without an account (percent)

Source: World Bank, Global Financial Development Report 2014: Financial Inclusion.

3 Electr|C|ty in Guyana is costly and subject to frequent pow er outages, leading many firms to purchase or share pow er generators.

4Credit markets refer to funds to the private sector fromfinancial corporations — for example, loans, non-equity securities, trade
credit, and other accounts receivable. Data for 2015 w ere used as they provided the broadest available cross-country series for
comparison. Note that private credit to GDP rose to 62 percent in 2017. How ever, this increase does not reflect a significant
increase in credit from the banking sector, w hichremained at about 36 percent of GDP in 2017, w hichis w ell below the average for
the Latin America and Caribbean region of 45 percent in the same year.
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Not enough money. Despite strong economic performance and abundant natural resources, Guyana remains a
lower-middle-income country. This is clearly an issue influencing financial development, access, and inclusion. While
somewhat dated, the latest available data from 1998 showed that Guyana had considerable income inequality, with a
Gini index coefficient of about 45 (panel 1 in Figure 4), where a coefficient of zero implies perfect income equality, and
a coefficient of 100 implies perfect inequality. Similarly, the share of national income held by the richest 20 percent of
the population was 50 percent in 1998 (panel 2 in Figure 4). In this context, the latest household budget survey in
2006 indicated that the share of the population living in poverty remained stable at 36 percent between 1999 and 2006
(Guyana Bureau of Statistics). Whileit is possible that more recent data could shed more light on current conditions,
what is clear is that the level of per capita income, its distribution, and poverty levels in Guyana suggest that the most
common impediment to financial access and inclusion reported across the world is of consequence for Guyana.

Figure 4. Income Inequality
1. Gini Coefficients, 2013*
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*The latest available comparable datafor Guyana date to 1998.

Too expensive. High costs of financial senices and the lack of competition for at least some categories of private
lending appear to be significant barriers to inclusion. In this context, and as noted abowe, the cost of finance (e.g.,
interest rates) was identified by the PROTEQIN Surwey as an important constraint to firm productivity and
performance. One related indicator is the spread between deposit and lending rates — that is, wide spreads make
borrowing less attractive and/or feasible. In 2016, banks in Guyana had an average interest rate spread of about 12
percent, which was among the highest for all countries assessed (panel 1 in Figure 5). This was also considerably
higher than the averages for middle- and low-income countries (6 percent and 8 percent, respectively). Another
related indicator is return on equity (ROE) for commercial banks, which is a key measure of profitability. By this
measure, Guyana’s banking system appears to be highly profitable, with an average ROE of about 14 percent for
2015, particularly when compared to other countries for which data were available (panel 2 in Figure 5). To put this in
context, the average ROE for Caribbean countries was about 10 percent.®

5 This average excludes Haiti in the Caribbean.
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Figure 5. Costs of Financial Services and Competition
1. Bank Interest Rate Spreads, 2016 (percent)
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Not accessible. Physical access to senices has been identified as an important impediment to financial inclusion by
sunvey respondents across the globe. In this context, only about 28 percent of the population lives in urban areas in
Guyana (Figure 6). This means that much of the population may face difficulties in accessing commercial bank
branches, which tend to be concentrated in urban or coastal areas. In this context, Guyana has among the lowest
densities of bank access points of any country in the region, with only about 0.2 commercial bank branches per 1,000
km?, and about 8 bank branches per 100,000 adults — compared to the Latin American and Caribbean average of 19

branches per 100,000 adults. Thus, it appears that demographic factors as well as physical accessibility may
constitute significant challenges to financial access and inclusion in Guyana.
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Figure 6. Urban Population, 2014 (percent of total population)
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Lack of trust. The degree to which people have confidence in the financial system has been identified as a key
impediment to financial access and inclusion across countries. The concept of trust can be linked to several factors,
ranging from confidence in the economy and financial system as a whole, to the degree to which firms and individuals
are knowledgeable regarding the role, functions, and benefits of banks and other financial senice providers. Another
concept related to the level of trust is financial literacy — that is, knowledge regarding the nature and benefits of using
the financial system. Some countries have undertaken suneys to assess lewvels of financial literacy, but no in-depth
sunvey-based analysis of this topic has been undertaken for Guyana. A useful proxy that has been closely linked to
financial literacy is the lewvel of higher education. In terms of the lower lewvels education, 98 percent of school-aged
children had completed primary school in Guyana in 2012, while the lower secondary completion rate was 79 percent,
which is above the Latin American and Caribbean average of 78 percent. Howewer, Guyana had among the lowest
levels of tertiary education among countries for which data were available, with an average of only 0.01 years of tertiary
education per adult in 2010 — the last year for which a broad set of comparable data was available (Figure 7). While it is
possible that improvements may have taken place since 2010, this certainly suggests that financial illiteracy constitutes
a potential barrier to access and inclusion in Guyana.

Figure 7. Years of Tertiary Education, 2010 (average per person over 15years old)
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Conclusions and Areas for Reform

Guyana’'s enviable economic performance and strong prospects suggest that there is ample scope for
accelerating financial development, access, and inclusion for all sesgments of society. While Guyana’'s economy
appears stable, and future fiscal and revenue prospects appear strong, the country continues to display relatively
modest per capita income lewels, as well as lewvels of poverty and income dispersion that compare poorly with some
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peers in the region. Financial market depth, while developing, also displays some scope for improvement. In this
context, the government has introduced a plan to develop the national payments system, which will guide regulatory
and financial infrastructure development. Related efforts may help to address regulatory and other bottlenecks with
implications for financial inclusion. Additional reforms aimed at supporting faster financial deepening and a broadening
of access to finance would also be desirable, including:

A comprehensive financial inclusion strategy. Many countries in the region and around the world have, with the
support and assistance of international development partners, developed comprehensive financial development and
inclusion strategies. These strategies tendto focus on a holistic approach to identifying policy failures, infrastructure
and institutional gaps, and other country-specific barriers to access and inclusion.® Guyana could consider exploring
and developing such a strategy, which might serve as an important catalyst for progress in related areas.

Reducing the costs of finance. As noted abowe, banks in Guyana are quite profitable and display large loan-to-
deposit spreads, particularly when compared with regional and global peers. High interest rates may stem from a
number of factors, including the funding structure of banks and the policies they face, including reserve and other
regulatory requirements. It may also relate to the risks inherent to borrowers and their intended uses of funds.
Issues such as the availability of information regarding borrower histories and risk profiles are also relevant. While
more analysis is required to properly target reforms or policies, efforts undertaken in other countries toimprove the
availability of credit- and risk-related information have proven helpful, as have efforts to improve the capacity of
market participants in developing business plans and lending proposals.

Increasing physical and virtual access for customers. Given the large proportion of the population living outside
urban areas, financial access could be expanded by increasing access points in undersened areas. The expansion
of mobile and virtual banking senices could help in this regard, supported by national payment system reforms and
related regulatory revisions.

Encouraging competition for banking services. Strong bank profitability may be an indication of a lack of
competition in the sector, which would tend to drive down profits as competitors attempt to attract customers. In this
context, authorities might consider fostering competition in the sector via regulatory or policy measures (e.g.,
barriers to bank entry or establishment), to the extent that these would not compromise system integrity and
stability. Similarly, and in line with the previous recommendation, efforts to facilitate lower-cost virtual banking
senvices (e.g., mobile banking) could help reduce the costs of financial senice provision, as well as encourage the
entry of new market participants.

Enhancing financial literacy. Initiatives aimed at improving financial literacy, particularly for rural or undereducated
populations, would encourage the unbanked to seek out traditional banking senices, as well as more sophisticated
products such as insurance or private pensions. This could be accomplished through targeted information
campaigns, or other means of ensuring that underserved segments of the market have the information required to
make better use of the system.

6 For example, see Jamaica’s recently launched Financial Inclusion Strategy, w hich has been developed and implemented with
support fromthe Inter-American Development Bank. Available at: http://boj.org.jm/pdf/Jamaica NFIS Final Draft.pdf.
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Highlights
e Firmsin Jamaica recently reported a lack of access to finance and high costs of funding to be among the most
significantbarriers that they face to gromth and productivity, along with other factors such as high taxes and crime.
e Despite tremendous progress with economic and institutional reform, credit and financial markets in Jamaica remain
underdeveloped, and further efforts are needed to improve financial access and inclusion.
e The government has introduced a national financial inclusion strategy to help address barriers, which include policy,

regulatory, and structural impediments to greater financial access, particularly among marginalized groups and micro-,
small-, and medium-sized enterprises (MSMES).

e This briefconsiders cross-countryevidence regarding barriers to inclusion, and identifies several that are significantto
Jamaica, including income disparities, bank competition, physical access, and financial literacy.

Introduction

Despite tremendous progress with economic stabilization and reform, financial development and broader
access are needed to accelerate growth in Jamaica. After years of successful reform, Jamaica is set to exit from IMF
program support towards the end of 2019. Significant fiscal and economic reforms undertaken over this period have led
to unprecedented economic stability, restored fiscal sustainability, and acted as a catalyst for improvements in market
conditions and investor sentiment. Despite progress, the private sector reports that it is severely constrained by
underdewveloped credit markets, high costs of finance, and a lack of access to funding. In this context, more rapid growth
and powerty reduction will require efforts to promote financial deepening, access, and inclusion in Jamaica. Related
indicators and impediments are explored below, with a focus on means of improving outcomes.

Costs of Finance and Accessto Finance — Survey Results

The costs of finance and access to finance are identified as major constraints to private sector productivity and
growth. As shown in Figure 1, firms responding to the 2014 PROTE(IN Caribbean Enterprise Survey ranked these two
factors as among the most significant constraints on firm-level productivity and performance.! Key drivers of these
constraints are the level of development of domestic financial markets, and structural factorsimpeding access to finance
and inclusion. Other challenges identified by survey participants include tax rates, competitor practices, crime and
disorder, and corruption. The remainder of this brief focuses on factors driving these concerns regarding the costs and
access to finance, particularly those that may relate to policies or other institutional issues that can be influenced by
public policies or other types of focused reform.

Figure 1. Constraintson Firm Productivity and Performance
2014 PROTEQIN Caribbean Enterprise Survey (number of firms responding)
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Source: 2014 PROTEQIN Caribbean Enterprise Survey.
Note: Population resultsbased on the number of firmssampled ineach country.

' Productivity, Technology, and Innovation inthe Caribbean (PROTEgIN) isan enterprise and indicator survey first undertaken aspart of the World
Banks 2010 Latin American and Caribbean Enterprise Surveys(LACES). It was last updated in 2014.

23



Quarterly
Bulletin

March
2018

P
B A

FINANCIAL DEVELOPMENTAND INCLUSION

JAMAICA

Credit Market Depth and Access

Jamaica’s credit markets are shallow relative to regional peers and many countries with lower incomes. Figure
2 illustrates that Jamaica’s ratio of domestic private credit to GDP of 30 percent in 2015 (and estimated at 32 percent in
2016) was well below the average for middle-income countries (94 percent), Latin American and Caribbean countries
(49 percent), and many other countries in the region. >3 Credit markets are also considerably shallower than the average
for sub-Saharan Africa (46 percent), a region where there have been successful policy efforts and progress toward
increasing financial access in recent years. In this context, determining the reasons behind this critical barrier to
economic growth and development is of crucial importance.

Figure 2. Domestic Credit to Private Sector, 2015 (percent of GDP)
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Sources: World Bank, World Development Indicators; International Monetary Fund, World Economic Outlookdatabase; and author'scalculations

Country-Specific Barriersto Access and Inclusion

As shown in Figure 3, cross-country surveys have identified seven major challengesto financial access and
inclusion: (1) not enough money, (2) family member has an account, (3) costs of opening and maintaining accounts
are too expensiwe, (4) lack of accessibility, (5) lack of documentation, (6) lack of trust, and (7) religious reasons. A
number of these are relevant to Jamaica, and are discussed below.

Figure 3. Reasons for Not Having Bank Account (percent of respondents)

1. Not Enough Money 30

2. Family has Account

3. Too Expensive

4. Not Accessible

5. Lack of Documentation
6. Lack of Trust

23
20
18
13

25

7. Religious Reasons 5

10 15 20 25 30

Adults Without an Account (%)
Source: World Bank, Global Financial Development Report 2014: Financial Inclusion.

Not enough money. Jamaica is toward the bottom of the middle-income spectrum, so the most commonly cited factor
is likely to be an important driver of financial inequality. Jamaica also displays a highly stratified income distribution,
particularly when compared to the region. In 2013 (the latest available cross-country data), Jamaica had a Gini index

%Credit markets refer to fundsto the private sector from financial corporations—for example, loans, non-equity securities, trade credit, and other
accountsreceivable.

®Income groupsare defined asperthe World BanKsdefinition, with middle-income countriesdefined asthose with a 2015 GNI per capitabetween
US$1,026 and US$12,475, and low-income countriesasthose with a GNI per capita below $1,026 inthe same year.
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coefficient of 46 (where a coefficient of zero implies perfect income equality, and a coefficient of 100 implies perfect
inequality) (panel 1 in Figure 4). In addition, the share of national income held by the richest 20 percent of the population
in Jamaica averaged 53 percent over 2000 to 2015 (panel 2 in Figure 4). This places Jamaica near the bottom in terms
of the global distribution for these measures.

Figure 4. Income Inequality
1. Gini Coefficients, 2013
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Sources: United Nations, Human Developmentindicators; and World Bank, World Development Indicators.

Too expensive. High costs of financial services and the lack of competition for lending within the sector appear to be
significant barriers to access and inclusion. As noted abowe, this was highlighted as a key concern of firms responding
to the PROTEQIN Surnwey. One related indicator is the spread between deposit and lending rates — i.e., wide spreads
make borrowing less attractive and/or feasible. In 2016, banks in Jamaica were among the most profitable in the world,
with an average spread of 13 percent (84" percentile of countries assessed) — considerably higher than the average for
middle- and low-income countries (6 percent and 8 percent, respectively), and Latin American and Caribbean countries
(8 percent) (panel 1 in Figure 5). Another indicator of competition in the sector is the return on equity (ROE) for
commercial banks. By this measure, Jamaica has hosted a highly profitable banking sector, with an average ROE of 14

percent in 2011, ranking it in the 72™ percentile out of 166 countries for which data were available across all income
groups and regions (panel 2 in Figure 5).
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Figure 5. Costs of Financial Services and Competition
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Figure 6. Urban Population, 2016 (percent of total population)
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population resides in urban areas, where access points (e.g., bank branches) tend to be most concentrated (Figure 6).

Not accessible. Access to senices is a challenge relevant to Jamaica. In this context, only about 55 percent of the

JAMAICA

Lack of trust. A factor closely associated with trust is the lewvel of financial literacy — that is, knowledge regarding the

nature and benefits of using the financial system. Some countries have undertaken surveys to assess levels of financial

literacy, but no such comprehensive analysis has been undertaken for Jamaica. An indicator that has been closely
26



Quarterly
Bulletin
March
2018

JAMAICA FINANCIAL DEVELOPMENTAND INCLUSION

linkedto financial literacy is the level of higher education. Inthis context, Jamaica had amongthe lowest levels of tertiary
education among middle-income countries in 2010 (Figure 7). Atthat time, Jamaican adults had undertaken an average
of only 0.46 years of post-secondary education. This and related evidence suggest that financial illiteracy is a relevant

barrier to inclusion in Jamaica.

Sources: World Bank, World Developmentindicatorsdatabase; and author'scalculations.

Figure 7. Years of Tertiary Education, 2010 (average per person over 15 years)
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Conclusions and Areas for Reform

Jamaica’sfinancial sector isrelatively underdeveloped, which contributes to constraints to access to finance,
financial inclusion, and faster development. Many of these challenges hawe historical roots, driven in part by poor
policies and government financing crowding out private credit and investment. Recent reforms have created a more
conducive environment for financial sector development, but additional efforts will be needed to address barriers to
inclusion in a number of key areas, including:

Safeguarding macroeconomic and fiscal stability. Continued fiscal and policy prudence are needed to prevent
the government from crowding out private credit; ensure that inflation and interest rates remain low and stable to
stimulate investment; and allow two-way exchange rate flexibility that disincentives deposit dollarization.

Stimulating competition. Measures aimed at reducing regulatory and/or other barriers to competition for financial
senices could reduce borrowing costs. If implemented without compromising financial stability or prudential
standards, this could also encourage broader use of credit by marginalized individuals and by MSMEs.

Increasing physical and virtual access to customers. Given the large proportion of the population living outside
urban areas, financial access could be expanded by increasing access points in undersened areas. While data are
limited at present, the expansion of mobile and virtual banking could help in this regard, and related regulatory
hurdles should be addressed. Similar reforms have worked well in Africa.

Simplifying regulations. Adjustments to know-your-customer and other regulatory hurdles could help broaden the
base of savers and borrowers. While evidence suggests that a large proportion of Jamaicans have established
accounts, making senices easierto access for rural orinformal populations —who often lack the information required
to establish accounts or access credit — could support greater inclusion.

Improving financial literacy. Initiatives aimed at improving financial literacy, particularly for rural or undereducated
populations, would help encourage the unbanked to seek out traditional as well as new financial senices of banks
and other providers.
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Highlights
Access to finance and the costs of obtaining itare identified as major constraints to private sector productivity and growth.
Suriname’s credit markets are relatively shallow compared to other countries in Latin America and the Caribbean.

The costof financial services and limited competition for private lending can impede financial inclusion.

Tackling underlying challenges related to income inequality, poverty, accessibility constraints, credit bureaus and promoting
financial literacy could help to improve financial access and use in Suriname.

Introduction

Strengthening financialinclusioncan supporteconomic growth anddevelopment. Financial inclusion relatesto the
ease of access to, and the availability and usage of, the formal financial system by economic agents of an economy.
There is growing evidence that suggests that higher levels of financial inclusion are associated with better social and
economic outcomes such as lower income inequality, lower poverty, and higher economic growth. In this context, this
section examinesfinancial inclusion as it relates to the depth of the financial system and accessto financing, and explores
various indicators to identify the main barriers to access and inclusion with a focus on improving outcomes in Suriname.

Costs of Finance and Access to Finance — Survey Results

Access to finance and the costs of obtaining it are identified as major constraints to private sector productivity
and growth. As shown in Figure 1, firms responding to the 2014 PROTE(QIN Caribbean Enterprise Survwey ranked the
costs of finance and access to finance as among the most significant constraints on firm-level productivity and
performance.® Key drivers of these constraints include the level of development of domestic financial markets, and
structural factors that impede access to finance and inclusion. Other challenges identified by survey participants include
access to land for expansion and relocation, workforce education, corruption, competitor practices, and the political
environment. The remainder of this chapter focuses on factors driving these concerns regarding the costs of and access
tofinance, particularly those thatmay relate to policies or other institutionalissues that can be influenced by public policies
or other types of focused reform.

Figure 1. Constraints on Firm Productivity and Performance according to the 2014 PROTEQIN Caribbean
Enterprise Survey (number of firmsresponding)
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Source: 2014 PROTEQ(IN Caribbean Enterprise Survey.
Note: Population resultsbased on the number of firmssampled ineach country.

' Productivity, Technology, and Innovation inthe Caribbean (PROTEgIN) isan enterprise and indicator survey first undertaken aspart of the World
Banks 2010 Latin American and Caribbean Enterprise Surveys(LACES). It was last updated in 2014.
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Credit Market Depth and Access

Suriname’'screditmarketsarerelatively shallow comparedto other countriesin Latin Americaand the Caribbean.
A typical indicator for financial sector development is depth, which can be measured by the proportion of domestic private
sector credit by banks to GDP. Comparable data for 2015 indicate that Suriname’s private sector credit ratio was 35
percent of GDP, which was lower than the average of 49.1 percent of GDP for Latin America and the Caribbean (Figure
2). It is important to note that this ratio has been steadily increasing during the past 10 years, from 24 percent of GDP in
2008. Newertheless, the data on financial depth show that there are opportunities for the country’s financial sector to grow
and space for the authorities to create incentives and regulations to increase its size.

Figure 2. Domestic Credit to Private Sector, 2015 (percent of GDP)
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Sources: World Bank, World Development Indicators; International Monetary Fund, World Economic Outlookdatabase; and author'scalculations

Country-Specific Barriersto Access and Inclusion

As outlined in Figure 3, cross-country surveys have identified seven major challengesto financial access and
inclusion: (1) not enough money, (2) family member has an account, (3) costs of opening and maintaining accounts are
too expensive, (4) lack of accessibility, (5) lack of documentation, (6) lack of trust, and (7) religious reasons. A number of
these are relevant to Suriname, and are discussed below.

Figure 3. Reasons for Not Having Bank Account (percent of respondents)
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3. Too Expensive
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5. Lack of Documentation
6. Lack of Trust
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Source: World Bank, Global Financial Development Report 2014: Financial Inclusion.

10 20

Income Constraints. Suriname is an upper-middle-income country that saw a 6 percent decline in GDP per capita
(purchasing power parity) over 2014—-2017, according to data from the World Bank. In 2013, the country had a relatively
high level of inequality as reflected in a Gini index coefficient of 52.9 (a coefficient of zero implies perfect income equality,
and a coefficient of 100 implies perfect inequality). This places Suriname in a relatively low position in terms of the global
distribution (Figure 4). In addition, the 2017 Surwey of Living Conditions for Suriname estimated an overall poverty
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headcount rate of 26 percent, a level that is comparable to other countries in the region. However, poverty in the interior
was found to be much higher at 47.9 percent, with almost one in every two households classified as poor (Khadan 2018).2

The evidence suggests that involuntary exclusion could be due to insufficient income as manifested by inequality and
poverty among residents.

Figure 4. Income Inequality (Gini coefficient)
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Sources: United Nations, Human Developmentindicators, and World Bank, World Development Indicators.
Note: A coefficient of zero impliesperfectincome equality; a coefficient of 100 impliesperfect inequality.

Cost of Financial Services. The cost offinancial senices and limited competition for private lending can impede financial
inclusion. Indeed, in the 2014 PROTEQIN sunwey, almost 48 percent of firms in Suriname reported the cost of finance to
be a moderate to very severe obstacle to their current operations. Additionally, data from the Central Bank of Suriname’s
2015 Financial Stability Report shows that the country’s banking system is highly concentrated, with the three largest
banks holding about 80 percent of all banking assets. The high level of concentration in the banking sector could result in
little competition and an environment of high interest rates. However, bank spreads (i.e., the difference in lending and
deposit rates) was relatively low at 5.4 percent in 2016 (panel 1 of Figure 5) compared to the Latin American and
Caribbean average of 7.5 percent, and declined marginally from 5.8 percent in 2008 to 5.4 percent in 2017. Return on
equity, another indicator of competition in the sector, averaged 9 percent in 2015, ranking on the lower end of the

distribution in the 35th percentile out of 166 countries for which data were available across all income groups and regions
(panel 2 of Figure 5).

2 Khadan, J. 2018.“Suriname” in Beuermann W. Dietherand MoisésJ. Schwartz, B. (ed.), Nurturing institutionsfor a resilient Caribbean. Inter-
American Development Bank, Washington, D.C.
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1. Bank InterestRate Spreads, 2016 (percent)
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Accessibility. Although Suriname is a small country with almost half its population concentrated in the capital of
Paramaribo and 66.1 percent of the population living in urban areas (Figure 6), data from the World Bank show that
commercial bank branches per 100,000 adults is below the average for Latin America and the Caribbean, at 11.2
compared to 13.4. While the number of commercial bank branches is a measure of banking levels and not necessarily
financial inclusion, it does give an indication of supply capacity, which is relatively low. On the other hand, Suriname
performs better that the Latin American and Caribbean average on the availability of automated teller machines (ATM)
per 100,000 adults. Data indicate that Suriname has 49.5 ATMs per 100,000 adults, which is above the average for Latin

America and the Caribbean (42.4). According to the World Bank, this metric improved in Suriname from 28.6 in 2007 to
49.5in 2016.
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Trust. Trust is a critical driver of relationships among individuals and between individuals and institutions. Thus,
establishing trust is an important ingredient for promoting financial inclusion. One of the main ways to build trust with bank
customers or potential customers is through financial literacy — that is, improving knowledge about financial senices and
the benefits of using the financial system. In this context, there is need for a comprehensive analysis to assess levels of
financial literacy in Suriname. While Suriname and other Caribbean countries are not included in global financial literary
suneys, one proxy indicator is the share of the population with tertiary level education. This indicator, obtained from the
2016/2017 Surwey of Living Conditions for Suriname, shows thatthe country hasthe second lowestshare ofthe population
with tertiary level education across Caribbean countries, at 12.6 percent of individuals between the ages of 25 and 65
years old), (Khadan 2018).3

Figure 6. Urban Population, 2014 (percent of total population)
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Conclusions

Suriname’s financial sector could be strengthened to support the country’s social and economic development.
Suriname has been improving its financial regulatory framework and owersight functions. Howewer, the depth of the
financial sector is relatively shallow, and economic agents report constraints to accessing financing from commercial
banks. In the case of Suriname, the literature and data indicate that tackling underlying factors such as income inequality,
poverty, accessibility constraints, and the need to establish credit bureaus and promote financial literacy and education
could help to improwve financial access and use. Each of these areas require further research to dewvelop policy responses
that are tailored to the Suriname context.

® Khadan, J. 2018.“Suriname” in Beuermann W. Dietherand MoisésJ. Schwartz, B. (ed.), Nurturing institutionsfor a resilient Caribbean. Inter-
American Development Bank, Washington, D.C.
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Highlights

e The high costs and limited access to finance are major hinderances to development in Trinidad and Tobago.
o Despite relatively widespread access to banking services, there are many persons who are unable to open accounts because
of the lack of financial resources, physical inaccessibility, and documentation.

e Policyrecommendations to address these issues include streamlining regulations and information systems, increasing financial
competition, enhancing financial literacy programmes, and facilitating e-banking services through a regulatory framework.

Introduction

Financial development is needed to boost Trinidad and Tobago’s economy. The country’s recovery from the
economic recession has been bolstered by institutional and economic adjustments. However, fully unleashing sustained
long-term growth in Trinidad and Tobago requires deweloping its financial sector. This includes addressing the
impediments to accessing finance that are faced by both the unbanked population and the country’s small and medium-
sized enterprises (SMES), which contribute 28 percent of the country’s GDP. The state of financial development and
inclusion in the country is explored below using relevant indicators.

Figure 1. Constraints on Firm Productivity and Performance according to the
2014 PROTEqQIN Caribbean Enterprise Survey (number of firms responding)
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Note: Population resultsare based on the number of firmssampled ineach country.

Access and Costs of Finance - Survey Results

The costs of finance and access to finance are identified as major constraints to private sector productivity
and growth. As shownin Figure 1, firms responding to the 2014 PROTEQIN Caribbean Enterprise Survey ranked
access to finance and the costs of finance as among the most significant constraints to firm-level productivity and
performance.® Key drivers of these constraints include the level of development of domestic financial markets, and
structural factors that impede access tofinance and inclusion. Other challenges identified by suney participants

" Productivity, Technology, and Innovation inthe Caribbean (PROTEgIN)isan enterprise and indicator survey, first undertaken as part of the World
Bank's 2010 Latin American and Caribbean Enterprise Surveys(LACES). It was last updated in 2014.
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include the macroeconomic environment, workforce skills and education, labour regulations, competitor practices, and
crime and disorder. The remainder of this brief focuses on factors driving these concerns regarding the costs of
finance and access to it, particularly those that may relate to policies or other institutional issues that can be
influenced by public policies or other types of focused reform.

Capital Market Depth and Access

Despite a large and relatively inclusive financial sector, Trinidad and Tobago has limited private sector lending.
The country is generally considered the financial centre of the English-speaking Caribbean region. As of March 2018,
its commercial banks held TT$137 billion or 91 percent of GDP in total assets. Over 80 percent of the population has a
bank account, which is the highest proportion in Latin America and the Caribbean (LAC), for which the average is 44
percent. However, the relatively low risk appetite of commercial banks results in limited lending, especially to projects
in the non-energy sector. For this reason, domestic credit to the private sector stood at 37 percent of GDP in 2017
(Figure 2). This is 12 percentage points below the 49 percent average for Latin America and the Caribbean and is one
of the lowest percentages in the region.

Figure 2. Domestic Credit to Private Sector, 2015 (percent of GDP)
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Country-Specific Barriersto Access and Inclusion

As shown in Figure 3, cross-country surveys have identified seven major challenges to financial access and
inclusion: (1) alack of resources, (2) banking through a family member, (3) high costs of opening and maintaining
accounts, (4) lack of accessibility, (5) lack of documentation, (6) lack of trust, (7) religious reasons. A humber of these
are relevant to Trinidad and Tobago, and are discussed below.

Figure 3. Reasons for Not Having Bank Account (percent of respondents)

Not enough money I 38
Too expensive I 31
Lack of trust I 20
Lack of documentation I 28
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Religious reasons 2
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Adults without an account (percent)
Source: World Bank Global Financial Development Report 2014: Financial Inclusion

34



Quarterly
Bulletin
March
2019

There aresix impedimentsthatlimitfinancial inclusionin Trinidad and Tobago. Eventhough Trinidad and Tobago
scores well on financial inclusion, an estimated 20 percent of the population still does not have a bank account. The
reasons for this include: not enough money to open an account (38 percent of the unbanked highlight this reason);
banks being too expensive (31 percent) lack of trust in the banking system (29 percent); and lack of sufficient
documentation to open an account (28 percent) (Figure 3). The remaining factors of banks being inaccessible and
religious reasons score far lower, at 10 percent and 2 percent respectively.

Income inequality hasresulted in many people not having enough money to open or maintain a bank account,
despite the country’shigh-income status. The main commercial banksin Trinidad and Tobago all impose lower limits
on the amounts required to open an account, and require that certain amounts be maintained in the account throughout
is operation. Despite the country’s high-income classification, the proportion of individuals unable to meet these
demands is sizable and is theorised to be due to the country’s income inequality. While recent estimates are lacking,
data from the Caribbean Development Bank indicate that in 2006 the Gini coefficient was 39 (where a coefficient of zero
implies perfect income equality and a coefficient of 100 implies perfect inequality) which puts Trinidad and Tobago in
the 55" percentile in a global sample.

Economic underperformance has prompted banks to raise fees, which has resulted in them becoming too
expensive for some people. In response to worsening economic conditions and increased lewvels of non-performing
loans over the past fewyears, banks in Trinidad and Tobago have raised theirfees to cover losses and remain profitable.
Banking senice costs have since been raised to lewvels higher than the global average. As a percentage of income,
costs stand at 66 percent, a whole 10 percentage points higher than the world’'s average of 56 percent (Figure 4). The
country is ranked in the 78" percentile for bank costs as a proportion of income. Moreower, the commercial bank spread
of 7.5 percent is in the 66" percentile and well exceeds the global average of 5.7 percent (Figure 5).

Limited tertiary education, low financial literacy, and the lasting effects of the collapse of the CLICO insurance
company have resulted in a lack of trust in banks. Proper education emphasizes the importance of banks and
addresses the common fallacies about these institutions. Trinidad and Tobago’s low average tertiary education (0.32
years versus the Latin America and Caribbean average of 0.40 and the global average of 0.43) (Figure 6) has resulted
in a large number of unbanked persons distrusting the financial system. Although the government aims to address these
perceptions through the National Financial Literacy Programme (NFLP) and the National Finance Education Committee
launched in 2018, these arrangements have yet to be fully effective. Part of the public's wariness about financia
institutions has existed for nearly a decade since the billion-dollar bailout of CLICO by the government. The crash left a
significant amount of the population distrusting both these institutions and the regulations governing them.

Figure 4. Bank Costs toIncome, 2016 (percennt)
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Figure 5. Bank Interest Rate Spreads, 2016 (percent)
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Increased documentation as a result of enhanced regulation has restricted bank accounts. The relentless
enforcement of anti-money laundering and terrorist financing regulations has forced banks to ensure that adequate and
accurate data are collected from individuals before they open accounts. Numerous documents are therefore now needed
to satisfy these requirements. The documents include two valid forms of identification (including one showing your
nationality), a job letter, utility bill, pay slip, and reference letter. Unbanked persons generally do not have all of these
required documents. Many of them may be unemployed and unable to produce either a job letter or pay slip. This lack
of documentation leaves them unable to open a bank account.

Figure 6. Years of Tertiary Education, 2010 (average per person over 15 years)
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Trinidad's large rural population rendersinaccessible banking services for some due to geographical location.
Banking facilities are generally concentrated in urban and more developed areas. Given that only 53 percent of the
population lives in these areas (which places Trinidad and Tobago in the 39" percentile globally), a large proportion of
the population resides in areas that are outside of the traditional scope for banking senices (Figure 7). While the
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country’s highly developed technological infrastructure could solve the problems presented by geographic location, the
low adoption of the technology into working e-banking frameworks has prevented it from being fully utilised.

2019

Figure 7. Urban Population, 2014 (percent of total population)
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Conclusionsand Areas for Reform

Although Trinidad and Tobago’s financial sector islarge, itis still underdeveloped. While the country has a high
number of individuals with bank accounts, there is very limited financing available, especially for the private sector.
Actions to address the major impediments that restrict access to finance should seek to:

e Encourage competition. Arrangements should be pursued to increase the competition faced by banks. These
include removal of barriers for alternative financial senices, development of the small and medium sized equity
market and incorporation of potentially disruptive financial technology by banks. These measures would
increase the financing options available to the private sector and individuals, reducing their overall cost.

e Streamline regulations and information systems. Adjusting the regulations governing the opening of
accounts would make them more accessible and inclusive as the required documentation would be reduced.
There is a need for banks to develop information systems, especially to answer queries from the population
living in rural areas. Such actions would support a more inclusive financial system.

e Improve arrangements designed to enhance financial literacy. While both the National Financial Literacy
Programme and the National Finance Education Committee have been promising initiatives toimprowve financial
literacy, greater funding and increased targeting of undereducated groups would make these initiatives more
effective and ultimately increase national trust in banks.

e Facilitate e-banking services. This includes the use of a robust regulatory framework to encourage the

dewvelopment of mobile and virtual platforms that address the geographical impediments faced by the large
number of persons living in the rural parts of the country.
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Highlights
® Cost and access to creditis a key impediment to private sector operations in the OECS region.

® Further initiatives aimed at enhancing financial literacy, reducing the costs of finance and developing a comprehensive financial
inclusion strategy could benefit the region.

Introduction?

Evidence suggests that financial inclusion is Figure 1. Ease of Doing Business Score

important for growth, development, and poverty

reduction.? Howewer, the Organisation of Eastern  OEGS  — ROSET  cB

Caribbean States (OECS) region has an underdeweloped Starting

financial sector along with rigidities in the business Resolving 86 Dealing with

climate, particularly in the areas of access to finance and ’ &2 Pomits

the costs of credit. Out of 190 countries in the World Enforcing Getting Electricity

Bank’s 2019 Doing Business Report rankings on getting

credit, the rankings for OECS countries range from 144th Traging Across Registering

(Dominica and Grenada) to 161st (Antigua and Barbuda, ’

St. Kitts and News, St. Lucia, and St. Vincent and the Paying Taxes Getting Credit

Grenadines). Moreover, the OECS region’s getting credit Protecting Minority

score range between 25th and 30th out of 100, which is

below the average for the rest of the small economies in Source: World Bank 2019 Doina Business Report

the world that depend on tourism (ROSE-T) (42nd) and | note: c6: The Bah:’mas, Barbagos,Guyana, JF;maica, Suriname, and

the C6 countries (46th) (Figure 1).3 Trinidadand Tobago; OECS: Organisation of Eastern Caribbean States;
. .. . . . . ROSE-T =rest of the small economiesin the world that are dependent

Economic activity remains weak in some countries in the | ontourism.

OECS region, with real GDP growth estimated to range

from 0.5 percent in Dominica and 0.6 percent in St. Lucia to 4.9 percent in Antigua and Barbuda in 2018. At the same
time, poverty and unemployment rates are elevated in the region. Poverty levels range from 18 percent in Antigua and
Barbuda to 38 percent in Grenada.* Moreower, limited available data suggest that unemployment stood at 24 percent in

St. Lucia and around 23 percent in St. Vincent and the Grenadines and Grenada in 2015.°>
This brief will analyse barriers to financial access and inclusion and explore areas for reform.
Access and Costs of Finance — Survey Results

Respondentsto the 2014 PROTEQIN Caribbean Enterprise Survey cited accessto finance as a major constraint
to private sector operations in the OECS region.® Findings of the 2014 PROTEQIN Caribbean enterprise suney
indicate that cost and access to finance is ranked as among the most significant obstacles to private sector operations
in the OECS region. Other barriers identified by firms include an inadequately-educated workforce, the macroeconomic
environment, and other factors (Figure 2). In addition, businesses in the OECS region depend heavily on their own
resources for working capital and on retained earnings for investment, which puts substantial pressure on cash
management. In 2014, around 60 percent of firms sureyed supplied over 90 percent of their financing with their own
working capital. Their fixed assets accounted for about 70 percent of their financing. At the same time, the survey
reported that higher collateral requirements constrained firms from receiving adequate financing from commercial

! Thisbrief focuseson developmentsin the independent member countries of the OECS: Antiguaand Barbuda, Dominica, Grenada, St. Kitts and
Nevis, St. Vincent andthe Grenadines, and St. Lucia. Figuresexclude territoriesthat are membersof the OECS.

> World Bank, Global Financial Development Report 2014: Financial Inclusion.

® The ease of doing businessscore is reflected on a scale from 0 to 100, where O representsthe lowest and 100 representsthe best performance.

* Caribbean Development Bank, “The Changing Nature of Poverty and Inequality inthe Caribbean: New Issues, New Solutions,” May 2016.

® International Monetary Fund, “Eastern Caribbean Currency Union, 2017 Discussion on Common Policiesof Member Countries.” Press Release and
Staff Report, IMF Country Report No. 17/150, June 2017.

® Productivity, Technology, and Innovation inthe Caribbean (PROTEgIN)isan enterprise and indicator survey first undertaken aspart of the World

Bank's 2010 Latin American and Caribbean Enterprise Surveys(LACES). It was last updated in 2014.
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banks. Firms in the region reported collateral required as a share of the total loan amount ranging from 137 percent in
Antigua and Barbuda to 148 percent in Grenada.

Figure 2. Constraints to Firm Productivity and Performance according to the 2014 PROTEqIN Caribbean Enterprise
Survey (number of firms responding)
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Source: 2014 PROTEQIN Caribbean Enterprise Survey.
Note: Population resultsbased on the number of firmssampled ineach country. Countiesincluded: Antigua and Barbuda, Dominica, Grenada, St.
Kittsand Nevis, St. Lucia and St. Vincent andthe Grenadines.

Credit Market Depth and Access Figure 3. Domestic Credit to Private Sector, 2016
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deepest private credit market in the OECS region. On the

other hand, private credit in the other islands in the region

ranged from 47 percent of GDP in Dominica to 54 percent of

GDP in St. Kitts and Nevis and Grenada. While some OECS ©

Country-Specific Barriersto Access and Inclusion Note: ROSE-T = rest of the small economiesin the world that are
dependent on tourism.

The World Bank’s 2014 Global Financial Development

Report: Financial Inclusion highlights seven main reasons for low levels of financial inclusion and access

based on cross-country surveys. With respect to the OECS region, this analysis will cover four of these reasons: (1)

st. Kitts and Nevis [ INNEREGEG_——
El Salvador N
St Vincent and the Grenadines NN
Latin Ameica & Caribbean INNEREG_—_—
Antigua and Barbuda NN
Dominica I
&
[
Paraguay NG =
Micaragua [N
Trinidad and Tobago NN 3
Surinarme I &
Guaternala [N

" Middle-income economiesare those in which 2016 GNI per capita wasbetween US$1,006 and US$12,235.
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not enough money, (2) costs of opening and maintaining accounts are too expensive, (3) lack of accessibility; and (4)
lack of trust.®

Not enough money. Lack of resources was cited as the most important factor limiting financial inclusion among
countries evaluated in the PROTEQIN Suney, with 30 percent of adults who are without a formal bank account
mentioning this as the only reason. Within this context, although all countries in the OECS are classified as middle- and
high-income, relatively high powverty and inequality levels are a challenge to financial inclusion in the region. Four
member countries are classified as upper-middle-income (Dominica, Grenada, St. Lucia, St. Vincent and the
Grenadines), with per capita GNI ranging between US$6,590 in Dominica and US$16,240 in St. Kitts and Newvis in 2017.
Antigua and Barbuda and St. Kitts and Newis are classified as high-income (Figure 4).° However, challenges remain
regarding relatively high levels of inequality and poverty, particularly in some countries in the OECS region. Inequality,
as measured by the Gini coefficient,™ is highest in Antigua and Barbuda (48) and Dominica (44) and lowest in Grenada
(37).** At the same time, poverty lewvels exhibit a heterogeneous pattern, with the highestin Grenada (37.7 percent) and
St. Vincent and the Grenadines (30.2 percent) and the lowest in Antigua and Barbuda (18.4 percent) and St. Kitts and
Neus (21.8 percent).*?

Figure 4. GNI per capita, 2017 (current US$)
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Source: World Bank World Development Indicators

Costs of opening and maintaining accounts are too expensive. Affordability is a significant constraint to account
ownership in the OECS region. Indeed, as highlighted in Table 2, the cost of finance (e.g. interest rates) was identified
by the 2014 PROTEQIN survey as a key constraint on firm productivity and performance by many enterprises operating
in the OECS region. Moreover, the survey noted that firms cite high collateral requirements as a key cost driver for
accessing financial senices; collateral required as a portion of the total loan stood at an average of around 140 percent

® The otherthree main reasonsare (1) having a family memberwho already hasa bankaccount; (2) lackof documentation; and (3) religiousreasons.
° Uppermiddle-income economiesare those with a GNI per capita between US$3,896 and US$12,055 and high-income economiesare those with a
GNI percapita of US $12,056 ormore in 2017.

" The Gini coefficientisa measure of the deviation of the distribution of income amongindividualsor householdswithin a country from a perfectly
equal distribution. A value of 0 representsabsolute equality; a value of 100 representsabsolute inequality.

" World Bank, 2014, “Regional Partnership Strategy for the Organisation of Eastern Caribbean States (OECS) for the Period FY2015-2019."
Available at: http:/documents.worldbank.org/curated/en/681431468146985821/pdf/851560CPS0R201000B0ox385343B000OUO090.pdf.

2 The latest poverty data available (2005-2008) dates prior to the 2009 global downturn. World Bank, “Organisationof Eastern Caribbean States
Systematic Regional Diagnostic,” June 27, 2018. Available at: http://documents.worldbank.org/curated/en/300861530819875538/pdf/OECS-
Systematic-Reqgional-Diagnostic-P165001-1.pdf.
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for the OECS region. The indicator of the cost of accessing credit is the spread between deposit and lending rates. High
spreads make borrowing less appealing for businesses and consumers. In 2016, interest rate spreads for the OECS
ranged from 6.4 to 7.6 percent (Figure 5), similar to the average for the Latin American and Caribbean countries (7.5
percent), and above that of the middle-income countries (6 percent), Suriname (5.4 percent), and The Bahamas (3.5
percent). A financial sector that is highly concentrated can also be associated with high costs of accessing finance. The
return on equity (ROE) for commercial banks can provide some indication of competition and concentration in the
sector. The ROE across the OECS countries remains heterogeneous. Antiguaand Barbuda host the most profitable
banking sector in the region at 11.5 percent, while the least profitable sectors are in St. Lucia and Grenada at 2.9
percent in 2016.

Figure 5. Interest Rate Spreads, 2016 (percent)
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Source: World Bank, World DevelopmentIndicators.

Lack of accessibility. Twenty percent of unbanked respondents in the PROTE(IN Suney highlighted distance as a
critical reason they did not havwe a formal bank account. With the small size of the countries in the OECS region,
physical access to financial senices does not seem to be a significant obstacle to financial access. Automated teller
machines (ATMs) and branches of commercial banks per 1,000 km2 were utilized as indicators of physical access in
the banking system. There was an increase in the number of ATMs in four of the six OECS countries (Table 1). In
addition, there are a substantial number of ATMs per 1,000 km2, particularly in Antigua and Barbuda (114) and St. Kitts
and Nevis (150), in comparison to Dominica (31). The former two countries also scored well above the average for the
C6 countries (54) in 2016.* At the same time, apart from Dominica, the number of commercial bank branches per 1,000
km2 operating in the region remains above the C6 average (23), despite there being a general decline in availability
when comparing 2010 to 2016 (Table 1). The level of urbanization is also an indicator usually used to determine
accessibility to financial senices. Access points for financial senices, namely bank branches, tend to be most
concentrated in urban areas. Howewer, this is not applicable in the context of the OECS region. For instance, while
Dominica has the highest level of urbanization in the OECS region (70 percent of the total population in 2017), access
to financial senices seems to be a challenge there, as the country has the lowest level of ATMs and branches of
commercial banks per 1,000 km2 (Table 1).

2 The C6 countriesare The Bahamas, Barbados, Guyana, Jamaica, Suriname, and Trinidad and Tobago.
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Table 1. Banking Sector in the Organisation of Eastern Caribbean States region

Automated Branches of
Automated Teller Machines Branches of Commercial Branches of
Automated Teller Teller Machines per 100,000 Commercial banks per Commercial banks
Machines per 1,000 km2 Adults banks 1,000 km2 per 100,000 Adults
Antigua and Barbuda 2010 48 109.1 69.1 17 56.8 36.0
Antigua and Barbuda 2016 50 113.6 65.4 15 47.7 27.4
Dominica 2010 17 22.7 30.4 8 16.0 21.5
Dominica 2016 23 30.7 40.0 6 13.3 17.4
Grenada 2010 39 114.7 51.4 20 73.5 32.9
Grenada 2016 36 105.9 45.6 15 58.8 25.3
St. Kitts and Nevis 2010 28 107.7 68.3 17 92.3 58.5
St. Kitts and Nevis 2016 39 150.0 89.3 12 69.2 41.2
St. Lucia 2010 59 96.7 44.5 23 47.5 21.9
St. Lucia 2016 54 88.5 37.6 18 37.7 16.0
St. Vincent and the Grenadines 2010 21 53.8 26.1 13 43.6 21.2
St. Vincent and the Grenadines 2016 29 74.4 34.9 8 30.8 14.4
C6 Countries (average) 2010 225 55.2 35.4 74 24.6 15.4
C6 Countries (average) 2016 321 54.0 49.3 72 22.6 14.0

Source: International Monetary Fund, Financial Access Survey database.
Note: Data on credit unionsand cooperativesand other depository corporationswere unavailable forthe OECS region.C6: The Bahamas, Barbados,
Guyana, Jamaica, Suriname, and Trinidad and Tobago.

Lack of trust. In the PROTE(QIN Surwey, 13 percent | Table 2. Core Financial Soundness Indicators for
of adults without a formal bank account mentioned | Commercial Banks (percent)
lack of trust in financial institutions as a reason for __ 2005 2010 2015 2017
. . Liquid Assets to Total Assets 41.1 32.4 55.1 57.0
not ha\/lng an account. Analy5|ng faCtorS related to Antigua and|Nonperforming Loans to Gross Loans 10.3 10.6 9.5 7.9]
this finding, such as the Country’s financial stabil |ty, Barbuda |Regulatory Capital to Risk-Weighted Assets (CAR) 13.1 16.3 29.6 38.0
suggests that while the commercial banking system Conidaseot 1o Yot acass e
remains liquid, nonperforming loans across the | | . iica |Nonperforming Loans to Gross Loans 205 81 151 174
region were abowe the 5 percent prudential limit in ijgr”a'ég";’gefufg";']‘:SZ'GS;'WE'Q“‘E" Aoses (@R na o ne neooona
2017 (with the exception of Grenada) (Table 2). Liquid Assets to Total Assets 363 206 374 410
Another indicator linked to trust in the financial Grenada gmpfftformicng tzlatnsg’ kGU;SS_ Lh‘:a;sA . oaR 122 1;; 122 lg:
system is the lewvel of financial literacy — that is, Nerae e on sy e (GRS e
knowledge related to the nature and benefits of the | iauid Assets to Total Assets 397 418 507 479
banking system. Some countries have carried out | | S50 | omTe E 0BT O e oan| 0 ae 1ny 1o
suneys to assess levels of financial literacy, but no Average Return on Assets 19 14 07 na
comprehensive analysis has been undertaken for the Liquid Assets to Total Assets 283 192 320 364
OECS region 14 One proxy indicator aSSOCiaIed Wlth St Lucia Nonperforming !.oans tg Gross_ Loans 12.5 12.4 18.2 12.5
. Regulatory Capital to Risk-Weighted Assets (CAR) 16.8 20.3 12.9 18.2
the level of financial literacy is levels of higher Average Return on Assets 23 0.3 01 na
. P Liquid Assets to Total Assets 36.9 35.9 38.2 37.5]
education. Limited data suggest that as students | |_ 150t s o Gross Loans es o6 67 89
reach the tertiary lewvel, gross enrolment levels drop and the |Regulatory Capital to Risk-Weighted Assets (CAR) 145 190 210 199
Significantly in the region.15 St Lucia (143 percent) Grenadines [Average Return on Assets n.a n.a 0.6 n.a
and Antigua and Barbuda (16.3 percent) have the | sSource: Eastern Caribbean Central Bank and World Bank Financial
lowest tertiary level enrolment, while Grenada has | Developmentand Structure dataset.

the highest at 78 percent (Figure 6) in comparison with the average for Latin America and the Caribbean (41.5 percent)
as well as middle-income countries (27.3 percent). In the context of Grenada, strong education senices developed to
account for around 19 percent of GDP in 2017.1¢

“ For a discussion of financial literacy surveys and related methodologies, see http://www.oecd.org/finance/financial-

education/2015finlitmeasurementexercise.htm.
> With free access to compulsory primary and secondary education, grossenrolmentisover 90 percentinthe OECS region.
'® The share of education serviceswas calculated asa portion of grossvalue added inbasic prices (constant 2006 prices).
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Figure 6. Gross Enrolment Ratio, Tertiary Level, Both Sexes, 2006—2016 (percent)
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Conclusions and Areas for Reform

While there is heterogeneity acrossthe countriesin the OECS region, the evidence suggests a number of
barriersto financial access and inclusion. Atthe same time, economic growth has remained weak in some countries
in the region since the global financial crisis, while poverty and unemployment rates are elevated. In this regard, further
efforts geared towards policy reforms to enhance macroeconomic and fiscal stability and strengthen institutions will be
key to creating a more enabling environment for financial sector development going forward. At the same time, given
growing evidence suggesting that higher levels of financial inclusion and access are associated with improved economic
and social outcomes, introducing a financial inclusion strategy could be beneficial to the OECS region. Moreower,
revising and updating the regulatory framework to reduce the cost and improve access to credit would be key in the
region. In this regard, the Eastern Caribbean Currency Union (ECCU) has enacted the Harmonised Credit Reporting
Bill, which would pave the way for the creation of a credit bureau to provide credit-granting institutions with improved
means to access information and to enable the extension of credit to underserned sections of the population.*’ In
addition, greater efforts towards improving financial literacy in the region, mainly for rural populations and persons with
low levels of education, could encourage people who do not have a formal bank account to seek out financial senvices.

Policy effortsto increase accessto finance for firms, while reducing the cost of borrowing, can be growth-
positive. The impediments to financing in the OECS region are evident from the heaw dependence of businesses on
their own resources for working capital and on retained earnings for investment, which put substantial pressure on cash
management. Policies that could reduce the level of collateral required to access finance, and to reduce borrowing costs
owver the medium term, could unlock lending to a population segment currently out of the domestic capital market.

Y Thisbill waspassed in the Parliamentsof the ECCU member countriesof Antigua and Barbuda, Grenada, St. Vincent and the Grenadines, and St.
Kittsand Nevis. The other ECCU member countriesare Anguilla, Dominica, Montserrat, and St. Lucia.
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