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a combinaticn

priceé; cfedit and the balance of payments
of meésures aporoprigte for short-run ad]ustment. The first part of the paner
surveys the theory of balance of payments adjustment and the second section
looks‘at the data for Barbados. The sUmmafy and conclusions are presentsd in
section.

o i
Survey of balance of payments theory
The focus of attention in this survey will be the slasticities,
; . . l - 3 s .- . [ . -
ansorstion and monetary aporoacnes discussed dy Jonnson.{},z and the Tiscal
- -
Hew Cambridge School Eé].

approach to the balance of paymenis associated with the
approachnes to balancs of payments

Johnsorn Ei]-ngO'discusSed o qthér
adjustmants: the classical Lneogv which derived from the work of Hume
and the pre-1930 théo?y of intsrnational trade, andene economic policy approach
piloneered by Tinbergen and Heads. In scme ways differences Between the:
approaches to the balance of ?ayments result from the  chronologically increasing
sophistication of econcmic theory.
.
is derived from

q
nt precess. The efie

partial e
he adjusime

1]

exchange rate changes - in t

uilibrium &nalysis and emphasises the importance of r
~activeness of a



;—ﬁéyngaﬁioﬁ is_;inkgd io:tpe price elasficitig;_of goodsjenteping fqreign_trade.
"If;devaluation yéte.téuhave_a f@vourable,imﬁaép_on'the balance of trade,
the sum: of the elasticities of demand for imports in the devaluing country
aﬂd{forfité exports 'in foreign mquets'vbuldlét’least have to ba greater than
-unity. " On the,sppplstide the‘aésﬁmpfibﬂthap‘a"small developing country faces
-an infinitely elastic ‘supply curve for imports-might beltéalistic-but it is

doubtful if a similar assumption about the supply of exports is tenable.

In this approach to.the apalysis of balance of payments adjustment
the response of importers and exporters to exchange rate changes is defined

as if income and prices of other commodities (domestic goods) remained con-
a3 LRCOR ¢ pri < gTher Comne &5 ;L aof _ :

e

.staﬁ#, -BUt_uﬁl&ssjfhé'mcnetafy;agd'fiscal authorities take steps tolpgut?alise
;t?é'gff9cté°of;?th?r:income”anq“pfﬁxmzch&nges, or to prevent such changes, it is
*;ip&efénsible to explore the,éffécts cf}dévalqatiqn as if income and other prices.
'rema%ﬁgdstan§aﬁf}' Egrﬁhg and Dagi[#}'@éverfoqu=that the absence of money illusion
,réduges the change;in;a countryféfbalanéercf'payments.attributable to a devaluation

‘of a given size and that the effect is probably .greater under Flexidle tlhan

S =

—-

under ;ixedﬂéxchahge-?ate'arraggepents.

As ;hgfincpme ef‘écts,jinclu&ing those induced by terms~o%—tra&e
movements, were incorpordted into thefanalygis,bﬁ devaluation, the beneficial
pénééquences:qf'?élétive price movements for the payments balance were
:éountérapted."Dééaiﬁa§ion’seemed ﬁheréfore;to be a less attractive
,bélanceiof'gaﬁments policy than had been imagined. However, it has not

" been repudiated as a'tool for use in a payménts deficit and forms an iintegral

part. of adjustment- programmes recommended by the International Monetary Fund.



i For 6pe tﬁingjana1y$%$_?ecogniseﬁ the success: of the U.X. devaluation in 1949.
raﬁd%-for anq?ﬁér, mOST recent cases bfrdeyaluatiqn have been accompanied
.by,measures designed;to'prgveﬂt dffvsetting;ianme}chahges; The elasticities
" approach to adjuétmgnt_was,(hcweégr, still ip need of theoretical re%ine-
'}ﬁent.when'the1§§bat¢2becamé bogged down . in‘conflicting views on the accuracy

“of the.calculation of the elasticities.

ﬁlgxandér{§{§}attempted to shift the emphasis away from this dzbate

" by his work in the .zhsorption approach 1o payments adjustment. The focus

of attention now became the difference betweesn aggregate domastic production

‘ and aggregate domestic expenditures.’ These total domestic expenditures are

-y

defined“by,Alexandef,as absorption.  The elasticities approach led to the

_'RreSgﬁptéqn tpét'groblgms with the balance offp§Yment5'were=due to decisions in
~the féreign traﬁé,seétqr whilerﬁhe absor?tidn_%hesisVsuggested that the

» imbalance was due to.decisions made throughout the economy, The key to.the
VTEffecfivgness=c?,anj”balancgrpf paymentg adjuétments strategy therefors “zcame

“the directizn and the extent to which it induced changes in domestic output

"relative to écﬁesticgabsorption{lﬂ_

‘TheradjuStmeﬁtfstrategy, usually a devaluation, had (or failed to have)

Yoo & - - S - - " . ' . . -~
- the desired response by acting through a number'of channels: allocation of

''resources, the terms ‘of trade,.the:cash balance effect, income redistribution,
~the money. iliusion and 'miscellaneous direct affects’ (Alexander [;?_3:] “and

Machlup [g7).



. The original rendition of the absorption approach was criticized

I

by Machlup [ﬁ] ,namong ornnrs,rFor 51 ppresolng tbe elas»1c1t1es which were

’impligit-in‘the:mpdel,;‘These’cfiticiSms ed to & aynthesls oi the elasticities

and absorpt1on approach Lo 1nternat10nal payments adjustment by Aleander% :}

_But:an,even=more'fuhdameﬁtal problem is the concept of the propensity to

absorb. - It includes target variables as wéll?as.thé.instrument_variahles which

' may be used to frustrate or achleve the targets; it includes government

expenditure whiéhfis'nct-ajfungticn of income ibut an independent variahle

that cad be administered in a’di: t10n opposite to that of changes in: incoms
Thelprcpehéityjto'absqrb'ﬁéy,be_influenced by monetary and fiscal policy,

the for@er?sometiméstéing-assumed exogenous to.the model and at other times
i st I . . ] - : . R
1o, "l

being treateﬂ as ¢f it were endogenous.- Finaily, Haghlup_Eﬁj points out that’

.the:ppopepsity to absorb may be 'altered by the devaluation which is based on.

- it

{'wastecbgniéed_fil that monetary policy could also

i‘be used,to effect an improvement:in the foreign balance. Given thé practical

. problems of de fining a-suitable framework for using either the elasticities

© or absorption approaches to payments adjustments, the monetary approach appeared

to ‘be -simpler and more manageablé Fox applied research and for poliey

- ot B - . . . . .- _ B . )
'formulatlon_fgi. The balance of payments was viewed as an essentially mone-
wlat ¢ 91 Th P 1) an . :

* tary phenomenon ‘and the relationships were built.on the imputation of strong

functional connections between money or credit creation and income, and between

income and imports. The monetary. analysis of the:balance of payments also

" recognised the basit accounting -identities linking the domestic moretary

base' with the balance of payments. : These identies are: -that between a change



in‘external resefves and the sum of net current account and capital account

(]

~flows anp that . bniween the -monetary base and the domestic and foreign assets

of +Hu mbneta ary. autﬁor;tles.

This ‘second identity can be summarized by ths following equation
which represents the balance sheet of ‘the'monetary authorities:

HEA 4-’}1@;@:3 + 0AL = C + Dz B uliere

NFA-is net rore1sn asaetS‘
VWHCrU:is het -credit to govermment

'D -

Oy is c“edlt to, commnr'c:la1 banks;

0AL is net. other assets and-liabilities;
/€ is cirrency in circulation

ZDb is dep051ts ny commercial acnks,,and

B'ls;thg monetany base.

The mcﬁetary base is:influencéd by?sucﬁ;factors as;credit:to government, the

‘nét'd?edit op dehffipdsitipn of. the monetary agthoritiés with commercial banks

and net foreign, assets.. I;:follows,'tﬁerefbfé,'that:the'net'fqreign=asséts

yillichahge in=ih¢'uppbsite direction fromlthét o an expansion in domestic
‘credit.

.In addltlon to the o 51t10n that Lhe balance of- payments. is a
ﬁmohetéry phenomenon” requiring ahalysis with the tools cf.ﬁongtary theory pather
“than with' trade,-theory, Johnsoﬁ£}323QESO'iden?ified two other essehtial

'chapa?;?fistics;bf’thislapproabh; ;Firstly:mopey‘is a stock so that an acequate
Abalance;o; ayments'theowy mus 1ntecrate srocrs and’ flows; secondly the money
.stcb; can be cnarced 1n two alv ernatlve ways, througn &omestlc credlt creation
'qr;destruction ;or;fhﬁdugh'rgserve flows:::ﬁrdm=thi54be concluded that since
ba 1a ce, of 3aym°1ts dlSenulllbern was a stock acjuatment and not a flow
lpﬁgnoménon'it was inconsistentrto conduct the;analySis in terms of behavioural

"relationships such as. e*dst1c1tzes of goma nd



%

The advantage of the monetary approach ‘to the balance of payments
is that it takes.account of the overall balance while the other approaches focus

attention on the current balance . It also avoids the debate on-the accurady
the capital .

and size of.the elasticities or of.the absorptive capacity. - Such considerations

approach to.

L
¥

the balance of p

‘as Whgther onr ndt,fhe’gconomy is 'in aLmaSS‘unémploymenﬁ or inflationary situation;
ﬁhe%her the e@phomy_is”é pricg'take;lof;not; and whether the adjustment is through
op gur?eqt'a¢count,db notfbbmpromiselthe'efficacy of the monetary

; ) ayments. 'However;'thg basis for the monetary
and -credit creation_anﬁ'incomg“dégs not seem to be so firmly established
%q‘suppgrf-suchastfbng“éonclusicns.

ey

approach - the'imputation of strong functional relationships between money

‘A fourth approach to the balance of payments - the fiscal approach. -
the ‘balance of payments

has been developed by .the Hew CambridgeiSchpoi as a result of disatisfaction with
tha

the'efficaqy-of:monetafy'bbliéy in ths U.X. {j}. This approach to the analysis of
primarily the result of

postuldtes :that the deficit on current account is

+h

nawt

fiscal deficit. The chain of causation is based
on certain restrictive assumpticns abput 'savings and investments namely: that
L . B - . . . . . .
domestic output is-inelastic in the short-run,

nvestment is dependent

cnly on the rate of profit; that an.unexpécted highér rate of profit does not
there being no multipli

-
Qtiﬁulgte_investmenﬁ and that thé'mépgiﬁal;propensity to consume out of labour
income ‘is unity. ?ﬁese assumptions imply a stable private sector surplus -

fect of public sector expenditure on domestic
production.. Thus an autonomous increase .in government expenditure is. leaked
o

completely. into imports causing a deterdioration in the trade deficit.

-6



'"This modél.w;ézadvénéed-fqr the United Kingdom, wi. -2 most Sf ‘the
debate on-its,vaiidity hgs.taﬁén:p;ace. However, the Qréliminary findings of
H%;hé [ig}jaaseQTngdafa_forrli cbuhtries,’éuypcrt the'fiscal approach to the

. balance of paymgntg;"But the'exﬁ;?énce 9ffgntempirical rélaticnshi? between
.;hgfgpierﬁment:défiéiﬁ’andrthé trade balancé does not necessarily imply causa-
lity.  The éssumptions=of'the Hew School are toorrestrictivé to have general
’app}icabi;ity aﬁd-gﬁjuétment in- the fiscalrgppr§ach wcfksztbrough credit %o
- gbver-nman‘c . az’ni‘ch is ,'pnly,one of the Variables in the monetary approach o the
- balance of payments... Tha fisecal appréai:h}thei*efo;re'laczks the erplanatory,

, power of the monefaﬁy'épproach.

CIX

.

:Examiﬁatioﬁ'of {hefsarbaéian'balance of paymants
~.This section :examines the performance of the Barbadian balance of

.payments in thé:;ight=df the theories outlined above. The results obtained
should be tfeatéd'withtcaﬁtion in view of the shortness of the data series
.(wh}cﬁ'mékes it:impqsgible to use the Durbin-Watson statistic in most cases)
and“because'of ;hefquélity of: fch or the data. In most cases we have used
_both regression and chart analy;is;singerﬁhe regression results proved highly
‘.&nétab;e'as a rgsﬁlt:qfq%he small number of observations. In addition,
,spécificatién offthEEéqﬁéFioné:was constraineé'byfdata_éégilabllzty: Lo
qqarterly=seriesfeﬁisté for mest of the data, thg'most notable case being
quars *es ex ava, :

,Jthe.palgnqe of:p;ymehté,varéabieé fqr?which:oniy'eight quarterly estimates

are available. Hence, vearly data has been used.



The overall balance on the

BF is the balance for of

thé'balance

“is_equakfto X - M

T is net transluws and

t autonomous caplual WS
Since transfers and canltu‘ flous are treat
6F the analysis is concen tratad on

nd .

Jh.

iscal

is only on considering the monetary

T

. balance is taken as the dependant variable.

'E icit es/multlnl1cr Approach

fficial financing;

external account is: given by:

on-goods and services and which is

ted as exogenous variables most
the balance on goods and services. It

aporoaches that the . overall

This approach'to balance of payments adjusiment implies that adjust-

ment iérgely

depends. on the own-currency elasticities of demand for im

SOES

and-exports and on the original marginal propemsity to import out of income

-'is very-low, little can be done in
. our'bélance of p yﬂents position.

lﬂDO“L s*le. Since

' GDP, has in this, 'and in‘all -the other equations, been used as a proxy.

fOlLOWlng results, ueﬂﬂ obtained:

JM = -78:4105 + 1.2088Y - 0.0382. PY
(-5. lq60) {15.5808) (-2.3%10)
D '= 1.7001, r2 = 0.9597

‘ where ¥ is imports in veal terms Ffrom 1960 to 1977

there are no.esiimates of disposab

%e .have therefore chosen

1a

- o

.Barbados is a price-taker'and the short-run supply elasticity of our exports

the short-term about the:export sice of

to focus on the
eal income, deflated

The

Y is estimated GDP deflated by the retail price index for 1960 to 1977

P4 iz index
i :
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pelated to.income -and negatively related. to import prices.

The. logarithmic form of ‘this equation was also tested:

gaM = 23.1676: + 1.6278 &n- Y - 0.0889: &n -PH
.(=5.6780)(13. 3251) ( -1.6483)

" D.d. = -1.5106 - R® = 0.9580

V‘ ) : .- -'e
The peal income coefficient remained hignly. significant but the import nric
. ST IR . e 1A% \ . .
coefFficient was not. significant even at. the loo level. Hor did the log

1inear form of the import demand equation improve ‘the f;t ‘though a large

' ' ot it i M3 -3 " ]
‘proportion of the variation in His still exp}qlneu .

The relationship suggested by the regressions is clearly issus-

trated in Figure 1. However, after 1967 the positive relastionsnip between

,income and imports is far more evident. In 1873, for example,
increasing income appears . to have offset rising import prices.. This is in con-
trast ©o the period -ten years before when imports rose very slightly with higher impor

. prices, .despite the sharp Increase in income. This may indicate an elemsnt of .rising

N ' te, M a - Y i
expectaiions and,:&s a vresult, an increasing propensity to import.

- Absorption Approach .

The absorption approach sugge ests that income, the distribution of

xistehece of money-illusion wiil all

o)

income, real.money balances and the’

- affect the balance of pa agments. . de think' the agsuﬁpt; n-of money illusion

-

‘for the perioa ¢ covered (1866 to 1977) highly unlikely ana have thercfore

. not.tested this aspact. .Since the theory '‘focuses on the explanation of the

“trage bala ncc thn fol1ow1nv EGUdulOﬂS T2 xn the balance on goods and services
: . 1e o _

as.the dependént variable. Unfortunately,-only isporadic profit datd -is

dfalllblt S50 we AC“P ‘Unble to 1nuﬁlun . profit variable.

_ig .



~ D = 137.965 - 10792 w/y ~ 1.2403 Y + 1.4297 MBP  R° ='0.7878
= C#-1.2532)  (-5.0278) (2.4287)

; -where. = D is balance on goods and services

1‘W/§:.ié- raftli'o -,of.'rfaal wage to real GDP;

= Y is real GDP.

5 ' MB?fisrm?ésuréﬁdfrreal'mqqej bélaqces, i.e., currency in circulation

and savings?def;atgd;byl?etail.priées.

" These twd‘variabées were chosen to represent real money balances: since the
E:Barbadiép §ubiicgﬁe?ds to use savings depoé@téiboth for precautionary and
‘transaction reasons. ‘;t:is theérefore postulated’ that they are the most likely
. ‘measures, in the Baﬁ@édiaé.ccﬁﬁéx ,"of a"desiréd'moﬂey-sﬁock.

The signs*qn"a;i‘the-?ariaples are as-expected: the deficits on

. goods’ and services ‘is an :increasing function of real income and of the ipcrease

;ipswages’rélativg to total income, and a decreasing function of real money

,balances. However,. though Y is significant at'the one percent level, IBP
is just significant at the five percent level and W/Y is not significant.
. Interpretation of this equation is very suspect since soie degree of muti--

“collinearity betireen Y and MBP is expected so that the estimates of coefficients.

'are. likely' to be imprecise.

Eﬁszinéiéatéq bx*the,regression results the trend:in the balance
on goods and services closely £ollows that .in Y (this .can be seen in Figure 2).
'Howeéer,;the-ﬁela?ignship between W/Y and the dgficit:if_iess clear: between
+-1968 and 1974 a,ﬁecyegsing'ratipEinwagesito real income is associated with
an irrggularljidete;ioting_balance. ’Thefléiﬁ payragreements are reflected
“'in an upturn in w/tléngithere is also a sharp deterioration in the balance.

- 10 -
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official financing is therefore taken as ‘the depe

However, not even @ tentative conclusion can be drawn from this: not only

‘was 1976 a_year of falling sugar prices but a Further note of caution has

o
r7 -
6]

to be sounded. The Fig;

iy

indicates . a fall in real income in 1976 which

appears to result from the dubious use of the retail ‘price index as'a GDP

-Thé'monetary p;r ach to t e balance of payments' indicates that

. reserve accumulation is negatively'related to the rate of expansion of domes-

tic er dit; positive 1y cory _ated withithe_rate of growth of real income

_(whlcn ‘generates an in crease in the demand “oyzreal money balances},

and posi ifely:r;iatéd'tg_the incr?asa‘in;the:domesticlprice level. The
use:of‘impbrt-ﬁricesidoeé not affect the analyéis because of the relation-
,ship which e&*sts batween donectlc prices. and import prices. (bee Francis, G.:
__+fce?trendsr;?-ﬁarpaécs<l§58-1973"' Central Bank or Baroados Quartnr w Rzport
,Vol; ﬁo L Deceﬂ:er 19;3} As in i cated, the mone tary apprgach stresses

changes in reserve levels, howeven, sincé thess wers-heavily influenced by official
inancing transactions in one year, it appears unlikely, that these changss weuld

- - o 51

accurately reflect the dec ision variables exnplicit in the theory. The balance for.
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1

23,5454 ~0,3755 AY -0.3740 AP -0.5661AcC K ='0.3970

13 _ :
 (1.8883¥-0.7338) (-1.0415)  (-1.2532)

:;BF'is,na-nnce,for official financin g
, . AY:ig the ¢ hange in r2al incone
/ © AW s the change' in import prices
.. ACC. is the change in' commercizl bank cre dit”

. It was necess ar"sto use commercial bank creait rather than tozal

) ) , L - ) A - PSS R,

»  domestic credit (which is-more relevant to the monetary & approach) since there

: g insufficient annual data for domestie credit and, as mentionec earlier, little-or
: ' no guarterly data are availsble for the balence of payments azd income. ot only is
r, _PQ_-‘_: h-ﬂ_ . > 12 T o - L | L - - - . - I

- V- of, thigrequation extremely low but all the explanatory variebles ars insigpificant

' Figure 3 plots the variables sstimated in the above eguation.
ufnqring;mbSt of tﬁerperiqé:increasés'in credit do appear tS have had a roughly
adverse effect on the external balance altﬁ :gh some except 10ﬂa should be noted.

Although ¢ redit-in 1973 -expanded —astnr tha an in hnﬂ previous year, the external-

..ballncs_i“grcvedias-fhié:was the year of record sugar earnings from higher world

prices,. -+ In 1870 alt'ough credit éxpansion . was slower compared fo the previous year

_the: deflc“ contlnued to widen ‘but by 1971 there was sonz improvement.

T - 3 N - h - hd . ,'- ow N a »
.The 1877 increase in credit expansion ~together with the improvement in the,
. . . ; - : , :

balance is acéounte*'"Oﬂ by the festrictiOﬂQ.on 1mnor ts a1ﬂ cradit
_to the distribution and personal sechors. The ‘relationship batween changes in
income and the balapce on ge coda and services i3 also as expected’ excapt for

. 1976 .(explained dbove) and 1977, the year restrictions wers introduced.



. Flscal Approach.

ince 'the fi iscal cwprcach largely attributes. deteriorations in the

G

balance of payments to the fiscal e f its (Fp), this is the

sole explanatory variable uszd in: this equatibnl_ We have used the

i i tam. £ ) - iy s

deficits: for the fis aL years 1864/55 1o _977/?8 to correspond with balances

- from 1964, to 1877,

CBF .= 2.5795'+ 0,2117 75 8% = 0.1609
(0.t 823, ( L5157) o

o0 e 5 ' - . s Py B 2 . - . -
-Using :the overall balance 72 is insignificant.and R™ indicates an extremely

}J-

‘poor fit. - However, use of the bzlance cn goods and services produces nor

3

. significant results.

D'= -56.7864% + 1.0167 FD R° = 0.6354
(~6.7247) (4.6127) ‘

Although FD is now significant -at the one percent level, RZ continues <o

indicate & poor fit of the regression line. - ThlS could imply that altnoucq

the fiscal daficit affects The trade balance it is insufficient on its own

‘'to account.for variations in balance of payments performance. Deficits in

" the Government account. Gppear positlvely'correiatedZwith deficits on the

' external account: (goods and serviced) for wost years aftér 1958, the last

year of surplus in the Government.bucget (See Figure 4).

‘Much of:the balancs. of payments debate in Barbadcs has celitred

Caround the relative roles of prices, wages and credit in balance of payrsnts

‘ adJusi‘;nL. Participants v'“*o"ﬂlg drgus t!dcilncreaséd vages (:

the marginal propensity to consume out of wage income is higher than out of

-profit incowe).



}apdiébeditﬁcanfbe;expécfed?to generate @ deterioration in the balance on:

“'goods and Services.
“The following-equations examine this discussion:

PX -0.1736 CC ~0.733L % R~ = 0.8330

563
080) ( o.:oda) {~1.5570)

. The- r'-nly 31011;1cart var1ab1n.is import prices-(at the one percent level
The eﬁfect'ofichan”és-inrthe explanatory varlanles were also'tested:

D= *05 3121 +0.194759Y -1. 4038AP4 -0.53°ACC 0. QiHQAW ,R2
(+5.5660) (1.8631) (-3.4823)  (-1.2128) - (0.4367)

0.7835

:Agéin,}%he:qﬁlylsig;ificant ﬁarigblé_is the:price pfiimponts, at the five
" percent level in tﬁis;dé$e._=These;equaﬁiqns provide little iﬁdiCatipn of the
,?éla%i#e ;m;ortanée;tq be ét{aéhed_to'alternativg“theoriés,:the significanca
of im_pg'xrt;' price 'indicei:‘é.iﬁ;g:oﬁly the extent to which our balance of payments
per;ormanc= i aom;nated by ex.:rnal forces. Epgever,_it éhquld be :ecognised
—thatnihe re;evant'ipdicn*o“ for tne;impact of credit should be total doméstic
;pédit, aLH iy Lhan commercxal bank crﬂdlt, and ﬁha— the wage 1ndex is based

'1on'sevérely-limited'infprmation. '
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) lnCD“DO 'improved data- e

“Summary and Conclusions

Successive approaches to the balance of payments by extending the

scop of the analysis from partial equilibrium concepts represent the incressing

- sophistication of economic theory. :The classical -theory was superceded by the

‘elasticities upproacn to exte“nal payments analysis; this in. turn gave way to

o

the absorption theory:which later incorporzted the sali nt features of the

!sophisticated elasticities' approach, .The monetzry approach to the balance

‘of payments dispensed with, the behavioural assump =ions of the elasticities and

[

abSofption approaches. 'Ealance of payments adjustment was.seen. as a stock

=1

rather thgn .£low probiem which brought the analysis back to the classical

“theory. 'The most recent development, the fiscal approach, departs from the

b
)

monetary approach by identifying credit to government rather than total domest
credit as -the factor influencing the balance of payments.

--This paper .was a preliminary atiempt to 1nves tigate the balance of

*

payments adjustment; further empirical research is indicated.  This should

l.)

timates . as well as an attempt: to formulate proxies’

1

for presently unavailable date, and behavioural hypotheses based on secteral

and economy-wide studies.

The statistical tests of factors aifecting the balance of payments

‘of Barbados do-not give firm suppért to.any of the theories discussed, ncr do

they indicate which variables; apart from import prices, are appropriate instru-

‘ments of. balance of ﬁdymants deUngentS. - This may be due in pért to the small

" number. of ohservations and,in part to the quality of some of the data.

3 -

[
o
1



At best, the résults may bé taken to suggest that

‘not rely entirely on any single theory to inform the choice

" ments adjustment instrumentz. Fether, an zclectic approach

Jjudgement and knowledge of

the peculiarities of the .economy:

-~ lbas

g

‘the policymaker can-

ci bzlance o pay-
bases on souid

is neszded,
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