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Using the Theory of Planned Behaviour and Risk 
Propensity to Measure Investment Intentions among 

Future Investors

Philmore Alleyne and Tracey Broome
University of the West Indies, Cave Hill Campus, BARBADOS

Abstract

The purpose of this study is to determine individual factors that are likely 
to influence the investment decisions of potential investors. The study uses 
the dimensions of Ajzen’s (1991) theory of planned behaviour (attitudes, 
subjective norms, and perceived behavioural control) and Sitkin and 
Weingart’s (1995) risk propensity as predictors of investments intentions. 
The study used a self-administered questionnaire of a sample of business 
students in an undergraduate institution. It was found that attitudes, 
subjective norms, perceived behavioural control, and risk propensity 
were significant predictors of investment intentions. We also found that 
risk propensity did not moderate the relationship between the predictors 
(attitudes, subjective norms, and perceived behavioural control) and the 
dependent variable, intentions to invest.  These findings are consistent with 
prior research and do show support for the theory of planned behaviour. 
Additionally, this study provides evidence of risk as further supporting the 
theory of planned behaviour. 

Keywords:	 investment intentions, attitudes, subjective norms, perceived 
behavioural control, risk propensity 

Copyright © Sir Arthur Lewis Institute of Social and Economic Studies, UWI, (Cave Hill), 
2011
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Introduction1  

Investment behaviour is critical to an individual’s future and that decision 
may be contingent on many factors. It has been argued that attitudes among 
other variables can predict the investment decision process (East, 1993). 
Prior research has suggested that the improvement of education in financial 
management significantly correlates with decision-making on critical 
investment issues (Chen and Volpe, 1998). For example Chen and Volpe 
(1998) deduce that an individual’s level of financial knowledge influences 
their opinions and impinge on their decisions. Lusardi and Mitchell (2006) 
argue that their review revealed that many persons did not have the adequate 
knowledge of basic economic concepts required to make investment 
decisions. Thus, there is a need to conduct research on factors, other than 
knowledge, that could influence investment decisions.

The purpose of this paper is to look at factors influencing the investment 
intentions by applying Ajzen’s (1991) theory of planned behaviour and Sitkin 
and Weingart’s (1995) theory of risk propensity. This paper borrows from 
behavioural psychology and management theory to explore the investment 
decisions of future investors. In the international arena, and in particular 
USA, a major issue has been inadequate and poor investing on instruments 
such as 401Ks,2  mutual funds and shares in public limited companies by less 
educated persons. We assume that the investor is desirous of constructing a 
portfolio of investments that best suits his/her return requirements and risk 
propensity. Investors can be either risk-averse, risk-neutral or risk-seeking. 
Thus, we seek to understand how risk affects investment decision making.

To the best of the authors’ knowledge, there has been little research done on 
determining the factors influencing investment decisions in the Caribbean. 
Thus, this paper contributes to the paucity of research on the topic of 
investing among potential investors in the Caribbean.  This paper makes a 
further contribution by measuring risk propensity to determine its influence 
or relationship to investment intentions. The paper also seeks to determine 

1 We wish to thank the two anonymous referees of this paper for their helpful and constructive 
comments.
2 401Ks are investment instruments in the United States where employees can invest some of 
their earnings in order to have funds available at retirement.
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whether potential investors are more receptive to entrepreneurial behaviour 
(that is, investing in a new business or venture) compared to investing in safe 
instruments.

The remainder of the paper is structured as follows: following the introduction, 
Section 2 performs a selective review of the literature.  Section 3 describes 
the research approach used to collect data, and is followed by Section 4 
which summarises the results. The final section concludes the study as well 
as makes implications, points out the limitations and offers suggestions for 
future research.

Literature Review

Prior research has shown that students are not receiving sound education on 
financial investments, and as a result, they have inadequate knowledge on 
investing (for example, Harris/Scholastic Research (HSR), 1993). Mandell 
(1997) felt that students were leaving school quite unprepared to make 
important financial decisions.  Volpe, Chen and Pavlicko (1996) found that 
university students scored on average 44% in their test on knowledge of 
investments, thus suggesting inadequate knowledge.

Previous studies have shown that an individual’s investment behaviour has 
been linked to specific areas such as attitudes to risk (for example, Wood 
and Zaichkowsky, 2004; Funfgeld and Wang, 2009), savings (Thaler and 
Benartzi, 2004), investment in different financial instruments (East, 1993; 
Brennan, 1995; Keller and Siegrist, 2006) and orientation towards finances 
(Loix et al., 2005). Funfgeld and Wang (2009) argued that any focus on 
particular financial issues may not be a good indicator of one’s attitudes and 
behaviour to financial matters. However, attitudes can be quite influential in 
explaining an individual’s investment behaviour. Thus, we seek to measure 
the attitudes and behavioural intentions toward investing as one of the focal 
points in this paper. 

Prior studies have also used attitudes and other behavioural factors to study 
investment behaviour (for example, Keller and Siegrist, 2006). In particular, 
several researchers have used social psychology theories (for example, 
Ajzen, 1991) to explain behavioural intentions in the investment context. This 
current study seeks to explore the influence of potential investors’ attitudes, 
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social influence, control beliefs and other factors on their intentions to invest 
in different ventures or business opportunities. Ajzen (1991, p. 202) stated 
that ‘past behaviour is the best predictor of future behaviour’, and thus, he 
further argued that attitudes may influence one’s behaviour. 

The theory of reasoned action (Fishbein and Ajzen, 1975) states that an 
individual’s behavioural intention is a function of attitudes and subjective 
norms. Later, Ajzen  proposed the theory of planned behaviour by adding 
another factor, perceived behavioural control. The theory of planned 
behaviour posits that attitudes, subjective norms and perceived behavioural 
control are major determinants of behavioural intentions and actual 
behaviour. Intention is assumed to be a necessary condition for voluntary 
action, which may be triggered by the individual’s attitudes, social pressure 
and perceived opportunities or obtsacles. Thus, there is a strong association 
between intention and action (Ajzen, 1991). 

Prior literature has focused on and tested behavioural intentions rather than 
actual behaviour as the dependent variable, given the above argument of the 
existence of a strong relationship between intention and actual behaviour, 
and the inherent difficulties of accessing and measuring actual behaviours 
(Carpenter and Reimers, 2005; Devonish et al. 2010). Thus, in this study, 
similar to Devonish et al. (2010. p.150), we focus on individuals with 
intentions to invest since they “can be easily identified and studied as they 
progress through the ….process much more readily than people without an 
initial intention’.

Ajzen (1991, p. 188) defined attitudes toward a behaviour ‘as the degree to 
which a person has a favourable or unfavourable evaluation or appraisal of 
the behaviour in question.’ He also defined subjective norm as being  ‘the 
perceived social pressure to perform or not to perform the behaviour’ (Ajzen, 
1991, p. 188).  Subjective norm refers to the influence of one’s peers, family 
and referent others in performing the behaviour. Ajzen (1991, p. 188) defined 
perceived behavioural control as being  ‘the perceived ease or difficulty of 
performing the behaviour and it is assumed to reflect past experience as 
well as anticipated impediments and obstacles.’ The perception of the degree 
of ease or difficulty of performing an action can encourage or inhibit the 
performance of the actual behaviour.
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Attitudes, perceived behavioural control and subjective norms have been 
proposed to influence behavioural intentions and actual behaviour.  Ajzen 
(1991, p.188) stated that ‘as a general rule, the more favourable the attitude 
and subjective norm with respect to a behaviour, and the greater the perceived 
behavioural control, the stronger should be an individual’s intention to 
perform the behaviour under consideration.’

The framework has been successfully applied in a wide range of social 
behaviours such as accounting ethics, entrepreneurial intention and quitting 
the smoking habit (Buchan, 2005; Carpenter and Reimers, 2005; Godin et al., 
1992; Devonish et al., 2010). Empirically, the theory of planned behaviour 
significantly explains the relationship between growth intentions and 
growth that may be achieved by new ventures and opportunities (Wiklund, 
2001). Closely related to the concept of perceived behavioural control is 
perceived self-efficacy, which has been shown to be significantly related to 
entrepreneurial intentions (Krueger et al., 2000) and entrepreneurial decision 
(Chen et al., 1998).

East (1993) applied the theory of planned behaviour to explain investment 
decisions. He found that attitudes, subjective norm and perceived behavioural 
control were significantly related to investment intentions, in this case, the 
application for shares in a company. He also found that the influence of 
friends and relatives and importance of easy access to funds, profitability 
and security of the investment were influential in intentions to invest. 

Investors usually make decisions and choices between different types of 
investment options (for example, how much to invest) (Du and Budescu, 2005). 
However, financial experts and advisors may not be able to provide reliable 
information on the exact probabilities for future returns on investments. Thus, 
investors’ attitudes become quite important in terms of making investment 
decisions. Prior research has shown that the attitude towards risk may be 
an important predictor of investment behaviour (Kuhn and Budescu, 1996). 
Investors are more likely to be confronted with investment opportunities 
which are likely to have unpredictable probabilities, outcomes and returns 
(Du and Budescu, 2005). 

Potential investors can be very sensitive to risk, which may be influenced 
by the individual’s perception or assessment of the fear of loss of the 
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investment, due to its riskiness. Specifically, investments in start-up 
businesses are considered riskier than other investment options (Mason and 
Harrison, 2002). Sitkin and Weingart (1995) developed a 5-item scale for 
measuring business risk propensity. MacCrimmon and Wehrung (1985, p.1) 
defines risk propensity as ‘the willingness of people to take risks.’ Sitkin and 
Weingart (1995) argued that risk propensity is a behaviour that evolves as 
part of experiential learning. Sitkin and Weingart’s measure is based on four 
dimensions: opportunity-threat, gain-loss, positive-negative and success-
failure.   

Indeed, Ganzach et al. (2008, p.318) argue that ‘in its prescriptive sense, a 
risky situation such as investments may involve opportunities and threats, 
potential for gains and losses, negative as well as positive elements, and 
possibilities for success or failure.’  Thus, this study seeks to explore whether 
the three individual-level antecedents of the theory of planned behaviour, as 
well as risk propensity can significantly predict intentions to invest among 
future investors. Based on the above review of literature, we now provide 
the following hypotheses:

H1: Attitudes will be positively related to intentions to invest.
H2: Subjective norms will be positively related to intentions to 
invest.
H3: Perceived behavioural control will be positively related to 
intentions to invest.
H4: Risk propensity will be positively related to intentions to 
invest.

The proposed model is shown in Figure 1 below.

Attitudes, subjective norms, perceived behavioural control, behavioural 
intentions and actual behaviour were adapted from The Theory of Planned 
Behaviour (Ajzen, 1991). Risk propensity was adapted from Sitkin and 
Weingart (1995). Actual behaviour is not being tested in this study.

Research	Methodology

This study utilised a cross-sectional design using a survey questionnaire. 
The sample was chosen from undergraduate university students in a final 
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year business course during 2010. The target population for use of the 
questionnaire is business decision makers. Students at this public university 
served as surrogates for those decision makers in the study. Prior studies 
have used students as surrogates in decision making (Ashton and Kramer, 
1980; Hughes and Gibson, 1991; Carpenter and Reimers, 2005; Devonish et 
al., 2010) and risk propensity (Krueger and Dickson, 1994) research.  

Development of instrument

To evaluate the relationship between planned behaviour and investment 
decisions, we formulated a survey questionnaire. The initial questionnaire 
was piloted to clarify all ambiguities and badly worded questions, as well 
as to choose applicable scenarios that meet the focus of the study. The 
remainder of this section describes the structure of the questionnaire. Firstly, 
the questionnaire requested respondents’ demographic data such as gender 
(dichotomous scale), age, number of finance courses undertaken and work 
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experience (measured as continuous variables), financial knowledge (5-item 
scale) and job position (open ended question). Financial knowledge was 
measured by a five item scale, ranging from 0 = no knowledge and 4 = full 
knowledge. 

Secondly, while some of the items (attitudes, subjective norms, perceived 
behavioural control and intentions to invest) were adapted from East’s (1993) 
study, we extended the research to include two aspects of risk, namely two 
scenarios (highly risky and less risky) and the Sitkin and Weingart’s (1995) 
risk propensity scale.3  Thus, we measured attitudes, subjective norms, and 
perceived behavioural control, using two scenarios of different level of risk: 
applying for shares in an established public limited company (less risky) 
and investing in a new business (venture) (highly risky).4  Thus, questions 
were posed asking respondents to give their perceptions about each of these 
different levels of risky situations.

Dependent variables

Intention to invest was measured using a 3-item scale, adapted from East 
(1993) and Buchan (2005). The questions used were “I plan to apply for 
shares in a public company in the future”, “If I had the opportunity, I would 
apply for shares in a public company in the future” and “I would never apply 
for shares in a public company within the next 12 months”.  All items were 
measured using a 7-point Likert scale, ranging from 1 = extremely unlikely 
to 7 = extremely likely. The items were combined to form an average score. 
Higher scores on this scale represent higher intentions to invest. 

Independent variables

Attitudes to investing were measured using five 7-point fully anchored 
semantic differential scales, ranging from 1 to 7.  Respondents were asked to 
state their attitudes in applying for shares in an established public company or 

3 In this study, we utilised scales which have been widely used and found to have high 
internal reliability in prior research (e.g. East, 1993; Ajzen, 1991; Buchan, 2005; Carpenter 
and Reimers, 2005).
4 Based on the responses from the pilot stage of this questionnaire, it was felt that the choice 
of these two scenarios posed the two extreme points of the level of risk associated with 
investing in this environment
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investing in a new business or venture, and asked whether the decision was: 
“bad-good”, “foolish-wise”, “punishing-rewarding”, “unpleasant-pleasant”, 
and “unbeneficial-beneficial”.   The items were combined to form an average 
score. Higher scores on this scale represent positive attitudes. 

Subjective norms were measured using a 3-item scale, adapted from East 
(1993) and Buchan (2005). The questions used were “Most people who 
are important to me would think that I should apply for shares in a public 
company”, “People who are important to me think that applying for shares 
in a public company is a good idea” and “People who are important to me 
think that applying for shares in a public company would be a wise idea”. 
All items were measured using a 7-point Likert scale, ranging from 1 = 
extremely unlikely to 7 = extremely likely. The items were combined to form 
an average score. Higher scores on this scale represent higher attachment to 
referent groups. 

Perceived behavioural control was measured using three items adapted from 
East (1993). The questions used were “If I want to apply for shares in a 
public company I can easily do so”, “I have the knowledge to apply for 
shares in a public company” and “There is plenty of opportunity for me 
to apply for shares in a public company”. All three measures were 7-point 
Likert scale, ranging from 1 = extremely unlikely to 7 = extremely likely. 
The items were combined to form an average score. Higher scores on this 
scale represent higher perceived control over the behaviour. 

Risk propensity was measured using a 5-item scale developed by Sitkin-
Weingart Business Risk Propensity scale, modified to address a generic 
business situation. The questions used from the Sitkin-Weingart’s (1995) 
scale were “How likely are you to choose more or less risky alternatives 
based on the assessment of others on whom you must rely?”, “How likely 
are you to choose more or less risky alternatives which could have a major 
impact on your future?”, “How likely are you to choose more or less risky 
alternatives which rely upon analyses high in technical complexity?”, “How 
likely are you to initiate a financial action which has the potential to backfire?”, 
“How likely are you to support a decision when you are aware that relevant 
analyses were done while missing several pieces of information?” All items 
were measured using a 7-point Likert scale, ranging from 1 = extremely 
unlikely to 7 = extremely likely. The items were combined to form an 
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average score. Higher scores on this scale represent positive attitudes to risk. 
Prior research has used the Sitkin and Weingart’s Business Risk Propensity 
scale and achieved high internal reliability (Mittal and Ross, 1998; Kuvaas 
and Selart, 2004). 

Data collection procedures

The questionnaires were distributed in class and the completed questionnaires 
were collected one week later. To preserve anonymity and confidentiality, 
respondents were told not to put their names or any identifiers on the 
completed questionnaires. Participants were all volunteers and were not 
given any class credit or other inducements for their participation in the 
study.

Statistical tests

The data were analysed using SPSS. Statistical tests used in this study included 
descriptive analyses, Pearson bivariate correlation, independent samples t-
tests, hierarchical regression and multiple moderated regression analyses. 
There are several approaches to determining sample size requirements for 
the use of regression analyses. Green (1991) suggests the use of a formula 
50 + 8m, (m means the number of predictors – in this study there are 4 
predictors). Our sample size requirements would equal 82 subjects. Field 
(2009) also suggested that each predictor should have at least 10-15 cases, 
thus indicating a range of 40 to 60 cases. Thus, our current sample size of 
104 cases is deemed to be adequate for the statistical tests used in this study. 
Of course, we would have preferred to have a larger sample size, and as a 
result, we note this limitation in the conclusion section of the study. 

Results

Characteristics of the sample

The questionnaires were administered to students registered for the financial 
management class at the Cave Hill Campus of the University of the West 
Indies, Barbados. One hundred and four (104) students participated in the 
survey, representing a response rate of 52%. The sample was predominantly 
female (67.5%), and 46.8% of the students are in the “20 to 29 years” age 
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group. Sixty-two percent of the sample indicated that they had above average 
knowledge of investing (M = 2.5). Twenty-eight percent of the sample 
comprised business analysts and traders. The average number of courses 
done with some element of finance was two courses for the sample. The 
sample’s work experience level averaged 9 years.

Reliability of measures and descriptive statistics

Table 1 shows the descriptive statistics, correlations and Cronbach’s alpha 
reliabilities for the independent and dependent variables. Cronbach’s alphas 
reliability coefficients were computed for each scale. Consistent with prior 
research, the results show acceptable reliability levels for all constructs in the 
study with Cronbach’s alpha coefficients ranging from .72 to .94. Nunnally 
(1967) argues that Cronbach’s alphas greater than 0.7 are desirable. 

In general for both scenarios, applying for shares in an established public 
limited company and investing in a new business, the mean scores for 
intention, attitude, and subjective norm were slightly above the mid-point 
on the 7-point scale. It was also observed that risk propensity with a mean 
of 3.65 was slightly below the mid-point, thus indicating the respondent’s 
tendency to be between slightly risk-averse and risk-neutral.

Pearson’s bivariate correlation was conducted to determine the hypothesised 
relationships (H1 to H4). Attitudes (r = .45, p < .01), subjective norms (r 
= .55, p < .01), perceived behavioural control (r = .49, p < .01) and risk 
propensity (r = .39, p < .01) were positively and significantly related to 
intentions to invest by applying for shares in an established public company. 
In addition, attitudes (r = .62, p < .01), subjective norms (r = .69, p < .01), 
perceived behavioural control (r = .73, p < .01) and risk propensity (r = .34, 
p < .01) were positively and significantly related to intentions to invest in a 
new business or venture. Thus, H1 to H4 were supported.

Hierarchical regression analysis

To examine the extent of the theory of planned behaviour being able to predict 
the intentions to invest, hierarchical regression analyses were conducted, 
using intentions to invest as the dependent variable. The components of 
the theory of reasoned action (attitudes and subjective norms) were entered 
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in Step 1. Perceived behavioural control (to form the theory of planned 
behaviour) was added in step 2. Risk propensity was added in Step 3.  The 
results are shown in Table 2.

It was found that the theory of reasoned action (Step 1) performed well, 
and explained the investment intentions on both scenarios. This explained 
between 36% and 51% of the variance in investment intentions (R2). The 
majority of the predictive accuracy was shown by subjective norms rather 
than attitudes. This indicates that subjective norms (referent others) is an 
important predictor of investment intentions.
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The results for Step 2 show that the addition of perceived behavioural 
control (to reflect the theory of planned behaviour) results in significant 
improvements of prediction (p <.05). At Step 2, both perceived behavioural 
control and subjective norms had significant regression coefficient across all 
two variables for investment intentions. It was noticeable that attitude was 
only significant with respect to applying for shares in an established public 
company. The proportion of variance explained ranged from 43% to 66%, 
and representing increments (changes in R2) of 7% to 15% in comparison to 
Step 1. Thus, these results show that the theory of planned behaviour can be 
determined to be a better model than that of the theory of reasoned action. 
This indicates that investment intentions may be strongly affected by beliefs 
about obstacles and opportunities.
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In Step 3, risk propensity was added to explore the possibility that risk may 
contribute to the intention to invest and thus seek to extend Ajzen’s (1991) 
theory of planned behaviour. The result shows that risk propensity did obtain 
a significant regression coefficient, but the added predictive accuracy was 
quite small ranging from 0% for investing in a new business to 3% for 
applying for shares. Overall, these results show that the variables in this 
study influenced the intentions to invest.

Test for moderating effects of risk propensity

We explored the moderating effect of risk propensity on the relationship 
between the independent variables (attitudes, subjective norm and 
perceived behavioural control) and the dependent variable (intention to 
invest).5   Hierarchical moderated multiple regression was used to test for 
the interaction between risk propensity and each of the three independent 
variables. For each interaction, we entered the independent variable in step 
1, the moderator variable (risk propensity) in step 2, and the interaction term 
(independent variable x moderator) in step 3. The predictors are centred to 
reduce multicollinearity, as prescribed by Aiken and West (1991). It was 
found that there were no significant moderating effects for risk propensity 
on the relationship between the independent variables and dependent 
variables.6  This indicates that the level of risk (high or low) did not impact 
the relationship between the predictors and investment intentions with 
respect to the different types of investments.

Further Analyses

We further explored the relationship between the number of courses and 
the knowledge in investing and found that there was a positive correlation 
between these two variables (r = .492, p < .01). While this finding is obvious, 

5 We took on board the suggestion of a colleague that we test for the moderating effect of 
risk, given that investors are more likely to assess the levels of risk when making important 
decisions.
6 As one reviewer noted, the insignificant interaction may be a direct result of risk being 
covered by the likelihood of outcomes and the ease of performing the activity, with both 
factors controlling the various components of attitudes and perceived behavioural control, 
which we did not measure. Readers are directed to Fishbein and Ajzen’s (1975) and Ajzen’s 
(1991) work on factors that comprise these antecedents.
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it is heartening as it suggests that education has a significant influence on 
improving the knowledge of investments. We also tested for the relationship 
between the knowledge of investing and the intention to invest and found a 
positive and significant relationship (p < .05). We also found that there was 
a marginally significant relationship between the knowledge of investing 
and the propensity for risk (p < .10). Additionally, we found no significant 
association between age and the other variables. 

We further split the sample into two groups (analysts and non-analysts). 
Using an independent samples t-test, we found that there were no significant 
differences between the analysts and non-analysts on the independent and 
dependent variables. It is expected that analysts, given their higher level 
of expertise, would have different perceptions on these issues. This study’s 
finding is surprising, and contradicts East et al.’s (2008) suggestion that more 
expert persons rely more on attitudes and perceived behavioural control 
while the less expert individuals rely on subjective norms. However, our 
result may have been influenced by the characteristics of our sample. 

Conclusion

Summary of the findings

Factors influencing the investment decision establish the overall running of 
the marketplace. There has been little research concerning what motivates a 
consumer to partake in an investment transaction and is quite relevant today 
with the upheaval in the markets, focusing on future investment participants. 
The current study examines investment decisions using the theory of planned 
behaviour and risk propensity among future investors.  The study found that 
the theory of planned behaviour helped to explain investment intentions, thus 
lending support to the usefulness of Ajzen’s (1991) theory.  These findings 
further show that attitudes and referent groups (peers, family and significant 
others) and beliefs about potential obstacles and opportunities significantly 
predicted intentions to invest. The results were quite consistent with those of 
East (1993), who found that the influence of friends and relatives and easy 
access to funds were significant predictors of investment intentions among 
students. 
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Implications of the findings

Our results show that subjective norm is the most important predictor of 
investment intentions.  Social influence theory would suggest that peers and 
other important referents are essential in the investment decision-making. 
Potential investors seem to look to others for acceptance of the decision, 
however risky. These results also show that potential investors have similar 
attitudes to different levels of risk, especially in the case of investing in 
a new business. Thus, these findings can inform educators on how best to 
prepare future entrepreneurs. 

This study presents evidence of risk as supporting the theory of planned 
behaviour since Ajzen (1991) claims that the three determinants of intention 
are sufficient and that any other correlates work through these determinants. 
The rather modest increment in one case and an insignificant increment in the 
other context suggest that there is sufficient evidence to justify this claim. 

A practical implication of the findings of this study is that academic 
institutions may tailor education programmes in financial management to 
improve potential investors’ attitudes to risk. We see that respondents held 
less than favourable attitudes to risk and consequently more education 
needs to be undertaken in terms of understanding and accepting of risk in 
investments. Drawing on a study done by Richards et al (1996), Huff et 
al. (1997, p. 40) stated that ‘as individuals’ knowledge of a task increased, 
their willingness to accept higher levels of risk associated with the task also 
increased.’

Limitations and suggestions for future research 

The study has several limitations. Firstly, the study used a small sample, 
which restricts the generalisation of the findings to the whole population. In 
addition, the sample was obtained from students, with some who had some 
level of working and investing experience. Future research should consider 
using larger samples as well as more experienced and practical investors 
from the wider society. Secondly, the study used a survey questionnaire, 
which would have forced respondents to answer specific questions. The 
research method used would not have allowed the respondents to state their 
beliefs, opinions and views on the issue of investing. Thus, future studies 
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should consider conducting qualitative approaches such as interviews and 
focus groups to explore the phenomenon of investing among these potential 
investors. The use of qualitative methods will allow the researcher to gain 
meanings, feelings and experiences of investors. Additionally, the use of 
scenarios has a major limitation as it requires respondents to state their 
intentions in a hypothetical situation, which may be different from a ‘real 
world’ and practical perspective. 

Some have argued the need for a more valid measure of risk perception 
(Ganzach et al., 2008), hence making a call for more work on improving 
risk perception scales. In this study, we only utilised four antecedent 
variables (attitudes, subjective norms, perceived behavioural control and 
risk propensity), which are not the only determinants of investing. Indeed 
further work can focus on the influence of other variables like personality 
traits, prior experiences and financial literacy. 

We note that another limitation to this study is the fact that we did not 
investigate actual investment behaviour which could possibly be different 
from intentions. Ajzen’s (1991) theory of planned behaviour proposed that 
intention is the logical next step to performing actual behaviour. In any event, 
we urge that future work should examine actual investment behaviour. Social 
desirability bias may have also existed in this study, and further work should 
control for this occurrence.  Finally, important work in the area of investing 
has been done by Kahneman and Tversky (2000), who have studied decision 
making in risky and riskless contexts. Thus further research can embrace 
Kahneman and Tversky’s work in understanding how individuals make 
choices on risky investments.
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This study undertakes a comparative analysis of post-independence 
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Introduction 

Caribbean countries share many commonalities: colonial history, small 
economic size, heavy external dependence and high vulnerability to exogenous 
shocks.  Despite these and other similarities, there are stark differences.  The 
marked divergence in economic performance between Barbados and Guyana, 
particularly during the period 1970-1999, is an apt illustration. Barbados and 
Guyana both gained independence from Britain in 19662  after centuries 
of colonial domination. At independence, socioeconomic conditions were 
broadly similar.  However, four decades later, the level of real per capita 
income in Barbados is almost 225 times that of Guyana’s, while Barbados’ 
Human Development Index (HDI) of 0.903 was the highest in the Caribbean 
and Guyana’s index of 0.729 was the second lowest in 2008. 

This research explores the possible causal antecedents of the strikingly 
dissimilar development outcomes between Barbados and Guyana during 
the period 1970-1999.  Factors of special interests are; (a) the features of 
Barbados’ development model that enabled it to emerge as a leading economic 
player, with one of the highest standards of living in the Caribbean and; (b) 
Guyana’s apparent development paradox - persistent and widespread poverty 
in the midst of natural resource abundance.  The study also explores the 
convergence issue in recognition of the marked improvement in Guyana’s 
economic performance during the period 2000-2008.  By drawing on the 
experiences of both countries, the study aims to evince key insights into the 
appropriate mix of policies to support a more even development of countries, 
especially in the context of the CARICOM Single Market and Economy 
(CSME) objective.  

The remainder of this paper proceeds accordingly: section 2 reviews 
related literature, while section 3 provides a brief overview of political 
and socioeconomic developments in the year of independence.  Section 4 
critically examines socioeconomic performance post independence, while 
section 5 explores the underpinnings of the divergent development paths 
between Barbados and Guyana.  Section 6 addresses the convergence issue 
by examining recent trends in the long-run growth rates of both countries and 

2Barbados (30 November); Guyana (26 May)
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section 7 concludes with some insights for consolidating and accelerating 
recent development gains.

Related	Literature

There is a rich literature explaining economic divergence in the Caribbean.  
Nicholls (2001) examined country specific determinants of growth 
performance in 28 Caribbean countries over the period 1960-1998 by two 
major sub-groupings: independent states and overseas dependent territories.  
With this categorisation, Nicholls found strong empirical evidence that both 
the growth rate of total exports and expenditure on education were the main 
determinants of growth in the independent territories, while export growth 
was the main driver of growth in the overseas dependent territories. 

Ramkissoon’s (2002) work constituted  a critical assessment of the factors 
explaining the variation in growth performance of 15 Caribbean countries 
over the period 1975-2000.  Drawing heavily on the neoclassical growth 
literature, Ramkissoon pulled out the following to explain why some 
countries outperformed others; geography, degree of vulnerability, natural 
resource endowments, openness, economic structure, workers’ remittances, 
culture and social coherence, independence, endogenous policy, and 
political stability.  Ramkissoon found that the smaller states outperformed 
the larger ones and this was associated with a higher degree of openness, 
greater reliance on tourism and financial services as opposed to agriculture, 
entrenched political stability and societal cohesion.  While Ramkissoon’s 
research question was an empirical one, the methodological approach lacked 
empirical rigour, and as such, the findings must be interpreted with caution.

Griffith (2002) in a fascinating tale of four CARICOM countries: Barbados, 
Guyana, Jamaica and Trinidad and Tobago, sought to explain why Barbados 
performed better than the other three countries over the period 1970-1997. 
Griffith found that Barbados’ outstanding performance relative to that of its 
counterparts was due to its ability to take full advantage of the opportunities 
that arose in a changing global system when its traditional export industry 
became constrained.  Moreover, Griffith pointed out that the solidarity 
between the Government and social partners in resisting pressures from the 
International Monetary Fund (IMF) to devalue the Barbadian currency, as a 
consequence of the country’s balance of payments difficulties of the early 
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1990s, preserved Barbados’ economic and social gains, which was not the 
case in the countries that devalued.

The World Bank (2005), in a comprehensive study of economic performance 
of 15 Caribbean countries since the 1960s noted the distinctions among the 
countries in relation to development achievements.  Indeed, Guyana was 
singled out as a country having had the potential in the 1960s to transform 
itself from a low income commodity exporter to a prosperous nation, given 
its strategic location. However, as the study pointed out, this was not to be.  
Barbados was identified among a few others where strong institutions and 
governance played a key role in underpinning economic growth and social 
development.

Two recent studies, which specifically addressed the issue of divergence 
between two countries are DaCosta (2007) and Henry and Miller (2008).  
DaCosta’s comprehensive study on colonial origins, institutions and 
economic performance sought to explain the divergence in social and 
economic development between Guyana and Barbados.  Drawing on the 
colonial history and geography of both countries, DaCosta found that the 
main antecedents of Guyana’s economic crisis and the consequent marked 
divergence in economic outcomes relative to Barbados were governance and 
institutional fragilities, entrenched political instability and a breakdown in 
the rule of law.  While DaCosta’s work is located in the literature on colonial 
origins, institutions and economic growth, the study duly acknowledged the 
role that economic policies played in contributing to Guyana’s economic 
crisis.  However, given DaCosta’s focus, only a cursory examination is 
given to the non-institutional factors that would have been important in 
explaining the divergence between Guyana and Barbados.  Henry and 
Miller (2008) held the view that given the underlying similarities in the 
institutional structures of former British colonies, differences in institutions 
alone cannot adequately explain divergence in economic performance.  In 
examining the issue for Barbados and Jamaica, they found that differences 
in macroeconomic policies rather than institutional variances accounted for 
the different growth experiences between the two countries over the period 
1960-2002.

While not ignoring the important role that institutions play in the 
development process, this study shares the view of Henry and Miller (2008) 
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that differences in macroeconomic policies must be given more prominence 
in any study of the growth experiences of Caribbean countries, given the 
potent role that governments play in the context of small island economies.  
Therefore, this study extends the work of DaCosta (2007) and in addition 
to examining institutional factors, a deeper analysis of some of the key 
determinants of economic growth is provided, viz: physical and human 
capital and macroeconomic policies.  The historical analysis is intended to 
provide additional insights that will give a fuller appreciation of the root 
causes of Guyana’s production crisis and the consequent economic and social 
divergence from Barbados.  Unlike DaCosta, the theoretical underpinning for 
this study is the endogenous growth literature, which stresses the importance 
of good policies and institutions for economic growth. 

Brief	Historic	Overview:	Political	and	Socioeconomic	Context

By 1966 both countries had experienced centuries of colonisation.  The 
British’s rule over Barbados had been uninterrupted since they first settled 
in 1627 (Williams, 1984).  Guyana’s colonisation by the British was of 
a shorter duration since much of the country’s early colonial history was 
primarily one of Dutch rule.  During the 16th and 17th centuries, what 
was then Guiana comprised; Essequibo, Demerara and Berbice.  The 
Government of the Essequibo and Demerara regions was in the hands of 
the Dutch West Indian Company from 1621 to 1800, while the affairs of 
the Berbice region were administered by the Berbice Association - a private 
chartered company (Daly, 1975).  After the Napoleon wars, the British took 
possession of the territory in 1814.  At emancipation, what was then British 
Guiana was a unified territory with all three regions being brought under a 
single administration in 1831.  By then however, what is now Guyana, had 
experienced a long history of being three separately administered regions. 

At the end of the colonial era, Barbados’ political progress had generally been 
smooth.  There was full self-government and parliamentary democracy was 
well entrenched. In Guyana, the political road had been bumpy; there was 
limited self-government, while tensions between the rivalling political parties 
and racial divisions were common (DaCosta, 2007).  Guyana had suffered 
a major political setback, when in 1953, on concerns of the Marxist stance 
of the then ruling party, the British Government suspended the country’s 
Constitution and sent troops to occupy the country.  The occupation lasted 
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until 1957.  Guyana’s history points to a strong potential for emerging social 
discord - three divided territories being brought together with strong ethnic 
heterogeneity,3  while Barbados’ history was one of long stable government 
rule, which portended well for social cohesion and inclusion.  

At independence, both countries faced similar socioeconomic conditions. 
Table 1 compares some selected socioeconomic indicators in 1966; the 
parallels between the two countries are striking.  What is most revealing is 
that at the end of the colonial period, some of the important preconditions for 
future growth and development were in place in both countries.  Relatively 
high savings and investment ratios and investment in human capital and 
infrastructure would have suggested strong potential for growth in both 
countries.  Comparatively, although many of the social and economic 
indicators were broadly similar, Guyana with its higher per capita income and 
abundance of natural resources seemed better placed to achieve accelerated 
growth.  Higher incomes in Guyana (almost double that of Barbados) would 
have suggested a greater potential for investment and future growth.  

Socioeconomic	Performance:	Post-Independence	(1970-1999)

By 1971, the economic fortunes of Guyana and Barbados seemingly 
diverge with Guyana falling behind.  Recall that in 1966 Guyana had a per 
capita income twice that of Barbados’ and by 1970, real GDP per capita 
was virtually the same in Barbados and Guyana; with real income level 
per capita in Guyana only US$5.0 higher than in Barbados.  One year 
later, the gap widened in Barbados’ favour, with a real income per capita 
of US$764.58, US$50.00 more than in Guyana.  By 1980, real per capita 
income had more than doubled to US$1,611.0 in Barbados, while the level 
in Guyana (US$600.3) was lower than it was in 1970.  The divergence in real 
income levels continued and became more acute during the 1980s.  By the 
end of the decade, the gap had yawned wider with Barbados’ real income per 
person US$1,712.1 more than Guyana’s.  The early 1990s was a challenging 
period for both countries, in the wake of the oil price shocks of 1990/1991.  
Real GDP per capita declined at an annual average rate of 4.9% in Barbados 

3 In Guyana the various ethnic groups are: Amerindians, African, Indians, British, Chinese 
and Portuguese with the Indian community representing the majority.  In contrast, Barbados 
has a majority African population.  
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and 33.4% in Guyana during the period 1990-1993.  By 1999, real income 
levels had risen to US$1,935.1 per person in Barbados, but had collapsed to 
less than US$100.0 per person in Guyana, reflecting in part, the significant 
depreciation of the Guyanese dollar during the 1990s. [see, Figures 1 and 
2].   
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The divergence between the two countries is also illustrated by the significant 
improvement in social conditions in Barbados.  Based on the World Bank 
(1993), life expectancy at birth was 69 years in Barbados compared to 60 
years in Guyana in 1970.  By 1980, life expectancy had increased to 72 years 
in Barbados but only to 61 years in Guyana.  Similarly, secondary school 
enrolment rates were 79.0% and 65.0% in Barbados and Guyana respectively 
in 1970.  By 1980, enrolment rates were 97.0% in Barbados and 79.0% in 
Guyana.  Meanwhile, life expectancy had risen to 74 years in Barbados and 
only to 62 years in Guyana by 1990.  By 1997, the headcount poverty rate in 
Guyana was 35.0%, compared with 13.9% in Barbados. 

The next section probes why income levels increased and welfare improved 
so significantly in Barbados, but collapsed and stagnated in Guyana.  

Explaining	Economic	Divergence

The economic growth literature is replete with explanatory variables that 
seek to explain differences in cross-country growth performances.  The 
variables receiving the most attention can be categorised into three groups: 
structural policies, macroeconomic policies and institutions and governance.  
This section seeks to account for the economic divergence between Guyana 
and Barbados, particularly during the period 1970-1999 through a historical 
explanatory lens that is grounded in economic growth theory.  It undertakes 
a critical examination of differences in capital investment, human capital, 
fiscal policies and institutions/governance to help explain the divergence in 
development outcomes between the two countries.
 
Capital Investment

Governments play an important role in economic performance through 
policies pursued in respect of both the facilitation of private investment and 
their own investment programme.  Although state ownership was a prominent 
feature in both countries, it was very selective in Barbados.  In its 1969-
1972 Development Plan, the Government of Barbados (GOB) accorded 
high priority to industrial development through the promotion of foreign and 
domestic investment.  Indeed, as Howard (2006) pointed out in his seminal 
work on Barbados’ economic development during the period 1946-2000, 
there was limited participation of the state in areas typically considered the 
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purview of the private sector.  Howard noted that the limited form of state 
ownership that characterised Barbados’ development planning during the 
1960s was not at the expense of broad nationalisation policies.   Blackman 
(2006) added that the limited form of state entrepreneurship was intended 
to jump-start key industries, such as tourism and agriculture. However, in 
Guyana, state ownership became very entrenched and by the late 1970s the 
state controlled almost 80% of the economy (DaCosta, 2007).  Widespread 
nationalisation was aligned with the co-operative socialism ethos prevailing 
at the time.  Co-operative socialism was to be the new vehicle for rapid 
growth and development (Lutchman, 1974).  

As early as the mid 1960s, the investment climate in Barbados was already 
described as friendly, with proper and modern infrastructure and a well 
educated labour force, endowed with technical and professional skills 
(Worrell, 1995).  It was therefore easy for the GOB to capitalise on this 
advantage in pursuing market-friendly policies that encouraged foreign 
direct investment, particularly in the tourism and manufacturing sectors. 
Howard (2006) explained that with the embracing of the industrialisation 
by invitation development model by the GOB during the 1960s, the state 
became allied to foreign capital.  The inflows of foreign capital supported 
investments, particularly in the tourism and financial services sectors.  In 
Guyana, heavy state involvement in the economy appeared to have crowded 
out private investment. In 1977, gross fixed capital formation (private) as 
a ratio of GDP, was 14.3% in Barbados, compared with 5.0% in Guyana.  
However, when public investment is considered, the ratio of gross fixed 
capital formation (total) was quite high in Guyana and in some years exceeded 
the ratio in Barbados.  For example, during the period 1970-1979, gross 
fixed investment (total) averaged 23.5% and 23.1% of GDP in Guyana and 
Barbados respectively.  The ratio was slightly higher in Guyana during the 
decade of the 1980s, averaging 26.1%, compared with 20.1% in Barbados.  
[see Table 2].  
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Apart from the level of investment, its efficiency is important, especially in 
a developing country context.  Despite Guyana’s higher investment to GDP 
ratios, data on capital efficiency show much lower ratios when compared 
to Barbados.  Calculated based on national output and capital expenditure, 
the capital efficiency ratio was 18.1% in Barbados compared with 2.9% in 
Guyana in 1976.  Ten years later, the ratio was 16.0% in Barbados and 5.9% 
in Guyana (Table 2).  Guyana’s low capital efficiency ratios highlighted the 
inefficiencies of the state apparatus.  According to Worrell (1987), the record 
of the state enterprises in Guyana is one of undisputed failure.  Gafar (1996) 
reasoned that the failure of Guyana’s state enterprises was part and parcel 
of the failure of statism.  Gafar offered several explanations for this.  State-
owned enterprises were not adequately managed.  Gafar noted that; ‘many of 
the managers were appointed on the basis of party loyalty, not on merit’ (p. 
60).  State-enterprises were over-staffed, worker quality was low, nepotism 
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was prevalent and financial management controls were weak.  Additionally, 
state enterprises did not have to deal with competition from private firms, 
which helped to perpetuate inefficiencies.  

In short, it appears that the market-friendly and outward-looking investment 
policies that Barbados adopted contributed positively to its growth and 
development outcomes, while the statist and inward-looking policies 
embraced by Guyana, coupled with the inefficiencies in the allocation of 
state resources were costly for its growth and development.  The costs to 
Guyana of these policies were not just in relation to reduced investment 
inflows but also human capital depletion as highlighted in the subsequent 
section. 

Human Capital

From an examination of the early development plans of both countries, it 
is clear that both administrations recognised how central the development 
of human capital was to nation building. By the mid 1970s both countries 
had already introduced universal education.  In addition to modernising and 
expanding the education system, the early development plans also outlined 
strategies to increase training and build skills, especially of the unemployed 
and young students.  In Barbados more so than in Guyana, extensive training 
was also geared towards boosting managerial skills in the private sector.4   

Moreover, in Barbados, concerted efforts were placed on the welfare needs 
of the people, and this was the case irrespective of which government was in 
power (Howard, 2006).  

The strategies and programmes outlined in the early development plans, 
while well intentioned, did not always reconcile with actual outcomes.  An 
analysis of public expenditure on education, as well as secondary school 
enrolment rates shows a striking dissimilarity between Barbados and Guyana, 
which might explain why the two countries transitioned along different 
development paths.  Based on the World Bank (1993), public expenditure 

4As enunciated in the its 1973-1977 Plan, the GOB was keen on ensuring that top management 
in the private sector was fully cognisant of, and adhered to modern management practices 
(p.3:10).  To surmount the challenge of managing for development, the GOB co-sponsored 
with the private sector, the Barbados Institute for Management and Productivity (BIMAP).  
The focus on the Institute was to enhance the country’s human capital at all levels (p.3:11)
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on education as a percentage of government’s expenditure averaged 21.0% 
and 11.5% in Barbados and Guyana respectively, during the period 1970-
1976. Gross secondary school enrolment over that period averaged 79.0% 
in Barbados, but only 67.5% in Guyana.  By 1990, spending on education 
accounted for 19.0% of public expenditure in Barbados but only 4.0% in 
Guyana.  Meanwhile, in 1985, secondary school enrolment stood at 90.0% 
in Barbados, 18 percentage points higher than in Guyana; enrolment rates 
in Guyana were actually lower in 1985 than they were in 1980.  By 1990 
however, secondary school enrolment had increased to 80.0% in Guyana but 
had declined to 83.0% in Barbados.  [see Table 2].

While education expenditure and school enrolment do not address education 
quality, Guyana’s lower performance in those two areas is instructive.  
Moreover, this performance was compounded by extremely high levels of 
migration of skilled and educated Guyanese.  As early as 1970, net migration 
was estimated at negative 33,712 in Guyana compared with positive 14,578 
in Barbados.  An estimated 72,000 Guyanese, almost 10.0% of the population 
emigrated during the period 1971-1981 (World Bank, 1993).  During the 
1980s, country estimates put the number of Guyanese emigrating at 10,000 
to 30,000 annually.  By 1990, net migration was estimated at negative 85,000 
in Guyana compared with negative 5,000 in Barbados. 

Undoubtedly, migration on this scale would have stymied productivity levels 
and compromised Guyana’s growth prospects by constraining the formation 
and expansion of critical human development skills.  This was a permanent 
loss of human capital, which would have certainly hindered Guyana’s 
development prospects.  Gafar (1996) pointed out that the nationalisation of 
key sectors generated uncertainties that resulted in the emigration of skilled 
personnel.  Thomas (1982) reasoned that frustration caused by economic 
mismanagement underpinned the mass migration of Guyanese.  Economic 
management is therefore an important lynchpin of the arguments explaining 
the differences in development outcomes between the two countries.

Fiscal Policies

The early 1970s was a particularly challenging time for Caribbean countries.  
High inflation in industrial economies led to sharp increases in import prices, 
weakening external positions of countries, which not only led to a depletion 
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of foreign exchange reserves but also elevated inflation and unemployment.  
Notwithstanding the hostile external environment, as Worrell (1987) pointed 
out, Guyana and Barbados benefited from the windfall receipts of higher 
sugar prices.  Barbados took the decision not to spend the entire windfall 
proceeds, but instead made a deliberate choice to add to its foreign exchange 
reserves.  In contrast, the Government of Guyana increased its spending on 
job creation and nationalisation programmes.  When sugar prices declined 
subsequent to 1975, the fiscal situation deteriorated significantly in both 
countries.  However, in the case of Barbados, the situation was quickly 
corrected given the reserves accumulated in the Sugar Fund and moreover, 
the Government’s commitment to maintaining its fixed exchange rate regime.  
In Guyana by contrast, the large deficits persisted and became more acute.  
The manner in which both countries dealt with the sugar windfall of 1974-
1975 is one demonstration of the differences in fiscal management and by 
extension, economic management. 

Generally, fiscal policies were more expansionary in Guyana than they were 
in Barbados.  In fact, Howard (2006) noted that between 1973 and 1977, 
fiscal policies were contractionary in Barbados in order to correct the balance 
of payments.  During the period 1976-1979, public spending and the overall 
fiscal deficit as percentages of GDP, averaged 26.0% and 19.3% respectively 
in Guyana, compared with averages of 16.8% and 5.5% respectively in 
Barbados (Table 2).  In 1976, Guyana’s public sector debt as a percentage 
of GDP was 118.2%, more than three times the ratio in Barbados.  By 1980, 
Guyana’s debt ratio had increased to 170.0%, five times that of Barbados’.  
Rising debt levels in Guyana saw a ballooning of debt service payments 
which reached 44.0% of current expenditures by 1980.  Bourne and Singh 
(1988) reported that by 1985, Guyana’s total debt service to fiscal revenues 
had increased sharply to 102.0%, almost four times the ratio in Barbados.  

Fiscal policies in Guyana supported what Thomas (1982) termed the ‘erratic 
and unplanned expansion of state property’ (p. 44).  Thomas went further and 
argued that the mismanagement stemmed from the lack of a planned policy 
framework for economic activity.  Guyana’s persistent fiscal deterioration 
precipitated an external crisis, which came to a head in the late 1980s.  
Guyana’s external debt leaped from 187.0% of exports in 1980 to 668.0% 
in 1989 and with the devaluation in 1989, total debt as a percentage of GDP 
exceeded 600.0% in that year.  The deficit on the external current account 
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widened from 7.0% of GDP in 1980 to 20.0% of GDP in 1988 (World Bank, 
1993).  The inordinate debt burden meant there was little or no resources 
left to be channelled to critical development areas such as education, health, 
and infrastructure.  By 1990 for example, expenditure on education as a 
percentage of total public spending was 4.0% in Guyana compared with 
19.0% in Barbados.  Meanwhile, expenditure on health was 2.6% in Guyana 
compared with 6.5% in Barbados, while the percentage of paved roads was 
7.0% in Guyana compared with 87.0% in Barbados (World Bank, 1993).

Not only were measures of fiscal policy (in levels) healthier in Barbados 
than they were in Guyana, fiscal policy volatility, proxied by the standard 
deviation of the ratio of public consumption to GDP, was considerably and 
consistently lower in Barbados throughout the two decades ending 1990.  
During the period 1981-1985 for example, fiscal policy volatility measured 
1.2% in Barbados compared with 6.9% in Guyana.  Indeed, higher volatility in 
fiscal policies has been proven empirically to be costly for growth, especially 
in developing countries (Fatas and Mihov, 2009).  In spite of occasional 
slippages, by and large, Barbados had a more disciplined approach to fiscal 
management than Guyana; a deliberate policy stance to preserve the stability 
of the fixed exchange rate regime.  In Guyana by contrast, chronic fiscal 
mismanagement hampered the accumulation of foreign exchange reserves 
and depleted the country’s domestic savings, which proved to be serious 
indictments against its development prospects. 

Institutions/Governance

DaCosta (2007) noted that centuries of uninterrupted colonial rule helped 
to promote the early development of institutions in Barbados.  Policies and 
programmes geared towards institutional building/strengthening as well as 
administrative reforms were critical to development planning in Barbados.  
The GOB stressed the importance of a strong institutional framework as a 
key factor affecting the pace and direction of socioeconomic development.  
The 1973-1977 Development Plan laid the foundation for institutional 
and administrative strengthening of both the public and private sectors.  
Regarding the public sector, the Plan detailed measures that would essentially 
improve efficiency and planning processes.  Some of the measures included 
expediting the decision-making process, integrating policy units/departments 
into ministries and increasing the intensity and scope of training for all public 
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servants.  In relation to the private sector, policies were to be developed not 
only to boost commerce and industry, but also to change attitudes towards 
management and to foster more synergistic relations between the public and 
private sectors.  In addition to these initiatives to build strong institutions, 
ethnic homogeneity helped to entrench social cohesion and national unity, 
which augured well for economic performance.

In Guyana, the early development plans paid little attention to institutional 
and administrative reforms (Hope, 1979).  As Hope observed, the Central 
Government did not develop a large number of institutional arrangements 
whereby certain agencies or groups coordinated the activities of other 
government departments.  Moreover, because of the heavy involvement of the 
state in the economy, the institutional support to the private sector was weak.  
With a weak institutional framework, Guyana was less able to adequately 
respond to some of the external challenges that it faced, particularly during 
the 1970s and early 1980s. 

Institutional quality can also be assessed by movements in a country’s 
nominal exchange rate (Nicholls, 2001).  Indeed, Guyana’s nominal 
exchange rate was very volatile, especially during the period 1987-1995, 
with an annual average depreciation against the US dollar of 77.7%.  Such 
massive depreciation of the Guyanese currency has led the authors of this 
study to believe that Guyana, as a resource endowed country, did not suffer 
from the Dutch Disease.  Growth theory suggests that resource abundant 
countries tend to suffer from the Dutch Disease if increased demand for 
labour and capital in the natural–resource sector results in wages and 
interest rates hikes, as well as a marked appreciation of the local currency 
for countries with a flexible exchange rate regime.  While interest rates have 
been notoriously and persistently high in Guyana, in the authors’ view, this 
could be better explained by poor financial intermediation, commercial 
banks’ high level of risk aversion and the overall narrowness of the financial 
system and not necessarily a symptom of the Dutch Disease.  The authors 
are therefore convinced that the Dutch Disease cannot adequately explain 
Guyana’s poor economic performance.  A more convincing factor under the 
rubric of institutions/governance is politicalsocial instability.

Political and ethnic conflicts have pervaded Guyana’s socio-political 
landscape for decades; a reflection of its ethnic heterogeneity.  As DaCosta 
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(2007) pointed out, the alignment of politics along ethnic lines made it difficult 
for Guyana to consolidate its political stability and build its institutions and 
social capital - national consensus on key developmental issues and trust 
at the community levels.  Gafer (2004) offered that state control of the 
economy meant not only authoritarian rule, but, among others, a bloated 
bureaucracy and the absence of rule of law.  In the post-independence period, 
state ownership and the wider polarisation of the economy and the society 
along ethnic lines were mutually reinforcing.  Ethnic tensions, especially 
around election periods resulted in mass political riots, many of which 
turned violent (Garner, 2008).  The social discord also manifested itself in 
frequent and disruptive industrial actions.  During the period 1971-1976, 
there were 770 strikes in the sugar industry, in 1982 alone, some 653 strikes 
were estimated (Baber and Jeffery, 1986).  During 1985-1995, an annual 
average of 401 strikes was recorded in Guyana, compared with an annual 
average of eight in Barbados (Griffith, 2002).  The escalation of political 
and social divide coincided with the decline of the formal economy and the 
rise of the parallel economy (Garner, 2008).  Guyana’s failure to seriously 
address its political and social divisions and moreover, its lack of consensus 
building, appeared to have been decisive factors in explaining why the two 
countries transitioned along different development paths.  There can be no 
disputing that racial politics and ethnic conflicts are important in explaining 
Guyana’s economic crisis and consequent divergence from Barbados. Table 
2 traces the evolution of some of the variables identified as key determinants 
of economic divergence between Barbados and Guyana.

To sum up, the consequences of a failed statist model together with inefficient 
public investment, prolonged fiscal mismanagement, weak institutions 
resulting from political and social divisions and mass emigration, stayed with 
Guyana for many years and were manifested in sustained contractions in real 
income per capita during the period 1976-1994. Arguably, Barbados did not 
have the added challenge of entrenched political and ethnic discord. This, 
in conjunction with more prudent policies and the institutional capability 
to implement them, were critical planks in Barbados’ development gains.  
Downes (2001) opined that Barbados’ development experience offers useful 
lessons for other small developing states, especially relating to strategic 
government interventions in markets and indicative development planning.
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Performance:	2000-2008

The early years of the 2000s were particularly challenging for both countries.  
Real GDP grew at an annual average rate of 1.4% in Barbados and declined 
at an annual average rate of 2.2% in Guyana, during the period 2000-2005.  
The September 11th terrorist attacks in 2001 adversely affected both countries, 
perhaps Barbados more so, given its heavy reliance on tourism.  In Guyana, 
political unrest during the period 1998-2001 and floods in 2005 among 
other factors, would have contributed to the economic declines.  Staritz, 
Atoyan and Gold (2007) in a comprehensive study of why growth stopped 
in Guyana during the period 1998-2004 identified some of the other factors 
that would have contributed to Guyana’s economic contraction during the 
period:  sustained declines in factor accumulation; substantial reductions in 
both domestic and foreign investments and high levels of emigration.  Staritz 
et al (2007) raised the important issue of Guyana’s sustained economic 
declines during 1998-2004 in spite of the implementation of deep and 
transformational reforms that arose out of the IMF’s Economic Recovery 
Program (ERP) in 1988. The ERP focussed on entrenching macroeconomic 
stability, strengthening and reforming institutions to support economic 
development, embracing outward-looking market-oriented policies and 
eliminating market distortions (World Bank, 1993).  Staritz et al reasoned 
that despite far reaching reforms, institutional weaknesses still persisted.  
Moreover, external shocks would have also compounded the situation since 
Guyana’s economy was still very much fragile at the time. 

However, since 2006, Guyana has posted real economic growth in each 
year, which averaged 3.5% during 2006-2008, outpacing rates of growth in 
Barbados, which averaged 2.0%.  In addition, human conditions in Guyana 
have also improved markedly, as evidenced by the positive trend in Guyana’s 
HDI, which moved from 0.722 in 2005 to 0.729 in 2008.  Moreover, moderate5  
and extreme6  poverty rates fell from 43.0% and 29.0% respectively in 1992 
to 36.0% and 18.6% respectively in 2006 (Inter-American Development 
Bank, 2008).  Further, the disparity in the long-run growth rates has waned 
considerably; in fact, since 2006, estimates of long-run growth rates have 
been higher in Guyana than in Barbados.  

5 Moderate poverty – consumption levels less than US$1.00 per day
6 Extreme poverty – consumption levels less than US$2.00 per day
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These positive outcomes in Guyana warrant an examination of convergence, 
albeit cursory.  In the economics literature, convergence implies that a poor 
country, which had a lower level of income in some initial period, relative to 
a higher income country, is catching up and or growing faster than the higher 
income country.  Brander (1992) explained that if a low income country 
is converging, or growing faster than a high income one, a scatter plot of 
the long-run growth rates and initial per capita income of the two countries 
should have a negative slope. 

In the case of Barbados and Guyana, as is shown in Figure 3, the gap between 
the long-run growth rates7  has been narrowing since 2000; with Guyana’s 
rates exceeding those of Barbados from 2006.  

While Figure 3 is helpful, the examination of convergence is best done using 
a scatter diagram.  Scatter diagrams of the long–run average growth rates 
versus the GDP per capita in 1974 (the start of the significant widening in 
per capita incomes between the two countries) are plotted to answer the 
convergence question.  Indeed, the negative slope in Figure 4 indicates 
convergence during the period 2000-2008.  This is in contrast to the positive 
slope in Figure 5, which confirms divergence in the earlier years.  However, 
it is important to underscore that despite faster rates of growth, the level of 
GDP per capita in Guyana is not catching up with that of Barbados.

Indeed, Guyana has emerged from its economic crisis with transformed and 
improved macroeconomic fundamentals.  On the social front, reforms geared 
at strengthening and deepening social cohesion have served to reduce social 
tensions in the society relative to past periods.  Moreover, wide-ranging 
governance reforms aimed at enhancing public trust and promoting greater 
inclusivity in national politics have helped to significantly improve Guyana’s 
political climate.  The reforms undertaken to improve economic policies and 
strengthen governance and institutions, together with debt forgiveness and 
subdued political and ethnic conflicts, have reversed decades of economic 
collapse and stagnation, allowing Guyana’s growth rates to outpace those of 
Barbados in recent years.  

7Estimated as                      , where V is real GDP in the current year, A is real GDP in the initial 
year and n is the number of years between the current year and the initial year.
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Conclusion

Barbados pursued promotional and assistive policies in its ‘economic 
planning’, while for an extended period, Guyana adopted restraining and 
restrictive policies to ‘plan its economy’.  Moreover, Barbados had the 
institutional capacity to implement its development policies.  Addi-tionally, 
the prudent approach to macroeconomic management and an entrenched 
commitment to the fixed exchange rate regime, imposed fiscal discipline, 
thereby maintaining  foreign exchange reserves adequacy and in turn, 
domestic savings.  In the case of Guyana, years of fiscal mismanagement 
coupled with inward-looking policies, hampered the accumulation of foreign 
exchange reserves and domestic savings.  In addition, institutional fragilities 
restricted the country’s ability to adequately respond to the external shocks 
and crises.  Further, the high levels of emigration of skilled nationals 
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significantly depleted the pool of human capital, and as a consequence, 
undermined productivity and economic growth.  

Fortunately, concerted efforts by the Government of Guyana, over the past 
decade or so to address its development challenges have yielded significant 
improvements in development outcomes, evidenced by faster and higher 
growth rates and positive movements in key social and development 
indicators. However, both countries remain highly vulnerable to external 
shocks, which threaten to erode development gains.  Consolidating and 
accelerating progress should be priorities for both Governments and 
should include stepped-up efforts at economic diversification, productive 
development policies that involve strategising on how best to extract 
greater benefits from the Diaspora and boosting domestic competitiveness.  
Additionally, stimulating further private sector development, unlocking 
the untapped potentials that exist in both countries - ecological services 
in Guyana and cultural services in Barbados for example, strengthening 
institutions and governance and entrenching fiscal consolidation should also 
form part of the development agenda going forward.  

The international community can also support both countries in several 
ways.  First, accepting that the particular vulnerabilities of both countries 
require ‘special and differential treatment’ in the international trading arena; 
second, offering financial and other assistance to support their economic 
diversification strategies and third, providing additional debt forgiveness in 
the case of Guyana.  In the case of Barbados, an attempt should be made to 
increase concessional lending with a relaxing of the traditional conditionalities 
in spite of its middle-income status, given its high debt levels, which have 
become more onerous in recent years.  
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Abstract

The following article analyses a secession movement in the United States 
Virgin Islands (USVI). Since the turn of the new century, a significant 
number of individuals have clamoured for the separation of St. Croix from 
St. Thomas and St. John. Their reason for secession is that St. Croix has 
contributed to the territorial coffers but the island has received unequal 
representation, unfair treatment, and mal-distributive justice. St. Croix’s 
secessionists do not want independence. Rather, they desire an individual 
associated status with the United States in the same manner the Dutch 
Antilles and Anguilla have with Holland and Britain respectively.  The 
article shows St. Croix’s rights for and against secession and then argues 
that there must be substantive criteria and sound procedural policies before 
St. Croix’s secession can be taken seriously. Finally, the author does not 
advocate secession but rather seeks to understand the desire for secession 
in the USVI.
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Introduction

Although secession has been around ever since governments were formed, 
the idea had only gained substantive currency during the American (1776) 
and French (1789) Revolutions in the latter part of the eighteenth century. 
Since then, the movement has spread in modified versions to world Marxist-
Leninist regimes and to the so-called colonised Third World. The American 
Revolution extended and promoted the right to self-determination principled 
on the ideals of democracy while the French Revolution embraced the right 
of popular sovereignty and the rejection of monarchical rule. The Marxist-
Leninist oriented regimes (mainly after 1945) have revolved around the 
socialist principles of the Russian Revolution (1917) but have also shared 
the similar foundational and fundamental characteristics like capitalist states 
to determine and dictate their own freedom. In the past decades, secession 
and a right to self-determination in the Third World have followed gradual 
and intense forms of anti-colonial resistance movements to eliminate and 
eradicate imperial domination. These movements have received support 
from the United Nations Charter, particularly in Articles 1 and 55, for the 
rights to self-determination.

The break-up of the former Soviet Union into a myriad of independent nation 
states after the collapse of the Cold War in the early 1990s, however, has 
brought renewed interests to the idea of secession and self-determination. 
Professor Marcelo G. Kohen (2006: 2) elaborates that ‘[t]he end of Cold 
War brought new secessionist aspirations and the strengthening and the 
awakening of existing or dormant separatist claims in nearly all regions of 
the world.’ To be sure, secession movements have not only increased the 
world over with the possibility of being successful but have now become 
an increasingly unavoidable concern. Nonetheless, there is not a sound 
theoretical understanding of or a uniform treatment to secession. Still, only 
a few nation-states recognise the right to secession and international law 
respects the right to secede on narrow grounds. In spite of these limitations, 
the right to secede will continue, as evidenced by secession demands 
in Asia, Africa and the Caribbean. In the Caribbean, the recent quest for 
secession and eventual self-determination has been evident in the Dutch 
Antilles, Turks and Caicos, the USVI, St. Kitts and Nevis, and in Antigua 
and Barbuda. Except for the two latter cases, these movements are primarily 
in the non-sovereign Caribbean. All these movements, though different in 
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scope and intensity, suggest that small states or mini states are pushing for 
self-determination and self-definition in an increasingly globalised multi-
national state system. These small Caribbean islands are activity questioning 
their colonial arrangements and their status, as mini states, in the global 
environment. The status of small size as well as economic and security 
vulnerability does not appear to be a prerequisite for self-determination. 
Recent elections, for instance, in Curacao and St. Maarten demonstrate 
preparations for the official break-up of the Dutch Antilles, which will cease 
to exist as a federation on 10 October 2010 (10/10/10). These two islands will 
become separate countries within the Kingdom of the Netherlands and the 
smaller islands of Bonaire, Saba and St Eustatius will become special Dutch 
municipalities. Aruba already has acquired a separate status (Separación) 
since 1986 from the rest of the Dutch Antilles, although the ultimate desire 
for total independence from Holland has been stalled.

The following article examines and analyses one partially unknown 
but important secession or separatist movement in the USVI. The article 
explores why and how St. Croix (population 57,351) wants to secede 
from USVI (population 117,000), namely from St. Thomas and St. John. 
The movement is interesting and intriguing because it falls under the 
interpretation of the rights to secede under the United States constitution. 
The USVI has a local constitution which is subjected to the US constitution. 
Furthermore, the movement has baffled both outsiders and residents of St. 
Thomas and St. John as to why St. Croix wants to secede from what seems 
to be a stable political and economic position within the tri-island federation. 
The USVI has one of the highest per a capita income in the Caribbean, 
approximately US$21,000. Moreover, the secession movement is important 
and somewhat peculiar in that it does not resemble or represent a typical 
secession. A significant majority of residents on St. Croix do not seek to be 
an independent island. Rather, they desire a separate association with the 
United States like what Anguilla (1971) and Aruba (1986), St Maarten and 
Curacao (2010) have achieved with Britain and Holland respectively. This 
determination demonstrates that small non-sovereign states are questioning 
and interrogating their constitutionally and citizenship in an ever globalised 
world. They want to dictate their own political future.

The article is divided into four sections. The first section provides an analysis 
of secession tendencies in the USVI. The second and third sections examine 
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theories for and against St. Croix’s secession. The fourth section explores the 
possibilities and challenges St. Croix face in achieving secession. The article 
uses mainly political, international law, philosophical as well as historical 
analyses and arguments to understand St. Croix’s secession movement. The 
author also uses ethnographic information and personal interviews in this 
article, although not all are cited in the article. The author recognises the 
need to employ a comparative methodology, especially with regard to the 
current developments in the Dutch Antilles. Such a focus, however, is for 
another article. The current focus is primarily on the secession movement in 
the USVI, although comparative references will be made to other Caribbean 
secessionist movements.

Historical	and	Contemporary	Separation	Tendencies	in	the	US	Virgin	
Islands

The Virgin Islands (St. Croix, St. Thomas and St. John) have attracted the 
attention of many western powers ever since they were sighted in the early 
sixteenth century. However, for the most part of its history, the Virgin Islands 
were colonised by the Danes. From 1773 to 1917, the Danes colonised the 
Virgin Islands according to their specific comparative advantage which led 
inadvertently to separation tendencies. St. Croix was used for sugar cultivation 
mainly because the island’s geographical features were more suitable for 
plantation agriculture. In contrast, the excellent harbour on St. Thomas 
encouraged commercial activities, namely trading. St. Croix subsequently 
thrived at a time when sugar was profitable in the world market and therefore 
received much more colonial administrative attention. St. Thomas remained 
not only an island for international trade but was on the periphery of any 
administrative decisions (See Dookhan 1974; Vaughn 1977).

The differences between St. Croix and St. Thomas increased when the 
importance of sugar declined in the nineteenth century in St. Croix. The 
island eventually turned to industrial development and attracted foreign 
investors like Hess Oil Refinery, now Hovensa. In contrast, international 
trade and tourism activities increased on St. Thomas during the same period. 
Attention was then switched from St. Croix to St. Thomas. Even the capital 
of USVI was moved to St. Thomas. Furthermore, extended attention was 
given to St. Thomas when the US purchased the islands from Denmark in 
1917. A mandate from the US government for more administrative efficiency 
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transformed the individual municipalities developed under Danish rule to a 
centralised form of government. The seat of government was also moved 
to St. Thomas. Specifically, the US government introduced the Organic Act 
of 1936, which essentially gave Virgin Islanders a local constitution, more 
control over the local economy, and a greater measure of self-government. 
The most unique features of this Act were the granting of universal suffrage 
and the permanent removal of property and income qualifications for voting. 
However, twenty years later, a more advanced Organic Act of 1954 was 
introduced due to some shortcomings in the Act of 1936. The new 1954 
Organic Act created the Legislature of the Virgin Islands and fused the 
islands into one administrative entity (US Virgin Islands, Legislature of the 
Virgin Islands, 2007). The consequence has been that the Virgin islands has 
more political autonomy over local affairs but this new political development 
created more divisions and insularity between St. Croix and St. Thomas/St. 
John. 

Since the 1950s, residents of St. Croix (Crucians) have claimed 
marginalisation and unequal representation in the Virgin Islands centralised 
government. Subsequently, an inter-island rivalry has emerged from the 
centralised Organic Act of 1954 and has persisted into the contemporary 
period in the USVI. Specifically, Crucians have claimed that: (a) liquor prices 
are lower on St. Thomas even though liquor has been manufactured on St. 
Croix; (b) gasoline prices, until recently, have been the same on both islands 
even though St. Croix has an oil refinery; (c) most departments have larger 
budgets on St. Thomas; (d) St. Croix’s school system has not received equal 
treatment with regard to finance and infra-structural development; (e) St. 
Thomas has been marketed and promoted more for tourism than St. Croix, 
and as a result, fewer cruise ships come to St. Croix; (f) the University of the 
Virgin Islands is larger on St. Thomas and the St. Croix campus is treated 
like a Community College; (g) airfares are cheaper from St. Thomas; (h) 
unemployment is higher on St. Croix; (j) the St. Croix senators are poorly 
represented; (k)  St. Croix generates quite a bit of revenue but more money 
goes to St. Thomas and St. John (Vaughn 1977). These examples are only a 
few of a long list of claimed inequities between both islands.

The list of perceived differences, whether real or imagined, between St. 
Croix and Thomas deserves a brief analysis. Some of the differences are 
baseless, expressing a larger frustration of the USVI under a US controlled 
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colonial system. Under-representation and under-development of the USVI 
have more to do with the overall dependence on the US. While there have 
been nascent literary, cultural and political nationalistic movements, there 
also seems to be a clear absence of a direct and an open rejection to US 
colonialism in the USVI. The USVI has become increasingly dependent 
on the US for capital, markets, technology transfer, federal assistance and 
social welfare programs. These amenities have created a learned sense of 
dependency among Virgin Islands’ residents and have fostered a politics of 
vertical immobility. Politics in the USVI generally revolves around corruption, 
mismanagement, patronage, insularity, clientelism, character assassination, 
nepotism, high handed behaviour, newcomer victimisation and opportunism 
(Lewis, 1972, pp. 320-343). Low educational standards and out-migration 
of skilled personnel have also led to the underdevelopment of the USVI.  
These events have derailed meaningful opportunities for recovery and, as a 
consequence, growth and development have been slow and tepid.

There are, however, some merits to the claims of differences between the 
islands, especially in the area of economic capabilities. For instance, in the 
first quarter of 2010, 513,551 air visitors went to the USVI. However, St. 
Thomas and St. John received 488,122 visitors while St. Croix received 
105,429 visitors. The difference was also noticed in the cruise ship call. St. 
Thomas and St. John received 406 cruise ships while St. Croix received 44 
during the same period. The reason for this difference is that St. Thomas 
and St. John are marketed as tourist destinations while St. Croix is marketed 
for industrial development (US Virgin Islands Economic Review, 2010).  
A majority of St. Croix’s income comes from industrial development such 
as rum distribution and oil refinery. The territory receives about US$90 
million annually in excise rum tax rebates. Hovensa oil refinery has a crude 
oil distillation capacity of 495,000 barrels per day. The value of refined 
petroleum products were US$2,531.9 billion in the first quarter of the fiscal 
year 2010 (US Virgin Islands Economic Review, 2010). Statistics show that 
because of these economic activities the Gross Territorial Product (GTP) 
continues to grow since 2002. For instance, the GTP has increased from 
2,240.0 to 4,298.0 to 4,580.0 (in millions of dollars) in 2007, 2008 and 2009 
respectively (US Virgin Islands Annual Economic Indicator 2002-2009). In 
spite of a $170 million operating budget deficit in 2010, the economy is 
expected to be stable through government’s policies of attracting foreign 
investment, spending cuts, a hiring freeze, among others. 
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The information on how much money and resources are spent on each island 
is not readily available. What exists instead is the distribution of resources 
according to the various branches of government: the executive branch 
receives ($703.6 million); legislative ($21 million); judicial ($39.3 million) 
(Hanlon, 2010: 3). The lack of precise information on how much money is 
allocated among the islands is what generates the push for secession. This 
separation tendency between St. Thomas and St. Croix was demonstrated 
in 2003 when members of the St. Croix Self Government Committee led 
by Rena Brodhurst, the Committee President and publisher of The Croix 
Avis (a private newspaper on St. Croix), declared openly a separation of St. 
Croix from St. Thomas and St. John.   More than 7,000 of St. Croix’s 27,000 
registered voters signed a petition asking Congress to make the island its 
own US territory. The group has asked the US Department of Interior to 
investigate the Virgin Islands’ finances for disparity on how much finance 
each island generates and how the finance has been spent (Probasco 2003). 
The group has put forward a petition that reads: 

(a) “We the undersigned citizens of St. Croix in the United States 
Virgin Islands, hereby request that you amend the Organic Act of 
1954 to make St. Croix a separate territory of the United States of 
America. It has become increasingly difficult for St. Croix to grow 
and prosper under the current form of government. 
(b)  “We wish to administer our own affairs and not be obliged to 
ask elected St. Thomas/St. John officials for approval on issues that 
impact every aspect of our daily lives. 
 (c)  “We request the right to elect a governor, lieutenant governor 
and five senators who will reside on St. Croix and manage the 
island’s affairs. We wish to maintain a tri-island election for delegate 
to Congress. Our population does not warrant another delegate. 
(d) “We request that all revenues derived on St. Croix be retained 
on that island. In addition, we request that all federal programs and 
funds currently provided to the Virgin Islands government be divided 
in equal portions for the two separate governments to administer” 
(St. John Source 2005; Cole 2003: 7).

The main objectives of the St. Croix Self Government Committee are 
to transform the big island into a separate unit or territory from the tri-
federation  and to establish a special association with the US that allows 
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the island to have its own local autonomy. St. Croix wants secession from 
the tri-federation but also wants to maintain its territorial relationship with 
the US, which represents a complicated form of secession. To recall, and 
according to political thought, secession is a formal withdrawal from an 
association by a group or territory discontented with current status and 
treatment from that nation-state or centralised government. The ultimate aim 
of the seceding territory or the secessionists is to end artificial centralisation 
and integration, to dictate their own political, economic and social future 
with the hope to achieve sovereignty. Secessionists generally seek to break 
hegemonic, compulsory bonds between them and a government which they 
no longer accept (see Kohen 2006; Brilmayer 1991; Wellman 1995; Nanda 
1997). Philosophy Professor Allen Buchanan (1991:11) reiterates that 

Secession… is an effort to remove oneself from the scope of the 
state’s authority, not by moving beyond existing boundaries of that 
authority but by redrawing the boundaries so that one is not included 
within them.

Although the aforesaid definition is rather impressive, it does not explain 
St. Croix’s position on secession. Instead, St. Croix seeks a milder form of 
secession, essentially to decentralise from the Virgin Islands federation and 
form a new attachment with the US.  It does not seek to overthrow or change 
the territory, but seeks to limit the state’s control over the seceding territory. 
It is not a civil war nor does it represent a revolution.  It does not seek to 
engage in a sustained battle with the territory, but seeks to free itself from 
the unjust stranglehold of the tri-state federation. St. Croix does not seem 
to use secession as an act of punishment; it is simply expressing a desire 
for self-governance. From all indications, the secession movement does not 
seek to transform the political and social order of the tri- state federation, 
although secession may inadvertently lead to some changes. The secession 
movement in St. Croix is guided by historical grievances and seeks to right a 
historical wrong based on neglect, marginalisation and the mal-distribution 
of justice (see Brilmayer 1991). St. Croix’s secessionists believe that St. 
Croix has received discriminatory redistribution of resources towards social 
and economic development. The contention is that the decision making 
process is fairly democratic but the outcomes are unjust, placing St. Croix 
not St. Thomas, at a disadvantage. The centralised USVI government spends 
less on Croix relative to what the island contributes to the national coffers 
without any sound judgment for this unequal treatment.  Why St. Croix’s 
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secessionists chose secession as the last resort to deal with their unequal 
treatment and how secession could be achieved or not within the boundaries 
of the law will be the central focus in the next two sections.

St.	Croix’s	Rights	to	Achieve	Secession

St. Croix can secede from the federation with St. Thomas and St. John under 
two remote constitutional possibilities. The first is that the current attempt 
by Virgin Islanders to revise the Organic Act of 1954 (local constitution) 
and reform or rewrite the constitution provides an opportunity to implement 
a clause for any island within the federation to a right to self-determination 
or secession. From recent indications, this does not seem to be a realistic 
possibility since serious discussion on secession is lacking (Virgin Islands 
Daily News, October 3, 2008: 20). The second possibility is that if the States 
in the US agree to an amendment then St. Croix can secede. All fifty States 
must, however, agree for an amendment to occur. Given the fact that St. Croix 
is a part of an unincorporated territory of the US, it is unlikely that States in 
the US would favour St. Croix’s secession from St. Thomas and St. John. 
A right to secede then in the Virgin Islands and in the US is very limited. 
International law also shares a similar position (see Tomuschat 2006: 25). 

St. Croix’s right to secede can be realised through the international 
community, mainly through the United Nations. The formation of the United 
Nations following the Second World War was intended to bring, promote 
and secure peace, stability, and amicable relationships among and within 
nation-states.  To the people of the so-called Third World, these principles 
of the United Nations Charter provided them with an opportunity to 
dismantle colonial domination and determine their own independent course 
and destiny. Many, if not a majority of colonies in the Third World, have 
achieved self-determination mainly because of the general agreement among 
former colonial powers  (mainly in Western Europe) and subjected colonies 
(mainly in Africa, Asia and the Caribbean) to terminate colonial domination. 
The rights of people in the Third World towards self-determination are 
documented in Articles 1 and 55 of the United Nations Charter.  The General 
Assembly resolution 1514 (XV) of 14 December 1960 states:

(a) The subjection of peoples to alien subjugation, domination and 
exploitation constitutes a denial of fundamental human rights, is 
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contrary to the Charter of the United Nations and is an impediment 
to the promotion of world peace and co-operation. 
(b) All peoples have the right to self-determination; by virtue of that 
right they freely determine their political status and freely pursue 
their economic, social and cultural development. 

Article 55 of the United Nations Charter, again, makes reference to the right 
to self-determination. The Charter states that with a view to the creation of 
conditions of stability and well-being which are necessary for peaceful and 
friendly relations among nations based on respect for the principle of equal 
rights and self-determination of peoples, the United Nations shall promote: 

(a)  higher standards of living, full employment, and conditions of 
economic and social progress and development; 
(b) solutions of international economic, social, health, and related 
problems; and international cultural and educational cooperation; 
and 
(c) universal respect for, and observance of, human rights and 
fundamental freedoms for all without distinction as to race, sex, 
language, or religion. 

In 1966, the United Nations International Covenant on Civil and Political 
Rights was adopted. Part one, Article one mentions the right of self-
determination.

(a) All peoples have the right of self-determination. By virtue 
of that right they freely determine their political status and freely 
pursue their economic, social and cultural development. 

The International Covenant on Economic, Social and Cultural Rights also 
made reference to the rights of self-determination. The General Assembly 
Resolution 2625 states:

By virtue of the principle of equal rights and self-determination of 
peoples enshrined in the Charter of the United Nations, all peoples 
have the right freely to determine, without external interference, 
their political status and to pursue their economic, social and cultural 
development, and every State has the duty to respect this right in 
accordance with the provisions of the Charter.
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…and bearing in mind that subjection of peoples to alien subjugation, 
domination and exploitation constitutes a violation of the principle, 
as well as a denial of fundamental human rights, and is contrary 
to the Charter (see United Nations and Human Rights 1945-1995, 
http://www.un.org/en/documents/charter).

The United Nations and the Articles 1 and 55 are intended to bring peace and 
amicable relations among nation-states through cooperation. However, such 
a stewardship is not always realised. The United Nations is a proponent of 
international peace but it is not a governmental body, which impairs it ability to 
carry out realistic mandated responsibilities. Actually, since the formation of 
the United Nations soon after WW2, there have been more conflicts and wars 
in the world. The basic problem of the United Nations lies in its design. The 
organisation drafts numerous resolutions but functions to meet the strategic 
needs of the more powerful countries. When resolutions are implemented, 
they are conducted in a manner in which newly sovereign regimes, especially 
Third World regimes, remain dependent on the international order (control 
by developed nations) for continued survival (Clapham, 1999: 524). The 
powerful nations generally decide whether secession is worth consideration. 
Even if the United Nations has the power to intervene into the domestic 
matters of dependent colonies or territories it has to take into consideration 
a myriad of factors.  Non-sovereign states are powerless in the international 
system because they are militarily weak and economically dependent. Their 
mother countries generally provide protection and defence. Take for example 
the recent events in Turks and Caicos, a British Caribbean Territory. The 
People’s Democratic Party (PDP) has been pushing for political freedom and 
economic independence from Britain. However, under the recently elected 
Progressive National Party (PNP), Britain suspended the islands’ constitution 
in 2009 after a Commission of Enquiry found allegations of corruption in land 
sales, the distribution of government contracts and development deals, the 
granting of voting rights, and the misuse of public funds. Britain eventually 
imposed direct rule over the Turks and Caicos Islands and suspended the July 
2011 elections. The move was intended to ensure progress toward political 
reforms and financial stability on the islands (McElroy 2009; Boyce 2010).  
In this case, if the pro-independence movement in Turks and Caicos wants 
to take their concerns to the United Nations, the likelihood is that Britain 
would argue that the islands are not ready for independence until sound 
constitutional and electoral reforms are implemented and financial stability 
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are restored.  This is a position the United Nations would likely adhere to, 
which means any efforts towards independence would be delayed, if not 
forestalled.   

In spite of the overall shortcomings of the United Nations, the USVI has a 
right to secede from the US under Articles 1 and 55 because the islands are 
generally a collective colony of the US and are therefore guaranteed similar 
rights like other colonial territories to secede. But this is not the case in 
the USVI. Instead, St. Croix wants to secede from the other islands. This 
is a major challenge to the secessionists. The United Nations’ principles 
regarding a right to self-determination recognise anti-colonial struggles 
for self-determination but not any further fragmentation. Put differently, 
the United Nations does not recognise internal decolonisation movements 
in already formed independent states. Nonetheless, the United Nations’ 
principle of internal secession is ambiguous. Law Professor John Dugard 
(2006: 108) argues that ‘while it does not authorise the right of secession, 
the right of self-determination does not prohibit secession.’ This means that 
in spite of the law against secession St. Croix has a right to secession based 
on the ambiguity of the law.

The right to secede has also received substantial attention in the area of 
philosophy. Generally speaking, philosophers have argued that secession 
can be achieved or realised through Remedial Right (sometimes called 
Just Cause Theories or Choice Theories) and Primary Right theories. The 
remedial right argument emphasises that if a group or territory has enough 
evidence to prove violation of rights such as human rights, persistent 
violation of agreements and promises as well as failed attempts to resolve 
grievances, historical and contemporary, then unilateral secession is seen as 
a moral justification (Buchanan 1997: 34-35). This has happened in recent 
history in the Netherland Antilles where, as mentioned earlier, Curacao 
and St. Maarten have favoured the dissolution of the Antilles and relations 
with Kingdom of the Netherlands partners.  Curacao and St. Maarten have 
obtained an autonomous status within the Kingdom of the Netherlands 
similar to Aruba’s status. Saba, St. Eustatius, and Bonaire will have closer 
municipality-like ties with the Netherlands.  
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The primary right theory speaks to a right of a group or territory to secede 
unilaterally even if it is not subjected to any forms of discrimination and 
injustice (Buchanan 1997: 40). This argument is based on the two other 
related theories: ascriptivist or nationalist and plebiscitary or majoritarian. In 
layman terms, the ascriptive theory claims that ‘distinct people,’ like Native 
Americans who experience a status somewhat similar to sovereignty have a 
right to secede while the plebiscitary embraces the moral right to secede if the 
majority in the state chooses to do so regardless of common characteristics 
like language, culture religion, and so on (Buchanan 1997;1991). 

Rights	against	St.	Croix’s	Secession

In the Americas, only the constitutions of Canada and the twin islands of 
St. Kitts and Nevis allow for a right to secede from the parent country (see 
Premdas 2001; Sunstein 1991; Monahan and Bryant 1996). The reason for 
the high level of constitutional disallowance towards secession is that the 
foundation of democratic states (except for a few, most nation-states in the 
Americas are either Oligarchic, Co-optative, Liberal or Illiberal democracies) 
is grounded in the consent of the people to be ruled. Membership in democratic 
states is therefore irrevocable. The democratic state is the supreme arbiter 
that ensures distributive justice and in exchange expects support, uniformity 
and little negative reaction from its citizens. The democratic state prefers a 
stable environment or a functionalist approach to avoid distractions to carry 
out mandated responsibilities. In the final analysis, the people choose to 
be ruled by the government through consent and therefore the government 
is considered to be indivisible, infallible and irresistible. The democratic 
government’s position is a modern incarnation of the Thomas Hobbes, John 
Locke  and Jean-Jacques Rousseau paradigms that uphold the social contract 
theory. The notion of the social contract theory implies that the people give 
up some rights to a government in return to receive or maintain social order 
(see Rawls 1999).

Arguments for the social contract theory against secession are emphasised in 
the US Constitution dating back to the Civil War and by many contemporary 
US political scientists and scholars. President Abraham Lincoln underscores 
that the US is indivisible,  while authors Harry Beran (1984) and Cass 
Sunstein (2001) argue that secession should not be allowed. Beran (1984: 
21-31) writes that secession should not be allowed if a group is too small, not 
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willing to permit sub-groups within itself to secede, seeks to exploit other 
sub-groups within itself, occupies an area that is culturally, economically 
or military essential to the parent state and occupies an area that has a 
disproportionally higher share of the economic resources of the parent 
state (see also McGee 1994: 12-13). Sunstein (1991: 634-35), for instance, 
in a very thoughtful article, posits that to place a constitutional right to 
secede would increase the risk of ethnic and factional struggle, reduce the 
chances for checks and balances in government, raise the stakes for daily 
political decisions, introduce unnecessary considerations into decisions, 
create dangers of blackmail, strategic behaviour, and exploitation, and in 
particular, endanger the expectations for long-term self-governance.  These 
views, however, are not free from criticism. One strong argument in favour 
of secession is in the US Declaration of Independence (see: Preamble 2.1 & 
2.1 US Constitution).  If a democratically elected government does not have 
the support from its people, then the people should have a right to terminate 
the social contract and seek alternative means of government. Academic 
critics such as Daniel Weinstock (2001), Christopher Wellman (1995), David 
Gauthier (1994), among others, have argued against the conservative views 
of the social contract theory, namely, against the monopolistic state as sole 
guarantor of a fair and just society. Governments should adjust to the will 
of the people, including a right to secession without much friction (Kreptul 
2003; McGhee 1994).

The right against secession is also clearly stated in the United Nations 
Charter. Resolution 1514 (XV) states that any attempt aimed at the partial 
or total disruption of the national unity and the territorial integrity of a 
country is incompatible with the purposes and principles of the Charter of 
the United Nations (UN, 1960). The idea is that when a colony receives self-
determination or independence, the United Nations does not recognise any 
further internal movement towards self-determination unless the situation 
is considered to be grave accompanied by a massive violation of human 
rights, a situation known as remedial secession (see Buchheit 1978: 222). 
Therefore, no internal group or region has a lawful right to secede. This 
is particularly true in the case of Africa where the Organisation of African 
Unity (OAU) assumes the position that colonies granted independence or 
sovereign status should be respected and further secession movements are 
not allowed (Nanda 1981: 272-273). Secretary-General U. Thant in 1970 
stated in the case of Biafra’s attempt to secede from Nigeria that; ‘as far 
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as the question of secession of a particular section of a state is concerned, 
United Nations attitude is unequivocal. As an international organisation, the 
United Nations has never accepted and does not accept and I do not believe 
will ever accept the principle of secession of a part of its Member State’ 
(Thant 1970: 39). This view has been challenged in recent times. Professor 
Dugard (2006: 108) argues persuasively that since the 1970s Bangladesh 
has successfully seceded from Pakistan in 1971, Eritrea from Ethiopia in 
1993 and that the dissolution of Yugoslavia was in fact a case of secession of 
Slovenia, Croatia, Bosnia-Herzegovina. 

The	Challenge	of	Instituting	and	Implementing	Secession	on	St.	Croix

Four substantive standards must be established before secession can be taken 
seriously: (1) the identity of the group or region that is claiming secession; 
(2) the nature and scope of the claim; (3) the main reasons for the claim; 
and (4) the degree of the claim relative to deprivation, mal-distributive 
justice (Nanda 1981: 275). St. Croix’s secessionists seem to meet these four 
standards. However, a key issue St. Croix’s secession movement faces in the 
USVI is that the US domestic constitution does not recognise secession from 
within its states and territories. The US recognises the right of territories 
(owned and foreign) to decolonise towards self-determination as agreed after 
World War II. The problem is that St. Croix wants to secede from the Virgin 
Islands but also wants to retain a separate incorporated territorial status of 
the US. The US will most likely not accept this position and preference. In 
the territory itself, residents of the other islands, St. Thomas and St. John, 
do not share a similar position with St. Croix. In fact, residents of these 
islands do not want St. Croix to secede from the territory/federation. From 
the perspective of international law, St. Croix’s secession movement has to 
develop substantive criteria to make it a robust claim, which is really the 
nature of the relationship between St. Croix and the US central authority. 
The US and most modern advanced democratic states have upheld the long 
established principles of territorial integrity. This position has arguably 
been static ignoring the emergence of new communities as well as failing 
to provide the mechanisms for the evolving concept of self-determination. 
Most democratic states have not adjusted to the new demands of self-
determination. Past legal ties must be weighed alongside new demands and 
wishes of inhabitants.
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Another overarching cleavage or caveat St. Croix faces is that even if the 
secessionists decide to take their claims beyond the US to the United Nations 
the matter has to be dealt with in the USVI and the US. The acceptance of 
any foreign support would be considered an act of irredentism, against the 
principles of noninterference. This means that St. Croix can only receive 
support from within the USVI or from the US. This international law is conflict-
oriented and insular. The conflict comes from two competing principles: 
territorial integrity and self-determination. The former demands respect for 
established boundaries of states and the latter calls for the redefinition of 
the existing states (Eisner 1992: 408). International law is insular because 
it accepts secession or the right to self-determination on narrow grounds. 
In the case of St. Croix, that means following the principles ensconced in 
the United Nations Charter, stated already. If this approach is not honoured, 
then the movement toward secession is illegal and faces sanctions. Arguably, 
there are major weaknesses in the international legal system regarding the 
restriction to secession once colonial territories have achieved independence. 
Or, when federated islands/units want to break away but also want to retain 
individual status with their colonial powers. Debra A. Valentine (1980: 
805) argues that the decolonisation phase accepted old colonial boundaries 
regardless of the differences among ethnic groups into new independent 
political units. Caribbean Law Professor Simeon McIntosh (1997: 419) 
makes a similar point in the case of St. Kitts and Nevis that these islands 
were brought together for colonial administrative convenience. Like most of 
the federated islands in the Caribbean, the Virgin Islands were also brought 
together for purely administrative and economic reasons. This administrative 
marriage was developed under various European powers mainly from the 
French to the Danes and then to the Americans. Under Danish rule, however, 
the islands experienced semi-autonomy through districts or municipalities 
representations which were consolidated and centralised under US control 
soon after purchase in the early twentieth century. The residents of the Virgin 
Islands had little voice not only with the purchase but also in their being 
governed jointly as one administrative unit. Professor Lea Brilmayer (1991: 
190) explains this situation along the lines of ‘historical grievance’, or 
when groups of people have been wrongfully or mistakenly included into a 
nation-state. To St. Croix’s secessionists, the forced administrative marriage 
of three islands by the European colonial countries is an original colonial 
sin. It is an improper, if not illegal, annexation of the islands, which can be 
rectified by undoing the historical colonial arrangement. In this respect, the 
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secessionists are seeking to right a historical wrong. The main argument 
here is that international law does not recognise that it is for the people to 
determine the destiny of their territory and not the territory to determine the 
destiny of their people.  

The logic behind the principles of non-interference is also partial. Certainly, 
if St. Croix were to be successful with its secession movement it would need 
help from the world community. Moreover, the non-interference principle 
in a modern age has become unrealistic. Many regions of the world have 
become interdependent and interconnected through the forces and facets of 
globalisation. These recent developments have challenged the modern nation 
state as the sole arbiter of power and have created more alliances with regard 
to shared space and respect for peoples’ rights. Equally significant is that 
the shared history, language and culture which have functioned as bonding 
forces among communities and regions may not remain static in the future.  
Ethnic homogeneity and territorial solidarity are not indefinite guarantees 
(Valentine 1980: 817). Co-Editor-in-Chief of the Yale International Law 
Journal Michael Eisner (1992: 419) offers a procedural model for the 
resolution of secessionist disputes instead of relying on the principles of non-
interference. He recommends that the United Nations and international law 
should be involved in secession movements but must follow three stages: the 
first is that a United Nations commission should be established to investigate 
and recommend whether or not to get involved; the second stage is that 
if there is enough merit in the claim to secession, United Nations officials 
should organise or run a plebiscite; and the third stage, after the plebiscite, a 
transition should occur, which the United Nations would maintain presence 
if the secession is achieved or not.

Eisner’s second stage of the procedural model for the resolution to secessionist 
claims is more pertinent to St. Croix since the first stage is already achieved 
and the third stage would not be necessary. There appears to be no evidence 
of mass upheaval and violence surrounding St. Croix’s secession movement. 
Instead of imposing an international system, St. Croix should hold a plebiscite 
to determine the seriousness of secession from the USVI.  Special plebiscite 
guidelines should be established such as what percentage of votes should 
be required to sustain a proposal for secession, who should be eligible to 
vote, and who should conduct the plebiscite. A simple majority vote should 
not be enough to support a claim to territorial separation and supersede the 
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principles of territorial integrity. Instead, the supermajority requirement 
should be used like the one used in St. Kitts and Nevis in 1997, where two-
thirds of votes were needed for secession. Philosophy Professor Wayne 
Norman (2001: 84-102) argues that this requirement would not only justify 
serious secessions but also weed out vanity secessions. Certainly, the region 
and people in dispute must be eligible to vote in the plebiscite. But the entire 
USVI should also have the opportunity to vote since they are also indirectly 
involved in St. Croix’s secession movement. Lastly, an international body or 
a third party should help to conduct, interpret, and enforce the plebiscite and 
ensure that the parent state agrees to such a procedure. 

Geographical distance and cultural difference must be considered in St. 
Croix’s secession movement since they have other linkages. St. Croix is 
already geographically separated by forty miles from St. Thomas. This very 
distance has led to separation. One hypothesis states that if one region is 
separated from the rest of the country then there is a likelihood of fewer 
meaningful networks between the separated region and the parent state (see 
Sorens 2008: 335). This is really one premise for St. Croix’s secession. The 
geographical distance between the islands has led to a cultural difference. Even 
though the majority of Virgin Islanders share a similar historical plantation 
experience, they have also evolved differently. Africans on St. Thomas are 
more urban, while Africans on St. Croix are more rural/agricultural. This 
profound difference of lifestyle and even social attitude was born out of 
the different economic structures of the islands (see Lewis 1972: 27-28). 
Moreover, St. Croix’s population is made up of more than thirty-five percent 
Hispanics, while St. Thomas is mainly African and European, among other 
ethnic groups. These groups identify with their own ethnic backgrounds 
and have not approached territorial building with the  same expectations. 
Realistically, some groups regard themselves as the only rightful beneficiaries 
of resources in the USVI. Although there is no notable ethnic conflict, the 
mosaic of ethnic groups has not been fully integrated in the USVI. This lack 
of integration has created an inter-island insularity in the USVI.  Despite 
these ethnic and cultural differences, one cannot seriously deny the familial 
bonds between the islands and a sense of share community commitment, 
especially to ‘outsiders’ or ‘non-native Virgin Islanders.’ These bonds were 
born out of structural colonial dominance and contemporary political and 
social struggles. Secession would certainly affect this unity.
Nevertheless, geographic and ethnic differences are not compelling grounds 



Sentimental or Serious 61

for secession. There must be more substantive reasons for secession because 
other groups, especially those with a wealth of resources, may also want to 
secede leaving poorer regions of state even poorer (Christiano 1995: 64). 
Another question to be considered is what would become of individuals on 
St. Croix who want to retain the current political status in the USVI? While 
they may have the opportunity to vote in a plebiscite, this option does not 
guarantee that their needs would be met. If St. Croix were to secede, they 
will become the minority and face the trappings that generally come with a 
minority status, namely marginalisation like Muslims in India and Hindus 
in Pakistan, for example. They will practically have two options: remain or 
migrate. Both options are worrisome.  This, however, is an inherent problem 
of democracy. When the majority wins, minority groups do not always get 
want they want. Nonetheless, it is the responsibility of a fair government to 
ensure fair distributive justice. 

Some already established factors, however, favour St. Croix’s secession, 
which are not always an advantage in other secession movements. St. Croix 
does not have to shoulder any more financial burdens like those of new 
secession states, which face the challenge of establishing a new government, 
creating a new border, maintaining a sound defence and security system, 
conducting expensive external affairs, and regulating immigration, among 
others. These criteria would be, for the most part, taken care of by the US. The 
territorial debt, however, has to be negotiated and should not be handed over 
solely to St. Thomas for this move would constitute reverse mal-distributive 
justice. The debt burden should not be a zero-sum game.

In the final analysis, substantive conditions and criteria must be met and 
sound procedural measures must be established to deal with St. Croix’s 
secession. The procedural bar must be high to recognise the seriousness of the 
secession in order to mount campaigns. However, an appropriate constrained 
democratic decision-making procedure should not stifle the desire to secede. 
The issue of secession is politically sensitive which threatens to re-organise 
and redistribute the power structure of the state.  Ralph Premdas (1998: 2) 
points out, ‘to decentralise is not merely to shuffle the cards in a pack, but 
using a more appropriate metaphor, requires the flattening of a pyramid of 
power.’ Premdas added that a call for decentralisation or separation, unless 
rhetorical, cannot be treated as a technical exercise, but as a pre-eminent 
political contest where the highest stakes of survival are involved (1998: 
2).
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Concluding	Remarks

An analysis of the secession movement in the USVI shows that 7,000 of 
27,000 eligible voters on St. Croix desire a break from the tri-federation in 
order to establish a separate association with the US.  St. Croix’s secessionists 
believe that St. Croix has received discriminatory redistribution of resources 
towards social and economic development. Their main contention is that the 
decision making process is democratic but the outcomes are unjust, which 
has marginalised St. Croix not St. Thomas. The centralised USVI government 
spends less on Croix relative to what the island contributes to the territorial 
coffers without any sound judgment for this unequal treatment. This is a 
rather interesting position that parallels other autonomous movement in 
the Caribbean, namely in Nevis, Turks and Caicos and The Dutch Antilles. 
These movements speak to the quest of small non-sovereign islands to 
be autonomous in ever globalising word. These movements will generate 
more interest and provide a forum for the discussion of non-sovereign 
Caribbean states’ autonomy, non-intervention in internal affairs and respect 
for independent existence. The Dutch Antilles has already taken a lead in 
this direction. 

Small non-sovereign Caribbean states have the right to self-determination 
through the United Nations. They can apply Articles 1 and 55, which 
was established precisely to guide non-sovereign states towards self-
determination. However, the secession movement on St. Croix is inconsistent 
with Articles 1 and 55. St. Croix’s secessionists want to break away from 
the tri-federation and develop separate ties with the US. This is a complex 
situation and challenges the fundamental principles of secession. The US 
and the USVI constitutions do not allow any procedural model for secession. 
These constitutions do not allow secession. Nonetheless, St. Croix’s 
secessionists still have a right to secede based on a host of flaws in the 
democratic system. Furthermore, the USVI had an opportunity to implement 
a secession clause in the recent attempt to re-write the local constitution. 
This was not entertained. If such a clause was implemented then St. Croix’s 
secessionists would not have needed permission from the central government 
to secede. The main advantage to a constitutional right to secede is that it 
would force the central government to take every region seriously since each 
has a right to leave if it feels neglected. This choice may lead to a more just 
government in the USVI. 
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St. Croix secessionists have the right to ask the UN for help to at least a 
plebiscite to determine whether or not the people of the St. Croix want to 
separate from St. Thomas and St. John. From all indications, a plebiscite 
may reveal that more than fifty percent of Crucians want separation but this 
may not be enough grounds for St. Croix to have a separate association with 
the US. More compelling evidence is needed. If secession is to be achieved 
certain approaches must be undertaken.  The most justifiable approach is 
that there must be substantive criteria and a sound procedural model. Neither 
of these two qualities is fully established on St. Croix. There are some 
substantive criteria but there must be more robust evidence for secession. 
Mal-distributive justice must be accompanied with the deprivation of human 
rights and the failure of security and protection and other values that affect 
the human being. However, a call for secession will continue in St. Croix 
mainly to bring attention to the island’s marginalised status in the USVI. 
At best, secession calls on St. Croix would act as a restraint on the central 
government and perhaps force it to put St. Croix in the inner sanctum of 
policy making decisions. From a regional point view, the call for secession 
among non-sovereign states demonstrates the desire of these states to 
determine and dictate their own political future. The break-up of the Dutch 
Antilles is a recent example. 
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taken to correct the Global Financial Crisis: A 
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There are many lessons of the global financial crisis for which it is imperative 
that governments and regulators take cognizance of, many of which flow 
from their attempts to deal with the crisis. Among these is the prospect that 
remedial action taken may be in contravention of international agreements, 
conventions and commitments given under World Trade Organisation 
(WTO)’s Generalised Agreement on Trade in Services (GATS). Also it is 
essential that measures used to mitigate the effects of the crisis do not contain 
the seeds of future problems.
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While most rescue packages have helped to encourage the return of stability 
to the system, principally by facilitating the opening of the credit markets in 
the short term, it is important to ensure, that  measures which are part of the 
rescue programme, do not have unintended adverse consequences over the 
medium term, create moral hazard or encourage cross-border protectionist 
actions.

In addition, the crisis has served to highlight flaws in the global regulatory 
and compliance environment which hamper the implementation of corrective 
measures and in some cases make them open to challenge. Unless it is 
assumed that such problems will never again recur, they point to a need to 
review some aspects of the global rules including WTO GATS, Bank for 
International Settlements (BIS) and International Monetary Fund (IMF) 
rules within which countries operate, so as to permit remedial measures to be 
implemented without running the risk of having them viewed as contraventions 
of commitments. The first part of this article will examine those measures 
that contravene or could potentially contravene commitments given under 
WTO and GATS, the second part of the paper deals with the medium term 
consequences of remedial measures from a regulatory and financial stability 
perspective and the last section deals with special disadvantages which have 
resulted for developing countries consequent on the handling of the crisis.

Control	of	High	Risk	Operations

Many countries have introduced a number of new regulatory measures 
governing banks and investment houses in an effort to protect depositors and 
investors.  Many of these remedial measures may well be in contravention 
of the standstill provisions contained in the understanding on commitments 
in financial services in the case of those countries which have committed 
those sectors. For example, many banks  and investment banks routinely 
engaged in high risk operations  prior to the financial crisis and in some 
cases engaged in  short-selling on a  significant scale. As part of the remedial 
measures put in place in the aftermath of the crisis one was the banning of 
naked short selling - a measure put in place in May 2010 by the German 
government, when it enacted a ban on naked shortselling of credit default 
swaps on eurozone government bonds.  However, under the GATS market 
access rules, a country may not ban a highly risky financial service in a sector 
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in banking, insurance or other financial services if it has given commitments 
relating to that sector under the GATS.

The new financial regulatory reform bill passed in the US Senate on May 
2010 includes a provision that would force some of the biggest banks to spin 
off their trading in swaps into special subsidiaries or be denied access to the 
federal emergency lending window. There is also a strong US initiative led 
by a well known financial expert, to make credit default swaps available 
only to people who own the underlying debt. However, under WTO Market 
Access rules, and the Understandings on Commitments, countries which 
have committed these sectors, are contravening their GATS commitments 
if they impose limits on the types of financial services which an entity may 
provide.

Capital	Adequacy

The US Financial regulation bill passed earlier in 2010 put in place higher 
capital requirements on lending institutions. Similarly, the Basel Committee 
of Bank Supervision together with the Financial Stability Board agreed in 
September on higher capital requirements for banks.  However, under the 
Understanding which some countries signed with WTO there was expected 
to be a standstill on financial regulations.

Should	Capitalisation	Criteria	vary	According	to	Size

Issues such as large size of mega financial institutions and adequate 
capitalisation in the financial industry need to be addressed as a matter of 
urgency in view of the possible medium term outcomes. While these matters 
have been flagged, actual corrective measures have been deferred or are 
scheduled for future implementation.  So far the increased capitalisation 
criteria agreed in principle by the Financial Stability Board in July 2010, 
approved by the Supervisors in September 2010 and applicable from 2011 
apply across the board to all institutions irrespective of size.  New capital 
criteria for large banks have been deferred, but are intended for introduction 
at a later date.  The proposed limitations may very well be in contravention of 
the WTO Understandings which tend to discourage discrimination according 
to size.
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Capitalisation Modified to take into Account Other Non Capitalisation 
Prudential Norms

In developing new risk evaluation guidelines and the associated required 
capital of banks, non-capital related prudential actions of banks in some 
developing countries, such as reserve requirements have not been taken into 
account in determining required capital levels. Yet it was criteria such as 
these which allowed many banks in developing countries to avoid the worst 
effects of the crisis. These factors need to be taken into account in developing 
capital criteria for banks in developing countries where such techniques are 
used and have proved to be effective. 

Such regulatory approaches (such as secondary reserve requirements) which 
worked in some jurisdictions and which were frowned on by international 
institutions are being introduced or reintroduced or considered for introduction 
in some jurisdictions which formerly had not utilised them. This is certainly 
contrary to the notion of a standstill on regulation.
 
Lender	of	Last	Resort	Facilities

The issue of who supplies lender of last resort facilities to the non banks and 
insurance companies in a normalised environment needs to be addressed. 
Financial institutions not at the time regulated by eventual rescuers were 
bailed out by either government or the monetary authority.  It is accepted that 
official intervention was necessary at the time, since the problem was severe. 
However, this must be seen as a one- off development as it has the potential 
for compromising regulatory autonomy.  There is too, the related matter of 
the implications of risk-taking if financial institutions begin to expect to be 
bailed out in difficult situations and the moral hazard consequences for the 
essential quality of due care - where there is expectation of a back-stop. 
Takeover of financial institutions by government, was never anticipated 
under the GATS by countries which had committed those sectors. Yet this 
has occurred in several jurisdictions in countries that are signatories to the 
GATS. Indeed, the involvement of Government as providers of liquidity 
to these institutions cannot be a legitimate option as lender of last resort 
over the long term.  It is also important to guard against conflict of interest 
situations, where governments take equity positions in financial institutions 
which they bail out. This may well be in contravention of the spirit if not the 



A Regulatory and Compliance Perspective 71

letter of the GATS which defines public financial entities as those which are 
not providing commercial services to the public.

Review	of	Bank	Incentive	Systems 

Perverse incentive systems have been the one cause of the crisis which 
received most public attention.  At the root of this was whether finance 
specialists should be compensated in ways which relate to unrealised returns 
to the organisation.
It is generally agreed now that  incentive systems needed to be reviewed and 
modified in such a way  that compensation reflected the risk  assumed by the 
firm  at initiation and that income and prospective returns are not converted 
into compensation benefits merely because bad credits have been securitised 
and sold before their operational soundness could be established. 
 
Indeed, European Union members have agreed to the capping of banks bonus 
payments. However, the regulating of salaries and incomes in these sectors 
is in contravention of the spirit of the GATS for those countries which have 
committed these sectors.

Risk	Transfer	Mechanisms

Consideration may need to be given also to having a mandatory specified 
time frame during which risks must be retained by the initiating institution 
before they are passed on through innovative securitised techniques.  Efforts 
are now being made to review overall risk assessment techniques and 
prevent financial institutions from placing poor risks on the books of other 
unsuspecting investors.  It is also generally acknowledged that hedge funds 
are highly risky activities. Indeed, in some jurisdictions regulators have 
been giving consideration to banning the use of hedge funds.  However, 
some countries have already made commitments (under paragraph 10 of the 
Understanding on Commitments) and might find the imposition of restrictions 
controversial even though it apples to resident companies as well.

Risk	Mitigation	Techniques	–	Standard	Setting

The role and the prominence given to risk mitigation techniques needs also 
to be examined.  In this regard, there is a view that there needs to be stricter 
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guidelines for risk mitigators and greater analysis of the role and criteria used 
in offering credit default insurance as well as stricter supervision of credit 
default swaps. It may be necessary to impose conditions on risk mitigation 
techniques so as to limit the level of risk assumed by financial institutions. 
In addition where these high risk instruments have not yet been offered it 
maybe prudent to prevent them from offering new instruments of which 
regulators do not approve. This could mean that the trading of instruments 
in those markets that are more highly regulated are safer though possibly 
less attractive than in other markets. This also has implications for GATS 
commitments.

Subsidiaries	and	Branch	Operations-	Rights	and	Obligations

The question of who has responsibility for subsidiaries of banks in other 
jurisdictions has been a matter of great debate during the crisis and of 
great concern in jurisdictions where some of these foreign entities failed. 
Should the government in whose country the institutions are located take 
responsibility for their actions and if so would this apply to foreign owned 
branches and subsidiaries or to subsidiaries only? These developments 
have highlighted the need to frame guidelines for subsidiary and branch 
operations with respect to bailouts and liquidity support. Positions need to be 
developed which require head offices to meet liquidity and other shortages 
and provide support during periods of financial difficulties of branches and 
subsidiaries. There is a greater likelihood of reaching agreement in the case 
of branches.  However, the legal form should not override the real substance 
and subsidiary operations should also be eligible for support. Already some 
developing countries are specifying that foreign operations must be set up 
in their jurisdictions by way of subsidiaries and not branches – and with 
specified capital levels. However, under Market Access rules there should be 
no requirement on the specific type of legal entity for those countries which 
have given such Commitments under the GATS.

There are a few associated questions. Should there be an expectation that 
resources from one country be transferred to another country to cover 
shortfalls in an associated subsidiary bank where the transferring bank is 
not the head office of the subsidiary? Should one pierce the corporate veil 
to determine the flow of funds in order to make such a determination or 
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should it rest on the legal form of the organisation? There is the view in some 
quarters that the substance is more important than the legal form. 

Too	Big	to	Fail

The notion of too big to fail has been a concern even prior to the crisis but the 
financial crisis realised banking regulators’ worst fears. The concern is that 
big banks might opt to exercise a lower level of care because they consider 
that they were too big to be allowed to fail. The new financial regulations 
put in place in the US in 2010 include an entity whose responsibility it is 
to check that companies are not becoming too big as to threaten financial 
stability and to devise means of reducing their size.  The question now arises 
as to whether the rules applicable to large mega banks should be the same 
as those applicable to smaller banks.  Should the rules vary according to 
the size and level of sophistication of the entity? Many small entities were 
allowed to fail, even though, in some cases their offences were less severe 
than those of large entities which were saved. 

Other proposals for enhanced regulation include the suggestion for a mega- 
regulator which would oversee the individual regulators at the national 
level. The powers of enforcement of such a mega regulator and the power 
to impose sanctions would need to be carefully considered so as not to 
endow an institution with excessive power. According to GATS Article XVI 
governments cannot prohibit or limit the size or the total number of financial 
service suppliers in covered sectors. However, under the new US Financial 
Reform bill 2010, an oversight entity is to be set up to do exactly that, that is,  
to make sure that the size of banks is reduced if they appear to be becoming 
too large.

Section	2

In this section we examine some weaknesses in the regulatory system which 
were highlighted by the financial crisis. Among them were the internal 
ratings based approach of Basel II and the role it gave to the rating agencies 
in the standardised approach.
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Internal	Ratings	Based	Approach	of	Basel	II 

The proposed advanced approach to Basel II regulations pertaining to self 
assessment via the internal ratings based approach, must now be seriously 
questioned in light of the failure of banks to perform adequate self assessment 
in the run up to the crisis.  The Basel Committee of Bank Supervisors has 
been reflecting on this problem.  This introspection should involve also a 
review of the proposed role for rating agencies in the standardised approach 
to regulation proposed by Basel II which allows for reliance on rating 
agencies in lieu of development of in- house credit evaluation systems. 

Preliminary indications are that the introduction of Basel 111, which 
strengthens both the quality and the quantity of bank capital, provides a 
greater capital cushion. However, the self assessment aspect introduced in 
Basel 11 and the role of credit rating agencies in performing such evaluations 
(which failed during the crisis) was not addressed.

Yet, the role played by credit rating agencies was high on the list of matters 
to be addressed. For many years now, it has been suggested that there was a 
need for oversight agencies to supervise credit rating agencies. The financial 
crisis underscored this need and several countries are in the process of taking 
corrective action.  Certainly the pre-crisis ratings given to many of financial 
entities which collapsed raised many questions about the operations of rating 
agencies and about potential conflict of interest situations.

Cross-border	Supervision	and	Shared	Responsibility

The crisis also highlighted how important it is that regulators share 
responsibility for cross-border supervision of financial entities. When bailout 
funds come from the national treasury of particular countries, providers of 
such funds have responsibilities to provide such support to overseas branches 
from which their surpluses may well have arisen.  These and other questions 
were high on the agenda of regulators in developing countries during the 
financial crisis and seemed to have been answered differently by various 
jurisdictions.  For the most part, the crisis emphasised the point that even 
when problems are international, bailouts tend to be national. There is a 
need therefore to develop clearer approaches to determining the relative 
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responsibility of host and home country supervisors and in extreme cases 
– home and host country rescue initiatives.

Legislative	Autonomy	and	International	Protocols

Understandings forged on relative responsibilities can have implications 
for how individual countries write their legislation. Consideration may 
have to be given to writing legislation to limit the countries’ exposure to 
possible collapses by foreign investors in financial entities, both in the host 
jurisdictions and in other overseas operations to which the host entity and 
hence domestic depositors are exposed.
There seems to be a need also for international protocols to be developed 
so that countries are less likely to opt out of responsibility for bailouts of 
subsidiaries outside of their borders. An example from the Caribbean is a 
case which forms a useful study of the relative rights and responsibility of 
the parties where there are multiple cross-border financial operations.

Single	Regulator	or	Multiple	Regulators

The debate about a single regulatory authority has become more acute since 
the global financial crisis, in particular since the bailouts are provided by the 
monetary authorities.  Even now, there is no agreement on the best oversight 
arrangements for the financial system. It is interesting to note however, that 
in the UK, a decision has already been taken to bring the supervision of banks 
back to the monetary authority. What is very clear is that where monetary 
authorities finance bailouts, they will want to have greater regulatory 
oversight to ensure the safety of their funds. Central Banks, because of their 
ability to create money are well placed to finance such bailouts. Non –central 
bank regulators are not.
 Indeed there are other fundamental assumptions which have been brought 
into question by the crisis. While it can be posited that the situation of balance 
of payments crisis provides an escape for member countries both under IMF 
articles and Under WTO, permitting members to take corrective action, there 
are two observations which are pertinent. Firstly members must be able to 
take preventative measures, not merely corrective measures. Secondly, the 
crisis was not a balance of payments crisis, either for those countries where 
it originated or for most developing countries. It would seem therefore that 
these clauses need to be revisited to include exit clauses which relate not only 
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to balance of payments crises, but which include causes such as collapse of 
the financial system and recessionary conditions.

Section	3

This third section deals with the negative impact for developing countries 
of many of the responses taken by regulators and governments in developed 
countries and the inadequacy and in some cases the lack of compensatory 
financial assistance which was evident.

Collateral	Damage	by	Innocent	Bystander	Foreign	Institutions

One of the interesting outcomes of the global financial crisis was that countries 
unconnected with the causes of the crisis were seriously affected.  Innocent 
bystander nations seriously affected by these collapses should therefore have 
been given some scope to pass on some of the costs of collateral damage of 
these collapses and near collapses to the countries and institutions which 
actually gave rise to them.  Assistance of this kind could logically have come 
from international financial institutions and should have been in the form of 
grants and not loans as the latter merely increased the net liability of these 
institutions and were not therefore likely to be helpful over the medium 
term.

Credit	Offers	as	a	Solution	for	the	Highly	Indebted

It is also worth repeating that the crisis was not created by developing 
countries but they were seriously affected by it.  While the IMF put in place 
a Flexible Credit Line, for many highly indebted developing countries, this 
did not offer a way out.  Soft loans are still loans and they add to the already 
severe indebtedness of highly indebted countries that are trying to correct 
problems that they did not create. Grants must be a means of correcting the 
combined problems of recession and high debt which plague many countries. 
In addition, developed countries must be reminded that their own recovery is 
intricately tied to the recovery of developing economies.
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Moving	 Liquidity	 from	 the	 Jurisdiction	 which	 Generated	 it.	 Should	
there	be	a	Limit?

There is an interesting issue concerning whether globalised mega corporations 
are a weak link and whether the same issue that arose in global banks could 
arise in global corporations in the real sector. This leads to the question of 
cross-border flows and the question of relating access to credit by geographic 
area to the generation of liabilities from dispersed geographic areas. Is there 
an obligation of the head office to return liquidity to the geographic area 
which generated it? Or should they be able to siphon funds toward rescue 
packages for the benefit of the home country away from foreign generators 
of such needed surpluses?

National Poor Oversight and International Burden sharing - Asymmetric 
Consequences

The emphasis in the regulatory world has been on the systemically important 
countries. However, the examples of the last few years have demonstrated 
that it was the most systemically important countries which created the 
problem for the rest of the world. Developing countries therefore deserve a 
bigger voice in setting supervisory standards, particularly with respect to their 
offshore impact and foreign subsidiary/branch implications,  because when 
systems fail, developing countries  are seriously affected even though they 
have had little or no input in the construction of the rules or the operational 
guidelines of the institutions. Indeed, while there has been the acceptance 
of peer reviews in the world of regulation, there may well be a flaw in such 
systems, since they may well exist a code of mutual tolerance of shared 
weaknesses, (and may help to explain why the whistle was not blown prior 
to the crisis) a situation which would have been less likely to occur had the 
reviews included non- peers among the reviewers.

Withdrawal of Capital from Non-offending Countries. How can it be 
corrected? 

Developing countries have been hard hit by the withdrawal of capital and by 
the closing and downsizing of export markets consequent on the recession 
in developed countries.  In order to ensure that the global recession is not 
too prolonged, it is important to provide additional capital to developing 
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countries in order to prevent the recession from becoming a depression as the 
turnaround in developed countries will depend a great deal on maintaining 
demand in developing countries. The crisis has demonstrated the inter-related 
nature of financial markets and global demand for goods and services between 
developed and developing countries. In this regard, boosting of capital flows 
into developing countries will redound to the benefit of developed countries 
by stimulating growth in developing countries.

Other	Areas	to	be	Addressed

The extent to which accounting rules contributed to an inability of financial 
institutions to offer rescheduling and other techniques of remediation without 
impacting on their own debt provisioning obligations, must also be addressed. 
It is argued that International Financial Reporting Standards (IFRS) rules 
(now adopted by 121 countries) as developed by International Accounting 
Standards (IAS) hindered the ability of creditors to  make accommodations 
with their debtors without adversely affecting their balance sheets. Guidelines 
on securitisation and a focus on risk generally and not only bank risk will 
also be essential as problems arose as well in non-bank areas of the financial 
system. In this regard, making fuller information available to the public, will 
be essential, as will be greater public education. 

Summary

This paper analysed the unintended consequences of some of the remedial 
measures taken to correct the global financial crisis and some needed changes 
in our non-operational oversight systems which the crisis highlighted as 
in need of modification. The perspective was principally the international 
financial governance system, the way in which it was affected by the crisis, 
the weaknesses revealed and the long term consequences of some of the 
remedial measures applied.

The paper does not suggest that the remedial measures taken by various 
governments and regulators should not have been taken. Indeed, for the 
most part they have been most effective. Now however, given the greater 
perspective resulting from a longer period of time over which to examine 
the issues and their impact, the opportunity offers itself to review some of 
these measures in the interest of building a more resilient system for the long 
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term and a more balanced approach to regulation which takes into account 
both the differing impact for developed and developing countries of both the 
crisis and the remedial measures. 

While up to now, it was probably in order for WTO to wait until the markets 
settled and the regulators had made the appropriate modifications to their 
regulatory systems before reviewing their financial services guidelines, 
perhaps sufficient time has now passed as to allow those rules and principles 
to be revisited in the light of the lessons of the financial crisis.
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