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THE STATE:; CENTRAL BAﬂK POLICY AND COMMEECIAL
BANK BEHAVIOUR 1IN GUYANA*
T T ..'”L:‘i'lgesnlggob

Introductione

to lQBQ has_begp_the quang}en }gzthe scale of activities.and expendlture

. by the state. The dominant aspect of -this expansion was.tlie process of i

exprog;iatiqn,gf1foxg}gp;ﬁifect,intgstment;whiqhqwaé contentrate&rwithinv:
-4 M S B R AR P et [ Al s . h )

) uthe‘petiod 1970-1977. .Thﬁ_exclusionLaf foreign financiai,institutibnﬂ.from

_:Lthls process of expropxlatlon is notable. and ynderlines:the varied 9051tions

RS RE A

held bj the state towards forelgn dlrect investment in the. economy. .This.has

AT

:followed a pattern of taclt acceptance of foremgn direct investment. from 1966

to 1969. restrictions from 1970 to 1977 and finally active encouragement from

1978 onwards.
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f‘Stgte;pp%icyrtgwards_g?reign‘cpmmercial banks-in,éarticular:reflected
_the,yarigg.posit;bns hg;digg thg3§tate,toﬁardsqﬁpreign“aireqt,invgstmént;‘?fom
196§3t9”}969:for,instapge,rtggte was ép obyiéds;enqpurgggmggt"of“fqreigh
commercial banks by the state since in this petiod twWo additiqnalzmultinational

banks ware glven perm1951on to establlsh branches in Guyana. From'iQ?O to

x oAbl

1977 there was a Shlft in polle. In the early part of thls perlod the state

R T
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emphaSLZed a pollcy of mlnimlalng the operatlons of forelgn commerc1al banks.
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It was proposed that these banks should no longerlhandlg 1oca1 sav1ngs but
R i J o "" R

llm1t their actxvmtles to arranglng and fa01litat1ng foreign 1oanSJ Tﬁe‘
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establlshment of an 1ndlgenous bank 1n 1970 was to prov1de the ba51s fﬁ

*The content of this paper lS derlved from a,research progect on Commerclal
Bank%ng in Guyanav 1966 ~1980;. and has. been adaptedsfor presentation at- the
13th Reglonal Monetary Studles Conference. o
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effecting such a policy. By 1976, the nationalization of these banks beoaﬁe,

a prominent issue. However by 1980, the foreign commercial banks were still

K

actively operating in Guyana and appeered?to be doing so without undueg

pressure from the state:

In the context of state eyPan51on and the obv;ous need of the state
to meet 1ts fundlng requlremehtsp the purpose of thls paper is to explore the

process of lnteractlon between the state and the flnanclal system w1th
Gob e gt s ;

partlcular emphaSLS on the commerc1a1 banklng systemi Thls would also 1nvolve

an examination of'the role of.the central bank since it is mainly through_this
institution that the state intervenes-in the finaneial system and indicates its
policy relation to the process of capital accumulation, as well s, the basis

for its expansion.
a L

In velatlon to the above objectlve the maln subd1v1slons of the reriod

.

under study are as follows (a) 1966 to 1969; 1970 to 1977 and 1978 to 1980

with reference to state policy towards foreian dlrect.lnvestment and (b) 1966

to 1977:aua 1978 to 1980 with reference to central bank po;icies towards

" gémmercial banks.

The sectlons whlch follow deal w1th {1} the" state, oentral bank and

a

the process of capltal accoumulation in capltallst and underdeveloped countriss

(2} the relatlons between commerc1a1 bahks and central banP in GuyanaF in terms

of the object:l.vesy ratlonale and results of the p011c1es pursued by the ‘

Central bank. and (3) gtate expansmon and the role oi the banklng system in
macro-economic adjustment in Guyana. The 1nf1uence of the Internatlonal
Monetary Fund.(IMF) would alsoc be con51dered’1n'relatlon to these 1ssues;
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‘1. The Btate and the Prdcess of Capital Accumilation

In Developed Countries - .o T N <
The érocess“ef capital dgccumulation in .the development-of capitalism

in.the industrialised: economies was characterised by its'interrelationship

. ~with the finéngiel'system.?— This meant that state intervention in the. v
.. financial system served to indicate the state's policy relation to.thei: -
- process of capitaliaccumulation. The central.bank was. the:primary:institution

th¥ough which the state, intervened in the financial system. This institution

was.. ingerted et'the;apex;of the financial system and wasi seen to undertake.-
certain policies,-aimed principally at ensuring the overall stabiliﬁyrof;the

financial system and meeting, when necessary, the funding requirements of the

:5te§e.3n'1n“the context of the instability of the banking system which

accompanied the development and extension of credit in capitaligt countries

_the purpose of ensuring overall stability was the integral feature of the rise
o . B T i . . ‘ M o : oL .

of pentrel-bans_anduwas,reflegted‘in the laws governing central bank
operations. In practice the central bank accomplished this through:itewgrqyision

of 1ender of last resortﬂ redlscountlng and borrow1ng fa0111t1es to banks in

PP

perlods of crisgis. A related feature of central bank practlce was the tendency

T

for 11m1ts to be placed upon credlt extended to the state.

L e

The_h%spprieal egampleemgf inflation and currency qepregiatiqn that were

__seen to accompany credit creation on behalf of the state provided the basis fox

ok

e T

the tradition of ‘sound Afg‘;'ﬁe‘hee.;underlying the financial rele‘_-;io_ns between the

state and the central behk“in 19th century economies. In conformlt

tradition the central bank 'was expected to ¢rant credlt to the state within -

Vdefined 11m1ts whlch wasg’ to be repald w1th1n a relatlvely .vhort tlme. This



‘accumulation,

-

policy which was seen to.coincide with the objective of ensuring stability in .

the financial system, gave to cep#rallbanﬁ practice a~gertain ‘degree of
avtononly + “Further; -4His +autohomy 6f céﬁtfalrbaﬂks appeared to be mubh greater
with theé ‘growth of capitalism.on a.world scale in'the latter ﬁalf.bf the19th
century:” In_thiS'pericdféxbhange'stabilit& became the-precoﬁditioﬁ for further

accumulation and ag a result the central bank was séen to vary interest ratés

~:did-conditions dffecting the availability of .creédit. to'maintain this stability.

Iﬁévitablﬁ,“tﬁis'restrictioﬁ“placed upon national ménéﬁary éQstemsﬁﬁndér:tﬁe
gold standard aﬁr&ngements; was reflected}in the EendencyifarfthQEState,ﬁo :
adopt -a réstrained financial policy invits relations with the centralrbagky
.éonéﬁrrénfly; ééféﬁe'é%oluﬁiéﬂ of centraliﬁéﬂking pragfiééfhéé indicated,
howevef;;%he’stafe ééﬁﬁﬁaﬁe Ehe_dentfal ﬁéﬂﬁ'shﬁéerﬁieﬂtwﬁd its needs; and’ the
autgﬁém§'of Ehé céﬁtﬁaifbéﬁkugé géen 0 be more éppéféﬁ£ Ehan'feaIf' Such
instances bfiﬁg.inéo shérﬁ focus the'ééle'éf éﬂéucentfgi pank as an instrumént

of the ététeténanﬁaréiéuiafiﬁ tﬁé'pdiicflof the state towards the pfééésé,of

T

In capltallst economles, state lnterventlon in Lhe flnanCLal system
has been essentlally to sustaln accamulatlon by the capltallst class 4 In

order to sustain this prlvate accumulatlon the early central banks sought

'boﬁfinudu91y“t6 méintain'interﬁalhstébility.and/ér égéhaﬂge:SEability as

PR

':préééﬁdiﬁioné“féi'fuﬁﬁﬂeﬁ‘éédumulé%ioﬁts”lTﬁiéjréShltéd—in fhe countercyclical

Ca e CopEraLe Do e ris e A ot S UM
policies undertaken and the. limits placed on the extent of central bank

SR ST S NS LR Lo e ie St
accommodation to the state’'s demands for credit.

However, rebtralnt by the state 1s undermlned in cxrisis perlods of war,
R A Lo L T N N = . PR

major social and polltlcal change or the general expansion of the state to fulfil

[ 3] .
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... the money supply, or {b) to attempt to carry -through the  hecessary restructg;;ng !

its functions. When crises occur and.there are severe:obstacles to further
Q;:iyai_:e,accu_mulgtigp,.‘ in capitalist countries,.the state engages:in. the
restructuring of. the Qrpgessagf.prpduction and.its relationship.to the process

of accumulation may appeay in & morxe direct form than is usually - discerned.

But as the historical evolution of capitalism has indicated it is only in

Lo . T L . SEAT eI e

periods of severe crises that such restructuring occurs.

g

The responses of the state to the accumulation crises of:the capitalist

u,class have been varied and depends upon the forms taken by these crises,.and

the balapces. of social forces within. these.economies. Thus a crisis in

accumulation which it met by central bank,:support for credit expansion by the

-...financial system and which leads to high levels of inflation can severely

disrupt the financial system as . money and other financial assets generally

lose their facet as a store .of value. The options for the state are either

Rl

(a) . to adopt deflationary policies (through central bank) guch. as restricting Lo
!

— .

h—._.___,.»w*““

¢ of capital, as a precondltlon for further capitalist accumulation. Alternatively

P

iﬁ_thg c¥i$i$ is one of . recession, the options includz .reflationary policies
and or restructuring.of production.
“One ‘of thé'deepest adcuimilation crisds of capitalism oceured during- the

period betieen the two world wars, This periddiof crisis wis' charvactérizéd by

Ay

«.déeliningToutput, mass unémploymeht and numérous bankruptcies:” The résbonse

of Ehe &fdté wWas reflectéd- ifi“thHe shift in thé nature of monétary manadement,®

ggq;gal‘banks_in individual capitalist economies rchanged their principal.

interest from international exchange stability to internal issues such as real

income and employment. This change was manifested by accommodation to state




expenditure, protectionist policies, competitive devaluations and suspension

of convertibility of ndtional curréndibs ihto gold.” These measurés taken to

" polstet ‘these economies and bring them out of the érisis were part of the ™ X
, N
P it - Do, L . - . - .. . . B HE TR ¥
attéempt to restore thé confidence of private enterpriée., el
i i A EE A ' . EE o ;:h'

rebuilding the 1nternat10nal monetary systemy however became an 1ntegra1
. __g . . . .

T

feature of the effort to promoLo recovery from the depre551on and World War II
' efa;.and preventfﬁhe“recufreﬁce of crises of such a'fundameﬁtél‘ﬁa%ﬁrelwith
capitalist ecphemiee. 7An essential feature was ‘the attempt to establish a balance
between domestic issues and external stability in monetaty management by
emphasizifg e¥change stibility without forcing countries- to revertsédfddldT;
standard rules. ‘In‘qeﬁefaI; the reshaped intekhational fonetary system worked
up to the mid 1960°s’. By the early 1970's the system broke down in fws main
areas, namely; the adjustable peg exchange “rate reoime and the goid exchange
“standard ﬁhicﬁ éovefnéd'tﬁe‘éupply of #eserves. “The breakdown of the intes-
“hational monetary system, together with stagflation in’'developed economies, and
"inabated balances of payment problems 'in underdeveloped economies evidently:
markéd 'a deepéning world’ economic crisis. In response to the crisis sitdation,
the particular form which has received much‘etteﬁtionIWitHihfthe‘developed
. economies has;beee that of inflation., Consequently, monetary policy and the
issue .0f internal price stability has 'become a central:feature,unde;lining
coﬁtemporary central bank operations in developed eeonomie5°8<~Thus the -semblance 5
) of_autonomyucha;acterietic of eentngl bank eoperations in.the .evolution of
capitalist ddondmies ik still very much in evidence in"the face of deepéning

domestic and world crises. - e

i Ll se T . LR T - A e ERE P e :
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The State and the Process of Capital Accunulation in Underdeveloped
Countries
the emergence of new nation sgtatez and the subsequent establishment
of central banks which occurred after the second world war has initiated a phase

in the evolution of central baunking préctice,cha;acterized by differences in

emphasis on the purposes of central bank operations and the form of state

- relation with the process of accumulation.

gInvariably the legislation governing the operations of the central banks
in the new gtates have conferred on them the authority to limit credit to the

state and to use the range of monetary policy instruments found applicable in

.:.the advanced capitalist economies, in the interest of maintaining monetary

stability. The practice of central banks in many of the new states however, is

.. characterized by an apparent emphasis on issues of development and accumulation.

In the.context of the rapid rise of state involvement in ecbnomic.adtivity,?
ostensibly -for development, state funding, inevitably has become a primary
aspect of .central bqnﬁ operation in these countries. A direct result of the
primacy. .attached to meeting the funding requirements. of the state has been f
the absence of the same semblance of insgtitutional autonony which characterizes

central banking practice in developed economies.,

-.Unlimited credit expansion by the central bank to the: state, however;: has

been subject to two primary sources of restrictions in underdeveloped. egonémiss.

v . fhg first source of restriction lies in the consequences of.excessive

c;editfcreationf particularly  that of inflation, which has considerable

influence on the political wesponse of the mass of the population. -{However; the
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effectiveness of this response has been inversely related to the dominance

1
Iy

of the codrcion function ifi State activity) .

LA

The second source of restrictions arises from the:position cccupied

ey

by the new states in the international monetary system and the -structure of
their economies. - The existence of an external sector which..dominates
economic activity, membership with the International Monetary Fund (IMr) ,
acceptance of the IMF's Article VIII provisionslO and the use of the national
currencies . of developed ‘economies as ini;erve_nt_i.on currer;cieé, limit‘ the
extent to which monetary ag&_credit policy can be used to influence the
functioniqg of these gconomies.ll In this_context expanding statgﬂ
expenditure has ig”many instancgs led to balance of payments problgms, Within
the framework of the integration of under?evelgped ecgnomies_in the intepf
national monetary sys;em Ehe mechanisms for adjustment-to halance of péyments
_deﬁicits are entrusted to a number oﬁ instruments. ftThese are exchange rate
adjust@ent,.usq of foreign exchange reserves or other forms of finanecing

such as drawings on the IMF, restrictions on capital outflow and restrictions
6n importrs . ?he only one expecteé (within.this framework) to bg appligdtir

entirely at the discretion of the nation state is capital restrictions.

Cases of acute balance of payments disequilibrium therefore have-.

inevitably led ﬁo'a process of interaction between the IMF and the state in

_ .
these geconomies,l2 S o w
~The IMF is the institution entrusted with the task of moderating and PR

preventing crises within the international monetary system'the;eby permitting

the orderly international expansion of trade and investment. : &



. . In ordér to- carry out this task the charter of the IMF included

i I explicit provisions on the issues of (L.market convertibility of curfencies

-y (2) -the supply of :reserve aeeets (3) exclange stabilify and (4) mandgement

-.--of the international monetary system. However, the provisions inrrelation
to balance of payments adjustment were ambiguous on the issues of
(a) respon31b111ty for, 1n1t1at1nq adjustment and (b) crisis proof methods
for effectlng adjustment. The early response of the IMF to balance of pay-
menns problems fa01ng its -member countrles in the context cf exchange
stability was‘to emphasize the aeeociatlcn between domestic credit creation
and reserve level changee.e-nencenfhe-neceseity.of denand nanagemenc |
policies;lS Ffom this.associafion, monetacy and financiel.éciiciee wefe
recaféed aersubstitutes for exchenqe,rate:changeslto cofrecc paymente.
1mba1ances, Although the force of cvents led to the acceptance of flexlble
exchange'rafes asrlnstruments of payments adjustment in the 1970”5, the
prevalllng pollc1es suggestcd ny the N iy for adjnetment stcll have a stronq
demand management blas.- Thig is partlcularly S0 w1th rpgerds to ME
relatlons w1th underdeveloped countrleu whlch in qgneral have tended to remain

w1th1n a flxed exchange rnte reglme. HenceF the underlylng Feature of the

IMF“S pollcy to rcmedy payments problemﬂ in underdeveloped economles 15 the

concern to 1mmed1ately reeestabllsh domestlc and external flnanc1dl balance

B : Sy

- © with the former being a necessary condltlon for the 1atter° ThlS has resulted
in considerable influence being éxerted on the operations of the central bank
by “the v, 4 fnvariably in the context of larde state séétor deficits in

underdeveloped economisgs, tha policies of the IMF place direct emphasis on;
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{a) the'need: to restrain state sector growth, {b) the promotion of the .

- dommércial viability of public enterprisés, and (¢} the encouragement of g -
‘p%ivaté1entérpfiée.153¥Thé5e pqlicieé are in direct contrast to the process .
of ‘state expansion wlich has beéen an observable featuré of mdny-underdéveloped

. 16
eConomies.

An 1mportant 1mpllcatlon of the POllCles deemed acceptable by the -
IMF, is the Q1gn1flcant role attached to private enterprise in reetfucturlng
.the proces¢ of aceumulatlon; The response off the staterhés been seen to be
dependent on the objéct of state power and the strength of 5001a1 forces to
“11m1t or conLrol Lhe power of the siate. The object of state'power in tﬁese
new states vary. However the rulers of those states whlch claim to and/of
attempt economi.c £estru;turing vig-g-vis the metropolltan countries énd thelr

domestic econocmies also engage in social and political restlucturlng i.e. class
destrﬁctlon and ;1as" creatlég; Where those who wield executive power in the
étate indulge in econcomic dCLlVltlES fox Lhelr prlvate accumulatlonr(w1th1n

and outulde the-state app%ratuo), or“sponqor the prlvate accﬁﬁulatlon ;f
others, tﬁélr confornlty to the pollcles of the Fund bccomes more ilkely;"

(e g Phllllplnes) .An-adaltxonal conSJderatlon Ain this contéx£r howé%er.ls
‘whether w1th Lhe ex1st1ng state appalatus thlS éollcy of 1ncreaged (lérée scale)

S

prlvatlzatlon can be carrled through in splte of social protest

Atexnatively, if the state is significantly influencedzpy_thg.ggtexests
of the mass of.the population, and resists the removal of benefits derived "
from previous. social strugale and social policy.a progess of conflict can

emerge from State-~IMF relations. (e.d. Jamaica, Tanzania, Grenada).
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the private sector was limited.

w1 L

Usow CThe. ¢asé of Guyana serVés as a udeful illustration OFf the influence
of §tate involvement in thé process of accumulation as well as IMNF<Sfateé
relatiofi in the évolution of the monetary system of a new state. The

section which follows examines the interaction of thé mtate ‘and Fhe

“cofiiiercial banking system through the policies of the Central bank.

II  State Intervention In The Einancial'System‘ih Guyana 3

Measures "aimed at restructuring the pattefﬁ*of'c;edit allocation

&xecuted by finan¢ial ihstititions have beeh among the principal ingtruments

by which the state has indicatéd itk policy relation to’the prodess of capital

accumulation in Guyada. These measures, directed primhrily at the commercial

banks (maihly because of the Significance of thesé institutions in the

* financial intermediatiofy’ proceéss) have been mediated mainly by the central

bank since its establishient iH’ 1965,

Central bank policies - particularly in relation to fhe commercial

banking system may be usefully divided into two phased. The First from 1966

“to 1977, was characterized by measures aimed at restricting credit to the .

private sector and siwmultaneously increasing the accgess gf the state sector -

. to. commercial bank credit and. regtructuring the pattern’ ef credit allocation

to certain aetivities. The second. from 1978 to 198Q,.was distinguished by
a reversal in policy emphasis. Limits were placed on, state sector borrowing

from the banking system and direct regulation of commeréial bank leading to

The underlying continuity of central bank policy during the, entire -

entire period has been, the emphasis on credit availability as. the prinéipgl
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means of influencing econbmieiacﬁivity, Indirect and diregct requlation of
commercial-bank.1ending-and-liquidity have been the manifestatione ofisthis
emphasisg. in the first period. In the context of the ineffectiveness of ~ -
open market.operationerand discount policy,moral suasionlJ has been the

primary means of influencing this channel of transmission of monetary: policy.

The initial measures implemented by the central bank to influence

expenditure and the credit behaviour of the commercial banking system proved

ineffective, These measures were (a) variation of .the liguid assets .ratio in
- -December 1966, which required commercial banks to hold a minimum level of

: Niquid assets .eguivalent to 20 percent of time deposits and 15 percent:of

demand: deposits in comparison with the minimum level regquired since January 1966
of 15 percent:of time deposits and 10 percent-of demand deposits and (b) the
imposition of a 100 percent pre deposit requirement against private sector

1etterswqf?creﬂgt opened for import purposes in 1961.

o mye” stated purposes of these measures were to keep the expansion:of

bank credit within reasonable bounds and to restrict import trade respectively.

S L

v . .

Since the commercial banks had actual liquidity ratios above the
minimuin reqﬁired}lsiit'was Aifficult fo évaluate the impact of the variation

on the commercial banks' credit operations and as a quantitative policy

lnstrument this measure was meanlng]ese.'

s

Addltlonallyg the predep031t scheme whlch is typlcaﬁ;' expected to
affect the bost and availability of credit - in terms of tying up funds for
loﬁgex”periods than would be the cage if the'feﬁdiremént did not exist w.was-

FI . .. _7-_..'_;' . . 4:‘? R ,.-.' - < - ., B \
found to affect an insignificant part of import financing (letters of credit
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amounted to $2 mllllon in the commer01al banks accounts whereas 1mports were

s o PR S

valued at $202 million- in 1966). As a result.in 1967 this stipulation was

rescinded.

The response of the central bank to these early failureﬁjﬁéé to

introduce more direct controls on the lendinq pattern of commercial banks.

‘TheSe “took’ tHe form of gu1de11nes establlshlng global credlt celllngs and

Selectlve credlt controls, (See Table 1) and from 1969 to 1977 ‘these quide-
1ines}have constitutea,the basis for central bank policies towards

conmercial banks.”

. The dlscernlble features of these measures, in the flrst phase, have
i : -
been the attempts to (1) limit credit expan 1on by commer01al banklng,

;paxtlcularly?prlvate sector access to credit, and (2) direct commercial

banks to channel more resources to state determined priority areas, such

as smail scale agrlculture° The respective reasons for these measures were

[

; "(a) the as3001at10n between credit expansion and changes in the lewvel of

international resetves and (b) the distortions created in the economy by

_commercial bank Tending‘to non~productive activities such as the distributive

. trades.and-personal consumption.

wé-.motwithstaﬁdihg the rationale for the early global ceiling however,
as long as they werekstrictly observed they had implications for the

allocation of'reseurces between the private and state sectors. The 1969 and

1970 global credig ceilings-stipulated that the percentage increase in the

i

commercial banks eredit to the private sector be no ¢: - er than the percentage

“increase in deposgits fdr these years. Since the commercial banks’ loan




(a)

YEAR

1569

1971,

1972 .

1973

Siearp.
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TABLE i

CREDIT EUIDELINES

Glnbal Cemllngs

Credit to private sector not to
expend more than 110% of. 1968

'level.

Credit td:private sector to be
limited to rate equal to percen~ . .

tage increase in deposit Ll

lighbilities.

Banks allowed %o extend credit

by amount of increase in deposits
1969,,1970 ond 1971 less amount of
credit extended in 1969, 1970.

(1)

: Selective-toﬁtruls

Persoﬁél Loans o be reduced
1o 110%. of level at end of
1968,

At least'%”nf any expansion
to privete sector ito_ hbe
directed to agricultufél
sector, :

Personal loans not o expand
moxe than ‘el of increase

,in_imtal.crééit.

At‘lEast'i of credit expansion

to go to Bmall 5cale agricul-c..

ture,

Loans to distributive trades
to be increased only to
purchase producer goods/
encoUrage domestic production.

- Personal luans—not-te-expand:

by more i af 1ncrease 1n

20 o : LT
desposits during year,
Loans %o diétributive‘frades
not to expand by more than Z

‘of increase in deposits during
year,

1
At least = 5 of increase in total
loans and advances to private ”

_scctor to-be dlrected to amall

agrlculture,

Persnnal lnan-(excluding house~

. building) not te expand.by

more than .A. of increase in
deposits ‘80 during the year,

“
i
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1973

1374

l975

1976

1978

. too the prlvate sactor
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{(2)

Total bank. .credit to be (1)

held at end of 1973 . .
"leva;.
(2)
i2)
(a)
(1)
(2)
(3)
(43,

, Ceiling of /7 per cent in (1)

expansion of bank credit

(excludlng cuaperatlvesj
on 1974 or 1975 lgvel . (3)
whichever is higher,

Total hank credit to private
sector to be held at 105% of

. level at and 1977:
Sgurce: Bank of Guyana/Commercial Banks,

Loans to distribiute trades not to expand
by more than & of 1ncrease in dap051ts
durlng the yaar.

At laast 1l of increase in total loans
and advances ‘ta private sector. to be
directed to small scale agriculture,

Personal loans (excluding housebuilding)
not tg_be higher than 1972 level by more
than 57y of increase in dESPDlta in

1973,

Loans to distributive trades not to exceed
1972 level by more than;% of increase in

deposits in 1973,

lustruction to direct credit se as to.
encourage domestic produyctions - v
Expdnd loans to small scale agrlculture.

Tuward end .of year last quarter expansion
in credit %o publlc corporation subjedt to
approval.

Personal loans (other thanahausebuildinggnnt
to expang, by more hha”ﬁﬁ‘ of increase in
dep051ts during 1975.

Distrjbutive loans not to expand by'mbre
than £ of increase in deposits during 1975,

Loans to agriculture to rise by not lass
than L of any expansion in total credit.

5,

Expansion of credit to public corporations
beyond 7.5% of level on Decembex 31, 1974
subject to specific approval,

No growth in personal loans in 1977 or 1975
level ‘whichever is highsver,

2) "No. growth in distribution.loand.

Credlf to public sector gnierprise %o be
held at 105% of level at 3lst Decemberf’lQ?S
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" TABLE 2 CREDIT GUIDELINES - STIPULATED AND ACTUAL RESULTS (G$ millions) .
vy GLOBAL CEILINGS SELECTIVE . CEILINGS
YEARS STIPULATED INCREASE IN ACTUAL INCREASES " PERSONAL LDOANS _DISTRIBUTIDN LOANS  AGRICULTURALL _LDANS
CREDIT 7TO{ PRIVATE SECTOR) WTAXIMUMB[ y MAXIMUM ! i MINIMIM
: STIRURATER.LACTUAL ISTIPULATED | ACTUAL STIPULATED ¢ ACTUAL
| 1969 10% 21%
1970 8% 18..6% $10.6mm. | $12,5mm {. $2.1mm.. ! B1.lmm.
5'1971 $17.4 %3.Tmmi % D.3mm. | $l.2mm, - - $0.6mm, 40, B,
1972 $1.6mm. | $2.1mm | $5.2mm $2.8mm. $0.1mm. | $1.3mm.
| . “ . . i
1973 $1,8mm. 4. Omm. | $5.9mm. - | $4.%mumJ  $3.8mm. ] $1.2mm.
‘ 1974 $160.6mm., $167.2mm., £1.7mm. §~0. 2mm ﬁS,Tmm. $30, 2mmi. - -
1975 - - - %5.0mm. | $0.9mm.d $16.7mm. | & 9.Immb  $1.lwm. | $1.2mm.
1974 %8 .0mm ™ $2.Tmm., &0.0mm, $5 .4mm. 0.0 15.4
(60.,2rm) ) (76.5 )+ ! '
1977 ’
1978 $112.Tmm. $122.7mm,

SOURCES: Bank of Guyana: Commercial Bank: {Ceiling in relation to public enterprises)
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COMMERCTAL BANKS LOANS AND ADVANCES TO THE PRIVATE
s SECTOR o '

- At End of Total Buginess Firms: Of Which Dbistributive Trades Indw, Other

1966 -. -41.0 29.1 - S 11,4 1 5.9 ‘3,9
1967  44.1 - 28.2 13.0- 7.5 5.7
1968 56.5 38.4 20.0 9.7 5.0

Source: Bank of Guyana Annual Reports.
The efficacy of these guidelines was somewhat mixed while the:seléctive

guidelines appeared to be relatively successful in limiting the expansion.
of credit to the distributive trades in the private sector, ;7 did not
significantly benefit the defined pricrity areas as is seen in the slow growth

of bank credit to agriculturs and other manufacturing (See Table 4).

_TABLE 4

. COMMERCTAL BAHKS' CREDIT TO SPECIFIC SECTORS IN RELATION TO .
' DEPOSIT'GROWTH {($ miliion)

END OF YEAR: 1970 1971 1972 1973 1974 1975 1976 1977 1978 1978 1980

Agri: ‘Porestry. - L
and Fishing ) 8.5 0.0 9.7 11.1 12.9 13.% 1l.9 15.6 19.3
State .s@CtOr - sew ... © = 0.5 0.3 05 Li4 o2iEC B0 1.5 ' 3.8
Private sectox 6.4 7.2 8.5 9.5 9.4 10,6 11.5 1.2 11l.4 14.1 15.5
Other Manwfacture: ~ - 24,1 28.5 37.1 3402 238.1729:0° 36.7 SEE - 75.4
4 State Sector . asa 6.7 5.4 14.1 13.0 17.8 16.6 19.3 31.5 46.0
.= Private gector 14.3 1is6.0 17.4 23.1 23.0 21.2 20.3 12.4 17.4 23,1 29.4
Distribution o e saa 27.2 37.8 57.4 66,5 80.9 86.4 82.4 91.5 119.,2
, State sector ‘oo . 3.1 12,0 26,5 37.3 50,7 65.3 63.4 67,6 87.8
R Private sector 25.5 21.3 24.1 25.8 30.9 2%.2 30.2 21.1 19.0 23.9 31.4

. Personal (Private

Sector) 13.0 14.1 16.5 23.6 23.4 26.5 31.8 35.8 -42.,2 53,2 69.5
TOTAL 99,7 125.3 166.8 179.1 203.3 236.6 249,7 341.5 432.4
" State sector 13.3 22.4 59.7 60.5 82.2 123.2 127.0 177.4 235.8

Private sector 82.1 85, 86,4 102.9 107.1 118.6 121.1 113.4 122.7 184.1 196.6
4

5.8
TOTAL DEPOSITS 124.2 147.9 174.6 212.0 244.5 342.3 365.7 426.9 482.1 549.3 637.1

... Not Available
Source: Bank of Guyana Annual Reports.
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The principal direct beneficiary of these policies, in fact, was
the state sector. The .state had accounted for 30 percent of credlt granted

by banks in 1966, In 1877 it was 7? percent. 20

Lo -In the context of the-traditional loan policies of the foreign -
commercial banks and the form taken by state intervention in the economy the
pattern’'of credit allocation which emerged towards the end of thé firét‘ﬁhase

. could not have been totally unexpected.

By their‘practice these banks had indicated theip xisk averse naturve

§h térms of {a) their preference for short t;rrnr self 11quldat1ng 1oans,

B -‘L

(b) the neqlect of small scalc agrlculture in ihLlV resource al]ocatlou and

(c) the emphasis collaueral bascd criteria in their lendlng operatlons.zl

]

Consequent-to 1n01easeé sLutéklnﬁérvenéion in the eeoﬁomy‘by Qéy ofl
expfoprlatlon of and part;élpatlon w1th‘p¥1vate ;;£e¥prlses between 1970 and
1977 (See Appendix 1), there was increa;ing private sector uncextainty,
reflected in declining private sector iny@stmént‘and démand for commercial
bank credit.22 s a result it became‘incfgasingly poééible‘fofléhe state to
preempt an. increasing share of conmmexcial bank‘gredit?3 to fhe extent that
it was able to issue 1iabilities (on itselﬁ) that coincided with the~pr§ferences

of commercial banks. This the state was able to achieve through (a) its issue of

-~ Treasury bills ~ a relative risk free and short term asset which rose ifrom 3.2% .
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of total commercial banks' assets in 1966 to 32 d percent in 1977 and
: ' T»(b)Astate-guarantees~on loanS'and'advances'granted to state enterprises, with
- R demand 1oans and advances accountlng for nearly 80 nercent on average of these

1oans since 1970 (See Table 5) .,

el

TABLE 5 _
" COMMERCTIAL BANKS ‘DEMAND AND TERM LOANS AND ADVANCES
GS million '

END OF YEARq

1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976, 1877

Demapd Loansg 38 2 38,6 48,0 55 O 73.9 76.3 64.9_84.8)_105.6 111.1 133.7 170.0
'ﬁgﬁand Loans - 5, l 3.5 6.2 10.8 12.1 10.6 17.6 44.6 45.9 6£7.8 108,3 114.6

Private . . 33.1 35.1 41.8 44.2 61.8 65.7 47.3 40.2° .59.7 43.3. 25,4  55.4
sé&ctor

TERM TOANS . . 15.4 13.9 17,3.23.4 20.3 21.6 31.9 37.8 @ 54.9. 56.1 58.6 60.6
Stake sector 7.3 4.8 4.9 4,5 2.9 2,0 2.6 4,7 13.9 13.7 13.7 14.7
Private - . - : o o _
sector 8.1 9.1 12.4 18.9 17.4 19.6 29.3 33.1 41.0 42.4 44.9 45.9

Source: Bank of Guyana Annual Reports

By 1974, therefore, claims on the state sector had surpasséd claims on the

privdte sector in the commercial banks asset portfolio (See Table 6).

TABLE &

COMMERCIAL BhNKS ASSET PORTFOLIO ($ mllllon)

- Claing on Claims on - Claims on - Claims on Claims on
State sector state sector state sector state sector e state sector
. 1966, - .. 1967 : 1968 1869 S gy
'“ 178 ~ 19.6 30.4 30.5 34.6
. 1971 it 1972 . 1973 1974 - 1975
51.8 72.4 ' 88.8 113.4 206,6
(1976 - v 1977 1976 - 1979 ~_19s0
218.2 310.5 340.5 376.0 452.3

CONT'D
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TABILE 6 Cont'd

Claims on | Claims on Claims on Claims on "' Claims on
nrlvate sector private sector prlvate sector prlvatt, sector private sector
1966 1967 ) 1968 - 1969 - : 1970
41.0 . 44.3 57.5 - 68,6 "81.4
1971 1972 1973 1974 1975
85.8 86.4 1062.9 _ 107.1 118.5
1976 1977 1978 1979 1980
121.1 113.4 122.7 . 164.1 196.6

Source: Bank of Guyana

Significantly there was no marked change in the pattern of credit allqcation té
&istribdtiénr Personal 'COnsumption'and'small.scéle agriculture accégégnying
'éﬁeA_'increaséd access of thé statg to commercial banks resourcés; Thg éhafe
of distribution loans in total loans and advances rose from 21.4 percéﬁﬁ’in
196§ to 37.3 percent in 1977. The share of personal loans Qeclingd from

Qfl percent in 1966 to 8.3 percent. in 1277 and the relative neglect.of
agriculture was still maintained (See Table 7). These trends clearly indicate
that the desired restructuring of credi£ éliocation did not oc&é?? In this
context it ig. useful to examine the oﬁeraﬁians‘of’the.indigenous commercial
bank, the Guyana Hational Cooperative Bank, (GNCB) which was established in
1970, to aid the process of marginalization of the local operations of the
foreign commercial banﬁs and thereby facilitate the redirection of credit.
'the'State (See Table 8). By ¥he end of 1977, the GNCB had surpassed at least
“four of the forelgn commerolal banks 1n Lerms of ltS share of total deposits:
which rose from 5.5 peroent in 1970 to 25.4 percent in 1977‘ Addltlonally,‘

the GNCB accountcd for 86 percent of state sector denoslts, 25 percent of
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private business deposxtu and 19 percent of households depOSLts by the end

of 1977. Although the growth of the GMCB in ‘texms of its. depoolts and hence
its‘agset was considetabie within'such;a;rqiativelyqshogtJtime“howgvor the
experience of 1977, underlined an area of -weakness in the local bank’s
oPeratiooé, nameiy is;Adeéosit oﬁetatiéﬁggr An_gxamination,of the'GNCB'susﬁare
of total’hbhseholds, stété séctor9and Drivate businesses‘deposits indicates
(1) that the magor share of state.sector dePOSits are placed w1th “the GYCB,
(2) that the households sector s share has been qradually increa51nq between
1973 and 1977 and (3) that both the share of private bu51nessea and -the state

sector. haver had. a tendency-to fluctuate. ( SeeiTable 9),_

fpr _-

RELATIVE SHARES OF LOANS AND ADVANCES TO
DIQTRIBUTION HDUaEHOLDS AND SMALL SCALE AGRICUL'TURE

.m\1966' 1968; 1975' 1976 1977 1978 1979 1980

Distribution Loans as % - B .

of Total Loans and Advances - 21.4° 30.8 36.6 40.2 37.3 35.2° 28.3 28.6
Personal Loans as % of ] ' ) . L Co
Total lLoans and Advances 9.1 1l2.4 7.8 7.9 2.3 10.2 15.6. 15.7

Small Scale Agriculture¥as %
of Total and Advances ) 4,

P>
.o
=)

3.4 3.2 2.3 2.3 4.3 3.7

Credit to State Sector
Distribution as % of Total .. - , o
Distribution : . ces 62,2 68,2 77.4 77,0 73.6 73,7

! .
o

*Loans and advances for Private Sector Agriculture: ...Previous classification
of date do not yield this information. - - o T :

Séurce s+ Bank Of Guyana
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TABLE 8

MEASURES TAKEN BY THE STATE TO PROMOTE THE G.W.C.B.

- State contribution to shaxe capital - 90% .
- Opening of New branches encouraged L ’ T v

- Post. Office Savings Bank with extensive rural network acted as deposit
agent for the GNCB. At end 1975 FOSB absorbed by the GNCB. Y

- Promotion of GNCB as State Sector Bank with growth of Staté Sector.

- State Control over external Trading (with .establishment of. external
Trade Bureau in 1970) and agonsequent transactions through the GNCB (1)
Private trading firms found it convenient to hold transaction balances
with the GNCB (2) the local bank also became more involved in the
operation of the foreign payments . system. (3) Negotiation of- foreign

lines of credit became a wajor area of activity.

- October 1976 directive from state 1nstruct1nn that sector enterprlses '
can only deposit employees salaries into their accounts if these accounts
are held by the GNCB.

v e =

SHARE OF THE GNCB S SHARE OP TOTAL DPPOSITS IN ALL
" BANKS BY SECTORS %

1973 1974 1975 1976 1977 1978 1979 1980

Households ) 7 6 1.4 17 ;9 14 18 7.

State ‘Sector - 67 96 81 8L 8 7% 77 78

Private Business 26 22 21 27 25 .16 18 26
Sources: GNCB_and Bank of Guyana Annual Reports

These trends when taken in conjunction with the-distribution of total deposits

in terms of those sectors in the GNCB's portfollo (oee table 10}5 1nd1cate that o
ErL ' e

the household sector is by far the majox contrlbutor to- total dep051ts ‘within
the GNCB. However because the household sector has been Ehe only source of

consistent growth in residents® deposits over the years 1966-1977 and the
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likelihood of 1nstab111ty in deposit growth was. dlrectly related to the
significance of sovrzee other than the household sector, then the depogit

cperations of the GNCB was subject to 1nstabillty more than that of the

- foteign banks combined. .The experience of 1977 in fact highlighted this -
vﬁncertainty iﬁ the'éNCB“s'deposit operations, Whereas the increaseﬁinuxéﬁ

:dep051ts for the entlre banklng system amounted to $68.7 mllllon in 1977

%

the GNCB experlenced no growth. Significantly, the household sector 3
_depos;ts in the GNCB grew by $7 3 mllllon in 1977, but state sector dep031ts
' nd private businesses deposits fell by $4 million and $7.7 million

iESbectivély.' On the basis of this, it was evident that a basic precondition

for sustained growth by the GNCB*waé-for‘thé'iécal‘bahk-to attract an .
increasing share of households deposits. 1In terms of the allocation of its
resoufceé}“tﬁé-qperations~of-the”CNCB}was not markedly different from the
pattetn established by'the_foteign commercial banks, -though certain. obvious
differences existed tﬁ'the;éssetkopefetiohs‘of'the local -and foreign banks

betﬁeeh IQVOland‘1977.e:AWhéieas the;propof%ibn*ofuliquid assets to'tbtai

“assets held by the GNCB gradually: declined from 54.6 percent in 1970 to- -

Aoipéréent—in"I977,:for the entire barking system the ratio increased from

20.5 péfcent to 43:6 percent. ' Thig hirrored the increase in treasury bills

holdings of the foreign commercial banks, and the. diminished holdings of.

i treasury biils by the -GNCB towards.the end of 1977, It further indicated
~ that thermajor.ishare gf.credit to the state by the GNCB took the form of lending
‘ to state enterprises as: opposed to the central government,  The foreign banks

on the other hand, because of the amount of resouxces mobilized extended credit

to both state enterprises and the central government.
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. 'I‘ABLE lO -
. SOURCES OF DEPDSITS TN THE GNCB AND FORF‘IGH BANKS |
..., +_COMBINED % OF TOTAL OWN DEPOSITS =
GNCB..V~‘, S oo 19751976 1977 - 1978 1979 1980
State Sector .o .o . - - -48 .42 - 3 .: 38 - 317 33 -
Households _f T ' 34 37 46 40 ., .54 A2
Private BuSLness N ‘ 18 21 16 22 15-‘.J22
POREIGN BANKS = 7 o
;State sector .. - 0 % e 7. g 5 T 5 g
Households - "',_ s T8 T 7200 09T - 76 .73
Private Bﬁeiness‘ o 7 Y L 23-e 17e1 =219 21
Source: GNCB and-Bank of Guyana Annual. Reports
. i
A second feature was the decline in the percentage of loans-and”  ~
-advances to total:eesets for thefentire banking system from164.3+perce%t‘in
1970 to 43.8 percent in 1977, while:that for the GNCB.rose- from 39,8 pércent
in 1970 to 49.7 percent in 1977.. However by the end. of the fivst phase of
central bank policy{ the loan/geposiyrratio of :the local baﬁk,waé‘no‘different
from that of the foreign, banks: (about.Q.52)..and in mang respects the local
banks' lending policies.gexe very.siﬁiLaf”to that of the entire bankifig -
- system. .
R Firstly, the GNCB's ratio of advaneesitemtotai loans and advances had - 2
* che e *
moved in. the same . dlrectlon as “that for" all the banks comblned Between 1970
B »
g
and 1974 this ratio for the GNCB had fallen from 59 percent to 47 6 percent
¥
y- S . x e L
,-.but by 1977, 1t,wes 61.7 percent. -

s
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ok CQrfesponding yéars, the ratic for all béhkS‘was_?B-petceht,

65" percent and 73 percent respectively.

Similarly, the sectoral allocation of credit Followed the pattern

" for all banks. Agriculture accounted for less than 10 percent of total

loans and advances extended by the GNCB and, the éambined'éhare of crediﬁ

 to personal consgmption'gnd_ﬁist:ibution amounted to over 50 percent of the

GHEB!s total loans and advances (See Table 11).

TABLE 11

. SECTORAL -ALLOCATION: OF LOANS AND. ADVANCES -BY THE.
GNCB _AS PERCENT OF TOTAL LOANS AND ADVANCES BY GNCB.

-

1975 1976 1977

Aériculture R ' T 6.5 6.3 5.6
.. Distribution . o . 37.0 29.9 32.4
Hquéeholdg A -_ -_ R ‘i- : - 19.3 -724,6. . 25,Sv

[ Sources: . GNCB Anhual Réports.

Additionally, the trend of redirection of loans and advances to the state
sector, featured in the GNCB's operations. At the end of 1975_the'shafe'

fl -

of Jeoans and advances to non financial state enterpriséstﬁésfiaaé pé;cént,
By ‘the -end:of 1977 it was: 33 percent. Cdrféspondihquf'éhe sharélof total
léans and advandes-ﬁd the private business sector droppéed from 50° percent
in 1974- to 35‘perbéﬁt in 1977. --7'7’ 4 j’ :

¢

'LBé the énd'6f719§7, the pattern of which had evélved'thérefbré,was

it L

one of increased allocation of credit to the state by commercial banks, but

at the same time this did not significantily alter the sectoral allocation
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(activities) of credit. In-large measure this was a divect result of the
form of state expansion namely, changes in ownership structure -of major
sectors‘within‘the economy . In éﬁis:shanged iqstitutional.ggntsxt and the
masifssfsfion of arprisisiis’she process of’prodqction, the ssspnd phase of

central bank policy occurred.

R

7-:  The second phdfe of central banking policy’ '('1978w198037§:'és
characterized by the emphasisronjinterést"rate chahgés and efforts to limit
borrowing by the state sector from the banking system, The latter measure
however, did not také thé:form of defined guidelines to the commércial banks
but was more an étféﬁbtxsf'%bfai“suasion éirected 5£ stase.énterprises.
Dlrect regulatlon of the commerc1a1,banks asset portfollo was therefore

llmlted and empha51s was placed on deposit moblllzatlon.

While the period 1966 to 1977 was largely one of fixed interést rates,
the period 1978 to 1980 was characterized by a more active interest rate
policy. Bs table 12 indicates this policy of interest rate variation resulted

in increased levels of interest rate in each succeeding year as well as

i

changing spreads between time deposit rates and the treasury bills and

average 1end1ng rates.

\"..

_ In the perlod of. Lglahluely fixed interest rates (1966-1977), the
kannual average rate of growth of total depOSltS was -14 .9 percent and from
-the end of 1977 to 1980 fhs annual average_rate of growth was about 12
percent, Though the growth rates of deposits were not dissimilar in the
.tws ferlods; 1n nomlnal terms ths 1mpact of 1nLerest rate changes appears

to be 51qn1flcant Between 1970 and 1877, total de9051ts grew by
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TABLE 12
T . .. .  INTEREST RATE LEVELS AND ‘SPREAgﬁ %
. .. 19701971 1972. 1973 1974 1975 1976.1977.1978 1979 ;980
Savings Deposits — 3.5 3.0 3,5 3.5 3,5 3.5 3.5 3.5 645 B.5 0.5 e
3 months-time-  .4.75 4,75 4.0 4.0 4.0 4,0 4,0 4.0 7.0 9.0 -%1-5
6 months time 5.5 5.5 4.5 4.5 4.5 4,5 4.5 4.5 7.59.5 115
- 12 months ‘time:  6.5' 6.5 5.5 5,5 5.5 5.5 5.5 5.5 85 10.5 12.5
g Prime Rate "= - ?55;51.5' 7.5 7.5 7.5 7.5 7.5 7.5 3,5 11.5 13.5
Av. Lending Rate © 6,8°.8.9 9,1 8,3.:8,9 8.9 8,9 8.9 0.5 12.7 13.5
Tressury Bill Rete 6,1 5.88 5.86 5,88 5.88 5.68'5.80 5.8 7.8 0.7 1}.§
Spread Between:
Treasury Bill Rate o .
and 3 months time . 1,35 1.13 1,88 1.A6r1.B8° 1,48 1.8R 1.88 0.8 0.7 0.6
6 montheztime 0.6 0.4 1.38 1,38 1,38 1,38 1,38 1.38 053 0.2 0.1
- .12'menthe-time 8,4 -0.7 0.38 0.38 0,38 0.38 0,38 0.38 2.7 . ~.8  2,9°
Average Leénding Ratg : ,
and 3 months time . 4,06 4,15 5.1 4.9 4,9 4.9. 4.9 4.9 3,5 3,7 . 2,5
6 montha .time 3,3 3.4 4.6 4.4 4,4 4.4 4.4 4.4 k0O 3.2 2.0
12 months time 2.3 2.4 3.6 3.4 "3.4 3.4 344 3u4 2,00 2,32 1.0
Sourca: Bank Df Gﬂyaﬂs Annual Reports
7 TABLE 313
G§Mh. DEPOSIT GROWTH: NOMINAL. AND REAL (PRICE INDEX 1970=100)
_ 1970 1971 1972 1933“1i974 1975 1976 1977 1978 1979 1980
End of Year e . . —_
Total Deposits: .124,2 147,9 176,4.212.0 244.5 34243 365.7 426:9 4B2.1 549,3 673.1
Change in Total _— ' :
Deposits W7 23,7 28,8 -36.6 32,8 97,8 8.2 63,2 - 55.2 . 6742 123.8
Time and Savings- .o : RN R
Deposits 100 114,9.139,9, 164.63180.8 224.6 262.9 295.8 359.8 412.8 491.2
“u % Increase in ) o g
’ Time & Savings A 14,9 21.4 7.7 . 9.8 28,2717+ 12.9 2136 “%4.?, 18,0
Real Time and - ' _ L e
# Savings (1970 . A, : , e

prices) '103.0 120.7 137.9 13551 140.6° 170.77173.3 " 1A8.77188,8n386,6 200.6

‘SDURCE: Bank of Guyana.
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$302 million whereas 1n‘€he sﬁorter perlod (1978 1980) total{de9051ts

lucxeasedmby»$246% ‘ﬂ&llt@ﬁ*“‘ﬁh&ﬁ“&emaﬂd depﬁﬁits are” excluded the
i

e - . \ R LI
comparlson becomes mﬁre ‘trlklnq, Tlme and sav1ngs 4@pos;t& 1ncreased NP

by $207 7 mvllloﬂ from 1978 +0°1980; whereas in the seven year perlod

Y
e

. .

(1970-1977) the increase was $228.8 million. In real temms, however‘the,m;qﬁ

RS L T U . ..

cLe . = o _ . “ . -‘-f‘u_A
growth. dn ‘deposits has nob'been as evident and the positive influence of
interest rate changes on (real) dep051t growth 1s aomewhat tenuous:.

" . cy : _ :
(See Table 13) N o st

Although the llablllty structure of commercxal banks was- not

. . I,

51gn1flcantly affccteé - tlmu dep051ﬁs share of tofal de9051ts rose from '+

- ]
S - .

28 percent.in 1977 to 32 percent in 1980; demand deposits share fgll from%ﬂ“ff

25 percent to 21. percent and savings deposit quctuéugd bt maiutained_itsﬂ
dominanpe pétweeﬁfthe same years - a direct effect of interest rate

variation was to alter the waturity structire-of’ time deposits as is

STABLE L i i o i 25

b s e e
($ Million} o
“¢3 T MATURTTY STRUCTURE OF TIME DEPOSITS
END . 3 MONTHS np ., 6~12, MONTHS 7 TOTAL
 Dec. 1966 ., 0.70. .o LJF %% b 1248
© “pect 1977 36.6 °1.0 . 12947
5 June 1978 - 38:7 T adsle” T 160 C
, .. Dec. 1978 . 64.7. i C 747 .- .. 0 141.6 ' o
" June 1979 121.4 46,2 168,9 .
. June 1980 1J7 %y cprddZen o or o 20403
[ '.u. :;-‘ PR e "'"' AL A ’

Source: Bank of Guyana
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Thus although the share of time deposits;in total deposits had increased

between 1978 and 1980 and a likely conclusion was that {he gonstxaint on

term lending would have been released. the shift in the‘méturity structure
of time deposits held by banks away frdm the 6 to 12 months category to the

3 months fixed largely negates that condlusiop,

V,Wh#le the entire bankipg'sysfemlportrayed this -shift however; the
response‘éf thé local bank was different, since it did not adopt the bolicy
of restricting longer term fixed deppsits._ The varied responses to the
intéresf rate changes betwéeh the locél and foreign banks in turn, highlighted

differences in operations.

fhe lqcal'banksfopexgtions continued o be subject to structural
instabilitf, Since 1978, the:loan/deposit’ratio of fhe GNCB moved sharply
away from thehloan/deposit_ratio‘prevailing for. all banks reaching 0.81 by
1980,-wherea§ for the bankinglsystem_as a whole it was 0.6, and for ﬁhe

foreign banks, 0.52.

In the context of the continued dgclipe in the share of liguid
assets in total assets of tbe GNCE in #hé:ééfiod 1978m1980, with about
20 percent of these liquid asééts-being héld iﬁufo;éignicorrespondent banks
by 1980; thg accommodative credit policy has had to be occassionally sgpportea
by the central bank's provision of‘its'lender of last resort:ﬁqpction,be;wgen
1978_and'1980; Nonmadcessibility to this source of fuhds'ﬁhéfééoré wogiﬁj”

pose a severe strain on the. bank's lending capac:i.ty.24

Additionally, the underlying weakness of the GNCB's deposit opexations,

evident in-1977, surfaced again in 1979, when the increase in deposits
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mobilize lby'the GNCB amounted to $3)8 million, whereas the increase for

the entire banking system amounted to $75.5 million. The inability of
Ehé'GNCB to ﬁake inroads into the foreign chmércial'banks share of .

household deposits since 1977 (See table 9) thereforxe has been and

continued to be the most serious obstacle to deposit stability and growth.

These features in turn raise ‘the crucial issue of how long can the GNCB .

maintain its predent loan portfolio.
k]

Aﬁotherraspéctrof the local banks oPeiations vig~a~vis the foreign
" banks has been the increasing tendency for the average loan size of

than S R
foreign banks to increase at a faster pace]thc wi{CB’s as ig indicated in
Table .15. 'This to a large extent is reflected in thé decline in the share
of the GHCB's loans and advances ‘to the non-financial state sector since
1978 and the continued pattern oﬁ’significaﬁt len&iné to the household

sector (which increasingly accounted for the greatér‘sharerof loans) by

the GNCB (See 'Table 16).

_TABLE 15

AVERAGE TOAN SIZE GNCB AND FDREiGN EANKS

1975 1978 1980
" GNCB '
P - - . . i . - - H - .
Wunber of Loans 6,926 8,567 10,468
Value of Loans $('000) . 036,493 .- .. ..73,322 145,974
Average Loan size o 5.3 8.5 - 13.9
FOREIGH BANKS ' ' . '
Number of Loans , 112,060 . 7,841 7,245
vValue. of: Loans’ $ (000 . 127,500 160,581 270,573

Average Loan size - 10.6 20.5 - 37.3

Source: Bank of Guyana
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TABLE 16
GNCB __LENDING __PATTERN: )

1976 1977 1978 1979 1980
GNCB tgans end advances - l '
to Non~finoncizl Stats
Sector as % of =2l) Bonks

laans to Non Flnanclal State _ , 7 .
Sector. ' 24,3 18,3 26,7 21,7  21.0

GNCB.Loans apd advarces to

households as % of all

panks loans and advances 4o

households : - 57.2 50.6 T0.5 59.7 T0.3

Number of Loans to households 7
as % of Total number of loans

and advances, 69.7 71,7 TBtg '77{5 7746
Number of loans to Nan Financial

State, . -

Sector as % of Total numbexr. 7 . . N

of Lodns and Ad@ances: - o ‘a,2 0.3 0.2 0.4 013

Despite these differeﬁées‘however basic~similariﬁies existed betweern
the foreign bﬂnks and the 1ocal bank in thelr lendiﬂé'operatlons., First the
sactoral allocation of bredlt by both the foremgn‘banks and the local banks
which was evident by the énd of the first phase_og central bank policy was.
unchanged . Sépondlyi{the fe%ponsejof tﬂe éommercial ban%s to the increases
in the prime_lénd.raté which acéompahied deposit rate ch%nges was to ﬁa%nféin
a‘lending rate structure above -the prime rate range'"”ﬁ"shown’in‘tablé'l7.l
Thirdly, all the banks offer concessional”rates (prime rates) 'to s£ate séctor

borrowers and as a result the private sector has had to bear the brunt of the

higherriggﬂig§1iatgsui;;;“_,w RETEUE et S e
i .

In terms of underlylng ratlonale for interest rate changes - namelj
to ensure that resources are allocated more efficiently, hy dlscrlmlnatlng

effectively among investments - qpmmercial banks are entrusted with the'vita;
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task of being efficient allocators of funds. e above featiures of
commercial bank lending,béhaviour however did not coincide with this
funcfionp to the extent that increased,lehding rates wés not ailowéa'tb
discrim}natequtween state sector borrowers and the private sector. In
fact the approach hy the commercial banks was one-of accommodation to.the

state sector between 1978 to 1980; with strict adherengé to the credit

o 1 ' o ,5 . . . .
criteria applied to the private sector borrowers not being exercised, even

in the light of the declining viability of state entérprises.

PR FEE] .
L] O i

The role pléyed by the commercial banks in the period 1978~1980,
becomes even more pronounced in the context of TMP-State relation which
prevailed in to a‘situation of deepening internal economic crisis, reflected

in pert as a balance of payments problem.

TABLE 17 . LENDING _RATE _STRUCTURE: ALL BANKS:
1968 1970 1975 1977 1978 1979 1980
Prime Rates % 7.5 B 7.5 7.5 0 9¢5T 115 13.5

Percent of Total Loans within interest rate Tanges.

) ot WA +

6% - 8% - 65,3 »43.0 37,50 48.1,,00.4 T 5.9 4.4
8%~ 10% 133.4 51.B, 45.5  33.5 43.57 3.7 2.7
103% - 123%° - 0.8 E.6 4.9 17.9 44.7 47.20 0.3
123% - 1437 o 43,2 53.6
> 143% S T ' o S 39
o ey . .

- 10% _ + 65 - B3%

RIS IR L A ++ 83% - 10%%

R Bi% - 10%%

Sourcs:  Benk of Guyana

TABLE 18 SECTORAL CONTRTBUTION TO GDB AT CORRECT FACTUR COST %
Agricultural, Forestry - .7 1970 1980
and Fishing - e co 9.2 L 23.4
Mining and Quarrring ‘ 20.4 7 17.0
Mangfacturing and Prdeessing.-. .- . 12.2 . . l2.D0
Construction TT ' T.0

‘Servigesd -« - er .- - 4D2 - s 40,6
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" “The IMF'4 reldtion with Guyane bedan_in'lééél By 1980, 'there had
been twelve Article vzli Lonsultatlons batween the Fund and the StateP
eleven standby arrancements and ' two | Ehtended Fund Faﬂlllty agreements

{See Appendix 2).

Between 1966 and 1677, the state had entered inre ten srandby‘
arrangenentsiwith tne IMF, and had drawn resources onlfeur eﬁzrheserquhe )
pregineht features eflehese arrangements were quantitative targets on (1) _
central government 1ndebtedness to the banklng system (2) domestlc assets
of "the Bank of Guyana and (3) 1nternatlon11 reserves levels. Generally,
these targets ‘weré not rigidly observed by the state; slnce an this perlod
the state was fully committed to its self expan51on;_-8everal of the pol;cles
pursued by the state in this period of expansion, heweﬁer.prqved disastrqns;
fof the écbﬁémy and'eere contributery aspecrs terthe'erlticalz_balanee of
payments posieionfwhich~ener§ed rewards the end of l976;j

.:Firstlyl rhe policy of increased borrowing from international private
financial institutions between 1973 and 1976, (at a tlme when the supply of
OfflClal capltal 1nflows was 1nadequate‘to mert the needs of state expan51on);
had a~severe 1mpact “on ‘the external debt burden, The'shorter maturlties,
and higherlinferest'rates of finenee fron.private credirors eonpared-with

those: of official lenders quickly increased the. ewtefnal debt service From

3.5 percent of'gross national“prﬁductfinll974‘tovl6,3”§ereen£Ein 197é,r

2,

) . A AEIEE S
Corréspondingly, there-was & marked fise*in the share of payments of interest -

ands charges -on external ‘state sector debt in the balance of payments. These
payments. rose from $17 ‘millibn in 1973 to $55 million in 1999,

ot -
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fVSeeegely;;stete borrowying frem the banking system at levels beyond
the amogntﬁof_;esog;ces;gmpilizeq internaliyﬂinevitably resulted'in depleted
internationgl reserves. :(See Appendix 3) This was particelarlyievident
from 1976, when at the end of Decenber, netwinternational regerves was
G$32 8 mllllon in comparlson to C$184 5 m111101 at Lhe end of 1975 The
strlklng feature of this process was the conformltv of thc central bank to .
the.state.slpollcy of depletlnn the reserves to support its expansion. This
was reflected'bg the greater share of banklng system.credlt accounted for by
the central-bank as opposed to the commer01al bankc since 1976 and the absence
of any (obv10us) con51deratlon by the central banL oE the fact that the level
of credlt it extended to the state fron 19?6 and exceeded cne of its
statutorlly 1nposed lelts (See Appendlw 4) . By obhserving these limits the
central bank would heve Greatly reduced the draln on. 1nternat10nal reserves,
whice had becomeuso ;itel in the context of the continued rise_ie import
prices, especially oii and uncertain expert values facing underdeveloped

economies in the 19707's.

Inevmtablyp these DOllC]e% by the state Jn comblnatlon w1th the above
S 4 . 2!"
features of thc world 2Conomy and a CTlSLS in internal Droductlon from 1975

resulted in serious balance of payments difficulties by the end of 1976.

P
.In.responseﬁgeextain measuras were taken by the state. In 1977, state
expenditure was test;ieted,-partly through a reducticn of existing subsidics,
gidespxead,imgqrt.yestrictions were introduced, credit for the purchase of -
consumerrdurables Wes tightened and the_centtel bank was given greater. control
over the allocation of foreign exchange .for imports. Dgspite-these ﬁeaSures

howaver, in October 1977, reserves were equivalent to only one month's imports
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and by the end of Januaiy71978 it waérabout G$25 million. Increasingly,

the need to resort to overseas borrowing evident and eventually in mid

1978 the eleventh stan&=bf arréngemmnt was hegotiated with the IMF, Bﬁ

this time the state had already used up its first eredit tranché with the
IMF and access to the upper credit tranches entailea-that IMF conditionality

be a prominent feature in IMI-State relations.

Borrowing from the IMF under these circumstances has invariably meant
that the conditions fqr IMF assistance are closely linked to the way in which
the IMF perceives the problems'facing members with serious balance of payments
difficulties {See Chaxrt 1). ﬁithin the above framework concexn of the IMF in
the period from 1966 to 1977, centred on issues of (1) the lewvel of inter-
national reserves {2) central bank credit to the state and (3) the unceértainity
surrounding-private sector activity. The process of expansion overshadowed
the concern by the state qver these issues and the impact of state policies
upon internal and external financilal balance together with the crisis in
production ensured that these issues remained at the core of the IMF

proposals.

Consequently, the 1978, arrangement with the IMF included the following
conditions

(1} reduction in the current account deficit

{(2) inorease in the gross foreign assets of the Bank
of Guyana (by restraining credit to the state)

{3) reduction on Commercial credit arrears. R £

(4) increase public sector current surplus. T

The moderate success of the 1278-79 stabilisation prdgrammeP in
reducing the curxent account deficit from $251.1 million in 1977 to

$372.3 million in 1978 and increasing reserve levels (gross) from $81.9 million



Features of
National Problem
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- Accelerxated Inflation.

— Balance of Payment Deficits

<~ Heavy Extemntal Debt Burden

- .5low Growth
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CHART 1

IMF__POLICIES FOR ADJUSTMENT:

Request for IMF Assistance
Ta Finance Deficits

%
£

~Policies sncompassings:

l..Financial Measures

- x
« .

3. Impfoﬁed efficiency
of Investment

Fiscel -~ Reducing largé
~State sector deficits

IMF Proposzls For Adjuétment-——}Func%iuns -
1. Demand 2. Promote Development

Mobilizing Resources
to Finance Investment.

Management,

Generate Sector State
Sector Savings

\ : Monetary - Ensuring Realistic Interest R+~
. stable monetary emv%rmn4 " Structure
2.8 N, ment. men
j 2. Improved savings, “Exchange Exchange Rate
- - - Performance - . Rate Variation

.. = Credit changes
. = Reserve level ceilings
« Incaome and Price Policies

g
1

ULTIMATE DBJEETIVE

To increase real domestic
savings..

To improve productive
base of economy. '

IMMEDIATE ATM

Ta re-estahlished domestic
and external financial
balance,
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in 1977 %o $182,9 million in 1978 reinforced'the-strength of policy

neaguves adopbed,

- The dominant emohases emonabing from‘IMFmState relations in the
@ériod 1978 ﬁo'1980 haye bheen primasrily ﬁ.e need o restriét the defiecit
of the state seofor as s, prima:y mgaﬁs off resforing internal and externgl
finanﬁial balance and {2) the growing impoftance attached to commercigl
evaluative criteria of glate entérprises ang srivate sector investment as
posuible responses fb the crisis in production, Thege emphases have
resulted in ﬁhe‘formulétion of guantitative targets on state sector borrowing
ag well aa state mector gavingg and efforts aimed at increasing state sector
-effiéiency,

» Qoncurrently, these measures with others {See charfg) roxe oxmgeted to
regtore monetary Qtability aond aimed to provide the context for increased
private sector Involvement in the process of regﬁfucturing production,
Evidently, these measures were in sharp contrast to the pre-1978 policies
of the state andrindicates the considerable sway the TiF has had over the
gtate,

Hovevexr, 1ME policies for financisl balance adopted by the state were
gimnly extensions to the underlying vrocesgges of adjustment which have
charecterized state expansion. Siate exovansion wag direct gource of macro-
economic instability, since the ex ente inequality beﬁﬁeen atate seotof savings
and the gtate gector investment which accompanied this process had o be
equilibrated by adjustment mechanismg other than those which were (given
a‘primarj role) by the state, Foreign savings often expected to be a Hrimary

equilibrating variable, (by the state) has tended to be uncerisin in ids guonly
and az & ragult credit changes by the banking system hag played a vital xrole

in the actual process of adjusiment over the entire eriod, Between 1970 and
1980 for ingtance, in only two yeamrs was tie budgeted amount fox borrowing
from the banking system not exceeding by actual borrowing, in the financial
operations of +the central government, (Bee Appendix 5),



30~

. CHART:2 POLICIES FDR MACROECONOMIC ADJUSTMENT IN BUYANA® 1970-1980
. EX~ANTE STATE SECTOR INVESTMENT © MECHANISMS
A EXCEED EX-ANTE STATE SECTOR SAVINGS: ' FOR EQUILIBRIUM
PERIOD
1975 -~ 1978 S ' FOREIGH SAVINGS
1970 ~ 1973
1975 = 1977 o o CREDIT FROM DOMESTIC
1979 - 1580 BANKING SYSTEM
i
|
|
1978 - 1980 INTEREST RATE CHANGES.
1 1978 ~ 1980 . B PRICE CHANGES -
i . : ) .
1970 - 1978 :
. 1978 - 1980 ' . OTHER STATE POLICIES

~DECREASE IN INVESTMENT

2981 | © EXCHANGE RATE CHANGES
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Apart from borrow:.ngP or curtalllng state expenditure, other

¢ e s nien R Rar et i o e vt S 2 S e x‘..‘.-.—...-..i.

mechanisms forrédjustment to ex-ante savings-investment disequilibrium

uLlllzed by Lhe state were of little significance up to 1977. With
the 1ncxeased influence of the IMF since 1978 however, price changes

aimed at increasing state sector saVLnggF interest rate changes aimed

. - Py yoen | toaene w3 pe maw B e, s L
et e - - e m e B L MERLRA T S bR AL o e ¢ R R X T T

at increased national savings and reduced state borrowing have been

VY N PP P

POV S SR e os

adopted as adoltlonul 'adjustment measures. - "The underlying

significance of these additional measures which influence relative

T R

pricos e.g. {interest rate variation, price changes) is very much in
keeping with IMF analysis which views development as reguiring "decisions
to be made aboutjthe allocation of resources" and since "these decisions
are influenced by relative prices", then policy instruments that “affect

S e .
the relative prices of domestic and imported products and factors and

w206

saving and investment decisions become vital., The realism of this

reasoning in Guyana's case however is open to question.

The rostrlc cion of imporis and the lelatlve 1n51gn1£1cance of
consumer imports in import demand by 1978 had reduced the freedom of
choice ‘between domestic and imported products. Similariy, rigidities

on the pattern of production (see Table 18) acted as constraints to the

'reallocation_of'resources and hence the response of facté%éiof
?xo@ucﬁion.ﬁo rélat}ve prices. - In the context of fhe domin;noe of

state sector investment within fhe econony , and its dependence on credit
Exrom the banklng sy@tem, the policy of 1ncrease‘ interest rates since

1978, evidently had 1mp11catlona for the efficiency of state enterprises
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as well as the level of state borrowingr provided that thesa relative
prices 5ecome the bases for decisions. However, the policy of the

state to guarantee loans granted to iés entities removed the incentive
for increased efficiency and made it possible for these units to continue
horrowing even at rates ‘'of interest beyond their current repayment
capacity. State sector borrowing fromrthe banking system therefore has

gtill pldyed a vital vole as an adjustment mechanism as éavings-investment

. . disequilibrium was still a dominant feature of macro-economic activity

from 1978 to 1980, in the light of continued pioductién decline and‘poor

performance in the state enterprises

Conclusion:

The practice of central banking in Guyana, since 1966 is séen to
be related #o the issue of meeting the funding réquiremenﬁs ofrthe
state; central bank relations with the commercial banking system and

state intervention in the financial system in general has also served

. to indicate the state's policy to the process of capital”éccumulation.

_ This has been one of fostering state expansion and consequently

increasing -involvemant of the state in the process of accumulation.
At the same time central bank operations in Guyana were indicativérbf
the position of the central bank as an instrument of the state.

Additionally - at the policy level the usefulness of credit controls

- may: be questioned. The main implication of their impact is that selective
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controls may be a necessary but not sufficient condition for the

restructuring of credit allocation.

4 :

The function of the commercial banking system has also been to

‘aid the pchess of state expansion. This was reflected in the changed

asggt,structq;e.of.the foreign commercial. banks bétween 1966 andrlQQO

in termg of claims on the sﬁate and privafe segtoxs; The operations of
the_iqqigenpus bank 1arg¢ly determined.bylits position as a Statefownedr
bank, has g;sp been marked by the policy of acconmodation to_thgrcredit

demands of state sector entities.

The crisis in the economy which was manifested since 1976 primarily .
as a balance of payments problem, resulted in closer relations between
the state and the IMF., The evident linkages between state expansion and
thg precarious international rescrves levels influenced the}formulation
of policies which have sought to restrict state sector Qgpahsion wiﬁhin
the frgmewo;k of measures to promote intgrnal and external balance. The
continued growth of the state secto£ after 1978 in the context'of'thg

evident crisis in production and accumulation, has reinforced the

prescriptions of international financial institutions (IMF and IBRD) to

promote E§ivate sector investment as a possible solution to the crisis
in pxoﬂqp?ion;'as well as the need for the state sector enterp;iseg

to satisfy commercial evaluative criteria in their operations. The latter
emphasisihas incxeasingly Q%aped‘the bqrden of economié adjusiment to

the economic crisis on the majority of the populgtion, partigg}arly

in terms of freezing the rewards to the working population. Simultaneously,

%
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FEOTNOTES:

i

10-

11,

These were the Bank of Baroda in 1966 and the Nova Scotia in 196B. This
brought the total number of forsign banks operating in Guyana ta five; v
the other banks were the Royal Bank of Canada, Chase Manhattan Bank
and Barclays Bank International,

Analyses of the role of the financial system in the dewelﬂpmeﬁ? process M
in these economies though émphaéiaing two extreme positions (a) active

i.e supply leading role and (b) passive i.e demand following role; both

start from this point,

These objectives in general have dominated from a historical perspective,

This was particularly evident in the historical circumstances when a
basic preconditien for further accumulation was monetary stability.

In the 19th century each of these issues assumed dominance over the other;
the fermer in the early 19th century and the latter under the existing
gold standard arrangements in the latter half of the 19th century. '

Domestic issues such as zeal income and employment became the focus of
monetary management and pushed aside the issue of exchange stability
as this crisis threatened the survival of individual countries.

European nations experienced payments problems since the 1980's but this
did not result in a crisis in the international manetary system, Measures
were taken ameng central banks and cooperative efforts (OECD) were made

to alleviate these problems,

This is clearly refTlected in the restrictive monetary policies adopted
by DECD countries during the period 1975-19B0 which have resulted in
a slowing down of the rates of monetary expansion in these countries,

A useful indicetor of this is the expenditure on economic services hy
the state in these new states as a proportion of total expendituxe which
has surpassed that of the developed States e.g in 1978 the relevant
percentage for the developing countries was 28 whenever. that for the
developed countries was 15,

The eplsvant dspects of the Article V111l provisions regard is the
obligation to avoid restrictions on current payments, - =

The openess of these economics inleontéxt of payments restrictions and .
limited exchange flexibility has oftien reduced the impact of monetary
and credit policy in the econenies, ‘
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13,

14,

15,

16,

17.,

"18..
19,

20.,

21,

22,
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The number of underdeveloped countries which have entered into -
stabillzatimn“prdgrammes with the IMF,. have been positively
cnrrelated with the increasing deficts experlanced by underdeve-
lgped cnuntrlas as » whole, - .

This emph551s was paxtlculnrly,&he wosk of Fund Staff (4. Polak) /§qidenﬁ
gince tha 1950's, in

Fcr two reasons (1) the significamce of commercial Banks as the - .
single'most important type of financial institution in underdeveloped
economies and (2) the respondibility of the central bank in -the
management of international reserves as well as its dinstitutional
1ink with IMF whenever a country becomes a member. : '

These emphases derivse directly from the prebccupation of the IMF with
financial equilibrium and the importance of relative prices (market
ralations) as vital mechanisms for adjustiment.

cop
This does not negate cleose relations between States and the INF,
provided that the. basis for such relations is the continued 1ntegratlon
and damination of these States in the world system through an
acceptance of the policies of the IMF, Thus the IMF may (and has)
provided assistance for Btate expansion but on conditions which have
continued to strengthen the dependance of these stabes in the intexr-
natifnal systém . = ¢ e
Apart from the sbsence of the institutiopal precenditions for these
policies the effectiveness of moral suasdon has been reinforced by the

© policy of expropriation of foreign investment,

From 1965 to 19659 for instance the ratio of surplus liquid assets to RSN
reguired liquid assets was above 0.5..

The ratio of Foreign liquid assets to liabilities moved from 16.8
per cent in December 1965,.to 2.8 per cent in December 19468,

This includes loans and advances as well as holdings of Treasury Bills,

Previous studies on commercial banks behaviour in Guyana have indicated these
tendentisgi  particularly C..Bourne's'Business Financial Behaviour
and the Credit system in Guyana” Mimeo, 1.S5.E.B.. U.W.I; 1972.

Intecrviews with cammercial banks managers have confirmed ths tendency for
the private business sector demand for credit to decline; Private

sector investment fell from $62.3 million in 1967 to $39,.1 million in
1971 and had not reached the 1969 level by 1977,




23,

24,

25.

26.
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This is amply illustrated in.the.volatility of state sector deposlts.
In 1976 for.instance, when the change in time dep091ts for the entire
banking. system was $9.2 million, the change in time dEpDSl?S held by
the GNCB was $8.1 million; the main contrlbutar to the total increase
was the state sector, moving from $10 million in 1975 in the 6,12
months category to $19.8 million in 1976;. By the end of 1977, deposits
by the state sector in the same category had dropped “to 16,1 million.

‘The increases in the discount rate as well as IMF stmpulatlons on central

hank lending tn the lucal bank in fact raises thlq possibility. to the
fure.,: .

b ‘popl’
As can be gleanad frnm the fullow1ng data on Dutput (tons)'

- 1974 . - 1975 1960

Bugér | . 341 300 . ',- 269

Rice ' 286 : 288 . N
. Dried Bauxite . J.BBZ; 1350 956

Calcined Bauxitie 726 R ¢ f 7781? ‘ 59é

Views and Comments by IMF managing director in Finance and Development
Vol. 17, 1980

I L
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APPENDIX 1

STATE .POLIEY TOWARDS THE

PRAVATE SECTOR

PERICD POLICY
1966 ~ 1569 Cautious

State policy

870 - 1977 State sector expansion

Expropriation.of foreign/local enterprises.

Reduced private sector activity:

~Private Sector Investment encourzged.
-State sector dincreasingly subject
to commercial evaluative criteris

1978 - 1980 .

~Attemps to restrain state sector investment.

INDICATGRS

absence of overt efforts to restrain private sector.
gapital inflows encouraged.

1970: State purchased majority interest in a bus company, a

trading company and a newspapex

tate control over agriculture company
State copntrol over external trade - External Trade

Pureau established.
Number of state enterprises increased from i4 in 1974

to 29 in 1977,

1971-1977

Bauxite: 1675, 1976

Bookers Group 1976

Others 1976 ~ 1876

establishment of state controllied fipancisl inpstitutions
GNCB, GMFB:; GAICDB: RIC

Private sector inv?stment $39,1 million in 1971

$47. million in 1978

1978: Investment code promulgested Dutlining opportunities for

prlvate investment.

Multinational firms engaged in bauxife industry mperatlans
Encuuragement of foreign investors

Structural adjusiment loan from I3RD with condition for
clarification- of opportunitiés for private isvestment.
International Financial Corporation involved in local
company operations.

Export stelmpnent Fund established to meet private as.
well as state sector foreign exchange needs.

Negotiations with foreign companies on oil exploration.,



APPENDIX 2

TRANSACTIONS

Source: International Financial Statistics

Milliong SDis GUYANA ~ INTERNATIONAL MONETARY FUND
1966 1967 1968 1969 1970 1974 1972 1573 1974 1975 1976 1977 1978 1979 1980

{uota 15,0 . .15.0 15.0 5,0 20.0 20.0 20.0 20.0 20,0 20.0 @9,0 39,0 25.0 25.0 37.5
Fund Holdings of Currency 1i.n 13,80 13,80 13.79 1B8.19 22.06 19.43 23,80 25.0 ‘ 37.2 3T7.2° 55.2 653.5 104.,%
Use of Fund Credit: Net ip Period - - - - - 2.1 =2.1 3.9 1.1 5.0 17.3 - 13.0 10.2 26.9%
Cumulated - - - - - 2.1 - - 3.9 5.0 - 17.2 17.3 30.3 40.%3 . 67.4
Bf which Net Credit Tranche o '
drawings in period - - - - - 2.1 - 3.9 - - - - 4,2

- Cumulated ‘ - - - - - 2.1 - 3.9 T.4 T.3 11.4 10,7
Ned Compensatory Drawings in ‘
Period - - - - - - - - 5.0 - - - 8,75 =~
Cumulated : - - - - - - - - 5.0 - i0.0 10,0 18,73 18.75
Net Buffex Stock Drawings - - - - - - - - - - - - - 0.7

Net Extended Facility Ordinary
in periad - - - - - - - - - - - - - 1.4

. Cumulated , - - - - - - - - - - - - - 1.4
Net Extended Facility:SFF¥ inp
period - - - - - - - - - - - - - 8,5
Lumuylated - - - - - - - - - - - - - - 8.6

‘All Drawings o , 4D.0 - 4,6 5.0 - - 22.3 -~ 12,9 12.% 41.9
Stand Bys Agreed - 7.5 4.0 4,0 3,0.7 4.0 2.8 443 5.0 7.k 7.25 - 6,25 -
Drawings Under Stand-By - - - - - 2.2 4,0 - - - - - 4,2 2.1
Extended Fund Facility Agreed - - - - - - - - - - - - - 25.0 104,0
Drawings: Ordinary And SFF - - - - - - - - - - - - - i0.0 35.6
Buffer Stock Facility Agreed and .- ‘
Drawn: ~— - - - - - - - - - - - - - 0.7
Reserve Position in Fund 122 1.2 1.2 1.2 1.8 -~D.6 0.6 ~1.4 -3.2 5.0 - - - -

* SFF  ~ Supplementary Financing Facility




APPENDIX 3

~USES AND SOURCES BF CENTRAL BANK FUNDS: @6 Millions

CENTRAL BANK 1370 1971 1972 1973 1974 1575 1976 1977 " .3978 1979 1980
y 5 U S U S U s u s s u s U 5 U s u s S
1. NET INTERNATIONAL RESERVES ; ;
(S-increase in lisbilities)  40.4 52,1 72.8 18.8 95.0 177.3 .7 57.8 03,8 56.0 180.3 399.8
2. ALLOCATION OF SDRS. 5.0 . 9.3 214.7 18.1 14,7 ¢;.24.4 .01 2.8 22.5 - ap.6  2919
3. CREDIT TO STATE SECTOR 21.2 20.4 28.7 9.2 78.4 44.5 254.8 306.8 397.3 591,8 d11.2
4. CURRENCY OUTSIDE BANKS ~. 37,1 - -o+40.5 L347.9 58,4 63.4 .%1.4 . 1P5.0 . 142.0 158.7 - 14T.6 | 166,32
5. CURRENCY IN BANKS 3.0 . 3.3 5,1 5.9 56,7 ‘j. 9.6 . 6u9 9.6 . 10L7 o U1L.0 12:0
6, DEPOSITS IN CONMERCIAL BANKS S 8.30v.ato oAb 2109 - 2B Loz 2.0 LT . 2.6 104.6
7. DTHER.ﬁDMESTIE DEPDSITS T 2.8 2.7 . 72.7 %.1 _3“4.4 5.5 7.0 - B.5 7,8 9.5 - B2
8. CREEIT TO BANKS - - < - = - - - - 514 A
9. STATE SECTOR DEPCSITS - 5.2 & - - _;éz:z - - 1342 | 38.2 -
10. OTHER LIABILITIES (NET) 6.4 7.4 B,7 14.4 23.3 ‘ég.i léz.a 37.0  54.5 93.4 1;2.4
11. TOTAL 6I.6 74.5  101.5 108.0 123.4 221,68 254.8 6.6 397.3  6I8.2 833.2

Use - U {u)
Source- S (g)

SOURCE: Bank

of Guyana



APPENDIX 4

G Millions LEGAL STIPULATIONS ON - CENTRAL BANK ASSET COMPOSITION:
1564 1967 1968 1969 1970 1571 1972 1973 1974 1875 1976 1977 1974 197%  1%80 .
Average Current Revenué 69,2 T6.6 85.2 93.6 02,0 -115.4 123.5 136.9 145.6 210.1 318.5 391.0 4A02,.7 3585.8 371.%
2
 Ceiling on Govexrnment
Securities held by , | .
Central Bank 20.8 . 23.0 25.6° 28.1 3076 34,6 - 37.1 41.1 43,7 63.0 p5.6 117.3 120.8 109.7 111.5
{0.30 x 1)
Actual Holdings 4.8 5.5 3.3 6.3 11.1 1i6.8 28,8 68.8  20.3 44.5 21B.1 342.0 397.3 58%,1 B1l.3
Securities (3.3) (3.3) (3.3) (3.2) (3.2) (3.6) (3.7) (3.4} (4.7} (5.9) (5.9) (5.9) (5.9} (2.2} (3.2)
Tressury Bills {1.2) (2.2} = {(3.1) (7.9) (13.2) (25.1) (65.4) {15.6)((33.0}{a12.2)(336.1)(351.£)(586,%) 809.0
Minimum Relationship
Between Currency -Igsue
and Foreign Assasts. i5.8 17.9 19,2 240.1 20.1 21.% 26,5 30.7 35.1 50.% 56.0 75.0 83.2 79,3 89.1
Actual Foreign Assetss 27.1 36,9 46,5 40.8 40,2 56.1 73,0  27.4 133.9 254,2 75.7 €0.3 148.9 44,3 32.4

1  Average Annual Current Revenue of Govermnment over 3 preceding years.

2  Stipulated to be not more than 30 per cent of anpual average current revenue over 3 previous years.

3 Required to maintain reserve of external assets not less than 50 per cenit of notes and ceins in circulation,



APHENDIX 5 FINANCIAL

OPERATIONS OF CENTRAL GOVERNMENT

1975

1976

GHMn. 1970 1971 1972 _ 1973 1974 19771978 1979 1980
1, DEFICIT (-)
BUDGET: 63,4 58.9 71.9 135.9 167.3 152.3 293.5 159,9 265.5 451.8  544.8
ACTUAL: 40.2 62.6 56.3 138.3° 36,4 191.7 455.7 277.5 266.9 374.%  630.2
(INCREASE +) Lo 3.7 e 2.4 35.4 162.2 67.56 1.4 75.4
{DECREASE -) 23.2 i5. 130.9 : ‘ 76.5
2. CAPITAL EXPENDITURES: _ :
BUDGET: 79,1 75.2 19.4 145.2 173.2 227.3 261.8 34,9  181.5 2B81.9 374.4
ACTUAL: 52,1 60.0 56.4 83.2 103.9 288.4 288.7  165.2 147.5 207.0 348.0
INCREASE{+) ' T61.1 26.9 33.4 " '
DECREASE (-) 27.0 15.2 23.0 62.0 £9.3 ‘ : 34,0 74.%9 26.4
3. CURRENT EXPENDITURE:
BUDGET : 116.4 1308.6 145.9 173.6 220.0 303.9 402.1  411.2 463,58 5B6.8. 668,2
ACTUAL: 123.7 134.7 154.7 218.1 254 .5 383.5 556.9  417.3 485.3 581.3. 748.7
INCREASE (+) 7.3 4,1 8.8 44,5 32.5 79.9 154,8 6.1 . 21,5 ' B80.5
DECREASE (-) : “ : ‘ -5.5
4. REVENUE:
BUNGET: . 132.1 146.9 153.8 182.9 227.9 378.9 370.4 386.1 . 376.8 416,9  497.8
ACTUAL: 135,6 132.1 152.7 163.0 322,80 480.5 385.7  358.0 365.9 413.4 466.5
INCREASE () ' 94.1 101.6 19.3 ‘
DECREASE (=) 14.8 1.1 19.5 ‘ 28.1 13.9 3.5 3i.3
5{ EXTERNAL BORROWING (GROSS) = '
BUDGET: 50.0  47.5 45,5 104.1 134.9 88.9 53.9  27.7 105,2 193.2 226.8
ACTUAL: 15.3 24.8 20.0 41.1 £6.5 144.8 15926  60.6 101.7 135.5  205.3
INCREASE (+) - 55.9 105.7 3249 ‘
_ ‘ T .5
DECREASE (-) 30,7 22.7 25.5 83,0 -68.4 3,5 =57.F ~ =21.3
> BQi%éE?:SYETEM 2.2 0.4 0 6.8 Tk 3B.4 188.1 47,2 81.1 105.1  185.0
ACTUAL: 5.5 16.8 25.4 74.3 -63.5 56.2 243.2  143.5 71.9 136.7 _295.3
INCREASE (+) 3.3 16.4 25 .4 5745 17.8 55.1  96.3 ' 31.6  110.3
DECREASE (=) -70.9 =9.2

SOURCE: Bank of Guyana Annusl Report 1970-1980.




