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1.0 Introduction

Guyana’s banking system, Is evaluated and
policy recommendations are made to build

resilience within the system. Ihe outline of
the paper Is as follows:

¢ Section twoe discusses seme. of the: major
causes of financial crises

» SECEN thiree discusses policies te hulld
resilience s as) ter nelp to) prevent: CHISes.



1.0 Introduction Cont'd

& Section four discusses banking system
reform measures.

& Section five evaluates Guyana banking
Sy stem seundness threugh a mMacro-
prUdentiall apPreachi

$ SEChiGN SIX PreVvides seme pPolicy,
rfecommendations andiceoncluding
FEmarks.



2.0 Causes of Financial Crises

Two major types of Financial Crises — Banking
and Currency: Crisis.

¢ The former invelves insolvency of a large share of
the banking system while the latter invelves a
forced change In panty, abvandenment of a
pegged exchange rate or an Internatienal rescue.

¢ [hey can eccur Independenily, o eachr ether Ut
Can BPE a tHgEer 9y the ether andare muttally,
FEIRIGreING -

9 Banking Crises ave! efitenl veen accompanied by
CUFENCY/, CHISES,



2.0 Causes of Financial Crises
Cont'd

Banking| crises can occur as a result of
micreeconoemic structurall and Institutional
problems such as —

¢ Poor management practices.
o \Weak gevernance.
$ Slubstandand reguiatens ol hamks:

¢ Distortions and incentives



2.0 Causes of Financial Crises
Cont'd

A second view: of banking crises Is that they arise
as a result of liguidity problems.

» \When banks failed to deliver funds that the
depositors are entitled en demand.

» Banks® experienced runs when depositers rush to
Withdraw,: thelr depesits Pecause they exXpect: the
pPanik e falfduer ter real oK Imaginany, SeIVEenRcy.
PreBIEMS.

9 IS may; alser arise firen EXcCessive externall debit
and a sudden step! IR capiial lews:



2.0 Causes of Financial Crises
Cont'd

Another view Is that banking crises result from
macroecoenomic developments which adversely
affect banks balance sheets as well as selvency Iin
large parts of the banking system.

Macreeconemic shecks Includes major recession,
substantial decline 1n; terms; of trade, high fiscal
deficits and public dent, excessive lending In
tIMES of econemic Beem, CUrrency. crses as well
asieVeRalledrexchan@ge rate regimes:

JHese canl create difficules fer PerreWErS e
PARKS o) repay, thelsleans, thiusSHRcreasing the
VilRerapiit/ el anks and iesterne) CrHSEs:



3.0 Policies to Build Banking System

Resilience
Crisis prevention efforts should focus on —

¢ Strengthening macroeconomic policies such as
stable fiscal policy over the business cycle and
nonl inflationary: monetary policy.

¢ [0 promete sustainable ecenemic grewithr and low,
Inilation. In addition, they should aveid
evervaluatien off the: currency, unstable fiscalland
externall current account: deficits, unsustaialnie
debLs) and excessive: capltal Inilews:

9 Proevision! off key infrastiicitre reguirements fer
maiRt2IRingprldent financialiNnsSttutens;
IOSIERNG efficient markets and premeting a well
URCUENING rEguiatery 2ncfSUPERISeRY Structure.



3.0 Policies to Build Banking System
Resilience Cont'd

The provision of key fundamental infrastructure
reqguirements should include:

¢ Adequate prudential supervision and regulation, a system
off laws and rules for corpoerate gevernance and property:
rights.

¢ A Uniferm Set off transparent accounting| standards, a Set: of
rules fer public disclesure off nenprepretan/ financial
Infiermation;and a fiacility’ that provides for externall bank
auditers and examiners,

9y Bankine reguiaten andistpervision that Istay/namic and
evelving withr technelegy, New: competitve ereces and new
PreduUcEs, One Imperiant element: Is that el capital
adeguacy/ standardswhlch sheuld e complemented oy
large expoesures rules.



3.0 Policies to Build Banking System
Resilience Cont'd

Also Impoertant regulatery framework are:
¢ Liguidity Standards

¢ Infermation generation andl disclesure eon
Panks) pPolicy, pPoertielicr and perermance:

¢ Appreprate’ saieguarcdraganist contagion
iSRG remiRErmatienalhiRaneialNmarket
Volatilnty:



3.0 Policies to Build Banking System

Resilience Cont'd
Other critical policies include:

¢ A strong and efficient financial market
Infrastructure Is Imperative te reducing banking
system vulnerability, building robust
Infrastructure and helping te reduce risks frem
CliGSS PEKAEr transacticns:

¢ Efficient exchiange and payment systems alse
play/ a crticalirelenn financial market
IRfrastructure:

9 he identiication and assessimenit: ol majer
viinerapiiites eff the bankingl systemiis; crucial’ for
pUIldiRE rEsilience thretgh regulaEfinancial
stapiliiy anal\/sisfanadl StESS LESsUIng):



4.0 Guyana’s Banking System
Reform Measures

TThe main elements of financial sector
reforms In Guyana can be analyzed under
three (3) broad categories:

& Adjustments In the: poelicy iramework.

¢ mprevements IR the stability, and
SEURERESS off the fikancialinstitlibens:

9 Bulldimghnstibienals CapACI/A IR the
SECLON.



4.0 Guyana’s Banking System
Reform Measures Cont'd

Adjustments In the policy framework primary
objective was to bring about an Improvement in
the allecation of funds and te eliminate market
fragmentation.  The central feature in policy.
referm Was:

The removal of restrictions on interest rates,
credit andi fereign Exchange: transactions.

The introduction of indirect instruments of

meRelaRy poelicy/ and financial contrel By the Bank
of Gzl



4.0 Guyana’s Banking System
Reform Measures Cont'd

Improving the stability and soundness of financial
Institutions was aimed at institutional strengthening and
modernization off the system.

This was brought abeut by effecting fundamental changes
In the legal and regulatery: framework with the enactment
off the Einancial Institutions Act (EIA) In March 1995.

IR May: 1996, the EIAWas amended to promoete competition
and eliminate concentration of Interests 1N the financial
sector.

IR 2004, the Act Was) amended to) prevenit abuse of the
nancial Istitutiens: 9y INSIGErS, ENNANCE COrpPoKrate
goverance andi strengthen the: PeWErSs! Gl the: Bank: o
GUyana terdealwvithrpreniematc licensed filRanciel
INSHLULIGRS:



4.0 Guyana’s Banking System
Reform Measures Cont'd

Prudentiall supervision and regulations have been
strengthened with support firom the IME/\World Bank
Financial Sector Assessment Programme (FSAP).

TThe ESAP previded a confidentiall evaluation off Guyana’s
prudentiall financiall regulation and Supervision.

TThe Bank off Guyana has adepted moest of the
recommendations; as they relate 1o regulations; based on
the Basell I System core principles fer SUupervision.

EUFthER suppert ter strengthen the: financialf SECter I GUyanea
willfceme tnder the Inter=American’ Develepmenit Banik
(IDB)); Einancial Sector Relorm Programme WhlcChf SEEKS! o
IMpreve: regulatery framewor INCrease the system’s
SeIVeERey, andiimproVve efficieney, ol Credit entities.



4.0 Guyana’s Banking System
Reform Measures Cont'd

Building Institutional capacity in the
financial sector Is being done through:

¢ Instilling a greater element ofi competition
threugh Intreduction of private hanks.

9 Promoting market discipline threugi
ennancediniermation discloste
reguiremenis:

® SLENQLRIENING LhEISUPERISORY FOCESS
threugh en=siter and ofi=sitersurvellance
and stress tesing):



5.0 Evaluation of the Banking System

¢ The analysis of the stability off Guyana’s banking
system IS more effectively undertaken through a
macre-prudentiall approach.

¢ The macro-prudential approach ioCuses; on
Macreeconemic variables as well as aggregate
micre-prudenitial banking| system, variakles
collated! from idividual finaacial Institutions: te
determine vianility.

9 he macre=prudentizl approaciis  SEER as e
IMpProveEMEeEnt o compliment oif the mICre-
phrUdERW2INaPPRrEACH:



5.0 Evaluation of the Banking System
Cont'd

The evolution of a set of macroeconomic
variables that may contribute to a banking crisis

IS summarized in Table 1.

Tabel
Quyana Seleded Real Sedor andHrandd Irdicators
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5.0 Evaluation of the Banking System
Cont'd

¢ Table 1 shows that there has been stability on
the macroeeconomic front with modest economic
growth, low: inflation, and acceptable levels: of
Internal and externall balances, lewer external
debts, and relatively stable exchange rate has
augured well for the econemy.

¢ It has helped te avert a CUrrency. Crisis, Impreved
INVestors and depositers: conlidence, reduced
Vvilnerabiites, Withsteod external contagion and
pPUllt resilience IR ther vanking systeni.



5.0 Evaluation of the Banking System
Cont'd

Table 2 below displays a set of banking system macro-
prudential variables that can be used to assess the

Strengths and weaknesses of the banking system.

® The (CAR), which captures: banks’ everall financial
seundness, has hovered at 14 per cent between 1996 and

2008, wellralboeve the 8 percent minimum level required: 19y
|2V,

¢ e banking system maintained resenves Well inf EXCESS of
the reguired amoeuni.

¢ e asset gquality el banksiimpreved durng the 1996-2008
pered. ThisHs reflected in the decline Inl thelevels o nen:
PErerminglleans:



Source: Bank of Guyana

Table 2
Guyan a: Selected Per for mance Indicator sof the Com mercialBanks

199 199 8 1999 2000 2001 2002200311] 2004 200 20 0 200 200
C apital adequacy
C apital to risk-adjusted assets 13. 16.96 16.73 16.15 16.1 14.29 12.7 14.2 14.3 15.47 15.02 14 .94
T ier | capitalto risk-weighted assets 13. 7. 16.81 16. 67 15.78 16.34 13.3 12.8 14.0 14 .H 15.36¢ 14.51 15 .0
T ier Il capitalto risk-weighted assets 0.2 0.18 0.85 0.77 0.7 0.6 0.4 0.4 0.2 0.11 0.53 0.14
C apital to total assets 7.74 10.28 10.59 9.46 9 7.9 6.1 5. 35 6. 23 6.68 6.90 7.03
Ercguecncy distributionof banks capitalratios 2 [¢ 7 7 7 7 7 5 6 5 5 6 6

s3]

R elated party loansto total loans 3 4 4 5 5 5 6 6 5 3.79 367 45
R elated party loansto capital base 20 20 23 28 27 27 30 26 21 18.23 16.91 22 .6
Director exposure to related party exposure 29 20 25 1 3 4 4 1 2 2.03 1.36 1.67
JA sset composition
B usiness enterprises to totalloans 7 6. 76.2 76.2 76.6 75.6 72 66 .6 51.6 57 54.33 50.69 51 3
A griculture to total loans 16. 17.5 14.9 15 14.5 12 .9 8 7.3 7.9 6.08 4.90 56
M ining and quarry to total loans 2.2 2.4 2.2 1.8 2.5 2.2 2.3 1 1.3 1.70 1.23 19
IManufacturing fotal loans 28. 26.9 28.7 28.7 27.8 26 23.] 21 .4 18 .9 18.998 16.84 15 9
Services to total loans 29. 29.5 30.7 31.1 30.8 30.9 33.2 31.8 29 .3 27.517 27.71 27 7
Householdsto total loans 19 4 19 1749 16 149 17 20 L7 17 21.02 22.34 20 2
[T op 20 borowers pertotal loans 27. 27.7 26.9 27.9 23.2 25.2 48.5 15 .4 44 S 46.69 39.21 33 1
[T op 20 borowers percapitalbase 192 151 144 146 121 131 23958 203 195 224.43 180.79 1667
A sset quality
Nonperforming loansto total loans 24. 30.3 31.4 35.7 38.2 37.15% 23.3 L7.8 13 .9 11.59 10.695 5.29
Nonperforming loansto total assets 13. 17 18.6 19.2 189 16.2 8 5.7 4.3 3.82 3.65 199
Nonperforming net of provisionsto capitaland resqrves 57 64.72 67.6 87.53 90 80.5 62.9 11.7 29 4 26.55 19.79 453
Provision forloan lossto nonperforming loans 51 56 54 .5 49 4 491 53.71 33.3 39.7 44 4 41.04 54.20 79 .0
T otal on balance sheet assetsto capital and reserve 891. 862.1 798.2 901.9 936.4 1076. 1179. 1216.7 12244 117791 1,184.8 1,089.7
Large exposure to capitalbase 361. 285.4 276.2 285.2 253. 267.1 369.3 314.02 305. 320.48 267.50 195.4p
Nonper forming loans[G$ miillion] L0,94 15,63 17,63 20,612 21,504 20,05 10,561 8,135 6,90 6779 7,288 4,54
E arnings and profitability
R eturn on assets 1.4 295 1.28 0.65 0.48 0.44 1.2 L.37 1. 74 0.59 059 0.57
Return on equity 11. 25.83 10. 64 557 4.37 4.45 13.6 16.44 21.2 6.92 6.85 6.31
N et interest income to grossincome 41, 35.96 37.85 33 32.5 395 443 174 504 48.6] 44.7] 46 .9
N on interest expensesto gross income 34 . 2 40.41 42.08 40.8 44.8 53 .4 519 5151 44 .8 37.77 35.82 38 .7
Personnel expenses to noninterest ex p enses 37. 1 34 .7 31.21 36.63 33.6 37.07 3251 36.74 40.5 44.10 38.12 30 .3
N et operatingincometo averagetotal assets 5.7 3.9 1.32 0.83 0.7 0.6 1.37 L.75 2. 42 0.87 0.79 0.8
Operating expense to average total assets 9.7 10.1 10.8 10.52 9.9 8.49 6.98 5.65 5. 99 1.40 182 1.7 6
Operating expense to total income 79. 82 89 92.27 93.24 93.55 83.19 79.14 71.1 61.52 69.79 68.8
L iquidity
Interest expense to averageearning assets 15 . A 17.62 7.44 7.57 6.73 4. 75 3.4§ 3. 24 3. 12 0.74 1.19
N et interest income to average eaming assets 15 . 1 13.85 6.01 4.86 4.5 4.8 5 5.55 5. 93 151
L iquid assetsto total assets 30.5 26.16 25.11 25.47 23.5 239 26 .4 33.3 32 .5
C ustomer depositto total |oans 154 . 14 8.2 140.8 157.51 169.0 195.1 248 .4 272.29 282.34
Customerdepositto total loansand investm entg L08.0 109.44 107.9 109.32 110.94 111.89 118.89 121.2 124.81




5.0 Evaluation of the Banking System
Cont'd

¢ Provisions for bad leans as a percentage of non-
performing loans were satisfactory, averaging
approximately 50 per cent between the 1997 and
2002 Increased to 79 percent in 2008.

¢ [he compoesition of the banking system earning
assets has changed to vary risks during 1996-
2008.

¢ Credit to) the private sector as a percentage of
totallvank assets grew firomi 4v. . S per centiin
1996 terS1. 72 PER CERtIRT1L9CO UL thereahter:
GECIIREdNer sS4 " PER CEnib I 2002 and ititier 10
276! PER CENINN 2006



5.0 Evaluation of the Banking System
Cont'd

¢ Diversification of credit across sectors have also
taken place with the real estate and the
household sectors accounting for about 62
percent of total credit in 2008 campared with 23
percent In 1996.

» [he hoeldings of puklic secter securities, (treasury,
pIlls) by Banks as a percentage ofi total assets
declined firem 22 per cent in 1996 te 1.2.8 per
cent In 19991 Hewever:, this helding has Increased
0] 22 Per cenit In 2006:

¢ Altheugh' the level off expoesure off the! vaniking
Sy Stem! ter geVermment Securties IsHlarge;, default
risks averheen extremel/ smallf i market risks
alier a matier el concern due e petentialichanges
IRFrelatVe PHICES:



5.0 Evaluation of the Banking System
Cont'd

¢ Banks overseas holdings/investments as a
percentage of total assets Increased from 4 per
cent In 1996 to 21.2 per cent in 2008. Thelr net
oVverseas holdings as a percent off capitall and
reserves increased from 15 per cent In 1999 1o
162 per cent 1n 2008.

¢ [his; shifit 1a poertielier reflects the diversification
firomi loans Ut It has, exposedithe banking
system te) contagion frem external factors.

9 he hanking system remained! prefitanierdurng
11996=2006 and thisfprolitanlity has previdedi 2
IguIdiicy, suUfier against SHeCKsS,. Bankst rablie ot net
PReIHE 16 eguIity (ROE) andrnet profiit torassets
remained relatvelN/stalle:



5.0 Evaluation of the Banking System
Cont'd

Measured by the Herfindahl-Hirschman Index, the level of
concentration in the Guyana banking system Is quite high.

TThe Herfindahl-Hirschman Index has been above 1800 for
allfyears hetween 1998 and 2008, except fior 2001 and
20/0)2

TThe high concentration level reflects the small number o
Panksin Guyana as Wellfas the: share: off the tWwer largest
PanksSIWHRICH accouRt fer almest: 60! Ppercent: of tetal assets.

[T IS Impertant te nete that the hanking Instittienss have
PEEN ACING COMPEWLIoN e BVerseas Insututens as well
asHifem nenR=hankfiinancial intermediares.



5.0 Evaluation of the Banking System
Cont'd

Bank off Guyana has been assessing the health of the
panking system guarterly through an analysis ofi micro
prudential indicators. This Is been supplemented with stress
testing to identify petentiall vulnerabilities under various
SCenarios.

TThe Bank’s assessment of the risk profile of financial
activities 1n the commercial banking system during the
1997-2009 peried shews that the system) IS exposed to
credit;, eoperational;, market, legal/cempliance; reputational
and liguidity/ risks.

Altheughr the severity: and difections; off thESE! [ASKS Vary/
ameng BaRKs, they remainmedest: and stablerfor the
Panking system.

HeWEVEY:, Gperatenaliand credit Hsksrare the meyor:
CORCErNS oK the Bank el Guyana.



6.0 Policy Recommendations and

Concluding Remarks

¢ he outturns from reform measures have helped
the banking system to cope with various shocks
and alleviate vulnerability.

» Noetwithstanding, the Gevernment of Guyana Is
committed to further entrenched macreecenomic
stability, te Implement structural referms and to
further strengthen the financial system which
would undeubtedly help te bulld resilience in the
Panking system.

9 lnrthe area e MacCreEeCeneMIC Stapiliity, the
aUHeRIES ake commitited, 1nla transparent
manner, to sustain fiscal consolidation efforts, to
reduce the external current account deficit and to

pUrsUe prucentTmeRetarn/ pPolicy GEUSIng on low
IRl 2enR:



6.0 Policy Recommendations and
Concluding Remarks Cont'd

Notwithstanding progress that Is being made in the
panking system, the authorities are aware that continuous
oversight and strengthened prudential regulations are
required to maintain banking system, stability in light of the
existence of risks and! lessons from the recent
developments in the glebhal financiall crisis.

The still high levels of nen-pericrming leans require: streng
regulatorny eversignt ter safeguard anks) frem insolvency: as
well asiagainst the expansion and concentration of loansiin
real estate andl censumption.

Regulatony, eversight: alser ias ter e strengthened as i
FEIates Lo thE INCHREASES I BVErSEasHRVESTIENTLS 19y 19anks
and the contagion efects) these Brng. R View: eif the
INCHEaseEs I leans) te the! real estate Sector, the rHsks ef the
Panking system) e an assets market heem and hust wWill
mave e 19e Clesely menitered by, the autherities:



6.0 Policy Recommendations and
Concluding Remarks Cont'd

¢ This will require the traditional measures of inflation by the
consumer price index for the conduct of menetary policy to
e expanded to include asset price inflation. In addition,
paying increasing attention to other macroecenomic
variables that may signal banking system weaknesses IS
Important.

¢ [he regulatenry and supervision firamewoerk will have te e
fiexiblerandl forward looking withr apprepriate minimum
standards for liguidity: and capital. The main okjective must
DE 10/ IMProVve INCENtIVES by Increasing transparency: in
SUPERISeR/ authoerty andiindustry alilke.:

» Whilerdemestic financiallinstitutions NEEd 16 StrEngthen
thelr resilience through eEnancing then: Askimanagemeni
capaiitys Intermaticonalicooperauen can play animportant
rele. s willnet enly, strengthen: the glehalliinaneial
Sy stem buit alse ImpreVve thel SeURERESS @ff therpational
PankIneFsystemiinrGuyaneg:



