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INTRODUCTION

A significant feature of the past decade has been a very
Unstabléd international mohetary_sysfem with its concomitant problems
of inflation and payments difficulti%gsfgr developing countries.
"Four factors may be singied out aé thé mgjor contributors.to this
instébility:~ (i) phenomenal inqrg%ge in oil prices, (ii) rising
prices in major industralised couné%ies{ {iii) exchange rate move-
ments of major reserve currencies,.éﬁa (iv) highly unstable prices
for primary products. The guadrupling of the prices of oil in 1974
and the continued increases in the price of this commodity by OPEC
have led to a continued and increasing drain of resources from the
developing countries. The current account deficit of non-oil develon-
ing countries, taken as a group increased from US$38 billion in 1978
t$ US$82 billion in 1980 and is estimated to reach US$97 billion in

lSBl.l)

Balance-ofrpayments disequilibria in developing countries,
however, cannot be attributed totally to international factors men-
tioned earlier. Domestic policies have also contributed to internal
and external disequilibria as evidenced by inflation, unemployment,
_slow growtﬁ-and.balance of ?ayments.problems. }t:isAagainst this
background that monetary policy in developing countries will be

-analysed,

1) I.M.F. Annual Report 1981, Washington, Sept, 1981, page 29,




This paper is divided into two parts.  Part I looks at
the monetary aspects of stabilization and+-the application of the

Polak™ Model to developing countries. ©Part II reviews monetary

polidy in Guvana since 1965, applied the Polak Model for the peri

1973-80, and evaluates its results and implications as a guide fo;

-monetary policy in Guyana.




SECTION T

MONETARY ASPECTS OF STABiLIZATION

AND THE APPLICATION OF THE POLAK

MODEL TO L.D.C.'

‘Over reéent'years the  number of developing countries
applving for the use of I.M.F. resoufces under higher credit
. tranches and the Extended Fund Facility has ihcreased.very
7l,sharply As at the end of Junéllssl 15 Extanded Fund Facility

programmes were in force of which 11 were approved in 1981. In

".  additicon 45 Standby Arrangements inforce of which 21 were approved

2}

' in 1981, These compare with 13 in 1972 and 1973. This

increasing number of applications for the use of Fund's resources
has meant that developing countries,-in the absence of additional
'source&,of‘non-gondiéiohal finahéing, havg increasinqiy been forced
jintd=acceptiﬁg monetary discipiine as a means of sfabilizing their

economies,

Typically, countries seeking recourse to the I.M.F. are
faced with perSLStent balance of payments def1c1ts aSSOClated Wltﬂ
rapid inflation and slow rates of growth. The root of these problems

can be traced, in most cases, to GOVernment budget deflclts and the

3 -
resultant exgan51on of credit to flnance these deflCltS. ) Because

-1__,_,...,— .

of the relatlvely hlgh-lmport coefflclent in these countrles, exces-

- give credit expansxon invariably results in balance of payments

problems. As the halance of payments worseng, authorities are likely

2),::I.M:F. Annu;i Report 1981, Washington, Sept. 1981, pages 83-84

3) Ibid -~ page 14

\




“tary approach to the balance of'payments and other income related

to resort to measures to restrict and control imports to arrest tﬁé '
rapid decline in the stock of international reserves. These maaSUr;”
usually fuel inflation and. create further dlstortlons within the

economy thus slowing the rate.of ecohomic- growth.

In these cilrcumstances, monetary authorities in L.D.C's
often find that traditional instruments of monetar§ control are :
inapplic¢able , Open market operations_as an iﬁstrument of monetary .
contzol tend to be irrelevant as a result of the lack of market for?
securities. Similarly little or no use can be'méde of reserve requirg
ments, due to the tendency for actual reserves to exceed reguired B

levels.

Apart from the lack of usefulness of traditional -instru- -

ments of monetary control, the nature of the money supply process
in an open economy under fixed exchénqe ratas rénders money supg{{:
targets largely unattainable. This is so since the balance of pay-
ments is a very important and'largeiy uncontrollable source of

influence on the money stock. To the extent that control of the

money supply is alwmost impossible, control of domestlc credlt

expanSLOn remalns the most lmnortant tool for manaqlnq aqgreg_tE'

demand and the balance of payments. B

-This monetary aspect has become very prevalent in analyses

of demand and supply management in developing countries. The mone-

problenms ellmlnates the practical problems associated with the
elasticities approach by focuslnc dlrectly on a few monetary aggre

gatas,._EhQ.Eund.staff made wvaluable pioneering contributions iBp




this regard. Polak, in the late l950fs; was‘eble to develop a mone-—
tary model to analyse these prdbleﬁs,élf The model is, Ffor practica”
purposes, simple to apply and yields useful pelicy implications,

Primarily for this reason, it has now become, with some fine-tuning
to meet the pecularities of individual countries, the most important

aspect of the Fuand's approach to stabhilization.

Review of the Polak Model:

The Polak Model integrates monetary develegments with the
balance of payments. The model predicte imports and income
reasonably wellS) from monetary data,'onee good=forecasts cf exports,
net capital inflows and domestic credit can be made. Alternetively,
the estimate_pﬁ an appropriate rate of domestic.credit expansion bv

the monetary system could be derived from the model.

- The.models) ig based on the assumption of a constant incomea
velocity of circulation (v). Apart from (v), m (the import coeffi-
cient) is the only other structural parameter of the model. Exports,
nekl capital inflow and credit, the -three autonoﬁous determinants of
the™ model represent the only sohrce ~of. Lnjectlons lnto the monev
“irncome "stream.  Leakages are represented by import Dayments. The
accuracy of the model's predictions depends on the degree of stability
of v and m.  The model may be summarized in the following system of

equations:-

4) Polak, J0.J. “"Monetary Analysis of Income Formation & Payments
Problems" 1.M.F., The Monetary Approach toc the Balance of Payments:
y: collectlon of Research Papers by Members of the Staff of the I.m
(Washlngton 1977) .

5) Polak, J.J3. & Boxssonneault, L. "Monetary Analysis of Income and
Imports and its Statistical application" in I.M.F., 1977 aop. cit.

6) For more detailed explanation of the Model with regard assumptions
and struecture, see Polak, J.J. & Polak & Boissonneault. .-



Y = Mo‘x v “a v s s e . N
where Y = Mbney Income:
MO = Money Supgly
v = Velocity

v{t) = ¥{t-1} + X(&) + WCI(t) + ADA(L) - ®(t) - ... fi

where' Y = Income {é
‘< VX = Exports §§
NCI = Het Capital Inflow fé

ADA = Change in Domestic Assets -ﬁ

M = .Imports _ -é

t = refers to that period of the year for which v = 1 .fé

Y(t) = Y(t~1) + O{EY —"M{E) v e (3)

where Q(t) = NCI(t) + X(t} + ADA(t)

AMO(£) = ADA + AFA ... e . .. - e (4)

where ~AMD = Change in Money Supply

AFA = Change in Foreign Assets
AFA(t) = X{t) + NCI(t) - M(t) . e e . e (5) -

Therefore

AMO(t) = X(t}) + NCI(t)} + ADA(t) - M(t) .o N (&)
or  AMO(t) = Q(t) - M(t) e . - N
Coﬁbining‘équaﬁions (7)land (3) gives a definition of'cufrgnt

income as in previous period and change in MO.

A




CTLEY = Y(E=1) 4 AMO(E) - ... ... ... U T el (8)
M(t) = m Y(t)
* where m iz the import coeffigient

FProm {7}, (8} and (9):

(1 + m-)A (Yt} = Q(t) = v(t-1) (10)

By eliminating ¥ terms on the right hand side and by iteration:

v(t) = LW L ote-1) + 0{t-2)

. . ‘. (11
I+m . (14m) 2 {1+m)3) - )
By applying the import coefficient, m, to equation (11l) the

following is obtained:-

M) = BLE) . mo(t-1) L mo(t-2)

o (1+m) 20 (1tm) 3 O & -3

The Polak Model provides a simple framework for day to
day monetary management in developlng countrles and useful insights
into the, relatlonshln hetween credlt and the ‘balance of payments.,
Fox 1nstance, once an international reserve target is set there is
only one set of domestic credit ceilings that is consistent with
" the achievement of that path, and the only gquestion that remains is
that of making Government financing requirements consistent with

the ceilings.




It is difficult to arrive at any' conclusive assessment
the aniiCatiOn of this Model.,. The Fund's (I.M.F.) experiences ;
the application of the model to developing cqpntries with seriouy
balance of péyments‘problemé have'hot been pérticularly encouragi
when one takes into consideration the number of cases that héve
achieved all targets and objectives set. Consolation is derivegd :
howaver in the fact that while targeted adjustment did not occuf;i

w1thln the adjustment period, there are in place measures to achlmp

‘the necessary structural adjustment even beyond the adjustment peﬂl
Lt

,,ﬁ,%,

It is within thls framework of the Polak Model that the

following section will revlew and evaluate monetary policy in Guyan

7) Generally speaking, the one vyear stand-by programmes that -
been unsuccessful have been transformed into E. F.F. progranm




SECTION TII

"REVIEW OF MONETARY POLICY IN GUYANA

1965~-1980

.The .conduct of monetary policy is an integral part of
overall economic policy in Guyana and is effected tﬁtouqh the Central
Bank. The Central Bank was established "to foster hbnataiy étability
and promote credit and exchange conditions conducive‘to growth of the
economy."a) In. the discharge of its functiona, the Bank of Guyana is
generally regulatory and essentially acts upon the behaviour of com~
mercial banks to ensure that their operations promote the desired
policy dbfaétive of the State., This is not to say that, at times, it

may become necessary for the Bank to resort to direct controls to

achieve its objective.

Central banking is a relatively recent phenomenon in Guyana.

The Bank of Guyana wag established in 1965 as part of a conscious

effort by the State to take. ”control“ of the flnanc1al system (moqt

'1mportantly the commerclal banks) in the 1nterest’of the developmentnl

needs of the economy of Guyana, as is expllc1tly stated in the Bank

of Guyana Act.

The scope, however, for effective monetary policy in our

developing country must take into consideration structural rigidities

and imbalances in the economy of Guyana along with its "opennesgs.”

8) Bank of Guyana Act. Section five (5}.

A




In addition, the effectiveness of morietary bolicy depends on the
relationship of the Central Bank with the Government. The ability
"of the Central Bank to cope with such possibly conflicting'situaticné
has,reflected'ﬁhe degree_of.independénce/autonomy enjoyed by the

Bank.

Ouite-apart from the other functions of the Bank of Guyana,

the control of credlt expan51on has been the most lmportant aspect or

- 3 R ,._---—-n--,__y,..;..,- T . . o

étary pollcy in Guyana.r Overall eredit expan51on is affected

prlmarlly 1n two ways :

(i) Central Bank's credit to the Central -Govern-

ment and

{ii) the lending practicé of commercial banks,

The Central Bank's ability to grant credit to the Central
Government is explicitly and strictly defined in Sections 48 and 49

of the Bank of Guyana Act. Undex Section 48 of the BAct:~

"The Bank may make dired¢t advances to the Central
Government, previded that.at any one time the
total outstanding awount of such direct advances
shall not exceed fifteen percent of the average
‘annual revenues collected and accounted for by
the Govermment during the last three preceeding
financial years. Such direct advances shall not,
during any financial years of the bank, be out-
standing for a total of more than three hundred
and fifty days."

Section 49 of: the Act sets a ceiling of 30%, of the annual average

revenue collected by the Government, on the "dmount of Go#éfnmgnt

+ - i




- securities the Bank of Guyana could hold, At any one time, there-

fore, the Central Bank of Guyana shall not finance the Central
Government in excess of 45% of the annnal average revenues collected
by "the Central Government im the past three years. These celllnqs
need crltlcal appralsal with respect to the apnroprlateness of their

levels. Such an appraisal 1s necessary 1f the Bank of Guyana Act is

“to malntaln lts reallsm, and especially since the State dominatesz tha

~

economic 1life of the economy. During the entire Derlod 1966-1282 the
154 celllng on Central Bank advrances ¢ the Central Government wasg
observed The ceillng on securltles {-30%), however, was kept during
the period 1966 to 1975, except for ona year (1973)fwhen actual
holdings of securities by the Central Bank stood at 50.3% of the
annual everage revenues of the past three years. From 1976 onwards
this perdehtage of Central Bank holdings of secufities'increased

progressively - from 68.5% in -1976 ko 218% in 1980 (see Table 5{a}

for performance agalnst these celllngs}

The second aspect of credit concerns the commercia] banking
system, the conditions of which, to a large extent, are 1nfluenced

by the Central Bank. Lending rates, overall credit celllngs, sec~

‘toral celllngs and directing credit.te priority Areas by moral suasiocn

have been and are still the most 1mportant asnects of the Central.’

'Bank s action in influencihng overall credit conditions.

CREDIT

Over the past five years (1976-1980) credit was at the

“dentre of moneﬁary policy. Credit policy generally took the form

cf the issue of guidelings by the’ Central Bank with resnect to the

desired allocatlon of credit.

5
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Selective credit controls (through Guidelines to Commerdié}

Banks) in Guyana have been used for basically three.purposes - to
promote growth, to manage aggregate demand and to a lesseriextentn
to diversify tﬁg economic structure of Guyana g economy. These guigé
lines have generally incorporated a global ceiling .~ the rate of \

expansion of which is a function of progected rate of growth of

savings. In fu;ther detail, these guldellnes set out maximum llmlt
on the rate of growth of areas of low prlorlty and minimum celllngs‘

to areas of high priority. -Low prlorlty lendlnq areas have been

Small agrlculture, is regarded as.hlgh,prlorlty area as -are housing

and manufacturing. Even the limited credit allocated to distribut!?
trades was encouraged to be used for stocking producer goods. _

- These guidelines were generally observed (see Table 8)
‘except for a few occasions when the aggregate private sector ceiling
were exceeded. The performance of the guidelines with respect to

_small agriculture has been generally poor as credit extended, to thi

sector was verf often below the minimum targets sat, reflecting*b"
the nature of bommerc;al banking behaviour and the need for
specialized institutions to provide'agricultural credit. Availabl
data show that credit to individual customers increased on an averad
by 19.5% over the period 1967-198C while that of small agriculture
increased, on an_averagg,Eby 15.3% over the same period (see-‘.’l‘able_6
'Durlng the period 1966-1973, credit guldellnes ware ’

‘génerally prlvate sector oriented. After 1973 as the State emba;:*k

on a programme of greater control of the real sector of the scono
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guidelines issued:aimed at supporting public smector enterprises.
This was wvery much in evidence in 1974 in the c1rcumstances of
deprassed- productlon levels and phenomenal increases in 011 ‘prices.
Credit to private sector was kept at. the level in 1973 and foreign

based firms' ware asked to seek credlt ovarseas. However, as the

.public sector enterprlses utilized more credlt than was projected

for in 1974, a limit of 7%% on the growth of credit to this ‘sector

was in place for 1975. The neea for credit above this ceiling was
subﬁect to specific approval. In 1975, the guidelines almed at
maximum expansion of credit to productive sectors and no restraint wag
imposed. During 1976-1978 the growth of credit to the'priv&te sectcT
was restricted in order'tolrelease more bank resources to facilitate
public sector expansion. In subsequent years, public corporatiocns

were asked to impose restraint on their borrowing and this was rein-

forced by individual ceilings on thelr overdraft with the various com-

mercial banks, as the economic situation gets worse.

While formal restraint was imposed on commercial banks'
lending to the private sector and public sector corparations, similar

restraint was not evident in Central Government borrowing. As indi-

cated earlier, the statutory limits of cehtrél bankflending.to the

Central Government, 45% of tﬁe average ordinary revenues . of ﬁhe past
three yvears, were not observed. Central bank financing of the Central
Gove;nmenﬁ inéreased‘progrgssiyely, from G$44.5 million (21%) in 1975
to G$828.4 million (22%7%i'in-1980 {see Table 5{(a)}. Simiiarly,:com—
mercial hanks' holdings 6f.§ho:ﬁ-tgpm Government securitiés incdreased
fﬁom G$146 .8 million inAi9?5 td G$216.8 million in 1980. Given a .very,

high import ratio of about 0.8 (see Table 2) in Guyana one does not

expect that credit expansion on such a scale to be sustainable.




%ments. From 1977 commer01al arrears became a promlnent item in our-

~duction as a result of shortages of essentlal 1mported inputs and

. the authorities had no alternative but to resort to the I.M.F.

F
i

L]
'
-
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Indeed, this sharp expansion of credit to the Central Government
over .the past 5 years together with eontinued‘poor performance of

the public corporations resulted in a crisis in the balance of pay_ﬂ

.v.,.g:‘,‘h_‘w,‘,‘,(-«_v‘_: B

balance of payments, and the balance on current account averaged ';
|G$236 5 mllllon over the past 5 years as compared with G$40.0 mllllon
durlng the perlod 1969 to 1975

The authorities immediate response to the balance of pay-
‘ments problems was to control demand for imports wvia variouSAexchangeé
control measures. While these measures helped to protect the stock

of international reserves, they contriputed to bottlenecks in pro-

spareparts. The balance of payments oroblems have not been allev1ateé

in spite of exchange control measures - the current account deficit
averaged 20% of G.D.P, during the period 1976-1980, while inter—
national reserves declined on an average byrG$120 million per annum
during the same period. As the balance of payments problems per-

sisted, and concessional foreign financing became relatiwely scarce

I.M.F. ASSISTANCE

Developing countries generally try to avoid assistance frof
the I.M.F. as long as possible because of the conditions that -are
usually attached ‘to" T .M.F. lendlng. Durlng the period 1966-1277 te
Stand-by Arrangemente:were_approved by_?he I.M.F. for Guyana, of «
four were utilized’. 'As the balance ofﬁbaymentsAposition worsened
1977, production aﬂd_ekpbrtslﬁerefadveésely affected, resulting ih

further deterioration in the balance of payments. In the circumst

I.M.F. in 1978.
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§’$he conditieons attached were essentially deflationary and

rgflectgd.the I.M.F. analysis of balance of payments'pfbbiems. This

programme aimed at- reducing the overall public sector deficit via

expenditure restraint and at improving revenues.

The éénéral Govern-

ment fiscal efforts were to be enpanded while public cérporations

pricing policies were to be brought more in line

‘with commercial

practice. . Commitment to these measures were to be enforced by guanti-

tative ceilings on Public Sector borrowing from the'hahkiné system.

additional support to stabilization was sought via interest

. rate policy. Higher interest rates were introduced in 1978 (see

Table 8) as a means of dncreasing financial savings and increasing

~—-—efificiency in public sector enterprises. With regard to increasing

s

i Facility" (E.F¥.F.) in 1980. It was approved and

savings the data for 1978 to 1980, when interest rates were increased

further, do not seem to reflect increased savings being induced on

account of higher interest rates. On the gquestion of improving

public sector efficiency, this is also: subject to considerable

doubt due to considerable management inefficiencies and inadeguate

accountability in the public sector.

In light of the continuation of the problem of inkternal

-was considered inappropriate for our situation.

. therefore, requested I.M.F. assistance ‘under the
July of the same year.

Under the E.F.F. programme ceilings on

'fo#ing-cdntinue to be used as the key instrument

and external balance the one vear type of stabiliéﬁiibn-proqramme

The authorities,
"Extended Fund

implemented in

public sector bor-

in demand management.

e
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‘19 reinforce the programme, public sector expenditure levels were Ay
targeted and measures were taken to strengthen. the sector's finances
ard “to’improve the balance of payments. These include increases in “E

" taxation and improvements in tax collection; an exchange rate depre-

‘ciation of 17.6% aimed méinly'at.increasing savings of public sector et
enterprises. Oﬁ‘the supply side a wages policy designed to improve
managerial‘and‘technical capabilities of Public Corporatlons was
implemented. Pricing peolicies of State enterprises were fto be more
in line with commercial practice. An Exvort Development Fund was
established as an additiénal measure to release the foreign - exchange
constraint on éfdd;ction and exports., Interest rates were “increased
on an average by 2% in 1980 te stimulate growth in private financial
savings (see Table 7 for impacE of interest rates.on growth .of

savings}) .

In view of the importgnégiof gredit as an instrument of whic
demand management in Fuand stabilization.pxogrammesr the Polak Model,ii
continues to be the framework used“by the I.M.F. in adjustment pro-
grammes for developing counffies; will be testedlagainst Guyanese

data for 1873 +to 1980.

THE POLAX MODEL APPLIED TO GUYANA 1973-1980

The purpose aﬁd usefulneés of the Polak Model have been R
dealt with in Section 1. This section will deal with the-applicaﬁionié
of the Polak Model in Guyana during the period 1973-1980. Bartong)
applied the model to Guyana for the peripd 1968 o 1972 and discussé

9) ‘Barton,'W;E. "Income Determination and Related Issues in the
Guyana Economys - A La Polak"™ Bank of Guyana 1973.




15

the results in the same publication. This exercise will serve as

an update to the application of the model hy Barton and at the same
time give indications.-as to .its relevance in the light of develon-
ments that were non existent at the time when Barton did his appli-~

cation.

Instead of the system of eguations developed in the Polak
Model, as summarized in Section I of this paper, a more simplified
set of formulae has heen devised'for empirical work. Thésé formulae
use~only combinations of m and-ﬁ and t is redefined to correspond
withﬂaﬁe callender year. The list of formulae is depicted in the

Tabhle I .
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TABLE 1

Ed

: L.
PV S TV B

Polak's Formulation for Obtaining Coefficients relevant to -
. . 1 . -
the Estimation of Y and M o)
{a) ‘FORMULAE
ﬁutonomous ' 7 . . Formulation For
Determinants Income Import
Coefficients Coefficients
t 1 v '
Q (%) =2 {mv - (1 - x ) 1 {(mv - (1 ~
m v =
mv
Q (t - 1) _ 1, (1 - Y2
: m v
Q (t - 2 1 v 2
Q ( ) =2 r (1l - rv)
m v
t ~ 3 1 v 2
Q ¢ ) =2 Vo - e ?
nov

From Table 2: v = 5.1, m = 0.84, and r = :

10)

Polak J.J. & Boissoneault, L. "Monetary Analysis of Income and
Imports and Its Statistical Application.” The Monetary Approach

to the Balance of Payments." - I.M.F. 1977.

e




TADLE 2

BALANCE OF PAYMENTS, INCOME AMD MONETARY DATA
oR1N,
1965 1565 1367 1968 196 1976 Ag7l | mr ‘J 1§73 1g7h 1975 1976 15977 1578 1979 1580

i, THPOMES OF 0OODS AND SERVICES (M) 238 267 268 32 319 35 341 %0 457 62 9kl 1085 948 850 1007 134,
2. DXPRTS OF GOODS AND STRVICES (X) e 25 aul 267 295 307 328 o 333 650 914 760 707 54 798 106
3. MET IMPORTS (% -~ 2) - 36 - 52 - th ~35 -2l - 38 =150 . ~2p -124 - 12 - 27 ~355 | - -2fa - 55 ~209 -298
b. CHANGES IN RESERVES (3 + 5) -~ 13 -1 + 14 -2 ~-~ 3 -3 + 12 + 20 -3 + 70 + 90 277 b s +® -12) 210
‘5. C}-PITM._; IFFLOM (NEIT) ~ + 23 + b0 + 58 + 23 + 15 + 35 +25 + Lo + 81 + 82 4117 . 498 +185 + 87 + 85 + 88
6, YBR-DMD ESTIMATE OF GNP'{Y) 335 56 3 feg b57 ha7 5L 572 617 905 1% 1057 1059 1211 1239 a5
7. 4 T{FROM &) +3 | . +37T { +3% #28 |+ ko + 37 + 38 x b5 4288 23l L -82.] . o2 152 28 +186
8. Mt ~710448 |.750000 473282l 680653 | .698031 |.694165 |.638577 |.659091 |.74068L |.751492 LB26363  1.035951 |[.Bosish 701899 |.812752 |.uh31s8
9. "L(ﬁlﬂ?é?? o 8) AVERLGE IMPORT/INCQME RATIO (1965 ~ 1972 ,695474) AVTRAGE IMFORT/INCOME RATIO (3973 - 1580 .535910)

10, YO (MARROW MONEY SUPPLY: CUR- , ,

e RENCE 4203 DRMAND DEPQSITS) i 8 53 59 62 &2 71 85 97 129 203 218 281 255 284 323
1. :'éﬁﬂ.;.,_, + 5 "io2 + 5 + & + 3 #.1 + 9 + 1 s 12 + 32 + Tl ¥+ 15 + 63 + I - 11 + 55
2, T Ho (6310 7328261 703867 [7.11509  [7.27119 | 7.57097 |8.01615 [7.52113 |6.7e0i  [6.36082 |7.01550 5.,61084 b84862 {57688 |L.10508 |h.36268 |h.{a176
i3, Y. (AVERAGE OF 12) AVIRAGE  INCCMEMMONEY SUPPLY RATIO (1965-2972 7,37790) AVERAGE Y/MO 1973 - 3980  5.06089

0, HOp (TOTAL MONEY SIPPLY T ' '

CLUBIVE OF CUASI-MONEY) 102 111 185 4o 154 165 192 232 274 318 big ige 603 &84, At 950
(5. 4 Hog + 8 + 8 + 1k + 15 -l | 412 + 27 + ko v b2 + 4 # 3L + 43 +111 + 61 # 50 + 1%
16, & D4 (25 - Iy 21 £ 21 P + 7. + 23 + 1 + 20 + 2 + 85 - 25 - 58 +280 167 + 30 +17L + 36
7. Q. (2 +5 + 16) 26 2% 302 307 535 56 75 Lok tag 706 972 1138 1059 911 1057 130
- - sSquree ;

LV
+

BANK OF GUTAMA AMNUAL REPORTS
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(b} COEFFICIENTS OBTRINED FOR GUYANA ECONOMY

Auvtonomous Income Tmoort
Determinants neon ~mp s
0 (t) 0,92777 0.77674
g (¢t - 1} ~ 0.25555 0.21395
g {(t - 2) 0.01132 0.00924
Q (t - 3) 0.00002 ~ 0.00040
. Total 1.19466 1.00033
Reciproqal of Average Prosperity to Import = 1.19

These income coefficients are applied to the relevant
variables included in Table 2 and the results are contained in

... Tables 3.and 4.
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TABLE 3
" COMPUTED _ INCGME

GEMn .,

1973 1974 1975 1976 1977 1978 1979 1280
Yc 70,4 787.1 1,067.8 1,312.1 1,2684.3 1,128,7 1,255.5 1,653.5
Q {t) 443,0  655.0 -90r.8 1,055,8 982.5 842,2 980,7 1,373.1
g {t -~ 1) 103,80 127.5°  1BO0.4  248.3  290.8 270.6 232.87 270.,1
0 {t~2) 4.2 4,6 5.6 5,0 11,9 12,9 12.0 10,3
Q{t -~ 3) 0,0 a.o 0.0 0.0 0.0 2.0 D.D 0.0
¥ {Actual Income) 617 905 1,139 1,057 1,089 1,211 1,239 1,425
Yo (Cnmputeﬁ Income) 370 787 1,088 1,312 1,284 1,129 1,256 1,653
Yo - Y -47  ~118 -~ 51  + 255 ~ 225 - 82  +17 -+ 228
Average Difference + 53
% Difference | 4,9
Ratia Y/Yc 1.082  1.150 1.047 0,806 0.825 1,073 0,986 D.862
e
Y

Ye/N

7 v—
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Mo/ N

TABLE 4
COMPUTED _IMPORTS
GEMn, :

1973 1974 1975 1976 1977 1973 1879 1880
Mo 477,5 659.0 910.8 1,098.6 1,075.4 945,1 1,026.2 i,384.5
Q () 387.6 548.4 755.9 883f9 822.5 707.4 821.,0 1,129.5
0 (t - 1) 86.4  106.8 '151.8 208,0 243,5 226.6 194.9 226.1
Q {t - 2) 3.4 3.7 4.6 6.5 9.0 10.5 9.8 8.4
Q (¢ - 3) 0.. 0.1 9,2 0.2 0,3 0.4 0.5 0.4
M (Actual Imports) 457 662 941 1095 948 850 1007 1344
Mg (tcmputed Imparts) 477 459 Gli 10399 14758 945 1026 1384
Me,- M + 20 - 3 - 30 + 4 +127 + 95 + 19 + 40
Average Difference + 34
% Difference 3,79
Rééia‘nf“M/Mc‘ 0.958 1.004 1,033 0.996 -0,882 0.599 0.981 d,971
Projection Multiplier
[N

0,966
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"From the results obtained (see Tables 3 and 4) it se=ms
that the.model pexrforms better ‘with respect ta Dredlctlng lmports thar
it does with respect to.income:. For the perlod 1973~ 1980 the average
annual .error for computed - incone amounted to Ge53 4 mllllon or 4.9%,
The prolesition multiplier (0.98f can be used as a proxy 1hd1cator of
thé pexrfarmance of the model - the closer the murfipller gets to 1,
“the_qregtem is. the predictive value of the model . ”bifferences for
individual yvears between some computed and actual incomes were some-
what large. :The large deviations cf computed from:ééfual basically
reflect sharp wmavements. in the values of the autonomous determinants,
. Results obtained from the computation of imports were "better. The
évg;age annual error for the period was G$34 million or 3.,7%. Devi-
ations of computed from actual imports were more evenly aistributéd

over the period than was the case with incomes.

These deviations do not invalidate the pfédictive value

. 0of the ‘model, aspecially since there were violent fluctuations in
key variables of the model during this period. Béréoﬁll)-haa‘ﬁétter
results from;.his- application of the model for the perioﬁ‘i§68-l§72.
This.is.understandable  when one locks at the values for v, ﬁ'and

Q (+) (the sum of autonomous determihénts). The ratios v and ™ for
the périod_in.which Barton (see Table 2, -1965-1972) did his study
were quite stable, reflecting the rathe¥ stable érevalllng economic
environment: during that period. - The value of the autonomous deter-
minants Qf{t} increased very-gradually'durinérthe periocd. The pericd
1973-1980, however, was characterised by economic instability which
are refigdted in the m's and v's during the period 1973-1980. The
predictive value of the model crucially depends on these ratios, in

particular on that of v which is assumed to be canstant in the model.

11) Barton, W.E.) "Tncome :Determination & Related Issues in the
Guyana Beconomy: A La Pglak" -~ Bark of Guyana 1973. o
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Apart from these ratiosrtbgre were serious fluctuations in value of
the autonomous determinants., When one takes the instability that
characterised the period 1973-1980 and having allowed for «wwms

statistical erxor, the model performs well and hence can be very

useful for monstary management in the economy of Guvana to mitigate

if not prevent pavments crisis such as we are currently experiencing,

The usefulness of the model in overall financial management
of the ec¢onomy lies not in ite ability to predict imports nor of -
predicting income. The usefﬁlness lies in its ability to explain
the inter-relationships of key monetary variables and to quantify

their effects on various target varlables.

From the available data, it is obviocus that credit policy
was not clearly linked with any target variable in the external
sactor. The credit guidelines to the  commercial banks only vaguely
refer to credit restraint as a means of maintaining a strong balance
of payments poasition. There was an absence of aﬁy quantitative
analysis on how credit relates to the -external sactor.- The =Pclak
‘Model can provide such quantjt:tive guide, which if nonexistent,
czn maxe effective fimancial manaéément very @ifficult. Our experi-
ences with exchange control as a means of achieving.external balance
is surely nat encouraging, . when the distortions and inefficiencies
are taken into account. While developing countries {and Guyana is
no excepfion) have been very reluctant to use exchange rates and
interest rates to complement .credit ceilings at the initial stades
of the development of the .problem, experiences have shown that the
éituation slips very rapidly.into crisis despite the implementation
of exchange control measures. Credit expansion within some gquanti-.
tative framework cén play a wery important role in the pursuit of

internal and external balance, which seems to be necessary to achlev

stability and growth in the long run.
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CONCLUSION " )

4
P ¥
4 .

THe  paper establishes the link between budgetary financinacg
and-baiance‘af;payments problems in Guyana Given the slze of ther

pubch sector (estlmated at 80= of the natlonal economy of Cuvan*

égi_Guyana s hlgh lmport ratlo our balance of payments could not

accommodate.ﬁhe rapld expan51on of Dubllc sector spendlng by con-

""'"‘“‘- T ——— T e V.._._.-A——M_-r--_- ''''

—y ———— e -
ke = =

tlnuously lncurrlnd larqe budaet deflClts Further, the Polak .-Hodel
worked when applled to hlstorlcal data for Guyana, and in spite of
this both the Fund's Stand-by programme (1978/1979) and the Extended
Fund Facility (1980/81) have failed to achieve the expected results

in Guvana.

While prices for petroieum and petroleum products rose
sharply, one cah hardly blame the state of the economy on. inter-.
national facters. Available data indicate that during-the period
1973-1980-Guyana's terms of trade performed better than non-oil
developing countries and industrial countries.(see Table 9(a) & 9¢(b)-.

Domestic factors, therefore,; seem larqely respon31ble Physical

’output*oﬁw{wo ‘of ourrmajor forelgn exchange earner, bauxite and. sucar .

has been. declinding over the perlod 1973 1980 (see Table 9{h} .- -While
the indices show improvement in rice production, in realitv there is
a flattening out in production levels., The base yvear, 1272 was one
when production levels were‘extremeiy low. On the monetary side

the picture is even worse. Despite explicit quantitiative ceilings
on public sector borrowing from the domestic banking system in these
programmes none was observed. Under these circumstances, ciearly

one cannot expect the balance of payments to improve.
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While it is obvious that one cannot dismiss the Polak |

framework as inappropriate for our situation one needs to identify

the reasons why the desired

impossible to achieve. Two

results of the Fund programmes are

reasons gseem to be the main contributors

{1) TInefficient administrative and financial management

in the public¢ sector,

{(ii) Obwious lack of clarity of objectives of public

sector enterprises.

It is therefore necessary to

overhaul .the overall management of the

public sector and ensure that commercial enterprises are run along

commercial lines. ‘In additi

on to this the banking system should

play a more active and dynamic role in the use of credit by the --— -

public sector. The Central Bank in particular shoﬁld:play a more

active role - functioning not simply as a monitoring agent but being

involved in approving expenditures and loans and imposing sanctions

on deliguent corporations.

These broad measures are necessary to

make the publlc sector flnanc1ally viable and -the country more

respon51ve to adjustment polmcxes such as those advocated by Polak.

oAt s
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TABLE

5{a)

ANALYSTS OF CREDIT EXTENDED BY BANK OF GUYANA TO CENTRAL GOVERNMENT

~ 1.. Annual Aversge Rsvenue of
last three years

2. Central Bank Holdings of -
Securities. -

3. 2 48 a Percentage of 1

4. Central Bank Advances to
Central Govzrnment

5. 4 As = Percentage of 1

. 6. Total Centrel Bank Credit
“ta. Central Government

7. 6 As a Percentage of 1

RS
P

8. Commercial Banks' Heoldings oF
'_Sgcuritias
9. Total Banking System Credit
ta. Central Government -
&4+ 8

10. Percentage Change in Banking
System Credit to [entral
Gavernment

isa7 1588 1965 1370 1371

1972 1973 1574 1875 1975 1577 1978 1979 1981

76.6 ~ B5.2 3.6 102,0 115.4 123.5 136.9 145.6 21C.1 318.5  391.0 402.7  365.8 37N.9
5.8 3.3 5.3 11.2 16.9 28.7 €8.8 2G.3 44,5 218,2  342.0  2397.2  5R5.2 §11.2

7.2 3.9 - 8.7 11.0 14.5 23.2 50.3 13.9 21,2 68.5 37.5 98,6 1€i.l 215.1

1.5 0.9 11.1 10.0 3.5 - 20.5 6.1 - 35.6 4.5 - - 17.2

2,0 1.0 11.9 9.8 3.g 7.0 15.0 5.5 0.0 11.5 1.2 g.a 0.o 4.8

7.0 4,2 17.4 21,2 20.4 28.7 89.3 28.4 44.5 254.8 345,8 397.3  589.2 1828,4

9.1 4.9 8.8 20.8 17.6 23.2 £5.2 19.5 21.2 80.0 88.7 $8.6 161.1 222.7

TABLE  S(h)
DOMESTIC BANKING SYSTEM CREDIT TO CENTRAL GOVEANMENT -

11.5 21.9 19.8 20.8 37.7 59.0 £E.4 4.8 146.B  136.7 18T.4  213.1  199.0 215.8
18.5 26.1 37.2 42.0 58.1 87.7 155.7 93.2 191.3 351.5 534.2 610.4 788.2 1045.2
4.l +42.5 +12.9° +38.3  +50.%  +77.5  -40.1 +105.2 +104.6  +35.4 +14.3 +29.1 +32.8

SOURCE: Bank "of Buyana Anpual Report
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TABLE

[s]

LOANS & ADVANCES TO PATIVATE & PUBLIC SECTORS BY COMMERCIAL BANKS: 1967-80

T UTTTPRIVATE SECTCR

l.-Iﬁdiﬂidual'Cusicgérs
‘Annual %tage A
’2.:Agficﬁiture
Anpual %'agé A
3. Mining, M*facture & Caonstruction
© Annual %tage A

4. Priv.. Financial Inst..

5. Services

<< pUBLIC SECTOR

*§.-Eentral Gavernment
.
‘T. Local Government

8. Govt. Entezprises

Annual %tage A

TOTAL CREDIT

Annual %'age A

ﬁA;:;. 1987 1968 1369 1970 1971 1972 1§73 1974 1975 1975 1977 1378 1579 1980

1967-80

44.2 36.3 &7.4 80.1 83,7 B3.4 101.% 113.4 112.2 110.0 307:2 113.3  151.5 1B87.6

, 7.5 9.7 12.8 13.0 14.1 164.5 23.58 23.4 28.5 27.2 i1.8 3%l 50.4  65.7

{+19.5) (+27.21)(429.3}(+32.0) (+ 2.7) (+ 8.5)(+17.0) {+42.4) {~ 0.4) {+13.2) (+ 2.6) {+16.5) {422.9) (+2B.9)(+30,3)

3.9 3.9 5.1 6.4 7.1 8.5 3.5 9.4 10.6 11.5 i,z 11.4 14,1 15.5

(+#15.3}  (+62.5)(. 0.0)(+30.8){425.5)(+10.9){+19.7) (+11.8} (- 1.0) (+12.8) (« 8.3) {~ 2.8) (+ 1.8} (+23.6}(+ 9.5)

14.3  18.6 21.1 26,6 33.8 29.1 34,6 44.5 40.9 31,7 24.9 28,0  41.0C 51.9

(+10.4) {-17.3)(+26.1)(+27.1)(+26.0){+27.1)(-13.9) {+18.9) (+28.6) (- 8.1) {-22.5) (~21.5} (+12.4) {+46.4)(+26.6)

2.7 3.4 2.6
15.8 22,9 25.8
8:3 8.4 10.7

0.7 0.7 0.7
7.6 7.7 10.0

3.0 2.3 1.4 1.8 1.0 9,9 9.9 0.2 1.2 1.0 0.4
3.1  26.4 27,9 31,7  35.1  33.3 -38.7  39.1  33.6  45.0 54,1
13.8 14,1 13.3  22.3 58,5  $9.6  Bl.5 323.0 128,0 117.2 235.5

- - - - - - - - 0.7 2,1 -

1.0 0.9 1.1 1.5 1.7 1.7 2.2 3.7 4.0 3.5 4.3
lz,8 13.2 12,2  20.8  56.8 57.9  79.3 115.3 123.3 113.6 231.2

(+32.2)  (~36.1) (+1.3)(+29.9){+28.0)(+ 2.1) (~T.6) (470.5)(+173.0) (+ :.9) {+37.0) (+50.4) {+ 3.4) (= 7,8} 4103.5)

52,5 64.9

T8.1

93.5

97.8

96.7

'123.4

171.5

171.8

191.5

230,2

241.3 268.7 423.1

(#15.5)  {~ 2.7){+23.6)(420.3){+20.2) (+ 4.2) (- 1.1) {+27.6) (+39.3) { 0.0} (+11.5) (420.2) {+ 4.8) {+11.,4){457.5}

 SOURCE: Bank of Guyana Annual Repoart



TABLE
FINANCTAL SAVINGS ‘WITH COMMERCIAL__BANKS 1970-1980

# Increase

-

. . Demand Deposit

% Increase

s

- Time & Savings
% Increase
COMPOSITION OF DEPDSITS
‘A, DEMAND

_ Public Sector
g Private Sector

R A ]

ﬁqguTIME{& SAVINGS

Public Secfg?
Private Sectox

| INTEREST RATE LEVELS
.Savings
3-Menths - Tine :
__‘Prime'ﬁa%a. '

. Treasury Bill Rate

TOTAL DEPOSITS (Year End)

1970 1971 1972 1573 1974 15975 1976 1377 148 1379 1580
124,32 147.9 176.4 212.0 244.5 342.3 365.7 426.9 483.1  549.3 673,1
19.9 19.3 . 20.2 15.3 48,0 8.8 18.7 12.9 28.3 22.5
21.2 26.0 30,2 3.2 56.3 99.6 92.8 105.1 L311.6 117.4 143,6
22,6 16.2 16.6 55.5 9.8 -~ 2.9 12,3 5.6 5.8 22.3
103.0 1219 146.2 176.8 188.2 2458.7 272,9 321.8 71,1 431.5 §29.5
18.4 19.9 20,5 .5 a1.1 10.6 7.9 15.3 16.4 22.6
2L.2 26.0 30,2 35,2 56,3 95.6 92.8 i05.1 111.0 nr.4 143:6
{ 1.4)  (2.6) (1.8) (6.8 (6.9) (32.4)  (26.1)  (1B.8)  (36.7) ‘m.9)  {41.4)
(19.8} (23.4}  (28.4)  (28.4)  ({49.4)  (63.2)  (86.7)  (86.8) {74.3) g.5) - (102.2)
103.0 | 221.9 146.2 176.8 188.2 246.7 272.5 321.8 3ri.z ;318 529.5
(2.9)  (2.7) (4.1)  {11.0)  (13.5)  (20.4)  {30.4)  (3L.6)  (17.9)  (I9.8t  f 25.2)
(201.1)  (119.2) (142.1) {163.8) (174.7) (226.3) {242.3) (2%0,2) (353.2) (4l2.4) (304.3)
3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5 6.5 B.5 10.5
4.75 4,75 4,0 4.0 4.0 4.0 4.0 4,0 - 7.0 9.0 1i.0
7.5 7.8 7.5 7.5 7.5 7.5 7.5 7.5 9.5 1.5 135
6,09 5.88 5.66" 5.88 5.68 5.88 5,88 5,88 7.8 5.72 1L.62

. ————————t 4 ¢ e

SQURLCE:

Bank of Guyana Annuazl Aeports
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TABLE 8
CREDTT EXPANSION GUTDELINES COMVERTED INTQ VALUES (GSMN.) ~ ACTUALS AND CEILINGS

' PRIVATE SECTOR
BISTRIBUTIVE
PEASONAL
" SMALL AGRICULTURE™’.

{ pisLic: sEcTOR

1349 1973 1974 1875 1875 1978
- ACTIAL  CEILINGS ACTUAL  CEILINGS  ACTUAL CEILINGS ACTUAL CEILINGS  ACTUAL CEILINGS ACTUAL CEILINGS
¥ 140.5 + 5,7 + 17.7 M.8 +12,3 .4 - 1.2 ne-a - 2.2 + 7.9 © 4+ 8.1 & 5,4
g.0 + 1.0 + 3.4 + 5.9 + 1.2 c.o - 3.2 + 16,3 + 1,1 + 3,2 8.0 n.a
%‘ 4.2 + 1.8 - 1.5 0.0 + 0.9 + 4.9 + 1.8 D.o + 3,3 n.a
+ 1.0 + 3.8 - 0.1 to he + 4+ 1.2 + 16,3 + 0.5 0.0 + 0.2 n.a
+ B.6 n.a +36.0 n.a + 1.1 + 4,3 421.4 +2.9  44.0 n.a

SGUACE: Bank of Buyana

1) For small agriculture ceilings are minimum cellings while other

cellings are maximuml.

e e




TABLE S(a)

EXPORTS, IMPORTS & TERMS DOF TRADE INDICES 1976 = 100

1971 1972 i973 1974 1575 1976 1977 1978 1579 1980

PRICES INDICES DF MERCHANDISE EXPORTS
Taleined = ' S 33.1 49.0 49,8 64.9 79.3  100.0  116.9 _ 133.7.. 154.3-  197.3
Dried Bauxite £5.8 70.3 T2.4 f4.4 85,7 100,90 115.2 115.6 - 134.7 154.,4
Alumina . 65.7 52.9 51.8 B6.5 52.5 100.0 122.5 134.% 152.0 207.2
Sugar 41.0 45.0 45,7 121.5 186.4 100.0 102.5 B5.8 99.1 145.7
Rice - 37.7 40.8 7.1 103.3 104.0 100.D 97.T BB.3 92.2 - 104.0
Totel Merchandise Exports 45.2 §1.1 54.3 51.4 121.2 100.0 109.¢ 112,3 - 123.8 161.7
Price Indices of Merchandise Imports 43.2 53.0 58.9 g2.4 | 92.4 1DG.0 110.7 13203 182.9 192.4
Indices of Texrms of Trade 10,0 D&.4 92.2 110.9 131.1 100.0 8B.4 84.9 81.0 84.0

TABLE  Sib)

OTHER _ECONOMIC INBIEATDRS

'PHYSICAL DUTPUT INDICES o .
Sugar ' 117.1  160.0 64,1  1DB.2 95.2  105.4 76.6  103.2 54.7 B5.6
Rice 127.7  100.C  117.0  152.i  170.2  117.0  225.4  193.6  151.1  176.6
Dried Bauxits 127.6  100.0  10D.7 83,0 80.0 39.2 61.6 62.5 €7.6 66.9
Caleined Bauxite . 102.9  100.0 92.3  105.2 ' 112.6  119.3  104.3 83.5 83.6 87.1
Alumina 118.7  100.0 91.1  121.0  114.4 90,7  107.8 93,4 3.0 83.7

Percentage Changes in Texms of Trade
Industrial Eountries - 1.7 ~11.7 2.1
0il Exporting Countries ‘ 13.4 138.3 - 5.4
Nan-0il Dewveloping Countries ‘ £.5 - 5.9 - -B.3

LAI € LI
.
N oy @

SOURCE: {a). Bank of Guvana Annual Report 1980
{b) I.M.F, Annusl Repart 1981

Lt et e b - T
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