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CENTRAL BAMKING IN A MNIXED ECONOMY
INTRODUCTION::

The evolution of a theoretical framework to analyse the operations
of a mixed economy has not vet emerged. Indeed, the concept of a “mixed -
economy” defies a precise definition for all economies are mixed; but some
more mixed than others. However, in general terms, a mixed economy can be
referred to as one which is characterised by a combinétion of both private
and public ownership of the means of production with soms measufe.of control
by the Government. 1In this context, there may not be)ilear dema?cation-of ﬁhe
role and size of the public sector. It is evident that rationale for publie
sector owngrship of the means of production is influenced by political-idaoiogy,
but contka;y t§ popular belief -the increasing-fble of the public sectoﬁ;iﬁ the
.domestic economy is not necessarily an indication of a "socialist transforﬁation”
but rather the emergence of “staée capitali;m“ where market forces govern éhe
production and distribution of goods and services, Thus, the diatinction between
public sector and private sector is only in terms of ownership.

The Central Bank which is at the apex of the financial sysﬁém of a
country plays a crucial role in servi;ing the system of productioﬁ and_exchénge.
It is therefbre important to analyse the réie of the Central Bank to'dete;mine
the nature and extent of its functions in ecbnémies which are more mixed than
otﬁers - i.e. where the publie sector OPeiéti;ns’can influence economic activity
in the country.

The economy of Jamaica is mixed and:both the public an& private s;ctors
make significant contributions to the Gross Domestic Product of the country.

This paper attempts to examine the experience of the Central Bank in Jamalca.in, .
servicing the needs of koth the public and private sectors. The first part of the
paper will examine the rationale for public sector involvement in the
.production énd exchange of goods and services. The second part will discuss the
economy is mixed. )
extent to which the Jamaican / the third part will evaluate monektary policy in
Jamaica over the last decade in relation to the public and private .sectarg and

the final section will giws fhe summary and conclusions.



I¥., RATIONALE FOR PUBLIC SPCTOR CWNERSHIP AND CONTRQL QF THE DOMESTICVEQGNOHY

Feconomic planning represents one of the instraments which a Government
may use to attain its goals in a mixed economy, but it should be used with great
care to ensure complementary development in the public and private sectors. It
has been argued that

"A govermment aiming at the balanced economic development of the country,
l.e. a rise in both national and ‘*per capita’ income, a better distri-
bution of income between membars of the collectivity, the elimination of
any differences in income between the various ’'production sectors’ and
between the different ‘regions’ of the country, must not fail to refer
to a "theory' of economic development and fluctuations, in working out
the practical measures of such development. In other words, it must
inevitably have recourse to adequate explanation of the actual process
whereby the country's development can be achieved and which it must always
keep in mind when adopting any particular measure of economic policy.
Failure to refer to adeaguate economic theories can produce little but
'wishful thinking', or possibly an orgvy of statistics. It is urgent,
however, to revert to strictly 'economic® matters and problems, for ‘
statistics are only the instrument we use for analysing economic problems. -
Unfortunately, we are freguently so precccupied with the instrument that
we tend to overlock the precise economic aim that was in view, and instead
of studying economic problems we become engrossed in economic statistics.

The economic development of a region or a country cannot he 'automatically
trenslated into practical terms. Economic development can only be achieved
by the untiring efforts of koth the private sector and the responsible
authorities, working together to create a whole series of ‘'internal’ and
lexternal economies' for production undertakings. The appropriate combina-
tion of these two types of economy can bring about circumstances which are
'favourable' to production activities and will have the effect of increasing
the real income, both nationzl and per capita, and consequently of increasing
the effective demand for goods and services.

Demand does not indeed increase with an increase in population. Effective
demand can only increase if there has first been an increase in the country's
real income. To achieve this result, it 1s necessary to understand the
processes whereby it is possible to establish the ‘internal’ and 'external
econcmies' for the preductien undertakings®
The Government, therefore, has to have a very clear conception of the
practical means whercby it can promote the economic development of a country.
These consist of:
{1} The development of infra-structure: roads, parts, drainage and
irrigation systems, power systems, all of which will,produce.

radical changes in the structure of the country and help to attract

private investment.
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(ii) The production of general public services: administration of
istice, defence of territory, public security, eduéation and
public health,

{iii) The production of special public services - i.e. those wﬁich
can be sold by units for the purpose of promoting the conéumpfion
of "services® such as transport, postal, telegraph and teléphbneu
communications and electricity. Production and distribution of
these services by the state are deemed necessary in order to
ensure:that the prices of these services are as low as posgible
and avallable to all sections of the community.

{iv) The production in certain cases; of goods and services in competi-
tion with the private sector to ensure that monopolistic £endencies
in the private sector are curtailed and high mark-ups for essential
goods and services are reduced,

{v) taxation and appropriate ntilisation of savings available in
institutions such as commercial banks, insurance companieé, finanée
corpor~tiong and provident funds; economic policy in all its ﬁany
aspects.

Tn contries such as Jamaica, there are additional reasons for public
sector involvement in the domestic economy which include:

(vi) Protection of empleved labour force in private entities that were
considered nc longer economically feagible.

(vii) To protect foreign exchange earnings in industries which were
adversely affegted by world economic conditions.

(viii} The decision of foreign and local investors to close down operatioﬂél

such as hotels that were built with government guaranteed loans.
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Thus in some cases, the public sector ownership‘and control wera not by design
but rather by default. We would also like to mention that many transnational
companies preferred to either sell their enterprises to the government or to
enter into partnership with the govermment since this transfers some of the risks
involved to the Govermment and guaranteed in most éaseé a hetter rate 6f return
to the investors. In many cases, private foreign investors would only invest in

provided that
third world countries , the host Government is prepared to have joint ventures -
i.e, combination of state capital and private capital.

The rationale for a mixed economy is therefore primarily to promets
the economic development of the country. However, to promots the sconomic and
social development of a country, it is neither necessary nor desirable to
eliminate personal initiative., In many developing countries, strong arguments
have been put forward for state ownership 6f land in order to solve some of the
structural problems associated with the development of the agricultural sector.
We have to point out, however, that whether the ownership of land and alsc the
means of production are in private hands or taken over by the state, the process
of development remains the same as regards both the initial impetus and success
in stages through which it must pass. The zxperience with state farms in Jamaica
and other Caribbean countries is tangible preof that public owmership of farms or
othef enterprises has not resulted in these enterprises becoming mord productive.
In fact, experience has shown that the revsrse is true in most cases.

It can ke argued, therefore, that whatever the political regime, the
action of the state is certainly a ﬁecessary condition but by no means a sufficient
one to promote the economic development of the country. In a mixed sconomy,
economic development can he best-achieved when rational economic planning which
reinforces the interdependence of the public andrprivate sectors
and contributes to greater efficiency both in the public and

private sectors znd does not in any way run counter to freedom, but on the contrary

sexves to guarantee it.
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HDV MIXED IS THE FCONOMY OF FAMATCA: T¢

Jamaica has been CIJSSlflEA as a M1xééweconomy, In order- to measure.

(a)
(b)

{c)

(@)

Table 1 below, shows the contrlbutlon of the public seect

Year

1969.
197G

1971

1972

1973

The prozortion of

The proportion of

and distritution.

The proportion of
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1974 .

1975

1976

1977
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Table .

The extent of publlc sector con, ol or the domestic ecoRemy

i

S

* G.D.P. of Jamalca over the’ periéb I°69 g* 19??

Public Sector Contribution;to G.D;b{gin'JamaiCaf'

Public Sector Contribution to G.D.D.

|

Ghp tCons?ant
Prices - 1574)

JSmn.

1,792

2,015 ,

m e b o sy e

2,011

N

Govt. -

. 7.6

1.3,

%! GDP

!

————

Central & docal]Publlc Fnter-
lprises ~ % of |5 of G.D P.

" GDP

M.A.

¥.A.

M.A.
3.0%

9. 2%

the degree to which ‘an economy is'mixed, we& coQid use the follovwidng indices: 1 e

pubklic sector contribution to G.B.P:- -

the- workforce ewnloypd in the publlc sector.

wrie

Total

*Estlmated by author on the basls of ownersnip (excludlnq Mlnlng Sector)

Mational Income & ProducL 1977 - Departnent of Statisticsi’

i
s ¢
or £o thei
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public sector. owrlership of the means of préduction
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On an ove*a1l baSLS, it is estlmated that 3ust over one—flfth of

G.,D.P, is producaﬁ bv the Dubllc sector On the, other nand the. Cbnbral and
Local Government expenditure;as,a percentage of G.D.B. has been g;pying‘aﬁdff
shovm in Table 2 below: e e e e .l

Table . 2

Central and Local Govermment Final

- Consumption Expenditure as % of GDhP "
s V - S - - "-'.'L—’,‘):-i h B - . _-'='-.'-_1
| eoP at Constahtldovt. Final™ i  [Govk, Final
Prices - 1974 LCOnaLMDthH Consumption .
Year T ZbExpendituress TxpéndiQQS%ﬁﬁﬁﬁi,JQJE
SR o Conatant Prices % of G.D.P.
J$mn. Fémn. o < T S
Voo sor e - &ﬁ% G-
1969 1,792 . 99.2 5.5 -
1970 2,009 1413 7.0
1971 e 2 ,069 . o 1s7.4 | T8
1972 2,260 - s 2033 o 8.6 S — T
. | - - Lk R R o _ 3
. 1973 -+ | 2,258 : 12.2 | = !
1974 2,265 386.2 | 17,0 (TP
T S IR | . _ ?
11975 2,244 482.5 | 21.5 . A= i
1976 2,004 595.5 : 28.5° :
1977 2,011 654.4 | 32.5 ! |
'Sourcé:: National Income & ?roduct.:l9§7 -_Department of Statisties
For central and local qovernment, we find that ln 1977 while that sector =3
contribution to G,D.Pc accounted for only 1438%,lits final-éonsumption'expandi& i
ture amounted to 34 5% or nearly one-thlrd oF .P, Tﬁe publlc see$qg§wqt1v1tyé
in termS"ch&ts~axpend;ture bj the cneﬁxai'and 1Gca1 governnent 15 e mggn
R SR - -

L g

PV T R

significance to the, nrlvate aector not only 1n the Form of taxation bu@ alSd

g
in the creation of demand for goods and services.
' ’ P T . . L -
The lack of adequats data does not permit us to use the other indica-
tors mentioned above as a crude measure of the public sector's involvement in

the Jamaican economy,




7.
IV. CENTRAI BAHRKING CPERATIONS IN JAMAIC2Z

In the management of a mixed economy, there is greater need for
strict co~ordination of state action. The mechanisms used for ecénomic manage-
ment include:

(i) taxation

(1i) Government Expenditure, including subsidies

(iii) state snterprises in the production sector, and

{iv) HMonetary Policy conductaed by the Central Bank
In this section we will examine the role of the Central Bank in rela£ion to
both the private and public sectors. The Central Bank is, in itself, a public
sector institution designed primarily to regulate money and creditrin market
economies. However, central hanks are also of greater importance in centrally
planned economies where market forces are not complately dominant in‘the alloca~
tion of resources and where there is a limited role for the private sector. In
mixed economies, howsver, the Central Bank is regquired to simultaneouély éatér
for the needs of bhoth the public and private seétorsin terms of allocation of
credit and foreign exchange, and to develop capital market and other tﬁpes of
economic and £inancial institutions to promote aconomic development.

In_many instances, the Central Bank has to strike a halance between
the competing needs of the public sector and private sector and maintain a |
position of impartiality. Above all of this, the Central Bank must ensure-by
ity policies that thera is a steady growth in real savings in both the public
and private sectors. If economic development is to Ee financed on a really
permanent basis, there must be a steady growth of real savings and an effective
accumulation of fresh capital in the concrete form of establishment of "stocks®.

The view is widely held that the banking system can promote the creatlon
of savings by the "agtablishment of deposits "and the expansion of ihvestment.-
However, we sShould distinguish between the “real aspects” and the "mdnetary

aspects® in the growth of savings. The creation of deposits does not necessarily
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give rise to an increase in real savings which ean be transformed into the capital
egsential for the economic devalopment of a country.

A more realistic course ig, therefore to broaden and increass the
efficacy of the money and capital markets in the mobilisation and allocation of
fipanecial resources. Financial instruments have to be designed to suit the
liquidity and investment needs of individuals and institutions and appropriate
interest rate policy designed in terms of mobilisation and allocation of savings,
Changes in the financial legislation ste. are all important factors in the
promotion of the growth of real savings. To achieve a better organisation of the
money and capital markets, there I E inevitably be co-ordination of investments
- private and public ~ in order to avoid perturbing the oparations of thé& money
and capitél markets and the working of the bkanking -system.

In a mixed zconomy, therefore, the role of the Central Bank Becomes
very crﬁcialin creéting the balance betgeen market and non-market forces and in
promoting aconomic development.

Duging the last decade, the Central Bank in Jamaica has plaved an
important part in accommodating the needs of koth the public and private sactors
and in initiating action to improve overall economic performance.

In its oberations, the Central Bank has-relied on traditional monetary
policy teols and has also developed new,tQChpiques for dealing with theé-economic
and financial problems facing the country.

The Central Bank concentrated heavily on the development of new
institutioﬁs. fome of these are:

{1} The Jamaica Stock Exchance L : e

One of the objectives of the Bank of Jamaica is to foster the . - - o'x

development of money and capital markets. Prior to thes establishment of. the
Bank of Jamaica, many investors were Fforced to seek\outlets in overseas rmarkets
for investments in equities and there was limited,@:ading in ‘local equities

which were available to the market.

.1t

I".
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After a series of discussions on the part of the Bank of Jamaica
with existing stockbreoking firms and a Ministry of Finance representative,
the Jamaica Stock Exclhiange Limited was formed in August 1968 and was opened
for business in February of the following vear.

The Jamaica Stock Fxchangs Limited is a limited liability company
with the sole right of operating stock exchanges in Jamaica. This company is
governed by a Board of Directors under the chairmanship of the Governor of the
Bank of Jamaica along with four stockbrokers, a repregentative of the Ministry
of Finance and a representative from a commercial bank.

Day to day operations of the Stock Exchange arce controlled by a
Counecil which is elected by the members and regqular meetings are held to deal
with the admittance of new members, listing of companies, conduct of members,
and formulation as well as amendments of rules.

In 1969, trading commenced with four stockbrokers and 23 listed
companies. At the end of the yvear, the number of listed companies increased to
34, while three new stockbrokers wers admitted, although an original member
resigned. A new member was admitted in 1970, but there was also another
resignation. In 1973 therc were four active members but the number of membérs
was reduced to three in 1974 when two stock-broking firms merged.

The volume and value of trading in ordinary and preference shares
declined from 19.4 mn. units for $10.7 mn. in 1974 to €.%2 mn. units for a value
of $5.35 mn. in 1975 largely as a result of delisting following the Nationaliz~
ation of J.0.5. and Jamaica Public Service Company.

The decline in capital warket activity in 1976 indicated the decline
in economic activity and the decline both in terms of volume and value was the
greatest since 1970. Thers was trading in Jamaica Telephone Stock and Corporate

loan stocks.



The performance in 1977 was even less encouraging as the volume and
value of stocks traded declined 51.4% and 54.4% respeciively, while the index
was lowered by 21.1%.
Caribbean Cement Company) were suspended.
liquidation and the latter at the request of the Government after it gained

controlling interest.

10.

The fluctuations in terms of volume, prices,

broker members can be clearly seen in the table below:

Year

19&9

1970

1971

1972

—
O
3
73]

1374

1975

1976

1977

(i1} The Jamalca Export Credit Insurance Corporation Limited (JECIC)
The Jamaica Export Credit Insurance Corporation was incorporated as

a wholly owned subsidiary of the Bank of Jamaica in June 1971 and became

Active
Membars

[5)

Table 3
Listed Volume
Companies (000)

34 7,450
34 5,058
40 8,483
40 12,133
Ad 9,450
41 19,400
an 6,230
43 5,660
43 2,187

operational in December of that year.

with an issued capital of $£100,000.

The company was capitalised at $250,000

During 1977, trading in two stocks (B and B group and

The formar wasg deligted after

Two new brokers were admittad and one resigned.

listed companies and

Index

93.27

75,93

72.8%

77.52

78.32

61.97

63.19

49,27

38.88
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This Corporation was establighed to promote export trade by insuring
Jamaican firms against non-payment when Jamaican goods and services were sold
abroad. The Corporation, therefore, provides a service which is not available
from commercial insurance companies. AllL persons oy corporations carcying on
business in Jamaica are eligible for export credit insurance.

JECIC may insure contracts involving consumer goods and miscellaneous
general commodities sold on short credit terms for a maximum of 180 days. Once
the exporter has protected his foreign receivables, he is free té conductrhis
export activity with greater flexibility and can compete vigorously for overseas
markets, entering even those he might otherwise consider too risgky.

The main risks covered under JECIC's policies of insurance are:

(i} Insolvency of the foreign buyer:;
{(ii) Failure of the buyer to pay the exporter within six months after
due date the gross invoice value of goods which he has duly accepted;
{iil) Repudiation by the buyer which does not result from a breach of
contract by the exporter;
{iv} Blockage of funds or transfer difficulties which prevent the
Jamaican exporter from receiving payments;
{v) War or revolution in the buyer's country;
{vi) Cancellation or non-renewal of an export permit and the imposition

of restrictions on the export of goods not previously subject to

restrictions;

(vii) Any other course outside the control of both the exporter and the

buyer arising from events occurring outside Jamaica.
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There are two types of policies:

(i)} & Contrxacts Policy - which protects from the time an exporter
receives the oxder until it is paid; and
{ii) A Shipments Policy - which protects an exporter from the time

of shipwent only.

JECIC normally covers a maximum of 80% of the amount of the loss, with
the exporter reguired to assume the remaining 20%. In the case of repudiation
by the buyer, the exporter is required to bear a first loss equal to 15% of the
gross invoice valuz of the goods, JECIC bearing 20% of the balance of the loss.

Premiums are based on the class or type of goods s0ld, the countries
to which they are shipped, the credit terms, the volume of the exporter's annual
sales and the spread of risk afforded JECIC. Total premiums established in
respect of all risks will not axcesed 1% per J$100 of_iﬁsurable exports.

In 1975, the functions of the Corporation wers exktended by the
introduction of a guarantee scheme whersby the Corporation would guarantee the
payment for goods exported provided the transaction was insured with the
Corporation.

{iii) The Jamaica Development Bank

The Jamaica Development Bank was established in September 1969, Its
role is to foster economic development by its assistance in the establishment
and growth of productive enterprises. The Bank assists persons in establishing,
carrying on or expanding development enterprises by granting loans, participating
in share capital and providing other forms of financial and technical assistance.
The specific objectives of the J.D.B. are:

{1) to £ill critical gaps in Jamaica's financial system;

{2} to supplement scarce domestic funds with loans from overseas
sourceas;

(3) to assist in channelling domestic savings into productive invest-

ments; and
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{(4) to stimulate private sector growth and encourage the expansion

and development-of entrep;eneural activities.

The Bank initially had an authorised share capital of 310 mn. of
which $6 mn. was subscribed by the Govermment and $4 mn. by the Bank of Jamaica.

At present the J.D.B. has an authorised share capital of $20 mn.
which has beean subscribed jointly by the Government and the Bank of_Jamaica.n
This capital is supplemented by resources from the World Eank, the Inter-
American Development Bank, the Canadian International Development Agency and
other international financial agancies.

For the first five vears of operation, the J.D.R. made lqans amounting
to over $4) mn. to 448 enterprises Wiﬁhin the industrial, agricultural gnd
tourism sectors. There has been a gradual shift in emphasis from l;rger loans
in favour of developing smaller enterprises, consequently the Development Ventpre,
Capital Financing Limited was established in 1973 as an affiliate of the Bank
to previde equity and loan capital to swmall viable enterprises whigh would be
cogsidered risky by traditional commercial lending standards. A mgximum,of
$50,000 is providaed by the Development Venture Capital Financing Limitedrto'
facilitate the purchasing of machinery and equipment.

The major criteria used for granting loans are based on project
viability and proespective contribution to the domestic economy in te;ms of
employment, foreilgn exchange, import substitution, expanding the base of
Jamaican ovmership and facilitating linkages between enterprises. In the case
of small loans, more emphasis is placed on market prospacts, profit potentizl
and quality of management. Funds obtained from foreign sources are available
only to Jamaican-owred and controlléd companies. |

The minimum size of loans for industrial and tourism projects is
$10,000 and $15,000 for agricultural enterprises while the maximum amount avail-
able to any single enterprise is $500,000. Lending rates vary between 7% and

i2%. The J.D.B. has a c¢lose working relationship with commercial banks.
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During 1977, the J.D.B. continued its expansionary programme and
acquired a net of J$28 mn. in financial resources. 1A loan expansion of J$18 mn.
was financed from thess resources. The industrial sector was the main recipient
of loans in 1977 and accounted for 48.1% of total loans oulstanding. ILoans to
the agricultural sector increased by J87.2 mn. In 1977 the agricultural sector
accounted for 25% of total loans and the tourism sector 16.6%.

The Central Bank has also developed the following financing-schemes to
boost exports and to aid agriculture and small businesses.

In respect of exports the following measures were taken:

{i) Banker's Export Guarantee Scheme

This facility was intrcoduced in Movember 1975 in order to further
stimulate the export of manufactured goods from Jamaica. By using this facility,
the exporter is provided with increased resources for the financing of exports.

To qualify for this facility, the exporter must have obtained insurance
from the JECIC, the exporting company must be a Jamaican company with contrblling
interest held by Jamaicans, and the gocds mugt bz bona-fide manufactured in Jamaica
and not merely repackaged for re-exporting from Jamaica. Bn advance of 80% of the
total gross invoice of goods exported iz made to the exporter by the commercial
bantks at an interest rate of 6%, for a maximum peridd of 180 days.

On the lst September, 1975, the fund available For the financing of an
exporter's receivables was increased to J§7.5 mn. by the Bank of Jamaica.‘ In
1976, bills totalling $6.4 mn. were rediscounted while an amount of J$4.6 mn. was
repaid. By 1977, rediscounts had increased to J$%8.3 mn, and J$8.2 mn, had been

repaid.



Amount outstanding at begin-
ning of yesar

Rediscounted during vear
Repaid during vear

Amount Qutstanding at close
of year

(ii) The Export Credit Facility

1975

61,415

157¢

61,215
6,412,058

4,576,074

1,897,398

JS

1977

1,897,399
8,831,864

8,179,327

2,549,93¢

Thie scheme was introduced in April 1974 and is similar to the

Bankeris

Export Guarantee Scheme, except that loans are for a maximum of three wonths at

5% interest and are not guaranteed by the JECIC.

under this facility on a yearly basis,
from $5.3 mn. to 59.% mn.
when compared with 1977.

standing for the years 1674 to 1977.

Funds up to 58 mn. are available
Betwean 1¢74 and 1977, advances increased
However, larger amounts were advanced in 1975 and 1976

The table below shows acitual advances and amount out-

Table
J$
1974 1975 1976 1977
Amount Outstanding at begin-
ning of year 2,065,954 2,796,188 2,629,568
Advances during vear 5,329,279(1¢,456,253 (11,748,420 9,601,916
Repaid during year 13,726,01¢ 11,915,110 10,455,096
Amount Outstanding at close
of year 2,065,954 2,796,188 2,629,568| 1,776,388
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{(iii) Pre-shipment Financing Facility

The Rank of Jamaica introduced a pre-shipment Financing Scheme in
1976 through the Jamaica Export Credit Insurance Corporation Limited, to make
funds available for the purchase of raw materials required for the manufacture
of goods intended for export overs2as. The advance to the exporter is not
allowed to exceed 60% of the f.o.b. value of the order and notes should be
endorsed in favour of thes Bank of Jamaica. - These loans are for a maximum period
of 90 days. A similar procedure applies in the case where the exporter is
purchasing local raw matesrials.

Upon the Bank of Jamaica undertaking to grant the facility the commer-
cial bank will be advised that the funds have been placed to the credit of its
account with the Bank of Jamaica and that it is in order for the exporteris
account to be credited with the like amount., The repayment of this pre-shipment
facility will be guaranteed to the commercial bank by the JECIC. Funds are
available to exporters at the rate of 10%% per annum but the commercial bank's
account with the Bank of Jamaica will be debited at the rate of 9%%.

If, before the maturity date of the note; the exporter is unable to
ship the entire order on which the financing was based, the commercial bank will
prepare a promissory note undexr the B.E.G.F. for the portion of the order which
is ready. This note will be forwarded to JECIC for rediscounting.

In oxrder to qualify as a participant in the scheme, the following
conditions must be satisfied:

{a) The exporter must obtain insurance from the JECIC.

(k) The exporting company must be a Jamaican company with Jamaicansg
holding controlling intarest.

{c) The goods must be bona-fide manufactured in Jamaica and not re-
packaged or re-exported from Jamaica and the percentage of value
added must at least meet minimum reguirements necessary for

CARICOM certification.
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{1} The borrower must be in gocd standing with his commercial bank.

The table below summarizes transactions that were undertaken in 1976

and 1977.

Js
1976 1977

Outstanding at begin-

ning of year 997,459
Advances during year 3,228,317
Repaid during year 3,492,097
Amount Qutstanding at closs .

of year 997,459 733,679

{(iv) Small Businesses Financing Scheme

A special scheme was extablished by the Bank of Jamaica iﬁ collaboration
with the commercial banks whereby'proprietors of small businesses may henefit froﬁ
short and medium term loans for the purchase of land necessary for the Qﬁération
of the business and for capital expenditures to purchase, modernize or improve
their businesses and/or working capital.

Under the scheme, loans made by commercial banks to proprietoré of small
businesses are guaranteed to the extent of 50% by Premier Investment Corporation
Limited (a wholly-owned subsidiary of the Bank of Jamaica). In order to qualify
for a loan, propristors must operate a business enterprise with an annual turn-
over of not more than J$300,000. Categories of business which qualify are manu-

facturing, wholesale trade, retall trade, services, construction, transportation

or communication.
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Interest payable on these loans is 1%% over the prime lending rate.

A limit of J825 is set for loans for equipment, improvement and working capital.
Working capital loans may not exceed $10,000.

Maximum periods for loans are 10 years for Real Estate, 3 years for
naw movable equipment, 2 years for used movable equipment; six and four years
respectively for new and used fixed equioment and five years for working capital.

Some form of security vhich is acceptable to the commercial bank must
be provided before loans are approved. Loans for ecquipment require a ddwn-
payment of 20% of the cash purchase price and loans for Real Estate require a
downpayment of 10% of the cost of the project, market value of the land and/or
buildings being acguired. Appblications are considered by commercial banks and
approvals depend on their own judgement.

Banking System Credit to the Public Sector

In Jamaica there are some 1,760 registered public entities in almost
every area of economic activity. However, most of these‘entities are merely
regulatory and do not compete for credit from the banking system. Public sector
credit requirements originate primarily from Central and Local Government and from
23 major public enterprises such as the public utility companies and the Govern-
ment owned sugar companies. At the end of 1977, the Net Domestic Credit_of the

Banking system was distributed as follows:

Jémn., 3%
Net Domestic Credit by the Banking Sysktem 1,281 _
Net Public Sector Credit from the Banking System 752 58.7
Net Private Sector Credit from the Banking System 517 40.4

Other 12 0.9



19.

Although the public sector only contributas around 23% of G.D.P. we find
that it absorbs some 58.7% of total hanking system credit. However, some $333
or moxre than half of this amount was obtained from the central bank. However,
to the extent that Banking System Credit is being channelled to the public sector
- $369 mn. from commercial banks at the end of 1977 ~ it can be argued that the
public sector is gradually "crowding out™ the private sector. This situation,
however, is due to sluggish loan demand by the private sector and commerxrcial
banks tend to invest their excess liquidity in short-term Government paper.

The increasing reliance on Banking System credit by the public sector
and, in particular, Central and Local Govermment is of major concern to monetary
policy and already limits have heen placed on public sector credit to reduce
effective demand and protect the balance of payments.

Public Sector Foreign Fxchange Requirements

The acquisition of local and foreign enterprises hy the state nsually
results in additional strain on the local and foreign resources of the state.
While it may be less difficult to provide the domestic resources it is not easy
to £ind the foreign exchangs necessary, not only to pay for the enterprises but to
manage them.

For example, the acquisition of the utility in Jamaica reguired
substantial amounts of foreign exchange to pay for the enterprises and to meet
the overscas debts of these enterprises. It can be argued that, to the extent
that overseas debt of these companies were guaranteed by Government, there is
no additional burden. However, a large part of the debt of the public utility
companies was not guaranteed by the Government but at any rate, foreign exchange

would be required to repay these debts when they fall due.



20.
t can be argued that the cost of acquisition including debt liabilities
can be met out of futurc profits, but the pricing policy of th=zse enterprises
often create the need for subsidies from Government. It should be noted also that

moat of these enterprises fail to generate foreign exchange.

In addition, we have noted that while these enterprises are under
private ownership,; especially private foreign ownership, they tend to raise theix
working and debt capital. When the Govermment acquires these enterprises, it
usually has to assume that responsibility thus putting additional strain on the
limited foreign exchange resources of the country and increasing the Government
debt. Experience has shown that countries with balance of payments problems
are finding it difficult to xaise loans on the international capital warkets
and in such circumstances it may not be prudent from a foreign exchange point of
view for Govermment to acquire local and foreign~owned enterprises. Control of
these enterprises would appear to be more appropriate than ownership. The
resources used for these purposes czn then be diverted to davelop new areas of
the economy and provids more jobs, expand exports, increase infrastructure and
increase the rate of economic growth.

CONCLUDING REMARKS

In this paper. we have touched on some igsuas relating to Central
Banking operations in a mixed economy. It would appear that the operations of
the Central Bank in a mixed economy is not significantly different from that
of a mers market oriented economy. Public ownership of the means of production
and exchange ig not neceséarily in confliet with market forces. In fact, state

enterprises which pay attention to market forces tend to be more efficient and M

actually generate surpluses.
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We have also arguaed that on account of foreign exchange constraints,
it may be more prudent to "control® rather than “own™ production enterprises.
In this context, the innovations in the use of monetarv and fiscal policies
are very important. The Central Bank as a “regulating” institution would have
to assume a more positive role and frame policies which are more development
oriented.

The Central Bank in Jamaica has responded to developments in the mixed
agononmy in Jamaica by creating new institutions, devising new monetary technigues
and responding to the needs of both public and private sectors in promoting ths

economic development of the country.
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