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“THE EVOLUTTION OF MONETARY AND CREDIT POLICY

The Experience of Trinidad and Tobago

INTRCDUCTTON

The objective of this paper is to review the evolution of monetary and
credit poiicy in Trinidad and Tobago. The financial structure is an integral
pact of the development process of an gconomy. Each economy has peculiar
characteristics which aré very much detexmined by its historical evolution
among other factors. Thus to appreciate tﬁe role of finance in the develop-

ment process a keen sense of historical experience 1s crucial.

The purpose of the paper is not to evaluate the performance of credit and
~N
monetary policy as such. It is merely to trace its development in the light
°
of the historical experience and the specific characteristics of the economy.
This basic approach will undoubtedly put the role of finance in developaent

in a clearer perspective and hopefully will be of some value to similarly

placed develioping economies.

It is divided into four sections as follows:
Section I - describes the banking and monetary arrangements which

existed prior to the establishment of the Central

. Bank in 1964.

Section II - gives the background to the establishment of the
Central Bank. The powers granted to it and the

implications of their use arc discusscd.

Section III1 = outlines the developments in bhoth the real and {inancial

. sectors discussing trends mainly in Gross Domestic

N a
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Product, priges -and credit allocation, and the monctary

decisions taken‘in the Televant context. The discuss-
, ion is broadly based in the pre-and-post 1972 period on
. the basis of the change in exchange control 1egislétion,

but the-post 1974 period 1s also highlighted on the

Wbasis of the change in the country's resource base.

Section IV - the conclusion summarises the basic changes in the systocm

and outlines the structural constraints to the effective-

.

ness of monetary policy which still persist.
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’ SECTION 1 .-

The Currency Board and Commercial Bank Branch banking priorlto the
Establishment of the Central Bankl

Before the attainment of political independence in 1962, Trinidad and
Tobago formed part of the British Colonial territories. As such its monetary
management was hendled by the British Caribbean Currency Board, which was.
comprised of representatives of nine éovernments.in the Eastern Caribbean

|

with the Crown Agents entrusted with the responsibility of managing the asset
portfolio of the Board. The Board was empowercd to issue local currency on
demand against a deposit of an eqﬁivalent amount of sterling to its credit in
an accoung\in=London, and to redeem currency on demand by paying out an
equivalent>;mount fram its sterling holdinés in'London. This was done at a
fixed exchange rate plus a commission of 3/8 of one per cent. The bulk of
sterling funds thus acquired by the Board was in&ested in sterling securities
with the result that including the net earnings from thesé assets the local
currency had a sterling backing of more than 100 per centg In practice the
Board dealt directly with only a small p;oportion of transactions. Most——
busine;s was done with the commercial banks which in turn sold sterling to the
Board. These banks were brancheg of international concerns and their policies
were based more on decisions made externélly than on factors related to the

‘domestic situation. From the acquisition of local currcncy by the local branches

1. For a detailed siatement of the theoretical framework and a full case study
Thomas C.Y.: Monetary and Financial Arrancements in a deperdent monetary
Economy - A study of Eritish Guuana, 1945-1562. Mona (damaical,
University of the West Indies, 1965. '

2. Later the B.C.C.B. was allowed a fiductiary tssue. See page 6.
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he head office would deposit sterling to the Board's account in London. Since
the hcad offices including thoserf Canadian and American branch banks held
almost all their external assets in London, and also autcomatically transferred *
sterling from surplus to deficit overseas branches' sterling accounts, it meant
that any dcmand for local cu}rency by the local branches had to be met

Practically automatitally by the Currency Board.

These monetary arrangements had'important implications for the operation
of the financial sector and the effect on the domestic economy as a whole:
1. The Currency Roard, by the automatic nature of its operations
could have no active role in the determination of the monetary

\
policy or the control of monetary aggregates.

2. Variations in the money supply were mainly dependent on the addi-
tions to and the leakages of sterling from the system. This
was in turn mainly dependent on the balance of payments

position which was determined by the volume of trade. -

3. - The expansion of loans and advances was only controlled by
the policy directives of individual banks' head offices based
on their total intermational sterling position and not on the
position of the individual bank or the requirements of the
domestic economy. Thus monetary flexibility was dependent on
these institutions whose decisions might not always be to the °

best national interest.

4, No local authority had the power to vary the rate of exchange in

the foreign market, Such decisions werc made in London.

N
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5. The sterling reserves used-to back the note cover were invested
in the steriing securitieé,‘theoretically througnout the
sterling area. However;in practice -these investments were
made in the developed capital markets, notably the United Kingdom
marhket, and in the markets of the more developed Commionwealth
countries. « Thus in fact, savings generated in the less developed
countries such as Trinidad and Tobago were being used to finance

activities in the more advanced countries of the Ccimonwealth.

Moreover, this arrangement provided little scope for diversification
in the investment portfolio so that investment risks were not

‘minimised.
AN .
6. Llocal interest rates were determined largely by the trend in rates ~ -
in the London market because of the close integration of the two

systems.

These main features resulted in a potentially volatile monetary system in
Trinidad and Tobago. External factors were the major determinants of changes
in the monetary aggregates and the money supply was determined principally by

the volume of trade.

In this connection Trinidadrand Tobago was some&hat more fortunate than
the rest of the Eastern Caribbean in that its export trade, based as it was
mainly on oil, was less subject to the vagaries of price fluctuations that is
the pattern where agricultural exports predominate. The level of credit also
depended to a large extent on the level of business activity which in tumn
was mainly a fuﬁction of conditions in the cxport market. A1l in all, oxpans-

ion in money supply and National Income vwas dependent on the balance of




payments, {luctuations inm which were externally determined.

Tnese powerful external influences were also reflected in the cormercia
banks' operations. Their vertical integration with their Head Offices ané the
United Kingdom money market Tesulted in banks' operating ratios (lcuns to
depcsits, liquid assets to deposits, etc.) bearing no reiation 1o domestic

conditions and in fact they fluctuated within wide extremes. For example one

-

. 1 1.
H

of the mzjor considerstions governing the holdings of cash, hesides ihe

fluctuations in the publics' demand for money, was the yield, in excess of
conversion cests, that could be obtained on these liquid funds as foreign
balances instead. Thus cven the cash to deposits ratio really depended on

external considerations.

This comination oI the cecmmercilal banking sector by the e\te*ﬂal indjucnces,
particularly . the London Money market, was also reinforced by factors such
as the lack of & locel money market to provide the tanks with marketable iocal
securities. the sbsence cof a local banking movement that-coqu have influsncec
the banks to gear theilr operations increasingly to local needs and the importance

of the United Kingdom economy in the country's external trade and payments.

1t would appear that the entirc pre-independence monetary system evolved
in such a way that on the one hand it reguired ceo-operation and integration
among the Eastern Caribbean countries (and British Guianz) served by the

Board, and on the other, integration with the United Kinedom.

1

nealthy institutional arrangenent as develormants

This did not prove to be a ) .
in connection with the proposals for a fiduciary issue showed. 1t took four
years for the Board to get a small issuve of $12 million' after the British
government in 1954 had authorised the purchase of limited amoumts of local

N >

Cit.- pg. 25and 26.




securities. It was political considerations mainly the drive towerds self-
govermment, and not only caution over investing in securities in the largeiv
unorganised markets that caused this relatively slow reaction to a provisica
which 1n general was to the benefit of the individual territories involved.

,‘

When, after 1958, this issue was raised to $26 million, it could not be

rt

effected mainly because of the break-up of the political federation. Ia

contrast, by Tthe end ot 1958, Jamaica had a fiduciary issus oi Fl.-willion

cut or a #6.3 million currencr 1;aoll-L1es

In the ciraumstances, the attazirment of independence brought with it
awareness of the need to foster a monetary system that was gearad to serve the
peculiar needs of the comtry in place of the one that evolved when the
country was part of an lnternational Empire. This realization was adequataly
articulated by the then Trinidad and o)
Central Bank Biil of 1964 when he said, "It 1s obvious, apart ircm theoTy, that
the existing (monetary) arrangement camnot continue ruch longer in practiice for

the obvious reasons that the political svstam wnich these monetary ayranLsninis

- —— N~ =
our moneTary a2rrangénencs.

1. Femsa»d 20k Hovember 196< ~ Contral Zenk 3211



SECTION 11

Establistment of the Central Pank
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countries. In these

£ MaTire econumles
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and the overricine-iunction of a Centra
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mechanism. Some writers thus cutline the role of a Ceniral
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SEeCiors are well dev
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4 several functions wnich the Banks normzlly carry out in the pursuit of this
aim. De Kock™ pestulates that a Central BanX "ceonstitutes the zpex ol the

following

o
- [~ )

of tne general public, for which purpose it
the sale rvight of note issue or at least a pz

thereox;
N v
2. The performence o:i general panking
state;
3. The custody of the cash reserves

4. The custody and management of the nation’s re
international currency;
5. The granting of accomncdation in the fom of

dealers, or other fimancial insTitTutions, anc
acceptance cf the resnonsibilizy of lender of

0f currency in accorcéance with

uncTion:

Tt

-

al moncpoly

and agency services for the

clearance balances DeTween the banks; and

7. The control of cradit in accordance wilth the needs of business
and with a view to carrying out the broad monstary policy
acopted by the state.”

I, De Noek. MUIL - Coviral Torxing - Siapiles Pross, London WOZU pzr 22

structure of its country and ..... performs as DesT &S



In the reality of the situztion prevailing in developing coimtries the

ank 3

N

- 4
ovorshadowed by

the promctional role. In fact the predominant rele of a Central 2ank, at

(’.v'h
<

4
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Jeast in the initizl stages of the process is to create and

~

improve adeguate financlal infrastructure and to use innovative technlgues to

including orovicding a flow of long-term investnent capital into the proguctiive
ar+tars o~ the scnoiomy THI1S 1S 3imas 2T roachinge g Salanoa heTiner coanSiTmTi
S2CUCTS O IS Tl tadiy . 1nlsS 13 aimBC &Y reaia iy d Cc3.2NCa DeTWIgh ConsuaLicon

and production that is in the best national interest. Hence the primary

purpose of the Cenmtral 3ank was envisaged under Sectior 3(3) oi the Central

A

Bank Act of Trinicdad and
""The Bank shall have as its purpose the promotion of such monetary

a

cre dit and exchange conditions as are most iavourzble to the

I

development of the economy of Trinidad and Tobego ana shall ....

c. maintain, influence and regulate the volume and conditions
of supply of credit and currency in the best interest oi -

m_"
i
<

05220},
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d. mzintain monetery stabdlity, control and protect the extamal

Teserves, encourage excansion in the general level of

3 ~ = -~ = - e - - . 7,7 z —-— - el 1,-. - —~ —— -~ 3 =
Daspite this aevelopmen. bias nowever, the way-ic- day managsrent probleh

[4]e]

N

of a Central Bank basically remains the control of the financial variables

(notably the money suoply) in pursuit of domestic stability. To do this Central

Banks are usuaily given a set of four basic powers by which commercial vanks

v

deposits {the mzior commonent of the money supply) can he controlled:
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1. Cpen market operstions, i.e, buying and selling financial

asseis (usually govermment securivies) 0T 1iS Own aCoouwnt;

Qo

Z. the establishment of a primary Teserve ratio;

b . . b - ~ 1
panks at an interasst rate thet can bes made Lenal; anad

hace —od Gmgs— mamt g =Tl Shove 1 . ot ad i e oo Zpyre -
these mgjor 1nstramients end thay were alsc supplemented Ty orovisions 0T

rt
{

2. the ssatting of maximmm working balances 1n Zorelgn exchange

that a ccmmercial bank can held.

The effectiveness of the Bank in using these established powers as

na

canstraints of both The Tinancizl sector and the 2CONOMY a5 2 whole.
rd

4

. . N - : P = [FUPERE, . e LS U .

Mis 1s espacially sG with The use O0f open-narket operaticns. In Trinicad

~vA T AT L
danc ioDagd in

Central =znk.

be able to siphon off Timancial resources from the syster and so copiract money
sipply and avallable loamable fimds by seiling D1lls, or altermatively, cause

expansion by buying bills. On the other hand, beczuse of the thin capital

market and the general shortage of credit worthy prejects in which banks are

o “ v ; g oq T =5t = Tar =3y gt . ko Tacald
wiliing tc venwursz, the banks' deposit position 15 wsually way apove the degal

+
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reserve limit. Furthermore the banks themselves are the major holders of

&

ese pills and tnus changes 1n their bill holdings are veflecied mainiy

change in their cash position and not in expansion or contraction in bank

lending. Even 1n the hypothetical case wnere the Eank attempts to bring about

Y

expansion by buying bills frcn other non-bank entities, this purchess would

only result in an increass in the particular entity's bank Ceposits. Giv

’

the traditicnal excess liguidirty pesition of the banks cezused mainly by th

a

lack of lczn demand that fits inte their criterila of credit worihvness, in

deposit increase would bring

T- W -~ hfiing
Turthermmore even iz

2
=
(=]
)
[§)]
s
Q
i}
(&7
3
-
d
fu
3
g}
¥

N
b
Q
3

Bank is able to bring about oxpansion by providing the banks' with more

s

liquidity through open merket purchases of bills, the credit worthy new borrawer

is more likely than not tc be an importer or intends to spend a large part o

i

the loan on imperts. Tnus

this increased lending is blunted in mosti casas by resulting leakage consequent

on the drain on foreign reserves as borrowsd Timds ars Spent O immOTLS.
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More recent trends in the capital market hav
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market operatlons in starx TeALIY Tne gvailagble marketablse securitlss boin

of the putlic and private sector tend to become concenirvated in 2 few hands

particalarly in the hands of large institvuiional investors. Until thess

%]

nen market operations technigues

Q

T

The reserve ratio which was stipulated to be not less than > per cent in

)

the Act, is a much cruder but ezi

& small charge would pramptly relezse or absorb a substantial andmt of ban

reserves. Any increase in the matio will have a coniractlonary iniluc

providad that the new Zavel is highor than the actizl level held prior teo

=

ctive instmrment of monstary molicy., Dvan
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increase; and a2 reducticn in ratic will be expansionary hut only if it is nas
already pelow Tile level that the vanks in thelr omasi operaiiuns think it
prudent to hold. ﬁowever, any sffect of this instrument on banks' credit
policies can be offset if the banks can conveniently shift other assets

external balances and, more recenilv, special deposits.

The provision for rediscomt facilitlss bv the Zank were bound up in the
p ) T

rovision used in a case wnere an individuzl tanxk is tamorarily short of

- F
required Teserves. The radiscount rate alse provides scme, though marginal
scope or the Tank to influance the strucTure of interast rates in the coumiry.
Changes in this rate by the Central Bank can be a way of demonsirating its

views on cradit conditions, and can infiuence ths financial sector to make

1.  the capital market rust be broadened and dsgpsnec TOT oden
marret operaticns e oe eiiecilve;
2. the banking svstam mist be localised sc that external influences
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nawever, the prosliems aced oy

have rTenained.
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SECTION TI1

established in December 19564, but did not

become operaticnal until 1966, At that time the econcmy of Trinidad and
- “Tobaso was characterised Bw a hich deoree ¢f struciural imsalances and fored
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5. an unéeveloded patiern of preduction which wes

characterised by lack of linkzgss zmong the sectors
so that growth in one sector cculd not readilv have

-OVET ¢

O the monetlaTy side, the Tinancial sectcr was characierised by lack of:

1. exchange conurel agzinst sterling,
+ 3 S =1 TeTsa £ L I =3
2. coatrols ggainst the movemsnt of fimds heteecn the
Ly - - a1 ~ 1 3 1 4 iy -
foreirn owned banks and their head offices;
) 3 vl mme S hormoce Sl 2 : P S ~ z
S DICVISI0NS LG NEINESS 2 rdr218n S8NCHENge £arnings oL

n the Insurence Companies, one of the maior mobiiisers of
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domestic savings were Iree To use those in forelgn investaent for there were

-

no provisions Tor them to keep a local assets ratio.
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for an annual average ¢f 14.6 per cent. The relative centributior
manufacturing sector to (UP incrrassd sicuadily from 6.6 per cent in 1967
to 9.0 per cent by 1973, while that of agriculture held almost steudy at
around 6.0 per cent for the period. The construction sector showed relative

~ —

bucyancy with its coniribution to GDP increasin 4.2 per cent in 1967

t]e]
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£

to 7.1 per cent in 1973.

the petTolewmn sector as & result of increased oil prices bezan

to be felt as this sector's coniribution to CDP surged to 43.8 per cent 1n

1974, hit a peek oX 49.7 per cent 1n 1975 then tapered slightly to 48.5 per
T

-cent by 1977. As a result mest othier secutors showed a decraase in
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contribution after 1974 with manufaciurihe reg
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price rese st an annuwal average rate of Just about 3.0 per ceat. In 1572
this rate picked up to 8.0 per cent then accelersted to 24.4 per ceat in 1875.
Since then, althoucnh the anmual increases remained doubie digit a deceleration

A

from 18.6 per cent in 1974 down to 1il.

Lr}

peT cent by 1977 was recorded.

N F T Tt arqe e et ] - e o L n
1Y oAF Ml Jue2 Ghe ¥ELaTL Lo Lngdll ;O LT




Monetary Policy Decisions-in the pre 1972 period
In the context of these develcoments in the real secior, the Central
Bank had an actlve rolée to play. However, the newly established Central Bank,

cperating as 1t was within the {ramework of the Tranch banking

n

ysiom,

coupled with the absence oi exchange control against sicrling, initially

could not be very much mors effzcrtive in contrelling monev apnd credit conadizions

3 * . - P T2 iy «* P T A - =
Than tha C‘._.LI‘J.EDCM SCATd WAS .'_IC‘---:\‘CL, g B TN made Z0cT C?‘_S]_T!g uss Qgr 11s
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] - 3 PR, —n i g =1 P £ = e P, o
DONELETyY pOllC} INSTIMENTS, S0:1CAting Wie CC-CREration o0 108 S&miEnD 38I1L1CT

- . L T o s
In some cases, 3N makKing tham ezrectlve

in the financial envircnent.
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The major pelicy instrumerss before 1972 can be summiarised thus:
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The imitial stzp was in August 1866 w

12 & 5 DeT cent reserve
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requirement was instituted. This was & provision of the Central EsnX

Me measure 0f control over the
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In the waxe 0T external monstary instzpility. Thils wes to bs made

which 2lso provided a
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with the Central Bank. This facility was provided by the Ceniral

Bank as & further outlet For surplus fmds of the commercial hanks

4\
o8]
j—1
o

DUl wa% rot m2aint 10 22 @ Prime souTcCeS 6L Dans LIwasuncnt. it

o

provided a2 further source of funds that the Central Bank could
channel into rescurces avaiizble to the goverrment for use in

nationai develomment.

The Re-dilscomt Rate

B

his rate, which is the Tate wnich ihe Central Zank charges on

loans to comercial benks through Pramissory notes and bills of

In 180 cays, is an Insirument of monstary policy designed
to influence the intersst rate stmuciure of the banks. Variations
in this vats wers meant To relax or tighien credit conditions.

ransactions witnh the Central

t

e - 1 % T 1 Tl = a
However, bacause the bznks had limatea

policy instrmument was rendersd ineffective for this purpese. As it

P L, - Lo G- A = o R T . “ et
external Investors zor it had the erfsct of ASRDING 1ieerast raies

interast rate for rslsncin
market. e

The rate was Tirst set at & per cent in August 1966. It was
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country, for sterling was not yet a foreign currency, and, morcover,

wW2Te VeTv sensitive to Interest ratse abroad hecansa cf
ions of the insurance cazpanies as well a2s the commercial

m 1967 and the comploneniary

b 1
oans
San-

2l

the commercial

!

= . % 1 - =y A ey e o~ A
ccaverted foreign assets into local assets at such a rate as to
causs nign 1iguidity in the banking svsiem. This nzw nolicy of the

P R, 301 £ e — o Ly . . TV oy _~ o
banks reinforced later Dy naw &xcCnénge contrcl regulations, enabled
- —n T PR e P - ST Sy 3 —_— ~
the Central Zank to pursue & mor2 indebendent path in interest rate

-2 - ey Pl ] — - PRS- . 2 - o e -
policy azter 10667 uhsequent changes in the radiscoumt raie were

) _

— 3 — + . o 3 —— e ™ — . 3o

more in response to domestic considerations. The rtate was kept
r
3 ~ - - —— e > ke 1 —— o~ o= .

steacy Zrom 1209 to Oczober 1971 despite rluctuations of foresign

interest TRLes.

Keeping this rate steady was partly in recognition of the limitad
errectiveness of uvsing variations in this rate as an instnment o
infipence the interes:t raiz structure of the panks. Tne Central Zank
instead influsnced the lsve] _r:)f the orime and- other commarcial bank

Tates Dy &irect sug

loweraed ir
0T expansi

A

3 7 .ok =3 sl T e
however, when the rediscount Tate was

Oct e 1071 £A71 L L5 ~347 a J O T I (i ~AT o
L I LSs A LULIWWATL o alial TILTLI) Gl oL 20w L
obe ollowing cffic conc oU slow ra
- 1= L ATNFac - = Soo -~ hani-
on of cradit IoT iNVestnant purpesas  despite hagh bank
-7 — < R N o - 5= A T s T s aSy
the comercial TEnks were GUICK 10 CO-OpRETane, oY 1GWeETIng

pavable on c.ecit used fcr invesiment.
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(c)

1967 resulted in new aspects of

exchange control by the Cantral

m-|.l
't
(Y]
[

msact

(™}

3

h respect to

Y Wil

-

monetary poli

-

Tior to this, exchange control

was aimed onilv at restricting the volime 0f Quiiiows To Cconntries cui-
side the Sterlimg Area. In November 1867, following the davaliusticn
of the nound steriing and Jater curing the intigrnational monsidny
crisis of March 1968, ths exchange conircl-restrictions were
temporarily broadened to include currencles of the Sterling ivez
countries as well.

However, in 1289 thes increase in the short-term interest rates
in the major internzticnal
substantial cutilows of foreign exchange frcn the coumtry. “The Cenwral
Bank's variztion of the exchangs charge on ouward movements or funds
failed to remove the 1mhalances in the foreign exchange market , anc,
in 2 further bld to regularise this market a2 nzw poilcy '"The Exchamis

T T .- = o L N 3 5 L S - T= ~a
Matket Frocedures', was initiated 1n April of that vear. 1ts m3in
. s a 1 -~ mal-n “_. P Y o e ag Taars A Ty =1 PR SR |
pumoses were (1) ic make exchange charges levied by the Central
Fomis Ealy A A i [N 3 - o ey el Tnr A
Eank more.elfectlve in influencing net movementis o eXchange oy ihe
genera] pubdblic 2s changing Circumsiances may Irom time o time require:
h! a = P Ean -
(2) to ensure an adequate Ilow

Q
=]




purposes. A system of tates aimed at STablllsing the TETKET was
also introduced Dy the Ce “_Lal Benk. These rates vere designed 1O
maintain a consistent spread betwesen the purchases and sales o

Iorelgn exchange by the ccmmercial banks so that there would be no

incentives to invest externaily.

By the end -4 1569 however, new destabilising factors emerged-
in the extemnal na?ketj:s the existence or
'rates vis—a—visr*EéFrest OI-the-world'"de controls on-c pital exports

from the metroPOlitan-countriés coabined té Cause_a marked'deceieratimn

in the inflow ox capital. Pressure was put on bank liguidity as-the
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“the local merket.”  This had a Iurt er impact on the coumniry's balance
of payments pesition. The 3ank atiempled to contrel this situation

by placing restrictions on the volume.of lcans

resident firms and individuals, classifying them as 'Regula ued BOTTOWETS.
A later amencdment lowering the ceiling em credit to thess borrowers &nd

including cemmercial bills es a component, made-the measure. so srfaciive.
as to cause a sharp fa2ll in-the prooortion of credit going to tham. . The
. & i

-

" proporticn fell from 20 per cent to 16 per cent during 1971:

Trinidad and Tobago 4Lrmual Revord, 1970, pg. 11.

e am PR S AT A o o S Ry a M yer T 10 TC07 7
ceroige Conirol Act Ne. 34 of 1971, acseried-on Fovemoer 12, 1871,



which Exchange Control policies restzd, were passed at a time when

bl - ° - - -
Jobago hed no indspendenti curtency and were in yererence

Tinidad and T
to the Sterling frea as a whole.  The situation has changsd since
1964 and these new regulations were more in keeping with the curTent

conditlons.

mporwance o itns svolu _)I"; Ci & MONEY &Nc CF8Sit - poLiCiss i Tns ooliTIinv.
- o~ h] [ N oy by | S
Whereas before the proclemation of this ACT moneiary policy was bassd

pqlicy,land henc provided the Central Bank with mors avenues for

controlling the financial sector. This trend was greatly aidsd by ths

national drive towards localisation of existing imstitutions, first
outlined in the third five-year develomment plan and restated in the

1972 budgset.

‘market. procedures by which penalties were. 1 m,OScd on the banks Ior

P N A Tt -
ZNINEDES

holding excessive balances ;bréad and the requirzments of a local asssis
ratio which forced the banks to make a certain percentage of ihelr )
investments locally. Rest r1c*30h5 eére'also piaced on the épsning oI now
branches by foresign banks. These vrovisicns were zimed &l Tretaiming national

savings for damestic wse end it was hopad they would force banking
gectsions to bz made with the wider national interest as the chiel

3 .
cormsiaeration.

Under the Jocalisztion drive, the hanks ware reauired to be brouphs

undeT majority local ownership within five vears {ircn 1972), with St



cent of the shares being cffered to citizens of Trinidad and Tooago.

ther provisions recuirsd the parent oank to assist in ihe de\eigguant
of the local branch, and also controlled the pace of repatriaticon of
preczeds of the sale of its shares to ths Jocal bank. However, to
date (1978) two banks have not attempied o meet these reguiremsats.
On the other side indigeneous panking was encourzged. The Naticnal
Commercial Bank wes established in 1970 when goverTment DOUghi over
the zssets of a foreign bank. Later in 1872 the Werhers! Zank was
establiished and the Trinidad Co-cperative Eank, an indigenecus savings
bank, was given camiercial status 1n 1976.

Monetary Policy atter 1872 ’

After 1972 the Central Bank's monetary and credit policies were expectad
to be much mere effective in controiling the Iinancial secior, since the
external influences that meoderated the effect of these policies were greatly
Tecuced following the impesition of the Exchangs Control regulaticns oI 1671,
The first opportunity te test this new potential inm monetary policy cams
vhen in 1972 the high liquidizy pesition of the sanxs had resulted in.rapid

L
expansion of consumer credit. This had caused heawy consumer scenéing which
tradltionzliy had a high mmport content. The resalting updesiradle eifect on
the balance of payments pesition ané on the rate of inflation was supsiantia
In a bid zo corTect This sicustion the Ceniral Zemk used a packege of Thre:
monetary measures, viz

1. <the reserve ratio was raised ITcm 5 per cent To 7 per cont in

February 1973 so as to reduce bank liquidity;
2. the rediscount.rate was raised to 6 per cent as a signal to
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policy} cxamined in tie light of the rapid chunge In ihe couwntmy's restaicy

base after 1974,
Commercial bank branches grew from thirty-seven in 1902 to eighty-sisks ip
1975 and this has been instrmental in ipstilling the banking habit in the noou-

lation that has resulted in fzirly rapid depesit growth in the banks, Zuanl

(=3

i

el 2 - vy o = PRI T T 2 a7
cent growth rate in 1871 contresting with an €.0 per cont Zrowil Tate Inm 1UST.
= o ey — A ma Y 1A Sy PUUEL. L NP —— =L P .
The non-corperate S&Cior nad anl Increasing CONTIiduTion To iils growth. AL

the same time total bank credit increased at an ammual average rate of 21 rsv

cent, Bank Liciidity after its peak in 1887 when the excess reservas o
dgposits ratic registered 11.7 per cent, contracted to a modest 2.5 per cent and

v

d 1870 respectively. In 1871 the wage settlements
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again caused a2 surge in inrlows into the venks znd the ratio climped To 1I.1
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per cent. Heavy cradit

follcw a contractionary path 2s it registered a 5.1 per.cent in 1877 thenta -
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0 25S88ss51ng the banxs' aljiocation of fimancial resources 1t must ne
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borne in mind That in the context«of develommsnt the sacicTs

3 + : ~ 334 cq A AT A AT = mer— o Y
_be Sncourdged are Tadse What €zl oring about QIversiTication, Do TIT. =II-

=3
ment, rerge sectoral econcmic linkages ang SEnETETS GreaTner ouTput 2nd

SN GhmenT.

In this context the chief sectors meeting these criieria zre menufacTuring,

arriculture and construciion. Of the other ssctors the ones ieasi desirohisz
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shares,in'creait allocation wers matched

patiern that lead to ouiliows of resources) @nd a

encourage 1mports oi conswpiion

SC 1Nt

items. It can ve concluded that the maisn
sectors that fall into this latter category are the secior individuals
(for non-business purposes), and the distributive trudes

credit was concentrated. Between 1956 and 1969 togethe
oo _F .i.« q° b =3 e l
for an average of 44.1 ner cent .of total bank cregit.

sector.

T thay accounted

The share was oniv

arginally lower for the next fouy years, 1970-1975 inclusive, wnen it

averaged 42.3 per cent.

averaged 12.8 par cent an

agriculture acbount d for 2.7 per cent and 2.0 per cent

1

' ' 2
cont*1 hution to GDP, the ;hJalan"a becomes clear.

contributed only 15.3
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