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Despmte aome.controversy over, their role ln SpeCIflC cases, 1t

e Seems s genexally accepted. that banks have been closely assoclated w1th the

wdevelopment ef ‘many:-of. tqdey .8 1ndustr1allsed and "newly-lndustrlallse&"'_
o countriess . With: respect to the developlng countrles, the 1ssue is not i

whether ‘banks are -gital to. the develepment process. Dlscussion has, how—'

ever, ~focussed on” the organlzatlon and functlonlng of both the monetary
Qauthorlty and -the banks ko cater to. the needs of. development.: Thls pa%er:

attenpts to make a contribution to these dlseuSSLOns by examlnlng the

current role of Banks in Guyana. The conclusmon ig that whlle the con=
~tribution: to the country 8, efforts at develqpment has been substantlal,

the Bankxng System remalns vnlnerable to the crltlclsm that much remains
to, be;done. if it is. tQ reallze its, full potentlal 1n the developmenf i ’

oL EN IR
process;
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The Role of Commercial Banks.
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In developing economies,rperhaps the best indioator of the pivotal
role of the Banking System is the extent to which reoonrse has to be made to
the I.M.F. under standby and higher credit tranches. For in almbst'aillatch
arrangements, targets, or celllngs are set on the- expan51on of credit to the
publlo sector, and in a few cases, to the’ prlvate ‘sector. Such targets are
set not necessarily because the I M. F. _adheres rlgldly to a "monetary approach"
to stab;llzatxon but because it is the Banklng System that often flnances the
1arge publlc sector deflclts that result in 1nflat10nary conditions and ‘balance
of payments problemsn The 1mpllcatlon for the role of Banks is that whilé
they are an 1nd15pensable source of both current and capltal funds to “the
publlc sector, the flnanclng of excees;ve def1c1ts often leads to a slowrng

down or a reversal of growth and development.

R

In Guyana the most ‘visible means by whlch ‘the” Banks 1nfluence the
economy is through the1r flnan01ng of the publlc sector. In 80 dolng, the
Banks may 'be said to have a551sted in the process of redu01ng the sav;ngs

constraint" to growth.

The Central Bank's data show that in July 1982, almost B85 percent
of private sector time and savings deposits were on-lent to the public sector.
In addition to financing the defieits of the public sector, funds chianneled
through the Banking System have been used to provide additional resources to

the two development banks.(l)

Unfortunately, the incurring of large deficits (13 percent of G.D.P.
in 1981) largely financed by the Banking System has led to the inflationary
conditions and pressure on the balance of payments which, in turn, have led
to recourse to the I.M.F. Thus, with respect to the Banks' role in the

~ financial intermediation process, while these institutions have channeled
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(1) TInvolved in agricultural and industrial development, and housing.
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fundsifrom;Savexsdtofthe leading sector.of the economy, exqessive.resdurse
#o these .funds by the public sector seems. to have contributed to the present

stateé of the.economy. T S S S

Foreign QEFPPEEQ'
- Quite apart from the shortage of domestic savings, the lack of
.fbrbignaexchangeris;for;Some;countries an: . even. greater congtraint to growth.

‘AApossibiekcoﬁtribUtion~of‘Banksf;ané,;in;partiﬁu}ar,;ﬁqxgign;ﬁansg is, ..

£

'ﬂ:therefdreyﬁthengtehtntb which -they aregable:to:fagiliggtgrfpreignﬁgquapgg,

+ wflows-dinto.-a country.. InrGuyana, the Banks have made significant contribut-~

-; ions:in this -area.  BIS:-.data show. that as-at.the‘end.of June 1982 ggpggtigg

~-banks’l-agsets (loans).outstanding to ‘Guyana totalled Us$118 million while .

liabilities (deposits) totalled US$56. million. to yield .net loans Qutstandlng
of UsSsS62 million. World Bank data (- shqw that as at the end of 1979,
financiéi?%érké%'érédifors’{prihcipaily banks) had loans outstanding {(includ-
ing undisbursed) to Guyana of Ué$1f8"m111ion, 6r 17 percent of total outstand-
ing debt.. Of these amounts, three of the flve foreign bankg 0perat1ng in
Guyana, the Royal Bank of Canada, Chase Manhattan Bank, and Barclays Bank
Internatlonal are 1arge1y rebpon51ble for arranglng these 1oans and hold

the major proportzon as part of thelr offshore 1oan portfollo.'

The World Bank data underestimates the.réle'éf'thé Banks to the
extent that it includes;only identifiable government~guarantead. loans to the
publicissctor withrmatutities of one year and over. . While the value of
‘foreign currency lOané outstanding to the private segtor. is-.generally con-

gidered small, short-term craedits to the public sector enterprises are not,

"11kely to have been insighificant., T T e

[
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(1) ® World Bank Annual Report 1981 - p 135 No ‘later published data are -

rr avallable. g
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In addition to direct lending, foreign banks have helped to alleviate
théﬁforeiﬁn”E2chaﬁ§e scirdity problem by, from time to time, running up high
o§é§d§€fEJievelg'witﬁ'tﬁéir>head offices and branches abroad. Such balances
totalled US$2.6 million in July 1981, US$0.65 million in December, and US$5
million in January 1982 (US$4 million, net)

Crltlclsms Of Banks:
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Perhéps“thé"majoffcriticism of thefBanks-in'Guyana.reiates to. their
role in financing public sector enterprises. The financing of public sector
operatlons and deficits By the banking system in both developed -and developing
countries has been a feature for somg time now. This type OF flnanclng is not
VﬁeceSSarily ruinous for an economy and in several instances has contributed in
no small measure to eooﬁomichrowth and welfare. However, ‘it is likely to be

damaging under theé following conditions:- -

(1) Where loans are extended to official enterprises with. ;'
no track record of operational\efficiengy.

&

(2)'_Where incfeasiné émooﬁtelof credit ave made evailable -
to corporatlons when even “the most rudlmentary form ot
of flﬂan01a1 analy51s 1ndlcates that repayment is P
unlikely to be forthcoming in the near future out o

of earnings.

(3) Where credit is extended in the absence of financial.
reports and plans indicating the  current-and estimated. .

future position of the enterprise.-.:

a

Unfortunately, and with a few outstandlng exceptlons much of bank 1endlng to
official enterprises is characterized by one or more of the above w1th the
banks dispensing with the loan criteria which they apply often quite rigor-
ously, to the private sector boirowers and satisfying themSelves'With guaran-
tees issued by the Government. The result is that whlle prudent banklng
practice suggests that a guarantee should be the basis for grantlnq a loan
only in the last resort, current practice in Guyana appears to 1ndlcate that
in the case of loans to public sector enterprises, guarantees are the sole

reason for the granting of credit.



b

-4 -

Sevexal reasons have been advanced by the banks for ‘this behaviour.
Firstly, one‘often hears that it is government‘s policy that banks direct most
of their ]oanab]e funds to the publlc sector. This argument is largely accurate

but also largely based on convenlence. It is accurate to the extent that while

Cdin 1976 the Central Bank isgued guldellnes to commarcaal banks requestlng that

credlt ettended to the publlc and prlvate sectors ehould exceed 1975 levels by
no more than 5 and 7 percent respectlvely, by 1977 quantitatlve quldellnes were

belng 1ssued only on prlvate sector credlt, and by 1981 the limits placed on

. credlt to the publlc sector clearly 1mplled that the Central Bank env1saged

i hlgher 1evels of 1endlng to that sector. rn addltaon, pollcy statements and

hlgher th
, reached thelr prudent1al llmlts on credlt to certaln publlc sector enterprlses

' actlons by the government have empha31zed gince 1974/75 the leadlng role of

he publlc sector. The arqument is convenlent to the extent that many bariks,

;_1n a srtuatlon where 1argely because of the scarczty of forelgn exchange,

prrvate sector actrvrty 1s sald to be slugqleh, are happy to lend large sums

- under government guarantee to publlc corporatlons at rates whlch are often

‘;“prlme. However, it is fair tc say. that many banks appear to have
A EARIK I

and are much more hesrtant about extendlng further loans,

T s ¢ i - o

In conc1u51on, the banns cannot escape some measure of cr1t101sm

'!:?\‘

.for extendlng crednt to publlc eector enterprlses above the 1eve1 which normal

.m,banklng crlterla mrght have considered prudent. To the extent that there was

real or. percelved pressure from the government on the banks to extend credit

begond prudent 1evels ln order to keep companles afloatF thlS sugqests'—‘

S ) the abeence of a sufficient appreciation of the crucial

role of monetaryﬁpolicy—in a small, open economy.

(2)..inappropriate criteria for the extension of credit, and
- = inadeguate supervision of the use of credit, by state~_

. owned corporations.
(3).. some deficienciee 4n financial management of the
corooratlons.

It is-the banks behaviotr, in addltlon to . these factors whlch have contrrbuted

‘to the current malaise in which the:Guyanese economy finds itself.
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In both the domestic and inté¥ratichal’ arends, baiking is becoming
a riskier business. The rapidly increasing rigks in’ interhational’ banking

are well-known and attract much media attention, a¥ a resul¥,’ the growing

" complexity of domestic bankihg might have tended ‘to be' overlooked:: ‘However,

'*’tﬁé}everiinéreééihﬁ'hﬁmbef“of-corpbrate:bankruptcieéfénd'rhe:mbrefeﬁébt&&hlar

" -fallures 1n the U, S ‘hankingsyskem 511 underlinhe ‘khe fact ‘thdt’ dOmestlc 1oan

;Vwrlte—offe have béen much hlgher than thoge on 1nternat10na1 1end1ng for’

s almost all of the major OECD banks. The response to' greater'risk and~domplexity

had been that bankers have been seeklng to improve the quality’ of’ their Ioan
porrfelios. .

EER

&,

Given the depressed state of the Guyanese economy, one mlght ‘assume

that corporate borrowers 1n partxcular, mlght ke facing dlffxcultles in serv1c-

ing their bank loans. Eorelgn exchange shortages and rlSlng rates of interest
are 1ikely‘£o have exacerbated these difficulties. While 1oan 1059 provision
data are unavallable for the foreign-owned banks, the Guyana Natlonal Co-oper-
ative Bank's 198l Annual Report shows such provisions almost doubllng to reach
$2.25 million. Pulllng at this rather tenuous strand, one wight be tempted to

conclude that the lending environment in Guyana is also becémiﬁg increasingly

,_complex, (if one assumes a aniform quality of credit appralsal across the

banking system). However, 51nce, as we have noted abowve, 1ending to publlc
sector enterprises comprise some 80 percent of the banks' loan portfolico {52
percent for G.N.C.B.), the notion of 1ncreased complex1ty needs to be treated
with some cautlon. In this context, ‘the rigid adherence by certain banks to
very strlct lending criteria applied to the private sector appears to have
gome elements of contradiction. In some cases, banks have been said to require
a 100 percent cash guarantee before a loan is finally approved. In another
case, a request by a professional within the banking system for a loan of $600
was refused because of the lack of such a guarantee. What is worrying about
this apparent over~reliance on'collateral and guarantees is that it implies
that bankers are unprepared to expose themgelves even minimum levels of risgk-
teﬁing. Az a result, however promising are the financial prospects for new
entrants into private sector business activity, finance from the banks, is;
unlikel? to be fortheeming'injthe;ahsence of iron-clad guarantees. To the
extent that this praetiee is widespread, banks are unlikely to make a signifi~

cant contribution to growth and development.
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The Role Of" the Central Bank

B

Iy The Bank of Gujana Act dlrects the Bank to. “.L. e qulded in alli

ltS actlons by the object1Ves of'fosterlng monetary stabllity and promotlng

credit and exchange conditions conducive to the qrowth of the economy of

expan51on of credlt to the‘publmc sector 1n conjunctlon w1th falllng rates of

real G D P growth rapldly rlslnq ‘prices and deprec1ated exchange rate (in
1’

when bolstered by the supoort of an I M.F. Extended Fund Fa01laty, it has

proved impossible to control credit to the publlc.sectqr. ‘Th;eistate of

affairs has arisen not necessarily becauseithe Bank has beeh-ihefficient, but
_ perhaps, more importantly, since the economy has come under the influence of

cent;al plannlng and the predominance of government.':Eheee'latter factors

lf‘

appear\to havevled to the relative neglect of money, the banklng system, and

RIY .'.',

the role of monetary pollcy, and‘the concentratlon of attentlon on the so-
t?called~'real‘ varlables such as- Capltal 1nvestment and output.; However, both

(2)

oxperience and.avallable research work should, by noew , have demonstrated
that 1t 1s exactly such neglect of money and monetary pollcles that have
resulted 1n the fallure of several L.D. C $ to achieve the env1ronment of
stablllty on whlch sustalned ‘growth and development 80 much depend Thisg
concern and appre01at10n of the role of the banking system are not confined
to oapltallst—orlented or I.M.F.. dominated economles = note the Ffollowing

o - - .
1tems - ‘
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(1) Bank of Guyana Annual Report 1980 p. 101

{2) -See,:for example, a collection of such research, W. Cline and
8. Weintraub (eds): "Economic Stabilization in Developing

":XCount;iee:, Brookings..1980.
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According to a report from the POllSh news agency P AP., the
r...Polish! banking: system willi-be reformed to make it more closely

resemble that of a market econOmy. Full 1mplementat10n of the

waddeime e

4 v of. the econemy., s i .- P LLoE e e Tl
The agency guoted the Pres;dent of the National Bank of Poland
Mr. Stanislaw Majewskl, as stating that under the new reform
enterprlbes u51ng 01ed1ts will be checked for cxedlt-worthlness.
the Governdt was quoted as saylnq.'“We must s:mply be sure

syt ) whether -enterpriges ave able to repay. the credits they hawvei- -0
‘gtewn, thatE}erwhetner they are profitable. ) .

win miais oo Accoxding to .a Polish document’ circulated to western:. bankexs
. 1n November, Poland*s economic planners have urged a greater g
PGS Ebr the Natiohal Bank of Poland together w1th a system
t 4 of 1ndependenﬁ hanks.” : Srlint L R R IR TS Y S IR

e ils. Réew:  13.1.82) ©
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Bartopl : Basty . Germahy has~ -greatly strengthened therole .of its banklng
Vsystem to, achleve greater industrial product1v1ty which con-.
tlnues to 1ag onemthlrd behlnd that of'West Germany
AT .zﬂ . , ¥ R Pl . .. <
Under a new decree state banks have been glven sweeping authorlty
“to control the country's 157 glant ‘industrial trusts by stlpulat—
o dng-the ‘conditions under which they are to receive.loansg. (iIf-
..a. state company fails to meet productlon targets, 1ncludlng
product1v1ty gains, and lage in repaving loans, it can be
.vcharged interest up to 12%.: This ds itwo points higher than : - -
e pdpreviously.

s o kY Thehstate banking system has-been given powers to -examine ‘the. ..:
accounts of state concerns and to impose a total ban on loans

to companies which do not meet performance standards. The
decree states, that in the case of conflicts between state
companies and a bank, the bank director's word ig final.

(Financial Times: .20.3.82)

Quite apart from the perceived overall neglect of monetary. matters,
it might be useful to question whether the Bank has been as forceful and
influential'enough in the performance of its roles as advisor on monetary
matters and of supervisor of the banking system as its Barbadian and Jamaican

counterparty appear to be.



Conclusion:
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With the Guyanese economy in its present depressed state, it is
important for the banking system to assess itg current operations and function-
ing against its original objectives, to identify its areas of weakness, and
to formulate a programme for reform. For the Central Bank, such a progranme

should include:

1. A re-affirmation of its role as effective supervisor of the
banking system and the achievement of a'greatek degree of
influence over monetary affairs. This enhanced role would
incorporate the power of sanction over delinguent members
of ‘the banking system and over inefficient users of both
domestic and foreign credit. Effective supervision can,
of course, not take place unless the Bank has detailed
knowledge of the operations of the commerclal banks. Buch

knowledge cannot simply be assumed, it needs to be acquired,

2. hssisting in the general effort at educating both public
and policymakers in the disadvantages of large and growing

public sector deficits and other important economic issues.

3. Efforts at encouraging commercial banks, by the use of re-
discount facilities, special funds, and guarantees, to
increase their lending to deserving private sector businesses

in the export and manufacturing sectors.

4, . Efforts at imprbving the quality of skills in the banking

systenm.

5. Contimuous research into all aspects of the banking system,
especially as they relate to possible contributions to
development, and into the design and implementation of

appropriate monetary policies conducive to stabilization,




v | CELECTED  MOMETARY DATH o %
TG aw - o - : A ' -

. EW>® OF PoReBYy
|__i ‘MK J)F G;u\mﬁ& !' L :

| acnsi tc\% [LeES \‘\'-%'%‘" \%q \‘-‘i%o \qg\ udrest
| o I ' ? ERRL Y

FOR . LG AESETS 13.551' ‘ b‘%% j “:ﬁ 5 im;a b l q.\\. '-} =_-.> \;. 30 '=1r -9
AR 3 oM aovT. | q,tu;, 35\;,4 a_.u,b\ %‘%3. 5323 > %}-’%w Az . ‘\\o-u,__

I . j ]_ i , o f

. i R - . : ;
%%’ e U‘;H‘n vF ?emn}3 o i : .

‘aMW\ERC.\RL BAMKS - ; o ; i

ﬂmﬁ 5 OOM  GOUT.  ghig \3%% N'q-% . 5 98- wa 5 e 238 . |
Levt wvs bH ]
Wl o anmn?ms&s =3 5 45 S \\%-% s S ! VA3b 33& 3 '3’*5'3 S

, oM Busingss’ T ST K
c:s ‘;m:-\'bm\bum.% : \:\ \\' ‘\"0 0 “"E’: 0 AL \b') \- \C\B% 35}‘\ ;h‘%\s,-o_

i

TeNE  BWD
3engs Bﬁ?b‘m% 1%-* z‘-'V“‘*r %“'“ EV\% ‘-V-WP-% 51‘%3 %ka»\%ﬁ I3]0
e - - : - L B . E

|

i

!

e "-“r f - - - —- - ar -

- < |
L PRE CEWMY. on . \Hhex 'HuMQ.G.Rs. L\‘\"x%

| =o'
. o

Ly Rem AMD eR L
PAEIOUNT RATE F e
(ern  bE pamom) k-_S- RO T3-S L

B]EH WS VLS WS\

1

.{ -
S

}

{

]
o
,
I
|
|
i
i
|
|
I
:
-
. _7‘




Bourne, C.

Blackman, C.N.

Brimmer, A,

Ceats, W.C. and

Rhatkhate, D.

Cole, D.C.

Thomas, C.Y.

Tulsieram, P.

(eds)

SELECT, , BIBLIOGRAPHY

RefhoC b & dhakald

"The Political Economy of Indigenous Commercial

Banking in Guyana”., (Mweo, U.W.I., Mona, 1973},

"The Problem of Central Banking in a Dependent
Economy"”. Mimeo, Central Bank of Barbados.

undated.

"Central Banking and Economic Development.
Journal of Money, Credit and Banking Vol. 3 No.
4. 780-792

"Money and Monetary Policy in Less Developed

Countries”. Pergamon Press, Oxford., 1980,

"Concepts, Causes, and Cures of Instability in
L.D.C.8" in R, McKinnon (ed}: "Money and Finance
in Economic Growth and Development: Essays in
Honour of Edward G. Shaw”. Dekker. New York.
1976.

"Central Banking in the Caribbean"‘i,s;E.R,
Mona. 1972,

"Monetary Policy in Developing Countries: The
case of Guyana®. Mimeo. Bank of Guyana.

November, 1981,




