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COMMERCIAL "BANK PORTFOLIO BEHAVIOUR IN
TRINIDAD AND TOBAGO -

I;iACBmmerciaeranhing in théhCoionial Era.i
_ Before attempting an explanatlon of commercial bank asset
rportfollo behav1our, it w1ll be useful to sketch the hlstory of
jthls act1v1ty and a general descrlptlon of thls sector s asset
'strncture. Thls paper therefore, (a) surveys.commerc1a1 banklng
in—the colonial_erarand'(b) outiines the factors which may_haye
iinfiuenced‘the haﬁké"assetfstrUCture“in the periods 1946-1964
~and 1965-1980. | ' |

7 Prlor to 1837 banklng transactdons..as theyrrelated to
Trlnldad and Tobago, took place in. Brltaln  This wae 50 because
of the pattern of'production, trade and ownership which_existed
'rbetween Britain - the metropole and her colonies. Britain'
-,supplled the essentlal 1mports whlle the colonles exported their -
Taw materlals External tradlng arrangementscconmxmenﬁbrwena
characterlsed by flnanc1al transactlons restrlcted to the metro—
- pole. | On the other hand 1nterna1 trade at thls-tlme waS'almost-
-_non exrstent due to the segmentatlon phenomenon of the plantatlon
'system The, 1mp11cat10n of.thls type of arrangement was the
mlnlmlzatlon of the need forlbanklng sérvices in the colonies. It
should be noted though that as far 4s currency was concerned some

ose,was made of non-British c01ns-unt11 the_elghteen,thlrtles”when‘

Thls sectlon of the. paper has drawn heav11y on the work by the
Central Bank of Trinidad ahd Tobago; Hlstory of anklng :

.:TTlnldad and: Tobago 1776~ 1972.l S




British coins were:intrddﬁCEd alongside the already existing
currency.

With the comlng of emanc1pat10n in 1838‘ certain inevitable-
f:changes occurred in the economic and soc1al structure of Trlnldad
- and Tobago Flrstly, the. planters now needed some means to pay the
ex- slaves and . the 1ndentured servants.' Secondly, the former |

merchant banker relatlonshlp based on - frnanc1al transactlons con—'

' -ducted~abroad could no longer satlsfy the. planter class. Thlrdly,

an embryonlc class of craftsmen commerclal-traders and others
developed, wh;ch requrred_some form of monetary_compensation for

“their services.

All this meant that a general needefor a:“medium-of'exchange”,
if for nothing eise, existed in Trinidad and.Tobago{. This was so,

- both for internal and external transactions.’

7 The. flTSt commerc1a1 bank was- establlshed in Trlnldad in
1837, The Colonlal ‘Bank, w1th head offlce 1n London was the only
,commerclal banklng 1nst1tut10n unt11 the early twentleth century.
Clearly, 1ts role was to fu1f111 a need Wthh could no longer be
rprov1ded by f1nanc1a1 1ntermed1arles based in Brltaln, for

~according to the Charter under which it operated, its chief func-

- tions included issuing notes and disceuntfng'COmmerCial'bills.

Because 1t could not 1end money agalnst land or houses as

securlty, accordlng to the Charter,‘only the planter and commer-

kA

,c1a1 tradlng sectors benefltted from the loan 5erv1ces of the

commercial banksr . ' ‘}'




It was not until the early twentleth century that other'
foreign banks establlshed themselves in Trlnldad Thus, the first
VCanadlan Bank - the Union Bank of ;allfax was establlshed in
, Trlnldadzand Tobage‘ln 1902. The Royal Bank of ‘Canada took over
\ this Benk~in 1910;' The Bank of Nova.ScoﬁlaIthough prev1ously
'establlshed in 1906, returned'to—Stay in'1954—'after leeving in

11907. The Canadlan Bank of Commerce establlshed in 1921 became

the Canadien Imperlal Bank of Commerce 1n 1961.

Agaln _it.waS'the increasing value ef trade'between,Canada
and the West Indles in general whlch fostered the establlshment of
these banks,rfer seyerel trade agreements were 51gnedrdur1ng the
period. o | o |

Theeereubsidiaries of British_end;Canadian'banks,first

H'eétabliéhedifhemseives;in Pertjof-Spain, and naturally so, since

_ﬁhie Was the main tra&ing port.. -This'meant that the rural-popu—

e Lt e A

latlon along with those whose: act1v1t1es were unrelated to the
commerc1a1 tradlng sector, had 11tt1e OrIK) access to banklng
services. : It was 1n an attempt to prov1de some banklng services

to these under pr1v11eged classes that the Trlnldad Co- operatlver

Bank lelted (1913J7and the Post Office Sav1ngs Bank (1936) were

 established.

The iQGbs'witneseed the establiShment of the last set of
- foreign banks The'Bank of iéndbnland Montreai established in
1960, was as the name 1mp11es, part Brltlsh ‘and. part Canadian.

The Amerlcan'Banks;entered the plcture, w1th the_establlshment of




- Chase Manhattan in 1963 and First:National City Bank in 1965.

It has been argued that among the’ reasons for the tlmely
entry of these Amerlcan Banks was the fact that Trlnldad and Tobago
was in the.mldst of_lmplementlng thel”lndustrlallzatlon by invita-
tion strateéy” ~''a.:stra’c_egy whrch'was sopportedrby foreign capital
including Americanrcaﬁital. The American Banks therefore, along
with facilitatimgrtrade'aﬁd promiding_usual‘banking servicee would
uﬁderetandably.hate'e keenrinterest&in facilrtating.American

business transactions.

A1l commerc1a1 banks establlshed between 1837 and 1951
'except Trlnldad Co operatlve Bank were empowered to -issue notes,
while the Brltlsh Government_held the respon51b111ty for issuing
coihe.‘ The currency arrangements were soch that the colony's
'currency had to be backed by an equivalent amount of short term
_securltles However by 1951 note issues by commer1cal bank had o
ceased in Trinidad and Tobago. Under the Currency Ordinance,
Ch;735, No.- .2, the authorlty to issue notes was transferred to the

Britistharibbean Currency Board{'

Trlnldad and Tobago had formally become a part of the
'”Sterllng Area” in 1940. This meant that (a) all,ltsmforelgnr
_reserves were held 1n-Londoﬁ, [b)'thenexchahge'rate between its.
rdomestlc currency and sterling was malntalned at a flxed parlty,

_(c) the local currency was backed ' 100 percent by sterllng
_reserves The local Currency Board was respon51ble for ensurlng

thlS arrangement was malntalned




When 1ndependence was granted to Trlnldad and Tobago in
1962, the need for ‘a much more relevant central monetary authority
' erose; Thus, the Central—Bahk of Trinidad'andrTobago was esﬁab—'

 lished under the Central Bank Act of 1964.

I1: Commerciaerenk'Assef PortfoiioS: 1946}1964.
A’brief review of the structure of the commercial.banking

_:sector after World War IT will no ‘doubt help to explaln the pattern

of the portfollo dlstrlbutlon during this- perlod

After ﬁhe-waf,_three Bdnks withrfive'brencheS'amohgrfhem ‘
4‘ eperated in-fhe colony. Barciays~Bank D;C;O.r(formerly»the Colo-
.nlal Bank], the Canadlan Bank of Commerce and- the Royal Bank of
Canada, which were-all branches of multlnatlonal banks - whose chlef

function was to facilitate trade between the respectlve home

'rcountryjénd Trinidad and Tobago..

"Because of the nature. of their act1v1t1es as already
'explained these banks were: conflned to the two. major towns, Port—
'of-Spein-and San Fernando iThus, whereas the populatlon per bank
offlce was approx1mate1y 97,000 after the- war :1t should be noted
that no offlces “and therefore no commercial banklng serv1ces -
'ex1sted in the rural areas at thlS tlme,-except for the rudlmentary
7’5av1ngs/safekeep1ng services pr0v1ded by the Post Office Sav1ngs

:Bank.
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By the time the Central Bank and Banklng Acts were passed
in Trinidad and'TobagO'ln 1964 - two years after 1ndependence was

granted, six commerc1al banks with forty six branches among them, 7

-were operatlng ln the country These flgures represent a 100 per

cent growth in new . banks and a nine- fold 1ncrease in new bank

branches The Bank of Nova Scotla the Bank of London and

.Montreal (BOLAW) and ChaseManhattan Bank were the three new forelgni

banks The-populatlon.per'bank,offlce was now 20,675, a signifi-

cant 1mprovement from the 1946 ratlo But-this-rapid'growth'in'-

Vbank branches, was characterlzed by a concentratlon of offices in

f,certaln areas, whlle other - areas were totally neglected ‘Banking

serv1ces were Stlll not avallable to the broad masses of people.

- With this baCRground, a close lookrat the-asset—structure

of these institutions will now- be taken. Possible~explanati0ns

will also be suggested.

Whlle the number of asset categorles may‘vary dependlng on
the extent to whlch the asset portfollo is drv1ded it is conven-'
1ent to deflne Seven. broad asset categorles, as seen in. Table 1. n
These 1nc1ude (l) Total Cash (2) Balances due from Banks in
Trlnldad and Tobago, {3) Balances due from Banks Abroad (4) Loans
and Overdrafts,_(S) Local Investments, (6) Foreign Investments ‘and

(7) Other Assets.r Tt should be noted however,,that most of these

asset categorles can be further sub- d1v1ded Thus there would

' have ex1sted dlfferent; types of loans, for example
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One of the most outstanding feature of the commercial banks
asset,structure,'dUring the period under review, was the dominance -

of the asset ”Balances due £rom Banks Abroad” This asset referred'

to by'Thomas as “Fore1gn Balances,”A2 and whlch represented over 50,
"per cent . of. total assets for most of the perlod dominated the

.portfollo until 1959. At this time its domlnance was. replaced by

7‘the asset category "Loans and Overdrafts":

Two competing hypotheses may be used to exﬁlain this fea-

 ture of the asSetfportfolio viz., a risk/retUrn argument

BRI G T
1 ! . '

_éﬁd 31”1nst1tut10nal arrangement” ana1y515 ' A tombination of these

two hypotheses may not, however, be ruled out as a p0551b1e expla—'

nation in its own right.

_Portfolio theory po sits that portfolio ailocation decisions

are. usually made on the ba51s of rlsk/return con51derat10ns Thus

it may be argued that the dec151on by commerc1al banks in Trlnldad

--and Tobago, to hold the greater proportlon,of thelr portfol;o in

foreign balances was based striétiy oh risk/return considerations,

which decision, would consequently lead

to pfofit,maximisatioﬁ for the iocal banking firm. iSpecificaliy;

it -may be argaed;,that the holding of foreign'balances abroad

represented an attempt to diversify the "unsystematic' component

of total risk.

2Clive Y. Thomas;(Monetary and Financial Arrangémehts in a Depen-
. dent Momnetary Economy, (Mona: I.S-E.R., 1965, -reprint ed., 1974),

_p. 46




Essentialiy therefore, if it is aesumed that risksrboth at
home'and abroad Were-zero,'as,Thomas (1965) has done, then the
return on forelgn balances must have been greater than the return
on loans_and advances,'whichlasset oategory, was the second most

significant, during most of the period.

The strlngent etandard of ”credltnorrhlness” whlch was

| prlmarlly based on metropolltan standards as noted by McClean for
rexample)d has helped to eénsure that rlsk'on loans and advances
Cwere minimiied 1f not zero. Atithis-time also, two faétors

operated to ensure: risk- mlnlmlzatlon in the transference of funds

from Brltaln to Trinidad and Tobago. Plrst of all a flxed
-exchange rate meant that no loss would be. 1ncurred at the time of
- transfer and secondly the free convertlblllty prov151on meant that
no prohlbrrlons ex1sted in the converSLOn,of sterling to Trinidad

land,Tobago:dollare; It should also be-noted_that'ardiversification

(ERETiC A T TR

e

_of‘funds'withinrthereconomy was .severely restricted by the absence

I

~ of short term securities.

:Now “the above dlscu551on 1mp11c1tly assumes that port-

T e

o
ppesonass

 £0110 management decisions were taken by the local commerc1al banks .

However, another.explanatron of the above mentloned feature of the

asset structure suggests that decision-making was not located .

SIbld p. 47.
4

A. Wendell A Mquean Money and Banklng in the East Carlbbean
Currency Area,_Mona 1.5.E. R 1975 o
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locally, that is, with7the subsidiaries, but instead, pqrtfolio

' managementrdecisioné were a function of the metropolitan parent

‘banks.: The modue'operandi of the ﬁultinational firm is well known

and well documented. Suffice it-to say, that it is global profit

<maximiiatioh which'is the prime concern‘of"these institutions.

Thus, it is argued,that'balances held abroad;'repreeentedran-
l'exPort:of cepita1.  These {unds were fheﬁ,used dr alloeated'to

ether-bfenehes eroepdlthe world‘by the pareﬁt banks in the metro-

'pole, in such a way that global_pTOfite would be maximized..

- This 11ne of argument suggests therefore that the decision
to hold a 1arge quantum of total.assets abroad was not an autono-

mous omne by the local commerc1al banks but a dlrect result of their

”1nst1tut10na1 relatlonshlp ‘In other words proflt maximization
1of the 1nd1v1dua1 bank was not- necessarlly the aim of the local
gbank though 1t would havebeenof the parent bank The investment
of surplus funds in the Form of forelgn balances in the Un:ted
‘Klngdom and in def1c1t areas around the world would have beeq in

| gkeeping_with'thefpracticé_oftglobal profit maximization.

To this. extent, thercfore, pertfoliormanagement fheory_may

not'explein the‘largerforeign*balanceslfeature of: local commercial

banks asset structure, at the level of the subsidiary during this

:inperlod

' 'among _
McClean (1975) \for,. example is/those who have argued- along this
“line. ,




,'seas,reserves‘mjlitatedragainst commercial banks seeking to

Another feature - of the asset portfollo of commerc1a1 banks
in the post war period, was that local assets represented less

than 50 per cent of total assets between 1946 and 1959 except for

1947 when it was 55. 4 per cent. Coupled with thlS, was the fact,
'-that for most years durlng the period under con51derat10n, local
:assets,__were - at less than 50 per cent of total dep051ts Qne
'-plauaible enpianatlon of this observed phenomenon, was thelscarcity

of local securitiesjr Further, the relatively easy access to over-

-
increase the share of local liquid assets in their portfolios.

Yet another feature characterlstlc of the asset portfollo

'was the partlcular sectoral dlstrlbutlon of Loans and Advances

' Whlle the lack of dlsaggregated data before 1963 hinders any in--

depth ana1y51s a partlcular pattern of loan and advances alloca-

tion stlll emerges ~Up to 1953 about 75 percent of total loans and

'advanCes was lumped 1nt0 a category termed ”other” w1th the rest -

~allocated between “Industry” and ”Agrlculture ' It is not

:lf.unreasonable to assume though that the category called “other”

1nc1uded primarily loans and- advances ‘to the dlstrlbutlve trades

Joans,
sector.and personal and profe551ona1 / Thls assumptlon is not

unreasonable if it 1s rememberedrthat the chlef,role of commercial
banks was the serv1c1ng of the commerc1a1 tradlng sector and

further, the sllghtly more dlsaggregated data for later years

6Centra1 Statistical Office, Annual Statistical' Digest, 1964.
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- an. U , o . : .
Vconforms to such/assumption “After 1954, while'loans and advances

to the distributive trades sector predomlnated in the portfolio,
defined ,
rmwly/category called “Personal and Profe551ona1” was showing’

increasing gains:

IIIE Commercial'Bank Asset Portfolios:j1964~1980.

- In 1965, one more. commerc1al bank JOlned “the previous -

- seven - First Natlonal City Bank. The only other new bank to be

established was the Workers Bank)of Trlnldad and Tobago whlch Was

-an entirely.iocalrbank set.op'in 1971;__The National Commeércial

Bank of‘Trinidad'andiTobago established,in71970, was really bought

over by the Government It was formerly'the Bank of London and

been

' Montreal whlch had’establlshed in 1960.

In-an'attempt to ensore'that local sevings were allocated

to the most produCtiVe sectore of the economy among other things,

 ithe Government in-its‘Third-Iive%Year Development Pian; 1969-1973

expreSsed'itsrintention to (a)‘entourage the formation of locally

""owned or controlled commerc1al banks and (b) urge forelgn banks.

in the economy to 1ncorporate locally

' ' ' had
Thus, by 1973, three forelgn commercxal banks/become

locally incorporafed changlng thelr names to Barclays Bank of

Trinidad and Tobago lelted The Royal-’Bank of Trlnldad ahd. Tobago

lelted and Bank of Nova Scotlia (Trinidad and Tobago) Limited. In

: - decided to- :
1980 another bank hav1ng/1ncorporate. locally, became_Bank of .

: Commerce (Trlnldad and Tobago) Limited. f_The two American banks,




First Nationa17City5Banh'ano.Chase Manhattan_Bank'reSisted local~
'izatiOH attempts un to;1980_with'the result that action has been |
'_taken againSt them. 'Honever, faced w1th thegthreat of'restrictions

in 1981 First Natlonal Citibank dec1ded to incorporate'locallyo
"whilerthe other bank chose to close,down its friniaad and Tobago

operations.

Wlth 105 . commerc1a1 bank offices in Trinidad and Tobago in
1980 the populatlon to bank office ratio had fallen to about 11,400.
' Banklng serv1ces_were now available to most raral-villages except

the most remote.

Along w1th 1nst1tutlona1 changes in the commerc1al banking
sector durlng the 1964 1980 period, several changes were also

1nev1tably taking place in the structure of commercial bank assets

during the period.

One of these imnortant changesiwasjthe deciine_inimportance
of;the‘foreign assets component of the portfolio In fact, thiS'
asset category was on - the decllne since 1960 when 1t represented
40. 3 percent of total assé%ee'%%ﬁs ohaylng a secondary role to the

now major asset category, loans and advances. In 1980, foreign

.assets'represented a.mere_l.g percent of the total'assetrportfoliq.

The fall in ‘this asset category can be attrlbuted to
several factors In hls work on Brltlsh Gu1ana ‘Thomas (1965)
suggested that'the runnlng down of forelgn balances resulted from

[

expansion in bank advances.

7Thomas,r"'Commercial,Bank_ing in:British Guiana', p. 49,




There is no reason to deny the operation of this factor in-the
case of Trinidad and Tobago. In facf, bank executives have pointed
'_ohtj that the ekpéhsion-of hire purchase iending by commercial

banks -in Trinidad and Tobago, began in the mid—siities.

;With thé granting bf independence'in'1962kand the,estaﬁ—
lisﬁment of a Central monetary authdrify in 1964; commerciairbanks
o déubt thoughﬁ,fhat'tﬁeir)porffolio<structufé‘should take =
éogniSahcé'of.suchrchanges.  ngéver, any'doubtswefe removed bf
Sectiop 17 (ii}:of'the_Baﬁking,Act71964'which empowered the

Central Bank to prescribe a local assets ratio.

By lQG?thérefore,_the fbreign assets éombonent, which 

. aﬁbunted to-6.3 pércent of total-aSsets wasrcleérly on the decline.
‘This,figure-feii,further to l.Qkpéfcent when the pound sterling |
-was devalued:in-quembef-1967,and 18&@ thé‘commercial banké to
" convert sterling assets intorTrinidad:and Tobagb“dollars. Yet
~another dééliné ihlthis cémpoﬁenf bf;the asset ﬁort£qlio came in.
-197l'wheﬁ thé'pqun&fstefling was.deciarédua foreign-currencyrand
'the}éfdre subject toipkthaﬁge'coﬁtrol. ‘InAlsjzﬂ foreign assét$
represenfed 0;4:pércenﬁrqf total dssets - a level from which it has

since not deviated‘much.

“The issuiﬁg of lbcaI'Secﬁrifies was- undoubtedly a. signi-
ficant factﬁf wh%chétrehgtheﬂedthegase égainst'the holding of
-foréign éséetérby the commercigl bénks,_ For in 1962,-tHe first
isste of Treasury Bill# were made in Trihidéd and Tobagorwhiie in

1964, $29.7 million worth of govérnment securities were issued on -




theinerkef.

Concomitent with the fall in foreign‘assepS'holding by:
commerc1al banks durlng the period was a ‘rise to dominance of the.
loans and advances component of the portfollo as seen in Table 2.
The 1oans-and asset category after-rlslngrto dom;nance in the.
-portfollo in 1960, occupied thanrposition untilf1980 ranging from:
40.5 percent 1n 1960 to its hlghest level of 69. 8 percent 1n 1973

- with an annual average of about 60.0 percent between 1964 to 1980,

as seen’ in Table 3.

_-Some useful insighcs might be geined ifrphe Trinidad and -
:Tobago 51tuat10n is compared to that whlch obtalned in the devel-
| oped_economles, See Teble 4. - Firstly, after 1965 in partlcular,
loans and'advanceSAin'Canade,,never rose beyond fifty percent,of
‘total assets. SeCOndiy; .~ this aSset category was just
'over 50 0 percent durlng a srmllar per10d in the Unlted States. .
Now,rwhile.this patternﬁof portfolio allocetiOn naY-not be unex-
ipected in_theee developed counrrieS'in rieWtof‘their larger supply
of'innestment'seCuritieS,;theocese of Trdnidad and Tobago requiresr
a'different enplenation 'if onlyAdne to this‘developing country's
11m1ted 1nvestment opportunltles ' Thus one p0551b1e erplanatlon

~ for such a*rrr o proportlon of* loans and. advances in the-

: y be
;total portfollo/related to the source of dec151on maklng That'ls,

it mlghthave been the case,’ that the proportlon of total assets -

that could be held 1n any partlcular asset was 4. dec151on of the




STATIMENT OF ASSITS {1964-1980
' /bollars Thousand/ .

[ A s s ot s
e T RALANCIS WITH OTIER | TREASURY | - AL | OTIER j-
- FORIELGN - BANKS TN TRINIDAD | BILLS & | COMMER-| poTATE |LOANS | ASSLT'S N
ST | CASI AW TOBAGO OTHER | CIAL. |. MORT- | AND INCLupING | oML
CLlon e o Central | Conmercial | SECURITIES| BILLS ‘GAGES | ADVANCES FIXID
- ‘ Buank © Banks | IN T.8&.T. : - ' - ASSETS ‘
e ‘ ‘ ‘ | ‘ ] “ ‘
Jusl |38,75¢ | 1,968 | - | 12,284 | 31,765 | 7,571 | 7,673 | 121,503 26,749 ‘,y 260,767
wes {30,002 D 1e,298 1o 17,0300 | 27,515 | 45881 3,323 | 144,776 | 33,055 | 272,777
wou 20,980 | 18,200 | iz,a77 | 8,004 | 27,923 | 4,041 ( 2,065 | 162,891 | 43,362 | 293,041 |
wo7 110,798 ¢ Y, 881 13,324 | 3,336 - 45,146- | 5,094\ 2;901 | 184,908 | 31,191 | = 315,600
e 15,970 i 13,288 | 26,906 | 4,768 | - 57,018 6,759 | 2,673 206,222-) 53,299 . | 376,904 |
qoey osagoyoun,7870 | 22,231 13,770 ) 40,303 | 8,259 | 4,524 | 271,649 | 37,466 | 415,938 |
CwWT0 [45,477.] 11,564 | 25,195 | 14,262 54,130 | 7,794 | 5,626 | 324,886 | 32,472 .| 491,415
1971 18,413 .1 14,161 39,753 | 10,771 | 98,367 | 9,255 | 6,333 | 367,211 | 47,499 | 612,161
19727 | 3,005 | 18,304 | 34,867 | 13,964 | 98,033 | 10,781 | 12,710 506,820 | 60,544 759,038
1973 | 3,000 | 2§;ll{| | 52,100 | 21,911 | 70,056 - | 11,822 | 24,898 | ' 637,210 y.67,708 912,490 |
1974 | 3,051 \ 28,018 | 179,042 | 28,799 _.1}5,469 25,601 30;774.‘ 676,414 | 89,882 - | 1,;78,6501,
1975 | 4,551 | .31,877 | 312,284 | 29,699 105,575 | 27,363 | 39,714 | 880,863 |123,938 | 1,555,864
1976 111,221 ‘}.31,734"} 432,521 | 36,723 | 128,779 | 39,775 | 56,910 |1,187,383 |159,907 .. | 2,085,003 !
1977 126,363 \ 50,111 | 386,950 ‘l68,707 | 158,631 | 24,155 | 78,475 |1,671,856 |180,195° .| 2,665,443 - |
197 41,145 | 61,517° | 341,770 1105,232 | 167,712 | 43,058 | 94,901 12,262,654 |357,069 - | 3,475,058 ]
1979° (88,615 [112,427 - | 705,108 | 86,485 195,978 | 57,195 124,367 |2,658,677 |332,039 | 4,360,891 |
L 1UB0. {97,485 $1un,u31 773,156 ‘ 74,197 185,090 71,965 1178,601 3;293,446'-441,897 | 5,215,808
lSUiHlCl-l:. Central Bank ui ’[‘rjnifdatd_ ar}d j‘obggo J qutMy Statisticaf‘L Digest{z

TR Y e SO
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TABLE 3
o | ~ Balances due from Loans and Overdrafts.
End of Period " Banks Abroad -(net) (per cent. of
=0 | (per gzggtgf total total assets).
1946 60,8 j_14}5
1947 39.2 27.9
1948 48.5 - 29.9
1949 55.5 24.3
1950 53,4 24,6
-igsi 47.9 29.5
1952 50.1 30.7
1953 52.4 29.5
1954 53.4 27.9
1955 479 34.8
11956 50.7 30.8
_1957. 61.4 . 23.1
1958 53.0 26.0
1959f 48.7 30.7 -
1960 140.3 11,40.5
1961 29.9 50.5
1962 Azb.ﬁr- . 53.7
1963 27 Ef | 46.7
et

- SOURCE:

_ Central Statistical 0fFicE
1963, - - | |

\-.

L"'}:l\nnu_a?l‘ST:'a'ti'stic'a-]. Digest
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TABLE 4 .

LOANS AND‘ADVANCES‘AS A PERCENT OF TOTAL ASSETS

1955 .1960_" 1965 | 1970‘_'1 ':}§75- . .rlgsotj.‘
| Triﬁidéd and Tobago 348 45.5 s3.1 | 661 Cose6 0 | 63
United States Qf-Americg | | ose2 | s 53.5 | 540 | 58.9 (1873) | m.a.
United Kingdom f  | ~ “-  - | 617  84.3 L 716 .V | 76.1
1Egypt- :  '- | : H,' ‘f‘: .— . 50.5 | 50.5 | 59!9. a "55.5 ‘. 55l.31
Canada | o N - | 2.0 | s0.2 : :3622 ';  448 42.2°

'11978 figure.

SOQURCES: H.E. Dougall and J.E. Gaumity . Capital Market and Imstitutions, .3rd ed., J
New Jersey: Prentice-Hall Inc., 1875, p. 32. . , : ‘
Central Bank of Trinidad and Tobago Annual Reports; Bank of England Quarterly
Bulletin; Central Bank of Egypt Economic Review; Bank of Canada Review.




'parent'bank and hot of the subsidiary. In fact this explanation

has been suggested‘by some of the banks themselves.

But while the_sharerof loans and advanceés -in the portfolio
might be consideredlsomewhat low in the siXties'its share has
,deflnltely 1ncreased durlng the "seventies. Some of the facters
respon51b1e for thlS were the 1ncrea51ng 1nvestment opportunltles
“in the Slxtles and the conSequent stepping up of lendlng by the
commercial banks. ,The_incfeasing atttactiveness‘of-loans and
advances compared to foreign. balances in terms of rates of return,
should not be tuled out. - This contention in the case of Trinidad and Tobago
assumes some similarity with that of British Guiana. With the use of Thomas's

~ table9 and assuming that the rate on foreign balances can be approximated by
,the U.K. Bank rate our contention seems reasonable. .

Not only was there a ‘change in the total value of loans
dand advances granted durlng this perlod but changes in the dis- -
trlbutlon of thlS item-also occured Por, whlle avallable data
are not suff1c1ent1y detailed it can certalnly be stated that 1n
1963, personal loans -(44 8 percent) accounted for'duelargest pro-

portlon of ‘total 1oans and advances ‘Loans to'tHe distriButive

trades sector now represented a- mere 23. 1 percent of total loans 10

This‘sector,,termed "Individuals (nonjbdsiness loans)™, in-
Central Bank data, continues to dominate the Idans and advadnces
portfeiiq, up to the,preSent time, amountlng to 35 2 percent of

'rtOtalrloans and'adfantes in-1980 (Table 5)

8 o .

Based on. 1nterv1ews conducted '

10 9Thomas, "Commerc1a1 Banking in Brltlsh Guiana', p.71.
C.5.0. Annual Statistical Digest, 1964. - :




TABLE 5

ANALYSIS OF LOANS AND ADVANCES ($m)

1969l 1970| 1971} 1972|1973 1974|1975 - 1976 | 1977 ."1978 1979 | 1980 .

Distributive Trades | 76.6 85.5 §7.1,109.0(111.8120.5 122.2| 137.5| 233.6] 5318.4] 389.1| 453.6

Individuals = . - B | N P o S e S CE
(non business loans) | 79.3|' 91.3112.7|153.4|195.5| 237.4|369.9] ss4.2| 714.4| 932.7] 977.9|1,153.6

| Manufacturing s1.z| 71.3) 72.5]113.9{120.7,130.2] 148.7] 182.1| 335.8 417.0f  410.6]  503.4
Agriculture - | 5.2l ‘7.8 7.5| 12.9| 16.8| 1.3 21.5] 27.2] 37.1] se.1| - s1.2| 90.9

Government and : , L ‘ : b ‘ - : I
other Public Bodies | 15.2 9.4 22.0) 30.6¢ 89.1; 72.9] 70.4 '50.44 . 40.2 81.3)  118.0) Z238:7

Other 42.8) 60.9| 65.01 86.7|102.5(105.1|148.0] 234.8] 237.3| 452.6| 701.0| 840.1

‘Total . - 1270.3]324.2(366.8/506.5(636.2|675.4880.7(1,186.2|1,598.4]2,261.112,647.8 3,280.3

SOURCE: - Central Bank of Trinidad‘andﬂTobago'AnﬁuallReports.




The dlstrlbutlve trades sector, wh1ch represented the
-ralson d'etre of commerclal banklng in the colonlal period,
decllned to the third most 1mportant reclplent of loans and
advances In 1972 the perOTthH of loans and advances allocated
to thlS sector represented 21.5 percent of the total with 22.5

percent channelled 1nt0 the mmuﬁacturlng sector This ranking -

has been retalned up to 1980 (Table 5).

‘ One.erplanation for the reiative'grOWth iﬁ loans to l"I_ncili—
—viduals (non-businees 1oans)” in the total loans and advances .
portfollo <1s the expan51on ‘of hire- purchase 1end1ng in the early

7751xt1es byrcommerc1a1 banks culmlnatlng in Central Bank controls
in ‘the late Seventles; “On'the demand 51de, grgwth in dlsposable
-income eccomodated'such’lending. ,It mey be'added,'thetfmost

bankers would agree that short term 1oans on hlre purchase agree—'

ments 15 a . most profltable avenue for 1oanable funds.

-.The-fact'that_ioans and;advances to,the-manufacturing
’secter_wae begining te'take a reletively-iarger”share of the total
'ieeﬁe ahd‘adrehces portfdiio;'might;be an indication of the benkingr
séetors response to the government4s industrialization'thrust_in--

‘the sixties and early seventies.:

Oonly marglnal changes have occured in the distribution by
type of 1oans and advances, durlng the decade of the seventles (SmaTebk
',OVerdrafts, Wthh represented motre thamn flfty percent of total

1oans and advances for the entlre perlod decllned marglnally from




1975. 70n-the?other hand "Other Demand" loans increased marginally
Ffrom under 20.0 percent in the early,seventies tofjuSt above the

120.0 percent level for the rest,of the-deeade; beginning in'1971;

Term loans represented the most - stable proportlon of total
1oans and advances, varyrng llttle from approx1mate1y 20. 0 percent.

of the ‘total, during the entlrerperlod.

_ The generai stability in the proportionrof‘term loans in
the portfollo was further reflected in the term tormaturlty of the
;_loans rnvolved (Table 7) The pattern whereby more than a half
of total term and real estate 1oans represented a one-to- four year ;
) repayment-perlod wh;ch obtained in 1968 for example, was malntalned
up to'iQSO A marglnal decrelse ‘however, -occurred after 1974
. Loans w1th a repayment perlod of less than one year‘constltuted
less - than 10.0 percent of the total ‘term and- real estate loans
 5dur1ng the perlod 1968 to. 1980 as seen in Table 7 _Loans contrac-
-ted for over four years emounted to an apnual average of'about 37.0

perCent_during'the similar period.

It is cieimed‘that toe basic rule employed by commercial -
banks like most other financial institutions is the principle of
,hedglng through maturlty synchronlzatlon ‘r‘e in matChing their
 assets with thelr 11ab111t1es commercra?eégnig/ensure that on
averagertherr assets mature at the same time thelr debts become
| doe. Thus,Aa;four:Yeer.loanrshould_mature around the time that a

'four—year'debteis due. The interest rate spread”between,the loan
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TABLE 6

TYPES OF LOANS AND ADVANCES (PERCENT)

TYPE | w97z | 1973 | 197¢ | 1975 | ‘1976 | 1977 | 1978 | 1979 | 1980
. Qverdraft - 61.8. | 61.6 | 60.8 |°57.0 | 56.2 | 36.7 | 57.3 | 55.00 | 56.2 7| 7
‘Other Demand =~ | 17.3 | 16.4 | 18.2 | 21.1 | 23.6 | 24.9 | 22.5 | 23.5 | 23.0
Term | ze.s | o22.0 | 21,0 21.9 | 20.2 | 18.4 | z0.2 | 21.5 | 20.8
SOURCE: Central Bank of Trinidad and Tobago.

TABLE 7

TERM AND REAL ESTATE' LOANS - MATURITY STRUCTURE

1968 | 1969 | 1970 | 1970 | 1972 | 1973 | 1974 | 1975 | 1976 | 1977 | 1978°| 1979 | T1080 |

‘Under 1 Year | 4.6| 8.5| 5.0 4.9 6.3[ 4.9| 6.3| 7.1|12.4( 7.3| 7.4] 4.5| 5.2
1-4 Years | 62.2147.5 | 66.4164.0{62.9{52.2|52.0|62.21{48.5| 54.056.3| 56.6| 52.2

4 Years and Above | 33.4 | 48.3 | 28.7|31.2 | 30.7 | 42.9 | 41.8 | 30.7 | 40.07| 38.2 | 36.3| 38.9 | 42.6

1First Quarter. -

 SOURCE: Central Bank of Triﬁidéd'and Tobag§.




‘tate and the rate on the debt would then be crucial. in the‘celcu~

: letionrof_the’bankts;protits;‘

Commerc1a1 banks in the Unlted States appear to have
'adhered to th15 prlnc1p1e Thus, ”at the end,of 1973, it was
estlmated that better than 90}0 percentrofbboth-their'assetsrand
liabilities were of a. short term natureﬁ.ly' | | |

_ - -.The expetience of commercial.banks in Trinidad ano:Tobago
‘hae been.different- On the 11ab111tles 51de [Table 8) totel
'dep051ts have shown a tremendous 1ncrea5e over the 1964-1980 perlod,
from $24O 9 m11110n in 1965 to $3, 991 7 m11110n in 1980. Time
deposmts have shown the most dramatic 1ncreese mov1ng from 15 2
-Qpercent of total deposits in 1965 to 41.9 percent in 1980.
‘Savings dep051ts decllned marglnally from the forty percent range

in the sixties to the thlrty—percent range in the seventies.

Long term 11ab111t1es, i e- saving and term (over one year)
dep051ts have shown 51gn1f1cant 1ncrementa1 increases as seen in
 Table 9. - While the 1ncremental inctrease between 1970 and 1972
‘measured $181 8 . mllllon the 1ncrease between 1978 and 1980 reached
$997 1 mllllon - a more than flve fold 1ncrease 1n long term lia-
b111t1es -Marked 1noreases in the 1ntetven1ng yearsralso occurred

as shown in Table 9.

1.lHerbert_E{ Dougall and Jack E. Gaumity, Capital Markets and
Institutions, 3rd ed., (New Jersey: Prentice-Hall, Inc., 1975},




'TABLE 8 =

TOTAL DEPOSITS AND ITS COMPONENTS {%j

'Total.l ($1ﬁ) Savings ‘I(J'épos‘i*t‘s .Demand Deposits. q Tirrllle‘ Dep-'os‘it‘s‘

'195; 240,90 o 38,0 15.2
'19§7_ 'ﬁzsi.s i7.2 33,7 19.0
11969 365.3 49,1 246 29.0

1971 543.0 43.6 20.4 36.0°

1973 " 748.8 37.8 17.6 4.6
1975 1,287.5 36.7 20.6 42.7

1977 "2,163:;' 372 23.1 397

1979 '3,520.55-' 33.8 22.5 43.8

- SOURCE: Central Bank of Trinidad and Tobago, Digests.
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TABLE 8

- TOTAL DEPOSITS AND ITS COMPONENTS (%)

pr

. Total'($m)'ll

Savings Deposits

‘,Demand}DepoSits

Time Deposits

1965

-“i967 :
1069
1971.

- 1973

1975,

1977

1979

.240;
281,
365,
‘543.
748.
L,
2,165,

3,520.

g

47‘i.
47;2'
49.1
43;5
37.8
56,7

7.2

33.8

I 38?0
.33[7
e
20.4°
17.6 -
,20.53
;23;1”

22.5

15.2
19.0
29.0
36.0
44.6
a2y

39.7

SOURCE:

Central Bank\bf Trinidad and Tobago, Digests;
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SRS Inecliudes “term and real estate loans over one

Flrst Quarter

- except T. blllS

**Sav1ngs‘dep051ts Plus term deposits.

year‘to maturity plus all securities

TABLE 9
‘LONG'TBRM ASSETS -AND LIABILITIES OF COMMERCTAL BANKS :
\ INCREMENTAL COMPARISON ($M) '
B S 1972 | 1974 1976 | 1973 1980°
) . ‘

~ Incremental Investment in Long Term Assets® 66.5 | -1.8 | -164.1 | 270.3 | 173.2
‘Incremental Long Term Llablltles """ - 181.8 '297.2 594.1. ,712;2' . 867.1

. SOURCE : Céntfal Bank Digests. -




- In'the case of long—termraesets, howevér, the ebservatione
‘;are markedlyrdifferent for;the‘similar period; (Table_g). Ldng
term inetruments,vapproximated by'term ahd'real eetate loans of
‘cver one year to maturity.plus-long'term secﬁrities, show ah-
incremental increaee ef-$66 5 ﬁillicn in 1972 from 1970. The
.comparable 1980 flgure stood at a mere $173.2 mllllon indeed a

rsmall decllne of $1 8. mllllon occurred in 1974 compared to the

_ 1972,f1gure.'

The ev1dence suggests therefore that COﬁmercial-banks
in Trlnldad and Tobago durlng the period 1970 to 1980 did not !
adhere to the hedglng pr1nc1p1e in maklng portfollo management
-dec151ons ' Increases in. 1ong term dep051t 11ab111t1es far-sur—'
"passed the value of 1ong term 1oans granted and other long-term
investments made. Time,_demand‘and‘savingsadeposits all repre-
sent eignificant:Cdmﬁohehts 0f-tota1'deposit-liabilities for banks
iniTrinidad and Tohage' Thus, significant and proionged-variation
in any one of the components would make synchronlzatlon with the |
:asset 51de extremely dlfflcult ' The degree.of synchronlzatron
- was found to vary from bank to bank"however This was'ﬁartly

due to the type.of dep051ts 1nd1v1dual banks attracted and also

to the lending pollcy of each bank%?

- IV: Conclusion.

The commerc1al banklng sector in- Trlnldad and Tobago has

A .

. undergone 1nev1tab1e and 51gn1f1cant changes, both in its general




1nst1tut10nal structure and also 1n its asset portfollo structure

in partlcular, from the colonlal period through the central bank-

ing era,: to the present,

‘ In‘terms_of its insritotional strocture, the populatioﬁj
hoer-bank'office deciihed from 277,651 in 1900, through 20,675 in
1964lro arouhdlii;ddq in 1980. Most areas now have bank offices
ercept:the most'reﬁOte‘rurai'villages,‘ Local ownhership ryie'.r
eqoity holdinghbyrnetionels and government, however;_is-only a
receot bhenomena,.beginninghin71970; Major changes in the asset
oortfolio structure inciude: o | .
.(i) : the rise to domihance of'the Loans and onences asset

_categoryrfrom iQGO to the present, |
{ii) the concomitant deciine of the Foreign ASsets category_

fter i960<'froh a.positioh'of domineﬁce”iﬁhthe portfolio,
(iii) the holdlng of Balances w1th the Central Bank since 1966 and

(iv) _1nvestments 1n Treasury Bills and’ Other Local Securltles

since thelearly sixties.

| Chanées;hot'uhexpectedly, also took'place eithih theresset
"-cetegories}' Forlekemoie, the-major proportion of loanable funds
in the Loans and Adrances portfolio was channelled into the dis-
2tr1but1ve trade sector unt11 1963 when thls proportlon was alloﬂ

cated for personal purposes This sector has contlnued to - recelver

' the major proportlon of total Loans and Advances ‘In 1972 the

second most 51gn1f1cant share of total 1oans and advances went to
N

the manufacturlng sector, replac1ng the dlstrlbutlve trade sector,

|
\
i
|




which sector then fell into third position in terms of proportional

. loan allocation.

, Esseetialiy,rtwo sets of factofs may explain the changes
in perffqlio!strecture-over fhe yeefs. Firetly;“fisk/return
_factore within the'context of'portfoiio theory and secondly certain
“1nst1tut10na1” changes However, the two sets of factors are not
necessarlly mutually exc1u51ve that is,;”instixutienal” Changee

wouldlmve*influenced risk/return considerations in certain cases.

- Included in tﬁe first.group of facfers-are (i} chenges in
:.interest-fates iﬁfTriniaed:end.Tobago vis?a-vis-the-United Kiﬁgdom,
_ﬁotwithstanding - the close proximityjef rates in bqth countries
rpartlcularly in the 51xt1e5, (i1) the incfeasihgravenues for loans

and advances in the 1ate 51xtles and- seventles as the economy
expanded,r(;ll),the sterllng devaant10n_0f11967 and (1v)_the

1exehange contrelrreguletions of 1971.

7 -”The eeceﬁd set.of factors which might;exﬁlain Portfolidf
;adJustment 1nc1uded ”1nst1tut10nal”'changes like (i) the attalnment
-rof 1ndependence 1n 1962 and with this the establlshment of the |

Central‘Bank.under'the Act of_1964 (ii) the varlous regulatlons
that would have suggeeted_pertfolio adqutments on_the,part of the
commercial bankslend'perhaﬁs, (iii)wthe”iocalisefieh thrust of the

seventies. But perhaps the most 1mp0rtant factor was the 51gn1£1cant
input of the parent bank in the decision maklng process of multlnatlonal
‘banking.
o But . whlle the above sets of factors may be used to explaln—
i 3 ,
1ng the 11qu1dat10n of one asset category in favour of another in




'the‘portfoiio such.as fofeign balahCes,;Vis—a—vis loehs'and
1advanee5 there are other explanatlons for changes w1th1n an asset
_cétegory.: For example -the nonésynchronlzatlon Qf long—term assetse’
ngﬁd liaBilltlessmay,be<attributed'to the verymnafﬁre of the loans
'and'ﬁepositS'portfolio as well as partlcular policies of 1nd1~

7:v1dual banks towards these two elements

Mehtion'mﬁst be made of the impact of'the,oil boom on _

cOmmerciai'benkingrih Trinided end'Tobagb5'and the related dramatic

' *1ncrease in 11qu1d1ty of the banklng system. Whereas, Balances

w1th the Central Bank represented $52.1- mllllon or ‘a mere 5. 7 per—
‘cent,of total assets in 1973,'th;s flgu;e,-whlch,constltutes

-'eommErcial banks reServes,-fese to $179.6_miilioﬁ-or 15.2 percent
:dfrtotal'aesets in-1974'—ra dfematic net'infleW'ef funds into the

economf. The comparable figure for 1980 was 14.8 percent.

-;inlfaef, cOmmerciaiebank reserveseheld et?the Central
-'Bank, i,é. Beiaheee Withrthe Central Baﬁk, replaeed'the asset
categoTy ”Treasury—Biiis aﬁd Other‘Securities'ih Trinidad andr
rTobago”.ln 1974 as . the second most 51gn1f1cant asset in the total

portfollep Thls p051t10n was retalned to 1980
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