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ISSUES REIATING TO THE CENTRAL BANK’S AUTGNOMY
IN JABICA

The establishment of Central Banks within the Caribbean is a
relatively recent phenamenon. FPolicy makers, after 30 years of existence of
the Bank of Jamaica are still balancing the pros and cons of greater
autonamy for the Bank. ‘The appropriateness of the move towards a more
autonamous Central Bank for Jamaica has to be examined in the context of the
desired role and functions of Central Banks. In this regard, the
experiences of other Central Banks such as the Bundesbank, the Federal
Reserve, the Eastern Caribbean Central Bank (BECCB) ard the Central Bank of
Barbados are briefly appraised in order to evaluate the view that an
indeperdent Central Bank ensures a more efficient management of an econcmy.

The paper seeks to arrive at certain conclusions as to whether the
lack -of=independence of the Bank of Jamaica mggﬁ%ry cause of a record
of less than appropriate monetary and fiscal management; or are these
monetary and fiscal problems a result of cther causes such as limited
managerial/technical expertise of Bank and Ministry professionals. It is
hoped that conclusions obtained will act as an indicator to policy makers as
to preferred directions in terms of autonomy of the Bank of Jamaica. The
paper is divided imto five sections. Section I will loock at the general
role and function of Central Banks and a discussion of the issue of the
appropriate degree of discretion to be exercised by them. Section II
investigates the performance of same relatively independent central banks:

i
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Burdesbank, ECCB, FederalReﬁervearﬂoftheCentralBankofBaxbadosmidl!_
has less cbvious autoncmy than the other three. Section III is an cvervieu;_
of the Bank of Jamaica’s performance in terms of what should be its central

function as defender of the intermal and extermal value of damestic

currency. Section IV, the coanclusion, explores the lessons to be learnt

from Bank of Jamaica’s experiences in the context of those of the other

countries surveyed, The fine. section makes certain specific

recamendations with respect to the institutional organisation, role amd

discretion of the Central Bank in Jamaica.

1!’1
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SECTION I N
Role and Function of Central Banks and The Concept of Autonomy

The origin of the expression “"Central Bank™ was as a result of the
institution becaning the "banker of banks". Almost every country with a
developed financial system has a central bank of same form or other. Whilst
the precise functions of central banks are quite varied, and different
functions may alter in importance over time, it is still possible to
identify four key areas of operations cammon to all Central Banks.

(i) Banking, including the issue of bank notes.

(ii) Monetary policy and control, including the adjustment
of banking sector liquidity and the control of money
supply growth and short-term interest rates.

(iii) Financial regulation, including supervisory functions
in respect of the banking sector, financial markets
and international financial activities.

(iv) Exchange rate policy and foreign exchange management.

The central bank (the Bank) has the exclusive responsibility for the
issuing and redemption of notes and coins. It also recammends, designs and
arranges for the printing of new notes and the minting of coins.

The Bank may act as banker to the goverrment ard provides



advice to the government on monetary affairs. Itmayalsommgethe;
primary issue of govermment’s securities as an agency function.

In most countries including Jamaica, the law provides limits on the
extent to which the Bank can lend to goverrment. The Bank of Jamaica is
prohibited fram holding goverrment issued or government guararnteed
securities with a naminal value in excess of 40.0 percent of the estimated
experditure of the government in the financial year. The Bank may also
make temporary advances to govermment ut such advances cannot exceed 30.0
percent of the estimated reverme for the financial year and should be repaid
within 3 months of the end of that year.

The Central Bank maintains the accounts and monitors the activities
of all the comercial banks operating in the country and also acts as banker
to these institutions. The commercial banks hold accounts with the Central
Bank (containing operational balances) which provides them with the means of
settling transactions with each other. At the end of cheque clearing each
day, imbalances are likely to exist between the payments made to and the
cheqaes drawn upon individual banks. Where .a_bank experiences a deficit at
clearing, its operational balances will be drawn upon in order to meet the
camitments to other banks, whereas banks experiencing surpluses will have
their accounts at the Bank credited. It is by monitoring and managing the
excesses or balances in accounts that the Central Bank seeks to influence
monetary conditions in the econamy as a whole.

The Central Bank is responsible for the execution of monetary
policy. Monetary policy is concerned basically with the regulation of
money and credit to ensure that they are appropriate to the normative
abjectives of a country’s economic policy. The Bank’s role in relation to
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the formilation and implementation of monetary policy is very closely
related to its role as the govermment’s banker. There are aspects of this
function which may directly influence the rate of growth of the money supply
and/or level of interest rates. To the extent that goverrment’s expenditure
minus revermie results in a public sector deficit, financing must be sought.
It is the method of this financing that forges the link between the
goverrment’s fiscal policy and the central bank’s monetary policy.
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The autonomy of the central bank is affected when the method of
financing the deficits comes from that institution. Excessive money
creation by the central bank to alleviate a goverrment deficit, serves only
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to divert the Bank from pursuing its main function of maintaining the
internal and external value of the currency. This is because the increased
domestic financing emanating from the central bank affects Net Damestic
Asset (NDA) and through the multiplier process a subsequent increase in the
money supply is attained.

= C + R = NIR + NDA

= mm X B, ml

= Money Base
= currency with the non-bank public
camercial bank’s reserve

= Net International Reserves of Central Bank
= Net Domestic Assets of Central Bank

= Money supply

= Money multiplier

Eségwnmgzw

The increase in the money supply-will manifest itself in a general umease:;__;
in damestic prices, exchange rate devaluation and a general loss in foreign
currency reserves.

Apart from providing financing for the goverrment other instruments
of monetary policy include the manipulation of Cash Reserve and Liguid
Assets Reserve Ratios. Basic prudential reserve requirements are designed
to protect the holders of bank deposits against unsound credit policies that
may make it impossible for the commercial banks to honour their liability
cbligations. They are also tools of monetary policy since the Central Bank
has the authority to vary the minimm percentages.
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The monetary policy function of the Central Bark relates to its
respensibility for maintaining the value of the currency relative to foreign
arrencies. This requires management of money growth within limits so as to
kesp domestic inflation at levels which do not diverge drastically from
those of the country’s major trading partners. ‘This implies also that
credit should not be such as to generate an excess demand for foreign
excharge for imports and capital outflows. The role of the central bank in
this regard also entails management of a country’s official foreign exchange
reserves and overseeing the foreign exchange markets to ensure an orderly
process of resource allocation.

The Central Bank also performs an important regulatory role within
the financial system, with particular emphasis placed upon the supervision
of banking activities and non~banking activities. 1In Jamaica the Bank
Inspection Department monitors the commercial banks to ensure that they
maintain a sound financial position and other cawpliance with the provisions
of the banking legislation. It may also have the responsibility for
supervising non-bank financial institutions.

There are different views .as_to whether an independent central
bank is necessary to carry out the core functions of protecting the value of
the currency through its monetary policy. It is argued that monetary
corditions pertaining to credit, pramotion of price stability and the
determination of the exchange rate can be dane in concert with other
agencies, such as a planning institute or a ministry of finance without
prejudicing the efficiency and effectiveness of the policy.

However, there is another school of thought which regards the close
association of the central bank with these institutions as being inhibitive
to the performance of dbjective monetary policy. This may create a conflict
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of interest arising fram a disjuncture between the expenditure needs of the
government and its ability to finance it from ordinary revemies. Whencver
this occurs the central bank is very often called upon by goverrment to
accommodate the fiscal excess. In certain countries, eg. Germany the
constitution defines certain limitations on the power of government to
demand inflatiopary financing from the central Bank and it mandates the
central bank to defend the value of the currency at all cost. Where the
central bank lacks control over govermment’s demand for fiscal
accamodation, then if goverrments do not exercise fiscal discipline an
external institution such as the Internal Monetary Fund (IMF) may provide
the institutional context for macro-econcmic adjustment. The intervention
of the IMF usually occurs when the process of fiscal accamodation begins to
result in chronic balance of payment deficits. At this stage the IMF steps
in and underwrites the preferred role of the central bank in ensuring more
effective credit management., discouraging fiscal accammodation thereby
supporting the value of the currency.

As a result of the entarglement of fiscal and monetary policy in
Jamaica, . the=Bank of Jamaica has not been able to gg;%fvely ensure price
stability, control monetary expansion and cxtail exchange rate
depreciation. The process has resulted in huge cash losses for the Central
Bank as there has been a failure to secure reimbursements for the cost of
money market intervention. This has led policy makers to start looking
towards the potential advantages of a more autonamous central bank.

Central bank autonomy implies not being subjected to operational
orders fram unipartisan political control or from orders from other
goverrment departments, such as a Ministry of Finance. It also entails
having financial independence. At the same time the Central Bank needs to
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be accountable to the country’s tax payers. The Bank must be sensitive to
the social, political and econamic enviromment within which monetary policy
is set and at all times try to clarify policy to goverrment and the general
public.

It is a fact that goverrments are faced with miltiple abjectives,
such as growth, development, full employment, externmal eguilibrium, price
stablllty and equitable incame distribution. The central bank being the
muber one financial institution in a countxy, needs to contribute to the
achievement of these objectives. Nonetheless the central bank should not
allow itself to be pulled in all directions.  Relative damestic price and
related exchange rate stability should be the central bank’s main concerns.
The primary responsibility of the central bank is maintaining the value and
purchasing power of the cuwrrency. Evidence has shown that countries (with a
few exceptions) that have been successful in maintaining a relatively stable
currency are those in which the central bank have same independence from
govermment’s influence.

The consideration of central banks’ autonamy relates to issues of
functions the central bank as an institution needs to be independent of
instructions fram the government, or any other govermment institution. The
execution of monetary policy should be vested in the central bank.

Institutional independence by itself is not sufficient. Full control
of monetary policy also requires that the central bank be functicnally
independent. The central bank must have the sole and unrestricted authority
to use the traditicnal instruments of monetary policy, such as reserve ratio

manipulation and open market operations in pursuit of its dbjectives.
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The Deutshe Bundesbank is the only Bank from the five central banks
(Bundesbank, Eastern Caribbean Central Bank (ECCB), the Federal Reserve
(Fed), the Barbados Central Bank and the Bank of Jamaica) surveyed in this
paper that seems to portray most if not all of the attributes of an
autoncmous central bank. This is closely followed by the EQCB, These two
banks have been able to maintain low inflation and owverall currency
stability. The Federal Reserve over the years has endeavored to maintain
monetary policy autoncmy but is still required to report to the goverrment.
Its monetary policy over the years has been relatively successful. On the
other hand the Central Bank of Barbados and the Central Bank of Jamaica are
similar in that both are institutionally dependent on the goverrment’s
direction and control. Nevertheless, the outcame of their econamic
management is significantly different. Barbados has, for the most part,
been able to maintain the external and intermal value of its cuwrrency in a
climate of low inflation, while the value of Jamaica’s currency has ercded
over the years, with very high rates of inflation being recorded. 'These
comtrasting results point to “other" factors apart from "“autonomy® that may
impact upon econamic management by a central bank. L
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SECTTON II

Camparative Performance of Four "Autonamous" Central Banks

It has been established that the main aim of a central bank should be
the stabilization in the value of the currency. The issue arises as to
whether the attairment of this cbjective requires an independent central
bank. Different countries at varying stages in their development have
entrusted the monetary management of their econamies to central banks which
have exercised contrasting degree of irndependence. Evidence has shown that
sane countries have been more successful than others in achieving goals,
such as price stability and exchange rate stability. Naturally some of this
success can be traced to the degree of autornamy of the central banks, but of
equal importance is the quality of the fiscal and monetary management of the
authorities.

The experience of four central banks, having different degree of

——=amtonamy is discussed below. The Bundesbank, an independent Central Bank at
one end of the spectrum, has both institutional (i.e., it’s independence
from governmment) and functional independence. It has succeeded in
maintaining both the intermal and external value of the Deutsche Mark. The
Federal Reserve System of the United States (the Fed), has monetary policy
(functional) independence but is still accountable to the govermment.
Nevertheless, faced with an expansive govermment sector, the Fed still
manages to curtail money supply expansion. The monetary policy of the
countries of the Organization of Eastern Caribbean States (OECS) is managed
by the Eastern Caribbean Cemntral Bank (ECCB). The preservation of relative
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exchange stability for these countries is mainly as a result of the
monetary integration which demands fiscal discipline fram mnember
countries. The Central Bank of Barbados has managed to mainmtain a
relatively stable and consistent monetary policy. The final Central Bank,
the Bank of Jamaica cammot be described by any standard as being
independent. The Bank of Jamaica’s record of monetary management has not
met with the degree of success, such as the Bundesbank, the Federal Reserve
Bank or the EXCB. This has not been merely as a result of it not being
independent but more because the Bank of Jamaica over the years has used its
nonetary policy to support the goverrment in its fiscal operations. This
hascreatedﬂwgertmglawtoffiscalmﬂmetarymlicymidlhaSMd
negative effects on the maintenance of the external and internal value of

the currercy.

DEUTSCHE _BUNDESBANK

The Deutsche-Bundesbarnk, the Central Bank of Germany was formed in
1957. The Bundesbank was born cut of a need for a stable currency and a
healthy monetary policy in general. The turbulence of the past which led to
a trillion fold increase in prices left the Germans with a deep fear of
inflation. The Central Bank is publicly owned and is obliged under German
law to support the general econcmic policy of the goverrment.  This,
however, is a limited relationship with the goverrment, since the
Bundesbank is essentially an autonamous organization and is able to operate
free of government direction. BAccording to the Bundesbank Act, Section 12:
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"Hithout prejudice to the performance of its
functions, the Deutsche Bundesbank shall be
required to support the general econxamic policy of the
Federal Govermment. In exercising the powers conferred
on it by this Act it shall be independent of
instructions from the Federal Goverrment.!

The governing bodies of the Bundesbank are the Central Bank Council,
the Directorate and the Managing Boards of the Iand (Province) Central
Banks. The Central Bank Courncil and the Directorate have the status of
supreme Federal Authorities, i.e., the same rank as a Federal Minister. The
ILard Central Banks have the status of Federal Authorities. The Central Bank
Cauncil, the supreme policy-making body of the Bundesbank is composed of the
President and Vice~President of the Deutsche Bundesbank, the other menbers
of the Directorate arxi the Presidents of the eleven Iarnd Central Banks.

The Directorate is the central executive organization of the Bank and
is responsible for implementing the decisions taken by the Central Bank
Comxil. It directs and administers the Bank. The Directorate carries cut
the following specific functions

- transactions with the Federal Governmement

- transactiens with banks that have central
functions in the whole of the federal area;

- foreign exchange transactions and external
transactions, ard

- open market operations.

The Directorate consists of the President and Vice President ard up
to eight other members. The members of the Directorate must have special
professional qualifications. They are raminated by the Federal Government
after consultation with the Central Bank Council and are appoimted by the
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President of the Federal Republic for normally eight years. They cannot be
remwved from office before the end of their term, except for personal
reasons or for reasons emanating fram the Central Bank Coauncil.

The Bundesbank maintains a Main Office in every land, including West
Berlin, 'The Main Offices are known as land Central Banks. ‘They are
responsible for carrying out transactions and ad:ninistrative tasks occurring
in their area. The Land Central Banks are headed by a Managing Board, which
consists of a President, a Vice-President and ane other member in the larger
land Central Banks. ‘They also have Advisory Boards, which consist of
representatives of the banking sector, of trade, industry and agriculture
and of wage earners. The Boards act as consultative organs, which enable
the Bundesbank to maintain contact with the banking sector and its customers
in the various Lands.

|

i
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THE CENTRAL BANK COUNCIL
OF THE DEUTSCHE BUNDESBANK

President ’ ‘ Vice President ‘

Members of the Directorate are naminated by
the Federal Goverrment and appointed by the
President of the Federal lic.

I

PRESIDENTS of the Land Central Banks nominated
by the Bundesrat and appointed by the President
of the Federal Republic.
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The Bundesbank has always regarded its function as guardian of the
currency, as laid down in the Act, as its primary task. Although the Act
provides that the Bundesbank support the general econcmic policy of the
Federal Goverrment as a basic aobligation, it also stipulates that this must
not create insoluble conflicts with the primary task performed by monetary
policy (Bundesbank Act, Section 12)., Further, the Bundesbank endeavours to
ensure that all its other typical central bank’s functions, (such as the
issue of "high-powered" money, the banker to banks and of the state and the
guardian of the national foreign exchange reserves), must all be serving the
main aim while at the same time being subordinate to its primary function.

The Bundesbank has its constitutional independence from goverrment
enshrined in its Act. The independence of the Bundesbank, which has allowed
it to pursue an effective monetary policy (low inflaation), was aided by a
comnitment to fiscal discipline on the part of the Central Goverrment.
Govermment expenditure (see Appendix 1) as a percentage of GDP averaged
27.0 percent over the 1970s and 31.0 percent over the 1980s. This reflected
relatively stable—expenditure pattern over the periods.  _Reverne as a
percentage of GDP also grew at a steady pace averaging 26.0 percent over the
1970s and 29.0 percent over the 1980s. The goverrment deficit although
increasing was manageable, with the highest being 3.6 percvent of GDP in 1975.

The Government supplemented this reverue intake with domestic and
foreign borrowing. Foreign financing relative to damestic financing
remained low during the period of the 1970s and early 1980s. After this
time, there was a marked increase in foreign loan inflows, moving from
M5.47 billion in 1975 to DM107.7 billion in 1985. The increased damestic
borrowing was not encugh to warrant significant crowding out of the private
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sector. Ioans to the goverrment from the Central Bank were also minimal
over the years. The tight fiscal management, and gfficient monetary policy
worked together to constrain money supply expansion. The highest anmial
percentage change in the money supply was in 1990, with a 18.5 percent
change over 1989; while the lowest change of 3.7 percent occurred in 1981
over 1980. The stability in the money supply was reflected in the movement
of the consumer price index. The inflation rate in Germany is among the
lowest in the world., The average ammual percentage change in prices over
the 1970s was 4.8 percent and 5.7 percent in the 1980‘s. In fact prices
fell in 1986 by 0.1 percent relative to 1985. This naturally accoammodated a
strong German cwrrency on world markets., The Deutsche Mark per United
States dollar started the 1970s at M3.66 = US$1.00. During the decade of
the 1980s there were sporadic appreciation and depreciation that did not
impact significantly on external transaction.

The stability in the exchange system over the years engendered
relative equilibrium in the balance of payments. The visible and invisible
trade categories of the balance of payments cantributed to a positive
current account, for most ‘years. The highest current accomt deficit_of.
IMl4.1 billion was recorded in 1980 and the highest surplus of DIM55.44
billion occurred in 1989. The overall performance of the balance of
payments allowed for the accumilation of foreign currency reserves.

A relatively efficient German econcmy (in terms of its macro—policy)
has emerged over the years. The goverrment has not been required to spend
excessively, neither is the central bank expected or baund legally to
support govermment’s activities. 'The Bundesbank followirxg the tenets of the
constitution has followed the general guidelines of conservative monetary
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policy, which sets the foundation for positive economic growth with low
inflation.

The Bundesbank has taken its responsibility for monetary stability as
its central focus. The Deutsche Bundesbark’s anti-inflationary success is
not only as a result of the Bank’s autonomy, but also relate to other even
more fundamental factors. The experience of hyper—inflation during the war
years (1919 - 1923) has created a social comitment to a stable currency, by
the populace, the government and the central monetary authority. The
legal/constitutional autonomy, tight monetary management, fiscal discipline,
camitment and "cultural peculiarities" inherited fram the past all served
to pramote the efficient managment of the Federal Republic of Germany’s
econany.

FEDERATL, RESERVE SYSTEM

The Federal Reserve System, which functions as the Cemtral Bank of
~the-United States, was created by tnngex__:_;ai_ﬁRﬁerveAct in 1913. The
implementation of the Federal Reserve System came out of a need to preserve
the economy from periodic financial panics that had led to the failures of a
large manber of banks.

The Federal Reserve is one of those central banks, which is in the so
called “grey zone," in terms of independence. It is not an independent
central bank according to text book definitions, since it is still
accountable to the Federal Govermment. It is therefore not camparable in
terms of the degree of autonamy to the German Bundesbank, the most cited
example of an independent central bank., At the other end of the scale the
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Federal Reserve does not fall within the category of a Bank of Jamaica, for
exanple, because it is not institutionally subordinate to any arm of
goverrment.

In its role as the Central Bark of the nation, the Federal Reserve
contributes to the attaimment of the nations economic and financial goals
through its ability to influence money and credit in the econamy. It does
this by ensuring that growth in money and credit over the long run is
sufficient to encourage growth in the econamy in line with its potential and
with reasonable price stability., In its role of lender of last resort to
the banking system, it utilizes certain policy instruments in order to
forestall national 1liquidity crises and financial panic. The Federal
Reserve’s supervisory function is all encampassing. It is responsible for
the amount of credit that may be obtained for purchasing equity securities,
it requlates the foreign activities of all United States banks and the
United States activities of foreign banks; it administers the laws that
regulate bank holding camwanies; it supervises state—chartered member banks;
and it establishes rules to ensure that consumers are adeguately informed
and-t¥éated fairly in credit transa-tions. e

The Federal Reserve is often regarded as being an independent Central
Bank. This is true only to the extent that decisions of the Federal Reserve
do not have to be ratified by the President or by one of his appointees in
the executive branch of the government. On the other hand the Federal
Reserve Bank must report to the Corgress, and thereby to the people as a
whole, on its polices. Major appointments to the Federal Reserve Board
including the designation of the Chairman and Vice—Chairman from among the
members, are made by the President and with the consent of the Senate. 2s a
result of this the Federal Reserve generally works within the framework of
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the overall dchjectives of econcmic and financial policy established by the
govermment. It is therefore more accurate to say that the Federal Reserve
is "independent within govermment".

The structure of the Federal Reserve system is a camplex one.
Cenerally, the principal companents are the Board of Govermors of the
Federal Reserve System, the Federal Open Market Camittee and the Federal
Reserve Banks (see chart below).
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CRGANIZATION OF THE FEDERAL RESERVE SYSTEM

Board of Governors

Federal Reserve Bank

(7 appointed Members) (12 Districts)
* Sets reserve requirements * Propose discount rates
and approves discount
rates as part of monetary * Hold reserve balances for
policy depository institutions
and lend to them at the
* Supervises and regulates discount window

merber banks and bank
holding campanies
* Establishes and

* Furnish currency
* Collect ard clear chegques

administers protective and transfer funds for
reg\ﬂatlons ln consumer depository institutions
finance '
* Hardle U.S. goverrment
* Oversees Federal Reserve debt and cash balances
Banks

Consumer Advisory
Courcil

Federal Advisory
Council

Thrift Institutions
Advisory Council

Federal Open Market Committee

{Board of Governors and 5 Reserve
Presidents)

* Directs open market operations
(buying and sellxn; of U.S.
goverrment securltles) , which
are the primary instrument of
mopetary policy

ﬂi
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It is therefore important to cbserve how far the Federal Reserve
although not an "independent" central bank has been successful in terms of
its econaomic management of the United States econamy. Specifically it is
important to ascertain whether the association of the Federal Goverraent and
the Federal Reserve Bark has campromised the role of the latter institution.

The Federal Govermment’s expenditure (see Appendix 2), although
increasing significantly over the years (1970 ~ 1991) remained a consistent
percentage of GDP. ‘The expenditure/GPP ratio averaged 20.6 percent for the
ten years of the 1970s. The average increased by 4.0 percentage points to
24.1 percent for the decade of the 1980s. Revenue although falling short of
expenditure also remained at a relatively constant proportion of GDP.
Revenue as a percentage of GDP averaged approximately 20.0 percent over the
period 1970 - 1990. The Central Goverrment has had a persistent deficit
over the twenty years span. Financing was cbtained mainly from the damestic
market. The Federal Reserve System’s claim on government increased
steadily, moving from USS$132.4 billion in 1980 to same US$256.4 billion by
1990. This did not warrant a significant increase in the money supply, as

-gther policies were used to offset this. The percentage change in the money
supply, remained relatively stable over the years, with the most significant
percentage change of 16.0 percent occurring in 1983. The lowest growth in
the money supply (M2) of 3.9 percent was achieved in 1989. The ammal
average growth was 8.0 percent for the 1980s. Thus the Central Bank was
able to maintain relative price stability in the 1980s. There was some
amount of depreciation of the United States dollar vis-a-vis the Special
Drawing Rights (SDR). The value of the United States dollar fell from
US$1.00 = 0.79SDR in 1980 to US$1.00 = 0.75SIR in 1989. Despite the
marginal depreciation in the value of the United States dollar, the weak
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performance of exports, led to the deterioration of the current account.
Fram a surplus US$1.20 billjon in 1980, the cuxrent account by 1989 had
reached a deficit of US$106.4 billion. The overall impact of this was a
negative overall balance for most years.

The general picture of the United States economy over the twenty
years is one in which fiscal policy resulted in huge goverrment deficits.
Fran all indications the monetary policy of the Central Bank was
independent from govermment’s fiscal policy. The money supply was not
allowed to grow excessively. Thus while the goverrnment pursued expansive
fiscal policy, the Federal Reserve Bank made an effort to counterbalance
this with tight monetary policy impact.
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EASTERN CARTBEFAN CENTRAL BANK (FCCB)

In the Caribbean region the Central Bank that Cames closest to being
described as independent, is the Easterm Caribbean Central Bank (ECCB).
The ECCB has statutory responsibility to regulate the availability of money
and credit; to promote orderly credit and exchange conditions and to provide
a sound financial structure that promotes growth and development.

The BCCB is the Central Bank of eight OECS member countries
(Arguilla, Antigua and Barbuda, Dominica, Grenada, Montserrat, St. Kitts and
Nevis, St. DIucia and St. Vincent and the Grenadines). It was established in
October 1983 and succeeded the East Caribbean Currency Authority. Being a
"commmity" Central Bank, the BCCB:

{i} issues a single comwon currerncy, with

unrestricted flow among its members;
(ii) maintains a common pool of foreign exchange

reserves, and——— R
(iii) is that common central monetary authority which

decides on the union’s monetary policy.

The ECCB is governed by the Monetary Council and the Board of
Directors, The Monetary Council is the highest decision making authority in
the BCCB. Each government of the participating territories appoints one
minister to sit on this Council. The Cauncil provides directives and
guidelines concerning monetary and credit policies to the Bank. The Board
is camprised of ten directors, the governor ard deputy governor and one
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director appointed by each govermment of the eight participating countries.
The Board of Directors assumes the responsibility for policy and general
acministration of the Bank, while the Govermor is respansible for day-to~day
management and operations.

In terms of monetary management the ECQCB has been relatively
successful, especially when compared to other central banks in the region.
The ECCB is constrained in its power to grant credit to its member
goverrments, Temporary advances and holdings of treasury bills issued by
member goverrmments are limited to 5.0 percent and 10.0 pervent of each
goverrmant’s recurrent revere. The holdings of securities other than
treasury bills in respect of all govermments, may not exceed 15.0 percent of
axrency in circulation and other demand liabilities. The statutory credit
limits imposed by the ECCB Agreement provides the monetary authorities with
control over the extent to which budget deficits are accommodated by
"orinting money". Although the ECCB has the power to comduct open market
operations in order to influence the money supply, the potential of this
instrument is constrained by a relatively unsophisticated financial system.

—— The ECCB arrangements have served to force fiscal discipline on the
part of member countries goverrments. The ECCB claims on central
goverments (see Appendix 3) have not grown significantly throughout the
period of the 1980s. 1In 1984 the first full year of the BOCB existence
claims on the Central Govermment of Antigua and Barbuda were some
EC$34.0 million and by 1990 it had grown to EC$45.0 million representing
only a 24.0 percent increase. On the other hand, claims on the gowverrment
of Dominica and Grenada fell during the period. In 1984, the ECCB had an
exposure of EC$46.0 million in Daminica but by 1990 this had fallen
to EC$38.0 million, representing a 17.0 percent decline. The same pattern
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was evidenced in Grenada, where claims of goverrment declined from
EC$43.0 million in 1984 to EC$36.0 million in 1990.

Money supply changes remained relatively stable over the period in
the three aforementioned countries. 1In Grenada, for example, the highest
anmal percentage change of the money supply at 28.0 percent occurred in
1986 but by 1990 the anmual change was down to 9.0 percent. Prices have
also remained relatively stable in these countries when compared to other
Caribbean countries, like Jamaica and Trinidad. In the OECS countries
inflation rates during the 1980s were generally low and similar across
camtries (at between 2.0 percent and 6.0 percent per anmm). This is
linked to the fiscal discipline arising from the sharing of a common
currency. Barbados and Belize recorded low inflation rates which came about
as a result of a generally balanced management of macro-econamic policy.
Trinidad and Tobago, Jamaica and Guyana had higher inflation rates (between
9.0 ard 30.0 percent). This was mainly as a result of increased
inflaticnary financing of the govermment budget deficits through central
bank accommodation leading to devaluations.
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AVERAGE ANNUAL INFLATION RATES — 1978 - 1988

1978-1980 1980~1985 1985 - 1988
Barbados 14.8% 6.3% 3.4%
Guyana 13.9% 18.7% 29.5%
Jamaica 24.1% 16.1% 9.2%
Trinidad 18.0% 11.3% 10.0%
Belize n.a 4.6% 1.8%
Antiqua 18.7% 2.8% 5.9% /1
Daminica 27.6% 4,1% 3.3%
Grenada 23.3% S5.6% 2.0%
St. Kitts 13.6% 3.8% -0.3%
St. Lucia 18.1% 2.7% 3.4%
St. Vincent n.a. 3.3% /2 2.0%

E—— —
——

Source: Caribbean Region - Current Econamic situation, Regional Issues,
and Capital Flows; February 1990

Notes: /1 1985 - 1987
/2 1981 - 1985
n.a. not available

A camon trend throughout the Caribbean region is the running of
current account deficits. The fluctuations are partially explained by
external factors, such as the world recession during the early 1980s, the
0il price declines in 1982 and 1985, the alumimmm price declines of the
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early 1980s and the increase in intermational interest rates. However, the
substantial dJdifferences experienced among countries are largely Gue to
differing damestic policies, such as fiscal balance, exchange rate
management, willingness and ability to borrow abroad among others. Barbados
was able to maintain overall macro-economic stability and succeeded in
keeping a largely balanced current account. On the other hand, Guyana
experienced severe macro-econcmic imbalances with amrrent account deficits
of around 30.0 percent of GDP throughout most of the 1980s. The OECS
countries (except for Antigua and Barbuda, and Grenada) were able to contain
their coxrent account deficits during the late 1980s.

dt
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BALANCE OF PAYMENTS CURRENT ACCOUNT DEFICIT (<) OR SURPLUS, 1577 - 1967
(As percent of @F)

SAINT  SAINT  SAINT  TRINIDAD
VEAR  ANTIGW BARBADOS BELIZE DOMIMICA GREMADA GLYANA JAMAICA XITIS LUCIA  VINCEMT  TOBAGO

1978 5.2 38 -104 -5 At 4 47 36 307 0.0 1.0
W79 %8 57 66 3.6 9.0 -15.2 7.5 -8 305 <122  -1.0
1960 2.3 25 54 .2 -2 -85 7.8 S0 -4 B2 53
981 -36.2 M7 5.8 B4 B9 B3 26 -1 B4 -2 6.0
we2 3.1 42 82 -3 380 -3.6 -13.8 -15.1 -8 -84  -8.1
1963 -11.5 48 -84 1.2 215 B4 %0 307 -10.2 72 126
W 1.2 24 64 5 -5 B0 BT 53 <134 bk -6
wes 123 47 34 28 -2 -BO B4 55 96 29 -1
198 -54.6 0.3 1.8 40 26 -2 97 29 19 2.8 B4
1967 306 3.0 03 6.2 2h5==-315  -10.9 9.8 95 -2  -6.3
968  -19.6 1.8 21  -13.0  -153 2.9 -12.0 -8 53 -85 4.3

Source: Coritbeen Region: Current Econamic &cmmi;: Situation, Regioral Issues, and Capital Flows; World Bank;
Februery 1950.
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The OECS countries’ GNP growth rate also performed at creditable
levels coampared to other countries of CARIOM. During the 19708 most
CARIOM econamies experienced poeitive growth rates although there was
substantial variation across countries (e.q. 7.0 percent per anmm in
Trinidad and Tobago and -0.4 percent per anmim in Jamaica). Substantial
capital inflows and transfers during this period were able to offset the
impact of extermal shocks. This allowed CARICCM member countries to
maintain stable growth. Nevertheless, after 1980, different growth pattern
emerged. The larger countries contracted sharply during the first half of
the 1980s (1.0 percent to 7.0 percent per anmum in real terms). This came
about largely as a result of adverse cammodity price movements (petroleum,
bauxite and sugar), reduced external capital flows following the debt crisis
and inappropriate damestic policy adjustment. Notwithstanding this, most of
the OECS countries were able to sustain and in several cases accelerate GNP
growth rates at between 3.0 percent and 6.0 percent per anmmm. Generally,

==the fiscal and monetary discipline _arising from the camon currency
agreements are dimportant factors in the relative stability and
macro—econanic growth emjoyed by the OECS members since the late 1970s.
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THE _CENTRAL BANK OF BARBADOS

The Central Bank was established on May 2, 1972 after Barbados
formally withdrew from the East Carikbean Qurrency Authority (ECCA). Thus
the Goverrment of Barbados was able to assume direct control over the
country’s monetary policy.

The Central Bank Act points to a fair amount of comtrol over monetary
policy by the Goverrment. The dbjectives of the Central Bank include the

following:

1. To regulate the issue, supply, availability and intermational
exchange of money;

2. To promote monetary stability;

3. To foster the development of money and capital markets in
Barbados;

4. -To=fester credit and exchange conditions conducive to the
orderly and sustained econamic development of Barbados;

5. Acting as fiscal agent, advisor and banker to Goverrment; and

6. Formilating an effective monetary and credit policy within the
overall framework of goverrment’s econcmic policy.

The Governor and the Board of Directors, like Jamaica are appointed
by the Minister of Finance for a limited mumber of years. The quality of
the economic management of the econcmy has been given priority attention
both by goverrment and the Central Bank alike. Monetary policy has been
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reqarded as an addition to the "armoury of economic management.” — Thus
monetary policy was used not an”  in the interest of financial stability,
but also in the pramotion of econamic development. The Government on the
other hand has shown a great deal of respect for the quality advice
emanating fram the Central Bank. The performance of the fiscal policy
management campared to Jamaica for example has for the most part, been
exemplary, in that tight budgetary management was pursued (at least up to
1987 - see Appendix 4). The Govermment deficit as a percentage of Gross
Damestic Product has remained relatively low over the decade of the 1970s
and 1980s. Govermment deficit as a percventage of GDP was a mere 0.1 percent
in 1970, peaked at 7.3 percent in 1987 but was back to 2.8 percent in 1988.
Thus the goverrment over the years (1970 - 1988) has tried to maintain
disciplined fiscal management. This is further evidenced by the relatively
low degree of damestic financing over the years, for example, for 1988
damestic financing was approximately 16.0 percent of foreign financing,
Althouwgh the Central Bank’s exposure to the Goverrment increased over the
years, it was in keeping to same extent with the increase in Goverrment’s
reverue intake. Additicnally, the Goverrment’s activities in the economy
have not had a substantial impact on the growth of the money supply. The
anmal percentage change in the money supply averaged 19.0 percent of the
1970s and 7.0 percent for the 1980s. This aided in the creation of price
stability, since the inflation rate of Barbados remained relatively low
averaging 6.3 percent in 1980 - 1985 and 3.4 percent for 1978 - 1988.
Barbados maintained a fixed average exchange rate of B2.01 = US$1.00 for
most of the period. Nonetheless, the Barbadian dollar managed to remain
stable as there is a relatively manageable current account deficit. There
were a few years in which there was a surplus on the current accamt. The
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of the Balance of Payments has been positive in that for most years there
has been a Net International Reserve accumilatieon.

Generally, despite the close association of the Central Bank with the
Goverrment, there has not been an entanglement of fiscal and monetary
policy. Both policies have worked in tandem, with the Central Bank being
allowed to undertake policies in 1line with a stable currency. The
Goverrment has also recognized the importance of fiscal discipline for
effective macro-econamic management.

Thus the Barbadian Cemtral Bank without significant monetary policy
autonamy and closely associated with the Goverrment has managed to kesp its
monetary policy separate from goverrment’s fiscal policy. This comes from a
comuitment fram Goverrment to the ensuring of an appropriate fiscal profile
conducive to econamic growth and develooment. The Central Bank has
displayed also a commitment to currency stability and contimuity in its
monetary policy.

The performance of Jamaica’s econcmy has not been as stable as that
of Barbados despite having a similarly structured central bank. Therefore,
the evidence from the four central--banks surveyed is at best instructive but
not cowincing encugh to point to "autonomy" as the ideal situation for
Jamaica. It is important that one locks at the structure, operations and
performance of the Bank of Jamaica and the government in their national

eCOnNCy .
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SECTION III

Bank of Jamaica’s Performance in the Econcmy

The Bank of Jamaica was established in 1961 out of a need for an
institution to take over the monetary and financial arrangements of an
econony woving towards  independence. In 1957 a comittee (the
Inter-Departmental Committes) had been set up to investigate the feasibility
of the establishment of a central controlling financial institution. This
resulted in the enactment of the Bank of Jamaica law by 1960. The result
was the establishment of the Bank of Jamaica as the country’s Central Bank.
The banking law sets out, among other things conditions for the operation of
banking business in Jamaica.

The Bank of Jamaica is responsible for the execution of monetary
policy to influence the level of aggregate demand in the economy. Secordly,
the Bank is responsible for the physical operation of the currency issue.

The Bank is legally constituted to make advances to govermment,
according to Section 36 of the Bank_of Jamaica’s Act®

"The Bank may in any financial year make temporary
advances to the Government which shall:
1. (a) not exceed in the aggregate thirty per
centum of the estimated revenue of
Jamaica for the financial year; and
(b) be repaid not later than three months
after the end of the financial year.

2. where such advances are not duly repaid the
power of the Bank to grant further advances
in any subsequent financial year shall not
be exercisable unless and until the
outstanding advances have been repaid."

i
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The Bank of Jamaica overthejearshasta]cenmcertainquasi—fiscal
functions (e.g., listing of goverrment’s foreign borrowings under the
liabilities of the Central Bank, (loans fram the Internmaticnal Monetary Fund
- IMF, and not being reimbursed for interest paid on its Certificates of
Deposit (CDs) and other cash losses), which have curtailed the Bank’s
ability to pursue abjective and effective monetary policy. The success of
monetary policy in achieving price stability and the extermal value of the
currency depends upen the structure of the econamy and other econamic
policies, especially fiscal policy. The latter if not prudently managed can
~ have a most debilitating impact on monetary policy.

This has been Jamaica’s experience, which from all indications is as
a result of an over zealous goverrment sector trying to fulfil the public
welfare role. The Bank of Jamaica being owned by the Goverrment and its
senior management being appointed by the Goverrment finds itself in a
campramising position in that the Bank has frequently accamnodated the
Goverrmment’s fiscal policy. This accommodation cames at the expense of the
integrity of monetary policy. This points to the role of an independent
central=hank, but it must be emphasized that an -autoncmous central bark is
disfunctional without a strong commitment (on both sides) to the avoidance
of policies which create inflationary pressures.

The critical issue is that the gquasi-fiscal role of the Bank of
Jamaica has created an entanglement of fiscal and monetary policy. This has
campranised the Bank’s ability to defemd the currency. It is now pertinent
to trace same of the intermal dynamics Jamaica’s econamy, which have
effected the ermeshment of policies.

The exploration considers same relevant econamic indicators from

1970 ~ 1991 (see Appendix 5). This will be used to illustrate a the
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scenario of a Central Bank being constrained in carrying out its main
function of stabilizing the currency. The time period spans two distinct
episodes of experimentation of policy. The decade of the 1970s was ane in
which nationalistic tendencies led the Goverrment to pursue policies of
import-substitution and self-reliance.  Government expenditure embraced
programnes that provided social welfare amelioration but did not create the
necessary impetus for econamic growth. The second era of the 1980s through
to early 1992 to same extent an antithesis of the 1970s, The focus shifted
towards private sector led econcmic growth which "“opens" the economy and
looks to exports as the engine of growth. This latter period is one of
structural adjustment which involves the liberalization of the econamy and
the divestiture of goverrment holdings of businesses and entities to the
private sector.

The Goverrment started the decade of the 1970s with an
experditure of 20.0 percent of GDP and by 1976 (an election year) this
was increased to 37.0 percent of GDP and 40.0 percent of GDP by 1979. Over
the ten year span of 1970 - 1979, expernditure had increased some 86.0
percent. While ‘Goverrment was expanding spending aver the .period, its
revermie was inadequate to cover its expenses. Revenue moved from J$204.6
million (17.5 percent of GDP) in 1970 to J$1.1 billion (26.3 percent of GDP)
in 1979. This created a widened goverrmment deficit that has created the
conflict of interest for the Bank of Jamaica. This will be discussed below.

The expansionary nature of the govermment sector continued into the
1980s. During 1980 (another election year) govermment experditure was
same  45.0 percent of GDP, while revemue was only 26.0 percent of GDP.
The natural result of this was a widened goverrment deficit of J$943.1
million (20.0 percent of GDP), approximately 36.0 percent above the 1979



38.
deficit. Over the ensuing years effort was made to reduce the size of the
deficit by accelerating revemie collection. This tock many forms, among
them a fundamental reform in persanal income tax (1986) whereby a single
rate, broader based structure replaced the then existing complex rate
structure.

The privatization of certain public entities, such as the Jamaica
Telephone Company (JIC) assisted in increasing govermment’s capital
revee. A further boost was given to the revemie collection effort with
the implementation, since September 19920, of price system -adjust:mem:s in
sane public enterprises. The Jamaica Public Sexrvice (JPS) and the Jamaica
Cammodity Trading Campany (JCIC) are two such entities for which there is
now a caplete pass-through of costs to the consumer. Additionally, there
have been policies to re-organize Central Coverrment’s experditure, such as
lay offs and the elimination of general subsidies creating increased
government’s savings.

These policies among others resulted in the Goverrment collecting
revenue averaging 30.0 percent of GDP over the ten year period 1980 - 1989
campared to an average -of -21.0-percent of GDP over 1970 - 1979. Nonetheless
the increased reverue over the latter period still fell short of e:q:erﬂlunew
which averaged 31.0 percent of GDP over 1970-1979. The natural
consequence was an unstable deficit which reached J%$2,019.1 million in
1985 (18.0 percent of GDP), but started to decline thereafter, and in fact
recorded swrpluses from 1987 omward with the exception of 1988 with a
deficit of J%$1,179.8 million (6.0 percent of GDP). 'This 1988 performance
can be attributed to heavy govermment sperding following the passage of
hurricane Gilbert.
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The expansive nature of govermment’s activities was further evidenced
in the growing local and foreign borrowing by this sector. Dcmestic_
borrowing averaged $735.5 million over 1970 - 1979 and J$6,301.34 million
over 1980 - 1989 an increase of approximately 850.0 percent over the former
period. A similar trend was evidenced in the growth of foreign leans, which
increased by approximately 473.0 percent during 1980 - 1989 over 1970 -
1979. This points to two major considerations, firstly, the extent of the
damestic borrowing aided in the crowding out of private sector productive
activity as well as the injection of a substantial amoumt of ligquidity in
the econamy. This came mainly from an increase in Net Domestic Asset (NDA)
of the Central Bank which represents in this case an increase in net lending
to the public sector, which expands the monetary base (B) through the
increase in the excess reserves(R) of the banking system., Relatively weak
balance of payments performance limited the tendency for an expansion in the
money base due to an increase in the NIR.

Secandly, the listing of goverrment’s foreign borrowings under the
liabilities of the Central Bank places further pressure on the Central

" CRarlets autonany. The high debt service ratloﬂ 50.0 percent of export
revemie) on foreign debt also served to force the Goverrment to borrow more
in the domestic market. This accounted some what for the rapid growth in
damestic as opposed to foreign loans.

There was a meteoric increase in lending to the Goverrment by the
Bank of Jamaica over the period being considered. The Bank’s claims on
Govermment amounted to a mere J$7.0 million in 1970 and by 1979 it moved to
J$1.3 billion. By the end of the decade of the 1980s loan to the Goverrment
from the Bank of Jamaica reached J$3.3 billion (excluding accumilated
losses). The flow of new loans froum the Bank of Jamaica remained within the
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stipulated 30.0 percent of revemie for most years, but according to the Bank
of Jamaica financial statements advances, made prior to the begimning of the
financial year April 1, were not recovered by June 30 of the same year.

The significant contrilbution of the Bank to the damestic borrowing
requirement of the Goverrment had repercussions on the rate of growth of the
money supply. lending to the Goverrment by the Bank of Jamaica anly served
to accelerate the process of money creation which was de facto the printing
of money. During the 1970s there was a 16.0 percent-average anmual increase
in the money supply (M2) and a 23.0 percent increase during the 1980s. It
is important to mention that the 32.0 percent increase in 1988 had a direct
relationship with the increase in goverrment expenditure for hurricane
reconstruction. The highest average anmual ircrease in the money supply
occurred in 1991 with a 51.0 percent anmial average increase.

The unwieldy nature of the money supply increase was manifested in
high doamestic prices, fluctuations in the exchange rate and a loss in
reserves, In the 1970s price increased by approximately 17.5 percent
annually and 14.3 percent over the 1980s. The high average increase in
prices in the=1920s could be attributed to a marked annual_average increase
in nominal wages, which approximated 15.3 percent over 1973 - 1978.

Although price increased at a slower pace in the 1980s relative to
the 1970s, more volatile movements were dstected in the rate of growth of
the money supply, exchange rate and wages over the latter period. There
were rapid increases in the money supply for the first four years of the
1980s. The money supply increased by 28.0 percvent in 1981, 26.0 percent in
1982 and 27.0 percent in 1983. This was facilitated by an increase in
capital inflows and increased damestic credit from the commercial banks to
the private sector and to Goverrment. As was alluded to above, the money
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miltiplier working thorugh credit resulted in an increase in the money
supply. This coupled with a relatively stable exchange rate of J$1.78 =
US$1.00 from 1980 to 1983 led to a loss in reserves. The stock of reserves
moved from -US$86.5 million in 1980 to -Us$288.5 million in 1981. There was
sane improvements in 1982 with the stock moving to -US$123.5 million, but by
1983 it had deteriorated to -US$361.9 million.

Thereafter, the econamy was forced into a period of sharp
adjustment. During this time more effort was placed on controlling the
growth of the money supply, a more flexible exchange rate determination
system was introduced which served to protect reserves, wage guidelines were
followed, but most importantly emphasis was placed on decreasing the fiscal
deficit and on more efficient management of public sector entities.
Conscious effort to reduce govermnment experditure succeeded in as far as
experdimreaéapementageofGDPdecreasedbys.Opercentagepoirrts
between 1985 ard 1986, the largest reduction of both the 1970s and 1980s.
There was a contimwous decline in the experditure/GDP ratio except in 1988
(due to hwrricane relief spending) when the expenditure/GDP ratio increased
fram 31.0 percent in 1987 to0=38s0 percent in 1988. The d&line W
resumed and by 1991 the ratio had reached 30.0 percent. Beginning m;
latter part of the 1980s as a part of the government’s policy to control
expenditure, wage constraints in the public sector were enforced. During
these years average wages increased anrually by approximately 18.0 percent.
The constraint placed on expenditure helped to curtail money supply
expansion. Fiscal management was also manifested in an improved revermue
collection effort. Fiscal year revermue as a perventage of GDP averaged over
30.0 percent for the second half of the 1980s campared to an average of 25.0
percent for the 1980 - 1984 period. The performance of the goverrment
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sector over the latter period of the 1980s naturally had an impact on the
rate of growth of the deficit. The hudget deficit as a percentage of GDP
declined from 18.0 percent in 1985 to 9.0 percent in 1986 and by 1987 the
Govermment was able to run a surplus of 2.3 percent of GDP. The passage of
hurricane Gilbert disrupted the improved performance, with the budget
returning to a deficit of 6.0 percent. Thereafter, a surplus was maintained
and by 1991 there was a surplus of 3.4 percent of GDP.

Growth of the money supply declined by 15.0 percent between 1986 and
1987. In 1986 money supply increased by 27.0 percent over 1985 and by
12.0 percent in 1987 over 1986. The extra goverrment spending in 1988,
resulted in the 32.0 percent growth in the money supply recorded in 1988,
bat by 1989, the percentage growth was a mere 6.0 percent. In 1990, the
money supply had began to increase once more and in fact by 1931 the
percentage change on the money supply was same 51.0 percent over that of
1980.

According to the Quantity Theory of Money, changes in the general
price level will vary directly with changes in the money supply. This was

T T Indeed borne out in the latter part of the=3980s and at least up to 1991.
The period for which there was a decline in the rate of growth of the money
supply, 1985 - 1987, also witnessed a decline in the .rate of increase in
prices., Prices increased by 15.0 percent in 1986 over 1985 and by 6.0
percent in 1987. Following the massive average increase of 51.0 percent
increase the money supply in 1991 over 1990, there was also a 51.0 percent
increase in prices.

In kesping with the reduction in the expansion of the money supply
and relatively stable prices in the 1985 - 1989 pericd, there was also
relative stability in the rate of exchange. During this period the average
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exchange rate fluctuated between J$5.56 = US$1.00 ard J$5.74 = US$1.00, with
the rate being determined by an auction system held twice weekly.
Additionally, with the introduction of a new inter-bark foreign exchange
system on September 17, 1990, each cammercial bank was able to set its own
rate, Thus by 1991 the exchange rate had depreciated to an average of
J$12.12. = US$1.00.

The relative stability of the exchange rate during 1985 ~ 1989 also
had a positive impact on the country’s foreign exchange reserves. Net
foreign reserve accumlation was reported for those years. In 1987,
Jamaica’s Net International Reserves improved by USS$299.0 million amd
although falling, remained positive at US$74.2 million in 1988.

The general picture emerging for the 1970 - 1991 period is that of an
econany in which the macro—policies used have served to fuel inflationary
pressur&;intliemarket. This was so at least up to 1985 when the econamy
started the process of structural adjustment. The question of whether or not
an independent central bank could have controlled the process is redundant,
since the eampirical evidence has shown that the root of the
inflaticn=dévaluation spiral was the fiscal indiscipline undermining the
integrity of monetary policyy. Although the Central Bank acts as advisor to
Goverrment, fiscal policy is not the damain of the Central Bank. The nature
of the Central Bank’s operation which inwvolves the issue or redemption of
notes arxd coins precludes it from having an operating loss. Nonetheless
available data indicates that the Bank of Jamaica has been making a cash
loss since 1978. This has grown fram J$63.5 million to J%$2.7 billion in
1990. This loss came about as a result of the Bank’s quasi-fiscal
operations. The improvement noted in the govermment’s budget deficit over
the latter part of the 1980s towards the 1990s, had its counterpart in the
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Bank of Jamaica’s accounts in the form of losses. The Bank of Jamaica on
the behalf of the Goverrment of Jamaica borrowed abroad, operated exchange
rate guarantee schemes in addition to certain other quasi-fiscal operations;
such as the issuing of Certificates of Deposit to mop up the excess
liquidity of Central Govermment’s operations. These activities resulted in
exchange losses and interest paid on govermment’s foreign liabilities and on
Certificates of Deposit. 'Thus over the ensuing years Bank of Jamaica’s
interest expenditure substantially exceeded its interest incame, resulting
in an expanding net loss. The Bank of Jamaica Act requires that the
Govermment pay to the Bank out of the consolidated fund the losses incurred
by the Bank. This was not done and there is no binding constraint in the
Act that ensures that the Goverrment of Jamaica camplies.

The overvhelming evidence is that the Goverrment’s experditure
created excess liquidity in the market. The Bank of Jamaica in its effort
to sterilize this effect issued Certificates of Deposit (CDs) (see Apperdix
6) at market rates., The precipitous growth in the stock of (s and the
interest expenditure on the Chs added further to the quasi-fiscal deficit in
the form of losses in-tie Bark of Jamaica accounts. These losses were not
absorbed by Goverrment on a timely or anmial basis and therefore allowed the
Central Goverrment a higher level of experditure that would not have been
possible had Central Bank losses been paid for in cash out of the
Consolidated Fund. ‘This acted as further injection of liquidity (currency
or bank reserves) into the barnking system and accelerated the increase in
the money supply.

There is overwhelming evidence from countries like Jamaica that the
entanglement of fiscal and monetary policy has reduced the Central Bank to
being an accomodator of govermment’s fiscal excesses. Damestic credit
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expansion by the Central Bank to the Government has, through the multiplier
effect on the base, led to money supply expansion. The basic conclusion is
that the Bank of Jamaica over the years has functioned as an arm of the
Ministry of Finance and not in the marmer of the more conventional text book
description of an independent central bank. ‘The Bark of Jamaica has
accumilated huge liabilities to the private sector through Certificates of
Deposit at high rates of interest, while its assets have been largely
non—interest earning am cash reserve reguirements to finance the
Goverrment. It has delved into other quasi-fiscal activities, such as
servicing external debt on behalf of the Goverrment and other public sector
entities often bearing the exchange loss on these transactions. Although
the legal provision of the Bank of Jamaica Act clearly states that the
Bank’s losses are the full responsibility of the Goverrment of Jamaica, this
was never adhered to , since there were no payments of funds fram the
Consolidated Fund to the Bank. Instead amounts due fram government were
settled by the issuing of long term Local Registered Stocks bearing low
non-market rates of interest. '

mmmmumﬁafe@mammeﬂmmﬁw;ﬁ__
central bank, would have acted in a less accamodating manner towards_
govermment’s over exposure. If so, would this have forced fiscal discipline
on the part of the Government of Jamaica? This raises the question as to
whether the solution is simply one of ‘creating’ an independent central bank
or providing a more efficient, effective and consistent econamic management
on the part of both the Govermment and the Central Bank.
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SECTION: IV

CONCIIISTON: PERTINENT ISSUES

The Bank of Jamaica over the years has not been able to provide the
type of consistent economic management necessary to defend the value of the
currency because of its relationship to the Government. This is now widely
recognised and has been part of the findings of a Comnittee, "the
Nettleford Comnittee" formed to examine the restructuring of the public
service. The Goverrment of Jamaica arising from its declared camitment to
more efficient public sector management has now set up another committee,
"the Coke Camittee on Bank of Jamaica', to examine the autonamy of the Bank
in a liberalized econamy, among other things. If the perception of the
Government is that autoncmy of the Central Bank will preclude Goverrment
“fram having access to a readily available -pool. of funds, then this will
ensure a certain degree of fiscal discipline. Covermments would be foroed
to finance spending fram the private sector or from overseas. The
respective long-run consequences of these two methods are the crowding out
of other productive investments and growing external debt. It is advisable
that the transition be approached with caution, in order that the lessans
fram other countries are not ignored. Additionally, the evidence has not
shown that the autonamy of a central bank by itself ensures exenplary
econamic management of an econamy. The case of the United States gives
credence to this. Similarly, a social ard govermmental commitment to low
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inflation and stable exchange conditions may make the issue of autonomy less
relevant. The overvhelming evidence is that independence must be tempered
with sound econamic policy co-operation emanating from both goverrment and
the central bank. Therefore, autohomy is a necessary but not a sufficient
condition needed for macro-econamic stability, a mmber of other factors
must be present to ensure sound macro-policies:

- The formal legislative arrangements of autonamy;

- The Central Bank’s Act should contain clear statutory
cbjectives that are narrowly defined in order to avoid
ambiguity.

- Certain historical, cultural and structural factors peculiar
to a particular econamy.

- The degree of the relationship between the goverrment and the
central bank.

- A camitment fram the political directorate to effective
fiscal management and low inflation.

TTT====_ The camitment and determination of the.central bank to
pursue currency stability as its major priority.

- The technical and professional capability of the central
bank’s senior staff.

Germany’s experience may indeed be used as a bencmark for the
measurement of a central bank’s autonamy, but it should not be seen as the
solution to Jamaica’s problem. The Bundesbank’s success must be placed in
the proper perspective. Is it so much that the Bundesbank’s independence
led to lower inflation and better fiscal policy or is it that both came
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about because of the deep fear of inflation? Economists will purport that
perception arnd expectation can indeed help or hinder the success of econamic
policy. ‘The debilitating effect of destabilizing speculation during the
inter-war years (1919 - 1923), post World War II years and the currency
crisis in the depths of the Great Depression (1931 - 1934) are exigencies
that post war officials have been Getermined to avoid repeating. It comes
as no surprise that Germany has been successful in maintaining a stable
money supply with low inflation rates, considering that the money supply,
prices and cost of foreign exchange all rose more than trillion fold in 1922
- 1923. Money had become totally worthless, and by late 1923, not even a
wheelbarrow of paper money could have bought a week’s groceries., Thus the
German’s constitution clearly delineates a line between the goverrment and
the cental bank. Both institutions have erdeavoured to carry out their
functions in é spirit of co-operation with the main aim of ecomxaic
stability. Thus the independence of the Burndesbank and the ultimate success
of its monetary policy must be viewed against the historical background of
Germany and indeed Europe as a whqle.

Nevertheless= one must not lose sight of the fact L _that the formal
legislative arrangements associated with autonamy are important and critical
to the maintenance of harmonious and effective monetary and fiscal policy.
It might be possible to enhance credibility by ensuring that monetary policy
is the damain of an independent central bank that doesn’t posses the same in
same cases short-term cbjectives and incentives as the political leadership.

This brings to focus the appropriate relationship between central
banks and goverrments., The Bundesbank is not accountable to the govermment
for its monetary policy. The EQCB in its exceptional role of being the
central bank of a nmumber of different countries is not accountable to any
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one govermment. Thus both central banks are endowed with monetary policy
independence in the sense that they are both insulated from political
pressure and have considerable discretion in the determination and operation
of monetary policy. The Federal Reserve, the Central Bank of Barbados amd
the Bank of Jamaica are accountable to their respective government. The
main difference among these banks, is that the Federal Reserve Bank is not
cbligated to monetize the goverrment deficit. The Bank of Jamaica has
consistently done so because it operates more as an “arm! of the Ministry of
Finance. The Central Bank of Barbados has to same extent kept its monetary
policy separate from goverrment’s fiscal policy. Thus the accountability to
goverrment does not in itself imply the entanglement of fiscal and monetary
policy. ‘There must be a strong comitment to sound econcmic management,
which is even more entrenched if it emanates from an experience that behoves
policy makers to do so. Additionally the Federal Reserve Bank over the
years appears to have insulated itself fram day-to-day political pressures
by legislating scome form of monetary policy "rule." This might have its
genesis in the "rules-versus-discretion" debate since the Federal Reserve
Bank has limitations placed..on its monetary policy independence. The
Federal Reserve Bank has the freedam to devise and inplementitscumviewo?
a desirable monetary policy and although accountable to, is not constrained
by the political leadership. Nonetheless, it is heavily constrained by the

rule. Thus effective monetary policy can be achieved without institutional
independence.

A major criticism of the Bank of Jamaica is that it functions as a
part of Central Govermment. This criticism is often time made in a vacuum
without regard to structural factors inherent in the economy. In a country
where at times the Prime Minister is also the Minister of Finance and the
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Central Bank Governor is also the chief econanic advisor to the Prime
Minister, it is Qifficult if not impossible to draw a clear line of
demarcation between central bank "functions" and ministry of finance
"functions." Nevertheless, it has been proven that excessive fiscal
deficits can make the implementation of monetary policy difficult, because
it may place pressure on a central bank to finance the deficit directly or
irdirectly. Another alternative result might be excessive foreign
borrowing. As long as the central bank does not use its monetary policy as
a cushion for goverrments fiscal policy, then a close relationship between
the two institutions can be maintained. Ideally, these two institutions
should work together in dealing with overall econamic conditions and present
a united front in order to resist expenditire pressures from other
goverrment entities.

The crucial conclusion of Jamaica’s experience is that the Bank of
Jamaica has not always been allowed to pursue monetary stability as its
primary objective. The fiscal policies of the goverrment have been
effectively merged with the monetary policy of the Bank of Jamaica, causing
the=latter institution to lose sight of its own _objective. This is not to
say that the Bank’s major objective of monetary stability is inimical to
goverrment dbjectives of growth, development, full employment, external
equilibrium, price stability and equitable incame distribution. The
cbjectives of all concerned would be better served if the Bank of Jamaica
concentrates on the achievement of price stability. The latter has
implications for savimgs, investment and exchange rate stability. These are
all wvital ingredients needed for Iinwvestment, econamic growth and
development. It is indeed true to say that indeperdence of the Bark is
neither necessary nor sufficient for the attaimment of price stability.
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To the extent that it is perceived that monetary policy independence
is necessary for price stability then the extent of legal canstraint on
central bank funding of the goverrment, needs to be considered. The Barnk of
Jamaica Act accamodates credit to the government of mot more than 30.0
percent of estimated revemue for the financial year. In Cermany the
legislation sets strict limits on direct central bank’s credit to goverrment
but may acquire goverrment paper in the course of open market operation for
monetary control. The Bank is not otherwise able to acquire government
paper on its own accamt. It is the Bank of Jamaica’s advances to the
Goverrment and its over exposure in the C(bDs market leading to currency
instability that have precipitated the call for an independent central bank
fram various groups, especially the private sector.

The Goverrment itself has caomissioned "the Coke Committee® to loak
intotheissue‘ofhﬁependerx:eoftheﬂarﬂ{ofJamaicabutitmstbe
reiterated that if there is no political commitment to the process, then all
efforts will be in vain. According to the recommendations emanating from a
report on the Bank of Jamaica’s losses by C. J. Lindgren 1  the
Govermment==should as a starting point recognise that the quasi-fiscal
deficits or losses of the Bank of Jamaica are in fact part of goverrment’s
deficit and should be repaid in cash from the consolidated Fud. The
present. review of the Bank of Jamaica Act needs to contain explicit measures
that will encourage Govermment campliance. A related issue is that of the
listing of goverrments 1liabilities as part of the Bank of Jamaica’s

1A Strategy for the Elimination of the Quasi-Fiscal losses of the
Bank of Jamaica — Lindgren, Carl-Jcohan & Hardy, Daniel. IMF: May 14, 1992,



52.

liabilities. If these liabilities are removed to the boocks of goverrment
this ocould restore the solvency and profitability of the Bank of Jamaica.
In foreign cuwrrency the Bank of Jamaica had assets of J$3.5 billion at the
erd of 1991 as against foreign liabilities of J$22.6 billion (most of which
were really Goverrment liabilities). Other recammendations put forward by
the Lindgren report suggest that the Bank of Jamaica should be prohibited
from incurring any further external borrowing without acquiring matching
foreign assets and fram entering into any type of exchange rate guarantees.
The Bank of Jamaica’s exposure in the servicing of the debt of other pubiic
sector entities should also be reduced and the responsibility of such debt
restored to the public sector entities. To the extent that these
recommendations are carried out, the Bank of Jamaica would have been
divested of same of the major impediments to its independence. ‘These
recammendations will also help to ensure the functional integrity and
credibility of the Bank’s monetary policy, since its relationship with the
Goverrment would become more transparent. Nevertheless, independence must
not be viewed as a panacea.

If central bank-gevermors are perceived as being apolitical and
technically consistent, they will quickly gain the respect and co—operation
of the financial commnity and the goverrment. Govermors such as Paul
Volcker and Alan Greenspan of the Federal Reserve Bank may be regarded as
such governors. During their term in office they have repeatedly managed to
resist initiatives fram the goverrment that would have led to an increase in
the money supply.

This leads to focus on the need for highly cqualified technical
personnel to staff central banks., The evidence from the central banks
surveyed indicates that these banks have heen able to retain high calibre
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members. This will be a positive in favour of the Bank of Jamaica, if it
does in fact takes on the mantle of an independent central bank. As lorg as
the Bank of Jamaica is an organization respected for its professionalism,
technical expertise, integrity, non-partisanship and high degree of
contimiity, then this would pave the way for an easier transition.

SECTION V

POLICY RECCMMENDATIONS

If the decision is made for the Bank of Jamaica to move towards
greater autonamy, then the relationship between the Central Bank and the
Govermment will certainly be of particular importance. In order to enable
the capturing of potential benefits of indeperdence, the following policy
guidelines are recommended:

e

1. It is recognisable that the Board may be used as a channel
for the Govermment to exert influence on the Central Bark.
The Governor arxd Board of Directors, therefore, should be
impartially appointed. Presently the Governor and Board are
appointed by the Minister of Finance on four year
contracts. The power of appointment should be widened to
include the opposition and the private sector. The Members
of the Board of the Bank (excluding the Governor) should be
appointed by the Governor General from naminations submitted
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from these various interest groups. Members should
represent a wide cross section of skills, but with at least
three members with expertise in econmmics, accounting and
law. The Central Bank Governor should in twrn be appointed
by the Board from nominations submitted by the wider
interest group (goverrment, opposition and private sector).
The security of temure must also be ensured by increasing
the contract period fram four years to a maximm of eight
years and, where possible, not nnning concurrently with the
life cycle of the political directorate. 'This will ensure
cantimiity in the Central Bank’s management.

The Bank of Jamaica Act needs to define its statutory
cbjectives more precisely. The principal objectives of the
Bank of Jamaica states among other things "to keep and
administer the extermal reserves of Jamaica, to influence
the volume and conditions of supply of credit so as to
pramcte the fullest expansion in production, trade and
employment, consistent with the maintenance of monetary
stability ...." It is not realistic for monetary policy to
be made responsible for so many and at times conflicting
cbjectives. The Bank’s monetary policy should be targeted
at the stability of the currency only.

The Bank of Jamaica must assume full responsibility for its
monetary policy. It might be difficult to attain the level
of independence of the Bundesbank becausa of the cultural
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and structural peculiarities of the Jamaican econamy. A
more appropriate model might be one based on the Federal
Reserve Systen. In that the Bank of Jamaica, in the
determination of its monetary policy, should be independent
of the Executive Branch of Govermment, hbut have an
obligation to report to the Parliament at least once per

quarter.

There must be tighter legal restrictions placed on the
central bank funding of the Goverrment. legislation should
stipulate that no public expenditure whether directly or
indirectly should be financed by the Bank of Jamaica.

The Jamaican psyche will not willingly accept an

institution being vested with the responsibility of currency
stability without same  accountability from  that
institution. The Bank of Jamaica therefore needs to make
its actior=mere transparent by explaining not only_to
Goverrment but the general public the reasons for policy
actions and long-run policy targets.

The Central Bank needs to have same degree of budgetary
independence from the Government. This should include
payment to staff and infrastructural improvements.
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1985

3.9

318.92
.83

2.1

1.8

128.20
4.58

.10

11.62

117,21
14,40

.1

1498

31,00

8.3
18,20

2.7

50.43

11,21
.88

.50

LN T

226,85
8.0

2.1

1581

——

8,38

e
14.16

2.0

3454

190,85
24,59

3.1

1.0

153,55
H.12

.M

198

40,56

503.31
12,12

2.1

35.68

186,35
~2.36

2.0

33.2R

164,00
14,40

2,10

1989

3848

576.54
1441

18.31

215,58
15,81

.1

16,16

128.3%
B.00

2.1

HE

45,74
547.41
1.62

2.10

262.00
2.8

.70

36,52

354,19
§.40

LN
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GROSS DONRSTIC PRODUCT

GOVRRNKRNT RIPRNDITURR
1 OF GOP

GOYERNNENT RRVRNUR
1 OF GOP

GOYRREKRKT DRFICIT
£ OF GOF

GOVERNNRNT PTHANCTNG
BONRETTC
FORRIGH

CRUTRAL RAVI'S
ELATH OF GOVY.

KONRT SOPPLY
L CRANGR

TANSEKRR PRICRS {TXDRY)
¥ CRANER

RICHARGR WATR
RARRADNS § PRR 08§

CURRRNT ACCOGNT J2

ROP OVRRALL BAL. f2

1978

i652.00

161.23
613

98,48
E.9%

-
-0.17

Y
-1.10
3.3

176,50
15,43

13,25
ru
2.00

-41.80

-5.80°

19

[678.00

HA.48
.08

nL.
6.73

-§.45
-0.32

5.6i
-1.60
5.80

204.90
11.38

19.61
1.5
1.96

-35, 18

1,16

1812

1645,00

127,50
1.5

[18.50
1.5

<B.0d
~0.47

L3
.7

5.50

236.30
13,12

R
M ]
132
-43.30

.10

[ NTLLTONS OF RARRADDS § UNTRSS OTHRRWISR SPRLTRTRD

{t NTTLTONS OF H&§

E)E

1130.00

172.40
5.91

138,00
§.0

-8
-1.98

13.70
0. 10
5,70

U530
Ly

HAT
1688
1.96
-51.30

-0.40

SOURCE : THTRENATIOMAL FIKANACTAL STATTSTICS YRAR BOOK 1901

1974

1962.00

199.50
10.17

.50
§.08

-22.00
S

18.40
1.60
20.50

0110
2.7

15.52
.92
2.05
-i7.80

=6.70

1915

1926.00

N
[2.18

204,20
.12

-20.00
=}.p

20.20

13,50
.08

42,86
20,30
.02
-11.30

R.T0

1878

2008.00

26680
14,38

30,0
n.a

-58.50
-1.81

0.3

389,80
13.48

4.9
.98

-§4.20

-ii.H

i1

2082.00

12980
15,81

167.00
12.82

~62.80
-3.02

12,30

3130
10.66

@M
g.u
2.01

-51.40

-8.30

111

183,00

334,30
153

130.90
15.12

4,30
-0.20

16,10

480.480
H.50

53,18
3.48

-1

21,10

EH]

2385.00

392,40
.92

mLao
16.03

-20.490
-0.89

43.60

B14.70
.82

60,39
1.1

-34.20

4,50

1380

458,00

§36.90
.83

418,00
19,36

-60.90
-2.48

15.90

B34.50
12,58

88,11
.4
.01
-25,10

17,60

1981

1.0

el Tt
26.59

§l2.50
21.26

128,80
-5.34_

41,70
§5. 10
118,40

Ta0.10
3.1

19.13
14,51
2.01
-118.60

2.2

1952

2283.00

48,60
8,29

§72.50
.0

-76.10
-1,

30,69
45,50
126,00

f49.50
f.38

#7.31
0.4
2.01
-15.60

1.80

1983

2303.00

2. 60
un

136,50
27.5h

-25.70
=1.12

5,10

.00

122.80

831,20
10,74

91.92

5.2

.01

-42.00

-10.70

1984 1985 1935
2385,00 2410.00 2523,
LI 813,50 BM.
IO 02 A
BER.I0  T48.50 775
.93 L0630,
-31.00 -T1.40 0 -4,
=380 -9 -
.40 -360 2T,
60,60 75,00 &),
110,20 1M, 60 I3,
002,00 1093.40 1194,
1.60 9.12 i,
96,21 100,60 Td1.
4,53 1.2 I,
2.0 2.00 i.
19.00 40,30 -I5
-13.60 22,30 20,

&0
]

19

T

U]
1]

33
13

H

JBb

1987

2514.,00

1058, 21
18,31

Bi4.40
28.98

-213.40
-4

T5.20
132.60
F19.20

(36600
14,32

104,69
kT
101

-840

§.20

1888

097,00

1125.49
6.3

1036.70
347

-A88.70
-2.86

12.00
18,50
11,10

1517.00
11,05

ng.m
4,85
2.0
1.20

38.00
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1410

GRNSS DONRSTIG PRODUCT [T1.00

GOVRZNKRNT RIPREDITORR  236.30

1 OF GDP 10.1%
GOVRRENENT RRVRMUR 204.60
L OF GDP 1747
GOVRRNKRNT RERICTT -31.10
1 OF GiP =111

GOV, FTNANCTNG
DONRSTIC 172,10
FORRTEGN i03.20
ROJ CLATNR OX GOV. 1.00

B6J'w LOSSRS -

WOWRY SUPPLY {N2| 119,00
X CRAVER -

COWSONRE PRTCRS {THDRI)  3.A0
L CHAKER

RICHANGR WATR [Per, hvg.}

I§ PRR US$ .83
CORRENT ACCODNT f2 -152.90
ROP OVERALL RAR, [2 14.80
CON. BE. CLATHG 110.00

{P¥Y, SRCT|

COXPRUSATION T RHPL.
L CHANGE

1571 1912
128200 1439.00

U1 13050
2.0 .14

U530 .08
13.87 19,05

-i1.86 -59.40
L1 -
20.00  25%.40
i10.00 127.60
1,00 3%.00

410,00 §28.00

Har i
L] .40
5.68 5.38
0.3 0.17

-112.30 -194.10
20,20 -31.10

36.00 416,00

1913
1720.00

416,90
.U

126.40
18.48

-§0.50

-5.26
308,40
1113

El.00

518.00
9.41

.50
i1,
6.4
-241.60
~10.30
11,00

3i.00
25.59

1/ DATA TH WTLLTONS GF J§ GHLRSS OTHRENTER SPROPTRD

_3f TH NITLION OF D5t

Source: THTRUWATTOMAL FTMANCTAL STATTETTCR YRAR ROOX 1881

Fa *

i
2164.00

628.90
1.0

459,00
A28

-161.40
~1.18
BL.08
212,30

12.00

681,00
I8.86

14,60
26.96
0.91
-390
56.00
§g.00

1163,20
21,95

1976
260,00

B23.20
AL68

TR
24,38

-189.10
1.1
81,00
R1.10

104.08

LRI
20.52

11.20
1,81
0.91
-282.80
-99.60
| E41.00

1449,20
5.6

1816
2102.00

1a12.60
.4k

616,30
22.41

-396.30
<1447
685.00
444,00

505,00

491.00
B.3

15,40

9.30

6.94

-102.60

-223.10

622.00

1530.93
1.04

51y
2960, 00

1703.50
i

133.30
u.n

-310.20
~12.51
328,20
484,70
463,00

104400
16.3%

.00

11.70

6.9)

-42. 11

-69.90

544.00

1653. 10
17,54

131
i149.00

2840
&0

854,18
n.n

-514.30
-I15.42
1642.30
1185.20
16,00
B3.49

1235.00
18,40

18.30

.6

1.4

-50.00

-156.60

B54.00

1342.58
i2.18

1913
4295.00

1410
40.10

1128.50
26.29

-594,50
«13.81
1303.10
1318.70
134100
426,94

1422.00
15,14

18.50
.98
1,16
-138.04
-151.00
116.00

2119.66
.42

1580
inML.00

1id.90
45.3

1321.40
25,60

~343.00
=187
1108.80
159460
1539.0¢
G15.08

it12.00
1.3

{840

2

1.18

-188.00

-6,50

904.00

428,51
i3.18

1981
5301.00

aan.n
45.08

1661.10
L

-B26.00
-16.56
3B50.20
1942.30
1989, 00
540.20

HELRL
5.1

82.40
i2,92
.78
-136.80
~288.50
1231.00

MmN
.67

1982
5287.0

211,54
§.2

1516.40
26,41

-B41.10
1.8
4138.70
1513.90
2136.00
821.05

211,00
28,22

56,80
6.49
L8

-408.
~123.50
683,00

JHEN
2.7

1383
6553.00

2405.80
10,12

844,40
26.37

-961.40
-13.7%

006,10

3184.00
1248.51

1521.00
.14

62,30

11.85

1.93

-158.50

~361.90

2123.00

1554.93
.

LEY
9558.00

642,70
A0

2410
M.

=130, 00
SEN
6195.10
171610
1915.00
1681, iR

4187.00
19.00

18.60

an

ERL

-336.20

151,80

2483.00

430888
1351

1985

1984

1987

13203,00 13389.00 16002.00

412140
42.20

2708.30
.

-2019,10
-18.02
599,10
1841.30
3593.00
147045

5238.00
U4

100.00

25.63

5.56

-304.40

-60.00

2602.00

488521
.42

43a9.30
16.37

160,50
21.84

-1168.80
-8.13
R4aR. 40
2324,494
4294.00
109907

8687.00
21.66

HE. 18
15,10
5.41

-i0.20

~65. 88

3108. 60

§581(.95
19.28

5022.10
11,38

51R5.70
13,68

363,60
2.2
ADdT 40
2533.80
2829, 00
i736.98

152780
12.58

122,80

b.69

. 5.4

-131.00
294.00

404608

A658.65
19.30

1338

1939

1880

1981

E4744.00 22315.00 29A22.70 42387.00

120800
18,45

2R 20
1218

-1119. 80
-h.24
§403.60
270%.90
254000
1301.68

9558, 00
1210

132,99
.2t
5.48

16.20
14.20

5549,00

1843.61

1683.40
34,10

A308.80
.21

B654.90
2,41
9140.20
211130
1343.00
134000

H6l2.00
8.57

152.00
.3
85U
~285,50
-145.00

7250.400

9579.20
2.12

3530,40
inn

51.20
0.1
9317.40
811,70
116,60
1782.50

12881,00
2.4

135,10
21.81

1.18

RER3. 00

13048.29
N

H436.20
W

HEdR. 0d
142

9%19.00
2570.90

19616.00
§1.39

130.60
iU

12.12
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DATE OF
AUCTTON

16/12/88 /n

i8/12/87 /b

G/12/88 /e

11/12/89 /d

RB/11/90 /e

20/12/91 /T

NOTFES

OF
OF
OF
OF
QF
OF

~
=
o]
3
P
-
£ S I R ]

CERTTFTCATES OF DEPOﬁTTS OPERATTONS

ke e P . . e e kTP P i ol S A P o S e

AMOUNT
OFFERED

OPEN

700000.0

400000.0

4000040.0

450000

AUGTTONS
AUCTTONS
ATCTTONS
AUCTTONS
AUGTTONS
AUCTTONS

1887
1987
1988
1988
1990
1991

[ I T [ | B I 1)

APPLTCATTONS
RECETVED

—— e

619816.0

293113.0

768453.0

269865.0

374600.0

254787.0

SOURCE: STATTISTICAT, DTGREST BANK OF .JAMATCA

AMOUNT
ALTOCATRD

LI1BR1I6H.O

293113.0

T00000.0

269865.0

374800.0

215307.0

CLRARTNG
RATE (%)}

268.0
32.0

48(p0

MATURTTY

6 MONTHS

3 ”

3 "

214 DAYS

112 DAYS
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