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1. INTRODUCTION

'The Structural Adjustment Programme of Suriname was officially approved of in November of 1992
by Pasliament. Some measures in the area of adjustment were, however, taken even before this date.
Typically, the reason for the implementation of the adjustment programme was bad macrosconomic
management, A decade of monetary financing of government deficits (1983/93) had caused a massive
expansion of the inonetary base leading to high inflation, loss of output, balance of payments deficits

and a strongly overvalued Surinamese guilder.

Though financial markets in Suriname are not yet well-developed, there have been some changes
recently, including the introduction of a stock exchange (1994) and the issue of Centtal Bank gold
certificates (1995). The stock exchange was established as an initiative of a large insurance company
that acknowledged the economy's need for 2 more efficient allocation of funds, while ﬂ}f:.f‘.entml Rank
began her open market type operations to restore confidence in the national currency by offoring a real

interest, thereby reducing the pressure on the exchange rate.

This paper deals with some effects adjustment policy has bad on the financial sector in Suriname,
First, the focns will be on the monstary and exchange rate policies as formulated in the adjustment
programms, siee these policies most directly affect the financial sector. Next, the financial institutions
and instruments will be briefly reviewed, and finally, the niain effocts of adjustment measures on three

financial subseciors will be looked at,



2. THE ADJUSTMENT PROGRAMME

2.1 Monetary Policy

The monetary policy issues and main supporting tneasuras in the context of the adjusttnent pro-

gramme ars/were:

® Reduction of monetary overhang
- use of counterpart funds from balance of payments support ! for reduction of government debt
wiih the Central Bank , official external debt and Central Baok forex losses;

- sale of state-owned land and property.

® Credit monitoring and control
Public

- issue of government bonds to {inance the budget deficit;

- elimination of monstary financing of the government budget;

- a realistic arrangement for the reduction of government debt with the Central Bank;
Privaie

- quastitative and qualitative (selective) credit control;

- special gaidelines for eredit supply through external funding to productive seciors,

! Suriname is stitl entitled to some US$ 0.6 billion of Dutch development zid, to be
received as balance of payments support during the adjustment programme.
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® Open market and interest rate policy
- issue of Ceniral Bank paper io mop up excess liquidity;

- a realistic interest rate policy based on developtent goals.

® [ cpislation
- revision of existing banking laws;

- imroduction of additional banking laws.

2.2 Exchange Rate Policy
The exchange ratc policy issuey and main supporting measures in the context of the adjustment pro-

gramme are/were:

® Introduction of a new forex market

- revision of the existing, highly restrictive, foreign exchange law;
- introduction of a new exchange rate for the bauxite sector;?

- legalization of the parallel exchange market;

- exchange ratc management through interventions.

@ Revision of transfer procedures
- new rules for transfers for overseas study;

- new rules for profit repatriation of foreign-owned companics;

?'The bauxite sector is traditionally the largest earner of foreign ¢xchange in Suriname.
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- new rules for the transfer of re<insurance premiums,

- formulation of instructions with respect to unsettled export proceeds and outstanding debt,

® Surrender of export procecds

- gradual switch from the old fixed rate to the managed rate.

# Unificalion of the exchange rate
- phasing out of the multiple exchange rates;

- introduction of a flexible exchange rate.

@ Balance of paymenits support

- continuation of aid through an interbank system to defend the national cuoeney.?

? During the multiple exchange rate regime (1992/94) a total of seven exchange rates were
operational; six fixed rates and one flexible rate. -

1 Barlier (1992/93), balance of payment support was aliocated through foreign exchange
auctions on the basis of a list of selected import items,
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3. THE FINANCIAL SYSTEM

3.1 Firancial institutions

The banking system of Suriname is comprised ol the Central Bank and six commercial banks. The two
largest commercial banks are privatety owned by or in affiliation with Duteh banking groups (ABN-
AMRO), while the government is the sole or majority owner of the fouy smaller ones.

The remaining financial secior consists of a National Development Bank;, a Mortgage Baok; finance
companies (7); insuranice corpanies (12); pension funds (28);, provision funds (8); and credit unions
(33). In addition, s1x bank and five non-bauk cambios operate in the foreign exchange market since
June of 1993, while a modest stock exchange became operational in Janmary of 1994,

With the exception of the stock exchange, all mentioned institutions are subject to financial supervision

by the Central Bank. Additionally, the commercial banks are subject to monetary supervision.

3.2 Financial instruments

The financial instrutnents in Suriname are: demand deposils, savings deposits, time deposits, foreign
currency deposits, government bonds and Central Bank pold certificates. Demand deposits are non-
interest bearing since credit expansion on the basis of these accounts is not allowed under the enrrent
credit arrangement with the commercial banks, Foreign currency deposits were introduced following
the partial liberalization of the foreign exchange regime. The Central Bank gold certificates are
denominated in grams of pold (1.8, dollar valug-of the gold as quoted in London multiplied by the
official exchange rate) at a 5% annual interest. The interest received in Surinameye guilders therefore

varies with changes in the international price of gold and the exchange rate.



4, ADJUSTMENT: MEASURES AND MAIN EFFECTS

4.1 Monev and Credit

® [gsue of government bonds
In 1990 and 1992 goveroment bonds were issued with maturities of five years. Because of the then
present monetary overhang thete were no noticable effects on domestic credit conditions. Thus, these

bond issues did not affect the level of domestic interest rates.

# Financial regulation

In January of 1995 new international solvency directives were adopted. According to these directives
the target standard ratio of bapital to weighted risk assets should be 8%, of which the core capital
element should be at least 4%, Capital consists of core capital, supplementary capital and deductions
from capital. Core capital, consisting of equity capital and disclosed reserves, shovld be a cortain
proportion of supplementary capital. The directives also include transitional arrangements for a period
of three years ai the end of which banks are obliged to mcet the target standard of 8%. In Suriname,

the ratios for the transitional period are: 1st year: 5%, 2nd year: 7,5% and 3rd year: 8%.

® Quantitative credit control

Also in January of 1995, penalties were introduced to deter banks from excesding their credit ceilings.
First, a part of the bank's reserves, equat to the amount overshooting its ceiling, will be blocked at the
Central Bank. Sccond, the bank will be charged interest on this blocked amount a1 a rate that lies two

percentage points above its highest lending rate. At most, credit expansion may be equal 1o the sum



of the increases in: capital and reserves, long-erin deposits (long-tenm time deposits + 90% of savings
deposirs + other iong-term liabilities) and 75% of short-term time deposits. In addition, remaining
amounts under the credit ceiling af fhe year's end are added fo the credit ceiling during the nexl vear,

Incroases in bank investments, however, bring down the credit cefling with the amounnt newly invested,

® Issue of Ceniral Bank paper

In March of 1995 the Central Bank gold certificates were introduced. Denominated in grams of gold
and yielding an annual 5% gold-linked interest, this ingtrument is devised to reduce monetary overhang
and 1o push up the, in real terms, highly negative domestic interest rai¢ level. The laticr objective was
especially achieved, since the commercial banks shortly afterwards ingreased their deposit rates o
more realistic levels, thereby reducing capital flight. Since the gold certificates can be cashed on
demand, they are a close substitute to foreign currency deposits with the aﬁmltage that residents do

not need 10 have foreign currency to acquire them.

4.2 Foreign Exchange

® Foreign exchange auctions

From October of 1992 until July of 1993 Suriname received balance of payments support from the
Netherlands, These treaty funds wers allocated through auctions and intended for imports of the
productive sectors. The subsequent anction rates were not as dsgired because of speculation on
whether the balance of payments supporl would be contiﬁlwd or nof after the auctions. As a
conscyuence, the anction rates showed a rsing trend. A side-offect of the auctions was, however, ihe

rise in nominal interest rates due to {he additional demand for credit to finance (hese imports.



® Foreign currenicy deposits

Following the partial liberalization of the foreign exchange regime in June of 1992, foreign currency
deposits were added to the existing financial instruments in April of 1993, The commercial banks,
however, re-invest these deposits abroad which, in the past, led to a lack of foreigh exchange and

pressure on the exchange rate,

® Free foreign exchanpe market

The establishment of a free market in foreign exchange in June of 1993 in fact legalized the parallel
exchange market. Subsequently, licensed foreign cxchange dealers, the so-called nton-bank cambios,
were permitted to enter the exchange market. The commercial banks also run cambios and some of
the Jarger banks extend loans in forcigﬁ currency. Cambios are, howaver, onlly allowed to buy and sell
foreign exchange. ‘They have o report on a daily basis to the Central Bank, which in turn publishes
the official exchange rate -the weighted average exchange rate (or 10-20% Jess) of all cambio

dealings- the following day.

® Gold purchases in U.8. dollars
In April of 1995 the Central Bank began (o purchase industrial gold in foreign currency on the local
markel. Since the gold industry is one of the fastest growing sectors in Suriname at the moment, the

"gold dollars” were instrumental in the process of stabilizing the exchangs rate.



® Forgign exchange market intcrvention

Since May of 1995 the Central Bank has been intervening in the forex market, "The effect has been
a substantial appreciation of the Surinamese guilder vis-a-vis the U.S. dollar in recent months, For
cxarnple, at the time of the first mtervention the exchange rate on the parallel market was Sf 750 per
US$. Currently, the paraile] market rate is around 51412 per 1SS and, as a consequence, we have
had negative inflation rates in the past few months. The end of year inflation for 1995 is estimated at
betow 50%, compared to the 590% inflation rate of last year. > The challenge commercial banks are

now faced with is to adyust their lending rates to ibe lowered inflation rate.

4.3 Insurznce

® Inflation tax om lile insurance

Although adjustment measwres do nol direstly affeet insurance companies;, some measures do fuel
price inflation (e.g, unification of the exchange rate or removal of price subsidies on ¢ssential poods),
which in turn affects the insurance busingss in a negative way. It can therefore be stated that cost push
inflation, as a initial side-cffect of adjustment, bas a negative effect on the performance of, especially,
life insurance companies. In Suriname, many insurants cancelled their life insurance policies due to
the heavy inflation tax in recent years, nsurance companies, however, manage to operate by covering
insurance losses throngh alternative investment policics. In addition, insurance policics in foreipn

currency have beon infroduced,

* In 1994 the main source of money creation was a balance ol payments surpius. However,
insufficient foreign exchange was again made available {or imports, which contributed to the
already massive depreciation of the national currency in that year.
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5. CLOSING REMARKS

Since Suriname i a small open economy exchange rate depreciations are very rapidly translated into
domestic inflation. However, due to money illusion of the public and the lack of competition in the
banking sector real intercst rates have been negative since 1989, which in turn led to capital flight and
even higher inflation. Although the Central Bank has no formal policy to regulate interest rates the
introdugtion of its gold certificates, viclding a 5% rcal interest rate, implicitly set a floor rate for the
commercial banks,

After the balancing of the budget, the biggest challengs for the monetary authorities was to stabilize
the exchange rate. Jucidentally, neither the balance of payments support nor the cambios, but the
foreign exchange market interventions of the Central Bank, proved to be the most suceesfil instrument
fo stabilization. Since foreign exchange intervention has its limits, it is e;xcouraging 1o notics that
confidence in the Sutinamese guilder is beginning to restore. It seems that the vicious circle of inflation

and capital flight has finally been broken, but at this stage it is yet too early to teil,
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SURINAME
Statistical Profile

1985 1986 1987 1988 1989 1980 1991 1992 1993 19%4p
Roal Gross Domestle Product (GDPY 2 {Averago Annual Growth Rates)

Total GDP .. “ 0 0.8 62 7.8 42 0.} 35 58 43 2.2
Agnmh’um I'orcst.ryn.nd Ftshmg l.4 26 5.5 .5 -24 0.9 18.6 1.1 kR 20
Miningand Quarrying .....c...ccmmane - 18.6 13.4 -12.7 438 0.6 -1.9 1.4 5.5 i0.5 14.3
MAMUTASUTINE, < vvvvrareree e ceensirseees 6.5 2.7 <223 119 L5 09 -3 Qg9 AL a7
CONSMUCHON e rrrmeee v e seeee v i -3 13 -17.3 <17 103 137 22 159 -28.1 0.4

Cantral Govamment {As a Percent of GDP)

CUSTILREVEIUE Loviveeeccveir e s ssssim e 294 360 29.0 293 3z 12t 211 2R 12.6 6.5

Current Expenditures .o ..... 44.5 552 530 49.0 44 8 31.8 45,0 335 37.4 419
CureniSEVAL oo . -18.6 2432 239 4187 -13.5 -5.7 -17.3 -16.7 248 213

Fixa MveSoNCiT o ocovvr e ecessiin e crairons 3.0 22 1. 1.8 32 Ll .0 2.1 34 5.6

Defieitor Surplus i e 214 -26.0 -24.8 214 -14.0 -7 -16.8 -10.8 19 0.1

Damgstic FINARCING ..vomvecneceeimreinte e rreni 206 256 4.5 209 167 i 17.4 85 7.7 0.l

Money and Cradit (As a Percant of GDP)

DomesticCredit .o e aie e ssicamn e 9.2 1159 132.1 1371 142.0 126.8 126.7 kN 65.0
Public SEet00 . i $313 75.8 047 1018 1028 £6.2 $4.3 ne 3R9
PrIvalESTRION et irsnsrte e enene EFR 404 1.4 353 - 392 40.6 42.4 412 262

Moncy Supply (ML) e 39.5 &0.3 48.0 742 753 89,3 67.8. +7.9 30.5 200

{PercantperAnnum)
IRErest RAIC D et s 32 2.7 2.4 22 23 2.6 2.5 23 2.7
Prices and Salaries [Average Annuat Growth Rates)
ComEUMEr PHEES . rvresaec e st 09 187 534 13 0.8 7 260 433 1435 3680
Real Wages ooveceeasee et a1 -10.8 -322 32 8.0 -15.9 -7.5 -147 373 282
Exchange Rates (Guilders par Dollar}
Market RAE & ..o vimanmnicee g et 23 38 6.0 A9 T8 5.6 01 147 433 1860
(Index 1980 =100
Renl BEffoclive e e 544 164 930 68.6 g5.4 100.¢ 84,7 90.6 i15.8 1013
{Indox 1480 = 100}
TermsafTrade v e 896 820 Q0.9 RE9 1318 14035 877 16.5 278 969
Balance of Payments (Milllons of Dollars)

Curreot Acenunt Balance ..o v (1.6 -22.4 74.8 62.5 1629 346 758 1.0 445 1045

Trade Ralance ... S 2446 10 445 {IR9 2183 915 -4 §84 84 4 1229
Expotts ofGﬁoda (FOB) 3361 371 3388 1554 5452 4659 3459 3410 2983 3240
Importsof Goods {FOBY oiceececnie 3094 304 2743 2194 3309 3744 3471 2728 2139 201.1

Service BAIANCE .vvver e 2353 -344 B3 £y 733 -33.8 -86.5 234 6l.3 464

Unrequited Transfers .o oo vnivinnes -2.7 -1.0 20 5.7 17.9 259 1.9 26.1 Z14 280

Capital Accaunt Balancg 14.5 .4 -30.5 658 19 150 324 -48.5 -2340 -40.6

Mon-onctary Secter .. 102 -10.5 -53.8 366 -1850 -20.0 1246 215 291 -S04
Prvate ... . 9.3 12,1 -5ha 04t -191.8 <183 27.5 «27.7 31 -52.0
VIOVERUNIERE it vins e vrrnee oo 04 l.6 2.4 7.5 6.5 -1.7 5 &2 2.0 1.6

Monetary Se¢tor . e 43 11.6 kR | 20.8 {2.0 5.2 0.2 271 a1 98

Change in RcﬁchCS( Inc.rtase} 835 40.0 9.4 52 0.1 103 439 120 283 2832

Erroos and Gonissiong ..o evnnn oo b4 -18.7 A6 18 99 54 4% 54 -132 -35.7

External Public Dobt (Millions of Dollars)
Disbursed Nebt .. OO 52.3 67.1 759 9.4 {17.7 t15.5 1570 2061 207 8
lkthcrwccAclu&lly l‘axd - 14 59 6.4 ~
(in Percent)

Interest Payments Due/Expontsof ...

Goods and Non-{factur Seovices ... ... 0.6 07 Q.7 0.7 4.6 (&) 2.0 15 14 o

i
X At factor cost.
3 Averagedeposidrate.

4 Average cxchange rate taking into account parallel rate.




1995: Monthly Exchange Rate
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1995: Monthly Inflation
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