


Mr. Chairman, Distinguished Ladies and Gentlemen:
INTRODUCTION

I am delighted to be able to present some empirical
perspectives in a paper of some relevance, no doubt, to all of us
present here tcday - involved as we are in academia or the practice
of monetary management in the Caribbean. On earlier reflectiom,
the bkroad topic of monetary convertibility, its relevance to
monetary management and their mutual relaticnships to the structure
and emergence cof capital markets, struck me as keing of growing
significance to our own rapidly eveolving Commonwealth Caribbean
scene. Egually, however, there appears distinct applicability to
perhaps the potentially most important and progressive region of
Africa today, Southern Africa. Indeed, over the past six years,
and especially the last four of these, I was particularly fortunate
to witness first hand the unprecedented robust eveclution of this
sub-region of Africa, from the vantage point of one of the key
actors in that part of the world, Botswana, during my tenure with
the Bark of Botswana. It has forcefully struck me on many
occasions how similar, yet often distinct, are the paradigms in the
strategies of monetary and financial development evident in these
two emerging regions of the developing world.

In structuring this necessarily overview presentation, I have
divided the paper into five sections. Section 1 briefly presents a
macro-economic profile for the last decade cr so of the twelve
Commonwealth Caribbean countries being surveyed (The Bahamas,
Barbados, Belize, Guyana, Jamaica, Trinidad & Tobago and the
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individual OECS countries, BAnguilla, Antigua & Barbuda, Dominica,
Grenada, Montszerrat, St.Kitts/Nevis, St.Lucia and St. Vincent and
the Gremnadines) and that for the Southern Africa region -{Beotswana,
Lesotho,r Malawi, Mauritius, Namibia, South aAfrica, Swaziland,
Tanzania, Zambia and Zimbabwe). Key similarities and differences
are nighlighted. Section II surveys the capital market scene in
Southern Africa and the Caribbean. Section III examines the issue
of currency convertibility and how it relates it to the two regions
under survey. Section IV examineg currency converkibility and
some implications for monetary management in both regions. A few
closing questions for further consideration are set out in a brief
Section V,
1. THE SURVEY COUNTRIES

Table 1 sets out a profile of the twenty-six countries being
surveyed in thisg paper. Twelve of these are Southern African and
fourteen CARICOM (except Anguilla & Montserrat), which are,
however, full members of the OECS). As the Table reveals, Southern
Africa is a region of well over one hundred million people, if
Tanzania and Mauritius are included (both are strictly not in
Southern Africa, but Tanzanla 1s part of the Southera Africa
Development Community ({(SADC) and Mauritius part of the Common
Market of East and Southern aAfrica (COMESA) - successor to the
Preferential Trxade Area (PTA) and an important economié force in
the region). Both countrieg are, therefore, included in the
analysis of Southern Africa. Southern Africa is a mix of

relatively strong economies (S.Africa, Botswana, Mauritius and



TABLE 1: SOUTHERN AFRICA AND THE CARIBBEAY AT & GLANCE
KEY MACRO - PARAMETERS (1985-354)

Uss (193%4)
Popul GNP Total External Surplusa/ Total Av. GDP
per cap Ext. Resarves Budget Debt/ Graowth inflakion
{mill) debt {mill Deficit GDhP rate {1985-1993)
{mill) Gross Net Ghe (%) (%) {mill)

A. SOUTEERN AFRICA
Botswana 1.4 2800 735 4462 3889 E 8.5 18.3 B.3 12.7
Lesothe 2.0 700 618 373 335 L 3,1a/ 457 &§.7 i4.6
Malawi 10.8 140 2033 36 Ma (17.7) i%6.2 2.1 17.8
Mozambigue 15.0 80 5612 Mo (29.86) 382.5 6.0 54.3
Mauritius 1.1 2980 (' 93} 306 (" 93) 750 750 Mu - 5.8 9.0
Namibia 1.5 2030 325 203 4 N {3.7) 11.3 3.2 i0.0
South Afrieca 41.6 3010 1531(93) 2103 4721 Sa { 6.7} - 0.7 13.8
Swaziland 0.9 1190 244 297 214 Sw - 22.1 2.9 i1.3
Tanzania 28.5 100 331 -1 T - 1.4 23 .4
Zambia 9.2 350 7020 192{’ 93} -12 Za {11i.9} 201.8 0.9 8g.0
Zimbabwe 11.0 450 4428 492 43 Zm - 77.8 (0.6 20.5

i24 0
B. CARIBBEAN {1993) (1993) (Mar’ 85} (1985~93)

Av. GNP
Anguilla - - o/ b/ an 1.9 o
Antigua/Barbuda .06 6390 c/ b/ 2A/B 1.0 2.4 4.8 o
BH (L.4) (0.2} 2.5

Bahamas .27 11500 398 188 170 BR (2.1) (0.2) 3.1
Barbados .26 6240 473 210 128 BE {4.3) 5.7 3.8
Belize .21 2440 179 27 28 D {2.2) 4.8 4.5
Dominica .07 2689 c/ b/ e} 1.3 4.1 4.1
Grenada .09 2410 af b/ gy (6.1} 0.6 53.5
Guyana .82 350 2055 246 -308 J 1.8 3.1 26.9
Jamaica 2.5 1350 316521('94) b/ 362 M 1.0 - -
Montserrat - - ¢/ b/ STK 0.5 5.2 5.8
St.Kitts/Nevis .04 4470 e/ b/ sL 7.C 4.3 3.5
St.Lucia .14 3040 c/ b/ sV 4.7 4.8 3.8
St.Vincent .1z 2130 e/ b/ T 0.1 (2.7) 5.9
Trinidad & Tobago 1.390 3730 2061 787 630

5.87
5a) GNP, not GDP
b) EBEQCB as a whole USS516 mill (Maxr ‘95)

¢} ECCB as a whole USS670 mill {(Mar ‘95)

d) 1985-53

Source:

World Trade:

Southern Afxrica (1995);
IMF International Financial Statistics: Yearbook 1595



Namibia) and relatively weak ones (Mozambigue, Tanzania, Zambia)};
most are heavily indebted and most still experience gizeable fiscal
imbalances (Table 1). Yet, some of the strongest growth rates for
countries in the world over the past decade have been recorded in
Southern African countries (Botswana, Lesotho and even Mozambigue,
despite the ravishes of persistent wars here in the 1980s). Most
of the regicn's countries have experienced modegt inflationary
rates in the past decade, Zambia and Mozambigue being marked
exceptions.

This broad Scuthern Africa picture contrasts noticeably with
the CARICOM region, with a population of at least twenty times
smaller, strikingly higher per capita GDP as a group, and with
average external debt levels much smaller than Southern Africa.
Caricom countries have also experienced in the past decade
convergence as a group to modest levels of budgetary deficits and
rates of inflation, on balance, historically guite lowexr than in
Southern aAfrica.

Over and above these,there are several important gimilarities
and differences between these two regionsg. These include the fact
that:

(a) both regions are wmoving rapidly to important market-
based structures in their economies, largely resulting from World
Bank/IMF type adjustments and stabilisation type projects (5 of the
10 sample Southern Africa countries and 2 of the 14 Caribbean ones
were thisg year involved in an IMF programme) ;

(b} both groups have moved aggressgively to integrate their



economies, Southern African economies being part of a complex and
often overlapping netwoxk of trade and currency integration effort.
As Table:2 below indicates, these groupings include: (a) the
Southern Afrjica Customs Union (SACU) in force since 1910; COMESA
praviously the PTA; S8ADC, previously BSADCC (Southern Africa
Development Coordinating Committee) and the World Bank/IMF/
European Union/ADB sponsored Cross Border Initiative ({(€BI). The
Common Monetary Area, since 1986 and previously the Rand Monetary
Area, 1s more an Exchange Rate Union than a full Monetary Union,
more a currency area. It is therefore different from the ECCA in
the OECS group, which has a common currency and a regional monetary
authority, the BCCB. This is not the case in the CMA, where each
of the four present members (South Africa, Lesotho, Namibia and
Swaziland) has its own currency co-existing with the rand and its
own central Dbank exercising some domestic monetary control
discretion;

{(c) both groups of countries are increasingly ewbracing
private sector activities as a basis for future economic growth,
pursuing active programmes of privatisation etc. The private
sector in Southern Africa is an extraordinarily powerful force;

(d) Southern Africa, as has the Caribbean, has in the past 5-
10 years been consistently dismantling restrictive investment
practices, and radically liberalizing and reforming its trade,
financial and fiscal regimes, esgpecially 1ts tax structures
{(Mozambique, Zimbabwe, Malawi, Botswana and S.Afrxica being fully

active in this area) ;
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(e) with the dismantling of apartheid, the end of the
liberation wars in Namibia and Mozambique, stable dJdemocratic
governments are the order of the day in the region, as in the
Caribbean.

One key and important distinetion between the two regions
though, is the primary and dominant role of South Africa, over 20
times the size of the second largest economy in the region,
Zimbabwe. South Africa is already playing a critical role in the
post-apartheld development, financial and trade activities in the
region. With an extremely diversified structure of production,
South Africa is already well extended, both in trade and finance,
throughout the rest of the region, despite the ©patent
inefficiencies in its own economic¢ management that the dismantling
of apartheid has already made wmanifest. This phenomenocn of a
pronounced dominance, in economic termg, of one country by another
ig not evident in the Caribbean, but raises rather important issues
for the prospect of say Venezuela, Mexico or perhaps Brazil in the
Caribbean Basin assuming such a role, should the ACS emexrge as a
viable economic grouping.

{(£) Yet another distinction 1s that one of the smallest
countries (by population) in the region, Botswana, fox over a
decade now has had one of the highest absolute and relative levels
of external reserves (almost USS5 billion currently) and stable
economic management in the world.

IT. CAPITAL MARKET STRUCTURE

There are a few generally accepted praconditions for effective



TABLE 2: REGIONAL INTEGRATION GROUPINGS IN SOUTHERN AFRICA

NAME

1. Southern Africa
Customs Union
(SACW)

2. Common Monetary
Area (CMA)

3. Southern African
Devalopment
Community (SADC)

18

Common Market
of East and
Southern Africa

(COMESR)

5. Cross Border
Initiative
{CBI)

Source:

MAASDORP, 4.

TYPE

Customs
Union

Exchange
Rate Union

Development
Cooperation
Forum

Free Trade
Area

Vot formal;
forum for
discussion of
relaxation of
cross-bordexr
investment
constraints

and Whiteside,

World Bank {1.995)

YEAR ESTABLISHED

1510

Renegoiated in
1968. Currently
being renegotiated

1986, previously
from 1974
the Rand Monetary
Agreemant

1952,

previously

sabcce (Southern
Africa Development
Coordination
Conference),
established in
1980

1995;

previously
gince 1960s.

The Preferential
Trade Aresa (PTA)

1994/5,
coordinated

by World Bank,
IMF, European
Union and African
Dev. Banks

A, (1593)

56~

MEMBER COUNTRIES

Botswana, Lesotho,
Namibia, Swaziland,
South africa

Lesotho, Namibia,
Swaziland, South Africa
{Botgwana left in

1974)

Angola, Botswana,
Lesotho, Malawi,
Mozambigue, Namibia
South Africa, Swaziland
Tazania, Zambla,
Zimbabwe

Angola, Burundi,
Comores, Dijibouti,
Ethopia, Kenya, Lesotho,
Malawi, Mauritius,
Mozambigue, Namibia,
Rwanda, Scomalia, Sudan,
Swaziland, Tanzania
Uganda, Zaire, Zambia,
Zimbabwe

Namibia
Zimbabwe

Malawi,
Zambia,



development of capital market sgtructures in developing countries.
These include: a) an appropriate enabling and suppeortive macro
environment; b) the presence of an efficient domestic banking
system; <) a large and growing capacity for savings by residents:
d) the existence of an appropriate legal and regulatory framework.

In regpect of the enviromment, it is evident that both the
authorities in Southern Africa and the Caribbean have been taking
this gquite seriously in recent years. Many of the countries in
both groups axe in the midst of active programmes of adjustment,
some domestically inspired and others Fund/Bank led. The process
of active economic convergence is well under very, especially among
countries, on both sides, involved in programmes of development,
economic or monetary integration. Fiscal deficits are declining as
a percentage of GDP; inflation rates are trending downwardsg; and
interest rates 1in real terms are approximating international
levels. Exchange controls are disappearing as a reality in both
the Caribbean and Southern africa, remaining in only few countries
in both regiouns. Authorities in both countries are becoming
increasingly sensitive to the negative impact of taxation for
attracting foreign investment and taxes are being systematically
lowered, especially in Southern Africa. This is particularly true
with respect to financial assets, where the world is rapidly
equalizing differentials in interest and dividend income,
abolishing taxes on capital gains and moving to double taxation
treaties. Such trends have not been lost on both the Caribbean and

Southern Africa.



TABLE 3: SELECTED OPFRATING PERFORMANCE MEA URE 3
SOUTIERN AND OTHER AFRICAN AND CARIBBEAN BANf(IS,NG SSY(S)'%‘EMS
{averages for prolitable banks for respective
financial yvears ending 1992, 1993 & 1994)

PROFITABILITY STRENGTH EFFICIENCY
ISOUNDNESS
Capiral Net Income/Staff Net Income/Branch Net profil 1o

A. SOUTHERN  Renun on Equity (%) Return on Assets (%) Adequacy (%) (US$ 000) (US$ 000) Qperating expenses(%)

AFRICA 1992 1994 1992 1994 1992 1994 1992 1994 1992 1594 1992 1994
Boiswana 17.9 14.6 1.7 2.4 i8.2 15.9 8 - 370 - 30.3 48.1
Mauritins 16.2 24.1 1.1 1.4 - 17.0 10 - 20 - - 96.3
Namibia 25.3 317 1.4 1.7 9.7 10.6 9 - 240 - 46.6 48.1
South Afica 17.5 1.3 1.2 0.7 9.1 10.8 .8 = 186 - 29.1 30.9
Swaziland 122 14.3 0.7 TO0 EXi] 3.6 3 - 128 - 12.7 15.5
Zambia 52.8 144.4 5.8 7.4 29.6 35.1 4 - 168 - 102.8 78.4
Zimbabwe 20.8 42.3 L3 3.3 - 19.9 - - - - - 161.8
Kenya &/ 515 42.8 3.4 5.7 12.9 562 6 - 136 - 389 56.4
B. CARIBBEAN Net Earnings Operating Costs ¢

' Return on Equity (%) Retura on Assets(%) Gross Eamnings Margin(%) {%) Margin T, Assets (%)
1953 1994 1963 1994 1993 1994 1993 1994 1993 1994

Bahamas - - 1.63 2722 4.61 5.04 1,33 1.70 4.03 4.03
Trinidad & Tobago  15.5 13.4 1.20 1.0 -

- - - - 9.5

A For coinparisop purposes only
b/Sharehatders Funds to Risk - weishted Assets

Source: (1) Own calculations from duta in X@€MG Adrica (1993 and. 15595) "Banking Survey”.
{5) Cenrd Bank Bulletins and Other Publications 1992 and 1994



In short, authorities in both Southern aAfrieca and the
Caribbean have growvm c¢conscious that a ‘sine qua nen’ of good
governance in today’s increasingly competitive world iﬁiresponsible
fiscal and monetary management, cardinal tenets of a sound
'envirommental framework for fostering capital market development.

Table:3 above presents some statistics on the operational
efficiency of banks in the Caribbean and Southern Africa for the
period 1892-1994. On balance, banks in Southern Africa appear more
profitable than in the Caribbean larger volumes and relatively less
competition being largely responsible. What is also evident for
Southern African banks is the distinct overall improvement in
profitability indicators for most countries bestween 1992 and 199%4
and improved efficiency management in general. Although similar
data are not available for the wider Caribbean, a mixed trend is
generally evident for Trinidad and the Bahamas presently incliuded,
improvements appearing in some indicatorxrs and deterxioration on
others. It is likely that there are many factors responsible for
the broad similarities that are evident, but the generally more
propitious operating environment in both regions and increasing
competition, both £from local and external banks entering the
domestic system (especially in Southern Africa following the
dismantling of apartheid), have in the aggregate played a
gignificant part. There is also, no doubt, that the massive
strides taken by central banks in their regulatory oversight for
the banking system in both regions have laid the basis for sound

capital market development.
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TABLE 5: CENTRAL BANKING ROLE IN DEVELOPMENT OF CAPITAL MARRET REGULATOREZ AND STOCK BXCHOANGRS
IN SELECTED SOUTHERN AND OTHER AFRICAN MARKETS

APEX REGUEATORY INSTTUUTIONS

STOCK EXCHANCES

Current Direct

! Year Iustituticn Name Centzral Banik Yaar Direct Central Current Direcl
) Fstablished Direct Role in Cenkral Bank Egtablished  Bank Role in Central Bank
‘ Establjghment? Invalvement Establishment?
|
' BOTSWANA - No Not applicable '158% Mo Representad on
Interim
Council
EGYRT 1975 General Authority - Sits on Board 1883 Ho No
of Capital
Viarkets
GHANA 1993 Securities and - - 1950 Yee Managing
Exchange Director
Commission previously
with Central
Banlk
KENYA 1985 Capital Markets Yeas 5its on Board 1954 Wa Ho
Developnent
Authority
MAURITLUS 1989 Stock Exchange Yo S5ite on Doarc 1989 No No
Commissicon
MOROCCO 1929;1948;
1967
NAMIBTA - No - 1982 Tos Staff Providod
NIGERIA 1979 Securities and Yas staff 1961 No 8its on
Exchange seconded; zits Council;
Commigsion on board Original
Igauers of
Securitien
8. AFRICA 1820 Financial Ingirectly Site on Board 1887 Mo o
Bervices Board
SWARTLAND 1339 - Yes 8ite on Board; 1990 Yeu staff Provided
Staff Seconded
ZIMBABWE - - - Routine 1946 No No
Capital
Markets

roelAasionship

. nol availakle
- none exlsting

Source: Survey undertzken inm 1993
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In respect of savings mobilization there are no clear trends
for Southern Africa, though Table:4 shows a general upward trend as
between the 1980’'s and 1920’'s of average levels of savings for
Angola, Lesotho, Mozambique. South Africa, however, as it pursues
its post-apartheid adjustment agenda, is likely to manifest a
different profile in time, resulting from the need to draw on its
national savings and relying increasingly on foreign gavings to
fund the vast demands fox ‘catching up’ investments, especially in
the soclial sectors. Botswana, in turn, a key regional saver, has
been hit by a softening diamond market, and, for the first time in
1594 since thes early 1980s, experienced a fiscal deficit.
Fortunately, it has procured a high stock of mainly public sector
savings on which to draw for some time. Changass in the regime of
exchange controls in many of the countries are expected to reduce
national savings stocks in the short term but hopefully to enhance
these in the longer term.

Serious attention has been afforded regulatory structures for
capital markets in both regions in recent years. A key player in
this regard has been the Central Bank, which in the case of
Southern Africa, has played a significant role, as Table:5 below
shows for Mauritiusg, 8. Africa and Swaziland, in particular, as
well as for a numbexr of other African countries. Even for the
other countries, however, initiatives aimed at developing the stock
exchanges or sgecurities regulatory structures have been largely
provided by the Central Bank. Once these structures, which have

tended to be fairly independent, are in place, typically the



THELE 6: CHARACTERISTICS OF REGULATORY STRUCTITRES OF CRPITAL MARKETS:
SELECTED SOUTHERN AND OTHER AFRICAN COUNTRIES WITH STOCK MARKETS

NAME OF
SPECIALLET

APEX REGULATORY
INSTITUTION

YEAR ESTABLISHED

NAME OF PREDECESSCR
ENTITY

CUHRENT SELF
REGULATORY
ORGMWISATION ?

GOVERNMENT SUPERVIS1ON OVERSIGET

PREVIQUSLY

CORRENTLY

BOTSWANA

HOYPT

GHAND

KENYA

MAURITIUS

NAMIBILA

NIGERIA

5. AFRICA

SHWRZILAND
TUNISIA

ZIMBABWE

e e e ]
Souree : Canbra

General Authoricy
of Capitsl
Mzrkets

Securil.ies &
Exchange
Commisgion

Capital Markets
Development
Authority

Stock Exchange
Commission

Securities and
Exchange
Commizsion

Financial
Services Board

TBanks of Wook COuntIlEBFH

1979

1503

1989

1889

1973

1590

Min, of Hconomy

Cupital Issues
Commiites

None

Capital Inpue
Commattes

Registray of
Financial
Tusgitebions

Ne

Yes

No

Wo

Yes

Yo
Yes

No

Min of Finance

Min ol Economy

Min. of Finance/

Central Bank

Min of Finance

Central Bank

Min. of Finance

Min. of Finance

Min. of Fin./Res.Bank

Min of Finance

Min of Baonomy

Min ot Finance/
Central Bank

Min of Finance

Min of Pinance

Ministry ol Finance
{Dept of Finance Int.
Supervision)

Min. of
Fipance/Central Bank

Min. of Finance

Central Bank
Min, of Finance

Min., of Fin./Res., Bank

8b



central banks maintain some contact in the form of a Board seat or
joint working arrangements with these institutions (Table:6 below).

In the Caribbean, central banks have also played a catalytic
role in the evolution of the regulatory structures for capital
markets, especially in the 1970s and 1980s, Central Banking Acts
for most countries now confer oversight responsibility for non-
bankz and some role in new securities boards or agencies set up by
these central banks. ClLose relationships with the Councils of the
Stock Exchanges are also not unusual.

In relative terms, the Southern Africa area appears to have
made more progress in capital market development than the
Caribbean, with South Africa, Zimbabwe and Mauritius being
particularly well developed in these areas. In both regions the
models of regulatory structures for capital markets appear to be
moving in the direction of the North American, in terms of a
separation between oversight responsibility for the financial
gystem, as between the central bank for the monetary systems and a
securities exchange type system for the capital markets (banking
failures) .

Finally, an overview of the structure of capital market of
both the regions presents an interesting picture. Tables:7(a) AND
(b} present an overview of the key capital wmarket institutions foxr
those African and Caribbean countries with active Stock Exchanges -

Botswana, Mauritius, Namibia, S.Africa, Swaziland and Zimbabwe in
the former; and Barbados, Jamaica and Trinidad in the latter. In

terms of the securities segments of these capital markets, Southern



TABRLE 7 f{a):
{ SECURITIES )
$ELECTED COUNTRIES WITH STOCK MARKETS

SOUTBERN AFRICA AND CARTIEBEAN

EVOLUTION OF CAPITAL MARKETS

(i) (i) iy (iv} ) (vi)
X Iaxationr¥s Investment Regilation
Year estab- marker Capitalisation Mo, of DPomestic Listings Marker furn  (P/E Rarie Interest{®) D1vidend Lapital Free Access Repatriation
lished (uss mitl) Qver Gaing by foreigners Restrictionsy
Katic 8/ . 1o listings -
1‘;’&5 1‘-?90 1955 1985 1990 1994 Capital | ngome
A .SOUTHERK
AFRICA
Botswana 1989 - 261091} 377 - PL191) 11 B.zx o4 15 15 i Yes No Ko
HauriTiue 1989 - 268 1514 - 13 35 7.Dz 16.4 0 D 0 Hot futly No Ke
kamibiz 1992 - 3za09) 057 - L{t92) 14 6.5% 15.4 o 10 9 K.} N.) H.]
5. Africa 1987 55439 137540 22571185 462 732 540 8.5% 21.3 1) 15 Pl Yes Ho Ko
Swaziland 1990 - 17 338 - 1 4 b.&% 10.6 10 15 o N1 H.l H.]
2imbabwe 1946 340 2395 1828 55 57 & 18 0.9 15 15 90 Botr fuily o Na
AVERAGE (Rith 5. Afriea) 27900 35055(490) 3982 25% 201790 128 6.0% 14.2
(ex 5. Africa) 3&0 670 2726 55 24 26 5.5% 12.8
B. CARTBBEAN i
Barbados 19907 . 251091 377 - {1991) 1 1,4% 10.1(793) 15 15 1] Ho No Ho
Jamaica 196% 266 211 V735 3 [ 50 B.3% B.4 15 15 8} Hot fully Ha Ro
Irinidad & _ e .
Iobago 1981 463 698 [3-1] 36 30 27 P L M- TS o = 2t FoU Oy
AVERAGE 365 BOZ(150) 931 37 IF{’50; 22 b.2% B (Ph)
fDIAL EMERGING  MARKEIS 171263 B1166D 192697 28916 12544 17115 Best(323%)  22.9
IDTAL WORLD d/f LEETTHA 428144 151855607 26659 28944 3817 - 23.2

a) Rverage totzl market capitalization davided by total value traded.

b) Most mcrtave cf selected group - 538tk rapk inm worlé of BU steck markets in 1854,
@) 1lin lgrgest 1o World in 1984

8} Morgan Stanley World Capital Index

N.I. - No Information

Sourge: I.F.C. Markets Factbook, 18955,



TABLE 7 (b) EVOLUTION OF CAPITAL MARKETS
{NON- SECURITIES)

SELECTED COUNTRIES WITH STOCKMARKETS
SOUTHERN AFRICAN AND CARIEBBEAN
(before and after establishment of Stock Markets)

A, Total Assets: {US$ million) Av. P. A, Growth Rate
SOUTHERN AFRICA
Botswana 1980 1991 1980-91
Insurance Cos. 4 63 3.5
Pension Funds 45 145 1.1
Housing Finances 5 1 7.1
$. Africa 1970 1980 1991 1970-80 1980-91
Insurance Cos. 4094 20411 58694 17.4 10.0
Pension Funds 2581 25756 57151 25.9 4.9
Housing Finance Cos. 3332 13872 264616 25.9 5.1

923 ¢+80-492)
Swazi land 1980 1992 1980-92
Insurance Cos. 0.7 418 . 74.9
Pension Funds 4.0 g2 25.2
Housing Finance Cos, 22.0 140 17.6
Zimbabue 1975 1983 1987 1975-83 1983-87
Insurance Cos. 584 1017 1534 7.2 10.8
Pension Funds 526('77) 750{*80) 3077 12.4 21.9
Houseing Finance Ces. 946 ees 562 16.9

192y (f75-+87)

Total Assets: Mill. Local Currency

8. CARIBEEAN

Mid
BARBADOS 1985 1990 1995 1990-95
Trust Companies 168 383 435 2.7
Development Banks 399 109 o0 ~4.0
Hatjonal Insurance 343 513 &64 5.3
(Commercial Banks) 1410 2180 2803 5.2
TRINIDAD & TOBAGO 1975 1985 1995 1975-85 1985-95
Managed Pension Funds - - STS1¢!94)
Trust & Mortgage Cos. &8 1856 2945 39.2 4.7
Development Banks 160 271 282 5.4 0.4
Finance Companies 80 854 1279
& Merchant Banks
Thrift Institution 42 73 66 26.7 4.1
Life Insurance Companies 362 2034 2001¢793) 5.7 43.9
(Commercial Banks) 1556 10165 16151 20.6 5.2
JAMATCA 1975 1980 1990 1994 1975-80 1980-90 1990-94
Trust Companies 28 - 169 - - -
Merchant Banks 144 - 4527 14837 - - 34.6
Building Secieties - 311 2972 ~ 25.3 -
Credit Unions - 180 812 2408 - 16.3 33.9
(Commercial Banks) 11 2100 17328 96120 (15.7) 235 53.5

Source: Various Bank Publications; Company Annual Reports: Own Calculations.
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African markets have tended to grow in relative terms much faster
than those in the Caribbean, even Ileaving out the ‘distortive’
effects of South Africa’'s extraordinary market, the eleventh
largest in the world. Over the past ten vyears market
capitalization per capita in bhoth regions have trebled, though
apparently at a faster per capita rate in Southern Africa.
Ligtings have grown faster in the African stock markets than in the
Caribbean ones. By contrast, on balance, there appeared to be more
activity in Caribbean markets in 199%4. Lower P.E. ratios also
suggest greater growth prospects in these markets than in Africa’s.
The generally wmore positive progress in African markets may be
attributed to many reasons, but mainly one hinged on greater
maturity, lower and less repressive levels of tTaxation and an
increasingly less restrictive operating environment.

Growth in the non-securities segments of African wmarkets has
equally tended to be stronger than in the Caribbean, whose non-
banks appear more mature. What is also of interest is that in both
regional economies the arrival of stock markets has coinecided with
some slower growth in non-securitiegs segments of the capital
markets. This is probably attributable mainly to the novelty of
most of the stock exchanges in either group of countries, relative
to the more established insurance companies, pension funds,
development banks, etc. It is equally possible, however, that poor
environmental factors such as inflation, exchange controls etc. may
have had a debilitating effect on savings mobilization by these

bank-type institutions and less zo on the nascent stock exchanges.
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An analysis of savers by types in each of these institutions -
domestic as well as foreign would have been revealing, but this is
not possible presently.

Finally, capital markets in Scuthern Africa and the Caribbean
appear both to be at a rudimentary stage of integration, with
crosg-~listings being actively considered but not traded in any
significant way.

In summary, the real guestion for the progression of capital
markets in both regions is to what extent this has been influenced
by environmental factors, especially movements towards increased
convertibility. It is likely that this hasg been strongly possible
due to a distinctly positive change in the macro-environment
through which countries have evolved in both regions. Some of
thege factors are indicated in a general way in the following
sections, which successively analyses convertibility of currencies
and aspects of monetary management in the two regions over the past
decade or =o0.

III CONVERTIBILITY

Currency Convertibility; Since the path-breaking essay on the
topic of currency convertibility by Gotfried Haberler ( 1554),
there have been various definitions and_interpretations of the texm
currency convertibility and of the broader term convertibility
itgelf. Prior to the 19308, currency convertibility represented
the right to convert a currency freely into gold at a fixed rate of
exchange. The bkroad consensus now, however, is that c<currency

convertibility is about the capacity for readily exchanging one’s
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domestic currency at markst rates for an axternal, usually
'harder’, rxeserve currency within or cutside one’s domicile. Full
convertibility, therefore, relates to the absence of restrictions
on foreign exchange transactions. In many respects Ccurrency
convertibility is typically accompanied by another form of
convertibility, namely current account or trade convertibility or
even partial or full capital convertibility i.e. the total absence
of, or only limited restrictions on a nation’s current capital
account as it werxe. It is accepted, however, that the presence of
currency convertibility doeg not automatically imply current
account or capital account convertibility, though it is desirable
to have these first. The existence of no or limited trade and
investment restrictions typically guarantees free convertibility of
a given currency.

Current account convertibility: This represents the
particular absence of regtrictions on current transactions of goods
and sexrvices. It is typically the first stage towards wider
convertibility and in terms of membership of the International
Monetary Fund (IMF), represents a move, once formally acceded to,
Article VIII status in the Fund by member nations. However,
accession to Article VIII status does not necessarily imply full
current account convertibility, but rather an intent to move in
this direction, over a usually defined time frame. Thusg, it is
possible that some countries which have not formally accepted
Article VIII gtatus could, as is still currently the case in

Botswana and until recently Mauritiuvsg, have a more liberal regime
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of exchange contyrols on the current account than even countries
already in Article VIII status e.g. South Afrieca. South Africa
still has a number of restrictions on payments for trade of goods
and services, even though it has attained Article VIII statusg since
September 15, 1973. According to the IMF, as at September 1995,
some 105 countries had accepted Article VIII gtatus, but including
only 4 of the 10 Southern Africa countries examined in thisg paper.
Ag would be noticed from Table:8 overleaf, however, of these four
countries already at Article VIII (Mauritius, South Africa,
Swaziland, and Zimbabwe, with Botswana formally already declaring
its intention to move shortly to this status), all but Swaziland
still have some restrictions on thelr current account. All the
other of these Southern African countries still reqguire some form

of

surrender/repatriation of export proceeds by domestic
entrepreneurs.

In the case of the Caribbean countries there ig, however a
dramatic differxence. Every single one has already acceded to IMF
Article VIII status and at the end of 1994 only minor restrictions
on current account remained in Barbados and Jamaica. Several of
these countries in fact acceded shortly aftexr becoming IMF members.

In principle, current account convertibility is desirable to
the extent that it enhances a country’'s supply side capacity,
creates a more competitive enviromment and promotesg product and
investment decisions relative to a nation’s comparative and

competitive advantage. Yet, there are some costs and risks,

including short run adverse domestic employment pogsibilities,
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TABLE 8: STATUS OF PAYMENTS CONVERTIBILITY -
SELECTED SOUTHERN AFRICA AND CARIBBEAN COUNTRIES
(AS AT EARLY 1995)

Article Article Some Some
XIv* VIIT Restrictions Capital
Statug** on Current Controla
{(Date accepted) accounkt in place
1. Southern Africa
Botswana x x x
Lesotho X x b
Malawi X X X
Mauritius x{9/93) X ba
Mozambique x
Namibia X x X
South Afrxica x{9/73} x x
Swaziland x{11/8%9) X
Tanzania x b
Zambia x X X
Zimbabwe ®x(2/95}) x x
2. Caribbean
Bahamas x( 5/73) x
Barbados x(11/93) x %
Belize x({ 6/83) b’
Guyana x{ 2/66) x
Jamaica x{ 2/63) X X
Trinidad & Tobago x{12/93)
QECS

Anguilla -
Antigua/Barbuda %x{11/83) x x
Dominica x{12/79) x
Grenada x{ 1/94) x
Montserrat -
St.Kitts/Nevis =x{ 3/84) x
St.Lucia x{ 5/80} x
St.Vincent/Grenadines x{ 8/81) x
- Not Fund members X= yes

* Status upon jcining Fund
**  Formal commitment to removal of restrictions on currenc account

Source: Exchange Arrangements and Exchange Restrictions - Annual Repoxt 1985:
IMF
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current account imbalances and possible considerable increases in
consumption. On balance, though, this form of convertibility is
widely accepted as a necessary prerequisite for wider
liberalization and reform efforc in emerging economies (Greene and
Isard, 1991).

Capital account convertibility: Thig represents no or limited
restrictions on the flow of capital or investment funds and, is
typically a more difficult status to attain, even for more advanced
countries. Indeed, it is well known that many Western European
countries did not attain final capital account convertibility until

C {e.g. France and Italy) (Mathieson and Rojas -

[o5]
in

the late 19
Suarez 1993). As 'Table:8 also indicates, no Southern Africa
country has presently removed all restrictions on investment flows.
In the case of the Caribbean, wvirtually a similarxr situation
obtains. Even in Jamaica, Trinidad and Guyana where the =xchange
rates are ‘freely’ floating, there appears some limitations still
on capital flows. In terms of the degree of liberalization, it
would appear that Botgwana i1s the mosgt advanced for the Southern
African countries, with remittances up to the equivalent of US$18
million being automatically permitted on capital transactions.
Other regicnal countries are rapidly also dismantling these capital
controls to underpin their wider move towards fuller currency
convertibility.

It is widely accepted that capital account convertibility
could, on balance, induce net foreign resource inflows and

ultimately promote macroeconomic progress, though the risk of short
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run capital flight and greater exchangse rate variability,
especially in regimes of flexible exchange rates, are often cited
as real possible constraints (Table:2). in practice, however,
capital flight takes place, even with the presence of stringent
exchange controls (Clarke, 1993).

Internal convertibility: Currency convertibility itseltf,
however, does not have to be only external, in the sense that
domestic funds would be converted into foreign currency for export
abroad oxr vice versa. There could also Dbe tinternal
convertibility’, involving the availability of foreign currency
denominated accounts (FCA’g), domiciled in a given economy, side by
side its own currency. As is already the case in several Southern
African countries (Botswana, Malawi, Mozambique, Zambia and
Zimbabwe) as well as Caribbean countries (Guyana, Jamaica, Trinidad
& Tobago and to a lesser extent, Barbados), it is then possible for
both residents and non-residents to maintain both local currency
and foreign currency denominated accounts, in their domestic banks.
The growing tendency in this area by a number of developing
countries arises egsentially out of a desire on their part to more
progressively integrate their local with global economies, relax
exchange restrictions gradually, while offering alternative
investment opportunities for regidents in particular, without the
"permanent loss" of the use of these funds from the domestic
economy .

However, what is equally evident before and after the 1994/95

Mexico external sector crigig is that wmore and more emerging
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1.

B.

C.

1.

Basket of
A. FIXED PE@S Uss other currences
Southern Office {Currency)
Botswana (Pula)
Lesotho (Maloti) x (Rand)
Namipia (N.Dollar) x (Rand)
Swaziland {Emalengeni) *x (Rand)
._Caribbean
Anguilla (BCS) x
Antigua/Barbuda (ECS3) x
Bahamas {(B3) x
Barbados {BS) X
Balize {BS) b's
Dominica {ECS) X
Grenada (ECS) X
Montserrat (BCS) b4
St.Kitte/Nevis (BCS) x
St. Lucia {ECS) X
5t .Vincent /Grenada {BCS) x
LIMITED FLEXIBILITY
MORE FLEXIBILITY
8. Africa Set More Managed Independently Multiple Rates
Indicators Floats Floating Rates Determined
By
Angola (New RKwanza) x Yes Central Banm
Malawi (M. Kwacha) X Mo Bureaux & Banks
Auctiong
Mauritius (M. Rupes) X Na Inter-bank
Market Trades
Mozambigue {Metical) Ho n #
South Africa (Rand} Ne Exchange Marke”
with some
Central Bank
Intervention
Tanzania {(T. Shilling) Yes Inter-bank
Market
Zambia (Z.Kwacha) Yeg Commercial bank
Auctions
Zimbabwe (Z. Dollar) No Inter-bank
markets
Caribbean
Guyana (G§) Yes (?} Market forces
in the Cambio
market
Jamaica {(J%) No Inter-bank
market trades
Trinidad & Tobago
(TTS) Mo Inter-bank

Source: Exchange arrangements

TABLE 9:CURRENT EXCHANGE RATE REGIMES
SOUTHERN AND CARTBBEAN COUNTRIES

(AS AT EARLY 1995)

and Exchange restrictions

- Annual Report 1595:

Market trades
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nations in particular are finding it necessary to insulate

themselves from massive forelgn capital shocks by putting into

place appropriate controls on some capital flows. These include
transaction taxes (Chile and Colombia); or quantitative limits
(Indonesia, Malaysia, Phillipines, Mexico). As will be seen in

Section IV, a number of issues of a policy and operational nature
could emerge f£rom such scenarios.

The progressive idea, therefore, appears to be for countries
to move towards currency convertibility, which ag a general rule
would itgelf need to be underpinned, if they are to be gustainabls
and effective, by adequate volumes of external resexrveg, especially
in a fixed exchange rate regime. Further, it is emerging common
cause that attempts at serious current or capital account, as well
ag, full currency convertibility before the existence of an
appropriate exchange rate, sound macroeconomic policies and a
market-based environment are in place, are likely to be less than
effective in scope and practice (Mathieson and Rojas-Suarez 1993).

IV. DOMESTIC LIQUIDITY MANAGEMENT

As the process of convertibility advances in the developing
economies of Southern Africa and the Caribbean, several problems
are likely to face authorities in their stabilization and
adjustment efforts. The recent examples of Mexico and to a lesser
extent Argentina and Chile, despite their respective particular
circumstances and responses, do not do much to calm the nerves of
the several smaller economies that constitute the two survey

regions in the main (IMF 1935(¢)). Three distinct problems of
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monetary wmanagement in the face of freer convertibility in
economics are likely to arise: {a) more difficulty in monetary
management; (b) the need for better external reserve management;
and {c) likely resulting issues from the deepening of monetary
cooperation/integration.

Liguidity Management. The key guestion appears to be the
management of likely excess liguidity emerging from unexpected
inflows and of tight liquidity situations emerging from massive
unexpected outflows, either situation being induced by *speculative
attacks’ on vulnerable economies or otherwise. The angwer isg, of
course, efforts by the authorities to insulate or minimize the
domestic money supply from the monetary effects of such flows,
especially at a time when the traditional protection from exchange
controls is fast disappearing.

The graphs 1in <Chart I overleaf suggest dJdifferences in
ligquidity characteristics between the Southern African and
Caribbean regions, as approximated by the broad reserve money to
GDP ratios and of the ratio of reserve money to broad money
(Table:10). Caribbean countries tend to have larger RM/GDP ratios
than Southern Africa, probably suggesting more active efforts to
sterilise their banking systems in the face of a more 1liberal
regime of exchange controls than Southern Africa. However, on the
other hand GDP is on average much larger in Southerxrn Africa than in
the Caribbean, which could partially account for lower ratios in
the former. On the contrary, the RM/M,; measures indicate higher

ratios for Southern Africa on average, suggesting greatex
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Chart I

RATIO OF RESERVE MONEY TO GDP FOR SELECTED SOUTHERN AFRICAN COUNTRIES
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{(excess) liquidity problems for this region than for the Caribbean,
This is certainly true of Botswana, Malawi and traditionally Zambia
and Zimbabwe - countries well known for their difficulties with
management of domestic liguidity.

Two responses to liquidity management from Southexn Africa in
recent years are instructive in this regard; one from Botswana and
the other from Zimbabwe, though several other regional countries
and most 1in the Caribbean have similarly grappled with these
problems, often in not different ways.

Faced, since the early 1980s, by massive build up of excess
liquidity arisging from the mobilization of diamond receipts within
the framework of solid exchange controls and weak domestic
absorptive capacity, Botswana first responded by acting as a
"depositor of last regort® to the banking system accepting
wholegale deposits from the public, as banks were beginning to turn
these away. A nominal interest rate was paid on these deposits.
With time, it became evident that this system had its limitations
and a degire to further liberalize the financial system gave rise
among other things, to creation of a Bank of Botswana Certificate
as part of an open-market type operation ‘Dutch’ auctions were held
on average once monthly and bids tendered by banks and non-banks as
well as the large diamond company. A key development, however, was
that this system, while not only creating a new short term
financial investment, was now the basis for determination of
interest rateg, which over time were targeted to become positive in

real terms, relative to a local inflation rate driven in large
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TABLE 10: RATIO OF RESERVE MONEY TO MONEY
PLUS QUASI-MONEY (BROAD MONEY) (1980-1984)
(%)

1980 19835 1990 1994
A.Southern Africa
Botgwana 30.4 32.86 28.3 44."%
Lesotho 14,2 33.9 37.3 18.3
Malawi 22.3 40.7 42.2 42,7
Mauritius 30.5 21.6 18.1 19.9
Namibia - - 5.2 9.0
S.Africa 16.5 12.2 11.7 -
Tanzania 36.4 a4 .7 24.8 22.3
Zambia - - 30.4 -
Zimbabwe 19.1 22.6 25.0 30.7%
Average 24.2 29.8 24.9 26.7
B.Caribbean
Antigua/Barbuda 28.0 26.89 19.4 17.8
Bahamas 16.8 16.7 14.0 12.7
Belize 24 .4 30.6 24 .2 22.4
Grenada 3z.4 42.86 22.3 20.2
Guyana 8.2 55.8 42.5 36.6
Jamaica 27.8 33.7 43.1 37.4
St.Kittg/Nevis 5.9 17.5 17.8 22.3
St.Lucia 21.1 21.8 20.9 19.0
St.Vincent & Grens. 24.9 27.8 22.9 24.7
Trinidad 29.5 27.8 20.8 24.4
Average 24.9 27.4 24.8 23.8
Source: IME: International Financial Statistics (Yearbook)
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measure by imported inflation from South Africa. While this system
was largely successful in periodically mopping up excess liguidity,
it is clear that the movement in massive balances on government
accounts with the Central Bank did not coincide with the movements
in net external reserves because of financial programming, tax and
other timing differences, partly reducing the effectiveness of the
sterilization efforts (Similar trends were apparently evident in
Jamaica 1n the late 1980s (Maxrston, 1994). Further, as
liberalization and convertibility proceeded apace in Botswana,
while there were increasing opportunities for unbottling local
savings, more active management of interest rates through the
market based system becams necessary to stay in line with South
African and other international market rates. As it turned out
this kept rates relatively high in Botswana. This in turn raised
growing concerns about the cost of sterilizing the monetary effects
of the inflows, a problem also being increasingly experienced in
the Caribbean through open market type operations. This
necessarily became an issue with a weakening fiscal position and
growing bankruptcies of local companieg, which bankruptcies were of
course Dblamed on the tight monetary policy stance. As
liberalization proceeded in the exchange regime, this tight
monetary environment became more pronounced with the benefits of
convertibility ironically sgeeming to cause incrsasingly more
pressure, because of the authorities’ demand restraining interest
rate stance.

One central point, therefore, is that continued convertibility
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iz not an end to itself, and must be accompanied by, other
complementary macro-economic instruments to be fully effective. In
Botswana's case, as i8 =o often the case in Jamaica, Trinidad,
Barbados and in the early 19802 in Guyana, the fiscall side was not
accommodative enough of the monetary policy efforts.

Foreign Currency Accountsg: One of the toolsg introduced to deal
with the problem of domestic ligquidity in Zimbabwe was that of
'foreign currency accounts’ {(FCAs). Unlike the case of Botswana
though, when this was dintroduced in early 1995, the Zimbabweans
from inception in-- treated such foreign currency accounts as part
of their mwoney supply, thus permitting active internal
convertibility. They eventually placed reserve requirements on
FCAS and attempted to manage them in this way. Botswana dealt with
this problem, as did Zimbabwe initially also, by restricting the
guantum and eligibility criteria for accegs to these accounts.
Zimbabwe, however, clearly viewed thié new gystem of FCA’s wmore as
a mechanism for attracting new inflows, unlike Botswana which
viewed them as a basis eventually for assisting the sterilization
process. Because the bases were different, the build-up in foreign
currency accounts was much more rapid in Zimbabwe than Botswana and
systemic problems in Zimbabwe were more severe, including the well-
known ‘round-tripping’ problem. This arose initially from an
effective dual exchange rate for holders of foreign currency and
official transactions by the state, which in the early stages
required some or all foreign receipts from ‘bona fide’ transactions

to be sold to the Central Bank.
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The central point is that the process of liberalization
dictated the move to the creation of foreign currency accounts, a
tangible facet of internal of currency convertibility, which
because of the underlying implementation objectives, economic
context and operational circumstances had different degrees of
effectiveness in these two countries, {(Botswana and Zimbabwe). This
underscores the need for approachss to problems of this nature to
be talilor-made and adopted to 1local circumstances in theix
application. Needlegs to say, in the case of Zimbabwe a
significant degree of inflows resulting from the FCA‘s was via
equity into its relatively cheap equity markets, giving rise to a
marked build uvp in market capitalization and actiwvity in the stock
market in 1993 and 1954. So far in Botswana, by contxrast, there is
no evidence that the presence of FCAs has in fact affected capital
markets in any unique way. The jury is still out on the responses
to this feature asz a tool of monetary management in the Caribbean.

Reserve Management: As earlier noted, freer and wore
convertible currencies are expected over time, in theory, to
improve the external balance situation and especially in regimes of
fixed exchange rates to requira adequate stocks of external
reserves, glven the inability of exchange rate policy to assist in
any required adijustment effort. Thig is not to infer, however,
that countrieg with flexible exchange regimes should not hold
reserves. Indeed, in some respects there is an even greater
regquirement to defend the external value of floating currencies and

the need to intervene in markets, asg the authorities in South
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Africa and to a lesser extent Zimbabwe have already seen to their
cost. One certainty, however, is that if the expressed benefits
from currency liberalization and convertibility arxe to accrue to
countriesg in Southern Africa and the Caribbean now undertaking such
adjustments, building up their capacity to manage theilr growing
stocks of reserves will become increasingly neceggary. Indeed, ag
John and Forde (1995) adeqguately point out in their woxrk on reserve
management in Trinidad & Tobago, where foreign reserxrves ranged as
high as US$3.3 million in 1981, any active management of such
reserves becomes an exercise of some complexity. The experience of
Botswana over the past ten years has been no less daunting. This
is particularly necessary if such funds are invested within a
region itself, in which there i1is significant internal trade
activity, as is the case with most Scouthern African countries and
South Africa. Special risks and problems very quickly emerge.

The real issue here for capital market development is that,
with capital flowa external to the Southern African and Caxibbean
regions drying up, the necessgity for intra-regional savings to be
appropriately transformed, maturity-wise and otherwise to assure
the maximum social return to a region, becomes increasingly
slgnificant, especially as the region of a group integratea. How
then could the flows £from one strong member be appropriately
invesgted within the region, facilitating system-wide development?
What are the benefits of pooling reserves, if these are investible
only outside the region of which countries form a grouping?

The fundamental problem facing the investment of these
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resexrves within the region are the wmajor risks with which
investments might be confronted, especially currency risks. For
Botswana say,which has already tranched its reserves into longer-
term and shorter-term liquidity components, with differing
performance standards, guidelines, and benchmarks, there might be
other types of risks such as duration/interest rates risks about
which they would need to be preoccupied. However, for the near and
medium term, it 1is likely that wmost reserve portfolios for
countries in the region would have shorter durations, staying as
liquid as possible, to meet transaction needs and flows. For
Botswana, however, and for other strongly emerging economies in the
future, the challenge is and will be, how to preserve the capital
value and effective purchasing power of the nation’s precious
reserve assgetg, having regard to existing or future trading
patterns and their payment liabilities.

More specifically, in Southern Africa, the preponderance of
imports and, therefore payment liabilities, for most regional
economieg emanates from and are due to South Africa. Conventional
currency risk management would, therefore, dictate correspondingly
large weights of reserve asset holdings in rand, to insulate
adverse changes in the future value of such assets i.e. large
components of rand. But the realities of an emerging South Africa
are already such that at best, the long-run prognosis for economic
and political success fox South Africa is mixed. An investment
portfolio with hsavy rand rates is therefore always a source of

major concern, in spite of the higher vield potential induced by
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South African capital market instruments in particular, to foreign
hclders of portfolios, currency weighted by trade patterns.
Alternatively, should the rand components be arbitrarily
underweighted in such portfolios, the portfolios could be exposed
to the risk of major losses in wvalue, especially if the rand
appreciates vig-a-vis SDR currencies. While this is already a
trade sgpecific problem now mainly for Botswana and other regional
countries it may already also be a problem for other countries in
terms of their larger foreign debt service liabilities, in which
repaymant streams may be reguired in stronger foreign currencies
over long durations.

The appropriate balance of portfolios is, therefore, an issus
that cannot be treated lightly, as is the extent to which attempts
to require asset cover forxr known liabilities within the very region
itself are practical and workable, given the thinness and
relatively liquid states of regional bond and equity markets. The
fact that most of the regional economies in both Southern Africa
and the Caribbean do not have fully convertible currencies, in
addition, does not simplify, but rather compound the problem. Nor
does the fact that exchange rate adjustment policies throughout the
Southexrn Africa region are largely influenced by the rand, help
matters in any way.

Menetary and Financial Integration: One of the issuesg of real
relevance to both the Southern Africa and Caribbean regions has
been in the past and will continue to be that of monetaxry

integration, against the background of wider integration efforts as
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discussed earlier in the paper. The extent to which the current
trend towards wider convertibility influences the efforts by
regional and national authorities in this direction, will continue
to dominate the agendas of the resgpective regions for some while.

As already noted, the Common Monetary Area in Southern Africa,
consisting of South Africa, Lesotho, Swaziland and Namibia, ig in
effect not a full monetary union, as it has no common central
monetary authority, nor a common currency, each country having its
own central bank. One issue that continues to be raised is the
extent to which, given the new and more greatly relevant role of
South Africa in the region: (a) membership of the CMA should now be
broadened to other countries in the region; and (b) to what extent
should the rand ultimately be the common currency of the region.

On the first point, the recent accession by South Africa to
the Southern Africa Development Community and the creation of
COMESA, of which S. Africa is not a member {(but some of the SADC
countries (Angola, Lesotho, Malawi, Mozambique, Namibia, Swaziland,
Tanzania, Zambia and Zimbabwe) and all of the previous
Preferential Trade Area (FPTA) countries, (Table:2), has certainly
ferced this guestion. One factor influencing the discussion,
however, has been the fact that the Southern Africa Customs Union,
of which Botswana is also a member together with the four members
of the CMA, has not worked properly and is the source of continuing
concern by all the smaller members and by South Africa itself,
though for differing reasons. The BNLS (Botswana, Namibia,

Lesotheo, Swaziland) countries take the view that the distributions
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they receive from the Customs Union are not sufficient to
compensate them for the opportunity and direct losses of investment
location, trade diversion and loss of fiscal autonomy to which they
are subjected as a result of the Union. Within SACU, therefore,
there is hardly room for further consideration of deeper monetary
cooperation while the trade arrangement continues to be a
fundamental issue.

Relatedly, there is a feeling that probably goes beyond the
confines of BSACU, that should there be a movement to deepen
monetary integration in the region, the rand’s role as the central
currency or even the anchor should not be automatic. Many are of
the wview that the jury is still out on South Africa and that an
already relatively weak economic situation could further worsen,
providing scenarios of divergence rather than convergence, in
economic terms among possible member nations. In this connection,
there is a strong view in several countries, that the Botswana pula
should in fact play such a role, backed by about US$5 killion of
foreign reserves presently.

In egsence then, the degree of monetary integration that
obtains in the OECS countries in the Caribbean is certainly not
there in the CMA and while deeper mecnetary cooperation is on the
agenda of most Southern African countrieg these days, at best, the
adjustment process that is fully underway in most of the countries
is creating a more propitious environment for deeper cooperation
and integration. One of the likely xealities to force the pace

of such integration in Southern Africa member, is the fairly strong
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stock exchanges that already exist in Zimbabwe and 8. Africa.
While there has been virtually no progress so far in integrating
these markets, there are lots of discussions on cross-listing etc.
Moreover, the recent Cross-Border Initiative (CRI) involving
Malawi, Namibia, Zambia and Zimbabwe and sponsored by the World
Bank, International Monetary Fund, European Union and the African
Development Bank 1s a step that could facilitate closer monetary
cooperation between these two countries,

Further, several of the region’s currencies, the rand, the
pula and to a lesser extent the Zimbabwe Dollar and the Mauritius
rupee are already fully convertible among themgelves. The guestion
ig how soon will all currencies within the region be fully
convertible among themzelves - the general direction of the thrust
in the Caribbean - and how would this process influence the pace of
deepening capital- market integration. The creation of foreign
currency accounts in our economy is meant to be a step in the right
direction for further capital market integration. In this regard,
the sense is that harmonization efforts in the area of stock
markets and their regqulatory structures in the Caribbean are more
advanced, as appears also to be the level of functional cooperation
by central banks in this region. What is clear, however, is that
in both cases the persistent drive towards fuller and freer
convertibility of regional currencies will have a positive effect
in both regions, both on speeding up the pace towards some sort of
a monetary union, while serving as a catalyst to integrating

capital markets at a regional level. The build up of national
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capital wmarket
fundamentally reinforcing to this process.
igsue

will, as earlier noted,
is becoming

structuresg
that Botswana

Lhere the
analogous to the efforts being
its

is
increasingly new to the idea of partially transforming itgelf into
With

Finally,

a centre for financial gervices,
albeit luke warmly by Trinidad & Tobago.
the relative
best capacity in the region to

pursued,
extraordinarily large stock of forxeign reserves,

convertibility of its currency,
a

{(which account for less than 10% of total government revenues), a
Botswana finds
in

dramatically remove 1if not abolish personal and corporate taxes
very stable political and economic environment for many years now

abolition of exchange controls,
this direction.

and the wvirtual

itself in a unique position to move in

certain sense at a time when diamond revenuesg are being threatened

because of sgoftening international market prices and beef as a
national revenues is being threatened
it is imperative that Botswana

Fag

or
Like Trinidad,

secondary source

{(following the signing of GATT),
defines for itself quickly a new engine of growth for its economy.
financial services

without a doubt financial services.
for
These include the mature

this role of a centre
very

One such is
aspiring towards
presents its own problems for Botswana.
financial infrastructure already existing in South Africa, a strong
offshore and domestic banking structure in Mauritius and
educated and skilled human resources in Zimbabwe and white South
Bahamasg,

Africa, all of which factors represent real challenges to Botswana.

This is no different from the challenges that Jamaica,
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Barbados and, to a lesser extent, the ORECS group respectively
present for Trinidad in this regard. There is little doubt that as
these financial services centres emerge, Jgreater integration of
capital wmarkets are necessarily facilitated through complex
intermediation and other activities. Even so, South Africa ia
already spreading its testacles throughout the financial system of
Southern Africa, through banks and insurance company expansions.

In sum, while environmental circumstances no doubt precipitate
greater tendencies to con?ertibility in both Southern Africa and
the Caribbean region in recent vears, one of the clear by-products
in the wider area of monetary management has been the tendency
towards greater cooperation and integrative approaches, themselves
presenting emerging opportunities for enhancing capital market
collaboration and harmonization.
SOME LINGERING COMNCLUDING CONCERNS

Mr. Chairman, having said all of the above, there appears to
be a growing desirability for further progregs to full curxrency
convertibility in our economies. This, despite the increasing
complexity £for monetary management especially in highly open
economies such as ours, that 1s increasingly evident in the
Caribbean. Degpite the potential Ffor further deepening and
integrating our capital markets, I have to admit to the presence of
a few key lingering questions in my mind, which I f£eel compelled to
share with vyou.

These are:

i) Is there any real guarantee that the at best, if not
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mixed, successes evident in larger economies in Latin
American, South East Agia and even Southern Africa, in
the liberalization of their external and financial
sectors are likely to replicate themselves in our micro,
mere open, lesg integrated economiesgs? Or ig ik more a
matter of better and more appropriate sequencing and
time, before we will reap similar fruits?

how prepared are our people - technically, competitively,
professionally and commercially for the upheavals that
liberalization and reformg of this kind diectate? - In
other words how significant are the complexity and
complexion cof the social dimension in all of this? How
equitable will the distribution of new assets expected to
be created by capital market expansion be? Will new
social ills arise? and

are our institutions, especially the zregulatory ones,
prepared for the onslaught that further convertibility
and other forms of financial sector xeform are likely to
impose on them? In particular is a proliferation of
regulatory structures, analogous to those evident in our
powerful neighbours to the North West and North East, a
viable guarantee for ensuring the evolution of robust and
sustainable capital market structures? Or should we be
looking to <consolidated vregimes with significant
independence and sound capacities for ensuring good

governance at all levels of economic and political life?
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Mr. Chairman, the jury is still out on most, if not all of
these questions. I trust the conference will assist in the
resolution of some, if not all of these concerns, as we in the
Caribbean are compelled to grapple with the daunting task of

monetary management in liberalizing environments.
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