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New Central Banks"*

The desire to help build up a soundly based banking
system and develop an active and indepcndent monctary
policy has continued to encourage the establishment
of central banks, particularly in the newly independent
countries. During the last threc ycars alone, fifteen such
institutions have opcned their doors. Tcn of these began
operations in 1964: the Bank of Lebanon, the Central
Bank of Jordan, the Bank of Sierra Leone, the National
Bank of the Congo (Kinshasa), the National Bank of
Rwanda, the Bank of the Republic of Burundi, the Reserve
Bank of Rhodesia, the Reserve Bank of Malawi, the Bank
of Zambia, and the Central Bank of Trinidad and Tobago.
In 1965 the list was extended by the opening of the Bank of
Guyana and the Central Bank of the Republic of Brazil. The
Central Bank of Kenya, the Bank of Tanzania, und the
Bank of Uganda were set up in 1966.

These banks are indeed new, in that they are operating
under new statutes and have an expanded arsenal of mon-
etary policy instruments at their disposal. But each of
them is the successor to one or more institutions that pre-
viously exercised some form of monetary authority. Thus,
in two of the countries, commercial banks formerly carried
out many central banking functions. The Ccntral Bank
of thc Republic of Brazil has taken over powers hitherto
held by the Bank of Brazil, with a new policy-making body
—the National Monetary Council—replacing the previous
Superintendency of Money and Credit (SUMOC). Leb-
anon’s new central bank has assumed responsibilitics
formerly discharged by the largely foreign-owned Bank of
Syria and Lcbanon. Six of the new institutions are derived
from former central banks in territories or political units
that were subscquently split up: the dissolution of the
Federation of Rhodesia and Nyasaland in late 1963 led to
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the separate central banks of Zambia, Malawi, and Rho-
desia,' and new central banks have replaced the former
Bank of Issuc of Rwanda and Burundi and the Congo's
temporary Monctary Council (both of which had super-
seded the Central Bank of the Belgian Congo and Ruanda-
Urundi in 1961). The seven other new central banks in the
group grew out of currency boards, which issued currency
and conducted foreign exchange operations. In this cate-
gory are the new central banks in Kenya, Tanzania, and
Uganda (which replace the East African Currency Board)
and those in Guyana, Sierra Leone, Trinidad-Tobago, and
Jordan.

The new central banks in Lebanon, the Congo, Rwanda,
and Burundi—aus well as several others established in
1959-63—have been analyzed in a previous article, and
their statutes will not be dealt with here.? The functions,
powers, and organization of the remaining cleven banks
are discussed below.

BACKGROUND

All these new central banks have been established in
less developed countries, wher¢ overseas trade and for-
eign capital play a large role in the economy; furthermore,
many of them operate in areas where the existing com-
mercial banks arc often branch offices or subsidiaries of
major banks based elsewhere. However, the financial and
monetary environments of these countrics differ consider-

1 On December 3, 1965, after Rhodesia’s unilateral declaration
of independence, the United Kingdom dismissed the existing Board
of Governors of the Reserve Bank of Rhodesia and named a new
Board domiciled in London. The Reserve Bank of Rhodesia con-
tinues to operate in that country, however, with a Board appointed
locally. In this article. discussion of the bank is confined to a
dgzcri;lnion of its statutory powers us they are set forth in the
1964 Jaw.

2 See “New Central Banks”, this Review (July 1964), pages
133-37.
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ably in structure and stage of development. Financial du-
alism—wherein sophisticated and advanced mcchanisms
are found side by side with the most rudimentary facilities
—is a common situation. The wide diversity in the extent
to which banking habits have developed is cvident in the
variation of the ratio of currency to total money supply,®
which ranges from 70 per cent in Sierra Leone to 20 per
cent in Brazil (the current figurc for the United Statcs is
22 per cent), Population per banking office, another
measure of the dcvclopment of banking, ranges from
19,000 in Trinidud-Tobago to 45,000 in Jordan and
137,000 in Tanzania (the figure for the United States is
6,400).

The nature of a central bank in any country is, in part,
determincd by its relationship to the government, both as
defincd in the statutes and in actual practice. Among the
major issues involved in this relationship arc the degree of
independence thc central bank exerciscs vis-a-vis execu-
tive and legislativc authority and the cxtent to which the
government is limited in using central bank credit to fi-
nance its operations. The nature of the ccntral bank is
shaped also by its relationship to the financial community.
Here a balance must be struck between the needs to assure
the stability of the banking and financial systcem and to
foster thc growth of that system—so necessary for the
evolution of less developed countrics. Finally, there is the
problcm of external monctary stability, which calls for the
maintenance of an orderly exchange market for a country’s
currency and the attainment of a level of international
reserves which is adequate to meet the swings in the coun-
try’s balance of payments. Because financial institutions
and experience vary so greatly among nations, thc thcory
and practice of ccntral banking do not provide a single
sct of prescriptions which deals with all these issues. Thus,
the statutory provisions reviewcd here describe a variety
of tcchniques by which the new central banks will en-
dcavor to resolve these and related problems within the
context of their own cnvironment,

OBJECTIVES, FUNCTIONS, AND STRUCTURE

The statutes of the new central banks often specify
economic and social goals to be served by the monetary
authorities. In line with the trend of central banking lcgis-
lation since World War II, most of the new banks stress

8 The money supply definition used here is that of the Inter-
national Monctary Fund, which includes currency outside banks
and demand deposits; government deposits are cxcluded.

cconomic growth and dcvelopment as the primary goal.
The statute of the Central Bank of Trinidad and Tobago
specifies this goal most concretely, emphasizing thc cx-
pansion of production, trade, and employment. More
conventional objectives are internal monetary stability, set
forth in all the new banks’ charters, and stable cxchange
ratcs, which only Guyana docs not specifically include.
Whilc all the banks maintain research facilities, the statute
of Trinidad-Tobago underscores the role of the central
bank in aiding development by requiring continuous eco-
nomic, financial, and monetary rescarch.

To scrve these objectives, the new central banks are
given the following powers: the sole right of note issue,*
authorization to buy and sell gold and foreign exchange,
and freedom to engage in open market operations. All the
institutions serve as banker and financial adviser to thcir
respective governments and, with the cxception of Brazil,®
act as government fiscal agent. Morcover, to aid in the
control of credit and the supervision of commercial banks,
the new banks arc vested with at Icast some of the following
powers: implementation of minimum reserve rcquire-
ments; cstablishment of minimum liquid asset ratios; direct
control of the volume, terms, and conditions of commer-
cial bank credit; regulation of interest rates charged or
paid by banks; and examination of bank records.

The central banks in this discussion are legally defined
as corporate bodies, with authorized capital ranging from
$1.4 million equivalent for Malawi to $5.6 million equiv-
alent for Uganda. This capital is fully hcld by the respec-
tive governments, cxcept in Brazil where the central bank
owns its equity capital outright. In all cases provision is
made for reserve funds, from one to three timcs thc
authorized capital, to which a varying pcreentage of cen-
tral bank profits is allocated. Beyond the maximum limit
of these reserve funds, profits accrue to the governments,
except in Brazil, where the central bank keeps all earnings
from its operations.

In most cases responsibility for bank policy and ad-
ministration is vested in a board of governors, ranging in
size from five members in Sierra Leone, Malawi, and
Guyana, to nine members in Uganda, Zambia, and Rho-
desia. The governor and deputy governor are usually
appointcd by the cxecutive head of government, and serve

+ In Guyana, however, a subsidiary of Barclays Bank Limited re-
tains the right 1o issue bank notes so long as ccrtain United King-
dom laws continue to apply as part of the banking code of the
country.

5In that country, the Bank of Brazil continucs in its former
capacity as fiscal agent of the government,
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terms of three to seven years. Exceptions are Jordan, where
appointments are made by the government’s Council of
Ministers, and Tanzania, where the length of term for
governor and dcputy governor is not specified by statute.
In Brazil central bank policy is set by the autonomous
National Monetary Council. This body has nine membcrs:
the finance minister, who acts as chairman, the presidents
of the Bank of Brazil and the National Economic Develop-
ment Bank, and six Brazilians of financial and banking
background. Four of these last six scrve as dircctors, with
one acling as president, of the central bank and have the
responsibility of implementing decisions of the National
Monetary Council.

RELATIONS WITH THE GOVERNMENT

Along with their powers and dutics, the new central
banks' relations with the government arc usually closely
defined in the founding statutes. Important sections of
these concern the coordination of monetary policy with
the government’s gencral cconomic policies. In Kenya and
Tanzania, a Treasury representative is a voting member
of the central bank’s board of governors. In Tanzania he
may postpone any of the board’s decisions, and in Kenya
he muy suspend a vote by the board and refer the matter
to the financc minister, whose decision is binding, In
Trinidad-Tobago, Zambia, and Guyana, the minister of
finance or his representative attcnds board meetings but
does not vote; however, after consulting the central bank’s
governor he may, except in Guyana, issue gencral direc-
tives that bind the bank to implement government monc-
tary and fiscal policies. Brazil provides for close govern-
ment supervision through the fact that central bank policy
is determined by the National Monetary Council headed
by the finance minister.

A number of the statutes require government approval
for specific operations by the central bank. Approval of
the finance minister is needed by the central banks of
Zambia, Malawi, Uganda, Tanzania, Sierre Leone, and
Trinidad-Tobago if they wish to hold, sell, or subscribe to
sharcs of any registered corporation.® Although thc Rhode-
sian central bank may buy and sell foreign currencics out-
right, it may borrow them only with the finance minister’s
consent.

As fiscal agents to their governments, the central banks

¢ The Reserve Bank of Rhodesia may aiso buy and sell shares
of registered corporations, but endorsement by the finance minisicr
is not required.

(except that of Brazil) have responsibility for adminis-
tering government accounts, managing the public debt, and
acting as depository for government funds. As bankers to
their governments, all of them may grant short-tcrm loans
or advances to offset temporary deficiencics in budget
revenues. Most of the statutes set limitations on these
advances in respect to both maturity (usually a maximum
of threc months) and amount (figured as a percentage of
estimated revenues for the current year), Sierra Lceone,
which limits advanccs to § per cent of current government
budget revenues, appcars to be the most stringent in this
respect; in most of the other countrics, the figure is 15
per cent to 20 per cent. The major cxception is Brazil,
which requires the National Monetary Council to authorizc
the central bank to cover, by direct purchase of Treasury
bills, any portion of the government deficit not financed
through other mcans.

RELATIONS WITH THE BANKING SYSTEM

Each of the new central banks has the power to control
the supply of money and credit in its economy. The mcans
for excrcising this control include rediscount and open
market opcrations, reserve requirements and minimum
liquid-asset ratios, dircct controls over commercial bank
credit, and licensing, supervision, and inspection of com-
mercial banks,

All thc statutes except those of Jordan and Sierra
Leone contain authorization to requirc thc commercial
banks to maintain a percentage of their deposit liabilitics
in the form of reserves at the central bank. In some of the
countries, this reserve rautio—which must be uniform for
all commercial banks—can be frecly determined by the
central bank, up to a given percentage of the banks’ deposit
liabilitics. In Kenya, Tanzania, Uganda, and Guyana, the
maximum is 20 per cent. In Brazil, where the National
Monetary Council sets the ratio, it is 25 per cent, of which
half may be required in the form of Treasury bills or public
dcbt certificates. Trinidad-Tobago, on the other hand, sets
only a minimum reserve requirement (5 per cent). In
Zambia, Rhodesia, and Malawi, neither a ceiling nor a
floor is established in the statutcs. Rhodesia’s central bank
appears to have statutory authority to impose reserve re-
quirements against the assets of commercial banks.

The bank statutes of Malawi, Jordan, Rhodesia, Guyana,
and Zambia allow the central bank to require commercial
banks and othcr financial institutions to maintain minimum
liquid-asset ratios. Rhodesia’s statutc permits these per-
centage requirements to differ as betwcen banks and ac-
ceptance houscs,

All the new central banks can buy, scll, discount, and
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rediscount securities of their governments but, except in
Brazil, limitations are placed on the amount of such pur-
chases. Three of the statutes set an absolute limit: those
of Kenya and Trinidad-Tobago (both of which apply to
total lcnding to government) and that of Jordan (which
applies only to securitics). In Uganda, Malawi, Sierra
Leone, and Zambia, thc limitation on holdings of gov-
ernment securities is a specified percentage of the bank’s
deposit liabilities; in Rhodesia it is defincd as the bank’s
paid-in capital and general reserve fund plus 20 per cent
of its deposit liabilities; and in Tanzania and Guyana it
is a specified percentage of average government revenues
over the preceding three financial years. In two countries
—Brazil and Rhodesia—the central banks also may deal
in sccuritics issued by themselves.

All the statutes empower the central banks to purchasc,
sell, and rediscount credit instruments of commercial
banks, generally including bills of e¢xchange and promis-
sory notes for commercial transactions involving the stor-
agc and movement of goods and for agricultural and in-
dustrial production. A number of the banking laws spell
out in detail the permissible maturities for various catc-
gories of eligible paper. Instruments for financing agricul-
tural or industrial production are usually acceptable for
longer maturities than those covering commercial trans-
actions—a differentiation through which the central banks
can encourage the development and financing of certain
scctors in their economies, while limiting credit flows to
other sectors. Thus, Sierra Leonc and Uganda rediscount
paper for commercial transactions with maturities of up
to 90 days and aliow maturities of up to 180 days for
papcr financing the movement and markcting of agricul-
tural or mineral products. In Jordan, the respective maxi-
mum maturities are thrce and nine months, Kenya, Tan-
zania, Guyana, and Trinidad-Tobago allow maturities of
180 days for all types of paper, but the first three of these
countries provide that the limit may be extended to 270
days for papcr financing agricultural or industrial produc-
tion if it fosters the development of the cconomy. Brazil
does not specify the types of assets that can be redis-
counted, bought, or sold by the central bank. The latter has
taken over the functions of the rediscount department of
the Bank of Brazil, but the policy governing such opera-
tions is decided by the National Monetary Council.

All the central bank statutes specify thc conditions
under which loans and advanccs, backed by adequate
collateral, may be extcnded to commercial banks. In
Uganda, Jordan, Sicrra Leone, and Malawi the maximum
maturity is three months, while in Kenya, Tanzania,
Trinidad-Tobago, and Guyana it is six months. Zambia,
Rhodesia, and Brazil set no maximum. In Brazil, policy

governing loan operations is establishcd by the National
Monctary Council.

Several of the new central banks have the power to
establish interest ccilings. Those of Kenya, Uganda,
Tanzania, and Guyana, and also the National Monetary
Council in Brazil, are authorized to limit the interest rate
that commercial banks may pay on deposits and other
liabilities. With the exception of thc central banks in
Kenya and Tanzania, these same institutions may set
minimum or maximum rates also on bank charges for
loans, advanccs, and other forms of credit, including thc
establishment of preferential rates to encourage or limit
credit to any particular sector of the economy.

Authority for direct controls on thc amount and avail-
ability of commercial bank credit exists in a number of
the statutes. Thc central banks of Kenya, Tanzania,
Uganda, Zambia, Guyana, and also Trinidad-Tobago with
the approval of the finance minister, may all prescribe
ceilings—cither general or selective—on the amount of
loans and advanccs that commercial banks may grant
during any period. These same banks, except that of
Zambia, may issuc instructions specifying the purposcs
and conditions under which loans, advances, or invest-
ments may be made. In Zambia and Rhodesia, it may be
rcquircd that a specified percentage of any incrcase in
total advances and bills discounted be deposited with the
central bank.

Trinidad-Tobago, as well as Zambia with ministcrial
conscnt, has statutory provisions whereby the central bank
may set a minimum ratio of commcrcial banks’ local assets
to their local liabilitics, to go into cffect six months from
official noticc. Any variation in this ratio shall not exceed
10 per cent (Trinidad-Tobago) or § per cent (Zambia),
during a given six-month period. Thus, thesec two coun-
tries could gradually rcquire that forcign banks operating
in their territories incrcasc their proportionate holdings of
domestic assets.

INTERNATIONAL RESERVES

All the countries hold international rescrves as a means
of maintaining the cxchange valuc of their monetary units.
Thus, the statutces for their new central banks require that
a ccrtain part of the banks’ assets be held in some inter-
nationally acceptable form to constitute these rescrves.
Gold is listed for this purpose by all the central bank acts
and, except in Brazil and Guyana, forcign currcncies that
are freely convertible into gold arc also specifically in-
cluded. Brazil and Guyana include all types of foreign
exchange, convertible or not, as part of their international
rescrves. Again with the exception of Brazil, holdings of
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foreign Treasury bills and of sccuritics decnominated in
convertible currencics qualify as external reserves.! A num-
ber of the central bank statutes allow inclusion of forcign
bills of exchange. Othcer assets that may qualify are securi-
ties of international financial institutions (Trinidad-Tobago,
Guyana, Tanzania, and Kenya) and automatic drawing
rights at the International Monetary Fund (Guyana and
Trinidad-Tobago).

Uganda, Jordan, Sicrra Leone, and Malawi set specific
limits on the maturitics and amounts of the foreign instru-
ments that may be held for international reserve purposes.
In general, three-month bills of exchange, six-month Trea-
sury bills, and medium-term securities meet the require-
ments,

All the countrics cxcept Brazil state the level below
which these international reserves may not fall, but the
level is expressed in varying ways. Most of the countries
express it as a percentagc of central bank demand liabili-
ties: in Jordan, 100 per cent; in Trinidad-Tobago, Guyana,
Sierra Leone, and Malawi, 50 per cent; in Uganda, 40 per
cent; and in Rhodesia, 25 per cent. In Zambia the require-
ment is 50 per cent of total liabilities held in June 1965,
when the Bank of Rhodesia and Nyasaland was dissolved,
and 25 per cent of all increases in liabilities since that time.
Kenya and Tanzania, the two othcr countries that have
central bank reserve requirements, rclate the level to
balance-of-payments needs: their international reserves

" The statutes of Tanzania and Guyana do not specifically
require that the sccuritics be issued in convertible currencies.

may not fall below the value of four months’ imports as
recorded and averaged for the three preceding years.

Special provision is made in Rhodesia and Zambia for
the temporary suspension of these reserve requirements.
In those countries, the finance minister may waive the
statutory conditions for as long as six months, and cven
longer if legislative approval is given.

CONCLUSION

In general, the new central banks have been asked to
help create an atmosphere conducive to economic devel-
opment in their respective countrics, while at the same
time maintaining monetary stability. The majority of these
countries lack fully developed financial institutions that
could effectively channel available savings into productive
investment, and hence the central banks’ basic objectives
include the responsibility of encouraging the development
of such institutions. In fact, rather than being involved
primarily with the implementation of monetary policy in
the morc narrow scnsc, many of the recently established
central banks have come to concern themselves also with
the broader goals of economic policy. In particular,
some of the new central banks have becn conccived as
organs for financing—or arranging the finance for—
long-term basic economic development, as well as for
building up a tightly knit and comprehensive system of
banks and rclated financial institutions. In addition, the
new banks should aim to manage foreign financial and
monetary relations in such a fashion that the inflow of
foreign capital is encouraged and balance-of-payments
crises are avoided.






