Chapter III.

THE BANK OF SIERRA LEONE: SOURCES AND USES OF
FUNDS |

1.  ESTABLISHMENT OF THE BANK OF SiERRA LEONE
| |
|

The most important institutional change in the evolution of
the monetary and financial system was the replacement of the West
African Currency Board by the Bank of Sierra Leone, the central
bank, in 1963.

With the approach of independence, the governments of Sierra
Leone and the Gambia, the remaining members of the West African
Currency Board, invited Mr. ].B. Loynes of the Bank of England
“ ... to examine the present currency system and to recommend
how the system could be developed to meet the economic and pol-
itical needs of the two territories both common and individual '
Mr. Loynes in his Report which was published in 1961 considered
three possibilities. These were: continuation of the WACB arrange-
ments but with headquarters transferred from London to Freetown;
a joint Sierra Leone/Gambia currency board; and a central bank.

In his Report Mr. Loynes argued that even if the WACB was
accepted on the grounds of its simplicity and cheapness, it could only

! Introductory letter to His Excellency the Governor of Sierra Leone in ]. B.
Loynes, Report on the Future of the Currencies of Sierra \Leone and the Gambia,
Freetown, Government Printer, 1961.
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be a temporary measure. As a long term o>roposition, the WACB
as it was then constituted and operated cou d be of no advantage to
Sierra Leone. He did not consider a joint Sierra Leone/Gambia cur-
rency board as a practicable alternative becuuse of the different pol-
itical status of the two countries, and the consequent divergent in-
terests, the fact that Sierra Leone and the Gambia had very little
economic or trade links between them, and the distance between
the two territories. Another possible area of disagreement re-
lated to the composition of a common carrency board. He dis-
missed the idea of a central bank on the fol owing grounds: Firstly,
the establishment of central banks in developing countries had gen-
erally been influenced by prestige and partl; by the mistaken belief
that such an institution could create development. Secondly, he did
not think that the conditions for the propsr working of a central
bank existed in Sierra Leone. Finally, there was no need for a cen-
tral bank because the country’s banking system, reinforced by its
London connection, provided an qdequate and efficient service to
the government and the public.’

These views, which echoed the traditional objections to cen-
tral banking in developing countries, were rather surprising;® es-
pecially as prior to the Loynes Report in 161 a number of studies

.

2 Like Fisher, Sir Cecil Trevor, Paton and others, he argued that the * right
conditions ™ did not exist for the establishment of a central bank. The right con-
ditions for the functioning of a central ba#k were defined by Sir Cecil Trevor as
follows: “... it is essential that all the flexible ins ruments necessary to an ad-
vanced economy should be available in the form of a Government Securities Market,
a Bill Market, a Stock Exchange, Banking and Insurance Systems”. Sir Cecil Trevor,
op. cif., para. 100.

3 Fisher had made the following arJumcnt for Nigeria: “ The financial en-
vironment hardly exists at present for a central bank sther than semi-automatically
as a bank of issue”. The point which must be emphasized here is that these ex-
perts considered the existence of a developpd money and capital market as a pre-
requisite for central banking. FT
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had shown that the usefulness or otherwise of :; central bank in a
developing country must be judged not by reference to what such
banks have been accustomed to do in the economically developed
countries, but rather with reference to what the economic con-
ditions within the country dictated for them. For example, Sayers
in 1957 had argued that the stress of controlling the supply of
money comes from the circumstances of the time.*

There were other studies with virtually the same theme. These
included the World Bank report on Nigeria and the study by New-
lyn and Rowan, In criticizing Sir Cecil Trevor’s| reasons for reject-
ing a central bank for Nigeria, Newlyn and Rowan in 1954 had
argued that the potentialities of a central bank should not be as-
sessed from the capacity of the institution ta “exercise general
control by influencing the cost, availability, supply and international
exchange of money ”. This was not the only argument in favour
of central banking nor was it in West African onditions the most
important one. They pointed out that it was questionable whether
Sir Cecil was right in making the existence of a developed money

+ “ In the inflationary Europe of the 1920's, it was immensely important that
someone should advocate care of the issue of notes. But jt did happen that the
apostles were with the English or 'were ready to accept views that were coloured
by English institutions. The central business of regulating the money supply there-
fore came to be tht)ught of in terr:ns of English techniques. The Bank of England
became almost a pattern, sometimes directly sometimes indirectly through its in-
fluence on American views of the techniques of central banking ”. He then went
on to explain how the functions then performed b} the Ba#]k of England were rel-
cvant to the needs of that economy. He said, “ It happéns that England has a
highly developed banking system in which the f'uncnomng of the central bank as
a banker’s bank seems to have become an almost mcchamml process linked to the
gold standard by the rate of interest. Willingness of the cent ral bank to act as lender
of last resort was recognised as fundamental, being the condition of stability of cash
ratios in the member banks . In short, the Bank of England performed functions
and adopted techniques which were suited to the needs of xhe economy.
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and capital market a necessary condition for the establishment of
a central bank*

A second reason for disappointment “with his suggestion was
that the country should continue to rely or the London market. It
must be emphasized that colonies were able to use the London
market because of concessions made available under the Colonial
Stocks Acts. Once Sierra Leone attained irdependence she was no
longer qualified for any of these concessions. There was thus the
possibility that capital inflows would not be on the scale prevailing
then. Besides, while it was desirable to encurage inflows it was
equally important to mobilize domestic resoutces.

In short, if following Sayers and otkers Loynes had started
from the premise that what a central bank coes must be determined
by conditions within the country, then not only would his approach
to the problem have been different but alsc, the grounds on which
he would have rejected a central bank for Sierra Leone would not
have been the familiar ones in his Report.

Having rejected a central bank and considered that a joint
currency board was not appropriate, he r:commended the estab-
lishment of a “ monetary institute " because of his reasoning that
“... any individual monetary system should keep intact the fea-
tures of the old system which help trade and investment and pre-
serve public trust ”.°

This new institution should be concerned, in the early stages,
only with the issue and redemption of currency; but he hoped that

5 Newlyn and Rowan, ap cit., p. 22_%_. They then suggested that the case for
central banking in West Africa should be loaked at from two stand-points: * (a) The
contribution to stabilization by advising government on the appropriate anti-cyclical
policy and (b) its contribution to the economic development of Nigeria likely to be
in the following areas, (i) the development of indigenous banking; (ii) the integration
of expatriate and indigenous banking; (iii) the deve opment of a local securities
market; (iv) the development of agriculmralﬂ credit "',

® Loynes, Report, op. cit., p. 2. |
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in time, the institution would perform all the usual functions of
a central bank. In a sense therefore, the new institution proposed
by Mr. Loynes was a currency board with a new name.’

Although the Sierra Leone government accepted the Loynes
Report, it did not establish the monetary institute recommended.
The first indication that the Sierra Leone government intended to
establish a central bank rather than a monetary |institute was given
by the Minister of Finance in his 1962/63 Budget Speech.®

During that financial year, Mr. H.S. Hall of the Bank of
England was invited to undertake the preliminary arrangements
for the establishment of a central bank including the drafting of
the necessary legislation. The Bank of Sierra Leone Act became
law on 27th March 1963, and the Bank was opened for business
on 4th August 1964.

The appointment of Mr. Gordon Hall in 1962, actually
marked the beginnings of central banking in Sierra Leone. In Mr.

T Tt was his view that from these small beginnings the institute could gradually
be transformed into a central bank. He said, “ In time it|might begin to vary its
holdings of local assets in the light of the working conditions; it might help the
banking system to| meet seasonal pressures for credit if these arose without moving
funds backwards and forwards from London; it could have the duty to make sure
that proper banking standards were maintained; it would act as adviser to the
Government for grant aids . '

Dr. Cox-George in 1957 made the following recommendations: “The common-
sense thing to do at this stage appears to be to set up a local Currency Board from the
remains of the West African Currency Board which should be responsible for the
issue of local currency. It should be the ultimate aim to transform this Board by
a gradual process, that is by stages, into a fully fledged central bank for the terri-
tory”’. N.A. Cox-George, Report on African Participation in the Commierce of Sierra
Leone, Freetown, Government Printer, 1960, paragraph 103, p. 53.

¢ He said, % No independent country can regard itself as truly independent
until it has its own national currency ... the time is not too distant when Sierra
Leone too will have its own central bank”, Budget Speech delivered by the Minister
of Finance in the Sierra Leone House of Representatives on 21st March 1963,
Freetown, Government Printer, 1963, p. 5.
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Hall’s team in the early months were Mr. S.B. Nicol-Cole who was
seconded from the Ministry of Trade and ‘ndustry and Mr. Juma
Sei from the Ministry of Finance. Mr. Hall and his team occupied
premises at No. 14 Gloucester Street, Freeiown.

The drafting of the Bank of Sierra Leone Act occupied most
of 1962 as this involved the study of central bank legislations in
other developing countries and especially those of Nigeria and
Ghana, It also involved visits to other central banks.

The next stage consisted of planning he introduction of the
new currency which was to replace the pounds, shillings and pence
of the West African Currency erd This involved designing, ar-
rangements for printing and minting, and he introduction of the
new currency into the country. Arrangements had also to be made
for the transfer of government accounts from the commercial banks
to the central bank. Not only was the initial team by now too small
for all these operations, but also technical experts were now re-
quired. These were obtained from the Banl: of England. The sup-
porting staff for these experts was| recruited locally. By this time
the Bank had moved to its premises in Leone House. By August
1964 when the Bank opened its doors for business, its staff totalled
fifty-three. With the growth of the Bank's staff it had become
necessary to acquire other floors in Leone Ho ise, with the result that
when the Bank began operations in August it occupied virtually the
entire building.

Since not only a new currency, but also a new currency system
was being introduced, it was necessary for the associated publicity
to be thorough and concentrated. To this end a Publicity Campaign
Committee was formed during January 1964 to draw up and super-
vise the execution of the publicity p}ogramme The members of the
committee were selected from senior officials of the Bank of Sierra
Leone, the Ministry of Finance, the Ministry of Information and
Broadcasting, the Ministry of Social Welfare and other interested
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ministries. The main part of the publicity programme began at the
end of February 1964. It gradually mounted in intensity until the
new currency was issued. On 4th August 1964, the Minister of
Finance launched the * Leone note ” and ““ cent” coins and de-
clared the bank formally opened for business. To avoid confusion
in the minds of the public, the Leone note and cent coins were sub-
stantially similar in shape, colour and size to the old WACB cur-
rency.

While the changeover was in progress, the Bank began its
functions as banker to the government on 1st November 1964, by
taking over the government’s deposit accounts from commercial
banks. Another major event took place on 5th November 1964,
when the Bank of Sierra Leone began to issue Treasury bills. The
Bank, early in 1965, assumed another important and related func-
tion, namely that of registrar of government stocks.

On 12th January 1965, the Bank establis Iec'- a clearing house
for commercial banks to ensure a more efficient daily clearing of
cheques. On 25th June 1965, the Bank took over the adminis-
tration of exchange control from the Ministry of Finance.

The term of office of Mr. Gordon Hall, the Bank’s first
Governor, expired on 31st May 1966. With his|departure, Mr. S.B.
Nicol-Cole became the first Sierra Leonean Governor of the Bank
with Mr. S.L. Bangura, previously a permangnt secretary at the
Ministry of Development, as his Deputy.

In November 1966, all departments of the Bank except the
Research Department and the Exchange Contral office moved from
Leone House to its new eight-storey building. The remaining de-
partments moved in January 1967 and the building itself was
formally opened on 26th November 1967.

The officers who had been seconded from the Bank of England
completed their tour of duty in 1967. With their departure in 1968
all the departments of the Bank were headed by Sierra Leoneans.
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In Chart 1 we describe the relationship between the Bank of
England and the Bank of Sierra Leone du-ing the eatly years.

2. ORGANIZATIONAL STRUCTURE

The administration of the Bank of Sierra Leone is the re-
sponsibility of the Board of Directors, comprising the Governor,
the Deputy Governor, and other three directors. The Governor and
his Deputy must be persons with “ recognized financial experience ”
while the other directors can be selected from those with experience
in business, professional or academic matters. Following British tra-
dition, government officials are excluded from the deliberations and
decisions of the Board of Directors. The Bank of Sierra Leone Act
states that: “No person shall be appointed o1 shall remain Governor.,
Deputy Governor or a Director of the Bank: who is: (a) a member
of the House of Representatives, (b) a director, salaried official or
shareholder of any commercial bank which carries on business in
Sierra Leone, (c) an officer of the public sextor ”.* All directors of
the Bank are appointed by the President. Tae term of office of the
Governor and his Deputy is five years; tha: of the three directors
three years in rotation — although a director may be reappointed.
The Governor and Deputy Governor are full-time executive direc-
tors and are responsible for the day-to-day administration of the
Bank. The Bank has a team of adviﬁrs who have, since 1966, been
provided by the IMF as part of its Technical Assistance Programme
to advise the Governor on policy matters. The Bank is divided into
four departments. These are headed by the following heads of de-
partment, who are directly responsible to the Governor: The Gen-
eral Manager; the Secretary; the Dir*:ctor of Research; the Exchange
Controller.

% Bank of Sierra Leone Act, Section 12,
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Two other units under the Governor’s direct control are: the
Internal Audit and the Developm’ent Finznce (Credit Guarantee
Scheme).

Unfortunately the enthusiasm for change was not reflected in
the objectives of the Bank, as defined by the Bank of Sierra Leone
Act of 1963. The Bank’s responsibility was defined as follows:
“To issue legal tender currency in Sierra Leone and to maintain
external reserves in order to safeguard the international value of the
currency; to act as banker and financial adviser to the government
and to promote monetary stability and a souad financial structure *’.

In contrast, the Bank of Ghana Act cf 1963 defined the re-
sponsibility of the Bank as “to regulate and direct the credit and
banking system in accordance with the economic policy of the
government; to propose to the government ma=asures which are likely
to have a favourable effect on the balance of payments, movements
of prices, the state of public finance and the general development
of the national economy and of mdnctary s-ability; to do all such
things as are incidental or conducive to the efficient performance of
its functions under this or any other enactment”.”® The Bank of
Jamaica is required “to influence the volume and conditions of sup-
ply of credit so as to promote the fullest expansion in production,
trade and employment consistent with the maintenance of monetary
stability in Jamaica and the external value of the currency, and to
foster the development of money and capital markets in Jamaica™."
The Central Bank of Ceylon is charged with “‘the duty of so regulat-
ing the supply, availability, cost and international exchange of money
as to secure (i) the stabilization of |domestic monetary values; (ii)
the preservation of the par value of the Ceylon rupee and the free
use of the rupee for current international transactions; (iii) the pro-

10 The Bank of Ghana Act, 1963, p. 5.

' F. Crick, Commonwealth B;thg Systems Oxford, University Press,
1965, pp. 41-42.
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motion and maintenance of a high level of production, employment
and real income in Ceylon; (iv) the encouragement and promotion
of the full development of the productive resources of Ceylon”."

It is clear from the expressed purposes of these central banks
that they were expected to look beyond the issue and redemption
of currency to the general development of the economy.

There is no doubt that the limited objective of the 1963 Bank
of Sierra Leone Act was influenced by two factors. The first was
how best to entrust such an important institution to a country
which had no experience in the field of monetary management.
From this point of view, a conservative approach was suggested.
The second factor was the influence of the Bank of England. As in
Ghana, Nigeria and some other Commonwealth countries, an of-
ficial of the Bank of England was commissioned to report on the
desirability of establishing a central bank. It will be recalled that
these officials saw nothing wrong with the currency board arrange-
ment and, in any case, a central bank had no| place in a country
such as Sierra Leone. But once the decision was taken to establish
a central bank in Sierra Leone, officials from the Bank of England
not only drafted the statutes but also provided| the ““ key ™ person-
nel. The influence of the Bank of England on the Bank of Sierra
Leone can in fact be seen from Chart I. In tq‘king up the assign-
ment in Sierra Leone such officials were going to be cautious as the
experiences gained at the Bank of England wdre irrelevant to the
conditions of an underdeveloped economy.

Quite early, however, officials of the Bank recognized that its
objectives and powers were rather restricted for a central bank op-
erating within the context of a developing economy. The Governor
of the Bank, in his first Annual Banquet Specch, in January 1969,

observed as follows:

“Tt seems clear to me that the main lhrust of the central bank

2 Ibid,, p. A1. .



|
84 MONEY AND BANKING IN SIERRA LEONE

must be, at this stage in natianal development, in the field of
a more or less direct stimulati?n and discipline of the develop-
ment process in those sectors of the monetary and financial
spheres which can be shown to fall naturally within the overall
competence of the central bank . . .

The endorsement of a growth:oriented role cannot, of course,
be taken to imply any measute of abcication of our inherent
responsibility for the maintenance of stability in the internal
and external value of our currency and in the monetary and
financial system as a whole. But stabilizy can hardly be an end
in itself. Properly conceived, stability must be a means to the
attainment of the wider goals; of ecoromic development and

national fulfilment ”."

Consequently, in 1969, the Bank submitted proposals for the
amendment of the Bank of Sierra Leone Act of 1963 and the Bank-
ing Act of 1964. The new Banking Act of July 1970 extended the
Bank of Sierra Leone’s influence over the commercial banks while
the new central bank legislation of April 1974 enabled it to im-
prove its flow of credit towards the neglected sectors of the economy.

3. SOURCES OF FUNDS

From Table 9, which shows rlr|ne balance sheet of the Bank of
Sierra Leone for the period 1964-1976, we may infer that the main
sources of funds available to the Bank are currency issues and de-
posits. In addition, the Bank operates a Call Money Fund for short
term surplus funds. The management of this fund also adds to the
Bank’s resources. |

13 Speech by S.B. Nicol-Cole, O.B.E., (iovernor of the Bank of Sierra Leone,
at the Governor's Banquet on 31st January 1969, p. 8
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The issuing of currency

As we have seen, prior to 1963 currency in circulation had to
be backed 100 per cent by sterling assets. Consequently, the maxi-
mum rate of issue of currency depended on the|rate of acquisition
of sterling assets. The 1963 Bank of Sierra Leone Act, however,
introduced two changes; these were a provision to enable the Bank
to hold assets other than stetling and a reduction in the amount of
external cover for the currency from 100 to 60 per cent. The sig-
nificance of the change is that the issue of currency was facilitated
by the greater ease of acquiring local assets as backing for the issue.
But although these regulations set the limit for the amount of cur-
rency that can be issued, the actual issue depends upon the method
of financing public expenditure and the demand for currency by
the general public.

The relationship between currency issued, currency in circu-
lation, deposits and the money supply is shown in Table 10. Be-
tween 1960 and 1976, currency in circulation (that is, currency is-
sued less currency held by the commercial banks) increased about
four-fold rising from Le 11 million in 1960 to Le 46 million by
1976. During this period there was a slight change in the proportion
of currency held by the commercial banks in relation to the cur-
rency issued. The proportion of currency held by the commercial
banks dropped from a high of 13.3 per cent in 1963 to 7.4 per cent
by 1976. If we divide the period into two parts, that is, 1960-1964
and 1965-1976, currency held by the commercial banks averages
11.2 per cent and 7.5 per cent respectively. A probable explanation
for the decline in the amount of currency held by commercial
banks is the facilities for clearing operations provided by the Bank
of Sierra Leone after 1964, The clearing facilities offered by the
Bank have resulted in banks settling their accounts through the ma-
nipulation of their deposits with the Bank instead of by cash pay-



M ‘g JIqe] ‘8961 sunf ‘1 roN ‘uonedrqnd swes 23s ‘sandy 941 10
m L€ PUE £ ‘C SAIQR] ‘[L6] YDIBN ‘b ON ‘PH03T pudlS fo yupg aq [0 maiady o035 :32INOG
=
H £80° 1€9 8611 €90 8I€'9F FLD 0LT'€ zeo'ry 9L61
a 890° w9 0591 £89°0 £F<°9¢ £e0 €Tl 8LLE <L6l
5 bLO 9L LIF'1 92090 C6e 1€ 240 6ZF'1 rz'zTe FL61
- 980° 9zy 691 £EL0 €2L'6T [€<v) £€LT 9¢H 1€ €L61
2 6L0° oy 8I8'1 88L°0 (9534 090 L9¢' T L6l
v €90’ BP9’ €281 Fe90 €€6°0T 1L0 v09°1 Sre'ze 1L61
z 190° 899 9L8'T €LL0 1F6'81 £<1) cns'T 7917 n/&T
o Lo €99 £ELT 88L°0 81Z'0¢ 160 6€8'1 Lg0'zT 6961
a 690’ €LY 96L°1 0£8°0 €68°L1 aor 9781 619'61 8961
Z 80 659 9TLT 8o i 880’ €921 Lz9'c1 L961
- e90” Wy = 2981 _ 9980 SLE'PL €11 1#9°T 9IT'9] 9961 -
FM £90° 9¢y 166'1 L£6°0 L8I°FT €60 <TE1 Z0g'<T €961
2 L90° oey 1191 0880 berel 611 66<°1 €20°C1 P96l
= ¥o0° 6£9 18L°1 P01 0Z6T1 198 L TE9'%1 €961
2 €y 991 PPO'T 080°¢1 aor pee't PIF YT 7961
B ey L98'1 PLT'L or9'zt aor ¥8Z'1 vZe'el 1961

F88'1 S0zl 00601 Lor 891°1 89071 0961

(omea) (one1) (onel) e _ _
(ones) (oner) is (000, *71) (000, >1)
dND - gidans fouopy  SUSOIP  gusodp oy, (000,71 STV Sjurq panssi s1824
JAdu1 4 puBwa( ¢ £ouaunn D o
‘i /Aduannyy Jfousainsy JAduaninn /syurq ur yse) U237
L 8]

SOILVY JALVIODOSSY ANV NOLLVINDYHID NI ADNTMUND

01 aiav[,




THE BANK OF SIERRA LEONE 89

ments which were the usual practice before this facility became
available.

Currency in circulation as a ratio of the money supply aver-
aged 63 per cent for the period 1960-1976. The ratio of currency
in circulation to GNP which was 6.4 per cent uﬁ 1963 stood at 8.3
per cent by 1976. There was much ﬂuctat;on, during the period
and a high of 8.6 per cent was attained in 1973. The ratio of cur-
rency in circulation to total deposits gives some indication of the
non-bank public preference for currency as against deposits. Cur-
rency as a ratio of total deposits shows some| decline during the
period of study. The small shift from currency to savings and time
deposits may be due to the growth of branches of commercial banks.
We will show in Chapter V that the number of banking offices in-
creased from 3 in 1950 to 36 by the end of 1?76 In those areas
in which banking offices exist, the public’s relative preference for
deposits can be explained in terms of the yield and convenience of
deposits. But because large areas of the country are still without
banking offices and due to low incomes, the growth in bank
branches has not had a significant impact on the currency in circu-
lation with the result that currency still accounts for two-thirds of
the money supply. The ratio of currency in circulation to demand
deposits, as an indicator of the habit of using cheques, confirms
that currency is more widely used than demand deposits.

Let us now examine the factors which explain the large cur-
rency component of the money supply. The main explanatory vari-
able is the level of income. We pointed out in Chapter II that per
capita income has been very low throughout the period of study
and averaged Le 105 for the period 1963/64 - 1973/74. Because
income is so low virtually all of it is required for basic necessities.
Hence, while looking at the opportunity cost of holding currency,
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account must also be taken of the level of income.” Once this
is done, the only choice available to a lerge number of people
is between currency on the one hand and goods and services on the
other. Another explanatory variable is the method of financing the
marketing of diamonds. We pointed out in Chapter II that dia-
monds account for about 60 per cent of Sierra Leone’s export re-
ceipts. In an effort to reduce the scale of smuggling, the Sierra
Leone government in 1956 established the Government Diamond
Office whose responsibility is to purchase diamonds mined under
the Alluvial Diamond Mining Scheme.” Bt because of the ease
with which diamonds can be mined, most of the local miners do
not have a licence. The illicit miner:r naturally insists on cash trans-
actions; but even licensed dealers also insist on cash transactions as
they themselves obtain some of their diamonds from illicit miners.
Consequently, transactions through the Government Diamond Of-
fice are entirely in cash to encourage the flow of diamonds mined
in the country through official channels. Thus, with the expansion
of diamond output the volume of currency should also increase.

Also, the marketing of agricultural produce is entirely in cash.
We showed in Chapter IT that agriqultural holdings are quite small
and that output per farmer, as well as agricultural incomes, are also
low. The farmer’s meagre income prevents h'm from selling directly
to agents of the Sierra Leone Produce Mar<eting Board (SLPMB)
who may be several miles away from his farm. Consequently, he
disposes of his produce at the place of production to traders and
others who in turn sell it to agents of the SLPMB.

" A regression analysis with currency as the dependent variable and real
national income per capita as the independent variable gives the following result:
6.097 + 1.83 Y (Log Function) R, = 0.966 D-W = 1.6207.

5 HL. van der Laan, The Sierra Leone Diamonds: An Economic Study
Covering the Years 1951-1961, London, Oxford University Press, 1965, Chapters 1
and 10.
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In addition, we argued that the agricultural sector’s share of
GNP increased slightly in relation to those of the other sectors. The
growth of agricultural output is partly reflected in agricultural ex-
ports which rose from Le 5 million in 1967 to|over Le 18 million
by 1974. Since the agricultural sector is not adequately served by
banks, an increase in its share relative to the other sectors, or
higher incomes for farmers, would increase cutrency in respect to
deposits. But the fact that agricultural incomes are very low may
also explain why transactions in the agricultural sector are largely
in cash.

Another contributory factor is the growth of retail trade, es-
pecially petty trading. This is closely related to income levels. As
incomes are very low people can only purchase a few items as and
when needed. To take one example, an individual will buy two
cigarettes instead of a packet of ten because this is what he can
afford; or he may buy four lumps of sugar instead of one pound
worth. In Chapter II we pointed out that out of the economically
active population of 938,000, 383,000 were self-employed and of
these 53,000 are petty traders. These figures give some indication
of the relative importance of retail trade.

In summary, the low level of income together with the market-
ing arrangement for diamonds mined by local miners, as well as the
marketing arrangements for agricultural produce, have accounted
for the expansion of the cutrency in circulation|and hence the large
currency component of the money supply.”

16 Cagan, in his analysis of the behaviour of the currency component of the
money supply in the United States, suggests three main explanatory variables: The
expected net rate of interest on savings and time deposits; the expected real income;
and the personal income tax as a percentage of personal income. Macesich applies
the Cagan analysis to the behaviour of currency in Canada and largely supports
Cagan’s thesis. But Khazzoom who deals mainly with underdeveloped countries
disagrees with the emphasis that Cagan and Macesich place on interest on deposits
and on the income tax. For him the behaviour of currency reflects the effects of in-
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Deposits

Deposits are the second sourl:c of resources available to the
Bank of Sierra Leone. The depositlbrs of tke Bank are the govern-
ment, commercial banks and government corporations. In 1963
and 1964 government deposits ayeraged Le 1 million approxi-
mately. In 1965 and 1966 however, the average was only Le 0.8
million. Since 1967, government deposits have exceeded Le 1 mil-
lion and were particularly high in 1969 averaging Le 3.7 million.
The average monthly deposits for 1963 and 1964 were Le 6 mil-
lion and Le 3.8 million respectively. These aigher levels of govern-
ment deposits since 1969 are due to favourable world prices for
cocoa and palm kernels which prevailed ir 1968 and 1969. The
government’s deposits benefited moreover when the higher incomes
were spent through indirect taxes. Another contributory factor were
the economies in government spending introduced with the Stabil-
ization Programme of November 1966.

Between 1964 and 1970 deposits of commercial banks have
been about Le 0.2 million, and only on four occasions was this sum
exceeded to any appreciable extent. The level of commercial banks’
deposits was agreed upon with the Bank of Sierra Leone who has
undertaken to transfer to the Call Money Fund all sums in excess

stitutional and other factors. So that other factors suca as the growth of banking,
urbanization, monetization, income distribufion and inflation (most of which are
discussed by Cagan but which are not congidered important in the United States
situation) are the variables Khazzoom lavs emphasis on. Our findings on the behav-
iour of currency in circulation in Sierra Lepne lend cupport to Khazzoom's main
conclusion. Philip R. Cagan, “The Demand for Currency Relative to the Total
Money Supply ", Journal of Political Econogry, August 1958, pp. 301-328; George
Macesich, “ Demand for Currency and Taxgation in Canada”, Southern Economic
Journal, July 1962, pp. 33-38; Joseph D. Khazzoom, I'be Currency Ratio in Dev-
eloping Countries, New York, Frederick A. [Praeger, Inc., 1966, pp. 22-24.
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of the agreed minimum. Since 1971 deposits of commercial banks
have been quite high reaching Le 4.5 million in 1976.

Other deposits have not been particularly |significant, ranging
between Le 50,000 and Le 0.4 million during most of the period
1964 to 1967. Only on a few occasions did these deposits exceed
Le 0.3 million. Between December 1968 and December 1970 they
have however increased considerably. At the%end of December
1968, * Other deposits ”’ were Le 3.2 million, a rise of Le 2.9
million on the previous month. This new level was maintained
in 1968 and 1969, averaging Le 3 million and Le 4.7 million re-
spectively. “ Other deposits ** were particularly high in 1970, rising
to Le 6.3 million in August.

This big increase in “ Other deposits ™ since December 1968,
has been due to the Bank’s treatment of the Call Money Fund.
Before 1968 call money was not included in the balance sheet. On
the recommendation of the external auditors CFH money has been
included in “ Other deposits ” since December 1968. The Call
Money Fund is discussed below.

The result of growth in government and other deposits is
that total deposits at the Bank rose rapidly, rising from Le 1.9
million in September 1964, to Le 7.2 million by December 1970.
By the end of December 1974 deposits had more than trebled
to Le 22.1 million. Because of the growth in deposits, the share of
deposits in the total liabilities of the Bank also went up, rising
from an average of about 6 per cent between September 1965 and
September 1968, to an average of 17 per ce}lt since the end of
1968. In 1969 deposits averaged 18 per cent of the Bank’s total
liabilities though in September they went up to/21 per cent of total
liabilities. By December 1970, however, deposits accounted again
for 18 per cent of total liabilities.
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|
The Call Money Fund |
Through the Call Money Fund which is operated by the Bank,
resources also flow into it. This Fund was cstablished in 1964: its
objective has been to provide short term investment outlets for
surplus funds, that is, those ranging from one to seven days. The
main participants are commercial banks, the corporations and the
Sierra Leone Produce Marketing Board.

The total amount received by the Fund at the end of November
1964, the first month of operation of the Fund, amounted to Le 3
million, while withdrawals amount}:d to Le 1.5 million, leaving an
operational balance of Le 1.5 million. Since 1964, payments into
the Fund have grown rapidly. Payments ir. 1965 and 1966 aver-
aged Le 5.5 million and Le 4.9 million respectively; while with-
drawals were Le 5.4 million and Le 4.8 mil ion per month in 1965
and 1966 respectively. The highest monthly payment was in May
1965, with a total of Le 10.8 million. Withdrawals then amounted
to Le 9.8 million. Because these areivery shert investments, the rate
of interest is only 2.5 per cent. The Bank is able to pay this rate
because the funds received are invested in Sierra Leone and British
Treasury bills.

The investment of the Call |I\/Ioney Fund in Sierra Leone
government Treasury bills were as follows | thousand Le):

1964 725
1965 300
1966 2,645
1967 1,100
1968 15

After 1968 no more investments in governmient securities were made by the Fund.
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The Call Money investments in British Treasury bills were as
follows (thousand Le):

1964 300
1965 500
1966 1,010
1967 1,257

Source: Economic Review of the Bank of Sierra Leone, Na. 1, June 1970, Table 4

and Quarterly Statistical Review of the Bank of \r;rm Leone, No. 5, Tune
1966, Table 3.

By providing this outlet for investment the participants have
been able to earn income on funds which would otherwise have
been idle or remitted abroad.

Capital and other miscellaneous liabilities

Section 7 (i) of the 1963 Bank of Sierral Leone Act defined
the authorized capital of the Bank as Le 1.5 million to be sub-
scribed by the Sierra Leone government. Up to June 1968, only
Le 0.7 million was paid-up. Since September 1968, the authorized
capital has been fully paid.

The reserves of the Bank have been built up by transfers from
net profit. The legislation of the Bank requires that one-quarter of
net profit should be transferred to * reserves ™ until the reserve
fund exceeds the paid-up capital and thereafter, the percentage
should be reduced to one-eighth. At the end of 1974 the Bank’s
reserve fund exceeded the Bank’s paid-up capital by Le 0.7 million.

The reserves fund has exceeded the paid-up capital since June 1973.

Allocations of special drawing rights (SDR’s) appeared as a
liability of the Bank in 1970. SDR’s were allpcated to the Sierra
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Leone government, and therefore, they appear as liabilities of the
central bank because the Bank is the custodian of the country’s
international reserves.

The remaining liabilities of {the Bank are largely liabilities
abroad on documentary credits and guarar tees.

4. TUSES OF FUNDS

From Table 9 one may infer that the main uses into which
the Bank’s resources have been put are holdings of foreign assets
and advances to the government.

The holding of foreign assets

Foreign assets of the Bank have grown significantly since 1964.
At the end of September 1964, one month after the Bank was
opened for business, external assets amounted to Le 9.3 million
and by the end of 1965 these assets totalled Le 12 million; they
continued to rise after 1967, reaching Le 229.5 million at the end
of December 1969. The Bank’s external assets in 1970 included
newly introduced IMF’s special drawing rights which amounted
to Le 0.4 million. Between December 197) and December 1974
external assets went up by Le 21.1 million to Le 45.7 million.

The holding of foreign assets is a legal requirement. Section
27 of the 1963 Bank of Sierra Leone Act required the Bank to
hold external assets equivalent to 50 per cent of its demand liab-
ilities."” The only difference between this provision of the Bank

vertibility of both components of the money|stock. It should be noted that demand
liabilities of the central bank include the Bank’s depcsit liabilities as well as cur-
rency issued, while its deposit liabilities include commercial banks’ deposits. In ad-
dition, the Bank’s obligation with respect to reserves is defined as 60 per cent of
currency issued.

17 The linking of reserves to demamiliabilities recognizes the claim to con-
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of Sierra Leone Act and the arrangement under |the WACB is that
whereas the former stipulates a reserve/currency ratio of 60 per
cent, the latter required a 100 per cent reserve/currency ratio. This
involves a once and for all fiduciary element of 40 per cent. In ad-
dition, any new issue of currency henceforth requires only a 60 per
cent external reserves cover, '

The previous provision requiring the Bank to hold foreign
assets against the stock of money was pmbably unavoidable dur-
ing the colonial period when convertibility then meant the con-
version of local currency into a foreign currency and when such con-
vertibility was essential for a colony wishing to attract foreign pri-
vate investment. Under the present regulations of the International
Monetary Fund, convertibility means the absence of exchange and
payments restrictions on current account.” This does not specifically
involve the conversion of local currency into ap international cur-
rency. Also, convertibility of the local currency into a foreign one is
not necessary nowadays for the attraction of foreign capital because
of various government guarantee arrangements. In these circum-
stances, the new regulation requiring the Bank to hold external as-
sets against its currency in circulation would appear unnecessary.
This does not mean that the country does not| require foreign re-
serves. In fact, as long as the country continues to trade with other
countries some amount of foreign reserves will always be required
for international settlements. But the interesting feature of the re-
serve requirement is that the amount which |is specified as the
minimal cannot legally be used for the purpose lof financing deficits
in the balance of payments. And vet, it is precisely for such emer-
gencies that reserves are held.

A more logical development would have been the creation of
a wholly token currency managed by the Bank with the requirement

1 International Monetary hmd Statistics, published by the International
Monetary Fund.
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that the Bank holds the country’s external reserves. In such a case,
the Bank decides on the size of the reservzs it considers adequate
for foreign exchange transactions.

However, there are some advantages in having an external
backing for the domestic money supply. It should be recalled that
the WACB had been in operation in Sierta Leone between 1912
and 1963 and the replacement of its currency demanded consider-
able caution if confidence was to be maintiined. Furthermore, the
creation of an external reserve enables the central bank to resist

|
an excessive demand for credit expansion.

The 1970 Bank of Sierra Leone (Amendment) Act defined the
obligation of the Bank with respect to the holding of external re-
serves as follows:

“The Bank shall at all times use its best endeavours to maintain
the value of reserve specified in Section 27, together with
special drawing rights constituting ass:ts of the account auth-
orized by Section 4 of the International Financial Organiz-
ations Act 1962, at an aggregate amount of not less than the
value of three months’ imporrs as recorded and averaged for
the last three preceding years,” "’

During the period 1964 to 1976, the ratio of external assets
of the Bank of Sierra Leone to the country’s imports ranged be-
tween 0.19 and 0.33.

According to Section 28 (i) teserves are defined to include
special drawing rights allocated by the Interrational Monetary Fund.
Since the Bank manages most of the sinkirg funds of the govern-
ment and at the same time is banker to the Sierra Leone Produce
Marketing Board, it can be arguecr that the reserves held by the
Bank should be interpreted as the| reserves of the country. With
this assumption we can then intc#rpret th2 Bank’s responsibility

¥ Bank of Sierra Leone (Amendment) Act, 1970, Section 28.
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with respect to currency and reserves as follows: As regards the
issue of currency, the sole right of issue is vested in the Bank
which determines the amount of currency to be issued — the holding
of reserves is a separate function.

The significance of Section 28 (i) of the 1970 Act is that it
removed the link between the money stock and the holding of ex-
ternal assets. In so doing, it has eliminated thé: apparent conflict
which results from the maintenance of a legal requirement and the
need for flexibility, which we have pointed out as one of the main
criticisms of the colonial monetary system.

Advances to the government

The next main use of the Bank’s resources has taken the form
of purchases of government stocks and Treasurv bills, and ways
and means advances to the government. The maximum amount of
stocks and Treasury bills that the Bank can holél as total ways and
means advances that can be made available to the government is
fixed by the Bank of Sierra Leone Act and the Treasury Bills Act.

The legal llmlt on the Bank’s holdings of‘government stocks
is defined as 20 per cent of its demand liabilitics. The maximum
amount of Treasury bills that the Bank can hold was defined by
the 1964 Treasury Bills A¢t as 20 per cent of estimated recur-
rent revenue. This limit was raised by the Treasury Bills (Amend-
ment) Act of 1971 to 30 per cent. Ways and means advances to
the government are limited to 5 per cent of estimated recurrent rev-
enue. Under the 1963 Bank of Sierra Leone Act, all such advances
should be repaid within the financial year. Under the Bank of Sier-
ra Leone (Amendment) Act 1970, however, the Bank can grant fur-
ther ways and means advances to the extent to which the outstand-
ing amount is less than the maximum permissible limit of 5 per cent
of estimated revenue.
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Section 34, subsection l(a)li of the Bank of Sierra Leone
(Amendment) Act of 1970, allows the Baxk to grant advances to
the government for the settlement of subs:riptions and other pay-
ments to international financial organizations. The Bank has pro-
vided loans to the government under this scction for the repayment
of the International Monetary Fund Credit and for the payment of
the gold portion of the recent increase in the IMF quota.

The Bank’s assistance to the government in the form of ways
and means advances and the holdings of government securities was
quite large during the period 1965-1967, the years of serious
financial crisis which culminated in the Stabilization Programme of
November 1966. The Bank’s assistance to the government almost
doubled between 1973 and 1974 because of the growing budget
deficit. ‘

Fixed assets and other assets

Fixed assets include the Bank’s buildings as well as equip-
ment. Between 1964 and 1968 the Bank of Sierra Leone had only
one office, that is, its headquarters in Freetown. A second office in
Kenama was opened for business in August 1970. The construc-
tion and equipment of this second office, as well as the completion
of work on the main building, lz{rgely explain the sharp rise in
fixed assets after 1968. The other assets include mainly * contra ”
items.

In summary, from the assets/liabilities of the Bank of Sierra
Leone shown in Table 9, the BLmk’s resources went up from
Le 13.8 million in 1964 to Le 172.1 million by the end of 1976.
The increases in assets/liabilities 'were particularly large in the
vears 1967 - 1968 and since 1971. As a result of the considerable
expansion of its assets/liabilities, the Bank has, since 1968, emerged
as the largest financial institution. [However, a large part of these
resources, as was previously discussed, have been held in the form
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of external cover for the currency as was requited by the Bank of
Sierra Leone Act of 1963 until its amendment in 1970.

5.  LIMITATIONS ON THE EFFECTIVENESS OF THE BANK OF SIER-
rRA LEONE

The direction of credit

To be able to influence the direction of credit, the central
bank needs to be equipped with appropriate legal authority. Let
us now examine the legal powers that were at the disposal of the
Bank during the period 1964-1976.

The powers conferred on the Bank are contained in the Bank-
ing Act of 1964 and the Banking Act of February 1970. The
legal provisions available to the Bank under the Banking Act of
1964 are the following: Section 12 prohibits loans (a) to any per-
son in excess of 25 per cent of the published reserves of the banks;
(b) against the security of its own shares; (c) unsecured credit fa-
cilities of an aggregate amount in excess of Le 1,000 to its direc-
tors, companies or partnerships in which the bank or its directors
have shares; (d) unsecured loans to its employees must not exceed
a year’s salary.

Section 20 requires the commercial banks to maintain a mini-
mum liquidity ratio of 15 per cent of their total deposit. Section
31 authorizes the Bank to fix general ceilings for bank credit of all
types or of a specified category at the prevailing or higher rates.”

% These rather general powers may be contrasted with the situation in some
other developing countries. For example the Central Bank of Nigeria Amendment
Act of 1968 has the following provisions with respect to ditecting the flow of credit
from commercial banks: (a) power to vary the composition of special liquid assets
to be held by commercial banks; (b) power to call for special deposits; (c) power
to prescribe minimum ratios of total credit each commercial bank should grant to
indigenous persons (in April 1972, the Central Bank of Nigeria instructed foreign
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the period 1964-1976 as the banks brought in funds from their
head offices.

To strengthen the powers of the central bank, the Bank of
Sierra Leone (Amendment) Act of 1970 and the Banking Act of
1970 were passed, the most important provisions being contained
in Sections 29 and 37 of the Bank of Sierra Leone (Amendment)
Act and Sections 16 and 21 of the Banking Act. Under Section 29
sub-section 1 (e), the Bank can purchase and rediscount inland bills
of exchange which have been . . . issued for the purpose of financ-
ing economic activities related to agnculmre forestry, fishing or
mining and maturing within 15 months . Taken together with
Section 21 sub-section 3 (¢), of the Banking Act, it is now possible
to direct the flow of credit to specific sectors. That sub-section in-
cludes inland bills of exchange which are eligible for rediscounting
at the Bank, as one of the forms in which liquid assets can be
held. The amount of such bills that the commetcial banks can hold
are subject to regulation by the Bank. Thus, by specifying that half
of the required liquid assets could be held in the form of inland bills,
the flow of loans would therefore be diverted. Although this pro-
vision looks promising, the handicap is that there are no inland bills
of exchange of any form in Sierra Leone. Until such bills are created
the provision is of no practical importance.

Under Section 37 of the Bank of Sierra Leone (Amendment)
Act of 1970, the Bank can é)rescribe the minimum reserve ratio and
may specify different reserve ratios for different classes of deposits.
Section 16 of the Banking Act, on the other hand, authorizes the
Bank to examine the books of each commercial bank at least once
a year ... in order to determine that the requirements of law
have been complied with in the administration of its affairs”. These
two provisions are likely to be successful in limiting the flow of
credit to certain areas, but there is nothing positive in them to en-
sure that credit will be made to flow to the areas in which they are
needed most for the development of the econcfmy.
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The general conclusion on the powers of the Bank to control
and direct the flow of resources from commercial banks is that
during the period 1964-1970 the enabling provisions of the Bank-
ing Act of 1964 were of limited practical usefulness. At the same
time, however, the provisions of the Banking Act of 1970 and the
Bank of Sierra Leone (Amendment) Act of 1970 are likely to suc-
ceed in prohibiting loans for certain purposes, but there is nothing
positive in these enactments to influence the flow of credit directly.

Contribution to economic development

Given that the financial structure is uaderdeveloped, the cen-
tral bank must not only be concerned with the direction of financial
flows but it must also be concerned with changing the structure,
partly to mobilize more domestic fresources and partly to fill the
credit gaps. We now examine the enabling provisions of the Bank
of Sierra Leone Act as well as the Bank’s performance in this field.

Section 31 sub-section 1 (i) of the Baak of Sierra Leone Act
authorizes the Bank to contribute tg the share capital of institutions
established for ““... the purpose of facilitating the financing of
economic development . Under sub-sectior 1 (j) of the same sec-
tion the Bank can grant advances far . . . fixed periods not exceed-
ing three months against publicly issued Treasury bills of the govern-
ment and maturing within ninety-three days ”. These sections are
retained in the Amendment Act of 1970 (Section 29). But in ad-
dition, the new Act requires the Bank to establish and maintain a
Development Credit Fund (Section| 40). Ttis fund is to be estab-
lished by grants from the government and by transfers from the
Bank’s profit. The fund is to be used for making loans and ad-
vances to co-operative banks and other financial institutions estab-
lished with the Bank’s participation, and to facilitate the purchase,
holding or sale of debentures, bonds and other debt obligations
having a maturity of eight years and issued by co-operative banks
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or financial institutions established with the Bank’s assistance.

During the period of our study the Bank made use of Section
31 sub-section 1 (i) by providing part of the capital for the National
Development Bank, the Bentworth Finance Company and the
National Agricultural Development Authority. To the extent that
these institutions facilitate economic development, the Bank as a
shareholder would have contributed indirectly to economic devel-
opment. The performances of these non-bank financial institutions
are examined in Chapter V.

In practice, the effectiveness of the enabling provisions of the
1970 amendments is limited for the following reasons: The pro-
vision of Section 40 and Section 29, sub-section 1 (i) merely en-
ables the Bank to give financial assistance through institutions. Only
the National Co-operative Development Bank is concerned with agri-
cultural credit so that the Bank’s assistance would have to be chan-
nelled through this institution. The problem however is that this
institution deals with only a very small section of the agricultural
sector. The National Development Bank and Bentworth Finance
Company which the Bank helped to establish do not deal with the
problems of agriculture. Of equal importance is the fact that the
resources that the Bank can put at the disposal of financial insti-
tutions out of the Development Credit Fund depend on the size
of the Bank’s profits and of the government’s contribution. The
amount that the government can make available to the fund de-
pends on the budgetary performance. We have| seen in Chapter 11
that the current budget has not generated a larbe: enough surplus for
the development budget. Thus, the amount that can be made avail-
able through the budget, if any, is not likely to be significant.

Another restriction on the effectiveness of the Bank is con-
tained in the proviso to Section 29, sub-section 1 (i). This states
that <. .. the total value of any such holdings of shares shall not
at any time exceed twenty per cent of the paid-up capital and gen-
eral reserve of the Bank ™
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This provision limiting the share part cipation of the Bank to
20 per cent is rather restrictive when comgared to other countries.
For example, the participation of the Central Bank of Nigeria can
amount to 10 times the aggregate of its paid-up capital and general
reserve. And in the case of the Central Bank of Sudan there are no
limitations whatsoever.” The paid-up capitz] and general reserve of
the Bank at the end of 1976 were Le 4.5 million in the aggregate.
Twenty per cent of this amount is approsimately Le 0.9 million.
Part of this amount is already committed to the National Develop-
ment Bank, Bentworth Finance Company and the National Co-
operative Development Bank — thus leaving very little to be em-
ployed to finance other productive investments.

The Bank of Sierra Leone’s major contribution to the econ-
omic development of the country has been in the field of research
and to some extent in the training of personnel. The research as-
pects of the Bank’s activities assume importance because the Cen-
tral Statistical Office began operations only comparatively recently
and, aside from the University, the Research Department of the
Bank is the only other institution |which undertakes a continuous
programme of studies into varioys aspects of the Sierra Leone
economy. The statistics assembled by the Bank, as well as the re-
sults of investigations, are primarily made available to the govern-
ment, but some of these are alsg made available to the public
through the Bank’s publications. In addition, the Bank has com-
missioned special studies by experts both from within and outside
the country. Four studies of particular importance include the
Moinuddin study on agricultural credit;? the study of the Glasgow
University team which examined aspects of the Bank’s research ac-

2 Bank of Sudan Act of 1962 (Section 57A).
2 This study will be discussed in Chapter V.,
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tivities; 2 the Killick study on the Balance of Payments of the
Mining Sector;? and the Cox-George study on Entrepreneurship.”
The first three of these studies were by foreign experts while the
fourth is from the University of Sierra Leone.

Arising out of the Bank’s research activities was the realiz-
ation that it was necessary for the Bank itself to be more actively
involved in the provision of credit to the agricultural sector. As the
non-availability of acceptable securities has been one of the factors
inhibiting the flow of credit from institutional sources to the sector
the Bank has attempted to deal with this problem through its Credit
Guarantee Scheme. Under the Scheme which was launched on the
1st January 1974, the Bank guarantees loans by commercial banks
and the National Development Bank to individuals and establish-
ments engaged in agriculture, animal husbandry, fishing, transport,
trade and manufacturing. The extent of the guarantee cover is two-
thirds of the amount in default in the guaranteed account or the
guarantee amount, whichever is lower, subject to a ceiling of be-
tween Le 5,000 and Le 40,000 depending on the type of activity
to be assisted. The period of the guarantee ranges between three
months and seven years. Up to the end of December 1974 a total

B The Glasgow University téam consisted of Dr. C. V. Brown, Mrs. S. Thorne
and Mr. J.T. Hughes. They visited the Bank in the summers of 1965 and 1966.
See C. V. Brown, Measures for Increasing Credit to Sierra Leonean Enterprise: A
Report Prepared for the Bank of Sierra Leone, Freetown, August 1965.

2 See Tony Killick and R.W. During, *“ The Balance of Payments Effects of
Sierra Leone’s Mining Sector”, Economic Review of the Bank of Sierra Leone, No.2,
September 1967; * A Statistical Approach to the Balance| of Payments of a Low
Income Country”, Journal of Development Studies, No. 4, July 1968.

% Professor Cox-George was chairman of a working party appointed by the
Governor of the Bank of Sierra Leone to report on * Capital Availability and Sierra
Leonean Entrepreneurship ”. See N.A. Cox-George (Chhirman), Report of the
Working Party on Capital Awvailability and Sierra Leonean Entrepreneurship: A
Report Prepared for the Bank of Sierra Leone, Freetown, Bank of Sierra Leone,
1972,
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of 186 applications had been received since the inception amount-
ing to Le 691,000. Of this, 152 amounting to Le 514,000 were
approved and guaranteed, 3 amounting to Le 9,820 were with-
drawn, 26 amounting to Le 166,800 were still under investi-
gation; 5 guarantees totalling Le 3,451.50 expired during the period
and were cancelled, leaving 147 guarantees amounting to some Le
510,000.

Table 11 shows that of the 152 guarantees issued by the end
of December 1974, 134 amounting to over Le 408,000 (or 79.9
per cent) were in favour of trading concetns, while industry had
7 amounting to Le 76,000 (or 151 per cznt), agriculture had 7
amounting to Le 20,700 (or 4 per|cent) and transport/servicing a
negligible share of the total.

TaBLE 11

CREDIT GUARANTEE SCHEME: ANALYSIS BY SECTOR

Percentage of

Activity Number Amount taral amount
Agriculture V 20,700.00 4.0
Trade 134 408,190.65 799
Industry V 76,000.00 15.1
Transport P 7,000.00 1.0
Servicing p 2,000.00 neg.
TOTAL 152 513,890.65 100.0

Source: Bank of Sierra Leone, Annual Repyrt, 1976

The high proportion of credit |going to the trade sector could
be attributed to its relatively high turnover >f business.
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Limitations imposed by the nature of the economy

Quite apart from the legal restrictions impos

limitations imposed by the nature of the economy
of the Bank to maintain at one and the same time
external value of the money as required by the Ba
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ed on the Bank,
affect the ability

the internal and
king Act.

The internal and external value of money arg to a very large
extent outside the control of the Bank. For example, changes in the
internal value of the currency are likely to arise|from four main

sources: Increases in the prices of commodities; i
receipts resulting in higher incomes for those to
export industries; capital inflows in the form of fq
vestment and official loans and grants; investmer
ings, with the difference being financed by the cq
we consider the relationship between money and

As discussed in Chapter II foreign trade ac
30 per cent of GDP. The implication of this is thq
Leone are affected to a considerable extent by pric

reases in export
nected with the
preign private in-
t exceeding sav-
ntral bank. First
prices.

bounts for about
t prices in Sierra
ts abroad. In the

case of staple foodstuffs, external prices also play

important role,

since the main staple food, rice, is imported on a lprge scale. In the
case of locally manufactured goods, not only is the volume of such

products small, but also their import content is
part to the fact that machinery and raw material
be imported. In addition, these industries have {
the prices of their products with the prices of impo
they substitute. Thus most domestic price chang
from outside the economy.
As regards capital inflows, the foreign priva
over to the Bank foreign exchange and receives 1
it. The Bank is therefore obliged to make local
for the foreign assets it receives. With respect to ¢
generally surrender their proceeds in exchange for
internal value of money is affected when this n

X

o

bcal money from

ite large due in
. required are to
ended to equate

rted commodities

es will originate

e investor hands

money available
XpPOrts, eXporters

local money. The
loney is utilized.
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Here, then, the Bank plays a purely passivz role. Only where the
Bank provides credit to finance additiona domestic expenditure
can it exert some influence. But even here, the central bank in an
underdeveloped country may not have an entirely free hand. If the
government is determined to obtain additional credit from the cen-
tral bank, it can do so by merely altering the central bank’s legis-
lation, and a number of governments have >een known to do this.

The external value of the money depends on the behaviour
of import and export prices. The external va ue falls if import prices
rise faster than export prices. This is because a larger quantity of
exports is now exchanged for the same quantity of imports. Sierra
Leone is a small producer, both in relation to the total world out-
put of primary produce and mineral products so that the country
is not in a position to influence the price <he receives for her ex-
ports. Besides, the quantity of the main agricultural produce that
can be exported is subject to international quotas, so that output
in excess of the agreed quota would have to be sold at reduced
prices. In the case of diamonds, which account for about 60 per
cent of total export receipts, we have shown in Chapter II that their
marketing is rigidly controlled by an international monopsonist to
prevent frequent price fluctuations. Hence additional production
which is likely to result in the lowering of prices may be stock-piled
rather than sold. Thus, although the price e asticity of exports sup-
ply is low, significant expansion in output a: a changed price is not
likely with the present composition of exports and under the pre-
sent marketing arrangements.

In the case of imports, the country depends on external sources
not only for capital equipments and raw materials, but also for
a wide range of manufactured goods as vrell as foodstuffs. But
Sierra Leone is a small importer in relation to total world exports
and in relation to the exports of countries suzh as the United States,
the United Kingdom and Japan. At the same time, local industries
and agriculture are not likely to offer substitutes whenever import
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prices increases, because of the absence of other
tors such as entrepreneurs and capital. Besides, t}
commodities exported and the size of the market|limit the extent
to which commodities now exported could be processed for the
domestic market. For example, only a tiny fraction of diamond
output can be sold locally. The country’s requirements for steel, in
relation to the cost of establishing a steel mill and keeping it fully
operational, is such that exports of iron ore will|continue. Given
the climatic conditions, only small quantities of focoa and coffee
would be consumed locally. In this situation, Sierra Leone’s de-
mand for imports is not only very low, but als¢ changes in the
prices of imports are not likely to lead to a signifjcant substitution
of local production. And although the central bank can give advice
on the exchange rate policy, its recommendatians| would take into
account the price elasticities of imports and exports. We can there-
fore conclude that the Bank’s influence on the v4lue of money in
Sierra Leone is very limited indeed.

bo-operating fac-
he nature of the

Further, the nature of the economy also linfits the scope for
the use of the traditional instruments of monetagy policy, such as
the bank rate and open market operations.” This pan be seen from
an analysis of the money supply determination;

According to Brunner-Meltzer,” the money pupply is derived
as the product of the monetary multiplier (#) and the monetary
base. That is, M, = #B

2 These instruments are provided for in Sections 31 a

Sierra Leone Act.

2 Karl Brunner and Allan Meltzer, An Alternative A

etary Mechanism, Washington, D.C., U. S. Government Print
by the same authors, “ Some Further Investigations of the
Functions of Money ”, Journal of Finance, May 1964, pp
Meltzer, “ The Behaviour of the French Money Supply, 193
Political Economy, June 1959, pp. 275-291.

hd 33 of the Bank of

pproach to the Mon-
ng Office, 1964. Also
Demand and Supply
240-283, and Allan
B-1954 ", Journal of
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Thus, to describe and explain the
it is necessary to analyse the facto
process and the factors that influen
etary multiplier is determined by

of currency in circulation to non

(k), the ratio of non-bank public’
deposits to demand deposits (), the
of commercial banks (5), the ratio
banks to total deposits (r), and th
at commercial banks to demand de
the behaviour of commercial bank
the public’s demand for currency a
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behaviour of the money supply,
rs that determine the multiplier
ce the monetary base. The mon-
five ratios, which are the ratio
-bank public demand deposits
5 holdings of savings and time
ratio of reserves to liquid assets
of reserves held by commercial
e ratio of government deposits
posits (g). These ratios describe
;s for reserves and borrowing,
nd savings and time deposits.

The monetary base is made up of high-powered money, that

is, currency in circulation, currency
deposits of commercial banks and th
bank. In an attempt to adjust to
money commercial banks and the
mand between currency, financial 3
cess of portfolio adjustment will le
and prices of real assets, and to a ch
in the case of the monetary base, a
must affect one of the competing us

# The analysis of Friedman-Schwartz
They use an identity in which the ex-post r
rency in circulation plus total deposits, M,)
high-powered money (H), the reserve ratio o
posits to currency ratio (D/C).

holdings of commercial banks,
e private sector with the central
the quantity of high-powered
non-ban< public will shift de-
issets and real assets. The pro-
ad to a change in interest rates
ange in the money supply. And
ny of its increases or decreases
g 28

is similar to that of Brunner-Meltzer.
te of change of the money supply (cur-
s allocated to three main determinants,
f commercial banks (D/R), and the de-

H reflects the behaviour of the monetary authority, D/R gives the reaction of

the commercial banks, and D /C the attitude g

argue that the ratios are influenced by a num

for various financial and non-financial assets. I
is determined jointly by the two ratios and t
and Anna Schwartz, A Monetary History of

ton, University Press, 1963, Appendix B.

f the public. Like Brunner-Meltzer they
ber of factors and reflect the preference
Like Brunnzr-Meltzer, the money supply
1e monetary base, See Milton Friedman
the United States, 1867-1960, Prince-
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In the analysis that follows, the objective is
the money supply, but rather to examine the p

the money supply is determined so as to indicate
the central bank.

113

not to estimate
focess by which
the influence of

The explanation of the ratios which detegimie the monetary

multiplier is as follows:
a is the ratio of private sector deposits with
to demand deposits;

is the ratio of currency in circulation to
is the ratio of government deposits wit
banks to banks” demand deposits;

is the ratio of liquid assets to deposit 1
mercial banks;

¢t is the ratio of savings and time deposits

The monetary data on which our calculati
given in Table 12. Table 13 shows the ratios obt
the variables in the monetary multiplier. The resul
are shown in Table 14,

is the ratio of reserves to liquid assets of

the central bank

ymmercial banks:

oney supply;
the commercial

bilities of com-

o total deposits.

s are based are
ined for each of
ts of the analysis

From Table 15 it can be seen that the imp

ct of the g, e, g,

and ¢ ratios has been relatively insignificant in explaining changes
in the monetary multiplier. The r ratio had a gignificant impact
on the monetary multiplier in 1963/64 and in 1965/66. The for-

mer was due to the fact that the liquidity ratio
in 1964, while the latter is explained by the higher|
ments which came into operation in November
exception of those two years, the impact of the r 1
large. But changes in the 4 ratio have been sign
in Chapter IV that a switch has taken place in t

s first stipulated
liquidity require-
1966. With the
atio has not been
ficant. We argue

he portfolio pref-
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erence of the commercial banks. T
holdings of government securities.
Undoubtedly, changes in high-pow
impact in explaining fluctuations
monetary multiplier. External asse
credit to the government by the ¢
cipal explanatory variables.

Table 15 shows the actual de
ply during the period of our study
that three factors largely explain
These are foreign assets of the bank
ment, and savings and time depos

Gains in savings and time ¢
government deposits have a contrac
ply. This is because the acquisition
from currency and demand deposit

¥ AND BANKING IN SIERRA LEONE

hat is, they have increased their
The & ratio reflects this change.
rered mcney have had a greater
in the money supply than the
ts of the central bank and also
entral bank have been the prin-

terminarts of the monetary sup-
. From this table it can be seen
changes in the money supply.
ring system, credit to the govern-
its.

leposits as well as increases in
tionary effect on the money sup-
of these deposits involves a shift
s. Government deposits, for ex-

ample, rise as a result of the payment of clirect and indirect taxes

and such payments are made in cu
in savings and time deposits, on th
of the opening up of new accour
spread of the banking habit peop
tages of holding their savings in the
cial banks. The higher level of sav
be the result of larger payments ir

Increases in credit to the priy
ment, and foreign assets all result
supply. A rise in foreign assets incr

rrency and by cheques. Growth
e other 1and, may be the result
ts. With monetization and the
le become aware of the advan-
> form of deposits with commer-
ings and time deposits may also
1to exist ng accounts.

ate sector, credit to the govern-
in an expansion of the money
eases the money supply because,

in return for these assets, the banking system credits the customers’

current accounts with the amount
case of credit to the private sector,
are credited with the amount of th

of surrenders’ currency. In the
the customers’ current accounts
e loan ard the money supply in-
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creases because of the rise in demand deposits. Credlt to the govern-
ment leads to an expansion in the money supply when the govern-

ment spends the funds acquired on goods and se
the private sector and the government may use a
received from the banking system on imported

such an event, foreign assets decline, the extent of

ing on the marginal propensity to import. The r
this case, contracts as currency and deposits are
change for the required foreign assets.”

Between 1964 and 1967, the level of the go
deficits was the most important single factor i
Leone’s money supply. To finance the large budgef
years, the government borrowed extensively from
tem, and such credit to the government went up
million. The result of these borrowings, however,
foreign assets of the banking system from Le 8,3
million. Between 1964 and 1965 non-bank fo
dropped by Le 9.1 million, again connected with
the budget deficits.

rvices. But both
part of the loans
commodities. In
the fall depend-
honey supply, in
given up in ex-

vernment budget
nfluencing Sierra
deficits of those
the banking sys-
by about Le 10
was a decline in
million to Le 4.5
beign assets also
the financing of

The years 1968 to 1970 were associated wit

gains in foreign

assets, made possible by the favourable trade balapce of the period
together with capital inflows. Also, economies in government spend-

ing resulting from the implementation of the

tabilization Pro-

gramme led to budget surpluses. As a result, net|foreign assets of
the banking system rose sharply from Le 4.5 million in 1967 to

Le 27 million in 1970. The favourable trade
reflected in higher incomes, some of which were a
and time deposits. Hence, quasi-money went up/als

|

|
¥ For a general discussion on the direct determinants

see L.V. Chandler, The Economics of Money and Banking,
Row, Fourth Edition, 1964, Chap. 11,

N

sition was also
orbed by savings
Q,

bf the money supply,
New York, Harper &
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The growth in foreign assets
and 1974 again due to favourable
commodity boom of that period. T
a substantial rise in savings and tin
levels of savings and time deposit
the money supply, the faster rate
and the expansion of credit to th
a decline. Between 1974 and 1976
due to an upsurge in credit to the
of the growth in credit to the gov
cline in external reserves.

In summaty, foreign trade
through their effects on foreign as
credit, have been the principal fact

Having shown that the traditi
only a relatively small part of chang
examine the extent to which the ¢
variables. We have argued in Chapt
did not determine investments durj
vestments were financed largely by
case, high interest rates need not de
exceptionally low local interest rate
large increases in the volume of lenc
of loans depend, on the one hand,
being available, and on the other tl
be ““ proper business of banks .

Thus, merely lowering the rat
an increased demand for loans. Ma
are too high, the volume of lending

It is suggested in Chapter IV that
reasons including the fact that the
from the marketing of produce, dc
to the same extent as they did in tl
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was even faster between 1970
external trade occasioned by the
he years 1970 to 1974 also saw
1e depos:ts. Although the higher
s should imply a contraction in
of acqusition of foreign assets
e private sector prevented such
the money supply rose sharply
> government. The consequence
ernment was a considerable de-

and gcvernment expenditure,
sets, quasi-money and domestic
ors affecting the money supply.
onal monetary variables explain
es in the money supply we now
entral bank can influence these
ter 1T that local rates of interest
ng the 1960’s because these in-
capital inflows. This being the
ter investors. At the same time,
s would not necessarily lead to
ling. This is because the amount
on the right type of securities
he business to be financed must

e of interest may not result in
reover, if local rates of interest
should not change significantly.
commercial firms, for various
ey have been excluded by law
» not bring in their own funds
ne 1940’s and 1950’s, and now
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rely on bank finance. This being the case, a high
interest rates may not result in a severe drop in
credit from these firms. Another factor which ma
rates a relatively unimportant policy variable is
capital market. In the rudimentary securities n
exists, the main customers are the central bank, o
and public corporations. Commercial banks will
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er level of local
the demand for
kes local interest
the absence of a
narket that now
smmercial banks,
purchase govern-

ment securities irrespective of the rate of interest, to fulfill their

liquidity requirements. The central bank and pul
being government bodies, could be ‘* persuaded
curities, while individuals buy them because the

outlets for investment funds. Consequently, the do

rate of interest is that its manipulation by the d
not produce the type of effects that is associated
interest in the economically more developed coun

With respect to the currency ratio (¢) we poil
IV that purchases of diamonds and agricultural pr¢

plic corporations,
to buy these se-
re are few other
nclusion on the
entral bank may
with the rate of
tries.

nt out in Chapter
bduce are entirely

cash transactions. Moreover, cheques are not widely used in the

settlement of debts, and because of low incomes, m

pst wages and sal-

aries are also received in cash. Hence the central bank is not likely

to have much influence on the currency compons
supply. Regarding government deposits, these depe
ment, and as such the central bank cannot contro
does the central bank have much influence on b
commercial banks since borrowings are financed
head offices. Even though the central bank can p
rowings, it has not done so nor does it seem likely
of the need for capital inflows. Only the liquidit;

l

Y

nt of the money

nd on the govern-

the g ratio. Nor

prrowings by the

from their own

rohibit such bor-

to do so in view
ratio (r) is sub-

jected to a direct control by the central bank. The impact of this

variable accounted for about 11 per cent of the
in the money supply during 1964-1970. On the

observed changes
whole, therefore,
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the central bank’s influence on the money supply process is very
limited indeed.

In contrast, in an economically advanced country, the mon-
etary authority can influence the monetary rmultiplier as well as the
monetary base. This is so because the central bank of a developed
economy is the lender of last resort. Also, there exist in such
countries well integrated money Fnd capital markets which are
highly sensitive to changes in the rate of interest. Consequently,
through its interest rate policy the central bank can influence all
the variables in the monetary multiplier. In the case of the mon-
etary base (in the United States) it has been shown by Keran and
Babb that it is primarily compos%d of Federal Reserve holdings
of government securities (adjusted for changes in reserve require-
ments).”

This variable was found to a¢count for 73.5 per cent of the
monetary base in 1968 and is directly controllable by the Federal
Reserve. But while other items of the moietary base are not di-
rectly controllable, the Federal Reserve can influence these vari-
ables through variations in its holdings of jovernment securities.”

Quite apart from the inability| of the Bank of Sierra Leone to
control the money supply there ar¢ other 1 mitations on the effec-
tiveness of traditional monetary policy in Sierra Leone. To begin
with, one of the assumptions of the quantity theory of money is

Federal Reserve Actions (1933-1968) ", Federal Reserve Bank of Saint Louis Re-
view, July 1968, pp. 7-12.

3 To determine the indirect effect of the Federa Reserve actions on the non-
controllable items, Keran and Babb ran a regression of changes in the controllable
sources on changes of the non-controlled dources. They used seasonally adjusted
monthly data for the period January 1953 to Decenber 1968. Their results are
statistically significant at the 5 per cent leve] and the conclusion is that the Federal
Reserve is able to take defensive action to affset the irapact of the non-controllable
items in the monetary base. Ibid., p. 12,

% See Michael W. Keran and Chri%lmphcr T. Babb, “An Explanation of
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that prices are, in the main, determined within f
reflect the marginal cost of production. In this sity

the quantity of money without adding to the volu
services would result in higher prices — hence

controlling the money supply. But we have alre

prices in Sierra Leone are to a large extent determ
of production in world markets for imports and
consequence it is difficult to influence local prices
extent through domestic policies.

Furthermore, in the traditional Keynesian
nation model, aggregate demand, and hence empl
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h‘le economy and
ation, increasing
me of goods and
the emphasis on
ady argued that
ned by the costs
exports, and in
to any significant

income determi-
pyment and out-

put, can be stimulated by policy measures aimed at influencing in-

vestment on which it depends. In Sierra Leone,

ations in export receipts are the key variable and
supply and demand conditions in world market

national agreements on quotas. In this situation
be directed towards exports and/or the reductio

however, fluctu-
they depend on

s and on inter-
attention has to
of imports.

Also, because of the openness of the economy, the credit multi-

plier is quite small. In economically advanced cou
for deriving the credit multiplier is:*

1
L
o+ B
Whete o is the public’s cash ratio
B is the banks’ cash ratio

A€ is the change in the cash bgse

This would yield a multiplier of 3 and above for n
advanced countries and above 5 for countries w

2 W.T. Newlyn, The Theory of Money, Oxford,|Un
Second Edition, p, 22.

tries the formula

host economically
th a public cash

jiversity Press, 1971,
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ratio of 10 to 15 per cent. The form
economy like that of Sierra Leone i

1

AND BANKING IN SIERRA LEONE

ula for an open underdeveloped

s given as:™®

- oy
a+B+LMe+ 'E:

Where o + (3 are as defined

M. is the direct expl

m is the propensity
s is the propensity
t is the propensity

This formulation takes account of t
capital goods industries, a large pa
on imports and this is quite apart
to import out of a given income. W
quired liquidity ratio) as this is a
the appropriate values for Sierra L

1

B

enditure on imports

1 + M.)
t + m

above

I to import
/ to save
to pay taxes

the fact that since there are no
rt of any expenditure must be
from the marginal propensity
e substitate # for m (r is the re-
legal recuirement. Substituting
eone we obtain:*

65 + .30 + .40 47—

B3 W.T. Newlyn, Money in an Afriqg
1967, p. 126.
% The estimates of the parameters v
cash ratio — the geometric mean of the rat
supply; (b) liquidity ratio of commercial ba
legal requirement; (c¢) propensity to import;

] -AC€ =72 AC
)

.E + .3[

an Contex', Nairobi, University Press,

ere obtaired as follows: (a) public’s
os of currency in circulation to money
nks — 30 per cent of total deposits, a
d) propensity to save — the geometric

mean of the ratios of gross savings to disposable income, (e) propensity to tax — the
geometric mean of the ratios of tax revenuy

e to GDPF; (f) we assume that direct
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The credit multiplier is thus less than 1 and it would be smaller
still depending on the size of the direct expendifure on imports.
The small credit multiplier is due to the high propensity to import
together with large direct expenditure on impornts. What is im-
portant about the credit multiplier is not so much its small value
but the fact that the variability of the leakages |make prediction
difficult. In addition, the implication of a high mafginal propensity
to import is that any inflationary pressure will be reflected in
leakages into imports and consequent loss of ¢xternal reserves
rather than in domestic price increases. These leakages into im-
ports are facilitated by the fact that credit has always been avail-
able for the export/import trade. This means| that less emphasis
should be placed on the problems of inflation as eyidenced by price
increases and attention should be concentrated ¢n the level and
flow of external reserves.

For traditional monetary management to He effective in a
country such as Sierra Leone, the monetary authotity must control
the balance of payments, as incomes and the liquidity of the econ-
omy are dependent on the balance of payments, As pointed out by
Olankanpo,® the only controllable item of the balance of payments
is imports. To the extent that policy measures arg adopted to con-
trol imports, it should be possible to affect both the public’s liquid-
ity and the banking system.

An instrument which has been suggested for this purpose is
« advanced deposits on imports ”* which reduce the ability of the

expenditure on imports is 40 per ¢ent. This assumption is based on the findings of
investment patterns in the mining sector. See Tony Killick ard R. W. During, “A
Statistical Approach to the Balance of Payments of a Low Ihcome Country”, op. cit.,
pp. 274-278.

% 7.0, W. Olankanpo, “ Monetary Management in Dependent Economies ”,
Economic Review, 1961.

% J. Marshall, “ Advanced Deposits on Imports ", Iq!emaricnal Monetary

Fund Staff Papers, 1958 and 1960.
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public to spend while at the same time restricting imports. The
advanced deposit requirement may take a number of forms. The
importer may be required to deposit with the central bank the full
cost of imports in local currency or in a specified foreign currency.
He may also be required to deposit|a stated percentage of the total
cost of the imports. In order to make the required deposits, the
importer may either have to use hig own resources ot borrow from
the banking system or the non-bank public. If the commercial
banks and other financial institutions are prohibited from making
loans for this purpose, then the importer has to depend on his own
resources. He may have to disinvest and, depending on the extent
of the disinvestment, incomes and total demand may decline. If the
deposits are obtained from the non-bank public, the effect would
be the same, i.e., the liquidity of the publi: will be reduced. The
liquidity of the commercial banks| will also decline if importers
meet the deposit requirement from their deposit balances. In ef-
fect, the instrument of advanced deposits on imports has the ability
of temporarily absorbing liquidity.

Since it has been argued that commercial banks had excess
liquidity during the 1960’s, in those circumstances it is essen-
tial to prohibit bank loans for meeting the advanced deposit re-
quirement. Another condition which is required for success is that
the accumulated deposits must be completely frozen. This implies
that if the deposits were originally made to the commercial banks
they should be transferred to the central bank or a 100 per cent
liquidity requirement imposed against such ceposits. It also implies
that the government must not be able to expand its expenditure.

Another policy instrument which can be utilized is the *“ ma-
nipulation "’ of government deposits, Let us zssume that the govern-
ment budgeted for a surplus during the pericd of export expansion.
To stimulate investment during a recession such accumulated de-
posits can be transferred from the central bark to commercial banks
which are ready to finance loans to sectors approved by the central
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bank. Alternatively, if the government deposits
with a commercial bank, they can be transferred
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were previously
from that bank

if its credit policy is not considered appropriatg. Such manipu-

lation of government deposits presupposes that thes
This has not been the case in Sierra Leone, and the
for such a policy is limited. |

A third policy instrument which can be util
deposits . During a period of export expansion ang
mercial banks are gaining deposits, the central bank

e are quite large.
refore the scope
ized is *‘ special
d when the com-
 through special

deposits can prevent their increased liquidity being used as a basis

for further credit expansion. These instruments if
can increase the effectiveness of a counter-cyclical

However, while recognizing the desirability
stability, this is relatively less important when ¢
long run objective of the development of the monet
system.

successfully used
monetary policy.

of short period
ompared to the
ary and financial







