,{-,. b

Restricted Circulation
. erbowt Mowidone,  JTod vex GWOL\MC,L
" Z L

IRIN‘DQ_D/ f?g?

A CRITTCAL EVALUATTCHN OF FLIANCIAL ACCOUNTING

+

IN

—

THE CARTBBEAN

by

FRANE ALLEYNE

I.S.E.R.,
The University of the West Indies,
Mona, Kingston 7, Jamaica, W.I,



i

S 1

INTRODUCTION

It 1s significant that in the development of social accounting,
relatively little attention has been paid to the financial sector, with
the result that we have fairly well-developed national income accounts,
while little progress has been made towérds the development of adequate
theories and methods of financial accounting in the different types of
economies. Since the 1930's national income accountimg has undergone
a substantial amount of development arlsing out cf the work of XEYNES,
but no cdmﬁarable developments have as yet been recorded in the field

of financial accounting.

Within the Caribbaan the cbjectives of financial accounting
appear tc be urclear. The failure to define goals clearly, has been
partly responsible for the haphazard manner with which financial statis—
tics are cnllected. In the developed economy, where public policy is
primarily direcfed at maintaining a dynamic stability, one of the major
purposes of financial accounting is the desire to make available to the
policy~-makers data on the operation of the financial sector, which is
necessary for informing a policy”aimed ét maintainiﬁg stability in tha
economy. On the other hand, in the Caribbesn, assuming that the primary
goal of the authorities 1s the achievement of the structural transforma-
tion of the sconomy, the primarv obiesctive cf financial accounting.shoula
be the desire to make available to the authorities critical categories
of financlal statistics, which are esgential for informing a policy
geared towards ensuring that the financial sectsr 1s orgenised in a wvay
which enables it to make its maximum contribution to the development of

the economy.
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The key to the need for finaneial accounting is tn be found in
the fact that no other type of accounts provide adequate information om
money, and the varisus types of financial assets, which are critical
factors 1n determining the level and types of economlc activity within
a monetised economy. As Patrick points out,1 the provision of a wide
range of financial assets, not only accommodates, but can induce growth,
by generating incentives to savers to increase their rata of saving, to

entreépreneurs to invest more, and to producers to work harder.

The new sense of urgency in developing adequate theoriss and
methods of national income accounting in the 1920's is very markad., It

"oreat depression". This experiencs

arose out of the experience of the
impressed upon the authoriiies the necessity for keeplng at thelr dis-
posal an up-to-date set of statistics on the performance of the economy.
The§ sensed this urgency primarily in connection with the requirements
of short-term aconomic policies., In the Caribbean the cver—riding con—
sideration in the collection of financial statistics should be for the
purpose of iInforming long-term economic policies, specifically policies
directed towards thez "structural transformation” of the economy. This
does not entirely rule out considerations for short-—-term policy since,
at tue same time, there will be the necessity to maintain some kind of
balance in the economy, 7Indeed, a long-term plan can hest be implemented

through a series of short-term plans, and 1t is in this light that short-

term planning in the Caribbean should be viewed. The paper now proceeds

1 Beonemic Development and Cultural Change. Yol. XIV,, ¥Ho. Jan. 1666.
Financial Development and Economic Growth in Underdeveloved Countries.
E.T. Patrick.

2

Economlc Development in Small Countries with Specific Reference to
the Caribbean. W.G. Demas,
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to attempt a critical analysis of the current state of financial account-
ing within the region, and discuss some of the operational problems en-—

counterad in the business of finaneclal accounting in the Caribbean.

At the outset it ig egsential té recognize that the deficiencies
exigting in our methods of finsncial accounting within the Caribbean, are
the results of a2 number of forces which heve operated to shape develop-
ments in this field. Specifically, we need to address our minds to an
analysis of the impact of a predominantly foreign-controlled financial
systen on the evolution of accounting procedures. Other important
factors to which attention should be directed, are the force of traditionm,
the failure te appreciate the role of the financial sector in promoting
the sconomic development of the region, and inertis. All these factors
have co-operated to produce the haphazard approach to financial account-

ing within the region.

The failure to develop a finencial svstem with zn indigenous
base, hes been largely responsible for the problems encountered in data
collection, excessive aggregation, and the existence of critical gaps in
our knowledge on the operation of the financial sector. Eecause of the
forelgn~domination of the finsncial system, and untll recently its preat
degree of independence from control by authorities in the region, local
initiative paving the way for the development of effective accounting
procedures, were either stifled or never ralse its head. %Possibilities
for wonetery management within the region arve narrowly limited, and this

tends to complicate the task of selecting and ensuring that critical

categorles of data are collected. The development of a comprehensive
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set of financial statlstics within the region, reflecting a proper balance
between macro and micro emphases, critically depended on the extent to
which the predominantly foreign-controlled financial system co-operated

with the anthorities.

Failure to appreciate the role of the finamcial sector in the
development of the economy seems to be-one of the major factors explain-
ing the undeveloped state of financial accounting within the Caribbean.
Because traditionally governments wers accustomed to looking overseas
for cepital tc finance various projects, no serious attempts were made
to survey the potential of the region to finance its investrments from
its owm sources of gavings. The open nature of the economy has there-
fore operated in such a way as to delay the pressures making for a com=—
plete survey of the sources znd uses of capitai within the region, and
by the same stroke has retarded the development of effective methods of

finaneclal accounting.

A well developed method of finaneial accounting can reveal much :
valuable information on the operation of the financial sector. Tor ex-
ample, analysis of the liasbilities of financial institutions, can reveal
how the non-financial sector holds its savings. Analysis of the asset
portfolio of financlal institutions indicate the types of investments
prepared by financial institutions, as well as the market potential for
varrous types of sacurities, It ia also possible that a study of the
sources and ugses of capital within the varicus sectors, and the possi-
bilities for monetary management, can be substantially facilitated through
the employment of the appropriaste accounting procedures. These are only

to stress a few of the important uses of an adequately-developed framework
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for financial accounting. There are various techniques which can be
employed to enhance the presentation of data, thereby facilitating the
tagk of financial analysis. It is against this kind of background tﬁat-
an evaluation of the current state of financial accouniing within the

region will be attempted.

For purposes of enalysis a2 useful distinction can be made be~
tween financlel statistics published by the central-banking territories
on the ome hand, =znd the E.(.C.A., member territorlies on the other. This
analytical distinction ran be defended on several grounds, but most im—
portant, ia the fact that the publica;ion of financial statistics within
the central-banking territories is far more oxganised and comprehensive
than any of the publications by the E.C.C.A. membar countries, This
division does not overlook the fact that there are many deficiencies
which are common to béth groups, but the essential pecint which the dis=~
tinction recognizes, is that in the fleld of financial accounting the

E.C.C.A. member territories possess more in common among themselves than

with the whole group with which the analysis is concerned.

DEFICIENCIES TN PRESENTATION

Financial accounting transcends the mere compilation and publi-~
cation of statistical Information. There are certain technigues which
a properly-developed framework for financlial accounting should reflect.
To mention 2 few, (1) the organization of data sheuld show a logical se~
quence; (2) certain cruclal categories of data should be given prominence;
{3) "totals" should be well-spaced so as to facilitate comprehension of

the data: (4) some clear-cut distinctlcn should be made hetween total



and sub-totala; (5) sources of data should be stated whenever necessary,

and lengthly footnotes avolded.

Absence of Variety

There is little scope for specific comment on deficiencies in
the presentation of Ilnancial statistics by the E.C.C.A. member terri-
tories, consequently the case-studies have been confined to the central-~

_banking territories. Certain common deficiencies are to be nctilced in
the flnancial data published by the central-banking territories cof the
region., The marked absence of wvariety in the presentation of data hardly
escapes the casual reader. Little use is made of graphical technigues.
Some qualification to this comment is necessary in the case of Jamailca,
where it is evidant that a serdious effart is made to intrsduce a reason-
able amount of variety into its presentation of financiai statistics,
Variety in presentation of data enhances the readabllity of the statis-
tics, by remeving much of the monotony resulting from the stareotyped

pregentetion of statilstics.

Arrzngement of Data

The comprehension of financial data could be substantially
facilitated if the arrangement of the statisties always followed a
logical sequence of development. For example, in the analysis of the

asset portfolic of an Institution, wa might decide to arrange the items

(=]

in decreasing order of liquidity. f "totals" were always wall-spaced
this could avolid much of the confusion resulting from the crowding to-

- . 3
gether of three or four ''totals™, as is the case of the” Bank of Guyana's

3 See: Bank of Guyana Annual Report., 1966. Table (2),9.



Analysis of Commerclal Banks Deposits (Excluding Deposits from banks).

The fallure to gtate sources of data is one of the most common
problems to be noticed. Again some recognition should be taken of the
DIogress made&r by Jamaica and Trinidad énd Tobago in this direction.
Various problems can arise out of the absence of knowledge on the sources
from which the statistics were compiled. TFor example, 1f the necessity
to check the accuracy of data avises, knowledge of sources facilitates
the task. A case In poiut, is the Bank of Guyana'ss analysis of "commer-
cial banks® deposits excluding deposits from commercial hanks". Here
the working of the data is unclear, and a knmowledge of sources is most

desirable.

Lengthy footnotes can detract from the presentation of financial
statisties, Additional information on the statistics presented can more
conveniently be provided in a separste section §ossibly lgbelled, "Notes
to Tables". Such a practice is followed in Jamaica, but there is much
scope for enhancement of presentations by the pursuidt of such a practice,

not only among the other tervitories, but within Jemaica as well,

As far as possible meaningless distinections should be eliminatad
from the presentation of financial statistics. Th86 Bank of Jamaica
makes a distinction between the currency divisgion and the banking division
in the znalysis of its assets and liabilities. There 1s no meaningful

sense in which this distinetion can be made in the operations of the Bank

4 Bank of Jamaica Bulletin. March 1968. 'Motes to Statistical Tables'.
5 Bank of Guyana Annual Beport, Table (2),9.

6 Bank of Jamaica Bulletin. March 1968. Table (1).



of Jamaica. The carry-over of this practice by the Jamaican authorities
may be linked up with the influence which the practices of the Bank of
England have exerted on the development of finanelal accounting within
the region. In the case of the Bank of. England this distinction today
is an anachronism. It was first employed by the Bank of England when it
functioned as a commercial bank and central bank at the same time. This
distinction was not only meaningful when the Bank of England-filled the
dusal role of commercial and central bank simultaneocusly, but it operated
to maintain confidence in the management of the institution, by suggest—
ing toc the publie that a failure in ope aspect of the Banks' operation
did not automatically affect the other, It is therefors evident that
there is no rationale for the wetentisn of this distinction by the Bank

of Jamalca.

Excesgsive Ageregation

-

Becausa of the global type data which predominates publications
of financial statigties within the area, it is difficult to acquire a
clear pleturs of the intimate workings of the financial system.. Many
critical categories of data are unavailable for independent analysis.
For example, the Bank of Jamaica7 "Analysis of Bank Advances", could have
served a wider-range of users if it was less aggregative. Specifically,
Agriculture could have been further subdivided into (a) Sugar-Cane Cul-
tivacion: (b) Livestock and Dailrying; {c) Tree Creps; (d) Other
Agriculture. 1If greater emphasis is placed on previding a more detailed

breakdown of data, than practised at present, the statlstics will provide

Bank of Jamaica Builetin. March 1668, Table (9).



a clearer picture of trends in the economy as a whole, and within the
various sectors. This will facilitate the task of detecting those arzas
of the economy which are under-serviced by the existing financial insti-
tutions, as well ag provide the authorities with valuable information
eggential to the formulation of policies designed to encourage the es~
tablishment of credit institutions to service specific needs. Data which
is too aggregative lmposes severe limltatlions upon analysis, since the
analysis has to be conducted at a macro level. The implication for
financial accounting, is the neceésity to striké a proper balance hetween

micro and macro presentationg of financial statistics,

Conceptual Issues

Problers in conceptualilsgation arise out of the attempt to cate-—
gorise a particular type of data. Concepts employed should give a clear
notion of the type cf data to which they are supposed to apply. At the
gsama time one should be careful in employing concepts in a way which re~
stricts their use to too marrow a scope. The Bank of Guyana's analysis
of8 "the Liquid Assets of Commercial Banks and Determining Factors™ pro-

vides  a vivid example of this problem.

%emmwtﬁ"ﬁwﬂbﬂmm"mﬂwaby&emmm%ammﬁd%
does not provide a clear notion of the class of data it is supposged to
describe. A more explicit term, could be "Change in Covernment's in-
debtedness to the Central Bank end Commercial Banks', or change in holding

of Government liquid assets by the banking system”,

8 Bank of Guyana Annual Report 1966.
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The concept of the "balance of payments™ usad in the sense in
which the Bank of Guyana employs it in their analysia of the "Liquid
Aggets of Commercial Banks and Determining Factors', 18 restricted to
too narrow an interpretation. '"Movements in the Extarnal Monetary Position
of the Central Banks and Commercial Banks' more adequately describes the
idea involved, and the concept of balance of payments should be released

for use in a3 much wider content,

On the whole the Bank of Guyana's analysis of the Liquid Assets
of the Commercial Banks and Determining Factors, is an intriguing case-
study. It is impossible to compartmentalize the "detsrmining factors”
of the liquid asset of the commercial banks in the way ii has been
attempted in the Bank of Guyana analysis. The liquid assets of the
commerclial banks ara determined by a complex of factors which are not
susceptible to the type of accounting format employed by the Bank of
Guyena., For example, the "foreign balances"of the commercial banks are
as much determined by the demand for credit, and such other factcrs as

U.K. interest rate yields and the level of imports.

Duplication of data should always be avoided since this not only
wastes effort, but raises the question of reliahility of the statistics
presented. Again the Bank of Guyana's presentation of the "Analysis of

the Liquid Assets of Commercial Benks and Determining Factors'

provides
vivid examples of duplication. '"Chenges in commercial benks holdings of
Government securities” is partially duplicated in items (10) Local
Treasury Bills; and (11) Other Eligible Credit Instruments, 'Net

acquisitions by commercial benks of liquid assets in the form of eligible

Government or commercial paper"; ditem (2) elso duplicates items (10)
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and (11}. Every attempt should he made to avoid the usage of formats

which lead to these kind of complications.

Certain adjustments to our balance-of-payments definitioms should
provide a clearer picture of the actual ﬁolume of private capital move-
ments. It is reasonable to agsume that in ths case of the subsidiaries
of international firms operating within the region much of the "private
capital inflow" recorded in the balance-of-payments accounts is comprised
of the reinvested earnings of the corporations., If the actual volume of
private capital inflows and outflows were explicitly included irn the

accounts to replace 'nmet movements of private capital"”, we should be abla

to ascertain 2 clezrer picture of the extent to which the economy is

generating its own sources of capital. Although the change in the arrange-

ment of numbers does not alter the actual circumstances, the difference

in interpretation may be substentially altered.
Non~Currency of Statistics

The problem.arising out of the late publication of financial
statisties wvarlies significently between the E.C,C.A, member territories,
and the central banking territories. In the case of the E.C.C.A. member
territories the problem is of a far wmore serious nature, since there is
reason to sugpect that financial statistics are often unpublished. With-
in the central banking territories late publications are often due to
the increasing demands being placed on Statistics Division, and the
failure to atiract and retain the type of research intelligence needed
for the task., Delay in compiling financial statisties reduces their

usefulneas in tracing short term trends within the economy, but late
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statistics are better than no statisties at all, since they are still
invaluable to the formulation of long~term economlc policies., To dis-
pose of the problem of "lateness", the authorities could decide to
emphasize the selection of certain categorles of data which are to be

published prompwtly and regularly.
Critical Gaps Tn Statistilcs

Prior to an appraisal of the organisation of the financial sector,
it is essential to be aware of the eniire operation of all aspects of the
financial system. An over—all assessment is necessary (1) to ascertain
the volume of domestic savings being mobilized; (2) for purposes of
planning: (3} for assessing how the structure of ifndividual ingtitutions
effect their capacity to service the needs of the economy. There are
gubstantial areas of the financial sector about which knowledge ig either
hazy or lacking. For example, trade eredit and "Sterling area” transac-
tions. To date, Jamsica is the only territory in the region which collects
information on "'Sterling srea" transactions. Any effort to develop an
accounting format for territories within the region should dlrect attention
to the collecting of data on these important gaps in our financial statis-

tics.

Residuals are to be expected in almost any nresentation of sta-
tistics, but the feilure to allocate items efficiently leads to frequent
occurrence of large residual items. This defect creates problems forx
interpratation, since the nature of the residual item 1is often unstated.
The implication for finsncizal accounting in this conmection, is that more

effective allocation of items cannot be accomplished, until more knowledge
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on the operation.of the financial sector is aequired.

A comprehensive set of financial statistics cannot be developed
overnight. Financial accounts should start from readily available,
accurate data. The expension of the acéounts should be dictated by the
avallebility and the relative reliability of further information. If
properly organised, the data incorporated inro the accounts can provide
further information on the activities of the sectorz for which no infor-
mation is available. One question that arises out of this exercise, is
what advlice should be given to the smalley territories of the repgion
which have not vet devised systems for the collection of general purpose
data, or data for specific purxposes. What kind of data are apt te be
most useful in facing the problems associated with planning with econo-
mic development. There is 7o clear-cut answer to these questions. There
should be special intersst in the finamcial sitructure of the ecoﬁomy,
datz on the money supply since the near-mouney substitutes which provide
additional liquidity are of much less importance than in the developed

economies, data on forsign exchange holdings and transactions.
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OPERATIGHAL PROBLEMS

Severe shortage of skilled personnel constitutes the major obstacle
to the development and implementation of efficlent procedures of financial
accounting throughout the region, Competition with the priwata sector
accentuates thisg problem, Within the E.C.C.A. member territories the
problem secems to be more acute than in the rest of the region. It is
obvious that one of the priorities to which attention should bhe directed

In attaching the operational problems in the field of financizl accounting,

1s the attracting and retention of individuals with the required skills.

Non-specialized production complicates the task of providing a
more detailed analysis of "loans and advances" by financial institutions.
For example, while it is suggested that within the region, bank loans and

"agriculture” could be further broken down into a nuwber of-

advances to
sub-headings, commercial banks may be unable to provide these details,
simply because the bulk of their loans were made to finance non-specialised
activities. Howevar, the idea behind the acquisition of more detailed
knowiedge on sources and uses of capital within the economy should not be

abandoned, since such details considerably enhance our knowledge of the

interaction between the financial sector and tha rest of the cconomy.

The collection of speclfic financial data on the operationg of
insu.ance companies with head offices located outside the regiom is
normally a long, drawn—out procesg. Much of the statistics published by
the companies ls so aggregative, that it provides little knowledge of

its operationa in any single territory. A break-~through in reducing the



15

problems inveolved in acqulring knowledge of the operaticns of thils type
of institutions is essential, because they are among the mafzr mobiligers

of long-term capital within the system.

Situations may arise in which some compromise may have to be
made on the publication of data. For example, if a single firm enijoyed
a monopoly in one type of activity within any territory, in oxder to
encourage co-operation with the authorities in the provision of statis-
tics on its operations, the authorities might do well to comsider the
decision to withhold f£rom publication statisties on the operation of

monopoly institutions.

While it is desirable that an attempt should be made to compile
statistics on trade credit, the administrative problems involved seem
to be very complex. Within the region major sources of trade credit
are cormercial banks, hire-purchass companles, and forsign exporters.
Much of thig credit is controlled by the commercial hanks, so that a
squeeze on the commerclal banks, will tend to reduce trade credit zlso.
The situation iz much unlile the devaloped esconomies, where the bulk
of trade credit takes place outside the éommercial bapks, An attempt
to compile trade credit statistics on the region seems to entail sub-
stantial administrative costs, hecause of the complex nature of its

distribution.
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CONCLUSICN

Much of the previous amalysis hag ﬁecessarily bean tentative
because of the unavailability of filnancial statistics on the E.C,C.A.
member territories., However, there seems to be no reasom to suggest
that the conclusioms arrived at would be substantially altered if a
widar and more recent coverage of financial gtatistics on Barbados,
the Leewards and Windwards, was available for analysis. Certain common
problems characterise financial accounting within the region, (1)
crucial categories of data are not coilected; (2) the excessive aggre-
gation of financial statistice; (3) failure to disclosz for independent
analysis much of the collected statistics; (4) lack of nmeaningfulness
of much of the collected data. These problems are the more acute in
the smaller territories. Throughout the region they constitute effec-

tive baryiers to efficient planning.

The view expressed by the9 Radcliffe Committee on the organi-
sation of atatigtics, is instructive for all engaged in the task within
the region. We shouléd hope that most or all of the additional statis-
ties that we suggest will be furnished voluntarily by the institutions
concerned. The exercise of compulsion tends not to be conducive to the
collaction of reliable statistics uniess the statistics can bHe szen as
necessary for some generally accepted administrative requirement. We

recognize however that it mey he necessary for the aputhoritiss to equip

Radcliffe Report. Para. (857).
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themselves with statutory powers to requira financial institutioms to
furnish statistics, if only tc reassurec those who are already disposed
to co-operate that thelr competitors will be under the sarme obligations

as themselves,

Finanecial accounting within tha reglon is devoid of any theore-

-

tical basis. Much emphasis should be placed on the selection of an
appropriate theory of financial accounting before the task of compiling
a comprehensive set of statistics begins. A theory 1s essential for the
nurposé of nroviding a proper framework around which the statistics can
be organised. The importance of puklishing as well as collectirng finan-
cial statistics should be stressed hecause it 1s mecassary that the basis
on which declgionsg are made by the authorities should, so far as is
consistent with public interest, be open to critical ezamination., The
quastion arises, as toc the best method of publication. Specifically,

can any improvement be galned by altewing the practice of the central-
banking territories which publish main series in a single Jdociument,

A QUARTERLY DIGEST OF FINANCIAL STATISTICS"? There are drawbacks to
such a course, since it might convey the impression that the only sta—
tistics relevant for purposes of financial analysis are those to he
found within the pages of the "digest"”. The regular issue in a single
publication of the categories of financial statistics which we have been
discussing at an earlier stage of the analysis is to be strongly recommended.
Meny of the more important statistics ares at present umcollected, or
scattered in a number of sources to which it is not easy to refer. It

is very likely that z single major publication would be useful to a large

number of readers interested in different aspects of the financial system.
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It will be of great value to the anthorities themsslves to possess a
common body of statistical information, which is something they do not

at present possesd,

t 1s obviously necegsary for the authorities to be able to
keep under review the total impact of fhe whole group of financizl in~
stitutions on the cconomy. As current trends in the literaturs indicate,
though banks are the single most important suppliers of credit within
the economy, there are within the system, other institutions which are
of critical importance iu the process of tramsforming the ecomomic
system. Knowledge of the capital structure of assets of finencial in-
stitutions, as far as possible at market values, and the current flow
of fundg from the entire financial sector to other sectors of the sco-

nomy is essential,

This requires the collection of statistics from the various
financial institutioﬁs in a form which would enable them to be combined
in terms of common categories of assets, for the same period and point
in time., It is towards the preparation of a consolidated statement for
the entire financisl that the authorities should work, This requires
considerable effort in improving the comparability and completeness.of
the stsatistics supplied by the different institutions, but justifies the
cost involved because of the vast gaps In our knowledge on tha operation

of he financial sector, which such 2 research effort can fill,
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APPENDITX

AMALYSIS OF BANK ADVANCES

Taghle S -

Bank of Jamaigco Bulletin¥® -
- flarch 1968, Vo2, VII
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(Based upan the Business of the Borrowsrt)
i

March 1587
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fiaceh 1958
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el

% of Total:
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% aPf Total
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% of Total.
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Government and other Public Bodizs
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