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MONEY AND BANKING SYSTEM IN LIBERIA
AND
THE CsSE FOR A CENTRAL BANK.

1. Sterling was legal tender in Liberia until after the
second World war; when U.S. dollars up to $20 notes replaced
sterling as legal tender. One of the commercial banks is re-
sponsible for importing and distributing the currency. In
1966 $1.5 million of Liberian coins in denominations up to $1
were sold by the Treasury to the banks, another $0.8 million
of Liberian coins were issued in 1968. The U.S. coins have
gradually gone out of circulation and bankers tody estimate
U.S. coins to make up for only 3-5 percent of coins in circu-
lations The issue of Liberian $1 coins hasg however not put U.S.
$1 notes out of circulation. '

seven comnercial banks operate in Liberia. One bank is
an independent Liberian bank; although 49% of the capital stock
is owned by an American holding company. One bank is a branch
of an American bank, the other five subsidiaries of foreign banks.
American banks or holding companies holds a mejor, if not com-
plete interest in five of the seven banks, the other two are
owned by Lebanese banks, The oldest of the existing banks was
established in 1935, the other six came into operation after
1955, Four of the commercial banks have all together 10 branches

outside Monrovia.
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There are considerable differences in the operational
structure and activities of the banks., In some cases the
combination of activities is unusual and would not be accept-
able in most countries with a more advenced banking system,

A fluctuating "Offshore" business is important activity of

some of the banks. TFinally one of the banks, beside being re—
sponsible for providing the other ' banks with cash, also handles
the Govermments® accounts and providesan overdraft facility

to the Governmeﬂt of up to $4 million,

The following table gives figures for some of the more
importent banking series over the last five years and should
in principle exolude "Offshore" activities not related to
bank operations in Libera.
| However; it must be borme in mind that aggregate figures
arc of limited value in characterising the structure of the
Liberian commercial banking system because of the diffgrences
between banks in important aspects of their operations,

From 1964 to 1968 the gross National Product within the
monetary Sector; excluding depreciation on foreign owned capi-
tal; appears to have increased with approximately $40 million -
$50 million., In the same period loans to the private sector
increased by less than $2 million, and privatc deposits probably

increaced by $4 million, )
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Table I SELECTED INDICATORS IN BANKING
1964 - 1968
_ (million dollars)
Item 31/12/64 [31/12/65{31/12/66 |31/12/67 |31/12/68

Cas}'loﬂ.no?cboevc.oal 3;1 303 5.0 (308) -

New series* _,.... T A 367 2,8
Loans to Private,,.. 20.8 18.2 178 20,1 22,6
Loans to Government 16,7 19.7 19.9 22,5 21.8
Capital and Reserves 5¢9 5¢9 443 5.8 549
Private Deposits 2444 2444 2646 (27.7) -

New series 26.1 2746
Government deposit.. | 3.2 60 54 13.2 11.0
Net foreign loans...| 11.5 86 10.2 (5.8) -

NeW SelﬂieS.uoo-ona 7'3 9.9

#Changes in the reporting system in 1967 makes comparability

with previous years difficult,

timates of comparable figures.

Figures in brackets are es-

During the same period Government's revenues rose by ap-

proximately $10 million or 25%.

Loans to Government minus

deposits decreasad by $3 million and Govermment overdraft facil-

ities remained constant at $4 million. Such a relationship bee

tween the growth of the economy, Govermment's activities and

banking activities must be fairly unigue to Liperia.

With some important modifications the Libkerian monetary

system functions as a 100% reserve system,

The most important

modification is that the banks can to some degree finance an
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overall deficit in the balance of payments by drawing on their
overdraft facilities with parent banks abroad.

This has also been done in the past; but when there is a
deficit, one year, a surplus is usually created the following
year @hrough credit contraction and transferred back to parent
banks. (See Table II).

If one consider the Liberian banks overdraft facilities
with parent banks as a sort of a foreign exchange reserve to
Liveria, the net effect over the last five years had been that
the Liberian banking system has supplied the foreign banking
system with $1 million as table II shows., It is tperefore a
somewhat special typed of foreign exchange reserve.

2. The money and banking system in Liberia has recently been

fhe object of two studies by consultants of the Harvard Advisory
Group. After survey of the money and banking system in Liberia,
Dr. G. Maynard submitted his report to the Department of Planning
and Economic Affairs in April 1967. The purpose of the study

was to sketch out the operation of the Liberian commercial banking
system and to identify the main problems and policy istues for a
more detailed investigation later in the year. The ultimate vb—
ject was to appraise and to suggest improvements in the function-—
ing of the monetary system,

The second study was made by Professor J.5.G. Wilson, who
submitted his report to the Department of Planning and Economic

Affeirs in September 1967. Professor Wilson's report falls into
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The following table gives the cash flows between the foreign banking sedtor, the Liberian Bankingsn: the Govermment and the

TOTAL
1964-68

before 1968 was a mixture of Government, private and foreign.

sector,
CASH FLOWS
Foreign Banking Liberian Banks Government Sector Private Sector Mixed, Goverment, Errors
Private & Foreign
Rec'd from Transfd Recd from Transfad Rec’'d from | Transfd Rec'd ] Transfd] Rec'd Transfd [Rec'd | Transfd
Liberian to Liberian | Ofher'Sects. | to Other Liberian to Liberiapg From | to Lib.| From Lib.| to Lib.
Banks. Banks, Sectors. Banks Banks Lib, Banks Banks. Banks,
Banks.
c.1 0.5 1.3 2.5 2.5 0.1
3.0 0.1 1.1 3.0 3.0 0.4
1.7 3.3 0.5 2.6 2.6 0.5
L. b 2.7 5.2 1.2 1.2 0.3
2.6 0.7 1.5 1.0 1.0 > -
1.0 0.5 3.1 0.9 0.9 0.3

The mixed sector was necessary to introduce in the table becaus. "Other Assets" and 'Other Lisbilities”

in banking statistics
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two main sections, The first section describe the banking struc-
ture and the types of busginecs undertaken by the commercial
banks, including the cpecial role played by Bank of Monrovia »S
banker to the Government, The second part relates to policy re-~
commendations with a view to the further development of banking

and fingnecial institutions in Liberia.

3. Dr. Maynard in his appraisal of the banking system in Li-
beria points out that the banks' overdraft facilities with their
parent orzanications enable them to incregse their local lending
over and above increases in deposits and that in fact the banks
have done so since 1961l. He goes on to say that™the ability of
larger banks to move funds and currency in and out of the country
according to needs means thet in effect the banking system auto-
matically finances deficits and surpluses in the Liberian balance
of payments. In other words; the fact that Liberia does not have
a national currency but uses the U.S., dollar, does not necessarily
imply that the domestic money supply adjusts rigidly and passively
to the balance of autonomous items in the balance of paymentse

The banks can maintain their local loans, degspite a loss of de=
posits occasioned by an autonomous balance of payments deficit,

by increasing their borrowing from parent organisations. The

real foreign exchange rcserve of their Liberian economy is not
therefore the amount of U.S. currency in banks'or in circulation,

but the willingness of the comuercial banks to accommodate,"
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In principle this is correct, but the period Dr., Maynard
was reviewing was a period when most of the banks were new and
establishing themselves, and the first part of this period was
a boom period. BSince 1964 the "willingness of the commercial
banks to accommodate® has for the period as a whole been nega-
tive, as shown in table II,

As far ap the question of 2 central bank is concerned,

Dr. Maynard concludes with the following statement:

Given the importance of foreign capital in Liberia economic
development (the inflow of which has uﬁdoubtedly Becn encouraged
by the st: bility of the currency and the monetary system, derived

from adherence to the U.S. dollar), and the fact that the room for

effective short run stabilisation policy is limited at the nresent
éggg by the very unbalanced nature of the economy, the balance
of the argument would now scem to be against the setting up of a
central bank with full powers of note issue.l This does not mean
to say that measures should not be taken, and institutions set
up, to provide some government influence over the monetary and
financizl system. The govermment clearly has interesting
(a) the stability and solvency of the financial system; and
(b) the amount and distribution of bank credit and medium
and long term capital, in the intcrest of Liberian
economic developmenta.”

In order for the Govermment to have some influence over the

monetary and financial system Dr, Maynard suggest however thats:
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"the establishment of a Moncy and:Credit Committec

(representing government, banking, financial and -

possibly — industrial interests) backed by a small

technical staff, The functions-he envisaged for it

included statistical collection, analysis of monetary

developments, guidance of bank lending operations,

advice on banking regulations, and the training of

personnel in banking expertise."

He also suggest that the committee might be responsible for:

Managing a reserve fund subscribed to by banks and to

other financial institutions, the purpose of which would

be to provide discount facilites for member institutions

providing loans for purpose approved by the comaittees

making fiduciary issues of notes (small denominations)

and coins, the proceeds of which would beincorporated in

the reserve fund or for any other approved use,
4q Professor Wilson on the other hand seems to favour the
establishment of a central bank but without power to issue notes,
He argued that there is no necessary connection between the is-
suing of a national currency and the setting up of a central bak,
He finds proof for this in the fact that national notes have been
issued prior to a central bank coming into existence in many in-
stances and states that there is no logical reason why the reverse
should not be true.

Alternatively he suggest the creation of the post of coumis—
sioner of banking which precsumably in substance is very much the
same as Dr. Maynard proposal. With a gradual development of a
central bank without authority to issue note Profeusor Wilson
believe that the money market will begin to develop and that the
central bank in this way "would be given the opportunity to grow
up with its own financial comaunity. On this basis understanding

and cooperation is likely to be closer, making it easier for the
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central baﬁk in the course of time to develop moral authority
which will enable it to exercise moral suassion,"

It is true that it has been possible to develop a well
functioning money and credit market system in many of the pre-
vious British colonies in Africa more based on cooperation be-—
tween the bank and the local administration than anything else,
but this was hardly based on the local bank managers sensitive
ity for the moral standard of the local authority dealing with
bank;ng and money matters whatever institutional forms it was
givens

The local administration could always through the Colonial
Department in London tell the managers of the local British Banks
to fall in line.
5e Underlying the objections against an independent monetary
system and a central bank with Tull qentral panking authority are
first of all the assumption that the Liberian Government would
be tempted to mis~use fiduciary isgues to cover budget deficits,
Profesuor Wilson goes even further and argue that there is a lack
of confidence in the Liberian Govermment's financial responsibility
that would have to be overcomed through prompt payment of foreign
debt obligations for several years to come before the issue of a
local currency would be met with required confidence, It is as—
sumed that a basic condition for the success of the "open door"
policy is the use of a freely convertable currency in which for-
eign investors have a. maximum of confidence, A Liberian currency

not being met with necessary confidence will force the Goveimment
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to introduce currency control to stop capital flight. This
would destroy the favourable investment climate, even if the
Government showed necessary discipline in the use of fiduciary
issues, Professor Wilson is also concerned with the lack of
"backing" of a Liberian currency and operate with what he cells
an economy® virtually without foreign exchange reserves, except
in a negative sense."”

Professor Wilson makes it an important issue that the only
way in which investors can be reasonably sure of being able to
move their capital freely out of the country is thé use of U.S.
dollar as local currency,

He consider this an important incentive for investors to re-
invest their profit., It is also a really unique situation, that
the U.S, dollar can move more freely out of Liberia than of U.S.A.

Another type of objection against creating a central bank
with full central banking responsibilities islthat the successful
creation of a centrsl bonk would mean increased demand for those
administrative and technical skills which are in such short sup—
ply that their shortage is one of the ma jor bottlenecks inhibiting
Liberian development, Creating the central bank to undertake oper-
ations today carried out by the Treasury and one of the commercial
banks would likely mean a decrease in the_efficiency of those oper-
ations in the formative years of the bank, ,
B The financial difficulties of the Liberian Government were

created in a period when Government revenues increased from $1

million to $40 million in less than 15 years., The fact that the



Liberian Go&ernment was unable to upgrade and expand the admine
istrative ond institutional setup quickly enough to meet this
entirely new situation should not surprise anyone, Since 1963
the Government has been able to reform its budgetary procedures,
improve its tax administration, expenditure control and debt
management to such a degree that it has been able to obscrve

in letter and gpirit all the obligations it undertook in 1963
in connection with the IMF standby agreement,

Since 1964 the Government has been able to increase revenues
from $40 million to $60 million in spite of an extremely unfa—
vourable development of prices of Liberia's main export commoditics,

Not only has Liberia been able to inérease revenues by 50%
during this period of unfavourable price developments but the
trade gurplus has increased from $15 million in 1964 to $60 mil-
lion in 1968, .

A posiible independent Liberian currency would be 100%,
backed by U.S,., dollars, With a trade surplus in 1968 of $60
million, despite depressed comaodity prices, Liberia can now
hope for substantially higher prices on rubber, its second most
important export commodity. New exports are now finally coming
into the pioturc; like fish and timber,

One might question how many central banks established during
the last 10 years were able to issue their currency with a better
"backing” in the initial stage and a better prospect for creating

currency reserves in the futurce.



The argument thet the use of the U.S5, dollar is egsential
to the investment climate is highly questionable. It might
have made it easier for the foreign conceisionnaire type of
investors to Cecide to go to Liberia in the early fifties but
not tpday. The large concession type foreign investment of
extractive nature goes anywhere where deposits are easily ac—
cessible, if they can get satisfactory agrecment with the
Government on taxation and have a reasonable guarantee of not
being nationalized in the near future, Statistics on private
investments in developing countries show no correlation at all
between stable local currency and level of foreign investments.
It is very likely that large scalc mining operation will start
up in Guinea in the nearest future, just to mention one example
of the lack of relationship between free convertibility, stable
currency and this type of private investmcpts. During the
construction period over—evaluation of local currency may be a
disadvantage for investors, but when in operation, earning is
done in other currencies. A wegk local currency would then
usually give the concessionnaires a strong bargaining position
with the local government.

The argument about the advantage of a strong and fully
convertible local currency is however more relevant if the policy
is to attract foreign investors for the purpose of establishing
procecsing industry for the local market, In that case it can
be a special advantage to use an over-=valued currency such as

the U.S, dollar, The same would also apply if the policy is to
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attract fofeign investors in wholesale and retail trade.
Serious objections can however be raised against making the
attraction of this type of foreign investor a priority aim

in the economic policy of Liberia., The incentives that have
been necessary to‘éttract investment in processing industry
for the local market represent in fact in many cases subsidies
of such a magnitude that there‘are good reasons to guestion
the rationality of this policy.

Private foreign invectment will not play any important
role if rural development and increased cash crop production,
both for local and export markets is to have priority. Such
a development will first of all depend on public support and
a credit market orgcnized in a way that it is more instrumental
to rural and agricultupal development than to investments in
the Buro-dollar market. l

One of the arguments of the Prophets of doom is that the
introduction of an independent Liberian monetary system would
lead to a heavy capital flight. This is however overlooking
the fact that therc is currently a capital flight to the max-
imum of what the banks are willing to finances Only if the
banks are willing to increase credit to the private sector
during the period of transition from one currency to another
would there be any substantial incrense in capital flighte
There is, however, one important reservation. Capital flight
could be financed without the assistance of the banking system

through a decrease in cash holdings. If the capital exporters



want to continue their business in Liberia there would however
be narrow limits for how much they can run down cash as long

as the banks do not increase local credit, Again the banks

can only increase their local credit to any substantial degree
if perent banks are willing to accommodate with overdraft
facilities., It would be in the interest of all the commercial
banks in Liberia to cooperate with the Govermnment during the
transition period to avoid that the bank finance increase capi=-
tal f£flight,.

It is of course true that shortage of skilled manpower is
one of the main bottlenecks in the upgrading of the civil service
administration, Far from making this problem worse the creation
of a central bank could be an important tool in improving the
financial adninistration of the Government., A central bank
could be created without having to follow t@e exigting patern
of the civil service. Most central banks have their own salary
scale and rightly so. The use of expatriate staff in executive
posts is more acceptable for a central bank than a regular
departments A central bank taking over the management of Govern—
ment accounts could recruit its semi~-skilled staff from the
comuercial bank handling these accounts today. A central bank
would naturally take over some of the activities for which the
Treasury is responsible todaye. The central bank would have
all pos:iibilities of handling this affairs in a more rational
way than the Treasury can; gince it would not have to work

under those rules and regulations of the civil service which
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today obviohsly are an obstacle to good administr tion, but
difficult to change in the nearest future.
Te The creation of a central bank with an independent
monetury system would first of all have the obvious benefit
that the U.S.'currency now in circulution could be invested,
znd with the prcsént interest rate on Buro-dollar narket
give 2 return which probably would cover the cost of creat—
ing o bonk and isuvuing notes. With the establishment of a
central b.nk the Government would be able to get away from
& situation where it is paying one of the highest, if not
hishest interest rate mny Government in the world poys for
a short term borrowing. (New York prime + 13%).

The Government hac a reputation for heinz a slow payer
becrusge revenucs and expenditures no more in Liberia than
in cny other countries in theworld are balanced from day to

.

deye With the cstablishment of a central benk as the Govern—
ment banker, the Govermment could get out of the imposusible
situation it is todry when it only can pay bills when it
hao receive revewnue: in spite of b lanced budget, In the
precent situntion the businers cowiunity nturally chorges the
Goverruont higher prices_than the private scetor, wuile it
ousht to be the op osite,

The ewtablishment of a central benk with the power to

conduct all usual centrcl bonking activities is the only
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way in which Liberia can get in control with the operation
of a banking system and start building up a more comprehen-
sive credit market. Professor Wilson's and Dr. Maynard's
suggestions would not have much of a chance to work in an
iﬁdependent country where all the commercéial banks are owned
by big foreign banks., Without giving the central bank all
the usual functions there would be little the bank could

do to develop a monetary policy more suitable to Liberian
condition than the existing monetary system.

Without full sovereignty over its own monetary system,
Liberia will be uhable to defend itself against changes in
the exchange rate o7 the currency of other countries which
might have a direct impact on Liberian economy. With the
present structure of Liberia's exports the recent devaluation
of the CFA franc was not very important for Liberian economy.
Should, however, Liberia succeed in developing agricultural
products for export to European market a similar situation
could be very harmful if Liberia was without any sovereignty
over its own currency. It would be stressed in this connect-
ion that the freedom to change the par value of the country's
currency is not inconsistent with the Open Door Policy nor
would it endanger the investment climate for those foreign
investors Liberia so far has succeeded in aftracting.

A large part of the foreign aid is given on the condition

that the local cost should be covered by the receiving country.
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There is a lot to be said in favour of a technique were,

were foreign aid is given in kind and the receiving country

met the local cost through fidAuciary issues. In the case

of Liberia the local cost has in fact to be met with foreign

currency. This limits the effect of this type of aid, and

restrict Liberia's ability to accept this type of aid.
Finally; without an independent currency ILiberia has

no possibility to improve its position with the International

Monetary F'und above the gold tranche by making its currency

available for purchase by third members during years of

surplus. In recent years there has been a trend towards

the use of currencies of developing nations in IMF

operations., g a major world supplier of such basic

comuodities as rubber and iron ore a Liberian currency

should be very suitable for Fund Opecrations. Even if no

0il should be found prospects are that Iiberia in a not

too distant future may find itself in a position where

creating a "super tranche® would be possible if an indepen—

dent currency existed.



