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NON-BANKING FINANCIAL INTERMEDIARIES IN JAMALCA WlTH SPECIAL -

IEMPHAS1S ON MERCHANT BANKS - ''HEIR ROLE AND BEHAVIOUR IN
RECENT TLiMLES

5 PAPER DPRRESENTED 40 THE CONFERENCE ON FTNANCING ECONOMLC
DEVELOPMENT IN THE CARIBBLEAN BY HENRY A. FULLERTON,
EXECUTIVE CHATRMAN OF CALDON FINANCE MERCHANT BANK

ECONOMlC TRFENDS ARE OVTER “thLLRLU BY ECONOMTIC CRISES. I
C1''ll THE PODLUNLLL 5YORY OF THE INDOMITABLE WALTER WRISTON,
WHO :n 2HE BARLY 1960s AS VICE PRESIDENT OF NEW YORK'S
CLrABANK, NOW ONF O THE LARGRSY BANKS IN THE WORLD, TOOK
TH1I BULL BY THFE HORNS .WHLEN U.S. BANKS BEGAﬁ TO LOSE DEPOSITS

PROM THEIR TRADLTTONAL SOURCES,

FOR THE F1RSY DECADLE OR S0 AFU'ER THE SLECOND WORLD WAR,
CORPORANITON TYPLCALLY KEPT LARGE CHEQUING ACCOUNTS WIYH
BANKS, BUT FEDEKAL RESERVI BOARD REGULATLONS PROHIBITED
BANKS FROM PAYING 1NYFRESYT ON CHEQUING ACCOUNTS AND PLACE
TQEM IN OTHER KINDS OF FINANCLAL INSTRUMENTS WHERE THEY

CcOULD EARN INTERESY, SUCH A% TREASURY SECURLTIES.

THIS-EORCED BANKS T0 COME UP WLYH LEW WAYS 10 HTTRACT
CORPORATE SI\VL’LNGEI-E AND TIERERY S7T0P THE DRAIN OFF FUNDS. IN
1961, WRLSTON FQUND THE SOLUTITON.  UE INVENTLED THE NEGOTIABLE
CERTLFICATH OL‘:‘ DEPOSLT -(CD).' 10 1'AP CORPORATE SAVINGS, BANKS

SpBLL CDs IN DENOMINATIONS OF $100,000.00 OR MORE FOR 30 TOC
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180 DAYS AT COMPETITLVE INTERESY RATES. WRISTON'S
INVENTION ALLOWED BANKS TO BibD COMPETIVIVELY FOR CORPORATE
FUNDS. LUEY QUICKLY BECAME DEPLENDENT @§ FUNDS RAISEﬁ
THROUGH THE SALL OF Chs. BEIFORE FEDEkAL REGULATIONS HAD

L CHANCE 'O DLBATE 1iik PROS AND COUNS, THE REGULATORS
LCCEPTED THF CD MARKEL AS A 'FALT ACCOMPLI'. TODAY CDs

ARL A PART OF OUR FLNANCIAL SYSYWEM.

SIMILLRLY, THY BIRTH AND GROWTH OF NON-BANKlNG‘FlNANCIAL
| INTERMEDIARlES.IN JAMATCA HAS IN FACY BEEN A RESPONSE TO
MARKET DEMANDS. THE INCREASED LEVEL UF ECONOMIC ACTIVITY,
~ LNVES''MENT AND GROWfH QVER THLE LASY FIVLE YEARS HAS LED TO
AN INCﬁEASED DEMAND FOR LOAN FUNDS, ‘YRUST COMPANIES, CREDIT
UN1ONWS FINANCE COMPANTES AND MERCHANT BANKS HAVL
COLLECTIVELY RUCORDIED SIGNIPICHANY GROWTH-DURlﬁG TH1S5 PER1OD.
MERCHANT BANKS TN JsMAICA FOR INSTANCE, GREW BY A |
SUBSTANTIAL 65 PLERCENT 10 REACU §1956.7 MILLION IN TOTAL
ASSETS LIABLLITTLS AT THE END OF DECEMBER 1Y88. AT YHE

END OF JUNE 1989 THE FLGURE STOOD AT $3.5 BILLION,

WHAT TS THETR ROLE IN T1UE PRESENT MARKET LCONOMY?

L NTERMEDTARTLS NOT ONLY INCREASED 7THE EFFTCIENCY OF THE
FINANCIAL SECTOR, RUT 'J.’HEY ALSO REDUCE THE RISK INVOLVED I-N
FINANCIAL TRANSACTIONS BY BRETNG MORE WLLLING TO TAKE RISKS.
THE HISTORY OF MEKCHANT BANKS HAS BERN PRECTSELY THIS -

QUICK FINANCIAL SERVICES UPON WHICH TRADLE AND COMMERCE CAN
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RELY. JAMAICA'S CURRENT CREDIT SQUEEZE AND HIGIH LNTEREST
RATES COULD CAUSE THE LCONOMY 10 CONTRACT AS FLOW O FUNDS

TQ THE PRODUCTIVE BLCYOR IS CURTAILED, JF EVEN. TEMPORARILY.
THTS LCONOMIC SCENARIOC HOWEVER,‘DPENS DOB?S FOR NON-BANKING
FINANCIAL INTERMEDIARTES WHO ARE STILL ABLE'TO LEND TO
DEVELOPMENT PROJRCTS. THIS Is IMPORTANT BLECAUSE THB

ECONOM1IC RFALLI'TY IS TUHAYT WE ST1LL NEXD TO ENCOURAGE INVESTMENT,
PRODUCTLON AND LEXPORTS., MERCHANT BANKS 1IN PARTICULAR CAN
PLAY A KEY ROLE TN MAINTAINING A CLIMATE FOR DEVELOPMENT,

BUT THTS DEPENDS ON HOW LONG ''HE CREDIT SQUEEYE LASTS BECAUSE
MERCHANT BANKS ALSO PEEL THE VRESSURE IN ANY STRINGENT

FINANCIAL SITUATION,

JAMAICA'S ENTRY INTO THE MERCHANT BANKING LRA BEGAN IN THE
1960's AT A WIME WHEN THE NEED FOR CAPITAL TFORMATION AND
SPECIALIZED FINANCIAJ, LNSTITUTLONS WAS BECOMING MORE EV1DENT.
PENTATIVE AT FTRST, BUT ENCOURAGED BY ECONOMiC DEVELOPMEN®S

IN THE TATE 1970's AND EARLY 1880's, THL COMMUNITY OF MERCHANT
BANKS ANNOUNCED ITSLLI WITH SUBSTANTIAL GROWTH 1N BUSINESS....

AND 1N MEMBLERS.

Ur TO THE LND OF SEPTEMBER71989, THERL WERF 27 NEAR BANKS
TN OPERATION IN JAMAICA, 16 OF THESF BEING MERCHANT BANKS,
COMPARED 10 ABOUT HNALF THL NUMBFR A YERR OR 50 BEFORE.-

OTHERS ARE REPORTEDLY 1IN THE PIPBLLINFE, NOT 'O MENTION THE

TREND TOWARDS THE COMVLERSION OF TRUST COMPANIES TO MERCUANT
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BANKS, A SURE SIGN, TF ANY, ''HAT THE SECYTOR IS PERCEIVLD

'O BE ONE OF SUBSTANTLAL OPPORTUNITY AND POTENTLAL.

e -

THE MERCHANT BANK IS OFTEN REFERRED TO AS-A "NEAR BANK",
DISYWINGUISHING 1'' FROM A COMMERCIAL BANK, THE ESSLNTLAL
DTFFERENCE BETWEEN THE TWO 1S EASILY EXPLAINED BY THE PFACT
THAT A MERCHANT BANK CANNOT OPERATE SAVINGS AND CHEQUING

ACCOUNTS WHLLE COMMERCINI BANKS CAN AND DO.

HOWEVER, MERCHANT BANKS CAN AND DO ACCEPT DFPOSITS AND
GRANT LOANS. THEY WILL ALsO CONDUCT-NEGOTLATIONS, ARRANGE
- MERGERS AND ACQUISITIONS AND FACILITATE BUY-OUTS AND
EXPANSION OF COMMERCTAL ENVERPRISES BY ACQUIRING SHARLS
SOME'TLMES TEMPORARLLY AS PART Ol THEIR SERVICES TO THE

BUSITNESS COMMUNITY.

MERCHANT BANKS OPERATF WITHIN THE FRAMEWORK OF THE "PROTLCTLON

OF DEPOSLLORS ACT" WHICH PROVIDES, LMONGST OTHER THiINGS, FOR

THI, APPOINTMENT OF AN 1NSPECTOR WHOSE DUTTES INCLUDE:

1. MAlNTalNLNG A GENERAL REVIFEW O 1118 BUSINESS
oFr ACCEPTlﬂG DEPOSITS-IN ORDER TQ ENSURL
~ PROTECTION OF DEPOSLTORS AND COMPLLANCE WITI
THE KCT. IN THLS RESPECT, TUE INSPRECTOR MUST
HAVE ACCESS TO SUCH BUOKS, RECORDS, VOUCHERS,
DOQCUMBNTS, CASH AND SHCURITLES OR ANY LICHENSEER

OR ANY OF HiI5 SUBSIDIARLES.

s
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2. EXAMINING, AT LLAST ONCE A YEAR, THE AFFAIRS
OF TUE BUSINRSS 0 FNSURE THE DEPOSITORS ACT
IS NOT BEING BREACHED AND REPORT TO THL
MINTSTER OF FINANCE. 1IN wnléﬁcnsm, THE TNSPECTOR
MAY CALI. UPON ANY LICHUNSEE OR SUBSIDIARY FOR
{NFORMAY1ON OR EXPLANATION HE MAY REASONABLY

REQUIRE.

MERCHANT BANKS ARE RUQULRED BY LAW TO SUBMLT RETURNS TO THE
BANK OF JAMALCA EVERY MONTH. 1§ RECENT MONUHS THE CENTRAL

BANK HAS STARTED TO PUBLISH QUARTERLY STATISTLCS OF ASSETS

AND LIABILITTES FOR THE MERCHANY BANKS, AS IS DONE FOR

COMMERCIAL BANKSH.

SPEID AND INTIMACY

LT IS TRUE TO SAY THAYW LN JAMAICA, MERCIANT BANKS HAVE TENDLD
70 FUNCTLON SOMEWHAY LN THE CLASSIC MOLD OF THE TRADLTIONAL
COMMERCIAL BANK, MINUS THE SAViNGS AND CURRENT ACCQUNTS. |
BUY TO THL PERCEP1'IVYL, ‘'I'HERFE BRE LMPORTANYT DIFFERLNCES 1N

4TYLEE A4S WELL AS SUBSTANCL.

MEURCHANT BANKS TEND T0 MOVE MORE QULCKLY ON LOAN REQUESLS
AND WORK MORE CLOSFLY WITH CLAFNTS, MANY TRANSACTIONS ARE
CONDUCTED OVER THE TELEPHONE, WITH Tl PARTIES NEEDING TO
MEET ONLY FOR THF SIGNING OF WHE SRCURITY DOCUMENTS. IN
THIS RESPECT, THEY AKE NOT CONSTRAINED AS THE COMMERCIAL

BANKS ARE, 70 Bl LOCATED 1N A MANNER 10 FACILITATE FASY
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ACCESS BY ''HE PUBLIC,

SPELD OF MOVEMENT IN PROCESS1NG CLlENT'SkREQUESTS 18
FACILITATLD BY THE FACY THAT THE MERCHANT BANK HANDLES A
MUCH SMALLER VOLUME OF BUSINESS THAN THE COMMERC1AL BANK,
AS TS FAIRLY OBVIOQUS., BUT WHAT THE MERCHANT BANK LACKS IN
MONEY AND BRANCH NLTWORK, I MARES UP 1N QUALlTY OF CLTENT

SERVICE.

MENY ARE PREPARED 10 WORK WITH THE ADMINISTRATORS OF THE
BUSINLSS THROUGH THL DIFFiICULT INAUGURAL PERLOD AND WHEN THERE
18 A SLOWDOWN lN.BUSiNESS. SOME AREVWILLLNG 10 TAKE EQUITY
PARTICIéATION IN THF BUSLNESS UNTIL 1L IS UP AND RUNNING OR
RESTORED 70 VIABLLITY, VFOR THLESE RLUASONS, MERCHANT BANKILNG
11AS FOUND FAVOUR WITU MANY BUSINLSS PEOPLE ﬁHO APéRECIATE

pHE SPLLED AND LNFORMALLTY WHlCH'CHARACTERiSE D1SCUSSIONS

BND NEGOTIATIONS.

THE BROCHURE OF ONI FAST-GROWING MERCHANT BANK PUTS IT IN

CAPSULE:

YSHOULD A BUSINLSS PLERSON HAVE UNUSUAL FINANCIAL
BROBLLMS , W HAVE WUL HXPERTLSE 10 ADODPT A
CREATIVE APPROACH TO FINANCING, Wl aARE ALSO
PREPARED %0 LEND FUNDING SUPPORT TO JOINT VENTURLES,
OR DEVELOPMENY PROJLCTS, AND WE ARE EQUIDPPED TO

ASSIST THE BUSTNESS VENTURE BY PROVIDING MANAGEMENT
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SBRVICES. WFE WILI. PREPARE THE COMPANY'S
FEASIBLLITY STUDIES AND, IDEALLY, MAINTAIN A
CLOSE WORKTNG RELATIONSHTP WitH THE CLLENT

THROUGHOUT THE LIFL OV 'THE LOAN."

IT IS WORTHY OF NOTE THAT Tl COST OF MONEY IS NOT NECESSARILY
ANY LESS THAN TT I8 Wil A COMMERC1A), BANK, AND MERCHANT BANKS
OFVFER NO LESS STRINGLENY REQUIREMENYS FOR GRANTING LOANS.

THyS 18 SO BECAUSE THE‘INTEGRLTY QF THE DEPOSITOR'S MONEY
MUST BE PROTECTED Al ALL TITMES, AND THE FACT THAT FISCAL AND
MONETARY POTJCLES -PURSUED BY ''HE GOVERNMENT IMPACT GENERALLY
TN THE SAME WAY ON BOTH OF 11EM. 7L EDGE LIES 1N CLOSER
KNOWLEDGE OF THE CLTEN1'S BUSINESS AND THE INTIMATE TERMS OF

PHETR RLELATIONSHID.

WHA'Y ARE THIX LMPLICATTONS OF THIS I'OR THFE JAMALCAN ECONOMY
AND 'WHE REGIONAL ECONOMY? CAN MERCHANT BANKS SPEARHERD A
NEW DIRECTICON IN MINANCING FOR GROWTH AND EXPANSION? ARE
GOVERNMENT'S TO LOOK W0 '"'HIS SECTOR FOR A NEW SUPPURTIVE
ROLE? CLEARLY "HEY CANNOT GRAFPLE WITH THE HYDRO-HFADUD
ECONOMY ALONE N LLCHT OF ik FACT THAYL AS ONE PROBLEM IS

TACKLED, TWO MORLE EMFRGL.

MERCHANT BANKS CAN- PALY & BIGGER ROLF IN THE ECONOMY BY

AIDING 1IN DEVELOPMENT AND LN ECONOMIC RESTRUCWLURING PROGRAMME.
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PHEIR ABLILITY TO MERT CAPITAlL NEEDS FOR GROWIH AND

EXPANSION Wi1LlL HELP TUB RBGLON TO REGAIN THEIR INDUSTRIAL

P

STRENGTI, ''HE ONLY PaTI 'O 'WAKE LF WF}ARE GOING TO CRAWL
QU OF OUR FRCONOMIC MORASS. THIS MUST BE THE REAL MISSION
OF MERCHAN'! BANKS FOR 'l 1990's - A VEHICLE CREATING
YNCENTIVFES FOR GROWTH 50 THAT COMPANIES CAN BECOML TIIE

FOUNDATION [FOR BCONOMIC STABILITY,

WHEN WE LOOK AT THE FUTURE OF OUR REGIONAL ECONOMICS, THIS
MUST BE QUR COMMON GOAL TO KEEP QUR DEBTE DOWN AND OUR
ECONOMICS UP AND RUNNLING.  ''HLS WE CAN ACHIFVE WITH INNOVATIVE

BANKING, 1MPORTANYT TAKL-OVERS, CRLEATIVE SERVICES AND OPTLONS.

CaP1TAL 1S THE LLIFE BLOOD OF A FREE MARKET ECONOMIC SYSTEM .
AND COMPANIES NFFD CAPITAL TO SURVIVF, THE KTND OF LIQUIDITY
THAT MERCHANY BANKS CAN PROVIDE THUEREFORL CONTRIBUTE 10 'PHE
HEALTH OF OUR DBANKING SYSTFM. REGIONALLY, AN ECONOM1C
ANALYSIS MIGLUT RLVEAL 'HAT MERCHANT BANKS CAN IMPACT MORE
SIGNIFICANTLY QN THE FINANCIAL SYSTEM BY CRLEATING A NEW

POWER BASE TC SUPPORT OUR CARIBBEAN ECONOMIFS.

1 THEREFORE SEE MERCHAND BANKS COMLNG TOGLETHER IN A COMMON
DESIRE TO SOLVE OUR HCONOMLIC PROBLEMS. 'I'll} KIND OF NOVEL

BANKING THAT TAKES PLACE TN THEIR PORYLYOLIC CAN HELP INVESTMENT

o T S Tt kg ATy
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GROW "‘L{ROUGH TAKE-OVERS, MERGERS AND THE FUNDING OF

PROJECTS WHAT WILl CONPRIBUPE MEANINGFULLY 10 TUE ECONOMY,

THE PFACT THAT IN JAMALCA MANY COMMERCIAL BANKS ARE
DIVERSIFYING TO LNCLUDYE MERCHANT BANKS IN THEIR GROUP OF
COMPANIES SUGGESTS THE VIABLLLYTY OF THLS FINANC1AL SECTOR

AND NEW PROFIT CENIRM. MERCHANT BANKS Al.SO FlNANCE MORTGAGES,
LEASTNG AND OFFER APIRACYTLVE FIXED DEPOS1TS, WHICH MAKL THEM

VIRTUALLY A ONE-STOP FINANC1AL CENTRE.

AS A REGION, 1118 IS ONE APPROACH TO ADDRESSING TUI NFEDS OF
OUR VARTOUS ECONOMTES. 91l ATTRACVIVENESS OF MERCHANT BAMKS
DO THX BUSINESS COMMUNITY Y&, it MY VILW, ONE OF THE

STRONGEST ARGUMENTS 1N FAVOUR OF THE NEED FOR h VIBRANT
ASSOCLATION OF MERCHANT BANKERS TO_F#ClLlTATE A GROUP hPPROACH
AND PISCOURAGE FRAGMENTATTON 1N SU VITAL AN AREA OF BUSLNESS.
AT PRESENT, WHERE TS AN ASSOCIATION WHLICH LUMPS TOGETHER ALL
THE INSTITUTIONS REGISTFRED UNDER THE BPROTECTTON O DEPOSITORS

hCT.

BUT WHILE THIS ASSUCLATION SERVLS A PURPOSE, AT BrsT IT
COULD NOT PROPERLY REPRESENT ENTIRFELY THE INTEREST OF THE
MERCHANT BANKiNG COMMUNLLY WROSLE ACTIVITIES ARE UNIQUELY
DLFFERENT FROM THOSE 01 'TRUST COMPANTES WHICH ARF ALSO

REGISTERED UNDER THE -ACY,
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A MERCHANT BANKFRS ASSOCIATION IS DEFINITLELY ON THE
HORIZON, AS WL DRAW CI.OSER 'I'0O THE LND OF THF THIRD DFCADL

OF MERCHAN'!' BANKING 1N JAMAICA. PERHAPS WE CAN NOW YTAKE

»

IT FROM THERL AND FAVOUR A CARIBBIAN ASSOCIATION OF MERCHANT
BANKERS. THE NEFD TO HAVE A RLGIONAL BODY TO IMOCUS ON

s ECONOMIC MATTERS THAT WILL FOSTFR DBVELOPMENT AND ALLOW FOR

Mo

FLEXTB1LLTY N OFFERTNG BANKING SLERVICES, LS FVEN MORE -
fMPORTANT NOW AS W& FACE A UNIYTED FUROPE AND LATIN AMERICA.
TN CONSIDERING THF FUTURL, I WOULD URGLE US TO REMEMBER THAT
OPPORTUNTTY, WHICH MERCHANY BANKS OFFER THE BUSINESS SECTOR
LS NOT OIFTEN VISIBLE IN PLANNED CIRCUMSTANCES, BUT AS IN THE
LABORATORY OF HISTO%Y, MUST BE CREATED AND SEIZED. LADIES
AND GENTLEMEN, WF ARE NOT PLANNING FOR L'ODAY, BUY FOR

CONTINULTY.
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