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OPFRATIONAL RESUITS OF COMMERCTAL BANKS IN JAMATCA 1991 - 1993%

This paper analyses the operational results of camercial
banks in Jamaica over the 1991 - 1993 pericd. Attention is fooussed on
the costs of mobilizing funds within the banking system and on charges in
the banks’ interest rate spreads. The costs of mobilizing funds are an
important part of overall intermediation costs in banking. Such costs,
if excessive, irvolve a loss of scarce resources to real sector

activity. ¢hanges in these costs are therefore an important policy issue.

There are several factors which can accaunt for high
intermediation costs in banking., These include the degree of
concentration in the sector and the extent to which the lack of a
campetitive market structure influences its cperational results.
Intermediation costs may also be high because of an inflationary
enviromment or because of the prevailing stance of monetary or fiscal

policy.

* This is a revised version of a paper vwhich was originally prepared for
internal discussion in Bank of Jamaica.



Since 1985, the operatiors of cammercial banks in Jamaica
have grown at a considerate rate, This is partly due to a Financial
Sector Reform Programme which was initiated in that year with support
from the World Bank. Since then, the assets of the banking system have
increased from J$6.6 billicn at December 1985 to J$62.3 billion at
December 1993. As a consequence, the camercial banks’ share of total
assets in the financial system (excluding the Central Bark), has risen
from 60.0 percent in 1986 to 66.4 percent by 1993. Eleven commercial
banks now cperate in Jamaica, but campetition within the sector is
daminated by three large banks. They presently accomt for abocut 67.0
percent of the total assets of the sector.

Since 1991, banking system activity has been significantly
influenced by certain measures that were taken to derequlate the money
and foreign exchange markets. The most important changes were related to
the removal of the Exchange Control regulations and the establishment of
an inter-bank foreign exchange market. These changes have resulted in
increased coordination between monetary and foreign exchange policies,
the main focus of the latter being the pegging of the Jamaican to the
U.S. dollar amd efforts to stabilize the movement of the exchange rate
between the two currencies. These new developments have increased the
scope for the banks to make profits through an expanded range of both
money market ard foreign exchange transactions,

A sharp acceleration in the rate of inflation was
experienced in the 1991 - 1993 period. After the introduction of the new



inter-bank foreign exchange market in the latter part of 1990, a
substantial depreciation of the currency occurred in 1991. This led to a
81.1 percent increase in the rate of consumer price inflation in that
year - the highest in Jamaica’s history. In 1992, there was a reduction
of the inflation rate to 42.0 percent, #nd this wvas followed by a further
decline to 30.1 percent in 1993.

The analysis of the banks’ operational results is based on data
derived from the banks’ quarterly statements of earnings and expenditire,
which are submitted to the Bank Inspection Department of Bank of Jamaica
(BQJ). These reports provide information on actual bank costs and
experditure (see Appendix 1). These are are then related to other data
derived fram the banks’ balance sheets to give estimates of average costs
ard income as well as other indicators of performance in the banking
sector. The quarterly reports are unaudited, but there is often a high
degree of consistency between these statements and the final audited
reports which the banks submit to BOJ.



OVERVIEN OF CUMMERCTAL BANK OPERATTHG RESULTS

Bark profits ruse strorgly in the sector during the
period. The banks’ pre-tax profits rose from $836.9 million in 1991 to
$1407.0 million in 1992 and to $1954.1 million in 1993 (Table 1). The
surge in profits benefited mainly the large banks, as their share of the
total amount rose from 60.6 percent in 1991 to 79.4 percent in 1992 and

75.5 percent in 1993.
TARLE 1 — BANKING SECICR EARNINGS AND OPERATING RESULTS, 1591-1993

$ million Share % Gharge 3
1951 1992 1993 1991 1992 1993 91/92 92/93

1. Total Income 2530.9 4339.5 6436.9 100.0 100.0 100.0 71.5 48.3
(i) Net Int. Income 715.3 515.4 1385.2 28.0 12.0 21.5 -28.0 168.8
{ii) Other Incame 1815.6 3824.1 50%51.7 72.0 88.0 78.5 110.6 32.1

2. Total Expenses 1563.0 2674.0 4165.9 100.0 100.0 100.0 71.1 55.9
(i) Staff Expenses 657.6 1057.2 1822.9 42.0 41.0 43.7 66.8 66.1
(ii) Other Expenses  905.4 1576.8 2347.0 58.0 59.0 56.3 74.1 48.8

3. Net Margin (1-2) 967.9 1665.5 2267.0 72.1  36.1

4, Depreciation ard

Other Provisions 131.0 258.5 312.9 97.3 21.0

5. Pre-Tax Profits (3-4) 836.9 1407.0 1954.1 68.0 38.9

The main source of the sector’s strong profits position was the
growth of its non-interest income. This stood at $1851.6 million in 1991,
rising by 110.6 percent to $3824.1 million in 1992 and by a further 32.1



percent to $5051.7 million in 1993. Thesse results can be linked to certain
policy measures that were introduced at that time to support the exchange
rate. In 1991, a massive 61.2 percent depreciation of the cuwrrency and a
further 24.7 percent decline in value during the first four months of 1992
led to the introduction of a tight monetary policy regime that was intended
to stabilize the movement of the excharnge rate. As a consequernce, the
liquid assets ratio of the banks was increased fram 20.0 percent in April
1991 to 50.0 percent by July 1992. The cash reserve ratio of the banks was
also increased from 19.0 percent in November 1891 to 25.0 percent by July
1992. The increase in the 1liquid assets ratio gave rise to a large
expansion in the banks’ holdings of short-term goverrment instruments as
wall as BOJ certificates of deposits, the latter arising from open market
operations carried out by the Central Bank to support the new monetary
policy stance. The banks’ non-interest inccme was therefore boosted by
large receipts from imvestments in these short-term securities. Incame
fram this source rose by 323.8 percent in 1992 and by a further 56.1
percent in 1993. The banks also generated large incame flows from fees,
fram currency trading in the nearly liberalized foreign exchange market as
well as fram transactions in the camercial paper market.

The banks’ net interest income, traditionally the major source of
bank earnings in same ocountries, accamted for a relatively small amd
declining proportian of total incame in each year. This has been the
pattern in Jamaica for several years., It is a reflection of the monetary
and fiscal policy framework in which th2: banks operate, During the pericod,
net interest income in the sector fell from $715.3 million in 1991 to
$515.4 million in 1991, but there was a sharp increase to $1385.2



million in 1993. In 1992, the increase in interest rates constrained loan
demand while inducing a build up of deposit balances. Thus, although the
interest rate spread widened, net interest incame fell. In 1993, net
interest income rose by 168.8 percent over the preceding year. 'This was
due mainly to an increase in loan demandi, following the decline in interest
rates from the year before. The hulk of net interest incame in the sector
accrued to the large banks. They benefited fram a lower cost of funds than
the smaller banks due to the mobilization of a large volume of low—cost
savings deposit balances through their wide branch network.

The banks’ operating expenses grew strongly in the period from
$1563.0 million in 1991 to $2674.0 million in 1992 and $4169.9 million in
1993.- The increases were due mainly to high staff expenses which were the
single largest category of bank expenditure, averaging about 42.2 percent
of total costs over the three year period. After the steep increase in
inflation in 1991, there were substantial wage settlements in both 1992 and
1993, which caused staff expenditure to rise by 66.8 percent in 1992 and
66.2 percent in 1993, campared with an increase of 38.3 percent in 1991
over the preceding year. All other categories of operating costs - rents,
advertising, fees etc. and borrowing costs - rose repidly over the period,
but particularly in 1992, partly as a lagged response to the high inflation
rate of the year befare.

Operatirng expenses are shown below as ratios of the outstanding stock
of assets during the period:



CPERATTHG EXPENSES AS PERCENTAGE OF AVERMGE ASSETS

1991 1992 1893
All Banks 7.4 7.3 7.9
large Banks 7.4 6.8 7.4
Other Banks 7.6 8.3 9.0

These ratios, which are high by intermatiomal standards, changed
only marginally between 1991 and 1992, although the inflation rate was
falling from 81.1 percent in 1991 to 30.1 percent in 1993. If an
increase/decline in these ratics can be taken as rough indicators of
changes in operating efficiency, it is evident that there was little or no
improvement during the periocd. At the same time, the ratios for the large
banks were consistently below those for the other banks, suggesting a
relatively more efficient level of operations within the former graup
campared with the latter group. It is also evident that the decline in the
inflation rate had no real impact cn changes in the ratics over the period.

Provisions for loan losses remained relatively small, anmd
therefore had little impact on bank profits. They amounted to $74.1
million in 1991, $131.3 million in 1992 and $161.6 million in 1993. 'These
were marginal amounts given average ocutstanding loan portfolios of $ 9710.2
million in 1991, $11733.0 million in 1992 and $18535.4 million in 1993.
Such low provisions suggest that the banks were probably not pressed to
incur high credit risks, given their large sources of relatively seame



The banks’ pre-tax profits - the other main camponent of bank
intermediation costs - are expressed in Table 2 below as ratios of the
outstanding stock of assets:-

TAHE 2 — RATIOS OF PRE-TAX PROFITS TO ASSETS 1991 - 1993

19931 1992 1993
large Banks 3.4 4.4 4.1
Other Banks 5.2 2.5 2.8
All Barks 4.0 3.8 3.7

It was not possible to dbtain camparable data for other comtries
in the Caribbean fegion, and no attempt was made to campare the data with
those for the major industrial countries, where a high level of canpetition
is expected to result in low rates of return. The ratics for the banking
system in Jamaica compare favourably with those for a large number of other
countries, developed as well as developing. Pre-tax ratios in these
countries generally varied between 0.7 percent and 2.4 percent campared
with a variation of between 3.7 percent and 4.0 percent in Jamaica over the
1991 - 1993 period. With regards to the large banks, these were among the
highest ratios to be found anywhere.

‘The Other Banks recorded a high pre-tax ratio of 5.2 percent in
1991. This abnormally high rate can b: linked to large profits which were
made in foreign exchange trading in 1991 during the transitional phase when
the foreign exchange market was being reorganized.



QOST OF FUNDS AND INTEREST RATE SPREADS

Estimates of interest rate spreads are calculated from income amd
experditure flows contained in the qarterly statements provided by the
barks to Bark of Jamaica. Actual interest cost on deposits incurred by the
barks is related to the outstanding stock of deposit balances (i.e. the
average of the monthly ocutstanding stock of deposits over the twelve-month
period) to give an average deposit rate or an average cost of funds for
each year. Inadditim,_theba:ﬂcsalsoincuracostarisingfranﬂme
imposition of the cash reserve requirement, which is an important
insthument in the formulation of monetary policy by BQJ. These costs have
to be incorporated in the banks’ lending rates and charged to
borrowersl. The average lending rate is derived as the ratio of the
actual interest income received on loans and advances to the outstanding
stock of loans and advances (based on the same principle menticned above).
On this basis, it has been possible to disaggregate the banks’ average loan
rateintoacostoffmds(i.e.ﬂmecoétofdepositsplusthecostofthe
cash reserve ratio) and a spread between these costs amd the loan rate. As
is evident, these estimates give average rates, since they incorporate
different maturities and risks that go into the determination of market
interest rates. Average rates are useful however, in providing a macro
view of develcgments in the sector, and they also allow valid comparisons
to be made over time and between different sub-grogps.

1/ See Appendix 2 for the derivation of a formala which links the
cash reserve ratio to the banks’ lending and deposit rates.



The resulting estimates over the three year period are shown in
Table 3 below:-

TABIE 3 — OOMEONENTS OF THE BANKS’ AVERAGCE IOAN RATES 1991 - 1993

1991 1992 1993

Cost of Funds
Average Deposit Rate 14.9 17.0 13.9
Cost of Cash Reserve Ratio 3.7 4.9 4.6
Interest Rate Spread 10.6 19.7 18.2
Average Loan Rate 29.2 41.6 36.7

The table shows an increase in the average cost of deposits form
14.9 percent in 1991 to 17.0 percent in 1992, There was, however, a
decline to 13.9 percent in 1993. The increase in 1992 reflected the higher
market rates which were associated with the increase in the cash reserve
ratio in that year. In 1993, market rates fell because of a large
liquidity uild up in the banking system. There was also a lower cost
pattern in the 1993 structure of depcsit holdings due to the accumlation
of a larger proportion of amrent account balances than in either 1992 or

1981.

With regards to the cost of the cash reserve ratio, this depends
on changes in the average cost of fuxds as well as on variations in the
statittory requirement. In 1991, the cash reserve ratio remained at 19.0
percent for most of the year. During 1992, it was increased fram 15.0
percent to 25.0 percent, the weighted average rate for the year being 22.5

10



percert. In 1993, the ratio remained at 25.0 percent for the entire year.
Oon the basis of the average cost of funds in each year, the cost of the
cash reserve ratic was therefore estimated at 3.7 percent in 1991, 4.9

percent in 1992 and 4.6 percent in 1993.

Average loan rates were estimated at 29,2 percent in 1991, 41.6
percent in 1992 and 36.7 percent in 1993, The difference between the
average loan rates and the average cost of funds (including the cost of the
cash reserve ratio) gives estimates of the interest rate spread. These
show that the overall spread for the banking system almst doubled between
1991 and 1992, rising form 10.6 percentage points in 1991 to 19.1
percentage points in 1992. In 1993, it fell to 18.2 percentage points.
The large increase in 1992 is reflected by the fact that the average lcan
rate rose by 12.4 percentage points over 1991, while the average deposit
rate increased by only 2.1 percentage points and the cost of the cash
reserve ratio by 1.2 percentage points. In 1993, both average loan and
deposit rates fell marginally below the 1992 level, and the resulting
interest rate spread was therefore slightly below that for 1992.

Although the interest rate spread ruse sharply between 1991 ard
1992, the banks net interest income in 1992 fell below that for 1991. This
was due to the relative contraction of the bank’s loan portfolio in 1992,
because of the high interest rate level, 1In 1993, loan rates fell, but net

interest income rose because of the increase in the volume of lcans.

The 1991 - 1993 data suggest a new phase in the historical
pattern of bank spreads and profitability in Jamaica (Table 4).



TAHE 4 — INIEREST RATE SPREAD AND PROFTTARTLITY OF CCMMERCIAL BANKS

1984 - 1993
INTEREST RATIO OF YRE-TAX
YEAR RATE SPREAIS PROFTIS TO ASSETS
1984 4.7 2.2
1985 7.0 1.5
1986 Q.7 2.5
1987 8.4 2.0
1988 n.a n.a
1989 7.7 3.0
1990 - 7.8 2.9
1991 10.6 4.0
1992 19.7 3.8
1993 18,2 3.7

Over the past ten years, the banks’ interest rate spreads have reached
double digits only during the period under review. In the preceding period
the average interest rate spread was less than a half of what it was in
1992 and 1993. Profit rates in the review pericd were also well above
those in preceding years. A partial explanation for the large spreads in
the review period was the higher rate of inflation compared with preceding
years, A more important explanation appears to be related to the changing
pattern of incame flows in the banking system. ‘This shows large income
flows from investments in goverrment securities and other short~term
instruments as well as new sources of incame from aurrency trading in the



newly liberalized foreign exchange market in which the banks were the main
participants. These relatively secure sources of income appear to have
given the banks the flexibility of generating high interest spreads and
profits on the basis of restricted loan portfolios.

THE SAVINGS IEPOSTT RATE

Savings deposits remained the largest single somrce of funds in
the banking system, accounting for 52.7 percent, 45.2 percent and 45.0
percent of total deposit balances in 1991, 1992 and 1993 respectively. The
costs of administering pass book savings accounts are generally high, but
the relatively low rates of interest paid on these halances appear to have
given the banks "the foundation on which to generate high interest rate
spreads.

In 1990, the administratively determined minimm savings deposit
rate of 18.0 percent was abolished, This was intended to lead to a more
campetitively determined interest rate structure and to a higher rate on
savings deposits than existed previousl:/. The banks have in fact offered a
wide range of nominal imterest rates onusavings deposit balances during the
period as the following rates show:-

1930 1991 1993
15 - 22% 15 - 32% 15 - 25%



Nevertheless, the average interest cost of savings deposits has
been low, being near to or below the minimm of the ranges quoted above.
These are shown in Table S below: -

TAEE 5 — AVERAGE SAVINGS IEPOSIT RATE

1991 1992 1993
ALL BANKS 14.3 15.3 13.9
IARGE BANKS 13.7 15.5 14.0
OTHER BANKS 16.6 14.7 13.5

The average rate for the banking system fell to 13.9 percent in
1993 fram 15.3 percent in 1992 and 14.3 percent in 1991. -In 1993, the

average rate of the large banks was marginally above the sector average
vhile the rate for the other banks was below it. 1In 1992, the relative
position was the same. In 1991 however, the relative position was reversed
with the average rate of the other banks being significantly higher at 16.6
percent than the 13.7 percent rate for the large banks and an industry
average of 14.3 percent.

The pattern of these rates indicates that the cametition for
savings deposit balances was not as strong as was expected. The weak
campetition can be explained by the darinance of the large banks and their
wide branch network. Thus the dlstrlhrtlon of savings deposit balances
between the large banks and the cther banks changed only marginally during
the period, as is shown in Table 6 below:-
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TARIE 6 — DISTRIBUTION OF SAVINGS DEFOSIT BAIANCES IN THE FANKING SYSTEM
®)

1991 1992 1993
IARGE RANKS 76.9 76.5 75.7
OTHER BRANKS 23,1 23.5 24.3
100.0 100.0 100.0

As mentioned before, the low interest cost aon savings deposits
facilitated the widening of the interest rate spread during the period.
Thus, in 1991, the average rate on savings deposits was 14.3 percent when
the interest rate spread was 10.6 poirts. However, the marginal increase
of the rate to 15.3 percent in 1992 and subsequent decline to 13.9 percent
in 1993 was accampanied by the sharp increase in the spread to 19.7 points
in 1992 and 18.2 points in 1993.

STRICTURAL CHANGES

Same charges in the period were linked to developments which
began much earlier. Thus, the distribution of assets shows the Other Banks
marginally increasing their share of the market during the period (Table
7). But this process began earlier when the Financial Sector Reform
Programme was started in 1985.



TARIE 7 - DISIRIBUTION OF ASSETS IN THE BANKING SECICR
?)

1991 1992 1993
IARGE BANKS 69.6 68.6 67.3
OTHER BANKS 30.4 31.4 32.7

100.0 100.0 100.0

The liberalization of the foreign exchange market in 1991 gave a boost to
the operations of the smaller banks, and this has also had an impact in
changing the structure of the sector.

The percentage of deposits in the banks’ balance sheet increased
in the period (Table 8). The large banks, with their wide branch network,
had the broader deposit base. Bowever, the expansion of deposits in both
sub-groups was based on an increase in the volume of demand or aorent
account balances.” For the large banks the proportion increased from 16.3
percent in 1991 to 24.3 percent in 1493, whereas, for Other Banks, the

change was fram 16.3 percent to 23.0 percent. The greater proportion of
demand deposits can be linked to the large volume of foreign currency
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TABLE 8 ~ DEPOSTITS AS PERCENTAGE OF TUTIAL LIABILITIES

1991
IARGE BANKS:- 70.3
Demand 16.3
Savings 39.2
Time 14.8
OTHER BANKS:- 61.7
Demanrd 16.3
Savings 27.4
Time 8.0

|

76.6
24.3
37.1
15.2
66.8
23.0
24.4
19.4

transactions which took place in the inter-bank market. The existence of
these funds helped to keep down the banks’ interest costs on deposits
thereby allowing them the flexibility to widen their interest rate spreads

(Table 9).

TABLE 9 ~ CQOMPARTSCN OF INIXREST RATE SPREAIS

1991
LARGE BANKS 2.9
OHER BANKS 14.4
ALL, BANKS 10.6

17

18.0
24.4
19.7

1993

17.6
19.2
18.2



General market conditions apparently allowed both sub—groups to
increase their interest rate spreads srarply in 1992 amd to maintain them
at a high level in 1993. For the large banks, the 1993 level was
marginally below that for 1992, but substantially below it for the Other
banks. Campetition within the sector cbviously had nmo impact on the
spreads generated by the large banks, although it might have affected
those of the smaller banks,

Liberalization of the foreign exchange market brouwght about
significant changes in the camposition of the bank’s non-interest income
flows. 1In 1991, incame fram foreign exchange trading rose to about 39.2
percent of total non—interest income receipts, campared with an average of
about 14 percent in the preceding two years. Since 1992, the ratio has
fallen, but it is still moch higher than it was in the pre-liberalization
period. The present camposition of the bank’s non-interest income flows
shows the largest receipts from investment, which comsists mainly of
goverrment short-term securities. These accounted for about 46.7 percent
of the total in 1993.

The bank’s loan portfolio as a percentage of total assets
declined in the period {Table 10).
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TABLE 10 - 10ARS AS PERCENTAGE OF TOTAL ASSETS

1991 1992 1963
IARGE BANKS 50.2 34.1 36.5
OUTHER BARNKS 36.7 27.3 32.1
ALL BANKS 46.1 32,0 35.1

The changing pattern was clearly linked to the increase in the
statutory liquid assets ratio fram 20 percent in 1991 to 50 percent in
1992, and the maintenance of that ratio since then. In 1993, loan demand
rose ‘due to the fall in interest rates, although the liquid assets ratio
had remained unchanged at 50 percent. ‘The relative size of the banks’
loan portfolio will increase if interest rates contimue to fall, but major
changes will depend on shifts in the cwrrent stance of monetary policy.

SMMARY AND QUNCIISICON

Coamnercial banking operations in the 1991 - 1993 period were
characterized by high intermediation costs, with both ocperating expenses
and pre-tax profit rates being relatively large by intemational standards.

The gross incame receipts of the banks came mainly from
non-interest incame sources. Net interest income, traditionally the major
source of bank incare in many countries, accounted for an average of only
about 20 percent of gross receipts during the period. This pattern of



incame flows, which has existed for same time, was partly a consecuence of
the fiscal and monetary policy erviroment in vhich the banks were

operating.

The banks balance sheet structure showed an increasing
proportion of short-term investments in goverrment securities which were
required to meet high statutory liquid asset requirements, as well as BOJ
Certificates of Deposits that were issued to support a tight monetary
policy regime. The banks also held a sizeable volume of foreign exchange
assets, arising from their role as tile main traders in the inter-bank
foreign exchange market. As a conseguence, there was a decline in the
relative size of the banks’ lcan portfolio. The quality of the portfolio
remained high, however, based on the small provisions that the banks made

for lcan lcsses.

The banks’ interest rate spreads rose sharply in the period, due
mainly to steep increases in loan rates. ‘This appears to have been a
response to the decline in the size of their loan portfolio stemming from
the implementation of a high statutory liquid assets requirement. The
banks’ average costs of furds on the other hand, rose much more slaowly.
This was caused partly by the relatively low rates of interest paid en
savings deposit balances, which provided about half of the volume of
deposits mobilized by them, ‘The banks also held a high proportion of
current accamt balances on which little interest was paid.

The banks’ cost of funds includes the cost of maintaining cash
reserves with Bank of Jamaica, on which they receive no interest,

20



Estimates of these costs indicate that they were significant, It not
large encugh to prevent the banks rf“ron widening substantially their
interest rate spreads during the period.

Operational costs in the banking system were high mainly because
of increases in staff expenses. These formed the single largest item of
bank expenditure. Other elements of experditure also rose sharply,
especially in 1992. 2an evaluation of the growth of operaticnal costs has
to take into account the high rate of inflation during the period. But
because these costs were also associated with high rates of profits, it is
likely that the banks were able to offset them by keeping their interest
costs relatively low. ‘The high degree of concentration in the banking
sector and the existence of strong oliqopolistic forces would have helped
to reinforce this terdency.

Fram the perspective of overall econamic policy, it is important
that the high costs of cammercial bank imtermediation should be reduced.
It is feasible for the banks to reduce lcan rates (without a corresponding
reduction in deposit rates) or, altermatively, to increase savings deposit
rates (withart a corresponding increase in loan rates). The latter action
would provide more eguity to savers, who provide the bulk of resources
that are available to the banks. But if we assume that the aim of the
banks is to maximize profits, it is unlikely that such action will be
taken without strong moral suasion. In any event, these would be
short~term solutions which are likely to be inadequate to resolve the

issue,
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More fundamental changes will require improvement in the
capetitive structure of the sector and a reduction in the degree of
concentration in banking operations. Some movement in this direction is
already taking place as is evident form the increasing share of assets
held by the Other Banks. But this is a slow process that will take a long
time to be camleted. The process should be accelerated, however, when
certain proposed charges under the Financial Sector Reform Programme are
implemented. One relates to the phasing out of the non-cash porticn of
the statutory liquid assets requirement. This should lead to an increase
in interest rate campetition in the banking séctor, resulting in possibly
lower loan rates and interest rate spreads. The other change relates to a
covergernxe of the cash reserve ratios of the camercial banks and
non-bank institutions. 'The implementation of this proposal will have the
effect of reducing the cash reserve ratioc of the camercial banks fram the
present level. This should also contribute to a reduction in bank costs
and interest rate spreads.
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OPERATING INOME AND EXPENDITURE OF COMMERCTAL BANKS - 1991

($000)

Iarge Banks Other Banks All Banks

1. Interest on Loans, Adv. 2,020,124 819,640 2,839,764
2. Interest paid:- 1,456,714 667,783 2,124,497
Demand Deposits 110,812 16,447 127,259
Savings Deposits 790,876 286,891 1,077,767
Time Deposits 555,026 364,445 919,471
3. Interest Margin (1-2) 563,410 151,857 715,267
4. Other Imcans:- 1,136,011 679,612 1,815,623
Fee Inccome 159,038 43,304 202,343
Investments 265,859 90,625 356,484
Foreign Exchange Trading 403,871 308,433 712,304
Other 307,242 237,250 544,492
5. Gross Margin (3+4) 1,699,421 831,469 2,530,890
6. Operating Costs:- 1,083,823 479,146 1,562,969
Employee Remmneration 516,444 141,170 657,614
Rents, Fixed Assets etc. 136,469 53,993 190,462
Advertising, Fees etc. 68,475 70,179 138,654
Borrowing Costs 115,652 70,541 186,193

Other 246,783 143,263 390,046

7. Net Margin (5-6) 615,598 352,323 967,921
8. Other Credits:- -108,757 -22,247 ~131,004
Depreciation (=) -34,702 -24,649 -59,351
Provision for losses (-) -74,055 -— -74,055
Other Credits — 2,402 —_

9. Pre-tax Profits (7+8) 506,841 330,076 836,917
MEMO ITEMS

Stock of: Assets 14,752,750 6,304,604 21,057,354
Loans 7,399,629 2,310,589 9,710,218
Deposits: Demand 2,403,867 1,030,403 3,434,270

Savings 5,785,474 1,729,909 7,515,383
Time 2,175,799 1,132,138 3,307,937

Source: Bank Inspection Department, Bank of Jamaica
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APPENDIX 1 (b)

OPERATING INCCME AND EXPENDITURE OF OCMMERCIAL BANKS - 1992

Interest an loans, Adv.

Interest paid:-
Demand Deposits
Savings Deposits
Time Deposits

Interest Margin (1-2)

Other Income:-
Fee Income
Investments

Foreign Exchange Trading
Other .

Gross Margin (3+4)

Operating Costs:-
Employee Remuneraticn
Rerts, Fixed Assets etc.
Advertising, Fees etc.
Borrowing Costs
Cther

Net Margin (5-6)

Other Credits:-
Depreciation (-)
Provision for losses (=)
Other Credits

Pre-tax Profits (7+8)

Ascets

Loans

Deposits: Demand
Savings
Time

($000)

large
Banks
3,293,597

2,904,972

246,714
1,373,383
1,284,875

388,625

2,567,290
258,351
1,094,753
432,472
781,714

2,955,915

1,715,235
818,866
224,225
100, 305
150,155
421,684

1,240,680

-123,804
-85,387
-38,417

1,116,876

25,177,161
8,584,732
5,341,438
8,859,251
4,171,778

Other
Banks

1,588,997

1,462,198
89,812
398,339
974,047

126,799

1,256,837
94,231
416,313
229,058
517,235

1,383,636

958,805
278,313
133,584
146,056
118,917
281,935

424,831
-134,727

-41,826
-92,901

209,104

MEMD ITEMS
11,548,220

2,148,313
z,308,973
2,714,159
2,218,940

Source: Bank Inspection Department, Bank of Jamaica

All Banks

4,882,504

4,367,170

336,526
1,771,722
2,258,922

515,424

3,824,127
352,582
1,511,066
661,530
1,298,949

4,339,551

2,674,040
1,097,179
357,809
246,361
269,072
703,619

-258,531

-127,213
-131,318

1,406,980

36,725,381
11,733,045

7,650,411

11,573,410

6,350,718



(1)

(2)

(3)

(4)

(5)

APPENDIX 2

lationship Between the Ican Rate, the it
and the Cash Reserve Ratio

The banks’ balance sheet identity can be defined as follows:-
R+L=0D
Where L = loans, D = Deposits and R = Cash Reserves expressed as D
There is also the incame idenl ity:-

L= idD+ C {L+ R)

¥here i1 = interest rate on loans, id = interest rate on deposits and
C = costs amd profits expressed as a percentage of assets. Fram (1)
we have:-

L=D-R
=D~ 1D
= (1 -1r)D

Equation (2) can therefore be expressed as follows:-

11 1-rD=idD+CL + R
=jidD + C{(1 - r)D + CrD

ing other costs are zero, the relationship between the lcan

rate and the deposit rate for a given reserve ratio is reduced to:-

(6)

i1l = jd
1-r



