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ABSTRACT

Financial servicesg and institutions have grown significantly in Jamaica
over the last ten years. Of particular significance is the growth of trading
in government securities and non-traditional instruments such as commercial
paper, and the growth of financial conglomerates. This paper looks at the
influences on these developments and at the low real growth that has been
occurring in the economy. The paradox is the significant growth of financial
assets and financial institutions and the downturn in productive sectors.
Although the paper focuses on factors influencing the growth of financial
gservices it nevertheless examines the relationship between financial services
and economic growth as a factor affecting the translation of financial
resources into productive growth. It was found that monetary and exchange
rate stabilisation policies, financial liberalisation policies and limited
regulation of financial institutions were the main factors influencing the
expansion of the financial sector. These factors coupled with trade
liberalisation and the difficulty in sustaining price stability constrained
the expansion of the real economy. The softness of the stockmarket and some
segments of the real estate and tourism markets has led to the collapse of
some financial institutions and to loss of confidence in the financial sector.
Government will have to focus on sustaining macroeconomic stability, improving
the effectiveness of its regulatory functions and curbing the concentration in
the financial sector arising from the rise of conglomerates.
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I. INTRODUCTION'

The servicé sectors in most countries have grown
significantly over the past few decades with a concommitant
growth in the trade of services Ey industrialised countries, in
particular  the Uﬁited States. The growth of financial services
in Jamaica has been taking place within the context of changing
domestic and international environments; the liberalisation of
trade, financial and capital markets at the domestic level and
the liberalisation of trade in both goods and services at the
international level. Economic reform measures in Jamaica (and
other developing countries) have been aimed at integrating the
domestic economy into the changing world economy. These measures
form part of structural édjustment loan agreements with £he World
Bank which are intended to shift resources into export-oriented
activities in the goods and services sectors.

Financial services include banking, deposit taking and
lending, insurance, financial leasing and money transmission
services. And the institutions that have been providing these
services are the central bank, commercial banks, merchant banks,
finance houses, trust companies, building sociéﬁies, insurance
companies and credit unions. In Jamaica, these services have
grown and developed and the institutional structure within which

they are provided has changed. We lock at these, the factors

' The Author is grateful to Prof. Alfred Francis, Chairman
of the Securities Commission and Mr. Kenloy Peart, Director of
Research Services, Bank of Jamaica for their assistance in
clarifying some issues and gaining access to information.



that influenced them and the resultant effects in the following
sections.
II. GROWTH AND DEVELOPMENT OF FINANCIAL SERVICES

The theoretical literature seems to use the terms financial
growth and financial development interchangeably. A study of
financial intermediation and economic development in Barbados
reviewed that literature and highlighted some findings. Of
significance is the correlation found between various measures of
financial development and the growth of real output in an
economy. The conclusion therefore is that growth in financial
services ’can stimulate esconomic growth by increasing the rate of
qapital accumulation and by improving the efficiency with which
economies use that capitél’ (Craigwell, Haynes & Wood 1994,
p.146]. However, of even greater significance is the view that
the development of financial institutions is neither a necessay
nor sufficient condition for economic growth in developing
countries. The juxtaposition of these two views elicits the
hypothesis that the growth of financial serxvices without the
concommitant development of financial institutions providing
these services, is a sufficient condition for étimulating
economic growth in developing countries. And it generates the
question, could investible resources not be translated into
economic growth despite the growth and development of financial
intermediation. We will return to this later.

Oon the assumption that financial intermediation is

positively linked to economic growth, the authors of the Barbados



study then focused on the determinants of financial development.
Although a distinction is made between the size of the financial
sector and the sophistication of the financial system [Haynes et
al. p.143] financial growth is nét clearly differentiated from
financial development. Nevertheless, they identify public policy
as the most significant determinant of financial development.
This follows on the McKinnon/Shaw hypothesis that financial
repression via restrictions on interest rates and credit
allocations adversely affects capital accumulation; and hence
its converse financial liberalisation should inform government
policy ([McKinnon 1988].

How then should we distinguish financial growth from
financial development? Whereas financial growth would clearly
refer to growth in financlial assets and financial services,
financial development would suggest increased product
differentiation and backward linkages to the productive sectors
of the economy.

Financial growth in Jamaica, in terms of the assets of
licensed financial institutions, have grown significantly over
the last 10 years, especially from 1993. The éommercial banks
are the dominant holders of assets. These have grown by 38
percent in real terms from 1990 to 1995. However, building
societies have experienced faster growth in assets than the
commercial banks. The value of their assets in real terms more
than doubled from 1890 to 1994. On the other hand, the assets of

merchant banks, finance houses and credit unions have hardly



grown over the period ([Table 1].

The number of institutions providing financial services have
also grown over the last ten years. There are 11 commercial
banks, one of which is currentlylunder temporary closure. Most
of these banks have expanded the number of branches over this
period. Moreover, four of them including the one that is
temporarily closed have come into existence during this'period.
The number of merchant banks and trust companies or institutions
licensed under the Financial Institutions Act increased from 8 in
1985 to 29 in 1996 including Century National Merchant Bank and
Trust Comﬁany which is under temporary closure. Building
societies have had the largest growth, from 5 in 1971 to 35 in
1995. These however numgered 15 in 1996 including Century
National Building Society which is under temporary closure. This
decline is the result of the licensing procedure which was
instituted for building societies and the merger of some
societies which has occurred. At September 1996 there were 87
credit unions in operation.

Services provided by financial institutioqg have develaped
from the basic services offered in the past. Tge range of banking
services has expanded from traditional payments, deposit and
credit services to include specialised services such as
investment (unit trusts) and pension plans and consulting
services for specific groups such as high-income earners.
Traditonal services have also developed to include salary

payments, self-service or automatic teller machines and issuance
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of credit cards. And insurance companies have added mutual funds
and equity-linked insurance services to their portfolios.
Financial intermediation has also moved towards non-bank and non-
financial institutions such as real estate agencies. Some of
these institutions offer services such as loan and credit
facilities that have traditionally been offered by commercial
banks. Commercial and industrial entities offer money
transmission services through the operation of agencies of
international money transfer companies. However, it is the
growth of non-depository institutions and tradeable securities
that has become significant within the present decade.

Non-depository institutions are institutions such as
insurance companies, secﬁrities brokers and securities dealers.
These have grown .over the last ten years to between 100 and 200
companies. They offer investors a variety of instruments with
different degrees of risks and returns. Some insurance companies
operate unit trust funds as well as mutual funds; the latter are
like unit trust funds in that units are invested in various
markets such as equities and government securities; the essential
difference is that the company determines how ﬁutual funds are
invested. The investment and stockbroking companies operate
money market funds some of which are unit trust funds which are
suject to the rules governing unit trusts.

The extent of disintermediation (or the shift of financial
intermediation from banks and savings institutions) is determined

by the share of credit funds mediated by the non-depository
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institutions. The share of funds mediated by these institutions
in the United States grew from 20 percent in 1950 to 50 percent
in 1983 ({UNCTAD 1994]. We do not have enough data to determine
the extent of disintermediation in Jamaica within the last 5 to
10 years; although Bank-0f-Jamaica data show a much more
significant growth of commercial paper transations than
commercial bank locans to the private sector between June 1994 and
June 1995 [BOJ 1995}.

Dealing in securities has become significant over the past
five years. Securities are traded on the equities market or on
the money market. The former type of securities are traded
through the Jamaica Stock Exchange whereas the latter are traded
through commercial banks; non-banking financial institutions,
non-financial institutions such as real estate companies and
securities dealers. The stock market received a fillip from
government’s privatisation programme during the latter half of
the 1980s and boomed during the early 1990s. It has however been
in a slump since early 1993. On the other hand, trading in
commercial paper has grown significantly aver the past few years.
Outstanding commercial paper transactions at J&ne 1995 were J%$4
billion whereas they were J$1 billion at June 1994 BOJ 1995].
The Securities Commision give an estimate of J$8 billion in
commercial paper that is traded monthly for periods averaging 30
days {Stephenson 1996].

Trading in securities is one of two significant features of

the financial structure that have emerged. The other is the



linkages within the financial sector and between the financial
and commercial sectors. In other words, the growth of financial
institutions has been taking place within the context of the
growth of financial and commerciél conglomerates. Almost every
commercial bank is linked to either a merchant bank or a building
society or both and several of these institutions are part of
conglomerates which include insurance companies and secﬁrity

brokers among others [See CNB Case and Chart at Appehdix 11.

IITI. FACTORS INFLUENCING THE GROWTH OF FINANCIAL SERVICES

There are three main sets of factors that have
contributed to the growth of financial services in Jamaica:
demand management policies, financial liberalisation and
reqgulation of financial services. These are not mutually
exclusive, and in fact their combined affect has increased the
complexity of the financial sector.

Monetary and exchange rate policies have been pursued since
the early 1980s under stabilisation agreements with the
International Monetary Fund in order to achieve the cbjective of
internal and external balance. Policies centred‘on constraining
the growth of the money supply and achieving a market-determined
exchange rate. Credit controls and high reserve requirements
were used to contain demand. The result has been high interest
rates and currency depreciation which became long-term measures
given the difficulty in achieving price stability and balance in

the external accounts. For example, inflation which had been
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brought down to single digit in 1988 increased significantly from
1989 to 1992 and the current account of the balance of payment
which was in surplus in 1988 deteriorated from 1989 to 1991
[Tables 4 & 6]. ‘

The financial liberalisation programme which was part of
the structural adjustment loan agreement with the World Bank was
embarked on in the mid 1980s. Credit controls were removed and
interest rate determination liberalised by linking the savings
rate to the unrequlated time deposit rate of commercial banks.
This resulted in the reduction of savings rates. The secondary
reserve requirement was to be phased out between 1985 and 1988;
and in fact by 1988 the statutory reserve requirement of
commercial banks consisted only of a cash reserve ratio of 20
percent. In addition, interest was paid on a portion of the
statutory reserves from 1986. However, inflationary and balance-
of-payments pressures from 1989 led to reimposition of both
credit controls and the secondary reserve ratio. Interast
payment on reserves was discontinued. Although these were
eliminated in 1991 the secondary reserve requirement was again
increased in 1992 resulting in a liquid assets'ratio of 50
percent which is the same as it was before the liberalisation in
1988. This was reduced to 47 percent in 1995 [Table 6].

Progressive increases, since 1990, in the statutory reserve
requirements for non-banking licensed financial institutions
constrained the process of financial disintermediation. However,

it encouraged intermediation by non-licensed financial



institutions as well as by non-financial institutions. This
along with the high interest rates to curb demand encouraged the
grdwth of commercial paper transactions. It also encouraged
inefficiency in the operations of banks and other financial
institutions as indicated by the wide spread in interest rates.
High interest rates result in the reduction of the volume of
loans [Shaw 1994]. Banks and other financial institutions have
had to diversify their sources of income to maintain their profit
margins which have not grown significantly between 1992 and 1995
(Tables 9A & 9B]. Fee income, income from foreign currency
trading and from investment have become major sources of income
for commercial banks.

The liberalisation 6} the foreign exchange market in 1991
has resulted in the growth of currency trading by both commercial
banks and non-banks. Interbank trading - spot purchases and
sales - increased significantly, by over 80 percent, between 1991
and 1995. Commercial banks were empowered to operate foreign
currency accounts in 1990. They also have to hold a prudential
réserve of 40 percent against these accounts. The cash reserve
ratio of foreign currency deposits was reduced %rom 25 to 22
percent in 1994; and banks are paid interest on these reserves.
Foreign currency deposits in banks and non-banks also increased
significantly, although the bulk of deposits have remained within
the commercial banks. Commercial bank balances grew by 55 percent
from 1993 to 1995; those of merchant banks grew by over 200

percent during the same period; and building society balances
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declined between 1993 and 1994 but grew by 44 percent from 1994
to 1995. High interest rates on Jamaica dollar loans resulted in
an increase in foreign currency loans. Foreign currency loans
increased by over 100 percent each year between 1992 and 1994
[Table 8]. These loans are used mainly by export-oriented firms.

Financial institutions have also increased their income
through increased investment in securities. Increases in the
liguid assets ratio resulted in banks increasing their holdings
of government securities [Shaw 1994]. In fact, with the
reimposition of the liquid assets ratio in 1992, commercial banks
increased their holdings of treasury bills by 176 percent [Table
7]. However, holdings of treasury bills by entities other than
commercial banks, merchant banks, finance houses and trust
companies have grown larger. For example, in 1988 commercial
banks held 48 percent of the value of treasury bills; merchant
banks, finance houées and trust companies held 10 percent; and
other entities held 41 percent. However, in 1994 the third
category increased its holdings to 72 percent whereas the share
held by commercial banks fell to 21. The high interest rates on
government securities have resulted in the estéglishment of a
number of money market (trust) funds, a large percentage of which
is usually invested in these securities. Because these funds are
held by a trustee the investor pays no tax on the yield.

The increased investment in government and other high-
ylelding securities has been at the expense of investment in the

equities market. Government’s divestment of public enterprises
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through public -cffers contributed toward market capitalisation
and the stock market index increased during the late 1980s.
However, the most significant upward movement in stock prices
occurred from early 1990 to eariy 1993. Thereafter prices fell
and the market has remained soft as investors shifted to the
money market. One of the casualties of the stock market decline
has been mutual funds operated by sdme insurance companies. These
funds have been invested in a mix of government securities, real
estate and the stock market. With the decline of the stock market
in early 1993 the investing public cashed in thelr units
consequent on the fall in the value of units invested in
equities. This has had an adverse effect on the fee income and
hence total income of soﬁe large insurance companies which have
since instituted staff reduction (downsizing) programmes.

The third set of influences on the. growth of financial
services has to do with the regulatory capacity of the
authorities. The regulation of financial entities is provided
for by various pieces of legislation. Commercial banks are
governed by the Banking Act of 1992 (amemded in 1985) whereas
other financial institutions come under the Fi;ancial
Institutions Act of 1992. Securities transactions will now be
regulted under the Securities Act of 1993 (amended in 1996} .

Regulatory functions are carried out by the Central Bank, as
stipulated under the Bank of Jamaica Act (amended in 1992), in
respect of commercial banks and financial institutions licensed

under the Financial Institutions Act. The BOJ Act was further
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amended in 1995 to extend the Bank’s regulatory oversight to the
Cambios (Bureaux de Change) that have been licensed to carry out
foreign exchange transactions consequent on further
liberalisation to achieve a markét«determined exchange rate.
Insurance companies are regulated by the Superintendent of
Insurance and a Securities Commission was recently established to
regulate securities transactions.

The Department of Supervision of Banks and Financial
Institutions in the BOJ is responsible for supervising the
entities subject to the Banking Act and the Financial
Institutions Act. Efforts to strengthen the supervisory functions
of the BOJ in térms of number and technical capability of staff,
have been pursued under ;tructural adjustment loan agreements
with the World Bank. However, the recent failure of a number -of
financial institutipns including a commercial bank indicates that
strengthening the regulatory capacity of the Central Bank may be
a necessary but not sufficient condition for ensuring prudential
practices by licensed financial institutions.

A major contraint on effective requlation is the
interconnectedness among financial institutioné and between
financial institutions and commercial and industrial companies.
Although the Banking Act (Section 19) stipulates that
consolidated accounts must be submitted where a bank has one or
more subsidiaries and that an audited balance sheet and profit

and loss account must be submitted in respect of all business

transacted by the bank and its parent or subsidiary, this does
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not guérantee transparency of ralations or even the accuracy of
information as the case of Century Vational Bank illustrates.
Transactions are shifted between member companies of the same
corporate group. As has been the case with transnational
corpeorations, the group can detarmine whers losses should be

locatad, among other <things. 30J inspection persannel would need
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It was the inadequacy of zthe regulatory IZrameworik fLor

financial serw7ices that contributad o the dhencmenal Jrowtih in

These services as well as the growta of financial congiomeratas.
Refora “he amendment tc the 3ank ¢f Jamalica Act in 1992 Wnich
included licansed financial institutions within the purview of
BOJ superwvision, and the increase of the statutory reserve
requireaments of these institutions, financial intermediaticn
shifted from commercial banks to finance houses and merchant
banks and then to building societies. Since then financial
intermediation has shifted to securities dealers (investment
banks and stockbrokers). Hence the incorporation of these
institutions into financial, industrial and commerical groups.
Mevertheless, since the establishment of securities legislation
and regulation a number of mergers have occurred within the

financial sector; between entities such as investment banks and



merchant banks and between merchant banks and stockbroking
companies.

The Securities Commission has been in operation since June
1994, It 1is currently in the process of licensing securities
dealers, investment advisors and their representatives. The
Commission. has within its regqulaterv jurisdicticn all
institutions dealing in securities (including the Jamaica Stock
Zxchange) axcept for commercial banks, merchant banks and other
financial instituticons licansed under the FIA which are requlatad
by the Bank of Jamaica {Stapnenscn 1986°. The new raguliatory kecdy
will ragulata securities traded both in the =2guities market
{stocks and shares) and in the money market /commercial naper and

-~

mutual funds) in order to ansure 'appropriiata standards o

Hh

conduct and performanca!? [Securities Act, 12¢2, 3Sec.3.ial.
We can therefore ask what effect the improvement in

sacurities regulation would have zn the graowth and development

(@]
Fh

financial services and insticutions, sincs it was Zinancial
liberalisation and limited securities regulation that influencad
the growth of the latter. For one thing this shcoculd raduce the
risk that investors are presently =axposed to in relaticn to
unsecured commercial paper. For another, it should encourage the

orderly development of the securities and capital markets.

Iv. FINANCIAL SERVICES AND ZCONOMIC GROWTH AND DEVELOPMENT
In this secticn we return to the question of translating

investible resources into economic growth which 1is facilitated by



financial institutions through the services they provide. The
first consideration is the magnitude of loanable funds; the
secand 1s the direction of flaow of thase funds; and the *hird is
the reasulting growth sectors of the aconony.

The growth of loanable funds, measured by the ,/GDP ratio,
was insignificant between 1991 and 1994. This means that the ool

of investible resources was not high and growing during zhe
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growth declined or increased marginally over the period.

Data on loans and advancas made py financial institutiens =c
the real =conomy 3give some indication af the zransfer of Zunds
into arsas of sconomic activity. The largest share of locans and

advanceas went To che manufacturing and constructicn sectors.
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dowever, the share of cradit to the manufacturing sectcr aas peen

rh

declining over the vears, from 20 percent at the and o

11 percent by April 1996. The shars %o construction nas been

t
t

declining sincs 1990, Credi o the agricultural sector also
declined significantly over the years., On the other hand, the

locan allocations +o financial institutions and the

[}

share o
distribution sector nave increased, especially over the 1990s.
The share of personal credit has been the Fastest growing
allocation by the banking sector [Tables 3A].

As far as institutions. registared under the Financial
Institutions Act are concerned, the allocation of credit has
followed a somewhat similar pattern to that of the commercial

banks. The major share of the loans and advances went to



manufacturing, construction and individuals, although loans to
manufacturing have been declining since 1994. On the other hand,
the shara of personal lcans almost doubled from the end =f 1988
to early 1996 [Table 3B?.

When we look at real aconomic growth This has incresased
marginally in zeal terms since 1990. The ratea of growth of output
has been significant fls percent} vetween 1987 and 1990  Tabls=
4A1. Scme sectors of manufacturing such as taxtilas and apparal,
furniturs and machinery and =2guipment 2ad significant and
pesitive ratas of growth Icr mest 2f the prasent zerxiod 2
overall production ¢f manuiactured jccds declined. Erowth of =i
construction sector also sicwed during The 19290s. Although xthe
rate of growth of agriculture nas been significant iz has been
declining sinces 1993.

However, it is the zotal servicas sactor That has iad the
mest significant growth. The thrse maior contributors < autput
of the servicess sector ars 4distribution, financial institutions
and financlal services. These along with insurance and zeal
estate contributed significantly to the positive rates of growth.
Financial institutions and financial services along with textiles
and apparel had high rates of growth, 47, 53 and 30 percent
respectively in 1994 {Table 4B]. These increases could be
attributed to the significant decline in inflation and average
loan rates from 1993 and the significant increase in foreign
currency deposits and locans; most of the textile and apparel

producticn is for export.
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While aggregate real 2conomic growth has not been
significant, the (visible) trade deficit has increased
significantly over the last ten years, from US$378 million in
1986 to US3941 wmillion in 1895. Expor:ts have not been growing as
fast as imports. In other words producticn and axports of goods
nave not kept pace with increased imports facilitated by trade

on since Zhe 1980s. This means that incrsased

}-Ja

liberalisat
consumption nas had To be financed by means other than oroduction
and 2xporzs of goods. The detericration in the currant account
Dalance has been mitigatad tv a positive balancs on the trade in
services as well as increased private =ransters from abrcad. In
fact, since 1990 the current account vdalanca has been pcsitive in
1992 and 1994, dcwever, the detarioration in 1993 ané 1995 was

of almocst similar magnitude %o the detarioration between 1989 and

tJ

1991, This shcws that the growth in the trade deficit was algher

1

than the growth in net services and current transfers [Table 5

.

L

This raises Two guestions: (1} why the significant growth in
assets and deposits of financial institutions has not been
translated into increased inflows into the productive sectors of
the economy; and (2) who benefited from the increased
mebilisation of funds by financial institutions.

Access to funds in lending institutions is determined by the
cost of the funds and the ability of borrowers to satisfy the
critaria set out by these institutions. The basic cost of funds
is the interest rate on deposits. However, the cost to borrowers

includes the interest rate on deposits as well as the cost of the
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cash raserve requirement imposed on the lending institution {Shaw

12941, The average lending rate for commercial banks at the and
of the 1980s was 25 percent. This increased to as much as 43
percent 1in 1994 and declined to 43 percent in 1995. On the other
hand, the average deposit rate at the snd of the 1980s was 18
percant. This increased to 33 percant in 1994 and declined to 22
percent in 1995 [Tablie 217.

Savings deposit ratas which partially detarmine commercial
pank lending rates have not increased significantiy in nominal
zarms and have beccme increasingly negative in r2al tarms sinca
1390. On The other nand lending rates have incrsased in both
nocminal and real tarms. In addition, :the spread between deposiz
and loan rates has increased significantly f£or both sanks and
non-vanking financial intermediaries Table 5], What we need to
ask then is, 1f the cost of mobiliiising depcsits haas not increased
significantly then why has the spread ketween deposit and loan
rates increased so significantly since 2991.

Now the cost of the statutory reserve ragquirament
constitutes an element in the cost structure of loans. Commercial
banks had their liquid assets ratio increased from 24 percent in
1976 to 48 percent in 1985. The seccndary reserve portion of the
liquid assets ratic was eliminated by 1983. The liquid assets
ratioc was therefore reduced to 20 percent. The non-bank financial
institutions which fall under the regulatory authority of the

Central Bank were required to maintain minimum liquid assets of

15 percent in 1984. This was increased to 25 percent in 1985.
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With the =limination of the secondary reserves this was raduced

to 5 percent in 1983. The latter was further reducad te 1.5

[

vercent in 1989. The ratio was temporarily increased for banks
in 1990 but reduced again in 1991. However, the secondary raserve
requirement was relmposed in 1992 and the cash rsserve ratio
increased .to 25 percent thus raising zhe iliquid assets ratio for
commercial banks to 50 percant. The raguirsment was raduced o 47
percant 1n 1995. On the other hand, the liguid assets ratlio Zor
the non-banks continued :=c increase :3 25 percent in 1995 with
~he cash raserve pcrticsn set 3t 17 gercent. This was Surzher
increased to 35 percent at May 1996 [Taplie 35 .

Tﬁe significant increase in raserve reguirement in 1992 is
raflected in the significant lncraase in the avarage iendinq

rates of commercial banks. The latter incraased bv 46 percant

[

rom 1991 o 1992 comparad tc an ilncrsase of 20 percant in 1990
when the liquid assets ratio meved frcm 20 =Zo 32.3 perzent. The
non-panks were subject to incrsasingly stringent raserve
raquirements which is reflected in both the increasingly high
loan rates and high interest rate spread over the past five
years. Nevertheless, this does not fully explain the growth in
intarast rate spreads. For example, the interest rate spread of
commercial banks increased from 15 percent in 1994 to 21 percent
in 1995 although their ligquid assets ratio was raduced from 30 to
47 percent.

The missing element in the cost structure of loans 1is the

cost of non-performing loans. The latter measured as the ratio
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of receivables to total loans averaged 8.3 percent for the 11
commercial banks at the end of 1995. Five of the eleven banks
had non-performing lcans bdetween 5 and 10 percent of their lcan
pcrtiolics; threse had ratios of between 10 and 15 percant; TWO
petween 4 and 3 nercent and cne, the falled Cantury National
Bank, the nighest ratio cf 24 percent. The non-gerforming loans
ars also a function of the aigh intarest rata ragimes, We
therafore seem To nave a situaticn in which aigh intarast ratss
contribute toc the level of non-gerforming loans which in turn
contributas To the strictura of high intersst -ates. However,
morza reasearch needs te pe done on this aspect.

The guestion that should ve asked is whc zra the
beneficiariss, if not the orocductive sactors °r che ecbncmy, oT
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regulatad by the Cantral 3ank. We saw =arliar :that inc

Al

2asing
allccations of loans f£zom financial instituticns nave been
flowing tc construction, trade, individuals and Zinancial
institutions. Most of the construction taking place over the past
few years nas been related to housing and office complexes and
the significant growth in trading has been facilitated by trade
liberalisation policies. The high levels of inflation
experienced since the late 13980s have sncouraged consumption
despite demand management policies as individuals acted on the
basis of inflationary expectations. The redistribution of income,

towards the financial sector in particular which was facilitated

by monetary and exchange rate policies, has also contributed to



21
increased demand which has been satisfied by incrsased imports.

.  There are two important points to note in relation to the
increased availability of financial resources and the decline in
the share Fflowing into the productive sector. The first one is
the growth in the allocation of loans and advancas to financial
institutions. At present, this level of flow is similar to that
into Zhe agricultural sector. Mow, the Iinancial sector includes
commercial banks, merchant tanks and trust companiss, building
socleties, insurance ccmpaniaes and investaent banks and brzokerage

<

naouses. This means that lcans and advancas frem ccmmersial bhanks

and FTA institutions o financial instituticns ars in facrt intra-

ectoral lcans.

ux

The second and reslated ooint is the intsrconnectedness of

«

financial institutions. All of the commercial banks nrasentl
operating in Jamaica are connectad to either other financial
institutions or groups of companies including other financial
instituticns. Of the 10 banks presently in operaticn, 3 ars
foreign owned. Two of the latter ars each connectaed to a merchant
bank and a building society whereas the third is connectad to a
merchant bank and a finance house. Four of the seven locally
owned banks are part of corporate groups which include other
companies in the financial sector, namely, merchant banks,
building societies, insurance companies and stock brokers as well
as companies in the agriculture, information, real estate and
tourism industries. The interconnectedness within these groups

facilitate non-arms~length relations between member companies.
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The ralationship between entities are somewhat complex.
Although in general the holding company is the parent of the
members, 1n some cases the commercial bank is the parent company
of or has shares in some of the other members of the group. In
other cases it is the merchant bank which is the parsnt companv
or owns sharess in the commercial bank., This connectadness would
seem tTo allow for favourable access to loan funds frcom the
commercial sank as the case of the Cantury Naticnal Bank (CNB)
which has been temporarily closed bv the gcvernment illustratas.

e of Zhe

2

rislis zhat has devaloped

§a-

The CNB experlencs 1ls indicat
in the financial sector as a whole where maior banks nave
investaed in real astate and oroductive activities in the tourizn
and agricultural sectors and are ncw seeking to divest =heir
noldings in a non-~vibrant aconomic anvircnment |Appendix 1]
Productive enterprises that ara members or associatés Qf
financial conglomeratas are in a bettar position to gain access
to funds than the rast o9f the productive sector. Given the
direction of loans and advancas 2y zhe financial institutions,
how can we explain the increase in agricultural activities which
has been occurring despite the fact that loan allocations by
financial institutions have not grown or have aven declined.
rFinancing of agricultural activities has been done by the public
sector - the Agriculiural Credit Bank (ACB) and the Jamaica
Agricultural Development Foundation (JADF) at interest rates that
were lower than market rates. Loan allocations made by the ACB to

the agricultural sector almost doubled from 1994 to 1995.



Interest rates on loans to small farmers were raduced from 37
percent in 1994 to a range from 24 percent to 33 percent in 1995.
The actural or potential instrument for funding »productive,
as well as commercial and financial activities is the commercial
paper which is a promissory ncte securad or unsecurad zhat is
issued by .,a firm. The squities market whose development the

government has fostered through its privatisaticn policy, 1is not

l..l_

a prarferred aption for many firms in Jamaica which dc not want o

chancge thelr structurs of family ownership. Commercial paper

=

pravides firms with funds zhat ara cheaper and sasiar 20 obtaln

than mors axpensive bank loans. Unfortunately, there is not auch

information on issuance and ctrading of commercial paper although

the 3Bank of Jamaica has recently surveyed zransactions undertaken

-

by commercial vanks and financial insctituticns lLicensed by the
Cantral Bank.

Nevertheless, it was found that companies that are listad
(on the stock exchange) have been the main issuers of commercial
paper. Most of these tend to be large-scale firms in tourism,
axpert agriculture, import-substitution-type manufacturing and
trading. Building societies were also found to be issuing these
instruments, although it is thought that the objective may be
that of obtaining cheaper savings for parent companies [BOJ
1995]. There is little information on commmercial paper
transactions mediated by other security dealers. The BOJ survey
revealed significant differences between interest rates an

commercial paper and average lending rates of commercial banks.
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The diffaerence which was 14 percent in January 1994 was almost

doubled to 27 percent in January 1995 [BOJ 1995;. Interest rates
on these papers are currently asstimated zo be 22 percent which is
almost 14 percentage points lower than the lowest commercial bank

wate oL 43 gercent [Gleaner, Jctcber I, 12947, The other

advantage to investors in these instruments 1s zthat Tax is not

withheld at source as i1s =Zhe zase in ra2lation o incarast 2arned

4

in cemmercial banks and licensed financial instituticens.,

It is the large ccmpanies that seem =o raly neavily on

- =4 1 - N - ~ Ayt o - -
ccmnerzial areXx -lnanclng. SCMe Iohg.Cmerztag Talse [ucr=2 Toan

- 4

3

nalf of thelr Zinancial raguirsments through <he issue 2 Tthls
instrument. 2ther large-scale ccmpaniss such as Ccur=ss Jamalica

secure between 20 and 30 percent of rfinancing Tarough such lssues

. Gleaner, Octcper 2, 1986 . MostT 23

1,

—he Zirms that skTaln cheaper
funds thrcugh commercial paper transactlons seen o pe lLarge-
scale commercial and =rading cempanies. This rasinforces the
nistorical bias of lending institutions which direczad loans inato
commercial and tTraditional export activities. And it raises the
gquestion of the ability of smaller scale (innovative) firms in
manufacturing and agro-procassing —oc gain access to this method

of financing.

v. CONCLUSION
We began this paper by making a distinction between

financial growth and financial develcpment. We drew an implicit
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conclusion from the conclusions of other writers, that the growth
of financial services could stimulate economic growth without the
necessity of having developed financial institutions, that is,
institutions offering newer and nore sophisticated products.
However, we did not attempt to test this nypothesis sinca our
tarms of rerference were the factors influencing the growth of
Zinancial services. We nevertheless found that having Rnor=2
financial institutlons operating at higher lavels 3f
scphistication has not meant that the Jamalcan accncmy 1s Now
mora sopnisticatad and preductive, alztheough thera arz sockats ol
sophistication and productivity.

The Jamaican acconemv has depended originally on =axpcrz
agriculture, minerals and tourism, and mecra recantly an ENgelehanl

manufacturing {taxtile and apparel products; Zcx iTs =arnings.

n

XD

Zxport agriculture, tourism, import-subsctituticn manuracturing,
government, construction, distribution and other services
including real sstate have been the maln contributors tao cutput.
Traditional financial services, namely banking and credit, were
provided by the established financial institutions - banks and
merchant banks - for the large-scale enterprises in export and
import-substitution production. Development panks were
astablished to provide lower cost credit to non-traditonal
production. Building Societies financed the housing need otf
lowér—income groups whereas credit unions catered to their other
consumption needs.

Financial services developed in line with the structure and
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growth‘pattern of the Jamaican sconomy. Hdowever, within the last
tan years, the financial sector has become decoupled from the
real =2conomy. Financial services and institutional structures
nave grown and develcped in keeping with developments in mcrsa
developed countries. However, The resal sectors axcept for a Zew
medium to .large and modern antarprises nave not Xept pace as many
firms, beth large-scale and smaller-scale, have sesen unable zo
survive the competiticn introduced 2y ctrade liberalisaction. As a

rasult, thers have been hoth mergers and closuras 2f Zirms in

n

response o the changing domestic anvircnment. Nevertheless, it

is rassourcas Srom the r2al sector —hat have allcwed the Financlial
sector to develop. Government »olicv has facilizated the

redistribution f£rom the productive sectors towards commercs., raal
estate and the financial sector.

The d4iZficulty in sustaining nacroeconomic sbabl*if” is
manifasted in the =Zight monetary policias :that have been pursued

1

Te restrain demand and the rasult nigh intarsst rate regime
iti

which has constrained productive activi This leads us <o
adjust McKinnon’s thesis, namely, that "sustained stability in
the domestic price level is a necesary condition for achieving
high real financial growth”" [McXinnon 1988, $.401] by adding "and

by J

for translating high financial growth into real productive
growth!", Having done this, we need ta consider the sffect of
financial liberalisation.

Financial liberalisation, as well as trade liberalisation,

were accelerated in an environment that was not canducive to
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investment in productive activities. Liberalisaticn of the
capital and foreign exchange markets were undertaken beforz trade

iberalisation was complete; and liberalisation and privatisation

}..J

measures werza pursued pefors appropriate legislative and
regulatory Zrameworks wera sstablished. These measurss made
monetary nanagement difficult as traditional instruments of

i

stapilisation became ineffectlive due tc grolonged usage. 2Pollgy
has therafor= had tc be re=active rather than src-active as the
conseguencas oI =2ach set of oclicy measuras became =2vident.

One 3f the lesscns learned Irom the Japanase =zypexr:
zhat liberalisation of the banking svstam was gradua.ly ogursuad
Although Japan did not have the level of osrice instapilizy as
Jamalca, its government nevertheless did nec decontrel interast
ratas on deposits nor neglectad close meonitoring of zanks and
other savings institutions in the =arly phase of
On zhe other hnand, the Jamalican government deragulatad intarasc
ratas on depcsits in keeplng with its agrazement wizh the
international financial agencies =rather than in response to 1Ts
achievement of price stabilisation. Close monitering of the
financial institutions requlated by the Cantral 3ank was not
affectad. Mor=zover, the 1lnterconnectedness of financial
institutions and industrial and commercial enterprises makes
traditional monitoring difficult.

The imprudent practices of some f£inancial institutions along
with the downturn in markets such as real estate have rasulted in

the collapse of a number of financial institutions, the most



significant of which were the Blalise Merchant Bank and Blaise
3uilding Society in 1995 and the Century National financial
antities in 1996. A crisis of confidence seems to have developed
in the Zinancial sect sonsequent upen the racent run on the
deposits of another comwercial bank, Citizens 3ank Limited.
These are the manifestations of problams rootad in government’s
monetary and financial liberalisation 2cliclss, the inadeguacy of
financlal raguliation, The zonstraints on oroductive activitiss
and <he structure iand management within financial institutions.
We suggest at this tTime threse rasponses o The apova issues.
Firatly, it is impcrzant for goverament o txrv and sustain the
lew inflation <that has peen achieved in r2cent mentis so chat
high ncminal intersst ratas can de raducad., Secondly, éovernment
should consider antitrust policy To restrict the formation of

financlial conglomeratas {or supermarketrs) and axtend the mandatsa

(6]
)

Zhe Fair Trading Commission o financial services; or amend
the Banking Act and the Financial Instizuticns act to rastrict
ownership by or in cecmmercial and industrial enterprises. And
thirdly, government needs to ansure affective regulation of the
financial entities. This will depend on improvement in the
monitoring capability of the Central Bank and greater
coordination among the three regulatory bodies, namely, the
Central Bank, the Superintandent of Insurance and the Securities
Commission. Access to information and a better understanding aof
the structure and function of financial institutions waould

enhance the process.
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TABLZ 1. REAL ASSETS OF FINANCIAL INSTITUTIONS, 1990-1995 (JSbn)

§ | COMMERCIAL | FINANCE | MERCHANT | BUILDING | CREDIT |
| UEAR | BANKS HOUSES & | 3ANKS |SOCIETIES | UNIONS !
! , TRUST | | |
: | | COMPANIES | | :
| 2090 | 5,94 | 0.15 | 2.57 | 1.58 | 0.6 |
{1991  10.77 | 0.10 | 2.34 1.70 0 0 0.37
) | { { B
I 1e92 | 11,3 0.08 | 2.80 | 2.2 L oouan
| o931 ! 11.49 | n.09 i 2,01 2.20 | 2.35

| 1sea ! 13.a0 . 3.0 ¢ 2.97 S.45 0 2.37

{1395 12.62 .07 2.1 REE ). 45 |

7]
(@]
e
ty
(¢!
[(M

Statistical Digest, 3ank 2 Jamaica

TABLE 2. DEPOSIT AND LOAN RATES OF COMMERCIAIL 3ANXKS, 1988-1896¢F

| VEAR | AVERAGE | AVERAGE | AVERAGZ | AVERAGE | AVERAGE | AVERAGE !
i | WEIGHTED | WEIGHTED | SAVINGS | SAVINGS | WEIGHTED | WEI GHTED |
| DEPOSIT | DEPOSIT |RATE | RATE | LOAN LOAN
s RATE RATE ¥eminal | Real | RATE | RATE
i Nominal | Real | | Neminal | Real
1983 14.3 5.0 | 14.0 | 5.7 43.5 23.7
1989 16.4 5.9 14.2 0.1 48.7 13.5
1590 23.5 1.5 18.0 -4.0 44.3 22.2
1991 23.5 -27.3 18.2 -32.8 16.6 -30.7
T
1992 | 32.5 ~44.8 1.3 -56.0 31.8 -19.2 |
1993 | 29.5 7.4 15.3 -2.3 30.7 3.7 |
1994 33.6 -1.3 21.5 -13.6 25.4 11.1
1995 22.0 2.1 20.2 0.4 25.1 15.8

Source: Same as for Table 1



TABLE 3A. COMMERCIAL BANKS’ ALLOCATION OF LOANS AND ADVANCES
1883 - 1993 (Percantages)
SECTOR (1988 | 1989 [ 1990 | 1991 {1992 |1393 |1994 |1995 |
. | i
Agriculturs |12.6 | 9.4 | 9.7 /7.9 | 7.9 | 5.0 | 6.2 | 4.1 |
Manufacturs |21.1 {19.5 |17.5 |15.9(15.0 |12.3 l12.9 [13.2 |
Construction |22.8 |23.2 |22.9 T19 3117.5 |[24.0 (14,3 1201
|Davelooment ! g ; ¢ r ; ; ‘
i ) . { t : .
Financial | 2.2 | 2.0] 2.6, 2.1 2.3 | 3.3 ; 3.3 ; 5.:

| Institutions | ! \ | 1 :
Government | 7.5 | 7.7 ! 3.5 5.3 | 3.7 5.3 3.2 7.3

|Distribution | 3.2 & .4 | 1.1 3,31 3.3 ' 7.9 3.3 T3

b N |

: : |

I Tourism L 7.3 ] 8.2+ 3.3 ] 5.2 7.2 0 3.4 3.2 0 3.1 |

| Persconal bo4.3 % 5.3 5.2 %11 2 115'1 E 7L LT e

|other [ 29.2 [22.0 !'20.0 !24.7(23.3 135.9 fz2.3 !22.9
Scurce: Same as for Table 1
TABLE 3B, FIA INSTITUTIONS/ ALLOCATION OF LOANS AND ADVANCES

1583 - 19895 (Percantages) :

[sEcToR 1983 21389 | 1900 1991 1992 1992 1994 | 1995 '
Agriculturs | 3.1 | 2.7 | 2.5 | 2.5 | 2.0 | 1.8 | 1.5 | 3.9
Manufacture |14.1 |19.4 |16.3 |16.7 [28.9 [10.1 l11.0 | 7.7
Construction | 44.7 |35.4 [35.8 [20.1 |21.3 [22.8 }23.3 l23.3 |
& Land | |
Development i
Financial 6.2 4.0 2.4 2.3 2.2 3.3 5.0 3.0
Institutions \

Government 2.4 3.8 3.2 3.8 1.1 1.6 2.0 0.8
Distribution 4.1 6.5 6.4 7.5 1.1 7.4 | 12.9 7.8

Tourism 4.7 | 6.1 | 6.1 | 6.6 | 9.7 | 7.2 | 8.7 | 8.3
Personal 3.8 4.9 5.8 7.7 7.3 8.3 | 11.1 |13.9
Other 11.9 [17.2 |21.0 |22.7 |23.4 |28.0 |26.0 |31.3

Source: Same as for Table 1



TABLE 4A. BANK LOANABLZ FUNDS AND RATE OF GROWTH OF REAL G&DP,
1988 - 1995

|7EAR [M,/GDP | TOTAL |GOODS | SERVICES |AGRI- | MANU- | CON-

| RWTIC |GDP | R | CULTURE | FACTURE ! STRUC
| | | | | | , TLON

| 2088 | 0.335 oz L sz 3.7 ] 2.4 5.4 1 14.3
l1989 | 0.405 ! 5.3 | 0.3 | 3.3 | =-8. 7.2 1 8.9
2990 | 0370 ; 5.3 [ 740 31 | 1.3 3.7 1.5
1991 | 0.389 ¢ 0.8 | -2.2 1 4.3 | -0.2 -7.3 0.5
lz90z [ 0.379 . 1.5 | 1.3 | 1.3 Loz 1.2 7.2
|-o02 | o0.308 @ 1.1 7.7 SR B D -1.3 -9.3
|1994 | 0.+08 9.8 S N - 3.8 ~5.3
11905 | 0,152 5.3 b 3.7 2.2 ~1.0 5.7

Source: Zconcmic and Soclial 3urvey, PICJ: Jaticnal Znccme and
Product, STATIN

TABLZ 4B. RATE OF GROWTH OF JUTPUT OF SELECTED SUBSECTCRS,
19838 - 1995

YEAR | TEX- | FURN~ | MACH. jDIS- | FINAN ' FINAN INSUR | REAL |
TILE | ITURE | &  TRI3- | CIAL  CIAL ANCE | ZSTATE

| | 2QUIP ; JTION | INST. . SERV- | ; |

! 1 | | _ICES i |
1988 | -13.7 | 11.5 | 10.8 1.9 1.8 0 39.3 | 2.3 ‘ 2.9

| ¢

1939 -1.3 8.9 9.3 3.4 ] 23.2 ¢ 12.4 7 7.3 ] 1.9
1990 -1.3 0 o | 14.0 4.6 1 12,4 14,90 7.31 3.9

T | 7 ﬁ
1591 11.1 ) 0.2 | 2.3 2.2 ] 18.3, -0.5 4.1 4.1
1992 8.1 | -13.3 3.3 5.3 3 8.3 | 4.8 5.4
1993 3.1 7.4 | 13.7 4.0 =7.2 | =9.2 ] 9.3 2.5
1994 30.7 | 13.9 | -1.2 1.7 | 47.3 1 53.2 | 5.4 5.0
1995 6.3 3.9 | 10.2 5.7 | -2.6 | -3.1 2.0 5.8

Source: Same as for Table 4A



TABLE 5. CURRENT ACCOUNT OF THE BALANCE OF PAYMENTS, 1988 - 1995
USS Mn
YZAR | BALANCE NE TOTAL PRIVATE | CURRENT |
g | ON TRADE | SERVICES |TRANSFEZRS | TRANSFERS | ACCOUNT |
f i | wET ;
1933 | -357.3 182.3 | 205.3 125.5 | 32.1
i . e = i
| 1989 | -806.0 -l4.4 1 322.3 | 133.2 -297.3
| 1990 | -322.1 | -77.3 | 271.4 35,2 | -228.0 |
! - + : : .
| 1991 -424.3 | -84.3 | 252.3 |  153.3 | -283.3 |
i 1992 bo-4TE.5 146.7 338.3 | 223.2 | 10.2
| ' B : !
i . |
| 2993 P =304.7 233.5 275,32 306.4 F -124.2
| 1294 | -532.0 135.3 T3 deT.z o 13,3
! 995 i -gai.2 106.3 | 379.2 | 521.3 | -253.°
Sourze Same as for Table :A
TABLE 6. STLECTED FINANCIAL VARIABLES, 1988-199%
I - - T T
] 72AR i IXCHANGE ¢ ZNFLATION ; COMMERCIAL | FZA CCMMERCIAL | PINANCE .
; i RATE | RATE | 3ANKS f INSTI- 3ANKS HOUSES '
, i J$ To USSL 1 'Average; . LIQUID p TUTIONS  j INTEREST INTEREST
| :Average) 1 | ASSET l LIQUID i RATE RATE :
' a | RaTIO ASSETS | SPREAD SPREAD !
! ; | . RATIO e
{10238 3,49 1 3.3 1 20 ; 5 1 :0.8 2.a.
i : : |
1989 5.75 14.3 20 4.5 | 3.0 5.4
: : ! 3
1990 7.18 1 22.0 32.5 | 3.5 7.2 9.5 |
1991 12.85 51.0 20 9.5 8.3 15.1
|
1992 232.01 | 77.2 50 13 4.1 24.4 |
1993 25.68 22.1 50 17 4,3 20.7
|
1994 33.35 | 35.1 50 17 15.1 25.6
1995 35.54 | 19.9 47 25 21.6 35.0
Source: Statistical Digest, Bank of Jamaica



TABLE 7. HOLDERS OF GOVERNMENT TREASURY BILLS 1988-1995
2
(Percentage)
: ZEAR | COMMERCIAL BANKS I MERCHAMT™ BANKS % OTHERS
I ! | TINANCE HOUSES ,
, , ! |
: ! ] . A !
| 1983 ; 48 | 10 12 |
! 1989 | 26 | 18 36 i
! {
| 1990 256 '? 24 , 30 5
; T : | ~
; 1991 | 24 ; 17 | z5
! : - ! a _ 2
: 19982 H z t 12 i 0
i 19a:z 32 i 7 34
1994 ; 34 Ll 33
: 1995 | 21 i 7 -2
Scurca: Same as for Taplie 1
TABLE 3. FOREIGN CURRENCY DEPOCSITS AND LOANS, 1Qo(Q~1%59%8
158SMn)
1 v=ar ! COMMERCIAL | MERCHANT | 3UILDING ; TOTAL . 3AVINGS
; | BANXS | BaNKS | socizTy | LoANS ! RATE }
i | DEPCSITS | DEPCSITS JERCSITS | Average)
| 1991 n.a, | n.a. | a.a. n.a. ! 1,47
| | .- !
1992 n.a. n.a. | a.a. | 88.3 1 4.08 |
: k :
12393 l 428 .4 4.7 ! 53.3 ; 142.3 ¢ 3.4814
{ i
- : |
1994 597.0 13.7 39.0 i 312.2 3.88
! i
1995 665.6 14.7 36.3 | 323.7 3.96
Source: Economic Statistics, Bank Of Jamalca

(WS}
)




TABLZ 9A., SELECTED INDICATORS OF COMMERCIAL BANKS,

1990-1993

T - - —-'——]
|  YTAR | RATE OF | RATE OF RATE OF GROSS | RETURN ON iRETURN ON |
‘ GROWTH OF | GROWTH OF | GROWTH OF | PROFIT | AVERAGE I AVERAGE E
: ASSETS | DEPOSITS LOANS j MARGIN | ASSETS i C3PITAL '
\ | i ; | SMPLOYED
| . | . i . ;
| 1990 13 | 19 21 | 13.9 | 2.9 | 35.4 i
i I !
: 1 - { i ; R
| 1991 80 | 47 | 32 | 3.0 ! 2.3 U 36,2
7 1 — i —
I 1992 ! 70 | 88 1w | 15.3 3.3, 53.3
H - 1 :
l T
| z993 | 32| 38 53 ! 16.5 2.5 | 3704
: , - ' ] f
| 1994 54 | 50 | 28 | 17,9 4.3 . 53.2
| 1995 26 {20 1 4z oo o 12.2
Scurce: Same as Zor Table 3
TABLE 9B. SELECTED INDICATORS OF FIA INSTITUTIONS, “800-1903
! YEAR | RATE OF | RATE OF | RATE OF | GROSS ' RETURN ON | RETURN ON
5 | GROWTH OF | GROWTH OF | GROWTH OF | PROFIT | AVERAGE | AVERAGE
! ! ASSETS JEPCSITS 0aNS P MARGZIN | ASSETS | SAPITAL ;
5 | l | ! | Zupravsn
1 . S N r N ‘ '
| 1900 | 22 | 12| 130 b s 1s 0 2T
1991 | 30 9 23 5.8 0 .5 | 23,1 |
1992 | 73 98 27 11.1 3.9 39.3 |
1992 2 11 19 7.4 | 2.1 16.2 |
I 4
1994 36 4 (10) 12.3 4.3 28.4 |
1995 16 1 13 11.1 2.9 17.3
Source: Same as for Table 8.

(¥}
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APPENDIX I

THE CASE OF CENTURY NATIONAL BANK
céntury National 3ank (CMNB) Limited was the result of the Jamaicanisation in
1986 of che Girod 3ank (Jamaica )} Limited which started operations in Jamaica

in 1984, CNB was =he 4th lLargest commercial bank in Jamaica with an asset
pase Of JS$6.5 billicn and 9 pranches island wide bhefore its closure in July
1996. CNB was mart of a group of companies in which CNB Joldings Limitad, zha

Jarent company, 21ad sharss. The cther Zinancial members of zhe jroup are
Century National Merchant 3ank and Trust Company Limited, the 5th largest
merchant vank in =he zcuntry which operated lease-financing and other services
such as devosit iand morzgages and Century Naticnal 3uilding Society, the 3rd
largest puilding socisty wnich affersd services such as savings and mortgage
financing. The other non-financial subsidiariss of CNB Holdings are Tordix
Limited which owns zeal =gtata in one 2f the prime tTourist arsas and zianned
~c develop =nterrtainment Zacilities; Shape Corparat-cn Limized wnich 1o0lds
residential lota on Jamaica’'s North Zoast; and 3Sopring Park Tarms Limited
which 2wns a “rcat dcuse and operatad a Iarm on Jamaica 3 Scurn loast deannng
wn broilsrs, Seef cattle and 2igs. The associarad companiss <f zthe Jroup, o
wnich the io?d

g A

wiiose cotal assers wer= astimatad ac abeut SSiZ pillien i
bDase detericratad in 19¢5 Irom J$8.5 ©i -
government, CNB and csther incsrestad o

July 1995 in order to address the quui
announced Zailure lad to 3 JS3 billic
the 305 providing L;quhdxhv supporz of
inject capital intc zhe mank failled and

1 L1c company 2as shares, ars the Jamaica Srande Fctzl, 3anaral
Consultant3s and Insurance 3rckers Limitad and 3lue Cross 27 Jamaiza o H=alsh
Znsurance).

The ilncreasiag Liguidizy cxisis 2f the Zennury Iinanc:al antizies led :the
Minister of Pilnance to close them i July, 1996 and wpnstall a3 <2mMporary
manager. In 21ls wnzTarim reporsT, fhe ,_mpcwar" manager 2stimatad zhe deficiz =7
z—he companies ar IJ§5.3 billicn with assets walued at S+4.5 SLL1icn as igarinsc
zhe =stimate of che deficit by the Cencu*" managers at JS1.3 naillicn. Th
conclusion in che rsport 13 tihat the managers deceived the regulatory
aucher.ties Dy understating che llapilities and overstating the issats 27 Ihe
financlal =sncitiss. This points to tzhe diificulty in determining =he vaiue =%

: £ the CYB group
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The main iLssues ;n relsticen zo CNB are: che :tyose 3 activities Lito which -tTs
loans were directad; cre significant ameount of investment in zccnneczed
companies; <che =LgnLr lcant amount or ncn—-performing loans in ita loan
sortioilo; and the inability of che regulators toc clesely and 2ffactively
menitor TNB and hence prevent the detsr:ioration of iws liquadicy posizion and
the large 30J cverdraft which totalsd over J$4 billion. Most of the Bank’s
loans and investment went into real =stata and -ourism property development.
Actual investment was undertaken 9y the non-Iinancial members 27 the ZNB group
since the 3anking Act precludes commercial banks from investing in land other
than for the purpose of conducting banking business. At the a2nd of 1992 CNB
nad invested in member companies and affiliates of the CNB group J$280 miilicn
which was more chan hali the amount investad by all of :the commercial banks in
their members and aifiliates. The three Zinancial antities provided
substanctial loans o the parent company, CNB Holdings.

Some of the subsidiaries and associated companies of CNB's holding ccmpany
wera found to have signiiicant outstanding debts to the bank at the zime of
closure on July 1lC, 19%6. The merchant bank and the building society had
overdrafts with the bank totalling USS7.5 million whereas the parent company
and one of the non-financial subsidiaries had outstanding debts of US$6.0
million. A retail business owned by the president of the holding company was



<]

3
Listed as having an outstanding debt of IJS30.7 million wher=zas an asscsiatad
company in the tourism industry nad a debt of US$1.0 million. Three vears ago
-2 Coopers and Lybrand inspection team Zound “hart the three CNB financial
"insctitutions had been engaging in non-arms length dealings with insiders and
granting credits axcseding zhe stacutory Limits (Minister of Tinance Press
Zonferenca, July 12, 1996}. Sufficient information is not availaple at this
time to facilitate an assessment of the sxtent o which the bank was in breach
of 3ection 13 of :zhe 3anking Act.

Among the ccmmercial banks, CNB had the largest amount of aon-~performing
loans. At che 2nd of 1992 zhese lcans representad 30 percent of the bank‘s
loan portfolio wnich was almost four -imes as 2igh as the average (8.33%) fo
zhe banking sector. The Tatio increased =o 30 sercent in 1994 Hut was reduc
<0 almost 24 percent in 1995 - i Zigure still aigh relative o zhe zatiocs 2
tnhe other banks. The w=asons given 2y or:;c~al= for these nigh ratios ars 2dad

management decisions and the peor handling 2f =he aon-—-periorming lcans. Tae
other contributing Zactor is :zhe aigh Lnterasst rat2 regime since 1990Q.
Jeposit and loan rates incre=ased slgni:;vant ¥ Detween 19291 ind 19%4., Hcowever,
CNB's loan pertioclio grew anly larginally, Ior axample I i : in
1992 ©po 3S1.2 billien in 1983, Devosits experisncad 1 sim Frowtia
Zrom S5$2.4 Dillion in 1992 =o S2.3 sillion ia 1992, The locans
and slow growth of zhe lcan Jortiolic vesulzad wn the jrowt ‘o af
acn-nperiorming loans. Relatad 2¢ zhis .3sue 13 zhe -ovestmenc i c2al 2staus
and tcurism grceper=ias. The zegturns Irom these have 2asn La2ss chan anvisaged
an account cf the slamp Ln thne Teal 2stats market wnlch Ln —urn constrilned
che divestment of “hese assets; the hctels In which CNB acguirad shares 1ad
seen .oss-making sropertias. At the present -ime, thie I2mporary nanager 13
still trying 2o detaermining ine dwnersnis oI asssets ana thie Zwue axtent of
liapilicies of zhe Zentury Xdat:wcnax Financial iasctituticns. .
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