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INTRODUCTION

For most of their history, bank cperations have been a
mystery to most people in the Caribbean. This is partly because
banks have been operating here either as a small part of the large
branch network of an international concern or as part of the inter-
national extension of some banking corporations priparily =ngaged
in providing domestic banking services in its home country, These
institutions were concerned mainly with the financing of international
trade and the administering of international payments. They
involved themselves in the local economy by financing those activitles
which had a direct bearing on international trade and payments, such
as export agriculture and commerce, but as bankers they alsc administered
payments, played a significant role in the issue of local currency,
and accepted local deposits, these coming primarily from the business
community. Little was known or published about their activities
except the number of offices which existed, the staff of their vrincipal
offices and the note issue,

Since the end of the Second World War considerably more
interest has been taken in their activities, as information about the
ragnitude and pattern of their opérations became known with the general
recognition in government circles of the need for more information
about economic activity in the country. In this period, too, has come
s*gnificant contributions about the operations of banks in the dependent
territories, and since the operation of the Bank of Jamaica in 1961
information on banking and its relation to the rest of the economy has

increased tremendously,
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For most of its history, too, banking activity has not
been subject to state regulations, This came to an end in 1960
when the Banking Law was enacted. This, together with the founding
of the Bank of Jamaica meant that the national government had now
formally accepted responsibility for monetary and banking policy.

The present effort is an attempt to further the informative
and analytic framework with regard to bank operations. Emphasis will -
be given to the organizaticnal and structural aspects of banking and -
their relationship to the economy. One of the main criticisms of
international productive units is that their interpational interesﬁs
take precedence over national interests, The political and intellect-
ual climate in which they operate today, however, is such that this
subordination of national to international or private objectives is
proving to bYe a costly yardstick by which to operate. Hence, there
is a narrowing of the gap so as to give more priority to operations
which would be in the national interest. There has, moreover, been
considerable interest recently in Jamaica in business organization
and management, and it is hoped that by paying some attention to bank
organization, some interest will be stimulated in these areas of
banking,

In our enquiry into the stru;ture af the industry we have
tried to look as broadly as possible into the composition of the
industry and the relationship of the units to each other, to the
aggregate industry and to the economy as a whole, St;uctural questions,
are relevant to policy makers, No two banking firms are exactly
alike, While their operations may be similar enough to distinguish

then from non-commercial banking firms, there may be differences among
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them which are sufficiently significant to merit some attention.
Although, indeed, most general monetary policies are said to be nons-
discriminatory, yet if the firms in the industry are sufficiently'
different, any policy can be discriminatory, The controls on
consumer lending imposed in 1969 were intended to discriminate against
a certain type of lending not against any individual banking firm.

It is also true that banks with spare capacity had recently increased
this type of lending. Which type of bank would the regulation have
affected more: the bank with spare capacity or the ones.which had
developed the machinery for the efficient administration and control
of this form of business? How do policies which control the interest
rate on savings but allow fixed deposit rates to be determined in the
market affect the individual firms involved, These examples are
takten from recent policy measures. Citing them here is not to
criticise them for whatever the variation iﬁ their effect on the
banking firms there were sound reasons for their introduction. Yet,
some consciocusness of the possible effect of various policy measures

on the types of units most direct%y involved is relevant,
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HEISTORICAL BACKGROUND

Banks in Jamaica are predominantly internaticnal in
character. Commercial banking dates back to 1837 when the English-
ownedl Colonial Bank was founded with Head Office in London and
branches in the British West Indies and British Guiana. The main
functions of the bank were to discount bills with substantial names
as securiiy, to lend money upon cash eredits and upon sufficient .
personal security, to deal in foreign exchange, to issue notes payable
in dollars and to engage in business which was conformable to the
correct principles of banking.2 It was intended to establish a prin-
cipal bank at Kingston in Jamaica and branches at the out-ports whenever
these ports developed suificient business for this facility. The bank
shied away from the provision of badly needed agriculiural credit,3 and
two local banks were established to serve the planter interests, but
these succumbed to the sugar crises in the middle of the century. The
Colonial Bank thus remained the only banking institution in Jamaica
until the arrival of the Bank of Nova Scotia in 1889.

The existence of a second bank in Jamaica appears to have
brought to banking some degree o£ competition. The Bank of Nova Scotia

began issuing notes in 1900 and by 1909 had the larger issue, There

1Some proportion of shares were apparently reserved for residents in the
colonies, A Banking Cerntenary, Barclays Bank (Dominion, Colonial and
Overseas), p. 27,

2Ibid,, p. 29.

3C.‘J‘. Callender, The Development of Capital Market Institutions in
Jamaica, ISER, 1965, p. 24,

or

i
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Table 1

tote Issue of Jamaican Banks Selected
Dates, 1399-1913%

December 31 Colonial Bank Bank of Nova Scotia
1899 £152,251 -

1901 112,789 gh8,519

1909 71,462 92,929

1913 54,539 101,178

Source: Handbooks of Jamaica, 1899, 1901, 1909, 1913,

also developed apparently some yivalry with regard to the expansion of
the number of bank offices in Jamaica, the Bank of Nova Scotia taldng the
lead in this respect but being followed readily by the Colonial Bank.
The expansion wonld not appear to have arisen out of competition for
deposits as the Colonial Bank found that the demand for zdvances in the
West Indies was small, and for some years about 50 per cent of the funds
raised on current and deposit accounts was represented by gilt-edged
investments. This was not a desirable situation as from time to time
substantial sums were applied direct from profits to write down the
value of investments.l The Colonial Bank, in keevping with its charter
established facilities only in the ports, but the Bank of Mova Scotia

also went inland to Mandeville in 1910 and to Spanish Town by 1913,

lA Banking Centenary, Barclays Bank (Dominion Colonfal and Gverseas) p. 58.
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Table 2

Number of Commercial Bank QOffices in
Jamaica, 1905-1939

1905 1908 1911 1914 1918 1919 1926 1930 1939

1

Colonial Bank E 1 1 2 6 10 10 10 10 10
Bank of Nova Scotia 1 & 6 8 10 10 11 12 13
Royal Bank of

Canada 1 1 1 1 1 2 2
Canadian Bank of

Commerce 1 "1 1 1
Total 2 7 9 15 21 22 23 25 26

Source: Handbooks of Jamaica. . i

e

lBarclays Bank (Dominion, Colonial and Overseas) from 1926,

Two other Canadian banks established branches in Jamaica in
1911 and 1919, but expansion of offices slowed down thereafter especially
in the 1930's, perhaps due to the depressing world economic conditions which
prevailed at that period,

In 1926, the Colonial Bank which had extended itself into

West Africa was amalgamated with the Anglo-Egyptian Bank and the lational
Bank of South Africa to form Barclays Bank (Dominion, Colonial and Overseas).
Among other things, the union was designed td enable the new bank to coordina

its resources to meet seasonal requirements of the various localities in

which it carried on ousiness, and to take advantage of prospects for increase

1
Barclays Bank Ltd, of the U.K. became the major share-holders,
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imports and exports between the overseas areas and the United Kingdom.l
In the meantime, the bank had become heavily involved in cxport agri-
culture, and advances in the main were connected either directly ox
indirectly with this industry through the finance of the growing crops
or the movement of agricultural produce to the world's markets.2

Some qf the other banks operating in Jamaica also expanded
their international networks, The Royal Bank of Canada became
established early throughout the Caribbean and in South America, The
activities of the Canadian Bank of Comﬁerce were more limited with only
a few branches in the Caribbean, The‘Bank of Nova Scotia,
however, did not extend its activities to the Eastern Caribbean until

well after the Second World War, In addition, all these banks had

branches in the U.S.A. and in London, The London offices were important

in that they were used for the pooling of surplus funds which they
channelled on a seasonal basis to deficit areas or invested in income
earning securities in a period when there was an absence of suitable
securities in Jamaica.

These four banks did all the commercial banking in Jamaica
until 1959 when new international .banks entered Jamaica, The post-war
periocd saw a continued expansion of offices by Barclays Bank (D.C.C.),
and the Bank of Nova Scotia, In 1959, the other two banks also joined
in this type of expansion. In this year, too, the Bank of London and

Montreal, an international subsidiary of the Bank of Montreal and the

lA Centenary of Banking, Barclays Bank (Dominion, Colonial and QOverseas),
1836-1936, pp. 197-198.

®Ibid., pe 205,

-

!
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Bank of London and Scuth America opened a branch in Jamaica, This
bank was incorporated in Nassau in 1958 specially for international
operations in the Caribbean and South America, By this time, too,
the large American banks having extended themselves fully at honme,
were, among other things, turning to the expansion of their inter-
national divisions, The First NMNational City Bank which has an
almost world-wide international network of branches established an
office in Jamaica in 1960, Local participation in bank ownership
came in the 1960's with the reorganization of the Bank Si Nova Scotia
and the founding of the Jamaica Citizen's Bank, ‘Local banking laws
and a Central bank alsec became a reality in the 1960's, and indications "

are that the 1970's should see the birth of¥local control,
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GROWTH AND STRUCTURE OF ZANK DEPOSITS

Bank productive activities consist primarily of the provision
of funds to deficit spending units iﬁ the form of loans and advances
and of the purchase of securities, the transferring of deposits both
domestically and internationally, and the performance of certain
services such as the collection and acceptance of bills and the
granting of letters of credit, The extent to which they can perform
the first of these functions depends on their ability todattract the
savings and idle balances of surplus spending units,

Three main sources of bank funds may be c;nsidered -
deposits, inflows of funds from branches onvbanks overseas, and
equity capital, The last of these has existed only since 1956,
and is of minor importance when compared with the wvolume of
deposits, Indebtedness to branches or banks abroad has been of
importance tv some banks, especially the newer banks. * Their
presence depends largely on whether the banks involved haﬁe built
up a lending business more rapidly than their deposit business and
on the cost and risk involved in ;he use of such funds. On the
other hand, some banks may have leant to their branches abreoad so
that the net position may have been either that of net lending or

: 1 . .
net borrowing. Borrowing from abroad appears to have risen

1 : S
Most banks may show both balances due in or due out in their balance
sheets, but normally a bank with significant figures on one side of
the balance sheet would show negligible balances on the other side.
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steoeply since the last guarter of 1957 and attained a2 postwar peak
in 1965, Latterly these balances have been declining in relafion
to deposits especially since the 1967 devaluation when it became
obvious that the newly independent territories in the sterling area
were free to determine their exchange rates irdependent of the £ ster-
ling. Following devaluation, too, the cost of overseas funds rose to about
almost prohibitive levels,

Table 1 shows vividly the overwhelming importance of deposits
as a source of bank funds, and iﬁrﬁith this aspect of banking that the
remainder of this Chapter will be concerned.

ke

The commercial banks are among the éarliest financial ‘
institutions esftablished in Jamaica and although their early emphasis
appears to have been not so much the mobilization of savings and
idle balances as the financing of trade and éxport agriculture they
have become significant mobilizers of savings from a broad cross-
section of the business and household community. They appear to
have become so for a number of reasons. For one thing their liabili-
ties have a high degree of liguidity; then, they have extended thedir
branches into areas which were formerly served mainly by the Govern-
ment Savings Banks;l third, saving through the commercial bark is

more generalized than in some other institutions, for example,

1 . N o
As early as 1836 private s:zvings banks were established for the safe
custody of and increase of small savings. They were, however,
replaced by post office savings banks later, after a few reverses,
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Table 3

Distribution of Selected Liabilities, 1948-19469

Bmn.

Selected Liabil=

Balances ities as % of

due to Total
Year Equity Deposits Banks Abroad Total Liabilities
1948 96,8 3.2 100,0 92,1
1949 95,0 5.0 100,0 93.7
1950 96,8 3.2 100.0 . 92.9
1951 98.2 1.8 100.0 9047
1952 98.3 1.7 100.0 91.0
1953 97.2 2.8 100.0 92.7
1954 - 99,4 0.6 100,0 89,2
1955 98,8 1.2 100.0 92,0
1956 98,0 2.0 100.0 91 .8
1957 96,6 3o 100,0 92,5
1958 91,9 3.1 100,0 62.9
1959 90.0 10.0 100,0 94,0
1960 88.1 11.9 100,0 90,7
1961 78.8 21.2 100,0 86,6
1962 78,1 21.9 100,0 90,4
1963 88,0 12,0 100,0 90,8
1964 86,9 13,1 100.0 90,0
1965 82.8 1742 100,0 86.8
1966 2.8 83,7 13.5 100,0 89,1
1967 3.0 38,5 8.5 , 100,0 8843
1968 3,8 91,4 4,8 10,0 g6.2
1969 3.1 91.9 5,0 100.0 84,3

Notes: 1948-1954: End of year figures.
1955-1960: Average of end of quarter figures,
1961 1 Average of end of May-December
1962-1969: Average of end of month balances.,

Source: Dgpte, of Statistics, Monetary Statistics and Bank of Jamaica
Bulletins,



v

- 12 -

building societies, arnd less personalized than in cthers, e.g., credit
urions. Moreover, as cmployment ard income increased with industrial
and mining growth, and people moved to urban areas and found employment
with businesses which used the banks for transactions and credit, they,
too, tended %o use them for depositing their savings. Finally, the
international commercial banks appear to have gained the confidence of

2
savers.

Growth
Statistics with regard to the growth of bank deposits are
available since the end of World War 1I, and rates of growth aver
the period are shown in current prices over the period 1946 to 1969 s
in Table 1 and in constant prices over the ﬁériod 1955 to 1968 in -
Table 4,
Table 4

Average Annual Rates of Growth of Deposits, Loans and Advances, 1946-~1969
{Current Prices)

®

Total
Period Devosits . Demand Saving Time Loans
1946-1949 ~0.6 2,9 -3.2 -8,3 33,5
1950-1955 10.6 10,4 9.6 18,4 742
1955-1960 1.7 10,2 14,7 8,0 24,3
1961-1969 13.0 8.5 15.5 24,0 12,1

1946-1955: end of year figures; demand deposits unadjusted,
1955-1960: average of end of quarter figures; demand deposits unadjusted.
1961-1969: average of end of month figures; demand deposits adjusted.

Source: Bank of Jamaica

411 the other institutions appear to have experienced some degree of
failure in their early bistory. aAltkough the first international bank
experienced some difficulties during the 19th century, it survived.
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Table 5
Average Annual Rates of Growth of Deposits
(1%60 Prices)
%
Total
Period Deposits Denand Saving Tinme
1961-1964 9.9 3.4 13,7 23.0

1955-1960: average of end of quarter figures; demand deposits
unadjusted. .
1961-1969: average of end of month figures; demand deposits adjusted.

A few factors are evident from the tables, In the early
post-war period when spending units were adjhsting their portfolio
in response to the new avai;ability of goods following the resump=-
tion of international trade, total deposits, savings deposits and
time deposits experienced negative rates of growth, Time deposits
nad the highest rate of decline, Demand deposits showed a small
positive rate of growth, but this was smsall, At the same time loans
and advances grew at an extremely rapid rate. The fact that these
advances did not creatse any net new deposits lndicates the high
degree of external leakage of bank resources resulting from loans
in thia period,

Throughout the post war period average rates of growth have

"been far more stable for deposits than for loans and advances, and

rates for deposits seemed to be lowest when that of the latter was
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ktighest, The other point worth noting is that in the 1560!'s the
rate of growth of demand deposits fell relative to the rates
experienced in the fifties, but that of both savings and time
deposits showed rates more rapid than existed previously. HMoreover,
demand deposits which grew faster than savings deposits in the
garly 1950's and nmore rapidly than time deposits in the late 19501s
no¥ had the lowest rate of increase.

There seems to be little doubt that the growth of bank
deposits has been largely influenced by the growth of income and
employrent, Table 6 provides estimates of the rates of growth -
cf G.D.Pe, G.N.F,, and Gross Domestic Saving in the post war pericd.

If one compares the rates of groth shown in Table 4 with
Table 9 it would appear that deposits experienced the highest
average rates of growth between 1961 and 1969 when the rates of
increase of all three aggregates presented in Table & were at their
lowest.l Indeed, only the rates for demand deposits follow the
rates in Table 9 in direction, This seems to indicate that savers
may also have been moving away from other forms of saving towards
the savings and fixed deposits of commercial banks.,

One may postulate that with both income and employment
increasing, especially in the urban sector, there will not only
be an increase in the number of savers but the average size of
savings will increase. This may lead spending units to make

greater use of interest yielding securities. Indeed, the net

lIn the 1950fs the denosit rates corresponded more closely to GIP
and Gross Domestic Savings Rate.

it
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addition to devosits as a percentage of Gross Domestic Saving has
increased from 8.6 percent in 1956 to 31,7 percent in 1969.

Commercial banks are only one of a number of institutions
in which spending units invest their surpluses. In some of the
more financially developed economies it has been alleged that
commercial banks have experienced a slower growth rate than other
financial institutions, and that this has been due or at least
alded by the fact that of these institutions only commercial banks
have been subject to official control,. In Jamaica, commercial
banks, like other financial institutions, have for the greater part
of their existence been free of such contrel, except that imposed
by the banks themselves,

In fact, as the preceding section shows it was after the
setting up of the Bank of Jamaica that the industry recorded its
most rapid growth. It may be instructive, however, to compare the
growth of Jamaica bank savings and fixed deposits with those of
other financial institutions. Table 8 shows the average rate of
growth of Government Savings Bané savings deposits, shares and
deposits of building socieites, credit union shares and deposits
and peoplets co-operative banks. The figures indicate that in the
post World War II period the average annual rate of growth of cormer~
cial bank deposits was second only to that of Credit Unions which
experienced rapid growth in the early years of its operations but

slowed down afterwards.1 The table also indicates that in the

Credit unions began operations in 1940-41,
By }\g\éj;ﬁ\ Bevd BIM Y LTy

5347
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Average Annual Rates of Growth of GDP, GNF, and Gross Domesiic Saving

GDP GNP Gross Domestic Saving
Current L960 Current  L960 Current 1960
Period Prices Prices Prices Prices Prices Prices
1950=1955 13,1 12,3 15.4
1955-1960 lz2.1 11.2 9,4 6,3 17,8 1h.1
1961-1969 7ob 7el 7.0
1961-1968 5.3 5.5 2.9

Source: Based on data from Department of Statisties publications

on National Accounts.
immediate post-war period when spending units were adjusting their
portfolios in favour of goods in response %o the re=-opening of inter-
national trade there was alsoc a shift away from commercial bank
savings and fixed deposits, and government savings banks deposits,
although the liabilities of the other institutions grew at relatively
rapid rates, In the 1960's, however, commercial bank savings and v
fixed deposits grew faster than any of these selected liabilities of
financial institutions. These va;ious rates of growth have resulted
in the following composition of selected financial assets (Table 19).
Between 1945 and 1968 commercial banks improved their percentage of
the total of the liabilities. -,

An important financial asset excluded from the above are the
liabilities of insurance companies. These have been excluded for

three reasons: lpnadequacy of the data, they are not as liguid as
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Table 7

Change in Jeposits as a Percentage of Gross Domestic Saving

Change in Total
Deposits as a %
of Gross Domestic

Year Saving

1950 23.3
1 19.5
2 1z2.1
3 29,8
h 17.7
5 8.6
& 8,6
7 13.3
8 8.4
9 9.8
60 11,6
1 0
2 3.8
3 14.1
L+ 18l6
) 10.0
6 14,2
7 20,4
8 26,1
9 31-7

Change in Demand Change in Savings
Deposits as a % and Fixed Deposits as
of Gross Domestic a % of Gross Domestdic
Saving Saving
18,0 S.3
14,9 h,5
2e9 9.2
15.3 14,5
124 5e3
4,0 4,6
1.h4 . 7.2
6.5 6'9
3.0 Sk
6.1 3.7
7.5 4,1
- ’+|1 L“.l
- 4-7 kS 8-5
1.9 2,2
ko7 13.9
099 9ll
2.6 11.6
5.9 14.5
6.3 19.8
9.1 22.6

Source; Department of Jtatistics, Monetary Statistics, various issues,
and National Accounts, various issues. Alsc Bank of Jamaica,

Bulletins.,

those included, and, finally, not all non-life insurance companies

can be regarded as being directly competitive with commercial banks

for the savings of persons,

While we may regard a life insurance

policy as a deliberate decision of a spending unit to set aside a
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Table 8

Average Annual Rates of Growth of Commercizl Bank Savings.and
Fixed Deposits Compared with Selected Liabllities of Other
Financial Institutions

Commercial Government Shares and Credit Peoplets
Bank Savings Savings Deposits of Union Co=operati
and Fixed Banl Building Shares & Banks
Periced Deposits Deposits Societies Deposits Sharesg
Jan,l, 1946~
DeCU 31' 19#9 -3.9 -2.‘!‘ 10.6 .J 35.3 10.2
Jan.l, 1950-
Dec. 31, 19555 10,8 6.9 10,7 333 2.9
Jan.l, 1956 |
DGC-BJ_, 1960 13-4 ?.8 » Ge? . 3103 6.9
Jan.l, 1961- a ® o
Dec. 31, 1969 16.8 7.6 1343 13.5 443
Jan.l, 1946" . 4 e £
Dec. 31, 1969 13.0 6.2 1047 25.5 8¢5

January 1, 1961 to December 31, 1968;
January 1, 1961 to December 31, }968;
January 1, 1961 to December 31, 1966;
January 1, 1946 to December 31, 1968;
January 1, 1946 to December 31, 1968;
January 1, 1943 to December 31, 1966;

L T TR ~ TR + B = S

All rates based on end of yesar figures.

Source: Department of Statistice, Jamaica, Monetary Statistics,
various issues,
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poertion of his income in a certain way or to acquire an amset of a
certain nature, some non-life insurance policies are almost auto-
matically acquired when phsyical assets are acquired. The growth
of motor vehicle and other property insurance is therefore a function
of the growth of these types of property and, in the case of motor
vehicles, of the frequency of accidents. Third party insurance on
a motor vehicle is in most territories a legal requirement, and
spending units normally take comprehensive cover on newer vehicles,
Furthermore, these assets are not in any sense liquid,ualthough
they may enhance the use of the insured goods as security for
obtaining loén funds.

There is little doubt that insur;hce liabilities are among
the most rapidly expanding group of financial assets although
statistical data is poor. Indeed, insurance companies are offering
an ever wider range of securities., There is the growth of pension
plans, industrial insurance, health plans, Insurance securities
are becoming associated with those of other firancial institutions
when they offer life insurance pblicies linked to commercial bank
and building societies savings deposits and insure certain type of
loans especially in the expanding instalment credit field.

It is difficult, however, to accept Odle's estimates of
the assets of insurance companies on the basis af a 10:1 ratio in

respect of non~life companies.l The nalvety of the estimates can

lM.A. Q0dle, The Significance of Non-Bank Financial Intermediaries in
the Caribbean, March, 1970 (Mimeographed). OdlLe does not state the
basis on which these ratios were derived,
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be seen by the fact that if premium income amounts to %1 million

over the previous year assets will increase by $10 million, and if

it increased by %5 million assets would rise by #50 million, It

would seem preferable to regard the addition to assets in any year

as being approximately equal to premium income + investment income

+ capital gains or losses less expenses, Estimates of the growth

of income and expenditure of insurance companies are available from

1961 on a panel sample basis and their assets and liabilities have

been published since 1964 and it may have been preferable to work

the estimates back to derive estimates for the period covered by

Odle, For the twelve companies included in the panel sample of the

Department of Statistics actuarial reserves grew by l2.1 percent

between 1964 and 1968, Premium income of these life insurance

companies grew at 10 percent. The insurance companies dominate the

non-banks, In 1965 the actuarial reserves of the 12 companies in

the sample amounted to $47,0 million compared with $45.7 million

for the liabilities of other non-banks included in Table 12, If

these life insurance figures are extended to the population of life

insurance companies operating and are added to non-life insurance

statistics,l estimates of the growth of total non-bank institutions
The tremendous growth of property in the post-war period especially
motor vehicles, residential and non-residential buildings and inven-
tories has undoubtedly resulted in a high rate of growth for non-life
insurance., In addition, there has been growth of industrial insurance,
health insurance, etc,, and a growing degree of differentiation of

insurance activity. Gross income of non-life companies grew at the
rate of 18,1 percent between 1965 and 1968,
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would undoubtedly be fairly well dictated by insurance rates; and
we are tempted to c¢onclude on a priori grounds that in spite of the
rapid rate of growth of non-monetary bank deposits, liabilities of
non-vank institutions may have kept pace or outstripped them.

The growth argument is sometimes couched in terms of money
vis~a~vis non-monetary financial assets, In such a case, if we
follow traditional practice and regard demand deposits as the only
form of bank money our results would seem to conform with the growth
analyses, for, as we noted time and savings deposits oflbanks have
eXperienced a much more rapid rate of growth in recent years. How-
ever, since control of banking activity is not restricted to their
use of funds obtained through the creatioﬁtof demand deposits only,
the arguments may be treated as unimportant.

The dominance of commercial banks is, of course, partly the
result of the late development of the industrial structure of the
econormy and the consequential absence of a sophisticated financial
structure. The efforts being made in official circles to attract
a variety of financial institutions, including development banks,
merchant banks, mortgage banks, and investment trusts should lead to

a lessening of this superiority. \//

Structure
The different rates of growth have resulted in a changing

composition of deposits, especially in the 1960's. The ratio of
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demand deposits to total deposits increased up to 1951 (Table 10),
levelled cff at a slightly lower rate and fell after 1955, The fall

was accelerated between 1960 and 1961 partly because of the transfer

£

of government deposits to the Bank of Jamajca, but the share of

private demand deposits fell rapidly up to 1967 and appears to have
levelled off. A straight comparison of the 1961 with the 1960
figures is difficult for three reasons., First, only May to December,
that is, after the transfer of government deposits, is included in
the average. Second, private demand deposits are adjusted for bank
float in Table 11 but not in Table 12,% and, finally, figures after
1960 represent averages of end of month balances while those for
1955 to 1960 aée end of-quarter averages. To make our tables more
comparaple we present in Table 7 percentage; based on average end

of month balances of unadjusted deposits,.

1 Commercial bank deposits shown are unadjusted prior to 1961 because
adjusted figures were not available before May, 1961. This, however,
tends to over-estimate the private demand deposits in the system,
because entries in customerst accounts may be made before their respec-
tive interbank settlements are effected. These entries are of two types:
(1) customers deposit cheques made out in their favour in their bank
accounts. These may be deposited either in a demand savings or fixed

al'' deposit account, but the vast majority of such transactions are for the

" /demand deposit accounts. Indeed, a one-bank sample of debits and credits

,/ show that in the years 1961 through 1969 well over 90 percent of credits
were to demand deposits accounts. As the funds so credited are not yet
at the disposal of the resceiving bank these are deducted from private
demand deposits., In some cases banks would not allow withdrawal of
amounts so credited until the cheque has been cleared; (11) The other
type of entry is in respect of certified cheques, bank drafts, and other
instruments which are debited to the customers' demand deposit account
but for which a transfer of funds to the bank in which they are deposited
has not yet been effected., These are added to private demand deposits
because they are still the liability of the bank which issues the instru-
ments. In computing the money supply, adjusted deposits, as defined here,
are used in preference to unadjusted deposits. However, since the public
has neither the use of uncollected deposits nor of savings representing
unpaid instruments of transfer it would seem more appropriate to deduct
both of these items from unadjusted deposits for this purpose.
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Table 10

Composition of Deposits, 19441960

%

Demand )
Year (unadjusted) Saving Fixed Total
1944 5249 39,5 7.6 100,0
1945 52,0 40,3 .7 100,0
1946 51,7 41,5 6.8 100,0
1947 55,4 37.8 6.8 100.,0
1948 57.2 36,6 6.3 100.0
1949 57.8 36.9 5¢3 100.0
1950 60,0 35.2 L,8 100.0
1951 61.6 34,5 4,0~ 100,0
1952 59.2 35.k 5.4 100,0
1953 58,0 33,8 8.2 100,0
1954 59.3 34,8 6.7 100.0
1955 - 59.7 . 33.5 6.7 100.0
1956 5643 36.4 7.4 100.0
1957 55,0 36,6 ~ 8.5 100,0
1958 53,2 39.2 7.5 100,0
1959 5h,1 39.8 6.1 100.0
1960 55.3 38,7 6.0 100,0

1944-1954: - Dec. 31, unadjusted
1955-1960: -~ Average end of quarter

Source:; Department of Statistics, Monetary Statistics.

Both tables show that the private sector was holding a
smaller percentage of demand deposits. The share of savings deposits v
increased rapidly to a high of 52.8 percent but has declined since.
On the other hand, the proportion of fixed deposits increased
steadily throughout the decade. This development is not surprising.
Bank offices have been extended to less urban areas, and this should -
bring more savings into the banking system. As the banking habit

spreads and the size of the average deposits increases with the
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Table 11

Composition of Deposits, 1961-1969

®

Private

Total Demand Government
Year Deposits Adjusted Demand Saving Fixed

Rmn
1961 81.5 h2.9 34l h5.4 8.6
1962 88.0 38,4 3.h 46,0 12,2
1963 103.2 35.7 24,3 46,5 15.5
1964 118,6 3L, 2 1,2 48, 15.8
1965 132,3 33.5 1.1 50.7 14,7
1966 144,0 29,3 1.1 52,8 16,8
1967 167,9 28.1 1,5 5149 18.5
1968 205,6 28,0 0.5 5047 20.8
1969 262,5 28.7 0.7 48.9 21,7

Average end of month balances,
1961: April - December only,

Source: Bank of Jamaica

Table 12

Composition of Deposits (Unadjusted) 1961~1969

Total Demand

Deposits {Unadjusted) Savings Fixed
Period fmn. % 9% %
1961 87.9 5069 41,9 763
1962 91,5 44,0 Lk ,3 11.7
1963 106,3 39.8 bs,2 15,1
1964 123,2 37.8 47,0 15,2
1965 134,1 3545 50.0 14,5
1966 151,0 33,6 50.4 16,0
1967 176.2 32,9 : 49,4 1747
1968 213,97 3143 48,3 19,8
1969 267.9 3068 42,9 21,2

Average of end of month balances; demand deposits adjusted; for 1961 end
of March figures were given a weight of 4, April to December were each
given weights of 1.
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expansion of income-and employment depositors will seek to maximize +
their income on deposits and thus move to fixed deposits. The
decontrol of rates on fixed deposits of six months and over, and the
increasing competition for funds by banks at a time when funds are
scarce and interest rates are high are likely to intensify this

trend. Pressure on financial institutions to utilize their resources
locally should add further to the expansion of the banking system.

With regard to interest rates, it may be noted that priQr to 1961

banks paid hlgher rates of interest on savings than on deposits

fixed for nerlods of less than 12 months. Dep051ts for 12 months

ard over earned the same rate of interest as savings, but the maximum 8
oo by :

apount in a saﬁings-adcount was limited to £2,000,

Another noteworthy development is the changing composition 7
of fixed deposits in terms of their maturity distribution. As
Table 8 shows this has been especially noticeable with regard to
the_increaSe in deposits fixed for 12 months and over. It is likely,
however, that the decontrol of rates on deposits between 6 and 12
months may reverse the trend, as banks will now offer higher rates
for deposits fixed for periods between 6 and 12 months, and since
they do not like to commit themselves to high rates for too long

a period their rates in this category may be sufficiently attractive.

L.
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Table 13

Composition of Fixed Deposits

Maturity

Category 1963 1964 1965 1966 1967 1968 1969
3 months 22,6 21,1 18.1 14,5 14,9 14,7 17.%
3-6 months 24,0 21,4 19,9 13,2 14,2 17.6 12,9

6-12 months 53.0 5"".? 46."" 3606 39-5 - Ll'at? 4502

12 months &
over . 0.4 . 2.9 15,6 35,6 31l.4 25,0 24,5

Percentages are based on average of end of guarter deposit holdings,

Source: Bank of Jamaica.
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Relative Importance of Demand Deposits in the Money Supply

Demand deposits and currency are the instruments used in
making payments, The former is used principally in large trans-
actions but a growing nu%ber of persons are using them for relatively
small transactions, and cheques have been becoming increasingly
acceptable by most businesses. The level of demand deposits will
therefore be affected by the extent to which spending units hold one
type of these assets rather than another.

In Table 13 the proportion of demand deposits in the stock
of money fell up to 1966 and then rose. The levelling off between
1967 and 1968 and subsequent upturn of the proportion of private
demand deposits to total deposits (Table 6) may have been partly
affected by this reversal of the trend in pieference between the
components of the money supply. There are many factors which may
affeet the ratio, As income and employment increase one expects
greater use to be made of demand deposit facilities, but much would
depend on the income category of persons receiving the additional
incone, If a significant proportion of additional income went to

the low income category who use currency rather than demand deposits)Af
ratio of the latter will also decrease. The same considerations

arise with regard to the expansion of employment, If new entrants
to the labour force were mainly in the lower income Category the
currency ratio will tend to increzee, There has, in addition, been

substantial migration of unskilled people from the rural areas into

the towns, particularly Kingston. To the extent that money plays

L.

i
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a greater role in exchange in urkan areas persons who move into the
city will be using money on a large scale. They will almost

certainly use currency rather than demand deposits,.

Table 14

Ratin of Demand Deposits to Money Supply, 1962-1969

Year Percent
1962 66,5
3 66.6
L 66.1 .
5 65.3
6 64.5
7 65.2
8 67.6
S £9.8
1970 67.8

Source: Bank of Jamaica, Bulletin, various issues,

Deposit Velocity

In the preceding sections we have logked at changes in the
volume of bank deposits over time. It is alsoc important to examine
the rate of turnover of such deposits. Because demand deposits are
held principally for making payments and are chequeable)one expects
its velocity to be several times greater than that of the other
types of deposits. It is also postulated that in dependent
economies a significant proportion of savings deposits are in fact
held for so short a period that they can be regarded as performing

the function of demand deposits,
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In order to test this theory we have used a one-bank sample
of debits to savings and time deposit accounts, It does not seem
useful to carry out the same type of analysis in respect to demand
deposits because the use of overdraft facilities which appear as
debits to current accounts does not constitute a turnover of exist~
ing demand deposits, To obtain an estimate of velocity we divided
these debits by the average holdings of deposits by that bank for
the year, For 1969 the sample consisted of 29,2 percent of all
savings accounts and 23 percent of fixed deposit accounts., This
represented 33 percent of savings deposits and 28 percent of fixed
deposits. Complete data was available for the years 1963 to 1966,
1968, and 1969, but information for parts of years 1961, 1962 and
1967 show essentially the same relationship between the variables,
The results are shown in Table 15. They yield the surprising result
that savings deposits turn over more slowly than time deposits,

Thus while there may be many withdrawals from savings accounts
the great volume of such savings furn over relatively slowly.

The fact that the savings deposits of small savers are
genuine savings is also borne out by the relative inactivity of the
volume of deposits in the Goverument Savings Bank, as shown in
Table 16, These characteristics also seem to be borne out by the
interest rate policy of commercial banks prior to 1961 when interest

rates paid on savings equalled that pald on 12-month fixed deposits

and exceeded the rates for shorter period contracts. With the recent

jiird



Year

1954
1955
1956
1957
1958
1959

Source;
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Table 15

Comparative Velocities of Saving and Time Deposits

Year

1961
1962
1963
1964
1965
1966
1967
1968
1969

1961
1962
1967

Jour

Velocity of Government Savings Bank Deposits 1953-1969

Velocity

Saving

0.60
0,51
0.99
1.06
1,07
1.08
0,86
1.12
1.07

¢t June to December only.
s* January to March and July to December omly.

: April to December only.

ces

0,72
0.73
0,74
0.79
0.77
0.83

Bank of Jamaica.

w

Table 16

Year

1960
1961
1962
1963
1964
1965

Velocity

0,97
1.02
0.77
0,67
0.69
0.68

Time

1.04
0,74
1.21
1,50
1.57
1,23
0.89
1.31
1,47

Year

1966
1967
1968
1969
1970

Velocity

0,69
0,68
0,65
0,65

Department of Statistics, Monetary Statistics, various issues.
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redistribution of fixed deposits in favour of deposits of 12 months
and over however one would have expected the veloecity of fixed
deposits to slow down relative to that of savings deposits, but this
has not occurred yet.

Although the periocd for which velocity statistics is avail-
able is short and there were gaps in the data, we attempted a crude
seasonal analysis of the savings velocities; by summing the veloci-
ties for each month for the years for which we had complete data,
and expressing it as a percentage of the average of the.éum of all
the velocities, The highest turnover was in December, but thers
was a concentration of high ratios from October until January,
reflecting the rise in household spending at this time of the year,
and the necessity to dip into savings in January after the heavy

spending period is over.

Table 17

Seasonal Indexes of the Velocity of Savings Deposits

Month Index Month Index
January 107.1 July 99.8
February 90.7 August 977
March 100.5 September 88.9
April 85.8 October 106.4
May 93,6 November 112,2
June 87,2 December 130,1

Source: Bank of Jamaica,
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Interest Rates on Deposits
Interest rates on bank deposits in Jamaica were not an as-’

" pect of competition prior to the 1960's, The banks have tradition=-
ally fixed rates for savings and fixed deposits by agreement among
themselves. Prior to 1961 the level of these rates appear to have
been determined in relation to the Bank of England rediscount rates,
but the structure appears to have been a reflection of the velocities
discussed above.l Table 18 shows the various rates and Table 19
indicates the relationship between changes in the U,XK, Bank Rate and
the local savings rate,.

Table 18

Commercial Bank Deposit & Lican Rates and
Bank of England Discount Rates

%

3 nmonths 6 months 12 months Bank of
Savings Time Time Tinme Loan England
Year Rates Deposits Deposits Deposits Rates Rates
195““ lo? - 152 1-7 500
1955 169 - l-"l' 109 5-5
1956 2,8 1.8 2.3 2,8 6,3
1957 2.7 2,0 2.5 3.0 6,3
1958 2.6 1.7 2.2 2.7 6.7
1959 240 1,0 1.5 2.0 5.5
1960, 2.7 1.7 2.2 2,7 6.2
1961 3.0 2.0 2.5 3.0 6.5

1 January - July.

Source: Department of Statistics, Monetary Statistics, 1961.

1 Since March 1961 the banks have been supplying the Bank of Jamaica with
these velocity figures apparently voluntarily.
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Ia thkis period, too, *he changes in the savings rate followed
fairly closely on changes in the U.,K, Bank Rate, Commercial banks
paid no interest on amounts exceeding certain limits in saving
accounts, The limit was fixed at £500 prior toc May 1952 and at
£1,000 between this date and March 1955, Thereafter and up to
August 1961 when it was removed the 1limit was £2,000. Thus persons
who had savings exceeding these limits were forced to transfer the
excess either to lower interest securities within the commercial
banks, to fix them for 12 months and over or to purchase non-bank
securities,

Since August 1961 the structure of these interest rates i

i

have changed, so that savings deposits now vearn the lowest of the N
rates paid by the banks, This is probably one reason for the
change in the structure of time deposits noted in Table 11, Since
10th August, 1966, too, banks have been competing on fixed deposits
of periods in excess of 12 months.l The restrictions on interest
rate competition in a period when banking competition has becone
increasingly competitive has resulted not only in rate competition
for fixed deposits for periods of over twelve months, but in a great
deal of differentiation in the types of securities offered. These
include bonuses on savings left with the banks for periods exceeding
twelve months, provided a certain minimum is maintained in the
accountj call deposits, which earn special rates of interest if left
for periods beyond the period of control. They cannot be normally

1
Bank of Jamaica, Bulletin, September 1966, page 19.
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Table 19

Comparison of Changes in Commercial Bank Savings
Rates and Bank of England Discount Rates

%

New
Bank of England New Savings

Date of Change Rates Rates
13 May, 195k 3.0
1st June, 1954 1.5
27 January, 1955 3¢5
24 Pebruary, 1955 4.5
9 March, 1955 2.0
16 February, 1956 5.5
1st March, 1956 3,0
7 February, 1957 5.0 )
lst March, 1957 225
19 September, 1957 7.0 :
1st October, 1957 3.5
20 March, 1958 ' : 6.0
lst April, 1958 N . 3.0
22 May, 1958 ' 5.5 )
lst June, 1958 2.25
19 June, 1958 5.0
lst July, 1958 245
1st September, 1958 2.0
20 November, 1958 4,o
21 January, 1960 5.0
1st February, 1960 2.5
23 June, 1960 6,0
1st July, 1960 3.0
27 October, 1960 5,5
8 December, 1960 5.0
25 July, 1961 7.0
1st August, 1961 345

Source: Department of Statistics, Jamaica, Monetary Statistices,
Quarter ending December, 1967,

withdrawn without notice ranging from 90 days to 6 months. Savings
certificates for longer periods, more commonly three years or five

years, and insured savings involving regular savings to a defined
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Table 20

Commercial Bank Deposit and Loan Rates.l August 1961 - 1970

Bank of

3 months 6 months 12 months Bank  Jamaica W.K,

Savings Time Time Time Loan Disgount Bank

Year Rate Deposits Deposits Deposits Rates Rate Rate
19614 3.5 4,0 be5 5.0 745 6.0 645
1962 3,46 h,0 4,5 5.0 7 5.9 4,8
1963 2.5 3,0 3.5 h,o 6uk 4,8 L,0
1964 2l 2,6 3.1 3.6 6,1 4,2 G2
1965 2.5 3.5 4,0 h.5 7.0 5.0 6ok
1966 3.2 3475 4,25 4,75 7425 575 645
1967 3.k 3.8 4,3 4,75 7.3 53 6,2
1968 3.75 4,2 4,5 4.8 7.8 57 7ol
19695 30"{‘ 3.9 1*‘0"" 408 - 7-? 5.8 ?-9
1970 245 4.0 6.0 = 7.5 7.0 - 8,0 8,0 6.0 7.2

Source: Bank of Jamaica Bulletin, various issues.

+ Average of monthly rates,

2 6 months but less than 12 months up to August 19663 6 months but
less than 9 months thereafter,

3 12 months but less than 15 months up to August 1966; 9 months but
less than 12 months thereafter,

4 August = December only.
February - September,
target, are also offered, More recently banks have been offering
to waive ledger fees on demand deposits if a given minimum balance
is retained in the account,
The normal structure of rates is for them to rise to a pegk
on securities maturing in three years and to fall thereafter.1 Banks

Rates on 2 Yyear savings certificates: 7W%
Rates on 3 year savings certificates: 72

e
e

o
B

Rates on 5 year savings certificates and Golden Passbook accounts: 6%

These rates are subject to little variation.
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consider it risky to cffer very high rates on very long term contracts,
Thus in high interest pericds the shorter rates are likely to rise
over the longer rates, In late 1969, for example, rates on deposits
of 12-18 months exceeded the rate paid on three-year savings certifi-
cates, With the decontrol of rates between six menths and twelve -
months in 1970 these shorter rates also exceeded the three year
rates,

In 1970 high external interest rates were attracting v
Jamaican deposits abroad. As a result bénks were allowed to compete
freely for deposits made with them for periods exceeding six months.
The effect of this has been a rapid increase in the uncontrolled
rates. This appears to have resulted in raising lending rates and v
hence helping to stem the excessive demand for credit which existed
late in 1969, Banks appear to have become highly liquid again, il
total and local liquid assets being 27.3 percent and 22,3 percent
respectively of deposits in March 1971 compared with 21,7 percent
and 18.6 percent for the same month in 1970.l The high rates appear
to be diverting long term funds from long term institutions such as
the stock market.2 There is, moreover, no indication that bank
deposit rates or lending rates have fallen in spite of the lowering

1 Bank of Jamaica, Statistical Digest, May 1971, Table 10,

The Jamaican Investment Fund holds some 30 percent of its assets as
fixed deposits. It is suspected that the more established long term
institutions are making generous use of the banks' high interest fixed
deposit facilities. No information on deposits by sector of holder is
available however.
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of the bank rate,

Distribution of Deposits Among Holders

On the basis of data from six of the seven banks representing
83%.8 percent of demand deposits, 89.6 percent of savings deposits and -
90,3 percent of fixed deposits Table 21 sets out the percentage of
deposits'in the various accounts by size of account. As expected,
the bulk of the savings deposits (90.7 percent) is concentrated in —

the accounts with balances of less than $20,000, the $1,000-31,999

class being the modal group.l Fixed deposits, on the other hand,

are concentrated in the upper groups, that is #2,000 and over.

=5

Unfortunately, we do not have the number of depositors in each group
for all banks as this would give some indication of the bargaining
power of fixed depositors assuming that the larger the deposit the
greater the bargaining power. Demand deposits are more evenly
spread, the model group being the #2,000 ~ 19,999 class.

In Table 22 is presented also deposits by type of holder for

the same sample of banks, Private residents hold almost 61.7 percent y/’
of all deposits, and private non-residents another 6.8 percent.
Private individuals also top the shares of savings and time deposits,
82 percent and 54,4 percent respectively for érivate residents,
Their share in demand deposits is also significant probably due to
v

the holdings of unincorporated businesses. Companies, on the other

hand, are the largest holders of demand deposits, with locally

1 Not in the sense of the number of accounts but in that of the volume

of savings.
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Table 21

Frequency Distribution of Demand Saving and Time Deposits 30/9/69

Total Demand Savings Time

Deposits Deposits Deposits Deposits
Size of Deposit % % . % %
Under %1,000 16,0 11,3 25.2 1.9
$1,000 - 1,999 20,2 10.7 32.8 Dal
$#2,000 - 19,999 29.6 T 22,3 31.9 3349
$20,000 -~ 99,999 13.4 20.0 6.k 19.9
4100,000 - 199,999 7l 12,5 1.8 12,9
$200,000 anod over 15,5 23,1 1,9 26,3
Total .
Value of deposits f#mn, 2k1.9 7047 117.7 53.5

Source: Information supplied by six of the seven commercial bhanks,

controlled companies holding about 2.8 times that of overseas

/
controlled companies, They also hold about 40 percent of time deposits
with 9.2 percent going to overseas controlled companies,

Table 22

Ownership of Deposits by Type of Holder -~ 30/9/71

All Demand Saving Tinme
Type of Holder Deposits Deposita Deposits Deposits
Locally Controlled Companies 21.9 k5.8 37 3146
Overseas Controlled Companies
(a) Registered in Jamaica 5.9 13,1 0.7 345
{b) Reglstered Oversecas 1.1 3.b S 0.7
Private Individuals
{a) Resident 61.9 33,0 82.0 S5ho b
(b) Non-resident 648 1.9 11.0 345
QOther 2.3 2.8 25 1.3
Total 100,0 100,0 100.0 100,0
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Individual Bank Trends and Shares

Table 23 permits comparison of the trend in the proportion of

eack type of deposit in the total depeosits of individual banks.

Broadly speaking, the trends in individual banks reflect that of the

aggregate picture: the share of demand deposits falling through the

decade with one minor exceptioni the proportion of savings deposits

rising for all banks in 1966 and that of all banks but one falling

between 1966 and 1969,

Some more specific features may be noted,

Finally, time deposits rose for

The share of

deposits fell faster and that of time deposits rose more

" for the newer banks, partly reflecting greater publicity

all banks.
demand
fépidly

given to

fixed deposit plans, and more aggresiveness in other forms of

4 L] V:P & [}
marketing in some cases, and readiness to pay higher rates of interest

in others,

greatest degree of competition.

reflected the branch structure as Table 23 shows.

Table 23

It is with this aspect of banking that there is the

The shares of savings deposits

Demand, Saving and Time Deposits as a Froportion of Total Deposits

Bank Demand
1962 1966
% %

1 47,8 37,2

2 63.5 45,9

3 30,3 29,8

4 35.5 32,0

5 4o 4 32,4

6 49,8 41,6

. MNew
Banks
since

1959 55.7 42,6

1969

%

28,2
31,2
28.9
30,7
30,1
42.0

27.6

Source: Bank of Jamaica,

1962
%
40,1
16.3
47,8
4745
41.7
43,2

28.2

Individual Banks

Savings
1966
%
43,8
22.3
53,1
51.5
52,6
bz 2

30,7

1969

%

29.1
21,1
51.0
Lhi,7
5642
40,8

20.9

=
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Time
1966

%

18.9
31.8
17.1
18,1
13.0
15,3

26 ._8

1969
42.6
57,7
20,1
24,7

13.7
18.5

51.5
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Table 24

Relationship of Share of Savings Deposits in Bank Deposits and Branch
Structure, 1969

%

Banks with island-wide branches 53.3
Banks with 10-15 branches 42,1
Banks with 5 or less branches 20,7

Source: Bank of Jamaica.

Tables 25 and 26 also reveal that the shares of deposits of
the largest banks have been falling. The decline has takén place
primarily in the shares of private demand and fixed deposits the
share of savings deposits having remained stable, Actually, the
two large banks appear to have different experiences with regard to
the movement of the various types of deposits, One of the banks was
able to increase its share of savings deposits appreciably but its
other deposits, especially its time deposits, fell sharply. The
other bank's share of private demand deposits remained stable but
its share of savings deposits‘fell for ﬁhe years shown and its fixed
deposits fell sharply between 1966 and 1969, The medium sized banks -
increased their share of total deposits modestly. There were gains
in shares of private demand deposits and losses in shares of savings
deposits for both banks. Their experiences were again different with
respect to time deposits gains and losses for each bank being
exXperienced at different times, The new banks showed

gains in their shares of all types of deposits, but while increases



Table 25

Shares of Individual Banks in Deposits, Selected Years

Total Deposits Private Demand Deposits Savings Deposits Time Deposits

Bank 1962 1966 1969 1966 1962 1666 1969
‘ % % % % % % %
A 5.6 57 6.0 5.7 6.1 6.6 7.0
B i L L2.6 40,5 37.0 b7.9 Ls b 384
C 1) .5 12,3 12.4 15.7 11.1 11.6 10.7
D 55.0 ELPe 31.0 35,2 32.8 27e7 20.0
E 199 300 Lj‘o} 4.3 007 602 9'5
r 1.9 1.9 23 2.2 2.2 2.5 L6
Wew Banks
since
1959 3.8 4,9 9.9 5.0 6.5 9.1 2.9 3.0 L3 4.7 8.7 2k .8
Scurce: Bank of Jamsica.
Table 26 <
Shares of Banks in Totél Depoeifsl Se¢lected Years
Total Deposits Private Demand Depdsits Savings Deposits Time Deposiis
Bank 1962 1966 1969 1962 1966 1969 1962 1966 1969 1962 1966 1969
% % __ % % % % % % % % % %
Banks with '
island-wide
branches 79.4 770 71.5 76.1 7242 67.7 80.7 80.8 79.6 80.4 3.1  58.4
Banks with
10-1 . :
bra_nfhes l?oo 18.0 18.‘4 18-? 21.1} 23.2 17.2 16.2 16.0 ...L!+09 18.2 1?-?
Hew banks - ry
since 1959 3.8 1}..9 9.9 5«0 6.5 901 2-09 5.0 ‘l'i'oj L*'n? 8-/ 24.8
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in time deposits were so great that in 1969 their share exceeded
that of the medium-sized vanks, they showed only modest gains with

respect to savings deposits,

Summary

Bank deposits have increased more rapidly in the 1960's than
at any previous time, but in its composition there has been a shift
away from demand deposits first to savings and time deposits and
later to time deposits, The structure of {ime depesits, too, has
shifted in favour of deposits fixed for periods over six months.
This appears to have been influenced partly by the change in the
rate structure and partly by the aggressive policieés of banks,
particularly the new bvanks, The latter have been exceptionally
successful in attracting time deposits and if there is any desire
to lessen the disparity in the size of banks the effect on these
banks will have to be considered in any policy changes. The recent
relaxation on the control of rates on deposits over six months
probably succeeded in discouraging the outflow of savings as designed,
but it has raised the cost of funds and, hence, lending rates, It
seems, moreover, to be attracting funds from long term institutions
whose deposits are large enough to merit the best rates, Finally,
there is little indication that the banks have lowered either deposit
or lending rates following the latest reduction in the Bank of Jamaica

discount rate.
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The Disposition of Resources: ILiguid Assets

Bank liabilities are among the most liquid of financial
assets., Demand deposits may be withdrawn without notice. These
deposits form part of the money supply. They are used by spending
units primarily for making payments to each other and this results
in a fairly voluminous degree of transfers of resources between banks,
which for the individunal banks is tantamous to withdrawals, Savings
deposits are in practice withdrawn without notice, but banks may require
three days notice of withdrawal. Fixed deposits may be withdrawn before
the expiry of the contract period at a loss of interes£. flotice deposits
require a specified period of notice, normally ninety days or six months,
before withdrawal,

For these reasons banks have to k;ep a sufficiently large
proportion of their resources in a form which would enable them to meet
their obligations to pay cash without embarrassment. Some of these
resources will be held as cash in till to meet expected normal excesses
of payments over receipts. Tmbalances between cash inflows and outflows
tend to vary with the day of the week, week of the month, month of the
year, and with the location and type of business of the particular office,

When banks are short of vault cash they withdraw some of their
deposits from the Central Bank in the form of currency. It is expected
that branches which are far removed from the Bank of Jamaica would tend
to hold larger balances on average, but except for 1969, this does not
appear to have been so. However, relating vault cash to deposits may

:
be misleading, because the banks with offices in Kingston and St. gndrew

only were all new banks which used imported funds to supplement deposits,

S



Table 27

Vault Cash/Deposit ratios by Geographical Dispersion of Branches

1961 1962 1963 1964 1965 1966 1967 1968 1969

Banks with island- . . - - .
wide offices 2.53H.7  2.633.6 2.333.2 2.252.9  2.3;3.0 2.432.8 2,3;2.5 2.132.4 2.8;2.7

Banks with offices
located mainly
irn Kingston and

larger urban ]
centres 5.1;3.1 3.4;2.9 3.4;3.0 2.9;3.3 2.7;2¢8 3-1;5¢2 3-1;3.2 aaj;aal{' 3-45201}‘

Banks with offices

in Kingston and ]
St. Andrew only 4.535.4 8.2;5.0 3403349 2.95%.,8 2.633.4 2.733.4  1.933.2  2.332.4 1.631.9

Source; Bank of Jamaica records.

Average of end of month data.

&4
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In view of the fact that the bank is just as committed to meet demands

for cash arising from the use of authorized overdraft facilities, it

may be more appropriate to use cash/total assets ratios for this analysis,
In Table 27, the ratios for the banks located in Kingston and St, Andrew
only appear to be among the lowest, There is some disparity within the
groups, and we believe that this may be due partly to the fact that banks
with a higher proportion of savings deposits also tend to hold more vault
cash,

Although cash in till is an important part of the balances held
by banks for meeting demands for cash, a far greater drain on bank resources
is likely to occur through interbank settlements arising out of payments
by cheque, Prior to tﬁe establishment of the Bank of Jamaica, these
debts were settled through transfers between?the banks' accouants in
London, Now, they are settled by adjusting the banks' accounts at the
Bank of Jamaica, The Banking Law, 1960, prescribes minimum deposits
that the banks should hold with the Bank of Jamaica, The average of the
daily balances in this account should be equal to a minimum of five per-
cent of the average of the banks' deposit liabilities at the close of
business on each Wednesday, but the last of the preceding month, Theée
statutory deposits are not income earning. Within any period of one month,
therefore, banks may make up shortfalls on some days with surpluses on
others, If the deficiencies are sufficiently large or prolonged, the
banks will find it necessary to borrow from the Bank of Jamaica or its
administered funds or to supplement its local funds from its Head Office
overseas,

For the settlement of international debts b;nks nave accounts

with their branches and correspondents in other countries, Balances in



Table 28

Vault Cash/Total Assets Ratios by Geographical Dispersion of Branches

1961 1962 1963 1964 . 1965 1966 1967 1968 196¢9

Banks with island-

wide branches 1—‘8;5.? 109;3-1 2.0;3.0 1.9;2-? ‘ 1.9;2.7 1-9;2¢5 1.8;2.3 1.6;290 2.1;2."{

Banks with offices
located mainly in
Kingston and

lc b
cii‘fiisur = 3.9;1.5 2.7;1l.4  2.9;1.8 2.3;1.8 1.9;2.3 24515 0 2.2;2.0 2,031,6  2.831.6

Banks with offices
in Kingston & St.

Andrew only 2.231.5 3.731.8  1.5;1.7 1,2;1.7  0.951.6  1.,3;2,1  1.5;1.8 1.7;1.7 1.35l.5

Source: Bank of Jamaica

&h
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these accounts are not normally permitted to exceed certain limits,

A significant proportion of these accounts are cleared through the
London accounts of the banks. Whether a net inflow of funds to the
London account is remitted to the branches in Jamaica would depend on
the liquidity position of the bank here. Similarly, if the London
account is in credit, a remittance to the customer in London may be
effected by simply debiting the dccount there, thereby foregoing the
exchange charges involved in the purchase and sale of sterling. Overa
seas balances are therefore important in the settling of international
indebtedness, but they are not counted as official liquid assets,
Because of the exchange risks involved in holding balance; outside of
the territory in which they are located, banks have now placed more
severe limits on the amoﬁnts they are prepargd to hold in such balances,
Mest accounts are in fact cleared rather spe;dily.

The other liquid assets held by banks are short-term market
instruments, These would include local commercial bills, Treasury bills
and short-term government bonds. International commercial bills do
not qualify as official liquid assets and cannot be discounted at the
Bank of Jamagica, The use of local bills has not yet been developed as
an instrument in settling debts in the business community, Hence,
Treasury billls form the major holding of income-earning liquid assets,.
Since 1969, local reglstered stock.with a maturity not exceeding nine
months can also be discounted at the Bank of Jamaica and are listed among
official liquid assets, The Banking Law, 1960, stipulates that banks
hold a minimum liquid assets reserve of 15 percent of their deposit
1iabilities.l

Lt

Yrhis is calculated by taking the average of eligible liquid assets at the
close of business on each Wednesday of the current month as a percentage

of the average of deposit liabilities on each Wednesday but the last of the
preceding month,
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Although reserves of cash and liquid assets were developed
for the purpose of meeting demands for cash by depositors they have
in many countries become instruments for controlling the expansion
of credit by the banks, Since banks holding liquid assets can turn
them into cash to meet cash reserve requirements, the more eifective
group of assets to control is that of ligquid assets. The Bank of
Jamaica has only varied the liquid assets ratio once in its history
and has never raised the statutory cash reserve from its minimum.
The use of this ratio can be frustrated by two factors: the banks!
ability to supplement their resources by borrowing from their head
offices, and, second, the aim of policy making authorities has been
not so much the global limitation of credit as control of its directiom.
With regard to the first pr@blem, it is expegted that in a situation
of credit restraint independent of the international situation, it may
be cheaper to borrow from abroad, Furthermore, with the high degree
of size disparity of the banks in the system, one bankts policy can
affect the aggregative picture significantly, so that applying this

measure in a general way may well be hard on a small non-cffending bank,

Liquid Assets Structure Prior to Central Banking:

Before the existence of the Bank of Jamaica banks! liquid
assets consisted of currency, balances due by banks or branches abroad
and investment in short-term securities in London. Table 1 shows the
composition of these assets. Excluded from the estimates are holdings
of local Treasury bills and balances with local banks, It is probable
that the latter were mainly items in course of collection, For at least
part of the period the banks also held some Treasury bills (included

under local investment in the official statistics). Callender notes,
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that in December 1945 when tne initial issue of Treasury bills was
rade, the banks took up about 93,5 vercent, tut that as public

support for the market increased they reduced their holdings until

by 1956 it was minimal.l Callender did not, however, include

holdings of Treasury bills in his estimates of liquid assets, On

the other hand, he included foreign investment but the banks' portfolio
in the early sixties suggest that some of this may have been more of

a medium term nature. We follow Callender, however, and regard all
foreign investment up to 1960 as liquid assetis,

Table 27 shows that the liquid assets ratio aftéf being low
in the early postewar years rose steadily up to 1957 after which it
declined rapidl& with the lending boom. Overseas balances were for
most years the major component but its share:was subject to a great
deal of variation, tending to vary in the same direction as charges
in the total liquid assets ratio, Except for the period 1950 to 1952
and again in 1959 the cash component and the total ligquid assets ratio
moved in the opposite direction. The foreign investment proportion
fell when the total rose between 1951 and 1953 and rose from 1958 to
1960 when the total ratio fell. Otherwise, there was no systematic
pattern of behaviour. In 1956, for example, foreign investment seemed
to have been substituted for overseas balances and vice versa the next
year, In their relationship to deposits, the cash component was the
nost stable and the overseas balances most variable with investment

somewhere in the middle, affirming that the overseas balances were the

1C.V. Callender, The Development of Capital Market Institutions in
Jamaica, p. 131.
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Table 29

Liquid issets Ratios and Composition of
Liguid issets 1948-1960

Foreign

Foreign Qverseas investm=
TLiguid Cash Overseas Invest- Cash balances ment

Assets as % balances ment as % of as % of as % of

as % of of as % of as % of Liquid Ligquid Liquid

Year Deposits Deposits Deposits Deposits Assets Assets Assets
1948 18.9 6,3 8,5 3.7 33.3 45,1 19.6
1949 17.9 8,2 6.7 3.3 45,8 37.5 18,7
1950 21,2 0,3 9,9 5,0 29,7 46,9 234
1951 2l 6 7.8 12.6 b2 31,7 51,2 17.1
1952 2k.9 8ok 12,6 ‘3.4_ 33.7 50.6 13,5
1953 25,4 6.6 15.4 3.k 26,0 60,6 13.5
1954 31,0 6.2 19,1 6,0 19.9 61.6 19,2
1955 3he2 5.9 15.8 12.6 17.2 45,2 36.7
1956 36,3 6.0 21.6 8.6 16,4 59.5 23,6
1957 372 73 23,1 6.8 19,6 62.1 18.3
1958 19.6 7.1 6.1 6.t 36,0 30,4 32.4
1959 17.9 5.9 6.5 55 32.9 364 3047
1960 14,0 5.7 3.9 L,3 40,6 27.6 30,9

Source: Department of Statistics, Digest of Statistics, 1953 and 195k,
and Monetary Statistics, various issues.
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main reservoir for meeting the wider variations in demands for bank
cash. Trhese balances were in fact used for settling inter~bank
transactions both local and international. Head Office invests
surpluses and usually pays interest to the local branches when their
accounts are in credit,

Structure of Liquid Assets after Establishment of Bank of Jamaica:

With the establishment of the Bank of Jamaica and the relevant
laws regulating banking, the banks were obliged to conform to various
regulations relating to their holdings of liquid assets. Assets
eligible for inclusion in the group of assets satisfyingvkhe legal
reguirements are vault cash, statutory deposits with the Bank of Jamaica,
other Speleled deposits with the Bank of Jamalca, Treasury bills, inland
commercial bills, money at call or short notlce with banks locally, and
local registered stock with a maturity not exceeding nine months,
Originally, sterling balances were included but they were removed from
the list for various reasons. For one thing, it was found that banks
could switch from local liguid assets to sterling and affect official
holdings of sterling reserves without changing their statutory liquid
assets ratio, Furthermore, if the Bank of Jamaica's control over bank
liquidity was to be enhanced only those assets which are subject to its
influence should be included in the statutory requirement, Finally,
it was observed that bank holdings of local Treasury bills were not
responsive to interest rate differentials between U.X. and Jamaican bills.

Table 28 shows the average ratios of statutory liquid assets
and cash to deposits observed by the banks through the years. When the

legally required minimum deposit in the Bank of Jamaica is deducted from



" Table 9

Selected Liabilitiece of Financial Institutions

fnn. % $mn. % fmn. % $mn. % fmn. 9 ¢mn. o fmn. 4 T . g T, % ‘ Ton.

Commercial Bank
Savings & Fixed

Deposits 13.1 63.0 17.6 58.3 33.6 58.3 47.0 60.3 7l.4 66,2 91.1 66.6 108.5 68.9 122.4 68.8 161.6 70.6 197.8
Gov't Savings
Bank Deposits 4,8 23,1 5.8 19,2 9.0 15.6 10.5 13.5 11.9 11,0 15.2 11.1 15.8 10.0 16.5 9.3 18.2 7.9 19.9

Finance Co. Deps. n.a 3.17 4.0 1.4F 1,3 1.6 1.2 1.4 0.9 1.1 0.6 0.9 0.4 1.1

Trust & Mortpage
Co, Deposits n.a .2 Nea 1.7 1.0 2.2 1.0 12.3

Peoplet's Co~op.
Banks Shares 0.2 1.0 Ot 1.3 0.5 1.0 0.8 1.0 0.8 0.7 0.9 0.7 0.9 0.6 Nea n.a n.a n.z N.a

Building Soc.
Shares & Savings

Dep. 2.7' 13,0 6.2 20.5 13,3 23,1 14,3 18,3 18.8 17,4 23.4 17.1 25.6 16.3 29.8 16.8 39.2 17.1 Nea
Credit TUnion

Shares & Deps. o o C.2 0.7 1.3 1e9 2.3 . 2.9 3.5 3.2 4,6 3.4 5.2 3.3 6.3 3.5 6.9 3.0 7.6
Total 20,8 100.0 30,2 100.0 57.6 100.0 78.0 100,0 107.8 99.8 136.8‘?100.0 157.4 100,00 177.8 100.0 229.0 100.0

Source: Monetary Statistics, Jamaica, 195 = 1969,

o Less than $50,000, ) L
- Bank of Jamaica Bulléetins.
# Average of balances at end of March, June and September.

0¢
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the ratio of cash items to deposits in column 3, it would appear that
banks on average maintained less working cash balances in the 1960's
than in the 1950's, This is preobably because they could more sasily
obtain iocal currenecy for their local branches by drawing down statutory
deposits or liquidating Treasury bills.l The other thing to note about
this ratio is that it has tended %o fall during the decade., The rise
in the ratio in 1968 and 1969 is largely due to the holding of interest
earning balances in the Bankers' Deposit and Loan Fund and of Special
Deposits created following the rise in local liquidity after the 1967
devaluation,

The low ratio of liquid assets to deposits in 1962 was influenced
by the lending boom which took place in the late fifties and early sixties,
In 1963, on the other hand; when bank loans hit an all time low, the ratio
rose significantly and then fell up to 1966 ;fter which it rose again,

The ligquid asset which appears to be most affected by the fluctuations

in loans is money at call or short notice overseas., When loans were

at an all time low in 1963 the proportion of overseas balances rose to
33.4 percent but fell to 9.8 percent in the lending bvoom of 1965 and

was as low as 8,0 percent in 1962, Again, in 1967, when loans had
fallen off again the proportion of these balances rose to as high as

21,1 percent, The low proportions for 1963 and 1969 was influenced

by the repatriations of balances after the devaluatlon and by the lending
boom of 1969,

The ratios of average deposits with the Bank of Jamaica and
Treasury bill holdings moved in the opposite direction for most years,
Treasury bill holdings depend not only on the banks' demand for them
but on their supply and on competing'demands.w The banks' proportion to

lAlso they now held a high proportion of non~interest earning assets
because of the compulsory deposit with the Bank of Jamaica.
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outstanding bills is shown in Table 30,

holders especially after the inflow of funds in 1668 and 1969,

They were predominant

The

rise in deposits in the Bank of Jamaica in 1968 and 1969 reflects the

Table 30

Percentage Distribution of Treasury Bills
Qutstanding, 1965-1969

HOLDER 1965
Commercial Banks 53,2
Bank of Jamaica 34,4
National Insurance

Fund
Government Savings

Bank
Government Departments 345
Other Statutory Bodies ) 3.8
Brokers ) *
Firms
Individuals 0.1
Totals 100,0

“

1965 : December only.

1966

58,7
22,4

3.k
15,4

0.1

100.0

1967
6547
13,6

S.1

2.6
3.1

9.7

e N

100,0

1968

82.7
8.2

O.?

100,0

1966 : Unweighted average of lst of Jan., Feb., April, May,
July, Sept,, October, December.
1967 : Unweighted average of lst of Jan., Feb., May, October,

November, December,

1968 ; Unweighted average of lst of Feb., May, June-December.
1969 : Unweighted average of lst of Feb., April, June, July,

Qctober, November,

Source: Bank of Jamalca, Review of Economic Conditions, various

1969

8645

100,0

issues,
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rise of deposits in the Bankers' Deposit and Loan Pund and the
Special Deposits Account,

The Bankers' Deposit and Loan Tund, formerly named the

Call Money Fund is designed to provide the commercial banks with

Table 31

Transactions and Balances in the Bankerat
Deposit and Loan Fund 1966-1969

(Value in million of dollars)
Average of End of

Transacthns Month Balance
Year Deposits | Withdrawals Loans Repayments
Depos< Loans| Cash
Mo, Value fo. Value No. Value| No. | Value its

1966%| 194 57.6 | 161 540 57 12.8| 59| 2.8 2.2 | 0.2 2.0
1967 | 448 1b9,2 | 370 147.5 60 25,4 73| 24,0] 4,0 Ot | 3.6
1968 | 396 166.6 | 351 159,7 8¢ 38,0 81} 38,0 8.4 o4 | 8,0
1969 | 358 154,8 | 310 161.8 79 47,61 73| 46,6] 7.5 0.7 | 6.8

Source: Bank of Jamaica Bulletins, various issues.

aMay-December only.,

a ready means for employing any temporary surpluses they might have in
excess of their statutory cash requirements and at the same time providing
a pool of funds from which the banks may obtain advances to meet temporary

deficiencies in their liquidity.l Advances are repayable on demand and

1
Bank of Jamajca Bulletins, Vol., VII, No. 3, pe. 12,
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are required to be fully secured by the pledging of Jamaica Treasury
Bills of equivalent value, Interest rates on both loans and deposits
are below the Treasury bill rate, but that on loans is slightly higher.
Table 31 gives some idea of the degree of activity in the Fund, AS
part‘of the restrictions on credit in 1969 banks were restricted to a
maximum of two loans a month each outstanding for a maximum period of
5 days.

More recently banks appear to be developing am inter-bank
market for Treasury billa, Rather than discounting Treasury bills at
the penal Bank Rate, banks who are short of cash may sell their Treasury
billse to banks with surplus cash reserves. -

The Special Deposit Facility was set up after the influx of
funds into the commercial banking system following devaluation. Banks
would normally have invested these surpluses in Treasury bills in the
first instance, However, this massive inflow would have necessitated
a large increase in the supply of these bills.1 The Bank therefore,
created these deposits which were expected to run for three months, but
¢ould be withdrawn earlier at a loss of interest.2 Advances were also
available from these funds,

The legal requirementz with regard to cash reserves and liquid
assets together with the settlemen; of inter-bank debts locally appear
to have resulted in a significant reduction of overseas balances. The
Bank of Jamaica also requires all exporters to report foreign exchange
earnings within six months of receiving them. Prior to this, it was
postulated that the banks!' decision to hold balances abroad depends on
whether the funds could be held in London long enough so that earnings
there would exceed the exchange charges incurred in moving in and out of

lThe supply of Treasury Bills is controlled vy the Minister of Flnance.

2
Bank of Jamaica Bulletinm, Vol, VII, Nos. 3, Pe 1l2.
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sterling plus what they would have earned had they been invested

locally, Zowever, because of the fact that a great deal of our

depesits originate with export earnings, it may be possible for

banks to avoid at least one of these exchange charges in computing

the cost of investment abroad. For example, an exporter who receives

a remittance of $100,000 for exports may make a deposit in his bank,

which will clear the instrument to the bank on which it is drawn.

Whether that bank will bring the funds home will depend on its local

liquid position. If it is highly liquid the funds will stay with

its London branch thus enabling the investment to be made abroad,

What is more, if the bank anticipates that its customers will be

rnaking net outward payments in a short period of time it will be foolw

hardy to bring the funds in and then take fhem out again incurring

exchange charges.\ In such a case the high outward exchange charge

will be a deterrent to the inward movement of funds. Because of these

considerations, policies based on income differentials are not likely

to be effective, It may account in part for the fact that even though

the Jamaica Treasury bill rate was highér than the U.K, rate btetween

March 1962 and July 1963, sterling balances increased significantly,

the other reason, of course, being that loans had declined in the

latter year, - The other factor which would influence cost considerations

is the fact that surplus balances of one territory may be used for making
in other territories

loans/so that what may be regarded as liquid resources for the surplus

branch may actually be non-liquid assets for the bank as a whole., A

bank with branches throughout the world could probably operate with a

nuch lower rati; of reserves if peak demands on the system do not coincide”

in all areas,
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Table 32

Jamaica and U.K, Treasury Bill Rates and
Sterling Balances of Jamaican Banks

Jamaica T.K. Jamaica U.K.

Month 3-month 3=-month Sterling Month 3-month 3-month Sterlin
and Treasury Treasury Balances and Treasury Treasury Balam
Year Bill Rate Bill Rate $1000 Year  Bill Rate Bill Rate $!0! )
1962 1963

Feb. 5.03 5.53 32 Jan. 4.89 3.49 495k
March 5.09 440 48 Feb, 4.63 ) 3.82 4852
April 4,96 4,05 148  March 42 3.75 5534
May k,97 . 3.81 ' 122 April 4,2 3,70 6736
June 4.93 3.88 - way 4,22 3.64 6988
July 4,87 3.89 798 June 4,18 3,70 7340 .
August ke92 375 1576 July 4,03 3.76 11066
September 4,89 3.63 1932 August 3.88 3.72 12554
October 4,89 3,86 3188

November 4,87 3.69 2864

December  4.89 3,72 24,02

Source: Bank of Jamajca Bulletin, Vol. I1II, No. 3.
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Latterly, banks have become more conscious of the risks
of holding funds outside the territory of origin, and some appear
to have imposed limits on the balances which could normally be kept

in an overseas account,

Seasonal Analysis:

The need for secondary reserves is influenced by fluctuations
in tank variables. These fluctuations may be of a seasonal nature
or may be due to random or non-random factors. It is ocur intention in
this section to examine the seasonal component of these fluctuations.
In a closed system we would expect liquid assets to rise-when deposits

rise more than loans and advances and to fall when the opposite is the

case, However, some banks may find it convenient to maintain their

local liguid assete ratio, but to supplement. their local funds with
overseas funds when loans are at their peak,

| We have attempted to analyse seasonal influences on certain
variables, Statistics on bank variables have been available since
1953 on an end of quarter basis and since May 1961 on an end of month
basis, The liquid assets ratio may be variously defined. The
statutory liquid assets ratio, for instance, relates the average of liguid
assets existing at the middle of each week to average mid-week deposits
of the previous month. ¥hile this is an appropriate measure for purposes
of control it may be misleading as a measure of bank liquidity in the
current month if one of the variable is subject to significant change
between the months, The Bank of Jamaica, has indeed, published this
ratio in its Bulletin, only since September 1970,

The ratio usually published is' the ratid of eligible liquid

agsets at the end of the month. Depending on the nature of the seasonal
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disturbance, nhowever, the use of this ratlo may yield misleading
regults, For example, devnositors reduce their deposits in the
Christmas season to purchase a variety of consumer goods, Firms
also draw down their deposits and use up their averdraft facilities
some time earlier to finance the reguired seasonal inventories.
However, by the end of December depositora have already spent their
withdrawals., Furthermore, people who do not use the banking systgm
may spend some of their earlier hoardings; others receive bonuses at
this time of the year, and for political reasons government activity
is kept high. Thus, by the end of December, funds from all these
s&urces are spent and are returned to the banks by the businesses who

receive them either as deposits or as loan rebpayments. The banking

system is liquid again, and the effect is lSSt.

It would appear, therefore, that on the basis of the present
statistics the best measure of liquidity would be to relate an average
of mid-~week and end of month liquid assets to the average of mid-week
{excluding the last week) and end of month deposits of the current
month, There may be some delay in the évailability of this statistic
as mid-week deposits of the current month are obtained one »
month later than mid-week liquid assets so that cruder measures may
have to be used to obtain an earlyraSSessment of a given situation.

The following data presents quarteriy indexes of seasonal
variation of total liquid assets ratios, deposits and loans and advances
for the periods 1952 to 1961 and 1961 to 1970 using end of quarter data,
Liquid assets variations does not always correspond to deposit and loan
variation because of the use of overseas balances by some banks, The

seasonal pattern appears to have changed primarily due to the changing
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Table 33

quarterly Indexes of Seasonal Variations of Total

Liguid Assets Ratios, Deposits and Loans % Advances,

Degcember 1952 to December 1961 and March 1961 to
December 1970

Liquid aAssets Deposits Loans & Advances
End of

1952~ 1961= 1952- 1961~ 1952- 1961-

1961 1970 1961 1970 1961 1970
HMarch 95,1 102.1 100.7 101.9 102.4 99.9
June 100,7 98 & - 99,7 99,7 101.3 99,4
September 110.7 98,5 98,7 99,0 95.8 9.8
December 93,6 101.1 100.5 29.3 100.4 100,7

Note: Ratio-to-moving average method used,

composition of loans. The seasonal pattern of some of the key sectors
are shown in Table 3,

For the period 1961-1970 we have presented monthly indexes of
seasanal variations estimated by thé use of the ratios used at the
present time together with the end of month total liquid assets ratio.
Particularly noticeable is the greater degree of seasonal variation in
the local liquid assets ratios than in the total ratio. Banks, therefore,

Gf the two main variables affecting liquidity total loans and advances
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Table 34

Quarterly Seasonal Indexes of Loans % Advances
Outstanding for Selected Sectors

End of Agriculture Sugar, Rum Distributive Personal
and Trades and
Molasses Professional
March 104, 109.5 99.3 97.9
June 99.8 86,2 102,.3 100,3
September 96.2 93.1 99.3 100,11
December 100,0 111.5 99,2 101.7

Source; Bank of Jamaica.

showed a greater tendency to seasonal variation than deposit. But for

all the variables analysed the seasonal movements were relatively =ild, i

S

Table 35

Monthly Indexes of Seasonal Variation of Liquid
Assets Ratios, Deposits and Loans and Advances

Total
Liquid Loans
End of| Statutory | End of Assets Deposits &
Month {end of Advances
Local quarter) OQutstanding
Jan, 105.9 102.1 103.1 100.1 101.3
Feb' 96.2 93-7 9609 9900 lOO."-l-
March 97.6 101.3 101.0 102,1 100.1
April 100,3 94,8 100,2 101,2 99.0
May 91,7 92.3 96,0 100,1 101,2
June 96.9 99.0 98.6 99.5 98,6
July 104,3 99.7 99.3 100,2 99,1
August 101.4 102.3 101.8 99.8 99.1
Sept. 102.4 106.6 101.8 99.7 98.9
Octe, 105.9 103.7 101,0 99,5 100,3
Nov. 98,3 100.1 . 98,2 99,k 1014
Dec. 99,3 104,6 101.8 99.9 100,9
Standard
Deviation b k2 4,36 2.09 0.8 3435

‘Source: Bank of Jamaica.
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Summarz

The banks* liquid assets structure in the 1960's has been
influenced mainly by government legal requirements and the existernce
of the Bank of Jamaica for bankers! use and for local clearing, The
avajllability of local short-term income-earning assets is also an
important factor, London has ceased to be a clearing house for intera
bank settlements resulting from local transactions, but its balances
are still used for international settlements,

Local liquid assete seem to vary to meet seasonal requirements
but the more permanent variations in bank liguidity are reflected more
in variations in overseas balances. The position-in 1968 and 1969 was
largely influenéed by the devaluation of sterling.

Banks now hold less vault cash thad in the 1950's probably
because they already hold 5% of non-interest earning assets as deposits
with the Bank of Jamaica and also because of the availability of the
Bank's facilities with respect to borrowing. Treasury Bills and
balances with the Bank of Jamaica were the major components of liguid
assets although for some years money at call overseas was very important,
Balances with the Bank of Jamaica were higher in 1968 and 1969 because
of the use of the Bank's specially created Special Deposit Facility
following the use in bank ligquidity after devaluation. Banks are now
sensitive to the risks involved in holding large overseas balances and
their foreign positions are more carefully watched.

The liquid assets ratio was for most years well above the

statutory requirement. This may be expected where an overdraft system

with large unused facilities making for greater uncertainty with respect

to inflowse and outflows®e¥ists,
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Characteristics of Bank Loans

Banks regard themselves as specialists in the provision of short-term
credit, Various reasons have been advanced for their traditional reluctance
to broaden the scope of their éervice to accommodation of loans of more
medium term nature, First, it is contended that it is hazardous to borrow
short and lend long. Second, money locked up in a long-term advance will
not revolve; therefore the turnover passing through an account will be
less than will be the case if the advance is on a short-term self-
liguidating basis, Hence, the banker's commission, which is often based
on turnover, will be diminished if the money does not revolve in a manner
which enables it to be re-lent., Finally, the bank has to rely on a
constant flow of repayment of short-term advances to meet the demands of
other customers for fresh accommodation, The banks admit that a percentage
of "their short-term funds is renewed so regularly that they have almost
become part of the capital resources of the borrower, They contend,
however, that such money is frequently turned over and the advances are
repayable on demand; furthermore, by careful and regular analysis of
the borrowert!s balance sheet they try to ensure that the liquidity of
the advance is safeguarded.l

Traditionally, bank loans have been made principally for business
purposes but in recent years there has been an increase in lending to
persons, For the banker, lending must embody two basic qualities:
liquidity and safety. TIf the borrower has the means of repaying the

. L.C. Mather, "Banker & Customer”’, Journal of the Iunstitute of 3Bankers,

vol, 89, p. 196,
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loan quickly, if required to do so, the bank will regard the advance

as liquid, 7Ter example, if a manufacturer's loan is used to purchase

raw materials and to pay the wages of labour used in processing, his
ligbility will be offset by his stock of raw materials, goods in process,
finished goods and accounts receivable all of which can normally be

turned into cash fairly rapidly. Moreover, banks prefer to get involved
in businesses which have a quick turnover of stock, hence the traditional
preference for lending to trade and commerce, Banks prefer advances which
are self-liquidating in the sense that whatever the loan finances will
soon be realized as cash, be it the payment of wages or %he purchase of
stocks or raw materials which could be embodied in'é product to be sold
for cash, Thué, a loan which increases the current assets of the borrower
will be acceptable, but one taken to reduce%accounts payable will not
Be regarded as a good investment, Loans to farmers to buy seed and
fertilizer and to meet the expenses of running the farm until harvest
will qualify as self-liquidating.

As regard safety the most important element is the ability of the v’
customer to repay the loan without embarrassment. Hence it is essential
that the banker know the purpose of the advance so as to judge whethér
the transaction is likely to provide the means of repayment. Where
it does not, the banker will require explanation as to the source of -
funds for repayment. The other aspect of safety is security. This
may 56 regarded as a safety net - the final resort in case of unforeseen
difficulty. In fact, the last thing a banker wishes to have to do to

recover his money is to realise his security. This does not mean that
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security is unimportant, and in wmost cases it looms large in loan

regotiations., 1In fact, in Jamaica the provortion of unsecured loans

is relatively small, but the tendency to move the emphasis away fronm

security as a basis for lcans towards the borrower'!'s potential to repay

iz developing.

Financial Statements

In the making of loans, banks desire to obtain a clear picture of -
the borrower's business to ensure that the characteristics cited above
are applicable. !'Visibility is the hame of the game' as one Trinidad

bank manager put it, and one of the chief instruments used in determining

credit-worthiness is an analysis of the borrower's financial statements.

e

It may be helpful, therefore, to discuss the banker's use of financial
statements to see how the principles of safety and liquidity are
incorporated in everyday bank lending. The three traditional statements
of importance are the trading statement, the profit and loss account and
the balance sheet, but more recently some bankers have been making use of
cash flow statements,

0Of these statements the balance sheet plays a central role and
there are a number of features which the banker looks for. First, he
would want to know how much capital the proprietors have in the business
and this would be considered in relation to the amount the banX is asked
to lend. It is argued, for instance, that if a business with a capital
of #1,000 obtained a bank loan of 5,000 and then failed, the tvank would
stand to lose 35,000 as against the owner's 1,000, Hence, banks
consider it prudent that the borrower should have at least as great a ¥

stake in the business as the bank is required to lend.
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The second factor wnich the bank will examine is the state of
liquidity of the torrower. Zanxkers consider it desirable that
borrowers should hnave enough assets in realizable state to meet the
demands of creditors, including the bank. If this is so they should
be able to meet their liabilities as they fall due without having to
realise fixed assets, Current assets - inventory, work in progress,
accounts receivable, cash and marketable securities, should be at least
equal to current liabilities and should exceed them by a decent margin.
The margin which the banker considers adequate will be influenced by
a number of factors relating to the business.l

For one thing, it will be necessary to determine just how liquid
these current assets are, The rate of turnover of inventory is important.¥
Banks prefer lending to businesses with a rapid turnover, A rough
measure of this is the ratio of sales to inventory after appropriate
adjustments have been made to these items to make them comparable.2 The
larger the ratio the better.

The banker should also be acquainted with the nature of the raw
materials used and be able to assess the extent to which such stock is
saleable., In case of difficulty the balance sheet value of raw materials
with narrower markets will depreciate more rapidly than those with

wide markets, Similarly, finished goods with a rapid turnover can be

lR.I. Robinson, The Management of Bank Funds (New York; McGraw Hill, 1962)
p. 162-163, discusses adequacy in terms of the ratio of current assets to
current liabilities but points out certain weaknesses in the use of this
ratio,

2 T
R.I. Robinson, Management of Bank Funds, p. 1€5, discusses methods of
adjustment in valuation of these variables to make the ratio meaningful.
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valued comparatively higher than those with a relatively slow

turnover, The finished goods of industries subject to changes in
fashion and taste may also depreciate significantly and it will be in
the banker's interest to determine the policy of the company with regard
t0o such things as the clearing ocut of old-fashioned lines,

Work in progress, too, will be valued differently depending on its
nature. If the company folds it will be unsaleable unless it can b;
completed, Hence where the production cycle is ghort it may be
possible for a liguidator to complete all work-in-progress before
stopping production, but where manufacture takes several months it may
be difficulit to find a buyer willing to complete if. Hence, where
possible bankers usually ﬁrefer to see worg in progress small in relatidn
to other current assets, The item will bevrelatively important for
construction comvanies, however, who not only have a long production
cycle, but are more prone to attempt too much in relation to their
capital resources,

Finally, it will be necessary to look closely at the accounts

receivable figure., The type of business conducted by the borrower will

guide the banker in deciding what proportion of total accounts receivable

may be regarded as good in event of liguidation, A comparison between
total sales and accounts receivable will give some idea of the length
of credit granted by the Customerg Total bad debts written off in the

income statements of previous years will provide an indication of the .

9

customer's experience in this respect. The number of debtors is important,

for risk is reduced if the debt is spread among a large number of small
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debtors. dence, where thers are unduly large debtors some attempt will te

made to determine their financial standing,

The lending bank will want to discover whether the firm's finanecial
position has changed since the date to which its balance sheet relates.
The bank will also examine the extent to which the granting of the loan
will change the borrower's ligquidity position. Hence, a person who wants
to borrow for fixed assets may find that his position will not be
sufficiently liquid after receiving the loan to meet the bank's criteria.
On the other hand, there may be no change in liquidity for a person
borrowing for investment in current assets. Hence, bank loans are
normally more readily granted for the latter purpese than for the formeﬁ.

It may b; imprudent to apply this type of credit analysis to firms
which are not engaged in processing or trading. For example, the
balance sheet of a bus company nmay shoﬁ current liabilities greatly in
excess of current assets because the company gay be indebted to creditors
for omnibuses purchased, but as these will not be regarded as current
assets the liabilities created will not be covered by off-setting
current assets. Yet, the company may be able to repay the debt out of
its service income. 3

The exilstence of adeguate working capital in relation to the size
of the operations is a matter of much importance. Too heavy a dependence
on external finance for current operations increases the risks of the
operation. Suppose, for example, company A is making profits and decides

to double its turnover to take advantage of favourable market opportunities,
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If it own working capital is not doublsd, it will have to mors
than double finance from other sources. The ratio of current ssaets
to current liabilities may be unchanged but it will probably more
than double accounts paysble and its demsnd for bank credit. On the
agseta slde its acoounts recelvable, inventory and work in progress will
also increase, but these are not as liquid as cash which will probably
be reduced. As its cperatlon growa in relation to 1its own reaouréea
the company will be less sble to meet cash experditures and demands
from trade oreditorsz than previously. Iﬁ the extreme case the company
may find it necesaary to put off creditors or give shorter credit in
order to psy expensen such as wages. If ereditors press, the firm may
have to go into liguidation., Lending to suth concerns cen be risky
and the banker will have to decide the degree of such overtrading that
he ig prepared to finance, Overitrading and under~capitalization ave
familiar features of younger firms in Jamaica., It 1is accentuated by a
general tendency to purchsse consumption goods such as expensive motor
cars and housing rather than plough profits back intoc the bueiness,
Such borrowers temd to pledge personal assets behind bank borrowing.
They may have done very well in the past, hencse depending on the
clrcumstances they will be given some degree of bank accommodstion,

On the other hand, some of the liabilities may be deferred or
medium term ard these should be excluded in determining the firm's
liquidity. Only a small portion of a 20-year mortgage, for example,

can be regarded as s liguid liability,
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In view of these problems, bankers use sdditiongl criteria
in determining liquidity. PFor some purposes inventory or inventory
plua accounts receivable 18 excluded from current assets. These
are more stringeni tests of ligquidity: a comparison of the former
with current liabilities provides a measure of the extent to which
the company could pay off its short-term obligation without relying
on the sale of inventories., The latter eliminates both inventory
and accounts receivable from consideration.

In addition the bank will want to examine the borrower's
income statementa to determine whether the business has been making
profits and whether it has been adding an adequate proportion of
these profits to its net worth.

One further point should be noted. Banks are intereasted in
a series of financizl statements rather thén & single one. They
can make better decisions if they can follow the progress of the
business over a peried of time. Changes in net worth, liquidity,
trading figures, the profits record, prior charges and any special
items will be of interest and will require explanation, Trends in
the relationship of trade creditors to debitors, debtors to smales,
inventory to sales should ell be scrutinized and compared not only
to see the trend in the company but for comparison with what is
expected for that type of business.

Banks also find estimates of the receipt and disburgement

of cash by a business and the timing of these flows helpful in
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processing an application for loan funds. The tendency is to emphasize
the potential of the business more and more, Discounted cash flow
snalysis can be of coneiderable help in sppraising the borrower's
project and in determining the loasn repayment plan. For working
capital loans short term variations in accounts receivadle and inven=-
tories are of subsfantially greater importance in determining the

shape and size of the cash flow. For longer term loans profita 4

and depreciation are more important. The technique is however
comparatively new to the Caribbean and wae only included in the
syllabus of the Instituterof Bankers in 1969.1 It has beon in use

by American banks for some time, but the proportion of business doune

by American banks or banks whose staff are influenced by American

treining is relatively small.

Bankers cannot rely merely on date in financial ataitements.
It i3 necessary that the lender have a good knowledge of the type of
person he is dealing with, his market aud of the business environmept.
The applicant's expertise in management and in his trade or businees
weigha hesvily in any decision., In Jamaioa there are s large
number of smaller borrowers who cannot producse balance sheets, snd

even if they employ an accountant to prepare statements they may omit

1D.A. Bggington, "Bankers & JAccounting Information”, Journal of the
Ingti?ute_of Bankers. Vol. 89, p. 452.
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discloging all their assets and lisbilities to him, gsometimeg in fear
that they may eventually be disclosed to the ilncome tax authorities.
Many banks have drawn up forms which permit their menagers and credit
offlcers to extract the relevant data from the businessman in a form
that would be helpful to them., Familiarity with local conditions
and with the borrower's ability to handle his undertaking success—
fully is a key factor to be considered if successful and adeguate

bank credit is to be achieved in Jamailcsa.

Personal Loans

Banks- have traditionally frowned on personal loans but would
allow overdrafts to custome;s of long standing, provided suitsble
gacurity was provided. In the 1960's, however, personal loans have
grown significantly.

Statistica for personal loans are included with profeseional
loans prior to 1970. Credit to this group incressed by over 300 per-
cent between 1962 and 1969. In December 1970 personal loans
comprised 83.7 percent of the group and 18,0 percent of total loans.
Between 1962 and 1969 the personal and professional group increased its
share of total bank loans from 13.4 percent to 23,5 percent. O0fficial
restrictions on some forms of personal loans has however restrained this
rapid inerease since October 1969. Table 36 shows that a2ll banka
have been increesing personal lending but the rather high figure for

the highest percent in 1969 results from the fact that the latest



Year

1962
1963
1964
1965
1966
1967
1968
1969

Source:

T4

Teble 36

Commercial Bank Loans Outstanding to the Personal
and Professional Group as a % of Total Loans

Cutstanding
Highest Lowest
Al Median % of an % of an
Banks % of Individual Individual
% Banks Bank Bank
13,4 12,8 26,9 2,7
13,9
i4.2
13.8
17.4 10.8 30,5 7.5
21.7
22.1 i
23.5 17-3 . 4401 12.1 ¥

Bank of Jamaica.

bank to enter the field is essentislly a small man'as bank. A numbex

of banks are heavily involved in consumer credit and other perscual

loans.,

HMogt forms of personal lending are geared to meet the demands

of the salery carner. Repayment is often based on the borrower's

salary which may be paid into the bank and an agreed amount deducted

monthly,

Commenting on the various types of personal loans intro-

duced in Britain in the 1960's, Mr. L.C. Mather wrote:

From the standpoint of the practical banker, noc fresh
principles emerge in the personal loan service which is
essentially unsecured lending and in point of fact the
finest test of banking skill,

11.C. Mather, op. cit., p. 197.



75

In Jamaica a gignificant proportion of personal lending is for the ~
purchase of durable goods which are in fact secursd. There are
banks, however, whose personal lending is 100 percent unsecured.

A gignificant proportion of personal losns are secured hy
land. Part of this would inclﬁde loans wepayable over a period of
three to five years to galaried persons who wish 1o purchass house
lots provided the borrower can finance an adequste proportion of the
purchase from his own funds. The percentage of unsecured loana
in advances to the personal and profeseional category is given in
Table 37. Thig percentage has risen slowly ovér the decade. Table
38 gives some indication of inter-bank Eariation with regard to the
security of personasl loans. Where banks have expanded rapidly and
are using relatively inexperienced msnagers and credit officers in
some of their branches, it would appear that the tendency is to ask
for more security. Furthermore, security acts as an incentive to
loan repayment, The borrower who has put up 32,000 for the purchase
of & motor car and borrows %$2,000 from the bank would make every
effort to meet his instalments ;nd avold losing his wvehicle. Hence
thoge hanks which have expanded this type of lending rapidly and
have been relatively less selectivé in their lending have sought to
gecure a higher proportion of their personal loans,

Interest rates on personal loans are normally higher than on
business loans, As the maximum loan per customer is relatively
small, risks are well spread and in some cases they are not repayable

on demand.

v

v
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s Table 37

Personal and Professional Commercial Bank Loans Classified
by Security Statuam, 1961-1969

Classification 1961 1962 1963 1964 1965 1966 1967 1968 1969

Secured other
than by land “42.4 45.8 47.2 50.6 50.7 49,1 47.3 45.6 4l.6
Secured by land 36.4 32,6 29.8 26.0 25.4 28,7 28,4 27.0 28,¢

Unaecured 21,2 21,6 23,0 22,6 23,8 22,3 24.3 27.4 29.5

Source: Bank of Jamaica

Table 38
o Proportion of Unsecured Loans in Personal and Professional i
Lending by Bank, 1969 . e
Secured % increase
other Sacured in lending
than by by . between
Bank land land Unsecured 1962 & 1969
1 4707 3611 1602 - 43.0
2 30.6 23,3 46.0 +229,0
3 0 0 100.0 +1261,2
4 49.17 27.1 25.2 434.3
5 23,4 33.8 42,8 211.0
6 32,4 36,1 ' 31,5 202.6
New Banks
gince 1959 26.6 25.8 A7.5 449.6

Source: Bank of Jamaica
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Longer Term Finance

It is fairly obvious from the above anglysis that it will be
difficult for applications for medium or long term lending to meet
the banks' criteria for credit., Only firms in s highly liquid
position would qualify on the traditional ligquidity and safety
criteria, but long standing customers with proven competence may
obtain g limited amount of such fingnce, Banks do pake medium
texm loans for capital expansion.l Traditionally they have not
been equipped with the expertise for handling such loans. Indeed,
it was only in 1969 that the British Institutelof Bankers included
an area on thg appraisal of simple capiEal projects in the Account-
ancy syllabua for ité Diploma examination.2 Medium and long term
loans require expertise in investment accounting and persons with
technical knowledge of the industry to which the loan is being made.
Purthermore, it is only in very recent times that banks in Jamaica
have set up marketing research and economic intelligence units in
their adminigirative apparatus. Where there are senior advence
control staff highly familiar éf the local scene managers aeem to he
more ready to consider such applications. Much would depend on the
availability of funds, now that there is a tendency to utilize

resgources8 locally. Bankeras do try to assess the applicant's

lSee, for example, Bank of Jamaics Bulletin, Vol. IV, No. 2, pege B.

2D.A. Bgginton, "Bankers and Accountancy Information", Journal of the
Ingtitute of Bankers. Vol., 89, p. 15, October 1968, p. 452,
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estimates of the probable yisld of his agsets, but there is bound 1o

be a certain degree of uncertainty attached to any such estimete.

As a result, the banker's estimate is likely to be a lot more con- b
gervative than the borrower's estimate., Most banks now own trust

and mortgage companies in which asuch expertise as is avallable in
longer term lending can be concentrated, The lending activitiea of
these subsidiaries are not yet significant but their assets have

grown fairly rapidly in the last two years ox so. ;

Table 39 provides data on the percentaée of loana outatand-

ing with maturity of less than 12 months, The most meaningful

3

figure as far as the total econoumy is cdncerned is the average per-
centage in the first column. The highest and loweet ratios applied
meinly to small banks whose weight in the total was small, The fall
in the perceutage is perhaps to some extent due to the growth of
instalment credit, Sometimes, also, hank overdrafts develop a 'hard
core'sy and if after investigation the bhank discovera that some part
of the loan intended for workiﬁg capital was used for the purchase
of fixed assets, that portion may be converted to a demand loan with

a sultable repasyment schedule.
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Table 39
Commercial Banks Loans Hepayeble within 12 Honthse
1961-1969
A1l
Banks Median Highest Lowest
Year % % % %
1961 : 74.1 79.8 100.0 29.8
1962 68,5 73.5 100.0 28,8
1963 74.2 T4+5 100,0 32.4
1964 76.7 80.3 . 100.0 35.8
1965 75.9 83.2 100.0 36.4
1966 70.9 83,1 100,0- 31,9
1967 69.2 71.2 88,8 28,2
1968 62.9 6443 871 13.5

1969 ) 66,1 65.5 90,3 23,8

3

Source: Comperclal Bank Returne of Asgsets and Iiabilities +o Bank
of Jamaica.

Based on annual average of end of month outstandings.

Table 40

Maturity of Commercial Bank Loans Qutstanding
as at September 30, 1969

A1l

Bankn Median Highest Lowest
Year % % % %
Tnder 1 year 62,2 66.1 75.0 26.4
Orer 5 years 3.6 0.8 13,0 nil

Sourcet Computed from information supplied by six of the seven
commercial banks in operation. These loans represent
87.0 percent of loans outstending a% September 30, 1969.
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Security

The other aspect of lending policy which is relevant is
security. The standards described in the preceding sectiona are
met to veriocus degrees by prospective borrowers. TFurthermore,
there ia some degree of uncertsinty involved in the collection of
every loan. This uncertainty will vary with the type of business
in which the borrower is engaged, his financial posmition, his compe~
tence and so on. To aasfsguard itself aéainst loss of funds in case
things go wrong the bank will want to hold some form of realizable
security,

It is claimed moreover that some horrowers make a greater
effort to repay their loans if they have some pogsession "tied up”
ag security. The posasession of adequate security by the borrower
ig, however, nc guarantee that he will obtain a bank lccn. 4 pros-
pective bhorrower with a bad credit record or of doubtful character
on other grounds may find it difficult $o obtaln a loan regardless
of the seourity offered.

In the making of unsecured losne the three C'e of traditional
bank lending - character, cepital, and compstence -~ are of prinme
importance.l The first consideration here is the character and
integrity of the borrower, and the criteria discussed with regard

to the borrower's liquidity and ability to repay are more strictly

1Journal of the Institute of Bankers, Vol. 74, p. 242.
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appliaed. Indeed, 1t would seem that the chief beneficiaries of
ungecured lending are the large internationsl companies, the public
utilities and public corporations,

What are the main forms of security accepted by banks?
Banks normally prefer liquid security and some banka give their
managers higher limits for loans so secured., This class of security
would include cash deposits, marketable securities, and the cash
surrender valué of 1life insurance policies. 3Banks will readily
lend to the full value of a cash deposit or the cash surrender value
of a life insurance policy. The life ingurance policy 1s one of the
most satiafactory forms of gecurity. 1t provides a useful hedge
as it may take care of the whole, or a substanitisl portion of the
debt if the borrower dies. But the banker's interest is in the
short term and hence, mainly in the cash ﬁurrender value of the
policy, this being_the sum which the insurance company will refund
if the policy holder decides to discontinue the policy. The bank
usually takes & legal morigage over a life policy and informs the
insurance company of this. Its usefulness la, however, subject
to the abllity of the customer to pay the premiums regularly as they
fall due,

Stocks and shares are subject %o fluctusticns in price and
it is usual for the bank to¢ require a margin to cover the vosaibility
of a fall in their value. Shares of private companies are accepted

at times but are not considered very good security beceuse for
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various resaons they are often difficult to realisze.

Banks also accept less liguid forme of security. They may
take either a legnl mortgage or a memorandum of deposit on freehold
or leasehold properties. Legal mortgages give the bank full rights w
of a morigage including the power to sell the security. A memoran-
dum of deposit comtains only an undertaking by a customer to executbe
a legal mortgage when requested by the bank to do so, and if he
refuges %0 carry out this undertsking when in difficulty, the bank
will have to go to Court to obtain a power of sale. - Weverthelessa,
memoranda ar? taken ﬁgcause the stamp duty ia less, and there is »
less atigma attached to a memorandum than to a legal mortgage. The
rating of real estate as banking security depende on the nature of
the property and the state of the property market. When making a
valuation the banker has to %ake into consideration the current
demand for the property involved. Moxeover he has to recognize
that if a forced realization is necessary it may take time to dispose
of the property and even then, it may be at a significent loss.

Hence, they are normally cautious-when eatimating the value of PrO=
perty for security purposes, and allow a wide margin for contingen- L
clen., Nevertheless, frechold and leasehold property constitutes

a reasgsonably good form of banking security, and appears to be widely
accepted in Jamaiecs.

A form of security widely used when lending to limited

companies is the debenture, A debenture has been defined from the
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commercial angle as an instrument under the seal of & company provid-
ing for the payment of 2 orincipeal sum at a gpecified date and for
the payment in the meantime of interegst healf-yearly, and being one
of a seriesg of like debentures vanking pari passgu, and cerrying a
charge or secured on the company's undertaking.l

Theré are many types of debentures., For banking purposes
the securiity created by the debenture should comprise a charge on
all the available asseta of the company. Thies mey vary from a mere
floating charge to a legal mortgage on specified propeities and the
fixed asseta of the borrower plus s floating charge on all the
remaining assets of the company, present and future, The cowmpany ia
free 4o deal with the aseets covered by tHe floating charge as 1%
pleases ag long as they are not crystallized as a result of bankrup-
tey. In such a case the floating charge becomes 3 fixed charze on
the assete which remgin. The most important assete caught by a
floating charge in the average trading company are the accounts
receivable, inventory, and goods in process.

For agricultural loans a orop lien may be accepted. This
gives the lender a chzrge on the growing crop and resultant produce
a8 security for the money reguired for planting and reaping. 1In
Jamaica, orop liens are used msinly for loans to sugar cane growers

and to a lesser extent for tobaceo, The bank would normally require

lJournal of the Institute of Bankers, Vol. 87, Pt. 4, p.
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the farmer to insure hig crops but crop insurance is expensive and
gometimes it is foregene. In addition the farmer is required to
authorlize the buyer of the crop = sugar or tobacco faetory - to
make payments for their purchases through the bank which will deduct
gome proportion in repayment of the loan. For other crops, other
gecurity, often the land on which the crop is grown, is accepted.
Except in the case of limited companies banks prefeor direct
security to collateral. Although personal guaranteee from third
parties are accepted some banks regard it as the moat unpleasant

form of gecurity. Its value depends entirely oun the ability of the

guarantor to find the money if called upon, and very often guarantors

contend that they cannot at the particular time find the required
apount.

Cn the other hand, collateral in the form of director's
guarantees is very valuable security. If the company is ligquidated
any part of the loan which remains unpaid after the aggets of the
company are realized and divided between creditors can be recovered
from the directors to the extent ?hat they have guaranteed the
advance. Hence, in such an event, the bank stands to lose less if
guch collateral is used.l

Table 41 gives a disgtribution of the type of security taken

lA Banker's Letter 4o His Son = VIII, Jourmal of the Institute of
Bankers, Vol. T4, 1953, pp. 150-152 provides a numerical example.
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Table 41

Jamaica: Loans and Advances of Commercial
Banks by Type of Security 30/9/6¢

Security Mg%n Median Higgest Lo&;et
Government Securities 2.1 1,3 9.9 0
Shares 8,9 9.1 21.3 . 1.7
Debenture Deeds 14.4 14.9 22,4 1.5
Real Eatate 25.0 . 25.4 43,1 5.4
Fixzed Assets 3.3 0.4 " 5.0 0.1
Fixed and other deposits 3.8 5.1 9.9 1.5
Other Securities 21,8 19.9 53.6 0.2
Clean and doéumentary-

bills discounted 0.8 . * : 0.5 -
Unsecured 19.9 9,6 44,0 3.6
Total 100.0

Source: Information supplied by Commercisl Banka,

by five of the seven banks operating in Jamaica as at Sepiember 30,
1969 and covering 43%.8 percent of total loans outstanding. .
Apart from life insurance premiums which are extensively
used but are inecluded under other secdurities, liguid security -
government securiiiea, shares, bills diacounted, end fixed and other
deposits - provide cover for only 15.6 percent of losns and advances.
0f the specified categories real estate ig in value terms foremost

among the types of security accepted by banks and this is followed by
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debenture deeds. Unsecured loans, amount to zlmost one-fifth of
loans outstanding. The category ‘other ascurities' includes life
insurance policies and durable goods such as motor cars which are
wildely used as security in motor car purchase under instalment

credit loans,

Form of Loan Arrangsment

Overdraft: Bank loans in the Caribbean have traditiounally
been and, to a certain extent, are made on an overdraft basis.

They are made principally %o businesses but sometimes to individuals.
The horrower operates a current account and is given permission to
overdraw this account up to & certain limit. The limit is fixed
after his loen application has been processed. Overdraft lending
is intended for working capital purposes. Hence, the account is
expected to fluctuate = being in debit wheﬁ raw material and other
inventory are purchased and labour paid and being reduced or coming
into credit as salesg are made. Indeed, the overdraft arrangement
may be regarded as a serieg of short-iterm loans: They are subject
to review on an annual bagis, but may be reviewed earlier if ths
borrower exceeds his limit,

This form of loan is very well suited to the businessman
but it involves additional work and supervision. It alsoc inveolves
some loss of interest through the float., For this reason banks in
Jamaica normally charge a 3 percent more interest than what would

be charged under some alternative form of arrangement. Some banks
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would 1ike to see less lending by means of overdraft because of the
g¢ifficulty of control and the extra work involved, but they claim
that this form of lending is so entrenched in the community that it
is difficult to change.

Banks do not normally charge a commitment fee on the unused
overdraft balances 2lthough largs unused overdrafts could result in
lesa than optimum use of bank funde. Interest is charged on the
daily outstanding balance and for any accounting period it iz
calculated by summing the daily debli balances, multiplying the
result by the annual interest rate and dividing ﬂ& 365.

The annual review constitutes a complete assessment of the
working of the account and of the financial position of the
borrower. In this review, the account will be examined to see %o
what extent the facility has been underutilized or exceeded and may
result in a revised limit. In addition, it will reveal whether the
account is fluctuating as intended or whether a 'haxrd core' has
developed. This latter could be‘an indication of a2 number of things:
part of the loan may have been used to purchase equipment in which
case dsome hanks may convert that part Ho a demand pro note basis
and arrange an appropriate repayment schedule. Because the systen
has traditionally discriminated againast the purchase of fixed
capital with bank loana the borrowing community in the Caribbean
appears to have developed a btendency to use part of theixr overdraft

facility to purchase equipment., Or it may be due to a misunder-
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standing of the use of the overdraft. More serious, the ‘hard core'’
may be indicative of the fact that the business is 'stuck' with
unsaleable or unusable inventory or may be overtrading. Finally,
i1t may indiceate that the collection pelicy of the borrower is not
aggressive enough or that he is grenting too liberal coredif,

The other problem is the matter of unused credit faciliiies.
Under the overdraft system s customer may or may not make full use
of the amount of credit he is allowed. While the delinguent account
is quickly brought to the attention of the manager und;rutilizatidn
of the line of credit is normsally noticed only at the time of the
annual revieé of the acc&unt. Moreover, qntil recently such under- il
utilization of credit did not cause ths béQka any concern, In some
cases failure to use up the facility is still ﬁot conaidered a
problem. HMost banks which were asked whether unused credit facili-
tiea inhiblited thelr lending replied that only the big conmitments
did. With some banks the loan is carefully regulated and repayment
achedules are worked out in cdvance, bhut this is the exception
rather than the rule., Overdraft is not the only arrangement under
which a line of credit may not be fully utilized at any given time.
A builder may be allowed to draw dowﬁ his credit by presenting
demand pro notes and certifications of work completed as hig build-
ing progresses, but the bank manager will have a fairly good idea

of the timing of withdrawals.

Table 42 provides some indication of the degree of urused
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loan suthorization existing at specified dates in respect of authori-

zations of £40,000 and over,

End of

September 1962
September 1963
March 1964
September 1964
March 1965
September 1965
Maxrch 1966
September 1966
Maxrch 1967
September 1967
March 1968
Simple Average

Source:

A

69.2
68.0
Bae8a
70.4
51.1
43.1
41.4
85.7
84.9
62.3
56.1
63.2

Table 42

Commercial Bank Loans to Large Borrowera:l
a8 & Percentage of Authorizations

B

85.4
71.1
713.4
66.4
74.5
73.0
79.0
84,2
75.5
70,0
75.5
753

Bank

c

70.8
61.5
64.6
67.5
67.7
T4:.2
73.8
73.3

67-8 -

68,7
60.3
68.2

Availments

D

60.8
48.6
51.1
575
53.3
59.4
60.3
63.8
64.8
56,9
58.6
577

Commercial Bank Returns‘to Bank of Jamaica.

lBorrowers with authorizationa of $40,000 and ovor.

The average of availmente in the various banks range from

775
85,1
90,7
NeBe
.8
86,3
85.6
97.1

3.4
78.9
78.0
76.8

90.5
90.0
62.5
53.8
47.1
85.0
87.0
50,0
31,8
41.4
37.1.
61.4

57.7 percent to 76.8 percent, but in the latter case the average has

been distorted by the untypical figure of 3.4 percent and would more

correctly be in the region of 85 perxrcent.

Only two banks show an
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average u?ilization of over 75 percent, High averages may reflsct
greater care in assessing the requirements of the borrower when
granting overdraft limits., Or it mey reflect less use of the over=
draft arrangement, It is significant that the bank with the lowest
average utilization rate has slso the highest percentage of overdrafts
in its loan portfolio. Unused overdraft facilities could result

in high liquidity ratios. Note, for exemple, the low advance deﬁoait

ratios of bank D in Table 57.

Demand Loans

These loans are made'to businesses requiring short-term
finance, for example, bridging loans for qputractors, but may be i
granted for expansion of capital also as well as to peraons. Underx
this arrangement the amount of the loan ie credited to the borrower's
current account and debited to his loan account. He may arrange to
take part of the loan at a later date in which case the bank will
make the appropriate adjustments to the accounts on his application
for it. Im such m case the bank could require the customer to
present certain documents such as invoices in support of his appli-
cation for the use of the fmeility, or in the case of consatruction,
certificates of work done. The account does not fluctuate and the
repayment schedule is negotiable depending on the customer and the
type of project. A moratorium on the principal mesy be arranged
for loans for capital expansion. Repayments are mostly monthly,

but may be quarterly, half-yearly, or annually. Interest is paid
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outstanding at the beginning of the month by the number of days in
the month and applying the annual interest rate divided by 365 to
the result. Tiais type of errangement is preferable to the over-
draft as it does not require the typ§ of supervision which the
latter entaila. Prom the businessman'a point of view, however, it
is argued that it is mors suiteble where there is an active shori-
term capital market as he can invest any funds not being used

temporarily in that market.

Instalment Loans

Of growing significance are instalment ]ééns which are
largely madeJto persoﬁs bhut also to businesses to finance small
industrial and agricultural eguipment, Tﬁ;re is no moratorium on
repayment of principal. Rather, repayment is on a monthly basis
and the aversge repayment period is 128-24 months. A1l such loans
to individuals are insured agaiunst the borrower's death, and the
insurance premium ig included in the intereat rate charged.
Interest is either at the "flat" or “add on" rate or at a discount
rate; hence, the effective rate‘is much higher than and may almost
double the nominal rate, Instalment loane provided by banks have
been used mainly for financing durable goods especially private and
commercial motoe vehicles, and to a lesser extent industrial and
agricultural equipment and other requirements such ag home improve-
ment and education. Where the loan is for the purchase'of

commodities, the bank would have a charge on the goods financed.
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These loana differ from other lcoans in that they are not on ecall.
If payment is misaed,-however, the borrower could be asked to repay
the entire balance plus intersst.

Ingtalment lending was introduced inte Jamaica at the
beginning of the decade by one hank. It toock a few yesrs before
any other bank entered the field, but by 1970 only two banks were
not making such loans, and one of them had announced its intention
to expand in that direction. Nevertheless, as Table 43 shows, the

leading bank in the business is still well shead,

Iable 43 i
Percentage of Instalment Loans Outstanaing by Leading Bank
1964-1969
Year %
1964 100.0
1965 100,0
1966 ) 94.3
1967 92.6
1968 81,4
1969 68.6

Source: Bank of Jamaica.
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The banks appear to have given the hire purchase companies
a good deél of competition., Tables 44 and 45 bring this out clearliy.
Particularly noticeable is the sharp incréase of new business done
for motor cars and commercisl motor vehicles which are otherwise
financed largely by hire purchase companies. Borrowing from banks is
preferable to hire purchase companies because of the tremendous
difference in the cost of borrowing. The nominal rate of interest charged
by hire purchase companies is higher than that of the benks but in addition
to this some hire purchase companies compute interest on the total
cost of car, insurance end other incidentals regardless of the down-
payment made.,” The bank's share for other imported goods and local
producta continues to be small as these are financed by dealers who
may have access to benk finance, Bank digtribution of unew business
instalment credit has tended to move away from councentration in motor
vehicles as Tgble 45 indicates. In 1964,56.6 percent of new
business was for this purpose. In 1969 the percentage had fallen
t0 28.6 percent, They have also put a smeller proportion of
their resources in imported household dursable goods, but have
increased the share of new business going into lndustrial and agri-
cultural equipment, and local products, The share of their
financing going into the category 'other' has also increagsed rapidly.
A 1969 breakdown of this item shows that this is cooposed mainly of
counsolidation of debt, (21.2 percent) real estate and house improve-
ment (40.0 percent). Other figures for the last three months of

1969 reveal that business and farming and education account for
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15.5 percent and 1.4 percent respectively of the remainder.

Bank

Bank Instalment Loans
Cutstanding %mn.

Totsl Instalment Loana
Cutstanding $on.

Banks Instalment Lending
a8 % of Total Instal-
ment Lending

Bank Instglment Lending
as % of Total Bank
Lending

Credit over Previous Year

% Increagse in Bank Inst,
Credit over Previous
Year

Bank Ingtalment Index
of Loans Outstanding
(1964 = 100)

Source: Bank of Jamaica.

iverage Eud of Month Outstanding.

Table 44
Bank Instalment Credit®

1964

G.8

11.0

744

1,0

100.0

1965

2'5

16.2

15.2

2.1

1.7

225.0

3}2.5

1966

5.3

20.6

25.9

4,2
2.8

112.0

662.5

1967 1968
9.4  12.9
25.5*  30.2
36,8 42.1
6,8 8.2
4.1 3.5
77.4  37.2

1175.0 1612.5

1969

21.0

40.1

52.3

10.1

9.1
7045

2625.0
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Table 45

New Business (Percentages)

Category

Motor Cars

Commerocial Motor
Vehicles

Industrial & Agricul-
tural Bquipment

Other Imported Goods
Local Products

Consolidation of
Debtl

Real Estate & Home
Inprovenmentd

Other

Total

1964

29.5

B.2

1.0
6.2
0.8

N,A,

| s g 1

32,0

13.5

1965

46.2

17.4

3.3
7.8
2,1

R.8.

NeBe

69.4

‘23-5

lIncluded under Other up to 1968.

1966
55.9

54.0

11.7
11.3
3.8

N.8s

77.6

38.2

Commercisl Banks' Share of

1967

33.8

40.2

6.0

4.2
1.7

1968

49.8

63.6

20.4
23
6.1

Ne&e

71.9

39.7

1969

55.4

50.3

33.8
4.2
6.0

66,8

7243
30.5

34.6

B
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Pable 46
Instaluent Credit; Conparison of Distribution of
Copnercial Banks New Business with that of Total
New Business {(Percentages)
1964 1965 1966 1967 1968 1969
U oA | 2 ok | A ek |5 ek |.%. ek | & ok
L9 Ao d Od Ao d D LTI ) el =] [ TR =T = L8 5.0 Ne] 4
438 4893 428 29608 [833 4398|998 9558|555 9808 4% gads
REF CERPl AR TEEY AR R |SRY O 8RY|SRY guu|dgn S§Ev
A Aa | A A3 | 4 Ad | & Ad | a SaA7|7d7 A4
Mctor Cars 55‘7 2505 ""'5.6 25.2 31.8 21.? 28.2 17.‘2 272 1609 25.7 16.0
Ccmmercial Motor ’ ' '
Vehicles 0.9 15,2 8.0 10,8 183 12,9 194 9,9 33,3 8.3 18,3 12.6
Industrial &
Jegricultural
Equipment Ge5 59 049 (S 242 7.0 2ok Be3 5¢8 11,3 9e2 9.4
Other Iaported ' '
Goods 11,8 25¢5 12,1 36,3  8u3 . 2643 51 2543 342 2346 2,5 2042
Consolidation of '
Debt 9.0 ko6
Real Estate & Home '
Iuprovenent : . 17.0 8.2
Other 29.9 12,7 32.2 10,9 38,3  18.9 3.8 27,9  4B8:8 28,8 16,6 1849
Logal Products le2  15:7 1.3 .2 1,1 11,2 1.0 11k 240 11,0 1.8 10.1
Totel 100.0 100.,0 100.0 '100,0 100,0 100.,0 100.0 100,0 100,0 100,0 100,0 100,0

Source: Bauk of Jamaica,

96
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In epite of it rapid increase instalment credit atill lags
far behind both overdraft and demand loans as Table 47 indicates.
The overdraft is the chief form of lending although the share of

demand loana ig also quite substantial.

Table 47

Commercial Bank Loans by Form of Lending Arrangement (mid-1970)

: Hean Median Higheat Lowast
Type of Arrangement % % ' % %
Overdraft 48,7 40,0 75.0 10.0
Demand & Time Notes 41.4 38.4 ~75.0 24.0
Instalment 8.5 1.4 29.8 0
Other 1.4 1.4 3.0 0

Source: Information supplied by the Commercisl Banks.
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Loan Intereat Rates

The Prime Rate: The prime rate can be regarded 23 an index
of interest rates - not in the sense of an average hut rather as an
indication of the movement of the level of rates. Quite often, in
fact, banks in quoting interest rates to horrowers specify a certain
percentage in relation to the prime rate. The prime rate is the
rate given for loans which in the bank's opinion can be repaid
without difficulty under adverse conditions, Loans which fail to
meet this criteria are made at higher rates depending-gn the degree
of rlisk attached to the particular type of loan. Loans which are
estimated to_generate_otper types of lncome such'as foreign exchange
earnings, may qualify for lower rates. OQ the other hand, loans
which are likely to resuli in higher administration, collection and
gupervision coste tend to have higher rates, Finally, loans with
liguid security may also be granted st lower rates.

The Coast of Funda: The main factor influencing the level
rates 1s the cost of deposit;t Banks maintained a aspread of 3,5
percentage pointa between the savinga rate and the prime rate prior
to August, 1961, but with the revislon of the deposit rate structure
this difference was incremsed to 4 percentage pointa. Since May,
1969, it has been further revised to 4.5 percentage points probadly
in recognition of the increased proportion of fixed deposits in bank
funds.l

Praditionally, banks have by agreement moved the prime rate
and the deposit rates after and in the same direction as movements of

1Bank of Jamaica Bulletins, Vol. 1, No. 1, p. 23 and Vol. IX, No. 2,
Table 16,
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rates in the United Kingdom. It haa been argued that these movements
were defensive measures to prevent the outflow c¢f savings to the centre
with higher interest rates and to dipcourage international firmg from
shifting their borrowing to the territories where their subsidiaries
operate.l

With regard to the second factor other restrictive policy
measures such as ceilings on advances also affect thess movementa,
Thup, discussing the African situation before the Radcliffe Committee,
Mr. Wilson of the Standard Bank of South Africa said that he thought
that it was more the credit squeeze than the actusl disparity in rates
of interest which caused the trend to taﬁe overdrafts ov.?erseaa.2 By
credit squeeze, Mr. Wilson was referring to the British Chancellor of
the Exchequer's raequest that the average level of advances during the kR
next 12 months should be held at the level of the last twelve.3 In
Jamaica the affect of the policy changes appeared in the form of an
inerease of #14.8mm in loans between the end of September, 1957 and
the end of December, 1957 an increase of 44.8 per cent over the
September level, Bslances due to foreign banks or brenches rose by
J24,30n., 50,6 percent of theilr September figure. In addition,
balances due by banks abroed fell by #4.8mn. (27 percent).  All of
these movements continued into the next guarter: loane and advances
and balances due to foreign banks and branches weni up to 11 and 25.4
per cent respeocitively, and balances due by foreign banks went down

46.9 per cent.4 Since then lending to non=-resident coxrporations appears

lC.Y. Thomas, Monetary Arrancements in a Devendent Econoﬁu, ISER, 1965.
2Minutes of Bvidence to the Redcliffe Committee, para. 4345, H.M,S.0., 1960,
5Journal of the Institute of Bankers, Vol. 78, 1957, p. 303,

43ee C.7. Callender, The Development of Capital Market Insgtitutiong ia
Jamgica, ISER, 1965, p. 104,
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to heve hecome a significant feature of bank lending as revealed
in recent Bank of Jameica pu‘blications.1
The first factor - deposit mobility - seems to have been
obeerved since the beginning of 1957.2 Ite applicability to
Jamgica is however not as immediately apparent from the Jamaica
statlistics. |
The practice of fixing bank lending and deposit rates
with reference to external rates still continues although the Bank
of Jamaica which determines these rates on hehalf of government has
endeavoured %o fix rates hoth with refereﬁce to the local liguidity
gituation and the demend for losnable funds, and with the overall
view of holding interest rates low in the interest of economic
expansiocn. As long as funds can move freeix to other financial
centres in the sterling area, however, the extent to which this can
be achieved will be limited. Hence, in 1970 in order to discourage
the outflow of funds to centres of high interest rates it was necessary
for the government to allow the banks to compete for fixed deposits
for periods of six mouthe and over on an interest rate basis., Allowing
the rates to rise, however, appears'to be resulting in a scarcity of
long term funds, It was alao necessary to impose limits on lending
to internationally controlled companies.3
The coat of funds factor would also affect the proportion of.

loans which the banks would be willing to make at the prime rate. Banks

lBank of Jamaica Bulletins since Mareh 1970.

2Minutes of BEvidence to Radcliffe Committee, op._cit., para. 4345.

3Bank of Jamaica, Annual Report, 1969.
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with a high proportion of deposits earning more than the basic
sgvings rate will endeavour to keep the proportion small and ney
cbserve s higher rate structure. The extent to which they can do
this wili depend on the nature of their customers. Bilg customers
who normally qualify for the prime rate may he able to succesafully
roglgt the attempts of banks to raise their rates. But most customers
may not be discouraged from borrowing by a & or 1 percent difference
in interest ratea.l The tendeney to rwaise the rate siructure independent
of a movement in the official prime rate appesars to have been evident
sspecially since the banks have been allowed o compete for deposits
of six months and over. Banks were in fact offering ;é much a8 ¥ per
cent below the prime rate for certain types of deposits.

The degree of risk involved in msking a particular type of
loan will usually be reflected in the inte;est rate, other things
being equal.2 Whert a lean is fully secured by = highly liquid form
of security the risk of loss of bank funds is reduced and the risk
premium may algo be reduced. TUnder the old Inter~bank Agreement a
loan secured by a cash deposit at the lending bank was made at only
2 per cent above the rate attached to the deposit, This, of course,
wag the extreme case. The practice is ptill obsexrved to some extent
today, but the banks are free to depart from this arrangement. Less
ligquid security could result in the banks incurring losses in realizing
them, either through not obtailning the full value of the loan through
lThe odd thing is that many customers are usually more concerned sbout

baving to pay & $1.00 more in stamps, say, than sbout a small change in
the interest rate.

2See J.A, Galbraith, the Economice of Banking Operations (McGill Univ.
Press, 1963), pp. 7T1l-73.

it
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unfavourable markets or in heavy administration costa, such as going
to court and so on.

In fixing the rete of interest banks also take into account
any collateral earnings that it may derive from the use of the loan.
The chief form of such advantage applicable to Jamaica would be foreign
exchange earnings and charges on bills collected, and this gives g bias
in favour of international transactions. It also favours the large
borrower as the collateral benefité derived from higs use of the funds
are likely to be substantizl.

Finglly, the bank may take into account the costs of administer-
ing and servicing the loan. Bauks sometimes find it very difficult
to assess the financial standing of their applicants when there are no
financial statements and may devots much time in extracting the relevant
information from the applicant. Some banks. have specially designed
forms for this purpose. They could amount to several pages of stationmery.
Trege affect mainly the smaller business borrowers.l There is a further
biae against the smzll horrower in respect of the accounting costs.
Accounting for one large loan of half a million dollars is much leas
costly than accounting for one hundred 55,000 loans, Similarly, super-
vigion, follow=-up and collection o? small loans is relatively expensive.
Moreover, some banks find thet it is the smaller loana - those within
the discretion of the bank manager - which are troublesome. Here
overdraft loans may develop 'hard cores' largely because the borrower
does not understand the purpose of bank finance, and the young relatively
inexperienced manager may neglect to explain adequately the role of
bank finance in the business, Overdraft limits may be exceeded, In
general however, banke in Jamaica are of the opinion that borrowers
have a relatively good record.

1
Legal =2nd other costs of large loans are often treated separately and
not inecorporated in the interest rate.
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Instalment loans cerry a higher effective rate of interest,
but some banks may charge a 5 percent less if very good security is
provided., Basically, the same rate of interest is charged on
durable consumer goodse ga on small industrial and agricultural equip-
ment. This is an area which may deserve some study., Certainly, one

would like to see loans for indusirial purposes having preferred

rates vip-a-vis loans for consumption purposes.

Table 48
Average Interest Ratigsgflgggmercial Bank Loata,

Bank 1962 1963 1964 %965 1966 1967 1968
A 8.0 7.1 6.1 5¢T 7.8 8.2 8.8
B Te5 6.9 6.7 7.4 Te5 8.1 8.9
¢ 7.3 6.8 6.3 6.5 7.2 1.8 9.9
D 6.7 6.0 5¢5 6.4 7.0 7.5 7.7
E 7.7 7.8 7.1 Te3 8.3 8.4 8.8
F 8,0 6.3 . 4.3 4.6 5.4 6,0 - 6.1
A11 Banks 7.3 6.8 6.2 68 7.3 1.9
Average

Prime Rate 7.4 6.5 6,1 7.0 7.3 7.3 T.7

Source: Commercial Bank returns to Bank of Jamaica.
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Table 49

Average Interest Cost of Bank Devogits

Bank 1962 1965 1964 1965 1966 1967 1968
A 3,2 2.0 1.8 1.3 23 2,7 3.0
B 2.2 1.8 1.4 2,0 2.3 2.4 2.8
¢ 47 3.6 3.6 5.2 5.2 19 4.4
D 1.8 1.7 1,3 1.9 2.2 2.3 2.8
o 1,5 1.5 1.5 1.7 2.4 . 3.9 4.1
7 15,5 10,0 5.9 6.0 2.1 2.9 2.1

Sourcea: Bank of Jamaica,

In Tables 48 and 49 the average interest earning on loans

and advances and average interost coats of deposits are shown. Cost

figures for banks C and F appear to include intereat paid on funds

borrowed from branches abroad. For the other banks there appears to'

be a high degree of correlation between movements in the two sets of

rates, Note, for instance, banks A, B and D for 1965: both rates

wvent down for A, but both went up for B snd D.

1969

2.6
2.5
2,2
2.3
4.1
2.5
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The Loan Market

The commercial bank loan market is highly concentrated on
the supply side. Up to 19959 there were only four banksoperating.
Botween 1959 and 1967 there have been six and since 1968, seven.1
Table 50 gives some idea of the supply side of the loan market,
Phroughout thé siztien over eighty per cent of bank lending has been
concentrated in the three largest banks, Their share tended to fall

up to 1965 but largely as a result of declines in the shares of the

Table 50

Dagree of Concentration of Commercial
Bank Lending 1961-1969

Share of 1961 1962 1963 1964 1965 1966 1967 1968 1969
Largest

bank 41.1 41,9 39.6 36,1 36.0 41.7 46.6 AT.4  45.3
™o
largest
banks T73.5 69.8 67.1 _62.7 61.5 67.7 71.9 12.5 T0.6
Three
largest 89.1 86,8 84.2 g2.2 81,9 86.2 88.2 86.1 83.3
banks
Smaller
banks 10,9 1%.4 15.8 17.8 18.1 13,8 11.8 13,9 16.7
Total 100.0 100,0 100.0 100.0 100,0 100,0 100,00 100,0 100.,0
Banka with
Jomaican
ownership 41.7 46.6 49,8 50,1

Source: Bank of Jameica,

]
Bk
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two largeat benks although the third bank was expanding its own
share., At the seme ftime some of the smaller banks registered gains
as their deposits increased., In 1966, however, the trend changed
with the largest bank incressing its share of the market significantly
wlth further increases in the two years following., The second
largest bank stabilized its shere, but the third bank shows & stead&
decline in its proportion. The smaller banks, too, show great
variations in trend, The shares of the newer banks fell after 1965
but that of one b;nk had been falling since 1963. Generally, the
banks whose shares declined after 1965 were all banks which prior

to 1966 borrowed over 30 percent of their resources from other
branches overseas, and the fall reflects the utilization of less
overseas funds even before devaluation. Actually, however, under
normal conditions, the use of overseas funds may be regarded as a
function of the excess of loan demand over supply. Some of these
banks took part in the lending boom to the puilding and conatruction
and land development activities in 1965 and they evidently imported
funds to enable them to undertake such financing. The other point
$0 note is that banks with some degree of local ownership made 50
percent of total loans in 1969 while holding only 44.2 percent of
depoeits and 45.6 percent of asseta.

The small number of banks mades it relatively simple to
operate under a high degree of collusion. Apparently, this did heppen
prior to the early sixties, but the new banks together with official
interference helped to change things. Some of the newer banks being
branches of American banks were prevented by the anti-trust laws of
the U.S8.4. from participating in any formal agreeé;ﬁt. Furthermore,

gavernment played a leading part in the break-up of the banking agreement.
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Moreover, the inmovations in banking have been taking place in the

three countriee of the psrent banke - U.K., Canads, snd the U.S.A.

but have been of a different character and at a different pace, and

one would expect some variations in the type of innovations intro-

duced among the banks, A further point ia the fact that the banks

which

vere branches of internationsl firme slowed down the rate of follower-

ship in local innovations. Thus, for example, one bank obtained a
clear leasd in the instalment credit field; but 1t was gix years
before other banks followed, and it wae eassy for a new bank to mov

into second place in this type of business.

On the other side of the loan market there are a large number ..~

of borrowers and an even larger number of potential borrowers,
Table 51 gives the aize distribution of borrowers by nunber and

, value of loans outstanding.

Table 51

Size Diastribution of Loans Cutetanding 30/9/69

Valuq of Loans 4 of

All Loan

Banks Median Highest Lowest A/Cs

% % % % All Banks

TUnder $1,000 5.4 4,8 10.5 0.5 60,1
31,000 - 31,999 5.8 5.9 8.7 0.4 18.6
$2,000 - $19,999 22,3 19.4 33.3 7.5 19.0
$20,000 - 299,999 19.0 23,5 30.9 12.5 1.8
£100,000 - $199,999 10.6 10.3 22,3 8.3 0.3
%200,000 - $999,999 22,8 11.3 48,9 7.2 0.2
$1,000,000 & over 14.0 12.8 24,1 *
$200,000 & over %6.8 28.6 £0.0 8.3 0.2

Source: Bank of Jamaicsh.

=]

¥Wo,. of
Loan A/Cs
A1l
Banks

30589
9455
9696

915
145
107

21
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The Table showa that some 97.6% of borrowers were responsible
for only the 33.5% of bank outastandings - borrowers who owed less than
220,000, Loans over $20,000 émounting to 66.4 per cent were divided
among only 2.3 per cent of total loan accounts. A more penetrative
view of the market situation can be diacerned by leooking at some
individusl bank distributions., All banks have a wide range of lendings
hy size, but it is clear that banks 2, 4 and 5 have concentrated a great -
deal more on retail banking.! By retail banking we mean banks interested
in popularizing banking and providing facilities for the majority of
the people through cheap chequeing accounts and small lqan business. !
Wholesale bankers on the other hand, are interested mainly in customers
of substantial means. Actually, all banks combiné both types of
business, and offer broadiy the whole range of services, especially on
the deposit side, but some banks emphasize certain types of services
more, and this is reflected in the statistics., At the other extreme
banks 1, 3 and 6 have a high proportion of their resources tied up with
the large borrowérs. While this is subject to all the cost advantages
digcussed earlier it alse expoases these banks to a certain amount of
pressure from these 1a£ge horroweﬁs and to the rlsk of having a large
“proportion of fﬁnda tied up with ; few debtors. To some extent, of
course, the ability to expand retail banking is related not only to the
regsources of the bank but tb itg branchu;etwork. In 1969, scome banks
had as many as 40 branches while others had only two. Banks with a
large number of branches can take banking to the smaller horrower and
are, therefore, in a better position to expand small businesg and personal

loane. Some banks sre also reluctant to expand this type of business

because they claim that they sre not equipped with the expertise to



Bank

Bank 1
Bank 2
Bank 3
Bank 4
Bank 5
Bank 6

Bank 7

Source:
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Table 52

Percentages of Loans Cutatanding for wvarious
aize categories by Bank - 30/9/69

Under Underx 420,000 - Qver

32,000 220,000 $199,999 $200,000
5.3 15.1 52,7 31.3
Na&s N.8. N.8. alle
0.8 8.3 33.0 58.6
14.8 43.5 30.5 26,0
16.3 42,8 34.9 22.3
5.0 17.5 - 22.5 60.0
19.2 52.5 39.2 8.3 i

n

Data supplied by six of the seven commercial banks
operating in Jamaica.

Table 53

Percentage Distribution of Loans Accounts
with lese than 32,000 - 30/9/69

Largeat 65.0
2nd " 18,8
3rd " 7.9
A4th " 7.0
5th " 0.9

Smallest 0.3

Total 100,0
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Table 54

Commercial Bank Loans to Large Borrowera:l Aveilments as
Percentage of Total Loans Outstanding

Bank

A B c D E F
Sept. 1962 47.4 72.8 82.6 T4.5 88.6 47.5
March 1964 n.a8, 69.8 76.5 74.3 86,0 51.4
Sept. 1964 38,0 62,3 86,3 80,1 N.3. 17.5
March 1965 41.4 6545 78.0 7349 n.a, 18,2
Sept. 1965 34.9 57.3 80.0 75.7 94.4 3945
March 1966 41ﬂ4 57.1 85.4 70.4 95.0 54.1
Sept. 1966 ‘ 53.2 55.1 79.7 . T71.4 72.3 12.1
March 1967 59.2 54.7 69.9 80,0 2.0 20.0
Sept. 1967 38.4 57.0 68.0 80.5 68,2 34.3
March 1968 42.5 577 77.0 78.6 75.0 37.1
Sept. 1968 34.9 59.4 N8, NeBe a7.0 45.7
March 1969 n.a, 51.7 Neas 74.0 ea. N.4.
Sept. 1969 41.9 54.6 w 85.1 T4.4 nsa. n.a.
Simple Average 4%.0 53.6 79.0 75.1 83.3a 34.3

Source: Commercial Bank Heturns to Bank of Jamaica.
lBorrowers with suthorizations of 240,000 and over.

8gxcludes March 1967.
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supervise and follow up the loans, Table 52 gives gsome idee of

the percentage distribution of loan accounts with outstandings of
legs than 92,000. Sixty-five percent of the very small accounts
are with one bank and the balance is unevenly distributed emong the
remainder, the shares of banﬁa B and D being quite negligible,

Table 54 which includes the bank excluded from Table 53
but excludes one of the hanks which we regarded as primarily a
retall lender suggests that bank 2 is also more heavily in wﬁole-
sale banking., Traditionsally, basnks have been largely wholessle
lenders but the trend has been to popularize banking and- to do
more and moxe with smallsr customers,

Roughly the same pleture ia revealed when we look at the
digtribution of loans by category of borrower in Table 55. Again,
vwa find banks 4, 5 and 7 lending rather more to private individuals
in contrast to the other three banks, These banks account for ebout

50 percent of the deposits of the banking system.

Teble 55

Loans to Companies, Private Individualas and
Others by Bank, September 30, 1969

Category of Banks A11
Borrower 1 2 3 4 5 6 7 Banks

Companies 90,1 n.a. 79.7 55.9 63.0 79.6 46.2 65.2

Private
Individuals 9.9 Do 15.5 42,7 37.0 19,3 45,8 33.2
Other - N.&o 4--8 1.4 - 1-0 801 1-7

100.0 n.a. 100,0 100,0 100.0 100.0 100.0 100.0

Source: Computed from data supplied by six of the seven commercial banks.
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GROWTH AND THE SECTORAL DISTRIBUTION OF BANY. CREDIT

Unlike deposits which have grown steadily but increasingly
in the post-war period, bank lending has been characterized by
alternating periods of rapid and sluggish growth. The early post-
war period was followed by a moderate rate of increase in advances
up to 1957, when an almost phenomenal increase in lending took place
and continued into the construction and consumer credit hooms at the
turn of the decade.l The pattern continued into the six?ies.
Buoyant conditions in 1961 and 1962 were followed by an absolute
decline in 1963 and by extremely rapid increases in 1965 and 1969,
Except in 1968 and 1969 the deposit index seemed to increase more
rapidly when the increasé in the loan index was lower. The pattern is
also indicated in the advances/deposits ré%ios, falling in 1963 and
1964, the former being a year when loans declined and the latter one
of only moderate deposit growth. The relatively low ratios at the
end of the decade reflect the decrease in overseas borrowing for
local lending and the rapid increase in deposits. Advance/deposit
ratios for Jamaica are expected %o be rélatively high compared with
other countries because of the high overseas leakage of depoasits.

The sectoral distribution of credit is an area of interest
to many analysts. Traditionally, banks have favoured the distributive

trades, and this preference for a sector with limited cepacity to

generate incomes and with fairly wesk lines with the intermal productive

gector hag received a great deal of criticism. Az Table 58 shows, banks

1See 8.V, Callender, op. cit.; pp. 97-119 for details. See also page
ahove.



113

Table 56
Indexes of Bank Déposits and Loansg,
1962-1369
. Index of Index of Change in Change in
Year Deposits Loans Deposit Loan Index
Index
1962 1€0.0 ~100,0 - -
1963 120.8 £9.3 +20.8 -10.7
1965 1524 141.1 +12.4 361
1966 171.5 153.4 +19.1 12.3
1967 200,2 167.3 +28,7 13.9
. 1968 ¢ 2k2.8 191.7 +52.8 2k 4
1969 D 30k, 4 254,1 +61.6 62.4
: i
Source: Bank of Jamaica.
Table 57

Commercisal Bank Advances/Depositl
Ratios 1961-1969

1961 1962 1963 1964 1965 1966 1967 1968 1969

A 80.0 81.6 ¥ 64,9 976.2 88.1 85.4 84,7 72,4 67.3
B 88.6 86.9 65.9 61.0 2.1 84,2 90.8 89.4 88.1
¢ 166.2 162.5 120.6 127.% 154.1 138.6 113.5 82,1 8l.1
D 100.0  79.6 54,7 58,9 639.8 68.8 61.2 59.2 66,5
E 100.0 182.4 18%.0 200.0 256.1 166.7 78.3 66.3 77.6
F 376.9 268.8 100.0 204.3 184,0 128.6 120.0 78.7 78.7
G 152.0 114.9
A1l

Banks 104,33 96,8 72.9 72.1 89,6 88.8 83.0 77.1 79.6

Source: Commercial Bank returns to Bank of Jamagica..

These are adjusted deposits. Ratios to unadjusted deposits
will be slightly lower. .. )
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continue to increase credit to this sector but the rate of increase
has been lesa than that of a number of other sectors. Actually,
with the exception of 1963 bank credit outstanding grew throughout
the decade, growing more rapidly in 1965 and 1969.

Over the pexiod, credit to public utilities grew fastest
and this was followed by land development and personasl and profesaicnal
loans, building and construction and manufacturing, in that order.
Lending to other sectors, with the exception of Governmenti, mining and
hotels which declined from their 1962 level, increased at a more
moderate pace.

The overall decline in 1963 ﬁas chiefly due to a reduction
in lending to-a numher_of gectors, There were siénificaut declines
in lending to sugar gstates and sugar manu{gcturing largely becsuse
of increased export earnings in the industry resulting in a lower
demand for credit to finance the growing and marketing of the sugar
crop. Building and conatruction also declinéd reflecting the dowmturn
in the industry following the completion of major projects in 1961 and
1962 and the existence of a period of uncertainty followiﬁg & contro=
versial wage award in the industry. Credit to the personal and
professionsl znd distributive traées catogories also declined indicat-
ing the end of the consumer credit bhoom at the turn of the decade.1
Finally, some major Jamaican enterprises were reported to have switched
borrowing from Jamaica direct to London either because of convenience

or to take advantage of lower rates there.2 On the other hand, the

'Bank of Jamaica Bullebin, Vol. IT, No. 3, p. 11 (Kingston: Jemaica Times
Press, Ltd.) There was also no immediste expansion of loans in response
to the high export earnings. '

2I‘nid. During the period Jan. 1962 to August 1963 the Jamaica Bank Rate

exceeded the U,K. bank rate by either 1 or 1.5 percentage points. Ibid.
P. 27,
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publio utilities sector recorded a massive increase in barnking
lending while other sectors showed moderate increases,

Since 1963, the index of bank credit has risen consistently,
the year 1965, 1968 and 1969, showing the moet rapid inecreases. All
pectors except government, mining and hotels, increassing their loans
outstanding above the 1962 level. The. increase in credit to the
public utilities sectorl representa perhape the most striking change,
credit used by this sector in 1961 being negligible, In addition to
working capital loans, some banks extend credit %o public utilities
for up to five years for limited expansion of fixed capital. Credit
to hotels, on the other hand, appears to have declined until its sharp
inorease in 1969, A significant proportion of hotel serviceas are
provided on a c¢ssh basis, and it ia probab%e that this industry makes
less use of bank credit for working capital as they expand, than some
other industries, OCredit to the mining sector consisgts principally
of bank sccommodsation to the bauxite companieé wvhope borrowing though
rising between 1963 and 1969 was lower than the 1962 level. TFinally,
governmenut credit has declined because the central government now
obtains credit wainly from the Central Bank or through the sale of
Treasury bills to the private sec%or. The mejor proportion of the
benk oredit to this sector is utilized by the statutory bosrds, such
ag the Banana Board, the Agricultursl Marketing Commiasion and so on,
and though the level of credit has been below that of 1962 it has

fluctuated sbout a slowly rising trend. Most of the other sectors will

lThere would seem to be a case for reclassifying loana granted to public
utilities by activity, e.g. transportation, water and electricity,
communicationa ete. This would also bring it in line with the classifi=-
cations in the national accounts,
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Table 58

Index of Credit Outstanding (1962=10Q)
%

Bank Credit by Sector 1962 1963 1964 1965 1966 1967 1968 196

Central Govern~

nent, Local

Authorities %

Stats. Branches 100.0 53.9 64.2 95,3 75.0 844 91,8 97

Investment Dealers
& Brokers

Credit & Financial
Institutions . 100.0 104,00 1uM1.6 245.8 230.7 191.5 295.6 328

Peraonal & Pros.
fesaional 100.,0 92,6 110.4 145.,3 198.4 270.5 315.2 445,

Agriculturs & )
. Fishing 100.0 86.5 95.4° 155.8 150.3 106.5 124,8 144

‘Sugar Cane Farmers 100.0 66,4 82,7 15k,9 1468 80,3 95.0 10%

Other Agriculture 100,00 112.8 113.?"160.8 167.2 129.3 167.2 24,

Mining 100.0 50,1 50.3 50,2 50.2 75.7 77.2 81
Manufacturing 100.0 87.3 126.1 196.5 228.1 236.4 267.7 36¢
Sugar Estates 100.0 60,1 78.9 160,8 229.9 236.7 199.5 278.

Other Manufacturing 100.0 100.3 147.7 213.1 227.7 236.5 298.,6 Lot

Building & Construc-

tion 100.0 90,5 -110.0 183.4 183.8 179.9 261.1 40
Land Develapment 100.0 127.2 202.8 322.6 202.9 233.1 267.9 468,
Public Utilities 100.C0 301.9 246.9 185.7 393.8 750.2 1137.0 163

Diatributive Trades 100.,0 92.5 98,8 120,5 130.4 139.2 1M:.2 160.

Hotels 100,0 110.2 96.9 89.9 90.8 82.7 82.7 15,
Entertainment 100.0 109.5 175.3 217.2 267.4 281.7 251.7 18
Other 100,0 88,7 105.7 106.3 117.3 95,7 121.,6 167,
A1 100.0 89.3 105.0 14#1.1 153.% 167.3 191.7 25

Source: Bank of Jamaica.
Based on average of ead of quarber outstandings.
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Table 59

Iméex of Contribution of Sectors o

1961
Total 96.0
Agric., Forestry
& Fishing 95.2
Mining, Quarrying
2 Refining 95.6
Makufacturing ‘99.5
Construction &
Installation 99.5

Electricity, Gas,
Water, Transporta=
tion, Communica-

tions 96.1
Distributive
Trades 99,3

Hotels & Enter-
tainment 92.4

Other Services

Cwnership of
Dwellings 93.9

Central & Local
Government 87,3

Financiael Institu=
tions 9200

1962

100,90
10040

100,0

100.0

100,0

100.0
100,.0

100,0

100
100,0
100,0

100,0

1963

1065

117.%

98.5
119.8

100,2

99.8

100.2

"1061.1.

107.9

108.1

86.5

at Factor Cost

1964

113.9

117.5

112.9
128.2

111.7

107.9
104.3

108.5

118.5

119.5

95.7

Source: Dept. of Statistics, National Income

1965

123.6

125.0
135.8

123.3

117.7
111.5

126.6

128.3
129.7

120.7

G.D.P.

1966

134,3
128,9

134.2
150.8

133.1

130.2
118.5

146,5

137.4

146.1

135.3

and Products

1967

142.6

133.6

140.6
157.1

140.1

141.3

122.4

153.7

140.4

176.3

150.2

19¢8,

1968

157.h4
133.0

156.6
175.4

182,3

153.9
133.0

164.,3

143,31
202,646

160.6

1569

172.2
128.4

207.6
184.2

205.7

163.6

146,3

Nale

156.2

22h .4

1774
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Table 60

Sectoral Distribution of Loans & Advances

~ Bector 1961 1962 1963 1964 1965 1966 1967 1968  196¢

Government & other I
Public Bodies 375 3.7 2.3 2.3 2.5 1.9 1.9 L.Ah 1

Credit & Financial . :
Institutions 2.6 2.0 2.3 2.4 3.5 3.0 2.3 3.1 2.¢

Personal & Pro=- o
fesaion&l 130? 13-4 13.9 14.2 1308 1704 21.7 22.1 23-5

Agric. & Fishing 6.4 7.1 6.9 6.5 7.9 7.0 A5 b6 b,
Mining C 9.6 9.6  5.Ah b7 3h 0 3.1 k3 3.9 30

Industry 15,2  15.2 14,9 18,3 . 21.1 22.6 21.4 21.2  22..

Building & Con=-
struction 4,0 4.3 k.3 4.5 5.6 5.1 4,5 5.8 £

Land Developﬁent 3.6 3.2 4,5 6.1 7.2 4.2 44 L4 Se’

Public Utilities 0.1 0.7 2.5 1.7 1.0 1.9 3.3 bob L.”

Digtributive -

Trades 30.2 29.8 . 30.9 28.2 25.5 25.4 24,8 22,5 18..
Hotels k3 A3 5.4 ho 2,8 26 21 19 2
Entertainment 1.2 0.9 1,1 1.5 1,b 1.6 1.6 1.2 0.
Other 5.6 5.7 5.6 5.7 4.3 4,3 3.2 3.6 3.
Total 100,0 100.0 100.0 100.0 100.0 100.0 100,0 100.0 100.(

Sourée: Bank of Jamaica Bulletins.
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be dealt with below.

\

The main characteristics of the sectoral distribution of
cradit in the 1960'3 are depicted in Table 60. The moast noticeeble
trends are:

(1) A rising proporiion of loans going to the personal

and professional cstegory, manufacturing other than sugar,

building, construction and land development and public
utilities.

(ii) A noticeable drop in the share of loana received by

government and other public bodies, agriculture, mining,

hotels and the distributive trades.

(iii) The share of loans to credit and financial institutions

and to entertainment fluctusted around en almost stationaxry

level.

Pergonal and Professionsl

Between 1967 and 1969 the personal and professional category
became the largest user of credit. In 1970 ﬁersonal loane were o
clagsified separately and found to be about 17.6 per cent of totgl loans,
while professional, now grouped.with other services amounted to only
3.2 per cent.1 The 1970 revision of the banks' quarterly return of
loana and advances thup makes personal loans the third largest user of
credit behind manufacturing and distridbution.

In Table 61 is shown the relative shares of banks in their
lending to this group between 1961 and 1969, The leading lender has

well over 50 per cent of the market and after a decline in 1962 and 1963

1Figures for September, 1970, given in the Statisgtical Digeat of the
Bank of Jamaica, April, 1971.
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Table 61

Bank Shares of Personal and Professional

loans 1961 esnd 1969

Bank ' 1961 - 1962 1963 1964
A 10.0 9.5 1l.6 12.4
B 50,3 47.6 44.1 A7.6
c 12,5 12,7 15.0 15.3
D 16.2 19,2 16,2 15.9
B 0.1 1.1 1.7 2.4
F 10,7 9.9 10.6 6.3
Banks which

commenced opera-
tions in 1959 &
gubsequently

Source: Bank of Jeamaica.

Table 62

Shares of Personal and Professional Loans
in Loan Portfolio of Individual Banks

Bank 1962
1 26,2
2 2.7
3 3.7
4 15,1
5 26,9
6 9.8

Banks ogggating

gince 1 16.5

Source: Bank of Jamaica.

1965

13,2
53.3
15.7
12.6
3.9
1.3

1966
8.1
12.5
9.1

25.3
30.5
8.4

8.1

1966

9.5
61,3
13,1
12.5

2.2

1.4

1967

10.1
61.3
10.8
13.5

2.0

2.2

1969
27.5
16.9
13.8

30.1
30'6
12,1

27.5

1968

7.6
62.4
9.7
12.2
2.2
1.5

8.2
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increased its ghare significantly. The share of most of the other
banks declined after 1965 (though some began earlier) losing ground
first to the leading bank and later to the new bank group. Table 62
provides data on the importance of persounal and professional loans
in the portfolie of each bank.

Banks 2, 3, 4, and 5, show increasges for all three years
shown, Banks 1 and 6, however, were making a smaller proportion of
thelr loang to this category in 1966 than in 1962, but by the en@ of
the 1960's all banks seem to be moving in the same direction -
increasing their portfolio of personal and professional lcana. The
portfolioc of the new banks in 1968 ranks among the largest because
of the speclialization of the Jamaica Citizen's Bank in retail banking.

The increase in personal and profesgional loana is a reflection
both of a shift in the supply schedule of %anks and of the inecrease in
demand resulting from the growth of salaried individuals in the Jamaican
economy. On the supply side, the number of banks making instalment
loans have increased from one to five over the decade. On the demand
side, personal income grew by 52.0 percent in current prices between
1962 and 1968.1 Personal loans have a maximum maturity of about three
years. The fact that lending to this category increased more than |
4.1 times the increase in personal income may be an indication of the
increased willingness of banks to meke this type of loan.

A pignificant proportion of loans to this sector went ftowards
financing the purchase of motor carg and other durable cousumer goodg
resulting in an overseas leskage of financial assets and an unfavourable
effect on the balance of paymente. For this reason, the government

found it necessary to impose ceilings on certain types of personal

lbepartment of Statistics, Mational Income and Product, 1968, p. 43.
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Table 63

Manufacturing Industries: Distribution of
Banlk Credit Outstanding

1961 1962 1963 1964 1965 1966 1967 1968 1969

Sugar. 251N

Mo:.a-ssea 30.3 31.1 21.3 19."" 25.3 30.? 3101 23.1 23.6
Beverages 3.0 243 244 Sl 2|8 340 30 108 1.5
Other Food Pro= :

09851118 9.0 6.5 11.5 13.0 8.9 805 7.8 800 1086
Tobacco & Tobacco ‘

Producta 2.5 2.9 6.1 5.? 20? 1.6 255 209 305
Printing & Publish-

1118' - 3¢5 2e7 ek 206 2.0 105 3¢5 5-4 506
Textiles, Leather . :

& Footweax 13.9 13.7 1309 8.9 ?.0 5.8 "?.5 3.6 3.6
Furniture & Wood

Prod, 2.8 208 Te3 245 2,2 2.3 2.9 Se2 2¢9
Metal Prod, (excl,. :

furn,) 8.3 Sel Te3 7."" 6.7 7e5 946 9.5 10,7
Cement & Clay

Product 1.8 71 542 645 7.9 642 Salt b3 2.9

Petroleum Product 1,6 045 - 0.1 2,6 8a2 747 0e3 042 0.2

Soaps, Qils &
Allied Prod, 7e3 649 6,7 15.7 12,6 11,2 10,1 9¢8 648

Other Industry 16,0 18,2 19,4 12,7 13,8 14,2 19,4 "8,3 28,0

10040 9948 100,0 1000 10040 100,0 10040 100.0 9969

Source: DPank of Jamaica, Based on average of end of quarter outstandings,
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advances late in 1969. In particular, the banks were requested not
to sllow new instalment logns for private motor vehicles; imported house-
hold goods, real estate and consolidation of debts to exceed the level

of guch loans outstanding at October, 1969.

Manufacturing

The manufacturing sector hes become the second largest user
of bank credit. This includes, among others, the traditional sugar
estates sub-sector whose share was in 1969 only slightly above the 1962
level, Manufacturing other than sugar is, as may be expected, the
more dynamic sector. Its use of bank credit was in 1969 more than
three times the 1962 level., Considered separately it would rank ‘
immediately behind the personal and professional and distribution
sectors as a user of credit., Table 63 indicates that sugar
manufacturers were the lsading users of guch credit for most of the
decade, Itm share tends to fluctuate widely, however, and "other
industry" assumed the leading position in 1968 and 1969.1 Noticeable,
too, is the marked decline in the share of textiles, leather and footwear.
The share of the other sectors fluctuated about a constant or gently

riging or falling trend.

Sugar, Rum and Molasses

As shown in Table 64 bank finance for sugar manufacturing is
made by three banks, one of them clearly dominant, The sector is
dominated by a small number of medium and large borrowers who have very

often built up a long standing relationship with a particular bank.

1 .

The "other industry" group will become larger as new industries which,
cennot be included under the specified categories. The list of industries
was dravn up in 1961 and is due a further breakdown.
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Table 54

Bank Shares of lLoans for the Manufacture of Sugar, Fum and Molasses

Bank 1961 1962 1963 1964 1965 1966 1967 1968 1969
U 18,0 2245 2848 23,1 3343 343 3041 3240 25.6
v - 1.3 1,2 949 7«7 1l 17,1 16,1 11,7
W 732 B84k 56,3 56,2 She2 50,0 5Sle2 5049 6245
Other Banks 8.8 7.7 13,7 10.8 beO - 143 1.6 1.1 1.1
Total 100,60 10040 100,0 100,0 100,0 100,0 100.0 100,0 100,0

Source: Bank of Jamaiea records,

Zable 63

Sugar, Rum & Molasses: Relgtionship of
Bank Credit to Output

Index of Index of Tontributisn_ of Firkl Oa
Dank Credit 1ut of Sugar Manufacturing

Year Outstanding to GDP

(1962 = 100) $9000
1962 ' _ ., 10040 10040
1963 6041 143,5
1364 . 7849 118,5
1965 160,48 111.4
1966 229,9 124,7
1967 23647 9247
1968 199.5 102,9
1969 27841 85.4%

Source: Central Planning Unit, Econmomic Surver, Jamaica, 1969,
Bank of Jamaica records.
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This 18 a difficult sector for expansion by an individual bank; first,
because accounts shift between panks mainly when there 1a g transfer
of ownership of the concern, and secon@ly, because the sector has
been declining since 1963, the rising bank credit being more indica-
tive of difficulties in the industry than of its expansion.

A1l banks show a fall in the proportion of loans going to
gugar, rum and molasses menufacturing between 1966 and 1969. This
i® a reversal of the movement between 1962 and 1966. The share of
Bank 6 has, however, been reletively stable, Indeed, as total
bank credit continues to expand one expecta that the share of sugar

will continue to fall.

Table 66

Proportion of Loans to Sugar, Bum and lMolassees in
Loan Portfolics of Individual Banks
(Selected Years)

Bank 1962 1966 1969
4 2.5 5.7 3.0
2 0.4 5.6 4.6
6 12.2 13.5 13.1
Other Banks T.5 1.5 0.2

Scurce: Bank of Jamaica.
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Other Manufacturing

Credit to this sector has been expanding rapidly throughout
the decade. Details of the distribution of credit between the sub-
gsectors are given in Table 67. The outstanding features in respect
of textiles and other industry have already been noted. In absolute
terms credit to metsl products (excluding furniture), printiné and
publishing and allied industries, other food processing, other
industry, tobacco and tobacco processing and furniture and wood
products increagsed most rapidly. Soaps and oils and allied producta
increased rapidly up fto 1965, but has levelled off since. Tex$iles,
leather and footwear, wag the only industry for which credit
declidgd absolutely over the decades thosgh it recovered partislly
in 1969.

To the extent that it has been possible to make the banking
data correspond to the national accounts sector breakdown, the data
in Table 67 would seem to indicate that bank credit increased
fagter than final output for all sectora with the exception of
textiles, leather and footwear-and at certain periods cement and clay
products, The simultaneous Jjump in both bank credit and final out-
put of "other industry" in 1968 and 1969 is particularly noticeable.
This is the sector in which new manufacturing industries to Jamaica
are included, With respect to the other sub-sectors it is perhaps
naive to infer that assuming a linear homogenous production

function, either these indusiries are financing their increased
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turnover of processing naterials and labour with proportionately

aore bank credit and less of their own working capital, or are using

bank credit to finance fixed capital.

Table 67

Index of Bank Credit to Manufacturing Activities
other than Suzar {1962 = 100)

Activity 1961
Beverages 128,11
Other Food Pro=

cessing 139.6
Tobacco & Tobacco .

Processing 8549
Printing & Pube

lieity & Allied

Industriesn 226,7
Textiles, Leather

& Footwgar 01,7
Furniture & Wood

Froducts 99,5

Metal Prode (ex-
clud, furniture)l62,2
Cement & Clay

Products 2545
Petroleun Prod, 291,7
Soaps, Olls &

Allied Prod, 105,9
Other Industry 88,0

Sources

Bank of Janmaica,

1962 1963

100.,0 92,6

100.0 156,1

100,0 185.8

100,0 200,2
100,0 89.1
100,0 95,3
100,0 125,0

64,1
ka7

100,0
100,0

100,0 84,5
100,0 9347

1964

25h,1

250,0

1179
8241

113.6°

182,5

1153
6184

286,1
8840

1965
241,0

270,7

183.1

146,6
101,45
15249
25846

220,9
3039

35843
14943

Figuree based on average of end of gquarter
on outstandings at the end of the 2nd, 3rd and

1966 1967
296,.6 302.9
204,0 2834

132,0 200,9

12745 29947

98.1 7743
194,7 2b7.7
380,35 4h5,7

202,0 181,1
334,6 116.4

37440 34347
181.3 251.4

1968

205,7
33145
265,2

52842

70.2
30846
497,3

160,.6
101,6

337.4
418,.0

As shown in Table 70 all banks but one had a higher rroportion

of manufaéturing loans in their portfolios im 1969 than in 1962,

196
234,
600,
450,

751,

97,
372,
764,

151,
165,

356,
562,

outstandings, 1961 basec
4th quarters.
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Bank 3 experienced the most rapid increase. 3Bank 4's share declined
slightly in 1966 but had visen significantly by 1969. On the other
hand, banks 1 and 2 showed decline between 1966 and 1969 reversing
the direction of change between 1962 and 1966. Total loans and
advances made by both of these banks fell between 1965 and 1967 or
1968 and it would appear that manufacturing was one of the sectors
contributing to this decline.

Tndividual benk sheres in total manufacturing (excluding
sugar) was determined largely by the relative size of the banks.
The three larger banks made over 80 pexrcent of loana to the sector
throughout the decade although these banks interchanged positions
ag leading lenders throughout the decade. . The smaller banks have
on average made slight gainas collectively, but individually the
share of one bank fell rapidly over the decade while that of the

others increased.

Table 68

Shares of Banks in Total Lending to Other Manufacturing

1961 1962 1963 1964 1965 1966 1967 1968 196¢

Three largest
Banlts 92.8 89.2 88,9 90,1 87.9 90.0 90.9 88,7 85.5

Other Banks#* 7.2 10.8 11,1 9.9 12.1 10,0 9.1 11.3 14.5

Source: Bank of Jamaicsa.

* 1961-1967 = 3 hanksy; 1968 and 1969 = 4 banks.
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Table 69

Index of Final Output of Manufacturing Industries
Other than Sugar (1962 = 100) 1961 - 1969

1961 1962 1963 1964 1965 1966 1967

Beverages 91.3 100.,0 112,2 123,9 1344 148,0 152.8
Food (excl. sugar) 95,8 100,0 11ik,9 29,0 138,8 151.,5 162,2
Tobacco & Tobacco

Processing 8243 100,0 135,808 176.9 140,33 152.9 155,3

Printing, Publishing,

Advertising & other

paper products 99.8 100,0 125.1 137,5 149.1 171,3 200.,8
Textiles, Leather &
Footwear T 9Del 100.0 112,99 128,7 136.7 148,99 168.4

Wood & Wood Products,

Furniture and

Fixtures 997 10040 104,5 112.,8 119.9 129,8 140.5
Metal Prod, & Repair 100,4% 100.0 112,6 127.2 1524 175.1 187.5
Conment & Clay Prode 1057 100,00 113,2 133,99 158,2 175,7 17547
Cherticals & Chendcal

Products 9543 100.,0 111,7 124,0 145.3 166,6 216,0
Misc, Manufacture &

Repairs 0245 10040 122,3 13149 14l.,1 154,9 198,0
Total

Source: Department of Statistics, National Income and Products, 1968
Economic Survey, 1969,

Table 70

Share of Loans to Mahufacturing (excluding Sugar, Rum and

Molasses) in Bank Portfolios, (Selectsd Years)

1968 1

17342 1t
1654 1

183.7 U

219.4 2
188.6 1
1494 1¢
201,.9 2«
206,1 21
22,7 2
374,48 4

and

1962 1566 1965

Bank 1 14,3 16,48 8,0
2 14,3 32,7 24,0

3 742 155 27,9

4 10,1 9,8 13,7

5 245 5e3 7.1

6 G,7 14,6 19,9

New Danks since 1959% 11,2 15,9 17,6

Source: DBank of Jamaica.
+ 2 banks for 1962 and 19663 3 for 1969,
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éggiculture

Agriculture may perhaps be regarded as the problem area of
bank financing in Jamaica, A lagging sector, it has been recognized
ag being in urgent need of finanecing for some time. Credit to agri-
culture is, however, considered = difficult area to supervise and
control, and if this cannot be done problems of collection will arise,
Misapplication of funds appears 1o be a problem in the indusiry and
some banks elsewhere in the Caribbean are known to have sustained
losnes iﬁ this respect. In those instances banks have discovered
that recipients of unsecured loans were just not.responsible enough
to rTepay theii loans, Indeed, many banks consider that they are
not equipped to conitrol the use and enaurevcollection of agriculiural
loans on a large scale, Moreover, many farms require total finan-
cing rather than working capital, and the banks are normally mere
reluctant to undertake this type of venture. Banks,therefore,
appear to welcome the recent increase in government activity in the
area as they claim that government is better equipped to supervise
and control the use of the funds loaned to farmers.

The position of sgriculture and fishing as a user of credit
has fallen from 5th to 7th place between 1962 and 1969 (Table 58)
but the index of average credit outstanding with 1962 as base atocod
at 144.1 in 1969. This index had fluctuated cousiderably over the
period being below 100 in 1963 and 1964 and rising to 155.8 in 1965,

falling to 106.5 by 1967 and then rising to the 1969 level, The
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magnitude of the fluctustions reflect year-to-year variations in the
level of loans outstending to sugar-cane farmers, the index of loens
to other agriculture having risen for all years except 1967 and
being as high as 241.5 in 1969.

The data in Table Tl shows that over the decade the chisf
areas of loan expansion were pigs and poultry, mized ferming and '
dairy and cattle farming in that order. Credit to sugar-cane
farmers, fluctuated widely about a stationery level, but similar
variations in citrus took place around a sharply falliné trend.
Loans %o the banana industry were for the most paft above the 1962
level. Finally, credit to other crops rose early in the decade
and then fell sharply between 1965 and 196% rising again at the end
of the decade.

With regard to the relative shares of the industries, the
proportion of credit to gugar-cene farmers, bananas and citrus
fluctuated around a falling trend while the shares of the other sub-
sectors rose, In 1969 sugar-cane farmers were still the leading
reciplients of bank credit followed by mixed farming, dairy and
cattle reaxing and other crops. Bananas and citrus had both fellen,
the former from 3rd to 6th place and pige and poulitry which had the
smallest share in 1961 snd 1962 was now fifth. 3Banks have been
participating in the financing of the cattle industry under an AID

scheme,



Sugar=cane
farmers

Banana
Citrus

Other Crops

Dairy & Cattle

Rearing

Pigs & Poultry

Mixed Farming

Sources

1961

80,0
11h,b
1244
11lh .4

80,1
1075
12942

Export Agriculture

Sugar Cane

QOther Main Exports

Domestic Agric,
Root Cropa
Other Prinary Prod,

Livestock and Hunting

Fishing

Sources
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Toble 71

Index of Loans Outstanding to Agriculture

1962

100,0
100,0
100,00

100,0

100,0
100,0

100.0

Bank of Jamaicﬁ;

1961

9543
98,2

909
9842
9942
92,8

1963

6644

146,73

2246
15843

94,7
11303

101,.6

1962

100,0
100,0

100,0
10040
100.,0

1C0,0

(1962 =

f 1963

100)

1964 1965

82,7 15449

131.9 129.2
8647

138.5

160,47

15443
152,8
2351

91.9
774
124,9

Table 22

Index of Final Output in Agriculture

(1962 = 1C0)

1964

15247 13940
111.6 114,3

9742 10543
111.9 117.9
10745 11340

8343 9344

7348

1966

146,8
135.0

51.9
68,4

1799
2434

27743

1961 -

1965

115,2
111,77

144,5
122,6
125,4
111,12

1967

6042
79.8
3748
88.2

125.8
432,1
228.1

1969

1966

121,.9
119.3

171.5
133.1
134,8
124,5

1968

950
101.2
8347
130.5

14440
46749
320.5

1967

123,0
136,.6

151,.1
144,0

157.0
126,4

Departuent of Statistics, National Income and Product, 1968,

19¢

102,
129,

39,
236,

149,
682¢
363

196¢

128,
124,

156,]
136,1
170,(
122,°
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Table 73

Composition of Loansg to Agriculiture,
1961 - 1969 %

1261 1962 1963 1964 1965 1966 1967 1968

Sugar-cane

Parmers 51.2 58.3 44.8 51.0 57.7 56.7 46.4 44.3
Banana 10.9 8.7 14.7 12.1 7.2 7.8 6.9 7.0
Citrus 6.2 4.6 2.8 4.2 4.7 1.6 1.7 3.1
Other Crops 7.9 6.3 11.6 9.2 3,0 2.8 5.5 6.6

Dairy & Cattle
Rearing 12,4  14.2 15.5 13,7 13.9 . 16.8 17.6 16.3

Pigs & Poultry- 2,1 - 1.8 2.3 1.5 1.7 2.9  T.7 6.7

Mixed Farming = 9.2 6.2 7.3 8.2 +*11.8 11,5 14.1 16.0
Total 99.9 100,0 100.0 99.9 100.0 1100.1 99,9 100.0

Source: Bank of Jamaica,

Banks accept crop liéns a8 securlty for sugar and tobacco.
They also require that such crops be insured, although the cost of
ingurance is so high that it is sometimes foregone., In addition to
this, marketing is =0 organized that the banks can arrange for the
buying processors to make payments for their purchases through the
banks, The bank is thus able to recover the loans without too much
difficulty. Some bankers, however, point to certain risks in lending

money for sugar cane growiug in Jamaica. Apart from the uncertainty

196

4l.
Ts

10.

14.
8.

15.

100,
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of the crops as a result of naturai causes, three factors seem to
threaten the successful realization of the bank's investment -

(a) frequent burning of cane fields; (b) the difficulty of obtaining
labour to cut canes; and (¢) there are problems in getting the cane
transported from the fields to the factory. In addition, there is
the problem that a farmer who arranges for the purchasing factory

to repay the loan directly %o the bank out of the proceeds of the
sale, may send his canes to the factory with somebody else's canes.
This, however, appears to be a problem that could easily be over-
come if the bank is sufficiently vigilant in the cane-cutting
geason, knowing when the harvesting season starts and keeping in
touch with the borrowers. Most other types of agricultural lending
is secured by land.

Government efforts to assist farmers with commercial bank
loans have not so far met with success. Ia 1965, the Farm Loans ——
Act waa enacted to provide for government incentives for certeain
types of intermediate term agricultural eredit guarantees of commer-
cial bank loans of up to 90 percent of the cost of farm implements
purchased and for the sanme percéntﬁge for the purchase and installa=-
tion of farm equipment. For other purposes, the government under-~
took to guarantee 80 percent of the lcan. The maximum loan was
originally 35,000, but was subsequently raised to 20,000, The
repayment period of such loans ranged from three years to seven

Years depending on the purpose of the loan.l Interest rates on

lGovernment of Jamaica, Farm Loans Act, 1965,
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loans made under the scheme were to be 5% percent. The scheme has
not been a success allegedly beceuse farmers diaslike the extensive
paper work involved, =nd, secondly, they resent having to disclose
their business to government extension officers who have to inapect
farms to protect government's interest. It i= believed that this
regsentment is partly due to a fear that government agricultural
offlcers may be agents of the income taxz authorities. Up to
December 1969 loans amounting to £258,944 were made under the
acheme, and loans outstanding amounted to 2160,186, 1.7. percent of
the total commercial bank loana outstanding from the agricultural
soctor, Detadls of loans granted since the Act was brought into

effect are: T

Table T4
Loans Under Farm Loens Scheme as at 31 December, 196¢

Purpose of Loan Number of Loans Amount (3J
Cattle Farming 30 96,622
Poultry Parming 14 41,590
Agricultural Equipment . 13 46,280
Trrigation 1 6,000
Vegetable Parming 1 1,600
Other _26_ 66,852

85 _ 258,944

Source: Bank of Jamaica. Review of Economic Conditions, March 1970,
page 43.
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It would appear that if external finance is %o play any
gignificant part in lifting domestic agriculture out of its present
atate of sluggishness, a new type of outlook on such finance will be
necessary, bFirgt, lenders will have to become more involved in the
projects they are financing, by having on their staff persons compe=
tent to agsmeas and evaluate farm projects so that they may be better
able $o0 assesg the quantity of funds needed and the probable succeas
of the undertsking for which funds are sdvanced. In other words,
if banks are to play a major part in agriculttial development they
ghonld have s real sense of participation in the project being
financed. At least one bank in Jamgica now has facilities for a
better evaluation of farming projects. .

The other possibility is for banks to participate in the
finaneing of well-planned agricultfural rehghilitation schemes,
perhaps along with the government who will provide such things aé
irrigation, perhaps land for the settlement of experienced but land-
less farmers, the advice and direction of technical personnel. Oune
bank has already set up a pilot;scheme for a sugar-cane project with
government support in the provision of facilities such as irrigation.
Thers i3 need for this type of project to be extended to other crops
and to other asreas. Whatever course is taken, however, 1f banks
are to play a more significant role in agriculture some of their
staffs will have to bs recruited from persons who have training and

experience in agriculture. Thisg would shift the emphasis in lend-
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ing away from the provision of first class secuxrity to the =esessment
of the necd for funds and the probability of success ¢of the under-
taking financed. It would also enable banks to extend their

loans beyond mere working capital and minor equipment purchased

through instalment credit planas.

Building & Construction and Land Development

Banks ars playing an increasingly important role in the
financing of the building end construction industry and various
forms of land development., Over the period 1961 and 1969 the
share of such.loans.in the banks loan portfolio rose from 7.6 per-
cent to 12.7 pexcent, and between 1962 and. 1969 the increase in
dollar value in nominal terms of such loans was 307.5 percent in the
case of building and construction and 368.6 for land development.
This was the 4th and 2nd highest increases among the sectors over
the period,

Bank loans to these sectors are made mainly for what is called
bridg%/ffinanoe. Long term lenders for housing would not
mortgage a bullding until it isicompleted. In the meantime funds
to carry out such work has to be advanced by the banks. Developers,
contractors, and so on repay bank 1Sana out of mortgage funds which
the purchasers of houses raise on the completed building. Similarly,
developers of land for housing use bank funds to develop their lots

and Yo install roads and other facilities, and repay the banks from
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the proceeds of the sale of the lots.

Lending fo the builder and contractor iz considered a fairly
rigky type of invesitment. With regard to builders, bank finance is
used with the expectation that the loan will be repaid from morigage
finance provided by some institutions engaged in 1ongbterm.finance.
The extent of finance so provided would depend on the valuation of
the completed building. If the project is not properly supervised,
it ig quite possibie that the valuation placed on the building may
he leza than the amount spent in which case there will be difficulty
in repaying the bank. With regard to lending to contractors there
are other problema, Many projects are allotted to contractors by
tender. In his effort to obtain the project the contractor may well
submit a tender lower than what the project will cost him, Also,
he may have other problems, labour heing the most problematical.

For these reasons some benks prefer to make loans for build-
ing and construction and land development on a projecthby project
basis, the credit being drawn down by the presentation of demand
notes as the project is completed. The borrower is required to
submit certificates from quantity surveyors or architects stating
the value of completed work. Vhere the arrangement is not on a.
project by project basis, banks may lend by overdraft, but they tend
to be extremely severe on borrowers who exceed their.limits or whose
accounts fail to revolve 23 expected.

Bank loans for building and construction and land development
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reached & pesk in 1965 snd then fell off again until 1968 and 1969
when a new peak was reached. While all banks participated in lending,
the genersl situation was for some banks to be dominant; but the
shares of individual banks showed some steep ups and downs in a
relatively short period of years.

In 1961, it was Bank D which did the bulk of the lending
with 42.8 percent of the loans for building and coustruction and
47.5 percent of loans to land develcopment. This bank maintained
its share of building and congtruction loans up to 1964, dut there-
after its share fell sharply and almost continually to 19.5 percent
in 1969, On the other hand, Bank B whose ‘share of Building &
Construction loans fell from 28.1 percent in 1961 to 25.9 percent
in 1964 became the largeat lender in 1965 and increased ite share
rapidly to 55.5 percent in 1967, 59.7 percent in 1968 and 54.2 per-
cent up to 1969, In lending for land development, too, this bank
has been the leading lender since 1966. After being second to
Bank D up to 1963 and to Bank E.in 1964 and 1965 this bank became
the third largest lender in 1965 with a share of 16.7 percent but
went into first place in 1966 and has since increased its share of
the market significantly. The other banks experienced sharp upse
and downs. Banks C and E both increased their shares at about the
middle of the decade. In land development, Bank E became the
largest lender in 1964 and 1965 with 33.2 percent and 42,8 percent

respectively, dbut thereafter its share of losns declined rapidly,
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Table 75
Bank Shares of Loans to DBuilding and Construction
(1961 - 1969)
Bank 1961 1962 1963 1964 1965 1966 1967 1968 19¢
A S5¢2 5.8 545 646 be? be0 3a1 Lo 12,
B 28,1 27,0 26,1 25,9 30,6 38,4 55,5  59.7 4
c 1.2 12,7 21 16,9 kA 16,8 12,2 4,7 3,
D 42,8 42.8 ba,b . 4042 2647 2848 2k,9 21,4 19
E 0.5 0.6 3.0 k6 A 9.7 - 23 58 3
F 12,2 1l.l 849 5.8 2.4 2,2 2,0 1,6 2
New banks

since 1959 100.,0 100.,0 100,0 100.,0 100,0 100.,0 100,00 100.,0 100

Source: DBank of Jamalca,

Zable 76

Dank Shares of Loans t¢ Land Development
(1961 - 1969)

Bank 1961 1962 1963 © 1364 1965 1566 1967 1968 196

A 046 042 Oul Oult 047 1.6 1.1 1.4 24
B 26,2 3249  27.6 20,9 16,7 k1.8 63,1 78,0 6
" C 243 37 747 14,5 1649 5e5 S5e3 3¢l 1.
D 47.5 34,8 31.3 1845 11,9 16,3 15.5 746 L
E 1,2 56 26.5 332 4248 21,3 1,7 le3 3-
F 22,3 22,8 16,9 12,6 11,0 13.4 13,3 749 Ly
New banks
s8ince 1959 a a a a a a a 3.9 1

Source: Bank of Jamaica,
a Already included,
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-3 Table 77

Share of Building and Construction Loans in Bank Portfolio
(Selected Years)

1962 1965 1966 1969
Bank 1 9.2 3.4 4,2 2.8
2 3.0 3.9 4.7 1.6
3 0.6 13,0 9.5 6.0
4 2.7 4.6 4.6 8.4
5 5.2 5.0 3.8 . 16.3
6 6.8 5.9 5.7 5.3
New Banka |
W since 1959 " 5.5 1.7 5.9

Source: Bank of Jamaica.

Table T8

Share of Land Development Loans in Bank Porifolio
(Selected Years)

1962 1965 1966 1969

Bank 1 4.2 21,9 20,9 10,1

2 0.7 6.0 1.3 0.6

3 4.5 34,2 17.4 1.6

4 2.5 3.2 4.2 8.5

}g 2 0.2 0.9 1.3 2.3

. 6 4.2 3.4 2.7 4.6
New Banka

since 1959 10.0 18,6 5.5

Source: Bank of Jamaica.

L]
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reaching as low as 1.7 percent in 1967 and remaining at that level
thereafter., The experience of this bank in the building industry

was similar but the megnitude of the fluctuations was smaller, Bank C
alego had similar trends in both sectorgs. The result is +that et

the end of the decade banks B and D both did the lion's share of
lending, slthough these banks have switched places in the lending
hierarchy.

The sharp fluctuation in bank shares ip indicative of the
tjﬁe and sizevof projects financed. For exemple, much of the
residentiazfgonstruction in Jamaica has tsken the form of largé
housing schemes reguiring large scale financing. It would appesr
that banks provided bridge finance for thé%e projects but when the
loans were repeid on completion of the projects their outstanding
loans fell sharply. The problem shows up particularly in figures
for banks C and B, bui is also demonstrated in Table 80, Another
feature of the sector is relevant, The large schemeé gave the
industry its shot in the arm but a number of small and medium sized
operators are now also involved in its continued expansion., This
had led to an increasing share of loans going to the 'retail' banks.
It may also explain in part why Benk D's share fell almost through-
out the period.

FPor purposes of comparison with the final output of the
construction and installation sector the combined index of bank
credit for huilding, construction and land development haa also

been computed. After being stationary between 1962 and 1963 the
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final output index has displayed a relatively steady rise throughout
the decade.
Table 80
Index of Bank Credit Outstanding to the

Building, Construction and Land Development
Activities Combined (1962 = 100)

1961 102,9
1962 100,0
1963 107.2
1964 150.6
1965 245,0
1966 196.1
1967 185.5
1968 267.7
1969 439.0

Source: Bank of Jamaica, Bulletin, various
lsgues,

The combined index for bank credit increased slightly in
1963 due to continued activity on land development projects although
credit for building activity was at a standstill. Outpui for the
three years 1964, 1965 and 1966 increased by about the same percent-
age but bank credit increased by 43 percent in 1364, and 95 percent
in 1965 but declined by 50 percent in 1966, reflecting that
a nunber of projects started in 1965 were completed in 1966 at which

time credit wes repaid. Bank credit declined further reflecting a
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lower level of output in 1967, but increased in 1968 cnd 1969
with the recovery of the industry.

-

Distribution

The distribution sector has always been the chief reciplent
of bonk credit. The recsons for this should be obvious from our
previous sectiong, namely, the short period for which the finance
is required, its self-liquidating nature, and its link with the
international sector. From thé viewpoint of the economy os a whole
thia is disadvantageous mainly bécause of its weak backward linkages

with the rest of the economy. Hence, loans to this sector create

relatively little local income, but asgist significantly in the

. tranefer of income ebroad.

If we try to estimate, however, the leakage of income arising
as a result of the pattern of bank credlt certain difficulties will
emerge, The digtributor holds his goaods for a relatively short
pericd sfter which it is 30l1d to the final user, Bank credit may
be given to both the distributor and the final user. The distribu-
tor pays his overseas supplier with bank funds then sells it to the
final user and repasys the bank out of his receipts., In this sense
it may be argued that the leakage arises from the spending of the
final user rather than to credit given to the distributor. This is
egpecially so in the case of processing industries, for once a plant

is set up based on imported raw materials it will have to import
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regardlegs of the existence of a distribution sector, In fact,
one reason for the decline in credit to digtribution may be the fact
that raw material imporits which have diasplaced some proportion of
imported consumer goods do not go through the distributor.  VWhen
locked at from this point of view it can be argued that credit to
distribution is not chiefly respounsible for the leakages resulting
from the imports of goods destined for the proceseing sector, In
this senge for any given time period the leaksge due to distribution
could be equivalent to the net increase in stocks. The argument ia,
perhaps, not ag atrong in the csse of personal consumption vhers.
distributors can influénpé the pattern of consumption., In the
next section we -attempt to estimate the léskage arising out of bank
credit to the processing and some of the service sectors.

The importance of the distribution seetor in total bank
c¢redit has fallen. Table 81 shows that the share.of distribution
in' the loan portfolios of all banks has been falling. Bank 3's
decline was the greatest. On the other hand, banks 1 and 2 declined
and then rose sgain., The declipe is due partly to the rapid growth
of credit to other sectors resulting from changes in the economic
gtructuxre, but slso partly for the resson given ahove = gome raw
materials may be imported directly by manufacturers. It may also be
indicative of the fact that the older firms in distribution have become
leas dependent on bank finance, Moreover, if the holding of stodks of
locally manufactured goods is financed by trade ggedit rather than bank

credlit the latter will be expected to increase relatively slowly.
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The ghares of the various banks in credit to the distributive
trades are given in Table 81, In apite of the markedly changes in
the share of distribution in portfolios of the banks their relative

shares have not varie@ gignificantly.

Igble 81
Shares éf Banks in C?ggi:ezzag;:§ribution, 1961 - 1969
Bank 1961 1962 1963 1964 1965 1966 1967 1968 1969
M 32.8 35.0 37.5 36.9 39.4 40.1 38.4 42.2 36.4
N -34,8 28.9 28,3 28,4 29.9 33.1 32,6 30,2 31.8
2 9.7 7.4  T1.7 8.1 8.0 6.8 6.5 6.6 7.2
P 18,3 20,0 19,1 18,6 16.6 14.9 17.6 16.2 18.6

Mew Benks
aince 1959 4.4 8.8 T.5 7.9 6,1 5.2 5.0 4.7 6.0

Source: Bank of Jamgicsa.

Estimation of External Leakages resulting from bank credit

This asnelysis is partial in the sense that it is confined
to credit to the productive sectors excluding distribution, financial
institutions, and government. It is assumed that the leakage of
bank credit to any sector is proportionate to the import coefficient,
adjusted to exclude profits and depreciation from total expenditure.

These items are excluded hecause it is assumed that bank credit
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Estimation of External Leakages Resulting from Bank Credit .

Disbursements— Reviged ~IEpOTT Troportion OF
= Expenses _ Coefficient = Credit I.e.?kage
less profits Proportion of Proportion + Proportion of
©  Industry and . bank credit Proportion of Credit Credit to Sector
| e Original . depreciation leakage of Total of Sectors included + 100
Coefficient . ST - Credit Included
Cane L0314k 76370 01168 068796 .128112 527
Export Agric. 22564 » 78179 »229825 ' «007800 014525 334
Domestic Agric, 01545 46851 « 0329488 015600 029050 «051
Bouxite .01353 L3954 ;030782) «031.000 .057728 «276
Muning «13L66 65822 #204582)
Censtruction 11027 82872 J33060 «127000 «236499 34147 .
Fcod ' $13581. «835727 158491 JO3L4L76 «O64438 1.021 E
Textiles + 37840 82604 458089 007956 015816 5679
Wcod & Building «30h57 7802k « 390354 012818 023870 0932
Other Manufacturing ,56007 89724 638446 051493 « 095890 6,122
New Industries L2317 77600 .5h5322 + 061880 »115233 6:284
Public Utilities) .06544) « 73646 +088858 «Ok70060 087523 0s58%
Pransportation & >, '
Storage ) .-046‘?53 + 70435 ,066373
Misc. Services 03201 . 70786 045120 » 037000 «068901 0,311
Hotels, Clubs, ' :
Resteurants «11558 89611 «128980 034000 #063315 817

Source: Central Plamning Umit, Input-Output Table (unpuhlishedf7and Bank of Jamalca.

As proportion of total expenditure;
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would be used for such financing. It can be argued that interest,
indirect taxes and rente should be excluded, in which case the
estimated leskage will be slightly higher, Table 82 sets out the
basis of calculation. Using an input-output table for 1967 we were
able to apply for each sec%or an important coefficient to the propor-
tion of credit going to the sector in 1969 and to arrive at an
estimate of the leskage pexr dollar of bank cyedit in that year.

This amounted to 21.2 percent. The exercise was repeated for the
nanufacturing sectors only and resulted in g leskage of 37.5 percent.-
Leskage of bank resources to the personal gector will have been
estimated on the basis of the average propensity to ilmport. This

has not been done. The exercise which wasd also repeated for the
wvider group of aectors for 1962 showed a leakage of 15.8 percent.
This result together with the growth of personal lending may indicate

that the leakage has been growing.

Summary

Traditionally, bank loans have been expected to embody two
qualities, liguidity and safety, which must be reflected in the
financial position of the borrower before and after he has received
the loan. This has meant that bank loans have been short term and
made primarily for the financing of the current assets of the
borrower, Financial statements, preferably a series of them, are

inportant gids in lending decisiona. The 1nability of borrawers in
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Jamaica to be in a strong financial position mesgsured by the above
criteria has made security a major factor in bhank lending. There
ig, however, some tendency towards puitting more emphasis on the
borrower's ability to employ bank funds successfully, as measured
not only by his own expertise but by trends in the economic and
business environment generally.

The principal form of loan arrangement in Jamaica is the
foverdraft. This entaila problema of control. Moreover, unused
facilities could result in the banks maintaining relatively high
liquid posit%ons. Banks are graduslly moving towérds making more
loans on a demand pro note bagip, and in %pme banks there are i
attempts to eptimate the borrower's requiremenits more accurately
80 as %0 avoid having 30 commit more funds than is needed by the
borrowver.

Longer term loans are made for capital expansion depending
on the availability of funds. These loans may he for periocds of
three to five years sometimes with a moratorium on the repayument of
the prinecipal. One bank has ev;n participated in house mortgages
under the government guaranteed mortgage insurance scheme.

The most striking innovatioﬁ in bank lending in the 1960's —~
appears to be the growth of instalment credit which has contributed
significantly to the magsive expansion of personal loans. In this

regpect banks have been attracting business from other makers of

this type of loan. Instalment loans are expengive to the
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borrowers but it makes possible the expansion of small loens, ad
with some flexibility in interest rate policy this type of loan
could well be extended to develop the small leoan business to the
productive sector.

The loan market is highly concentrated with three banks
doing over eighty percent of the lending, The number of large B
borrowers is relatively small, the number of loan accounts with
amounts of 2100,000 and over outstanding at the end of September,
1969, being less than 1 percent. Some banks have gone‘heavily into
the small loan business but they are still in the minority.

The gther gtriking development is the increase in lending
to the public utilities, manufacturing ang-conatruﬁticn. Lending
t0 export agriculture has heen declining but domestic agriculture,
especially livestock, has heen receiving more bank credit. Distri-
bution has not been growing as fast as some of ihe other sectors,
Some attempt has been made to measure the leskage resulting from
bank lending to those sectors other than distribution, government,
personal and professional and financial institutions. The resulté

show that the leakage has increased between 1962 and 1969 mainly

becanse of the high import coefficient in the expanding nmanufacturing

gector. When this is added to the leakages arising out of the
finance of the pergonal and professional category and distribution
it is easy to see why uncontrolled credit expansion is likely to be

reflected unfavoursbly in the balance of payments.



COSTS AND ZARNINGS IN BANKING

Structure of Costs

Procductive activity involves the transforming of factors
of production or inputs of goods and services into outputs of other
#oods and services. Those directing such activities normally seek
to use available supplies of inputs in combinations which would
produce a given output at the minimum cost, Hence, as knowledge
relevant to their activity increases and as their sc¢ale of operations
expands they tend to adjust their input structure to achieve this
end, In banking, the main inputs consist of the surpluses of
zeononic units and labour. Danks compete with other intermediaries il
and with eac£ other for available local funds, and when such
resources are lnsufficient may turn to thelr Head O0ffices abroad
when risk factors and costs are favourable,. Differentiation within
this category of input lies mainly in the fates of interest they pay
for the use of such funds and the period for which they contract to
use these funds. Competition has, however, forced the banks in
recent times to vie for the more costly type of deposit,

With regard to the second main input banking has =nd is a
relatively labour intensive industry. Banks have, however, during
the last decade or so introduced various types of labour saving
equipment, such as accounting and window posting machines, and one
bank hoas now computerized its system of accounts.

Danks also have certain capital costs in the form of depre-

ciation and rentzl of buildinss and furniture and equipment,
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Finally, there are expenses in respect aof office supplies, telephone,
postage, books and printing, advertising and so on,

In this section it is intended to look at the relative import-
ance of the main components of bank costs, and their behaviour over
the decade of the 1960's, and finally to relate these costs to the
scale of bank outyut,

On the basis of the data available we can divide bank costs
into two main categories: interest cogt, and non=interest costa.
Interest costs can further be divided between interest on savinass
deposits and interest on other interest bearing deposits., With
respeet to the latte?, if would appear thaf scme”banks included in
this category interest payments on funds received from their branches
abroad, Cthers appear to have simply confined their reporting under
this item to interest on items appearing in the balance sheet as
fixed deposits, and reporting interest expenses in thelr direct
branch account under other operating costs. Hence, depending on
our particular area of enquiry interest costs given here nay bte
either understated or overstated, The point is torne out by the
following estimates of average interest paid on time deposits,

Table 83

Averaze Rates of Interest Paid on Fixed
Deposits by Commercial Banks

Dank 1665-19€9 1565
A 5-1 ‘3.0
B 543 L1
o 13.3 28,4
D 5,0 369
E 70 £,0
F 7¢3 2£ .6

Note: Calculated by Jividing interest earnings cover the period by
average deposits held,

Source: Dank of Jamaica,
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Note that in 1955 when the prcpbrtion of balances due banks
abroad by banks C and F was ouch greater than for the period as a
whole the rates were ruch higher, The principal component of non-
interest costs 1s renmuneration to employers which includes gross
salaries, wages, and other remuneration to employees, and super=
annuation contribution paid by the bank, It, however, excludes
contributions to premiums for group sickmess, accident and life
insurance for employees which are included under other current
operating expenses, Other non~interest expénses are broksn down
into provislons for depreciation, allowances for irrecoverable
losses from defalcation, thefts, forgeries, tellers' shortages

i
etc., and finally, all other current operating expenses not included k@
in previous categories.

Table 84 shows the distribution of bank costs zmong the main
categories: interest on Jeposits, remuneration to employees, depre=
ciation allowances, allowances for losses and bad debts and other
current operating expenses, Throughout the pericd interest payments
accounted for about a third of operating costs, remunsration to
employees, about a third, and other expenses akout a third, but'while‘
the average share of interest costs over the last three years has
risen above that of the two previous triennia that for remuneration
of employees fell,

Interest costs tqnd to fluctuate with deposit interest rates

which throughout the period have been fixed in some relation to the
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Table 64
Conmercial Danks. Jamailcas Distribution of Current Crperating Exnenses

1961  1%62 1963 1964 1965 1966 1967 1958 19649

Interest on Savings

Deposits 16,9 17.0 15,56 13,4 19.8 16,1 19.7 20.9 16,8
Interest on Other

Deposits 16.2 17.5 1643 16,2 16,3 16,6 13,4 17.9 16,5
Total Interest

Expenses (33.1) (3445) (31.9) (29.6) (3€,1) (33,7)(33.,1) (38,8)(36.3)
Remuneration to

Employeea 35,0 31.5 35.1 3645 3247 31.3 30,1 26,7 29,6
Deprecintion Allow- .

ances b7 4,0 k0 Lok 3.0 3.1 3,2 2.7 2a6
Allowances for Losses

and Bad Dehts 0.9 242 4,8 241 2,0 0ed 3,8 3480 4,2
Qther Current Opera~ )

ting Expenses 2642  27.0 26,4 27,47 25,8 28,9 29.7 25,9 2743
Total 100.,0 100,00 100.,0 100,0 100,00 100.0 100,00 100.0 10GC,.0C

Source: Bank of Jamaica,

Bank of Jamaicatls rediscount rate, This rate has been influenced to
sorte extent by external interest rates, particularly those prevailling
in London, Deposit interest rates were especially low in 1964 as
Table &5 shows and this accounts‘for the relatively low rreportion

of interest costs in that year.l On the cther hand, they have been
relatively high since late 19€7, an! this is partly responsitle for

1 The high percentage of interest costs shown in 1965 even though deposit

rates were still relatively low appears to be due to the fact that banks
C and F had relatively high proportions of balances due to banks
overseas in that yezr,
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Comnercial Dank idverage Interest Hates
on Deposits 1961-1969

Date Savings 3 months & ponths 12 months
1561 3425 340 3¢5 b0
1962 34375 : 4.0 b5 540
1963 2e5 340 3454 Cbe0
1964 241 246 341 346
1965 340 3¢5 4e0 _ ka5
1966 3425 375 ko225 ba75
1?6? . 34375 3483 .4.29 | be?5
1968 3475 ho167 . h.50 4,83
1969 3.2 3092 b b2 Le92

Source: DBank of Jamaica Bulletins. Average of published monthly data,

the higher average proportion in the last three years, Interest
costs would also be influenced by the shifting composition of deposits
away from demand deposits on which there are no interest costs to
interest bearing savings and fixed deposits, Both of these have
increased their share of totol deposits over the periods The vpro=
portion of savings deposits levelled off and even fell slightly in
the later years, but the share of fixed depusits experienced a sus=
tained rise, The effect of this would be, other thinss being eguel,
to ralse the share of interest cocsts,

With regard to the costs of remuneration of employees we do
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not have the data which would permit o vrecise analysis, but bank
employment has been expanding with the ropid expansion of bank
offices ond venks assets, One suspects that salary levels and

fringe benefits have been rising with the increased competition for
staff, and with the rise in the cost of living, althoush restrictions
on the employﬁent of expatriates probably have reduced some costse
The share of labour costs over the decade have, however, tended to
fall rather than rise.

0f the other specified costs the share of depreciation
allowances has been falling btut allowances for losses and bad debts
have been rising, NO breakdown °= of this latter category is
available but increases in the share of allowances for bad debtis nmay
reflect more liberal lending policies by some banks, or inadequate
processing of loans applications, Increases in losses, on'the
cther hand, nay be the result of inadequate internal security
arrangenents as the banks expand as well as losses due to incidents
such as bank robberies, This has, however, become a bit of a2
problen only in‘the latter part of 1970.

Finally, the category "other operating expenses" has
fluctuated about a fairly stakle provortion throughout the sixties.
The figures should reflect the rising costs of expenditure in
various services and on naterisls purchases, but it may have been
influenced by interest charges paild to the direct hranch account by

those banks which c¢lassify such charges under this category.
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Structure of Zarnings

Banks derive income from the performance of a number of
functions - making loans and advances, investments, administering
payments on current accounts, selling foreign exchange, collecting
trade bills and local b%ills for public utility companies, znd for
the safe keeping of valuables, 4£s Table &€ shows interest on loans
and advances are by far the largest component. Its variation reflects

the volume of lending as is seen by the high ratio for 19€1 znd the

Table 86

- Compesition of Bank Earnings, 1661 - 1969

Type 1961 1962 1963 196k 1965 1366 1967 1968 1969

Intereats on Loans
& Advances and

Discounts 96,5 75,4 L£7.,2 60,9 67,9 €9,1 70,7 69.7 71,1

Interest, Dividends -
etc. on Securities 205 ‘!','09 ?.l 8.5 ?ol 6.2 5.7 ?.0 601

Exchange Commissions
& Service Charges 20.6 13.3 19,7 20.5 18,8 13,2 18,8 16,0 17.7

S

Other Current Opera-

ting Earnings Ce3 1lu.b 6.1 10.1 bes

M
-
AV}
el
.

[0 )8
£
L]
co
\
.
\n

Source: Bank of Jamaica,

low ratic for 1963, and the interest rate on loans as is demonstrated
by the low ratio for 198k, Foreipn exchonge, commissions and service

Zroup consists of a nuzber of different categories including commissions



on bills, ledger fees and so on,
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Toreign exchange earnings could

be affected mainly by the volume of remittances, hut also by the

rates charged on commissions,

Decause of the number of components

in this and the other earnings group it is difficult to analyse the

movenents,

It is perhaps useful to relate the cost components of the

industry to current operating earnings.

This is done in Table 87,

The relative importance of the cormponents has already besen noted,

Total Current
Operating
Earnings

Interest on
Savings
Deposits

Interest on
Fixed
Deposits

Renuneration to
Employees

Depreciation

Allowances for
Losses %
Bad Debts

Gther Current
Operating
Expenses

=

aXES

¥Net Profits

Source: Dank

Table 47

Distribution of Dank Expenses, %

1961 1962

100.,0 1C0C.0

12,6 13,7
12,0 1k.1
26,0 253
3¢5 3.2
0.7 18
19,5 22,4
10,3 Gelt
15,5 10,1

of Janaica.

1963

100,0

13.7

1964

100.0

11,0

1.7

22,5
€28

11.1

1965

100,0

15.1

124

24,9

2.6

1.5

19.7
7e3

1.

1966

100,0
15,8

13.7
25,8
2e5

0.7

23,8

€45
11.1

1667

100,.0

1.4

3.2

1968

100.0

16,0

15,k

24,7

245

53

10GC,0
15.9

13.3
23,8
2.1

3ek

cl.9
5e3

1k.1
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Profits, the new item, tend - to be highest in the peak lending
years, 1961, 19€5 and 19%5, and lowest im poor lending years, for
exauple, 1563, The proportion going into taxes has been declining,
although it rose in 1965 when profits were at their highest,

In the next iwo sections, it is desired to analyse first
the trend of costs in relation to activity in the industry over the
decade of the sixties, and secondly, to relate costs to the scale

of bvanking activity over a given periocd of time,

Trends in Unit Costs and Earnings

There are a nunmber of difficulties involved in trying to
relate costs to the level of activity in the banking industry. *
Ideally, for single product commodity producing industries it is
rracticable to count the number of units prgduced over a stated tinme
period and to use this as an index of the scale of activity of the
plant, firm or industry. Cost factors can then be related to zhe
production of the firm or industry to determine cost/output relation-
ships, For a joint or multiproduct conmmodity producing industry
we can use various price weights to reduce output to scme comnion
denominator in order to carry out the analysis, When we are dealing
with a service landustry there are vérious difficulties invelved in
counting the units of output, In the simplest case of a single~

service falrly homogeneous industry, such as barbering, 1t is posslble

to divide gross earnings bty the price of the service and to cderive



from this an estimate of real output. #ren, however, a variety of
services are performed, the matter of defining output can present
complex problems, The banking industry is a multi-service industry
in which it is difficult to identify closely enough services which
nay appear to be of the same name, A loan transaction for $1,000
and one for 100,000 may be essentially different with respect to
gross earnings and risk and perhaps rate of interest, '

For some hank activities it may, be possible to obtain in
sopme sense a <ount of the nunmber of units serviced, e.g., nuaber aof
loan and deposit accounts, Sank earnings are, however, nore
related to the value of the transaction than to the number of trans-
actions, Even where charges are levied pér transaction as in
ledger entries for current account the number of free entries is
determined by the zminimum dollar balances maintained in the account
over a given time zeriod, Similarly, some charges on b»ills for
¢ollection are on a transacticn basis but commission charges on such
bills and on travellers! and commercial credits and lendings cn
foreign exchange are related to ‘the dollar value of the transactione
Danking statistics are usually nmade available in terms of the value
¢f balance sheet rather than either in value of transactions or
aunber of transactions.

One approach to dealing with the multiproduct problem is to
divide banking activity into main service categories, znd then to

relate the cost of each categrory to its output. For example, the
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o

ron that Tor

y,

cost of servicipg <emand accounts can be

/]

eparated
tine depoéits cr from business loan zccounts ond consuner loan
and

accounts/one can investigate whether unit costs for each product
varies with the size of the operation. One is still left with the
problen of whether to define output in terms of balance sheet values
or in terms of nrunmber of accounts or number or value of transactions,
though it is possitle to relate costs to some of these factors
nolding the others constant.l

The data available on costs and earnings for this siudy
does not pernit this type of analysis firstly, because cost data is
not disaggreéated and, secondly, because data on the nunbker of i
accounts or the number and value of transictions is not available
for all banks and for all types of banking activity,

Alternatively, a more aggregative approach using value data
can he used with attenpts to isolate the effects of bank size on
costs and earnings from the structural characteristics of n2ssets
and liabilities. In some studies balance sheet items indiccotive
of the scale of operations are used as measures of output., Some

3

studies use loans and investnments” or earning assets as yardsticks

l - . 1 = m =
See, for example, Frecderick ¥. 3ell and Neil D. Murphy, Zconomies
of Scale in Commercial Banking, Federal Reserve Dank of 3Joston, 1907,
for ar analysis in the basis of numker of accounts and sverage size of
accounts,

2

Lyle E. Granley, & Study of 3cale Econonmices in Bankinz, Federal Reserve
Jank of Kansas City, p. 12,

5 3, &lkadeff, Moncpoly and Competition in Conmercial DRanking, page 77.



cf the scale af operations, Otners use total aSsets.l In Jamaica
nct 2ll the main banking activities zre reflected in the hnlance
sheet, Foreign exchange earnings, in particular, Aaccount for a
significant proportion of the 18 or 20 percent of gross operating
earuings attributed to exchange, commission, and service charges.

For much of the analysis which follows we have used total assets as

a rough measure of the scale of operations, as this would include
loans and investments and the value of letters of credit, guarantees
and acceptances all of which are income producing items-in the
balance sheet, It is assumed further that there.is some appropriate
relationship between the proportion of assets held and the proportion
of foreign exchange business transacted, *Table 38 shows the extent

to which the relative share of assets held and of exchange, comnission

3

and service charges correspond cver the 5 year period 1965-19690,
The order of importance of these banks are the same with respect to
hoth variables but differences in shares of individual banks vary
rom 0,16 percent to as nuch as 5.4€ percent,
The other measure of output which has been suggested as
appropriate is that of gross current operating earnings as thia
represents the sum of all services multiplied by their respective

rrices, To be an acceptable nmeasure of heniking activity ecrnings

1
lyle E, Gramley, A Stuldy of Scale Economics in DRanking, Federal
Reserve Dank of Kansas City, 1962, p. 13.
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Takle 38

Comparison of Danks' Shares of issets and Earnings of Commission
& Exchange and Service Charspes

Share of Exchange,

Bank Share of assets % Commission & 3Service Charg
A 5.67 7.85

B 41,48 36,02

¢ 16443 15,75

D 29,07 33417

E ho73 5.5h

F 2,61 ' 2,77

Sources Bank of Janmaica, i
would have to be corrected for price changes if a period exceeding
one year is beinjy considered, Our impression is that commission
charzes have been fairly stable,lbut that gross non«interest earnings
have risen mainly on account of the increase in the number and value
¢f transactions. Interest earnings on loans and investments can be
corrected by an index of prime Iénding rates, Interest dividends

and trading profits on securities can he deflated by an index of
Treasury Dill rates as Treasury Dills are the most widely held form

of security and rates on interest bearing deposits at the Central

then

Since/ the banks have, nowever, become more cost conscious and some
af them are row engaged in re-organizing this aspect of thneir
cperations,



P

173

165

Bank are fixed in relation to the Treasury Lill rate, On the cost
side, too, similar zdjustnents should be nade to interest costs,

remuneration to employees, and other operating costs, Where we
have used this measure of output we have adjusted only interest
costs as the statistics correcting the other components of cost

was not available.

The current opnerating earnings nmeasure has the advantasge

that 1t taKes into account activity 1n respect of services which

are not reflected in the balance sheet, the most important of which

is foreipgn exchange earnings. The other advantage is that every

dollar of activity taken into account in the balance sheet is given

the same welght, whereas in the current operating earnings &«pproach

services are weighted by their prices. This is perhaps nore

appropriate as the grocessing of loans appear to require nore
expertise than investing the major part of which would be either in

sonte form of gZovermment or Central Dank security, or with head

cffices overseas,

Furthernore, banks are more likely to charge higher rates

for the type of loans which require nmore expertise and labour with
their
respect to /

processing ond collection, What is perhaps of

doubt is whether in a system where prices are dictated on the supply
side the relative weights assipgned by prices reflect truly the rela-

tive value of the services,

The other factor which nmay cause some concern is that the



use of 2 measure focussed nainly on the asset side of the balance
sheet may not take into account differences in the structure of
liabilities, and hence in the relative value of services performed
with respect to the various types of deposit accounts, 1t may be
argued that rates of earnings are fixed so as to cover the cost of
servicing these liabilities, yet a bank is more prone to raise its
interest rates on loans in response to an increase in the proportion
of its term deposits rather than an increase in the proportion of
its demand deposits, although the latter is more costly‘in terms of
the input of services in the form of ledger entries and control,

Finally, the éxtent of analytic refinement which can be
achieved through the use of statistical me;hods is limited by the
fact that we will be dealing with only six observations,. Hence,
holding various balance sheet variables constant through such
techniques as multiple regression in order to isolate these effects
on the cost variable is almost impracticable.

To study the hehaviour of costs in relation ta aggregate
banking activity over the decade we divide costs and earnings into
interegt-sensitive and non-interest sensitive categories, Interest
rate charges affect hoth the cost and earnings side of banking, but
non-interest sensitive costs are related more to price changes of
inputs of real goods and services, and to the desree to which these
are utilized in productive activity. AS prices of inputs rise it is

rational for the producer in seeking to moxinize profits to use

#h



Cost

Return per H#100
of Loans & Invest=
ments .

Gross Earnings per
$100 of Assets

Gross Earnings per
$100 of Earning
hsaets

Interest Costs per
+100 of Earning
Asseis -

Mon~Interest Costs
per §100 of Earning
Assets

Interest Costs per
$100 of Total

o
iasats

Non~-Interest Cost
per $100 of Total
Lssets

Effective rates of
Interest-~Dearing
per #1000 of bank
liabilities

Difference between
Loans & Investments
% Interest paid

Relationships in Commercial
1962-1969 in dollars

1e7

able 89

Danking,

1962 1963 1964 1965 1966 1967 1966 1969

6,968 6,269 5,407 6,395 6,886 7,149 7,544 7,162
6,553 5.858 5,695 6,242 £,635 £,812 7,331 7.091
8,203 7,466 7,081 7.799 8,387 G.54k 9,276 38.961
2,863 2,373 1,898 2,477 2,767 2,521 3.2k4 2,008
3,746 4,001 3,921 3.460 4,139 4,569 4,715 4.207
2,286 1,862 1.526 1,982 2.189 2,000 2,564 2,222
2,853 3,210 3,154 2,770 3,275 3.Gh2 3,726 3.329
3.918 3,109 2,500 3.232 34555 3.345C 4413 3,37
3.050 3,160 2,907 3,143 3,331 3,001 3,131 3,78

Source: Dank of Jamaiea records.
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different combinations of inputs or to replace sorie of the zoods
utilized by cothers within the limitations given by the existing
state of knowledge and the scale of his operations,.

In Table 59 we show a number of relationships in respect

of costs and earnings to various balance sheet aggregates. The

effect of interest rate variations is clear with regard to neasSures

of interest costs and returné.l . For example, as with published
interest rates both interest costs and earnings are at thgir
lowest in 1964 and their highest in 1963, Dehaviour of average
interest returns and average interest costs move in-opposite
directioﬁs in 1966 and 1967 however. Published interest rates
are slightly higher for 1967 than for 1966, but borrowing fron
abroad was a great deal less in 1967, On the income side the
share of loans in the loan/investrient portfolio was less in 1966

than in 19€7,

Table 90

Dank Loans as a % of Loans & Investnents

Year » Year 5 Year b
1962 65.7 12€5 5245 1968 7546
1963 7643 1366 8542 19€9 8043
1964 7045 1967 - 3243

Source: Dank of Jamaica records,

1 Compare the novements of the rates with Table 85,

— iy

b [Y——

e —
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Non-interest costs ner 3100 of assets ~r earning assets
appear to nave risen especially when asset growth was sluggish as
in 1963, but tended to fall when asset growth showed sustained high
growth rates. Hence, in 1965 there was a significant fall in non-
interest costs follawing the rapid increases in bank assets in 1964
and 1965, This happened again in 1969 after significant asset
growth in 1968 and 1369, For periods when assets grew more nmodestly
such as 196€ and 1967 non=-interest costs per dollar of assets rose,
In spite of these fluctuations non-interest costs per 3100 of
assets increased at an average of ,0938 dollars pér annum, and as

Table 92 showé this is due to costs other than remuneration to

enployees,
Table 91
Percentage Increases in Dank Assets, 1961-1969
Changes over % Changes over

Year Total Assets Previous Year Previous Year
1562 129.2

1963 131.9 2.7 2.1

1964 153,.8 : 21,9 16,5

1965 182.8 29,0 16,9

1966 197.,8 15,0 8.2

1967 221,0 2342 11.7

1968 2£1,0 Lo,3 1342

1969 334.5 7342 28,0

Source: Nank of Jzmailca,
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Table @2
" Comparison of Remunsration to Enployees znd Other Non-

Interest Costs per 5100 of Commercizl Dank Assets

Remuneration to

i

Employees per Other Non-Interest Total Non~Interest
Year F100 of Dank Cost per 7100 of Cost per $100 of
LAssets Dank Asset Dank Assets
i i3 %
1962 1.660 1.193 24853
1963 1.779 1.431. 3,210
1964 1.707 1a4h7 - 3,154
1965 1.553 1,217 . 24770
1966 ’ 1.712 1,563 3,275
1967 1,700 Laok2 3,642
1968 1,508 1,918 3,726
1969 1,659 1.670 3329
Average
Aanual
increase
per 4100
of };ssets 10033 00905 .0938

N

Sources Dank of Jamaica recorda,

It is expected that banks will try te offset per unit
increases in costs by moves to increase output per unit of input or

by increases in the prices of their services, It is of interest,

therefore, to be able to assess to what extent these increases in
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Tzble 5§53

Net Current Operating Zarnings and Net Interest Sensitive
Farrings per 3100 of Dank Assets

Lverage

Annusl

.

Year 1962 1963 1864 1965 1966 1967 1968 19€9 1Increa
Net Current Opera=
ting Earnings per
3100 of Assets 1.25 0677 1,02 1,49 1.17 .16 1,16 1,38 0,035

Net Interest Sensi-
tive Earnings per
3100 of Assets .08 2,30 2,58 2,75

\V]
-
o
co
i
.

Difference (Net
current operating
earnings =~ net i
interest sensitive
earning = net non-
interest sensitive
earnings per $100

35 - 3.19 3.39  0.082

of Assets =1,79 =2,03 =1,56 =1,26 1,71 ~2,19 =2,03 ~2,00 =0,046

Source: Dank of Janmaica,

cost were matched by increases in non-interest earnings, Het interest
sensitive earnings is equivalent to interest earnings on loans and
advances plus intersst earnings and capital gains or losses on securie-
ties less interest costs. Net non-interest sensitive earnings is

the difference between ncn-interest earnings and non=-interest costs,

A rise in any of the ratios in Table 93 shows an increase in sarnings
over costs; a fall shows the opposite. HNet current non-intsrest

sensitive earnings are shown by the differences between net current
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operating earnings and net interest sensitive earnings. aAll these
serles show a great deal of fluctuation but on average net current
operating earnings per annum increased by about 3,5 cents per $100
of assets while net interest sensitive earnings increased by about
842 cents per annum, On the other hand, non~interest sensitive

earnings fell on average by about 4,6 cents per annunm,

The marked rise in non-interest sensitive earnings in the
peak years 1965 and 1969 appears to be partly due to the nature of
the measure and to the lag in costs behind loan and othef asset
expansion. Dut, on the revenue side it may also be due to the fact
that bank loaﬁs are still geared towards financing the international
trade sector generates non~interest garninéé especially in the form
of foreign exchange earnings, Note, on the other hand, the fall
in non~interest sensitive earnings in.1963.when bank loans fell in
absolute terms, On average, however, it can be argued that banks
have not been able to cffset fully the rise in non-interesi costs
bty inerezsed non-interest sensitive earnings. The gap between
interest sensitive earnings and costs appears to have more than come
pensated for this., One factor responsible for this has heen the
increasing proportion of high interest instalment loans being made
vy banks, The additional costs of making such loans is reflected,
moreover, in non-interest sensitive costs, but the additional

earnings will be recorded as interest sensitive earnings,
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Relationship of Costs to Size of Bank

Ir ig fairly well established that unit costs vary with the scale of oper-
ations of an economic activity. For most industries expansion up to a certain
point is accompanied by economies, though it is hypothesized that a firm which
expands continuously may, after a time, incur certain diseconomies partly through
organizational bottlenecks and partiy through scarcity of other inputs.1 The in~
tention of this section is to examine, within the limits of ocur data and the exist-
ing bank structure, the direction and extent of variation of unit costs with varia-
tion of the size of the firm over a given period of time, and to identify the fac-
tors leading to increasing and decreasing costs.

For this purpose we have defined the scale of activity in terms of the
total assets of the firm and also as their current operating earnings adjusted for
interest earned én balances held overseas corrected for interest rate changes. For
dealing with the latter we have also adjusted aﬁ& correcﬁed the cost side for bor-
rowings from overseas and interest rate varfation., Interest earnings and costs
have been adjusted by indexes with 1965 as base. For purposes of comparison we
have incorporated these figures in our analysis of assets. We have used the period
1965 to 1969 as these appear to be two peak years of activity as far as bank lend-
ing is concerned. Moreaver, aggregating the results of more than one year will
minimize non-sampling errors. At the  same time this period does not appear to be
so long that fundamental changes in the industry structure would make the cost
patterns of the individuwal years too dissimilar for purposes of aggregation.

In Table 94 we present costs per unit of total assets. On this Basis
total operating costs per dollar of assets for the thtree smaller banks increase
ag the scale of activity rises. Unit costs are, however, lower for the
three larger banksg, although the smallest of these banks show the lowest
unit costs, and the middle~sized of this category of banks show the highest
costs, Examination of the components of costs show that the main coset dif-
ferences between the two size categories is that for smaller banks unit

L Assuming other users 1re also expanding,
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Table 9%
Costs per dollars of Total Bank Assets by Size of Bank
Bank Size Unit Unit Unit Unit Unit Unit Bad Debts Unit Unit
Averuge Qperating Operating Interest Interest Remunera- Deprecia- Other Other
Dank Costs Un=  Costs Costs Un- Costs Un- tion to tions Operating Operating
Assovts adjusted corrected adjusted adjusted Employees (osts Costs Une Costs
for Int. corrected adjusted Adjusted
Rate Chan- per int,
ges Rate Chan~
ges
6.3 0,062 0.0585 0.,0207 0.0190 0.0182 0,0019 0,0038 00,0176 Oy 176
114 Ou 0672 0,0648 0.0223 0,0298 0.0176 0.,0017 - 0.0257 0. 157
13.3 0.0692 0.0669 00200 0,0215 0,0211 - 0,0025 - 0.0256 0,0218
39,3 0.0506 0.0%488 0,0211 0e 014 0, 0140 0.,0013 00001 0,014 04,0141
675 0.0565 0.0542 0.,0211 0,019% + 0.0198 0,001k 0, 008 0.0133 0.0128
96,9 0.0538 0.0517 0.019%4 00194 0.0152 0,007 0.0035 0.0140 0.0118
Source: Bank of Jamaicé,
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remuneration to employees and unit other operating costs. are
generally higher, Within the small bank category the largest bank
shows the highest costs in terms of remuneration to employees and
other operating costs reflecting perhaps its operation with an
average of 9,4 offices over the period as against 2 or less for the
other banks, The second smllegt of these smaller banks shows the
highest unit interest cost for all banks, reflecting an aggressive
policy for ternm deposits, The largest of these smal; banks also

has relatively high adjusted interest charges reflecting a relatively
high proportion of longer term deposits (Table 95) and balances fronm
banks abroad,

Anong the larger three banks, the smallest shows the lowest
costs and this is a reflection chiefly of lower per unit costs for
remuneration to employees a factor which appears to be related to
its greater volume of business per branch.. . This bhank appears to
have developed a large lending business relative to its branch struc-
ture and deposit capacity, and has made wide use of overseas funds.
(Table 96). With respect ta other categories of cost, differences
between this bank and the largzest bank appear to be ninor except
that unit costs in respect of losses and bad debts are higher for
,the largest bank and may well be atiributed to a more liberal lend~
ing policy and involvement in the more risky areas of lending such
as agriculture. When adjustoents are made to other operating

expenses to exclude estimates of interest payments on the direct
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Tablé 95
Structure of Commercial BDanks! Sources of Funds,
1965 -~ 1969
Bank & Bank 1 Bank € Bank D Dank E Dank F
Denand Deposits 2746 26,7 3146 31,6 26,7 254
Savings Deposits 41,4 Lg,6 31.1 5345 13,9 2940
3~month Time 242 247 1.7 3ok 0.8 242
3-6 month Time 1.8 2.8 1.5 3.1 1.3 1.3
6«12 month Time el 6.6 5e8 643 2045 11,2
Over 12 month Time Se2 Selt 37 1,2 7e7 10,3
Balances held for .
banks overseas 1045 .2 2h,7 1.0 291 20,5
Total 100,0 1C0,0 100,0 100,0 1C040 1000
Source: Dank of Jamaica,
Table 96

Relationship of Costs per dollar of Assets and
Average Assets per Bank Office for Banks with

Average Bank Unit Unit Unit Ree
Assets per Operat=  Interest nunera~
Dank Office ing Cost tion to
Costs Employee
1. 0.0692 0,0200 0,0211
1.7 0.0565 0,021 0,0198
2.8 0.0538 040194 0,0152
3.h 0.0506 0,0211 0.,0140

Source: Dank of Jamaica,

8

more than 3 offices

Unit
Deprec
tion
Costs

0.0025
0,0014
0.0017
0,0013

ja=

Unit Unit O
Bad Operat
ngts Costs

- 0.0256
0.0008 0,0133
00,0035 0,0140
00,0001 0,0141

ther
ing



177

branch account these costs with one exception tend fo fall as the
size of bank increases, The data is analysed again in Table S7

to isclate the effect of branchings Here we have expressed size

in terms of assets per banking office for the banks with 3 offices
or more, Total costs and cost of employees both fell as the average
size per bank office increased. The pattern is, however, not clear
with respect to other costs,

These costs include advertising, telephone, telegran,
travelling and so on. One expects that some of these unit éosts
fell with bank size. For example, a large bank which spends twice
as much as a smaller bank on advertising would have lower unit
advertising costs as long as its assets are more than double those
of the smaller bank,

We have already pointed out some of weakmess of using assets
as indicative of the scale of bank activity., In this section costs
are analysed using current operating earnings corrected for changes
in interest rates on loans and on investments, The results here
show & more cronounced relationship between size and unit operating
costs, except for the second largest bank which showed the highest
costs for remuneration to employees, With this and another aminor
exception unit remuneration to employees also fell as size increased
and the same pattern was observed with regard to other operating
exXpenses, Generally, banks with a higher gverage properiion of

term deposits and balances due to hanks overseas appeared ta have
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nigher unit interest costs although it is difficult to understand
why the second largest bank with the lowest interest deposit struc-
ture had relatively high unit interest costs.1 {(Table 974).
Generally, the larger group of banks show lower unit costs
than the smaller one although within each group the relationship
between size and costs are not as clear, Here differences in
deposit structure and branch size may be important, 1In the last
year or so, banks have become concerned about the proper costing
of their services and the neasurement of operating efficiency and

i
it is expected that the pattern may well become clearer, '

Table 97

Costs per dollar of Gross Operating Earnings
of Commercial Danks, 1965-15693

Bank Size Unit Unit Remuneraw Unit Unit DBad Other
{Current Opera- Interest  tion to Deprecia=  Debts
Operating ting Costs Famployees tion
Earnings) Costa
1916.6 00,9642 043134 0,3001 340307 0,0622 0.2594
3909.1 0.9443 C.4349 00,2568 0,0245 - 0,2291
5212.1 0.6561 03,2749 0.2699 0.0319 G.0002 02792
12026,9 0.7981 043165 0,2256 $,0206 0,0016 042307
21507.9 0.6496 043039 0,3103 0.0224 0,0128 00,0002
32844 ,7 0.7627 C.2858 0.2247 040254 0,0511 O.1748

Source: Dank of Jamaica,

These results differ from our previous one because of the diiferent
weighting given to loans and investment in our output measure. The
bank in questicn has a relatively ratio of loans and investment,
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Ratio of Loans & Advances to Loans & Advances &
Invest of Commercial Banks, 1965=1969

Bank No.

1

[SANAN | E AN )

Source;

178a

Table 9%a

Dank of Jamaica,

%
81.6
62,7
31,1
8649
74k

84a2
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CONCENTRATION AND COMPETITION

Banking in Jaméica is highly concentrated. Up to 1959 there were
only four firms in the industry - all international. Since then there
have been four new entrants - the Bank of London and Montreall in 1959,
the Pirast Hational City Bank in 1960, the Jamaica Citizens'! Bank in
1967 and ﬁow in 1971 the Pirst National Bank of Chicago., These new
entrants together with the establishment of the Dank of Jameica and
the cnacting of local legislation for the control of banking were

factors which led to a more competitive climate in the 1960's.

Goncentration

One method éf measuring the sizq of a bank ig to look at g2
its depositsg as this is normally a majé; limitation on its ability to
make loans and investments. A percentage distribution of deposits
among Jamaican banks is presented inm Table 98, In the ingtitutiounal
set-up existing in Jamaica, however, banks may supplement thias
source of funds by uping deposits raised by the;r branches overseas,
It would seem that at least one of the smaller banks operated locally
with a sizeable proportion of deposits raised abroad. This can be
seen from Table 99 which shows the digtribution of deposit liabilities
of the four older banks in May 1961, the earliest date for which we hawv:
data, Subsequent ocbservation of the operations of banks 3 and 4 show
that for Bank 4 this wag a very temporary situation, but Bank 3
continued to be a net borrowsr of funds from overseas right up to

devaluation. The productive cavacity of hanks may be further enhanced

'Wow the Bank of Moutreal {(Jamaica) Ltd.

2 . .
Or better still, overseas funds to which they had access.
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TABLE 98

DISTRIBUTION OF BANK DEPOSITS (ADJUSTED)
OF COMMERCIAL BANKS BY BANK, 1961-1969

( PERCENTAGES)

1961 1962 1963 1964 1965 1966

Largest Bank

Two largest

Banks

Three largest

Banks

Other Banka

TOTAL

Source:

48.3 46,7 4427 43.9 44.7 44.0
82.0 80.7 79.8//8.6 7.5 1.6

91.8 90.7 90.2 90.0 89.4 89.5
8.2 9.3 9.8 10.0 10.6 10.5

1967
42.0

76.6

88.9
11.1

1968
40.9

73.6

86.5
1307

1969
40.9

T1.1

83.6
16.4

100.0 100.0 100.0 100.0 10Q,0 100.0 100.0 100.0 100.0

Commercial Bank Returns of Assets and Ligbilities

to Bank of Jamaica.

Percentages are based on average of end of month

depoait holdings for each year,

1961 is based on returns for the months May to

December only.
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by their equity, but this is a relatively unew feature in Jamaiean

banking end is not quantitatively important.

ABLE 99

—

DISTRIBUTION OF LIABILITIES OF OLDER BANKS,
MAY, 1961

( PERCENTAGES)
LIABILITIES BANK

B} I ! 2 3 4
Balances held for Banks or -

Branches Abroad 1.9 2,9 39.2 17.0
Depogits 90.4 75.7 48.7 7.5
Cheques etc, in Course of

Payment - " 11,0 8.6 -
Other Liabilities T.7 10.4 3.7 B5eH
Total 100.0 100.0 100.0 100,0
Share of Asseta of Danking

System 4,4 40.9 16.0 32.4

Source: Commercial Bank Returms to Bank of Jamaica

In order to take account of the comtribution of these factors
to bank capacity the relative size of banks is shown in terms of

their share of total bank assets™ {Table 100).

1

‘It would perhaps be more correct to show assets net of certain contra
items with respect to letters of credit and acceptances appearing in
the bank baloance sheeta,
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TABLE 100

DISTRIBUTION OF COMMERCIAL BANK ASSETS AMONG
INDIVIDUAL BANKS, 1961-1969

a (PERCENTAGES)

BANK SHARES 1961 1962 1963 1964 1965 1966 1967 1968 1969

Largest Bank 41.9 43.1 40.8 38.8 36.9 40.2 43.4 40.7 41.2
Two largest Banks 72.3 70.9 71.4 68.7 64.2 68,4 72.8 70,2 63,2
Three largest Banks 88.6 87.0 85.8 85.4 84,1 87.0 88.0 84.8 83.6
Other Banka 11.4 13,0 14.2 214.6 15,9 13.0 12,0 15.2 16.4

s Total - 100,0 100,0 100.0 100,0 100.0 100,0 100,0 100.0 100.0

Source: Bank of Jamaica records.

Table 98 shows that in 1961 the two largest banks held

; 82 per cent of the deposits in the banking system, but that by 19693
their share had been reduced fto 71.1 per cent largely because of an
almost continuous reduction in the share of depoaits of the largest
bank and a more moderate fall ig the share of the second bank. On
the other hand all other banks improved their positions especially the
other banks group whose share exacfly doubled over the period. -

In terms of agsets we find that for the same period the
proportion held by the two largest banks fluctuated arcund a mean of
69.8 per cent with a low of 64.8 per cent in 1965 and a high of 72.8

per cent in 1967. The third largest bank seemed largely responsible

[ 5]
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for the 1965 low, but the 'other banks' group alsc had their highest
ghare for the 1961 to 1968 part of the veriod, Both ¢f thege hed
increased their share of deposits by 1965 and their proportion of
balances held for banks sbroad was subgtantially higher than in the
previous two and subsequent years (Table 101). In the case of one of
the smaller banks it was the highest for the decade. After 1967,
banks generally reduced their holdings of balences for overseas baunks,
pogsibly because, for the firet time they became conscious of the
severity of exchange risks involved in the movement of funds within
the sterling area now that a majority of the constituent gtates were

responsible for their own financial and economic well-being.

TABLE 101

BALANCES HELD FOR BANKS AND BRANCHES ABROAD
AS A PERCENTAGE OF TOTAL ASSETS

L e T o PV O e ——

BANK 1961 1962 1963 1964 1965 1966 1967 1968 1969
Largest Bank 4.6 15,4 4.3 3.4 5.9 7.6 4.9 3.3 5.3
Second Largest 14.9 4.5 0.2 0.2 0.2 0.2 G.2 2.4 1.9
Third Largest 41.6 39.6 2f.0 3.7 37.2 30.3 25.1 4.6 3.6

Other Banks:
1 40.0 52.2 51.6 E4,0 58.8 44,2 9.2 8.9 6.6

2 71.2  65.6 56.1 40,9 9.7 17.6 25.4 18,2 12,0
3 1.5 7.5 1.9

All Banks 18.3 1%.8 10.8 11.8 14.9 12.0 7.5 4.2 4.2

A o At

Source: Bank of Jamaica records.

1
The cost of borrowing from Londonwas also high compared to local
rates of interest.
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The result was that.for 1969 there was a smeller difference between
the two measuresa.

The general picture, then, secems to be that at least in
guantitative terms and in respect of the number of areas served iwo
banks doeminate banking activity. There ia a third bank of medium
size and four smaller ones, three of which are relatively newcomers
to Jamaica. The new banks have generally in their early years of
operation used a relatively large proportion of funds from branches
abroad. The newest of them, Bank B,Ihas not relied as heavily on
such balances partly because it started with local equity capital,
partly because the U.3. bank managing its affairs does not have the
same btype of- organized internaticonal branch system as the other banks,

and partly becouse its lcocal deposits have been growing fairly rapidly.

Formal Restrictions

Agreements between the banking firms in the industry in and
before the 1950's seemed highly probable for a number of reasons.
First, the small number of firms in the industry made the arranging
and adminigtration of guch agreements a relatively simple matter.
Second, the firma were all branches of banks whoase collusive efforts
in their own countries were largely unchallenged.2 Third, senior
officers in the banking system were all persons with experience in the
offices of the Head Office country and hence were schooled in banking

systems with restricted competition.

! Tab lei iOI.

2Price competition acmong both the Canadian Chartered banks and the
London Clearing banks has been extremely restricted. See Report of the
Hoyal Commission om Banking cnd Finance, Queen's Printer, Ottawn, 1964,
Ch. 7, ond Report of the Committee on the Working of the Monetary Systen,
H.H.35.0., London, 1959, Ch. IV.
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There 1is no formal record of agreement between the banks
in Jamalca before 1959, but we know from certain officisl publications
that at least rates on certaln types of deposits were fixed before
1959.1 After the entry of = branch of the Bank of London and
Montreal in 1959, however, the banks drew up a formal Inter-bank
Agreement %o which all banks were signatories. The agreement
covered almoat every ncapect of pricing in banking; interest rates
on savings and deposit accounts, minimum rates of interest on advances
and on loang, ledger fees, 2 variety of c¢ommission charges including
bille for collection, collection of life insurance premiums, foreign
exchange transactions, credits, guarontees and go on.

Special rates were provided in respgct of Government current
account depoesits and on Govermment loans a;d advances. ©Specizl rates
on foreign exchange were also included in respect of remittances to
the Government of Jameica and to the bauxite companies whose remit-
tances were likely to be very large. Special lending rates were also
gtated for those customers whose loans were secured by o deposit
with the lending banks and for Finance Companies.

Particularly restrictive were the provigions with reapect
to ledger fees and advances. In respect of the former the cgreement
stipulated that no gignatory bank will open accounts for any customer
of another signatory bank on better terms as regards operating
charges than the competitor bank had been charging., It further required
that when an account wastransferred from one bank to another the

tranaferee bhank was to saticfy itself as to the operating charge

1 A A
Dept. of Statistics, Monetary Statistics, 1954~1960.
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previously collected beforé accepting the account, The provision
with regard %o loans and aodvances was similar; no signatory bank was
to open accounts for customers of ancther signatory bank on better
terms as regards rate of interest or discount then the competitor
benk had been charging. It included a gimilar provision with regard
to checking the customer's previous bank before accepting the account.
FPinally, the Agreement covered procedures for inter-bank
dealings such as clearing and inter-bank settlements.
Aimendmenta to the agreement were made from time to time but
the First National City Bank which began operating in 1960 did no%
become a participant. Indications are that in 1961 the Head O0ffices
wers in the process of drawing up a standard form of agreement for
the entire Caribbean. However, largely through official initiative
the banks zgreed to the rescinding of the sgreement in 1964.
Henceforth, it was left to govermment %o determine the areas and
details of co-operation. These, as well as other policy measures, were
discupsed with the banks through the Bankers' Committee. The Committee
congisted of the Governor of the Bank of Jamaica and representatives
of the commercial banks,
Government assumed responsibility for determining the following:
(1) Maximum interest rates payable on savings and fixed
deposits up to 12 monthg., Early in 1970 the banks were
allowed to compete for deposits fixed for periods in
excess of sii montha on an interest rate baagig;

(ii)  the prime rate on loans;
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(iii) the fixing of exchange charges. These were streamlined
to conform with the published Bank of Jamsica Commisgsion
charges. Leaving foreign exchange charges open to
competition is at present under consideration pending
submission of a report on foreign exchange by an expert;

(iv) +the fixing of common service charges on ledger fees for
operating customer's accounts, and minimum fees for
various bills for collection, arranging storage of
goods, ingurance of goods, parcel post notices ond
acceptance credita. Since 1969 banks have been allowed
-to compete for these services on a pric¢e bagis.

As early ag 1961 the Kingston Clearing House had operated
under the supervision of the Bank of Jamaica and according to the
rules of the Kingston Clearing House. Inter-bank settlements had
been arranged through the Bank of Jamaica rather than through their
London offices.

Restriction of competition in the area of Jeposit rotes
appeara to have heen supporied on three grounds: first, ito preserve
an orderly structure of the banking business in Jamaica; second, to
allow for the continued development of a network of bank offices
throughout the country; and third, on monetary policy grounds, there
wag need 1o keep bank deposit rates in line with Government's Treasury
bills rate.

With regord to the first argument the chief fear is that
severe competition for deposits among bhanks is liﬁely to put pressure

on earnings and lead to risky lending st high interest rates. FHow=-
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ever, a number of factors seem to favour more prudent behaviour on the
part of banks. First, the number of bhanks in the industry isg
relatively small; 3econd, it is difficult o imagine the banks moving
from a highly conservative posture t¢ the other extreme; +third,
banking expertise appears to be fairly high; and finally, the
machinery for controlling the situntion exists in the form of the
Bankers' Committee.

The second contention is that bdanks with large branch net-
works ghould be guaranteed a reasonable return as banking in some
areas may be unprofitable. An exzmination of the net earnings of ths
four older bankm as presented in Table 102 does not reverl any
relationship between total earnings and number of branches. The
two banks with the largest number of branchea show a very different
record.l So do the two smaller banks. Although the performance of
all brancheg taken together lead to rather inconclusive resulis it
may well be that by overating a particular branch or branches the
bank makes leas than optimunm profits. Horesover, it ig expected that
in the meajority of cases a new offigce will have to be in operation for
gome time before it breaks even. Also, the development or decline
of an area will affect the profit;bility of banks operating in 1t,
However, it has %0 be borne in mind that the profitability of a
banking office tsken by itaclf will alsc depend on the type of
buginess in which it specializes. An office in Hewport Weat, for
inetance, is expected to be far more profitable than an office

Serving a community of small savers. This latter taken by itself may

1 . . ; .
Our examination of other factors reloting to these banks in the next
section mzy throw more light on these differences.
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well show a loss, even though the use of its funds by other branches
ncy sdd tb the profitability of all branches taken together. The real
test of branch viability gshould be whether it could make a profit

if it were able to lend or invest that part of its deposite in excess
of its requirements for meeting demands for cash by its depositors.

There wag a time when branch expansion may have been more
gservice oriented than profit oriented. BHence the early development
of the branch network in Jamaica by the first two of the surviving banks.
In those days banks were interested more in international business, and
the international branch structure was set up so és to provide 2
free flow of funds to areas with that type of business. Now, how~
ever, for various reasons the flow of funds internationally is more
risky and more expensive, and the banks are looking inwards for funds
a great deal more. In the absence of priée competition, therefore,
bhranch expansgion appears %o have become competitive with respect to
the‘raising of deposits locally.

It is difficult, then, in the absence of branch data to come
to any precise assesgment of thé argument, but the points raised
above should be taken into cousideration.

The other argument for fixing savings and deposit rates is
that they should bhe kept in line with the Government's Treasury Bill
rate, Thia argument is not clear. Among the interest-earning assets

which qualify as eligible liquid assets under the law Treasury bills
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are the mosgt available.l Because of this the banks have become the
largeat holders. The Government hos & monopoly on the supply of
pills and this seems to be a dominant factor in deftermining their
price,

Since such a large percenbtage of commercial bank investments
are in this form they would he constrained on the basis of profit and
losg to keep their deposit rates in line with the bill rate and not
vice versa a8 the argument implies. As far as the non-bank public is
concerned, the type of deposits most likely %o compete with Treasury
bills is the three-month time deposit, and while before February 1969
the rate on this type of deposit has been below the Treasury bill rate,
since that date the situation has been reversed and at times the
Treasury bill rate has been more than % p;r cent below the three
month deposit rate and was even helow the savings rate between March
and June 1369, The peculiar feature about the rate is that it has
not in the past year moved in the direction of other rates. This
is probably because the supply of bills was limited in the face of
riging demand. Here it may be useful to compare the relative levels
of the Bank Rate and Treasury bill rate in 1963 and 1969.

In 1963 when the Bauk Rate averaged only 4.17% the Treasury

bill rate at 3.42% was about the same level as the corresponding rate

1
In December 1969 the composition of eligible liquid nssets wasa:
Deposits in Bank of Jamaica: 29. 3%

Currency : 16.9%
Jamaica Treasury Bills : A40,2%
Local Hegistered Stock : 13.5%

100.0%

Depogits 1a Bank of Jamaica include deposits in the Bankers' Deposit
and Loan Fund and under the Special Deposit facility. These two
categories of deposits carry a lower rate of interest than Treasury bills
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in 1969 (3.49%) when the Bank Rate was 5.79%. According to Table 30,
the gemeral public has not shown much interest in Treasury bills.
The commercial banks have lncreased thelr share over the period

1965 to 1969 mainly by taking up & large part of the holdings of
the Bank of Jamaica. The other holders ere largely Government or
gemi-Government institutions so that there could hardly be any
gignificent move away from Treasury bills if the rate is not in line
with deposit rates. The other point worth noting is that although
Finance Company rates of interest have been uncontrolled and have
been maintained at a higher level than commercial bank rotes there
has been no goticeable ghift of deposita in that'direction. The
conclusion would seem to be that price competition for deposits at
the present time would be unlikely to afféct the Treasury bill rate.
The two commercial bank deposit ratea which seem relevant to the
argument are the savings deposit rate and the 3-month time deposit
rate, the formexr beczuse banks would prefsr to see the bill rate
above the rate they pay for savings.

In favour of the retention on rates over six months is the
fact that in order to compete for deposits banks have been offering
longer term securities on more favourable terms. Rates on deposits
over gix months were, however, decontrolled largely to prevent the
outflow of deposits to high interest centres abroad. They appear, howev
however, to be attracting funds from the longer term market.

The deposit rated together with the banks' prime lending
rate are usually fixed in sowe relation to the Bank of Jamaica

rediscount rate. Prime rzte is usually 2 per cent above the Bank
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Rate with about a 4 or 4% point spread between the savings rate and
the prime rate. 43 long ns the financial system remains cpen a2nd

the high degree of linkage with the U.XK. money market continues there
would seem 1o be some justification for controlling ot least some of
the rates. With regard to deposit rates the main problem ig that
funds are likely to flow out if rates are sufficiently helow T.K.
ratea, Banks have traditionally behaved in a protective manner
collectively raising their rates vhen the U.X. rates rose and vice
versa when they fell; and there seems to be no reason to expect that
if they are losing funds to the external world they would not adjust
their rates individually.

Keeﬁing loan rateg in line with external rates may he a
bigger problem. In keeping with the objectives of maximum economie
growth and a high degree of indugtrial divefsification, it is desired
that loan rates be kept as low as posseible. The problem here is that
when local loan rates are sufficiently below external rates oversgeas
firms with Jamaican connections may switch their borrowing to Jamaica
and vice versa when it is less costly to borrow abroad. These borrowers
are usually extremely oredit-worthy and banks may not be willing to
pass up good business in the national interest., It is therefore
doubtful if one could leave the minimum loan rate to the individual
bank in the same way. Loan rates in Jamaica have in the last aecade or
50, been generally below those in London and, in addition to adjusting
the local rates, the Bank of Jamaica has sought to minimize the
differential by varying the exchange commission on sales of sterling

for Jamaican dollars. ore rccently the Bank has had to resort to
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more direct methods of contrel in order to curb lending %o non-
residents. This would probably make the Bank Hate and the commercial
bank lending ratez legs dependent on the U.X. rates in this respect.
Nevertheless, it would be useful to retain some agreed minimum rates
for controlling one rate automatically controls other rates but
allows them some range of flexibility. While there is apparently a
great deal of variation as to the extent to which loans are granted
at the minimum rate by individual banks, the removal of restrictions
with regard to the ftransferring of accounts between banks should
ensure some manner of uniformity in the rate given to a particular
type of customer. Hence, differences in the aﬁerage rates may well
reflect varigtion in the type of customers to whom the banks are
willing to lend.

As regards the guestion of a maximum loan rate, while this
may he attractive and is used in some countries, it would most likely
inhibit the banks' ability to innovate and move into less traditiomal
and longer term lending. It would seem that it is in their lending
business that there is the greatest need and scope for innovation and
control of maximum rates may, ;f not fixed at the proper level,
frustrate such innovation. Our examination of average rates of interest
elsewhere in the study does not suggest that excessively high rates
are belng charged.

With regard to bills for collection znd other service charges
there appears to be no strong arguments in favour of collusive action
in this regard. There appears to be no good reason why banks should

not be allowed to trim certain charges in order to attract certain types
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of buginesgsa, Tsually a bank will lower its interest rates for a loan
which may give rise to collcteral benefits in the form of revenues
from billg for collection, foreign exchange and so on. Now however,
the banks will have the option of adjusting not ounly their interest
rates but their service charges for this type of business.

The other area of agreement ig with respect to the hiring of
gtaff in the employ of their competitors. It is not kpown for how
long this agreemeut has existed or the extent to which it is binding.
Some bank officials with whom the question wag raised expressed doubis
about its effectiveness. Inter-bank mobility of personnel appears io
have hecome a problem with the arrival of new bonks since 1959 and
with the subsequent official pressure to minimize the employment of
expatriates. The vigorous programmes of branch expansion in the
sixties would have aggravated the problem, because banks now found
that they needed to expand their staff rather than to lose them. In
addition, there has been a large percentage of loss due to migration,
The gigt of the agreement scems to be that no bank should hire staff
in the employ of another bank. An employee wishing to change Jjobs
within the banking community was therefore required %o resign before

any offer of employment by cnother bank would be made. Banks do e

lot of on the job training and a high turn~over of staff can undoubtedly

present a problem. There appears, moreover, to be some variation in

the extent and pattern of such training and the banks with the more

elaborate training schools appear to be the chief losers. However, the

individuel may have good reasons why he wants a change of jobs and

it moy be better for the individual bank to lose him rather than the
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banking community. In fact, for the economy as a whole, it is wmuch
preferable tec lose staff to other banks or other sectors than to lose
them to migration. Moreover, bank hiring and promotion has
troditionally been highly discriminatory, and while the situmtion
appears to have changed substantially there may be pockets of it left.
There is, indeed, no doubt that the coming of the newer banks and
the expansion of banking generally has done much to bresk down dis-
crimination in bank employment. WNevertheless, if only for historical
reasong, 1t seems that the individual should at times be given the
benefit of the doubt and should not be frustrated if he feels that
he can do better with another bank.

The final area of restriction is in reapect of opening and
closing hours which are regulsted by gove;nment. There oay, of course,
be room for some degree of flexibility to facilitate certain customers,

for exomple, opening on Friday evenings in some places.

AREAS OF COMPETITION

Price competition being largely ruled out by the reastrictions
competition among banks seem to be largely on the basis of service
and special facilities with reépect to certain accounts. This is
evidenced by the high degree of uniformity existing in bank services.
Most of the banks interviewed, contend that the main area in which
they compete is in respect of deposits. Such competition up to the
end of 1969 was on a price basis for deposits fixed for periods over
12 months and since then for deposits fixed for periods over six
rnonths., Various types of noun-price competition existed with regard

to both savings and shorter period deposits.
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With regard to fixed deposits, banks have always been free
to stipulate the minimum dencgit they will accept although there is
no evidence that they exercised this freedom where interest rates
were fixed by agreement. However, in cases open te hargaining, the
interegt rate offered would depend to some degree on the size and
period of the depoait., In recent years some banks have been offering
variants of the traditional fixed depogit. These include a variety
of savings and investment certificates of a wide range of maturities:
from 90-dsy certificates transferable o third parties, to medium
term non=-transferable certificates of which the 3-year savings
certificate ;a the best knowm,. Some banks offer longer term certifie
cates with noturities up to 10 years. Details with regard to such
certificates are negotiated between bank énd cuptomer. A fundamental
factor underlying these medium and longer term certificates is that
some banks are turning their attention %o attracting longer term less
liquid investments.l

Some variants differ from the traditional type deposit in
the arrangements with regsrd to the periocd over which the deposit
will earn interest, Hormally, a fixed deposit is a contract between
the bank and the depositoxr for the deposit of a certain sum of noney
over a given period of time. If not withdrawn or renewed at the end
of this period the deposit ceases to earn interest. If withdrawn

before the agreed date inferest is earned at a lower rate of interest

1Since 1963 the proportion of deposits fixed for periods of over 12
months has risen substantially as follows:

1963: O0.4%; 1964: 2.9%; 1965: 15.6%; 1966: 35.6%; 19671 31.4%;
1968: 24.5%: 1969: 24,5%.
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or lost altogether. Banks generally prefer %o make shorter contracts
egpecially when interest rates are high because if rates fall during
the period of the contract they stand to make logses. Hence, the
pattern has been to avoid contracts exceeding eighteen montha. The
new plans generally have agpects of both the savings and the fixed
deposit. They are like fixed depogits in that they require notice

of withdrawnl ranging from 90 days to six months, The deposit must
remain with the bank for a period greater than that for which rates

are fixed by agreement, in order to earn interesat a2t its special rate.
There are also fixed minima for opening these accounts and for
subaequent deposits. They are like savings depoéits in that for gome of
them there ié no limif aé to the period over which the deposit can earn
interest. ¥For others the intereat period;extends up to five years
after the account has become inactive. Finally, some pay interest

on the minimum monthly balance.

In addition to these efforts to encourage fixed deposita the
comnercial banks have also devised special incentives for savings
deposits. It 1s cheaper to expand savings deposits because the nominal
rate of intereat is less than that on fixed deposits, and because
interest is paid on the minipum monthly balance the differential is
even more, On the other hand, the fact that withdrawals and depoaits
are nade more often than in fixed deposit accounts, savings deposits are
costlier to administer. However, banks endeavour to minimize the use
of the account by allowing a limited number of free withdrawals per
time period.

The apecirl plans azre not only to increase savings deposits

but to minimize their velocity. In an earlier Chapter we have used a
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one~bank sample of debits and credits of fixed deposit and savings
accounts and found that for every year examined the velocity of
gavinga deposits iz lower than that of fixed deposits.

The savings plang Just referred to are of two types: bonus
savings and life insﬁrance on savings., Bonus plans involve the payment
of additional interest oun savings which remain with the bank for a
given period of time. If this period of time is long enough the bank
may also stipulate a wualifying minimum monthly balance, usually small,
to be maintained over the period.l Ingurance plans commit the
devositor to mnke equal monthly deposits over a given period of time
towards a defined target. In exchange the depositor's life is insured
up to the fuil amount of the target.

Since the restrictions on competi%ion in respect of servicse
charges have besn removed, banks have also sought to increase theixr
demand deposits by waiving ledger fees provided a given minipum
balance is méintained in the account. Prior %o this the minimum was
determined ou the basis of the number of ledger entries made over the
relevant period.

The other dimensiocon which competition for deposits has been

taking is in the matter of the extension of branch offices.2 As

lBonus plans appear to work out cheaper than fixed deposits over the
particular period. At present, one bank offers 5%% for bonus savings
rmaintained over a period of 12 months, but interest on fixed deposits
for that period is as high as 74%. On the other hend, the minimum amoun
on which a bank will offer that kind of return would be much larger

than the ainimum monthly balance regquired on a bonus plan.

2There is at present no control over branching in Jamaica although the
tinister of Finance and Plaznning has said that banks will be required
to have local equity participation before being allowed to set up
branches.
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mentioned earlier, all branch and office expansion up to 1958 was
done by two banks. It would appear that in the early history of
vanking, branches may have teen eatsblighed not only for profit but
algo for providing 2 service %o the various communities. Other

banks did not engage in this type of expansion partly because in the
pure international banking structure, Jamaica was, hardly looked
upon as an independent banking unit. The banks vere interested more
in international services than in domestic business. Loans were
granted primarily to persons whose husiness was connected with the
international economy. Banks d4id not have to match théir loans with
deposits on a terrifory-by-territory basis as théy would use deposits
raised in one territory to finance activity in another territory.
Moreover, the majority of loans were appréved by their Internationsal
Office or Head Office. Even today, where the pure international
gtructure exists, branches within the same territory report direct

to their Internmational Office or to some regional or district head-
quarters. For purely domestic business, such as routine dealings
with the Bank of Jamaica they are fofced to use their senior branch
which 18 usually in Xingstoun. The sgituation is changing, however,.
not only because of the increasing relationships with the local
government suthorities but because the banks themselves have found a
certain amount of inconvenience in the system and as a result genior
branches have had to assume responsibility in particular matters.
Furthermore, high rates of interest on the world's money markets, the
lncreased risk of moving funds within the sterling area, local regu-

lations and the pressure of opinion against the outflow of deposits
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raised locally have forced the banks to turn inwards.

are councerned with mobilizing deposits by seeking out

Thus, banks

the developing

and populous areasg of the country and securing a share of the

business available.l

accelerated this type of competition,

TABLE 10

Lipitations on price competition may also have

NUMBER OF OFFICES BY BANK (SELECTED YEARS)

1948 1953 1956 1960 1962 1965 1969
Barclays Bank (D.C.0.) 9 15 21 é'f 27 39 41
Bank of Hova Scotia 13 17 }8 25 27 28 29
Royal Bank of Canads 2 2 2 2 5 11 11
Canadian Imperial Bank
of Commerce 1 1 1 6 6 10 11
Bank of London & Montreal 1 1 1 2
Firgt National City Bank 1 i 1 2
Jamaica Citizens' Bank 5
TOTAL 25 35 42 62 67 S0 111
Sources: Haudbook of Jamaica and Bankers! Almanac -

varioug isgues.

Price competition in lending is limited by the fact that banks

have to adhere to a minimum lending rate except where the loan is backed

by a cash deposit with the lending bank.

Banks often fix the rate on

1 .
For example, in the space of three months this year four banks opened

offices in May Pen.
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a particular loan in some relatioun to this prime rate. Strictly
speaking, prime rates are given in lending contracts where there is

no risk of default. It is expected that under adverse conditionz the
borrower would be able to meet hig obligationa without undue diffi-
culties., To the extent that loans approach this ideal they will
qualify for the prime rate. The bank will also give lower rates where
highly liquid or negotiable security is provided or where significant
collateral benefits are likely to result from the loan. Other factoras
influencing the loan would be the size of the loan, itz duration and
the borrower's past record with the benk., Banks msy charge a higher orxr
lower rate of interest onm unsecured locans. The rate will be lower if
the financial gtrength of the borrowers and his capacity to pay the loan
i3 such that they think it unnecessary to demand security. It may

be higher where the loan is inadequately or partially secured, if they
think the proposition is worth financing on other grounds.

There appears to be fairly well defined guidelines whereby the
banka'! lending officers can be aided in fixing the rate to be charged
on a particular loan, Tach loan is likely to differ in vzriocus
details so that the lending officer may use a combination of guidelines
in determining the appropriate rate. Thus, there may erise minér
differences between banks or between officers of the same bank as to
the rate of interest to be charged om a particular proposition,
However, for the most part, branch managers usually have to submiti
applications for loans shave certain limits to Head 0ffice for approvel
and to report all loans made above a lower limit, and this, together

with the lending officer's experience ensures uniformity in rates.
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Some banks place mbre emphasig on the loan recipient’s cagh generation
ability, but thig will orobably affect the bank's decision to meoke ihe
loan or the amount lent rather than the rate of interest. These
banks tend %0 make greater use of projected cash flows for such
purposes and endeavour to determine more accurately the needs of the
business over the relevant time period rather than ellowing the
applicant large excess credit facilities,

Where banks apparently differ is in their willingness to make
a particulsr type of loan, on the terms of such a loan and on the typs
of security they would ask for. The evidence is that until recently
there has not been much competition here either. The striking éxample
ig that as fér back aé 1959 one bank began making instalment loans and
it was only seven yeers later that any otﬂer bank entered the field.
Today, one bank reported having 2 per ceunt of its loans in mortgages.
Ko other bank reported any mortgage loans although such loans are
guaranteed by the Development Finance Corporation.

The removal of the relevant restrictions has made it posaible
for banks %o bargein with customers of other banks. Moreover, in order
to break into the banking market, the newer banks have had to resort
to aggressive advertising and marketing including active solicitationm
of accounts from prospective clients; and the more sggressive banks
also approach existing and prospective borroweras when surplus funds are
available. Often the banks will offer to make loans for new purposes
when funde are adequate. They do this by contacting key figures in

the business world.
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Ususlly, banks build up certain relationships with their
oustoners which are likely tc continue and get gtronger over a long
period of time. Banks would ratler keep good old customers who are
proven good credit risks than new ones with whose moral standards
they are less familiar., Hence, it is possible that newer banks will
find it difficult to win the‘accounts of the most prized customers
of the older banksg, but may easily draw the smaller less preferred
accounts. In future, the newer and smaller banks will find theme
selves paying high rates of interest for deposite and they erxe likely
to have fairiy high lending rates. The net result ia that newer
banks sre likely to expand their loans by:.lending for propositions
less credit-worthy by traditional standards. It is interesting
that the last two banks to enter the market_specialized in rather
different areas: one concentrated on commereisl and industrial loans
and had a high percentage of large loans in its portfolic. Yeti,
its average interest rates were on average higher than.those of the
older banks, The other bonk has specialized in small business and
high interest personal and business instalment credit loans.

While it is difficult to determine the extent of competition
among banks with regard to lending the data presented in earlier chapters

suggest certaiu areas of specilization gnd patterns of behavicur,



SECTORAL DISTRIBUTION OF COMMERCIAL BANK

SECTOR

& Other Public
Bodies

Govt.
Inveatment Brokers and
Dealers

Credit and Financisal
Instijutions

Personal & Professional
Sugar Cane Faromers
Other Agriculture
Fighing

Mining

Sugar Estateg

Other Manufacturing
Building & Construction
Land Development

Public Ttilities
Distributive Trades
Hotels

Entertainment

Othexr

Total

Source:

TABLE 104
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LOANS BY BARK

(PERCENTAGES)
B 4 N ¥

A B ¢ D
-~ 0.8 2.5 1.6
- 0.4 0.2 0.4
- 215 1-0 1‘1
30,6 30,1 16.9 12.1
0.7 1.9 0.3 2.9
1.4 3.3 0.6 2.4

- 0.1 - -

- 4.2 9.0 -
0.1 2,0 4,6 13,1
7.1  13.7 24.0 19,9
16,3 8.4 1.6 5.3
2,3% 8.5 0.6 4.6
10.0 1,2 6.5 7.2
25.7 15.4 27.0 23,6
0.5 2,6 0.4 1.1
0,2 1.3 " I.7 0.1
5.1 1.7 3.1 4,6
160,0 100.0 100.0 100.0

27.9
6.0
1.6
6.9
9.0
3.6
0.2

2.8

99.9

13,8
0,1

O|5

Commercial Bank returns to Bank of Jamsica.

1.8

43.4

2.2

0.1
12.5
6.8
6.7
Te3
6.3
0.1

12.8

180.0 100.0
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The figures seen %o indicete the following characieristice:-

Bank 4&:

Bank B:

Bank C:

Bank D:

Bank E:

Bank F:

average interest rate relatively high except for 1964
and 1965; relatively low proportion of loans outstanding
to large borrowers; large unusged credit lines to large
borrowers; relatively high advonce/deposit ratios; 63%
of loans to business; largest proportion of loans to
personal and professional, distributive ftrades and bullding
and construction, CQCategorization: doubtful.

relatively high average interest rates; relatively low
propcrtion of loans outgianding to large borrowers;
relatively small unused credit lines to large borrowers;
relatively high advance/deposit ratios; lending fairly
well distributed between business and individualas; largest
proportion of loans to personal and professional followed by
building and construction and land development, manufacturing
and digtributive trades. Other loans well spread hetween
the other sectors. Less conservative.

average interest rates are about the average of all
banks; very high proportion of loens to large borrowers;
large unused credit lines; extremely high advance/deposit
rgtios; gpecialization in distributive trades, manufacturing
nther than sugar, rum and molasses ond personal and professional.

relatively low interest rates; . very high proportion of
loans to large borrowers; very large unused credit lines;
lowest advance/deposit ratios; and large balances held
abroed; high degree of specializgtion in business loansy
specianlization in distributive trades, manufacturing especially
gugar, rum and molesses, personal and professional; good
sectoral distribution of other loans. Apparently the wmost
conservative,

relatively high interest rates; wvery high proportion of
lpans to large horrowers; very low proportion of unused
credit lines to large borrowers; relatively high advance/
deposit ratios; very high proportion of loans to businesses;
gpecialization in manufacturing other than sugar, and personal
and professional; financisl institution. Apparently more
efficient lending reflected in low proportion of unused credit
facilities.

relatively low avercge intereat rates; low proportion
of loans to large borrowers; relatively large unused credit
lines to large berrowers; very high proportion of loans to
companies; high adveonce/deposit ratios, Congervative.
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Bank G: relatively high avernge interest rates; extremely low
proportion of largs loang outgtanding; wnost even digtri-
bution between companieg and individusls; very high
advance/deposit ratics; specizlizaticn in perscnal and
nrofegsional, manufacturing other than sugar, building =nd
ccnstruction and land develcoment, and cther loan unclassified
a8 to gector. Appears to specialige in personzl and small
buginess loans,

The last two banks to enter the Jamaican banking community,
appear to specialize in rather different snrezss; one in lending to
the commercial and business sector end having a significant propogtion
of the value of lozns outstanding belonging to large borrowers. The
ather concentrated on small bhusiness loans and iunstalment credid.
Ita proportion <f loans outstanding to large borrowers is so far,
extremely small. 3Both banks claim to lay nore emphasis in their
lending policy mé;e oﬁ the ability of the borrower to repay loans

than hos traditionally been the case in Jamaica. Of the other banks,

Bank B appears to have the best distributed portfolic and the evidence

‘points to less conservatism in lending. A% the other extreme in respect
' .

of conservetism is Bank D and sonewhere between the two we can place
Bankg A and €. It nust be pointed out, however, that the three banks
with over 75 per ceat of their lending to compenies have either not
begun §r only Jjust begun making' instalment lecans, 2 largs proportioﬁ of
which is personsl.

The main result of this paper has been to show that the banking
indusatry is becoming less ccncentrated and more competitive. This
iz a new experience to the industry in Jamaica and is undoubtedly
a desirable one. Thexe is certainly room for prudent innovation,
On the cther hand we would not like tc see unsound banking practices

develop, hence, there would be need for greater expertise in the

banking industry itself and greater vigilance and competence cu the
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part of the authorities. We have not touched on the relationshipsa

of banks with non-bank institutions, but there are developments here
worth exploring, for example, the ownership of trust and other finmancial
institutions by banks, the growing relationship of banks and insurance
companies in the form of deposit insurance, loan insurance, and staff
health and pension plans; =and the increasing competition which the
banks are giving to finance compsnies in the matter of instalment
credit, These are undoubtedly areas which may have some significance

for future trenda.
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BANK ORGANIZATION

The traditional form of an intermational bank i3 one of two
typed., PFirst, it may be organized primarily for branch operations
in a number of different countries, for example, Barclays Bank 1CO,
and the former Bank of London and Montreal. These banks are usually
either wholly or partly owned by domestic banks in a developed
country. Darclsye Bank Ltd., has a majority shareholding in
Barclays Bank DCO, slthough the latter operates quite independently
of the former. Barclays Bank Ltd., bhas, in fact, sxtended 1ts
operations internationally and as & result of growing competition
between the two banks they are in the process of fusing their
operations. The Bank of London and Montreal wae originally set up
by the Bank of Montreal and the Bank of lLondon and South America
specifically for international operations but in 1962 Barclays
Bank DCO aogquired a third of its equity.

The second type of intermational branch bank may be a branch
of a domestic bank in a developed country. Thus the Canadian and
United States branches of bankg operating in the West Indles come
under the administration of the international department or division
of the parent bank.

Some of these banks have used regional or area offices for
the edministration of the branches in the region. The Royal Bank
of Canada established its regional office for the Eastern Caribbean
in Port of Spain, Trinidad, in the 1920's with responsibility for

operations in s8ll the British islands in the Caribbesn asnd Guyana.



210

The Barclays Bank DCO Eastern Caribbean Head Office at Barbados

came into operation after World Wer II with similar geographicsl
distribution, but ineluding Jemaica which in 1968 obtained its own
reglonal Hesd 0ffice to cover branches in Jamaica, British Honduras,
the Bahamas and the Cayman Islands., 4z banks expanded their opera-
tions more regional offices were established, TFor example, the

Royal Bank of Canads opened a District Office in Naassau in the 1950's
to which its Jameican branches are responsible,

Banks whose reglonal operstiocns have remsined small, on the
other hand, had their branches directly responsible to thelr inter-
national headqusrters. ~These include the Canadisn Imperial Bank
cf Commerce with only one branch in esech of Barbsdos, Jamaleca and
Trinidad up to 1959; and the Bank of Nova Scotia, which though large
in Jamaica, did not operate branches in the Easstern Caribbean until -
1955.

The American banks, although new to the Commonwealth
Caribbean, have their operstions reglonally organized also. Fixnsgt
National City Bank's Trinidad\operations come under the jurisdiction
of the Venezuels Office, although Jameics is directly responsible
to the intermational division in Hew York. There 1s a 3ubtle
difference between the relatiounship of the branches of *the American
banks to their regional offices and that of the oldsr banks. In the
older banka the branches report directly to the regional branch, but

in the American organization the senior local banks serve as the local
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headquarters which in turn is responsible to the regional office.

The overseas head office of the bank is responsible for
making decigions at the highest level. These include major policy
decislons, changes in the organizationasl structure, approving loans
over certain limits, the determination of salary levels, the purchase
of premises, and branch inspection. Technically, the inspectors
are responsible to the Board of Directors rather %han to management,
A Head Office inspection is carried out annually or biemnially.

It includes a thorough audit of the bank, an examination of every
loan account, a sample of deposlt accounts and écrutiny of every
agpeoct of branch adminigtrstion, Finallg, the performance of all
genior officers are assessed. In some casea the Head Office would
exercise routine controls over the maturity_distribution and pur~
poses of loana and sdvances. In other cases, there is no formal
submission of such data to Head Office but since they make decisions
on the larger loans they in fact control them,

Thers appearg to be some variation in the degree of authority
delegated to the regional offices. These offices are usually_
headed by a district manager or senior officer in the field, or by
a Managing Director with the support of a local Board of Directors
conglsting of former bank managers. The Jurisdiction of the
district office includes approving loans within certain limits
referred to them by branch managers, responsibility for premises

where this is not done by Head 0ffice, branch development, systems
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operation, and in some cases, bank inspection. Other responsibili-
tleg include respomsibility for various personnsl matters: orgasniza-
tion of {raining, and promotion, tranasfers, and dlismissal of certain
categoriea of staff, Where there is no regional or locsal Head
O0ffice %the intermational divisional office of the bank will perform
most of theae functions,

To comply with the requirements of the Bank Acte most banks
have had to designate their senior hranéh an a local Head Office for
dealing with the government and the central banks. Bven before
thia these managers did have to act ae decision units in the handling
of purely local matters such as the adjusiment of intersst rates and
fixing of various charges in the era of the banking asgreement. How=
evar, it has not been usual for the smaller branches to refer locan
applications and other matters to them except in an advisory capacity.

With the rapid expansion of bank offices together with the
increasing authority of government and the local Central Banks and
the diversity of the laws and policiss of the various territories,
the district offices appear t; be on the way out and several new
developments have elther taken place quite recently or are about to
take place, In particular, most bénks have decided to become
locally incorporated with some degree of local equity participation.
Hence, there is a tendency towards more local head offices as a
preparatory stage in this endeavour. Local head offices set up

wlthin the last year include those of the Canadian Imperial Bank of
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Commerce, Barclays Bank and the Bank of NVova Scotia in Trinidad and
Tobago, and the Royal Bank of Canada in Guyana. Banks in Jamaica
are ln the process of reorganizing similsarly.

There are, of course, arguments for ond against decentraliza-
tion., The argumente against are largely in terms of cost and dupli-
cation of resources. They seem %o be outweighed by the favourable
factors which would apply especislly in the case of the banks which
operate on a fairly large scale. For opé thing it means that local
people will now have more specialist jobs. Then, there will be
more senior staff located within the territory and, hence, availlable
for consultation on matters in and out of the bank, Also, there
will be better opportunities for local staff to rise to the top and
management will be able to gain a greater knowledge of their
potential., Finally, top decisione will be made by people who have
a first hand knowledge of what is happening in the territory.

There will, of course, be dangers of going too far with
decentralization and for the Caribbean as s whole it may be necessary
to determine the optimum especially with regard to the smaller
territories.

Branch activities can be divided into two main categories -
the operations gide and the credit and marketing sidz. ZHespounsibility
for the operetions side is usually delegated to the accountantl
who is in charge of the administration of the branch generally. In

a large branch he would be assisted by an assistant accountant and

1 . .
Some banks now designate the Accountant of a large branch as Assistant
Meneger (Administration) as distinct from Assistant Manager, (Loans).
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they would have under them s number of departments each headed by a
aupervisdr or chief clerk, These would ineclude foreign exchange,
current accounts, savings, collections aund sometimes securities.
Some branches also have audit officers who are dirsctly responsibls
to the Accountant.

The manager does a great desl of the lending and losan
review himself., Depending on the size and nature of the branch he
may be assisted by an aspistant manager and/or credit qfficers ox
manager's assistants., Usually the manager assigns limits to each
of these officers. He is also responsible for pfomoting the
business of the branch generally. Credit merketing is now an
important element in the Manager's responsibilities and he ia
expected to apportion s significant proportion of his time for
holding business discusaions with his clienfa and making other
'business contacta including the clienta of other banks.

Where banks have embarked on personal lending to any_signi-
ficant degree there is often a personal loans officer who will be
mainly concernsd with inatalmeﬁt londing or what aome banks call
their term plan., The required expertise here is not as high as for
other types of lending and usually the officer ie junior to the
other lenders.

In banks which have ne leocal headquarters branch managers
appear to have very little final authority in terms of loan limits.

The pattern appears to be to concentrate a great deal of authority
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in this reaspect in the regional office. This does not relieve the
branch manager of responsibility in the loan making process and in
ita collection. For the regional office or the Head Office to
approve a loan the branch manager must carry out the necessary
investigation and credit analysis as to the credit-worthiness of
the applicant and he is held responsible for its repasyment. The
device of making a central authority responsible for loan approvsal
makes for greater uniformity in the terms and conditions of loans.
It may, however, tend to make the manager more conservative in that
he has to make a satisfactory case for an authorizing officer far
removed from the area of decision-making, In some cases this

tends to inhibit subjectivity in loan approval and to encourage
managers to be guided mainly by financial statements conservatively
aggessed, This will be greater in cases where hank managers are
foreign and transient and because of unfamiliarity with local condi-
tiona have %o rely omn strong balance sheet figurea., The problem

is aggravated by the fact that overseas officers are expected to
gserve over wide areas and witg frequent changes.l Indged, it is
gaid in some banking circles in Jamaica that the more conservative
lenders over the years have been those with higher proportions of

oversgseas managora,

1J.F. Lloyd, "The British Bank Manager Overseas", Journal of the
Inatitute of Bankers, Vol. 79, 1958, Part II, April, p. 1li7.
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The branch manager's limit will be determined by the size
end location of his branch and by the calibre of ita accounts.
There is some degree of variation among banks with regard to the
system of limits, Some banka have a reporting limit - managers
have to report all loans made by them over a certain limit - a
limit for unsecured lending and a higher limit for fully secured
loane. Some banks give their branches higher limits with respect
to renewal of overdrafts than with a first loan.

Geonerally, American banks appear to delegate to branch
managers and their local headquarters high discretionary limits
with respect-to lending than Canadian or British hanks. Writiag
on American banking in the Jourmal of the Institute of Bankers
R.C, Spyer noted:

The purpose of the relatively high discretionary

limite given to managers is to keep the number of

referrals to head office to a minimum. A menager

would be expected to make 95 percent or more of

hig loans ou his own initiative, I approval from

head office is required, it would be obtained by

way of an application which is fairly similar to

that used by my own bank except that security

details are not so extensively used.l
American banks, too, slso have loan committees among their credit

officers at the branch level, This practice has two advantages -

it allows each to know what loan applications the other ia processing

1R.G. Spyer, "The U.S.A., Banking System", Journal of the Institute of
Bankers, Vol, 88, Pf, 44, August, 1967, DP. 269. Spyer is attached
to an English baak.
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and 1t provides valuable training for lending officers at the junior
level.

The branch management is also responaible for security in
the branch and is expected to make regular and surprise checks on
the cash, stamps, cheques, securities, and s0 on. The regularity
of the ohecks depends on the asset, cash being the meost regular ons
done, In this respect, %00, there is some degree of wvariation
apong banks. In some large branches thére may be & full-time audit
officer performing this functiom.

While there is a decentralization at the regional level,
there has been a certain amount of centralization of branch functione.
This has been brought about largely because of the greater use of
machines in bank offices. Proof-telling, for example, has now
been centralized by all hanks in Jamslca. The computer, already in
use by one bank, and in the process of being introduced by other
banks, is bringing about a significant cbange in office organization
expecially in ledger keeping and the preparstion of statements.

This will undoubtedly lead to ineresses in efficiency for the bigger
banks.

Banks ave, in fact, getting extremely cost conscious. . One
large bank, for instance, has introduced a programme of establishing
norma for the output and cost of each service. 3Branches are expected
to achieve a certain output in relation to coat. If in any time

period this is not achieved, the bank will examine the number of
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personsg performing the function %o see if there are too many engaged
in it or if there are too many senior staff performing the function.
On the other hand, if output is very high in relation to cost then
it may mean that additiongl gtaff will be supplisd to that department.
A8 part of this programme the bank ig slso examining the services

it performs to evaluate whether 1t is profitable, whether its
?harges ghould be raised_or whether the service should be performed
-at all. Action to sbandon a service will, of course, have to be
Judged aganinat the bank's competitive pﬁsition, but the new

gystem will enable the bank to assess the value of the sexvice
properly. It will also enable it %o introduce new services on a
more rational basia.

The London offices of the banks have hisforically occupied
and continue to occupy a special place in the banks' organization.
411 surplus funds have traditionally been pooled in London, a2nd the
offices there have performed three main functions. First, the
gecondary reserves of branches were inveated in income earning
gecurities at a time when suitable assets were moatly unavaileble
in the territories in which the branches were located. BSecond, the
London branch could lend the surpluses of some branches to other
branches which were short of loan funds, Third, interbank settle-
ments, both local and international, were made through London.

With the establishment of local central banks and regulations

limiting the holding of overseas asgeta this pool of funds is
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expected toc get smaller for a number of reasons. PFirst, some of
these surpluses have had to be transferred back to the territory of
operations in order to satisfy local reserve requirements in the
form of gtatutory deposits with the loeal central banks and local
liquid assets. BSacond, interbank settlements in respect of local
payments are made through the adjustment of accounts at the local
central bank, thus necessitating a margin of lgocal liquid assets

in excesa of reserve requirementa. Settlement of accounts for
international payments and lending to branches in other territories
which are short of funds are atill done by the London office.
Branches within a territory borrow from one another paying a certain
amount of interest to the surplus branches, Thére is, however, no
direct lending of funds between branches or banks in the Caritbesan,
even if they are served by the same regional office. Banks argue
that in view of the fact that the central-barnking territories ars
now responsible for the fixiag of their own exchange rates such
loans are exposed to exchange risks., It is evident that official
aunthorities do not as yet seem . in a position to take action on a
Caribbean basis with respect to such things as exchange crises,l
and until this is clear such arrangements beitween banks are not
likely tc develop., Indeed, if this type of lending is to emerge

it may well have to be done on the bagis of forward contracts in

lEven in a simple matter as fixing the par value of the Jamaican
dollar the Caribbean interest was subordinated to the local interest.
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regpect of foreign exchange. Thus, banks in Jamaica borrow

from London at a time when frinidad ig in gurplusg, the banks
preferring to keep their surpluses at a centre where the volume of
international transactlons to be gettled is large.

For international business the banks male use of their
branches orlcorrespondents where they do not have branches. One
bank boasts certain cost advantages in having an almost world=-wide
distribution of banking offices. It also cites ability to deal
speedily with a number of smaller banking centres in which it is
established., Other banks claim, however, that they deal with
correspondents on & reciprocal basis andiseem quite satiafied with

the arrangements,

Banks with lccal ownershio
Jamaicas

Local ownership and control of commercial banks is a rare
features in the Caribbean. The early banks in Jamaica disappesred
shortly after their appearance in the 19th century, Gordon Grant
and Co,, in Trinidad was absorﬁed by Barclays Bank LCO in the post
World War II period. In the 1960'a local ownership reappeared with
the formation of the Bank of Nova Scotia (Jamaica) Ltd., in 1966
and the incorporation of the Jamesica Citizen's Bank in 1567. These
are both banks with minority local ownership. The Bank of Hova

Scotia is a subsidiary of the Bank of Nova Scotia Ltd., with a
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local equity participation of 25 percent. With respect %o the
Jamaica Citizen's Bank 51 percent of the share issue was offered to
the local public but about 10 percent was not taken up.

Each bank hag a laecal board of directors, two members of
which are asppointed by the parent bhaunk, The other members of the
board are expected to have a personal financial interest in the
bank and be registered as holders of a& ninimum number of shares.
The Bank of Nova Scotia (Jamaica) Ltd., consists of fo:mer branches
of the Bank of Nova Scotia Ltd., and hence the senior management of
the bank in its early stages hae been largely in-the hands of senior
officers of the parent bank with an understudy of local staff.
Management guidence to the Jamaica Citizen's Bank is being provided
by the Citizen's and Southern ¥Nationmal Bank of Atlanta, Georgia,
who have a S5~year management contract to supply a General Managsr
satlsfactory to the Board of Directors and whatever additional
support may be necessary to manage the bank and train Jamaicans to
agsume senior executive positions. The Jamaica Citizen's Bank will
reimburse the Citizen's and Southern National Bank with the actual
cont of these services. The duties of General Manager of one bank
has just been passed on to a Jamaican so that the bank is now fully
Jamaican managed, and indications are that the other bank will soon
be taking the same step.

Policies within Wwhich the management operates are established

by the boards of directors, but the voting strength of the parent
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banka at the present time is dominant., Moreover, guidance is sought
from the parent banks on & number of matters., The boards may review
and check the work of menagement, and being members of the business
community they can no doubt make valuable suggestions with regard
to broad policy metters, With respect to day to day adminiatration
their function is largely restricted to merely approving the action
of management. Finally, béards are reeponsible for approving the
appointment and dismisseal of top managers, and for restructuring
the top of the managemeunt organization. In the case of oneg bank
there are an executive committee and a finance committee of the-
board of diréctors to consider matters in some depth.

The Genersal Manager or Managing Director ig the key man in
the organization. On the one hand, he informs and provides guidance
to the board of directors and shareholders on top level policy
matters, and on the other hand, he is responsible for the efficient
administration and management of the organization. He is usually
surrounded by specialist staff and the usuanl pattern is to take
major decisions and establish policy in committees.

The local management has assumed a number of responsibilities
which were formerly either performed by Head Office or the regionsl
office., Bank inspection may be either carried out by a loecal téam
or partly by & local tecm and a parent bank team. One bank, for
example, has a local ingpection team for smaller branches, but its

persnt bank team still inspects the larger, and a sample of smaller
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branches. Other functions transferred %¢ the local office includes
gystem analysis, personal adminigtration, loan administration,
although loens requiring the guarantee of the parent bank have to
be congidered by that bank after it has been considered by the
appropriate committee in the subsidiary.

With regard to lending limits the banks are restricted by
the legal limitation of 10 percent of share capital and reserves.
In some cases thia appears to be interpfeted as 10 percent of local
capltal and reserves, loans exceeding thie lewvel having to be
guarantaed by the parent bsnk., Indeed, it is nat unusual %o find
the local limits of some foreign banks egceeding thoge of the local
henks even though the scale of operationa of the foreign benks in
Jamaica may be smaller. The other device for getting around the
legal limit is to make loana in participa%ion with other banks
either local or foreign. The Jamaica Citizen's Bank had established
lines of credit with seven international banks at the time of issue
of its prospectus to facilitate shorit-term finanecing of business
and trade inclusive of such arrangements., In Trinidad and Tobago
the banks are slready participating in the jointufinancing of large
loana, even though they are unot yet locally incorporated. Where
the loan is gusranteed or there is a participation with a foreigm
bank the loan application will have to be conaidered by the guarantor
or the participator and the procedure is very similar to that of a

branch submitting a loan to Head Office for approval,
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Concern hae been eXpressed in the Jamaican press over the
willingness of the banks which have announced their intention to go
local to guarantee these loans, especially if they hold only a
minority of the share capital of the local bank and management is
transferred to local hands. This view appears to be unduly
pesaimistic as banka are free to examine and be selective about the
loana they will guarantee just as they are about the loans the Head
0ffice now approves. Indeed, under the internationsl branch system
all loans are made by Head Office which sustains all losses. Under
the new arrahgement the guarantor stands to lose only the portion
of the loan which it guarantees., If under the new arrangements the
guality of wanagement and loan collection continues to be good there
appears to be little reason why the guarantees should be withheld.
Where supplementary funds are required by the local banks these will
undoubtedly be supplied on the bagis of considerationa of availability,
opportunity cost, profits and risk. Exochange risks, for example,
are likely %o loom larger in negotiations than degree of ownership.

If difficulties with guarantees do develop two alternative
courses seem open. PFirst, there could be loan participation among
local banks, This would result in a new limit set at the sum of
the limits of the participating bankas. The other course is to have
loan participation with correspoundents, and, zgain, this would depend
cn the factors mentioned earlier with regasrd to the movement of funds.

Participations are similar to guerantees in that correspondents will
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gccept only that part of a loan in excess of the originating bank's
lending limit., With a guarantee, however, funds mey not move and

the guarantor becomes actively involved only if the borrower defaults.
With a participation, except there is a reverse or counter partici-
pation, funds will move from the lending bank to the borrowing

bank.

Local banks, however, will have to develop correspondent
relatlionships. Where they are the successors of ilanternatioconal
banks, they can probably use the correspondent of these banks if
this can be worked out, °

One apparent problem for concern is whether the government
target of 51 percent locel ownership of the foreign benks can be
achieved by 1975. The high interest rates which have been
prevailing in Jamasics since devaluation and the sluggishness and
almost consistent fall in the stock exchange index is bound to
affect the readiness of the Jamaican public to take up the new
sharee, Whenm it is remembered. that some Jamaica Citizen's shares,
issued at a much more favourable time, 9till remain unsold and that
Bank of Nova Scotia (Jamaice)'s stock which had performed so well in
ite early years are on the decline the task seems somewhat formidable.

7 Mogt of the banks operating in the Caribbean have wholly
owned trust companies which in addition to carrying out their normal
functions accept term deposits and make long and medium ferm

mertgage loana,
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Trinidad and Guyensa:

The locesl banks existing in Guyana and Trinidad and Tobago
are at the present time all wholly owned local banks.l They are
both very small at present in relation to the size of the banking
gystem. In the Trinlidad case the bank is wholly owned by govern-
ment who apﬁoints the Board of Directors although, for political
reasony, it has no official representative on the Board.2 This is
perhaps important because a director can call for and inspect docu-
ments at any time, In Guyana the bank is at the present time 90
percent government owned but provision is made for the co-~-operatives
to acquire ﬁajority-ownership in due course, Government zppoints
four of the ten directors of the bank,

The relationship between the Board of Directors and General
Manager is basically the same a8 for the other banks discuassed,
except for the absence of a parent bank with a majority vote, The
Genercl Maonoger carries out the policies set by the Board cnd advises
the Board. The Board sets the limits of his suthority. Nelther of
thege banks has ne yet established branches. The Genercl Managern's
lending limits are set by the Board z2nd at least in one casge is

unlimited. The internal local organization of the bank is very

IMost of the internationsl banks in Trinidad are 'going local'. Hence
the situation will be very similar to the Jemalcen one.

2This #a8 a measure necessitoted by the fact that it was desirable ot
the tipe the bonk was formed +o assure the bhank's clients and prog-
pective clients that the bank would not be submitted to political
pressure,
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similar to other hanks. Internationslly, these banks, like the
Jamaics Citizen's Bank, rely heavily on correapondent arrangements,
In the Caribbean the 1oeél banks appear to be endeavouring fo

use each other as correspondents where this is practicable. Else=~
where the Nétional Commercial Bank of Trinidad and Tobago uses t@e

correspondents of the internmational bank from which its assets were

purchased.
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PERSONNEL

Backgrcund
Bank staffing policies have been traditionally highly dis-

criminating and excluegive., In itz book, A Banking Centenary written

in 1936 (Barclays Baunk D ¢ 0) disclosed that ite staff in the West
Indies and British Guiana wag of British origin recruited either locally
or in the United Kingdom. Other banks seemed %0 have done a grester
degree of loeal recruitment, but this was restricted largely to persons
whose physical characteristics approximated most closely persoms of
British origin. This is no% surprising since their borrowsrs were

mostly persons of the white planter and commercial community.

In the 1950's the banks began to depart from these policies.
Lideralization in Jamaica started with the banks which were foremost in
the expansion of igland-wide banking facilities. The evidence seema
to indicate thal at least in the case of one bank the initiative cane
from a Head 0ffice director assigned to the region. Perhnaps, because
of this the process has been somewhat slow,l for the policy had to be

implemented by persons who were schooled in a system of diserimination.

In addition to the expanaion of banking facilities and the
conassquential demand for steff, other problems have emerged which have

led to a more speedy process of liberalization: the arrivel of new

lSee Interim Report of the Commission of Enquizy intc Racial and Colour
Discrimination in Trinided and Tobago, p. 19 for other reasons.
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banks, increasing competition among the banks, public opinion and
government asction through the introduction of work permit laws which

were made applicadble to the banking sector.

Indeed, it would appear that the gquality of staff prior to
the 1960's may not have been particularly impressive, as the restriction:
in local recruitment probably prevented the banka from getting the best
available gstaff and there were real problems with imported staff.
J.P, Lloyd in an article, "The British Bank Manager Overseas", noted tha-
"the impoxted clerk should be capable of senior posit£ona at a much
younger age_than would be likely in the United Kingdom".l The re-
crultee would be eligible for promotion only if he had the character to
control staff, very often older than himself and with longer experience
of local conditions., He was advised to pass his exsminations before
going overseas as his social functions and écclimatizaticn Wwith local
conditions would take up much of his spare time. Mr. Lloyd noted that
banks were faced with several staff difficulties and their young men wer
expected to serve over wide areas aﬁd often with frequent changes.2
The article gives the impression that the systewm may have had certain
disadvantages for the young man with serious intentions of a career
overseas and that the proportion of migflts who had to be repatriated,
though not high, could have been smaller if a fuller understanding of

what was reguired of new staff was obtained before they were engaged.3

lJ.F. Lloyd, The Britigh Bank Manager Overseas, Journal of %the Institute
of Bankers, Vol. 79, 1958, p. 115.

®Ibid., v. 117.

Sthid.
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If the system wes unfair to *he recruitee one would be
tempted %o ask whether it was not doubly unfair to the people wham the
bank served, The article emphesizes the probliems ceused by the lack
of familiarity wiith hig environment. When this is added to his rela-
tive inexperience, the frequency with which he was transferred from one
cffice to another and the hottlenecks to socisl mobility in the Caribbea:
it is not difficult tc see why overseas bank managers have traditionally
heen regarded ag lackipg in innovation in the territories in which they
cperate., Even todey it is held in some banking circlegs that the extra
congervativeness of some banks isg partly due to overseas managers'

unfamiliarity with local conditions.

Prom the information supplied by banks, their total employment
by the sector at the end of 1969 was about 2,200, It is difficult to
divide this number between the main categories:; directorate, managerial.
supervisory and clerical because in these figures some banks included
middle management, that is, from Assistant Accountant up 28 managerial
while others regarded senior officexrs below Assistant IMopager as super~
visory., Moreover, an Accountant in a large banking office could be
very different in rank and experience %o one in a small banking office.
In fact some banks now Lave re-designated Accountants in some of their

larger banking offices as Assistant Managers (Administration).

RECRUITMENT AND SELECTION
Banks were asked to asgign a rank to a2 number of avenues of
recruitment., The distribution of the three highest resnks are given
in Table 105. By far *the most frequent source of recruitment was

write~ins,
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Thie wae followed by referrals by emplcyees and cthers, schocls and
Bchool placement officers, replies to advertisements and University.
Empleoyment agencies were not used. In some cases letters of application
followed visita to schools and probably the ranking given schools may
therefore be too low. In Trinidad and Guyena one bank distributes a
bulletin to secondary achools and this is a major factor in influencing
subsequent applications by letter. Some bankse in Jamaica have personnel
officers visiting schools and business colleges glving talks about work

at their banks,

Table 105: Main ivenues of Recruitment in Jamaica

No. of No. of Yo, of
times times times
ranked ranked ranked
1 2 3
Schools & School Placement
Officers 1 2
University
Employee or other referrsal 2 1
Write~ins
Newapaper or other adver- .
tisement 1 1 1

Scurce: Replies to Guestionnaire
Some banks did not consider newspaper edvertisement a successful
source of recruitment. Advertisements usually resulied in 2 large uumber
of applicants whe did not 'achieve minimum standaxrds. Recruitment for
the University was a relatively new factor but banks in Jamaica generally

appeared to_find this source more acceptable than ia Trinidad and Guyana.
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Some banks in Jamaica consider Universgsity graduates a good source of

supply of personnel for middle management.

The main problems with University graduates were that they were
new to banking and were sometimes not prepared to work their way up,
perhaps feeling that jobs were too elementary. On the other hand,
regardleas of their gterting point a high level and quality of output
was expected and sometimes they were r diseppointment in this regérd.
Nevertheless, in the last few years there are several instances of
university graduates who have lived up %o expectationa and performed

very well.

The other fac£or is that the non-graduate often feels concerned
about his future when he seee a new reerui¥ who knows ncothing about
banking coming in above him. Hence, in the extreme cage, banks prefer
to give scholarships to promising employees to go to University rather

than recruit University graduates.

With regard to the problems generally, there would appear to be
two viaws - gome banks feel that an all-round knowledge of banking
a3sists a manager in running hié branch. Thus they put the management
trainees through the operations side of banking; and then start to
speciglize them in credit analysis‘and lending techniques. The other
view i8 that specialization assists s manager in dealing with the most

important aspect of his job.l

lSpyer, "The U.S.A. Banking System', Journal of the Institute of
Bankers, Vol, 88, 1967, p. 435.
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Thus recruits from University usually concentrate on credit investi-
gation and gnalysis, while high school recruits would work their way
through the operational sgide of banking, and go ou %0 credit analysis
later., One bank in Jamaica, for instance, has a twenty-four month
training course leading to the qualification for the position of
Assistant Accountant. The first degree University graduate would
do the last six montha of the course, but a second degree man would

normally be put gitraight into the credit gide of operations.

The other problem may be related to the quality‘of recruits
available to banks in the different territories. In Jamaica it is
difficult to get good high scheol graduates. Somé banks find %that they
have to recruit persons without '0Q! Lavelsa but try to ensure that these
people have at least reached '0' Level forms in high school and are able
to pass a test. In Guyana, on the other hand, banks have people with
'0t Tevels working as messengers and in both Trinidad and Guyena more
persons with 'A' Levels are recruited. Thus, the potential of lower
tier recruits to nttain managerial positions is greater. What is more,
it appears that there is a higher proportion of bank employees in
Trinidad and Guyana writing the examinations of the Institute of Bankers
than in Jamaica. In *his respect bhanks are quite prepared to give
every encouragement to the promising 'A’ Level or '0O' Level employee
to work his way up to the top.

In recrulting staff in Jamaica, most banks try to recruit mean
with some '0' Level qualificaticns including Mathematics cr Arithmetic
and English, With girls, it depends on the type of work for which they

are being recruited, e.g., they require the appropriate qualifications
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for stenography and secretarial work, Banking has traditiomelly
been considered a man's job, dut this i1s disappearing and there are now
a number of female managers in Jamaica. One bvank recruits oaly
females for clerical positions. It would recruit 'A' Levels or
University graduate femasles with the intention of training them for

advanced positions.

Most banks give aptitude tests covering Mathematics, English
and, in some cases, general knowledge to applicante, In some cases
the test may only be given to uncertain cases or persons without any
'Q0' Level passes. All banks stress the importance of the interview,
In the cage of one bank the interview determines everything. In this
bank reeruiting emphasis is put on well rounded personality character-
istices and qualities of leadership as demonsirated by activities at

school, The Sixth Form prefect type would be highly regarded.

Training:

Most banks appeared to be in a proceea of revising or formaliz=-
ing their training programmes. |

New entrants are given ‘on the job' training in duties they
will be called upon to perform by experienced clerks or supervisors.
This alsc applies to each new task the employese will do &8 and when
necessary, In additicn, some banks give formel instruction in all
duties up to Supervisor's or Assistant Accountant's level. PFor example,
a trainee may be given a five-day ledger course and then assigned to
the Ledger Department. He will be ziven a Teller's course before beiug

aspigned to a Teller's duties end so on.



Some bankas establish special training branches, aund may or
may not provide formal +trainiug. Others merely rotate the trainees
both at the clerical and officer level through the departments for

understudy.

At the upper end of the training programme, workshops and
seminare, some of them oun aspects of administration and management,
are held, University recruitees are brought into the course at a high

level,

Some banks send their senior emplcyees to-their District
Office or Head Office for more advanced management and specialist
training such as corporate'credit, time studies, and systems asnalysisa.

These courses may vary from five weeks to more than a year.

In addition, all the banks send employses to s part-time
course at C,A.S.T. leading up to the Institute of Bankers' Final
examination, There appeared to be some scepticism as to whether -
thia was the particular type of course which was most suitable for

their needs.

Promotions

All the banks but one claimed that seniority played at most
a minox role in promotion considerations. Performance reviews
seemed to be the main criterion for promotion. Reviews are done

every six months for new employees and annually thereafter. University
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recrults sare reviewed more often. Here various agpects of the ecm-
tloyee's performance are given a rating. In some banks the repert

ig discussed with the employee and he ias given the oppertunity to con-
test it. If the reporting officer does not accept his counter view,

he will come up for review again. At the review the employee's
fature in the bank may be discussed with z view to knowing if there was
any aspect of benking he prefers, Senior staff are reviewed boith by

the manager or local directorate and by the Head 0ffice inapection tesm.

Other banks assess their employees on reporte from all the
departmental supervisors with whom they have worked Juring the period,
a report being required of the supervisor when the employee moves to

another department or if the supervisor himeelf moves.

Remuneration

Some banks use job evaluation charts in fixing the remuneration
of an employee. Others do not. Incremenits are given on the basis
of performance reviews. Xach grade has a scale. In gome banks en-
ployees are not told the scale but are informed when they are approach-
ing the top. There are no specified increments. The employee is
given an increase on the basia of the assessment of his performénce.
Thus, a highly rated employee Day receive a much larger increment than
a mediocre performer. Or s good performer in last year's review may be
& poor one this year, and this will be reflected in his increment.

The level and siructure of salaries paid %o employees is based
on salary surveys made within the territory of operation. In Jamaica
some banks participate in annual surveys run by other industrial cor-

pcrations. The procedure is that the ccrporation dcing the survey
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would obtain the information and furnish a report disclosing the
salaries gtructure and level of all the participants, bdbut the report
to any firm will ideuntify only the particulars relating tc the corganizer
of the suxvey and those of the recipient of the report, the other firms
recraining incognito. This enables the recipient to gee how he compares
with the other participants, Some banks run their own ad hoc surveys
by exchanging information with other banks, financial institutions and

rrominent non-financial firma.

Overseas Personnel

The employment of overseas persounnel is now restricted %o senior
management and specialist staff, work permits being required for engaging
any ncn=national., Furthermore, in Jamaiqg permits are normally for
a maximum pericd of three years. The regulations are less strictly
applied wlth regard to staff from other Caribbean territoriss.

The estimated number of overseess personnel in the Jamaican
banking syaten in mid-1970 was 79 out of an estimated total of 2,200
gtaff, The percentage has been declining as training programnes at

the higher level has increased.

Inter-Caribbean Tranafers

Staff transfers within the Caribhean were formerly done on an
extensive scale, although Jamaica;s participation was always at a miniow
The existence of work permit laws appears to be an inhibiting factor in
txransfers becaunse of the rud-tape involved. The digappearence of the
regional offices should also lead to less transfers, The restriction of
transfers could pase a problem in the smaller territories for a bank

nay have only one or two offices in a particular territory. In such
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a cage, Wheu a senior man leaves, the only choice may be to attract
gomeone from another bank which is itself smsll. In Jamaica the
problem may not be so serious because of the size of the banking
system. Any policy to encourage transfer will have to eunsure that the

emaller territories get a fair deal however.

Problem areas: expansion and turrvover

Rapid expansiou has put a severe strain on banké with regard to
their supply of cxperienced staff, Banks contend that efficient lending
comes with exﬁerience and some banks now operate with relatively inex-
perienced managers with a noitceably highef proportion of troublesome
loans regulting from their administration. However, these managers
usually have low limits and efforts to collect delinguent loans will

undoubtedly lead to better lending in future.

The other major problem is the high rate of turnover of staff.
Some staff have been moving to the newer banks and in these cases banks

with the better training schools appear to have been the chief losers.

Migration is the other factor responsible for the high turnover.

Genergally, the rate of turnover of female employees appears %o be higher,



